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Q1.

Al.

Q2.

A2.

Direct Testimony of Wilson Gonzalez
On Behalf of the Office of the Ohio Consumers’ Galin
PUCO Case No. 13-1939-EL-RDR

INTRODUCTION

PLEASE STATE YOUR NAME, ADDRESS AND POSITION.

My name is Wilson Gonzalez. My business addre48@s\Whitney Avenue,
Worthington, Ohio 43085. | am the President ofeliHouse Energy and
Economic Consulting, LLC. | am testifying in tipsoceeding on behalf of the

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

PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND
PROFESSIONAL EXPERIENCE.

| have a Bachelor of Arts degree in Economics fitate University, and a
Master of Arts degree in Economics from the Uniitgrsf Massachusetts at
Amherst. | have also completed coursework andegaass/ comprehensive
exams towards a Ph.D. in Economics at the UniyeodiMassachusetts at

Ambherst.

| have been employed in the energy industry si&61 | was first employed by
the Connecticut Energy Office as a Senior Econo(tB86-1992). Then | was
employed by Columbia Gas Distribution Companieso{tnbia Gas”) as an
Integrated Resource Planning Coordinator (1992-198@&er that, | was
employed by American Electric Power Shared Ser(itéEP”) as a Marketing
Profitability Coordinator and Market Research Cdiasu (1996-2002). From

2004 to 2013, I managed the Resource Planningiiesivor OCC.
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WHAT HAS BEEN YOUR EXPERIENCE IN PUCO PROCEEDINGS

REGARDING ADVANCE METERING INFRASTRUCTURE (“AMI”") AND

SMARTGRID?

| have been directly involved in many AMI and sngnit related cases that have

been filed before the Public Utilities CommissidrGhio (“PUCO” or

“Commission”). | filed testimony in AEP Ohid’§“Utility” or “Company”) first

application containing AMI, Case No. 06-222-EL-SLR.eviewed all the smart

grid business cases filed by Ohio utilities in Chlse 07-646-EL-UNC. While at

OCC, I was involved in smart grid cases beforeRbECO and in settlements

reached and approved by the PUCO in the:

first Electric Security Plans filed by Ohio’s fouvestor
owned utilities which all included AMI and smaridyr
components (Case Nos. 08-917-EL-SSO, 08-920-EL-
SS0,08-935-SS0);

AEP Ohio, Duke Energy Ohio (“Duke”), and FirstEngrg
Companies smart grid cost-recovery rider casesg(Glas.
10-164-RDR, 11-1353-EL-RDR, 12-509-EL-RDR, 13-345-
EL-RDR, 13-1939-EL-RDR, 12-1811-EL-RDR, 13-1141-
GE-RDR, 12-406-EL-RDR);

AEP Ohio, Duke, and FirstEnergy Companies time-

differentiated and dynamic pricing pilot cases €h®s.

! AEP Ohio is also Ohio Power Company.
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10-424-EL-ATA, 11-1354-EL-ATA, 11-530-EL-ATA, 12-
609-EL-ATA, 12-3281-EL-ATA, 10-979-EL-ATA, 10-
2429-EL-ATA, 11-2798-EL-ATA, 12-3281-EL-ATA, 09-
1820-EL-ATA);
smart grid interoperability standards case (CaselRBo
2531-EL-UNC);

Dayton Power and Light's Revised Smart Grid Busines
Case filing (Case No. 08-1094-EL-SS0O);

Duke Smart Grid Costs and Mid-Deployment Review
(Case No. 10-2326-GE-RDR); and

PUCO'’s investigation of dynamic pricing options fetalil
electric service market (Case No. 12-150-EL-COH an
Smart Grid Privacy and Cyber Security (Case No2711-

GE-UNC).

| have also served as a member the Duke SmartCatidborative and of the

Smart Grid Consumer Collaborative where | servetheratter’'s Board.

Finally, | testified before the Colorado Public ltitt.s Commission in the Public
Service Company of Colorado for approval of the &iGridCity” cost recovery

case, Docket No. 11A-1001E.
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Direct Testimony of Wilson Gonzalez
On Behalf of the Office of the Ohio Consumers’ Gelin
PUCO Case No. 13-1939-EL-RDR
WHAT HAS BEEN YOUR EXPERIENCE IN OTHER REGULATORY
PROCEEDINGS?
| have been involved with many aspects of electtildy regulation since 1986
including, but not limited to, rate design and greed resource planning (with or
without transmission as a resource in the planmng. While at the Connecticut
Energy Office, | was involved in one of the firgrdand-side management
(“DSM") collaborative processes in the country -n@ecticut Department of
Public Utility Control (“*CDPUC”) Docket No. 87-0710 In that case, | analyzed
the performance and cost-effectiveness of mangieffcy programs for
Connecticut’s electric and gas utilities that ledlemonstration projects, policy
recommendations, DSM programs (including rate aem@gommendations) and
energy efficiency standards. | also performeafthe analytical modeling for

United Illluminating’s first integrated resource plied before the CDPUC in

1990.

