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Direct Testimony of Ibrahim Soliman
On Behalf of the Office of the Ohio Consumers’ Counsel
PUCO Case Nos. 12-1685-GA-AIR, et al.

INTRODUCTION

PLEASE STATE YOUR NAME, ADDRESS AND POSITION.
My name is Ibrahim Soliman. My business address is 10 West Broad Street,
Suite 1800, Columbus, Ohio 43215-3485. | am employed by the Office of the

Ohio Consumers’ Counsel (“OCC”) as a Senior Regulatory Analyst.

WHAT IS YOUR EDUCATIONAL BACKGROUND?

| earned a Bachelor of Business Administration degree from Cairo University in
1976 with a major in accounting. | have completed numerous regulatory training
programs. I retired from the Public Utilities Commission of Ohio (“PUCQO” or
“Commission”) on July 2010 after 30 years of service. I am a Certified Public

Accountant, Certified Internal Auditor, and Certified Management Accountant.

PLEASE SUMMARIZE YOUR WORK EXPERIENCE.

| joined the OCC in January 2011 as a Senior Regulatory Analyst. Prior to my
employment with the OCC, | worked for the PUCO from July 1980 until July
2010. During my thirty-year tenure with the Staff of the Commission (“Staff”), I
held the following positions: 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. 1 also
participate in other cases and investigations in the electric, gas, and water

industries.
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HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY BEFORE THIS
COMMISSION?

Yes. During my employment with the Staff of the PUCO and with OCC, |
submitted testimony before the Commission in several electric, gas, and water

cases, as detailed on Attachment IS-1.

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

| reviewed relevant portions of the Application filed on July 09, 2012, by Duke
Energy Ohio, Inc. (“Duke” or “Utility”); the Standard Filing Requirements and
associated workpapers; and Duke’s testimony. I also reviewed the relevant
sections of PUCO Staff Report of Investigation (“Staff Report™) and associated
workpapers, and certain Duke responses to Staff Data Requests and OCC

discovery.

PURPOSE OF TESTIMONY

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS
PROCEEDING?

My testimony will support several OCC objections to the Staff Report that relate
to the determination of operating income and rate base. Specifically, | address

OCC’s objections to the Staff Report related to the following areas:
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o Annualized Operation & Maintenance Labor Expense
(Operating Income OCC - Objection No. 3)

o Pension and Benefits (Operating Income - OCC Objection
Nos. 4 and 5)

o Payroll Taxes (Operating Income - OCC Objection Nos. 7

and 8)

My testimony also presents the quantification of the impact of certain OCC
objections and recommendations on the calculation of the revenue requirements.
In OCC Schedules A-1 through C-4, I have incorporated the recommendations on
rate base and operating income from my testimony and the testimony of OCC
Witnesses Gould and Effron, and the recommendations on rate of return presented
by OCC Witness Duann. The revenue increase that Duke seeks from customers

should instead be a revenue decrease, as explained below.

OPERATING INCOME

A Labor Expense

DID THE STAFF ANNUALIZE TEST YEAR LABOR EXPENSE?
Yes. As explained on page 10 of the Staff Report, the Staff annualized test year
labor expense to reflect Duke’s actual August 2012 employee levels and August

2012 wage rates for union employees and non-union employees. The Staff’s
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annualized test year labor expense also reflects the actual 2011 labor expense for

Duke Energy Business Service. The result of the Staff’s labor annualization is a

reduction of $4,372,715 as demonstrated on Staff Report Schedule C-3.4.

The Staff also flowed through the effect of its labor annualization into a pension
and benefits expense adjustment and a payroll taxes adjustment on Staff Report

Schedules C-3.17 and C-3.18.

DO YOU HAVE CONCERNS ABOUT THE STAFF’S CALCULATION OF
TEST YEAR ANNUALIZED LABOR EXPENSE?

