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APPLICATION OF DUKE ENERGY OHIO, INC.,
TO ADJUST RIDER-AU FOR 2016 GRID MODERNIZATION COSTS

1. Duke Energy Ohio, Inc., (Duke Energy Ohio or the Company) is an Ohio
corporation engaged in the business of supplying gas distribution service in Adams, Brown,
Butler, Clinton, Clermont, Hamilton, Montgomery, and Warren Counties in Southwestern
Ohio to approximately 425,000 gas customers.

2! Duke Energy Ohio is a natural gas company within the meaning of
4905.03(A)(6), Revised Code, and as such, is a public utility subject to the jurisdiction of the
Public Utilities Commission of Ohio (Commission).

3. In this Application, the Company requests approval to adjust its advanced
utility rider (Rider AU) to allow for recovery of 2016 costs for the deployment of its grid
modernization and related systems. Rider AU was originally submitted for approval in
Case Nos. 07-589-GA-AIR, et al., (Gas Distribution Rate Case). Duke Energy Ohio also
hereby requests such tariff approval and accounting authority as may be required for
recovery.

4, The Company's Gas Distribution Rate Case, originally filed in July 2007,

was resolved by a stipulation that provided, in part, for a process for filing deployment



plans for the installation of an automated gas meter reading system. The automated gas
meter reading system was designed to employ the grid modernization communications
technology. The stipulation also contained a method for recovering costs associated with
the plans, which was designated Rider AU.'

5% In June 2009, in Case No. 09-543-GE-UNC, Duke Energy Ohio submitted
its first annual second quarter application for approval of the costs it incurred during 2008
for its dei)loyment of grid moder;lization. This case was' also resolved through ;1
stipulated settlement in November of 2009, and that stipulation was approved by the
Commission in May 2010.2

6. In July 2010, in Case No. 10-867-GE-RDR, Duke Energy Ohio submitted
its second annual second-quarter application for approval of the costs it incurred during
2009 for its deployment of grid modernization. Like the Company's Gas Distribution
Rate Case, ESP Case, and Case No. 09-543-GE-UNC, Case No. 10-867-GE-RDR was
also resolved by means of a stipulated settlement, which was approved by the
Commission in March 20112

U On October 27, 2010, in Case No.10-2326-GE-RDR, the Commission
issued an entry that included a request for proposals to perform an audit that includes
both an operational audit and an operational benefits assessment of Duke Energy Ohio's
overall grid modernization implementation. The Commission subsequently selected

MetaVuy, Inc., (MetaVu) to conduct the audit. MetaVu's final audit report was filed with

Un the Matter of the Application of Duke Energy Ohio for an Increase in Rates, Case No. 07-589-GA-AIR,
et al., (Stipulation and Recommendation, February 28, 2008).

In the Matter of the Application of Duke Energy Ohio to Adjust and Set its Gas and Electric
Recovery Rate for SmartGrid Deployment Under Rider AU and Rider DR-IM, Case No. 09-543-GE-UNC
(Stipulation and Recommendation, November 19, 2009).
> In the Matter of the Application of Duke Energy Ohio to Adjust Rider DR-IM and Rider AU for 2009
SmartGrid Costs, Case No. 10-867-GE-RDR (Stipulation and Recommendation, February 14, 2011).
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the Commission on June 30, 2011. That proceeding was resolved by a stipulation and
recommendation that was submitted to the Commission for its approval on February 24,
2012. The Stipulation and Recommendation was approved by the Commission on June
13, 2012.

8. In June 2012, in Case No. 12-1811-GE-RDR, Duke Energy Ohio
submitted its fourth annual second-quarter application for approval of the costs it incurred
during 201I1 for its deployment of' grid modernization. Like the Company's Gas.
Distribution Rate Case, ESP Case, and Case No. 09-543-GE-UNC, this case was also
resolved by means of a stipulated settlement, which was approved by the Commission in
March 2013.

9. In June 2012, in Case No. 12-1685-GA-AIR, Duke Energy Ohio filed for
an increase to its base gas rates. In this case the gas smart grid capital investment as of
March 31, 2012 was included in base rates. There was a partial settlement reached in the
case that was approved by the Commission in November 2013.

