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Transmission Cost Recovery Rider (TCRR)

Schedule B-2
Current vs Proposed Revenues

The Dayton Power & Light Company
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THE DAYTON POWER AND LIGHT COMPANY
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Transmission Cost Recovery Rider (TCRR}
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THE DAYTON POWER AND LIGHT COMPANY
CASE NO. 09-256-EL-UNC

Transmission Cost Recovery Rider (TCRR)

Schedule B-5
Typical Bill Comparisons

The Dayton Power & Light Company
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THE DAYTON POWER AND LIGHT COMPANY
CASE NO. 09-256-EL-UNC

Transmission Cost Recovery Rider (TCRR)

Schedule C-1
Projected TCRR Costs/Revenues

The Dayton Power & Light Company
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THE DAYTON POWER AND LIGHT COMPANY
CASE NO. 09-256-EL-UNC

Transmission Cost Recovery Rider (TCRR)

Schedule C-1a
Deferred TCRR Costs/Revenues

The Dayton Power & Light Company
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THE DAYTON POWER AND LIGHT COMPANY
CASE NO. 09-266-EL-UNC

Transmission Cost Recovery Rider (TCRR)

Schedule C-2
Projected TCRR Costs by Tariff Class

The Dayton Power & Light Company
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THE DAYTON POWER AND LIGHT COMPANY
CASE NO. 09-256-EL-UNC

Transmission Cost Recovery Rider (TCRR)

Schedule C-3
Proposed TCRR Rates

The Dayton Power & Light Company
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THE DAYTON POWER AND LIGHT COMPANY
CASE NO. 09-256-EL-UNC

Transmission Cost Recovery Rider (TCRR)

Schedule C-3a
Development of Proposed TCRR
Base Rates

The Dayton Power & Light Company
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THE DAYTON POWER AND LIGHT COMPANY
CASE NO. 09-256-EL-UNC

Transmission Cost Recovery Rider {TCRR)

Schedule C-3b

Development of Proposed TCRR
Incremental Rates

The Dayton Power & Light Company



UM 006" L 130 B 101 PUB DUBLIBEY BUiKg 10 MAG JBAC M I 10f pabisun 9 Sowiend flBpunoes |

) oreyd WHO L o voliod A3 17

Z)our/greur [GoE00000 § SZE0000C § OOPODCDD § L9E00000 § VERGDDOD § ODCFOGODO $ SOBEO000 § J9e00000 § ZBEOOOOC §
9l UM/ZL #UN | PECOIOOD £ JODED0C'G 5 PEGOLODD $ ZBAI0BSD  $ IJPE28ED $ ZSZIGIED § TGOUMESO $ pALOLODD B SBLOMIOD & (M3 'Um) S7EH MUDL 40 VIO PUEWE]  OF
S8 ElURWEOU| YD1 6l
8l
() LWINED ‘e 96 L60'99 089Gy’ LL SE'TER'LE BES'Z0L'90L 06H'ZEI'EE  OPE'OP'TIFE'L BES'EZZ'ORNG  S92LZ8%IZE'L vEYPDOG6E'E {upay) sweuuusen Bulig pepalud 24
NYuwneD 'e-DdM  918'280'6S COS'GEY'LL ISB'SER'LE  EOFALZ BLZ'292 Sra'298'y 868'v29'0L SRE'LZE 26" PEYP00'SE0'E (A ‘up) Siueuuueied Bumg penelold ot
-3
Bl BUY + 24 BUR  GFP'ES ¢ ce2'sL $ ZISTHE $ 8IZI § ozm'opl  $ Le0'MB'T & Sa'oe’s ¢ iza'ezo'z § 6PE'ROS'E  § DS0OSDFL § 00001 71 ¥t

. T al
yaury, (@ PD 84 § 2062 $ T § stiF § PE6T $ bBl6'6o € og8'lIE  § 8B WL ¢ BLOERI § 369eId 3 W9 48 BUF} [UBLOALO BERY JO DD, n_mwhm €
. . . . L - . . I . 0) aun
Laun . (@D 692l & Zeg'ol $ iBG'EE $ 289°201 $ Zbe'vOl % BRULPEL § GLORIPE § £20G06) § IEORALE  $ OVPISEL § %riEe 15 B (ueuoduns ssey o uspog puswag OF
1
83U + g Bur gra'cro'es & #OOD Weuodhuos HMDL dseg |01 OF
(e .mm.ua_.mwow_w_m Beoczat ¢ 1500 sueuodwon pesegAlisug IeIr. 8
,ﬁuuamwwmr_wm__mmhum asL'aLy'ss $ 1500 wauodwoD peseg-puBweg B0 8
SISC0 WUOHUO D) (YD | B85E i
[}
rew],eaun €225 $ 559'2s $ 260'FE 5 89r'0kl ¢ Boc'or  § BIE'EE'L $ e5u'l99's & LBes’s § esvoget  § 9E0'DE0'FE § 190 ]
82 8un
{2 19D bW ANPAYPS  FETE 5 TZor § TTot T Tzor T Te0 ! § 1z0t T 120t T Jeot 3 a0 3 WZoL 3 0304 UDISIBALOY BNBAY SIOE  §
‘PEOL-E0 'O 282D
Leun oD zZ22'es ¢ vl $ geove § iop0L ¢ 99080} % BIEREL & g uee'e § owases b 26rozet f seriviel § . & 1ed 2 40 g abeg £
e B1-0 BINPBLIE) SI15070 Aantaey |EURI0 YxIL
H
[2¥0 %dSD %ST'0 %08 0 %340 %EIES %ST 1 Wib bl %GB LT ] ) 02 'Z-0dM) s01B0NY L
) () 3 O (r) 0 (H) (3 &) [E)] [{a]] ) {8} W
Lrrpr] Bugyf jooyss Bupyty eBENOA UOIH uopeISqns fgwinid Mepuosag 1884 |efiuopisay 0509 UGS LUl
jeang leopno Aeunid ehuspsay Arencoey
ajea|ig 12430404 |23
0L udy - 60 ARpy
sajey YNl euawalsu|
TAPCIOS UOIAS £-0dM Z-Odhh T80 eolam[aY 10Ed oM
gsuodsay SSAGIM, |ewBuO Gy Jo 8dAL
| Jo | vbed POISEDaI0 Pue jBmoY B0
GE-D PNPOS

0102 |udy - 6007 ABN
E2)Ey [ETUAIAIIU] Hyn ] Pesodoid Jo Jusudojdiig
N 13-652-80 'ON ISED
Auedwon i pue Jamod vopleq syl
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Transmission Cost Recovery Rider (TCRR)
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INTRODUCTION

Please state your name and business address.

My name is Gregory S. Campbell. My business addrass is 1065 Woodman
Drive, Dayton, Ohio.

By whom and in what capacity are you employed?

| am employed by The Dayton Power and Light Company ("DP&L" or

"Company") as Director, Accounting Policy and External Reporting.
How long have you been in your present position?

| assumed my present pasition on June 18, 2008. Prior to that, | had been
employed from 1881 through 2008 by American Electric Power, serving in a

number of accounting and financial positions with that company.

What are your rasponsibilities in your current position and to whom do you

report?

In my current position, | am responsible for financial reporting to certain
regulatory bodies, including the SEC and FERC. | am aiso responsible for
reviewing certain accounting transactions to insure adherence to Generally

Accepted Accounting Principles. | report to the Assistant Controlier of DP&L..
Will you describe briefly your educational and business background?

| received a Bachelor of Business Administration degree in Accounting from the

College of William and Mary in 1977, and am a Certified Public Accountant.
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From 1977 to 1981, | worked for two large public accounting firms: Coopers and
Lybrand, and Peat, Marwick and Mitchell. During the years 1981 through 1984, i
worked in the Accounting Department of one of American Electric Power’s
electric operating subsidiaries, Appalachian Power Company. From 1984 until
2008, | worked for the American Electric Power Service Corporation in a variety
of jobs, including Accounting Policy and Research for fourteen years, accounting
for fiber optic operations, and accounting and financial analysis for regulated and

non-regulated operations. In June 2008, | accepted my current position at DP&L..

