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1. Q.  Please state your name and business address. 1 

 A.  My name is Patrick Donlon. My business address is 180 East Broad Street, 2 

Columbus, Ohio, 43215. 3 

 4 

2. Q.  By whom and in what capacity are you employed? 5 

 A.  I am employed by The Public Utilities Commission of Ohio (PUCO) as the 6 

Director of the Rates and Analysis Department.   7 

 8 

3. Q.  How long have you been in your present position? 9 

 A.  I assumed my present position in November 2014.   10 

 11 

4. Q.  What are your responsibilities in your current position? 12 

 A.  In my current position, I am responsible for directing the activities of the Rates 13 

and Analysis Department of the PUCO, which generally includes department 14 

oversight on all policy matters, procedures, workload, goals, and other department 15 

activities.    16 

 17 

5. Q.  Will you describe briefly your educational and business background? 18 

 A.  I received a Bachelor of Science degree in Accounting with a minor in Economics 19 

Management from Ohio Wesleyan University in 2000.  In 2010, I earned a Master 20 

of Business Administration degree from Franklin University.   I worked for 21 

American Electric Power (AEP) for just under ten years in two stints with the 22 

company serving in various roles.  For AEP, I was an accountant in the 23 
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Generation Accounting Department; an Hourly Energy Trader for AEP focusing 24 

in the Southwestern Power Pool market; a Fuel, Emissions and Logistics 25 

Coordinator; and a financial planning analyst in Commercial Operations.  I began 26 

working at the PUCO in August 2012 as Public Utilities Administrator 2 in the 27 

Rates Division of the Utilities Department. I also served as the Interim Director of 28 

the Energy and Environment Department, beginning in May 2014, until assuming 29 

my current role in November 2014.   30 

 31 

6. Q.  Have you previously provided testimony before the Public Utilities Commission 32 

of Ohio? 33 

 A.  Yes, I provided testimony in various gas and electric rate cases, electric Standard 34 

Service Offer cases, energy efficiency, and natural gas Gas Cost Recovery cases.   35 

 36 

7. Q.  What is the purpose of your testimony in this proceeding? 37 

 A. The purpose of my testimony is to propose modifications to the Stipulation filed 38 

in this case that will result in a fair outcome for participating and non-39 

participating ratepayers of all classes within the Duke Energy Ohio (Duke) 40 

territories. Additionally, Staff is recommending that Duke file an Application to 41 

change accounting methods (AAM) in order to defer the program costs and lost 42 

distribution revenue associated with the continuation of energy efficiency and 43 

peak demand reduction programs during 2017. 44 

  45 



 

4 | P a g e  
 

8. Q. What are the modifications to the Stipulation that Staff proposes? 46 

 A. Staff proposes that the Commission modify the Stipulation in the following ways: 47 

 The Stipulation should include a methodology for the Commission to 48 

mitigate the risk to ratepayers of the costs of the energy efficiency and 49 

peak demand reduction programs that are developed and administered by 50 

the electric distribution utilities (EDUs).  Staff is therefore proposing that 51 

the stipulation be modified to include the implementation of an overall 52 

cost cap on the program costs and shared savings incurred through Duke’s 53 

energy efficiency portfolio plan.  54 

 Section 7(g) of the Stipulation should be modified to comply with the 55 

stipulation signed by the Company and approved by the Commission in 56 

Case No. 14-457-EL-RDR. 57 

 58 

Cost Cap Modification 59 

9. Q. How will the cost cap be calculated? 60 

 A.  The cost cap will be set by taking the annual operating revenues of Duke, as 61 

reported in line 10 on page 300 of Duke’s 2015 FERC Form 1, and multiplying 62 

that number by 3.5%.    63 

 64 

10. Q.  What does the number found on FERC Form 1, page 300, line 10 (“Line 10”) 65 

represent? 66 

 A. As stated on the form, it is the operating revenues attributable to “total sales to 67 

ultimate consumers,” which is a summation of the following FERC accounts:  68 
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 440 – Residential Sales (line 2) 69 

