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INTRODUCTION

Please state your name and business address.
My name is Sharon Schroder. My business address is 1065 Woodman Drive, Dayton,

OH 45432.

By whom and in what capacity are you employed?
I am employed by The Dayton Power and Light Company ("DP&L" or "Company")

as Managing Director of Regulatory Affairs.

How long have you been in your present position?

I assumed my present position in November 2015. Prior to that, I served in several
leadership roles within DPL Energy Resources, Inc. ("DPLER"), including Director of
Community Relations, Director of Sales, and Director of Business Development &

Regulatory Affairs.

What are your responsibilities in your current position?
In my current position, my responsibilities include evaluating regulatory and
legislative initiatives, the Company's retail and wholesale rates, and overall regulatory

operations.

Will you describe briefly your educational and business background?

I received a Bachelor of Science degree in International Business from Miami
University in Oxford, Ohio in 1989. I earned a Master of Science in Social and
Applied Economics from Wright State University in Dayton, Ohio in 1990.

Additionally, I earned a Master of Arts in Economics from The Ohio State University
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in Columbus, Ohio in 1994. Prior to my roles within DPLER, I was Director of Major
Accounts for the Service Operations team and Manager of Federal Energy Regulatory

Commission ("FERC") Pricing and Policy, both for DP&L. T have been employed by

DPL Inc. since 1996.

Have you previously provided testimony before the Public Utilities Commission
of Ohio ("PUCO" or the "Commission'), any other state commission or the
FERC?

Yes. I have sponsored testimony in Case No. 09-256-EL-UNC before the PUCO
regarding the establishment of the Company's Transmission Cost Recovery Rider. I
submitted testimony on behalf of the Company before the FERC on (i) August 31,
2001 with regard to the Federal Power Act ("FPA") Section 205 filing of the former
Alliance Companies in Docket No. RT01-88-OO6‘, (i1) December 11, 2002 with regard
to the FPA Section 205 filing of the Alliance Companies in Docket No. ER03-262-
000, (iii) October 14, 2003 with regard to the elimination of through-and-out rates in
Docket Nos. EL03-212, et al., (iv) July 30, 2004 with regard to the FPA Section 205
filing of AEP and Dayton to join PJM in Docket No. ER04-1068-000, and (v) April
29, 2005, May 13, 2005, and August 29, 2005 with regard to the FPA Section 205
filing to support Dayton's lost revenues in the Seams Elimination Charge/Cost
Adjustment/Assignment ("SECA") proceedings, Docket Nos. ER05-6, et al. I
sponsored testimony on behalf of the Responsible Pricing Alliance ("RPA") on
November 22, 2005 in Docket No. EL05-121-000, to review competing proposals for

a new PJM transmission rate design, and to present my conclusions concerning the
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cost shifts and related cost of service issues involved in their proposals. I also
sponsored testimony before FERC supporting DPL Energy, LLC's revenue
requirement for Reactive Supply under PJM's Tariff in Docket ER08-1039 in May
2008. Finally, I sponsored testimony before the PUCO in Case No. 16-395-EL-SSO

in support of the March 14, 2017 Amended Stipulation and Recommendation.

What is the purpose of this testimony?

The purpose of this testimony is to provide the facts showing that the Commission
should approve the Stipulation and Recommendation ("Stipulation™) filed in this
matter on June 18, 2018, because it is the product of serious negotiations among

knowledgeable parties, benefits customers and the public interest, and does not violate

~any important regulatory principles or practices.

THE STIPULATION AND RECOMMENDATION

Can you provide an overview of the terms of the Stipulation?

Yes. The Stipulation is necessary because DP&L's current base rates for electric
distribution service are no longer sufficient to yield reasonable compensation for the
electric distribution service that DP&L renders and are no longer just or reasonable.
The Stipulation recommends that the Commission adopt the findings and
recommendations set forth in the March 12, 2018 Staff Report filed in this case,
except as otherwise provided in the Stipulation. Specifically, the Stipulation provides
for a Stipulated Revenue Requirement of $247,951,788, which reflects a 9.999% ROE

