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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 numerous regulatory training programs.  I retired from the Public Utilities Commission of Ohio (“PUCO” or “Commission”) on July 2010 after 30 years of service.  I am a Certified Public Accountant, Certified Internal Auditor, and Certified Management Accountant.

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 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.  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 detailed on Attachment IS-1.

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

A5.
I reviewed relevant portions of the Application filed on July 09, 2012 by Duke Energy Ohio, Inc. (“Duke”); the Standard Filing Requirements and associated workpapers; and relevant sections of 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.

II. PURPOSE OF TESTIMONY

Q6.
WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING?

A6.
My testimony will support several OCC objections to the Staff Report that relate to the determination of operating income and rate base.  Specifically, I will address OCC’s objections to the Staff Report related to the following areas: 

· Envision Center Plant (Rate Base - OCC Objection No. 3)

· Rental Revenue (Operating Income - OCC Objection No. 6)

· Rent Expense (Operating Income - OCC Objection No. 20)

· Labor Expense (Operating Income OCC - Objection No. 7)

· Pension and Benefits (Operating Income - OCC Objections No. 8 and No. 9)

· Payroll Taxes (Operating Income - OCC Objections No. 11 and No.12)

· Commercial Activities Tax (Operating Income - OCC Objection No. 13)

· City of Cincinnati Franchise Tax (Operating Income - OCC Objection No. 14)

My testimony also presents the quantification of the impact of certain OCC objections 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.

III. Rate base

A. Envision Center – General Plant
Q7.
DO YOU AGREE WITH THE STAFF’S EXCLUSION OF THE ENTIRE DATE CERTAIN INVESTMENT OF THE ENVISION CENTER LOCATED IN KENTUCKY?

A7.
Yes, I support the Staff’s exclusion of the date certain investment of the Envision Center leasehold improvement located in Kentucky as shown on Staff Report Schedule B-2.5c.  Duke claims that the Envision Center is a smart grid demonstration center that is used to help educate customers and other key stakeholders.  But, as noted on page 5 of the Staff Report, the number of Duke’s Ohio customers who visit the Envision Center is unknown.  Also unknown is the type or quality of customer education available to Duke’s Ohio customers at the Envision Center, according to Duke’s response to the Staff’s Data Request 131-001 (see Attachment IS-2).

Q8.
DOES THE DATE CERTAIN PLANT-IN-SERVICE INCLUDE ADDITIONAL PLANT ASSOCIATED WITH THE ENVISION CENTER THAT SHOULD ALSO BE EXCLUDED?

A8.
Yes.  The date certain balance of Total Company General Plant - Account 390, Structures and Improvements includes $1,592,180 in investment for the Envision Center, according to Duke’s response to OCC Interrogatory 11-155 (see Attachment IS-3).  The General Plant related to the Envision Center is not used and useful in providing electric service to Duke’s Ohio customers.  I recommend excluding the jurisdictional plant investment of $1,468,898 ($1,592,180 x 92.257%), and the associated depreciation reserve of $119,348 ($129,365 x 92.257%) and depreciation expense of $42,598 ($1,468,898 x 2.90%), as shown on OCC Schedules B-2.2, B-3.1, and B-3.2.

IV. Operating Income

A. Rental Revenue
Q9.
DID DUKE OR THE STAFF ADJUST TEST YEAR RENTAL REVENUE TO REFLECT A NORMAL REVENUE LEVEL?

A9.
No.  The unadjusted test year rental revenue in Account 454105, IC Other Electric Rents, is a combination of three months’ actual and nine months’ budget.  The actual rental revenue in the first three months is $259,667 per month and the budget rental revenue in the nine months is $221,339 per month, according to Duke’s Supplemental Information (C) (8), page 2 of 3 (see Attachment IS-4).

Q10.
DO YOU PROPOSE AN ADJUSTMENT TO REFLECT THE ACTUAL RENTAL REVENUE LEVEL?

A10.
Yes.  Duke’s response to OCC Interrogatory 05-081 (see Attachment IS-5) reveals that the test year rental revenue is $259,667 per month.  Therefore, I recommend that the test year rental revenue in Account 454105 be adjusted to reflect the new monthly rental revenue level of $259,667.  The result is an increase of the test year rental revenue of $344,952, as shown on OCC Schedule C-3.22.