10. In June 2013, in Case No. 13-1141-GE-RDR, Duke Energy Ohio
submitted its fifth annual second-quarter application for approval of the costs it incurred
during 2012 for its deployment of grid modernization. This case was also resolved by
means of a stipulated settlement, which was approved by the Commission in April 2014.

I1.  In June 2014, in Case No. 14-1051-GE-RDR, Duke Energy Ohio
submitted its sixth annual second-quarter application for approval of the costs it incurred
during 2013 for its deployment of grid modernization. A hearing was held in February

2015. The Commission issued its order in April 2015.



12.  In June 2015, in Case No. 15-0883-GE-RDR, Duke Energy Ohio
submitted its seventh annual second-quarter application for approval of the costs it
incurred during 2014 for its deployment of grid modernization. A hearing was held in
January, 2016. The Commission issued its order in March 2016.

13.  In April 2016, in Case No. 16-0794-GE-RDR, Duke Energy Ohio
submitted its eighth annual second-quarter application for approval of the costs it
incurred duriﬁg 2015 for its deployrne;xt of grid modernization. .Staff issued its Review
and Recommendations in August, 2016 and recommended that the Application be
approved as filed. The Commission issued its order in September, 2016.

14, Duke Energy Ohio hereby files its Application to adjust Rider AU to
recover 2016 costs for the deployment of its grid modernization and related systems. In
support of its Application, Duke Energy Ohio submits the testimony of Peggy A. Laub.
Duke Energy Ohio witness Peggy A. Laub will provide details regarding the Company’s
expenditures and revenue requirement for grid modernization deployment for 2016 with
supporting schedules for the Company’s request consistent with stipulations agreed to in
prior cost recovery cases.

Conclusion

As discussed in the testimony filed in this case, the Company has worked to
deploy its grid modernization and advanced technologies, to promote its programs, and to
engage customers in order to make the programs successful. The Company continues to
provide additional functionality and efficiency to its system to benefit its customers and

to provide safer, more reliable, affordable energy.



Additionally, as supported by the testimony of the Duke Energy Ohio witnesses
filed herewith, the Company respectfully requests that the Commission approve its

Application, subject to the terms outlined herein.

Respectfully submitted,

Duke Energy Ohio, Inc.

Aates 4 dtte fdiy

Amy B.[Bpiller (0047277)

Deputy General Counsel

Elizabeth H. Watts (0031092)
Associate General Counsel

139 E. Fourth Street, 1303-Main
Cincinnati, Ohio 45201
Telephone: (513) 287-4359
Facsimile: (513)-287-4385
Amy.Spiller@duke-energy.com
Elizabeth. Watts@duke-energy.com
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L INTRODUCTION
PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
My name is Peggy A. Laub. My business address is 139 East Fourth Street,
Cincinnati, Ohio 45202
BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?
I am employed by Duke Energy Business Services LLC (DEBS), an affiliate of
Duk'e Energy Ohio, Inc. (Duké Energy Ohio, or the Coﬁpmy) as Director Rates.
& Regulatory Planning. DEBS provides various administrative and other services
to Duke Energy Ohio and other affiliated companies of Duke Energy Corporation
(Duke Energy).
PLEASE BRIEFLY DESCRIBE YOUR EDUCATION AND
PROFESSIONAL EXPERIENCE.
I received a Bachelor of Business Administration Degree with a major in
accounting from the University of Cincinnati. I began my career with The
Cincinnati Gas & Electric Company, the predecessor of Duke Energy Ohio, Inc.,
in the Accounting Department. I worked in various departments including Tax,
Regulated Business Unit’s financial group and Fixed Assets. In May 2006,
following the merger with Duke Energy Corporation, I transferred to the Midwest
US Franchised Electric & Gas accounting group. In November 2008, I transferred
to the Midwest wholesale accounting group as Manager of Wholesale and Bulk
Power Marketing accounting. In May 2010, I transferred to the Rate Department

and to my current position now titled Director Rates & Regulatory Planning.