At Columbia Gas, | was responsible for coordinatiegntegrated Resource Plan
within the corporate planning department and DSbypam development activities
in the marketing department. | designed and maheggdential DSM programs in

Maryland and Virginia.

While at AEP, | conducted numerous cost-benefityemes of programs sponsored
by AEP’s corporate marketing department, includimgyr residential load control

water heater program.
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For the past 10 years, | have (among other matters)

Managed DSM negotiations with Ohio’s investor-@an
utilities involving energy efficiency programs wightotal
cost of several million dollars;

Prepared DSM-related testimony in many PUCO c¢ases
Testified before the Ohio House Alternative Enyerg
Committee and Ohio Senate Energy and Public @liti
Committee in support of energy efficiency, demand
response, and resource planning;

Assisted in the preparation of energy efficieand
renewable energy testimony and amendments for22B.
H.B. 357, S.B. 315, S.B. 58, and S.B. 310;

Testified before the PUCO on rate design issaeg;
Worked extensively on a range of topics regarding
FirstEnergy’s Standard Service Offer proposaldushiag
energy efficiency, distribution lost revenue reagvand

industrial customer interruptible rider cost allbhoa.

Q5. HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY BEFORHHE

PUBLIC UTILITIES COMMISSION OF OHIO?

A5. Yes. Alist of my testimony before the PUCO imahed as Exhibit WG-1.
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Direct Testimony of Wilson Gonzalez
On Behalf of the Office of the Ohio Consumers’ Gelin
PUCO Case No. 13-1939-EL-RDR
WHAT DOCUMENTS HAVE YOU REVIEWED IN THE PREPARAION OF
YOUR TESTIMONY?
| have reviewed AEP Ohio’s Application filed on $&mber 13, 2013. In
addition, | reviewed the Initial Comments and Replynments filed by various
stakeholders in this proceeding. | also reviewsdStipulation and
Recommendation filed on April 7, 2016 (“StipulatipnFurthermore, | examined

the Testimony filed in support of the Stipulatidainally, | reviewed AEP Ohio’s

responses to OCC'’s and the PUCO Staff’'s discovemyesl in this case.

PURPOSE OF TESTIMONY AND RECOMMENDATIONS

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

The purpose of my testimony is to present specditcerns about the charges
Ohio’s residential customers will be required ty pader the Stipulation. In
particular, the current Stipulation delivers totomsers a small fraction of overall
operational cost savings expected over the firsitlyears of the project.
Moreover, the gridSMART Phase 2 rider containegdation 6 of the Stipulation
charges customers up front for the costs of AER'®Phase Il deployment
while it waits until later to flow through the bdite (reduced operational costs) to
customers This provision of the Stipulation imgma material risk to residential
customers because if the projected gridSmart Plhasaefits do not materialize
(and do not flow to customers), customers will &fe¢ having paid upfront for a

white elephant. This aspect of the Stipulatioadseto be mitigated. | make
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specific recommendations for the PUCQO’s considenationcerning what a more

balanced benefit to cost sharing mechanism migik like.

Q8. PLEASE SUMMARIZE YOUR RECOMMENDATIONS.
A8. | recommend that the PUCO reject the Stipulationsicurrent form. However,
if the PUCO chooses to approve the Stipulatiom the PUCO should modify

the Stipulation by imposing the following conditeto improve the cost/benefit

10

11

12

13

14

15

16

17

18

19

20

balance between the Utility and its customers:

1.

Expedite the process of determining the scope and
magnitude of operational cost savings to customers
specified in section 1V.6, the rider recovery maukm of
the Stipulation.

Increase the amount of operational cost savinghitdiee
customers in line with the Company’s updated egemé
operational savings, while taking account of thagehl
investment

Levelize a greater amount of the operationat savings
credit to residential customers to reduce custarharges
and better balance the benefits and costs of AEB'©h

Phase 2 (and Phase 1) smart grid deployment.

2The Phase 1 gridSMART rider did not net the openal cost savings against project costs. Thisnsea
that AEP Ohio has been pocketing these savingsefegral years to the detriment of its customers.
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4, Require rate case timing as a condition of siraait
investment approval to allow customers to captiesfll

operational cost savings when the project is cotagle

.  EVALUATION OF THE STIPULATION UNDER THE COMMIS  SION'’S

THREE-PRONG TEST.