Yes, I have two concerns regarding the Staff’s calculation. First, the Staff
includes wages for two Duke employees who were terminated in October and
December 2012 due to voluntary/involuntary separation. Second, the Staff’s
labor expense for Duke Energy Business Services includes wages for 257
employees who also were subject to voluntary/involuntary separation during the
2012 test year. (See Duke’s response to the Staff’s Data Request No. 137-001,
Attachment IS-2.) The Staff’s inclusion of wages for those 259 separated
employees resulted in an over-statement of labor expense. Finally, the Staff has
flowed through the effect of its over-stated test year labor expense into its pension

and benefits expense adjustment and payroll taxes expense adjustments.
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WHAT IS YOUR RECOMMENDATION REGARDING TEST YEAR LABOR
EXPENSE?

Duke determined the financial impact to test year O&M labor expense, which
resulted from the termination of 259 employees, to be $741,297. This amount
was directly charged or allocated to Duke Energy Ohio Gas Operations during the
test year, 2012. (See Duke’s response to Staff Data Request No. 137-001,
Attachment IS-2.) | recommend that the Commission exclude $741,297 from the
final determination of adjusted labor expense. Exclusion of the $741,297 makes
adjusted test year labor expense representative of a normal level of labor expense.
Including the $741,297 in rates would result in an over-statement of test year
labor expense, meaning that customers would pay more than the normal level of
labor expense. OCC Schedule C-3.4 shows the exclusion of the $741,297 and the

Staff’s exclusion of $4,372,715 from the calculation of test year labor expense.

B. Pension and Benefits Expense

DID THE STAFF ADJUST THE TEST YEAR EMPLOYEE PENSION AND
BENEFITS EXPENSE TO FLOW THROUGH THE IMPACT OF ITS
LABOR EXPENSE ADJUSTMENT?

Yes. The Staff proposes an adjustment to decrease test year pension and benefits
expense by $2,494,313 to flow through the impact of its labor expense
adjustment. On Staff Report Schedule C-3.17, the Staff calculated the impact of

its labor adjustment on test year pension and benefits expenses by applying a
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benefit loading rate of 37.39% to its Duke Energy Ohio annualized labor and a
benefit loading rate of 24.65% to Duke Energy Business Services annualized
labor. As stated on page 12 of the Staff Report, these two loading rates were
based on actual benefits for three months of the test year (January 2012 through

March 2012).

WHAT DO YOU RECOMMEND REGARDING THE BENEFITS LOADING
RATES FOR PENSION AND BENEFITS EXPENSE?

| recommend that in flowing through the impact of adjusted test year labor
expense on employee pension and benefits expense, the test year actual benefits
loading rates of 35.08% for Duke Energy Ohio and 23.12% for Duke Business
Service should be used. (See Duke’s response to OCC Interrogatory No. 300,
Attachment IS-2.) The actual pension and benefits loading rates reflect the actual
twelve-month cost Duke incurred during the test year and represent a normal level
of fringe benefits expense. Using loading rates based on only the first three
months of the test year would result in an over-statement of benefits expense,
meaning that customers would pay more than the normal level of benefits
expense. As shown on Schedule 1S-C-3.17a, this results in a reduction of pension

and benefits expense by $2,894,611.
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WHAT OTHER ADJUSTMENT DO YOU RECOMMEND REGARDING
PENSION AND BENEFITS EXPENSE?

As previously discussed in the labor expense section of my testimony, Duke
determined the financial impact to test year fringe benefits resulting from the
separation of 259 employees to be $244,935. This amount was directly charged
or allocated to Duke Energy Ohio Gas Operations during the test year, 2012. (See

Duke’s response to Staff Data Request 137-001, Attachment I1S-2.)

| recommend that the Commission exclude this $244,935 from the final
determination of adjusted pension and benefits expense. Excluding the $244,935
makes adjusted pension and benefits representative of the normal level of fringe
benefits. Including the $244,935 would result in an over-statement of test year
benefits expense, meaning that customers would pay more than the normal level
of benefits expense. OCC Schedule C-3.17 shows the result of excluding the
$244,935 and the $2,894,611 from the calculation test year pension and benefits

expense.

