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Revised Direct Testimony of Daniel / . Duann, Ph.D, CRRA 
In Opposition ofthe Stipulation and Recommendation 

On Behalf ofthe Office ofthe Ohio Consumers' Coimsei 
PUCO Case Nos. IJ-346'EL-SSO et at. 

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. I am a Senior Regulatory Analyst with the 

Office of the Ohio Consumers* Counsel ("OCC"). 

Pi£ASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND 

PROFESSIONAL EXPERIENCE. 

I received my Ph.D. degree in public policy analysis from the Wharton School, 

University of Pennsylvania. I 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. I completed my undergraduate study in business 

administration at the National Taiwan University, Taiwan, Republic of China. I 

am a Certified Rate of Return Analyst conferred by die Society of Utility and 

Regulatory Financial Analyst in April 2011. 

I was a Utility Examiner II in the Forecasting Section of the Ohio Division of 

Energy, Ohio Department of Development, from 1983 to 1985. From 1985 to 

1986,1 was an economist with the Center of Health Policy Research at the 

American Medical Association in Chicago. In 1986,1 joined the Illinois 

Commerce Commission as a senior economist in its Policy Analysis and Research 

Division. I was employed as a senior institute economist at the National 

Regulatory Research Institute C*NRRI") at The Ohio State University from 1987 
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In Opposition ofthe Stipulation and Recommendation 

On Behalf ofthe Office ofthe Ohio Consumers' Counsel 
PUCO Case Nos. IJ-346-EL'SSO et al. 

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

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

3 

4 I joined die OCC in January 2008 as a senior regulatory analyst. My 

5 responsibilities are to assist OCC in participating in various regulatory 

6 proceedings that include rate cases, altemative legulation, cost recovery filings, 

7 and service reliability by Ohio utilities. In particular, I was part of the case team 

8 that analyzed die first Electric Security Plan ("ESF*) filing by Columbus 

9 Southern Power Company C'CSP') and Ohio Power Company COPC") 

10 (collectively, "AEP Ohio" or "Companies") in 2008.' I also conducted analysis 

11 and testified in AEP Ohio's 2009 Fuel Adjustment Clause Audit proceeding (Case 

12 Nos. 09-872-EL-FAC and 09-873-EL-FAC). I have submitted direct testimonies 

13 in the AEP Ohio Remand proceeding and in this proceeding addressing the 

14 Companies' ESP plan filed on January 27,2011 ? 

15 

16 Q3. HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY BEFORE THE 

17 PUBUC UTILITIES COMMISSION OF OHIO OR OTHER AGENCIES? 

18 A3. Yes. I have submitted expat testimony on behalf of OCC befwe the Public 

19 Utilities Commission of Ohio ("PUCO" or "Commission") in a number of cases 

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

' PUCO Case Nos. 08-9i7-EL-SSO et al. 

- PUCO Case r ^ . 11-346-EL-SSO et al. 
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1 Division of Energy, the Illinois Commerce Commission, and the Senate 

2 Committee on Energy and Public Utilities ofthe California Le^slature. 

3 

4 Q4. WHAT DOCUMENTS HAVE YOU REVIEWED IN THE PREPARATION OF 

5 YOUR TESTIMONY? 

6 A4, In addition to those documents that I identified in my esu*lier testimony filed on 

7 July 25,2011 in this i>roceeding, I have also reviewed certain documents related 

8 to the Stipulation and Recommendation ("Stipulation") filed in this proceeding on 

9 September 7,2011. Specifically, I reviewed the Stipulation and its attachments, 

10 the supporting testimonies filed on September 13,2011, die work papers related 

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

12 

13 Q5. WHAT ARE YOUR QUAUFICATIONS TO ADDRESS THE ISSUES 

14 DISCUSSED IN YOUR TESTIMONY? 

15 AS. I am a trained economist with over twenty years of experience in studying and 

16 analyzing the regulation of electric utilities in the United States. I am familiar 

17 with the major issues related to the ESP filed by AEP Ohio in January 2011 and 

18 die Stipulation filed in September 2011. I have participated and testified in 

19 several cases involving AEP Ohio before the PUCO in the last three years and 

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

* They include, but are not limited to, PUCO Case Nos. n-155-El^RDR, ll-1337-EL-RDR, I0-i63-EL-
RDR, n-I361-EL-RDR.09-756-EL-ESS.0&-786-EmNC,and IO-1261-E^UNC. 
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In Opposition ofthe Stiptdation and Recommetulaiion 

On Behalf of the Office ofthe Ohii? Consumers' Coun.vel 
PUCO Case Nos, ll'346'EL-SSOetaL 

1 Q6. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

2 A6, The puipose of my testimony is to explain OCC*s opposition to the Stipulation. 

3 On the advice of counsel, I understand tiiat die Commission may approve a 

4 stipulation only if die stipulation satisfies a three-prong test Hrst, the stipulation 

5 must be die product of serious bargaining among capable, knowledgeable parties. 

6 Second, the stipulation must benefit ratepayers and the public interest Hiird, the 

7 stipulation cannot violate any important regulatory principle or practice. 

8 

9 In my testimony, I will address the second and third prongs of this test. I 

10 conclude that the Stipulation does not benefit customers and the public interest 

11 and thus does not pass tiie second prong of the stipulation test I also find that the 

12 Stipulation violates several important and long-standing regulatory principles and 

13 practices and, consequendy, the Stipulation fails to meet the third prong of the 

14 test 

15 

16 Additionally, I provide comments on a number of provisions of the Stipulation. 

17 These provisions, in their current form, are ambiguous, unworkable, and not in the 

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

19 

20 Q7. PUBASE EXPLAIN WHY THE STIPULATION IX>ES NOT BENEFIT 

21 CUSTOMERS AND THE PUBUC INTEREST. 

22 A7. The Stipulation, in its current form, allows AEP Ohio K> collect a substantial rate 

23 increase from its customers, especially residential customers, over the term of the 
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1 proposed ESP. The Stipulation forces die customers of AEP Ohio to forego a 

2 variety of substantial rate and revenue reductions they may be entitied to in 

3 several proceedings pending before the Commission. These proceedings iirclude 

4 die AEP Ohio Remand, die 2009 AEP Ohio FAC Audit, die 2010 AEP Ohio FAC 

5 Audit (PUCO Case No. 10-1286-EL-FAC). and die recendy-filed Phase-in 

6 Recovery Ricter case (PUCO Case No. 11-4921-EL-RDR). 

7 

8 If these proceedings result in PUCO-ordered rate and other adjustments, such rate 

9 reductions or adjustments would need to be included in the baseline from which 

10 the proposed ESP rates and revenues impacts are measured as well as for purpose 

11 ofthe ESP-MRO comparison. When viewed from this perspective, the 

12 Stipulation will result in a very substantial rate increase to customers, especially 

13 residential customers. Based on a revised 2012 baseline before-ESP rate diat I 

14 have developed, I estimate that die Stipulation will increase the revenue paid by 

15 AEP Ohio's customers by about $1,122 billion ($458 million by CSP and $677 

16 million by OPC) over die dwee-year period of 2012,2013, and 2014.̂ * This 

17 amount of increase in total revenue to be collected from the customers of AEP 

18 Ohio exceeds die $339 million ($217 million by CSP and $129 million by OPC) 

19 revenue increase imputed from the testimonies of AEP Ohio by $783 million.' 

20 Over die same p^od of time, the yearly revenue collected by AEP Ohio, as a 

21 result of die Stipulation, will increase from $3,571 billion in 2012 (bef<»e the 

^ See Attachn^m DJD-I. 

^ See Attachment DJD-K. 
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1 Stipulation) to $4,028 billion in 2014, a 12.79% increase in yearly revenue 

2 collection.* Neither AEP Ohio nor other proponents ofthe Stipulation have 

3 justified this significant increase. 

4 

5 Furthermore, a disproportionate share of die increase in revenues will be collected 

6 from residential customei^. Specifically, for CSP, 68% of die total revenue 

7 increase over the three years is collected from residential customers.'' For OPC, 

8 52% of the total increase In revenue over die three years is collected from 

9 residential customers.^ And yet the estimated residential customers' share of total 

10 energy usage over die next three years is far less (43% in the case of CSP and 

11 28% OPC).^ I have conducted a more detailed analysis of the increases of other 

12 rate components, namely the Base Generation Rate, Total Generation Rate, and 

13 Total Rate. These results also indicate that a similar unfair burden is being placed 

14 upon the residential customers while odier customer classes will have fai less rate 

15 increases and even rate decreases in certain instances.'" 

^ See Attachment DJD-I. 

^Ilnd. 

"Ibid. 

^Vbid. 

'° See Attachments DJD-F. DJD^, and DJD-H. A summary is provWed in Table t 
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1 Q8. PLEASE EXPLAIN WHY THE STIPULATION VIOLATES IMPORTANT 

2 REGULATORY PRINCIPLES OR PRACTICES. 

3 A8. First of all, I find tiiat the ESP rates under the Stipulation are not more favorable 

4 in the aggregate as compared to the expected results that would otherwise be 

5 obtained dirough a market rate off^ ("MRO"). The stipulated ESP Uius fails to 

6 meet the legal requirements for Commission ai^oval of an ESP under Ohio 

7 statutes, and violates the state regulatory policy espoused under R.C. 

8 4928.143(C)( 1). Specifically, using a revised baseline ESP rate diat I have 

9 developed and accepting the assumption of the future market price of electricity 

10 proposed by PUCO Staff and applying a methodology similar to the one used by 

11 PUCO Staff,*' I find tiiat AEP Ohio's customers will liberally pay about $421 

12 million ($114 million in 2012, $135 million in 2013, and $171 million in 2014) 

13 more over three years under the ESP rates in the Stipulation than under a MRO 

14 option.'^ 

15 

16 Second, I find that die Distribution Investment Rider ("DIR") provisions in the 

17 Stipulation may violate some important and long-standing regulatory principles 

18 and practices. Specifically, I do not see the need of a DIR, especially in light of 

19 the fact diat AEP Ohio has a distribution rate case pending at the same time. 1 

20 find it troubling that the Stipulation includes an accelerated cost recovery 

n See Pre-filed Testimony of Robert B. Fbrtney. September 13,2011 at 3-6. 

*• See Attachment DJD-J. 
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1 mechanism such as the DIR without a demonstration of any benefits or need for 

2 this particular form of alternative regulation. 

3 

4 Third, I find diat die return on common equity ("ROE") of 10.50% contained in 

5 the Stipulation is not based on any supporting record in this proceeding. Thwe is 

6 no evidence presented that the stipulated ROE is related to its business and 

7 financial risk, nor that die return on equity (and consequently rate of return) on 

8 distribution investment is just and reasonable. Actually, die PUCO Staff has 

9 recommended a much lower ROE for AEP Ohio based on its review in AEP 

10 Ohio's pending distribution rate case.'^ The use of a stipulated ROB for 

11 distribution-related investment without any supporting evidence violates the long-

12 standing practice in Ohio which requires die rates for distribution services to be 

13 based on the cost of providing such a service. 

14 

15 Fourdi, die DIR provisions in die Stifmlation also have the potential of allowing 

16 double recovery of die return on and return of the distribution investments diat 

17 AEP Ohio is seeking to recover in its distribution rate case. AEP Ohio has filed a 

18 distribution rate case seeking a return on and of distribution investments as of a 

19 date certain, August 31,2010. Yet the Stipulation also permits die Companies to 

20 earn a return on and of diis same investment as the capital additions recognized in 

21 the DIR reflect gross plant in service incurred post 2000. 

** See Staff Report in PUCO Case No. n-351-EL-AIR at 14-l6andStaffRq)oit in PUCO Case No. 11-
352-EL-AIR at 14-16. 
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1 

2 Fiftii, certain Phase-In Recovery Rider/Securitization provisions contained in the 

3 Stipulation are ambiguous, unworkable and unreasonable. Specifically, the 

4 prohibition against adjustment to the book balance (of tiie phase-in deferral 

5 balance) at the end of 2011 is unreasonable and is not in the best interest of 

6 customers.'^ Based on my understanding of tl^ various related proceedings 

7 pending before the Commission, I believe diere is a strong probability that AEP 

8 Ohio has been actually over-collecting die costs of iliel and purchased power over 

9 die three-year period of the first ESP. Yet die Stipulaticm requires customers to 

10 forego this over-collection by prohibiting adjustment to die FAC phase-in deferral 

11 balance. In addition, there is no definition of or reference to what constitutes 

12 "suitable and appropriate legislation" to address the matter of securitization in the 

13 Stipulation.*^ The agreement to support in advance, any subsequent s^provals 

14 needed or tariffs required by AEP Ohio from the Commission to securitize the 

15 PIRR regulatory assets is unusual, given a complete lack of specificity of the 

16 approvals or tariffs required by AEP Ohio.** Finally, die provision in die 

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

*̂ Speci^caily, in the Stipulation paragraph IV, 6, A. at page 26, it is stated *The collection period for the 
PIRR will commence on an AEP (combined CSP and OPCo) basis for non-residential customers beginning 
January 12012 and will include a debt canying chaî ge of S.34% and calculated with no adjustment to the 
book balance as of year end 201 \ (die "modified PIRR"). subject to the terms of dris paragraph.** 

" See Stipuiation paragraph IV, 6 at 25-26, whteh states *The Signatory Parties agree to work in good faidi 
to pass suitable and appropriate l^slation to address die matter as expeditiously as reasonably possible arHi 
to support any subsequent approvals needed or tariffs required by AEP Ohio from tl^ Conunission to 
securitize the PIRR regulatory assets.** 

'*^fbid. 
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1 down) equal te the amount adjusted by the Commission or the Supreme Court of 

2 Ohio may be unworkable as there are usually some significant limitations in most 

3 securitization legislations on modifying the value of tiie regulatory asset 

4 underiying the securitization bonds. 

