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Revised Direct Testimony of Daniel J. Duann, Pi.D. CRRA
In Opposition of the Stipulation and Recommendation
On Behalf of the Office of the Ohio Consumers' Counsel
PUCO Case Nos. 11-346-EL-5S0 et ul.

PLEASE STATE YOUR NAME, ADDRESS AND POSITION.
My name is Daniel J. Duann. My business address is 10 West Broad Street, Suite
1800, Columbus, Ohio, 43215-3485. Iam a Senior Regulatory Analyst with the

Office of the Ohio Consumers® Counsel (“OCC™).

PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND
PROFESSIONAL EXPERIENCE.

I received my Ph.D. degree in public policy analysis from the Wharton School,
University of Pennsylvania. 1 also have a M.S. degree in energy management and
policy from the University of Pennsylvania and a M.A. degree in economics from
the University of Kansas. | completed my undergraduate study in business
administration at the National Taiwan University, Taiwan, Republic of China. 1
am a Certified Rate of Return Analyst conferred by the Society of Utility and

Regulatory Financial Analysts in April 201 1.

I was a Utility Examiner 11 in the Forecasting Section of the Ohio Division of
Energy, Ohio Department of Development, from 1983 to 1985, From 1985 io
1986, 1 was an economist with the Center of Health Policy Research at the
American Medical Association in Chicago. In 1986, I joined the Ilinois
Commerce Commission as a senior economist in its Policy Analysis and Research
Division. 1 was employed as a senior institute economist at the National

Regulatory Research Institute (“NRRI”} at The Ohio State University from 1987
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Revised Direcr Testimony of Daniel J. Duana, Ph.D. CRRA
In Opposition of the Stipulation and Recommendation
On Behalf of the Office of the Ohio Consumers' Counsel
PUCO Case Nos. 11-346-EL-850 et al.

to 1995. My work at NRRI involved many areas of utility regulation and energy

policy. I was an independent business consultant from 1996 to 2007.

1 joined the OCC in January 2008 as a senior regulatory analyst. My
responsibilities are to assist OCC in participating in various regulatory
proceedings that include rate cases, alternative regulation, cost recovery filings,
and service reliability by Ohio utilities. In particular, I was part of the case team
that analyzed the first Electric Security Plan (“ESP”) filing by Columbus
Southern Power Company (“CSP”") and Ohio Power Company (“OPC™)
{collectively, “AEP Ohio” or “Companies”) in 2008.' I also conducted analysis
and testified in AEP Ohio’s 2009 Fuel Adjustment Clause Audit proceeding (Case
Nos. 09-872-EL-FAC and 09-873-EL-FAC). 1 have submitted direct testimonies
in the AEP Ohio Remand proceeding and in this proceeding addressing the

Companies’ ESP plan filed on January 27, 2011.2

HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY BEFORE THE
PUBLIC UTILITIES COMMISSION OF OHIO OR OTHER AGENCIES?
Yes. Ihave submitted expert testimony on behalf of OCC before the Public
Utilities Commission of Ohio (“PUCO" or “Commission™) in a number of cases

involving electric, gas, and water companies. 1 have also testified before the Ohio

! PUCO Case Nos. 08-917-EL-SSO et al.
 PUCO Case Nos. 11-346-EL-SS0 et al.
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Revised Direct Testimony of Daniel 4. Duann, Ph.D. CRRA
In Oppasition of the Stipulation and Recommendation
On Behalf of the Office of the Ohio Consumers’” Counsel
PUCO Case Nos, 11-346-EL-S8C et al.

Division of Energy, the Iilinois Commerce Commission, and the Senate

Commitiee on Energy and Public Utilities of the California Legislature.

WHAT DOCUMENTS HAVE YOU REVIEWED IN THE PREPARATION OF

YOUR TESTIMONY?

In addition to those documents that I identified in my earlier testimony filed on
July 25, 2011 in this proceeding, I have also reviewed certain documents related
to the Stipulation and Recommendation (“Stipulation™) filed in this proceeding on
September 7, 2011. Specifically, I reviewed the Stipulation and its attachments,
the supporting testimonies filed on September 13, 2011, the work papers related

to the supporting testimonies, and related discovery pertaining to the Stipulation.

WHAT ARE YOUR QUALIFICATIONS TO ADDRESS THE ISSUES
DISCUSSED IN YOUR TESTIMONY?

I am a trained economist with over twenty years of experience in studying and
analyzing the regulation of electric utilities in the United States. 1am familiar
with the major issues related to the ESP filed by AEP Ohio in January 2011 and
the Stipulation filed in September 2011. 1 have participated and testified in
several cases involving AEP Ohio before the PUCQ in the last three years and

some of the issues are closely related to the issues in this proceeding.’

3 They include, but are not limited to, PLICO Case Nos. 11-155-EL-RDR, 11-1337-EL-RDR, 10-163-EL-
RDR, 11-13561-EL-RDR, 09-756-EL-ESS, 89-786-EL-UNC, and 10-1261-EL-UNC.
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Revised Direct Testinony of Daniel J. Duann, Ph.D. CRRA
In Opposition of the Stipulation and Recommendation
On Behalf of the Office of the Ohin Consumers' Counsel
PUCQO Case Nns. 11-346-EL-580 et al.

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

The purpose of my testimony is to explain OCC’s opposition to the Stipulation.
On the advice of counsel, I understand that the Commission may approve a
stipulation only if the stipulation satisfies a three-prong test. First, the stipulation
must be the product of serious bargaining among capable, knowledgeable parties.
Second, the stipulation must benefit ratepayers and the public interest. Third, the

stipulation cannot violate any important regulatory principle or practice.

In my testimony, I will address the second and third prongs of this test. 1
conclude that the Stipulation does nat benefit customers and the public interest
and thus does not pass the second prong of the stipulation test. I also find that the
Stipulation violates several important and long-standing regulatory principles and
practices and, consequently, the Stipulation fails to meet the third prong of the

test.

Additionally, I provide comments on a number of provisions of the Stipulation.
These provisions, in their current form, are ambiguous, unworkable, and not in the

best interests of AEP Ohio’s customers. They should be removed or modified.

PLEASE EXPLAIN WHY THE STIPULATION DOES NOT BENEFIT

CUSTOMERS AND THE PUBLIC INTEREST.

The Stipulation, in its current form, allows AEP Ohio to collect a substantial rate

increase from its customers, especially residential customers, over the term of the
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Revised Direct Testimony of Daniel J. Duann, Ph.D. CRRA
In Oppesition of the Stipaiaiion and Recommendation
On Behalf of the Office of the Ohio Consumers' Counsel
PUCO Case Nas. 11-346-EL-S80 et al.

proposed ESP. The Stipulation forces the customers of AEP Ohio to forego a
variety of substantial rate and revenue reductions they may be entitled to in
several proceedings pending before the Commission. These proceedings include
the AEP Ohio Remand, the 2009 AEP Ohio FAC Audit, the 2010 AEP Ohio FAC
Audit (PUCO Case No. 10-1286-EL-FAC), and the recently-filed Phase-in
Recovery Rider case (PUCO Case No. 11-4921-EL-RDR).

If these proceedings result in PUCO-ordered rate and other adjustments, such rate
reductions or adjustments would need to be included in the baseline from which
the proposed ESP rates and revenues impacis are measured as well as for purpose
of the ESP-MRO comparison. When viewed from this perspective, the
Stipulation will result in a very substantial rate increase to customers, especially
residential customers. Based on a revised 2012 baseline before-ESP rate that 1
have developed, I estimate that the Stipulation will increase the revenue paid by
AEP Ohio’s customers by about $1.122 billion ($458 million by CSP and $677
million by OPC) over the three-year period of 2012, 2013, and 2014.* This
amount of increase in total revenue to be collected from the customers of AEP
Ohio exceeds the $339 million (3217 million by CSP and $129 million by OPC)
revenue increase imputed from the testimonies of AEP Ohio by $783 million®
Over the same period of time, the yearly revenue collected by AEP Ohio, as a

result of the Stipulation, will increase from $3.571 biltion in 2012 (before the

4 See Attachreent DID-1.
5 See Attachment DID-K.
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On Behalf of the Office of the Ohio Consumers' Counsel
PUCO Cuse Nos. 11-346-EL-880 et al.

Stipulation) to $4.028 billion in 2014, a 12.79% increase in yearly revenue
collection.® Neither AEP Ohio nor other proponents of the Stipulation have

Jjustified this significant increase,

Furthermore, a disproportionate share of the increase in revenues will be collected
from residential customers. Specifically, for CSP, 68% of the total revenue
increase over the three years is collected from residential customers.” For OPC,
52% of the total increase in revenue over the three years is collected from
residential customers.” And yet the estimated residential customers’ share of total
energy usage over the next three years is far less (43% in the case of CSP and
28% OPC).” I have conducted a more detailed analysis of the increases of other
rate components, namely the Base Generation Rate, Total Generation Rate, and
Total Rate. These results also indicate that a similar unfair burden is being placed
upon the residential customers while other customer classes will have far less rate

increases and even rate decreases in certain instances. '

% See Attachment DID-L

7 fhid.

? Iid.

% Ihid.

¥ See Attachments DJD-F, DJD-G, and DID-H. A summary is provided in Table 1.
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Revised Direct Testimony of Daniel J. Duann, Ph.D. CRRA
in Oppasition of the Stipulation and Recommendation
On Behalf of the Office of the Ohio Consumers™ Counsel
PUCO Case Nas. 11-346-EL-530 et al.

PLEASE EXPLAIN WHY THE STIPULATION VIOLATES IMPORTANT
REGUILATORY PRINCIPLES OR PRACTICES.

First of all, I find that the ESP rates under the Stipulation are not more favorable
in the aggregate as compared to the expected resulis that would otherwise be
obtained through a market rate offer (“MRO"). The stipulated ESP thus fails to
meet the legal requirements for Commission approval of an ESP under Ohio
statutes, and violates the state regulatory policy espoused under R.C.
4928.143(CY1). Specifically, using a revised bageline ESP rate that 1 have
developed and accepting the assumption of the future market price of electricity
proposed by PUCO Staff and applying a methodology similar to the one used by
PUCO Staff,"" 1 find that AEP Ohio’s customers will liberally pay about $421
million ($114 million in 2012, $135 million in 2013, and $17] million in 2014)
more gver three years under the ESP rates in the Stipulation than under a MRO

option."

Second, I find that the Distribution Investment Rider (“DIR™) provisions in the
Stipulation may violate some important and long-standing regulatory principles
and practices. Specifically, I do not see the need of a DIR, especially in light of
the fact that AEP Ohio has a distribution rate case pending at the same time. |

find it troubling that the Stipulation includes an accelerated cost recovery

" See Pre-filed Testimony of Robert B. Fortaey, Sepiember 13, 2011 at 3-6.
 See Attachment DID-J,
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In Opposition of the Stipulation and Recommendation
On Behalf of the Office of the Ohio Consumers' Counsel
PUCO Case Nos. 11-346-EL-550 et ol

mechanism such as the DIR without a demonstration of any benefits or need for

this particular form of alternative regulation.

Third, I find that the return on common equity (“ROE") of 10.50% contained in
the Stipulation is not based on any supporting record in this proceeding. There is
no evidence presented that the stipulated ROE is related to its business and
financial risk, nor that the return on equity (and consequently rate of return) on
distribution investment is just and rcasonable. Actually, the PUCO Staff has
recommended a2 much lower ROE for AEP Ohio based on its review in AEP
Ohio’s pending distribution rate case."” The use of a stipulated ROE for
distribution-related investment without any supporting evidence violates the long-
standing practice in Ohio which requires the rates for distribution services to be

based on the cost of providing such a service.

Fourth, the DIR provisions in the Stipulation also have the potential of allowing
double recovery of the return on and return of the distribution investments that
AEP Ohio is seeking to recover in its distribution rate case. AEP Ohio has filed a
distribution rate case seeking a return on and of distribution investments as of a
date certain, August 31, 2010. Yet the Stipulation also permits the Companies (o
earn a return on and of this same investment as the capital additions recognized in

the DIR reflect gross plant in service incurred post 2000.

3 See Staff Report in PLICO Case No. 11-351-EL-AIR at 14- {6 and Staff Report in PUCO Case No. 11-
352-EL-AIR at 14-16.
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Fifth, certain Phase-In Recovery Rider/Securitization provisions contained in the
Stipulation are ambiguous, unworkable and unreasonable. Specifically, the
prohibition against adjustment to the book balance (of the phase-in deferral
balance) at the end of 2011 is unreasonable and is not in the best interest of
customers.' Based on my understanding of the various related proceedings
pending before the Commission, | believe there is a strong probability that AEP
Ohio has been actually over-collecting the costs of fuel and purchased power over
the three-year period of the first ESP. Yet the Stipulation reguires customers to
forego this over-collection by prohibiting adjustment to the FAC phase-in deferral
balance. In addition, there is no definition of or reference to what constitutes
“suitable and appropriate legislation™ to address the matter of securitization in the
Stipulation.'® The agreement to support, in advance, any subsequent approvals
needed or tariffs required by AEP Ohio from the Commission to securitize the
PIRR regulatory assets is unusual, given a complete lack of specificity of the
epprovals or tariffs required by AEP Ohio.'® Finally, the provision in the

Stipulation requiring AEP Ohio to use a mechanisin to make an adjustment (up or

" Specificaily, in the Stipulation paragraph IV, 6, A. at page 26, it is stated “The collection period for the
PIRR wiil commence on an AEP (combined CSP and OPCo) basis for non-residential customers beginning
Janunry 1, 2012 and will include a debt carrying charge of 5.34% and calculated with no adjustment ta the
book balance as of year end 2011 (the “modified PIRR™), subject to the terms of this paragraph.”

" See Stipulation paragraph 1V, 6 at 25-26, which states “The Signatory Partics agree to work in good faith
to pass suitable and appropriate legislation to address the matter as expeditiously az reasonably possible and
to support any subsequent approvals needed or tariffs required by AEP Ohio from the Commission to
securitize the PIRR regulatory assets.™

* Ibid.
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Revised Direct Testimomy of Daniel J. Duon, Ph.D. CRRA
2 Opposition of the Stipulation and Reconmrendation
On Behalf of the Office of the Ohio Consumers' Counsel
PUCQ Case Nos. [1-346-EL-SS0 et al.

down) equal to the amount adjusted by the Commission or the Supreme Court of
Ohio may be unworkable as there are usually some significant limitations in most
securitization legislations on modifying the value of the regulatory asset

underlying the securitization bonds.

PLEASE EXPLAIN WHY THE “2012 RATES BEFORE FROPOSED ESP”
USED BY AEP OHIO IN ITS TESTIMONIES IS NOT A VALID BASELINE
TO EVALUATE THE RATE AND REVENUE IMPACT OF THE
STIPULATION.