C. Payroll Taxes

DID THE STAFF ADJUST TEST YEAR PAYROLL TAXES?

Yes. On Staff Report Schedule C-3.18, the Staff proposes an adjustment to

decrease test year payroll taxes by $656,002 to flow through the impact of its
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labor expense adjustment. The Staff’s calculation uses its annualized test year

labor expense and Duke’s proposed loading payroll tax rate of 7.65%.

WHAT IS THE BREAKDOWN OF THE 7.65% LOADING PAYROLL TAX
RATE THAT THE STAFF USED?

There are two components of the 7.65% payroll tax rate: 6.20% is attributable to
Social Security and 1.45% is attributable to Medicare’s Hospital Insurance

program.t

DID THE STAFF APPLY EACH OF THESE TAX RATES TO THE
APPROPRIATE TAXABLE WAGES FOR EACH TYPE OF TAX?

No. Rather than applying each separate rate to its respective taxable wages as
was done in Duke’s previous gas rate case, Case No. 07-589-GA-AIR, the Staff in
this proceeding applied a combined rate of 7.65% to its total test year labor
expense. The result of the Staff’s approach is an overestimate of test year payroll
tax by $949,086 as shown on Schedules IS-C-3.18a and 1S-C-3.18b, meaning that

customers would pay more than the normal level of this payroll tax expense.

WHAT IS YOUR RECOMMENDATION REGARDING TEST YEAR
PAYROLL TAXES?
| recommend that each of the separate tax rates be applied to the appropriate

taxable wages, as shown on OCC Schedules 1S-C-3.18a and IS-C-3.18b. The

1 OCC INT-04-076 Case 12-1682-EL-AIR; see also Internal Revenue Code Sections 1401, 3101 and 3111.
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result is a reduction of $949,086. Also, | recommend a reduction of $64,308
resulting from the elimination of taxes for the 259 employees who were
voluntarily and/or involuntarily separated, according to Duke’s response to Staff
Data Request 137-001 (see Attachment IS-2). My total recommended reduction
to test year payroll taxes is $1,013,394 ($949,086 + $64,308), as shown on OCC

Schedule C-3.18.

D. OCC Recommended Revenue Requirement

DID YOU PREPARE SCHEDULES THAT SHOW 0CC’S RECOMMENDED
REVENUE REQUIREMENTS WHEN OTHER OCC ADJUSTMENTS ARE
CONSIDERED?

Yes. Taking into consideration the adjustments to rate base and operating income
recommended by OCC’s Witnesses Gould, Effron, and me, and using OCC
Witness Duann’s recommended maximum rate of return of 6.66%, I have
calculated an annual distribution base revenue decrease of approximately
$22,307,578 or a decrease of 9.02% to Duke’s current base revenue of
$247,249,200. OCC’s recommendation that Duke should collect $22,307,578 (or
a decrease of 9.02%) less revenue from customers compares to Duke’s proposed
revenue increase of $44,607,929 (or an increase of 18.09%) and to the PUCO
Staff’s proposed revenue decrease in the range between $3,358,775 and
$10,725,809 (or a decrease in the range between 1.36% and 4.34%). This

calculation of the revenue requirement is shown on OCC Schedule A-1.
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IV.  CONCLUSION

Q18. DOES THIS CONCLUDE YOUR TESTIMONY AT THIS TIME?

Al18. Yes. However, | reserve the right to incorporate new information that may
subsequently become available. | also reserve the right to supplement my
testimony in the event that the PUCO Staff changes any of its positions made in

the Staff Report.

