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I. INTRODUCTION

Q1.
PLEASE STATE YOUR NAME, ADDRESS AND POSITION.

A1.
My name is Ibrahim Soliman.  My business address is 10 West Broad Street, Suite 1800, Columbus, Ohio 43215-3485.  I am employed by the Office of the Ohio Consumers' Counsel (“OCC”) as a Senior Regulatory Analyst.

Q2.
WHAT IS YOUR EDUCATIONAL BACKGROUND?

A2.
I earned a Bachelor of Business Administration degree from Cairo University in 1976 with a major in accounting.  I have completed many regulatory training programs. I retired from the PUCO on July 2010 after 30 years of service.  I am a Certified Public Accountant (“CPA”), Certified Internal Auditor (“CIA”), and Certified Management Accountant (“CMA”).

Q3.
PLEASE SUMMARIZE YOUR WORK EXPERIENCE.

A3.
I joined the OCC in January 2011 as a Senior Regulatory Analyst.  Prior to my employment with the OCC, I worked for the Public Utilities Commission of Ohio (“PUCO” or “Commission”) from July 1980 until July 2010.  During my thirty years tenure with the Staff of the Commission (“Staff”), I held several positions as Utility Auditor, Utility Supervisor, and Utility Administrator.  My current duties as an OCC Senior Regulatory Analyst include investigating and analyzing utility applications for increases in rates.  I also participate in other cases and investigations in the electric, gas, and water industries.

Q4.
HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY BEFORE THIS COMMISSION?

A4.
Yes.  During my employment with the Staff of the PUCO and with OCC I submitted testimony before the Commission in several electric, gas, and water cases as shown on Attachment IS-A.

Q5.
WHAT DOCUMENTS HAVE YOU REVIEWED IN THE PREPARATION OF YOUR TESTIMONY?

A5.
I have reviewed the Modified Electric Security Plan (“Modified ESP”) Application filed on March 30, 2012 by the Ohio Power Company (“AEP Ohio” or “Company”); AEP Ohio’s supporting testimonies and associated workpapers; and certain AEP Ohio responses to OCC Interrogatories.

I have also reviewed the filings made in Case Nos. 11-4920-EL-RDR and 4921-EL-RDR, which include the AEP Ohio application and the Comments and Reply Comments filed by parties to that case.  Also, I have reviewed the Report of the PUCO’s Consultant, Energy Ventures Analysis and Larkin & Associates, filed in AEP Ohio’s Fuel Adjustment Clause (“FAC”) Audit cases.
 

PURPOSE OF TESTIMONY

Q6.
WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THESE PROCEEDINGS?

A6.
My testimony addresses the proper calculation of carrying charges on deferred fuel.      

Q7.
WHAT IS YOUR RECOMMENDATION REGARDING THE CALCULATION OF CARRYING CHARGES ON THE DEFERRED FUEL EXPENSES DURING THE ESP 1 DEFERRAL PERIOD (2009-2011)? 

A7.
I recommend that the Commission adjust the deferred fuel principal amount by the related Accumulated Deferred Income Tax (“ADIT”) when computing carrying costs. The ADIT represents a non-investor supplied fund.  It is a cost-free source of funds provided by federal and state governments and available to the Company to finance the deferred fuel cost.  Utility customers, therefore, should not pay carrying charges to AEP Ohio on a source of funds that is without cost to AEP Ohio.  Also, I recommend that the Company be permitted to collect only the deferred fuel balance, plus adjusted carrying charges, that the Commission approves.  OCC witness Duann provides testimony on the appropriate amount of deferred fuel issue.  

Q8.
IS YOUR RECOMMENDATION CONSISTENT WITH OTHER PARTIES’ RECOMMENDATIONS REGARDING THE ADIT ISSUE? 

A8.
Yes. In the 2010 FAC Audit Report, the Auditors, Energy Ventures Analysis and Larkin & Associated PLLC, recommended that the Commission should reconsider the income tax savings related to the deductibility of fuel expenses, and how the ADIT provides non-investor supplied capital that is financing a portion of the deferred fuel balances.  Also, the PUCO Staff’s Comments and Recommendations submitted April 3, 2012 in Cases 11-4920-EL-RDR and 11-4921-EL-RDR, raised the same concern.  The PUCO Staff in their comments recommended that the ADIT reduce the principal deferred fuel balance for the purposes of calculating the carrying cost at the end of each year of the ESP 1 period (2009-2011).  Similar recommendations were made by Industrial Energy Users-Ohio, Ohio Energy Group, and Ormet Primary Aluminum Corporation in their Comments and Reply Comments. 