The term “2012 Rates before Proposed ESP” is defined and used by AEP Ohio as
a baseline rate in calculating the percentage of rate increase in 2012, 2013, and
2014 under the Stipulation.'” It is my understanding, based on a review of the
testimonies and work papers filed by AEP Ohio, that this “2012 Rates before
Proposed ESP” is derived from the current 2011 Base Generation Rates with
additional elements. These elements are the estimated full fuel cost in 2012, the
full 2011 Environmental Investment Carrying Charge Rider (“EICCR™), the 2011
transmission and distribution costs, the 2011 Provider of Last Resort (“POLR™)
charge, and the estimated Phase-In Recovery Rider (“PIRR™) to be started in
2012. Itis also my understanding that this “2012 Rates before Proposed ESP” is
supposed to reflect the 2012 ESP rates the customers of AEP Ohio will face in the

absence of an ESP as specified through the Stipulation. It has fully reflected the

17 See Roush Testimony filed on September 13, 2011, Exhibit DMR-1.

10
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PLICO Case Nas. 11-346-EL-850 et al.

effects of fuel costs (without any cap) and those provisions approved in the first

ESP.

As explained below, this “2012 Rates before Proposed ESP" as calculated by
AEP Ohio witness Roush overstates the estimated 2012 electricity rates that the
customers of AEP Ohio are likely to face before the implementation of the
stipulated ESP. The *“2012 Rates before Proposed ESP” is not a reasonable and
valid bascline in calculating the increase in rates and revenues associated with the
Stipulation for the following reasons:
1. This “2012 Rates before Proposed ESP” does not include any

prospective reduction in the Base Generation Rate (of the

embedded environmental carrying charges) that may occur as a

result of the Remand proceeding;
2. 1t does not include the complete removal of the POLR charges

from the existing 2011 rates that may occur as a resuit of the

Remand proceeding;
3 It also fails to account for the cumulative “flow-through effect” on

fuel cost deferral balance as a result of the reduction in Base

Generation Rate and POLR charge over the 2009 to 2011 period

that may occur as a result of the Remand proceeding.

In using the “2012 Rates before Proposed ESP” as the baseline in evaluating the

rate and revenue impacts of the Stipulation, AEP Ohio is assuming there will be

11
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Revised Direci Testimony of Daniel J. Duann, Ph.D. CRRA
In Opposition of the Stipulation arnd Recommendation
On Behalf of the Office of the Ohio Consumers® Connsel
PUCQ Case Nos, 11-346-EL-S50 et al.

no reduction in rates and in the fuel cost deferral balence for its customers from
the AEP Ohio Remand proceeding. In agreeing to the Stipulation, the signatory
parties are essentially agreeing in advance to forego any relief or recovery of past
and current overpayments they may be entitled to from the Remand proceeding
and the AEP FAC audit proceedings. This is an unreasonable concession to seek
from customers and is a concession that could turn out to be worth hundreds of
millions of dollars. 1estimate that AEP Ohio, by using the “2012 Rates before
Propased ESP”, understates the total revenue increase contained in the Stipulation
by about $783 million (the difference between the $1.122 billion revenue increase
I estimate and the $0.339 billion estimated by AEP Ohio) over the three-year

period of 2012 to 2014."

PLEASE EXPLAIN YOUR THREE ADJUSTMENTS TO THE “2012 RATES
BEFORE PROPOSED ESP”DEFINED AND USED BY AEP OHIO.

In order to provide a reasonable baseline to evaluate the rate and revenue
increases of the Stipulation, I make three adjustments to the “2012 Rates before
Proposed ESP” defined and used by AEP Ohio. These adjustments are reasonable
and consistent with the position advocated by OCC in the Remand proceeding,
following from the Ohio Supreme Court’s reversal of portions of the

Commission’s Order in AEP Ohio’s first ESP case,

18 See Attachments DID-1 and DID-K.

12
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In Opposition of the Stipulation and Recommendation
On Behalf of the Office of the Ohio Consuiners’ Connsel
PUCO Case Nos, JI-346-EL-550 et al,

First, I remove the carrying charges on 2001 to 2008 environmental investments
from the Base Generation Rate component of the 2011 ESP rates. Second, I
completely remove the POLR charges currently being collected in a separate rider
of the 2011 ESP rates. Third, I adjust the estimated FAC deferral balance at the
end of 2011 to be “zero™. As there is no FAC deferral balance to be amortized,

the PIRR rate that is scheduled to be collected starting in 2012 is set at “zero.”

PLEASE EXPLAIN WHY THE ENVIRONMENTAL CARRYING CHARGES
EMBEDDED IN THE 2011 BASE GENERATION RATE SHOULD BE
REMOVED COMPLETELY.

Under AEP Ohio’s first ESP, the annual carrying charges on environmental
investments are collected through two different rates. The annual incremental
carrying charges associated with the environmental investments made during the
2001 through 2008 period are collected through the Base Generation Rate. The
annual carrying charges on the environmental investments made after January 1,
2009, on the other hand, are being coliected through an EICCR that is updated

annually.

I have been advised by counsel that there is no specific provision within R.C,

4928.143(B)(2) that would allow the annual carrying charges on pre-January 1,

2009 environmental investments to be included it an electric utility’s ESP. It is

13
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On Behalf of the Office of the Ohic Consumers' Connsel
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OCC’s position, confirmed by the Ohio Supreme Court'?, that the statute permits
an BSP to include only iterns lisied in the statute, not unlisted items. 1 would note
that subsection (B)(2)(b) of the statute makes it clear that the General Assembly
did not permit capital asset investments that predate the January 1, 2009 Standard
Service Offering to be included as part of the ESP. To suggest that the General
Assembly would not allow capital investment predating the Januvary 1, 2009 SSO
and yet allow carrying charges on that disallowed investment seems illogical. |
have reviewed the compliance tariffs and work papers filed by AEP Ohio in the
first ESP, and can confirm that these particular environmental carrying charges

have been collected through the base generation rates since April 2009,

PLEASE EXPLAIN YOUR CALCULATION OF THE ENVIRONMENTAL
CARRYING CHARGES EMBEDDED IN THE 2011 BASE GENERATION
RATE.

Based on the compliance tariffs and workpapers filed by AEP Ohio in the first
ESF on July 28, 2009, I identified the carrying charges on 2001 to 2008
environmental invesiments allocated to different customer classes of AEP Ohio,
and the 2009 energy usage (kWh) used in setting the compliance tariff. The
embedded environmental carrying charge rates per kWh for different customer

classes can be calculated accordingly. Attachment DID-A shows the details of

¥ See Remand Decision at 12, Parageaph 31.

* Based on the Compliance work papers filed by the Companies on July 28, 2009 in PUCO Case Nos. 08-
917-EL-SSO and 08-918-EL-SSO.

14



10
f1
12
13
14
15
16
17
18

19

Revised Direct Testimony of Daniel J. Duearm, Ph.D. CRRA
In Opposition of the Stipdetion and Recommrendation
On Behalf of the Office of the Ohio Consumers’ Counsel
PUCO Case Nos. 11-346-EL-SS0 et al.

my calculation and the resulting environmental carrying charges embedded in the

2011 base generation rate.

As for the aggregate revenue collected from AEP Ohio’s customers associated
with this particular environmental carrying charge, I have estimated the amount of
incremental carrying charges associated with the 2001 through 2008
environmental investments to be about $110 million ($26 million collected from
CSP’s customers and $84 million from OPC’s customers) per year from 2009 to
2011 depending on the actual energy used by different classes of customers over
the first ESP period. If the Commission decides in the Remand proceeding that
the carrying charges on the 2001 through 2008 environmental investments should
be removed, then the customers of AEP Ohio should be due a refund of about
$330 million in base generation rates that the customers were charged\ during the
three-year term of the first ESP.* I estimate that $266 million has been collected
($63 million from CSP"s customers and $203 million from OPC's customers)
from April 2009 through May 2011. For the last seven months of 2011, I estimate
that $64 million in environmental carrying charges is either being collected
subject to refund or is still to be collected by AEP Ohio ($15 million from CSP’s

customers and $49 million from OPC’s customers).” See Attachment DJD-B.

%! The $330 million saving is an estimate assuming the total electricity usage and usage by individual
clusses of customers remain the same from 2008 0 2011. The actual revenues collected and 1o be collected
may be higher or lower than the estimated figures.

2 These revenue figures are derived based on the assumption that the annual revenue is collected equally
each month of the year.
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PLEASE EXPLAIN WHY THE POLR CHARGES EMBEDDED IN THE 2011
ESP RATE SHOULD BE REMOVED COMPLETELY.

It is my understanding that the Ohio Supreme Court reversed the provisions of the
ESP order authorizing the POLR charge.® The Court stated: “In short, the
manifest weight of the evidence contradicts the commission’s conclusion that the
POLR charge is based on cost.™ The Court also indicated that there is no
evidence supporting the Commission’s characterization of this charge as based on
cast.® The Court did allow the Commission to revisit the POLR issue. The Court
stated that it expressed no opinion on whether a formula-based POLR charge is
per se unreasanable or unlawful, and advised that the Commissien may consider

on remand whether a non-cost-based POLR charge is reasonable and lawful.*

Nevertheless, in the Remand proceeding, I could not find any additional and
credible evidence regarding AEP Ohio’s actual costs of providing POLR service.
On this basis, I conclude that the existing POLR charge was not justified and
should be removed from the existing ESP rate completely, Consequently, any
POLR charges embedded in the 2011 ESP rates should be removed, and AEP
Ohio's customers are entitled to a return of the full amount of POLR revenues

collected since April 2009 plus interest.

2 See Remand Decision at 11, Paragraph 29,

* hid,
= Thid.

* See Remand Decision at 11, Paragraph 30.
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I have reviewed the POLR -related tariffs of CSP and OPC currently in effect and
those in effect from April 2009 to May 2011. They are included in the Provider
of Last Resort Charge Rider, Sheet No. 69-1 for CSP, and Sheet No. 69-1 for
OPC filed by the Companies on May 27, 2011, and the same tariff sheets filed by

the Companies on March 30, 2009.

1 estimate that the POLR revenue collected by AEP Ohio to be about $152 million
($97.4 million by CSP and $54.8 miltion by OPC) per year from 2009 through
2011 depending on the actual energy usage of AEP Ohio’s customers in these
years.” The estimated entire POLR revenue collected in AEP Ohio’s first ESP is
about $457 million. So far during the ESP period from April 2009 through May
2011, it is estimated that AEP Ohio has collected about $368 million in POLR
charges ($235.3 million through CSP and $132.4 million through OPC).
Additionally, about $89 million ($56.8 million through CSP and $32 million
through OPC) in POLR will be collected in the last seven months of 201 1.
Currently a portion of the POLR revenues is being collected, subject to refund.

See Attachment DID-C,

*! Basged on the Compliance work papers filed by the Companies on July 28, 2009 in PUCO Case Nos, 08-
917-EL-S50 and 08-918-EL-850.
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PLEASE EXPLAIN YOUR ADJUSTMENT TO THE FAC DEFERRAL
BALANCE THAT IS TO BE AMORTIZED AND COLLECTED THROUGH
THE “PHASE-IN RECOVERY RIDER” OVER A SEVEN-YEAR PERIOD.
The third adjustment to the “2012 Rates before Proposed ESP” is to re-set the
FAC deferral balance (the underlying regulatory asset to the PIRR) at the end of
2011 to reflect the true amount of fuel and purchased power costs being deferred
in the first ESP period. 1 conclude that it is likely there would be no FAC cost
being deferred in the first ESP if the flow-through effects of the Remand
proceeding and the adjustments proposed or to be proposed in the 2009 and 2010

AEP FAC Audit proceedings are fully reflected in rates.

As there is no FAC deferral balance to be amortized, the PIRR scheduled to start
in 2012 is also set at “zero.” This adjustment in FAC deferral balance reflects the
fact that the estimated amount ($634 million) of non-FAC revenues
(environmental carrying charges and POLR charges) over-collected by AEP Ohio
during the period of April 2009 to May 2011 already exceeds the current estimate
($628 million) of the FAC deferral balance at the end of 2011.%® The estimated
over-collection of $634 million does not include any additional reduction in
carrying charges associated with the monthly reduction in the FAC deferral
during the period of 2009 to 2011. Nor does it include any proposed adjustments

to actual FAC costs that could occur in the two pending FAC audit cases.

% See the Application in PUCO Case No. 11-4921-EL-RDR.
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Under the FAC deferral mechanism approved by the Commission in AEP Ohio’s
first ESP case, the reduction of the FAC deferral is directly related to the removal
of environmental carrying charges and the POLR charge. The phase-in deferral
balance is comprised of the actual fuel expenses that have not been collected
through the FAC rates and the carrying costs associated with the shortfalls of fuel
expense collection.”® The FAC rates during the first ESP, in turn, are limited to
the amount of fuel expenses that would be collected from customers such that
total revenues would not exceed the Commission-ordered “caps” on annual
revenue for CSP and OPC. Under the FAC and rate caps set by the Commission
in AEP Ohio’s first ESP, the FAC rates for CSP and OPC are essentially “residual
values” between the capped rates and the sem of all non-FAC rates. If the sum of
all non-FAC rates (which include the base generation rate, the POLR charge, and
other riders) were reduced as a result of the remand proceeding, the allowed FAC
rates {that is amount of FAC expenses collected, as a residual value, from
customers) would increase. As the FAC rates increase, the amount of fuel
expenses being deferred, and the carrying costs associated with the fuel expense
deferral would decrease. Consequently, if the environmental carrying charges
embedded in the base generation rate and the POLR charge were removed, the

phase-in FAC deferral balance would be reduced accordingly.

*® For a description of the method and calcalation of the FAC deferral balance, see AEP Ohio's Application
filed on September 30, 2009 in PUCO Case No. 09-872-EL-FAC.
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I have estimated that the total amount for the environmental carrying charges
embedded in the base generation rate and the POLR charge collected by AEP
Ohio during the time period of April 2009 to May 2011 to be about $634 million
($298 million was collected from CSP’s customers and $335 million from OPC’s

customers). See Attachment DID-D,

PLEASE EXPLAIN THE TERM “REMAND-REYISED 2012 RATES
BEFORE PROPOSED ESP” USED IN YOUR ANALYSIS OF THE RATE
AND REVENUE IMPACT OF THE STIPULATION.

The “Remand-Revised 2012 Rates before Proposed ESP” is the baselinc ESP rate
I used for the analysis regarding the rate and revenue impacts of the Stipulation.
1t represents the estimated electricity rate the customers of AEP Ohio will likely
face in 2012 before the implementation of the ESP as proposed in the Stipulation.
In calculating this “Remand-Revised 2012 Rates before Proposed ESP”, 1 used
the same fuel cost {full amount without any cap), EICCR rate, transmission rate,
and distribution mrate calculated and presented by AEP Ohio. Then I applied the
three adjustments: a lower Base Generation Rate, a POLR charge set at “zero”
and a PIRR rate set at “zero” I described earlier in my testimony. I believe this is
a reasonable and valid baseline rate. The “Remand-Revised 2012 Rates before
Proposed ESP” as well as the stipulated rates presented by AEP Ohio for different

classes of customers are presented in Attachment DJD-E.
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Q16. PLEASE SUMMARIZE YOUR FINDINGS REGARDING THE INCREASE

Alg.

