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DIRECT TESTIMONY OF RICHARD A. BAUDINO

QUALIFICATIONS AND SUMMARY

Please state your name and business address.
My name is Richard A. Baudino. My business address is J. Kennedy and Associates, Inc.
("Kennedy and Associates”), 570 Colonial Park Drive, Suite 305, Roswell, Georgia

30075.

What is your occupation and by whom are you employed?

I am a consultant to Kennedy and Associates.

Q. Please describe your education and professional experience.

A. I received my Master of Arts degree with a major in Economics and a minor in Statistics
from New Mexico State University in 1982. 1 also received my Bachelor of Arts Degree

with majors in Economics and English from New Mexico State in 1979.

I began my professional career with the New Mexico Public Service Commission Staff in
October 1982 and was employed there as a Utility Economist. During my employment
with the Staff, my responsibilities included the analysis of a broad range of issues in the
ratemaking field. Areas in which 1 testified included cost of service, rate of return, rate
design, revenue requirements, analysis of sale/leasebacks of generating plants, utility

finance issues, and generating plant phase-ins.



26
27
28
29
30
31

32
33

34

35

36

37

38

39

40

41

42

43

44

45

46

47

48

49

OCS-3D Baudino 16-057-01 Page 2 of 18

In October 1989, | joined the utility consulting firm of Kennedy and Associates as a
Senior Consultant where my duties and responsibilities covered substantially the same
areas as those during my tenure with the New Mexico Public Service Commission Staff.
I became Manager in July 1992 and was named Director of Consulting in January 1995.

Currently, I am a consultant with Kennedy and Associates.

Exhibit (RAB-1) summarizes my expert testimony experience.

On whose behalf are you testifying?

I am testifying on behalf of the Utah Office of Consumer Services ("OCS").

Please state the purpose of your testimony.

The purpose of my testimony is to address the credit quality and service quality risks to
customers resulting from the proposed merger between Dominion Resources, Inc.
("Dominion™) and Questar Gas Company ("Questar") and to present my conclusions and
recommendations regarding certain customer protections in the form of conditions that
should be ordered by the Public Service Commission of Utah (“Commission”) if it
approves the merger. The risks and conditions that | address are a subset of the risks and
conditions that have been identified by the OCS and that are addressed more generally by

OCS witness Mr. Lane Kollen.

Please summarize your testimony.
Consistent with the Direct Testimony of OCS witness Mr. Kollen, I recommend that the

Commission deny the proposed merger unless it imposes necessary conditions to protect
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ratepayers from adverse consequences in the areas of credit quality and service quality. |
recommend that the Commission order the following conditions if it approves the

proposed merger:

Questar Gas Company shall not pass through any increases in credit costs caused
by the proposed merger. Credit Costs shall be defined as incremental costs of
common equity, costs of new issuances of long-term debt, and costs of short-term
debt due to any downgrading in corporate wide credit and/or utility-specific credit
rating(s) within ten years after announcement of merger as well as the effects of
any increases in common equity as a percentage of capitalization.

Questar Gas Company’s cost of equity shall be determined using a comparable
group gas utilities with A bond ratings regardless of whether Questar Gas
Company is rated A or is downgraded.

Dominion shall continue to provide no less than the same access to short-term
debt, commercial paper, and other liquidity that Questar currently has in place.
Questar's total liquidity through its current arrangements is $750 million.

Questar Gas Company shall continue to comply with the Commission’s service
quality guidelines adopted in Docket No. 02-057-02. The Commission and
Division of Public Utilities (DPU) will continue to monitor current service quality
measures as reported by Questar Gas Company. The "Annual Goals™ currently
contained in Questar's customer satisfaction standards shall be changed to
"Minimum Service Metrics”". The Commission should also impose financial

penalties if Dominion fails to achieve the Minimum Service Metrics.
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CREDIT QUALITY RISKS AND PROTECTIONS

Q.
A.

Please describe how the applicants intend to finance the proposed merger.

Applicants witness Fred Wood described the proposed financing for the merger
beginning on line 70 of his Direct Testimony. Initially, Dominion will rely on bridge and
term loans with various financial institutions and its own credit facility. These resources
are expected to provide the entire $4.4 billion needed to fund the exchange of Questar
Corporation for cash. Mr. Wood further testified that Dominion plans to use the proceeds
from permanent financings "to preclude the need for or replace any funds borrowed under

these existing credit facility, bridge and term loan agreements.”

Questar Corporation and its subsidiaries' existing indebtedness, which total $1.7 billion as
of December 31, 2015, will remain outstanding at Questar Corporation, Questar Gas, and

Questar Pipeline, all of which will become direct or indirect subsidiaries of Dominion.

The Applicants provided additional information about the merger financing on page 19 of
their presentation at the Utah Technical Conference dated April 28, 2016. Please refer to
Exhibit __ (RAB-2) for the referenced page from this presentation. The contemplated
permanent financing after closing the proposed merger transaction will consist of $1.45
billion of Dominion senior notes, $1.25 billion of Mandatory Convertible securities,
$0.50 billion of Dominion equity, and $1.20 million of Master Limited Partnership drop

proceeds.
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% Q. Have the major bond rating agencies responded to the proposed merger?

97 A Yes. The Applicants provided rating agency reports from Fitch, Standard and Poor's

98 ("S&P™), and Moody's that addressed the proposed merger with the attendant effects on
99 Dominion's and Questar's ratings outlooks. Mr. Wood summarized the Applicants' credit
100 and bond ratings and the ratings outlooks on pages 5 and 6 of his Direct Testimony.
101
102 Dominion's credit rating was lowered from A- to BBB+ by S&P after the merger
103 announcement. S&P's rating outlook for Dominion is now stable. Fitch affirmed
104 Dominion's Issuer Default Rating of BBB+. Moody's affirmed Dominion's corporate
105 credit rating of Baa2.
106
107 Questar Corporation currently has an A credit rating from S&P. Questar Gas has an A2
108 rating from Moody's and an A rating from S&P. After the merger announcement,
109 Questar Corporation's ratings were put on a review for downgrade from Moody's and
110 were placed on a negative credit watch from S&P. Questar Gas' credit rating was
111 affirmed by Moody's but was placed on a negative credit watch from S&P.
112

113 Q. What were the reasons expressed by S&P with respect to the credit rating outlook
114 for Questar as a result of the proposed merger?

115 A As Mr. Wood noted in his Direct Testimony, the negative outlook is associated with
116 S&P's use of a group rating methodology for Questar once it becomes part of the

117 Dominion corporate family. S&P stated that it expected to view Questar as "core to
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118 Dominion and therefore Questar's issuer credit rating would be aligned with Dominion's
119 ‘BBB+’ group credit profile”. S&P went on to state the following:

120

121 The ratings on Questar, QGC, and QPC are on CreditWatch with negative implications,
122 reflecting the prospect for a two-notch downgrade of Questar's issuer credit rating to
123 '‘BBB+' due to the company's agreement to be acquired by DRI. We expect to resolve the
124 CreditWatch listing by the date of the transaction's closing, which could be by year-end
125 2016.

126

127 We could lower our ratings on Questar, QGC, and QPC to align them with our ratings on
128 DRI. (Joint Application, Exhibit 1.14, page 9 of 12)

129

130 Q. Mr. Baudino, what is your conclusion with respect to the credit risks for Questar
131 from the proposed merger?

132 A S&P's comments with respect to the negative outlook for Questar suggest that Questar
133 Gas may lose it’s A credit rating once the merger is completed. This would be due to the
134 way that S&P employs its group rating methodology. Such a downgrading would be the
135 direct result of the merger and Dominion’s lower credit quality.

136

137 Q. If Questar Gas lost its A rating from S&P, is it possible that the Company’s cost of

138 capital would increase?

139 A Yes. With a lower credit rating Questar Gas could face an increased cost of debt and
140 equity. BBB-rated debt costs are higher than A-rated debt cost. For example, the
141 Mergent Bond Record showed that the May 2016 yield on Baa public utility bonds was
142 4.60% compared to the A-rated public utility bond yield of 3.93%, a difference of 67
143 basis points.

144
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145 In addition, since BBB/Baa rated utilities are perceived as riskier than A/A rated
146 companies by investors, the required return on equity would also be higher. Thus, if
147 Questar Gas is downgraded by S&P, the cost of equity would likely increase as well.

148

149 Q. Given the risk of downgrading and the attendant increase in the cost of capital for
150 Questar, do you recommend that the Commission include measures to protect Utah
151 ratepayers in the event that Questar's credit ratings are lowered due to the
152 proposed merger?

153 A Yes. | recommend that the Commission condition its approval of the proposed merger
154 such that neither Questar nor Dominion may pass through to Utah customers any
155 increases in the cost of debt and/or equity that result from the proposed merger. Absent
156 such a condition with attendant credit protection measures, the Commission should deny
157 the proposed merger.

158

159 Q. How could the Commission implement the credit risk protection that you
160 recommend?

161 A In the event of credit rating downgrades for Questar wherein the rating agency cites the
162 merger as a factor in the downgrade, | recommend the Commission implement the
163 following conditions:

164

165 1. For new long-term debt issued by Questar and/or Dominion on behalf of Questar,

166 the Commission should use the lower of (1) an imputed debt cost with a rating



OCS-3D Baudino 16-057-01 Page 8 of 18

167 equal to the rating before the downgrade, or (2) the actual debt cost. For Questar,
168 the current bond rating is A/A from S&P and Moody's.

169 2. For all short-term debt, the Commission should use the lower of (1) an imputed
170 A-rated debt cost, or (2) the actual debt cost, whichever is lower.

171 3. Questar's return on equity should be based on a comparison group of A-rated gas
172 utilities.

173 Utah ratepayers must be protected from any resulting higher cost of debt that results from
174 the proposed merger. Tying the cost of any new debt to the lower of actual debt cost or
175 the pre-merger debt rating cost ensures adequate and reasonable protection for ratepayers.
176

177 This is also true for any increases in Questar's cost of equity resulting from a rating
178 downgrade from the merger. If, for example, Questar's credit rating were lowered to
179 BBB/Baa from its current A/A rating, the cost of equity would also rise as investors
180 would consider Questar a higher risk company and, in turn, require a higher cost of
181 equity. Utah ratepayers must be protected from this adverse outcome. Imputing a cost of
182 equity based on A/A rated utilities would provide such a protection.

183

184 Q. Should this protection be extended to short-term debt cost?

185 A Yes. After the closing, Questar Gas Company will obtain its short term financing

186 through the Dominion credit facility and other Dominion sources of capital instead of
187 through Questar Corporations’ credit facility and other sources of capital. A credit
188 downgrade of Dominion could affect the cost of short-term borrowing for Questar Gas.
189 For example, Dominion has $4.5 billion of commercial paper, letters of credit, and

190 additional capacity available under credit facilities as of December 31, 2015. Dominion's
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191 credit facilities and short-term debt are described on page 51 of its 2015 10-K Report that
192 was included as Exhibit 1.10 in the Applicants’ Joint Application. If the cost of
193 borrowings under these credit facilities is negatively affected from bond downgrades,
194 ratepayers should be protected from any such increased costs.

195

196 Q. Turning to short-term debt, what changes will the proposed merger cause with
197 respect to Questar’s access to short-term debt and other liquidity?

198 A On page 12, lines 298 through 300 of his Direct Testimony Mr. Wood testified that

199 Questar "will continue to benefit from access to the commercial paper market in the same
200 manner that it currently utilizes to finance short-term capital needs on a cost-advantaged
201 and efficient basis." Mr. Wood further testified that Dominion Questar Corporation
202 would provide liquidity to Questar Gas "for seasonal working capital and other needs in a
203 manner consistent with Questar Corporation's past practice.”

204

2056 Q. Please describe Questar's current liquidity resources.

206 A Questar's 2015 10-K Report described its short-term financing capabilities on page 42 as

207 follows:

208 Questar issues commercial paper to meet short-term financing requirements. The
209 commercial-paper program is supported by revolving credit facilities with various banks
210 that provides back-up credit liquidity. Credit commitments under the revolving credit
211 facilities totaled $500 million under the multi-year credit facility and $250 million under
212 the 364-day facility at December 31, 2015, with no amounts borrowed. The credit
213 facilities expire upon a change of control such as the proposed Merger with Dominion
214 Resources. However, the Company has amended its credit facilities to extend through the
215 closing of the proposed Merger with Dominion Resources. Commercial paper
216 outstanding amounted to $457.6 million at December 31, 2015, compared with $347.0
217 million a year earlier. Availability under the revolving credit facilities is reduced by

218 outstanding commercial paper amounts, resulting in net availability under the facilities of
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219 $292.4 million at December 31, 2015. Under the facilities, consolidated funded debt
220 cannot exceed 70% of consolidated capitalization.

221

222 In summary, Questar has a total of $750 million of short-term debt and credit facilities to
223 meet short-term financing requirements, which include working capital.

224

225 Q. What is your recommendation with respect to assuring that Questar continues to
226 have adequate access to needed liquidity, including working capital needs, if the
227 Commission approves the proposed merger?

228 A I recommend that the Commission order Dominion to provide Questar no less than the
229 same access to liquidity it currently has under its existing short-term debt and commercial
230 paper arrangements, which currently stands at $750 million. Questar and its customers
231 must be assured that Questar will have sufficient access to liquidity after the merger with
232 Dominion is consummated.

233

234 Q. Did the Applicants propose any consumer protections with respect to the cost of
235 capital as part of their Application in this case?

236 A In the aforementioned April 28, 2016 presentation, the Applicants outlined a number of
237 so-called "ring fencing” provisions for Questar on page 18. Please refer to Exhibit
238 ____ (RAB-2) for this page. With respect to cost of capital protections, the Applicants
239 proposed the following:

240 e Maintain status as a standalone issuer of long-term debt

241 e Maintain current debt and equity capital ratios

242 e Maintain credit metrics that support strong investment-grade credit ratings
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243 e Maintain issuer credit ratings from independent credit rating agencies
244

245 Q. What is ring fencing and what is the purpose of ring fencing?

246 A In this case, ring fencing refers to protections provided to a regulated utility company that
247 shield that company from risks from its affiliates and/or parent company. These risks
248 may take the form of operational risks and credit risks. A primary goal of ring fencing is
249 to protect the regulated utility company from harm due to the financial risk, including
250 bankruptcy risk, of its affiliates and/or parent company. Ring fencing also protects the
251 regulated utility from having its assets depleted or compromised by an affiliate. Ring
252 fencing also ensures that customers are not harmed from the results of corporate
253 restructurings, such as the costs that are or may be incurred due to the transaction
254 proposed in this proceeding.

255

256 Q. Are the Applicants' proposed ring fencing provisions for cost of capital sufficient for

257 Commission approval of the merger?

258 A No. The Applicants' ring fencing provisions are not specific enough and do not go far
259 enough to protect Utah ratepayers. Tying cost of capital protections to Questar's credit
260 and bond ratings before the merger announcement is critical to protect ratepayers from
261 the adverse consequences of a downgrade of Questar's debt securities.

262

263 I do agree that the Commission should maintain the currently approved debt and equity

264 ratios for Questar. It is my understanding that Questar will be filing a rate case soon and
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265 the Commission should order that its decision on the ratemaking capital structure for
266 Questar in that docket be maintained after the proposed merger is completed.

267

268 I also agree with Dominion's commitment to maintain Questar's status as a standalone
269 issuer of debt.

270

271 With respect to Dominion's commitment to maintain issuer credit ratings, it appears that
272 there is a strong likelihood that S&P will downgrade Questar's credit rating as a result of
273 the proposed merger. Thus, this stated commitment from Dominion likely cannot be
274 upheld without the additional protections that | recommend.

275

2716 Q. Are you aware of credit quality protections that were part of other merger
277 proceedings before the Commission?

278 A. Yes. In Docket No. 98-2035-04 the Commission Report and Order dated November 23,

279 1999 approved a Stipulation among the parties to that case as part of its approval of a
280 merger between Scottish Power PLC and PacifiCorp. Among other things, the
281 Commission's Report and Order provided the following on page 8:

282

283 Financial Issues. Applicants agree that any reduction in the cost of capital will be
284 reflected in rates in Utah, but any increase in the cost of capital of electric operations of
285 PacifiCorp that is a direct result of the merger will be borne by shareholders (Condition
286 25). Applicants also agree that a hypothetical capital structure based on A-rated electric
287 utilities comparable to PacifiCorp should be used to determine the correct cost of capital

288 for ratemaking purposes (Condition 19). In addition, Applicants agree to maintain
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separate long-term debt (Condition 21) and to apply to the Commission for approval of

debt issuances (Condition 22).

In Docket No. 05-035-54 the Commission's Report and Order dated June 5, 2006 adopted
a Stipulation as part of its approval for a merger between PacifiCorp and MidAmerican

Energy Holdings Company. Paragraph 21 of that Stipulation provided for the following:

21) MEHC and PacifiCorp, in future Commission proceedings, will not seek a higher
cost of capital than that which PacifiCorp would have sought if the transaction had not
occurred. Specifically, no capital financing costs should increase by virtue of the fact
that PacifiCorp was acquired by MEHC.

SERVICE QUALITY ISSUES AND PROTECTIONS

Q.

A

Does the Commission currently monitor the quality of service for Questar?

Yes. Questar currently files annual Customer Satisfaction Standards ("CSS") reports on
a variety of service quality indices with the Commission. This comprehensive set of
service quality standards resulted from a Settlement agreed to by members of the Service
Standards Task Force in Docket No. 02-057-02. The Applicants included the 2015 CSS

report as Exhibit 2.2 attached to the Joint Application.

What are the service quality measures reported by Questar in its CSS reports?
Questar's CSS reports cover a broad range of customer service and satisfaction
components in the following general areas:

e Overall impression of Questar Gas Company

e Customer care
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315 e Customer affairs

316 e Service Calls - Ask-A-Tech

317 e Service Calls

318 e Billing

319 Each component within the broad areas listed above have Annual Goals associated with
320 performance. Please refer to Exhibit _ (RAB-3) for a summary of the customer
321 service and satisfaction Annual Goals and Questar's annual performance associated with
322 each service quality goal for the years 2010 through 2015.

323

324 Q. How has Questar performed with respect to the Annual Goals contained in the CSS
325 reports?

326 A With three exceptions, Questar has met or exceeded every one of the Annual Goals for
327 each service quality component for the six-year period shown in Exhibit __ (RAB-3). |
328 highlighted the three instances in which Questar did not meet the Annual Goals.

329

330 Q. Did the applicants submit testimony with respect to the effect of the proposed

331 merger on Questar's service quality?

332 A Applicants' witness Diane Leopold addressed customer service beginning on page 13 of
333 her Direct Testimony. Ms. Leopold testified at lines 330 through 331 that Dominion
334 "intends to maintain Dominion Questar Gas' customer service at or better than current
335 levels and will strive for continued improvements thereto."”

336
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Q.

How does Dominion intend to maintain or improve Questar's customer service after
the merger?

The OCS asked Dominion to explain how Dominion intended to maintain customer
service after the merger in its Data Request 2.67. The Applicants' response is included in
my Exhibit __ (RAB-4). In its response, the Applicants stated that Dominion "plans to
continue to monitor and evaluate the customer service standards and metrics currently

approved by the Utah Public Service Commission.”

Is it enough for Dominion to simply ""monitor and evaluate' the customer service
standards currently in place for Questar?
No. Dominion should be held to a higher standard of performance than a simple

monitoring and evaluating of current performance goals.

Utah ratepayers must be assured that Questar's current customer satisfaction performance
will not deteriorate after the proposed merger is completed. The risk for customers post-
merger is that customer service could decline if Dominion were to reduce staffing levels
in an effort to cut its costs and pass the savings on to shareholders. The DPU, OCS
(when it was previously known as The Committee), and the other parties worked to
carefully construct a suite of customer satisfaction goals in order to assure Utah
ratepayers excellent levels of service from Questar. That commitment must be carried

forward by Dominion and continue to be monitored by the Commission.

How should the Commission ensure that Questar's service quality and satisfaction
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360 does not decline if it approves the proposed merger?

361 A First, | recommend that the Commission order Dominion to continue its commitment to
362 the currently effective CSS reporting requirements for Questar. In this regard, | further
363 recommend that Dominion be required to submit reports quarterly, rather than annually.
364 Questar had been filing quarterly CSS reports until 2014, when the Commission allowed
365 Questar to file annual reports. If the Commission approves the merger, it would be
366 prudent and reasonable to return to quarterly reporting for Dominion Questar so that the
367 Commission and DPU can closely and regularly monitor the impact of the merger on the
368 CSS standards established by the Commission in Docket 02-057-02.

369

370 Second, | recommend that the "Annual Goals" for each service criterion in the CSS report
371 be renamed "Minimum Service Metrics”. Simply having a goal to shoot for is
372 insufficient incentive for Dominion to maintain service quality and satisfaction for Utah
373 customers after the merger. The currently effective Annual Goals must now be
374 considered minimum achievable service metrics to which Dominion must adhere.
375 Dominion should be required by the Commission to maintain these minimum service
376 metrics.

377

378 Third, the Commission should assess penalties against Dominion for failing to achieve
379 the Minimum Service Metrics.

380

381 Q. Please explain why the Commission should assess penalties against Dominion for

382 failing to maintain Minimum Service Metrics.
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A.

Dominion should have a strong financial disincentive to allow customer service and
satisfaction to decline after the merger. Instituting a penalty for lack of performance will
provide an additional inducement for Dominion not to cut back on service quality to Utah

ratepayers after completion of the proposed merger.

What is your recommendation with respect to penalties for failing to achieve the
Minimum Service Metrics?

I recommend that the Commission assess Dominion a $200,000 penalty for failure to
achieve one or more of the individual CSS Minimum Service Metrics within each of the

six categories of customer satisfaction metrics of the CSS reports.

The penalty would work in the following manner. Within the Customer Care category, if
Dominion failed to achieve one of more of the individual performance metrics, the
Commission would assess a $200,000 penalty. The recommended penalty would work in
a similar fashion for each of the other categories. If, for example, Dominion failed to
achieve one or more of the performance metrics in the Service Calls category in addition
to the failure to achieve performance metrics in the Customer Care category, then the

Commission would assess a total penalty of $400,000.

Penalties would be based on Dominion's performance over a calendar year. Penalties for
a particular calendar should then be flowed back to Questar's customers in the following
year as a 1-month credit to customer bills and allocated based on dekatherm (*“dth")

consumption to all customers. Across the six customer satisfaction categories, the
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406 maximum total penalty amount would be $1.2 million per year.

407

408 Q. Has the Commission approved penalties for lack of customer service quality in prior
409 cases?

410 A Yes. In the aforementioned Docket 98-2035-04 the Commission-approved Stipulation

411 included penalties associated with certain customer service guarantees from PacifiCorp.
412 Please refer to Exhibit _ (RAB-5), which includes the customer service standards,
413 performance metrics, and penalties that were contained in an attachment to the
414 Stipulation.

415

416 In the aforementioned Docket No. 05-035-04, MidAmerican Energy Holdings Company
417 and PacifiCorp agreed to continue the customer service guarantees and performance
418 standards after its acquisition of PacifiCorp. This agreement was attached to the
419 Commission's Report and Order dated June 5, 2006. Please refer to Exhibit _ (RAB-
420 6) for the relevant page from this agreement.

421

422 Q. Does this complete your testimony?

423 A Yes.
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Exhibit __ (RAB-1)
Page L of IS

RESUME OF RICHARD A. BAUDINO

EDUCATION

New Mexico State University, M.A.
Major in Economics
Minor in Statistics

New Mexico State University, B.A.
Economics
English

Thirty-two years of experience in utility ratemaking and the application of principles of economics to the

regulation ot electric, gas, and water utilities. Broad based experience in revenue requirement analysis, cost
of capital, rate of return, cost and revenue allocation, and rate design.

REGULATORY TESTIMONY

Preparation and presentation of expert testimony in the areas of:

Cost of Capital for Electric, Gas and Water Companies

Electric, Gas, and Water Utility Cost Allocation and Rate Design
Revenue Requirements

Gas and Electric industry restructuring and competition

Fuel cost auditing

Ratemaking Treatment of Generating Plant Sale/Leasebacks
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EXPERIENCE

1989 to

Present: Kennedy and Associates: Consultant - Responsible for consulting assignments in the
area of revenue requirements, rate design, cost of capital, economic analysis of generation
alternatives, electric and gas industry restructuring/competition and water utility issues.

1982 to

1989: New Mexico Public Service Commission Staff: Utility Economist - Responsible for
preparation of analysis and expert testimony in the areas of rate of return, cost allocation,
rate design, finance, phase-in of electric generating plants, and sale/leaseback transactions.

CLIENTS SERVED

Regulatory Commissions

Louisiana Public Service Commission
Georgia Public Service Commission
New Mexico Public Service Commission

Other Clients and Client Groups

Ad Hoc Committee for a Competitive
Electric Supply System
Air Products and Chemicals, Inc.
Arkansas Electric Energy Consumers
Arkansas Gas Consumers
AK Steel
Armco Steel Company, L.P.
Assn. of Business Advocating
Taniff Equity
CF&I Steel, L.P.
Climax Molybdenum Company
Cripple Creek & Victor Gold.Mining Co.
General Electric Company
Holcim (U.S)) Inc.
IBM Corporation
Industrial Energy Consumers
Kentucky Industrial Utility Consumers
Kentucky Office of the Attorney General
Lexington-Fayette Urban County Government
Large Electric Consumers Organization
Newport Steel
Northwest Arkansas Gas Consumers
Maryland Energy Group
Occidental Chemical
PSI Industrial Group

Large Power Intervenors (Minnesota)

Tyson Foods

West Virginia Energy Users Group

The Commercial Group

Wisconsin Industrial Energy Group

South Florida Hospital and Health Care Assn.
PP&L Industrial Customer Alliance
Philadelphia Area Industrial Energy Users Gp.
West Penn Power Intervenors

Duquesne Industrial Intervenors

Met-Ed Industrial Users Gp.

Penelec Industrial Customer Alliance

Penn Power Users Group

Columbia Industrial Intervenors

U.S. Steel & Univ. of Pittsburg Medical Ctr.
Multiple Intervenors

Maine Office of Public Advocate

Missouri Office of Public Counsel

University of Massachusetts - Amherst

WCF Hospital Utility Alliance

West Travis County Public Utility Agency
Steering Committee of Cities Served by Oncor
Utah Office of Consumer Services

Healthcare Council of the National Capital Area
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Date Case Jurisdict. Party Utility Subject
-
10/83 1803, NM New Mexico Public Southwestem Electric Rate design.
1817 Service Commission Coop.
11/84 1833 NM New Mexico Public El Paso Electric Co. Service contract approval,
Service Commission rate design, performance standards for
Palo Verde nuclear generating system
1983 1835 NM New Mexico Public Public Service Co. of NM Rate design.
Service Commission
1984 1848 NM New Mexico Public Sangre de Cristo Rate design.
Service Commission Water Co.
02/85 1906 NM New Mexico Public Southwestemn Rate of return.
Service Commission Public Service Co.
09/85 1907 NM New Mexico Public Jomada Water Co. Rate of return.
Service Commission
11/85 1957 NM New Mexico Public Southwestem Rate of return.
Service Commission Public Service Co.
04/86 2009 NM New Mexico Public El Paso Electric Co. Phase-in plan, treatment of
Service Commission salefleaseback expense.
06/86 2032 NM New Mexico Public El Paso Electric Co. Salefleaseback approval.
Service Commission
09/86 2033 NM New Mexico Public El Paso Electric Co. Order to show cause, PVNGS
Service Commission audit.
02/87 2074 NM New Mexico Public El Paso Electric Co. Diversification.
Service Commission
05/87 2089 NM New Mexico Public El Paso Electric Co. Fuel factor adjustment.
Service Commission
08187 2092 NM New Mexico Public El Paso Electric Co. Rate design.
Service Commission
10/87 2146 NM New Mexico Public Public Service Co. Financial effects of
Service Commission of New Mexico restructuring, reorganization.
07/88 2162 NM New Mexico Public El Paso Electric Co. Revenue requirements, rate

Service Commission

design, rate of return.

J. KENNEDY AND ASSOCIATES, INC.
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Date Case Jurisdict. Party Utility Subject

01/89 2194 NM New Mexico Public Plains Electric G&T Economic development:
Service Commission Cooperative

1/89 2253 NM New Mexico Public Plains Electric G&T Financing.
Service Commission Cooperative

08/89 2259 NM New Mexico Public Homestead Water Co. Rate of return, rate
Service Commission design.

10/89 2262 NM New Mexica Public Public Service Co. Rate of return.
Service Commission of New Mexico

09/89 2269 NM New Mexico Public Ruidoso Natural Rate of return, expense
Service Commission Gas Co. from affiliated interest.

12/89 89-208-TF AR Arkansas Electric Arkansas Power Rider M-33.
Energy Consumers & Light Co.

01/90 U-17282 LA Louisiana Public Gulf States Cost of equity.
Service Commission Utilities

09/90 90-158 KY Kentucky Industrial Louisville Gas Cost of equity.
Utility Consumers & Electric Co.

09/90 90-004-U AR Northwest Arkansas Arkansas Westem Cost of equity,
Gas Consumers Gas Co. transportation rate.

12190 U-17282 LA Louisiana Public Gulf States Cost of equity.

Phase IV Service Commission Utilities

04/91 91-037-U AR Northwest Arkansas Arkansas Western Transportation rates.
Gas Consumers Gas Co.

12/91 91-410- OH Air Products & Cincinnati Gas & Cost of equity.

EL-AIR Chemicals, Inc., Electric Co.
Amco Steel Co.,
General Electric Co.,
Industrial Energy
Consumers
" 05/92 910890-E! FL Occidental Chemical Florida Power Corp. Cost of equity, rate of

Corp. retum.

09/92 92-032-U AR Arkansas Gas Arkansas Louisiana Cost of equity, rate of
Consumers Gas Co. retum, cost-of-service.

09/92 39314 D Industrial Consumers Indiana Michigan Cost of equity, rate of
for Fair Utility Rates Power Co. retum.

J. KENNEDY AND ASSOCIATES, INC.



Expert Testimony Appearances

of

Richard A. Baudino
As of July 2016

Exhibit _ (RAB-1)
Page 5 of 15

Date Case Jurisdict. Party Utility Subject B
09/92  "92-009-U AR Tyson Foods General Waterworks Cost allocation, rate
design.
01/93 92-346 KY Newport Steel Co. Union Light, Heat Cost allocation.
& Power Co.
01/93 39498 IN PSt Industrial PSi Energy Refund alfocation.
Group
01/93 U-10105 Mt Association of Michigan Return on equity.
Businesses Consolidated
Advocating Tariff Gas Co.
Equality (ABATE) |
04/93 92-1464- OH Air Products and Cincinnati Gas Return on equity.
EL-AIR Chemicals, inc., & Electric Co.
Armco Steel Co.,
Industrial Energy
Consumers
09/93 43-189-U AR Arkansas Gas Arkansas Louisiana Transportation service
Consumers Gas Co. terms and conditions.
09/93 93-081-U AR Arkansas Gas Arkansas Louisiana Cost-of-service, transportation
Consumers Gas Co. rates, rate supplements;
retum on equity; revenue
requirements.
12/93 U-17735 LA Louisiana Public Cajun Electric Historical reviews; evaluation
Service Commission Power Cooperative of economic studies.
Staff
03/94 10320 KY Kentucky Industrial Louisville Gas & Trimble County CWIP revenue
Utifity Customers Electric Co. refund.
4/94 E-015/ MN Large Power Intervenors Minnesota Power Evaluation of the cost of equity,
GR-84-0M1 Co. capital structure, and rate of retum.
5194 R-00942993  PA PGEW Industrial Pennsylvania Gas Analysis of recovery of transition
Intervenors & Water Co. costs.
5/94 R-00943001  PA Cotumbia Industrial » Columbia Gas of Evaluation of cost allocation,
. Intervenors Pennsylvania rate design, rate plan, and carrying
charge proposals.
7194 R-00942086  PA Amco, Inc., West Penn Power Retum on equity and rate of
West Penn Power Co. retum.
Industrial Intervenors
7/94 94-0035- wyv West Virginia Monongahela Power Return on equity and rate of
E-42T7 Energy Users' Group Co. return,

J. KENNEDY AND ASSOCIATES, INC.
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.8/94 8652 MD Westvaco Corp. Potomac Edison Return on equity and rate of
Co. retum.
9/94 930357-C AR West Central Arkansas Arkansas Oklahoma Evaluation of transportation
Gas Consumers Gas Corp. service.
9/94 U-19904 LA Louisiana Public Gulf States Return on equity.
Service Commission Utitities
9/94 8629 MD Maryland Industrial Baltimore Gas Transition costs.
. Group & Electric Co.
11/94 94-175-U AR Arkansas Gas Arkla, Inc. Cost-of-service, rate design,
Consumers rate of return.
3195 RP94-343- FERC Arkansas Gas NorAm Gas Rate of return.
000 Consumers Transmission
4/35 R-00943271  PA PP&L industriat Pennsylvania Power Return on equity.
Customer Alliance & Light Co.
6/35 U-10755 Mi Association of Consumers Power Co. Revenue requirements.
Businesses Advocating
Tariff Equity
7195 8697 MD Maryland Industrial Baltimore Gas Cost allocation and rate design.
Group & Electric Co.
8/95 95-254-TF AR Tyson Foods, Inc. Southwest Arkansas Refund allocation.
U-281 Electric Cooperative
10/95 ER95-1042 FERC Louisiana Public Systems Energy Return on Equity.
000 Service Commission Resources, [nc.
11/95 1-940032 PA Industrial Energy State-wide - Investigation into
Consumers of all utilities Electric Power Competition.
Pennsylvania
5/96 96-030-U AR Northwest Arkansas Arkansas Western Revenue requirements, rate of
- Gas Consumers Gas Co. retumn and cost of service.
7196 8725 MO Maryland Industrial Baltimore Gas . Return on Equity.
: Group & Electric Co.,Potomac
Electric Power Co. and
Constellation Energy Corp.
7/96 U-21496 LA Louisiana Public Central Louisiana Return on equity, rate of return.
Service Commission Electric Co.
9/96 U-22092 LA Louisiana Public Entergy Gulf Retumn on equity.
Service Commission States, inc.

J. KENNEDY AND ASSOCIATES, INC.
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3199

>
1197 RP96-199- FERC The Industrial Gas Mississippi River Revenue requirements, rate of
000 Users Conference Transmission Corp. retum and cost of service.

3197 96-420-U AR West Central Arkansas Oklahoma Revenue requirements, rate of
Arkansas Gas Corp. Gas Corp. retumn, cost of service and rate design.

7197 U-11220 Ml Association of Michigan Gas Co. Transportation Balancing Provisens.
Business Advocating and Southeasten
Tariff Equity Michigan Gas Co.

7197 R-00973944  PA Pennsylvania Pennsylvania- Rate of return, cost of
American Water American Water Co. service, revenue requirements.
Large Users Group

3/98 8390-U GA Georgia Natural Affanta Gas Light Rate of return, restructuring
Gas Group and the issues, unbundting, rate
Georgia Textile design issues.
Manufacturers Assoc.

7/98 R-00984280 PA PG Energy, Inc. PGE Industrial Cost allocation.
Intervenors

8/98 U-17735 LA Louisiana Pubic Cajun Electric Revenue requirements.
Service Commission Power Cooperative

10/98 97-596 ME Maine Office of the Bangor Hydro- Return on equity, rate of return.
Public Advocate Electric Co.

10/98 U-23327 LA Louisiana Public SWEPCQ, CSW and Analysis of proposed merger.
Service Commission AEP

12/98 93—577 ME Maine Office of the Maine Public Return on equity, rate of return.
Public Advacate Service Co.

12/98 U-23358 LA Louisiana Public Entergy Gulf Return on equity, rate of return.
Service Commission States, Inc.

3/99 98426 KY Kentucky Industrial Louisville Gas Return on equity.
Utility Customers, Inc. and Electric Co

99-082- KY. Kentucky Industrial Kentucky Utilities Return on equity.

Utility Customers, Inc. Co.

4/99 R-984554 PA T. W. Phillips T. W. Phillips Allocation of purchased
Users Group Gas and Qil Co. gas costs.

6/99 R-0099462 PA Columbia Industrial Columbia Gas Balancing charges.
Intervenors of Pennsylvania

10/99 U-24182 LA Louisiana Public Entergy Gulf Cost of debt.
Service Commission States, Inc.

J. KENNEDY AND ASSOCIATES, INC.
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Date Case Jurisdict. Party Utility Subject
10/99 R-00994782  PA Peoples Industrial Peoples Natural Res'tructurihg issues.
Intervenors Gas Co.
10/99 R-00994781  PA Columbia Industrial Columbia Gas Restructuring, balancing
Intervenors of Pennsylvania charges, rate flexing, altemate fuel.
01/00 R-00994786  PA UGH Industrial UGI Utiities, Inc. Universal service costs,
Intervenors . balancing, penalty charges, capacity
Assignment. -
01/00 8829 MD Maryland Industrial Gr. Baltimore Gas & Revenue requirements, cost allocation,
& United States Electric Co. rate design.
02/00 R-00994788  PA Penn Fuel Transportation PFG Gas, Inc., and Tariff charges, balancing provisions.
05/00 U-17735 LA Louisiana Public Louisiana Electric Rate restructuring.
Service Comm, Cooperative
07/00 2000-080 KY Kentucky Industrial Louisville Gas Cost allocation.
Utitity Consumers and Electric Co.
07/00 U-21453 LA Louisiana Public Southwestem Stranded cost analysis.
U-20925 (SC), Service Commission Electric Power Co.
1J-22092 (SC)
(Subdocket E)
09/00 R-00005654  PA Phitadelphia industrial Phitadelphia Gas interim relief analysis.
And Commercial Gas Works
Users Group.
10/00 U-21453 LA Louisiana Public ~ Entergy Guif Restructuring, Business Separation Plan.
U-20925 (SC), Service Commission States, Inc.
U-22092 (SC)
(Subdocket B)
11/00 R-00005277 PA Penn Fuel PFG Gas, Inc. and Cost allocation issues.
(Rebuttal) Transportation Customers North Penn Gas Co.
12100 U-24993 LA Louisiana Public Entergy Gulf Return on equity.
Service Commission States, Inc.
03/01 U-22092 LA Louisiana Public Entergy Guif Stranded cost analysis.
Service Commission States, Inc.
04/01 U-21453 LA Louisiana Public Entergy Gulf Restructuring issues.
U-20925 (SC), Service Commission States, Inc.
U-22092 (SC)
(Subdocket B)
(Addressing Contested Issues)
04/01 R-00006042, PA Philadelphia Industrial and Philadelphia Gas Works Revenue requirements, cost allocation

Commercial Gas Users Group

and tariff issues.

J. KENNEDY AND ASSOCIATES, INC.
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11/ U-25687 LA Louisiana Public Entergy Guif Return on equity.
Service Commission States, Inc.
03/02 14311-U GA Georgia Public Aflanta Gas Light Capital structure.
Service Commission
08/02 . 2002-00145  KY Kentucky tndustrial” Columbia Gas of Revenue requirements.
Utility Customers Kentucky
09/02 M-00021612  PA Phifadelphia industrial Philadelphia Gas Transportation rates, terms,
And Commercial Gas Works and conditions.
Users Group
01/03 200200169  KY Kentucky Industrial Kentucky Power Return on equity.
Utility Customers
02/03 028-594E co Cripple Creek & Victor Aquila Networks — Return on equity.
Gold Mining Company WPC
04/03 U-26527 LA Louisiana Public Service Entergy Guif States, Return on equity.
Commission Inc.
10/03 CV020495AB GA The Landings Assn., Inc. Utilities Inc. of GA Revenue requirement &
overcharge refund
03/04 2003-00433  KY Kentucky Industrial Louisville Gas & Return on equity,
Utility Customers Electric Cost allocation & rate design
03/04 2003-00434  KY Kentucky Industrial Kentucky Utilities Return on equity
Utility Customers
4/04 04S-035E Co Cripple Creek & Victor Aquila Networks — Return on equity.
Gold Mining Company, WPC
Goodrich Corp., Holcim (U.S.)
Inc., and The Trane Co.
9/04 U-23327, LA Louisiana Public Service Southwestera Electric Fuel cost review
Subdocket B Commission Power Company
10/04 U-23327 LA Louisiana Public Service Southwestern Electric Return on Equity
Subdocket A Commission Power Company
06/05 050045-El FL South Florida Hospital Florida Power & Return on equity o
’ and HeallthCare Assoc. . Light Co.
08/05 9036 MD Maryland Industriat Baitimore Gas & Revenue requirement, cost
Group Electric Co. allocation, rate design, Tariff issues.
01/06 2005-0034 KY Kentucky Industrial Kentucky Power Co. Return on equity.

Utility Customers, Inc.

J. KENNEDY AND ASSOCIATES, INC.
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Date  Case Jurisdict. Party Utility Subject
03/06 05-1278- WV West Virginia Energy Appélééhian Power Return on equity.
E-PC-PW-42T Users Group Company
04/06 U-25116 LA Louisiana Public Service Entergy Louisiana, Transmission Issues
Commission LLC
07/06 U-23327 LA Louisiana Pubtic Service Southwestern Electric Return on equity, Service quality
Commission Power Company
08/06 ER-2006- MO Missouri Office of the Kansas City Power Return on equity,
0314 Public Counsel & Light Co. Weighted cost of capital
08/06 06S-234EG co CF&) Steel, L.P. & Public Service Company Return on equity,
Climax Molybdenum of Colorado Weighted cost of capital
01/07 06-0960-E42T WV West Virginia Energy Monongahela Power & Return on Equity
Users Group Potomac Edison
01/07 43112 AK AK Steel, Inc. Vectren South, Inc. Cost allocation, rate design
05/07 2006-661 ME Maine Office of the Bangor Hydro-Electric Return on equity, weighted cost of capital.
Public Advocate
09107 07-07-01 CcT Connecticut Industrial Connecticut Light & Power Retun on equity, weighted cost of capital
Energy Consumers
10/07 05-UR-103 Wi Wisconsin Industrial Wisconsin Electric Power Co. Return on equity
Energy Group, inc.
11107 29797 LA Louisiana Public Service Cleco Power ;.LLC & Lignite Pricing, support of
‘ Commission Southwestern Electric Power settlement
01/08 - 07-551EL-AR  OH Ohio Energy Group Ohio Edison, Cleveland Electric, ~ Return on equity
Toledo Edison
03/08 07-0585, IL The Commercial Group Ameren Cost allocation, rate design
07-0585,
070587, ¢
07-0588,
- 07-0589,
» 070590,
{condol.}
04/08 07-0566 « L The Commercial Group Commonwealth Edison- Cost allocation, rate design
06/08 R-2008-
2011621 PA Columbia Industrial Columbia Gas of PA Cost and revenue allocation,
Intervenors Tariff issues
07/08 R2008- PA Philadelphia Area PECO Energy Cost and revenue allocation,
2028394 Industrial Energy Tariff issues

J. KENNEDY AND ASSOCIATES, INC.
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Alliance, Penn Power Users
Group

Pennsylvania Power Co.

Date  Case Jurisdict. Party Utility Subject
07/08 R-2068- T PA PPL Gas Large Users PPL Gas Retainage, LUFG Pct.
2039634 Group
08/08 6680-UR- Wi Wisconsin Industrial Wisconsin P&L Cost of Equity
116 Energy Group
-08/08 6690-UR- wi Wisconsin Industrial Wisconsin PS Cost of Equity
119 Energy Group
09/08 ER-2008- MO The Commercial Group AmerenUE Cost and revenue allocation
0318
10/08 R-2008- U.S. Steel & Univ. of Equitable Gas Co. Cost and revenue
2029325 PA Pittsburgh Med. Ctr. altocation
10/08 08-G-0609 NY Multiple Intervenors Niagara Mohawk Power Cost and Revenue allocation
12108 27800-U GA Georgia Public Service Georgia Power Company CWIP/AFUDC issues,
Commission Review financial projections
03/09 ER08-1056 FERC Louisiana Public Service Entergy Services, Inc. Capital Structure
Commission
04/09 EQ02/GR-08- MN The Commercial Group Northern States Power Cost and revenue allocation and rate
1065 design
05/09 08-0532 1L The Commercial Group Commonwealth Edison Cost and revenue allocation
07/09 080677-El FL South Florida Hospital Florida Power & Light Cost of equity, capital structure,
and Health Care Association Cost of short-term debt
07/09 U-30975 . LA Louisiana Public Service Cleco LLC, Southwestern Lignite mine purchase
) Commission Public Service Co.
10/09 4220;UR-1 16 WI Wisconsin Industrial Northemn States Power Class cost of service, rate design
Energy Group
10/09 M-2009- PA PP&L Industrial PPL Electric Utilities Smart Meter Plan cost allocation
2123945 Customer Alliance
10/09 M-2009- PA Philadelphia Area PECO Energy Company Smart Meter Plan cost allocation
2123944 Industriaf Energy Users
Group
10/09 M-2009- ‘ PA West Penn Power West Penn Power Smart Meter Plan cost allocation
2123951 Industrial Intervenors
11/09 M-2009- PA Duquesne Duquesne Light Company Smart Meter Plan cost allocation
2123948 Industrial Intervenors
11/09 M-2009- PA Met-Ed Industrial Users Group ~ Metropolitan Edison, Smart Meter Plan cost allocation
2123950 Penelec Industrial Customer Pennsylvania Electric Co.,

J. KENNEDY AND ASSOCIATES, INC.
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0310 09-1352- wv West Virginia Energy Users Monongahela Power Return on equity, rate of retum
E427 Group Potomac Edison
03110 E015/GR-
09-1151 MN Large Power Intervenors Minnesota Power Return on equity, rate of retum
04/10 2009-00459  KY Kentucky Industrial Utility Kentucky Power Return on equity
Consumers
0410 200900548 KY Kentucky Industrial Utility Louisville Gas and Electric, Return on equity.
2009-00549 Consumers Kentucky Utilities
05110 10-0261-E- wyv West Virginia Appalachian Power Co./ EE/DR Cost Recovery,
Gl Energy Users Group Wheeling Power Co. Allocation, & Rate Design
05110 R-2009- PA Columbia Industrial Columbia Gas of PA Class cost of service &
21439262 Intervenors cost allocation
06/10 201000036  KY Lexington-Fayette Urban Kentucky American Return on equity, rate of retum,
County Govemment Water Company revenue requirements
06/10 R-2010- PA PPAL Industrial Customer PPL Electric Utilities Rate design, cost allocation
2161694 Alliance
07/10 R-2010- PA Philadelphia Area Industniat PECO Energy Co. Retumn on equity
2161575 Energy Users Group
0710 R-2010- PA Philadeiphia Area Industrial PECO Energy Co. Cost and revenue allocation
2161592 Energy Users Group
0710 9230 MD Marytand Energy Group Baltimore Gas and Electric Electric and gas cost and revenue
allocation; return on equity
0910 10-70 MA University of Massachusetts- Westemn Massachusetts Cost allocation and rate design
Ambherst Electric Co.
1010 R-2010- PA Duguesne Industrial Duguesne Light Company Cost and revenue allocation,
2179522 Intervenors rate design
1110 P-2010- PA West Penn Power West Penn Power Co. Transmission rate design
: 2158084 Industrial Intervenors
1110 10-0699- wv West Virginia Energy Appalachian Power Co. & Retum on equity, rate of
E-427 Users Group Wheeling Power Co. Retumn
1110 10-0467 L The Commercial Group Commonwealth Edison Cost and revenue allocation and
rate design
04111 R-2010- PA Central Pen Gas UGI Central Penn Gas, Inc. Tariff issues,
2214415 Large Users Group revenue allocation
07/11 R-2011- PA Philadelphia Area PECO Energy Retainage rate
2239263 Energy Users Group .

J. KENNEDY AND ASSOCIATES, INC.
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08/11 R-2011- PA AK Steel Pennsylvania-American Rate Design
2232243 Water Company
08/11 11AL-151G Cco Climax Molybdenum PS of Colorado Cost allocation
09111 11-G-0280 NY Multiple Intervenors Coming Natural Gas Co. Cost and revenue allocatior‘\v
10111 4220-UR-117 Wt Wisconsin Industrial Energy Northern States Power Cost and revenue allocation, rate design
Group
02112 HAL-G47E°  CO Climax Molybdenum, Public Service Company Return on equity. weighted cost of capital -
CFé&l Steel of Colorado
0712 120015-E1 FL South Florida Hospitals and Florida Power and Light Co, Return on equity, weighted cost of capital
Heaith Care Association
0712 12-0613-E-PC WV West Virginia Energy Users American Electric Power/APCo  Special rate proposal for Century
Group Aluminum
07112 R-2012- PA PP&L Industrial Customer PPL Electric Utilities Corp. Cost allocation
2290597 Alliance
0912 05-UR-106 Wi Wisconsin [ndustrial Wisconsin Electric Power Co. Class cost of service, cost and revenue
Energy Group allocation, rate design
0912 2012-00221  KY Kentucky Industrial Louisville Gas and Electric, Return on equity.
201200222 Utility Consumers Kentucky Utilities
10112 9299 MD Maryland Energy Group Baltimore Gas & Electric Cost and revenue allocation, rate design
Cost of equity, weighted cost of capital
10112 4220-UR-118  WI Wisconsin ndustrial Northern States Power Class cost of service, cost and revenue
Energy Group Company allocation, rate design
10/12 473-130199  TX Steering Committee of Cities Cross Texas Transmission, Return on equity,
Served by Oncor LLC capital structure
0113 R-2012- PA Columbia Industrial Columbia Gas of Pennsylvania Cost and revenue alfocafion
2321748 et al. Intervenors s
02/13 12AL-1052E  CO Cripple'Creek & Victor Gold "Black Hills/Calorado Electric Cost and revenue allocationé
Mining, Holcim (US) Inc. Utility Company
0613 8009 VT 1BM Corporation Vermont Gas Systems Cost and revenue allocation,
rate design
0713 130040-E1 FL WCF Hospital Utility Tampa Electric Co. Return on equity, rate of return
Alliance
08/13 9326 MD Maryland Energy Group Baltimore Gas and Electric Cost and revenue allocation, rate design,

special rider

J. KENNEDY AND ASSOCIATES, INC.
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- ey
08113 P-2012- PA PP&L Industrial Customer ~ PPL Electric Utilities, Corp. Distribution System Improvement Charge
2325034 Alliance
09/13 4220UR-118 Wi Wisconsin Industrial Energy Northemn States Power Co. Class cost of service, cost and revenue
Group allocation, rate design
113 13-1325-E-PC WV West Virginia Energy Users American Electric Power/APCo  Special rate proposal, Felman Production
Group :
06/14 R-2014- PA Columbia Industrial Intervenors  Columbia Gas of PennsJytvania Cost and revenue allocation, rate design
2406274
08/14 05-UR-107 Wi Wisconsin Industrial Energy Wisconsin Electric Power Co. Cost and revenue allocation, rate design
Group
10/14 ER13-1508 FERC Louisiana Public Service Comm. Entergy Services, Inc. Return on equity
etal.
11114 14ALQ660E  CO Climax Molybdenum Co. and Public Service Co. of Colorado Return on equity, weighted cost of capital
CF1 Steel, LP
1114 R-2014- PA AK Steel West Penn Power Company Cost and revenue allocation
2428742
12114 42866 X West Travis Co. Public Travis County Municipal Response to complain of monopoly
Utility Agency Utility District No. 12 power
3115 201400371 Kentucky Industrial Utility Louisville Gas & Electric, Return on equity, cost of debt,
201400372 KY Customers Kentucky Utilities weighted cost of capital
315 2014-00396  KY Kentucky Industrial Utility Kentucky Power Co. Return on equity, weighted cost of capital
Customers . :
6/15 15-0003-G42T WV West Virginia Energy Users Gp.  Mountaineer Gas Co. Cost 4hd revenue allocation,
Infrastructure Replacement Program
9/15 15-0676-W-42T WV West Virginia Energy Users Gp.  West Virginia-American Appropriate test year,
o Water Company Historical vs. Future
915 15-1256-G-
390P Wy West Virginia Energy Users Gp.  Mountaineer Gas Co. Rate design for Infrastructure
Replacement and Expansion Program
10/15 4220-UR-121 - WI Wisconsin industrial Energy Gp.  Northern States Power Co. Class cost of service, cost and revenue
) allocation, rate design
12115 15-1600-G- Rate design and alfocation for
390P WV West Virginia Energy Users Gp.  Dominion Hope Pipeline Replacement & Expansion Prog.
12115 45188 > Steering Committee of Cities Oncor Electric Delivery Co. Ring-fence protections for cost of capital

Served by Oncor

J. KENNEDY AND ASSOCIATES, INC.
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2116 o Y406 MD Maryland Energy Group Baltimore Gas & Electric Cost and revenue allocation, rate design,
proposed Rider 5

3/16 39971 GA GA Public Service Comm. Southern Company / Credit quality and service quality issues
Staff AGL Resources

04/16 201500343  KY Kentucky Office of the Cost of equity, cost of short-term debt,

: . Attorney General Atmos Energy capital structure
05/16 16-G-0058 Brooklyn Union Gas Co., Cost and revenue allocation, rate design,
16-G-0059 NY City of New York KeySpan Gas East Corp. service quality issues

06/16 16-0073-E-C WV Constellium Rolled Products Appalachian Power Co. Complaint; security deposit
Ravenswood, LLC

07/16 9418 MD Heaithcare Council of the Cost of equity, cost of service,
National Capital Area Potomac Electric Power Co. Cost and revenue allocation

07116 160021-El FL South Florida Hospital and Return on equity, cost of debt,
Health Care Association Florida Power and Light Co. capital structure

07116 16-057-01 ur Utah Office of Consumer Sves.  Dominion Resources,

Questar Gas Co.

Credit quality and service quality issues

J. KENNEDY AND ASSOCIATES, INC.



DRI and affiliates will not be able to borrow funds from Dominion Questar Gas (“IRCA”)

Maintain status as a standalone issuer of long-term debt

Maintain current debt and equity capital ratios

Maintain credit metrics that support strong investment-grade credit ratings
Maintain issuer credit ratings from independent credit rating agencies
Standalone audited financial statements (books and records maintained in SLC)
Maintain as a separate and distinct legal entity

Maintain Utah Commission oversight of Dominion Questar Gas dividends

Appoint a member of Questar’s Board of Directors to Dominion’s Board of Directors
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Exnibit (RAB-3)
SUMMARY OF ANNUAL SERVICE QUALITY PERFORMANCE
QUESTAR GAS COMPANY

2015

Annuat Goal 2015 2014 2013 2012 2011 2010
Overall Impression of QGC
How satisfied are you with the product and services you receive? 59 6.3 6.3 6.2 6.3 6.2 6.2
Delivers Natural gas to my home/good value for price paid 4.9 58 57 57 55 56 56
Keeps me informed when/why natural gas rates change before it happens 5.0 54 54 5.4 5.5 5.4 5.4
Consistently delivers natural gas to my home without disruption 6.5 6.7 6.6 6.7 6.7 6.7 6.7
Is honest and open in its dealings 5.5 6.0 5.9 5.9 6.1 5.9 59
Safely delivers natural gas to my home 6.5 6.6 6.6 6.6 6.6 6.6 6.6
Demonstrates case and concern for people like me 5.0 5.8 58 5.7 58 57 57
Customer Care
Pct. Of call answered within 60 seconds after customer chooses menu option 40% 91.6% 94.2% 82.7% 96.0% 85.3% 88.5%
Pct. Of energency calls answered within 60 seconds by agent 95% 99.3% 99.4% 99.3% 99.6% 99.5% 99.6%
Average wait for customer after menu selection less than 60 secs. 29 19 70 14 48 35
Callers that hang up after menu choice is made less than 10% 1.0% 0.7% 25% 2.5% 2.4% 2.0%
Amount of time talking with customer and completing request less than 5 mins. 4.8 4.8 4.8 4.2 4.6 4.4
The phone staff was courteous 6.0 6.7 6.6 6.5 6.5 6.5 6.4
The phone staff was knowledgeable 6.0 6.5 6.4 6.4 6.4 6.5 6.4
My call was answered quickly 55 6.2 6.2 6.0 6.0 6.1 6.0
The person | spoke with was able to resolve my issue 6.0 6.4 6.3 6.3 6.3 6.4 6.3
The automated manu was easy to use 5.7 5.9 5.9 5.9 5.8 5.9 57
How satisfied are you with the actions taken by Questar Gas in response to your call 58 6.4 6.2 6.1 6.3 6.3 6.2
Customer Affairs
Respond to customer regarding any PSC complaint within 6 business days 100% 100% 100% 100% 100% 100% 100%
Service Calls - Ask-A-Tech .
The technician was courteous 6.2 6.8 6.7 6.8 6.8 6.7 6.7
The technician was knowledgeable 6.2 6.7 6.7 6.7 6.7 6.7 6.6
The technician was able to help me quickly 59 6.6 6.6 6.6 6.5 6.4 6.4
The technician was able to help me resolve my issue 5.9 6.6 6.6 6.6 6.6 6.6 6.6
The automated menu was easy to use 57 6.3 6.3 53 6.3 6.1 6.1
How satisfied are you with the technicians overall performance 6.0 6.8 6.6 6.6 6.6 6.6 6.6
Service Calls
The service technician was courteous 6.4 6.8 6.9 6.8 6.9 6.8 6.8
The service technician was knowledgeable 6.4 6.7 6.8 6.8 6.8 6.7 6.8
The service technician was able to help me quickly 6.2 6.7 6.6 6.7 6.7 6.7 6.7
The service technician was able to help me resolve my issue 6.2 6.6 6.6 6.7 6.7 6.6 6.7
How satisfied are you with the service technician's overall performance 6.3 6.7 6.7 6.7 6.7 6.7 6.8
Energency calls - company representative is onsite within 1 hour of call 90% 98% 98.50% 97.5% 94.1% 94.4% 95.3%
Remove master seal within 1 business day requested by customer for activation 90% 100% 100% 100% 100.0% 98.5% 99.8%
Activate or reactivate customers' gas service within 3 business days 90% 100% 100% 100% 98.8% 100.0% 100.0%
Keeping customer appointments 90% 97.7% 98.50% 98.3% 99.5% 97.9% 96.2%
Restore interrupted service casued by system failure w/n 1 business day 24 hours 100% 100% 100% 100.0% 100.0% 100.0%
Billing
Read each meter monthly 99% 97.3% 99% 99.2% 99.7% 99.5% 99.9%
Percent of adjustments 5% Annual 2.45% 2.09% 2.49% 1.99% 2.30% 3.51%
Send corrected statement to customer 7 bus. Days 233 2.33 225 1.28 1.70 0.23
Percentage of billing inquiries requiring investigation responded to w/n 7 bus. Days 90% 99.9% 99.7% 99.1% 100% 99.5% 99.9%

Response time to investigate meter problems and notify customer w/n 16 business days 90% 100% 100% 99% 100% 100% 100%
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0OCS 2.67 Please refer to the Direct Testimony of Diane Leopold, page 13. lines 330 - 331.

a.