Have you previously provided testimony before the Public Utilities

Commission of Ohio ("PUCO" or the "Commission"”)?

Yes. | recently provided testimony on behalf of the Dayton Power and Light
Company in support of its Electric Security Plan in Case No. 08-1094-EL-SSO. |
have also sponsored testimony before the PUCO in a number of cases on behalf
of Columbus Southern Power and Qhio Power Company, two subsidiaries of
American Electric Power. My previous testimony included both base rate and

fuel cases.
What is the purpose of this testimony?

The purpose of this testimony is to request Commission approval for recovery of
the Company’s April 30, 2009 deferred retail jurisdictional Regional Transmission
Organization-related (RTO-related) net costs over the twenty-four month period
starting May 1, 2009 through Aprif 30, 2011 using a Transmission Cost Recovery
Rider {TCRR). Deferral of certain of these costs beginning June 1, 2007 was

authorized in Case No. 07-1287-EL-AAM. The remaining costs were incurred
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during the period July 31, 2008 through April 30, 2009 and were authorized for
deferral by the Commission in its order in Case No. 08-1209-EL-AAM. The
deferred costs also include a carrying cost return at 5.86% per annum. This rate
is the weighted cost of long-term debt that is included in the stipulation in DP&L’s
Electric Security Plan case, Case No. 08-1094-EL-SSO et al. We are using this
rate to reduce the impact of carrying costs on our customers versus the 7.27%
rate authorized in Case Nos. 07-1287-El.-AAM and 08-1209-EL-AAM. The
Company is also requesting recovery of forecasted net retail jurisdictional RTO-
related costs for the twelve month pericd May 1, 2009 through April 30, 2010 be

included in the TCRR that would be effective May 1, 2009,

What Schedules and Workpapers are you sponsoring?

| am sponsoring the following Schedules and associated Workpapers:

Schedule B-4- Graphs;

Schedule C-1 — Projected Monthly Jurisdictional Net TCRR Costs;

Schedule C-1a — Summary of Deferred Jurisdictional Net TCRR Costs;

Workpaper C-1a — Projected Charges and Revenues;

Workpaper C-1b — Calculation of Carrying Costs;

Workpaper C-1¢ — Actual and Projected Charges and Revenues;

Were they prepared by you or under your supervision?

Yes.
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TRANSMISSION COST RECOVERY RIDER (TCRR)
COMPONENTS

What types of costs is the Company proposing be included in the TCRR?

The Commission has broad authority to permit recovery of costs charged and
credited to DP&L by PJM. Ohio Senate Bill 221 provides for a reconcilable rider
to recover prudently-incurred, net RTO-related costs. DP&L is requesting a
TCRR that will be effective on May 1, 2009 and includes transmission,
transmission-related, and other RTO-related and FERC approved costs, such as
reliability pricing model charges and credits. DP&L requested and was granted
authority in Case No. 07-1287-EL-AAM to defer Transmission Enhancement
Charges (“TEC"), imposed upon DP&L by PJM. S.B. 221, which became
effective after DP&L filed its application to defer the TEC, permits the recovery of
a broader category of RTO-related costs beyond the TEC. As a result, after S.B.
221 became effective, DP&L sought and was granted Commission approval to
defer the excess of incremental RTO-related costs directly related to our internal
load customers over the revenues in tariffs that will be replaced by the TCRR.
These tariffs are the transmission charge, scheduling charge, reactive supply
charge, regulation frequency responsibility charge, spinning reserves charge,
supplemental reserves charge and PJM administrative fee charge (P.U.C.O.
No.17 Tariff Sheets No. T8 — T14). The deferral was approved by the
Commission on February 19, 2009 in Case No. 08-1209-EL.-AAM and was
effective beginning July 31, 2008. We also recorded a retum on these deferred

costs at the rate of 5.86%. This is the overall weighted cost of long-term debt
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filed with the Commission in DP&L's Electric Security Plan Case No. 08-1094-
EL-8S0. We are seeking recovery of these deferred costs over the twenty-four

month period beginning May 1, 2009.

The Company is also seeking recovery of the twelve month estimated RTO-
related costs directly related to its internal load customers for the period May 1,

2008 through April 30, 2010 beginning May 1, 2009.

What specific charges/credits do you propose be Included in the TCRR?

The following is a list of accounts and charges/credits that the Company believes
to appropriately be included in the TCRR, along with a brief description of the

nature of the costs.

407.3 Regulatory Debits — This account includes transmission and
transmission-related costs that were deferred for future recovery. The

transmission and transmission-related costs include the following:

Alliance Regional Transmission Organization (RTO) Start-Up Cost
Recovery Charges — These costs are associated with the devélopment of the
Alliance RTO. DP&L is seeking recovery of the deferred balance at April 30,
2009 for recovery during the twenty-four month period from May 1, 2009 through
April 30, 2011.

555 Purchased Power — This account includes transmission and transmission-

related costs associated with PJM. The RTO-related costs include the following:

Reactive Supply and Voltage Control from Generation Sources Services

Charges — These costs are related to maintaining voltages within acceptable
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limits and are allocated based upon monthly peak usage of the PJM transmission

system.

Regulation Charges — Each load serving entity has an hourly regulation charge
equal to its real-time load ratio share. Itis priced at the regulation market
clearing price plus a share of opportunity costs paid to the generators supplying

the power that can be instantly increased or decreased to regulate load.

Synchronized (Spinning) Reserve Charges — These costs are charged to each
load serving entity based on its synchronized reserve obligation. The obligation is

based on the load ratio share.

Operating Reserve Charges — These costs are charged to load serving entities

in proportion to their load or deviations from that load for the day.

RTO Start-Up Cost Recovery Charges — These costs are charged to PJM

customers to cover costs incurred in creating the PJM system.

Synchronous Condensing Charges — These costs are the daily costs of
synchronous condensing (voltage regulator) and are allocated based upon reai-

time load and the export ratio share.

Black Start Service Charges — These are costs that are incurred o compensate

generators that are able to start their unit without an outside electrical supply.

Locational Reliability Charges — These are the costs charged to load serving
entities for their daily unforced capacity obligations. It is priced at the zonal

capacity price for the delivery year.
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Transmission Enhancement Charges — These are Regional Transmission
Expansion Plan {(RTEP) costs charged to load serving entities throughout PJM fo
compensate certain transmission owners that have made improvements to their

transmission systems pursuant to the RTEP process.

This account also includes the recovery of DP&L’s April 30, 2009 estimated
balance of previously deferred costs related to these projects over the twenty-
four month period from May 1, 2009 through April 30, 2011. This deferral was

previously approved by the Commission in Case No. 07-1287-EL-AAM.

Capacity Resource Deficiency Charges — These are costs charged to

generators that are unable to deliver their capacity.

Reliability Pricing Model (RPM) Auction Charges — These are costs charged

to successful buyers in the RPM auction.

Generation Resource Rating Test Charges — These are costs charged to

generators that do not meet the capacity test.

Peak Hour Period Availability Charges — These are costs charged to

generators that are short in resource availability during critical peak hours.

556 System Control and Load Dispatching — This account includes some

RTO-related costs, including the following:

North American Electric Reliability Council (NERC) Charges — These are
administrative-type costs associated with the scheduling and dispatching for the

PJM system.
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Reliability First Corporation (RFC) Charges — These are administrative-type

costs associated with the scheduling and dispatching for the PJM system.

Transmission Owner Scheduling, System Control and Dispatch Service
Charges - These are costs associated with the scheduling and dispatching for

the PJM system by individual transmission owners.

PJM Annual Membership Fees — These are costs to be a member of PJM.

561 Load Dispatch — This account includes some RTO-related costs, including

the following:

PJM Scheduling, System Control and Dispatch Service Charges — These are
PJM costs associated with the scheduling and dispatching of the PJM system,
otherwise known as the PJM Administrative Fee. DP&L currently has a PJM
Administrative Fee Retail Rider (P.U.C.0O. No.17 Tariff Sheet T14) which it is

proposing to withdraw, and these costs will then be incorporated into the TCRR.