IN BASE GENERATION RATE, TOTAL GENERATION RATE, AND
TOTAL RATE, BY CUSTOMER CLASS, AS A RESULT OF THE
STIPULATION.

By using the various rate components of the “Remand-Revised 2012 Rates before
Proposed ESP” as the baseline for comparison, I calculated the percentage
increases in rates for different classes of AEP Ohio’s customers as a result of the
Stipulation. A summary of the percentage increase in Base Generation Rate by
customer class is shown in Attachment DJD-F. A summary of the percentage
increase in Total Generation Rate by customer class is shown in Attachment DID-
G. A summary of the percentage increase in Total Rate is shown in Attachment
DJD-H. The percentage increases of these three rate components all indicate that
residential customers are expected to have much higher and disproportionate
percentages of rate increases than other major customer classes such as GS1, GS2,

GS3, and GS4/IRP. A summary of the percentage of increase is shown in Table 1.

Table 1: Percentage Increase in Rates by Customer Classes (2012 to 2014)

CSP OoPC
Customer | Base Total Total | Base Total Total
Class Generation Generation Rate Generation Generation Rate
Rate Rate Rate G Rate
RS 8% 20% 17% | 47% 22% 20%
GS1 -39%, 27% 2% -19% -8% 14%
GS2 -34% -24% 5% -3% 0% 21%
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GS3 15% -1% 7% | 19% 10% 10%
GS4/IRP 128% 20% 10% | 15% % 2%
All 45% 9% 12% | 20% 11% 13%
Customers

PLEASE SUMMARIZE YOUR FINDINGS REGARDING THE
PERCENTAGE SHARE OF THE INCREASE IN TOTAL REVENUE, BY
CUSTOMER CLASS, AS A RESULT OF THE STIPULATION.

1 have calculated the percentage share of the increase in total revenue to be
collected for different classes of customers under the Stipulation. See Attachment
DJD-1. Once again, residential customers are asked to bear a very high
percentage of the increase in total revenue. For the three-year period of 2012,
2013, and 2014, CSP's residential customers are expected to pay an additional
$311 million, 68% of the total revenue increase of $458 million. For the same
time period, OPC’s residential customers are expecting to pay $351 million, 52%
of the total revenue increase of $677 million. The percentage shares of the other
four major customer classes, GS1, GS2, GS83, and GS4/IRP are considerably
lower. In the case of CSP, GS3 customers have the second highest percentage
share of 16% of total revenue increase. In the case of OP, GS2 customers have
the second highest percentage share of 27%. A summary of the percentage share
of the increase in total revenue is shown in Table 2. Notably, the signatory parties
have not shown any credible rationale for the revenue distribution; nor can it be
claimed that the stipulated rate increases among different customer classes are

supported by the cost to serve.
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Table 2: Percentage Share of Increase in Revenues by Customer Class

2012 2013 2014 2012-2014

Customer Class | CSP | OPC | CSP | OPC | CSP | OPC | CSP | OPC

RS 62% | 48% | 70% | 54% | 69% | 53% | 68% | 52%
GSl 1% | 3% 0% | 2% | 0% | 2% | 0% | 2%
G52 1% |32% | 5% |2T% | 4% | 24% | 5% | 27%
GS3 21% | 18% | 15% | 16% | 15% | 17% | 16% { 17%

GS4/IRP 8% | -5% | 8% | -3% |11%| 3% | 9% | -1%

Q@18. PLEASE EXPLAIN YOUR CALCULATION OF THE “BASELINE ESP

AlS.

RATE” USED IN YOUR ANALYSIS REGARDING THE COMPARISON OF
THE ESP OPTION (AS SPECIFIED IN THE STIPULATION) AND THE
MRO OPTION.

As advised by counsel, one of the legal requirements for the approval of an ESP
(as specified in the Stipulation in this proceeding) is that the rates, terms, and
conditions under the Stipulation (as an ESF) are more favorable in the aggregate
as compared to the expected results that would otherwise be obtained through a
market rate offer. The statute also provides specific guidelines on making this
ESP-MRO comparison, PUCO Staff witness Robert B. Fortney has concluded
that during the three-year period of 2012 to 2015, the ESP (Stipulation) option is

slightly more favorable than the MRO option. \
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In making my own comparison, 1 generally follow Mr. Fortney’s methodology
and some of ihe data used such as the projected market price of electricity and the
transmission adjustment. However, 1did not use the “Current Market
Comparable Total Generation” defined and calculated in his analysis as the
Baseline ESP Rate required in estimating the blended MRO price. Iconclude that
the full impact of the Remand proceeding, that is, the removal of the
environmental carrying charge and the POLR charge and the flow-through effect
on FAC deferral balance, must be refiected in the baseline 2011 ESP rate. Even
though the Commission has not decided the Remand proceeding, I believe, as a
better protection of the customer and public interest, it is reasonable to apply a
stringent but reasonable assumption in making this ESP-MRO comparison. It
should also be noted that the “Remand-Revised 2012 Rate before Proposed ESP”
may also overestimate the 2011 Baseline ESP Rate as the effects of the pending
2009 and 2010 FAC Audit cases are not reflected in the baseline ESP rates 1
proposed and calculated in making the ESP-MRP comparison. In this regard, it is
possible that the actual cost advantage of the MRO option over the Stipulation

(BSP option) is even larger than my calculation here.

I used the *Remand-Revised 2012 Rate before Proposed ESP” calculated earlier
in my testimony plus the “Transmission Adjustment” as the “Baseline ESP Rate”
in making the ESP-MRO comparison. The results are shown in Attachment DJD-
L.
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Q19. PLEASE DEFINE AND EXPLAIN YOUR CALCULATION OF THE “MRO

AlY.

A20.

RATE” USED IN YOUR COMPARISON OF THE ESP OPTION AND THE
MRO OPTION.

The “MRO Rate”, according to the statute, is a blending of the most recent ESP
rate and the expected market price of electricity. In my analysis, the “Baseline
ESP Rate” is used as the most recent ESP price. The expected market price for
electricity is the same as those provided by PUCO Staff witness Johnson in his
testimony, with the exception of the 2014 projected market price.*® The 2014
projecied market price 1 used ($67.49 per MWH) is the average of the January
2013 through May 2014 market price ($361.38 per MWH) and the June 2014
through May 2015 price ($73.59 per MWH) estimated by Staff witness Johnson.
The blending ratios are 90% of the most recent BSP price plus 10% of expected
market price for the first year, 80% of the most recent ESP price plus 20% of
expected market price for the second year, and 70% of the most recent ESP price

plus 30% of expected market price for the third year.!

PLEASE SUMMARIZE YOUR FINDINGS REGARDING THE
COMPARISON OF THE STIPULATED ESP OPTION AND THE MRO
OPTION.

A detailed comparison of the ESP-MRO options in 2012, 2013, 2014, and the

whole three-year period is shown in Attachment DJD-J. My calculations show

% See Pre-filed Testimony of Daniel R. Johnson, August 4, 2011 at 32.
M Gee R.C. 4928.142(D).
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that AEP Ohio’s customers will likely pay $351 million more in generation costs
under the Stipulation than under the MRO option. Therefore, I conclude that the
ESP option specified in the Stipulation is not more favorable in the aggregate than

the MRO option. The Stipulation, in its current form, must be rejected.

HAVE YOU REVIEWED OTHER TERMS AND CONDITIONS OF THE
STIPULATION AS PART OF THE ESP-MRO COMPARISON.

Yes. Iread the other terms and conditions specified in the Stipulation and
considered some of these terms and conditions. It is my understanding that the
required MRO-ESP comparison does include rates and other terms and
conditions, including, for example, any deferral and future recovery of deferral. ™
Nevertheless, I conclude that the effects of these terms and conditions, if any, do

not change the overall results of the ESP-MRO comparison.

PLEASE COMMENT ON THE PHASE-IN RECOVERY RIDER (PIRR)
PROVISIONS OF THE STIPULATION.

AEP Ohio (Ohio Power Company) filed an application on September 1, 2011 for
approval of a mechanism to recover deferred fuel costs accumulated during the

first ESP (the “PIRR” proceeding).” The process for collecting the phase-in FAC

* See R.C. 4928.143(C)(1).

3 Application for Approval of 2 Mechanism to Recover Deferred Fuel Costs (PUCO Case No. 11-4921-
EL-RDR).
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deferral balances at the end of 2011, if any, starting January 2012 through
December 2018 was provided in the order of the first ESP filing. However, the
amount of the deferral balance to be recovered through the PIRR is still to be
determined by the Commission. This PIRR proceeding is part of the Stipulation
at the present time, and there are several provisions in the Stipulation related to

the PIRR.

First of all, I conclude that there is no need for a PIRR as there is likely no
regulatory asset associated with FAC deferral at the end of 2011. As discussed
earlier in my testimony, the FAC deferral balance of AEP Ohio at the end of 2011
should be set at “zero™ after the effects of the Remand proceeding and the FAC

Audit proceedings are fully accounted for.

Second, the Stipulation’s prohibition against adjustments o the book balance at
the end of 2011 is unreasonable and is not in the best interest of customers. In
addition to the flow-through effects of removing the POLR charge and the
environmental carrying charge embedded in base generation rate on the FAC
deferral balance, three FAC audits that have been completed or will be completed
and will likely to result in further reduction of the FAC deferral balance at the end
of 2011. There is a strong probability that AEP Ohio has been actually over-
collecting the costs of fuel and purchased power over the three-year period of the

first ESP.
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The record for the 2009 FAC Aundit has been completed and the case has been
briefed. The 2010 FAC Audit was completed and a procedural schedule has been
set.” It is expected to go to hearing in October 2011. In both proceedings, there
are disagreements regarding the amount of prudently-incurred FAC costs in 2009
and 2010 that should be allocated to AEP Ohio’s retail customers. The amounts
of possible adjustment in the FAC costs allocated to retail customers are
substantial. The PIRR proceeding should not be resolved through the Stipulation.
The pending PIRR proceeding should be decided separately from this proceeding
and should fully reflect the expected outcome of the three FAC audit cases. Any
PIRR rate, if authorized by the Commission before the completion of the three

FAC audits, should be collected subject to refund.

PLEASE COMMENT ON THE SECURITIZATION PROVISIONS OF THE
STIPULATION.

If the Commission decides that a PIRR rate should still be appraved, the
provisions in the Stipulation regarding securitization of the FAC regulatory asset
need to be modified or removed. First, I have been advised by counsel that
existing statutes, specifically O.A.C. 4528.143(B)(2)(I), already provide for a
securitization based on the phase-in deferral balance under the ESP. AEP Ohio
had the option to propose a securitization plan in the proposed ESP under existing

statutes and choose not (o do 50,

¥ gee PUCO Case No. 10-1286-EL-FAC.
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Second, the securitization pravisions in the Stipulation are ambiguous and
unworkable. There is no definition of “suitable and appropriate legislation” to
address the matter of securitization. The advance agreement to support any
subsequent approvals needed or tariffs required by AEP Ohio from the
Commission to securitize the PIRR regulatory assets is highly unusual given that
the Stipulation is not specific as to what the stipulating parties are agreeing to, nor

as to what AEP Ohio will propose.

Third, the provision in the Stipulation requiring AEP Ohio to use 2 mechanism to
make an adjustment (up or down) equal to the amount adjusted by the
Commission or the Supreme Court of Ohio is in all likelihood an empty promise.
Based on my understanding of possible new securitization legislation, there will
be strict limitations regarding any possible adjustments of an underlying
regulatory asset once the regulatory asset is being securitized. Obviously, in this
proceeding, I am not going to discuss specific provisions of any possible new
legislation on securitization. I am not proposing to put any restriction on possible
securitization legislation as it is not a subject of my testimony. But I do believe
that any regulatory asset should not be securitized until the value of the regulatory
asset is finalized and all appeals of all proceedings underlying the regulatory asset
are exhausted. This is the best approach for AEP Ohio’s customers and AEP

Ohio. The Stipulation fails to adopt this reasonable approach.
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024. PLEASE COMMENT ON THE DISTRIBUTION INVESTMENT RIDER

A24,

(DIR) PROVISIONS OF THE STIPULATION.

The establishment of a DIR effective Janvary 2012 based on post-2000
investment, as proposed in the Stipulation, is unnecessary and problematic given
that AEP Ohio already has filed a distribution rate case and the discovery and
review of the distribution rate case is well underway.”® There are three problems

related to the DR provisions of the Stipulation.

First, the ROE of 10.50% contained in the Stipulation is not based on any
supporting record of this proceeding and there is no evidence presented that the
stipulated ROE is related to the business and financial risk facing AEP Ohio.
There has been no evidence presented that a ROE of 10.50% is a just and
reasonable return for equity investors on such investment. In fact, the PUCO
Staff has recommended a much lower ROE for AEP Ohio based on its review in 2

pending AEP

* The Staff Reports of the AEP Ohio distribution case were issued on September 15, 2011,
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Ohio distribution rate case. The use of a stipulated ROE, unrelated to the business
and financial risk facing AEP Ohio and not shown to be just and reasonable
violates the long-standing practice and statutes in Ohio for setting the rates of

distribution services based on the cost of providing such a service.

The DIR provisions in the Stipulation also have the potential of allowing double
recovery by AEP Ohio of the return earned on and of the same capital investment,
specificaily the distribution investment made after 2000 through August 31, 2010
(the Date Certain of the pending distribution case). The pending distribution rate
case, as a stand-alone traditional rate case, allows AEP Ohio the opportunity to
collect the return of and return on the incremental net plant in-service after 2000
through the date certain. The DIR provisions in the Stipulation praovide another
opportunity for AEP Ohio to earn a return on and of the same distribution
investments subject to a prudency review each year. There is no guarantee that a
prudence review each year can prevent the double recovery of return earned on

distribution investments made in this particular period of time.

The DIR is mainly an accelerated cost recovery mechanism. [ was advised by
counsel that current statutes, in particular R.C. 4928.143(BX2)(h), allow an ESP
to include distribution investments, subject to certain limitations. Specifically, as
advised by counsel, the statutes require a showing of the need for such
investment. In this proceeding, AEP Ohio has not shown a compelling need for

distribution infrastructure or modernization investments. Moreover, the
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Commission has not examined the reliability of AEP Ohio’s distribution system
in this proceeding, which it must do before approving distribution infrastructure

investment under an ESP.