Q9. WHAT ARE THE CRITERIA THAT THE COMMISSION USESTO REVIEW
SETTLEMENTS?
A9. The Commission may approve a settlement only if:
(1) The settlement is the product of serious barggiamong capable,
knowledgeable parties with diverse interésts;
(2) The settlement benefits customers and the putikrest as a
package; and
3) The settlement does not violate any importagtlatory principle

or practice’

% Seeln the Matter of the Application of Columbus Southeower Company and Ohio Power Company,
Individually and, if Their Proposed Merger Is Appeadl, as a Merged Company (collectively, AEP Ohio)
for an Increase in Electric Distribution RateSase No. 11-351-EL-AIR, Opinion and Order (Decemb
14,2011) at 9. The PUCO recently stated thafiteeprong does not incorporate a diversity regjent.

In the Matter of the Application Seeking ApproviOhio Power Company’s Proposal to Enter into an
Affiliate Power Purchase Agreement for Inclusioritia Power Purchase Agreement Rjdease No. 14-
1693-EL-RDR, et al., Opinion and Order (March 301 @) at 52. Nevertheless, the PUCO did consider th
diversity of the signatory parties in that caSze id.

* Consumers’ Counsel v. Pub. Util. Comm(1992), 64 Ohio St.3d 123, 126.
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Q11.

All.

Q.12

Al2.

Q13.

Al3.

Direct Testimony of Wilson Gonzalez
On Behalf of the Office of the Ohio Consumers’ Galin
PUCO Case No. 13-1939-EL-RDR
DOES THE STIPULATION IN THIS PROCEEDING REFLEQ SERIOUS
BARGAINING AMONG CAPABLE, KNOWLEDGEABLE PARTIES WIH
DIVERSE INTERESTS?

It does not, for the reasons stated by Mr. Larizlo

DOES THE STIPULATION AS A PACKAGE, BENEFIT CUBOMERS AND
THE PUBLIC INTEREST?

It does not. In addition to the reasons discueye@CC Witnesses Lanzalotta
and Williams, the Stipulation’s proposed rider memksm does not benefit

customers and the public interest, as discusseavbel

DOES THE STIPULATION VIOLATE ANY IMPORTANT REGLATORY
PRINCIPLE OR PRACTICE AND THUS HARMS CUSTOMERS?

Yes, for the reasons discussed by OCC Witnhessdlaita.

EVALUATION OF THE STIPULATION’S PHASE 2 RIDER R ECOVERY

MECHANISM AND THE TREATMENT OF OPERATIONAL SAVINGS

WHAT IS THE STIPULATION’'S PROPOSED RIDER MECKNISM THAT
WILL CREDIT CUSTOMERS FOR OPERATIONAL COST SAVINGS?
Under the Stipulation, the cost for the gridSMARRase 2 project will be
allocated and charged to customers in the sameeanasrthe gridSMART Phase

1 rider. The rider will be filed quarterly with tmmatic approval 30 days after the
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filing unless otherwise determined by the PUT@osts will be subject to an

annual audit for prudency and no carrying chargédse imposed on over/under

recoverie$.

Also, after a favorable PUCO Order in this casePABhio will move the
approved gridSMART Phase 1 assets to the Distohufivestment Rider and file

for any uncollected O&M expenses in a gridSMART &ha rider applicatioh.

The Stipulation also contains an operational savorgdit that purportedly would

offset the costs charged to customers in the Fider.

The estimated monthly charge to customers of gridBW Phase 2 and the

paucity of the operational cost savings creditsradiated in Table 1 below:

® Stipulation at 9.

®id.

"1d. at 10.

®1d.

® Moore Testimony Exhibit corrected on July’21

10
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Table 1
GridSMART Phase 2
AMI, VVO, DACR
Average Monthly (Including
Average Monthly Rate Impact $ Operating Benefits Reduction of Operating
Benefits)
Residentia Non-Residential] Residential |Non-Residential] Residential |Non-Residential
Year | 0_3_4 1.40 (0.01) (0.07) 0.33 1.33
Year 2 0.57 232 0.07) (0.27) 0.50 205
Year 3 1.10 449 (0.06) (0.27) 1.04 422
Year 4 .64 6.68 TBD TBD TBD TBD
Year 5 2.07 §.44 TBD TBD TBD TBD
Year 6 2.36 0.61 TBD TRD TBD TBD
Year 7 248 10.08 TBD TBD TBD TBD

Bill Impacts do not include an estimate for operating benefits from year 4 forward. These benefits will be determined per paragraph 6 of
the stipulation.

Under the Stipulation, residential customers vatigive a penny a month the first
year, seven cents a month for year two and sixsantonth for year three as

operational savings benefits.

Q14. CAN YOU EXPOUND ON THE OPERATIONAL COST SAVIN&CREDIT
TO CUSTOMERS IN THE PROPOSED PHASE 2 RIDER?