565 Transmission of Electricity by Others — This account includes some RTO-

related costs, including the following:

Network Integration Transmission Service Charges — Thase are costs
associated with a daily demand charge to recover the cost of service of the
individual PJM transmission owners' system based on a coincident peak. These
Charges are outlined the PJM Tariff, Attachment H. DP&L currently has a
Network Integration Transmission Service Retail Rate (P.U.C.0O. No. 17 Tariff
Sheet T8) which it is proposing to withdraw, and this rate will be incorporated into

the TCRR.
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Expansion Cost Recovery Charges (ECRC) - These costs are charged to all
PJM customers to cover certain costs incurred by AEP, DP&L and

Commonwealth Edison in joining the PJM system.

Firm and Non-Firm Point-to-Point Transmisslon Service Charges - These
costs are charged to PJM customers to reserve capacity on a firm or non-fim

basis from one point to another within the PJM system.

Transmission Congestion Charges — These are the increased costs related to
the power that is moved through the parts of the transmission system that have

constrained line availability.

Financial Transmission Right (FTR) Auction Charges - These are the costs

incurred to obtain FTRs that are used by the load serving entity.

Transmission Loss Charges — These are costs related to the power that is lost

through resistance in moving it through the transmission system.

923 Outside Services Employed ~ This account will include some RTO-refated

costs, including the following:

PUCO Consultant Charges — These are costs that may be incurred associated
with the consultant the PUCO may select to review the TCRR costs and credits.

These will not be reflected on a PJM bill.

447 Sales for Resale — This account includes some RTQ-related revenues,

including the foltowing;
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Capacity Resource Deficiency Credits — These are amounts credited to load

serving entities from generators that are unable to deliver their capacity.

Reliability Pricing Model (RPM) Auction Credits — These are amounts

credited to successful sellers in the RPM auction.

Generation Resource Rating Test Credits — These are costs credited to load

serving entities from generators that do not meet the capacity test.

Peak Hour Period Availability Credits — These are costs credited to generators

that exceed their resource availability during critical peak hours.

456 Other Electric Revenues — This account includes some RTO-related

revenues, including the following:

Financial Transmission Right (FTR) Auction Credits — These are the credits

received from the sale of FTRs in the annual and monthly FTR auctions.

FTR/Auction Revenue Right (ARR) Auction Credits —These are credits
received by firm transmission service customers that entitie the holder to receive

an allocation of revenue from the annual FTR auction.

Transmission Congestion Credits — These credits are an allocation of the
transmission congestion charges collected related to the increased costs for the
power that is moved through the parts of the transmission system that have

constrained line availability.
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Transmission Loss Credits — These credits are an allocation of the
transmission loss charges collected related to the power that is lost through

resistance in moving it through the transmission system.

Expansion Cost Recovery Credits {(ECRC) - These credits are DP&L’s
allocation of the charges collected from all PJM customers to cover the costs

incurred by AEP, DP&L and Commonwealth Edison in joining the PJM system.

Will there be any other costs or credits that the Company believes should

be charged or credited via the TCRR in the future?

There may be, but none that | am aware of at this time. The PJM environment is
one that is constantly changing and evolving, and the costs associated with PJM
are continually under review and adjustment by PJM, its members and the
Federal Energy Regulatory Commission (FERC). There may be changes to the
way in which PJM markets work, or the manner in which they assess fees, cosis
or credits. To the extent that occurs, DP&L will work with PUCO Staff and

interested parties to ensure those costs are properly reflacted in the TCRR.
How are these costs and credits allocated to the retail jurisdiction?

As discussed in more detail by witness Schroder, these costs and credits are
allocated to the retail jurisdiction based upon the nature of the cost or credit and

how it is incurred.

DEFERRAL AND FORECASTED TCRR

Where on the books are these net costs deferred, what are the carrying

costs and what Is the expected recovery period?
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Each month, these net costs are deferred in account 182.3, Other Regulatory
Assets. We are recording an additional deferral as a carrying cost at the rate of
5.86%. We are requesting recovery of the deferred costs at April 30, 2009 over a
twenty-four month period from May 1, 2009 through April 30, 2011 with a carrying
cost retum until the deferral is fully recovered. We also plan to record deferred

federal income taxes associated with these deferred RTO-related costs.

in a similar manner, each month beginning in May 2009, the revenues and actual
jurisdictional costs would be compared to each other. If the costs exceed the
revenues, a deferral would be recorded in account 182.3, Other Regulatory
Assets. If the revenues exceed the costs, a deferral would be recorded in-
account 254, Other Regulatory Liabilities. A carrying cost retum or obligation at
5.86% per annum would be recorded on the net balance owed to the Company
or owed by the Company to customers. We will also record deferred federal
income taxes on the net regulatory asset or liability account. Any over or under
recovery remaining at April 30, 2010 will be rolled into the next TCRR expected

to be effective May 1, 2010.

How did you account for the retail revenues collected during the deferral
period from July 31, 2008 through April 30, 2009 that are related to

transmission and ancillary service rates that will be replaced by the TCRR?

These revenues were treated as an offset to the costs being deferred in Account

182.3 for every month in the deferral period.

What is the estimated balance of the deferred retail jurisdictional TCRR

costs as of April 30, 20097
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The estimated balance of the deferred retail jurisdictional TCRR costs at April 30,
2009 is $25.2 million as shown on Schedule C-1a, Page 2 of 2, Column (H). This
balance includes actual results for the period August 2008 through February
2009, and estimated results for the months of March and April 2009. The total
costs are allocated to the Ohio jurisdiction on the pages in Schedule C-1¢ using

the factors provided by witness Schroder.

What is the estimated incremental retail jurisdictional TCRR costs forecast

for the period May 1, 2009 through Aprii 30, 20107

The estimated incremental retail jurisdictional TCRR costs forecast for the period
May 1, 2009 through April 30, 2010 is $36.5 million. This is derived by taking the
total estimated costs of $37.0 million as shown on Schedule C-1, Page 2 of 2,
and subtracting the annual amount being collected in the current tariff riders of

approximately $60.5 million.

The forecasted net cost numbers are based on information received from PJM or
our reasonable estimates, based upon the best data available at the time, of the
future costs. They are then allocated to the Ohio jurisdiction using the factors

provided by witness Schroder.

The farecasted current revenue rider numbers of $80.5 million are from Schroder

Schedule B-2. These revenue riders will be replaced by the TCRR revenue rider

when new rates go into effect on May 1, 2009.

What is shown on the graphs included in Schedule B-47?
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Cansistent with the Commission’s rules in the Appendix to Rule 4901:1-36-03,
Schedule B-4 contains twenty pages of bar graphs that show the actual and
forecasted costs by quarter from January 2007 forward. Each page is a separate

component of the TCRR net costs.

CONCLUSION

Please summarize your testimony.

In summary, DP&L is seeking authorization to recover the April 30, 2009 deferred
retail jurisdictiona! RTO-related costs beginning May 1, 2009 over the twenty-four
maonth period ending April 30, 2011 along with a carrying cost return on the

unrecovered balance.

We are also seeking Commission approval to recover the ongoing retail

jurisdictional RTQ-related costs as forecasted beginning May 1, 2009.
Does this conclude your direct testimony?

Yes, it does.



asOERERBRDO

BEFORE THE

PUBLIC UTILITIES COMMISSION OF OHIO

THE DAYTON POWER AND LIGHT COMPANY
CASE NO. 09-256-EL-UNC

Transmission Cost Recovery Rider (TCRR)

DIRECT TESTIMONY
OF SHARON SCHRODER

MANAGEMENT POLICIES, PRACTICES, AND ORGANIZATION
OPERATING INCOME

RATE BASE

ALLOCATIONS

RATE OF RETURN

RATES AND TARIFFS

OTHER



.
V.

VI

BEFORE THE

PUBLIC UTILITIES COMMISSION OF OHIO

DIRECT TESTIMONY OF

SHARON SCHRODER

ON BEHALF OF
THE DAYTON POWER AND LIGHT COMPANY

TABLE OF CONTENTS
INTRODUCTION. ..ottt e 1
TRANSMISSION COST RECOVERY RIDER (TCRR) COMPONENTS.............. 4
RETAIL ALLOCATION OF TCRR COMPONENTS ..ot 9
TCRR RATE DEVELOPMENT ..ottt 16
TARIFF MODIFICATIONS ...ttt e e e 20

CONCLUSION ...t e s e e s a e s n e cmnes 21



10

11

12
13

14

15

16

17

18

19

20

21

22

Sharon Schroder
Page 1 of 21

INTRODUCTION

Please state your name and business address.