10
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Attachment IS-1

Ibrahim Soliman
Testimony Submitted

Date Docket Company

01/30/1986 | 85-554-EL-AIR Toledo Edison

11/07/1988 | 88-170-EL-AIR et al. Toledo Edison, CEI

01/23/1990 | 89-616-GA-AIR et al. Columbia Gas

04/23/1990 | 89-1001-EL-AIR Ohio Edison

01/23/1992 | 91-418-EL-AIR Columbus Southern Power

07/13/1994 | 93-487-TP-ALT et al. Ohio Bell

03/20/1995 | 94-0578-EL-CMR et al. | CEI

01/16/1996 | 95-0299-EL-AIR et al. Toledo Edison, CEI

01/30/2008 | 07-0551-EL-AIR et al. FirstEnergy (Ohio Edison, CEI, Toledo Edison)
08/22/2008 | 07-0829-GA-AIR et al. East Ohio Gas

11/07/2008 | 08-0917-EL-SSO et al. Columbus Southern Power, Ohio Power
04/20/2009 | 09-0038-GA-UNC Dominion East Ohio

10/14/2009 | 09-0458-GA-RDR Dominion East Ohio

04/05/2010 | 09-1875-GA-UNC Dominion East Ohio

10/24/2011 | 10-351-EL-AIR Columbus Southern Power

10/24/2011 | 10-352-EL-AIR Ohio Power

05/04/2012 | 11-346-EL-SSO Columbus Southern Power / Ohio Power

03/01/2012

11-4161-WS-AIR

Ohio American Water




Attachment I1S-2

Duke Energy Ohio

Case No. 12-1685-GA-AIR

Staff One Hundred Thirty-Seventh Set Data Requests
Date Received: November 26, 2012

STAFF-DR-137-001

REQUEST:

Regarding the response to Staff’s DR 126-003, provide an estimate of the financial
impact to O&M labor expense that would result if all of the employees listed accepted
severance from both voluntary and involuntary programs.

RESPONSE:

The total financial impact to O&M labor expense from the 255 listed employees
terminating from the company would be an annual reduction of $1,149,873. This number
includes the following components as a part of O&M labor expense:

* Annual salary ($741,927) directly charged or allocated to DEO Gas Operations
Oo&M

® Annual incentive pay at target ($98,703) directly charged or allocated to DEO
Gas Operations O&M

¢ Fringe benefits ($244,935) allocated to this salary amount directly charged or
allocated to DEO Gas Operations O&M

¢ Payroll taxes ($64,308) applicable for the annual salary and incentives directly
charged or allocated to DEO Gas Operations O&M

This represents the expected reduction amount for a full year assuming there is no
backfill or replacement for these employees.

PERSON RESPONSIBLE: Stan Sherrill
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2012 Year to Date Benefits Summary