Additionally, as 2 matter of sound regulatory policy, an accelerated cost recovery
mechanism such as the DIR should be approved only if there is a clear showing of
the benefits of allowing such an accelerated recovery. AEP has failed to show the
need for such accelerated recovery. AEP Ohio always has the means to coliect

return on and of distribution investment by filing a distribution rate case.

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes. However, I reserve the right to supplement my testimony in the event that
AEP Ohio, PUCO Staff or other parties submit additional testimonies or
comuments, or if new information or data in connection with this proceeding

becomes available,
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ATTACHMENT DIE-A
Estimations of Embedded Environmental Carrying Charges in Base Generation Rate and Remand-Revised 2011 Base Generation Rate

Carrying
Charges
Embedded in Remand-Ravizad
2001-2008 2009-2011 Base 2011 Base 2011 Base
Environmental Ganaration Geheration Generation
Carrying Chargos* KWh* Rate** Rate**® Rata™™*
csp

s $8,621,312 7,439,101,236  $0.115892 S20m $1.594108
651 $986,257 362,312,064  $0.272212 $4.57 $4297788
as2 $4,630,400 1,773,536,361 $0.261083 5540 54.133917
s $9,258,554 7,119,588,837  $0.130050 $2.20 $2.009950
asiie $1,640,932 2,660,552,378  40.081676 $0.9s $0.878324
AL £91,589 53,767,943 40.170341 $2.89 $2.719659
s 428,399 39,788,122 $0.071376 $1.81 $1.738624
$85 40 0 5279 $2.790000

Joint 3.7, $742,167 233,977,978  $0.033271
SUBTOTAL $26.000,000  21,682580919 0119912 $2.02 $1.900088

Oop

[ $26.016,182 7.498,610,383  $0,347030 $241 $2.062951
Gs1 $1,832,864 372,084,578  50.452593 53,42 $2.937407
GS2 £15,207,911 3,463,583,598 $0.439080 308 $1LE10920
Gs3 518,397,785 €,243,044,003 $0.294532 $2.05 $1.755468
G3A/RP $17.045,983 6,955,687,138  50.245065 5154 $1.284935
NG 557,598 24,990,056  50.230484 5145 $1,259516
ais 5332 263900  -S0.070797 $0.00 $0.070797
55 $194,637 54,792,462 30.355291 5247 $2.114703
;1 $0 ] s0.42 $0.420000
oL $427,508 §8235,191  $0.734098 56.92 $6.185907
s $374,478 68331404  50.572091 5737 $6.797909
Shs 612,206 1,160,674 $1.051630 545,79 $44.738370

Joint 5.T. 54,433,173 2,234.013,985 $0. 198564
SUSTOTAL $B4,000,001  26,970,793,414 $0,311448 5216 $1.848552
AEP Ohio $110,000,001  48,553,374,333 $0.226089 $2.10 $1.A73911

Solarces:

* Compllance Turitfs and Work Fapass Siad on fely 28, 2009 In Case Hies, DE-917-EL-350 at al.

** Calculatoul by dividing the “2001-2008 Environiental Carrying Charpes” by “KWh* and thews 100,

*** Enhibix DMR-1, page 1 of 2 of testimony Sied by AP witiwss David M. Roush on Septasbar 13, 2021 in Crre Now. 11-396-21-350 et al.
*ew Calculatad by daducting the “Embadded Emvdronmments] Canrying Charge”™ from the “Base Ganeration Rate”,



ATTACHMENT DID-B
Estimate of Revenues Collected Under Base Generation Rate for Annual Environmental Carrying Charges (2009-2011)

Estimated
Estimated Revenue
Revenues (April {june 2011-  Estimated Total

Annual Amount As 2009 - May December  ESP [April 2009 -
Filed in ESP Toriffs  Mionthly Average 2011) 2013) Dacember 2011)
(a) (b} {c) (d}
cse £26,000,000 $2,166.667 $62,833,333  $15,166,667  $78,000,000
op $84,000,001 $7,000,000 £203,000002 $49,000,001  $252,000,0038
AEP Ohio $110,000,001 9,166,667 $265 833,336  $64,166,667  $330,000,003

Sources:

{») Compiiance Tarlils and Work Papers Filed on July 28, 2008, page §0 for C5P and page 71 for OPC in Case Not. 08-919-£1-530 et al.

{b] Actnusl Amaunt dividad by 12.

{c} For Aprit 2009 through Decembar 2008 AEP Uhio was alowerd to collect the full snnusl amount of incraase resulting In a total 29 months of collections for Apel 2009 through May 2011.
{d) luns 2011 thwough December 2011 is 7 montis.



ATTACHMENT DID-C
Estimate of Revenues Collected Under POLR Charge Rider {2009-2011)

Estimated
Revenue {Jjune
Annual Amount Estimated Revenues 2011 - Estimated Total
As Filed In ESP Monthly {Aprl1 2009-May  December  ESP [April 2009 -
Tariffs Average 2013) 2011} December 2011)
{a} {b) {c} (d}

csp 597,384,098 58,115,342 4235344904 556,807,391  $292,152,294

or 554,801,769 $4,566,814 $£132,437,608 $31,967,699 $164,405,307

AEP Ohlo $1%2,185,867 512,682,156 $367,782,512 588,775,089 £456,557,601

Sources:

s} CompRance Tariffs snd Work Papers Filed on July 28, 2009, pags 60 fur CSP and page 71 for OF in Case Nox. 08-919-EL-S50 ot al,
{b) Aomual Ammount divided by 12.

{c) For April 2008 through Decamber 2009, AEP Ohlo was allowed to collect the annual ameount of increase resulting in a total of 29 months of collection for Aprll 2009 through May 2011

{5} Jume 2011 through December 2011 i 7 months,



ATTACHMENT DID-D
Estimate of Ravenues Collected {Excluding Carrying Cost on Deferral) Under Base Generation Rate and POLR Adjustmants (20(

Base Generation
Rate POLR Total
=} [}

Agrll 2009 -May 2011

csp $62,833,333 $2315,244,904  $298,178,237
op $203.000,002 $132,437,608 $335,437,610
AEP Dhio $265,833,336  $367,782512  5633,615848
June 2011 - September 2011

csp $8,666,667 $32,461,368 $41,128,035
oP $28,000,000 $18,267,256 $46,267,256
AEP Ohio 536,666,657 $50,728,624 $87,395,291
October 2011 - December 2011

csp $6,500,000 $24,346,026 $30,845,026
op $21,000,000 $13,700.442 $34,700,442
AEP Ohip $27,500,000 $38,046,468 $65,546,468
Total

csp $78,000,000  $292,152,234  $370,152,29%4
or $252,000,003 $164,405,307 $416,405,310
AEP Ohlo $330,000008  $4S6557,601  $786,557,604
Sourtes:

{a} Compliance Tariffs and Work Pepers Fled on July 18, 2009 and Altachmant DID-B.
{b) Compiiance Tarsiffs and Wark Papers Filad on July 28, 2009 and Attachment DID-C.



REVISED ATTACHMENT DID-E {1 of 2)
Remand-Revised 2012 Retas Before ESP and Summary of Stipulated Rate ncreases

mmmzmmnmm! 2012 Rabes with Propesad ESP=" -
Base Fuli Fol Total  Cuwrent Current Fhase-in Bass Toal  Cument  Proj iF Fhase-in  Yramsition
G FAC Enw. Gen _ Trans. Dt POLR __ Rider  Tots San FAC Env. Gen Trams. __ Dist POR  Rider  Rider  Rider 7ot
[~ J
RS 2.01 3.65 [X11 5377 0.8z 400 o /] 1059 3.2 33 5.80 081 4.0 .29 1153
451 a57 3.55 026 248 .70 363 [} Q 1281 2.5 A3s 58 070 .58 & 234 3.4
652 .49 EX 0.3 329 07s 241 o o 11.45 263 3.37 £.00 ars e 104 023 158 12an
B 220 3.60 843 5937 058 159 ] 1] 8.10 1.9 33 582 0S8 17 4.35 023 053 (1]
BUARP 034 346 .05 4.5 0.0 028 [ ] 0 543 198 F&1] 513 070 0.20 013 a2 053 569
A 2.89 3.55 0. 620 022 1366 ] 0 2058 054 EET 381 022 153 923 A& BN
Y 1.41 .65 0.10 556 B2z 7.38 o 1] 1216 054 338 152 021 an f33 197 1486
a2 279 3M 016 A4l 171 0 [ ] g.a7 288 320 60 172 036 982 a3 8si
Subtots) 2. ) 0.52 5.73 [XF] 2.9 0 [] B.91 163 135 595 0.72 269 oM 0.1 005 9.56
oF
RS 2.41 ER T .08 5.65 D85 a4 a 0 991 1w 238 657 0.85 s £06 1110
on 3.42 3.6 [T} ] 6.70 0.20 4.04 0 D 1144 is0 538 .57 020 4,48 023 168 1294
[ 305 R ) D10 628 0.80 10 0 ] 898 266 335 ) 060 i 108 023 08¢ 1072
<] 205 EX ] 0.7 5.21 0.59 Las 1] ] 7.29 & 130 550 059 L& 019 022 o 7.8
GSAARP 154 298 008 457 0.56 025 o ¢ 538 187 320 476 nse oy £.91 0.22 £0.24 527
2] 1.4% 316 DoS .30 1403 P2 o) ¢ [} 854 1,63 138 1. 1.03 s 023 0.5 9.7%
BE 0.00 3.16 o0 316 0.55 0.81 0 o 462 R 333 608 065 oM an -L61 819
- 247 316 0.08 5.71 068 215 ] ] 851 am his 608 o488 134 o 0.12 .42
29 042 216 b 3.58 0.80 2n [} a 6.90 238 338 &n .80 19 0.23 -149 804
[} 652 338 o2 1032 D2y 1038 -] [+] 20.78 054 L& n 027 1137 013 s a8
n 737 3.8 025 1078 0.7 151 ] 0 18.56 .54 3 3N 037 &3 023 782 w6
=5 45.79 294 LS 5033 1977 417 0 @ ] 111.37 69.20 3.20 7138 1977 a6.24 022 21277 17645
Subtatal 218 3.08 0.07 531 0.65 irn [] [] 7.73 233 330 =) 0.65 194 001 016 0.06 B43
AEP Oblo 210 3.2 oD 548 058 05 1] ] 823 245 31 5.76 [T ] 11 800 035 0.06 283
Peycantage incresse Over 2012 Rates Beforg Proposed ESP 8.16%
Pertantage Incredte Over Pravious Yeur 8.16%
** Rafiects forgcastad FAC from Case No. 11-281-8LFAC
Ryfects Distribution Ivesiment Recavary Rider 3t SEtKemant B Jmoust
Reflacts Phase-in Racovary Rider om CSP and OF after E5P Remand,
faflecs No Phase-ia Ractvery Rider onliettion for C5P and OF residesvtisl ysomars
Reflpets 551 & G5.2 School Evermption from Transhion Ridar
Taflects 510 milian shopping cradit for 652
No sstimate of potential Ganmration Resoitor Rider:
Sonrce:

{s) Except the “2012 Base Gen.”, -unnmnmmwmmuwmuu-nm
13, U1 The "Bese Gon.” ank the sums ot “Ramend-Havised 204 Bies Ganerstien Rale® 1 Alohnmant IND-4,



REVISED ATTACHMENT DID-£ (2 of 2)

Rernand-Aevieed 2012 Rates Bafore: ESP and Sommary of Stipulated Rete Incresses

X1, 2014 Ratas with Proposed gEpe+®
[T Toted  Current  Proj. U Phasedn Transiion [ Totel  Current  Proj. \F Physedn Tramsition
AL Em. r Total Gen. FAL et Kdw  Wder  Wider  Tokal
[~

-] 238 im #76 [ F 5] a4r 0a3 .25 1204 (X 3.2 a9 082 456 a3 <. 128

-] 284 338 s01 o 408 928 08 1306 b/ ] LE ) 617 [ 5] a1 013 1w um

-] 276 Ay [%H) [ 5] 166 1 a3 132 12 292 337 629 [ 5] n 104 0.23 i Lum

68 a0 3a &7 asx LM 008 a3 o3 357 234 EX L E o (1] M7 008 o 043 168

[T 20 L% ] 2 o7 a1 018 [ 11 B, -] s 234 3.20 534 [ 5] [ 3] £.13 a2z -0ae 558

A 058 EY ] 4 022 1587 Q.23 .8 2354 059 i iy 022 1592 o 119 ne

w as? E% ) 3% L% L% 033 1M R DR s 3% 5+ (5] [ ] 177 W%

g1 3.02 120 .21 172 0.36 0.22 [}, ] an 329 3.20 &3 L72 0.37 022 0.13 8.82

Sulstoesl Fx ] 33 609 072 n o0 023 0.0 s i 323 [ ] 072 R 00 028 o 1000

or

[ ] 28 (5.} OES am 023 405 187 355 138 LX) 08s .88 023 004 ALES

1 i BOU o 454 023 18 125 T .38 6.15 70 6 o33 10 Am

[+ 2] 385 it o080 . 196 028 oM 1079 35 158 530 o8 ] 106 038 03 0w

L] 5 EY ] LY~ s 19 219 032 [ 1] 787 144 3.30 5. as9 185 018 o 11 &

asee 166 1.9 L3 L] [+ a3 022 02 531 L 2% 457 056 0.2 a1 [F N ] s4T

™ 8 ER [ K13 103 1 a3 54 10,08 pE ) in 635 108 18 03 43 1038

=] 283 n [+ 0f5 [ 1] 033 a8 530 00 L8] 637 0ss [T ] [P T - ] L+

5 in a3 [ 5 -] 0565 PR | 023 0.1 958 10 ER ] [x |11 a2 o .08 .77

R 48 { L] 5 08 302 oz 43 a4 160 LR ] 5398 080 108 0z Am sy

[} 056 EE ] as olr 1\ 023 127 BN 059 a3 357 07 1187 [:35] 647 M

s 057 (¥ ] 295 odr LX) o B9t B 080 338 590 [ ¥ 4 a7 oz 615 1936

] R4 10 A5 ST din o e 13148 %5 3w T835  1IT 4432 022, 103 liss1

Sublote! ) 230 (% [T] 1% €01 [.¥7] [T B35 140 330 580 [T1) 201 .01 [F7] .00 7

AEP Ohlo 57 n £ [F ] m 000 022 .00 9.07 wn a3 603 [.T°] 232 0.00 [} .00 926
Percentage incressa Ovar 2012 Rates Befort Progosed E3P 10.45% 12.79%
Pascantaps crease Over Fravious Year 2.148% 2.09%

4% Refiners foreraried FAC from Cac Mo, 1128151 FAC

ety Dlstr buriion invemtrent covery Rider o Sattament aiximm smount,

Reflecis Phasa-in Racovery Rigyr on GO0 and OF, it not polerilal securitiestion savings.