My name is Sharon Schroder. My business address is 1065 Woodman Drive,

Dayton, Ohio.

By whom and in what capacity are you employed?

| am employed by The Dayton Power and Light Company ("DP&L" or "Company”)

as Manager, FERC Pricing and Policy.
How long have you been in your current position?

| assumed my present position on March 11, 2005. Prior to this position, | was
Senior Regulatory and Pricing Analyst since January 28, 1999. | joined DP&L as

Rate Analyst on April 15, 1996.

What are your responsibilities in your current position and to whom do you
report?

I am responsible for formulating regulatory and rate filings at the Federal Energy
Regulatory Commission (‘FERC”) and ensuring that DP&L's tariffs and regulatory
compliance obligations are satisfied, particularly wholesale activities and those
involving participation within PJM Interconnection, L.L.C. (*"PJM”). | am on the
PJM Tariff Working Group and also am a voting member of the PJM Transmission
Owners’ Administrative~Advisory Committee. { also have responsibility for various
assignments relating to retail and wholesale electric rate development, evaluation
of federal and state regulatory and legislative initiatives that impact base rates and

regulatory operations. | report to the Director of Regulatory Operations of DP&L.
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Will you describe briefly your educational and business background?

| received a Bachelor of Science degree in Intemational Business from Miami
University in Oxford, Ohio in 1989. | achieved a Master of Science in Social and
Applied Economics from Wright State University in Dayton, Ohio in 1990.
Additionally, | eamed a Master of Arts in Economics from The Ohio State
University in Columbus, Ohio in 1994. | have been employed by DP&L in the
Pricing Services Department, formerly known as the Rates Department, since
1996. Prior to joining DP&L, | was a Senior Analyst for a consutlting firm for the

utility industry.

Have you previously provided testimony before the Public Utilities

Commission of Chio ("PUCO" or the "Commission")?

No. However, | have sponsored testimony before the FERC in a number of cases
on behalf of DP&L. In addition, | have sponsored testimony before the FERC on

behalf of DPL Energy, L.L.C. (“DPLE"), an affiliate of DP&L.

What testimony have you submitted before the FERC?

} submitted testimony on behaif of DP&L: on (i) August 31, 2001 with regard to the
Federal Power Act (“FPA") Section 205 filing of the former Alliance Companies in
Docket No. RT(01-88-0086; (ii) 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. ELO3-
212, et al.; (iv) July 30, 2004 with regard to the FPA Section 205 filing of American
Electric Power ("AEP") and DP&L to join PJM in Docket No. ER04-1068-000; (v)

April 29, 2005, May 13, 2005 and August 29, 2005 with regard to the FPA Section
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205 filing to support DP&L’s lost revenues in the Seams Elimination Charge/Cost
Adjustment/Assignment ("SECA") proceedings, Docket Nos. ER05-6, et al.; and
(vi) November 22, 2005 with regard to the Commission’s FPA Section 206 filing to
investigate PJM’s rate design. On May 30, 2008, | submitted testimony on behalf
of DPLE to support its revenue requirement for providing Reactive Support and
Voltage Control from Generation Sources Service (“Reactive Power”) in Docket

Na. ER08-1039.
What Schedules and Workpapers are you sponsoring?

| am sponsoring the following Schedules:

Schedule A-1 - Proposed Tariffs

Schedule A-2 - Red-Lined Current Tariffs

Schedule B-1 - Summary of Projected Jurisdictional TCRR Net Costs
Schedule B-2 - Summary of Current versus Proposed Revenues
Schedule B-3 - Summary of Current and Proposed Rates

Schedule B-5 - Typical Bill Comparisons

Schedule C-2 - Projected Monthly TCRR Costs by Tariff Class
Schedule C-3 - Summary of Proposed TCRR Rates

Schedule C-3a - Development of Proposed TCRR Base Rates
Schedule C-3b - Development of Proposed TCRR incremental Rates
Workpaper B-2 - Current Rates and Revenues

Workpaper B-3 - Current Rates

Workpaper C-2 - Summary of TCRR Revenues by Tariff Class — 2008
Workpaper C-3 - Projected Monthly Billing Determinants

Workpaper C-1d — Jurisdictional Allocators
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Woere these Schedules prepared by you, or under your direction?

Yes, they were.

What is the purpose of this testimony?

The purpose of this testimony is to support the development of the Company’s
Transmission Cost Recovery Rider rates. The proposed TCRR rates are based
on the Company’s forecasted retail jurisdictional RTO-related net costs for the

twelve month period beginning May 1, 2009 through April 30, 2010.

This testimony supports the Company's request that the deferred net costs
incurred from July 31, 2008 through April 30, 2009, and authorized for deferral by
the Commission in its February 19, 2009 Finding and Order in Case No. 08-1209-
EL-AAM be recovered within the TCRR over the twenty-four month period
beginning May 1, 2009 through April 30, 2011. The deferred costs and associated

carrying charges are discussed in Witness Campbell's testimony.

Finally, | support the necessary tariff modifications consistent with the proposed

TCRR.

TRANSMISSION COST RECOVERY RIDER (TCRR) COMPONENTS

Why is the Company requesting to implement a TCRR?

Ohio Revised Code §4928.05(A)(2) along with other authority provided to the
Commission, authorizes the Commission to permit the Company to recover the net

RTO-related costs through a reconcilable rider,
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Q. What types of costs are included in your proposed TCRR?

A. Consistent with DP&L's application ta defer costs in Case No. 08-1209-EL-AAM,
and as described more fully in Witness Campbell's testimony, DP&L is proposing

1o include the following RTO-related net costs in the TCRR:

Transmission Enhancement Charges (associated with PJM's Regional
Transmission Expansion Plan, “RTEP")

Reactive Supply and Voltage Control from Generation Sources
Regulation

Synchronized (Spinning) Reserves

Operating Reserves

RTO Start-up Cost Recovery — AEP zone

Synchronous Condensing

Locational Reliability Charges (LRC)

Capacity Resource Deficiency Charges/Credits

RPM Auction Charges/Credits

Generation Resource Rating Test Charges/Credits

Peak Hour Period Availability Charges/Credits

Black Start Service

PJM Annual Membership Fee

Transmission Owner Scheduling, System Control and Dispatch Service
North American Electric Reliability Corporation (NERC) Charges
Reliability First Corporation {RFC) Charges

PJM Default Charges

Transmission Congestion Charges/Credits

Generation Loss Factor

Transmission Losses Charges/Credits

Firm Point-to-Point Transmission Service Credits

Non-Firm Point-to-Point Transmission Service Charges/Credits
Network Integration Transmission Service

Financial Transmission Rights Auction Charges/Credits

Auction Revenue Rights Credits

Expansion Cost Recovery Charges (ECRC)/Credits

PJM Scheduling System Control and Dispatch Service (Admin Fee})
PUCO Consultant Fees

Q. Are most of these components currently included in the monthly invoices

DP&L receives from PJM?
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Yes, the majority of the proposed components listed above are cwrently included
on the PJM invoices. However, the following charges/credits are not included in
the invoices from PJM:

« Alliance RTO Start-up Cast Recovery: similar to the RTO Start-up
Cost Recovery currently being charged by PJM on behalf of AEP
and Comkd, DP&L also has certain RTO Start-up Costs related to
the formation of the Alliance RTO.

= PUCO Consultant Fees: while these fees have not been incurred to
date, OAC Chapter 4901:1-36-03 (C) states that “the Commission
may order that consuitants be hired, with the costs billed to the
electric utility and recoverable through the rider, to conduct prudence
and/or financial reviews of the costs incurred and recovered through
the transmission cost recovery rider.” DP&L seecks approval to
include this component in its TCRR in the event consultant fees are
incurred in the future.

* Generation Loss Factor: this is an estimate of the amount currently
embedded in retail generation rates for losses and is credited against
the transmission losses charged by PJM.