Al4. Yes. The operational cost saving credit is a bpmation of the operational cost
savings the Company expects to experience as b oé#is smart grid
investment, and is an offset to the charge. AER @il charge customers for
smart grid costs that are net of the operationsil savings credit. In particular,
the initial operational cost savings credit withfl back to customers $400,000

per quarter starting in the fourth quarter of tingt fyear™°

g,

11
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Q15. WHAT IS YOUR UNDERSTANDING OF THE DIFFERENT APROACHES

Al5.

Q16.

Al6.

USED BY PUBLIC UTILITY COMMISSIONS WHEN AUTHORIZING
UTILITIES TO COLLECT COSTS OF SMART GRID INVESTMENTFROM
CUSTOMERS?

To date, three separate approaches have beefousaidities to collect costs

from customers for smart grid. They are (1) sdemigpose riders, (2) riders with
limits based on expected economic benefits, anttd@)jtional rate case prudency
reviews™ The risk (and relative charge) to consumersésigst with special
purpose riders without limits. The risk (and relatcharge) is the least to
customers when the utility is required to file terease. In the net of operational
cost savings rider approach adopted in the Stipumathe smart grid investment
risk is generally shared between customers anityghiareholders. However,
under the Stipulation in this case, the risk isaggefor consumers and less for the

Utility because operational benefits are delayefiiowing to customers.

CAN YOU PROVIDE ANY REGULATORY EXAMPLES?

Yes, | will provide several examples.

The Duke Energy Ohio Smart Grid Audit and Assesgnveimich was prepared

for the PUCO, calculated $383 million in net prdseaiue operational benefits

1 paul Alvarez, “Maximizing Customer Benefits, Penfiance measurement and action steps for smart
grid investments,” Public Utilities Fortnightly, daary 2012, page 33.

12
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over a twenty-year period. Through negotiation with consumer advocates and
PUCO Staff, Duke agreed to reflect a total of $56ion in operational cost
savings credit for the years 2012 through 2015 texisting net of benefits

smart grid ride’® Duke also agreed to account for all the benefithe smart

grid in a rate case to be filed one year afterdapployment:*

The California Public Utilities Commission (“CPUC®quired early on that each
utility deploying smart meters credit customersaperational benefits that would
occur with each smart meter that the utility pudiservice®> The Southern
California Edison Co. is required to credit custos®l.43 of the operational
benefit per customer per month beginning eight imeafter the smart meter is
reflected in rate basé. If AEP Ohio was to provide such benefits to canets,

it would equate at a minimum to $12 million perybased upon the Utility’s
deployment schedufe.Similar approaches have been adopted for smagrmet

deployments by Pacific Gas & Electric and San Di€gs & Electric.

12 The MetaVu Duke Energy Ohio audit report inclufiésseparate operational benefit categories, page 72
“Duke Energy Ohio Smart Grid Audit and AssessmeNlgta-Vu, June 30, 2011.

13 Settlement filed in Duke Energy Ohio Case No. 32&GE-RDR.

¥d.

15 CPUC Decision No. 08-09-039 (September 18, 2008j California utilities submitted a business case
for smart metering that included over 80 percerihefbenefits in the form of reduced operationatso

%1d. at pages 37-38.

" This figure is calculated in Table 3 found lateniy testimony. | state “at a minimum” becauselh f
detailed assessment of operational savings havieemot filed by the Company.

13
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The Oklahoma Corporation Commission approved Okieh&Gas and Electric’s
smart grid proposal, where it “ordered that therapens and maintenance

savings indicated in the utility’s business caseléducted from the revenues

requested by the utility by yeat®”

Finally, the Maryland Public Utilities CommissiotMPUC") required the

Baltimore Gas & Electric (“BGE”) smart grid initige to be collected as a

regulatory asset. In so doing, the MPUC recognthatl
BGE, the Commission and the customers are, esbgndiffecting a
partnership by embarking on the Smart Grid iniitiFor the
partnership to be effective..., the customers shoat be solely
responsible for the program costs if the benefiteot materialize. If
BGE is convinced of the TRC and the forecast otaraer behavior
based on the pilot programs, then during the tidex-up BGE

shareholders should have some exposure consisithrtie risk
inherent capitat?

Q17. WHAT DO YOU RECOMMEND REGARDING STIPULATION
PARAGRAPH IV. 6 PROVIDING SAVINGS TO CUSTOMERS THRGGH A
COST SAVINGS MECHANISM IN THE RIDER?

Al7. |recommend that the PUCO reject this provision iastead order an increase in

the amount of the operational cost savings créditflow to customers, and

18 Alvarez, supra note 8, at 258.

¥n the Matter of the Application of Baltimore GasdaElectric Company for Authorization to Deploy a
Smart Grid Initiative and to Establish a Surcharfgethe Recovery of Coqd¥ilPUC Case No. 9208, Order
No. 83531 (August 13, 2010) at 24 (citing Direcsiimony of Maryland Energy Administration Witness
Fred Jennings (July 19, 2010) at 13) (emphasisiginal Order) (available at
http://webapp.psc.state.md.us/Intranet/siteseai®208.pdf).