5 

6 Q9. PUSASB EXPLAIN WHY THE "2012 RATES BEFORE PROPOSED ESP" 

1 USED BY AEP OHIO IN ITS TESTIMONIES IS NOT A VAUD BASEUNE 

8 TO EVALUATE THE RATE AND REVENUE IMPACT OF THE 

9 STIPULATION. 

10 A9. The term "2012 Rates before Proposed ESP" is defined and used by AEP Ohio as 

11 a baseline rate in calculating tl^ percentage of rate increase in 2012,2013, and 

12 2014 under die Stipulation.*^ It is my understanding, based on a review of the 

13 testimonies and work papers filed by AEP Ohio* diat this **2012 Rates before 

14 Proposed ESP" is derived from die current 2011 Base Generation Rates widi 

15 additional elements. These elements are the estimated full fuel cost in 2012, the 

16 Ml 2011 Environmental Investment Carrying Charge Rider ("EICCR"), die 2011 

17 transmission and distribution costs, tiie 2011 Provider of Last Resort ("POLR") 

18 charge, and the estimated Phase-In Recovery Rider ("PIRR") to be started in 

19 2012. It is also my understanding diat diis "2012 Rates before Proposed ESF' is 

20 supposed to reflect the 2012 ESP rates the customers of AEP Ohio will face in tiie 

21 absence of an ESP as specified thn»igh die Stipulation. It has fully reflected tl» 

See Roush Te^mony filed on S^>tember 13.2011. Exhibit DMR-I. 

10 
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1 effects of fuel costs (widiout any cap) and those provisions approved in the first 

2 ESP. 

3 

4 As explained below, tills '*2012 Rates before Proposed ESP" as calculated by 

5 AEP Ohio witness Roush overstates die estimated 2012 electricity rates that die 

6 customers of AEP Ohio are likely to face before die implementation ofthe 

7 stipulated ESP. The "2012 Rates before Proposed ESF' is not a reasonable and 

8 valid baseline in calculating the increase in rates and revenues associated with the 

9 Stipulation for the following reasons: 

10 1, This **2012 Rates before Proposed ESF' does not include any 

11 prospective reduction in the Base Generation Rate (ofthe 

12 embedded environmental carrying charges) diat may occur as a 

13 result of the Remand proceeding; 

14 2. It does not include the complete removal ofthe POLR charges 

15 from die existing 2011 rates that may occur as a result of die 

16 Remand proceeding; 

17 3. It also fails to account for the cumulative "flow-through effect" on 

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

19 Generation Rate and POLR charge over die 2009 to 2011 period 

20 diat may occur as a result of the Remand proceeding. 

21 

22 In using the **2012 Rates before Proposed ESP" as die baseline in evaluating the 

23 rate and revenue impacts ofthe Stipulation, AEP Ohio is assuming there will be 

n 
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1 no reduction in rates and in the fiiel cost deferral balance for its customers from 

2 the AEP Ohio Remand proceeding. In agreeing to die Stipulation, the signatory 

3 parties are essentially agreeing in advance to forego any relief or recovery of past 

4 and current overpayments they may be entitied to from the Remand proceeding 

5 and die AEP FAC audit proceedings. This is an unreasonable concession to seek 

6 from customers and is a concession that could turn out to be worth hundreds of 

7 millions of dollars. I estimate that AEP Ohio, by using the "2012 Rates before 

8 Proposed ESP", understates die total revenue increase contained in die Stipulation 

9 by about $783 million (die difference between the $1,122 billion revenue increase 

10 I estimate and the $0,339 billion estimated by AEP Ohio) over the three-year 

11 period of2012 to 2014.*^ 

12 

13 QIO. PLEASE EXPLAIN YOUR THREE ADJUSTMENTS TO THE "2012 RATES 

14 BEFORE PROPOSED ESP**DEF1NED AND USED BY AEP OHIO. 

15 AlO. In order to provide a reasonable baseliiw to evaluate the rate and revenue 

16 increases ofthe Stipulation, I make three adjustments to the **2012 Rates before 

17 Proposed ESP" defined and used by AEP Ohio. These adjustments are reasonable 

18 and consistent with the position advocated by OCC in the Remand proceeding, 

19 following from the Ohio Supreme Court's reversal of portions ofthe 

20 Commission's Order in AEP Ohio's first ESP case. 

See Attachments DJD-I and DJD-K. 

12 
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1 First, I remove die carrying charges on 2001 to 2008 environmental investments 

2 from the Base Generation Rate component of the 2011 ESP rates. Second, I 

3 completely remove the POLR charges currendy being collected in a separate rider 

4 of die 2011 ESP rates. Third, I adjust die estimated FAC deferral balance at die 

5 end of 2011 to be "zero". As tiiere is no FAC deferral balance to be amortized, 

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

7 

8 QIL Pl£ASE EXPLAIN WHY THE ENVIRONMENTAL CARRYING CHARGES 

9 EMBEDDED IN THE 2011 BASE GENERATION RATE SHOULD BE 

10 REMOVED COMPLETELY. 

11 All . Under AEP Ohio's first ESP, the annual carrying charges on environmental 

12 investments arc collected through two different rates. The annual incremental 

13 carrying charges associated with the environmental investments made during the 

14 2001 dirough 2008 period are collected through die Base Generation Rate. The 

15 annual carrying charges on tiie environmental investments made after January 1, 

16 2009, on the odier hand, are being collected throu^ an EICCR that is updated 

17 annually. 

18 

19 I have been advised by counsel that there is no specific pnovision within R.C. 

20 4928.143(B)(2) that would allow the annual carrying charges on pre-January 1, 

21 2009 environmental investments to be included in an electric utility's ESP. It is 

13 
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1 OCC's position, confirmed by the Ohio Supreme Court'^ diat die statute permits 

2 an ESP to include only items listed in the statute, not unlisted items. 1 would note 

3 diat subsection (B)(2)(b) of die statute makes it clear tiiat die General Assembly 

4 did not permit capital asset investments diat predate die January 1,2009 Standard 

5 Service Offering to be included as part of die ESP. To suggest that the General 

6 Assembly would not allow capital investment predating the January 1,2009 SSO 

7 and yet allow carrying charges on that disallowed investment seems illogical. I 

8 have reviewed die compliance tariffs and work papers filed by AEP Ohio in die 

9 first ESP, and can confirm that these particular environmental carrying charges 

10 have been collected through the base generation rates since April 2009.^ 

11 

12 Q12. PLEASE EXPLAIN YOUR CALCULATION OF THE ENVIRONMENTAL 

13 CARRYING CHARGES EMBEDDED IN THE 2011 BASE GENERATION 

14 RATE. 

15 A12. Based on the compliance tariffs and workpap^^ filed by AEP Ohio in the first 

16 ESP on July 28.2009,1 identified die carrjdng charges on 2001 to 2008 

17 environmental investments allocated to different customer classes of AEP Ohio, 

18 and the 2009 energy usage (kWh) used in setting the compliance tariff. The 

19 embedded environmental carrying charge rates per kWh for different customer 

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

^̂  See Remand Decision at 12, Pari^raph 31. 

^ Based on die Compliance work papers filed by die Companies on Jidy 28,2009 in PUCO Case Nos. 08-
9I7.EL-SSO and 08-918-EL-SSO. 
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1 my calculation and die resulting environmental carrying charges embedded in the 

2 2011 base generation rate. 

3 

4 As for the aggregate revenue collected from AEP Ohio's customers associated 

5 with this particular environmental carrying charge, I have estimated the amount of 

6 incremental carrying charges associated with the 2001 dirough 2008 

7 environmental investments to be about $110 million ($26 million collected from 

8 CSP's customers and $84 million from OPC's customers) per year from 2009 to 

9 2011 depending on the actual energy used by different classes of customers over 

10 the first ESP period. If the Commission decides in the Remand proceeding that 

11 the carrying charges on the 2001 through 2008 environmental investments should 

12 be removed, then the customers of AEP Ohio should be due a refund of about 

13 $330 million in base gen^ation rates that the customers were charged during the 

14 tiuee-year term of tfie first ESP.-' I estimate diat $266 million has been collected 

15 ($63 million from CSP's customers and $203 million from OPC's customers) 

16 from April 2009 duough May 2011. For die last seven mondis of 2011,1 estimate 

17 that $64 million in environmental carrying charges is either being collected 

18 subject to refund or is still to be collected by AEP Ohio ($15 million from CSP's 

19 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 
classes of customers remain the same from 2008 to 2011. The actual revenues collected and to be coUected 
may be higher or lower dian the estimated figures. 

^ These revemie figures are derived based on the assumption that the annual revenue is collected equally 
each nK)nth ofthe year. 
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1 Q13. PLEASE EXPLAIN WHY THE POLR CHARGES EMBEDDED IN THE 2011 

2 ESP RATE SHOULD BE REMOVED COMPI£TELY. 

3 A13. It is my understanding diat the Ohio Supreme Court reversed the provisions of the 

4 ESP order authorizing the POLR charge.-^ llie Court stated: "In short, die 

5 manifest weight of die evidence contradicts the commission's conclusion that the 

6 POLR charge is based on cost"^" Ttie Court also indicated diat there is no 

7 evidence supporting the Commission's characterization of this charge as based on 

8 cost.^ The Court did allow the Commission to revisit the POLR issue. The Court 

9 stated that it expressed no opinion on whether a formula-based POLR char^ is 

10 per se unreasonable or unlawful, and advised that the Commission may consider 

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

12 

13 Nevertheless, in the Remand proceeding, I could not find any additional and 

14 credible evidence regarding AEP Ohio's actual costs of providing POLR service. 

15 On this basis, I conclude diat the existing POUR charge was not justified and 

16 should be removed from the existing ESP rate completely. Consequendy, any 

17 POLR charges embedded in die 2011 ESP rates should be removed, and AEP 

18 Ohio's customers are entitied to a return ofthe full amount of POI^ revenues 

19 collected since April 2009 plus interest 

23 See Renmnd Dedsio^i at 11, Paragraph 29. 

^n>id. 

^Tbid. 

See Remand Decision at 11, Par^raph 30. 
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1 I have reviewed die POLR-related tariffs of CSP and OPC currentiy in effect and 

2 diose in effect from April 2009 to May 2011. They are included in the Provider 

3 of Last Resort Charge Rider, Sheet No. 69-1 for CSP, and Sheet No. 69-1 for 

4 OPC filed by die Companies on May 27,2011. and the same tariff sheets filed by 

5 die Companies on March 30,2009. 

6 

7 I estimate diat die POUi revenue collected by AEP Ohio to be about $152 million 

8 ($97.4 million by CSP and $54.8 million by OPC) per year from 2009 dirough 

9 2011 depending on the actual energy usage of AEP Ohio's customers in these 

10 years.^ The estimated entire K)LR revenue collected in AEP Ohio's first ESP is 

11 about $457 million. So far during die ESP period from April 2009 dirough May 

12 2011. it is estimated diat AEP Ohio has collected about $368 million in POLR 

13 charges ($235.3 million du-ough CSP and $132.4 million dirough OPC). 

14 Additionally, about $89 million ($56.8 million tiirough CSP and $32 million 

15 tiirough OPC) in POLR will be collected in die last seven mondis of 2011. 

16 Currentiy a portion of the ¥OLR revenues is being collected, subject to refund. 

17 See Attachment DJD-C. 

^ Based on the Qm^liance work papers filed by the Companies on July 28,2009 in PUCO Case Nos. 08-
917-EL-SSO and 08-918-EL-SSO. 
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1 Q14. PLEASE EXPLAIN YOUR ADJUSTMENT TO THE FAC DEFERRAL 

2 BALANCE THAT IS TO BE AMORTIZED AND COLLECTS) THROUGH 

3 THE "PHASE-IN RECOVERY RIDER" OVER A SEVEN-YEAR PERIOD. 

4 A14. The diird adjustment to die "2012 Rates before Proposed ESP" is to re-set die 

5 FAC deferral balance (the underiying regulatory asset to the PIRR) at die end of 

6 2011 to reflect die true amount of fuel and purchased power costs being deferred 

7 in die first ESP period. I conclude diat it is likely tiiere would be no FAC cost 

8 being deferred in tiie first ESP if die flow-dirough effects of die Remand 

9 proceeding and the adjustments proposed or to be proposed in the 2009 and 2010 

10 AEP FAC Audit proceedings are fully reflected in rates. 

11 

12 As diere is no FAC deferral balance to be amortized, tiie PIRR scheduled to start 

13 in 2012 is also set at "zero." This adjustment in FAC deferral balance reflects die 

14 fact diat die estimated amount ($634 million) of non-FAC revenues 

15 (environmental carrying charges and POLR charges) over-collected by AEP Ohio 

16 during die period of April 2009 to May 2011 already exceeds die current estimate 

17 ($628 million) of die FAC deferral balance at die end of 2011 .^ Tlie estimated 

18 over-collection of $634 million does not include any additional reduction in 

19 carrying charges associated witii the montiily reduction in the FAC deferral 

20 during the period of 2009 to 2011. Nor does it include any proposed adjustments 

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

See die Application in PUCO Case No. I l-4921-EL^RDR. 
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1 Under the FAC deferral mechanism approved by the Commission in AEP Ohio's 

2 first ESP case, die reduction of die FAC deferral is directiy related to die removal 

3 of environmental carrying charges and die POLR charge. The phase-in deferral 

4 balance is comprised of the actual fuel expenses tiiat have not been collected 

5 through die FAC rates and the carrying costs associated widi the shortfalls of fuel 

6 expense collection,^ The FAC rates during the first ESP, in turn, arc limited to 

7 the amount of fuel expenses that would be collected fix)m customers such that 

8 total rcvenues would not exceed the Commission-ordered "caps" on annual 

9 revenue for CSP and OPC. Under die FAC and rate caps set by the Commission 

10 in AEP Ohio's first ESP, die FAC rates for CSP and OPC are essentially "residual 

11 values" between the capped rates and the sum of all non-FAC rates. If the sum of 

12 all non-FAC rates (which include the base generation rate, the POLR charge, and 

13 other riders) were reduced as a result of die remand proceeding* the allowed FAC 

14 rates (that is amount of FAC expenses collected, as a residual value, from 

15 customers) would increase. As the FAC rates increase, the amount of fuel 

16 expenses being deferred, and the carrying costs associated with the fuel expense 

17 deferral would decrease. Consequendy, if the environmental carrying charges 

18 embedded in the base generation rate and the POLR charge were removed, die 

19 phase-in FAC deferral balance would be reduced accordingly. 