Q9.
WOULD YOU PLEASE EXPLAIN HOW THE ACCUMULATED DEFERRED INCOME TAX FOR AEP OHIO WAS CREATED? 

A9.
The accumulated deferred income tax associated with the deductibility of total fuel expenses was created during the deferral period (2009-2011).  During that period the Company deducted the entire fuel expense incurred from its taxable income.  This reduced the Company’s tax obligations.  On its books the Company expensed a fuel expense amount equal to FAC fuel revenue and deferred the under-recovered fuel expense.  This treatment creates a temporary book-tax timing difference.  Accordingly, the Company achieved income tax savings during the deferral period.  These tax savings reduced the amount of money needed to finance the deferred fuel cost.  Therefore, for every $1.00 that the Company spent on fuel, it would have to borrow only $0.65 and the remaining $0.35 is provided as a direct reduction in federal income tax. 

Q10.
HOW SHOULD THE ACCUMULATED DEFERRED INCOME TAX REDUCE THE AMOUNT OF CARRYING CHARGES? 

A10.
There are two approaches to address ADIT.  Under the first approach, the Commission could require the Company to recalculate the carrying charges by reducing the principal deferred fuel balance before applying the carrying charge rate at the end of each year of the ESP 1 period (2009-2011).  That would reduce the carrying charge portion of the deferred fuel balance. This approach would flow through the tax savings in the year when fuel expense was incurred.  See Attachments IS-B, IS-C and IS-D for illustration. Under a second approach, the Commission could direct the Company to calculate carrying charges net of ADIT by reducing the unamortized deferred fuel balance by the unamortized ADIT balance before applying the carrying charge rate during the recovery period.  That would also reduce the carrying charge portion of the deferred fuel balance. This method normalizes the tax savings over the recovery period and would protect customers by eliminating the financing of non-investor supplied funds.  See Attachments IS-E, IS-F and IS-G for illustration. 

Q11.
WHICH APPROACH DO YOU RECOMMEND THE COMMISSION ADOPT? 

A11.
Both approaches reduce the fuel balance by the ADIT and associated carrying charges. Both would protect customers from paying higher carrying charges on non-investor supplied funds.  The first approach reflects the tax savings immediately in the calculation of the carrying charges while the second approach amortizes the tax savings over the recovery period.  I recommend that the Commission adopt the second approach because it is consistent with GAAP and the Commission policy on the treatment of ADIT associated with temporary book-tax timing differences in the rate-setting process. It is also easy to calculate and verify during the recovery period. 

Q12.
DID OTHER PARTIES PROPOSE SIMILAR RECOMMENDATIONS TO THE COMMISSION TO SOLVE THE ADIT ISSUE? 

A12. 
Yes. Comments filed in Case Nos. 11-4920-EL-RDR and 11-4921-EL-RDR, by the PUCO Staff recommended ADIT adjustment to reduce the principal deferred fuel balance for purposes of the carrying cost calculation at the end of each year of the ESP 1 period (2009-2011).  This approach is similar to approach one discussed above.   Industrial Energy Users-Ohio and Ohio Energy Group recommended that the Company calculate carrying charges net of ADIT during the amortization period.  This approach is similar to approach two discussed above. Also Ormet Primary Aluminum Corporation recommended that the tax savings realized by the Company should be passed on to customers.

II. OCC RECOMMENDation

Q13.
WHAT IS YOUR RECOMMENDATION TO THE COMMISSION REGARDING THE ACCURATE THE CALCULATION OF CARRYING CHARGES SUBJECT TO RECOVERY FROM CUSTOMERS IN THE PIRR? 

A13.
The Commission should disallow collecting from customers any extra carrying charges on non-investor supplied capital.  Ignoring the tax savings that the Company was able to achieve would result in overcharging customers.  I recommend that the Commission adopt the second approach explained above. 
III. CONCLUSION

Q14.
DOES THIS CONCLUDE YOUR TESTIMONY AT THIS TIME?

A14.
Yes.  However, I reserve the right to incorporate new information that may subsequently become available.  I also reserve the right to supplement my testimony in the event that AEP Ohio, PUCO Staff or other parties submit new information or if additional information is provided through discovery. 
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