B. Rents Expense – Atrium II
Q11.
DID DUKE OR THE STAFF ADJUST TEST YEAR RENTS EXPENSE TO REMOVE THE LEASE OF THE ATRIUM II SPACE?
A11.
No.  The Staff removed from its calculation of rate base the Atrium II building that is no longer occupied or leased by Duke.  However, the Staff did not remove the associated lease expense from the test year operating expenses.  The test year rent expense in Account 931001, Rents, includes $59,184 in lease expense associated with the lease of Atrium II space that expired in 2012, as shown on Duke’s response to OCC Interrogatory 11-161 (see Attachment IS-6).

Q12.
DO YOU RECOMMEND AN ADJUSTMENT TO TEST YEAR RENTS EXPENSE IN ACCOUNT 931?

A12.
Yes.  I recommend the removal of Atrium II space rent expense from the test year rents expense.  The adjustment decreases the test year rents expense by $51,679 ($59,184 x 87.319%), as shown on OCC Schedule C-3.20.

C. Labor Expense
Q13.
DID THE STAFF ANNUALIZE TEST YEAR LABOR EXPENSE?

A13.
Yes.  As explained on page 11 of the Staff Report, the Staff annualized test year labor expense to reflect the actual August 2012 employee levels and August 2012 wage rates for union employees and non-union employees of Duke Energy Ohio.  The Staff’s 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 $636,691 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.

Q14.
DO YOU HAVE CONCERNS ABOUT THE STAFF’S CALCULATION OF TEST YEAR ANNUALIZED LABOR EXPENSE?

A14.
Yes, I have two concerns regarding the Staff’s calculation.  First, the Staff includes wages for two Duke Energy Ohio employees who were terminated in October and December 2012 due to voluntary/involuntary separation.  Second, the Staff’s labor expense for Duke Energy Business Service 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. 143-001, Attachment IS-7.)  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.

Q15.
WHAT IS YOUR RECOMMENDATION REGARDING TEST YEAR LABOR EXPENSE?

A15.
Duke determined the financial impact to test year O&M labor expense, which resulted from the termination of 259 employees, to be $2,250,492.  This amount was directly charged or allocated to Duke Energy Ohio Electric Operations during the test year, 2012.  (See Duke’s response to Staff Data Request No. 143-001, Attachment IS-7.)  I recommend that the Commission exclude $2,250,492 from the final determination of adjusted labor expense.  Exclusion of the $2,250,492 makes adjusted test year labor expense representative of a normal level of labor expense.  Including the $2,250,492 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 $2,250,492 and the Staff’s exclusion of $636,691 from the calculation of test year labor expense.

D. Pension and Benefits Expense
Q16.
DID THE STAFF ADJUST TEST YEAR EMPLOYEE PENSION AND BENEFITS EXPENSE TO FLOW THROUGH THE IMPACT OF ITS LABOR EXPENSE ADJUSTMENT?

A16.
Yes.  The Staff proposes an adjustment to increase test year pension and benefits expense by $125,102 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 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 Service annualized labor.  As stated on page 14 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).

Q17.
WHAT DO YOU RECOMMEND REGARDING THE BENEFITS LOADING RATES FOR PENSION AND BENEFITS EXPENSE?

A17.
I 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 07-300 in Case No. 12-1685-GA-AIR, Attachment IS-8.)  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 IS-C-3.17a, this results in a reduction of pension and benefits expense by $766,240.

Q18.
WHAT OTHER ADJUSTMENT DO YOU RECOMMEND REGARDING PENSION AND BENEFITS EXPENSE?

A18.
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 $745,143.  This amount was directly charged or allocated to Duke Energy Ohio Electric Operations during the test year, 2012.  (See Duke’s response to Staff Data Request 143-001, Attachment IS-7.)

I recommend that the Commission exclude this $745,143 from the final determination of adjusted pension and benefits expense.  Excluding the $745,143 makes adjusted pension and benefits representative of the normal level of fringe benefits.  Including the $745,143, as Staff did, 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 $745,143 and the $766,240 from the calculation test year pension and benefits expense.

E. Payroll Taxes 
Q19.
DID THE STAFF ADJUST TEST YEAR PAYROLL TAXES?

A19.
Yes.  On Staff Report Schedule C-3.18, the Staff proposes an adjustment to increase test year payroll taxes of $79,201 to flow through the impact of its 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%.