Total Employee Benefit Loading Rate

Attachment I1S-3

Case No. 12-1685-GA-AIR
OCC-INT-07-300 (B) Attachment DEC SUPP
Page 1 of 1

23.12% 35.08%

Duke Energy

Business Duke Energy
Services 2012 Ohio 2012
Actual Actual
Expenses Expenses
1B110 Qualified Pension 27,143,806.34 8,161,418.42
18112 Employee Savings Plan 34,242,247.05 3,416,670.72
1B114 OPEB 5,889,962.33 1,461,189.99
1B117 Retiree Medical 1,044,688.04 32,783.01
18118 Retiree Dental (12,017.16) 13,910.02
1B119 Retiree Life 137,410.93 23,133.91
1B210 Medical 64,769,598.42 9,588,445.39
1B211 MSA/DCSA 1,895.60 -
1B212 Dental 4,124 962.27 531,775.22
18214 Misc Other Fees 412,878.69 1,874.46
1B216 Long Term Disability 2,517,607.77 255,231.86
1B218 FAS 112 Offset 4,633,666.61 530,461.00
1B310 Service / Safety Awards 1,033,093.18 96,616.63
18312 Other Work / Family Benefits 225,303.61 27,937.92
1B410 Tuition Refund (Undergrad) 384,242.12 46,868.78
1B411  Tuition Refund (Graduate) 792,619.00 5,310.00
1B413 Employee Recreation - -
1B510 Basic Life 1,639,405.52 158,054.25
18511 Business Travel Accident - -
1B512 AD&D 151,679.35 14,636.11
Total Benefits 149,133,049.67  24,366,317.69
| 1B417  Aliocated Benefits 149,133,049.67 24,289,862.72
% to total DEBS DEOH
1B110 Qualified Pension 18.20% 33.49%
1B112 Employee Savings Plan 22.96% 14.02%
1B114 OPEB 3.95% 6.00%
1B117 Retiree Medical 0.70% 0.13%
1B118 Retiree Dental -0.01% 0.06%
1B119 Retiree Life 0.09% 0.09%
1B210 Medical 43.43% 39.35%
1B211 MSA/DCSA 0.00% 0.00%
1B212 Dental 2.77% 2.18%
1B214 Misc Other Fees 0.28% 0.01%
1B216 Long Term Disability 1.69% 1.05%
1B218 FAS 112 Offset 3.11% 2.18%
1B310 Service / Safety Awards 0.69% 0.40%
1B312 Other Work / Family Benefits 0.15% 0.11%
1B410 Tuition Refund (Undergrad) 0.26% 0.19%
1B411  Tuition Refund (Graduate) 0.53% 0.02%
1B413 Employee Recreation 0.00% 0.00%
1B510 Basic Life 1.10% 0.65%
1B511 Business Travel Accident 0.00% 0.00%
1B512  AD&D 0.10% 0.06%
100.00% 100.00%
Loading Rate by BEN
Pension 4.21% 11.75%
401(k) (Deferred Compensation) 5.31% 4.92%
FAS106 & 112 (OPEB) 1.63% 2.87%
Medical & Dental (Group Insurance) 11.53% 15.28%
Other Benefits 0.44% 0.26%
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DUKE ENERGY OHIO, INC.
CASE NO. 12-1685-GA-AIR
ADJUSTED TEST YEAR OPERATING INCOME
FOR THE TWELVE MONTHS ENDED DECEMBER 31, 2012

oceC
WORK PAPER REFERENCE NO(S).: Applicant's Schedules C-2 and OCC Schedule C-3 SCHEDULE C-2
PAGE 1 OF 1
UNADJUSTED ADJUSTED
LINE REVENUE & occC's REVENUE &
NO. DESCRIPTION EXPENSES ADJUSTMENTS EXPENSES
1 OPERATING REVENUES
2 Base Revenue and Riders $ 267,343,927 $ (24,829,455) $ 242,514 472
3 Gas Costs Revenue 151,105,778 (15,638,131) 135,467,647
4 Other Operating Revenue 2,733,651 2,001,077 4,734,728
5 Total Operating Revenues 421,183,356 (38,466,509) 382,716,847
6
7 OPERATING EXPENSES
8 Operation and Maintenance Expenses
9 Production Expenses
10 Liquefied Petroleum Gas 61,954 0 61,954
11 Other 1,214,314 0 1,214,314
12 Total Production Expense 1,276,268 0 1,276,268
13
14 Other Gas Supply Expenses
15 Purchased Gas 143,959,346 (8,553,653) 135,405,693
16 Other 1,814,319 0 1,814,319
17 Total Other Gas Supply Expense 145,773,665 (8,5653,653) 137,220,012
18
19 Transmission Expense 0 0 0
20 Distribution Expense 23,114,442 (150,050) 22,964,392
21 Customer Accounts Expense 30,317,499 (14,633,643) 15,683,856
22 Customer Service & Information Expense 8,053,632 0 8,053,632
23 Sales Expense 178,483 (178,452) 3
24 Administrative & General Expense 37,074,246 (12,128,655) 24,945,591
25 Amortization of Deferred Expense 3,136,489 (104,676) 3,031,813
26 Total Operation and Maintenance Expense 248,924,724 (35,749,129) 213,175,595
27
28 Depreciation Expense 41,322 736 2,497,218 43,819,954
29
30 Taxes Other Than Income Taxes
31 Other Federal Taxes 2,484,354 (1,013,394) 1,470,960
32 State and Other Taxes 50,670,721 (28,045,174) 22,625,547
33 Total Taxes Other Than Income Taxes 53,155,075 (29,058,568) 24,096,507
34
35 Federal iIncome Taxes
36 Normal and Surcharge (12,554,963) 8,219,833 (4,335,130)
37 Provision for Deferred Income Taxes 33,479,991 (694,603) 32,785,388
38 Total Federal Income Tax Expense 20,925,028 7,525,230 28,450,258
39
40 Total Operating Expenses and Taxes 364,327,563 (54,785,249) 309,542,314
41
42 Net Operating Income $ 56,855,793 § 16,318,740  § 73,174,533
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DUKE ENERGY OHIO, INC.
CASE NO. 12-1685-GA-AIR