20 

29 For a description ofthe method and calculation ofthe FAC deferral balance, see AEP Ohio's Application 
filed on SeptembCT 30,2009 in PUCO Case No. 09-872-EL-FAC. 
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1 1 have estimated that the total amount f<»- the environmental carrying charges 

2 embedded in die base generation rate and the POLR charge coll^:ted by AEP 

3 Ohio during die time period of April 2009 to May 2011 to be about $634 million 

4 ($298 million was collected from CSP's customers and $335 million from OPC's 

5 customers). See Attachment DJD-D. 

6 

7 Q15. PLEASE EXPLAIN THE TERM "REMAND-REVISED 2012 RATES 

8 BEFORE PROPOSED ESP" USED IN YOUR ANALYSIS OF THE RATE 

9 AND REVENUE IMPACT OF THE STIPULATION. 

10 A15. The "Remand-Revised 2012 Rates before Proposed ESF' is die baseline ESP rate 

11 I used for the analysis regarding the rate and revenue impacts ofthe Stipulation. 

12 It represents die estimated electricity rate tiie customers of AEP Ohio will likely 

13 face in 2012 before the implementation of the ESP as proposed in die Stipulation. 

14 In calculating diis "Remand-Revised 2012 Rates before Proposed ESP", I used 

15 the same fuel cost (full amount without any cap), EICCR rate, transmission rate, 

16 and distribution rate calculated and presented by AEP Ohio. Hien I applied the 

17 three adjustments: a lower Base Generation Rate, a FOLR charge set at "zero" 

18 and a PIRR rate set at **zero" I described earlier in my testimony. I believe this is 

19 a reasonable and valid baseline rate. The "Remand-Revised 2012 Rates before 

20 Proposed ESP" as well as the stipulated rates presented by AEP Ohio for different 

21 classes of customers are inesented in Attachment DJD-E. 

22 
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1 Q16. PLEASE SUMMARIZE YOUR FINDINGS REGARDING THE INCREASE 

2 IN BASE GENERATION RATE, TOTAL GENERATION RATE, AND 

3 TOTAL RATE, BY CUSTOMER CLASS, AS A RESULT OF THE 

4 STIPULATION. 

5 A16. By using the various rate components of the "Remand-Revised 2012 Rates before 

6 Proposed ESP" as the baseline for comparison, I calculated the percentage 

increases in rates for different classes of AEP Ohio's custom«-s 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 DJD-

G. A summary of the percentile increase in Total Rate is shown in Attachment 

DJD-H. The percentage increases of these three rate components all indicate that 

residenti^ customers are expected to have much higher and disproportionate 

percentages of rate increases than other major customer classes such as GSl, GS2, 

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

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

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

Customer 
Class 

RS 

GSl 

GS2 

CSP 

Base 
Generation 
Rate 

78% 

-39% 

-34% 

Total 
Generation 
Rate 

20% 

-27% 

-24% 

Total 
Rate 

17% 

2% 

5% 

OPC 

Base 
Generation 
RateG 
47% 

-19% 

-3% 

Total 
Generation 
Rate 

22% 

-8% 

0% 

Total 
Rate 

20% 

14% 

21% 
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GS3 

GS4/IRP 

All 
Customers 

15% 

128% 

45% 

- 1 % 

20% 

9% 

7% 

10% 

12% 

19% 

15% 

20% 

10% 

9% 

11% 

10% 

2% 

13% 

1 

2 Q17. PLEASE SUMMARIZE YOUR FINDINGS REGARDING THE 

3 PERCENTAGE SHARE OF THE INCREASE IN TOTAL REVENUE, BY 

4 CUSTOMER CLASS, AS A RESULT OF THE STIPULATION. 

5 A17. I have calculated the percentage share of the increase in total revenue to be 

6 collected for different classes of customers under the Stipulation. See Attachment 

7 DJD-L Once again, residential customers are asked to bear a very high 

8 percentage of the increase in total revenue. For the three-year period of 2012, 

9 2013, and 2014, CSP's residential customers are expected to pay an additional 

10 $311 million, 68% of the total revenue increase of $458 million. For the same 

11 time period, OPC's residential customers are expecting to pay $351 million, 52% 

12 of the total revenue increase of $677 million. The percentage shares of the other 

13 four major customer classes, GSl, GS2, GS3, and GS4/IRP are considerably 

14 lower. In the case of CSP, GS3 customers have the second highest percentage 

15 share of 16% of total revenue increase. In die case of OP, GS2 customers have 

16 the s&:ond highest percentage share of 27%. A summary of the percentage share 

17 of the increase in total revenue is shown in Table 2. Notably, the signatory parties 

18 have not shown any credible rationale for die revenue distribution; nor can it be 

19 claimed that die stipulated rate increases among different customer classes are 

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

Customer Class 

RS 

GSl 

GS2 

GS3 

GS4/IRP 

2012 

CSP 

62% 

1% 

7% 

21% 

8% 

OPC 

48% 

3% 

32% 

18% 

-5% 

2013 

CSP 

70% 

0% 

5% 

15% 

8% 

OPC 

54% 

2% 

27% 

16% 

-3% 

2014 

CSP 

69% 

0% 

4% 

15% 

11% 

OPC 

53% 

2% 

24% 

17% 

3% 

2012-2014 

CSP 

68% 

0% 

5% 

16% 

9% 

OPC 

52% 

2% 

27% 

17% 

- 1 % 

3 QIS. PLEASE EXPLAIN YOUR CALCULATION OF THE "BASEUNE ESP 

4 RATE" USED IN YOUR ANALYSIS REGARDING THE COMPARISON OF 

5 THE ESP OPTION (AS SPECIFIED IN THE STIPULATION) AND THE 

6 MRO OPTION 

7 A18. As advised by counsel, one of the legal requirements for the approval of an ESP 

8 (as specified in ihe Stipulation in this proceeding) is that the rates, terms, and 

conditions under the Stipulation (as an ESP) are more favorable in the aggregate 

as compared to the expected results that would otherwise be obtained through a 

market rate offer. Hie statute also provides specific guidelines on making this 

ESP-MRO comparison. PUCO Staff witness Robert B. Fortney has concluded 

that during die diree-year period of 2012 to 2015, die ESP (Stipulation) option is 

slightiy more favorable than the MRO option. \ 

9 

10 

11 

12 

13 

14 

15 
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1 In making my own comparison, I generally follow Mr. Fortney's methodology 

2 and some of die data used such as die projected maricet price of electricity and the 

3 transmission adjustment. However, I did not use the "Current Market 

4 Comparable Total Generation" defined and calculated in his analysis as the 

5 Baseline ESP Rate required in estimating die blended MRO price. I conclude that 

6 the full impact of die Remand proceeding, that is, die removal ofthe 

7 environmental carrying charge and the POLR charge and the flow-through effect 

8 on FAC deferral balance, must be reflected in die baseline 2011 ESP rate. Even 

9 tiiough die Commission has not decided the Remand proceeding, I believe, as a 

10 better protection of the customer and public interest, it is reasonable to apply a 

11 stringent but reasonable assumption in making this ESP-MRO comparison. It 

12 should also be noted diat die "Remand-Revised 2012 Rate before Proposed ESF' 

13 may also overestimate the 2011 Baseline ESP Rate as the effects of tiie pending 

14 2009 and 2010 FAC Audit cases are not reflected in die baseline ESP rates I 

15 proposed and calculated in making die ESP-MRP comparison. In this regard, it is 

16 possible that the actual cost advantage of the MRO option ov^ the Stipulation 

17 (ESP option) is even larger than my calculation here. 

18 

19 I used die **Remand-Revised 2012 Rate before Proposed ESP" calculated earlier 

20 in my testimony plus die 'Transmission Adjustment" as die "Baseline ESP Rate" 

21 in making die ESP-MRO comparison. The results are shown in Attachment DJD-

22 J. 

23 

24 
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1 Q19. PLEASE DEFINE AND EXPLAIN YOUR CALCULATION OF THE "MRO 

2 RATE" USED IN YOUR COMPARISON OF THE ESP OPTION AND THE 

3 MRO OPTION. 

4 A19. The "MRO Rate", according to die statute, is a blending of die most recent ESP 

5 rate and the expected market price of electricity. In my analysis, the "Baseline 

6 ESP Rate" is used as the most recent ESP price. The expected market price for 

7 electricity is the same as those provided by PUCO Staff witness Johnson in his 

8 testimony, with the exception of the 2014 projected market price."*** The 2014 

9 projected market price I used ($67.49 per MWH) is the average of the January 

10 2013 duough May 2014 market price ($61.38 per MWH) and die June 2014 

11 tiirough May 2015 price ($73.59 per MWH) estimated by Staff witness Johnson. 

12 The blending ratios are 90% of the most recent ESP price plus 10% of expected 

13 market price for the first year, 80% of die most recent ESP price plus 20% of 

14 expected maricet price for die second year, and 70% of die most recent ESP price 

15 plus 30% of expected market price for the diird year.̂ * 

16 

17 Q20. PI£ASE SUMMARIZE YOUR FINDINGS REGARDING THE 

18 COMPARISON OF THE STIPULATED ESP OPTION AND THE MRO 

19 OPTION. 

20 A20. A detailed comparison of die ESP-MRO options in 2012,2013,2014, and die 

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

^ See Pre-filed Tesdnrony of Daniel R. Johnson, August 4,2011 at 32. 

' 'See R.C. 4928.142(D). 
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1 that AEP Ohio's customers will likely pay $351 million more in generation costs 

2 under die Stipulation dian under drc MRO option. Therefore, I conclude diat the 

3 ESP option specified in the Stipulation is not more favorable in the aggregate than 

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

5 

6 Q2L HAVE YOU REVIEWED OTHER TERMS AND CONDITIONS OF THE 

1 STIPULATION AS PART OF THE ESP-MRO COMPARISON. 

8 A2L Yes. I read the other terms and conditions specified in the Stipulation and 

9 considered some of tiiese t^ms and conditions. It is my understanding diat the 

10 required MRO-ESP comparison does include rates and other terms and 

11 conditions, including, for example, any deferral and future recovery of deferral.'̂ ^ 

12 Nevertheless, I conclude that the effects of diese terms and conditions, if any, do 

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

14 

15 Q22. PLEASE COMMENT ON THE PHASE-IN RECOVERY RIDER (PIRR) 

16 PROVISIONS OF THE STIPULATION. 

17 A22. AEP Ohio (Ohio Power Company) filed an application on September 1,2011 for 

18 approval of a mechanism to recover deferred fuel costs accumulated during the 

19 first ESP (the "PIRR" proceeding).^ The process for collecting die phase-in FAC 

*̂  See R,C. 4928.143(C)(1). 

" Application for Approval of a Mechanism to Recover Deferred Ptiel Costs (PUCO Case No. 11-4921 
EL-RDR). 
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1 deferral balances at the end of 2011, if any, starting January 2012 dirough 

2 December 2018 was provided in the order of the first ESP filing. However, the 

3 amount of the deferral balance to be recovered tiirough the PIRR is still to be 

4 determined by the Commission. This PIRR proceeding is part of the Stipulation 

5 at die present time, and diere arc several provisions in die Stipulation related to 

6 die PIRR. 

7 

8 First of all, I conclude that there is no need for a PIRR as there is likely no 

9 regulatory asset associated with FAC deferral at the end of ^ 1 1 . As discussed 

10 earlier in my testimony, die FAC deferral balance of AEP Ohio at die end of 2011 

11 should be set at "zero" after die effects of die Remand proceeding and the FAC 

12 Audit proceedings are fully accounted for. 

13 

14 Second, the Stipulation's prohibition against adjustments to the book balance at 

15 the end of 2011 is unreasonable and is not in the best interest of customers. In 

16 addition to the flow-through effects of removing die POLR charge and the 

17 environmental carrying charge embedded in base generation rate on the FAC 

18 deferral balance, three FAC audits that have been completed or will be completed 

19 and will likely to result in further reduction of the FAC deferral balance at the end 

20 of 2011. There is a strong probability that AEP Ohio has been actually over-

21 collecting the costs of fuel and purchased power over die diree-year period of die 

22 first ESP. 

23 
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1 The record for the 2009 FAC Audit has been completed and the case has been 

2 briefed. The 2010 FAC Audit was completed and a procedural schedule has been 

3 set*^ It is expected to go to hearing in October 2011. In both proceedings, there 

4 are disagreements regarding die amount of prudentiy-incurrwi FAC costs in 2009 

5 and 2010 diat should be allocated to AEP Ohio's retsul customers. The amounts 

6 of possible adjustment in the FAC costs allocated to retail customers are 

7 substantial. Hie PIRR proceeding should not be resolved through the Stipulation. 