Q20.
WHAT IS THE BREAKDOWN OF THE 7.65% LOADING PAYROLL TAX RATE THAT THE STAFF USED?

A20.
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.

Q21.
DID THE STAFF APPLY EACH OF THESE TAX RATES TO THE APPROPRIATE TAXABLE WAGES FOR EACH TYPE OF TAX?

A21.
No.  Rather than applying each separate rate to its respective taxable wages as was done in Duke’s previous electric rate case, Case No. 08-709-EL-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 $616,910 as shown on Schedules IS-C-3.18a and IS-C-3.18b, meaning that customers would pay more than the normal level of this payroll tax expense.
Q22.
WHAT IS YOUR RECOMMENDATION REGARDING TEST YEAR PAYROLL TAXES?

A22.
I recommend that each of the separate tax rates be applied to the appropriate taxable wages, as shown on OCC Schedules IS-C-3.18a and IS-C-3.18b.  The result is a reduction in test year payroll taxes of $616,910.  Also, I recommend a reduction of $194,859 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 143-001 (see Attachment IS-7).  My total recommended reduction to test year payroll taxes is $811,769 ($616,910 + $194,859), as shown on OCC Schedule C-3.18.

F. Commercial Activity Tax (“CAT”)

Q23.
DID THE STAFF ADJUST TEST YEAR CAT EXPENSE TO FLOW THROUGH THE IMPACT OF ITS ADJUSTED TEST YEAR OPERATING REVENUES?

A23.
Yes.  On Staff Report Schedule C-3.19, the Staff reduced test year CAT expense by $27,597 to reflect its adjusted test year operating revenues and a CAT tax rate of 0.26%.
Q24.
WHAT IS YOUR RECOMMENDATION REGARDING TEST YEAR CAT EXPENSE?

A24.
I recommend that the Commission use OCC’s adjusted test year operating revenues which reflect OCC’s proposed adjustments and the 0.26% tax rate to calculate test year CAT expense, as shown on OCC Schedule C-3.19.  The result is a reduction of $19,278 to test year CAT expense, meaning that customers should pay only the corrected amount for CAT expense.

G. City Of Cincinnati Franchise Tax
Q25.
DID THE STAFF ADJUST TEST YEAR CINCINNATI FRANCHISE TAX TO FLOW THROUGH THE IMPACT OF ITS ADJUSTED TEST YEAR OPERATING REVENUES? 
A25.
No.  The Staff did not adjust test year franchise tax to reflect the impact of its adjusted jurisdictional test year operating revenues.  The unadjusted test year franchise tax of $2,066,562 (Duke Schedule C-2.1) is thus overstated, and should be adjusted in this rate case proceeding as it was adjusted in Duke’s previous electric rate case, Case No. 08-709-EL-AIR.

Q26.
WHAT IS YOUR RECOMMENDATION REGARDING ADJUSTED TEST YEAR FRANCHISE TAX EXPENSE?
A26.
The test year franchise tax should be adjusted in this proceeding to include only jurisdictional franchise tax.  Therefore, I recommend that OCC’s annualized test year operating revenues be used to calculate test year franchise tax.  The result of the annualized franchise tax is a decrease of the franchise tax of $1,533,867 as shown on Schedule IS-C-3.21a and OCC Schedule C-3.21, meaning that customers should pay only the corrected amount for franchise tax.

H. OCC Recommended Revenue Requirement
Q27.
DID YOU PREPARE SCHEDULES THAT SHOW OCC’S RECOMMENDED REVENUE REQUIREMENT WHEN OCC’S ADJUSTMENTS ARE CONSIDERED?

A27.
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 revenue increase of approximately $10,629,629 or an increase of 2.87% over Duke’s current revenues of $370,700,566.  OCC’s revenue increase recommendation compares to Duke’s proposed revenue increase of $86,581,977 or an increase of 24.02%, and to the PUCO Staff’s proposed revenue increase in the range of $37,168,986 and $46,166,385 or an increase in the range of 10.11% and 12.56%.  This calculation of the revenue requirement is shown on OCC Schedule A-1.

CONCLUSION

Q28.
DOES THIS CONCLUDE YOUR TESTIMONY AT THIS TIME?

A28.
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 the PUCO Staff changes any of its positions made in the Staff Report.
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