ADJUSTED JURISDICTIONAL FEDERAL INCOME TAXES
FOR THE TWELVE MONTHS ENDED DECEMBER 31, 2012

occ
SCHEDULE C4
PAGE 1 OF 1
WORK PAPER REFERENCE NO(S).: SCHEDULE C-4.1, WPC4.1a
AT CURRENT RATES AT PROPOSED RATES
LINE SCHEDULE C-3 PROFORMA
NO. DESCRIPTION UNADJUSTED ADJUSTMENTS ADJUSTED ADJUSTMENTS PROFORMA
: s (1) {2 (3) (4) _{8)
(%) (%) £} (%) ($)
1 Operating Income before Federal
2 Income Taxes 77,780,821 23,843,970 101,624,791 (22,216,050) 79,408,741
3
4 Reconciling items:
5 Interest Charges (19,527,647) (2,343,309) (21,870,956) 0 (21,870,956)
6 Net Interest Charges (19,527.647) (2,343,309) (21,870,956) 0 (21,870,956)
7
8 Tax Depreciation (111,690,697) Y (111,690,697) 0 (111,690,697)
9 Book Depreciation 43,361,628 2,497,218 45,858,846 0 45,858,846
10 Excess of Tax over Book Depreciation (68,329,069) 2,497,218 (65,831,851) 0 (65,831.851)
1
12 Other Reconciling Items:
13 Permanent Differences 99,672 4} 99,672 0 99,672
14 Temporary Differences (25,895,100} (512,638) (26,407,738) 0 (26,407,738}
15 Total Other Reconciling ltems (25,795,428) (512,638) (26,308,066} 0 (26,308,066)
16 Total Reconciling items (113,652,144) (358,729)  (114,010,873) 0 (114 010,873}
17 Federal Taxabie Income (35,871,323) 23,485,241 (12,386,082) (22,216,050) (34,602,132)
18
19 Federal Income Taxes:
20 First $50,000 50,000 @ 15% 7,500 7,500 7,600
21 Next $25,000 25000 @ 25% 6,250 6,250 6,250
22 Next $25,000 25000 @ 34% 8,500 8,500 8,500
23 Next $235,000 235000 @ 39% 91,650 91,650 91,650
24 Next $9,665,000 9,665,000 @ 34% 3,286,100 3,286,100 3,286,100
25 Next $5,000,000 5,000,000 @ 35% 1,750,600 1,750,000 1,750,000
26 Next $3,333,333 3333333 @ 38% 1,266,667 1,266,667 1,266,667
27 Over $18,333,333 (A) (54,204,656) @ 35% (18,971,630) 8,219,834 (10,751,796) (7,775,618) _ (18,527,414)
28 Federal Income Taxes (12,554 963) 8,219,834 (4,335,129) (7,775,618) (12,110,747)
29
30 Deferred Income Taxes:
31 Deferred Income Tax on Depreciation 24,039,299 (874,026) 23,165,273 23,165,273
32 Other Deferred Income Taxes - Net 9,083,285 179,423 9,242,708 9,242,708
33 Deferred Income Tax Adjustment - ARAM 4128 4,128 4,128
34 Deferred Income Tax Adjustment - Flow-Through 592,325 592,325 592,325
35 Amortization of Investment Tax Credit (219,046) 0 (219,046) (219,046)
36 Total Deferred Income Taxes 33,479,991 (694,603) 32,785,388 0 32,785,388
37
38 Total Federal Income Taxes 20,925,028 7,525,231 28,450,259 (7,775,618) 20,674,641

{A) Calculation may be different due to rounding
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