Answer: a.

@]

Prepared by:

Please explain in detail how Dominion "intends to maintain Dominion
Questar Gas’ customer service at or better than current levels and will
strive for continued improvements thereto."

Will Dominion follow certain customer service quality standards and
measures with respect to maintaining and improving Questar's service
quality? If so. please provide all such standards and the metrics or goals
associated with each standard. '

Has Dominion identified any areas of Questar's customer service quality
that could be improved? If so. please identify each area and explain how
Dominion intends to improve service in that area.

The main factors that drive customer service levels are resources,
procedures and training. Dominion has indicated that it plans to operate
Dominion Questar Gas in the same manner as it is currently operated, and
that includes maintaining the Operator Qualified staffing and other
resources needed to deliver the same or better level of customer service.
Dominion is also committed to ensuring that employees continue to
receive the training needed to be proficient in the customer service tasks
they perform. In addition, Dominion has stated that it will also identify
and share best practices among its operating companies. That exchange
will contribute to continuous improvement in processes and procedures,
some of which may improve Dominion Questar Gas customer service
levels once evaluated and deployed.

Dominion plans to continue to monitor and evaluate the customer service
standards and metrics currently approved by the Utah Public Service
Commission. For a more detailed discussion of these metrics please see
OCS 2.68.

Dominion and Questar have not engaged in analysis and best practice

sharing to the level of detail needed to identify specific areas of Questar’s
customer service quality that can be improved.

Jeffrey A. Murphy, Vice President and General Manager., Dominion East

Ohio and Dominion Hope
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BENEFITS TO CUSTOMERS FROM THE TRANSACTION
I.CUSTOMER SERVICE
A. Network Performance

L. System Availability. On the five-year anniversary of the completion of
the transaction,! the underlying System Average Interruption Duration Index (SAIDI)
for PacifiCorp customers in the State of Utah will have been reduced by 10%.

2. System Reliability. On the five-year anniversary of the completion of
the transaction, the underlying System Average [nterruption Frequency Index (SAIFI)
for PacifiCorp customers in the State of Utah will have been reduced by 10%.

3. Momentary Interruptions. On the five-year anniversary of the
completion of the transaction, the Momentary Average Interruption Frequency Index
(MAIFI) for PacifiCorp customers in the State of Utah will have been reduced by 5%.

4. Worst Performing Circuits. The 5 worst performing circuits in the
State of Utah will be selected annually on the basis of the Circuit Performance
Indicator (CPI),? as calculated over a three-year average excluding extreme events.
Corrective measures will be taken within 2 years of implementation of the
performance targets to reduce the CPI by 20%.

5. Supply Restoration. For power outages because of a fault or damage on
PacifiCorp's system, PacifiCorp will restore supplies on average to 80% of customers
within 3 hours.

6. Penalties. For each of _the standards not achieved in the State of Utah
at the end of the five-year period, ScottishPower will pay a financial penalty equal to
$1.00 for every customer served by PacifiCorp in Utah.

I Reference to "completion of the transaction" throughout this document means the closing of
the transaction pursuant to the Amended Merger Agreement.

2 The CPI is a weighted, composite index based on the following four factors: (1) MAIFI,
(2) SAIDI, (3) SAIF], and (4) number of lockouts,
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7. Implementation. Specific terms and conditions relating to the
implementation of the Network Performance Standards are set forth in Appendix A.3

B. Customer Service Performance

1. Telephone Service Levels. Within 120 days after completion of the
transaction, 80% of calls to PacifiCorp’s Business Centers will be answered within 30
seconds. This target will be increased to 80% in 20 seconds by January 1, 2001 and
80% in 10 seconds by January 1, 2002.

2. Complaint Resolution.

a. Non-Disconnect Complaints.  Within 90 days after compietion
of the transaction, PacifiCorp will investigate and provide a response to all complaints
referred by the Commission within 3 business days.*

b. Disconnect Complaints. Within 90 days after completion of the
transaction, complaints related to service disconnection will be responded to within 4
business hours.’

c. Commission Complaints. Within 90 days after completion of
the transaction, ninety percent of complaints referred to PacifiCorp by the
Commission will be resolved within 30 days. This percentage will be increased to 95
percent by 2001.

3. Implementation. Specific terms and conditions relating to the
implementation of the Customer Service Performance Standards are set forth in
Appendix A.

3 Initial benchmarks for SAIDI, SAIFI and MAIFI will be established based upon PacifiCorp's
historical performance, adjusted as necessary where the change in measurement and monitoring
accuracy results in a change in the reported (but not actual) reliability indices, as discussed in Mr.
Moir's testimony at page 7.

4 Business days are defined as Monday through Friday excluding company holidays.

3 Business hours are defined as 8:00 a.m. to 5:00 p.m,
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" C. Customer Service Guarantees

1. Restoring the Customer's Supply.

a. Guarantee. If the customer loscs ¢lectricity supply because of a
fault in PacifiCorp's system, PacifiCorp will restore the customer’s supply as soon as
possible.

b. Penalty. [f power is not restored in 24 hours, cuslomers can
claim $50 for residential customers and $100 for commercial and industrial
customers. For each extra period of 12 hours the customer's supply has not been
activated, the customer can claim $25.

2. Appointments.

a. Guarantee. PacifiCorp will keep all mutually agreed
appointments with the customer, whether over the phone or in writing. Beginning in
the year 2001, PacifiCorp will offer the customer a morning appointment, between 8
AM and 1 PM, or an afternoon appointment, between 12 Noon and 5 PM.

b. Penalty. If PacitiCorp fails to meet its guarantee, PacifiCorp
will automatically pay the customer $50.

3. Switching On the Customer's Power.

a. Guarantce. Upon customer request, PacifiCorp will activate the
power supply within 24 hours provided no construction is required and all government
requirements arc mct.

b. Penalty. If PacitiCorp fails to meet its guarantee, it will
automatically pay the customer $50. In addition, for cach extra period of 12 hours the
customers power supply has not been activated, PacifiCorp will automatically pay-out
$25 to the customer.

4. Estimates tor Providing a New Supply.

a. Guarantee. Upon request by a customer for new power supply,
PacifiCorp will call the customer back within 2 business days of the customer's initial
call and schedule a mutually agreed appointment with an estimator.  If PacttiCorp
needs to change its network, it will provide a written estimate to the customer within
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15 business days of the customer’s initial meeting with the estimator. [If PacifiCorp
does not need to change its network, it will provide an estimate to the customer within
5 business days of the customer's initial meeting with the estimator.

b. Penalty. If PacifiCorp fails to meet its guarantee, PacifiCorp
will automatically pay the customer $50 for each failure.

5. Response to Bill Inquiry.

a. Guarantee. PacifiCorp will investigate and respond within 15
business days of a customer's inquiry about its electric bill.

b. Penalty. If PacifiCorp fails to meet its guarantee, PacifiCorp
will automatically pay the customer $50 for each failure.

6. Problems with the Customer's Meter.

a. Guarantee. PacifiCorp will investigate and report back to the
customer within 15 business days if the customer suspects a problem with its meter.

b. Penalty. If PacifiCorp fails to meet its guarantee, PacifiCorp
will automatically pay the customer $50 for each failure.

7. Planned Interruptions.

a. Guarantee. PacifiCorp will give the customer at least 2 days
notice if it is necessary to turn the customer's power supply off for planned
maintenance work or testing.

b. Penalty. If PacifiCorp fails to meet its guarantee, customers can
claim $50 for residential customers and $100 for commercial and industrial customers.

-

8. Power Quality Complaints.

a. Guarantee. Upon notification from a customer about a problem
with the quality of electric supply, PacitiCorp will either initiate an investigation
within 7 days or explain the problem in writing within 5 business days.

b. Penalty. If PacifiCorp fails to meet its guarantee, it will
automatically pay the customer $50.
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9.  Implementation. Specific terms and conditions relating to the
implementation of the Customer Service Guarantecs are set forth in Appendix B.
Data calculations to measure performance will be audited by the company and an
outside auditor.

10. Reporting.

a. To Customers. PacifiCorp will issue a report to the customer by
June 30 of cach year regarding its record in improving Performance Standards and
how well it has performed against its Customer Guarantees. Each report will contain
an overview of standards, targets and guarantees and describe the performance results
for that year. The report will also discuss any new targets PacifiCorp will be
applying in the coming year.

b. To Commission. PacifiCorp will provide an annual report to the
Commission by May 31 of each year that will discuss implementation of
ScottishPower's programs and procedures for providing improved performance. The
report will provide a general summary of how PacifiCorp performed according to the
standards, targets and guarantees. The report will: (i) provide performance results
for each standard, target or guarantee; (ii) identify excluded exceptions; (iii) explain
any historical and anticipated trends and events that affected or will affect the measure
in the future; (iv) describe any technological advancements in data collection that will
significantly change any performance indicator; (v) discuss any "phase in" of new
standards, targets or guarantees; and (vi) include the name and telephone numbers of
contacts at PacifiCorp to whom inquiries should be addressed. If the company is
not meeting a standard, target or guarantee, the report will: (i) provide an analysis of
relevant patterns and trends; (ii) describe the cause or causes of the unacceptable
performance; (iii) describe the corrective measures undertaken by the company;
(iv) set a target date for completion of the corrective measures; and (v) provide details
of any penalty payments due.

ILREGULATORY OVERSIGHT
A. Access to Books and Records

1. PacifiCorp will maintain its own accounting system, separate from
ScottishPower's accounting system. All PacifiCorp financial books and records will
be kept in Portland, Oregon, and will continue to be available to the Commission upon
request at PacifiCorp’s offices in Portland, Salt Lake City, Utah, and elsewhere in



Exhibit ___ (RAB-5)
Page 6 of 10
ScottishPower, Richardson
Ex.SP___(AVR-1),p. 6
No. 98-2035-04
Supplemental Testimony

.

accordance with current practice.
B. Cost Allocation, Affiliated Interest Transactions

1. By the end of the third year following the completion of the transaction,
ScottishPower will have achieved a net reduction of $10 million annually in
PacifiCorp's corporate costs ($15 million of annual cost savings in corporate costs
which, when offset by $5 million of cost increases, will produce a net reduction of $10
million annually in corporate costs). ScottishPower will commit to reflecting this
reduction in PacifiCorp's results of operations filed with the Commission.

2. ScottishPower will provide an analysis of its proposed allocation of
corporate costs within ninety days after completion of the transaction.

3. To determine the reasonableness of allocation factors used by
ScottishPower to assign costs to PacifiCorp and amounts subject to allocation or direct
charges, the Commission or its agents may audit the records of ScottishPower which
are the bases for charges to PacifiCorp. ScottishPower will cooperate fully with such
Commission audits.

4, ScottishPower and PacifiCorp will provide the Commission access to all
books of account, as well as all documents, data and records of their affiliated interest,
which pertain to any transactions between PacifiCorp and its affiliated interests.

5. ScottishPower and PacifiCorp agree to comply with all existing
Commission statutes and regulations regarding affiliated interest transactions,
including timely filing of applications and reports.

6. chttishPower will not subsidize its activities by allocating to or directly
charging PacifiCorp expenses not authorized by the Commission to be so allocated or
directly charged.

7. Neither ScottishPower nor PacifiCorp will assert in any future
Commission proceeding that the provisions of the Public Utility Holding Company
Act of 1935 preempt the Commission's jurisdiction over atfiliated interest
transactions.

C. Transaction Costs -
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L. ScottishPower and PacifiCorp will exclude all costs of the transaction
from PacifiCorp's utility accounts.

D. Financial Issues

1. ScottishPower intends to achieve an actual capital structure equivalent
to that of comparable, A-rated electric utilities in the U.S., with a common equity ratio
for PacifiCorp of not less than 47%.

2. PacifiCorp will maintain separate debt and, if outstanding, preferred
stock ratings.

3. ScottishPower and PacifiCorp will provide the Commission with
unresiricted access to all written information provided to comumon stock, bond, or
bond rating analysts, which directly or indirectly pertains to PacitiCorp.

INL.COMMITMENT TO THE ENVIRONMENT
A. Renewable Resources

1. PacifiCorp will develop an additional 50 MW of renewable resources
(wind, solar and/or geothermal) at an anticipated cost of approximately $60 million
within five years after completion of the transaction.

.
2. . Within 60 days after completion of the transaction, PacifiCorp will file
applications in each state for a "green resource" tariff.

- .3 ‘ PacitiCorp will contribute $100,000 to the Bonneville Environmental
Foundation for use in the development of new renewable resources and fish mitigation
- projects. ’ '

-

B. Environmental Management

1. PacifiCorp will have environmental management systems in place that
are self-certified to [SO 14001 standards at all PacifiCorp operated thermal generation
by the end of 2000.

2. ScottishPower will include PacifiCorp operations in ScottishPower's
comprehensive annual environmental report with appropriate specific goals.

-

3. ScottishPower will include a PacifiCorp officer on the Environmental
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Policy Advisory Committee.

4, ScottishPower will develop a process to gather outside input on
environmental matters, such as the establishment of an Environmental Forum.

IV.COMMITMENT TO COMMUNITIES
A. Financial Contribution

1. ScottishPower will contribute $5 million to the PacifiCorp Foundation
upon completion of the transaction.

2. ScottishPower will maintain the existing level of PacifiCorp's other
community-related contributions, both in terms of monetary and in-kind contributions.

B. Programs

1. ScottishPower will develop, in consultation with the appropriate Utah
state educational authorities and the local business community, a "School to Work"
initiative. Skill development opportunities will be made available through the Open
Learning Centers, work experience mentoring, and work shadowing.

2. ScottishPower will maintain the existing Regional Advisory Boards.
C. Low-Income Customers
1. ScottishPower will commit $1.5 million per year (in addition to

PacifiCorp's existing commitment of $1.5 million annually) to programs that
encourage the economic well-being of communities, including the following:

a. ScottishPower will double the number of customers assisted 8y
the heat assistance funding program for those customers who qualify under the
‘Federal Low Income Energy Assistance Program and will reintroduce the matching
concept with PacifiCorp matching cusfomer donations to heat assistance programs
annually.

b. ScottishPower will establish a debt counseling service for those
customers who have difficulty in paying their monthly electric bills.

c. SLOtUShEOWGI‘ will e‘cpand the commitment to educate customers
regardmg energy efficiency in order to help customers with payment difficulties, and
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to promote electricity safety for all customers.
V.COMMITMENT TO EMPLOYEES
A. Existing Labor Agreements

1. . ScottishPower will honor cxisting labor contracts with all levels of staff,

B. New Programs

1. ScottishPower will introduce the following programs in the PacifiCorp
service territory, upon completion of the transaction, at a start-up cost of
approximately $3 million and estimated annual expenditures of approximately $1
million:

a. ScottishPower will develop one "best-in-class” training center in
each of Oregon and Utah. These centers will provide employees with opportunities
to improve their work-related skills.

b. ScottishPower will phase in the introduction of the ScottishPower
Open Learning centers. At these Open Learning centers, employees will be able to
supplement their work-related skills with other skills designed to enhance their overall
knowledge. ‘ :

-

c. ScottishPower will establish partnerships with local colleges and
universities to develop management training programs.

-

C. Occupational Health

1. ScottishPower will examine :{he app'ropriat’eness of introducing for
PacifiCorp employees its successful programs already adopted in the U.K. to
. encourage a healthy lifestyle for employees. .

|BA991050.008)



ScottishPower/PacifiCorp
Proposed Treatment of Merger Rclated Costs

Cost ltem 5 Above | Below ¢ Ref. Comment
the line | the line
Goodwill 1,800m (£1124. 7 X SP Listing Particulars | Goodwill sepresents the dificrence beiween the purchase price and fair value of the net
page 17 assets of PaciliCorp. Goodwill is sometimes referred to as the acquisition adjusument for
accounting purposes. The caleulation of goodwill varies with Huctutions in -
ScottishPower share price.
Acquisition Costs :
1)Share Issue Costs 104m (£65m) X SP Listing Particubars | This is an estiniae only. However, all sichs costs incurred dircclly in completing the
2)Preferred Stock pages 107 & 145 acyuisition will be charged below the Line.
Redemption 26m{£15m) X
Ilnvesimeni, legal,
accounting elc 109m X
Totz§ Acquisition Cost 23%m X
Preferred Stockholder . PC Proxy Stalement Speceial payments made to preferred Stockholders of 1% 10 obtain nwrger approval.
Merger Approval Payments 2.5m (maximum) X page 138
Payments to Directors 0.4m X SP Listing Paniculars $50,000 payment made to non-executive direciors,
pagce 166
Change in Control k Quly enhanced payawnls resulting from the application of change in contriol conditions
t)Enhanced Exccutive N SP Listing Particulars | are included. 7o the exien thal a net benefil in costs going forward can be demonsirated
Severance ‘ 8.3m {maximum) X page 163-165 then such costs witl be teated above the tine. Final change in control cosis can onty be
2)PacifiCorp Stack Plans minimal cost X : detennined 24 months afier closiie. Numbers quoted arc upper it amounts if all
3)Supplemental Exceutive cligible cimployces receive maxhmuni amounts due. They include payments duc to iwo
Retiremient Plan (SERP) 2.6m X executives who have already retired.
. ) There is no pralerial cost associated with PaciiCorp employee stock oplion provisions.
Retention Incentive Tm (maximum) X SP Listing Particulars | Paynwnts to retain key employees during period prior to merger completion.
Payments . page 166, WIEC 3.5
Bonus Pool- Merger telated SP Listing Particufars To the extent that any such payments are made in conacction with “extraordinary
portion Not known X page 166 efforts” to accomplish the successtul comipletion of the merger only. No quantification of
this portion can be determined at this lime.
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-APPENDIX: COMPILATION OF COMMITMENTS-

MEHC Acquisition of PacifiCorp
Utah Docket No. 05-035-54

Consolidated List of Amended and Additional Commitments from Most-Favored States
Process

Extension of Existing Commitments — (reference Gale’s Exhibit UP&L (BEG-1)

I)

3)

4

0)

MEHC and PacifiCorp afttirm the continuation (through March 31, 2008) of the existing
customer service guarantees and performance standards in each jurisdiction. MEHC and
PacitiCorp will not propose modifications to the guarantees and standards prior to March 31,
2008. Refer to Commitment 45 for the extension of this commitment through 2011.

Penalties for noncompliance with performance standards and customer guarantees shall be paid
as designated by the Commission and shall be excluded from results of operations. PacifiCorp
will abide by the Commission’s decision regarding payments.

PacitiCorp will maintain its own accounting system, separate from MEHC’s accounting
system. All PacifiCorp financial books and records will be kept in Portland, Oregon.
PacifiCorp’s financial books and records and state and federal utility regulatory filings and
documents will continue to be available to the Commission, upon request, at PacifiCorp’s
offices in Portland, Oregon. Salt Lake City. Utah, and elsewhere in accordance with current
practice.

MEHC and PacifiCorp will provide the Commission access to all books of account, as well as
all documents, data, and records of their affiliated interests, which pertain to transactions
between PacitiCorp and its atfiliated interests or which are otherwise relevant to the business of
PacifiCorp. This commitment is also applicable to the books and records of Berkshire
Hathaway, which shall retain its books and records relevant to the business of PacifiCorp
consistent with the manner and time periods of the Federal Energy Regulatory Commission’s
record retention requirements that are applicable to PacifiCorp’s books and records.

MEHC. PacifiCorp and all aftiliates will make their employees, officers, directors, and agents
available to testify before the Commission to provide information relevant to matters within the

jurisdiction of the Commission.

The Commission or its agents may audit the accounting records of MEHC and its subsidiaries
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BEFORE THE

GEORGIA PUBLIC SERVICE COMMISSION

DIRECT TESTIMONY OF RICHARD A. BAUDINO

QUALIFICATIONS AND SUMMARY

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
My name is Richard A. Baudino. My business address is J. Kennedy and Associates, Inc.
("Kennedy and Associates”), 570 Colonial Park Drive, Suite 305, Roswell, Georgia

30075.

WHAT IS YOUR OCCUPATION AND BY WHOM ARE YOU EMPLOYED?

I am a consultant to Kennedy and Associates.

PLEASE DESCRIBE YOUR EDUCATION AND PROFESSIONAL
EXPERIENCE.
I received my Master of Arts degree with a major in Economics and a minor in Statistics
from New Mexico State University in 1982. 1 also received my Bachelor of Arts Degree
with majors in Economics and English from New Mexico State in 1979.

I began my professional career with the New Mexico Public Service Commission
Staff in October 1982 and was employed there as a Utility Economist. During my
employment with the Staff, my responsibilities included the analysis of a broad range of

issues in the ratemaking field. Areas in which | testified included cost of service, rate of

Docket Nos. 39971 & 9574
Direct Testimony of Richard A. Baudino
Public Disclosure
Page 1 of 18
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return, rate design, revenue requirements, analysis of sale/leasebacks of generating plants,
utility finance issues, and generating plant phase-ins.

In October 1989, 1 joined the utility consulting firm of Kennedy and Associates as
a Senior Consultant where my duties and responsibilities covered substantially the same
areas as those during my tenure with the New Mexico Public Service Commission Staff.
I became Manager in July 1992 and was named Director of Consulting in January 1995.
Currently, I am a consultant with Kennedy and Associates.

Exhibit (RAB-1) summarizes my expert testimony experience.

ON WHOSE BEHALF ARE YOU TESTIFYING?
I am testifying on behalf of the Georgia Public Service Commission (“Commission”)

Staff.

PLEASE STATE THE PURPOSE OF YOUR TESTIMONY.

The purpose of my testimony is twofold. First, my testimony supports the proposed
settlement (“Stipulation”) agreed to by Staff, Southern Company, Georgia Power
Company, Atlanta Gas Light Resources, Atlanta Gas Light Company, True Natural Gas
and Fireside Natural Gas, LLC, specifically paragraph 4 of the Stipulation. Second, |
provide an evaluation of the potential impact on credit quality and service quality of the

proposed merger between Southern Company and AGL Resources, Inc.

Docket Nos. 39971 & 9574
Direct Testimony of Richard A. Baudino
Public Disclosure
Page 2 of 18



10

11

12

13

14

15

16

17

18

19

20

21

22

PLEASE SUMMARIZE YOUR TESTIMONY.
Staff concludes that the proposed merger between Southern Company and AGL
Resources, Inc. is in the public interest and should be approved by the Commission
subject to certain ratepayer protection conditions. With respect to credit quality and
service quality, | recommend that the Commission adopt the Stipulation.

In the event that the Commission elects to resolve the issues raised in this
proceeding in a manner other than adoption of the Stipulation, 1 recommend that the
Commission order the following conditions in connection with its approval of the

proposed merger:

1. Georgia Power and Atlanta Gas Light Company shall not pass through any
increases in the cost of equity or debt if the proposed merger results in a
downgrading of either company's debt.

2. The Commission and Staff should continue to monitor current service quality
measures as reported by Georgia Power and Atlanta Gas Light Company. If these
measures deteriorate from 2015 levels, the Commission should open an
investigation into service quality for purposes of determining whether any
penalties should be assessed against Georgia Power and/or Atlanta Gas Light
Company.

These conditions are more fully discussed in the section of my testimony

captioned “Credit Quality Issues and Protections”.
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THE STIPULATION

Q. PLEASE DESCRIBE THE STIPULATION.

A. On March 30, 2016, Staff forwarded to all parties a proposal designed to resolve the
issues raised in this proceeding. | understand that as of the date of this testimony,
Southern Company, Georgia Power Company, Atlanta Gas Light Resources, Atlanta Gas
Light Company, True Natural Gas and Fireside Natural Gas, LLC have agreed to execute
the Stipulation. The Stipulation addresses issues related to accounting, savings and
competitive issues. These issues are addressed more completely in the testimony of Mr.

Bond and Mr. Kollen.

Q. DOES THE STIPULATION ALSO ADDRESS ISSUES RELATED TO
INCREASES IN CREDIT COSTS?

A. Yes, it does. Specifically, paragraph 4 of the Stipulation provides:
4. Increases in Credit Costs directly related to the merger shall not be recovered
through ratemaking process. Georgia Power and Atlanta Gas Light shall report any
future downgrades in their credit quality, or the credit quality of Southern, within 20 days
of such a downgrade, along with an explanation of the basis for such downgrade, for the
Commission to evaluate under the circumstances at the time.

Credit Costs are defined as incremental costs of common equity, costs of new issuances of long-

term debt, and short-term debt due to any down rating in corporate wide credit and/or utility-

specific credit rating(s) within ten years after announcement of merger as well as the effects of

any increases in common equity as a percentage of capitalization. These are measured solely on

the impact of the cost of capital to the utility where it is clearly linked to the current merger

transaction.
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IN THE SECTION OF YOUR TESTIMONY TITLED “CREDIT QUALITY
ISSUES AND PROTECTIONS” YOU DISCUSS THE RISKS TO GEORGIA
RATEPAYERS IN THE EVENT THAT SOUTHERN COMPANY'S AND/OR
GEORGIA POWER'S CREDIT RATINGS ARE LOWERED DUE TO THE
PROPOSED MERGER. DOES PARAGRAPH 4 OF THE STIPULATION
PROVIDE APPROPRIATE PROTECTIONS TO RATEPAYERS IN THE EVENT
THAT THE CREDIT RATINGS ARE LOWERED?

Yes, it does. As | discuss later in my testimony, issues such as Southern Company's use
of debt to finance the merger in 2016 will substantially increase its leverage and, thus, its
financial risk. Also, Southern Company provided a detailed description of the risks of the
merger in its 2015 10-K Report. Given these risks, it is reasonable and appropriate that
ratepayers be protected against increases in credit costs and that Georgia Power Company
and Atlanta Gas Light Company not pass through to ratepayers any increases in credit
costs directly related to the proposed merger. Paragraph 4 of the Stipulation provides
such protection to ratepayers, and | recommend that the Commission adopt the

Stipulation.

CREDIT QUALITY ISSUES AND PROTECTIONS

PLEASE DESCRIBE HOW THE APPLICANTS INTEND TO FINANCE THE

PROPOSED MERGER.
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According to Southern Company's 2015 10-K Report, page I1-12, the Company expects
to fund the acquisition of AGL Resources through the issuance of $8 billion of new debt
prior to the closing along with a total of $1.4 billion of new equity in calendar year 2016.
Southern Company stated in its 10-K Report that this capital "is expected to provide
funding for the Merger, Southern Power growth opportunities, and other Southern
Company system capital projects.” Southern Company also noted that it had entered into
an $8.1 billion Bridge Agreement on September 30, 2015 to provide financing for the
proposed merger "in the event long-term financing is not available."

In addition, Southern Company will assume the outstanding AGLR debt of
approximately $4 billion. The combination of new debt and assumed debt will add more

than $12 billion of debt to Southern Company’s consolidated capital structure.

WILL THE MANNER IN WHICH THE MERGER IS FINANCED
SIGNIFICANTLY AFFECT SOUTHERN COMPANY'S LEVERAGE?

Yes. The expected debt and equity split for 2016, including the $4.0 billion of AGLR
debt, means that Southern Company will finance the acquisition of AGLR with about
90% debt and only 10% equity. Southern Company's present debt leverage is
approximately 52%, based on its financial statements at year end 2015, so the highly
leveraged financing the Company intends to use this year will increase the debt ratio for

2016 and beyond.

HOW HAVE THE MAJOR BOND RATING AGENCIES RESPONDED TO THE
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PROPOSED MERGER?

Southern Company noted in its 2015 10-K Report, page 11-45, that on August 24, 2015
Standard & Poor's ("S&P") revised the credit rating outlook for Southern Company, the
traditional operating companies, and Southern Power Company from stable to negative
following the announcement of the merger. Georgia Power was included along with
Southern Company in the negative credit outlook from S&P. Southern Company also
noted that on the aforementioned date, Moody's revised its credit outlook from stable to
negative and that Fitch placed its ratings on credit watch negative. Georgia Power's
issuer credit outlook was not lowered by Moody's and Fitch.

AGL Resources reported on page 37 of its 2015 10-K Report that during
the third quarter of 2015, S&P revised AGL Resources' rating outlook to positive from
stable and that Fitch revised its outlook to positive. These revised outlooks were due to
the agencies' favorable evaluations of the merger's effect on AGL Resources and Atlanta

Gas Light Company.

WHAT WERE SOME OF THE CONCERNS EXPRESSED BY THE RATING
AGENCIES WITH RESPECT TO THE CREDIT OUTLOOK FOR SOUTHERN

COMPANY AS A RESULT OF THE PROPOSED MERGER?

In an article dated August 24, 2015, S&P stated || GGG
e
e
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Moody's also published an article on August 24, 2015 in which it affirmed

Southern Company's credit ratings, but changed the credit outlook to negative.! The

article stated the following:

The Moody's article also stated that ||| GTGcGcNGGTTEEE

HAS MOODY'S ISSUED MORE RECENT STATEMENTS REGARDING THE
FINANCIAL RISKS OF THE PROPOSED MERGER?

Yes. On March 22, 2016, Moody's issued an announcement entitled "Moody's: Benefits
of electric utilities acquiring natural gas assets offset by higher debt.”  This
announcement explained that the additional financial risk undertaken by Southern

Company, Duke Energy Corp., and Dominion Resources to acquire natural gas

https://www.moodys.com/research/Moodys-affirms-Southern-Company-ratings-changes-outlook-to-
negative--PR_333158
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distribution assets has offset the financial benefits of diversifying their businesses.?

WHAT ARE THE CURRENT BOND RATINGS FOR SOUTHERN COMPANY
AND GEORGIA POWER COMPANY?

S&P's current ratings for Southern Company and Georgia Power are A-. Moody's current
ratings for Southern Company and Georgia Power are Baal and A3, respectively. Fitch's
ratings for Southern Company and Georgia Power are A. Atlanta Gas Light Company's
current ratings are BBB+ from S&P and Fitch and Baal from Moody's. The credit
ratings for Southern Company, Georgia Power, and Atlanta Gas Light Company are all
considered investment grade. Investment grade ratings fall within the range of BBB/Baa
to AAA. The cost of debt and equity follow these ratings. The higher the credit rating,
the lower the cost of debt and equity. Alternatively, the lower the credit rating, the higher

the cost of debt and equity.

DID SOUTHERN COMPANY DESCRIBE THE RISKS OF THE PROPOSED
MERGER IN ITS 10-K REPORT?
Yes. Southern Company provided a detailed description of the risks of the merger on

pages 1-32 through 1-34 of its 2015 10-K Report. | have included these pages in Exhibit

2

https://www.moodys.com/research/Moodys-Benefits-of-electric-utilities-acquiring-natural-gas-assets-

offset--PR_345914#
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including receipt of all required regulatory approvals, which could delay the
completion of the merger, or impose conditions that could have a material adverse
effect on the combined company or that could cause the parties to abandon the
merger.

Failure to complete the merger could negatively impact Southern Company's
stock price and Southern Company's future business and financial results.

If completed, the merger may not achieve its intended results.

The Southern Company system will be subject to business uncertainties while the
merger is pending that could adversely affect Southern Company's financial
results.

Southern Company is obligated to complete the merger whether or not it has
obtained the required financing.

Following the merger, stockholders of Southern Company will own equity
interests in a company whose subsidiary owns and operates a natural gas business.
Southern Company expects to record goodwill that could become impaired and

adversely affect its operating results.

MR. BAUDINO, WHAT IS YOUR CONCLUSION WITH RESPECT TO THE

CREDIT RISKS FOR SOUTHERN COMPANY AND GEORGIA POWER FROM
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THE PROPOSED MERGER WITH AGL RESOURCES?
First, Southern Company's use of debt to finance the merger in 2016 will substantially

increase its leverage and, thus, its financial risk. All three of the major rating agencies

clearly recognized this in their opinions of the proposed transaction. ||| GG
I southern Company itself clearly delineated additional

risks from the merger in its 2015 10-K report. Without question, Southern Company's
credit risk has increased due to the proposed merger.

Second, S&P lowered Georgia Power's credit outlook to negative from
stable. Thus, at least one rating agency concluded that Southern Company's utility
subsidiaries could be at risk from the proposed merger. In my opinion, this is particularly
the case for Georgia Power, which is the largest of the utility subsidiaries and also faces
financial risk from the ongoing construction of the VVogtle power plant.

Third, the proposed merger will likely have a beneficial credit impact on
Atlanta Gas Light Company, whose credit outlook improved after the merger

announcement.

GIVEN THE ADDITIONAL RISKS DESCRIBED BY THE BOND RATING
AGENCIES AND BY SOUTHERN COMPANY IN ITS 2015 10-K REPORT, DO
YOU RECOMMEND THAT THE COMMISSION INCLUDE MEASURES TO

PROTECT GEORGIA RATEPAYERS IN THE EVENT THAT SOUTHERN
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COMPANY'S AND/OR GEORGIA POWER'S CREDIT RATINGS ARE
LOWERED DUE TO THE PROPOSED MERGER?

Yes. Given the additional risks | describe earlier, 1 recommend that the Commission
condition its approval of the proposed merger such that Southern Company, Georgia
Power Company, and Atlanta Gas Light Company shall not pass through to ratepayers

any increases in the cost of debt and equity that result from the proposed merger.

MR. BAUDINO, HOW COULD THE COMMISSION IMPLEMENT THE
CREDIT RISK PROTECTION THAT YOU RECOMMEND?
In the event of credit rating downgrades for Southern Company, Georgia Power, and/or
Atlanta Gas Light Company wherein the rating agency cites the merger as a factor in the
downgrade, | recommend the Commission implement the condition as follows:
1. For new long-term debt issued by Georgia Power or Atlanta Gas Light
Company, the Commission should use the lower of (1) an imputed debt cost with
a rating equal to the rating before the downgrade, or (2) the actual debt cost. For
Georgia Power, the current bond rating is A/A from S&P and Moody's. For
Atlanta Gas Light Company, the current bond rating is BBB/Baa from S&P and
Moody's.
2. For all short-term debt, the Commission should use the lower of (1) an
imputed A-rated debt cost, or (2) the actual debt cost, whichever is lower.
3. Georgia Power's return on equity should be based on a comparison group

of A-rated electric utilities.  Atlanta Gas Light Company's return on equity
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should be based on a comparison group of gas distribution companies with

investment grade bond ratings.

If either Georgia Power or Atlanta Gas Light Company issue new debt that
reflects a lower rating due to adverse consequences from the proposed merger
transaction, then Georgia ratepayers must be protected from any resulting higher cost of
debt. Tying the cost of any new debt to the lower of actual debt cost or the pre-merger

debt rating cost ensures adequate and reasonable protection for ratepayers.

SHOULD THIS PROTECTION BE EXTENDED TO SHORT-TERM DEBT
COST?

Yes. A credit downgrade of Southern Company could affect the cost of short-term
borrowing for both Georgia Power and Atlanta Gas Light. For example, Georgia Power
has $1.75 billion of bank credit agreements as of December 31, 2015, as well as
commercial paper and short-term bank loans available. These are described on page II-
276 of Southern Company's 2015 10-K Report. If the cost of borrowings under these
credit facilities are negatively affected from bond downgrades, ratepayers should be

protected from any such increased costs.

ON PAGE 13, LINE 24 THROUGH PAGE 14 LINE 2 OF HER DIRECT
TESTIMONY, MS. DAISS TESTIFIED THAT "THERE IS NOTHING TO
SUGGEST THAT AFFILIATING GEORGIA POWER AND ATLANTA GAS

LIGHT, TWO FINANCIALLY SOUND COMPANIES IN THEIR OWN RIGHT,
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WILL CAUSE EITHER TO HAVE INCREASED MARKET RISK OR
COMPANY OPERATIONAL RISK SUCH THAT THEIR COST OF CAPITAL
WOULD INCREASE." PLEASE RESPOND TO MS. DAISS' TESTIMONY.

If Ms. Daiss is correct, then | don't believe that Southern Company or AGL Resources
should object to the Commission requiring the cost of capital protection condition that |
recommend. However, if the risks that the bond rating agencies identified do indeed
come to pass and if those risks increase the cost of capital for Southern Company,
Georgia Power, and Atlanta Gas Light Company, then Georgia ratepayers will be well

served by the Commission ordering the ratepayer credit protection conditions.

SERVICE QUALITY ISSUES AND PROTECTIONS

Q.

DID THE APPLICANTS SUBMIT TESTIMONY WITH RESPECT TO THE
EFFECT OF THE PROPOSED MERGER ON SERVICE QUALITY?

Yes. The panel testimony submitted by witnesses Sherwood, Morley, and Cogburn
stated on page 10 that AGLC customers “should experience no reduction in safety,
quality, reliability, service continuity, call center access, emergency responses, and
related utility services.” Mr. Roberts also testified on pages 14 and 15 of his Direct
Testimony that there would be no effect on Georgia Power’s provision of safe and
reliable service at just and reasonable rates and that no conditions are necessary to ensure

the provision of such service.
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DOES THE COMMISSION CURRENTLY MONITOR THE QUALITY OF
SERVICE FOR GEORGIA POWER AND ATLANTA GAS LIGHT COMPANY?
Yes. Both Georgia Power and AGLC submit service quality reports to the Commission

pursuant to Orders in Docket Nos. 11941-U (Georgia Power) and 15295-U (AGLC).

WHAT ARE THE SERVICE QUALITY MEASURES REPORTED BY GEORGIA
POWER?
Georgia Power reports two reliability indices: System Average Interruption Duration
Index ("SAIDI") and System Average Interruption Frequency Index ("SAIFI"). SAIDI
is a measure of the length of time (duration) during a year that the average customer
experienced an outage. For 2014, Georgia Power's SAIDI was 102.76, which means that
the average customer on Georgia Power's system experienced 102.76 minutes of
interrupted service during the year. SAIFI is a measure of how frequently customers
were interrupted during the year. For 2014, Georgia Power's SAIFI was 1.20, meaning
that the average customer was interrupted 1.2 times during 2014. Lower SAIDI and
SAIFI indices indicate interruptions of shorter duration and fewer interruptions,
respectively.

Georgia Power also provides Customer Value Benchmark Survey Results that
report customer opinions of the Company's reliability and overall satisfaction. Georgia
Power provides its rank in these areas of customer service quality compared to 16 peer

electric utilities.
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PLEASE SUMMARIZE THE SAIDI AND SAIFI RESULTS FOR THE LAST
FIVE YEARS.
Table 1 below provides the most recent five year values for SAIDI and SAIFI reported by

Georgia Power.

TABLE 1
GPC SERVICE QUALITY MEASURES

SAIDI SAIFI
2010 109.99 1.25
201 113.65 1.18
2012 119.31 1.37
2013 102.17 1.17
2014 102.76 1.20

Table 1 shows that Georgia Power's SAIDI and SAIFI values rose from

2010 through 2013, then declined from 2013 through 2014.

WHAT ARE THE RESULTS OF THE CUSTOMER SATISFACTION SURVEYS
THAT GEORGIA POWER CONDUCTED OVER THE LAST 5 YEARS?
Exhibit __ (RAB-3) contains the most recent customer satisfaction survey reports from
Georgia Power that were filed from 2011 through 2015.

Generally speaking, Georgia Power scored in the upper quartile of reliability
results for General and Large Business Customers. With respect to Residential
reliability, Georgia Power scored in the upper quartile in 2010, 2011, and 2104 and was

near the middle of the group of companies in 2012 and 2013. Georgia Power scored in
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the upper quartile in overall satisfaction for all customer classes in 2010. In 2011, the
Company stayed in the upper quartile for Large Business customers, but dropped out of
that quartile for Residential and General Business customers. In 2012 and 2013, Georgia
Power dropped into the lower half of the group with respect to Residential customer
satisfaction. However, the Company rose into the upper half of the group for Residential

customer satisfaction in 2014.

WHAT ARE YOUR CONCLUSIONS AND RECOMMENDATIONS WITH
RESPECT TO GEORGIA POWER COMPANY'S SERVICE QUALITY AND
RELIABILITY REPORTS?

Georgia Power's SAIDI and SAIFI indices have been relatively consistent over the last
five years and have even shown improvement from prior years in 2013 and 2014. This
suggests that Georgia customers have received consistently safe and reliable service from
Georgia Power during that period. However, with respect to Residential customer
satisfaction there are opportunities for the Company to improve its score in comparison to
the peer group of utilities. | recommend that in its Rebuttal Testimony in this proceeding,
Georgia Power provide an explanation for the decline in Residential customer satisfaction
since 2010 and provide a detailed explanation to the Commission as to the Company's

efforts to improve its standing within the peer group of companies.

WHAT ARE THE SERVICE QUALITY MEASURES REPORTED BY AGLC?
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Exhibit _ (RAB-4) provides a five-year summary of the service quality measures that
AGLC provides to the Commission. All of these measures were approved by the
Commission in Docket No. 15295-U pursuant to the Joint Recommendation of
Commission Staff and Atlanta Gas Light Company (“Joint Recommendation™). Exhibit
___(RAB-5) contains a copy of this Joint Recommendation dated February 28, 2003.
Please note that the values reported in Exhibit _ (RAB-4) are yearly averages
with the exception of meter reading accuracy, which presents the average from January
through October. On an annual basis, AGLC exceeded the customer service benchmarks

provided in the Joint Recommendation.

SHOULD GEORGIA POWER AND AGLC CONTINUE TO PROVIDE THESE
SERVICE QUALITY REPORTS AFTER THE MERGER IS COMPLETED?

Yes. The Companies should continue to file these reports with the Commission pursuant
to the aforementioned Orders so that the Commission and Staff can continue to monitor

service quality after the merger is completed.

DOES THIS COMPLETE YOUR TESTIMONY?

Yes.
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RESUME OF RICHARD A. BAUDINO

EDUCATION

New Mexico State University, M.A.
Major in Economics
Minor in Statistics

New Mexico State University, B.A.
Economics
English

Thirty-two years of experience in utility ratemaking and the application of principles of economics to the

regulation of electric, gas, and water utilities. Broad based experience in revenue requirement analysis, cost
of capital, rate of return, cost and revenue allocation, and rate design.

REGULATORY TESTIMONY

Preparation and presentation of expert testimony in the areas of:

Cost of Capital for Electric, Gas and Water Companies

Electric, Gas, and Water Utility Cost Allocation and Rate Design
Revenue Requirements

Gas and Electric industry restructuring and competition

Fuel cost auditing

Ratemaking Treatment of Generating Plant Sale/Leasebacks



Exhibit __ (RAB-1)

Page 2 of 15
RESUME OF RICHARD A. BAUDINO
EXPERIENCE
1989 to
Present: Kennedy and Associates: Consultant - Responsible for consulting assignments in the

area of revenue requirements, rate design, cost of capital, economic analysis of generation
alternatives, electric and gas industry restructuring/competition and water utility issues.

1982 to

1989: New Mexico Public Service Commission Staff: Utility Economist - Responsible for
preparation of analysis and expert testimony in the areas of rate of return, cost allocation,
rate design, finance, phase-in of electric generating plants, and sale/leaseback transactions.

CLIENTS SERVED

Regulatory Commissions

Louisiana Public Service Commission
Georgia Public Service Commission
New Mexico Public Service Commission

Other Clients and Client Groups

Ad Hoc Committee for a Competitive
Electric Supply System
Air Products and Chemicals, Inc.
Arkansas Electric Energy Consumers
Arkansas Gas Consumers
AK Steel
Armco Steel Company, L.P.
Assn. of Business Advocating
Tariff Equity
CF&I Steel, L.P.
Climax Molybdenum Company
Cripple Creek & Victor Gold Mining Co.
General Electric Company
Holcim (U.S.) Inc.
IBM Corporation
Industrial Energy Consumers
Kentucky Industrial Utility Consumers
Lexington-Fayette Urban County Government
Large Electric Consumers Organization
Newport Steel
Northwest Arkansas Gas Consumers
Maryland Energy Group
Occidental Chemical

PSI Industrial Group

Large Power Intervenors (Minnesota)

Tyson Foods

West Virginia Energy Users Group

The Commercial Group

Wisconsin Industrial Energy Group

South Florida Hospital and Health Care Assn.
PP&L Industrial Customer Alliance
Philadelphia Area Industrial Energy Users Gp.
West Penn Power Intervenors

Duquesne Industrial Intervenors

Met-Ed Industrial Users Gp.

Penelec Industrial Customer Alliance

Penn Power Users Group

Columbia Industrial Intervenors

U.S. Steel & Univ. of Pittsburg Medical Ctr.
Multiple Intervenors

Maine Office of Public Advocate

Missouri Office of Public Counsel
University of Massachusetts - Amherst

WCF Hospital Utility Alliance

West Travis County Public Utility Agency
Steering Committee of Cities Served by Oncor
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Date Case Jurisdict. Party Utility Subject
10/83 1803, NM New Mexico Public Southwestern Electric Rate design.
1817 Service Commission Coop.
11/84 1833 NM New Mexico Public El Paso Electric Co. Service contract approval,
Service Commission rate design, performance standards for
Palo Verde nuclear generating system
1983 1835 NM New Mexico Public Public Service Co. of NM Rate design.
Service Commission
1984 1848 NM New Mexico Public Sangre de Cristo Rate design.
Service Commission Water Co.
02/85 1906 NM New Mexico Public Southwestern Rate of return.
Service Commission Public Service Co.
09/85 1907 NM New Mexico Public Jornada Water Co. Rate of return.
Service Commission
11/85 1957 NM New Mexico Public Southwestern Rate of return.
Service Commission Public Service Co.
04/86 2009 NM New Mexico Public El Paso Electric Co. Phase-in plan, treatment of
Service Commission sale/leaseback expense.
06/86 2032 NM New Mexico Public El Paso Electric Co. Sale/leaseback approval.
Service Commission
09/86 2033 NM New Mexico Public El Paso Electric Co. Order to show cause, PVNGS
Service Commission audit.
02/87 2074 NM New Mexico Public El Paso Electric Co. Diversification.
Service Commission
05/87 2089 NM New Mexico Public El Paso Electric Co. Fuel factor adjustment.
Service Commission
08/87 2092 NM New Mexico Public El Paso Electric Co. Rate design.
Service Commission
10/87 2146 NM New Mexico Public Public Service Co. Financial effects of
Service Commission of New Mexico restructuring, reorganization.
07/88 2162 NM New Mexico Public El Paso Electric Co. Revenue requirements, rate

Service Commission

design, rate of return.

J. KENNEDY AND ASSOCIATES, INC.
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Date Case Jurisdict. Party Utility Subject

01/89 2194 NM New Mexico Public Plains Electric G&T Economic development.
Service Commission Cooperative

1/89 2253 NM New Mexico Public Plains Electric G&T Financing.
Service Commission Cooperative

08/89 2259 NM New Mexico Public Homestead Water Co. Rate of return, rate
Service Commission design.

10/89 2262 NM New Mexico Public Public Service Co. Rate of return.
Service Commission of New Mexico

09/89 2269 NM New Mexico Public Ruidoso Natural Rate of return, expense
Service Commission Gas Co. from affiliated interest.

12/89 89-208-TF AR Arkansas Electric Arkansas Power Rider M-33.
Energy Consumers & Light Co.

01/90 U-17282 LA Louisiana Public Gulf States Cost of equity.
Service Commission Utilities

09/90 90-158 KY Kentucky Industrial Louisville Gas Cost of equity.
Utility Consumers & Electric Co.

09/90 90-004-U AR Northwest Arkansas Arkansas Western Cost of equity,
Gas Consumers Gas Co. transportation rate.

12/90 U-17282 LA Louisiana Public Gulf States Cost of equity.

Phase IV Service Commission Utilities

04/91 91-037-U AR Northwest Arkansas Arkansas Western Transportation rates.
Gas Consumers Gas Co.

12/91 91-410- OH Air Products & Cincinnati Gas & Cost of equity.

EL-AIR Chemicals, Inc., Electric Co.

Armco Steel Co.,
General Electric Co.,
Industrial Energy
Consumers

05/92 910890-El FL Occidental Chemical Florida Power Corp. Cost of equity, rate of
Corp. return.

09/92 92-032-U AR Arkansas Gas Arkansas Louisiana Cost of equity, rate of
Consumers Gas Co. return, cost-of-service.

09/92 39314 ID Industrial Consumers Indiana Michigan Cost of equity, rate of

for Fair Utility Rates

Power Co.

return.

J. KENNEDY AND ASSOCIATES, INC.
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Date Case Jurisdict. Party Utility Subject
09/92 92-009-U AR Tyson Foods General Waterworks Cost allocation, rate
design.
01/93 92-346 KY Newport Steel Co. Union Light, Heat Cost allocation.
& Power Co.
01/93 39498 IN PSI Industrial PSI Energy Refund allocation.
Group
01/93 U-10105 MI Association of Michigan Return on equity.
Businesses Consolidated
Advocating Tariff Gas Co.
Equality (ABATE)
04/93 92-1464- OH Air Products and Cincinnati Gas Return on equity.
EL-AIR Chemicals, Inc., & Electric Co.
Armco Steel Co.,
Industrial Energy
Consumers
09/93 93-189-U AR Arkansas Gas Arkansas Louisiana Transportation service
Consumers Gas Co. terms and conditions.
09/93 93-081-U AR Arkansas Gas Arkansas Louisiana Cost-of-service, transportation
Consumers Gas Co. rates, rate supplements;
return on equity; revenue
requirements.
12/93 U-17735 LA Louisiana Public Cajun Electric Historical reviews; evaluation
Service Commission Power Cooperative of economic studies.
Staff
03/94 10320 KY Kentucky Industrial Louisville Gas & Trimble County CWIP revenue
Utility Customers Electric Co. refund.
4/94 E-015/ MN Large Power Intervenors Minnesota Power Evaluation of the cost of equity,
GR-94-001 Co. capital structure, and rate of return.
5/94 R-00942993  PA PG&W Industrial Pennsylvania Gas Analysis of recovery of transition
Intervenors & Water Co. costs.
5/94 R-00943001 PA Columbia Industrial Columbia Gas of Evaluation of cost allocation,
Intervenors Pennsylvania rate design, rate plan, and carrying
charge proposals.
7/94 R-00942986  PA Armco, Inc., West Penn Power Return on equity and rate of
West Penn Power Co. return.
Industrial Intervenors
7/94 94-0035- Wwv West Virginia Monongahela Power Return on equity and rate of
E-42T Energy Users' Group Co. return.
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8/94 8652 MD Westvaco Corp. Potomac Edison Return on equity and rate of
Co. return.
9/94 930357-C AR West Central Arkansas Arkansas Oklahoma Evaluation of transportation
Gas Consumers Gas Corp. service.
9/94 U-19904 LA Louisiana Public Gulf States Return on equity.
Service Commission Utilities
9/94 8629 MD Maryland Industrial Baltimore Gas Transition costs.
Group & Electric Co.
11/94 94-175-U AR Arkansas Gas Arkla, Inc. Cost-of-service, rate design,
Consumers rate of return.
3/95 RP94-343- FERC Arkansas Gas NorAm Gas Rate of return.
000 Consumers Transmission
4/95 R-00943271  PA PP&L Industrial Pennsylvania Power Return on equity.
Customer Alliance & Light Co.
6/95 U-10755 MI Association of Consumers Power Co. Revenue requirements.
Businesses Advocating
Tariff Equity
7195 8697 MD Maryland Industrial Baltimore Gas Cost allocation and rate design.
Group & Electric Co.
8/95 95-254-TF AR Tyson Foods, Inc. Southwest Arkansas Refund allocation.
U-2811 Electric Cooperative
10/95 ER95-1042 FERC Louisiana Public Systems Energy Return on Equity.
-000 Service Commission Resources, Inc.
11/95 [-940032 PA Industrial Energy State-wide - Investigation into
Consumers of all utilities Electric Power Competition.
Pennsylvania
5/96 96-030-U AR Northwest Arkansas Arkansas Western Revenue requirements, rate of
Gas Consumers Gas Co. return and cost of service.
7/96 8725 MD Maryland Industrial Baltimore Gas Return on Equity.
Group & Electric Co.,Potomac
Electric Power Co. and
Constellation Energy Corp.
7/96 U-21496 LA Louisiana Public Central Louisiana Return on equity, rate of return.
Service Commission Electric Co.
9/96 U-22092 LA Louisiana Public Entergy Gulf Return on equity.
Service Commission States, Inc.
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1/97 RP96-199- FERC The Industrial Gas Mississippi River Revenue requirements, rate of
000 Users Conference Transmission Corp. return and cost of service.

3/97 96-420-U AR West Central Arkansas Oklahoma Revenue requirements, rate of
Arkansas Gas Corp. Gas Corp. return, cost of service and rate design.

7197 U-11220 MI Association of Michigan Gas Co. Transportation Balancing Provisions.
Business Advocating and Southeastern
Tariff Equity Michigan Gas Co.

7197 R-00973944  PA Pennsylvania Pennsylvania- Rate of return, cost of
American Water American Water Co. service, revenue requirements.
Large Users Group

3/98 8390-U GA Georgia Natural Atlanta Gas Light Rate of return, restructuring
Gas Group and the issues, unbundling, rate
Georgia Textile design issues.
Manufacturers Assoc.

7/98 R-00984280  PA PG Energy, Inc. PGE Industrial Cost allocation.
Intervenors

8/98 U-17735 LA Louisiana Public Cajun Electric Revenue requirements.
Service Commission Power Cooperative

10/98 97-596 ME Maine Office of the Bangor Hydro- Return on equity, rate of return.
Public Advocate Electric Co.

10/98 U-23327 LA Louisiana Public SWEPCO, CSW and Analysis of proposed merger.
Service Commission AEP

12/98 98-577 ME Maine Office of the Maine Public Return on equity, rate of return.
Public Advocate Service Co.

12/98 U-23358 LA Louisiana Public Entergy Gulf Return on equity, rate of return.
Service Commission States, Inc.

3/99 98-426 KY Kentucky Industrial Louisville Gas Return on equity.
Utility Customers, Inc. and Electric Co

3/99 99-082 KY Kentucky Industrial Kentucky Utilities Return on equity.
Utility Customers, Inc. Co.

4/99 R-984554 PA T. W. Phillips T. W. Phillips Allocation of purchased
Users Group Gas and Qil Co. gas costs.

6/99 R-0099462 PA Columbia Industrial Columbia Gas Balancing charges.
Intervenors of Pennsylvania

10/99 U-24182 LA Louisiana Public Entergy Gulf Cost of debt.
Service Commission States,Inc.
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10/99 R-00994782  PA Peoples Industrial Peoples Natural Restructuring issues.
Intervenors Gas Co.
10/99 R-00994781  PA Columbia Industrial Columbia Gas Restructuring, balancing
Intervenors of Pennsylvania charges, rate flexing, alternate fuel.
01/00 R-00994786  PA UGI Industrial UGI Utilities, Inc. Universal service costs,
Intervenors balancing, penalty charges, capacity
Assignment.
01/00 8829 MD Maryland Industrial Gr. Baltimore Gas & Revenue requirements, cost allocation,
& United States Electric Co. rate design.
02/00 R-00994788  PA Penn Fuel Transportation PFG Gas, Inc., and Tariff charges, balancing provisions.
05/00 U-17735 LA Louisiana Public Louisiana Electric Rate restructuring.
Service Comm. Cooperative
07/00 2000-080 KY Kentucky Industrial Louisville Gas Cost allocation.
Utility Consumers and Electric Co.
07/00 U-21453 LA Louisiana Public Southwestern Stranded cost analysis.
U-20925 (SC), Service Commission Electric Power Co.
U-22092 (SC)
(Subdocket E)
09/00 R-00005654  PA Philadelphia Industrial Philadelphia Gas Interim relief analysis.
And Commercial Gas Works
Users Group.
10/00 U-21453 LA Louisiana Public Entergy Gulf Restructuring, Business Separation Plan.
U-20925 (SC), Service Commission States, Inc.
U-22092 (SC)
(Subdocket B)
11/00 R-00005277  PA Penn Fuel PFG Gas, Inc. and Cost allocation issues.
(Rebuttal) Transportation Customers North Penn Gas Co.
12/00 U-24993 LA Louisiana Public Entergy Gulf Return on equity.
Service Commission States, Inc.
03/01 U-22092 LA Louisiana Public Entergy Gulf Stranded cost analysis.
Service Commission States, Inc.
04/01 U-21453 LA Louisiana Public Entergy Gulf Restructuring issues.
U-20925 (SC), Service Commission States, Inc.
U-22092 (SC)
(Subdocket B)
(Addressing Contested Issues)
04/01 R-00006042  PA Philadelphia Industrial and Philadelphia Gas Works Revenue requirements, cost allocation

Commercial Gas Users Group

and tariff issues.
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11/01 U-25687 LA Louisiana Public Entergy Gulf Return on equity.
Service Commission States, Inc.
03/02 14311-U GA Georgia Public Atlanta Gas Light Capital structure.
Service Commission
08/02 2002-00145  KY Kentucky Industrial Columbia Gas of Revenue requirements.
Utility Customers Kentucky
09/02 M-00021612  PA Philadelphia Industrial Philadelphia Gas Transportation rates, terms,
And Commercial Gas Works and conditions.
Users Group
01/03 2002-00169  KY Kentucky Industrial Kentucky Power Return on equity.
Utility Customers
02/03 02S-594E co Cripple Creek & Victor Aquila Networks — Return on equity.
Gold Mining Company WPC
04/03 U-26527 LA Louisiana Public Service Entergy Gulf States, Return on equity.
Commission Inc.
10/03 CV020495AB GA The Landings Assn., Inc. Utilities Inc. of GA Revenue requirement &
overcharge refund
03/04 2003-00433  KY Kentucky Industrial Louisville Gas & Return on equity,
Utility Customers Electric Cost allocation & rate design
03/04 2003-00434  KY Kentucky Industrial Kentucky Utilities Return on equity
Utility Customers
4/04 04S-035E Cco Cripple Creek & Victor Aquila Networks — Return on equity.
Gold Mining Company, WPC
Goodrich Corp., Holcim (U.S.)
Inc., and The Trane Co.
9/04 U-23327, LA Louisiana Public Service Southwestern Electric Fuel cost review
Subdocket B Commission Power Company
10/04 U-23327 LA Louisiana Public Service Southwestern Electric Return on Equity
Subdocket A Commission Power Company
06/05 050045-El FL South Florida Hospital Florida Power & Return on equity
and HeallthCare Assoc. Light Co.
08/05 9036 MD Maryland Industrial Baltimore Gas & Revenue requirement, cost
Group Electric Co. allocation, rate design, Tariff issues.
01/06 2005-0034 KY Kentucky Industrial Kentucky Power Co. Return on equity.