8 The pending PIRR proceeding should be decided separately from this proceeding 

9 and should fully reflect the expected outeome of the three FAC audit cases. Any 

10 PIRR rate, if authorized by the Commission before the completion of the three 

11 FAC audits, should be collected subject to refund. 

12 

13 023. PLEASE COMMENT ON THE SECURITIZATION PROVISIONS OF THE 

U STIPULATION. 

15 A23. If die Commission decides that a PIRR rate should still be approved, the 

16 provisions in the Stipulation regarding securitization of die FAC regulatory asset 

17 need to be modified or removed. First, I have been advised by counsel that 

18 existing statutes, specifically O.A.C. 4928.143(B)(2)(f). already provide for a 

19 securitization based on die phase-in deferral balance under the ESP. AEP Ohio 

20 had the option to propose a securitization plan in the proposed ESP under existing 

21 statutes and choose not to do so. 

^ See PUCO Case No. I0-I2^EL-FAC. 
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1 Second, the securitization provisions in die Stipulation are ambiguous and 

2 unworkable. There is no definition of "suitable and appropriate legislation" to 

3 address the matter of securitization. The advance agreement to support any 

4 subsequent approvals needed or tariffs required by AEP Ohio from the 

5 Commission to securitize the PIRR regulatory assets is highly unusual given diat 

6 die Stipulation is not specific as to what the stipulating parties are agreeing to, nor 

7 as to what AEP Ohio will propose. 

8 

9 Third, the provision in the Stipulation requiring AEP Ohio to use a mechanism to 

10 make an adjustment (up or down) equal to the amount adjusted by die 

11 Commission or the Supreme Court of Ohio is in all likelihood an empty promise. 

12 Based on my understanding of possible new securitization legislation, there will 

13 be strict limitations regarding any possible adjustments of an underlying 

14 regulatory asset once the regulatory asset is being securitized. Obviously, in this 

15 proceeding, I am not going to discuss specific provisions of any possible new 

16 legislation on securitizati<m. I am not proposing to put any restriction on possible 

17 securitization legislation as it is not a subject of my testimony. But I do believe 

18 that any regulatory asset should not be securitized until the value of the regulatoiy 

19 asset is finalized and all appeals of all proceedings underlying the regulatory asset 

20 are exhausted. This is the best approach for AEP Ohio's customers and AEP 

21 Ohio. Hie Stipulation fails to adopt diis reasonable approach. 

22 
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\ Q24. PLEASE COMMENT ON THE DISTRIBUTION INVESTMENT RIDER 

2 (DIR) PROVISIONS OF THE STIPULATION. 

3 A24. The establishment of a DIR effective January 2012 based on post-2000 

4 investment, as proposed in the Stipulation, is unnecessary and problematic given 

5 that AEP Ohio already has filed a distribution rate case and the discovery and 

6 review of the distribution rate case is well underway.*'̂  There are three problems 

7 related to die DIR provisions of the Stipulation. 

8 

9 First, the ROE of 10.50% contained in the Stipulation is not based on any 

10 supporting record of this proceeding and there is no evidence presented that the 

11 stipulated ROE is related to the business and financial risk facing AEP Ohio. 

12 There has been no evidence presented that a ROE of 10.50% is a just and 

13 reasonable return for equity investors on such investment In fact, the PUCO 

14 Staff has recommended a much lower ROE for AEP Ohio based on its review in a 

15 pending AEP 

^ The Staff Reports of die AEP Ohio distribution case were issued on September 15.2011. 
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1 Ohio distribution rate case. The use of a stipulated ROE, unrelated to the business 

2 and financial risk facing AEP Ohio and not shown to be just and reasonable 

3 violates die long-standing practice and statutes in Ohio for setting the rates of 

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

5 

6 llie DIR provisions in die Stipulation also have the potential of allovtdng double 

7 recovery by AEP Ohio of die return earned on and ofthe same capital investment, 

8 specifically die distribution investment made after 2000 through August 31,2010 

9 (the Date Certain of the pending distribution case). The pending distribution rate 

10 case, as a stand-alone traditional rate case, allows AEP Ohio die opportunity to 

11 collect the return of and return on the incremental net plant in-service after 2000 

12 through die date certain. The DIR provisions in the Stipulation provide anodier 

13 opportunity for AEP Ohio to earn a return on and of the same distribution 

14 investments sub^ t to a prudency review each year. Hiere is no guarantee that a 

15 prudence review each year can prevent the double recovery of return earned on 

16 distribution investments made in this particular period of time. 

17 

18 Hie DIR is mainly an accelerated cost recovery mechanism. I was advised by 

19 counsel tiiat current statutes, in particular R.C. 4928.143(B)(2)(h), allow an ESP 

20 to include distribution investments, subject to certain limitations. Specifically, as 

21 advised by counsel, the statutes require a showing of the need for such 

22 investment In this proceeding, AEP Ohio has not shown a compelling need for 

23 distribution infrastructure <x modernization investments. Moreover, the 
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1 Commission has not examined the reliability of AEP Cttiio's distribution system 

2 in this proceeding, which it must do before a(^roving distribution infrastructure 

3 investment under an ESP. 

4 

5 Additionally, as a matter of sound regulatory policy, an accelerated cost recovery 

6 mechanism such as the DIR should be approved only if there is a clear showing of 

7 the benefits of allowing such an accelerated recovery. AEP has failed to show the 

8 need for such accelerated recovery. AEP Ohio always has the means to collect 

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

10 

11 Q2S. DOES THIS CONCLUDE YOUR TESTIMONY? 

12 A25. Yes. However, I reserve the right to supplement my testimony in die event that 

13 AEP Ohio, PUCO Staff or other parties submit additional testimonies or 

14 comments, or if new information or data in connection with this proceeding 

15 becomes available. 
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ATTACHMENT DJO-A 
Estimations o f Embedded Environmental C a r r y i i ^ Charges In Base Generat ion Rate and Itemand-Revisad 2011 Bas« Generat ion Rate 

^ n y i n g 
CharsM 

Embeddtd in 
2009-»»U 

Gcfwratiwi 
2001-2008 

Snvtmwneiital 
Carrying Charges* kWli* 

20111 
isntr 
Rate*** 

20U 

CSP 
R5 
fiSl 
fiSl 
« 8 
m$/mp 
AL 
SL 
SBS 
Joint 5.T. 
SUSTOfAL 

OP 
RS 
GSl 
fiS2 

es3 
GSA/atP 
EH€ 
EHS 
SS 

n 
OL 
SI 
SBS 
Joint S.T. 
SUBTOTAL 

$8,621,312 
$986,257 

$4,630,400 
$9,258^54 
$1,640,932 

$91,589 
$28,399 

$0 
$742>1S7 

$26,000,000 

$26,016,192 
$1,832,864 

$15,2Q7,9U 
$18,387,785 
$17,045,983 

$57,598 
-S332 

$194,637 
$0 

$427,503 
$379,476 

$12,206 
$4,438,173 

$84,000,001 

7,439,101,236 
362312.064 

1,773,536361 
7,119,538,837 
2.660557,378 

53,767.943 
39.788,122 

0 
2,233,977.978 

21,682380319 

7,496,610363 
372,084378 

3,463.583398 
6,243.044.003 
6355.687,138 

24,990.K6 
468.949 

54,782,462 
0 

58.236,191 
66331,404 

1,160,674 
2,234,013396 

26,970,793/414 

$0.115892 
$0.272212 
$0.261083 
$0.130050 
$0J)61676 
$0.170341 
$0.071376 

$0.033221 
$0.119912 

$0.347039 
$0.492593 
$a439080 
$0294532 
$0245065 
$0.230484 

-$0.070797 
$0355291 

$0734093 
$05/2091 
$1.051630 
$0198664 
$0^11448 

$2.01 
S4.57 
S4.40 
$2.20 
$0.94 
$239 
$1.81 
$2.79 

S2.02 

S2.41 
S342 
$3.05 
$2.05 
S134 
S1.49 
iOJOO 
S2.47 
S0.42 
$632 
S737 

$45.79 

$2^6 

$1394108 
$4J>977SS 
$4.138917 
$2.069950 
$0.878324 
$2.719659 
$1.738624 
$2.790000 

$1.900088 

$2.062961 
$2.927407 
$2.610920 
$1.755468 
$1.294935 
$1.259516 
$0.070797 
$2.114709 
$0.420000 
$6.185907 
$6.797909 

$44.738370 

$1.848552 

AEP OMo $110,000,001 48,653374,333 $0226089 $2.10 $1373911 

Source*: 
* CMipllaiKt TliriRl wiri Mtork Pipan msd en Ally 28k 2009 In C^M IIB>. O f r M T ^ E t ^ 
* " ttlnlMd by 4I«Mbi( i lw * lon-20{o E in l rwimni i ] Cinryliv 

* * * E N N M DMR-I, |N«a 1 of 2 of tvtfaicmy A M by AEP w t t n m DavM M. R ^ 

**«*CilnilMidfeydaductlncth«-EmlwM«dEinriramnwitriCarryli«Clia^ 



ATTACHMENT DJD-B 

Estimate of Revenues Collected Under Base Generation Rate for Annual Envfronmental Carrying Charges (2009-2011) 

Estimated Revenue 

Revenues (April (June 2 0 1 1 - Estimated Total 

Annual Amount As 2009 - May December ESP (April 2 0 0 9 ' 

Filed In ESP Tariffs Month ly Average 2011) 2011) December 2011) 

<a) (b) (c) (d) 

CSP $26,000,000 $2,166,667 $62,833,333 $15,166,667 $78,000,000 

OP $84,000,001 $7,000,000 $203,000,002 $49,Q00/)01 $252,000,003 

AEP OMo $110,000,001 $9,166,667 $265,833,336 $64,166,667 $330,000,003 

Sources: 
(a) CompOance TarHft and Work Papm FOod an July 28,2009, piee 60 for CSP and pace 71 for OPC In Caie Net. 0 8 - 9 1 ^ 
(b) Anmii4 Amount divided by 12. 
(c) For Apifl 2009 throufli December 20D9 AEP Ohio was dIoMwd to collect the liiH annual imount of Increase r e s u l t 
(d) June 2011 t h r o t ^ December XQtl Is 7 months. 



ATTACHMENT DJD-C 

Estimate of Revenues Collected Under POLR Charge Rider (2009-2011) 

Estimated 
Revenue pune 

Annual Amount Estimated Revenues 2011- Estimated Total 
As Filed In ESP Monthly (April 2009 • May December ESP (April 2009 -

Tariffs Average 2011) 20U) December 20U) 
„ (a) (bl (c) (d> 

CSP 

OP 

$97,384,098 $8,115,342 $235,344,904 $56,807,391 $292^52,294 

$54,801,769 $4,566,814 $132,437,608 $31,967,699 $164.405307 

AEP Ohio $152,185,867 $12,682,156 $367,782,512 $88,775,089 $456,557,601 

Sources: 

(e) Compliance Tariffs end Work Papers Filed on July 28,2009, page 60 for CSP and page 71 for OP in Case Nos. 0«-919-El-«SO et al. 

(b) Annual Ammount divided by 12. 
(c} l^r April 2009 ttuvugh December 2009, AEP Ohio eras allowed to collect tbe annual amount of increase resulting in a total of 29 montN of ^ 

(d) June 2 0 U through December 2011 b 7 months. 



ATTACHMENT DJD-D 

Estimate of Revenues Collected (E)a:luding Carrying Cost on Deferral) Under Base Generation Rate and POLR Adjustments (20( 

Generation 
Rate 

(a) 
pout Total 

April 2009 

CSP 

OP 

AEP Ohio 

June 2011 

CSP 

OP 

AEP Ohio 

-May 2011 

$62,833,333 

$203,000,002 

$265333.336 

-September 2011 

October 2011-

CSP 

OP 

AEP Ohio 

Total 

$8,666,667 

$28,000,000 

$36,666,667 

December 2011 

$6,500,000 

$21,000,000 

$27,500,000 

$235,344,904 

$132,437,608 

$367,782,512 

$32/461.368 

$18,267,256 

$50,728,624 

$24,346,026 

$13,700442 

$38,046,468 

$298,178,237 

$335,437,610 

$633,615,848 

$41,128,035 

$46,267,256 

$87,395,291 

$30,846,026 

$34,700,442 

$65,546,468 

CSP 

OP 

AEP Ohio 

$78,000,000 

$252,000,003 

$330,000,003 

$292,152,294 

$164,405,307 

$456,557,601 

SouKKs: 
(e) CompBance Tarifft end Work Papers FNcd on July 38* 2009 and 
<b) ConipRance nrHFs end Work Papers Ftlid on July ZS. 2009 and 

$370,152,294 

$416,405,310 

$786,557,604 

AttacfammtDID-B. 



REVISED ATTACHMENT OID-E ( l o f Z ) 

Remand-̂ tetAEed V i m Rates Before ESP and Summary of Stipuleted ibMe inoeases 

CSP 

RS 

ess 

6S2 

S » 

M. 

SI 

SBS 

OP 

SubtoHl 

AS 

1S51 

GS2 

6S3 

GS*An> 

EHS 

ais 

ss 

ft 

01 
SL 

Gan. 