 442 – Commercial and Industrial Sales (line 3 – 5) 70 

 444 – Public Street and Highway Lighting (line 6) 71 

 445 – Other Sales to Public Authorities (line 7) 72 

 446 – Sales to Railroads and Railways (line 8) 73 

 448 – Interdepartmental Sales (line 9) 74 

 Attachment 1 of my testimony is the FERC Form 1 page 300 for Duke.   75 

 76 

11. Q. Why is Staff using Line 10? 77 

 A. Staff chose Line 10 for the following reasons: 78 

 The number is public and readily available; 79 

 The number is expressed in total dollars and thus is directly 80 

comparable to overall program costs and shared savings; 81 

 Using a single number as a cost cap allows for Duke to have more 82 

flexibility in managing their budget than a cost cap based on a 83 

percentage of specific customer bill impacts; and 84 

 Using a number that is required by FERC to be reported on a 85 

commonly used form allows for transparency amongst all the utilities 86 

in the state. 87 

  88 
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12. Q. What would be the cost cap applicable to Duke’s portfolio plan?  89 

 A.  The 2015 FERC Form 1, page 300, line 10 for Duke is listed in the following 90 

table, along with the 3.5% cost cap for the Company, and the overall totals: 91 

 FERC Form 1, 

Page 300, Line 10 

3.5% Cost 

Cap 

Duke Energy Ohio $966,301,847 $33,820,565 

 92 

13. Q. Does the cost cap remain the same for each year of the portfolio plan? 93 

 A.  Yes.   94 

 95 

14. Q. Why does Staff support a cost cap of 3.5% of Line 10? 96 

 A.  Staff reviewed many options for a cost cap, searching for the most appropriate 97 

percentage and baseline.   Based on the 2015 Line 10 numbers across all of the 98 

EDUs in the state, Staff evaluated that 3.5% would provide price security for all 99 

ratepayers, while not hindering Duke’s ability to meet or exceed their statutory 100 

benchmarks.   101 

 102 

15. Q. Why is Staff proposing a cost cap that is inclusive of program costs and pre-tax 103 

shared savings?    104 

 A.  While Staff believes that energy efficiency is beneficial, particularly to 105 

participating ratepayers, the costs have been escalating to the point that the rider 106 

in which energy efficiency costs are collected has become one of the highest 107 

riders on residential customers’ bills.   Staff believes a cost cap will provide some 108 

price assurances to customers and mitigate the risk of increasing costs, while still 109 
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supporting energy efficiency and allowing the utilities to meet or exceed their 110 

statutory mandate levels.   111 

 112 

16. Q. Did Staff perform analysis of other mitigation strategies to reduce the ratepayers’ 113 

risk of increasing costs? 114 

 A. Yes.  Staff evaluated many different options, including but not limited to, 115 

acquisition costs of energy efficiency, rider caps, and overall bill impacts. 116 

 117 

17. Q. Why did Staff decide on the proposed cost cap over other mitigation strategies 118 

considered? 119 

 A.  Staff ultimately decided that implementing a cost cap was the most effective way 120 

to mitigate the risk of increasing costs to ratepayers.  In addition, Staff decided on 121 

this methodology because it is straight forward, simplistic, and easy for both 122 

technical and non-technical observers to understand.   Staff believes the other 123 

options to mitigate the risk of increasing costs could be misinterpreted, confusing, 124 

and hard to explain to the general public.    125 

 126 

18.  Q.  Will costs related to energy efficiency products continue to rise? 127 

 A. No. The economic theory of a product life cycle, shows that over time sales will 128 

increase while profits and end-user costs will go down. This is due to various 129 

factors, with one of the key factors being increased competition.      130 

   131 



 