Utility Customers, Inc.
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03/06 05-1278- Wv West Virginia Energy Appalachian Power Return on equity.
E-PC-PW-42T Users Group Company
04/06 U-25116 LA Louisiana Public Service Entergy Louisiana, Transmission Issues
Commission LLC
07/06 U-23327 LA Louisiana Public Service Southwestern Electric Return on equity, Service quality
Commission Power Company
08/06 ER-2006- MO Missouri Office of the Kansas City Power Return on equity,
0314 Public Counsel & Light Co. Weighted cost of capital
08/06 06S-234EG (6]0] CFa&l Steel, L.P. & Public Service Company Return on equity,
Climax Molybdenum of Colorado Weighted cost of capital
01/07 06-0960-E-42T WV West Virginia Energy Monongahela Power & Return on Equity
Users Group Potomac Edison
01/07 43112 AK AK Steel, Inc. Vectren South, Inc. Cost allocation, rate design
05/07 2006-661 ME Maine Office of the Bangor Hydro-Electric Return on equity, weighted cost of capital.
Public Advocate
09/07 07-07-01 CT Connecticut Industrial Connecticut Light & Power Return on equity, weighted cost of capital
Energy Consumers
10/07 05-UR-103 WI Wisconsin Industrial Wisconsin Electric Power Co. Return on equity
Energy Group, Inc.
11/07 29797 LA Louisiana Public Service Cleco Power :LLC & Lignite Pricing, support of
Commission Southwestern Electric Power settlement
01/08 07-551-EL-AIR ~ OH Ohio Energy Group Ohio Edison, Cleveland Electric, ~ Return on equity
Toledo Edison
03/08 07-0585, IL The Commercial Group Ameren Cost allocation, rate design
07-0585,
07-0587,
07-0588,
07-0589,
07-0590,
(consol.)
04/08 07-0566 IL The Commercial Group Commonwealth Edison Cost allocation, rate design
06/08 R-2008-
2011621 PA Columbia Industrial Columbia Gas of PA Cost and revenue allocation,
Intervenors Tariff issues
07/08 R-2008- PA Philadelphia Area PECO Energy Cost and revenue allocation,
2028394 Industrial Energy Tariff issues

Users Group
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07/08 R-2008- PA PPL Gas Large Users PPL Gas Retainage, LUFG Pct.
2039634 Group
08/08 6680-UR- WI Wisconsin Industrial Wisconsin P&L Cost of Equity
116 Energy Group
08/08 6690-UR- Wi Wisconsin Industrial Wisconsin PS Cost of Equity
119 Energy Group
09/08 ER-2008- MO The Commercial Group AmerenUE Cost and revenue allocation
0318
10/08 R-2008- U.S. Steel & Univ. of Equitable Gas Co. Cost and revenue
2029325 PA Pittsburgh Med. Ctr. allocation
10/08 08-G-0609 NY Multiple Intervenors Niagara Mohawk Power Cost and Revenue allocation
12/08 27800-U GA Georgia Public Service Georgia Power Company CWIP/AFUDC issues,
Commission Review financial projections
03/09 ER08-1056 FERC Louisiana Public Service Entergy Services, Inc. Capital Structure
Commission
04/09 E002/GR-08- MN The Commercial Group Northern States Power Cost and revenue allocation and rate
1065 design
05/09 08-0532 IL The Commercial Group Commonwealth Edison Cost and revenue allocation
07/09 080677-El FL South Florida Hospital Florida Power & Light Cost of equity, capital structure,
and Health Care Association Cost of short-term debt
07/09 U-30975 LA Louisiana Public Service Cleco LLC, Southwestern Lignite mine purchase
Commission Public Service Co.
10/09 4220-UR-116  WI Wisconsin Industrial Northern States Power Class cost of service, rate design
Energy Group
10/09 M-2009- PA PP&L Industrial PPL Electric Utilities Smart Meter Plan cost allocation
2123945 Customer Alliance
10/09 M-2009- PA Philadelphia Area PECO Energy Company Smart Meter Plan cost allocation
2123944 Industrial Energy Users
Group
10/09 M-2009- PA West Penn Power West Penn Power Smart Meter Plan cost allocation
2123951 Industrial Intervenors
11/09 M-2009- PA Duquesne Duquesne Light Company Smart Meter Plan cost allocation
2123948 Industrial Intervenors
11/09 M-2009- PA Met-Ed Industrial Users Group ~ Metropolitan Edison, Smart Meter Plan cost allocation
2123950 Penelec Industrial Customer Pennsylvania Electric Co.,

Alliance, Penn Power Users
Group

Pennsylvania Power Co.
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03/10 09-1352- Wwv West Virginia Energy Users Monongahela Power Return on equity, rate of return
E-42T Group Potomac Edison
03/10 E015/GR-
09-1151 MN Large Power Intervenors Minnesota Power Return on equity, rate of return
04/10 2009-00459  KY Kentucky Industrial Utility Kentucky Power Return on equity
Consumers
04/10 2009-00548  KY Kentucky Industrial Utility Louisville Gas and Electric, Return on equity.
2009-00549 Consumers Kentucky Utilities
05/10 10-0261-E- Wwv West Virginia Appalachian Power Co./ EE/DR Cost Recovery,
Gl Energy Users Group Wheeling Power Co. Allocation, & Rate Design
05/10 R-2009- PA Columbia Industrial Columbia Gas of PA Class cost of service &
2149262 Intervenors cost allocation
06/10 2010-00036  KY Lexington-Fayette Urban Kentucky American Return on equity, rate of return,
County Government Water Company revenue requirements
06/10 R-2010- PA PP&L Industrial Customer PPL Electric Utilities Rate design, cost allocation
2161694 Alliance
0710 R-2010- PA Philadelphia Area Industrial PECO Energy Co. Return on equity
2161575 Energy Users Group
0710 R-2010- PA Philadelphia Area Industrial PECO Energy Co. Cost and revenue allocation
2161592 Energy Users Group
0710 9230 MD Maryland Energy Group Baltimore Gas and Electric Electric and gas cost and revenue
allocation; return on equity
09/10 10-70 MA University of Massachusetts- Western Massachusetts Cost allocation and rate design
Amherst Electric Co.
10/10 R-2010- PA Duquesne Industrial Duquesne Light Company Cost and revenue allocation,
2179522 Intervenors rate design
1110 P-2010- PA West Penn Power West Penn Power Co. Transmission rate design
2158084 Industrial Intervenors
1110 10-0699- Wwv West Virginia Energy Appalachian Power Co. & Return on equity, rate of
E-42T Users Group Wheeling Power Co. Return
1110 10-0467 IL The Commercial Group Commonwealth Edison Cost and revenue allocation and
rate design
04/11 R-2010- PA Central Pen Gas UGI Central Penn Gas, Inc. Tariff issues,
2214415 Large Users Group revenue allocation
07111 R-2011- PA Philadelphia Area PECO Energy Retainage rate
2239263 Energy Users Group
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08/11 R-2011- PA AK Steel Pennsylvania-American Rate Design
2232243 Water Company
08/11 11AL-151G co Climax Molybdenum PS of Colorado Cost allocation
09/11 11-G-0280 NY Multiple Intervenors Corning Natural Gas Co. Cost and revenue allocation
10/11 4220-UR-117  WI Wisconsin Industrial Energy Northern States Power Cost and revenue allocation, rate design
Group
02/12 11AL-947E co Climax Molybdenum, Public Service Company Return on equity, weighted cost of capital
CF&l Steel of Colorado
07112 120015-El FL South Florida Hospitals and Florida Power and Light Co, Return on equity, weighted cost of capital
Health Care Association
0712 12-0613-E-PC WV West Virginia Energy Users American Electric Power/APCo  Special rate proposal for Century
Group Aluminum
0712 R-2012- PA PP&L Industrial Customer PPL Electric Utilities Corp. Cost allocation
2290597 Alliance
09/12 05-UR-106 WiI Wisconsin Industrial Wisconsin Electric Power Co. Class cost of service, cost and revenue
Energy Group allocation, rate design
09/12 2012-00221 KY Kentucky Industrial Louisville Gas and Electric, Return on equity.
2012-00222 Utility Consumers Kentucky Utilities
10/12 9299 MD Maryland Energy Group Baltimore Gas & Electric Cost and revenue allocation, rate design
Cost of equity, weighted cost of capital
1012 4220-UR-118  WI Wisconsin Industrial Northern States Power Class cost of service, cost and revenue
Energy Group Company allocation, rate design
10/12 473-13-0199  TX Steering Committee of Cities Cross Texas Transmission, Return on equity,
Served by Oncor LLC capital structure
01113 R-2012- PA Columbia Industrial Columbia Gas of Pennsylvania Cost and revenue allocation
2321748 et al. Intervenors
02/13 12AL-1052E  CO Cripple Creek & Victor Gold Black Hills/Colorado Electric Cost and revenue allocations
Mining, Holcim (US) Inc. Utility Company
06/13 8009 VT IBM Corporation Vermont Gas Systems Cost and revenue allocation,
rate design
07113 130040-El FL WCF Hospital Utility Tampa Electric Co. Return on equity, rate of return
Alliance
08/13 9326 MD Maryland Energy Group Baltimore Gas and Electric Cost and revenue allocation, rate design,

special rider
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08/13 P-2012- PA PP&L Industrial Customer PPL Electric Utilities, Corp. Distribution System Improvement Charge
2325034 Alliance
09/13 4220-UR-119  WI Wisconsin Industrial Energy Northern States Power Co. Class cost of service, cost and revenue
Group allocation, rate design
1113 13-1325-E-PC - WV West Virginia Energy Users American Electric Power/APCo  Special rate proposal, Felman Production
Group
06/14 R-2014- PA Columbia Industrial Intervenors ~ Columbia Gas of Pennsylvania Cost and revenue allocation, rate design
2406274
08/14 05-UR-107 WI Wisconsin Industrial Energy Wisconsin Electric Power Co. Cost and revenue allocation, rate design
Group
10/14 ER13-1508 FERC Louisiana Public Service Comm. Entergy Services, Inc. Return on equity
etal.
11114 14AL-0660E  CO Climax Molybdenum Co. and Public Service Co. of Colorado Return on equity, weighted cost of capital
CFI Steel, LP
11114 R-2014- PA AK Steel West Penn Power Company Cost and revenue allocation
2428742
12/14 42866 > West Travis Co. Public Travis County Municipal Response to complain of monopoly
Utility Agency Utility District No. 12 power
3/15 2014-00371 Kentucky Industrial Utility Louisville Gas & Electric, Return on equity, cost of debt,
2014-00372  KY Customers Kentucky Utilities weighted cost of capital
3/15 2014-00396  KY Kentucky Industrial Utility Kentucky Power Co. Return on equity, weighted cost of capital
Customers
6/15 15-0003-G-42T WV West Virginia Energy Users Gp.  Mountaineer Gas Co. Cost and revenue allocation,
Infrastructure Replacement Program
915 15-0676-W-42T WV West Virginia Energy Users Gp.  West Virginia-American Appropriate test year,
Water Company Historical vs. Future
9/15 15-1256-G-
390P Wwv West Virginia Energy Users Gp.  Mountaineer Gas Co. Rate design for Infrastructure
Replacement and Expansion Program
10/15 4220-UR-121  WI Wisconsin Industrial Energy Gp.  Northern States Power Co. Class cost of service, cost and revenue
allocation, rate design
12/15 15-1600-G- Rate design and allocation for
390P Wwv West Virginia Energy Users Gp.  Dominion Hope Pipeline Replacement & Expansion Prog.
12/15 45188 > Steering Committee of Cities Oncor Electric Delivery Co. Ring-fence protections for cost of capital

Served by Oncor
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2/16 9406 MD Maryland Energy Group Baltimore Gas & Electric Cost and revenue allocation, rate design,
proposed Rider 5
3/16 39971 GA GA Public Service Comm. Southern Company / Credit quality and service quality issues
Staff AGL Resources
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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the Fiscal Year Ended December 31, 2015
OR

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the Transition Period from to

Commission Registrant, State of Incorporation, L.R.S. Employer
File Number Address and Telephone Number Identification No.

1-3526 The Southern Company 58-0690070
(A Delaware Corporation)
30 Ivan Allen Jr. Boulevard, N.W.
Atlanta, Georgia 30308
(404) 506-5000

1-3164 Alabama Power Company 63-0004250
(An Alabama Corporation)
600 North 18th Street
Birmingham, Alabama 35291
(205) 257-1000

1-6468 Georgia Power Company 58-0257110
(A Georgia Corporation)
241 Ralph McGill Boulevard, N.E.
Atlanta, Georgia 30308
(404) 506-6526

001-31737 Gulf Power Company 59-0276810
(A Florida Corporation)
One Energy Place
Pensacola, Florida 32520
(850) 444-6111

001-11229 Mississippi Power Company 64-0205820
(A Mississippi Corporation)
2992 West Beach Boulevard
Gulfport, Mississippi 39501
(228) 864-1211

333-98553 Southern Power Company 58-2598670
(A Delaware Corporation)
30 Ivan Allen Jr. Boulevard, N.W.
Atlanta, Georgia 30308
(404) 506-5000
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the reduction of risk. These transactions may also affect the liquidity, results of operations, and financial condition of Southern Company and its subsidiaries.
These transactions also involve risks, including:

*  any acquisitions may not result in an increase in income or provide an adequate return on capital or other anticipated benefits;

* any acquisitions may not be successfully integrated into the acquiring company’s operations and internal controls processes;

»  the due diligence conducted prior to an acquisition may not uncover situations that could result in financial or legal exposure or the acquiring company
may not appropriately evaluate the likelihood or quantify the exposure from identified risks;

* any disposition may result in decreased earnings, revenue, or cash flow;
» use of cash for acquisitions may adversely affect cash available for capital expenditures and other uses; or

* any dispositions, investments, or acquisitions could have a material adverse effect on the liquidity, results of operations, or financial condition of Southern
Company or its subsidiaries.

Southern Company and AGL Resources may encounter difficulties in satisfying the conditions for the completion of the Merger, including receipt of all
required regulatory approvals, which could delay the completion of the Merger or impose conditions that could have a material adverse effect on the
combined company or that could cause either party to abandon the Merger.

Consummation of the Merger remains subject to the satisfaction or waiver of certain closing conditions, including, among others, (i) the approval of the California
Public Utilities Commission, Georgia PSC, Illinois Commerce Commission, and Maryland PSC, New Jersey Board of Public Utilities, and other approvals
required under applicable state laws, and the approval of the Federal Communications Commission (FCC) for the transfer of control over the FCC licenses of
certain subsidiaries of AGL Resources, (ii) the absence of a judgment, order, decision, injunction, ruling, or other finding or agency requirement of a governmental
entity prohibiting the consummation of the Merger, and (iii) other customary closing conditions, including (a) subject to certain materiality qualifiers, the accuracy
of each party's representations and warranties and (b) each party's performance in all material respects of its obligations under the Merger Agreement.

Southern Company completed the required state regulatory filings in the fourth quarter 2015 and the required FCC filings in February 2016. On February 24, 2016,
a stipulation and settlement agreement between Southern Company, AGL Resources, the Maryland PSC Staff, and the Maryland Office of People's Counsel was
filed with the Maryland PSC. The proposed settlement remains subject to the approval of the Maryland PSC. Additionally, Southern Company received the
approval of the Virginia State Corporation Commission in February 2016.

These governmental entities may decline to approve the Merger or may impose conditions on the completion, or require changes to the terms, of the Merger,
including restrictions or conditions on the business, operations, or financial performance of the combined company following the Merger.

Satisfying the conditions to completion of the Merger may take longer, and could cost more, than Southern Company expects. Any delay in completing the Merger
or any additional conditions imposed in order to complete the Merger may materially adversely affect the benefits that Southern Company expects to achieve from
the Merger and the integration of the companies' respective businesses.

In addition, conditions to the completion of the Merger may fail to be satisfied. Subject to certain limitations, either party may terminate the Merger Agreement if
the Merger is not consummated by August 23, 2016, which date may be extended by either party to February 23, 2017 if, on August 23, 2016, all conditions to
closing other than those relating to (i) regulatory approvals and (ii) the absence of legal restraints preventing consummation of the Merger (to the extent relating to
regulatory approvals) have been satisfied.

Any delay in completing the Merger, conditions imposed by governmental entities, or failure to complete the Merger could have a material adverse effect on the
financial condition, net income, and cash flows of Southern Company.

Failure to complete the Merger could negatively impact Southern Company's stock price and Southern Company's future business and financial results.

Completion of the Merger is not assured and is subject to risks, including the risks that approval of the transaction by governmental entities will not be obtained or
that certain other closing conditions will not be satisfied. If the Merger is not
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completed, Southern Company's ongoing businesses and financial results may be adversely affected and Southern Company will be subject to a number of risks,
including the following:

*  Southern Company will be required to pay significant costs relating to the Merger, including legal, accounting, and financial advisory costs, whether or
not the Merger is completed;

*  matters relating to the Merger (including integration planning) may require substantial commitments of time and resources by Southern Company
management, which could otherwise have been devoted to other opportunities that may have been beneficial to Southern Company; and

* negative publicity and a negative impression of Southern Company in the investment community.

The occurrence of any of these events, individually or in combination, could cause the share price of Southern Company to decline if and to the extent that the
current market prices reflect an assumption by the market that the Merger will be completed.

If completed, the Merger may not achieve its intended results.

Southern Company entered into the Merger Agreement with the expectation that the Merger would result in various benefits. Achieving the anticipated benefits of
the Merger is subject to a number of uncertainties, including whether the business of AGL Resources is integrated in an efficient and effective manner, conditions
imposed on the Merger by federal and state public utility, antitrust, and other regulatory authorities prior to approval, general market and economic conditions, and
general competitive factors in the marketplace. Failure to achieve these anticipated benefits could result in increased costs, decreases in the amount of expected
revenues generated by the combined company, and diversion of management's time and energy and could have an adverse effect on the combined company's
financial condition, net income, and cash flows.

The Southern Company system will be subject to business uncertainties while the Merger is pending that could adversely affect Southern Company's
financial results.

Uncertainty about the effect of the Merger on employees, suppliers, and customers of the Southern Company system may have an adverse effect on Southern
Company. These uncertainties may impair the Southern Company system's ability to attract, retain, and motivate key personnel until the Merger is completed and
for a period of time thereafter and could cause customers, suppliers, and others that deal with the Southern Company system to seek to change existing business
relationships.

Employee retention and recruitment may be particularly challenging prior to the completion of the Merger, as employees and prospective employees may
experience uncertainty about their future roles with the combined company. If key employees depart or fail to accept employment with the Southern Company
system because of issues relating to the uncertainty and difficulty of integration or a desire not to remain with the combined company, Southern Company's
financial results could be adversely affected.

The pursuit of the Merger and the preparation for the integration of AGL Resources into the Southern Company system may place a significant burden on
management and internal resources. The diversion of management attention away from day-to-day business concerns and any difficulties encountered in the
transition and integration process could adversely affect Southern Company's financial condition, net income, and cash flows.

Southern Company is obligated to complete the Merger whether or not it has obtained the required financing.

Southern Company intends to initially fund the cash consideration for the Merger using a mix of debt and equity. Southern Company finances its capital needs on a
portfolio basis and expects to issue approximately $8.0 billion in debt prior to closing the Merger and approximately $1.2 billion in equity during 2016. This capital
is expected to provide funding for the Merger, Southern Power growth opportunities, and other Southern Company system capital projects. In addition, Southern
Company entered into the $8.1 billion Bridge Agreement on September 30, 2015 to provide financing for the Merger in the event long-term financing is not
available. The Bridge Agreement is subject to various conditions contained in the Bridge Agreement and the issuance of long-term debt and equity sales to finance
the Merger will be subject to future market conditions.
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Following the Merger, stockholders of Southern Company will own equity interests in a company whose subsidiary owns and operates a natural gas
business.

AGL Resources is an energy services holding company whose primary business is the distribution of natural gas through natural gas distribution utilities. AGL
Resources is involved in several other businesses that are mainly related and complementary to its primary business including: retail operations including the
provision of natural gas commodity and related services to customers in competitive markets or markets that provide for customer choice, wholesale services
including natural gas storage, gas pipeline arbitrage, and natural gas asset management and/or related logistics services, and midstream operations including high
deliverability natural gas storage facilities and select pipelines. As a result, the combined company will be subject to various risks to which Southern Company is
not currently subject, including risks related to transporting and storing natural gas. As stockholders of the combined company following the Merger, Southern
Company stockholders may be adversely affected by these risks.

Southern Company expects to record goodwill that could become impaired and adversely affect its operating results.

In accordance with GAAP, the Merger will be accounted for using the acquisition method of accounting whereby the assets acquired and liabilities assumed are
recognized at fair value as of the acquisition date. The excess of the purchase price over the fair values of AGL Resources' assets and liabilities will be recorded as
goodwill.

The amount of goodwill, which is expected to be material, will be allocated to the appropriate reporting units of the combined company. Southern Company is
required to assess goodwill for impairment at least annually by comparing the fair value of reporting units to the carrying value of those reporting units. To the
extent the carrying value of any of those reporting units is greater than the fair value, a second step comparing the implied fair value of goodwill to the carrying
amount would be required to determine if the goodwill is impaired. Such a potential impairment could result in a material charge that would have a material impact
on Southern Company's future operating results and consolidated balance sheet.

Item 1B. UNRESOLVED STAFF COMMENTS.

None.
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Georgia Power

Company Comparison of Customer/Reliability Survey Results
(GPC and other Southern Company Operating Companies Compared to 16 Peer Utilities)

2010 Customer Value Benchmark Survey Results

Residential General Business | Large Business Residential General Business Large Business

Reliability Reliability Reliability Overall Satisfaction | Overall Satisfaction | Overall Satisfaction
8.66 9.38 9.38 8.13 9.26 (GPC) 9.30
8.57 9.36 9.34 8.08 9.23 9.20

8.53 (GPC) 9.36 9.28 8.04 9.20 9.16
8.50 9.35 (GPC) 9.24 8.03 (GPC) 9.01 8.93 (GPC)
8.49 9.17 9.20 (GPC) 7.98 9.00 8.91
8.44 9.12 9.17 7.95 8.98 8.54
8.34 9.05 9.01 7.94 8.94 8.53
8.34 9.03 8.91 7.85 8.94 8.50
8.29 8.97 8.90 7.83 8.89 8.48
8.25 8.95 8.83 7.79 8.89 8.43
8.10 8.94 8.81 7.78 8.88 8.32
8.09 8.92 8.80 7.58 8.83 8.20
8.08 8.87 8.54 7.53 8.72 8.20
8.03 8.86 8.52 7.48 8.69 8.18
8.01 8.85 8.48 7.47 8.57 8.11
7.95 8.78 8.44 7.44 8.57 7.92
7.94 8.59 8.33 7.37 8.53 7.78
7.93 8.48 8.31 7.31 8.33 7.61
7.85 8.46 8.15 6.87 8.32 7.57
7.39 8.44 7.95 6.80 8.31 7.37

Please rate your
overall satisfaction
with the reliability of
your electric supply

Please rate your overall
satisfaction with the
reliability of electric
supply

Overall how satisfied
are you with the
reliability of electric
power?

How do you rate your
overall satisfaction with
your power company?

Please rate your overall
satisfaction with your
current power company

Overall how satisfied are
you with the full package of
electrical services provided
by your utility
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Georgia Power 2011 Customer Value Benchmark Survey Results*

Reliability Overall Satisfaction
General General
Residential Business Large Business Residential Business Large Business
8.57 9.28 9.40 8.12 9.24 9.40
8.47 9.27 9.40 8.08 9.24 9.29
8.41 9.19 9.29 8.04 9.09 9.18
8.40 (GPC) 9.17 9.24 (GPC) 8.00 9.02 8.93
8.33 9.13 (GPC) 7.88 9.02 | IIIEENCERS)
8.28 9.06 8.93 7.87 (GPC) 8.99 8.54
8.28 9.05 8.87 7.86 8.97 8.50
8.23 9.05 8.85 7.81 8.93 8.48
8.21 8.94 8.76 7.79 8.93 8.45
8.19 8.93 8.70 7.79 8.91 8.42
8.15 8.93 8.65 7.79 8.90 (GPC) 8.25
8.13 8.86 8.61 7.77 8.82 8.17
8.02 8.80 8.60 7.58 8.82 8.15
8.02 8.79 8.44 7.52 8.79 8.03
8.01 8.75 8.44 7.50 8.76 7.98
8.00 8.55 8.35 7.41 8.73 7.80
7.96 8.53 8.27 7.41 8.52 7.65
7.90 8.52 8.27 7.36 8.48 7.64
7.55 8.45 8.25 7.23 8.35 7.63
7.08 8.29 7.96 6.09 8.25 7.46
Respondent Question
Please rate your Please rate your Overall how satisfied How do you rate your Please rate your Overall how satisfied
overall satisfaction overall satisfaction are you with the overall satisfaction overall satisfaction are you with the full
with the reliability of  with the reliability of  reliability of electric with your power with your current package of electrical
your electric supply  electric supply power? company? power company services provided by
your utility

*Company Comparison of Customer Satisfaction/Reliability Survey Results (GPC and other Southern Company
Operating Companies Compared to 16 Peer Utilities)



Georgia Power 2012 Customer Value Benchmark Survey Results*

Reliability Overall Satisfaction
General General
Residential Business Large Business Residential Business Large Business
8.74 9.46 9.59 8.41 9.43 9.51
8.67 9.35 9.56 8.37 9.28 9.44
8.67 9.21 (GPC) 9.29 8.36 9.17 9.14
8.64 9.20 9.27 (GPC) 8.28 9.17
8.64 9.14 9.14 8.28 9.12 8.82
8.62 9.13 9.08 8.27 9.08 8.72
8.57 9.09 8.90 8.23 8.65
8.43 9.04 8.87 8.18 9.07 8.62
8.43 9.02 8.77 8.15 9.03 8.48
8.97 8.75 8.05 9.02 8.34
8.39 8.96 8.74 7.95 9.02 8.28
8.36 8.96 8.68 7.85 8.98 8.20
8.36 8.89 8.56 8.96 8.15
8.36 8.87 8.52 7.73 8.95 8.10
8.29 8.79 8.46 7.73 8.87 8.00
8.23 8.79 8.40 7.70 8.85 7.97
8.10 8.78 8.37 7.56 8.84 7.87
8.06 8.75 8.28 7.52 8.81 7.65
7.99 8.64 8.05 7.46 8.67 7.61
7.55 8.23 7.81 6.77 8.37 7.45

Please rate your
overall satisfaction
with the reliability of
your electric supply

Please rate your
overall satisfaction
with the reliability of
electric supply

Respondent Question

Overall how satisfied
are you with the
reliability of electric
power?

How do you rate your Please rate your
overall satisfaction
with your power
company?

overall satisfaction
with your current
power company

Operating Companies Compared to 16 Peer Utilities)

Overall how satisfied
are you with the full
package of electrical
services provided by
your utility

*Company Comparison of Customer Satisfaction/Reliability Survey Results (GPC and other Southern Company

Exhibit  (RAB-3)
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Georgia Power 2013 Customer Value Benchmark Survey Results*

Reliability Overall Satisfaction
General General
Residential Business Large Business Residential Business Large Business
8.96 9.34 9.66 8.44 9.20 9.54
8.70 9.27 9.48 8.42 9.11 9.52
8.69 9.15 9.44 8.35 9.06
8.67 9.07 9.37 (GPC) 8.09 9.05 9.13
8.63 9.03 (GPC) 9.05 8.02 8.93 8.87
8.60 9.00 9.00 7.98 8.83
8.52 8.99 8.97 7.97 8.92 8.79
8.51 8.95 8.96 7.94 8.90 8.71
8.90 8.78 7.93 8.85 8.61
8.37 8.89 8.77 7.91 8.81 8.41
8.36 8.88 8.76 7.85 8.78 8.37
8.35 8.86 8.72 7.79 8.76 8.37
8.29 8.83 8.71 7.77 8.76 8.37
8.23 8.71 8.68 8.68 8.13
8.21 8.71 8.58 7.74 8.67 8.06
8.1 8.68 8.45 7.73 8.63 8.02
7.98 8.64 8.31 7.58 8.61 7.69
7.94 8.54 8.14 7.27 8.59 7.45
7.80 8.50 7.86 6.88 8.57 7.15
7.55 8.48 7.80 6.83 8.52 7.08

Please rate your
overall satisfaction
with the reliability of
your electric supply

Please rate your
overall satisfaction
with the reliability of
electric supply

Respondent Question

Overall how satisfied
are you with the
reliability of electric
power?

How do you rate your Please rate your
overall satisfaction
with your power
company?

overall satisfaction
with your current
power company

Operating Companies Compared to 16 Peer Utilities)

Overall how satisfied
are you with the full
package of electrical
services provided by
your utility

*Company Comparison of Customer Satisfaction/Reliability Survey Results (GPC and other Southern Company

Exhibit  (RAB-3)
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2014 SAIDI =

2014 SAIFI =

Exhibit __ (RAB-3)
Page 5 of 5

Georgia Power

2014 System Average Interruption Duration Index (SAIDI)

and

2014 System Average Interruption Frequency Index (SAIFI)

Y. Customer Minutes Interrupted _ 239,824,841 _

Total Number of Customers Served

2,333,921

2. Total Number of Customers Interrupted 2,805,736

Total Number of Customers Served

~2333,921

=102.76

1.20

Georgia Power 2014 Customer Value Benchmark Survey Results*

Reliability Overall Satisfaction
General General
Residential Business Large Business Residential Business [ arge Business
9.10 9.34 9.69 8.80 9.11 963
8.73 9.25 9.58 8.40 9.09 9.52
8.70 9.25 9.51 8.36 9.09 940
8.68 (GPC) 9.15 9.39 (GPC) 8.35 9.07
B.67 912 (GPC) 923 8.32 9.00 9.08
5.66 9.08 919 8.19 8.98 9.01
8.65 9.03 9.18 8.18 8.88 8.81
8.41 9.03 9.03 8.14 (GPC) 8.87 8.78
8.37 9.00 8.86 8.09 8.87 (GPC) 863
8.34 8.97 8.86 7.95 8.86 8.58
8.32 8.93 8.67 7.95 8.76 8.53
8.32 8.92 8.63 7.90 8.76 842
8.30 8.92 8.57 7.86 8.74 8.27
8.29 8.88 848 7.86 8.69 8.20
8.25 8.88 846 7.81 8.69 8.04
8.23 8.86 8.38 7.78 8.51 8.04
8.18 8.82 8.33 7.75 8.38 7.89
8.10 867 8.15 7.74 8.37 7.81
8.04 8.66 8.00 767 8.36 761
7.72 8.60 7.89 7.29 8.18 741
Respondent Question
Owerall how
Please ratg YDU.F Please rate your  Overall how How do you rate Please rate your sglisﬂed are you
overall satisfaction . . . your overall : . with the full
with the reliability 0‘_{era” Sal'.Sfa.C_tm S?tmﬂeu Are YOU - catistaction with O‘f{era” satisfaction package of
) with the reliability  with the reliability with your current i .
of your slectric of electric supply of electric DDWEF? yourpower power company E|8Ct.rlca| Services
supply company? prowded by your

utility

*Company Comparison of Customer Satisfaction/Reliability Survey Results (GPC and other
Southern Company Operating Companies Compared to 16 Peer Utilities)
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ATLANTA GAS LIGHT COMPANY
SERVICE QUALITY MEASURES

oM 2012 2013 2014 2015 Benchmark

Meter Reading Accuracy 99.7% 99.8% 99.8% 99.8% 99.9% 98.5%
Meter Reading Timeliness 99.8% 99.9% 99.7% 99.8% 99.9% 98.5%
Appointment Attainment 97.0% 97.8% 97.7% 97.9% 97.3% 90.0%
EBB Availability

Customer Information System 100.0% 100.0% 100.0% 100.0% 100.0% 95.0%
Gas Operating System 100.0% 100.0% 100.0% 100.0% 100.0% 98.0%
Marketer Interface Application 100.0% 99.9% 100.0% 100.0% 100.0% 98.5%
Eneract 100.0% 99.8% 99.9% 100.0% 100.0% 97.0%
Responsiveness To the Commission 100.0% 100.0% 100.0% 100.0% 100.0% 99.0%
Call Center Response Time 98.3% 97.9% 95.3% 94.7% 95.3% 80.0%
Forecasting 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
Average FSR Leak Response Time 30.90 28.90 29.50 29.50 30.35 35.00
Average Distribution Leak Response Time 38.00 40.80 42.10 36.60 35.84 60.00

Note: Meter reading accuary percentage is the average from January through October. All other measures represent 12-month averages.

Source: AGLC Service Quality Measures Compliance Reports
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BEFORE THE GEORGIA PUBLIC SERVICE COMMIﬁ%Lﬁ: E Iv Eﬂ
STATE OF GEORGIA b

-4 7 8 2003
—__EXEGUTIVE SECRETARY
In Re:
Service Quality Standards for the . P — G.PSG.
Electing Distribution Company 1 ) wE jl)ncket No. 15295-U

ENTH6(8Y5

JOINT RECOMMENDATION OF- .. :
COMMISSION STAFF AND ATLANTA GAS LIGHT COMPANY

COMES NOW, Atlanta Gas Light Company (AGLC) and the Staff of the Georgia
Public Service Commission (Staff) and hereby jointly recommend that the Commission approve
and adopt the following service quality benchmarks and penalty structure for Electing
Distribution Companies in the above-referenced matter:

1. Meter Reading Accuracy

“Meter Reading Accuracy” shall be defined as “the total of all firm cycle meter reads issued
during the cycle month minus the cancelled cycle readings minus NCONS divided by the total of
all firm cycle meter readings issued during the cycle month.”

Total of all firm cycle meter reads issued during the cycle month — cancelled cycle readings - NCONS

Total of all firm cycle meter reads issued during the cycle month

“Cancelled cycle readings” means “all actual and estimated meter reads that the EDC cancels
during the cycle month.” The average two-month EDC Meter Reading Accuracy shall be no less
than 98.5%.

2. Meter Reading Timeliness

“Meter Reading Timeliness” shall be defined as “the number of meter reads in a given one-
month period issued by the EDC within the three-day cycle meter-reading window that applies to

Docket No. 15295-U
Service Quality Standards for the Electing Distribution Company
Joint Recommendation of Commission Staff and Atlanta Gas Light Company
Page 1 of 6
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each respective meter divided by the total number of active meters that the EDC is responsible to
read.” The average two-month EDC Meter Reading Timeliness shall be no less than 98.5%.

The EDC shall be prohibited from sending, for any particular meter, any more than two
consecutive no-reads or estimated reads, in any combination, to marketers, unless the EDC
cannot read a meter due to interference by a customer or other such event that is beyond the
EDC’s control. In such an instance, the EDC shall make a good faith effort to notify the affected
marketer within a reasonable time frame that the meter was not read due to circumstances
beyond the EDC’s control. The EDC shall implement computer-programming changes to ensure
compliance.

3. Appointment Attainment

(Meter Reconnections, Meter Tum-ons, and Meter Turn-offs)

The EDC shall meet 90.0% of all scheduled appointments, measured on an average 2-month
basis.

(Disconnection requests from marketers)

No standard shall be set in this proceeding but the EDC shall comply with Commission Rule
515-3-3-.08(a).

4. Call Center Response

The EDC must answer 80% of all calls to the call center within 180 seconds of a request to speak
with an agent, measured over one calendar month. For purposes of this service quality
benchmark, “calls” shall include calls in queue terminated by the calling party prior to speaking
with an agent. The EDC will begin the remediation process as described in Attachment 2 if it
fails to meet the benchmark twice during any 12-month period.

The EDC shall provide a wait-time notification message for all calls in the call center queue.

The Commission should issue a Notice of Proposed Rulemaking for the purpose of amending
Commission Rules 515-7-7-.04(d) and .05(f) by deleting the phrase “average speed of answer.”

5. Forecasting

The EDC shall follow its 12-step forecasting process 100% of the time that it receives weather
forecasts from the service provider and its information and communication systems required to
perform the task are functioning properly, unless the EDC cannot do so for events beyond the
EDC’s control. Also, the firm demand forecast shall be within 6.25% of the actual firm demand
measured on a monthly net percentage basis.
Docket No. 15295-U
Service Quality Standards for the Electing Distribution Company

Joint Recommendation of Commission Staff and Atlanta Gas Light Company
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“Monthly net percentage” is defined as:

Total monthly firm forecast — Actual monthly firm demand
Total monthly firm forecast

Should the EDC fail to meet these benchmarks for 2 consecutive quarters, it shall file a
remediation plan with the Commission. Should the EDC fail to meet this benchmark for 3
consecutive quarters, a party may petition the Commission to initiate a proceeding to determine
if AGLC should be relieved of its obligation to perform forecasting and the petitioning party
shall bear the burden of proof.

6. Lost and Unaccounted For Gas (“L&U”)

No standard shall be set in this proceeding but the EDC shall comply with the L&U standard of
1.6% of a 16-year rolling average as established in Docket No. 15527-U.

7. Electronic Bulletin Board (“EBB”)

Components of the EBB shall be available as set forth as summarized below and in more detail
on Attachment 1, measured on an average 2-month basis:

Customer Information System (CIS): 95.0% Availability;
Gas Operating System (GOS): 98.0% Availability;
Marketer Interface Application (MIA): 98.5% Availability; and
Eneract: 97.0% Availability.

These percentages shall be reevaluated following substantial changes to the EDC’s EBB system.

“Availability” is defined for a month as:

Total hours in month - hours of scheduled maintenance — hours of unplanned outages
Total hours in month — hours of scheduled maintenance

8. Acquiring and Managing Interstate Capacity

The EDC must comply with OCGA 46-4-155 (e) and the Commission’s approved capacity plan.

9. Accurate and Timely Customer Data Sent to Marketers

No benchmark shall be established at this time. The Commission should issue a Notice of
Proposed Rulemaking for the purpose of amending Commission Rule 515-7-7-.05 by deleting
subsection (g) in its entirety.
Docket No. 15295-U
Service Quality Standards for the Electing Distribution Company
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Page 3 of 6



Exhibit __ (RAB-5)
Page 4 of 6

10. Leak Response Time

Service Leak Call Standard - The EDC shall respond on average over a given calendar year
within 35 minutes from the time the EDC’s Customer Information System time stamps a leak
call to the time the EDC’s Field Service Representative arrives on site.

Distribution Leak Call Standard — The EDC shall respond on average over a given calendar year
within 60 minutes from the time the EDC’s distribution personnel are notified by EDC dispatch
of a distribution leak call to the time distribution personnel arrive on site.

The EDC would be subject to a penalty of $100,000 per year whenever the EDC’s actual average
annual response time for either the service or distribution calls exceeds 105% of the respective
standards.

The EDC shall provide monthly to Commission Staff in a mutually acceptable format the leak
response summary for each service area beginning January 1, 2003.

11. Response to the Commission

(Consumer Affairs Complaints)

Over a given two-month period, the EDC shall 99 % of the time acknowledge receipt within 1
business day of receiving complaints marked *“urgent”, and acknowledge receipt within 5
business days of receiving non-urgent complaints. Provided, however, that the EDC shall be
deemed to have met this benchmark if its number of untimely responses does not exceed 2 in a
given month. Resolution of the complaint is not measured in this standard.

Definition of Urgent Complaints- A complaint may be marked “urgent” if it involves a request
for reconnection of service resulting from an erroneous disconnection; a situation where the
consumer has indicated that an appointment for reconnection of service had been missed or states
that the bill was paid prior to disconnection; failure to respond to a complaint after two referrals;
or if it appears that the complaint is a result of the EDC’s failure to act in accordance with any
Commission rules. In all cases that a complaint is made with the Commission the Commission
retains the discretion to mark that complaint as “urgent”. However, the EDC may challenge the
urgent status of any particular complaint when it is apparent from the face of the complaint that
the EDC is not the proper party to handle the complaint or the complaint does not satisfy any of
the requirements listed above for the complaint being marked “urgent”.

(Data Requests, Orders, Reports)

No standards shall be established in this proceeding. The Commission should issue a Notice of
Proposed Rulemaking for the purpose of amending Commission Rule 515-7-7-.06 by deleting
subsections (a), (c), and (d) in their entirety.
Docket No. 15295-U
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12. General

The EDC standards shall not include any “deadband” compliance zone or “credit” for meeting or
exceeding any benchmark.

In each instance in which the EDC’s performance is to be measured over a 2-month period, such
2-month period shall be determined for each calendar year as follows: January/February,
March/April, May/June, July/August, September/October and November/December.

Compliance with the performance standards being set for meter reading accuracy and timeliness,
appointment attainment for meter turn/ons, turn/offs and reconnections, electronic bulletin board
availability, and responsiveness to complaints shall be measured on a bi-monthly basis with the
remediation process described in Attachment 2. Call center response time compliance shall be
measured on a monthly basis, but otherwise the remediation process described in Section 4 and
the Rebuttal testimony of Thebert and LeLash shall apply. As set forth in said testimony, and as
qualified by force majure events, for a period of one year after the filing of a Remediation
Report, the EDC will remain subject to quarterly penalties if the deficiency remains or reoccurs,
and the EDC will not be given remediation opportunities again until such time as the EDC has
demonstrated compliance with the benchmark for one year. All penalties will be subject to
Commission discretion and a party may petition the Commission to increase or decrease
penaities. In making the decision to increase or decrease penalties the Commission may consider
factors including but not limited to, the impacts to consumers and marketers of AGLC’s failure
to meet a standard, any mitigating or aggravating circumstances, or the amount of any cost
avoided by AGLC as a result of failing to meet a standard.

NOTE: AGLC and Staff reached agreement on all issues in this Docket except for one, the
amount of the penalty for non-compliance with standards established in this proceeding. As
such, Staff and AGLC offer the following independent recommendations:

Staff Proposal: a presumptive $50,000 penalty to be paid within 35 days after the filing of the
Remediation Report demonstrating that deficiencies were not eliminated and benchmarks had
not been met as referenced in Section 4 of this joint recommendation and Attachment 2 or after
filing a Monthly Performance Data that demonstrates the EDC failed to meet the benchmark
during the twelve consecutive month period following the remediation period;

AGLC Proposal: a recommended $25,000 penalty to be consistent with the penalty Staff
recommended for the marketer non-compliance with the standards being established in Docket
No. 15296-U.

Docket No. 15295-U
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13. Reporting

The EDC and Staff shall discuss the appropriate format for reports that need to be made to
implement the Commission’s final order in this proceeding and the EDC shall submit to the
Commission the reporting formats within 60 days of such final order.

14.

Each of the undersigned authorized representatives of the parties to this Joint
Recommendation acknowledges that he has read this Joint Recommendation and understands its
contents. The undersigned representatives acknowledge that the undersigned parties freely,
knowingly and voluntarily enter into this Joint Recommendation.

This 28th day of February, 2003.

Agreed to:

Alan Jenkins
On Behalf of Atlanta Gas Light Company

efﬁ'keé\é. Stgir

On Behalf of the Staff of the Georgia Public Service
Commission

Docket No. 15295-U
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Joint Recommendation of Commission Staff and Atlanta Gas Light Company
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Summary: Mr. Baudino provides an opinion as to the overall fair rate of return or cost of capital
for the regulated electric utility operations of Vermont Gas Systems Inc. and evaluates Vermont

Gas’s rate of return testimony in this proceeding.
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STATE OF VERMONT
PUBLIC SERVICE BOARD

Petition of Vermont Gas Systems, Inc. for )

change in rates, and for use of the System ) Docket No. 8710
Reliability and Expansion Fund in connection )

therewith

DIRECT TESTIMONY OF RICHARD A. BAUDINO
I. QUALIFICATIONS AND SUMMARY

Q. Please state your name and business address.

A. My name is Richard A. Baudino. My business address is J. Kennedy and Associates,
Inc. (“Kennedy and Associates), 570 Colonial Park Drive, Suite 305, Roswell,

Georgia 30075.

Q. What is your occupation and by whom are you employed?

A. | am a consultant with Kennedy and Associates.
Q. Please describe your education and professional experience.
A. | received my Master of Arts degree with a major in Economics and a minor in

Statistics from New Mexico State University in 1982. | also received my Bachelor of

Arts Degree with majors in Economics and English from New Mexico State in 1979.

| began my professional career with the New Mexico Public Service Commission Staff
in October 1982 and was employed there as a Utility Economist. During my
employment with the Staff, my responsibilities included the analysis of a broad range

of issues in the ratemaking field. Areas in which | testified included cost of service,

J. Kennedy and Associates, Inc.
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rate of return, rate design, revenue requirements, analysis of sale/leasebacks of

generating plants, utility finance issues, and generating plant phase-ins.

In October 1989, | joined the utility consulting firm of Kennedy and Associates as a
Senior Consultant where my duties and responsibilities covered substantially the same
areas as those during my tenure with the New Mexico Public Service Commission
Staff. | became Manager in July 1992 and was named Director of Consulting in

January 1995. Currently, | am a consultant with Kennedy and Associates.

DPS-RAB-1 summarizes my expert testimony experience.

On whose behalf are you testifying?

| am testifying on behalf of the Vermont Department of Public Service ("DPS").

What is the purpose of your Direct Testimony?

The purpose of my Direct Testimony is to address the allowed return on equity for
Vermont Gas Systems, Inc. ("Vermont Gas" or "Company"). | will also address the
Company's requested capital structure and the cost of short-term and long-term debt.
Finally, I will respond to the Direct Testimony of Mr. James Coyne and Ms. Eileen

Simollardes, witnesses for the Company.

Please summarize your conclusions and recommendations.

My conclusions and recommendations are as follows.

J. Kennedy and Associates, Inc.
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First, I recommend that the Vermont Public Service Board ("Board") adopt a fair rate
of return on equity of 9.0% for Vermont Gas. My recommended return on equity
("ROE") is based on a Discounted Cash Flow analysis using a comparison group of
regulated gas distribution companies. My recommended 9.0% ROE is completely
consistent with current stock market data, expected growth rates, and today's low

interest rate environment.

Second, | recommend that Vermont Gas' cost of short-term debt be reduced to 1.50%
from the Company's requested 2.01%. This cost of short-term debt is supported by
the current London Interbank Offered Rate ("LIBOR™) and is consistent with the

Company's 2015 short-term debt cost.

Third, 1 recommend that the Board adopt Vermont Gas' requested capital structure and

cost of long-term debt.

Fourth, my recommended adjusted weighted cost of capital for Vermont Gas is 6.84%.

Fifth, I recommend that the Board reject Mr. Coyne's recommended 9.70% cost of
equity. For reasons that | shall explain in Section IV of my testimony, a cost of equity
of 9.70% is overstated, inconsistent with current market required returns, and would

result in an excessive revenue requirement for Vermont Gas.

J. Kennedy and Associates, Inc.
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Il. REVIEW OF ECONOMIC AND FINANCIAL CONDITIONS

Mr. Baudino, what has the trend been in long-term capital costs over the last few
years?

Generally speaking, interest rates have declined over the last few years. DPS-RAB-2
presents a graphic depiction of the trend in interest rates from January 2008 through
May 2016. The interest rates shown in this exhibit are for the 20-year U.S. Treasury
Bond and the average public utility bond from the Mergent Bond Record. In January
2008, the average public utility bond yield was 6.08% and the 20-year Treasury Bond
yield was 4.35%. As of May 2016 the average public utility bond yield was 4.06%,
representing a decline of 202 basis points, or 2.02 percentage points, from January
2008. Likewise, the 20-year Treasury bond declined to 2.22% in May 2016, a decline

of 2.13 percentage points (213 basis points) from January 2008.

Was there a significant change in Federal Reserve policy during the historical
period shown in DPS-RAB-27?

Yes. In response to the 2007 financial crisis and severe recession that followed in
December 2007, the Federal Reserve ("Fed™) undertook a series of steps to stabilize
the economy, ease credit conditions, and lower unemployment and interest rates.
These steps are commonly known as Quantitative Easing ("QE") and were

implemented in three distinct stages: QE1, QE2, and QE3. The Fed's stated purpose

J. Kennedy and Associates, Inc.
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of QE was "to support the liquidity of financial institutions and foster improved
conditions in financial markets."!

QE1 was implemented from November 2008 through approximately March 2010.
During this time, the Fed cut its key Federal Funds Rate to nearly 0% and purchased
$1.25 trillion of mortgage-backed securities and $175 billion of agency debt

purchases.

QE2 was implemented in November 2010 with the Fed announcing that it would
purchase an additional $600 billion of Treasury securities by the second quarter of

2011.2

Beginning in September 2011, the Federal Reserve initiated a "maturity extension
program™ in which it sold or redeemed $667 billion of shorter-term Treasury securities
and used the proceeds to buy longer-term Treasury securities. This program, also
known as "Operation Twist" was designed by the Federal Reserve to lower long-term

interest rates and support the economic recovery.

QES3 began in September 2012 with the Fed announcing an additional bond purchasing

program of $40 billion per month of agency mortgage backed securities. On June 19,

http://www.federalreserve.gov/monetarypolicy/bst_crisisresponse.htm

http://www.federalreserve.gov/newsevents/press/monetary/20101103a.htm
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2013, the Federal Open Market Committee (“FOMC”) issued a press release indicating

that it intended to extend "Operation Twist." In its press release, the Federal Reserve

stated:

To support a stronger economic recovery and to help ensure that
inflation, over time, is at the rate most consistent with its dual
mandate, the Committee decided to continue purchasing
additional agency mortgage-backed securities at a pace of $40
billion per month and longer-term Treasury securities at a pace
of $45 billion per month. The Committee is maintaining its
existing policy of reinvesting principal payments from its
holdings of agency debt and agency mortgage-backed securities
in agency mortgage-backed securities and of rolling over
maturing Treasury securities at auction. Taken together, these
actions should maintain downward pressure on longer-term
interest rates, support mortgage markets, and help to make
broader financial conditions more accommodative.

More recently, the Federal Reserve began to pare back its purchases of securities. For

example, on January 29, 2014 the Federal Reserve stated that beginning in February

2014 it would reduce its purchases of long-term Treasury securities to $35 billion per

month. The Federal Reserve continued to reduce these purchases throughout the year

and in a press release issued October 29, 2014 announced that it decided to close this

asset purchase program in October.®

Since the Federal Reserve's announcements of scaling back and finally ending its
purchases of long-term Treasury securities, what has the trend been in long-term
Treasury yields from 2014 through 2016?

http://www.federalreserve.gov/newsevents/press/monetary/20141029a.htm

J. Kennedy and Associates, Inc.
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The yield on the 20-year Treasury bond has actually declined since the beginning of
2014. The January 2014 yield on the 20-year Treasury bond was 3.52%. The closing

yield for June 2016 was 2.02%, a decline of 150 basis points since January 2014.

Has the Federal Reserve recently indicated any important changes to its
monetary policy?

Yes. Recently the Federal Reserve raised its target range for the federal funds rate to
1/4% to 1/2% from 0% to 1/4%. The Federal Reserve also issued a press release dated
June 15, 2016 from the Federal Open Market Committee stating the following:

Consistent with its statutory mandate, the Committee seeks to
foster maximum employment and price stability. The
Committee currently expects that, with gradual adjustments in
the stance of monetary policy, economic activity will expand at
a moderate pace and labor market indicators will strengthen.
Inflation is expected to remain low in the near term, in part
because of earlier declines in energy prices, but to rise to 2
percent over the medium term as the transitory effects of past
declines in energy and import prices dissipate and the labor
market strengthens further. The Committee continues to closely
monitor inflation indicators and global economic and financial
developments.

Against this backdrop, the Committee decided to maintain the
target range for the federal funds rate at 1/4 to 1/2 percent. The
stance of monetary policy remains accommodative, thereby
supporting further improvement in labor market conditions and
a return to 2 percent inflation.

Note that the stance of the Federal Reserve is one of accommodation and that it decided
to maintain short-term interest rates at their present levels. This continues to favor
lower expected returns on the part of investors for lower risk and higher yielding

regulated utility stocks.

J. Kennedy and Associates, Inc.
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Why is it important to understand the Fed's actions with respect to monetary
policy since 2007?

The Fed's monetary policy actions since 2007 were deliberately undertaken to lower
interest rates and support economic recovery. The Fed's actions have been quite
successful in lowering interest rates given that the 20-year Treasury Bond yield in June
2007 was 5.29% and the public utility bond yield was 6.34%. The U.S. economy is
currently in a low interest rate environment that, in my opinion, will likely continue at
least through this year. As | will demonstrate later in my testimony, low interest rates
have also significantly lowered investors' required return on equity for the stocks of

regulated utilities.

Are current interest rates indicative of investor expectations regarding future
policy actions by the Federal Reserve?

Yes. Securities markets are efficient and most likely reflect investors' expectations
about future interest rates. As Dr. Roger Morin pointed out in New Regulatory
Finance:
"A considerable body of empirical evidence indicates that U.S. capital markets
are efficient with respect to a broad set of information, including historical and
publicly available information."*
| acknowledge that the U.S. economy is operating in a low interest rate environment.
It is likely at some point in the near future that the Federal Reserve will raise short-

term interest rates further. However, the timing and the level of any such move are

not known at this time. It is important to realize that investor expectations of higher

Morin, Roger A., New Regulatory Finance, Public Utilities Reports, Inc. (2006) at 279.

J. Kennedy and Associates, Inc.
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interest rates, if any, are already embodied in current securities prices, which include

debt securities and stock prices.

The current low interest rate environment favors lower risk regulated utilities. As |
shall demonstrate in Section 11, all the market evidence | examined suggests that

investors require lower rates of return on equity on regulated utility stocks.

How does the investment community regard the regulated gas distribution
industry as a whole?

The Value Line Investment Survey's June 3, 2016 summary report on the Natural Gas
Utility industry noted the following:

Stocks within the Natural Gas Utility Industry ought to attract the interest of income-
focused investors with a conservative bent, given that a number of these issues are
ranked favorably for Safety and boast high marks for Price Stability. Those seeking
outstanding short-term investment performance should find something to like here,
too, such as Atmos Energy, Southwest Gas, UGI Corp. and Spire Inc. (formerly
Laclede Group). It is important to mention that companies owning larger nonregulated

operations might offer a higher potential for returns, but profits could be more volatile
than for companies with a greater emphasis on the more stable utility segment.

What do you conclude from the aforementioned quote from Value Line?

Utilities in general and gas utilities in particular continue to be safe, solid stock choices
for investors. Even with uncertainty regarding the Federal Reserve's future moves on
interest rates, utilities' prices have made solid gains since the beginning of 2016. For
example, the Dow Jones utility average opened January 2016 at 574.51 and closed at
717.37 on July 8, 2016. This represents a gain of nearly 25% since the beginning of

this year.

J. Kennedy and Associates, Inc.
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It appears that the Fed will continue a relatively accommodating stance with respect
to monetary policy in 2016 and has signaled that it does not intend to raise short-term
interest rates at this time. The volatile economic conditions that were present in the
2008 - 2009 period are over and the U.S. economy continues to recover from the

recession that began in 2007.

Briefly describe Vermont Gas Systems.

Vermont Gas Systems, Inc. is a wholly owned subsidiary of Northern New England
Energy Corporation ("NNEEC). According to its audited financial statements for the
period ending September 30, 2015 the Company serves more than 49,000 residential,
commercial, and industrial customers in Northwestern Vermont. Vermont Gas
reported total net plant in service for 2015 of $147.99 million, $76.6 million of

Construction Work in Progress ("CWIP"), and total utility plant of $224.58 million.