14
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levelize those credits as depicted in Table 3 ot@syimony as an approach for
consumer protectioWVhile a net of operational cost savings rider campbsitive

for customers the structure of the credit in tidericontained in the Stipulation is

problematic.

Q18. IN WHAT WAY IS THE NET OF OPERATIONAL COST SANGS CREDIT
IN THE STIPULATION PROBLEMATIC FOR CUSTOMERS?
A18. The net of operational cost savings credit is |enmlatic for customers for the
following three major reasons:
1. It fails to capture for customers all the operagiocost savings and
revenue enhancemefftthe Company will experience from its
Phase 2 project, as stated in OCC Witness Lanaaott
testimony?’ The $400,000 quarterly operational savings for
customers provided for in the Stipulation is a migesture and
appears to be limited to meter reading and meterabipns
expected savings, and is derived from only one gmarthe four
years) of meter deploymefft. Also, there is no accounting for

the 132,000 meters installed in the Company’s Phpsgect. In

2 Revenue enhancements can be earlier theft daiggtieater billing accuracy from “slow meters” and
may include the reduction in lost revenue due tages.

L anzalotta Testimony at pages 12-14. It alsa f@ilcapture all the operational cost savings fAER
Onhio’s Phase 1 deployment.

22 Osterholt Testimony, Exhibit SSO-1 at page 5.sTHgécomes clear in the levelization table | provide
later on in my Testimony.

15
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contrast for example, the operational cost savihngsPUCO

approved in the Duke smart grid case (Case No.3PB-ZE-

RDR) not only included meter reading and meter ajp@ns

savings, but also included other credits, colledj@and revenue

enhancements as indicated in Table 2 b&fbwEP Ohio

estimates the latter savings and revenue enhanteite$8-10

million a year, but they are not being creditedki@ccustomeré?

Table 2

2011 \ 2012 2013 2014 | 2015 \
Beneﬂtu‘ Benefit Name Benefit Type Gas ! | Electric ‘ Total ‘ Gas ! | Electric ‘ Total ‘ Gas ! ‘ Electric | Total Gas ! ‘ Electric ‘ Total | Gas ‘ Electric ‘ Total ‘

1 Regular Meter Reads Avoided O&M Cost $0.205 50335 $0.540 $0.498 $0.812 §1.310 §1113 $1.817 $2.930 §1.725 $2.815 $4.540 $2.288 f §3.732 $6.020
2 Off-Cycle / Off Season Meter Reads Avoided O&M Cost 0.730 1130 1920 1296 2114 3410 1927 3143 5.070 2333 3.807 6.140 2.652 i 4318 6.980
3 Remote Meter Diagnostics Avoided O&M Cost - 0.140 0140 - 0.310 0310 - 0500 0.500 - 0.680 0.680 - 0.800 0.800
7 Meter Operations Costs Avoided O&M Cost 0.050 0.050 0.120 0120 0.200 0.200 0260 0.260 0310 0310
10 Outage Detection Avoided O&M Cost 0010 0010 0.030 0.030 0.050 0.050 0.060 0.060 0070 0.070
11 OQutage Verification Avoided O&M Cost 0110 0110 0.250 0250 0410 0.410 0540 0540 0.660 0.660
15  Continuous Voltage Monitoring Avoided O&M Cost 0.080 0.080 0.160 0.160 0.240 0.240
19 Capacitor Inspection Costs Avoided O&M Cost 0.060 0.060 0130 0130 0.200 0.200
20 Circuit Breaker Inspection Costs Avoided O&M Cost 0.020 0.020 0.050 0.050 0.080 0.080 0.0%0 0.0%0 0.100 0.100
21 call Center Efficiency Avoided O&M Cost 0.030 0.030 0.060 0.060 0.0%0 0.090 0120 0120 - 0.140 0.140
22 Increase in Safety Avoided O&M Cost 0.008 0012 0.020 0.015 0.025 0.040 0.027 0.043 0.070 0.038 0.062 0.100 0.042 i 0.068 0110
23 Billing Savings - Shortened Billing Cycle  Avoided O&M Cost 0.011 0019 0.030 0.018 0.031 0050 0.027 0.043 0.070 0030 0.050 0.080 0.030 [ 0050 0.080
24 Vehicle Management Costs Avoided O&M Cost 0.087 0143 0230 0.198 0322 0520 0315 0515 0.830 0418 0.682 1100 0.430 r 0.800 1290
45 Power Theft / Theft Recovery Costs Increased Revenue 0.180 0.180 0.380 0.380 0.620 0.620 0810 0.810 0430 0830
8 Meter Accuracy Improvement Increased Revenue 0.190 0.1%0 0.400 0.400 0.660 0.660 0870 0.370 1070 1070
9 Meter Salvage Value Increased Revenue 0.100 0.100 0.210 0.210 0220 0.220 0.170 0170 0.160 0.160
12 Outage Reductions Increased Revenue 0.140 0.140 0.250 0.250 0.370 0.370 0480 0.430 0540 0.540
TOTALS $1.041 52.669 §3.710 $2.026 $5.364 §7.390 £3.400 $8.901 §12.310 §4544 511786  516.330 $5.502 i 514258 519760
Exclude "generation” share of increased revenue benefit ™! 0.293 0.293 0.595 r 0595 0.898 r 0.898 1118 r 1118 1325 r 1325
Transmission & Distribution Savings $1.041 §2.376 53417 $2.026 $4.769 §6.795 £3.400 $8.003 §11.412 §4544 510668  §15.212 $5.502 i 512933 518435