Frflexts 821 & G5-2 300t Enampilon Erom Trans/tion Moer,

Rafieess §20 mifion shopping crasit Jor G5-2.
No e " ey

Seurcm:

[#) Expepl tha "2012 Base Sen.”, nuhmmummmmmmuma Frwwh on September 13,

201%, The "Base Den.” ore the some 48 “Aamand-Revissd 311 Bute O




REVISED ATTACHMENT DID-F
Summary of Stipulated Base Generatlon Rates Increase Based on Remand-Revised 2012 Base Generation Ratas

2012 2003 24
Remand-Revised
2022 Hase Stipulated 2022 Percentage Stipulated 2013 Stipulated 2014 Parcantage
Generation | Baso Genevation Change from | Bass Generation Perceutage Change] Bass Generstion  Change from
Rate™ Rate** 2011 Rate** from 2011"** Rate®* ik Ao
csp
$2.01 $3.22 60% %3.38 68% $3.58 8%
as1 54.57 §252 -45% $2.64 -42% £2.79 -39%
652 $4.40 4263 -40% $2.76 -37% $292 -14%
653 $2.20 2.9 4% 42.40 o% $254 15%
GSA/IRP 50.94 $193 105% $2.03 116% $2.14 128%
AL $2.8% $0.54 -81% $0.56 -81% $0.59 -80%
s $1.81 $0.54 -70% %0.57 -69% $0.60 -67%
5BS $2.79 5288 %, $3.02 8% $3.20 15%
SUBTOTAL $2.02 5263 30% $2.76 3I7% $1.92 45%
oP
RS 5241 $3.20 33% 53.36 39% $3.55 47%
GS1 53.42 $2.50 -27% £2.62 -23% $2.77 -19%
Gs2 $3.05 $2.66 -13% $2.79 9% $2.95 -3%
11 $2.05 $2.20 7% $2.31 13% $2.43 1%
GS4/IRP 51.54 $1.57 2% $1.66 8% SL7 15%
EHG $1.49 268 80% $2.81 B9% $2.97 99%
EHS $0.00 $2.70 #Div/Q) 52183 #DIV/0! $3.00 #DIV/O!
85 $2.47 5270 9% 52.84 15% $3.00 21%
FL $0.42 $2.35 460% 8245 4BE% $2.60 518%
o $6.92 5054 -92% 50.56 -92% 50,59 -31%
s 57.37 5054 93% .57 -52% 50.60 -92%
) $45.79 36920 51% $72.66 59% $76.13 66%
SUBTOTAL $2,16 $2.33 8% 5248 13% $2.60 20%
AEP Ohio $2.10 5245 17% 257 22% 52.72 30%
Sources:
* Artachment DID-E.

== Exhiblt DMR-1 of tastimony tled by David M. Roush on Septamber 13, 2011,
= Caicoated as “Stipuluted Save Ganeration Rates”™ divided by "Remand-Reviced 2012 Sese Saneration Rate™ minus 1,




REVISED ATTACHMENT DID-G
Summary of Stipulated Total Generation Rates Increase Based on Remand-Revised 2012 Tots! Generation Rates

2012 2018 2014

Remand-
Revised 2012| Stipulated Parcentage | Stipulated Percentoge | Stipulated

Total 2012Total Change | 2013Tolad Change | 2014Total Fercentage
Generation | Generation from Generation from Gmeration Change from

Rate* Retas®* 20024+ | Rates®®  2011°** | Rates®*  2011%%

cse
RS $5.77 $6.60 14% $8.76 17% 5695 20%
G51 $8.48 $5.89 -31% $6.02 -29% $6.17 2%
®s2 $8.29 $6.00 -28% $6.13 -26% £6.29 -24%
G353 $5.93 $5.62 5% $5.73 3% $5.97 -1%
Gs4/mp $4.45 $5.13 15% $5.22 17% $5.34 20%
AL $6.70 $3.91 -A2% $3.94 -41% $3.97 -41%
SL $556 $3.02 -29% $39% -29% $3.98 -28%
585 56.41 S6.07 -5% $6.21 -3% 5639 0%
SUBTOTAL 458,73 %595 4% $6.09 6% 624 9%
ap
RS $5.65 $6.57 16% $6.73 193% £6.92 22%
as1 56.70 $5.87 12% $6.00 -10% $6.15 5%
Gs2 56.28 48.00 4% $6.14 2% $6.30 0,3
Gs3 £5.21 $5.50 % 5561 8% $5.74 10%
Gs4/mp 8457 $4.76 4% £a.86 6% $4.97 9%
e $4.70 $6.05 29% $6.19 32% $6.35 5%
EHS $3.16 $6.08 2% $6.21 7% $6.37 102%
55 55.71 §6.08 E% $5.21 9% $6.38 12%
FL $3.59 $8.72 59% $5.84 63% $5.98 67%
o $10.32 $3.91 -62% $394 -62% 43.97 -62%
L] $10.78 $3.92 -64% $3.95 -63% $398 -63%
ns $50.33 $72.39 44% 575.85 51% $70.33 S8%
SUBTOTAL $5.31 $5.63 6% §5.75 8% $5.89 11%
AEP Ohlo §5.48 $§5.76 5% $5.88 7% $6.03 10%
Sources:
* Attacheant ID-Z,

** Subibit DWMR-1 of testimony filad by Dasdd M. Roush on Saptember 13, 2011
w4 Caleuiatod o3 “Stpuisted Total Generation Rates” divided by "Remand-Revised 2012 Total Gensration Rate” minus 1.



REVISED ATTACHMENT DID-H
Summary of Stipulated Total Rates Increase Based on Remand-Revised 2012 Total Rates

2012 2013 2014
Remand- cantage Stipulated  Pescentage Parcentage
Revised 2012 | 201Z7Total Changefrom| 2013 Total Change from | Stipuiated 2014 Change from
Total Rate® Rata™* 20119+ Rate™* 20133+ Total Rate** 2011%*
Csp
as $10.59 41153 9% S12.04 14% $12.36 17%
a1 $12.81 $13.14 3% 4$13.06 2% $13.02 2%
G2 511.45 $12.21 7% §12.12 6% $12.07 5%
as3 $8.10 $8.58 6% $B57 6% $8.68 7%
GSA/IRP £5.43 §5.69 5% $5.77 6% 3598 10%
Al $20.58 $23.24 13% $23.34 13% $2353 4%
5l 513118 514,56 11% $14.63 11% $14.76 1%
$85 $8.47 58.63 2% 5871 % $8.82 4%
SUBTOTAL $B.91 $9.56 7% $9.79 10% $10.00 1%
op
RS 59.91 $11.10 12% 51157 17% $11.85 20%
G51 S11.44 $312.94 13% $12.95 13% s13.01 14%
(T7] $8.98 $10.72 19% $10.79 20% 510.89 21%
G53 $7.29 $7.83 7% $7.87 8% SE.04 10%
GS4/IP $5.38 $5.27 -2% §5.31 1% $5.47 2%
EMG 36,54 49.75 14% $10.05 18% $10.38 22%
EHS $4.62 $5.1% 12% §5.70 23% $6.28 36%
5§ 58.51 $9.43 11% 59.58 13% $9.77 15%
1 $6.90 304 17% 58.44 22% $8.89 29%
o $20,78 $23.95 15% $23,32 12% 512.81 10%
5L $18.56 520.62 11% 516.94 7% $19.35 4%
$111.37 $126.85 14% $131.45 185 $136.61 23%
SUBTOTAL 57.73 $8.43 9% $8.59 11% £a.77 13%
AEP Ohlo $8.21 5888 8% $9.07 10% $9.26 13%
Sources:
* Attachoment DID-E.

¥ Exhibit DMR-1 of testhmuony filed by David M. Roush on September 18, 2611,
*4= Calewiotes! a4 “Stipulated Totsl Aate® divided by "Ramand Aevised 2012 Tota) Raee® minus 1.
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Share of Tots] Revenish Incressey by Custoner Class Undar Stipulsted Rates {Sased on Remand-flavicad 2013 Rates Bakve Proposed E5P)
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L] 25305910 m s1am 3387335 M S15.34 S35 17208 $743.8I0 1N 1.0 SI9.435.858 565857 0% S1802 $19,346,579 5473334 o% $1,780,636 %
- L090.292.557 o $1148 §L22838495 2% s 51| diane Sh2dezzd ™R s 5132143455 $T30s950 5% SLAET  6131.590,309 6,755,814 L2 $21,350,997 5%
L 490110030 % 8 10 5398995758 I5% 4.5 $AADSNARS Sipsiseis W a% SEODILH  S23.035556  15% SBEE  S25A0AEIF  SZBADGEN? 15% 274,588 088 16%
30095108 1% 4543 $200,942,080 1M .. $110,563.530 $9.621,537 % an $2814008  $12,532010 m 5.5 398,888 320,353,252 11% 442,555,787 1'%
Ak $6.3783481 o 32058 $7.8968.365 M b7 b ) 5,910 32 81,020,877 % s 43,957,672 $1,089,758 ™ $4353 §9,050,542 51132176 1% $3,252,309 1%
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ATTACHMENTY DID-K
Total Revenue Increases by Customer Class Under Stipulated Rates [Based on AEP Ohio's 2012 Rates Helore Proposed ESP)

AEP Ohio's
2012 Ratas  TotatRewanue Stipulsted Total Revenue Undar Stipulated  Toisl Revenue Undar Stipuistad TotalRasvenue Revenue Under 2012 o 2014

2017 Energy Before  Based on 2011 2012Tota! Based on 2012

2012 increas

In Revanue

1018 ingrease
Owver 2011 in 2014 intren
Revenus Over201iin

Stioutated 2023 Tota? Oasedon2013  Stipuisted 2014Total Basedoa 2014  Stipulated  Tolincressein

(lcwh)* ESP* Rate™* Rate™* Rurta™* Rata* """  Rate™ Rata*"* Rete*****  Rata™ Rate™™ Raterres® Revenue
csp 100 kWh 100 kWh 100 kWh 100 kwh
" TATGR2,280  $111%  $832742311 S1153 SEEL3%45  $17,641934 $1306 3239435432 STEIA3131 513 $93MGRLIE SE9,6A9TIL  513303ARNG
&5 225,396,918 $13.19 $29955251 51314 $29,617,155 -$338,095 $13.08 579436838 5518413  $13.02 $29,346,579 5608572 51,465,080
§52 1,080,292,537  $1195 $130,289,958 51221 $133,14,718  $7,B38,761 $12.12 513043455 51853497 51207 $131,598,309 $1,308,351 55,996,609
G5 2,901,182,198 5348  $415620,250 5858  $420,521.433 54,901,182 $8.57  $420,031314 54411064  $BEE 3415422515 59,802,364  $15,114,611
GEAfiRR 3700501045 $5.76  $213,154,044 §5.69  $210563,630 52,590,414 8577 5213524108 $370,059  $5.08 5221205344 $8,141,300  $5,920,845
A, 3B378,842 520.75 $7.963,610 523.24 $8,919,243 $055,533 $23.34 $8.957.622 $994,012  $23.53 $9,030,542 $1,086,932  $3,016,577
s 43,103,463 $13.34 $5,750,002 51435 $6,275.864 $526,862 $14.53 $6,306,037 $556,035 51476 $6,362,071 $612,069 $1,693,966
sus 2245758 $8.687 3376599 2863 __§366,409 -510,190 3871 $369,806 56793 $8.82 372,476 Sz123 -$19,206
SUBTOTAL  17.472,000002  59.37 $1,637,313,800 $3.56 $1,670,514400 533,920,733 $9.79 %1710, 704,600 573250800 $10.00 51,747,400.000 $110,086,200 $217,397,733
op
-} 7,335.276.957  510.85  $78L217.646 51110  $814,225842 533,009,195 $11.57  $BAB, 703,114 $674B5468 $1185  $855,242,169 588,024,523 5188.519,188
a5 356,112,396  $11.20 $aaa57912 S $96.092.884 52635972 §12.95 §46,129.505 52671993 SL301 $46,343,213 52,885,320 54,192,885
Gs2 3383,968.182  49.75 $320936,898 510727  $262,761,385 $32,824,451 $10.79 5365130167 535,193,269 51089 $368,514,135  $38,577,237 5106594933
- §,182,562452  §7.97 £452,750,629 $7.83 3484005095  -$B,655,59% $787  H4BGS6BOBZ  -56,182,567 S804 $497,078,428 44,327,797 510510365
GH/Rr 8,583,788,928 $6.01 5515335715 $5.27 5451385677 -$63,520,038 $5.31  $455,799,192 -560,086,522  $5.47 $465,533,254  -546,351,460 -$169,955,021
EHG 22,081,076  $a.34 £2,059,570 £9.75 $2,149,980 $90,400 51005 $2,216,133 $156.563 51038 52,288,902 $229,331 $476,303
EHS 397,293 $5.50 $21.851 $5.19 $20,620 51,282 $5.70 $22.646 $748 4828 $24,950 $3,009 $2,662
85 41,820.329  $5.31 $3,894,311 59.43 53,944,508 $80,105 $0s8 34,007,250 $1193 9.7 $4,086,725 §$192,415 $355549
A 513,289  57.68 $39,421 803 $41,268 $1,848 $8.44 43,302 $3901 839 $45,631 56,211 $11,960
oL 56,043,254 $21.34 $11,959,630  $23.95 513,422,359  $1,462,720 $32 $13,069.287 51,109,656 5218 512,783,455 5823836 $3,296,221
sk 86515375 $19.13 $12,724,56) 52062 $13,715,677 $991,004 41994  $13, 263365  $538,783  $19.36 $12,877,570 $152088 51682854
2] 235436 $112.00 $263,735  5126.89 298,651 $34,915 AS $309,481 £45745 S13661 $321,620 7,894 54
SUSTOTAL  26,029.500.007  58.40  §1,194,236851 8,43 $2,1843388%1 S1075014 $2235934,051 $41847,200 2 SR77  $1,282,787.151 500,300 5129071486
AEP Ohlo 43,503,500,000  SH.B1  $3,832,658,351 $8.88 53,863,110,801 $30,452,450 $8.07 53545767451 113,105,100  $9.26 $4,028424101 5195765750 $339,327300
Sourcen:

* Work Pager to Exisibit TMR-1 of textimony Bled by Devid ML Roush oA Septesnber 13, 2011,
** Exhibit Divtits1 of tactimany Rled by AP witviss Dunid M. Rourh on September 18, 2011,
**= Calculatad 39 thit praduct of “Yotal Rete® tmes "2002 Energy (MW",

Sons rxhibk DR-2 of vestimony iled by Devld M. Rovsh en Beptember 13, 2011,
Renss Calculatad i tha differance hatween the estinrstod tote) revevmams it such yewr of 2012 to 2004 snd the astimetad 2011 total revenus after femand sifusomants.