The Company reported total operating revenues of $114.19 million in 2015 and
$108.22 million in 2014. Due mainly to a write-off associated with the Company's
investment in the Addison Natural Gas Project (“the Addison project™), net income

declined from $7.9 million in 2014 to $3.26 million in 2015.

On page 4 of his Prefiled Testimony, Company witness Donald Rendall testified that
in addition to the Addison project, the Company expects to invest $36 million over the
next three years to maintain the safety and reliability of its system, expand service to

more customers, and enhance customers' experience.

J. Kennedy and Associates, Inc.
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Vermont Gas receives its financing from equity infusions from its parent company,
issuances of long-term debt, and engages in short-term debt and credit arrangements.
Vermont Gas reported in its 2015 financial statements that it was in compliance with
all restrictive covenants and limitations related to both its short-term and long-term

debt agreements.

Has the Board provided advantageous regulation for the Company over the last
several years?

Yes, most definitely. As Vermont Gas noted on page 12 of its 2015 financial
statements, the Company has been regulated under an Alternative Regulation Plan
since October 1, 2006. This plan contains a Purchase Gas Adjustment Clause and an
Earnings Sharing Mechanism ("ESM"). The Original Plan was modified through a
Memorandum of Understanding ("MOU") with the Board on June 18, 2012. On
August 26, 2015 the Board approved a one-year extension of the Successor Plan. It is

my understanding that the current Successor Plan is being evaluated in this case.

The Company also operates under a System Expansion and Reliability Fund ("SERF").
This mechanism designed to support the Company's system expansion into unserved
areas in Vermont. In this current proceeding, Mr. Rendall testified on page 4 of his
Prefiled Testimony that the Company proposes to use the SERF in this case to lower

the rate increase.

J. Kennedy and Associates, Inc.
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On page 2 of his Prefiled Testimony, Mr. Rendall noted that Vermont Gas
recognized a $10.3 million write-off associated with the Addison project. Please
comment on the financial ramifications of the write-off and on the ongoing
financial commitment of the Company to the Addison project.

The Addison project had a significant impact on the Company's net income, as |
pointed out earlier. The MOU between Vermont Gas and the Public Service
Department will indeed shield ratepayers from ongoing cost overruns from the
Addison project, overruns that have been substantial and are ongoing. To the extent
that Vermont Gas' continued involvement in the Addison project places financial stress
on the Company, it is imperative that Vermont Gas ratepayers be shielded from any
adverse impacts on the cost of capital that may result from that stress. This includes
both the cost of debt and equity. In other words, the Company should not be allowed
to earn a higher cost of equity due to any increase in its risk caused by the Addison

project. My approach to the allowed return on equity will ensure such protection.

J. Kennedy and Associates, Inc.
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I11. DETERMINATION OF FAIR RATE OF RETURN

Please describe the methods you employed in estimating a fair rate of return for
Vermont Gas.

| employed a Discounted Cash Flow (“DCF”) analysis using a group of regulated gas
distribution utilities. In my opinion, they form a reasonable basis for estimating the

investor required return on equity for Vermont Gas.

My DCF analysis is my standard constant growth form of the model that employs four
different growth rate forecasts from the Value Line Investment Survey, IBES, and
Zacks. 1 also employed Capital Asset Pricing Model (“CAPM?”) analyses using both
historical and forward-looking data. Although I did not rely on the CAPM for my
recommended 9.0% ROE for Vermont Gas, the results from the CAPM tend to support

this recommendation.

What are the main guidelines to which you adhere in estimating the cost of equity
for a firm?

Generally speaking, the estimated cost of equity should be comparable to the returns
of other firms with similar risk structures and should be sufficient for the firm to attract
capital. These are the basic standards set out by the United States Supreme Court in
Federal Power Comm'n v. Hope Natural Gas Co., 320 U.S. 591 (1944) and Bluefield

W.W. & Improv. Co. v. Public Service Comm'n, 262 U.S. 679 (1922).

From an economist’s perspective, the notion of “opportunity cost” plays a vital role in

estimating the return on equity. One measures the opportunity cost of an investment

J. Kennedy and Associates, Inc.
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equal to what one would have obtained in the next best alternative. For example, let
us suppose that an investor decides to purchase the stock of a publicly traded electric
utility. That investor made the decision based on the expectation of dividend payments
and perhaps some appreciation in the stock’s value over time; however, that investor’s
opportunity cost is measured by what she or he could have invested in as the next best
alternative. That alternative could have been another utility stock, a utility bond, a

mutual fund, a money market fund, or any other number of investment vehicles.

The key determinant in deciding whether to invest, however, is based on comparative
levels of risk. Our hypothetical investor would not invest in a particular electric
company stock if it offered a return lower than other investments of similar risk. The
opportunity cost simply would not justify such an investment. Thus, the task for the
rate of return analyst is to estimate a return that is equal to the return being offered by

other risk-comparable firms.

What are the major types of risk faced by utility companies?

In general, risk associated with the holding of common stock can be separated into
three major categories: business risk, financial risk, and liquidity risk. Business risk
refers to risks inherent in the operation of the business. Volatility of the firm’s sales,
long-term demand for its product(s), the amount of operating leverage, and quality of
management are all factors that affect business risk. The quality of regulation at the
state and federal levels also plays an important role in business risk for regulated utility

companies.

J. Kennedy and Associates, Inc.
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Financial risk refers to the impact on a firm's future cash flows from the use of debt in
the capital structure. Interest payments to bondholders represent a prior call on the
firm’s cash flows and must be met before income is available to the common
shareholders. Additional debt means additional variability in the firm’s earnings,

leading to additional risk.

Liquidity risk refers to the ability of an investor to quickly sell an investment without
a substantial price concession. The easier it is for an investor to sell an investment for
cash, the lower the liquidity risk will be. Stock markets, such as the New York and
American Stock Exchanges, help ease liquidity risk substantially. Investors who own
stocks that are traded in these markets know on a daily basis what the market prices of
their investments are and that they can sell these investments fairly quickly. Many
regulated utility stocks are traded on the New York Stock Exchange and are considered

liquid investments.

Are there any sources available to investors that quantify the total risk of a
company?

Bond and credit ratings are tools that investors use to assess the risk comparability of
firms. Bond rating agencies such as Moody’s and Standard and Poor’s perform
detailed analyses of factors that contribute to the risk of a particular investment. The

end result of their analyses is a bond and/or credit rating that reflect these risks.

J. Kennedy and Associates, Inc.
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Discounted Cash Flow (“DCF”) Model

Please describe the basic DCF approach.

The basic DCF approach is rooted in valuation theory. It is based on the premise that
the value of a financial asset is determined by its ability to generate future net cash
flows. In the case of a common stock, those future cash flows generally take the form
of dividends and appreciation in stock price. The value of the stock to investors is the
discounted present value of future cash flows. The general equation then is:

,__R R R R
SO T aretart aEoe

Where: V = asset value
R = yearly cash flows
r = discount rate

This is no different from determining the value of any asset from an economic point
of view; however, the commonly employed DCF model makes certain simplifying
assumptions. One is that the stream of income from the equity share is assumed to be
perpetual; that is, there is no salvage or residual value at the end of some maturity date
(as is the case with a bond). Another important assumption is that financial markets
are reasonably efficient; that is, they correctly evaluate the cash flows relative to the
appropriate discount rate, thus rendering the stock price efficient relative to other
alternatives. Finally, the model I typically employ also assumes a constant growth rate
in dividends. The fundamental relationship employed in the DCF method is described

by the formula:

J. Kennedy and Associates, Inc.
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D
k= 1/P0+'g

Where: D, = the next period dividend
Py = current stock price
g = expected growth rate
k = investor-required return

Embodied in this formula, it is assumed that “k” reflects the investors’ expected return.
Use of the DCF method to determine an investor-required return is complicated by the
need to express investors’ expectations relative to dividends, earnings, and book value
over an infinite time horizon. Financial theory suggests that stockholders purchase
common stock on the assumption that there will be some change in the rate of dividend
payments over time. We assume that the rate of growth in dividends is constant over
the assumed time horizon, but the model could easily handle varying growth rates if
we knew what they were. Finally, the relevant time frame is prospective rather than

retrospective.

What was your first step in conducting your DCF analysis for Vermont Gas?

My first step was to construct a comparison group of companies with a risk profile that
is reasonably similar to Vermont Gas. Vermont Gas itself is not a publicly traded
company and, therefore, has no stock price and growth forecasts to use in a DCF
analysis. Therefore, a group of natural gas distribution companies must be employed
to estimate an investor required ROE for Vermont Gas. In this respect, my approach

is similar to Mr. Coyne's DCF analysis.

Did you make any adjustments to the group used by Mr. Coyne?

J. Kennedy and Associates, Inc.
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Yes. | included UGI Corporation in my natural gas distribution group. It is my
understanding that Mr. Coyne excluded UGI because it did not meet all of his selection
criteria listed on page 19 of his Direct Testimony. Even though UGI has significant
unregulated operations, my review of its dividend yield and growth estimates suggest
that it is reasonable to include UGI Corp. in my comparison group of gas distribution

companies.

What was your first step in determining the DCF return on equity for the
comparison groups of regulated utilities?

| first determined the current dividend yield, Di/Po, from the basic equation. My
general practice is to use six months as the most reasonable period over which to
estimate the dividend yield. The six-month period | used covered the months from
January through June 2016. | obtained historical prices and dividends from Yahoo!
Finance. The annualized dividend divided by the average monthly price represents

the average dividend yield for each month in the period.

The resulting average dividend yield for the gas distribution group is 2.92%. These

calculations are shown in DPS-RAB-3.

Having established the average dividend yield, how did you determine the
investors’ expected growth rate for the comparison groups?

The investors’ expected growth rate, in theory, correctly forecasts the constant rate of
growth in dividends. The dividend growth rate is a function of earnings growth and

the payout ratio, neither of which is known precisely for the future. We refer to a

J. Kennedy and Associates, Inc.
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perpetual growth rate since the DCF model has no arbitrary cut-off point. We must
estimate the investors’ expected growth rate because there is no way to know with
absolute certainty what investors expect the growth rate to be in the short term, much

less in perpetuity.

For my analysis in this proceeding, | used three major sources of analysts’ forecasts
for growth. These sources are The Value Line Investment Survey, Zacks, and IBES.

This is the method I typically use for estimating growth for my DCF calculations.

Please briefly describe Value Line, Zacks, and IBES.

The Value Line Investment Survey is a widely used and respected source of investor
information that covers approximately 1,700 companies in its Standard Edition and
several thousand in its Plus Edition. It is updated quarterly and probably represents
the most comprehensive of all investment information services. It provides both
historical and forecasted information on a number of important data elements. Value
Line neither participates in financial markets as a broker nor works for the utility

industry in any capacity of which | am aware.

Zacks gathers opinions from a variety of analysts on earnings growth forecasts for
numerous firms including regulated gas utilities. The estimates of the analysts
responding are combined to produce consensus average estimates of earnings growth.

| obtained Zacks' earnings growth forecasts from its web site.

J. Kennedy and Associates, Inc.
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Like Zacks, IBES also compiles and reports consensus analysts’ forecasts of earnings

growth. | obtained these forecasts from Yahoo! Finance.

Why did you rely on analysts’ forecasts in your analysis?

Return on equity analysis is a forward-looking process. Five-year or ten-year
historical growth rates may not accurately represent investor expectations for future
dividend growth. Analysts’ forecasts for earnings and dividend growth provide better
proxies for the expected growth component in the DCF model than historical growth
rates. Analysts’ forecasts are also widely available to investors and one can reasonably

assume that they influence investor expectations.

Please explain how you used analysts' dividend and earnings growth forecasts in
your constant growth DCF analysis.

Columns (1) through (5) of DPS-RAB-4 shows the forecasted dividend, earnings, and
retention growth rates from Value Line and the earnings growth forecasts from IBES
and Zacks for the companies in the gas distribution group. In my analysis | used four
of these growth rates: dividend and earnings growth from Value Line and earnings
growth from Zacks and IBES. It is important to include dividend growth forecasts in
the DCF model since the model calls for forecasted cash flows. Value Line is the only
source of which I am aware that forecasts dividend growth and my approach gives this

forecast equal weight with each of the three earnings growth forecasts.

How did you proceed to determine the DCF return of equity for the two
comparison groups?

J. Kennedy and Associates, Inc.
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To estimate the expected dividend yield (D1), the current dividend yield must be
moved forward in time to account for dividend increases over the next twelve months.
| estimated the expected dividend yield by multiplying the current dividend yield by

one plus one-half the expected growth rate.

DPS-RAB-4 presents my standard method of calculating dividend yields, growth
rates, and return on equity for the gas distribution group of companies. The DCF
Return on Equity Calculation section shows the application of each of four growth
rates | used in my analysis to the current group dividend yield of 2.92% to calculate
the expected dividend yield. | then added the expected growth rates to the expected
dividend yield. My DCF return on equity was calculated using two different methods.
Method 1 uses the Average Growth Rates shown in the upper section of DPS-RAB-4.
Method 2 utilizes the median growth rates shown in the upper section of DPS-RAB-

4.

What are the results of your constant growth DCF model?

The results for Method 1 range from 7.55% to 8.97%, with the average of these results
being 8.42%. The results for Method 2 range from 6.73% to 9.27%, with the average

of these results being 8.44%.

Capital Asset Pricing Model

Q.

Briefly summarize the Capital Asset Pricing Model ("CAPM”) approach.

J. Kennedy and Associates, Inc.
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The theory underlying the CAPM approach is that investors, through diversified
portfolios, may combine assets to minimize the total risk of the portfolio.
Diversification allows investors to diversify away all risks specific to a particular
company and be left only with market risk that affects all companies. Thus, the CAPM
theory identifies two types of risks for a security: company-specific risk and market
risk. Company-specific risk includes such events as strikes, management errors,
marketing failures, lawsuits, and other events that are unique to a particular firm.
Market risk includes inflation, business cycles, war, variations in interest rates, and
changes in consumer confidence. Market risk tends to affect all stocks and cannot be
diversified away. The idea behind the CAPM is that diversified investors are rewarded

with returns based on market risk.

Within the CAPM framework, the expected return on a security is equal to the risk-
free rate of return plus a risk premium that is proportional to the security’s market, or
non-diversifiable, risk. Beta is the factor that reflects the inherent market risk of a
security and measures the volatility of a particular security relative to the overall
market for securities. For example, a stock with a beta of 1.0 indicates that if the
market rises by 15%, that stock will also rise by 15%. This stock moves in tandem
with movements in the overall market. Stocks with a beta of 0.5 will only rise or fall
50% as much as the overall market. So with an increase in the market of 15%, this

stock will only rise 7.5%. Stocks with betas greater than 1.0 will rise and fall more

J. Kennedy and Associates, Inc.
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than the overall market. Thus, beta is the measure of the relative risk of individual

securities vis-a-vis the market.

Based on the foregoing discussion, the equation for determining the return for a
security in the CAPM framework is:
K = Rf + B(MRP)
Where: K = Required Return on equity

Rf = Risk-free rate

MRP = Market risk premium

f  =Beta
This equation tells us about the risk/return relationship posited by the CAPM.
Investors are risk averse and will only accept higher risk if they expect to receive
higher returns. These returns can be determined in relation to a stock’s beta and the
market risk premium. The general level of risk aversion in the economy determines
the market risk premium. If the risk-free rate of return is 3.0% and the required return
on the total market is 15%, then the risk premium is 12%. Any stock’s required return
can be determined by multiplying its beta by the market risk premium. Stocks with
betas greater than 1.0 are considered riskier than the overall market and will have

higher required returns. Conversely, stocks with betas less than 1.0 will have required

returns lower than the market as a whole.

In general, are there concerns regarding the use of the CAPM in estimating the
return on equity?

J. Kennedy and Associates, Inc.
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Yes. There is some controversy surrounding the use of the CAPM.> There is evidence
that beta is not the primary factor for determining the risk of a security. For example,
Value Line’s “Safety Rank” is a measure of total risk, not its calculated beta
coefficient. Beta coefficients usually describe only a small amount of total investment

risk.

There is also substantial judgment involved in estimating the required market return.
In theory, the CAPM requires an estimate of the return on the total market for
investments, including stocks, bonds, real estate, etc. It is nearly impossible for the
analyst to estimate such a broad-based return. Often in utility cases, a market return
is estimated using the S&P 500 or the return on Value Line's stock market composite.
However, these are limited sources of information with respect to estimating the
investor's required return for all investments. In practice, the total market return
estimate faces significant limitations to its estimation and, ultimately, its usefulness in

quantifying the investor required ROE.

In the final analysis, a considerable amount of judgment must be employed in
determining the risk-free rate and market return portions of the CAPM equation. The
analyst’s application of judgment can significantly influence the results obtained from

the CAPM. My past experience with the CAPM indicates that it is prudent to use a

For a more complete discussion of some of the controversy surrounding the use of the CAPM, refer to
A Random Walk Down Wall Street by Burton Malkiel, pp. 206 - 211, 2007 edition.

J. Kennedy and Associates, Inc.
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wide variety of data in estimating investor-required returns. Of course, the range of
results may also be wide, indicating the difficulty in obtaining a reliable estimate from

the CAPM.

How did you estimate the market return portion of the CAPM?

The first source | used was the Value Line Investment Analyzer, Plus Edition, for June
12, 2016. This edition covers several thousand stocks. The Value Line Investment
Analyzer provides a summary statistical report detailing, among other things,
forecasted growth rates for earnings and book value for the companies Value Line
follows as well as the projected total annual return over the next 3 to 5 years. | present
these growth rates and Value Line's projected annual return on page 2 of DPS-RAB-
5. lincluded median earnings and book value growth rates. The estimated market
returns using Value Line's market data range from 9.88% to 11.0%. The average of

these three market returns is 10.44%.

Please continue with your market return analysis.

| also considered a supplemental check to the Value Line projected market return
estimates. Morningstar publishes a study of historical returns on the stock market in
its Ibbotson SBBI 2015 Classic Yearbook. Some analysts employ this historical data
to estimate the market risk premium of stocks over the risk-free rate. The assumption
is that a risk premium calculated over a long period of time is reflective of investor
expectations going forward. DPS-RAB-6 presents the calculation of the market

returns using the historical data.
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Please explain how this historical risk premium is calculated.

DPS-RAB-6 shows both the geometric and arithmetic average of yearly historical
stock market returns over the historical period from 1926 - 2014. The average annual
income return for 20-year Treasury bond is subtracted from these historical stocks
returns to obtain the historical market risk premium of stock returns over long-term
Treasury bond income returns. The historical market risk premium range is 5.03% -

7.03%.

Did you add an additional measure of the historical risk premium in this case?

Yes. Morningstar reported the results of a study by Dr. Roger Ibbotson and Dr. Peng
Chen indicating that the historical risk premium of stock returns over long-term
government bond returns has been significantly influenced upward by substantial
growth in the price/earnings ("P/E") ratio for stocks from 1980 through 2001.°
Morningstar recommended adjusting this growth in the P/E ratio for stocks out of the
historical risk premium because "it is not believed that P/E will continue to increase
in the future." Morningstar's adjusted historical arithmetic market risk premium is

6.19%, which | have also included in DPS-RAB-6.

How did you determine the risk free rate?

| used the average yields on the 20-year Treasury bond and five-year Treasury note

over the six-month period from January through June 2016. The 20-year Treasury

2015 Ibbotson SBBI Classic Yearbook, Morningstar, pp. 156 - 158.
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bond may be used as a proxy for the risk-free rate, but it contains a significant amount
of interest rate risk. The five-year Treasury note carries less interest rate risk than the
20-year bond and is more stable than three-month Treasury bills. Therefore, | have
employed both of these securities as proxies for the risk-free rate of return. This
approach provides a reasonable range over which the CAPM return on equity may be

estimated.

How did you determine the value for beta?

| obtained the betas for the companies in the gas distribution group from most recent
Value Line reports. The average of the Value Line betas for the comparison group is

0.77.

Please summarize the CAPM results.

For my forward-looking CAPM return on equity estimates, the CAPM results are

8.33% - 8.54%. Using historical risk premiums, the CAPM results are 6.10% - 7.64%.

ROE Conclusions and Recommendations

Q.
A

Please summarize the cost of equity results for your DCF and CAPM analyses.

Table 1 below summarizes my return on equity results using the DCF and CAPM for

my comparison group of companies.

J. Kennedy and Associates, Inc.
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DCF Results:

- High
- Low
- Average

- High
- Low
- Average

CAPM:

- 5-Year Treasury Bond
- 20-Year Treasury Bond
- Historical Returns

TABLE 1

VERMONT GAS SYSTEMS
ROE RESULTS SUMMARY

Average Growth Rates, Gas Group

Median Growth Rates, Gas Group

8.97%
7.55%
8.42%

9.27%
6.73%
8.44%

8.33%
8.54%
6.10% - 7.64%

What is your recommended return on equity for Vermont Gas?

I recommend that the Commission adopt a 9.0% return on equity for Vermont Gas.

My recommendation is consistent with the upper end of the range of DCF results that

employed earnings growth forecasts for the gas distribution group (8.31% - 9.27%).

Based on current market evidence, a 9.0% return on equity is fair and reasonable, even

generous for a regulated natural gas distribution company such as Vermont Gas.

Mr. Baudino, are you concerned that your recommended cost of equity is too

low?

No, not at all. All of the market evidence | examined fully supports my ROE

recommendation for Vermont Gas in this proceeding. As I described in Section Il of

J. Kennedy and Associates, Inc.
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my testimony, the U. S. economy is in a low interest rate environment, one that has
been supported in a deliberate and considered fashion by Federal Reserve monetary
policy. Both my DCF and CAPM ROE estimates show that the investor required ROE
for Vermont Gas, as well as other regulated gas and water utilities, reflects this low
interest rate environment. A 9.0% ROE recommendation for Vermont Gas is by no
means too low in the current economic and financial environment and is higher than

the average DCF results

Please explain why you chose to move to the upper end of your range of DCF
results in this particular proceeding.

There are good reasons for recommending the upper end of my DCF results for

Vermont Gas at this time in this particular case.

First, the dividend growth forecasts for my gas company comparison group are
significantly lower than the earnings growth forecasts at this point in time. Referring
to DPS-RAB-4, the DCF ROE estimates using dividend growth range from 6.73% to
7.55%. If these rather low DCF estimates are excluded from the averages, then the

average DCF for Method 1 is 8.72% and the average DCF for Method 2 is 9.02%.

Second, in my opinion it is likely that interest rates may increase at some point in the
near future. One cannot say when or by how much rates will go up at this time, but
the Federal Reserve has signaled its willingness to raise rates later this year and into

next year if conditions warrant. For example Federal Reserve Chair Janet Yellen noted

J. Kennedy and Associates, Inc.
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in a New York Times article dated June 6, 2016 that "if incoming data are consistent
with labor market conditions strengthening and inflation making progress toward our
2 percent objective, as | expect, further gradual increases in the federal funds rate are
likely to be appropriate.” Of course, the Federal Reserve did not increase interest rates
in June, but in my view it stands ready to do so if economic conditions warrant such
an increase. Given this readiness on the part of the Federal Reserve to raise interest
rates, | believe that a modest upward adjustment to my return on equity

recommendation is reasonable in this case.

Taking these two points into consideration and using my professional judgment, a
9.0% ROE is a reasonable and appropriate recommendation for Vermont Gas in this

case.

Cost of Short-Term Debt

Q.
A.

Please explain how you adjusted the Vermont Gas' cost of short-term debt.

Ms. Simollardes presented the Company's proposed cost of short-term debt on page
12, lines 2 through 5 of her Prefiled Testimony. Ms. Simollardes explained that the
interest rate on short-term debt was determined using a forecasted 30-day LIBOR of
1.0% plus the basis point differential from the credit lines of 1.01% for a total short-

term debt cost of 2.01%.

According to the Wall Street Journal, the current 30-day LIBOR is 0.467% as of June

30, 2016. | recommend that the Board use this current LIBOR, rather than the
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forecasted LIBOR recommended by Ms. Simollardes. | recognize that interest rates
may rise later this year and into next year, but how much they will rise, if any, is
speculative at this point. Rather than use a forecasted LIBOR, | believe it is reasonable
to use the most current LIBOR for this proceeding. | also recommend that the rate be
updated in Rebuttal Testimony so that the Board may use the latest possible current

LIBOR for Vermont Gas' short-term debt rate.

For purposes of this case, | will round up the current LIBOR to 0.50%. Addinga 1.0%
basis point differential to my recommended LIBOR results in my recommended cost

of short-term debt of 1.50%.

Capital Structure and Weighted Cost of Capital

Q. What is your recommended weighted cost of capital for Vermont Gas?

A. My weighted cost of capital recommendation is 6.84%. It is based on the Company's

adjusted equity ratio of 50.0%, an adjusted short-term debt cost of 1.50%, and my

recommended ROE of 9.0%.

TABLE 2

VERMONT GAS SYSTEMS
WEIGHTED COST OF CAPITAL

Percentage Cost witd. Cost
Long-term Debt 42.13% 5.27% 2.22%
Short-term Debt 7.87% 1.50% 0.12%
Common Equity 50.00% 9.00% 4.50%
Total 100.00% 6.84%

J. Kennedy and Associates, Inc.
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How does the Company's proposed equity ratio compare to the equity ratios of
your natural gas comparison group?

Table 3 presents the 2015 common equity ratios for the companies in the group, as
well as the group average common equity ratio. The data in Table 3 was taken from

the June 3, 2015 Value Line reports for each company.

TABLE 3

GAS UTILITY GROUP
2015 COMMON EQUITY RATIOS

Atmos Energy 56.5%
New Jersey Resources 56.8%
Northwest Natural Gas 57.5%
South Jersey Industries 50.8%
Southwest Gas 50.7%
Spire Inc. 47.0%
UGI Corp. 43.9%
WGL Holdings 56.1%
Average 52.4%

Source: Value Line Investment Survey

Table 3 shows that the imputed common equity ratio for Vermont Gas is somewhat
lower than the comparison group average, although a 50% common equity ratio falls
within the range of common equity ratios for the group. On balance, a 50% common

equity ratio for Vermont Gas is reasonable in this proceeding.

J. Kennedy and Associates, Inc.
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IV. RESPONSE TO VERMONT GAS ROE TESTIMONY

Have you reviewed the Direct Testimony of Mr. Coyne?

Yes.

Please summarize Mr. Coyne’s testimony and approach to return on equity.

Mr. Coyne employed three methods to estimate the investor required rate of return for
Vermont Gas: (1) the constant growth DCF model, (2) the CAPM, and (3) the bond

yield plus risk premium model.

For his constant growth DCF approach, Mr. Coyne used Value Line, First Call, and
Zacks for the investor expected growth rate. Mr. Coyne's mean growth rate ROE
results for his proxy group of companies ranged from 9.46% to 9.56%. Vermont Gas

Witness Coyne Direct at 25, Figure 5.

With respect to the DCF model, Mr. Coyne used 30-day, 90-day, and 180-day average
stock prices ending December 31, 2015 to estimate the dividend yield for the

companies in his proxy group.

With respect to the CAPM, Mr. Coyne’s results ranged from 9.09% to 11.39%.

Witness Coyne Direct at 30, Figure 6.

Mr. Coyne’s formulation of the bond yield plus risk premium approach resulted in a

ROE estimate range of 9.65% - 10.31%. Witness Coyne Direct at 33, Figure 8.

J. Kennedy and Associates, Inc.
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Mr. Coyne also discussed making an adjustment for flotation costs to his
recommended ROE, but did not make an explicit adjustment. Witness Coyne Direct

at 42.

Based on the results of his analyses and judgment, Mr. Coyne recommended a ROE

range for Vermont Gas of 9.70%.

Constant Growth DCF Analyses

Are the stock prices Mr. Coyne used in his DCF analyses out of date?

Yes, they are quite dated. Mr. Coyne used stock prices ending December 31, 2015,
making them over six months out of date. The Commission should not rely on ROE

analyses that use such stale data.

Did you update any of Mr. Coyne's DCF analyses using current stock prices and
growth forecasts?

Yes. Mr. Coyne and | used similar data sources in our analyses, including earnings
growth forecasts from Value Line, Yahoo! Finance, and Zacks. My exhibits DPS-
RAB-7 and DPS-RAB-8 show updated return on equity calculations for Mr. Coyne's
gas group, which excludes UGI Corp. | used my more recent 6-month stock price
data, which would correspond to Mr. Coyne's 180-day average price approach, in
DPS-RAB-7. DPS-RAB-8 shows the growth rates for this group and the resulting

DCEF results.

Using updated stock prices and earnings growth forecasts shows the following:
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e Updated group dividend yield of 3.00%, compared to Mr. Coyne's group
dividend yield of 3.47%.

e Updated average group growth rate of 5.64%, compared to Mr. Coyne's
average group growth rate of 5.99%.

e Updated average DCF result of 8.73%, compared to Mr. Coyne's average DCF

result of 9.50%.

Does updating Mr. Coyne’s 180-day DCF result support your recommendation
of 9.0% for Vermont Gas?

Yes. Please note that on DPS-RAB-8, the median DCF result is 9.09%, which is quite

close to my recommendation of 9.0%.

On page 42 of his Prefiled Testimony, Mr. Coyne discussed adding an adjustment
for flotation costs, though he made no explicit adjustment to his recommendation.
Should the Commission add a flotation cost adjustment to the cost of equity for
Vermont Gas?

No. In my opinion, it is likely that flotation costs are already accounted for in current
stock prices and that adding an adjustment for flotation costs amounts to double
counting. A DCF model using current stock prices should already account for investor
expectations regarding the collection of flotation costs. Multiplying the dividend yield
by a 4% flotation cost adjustment, for example, essentially assumes that the current
stock price is wrong and that it must be adjusted downward to increase the dividend
yield and the resulting cost of equity. | do not believe that this is an appropriate
assumption. Current stock prices most likely already account for flotation costs, to the

extent that such costs are even accounted for by investors.
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Briefly summarize the main elements of Mr. Coyne’s CAPM approach.

On page 28 of his Prefiled Testimony, Mr. Coyne testified that he used the projected
yield on the 30-year Treasury bond from Blue Chip. This projected yield was 4.50%.
Mr. Coyne did not consider any shorter maturity bonds, such as the 5-year Treasury

note.

Mr. Coyne utilize two sources for the market risk premium portion of the CAPM: (1)
an historical risk premium from the 2015 Ibbotson Classic Yearbook of 7.0% and (2)
an ex-ante risk premium based on the total market return on the S&P 500 using data
from Bloomberg. The total market return from Bloomberg was 13.62%. Exhibit

Petitioner JIMC-5.

Mr. Coyne used two different estimates for beta from Bloomberg and Value Line.

Is it appropriate to use forecasted or projected bond yields in the CAPM?

Definitely not. Current interest rates and bond yields embody all of the relevant market
data and expectations of investors, including expectations of changing future interest
rates. The forecasted bond yield used by Mr. Coyne is speculative at best and may
never come to pass. Current interest rates provide tangible and verifiable market
evidence of investor return requirements today, and these are the interest rates and

bond yields that should be used in both the CAPM and in the bond yield plus risk
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premium analyses. To the extent that investors give forecasted interest rates any

weight at all, they are already incorporated in current securities prices.

Furthermore, Mr. Coyne's forcasted 30-year Treasury Bond yield is grossly excessive
compared to current long-term bond yields. My 6-month average 20-year Treasury
Bond yield is 2.24%. As of June 30, 2016 the yield on the 30-year Treasury Bond was
2.30%. Mr. Coyne's forecasted yield of 4.50% is nearly double the current yield for
long-term Treasury bonds. Given how far off the Blue Chip forecast is from current

yields, I strongly recommend that Mr. Coyne's CAPM results be rejected out of hand.

What would Mr. Coyne's mean CAPM result be using the current yield on 30-
year Treasury bonds?

Using the current yield on the 30-year Treasury bond requires a recalculation of Mr.
Coyne's Market DCF Derived risk premium shown on Exhibit Petitioner JMC-5.
Subtracting the current 30-year Treasury bond yield of 2.30% from Mr. Coyne's S&P
500 Market Return of 13.62% results is a market risk premium of 11.32%. Averaging
this market premium with Mr. Coyne's historical risk premium of 7.0% results in an

average market risk premium of 9.16%

The revised result for Mr. Coyne's CAPM would be as follows:
30-Year Risk-free Rate (June 30, 2016) 2.30%

Average Bloomberg and Value Line betas .706

Average Market Risk Premium 9.16%

Revised CAPM Return on equity 8.77%

J. Kennedy and Associates, Inc.
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The revised CAPM result is somewhat higher than my CAPM results, but is still below

my recommended ROE for Vermont Gas of 9.0%.

Should Mr. Coyne have considered shorter-term Treasury yields in his CAPM
analyses?

Yes. In theory, the risk-free rate should have no interest rate risk. 30-year Treasury
Bonds do face this risk, which is the risk that interest rates could rise in the future and
lead to a capital loss for the bondholder. Typically, the longer the duration of the bond,
the greater the interest rate risk. The 5-year Treasury note has much less interest rate
risk than 20-year or 30-year Treasury Bonds and may be considered one reasonable
proxy for a risk-free security. My CAPM analysis shows that the ROE using a 5-year
Treasury note would be only 8.33% using the expected market return. This is much

lower than any of the CAPM estimates provided by Mr. Coyne.

Is the S&P 500 a good proxy for the market when estimating a CAPM return on
equity?

No. That is because the S&P 500 is limited to the stocks of the 500 largest companies
in the United States. The market return portion of the CAPM should represent the
most comprehensive estimate of the total return for all investment alternatives, not just
a small subset of publicly traded stocks. In practice, of course, finding such an
estimate is difficult and is one of the more thorny problems in estimating an accurate
ROE when using the CAPM. If one limits the market return to stocks, then there are
more comprehensive measures of the stock market available, such as the Value Line

Investment Survey that I used in my CAPM analysis. Value Line's projected earnings
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growth used a sample of 2,209 stocks and its book value growth estimate used 1,527
stocks. Value Line's projected annual percentage return included 1,680 stocks. These

are much broader samples than Mr. Coyne's limited sample of the S&P 500.

Do the market returns you used in your CAPM suggest that Mr. Coyne's
estimated market returns are excessive?

Yes. The market returns | estimated from Value Line ranged from 9.88% to 11.00%,

far lower than Mr. Coyne's estimated returns on the S&P 500.

Bond Yield Plus Risk Premium Analysis

Please summarize Mr. Coyne’s risk premium approach.

Mr. Coyne developed a historical risk premium using Commission-allowed returns for
regulated gas utility companies and 30-year Treasury bond yields from 1992 through
December 31, 2015. He used regression analysis to estimate the value of the inverse
relationship between interest rates and risk premiums during that period. Applying
the regression coefficients to the average risk premium and using both current and
projected 30-year Treasury yields I discussed earlier, Mr. Coyne's risk premium ROE

estimate ranges from 9.65% to 10.31%. Witness Coyne Prefiled Testimony at 33.

Please respond to Mr. Coyne's risk premium analysis.

First, the bond yield plus risk premium approach is imprecise and can only provide
very general guidance on the current authorized ROE for a regulated electric utility.
Risk premiums can change substantially over time. As such, this approach is a "blunt

instrument” for estimating the ROE in regulated proceedings. In my view, a properly

J. Kennedy and Associates, Inc.



10

11

12

13
14
15

16

17

18

19

20

21

22

23

Public Service Department
Richard A. Baudino, Witness
Docket No. 8710

August 22, 2016

Page 40 of 44

formulated DCF model using current stock prices and growth forecasts is far more
reliable and accurate than the bond yield plus risk premium approach, which relies on

a historical risk premium analysis over a certain period of time.

Second, | recommend that the Commission reject the use of the forecasted Treasury
bond yields for the same reasons | described in my response to Mr. Coyne’s CAPM
approach. The Blue Chip Consensus 30-Year Treasury yield forecasts resulted in an
ROE of 10.31%, the highest of the three results obtained from Mr. Coyne's analysis.
Changing Mr. Coyne’s analysis only to use the current 30-Year Treasury yield,
without addressing other potential shortcomings of that analysis, would result in a

ROE of 9.65%.

Capital Market Environment

Q.

Beginning on page 12 of his Prefiled Testimony, Mr. Coyne presented an analysis
of credit spreads that, in his view, suggested that the cost of equity is increasing.
Please respond to Mr. Coyne's testimony on this point.

| disagree with Mr. Coyne's analysis and conclusions.

First of all, as | pointed out in Section Il of my testimony, interest rates have fallen
significantly so far in 2016 and have continued to stay at nearly historic lows. 1 also
showed that the Dow Jones Utility Average gained about 25% so far this year. The
current data suggests that investors are placing their money into safer investments and
are willing to accept lower returns for that safety. This includes stocks of regulated

public utilities, both electric and gas companies. Thus, it is safe to conclude that the

J. Kennedy and Associates, Inc.



10

11

12

13

14

15

16

17

18

19

20

21

22

Public Service Department
Richard A. Baudino, Witness
Docket No. 8710

August 22, 2016

Page 41 of 44

DCF and CAPM results | have presented in Section 111 are well supported by current

stock and bond market data. My revisions and corrections to Mr. Coyne's DCF and

CAPM analyses are also consistent with the current market environment.

Second, increasing credit spreads do not necessarily suggest that the cost of equity will

increase. | analyzed the bond yield data contained in my DPS-RAB-2 and calculated

monthly credit spreads between the 20-year Treasury bond and the average Mergent

utility bond yield. My observations from this analysis are as follows:

During the period from January 2008 through May 2016, the highest credit
spread was 3.69% in December 2008.

The 20-year Treasury bond yield rose from 3.18% in December 2008 to 4.51%
in June 2009. Thus, the interest rate did rise over this 6-month period.

The yield on the average public utility bond fell from 6.87% in December 2008
to 6.54% in June 2009. The resulting credit spread fell from 3.69% to 2.03%.
The increasing yield on the 20-year Treasury bond was not predictive of the
yield on the average utility bond yield, which actually declined over the six-
month period.

The average credit spread from January 2008 through May 2016 is 1.75%.
The credit spread for May 2016 was 1.84%.

As of July 1, 2016 the Moody's average public utility bond yield was 3.75%.
The yield on the 20-year Treasury bond was 1.81%. The credit spread was

1.94%.

J. Kennedy and Associates, Inc.
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Based on these observations of the market, | do not necessarily agree that current credit
spreads suggest a higher cost of equity going forward. Despite the changes in credit
spreads over the period of January 2008 through July 2016, the trend was declining

interest rates and, in my opinion, a lower required return on equity over time.

Small Size

Beginning on page 34 of his Prefiled Testimony, Mr. Coyne discusses his view of
how Vermont Gas' relatively small size affects its risk profile. Please respond to
Mr. Coyne's testimony on this point.

| agree with Mr. Coyne that economic literature recognizes that smaller companies
may be considered riskier by investors and command higher required returns as a
result. However, the fact that Vermont Gas is a regulated utility would substantially
reduce its risk compared to smaller, unregulated companies. Indeed, as | described
earlier in my testimony the Board has approved regulatory mechanisms and rate
treatment for Vermont Gas that reduces its risk of recovering its costs and its required
return. The SERF, a weather normalization adjustment, and the Alternative
Regulation Plan have all reduced risk for the Company. | would not recommend that
the Board consider Vermont Gas' size relative to the companies in the gas comparison
group when deciding its allowed return on equity. Mr. Coyne also declined to make a

size adjustment in his recommended ROE.

J. Kennedy and Associates, Inc.
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Capital Expenditure Program

Q.

On page 38 of his Prefiled Testimony, Mr. Coyne concluded that Vermont Gas
has an above average risk profile due to its capital expenditure program. Please
respond to Mr. Coyne’s testimony on this point.

The ratio that Mr. Coyne calculated for expected capital expenditures to net utility
plant for Vermont Gas is inflated by a very large capital expenditure of $103.5 million
in 2016, according to the data presented in Exhibit Petitioner IMC-8.1. After 2016,
the capital expenditures drop off dramatically for Vermont Gas, averaging about $14.1

million per year.

| recalculated the percentages of capital expenditures to net plant for the gas company
group using Mr. Coyne's projected data for the period 2017 through 2020 and have
included the results in DPS-RAB-9. The results of this analysis are rather striking and
completely turn around the conclusions reached by Mr. Coyne. The important points
from this analysis are:
e Vermont Gas' ratio of capital expenditures as a percentage of net plant falls to
29.24%, lower than any company in Mr. Coyne's gas distribution group.
e Vermont Gas as a percentage of the group median falls to 46% from 108% in
Mr. Coyne's study.
e The annual average expenditure for Vermont Gas falls from $32.9 million in

Mr. Coyne's study to $14.1 million during the period of 2017 through 2020.

J. Kennedy and Associates, Inc.
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The conclusion from my analysis of capital expenditures from 2017 through 2020
shows that relative to the gas company group, Vermont Gas' ongoing capital
expenditure program is much smaller as a percentage of 2014 net plant. One should
not conclude that this program places extra risk on the Company relative to the
companies in the gas distribution group. If anything, the results suggest that Vermont
Gas has lower risk than Mr. Coyne's gas distribution group with respect to its ongoing

construction program.

Requlatory Risk

Q.

Mr. Coyne presented an analysis of regulatory risk in his Exhibit Petitioner JIMC-
9. Inyour opinion, do the regulatory rankings shown in this exhibit suggest that
the Board provide a higher ROE to Vermont Gas?

No, not at all. Vermont received an Average regulatory rank from the Regulatory
Research Associates, albeit with a slightly lower number than the average ranking for
the gas group. All things considered, the Board's regulation has been broadly

constructive for Vermont Gas for the reasons | cited earlier in my testimony.

Does this complete your Direct Testimony?

Yes.

J. Kennedy and Associates, Inc.
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RESUME OF RICHARD A. BAUDINO

EDUCATION

New Mexico State University, M.A.
Major in Economics
Minor in Statistics

New Mexico State University, B.A.
Economics
English

Thirty-two years of experience in utility ratemaking and the application of principles of economics to the

regulation of electric, gas, and water utilities. Broad based experience in revenue requirement analysis, cost
of capital, rate of return, cost and revenue allocation, and rate design.

REGULATORY TESTIMONY

Preparation and presentation of expert testimony in the areas of:

Cost of Capital for Electric, Gas and Water Companies

Electric, Gas, and Water Utility Cost Allocation and Rate Design
Revenue Requirements

Gas and Electric industry restructuring and competition

Fuel cost auditing

Ratemaking Treatment of Generating Plant Sale/Leasebacks
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RESUME OF RICHARD A. BAUDINO
EXPERIENCE
1989 to
Present: Kennedy and Associates: Consultant - Responsible for consulting assignments in the

area of revenue requirements, rate design, cost of capital, economic analysis of generation
alternatives, electric and gas industry restructuring/competition and water utility issues.

1982 to

1989: New Mexico Public Service Commission Staff: Utility Economist - Responsible for
preparation of analysis and expert testimony in the areas of rate of return, cost allocation,
rate design, finance, phase-in of electric generating plants, and sale/leaseback transactions.

CLIENTS SERVED

Regulatory Commissions

Louisiana Public Service Commission
Georgia Public Service Commission
New Mexico Public Service Commission

Other Clients and Client Groups

Ad Hoc Committee for a Competitive
Electric Supply System
Air Products and Chemicals, Inc.
Arkansas Electric Energy Consumers
Arkansas Gas Consumers
AK Steel
Armco Steel Company, L.P.
Assn. of Business Advocating
Tariff Equity
CF&I Steel, L.P.
Climax Molybdenum Company
Cripple Creek & Victor Gold Mining Co.
General Electric Company
Holcim (U.S.) Inc.
IBM Corporation
Industrial Energy Consumers
Kentucky Industrial Utility Consumers
Kentucky Office of the Attorney General
Lexington-Fayette Urban County Government
Large Electric Consumers Organization
Newport Steel
Northwest Arkansas Gas Consumers
Maryland Energy Group
Occidental Chemical
PSI Industrial Group

Large Power Intervenors (Minnesota)

Tyson Foods

West Virginia Energy Users Group

The Commercial Group

Wisconsin Industrial Energy Group

South Florida Hospital and Health Care Assn.
PP&L Industrial Customer Alliance
Philadelphia Area Industrial Energy Users Gp.
West Penn Power Intervenors

Duquesne Industrial Intervenors

Met-Ed Industrial Users Gp.

Penelec Industrial Customer Alliance

Penn Power Users Group

Columbia Industrial Intervenors

U.S. Steel & Univ. of Pittsburg Medical Ctr.
Multiple Intervenors

Maine Office of Public Advocate

Missouri Office of Public Counsel

University of Massachusetts - Amherst

WCF Hospital Utility Alliance

West Travis County Public Utility Agency
Steering Committee of Cities Served by Oncor
Utah Office of Consumer Services

Healthcare Council of the National Capital Area
Vermont Department of Public Service
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As of July 2016
Date Case Jurisdict. Party Utility Subject
10/83 1803, NM New Mexico Public Southwestern Electric Rate design.
1817 Service Commission Coop.
11/84 1833 NM New Mexico Public El Paso Electric Co. Service contract approval,
Service Commission rate design, performance standards for
Palo Verde nuclear generating system
1983 1835 NM New Mexico Public Public Service Co. of NM Rate design.
Service Commission
1984 1848 NM New Mexico Public Sangre de Cristo Rate design.
Service Commission Water Co.
02/85 1906 NM New Mexico Public Southwestern Rate of return.
Service Commission Public Service Co.
09/85 1907 NM New Mexico Public Jornada Water Co. Rate of return.
Service Commission
11/85 1957 NM New Mexico Public Southwestern Rate of return.
Service Commission Public Service Co.
04/86 2009 NM New Mexico Public El Paso Electric Co. Phase-in plan, treatment of
Service Commission sale/leaseback expense.
06/86 2032 NM New Mexico Public El Paso Electric Co. Sale/leaseback approval.
Service Commission
09/86 2033 NM New Mexico Public El Paso Electric Co. Order to show cause, PVNGS
Service Commission audit.
02/87 2074 NM New Mexico Public El Paso Electric Co. Diversification.
Service Commission
05/87 2089 NM New Mexico Public El Paso Electric Co. Fuel factor adjustment.
Service Commission
08/87 2092 NM New Mexico Public El Paso Electric Co. Rate design.
Service Commission
10/87 2146 NM New Mexico Public Public Service Co. Financial effects of
Service Commission of New Mexico restructuring, reorganization.
07/88 2162 NM New Mexico Public El Paso Electric Co. Revenue requirements, rate

Service Commission

design, rate of return.

J. KENNEDY AND ASSOCIATES, INC.
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Date Case Jurisdict. Party Utility Subject
01/89 2194 NM New Mexico Public Plains Electric G&T Economic development.
Service Commission Cooperative
1/89 2253 NM New Mexico Public Plains Electric G&T Financing.
Service Commission Cooperative
08/89 2259 NM New Mexico Public Homestead Water Co. Rate of return, rate
Service Commission design.
10/89 2262 NM New Mexico Public Public Service Co. Rate of return.
Service Commission of New Mexico
09/89 2269 NM New Mexico Public Ruidoso Natural Rate of return, expense
Service Commission Gas Co. from affiliated interest.
12/89 89-208-TF AR Arkansas Electric Arkansas Power Rider M-33.
Energy Consumers & Light Co.
01/90 U-17282 LA Louisiana Public Gulf States Cost of equity.
Service Commission Utilities
09/90 90-158 KY Kentucky Industrial Louisville Gas Cost of equity.
Utility Consumers & Electric Co.
09/90 90-004-U AR Northwest Arkansas Arkansas Western Cost of equity,
Gas Consumers Gas Co. transportation rate.
12/90 U-17282 LA Louisiana Public Gulf States Cost of equity.
Phase IV Service Commission Utilities
04/91 91-037-U AR Northwest Arkansas Arkansas Western Transportation rates.
Gas Consumers Gas Co.
12/91 91-410- OH Air Products & Cincinnati Gas & Cost of equity.
EL-AIR Chemicals, Inc., Electric Co.
Armco Steel Co.,
General Electric Co.,
Industrial Energy
Consumers
05/92 910890-El FL Occidental Chemical Florida Power Corp. Cost of equity, rate of
Corp. return.
09/92 92-032-U AR Arkansas Gas Arkansas Louisiana Cost of equity, rate of
Consumers Gas Co. return, cost-of-service.
09/92 39314 ID Industrial Consumers Indiana Michigan Cost of equity, rate of

for Fair Utility Rates

Power Co.

return.

J. KENNEDY AND ASSOCIATES, INC.
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Date Case Jurisdict. Party Utility Subject
09/92 92-009-U AR Tyson Foods General Waterworks Cost allocation, rate
design.
01/93 92-346 KY Newport Steel Co. Union Light, Heat Cost allocation.
& Power Co.
01/93 39498 IN PSI Industrial PSI Energy Refund allocation.
Group
01/93 U-10105 MI Association of Michigan Return on equity.
Businesses Consolidated
Advocating Tariff Gas Co.
Equality (ABATE)
04/93 92-1464- OH Air Products and Cincinnati Gas Return on equity.
EL-AIR Chemicals, Inc., & Electric Co.
Armco Steel Co.,
Industrial Energy
Consumers
09/93 93-189-U AR Arkansas Gas Arkansas Louisiana Transportation service
Consumers Gas Co. terms and conditions.
09/93 93-081-U AR Arkansas Gas Arkansas Louisiana Cost-of-service, transportation
Consumers Gas Co. rates, rate supplements;
return on equity; revenue
requirements.
12/93 U-17735 LA Louisiana Public Cajun Electric Historical reviews; evaluation
Service Commission Power Cooperative of economic studies.
Staff
03/94 10320 KY Kentucky Industrial Louisville Gas & Trimble County CWIP revenue
Utility Customers Electric Co. refund.
4/94 E-015/ MN Large Power Intervenors Minnesota Power Evaluation of the cost of equity,
GR-94-001 Co. capital structure, and rate of return.
5/94 R-00942993  PA PG&W Industrial Pennsylvania Gas Analysis of recovery of transition
Intervenors & Water Co. costs.
5/94 R-00943001 PA Columbia Industrial Columbia Gas of Evaluation of cost allocation,
Intervenors Pennsylvania rate design, rate plan, and carrying
charge proposals.
7194 R-00942986  PA Armco, Inc., West Penn Power Return on equity and rate of
West Penn Power Co. return.
Industrial Intervenors
7/94 94-0035- Wwv West Virginia Monongahela Power Return on equity and rate of
E-42T Energy Users' Group Co. return.

J. KENNEDY AND ASSOCIATES, INC.
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Date Case Jurisdict. Party Utility Subject
8/94 8652 MD Westvaco Corp. Potomac Edison Return on equity and rate of
Co. return.
9/94 930357-C AR West Central Arkansas Arkansas Oklahoma Evaluation of transportation
Gas Consumers Gas Corp. service.
9/94 U-19904 LA Louisiana Public Gulf States Return on equity.
Service Commission Utilities
9/94 8629 MD Maryland Industrial Baltimore Gas Transition costs.
Group & Electric Co.
11/94 94-175-U AR Arkansas Gas Arkla, Inc. Cost-of-service, rate design,
Consumers rate of return.
3/95 RP94-343- FERC Arkansas Gas NorAm Gas Rate of return.
000 Consumers Transmission
4/95 R-00943271  PA PP&L Industrial Pennsylvania Power Return on equity.
Customer Alliance & Light Co.
6/95 U-10755 MI Association of Consumers Power Co. Revenue requirements.
Businesses Advocating
Tariff Equity
7195 8697 MD Maryland Industrial Baltimore Gas Cost allocation and rate design.
Group & Electric Co.
8/95 95-254-TF AR Tyson Foods, Inc. Southwest Arkansas Refund allocation.
U-2811 Electric Cooperative
10/95 ER95-1042 FERC Louisiana Public Systems Energy Return on Equity.
-000 Service Commission Resources, Inc.
11/95 [-940032 PA Industrial Energy State-wide - Investigation into
Consumers of all utilities Electric Power Competition.
Pennsylvania
5/96 96-030-U AR Northwest Arkansas Arkansas Western Revenue requirements, rate of
Gas Consumers Gas Co. return and cost of service.
7/96 8725 MD Maryland Industrial Baltimore Gas Return on Equity.
Group & Electric Co.,Potomac
Electric Power Co. and
Constellation Energy Corp.
7/96 U-21496 LA Louisiana Public Central Louisiana Return on equity, rate of return.
Service Commission Electric Co.
9/96 U-22092 LA Louisiana Public Entergy Gulf Return on equity.
Service Commission States, Inc.

J. KENNEDY AND ASSOCIATES, INC.
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Date Case Jurisdict. Party Utility Subject
1/97 RP96-199- FERC The Industrial Gas Mississippi River Revenue requirements, rate of
000 Users Conference Transmission Corp. return and cost of service.

3/97 96-420-U AR West Central Arkansas Oklahoma Revenue requirements, rate of
Arkansas Gas Corp. Gas Corp. return, cost of service and rate design.

7197 U-11220 MI Association of Michigan Gas Co. Transportation Balancing Provisions.
Business Advocating and Southeastern
Tariff Equity Michigan Gas Co.

7197 R-00973944  PA Pennsylvania Pennsylvania- Rate of return, cost of
American Water American Water Co. service, revenue requirements.
Large Users Group

3/98 8390-U GA Georgia Natural Atlanta Gas Light Rate of return, restructuring
Gas Group and the issues, unbundling, rate
Georgia Textile design issues.
Manufacturers Assoc.

7/98 R-00984280  PA PG Energy, Inc. PGE Industrial Cost allocation.
Intervenors

8/98 U-17735 LA Louisiana Public Cajun Electric Revenue requirements.
Service Commission Power Cooperative

10/98 97-596 ME Maine Office of the Bangor Hydro- Return on equity, rate of return.
Public Advocate Electric Co.

10/98 U-23327 LA Louisiana Public SWEPCO, CSW and Analysis of proposed merger.
Service Commission AEP

12/98 98-577 ME Maine Office of the Maine Public Return on equity, rate of return.
Public Advocate Service Co.

12/98 U-23358 LA Louisiana Public Entergy Gulf Return on equity, rate of return.
Service Commission States, Inc.

3/99 98-426 KY Kentucky Industrial Louisville Gas Return on equity.
Utility Customers, Inc. and Electric Co

3/99 99-082 KY Kentucky Industrial Kentucky Utilities Return on equity.
Utility Customers, Inc. Co.

4/99 R-984554 PA T. W. Phillips T. W. Phillips Allocation of purchased
Users Group Gas and Qil Co. gas costs.

6/99 R-0099462 PA Columbia Industrial Columbia Gas Balancing charges.
Intervenors of Pennsylvania

10/99 U-24182 LA Louisiana Public Entergy Gulf Cost of debt.
Service Commission States,Inc.

J. KENNEDY AND ASSOCIATES, INC.
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Date Case Jurisdict. Party Utility Subject
10/99 R-00994782  PA Peoples Industrial Peoples Natural Restructuring issues.
Intervenors Gas Co.
10/99 R-00994781  PA Columbia Industrial Columbia Gas Restructuring, balancing
Intervenors of Pennsylvania charges, rate flexing, alternate fuel.
01/00 R-00994786  PA UGI Industrial UGI Utilities, Inc. Universal service costs,
Intervenors balancing, penalty charges, capacity
Assignment.
01/00 8829 MD Maryland Industrial Gr. Baltimore Gas & Revenue requirements, cost allocation,
& United States Electric Co. rate design.
02/00 R-00994788  PA Penn Fuel Transportation PFG Gas, Inc., and Tariff charges, balancing provisions.
05/00 U-17735 LA Louisiana Public Louisiana Electric Rate restructuring.
Service Comm. Cooperative
07/00 2000-080 KY Kentucky Industrial Louisville Gas Cost allocation.
Utility Consumers and Electric Co.
07/00 U-21453 LA Louisiana Public Southwestern Stranded cost analysis.
U-20925 (SC), Service Commission Electric Power Co.
U-22092 (SC)
(Subdocket E)
09/00 R-00005654  PA Philadelphia Industrial Philadelphia Gas Interim relief analysis.
And Commercial Gas Works
Users Group.
10/00 U-21453 LA Louisiana Public Entergy Gulf Restructuring, Business Separation Plan.
U-20925 (SC), Service Commission States, Inc.
U-22092 (SC)
(Subdocket B)
11/00 R-00005277  PA Penn Fuel PFG Gas, Inc. and Cost allocation issues.
(Rebuttal) Transportation Customers North Penn Gas Co.
12/00 U-24993 LA Louisiana Public Entergy Gulf Return on equity.
Service Commission States, Inc.
03/01 U-22092 LA Louisiana Public Entergy Gulf Stranded cost analysis.
Service Commission States, Inc.
04/01 U-21453 LA Louisiana Public Entergy Gulf Restructuring issues.
U-20925 (SC), Service Commission States, Inc.
U-22092 (SC)
(Subdocket B)
(Addressing Contested Issues)
04/01 R-00006042  PA Philadelphia Industrial and Philadelphia Gas Works Revenue requirements, cost allocation

Commercial Gas Users Group

and tariff issues.