and 4.8% cost of debt, and necessary adjustments to implement the Tax Cuts and Jobs
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Act of 2017 ("TCJA") with regard to DP&L's federal income tax expense and gross
revenue conversion factor. The Stipulation also recommends a process for returning
excess accumulated deferred income taxes ("ADIT") resulting from the TCJA and the
full balance of the regulatory liability ordered by the Commission effective January 1,
2018 in Case No. 18-47-AU-COI to customers. It further recommends methodologies
for populating DP&L's Distribution Investment Rider ("DIR") and revenue decoupling
through its Distribution Decoupling Rider pursuant to the Commission's Opinion and
Order in Case No. 16-395-EL-SSO. The Stipulation also recommends that DP&L be
permitted to defer for future recovery annual expenses for vegetation management

incremental to a stipulated baseline, subject to an annual cap, among other

recommendations.

" THE COMMISSION'S CRITERIA FOR EVALUATING

STIPULATIONS

What criteria does the Commission use to decide whether to approve a

Stipulation?

The Commission has applied the following three criteria: First, is the Stipulation a
product of serious bargaining among capable, knowledgeable parties? Second, taken
as a package, does the Stipulation benefit customers and the public interest? Third,

does the Stipulation violate any important regulatory principle or practice?
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A. The Stipulation is the Product of Serious Bargaining
among Knowledgeable Parties

Can you describe the interests of the parties that signed the Stipulation as

Signatory Parties or Non-Opposing Parties?

Yes. The Stipulation is supported by parties representing a wide range of interests,
including the interests of DP&L's customers. The Stipulation was signed by a diverse
group of parties as either Signatory or Non-Opposing Parties that includes the
Commission's Staff, DP&L, The Office of the Ohio Consumers' Counsel ("OCC"),
two representatives of residential low-income customers, two of the largest
supermarket chains in the country, a state-wide organization representing local

hospitals in DP&L's service territory, four environmental groups, and three state-wide

- organizations of large industrial customers.

Was the Stipulation the product of serious bargaining among capable,

knowledgeable parties?

Yes. All of the intervening parties participated in, or had the opportunity to participate
in, the negotiations, and most of them support it. The settlement negotiations involved
a diverse group of experienced parties. Negotiation sessions were held at the
Commission’s offices following the May 3, 2018 Prehearing Conference, following
the May 14, 2018 call-and-continue, on June 4, 2018, following the June 6, 2018
Prehearing Conference, and on June 8 and 13, 2018. All parties that intervened in the
case were invited to attend these sessions. At the beginning or in advance of these

sessions, DP&L or the Commission's Staff circulated to the parties either a settlement
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term sheet or draft Stipulation. A telephone bridge was established for multiple
sessions to accommodate those parties whose counsel could not travel to a particular
session. At each session, DP&L answered questions from the parties and asked for
feedback on DP&L's proposed settlement terms. Staff and other parties made

extensive comments on DP&L's proposals, and all Signatory and Non-Opposing

Parties made compromises.

In addition, DP&L invited all of the parties to contact DP&L directly if they wanted to
engage in separate settlement discussions with the Company. Numerous parties took
advantage of that opportunity, and DP&L had several conversations with individual
parties, including but not limited to the Commission's Staff. The Signatory and Non-

Opposing Parties to the Stipulation represent a wide spectrum of diverse interests. All

of the Signatory and Noﬁ-Opposing Parties were répresented by attorneys, most if not

all of whom have years of experience in regulatory matters before this Commission
and who possess extensive information. All of the negotiations were at arm's length.
Numerous hours were devoted to the negotiating process and to the exchange of
language and information associated with the terms of the Stipulation. The result of
the negotiations was a compromise, as explained more fully below. Many parties and
customers receive benefits under the Stipulation, but neither DP&L nor any other
Signatory or Non-Opposing Party received everything that it may have wanted or
desired. The Stipulation strikes a reasonable balance that benefits customers and the

public interest.
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B. The Stipulation Benefits the Public Interest

Turning to the second criterion or principle, does the Stipulation benefit

customers and the public interest?