In addition, some of the components listed above may not appear on every

monthly PJM invoice.

Please explain why you have proposed to include Reliability Pricing Model

(RPM)-related charges and credits in the TCRR.

Locational Reliability Charges (LRC), Capacity Resource Deficiency Charges and
Credits, RPM Auction Revenues, Generation Resource Rating Test Charges and
Credits, and Peak Hour Period Availability Charges and Credits are all included in
the proposed TCRR because the Commission has broad authority to allow
recovery of these RTO-related components through a reconcilable rider, and
inclusion of these RPM-related costs within the TCRR makes sense from a policy

and administrative standpoint. These RPM-related charges and credits, along with
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the other transmission, transmission-related, ancillary and congestion costs as
described by Revised Code §4928.05(A)(2) are all net RTO-related costs, which
are largely outside of DP&L’s control and are all by-passable to customers that
shop. Inclusion of these net costs within one mechanism will allow the proper
tracking, reconciliation and recovery. Moreover, such consolidation into one rider
will be administratively efficient for the Commission to audit as provided for in the

Ohio Adminisirative Code.

Have you considered a separate Rider for these RPM-related charges and

credits?

Yes; however, as described above, all RTO-related net charges would be best
tracked and reconciled in one combined rider. In addition to the reasons set forth
above, combining all of the PJM-related charges/credits into one Rider will simplify
our retail rate structure. Through this filing, we are also proposing to combine the
existing PJM Admin Fee, the RTEP deferral, and the existing retail transmission
and ancillary service rates all into this Rider. All of the charges proposed 1o be
included in the TCRR are by-passable by customers that shop. Finally, the TCRR
filing and review process provides a structured approach for the Commission to
review DP&L's RPM-related net cost recovery and provides for an appropriate due

process review.

Why is it appropriate to include PJM's RPM charges and credits In the
TCRR?

The Company would note that despite the TCRR name, many of the components

included in DP&L’s proposed Rider (and permitted by the Commission for inclusion
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by other Ohio Companies in their TCR’s ) would be more accurately labeled as
reliability-related or RTO-related because they are costs incurred by generation
facilities that support the reliability of the transmission system. For example,
« Reactive Supply and Voltage Control from Generation Sources
s Regulation
¢ Synchronized (Spinning) Reserves
s Operating Reserves
» Synchronous Condensing
s Black Start Service
» Losses
In addition, other charges are not specifically tied to a particular transmission line;
rather, they are ancillary costs and simply tied to PJM administrative charges,
such as:
¢ PJM Admin Fee
¢ PJM Default Charges
¢ NERC/RFC Charges
¢ PJM Annual Membership Fees
These charges/credits (as well as the RPM-related components) are billed by PJM
- a regional transmission organization. We receive these charges/credits as a
result of DP&L’s transmission business joining PJM, and all the costs are incurred
in support of maintaining reliability, we believe all of these components are

appropriately included within the TCRR, or RTO-related Rider.
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Could the Company separate RPM-related components from the other RTO

components, and create two separate RTO-related riders?

Yes. The Company could separate out the RPM components from the other RTO-
related charges/credits and bill these costs as two separate riders. However, the
twa riders would be recovered in the same manner and charged to the same
customers. Therefore, the Company is proposing to include all charges/credits
that are assessed by PJM to DP&L on behalf of the load the Company serves

within its service temritory (standard offer customers) within one rider, the TCRR.

RETAIL ALLOCATION OF TCRR COMPONENTS

How are the proposed RTO-related costs and credits allocated to the retail

jurisdiction?

The RTO-related costs and credits are allocated to the retail jurisdiction based
upon their nature. | have used three allocators: Load, Wholesale/Retail, and
Congestion. In addition, certain credits are allocated 100% to retail load. These

allocators and their calculations are reflected in Workpaper C-1d.
Which components are allocated 100% to DP&L's retail load?

The following components are charged ar credited to DP&L solely based on the

load it serves and therefore | have allocated the entire amounts to retail load:

e Alliance RTO Start-up Cost Recovery
o PJM Default Charges

+» Firm Point-to-Point Transmission Service Credits
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» Non-Firm Point-to-Point Transmission Service Credits

» Expansion Cost Recovery Credits (ECRC)

What is the Load allocator and which costs/credits are allocated with by this

method?

The Load allocator assigns 88.9% of the total cost/credit to DP&L'’s retail load.
This amount is based on costs/credits reflected on DP&L's bills that are assigned
to DP&L’s retail load versus load served by DP&L’s affiliate, DPL Energy
Resources (DPLER). DP&L transacts with PJM on behalf of DPLER, so certain
costs/credits received on its bills are ultimately assigned to DPLER, based on its

load share of DP&L’s total load,

The following components are assigned using this Load allocator:

« Transmission Enhancement Charges (RTEP)
+ Reactive Supply and Voltage Control from Generation Sources
+ Regulation

¢ Synchronized (Spinning) Reserves

¢ RTO Start-up Cost Recovery - AEP Zone

s Synchranous Condensing

¢ Locational Reliahility Charges (LRC)

» Capacity Resource Deficiency Charges

*+ RPM Auction Charges

» Generation Resource Rating Test Charges

e Peak Hour Period Availability Charges

o Black Start Service
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¢ North American Electric Reliability Corporation (NERC) Charges

+ Reliability First Corporation (RFC) Charges

« Transmission Losses Credits

= Network integration Transmission Service

e Expansion Cost Recovery Charges (ECRC)

+ PJM Scheduling System Control and Dispatch Service (Admin Fee)

» PUCO Consultant Fees

The Load allocator you used for the PJM Admin Fee appears to change

depending on the month. Why?

Since February, 2006, the Company has been charging its retail customers a PJM
Administrative Fee Rider (P.U.C.0. No.17, Tariff Sheet T14). This PJM Admin
Fee Rider included an incremental component to recover deferred PJM Admin Fee
costs, which ended January 31, 2009. Therefore, during that timeframe | have
indicated “NA" as the allocator since there are no associated costs identified in the
workpapers. In other words, no amounts were deferred during those months as
the Company was charging this Rider at an amount equal to the ¢ost PIM charged

DP&L..

DP&L's deferral recovery ended January 31, 2009 so the amount charged in
February 2009 was only for the real-time recovery of PJM’s current Admin Fee.
Therefore the Company could identify that portion charged directly to DP&L. (as

opposed to DPLER), and as a result, no allocation was necessary.
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Beginning March 1, 2009 the Company began to forecast amounts for the TCRR
components. DPL forecasts on a total holding company basis (which includes
DPLER), so the Load allocator described above is necessary for each of the

forecasted months.

What is the Wholesale/Retail allocator and which costs/credits are allocated

with by this method?

The Wholesale/Retail allocator assigns 77.4% of the total cost/credit to DP&L’s
retail load. This amount is based on costs/credits reflected on DP&L’s bilis that
are ultimately assigned to DP&L’s wholesale activity, unrelated to its retail load
obligation. This amount is calculated using the 2008 percentage of wholesale
sales to total Company sales, as reflected in Workpaper C-1d and cited in the

Company’'s most recent 10K.

The following components are assigned using this Wholesale/Retail allocator:

¢ Operating Reserves

+ Capacity Resource Deficiency Credits

« RPM Auction Credits

« Generation Resource Rating Test Credits

s Peak Hour Period Availability Credits

s PJM Annual Membership Fee

s Transmission Owner Scheduling, System Control and Dispatch
Service

+ Transmission Congestion Charges

« Transmission Losses Charges
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What is the Congestion allocator and which costs/credits are allocated with

by this method?

The Congestion allocator assigns 50% of the total cost/credit to DP&L's retail load.
The Company proposes a 50% allocation of congestion-related costs and credits
due to the nature of congestion and PJM's related hedging process. DP&L’s
proposal regarding the division of congestion-related costs and credits is more

fully described in Witness Crusey’s testimony.

The following coamponents are assigned using this Congestion Allocator:

» Transmission Congestion Charges/Credits
» Financial Transmission Rights Auction Charges/Credits

s Auction Revenue Rights Credits

For certain TCRR components, you have used a different allocator for costs

and credits. Please explain.