J. KENNEDY AND ASSOCIATES, INC.
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Date Case Jurisdict. Party Utility Subject
11/01 U-25687 LA Louisiana Public Entergy Gulf Return on equity.
Service Commission States, Inc.
03/02 14311-U GA Georgia Public Atlanta Gas Light Capital structure.
Service Commission
08/02 2002-00145  KY Kentucky Industrial Columbia Gas of Revenue requirements.
Utility Customers Kentucky
09/02 M-00021612  PA Philadelphia Industrial Philadelphia Gas Transportation rates, terms,
And Commercial Gas Works and conditions.
Users Group
01/03 2002-00169  KY Kentucky Industrial Kentucky Power Return on equity.
Utility Customers
02/03 02S-594E co Cripple Creek & Victor Aquila Networks — Return on equity.
Gold Mining Company WPC
04/03 U-26527 LA Louisiana Public Service Entergy Gulf States, Return on equity.
Commission Inc.
10/03 CV020495AB GA The Landings Assn., Inc. Utilities Inc. of GA Revenue requirement &
overcharge refund
03/04 2003-00433  KY Kentucky Industrial Louisville Gas & Return on equity,
Utility Customers Electric Cost allocation & rate design
03/04 2003-00434  KY Kentucky Industrial Kentucky Utilities Return on equity
Utility Customers
4/04 04S-035E Cco Cripple Creek & Victor Aquila Networks — Return on equity.
Gold Mining Company, WPC
Goodrich Corp., Holcim (U.S.)
Inc., and The Trane Co.
9/04 U-23327, LA Louisiana Public Service Southwestern Electric Fuel cost review
Subdocket B Commission Power Company
10/04 U-23327 LA Louisiana Public Service Southwestern Electric Return on Equity
Subdocket A Commission Power Company
06/05 050045-El FL South Florida Hospital Florida Power & Return on equity
and HeallthCare Assoc. Light Co.
08/05 9036 MD Maryland Industrial Baltimore Gas & Revenue requirement, cost
Group Electric Co. allocation, rate design, Tariff issues.
01/06 2005-0034 KY Kentucky Industrial Kentucky Power Co. Return on equity.

Utility Customers, Inc.

J. KENNEDY AND ASSOCIATES, INC.
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Date Case Jurisdict. Party Utility Subject
03/06 05-1278- Wv West Virginia Energy Appalachian Power Return on equity.
E-PC-PW-42T Users Group Company
04/06 U-25116 LA Louisiana Public Service Entergy Louisiana, Transmission Issues
Commission LLC
07/06 U-23327 LA Louisiana Public Service Southwestern Electric Return on equity, Service quality
Commission Power Company
08/06 ER-2006- MO Missouri Office of the Kansas City Power Return on equity,
0314 Public Counsel & Light Co. Weighted cost of capital
08/06 06S-234EG (6]0] CFa&l Steel, L.P. & Public Service Company Return on equity,
Climax Molybdenum of Colorado Weighted cost of capital
01/07 06-0960-E-42T WV West Virginia Energy Monongahela Power & Return on Equity
Users Group Potomac Edison
01/07 43112 AK AK Steel, Inc. Vectren South, Inc. Cost allocation, rate design
05/07 2006-661 ME Maine Office of the Bangor Hydro-Electric Return on equity, weighted cost of capital.
Public Advocate
09/07 07-07-01 CT Connecticut Industrial Connecticut Light & Power Return on equity, weighted cost of capital
Energy Consumers
10/07 05-UR-103 WI Wisconsin Industrial Wisconsin Electric Power Co. Return on equity
Energy Group, Inc.
11/07 29797 LA Louisiana Public Service Cleco Power :LLC & Lignite Pricing, support of
Commission Southwestern Electric Power settlement
01/08 07-551-EL-AIR ~ OH Ohio Energy Group Ohio Edison, Cleveland Electric, ~ Return on equity
Toledo Edison
03/08 07-0585, IL The Commercial Group Ameren Cost allocation, rate design
07-0585,
07-0587,
07-0588,
07-0589,
07-0590,
(consol.)
04/08 07-0566 IL The Commercial Group Commonwealth Edison Cost allocation, rate design
06/08 R-2008-
2011621 PA Columbia Industrial Columbia Gas of PA Cost and revenue allocation,
Intervenors Tariff issues
07/08 R-2008- PA Philadelphia Area PECO Energy Cost and revenue allocation,
2028394 Industrial Energy Tariff issues

Users Group

J. KENNEDY AND ASSOCIATES, INC.
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Date Case Jurisdict. Party Utility Subject
07/08 R-2008- PA PPL Gas Large Users PPL Gas Retainage, LUFG Pct.
2039634 Group
08/08 6680-UR- WI Wisconsin Industrial Wisconsin P&L Cost of Equity
116 Energy Group
08/08 6690-UR- Wi Wisconsin Industrial Wisconsin PS Cost of Equity
119 Energy Group
09/08 ER-2008- MO The Commercial Group AmerenUE Cost and revenue allocation
0318
10/08 R-2008- U.S. Steel & Univ. of Equitable Gas Co. Cost and revenue
2029325 PA Pittsburgh Med. Ctr. allocation
10/08 08-G-0609 NY Multiple Intervenors Niagara Mohawk Power Cost and Revenue allocation
12/08 27800-U GA Georgia Public Service Georgia Power Company CWIP/AFUDC issues,
Commission Review financial projections
03/09 ER08-1056 FERC Louisiana Public Service Entergy Services, Inc. Capital Structure
Commission
04/09 E002/GR-08- MN The Commercial Group Northern States Power Cost and revenue allocation and rate
1065 design
05/09 08-0532 IL The Commercial Group Commonwealth Edison Cost and revenue allocation
07/09 080677-El FL South Florida Hospital Florida Power & Light Cost of equity, capital structure,
and Health Care Association Cost of short-term debt
07/09 U-30975 LA Louisiana Public Service Cleco LLC, Southwestern Lignite mine purchase
Commission Public Service Co.
10/09 4220-UR-116  WI Wisconsin Industrial Northern States Power Class cost of service, rate design
Energy Group
10/09 M-2009- PA PP&L Industrial PPL Electric Utilities Smart Meter Plan cost allocation
2123945 Customer Alliance
10/09 M-2009- PA Philadelphia Area PECO Energy Company Smart Meter Plan cost allocation
2123944 Industrial Energy Users
Group
10/09 M-2009- PA West Penn Power West Penn Power Smart Meter Plan cost allocation
2123951 Industrial Intervenors
11/09 M-2009- PA Duquesne Duquesne Light Company Smart Meter Plan cost allocation
2123948 Industrial Intervenors
11/09 M-2009- PA Met-Ed Industrial Users Group ~ Metropolitan Edison, Smart Meter Plan cost allocation
2123950 Penelec Industrial Customer Pennsylvania Electric Co.,

Alliance, Penn Power Users
Group

Pennsylvania Power Co.

J. KENNEDY AND ASSOCIATES, INC.



Expert Testimony Appearances

DPS-RAB-1
Page 12 of 15

of
Richard A. Baudino
As of July 2016
Date Case Jurisdict. Party Utility Subject
03/10 09-1352- Wwv West Virginia Energy Users Monongahela Power Return on equity, rate of return
E-42T Group Potomac Edison
03/10 E015/GR-
09-1151 MN Large Power Intervenors Minnesota Power Return on equity, rate of return
04/10 2009-00459  KY Kentucky Industrial Utility Kentucky Power Return on equity
Consumers
04/10 2009-00548  KY Kentucky Industrial Utility Louisville Gas and Electric, Return on equity.
2009-00549 Consumers Kentucky Utilities
05/10 10-0261-E- Wwv West Virginia Appalachian Power Co./ EE/DR Cost Recovery,
Gl Energy Users Group Wheeling Power Co. Allocation, & Rate Design
05/10 R-2009- PA Columbia Industrial Columbia Gas of PA Class cost of service &
2149262 Intervenors cost allocation
06/10 2010-00036  KY Lexington-Fayette Urban Kentucky American Return on equity, rate of return,
County Government Water Company revenue requirements
06/10 R-2010- PA PP&L Industrial Customer PPL Electric Utilities Rate design, cost allocation
2161694 Alliance
0710 R-2010- PA Philadelphia Area Industrial PECO Energy Co. Return on equity
2161575 Energy Users Group
0710 R-2010- PA Philadelphia Area Industrial PECO Energy Co. Cost and revenue allocation
2161592 Energy Users Group
0710 9230 MD Maryland Energy Group Baltimore Gas and Electric Electric and gas cost and revenue
allocation; return on equity
09/10 10-70 MA University of Massachusetts- Western Massachusetts Cost allocation and rate design
Amherst Electric Co.
10/10 R-2010- PA Duquesne Industrial Duquesne Light Company Cost and revenue allocation,
2179522 Intervenors rate design
1110 P-2010- PA West Penn Power West Penn Power Co. Transmission rate design
2158084 Industrial Intervenors
1110 10-0699- Wwv West Virginia Energy Appalachian Power Co. & Return on equity, rate of
E-42T Users Group Wheeling Power Co. Return
1110 10-0467 IL The Commercial Group Commonwealth Edison Cost and revenue allocation and
rate design
04/11 R-2010- PA Central Pen Gas UGI Central Penn Gas, Inc. Tariff issues,
2214415 Large Users Group revenue allocation
07111 R-2011- PA Philadelphia Area PECO Energy Retainage rate
2239263 Energy Users Group

J. KENNEDY AND ASSOCIATES, INC.
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Date Case Jurisdict. Party Utility Subject
08/11 R-2011- PA AK Steel Pennsylvania-American Rate Design
2232243 Water Company
08/11 11AL-151G co Climax Molybdenum PS of Colorado Cost allocation
09/11 11-G-0280 NY Multiple Intervenors Corning Natural Gas Co. Cost and revenue allocation
10/11 4220-UR-117  WI Wisconsin Industrial Energy Northern States Power Cost and revenue allocation, rate design
Group
02/12 11AL-947E co Climax Molybdenum, Public Service Company Return on equity, weighted cost of capital
CF&l Steel of Colorado
07112 120015-El FL South Florida Hospitals and Florida Power and Light Co, Return on equity, weighted cost of capital
Health Care Association
0712 12-0613-E-PC WV West Virginia Energy Users American Electric Power/APCo  Special rate proposal for Century
Group Aluminum
0712 R-2012- PA PP&L Industrial Customer PPL Electric Utilities Corp. Cost allocation
2290597 Alliance
09/12 05-UR-106 WiI Wisconsin Industrial Wisconsin Electric Power Co. Class cost of service, cost and revenue
Energy Group allocation, rate design
09/12 2012-00221 KY Kentucky Industrial Louisville Gas and Electric, Return on equity.
2012-00222 Utility Consumers Kentucky Utilities
10/12 9299 MD Maryland Energy Group Baltimore Gas & Electric Cost and revenue allocation, rate design
Cost of equity, weighted cost of capital
1012 4220-UR-118  WI Wisconsin Industrial Northern States Power Class cost of service, cost and revenue
Energy Group Company allocation, rate design
10/12 473-13-0199  TX Steering Committee of Cities Cross Texas Transmission, Return on equity,
Served by Oncor LLC capital structure
01113 R-2012- PA Columbia Industrial Columbia Gas of Pennsylvania Cost and revenue allocation
2321748 et al. Intervenors
02/13 12AL-1052E  CO Cripple Creek & Victor Gold Black Hills/Colorado Electric Cost and revenue allocations
Mining, Holcim (US) Inc. Utility Company
06/13 8009 VT IBM Corporation Vermont Gas Systems Cost and revenue allocation,
rate design
07113 130040-El FL WCF Hospital Utility Tampa Electric Co. Return on equity, rate of return
Alliance
08/13 9326 MD Maryland Energy Group Baltimore Gas and Electric Cost and revenue allocation, rate design,

special rider

J. KENNEDY AND ASSOCIATES, INC.
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Date Case Jurisdict. Party Utility Subject
08/13 P-2012- PA PP&L Industrial Customer PPL Electric Utilities, Corp. Distribution System Improvement Charge
2325034 Alliance
09/13 4220-UR-119  WI Wisconsin Industrial Energy Northern States Power Co. Class cost of service, cost and revenue
Group allocation, rate design
1113 13-1325-E-PC - WV West Virginia Energy Users American Electric Power/APCo  Special rate proposal, Felman Production
Group
06/14 R-2014- PA Columbia Industrial Intervenors ~ Columbia Gas of Pennsylvania Cost and revenue allocation, rate design
2406274
08/14 05-UR-107 WI Wisconsin Industrial Energy Wisconsin Electric Power Co. Cost and revenue allocation, rate design
Group
10/14 ER13-1508 FERC Louisiana Public Service Comm. Entergy Services, Inc. Return on equity
etal.
11114 14AL-0660E  CO Climax Molybdenum Co. and Public Service Co. of Colorado Return on equity, weighted cost of capital
CFI Steel, LP
11114 R-2014- PA AK Steel West Penn Power Company Cost and revenue allocation
2428742
12/14 42866 > West Travis Co. Public Travis County Municipal Response to complain of monopoly
Utility Agency Utility District No. 12 power
3/15 2014-00371 Kentucky Industrial Utility Louisville Gas & Electric, Return on equity, cost of debt,
2014-00372  KY Customers Kentucky Utilities weighted cost of capital
3/15 2014-00396  KY Kentucky Industrial Utility Kentucky Power Co. Return on equity, weighted cost of capital
Customers
6/15 15-0003-G-42T WV West Virginia Energy Users Gp.  Mountaineer Gas Co. Cost and revenue allocation,
Infrastructure Replacement Program
915 15-0676-W-42T WV West Virginia Energy Users Gp.  West Virginia-American Appropriate test year,
Water Company Historical vs. Future
9/15 15-1256-G-
390P Wwv West Virginia Energy Users Gp.  Mountaineer Gas Co. Rate design for Infrastructure
Replacement and Expansion Program
10/15 4220-UR-121  WI Wisconsin Industrial Energy Gp.  Northern States Power Co. Class cost of service, cost and revenue
allocation, rate design
12/15 15-1600-G- Rate design and allocation for
390P Wwv West Virginia Energy Users Gp.  Dominion Hope Pipeline Replacement & Expansion Prog.
12/15 45188 > Steering Committee of Cities Oncor Electric Delivery Co. Ring-fence protections for cost of capital

Served by Oncor

J. KENNEDY AND ASSOCIATES, INC.
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Date Case Jurisdict. Party Utility Subject
2/16 9406 MD Maryland Energy Group Baltimore Gas & Electric Cost and revenue allocation, rate design,
proposed Rider 5
3/16 39971 GA GA Public Service Comm. Southern Company / Credit quality and service quality issues
Staff AGL Resources
04/16 2015-00343  KY Kentucky Office of the Cost of equity, cost of short-term debt,
Attorney General Atmos Energy capital structure
05/16 16-G-0058 Brooklyn Union Gas Co., Cost and revenue allocation, rate design,
16-G-0059 NY City of New York KeySpan Gas East Corp. service quality issues
06/16 16-0073-E-C WV Constellium Rolled Products Appalachian Power Co. Complaint; security deposit
Ravenswood, LLC
07/16 9418 MD Healthcare Council of the Cost of equity, cost of service,
National Capital Area Potomac Electric Power Co. Cost and revenue allocation
07/16 160021-El FL South Florida Hospital and Return on equity, cost of debt,
Health Care Association Florida Power and Light Co. capital structure
07/16 16-057-01 uT Utah Office of Consumer Svcs.  Dominion Resources,
Questar Gas Co. Credit quality and service quality issues
07/16 8710 VT Vermont Dept. of Public Service  Vermont Gas Systems Return on equity, cost of debt, cost of

capital

J. KENNEDY AND ASSOCIATES, INC.
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Atmos Energy

New Jersey Resources

Northwest Natural Gas

South Jersey Industries

Southwest Gas

Spire Inc.

High Price ($)
Low Price ($)
Avg. Price ($)
Dividend ($)
Mo. Avg. Div.
6 mos. Avg.

High Price ($)
Low Price ($)
Avg. Price ($)
Dividend ($)
Mo. Avg. Div.
6 mos. Avg.

High Price ($)
Low Price ($)
Avg. Price ($)
Dividend ($)
Mo. Avg. Div.
6 mos. Avg.

High Price ($)
Low Price ($)
Avg. Price ($)
Dividend ($)
Mo. Avg. Div.
6 mos. Avg.

High Price ($)
Low Price ($)
Avg. Price ($)
Dividend ($)
Mo. Avg. Div.
6 mos. Avg.

High Price ($)
Low Price ($)
Avg. Price ($)
Dividend ($)

Mo. Avg. Div.
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VERMONT GAS SYSTEMS
GAS DISTRIBUTION COMPANY GROUP
AVERAGE PRICE, DIVIDEND AND DIVIDEND YIELD
Jun-16 May-16 Apr-16 Mar-16 Feb-16 Jan-16
81.350 75.100 74.860 74.600 71.900 69.220
72.420 70.840 70.410 68.600 67.940 60.000
76.885 72.970 72.635 71.600 69.920 64.610
0.420 0.420 0.420 0.420 0.420 0.420
2.19% 2.30% 2.31% 2.35% 2.40% 2.60%
2.36%
38.560 37.170 36.880 36.850 36.570 35.570
35.140 33.910 34.550 33.320 33.370 32.320
36.850 35.540 35.715 35.085 34.970 33.945
0.240 0.240 0.240 0.240 0.240 0.240
2.61% 2.70% 2.69% 2.74% 2.75% 2.83%
2.72%
64.840 57.950 54.290 54.510 53.880 52.010
55.060 51.120 49.460 48.900 49.410 49.300
59.950 54.535 51.875 51.705 51.645 50.655
0.468 0.468 0.468 0.468 0.468 0.468
3.12% 3.43% 3.61% 3.62% 3.62% 3.70%
3.52%
31.640 28.970 28.550 29.140 26.940 24.860
28.520 26.290 27.170 25.270 24.540 22.060
30.080 27.630 27.860 27.205 25.740 23.460
0.264 0.264 0.264 0.264 0.264 0.264
3.51% 3.82% 3.79% 3.88% 4.10% 4.50%
3.93%
79.430 70.510 66.600 67.290 62.430 58.920
69.180 64.390 62.750 59.490 58.070 53.510
74.305 67.450 64.675 63.390 60.250 56.215
0.450 0.450 0.405 0.405 0.405 0.405
2.42% 2.67% 2.50% 2.56% 2.69% 2.88%
2.62%
70.870 66.200 68.400 68.790 66.430 63.940
63.150 61.000 62.650 64.390 63.310 57.100
67.010 63.600 65.525 66.590 64.870 60.520
0.490 0.490 0.490 0.490 0.490 0.490
2.92% 3.08% 2.99% 2.94% 3.02% 3.24%
3.03%

6 mos. Avg.



UGI Corp.

WGL Holdings

High Price ($)
Low Price ($)
Avg. Price ($)
Dividend ($)
Mo. Avg. Div.
6 mos. Avg.

High Price ($)
Low Price ($)
Avg. Price ($)
Dividend ($)
Mo. Avg. Div.
6 mos. Avg.
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VERMONT GAS SYSTEMS
GAS DISTRIBUTION COMPANY GROUP
AVERAGE PRICE, DIVIDEND AND DIVIDEND YIELD

Jun-16 May-16 Apr-16 Mar-16 Feb-16 Jan-16
45.250 43.720 41.430 40.850 37.210 34.370
42.750 39.440 39.200 36.890 33.330 31.590
44.000 41.580 40.315 38.870 35.270 32.980
0.238 0.228 0.228 0.228 0.228 0.228
2.16% 2.19% 2.26% 2.35% 2.59% 2.77%

2.39%
70.810 70.090 72.840 74.100 69.200 66.810
65.100 63.060 65.000 67.230 62.930 59.990
67.955 66.575 68.920 70.665 66.065 63.400
0.488 0.488 0.488 0.463 0.463 0.463
2.87% 2.93% 2.83% 2.62% 2.80% 2.92%

2.83%

2.92%

6-month Average Dividend Yield

Source: Yahoo! Finance
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VERMONT GAS SYSTEMS
GAS DISTRIBUTION COMPANY GROUP
DCF Growth Rate Analysis

(1) 2) (3)

(4)

()

Value Line Value Line Value Line Thomson/
Company DPS EPS BxR Zacks IBES
Atmos Energy 6.50% 6.00% 5.00% 6.60% 7.00%
New Jersey Resources 3.00% 1.50% 5.00% 6.50% 6.50%
Northwest Natural Gas 2.00% 7.00% 3.50% 4.00% 4.00%
South Jersey Industries 6.50% 3.00% 2.00% 6.00% 6.00%
Southwest Gas 8.50% 7.00% 6.50% 5.00% 4.00%
Spire Inc. 3.50% 9.00% 4.50% 4.59% 4.52%
UGI Corp. 4.00% 4.00% 7.50% 6.87% 7.65%
WGL Holdings 2.50% 5.00% 4.50% 7.33% 8.00%
Average Growth Rates 4.56% 5.31% 4.81% 5.86% 5.96%
Median Growth Rates 3.75% 5.50% 4.75% 6.25% 6.25%
Sources: Zack's and Thomson Earnings Reports, retrieved July 1, 2016

Value Line Investment Survey, June 3, 2016
VERMONT GAS SYSTEMS
GAS DISTRIBUTION COMPANY GROUP
DCF RETURN ON EQUITY CALCULATION
(1) (2) (3) (4) (5)

Value Line Value Line Zack's IBES Average of

Dividend Gr. Earnings Gr.  Earning Gr. Earning Gr.  All Gr. Rates
Method 1:
Dividend Yield 2.92% 2.92% 2.92% 2.92% 2.92%
Average Growth Rate 4.56% 5.31% 5.86% 5.96% 5.42%
Expected Div. Yield 2.99% 3.00% 3.01% 3.01% 3.00%
DCF Return on Equity 7.55% 8.31% 8.87% 8.97% 8.42%
Method 2:
Dividend Yield 2.92% 2.92% 2.92% 2.92% 2.92%
Median Growth Rate 3.75% 5.50% 6.25% 6.25% 5.44%
Expected Div. Yield 2.98% 3.01% 3.02% 3.02% 3.00%
DCF Return on Equity 6.73% 8.51% 9.27% 9.27% 8.44%




Line
No.

GAS DISTRIBUTION COMPANY GROUP
Capital Asset Pricing Model Analysis

20-Year Treasury Bond, Value Line Beta

Market Required Return Estimate

Risk-free Rate of Return, 20-Year Treasury Bond
Average of Last Six Months

Risk Premium
(Line 1 minus Line 3)

Comparison Group Beta

Comparison Group Beta * Risk Premium
(Line 5 * Line 6)

CAPM Return on Equity
(Line 3 plus Line 8)

5-Year Treasury Bond, Value Line Beta
Market Required Return Estimate

Risk-free Rate of Return, 5-Year Treasury Bond
Average of Last Six Months

Risk Premium
(Line 1 minus Line 3)

Comparison Group Beta

Comparison Group Beta * Risk Premium
(Line 5 * Line 6)

CAPM Return on Equity
(Line 3 plus Line 8)

DPS-RAB-5
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Value Line

10.44%

2.24%

8.20%

0.77

6.31%

8.54%

10.44%

1.31%

9.13%

0.77

7.02%

8.33%



GAS DISTRIBUTION COMPANY GROUP
Capital Asset Pricing Model Analysis

Supporting Data for CAPM Analyses

20 Year Treasury Bond Data

Avg. Yield
January-16 2.49%
February-16 2.20%
March-16 2.28%
April-16 2.21%
May-16 2.22%
June-16 2.02%
6 month average 2.24%

5 Year Treasury Bond Data

January-16
February-16
March-16
April-16
May-16
June-16

6 month average

Source: www.federalreserve.gov, Selected Interest Rates (Daily) - H.15

Value Line Market Return Data:

Forecasted Data:

Value Line Median Growth Rates:
Earnings

Book Value

Average

Average Dividend Yield
Estimated Market Return

Value Line Projected 3-5 Yr.
Median Annual Total Return

Average of Projected Mkt.
Returns

11.00%
7.00%
9.00%
0.84%
9.88%

11.00%

10.44%

Source: Value Line Investment Survey
for Windows retreived June 12, 2016

Comparison Group Betas:

Atmos Energy

New Jersey Resources
Northwest Natural Gas
South Jersey Industries
Southwest Gas

Spire, Inc.

UGI Corp.

WGL Holdings

Average

DPS-RAB-5
Page 2 of 2

Avg. Yield
1.52%

1.22%
1.38%
1.26%
1.30%
1.17%

1.31%

0.75
0.80
0.65
0.80
0.75
0.70
0.95
0.75

0.77

Source: Value Line Investment Survey,

June 3, 2016
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CAPITAL ASSET PRICING MODEL ANALYSIS
Historic Market Premium

Adjusted
Geometric ~ Arithmetic Arithmetic
Mean Mean Mean

Long-Term Annual Return on Stocks 10.10% 12.10%
Long-Term Annual Income Return on Long-Term Treas. Bonds 5.07% 5.07%
Historical Market Risk Premium 5.03% 7.03% 6.19%
Gas Distribution Group Beta, Value Line 0.77 0.77 0.77
Beta * Market Premium 3.87% 5.40% 4.76%
Current 20-Year Treasury Bond Yield 2.24% 2.24% 2.24%
CAPM Cost of Equity, Value Line Beta 6.10% 7.64% 7.00%

Source: Ibbotson SBBI 2015 Classic Yearbook, Morningstar, pp. 39, 40, 152, 157 - 158



Atmos Energy

New Jersey Resources

Northwest Natural Gas

South Jersey Industries

Southwest Gas

Spire Inc.

High Price ($)
Low Price ($)
Avg. Price ($)
Dividend ($)
Mo. Avg. Div.
6 mos. Avg.

High Price ($)
Low Price ($)
Avg. Price ($)
Dividend ($)
Mo. Avg. Div.
6 mos. Avg.

High Price ($)
Low Price ($)
Avg. Price ($)
Dividend ($)
Mo. Avg. Div.
6 mos. Avg.

High Price ($)
Low Price ($)
Avg. Price ($)
Dividend ($)
Mo. Avg. Div.
6 mos. Avg.

High Price ($)
Low Price ($)
Avg. Price ($)
Dividend ($)
Mo. Avg. Div.
6 mos. Avg.

High Price ($)
Low Price ($)
Avg. Price ($)
Dividend ($)

Mo. Avg. Div.
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COYNE GAS DISTRIBUTION COMPANY GROUP
AVERAGE PRICE, DIVIDEND AND DIVIDEND YIELD
Jun-16 May-16 Apr-16 Mar-16 Feb-16 Jan-16
81.350 75.100 74.860 74.600 71.900 69.220
72.420 70.840 70.410 68.600 67.940 60.000
76.885 72.970 72.635 71.600 69.920 64.610
0.420 0.420 0.420 0.420 0.420 0.420
2.19% 2.30% 2.31% 2.35% 2.40% 2.60%
2.36%
38.560 37.170 36.880 36.850 36.570 35.570
35.140 33.910 34.550 33.320 33.370 32.320
36.850 35.540 35.715 35.085 34.970 33.945
0.240 0.240 0.240 0.240 0.240 0.240
2.61% 2.70% 2.69% 2.74% 2.75% 2.83%
2.72%
64.840 57.950 54.290 54.510 53.880 52.010
55.060 51.120 49.460 48.900 49.410 49.300
59.950 54.535 51.875 51.705 51.645 50.655
0.468 0.468 0.468 0.468 0.468 0.468
3.12% 3.43% 3.61% 3.62% 3.62% 3.70%
3.52%
31.640 28.970 28.550 29.140 26.940 24.860
28.520 26.290 27.170 25.270 24.540 22.060
30.080 27.630 27.860 27.205 25.740 23.460
0.264 0.264 0.264 0.264 0.264 0.264
3.51% 3.82% 3.79% 3.88% 4.10% 4.50%
3.93%
79.430 70.510 66.600 67.290 62.430 58.920
69.180 64.390 62.750 59.490 58.070 53.510
74.305 67.450 64.675 63.390 60.250 56.215
0.450 0.450 0.405 0.405 0.405 0.405
2.42% 2.67% 2.50% 2.56% 2.69% 2.88%
2.62%
70.870 66.200 68.400 68.790 66.430 63.940
63.150 61.000 62.650 64.390 63.310 57.100
67.010 63.600 65.525 66.590 64.870 60.520
0.490 0.490 0.490 0.490 0.490 0.490
2.92% 3.08% 2.99% 2.94% 3.02% 3.24%
3.03%

6 mos. Avg.
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COYNE GAS DISTRIBUTION COMPANY GROUP
AVERAGE PRICE, DIVIDEND AND DIVIDEND YIELD

Jun-16 May-16 Apr-16 Mar-16 Feb-16 Jan-16

WGL Holdings High Price ($) 70.810 70.090 72.840 74.100 69.200 66.810
Low Price ($) 65.100 63.060 65.000 67.230 62.930 59.990
Avg. Price ($) 67.955 66.575 68.920 70.665 66.065 63.400
Dividend ($) 0.488 0.488 0.488 0.463 0.463 0.463
Mo. Avg. Div. 2.87% 2.93% 2.83% 2.62% 2.80% 2.92%
6 mos. Avg. 2.83%

6-month Average Dividend Yield 3.00%

Source: Yahoo! Finance
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VERMONT GAS SYSTEMS
COYNE GAS DISTRIBUTION COMPANY GROUP
DCF Growth Rate Analysis

(1) () 3) (4) ()

Value Line Value Line Value Line Thomson/

Company DPS EPS BxR Zacks IBES

Atmos Energy 6.50% 6.00% 5.00% 6.60% 7.00%
New Jersey Resources 3.00% 1.50% 5.00% 6.50% 6.50%
Northwest Natural Gas 2.00% 7.00% 3.00% 4.00% 4.00%
South Jersey Industries 6.50% 3.00% 2.00% 6.00% 6.00%
Southwest Gas 8.50% 7.00% 6.50% 5.00% 4.00%
Spire Inc. 3.50% 9.00% 4.50% 4.59% 4.52%
WGL Holdings 2.50% 5.00% 4.50% 7.33% 8.00%
Average Growth Rates 4.64% 5.50% 4.36% 5.72% 5.72%
Median Growth Rates 3.50% 6.00% 4.50% 6.00% 6.00%

Sources: Zack's and Thomson Earnings Reports, retrieved July 1, 2016
Value Line Investment Survey, June 3, 2016

VERMONT GAS SYSTEMS
COYNE GAS DISTRIBUTION COMPANY GROUP
DCF RETURN ON EQUITY CALCULATION

(1) (2) 3) (4)

Value Line Zack's IBES Average of
Earnings Gr.  Earning Gr. Earning Gr.  All Gr. Rates
Method 1:
Dividend Yield 3.00% 3.00% 3.00% 3.00%
Average Growth Rate 5.50% 5.72% 5.72% 5.64%
Expected Div. Yield 3.08% 3.09% 3.09% 3.09%
DCF Return on Equity 8.58% 8.81% 8.81% 8.73%
Method 2:
Dividend Yield 3.00% 3.00% 3.00% 3.00%
Median Growth Rate 6.00% 6.00% 6.00% 6.00%
Expected Div. Yield 3.09% 3.09% 3.09% 3.09%

DCF Return on Equity 9.09% 9.09% 9.09% 9.09%




2017-2020 CAPITAL EXPENDITURES AS A PERCENT OF 2014 NET PLANT

DPS-RAB-9

($ Millions)
1] [2] 3] [4] 5] [6] 7]
2017-20
Cap. Ex./
2014
2014 2016 2017 2018 2019 2020 Net Plant
Atmos Energy Corporation ATO
Capital Spending per Share $9.80 $9.90 $10.00 $10.00 $10.00
Common Shares Outstanding 107.00 $113.50 120.00 120.00 120.00
Capital Expenditures $1,048.6 $1,123.7 $1,200.0 $1,200.0 $1,200.0 70.23%
Net Plant $6,725.9
Laclede Group, Inc. (The) LG
Capital Spending per Share $7.00 $6.83 $6.65 $6.65 $6.65
Common Shares Outstanding 43.00 $44.00 45.00 45.00 45.00
Capital Expenditures $301.0 $300.3 $299.3 $299.3 $299.3 43.41%
Net Plant $2,759.7
New Jersey Resources Corporation NJR
Capital Spending per Share $1.70 $1.75 $1.80 $1.80 $1.80
Common Shares Outstanding 85.00 $85.00 85.00 85.00 85.00
Capital Expenditures $144.5 $148.8 $153.0 $153.0 $153.0 32.26%
Net Plant 1884.1
Northwest Natural Gas Company NWN
Capital Spending per Share $6.15 $6.48 $6.80 $6.80 $6.80
Common Shares Outstanding 27.75 $27.88 28.00 28.00 28.00
Capital Expenditures $170.7 $180.5 $190.4 $190.4 $190.4 35.43%
Net Plant $2,121.6
South Jersey Industries, Inc. SJI
Capital Spending per Share $4.50 $4.75 $5.00 $5.00 $5.00
Common Shares Outstanding 72.00 $74.00 76.00 76.00 76.00
Capital Expenditures $324.0 $351.5 $380.0 $380.0 $380.0 69.89%
Net Plant $2,134.1
Southwest Gas Corporation SWX
Capital Spending per Share $9.80 $10.68 $11.55 $11.55 $11.55
Common Shares Outstanding 49.00 $50.50 52.00 52.00 52.00
Capital Expenditures $480.2 $539.1 $600.6 $600.6 $600.6 63.99%
Net Plant $3,658.4
WGL Holdings, Inc. WGL
Capital Spending per Share $16.70 $18.35 $20.00 $20.00 $20.00
Common Shares Outstanding 50.00 $50.00 50.00 50.00 50.00
Capital Expenditures $835.0 $917.5 $1,000.0 $1,000.0 $1,000.0 118.20%
Net Plant $3,314.4
Vermont Gas VT Gas
Capital Expenditures [2] 103.525 14.808 21.707 10.207 9.571 29.24%
Net Plant [3] $192.5
VT Gas Total $56.3
VT Gas as % Proxy Group Median 46%
Annual Average $14.1
Notes:

[1] Source: Value Line, at December 1, 2015.

[2] Source: Vermont Gas % year Strategic Plan, at 1, for 2016-2020, Vermont Gas Systems, Inc. Financial Report, Sept 30, 2015, at 9 for 2015.

[3] Source: VT Gas Systems, 2015 FERC Form 2, at 110.



STATE OF NEW YORK
PUBLIC SERVICE COMMISSION

Proceeding on Motion of the Commission :

As to the Rates, Charges, Rules and :

Regulations of Keyspan Gas East Corp. Case No. 16-G-0058
dba Brooklyn Union of L.I. :

for Gas Service

Proceeding on Motion of the Commission :
As to the Rates, Charges, Rules and :
Regulations of the Brooklyn Union Gas : Case No. 16-G-0059
Company for Gas Service :

DIRECT TESTIMONY

AND EXHIBITS

OF

RICHARD A. BAUDINO

ON BEHALF OF

THE CITY OF NEW YORK

J. KENNEDY AND ASSOCIATES, INC.

MAY 20, 2016



STATE OF NEW YORK
PUBLIC SERVICE COMMISSION

Proceeding on Motion of the Commission :

As to the Rates, Charges, Rules and :

Regulations of Keyspan Gas East Corp. Case No. 16-G-0058
dba Brooklyn Union of L.I. :

for Gas Service

Proceeding on Motion of the Commission :
As to the Rates, Charges, Rules and

Regulations of the Brooklyn Union Gas Case No. 16-G-0059
Company for Gas Service :

DIRECT TESTIMONY OF RICHARD A. BAUDINO
ON BEHALF OF THE CITY OF NEW YORK

1 Q. Please state your name and business address.

2 A My name is Richard A. Baudino. My business address is J. Kennedy and

3 Associates, Inc. ("Kennedy and Associates™), 570 Colonial Park Drive, Suite 305,
4 Roswell, Georgia 30075.
5

6 Q. What is your occupation and by whom are you employed?

7 A | am a consultant to Kennedy and Associates.

8

9 Q. Please describe your education and professional experience.
10 A. | received my Master of Arts degree with a major in Economics and a minor in
11 Statistics from New Mexico State University in 1982. 1 also received my
12 Bachelor of Arts Degree with majors in Economics and English from New

13 Mexico State in 1979.



10

11

12

13

14

15

16

17

18

19

20

21

Cases: 16-G-0058 Richard Baudino

16-G-0059

| began my professional career with the New Mexico Public Service Commission
Staff in October 1982 and was employed there as a Utility Economist. During my
employment with the Staff, my responsibilities included the analysis of a broad
range of issues in the ratemaking field. Areas in which | testified included cost of
service, rate of return, rate design, revenue requirements, analysis of
sale/leasebacks of generating plants, utility finance issues, and generating plant

phase-ins.

In October 1989, I joined the utility consulting firm of Kennedy and Associates as
a Senior Consultant where my duties and responsibilities covered substantially the
same areas as those during my tenure with the New Mexico Public Service
Commission Staff. | became Manager in July 1992 and was named Director of
Consulting in January 1995. Currently, I am a consultant with Kennedy and

Associates.

Exhibit (RAB-1) summarizes my expert testimony experience.

On whose behalf are you testifying?

| am testifying on behalf of the City of New York.

What is the purpose of your testimony?
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The purpose of my testimony is to address cost and revenue allocation, rate
design, and service quality issues for Brooklyn Union Gas Company ("KEDNY™)
and KeySpan Gas East Corporation ("KEDLI"). In so doing, | will address the
Direct Testimony of the Companies' Rate Design Panel and Shared Services
Panel.

Please summarize your conclusions and recommendations to the Public
Service Commission of the State of New York (**Commission™).

My conclusions and recommendations with respect to cost and revenue allocation

and rate design are as follows:

1. The Companies' filed embedded cost of service study ("ECOSS™) should
be accepted for purposes of revenue allocation.

2. Regarding the Temperature Controlled ("TC") classes, despite their
expressed intent to move to cost-based rates, the Companies' proposed
revenue allocation and rate design for the TC classes fails to accomplish a
cost-based rate for these classes. In fact, the Companies' proposed
revenue allocation results in excessive rates and revenue for the KEDNY's
TC classes. Therefore, the proposed revenue allocation and rate design for
KEDNY's TC customers should be rejected.

3. Although the KEDNY TC classes should have their rates and revenue
reduced significantly, I recommend that the current level of delivery
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revenues for KEDNY's TC customers remain constant, i.e., no increase in
TC class revenues. This will assist the Commission in limiting rate shock
to those customer classes that already are facing significant increases in
their rates and bills 1 am not recommending any changes to the KEDLI
revenue allocation or rate design for TC customers at this time.

The Companies' proposed average commodity cost of gas includes TC
customers. This is a change from the current practice of charging TC
customers the incremental cost of gas on the system. This change should
be approved.

The Companies' proposal to apply certain portions of the Merchant
Function Charge ("MFC") to TC customers should be rejected. The
Companies failed to support the applicability of this charge to TC
customers. Moreover, KEDNY's TC customers' current revenues are
already so far in excess of their cost to serve that imposing the MFC as an
additional charge is unreasonable and burdensome.

| recommend that the Commission reject the Companies' proposal to close
the TC classes to new customers. The Companies failed to provide any
substantive reasons to close the TC class service offerings at this time.
The Companies also failed to provide any time frame for the proposed
collaborative or how the results of any such collaborative would be
included in the future.
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7.

The Companies’ tariffs should be modified to provide TC and IT
customers the option of paying a surcharge, in lieu of a lump sum
payment, for any infrastructure upgrades that are required in connection

with a request to convert from TC/IT service to firm service.

Regarding service quality issues, my conclusions and recommendations

are as follows:

The Companies' revised customer service quality program for KEDNY
and KEDLI should be rejected. In particular, the Commission should
reject any monetary incentive payments for so-called superior
performance above established targets. The Commission should continue
the currently effective penalty structure for the Companies.

The Companies propose to keep the four current service quality metrics,
with some modifications. Regarding the currently effective Adjusted
Customer Bills metric, the Companies propose to exclude the following
situations from this metric: (1) an estimated bill replaced by a bill based
on the actual reading and (2) a customer reading replaced with an actual or
estimated reading. | recommend that the Commission continue to include
these two items in the calculation of Adjusted Customer Bills. The City of
New York has been experiencing a high number of estimated readings
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resulting in numerous bill adjustments from KEDNY. Adjustments due to
estimated bills being replaced by actual bills should continue to be part of

this service metric in order to limit the number of such adjustments in the

future.
3. The Companies also propose several new service quality metrics,
including two new incentive-only metrics. | recommend that the

Commission require the Companies to report these new metrics along with
the current service quality metrics but reject any new incentives. No new

penalties should be established for these new metrics at this time.

COST AND REVENUE ALLOCATION

Q. Have you reviewed the ECOSS study presented by the Companies?
Yes. The Companies' ECOSS and proposed revenue allocation was presented by

the Rate Design Panel.

Q. Does the ECOSS study conform to generally accepted cost allocation
principles?
A Generally, yes. The Company’s ECOSS is a traditional study wherein revenue

requirements are allocated among customer classes on the basis of cost causation.

Page 6



10

11

12

13

14

15

16

17

18

19

20

21

Cases: 16-G-0058 Richard Baudino

16-G-0059

Why is an ECOSS important?

An ECOSS illustrates the costs a utility incurs to serve each customer class. It is
widely accepted that costs should be allocated among customer classes on the
basis of cost causation. That principle is perhaps the most universally accepted
tenet of allocating costs that cannot be directly assigned to a particular customer
class. As such, costs should be allocated to those classes on the basis of how or
why those costs are incurred by the utility. The results of such studies are
normally used in assigning cost and revenue responsibilities to various customer

classes.

Do you support the premise that cost causation principles should guide the
allocation of costs to the customer classes?

Yes. Rates that are based on consistently applied cost causation principles are fair
and reasonable and further the cause of stability, conservation and efficiency.
Other factors such as simplicity, gradualism, economic development and ease of
administration may also be taken into consideration when determining the final
allocation of the revenue requirement among classes, but the fundamental starting
point and guideline should be the cost of serving each customer class produced by

the ECOSS.

Please explain the purpose and development of a class cost of service study.

Page 7



10

11

12

13

14

15

16

17

18

19

20

21

Cases: 16-G-0058 Richard Baudino

A

16-G-0059

A class cost of service study allocates and assigns the total cost of providing
utility service to the classes of customers receiving that service. The development
of a class cost of service study consists of three steps: functionalization,
classification, and allocation. Functionalization refers to the process by which the
Company’s investments and expenses are identified and segregated into different
cost categories. For natural gas utilities such as KEDNY and KEDLI, these

categories include storage, transmission, and distribution functions.

Once functionalization is complete, the utility’s costs are classified into categories
of demand-related, energy related and customer-related costs in order to facilitate
the allocation of costs by applying cost causation principles. In general, all
distribution costs are either responsive to increases in natural gas demand or to the
number of customers. Demand-related costs are those that are needed to serve the
winter peak demands of distribution customers. Demand-related costs are fixed
and do not vary with the monthly and annual commodity consumption of the
utility’s customers. Customer-related costs are associated with the number of
customers and are costs that are incurred to connect customers to the system
independent of the customer’s demand and energy requirements. Primary
examples of customer-related costs are investments in meters, services, and a
portion of main investment incurred to extend the distribution system to the
customer’s premises and conform to local and national codes and standards. In
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addition, such accounting functions as meter reading, bill preparation and revenue

accounting are generally considered customer-related costs.

Lastly, the functionalized and classified costs are allocated to the various
customer classes based on each class’ contribution to the respective cost
classifications. In general, demand-related costs are allocated based on each
class’ contribution to the maximum demand placed on the system by the classes
or by the customers within the classes. Customer related costs are allocated based
upon the number of customers in each class, weighted to account for the

complexity of servicing the needs of the different classes of customers.

How did the Companies' ECOSS classify distribution mains?

The KEDNY Rate Design Panel (page 16) described the method used by the
Companies to classify and allocate the costs of distribution mains. The
Companies used a minimum size study that classified the customer portion of
mains as 37.91% and the remaining 62.09% as demand related. The customer
portion of mains was then allocated based on the number of customers and the

demand portion was allocated based class contribution to design-day demand.

Do you agree with the Companies' classification and allocation of
distribution mains?

Page 9



10

11

12

13

14

15

16

17

Cases: 16-G-0058 Richard Baudino

A.

16-G-0059

Yes. As the Rate Design Panel pointed out, distribution mains are installed to
connect customers to the distribution system and to provide capacity to meet the
winter peak. The Companies' ECOSS appropriately utilized a minimum size
system study to estimate which portions of distribution mains are demand related
and customer related and allocated costs to customer classes based on that

relationship.

Do you recommend that the Commission rely upon the Companies’ ECOSS
for purposes of revenue allocation?

Yes. The Companies' ECOSS provides a reasonable basis for cost and revenue
allocation in this proceeding and is consistent with prior Commission decisions

that adopted an allocation of distribution mains on a demand and customer basis.!

Revenue Allocation and Rate Design

What were the results of the ECOSS study as filed by KEDNY?
Table 1 below summarizes the class rate of return results of the ECOSS for

KEDNY. Table 1 shows the current class rates of return and the relative rates of

1 See Case 08-G-0609, Proceeding on Motion of the Commission as to the Rates,

Charges, Rules and Regulations of Niagara Mohawk Power Corporation for Gas
Service, Order Adopting the Terms of a Joint Proposal and Implementing a State
Assessment Surcharge (issued May 15, 2009) at 6; Case 08-G-0888, Proceeding on
Motion of the Commission as to the Rates, Charges, Rules and Regulations of Central
Hudson Gas & Electric Corporation for Gas Service, Order Adopting Recommended
Decision with Modifications (issued June 22, 2009) at 47-48.
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return at current rates.

Table 1
KEDNY
Current Class Rates of Return
Return Relative
% ROR %
SC1A - Res NonHeat -5.38% (2.25)
SC-1B Res Heat 2.44% 1.02
SC-1DG Res DG -6.32% (2.65)
SC-2-1 Non-Res NonHeat 13.78% 5.77
SC-2-2 Non-Res Heat -0.24% (0.10)
SC-3 Multiple Family -1.20% (0.50)
SC-4A High Load Factor 20.95% 8.78
SC-4A CNG 35.37% 14.81
SC-4B Year Round AC 15.48% 6.49
SC-18-5A OnSys Lg. Vol Sales 95.20% 39.87
SC-6C Temp. Controlled Comm/Ind 48.07% 20.13
SC-6G Temp. Controlled Gov't 35.92% 15.04
SC-6M Temp Controlled Multi-Fmly. 27.30% 11.44
SCX-7 Seasonal 19.18% 8.03
SC-21 DG Sales 0.00% 0.00
Total 2.39% 1.00

Table 1 shows that SC1A, SC-1DG, SC 2-2, and SC-3 are actually earning
negative returns currently. The TC service classes and SC-18 are significantly
overearning, which means that the rates these classes are currently paying are

significantly greater than the cost based rates that they should be paying.

Q. How did KEDNY propose to allocate its requested revenue increase in this
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proceeding?

A. Table 2 presents the Rate Design Panel's recommended percentage revenue
increases by service class. This Table also presents the percentage revenue
increases and decreases that would be necessary to bring each service class to the

overall system average return of 7.24%.

Table 2

KEDNY
Revenue Allocation

Full ECOSS Company

Schedule Increase Propsed Inct.
SC1A - Res NonHeat 65.5% 31.5%
SC-1B Res Heat 30.6% 31.5%
SC-1DG Res DG 100.0% 31.5%
SC-2-1 Non-Res NonHeat -7.1% 31.5%
SC-2-2 Non-Res Heat 46.4% 31.5%
SC-3 Multiple Family 49.9% 31.5%
SC-4A High Load Factor -18.3% 25.0%
SC-4A CNG -44.3% 25.0%
SC-4B Year Round AC -13.1% 25.0%
SC-18-5A OnSys Lg. Vol Sales -61.6% 0.0%
SC-6C Temp. Controlled Comm/Ind -56.9% 6.4%
SC-6G Temp. Controlled Gov't -45.6% 14.6%
SC-6M Temp Controlled Multi-Fmly. -34.3% 17.1%
SCX-7 Seasonal -13.3% 25.0%

SC-21 DG Sales - -

Total 30.1% 30.1%

Table 2 follows the relationships shown in Table 1 and shows the rate
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increases/decreases that would be necessary to move each class to its cost service.
For example, service classes 1A, 1DG, 2-2, and 3 would require large rate
increases to achieve cost based rates at KEDNY's proposed revenue requirement.
Alternatively, SC 4 and 18 and the TC classes would require large rate decreases

to achieve cost based rates.

What conclusion do you draw from KEDNY's proposed revenue allocation?

The Rate Design Panel relied primarily upon the principle of gradualism given the
rather large system-wide increase the Company is seeking in base delivery
revenues (30.1%). As demonstrated in Table 2, the Company’s proposed class-
specific increases/decreases are nowhere near what is needed to eliminate the
interclass subsidies that the ECOSS reveals. Thus, the Company’s approach
results in very slow, incremental progress in moving classes toward cost based

rates in this proceeding.

What is your recommendation for class revenue allocation in this
proceeding?

Given the very large delivery service rate increase the Company seeks in this
case, | appreciate that the Company is constrained in reallocating revenue
responsibility so that the service classes that are below their cost to serve do not
experience rate shock. However, customers paying 10-40 times their cost of
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service should not be increased. Therefore, | recommend that KEDNY's revenue
allocation proposal be modified so that the TC classes do not receive any
increases in current delivery revenues. | recommend that, as is proposed for SC-
18-5A, the TC classes should have rates designed so that the current level of
revenues forecasted by KEDNY remain constant. | also recommend that the SC-

4 classes receive no increase, given their excessive current revenue levels.

Table 3 below presents my recommended revenue increase by service class with
the TC classes receiving no increase in current forecasted delivery service rate
revenues. | spread the dollar increases to the other service classes that were
receiving increases in proportion to the increases recommended by the Rate

Design Panel.
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Table 3
City of New York
Proposed Revenue Allocation
$ Increase Pct.

Schedule (000s) Increase

SC1A - Res NonHeat 35,708 33.4%
SC-1B Res Heat 137,867 33.4%
SC-1DG Res DG 1 33.4%
SC-2-1 Non-Res NonHeat 13,608 33.4%
SC-2-2 Non-Res Heat 20,391 33.4%
SC-3 Multiple Family 28,871 33.4%
SC-4A High Load Factor - 0.0%
SC-4A CNG - 0.0%
SC-4B Year Round AC - 0.0%
SC-18-5A OnSys Lg. Vol Sales - 0.0%
SC-6C Temp. Controlled Comm/Ind - 0.0%
SC-6G Temp. Controlled Gov't - 0.0%
SC-6M Temp Controlled Multi-Fmly. - 0.0%
SCX-7 Seasonal - 0.0%
SC-21 DG Sales - 0.0%
Total 236,445 30.1%

Table 3 shows that holding the TC and SC-4 classes to no increase had a minimal
effect on the increases to the classes that are receiving increases under the Rate
Design Panel's revenue allocation proposal. For example, the increase for SC-1B
Residential Heating increased by about 2% over the Company's proposed

increase. This translates into an additional $1.30 per month for a typical monthly
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bill for a residential heating customer.?

Are you recommending that the Commission adopt the Company’s proposed
revenue requirement?
No. I have not evaluated the reasonableness of the Company’s proposed revenue

requirement.

If the Commission approves a lower revenue requirement increase than
KEDNY is seeking in this case, how should this lower increase be spread
among the Company’s service classes?

If the Commission approves a lower revenue increase for KEDNY, then I
recommend that the service class increases shown in Table 3 be scaled back
proportionately. In essence, my recommendation in this regard allocates all of the
benefits of the lower revenue requirement to the classes that are receiving
increases. Although the SC-4, SC-5, and SC-6 classes should receive decreases in
this case, | believe that the principles of gradualism and avoidance of rate shock
should also be considered given the sheer magnitude of the delivery service

increase being sought by KEDNY.

This estimate was made based on the typical bill impacts shown on Exhibit
(RDP-4), Schedule 4, page 1 of 15.
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Have you prepared a Table demonstrating how your proposed revenue

Richard Baudino

allocation would work with a reduced revenue requirement?

Yes. Table 4 below illustrates the resulting service class increases at a system
average increase of 15%. By allocating the entire benefit of any reduction to the

SC1-SC3 classes, the impacts on those classes are scaled back approximately 50%

(15.0% / 30%) to reflect the lower overall system increase.

Table 4

City of New York

Proposed Revenue Allocation - 15% Increase

Schedule

SC1A - Res NonHeat

SC-1B Res Heat

SC-1DG Res DG

SC-2-1 Non-Res NonHeat

SC-2-2 Non-Res Heat

SC-3 Multiple Family

SC-4A High Load Factor

SC-4A CNG

SC-4B Year Round AC

SC-18-5A OnSys Lg. Vol Sales
SC-6C Temp. Controlled Comm/Ind
SC-6G Temp. Controlled Gov't
SC-6M Temp Controlled Multi-Fmly.
SCX-7 Seasonal

SC-21 DG Sales

Total

$ Increase Pct.

(000s) Increase
17,854 16.7%
68,933 16.7%
0 16.7%
6,804 16.7%
10,196 16.7%
14,435 16.7%
- 0.0%
- 0.0%
- 0.0%
- 0.0%
- 0.0%
- 0.0%
- 0.0%
- 0.0%
- 0.0%
118,223 15.0%
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Did you review KEDLI's proposed revenue allocation for its service classes?

Yes. | reviewed the Rate Design Panel’s ("RDP") proposed revenue allocation
for KEDLI. While the proposal will result in rates for the TC/IT classes that
continue to be above cost of service, at this time | have no proposed changes or

revisions to KEDLI's proposed revenue allocation.

Please summarize the Rate Design Panel’s proposed rate design for the TC
classes.
Beginning on page 65 of its KEDNY Direct Testimony and on page 69 of its
KEDLI Direct Testimony, the RDP set forth its proposed rate design for the TC
and Interruptible Service ("IT") classes. The Companies proposed to move TC
customers from a value of service pricing method to cost based rates by pricing
volumetric rates at parity with the corresponding firm service class. The RDP
also proposed the following changes:

e Updated demand charge for TC/IT customers

e Application of portions of the MFC charge to TC/IT customers

e Initiating a collaborative and inviting TC customers and Staff to "discuss

and explore options for non-firm service.” (KEDNY RDP page 68;

KEDLI RDP page 70).
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The RDP also revised the minimum charge for TC customers to a fixed customer-

type charge.

What are your conclusions and recommendations with respect to the rate
design for KEDNY's TC classes?

| recommend that the Commission approve moving the TC classes to a cost-based
rate design. However, as explained above, that the RDP's proposed rate design
does not yield a cost based rate for the TC classes. KEDNY's proposed rates for
the TC classes are still greatly in excess of the true cost to serve these classes, as

KEDNY's ECOSS clearly shows.

I recommend that the Commission approve the monthly fixed charges proposed
by the RDP. I also recommend that the volumetric rate proposed by the RDP be
reduced such that the total revenues from the TC classes do not exceed current
revenues. Please refer to Exhibit _ (RAB-2) for my proposed TC class rate
design. For example, the volumetric rate for the TC-G class would be $0.30 per
therm under my revenue allocation recommendation, compared to KEDNY's

proposed volumetric charge of $0.35 per therm.

Are you making similar recommendations with respect to KEDLI’s proposed
fixed charges and volumetric rates?
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No, not at this time. However, as discussed below, | am recommending other rate

design changes that would apply to both KEDNY and KEDLI.

Do you have any further concerns with respect to KEDNY’s proposed rate
design and billing impact for TC customers?

Yes. The City of New York has a number of TC accounts with KEDNY.
Currently, KEDNY bills the City's TC accounts based on a minimum charge that
includes 10 therms of consumption and a therm charge based on value of service
pricing based on the cost of alternative fuels as described by the RDP in its Direct
Testimony. Given this current bill presentation, it was impossible to determine
the billing impact on the City's TC accounts since the current therm rate is not
broken out into the cost of gas and delivery service component. Please refer to
Exhibit _ (RAB-3), which contains a copy of a monthly bill for one of the
City's TC-G2 accounts, with customer-specific account information redacted.
This bill shows the minimum charge and the therm charge as they are currently

applied to TC-G accounts.

Although | agree with the RDP's proposal to move the TC classes to a cost based
rate, it is imperative that the bill presentation for TC customers be clarified so that

TC customers understand exactly what they are being charged for.
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What are your recommendations regarding KEDNY's bill presentation for
TC customers?

| recommend that the customer charge, the delivery service therm charge, and cost
of gas per therm be stated separately on the TC customer’s bill. KEDNY should
also show how these charges are applied to consumption to arrive at the final bill.
| understand that this information is currently displayed on electronic billing data
provided by KEDNY; there is no reason for KEDNY to exclude it from the bill

presentation.

How does KEDNY propose to charge TC sales customers for the cost of gas?
According to KEDNY's Gas Tariff, 33. Monthly Cost of Gas Surcharge, B. The
Monthly Cost of Gas (Leaf 74), TC sales customers are charged the average
commodity cost of gas. The RDP also provided an updated demand charge for
TC customers of $0.034 per therm. TC customers would not be assessed average

monthly hedging costs / credits or the average fixed cost of gas.

During your analysis in this case, did you discover any inconsistencies in how
KEDNY intends to charge TC sales customers for their cost of gas?

Yes. KEDNY's response to City of New York Request 127 indicated that both
KEDNY and KEDLI intend to continue charging TC customers the incremental
cost of gas on the system. The Companies' response is included in Exhibit
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___(RAB-4).

What is your recommendation regarding the cost of gas for TC customers?

I recommend that both Companies follow their proposed Monthly Cost of Gas
calculation and charge TC customers the average commodity cost of gas, not the
incremental cost of gas. This is consistent with the Companies' proposal to move
TC customers to a cost based rate. | also recommend that the Companies'
application of the fixed cost component, or demand charge, be clarified.
Regarding the cost of gas, TC customers should only be charged for the average
commodity cost of gas and the demand charge of $0.034 per therm. No other gas

costs should be allocated to and paid for by TC customers. This recommendation

applies to both KEDNY and KEDLI TC customers.