Yes. As discussed in more detail below, the principal benefits of the Stipulation to
DP&L's customers and the public interest are that the Stipulation will: (1) enable
DP&L to continue to provide safe and reliable service by promoting its financial
condition by implementing just and reasonable rates, which will support DP&L's
ability to meet and maintain operational needs; (2) facilitate incremental distribution
system investments; (3) improve reliability by authorizing a deferral for future
recovery of certain annual expenses for vegetation management; (4) begin to

implement the lowered federal income tax rate of the TCJA and establish a framework

for returning benefits resulting from the TCJA to customers; (5) institute a new

decoupling mechanism; (6) establish a rate of return that incorporates a return on
equity below the mid-point of the range proposed in the Staff Report and a cost of debt
lower than what was requested by the Company and recommended in the Staff Report;
(7) provide direct benefits to members of a state-wide organization representing local
hospitals; (8) commit to develop innovative electric vehicle charging infrastructure

and a non-wires pilot program; and (9) avoid further costs of litigation.

How does the Stipulation allow DP&L to continue to provide safe and reliable

service?
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The Stipulation enables DP&L to continue to provide safe and reliable service in

several ways.

First, the Stipulation allows DP&L to recover just and reasonable rates based on a Test
Year of June 1, 2015 to May 31, 2016 and Date Certain of September 30, 2015.
DP&L's current base distribution rates are no longer sufficient to yield reasonable
compensation for the electric distribution service that DP&L renders and are no longer
just and reasonable. DP&L's base distribution rates have not increased in more than
27 years. The rates proposed in the Stipulation promote DP&L's financial condition
and, thus, its ability to provide safe and reliable service. The Stipulated Revenue
Requirement is reflected in Stipulated Schedule A-1, which is attached to the

Stipulation as Exhibit 1.

Second, by populating the DIR, the Stipulation enables DP&L to recover incremental
distribution capital investments recorded in FERC Plant Accounts 360-374, and
address certain known threats to the reliability of DP&L's distribution system. The
methodology for populating the initial DIR is attached to the Stipulation as Exhibit 3.
To ensure that the DIR expenditures will improve reliability, DP&L has committed to

share its annual plan with Staff and OCC.

Third, the Stipulation allows DP&L to defer for future recovery costs of vegetation
management expenses incremental to a baseline, subject to an annual cap of $4.6
million, the need for which is shown in the Supplemental Direct Testimony of Barry J.

Bentley.
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Can you explain the benefits of the Stipulation relating to the TCJA?

Yes.  The Stipulation recommends a Stipulated Revenue Requirement that
incorporates necessary adjustments to implement the TCJA, which lowered the federal
corporate income tax rate from 35% to 21%, with regard to DP&L's federal income
tax expense and gross revenue conversion factor. The Stipulation also recommends
that DP&L commence a proceeding not later than March 1, 2019 to return to
customers the distribution-related, eligible excess ADIT resulting from the TCJA and
the full balance of the regulatory liability ordered by the Commission effective

January 1, 2018 in Case No. 18-47-AU-COL.

DP&L has agreed to return to customers distribution-related, eligible unprotected
excess ADIT and the full balance of the regulatory liability ordered by the
Commission effective January 1, 2018 in Case No. 18-47-AU-COI over an
amortization period no greater than 10 years. It further has agreed to provide to
customers no less than $4.0 million per year of that combined amount for the first five
years of that amortization period unless that combined amount is fully returned within
that first five years. The distribution-related protected excess ADIT will be returned

to customers in accordance with Federal law.

By agreeing to waive numerous legal arguments and committing to commence a
proceeding to return to customers all excess ADIT resulting from the TCJA and the
full balance of the regulatory liability ordered by the Commission effective January 1,

2018 in Case No. 18-47-AU-COI, DP&L's customers likely will begin to receive those
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benefits more quickly than if DP&L had waited for the Commission to decide the
treatment of those issues as part of Case No. 18-47-AU-COI or some other

proceeding.  Further, intervening parties are spared the costs associated with

protracted legal proceedings.

Can you explain the benefits of the Stipulation's recommendations relating to the

Distribution Decoupling Rider?