Notes: *! Benefits as provided in the MetaVu Audit Report.

21 2015 Benefits are not being included in the levelization agreed to in the Stipulation
®I'Far benefits that accrue to gas and electric customers, allocated based on number of customers
2. The limited meter reading and operations cost ggvia be shared

with customers cannot be adjusted or reconcilethduhe time it

% Duke Energy Ohio Case No. 10-2326-GE-RDR, Stijnfefttachment 1.
24 Osterholt Testimony, Exhibit SSO-1 at page 5.
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will be in effect, which extends until the Commasiadopts a new
operational cost savings creffit. The Stipulation contains this
provision, even though according to AEP Ohio, titaltmeter
reading and operations savings over four yearsediotals over
$16 million dollars>®
3. The front-loaded cost nature of the rider createsraacceptable

level of customer risk. This topic will be addsed in section IV

of my testimony.

Q19. DOES THE FUTURE OPERATIONAL COST SAVINGS CREDI
ADJUSTMENT PROCESS OUTLINED IN THE STIPULATION ALLAY
YOUR CONCERNS FOR CUSTOMERS?

A19. No. The Stipulatiomllows but does not requitethe PUCO Staff to retain an
external consultant paid for by AEP Ohio to revielaase 1 and Phase 2
operational benefits arsliggesmodifications, as appropriate. It then allows for
a period of negotiation between the parties tovarait an agreed upon level of
operational cost saving credit. If an agreemenbisattained by the parties, this

proceeding will allow for additional litigation, #i a PUCO Order deciding the

% stipulation at page 10.
% See Table 3 later in this testimony.

2" Unlike the incorrect statement in AEP Ohio’s Witadvloore’s Testimony that “an evaluation of the
operational savings of the projeeil be conducted....” Page 9, lines 6-9. (Emphasiscjide
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appropriate savings credit adjustm&htAEP Ohio’s own Average Monthly Rate
Impact calculation (Table 1) indicates that thdiesirthe operational cost savings

credit is expected to change is at the start of f@a following PUCO approval

of the Stipulation.

Two problems with the operational cost savings itrgublate process are that it is
permissive (not required as a customer benefit)iafiads to capture all the
credits that are due to customers. Additionaflynidertaken, it can and will be
time consuming. It may take several years ifditign and appeals occtir.
Meanwhile, the additional millions of dollars oferational savings and revenue
enhancements that should be going to customersenthyp instead going to
AEP Ohio’s bottom line. And during this time AERIO will be charging its 1.5
million customers the costs of the expensive ($Bon) smart grid>® The

PUCO should implement measures to expedite thet dredefit to customers.

28 stipulation at page 10.

% The process also contains a perverse incentiitdsam the Company’s interest to prolong the @s&to
continue to usurp the operational cost savings ftastomers.

30 Osterholt Testimony, Exhibit SSO-1 at page 9.
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MITIGATION OF CUSTOMER RISK INHERENT IN THE

STIPULATION

ARE YOU CONCERNED WITH THE FRONT-LOADED COSNATURE OF
THE PHASE 2 RIDER (MEANING CUSTOMERS ARE CHARGED UP
FRONT FOR THE BUILDING OF THE SMART GRID)?
Yes. The fact that customers have to pay up fimrthe costs of the Company’s
smart grid deployment and hope that the promiseefiie materialize 15 years
into the future is problematic. This scenariohia Stipulation places too much
risk on Ohio consumers. OCC Witness Lanzalottaisatlg provides insight into
both the technological and financial risks thattoosers will face if the
Stipulation is approved by the PUGH The National Association of Regulatory
Commissioners (“NARUC”) has commented on the imgoace of balancing the
risks of smart grid deployments:

“[w]hen evaluating proposed smart grid investmeState

commissions should require the quantification ef blenefits and

costs of proposed project(s) to the extent readpmaissible. Any

qualitative benefits and costs used in the anabysisdecision-

making should be identified and articulated todReent

reasonably possibl&tate commissions should identify the risks

and rewards of smart grid investment projects arltbeate those

risks and rewards appropriately to utility sharefu#rs and
consumers.*?