Futt 

FAC 

Rwnind^tertwd M t t l Rates a«fare Pioposatf ESP^ 

F i l l 

Env. 
Idol Cumnt Current 

Trans. PIrt. 
PhMe^n 

POLR -ntii 

2.01 

4 57 

H M 

2 20 

0.94 

2.89 

1.81 

279 

2.02 

2-ai 

3.A2 

3.05 

2.0S 

LSI 

1.49 

0.00 

2.-17 

0.42 

6.92 

7.37 

45.79 

3.6$ 

3.65 

3 ^ 

3.60 

3.46 

3.85 

3.6S 

3.46 

3.sa 

3.16 

3.16 

3.n 
3.(& 

2.96 

3.16 

3.16 

3.16 

3.16 

3.16 

3.16 

2 3 6 

a i l 
a26 
0.25 

0.13 

aos 
a 2 6 

0.10 

a i 6 

0.12 

OOB 

ai2 
0.10 

0.07 

om 
DJ)6 

0.00 

0.06 

0.01 

0 2 4 

OJS 

L56 

5.77 

8.4S 

8,29 

5,93 

4,45 

6.70 

556 

6,41 

5.73 

5.65 

6.70 

6.28 

5.21 

457 

4.70 

3.16 

5.71 

3.59 

10.32 

10.78 

50J3 

0 8 2 

O70 

0 7 5 

0.68 

0 7 0 

0.22 

0 2 2 

1.72 

0.72 

DJS 

0.70 

O60 

0.59 

OS6 

1.03 

0.65 

0.65 

O60 

0 2 7 

0 2 7 

1077 

4.00 

3.63 

2.41 

1.S9 

0 2 8 

13.66 

7.38 

0 3 4 

2.46 

3.41 

4.04 

2.10 

1.4» 

0 2 5 

2.81 

0.81 

2.15 

2.71 

10.19 

7.51 

41.27 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

10.59 

12.81 

11.45 

8.10 

5.43 

20,58 

13 16 

8.47 

8.91 

9.91 

11.44 

8 98 

7.29 

5,38 

S54 

4.62 

8.51 

5.90 

2a78 

18.56 

111.37 

3032 l i r t « f i > W l W w p B W d ESP* ' 

ease 

FAC 

3.22 

2.52 

2.63 

2.29 

1.93 

0.S4 

0.54 

2.88 

2.63 

3.20 

2.S0 

2.66 

2.20 

1.57 

2.68 

^70 

2.70 

2 3 5 

0.54 

OS4 

69.20 

3.38 

3.38 

3.37 

3.33 

3.20 

3.38 

3.38 

3.20 

3.33 

3.36 

3.36 

3.35 

3.30 

3.20 

3.38 

3.38 

3.38 

3.38 

3.38 

3.38 

3.20 

Total CuiTant 

Gtn. Trans. 

^ o j . 

Dfs t POLR 

Ph»e* ln T w a i t i o n 

( M t r RItftr Tota l 

6.60 0.82 4.40 

5.B9 O70 3.98 

6.00 075 2.62 

5.62 056 1>72 

5.13 0.70 0.30 

3.91 022 15.26 

3.92 0.22 8.21 

fc07 1.72 0.36 

-029 U.53 

023 2.34 13.14 

1.04 0:23 1.58 12.21 

.0.06 0.23 053 8.56 

-0.13 0J2 -053 5.69 

923 3.62 23J4 

0J3 1.97 14JS6 

032 026 8.63 

5.95 0.72 Z69 0.01 0.13 04)5 9.56 

6 5 7 

5.87 

6.00 

5.50 

4.76 

6jas 

6 M 

64)6 

S.72 

3.91 

3.92 

7239 

oes 
O70 

O60 

0 5 9 

0 5 6 

1.03 

0 6 5 

0.65 

0 6 0 

0 2 7 

0 2 7 

19.77 

3.7S 

4.46 

2.29 

LOO 

0 2 7 

3.08 

0 8 4 

2.34 

2.97 

11.37 

S.38 

46.24 

1.06 

-019 

-0.31 

0 2 3 

0 2 3 

0 2 2 

0 2 2 

0 2 3 

0 2 3 

0 2 3 

0 2 3 

0 2 3 

0 2 3 

0.23 

-O06 

t 6 8 

OS4 

0 1 0 

^>J4 

-054 

-161 

0 1 2 

-1.49 

8.16 

7.82 

-11.77 

11.10 

12.94 

10.72 

7 J » 

5.27 

9.75 

5.19 

9.43 

6J)4 

23.9S 

2052 

12655 

Subcoul 3X» 007 5.31 06S 1.77 253 350 065 1-94 -OOl 016 006 B.43 

AEP Ohio 2.10 349 0JO9 056 2.05 2.45 351 5.76 068 124 OOO 0.15 O06 858 

Pereentege Increase Over 2012 Rates Before Proposed ESP 

P e r c e n t i ^ Increase Over PreiHous Year 

8.16K 

8.16% 
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REVISED ATTACHMENT 0 J & « (2 o f 2) 

Remmd-fle^ied 2012 Rates Bsfbra E 9 and Sumnnwy of Stipulated Rait Inveasts 

aas i l r tuwMi f tawadBSP" aOURaNuiiiHtliWraaaaadeSP'* 

MC 
Total Cumnt PFOJ. 
6an. Tram. Olit 

Phasa^n TnnsWon 

CSP 
ISUL fian. FAC 

RS 
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184 
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3.37 
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3.20 

3.38 

%.vt 
3-20 
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&U 
S.71 
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0.7S 
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0.22 

0 .U 

L72 
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012 0.20 S.TI 
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2.14 310 
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REVISED ATTACHMENT DJD-F 
Summary of Stipulated Base Generation Rates Increase Based on Remand-Revised 2012 B ^ e Generation Rates 
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REVISED ATTACHIVIEI^ DID-G 

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

Summary of Stipulated Total Rates Increase Based on Remand-Revised 2012 Total Rates 

2012 2013 2014 
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Sbire of Told Revenue Increases by Cottomer Class Under Stipulated on Remand4levlsad 201X Hates Before Prvposed ESP) 

2flM-2fl» 

muHnam arBMnv 
2012 
Ma 

a a f e n e s ^ " 
s u T B t a i a a w d e n z o i z 2 0 U T e M a a i a d a a l i n s 

lOOtcMi 

2014«KraeM ZOMSlnra 
OvarZSUbi of Total 

2014Tatal 
B a w * ' " ' 

i e n 2 0 M 

MW***' 
100 HUi ibbiMh UOHVh 

CSP 

OP 

M 
«S> 

as» 
6SS 

esa/av 

«. 
St 
SSS 

sueroM 

as 
e« 
esii 
esi 
estm 
tm 
•HS 

SS 

n 
OL 
SI 

as 

7 , 4 n ; « 0 9 . z « 
2 2 & » E ^ 1 9 

L 0 M J « 2 . 5 3 7 

A j X a - M t Z M 
3,70W»2.O«5 

3 8 3 7 M « Z 

4 3 4 f l M e 
4,24Sv75i 

17.474M01002 

7 ^ S , 3 7 f t » S 7 

S K 2 1 2 . 9 9 6 
S,3fl3.H8,U2 

M « J f i 7 ^ 2 

8.5S1.7«t.U« 

ajmjore 
mjss 

43,S2S329 

S13.2a9 
SS.043.2S4 

fi&SlMTS 
t 3 S A » 

« K 
W 
6M 

28K 
22% 

OH 
OK 
OK 

SOON 

28K 
1% 

13H 
24K 

» K 
OK 
OK 
OK 
OK 

OK 

OM 

-S2J.. 

$10 w 
513 81 
S U « 

SSIO 
$5 43 

530 58 
S13 1S 

sa.47 
SB 91 

$3 91 
SI 144 

SS98 

S7 39 
SS.38 
S8 54 

54 62 
S8 51 
S6,90 

S20 7B 

SIS 56 

S1J137 

5791.158,699 
528,873,345 

5134,838,498 

5396,395,759 
SJ00.942.1»4 

57.838.3 W 
S5,572.4 J6 

5359,616 
51,S56,933,«)0 

S72&,93S.8S6 

S40.750.S9S 
5303,880,343 
5450,705,170 
5461,807,844 

Sl.883.lB3 

518.355 
S3.559.676 

535.417 
511,645,788 

512.345,439 
S26Z.20S 

S I K 
2K 

8K 
2SK 
U K 

» 
OK 
OK 

» 0 K 

a n 
2 » 

ISH 
22K 

2m 
OK 
OK 
OK 

OK 
I K 
I K 
OK 

$u.sa 
s i a ^ 
$ U . 2 1 

sssa 
ss.e9 

$23-24 

S M J 6 

S 8 « 3 
" ^ . S 6 

S l M O 
S 1 2 J 4 

S i a 7 2 

$7.83 
S 5 J T 
59.7S 

ss» 
S9.43 
S B M 

S 2 3 J 5 

$2042 
$ 1 2 M 5 

$8S3,3B4J0S 
S 2 B ^ 7 , 1 S S 

S133424.739 

$43Df i2 iAi i 

S2so^«t.ao 
S 8 . n 9 . 2 4 3 
S 6 J 7 S J B 4 

5388,409 

S S ^ , S 1 4 . 4 « 

S 8 1 4 4 2 6 J 4 2 

9 W B 3 J W 
$96Z,76M89 
$484;095AU 
S4S238S.677 

52.149,589 
S20|420 

SiJtMJSfX 
S41,268 

S13.422JS> 
$13,725*77 

570,225,607 
5743,810 

SB.28E.2Z3 
523.525,575 

S9.621.537 
Sl.0!0,877 

5603,448 
SS,793 

S113.581,000 

587,290,986 
55,343.186 

558,881,046 

533,MS,Hfi4 

-59,442.168 
5 2 6 6 8 I S 

52.265 
S3B4,B30 

5S,S5] 

51,776,571 
Si, 370,237 

. , , S 3 6 . « 5 

B2% 

« 
7% 

2 1 * 
8K 

1% 
1% 
OK 

lOOK 

48K 

3X 

32S 
1 8 ^ 
-S% 
OK 
0 » 

0 * 
OH 
IX 

1 * 
OK 

S U M 

SlSflS 
$12-12 

$ 8 3 7 
SS.77 

snM 
SM-89 

$8-71 

S9.79 

S 1 U 7 

S125S 

Sia.79 
S7.87 

S5.S1 
SIOOS 

SS.70 

S9.se 
58.44 

52332 
Sa».S4 

sm.45 

SI9914SS.432 
S29.436.838 

S132J43.4SS 

$ a 3 0 J S U 1 4 
$2S3t52a,]lS 

$8,857,622 
S f i A « o a 7 

83881806 

S1.7]()l.7O4.800 

8848.703,114 

$46.129.S0S 
SMS.1S0,187 

5*8e£68jD62 
54SS.799J92 

$2.218033 
$21648 

$««07,350 

S 4 4 2 2 
513^)69.287 

SX3.2Q3fiS 
8309.482 

5108.326,734 
5563,492 

57,304,960 
523.035,556 
512.582.010 

51,059,256 
5633,621 

S10.J90 

5153,771,200 

5131.767,357 

55,378,807 
S61.249.824 

535.858,831 
-56,008.652 

5332,971 

54,291 

5447,574 
57,905 

51.423,499 
5917.926 

547.276 

70H 
OK 

SN 
15K 

8K 
IH 
OK 

OK 

lOOK 

54S 

2K 
27K 

l&H 

-3K 
OK 
OK 

OK 
OK 
IK 

OK 
OK 

5 1 2 4 6 
5134)2 
S U 0 7 

$8.68 

S5.W 

S23.$3 
SM.7S 

S a 4 « 
$10.00 

$ l t « S 
$13.03 
$1049 
SftO* 

S S 4 7 

$ 2 0 3 8 
$ 6 ^ 
S9.77 

$8439 
S 2 M 1 

S 1 9 J 6 
S13641 

S9M.S92.022 
529,346^79 

S13U98 .309 

S42S.42a.filS 
S22L29S.344 

SSJbXJSAl 

56.361071 

» 7 4 . a 7 6 
SJ,747,400W)00 

$869,242,169 

54«^3«.233 
$388,814,135 
$ 4 9 7 * 7 8 ^ 2 8 
$468^33.254 

S2.288.902 
S24.9S0 

S4;086.725 
S 4 S A 1 

812.783,466 

&i,Mnjno 

* " ^ f « » 

5132,233,324 
5473,334 

56,759,814 

538,435.857 

520.353,251 
S I , 13M76 

5689,655 
511.860 

S 190 466,600 

5142,306,313 

55 592,535 
564 633 792 

546.369,256 
57 735,410 

540Sj74C 

56.595 
5527.050 

510,214 

51,137,678 
5533,131 

559.424 

69% 
OK 
4% 

15K 

U K 

IK 

cn* 
OK 

lOOK 

53K 

2% 
24K 
iTH 

3K 
DK 

0 * 

OK 
OK 

OK 
OK 

DK 

5310.785.664 

51,780.636 
522,350,997 

S74,9«8,0M 
542,556.797 

53.212.309 

51.926.725 
531,843 

5457,818.800 

5351,364.556 

SI 6.324.528 
5184,764,663 

5115.614,012 
157.715,4101 
51.005.529 

513,150 

51.359.453 
S23.97J 

5JS,3 37,748 
52.820,294 

5143.145 

6SK 
OK 

5K 
16K 
9K 

IK 

DK 

OK 
lOOK 

52% 

2K 
27K 
17K 

-IK 
OK 
OK 

OK 

OK 
I K 

OK 
OK 

SUBTOTM. 28,029,SfllWID7 SOON 57 73 52,012.080,351 S8.43 »,194,2B6,K1 5382,206.500 lOOK $2,235,984X81 5323,853.700 lOOK $8.77 S2J81787.1S1 5270706.800 lOCK 5675.767 o x lOOK 

AC^Oft lO 43,5M.50O009 SS 23 SJ.571,£37,3S1 

Sounec: 
•WMk7s^ l»8MMtDMI - t« ruMaMyf lMareMa iM.MMh« i l iV lH* t fU ,38M. 