REVISED ATTACHMENT DJD-)

Summary Comparisan of ESP and MRO Generation Rates and Generation Revenues for AEP Ohlo

Baseitne €SP MRO Stipulsted ESP Comparison
Revisad 2011 Stipulnted Stipuipted
Fatal Suft Totsl Stipuluted ESP Rate
Generation Transmimlon  Basellne Projetted Generstion Transmisslon  Rates Plus overMRO 2012 Enargy  Yaarly Costs of ESP
Rate Adjusteent  ESP Rete | Murket Price  MRO Raze Raves Adjustment  Transmission Rate (i) ower MRD
(a) (] fc) ] (e} f {b) i
100KWh 100KkWh 100KWh 10DkWh 100kWh 10CkwWh 100xwWh 100kWh 100kWh

2012
csp $5.73 802140 559440 458850  $5.9381 $5.8500  $0.2140 $6.1640 $0.2259 17,474,000,062 $39,473,766
op $5.31 $0.2140 $5.5240 §5.8850 $5.5601 £5.£300 50,2140 £5.3440 $0.2839 16,029.500,007 $73,897,751
AEP Ohlo §5.48 02140  $5.6940 $5.8850 457131 857600  $0.2140 $5.9740 $0.2609 43,503,500,009  $113,500,632

2013
CSP 8573 $0.2140 559440 $6.1380 $5.9828 S6.0900 502140 $6.3040 $0.3212 17,474,000002 $56,176,488
or $5.31 30140 555240 457380 | 55.5468 §57500  50.2120 $3.9640 30,3172 28,019,500,007 582,565,574
AEP Ohio 55.58 $0.2140 556540 $6.1380  $5.7828 S5.8800  $0.2140 $6.0940 50.3112 43,503,500,009  $135,382,692

1014
csp §8.73 80.2140 559440 $6.7435  56.1&54 S6.2400  $0.2140 46,4340 80,2687 17,474,000,002 546,943,901
op 5531 $0.2140  $5.5240 $6.7485  $5.8914 458900  $0.2140 $6.1040 $0.2127 26,029,500,007 555,351,732
AEP Qhlo $5.48 $0.2180 556340 $6.7485 560104 $6,0300  $0.2140 $5.2440 $0.2337  43,503,500,008  $101,645928

Grand Total (2012 - 2024)

AEP Ohio §350,525,451
Sousons:
{3} anvachenens IO,

) Attachmant A of testimowy of Stal wimess Roliert B, Fortney Med on September 13, 2013,

{c} Cadculatad ns the sum of "Riniid-Revisd 200t Total Genaration Raty™ snd "Fransmisefon Adjustment™.
) Artachengnt A of tastinkonry of Stal wiiwess Robert €. Fortney Mlad on September 13, 20143,

{x) Culcutavesd hased on tivs Blanding Rude spaciind i thn Statuse,

) ExtipW DMR-L of tastin oy filed by AEP witnest David ML Roasth on Septembesr 19, 2011

{5 Work Papar 40 Exhibit OMWR-1 of testimony ed by David M. Bowsh ow S«ptember 13, 2811,




BEFORE

THE PusBLIC UTILITIES COMMISSION OF OHIO

In the Matter of the Application of

Ohio Power Company and Columbus
Southern Power Company for Authority
to Merge and Related Approvals.

in the Matter of the Application of
Columbus Southern Power Company and
Ohio Power Company for Authority to
Establish a Standard Service Offer
Pursuant to §4928.143, Ohio Rev. Code,
in the Form of an Electric Security Plan.

In the Matter of the Application of
Columbus Southern Power Company and
Ohio Power Company for Approval of
Certain Accounting Authority.

in the Matter of the Appilication of
Columbus Southern Power Company to
Amend its Emergency Curtailment
Service Riders.

In the Matter of the Application of
Ohio Power Company to Amend its
Emergency Curtailment Service Riders.

In the Matter of the Commission Review
Of the Capacity Charges of Ohio Power
Company and Columbus Southern
Power Company.

In the Matter of the Application of
Columbus Southern Power Company
for Approval of a Mechanism to Recover
Deferred Fuel Costs Ordered Under
Ohic Revised Code 4928.144.

In the Matter of the Application of

Ohio Power Company for Approval of a
Mechanism to Recover Deferred Fuel
Costs Ordered Under Ohio Revised
Code 4928.144.
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Samuel C. Randazzo, Trial Attorney
Frank P. Darr
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BEFORE
THE PusLIc UTILITIES COMMISSION OF OHIO

In the Matter of the Application of

Ohio Power Company and Columbus
Southern Power Company for Authority
to Merge and Related Approvals.

Case No. 10-2376-EL-UNC

T St Teum

in the Matter of the Appiication of
Columbus Southern Power Company and
Ohic Power Company for Authority to
Establish a Standard Service Offer
Pursuant to §4928.143, Ohio Rev. Code,
in the Form of an Electric Security Plan.

Case No. 11-346-EL-SSO
Case No. 11-348-EL-SS50

In the Matter of the Application of
Columbus Southern Power Company and
Ohio Power Company for Approval of
Certain Accounting Authority.

Case No. 11-349-EL-AAM
Case No. 11-350-EL-AAM

B N

In the Matter of the Application of
Columbus Southern Power Company to
Amend its Emergency Curtailment
Service Riders.

Case No. 10-343-EL-ATA

e il

In the Matter of the Application of
Ohic Power Company to Amend its
Emergency Curtailment Service Riders.

Case No. 10-344-EL-ATA

Nt St St

in the Matter of the Commission Review
Of the Capacity Charges of Ohio Power
Company and Columbus Southern
Power Company.

Case No. 10-2929-EL-UNC

e N g

In the Matter of the Application of
Columbus Southern Power Company
for Approval of a Mechanism tc Recover
Deferred Fuel Costs Ordered Under
Ohio Revised Code 4928.144.

Case No. 11-4920-EL-RDR

e i sl il oot

In the Matter of the Application of

Ohio Power Company for Approval of a
Mechanism to Recover Deferred Fuel
Costs Ordered Under Ohio Revised
Code 4928.144.

Case No. 11-4921-EL-RDR
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BEFORE
THE PuUBLIC UTILITIES COMMISSION OF QHIO

in the Matter of the Application of

Ohio Power Company and Columbus
Southern Power Company for Authority
to Merge and Related Approvals.

Case No. 10-2376-EL-UNC

M N i® Yot

In the Matter of the Application of
Columbus Southern Power Company and
Onio Power Company for Authority to
Establish a Standard Service Offer
Pursuant to §4928.143, Ohic Rev. Code,
in the Form of an Electric Security Plan.

Case No. 11-346-EL-SS0
Case No. 11-34B-EL-SS0O

S s S S S’ g

in the Matter of the Application of
Columbus Southern Power Company and
Ohio Power Company for Approval of
Certain Accounting Authority.

Case No. 11-349-EL.-AAM
Case No. 11-350-EL-AAM

In the Matter of the Application of
Columbus Southern Power Company to
Amend its Emergency Curtaiiment
Service Riders.

Case No. 10-343-EL-ATA

St et ot

In the Matter of the Application of
Ohio Power Company to Amend its
Emergency Curtailment Service Riders.

Case No. 10-344-EL-ATA

gt “mpgt”

In the Matter of the Commission Review )
Of the Capacity Charges of Ohio Power )
Company and Columbus Southern )
Power Company. )

Case No. 10-2929-EL-UNC

In the Matter of the Application of )
Columbus Southemn Power Company } Case No. 11-4920-EL-RDR
for Approval of a Mechanism to Recover )
Deferred Fuel Costs Ordered Under )

)

Ohio Revised Code 4928.144.

in the Matter of the Application of )
Ohio Power Company for Approval of a )
Mechanism to Recover Deferred Fuel } Case No. 11-4921-EL-RDR
Costs Ordered Under Ohio Revised )
Code 4928.144. )
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REVISED DIRECT TESTIMONY OF JOSEPH G. BOWSER
ON BEHALF OF INDUSTRIAL ENERGY USERS-OHIO

Q1.
Al

Q2.

Q3.
A3.

Q4.

Ad4.

INTRODUCTION

Please state your name and business address.

Joseph G. Bowser, 21 East State Street, 17" Flioor, Columbus, Ohio 43215.

By whom are you employed and in what position?
I am a Technical Specialist for McNees Wallace & Nurick LLC (*McNees”)

providing testimony on behalf of the Industrial Energy Users-Ohio (“IEU-Ohio”).

Piease describe your educational background.
in 1976, | graduated from Clarion State College with a Bachelor of Science
degree in Accounting. In 1988, | graduated from Rensselaer Polytechnic Institute

with a Master of Science degree in Finance.

Please describe your professional experience.

| have been employed by McNees for over five years where | focus on assisting
IEU-Ohio members address issues that affect the price and availability of utility
services. Prior to joining McNees, | worked with the Office of the Ohio
Consumers’ Counsel (“OCC") as Director of Analytical Services. There |
managed the analysis of financial, accounting, and ratemaking issues associated
with utility regulatory filings. 1 also spent ten years at Northeast Utilities, where |

held positions in the Regulatory Planning and Accounting departments of the

(C3580: )
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Q5.

A5.

company, provided litigation support in regulatory hearings and assisted in the
preparation of the financialtechnical documents filed with state and federal
regulatory commissions. | began my career with the Federal Energy Regulatory
Commission (“FERC"), where | led and conducted audits of gas and electric

utilities in the Eastern and Midwestern regions of the United States.

Have you previously submitted expert testimony before the Public Utilities
Commission of Ohio (“Commission™)?

Yes, since 1996, ! have submitted testimony as an expert on numerous
regulatory accounting issues and how those issues should be resolved for
purposes of establishing rates and charges of public utilities. More specifically, |
have submitted expert testimony in the following cases: [n the Matter of the
Application of The East Ohio Gas Company for Authority to Implement Two New
Transportation Services, for Approval of a New Pooling Agreement, and for
Approval of a Revised Transportation Migration Rider, Case No.
96-1019-GA-ATA; In the Matter of the Applications of Columbus Southerm Power
Company and Ohio Power Company for Approval of Their Electric Transition
Plans and for Receipt of Transition Revenues, Case Nos. 99-1729-EL-ETP, et
al; In the Malter of the Commission's Investigation Into the Policies and
Procedures of Ohio Power Company, Columbus Southem Power Company, The
Cleveland Elfectric uminating Company, Ohio Edison Company, The Toledo
Edison Company and Monongahela Power Company Regarding the Instaliation
of New Line Extensions, Case Nos. 01-2708-EL-COI, ef al.; In the Malter of the

Application of Columbus Southemn Power Company fo Adjust its Power
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Acquisition Rider Pursuant to Its Post-Market Development Period Rale
Stabilization Plan, Case No. 07-333-EL-UNC; /n the Matter of the Application of
Ohio Edison Company, The Cleveland Electric llluminating Company and The
Toledo Edison Company for Authority fo Increase Rates for Distnbution Service,
Modify Certain Accounting Practices and for Tariff Approvals, Case Nos.
07-551-EL-AIR, et al.; In the Matter of the Application of Ohio Edison Company,
The Cleveland Electric llluminating Company, and The Toledo Edison Company
for Authority to Establish a Standard Service Offer Pursuant to Section 4928.143,
Revised Code, in the Form of an Electric Secunty Plan, Case No.
08-935-EL-SSO; In the Matler of the Application of Columbus Southern Power
Company for Approval of its Electric Security Plan;, an Amendment to its
Corporate Separation Plan, and the Sale or Transfer of Certain Generating
Assets, Case Nos. 08-917-EL-SSO, et al.; In the Malter of the Application of The
Dayton Power and Light Company for Approval of Its Electric Secunty Plan, Case
Nos. 08-1094-EL-SSO, ef al.; In the Matter of the Application of Columbus
Southern Power Company and Ohio Power Company for Authority to Establish a
Standard Service Offer Pursuant to §4928.143, Ohio Rev. Code, in the Form of
an Electric Security Plan, Case Nos. 11-346-EL-SS0O, et al; and the remand

phase of Case Nos. 08-917-EL-SS0, ef al. already listed above.

What is the purpose of your testimony in this proceeding?
My testimony addresses certain aspects of the Stipulation and Recommendatiaon
filed in these proceedings on September 7, 2011 (“Stipulation”) and explains why

the Stipulation fails to meet the three-prong test that the Commission uses to
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evaluate the reasconableness of settlements for purposes of resolving contested

issues.

What did you review for purposes of preparing your testimony in
opposition to the Stipulation?

For the purpose of preparing my testimony, | reviewed the Stipulation, the direct
testimony submitted by parties including the Commission Staff (“Staff”), the
testimony filed in support of the Stipulation, discovery responses and
Commission entries filed in this case. My opinions and recommendations also

reflect the knowledge | have accumulated throughout my career.

What is your understanding of the three-prong test that you mentioned
earlier in your testimony?
Based on the advice of counsel, it is my understanding that the Commission
applies a three-prong test for purposes of determining the lawfulness and
reasonableness of settlements as such settlements apply to the resolution of
contested issues. The three prongs of the test are:
1) The stipulation must be a product of serious bargaining among
capable, knowledgeable parties;
2) The stipulation must, as a package, benefil ratepayers and the
public interest; and,
3) The stipulation must not violate any important regulatory principle

or practice.
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It is my understanding that a settliement cannot operate to delegate authority to
the Commission or disrespect procedural or substantive requirements

established by the General Assembly or the Commission’s own rules.
DiISTRIBUTION INVESTMENT RIDER (“DIR”)

Please describe the DIR included in the Stipulation.

The Stipulation, in Section IV.1.n beginning at page 8, recommends that the
Commission approve a non-bypassable DIR to be effective January 1, 2012.
The recommended DIR would permit significant rate increases and reach back to
post-2000 investment for purposes of computing the amount of the rate
increases. The recommended carrying charge rate component of the DIR
includes elements for property taxes, commercial activity taxes, associated
income taxes and a return “on” and “of" plant in-service associated with
distribution net investment associated with distribution plant recorded in FERC
Accounts 360 - 374. The post-2000 net capital additions that drive the DIR rate
increases reflect gross plant in-service amounts adjusted for growth in
accumulated depreciation. The DIR rate increases included a rate of retum
earned on such plant that is based on a cost of debt of 5.34%, a cost of preferred
stock of 4.40%, and a return on equity of 10.5%, utilizing a capital structure
consisting of 47.06% debt, 0.19% preferred stock, and 52.75% common equity.
The DIR rate increases are capped at $86 million in 2012, $104 million in 2013,
and $124 million in 2014, and the rider will terminate on May 31, 2015. Based on

information provided by Columbus Southern Power Company (“*CSP"} and Ohio
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Power Company ("OPC0o”) (collectively the “Companies”), it is my understanding
that the Companies expect the DIR increase for 2012 to reach the $86 million

cap amount.