Yes. Pursuant to the Commission's Opinion and Order in Case No. 16-395-EL-SSO,
the Stipulation recommends a methodology for revenue decoupling that shifts DP&L
away from a lost distribution revenues mechanism to a more holistic decoupling
mechanism. The purpose of decoupling is to separate a utility's revenue from
customer usage, so that it can recover the fixed costs of infrastructure, which do not
vary based on customer usage. The methodology proposed in the Stipulation
recognizes that reductions in base distribution revenues can be caused by decreases in
kWh sales due to energy efficiency savings that result from DP&L's approved energy
efficiency programs, but also weather, economic upswings and downturns, and
improvements in technology. The methodology also incorporates a revenue-per-
customer component calculated as shown in Exhibit 4 to the Stipulation. The
stipulated decoupling mechanism incentivizes DP&L to provide and encourage usage
management tools, such as energy efficiency programs, for the benefit of its customers
while also reducing the need for frequent costly rate cases. It also creates stability for
both the Company and customers by requiring a rate or credit to customers based upon

the decoupling calculation.
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How does the Stipulation address DP&L's rate of return?

The Stipulation recommends a Stipulated Rate of Return of 7.27%, which incorporates
a return on equity of 9.999% and a cost of debt of 4.8%. This return on equity is
lower than the 10.5% proposed by DP&L in its Application in this proceeding, and
also is lower than the mid-point of the 9.59% to 10.61% range recommended in the
Staff Report. In addition, the cost of debt is lower than the 5.29% cost of debt
contained in both DP&L's Application and the Staff Report. DP&L's customers will
benefit directly from this lower rate of return through a lower Stipulated Revenue

Requirement.

How does the Stipulation address DP&L's customer charge for residential

customers?

The Stipulation recommends a $7.00 customer charge for DP&L's residential
customers, which is lower than both the $13.73 customer charge recommended in
DP&L's Application and the $7.88 customer charge recommended in the Staff Report.
By recommending a lower customer charge, the Stipulation may provide a greater
financial incentive for energy conservation. Additionally, this change incorporates
gradualism in ratemaking by having a minimal change to the rate structure. It further

moderates bill impacts for very low-usage residential customers.
Are there other commitments that will benefit customers in the region?

Yes. In the Stipulation, DP&L has agreed to waive the Contract Capacity Charge

related to Redundant Service (which is also known as "alternate feed service") for



10

11

12

13

14

15

16

17

18

19

20

Testimony of Sharon R. Schroder

in Support of the Stipulation and Recommendation

Page 12 of 16

hospital customers until a final order is issued in DP&L's next base distribution rate
case, thereby allowing customers who serve the public interest to benefit from reduced
rates for redundant services. In addition, the Stipulation provides a process for
collaboration among DP&L, Staff, various environmental parties, and other interested
stakeholders regarding the deployment of electric vehicle charging infrastructure and a
non-wires alternative pilot program. The Stipulation promotes the availability of its
distribution system to customer-generators by funding with shareholder dollars a
distribution interconnect feasibility study for a low-income community of Dayton.
Finally the Stipulation avoids the necessity of a fully-litigated proceeding, thus saving

time, energy, and resources of the Commission and its Staff, DP&L, and the

intervening parties.

Cén you describe the rate fmpacts that the Stipulaﬁon will have on DP&L's |

customers, as compared to DP&L's current rates?

Yes. A rate and revenue summary is provided as Exhibit 5 to the Stipulation. In
addition, DP&L's typical rate impact analysis is attached as Exhibit A to my
testimony. That analysis shows that a typical residential customer in the DP&L
service territory, using 1,000 kWh on the Company's standard service offer, can
expect a monthly bill increase of $2.64 per month, representing a 2.47% increase.
Even with this change, DP&L's residential customers will continue to pay the lowest

rates for electric distribution service in Ohio.
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I Q. Does the Stipulation represent a compromise from DP&L's filed application that