PEGGY A. LAUB DIRECT
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HAVE YOU PREVIOUSLY TESTIFIED BEFORE THE PUBLIC
UTILITIES COMMISSION OF OHIO (COMMISSION)?
Yes. I previously testified in a number of cases before this and other regulatory
commissions.
WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS
PROCEEDING?
My testimony addresses the revenue requirement calculation for the natural gas
Rider AU (Advanced Utility) and then describes each schedule supporting the
revenue requirement calculation. I will be sponsoring Attachment PAL-1 to
support the proposed charges for Rider AU.
IL REVENUE REQUIREMENT CALCULATIONS

PLEASE DESCRIBE THE COMPONENTS OF THE REVENUE
REQUIREMENTS INCLUDED IN RIDER AU.
The revenue requirement includes the following components:

®  areturn on the rate base;

= depreciation and property taxes; and

® incremental expenses.
HOW IS RATE BASE CALCULATED?
Rate base is calculated in a manner consistent with the traditional rate base
calculation for a general retail rate case. One component is net plant, or gross
plant minus accumulated depreciation. Another component is accumulated

deferred income taxes associated with accelerated tax depreciation. The

PEGGY A. LAUB DIRECT
2



10

11

12

13

14

15

16

17

18

19

stipulations approved by the Commission in its Opinion and Order in Case No.
08-920-EL-SSO, et al., and its Opinion and Order in Case No. 09-543-GE-RDR,
allow an additional component of rate base in the form of post-in-service carrying
costs (PISCC). Because there are deferred income taxes associated with this item,
an additional adjustment is made to offset rate base for accumulated deferred
income taxes on this item.

ARE THERE COSTS THAT ARE SHARED BETWEEN THE ELECTRIC
AND GAS DISTRIBUTION BUSINESSES?

Yes. The fact that Duke Energy Ohio is a combination electric and gas utility
allows the Company to maximize the potential benefits of the SmartGrid project
for both electric and gas customers. For much of the SmartGrid equipment, it is a
simple exercise to assign costs directly to electric or to gas. The cost of some
equipment and some expenses, however, is incurred for both electric and gas
services.

The costs for “common” equipment are allocated between gas and electric
service based on appropriate allocation factors. The development of these
allocation factors is based on the Company’s determination of the extent to which
each type of plant (e.g., communication boxes, information technology costs (IT),

etc.) contributes to the gas or electric SmartGrid function.

PEGGY A. LAUB DIRECT
3
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DESCRIBE THE COMPUTATION FOR DEPRECIATION AND
PROPERTY TAX EXPENSES INCLUDED IN THE RIDER AU REVENUE
REQUIREMENT.

Depreciation expense is annualized by using currently approved accrual rates and
the depreciable gross plant for each plant type as of December 31, 2016.
Similarly, property tax expense is annualized by applying the latest average
property tax rates to the calculated property tax valuation‘ as of December 31,
2016.

WHAT INCREMENTAL EXPENSES ARE INCLUDED IN THE
REVENUE REQUIREMENT CALCULATIONS?

The only incremental expenses included in the Rider AU revenue requirement
calculations are specifically identifiable costs associated with the implementation
of the SmartGrid project for gas. Such costs include Information Technology
costs, system support, data transfer fees, and any other costs that can be directly
attributed to the SmartGrid program.

DO THE REVENUE REQUIREMENT CALCULATIONS REFLECT THE
SAVINGS THAT DISTRIBUTION AUTOMATION AND SMARTGRID
PROJECTS WILL GENERATE?

Yes. In the Order in Case No. 10-2326-GE-RDR, the Commission approved a
stipulation that included an agreement by Duke Energy Ohio to establish an
amount of savings to include in Rider AU. The amount of savings is reflected in

Schedule 11 of my attachment.

