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Please state your name and your business address.
My name is Robert B, Fortney, My business address is 180 E. Broad

Street, Columbus, Ohio 43215.

By whom are you employed and in what capacity?
I am employed by the Public Utilities Commission of Ohio (PUCO) as a
Public Utilities Administrator 3 in the Rates and Tariffs Division of the

Utilities Department.

Please outline your educational background and work experience.

I received a Bachelor of Science Degree in Business Administration from
Ball State University, Muncie, Indiana, in 1971, Ireceived a Master of
Business Administration Degree from the University of Dayton, Dayton,
Ohio, in 1979. I have been with the Commission staff for 26 years,

involved in all aspects of electric utility rates, rules and regulations.

What is the purpose of your testimony in this proceeding?
It is Staff’s intent to provide testimony only for the issues in the companies’
application which Staff either does not support, or is proposing to be

modified. Also, I will compare the ESP, as proposed by AEP, to an MRO.

Do you have issues in the companies’ application that you oppose?
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No. The issues that I reviewed are those related to the rate design and
resulting revenue impacts to the various classes of customers. There is
nothing regarding those areas in the application that I find to be
unreasonable; however, there may be some rate-related issues (e.g. fuel,
phase-in deferrals, merged rates) which may be included in the testimony of

other Staff,

Did you perform a comparison between the ESP and the MRO?

Yes, I did several analyses. Those analyses are shown in the attachments to
this testimony. Attachment A compares the results of the application to the
results of a Market Rate Option using the projected market rate as
determined by Staff witness Johnson, which incorporates a capacity cost
component equal to RPM. Attachment B compares the results of the
application to the results of a Market Rate Option using a projected market
rate as determined by Staff witness Johnson. It is my understanding that in
his calculations, Mr. Johnson has used a formula that included a capacity
cost component of $146.41 per MW-day, as provided in the testimony of
Emily S. Medine on behalf of Staff which was docketed on May 7, 2012 in
Case No. 10-2929-EL-UNC. Attachment C compares the results of the
application to the results of a Market Rate Option using the projected
market rate as determined by Staff witness Johnson, which incorporates a

capacity cost component equal to $255 per MW-Day.
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What assumptions did you make?

I made no independent assumptions. I utilized the information provided in
Exhibits DMR-1 and DMR-2 attached to the testimony of David Roush and
in Exhibit LIT-1 attached to the testimony of Laura Thomas to determine
the generation rates which the company is proposing and the resulting

revenue impacts.

Next, one must consider what additional revenue mechanisms the applicant
has proposed. These take the form of various Riders. Some of the
proposed Riders have zero revenue associated with them because the costs
are unknown at this time. The comparison also makes the assumption that
those Riders are a function of the ESP only and that they would not be
present if the company were to apply for a market rate option. That may or
may not be a valid assumption. The only Rider I have chosen to include in

my analysis is the proposed Retail Stability Rider (RSR).

Also, the analysis takes into account a blending of the market rate with a
standard service offer. Section 4928.142 (D) of Senate Bill 221 indicates
that a company’s first application for a MRO requires a proportionate
blending of that market rate with the generation service price equal to the
utility’s most recent standard service offer which can be adjusted by the

Commission for known and measurable changes (including fuel) in that
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most recent standard service offer. My analysis does not contemplate a

change in the fuel component. While the Commission can determine the

blending percentages, the statute suggests a blending of 10%/90%,

20%/80% and 30%/70% for the first three years.

Finally, while actual ESP rates can be determined with some degree of

objectivity, the market rate is subject to significant uncertainty due to the

volatility of forward contract prices.

g Q.  Can you summarize the results of the analysis?

A. The following chart summarizes the results:

Attachment A: RPM

Description Average Rate in cents per kWh
June 2012 — May 2013 AEP ESP Proposal, 6.412
including the RSS

June 2012 — May 2013 Staff Blended Market | 6.054
Rate

June 2013 — May 2014 AEP ESP Proposal, 6.379
including the RSS

June 2013 — May, 2014 Staff Blended Market | 6.000
Rate

June 2014 — Dec, 2014 AEP ESP Proposal, 6.382
including the RSS

June, 2014 — Dec 2014 Staff Blended Market | 6.132

Rate




Attachment B: $146.41

Average Rate in cents per kWh
Description
June 2012 ~ May 2013 AEP ESP Proposal, 6.412
including the RSS
June 2012 — May 2013 Staff Blended Market 6.138
Rate
June 2013 —May 2014 AEP ESP Proposal, 6.379
including the RSS
June 2013 — May, 2014 Staff Blended Market } 6.153
Rate
June 2014 — Dec, 2014 AEP ESP Proposal, 6.382
including the RSS
June, 2014 —~ Dec 2014 Staff Blended Market | 6.172
Rate

Attachment C: $255

Description Average Rate in cents per kWh
June 2012 — May 2013 AEP ESP Proposal, 6.412
including the RSS

June 2012 — May 2013 Staff Blended Market 6.208
Rate

June 2013 — May 2014 AEP ESP Proposal, 6.379
including the RSS

June 2013 — May, 2014 Staff Blended Market | 6.293
Rate

June 2014 — Dec, 2014 AEP ESP Proposal, 6.382
including the RSS

June, 2014 — Dec 2014 Staff Blended Market | 6.382
Rate

I then assume that for the period of January, 2015 through May of 2013, the
generation rate for AEP would be a market rate, but that the Retail Stability

Rider would still be in place.

9, Q. What do you conclude?
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A.  For illustration purposes, the following table summarizes the average rates
per kWh for the time period of June, 2012 through December, 2014, That
is, the rates are averaged over 31 months.

Description Average Rate in cents’kWh Over the Term

AEP ESP Proposal, including the RSS 6.392

Staff Blended MRO Attachment A-RPM 6.051

Staff Blended MRO Attachment B-$146.41 6.152

Staff Blended MRO Attachment C-$255 6.280
I conclude that under all three of these quantitative scenarios the ESP as
proposed by AEP is not more favorable than the blended MRO utilizing the
forecasted market rates as determined by Staff witness Johnson.

10. Q.  Youhave mentioned that your analysis is strictly quantitative in nature.
Are there qualitative benefits that an ESP provides over an MRO?

A, I believe there are other considerations, which cannot be quantified, that the

Commission should take into account when making its final decision. Staff
has indicated in previous proceedings (most recently in the Staff comments
filed in DP&L’s Case No.12-426-EL-SS0) , that, although either an
electric security plan or a market rate option would fulfill the obligation
under R.C. 4928.141, the electric security plan can offer advantages for the
ratepayers of the applicant, the applicant, and the public at large. The

transition to competitive markets is beneficial to ratepayers because under
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the plan as proposed in the application the move to a full market rate can be

achieved more quickly than through the blending phase-in of an MRO.

While the market is subject to fluctuations and may be at times
unpredictable, the proposed ESP would provide a transition to market by
allowing for rate certainty and stability such that customers, and the utility,

know what to expect.

Further, if there is an established need for additional generation in the
future, the GRR provides a mechanism to enable the Commission to allow
for the construction of generation facilities, while committing to the
diversity of state supply, and allowing the applicant to fulfill its REC

obligations.

Doe this conclude your testimony?
Yes, it does. However, I reserve the right to submit supplemental testi-
mony as described herein, as new information subsequently becomes avail-

able or in response to positions taken by other parties.
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