2 benefits the public interest?
3 A Yes. Various interests were addressed as part of the negotiations. In addition to the
4 many commitments described above, other DP&L compromises in this Stipulation
5 include:
6 1 DP&L's as-filed Application supported a $65.8 million increase in its
7 revenue requirement. DP&L agreed instead to a $29.8 million increase
8 in its revenue requirement.
9 2. DP&L's as-filed Application supported a $13.73 customer charge.
10 DP&L agreed instead to collect a customer charge of $7.00.
11 2. DP&L initially objected to various aspects of the plant-in-service
12 findings and recommendations in the Staff Report. DP&L agreed to
13 accept those findings and recommendations in the Stipulation.
14 3. DP&L agreed to begin implementing the TCJA in this proceeding.
15 4. DP&L agreed to a framework for returning to customers excess ADIT
16 resulting from the TCJA and the full balance of the regulatory liability
17 ordered by the Commission effective January 1, 2018 in Case No. 18-
18 47-AU-COlI, even though Case No. 18-47-AU-COI has not yet been
19 resolved by the Commission.
20 4. DP&L proposed a DIR without annual caps, without a penalty for
21 failing to meet reliability standards, and calculated at then-existing tax
22 rates, and agreed instead to annual caps for the DIR, a $2.0 million
23 reduction in the annual cap for the DIR for failure to meet certain
24 reliability standards, and the use of tax rates enacted as part of the
25 TCJA to calculate it.
26 5. DP&L supported the annual recovery of $11.2 million in vegetation
27 management expenses in addition to the recommended allowance for
28 those expenses in the Staff Report. DP&L agreed instead to a deferral
29 for future recovery of such expenses incremental to a baseline, subject
30 to a $4.6 million annual cap. As set forth in the Supplemental Direct
31 Testimony of Barry J. Bentley, this is necessary to allow DP&L to

32 continue to provide safe and reliable service.
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6. DP&L agreed to accept numerous disallowances recommended in the
Staff Report and the Stipulation, totaling an approximately $35 million
reduction of the revenue requirement proposed in DP&L's Application.

C. The Stipulation Does Not Violate Any Important
Requlatory Principle or Practice

With respect to the third criterion or principle, does the Stipulation violate any

important regulatory principle or practice?

No. The Stipulation does not violate any important regulatory principle or practice.
On the contrary, it encourages compromise as an alternative to litigation and allows
DP&L to recover just and reasonable rates as provided in Ohio Rev. Code § 4909.18.
The Stipulation promotes DP&L's financial condition and its ability to provide safe

and reliable service to its customers.

DoeS the Stipulation advance‘any other state policies?.

Yes. In addition to allowing DP&L to recover just and reasonable rates, the
Stipulation advances several policies described in Ohio Revised Code 4928.02,
including but not limited to:

"(A) Ensure the availability to consumers of adequate, reliable, safe, efficient,
nondiscriminatory, and reasonably priced retail electric service;

(F) Ensure that an electric utility's transmission and distribution systems are
available to a customer-generator or owner of distributed generation, so that
the customer-generator or owner can market and deliver the electricity it
produces;



[\

10

11

12

13

14

15

16

17

18

19

20

21

22

23

Testimony of Sharon R. Schroder

in Support of the Stipulation and Recommendation

Page 15 of 16

(L) Protect at-risk populations, including, but not limited to, when considering

the implementation of any new advanced energy or renewable energy resource;
[and]

(N) Facilitate the state's effectiveness in the global economy."
For example, the Stipulation makes safe and reliable electric distribution service
available to customers by enabling DP&L to recover just and reasonable rates and to
make necessary incremental distribution capital investments and then recover those
investments through the DIR. It also allows for vegetation management to be
conducted in a timely and efficient manner by allowing DP&L to defer for future

recovery such expenses incremental to those incurred during the Test Year.

In addition, the Stipulation promotes the availability of its distribution system to
customer-generators by funding with shareholder dollars a distribution interconnect

feasibility study for the solar farm in the Edgemont community of Dayton.

The Stipulation further protects at-risk populations through a reduced customer
charge. It also waives the Contract Capacity Charge related to Redundant Service for

local hospitals in DP&L's service territory.

Finally, the Stipulation facilitates the state's effectiveness in the global economy by
reéommending a Stipulated Revenue Requirement that (a) is significantly less than
what DP&L proposed in its initial Application, (b) promotes DP&L's financial
condition and, thus, its ability to provide safe and reliable service, and (c) begins to
implement the TCJA and the attendant reduction in both base distribution rates and the

DIR.
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1 V. CONCLUSION

2 Q. Does this conclude your testimony in support of the Stipulation?

3 A Yes, it does.
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This foregoing document was electronically filed with the Public Utilities

Commission of Ohio Docketing Information System on

6/26/2018 4:48:18 PM

Case No(s). 15-1830-EL-AIR, 15-1831-EL-AAM, 15-1832-EL-ATA

Summary: Testimony Testimony of Sharon R. Schroder in Support of the Stipulation and
Recommendation electronically filed by Mr. Jeffrey S Sharkey on behalf of The Dayton Power
and Light Company