58J8 ShsaAXKaa s u m $3,943i,7«7.45i 5374.130,100 $9 .» S4,02M34401 5456 786 750 51,122.390.300 

http://SS.043.2S4
http://S40.750.S9S
http://Sl.883.lB3
http://S3.559.676
http://S8.n9.243
http://S9.621.537
http://S9.se
http://S29.436.838
http://S42S.42a.filS
http://S2.288.902


ATTACHMENT CMD-K 

Total Revenue Increases by Customer aass Under Stipulated Rates (Based on AEP Ohio's 2012 Rates Before Proposed ESP) 
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REVISED ATTACHMENT DID-J 

Summary Com|»rison of ESP and MRO Generation Rates and Generation Revenues for AEP Ohio 
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REVISED DIRECT TESTIMONY OF JOSEPH G. BOWSER 
ON BEHALF OF INDUSTRIAL ENERGY USERS-OHIO 

1 I- INTRODUCTION 

2 Q1. Please state your name and business address. 

3 A l . Joseph G. Bowser, 21 East State Street, 17*̂  Floor, Columbus, Ohio 43215. 

4 Q2. By whom are you employed and in what position? 

5 A2. I am a Technical Specialist for McNees Wallace & Nurick LLC ("McNees") 

6 providing testimony on behalf ofthe Industrial Energy Users-Ohio ("lEU-Ohio"). 

7 Q3. Please describe your educational background. 

8 A3. In 1976, I graduated from Clarion State College with a Bachelor of Science 

9 degree in Accounting. In 1988,1 graduated from Rensselaer Polytechnic Institute 

10 with a Master of Science degree in Finance. 

11 Q4. Please describe your professional experience. 

12 A4. I have been employed by McNees for over five years where I focus on assisting 

13 lEU-Ohio members address issues that affect the price and availability of utility 

14 services. Prior to joining McNees, I worked with the Office of the Ohio 

15 Consumers' Counsel ("OCC") as Director of Analytical Services. There I 

16 managed the analysis of financial, accounting, and ratemaking issues associated 

17 with utility regulatory filings. I also spent ten years at Northeast Utilities, where 1 

18 held positions in the Regulatory Planning and Accounting departments of the 
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1 company, provided litigation support in regulatory hearings and assisted in the 

2 preparation of the financial/technical documents filed with state and federal 

3 regulatory commissions. I began my career with the Federal Energy Regulatory 

4 Commission ("FERC"), where 1 led and conducted audits of gas and electric 

5 utilities in the Eastern and Midwestern regions ofthe United States. 

6 Q5. Have you previously submitted expert testimony before the Public Utilities 

7 Commission of Ohio ("Commission")? 

8 A5. Yes, since 1996, I have submitted testimony as an expert on numerous 

9 regulatory accounting issues and how those issues should be resolved for 

10 purposes of establishing rates and charges of public utilities. More specifically, I 

11 have submitted expert testimony in the following cases: In the Matter of ttie 

12 Appficatiort of The East Ohio Gas Company for Authority to Implement Two New 

13 Transportation Services, for Approval of a New Pooling Agreement, and for 

14 Approval of a Revised Transportation Migration Rider, Case No. 

15 96-1019-GA-ATA; In the Matter of the Applications of Columbus Southem Power 

16 Company and Ohio Power Company for Approval of Their Electric Transition 

17 Plans and for Receipt of Transition Revenues, Case Nos. 99-1729-EL-ETP, et 

18 a/.; In the Matter of the Commission's Investigation Into the Policies and 

19 Procedures of Ohio Power Company, Columbus Southem Power Company, The 

20 Cleveland Electric Illuminating Company, Ohio Edison Company, The Toledo 

21 Edison Company and Monongahela Power Company Regarding the Installation 

22 of New Line Extensions, Case Nos. 01-2708-EL-COI, et al.\ In the Matter of the 

23 Application of Columbus Southem Power Company to Adjust its Power 
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1 Acquisition Rider Pursuant to Its Post-Market Development Period Rate 

2 Stabilization Plan, Case No. 07-333-EL-UNC; In the Matter of the Application of 

3 Ohio Edison Company, The Cleveland Electric Illuminating Company and The 

4 Toledo Edison Company for Authority to Increase Rates for Distribution Service, 

5 Modify Certain Accounting Practices and for Tariff Approvals, Case Nos. 

6 07-551-EL-AIR, et al.\ In the Matter ofthe Application of Ohio Edison Company, 

7 The Cleveland Electric Illuminating Company, and The Toledo Edison Company 

8 for Authority to Establish a Standard Service Offer Pursuant to Section 4928.143, 

9 Revised Code, in the Form of an Electric Security Plan, Case No. 

10 08-935-EL-SSO; In the Matter of the Application of Columbus Southern Power 

11 Company for Approval of its Electric Security Plan; an Amendment to its 

12 Corporate Separation Plan, and the Sale or Transfer of Certain Generating 

13 Assets, Case Nos. 08-917-EL-SSO, et a l ; In the Matter of the Application of The 

14 Dayton Power and Light Company for Approval of Its Electric Security Plan, Case 

15 Nos. 08-1094-EL-SSO. et a l ; In the Matter of the Application of Columbus 

16 Southem Power Company and Ohio Power Company for Authority to Establish a 

17 Standard Service Offer Pursuant to §4928.143, Ohio Rev. Code, in the Form of 

18 an Electric Security Plan, Case Nos. 11-346-EL-SSO. et al.', and the remand 

19 phase of Case Nos. 08-917-EL-SSO, et a l already listed above. 

20 Q6. What is the purpose of your testimony in this proceeding? 

21 A6. My testimony addresses certain aspects of the Stipulation and Recommendation 

22 filed in these proceedings on September 7, 2011 ("Stipulation") and explains why 

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

2 issues. 

3 Q7. What did you review for purposes of preparing your testimony in 

4 opposition to the Stipulation? 

5 A7. For the purpose of preparing my testimony, I reviewed the Stipulation, the direct 

6 testimony submitted by parties including the Commission Staff ("Staff"), the 

7 testimony filed in support of the Stipulation, discovery responses and 

8 Commission entries filed in this case. My opinions and recommendations also 

9 reflect the knowledge I have accumulated throughout my career. 

10 Q8. What is your understanding of the three-prong test that you mentioned 

11 earlier in your testimony? 

12 A8. Based on the advice of counsel, it is my understanding that the Commission 

13 applies a three-prong test for purposes of detennining the lawfulness and 

14 reasonableness of settlements as such settlements apply to the resolution of 

15 contested issues. The three prongs of the test are: 

16 1) The stipulation must be a product of serious bargaining among 

17 capable, knowledgeable parties; 

18 2) The stipulation must, as a package, benefit ratepayers and the 

19 public interest; and, 

20 3) The stipulation must not violate any important regulatory principle 

21 or practice. 
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1 It is my understanding that a settlement cannot operate to delegate authority to 

2 the Commission or disrespect procedural or substantive requirements 

3 established by the General Assembly or the Commission's own rules. 

4 II. DISTRIBUTION INVESTMENT RIDER ("DIR") 

5 Q9. Please describe the DIR included in the Stipulation. 

6 A9. The Stipulation, in Section IV.I.n beginning at page 8, recommends that the 

7 Commission approve a non-bypassable DIR to be effective January 1, 2012. 

8 The recommended DIR would permit significant rate increases and reach back to 

9 post-2000 investment for purposes of computing the amount of the rate 

10 increases. The recommended carrying charge rate component of the DIR 

11 includes elements for property taxes, commercial activity taxes, associated 

12 income taxes and a return "on" and "of plant in-service associated with 

13 distribution net investment associated with distribution plant recorded in FERC 

14 Accounts 360 - 374. The post-2000 net capital additions that drive the DIR rate 

15 increases reflect gross plant in-service amounts adjusted for growth in 

16 accumulated depreciation. The DIR rate increases included a rate of return 

17 earned on such plant that is based on a cost of debt of 5.34%, a cost of preferred 

18 stock of 4.40%, and a return on equity of 10.5%, utilizing a capital structure 

19 consisting of 47.06% debt, 0.19% prefenred stock, and 52.75% common equity. 

20 The DIR rate increases are capped at $86 million in 2012, $104 million in 2013, 

21 and $124 million in 2014; and the rider will terminate on May 31, 2015. Based on 

22 information provided by Columbus Southern Power Company ("CSP") and Ohio 
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1 Power Company ("OPCo") (collectively the "Companies"), it is my understanding 

2 that the Companies expect the DIR increase for 2012 to reach the $86 million 

3 cap amount 

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

5 AIO. No. Based on advice of counsel, it is my understanding that the Ohio Supreme 

6 Court has held that the Commission is without authority to authorize such 

7 mechanisms like DIR, unless there is clear and specific statutory authority to do 

8 so. It is my understanding that the parties advancing the Stipulation ESP have 

9 the burden of demonstrating that the Stipulation ESP is lawful and reasonable. 

10 My review of the Stipulation and the testimony that has been filed in support of 

11 the Stipulation indicates that none of the Signatory Parties have identified the 

12 portions of Section 4928.143, Revised Code, that the settlement parties believe 

13 authorize the Commission to enable the DIR recommended by the Stipulation. 

14 By failing to provide support for the authority for establishing the recommended 

15 DIR, the recommended DIR mechanism fails the third prong of the three-prong 

16 test, that the Stipulation must not violate any important regulatory principle or 

17 practice. Additionally, neither the Stipulation nor the testimony offered in support 

18 ofthe Stipulation contains a specific analysis of what assets would be replaced, a 

19 concrete methodology to target the asset improvement/replacements, or any 

20 expected quantifiable tangible improvement to reliability measured by customer 

21 outages or power quality indices. Thus, the DIR recommended in the Stipulation 

22 suffers from the same problems that caused Staff member Doris McCarter to 

23 recommend that the DIR proposed in the Companies' ESP application should not 
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1 be approved. Regardless of Ms. McCarter's views, the DIR recommended in the 

2 Stipulation is unaccompanied by any examination of reliability of the utility's 

3 distribution system or the other requirements in Section 4928.143(B)(2)(h), 

4 Revised Code, that I understand must be satisfied before an ESP may include 

5 any provision regarding an electric distribution utility's ("EDU") distribution 

6 service. 

7 Q11. Does the DIR recommended in the Stipulation violate other regulatory 

8 principles or practices? 

9 A l l . Yes. Because the DIR recommended in the Stipulation is a non-bypassable 

10 stand-alone rider, the Companies' financial and business risk associated with this 

11 rider is reduced below the financial and business risk associated with returns that 

12 would apply in a rate case proceeding. Therefore, and relatively speaking, the 

13 return component of the recommended DIR should reflect this lower business 

14 and financial risk condition. The Companies have indicated that their weighted 

15 average long-term debt cost is approximately 5.34% on a combined basis. The 

16 weighted average cost of capital ("WACC") rate described eariier that is included 

17 in the Stipulation for DIR, results in a carrying cost rate that is grossed up for 

18 taxes of 11.23%, per Companies' witness Allen on Exhibit WAA-2, page 2. 

19 Therefore, by utilizing the current weighted average cost of long-term debt in lieu 

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

21 Q12. You have identified that the DIR recommended in the Stipulation also calls 

22 for an allowance for property taxes, commercial activity taxes, associated 
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1 income taxes, and return of (depreciation) certain distribution plant in-

2 service. Were the effects of including these items identified in the 

3 Stipulation? 

4 A12. No. These components of the DIR were not quantified in the Stipulation. 

5 Companies' witness Allen did provide a calculation of property taxes and 

6 commercial activity taxes but there is no calculation supporting the associated 

7 income taxes or depreciation. 

8 Q13. Can you describe why good regulatory practice requires that these 

9 components be quantified and that the quantification methodology be 

10 specifically described? 

11 A13. Yes. I can illustrate by example. For tax purposes, the Companies are allowed 

12 to take a deduction against taxable income that is calculated using accelerated 

13 depreciation of capital investments. The tax accelerated depreciation initially 

14 exceeds "book" or "straight line" depreciation used for traditional rate-base-rate-

15 of-return economic regulation. This difference in tax expense creates a tax 

16 advantage that, according to standard regulatory practices, needs to be 

17 accounted for in any carrying cost calculation that is adopted for ratemaking 

18 purposes. The Stipulation recommends a carrying cost rate that provides for 

19 "associated income taxes" but fails to identify if the benefit the Companies 

20 acquire from accelerated depreciation is to be recognized in the carrying cost 

21 calculation. The Companies have omitted the recognition of this benefit in 

22 computing carrying charges in similar circumstances so the Stipulation's failure to 

23 address this issue implies that customers will be deprived of this benefit. 
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1 Q14. Are there any other regulatory principles or practices that are violated by 

2 the DIR recommended in the Stipulation? 

3 A14. Yes. The recommended DIR rate increases are based on post-2000 distribution 

4 plant investments. As I indicated eariier, the DIR reaches back in time effectively 

5 presuming that the distribution revenues collected by the Companies after 2000 

6 were not adequate to provide the Companies with just and reasonable 

7 compensation. In view of the Commission's determination that CSP had 

8 significantly excessive earnings in 2009, this presumption seems to be 

9 inconsistent with prior determinations of the Commission. I would also note that 

10 driving rate increases based on post-2000 investment effectively evades the 

11 distribution rate freeze that the Companies agreed to as part of the resolution of 

12 the Companies' Rate Stabilization Plan proceedings in Case No. 04-169-EL-UNC 

13 and the total rate cap established during the Market Development Period 

14 (commencing January 1, 2001) that is described by Mr. Murray in his testimony. 

15 Additionally, OPCo and CSP currently have applications to increase distribution 

16 rates pending in Case Nos. 11-351-EL-AIR and 11-352-EL-AIR and the date 

17 certain which has been approved by the Commission for purposes of identifying 

18 the rate base valuation is August 31, 2010. The Staff Reports of Investigation 

19 ("Staff Report") in the two rate cases were recently filed on September 15. 2011. 