8 | P a g e  
 

19. Q. Has Staff considered that Duke may have to modify its programs to comply with 132 

the statutory mandate while staying under the cost cap? 133 

 A. Yes.  Duke has the ability to adjust their portfolio as management deems 134 

necessary, subject to a prudency review by Staff.  Duke works collaboratively 135 

with parties to determine which products and programs the Company will 136 

promote through the energy efficiency program.  Duke is not required to use the 137 

most advanced and cutting edge energy efficiency products available on the 138 

market. While it is not Staff’s role to manage the Company’s program mix, Staff 139 

believes the cost cap will encourage Duke to craft a portfolio of programs that 140 

will strike a balance that ensures cost-effectiveness for ratepayers while achieving 141 

optimal energy savings.     142 

   143 

20.  Q.  What if Duke is unable to develop a portfolio that meets the statutory 144 

requirements within the cost cap? 145 

A.  If, after making all possible adjustments, the EDU projects that it would be unable 146 

to meet the statutory requirements within the projected budget, it may request that 147 

the Commission amend its applicable benchmark, pursuant to section 148 

4928.66(A)(2)(b) of the Revised Code.  However, the EDU would not be eligible 149 

for shared savings when making such a request. 150 

 151 

21. Q. How will the cost cap be audited? 152 

 A.  Each year Duke will file an annual rider case, Rider EE-PDR, in which Staff 153 

audits the prudence of the costs incurred and included in the rider. Within that 154 
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filing, Duke will provide additional information for the audit of the cost cap.  Any 155 

costs exceeding the cap will not be recovered, and any amount already collected 156 

over the cap will be refunded as a credit to customers.   157 

 158 

22. Q. Are there any items that would offset the cost cap? 159 

 A.  Yes. Revenues from PJM that Duke receives for bidding energy efficiency into 160 

the RPM Auction and are credited back to customers through the rider can offset 161 

the overall costs of the portfolio programs.   162 

 163 

23. Q. Do the revenues from PJM include revenues as a result of demand response? 164 

 A.  No. The revenues from PJM’s demand response program offset the interruptible 165 

demand response credit that is above market and does not count against Duke’s 166 

cost cap. Therefore, the revenues received should not be credited against the cost 167 

cap.   168 

 169 

24. Q. Does a cost cap on program costs and shared savings benefit ratepayers and the 170 

public interest? 171 

 A. Yes. A cost cap on program costs and shared savings would control the cost of 172 

energy efficiency. It requires Duke to pick the most cost effective and efficient 173 

means of achieving their benchmarks, thus avoiding unnecessary charges to 174 

customers. The Stipulation lacks a provision controlling the costs of programs and 175 

shared savings. 176 

 177 
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Modification to Section 7(g) of the Stipulation 178 

25. Q. What modification does Staff propose to section 7(g) of the Stipulation? 179 

 A. As filed, section 7(g) prohibits Duke from counting toward shared savings the net 180 

benefits of “any energy savings previously used in the calculation of a shared 181 

savings incentive during a prior year.”
1
 Staff proposes that section 7(g) of the 182 

Stipulation be clarified to reflect that the Company will not count toward shared 183 

savings any energy savings achieved during a prior year.  184 

 185 

 26. Q. Why does Staff object to section 7(g) of the Stipulation as filed?  186 

 A. In Case No. 14-457-EL-RDR, the Commission approved a stipulation agreed to 187 

by the Company and Staff that included a term on the recovery of shared savings.  188 

Specifically, the Company agreed that “[b]eginning in 2017, the Company will 189 

not file for recovery of the shared savings mechanism in any portfolio plan year 190 

after 2014 in which banked savings have been used to meet the annual benchmark 191 

requirements.”
2
 Staff is concerned that the language in section 7(g) does not 192 

comply with the stipulation in Case No. 14-457-EL-RDR because it seems to 193 

allow banked savings to be used toward the recovery of shared savings as long as 194 

they were not used previously to calculate shared savings. The stipulation in Case 195 

No. 14-457-EL-RDR does not allow Duke to recover shared savings when any 196 

                                                           
1
  Case No. 16-576-EL-POR, In the Matter of the Application of Duke Energy Ohio, Inc. for Approval of its 

Energy Efficiency and Peak Demand Reduction Program Portfolio Plan, Stipulation and Recommendation (January 