3 Lanzalotta Testimony at pages 14-16.
32NARUC Resolution on Smart Grid Principles” adoptidy 20, 2011 (emphasis added).
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As indicated earlier, the operational cost savicrgslit provided customers in the
Stipulation amounts to $400,000 per quarter, stgiiti the third quarter of the
first year. This amount represents $3.6 millioustomer credits over the first
three years of the Phase 2 deploynidrthe Company expects to spend $560
million dollars over 15 years in capital and O &ft# the entire Phase 2 project,
which it will seek to collect from Ohio consuméfsOf that, $238 million or 43
percent will be spent over the first three yearhe operational cost savings
credit in the Stipulation therefore represents dn/percent of the Phase 2

project costs over the first three ye#rsOne would be hard pressed to consider

this balanced risk sharing between customers aaeisblders.

IS THERE A WAY TO MITIGATE THE RISKS FACED BYAEP OHIO
CUSTOMERS?

Yes. The PUCO should reject the Stipulation. PRECO should expect a more
balanced Stipulation along the lines recommende@®¢ Witnesses Lanzalotta
and Williams and myself. The PUCO can also mo8igtion 1V.6 Rider

Recovery Mechanism of the Stipulation to mitigadee of the consumer risk.

% Nine quarters times $400,000.
34 Osterholt Testimony, Exhibit SSO-1 at page 9.

% Based on the first three year project cost asigeavin response to OCC INT-6-109 Attachment 1.

% A survey of 30 smart meter business cases worklesfimated that operational cost savings averaged
percent of smart meter project costs. Emeteofis@ationwide SG deployment benefit-cost resukis, t
original table can be found http://www.emeter.com/smart-grid-watch/2012/builgla-business-case-for-
smart-meters/See Attachment WG-1.
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Moreover, under any circumstance, the PUCO shawigd consumer risk by
advancing the pay-back to customers from operdtiost savings. | recommend
that operational savings be paid back in equal ansaliie., levelized) along the
lines demonstrated in Table 3 below. As showrrgasing the amount of cost
savings to customers and levelizing those dollazeeases the operational cost
savings customer credit from the Stipulation’s $800 dollars to $2.9 million
per quartef’ Last, the Commission should reject the Stiputagiad, if AEP
Ohio then decides to pursue shareholder upfrordifignfor the smart grid
investment — as would be consistent with traditioegulation and the risk that

belongs with investors — AEP Ohio could then sexk collection through future

traditional base rate proceedings in accordande @ftio ratemaking standards.

37$2.9 million is the $11.6 million levelized operatal cost savings credit from the table divideddby
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Table 3.

AEP Ohio
Levelize Meter Reading, Meter Operations, Credit and Collections Cost Savings and Revenue Enhancements (Years 1 through 4)

[ 2017 [ 2018 [ 2019 | 2020 |[ Total
Electric 2017-2020 5G Operational Cost savings Credit
Phase 2 Meter Reading & Operations (Nominal Dollars) 51,624,845 $3,249,690 54,874,535 56,499,380 $16,248,450
Phase 1 Meter Reading & Operations (Nominal Dollars) $1,020,920 51,020,920 $1,020,920 $1,030,920 $4,123,680

Phase 2 Credit, Collections and Revenue Enhancements (Nominal Dollars) $2,000,000 $4,000,000 $6,000,000 $8,000,000 $20,000,000
Phase 1 Credit, Collections and Revenue Enhancements (Nominal Dollars) $ 1,181,208 $ 1,181,208 5 1,181,208 S 1,181,208 $ 4,724,832

PV (2015 §) $5,836,973 $8,982,170 $12,423,261 $15,864,352 $43,106,756
Levelized $11,631,641 $11,631,641 $11,631,641 $46,526,564 |
PV of Levelized $11,631,641 $11,041,998 $10,482,246 59,950,870 543,106,756
Additional Savings/(Added Rev) Nominal $10,006,796 $8,381,951 $6,757,106 $5,132,261 $30,278,114
Additional Savings/(Added Rev) (2015 §) $5,794,668 $2,059,828 ($1,941,015) ($5,913,482)
Inputs
Discount at Rate used for All Other Deferrals 5.34%

(Long-Term Debt Rate from 11-351-EL-AIR Case)
Phase 1 annual per meter benefits# s 7.81
Phase 2 Average annual meter benefits (56.71-7.83/meter)* S 7.27
Phase 1 Meters already Installed 122,000
Phase 2 Meters Installed 223,500 223,500 223,500 223,500 894,000
Phase 2 Credit, collections and revenue enhancements (S annual)* $ 2,000,000
Phase 1 Credit et al value prorated for # of phase one meters installed. $ 1,181,208

* From Osterholt Testimony, Company Updated Business Case at 5.
# AEP Ohio gridSmart Demonstration Project, Final Technical Report,
June 2014, page 346.