20 The Staff Reports address the DIR proposal contained in the Companies' ESP 

21 application and contain a recommendation that a plant investment baseline for 

22 the year 2000 not be used until the Commission renders a decision in the 

23 pending rate increase proceedings. The Staff Reports also find that CSP's 
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1 current distribution rates are too high (by between $9.5 million and $2.3 million) 

2 and that OPCo's current distribution rates could be increased. On a net and 

3 combined basis, the Staff Reports recommend that any distribution rate increase 

4 should be between about $13.7 million and $29.6 million, based on the net 

5 distribution rate base "used and useful" as of August 31, 2010 (the date certain). 

6 Based on the findings in the Staff Reports, the rate increases that would result 

7 from the DIR recommended in the Stipulation are clearly excessive, unjust and 

8 unreasonable. If the DIR recommended in the Stipulation is adopted and if the 

9 distribution rate increase proposed in the Companies' rate increase applications 

10 or recommended in the Staff Reports are approved by the Commission, the total 

11 distribution rate increase that the Companies will be permitted to impose will 

12 provide the Companies with an unwarranted and unreasonable windfall profit. 

13 And, from a regulatory practice and principle perspective, the amount of any rate 

14 increase or decrease that the Commission should authorize should be based on 

15 the cost of service determined in the rate increase proceedings and not driven by 

16 the backward-looking arbitrary increase that would occur if the DIR 

17 recommended in the Stipulation is adopted. I also believe that it would be 

18 unreasonable for the Commission to allow a rate increase through a DIR-like 

19 mechanism for the Companies on any investment prior to the date certain in the 

20 pending rate increase proceedings. 

21 Q15. Are there inconsistencies between the CSP and OPCo Staff Reports in the 

22 distribution rate cases and the DIR recommended by the Stipulation? 
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1 A15. Yes. The rate of return range recommended in the Staff Reports is based on a 

2 cost of common equity of 8.6% to 9.6%. The return on the equity component of 

3 the DIR recommended in the Stipulation is 10.5% and, as I indicated previously, 

4 it is unaccompanied by any cost of equity capital evidence. Regardless of this 

5 inconsistency, a return on common equity of 10.5% is unreasonable based on 

6 current cost of capital considerations and the DIR's lowering of the Companies' 

7 business and financial risk 

8 III. PHASE-IN RECOVERY RIDER ("PIRR") / SECURITIZATION 

9 Q16. What does the Stipulation recommend regarding the PIRR? 

10 A16. Beginning at page 25, the Stipulation recommends that the Commission approve 

11 a PIRR. As recommended, the PIRR will commence January 1, 2012 for non-

12 residential customers and will include a debt carrying charge rate of 5.34% and is 

13 calculated with no adjustment to the book balance as of year-end 2011 (the 

14 "Modified PIRR"). The Modified PIRR will be in place for the entire amortization 

15 period or until the unamortized PIRR balance is "securitized", whichever comes 

16 first Collection of the PIRR will be delayed for 12 months for residential 

17 customers, subject to two conditions: (1) if securitization is completed by the end 

18 of 2012, the additional carrying costs related to the actual delay in commencing 

19 the residential collection period will be included in the unamortized balance for 

20 collection from all customers; (2) if securitization is not completed by the end of 

21 2012, the Modified PIRR will commence effective January 1, 2013 for residential 

22 customers (and the Modified PIRR will continue for non-residential customers) 
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1 and the additional carrying charges related to the 12-month delay of commencing 

2 the residential collection period will be included in the unamortized balance for 

3 collection from all customers. 

4 The Stipulation also provides that the Signatory Parties agree to support the 

5 concept of securitization for the phase-in deferral associated with the PIRR, and 

6 to work in good faith to pass suitable and appropriate legislation to address the 

7 matter as expeditiously as reasonably possible and to support any subsequent 

8 tariff approvals needed by the Companies to securitize the PIRR phase-in 

9 deferral. 

10 Q17. Do you believe the PIRR mechanism and securitization components in the 

11 Stipulation are appropriate and consistent with regulatory practices and 

12 principals? 

13 A17. No. There are several reasons why I believe these components of the 

14 Stipulation are inappropriate and violate important regulatory practices and 

15 principals. 

16 First, the PIRR recommended in the Stipulation functions to establish a charge 

17 that will permit rates to increase to recover a previously authorized increase that 

18 was delayed by the Commission pursuant to Section 4928.144, Revised Code, 

19 for the benefit of OPCo customers only. The Stipulation recommends that the 

20 PIRR be applied to both CSP and OPCo customers. There is no reason that 

21 CSP customers should be subjected to the PIRR charges; CSP customers have 

22 already compensated CSP for the CSP phase-in deferral authorized by the 

{C35803:) 12 



1 Commission in the Companies' current ESP. Any benefit derived by the phase-in 

2 deferral amount that ttie Stipulation proposes to amortize through the PIRR is a 

3 benefit confined to OPCo customers, not CSP customers. As explained by 

4 Mr. Murray, the recommended PIRR produces a mismatch between the 

5 customers that received benefits and the customers who end up being 

6 responsible for paying for the benefits. As 1 explain below, the amount of the 

7 benefit actually derived by the OPCo customers is substantially less than the 

8 amount that the Stipulation would allow the PIRR to begin to recover and 

9 reducing the phase-in deferral as I have recommended will significantly reduce 

10 the bill impacts of any properly structured phase-in deferral recovery mechanism 

11 approved by the Commission. 

12 Further, and based on the advice of counsel. Section 4928.20(1), Revised Code, 

13 precludes the application of the PIRR to a community aggregation program 

14 where the charge is not proportionate to the benefits received by the customers 

15 in the community aggregation group. As noted above, any benefit provided by 

16 the phase-in deferral subject to amortization through the recommended PIRR 

17 benefitted OPCo customers exclusively. Thus, the application of the 

18 recommended PIRR to both CSP and OPCo customers without exception for 

19 community aggregation programs in CSP's service area is unlawful, per the 

20 advice of counsel. 

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

22 during the amortization period to be applied to a balance that has not been 

{C35803:) 1 3 



1 reduced for accumulated deferred income taxes ("ADIT") consistent with 

2 regulatory practices and principles. The deferrals associated with the PIRR 

3 cause a timing difference between the tax deduction and the book accounting 

4 treatment. The timing difference reduces the Companies' federal income tax 

5 liability before the Companies recognize the expense and collect it from 

6 customers. That timing difference should be used to reduce the deferred 

7 balance to which the carrying cost rate is applied. The ADIT would amount to 

8 approximately 35% of the regulatory asset balance. In short, the ADIT 

9 represents tax savings realized by the Companies. As a result of these tax 

10 savings, the Companies are not financing 100% of the deferral, but only the 

11 deferral amount net of the ADIT. The gross method proposed by the Stipulation 

12 violates important regulatory principles and practices. 

13 Third, and as I discuss in more detail later in my testimony, adjustments to 

14 remove the revenue from provider of last resort ("POLR") charges and carrying 

15 charges on pre-2009 environmental investments must be made to determine the 

16 appropriate phase-in deferral balance, if any, that remains to be amortized 

17 through future rates and charges. There are also several outstanding issues 

18 before the Commission from the Companies' 2009 fuel adjustment clause 

19 ("FAC") audit and subsequent audits that will have a material impact on this 

20 remaining phase-in deferral balance, 

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

22 5.34% to be collected on the unamortized phase-in deferral balance during the 
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1 amortization period. This 5.34% rate is unreasonable and excessive. Current, 

2 seven-year BBB rated, newly issued corporate bonds are presently being issued 

3 at an interest rate of about 3.75%, while the fixed interest rates on home 

4 mortgage rates currently are running in the range of 3 to 3.6% for 15-year loans. 

5 There is no good reason - based on currently prevailing interest rates - for the 

6 carrying charge to be based on an interest rate of 5.34%, Assuming a carrying 

7 charge rate of 3.75% was used during the amortization period and the tax benefit 

8 1 described above is recognized, customers would see reduced cost on the order 

9 of $75 million assuming that the phase-in deferral amount was ultimately set at 

10 $624 million. 

11 Q18. Are there problems associated with the Stipulation's linkage between 

12 securitization and the PIRR?? 

13 A18. Yes. Based on the advice of counsel, the Signatory Parties have failed to follow 

14 the Commission's rules dealing with securitization proposals, thereby violating 

15 regulatory principles and practices. Commission Rule 4901:1-35-03(C)(9)(e), 

16 Ohio Administrative Code ("O.A.C."), provides that a number of detailed 

17 requirements must be satisfied in conjunction with the securitization request. 

18 These requirements include a description of the securitization instrument and an 

19 accounting of that securitization, including the deferred cash flow due to the 

20 phase-in, carrying charges, and the incremental cost of the securitization. There 

21 must be a description of efforts to minimize the incremental cost of the 

22 securitization, and all documentation associated with the securitization including, 

23 but not limited to, a summary sheet of terms and conditions. The Commission's 
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1 rule also requires a comparison of costs associated with securitization with the 

2 costs associated with other forms of financing to demonstrate that securitization 

3 is the least cost strategy. 

4 Q19. Does the Stipulation or any of the Signatory Parties' testimony in support 

5 of the Stipulation provide the securitization details required by 

6 Commission Rule 4901:1-35-03(C)(9)(e), O.A.C., or any other details? 

7 A19. No. The only testimony offered in support of the Stipulation and addressing 

8 securitization is the testimony of witness William Allen. Included as Exhibit 

9 WAA-3 to witness Allen's testimony is a "Securitization Model" that provides 

10 assumptions for a hypothetical securitization. At the Technical Conference held 

11 at the Commission on September 14, 2011, Mr. Allen indicated that the 

12 Securitization Model on Exhibit WAA-3 is for illustrative purposes only. \n 

13 response to lEU-Ohio Interrogatory 5-5, the Companies identified that the 

14 illustrative Securitization Model is based on a securitization undertaken by 

15 Entergy in Louisiana. 

16 By failing to provide the information required by Commission Rule 

17 4901:1-35-03(C)(9)(e), O.A.C., the securitization proposed in the Stipulation fails 

18 the third prong of the three-prong test, by violating appropriate regulatory 

19 practice. In addition, as noted eariier, if the PIRR carrying charge is reduced to 

20 reflect a more contemporary (lower) interest rate and the appropriate 

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

2 question the need for any securitization. 

3 Q20. Are the Companies presently engaged in the use of securitization? 

4 A20. Yes and doing so without any additional legislation. As explained in the Fomn 

5 10-K filed with the Securities and Exchange Commission ("SEC") for 2010 and at 

6 pages 19 and 51-52 of the section containing the annual report for American 

7 Electric Power Company, Inc., securitization is used to factor receivables. A 

8 securitization agreement was renewed in 2010 and the use of securitization is 

9 expected to continue into the future through the renewal of the securitization 

10 agreement. At page 51-52. it states: 

11 AEP Credit factors accounts receivable on a daily basis, excluding 
12 receivables from risk management activities, for CSPCo, l&M, 
13 KGPCo, KPCo, OPCo, PSO, SWEPCo and a portion of APCo. ... 
14 AEP Credit has a receivables securitization agreement with bank 
15 conduits. Under the securitization agreement, AEP Credit receives 
16 financing from the bank conduits for the interest in the billed and 
17 unbilled receivables AEP Credit acquires from affiliated utility 
18 subsidiaries. 
19 
20 The weighted average interest rate on such securitization transactions identified 

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

22 Q21. In view of the Companies' current use of securitization, do you have an 

23 opinion as to why the use of securitization in the Stipulation is conditioned 

24 on new legislation? 

25 A21. Based on the Form 10-K described above and my experience, there is no reason 

26 why the use of securitization, in concept, needs to be tied to the enactment of 

27 new legislation. Had the information required by the Commission's rule on 
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1 securitization proposals been submitted, perhaps I would have an understanding 

2 of why the Signatory Parties believe that securitization legislation is needed to 

3 use a securitization tool along with the amount of any incremental benefit and 

4 cost that might be associated with whatever legislation the Signatory Parties may 

5 have had in their mind at the time they signed the Stipulation. The Stipulation 

6 sheds no light on this subject. 

7 IV. IMPACTS OF REMAND PHASE OF THE CURRENT ESPs 

8 Q22. Are there other aspects of the Stipulation that cause the Stipulation to not 

9 pass the three-prong test? 

10 A22. Yes and they are related to the implications from the remand phase of Case Nos. 

11 08-917-EL-SSO, et a i It is my opinion that these implications must be 

12 considered with respect to the Stipulation ESP. It is also my opinion that when 

13 such implications are considered, the Stipulation is contrary to the public interest 

14 and violates important regulatory principles. 

15 In the ESPs of CSP and OPCo for the years 2009 through 2011 (Case Nos. 

16 08-917-EL-SSO. et al.) the Commission, in its Opinion and Order dated 

17 March 18, 2009, authorized CSP and OPCo to establish rates for the standard 

18 service offer ("SSO"). The revenue which the Commission authorized CSP and 

19 OPCo to collect through the ESP rates and charges included revenue 

20 components that were calculated to provide, among other things, a return on and 

21 of certain environmental capital expenditures that were alleged to be over and 

22 above that amount embedded in the Companies' legacy rates and charges. The 

{C35803:) 18 



1 capital expenditures occurred between 2001 and 2008, and prior to January 1, 

2 2009. 1 shall refer to this revenue component as the "Pre-2009 Component." 