In your opinion, is the DIR recommended in the Stipulation reasonable?

No. Based on advice of counsel, it is my understanding that the Ohio Supreme
Court has held that the Commission is without authority to authorize such
mechanisms like DIR, unless there is clear and specific statutory authority to do
so. Itis my understanding that the parties advancing the Stipulation ESP have
the burden of demonstrating that the Stipulation ESP is lawful and reasonable.
My review of the Stipulation and the testimony that has been filed in support of
the Stipulation indicates that none of the Signatory Parties have identified the
portions of Section 4928.143, Revised Code, that the settlement parties believe
authorize the Commission to enable the DIR recommended by the Stipulation.
By failing to provide support for the authority for establishing the recommended
DIR, the recommended DIR mechanism fails the third prong of the three-prong
test, that the Stipulation must not violate any important regulatory principle or
practice. Additionally, neither the Stipulation nor the testimony offered in support
of the Stipulation contains a specific analysis of what assets would be replaced, a
concrete methodology to target the asset improvement/replacements, or any
expecied quantifiable tangible improvement to reliability measured by customer
outages or power quality indices. Thus, the DIR recommended in the Stipulation
suffers from the same problems that caused Staff member Doris McCarter to

recommend that the DIR proposed in the Companies’ ESP application should not
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be approved. Regardless of Ms. McCarter's views, the DIR recommended in the
Stipulation is unaccompanied by any examination of reliability of the utility’s
distribution system or the other requirements in Section 4928.143(B)(2)(h),
Revised Code, that | understand must be satisfied before an ESP may include -
any provision regarding an electric distribution utility's ("EDU") distribution

service.

Does the DIR recommended in the Stipulation violate other regulatory
principles or practices?

Yes. Because the DIR recommended in the Stipulation is a non-bypassable
stand-alone rider, the Companies’ financial and business risk associated with this
rider is reduced below the financial and business risk associated with returns that
would apply in a rate case proceeding. Therefore, and relatively speaking, the
return component of the recommended DIR should reflect this lower business
and financial risk condition. The Companies have indicated that their weighted
average long-term debt cost is approximately 5.34% on a combined basis. The
weighted average cost of capital (“WACC?”) rate described earlier that is included
in the Stipulation for DIR, resuits in a carrying cost rate that is grossed up for
taxes of 11.23%, per Companies’ witness Allen on Exhibit WAA-2, page 2.
Therefore, by utilizing the current weighted average cost of long-term debt in lieu

of a WACC rate, carrying charges would be reduced by more than 50%.

You have identified that the DIR recommended in the Stipulation also calls

for an allowance for property taxes, commercial activity taxes, associated
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income taxes, and return of (depreciation) certain distribution plant in-
service. Were the effects of including these items identified in the
Stipulation?

No. These components of the DIR were not quantified in the Stipulation.
Companies’ witness Allen did provide a calculation of property taxes and
commercial activity taxes but there is no calculation supporting the associated

income taxes or depreciation.

Can you describe why good regulatory practice requires that these
components he quantified and that the quantification methodology be
specifically described?

Yes. | can illustrate by example. For tax purposes, the Companies are aliowed
to take a deduction against taxable income that is calculated using accelerated
depreciation of capital investments. The tax accelerated depreciation initially
exceeds “book” or “straight line” depreciation used for traditional rate-base-rate-
of-return economic regulation. This difference in tax expense creates a tax
advantage that, according to standard regulatory practices, needs to be
accounted for in any carmrying cost calculation that is adopted for ratemaking
purposes. The Stipulation recommends a carrying cost rate that provides for
“associated income taxes” but fails to identify if the benefit the Companies
acquire from accelerated depreciation is to be recognized in the carrying cost
caiculation. The Companies have omitted the recognition of this benefit in
computing carrying charges in similar circumstances so the Stipulation’s failure to

address this issue implies that customers will be deprived of this benefit.
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the DIR recommended in the Stipulation?

Yes. The recommended DIR rate increases are based on post-2000 distribution
plant investments. As | indicated earlier, the DIR reaches back in time effectively
presuming that the distribution revenues collected by the Companies after 2000
were not adequate to provide the Companies with just and reasonable
compensation. In view of the Commission’s determination that CSP had
significantly excessive earnings in 2009, this presumption seems to be
inconsistent with prior determinations of the Commission. | would alse note that
driving rate increases based on post-2000 investment effectively evades the
distribution rate freeze that the Companies agreed to as part of the resolution of
the Companies’ Rate Stabilization Plan proceedings in Case No. 04-169-EL-UNC
and the total rate cap established during the Market Development Period
(commencing January 1, 2001) that is described by Mr. Murray in his testimony.
Additionally, OPCo and CSP currently have applications to increase distribution
rates pending in Case Nos. 11-351-EL-AIR and 11-352-EL-AIR and the date
certain which has been approved by the Commission for purposes of identifying
the rate base valuation is August 31, 2010. The Staff Reports of Investigation
("Staff Report”} in the two rate cases were recently filed on September 15, 2011.
The Staff Reports address the DIR proposal contained in the Companies’ ESP
application and contain a recommendation that a plant investment baseline for
the year 2000 not be used until the Commission renders a decision in the

pending rate increase proceedings. The Staff Reports also find that CSP’s
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current distribution rates are too high (by between $9.5 million and $2.3 million)
and that OPCo's current distribution rates could be increased. On a net and
combined basis, the Staff Reports recommend that any distribution rate increase
should be between about $13.7 million and $29.6 million, based on the net
distribution rate base “used and useful” as of August 31, 2010 (the date certain).
Based on the findings in the Staff Reports, the rate increases that would result
from the DIR recommended in the Stipulation are clearly excessive, unjust and
unreasonable. If the DIR recommended in the Stipulation is adopted and if the
distribution rate increase proposed in the Companies’ rate increase applications
or recommended in the Staff Reports are approved by the Commission, the total
distribution rate increase that the Companies will be permitted to impose will
provide the Companies with an unwarranted and unreasonable windfall profit.
And, from a regulatory practice and principle perspective, the amount of any rate
increase or decrease that the Commission should authorize should be based on
the cost of service determined in the rate increase proceedings and not driven by
the backward-looking arbitrary increase that would occur if the DIR
recommended in the Stipulation is adopted. | also believe that it would be
unreasonable for the Commission to allow a rate increase through a DIR-like
mechanism for the Companies on any investment prior to the date certain in the

pending rate increase proceedings.

Are there inconsistencies between the CSP and OPCo Staff Reports in the

distribution rate cases and the DIR recommended by the Stipulation?
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Yes. The rate of return range recommended in the Staff Reports is based on a
cost of common equity of 8.6% to 9.6%. The return on the equity component of
the DIR recommended in the Stipulation is 10.5% and, as | indicated previously, .
it is unaccompanied by any cost of equity capital evidence. Regardless of this
inconsistency, a return on common equity of 10.5% is unreasonable based on
current cost of capital considerations and the DIR’s lowering of the Companies’

business and financiai risk

PHASE-IN RECOVERY RIDER (“PIRR"”) / SECURITIZATION

What does the Stipulation recommend regarding the PIRR?

Beginning at page 25, the Stipulation recommends that the Commission approve
a PIRR. As recommended, the PIRR will commence January 1, 2012 for non-
residential customers and will include a debt carrying charge rate of 5.34% and is
calculated with no adjustment to the book balance as of ysar-end 2011 (the
“Modified PIRR"). The Modified PIRR will be in place for the entire amortization
period or until the unamortized PIRR balance is "securitized”, whichever comes
first. Collection of the PIRR will be delayed for 12 months for residential
customers, subject to two conditions: (1) if securitization is completed by the end
of 2012, the additional carrying costs related to the actual delay in commencing
the residential collection period will be included in the unamortized balance for
collection from all customers; (2) if securitization is not completed by the end of
2012, the Modified PIRR will commence effective January 1, 2013 for residential

customers {and the Modified PIRR will continue for non-residential customers)
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and the additional carrying charges related to the 12-month delay of commencing
the residential collection period will be included in the unamortized balance for

collection from all customers.

The Stipulation alsc provides that the Signatory Parties agree to support the
concept of securitization for the phase-in deferral associated with the PIRR, and
to work in good faith to pass suitable and appropriate legislation to address the
matter as expeditiously as reasonably possible and to support any subsequent
tariff approvals needed by the Companies to securitize the PIRR phase-in

deferral.

Do you believe the PIRR mechanism and securitization components in the
Stipulation are appropriate and consistent with regulatory practices and
principals?

No. There are several reasons why | believe these components of the
Stipulation are inappropriate and violate important regulatory practices and

principals.

First, the PIRR recommended in the Stipulation functions to establish a charge
that will permit rates to increase to recover a previcusly authorized increase that
was delayed by the Commission pursuant to Section 4928.144, Revised Code,
for the benefit of OPCo customers only. The Stipulation recommends that the
PIRR be applied to both CSP and OPCo customers. There is no reason that
CSP customers should be subjected to the PIRR charges; CSP customers have

already compensated CSP for the CSP phase-in deferral authorized by the
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Commission in the Companies’ current ESP. Any benefit derived by the phase-in
deferral amount that the Stipulation proposes to amortize through the PIRR is a
benefit confined to OPCo customers, not CSP customers. As explained by
Mr. Murray, the recommended PIRR produces a mismatich between the
customers that received benefits and the customers who end up being
responsible for paying for the benefits. As | explain below, the amount of the
benefit actually derived by the OPCo customers is substantially iess than the
amount that the Stipulation would allow the PIRR to begin to recover and
reducing the phase-in deferral as | have recommended will significantly reduce
the bill impacts of any properly structured phase-in deferral recovery mechanism

approved by the Commission.

Further, and based on the advice of counsel, Section 4928.20(l), Revised Code,
precludes the application of the PIRR to a community aggregation program
where the charge is not proportionate to the benefits received by the customers
in the community aggregation group. As noted above, any benefit provided by
the phase-in deferral subject to amortization through the recommended PIRR
benefited OPCo customers exclusively.  Thus, the application of the
recommended PIRR to both CSP and OPCo customers without exception for
community aggregation programs in CSP’s service area is unlawful, per the

advice of counsel.

Second, the PIRR recommended in the Stipulation calls for carrying charges

during the amortization period to be applied to a balance that has not been
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reduced for accumulated deferred income taxes (“ADIT") consistent with
regulatory practices and principles. The deferrals associated with the PIRR
cause a timing difference between the tax deduction and the book accounting
freatment. The timing difference reduces the Companies’ federal income tax
liability before the Companies recognize the expense and coilect it from
customers. That timing difference should be used to reduce the deferred
balance to which the carrying cost rate is applied. The ADIT would amount to
approximately 35% of the regulatory asset balance. In short, the ADIT
represents tax savings realized by the Companies. As a result of these tax
savings, the Companies are not financing 100% of the deferral, but only the
deferral amount net of the ADIT. The gross method proposed by the Stipulation

violates important regulatory principles and practices.

Third, and as | discuss in more detail later in my testimony, adjustments to
remove the revenue from provider of last resort (‘POLR”) charges and carnrying
charges on pre-2009 environmental investments must be made to determine the
appropriate phase-in deferral balance, if any, that remains to be amortized
through futwre rates and charges. There are also several outstanding issues
before the Commission from the Companies’ 2009 fuel adjustment clause
(‘FAC") audit and subsequent audits that will have a material impact on this

remaining phase-in deferral balance.

Fourth, the PIRR recommended by the Stipulation calls for a carrying charge of

5.34% to be collected on the unamoriized phase-in deferral balance during the
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amortization period. This 5.34% rate is unreasonable and excessive. Current,
seven-year BBB rated, newly issued corporate bonds are presently being issued
at an interest rate of about 3.75%, while the fixed interest rates on home
morigage rates currently are running in the range of 3 to 3.6% for 15-year loans.
There is no good reason — based on currently prevailing interest rates — for the
carrying charge to be based on an interest rate of 5.34%. Assurning a carrying
charge rate of 3.75% was used during the amortization period and the tax benefit
| described above is recognized, customers would see reduced cost on the order
of $75 million assuming that the phase-in deferral amount was ultimately set at

$624 million.

Are there problems associated with the Stipulation’s linkage between
securitization and the PIRR??

Yes. Based on the advice of counsel, the Signatory Parties have failed to follow
the Commission's rules dealing with securitization proposals, thereby violating
regulatory principles and practices. Commission Rule 4901:1-35-03{C)(9)}{e),
Ohio Administrative Code (“0O.A.C."), provides that a number of detailed
requirements must be satisfied in conjunction with the securitization request.
These requirements include a description of the securitization instrument and an
accounting of that securitization, including the deferred cash flow due to the
phase-in, carrying charges, and the incremental cost of the securitization. There
must be a description of efforts to minimize the incremental cost of the
securitization, and all documentation associated with the securitization including,

but not limited to, a summary sheet of terms and conditions. The Commission’s
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rule also requires a comparison of costs associated with securitization with the
costs associated with other forms of financing to demonstrate that securitization

is the least cost strategy.

Does the Stipulation or any of the Signatory Parties’ testimony in support
of the Stipulation provide the securitization details required by
Commission Rule 4901:1-35-03(C){9){e), O.A.C., or any other details?

No. The only testimony offered in support of the Stipulation and addressing
securitization is the testimony of witness William Allen. Included as Exhibit
WAA-3 to witness Allen’s testimony is a “Securitization Model” that provides
assumptions for a hypothetical securitization. At the Technical Conference heid
at the Commission on Seplember 14, 2011, Mr. Allen indicated that the
Securitization Model on Exhibit WAA-3 is for illustrative purposes only. In
response to IEU-Ohic interrogatory 5-5, the Companies identified that the
illustrative Securitization Model is based on a securitization undertaken by

Entergy in Louisiana.

By failing to provide the information required by Commission Rule
4901:1-35-03(C)(2)(e), O.A.C., the securitization proposed in the Stipulation fails
the third prong of the three-prong test, by violating appropriate regulatory
practice. In addiﬁan, as noted earlier, if the PIRR carrying charge is reduced to
reflect a more contemporary (lower) interest rate and thé appropriate

adjustments are made to the phase-in deferral balance, any customer benefits
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that could result from securitization would be diminished significantly, calling into

question the need for any securntization.

Are the Companies presently engaged in the use of securitization?
Yes and doing so without any additional legislation. As explained in the Form
10-K filed with the Securities and Exchange Commission (“SEC”) for 2010 and at
pages 19 and 51-52 of the section containing the annual report for American
Electric Power Company, Inc., securitization is used to factor receivables. A
securitization agreement was renewed in 2010 and the use of securitization is
expected to continue into the future through the renewal of the securitization
agreement. At page 51-52, it states:
AEP Credit factors accounts receivable on a daily basis, excluding
receivables from risk management activities, for CSPCo, &M,
KGPCo, KPCo, OPCo, PSO, SWEPCo and a portion of APCo. ...
AEP Credit has a receivables securitization agreement with bank
conduits. Under the securitization agreement, AEP Credit receives
financing from the bank conduits for the interest in the hilled and
unbilled receivables AEP Credit acquires from affiliated utility

subsidiaries.