PEGGY A. LAUB DIRECT
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III. CHANGES FROM PRIOR FILING
HAVE YOU MADE ANY CHANGES IN THE REVENUE
REQUIREMENT CALCULATIONS SINCE THE COMPANY’S LAST
SMARTGRID COST RECOVERY FILING?
No.
PLEASE EXPLAIN THE CREDIT FOR THE COMPANY’S GAS-ONLY
CUSTOMERS. | -
The Company has customers in Adams County, Georgetown, and Lebanon, Ohio,
to whom it provides only gas service. These customers are located in an area
outside of Duke Energy Ohio’s electric service territory. Duke Energy Ohio
agreed to only include the costs of SmartGrid gas deployment in the monthly
Rider AU charge to these customers. The overall Rider AU revenue requirement
includes the gas portion of “common” costs and allocable project management
organization (PMO) costs. A monthly credit amount has been calculated to
eliminate these costs from the rider for these gas-only customers.
HOW HAS THIS ADJUSTMENT BEEN SHOWN IN THE SCHEDULES
USED TO CALCULATE THE RIDER AU REVENUE REQUIREMENT?
At the bottom of each supporting schedule in Attachment PAL-1, the costs related
to “common” and PMO costs have been detailed. These costs are summarized at
the bottom of Schedule 1A as a credit revenue requirement amount. On Schedule
12, this credit amount is divided by the total number of gas bills to calculate the

monthly credit for the 8,869 gas-only customers.

PEGGY A. LAUB DIRECT
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IV. RIDER AU
PLEASE PROVIDE A GENERAL OVERVIEW OF THE REVENUE
REQUIREMENT CALCULATION FOR RIDER AU.
The schedules provide extensive detail of the revenue requirement calculations for
Rider AU starting with support for the rate base component and pre-tax rate of
return, followed by details for expenses to be included. As discussed earlier in my
testimony, r‘nany of the schedules pr0\;ide support for the credit révenue requirement
applicable to the Company’s gas-only customers and that calculation is summarized
on Schedule 1A. Finally, the schedules show the calculation of the proposed
monthly rates for Rider AU applicable to the rate classes and the monthly credit for
the gas-only customers.
PLEASE EXPLAIN SCHEDULE 1 FOR GAS.
Schedule 1, summarizes the annualized revenue requirement for Duke Energy
Ohio’s Rider AU rates. The underlying rate base reflects the net balance of the
Company’s investment in SmartGrid allocable to its gas distribution business as of
December 31, 2016. The rate base shown is incremental to amounts in current rates.
The information on this schedule is supported in Schedules 2 through 12. Schedule
1A summarizes the credit to the annualized revenue requirement for the Company’s
gas only customers.
PLEASE EXPLAIN SCHEDULE 2 FOR GAS.
Schedule 2 provides the adjusted balance of plant additions at December 31, 2015,
and the actual plant additions by month from January 1, 2016, through December

31, 2016 to arrive at the balance as of December 31, 2016.

PEGGY A. LAUB DIRECT
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PLEASE EXPLAIN SCHEDULE 3 FOR GAS.

Schedule 3 provides the adjusted balance of the PISCC regulatory asset not
included in base rates at December 31, 2015, and the PISCC activity by month
from January, 2016, through December 31, 2016, to arrive at the balance as of
December 31, 2016. This schedule also provides actual PISCC amortization by
month from January 1, 2016, through December 31, 2016, to calculate the balance
at December 31, 2016. The net gas PISCC regulatory asset for the periods is also
provided.

PLEASE EXPLAIN SCHEDULE 4 FOR GAS.

Schedule 4 provides the balance of gas PISCC and O&M net deferred tax balance
at December 31, 2015, and December 31, 2016.

PLEASE EXPLAIN SCHEDULE 5 FOR GAS.

Schedule 5 provides the calculation of the deferred taxes on liberalized
depreciation for plant placed into service after March 31, 2012.

PLEASE EXPLAIN SCHEDULE 6 FOR GAS.

Schedule 6 provides the calculation of the pre-tax weighted average cost of capital
for the return component of the Rider AU revenue requirement calculation. The
capital structure and the capital cost rates are from the most recently approved gas
distribution rate case, Case No. 12-1685-GA-AIR, et al.

PLEASE EXPLAIN SCHEDULE 7 FOR GAS.

Schedule 7 provides the calculation of the annualized depreciation expense

associated with additions, based on actual gas-related SmartGrid plant additions

PEGGY A. LAUB DIRECT
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from April 1, 2012 through December 31, 2016, using currently approved
depreciation accrual rates.

PLEASE EXPLAIN SCHEDULE 8 FOR GAS.