3 In addition, the Commission authorized CSP and OPCo to establish a separate 

4 charge that produced incremental revenue for "carrying costs" on capital 

5 expenditures for environmental plant made on or after January 1, 2009 and 

6 during the ESP period. I shall refer to this revenue component as the "Post-2008 

7 Component." With regard to the Post-2008 Component, the Commission 

8 directed the Companies to propose, through an annual filing, a charge for such 

9 carrying costs "after the investments had been made." (Opinion and Order dated 

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

11 After the Commission's decision in the Companies' current ESP cases was 

12 appealed to the Ohio Supreme Court ("Court"), on April 19, 2011, the Court held, 

13 among other things, that the Commission had erred in authorizing CSP and 

14 OPCo to collect revenue for items not specifically authorized by statute. The 

15 Court also stated that on remand the Commission may determine whether any of 

16 the listed categories of Section 4928.143(B)(2), Revised Code, authorizes 

17 recovery of environmental carrying charges. 

18 In an Entry issued on May 25, 2011, regarding the remand phase referenced 

19 above, the Commission stated that the Companies and the interveners should be 

20 afforded an opportunity to present testimony and to offer additional evidence in 

21 regard to the environmental carrying charges remanded to the Commission. The 

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

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

3 The Commission also established a procedural schedule to address the issues 

4 raised by the Court's decision. On June 6, 2011, the Companies filed the 

5 testimony of Mr. Philip Nelson in support of the confinuation of the Pre-2009 

6 Component environmental charges in the remand phase of Case Nos. 

7 08-917-EL-SSO, ef a/. 

8 Q23. Has the Commission issued a decision addressing the contested issues in 

9 the remand phase of Case Nos. 08-917-EL-SSO, et aL? 

10 A23. No. At the time of my writing of this testimony, there had been no decision 

11 issued by the Commission in the remand phase of the Companies' current ESP 

12 cases. 

13 Q24. How do the unresolved issues in the remand phase of Case Nos. 

14 08-917-EL-SSO, et aL, relate to the ESP recommended in the Stipulation 

15 filed in these proceedings? 

16 A24. Since the resolution of the issues in the remand phase of Case Nos. 

17 08-917-EL-SSO, et a l , will determine the rates and charges that are properly 

18 includable in the current ESPs (2009-2011), and the Stipulation ESP in these 

19 proceedings builds on the current ESP's rates, charges and revenue, the 

20 resolution of the issues in the remand phase of Case Nos. 08-917-EL-SSO, et al 

21 has a direct effect on the starting point for the Sfipulation ESP. In addition, and 

22 as explained by Mr. Murray, the resolution of the issues in the remand phase of 
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1 the Companies' cunrent ESP cases also affects the level of the rates in the 

2 market rate offer ("MRO") alternative that is used to test any proposed ESP 

3 considered in these proceedings (more specifically, the portion of the altemative 

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

5 Q25. You indicated earlier that you submitted testimony in the remand phase of 

6 Case Nos. 08-917-EL-SSO, et aL What opinions and recommendations 

7 were in that testimony? 

8 A25. Based on my understanding ofthe April 19, 2011 decision of the Ohio Supreme 

9 Court and the specific categories in Section 4928.143(B)(2), Revised Code, 

10 through the advice of counsel and my understanding of the applicable accounfing 

11 principles, I expressed the opinion (and hereby reaffirm that opinion) that the 

12 charges for the Pre-2009 Component are not includable in an ESP. Therefore, I 

13 recommended that CSP's and OPCo's ESP rates be adjusted downward to 

14 remove the Pre-2009 Component from the ESP rates and charges effective with 

15 the first billing cycle of June 2011. In addition, 1 recommended that the 

16 Commission require that CSP and OPCo return to customers (through a refund 

17 or bill credit) the amounts that have been collected subject to refund since the 

18 first billing cycle of June 2011, based on the Commission's May 25, 2011 Entry 

19 referenced above. I also observed that my recommended downward adjustment 

20 to rates was not sufficient to fully remove the Pre-2009 Component from CSP's 

21 and OPCo's future rates and charges because the Companies' first ESPs 

22 included a phase-in that was based on the revenue collection including the Pre-

23 2009 Component. Therefore and to fully reflect the elimination of the Pre-2009 
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1 Component on all future rates and charges, I also recommended that the effect 

2 of the Pre-2009 Component on the amount eligible for future collection as a 

3 result of the phase-in deferral, delta revenue related to reasonable 

4 arrangements, and the Universal Service Fund ("USF") Rider also needed to be 

5 recognized. 

6 Based on testimony filed by lEU-Ohio witness Murray in the remand phase of 

7 Case Nos. 08-917-EL-SSO, et a l , who concluded that the Companies' POLR 

8 should not be approved by the Commission, I also recommended that CSP's and 

9 OPCo's ESP rates be adjusted downward to remove the POLR Rider from the 

10 ESP rates and charges, effective with the first billing cycle of June 2011. In 

11 addition, I recommended that the Commission should require that CSP and 

12 OPCo return to customers (through a refund or a bill credit) the amounts that had 

13 been collected subject to refund through their POLR Riders since the first billing 

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

15 Because the Companies' ESPs included a phase-in that will be based on the 

16 revenue collection including the POLR revenues, I also recommended that the 

17 effect of the POLR revenues on the amount eligible for future collection as a 

18 result of the phase-in deferral, delta revenue related to reasonable 

19 arrangements, and the USF Rider must also be recognized. 

20 Q26. Can you elaborate on your recommendations in your testimony in the 

21 remand phase of the Companies' current ESP cases with respect to the 

22 significance of the phase-in deferral and also discuss why the 

{C35803:) 2 2 



1 recommendations you made in the remand phase must be considered for 

2 purposes of evaluating the Stipulation ESP? 

3 A26. Yes. In the cunrent ESPs, the Commission initially authorized the Companies to 

4 collect a pot of ESP dollars or a total authorized ESP revenue requirement. The 

5 Commission then limited the amount of the authorized revenue that the 

6 Companies could collect during the ESP period ending December 31, 2011 by 

7 establishing a separate phase-in for OPCo and CSP. The balance of the total 

8 authorized revenue that would have been collected during the ESP period, but 

9 for the Commission's phase-in, was deferred for future collection. The separate 

10 phase-in deferral amount for OPCo and CSP eligible for future collection is the 

11 phase-in portion of the total revenue individually authorized by the Commission 

12 for OPCo and CSP and the Commission stated ttiat this amount would be 

13 determined as a function of other components of the ESP as they were affected 

14 by the total bill increase limits established by the Commission. To the extent the 

15 amount of revenue collected individually by the Companies during the ESP 

16 period was based on items that are not properly includable in an ESP, the 

17 amount of the phase-in deferral is excessive and unreasonable. The 

18 Commission's Opinion and Order issued on March 18, 2009, at page 22, in the 

19 Companies' current ESP cases limits recovery of the phase-in deferral to that 

20 which is determined to be "allowed" at the end of 2011. In my remand phase 

21 testimony, I explained that the Commission must reduce the total authorized 

22 revenue by the amounts not properly collectible as part of an ESP, and subtract 

23 the amount actually collected from the adjusted ESP total to determine how 
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1 much, if any, ofthe authorized revenue is eligible for future collection as a phase-

2 in deferral after the end of the current ESPs. Otherwise, the improperly included 

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

4 Q27. What specific adjustments did you recommend to phase-in deferral in the 

5 remand case? 

6 A27. 1 recommended that the amounts not properly collectible as part of an ESP from 

7 the beginning of the ESP through May 2011 for the Pre-2009 Component for 

8 environmental carrying charges ($62.8 million for CSP and $203 million for 

9 OPCo) be credited against the phase-in deferral. In addition. I recommended 

10 that the separate phase-in deferral amounts be reduced by $235.3 million for 

11 CSP and $132.4 million for OPCo for the POLR amounts that were improperly 

12 included in the Companies' current ESPs from the beginning of such ESPs 

13 through May 2011. The foregoing amounts do not include any recognition of 

14 interest that must also be added to these amounts for purposes of making the 

15 required reconciliation of the phase-in deferral. 

16 I also explained in my remand testimony that practical reasons differentiated the 

17 results of my recommended downward adjustments to the phase-in defenrals of 

18 OPCo and CSP. Based on the differences between the two EDUs' ESPs, only 

19 OPCo was projected to have a positive phase-in deferral balance remaining at 

20 the end of 2011. Accordingly, the opportunity to reduce the going-fon/vard effects 

21 ofthe inappropriate inclusion ofthe environmental charges and POLR revenues 

22 through an adjustment to the phase-in deferral balance is limited to OPCo. In 
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1 order to effectuate a remedy for the unlawful wealth transfer from consumers to 

2 CSP commencing January 1, 2009, however, I suggested that the Commission 

3 could consider reducing CSP's regulatory assets included in Account 182.3 -

4 Other Regulatory Assets for items such as deferred line extension costs. 

5 deferred storm expenses, and deferred deregulation implementation costs. 

6 1 also explained that other ratemaking adjustments were necessary to reflect the 

7 going-forward effects of the elimination of environmental charges and POLR 

8 charges, in the computation of allowable revenue for "delta revenue" and the 

9 USF Rider. 

10 Q28. How do your recommendations from the remand phase of the Companies' 

11 current ESP cases apply to the Stipulation ESP? 

12 A28. Because the outcome of the remand case has not yet been determined, my 

13 recommendations from the remand case also apply to identify the current ESP 

14 starting point for purposes of evaluating the Stipulation ESP in these 

15 proceedings. The Stipulation ESP in this proceeding rests on a revenue 

16 foundation that includes the revenue from charges that the Ohio Supreme Court 

17 deemed were not properly authorized by the Commission. Accordingly, my 

18 recommendations in the remand phase of Case Nos. 08-917-EL-SSO, et a l must 

19 be picked up in these proceedings to ensure that the flow-through effects of the 

20 Ohio Supreme Court's remand order on the phase-in deferral and, in the case of 

21 CSP, regulatory assets, and other issues such as delta revenues, are picked up 

22 in the evaluafion of the Sfipulation ESP. As 1 explained eariier in my testimony, 
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1 the resolution of the issues in the remand phase of the Companies' current ESP 

2 cases will affect the phase-in deferral balance that is eligible for future recovery 

3 through the PIRR or any other amortization mechanism. 

4 Further, because my recommendations in the remand phase included the 

5 recommendation that CSP's and OPCo's ESP rates be adjusted downward to 

6 remove the Pre-2009 Component from the ESP rates and charges [embedded in 

7 non- FAC generation rates] effective with the first billing cycle of June 2011, there 

8 is also an impact on the embedded non-FAC generation rates that the Stipulation 

9 ESP embeds in the Standard Offer Generation Service Rider ("Rider GSR") 

10 effective January 1, 2012. 

11 Accordingly, it is my opinion that the issues in the remand phase of the 

12 Companies' current ESP cases must be resolved prior to any decision being 

13 issued on the Stipulation ESP in this proceeding. The adjustments I have 

14 recommended must also be recognized for purposes of computing the portion of 

15 the MRO that is based on each Company's most recent SSO. Adopting the 

16 Stipulation ESP without taking the steps I have recommended will embed 

17 unlawfully authorized revenue.in the rates and charges resulting from the 

18 Sfipulation ESP including, but not limited to. the PIRR. 

19 Q29. Has the Commission issued a decision addressing the contested issues in 

20 the remand phase of Case Nos. 08-917-EL-SSO, et aL since the time you 

21 filed your testimony in this case on September 27, 2011? 
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1 A29. Yes. On October 3, 2011, the Commission issued its Order on Remand. The 

2 Commission's remand decision authorized the Companies to continue to collect 

3 2001-2008 environmental carrying costs but directed the Companies to remove 

4 POLR charges from their current rates. In addition, the Commission found that 

5 there should be no adjustment to the phase-in deferral balance associated with 

6 the phase-in to address, on a prospective basis, the unjustified POLR and 

7 environmental carrying charges collected from the beginning of the ESP temn 

8 through the point at which the charges became subject to refund. The 

9 Commission also found that there are no other areas in which it should similarly 

10 address the flow-through effects of the Court's remand (e.g. USF and delta 

11 revenues). 

12 Q30. What are the impacts associated with the Remand Order's removal of 

13 POLR charges from current rates? 

14 A30. Amounts of POLR revenues collected since the first billing cycle of June 2011 

15 through the time that new tariffs take effect to remove the POLR charges from 

16 current rates, will first be credited against the phase-in deferrals of CSP and 

17 OPCo and then returned to customers by billing credits. In addition, new tariffs 

18 will be put in place to remove the POLR charges from current rates. The POLR 

19 revenue requirements originally authorized in the ESP case were $97.4 million 

20 annually for CSP and $54.8 million annually for OPCo. To illustrate, if new tariffs 

21 become effective on November 1, 2011 to remove the POLR charges from rates, 

22 then potential revenues for the last two months of 2011 would be reduced by 

23 approximately $16.2 million for CSP and $9.1 million for OPCo. In addition, 

{C35B03:} 2 7 



1 during the period that the POLR charges were being collected subject to refund, 

2 (the 5 months June 2011 through October 2011), the phase-in deferrals or 

3 customer bills would be reduced by approximately $40.6 million for CSP and 

4 $22.8 million for OPCo. Customer's net billing impacts however, may also be 

5 impacted by changes to the FAC rates that result from POLR revenues 

6 decreasing, under the operation of the annual billing caps. However, the 

7 foregoing discussion of the impacts of the Commission's Remand Order is 

8 merely illustrative of the effect of the remand order as things presently stand with 

9 the understanding that the results in the remand case may yet change as a result 

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

11 Q31. Does this conclude your prepared direct testimony on the Stipulation ESP? 

12 A31. Yes. However, 1 reserve the right to update this testimony for responses to 

13 discovery that are presently outstanding. 
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