Should the MFC be applied to KEDNY's and KEDLI's TC customers in this
proceeding?

No, it should not. The RDP proposed to apply certain parts of the MFC to TC
customers based on the proposed move to a cost based rate. However, as |
demonstrated earlier in my testimony KEDNY’s proposed rates for the TC service
classes are by no means cost based. Even under my revenue allocation proposal,

KEDNY's TC rates are still significantly above the cost to serve TC customers.
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Furthermore, the RDP failed to adequately support the application of the MFC to
TC customers, which is essential since the MFC was not applied to this class in
the past. In fact, on page 33, lines 8 through 16 of its Direct Testimony the
KEDNY RDP testified that the MFC is designed to recover expenses associated
with gas procurement functions for firm sales customers, transportation customers
taking service under SC-17, and ESCOs that participate in the Company's
Purchase of Receivables program. The RDP made no mention of incurring any
MFC-related expenses on behalf of TC and IT customers. TC and IT customers

are not firm service customers.

Did the City of New York propound discovery seeking additional explanation
as to why the MFC should now be applied to TC and IT customers?

Yes. City of New York data request 106 asked for a detailed explanation as to
why components of the MFC should be applied to TC and IT customers. Please
refer to Exhibit _ (RAB-5), which contains KEDNY's response to this data
request. KEDNY replied that it is proposing to recover the costs associated with
gas supply procurement and a return requirement on working capital because
these are costs that the Company incurs to purchase supply on behalf of all its
sales customers. This response conflicts with the RDP’s testimony, which states
that these costs are incurred on behalf of firm sales customers. This inconsistency
calls into question whether any MFC-related costs should be allocated to or paid
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by TC/IT customers.

The response continues that because the Company is proposing to move TC and
IT customers to a cost based rate, TC and IT customers "would avoid paying a
portion of the costs allocated to them in the Embedded Cost of Service Study,
which is inconsistent with how the Company treats all other customers whose
rates are cost based.” However, the Companies' proposed rates for TC/IT
customers are above the cost of service. This means that, under the Companies’
proposal, TC customers are not avoiding paying any costs that are allocated to

them and, in fact, are paying far more than their allocated cost to serve.

Please comment on the Companies' proposed collaborative on TC/IT service
offerings.

It is my understanding that this proposed collaborative would begin after the close
of the current proceeding for KEDNY and KEDLI, and is connected with the
proposal to close TC service to new customers. While | do not oppose
collaborative discussions with a goal of improving to TC/IT service offerings, |
disagree with the Companies proposal to close their TC tariffs to new customers.

I discuss this in more detail below.

The Companies proposed to close their TC tariffs to new customers. Should
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the Commission approve this proposal?

No. The Companies failed to provide any good reason to close the TC service
offerings to new customers. The RDP provided no support whatsoever that TC
service should be closed due to any problems or shortcomings associated with that
service. The RDP's proposal to close the TC service classes to new customers
appears rather arbitrary at this point and, thus, should be rejected by the

Commission.

On page 6 of the RDP's KEDNY Corrections and Updates Testimony, lines 3
through 13, the RDP clarified that the Company's consolidated billing charge
should be applied to TC and IT customers based on the proposed move to a
cost based rate design. Should the Commission approve the application of
the consolidated billing charge to TC/IT customers?

No. The consolidated billing charge should not be applied to TC/IT customers at
this time. | base this recommendation on the fact that the rates that would be paid
under my revenue allocation proposal are still greatly in excess of the cost to
serve TC customers. Moreover, the proposed TC rates under the RDP's proposed
rate design are even further away from the true cost to serve those customers. In
my view, any costs associated with consolidated billing are already being
collected in the rates being paid by TC customers and should not be added as an
additional charge in this proceeding.

Page 25



10

11

12

13

14

15

16

17

18

19

20

21

Cases: 16-G-0058 Richard Baudino

16-G-0059

On page 7 of the RDP's KEDNY Corrections and Updates Testimony, lines
13 and 14, the RDP proposed including SC 6 under the Company's customer
billing charge. Should this change be approved at this time?

No. My recommendation here relates to my answer to the prior questions

regarding the fact that the current and proposed TC rates are not cost based.

On page 7 of the RDP's Corrections and Updates Testimony, line 18, the
RDP proposed revising the language in the SC 6 tariff to reflect how new
customers would be put on the SC 6 rate. Should this revised language be
adopted?

No. My recommendation on this point relates to my previous testimony regarding
keeping the TC service classes open to new customers at this time. KEDNY and
KEDLI failed to support closing or limiting access to the TC service classes in
their Direct Testimony. If the Commission finds good cause to convene a
collaborative after this docket is closed, then this issue could be discussed and

evaluated at that time.

Surcharge for Main Reinforcements

Are you proposing any changes to the Companies’ rules regarding
contributions in aid of construction for new or upgraded gas service?
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Yes. The Companies’ should modify their tariffs to provide TC or IT customers
with an option to pay for a CIAC associated with system reinforcement through

either a lump sum payment or through an ongoing surcharge.

What is required under the current tariff?
Under the current tariffs, large TC or IT customers that want to upgrade to firm
service are required to pay for any gas system reinforcements that might be
required as a result of the service upgrade. For example, Special Provisions (b)
and (c) of KEDNY’s Service Classification No. 2 provide that a “contribution
payment” is required for system reinforcement:
(b) New gas service will be supplied under this Service Classification
upon determination by the Company that the total rated hourly Btu input
to supply the gas-fired equipment installed for such use does not exceed

2,500,000 Btu per hour. Process and feedstock requirements are exempt
from the conditions for gas service set forth in this Special Provision (b).

(©) Exemption from the limitation provision set forth in Special
Provision (b) hereof will be granted by the Company provided that a
contribution payment necessary for required service laterals and/or system
reinforcement is submitted prior to the commencement of gas service by
the applicant for such gas service.

Do the Companies’ tariffs provide customers with an option to pay the
“contribution payment” through a monthly surcharge?
No. As demonstrated above, KEDNY’s tariff does not offer a surcharge option

for customers to pay for a system reinforcement required under Special Provisions
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(b) and (c), and thus such customers are forced to make an upfront, lump sum

payment covering the cost of the necessary system reinforcement.

What are you proposing?

I recommend that the Companies’ tariffs be revised to allow TC/IT customers the
option to make a surcharge payment in lieu of a lump sum contribution, when gas
system reinforcements are required in connection with a service upgrade. |
recommend that this surcharge be calculated and administered similar to the
existing surcharge payments that are available to new firm customers when new
distribution main is required in excess of the main that is required to be provided

by the Companies without charge.

Is the change you are requesting allowed under the Commission’s
regulations?

Yes. First, the Companies’ position may actually conflict with existing
regulations, specifically 16 NYCRR 8 203.3, which requires gas corporations to
impose a surcharge to recover the costs of mains and appurtenant facilities in
excess of those costs required to be provided without charge to the customer.
There is nothing in § 203.3 that excludes this surcharge from TC/IT customers

that trigger main upgrades as part of an upgrade to firm service.
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Moreover, Part 230 of the Commission’s regulations establish “the minimum
obligations of gas corporations with respect to the facilities required to be
provided without charge to applicants for...firm, nondual-fuel nonresidential

service. Each corporation may, in its tariff schedules, extend such obligation, to

the extent the provision of additional facilities without charge is cost-justified.

Each corporation’s obligations with respect to applicants for interruptible or dual-

fuel nonresidential service shall be governed by tariffs approved by the

commission.” See 16 NYCRR 8 230.2(f) (emphasis added). Thus, even if the
Commission determines that its regulations do not explicitly require the
Companies’ to offer the surcharge option, the regulations are flexible enough to
allow utilities to extend the surcharge option to TC/IT customers through their

tariffs.

Are you proposing to include any restrictions on a customer’s ability to select
the new surcharge option?

Yes. As noted above, | propose that the surcharge be calculated and administered
similar to the existing surcharge for new firm, nondual-fuel nonresidential
customers. Under the Companies’ exiting tariffs, new customers are required to
sign a “Main Extension Agreement” that sets forth the customer obligation to pay
the surcharge, and it provides a number of provisions to ensure that a surcharge
payment, as opposed to a lump sum, is cost-justified.
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For example, as part of this Agreement, there is a representation that the customer
has assured the Company that it will be “a reasonably permanent customer.” See
KEDNY Tariff at Leaf No. 428. TC/IT customers that are upgrading to firm
service should be required to provide similar assurances, so that the Companies’
can have confidence that the gas delivery revenues generated by the customer will
be long-term and thus pay back the Company investment in the upgraded gas

main.

CUSTOMER SERVICE QUALITY PROGRAMS

Please summarize the proposed service quality standards as set forth in the
Direct Testimony of the Shared Services Panel ("'SSP™).
The SSP provided Direct Testimony regarding customer service quality programs
beginning on page 38 of its KEDNY testimony, though this testimony applied to
both KEDNY and KEDLI. The SSP described the current service quality
programs, which consist of the following:

e Annual Commission complaint rate per 100,000 customers

¢ Residential customer transaction satisfaction

e Percent of calls answered in 30 seconds

e Adjusted customer bills

On page 41, the SSP reported that KEDNY had met all of its performance targets
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since 2008. KEDLI failed to meet its customer satisfaction target in 2013 and the

complaint rate and customer satisfaction targets in 2014. However, the SSP also

testified that both Companies are "on track™ to meet all service quality targets in

2015.

Also on page 41, the SSP proposed a "new, innovative" service quality program.

This program would include:

The current service quality metrics with more stringent targets for some
metrics

New metrics that better measure customer satisfaction

A mechanism that would allow the Companies to offset underperformance

in one area with "superior" performance in another.

On page 43, the SSP presented the new service quality metrics that include:

Payment processing - percent of payments avoiding exception processing
Interactive Voice Response ("IVR") self-service rate

Percent of appointments kept

Percent of payments made through the web and mobile (incentive only)

Low income outreach and assistance program engagement (incentive only)
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What are your conclusions and recommendations with respect to the SSP’s
proposed customer service quality programs?

First, | recommend that the SSP's proposed new service quality program structure
be rejected. The Company should not be allowed to offset poor performance in
one area with better performance in other areas. Furthermore, the Company
should not be provided any monetary incentives for performance above certain
targets. The Commission's current approach that relies on penalties for failing to

maintain service quality standards should be continued.

Second, | recommend that the Commission continue the current customer service
quality programs with more stringent metrics. The Companies' proposed change
to the adjusted customer bills metric should be rejected. The existing penalties for

all existing programs should be maintained.

Third, 1 recommend that the Commission approve the following new proposed
metrics with the Companies adding these metrics to the reports they file on the
currently effective service quality metrics. | do not recommend adding new
penalties to these metrics at this time. The Commission should reject any

incentive payments to the Companies.

Proposed Customer Driven Service Metrics and Levels
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Have you reviewed the SSP’s proposed service metrics and proposed offsets?
Yes. The SSP's proposed new approach to its customer service metrics, including

penalties, incentives, and offsets are contained in Exhibit (SSP-9).

In summary, the proposed new collection of customer service metrics are
weighted with associated penalty amounts, a penalty floor that cannot be offset, a
penalty threshold that can be offset, and resulting dollar amounts of offsets that
may be used to offset poor performance in one area with better performance in
other areas. For KEDNY, the total yearly offset amount would be $5.85 million
and for KEDLI the total yearly offset amount would be $4.95 million. The
incentive-only metrics would allow the Companies to collect an additional $2.16

million, $1.17 million for KEDNY and $0.99 million for KEDLI.

Should the Companies be allowed to offset poor performance in one
customer service metric with offsets from other service metrics?
No. | strongly recommend that the Commission reject the Companies' proposed

customer service metric offsets.

Customer service quality metrics are all equally important in terms of how the
Commission monitors and assesses the Companies' level of service quality to its
customers. The Commission's currently approved approach of evaluating several
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service quality measures should be continued and augmented with the new
metrics | recommend be adopted. The Commission should also continue the
penalties for lack of performance in these areas. Penalties for each service quality
metric will help ensure that the Companies do not allow deterioration in the
quality of service. Allowing the offsets proposed by the SSP would indeed be a
step backward in terms of the Companies' and the Commission's commitment to

the highest quality of service that customers deserve.

Should the Companies be allowed to earn incentives for performance above
certain levels?

No. KEDNY and KEDLI should not be allowed to earn any special monetary
incentives if their customer service performance exceeds certain preset levels.
Customers should be entitled to excellent service from their regulated utility
service providers and should not have to pay additional money for that service in
addition to the rates they are already paying. This is an especially important
regulatory principle given the large rate increases proposed by the Companies in
this proceeding. Given these very substantial rate increases, customers should
expect high quality service for the additional money they are being asked to spend
each month for their gas service. Moreover, it is reasonable that the Companies

be penalized for failing to provide that level of service.
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Existing Service Quality Metrics

Q.

Briefly describe the SSP's proposal for the percent of calls answered in 30
seconds.

The SSP proposed to move to a more stringent performance target for KEDNY,
increasing the current target from 59.0% to 62.2%. KEDLI would have the same
performance target. The SSP testified on page 45 that these higher targets assume
the Companies' proposal to add incremental call center staffing and to load

balance calls.

What is your recommendation with respect to the proposed performance
target for the percentage of call answered within 30 seconds?

I recommend that the Commission adopt the proposed new performance
standards, but without them being contingent on adopting the Companies'

proposals to add staffing and to load balance calls.

The service quality performance reports provided in Exhibit __ (SSP-8) show
that over the period from 2009 through 2014, KEDNY was below the 62.2%
performance standard in only 2 years: 2011 (58.96%) and 2014 (60.61%).
KEDNY’s performance has been as high as 70.9% in 2009, 66.03% in 2010, 65%
in 2012, and 63.40% in 2013. The new performance target of 62.2% appears to
be well within KEDNY s ability to achieve based on historical results and without
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the additional proposals described by the SSP.

Briefly describe the SSP’s proposal for the adjusted customer bills metric.

On page 46 of their Direct Testimony, the SSP proposed adjusting the calculation
of adjusted customer bills to exclude certain items, among them being (1)
estimated bill replaced by a bill based on an actual reading and (2) a customer
reading replaced with an actual or estimated reading. Based on the proposed
revisions, the SSP proposed revised targets of 0.58% for KEDNY and 1.24% for

KEDLI.

Should the Companies be allowed to make the two exclusions you
mentioned?

No. In particular, estimated bills being replaced by a bill based on actual readings
should continue to be included in the calculation of percentage of adjusted bills.
The City of New York, in particular, is concerned over the number of adjusted TC
account bills it receives from KEDNY. These numerous adjustments from prior
periods based on estimated-to-actual meter reads have caused monthly bills to
fluctuate for the City's TC accounts. It is also my understanding that the City of
New York has engaged in discussions with KEDNY over trying to decrease the
number of billing adjustments, but so far no resolution has been reached.
Through the City's February 2016 billings, there has been no improvement in the
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number of estimated reads. According to City personnel, March billings did show
an improvement in estimated readings, but this does not indicate a positive trend

as yet.

Do you have any additional information related to the number of estimated
meter readings that the City receives from KEDNY?

Yes. Please refer to Exhibit _ (RAB-6). This exhibit contains a graph
developed by City of New York personnel that shows the percentage of City
accounts with estimated readings from May 2014 through February 2016. The
percentage of estimated reads ranges from 17% to 40% over this period. This is
an unacceptably high number of estimated meter readings from the City's
perspective. The City is currently targeting 10% or less estimated reads but, as |

previously mentioned, no resolution has yet been reached with KEDNY.

Are there other potential issues with respect to estimated meter readings of
which the Commission should be aware?

Yes, there are two additional issues.

First, discussions | have had with City of New York personnel indicate that some
estimated meter readings after some length of time may not be trued up to actual
readings. If such circumstances occur in which estimated readings are considered
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to be actual readings, those estimated readings should continue to count as
estimated readings for purposes of the adjusted billings metric. Simply because
an estimated meter reading is deemed to be final does not mean it is a true actual

reading.

Second, the Commission should ensure that all meter readings are considered as
separate readings and not aggregated if a customer has multiple meters and/or
multiple accounts. In other words, every estimated meter reading should be
considered separately so that the Commission and its Staff have a full accounting

of all estimated meter readings.

Should the Companies' revised performance targets for adjusted bills be
accepted, including the two items you recommend continuing to include in
the calculation of the metric?

Yes. The Companies should have an incentive to lower the number of estimated
bills being replaced by actual bills and more stringent performance standards
would assist with performance in this area. Therefore, the revised targets should

be accepted without the exclusions proposed by the Companies.

Briefly describe the Companies' proposal for the PSC complaint rate.
The SSP proposed lowering the current target for KEDNY from 1.1 per 100,000
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to 1.05 per 100,000. KEDLI's current target of 1.1 per 100,000 would continue.

What is your recommendation with respect to the performance target for the
PSC complaint rate?

Based on the Companies' performance from 2009 through 2014, | recommend
that the performance target for both Companies be lowered to 0.90 complaints per
100,000. From 2009 through 2014, KEDNY has performed significantly below
this metric except for 2009 (0.91). KEDLI has exceeded 0.90 only once, which
was 2014 (1.29). My proposed performance target of 0.90 for both Companies is

reasonable, even generous, considering their performance since 2009.

Is the SSP proposing to change the performance target for residential
customer transaction satisfaction?
No. The SSP proposed to retain the current targets of 84.8% for KEDNY and

83.4% for KEDLLI.

What has the performance of the Companies been from 2009 through 2014?
KEDNY's performance has ranged from 88.3% in 2009 to 91.8% in 2014.

KEDLI's performance ranged from 81.3% in 2013 to 87% in 2009.

First, it is clear that KEDNY has easily exceeded the current performance target
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in every year since 2009. Second, it is also clear that KEDLI has some work to
do to in terms of residential transaction satisfaction. KEDLI's performance has

actually declined since 2009.

What is your recommendation with respect to the performance targets for
residential customer transaction satisfaction?

| recommend that the Commission consider raising KEDNY's performance target
for this metric. In my opinion, the Commission could reasonably raise KEDNY's
target to 88%, which is the lowest performance level since 2009. Based on the
reports contained in Exhibit __ (SSP-8), this target is achievable by KEDNY

and represents a reasonable floor for performance in this area.

For KEDLLI, | recommend that the Commission raise KEDLI's performance target
from 83.4% to 85%. KEDLI achieved this metric in the past and should be held
accountable for better performance for its residential customers. Increasing the

target should provide the incentive for this performance.

Should the Commission continue the existing level of penalties for the four
current customer service metrics you discussed?

Yes. | recommend that the Commission continue the current penalties for all four
metrics.
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New Service Quality Metrics

Q.
A

Please summarize the new service quality metrics proposed by the SSP.
The new service quality metrics proposed by the Companies include the

following:

Payment processing
e |VR Self-Service Rate
e Appointments kept
e Web/mobile payments

e Low income outreach and assistance programs

Exhibit __ (SSP-9) shows how the Companies propose that these new metrics
be included into the existing service quality metrics. The first three new metrics
along with the current metrics are assigned weights and the total current penalty
amounts for each Company are multiplied by the percentage weighting to
determine the new penalty amounts for each metric. There is also a performance
matrix that includes a penalty floor, a penalty threshold that can be offset, and
potential offset. The SSP also provided work papers in Exhibit __ (SSP-11) that
support the development of the proposed performance targets, including the new

service quality metrics.

Should the Commission approve the performance matrix for the new service
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guality metrics proposed by the SSP?

No. The Commission should also reject any monetary performance incentives
associated with these newly proposed metrics for the reasons | stated earlier in my

testimony.

Should the Commission monitor the proposed new performance metrics?
Yes. In particular, the payment processing and appointments kept metrics are
very important customer service quality metrics and the Company should include

these new metrics in its regular service quality reports to the Commission.

Regarding the appointments kept metric, the Companies proposed a floor
performance target of 91.9% for KEDNY and 87.9% for KEDLI. My review of
Exhibit __ (SSP-11) indicates that these levels are too low for both Companies.
KEDLI has been consistently performing between 90% - 95% for the years 2012
through 2015. KEDNY began reporting for this metric in 2013 and has been
performing near the mid 90% level since then. | recommend that the Commission
continue to monitor this metric to ensure no degradation of service in this area

over time.

Do you recommend the imposition of penalties for these new service metrics?
| do not recommend any new penalties at this time. Instead, the Company should
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report these new service metrics along with the current service quality metrics that
do have penalties. If the Staff notices any decline in these new metrics, such
declines should be reported to the Commission and the Companies should be

responsible for implementing procedures to correct any problems.

Do you have any comments with regard to the proposed web/mobile
payments metric?

Yes. Itis not clear that this is a relevant performance metric, though it may be an
interesting trend for the Companies to monitor. With increased use of the web
and mobile devices, this metric may simply reflect growing customer preferences
to use the web and other devices to electronically pay their bills. In my view, the
Companies should make this process as easy as possible for customers who
choose to pay in this manner. It is unnecessary to give the Companies extra
money for something that reflects growing use of new technologies for customers

to pay their bills.

Please comment on the proposed low income outreach and assistance
program.

Like the prior metric | just discussed, it is not clear why this program should be
considered a service quality metric. The cost of this activity is likely already
included in the Companies' cost of service and appears to be the kind of service
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beneficial to low income customers. The Companies should certainly continue
this activity to the extent its costs are included in rates. No additional monetary

incentive is required.

Service Termination Performance Incentive

Q.

On pages 36 through 37 of its KEDNY testimony, the SSP proposed
establishing a performance incentive metric for residential service
terminations for KEDNY and KEDLI. Should the Companies receive any
monetary incentives for reducing service terminations to residential
customers?

No. The Public Service Law, Commission regulations, and Company tariffs
establish the terms under which service to residential customers may be
terminated. The Companies should use all reasonable efforts to work with
residential customers who are having difficulties paying their bills without having
to receive additional money from ratepayers to do so. To the extent the
Companies are able to work with customers in this manner, the more distribution
revenues the Companies will receive when compared to terminating service to
customers. Thus, the Companies already have an incentive to reduce service

termination to residential customers.
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Does this conclude your Direct Testimony?

Yes.
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RESUME OF RICHARD A. BAUDINO

EDUCATION

New Mexico State University, M.A.
Major in Economics
Minor in Statistics

New Mexico State University, B.A.
Economics
English

Thirty-two years of experience in utility ratemaking and the application of principles of economics to the

regulation of electric, gas, and water utilities. Broad based experience in revenue requirement analysis, cost
of capital, rate of return, cost and revenue allocation, and rate design.

REGULATORY TESTIMONY

Preparation and presentation of expert testimony in the areas of:

Cost of Capital for Electric, Gas and Water Companies

Electric, Gas, and Water Utility Cost Allocation and Rate Design
Revenue Requirements

Gas and Electric industry restructuring and competition

Fuel cost auditing

Ratemaking Treatment of Generating Plant Sale/Leasebacks
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RESUME OF RICHARD A. BAUDINO
EXPERIENCE
1989 to
Present: Kennedy and Associates: Consultant - Responsible for consulting assignments in the

area of revenue requirements, rate design, cost of capital, economic analysis of generation
alternatives, electric and gas industry restructuring/competition and water utility issues.

1982 to

1989: New Mexico Public Service Commission Staff: Utility Economist - Responsible for
preparation of analysis and expert testimony in the areas of rate of return, cost allocation,
rate design, finance, phase-in of electric generating plants, and sale/leaseback transactions.

CLIENTS SERVED

Regulatory Commissions

Louisiana Public Service Commission
Georgia Public Service Commission
New Mexico Public Service Commission

Other Clients and Client Groups

Ad Hoc Committee for a Competitive
Electric Supply System
Air Products and Chemicals, Inc.
Arkansas Electric Energy Consumers
Arkansas Gas Consumers
AK Steel
Armco Steel Company, L.P.
Assn. of Business Advocating
Tariff Equity
CF&I Steel, L.P.
Climax Molybdenum Company
Cripple Creek & Victor Gold Mining Co.
General Electric Company
Holcim (U.S.) Inc.
IBM Corporation
Industrial Energy Consumers
Kentucky Industrial Utility Consumers
Kentucky Office of the Attorney General
Lexington-Fayette Urban County Government
Large Electric Consumers Organization
Newport Steel
Northwest Arkansas Gas Consumers
Maryland Energy Group
Occidental Chemical

PSI Industrial Group

Large Power Intervenors (Minnesota)

Tyson Foods

West Virginia Energy Users Group

The Commercial Group

Wisconsin Industrial Energy Group

South Florida Hospital and Health Care Assn.
PP&L Industrial Customer Alliance
Philadelphia Area Industrial Energy Users Gp.
West Penn Power Intervenors

Duquesne Industrial Intervenors

Met-Ed Industrial Users Gp.

Penelec Industrial Customer Alliance

Penn Power Users Group

Columbia Industrial Intervenors

U.S. Steel & Univ. of Pittsburg Medical Ctr.
Multiple Intervenors

Maine Office of Public Advocate

Missouri Office of Public Counsel
University of Massachusetts - Amherst

WCF Hospital Utility Alliance

West Travis County Public Utility Agency
Steering Committee of Cities Served by Oncor
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Date Case Jurisdict. Party Utility Subject
10/83 1803, NM New Mexico Public Southwestern Electric Rate design.
1817 Service Commission Coop.
11/84 1833 NM New Mexico Public El Paso Electric Co. Service contract approval,
Service Commission rate design, performance standards for
Palo Verde nuclear generating system
1983 1835 NM New Mexico Public Public Service Co. of NM Rate design.
Service Commission
1984 1848 NM New Mexico Public Sangre de Cristo Rate design.
Service Commission Water Co.
02/85 1906 NM New Mexico Public Southwestern Rate of return.
Service Commission Public Service Co.
09/85 1907 NM New Mexico Public Jornada Water Co. Rate of return.
Service Commission
11/85 1957 NM New Mexico Public Southwestern Rate of return.
Service Commission Public Service Co.
04/86 2009 NM New Mexico Public El Paso Electric Co. Phase-in plan, treatment of
Service Commission sale/leaseback expense.
06/86 2032 NM New Mexico Public El Paso Electric Co. Sale/leaseback approval.
Service Commission
09/86 2033 NM New Mexico Public El Paso Electric Co. Order to show cause, PVNGS
Service Commission audit.
02/87 2074 NM New Mexico Public El Paso Electric Co. Diversification.
Service Commission
05/87 2089 NM New Mexico Public El Paso Electric Co. Fuel factor adjustment.
Service Commission
08/87 2092 NM New Mexico Public El Paso Electric Co. Rate design.
Service Commission
10/87 2146 NM New Mexico Public Public Service Co. Financial effects of
Service Commission of New Mexico restructuring, reorganization.
07/88 2162 NM New Mexico Public El Paso Electric Co. Revenue requirements, rate

Service Commission

design, rate of return.
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01/89 2194 NM New Mexico Public Plains Electric G&T Economic development.
Service Commission Cooperative

1/89 2253 NM New Mexico Public Plains Electric G&T Financing.
Service Commission Cooperative

08/89 2259 NM New Mexico Public Homestead Water Co. Rate of return, rate
Service Commission design.

10/89 2262 NM New Mexico Public Public Service Co. Rate of return.
Service Commission of New Mexico

09/89 2269 NM New Mexico Public Ruidoso Natural Rate of return, expense
Service Commission Gas Co. from affiliated interest.

12/89 89-208-TF AR Arkansas Electric Arkansas Power Rider M-33.
Energy Consumers & Light Co.

01/90 U-17282 LA Louisiana Public Gulf States Cost of equity.
Service Commission Utilities

09/90 90-158 KY Kentucky Industrial Louisville Gas Cost of equity.
Utility Consumers & Electric Co.

09/90 90-004-U AR Northwest Arkansas Arkansas Western Cost of equity,
Gas Consumers Gas Co. transportation rate.

12/90 U-17282 LA Louisiana Public Gulf States Cost of equity.

Phase IV Service Commission Utilities

04/91 91-037-U AR Northwest Arkansas Arkansas Western Transportation rates.
Gas Consumers Gas Co.

12/91 91-410- OH Air Products & Cincinnati Gas & Cost of equity.

EL-AIR Chemicals, Inc., Electric Co.

Armco Steel Co.,
General Electric Co.,
Industrial Energy
Consumers

05/92 910890-El FL Occidental Chemical Florida Power Corp. Cost of equity, rate of
Corp. return.

09/92 92-032-U AR Arkansas Gas Arkansas Louisiana Cost of equity, rate of
Consumers Gas Co. return, cost-of-service.

09/92 39314 ID Industrial Consumers Indiana Michigan Cost of equity, rate of

for Fair Utility Rates

Power Co.

return.
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09/92 92-009-U AR Tyson Foods General Waterworks Cost allocation, rate
design.
01/93 92-346 KY Newport Steel Co. Union Light, Heat Cost allocation.
& Power Co.
01/93 39498 IN PSI Industrial PSI Energy Refund allocation.
Group
01/93 U-10105 MI Association of Michigan Return on equity.
Businesses Consolidated
Advocating Tariff Gas Co.
Equality (ABATE)
04/93 92-1464- OH Air Products and Cincinnati Gas Return on equity.
EL-AIR Chemicals, Inc., & Electric Co.
Armco Steel Co.,
Industrial Energy
Consumers
09/93 93-189-U AR Arkansas Gas Arkansas Louisiana Transportation service
Consumers Gas Co. terms and conditions.
09/93 93-081-U AR Arkansas Gas Arkansas Louisiana Cost-of-service, transportation
Consumers Gas Co. rates, rate supplements;
return on equity; revenue
requirements.
12/93 U-17735 LA Louisiana Public Cajun Electric Historical reviews; evaluation
Service Commission Power Cooperative of economic studies.
Staff
03/94 10320 KY Kentucky Industrial Louisville Gas & Trimble County CWIP revenue
Utility Customers Electric Co. refund.
4/94 E-015/ MN Large Power Intervenors Minnesota Power Evaluation of the cost of equity,
GR-94-001 Co. capital structure, and rate of return.
5/94 R-00942993  PA PG&W Industrial Pennsylvania Gas Analysis of recovery of transition
Intervenors & Water Co. costs.
5/94 R-00943001 PA Columbia Industrial Columbia Gas of Evaluation of cost allocation,
Intervenors Pennsylvania rate design, rate plan, and carrying
charge proposals.
7/94 R-00942986  PA Armco, Inc., West Penn Power Return on equity and rate of
West Penn Power Co. return.
Industrial Intervenors
7/94 94-0035- Wwv West Virginia Monongahela Power Return on equity and rate of
E-42T Energy Users' Group Co. return.
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8/94 8652 MD Westvaco Corp. Potomac Edison Return on equity and rate of
Co. return.
9/94 930357-C AR West Central Arkansas Arkansas Oklahoma Evaluation of transportation
Gas Consumers Gas Corp. service.
9/94 U-19904 LA Louisiana Public Gulf States Return on equity.
Service Commission Utilities
9/94 8629 MD Maryland Industrial Baltimore Gas Transition costs.
Group & Electric Co.
11/94 94-175-U AR Arkansas Gas Arkla, Inc. Cost-of-service, rate design,
Consumers rate of return.
3/95 RP94-343- FERC Arkansas Gas NorAm Gas Rate of return.
000 Consumers Transmission
4/95 R-00943271  PA PP&L Industrial Pennsylvania Power Return on equity.
Customer Alliance & Light Co.
6/95 U-10755 MI Association of Consumers Power Co. Revenue requirements.
Businesses Advocating
Tariff Equity
7195 8697 MD Maryland Industrial Baltimore Gas Cost allocation and rate design.
Group & Electric Co.
8/95 95-254-TF AR Tyson Foods, Inc. Southwest Arkansas Refund allocation.
U-2811 Electric Cooperative
10/95 ER95-1042 FERC Louisiana Public Systems Energy Return on Equity.
-000 Service Commission Resources, Inc.
11/95 [-940032 PA Industrial Energy State-wide - Investigation into
Consumers of all utilities Electric Power Competition.
Pennsylvania
5/96 96-030-U AR Northwest Arkansas Arkansas Western Revenue requirements, rate of
Gas Consumers Gas Co. return and cost of service.
7/96 8725 MD Maryland Industrial Baltimore Gas Return on Equity.
Group & Electric Co.,Potomac
Electric Power Co. and
Constellation Energy Corp.
7/96 U-21496 LA Louisiana Public Central Louisiana Return on equity, rate of return.
Service Commission Electric Co.
9/96 U-22092 LA Louisiana Public Entergy Gulf Return on equity.
Service Commission States, Inc.

J. KENNEDY AND ASSOCIATES, INC.
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1/97 RP96-199- FERC The Industrial Gas Mississippi River Revenue requirements, rate of
000 Users Conference Transmission Corp. return and cost of service.

3/97 96-420-U AR West Central Arkansas Oklahoma Revenue requirements, rate of
Arkansas Gas Corp. Gas Corp. return, cost of service and rate design.

7197 U-11220 MI Association of Michigan Gas Co. Transportation Balancing Provisions.
Business Advocating and Southeastern
Tariff Equity Michigan Gas Co.

7197 R-00973944  PA Pennsylvania Pennsylvania- Rate of return, cost of
American Water American Water Co. service, revenue requirements.
Large Users Group

3/98 8390-U GA Georgia Natural Atlanta Gas Light Rate of return, restructuring
Gas Group and the issues, unbundling, rate
Georgia Textile design issues.
Manufacturers Assoc.

7/98 R-00984280  PA PG Energy, Inc. PGE Industrial Cost allocation.
Intervenors

8/98 U-17735 LA Louisiana Public Cajun Electric Revenue requirements.
Service Commission Power Cooperative

10/98 97-596 ME Maine Office of the Bangor Hydro- Return on equity, rate of return.
Public Advocate Electric Co.

10/98 U-23327 LA Louisiana Public SWEPCO, CSW and Analysis of proposed merger.
Service Commission AEP

12/98 98-577 ME Maine Office of the Maine Public Return on equity, rate of return.
Public Advocate Service Co.

12/98 U-23358 LA Louisiana Public Entergy Gulf Return on equity, rate of return.
Service Commission States, Inc.

3/99 98-426 KY Kentucky Industrial Louisville Gas Return on equity.
Utility Customers, Inc. and Electric Co

3/99 99-082 KY Kentucky Industrial Kentucky Utilities Return on equity.
Utility Customers, Inc. Co.

4/99 R-984554 PA T. W. Phillips T. W. Phillips Allocation of purchased
Users Group Gas and Qil Co. gas costs.

6/99 R-0099462 PA Columbia Industrial Columbia Gas Balancing charges.
Intervenors of Pennsylvania

10/99 U-24182 LA Louisiana Public Entergy Gulf Cost of debt.
Service Commission States,Inc.

J. KENNEDY AND ASSOCIATES, INC.
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10/99 R-00994782  PA Peoples Industrial Peoples Natural Restructuring issues.
Intervenors Gas Co.
10/99 R-00994781  PA Columbia Industrial Columbia Gas Restructuring, balancing
Intervenors of Pennsylvania charges, rate flexing, alternate fuel.
01/00 R-00994786  PA UGI Industrial UGI Utilities, Inc. Universal service costs,
Intervenors balancing, penalty charges, capacity
Assignment.
01/00 8829 MD Maryland Industrial Gr. Baltimore Gas & Revenue requirements, cost allocation,
& United States Electric Co. rate design.
02/00 R-00994788  PA Penn Fuel Transportation PFG Gas, Inc., and Tariff charges, balancing provisions.
05/00 U-17735 LA Louisiana Public Louisiana Electric Rate restructuring.
Service Comm. Cooperative
07/00 2000-080 KY Kentucky Industrial Louisville Gas Cost allocation.
Utility Consumers and Electric Co.
07/00 U-21453 LA Louisiana Public Southwestern Stranded cost analysis.
U-20925 (SC), Service Commission Electric Power Co.
U-22092 (SC)
(Subdocket E)
09/00 R-00005654  PA Philadelphia Industrial Philadelphia Gas Interim relief analysis.
And Commercial Gas Works
Users Group.
10/00 U-21453 LA Louisiana Public Entergy Gulf Restructuring, Business Separation Plan.
U-20925 (SC), Service Commission States, Inc.
U-22092 (SC)
(Subdocket B)
11/00 R-00005277  PA Penn Fuel PFG Gas, Inc. and Cost allocation issues.
(Rebuttal) Transportation Customers North Penn Gas Co.
12/00 U-24993 LA Louisiana Public Entergy Gulf Return on equity.
Service Commission States, Inc.
03/01 U-22092 LA Louisiana Public Entergy Gulf Stranded cost analysis.
Service Commission States, Inc.
04/01 U-21453 LA Louisiana Public Entergy Gulf Restructuring issues.
U-20925 (SC), Service Commission States, Inc.
U-22092 (SC)
(Subdocket B)
(Addressing Contested Issues)
04/01 R-00006042  PA Philadelphia Industrial and Philadelphia Gas Works Revenue requirements, cost allocation

Commercial Gas Users Group

and tariff issues.
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11/01 U-25687 LA Louisiana Public Entergy Gulf Return on equity.
Service Commission States, Inc.
03/02 14311-U GA Georgia Public Atlanta Gas Light Capital structure.
Service Commission
08/02 2002-00145  KY Kentucky Industrial Columbia Gas of Revenue requirements.
Utility Customers Kentucky
09/02 M-00021612  PA Philadelphia Industrial Philadelphia Gas Transportation rates, terms,
And Commercial Gas Works and conditions.
Users Group
01/03 2002-00169  KY Kentucky Industrial Kentucky Power Return on equity.
Utility Customers
02/03 02S-594E co Cripple Creek & Victor Aquila Networks — Return on equity.
Gold Mining Company WPC
04/03 U-26527 LA Louisiana Public Service Entergy Gulf States, Return on equity.
Commission Inc.
10/03 CV020495AB GA The Landings Assn., Inc. Utilities Inc. of GA Revenue requirement &
overcharge refund
03/04 2003-00433  KY Kentucky Industrial Louisville Gas & Return on equity,
Utility Customers Electric Cost allocation & rate design
03/04 2003-00434  KY Kentucky Industrial Kentucky Utilities Return on equity
Utility Customers
4/04 04S-035E Cco Cripple Creek & Victor Aquila Networks — Return on equity.
Gold Mining Company, WPC
Goodrich Corp., Holcim (U.S.)
Inc., and The Trane Co.
9/04 U-23327, LA Louisiana Public Service Southwestern Electric Fuel cost review
Subdocket B Commission Power Company
10/04 U-23327 LA Louisiana Public Service Southwestern Electric Return on Equity
Subdocket A Commission Power Company
06/05 050045-El FL South Florida Hospital Florida Power & Return on equity
and HeallthCare Assoc. Light Co.
08/05 9036 MD Maryland Industrial Baltimore Gas & Revenue requirement, cost
Group Electric Co. allocation, rate design, Tariff issues.
01/06 2005-0034 KY Kentucky Industrial Kentucky Power Co. Return on equity.

Utility Customers, Inc.
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03/06 05-1278- Wv West Virginia Energy Appalachian Power Return on equity.
E-PC-PW-42T Users Group Company
04/06 U-25116 LA Louisiana Public Service Entergy Louisiana, Transmission Issues
Commission LLC
07/06 U-23327 LA Louisiana Public Service Southwestern Electric Return on equity, Service quality
Commission Power Company
08/06 ER-2006- MO Missouri Office of the Kansas City Power Return on equity,
0314 Public Counsel & Light Co. Weighted cost of capital
08/06 06S-234EG (6]0] CFa&l Steel, L.P. & Public Service Company Return on equity,
Climax Molybdenum of Colorado Weighted cost of capital
01/07 06-0960-E-42T WV West Virginia Energy Monongahela Power & Return on Equity
Users Group Potomac Edison
01/07 43112 AK AK Steel, Inc. Vectren South, Inc. Cost allocation, rate design
05/07 2006-661 ME Maine Office of the Bangor Hydro-Electric Return on equity, weighted cost of capital.
Public Advocate
09/07 07-07-01 CT Connecticut Industrial Connecticut Light & Power Return on equity, weighted cost of capital
Energy Consumers
10/07 05-UR-103 WI Wisconsin Industrial Wisconsin Electric Power Co. Return on equity
Energy Group, Inc.
11/07 29797 LA Louisiana Public Service Cleco Power :LLC & Lignite Pricing, support of
Commission Southwestern Electric Power settlement
01/08 07-551-EL-AIR ~ OH Ohio Energy Group Ohio Edison, Cleveland Electric, ~ Return on equity
Toledo Edison
03/08 07-0585, IL The Commercial Group Ameren Cost allocation, rate design
07-0585,
07-0587,
07-0588,
07-0589,
07-0590,
(consol.)
04/08 07-0566 IL The Commercial Group Commonwealth Edison Cost allocation, rate design
06/08 R-2008-
2011621 PA Columbia Industrial Columbia Gas of PA Cost and revenue allocation,
Intervenors Tariff issues
07/08 R-2008- PA Philadelphia Area PECO Energy Cost and revenue allocation,
2028394 Industrial Energy Tariff issues

Users Group
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07/08 R-2008- PA PPL Gas Large Users PPL Gas Retainage, LUFG Pct.
2039634 Group
08/08 6680-UR- WI Wisconsin Industrial Wisconsin P&L Cost of Equity
116 Energy Group
08/08 6690-UR- Wi Wisconsin Industrial Wisconsin PS Cost of Equity
119 Energy Group
09/08 ER-2008- MO The Commercial Group AmerenUE Cost and revenue allocation
0318
10/08 R-2008- U.S. Steel & Univ. of Equitable Gas Co. Cost and revenue
2029325 PA Pittsburgh Med. Ctr. allocation
10/08 08-G-0609 NY Multiple Intervenors Niagara Mohawk Power Cost and Revenue allocation
12/08 27800-U GA Georgia Public Service Georgia Power Company CWIP/AFUDC issues,
Commission Review financial projections
03/09 ER08-1056 FERC Louisiana Public Service Entergy Services, Inc. Capital Structure
Commission
04/09 E002/GR-08- MN The Commercial Group Northern States Power Cost and revenue allocation and rate
1065 design
05/09 08-0532 IL The Commercial Group Commonwealth Edison Cost and revenue allocation
07/09 080677-El FL South Florida Hospital Florida Power & Light Cost of equity, capital structure,
and Health Care Association Cost of short-term debt
07/09 U-30975 LA Louisiana Public Service Cleco LLC, Southwestern Lignite mine purchase
Commission Public Service Co.
10/09 4220-UR-116  WI Wisconsin Industrial Northern States Power Class cost of service, rate design
Energy Group
10/09 M-2009- PA PP&L Industrial PPL Electric Utilities Smart Meter Plan cost allocation
2123945 Customer Alliance
10/09 M-2009- PA Philadelphia Area PECO Energy Company Smart Meter Plan cost allocation
2123944 Industrial Energy Users
Group
10/09 M-2009- PA West Penn Power West Penn Power Smart Meter Plan cost allocation
2123951 Industrial Intervenors
11/09 M-2009- PA Duquesne Duquesne Light Company Smart Meter Plan cost allocation
2123948 Industrial Intervenors
11/09 M-2009- PA Met-Ed Industrial Users Group ~ Metropolitan Edison, Smart Meter Plan cost allocation
2123950 Penelec Industrial Customer Pennsylvania Electric Co.,

Alliance, Penn Power Users
Group

Pennsylvania Power Co.
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03/10 09-1352- Wwv West Virginia Energy Users Monongahela Power Return on equity, rate of return
E-42T Group Potomac Edison
03/10 E015/GR-
09-1151 MN Large Power Intervenors Minnesota Power Return on equity, rate of return
04/10 2009-00459  KY Kentucky Industrial Utility Kentucky Power Return on equity
Consumers
04/10 2009-00548  KY Kentucky Industrial Utility Louisville Gas and Electric, Return on equity.
2009-00549 Consumers Kentucky Utilities
05/10 10-0261-E- Wwv West Virginia Appalachian Power Co./ EE/DR Cost Recovery,
Gl Energy Users Group Wheeling Power Co. Allocation, & Rate Design
05/10 R-2009- PA Columbia Industrial Columbia Gas of PA Class cost of service &
2149262 Intervenors cost allocation
06/10 2010-00036  KY Lexington-Fayette Urban Kentucky American Return on equity, rate of return,
County Government Water Company revenue requirements
06/10 R-2010- PA PP&L Industrial Customer PPL Electric Utilities Rate design, cost allocation
2161694 Alliance
0710 R-2010- PA Philadelphia Area Industrial PECO Energy Co. Return on equity
2161575 Energy Users Group
0710 R-2010- PA Philadelphia Area Industrial PECO Energy Co. Cost and revenue allocation
2161592 Energy Users Group
0710 9230 MD Maryland Energy Group Baltimore Gas and Electric Electric and gas cost and revenue
allocation; return on equity
09/10 10-70 MA University of Massachusetts- Western Massachusetts Cost allocation and rate design
Amherst Electric Co.
10/10 R-2010- PA Duquesne Industrial Duquesne Light Company Cost and revenue allocation,
2179522 Intervenors rate design
1110 P-2010- PA West Penn Power West Penn Power Co. Transmission rate design
2158084 Industrial Intervenors
1110 10-0699- Wwv West Virginia Energy Appalachian Power Co. & Return on equity, rate of
E-42T Users Group Wheeling Power Co. Return
1110 10-0467 IL The Commercial Group Commonwealth Edison Cost and revenue allocation and
rate design
04/11 R-2010- PA Central Pen Gas UGI Central Penn Gas, Inc. Tariff issues,
2214415 Large Users Group revenue allocation
07111 R-2011- PA Philadelphia Area PECO Energy Retainage rate
2239263 Energy Users Group
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08/11 R-2011- PA AK Steel Pennsylvania-American Rate Design
2232243 Water Company
08/11 11AL-151G co Climax Molybdenum PS of Colorado Cost allocation
09/11 11-G-0280 NY Multiple Intervenors Corning Natural Gas Co. Cost and revenue allocation
10/11 4220-UR-117  WI Wisconsin Industrial Energy Northern States Power Cost and revenue allocation, rate design
Group
02/12 11AL-947E co Climax Molybdenum, Public Service Company Return on equity, weighted cost of capital
CF&l Steel of Colorado
07112 120015-El FL South Florida Hospitals and Florida Power and Light Co, Return on equity, weighted cost of capital
Health Care Association
0712 12-0613-E-PC WV West Virginia Energy Users American Electric Power/APCo  Special rate proposal for Century
Group Aluminum
0712 R-2012- PA PP&L Industrial Customer PPL Electric Utilities Corp. Cost allocation
2290597 Alliance
09/12 05-UR-106 WiI Wisconsin Industrial Wisconsin Electric Power Co. Class cost of service, cost and revenue
Energy Group allocation, rate design
09/12 2012-00221 KY Kentucky Industrial Louisville Gas and Electric, Return on equity.
2012-00222 Utility Consumers Kentucky Utilities
10/12 9299 MD Maryland Energy Group Baltimore Gas & Electric Cost and revenue allocation, rate design
Cost of equity, weighted cost of capital
1012 4220-UR-118  WI Wisconsin Industrial Northern States Power Class cost of service, cost and revenue
Energy Group Company allocation, rate design
10/12 473-13-0199  TX Steering Committee of Cities Cross Texas Transmission, Return on equity,
Served by Oncor LLC capital structure
01113 R-2012- PA Columbia Industrial Columbia Gas of Pennsylvania Cost and revenue allocation
2321748 et al. Intervenors
02/13 12AL-1052E  CO Cripple Creek & Victor Gold Black Hills/Colorado Electric Cost and revenue allocations
Mining, Holcim (US) Inc. Utility Company
06/13 8009 VT IBM Corporation Vermont Gas Systems Cost and revenue allocation,
rate design
07113 130040-El FL WCF Hospital Utility Tampa Electric Co. Return on equity, rate of return
Alliance
08/13 9326 MD Maryland Energy Group Baltimore Gas and Electric Cost and revenue allocation, rate design,

special rider

J. KENNEDY AND ASSOCIATES, INC.



Expert Testimony Appearances

of

Richard A. Baudino
As of May 2016

Exhibit  (RAB-1)
Page 14 of 15

Date Case Jurisdict. Party Utility Subject
08/13 P-2012- PA PP&L Industrial Customer PPL Electric Utilities, Corp. Distribution System Improvement Charge
2325034 Alliance
09/13 4220-UR-119  WI Wisconsin Industrial Energy Northern States Power Co. Class cost of service, cost and revenue
Group allocation, rate design
1113 13-1325-E-PC - WV West Virginia Energy Users American Electric Power/APCo  Special rate proposal, Felman Production
Group
06/14 R-2014- PA Columbia Industrial Intervenors ~ Columbia Gas of Pennsylvania Cost and revenue allocation, rate design
2406274
08/14 05-UR-107 WI Wisconsin Industrial Energy Wisconsin Electric Power Co. Cost and revenue allocation, rate design
Group
10/14 ER13-1508 FERC Louisiana Public Service Comm. Entergy Services, Inc. Return on equity
etal.
11114 14AL-0660E  CO Climax Molybdenum Co. and Public Service Co. of Colorado Return on equity, weighted cost of capital
CFI Steel, LP
11114 R-2014- PA AK Steel West Penn Power Company Cost and revenue allocation
2428742
12/14 42866 > West Travis Co. Public Travis County Municipal Response to complain of monopoly
Utility Agency Utility District No. 12 power
3/15 2014-00371 Kentucky Industrial Utility Louisville Gas & Electric, Return on equity, cost of debt,
2014-00372  KY Customers Kentucky Utilities weighted cost of capital
3/15 2014-00396  KY Kentucky Industrial Utility Kentucky Power Co. Return on equity, weighted cost of capital
Customers
6/15 15-0003-G-42T WV West Virginia Energy Users Gp.  Mountaineer Gas Co. Cost and revenue allocation,
Infrastructure Replacement Program
915 15-0676-W-42T WV West Virginia Energy Users Gp.  West Virginia-American Appropriate test year,
Water Company Historical vs. Future
9/15 15-1256-G-
390P Wwv West Virginia Energy Users Gp.  Mountaineer Gas Co. Rate design for Infrastructure
Replacement and Expansion Program
10/15 4220-UR-121  WI Wisconsin Industrial Energy Gp.  Northern States Power Co. Class cost of service, cost and revenue
allocation, rate design
12/15 15-1600-G- Rate design and allocation for
390P Wwv West Virginia Energy Users Gp.  Dominion Hope Pipeline Replacement & Expansion Prog.
12/15 45188 > Steering Committee of Cities Oncor Electric Delivery Co. Ring-fence protections for cost of capital

Served by Oncor
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2/16 9406 MD Maryland Energy Group Baltimore Gas & Electric Cost and revenue allocation, rate design,
proposed Rider 5

3/16 39971 GA GA Public Service Comm. Southern Company / Credit quality and service quality issues
Staff AGL Resources

04/16 2015-00343  KY Kentucky Office of the Cost of equity, cost of short-term debt,
Attorney General Atmos Energy capital structure

05/16 16-G-0058 Brooklyn Union Gas Co., Cost and revenue allocation, rate design,

16-G-0059 NY City of New York KeySpan Gas East Corp. service quality issues
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PROPOSED TEMPERATURE CONTROLLED RATE DESIGN
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2015118

— |
*C017
___ BROOKLYN COLLEGE CUNY Y
DCAS 1of 1
1 CENTRE STREET, 17FL
NEW YORK, NY 10007
Please Pay
Upon Receipt
_ 213,994.63 H
BROOKLYN COLLEGE CUNY May 26 '15 Apr 27 '15
1325 OCEAN AVE SCH I v P
BROOKLYN,NY 6G2
11230 TC Government
CURRENT BILL ITEMIZED SUMMARY OF CHARGES
In 29 days you used 308467 therms: Total Current Charges $213,994.63
Amount Due Last Bill 67,891.96
Mar 25 2015 reading ACTUAL 263859 Your Total Payments Since
Feb 24 2015 reading ACTUAL 234397 Last Bill. Thank You! -67.891.96

Meter multiplier is 10.0 -CCF used 29462
CCF Used for METER# 13002946 294620

Thermal Factor x1.0470
Total therms used 308467

Your Cost is determined as follows:

Minimum Charge $291.72
(First 9.7 therms or less)

Next 308457.3 @ $.6916 213,329.07
MTA Surcharge 373.84
SUB-TOTAL $213,994.63
MTA Surcharge .00
Sales Tax 00

.0000 % Sales Tax on Gas Delivery_ 00

TOTAL CURRENT CHARGES $213,994.63

Please Pay Upon Receipt  $213,994.63

IMPORTANT MESSAGES

your balance, submit

meter readings. The code above provides free, instant access with "My
Account" - visit www.nationalgridus.com. Many automated services are also

available at the telephone number above.

The amount due shown above is included as part of the balance shown on
your Summary Bill, which combines multiple bills into one convenient
statement. Please refer to your Summary Bill account number_

for the total due at this time. Thank You!

Nothing beats the reliability of natural gas. It's always there when you
need it. Over 90% of our supply is produced right here in North America.
It's the clean, efficient, and safe choice for cooking, heating and many

other uses.

We sincerely appreciate the prompt way you pay your bills.

An electronic meter reading device provides us with your actual meter

reading.
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Date of Request: March 31, 2016 City of New York Request No. CNY-127 KS-127
Due Date: April 11, 2016 KEDNY/KEDLI Reg. No. BULI-382

KEY SPAN GAS EAST CORPORATION d/b/aNATIONAL GRID
THE BROOKLYN UNION GAS COMPANY d/b/aNATIONAL GRID NY

Case 16-G-0058 K eySpan Gas East Corporation d/b/a National Grid
Case 16-G-0059 The Brooklyn Union Gas Company d/b/aNational Grid NY

Request for Information

FROM: CNY, Kimberly Schaffer
TO: National Grid, Rate Design Panel
Request:

Note: In these interrogatories, any request for workpapers or supporting calculations
should be construed as requesting any Excel or other computer spreadsheet models in
electronic format with all formulaeintact.

KEDNY AND KEDLI:

127. For the following questions, please refer to page 3 of the Order Regarding Tariff
Filings issued on August 20, 2008 in Case Nos. 06-G-1185 and 06-G-1186.

a Is KEDNY proposing to continue charging TC/Interruptible customers
“the incremental cost of gas’?

b. If the answer to part a. is yes, please explain why such achargeis
justified.
C. If the answer to part a. is no, please explain how KEDNY intendsto

charge for the cost of gasto TC/Interruptible customers.

d. IsKEDLI proposing to continue charging TC/Interruptible customers “the
incremental cost of gas’?

e If the answer to part d. isyes, please explain why such achargeis
justified.
f. If the answer to part d. is no, please explain how KEDLI intends to charge

for the cost of gas to TC/Interruptible customers.

Form 103
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Response:
127. a KEDNY is proposing to continue to charge TC/IT customer “the incremental cost
of gas.”
b. The commodity cost of gasis a pass through charge, meaning the Company
charges the customer for the cost it incurs for gas on behalf of the customer.
C. N/A
d. KEDLI is proposing to continue to charge TC/IT customer “the incremental cost
of gas.”
e The commodity cost of gasis a pass through charge, meaning the Company
charges the customer for the cost it incurs for gas on behalf of the customer.
f. N/A
Name of Respondent: Date of Reply:
Dawn Herrity April 8, 2016

Form 103
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Page 1 of 2
Date of Request: March 24, 2016 City of New York Request No. CNY-106 KS-106
Due Date: April 4, 2016 KEDNY/ KEDLI Reqg. No. BULI-318

KEYSPAN GAS EAST CORPORATION d/b/a NATIONAL GRID
THE BROOKLYN UNION GAS COMPANY d/b/a NATIONAL GRID NY

Case 16-G-0058 KeySpan Gas East Corporation d/b/a National Grid
Case 16-G-0059 The Brooklyn Union Gas Company d/b/a National Grid NY

Request for Information

FROM: CNY, Kimberly Schaffer
TO: National Grid, Rate Design Panel
Request:

Note: In these interrogatories, any request for workpapers or supporting calculations
should be construed as requesting any Excel or other computer spreadsheet models in
electronic format with all formulae intact.

Rate Design Panel (KEDNY):

106. Please refer to page 42, lines 1 through 8, of the Panel’s pre-filed direct
testimony. For each of the four listed components of the MFC charge, please
provide a detailed explanation as to why the Company proposes to apply each
component to TC and IT rates.

Response:

The Company is proposing to recover four components of the MFC from TC and IT customers:
gas supply procurement, return requirement on working capital, commaodity related uncollectible
costs, and commaodity related credit and collections expenses.

The Company is proposing to recover the costs associated with gas supply procurement and a
return requirement on working capital because these two components are costs that the Company
incurs to purchase supply on behalf of all of its sales customers. The gas supply procurement
component includes both direct and allocated costs associated with the procurement of supply.
The return requirement on working capital related to purchased gas expense reflects the number
of days between the time the Company pays its suppliers for gas purchases and the time the
Company receives payments from its customers.

Form 103
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In addition, the Company is proposing to recover commodity related uncollectible costs and
commodity credit and collections costs from the TC and IT customers. The Company incurs
commodity related costs for its sales customers that are either in arrears or are subsequently
written off as uncollectible.

As explained previously in the Company’s response to CNY-10, MFC costs are removed from
the revenue requirement for each service class before base delivery rates are designed. The MFC
is recovered outside of base delivery rates and is only paid by customers that take supply from
the Company. Because the Company is proposing to move TC and IT customers to a cost based
rate, TC and IT customers would avoid paying a portion of the costs allocated to them in the
Embedded Cost of Service Study, which is inconsistent with how the Company treats all other
customers whose rates are cost based. For these reasons, it is appropriate to charge the four
components of the MFC described on page 42 of the Rate Design Panel’s direct testimony to
recover the total costs to serve these customers.