It is appropriate to use one allocator for the associated costs and a different
allocator for the related credits for certain TCRR components. | address each

component below:

RPM-related Charges and Credits — PJM bills all RPM-related charges to the load-

serving entity, so | have allocated these costs using the Load allocator. However,
DP&L receives credits for its generation capacity based on the total amount of
generation, which is used for both wholesale and retail activities. Therefore, |

have used the Wholesale/Retail allocator for the RPM-related credits.
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Transmission Cangestion Charges and Credits — PJM bills congestion to

transmission customers for all transactions on the PJM system. Therefore, DP&L
receives charges related to both wholesaie and retail activities, so | have used the
Wholesale/Retail allocator for these costs. Note, this amount is then further
assigned using the Congestion allocator, based on the methodology described in
Witness Crusey's testimony (77.4% * 50% = 38.7%). The transmission
congestion credits are provided by PJM to load that has paid the increased costs
to receive power across the constrained system. Therefore, these credits are
provided to the load and not split by the Wholesale/Retaii allocator.

Transmission L osses Charges and Credits — PJM charges Transmission Losses

on all transactions that move through the PJM system; therefore, DP&L's
wholesale activity is allocated a portion of these charges. On the other hand,
transmission losses credits are assigned by PJM to load, therefore the Load
allocator was used.

Expansion Cost Recovery Charges (ECRC) and Credits — PJM charges ECRC to

all PJM load, therefore DP&L receives these charges associated with both its retail
load chligation and its wholesale load. Consequently, these charges are assigned
using the Load Allocator. However, the ECRC credits which DP&L receives are

provided 100% to DP&L’s retail load.

Does DP&L currently receive revenues from retail customers for any of the

RTO-related costs proposed fo be included in the TCRR?

Yes. The Company currently receives retail revenues under the following Tariff

Sheets:
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T8  Retail Transmission Service

T9  Scheduling, System Control, and Dispatch Service
T10 Reactive Supply and Voltage Control Service

T11 Regulation and Frequency Response Service

T12 Operating Reserve — Spinning Reserve Service

T13 Operating Reserve — Supplemental Reserve Service

T14 PJM Administration Fee Rider

The proposed TCRR (Tariff Sheet T15} will replace all of these rates and tariff
sheets. In addition, as described more fully in Witness Campbell’s testimony,
these historical retail revenues were credited against the charges calculated

during the deferral period.

Are the RPM-related costs/credits being charged to the Company by PJM
and which DP&L proposes to include in its TCRR included in any other

schedule or rider in DP&L’s tariffs on file with the Commission?

No. PJM's capacity market (known as the Reliability Pricing Model or RPM}
structure came about after rates in DP&L's current raie plan were established.
However, certain retail ancillary service rates do include a reserve obligation
pursuant to reliability requirements in place at the time DP&L set its cost-based
ancillary service rates. These ancillary service rates, including the associated

reserve obligation amounts, will bs replaced by the TCRR.

Are there any other retail revenues the Company proposes to net against the

TCRR charges?
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Yes, an estimated Generation Loss Factor. This is an estimate of the amount
currently embedded in retail generation rates for losses and is credited against the

transmission losses charged by PJM.

How was the amount currently embedded in retail generation rates for

losses calculated?

This amount was calculated by multiplying the retail load kWh by the transmission
loss percentage to determine the embedded loss kWh. DP&L's most recent loss
study establishes its transmission loss percentage at 2.7%. Then, the embedded
loss kWh was multiplied by the Company’s embedded fuel rate to determine the
embedded fuel cost for the loss kWh. DP&L'’s latest estimate of its embedded fuel
cost is 1.3 cents per kWh, as established in its last Electric Fuel Component

("EFC") case and later rolled into DP&L’s current base generation rates.

TCRR RATE DEVELOPMENT

How did you develop the TCRR rates for each Tariff Class?

First, | took the net “current cycle” costs summarized in Schedule B-1, grossed
them up by the Gross Revenue Conversion Factor, and allocated them across the
Company's Tariff Classes using a ratio of the 2008 totat transmission and ancillary
services revenues by class, as shown in Workpaper C-2. The “current cycle”
amounts reflect those forecasted amounts to be collected during the first year the

TCRR is in place, May 2009 — April 2010.

Why did you gross up the costs by a Gross Revenue Conversion Factor?
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In order to collect the state tax which is based on revenuas, | grossed up the net
costs by multiplying them by a factor of 1.021. This is the same approach used in
DP&L’s ESP case, as summarized in DP&L’s Application for Approval of its
Elactric Security Plan, Case Nos. 08-1094-EL-SSO, et al., Schedule A-4, column
(C), line 28 and sponsored by Witness Hergenrather in that case. This approach
was not madified by the Stipulation and recommendation which has been filed and

entered into evidence, but not yet approved by the Commission.

Schedule B-1 reflacts a large increase in the “current cycle” net costs

compared to the deferred net costs. Please explain.

The main difference between the historical net costs and those forecasted for the
“current cycle” is that we have assumed the existing retail transmission and
ancillary service rates/revenues will be replaced by the TCRR. In other words,
during the deferral period the retail revenues received for transmission and
ancillary services are netted against the TCRR costs from the PJM bills; these
average approximately $5 million per month. Additionally, the Company is
proposing to recover the deferred amount over twenty-four months, so only half of
the total deferred amount is summarized in Schedule B-1. In addition, the deferral

period is ten months compared to the twelve month “current cycle”.

What was the next step in developing the TCRR rates?

Next, | separated the TCRR components into those to be charged on an energy,
demand, and reactive demand basis, as shown in Schedule C-3a. | then summed
each of these components and divided by forecasted tariff class billing

determinants to calculate the Base TCRR rates.
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What do you mean by Base TCRR rates?

The Base TCRR rates are the portion of the total TCRR rates that are intended to

recover the “current cycle” amounts described above.

How did you develop the forecasted billing determinants by tariff class?

The Company does not currently forecast sales by tariff class; rather, sales are
forecasted by revenue class. Therefore, | first reviewed actual billing determinants
by revenue class and by tariff class from 2008. Using this relationship, | used the
Company’s forecasted sales by revenue class to determine the forecasted sales
by tariff class. The total tariff class sales used in the development of the TCRR
rates matches the total Company forecasted sales (by revenue class), adjusted for

switching customers.

Why did you make these adjustments to the total Company sales forecast?

The Company retail sales forecast includes all metered retail sales, therefore it
includes retail customers that take competitive retail electric service. Those billing
determinants were removed prior to developing the TCRR rates since DP&L is

proposing to charge only standard offer customers the TCRR.

What was your next step in developing the TCRR rates?

| calculated the Incremental portion of the TCRR rates, which are intended to
recover the deferred amounts summarized in Schedule B-1. This was done in the
same manner as the rate development for the Base TCRR rates and is reflected in

Schedule C3-b. As described more fully in Witness Campbell's testimony, this
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portion of the TCRR rate is proposed to recover the deferred TCRR nst costs over

twenty-four months.

Will this Incremental portion of the TCRR rate be removed after the twenty-

four months?

The Company plans to recover the deferred amounts during the proposed twenty-
four months; however, we intend to keep in place this Incremental portion of the
TCRR rate to recover any overfunder collections on an on-going basis. Consistent
with the provisions of OAC Chapter 4801:1-36 and Witness Campbell's testimony,
the Company will to update the TCRR annually with actual costs/credits and this

portion of the rate will remain to reflect that over/under collection.

Can you summarize the total TCRR rates?

Yes. For each of DP&L’s existing tariff classes, there will be a total TCRR rate,
which is the sum of the Base and Incremental portions. As described above,
certain amounts will be recovered on an energy, demand and reactive demand

basis.

Schedule C-3 summarizes the proposed TCRR rates by class. In addition,

Schedule B-5 shows typicat bill comparisons.

What is the typical bill impact of this filing on a residential customer that

uses 750 kWh per month?

The TCRR for a Residential customer is $0.0085215/kWh and is included in the
Transmission Related Charges portion of the bill. A customer using 750 kWh will

experience a net increase of $3.05 on their monthly bill.
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TARIFF MODIFICATIONS

What Tariff modifications to do you propose?