27, 2017) at 5-6 (http://dis.puc.state.oh.us/DocumentRecord.aspx?DocID=b25f96c9-0640-45d8-80c7-

ee1368e2af2d). 
2
  Case No. 14-457-EL-RDR, In the Matter of the Application of Duke Energy Ohio, Inc. for Recovery of 

Program Costs, Lost Distribution Revenue, and Performance Incentives Related to its Energy Efficiency and 

Demand Response Programs, Stipulation and Recommendation (January 6, 2016)  at 6-7 

(http://dis.puc.state.oh.us/DocumentRecord.aspx?DocID=607207bd-b69c-422d-8887-3dae96507748).  

http://dis.puc.state.oh.us/DocumentRecord.aspx?DocID=607207bd-b69c-422d-8887-3dae96507748
http://dis.puc.state.oh.us/DocumentRecord.aspx?DocID=b25f96c9-0640-45d8-80c7-ee1368e2af2d
http://dis.puc.state.oh.us/DocumentRecord.aspx?DocID=b25f96c9-0640-45d8-80c7-ee1368e2af2d
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banked savings are used. For the calculation of shared savings benefits in a given 197 

year, only energy savings from that year apply to that calculation. To allow the 198 

Company to recover shared savings with the use of any banked savings would be 199 

a violation of the 14-457-EL-RDR stipulation.  200 

 201 

27. Q. What purpose does the Commission’s shared savings mechanism serve in these 202 

portfolio plans?  203 

 A. Shared savings is a mechanism created by the Commission to incent utilities to do 204 

more than the mandated amount of energy efficiency in a given year.  If banked 205 

savings are used to increase shared savings in any way, it defeats the purpose of 206 

the incentive mechanism. At that point, the Commission should remove shared 207 

savings incentives all together.   208 

 209 

28. Q. Should all programs count towards Duke’s shared savings calculation? 210 

 A.  No.  Programs in which the customer or aggregator reports the energy savings to 211 

Duke, where Duke was not directly responsible for the savings, should not count 212 

for shared savings.  In addition to those programs specifically excluded from the 213 

shared savings calculation in SB 310, the savings achieved from Historical 214 

Mercantile Projects and Energy Special Improvement Districts should also not be 215 

used in the shared savings calculation.  216 

 217 

 218 

 219 
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Application to Change Accounting Methods 220 

29.  Q.  Does Staff believe an AAM is required as a result of the Stipulation? 221 

 A. Yes.  Duke submitted its last energy efficiency and peak demand reduction 222 

portfolio for Commission approval on April 15, 2013.  That portfolio was 223 

approved by the Commission on December 4, 2013 and was effective through 224 

2016.  Subsequent to the close of 2016, Duke has had no Commission approved 225 

portfolio program in place and any deferral authority associated with prior 226 

portfolio programs has expired along with the approved portfolio programs.  227 

Financial Accounting Standards Board's Accounting Standards Codification 228 

(FASB 2 ASC) 980 requires deferral accounting when a regulatory commission 229 

requires future rates to be reduced to refund an over recovery, and when a 230 

regulatory commission provides for the future recovery of incurred expenses or it 231 

is probable that a regulatory commission will provide for such future recovery of 232 

an incurred expense, subject to any prudency and audit reviews ordered by the 233 

Commission. 234 

 235 

30.  Q.  If an AAM is approved, how should it be structured?   236 

 A.  If an AAM is granted, Staff recommends it be structured to allow for a regulatory 237 

deferral over/under recovery true-up accounting.  Specifically if the monthly 238 

actual incurred expenses pertinent to the rider are less than the monthly approved 239 

revenues, the Company will credit a regulatory liability and charge the 240 

appropriate expense accounts. Similarly, if the monthly actual incurred expenses 241 

are more than the monthly approved revenues, the Company will charge a 242 
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regulatory asset while crediting the appropriate expense accounts. This ensures 243 

that the expenses of the Energy Efficiency and Peak Demand Response Recovery 244 

Rider are compared to the tariff revenue with any difference being deferred. 245 

 246 

31. Q. Does this conclude your testimony? 247 

 A.  Yes.  248 
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