Schedule 8 provides a calculation of the annualized amortization of the PISCC
accrued from April 1, 2012 through December 31, 2016. The gas-related PISCC
Regulatory Assets by account are in agreement with those provided on Schedule 4
and the amortization calculations use the currently approved average service lives.
PLEASE EXPLAIN SCHEDULE 9FOR GAS.

Schedule 9 is a schedule providing the calculation of the regulatory asset
associated with the deferral of O&M and depreciation costs pursuant to the
Stipulation approved in the prior filing, Case No. 09-543-GE-RDR.

PLEASE EXPLAIN SCHEDULE 10 FOR GAS.

Schedule 10 provides the calculation of the annualized property tax expense based
on actual additions to gas-related SmartGrid plant in service from April 1, 2012
through December 31, 2016. This calculation follows the process used in Duke
Energy Ohio’s Annual Report to the Ohio Department of Taxation to determine
the Net Property Valuation and uses the latest known average gas property tax
rate per $1,000 of valuation.

PLEASE EXPLAIN SCHEDULE 11 FOR GAS.

Schedule 11 provides for the savings and reduction agreed to in our Order in Case
No0.10-2326-GE-RDR. In the Order the Company agreed to a $5,502,000 in

savings in the 2016 revenue requirements. We have netted this amount with the

PEGGY A. LAUB DIRECT
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amount of $2,026,000 in our base rates in Case No. 12-1685-GA-AIR, resulting in
a $3,476,000 savings reduction in this filing.
PLEASE EXPLAIN SCHEDULE 12 FOR GAS.
Schedule 12 provides the new Rider AU monthly charge per customer. Because
the Company is proposing to allocate the Rider AU revenue requirement based on
number of bills (i.e., customers x 12), the Rider AU monthly rate shown on
Schedule 12 is for all customers. The allocated revenue requirement is divided by
the total number of bills. The result is a per bill charge of $.80 for Rider AU for
all customers. The per bill credit amount of $..45 for the Company’s gas only
customers is also calculated on this schedule.
DO YOU HAVE AN OPINION REGARDING WHETHER DUKE
ENERGY OHIO'S REQUEST FOR NEW RIDER AU RATES IS
REASONABLE?
Yes.
PLEASE STATE YOUR OPINION.
Duke Energy Ohio’s rate request is fair and reasonable.

V. OTHER ISSUES
HOW WILL FUTURE RATE CASES IMPACT THE FILINGS OF RIDER
AU?
Rider AU will continue until the Company files it’s next base gas distribution case.
In Case No 12-1685-GA-AIR the Company rolled in the gas SmartGrid investment
in base rates as of the date certain of March 31, 2012, and then continued Rider AU

for investment after the date certain similar to our process for Rider AMRP.

PEGGY A. LAUB DIRECT
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V1. CONCLUSION
WAS ATTACHMENT PAL-1 PREPARED BY YOU OR UNDER YOUR
SUPERVISION?
Yes.
IS THE INFORMATION CONTAINED IN ATTACHMENT PAL-1 TRUE
AND ACCURATE TO THE BEST OF YOUR KNOWLEDGE AND BELIEF?
Yes.
DOES THIS CONCLUDE YOUR PRE-FILED DIRECT TESTIMONY?

Yes.

PEGGY A. LAUB DIRECT
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Attachment PAL-1
Page 1 of 16

Duke Energy Ohio
Calculation of Rider AU
Case No. 17-690-GA-RDR
Attachment PAL-1
index of Schedules

Schedule No. Description
1 Revenue Requirement Summary
1A Revenpe Requirement Credit Summary
2 Plant Additions by Month
3 Post In Service Carrying Costs on Plant Additions Accrued as Regulatory Asset
4 Deferred Income Taxes on Post In Service Carrying Costs and Deferred O&M
5 Deferred Taxes on Liberalized Depreciation Associated with Plant Additions
6 Summary of Weighted-Average Cost of Capital from Most Recent Retail Rate Case
7 Annualized Depreciation Expense on Plant in Service at Year End
8 Annualized Amortization of Post In Service Carrying Charges
9 Regulatory Asset for Deferred O&M and Associated Carrying Costs
10 Annualized Property Taxes on Plant in Service at Year End
11 Incremental O&M Savings from SmartGrid Implementation
12 Calculation of Rider AU Charges
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