Name of Respondent: Date of Reply:
Pamela Dise April 4, 2016

Form 103



EXHIBIT __ (RAB-6)




45%

35%

25%

20%

15%

5%

0%

0%
33%
28%
243
23% 23% .
275
1% 2% 212% 21%
20% 0% 19% 19% 19%

May-14 Jun-14

NGrid

Estimated Read History

Jul-14  Aug-14 Sep-14 Oct-14 Nov-14 Dec-14

Jan-15

Feb-15

Mar-15 Apr-15 May-15 lun-15

Jul-15  Aug-15 Sep-15 0Oct-15 Now-15 Dec-15

lan-16 Feb-16

(9-gv¥) nquxg



# SPILMAN THOMAS & BATTLE n.

ATTORNEYS AT LAW
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304.340.3867
sriggsgoepilmaniaw.com

August 18, 2016

VIA HAND DELIVERY

Ms. Ingrid Ferrell

Executive Secretary

Public Service Commission of West Virginia

201 Brooks Street .
Charleston, WV 25301

Re: CASE NO. 16-0073-E-C
CONSTELLIUM ROLLED PRODUCTS RAVENSWOOD,
LLC, Complainant, v. APPALACHIAN POWER COMPANY, a
public utility, Defendant,

Dear Ms. Ferrell:

Pursuant to the August 17, 2016, Order issued by the Public Service Commission of West
Virginia, please find enclosed for filing in the above-referenced case, on behalf of Constellium Rolled
Products Ravenswood, LLC ("Constellium-Ravenswood"), an original and twelve (12) copies of the
REVISED "Direct Testimony and Exhibits of Richard A. Baudino" and the REVISED REDACTED
VERSIONS of the "Direct Testimony and Exhibit of Victus Rose,” and "Direct Testimony of Derek
Scantlin."”

Please contact me if you have any questions concerning this filing.

Sincerely,

Lee F. Feinberg (WV State Bar No. 1173)
Susan J. Riggs (WV State Bar No. 5246)

lfeinberg@spilmanlaw.com
sriggs@spilmanlaw.com

Derrick Price Williamson

Barry A. Naum (WV State Bar No. 12791)
dwilliamson@spilmanlaw.com
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Carrie M. Harris (WV State Bar No. 11324)
charris@spilmanlaw.com

Counsel to Constellium Rolled Products Ravenswood,
LLC
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c: Certificate of Service

Spilman Center { 300 Kanawha Boulevard, East i Post Office Box 273 | Charleston, West Virginia 25321-0273
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and Exhibits of Richard A. Baudino" and REVISED REDACTED VERSIONS of the "Direct
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PUBLIC SERVICE COMMISSION
OF WEST VIRGINIA
CHARLESTON
CASE NO. 16-0073-E-C
CONSTELLIUM ROLLED PRODUCTS RAVENSWOOD, L1.C,
Complainant,

V.

APPALACHIAN POWER COMPANY,
a public utility,

Defendant.

DIRECT TESTIMONY OF RICHARD A. BAUDINO

[REVISED]
Q. Please state your name and business address.
A. My name is Richard A. Baudino. My business address is J. Kennedy and Associates, Inc.

("Kennedy and Associates"), 570 Colonial Park Drive, Suite 305, Roswell, Georgia 30075.

Q. What is your occupation and by whom are you employed?

I am a consultant to J. Kennedy and Associates.

Q. Please describe your education and professional experience.
A. I received my Master of Arts degree with a major in Economics and a minor in Statistics
from New Mexico State University in 1982. I also received my Bachelor of Arts Degree

with majors in Economics and English from New Mexico State in 1979.

{00439569.1}
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Page 2

I began my professional career with the New Mexico Public Service Commission Staff in
October 1982 and was employed there as a Utility Economist. During my employment with
the Staff, my responsibilities included the analysis of a broad range of issues in the
ralemaking field. Areas in which I testified included cost of service, rate of return, rate

design, revenue requirements, analysis of sale/leasebacks of generating plants, utility finance

issues, and generating plant phase-ins.

In October 1989, I joined the utility consulting firm of Kennedy and Associates as a Senior
Consultant where my duties and responsibilities covered substantially the same areas as those
during my tenure with the New Mexico Public Service Commission Staff. I became
Manager in July 1992 and was named Director of Consulting in January 1995. Currently, I

am a consultant with Kennedy and Associates.
Exhibit (RAB-1) summarizes my expert testimony experience.
On whose behalf are you testifying?

[ am testifying on behalf of Constellium Rolled Products Ravenswood, LLC ("Constellium-

Ravenswood").

J. Kennedy and Associates, Inc.
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What is the purpose of your Direct Testimony?
The purpose of my Direct Testimony is to address the attempt by Appalachian Power

Company ("APCo" or "Company") to assess a security deposit of $1,766,000 on

Constellium-Ravenswood.

Please summarize your conclusions and recommendations to the Commission.

The Public Service Commission of West Virginia ("Commission") should order APCo to
withdraw its demand for Constellium-Ravenswood to pay the Company a security deposit.
As I shall demonstrate, APCo's demand is arbitrary and capricious, violates certain
Commission Rules governing security deposits, and violates the current contract between
APCo and Constellium-Ravenswood. APCo's proposed security deposit is an onerous
financial obligation for Constellium-Ravenswood and APCo's threatened service termination
would harm Constellium-Ravenswood's West Virginia operations as well as threaten the
economic wellbeing of the employees that work for Constellium-Ravenswood. APCo's
attempt to extract a $1.8 million security deposit from Constellium-Ravenswood is therefore

1

unjust and unreasonable.

Please provide a brief description of the Constellium-Ravenswood operation in West
Virginia.

Constellium-Ravenswood is a West Virginia corporation with its principal placé of business
located at 859 Century Road, P.O. Box 68, Ravenswood, West Virginia, 26164-0068.

Constellium-Ravenswood began operations in Ravenswood in 1957, and is currently one of

J. Kennedy and Associates, Inc.
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the largest rolled aluminum products facilities in the world, producing plate, sheet, and coil
aluminum products for a wide range of industrial uses, including aerospace, defense,
transportation, and marine. Constellium-Ravenswood currently has approximately 1,100
employees, the majority of whom are members of the United Steelworkers union, and annual
payroll of approximately $78.4 million. In addition to the significant workforce that
Constellium-Ravenswood employs in the State of West Virginia, Constellium-Ravenswood

also contributes to the economy of West Virginia through the payment of over $5 million

annually in state and local taxes.

Briefly summarize the events that led to Constellium-Ravenswood filing its Complaint.
I understand that on November 10, 2015, after periodic discussions and refusals by
Constellium-Ravenswood to remit a security deposit, that APCo conveyed to Constellium-
Ravenswood a demand for payment of $1,776,000 as a security deposit. APCo claimed that
Constellium-Ravenswood represents a financial risk to APCo. APCo's demand failed to
include any indication of how long the security deposit would be held or under what terms, if
any, it would be released. As part of its demand, APCo threatened to issue a Discontinué
Notice to terminate service if Constellium-Ravenswood did not pay the security deposit

within twenty (20) days of any invoiced due date.

J. Kennedy and Associates, Inc.
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Page 5

Mr. Baudino, does APCo have any grounds for assessing its proposed $1,776,000
security deposit on Constellium-Ravenswood?

No, it has no grounds whatsoever to assess its proposed security deposit on Constellium-

Ravenswood. The remainder of my Direct Testimony will show that APCo's proposed

security deposit (1) violates certain Commission Rules and (2) violates the currently effective

Service Contract ("Special Contract") between APCo and Constellium-Ravenswood. Asa

result, APCo's proposed security deposit under threat of termination is unjust and

unreasonable.

Please summarize Commission Rule 4.2.a.1.

Rule 4.2.a.1. of the Commission's Rules for the Government of Electric Utilities (the
"Electric Rules") establishes the standards by which electric utilities may collect security
deposits from customers. 150 CSR 3, § 4.2.a.1. Under Rule 4.2.a.1., the only standard
necessary for a customer to demonstrate that it meets appropriate financial security and

responsibility is the timely payment of twelve (12) consecutive utility bills for service.

Has Constellium-Ravenswood made timely payment of 12 consecutive bills for service?
Yes. In fact, Constellium-Ravenswood has now made timely payment to APCo of well over
36 consecutive monthly bills for its electric service. Constellium-Ravenswood has not only
met, but has significantly surpassed the minimum number of consecutive bhill payments
necessary under Commission Rule 4.2.a.1. to demonstrate its financial fitness in relation to

security deposit requirements.

J. Kennedy and Associates, Inc.
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Does APCo's demand for a security deposit of $1.8 million from Constellium-
Ravenswood constitute a violation of Commission Rule 4.2.a.1.7?

Yes, in my opinion, APCo's demand is clearly contrary to Commission Rule4.2.a.1., and the

Commission should reject it on this basis alone.

Please describe Commission Rule 4.2.a.6.
Rule 4.2.a.6. states, "All utilities that collect security deposits must do so in a non-

discriminatory manner."

Does APCo's demand for a security deposit of $1.8 million from Constellium-
Ravenswood constitute a violation of Commission Rule 4.2.a.6.?

Based on my review of the evidence in this case and of the evidence in the proceeding on
APCo's recent request for new terms and conditions of service related to non-residential
security deposits at Case No. 15-1673-E-T, I believe that it does. APCo has acknowledged in
Case No. 15-1673-E-T that it has requested security deposits from certain large non-
residential customers on the basis of assessments of the credit-worthiness of those customers
using the criteria proposed in that proceeding. APCo further acknowledged in that
proceeding that these efforts are targeted specifically at non-residential customers with over
$3 million in annual revenues, despite also claiming that bad debt charge-offs are a system-

wide problem.

J. Kennedy and Associates, Inc.
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In my opinion, it is unduly discriminatory to target a small, select group of customers for
security payments intended to address an alleged system-wide bad debt charge-off problem.
APCo's attempt to extract a security deposit from Constellium-Ravenswood is clearly
reflective of that unduly discriminatory conduct. Furthermore, the evidence in Case No. 15-
1673-E-T shows that such efforts to avoid bad debt charge-offs from large non-residential

customers like Constellium-Ravenswood is simply not needed, as these customers continue

to subsidize the bad debt of other rate classes.

Please describe Commission Rule 4.2.b.

Rule 4.2.b. of the Commission's Electric Rules establishes the standards by which electric
utilities may obtain a guaranty agreement signed by a financially responsible guarantor of a
customer. 150 CSR 3, § 4.2.b. Rule 4.2.b.2. specifically states, in part, that such a guaranty
agreement "shall terminate after the customer has satisfactorily paid bills for service for
twelve consecutive months," and provides that electric utilities may only require a new

guaranty agreement or cash deposit "where experience indicates that a cash deposit or a new

guaranty agreement is reasonably necessary to secure the utility from loss." (Emphasis
added.)

How would Rule 4.2.b apply to Constellium-Ravenswood, if at all.

In my view, this Rule does not apply due to the special contract that exists between APCo
and Constellium-Ravenswood; however, if APCo relied on this Rule in an attempt to extract

a security deposit from Constellium-Ravenswood, then the Company did so in violation of

J. Kennedy and Associates, Inc.
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the Rule. Constellium-Ravenswood has submitted timely payment of its bills for 36

consecutive months, which far surpasses the 12-month requirement of the Rule.

Furthermore, there is no experience cited by APCo that indicates that a cash deposit or new
guaranty agreement is reasonable and/or necessary, as required by Rule 4.2.b.2. Indeed, the
only relevant experience between Constellium-Ravenswood and APCo demonstrably proves
that Constellium-Ravenswood is a customer in good standing and, as I mentioned earlier, has

remitted payments for its APCo bills for well over 36 consecutive months.

Are you familiar with the Special Contract between APCo and Constellium-
Ravenswood?

Yes, I have reviewed the Special Contract. I will now address certain Articles of this Special
Contract that bear on the current situation with respect to APCo's demand for a security
deposit. These are Articles 11, 12.3, 14.2, and 16.2.

Briefly describe Article 11 of the Special Contract.

Article 11 of the Special Contract details all of the various components that are to be used to
determine the monthly bill paid by Constellium-Ravenswood to APCo. This article does not

contemplate or include any computation of a security deposit.

J. Kennedy and Associates, Inc.
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Does Article 11 contain any provision for the collection of a security deposit from
Constellium-Ravenswood?

No, it does not. I conclude from this fact that APCo's attempt at extracting a security deposit

from Constellium-Ravenswood violates the terms of Article 11 of the Special Contract.

Briefly describe Article 12.3 of the Special Contract.
Article 12.3 of the Special Contract specifies the basis upon which APCo may terminate or
suspend service to Constellium-Ravenswood if Constellium-Ravenswood fails or refuses to

pay the monthly bill conveyed by APCo under Article 11.2 of the Special Contract.

Does Article 12.3 contain any provision for the collection of a security deposit from
Constellium-Ravenswood?

No, it does not. I conclude from this fact that APCo's attempt at extracting a security deposit
from Constellium-Ravenswood violates the terms of Article 12.3 of the Special Contract.
Briefly describe Article 14.2 of the Special Contract.

Article 14.2 of the Special Contract states, "To the extent not specifically modified by this
Special Contract, APCo's Terms and Conditions of Service, on file with the Commission, are

incorporated herein by reference and made a part hereof."
Article 14.2 of the Special Contract also states, "In the event of a conflict between the
provisions of this Special Contract and the provisions of the Company's [APCo's] Terms and

Conditions of Service, the provisions of this Special Contract shall control."

J. Kennedy and Associates, Inc.
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Do APCo's Terms and Conditions of Service currently on file with the Commission
require a customer to demonstrate credit worthiness?

No. APCo's Terms and Conditions of Service (as referenced in Article 14.2 of the Special

Contract) currently on file with the Commission do not require a customer to demonstrate

credit-worthiness or to establish any other metric of financial stability beyond the timely

payment of twelve (12) consecutive bills for service.

How does the second section you quoted from Article 14.2 of the Special Contract apply
with respect to APCo's attempt to extract a security deposit from Constellium-
Ravenswood?

Constellium-Ravenswood's Special Contract with APCo does not require payment of a
security deposit by Constellium-Ravenswood. At the time that Constellium-Ravenswood
and APCo entered into the Special Contract, APCo did not demand a security deposit nor did
APCo apply the security deposit criteria that it now attempts to apply to Constellium-
Ravenswood's service. At no time during the initial term of the Special Contract or in
relation to renewal of the Special Contract did APCo ever demand payment of a security
deposit. Since there is no language regarding a security deposit in the Special Contract,
APCo cannot attempt to use the Commission Rules against Constellium-Ravenswood to

demand a security deposit that was not contemplated in the Special Contract.

However, as I demonstrated earlier, even if APCo is attempting to use the Commission Rules

to obtain a security deposit from Constellium-Ravenswood, then no security deposit could be

J. Kennedy and Associates, Inc.
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applied to Constellium-Ravenswood because it has submitted over 36 months of consecutive

timely bill payments to APCo.

Briefly describe Article 16.2 of the Special Contract.
Article 16.2 of the Special Contract states that "[t}he Company [APCo] and the Customer
[Constellium-Ravenswood] agree that this Special Contract reflects the steps required to

insure adequate service to the Customery[.]"

There is no other provision within the Special Contract requiring Constellium-Ravenswood
to provide APCo with any other assurance or consideration to insure adequate electric
service. This includes providing a security deposit from Constellium-Ravenswood to APCo.
Did APCo apply is credit worthiness standards and analyses to the Constellium-
Ravenswood operations?

No, it did not. In its correspondence with personnel at Constellium-Ravenswood dated July
17, 2015, the Company stated that it had reviewed "assessments . . . made by commercial
ratings agencies . . . such as Moody's, Standard and Poor's and other[]" commercial rating
agencies of Consfellium-Ravenswood's indirect parent company, Constellium N.V. APCo
also stated that it relied on an unspecified "tool developed to forecast the probability of
bankruptcy" by Constellium N.V. APCo admits that it "took action" in demanding a security
deposit from Constellium-Ravenswood "based on these analyses," which were analyses of

Constellium N.V. Please refer to Exhibit _ (RAB-2) for a copy of this communication.

J. Kennedy and Associates, Inc.
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Is it reasonable for APCo to evaluate the credit worthiness of Constellium-Ravenswood
based on assessments of its indirect parent company?

No, it is not reasonable. Constellium-Ravenswood itself'is not a publicly traded corporation

and does not have independent credit ratings. Constellium N.V. is the indirect parent of

Constellium-Ravenswood and is removed from Constellium-Ravenswood by three

intermediate tiers of corporate hierarchy. Absent an analysis specific to the Constellium-

Ravenswood operation, there is no way for APCo to determine the credit worthiness of the

Constellium-Ravenswood operations based on Constellium N.V.'s credit ratings.

Furthermore, APCo failed to provide any specific, objective and transparent tests that it
applied as the basis of its demand for a security deposit from Constellium-Ravenswood. The
lack of any specific, objective, and transparent tests lends itself to the unfettered discretion of
APCo to subjectively apply its so-called assessments in whatever manner and at any time of
its choosing, and to do so without any procedural recourse by a customer, short of filing a
Motion for Stay and/or a Complaint as Constellium-Ravenswood has done in this
proceeding. APCo's customers cannot know if or when new security deposits will be
demanded, on what basis deposits will be retained, or for how long they will be retained.
The absence of the specific criteria and transparent methodology means that APCo could, on
its own volition, collect and retain deposits indefinitely, or serially collect and refund
deposits indefinitely. In other words, APCo would have free rein to assess and retain security

deposits with no Commission review for reasonableness.

J. Kennedy and Associates, Inc.
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To make matters worse, in its July 17, 2015, correspondence to Constellium-Ravenswood,

APCo also stated and claimed that it could require a security deposit "at any time, from any

customer, for any reason." The fact of the matter is that APCo cannot require a security

deposit "for any reason" any time its wishes. APCo's actions with respect to security deposits
must be governed by the Commission's Rules regarding security deposits. APCo's rules
governing customer security deposits are outlined on Sheet No. 3-1 of APCo's current
Commission-approved tariff. According to Sheet No. 3-1, the only standard necessary for a
customer to demonstrate that it meets appropriate financial security and responsibility is the
timely payment of twelve (12) consecutive utility bills for service. Nothing in APCo's
current Commission-approved tariff permits APCo to require a customer to demonstrate
financial security or responsibility through the use of financial information, credit
worthiness, or other measurements of either a customer or a customer's parent corporation.
Sheet 3-1 does not allow for APCo to assess security deposits at any time and for any reason
it wishes. As a regulated monopoly provider of electric service in West Virginia, APCo

simply cannot charge anything it wants for any reason it comes up with.

Is it appropriate to use a parent company to ascertain the credit worthiness of a
subsidiary or division within a larger company, such as Constellium N.V.?

It most definitely is not appropriate. Circumstances within a larger parent company may
affect that parent company's financial performance in many different ways that have nothing

to do with a subsidiary or operating division within that parent. A holding company may be

J. Kennedy and Associates, Inc.
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in bankruptcy while its subsidiaries are financially healthy and have investment grade credit

ratings.

For example, I was recently involved in a proceeding in Texas that involved a proposed
restructuring of Oncor and its parent, Energy Future Holdings ("EFH").! EFH is a holding
company that owns, among other things, Oncor, the largest transmission and distribution
utility in Texas. EFH filed for bankruptcy protection in 2014; however, Oncor ié. a
financially healthy operating company with current bond ratings of A from Standard and
Poor's and Baal from Moody's. These are solid investment grade bond ratings. Even in the
utility industry, it is abundantly clear that one should not make assumptions about the credit
worthiness of a subsidiary based on the financial condition of the parent company.

Are you aware of any information with respect to the economic viability of the
Constellium-Ravenswood operations?

Yes. Please refer to the Fourth Quarter and Full Year 2015 — Earnings Call document
contained in Exhibit_ (RAB-3). On page 7, Constellium stated that 2015 was a record year
for Adjusted EBITDA (Earnings Before Interest, Taxes, Depreciation, and Amortization) for

Ravenswood.

! Public Utility Commission of Texas Docket No. 45188,

J. Kennedy and Associates, Inc.
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Could APCo's demand of a $1.8 million security deposit have adverse consequences for
Constellium-Ravenswood and its West Virginia employees?

Yes. Other Constellium-Ravenswood witnesses will testify to the economic impact of the

proposed security deposit. It is certainly not economically justified given the fact that

Constellium-Ravenswood has now made well over 36 months of consecutive timely

payments to APCo, and is still doing so to my knowledge.

A more chilling aspect of APCo's demand is its threat to discontinue service to Constellium-
Ravenswood if the Company does not receive its $1.8 million security deposit. In such an
event, APCo would be responsible for working a hardship not only on a customer in good
standing such as Constellium-Ravenswood, but on the 1,100 West Virginia employees who
work for the company. Obviously, Constellium-Ravenswood would not be able to continue
its operations if APCo shut off its electricity. This could throw 1,100 West Virginia
employees out of work indefinitely. In this regard, APCo's threat is astoundingly draconian
and dangerously insensitive to the potentially devastating economic consequences of its
actions. Utilities in the state of West Virginia, or in the entire United States for that matter,

should not be allowed to operate in this manner.

I strongly recommend that the Commission order APCo to drop its demanded security

deposit in order to protect the interests not only of Constellium-Ravenswood, but to protect

the people of West Virginia as well.

J. Kennedy and Associates, Inc.
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In its Order dated June 2,2016, the Commission noted on page 4: "It is not unusual for
the Commission, in carrying out its legislative duties, to face statutory or regulatory
language that does not offer specific guidance as to how it is to be interpreted or
applied. When we encounter those situations, we typically use reasonableness as the
test." Is APCo's attempt to demand a security deposit with the threat of service
termination reasonable, particularly when balanced against the potential harm to
Constellium-Ravenswood?
No. APCo's demand for a security deposit under threat of service termination is
unreasonable and unjust for all of the reasons I have explained previously in my Direct
Testimony, especially considering Constellium-Ravenswood's impeccable payment history
and the potential that APCo's security deposit could adversely impact Constellium-
Ravenswood's business, employees, customers, vendors, suppliers, and the West Virginia
economy, as further outlined by Constellium-Ravenswood witness Mr. Derek Scantlin. 1

strongly recommend that the Commission reject APCo's attempt to assess its proposed $1.8

million security deposit on Constellium-Ravenswood.

Does this conclude your Direct Testimony?

Yes.

J. Kennedy and Associates, Inc.
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RESUME OF RICHARD A. BAUDINO

EDUCATION

New Mexico State University, M.A,
Major in Economics
Minor in Statistics

New Mexico State University, B.A.

Economics
English

Thirty-two years of experience in utility ratemaking and the application of principles of economics to the

regulation of electric, gas, and water utilities. Broad based experience in revenue requirement analysis, cost
of capital, rate of return, cost and revenue allocation, and rate design.

REGULATORY TESTIMONY

Preparation and presentation of expert testimony in the areas of:

Cost of Capital for Electric, Gas and Water Companies

Electric, Gas, and Water Utility Cost Allocation and Rate Design
Revenue Requirements

Gas and Electric industry restructuring and competition

Fuel cost auditing

Ratemaking Treatment of Generating Plant Sale/Leasebacks
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EXPERIENCE
1989 to
Present: Kennedy and Associates: Consultant - Responsible for consulting assignments in the

area of revenue requirements, rate design, cost of capital, economic analysis of generation
alternatives, electric and gas industry restructuring/competition and water utility issues.

1982 to

1989: New Mexico Public Service Commission Staff: Utility Economist - Responsible for

preparation of analysis and expert testimony in the areas of rate of return, cost allocation,
rate design, finance, phase-in of electric generating plants, and sale/leaseback transactions.

CLIENTS SERVED

Regulatory Commissions

Louisiana Public Service Commission
Georgia Public Service Commission
New Mexico Public Service Commission

Other Clients and Client Groups

Ad Hoc Committee for a Competitive
Electric Supply System
Air Products and Chemicals, Inc.
Arkansas Electric Energy Consumers
Arkansas Gas Consumers
AK Steel
Armco Steel Company, L.P.
Assn. of Business Advocating
Tariff Equity
CF&I Steel, L.P.
Climax Molybdenum Company
Cripple Creek & Victor Gold Mining Co.
General Electric Company
Holcim (U.S.) Inc.
IBM Corporation
Industrial Energy Consumers
Kentucky Industrial Utility Consumers
Kentucky Office of the Attorney General
Lexington-Fayette Urban County Government
Large Electric Consumers Organization
Newport Steel
Northwest Arkansas Gas Consumers
Maryland Energy Group
Occidental Chemical

PSI Industrial Group

Large Power Intervenors (Minnesota)

Tyson Foods

West Virginia Energy Users Group

The Commercial Group

Wisconsin Industrial Energy Group

South Florida Hospital and Health Care Assn.
PP&L Industrial Customer Alliance
Philadelphia Area Industrial Energy Users Gp.
West Penn Power Intervenors

Duquesne Industrial Intervenors

Met-Ed Industrial Users Gp.

Penelec Industrial Customer Alliance

Penn Power Users Group

Columbia Industrial Intervenors

U.S. Steel & Univ. of Pittsburg Medical Cfr.
Multiple Intervenors

Maine Office of Public Advocate

Missouri Office of Public Counsel
University of Massachusetts - Amherst

WCEF Hospital Utility Alliance

West Travis County Public Utility Agency
Steering Committee of Cities Served by Oncor
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Date Case Jurisdict. Party Utility Subject
10/83 1803, NM New Mexico Public Southwestern Electric Rate design.
1817 Service Commission Coop.

11/84 1833 NM New Mexico Public El Paso Electric Co. Service contract approval,

Service Commission rate design, performance standards for
Palo Verde nuclear generating system

1983 1835 NM New Mexico Public Public Service Co. of NM Rate design.
Service Commission

1984 1848 NM New Mexico Public Sangre de Cristo Rate design.
Service Commission Water Co.

02/85 1906 NM New Mexico Public Southwestem Rate of return.
Service Commission Public Service Co.

09/85 1907 NM New Mexico Public Jornada Water Co. Rate of return.
Service Commission

11/85 1957 NM New Mexico Public Southwestemn Rate of return.
Service Commission Public Service Co.

04/86 2009 NM New Mexico Public El Paso Electric Co. Phase-in plan, treatment of
Service Commission sale/leaseback expense.

06/86 2032 NM New Mexico Public El Paso Electric Co. Salefleaseback approval.
Service Commission

09/86 2033 NM New Mexico Public El Paso Electric Co. Order to show cause, PVNGS
Service Commission audit,

02/87 2074 NM New Mexico Public El Paso Electric Co. Diversification.
Service Commission

05/87 2089 NM New Mexico Public El Paso Electric Co. Fuel factor adjustment.
Service Commission

0s/87 2092 NM New Mexico Public El Paso Electric Co. Rate design.
Service Commission

1087 2146 NM New Mexico Public Public Service Co. Financial effects of
Service Commission of New Mexico restructuring, reorganization.

07/88 2162 NM New Mexico Public El Paso Electric Co. Revenue requirements, rate

Service Commission

design, rate of return.

J. KENNEDY AND ASSOCIATES, INC.
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01/89 2194 NM New Mexico Public Plains Electric G&T Economic development.
Service Commission Cooperative
1/89 2253 NM New Mexico Public Plains Electric G&T Financing.
Service Commission Cooperative
08/89 2259 NM New Mexico Public Homestead Water Co. Rate of return, rate
Service Commission design.
10/89 2262 NM New Mexico Public Pubtic Service Co. Rate of return.
Service Commission of New Mexico
09/89 2269 NM New Mexico Public Ruidoso Natural Rate of return, expense
Service Commission Gas Co. from affiliated interest.
12/89 89-208-TF AR Arkansas Electric Arkansas Power Rider M-33.
Energy Consumers & Light Co.
01/90 U-17282 LA Louisiana Public Gulf States Cost of equity.
Service Commission Utilities
09/90 90-158 KY Kentucky Industrial Louisville Gas Cost of equity.
Utility Consumers & Electric Co.
09/90 90-004-U AR Northwest Arkansas Arkansas Western Cost of equity,
Gas Consumers Gas Co. transportation rate.
12/90 U-17282 LA Louisiana Public Gulf States Cost of equity.
Phase [V Service Commission Utilities
04/91 91-037-U AR Northwest Arkansas Arkansas Western Transportation rates.
Gas Consumers Gas Co.
12/91 91-410- OH Air Products & Cincinnati Gas & Cost of equity.
EL-AIR Chemicals, Inc., Electric Co.
Armco Steel Co.,
General Electric Co.,
Industrial Energy
Consumers
05/92 910890-El FL Occidental Chemical Florida Power Corp. Cost of equity, rate of
Corp. retum.
09/92  92-032-V AR Arkansas Gas Arkansas Louisiana Cost of equity, rate of
Consumers Gas Co. retum, cost-of-service.
09/92 30314 iD Industrial Consumers indiana Michigan Cost of equity, rate of
for Fair Utility Rates Power Co. retum.

J. KENNEDY AND ASSOCIATES, INC.
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Date Case Jurisdict. Party Utility Subject
09/92 92-009-U AR Tyson Foods General Waterworks Cost allocation, rate
design.
01/93 92-346 KY Newport Steel Co. Union Light, Heat Cost allocation.
& Power Co.
01/93 39498 IN P8I Industrial PSI Energy Refund allocation.
Group
01/93 U-10105 M Association of Michigan Return on equity.
Businesses Consolidated
Advocating Tariff Gas Co.
Equality (ABATE)
04/93 92-1464- OH Air Products and Cincinnati Gas Return on equity.
EL-AIR Chemicals, Inc., & Electric Co.
Amco Steel Co.,
Industrial Energy
Consumers
09/93 93-189-U AR Arkansas Gas Arkansas Louisiana Transportation service
Consumers Gas Co. terms and conditions.
09/93 93-081-U AR Arkansas Gas Arkansas Louisiana Cost-of-service, transportation
Consumers Gas Co. rates, rate supplements;
retum on equity; revenue
requirements.
12/93 U-17735 LA Louisiana Public Cajun Electric Historical reviews; evaluation
Service Commission Power Cooperative of economic studies.
Staff
03/94 10320 KY Kentucky Industrial Louisville Gas & Trimble County CWIP revenue
Utility Customers Electric Co. refund.
4/94 E-015/ MN Large Power Intervenors Minnesota Power Evaluation of the cost of equity,
GR-94-001 Co. capital structure, and rate of retum.
594 R-00942983  PA PG&W Industrial Pennsylvania Gas Analysis of recovery of transition
intervenors & Water Co. costs.
5194 R-00943001 PA Columbia Industrial Columbia Gas of Evaluation of cost allocation,
intervenors Pennsylvania rate design, rate plan, and carrying
charge proposals.
7194 R-00942986  PA Armco, Inc., West Penn Power Return on equity and rate of
West Penn Power Co. retum.
industrial intervenors
7194 94-0035- wv West Virginia Monongahela Power Return on equity and rate of
E-42T Energy Users' Group Co. retum.

J. KENNEDY AND ASSOCIATES, INC.
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8/94 8652 MD Westvaco Corp. Potomac Edison Return on equity and rate of
Co. retumn.
9/94 930357-C AR West Central Arkansas Arkansas Oklahoma Evaluation of transportation
Gas Consumers Gas Corp. service.
9/94 U-19904 LA Louisiana Public Gulf States Return on equity.
Service Commission Utilities
9/94 8629 MD Maryland Industrial Baltimore Gas Transition costs.
Group & Electric Co.
11/94 94-175-U AR Arkansas Gas Arkla, Inc. Cost-of-service, rate design,
Consumers rate of retum.
3/95 RP94-343- FERC Arkansas Gas NorAm Gas Rate of return.
000 Consumers Transmission
4195 R-00943271  PA PP&L Industrial Pennsylvania Power Return on equity.
Customer Alliance & Light Co.
6/95 U-10755 M Association of Consumers Power Co. Revenue requirements.
Businesses Advocating
Tariff Equity
7195 8697 MD Maryland Industrial Baltimore Gas Cost allocation and rate design.
Group & Electric Co.
8/95 95-254-TF AR Tyson Foods, Inc. Southwest Arkansas Refund allocation.
U-2811 Electric Cooperative
10/95 ER95-1042 FERC Louisiana Public Systems Energy Return on Equity.
-000 Service Commission Resources, Inc.
11/95 1-940032 PA Industrial Energy State-wide - Investigation into
Consumers of all utilities Electric Power Competition.
Pennsylvania
5/96 96-030-U AR Northwest Arkansas Arkansas Western Revenue requirements, rate of
Gas Consumers Gas Co. retumn and cost of service.
7/96 8726 MD Maryland Industrial Baltimore Gas Return on Equity.
Group & Electric Co.,Potomac
Electric Power Co. and
Constellation Energy Corp.
7/96 U-21496 LA Louisiana Public Central Louisiana Return on equity, rate of retum.
Service Commission Electric Co.
9/96 U-22092 LA Louisiana Public Entergy Gulf Return on equity.
Service Commission States, Inc.

J. KENNEDY AND ASSOCIATES, INC.
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1197 RP96-199- FERC The Industrial Gas Mississippi River Revenue requirements, rate of
000 Users Conference Transmission Corp. retum and cost of service.

3/97 96-420-U AR West Central Arkansas Oklahoma Revenue requirements, rate of
Arkansas Gas Corp. Gas Corp. retum, cost of service and rate design.

7197 U-11220 Ml Association of Michigan Gas Co. Transportation Balancing Provisions.
Business Advocating and Southeastem :
Tariff Equity Michigan Gas Co.

7197 R-00973944  PA Pennsylvania Pennsylvania- Rate of retum, cost of
American Water American Water Co. service, revenue requirements.
Large Users Group

3/98 8390-U GA Georgia Natural Atlanta Gas Light Rate of return, restructuring
Gas Group and the issues, unbundiing, rate
Georgia Textile design issues.
Manufacturers Assoc.

7/98 R-00984280  PA PG Energy, Inc. PGE Industrial Cost allocation.
Intervenors

8/98 U-17735 LA Louisiana Public Cajun Electric Revenue requirements.
Service Commission Power Cooperative

10/98 97-596 ME Maine Office of the Bangor Hydro- Return on equity, rate of retum.
Public Advocate Electric Co.

10/98 U-23327 LA Louisiana Public SWEPCO, CSW and Analysis of proposed merger.
Service Commission AEP

12/98 98-577 ME Maine Office of the Maine Public Return on equity, rate of return.
Public Advocate Service Co.

12/98 U-23358 LA Louisiana Public Entergy Gulf Return on equity, rate of retum.
Service Commission States, Inc.

3/99 98-426 KY Kentucky Industrial Louisville Gas Return on equity.
Utility Customers, Inc. and Electric Co

3/99 99-082 KY Kentucky Industrial Kentucky Utilities Return on equity.
Utility Customers, Inc. Co.

4/99 R-984554 PA T. W. Phillips T. W. Phillips Allocation of purchased
Users Group Gas and Oil Co. gas costs.

6/99 R-0099462 PA Columbia Industrial Columbia Gas Balancing charges.
Intervenors of Pennsylvania

10/99 U-24182 LA Louisiana Public Entergy Guif Cost of debt.
Service Commission States, Inc.

J. KENNEDY AND ASSOCIATES, INC.
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10/99 R-00994782  PA Peoples Industrial Peoples Natural Restructuring issues.
Intervenors Gas Co.
10/99 R-00994781  PA Columbia Industrial Columbia Gas Restructuring, balancing
Intervenors of Pennsylvania charges, rate fiexing, altenate fuel.
01/00 R-00994786  PA UG! Industrial UGI Utilities, Inc. Universal service costs,
intervenors balancing, penalty charges, capacity
Assignment.
01/00 8829 MD Maryland Industrial Gr. Baltimore Gas & Revenue requirements, cost allocation,
& United States Electric Co. rate design.
02/00 R-00994788  PA Penn Fuel Transportation PFG Gas, Inc., and Tariff charges, balancing provisions.
05/00 U-17735 LA Louisiana Public Louisiana Electric Rate restructuiring.
Service Comm. Cooperative
07/00 2000-080 KY Kentucky Industrial Louisville Gas Cost allocation.
Utility Consumers and Electric Co.
07/00 U-21453 LA Louisiana Public Southwestem Stranded cost analysis.
U-20925 (SC), Service Commission Electric Power Co.
U-22092 (SC)
(Subdocket E)
09/00 R-00005654  PA Phitadelphia Industrial Philadelphia Gas Interim relief analysis.
And Commercial Gas Works
Users Group.
10/00 U-21453 LA Louisiana Public Entergy Gulf Restructuring, Business Separation Plan.
U-20925 (SC), Service Commission States, Inc.
U-22092 (SC)
(Subdocket B)
11/00 R-00005277  PA Penn Fuel PFG Gas, Inc. and Cost aflocation issues.
(Rebuttal) Transportation Customers North Penn Gas Co.
12/00 U-24993 LA Louisiana Public Entergy Gulf Return on equity.
Service Commission States, Inc.
03/01 U-22092 v LA Louisiana Public Entergy Gulf Stranded cost analysis.
Service Commission States, Inc.
04/01 U-21453 LA Louisiana Public Entergy Gulf Restructuring issues.
U-20925 (SC), Service Commission States, Inc.
U-22092 (SC)
(Subdocket B)
(Addressing Contested Issues)
04/01 R-00006042  PA Philadelphia industrial and Philadelphia Gas Works Revenue requirements, cost allocation

Commercial Gas Users Group

and tariff issues.

J. KENNEDY AND ASSOCIATES, INC.
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11/01 U-25687 LA Louisiana Public Entergy Gulf Return on equity.
Service Commission States, Inc.
03/02 14311-U GA Georgia Public Atlanta Gas Light Capital structure.
Service Commission
08/02 2002-00145  KY Kentucky Industrial Columbia Gas of Revenue requirements.
Utility Customers Kentucky
09/02 M-00021612 PA Philadelphia industrial Philadelphia Gas Transportation rates, terms,
And Commercial Gas Works and conditions.
Users Group
01/03 2002-00169  KY Kentucky Industrial Kentucky Power Return on equity.
Utility Customers
02/03 02S-594E co Cripple Creek & Victor Aquila Networks — Return on equity.
Gold Mining Company WPC
04/03 U-26527 LA Louisiana Public Service Entergy Gulf States, Return on equity.
Commission Inc.
10/03 CV020495AB GA The Landings Assn., Inc. Utitities Inc. of GA Revenue requirement &
overcharge refund
03/04 2003-00433  KY Kentucky Industrial Louisville Gas & Return on equity,
Utility Customers Electric Cost allocation & rate design
03/04 2003-00434  KY Kentucky Industrial Kentucky Utilities Return on equity
Utility Customers
4/04 04S-035E CO Cripple Creek & Victor Aquila Networks - Return on equity.
Gold Mining Company, WPC
Goodrich Corp., Holcim (U.S.)
Inc., and The Trane Co.
9/04 U-23327, LA Louisiana Public Service Southwestem Electric Fuel cost review
Subdocket B Commission Power Company
10/04 U-23327 LA Louisiana Public Service Southwestern Electric Return on Equity
Subdocket A Commission Power Company
06/05 050045-E1 FL South Florida Hospital Florida Power & Return on equity
and HeallthCare Assoc. Light Co.
08/05 9036 MD Maryland Industrial Baltimore Gas & Revenue requirement, cost
Group Etectric Co. allocation, rate design, Tariff issues.
01/06 2005-0034 KY Kentucky Industrial Kentucky Power Co. Return on equity.

Utitity Customers, Inc.

J. KENNEDY AND ASSOCIATES, INC.
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03/06 05-1278- Wy West Virginia Energy Appalachian Power Return on equity.
E-PC-PW-42T Users Group Company
04/06 U-25116 LA Louisiana Public Service Entergy Louisiana, Transmission Issues
Commission Lc
07/06 U-23327 LA Louisiana Public Service Southwestern Electric Return on equity, Service quality
Commission Power Company
08/06 ER-2006- MO Missouri Office of the Kansas City Power Retumn on equity,
0314 Public Counsel & Light Co. Weighted cost of capital
08/06 065-234EG CO CF&! Steel, L.P. & Public Service Company Return on equity,
Climax Molybdenum of Colorado Weighted cost of capital
0t/07 06-0960-E-42T WV West Virginia Energy Monongahela Power & Return on Equity
Users Group Potomac Edison
01/07 43112 AK AK Steel, Inc. Vectren South, inc. Cost allocation, rate désign
05/07 2006-661 ME Maine Office of the Bangor Hydro-Electric Return on equity, weighted cost of capital.
Public Advocate
09/07 07-07-01 CT Connecticut Industrial Connecticut Light & Power Return on equity, weighted cost of capital
Energy Consumers
10/07 05-UR-103 Wi Wisconsin Industrial Wisconsin Electric Power Co. Return on equity
Energy Group, Inc.
1/07 29797 LA Louisiana Public Service Cleco Power LLC & Lignite Pricing, support of
Commission Southwestem Electric Power settlement
01/08 07-551-EL-AR~ OH Ohio Energy Group Ohio Edison, Cleveland Electric,  Return on equity
Toledo Edison
03/08 07-0585, IL The Commercial Group Ameren Cost allocation, rate design
07-0585,
07-0587,
07-0588,
07-0589,
07-0590,
(consol.)
04/08 07-0566 IL The Commercial Group Commonwealth Edison Cost allocation, rate design
06/08 R-2008-
2011621 PA Columbia industrial Columbia Gas of PA Cost and revenue allocation,
Intervenors Tariff issues
07/08 R-2008- PA Philadelphia Area PECO Energy Cost and revenue allocation,
2028394 industrial Energy Tariff issues

Users Group

J. KENNEDY AND ASSOCIATES, INC.
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07/08 R-2008- PA PPL Gas Large Users PPL Gas Retainage, LUFG Pct.
2039634 Group '
08/08 6680-UR- Wi Wisconsin Industrial Wisconsin P&L Cost of Equity
116 Energy Group
08/08 6690-UR- Wi Wisconsin Industrial Wisconsin PS Cost of Equity
119 Energy Group
09/08 ER-2008- MO The Commercial Group AmerenUE Cost and revenue allocation
0318
10/08 R-2008- U.S. Steel & Univ. of Equitable Gas Co. Cost and revenue
2029325 PA Pittsburgh Med. Ctr. allocation
10/08 08-G-0609 NY Multiple Intervenors Niagara Mohawk Power Cost and Revenue allocation
12/08 27800-U GA Georgia Public Service Georgia Power Company CWIP/AFUDC issues,
Commission Review financial projections
03/09 ER08-1056 FERC Louisiana Public Service Entergy Services, Inc. Capital Structure
Commission
04/09 E002/GR-08- MN The Commercial Group Northern States Power Cost and revenue allocation and rate
1065 design
05/09 08-0532 IL The Commercial Group Commonwealth Edison Cost and revenue allocation
07/09 080677-EI FL South Florida Hospital Florida Power & Light Cost of equity, capital structure,
and Health Care Association Cost of short-term debt
07/09 U-30975 LA Louisiana Public Service Cleco LLC, Southwestern Lignite mine purchase
Commission Public Service Co.
10/09 4220-UR-116  WI Wisconsin Industrial Northern States Power Class cost of service, rate design
Energy Group
10/09 M-2009- PA PP&L Industrial PPL Electric Utilities Smart Meter Plan cost allocation
2123945 Customer Alliance
10/09 M-2009- PA Philadelphia Area PECO Energy Company Smart Meter Plan cost allocation
2123944 Industrial Energy Users
Group
10/09 M-2009- PA West Penn Power West Penn Power Smart Meter Plan cost allocation
2123951 industrial Intervenors
11/09 M-2009- PA Duquesne Duquesne Light Company Smart Meter Plan cost alfocation
2123948 Industrial Intervenors
11/09 M-2009- PA Met-Ed Industrial Users Group  Metropolitan Edison, Smart Meter Plan cost allocation
2123950 Penelec Industrial Customer Pennsylvania Electric Co.,

Alliance, Penn Power Users
Group

Pennsylvania Power Co.

J. KENNEDY AND ASSOCIATES, INC.
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03/10 09-1352- wv West Virginia Energy Users Monongahela Power Return on equity, rate of return
E-427 Group Potomac Edison
03/10 E015/GR-
09-1151 MN Large Power Intervenors Minnesota Power Return on equity, rate of retum
04/10 2009-00459  KY Kentucky Industrial Utility Kentucky Power Return on equity
Consumers
04/10 2009-00548  KY Kentucky Industrial Utility Louisville Gas and Electric, Return on equity.
2009-00549 Consumers Kentucky Utilities
05/10 10-0261-E- wv West Virginia Appalachian Power Co./ EE/DR Cost Recovery,
Gl Energy Users Group Wheeling Power Co. Allocation, & Rate Design
05/10 R-2009- PA Columbia Industrial Columbia Gas of PA Class cost of service &
2149262 Intervenors cost allocation
06/10 2010-00036  KY Lexington-Fayette Urban Kentucky American Return on equity, rate of return,
County Govemment Water Company revenue requirements
06/10 R-2010- PA PP&L Industrial Customer PPL Electric Utilities Rate design, cost allocation
2161694 Alliance
07/10 R-2010- PA Philadelphia Area Industrial PECO Energy Co. Return on equity
2161575 Energy Users Group
0710 R-2010- PA Philadelphia Area Industrial PECO Energy Co. Cost and revenue allocation
2161592 Energy Users Group
07110 9230 MD Maryland Energy Group Baltimore Gas and Electric Electric and gas cost and revenue
allocation; retun on equity
09/10 10-70 MA University of Massachusetts- Western Massachusetts Cost allocation and rate design
Amherst Efectric Co.
1010 R-2010- PA Duquesne Industrial Duguesne Light Company Cost and revenue aliocation,
2179522 intervenors rate design
1/10 P-2010- PA West Penn Power West Penn Power Co. Transmission rate design
2158084 Industrial Intervenors
11110 10-0699- wv West Virginia Energy Appalachian Power Co. & Return on equity, rate of
E-42T Users Group Wheeling Power Co. Return
11110 10-0467 IL The Commercial Group Commonwealth Edison Cost and revenue allocation and
rate design
04/11 R-2010- PA Central Pen Gas UGI Central Penn Gas, Inc. Tariff issues,
2214415 Large Users Group revenue allocation
07/11 R-2011- PA Philadelphia Area PECO Energy Retainage rate
2239263 Energy Users Group

J. KENNEDY AND ASSOCIATES, INC.
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08/11 R-2011- PA AK Steel Pennsylvania-American Rate Design
2232243 Water Company
08/11 11AL-151G CcO Climax Molybdenum PS of Colorado Cost allocation
09/11 11-G-0280 NY Multiple Intervenors Corning Natural Gas Co. Cost and revenue allocation
10/11 4220-UR-117  WI Wisconsin Industrial Energy Northern States Power Cost and revenue allocation, rate design
Group
02112 11AL-947E co Climax Molybdenum, Public Service Company Return on equity, weighted cost of capital
CF&l Steel of Colorado
07/12 120015-El FL South Florida Hospitals and Florida Power and Light Co, Return on equity, weighted cost of capital
Health Care Association
0712 12-0613-E-PC WV West Virginia Energy Users American Electric Power/APCo  Special rate proposal for Century
Group Aluminum
0712 R-2012- PA PP&L. Industrial Customer PPL Electric Utilities Corp. Cost allocation
2290597 Alliance
09/12 05-UR-106 Wi Wisconsin Industrial Wisconsin Electric Power Co. Class cost of service, cost and revenue
Energy Group allocation, rate design
09/12 2012.00221  KY Kentucky Industrial Louisville Gas and Electric, Return on equity.
2012-00222 Utility Consumers Kentucky Utilities
1012 9299 MD Maryland Energy Group Baltimore Gas & Electric Cost and revenue allocation, rate design
Cost of equity, weighted cost of capital
10/12 4220-UR-118  WI Wisconsin Industrial Northern States Power Class cost of service, cost and revenue
Energy Group Company allocation, rate design
10/12 473-13-0199  TX Steering Committee of Cities Cross Texas Transmission, Return on equity,
Served by Oncor LLC capital structure
0113 R-2012- PA Columbia Industrial Columbia Gas of Pennsylvania ~ Cost and revenue allocation
2321748 et al. Intervenors
02/13 12AL-1052E  CO Cripple Creek & Victor Gold Black Hills/Colorado Electric Cost and revenue allocations
Mining, Holcim (US} Inc. Utility Company
06/13 8009 VT IBM Corporation Vermont Gas Systems Cost and revenue allocation,
rate design
07/13 130040-EI FL WCF Hospital Utility Tampa Electric Co. Return on equity, rate of retum
Alliance
08/13 9326 MD Maryland Energy Group Baltimore Gas and Electric Cost and revenue allocation, rate design,

special rider

J. KENNEDY AND ASSOCIATES, INC.
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Date Case Jurisdict. Party Utility Subject
08/13 P-2012- PA PP&L industrial Customer PPL Electric Utilities, Corp. Distribution System Improvement Charge
2325034 Alliance
0913 4220-UR-119 Wi Wisconsin Industrial Energy Northern States Power Co. Class cost of service, cost and revenue
Group allocation, rate design
113 13-1325-E-PC WV West Virginia Energy Users American Electric Power/APCo  Special rate proposal, Felman Production
Group
06/14 R-2014- PA Columbia Industrial Intervenors ~ Columbia Gas of Pennsylvania ~ Cost and revenue allocation, rate design
2406274
08/14 05-UR-107 Wi Wisconsin Industrial Energy Wisconsin Electric Power Co. Cost and revenue allocation, rate design
Group
10/14 ER13-1508 FERC Louisiana Public Service Comm. Entergy Services, Inc. Return on equity
etal.
1114 14AL-0660E  CO Climax Molybdenum Co. and Public Service Co. of Colorado Return on equity, weighted cost of capital
CFl Steel, LP
11114 R-2014- PA AK Steel West Penn Power Company Cost and revenue allocation
2428742
12114 42866 X West Travis Co. Public Travis County Municipal Response to complain of monopoly
Utility Agency Utility District No. 12 power
315 2014-00371 Kentucky Industrial Utility Louisville Gas & Electric, Return on equity, cost of debt,
2014-00372  KY Customers Kentucky Utilities weighted cost of capital
35 2014-003%6  KY Kentucky Industrial Utility Kentucky Power Co. Return on equity, weighted cost of capital
Customers
6/15 15-0003-G-42T WV West Virginia Energy Users Gp.  Mountaineer Gas Co. Cost and revenue allocation,
infrastructure Replacement Program
s 15-0676-W-42T WV West Virginia Energy Users Gp.  West Virginia-American Appropriate test year,
Water Company Historical vs. Future
9/15 15-1256-G-
390P WV West Virginia Energy Users Gp.  Mountaineer Gas Co. Rate design for Infrastructure
Replacement and Expansion Program
1015 4220-UR-121 WI Wisconsin Industrial Energy Gp.  Northern States Power Co. Class cost of service, cost and revenue
aflocation, rate design
12115 15-1600-G- Rate design and allocation for
390P wv West Virginia Energy Users Gp.  Dominion Hope Pipeline Replacement & Expansion Prog.
12/15 45188 X Steering Committee of Cities Oncor Electric Defivery Co. Ring-fence protections for cost of capital

Served by Oncor

J. KENNEDY AND ASSOCIATES, INC.
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Date Case Jurisdict. Party Utility Subject
2/16 9406 MD Maryland Energy Group Baltimore Gas & Electric Cost and revenue allocation, rate design,
proposed Rider 5

316 39971 GA GA Public Service Comm. Southem Company / Credit quality and service quality issues
Staff AGL Resources

04/16  2015-00343  KY Kentucky Office of the Cost of equity, cost of short-term debt,
Attorney General Atmos Energy capital structure

05/16 16-G-0058 Brooklyn Union Gas Co., Cost and revenue aflocation, rate design,

16-G-0059 NY City of New York KeySpan Gas East Corp. service quality issues
06/16 16-0073-E-C WV Constellium Rolled Products Appalachian Power Co. Complaint; security deposit

Ravenswood, LLC

J. KENNEDY AND ASSOCIATES, INC.
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Exhibit__(RAB-2)

Loaney, Bryan

From: Alan D Bragg <adbragg@aep.com>
Sent: Friday, July 17, 2015 2:22 PM

To: Looney, Bryan; Scantlin, Derek

Cc: Brent L Busch

Subject: FW.: Follow up on Account Security
Dear Bryan:

We have upmost respect for Mr. Willlamson, and we certainly understand the basis for his thoughts, however, Company
attorneys have a different interpretation of the tariff language. We believe that the Deposit language in APCo’s current
Terms and Conditions of Service (T&Cs) is very clear: “Applicant or customer may be required to make a deposit as a
guarantee for the payment of electricity used.”; and “Such deposits shall not be more than onie-twelfth (1/12) of the estimated
annual charge for service for any Residential customer and-not more than one-sixth (1/6} of the estimated annual charge for
service for any other customer.” There are no other stipulations or qualifications in this language that would prevent or deny
APCo from collecting account security at any time, from any customer, for any reason. As such, APCo Is not taking action

based on proposed changes, nor is this a new interpretation of the tariff.

To the contrary, APCo’s proposed deposit changes revolve around the language that requires the Company to refund deposits
after 12 months of an-time payments. We do not believe this refund requirement is reasonable based on the risk imposed on
both APCo and its other customers, by customers who are In financial distress and perhaps face bankruptcy. Regarding the
Commission’s action on this matter, they have not yet ruled on this proposal, but merely deferred discussion of proposed T&C
changes to a General Investigation to be conducted at a later date. Regardless, consideration of the refund issue does not
preclude us from collecting a deposit now, and hopefully, the refund issue will be ruled upon soon.

APCo does appreclate Constelllum’s past payment history, and APCo has not made a “unilateral assessment” of Constellium’s
going-forward credit-worthiness, Those assessments were made by commercial rating agencles, upon whom financial
institutions depend, such as Moody’s, Standard and Poor’s and others. APCo merely read them and took action based on
these analyses. As an example, a too) developed to forecast the probabllity of bankruptcy occurring within the next 12
months rates Constellium as a “1”, which they define as their highest level of bankruptcy risk over the next 12 months, and
the score trajectory has declined sharply over the past 12 months, Constellium currently has a “B” rating from Standard &
Poor’s and “B1” by Moody’s, both of which are several steps below investment grade.

As we discussed in ourface-to-face meeting, based on the commercially available credit information, serving your facility
without security Is not an aption, and therefore, APCo Is requiring that Constellium provide full account security equivalent to
1/6 of the annual billings, or $1,776,000. There are a number of options available to you, including cash, surety bond,
irrevocable letter of credit, advance payment or a combination of more than one of these optlons. We are avallable to meet
with you to work out specifics, and our preference Is to resolve the issue amicably and quickly.

Sincerely,

Alan D. Bragg

Manager ~ Customer Services
Appalachian Power Company
Charleston, WV

{304) 348-4156
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‘ Aerospace and Transportation Segment

— Segment Outlook/Mix ‘

=» Total shipments of 231 kt down 3%, Aerospace shipments of 116 kt up 8%, Transportation
shipments of 115 kt down 11%

=» Solid demand in Aerospace market with majority of business under long-term contracts

=» Recovery in Aerospace Adjusted EBITDA and Adjusted EBITDA per ton

— Constellium Recent Developments

~#» Record Adjusted EBITDA at Ravenswood in 2015

=» New pusher furnace capacity on schedule for start of production by the
end of the year as previously announced

=» Continued focus towards high added value products

% Constellium Fourth Quarter 2015 — Earnings Call 7
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CHARLESTON

CASE NO. 16-0073-E-C
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REDACTED DIRECT TESTIMONY OF VICTUS ROSE
[REVISED]

Please state your name and business address.
My name is Victus Rose. My business address is 859 Century Road, P.O. Box 68,

Ravenswood, West Virginia, 26164-0068.

By whom are you employed?

I am employed by Constellium Rolled Products Ravenswood, LLC ("Constellium-

Ravenswood").

What is your position with Constellium-Ravenswood?

I am the Reliability Engineering Director and Energy Manager for Constellium-
Ravenswood. My primary role as it relates to this case is the management of all aspects
of energy procurement, budgeting, use reconciliation and reporting, for electricity and

natural gas.
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Please describe your educational and employment background.
I received a B.S. in Aerospace Engineering (1984), an M.S. in Mechanical Engineering
(1990), and an M.S. in Engineering Management (2014). [ am a Registered Professional

Engineer (North Carolina since 1997), Project Management Professional (2012), and

Certified Maintenance and Reliability Professional (2016).

I have held positions of increasing responsibility in all areas of operations, maintenance,
project engineering, process engineering, and engineering management (including energy

management) over the last 32 years.

In what type of business is Constellium-Ravenswood involved?
Constellium-Ravenswood is one of the largest rolled aluminum products facilities in the
world, producing plate, sheet, and coil aluminum products for a wide range of industrial

uses, including aerospace, defense, transportation, and marine.

Does Constellium-Ravenswood consume significant amounts of electricity in its
operations?

Yes.  Constellium-Ravenswood's annual electricity consumption is about [Begin
Confidential |JJJJJBBM End Confidential] per year at a current annual cost of

approximately [Begin Confidential |JJJ ] NNJJIl End Confidential].