The weighted average interest rate on such securitization transactions identified

in the Form 10-K for 2010 was 0.31%.

In view of the Companies’ current use of securitization, do you have an
opinion as to why the use of securitization in the Stipulation is conditioned
on new legislation?

Based on the Form 10-K described above and my experience, there is no reason
why the use of securitization, in concept, needs to be tied to the enactment of

new legisiation. Had the information required by the Commission’s rule on
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securitization proposals been submitted, perhaps | would have an understanding
of why the Signatory Parties believe that securitization legislation is needed to
use a securitization tool along with the amount of any incremental benefit and
cost that might be associated with whatever legislation the Signatory Parties may
have had in their mind at the time they signed the Stipulation. The Stipulation

sheds no light on this subject.

IMPACTS OF REMAND PHASE OF THE CURRENT ESPs

Are there other aspects of the Stipulation that cause the Stipulation to not
pass the three-prong test?

Yes and they are related to the implications from the remand phase of Case Nos.
08-917-EL-SSO, et al It is my opinion that these implications must be
considered with respect to the Stipulation ESP. It is also my opinion that when
such implications are considered, the Stipulation is contrary to the public interest

and violates important regulatory principles.

In the ESPs of CSP and OPCo for the years 2009 through 2011 (Case Nos.
08-917-EL-S8S0, et al) the Commission, in its Opinion and Order dated
March 18, 2009, authorized CSP and OPCo to establish rates for the standard
service offer (“SSO”). The revenue which the Commission authorized CSP and
OPCo to collect through the ESP rates and charges included revenue
components that were calculated to provide, among other things, a return on and
of certain environmental capital expenditures that were alleged to be over and

above that amount embedded in the Companies’ legacy rates and charges. The
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capital expenditures occurred between 2001 and 2008, and prior to January 1,

2009. | shall refer to this revenue component as the “Pre-2009 Component.”

In addition, the Commission authorized CSP and OPCo to establish a separate
charge that produced incremental revenue for “camrying costs” on capital
expenditures for environmental plant made on or after January 1, 2008 and
during the ESP period. | shall refer to this revenue component as the "Post-2008
Component.” With regard to the Post-2008 Component, the Commission
directed the Companies to propose, through an annual filing, a charge for such
carrying costs “after the investments had been made.” (Opinion and Order dated

March 18, 2009 in Case Nos. 08-917-EL-SSO, et al. at page 30.)

After the Commission’s decision in the Companies’ current ESP cases was
appealed to the Ohio Supreme Court (“Court”), on April 19, 2011, the Court held,
among other things, that the Commission had erred in authorizing CSP and
OPCo to collect revenue for items not specifically authorized by statute. The
Court also stated that on remand the Commission may determine whether any of
the listed categories of Section 4928.143(B)(2), Revised Code, authorizes

recovery of environmental carrying charges.

In an Entry issued on May 25, 2011, regarding the remand phase referenced
above, the Commission stated that the Companies and the intervenors should be
afforded an opportunity to present testimony and to offer additional evidence in
regard to the environmental canrying charges remanded to the Commission. The

Commission also directed the Companies to file revised tariffs specifically stating
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that the Pre-2009 Component charges and the POLR riders would be collected

subject to refund, effective as of the first billing cycle of June 2011.

The Commission also established a procedural schedule to address the issues
raised by the Court's decision. On June 6, 2011, the Companies filed the
testimony of Mr. Philip Nelson in support of the continuation of the Pre-2009
Component environmental charges in the remand phase of Case Nos.

08-817-EL-SS0, et al.

Has the Commission issued a decision addressing the contested issues in
the remand phase of Case Nos. 08-917-EL-SSO, ef al.7

No. At the time of my writing of this testimony, there had been no decision
issued by the Commission in the remand phase of the Companies’ current ESP

cases.

How do the unresolved issues in the remand phase of Case Nos.
08-917-EL-SS0, et al., relate to the ESP recommended in the Stipulation
filed in these proceedings?

Since the resolution of the issues in the remand phase of Case Nos.
08-917-EL-SSO, ef al, will determine the rates and charges that are properly
includable in the current ESPs (2009-2011), and the Stipulation ESP in these
proceedings builds on the current ESP's rates, charges and revenue, the
resolution of the issues in the remand phase of Case Nos. 08-917-EL-SSO, et al.
has a direct effect on the starting point for the Stipulation ESP. In addition, and

as explained by Mr. Murray, the resclution of the issues in the remand phase of
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the Companies’ current ESP cases also affects the level of the rates in the
market rate offer (‘MRQ”) alternative that is used to test any proposed ESP
considered in these proceedings (more specifically, the portion of the alternative

MRO rate that is based on the EDU’'s most recent SSO).

You indicated earlier that you submitted testimony in the remand phase of
Case Nos. 08-917-EL-SSO, et al. What opinions and recommendations
were in that testimony?

Based on my understanding of the April 19, 2011 decision of the Ohio Supreme
Court and the specific categories in Section 4928.143(B}(2), Revised Code,
through the advice of counsel and my understanding of the applicable accounting
principles, | expressed the opinion (and hereby reaffirm that opinion) that the
charges for the Pre-2009 Component are not includable in an ESP. Therefore, i
recommended that CSP’s and OPCo’'s ESP rates be adjusted downward to
remove the Pre-2009 Component from the ESP rates and charges effective with
the first billing cycle of June 2011. In addition, ! recommended that the
Commission require that CSP and OPCo return to customers (through a refund
or bill credit) the amounts that have been colle.cted subject to refund since the
first billing cycle of June 2011, based on the Commission’s May 25, 2011 Entry
referenced above. | aiso observed that my recommended downward adjustment
to rates was not sufficient to fully remove the Pre-2009 Component from CSP’s
and OPCo’s future rates and charges because the Companies’ first ESPs
inctuded a phase-in that was based on the revenue collection including the Pre-

2009 Component. Therefore and to fully reflect the elimination of the Pre-2009
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Component on all future rates and charges, | also recommended that the effect
of the Pre-2009 Component on the amount eligible for future collection as a
result of the phase-in deferral, delta revenue related to reasonable
arrangements, and the Universal Service Fund ("USF”) Rider also needed to be

recognized.

Based on testimony filed by IEU-Ohio witness Murray in the remand phase of
Case Nos. 08-917-EL-SSO, et al., who concluded that the Companies’ POLR
should not be approved by the Commission, | also recommended that CSP’s and
OPCo's ESP rates be adjusted downward to remove the POLR Rider from the
ESP rates and charges, effective with the first billing cycle of June 2011. In
addition, | recommended that the Commission should require that CSP and
OPCo return to customers (through a refund or a bill credit) the amounts that had
been collected subject to refund through their POLR Riders since the first billing

cycle of June 2011, per the Commission's May 25, 2011 Entry referenced above.

Because the Companies’ ESPs inciuded a phase-in that will be based on the
revenue collection including the POLR revenues, | also recommended that the
effect of the POLR revenues on the amount eligible for future collection as a
result of the phase-in deferral, delta revenue related to reasonable

arrangements, and the USF Rider must also be recognized.

Can you elaborate on your recommendations in your testimony in the
remand phase of the Companies’ current ESP cases with respect to the

significance of the phase-in deferral and also discuss why the
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recommendations you made in the remand phase must be considered for
purposes of evaluating the Stipulation ESP?

Yes. In the current ESPs, the Commission intially authorized the Companies to
collect a pot of ESP dollars or a total authorized ESP revenue requirement. The
Commission then limited the amount of the authorized revenue that the
Companies could collect during the ESP period ending December 31, 2011 by
establishing a separate phase-in for OPCo and CSP. The balance of the total
authorized revenue that would have been collected during the ESP period, but
for the Commission's phase-in, was deferred for future collection. The separate
phase-in deferral amount for OPCo and CSP eligible for future collection is the
phase-in portion of the total revenue individually authorized by the Commission
for OPCo and CSP and the Commission stated that this amount would be
determined as a function of other components of the ESP as they were affected
by the total bill increase limits established by the Commission. To the extent the
amount of revenue collected individually by the Companies during the ESP
period was based on items that are not properly includable in an ESP, the
amount of the phase-in deferral is excessive and unreasonable. The
Commission’s Opinion and Order issued on March 18, 2009, at page 22, in the
Companies’ current ESP cases limits recovery of the phase-in deferral to that
which is determined to be “allowed” at the end of 2011. In my remand phase
testimony, | explained that the Commission must reduce the total authorized
revenue by the amounts not properly collectible as part of an ESP, and subtract

the amount actually collected from the adjusted ESP total to determine how
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much, if any, of the authorized revenue is eligible for future collection as a phase-
in deferral after the end of the current ESPs. Otherwise, the improperly included

ESP charges would be embedded in the revenue postponed for future collection.

What specific adjustments did you recommend to phase-in deferral in the
remand case?

} recommended that the amounts not properly collectible as part of an ESP from
the beginning of the ESP through May 2011 for the Pre-2009 Component for
environmental carrying charges ($62.8 million for CSP and $203 million for
OPCo) be credited against the phase-in deferral. In addition, | recommended
that the separate phase-in deferral amounts be reduced by $235.3 million for
CSP and $132.4 million for OPCo for the POLR amounts that were improperly
included in the Companies’ current ESPs from the beginning of such ESPs
through May 2011. The foregoing amounts do not include any recognition of
interest that must also be added to these amounts for purposes of making the

required reconciliation of the phase-in deferral.

| also explained in my remand testimony that practical reasons differentiated the
results of my recommended downward adjustments to the phase-in deferrals of
OPCo and CSP. Based on the differences between the two EDUs’ ESPs, only
OPCo was projected to have a positive phase-in deferral balance remaining at
the end of 2011. Accordingly, the opportunity to reduce the going-forward effects
of the inappropriate inclusion of the environmental charges and POLR revenues

through an adjustment to the phase-in deferral balance is limited to OPCo. In

{C35803: } 24



10

11

12

13

14

15

16

17

18

19

20

21

22

Q28.

A28.

order to effectuate a remedy for the unlawful wealth transfer from consumers to
CSP commencing January 1, 2009, however, | suggested that the Commission
could consider reducing CSP’s regulatory assets included in Account 182.3 —
Other Regulatory Assets for items such as deferred line extension costs,

deferred storm expenses, and deferred deregulation implementation costs.

| also explained that other ratemaking adjustments were necessary to reflect the
going-forward effects of the elimination of environmental charges and POLR
charges, in the computation of allowable revenue for “delta revenue” and the

USF Rider.

How do your recommendations from the remand phase of the Companies’
current ESP cases apply to the Stipulation ESP?

Because the outcome of the remand case has not yet been determined, my
recommendations from the remand case also apply to identify the current ESP
starting point for purposes of evaluating the Stipulation ESP in these
proceedings. The Stipulation ESP in this proceeding rests on a revenue
foundation that includes the revenue from charges that the Ohio Supreme Court
deemed were not properly authorized by the Commission. Accordingly, my
recommendations in the remand phase of Case Nos. 08-817-EL-SSO, et al. must
be picked up in these proceedings to ensure that the flow-through effects of the
Ohio Supreme Court's remand order on the phase-in deferral and, in the case of
CSP, regulatory assets, and other issues such as delta revenues, are picked up

in the evaluation of the Stipulation ESP. As | explained earlier in my testimony,
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the resolution of the issues in the remand phase of the Companies’ current ESP
cases will affect the phase-in deferral balance that is eligible for future recovery

through the PIRR or any other amortization mechanism.

Further, because my recommendations in the remand phase included the
recommendation that CSP’s and OPCo’s ESP rates be adjusted downward to
remove the Pre-2009 Component from the ESP rates and charges [embedded in
non- FAC generation rates] effective with the first billing cycle of June 2011, there
is also an impact on the embedded non-FAC generation rates that the Stipulation
ESP embeds in the Standard Offer Generation Service Rider {(*Rider GSR"}

effective January 1, 2012,

Accordingly, it is my opinion that the issues in the remand phase of the
Companies’ current ESP cases must be resolved prior to any decision being
issued on the Stipulation ESP in this proceeding. The adjustments | have
recommended must also be recognized for purposes of computing the portion of
the MRO that is based on each Company’'s most recent SSO. Adopting the
Stipulation ESP without taking the steps | have recommended will embed
unlawfully authorized revenue in the rates and charges resulting from the

Stipulation ESP including, but not limited to, the PIRR.

Has the Commission issued a decision addressing the contested issues in
the remand phase of Case Nos. 08-917-EL-SS0O, ef al. since the time you

filed your testimony in this case on September 27, 20117
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Yes. On October 3, 2011, the Commission issued its Order on Remand. The
Commission’s remand decision authorized the Companies to continue to collect
2001-2008 environmental carrying costs but direcied the Companies to remove
POLR charges from their current rates. In addition, the Commission found that
there should be no adjustment to the phase-in deferral balance associated with
the phase-in to address, on a prospective basis, the unjustified POLR and
environmental carrying charges collected from the beginning of the ESP term
through the point at which the charges became subject to refund. The
Commission also found that there are no other areas in which it should similarly
address the flow-through effects of the Court's remand (e.g. USF and delta

revenues).

What are the impacts associated with the Remand Order’'s removal of
POLR charges from current rates?

Amounts of POLR revenues collected since the first billing cycle of June 2011
through the time that new tariffs take effect to remove the POLR charges from
current rates, will first be credited against the phase-in deferrals of CSP and
OPCo and then returned to customers by billing credits. In addition, new tariffs
will be put in place to remove the POLR charges from current rates. The POLR
revenue requirements originally authorized in the ESP case were $97.4 million
annually for CSP and $54.8 million annually for OPCo. To illustrate, if new tariffs
hecome effective on November 1, 2011 to remove the POLR charges from rates,
then potential revenues for the last two months of 2011 would be reduced by

approximately $16.2 million for CSP and $9.1 million for OPCo. In addition,
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during the period that the POLR charges were being collected subject to refund,
(the 5 months June 2011 through October 2011), the phase-in deferrals or
customer bilis would be reduced by approximately. $40.6 million for CSP and
$22.8 million for OPCo. Customer's net billing impacts however, may also be
impacted by changes to the FAC rafes that result from POLR revenues
decreasing, under the operation of the annual billing caps. However, the
foregoing discussion of the impacts of the Commission's Remand Order is
metely illustrative of the effect of the remand order as things presently stand with
the understanding that the results in the remand case may yet change as a result

of the rehearing process or further determinations by the Ohio Supreme Court.

Does this conclude your prepared direct testimony on the Stipulation ESP?
Yes. However, | reserve the right to update this testimony for responses to

discovery that are presently outstanding.
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