Q22. 1S YOUR RECOMMENDATION FOR AN INCREASED CUSTOER COST
SAVINGS CREDIT AND THE LEVELIZATION OF THAT CREDIT MEANT
TO REPLACE THE FUTURE DETERMINATION OF OPERATIONAL
COST SAVINGS CREDIT PROCESS ESTABLISHED IN SECTIOBIOF
THE STIPULATION?

A22. No. My recommendation serves to provide an appredth some fairness for
customers through sharing the operational coshgawredits. It ensures that, in
what may become a fairly lengthy process, customersharing more equitably
in the operational cost savings that they are gathe Company to produce

through their payments for the cost of the expensimart grid.
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LACK OF FUTURE RATE CASE TREATMENT IN THE STIPUL ATION

ARE YOU CONCERNED AT THE FAILURE OF THE STIPULATIONTO
PRESCRIBE RATE CASE TIMING AS A CONDITION OF AEP OKD’S
SMART GRID INVESTMENT APPROVAL?

Yes. | have already shared my concerns at theityaafoperational cost savings
that will be flowed to customers in the Phase §MART rider and the timing
challenge faced by the parties in modifying therithrough the process
proscribed in Section 6 of the Stipulation. Thetheay to ensure that AEP Ohio
is passing the full slate of operational cost sgsito the customers who are
paying for the smart grid deployment is to reqaimate case a year after the
deployment is completed. The additional year allbw the associated cost
reductions to be reflected in AEP Ohio’s books tast year so that customers
can reap the entire operational cost savings ktenéfivill also encourage AEP
Ohio to attain the savings expeditiously as thdl/reiain any cost savings

(beyond those included in the existing rider) uthtd rate case.

CONCLUSION

SHOULD THE PUCO REJECT THE FILED STIPULATION N AEP
OHIO’S PHASE 2 SMART GRID DEPLOYMENT?
Yes. The PUCO should reject the Stipulation fer tbasons stated in the

testimony of OCC’s witnesses. In the alternatitie, PUCO should modify the
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Stipulation along the lines suggested by OCC’s g@xpinesses to improve upon

the relatively little benefits and relatively grestk and costs for customers.

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes. However, | reserve the right to incorporages/mnformation and/or
discovery responses that may subsequently becoailalaie. | also reserve the
right to supplement my testimony in response totjpos taken by AEP Ohio or

other parties.
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Exhibit WG-1
Page 1 of 1

Mr. Gonzalez has submitted testimony in the follogvcases before the Public Utility

Commission of Ohio:

Vectren Energy Delivery of Ohio, Case No. 04-571-GIR
Dominion East Ohio, Case No. 05-474-GA-ATA
Dominion East Ohio, Case No. 07-829-GA-AIR

Vectren Energy Delivery of Ohio, Case No. 05-1444-GNC
ColumbusSouthern Company/Ohio Power Company, Case No. Qe=22SLF
DukeEnergy of Ohio, Case No. 07-589-GA-AIR
FirstEnergy Companies, Case Nos. 07-551-EL-AIR) et
Vectren Energy Delivery of Ohio, Case No. 07-1088-&R
FirstEnergy Companies, Case No. 08-935-EL-SSO

10. FirstEnergy Companies, Case No. 08-936-EL-SSO
11.DukeEnergy of Ohio, Case No. 08-920-EL-SSO
12.AEP, Case No. 08-917-EL-SSO

13.Dayton Power and Light, Case No. 08-1094-EL-SSO
14.FirstEnergy Companies, Case No. 09-906-EL-SSO

15. Duke Energy of Ohio, Case No. 10-1999-EL-POR

16. FirstEnergy Companies, Case No. 10-388-EL-SSO
17.FirstEnergy Companies, Case No. 10-1128-EL-CSS
18.AEP, Case No. 11-351-EL-AIR

19.FirstEnergy Companies, Case No. 11-5201-EL-RDR
20.FirstEnergy Companies, Case No. 12-1230-EL-SSO
21.FirstEnergy Companies, Case No. 12-2190-EL-POR
22.Duke Energy Ohio Case No. 13-431-EL-POR

23.Duke Energy Ohio Case No. 13-753-EL-RDR

24.Duke Energy Ohio Case No. 14-1580-EL-RDR

25.Duke Energy Ohio Case No. 14-457-EL-RDR
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