The Company currently has the following retail Tariff Sheets that will be eliminated

and superseded by the proposed TCRR Tariff Sheet, T15:

T8  Retail Transmission Service

T9  Scheduling, System Control, and Dispatch Service
T10 Reactive Supply and Voltage Control Service

T11 Regulation and Frequency Response Service

T12 Operating Reserve — Spinning Reserve Service

T13 Operating Reserve — Supplemental Reserve Service

T14 PJM Administration Fee Rider
Were there any other Tariff modifications made?

Yes. | removed the references to the Company's Transmission tariff sheets within
the Required Services portion of each of the Distribution Tariff Sheets. This was
updated to be consistent with current practices associated with shopping
customers. In other words, shopping customers are not required to take
transmission and ancillary services from the Company. In addition, | removed

outdated references to a Company Storm Rider.
Were the Required Services changed for Standard Offer customers?

Yes. Within each of the Generation Standard Offer Service Tariff Sheets, |

modified the Required Services section to require those customers to take
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transmission, ancillary, and RTO-related services from the Company under the

new TCRR Tariff Sheet, T15.

CONCLUSION

Please summarize your testimony.

In summary, DP&L is requesting permission to recover the current level of
forecasted retail jurisdictionat RTO-related costs beginning May 1, 2009. These
amounts are designed to be recovered through the Base portion of the TCRR

rates.

The Company also requests permission to recover the April 30, 2009 deferred
retail jurisdictional RTO-related costs beginning May 1, 2009 over the twenty-four
manth period ending April 30, 2011 with a carrying cost return on the unrecovered
balance. These amounts are designed to be recovered through the Incremental

portion of the TCRR rates.

The total TCRR rates are equal to the sum of the Base and Incremental portions
and will be charged on an enargy, demand and reactive demand basis. The

Company plans to update these rates annually based on actual net costs.

Does this conclude your direct testimony?

Yes, it does.



BROOODQOO

BEFORE THE
PUBLIC UTILITIES COMMISS!ON OF OHIO

THE DAYTON POWER AND LIGHT COMPANY
CASE NO. 09-256-EL-UNC

Transmission Cost Recovery Rider (TCRR)

DIRECT TESTIMONY
OF DAVID J. CRUSEY

MANAGEMENT POLICIES, PRACTICES, AND ORGANIZATION

OPERATING INCOME
RATE BASE
ALLOCATIONS

RATE OF RETURN
RATES AND TARIFFS
OTHER



BEFORE THE

PUBLIC UTILITIES COMMISSION OF OHIO

DIRECT TESTIMONY OF

DAVID J. CRUSEY

ON BEHALF OF

THE DAYTON POWER AND LIGHT COMPANY

INTRODUCTION
CONGESTION HEDGING PROCESS
PJM RELIABILITY PRICING MODEL

CONCLUSION

TABLE OF CONTENTS

-----------------------------------------------------------------

....................................................................................................

------------------------------------------------------------------------------------------------

................................................................



10

11

12

13

14

15

16

17

18

19

20

David J. Crusey
Page 1 of 11

INTRODUCTION

Please state your name and business address.

My name is David J. Crusey. My business address is 1065 Woodman Drive,

Dayton, Chio.

By whaom and in what capacity are you employed?

| am employed by The Dayton Power and Light Company ("DP&L" or

"Company") as Director, Trading.

How long have you been in your present position?

| have been working at my present position as Director, Trading since May 2007.
Prior to this position, | worked in various commercial wholesale commodity and
marketing roles for DP&L since 1995. From 1989 to 1995 | worked in various
engineering roles within DP&L's Engineering, Rates Department and Major
Account areas. | have approximately 20 years of energy industry experience at

DP&L.

What are your responsibilities in your current position and to whom do you

report?

In my current position, | am responsible for managing DP&L's commodity
position for coal, power, emissions, natural gas and oil. | am aiso responsible for
DP&L’s market functions within the PJM power pool as they relate to energy

markets, Auction Revenue Rights ("ARRs”")/Financial Transmission Rights
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("FTRs"), and the Reliability Pricing Model ("RPM"). | report to the Vice

President, Commercial Operations.

Will you describe briefly your educational and business background?

| received a Bachelor of Science degree in Electrical Engineering from the
University of Dayton in 1989. | received a Masters Degree in Business
Administration from the University of Dayton in 1893. | completed post Masters
work in Finance at the University of Dayton in 1999. | am a CFA Charterholder

as well as a certified Financial Risk Manager (FRM).

Have you previously provided testimony before the Public Utilities

Commission of Ohio ("PUCO" or the "Commission")?

No. However | have sponsored testimony on behalf of DP&L in a proceeding

before the Federal Energy Regulatory Commission (“FERC”).

What testimony have you submiited before the FERC?

| sponsored testimony on behalf of DP&L in a case before the FERC involving a

contract and billing dispute with a municipal aggregator.

What is the purpose of your testimony?

The purpose of this testimony is twofold. | will first describe the PJM congestion
hedging process and DP&L’s proposal for sharing the charges and credits with its
retail customers which may flow from that process. Next | will describe PJM’s

Reliability Pricing Model (“RPM") construct and the RPM related charges and
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credits, and explain why inclusion of these RPM charges and credits in the TCRR

is appropriate.

CONGESTION HEDGING PROCESS

Please describe the PJM congestion hedging process.

As a network transmission customer in PJM, DP&L has the right to request
congestion hedging instruments from PJM. These hedging instruments are
called Auction Revenue Rights ("ARRs") and Financial Transmission Rights
(“FTRs"). The purpose of these instruments is to provide a method to hedge the
congestion price risk associated with moving the Company’s energy from its

generators fo its load zone.

DP&L is compensated based on the Locational Marginal Price (“LMP”) at each of
its generators for the energy it produces and DP&L pays PJM the LMP for its load
at the Dayton zone. This settlement is done on an hourly basis. Each PJM
network transmission customer has the right to request ARRs up to its peak load
amount during the annual PJM ARR allocation process. PJM determines the

amount of ARRs that are awarded based on its total system capability.

After this ARR allocation process is completed, PJM conducts an FTR auction in
which any market participant can attempt to buy or sell FTRs. The value of an
ARR is essentially the right to the revenue from the annua!l FTR auction for the
same source-sink ARR path. The value of an FTR in the annual FTR auction can
be either positive or negative. The holder of the ARR can then choose to smply
take the value from the FTR auction and receive dollars or it can use the dollar

proceeds 1o buy other FTRs in the annual FTR auction. An FTR holder can
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either sell the FTR in a later auction or allow the FTR to settle each day in the day
ahead energy market. Again, the value can be either positive or negative for the
owner. The FTR clears or settles each day based on the day-ahead price
difference between the source and sink location.

What is the Company's overall approach to using ARRs/FTRs to hedge its
congestion risk?

The Company is both an owner of generating assets as well as a network
transmission customer and Load Serving Entity in PJM. I therefore has a right to
request ARRs/FTRs, however, it aiso is exposed to congestion risk or price risk
for the difference between the LMP at its generators and the LMP at its load
zone. ARRs/FTRs are financial instruments that can be used fo protect
customers from significant cost exposure due to congestion. While a degree of
protection can be achieved through a relatively passive process of requesting
and holding ARRs/FTRs, a more active management, that involves investing
people and resources offers opportunities to hedge risks and obtain additional
benefits.

Can you elaborate on the difference between what you refer to as a passive
approach and a more active management approach?

A Yes. This effort goes beyond the simple process that the Company would
use to protect or “hedge” against congestion pricing risks. The simplest
alternative for DP&L to take would be to select paths from its base load
generators to its load zone. The ARRs/FTRs associated with these transmission
paths could have either positive or negative values that move in the opposite
direction of congestion prices. Thus, this approach hedges congestion risk by

reducing the price risk between generators and load. It also meané that when
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congestion related costs decrease, any additional benefits are eliminated
because the position has been hedged. This simple approach would not be
financially optimal for either the Company or its customers. DP&L, therefore,
invests people and resources to analyze and identify the transmission paths
where ARRs/FTRs are likely to have positive values, and requesting or obtaining
ARRs/FTRs an those paths. At the same time, DP&L would not request
ARRs/FTRs on transmission paths where the associated ARRs/FTRs are likely
to have a negative value. This is not an easy analytical exercise and requires an
extensive knowledge of how power flows historicaily within PJM and how those
flows may change during a given year due to transmission or generation
outages, new construction, or shifts in load. The Company has been able to
make this right and opportunity to obtain ARRs/FTRs profitable because it takes
risks and invests resources in the process. The Company is proposing a method

to share the risks and benefits with our customers through the TCRR.