Are energy costs important to Constellium-Ravenswood?
Yes. Aluminum manufacturing is an energy-intensive process, so Constellium-

Ravenswood's production is very dependent upon energy supply. As such, energy
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expenses, particularly the cost of electricity, comprise a significant portion of
Constellium-Ravenswood's annual operating costs. The Ravenswood plant also
consumes approximately [Begin Confidential ||| | }NNIJJEI End Confidential] of
natural gas each year, at costs ranging from [Begin Confidential |Gz
B - nd Confidential] depending on the commodity index price for natural gas.
These main energy costs can be as much as [Begin Confidential - End Confidential]
of total manufacturing costs, and electricity continues to rise in its proportion of the total
cost. Constellium-Ravenswood continues to enjoy stable and mutually beneficial
relationships with its natural gas suppliers. Although payment terms with the natural gas
suppliers are similar to the special contract terms with Appalachian Power Company
("APCo"), there have been no demands for security deposits or the impositions on scarce

personnel and financial resources to assert our understanding of our contractual

obligations with those suppliers.

Are you familiar with the rates that Constellinm-Ravenswood pays to APCo for
electric service?

Yes. As Energy Manager, [ am responsible for the monthly reconciliation of energy costs
to budgets and forecasts. This includes overseeing all of Constellium-Ravenswood's

energy costs, including the payment of utility bills.

Under what arrangement does Constellinm-Ravenswood currently take electric
service from APCo?
Constellium-Ravenswood takes service from APCo pursuant to the terms of a Special

Contract that Constellium-Ravenswood entered into with APCo on August 1, 2011. This
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initial three-year Special Contract was renewed on August 1, 2014, and again on August

1,2015.

Are you aware of the issues that gave rise to the Complaint filed by Constellium-
Ravenswood in this case?
Yes. I have been involved with this matter from the time that APCo initially contacted

Constellium-Ravenswood to discuss their demand for a security deposit.

At the time that APCo first communicated its request for additional security, was
there any issue with Constellium-Ravenswood's ability to pay for electricity service?

No.

Has Constellium-Ravenswood ever had difficulty making timely payments to
APCo?

No. Based on my review of our records of bill payments, Constellium-Ravenswood has
now paid its bills to APCo on time or early for four years and 10 months (since August
2011). Prior to Constellium-Ravenswood, the Ravenswood operation was owned by
Alcan which also paid all bills on time or early since beginning to take service from

APCo in January 2006.
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Is there currently any issue with Constellium-Ravenswood's ability to pay for the
electricity it receives from APCo?

No. In fact, Constellium-Ravenswood continues to pay its electric bills on time. At no

time since APCo first indicated that it wanted additional security from Constellium-

Ravenswood in June 2015 have any of the concerns voiced by APCo materialized.

Is Constellium-Ravenswood currently at risk of defaulting on its payments to
APCo?

No. I would note, however, that any payment of a $1.8 million security deposit,
particularly if Constellium-Ravenswood has no assurance that it will ever be returned,
substantially decreases the cash flow available to our operations and presents a significant

risk to Constellium-Ravenswood

Is Constellium-Ravenswood fully responsible for the cost of service that it receives

from APCo?

Yes. We have met and continue to meet all of our obligations to APCo and other

customers on APCo's system.

Are you familiar with the terms of the Special Contract between Constellium-
Ravenswood and APCo?

Yes. Specifically, Article 1 unequivocally defines the contract parties: the Company
(APCo) and Customer (Constellium Rolled Products Ravenswood, LL.C). Article 11
completely enumerates the sources of billing categories. Article 14 incorporates the

Commissioned-approved Terms and Conditions contained in the APCo tariff. Article 17
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states that: "All terms and stipulations made or agreed to regarding the subject matter of
this Special Contract are completely expressed and merged in this Special Contract|.]"

None of the subject matter under contention is mentioned in the foregoing Special

Contract provisions.

Were you involved in the Special Contract negotiations with APCo?
Yes. I was the lead negotiator for Constellium-Ravenswood during the establishment of

the Special Contract.

What is your understanding of the purpose and effect of the Special Contract?

My understanding is that the terms of the Special Contract reflect the full obligations of
both Constellium-Ravenswood and APCo in connection with the provision and receipt of
electric service. As such, the Special Contract establishes the entirety of Constellium-
Ravenswood's payment obligations to APCo under Rate Schedule IP. Article 14.2 of the
Special Contract provides that APCo's Terms and Conditions of Service as reflected in its
tariff are incorporated into the Special Contract if they are not modified by the Special
Contract. Article 14.2 of the Special Contract also states, however, that if there is a
conflict between APCo's Terms and Conditions of Service and the Special Contract then
the "provisions of [the] Special Contract shall control." I have attached a copy of the

Special Contract as Exhibit_ (VR-1).
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Do the terms of the Special Contract include a requirement for Constellium-
Ravenswood to pay a security deposit to APCo?

No. Had APCo required a security deposit at the time of the Special Contract, it would

have been incorporated in the contract's terms.

Do the provisions of the Special Contract require Constellium-Ravenswood to
provide any assurances, at any time, of Constellium-Ravenswood's financial
stability or to demonstrate "credit worthiness' as a condition of receiving electric
service from APCo?

No.

When the Special Contract was renewed in August 2014 and August 2015, did
APCo request a modification of the terms of the Special Contract to require
Constellium-Ravenswood to pay a security deposit?

No. Presumably, if APCo required a security deposit at that time, this modification
would have been proposed. APCo did not make this request at any time in connection

with renewal of the Special Contract.

Are you familiar with APCo's Terms and Conditions of service contained in its
tariff on file with the Public Service Commission of West Virginia ("PSC" or
"Commission')?

Generally, yes, and I have reviewed the specific Terms and Conditions addressing
security deposits in connection with Constellium-Ravenswood's Complaint and this

proceeding,
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Do the Terms and Conditions of Service contained in APCo's tariff permit APCo to

demand a security deposit based on APCo's assessment of a customer's "credit-
worthiness?"

Based on my reading of the APCo tariff, there is nothing that expressly permits APCo to

demand a security deposit based on an amorphous evaluation of a customer's credit-

worthiness. The only provision in the APCo tariff that provides any insight into an

evaluation of a customer's financial fitness is the requirement for APCo to return a

security deposit to a customer after 12 months of timely bill payments, Constellium-

Ravenswood has met this clearly defined standard many times over.

But even if APCo might have this authority under its tariff, the provisions of APCo's
Special Contract with Constellium-Ravenswood should control whether, and on what
basis, Constellium-Ravenswood should be required to pay a security deposit. As I
previously stated, the Special Contract does not require Constellium-Ravenswood to
make such payment, nor does it permit APCo to make such a demand on any basis, let

alone on the basis of APCo's analysis of Constellium-Ravenswood's "credit worthiness."

Do you think APCo's request violates the Special Contract that you negotiated?

Yes. The Special Contract and Commission-approved Terms and Conditions represent
the entirety of the agreement between Constellium-Ravenswood and APCo. None of the
subject matter under contention is addressed by either document, and the only reasonable
basis for making the demand for a security deposit would be inability to make on-time

payments as reflected in the Commissioned-approved Terms and Conditions.
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If the Commission determines that APCo can require a security deposit based on

APCo's evaluation of Constellium-Ravenswood's credit-worthiness, under either the

provisions of the Special Contract or tariff Terms and Conditions of Service, is it
manageable for Constellium-Ravenswood?

No. As a captive customer of APCo, it will be difficult to accurately forecast spending

for electricity when the Company's demands can change arbitrarily. It has already been

established that electricity costs are a significant portion of our manufacturing costs, and

a $1.8 million security deposit is a significant expense.

In your opinion, is APCo's demand for a security deposit from Constellium-
Ravenswood reasonable?

No. As stated earlier, Constellium-Ravenswood's annual natural gas purchases are
equivalent in cost to its electricity purchases from APCo, but none of its suppliers have
made demands for security or expressed any concern over Constellium-Ravenswood's

ability to pay.

APCo created a premise regarding Constellium-Ravenswood's financial health based on
APCo's analysis of the financial health of a remote corporate parent (Constellium N.V.)
that is clearly not a party to the Special Contract, and has generated this entire contest
over that false premise. In the 12 months since this confrontation was manufactured,
Constellium-Ravenswood continues to deliver the highest levels of profitability, and
definitely higher than when the Special Contract was consummated in August 2011.

APCo apparently could continue this charade indefinitely, and, if allowed to collect the
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security deposit, hold onto it during years when Constellium-Ravenswood would

continue to grow and profit.

It is also clear from testimony in a related case (Case No. 15-1673-E-T) that the real risk
to APCo from bankruptcy defaults is merely 0.05% of its revenues from commercial and
industrial customers, yet APCo endeavors to extract a disproportionately large deposit

from its valued customers in order to cover that minimal risk.

As demonstrated in that proceeding, I believe that the bankruptcies which precipitated
this security deposit initiative from Columbus, Ohio, are the direct result of the
Environmental Protection Agency's ("EPA") policy impact on the West Virginia coal
economy. As such, it is unreasonable for APCo to conflate that issue with the financial
health of its customers, which have little or no relation to the coal economy. This is a
heavy-handed approach that places an unreasonable burden on customers who need
working capital to satisfy current and future business needs, rather than losing those

resources to some dubious rainy-day fund for the regulated utility.

What do you hope the Commission will do in this case?
Constellium-Ravenswood asks that the Commission require APCo to cease and desist
from demanding a security deposit, or any other form of security, from Constellium-

Ravenswood.

Additionally, Constellium-Ravenswood asks the Commission to set clear and reasonable

rules and Terms and Conditions so the obligations on ratepayers and the utility are
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transparent. This dispute has consumed a significant amount of personnel and financial

resources for Constellium-Ravenswood to assert its understanding of its obligations under

the Special Contract with APCo and the Commission-approved Terms and Conditions.

Constellium-Ravenswood asks the Commission to ensure that the laws, tariffs, and Terms
and Conditions are applied justly and without discrimination or bias (contrary to what
APCo is attempting to do with its selective targeting of customers upon which to apply

seemingly arbitrary financial obligations).

Finally, Constellium-Ravenswood asks the Commission to recognize that when a captive
customer of the utility is told that the utility has the authority to demand changes to the
contractual agreements whenever it chooses, and for whatever reasons it chooses, this
creates an atmosphere of intimidation and hostility. It cannot be in the best interest of the
ratepayers in West Virginia to be bullied by utilities driven by corporate interests in
Columbus, Ohio, who would threaten to disrupt service to a customer with an on-time
payment record for over a decade — especially when that customer is in the process of
adding jobs and tax revenue to the West Virginia economy. Even if the Commission
eventually resolves these types of disputes in the future, the financial and resource drain
on APCo customers that is necessary to protect their rights clearly is not justified, nor is

it in the best interest of the West Virginia economy.

Does this conclude your Direct Testimony?

Yes.
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Exhibit__(VR-1)

SPECIAL CONTRACT
BETWEEN
APPALACHIAN POWER COMPANY
AND
CONSTELLIUM ROLLED PRODUCTS RAVENSWOOD, LLC

THIS SPECIAL CONTRACT is made and entered into on this date, September
m, 2011, by and among APPALACHIAN POWER COMPANY, a Virginia
corporation, qualified to do business in West Virginia, (hereinafter called “Appalachian”
or the “Company”’) and CONSTELLIUM ROLLED PRODUCTS RAVENSWOOD,
LIC, a Delaware corporation, qualified to do business in West Virginia (hereinafter
referred to as the “Customer”),

WITNESSETH:

WHEREAS, the Company is a corporation organized and existing under the laws
of the State of Virginia, with its principal place of business in the State of West Virginia
located at 707 Virginia Street, East, Charleston, West Virginia, and owns and operates
facilities for the generation, transmission and distribution of electric power and energy;
and

WHEREAS, the Customer is a corporation registered and authorized to do
business under the laws of the State of West Virginia, and operates a manufacturing
facility in Ravenswood, West Virginia; and

WHEREAS, the service the Company is to provide the Customer pursuant to this
Special Contract will provide benefits to the Customer, the Company, the Company's
West Virginia ratepayers, and the State of West Virginia; and

WHEREAS, on and after the effective date of this new Special Contract, the

Special Contract dated November 17, 2005, and all its addenda are hereby cancelled; and




WHEREAS, the Company agrees to furnish to the Customer, and the Customer
agrees to take from the Company, 18,000 kW of firm capacity and up to 19,000 kW of
Advanced Time-of-Day (ATOD) interruptible capacity in accordance with the provisions
of this Special Contract; and

WHEREAS, the Company foresees that it can supply 18,000 kW of firm capacity
and up to 19,000 kW of ATOD interruptible capacity, requested by the Customer
throughout the initial term of this Special Contract without requiring the construction of
new generation or local facilities except for the purchase of the Dresden Plant; and

WHEREAS, in recognition of the need for the efficient use of existing utility
generation and transmission facilities, the Company and the Customer agree to an
interruptible rate design with time-of-use characteristics,

NOW THEREFORE, in consideration of the mutual covenants and agreements
herein contained, and subject to the terms and conditions contained herein, the Company
and the Customer agree as follows:

ARTICLE 1
DEFINITIONS

1.1 Whenever used herein, the following terms shall have the respective
meanings set forth, unless a different meaning is plainly required by the context:

A,' “AEP System Interconnection Agreement” shall mean the contractual

arrangement or any successor thereto, by which the members of the AEP
System share the costs of capacity to serve the customers of the AEP
System Companies, as approved by the Federal Energy Regulatory

Commission or any successor regulatory body.




“Commission” shall mean the Public Service Commission of West
Virginia, the regulatory agency having jurisdiction over the retail electric
service of the Company in West Virginia, including the electric service
covered by this Special Contract, or any successor thereto,

“Customer” shall mean CONSTELLIUM ROLLED PRODUCTS
RAVENSWOOD, LLC.

“Special Contract” shall mean this Special Contract for electric service
between the Company and the Customer, as the same may, from time to
time, be amended. Said Special Contract is set forth in its entirety herein.
“Parties” shall mean the Company and the Customer.

“Party” shall mean either the Company or the Customer.

“Schedule LP.” shall mean the Company’s Industrial Power Service
Schedule, or any successor thereto, approved by the Commission.
“Customer Communications System” shall mean the computerized system
allowing the exchange of information between the Company and the
Customer:.

“Maximum Capacity Reservation” shall refer to the maximum monthly
Metered Demand in kW the Customer expects to place on the facilities of
the Company during the term of the Special Contract.

“Firm Contract Capacity” shall refer to the maximum capacity to be
supplied by and taken from the Company by the Customer on a firm basis.
“Firm Billing Energy” shall refer to the energy associated with the Firm

Contract Capacity reservation.




“Interruptible Contract Capacity” shall refer to the maximum capacity to
be supplied by and taken from the Company by the Customer on an
interruptible basis.

“Interruptible Billing Energy” shall refer to all metered energy in excess
of the Firm Billing Energy.

The “Metered Demand” in kW shall be taken each month as the single
highest 30-minute integrated combined peak in kW as recorded during the
month by meters on the Customer’s 138 kV Delivery Point.

The “Reactive Metered Demand” shall refer to the single highest 30-
minute leading or lagging integrated combined reactive peak in kVAR as
registered during the billing month by the meters on the 138 kV Delivery
Point.

“Billing Energy” shall refer to all monthly-metered energy.

“Advanced Time-of-Day” (“ATOD”) interruptible setvice offering shall
mean the pricing concept that determines retail energy charges for the next
day based upon projections of AEP system load.

“Expanded Net Energy Cost” (“ENEC”) shall refer to the cost components
of the Company’s power supply that are subject 'to periodic rate
adjustment approved by the Commission.

“Member Load Ratio” (“MLR”) shall refer to the ratio of the Company’s
highest internal peak demand occutring during the previous twelve-
months to the sum of the highest internal peak demands of all the

operating company members of the AEP Interconnection Agreement,




occurring during the previous twelve months, so long as the AEP System
Interconnection Agreement or any successor agreement thereto is relevant
and applicable.

1.2 Unless the context plainly indicates otherwise, words importing the
singular number shall be deemed to include the plural number (and vice versa); terms
such as “hereof,” “herein,” “hereunder” and other similar compounds of the word “here”
shall mean and refer to the entire Special Contract rather than any particular part of the
same, Certain other definitions, as required, appear in subsequent parts of this Special
Contract.

ARTICLE 2
DELIVERY POINTS

2.1 Subject to the terms and conditions specified herein, the Company agrees
to furnish to the Customer, during the term of this Special Contract, and the Customer
agrees to take and pay for, all of the electric capacity and energy that shall be purchased
by the Customer solely for consumption in the premises located at Ravenswood, West
Virginia.

2.2 The Delivery Point for electric power and energy delivered hereunder
shall be the point at which the Company’s devices are metering the Customer's load,
which are located within the Customer's 138kV substation,

ARTICLE 3
DELIVERY
3.1 The electric energy delivered hereunder to the 138 kV Delivery Point shall

be three-phrase alternating current having a frequency of approximately 60 cycles per




second at approximately 138,000 volts. The said electric energy shall be delivered and
maintained reasonably close to constant potential and frequency and it shall be measured
by meters owned and installed by the Company and located at the Customer's substation.
ARTICLE 4
CAPACITY RESERVATIONS

4,1  The Maximum Capacity Reservation contracted for by the Customer is
fixed at 37,000 kW. The Customer shall not exceed the Maximum Capacity Resetvation
except by mutual agreement of the Parties or pursuant to Article 4.3 hereof.

4.2  The Company shall not be required to supply capacity in excess of that
contracted for except by mutual agreement.

4,3 Notwithstanding the provisions of Articles 4.1 and 4.2, the Customer may
change the Maximum Capacity Reservation contracted for by providing the Company
with one-year’s written notice.

ARTICLE 5
DESIGNATION OF FIRM SERVICE

5.1  The Customer designates 18,000 kW of the Maximum Capacity
Reservation specified in Article 4.1 as the Firm Contract Capacity, not subject to
interruption as provided in Article 6, which shall be billed in accordance with the rates
provided for in Article 10.

5.2  Firm Billing Energy during the billing period shall be the Customet’s
metered Billing Energy in any hour up to a maximum of 18,000 kWh, and shall be billed

in accordance with the applicable rate provided for in Table 1 of Article 10.1.




ARTICLE 6
INTERRUPTIBILITY OF SERVICE

6.1  The Customer designates that a portion of the Maximum Capacity
Reservation in excess of the Firm Contract Capacity as the Interruptible Contract
Capacity.

6.2  The Company reserves the right to interrupt service to the Customer’s
load, down to the level of the Firm Contract Capacity, at any time and for such period of
time that, in the sole judgment of the Company, an emergency condition exists on the
AEP System or, the Company anticipates that it will establish a new internal peak
demand that changes its Member Load Ratio (MLR), as applicable, or, during other such
hours as the Company may otherwise reasonably determine.

6.3  The Company will provide the Customer as much advance notice as
possible of interruptions of service described in Article 6.2; however, if so requested, the
Customer shall interrupt service within ten minutes.

6.4  If the Customer receives notification from the Company of an interruption
and fails to interrupt load as requested by the Company, the maximum uninterrupted
demand in excess of the Firm Contract Capacity shall be billed at a rate equal to three
times the Schedule LP. transmission service related Demand Charge for that billing
month,

6.5  The Company shall own all metering and telemetering equipment required
for interruptible service and shall be responsible for maintaining and upgrading such
equipment. The Customer agrees to expeditiously take such steps as may be necessary in

order to use the Customer Communications System, and the Customer shall own and




maintain all computer hardware required to meet the specifications of the Customer
Communications System. The Company shall provide all software associated with the
Customer Communications System. The Customer agrees to execute any documents
necessary to license the use of the software by the Customer.

6.6 No responsibility or liability of any kind shall attach to or be incurred by
the Company for, or on account of, any loss, cost, expense or damage caused by or
resulting from, either directly or indirectly, an interruption of service under this Atticle
and/or Article 14.

ARTICLE 7
DETERMINATION OF MONTHLY INTERRUPTIBLE BILLING ENERGY

7.1 Monthly P! Interruptible Billing Energy shall be measured as the total
kWh registered during each P1 Billing Hour of the month by the Company's energy
meters, less the Firm Billing Energy for that hour as specified in Article 5.2. P1
Billing Hours comprise those hours when the internal load of the AEP System is
projected to be less than or equal to 80% of the AEP System's annual internal peak
load occurring during the previous three calendar years.

7.2 Monthly P2 Interruptible Billing Energy shall be measured as the total
kWh registered during each P2 Billing Hour of the month by the Company's energy
meters, less the Firm Billing Energy for that hour as specified in Article 5.2, P2
Billing Hours comprise those hours when the internal load of the AEP Systém is
projected to be greater than 80% but less than or equal to 90% of the AEP System's

annual internal peak load occurting during the previous three calendar years.




7.3 Monthly P3 Interruptible Billing Energy shall be measured as the total
kWh registered during each P3 Billing Hour of the month by the Company's energy
meters, less the Firm Billing Energy for that hour as specified in Article 5.2, P3
Billing Hours comprise those hours when the internal load of the AEP System is
projected to be greater than 90% but less than or equal to 95% of the AEP System's
annual internal peak load occurring during the previous three calendar years.

7.4 Monthly P4 Interruptible Billing Energy shall be measured as the total
kWh registered during each P4 Billing Hour of the month by the Company's energy
meters, less the Firm Billing Energy for that hour as specified in Article 5.2. P4
Billing Hours comprise those hours when the intetnal load of the AEP System is
projected to be greater than 95% of the AEP System's annual internal peak load
occurring during the previous three calendar years,

7.5  All billing hours to the Customer under Article 7 shall be based on the
projections of internal load pursuant to Article 7.6 hereof and shall be unaffected by
actual internal load.

7.6  The Company shall make available to the Customer by no later than 12:00
noon local time of the preceding day, the Company's projection of whether each hour
of a succeeding day for the purpose of Articles 7.1, 7.2, 7.3, 7.4 and 7.7 will be a P1,
P2, P3, P4 or P2.5 billing hour, It is the intent of this Article that the Customer will
know at least twelve hours before the commencement of each day what billing hour
classification will be applicable for each hour of that day.

7.7  If the Company forecasts more than a total of six P3 and/or P4 hours for

any day, the Company will select only six (6) hours to be priced at the P3 and/or P4




level. The remaining hours initially forecast as P3 and/or P4 will be reclassified as
P2.5 billing hours and priced at the P2.5 rate set forth in Table 1 of Article 10.1 of
this Special Contract (hereinafter P2.5 hours).

7.8  If the Company determines that a significant change has occurted in the
availability of system capacity or in the AEP System’s internal load, such that a
reclassification of the hours initially forecast as either P3 or P4 would not be
detrimental to the Company, the Company may reclassify the hours as P2.5 hours and
the applicable price will be the P2.5 rate set forth in Table 1 of Article 10.1 of this
Special Contract. In the event the Company elects to reassign such periods, the
Customer will be provided as much notice as possible.

ARTICLE 8
DETERMINATION OF MONTHLY INTERRUPTIBLE BILLING DEMAND
8.1 The Monthly Interruptible Billing Demand shall bé taken each month as
the greater of: (1) the monthly Metered Demand less the Firm Contract Capacity during
the current billing period, rounded up to the nearest 1000 kilowatts or (2) the highest
Monthly Interruptible Billing Demand established during the past eleven (11) months.
ARTICLE 9
DETERMINATION OF MONTHLY REACTIVE BILLING DEMAND

9.1  The monthly Reactive Billing Demand shall be taken each month as the |

maximum leading or lagging Reactive Metered Demand in kVAR in excess of fifty

~ percent of the maximum monthly Metered Demand in kW,
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ARTICLE 10
RATES

10.1

All kW demands and the kWh associated with capacity delivered through

the 138 kV Delivery Point, shall be rendered at the following rates and charges, which

may change as provided in Articles 10.3, 10.4 and 14:

Table 1
ENEC Base
Charges Rate Rate ' Totals
Component | Component

Monthly Service Charge - $1200.00 $1200.00
Monthly Firm Capacity Charge (per kW of "
Firm Contract Capacity) $3.347 $9.580 $12.927
Monthly Construction Surcharge (per kW of
Metered Demand) B $0.374 $0.374
Monthly Firm Billing Energy Charge $0.03130 $0.00223 | $0.03353
Monthly Interruptible Capacity Charge (per
kW of Monthly Interruptible Billing $3.347 $1.195 $4.542
Demand)
ATOD Energy Charges:

All kWh consumed during P1 billing hours |  $0.03130 $0.01428 $0.04558

All kWh consumed during P2 billing hours | $0.03130 $0.02714 | $0.05844

All kWh consumed during P3 billing hours |  $0.03130 $0.14196 | $0.17326

All kWh consumed during P4 billing hours |  $0.03130 $2.8337 $2.865
ho/zilskWh consumed during P2.5 billing $0.03130 $0.03785 $0.06915
Monthly Reactive Demand Charge (per
kVAR of Monthly Reactive Billing - $0.70 $0.70
Demand)
Monthly EE/DR Surcharge, unless opting N $0.000369 | $0.000369
out

10.2

It is understood and agreed that the Company may, from time to time,

either upon its own initiative or as directed by the Commission, file for changes in the

ENEC rate components set forth in Table 1 of Article 10.1. Any changes in the ENEC

rate components approved by the Commission shall replace the ENEC rate components,

and the total rates shall be adjusted accordingly to reflect the change in the ENEC
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recovery components and shall be applied to all service rendered under this Special
Contract on and after the effective date for the changes specified by the Commission.

10.3 It is understood and agreed that the Company may, from time to time,
either upon its own initiative or as directed by the Commission, file for changes in the
Monthly Construction Surcharge as set forth in Table 1 of Article 10.1. Any changes in
the surcharge approved by the Commission shall replace the ai)plicable surcharge rate,
and the total rates shall be adjusted accordingly and shall be applied to all service
rendered under this Special Contract on and after the effective date for the changes
specified by the Commission.

10.4 It is understood and agreed that the Company may, from time to time,
either upon its own initiative or as directed by the Commission, file for changes in the
Base Rates as set forth in Table 1 of Article 10.1. Any changes in the Base Rates
approved by the Commission shall replace the respective Base Rates, and the total rates
shall be adjusted accordingly and shall be applied to all service rendered under this
Special Contract on and after the effective date for the changes specified by the
Commission.

10.5  If during the term of the Special Contract, the Commission approves any
additional surcharges (positive or negative) applicable to service to the Customer, such
surchatges shall become applicable to sales to the Customer on and after the effective

date for the changes specified by the Commission.
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ARTICLE 11

DETERMINATION OF MONTHLY BILL
The Monthly Bill shall be the sum of the following:
The Monthly Service Charge;
The product of the Firm Contract Capacity and the Monthly Firm Capacity
Charge set forth in Table 1 of Article 10.1;
The product of the Metered Demand and the Monthly Construction
Surcharge set forth in Table 1 of Article 10.1;
The product of the Firm Billing Energy and the Monthly Firm Billing
Energy Charge set forth in Table 1 of Article 10.1;
The product of the Monthly Interruptible Billing Demand and the Monthly
Interruptible Contract Capacity Charge set forth in Table 1 of Atticle 10, 1;
The product of the Monthly P1 Billing Energy and the ATOD Energy
Charge applicable to P1 billing hours as set forth in Table 1 of Article
10.1;
The product of the Monthly P2 Billing Energy and the ATOD Energy
Charge applicable to P2 billing hours as set forth in Table 1 of Article
10.1;
The product of the Monthly P3 Billing Energy and the ATOD Energy
Charge applicable to P3 billing hours as set forth in Table 1 of Article

10.1;
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11.2

The product of the Monthly P4 Billing Energy and the ATOD Energy
Charge applicable to P4 billing hours as set forth in Table 1 of Article
10.1;

The product of the Monthly P2.5 Billing Energy and the ATOD Energy
Charge applicable to P2.5 billing hours as set forth in Table 1 of Article
10.1;

The product of the Monthly Reactive Billing Demand and the Monthly
Reactive Demand Charge set forth in Table 1 of Article 10.1;

Any applicable EE/DR Surcharge, unless the Customer opts-out from
paying such surcharge;

Any charges specified in Article 6.5 resulting from the failure of the
Customer to interrupt load when requested by the Company;

Any surcharges (positive or negative) subsequently approved by the
Commission and consistent with the provisions of Article 10.5; and
Any applicable taxes.

Service under this Special Contract is subject to a Monthly Minimum

Charge equal to the sum of the Monthly Service Charge, the Monthly Firm Capacity

Charge, the Monthly Firm Construction Surcharge, the Monthly Interruptible Capacity

Charge, and the Monthly Interruptible Special Construction Charge, except as modified

for certain contingencies as set forth in Article 19.
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ARTICLE 12
BILLING, PAYMENT AND RECORDS

12.1  Bills computed under this Special Contract are due upon receipt. Any
amount due and not received at the Company by the last pay date shown on the bill shall
be subject to a Delayed Payment Charge of 1%. The last pay date shown on the bill shall
be 20 days following the date of bill preparation.

12.2  If the Customer disputes the accuracy of a Bill, timely payment of the Bill,
as rendered, shall be made, unless the Company expressly waives payment of the
disputed portion of the bill pending resolution of the dispute. The parties shall use their
best efforts to resolve the dispute and shall make such adjustment, if any, by credit or
additional charge on the next Bill rendered. If it is determined that a credit is due to the
Customer of the disputed amount timely paid by the Customer, and if that credit is not
made on the next Bill rendered, then the Company shall include interest on the amount of
the credit calculated at the rate of six percent (6%) per annum, accrued from the date of
payment until the date the credit is included in the Customer’s Bill. The existence of a
dispute as to any Bill shall not relieve either Party of compliance with the terms of this
Special Contract. Other than as required by law or reguiatory action, Bill adjustments
must be made within six months of the rendering of the initial Bill,

12.3  Ifthe Customer fails or refuses to pay the Bill rendered by the Company in
accordance with the provisions of the Special Contract, the Company may, after ten (10)
days’ written notice, suspend the delivery of capacity and energy to the Customer until all
Bills, together with the Delayed Payment Charge as computed under the provisions of

Article 12.1, shall have been paid. Any such suspension of delivery of capacity and
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energy to the Customer shall not relieve the Customer from liability to continue the
payment of the Monthly Minimum Charge as specified in Article 11.2 and shall not
terminate this Special Contract.
ARTICLE 13
EFFECTIVE DATE AND TERM OF SPECIAL CONTRACT

13.1  The effective date of this Special Contract shall be August 1, 2011.

13.2  The term of this Special Contract shall be for an initial period of 3 years,
and shall remain in effect thereafter until either Party shall give at least one year’s written
notice to the other of the intention to terminate this Special Contract. The initial period
shall commence on the effective date of the Special Contract as established under Article
13.1. Each Party may avail itself of its respective legal rights in effect at the time of the
expiration of this Special Contract,

13.3  The Customer is also required to provide at least one-years’ written notice
prior to transferring to firm service under any of the Company’s applicable tariffs as filed
with the Commission. Concurrent with providing said notice to transfer to firm service,
the Customer will enter into a firm service contract or agreement that will become
effective at the end of the notice period.

ARTICLE 14
SERVICE CONDITIONS

14.1  Each Party shall exercise reasonable care to maintain and operate, or to

cause to be maintained and operated, their respective facilities in accordance with good

engineering practices.
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14.2  To the extent not specifically modified by this Special Contract, the
Company’s Terms and Conditions of Service, on file with the Commission, are
incorporated herein by reference and made a part hereof. The Customer acknowledges
receipt of the currently approved Terms and Conditions of Service. In the event of a
conflict between the provisions of this Special Contract and the provisions of the
Company’s Terms and Conditions of Service, the provisions of this Special Contract
shall control.

14.3  In addition to the interruptibility provisions set forth in Article 6, any
service being provided under this Special Contract may be interrupted or reduced (a) by
operation of equipment installed for power system protection, (b) after adequate notice to
and consultation with the Customer for routine installation, maintenance, inspection,
repairs, or replacement of equipment or (¢) when such action is necessary to preserve the
integrity of, or to prevent or limit any instability or material disturbance on, or to avoid a
burden on, its electric system or an interconnected system.

14,4  The Company resetves the right to disconnect from its system the
Customer’s conductors or apparatus without notice when, in the exercise of reasonable
care, the Company determines that it is necessary in the interest of preserving or
protecting life and/or property.

14.5  During the term hereof, the Customer’s plant shall not be connected to any
outside source of electric power other than the Delivery Points described in Articles 2.2,
without written notice and mutual agreement between the Parties.

14.6  The Customer shall, as soon as possible after discovery of any impairment

of or defect in the Company’s service that significantly disrupts the Customer’s
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operations, notify the Company, and the Customer shall confirm such notice in writing by
the close of the next business day. The Company shall not be liable for any loss, injury
or damage that could have been prevented by timely notice of a defect or impairment of
service.

14.7  The Customer shall notify the Company in advance of any changes to be
made to the Customer’s plant that have the potential of materially affecting the
Company’s system.

ARTICLE 15
METERING

15.1  Electric power and energy delivered under this Special Contract shall be
measured by metering equipment owned, installed, operated and maintained by the
Company.

15.2  Any Party on whose property another Party’s equipment is to be Jocated
under this Special Contract shall furnish suitable space without cost to the equipment
owner. All such equipment shall retain its character as personal property of the owner
regardless of its method of attachment to any other property, and authorized
representatives of the owner shall have access thereto at all reasonable times. Upon
termination of this Special Contract, all such equipment shall be removed by its owner
from the premises on which it is located.

15.3 The Company shall at all times have the right to inspect and test meters
and, if found defective, to repair or replace them at its option. Meters shall be tested
periodically in accordance with the Commission’s Regulations, The Company shall

inspect and test such meters once each calendar year, at the expense of the Company. If
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the Customer shall request a test of such meters more frequently than provided in the
Commission’s Regulations, the Customer shall bear the expense of such additional test,
except that if the meters are found to be inaccurate in e){cess of the standard prescribed by
the Commission, the Company shall bear the expense of such test.

15.4  If any test of metering equipment discloses an inaccuracy exceeding two
percent, the Customer’s account shall be adjusted in accordance with the Regulations
prescribed by the Commission.

15.5 The Company shall repair and re-test or replace a defective meter within a
reasonable time.,

15.6  Should any metering equipment fail to register, or register only minimally,
the amounts of energy and capacity delivered shall be estimated based upon use of energy
and/or demand for power in a similar period of like use or other data available to the
Company.

ARTICLE 16
REGULATORY AUTHORITIES

16.1 The Parties hereto recognize that this Special Contract is subject to the
jurisdiction of the Commission, and is also subject to such lawful action, as any
regulatory authority having jurisdiction shall take hereéfter with respect thereto, The
performance of any obligation of either Party hereto shall be subject to the receipt from
time to time as required of such authorizations, approvals or actions of regulatory
authorities having jurisdiction as shall be required by law.

16.2 The Company and the Customer agree that this Special Contract reflects

the steps required to insure adequate service to the Customer and that the Company will
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file this Special Contract with the Commission. This Special Contract is expressly
conditioned upon the acceptance by the Commission without change or condition. In the
event that the Commission does not accept this Special Contract, then this Special
Contract shall not become effective, unless the Parties agree otherwise in writing, it being
the intent of the Parties that such acceptance, without change or condition, is a
prerequisite to the validity of this Special Contract.

16.3  The Parties expressly agree and understand that the Commission has
jurisdiction over the rates and charges contained herein.

| ARTICLE 17
GENERAL

17.1  Any waiver at any time of any rights as to any default or other matter
arising hereunder shall not be deemed a waiver as to any subsequent default or matter.
Any delay, short of the statutory period of limitation, in asserting or enforcing any right
hereunder shall not be deemed a waiver of such right.

17.2 In the event that any of the provisions, or portions thereof, of this Special
Contract is held to be unenforceable or invalid by any court of competent jurisdiction, the
validity and enforceability of the remaining provisions, or portions thereof, shall not be
affected thereby.

17.3  All terms and stipulations made or agreed to regarding the subject matter
of this Special Contract are completely expressed and merged in this Special Contract,
and no previous promises, representations or agreements made by, or on behalf of, the

Company or the Customer shall be binding on either Party unless contained herein.
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17.4  The Parties agree that the terms and conditions of this Special Contract,
including, but not limited to, the rates set forth in Table 1 of Article 10.1, shall be treated
as confidential and shall be protected from disclosure to the fullest extent possible under
the law.

17.5 The rights and remedies granted under this Special Contract shall not be
exclusive rights and remedies but shall be in addition to all other rights and remedies
available at law or in equity.

17.6  The validity and meaning of this Special Contract shall be governed by the
laws of the State of West Virginia.

ARTICLE 18
ASSIGNMENT

18.1  This Special Contract shall inure to the benefit of and be binding upon the
successors and assigns of the Parties.

18.2  This Special Contract shall not be assigned by either Party without the
written consent of the other Party. Such consent shall not be unreasonably withheld.

18.3  Any assignment by one Party to this Special Contract shall not relieve that
Party of its financial obligation hereunder unless the other Party to this Special Contract
so consents in writing. Such consent shall not be unreasonably withheld.

ARTICLE 19
LIABILITY AND FORCE MAJEURE

19.1  Neither the Company nor the Customer shall be liable to the other for

damages caused by the interruption, suspension, reduction or curtailment of the delivery

of electric energy hereunder due to, occasioned by or in consequence of, any of the
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following causes or contingencies, (hereinafter “events of Force Majeure”) viz: acts of

God, the elements, storms, hurricanes, tornadoes, cyclones, sleet, floods, backwaters
caused by floods, lightning, earthquakes, landslides, washouts or other revulsions of
nature, epidemics, accidents, fires, failures of facilities, collisions, explosions, strikes,
lockouts, differences with workers and other labor disturbances, vandalism, sabotage,
riots, inability to secure cars, coal, fuel, or other materials, supplies or equipment from
usual sources, breakage or failure of machinery, generating equipment, electrical lines or
equipment, wars, insurrections, blockades, acts of the public enemy, arrests and restraints
of rulers and people, civil disturbances, acts or restraints of federal, state or other
governmental authorities, and any other causes or contingencies not within the control of
the Party whose performance is interfered with, whether of the kind herein enumerated or
otherwise. It is expressly understood and agreed that economic conditions, such as a
downturn in the market for the product or products produced at any of the Customer’s
facilities, do not constitute an event of Force Majeure. Settlement of strikes and lockouts
shall be wholly within the discretion of the Party having the difficulty. An event or
events of Force Majeure shall not relieve the Company or the Customer of liability in the
event of its concurring negligence or in the event of failure of either to use reasonable
means to remedy the situation and remove the cause in an adequate mannet and with
reasonable dispatch. An event or events of Force Majeure shall not relieve either the
Company or the Customer from its obligation to pay amounts due hereunder, except as
follows:

A. If the Company experiences an event or events of Force Majeure, then the

Customer’s obligation to pay the Monthly Service Charge, the Monthly Firm
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Capacity Charge, the Monthly Special Construction Charge, and the Monthly
Interruptible Capacity Charge provided for hereunder shall be suspended
when both of the following criteria are met; 1.) The Company is unable to
deliver electric energy to the Delivery Point designated hereunder as a result
of such causes and contingencies; and 2.) The interruption in the delivery of
electric energy exceeds fifteen (15) calendar days. The suspension period
shall begin on the sixteenth day following such an interruption and extend
until service is restored. The Monthly Service Charge, the Monthly Firm
Capacity Charge, the Monthly Construction Surcharge, and the Monthly
Interruptible Capacity Charge owed by the Customer to the Company in any
month that does not fall entirely within this suspension period shall be
prorated using the number of calendar days in that month.

. Except as otherwise addressed in Article 19.1.C, should the Customer
experience an event or events of Force Majeure, then the Customer shall issue
a written declaration to the Company within fourteen (14) days of its
occurrence. The Customer’s obligation to pay the Monthly Service Charge,
the Monthly Firm Capacity Charge, the Monthly Construction Surcharge, and
the Monthly Interruptible Capacity Charge provided for hereunder shall
continue for a period of six (6) months after such written declaration. The
Customer shall notify the Company, in writing, within six (6) months of the
date of its written declaration of its election of one (1) of the following two (2)

options:
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@)

Beginning six (6) months after the issuance of its written declaration,
through the remaining term of the Special Contract, the Customer
may reduce its Maximum Capacity Reservation to a level consistent
with the effects of the event or events of Force Majeure, but in no
event shall the Maximum Capacity Reservation be reduced below
ten (10) MW. Such an election shall reduce the Company’s
obligation to provide such capacity. If the Customer elects this
option, the Company shall prorate the Customer’s Monthly
Interruptible Capacity Charge and the Monthly Construction
Surcharge during the applicable billing months to reflect the
Customer’s reduced Maximum Capacity Reservation, but all other
charges shall be as stated in this Special Contract.

Alternatively, the Customer may elect to suspend all or part of its
Maximum Capacity Reservation, for up to a maximum of six (6)
months, and establish a temporary Maximum Capacity Reservation
at a level consistent with the effects of the event or events of Force
Majeure. Such an election shall also suspend the Company’s
obligation to provide such capacity for the period selected by the
Customer. If the Customer elects this option, the Company shall
prorate the Customer’s Monthly Interruptible Capacity Charge and
the Monthly Construction Surcharge during the applicable billing
months to reflect the suspension of all or part of the Maximum

Capacity Reservation, but all other charges shall be as stated in this
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C.

Special Contract. Regardless of whether the Force Majeure situation

has been corrected, the Customer’s obligation to pay the full amount

of the Monthly Interruptible Capacity Charge and the Monthly

Construction Surcharge provided for hereunder shall re-commence

as of the end of the suspension period chosen by the Customer.
Should the Customer fail to provide the Company of its written election of
either of the above two (2) options within six (6) months of its written
declaration of an event or events of Force Majeure, the Customer will be
billed in accordance with the terms of this Special Contract during the .
remainder of its term,

(1) Notwithstanding any other Article or provision of this Special
Contract, during the term of this Special Contract, the Customer
shall issue a written declaration to the Company within two (2) days
of the occurrence of a strike. Beginning thirty (30) days following
the issuance of its written declaration, through the end of the strike
or the remaining term on the Contract, the Customer may elect to
reduce its contract capacity to a level consistent with the effects of
the strike, but in no event shall the contract capacity be reduced
below seven (7) MW. Such an election shall reduce the Company's
obligation to provide such capacity. Moreover, for the purposes of
determining any minimum billing demand obligation under this
Special Contract after the effective date of a reduction in contract

capacity, coincident with the effective date of such reduction the
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Company shall adjust downward the prior eleven (11) months billing
demands included in the Custometr’s highest previously established
monthly billing demand during the past 11 months by an amount
equivalent fo the requested reduction in contract capacity, but not
lower than seven (7) MW. All other charges shall be as stated in
this Special Contract.

(2) Should the Customer reduce its contract capacity in accordance with
the paragraph above, the Customer may elect to increase its contract
capacity by issuing a written declaration to the Company at least
thirty (30) days prior to the effective date of such increase, The
written declaration shall specify the increased contract capacity in
whole MWs, up to 37 MWs. The Customer shall not increase its
usage prior to the date specified in the thirty (30) day notice unless
authorized by the Company in writing,

19.2  The Company assumes no responsibility of any kind with respect to
construction, maintenance or operation of the electric facilities or other property owned
or used by the Customer and shall not be liable for any loss, injury (including death),
damage to or destruction of property (including loss of use thereof) arising out of such
installation, maintenance or operation or out of any use by the Customer or others, of said
energy and/or capacity provided by the Company except to the extent such damage or
injury shall be caused by the negligence or willful misconduct of the Company, its
agents, or employees. The Customer assumes no responsibility of any kind with respect

to construction, maintenance or operation of the electric facilities or other property
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owned or used by the Company and shall not be liable for any loss, injury (including
death), damage to or destruction of property (including loss of use thereof) arising out of
such installation, maintenance or operation except to the extent such damage or injury
shall be caused by the negligence or willful misconduct of the Customer, its agents, or
eﬁployees, |

19.3  To the extent permitted by law, the Customer shall protect, defend,
indemnify, and hold harmless the Company from and against any losses, liabilities, costs,
expenses, suifs, actions, claims, and all other obligations and proceedings whatsoever,
including, without limitation, all judgments rendered against and-all fines and penalties
imposed upon the Company, arising out of injuries to persons, including death, or
damage to third-party property, to the extent caused by, or occurring in connection with
any willful or negligent act or omission of the Customer, its employees, agents or
contractors, or which are due to or arise out of defective electrical equipment belonging
to the Customer. Neither the Company nor the Customer shall be liable for any indirect,
special, incidental or consequential damages, including loss of profits due to business
interruptions or otherwise, in connection with this Special Contract. To the extent
permitted by law, the Company shall protect, defend, indemnify, and hold harmless the
Customer from and against aﬁy losses, liabilities, costs, expense, suits, actions, claims,
and all other obligations whatsoever, including, without limitation, all judgments
rendered against and all fines and penalties imposed upon the Customer, arising out of
injuries to persons, including death, or damages to third-party property, to the extent
caused by or occutring in connection with any willful or negligent act or omission of the

Company, its employees, agents or contractors. The Company shall not be responsible or
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liable for any indirect, special, incidental or consequential damages, including loss of
profits due to business interruptions in connection with this Special Contract.

19.4  Any indemnification of the Parties or any limitation of the Parties’ liability
which is made or granted under this Special Contract shall to the same extent apply to the
Party’s directors, officers, partners, employees and agents, and to the Party’s affiliated

companies, including any directors, officers, partners, employees and agents thereof.
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IN WITNESS WHEREOYF, the Parties hereto have caused this Special Contract
to be duly executed the day and year first above written,

APPALACHIAN POWER COMPANY CONSTELLIUM ROLLED
PRODUCTS RAVENSWOOD, LLC

y %&4 %I/ By /&/ (Z%

Title / /524'/{/7% K/()(? Title / @/M})@W
Date 9~&-// Date /‘/// /‘7//' 2e( [

State of \}JCS'HJ \rqnma , City of C‘!\arle S'ﬁ)y\ . The foregoing instrument was
acknowledged before me tlns (M~ of S’epfem\o.er', 2011 by Charles R. Patton
President and COO of APPALACHIAN POWER COMPANY, a Virginia Corporation,
on behalf of the Corporation. oot

Notary Public in and for said KOMW‘;’& OM /

City. My Commission expites _ (OGtdloey 3','.)1“9

OFFICIAL SEAL

\ STATE OF WEST VIRGINIA
e NOTARY PUBLIC
f: DOROTHY E. PHILYAW
> APPALACHIAN POWER
PO BOX 16886
o CHARLESTON, WV 25327-1086
Bis#® My commission explres Qctoher 2, 2619

State of kst Vzr?' (rin , City of Rawnswooq . The foregoing instrument was
acknowledged b¥fore me this {7 of Movember 2011 by Kyfe Lorentzen

(Eo of CONSTELLIUM ROLLED PRODUCTS RAVENSWOOD,
LLC,

Notary Public in and for said M&on Co m-h/l
City. My Commission expires f€ (arw,n,', ({2021

OFFICIAL SEAL
NOTARYPUBLIC
STATE OF WESTVIRGINIA
HANNAH J. HERN
17 18t Avenus
Ravenswoad, West Virginia 26164
My Commission Expires Feb. 11, 2021
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Exhibit A

AMERICAN ELECTRIC POWER SYSTEM
INTERRUPTION SEQUENCE DURING CAPACITY DEFICIENCIES

Real Time Pricing IRP
Hourly Energy Sales
Surplus Energy Sales

Opportunity Sales IRP

Multi-Hour Energy Sales
Capacity Deficiency B IRP
Current Tariff IRP Customers
Capacity System Sales
Capacity Deficiency A IRP
ATOD Customers
Emergency Sales
Voluntary Firm Load Curtailments

Mandatory Firm Load Curtailments
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Constellium-Ravenswood Exhibit DS-D REDACTED [REVISED]

PUBLIC SERVICE COMMISSION
OF WEST VIRGINIA
CHARLESTON

CASE NO. 16-0073-E-C

CONSTELLIUM ROLLED PRODUCTS RAVENSWOOD, LLC,
Complainant,

V.

APPALACHIAN POWER COMPANY,
a public utility,

Defendant.

REDACTED
DIRECT TESTIMONY
OF
DEREK SCANTLIN

[REVISED]

ON BEHALF OF

CONSTELLIUM ROLLED PRODUCTS RAVENSWOOD, LL.C

JUNE 28, 2016
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PUBLIC SERVICE COMMISSION
OF WEST VIRGINIA
CHARLESTON

CASE NO. 16-0073-E-C

CONSTELLIUM ROLLED PRODUCTS RAVENSWOOD, LLC,
Complainant,

A\

APPALACHIAN POWER COMPANY,
a public utility,

Defendant.

REDACTED DIRECT TESTIMONY OF DEREK SCANTLIN
[REVISED]

Please state your name and business address.
My name is Derek Scantlin. My business address is 859 Century Road, P.O. Box 68,

Ravenswood, West Virginia, 26164-0068.

By whom are you employed?
I am employed by Constellium Rolled Products Ravenswood, LLC ("Constellium-

Ravenswood").

What is your position with Constellium-Ravenswood?

I am the Chief Financial Ofﬁcer ("CFO"™) of Constellium-Ravenswood. As CFO, my
primary role is to provide financial leadership and oversight over all financial and
accounting activities at Ravenswood, including cash management, audit, compliance,

reporting, and analysis.
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Derek Scantlin
Page 2

Please describe your educational and employment background.
I have an MBA as well as a BA and MS in mechanical engineering. I have over 27 years
of business experience, having worked in the metals industry for the past 21 years in
various financial leadership roles with aluminum rolling and recycling companies. I have
been CFO of Constellium-Ravenswood since March 17, 2014. Prior to joining

Constellium-Ravenswood, I was Vice President of Finance for another major U.S.

aluminum rolling company.

Please provide a brief history of Constellium-Ravenswood.

Constellium-Ravenswood began operations in Ravenswood, West Virginia, in 1957, and
is currently one of the largest rolled aluminum products facilities in the world, producing
plate, sheet, and coil aluminum products for a wide range of industrial uses, including

aerospace, defense, transportation, and marine.

Please discuss the Constellium-Ravenswood facility's impact on the state and local
economy.

Constellium-Ravenswood currently employs over 1,100 people at the rolling mill with an
annual payroll of approximately $78.4 million. Constellium-Ravenswood paid over $5
million in taxes and other fees last year to the local economy and spends approximately
$31 million annually to vendors based inside of West Virginia. Constellium-
Ravenswood employees participate in and donate funds to several local organizations.
Constellium-Ravenswood also provides over [Begin Confidential || ] ]l End

Confidential] of medical benefits and pension payments to 5,600 former employees.
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Page 3

Are you aware of the issues that gave rise the Complaint filed by Constellium-
Ravenswood in this case?

Yes. | have been involved with this matter from the time that APCo contacted

Constellium-Ravenswood early in 2015 and then subsequently informed us verbally of

their demand for a security deposit in mid-2015. APCo followed that verbal demand,

after subsequent discussions, with a written demand for security deposit payment on

November 10, 2015.

Did APCo contact you directly?
Yes. Mr. Alan Bragg, Manager — Customer Services at APCo, contacted us throughout
this time to discuss APCo's demand for a security deposit, along with other APCo

representatives.

Based on the communications that occurred in 2015, what is your understanding of
the basis for APCo's security deposit demand?

My understanding is that APCo determined that Constellium-Ravenswood's indirect
parent company, Constellium N.V., posed a risk of bankruptcy, and therefore, according
to APCo, Constellium-Ravenswood posed a risk of defaulting on its electricity payment
obligations. My understanding is that this assessment was based on APCo's review of the
reports of commercial credit agencies of the available credit of Constellium N.V., not
Constellium-Ravenswood. This resulted in their demand for a security deposit payment

from Constellium-Ravenswood of $1,766,000.
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Why did APCo not use available credit data for Constellium-Ravenswood?
Constellium-Ravenswood is not a publically traded company and as such does not have
independent credit ratings. Constellium-Ravenswood is a wholly-owned subsidiary of
Constellium US Holdings I, LLC, which is, in turn, a wholly-owned subsidiary of
Constellium N.V. (In addition to this structure, there are two additional European
holding companies between Constellium N.V. and Constellium US Holdings I, LLC,

meaning that there are at least three tiers of corporate structure separating Constellium-

Ravenswood from Constellium N.V.)

Did APCo provide an explanation of the precise credit data that APCo used to make
its assessment of Constellium N.V.'s (and indirectly, Constellium-Ravenswood's)
financial condition?

No. Mr. Bragg only indicated that APCo used reports by ratings agencies "such as
Moody's, Standard and Poor's and others," and stated "as an example" that APCo used "a
tool developed to forecast the probability of bankruptcy occurring within the next 12
months." APCo did not specify what this "tool" was; however, APCo later indicated in

its Answer to Constellium-Ravenswood's Complaint that this tool is "proprietary."

Does Constellium-Ravenswood have access to this '"proprietary tool?"

No.

Did Constellium-Ravenswood agree to pay APCo the demanded security deposit?
No. We believed at the time that there was no basis in fact, or in the provisions of either

the Special Contract or APCo's tariff, for APCo's demand; however, we continued to
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discuss this matter with APCo until we became aware of APCo's request to modify the
Terms and Conditions of its tariff related to security deposits in the separate proceeding
at Case No. 15-1673-E-T. Based on our analysis of APCo's filing in that proceeding, it
became obvious to us that Constellium-Ravenswood was at risk of never having a
security deposit returned if we agreed to APCo's demand and if APCo's proposal in that
proceeding was approved. At that point, APCo threatened to bill Constellium-
Ravenswood for the demanded security deposit and indicated that APCo might terminate

service to Constellium-Ravenswood if we did not pay the security deposit. Constellium-

Ravenswood then filed its Complaint in this case.

Does the credit worthiness or financial viability of Constellium N.V. have any direct
impact on Constellium-Ravenswood's financial viability?

No. Constellium-Ravenswood operates as a standalone business maintaining its own
[Begin Confidential | il End Confidential] revolving credit facility to provide
additional liquidity as needed to manage the day-to-day cash requirements of the

business.

Was Constellium-Ravenswood at risk of filing for bankruptcy in May 2015 or at any
time between May 2015 and when Constellium-Ravenswood filed its complaint in
this case?

No. During this period Constellium-Ravenswood generated sufficient profitability and

liquidity to satisfy all of its financial obligations on a timely basis.
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Is Constellium-Ravenswood currently at risk of filing for bankruptcy?
No. Constellium-Ravenswood continues to generate cash flow to fund operations and
invest for the future. Constellium-Ravenswood is currently funding an expansion of over
$30 million to increase its production of aluminum plate for aerospace and military
applications. Constellium-Ravenswood is a key supplier of aluminum plate to all of the
major airplane manufacturers and its plate production capabilities are unmatched by its

competitors. Additionally, Constellium-Ravenswood has long-term supply agreements

for aluminum sheet and plate in place with several customers.

Has Constellium N.V. filed for bankruptcy since May 2015?

No. Constellium N.V. has not filed for bankruptcy in the 14 months since May 2015,
despite APCo's predictions. Furthermore, Constellium N.V. just completed a senior
secured note offering in March 2016 for $425 million, further improving the company's
liquidity position. As such, APCo's "proprietary tool" for predicting that Constellium

N.V. might file for bankruptcy was clearly inadequate and based on faulty data — data

that was entirely outside of Constellium-Ravenswood's control. Moreover, during this
entire period Constellium-Ravenswood has continued to timely pay all bills to APCo and

has never been remotely close to defaulting on its electricity payment obligations.
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If Constellium-Ravenswood is required to remit payment of a security deposit to
APCo, what impact might that have on Constellium-Ravenswood?

This would immediately reduce our liquidity and result in Constellium-Ravenswood

borrowing from our revolving credit facility. We would incur additional interest expense

and it would reduce our ability to fund operations and invest in growth projects.

APCo has suggested that Constellium-Ravenswood could alternatively provide a
Surety Bond or Irrevocable Letter of Credit instead of payment of a cash security
deposit. Does this alleviate the impact on Constellium-Ravenswood?

No. These alternatives still reduce Constellium-Ravenswood's liquidity, are costly, and

essentially have the same impact on Constellium-Ravenswood as a cash deposit payment.

The Commission has suggested that pre-payment of electric bills might be a viable
alternative to Constellium-Ravenswood providing a security deposit. Is this an
acceptable solution?

Unfortunately, it is not.

First, it is simply unnecessary. As a matter of fact, Constellium-Ravenswood has
continued its impeccable record of timely paying its bills from APCo since first learning
of APCo's security deposit demand and throughout the duration of this dispute with
APCo. As Constellium-Ravenswood witness Mr. Victus Rose notes, this record of on-

time or early payments now exceeds 10 years.
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Second, as I previously explained, Constellium-Ravenswood is not at risk of defaulting

on its payment obligations to APCo, and the financial condition of Constellium N.V. does

not impact Constellium-Ravenswood's ability to keep these obligations.

Third, pre-payment for electric service is neither workable nor reasonable for
Constellium-Ravenswood. This alternative effectively reduces our liquidity and would

result in additional interest expense.

Do you i)elieve APCo's demand to Constellium-Ravenswood is reasonable when
balanced against the potential harm to Constellium-Ravenswood?

No. The request is not reasonable on its face given the experience that APCo has with
our impeccable payment record, but it is even more egregious when balanced against the
potential financial harm to our business, our employees, our suppliers and vendors, our

customers, and the West Virginia economy.

You've discussed the potential costs to Constellium-Ravenswood if it is required to
remit a security deposit or some other instrument to APCo. Has APCo's demand
already had an impact on Constellium-Ravenswood?

Yes. This issue is a distraction for management, taking critical time and resources away
from running our business. Moreover, we have already incurred thousands of dollars in
legal fees and will continue to incur them as APCo continues to pressure us with their

unreasonable demand.
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What do you hope the Commission will do in this case?
Constellium-Ravenswood asks that the Commission require APCo to cease and desist
from demanding a 