How does the Company propose to allocate costs and/or credits

associated with the FTR and ARR hedging instruments?

The Company proposes a 50/50 sharing arrangement under which all of the
congestion and FTR/ARR charges and credits will be shared equally between

shareholders and retail customers.

Why is this FTR/ARR costs/credits sharing arrangement proposed hy the

Company appropriate?
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The 50/50 sharing arrangement proposed by the Company is appropriate. The
opportunity to actively buy and sell ARRs and FTRs is a right the Company has
and not an obligation. Sharing the charges and credits as proposed provides the
proper incentive going forward for both the Company and its customers to
continue to enhance revenues and decrease the net congestion costs. In
addition, the Company invests resources and takes risks to increase the value of
its ARR/FTR opportunity. The Company is proposing to split the related charges
and revenues on a 50/50 basis, which allows for a sharing of value with
customers, yet fairly compensates shareholders for the Company’s resource

investments.

PJM RELIABILITY PRICING MODEL

Please describe the operation of the RPM construct as it exists today

within PJM?

The reliability construct within PJM today is called the Reliability Pricing Model
(‘RPM”"). RPM is best described by looking at generating units and load
separately which is how RPM is administered by PJM. Generation owners within
PJM are required to offer their units into the RPM auctions which take place three
years in advance of the delivery year. These offers are binding on behalf of the
owner and if the generating unit is “cleared” or sold in the auction the owner is
financially committed for the auction period. PJM also conducts incremental
auctions prior to the delivery year to allow a generation awner the ability to buy
and sell RPM replacement resources in the event its position changes.
Generators receive payments during the delivery year for generation that were

“cleared” in that auction. PJM’s RPM construct also can assess charges and
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credits on generators based on certain testing and performance requirements. In
summary and in aimost all circumstances, generation owners are required to
offer their generation into the RPM auctions, generators get paid if they clear the
market, and generators are subject to additional charges and credits associated

with actual performance.

Within RPM, each Load Serving Entity (LSE) in PJM is charged the locationai
reliability charge for its load obligation. The LSE's load obligation is purchased
three years in advance of the delivery year. The LSE’s role in RPM is a passive
function compared to the generator’s active role. The LSE does not have to bid
or enter transactions in PJM's systems, or even contact PJM regarding its load.
PJM completes the load forecast for each LSE and buys the load for the LSE in

the auction. In its simplest terms, the LSE simply gets a bill from PJM.
Please describe the RPM charges and credits.

DP&L pays a locational reliability charge for its load obligation in PJM. The rate
for the charge is determined in the RPM auction. The quantity of the charge is
PJM's peak load forecast for DP&L including a reliability reserve margin, and
control over this charge falls largely outside of DP&L's control. This charge is

included on each of DP&L's monthly PJM invoices.

Additionally, there are other RPM related charges and credits that PJM can

aSSess!:
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1) Capacity Resource Deficiency Charge and Credit. This is assessed for
instances when a generator cannot meet the capacity amount it offered and
committed to in the auction. The shortfall can be due to a decrease in capacity or
from an increase in the units forced outage rate. The Resource Deficiency can
also result in a credit when generators at other entities pay the charge and these

payments are then aliocated back to LSEs.

2) Generation Resource Rating Test Charge and Credit. This charge or cradit
involves the summer and winter capacity test levels committed to by the
generator in the auction. Again, depending on the performance of the specific
generator and the other generators in PJM, this can be either a charge or a

credit.

3) Peak Hour Period Availability Charge and Credit. PJM charges a generator if
its performance during the peék hours in the summer and winter periods is lower
than its performance of the same measure for the average of the past five years.
Likewise, if a generator's performance is higher than its average five year history,
the generator can receive a credit. In 2008 for the 2007/08 delivery year, DP&L
received a credit from PJM of $650,000 for the Peak Hour Period Availabiiity
Credit for its entire generation portfolio. In summary, these additional RPM items

can be either a charge or credit, both of which will be included in the TCRR.
Why does PJM assess DP&L these RPM charges and credits?

PJM's RPM construct is focused on refiability. The LSE'’s pay the locational
reliability charge to ensure that there are sufficient resources available across

peak periods to ensure the reliability of the system, Without adequate RPM
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generating resources, including the reserve margin, the overall reliability of the
grid and therefore reliability to DP&L’s customers can not be maintained. The
RPM construct in PJM results in DP&L's customers needing fewer resources to
be served reliably because DP&L’s peak is not typically coincident with the PJM
peak load and the reliability risks associated with generator outages are spread
across PJM. Generators in PJM receive payments to compensate them and
create an incentive to build and/or to maintain their resources over time.
Together, this facilitates the overall goal of maintaining reliability in the PJM
system. Thus, the RPM charges and credits DP&L seeks to include in the TCRR
are incurred in large part to ensure reliability of service for DP&L's customers.
An important part of PJM's RPM construct involves having adequate resources
located in places where it is deliverable to loads in an amount sufficient to meet
peak system conditions. RPM was implementsed to ensure the reliability of the
grid. DP&L, as a member of PJM, has a requirement to participate in the RPM

construct to support the reliability of the transmission grid.

Are there any RPM related credits the Company will be including or

“crediting” back to retail customers through the TCRR?

Yes. The Company is proposing to include the payments (RPM Auction Credits)
it receives from PJM as a credit in the TCRR. The effect of this is that DP&L’s
customers are paying the locational reliability charge for their load and they are
also receiving the payments from the RPM auction from the DP&L generators.
The customers will also receive the charges and credits that are associated with

RPM for the DP&L generators as explained earlier. As is the case with the
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administration of the transmission, transmission-related, congestion, and ancillary

costs, the RPM costs will be netted with the RPM revenues.
Ara these RPM charges and credits refated to reliability?

Yes. The entire RPM construct and therefare all RPM charges are refiability
related. The facus of RPM is to ensure sufficient generation for load and to
maintain the current and future reliability of the transmission grid. The RPM
requirements thus facilitate a reliable transmission grid, and the related charges
imposed on LSEs by PJM are a critical part of system reliability and are
inherently linked to transmission related charges. The RPM charges and credits
imposed by PJM—Ilike transmission-related costs—help ensure reliability of the

arid.
Why should RPM related charges and credits be included in the TCRR?

In addition to the reasons stated by Witness Schroder in her testimony, RPM
related charges and credits should be included in the TCRR because RPM
charges and credits are part of the cost of providing for reliable grid operations
for our customers. These charges and credits are a mandatory element of our
participation in PJM. RPM related charges and credits ﬂow_through a common

PJM bill with other grid related costs.
CONCLUSION

Please summarize your testimony.

In summary, DP&L is proposing to share its net ARR/FTR and congestion

charges and credits on a 50/50 basis between the Company and its retail
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customers. The Company is proposing a shared benefit approach that will
continue to incent the Company to pursue and maximize its ARR/FTR
opportunities while at the same time lowering the cost of electricity for its
customers. The ARR/FTR decision the Company makes is a right and an
opportunity, not an obligation. The proposed structure is appropriate in terms of

equity and incentives.

The Company is also requesting the recovery of the net RPM related charges
and credits associated with DP&L's retail load obligation and generating units.
The TCRR impact is therefore the net of the RPM credits DP&L receives and the
RPM charges the Company incurs. PJM’'s RPM construct is focused on
maintaining the reliability of the transmission grid. Including the RPM related
charges and credits in the TCRR is both administratively expedient and
appropriate because these PJM-imposed charges and credits relate to functions

which, like transmission functions, are critical for grid reliability.
Does this conclude your direct testimony?

Yes, it does.



