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INTRODUCTION

PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND POSITION.
My nameis Daniel J. Duann. My business address is 65 East State Street, 7"
Floor, Columbus, Ohio, 43215. | am a Principal Regulatory Analyst with the

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

DID YOU FILE DIRECT TESTIMONY IN THIS PROCEEDING ON
JANUARY 12, 2018?
Yes. | will refer to that testimony as “Duann Direct Testimony.”? Itis

incorporated here as Attachment DJD-1.

PURPOSE AND RECOMMENDATION

WHAT ISTHE PURPOSE OF YOUR TESTIMONY TODAY?
The purpose of my testimony is to explain and support OCC’ s position regarding
the proposed Stipulation and Recommendation (“ Settlement”) filed by AEP Ohio

(“AEP”) on February 13, 2018.2

1 See In the Matter of the Application of Ohio Power Company for Administration of the Sgnificantly
Excessive Earnings Test for 2016 Under Section 4928.143(F), Revised Code and Rule 4901:1-35-10, Ohio
Administrative Code, Case No. 17-1230-EL-UNC (“AEP Ohio 2016 SEET Case”), Direct Testimony of
Daniel J. Duann, Ph.D. (January 12, 2018).

2 See AEP Ohio 2016 SEET Casg, Stipulation and Recommendation (February 13, 2018).

1
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WHAT IS YOUR RECOMMENDATION REGARDING THE PROPOSED
SETTLEMENT?
| recommend that the Public Utilities Commission of Ohio (“PUCQO”) reect the

proposed Settlement. It is not reasonable or in the public interest.

Contrary to the claim by AEP and the PUCO Staff, the proposed Settlement does
not represent afair and reasonable solution for customersto all theissuesraised in
this proceeding.® It fails the three-part test under which settlements are eval uated
by the PUCO. The proposed Settlement is not the product of serious bargaining
and meaningful compromise among the parties to this proceeding.* The proposed
Settlement, as a package, does not benefit customers or the public interest.®
Further, the terms and conditions of the proposed Settlement do not satisfy the
policies of the State of Ohio and they violate important regulatory policies and

principles.®

Specificaly, neither the PUCO Staff nor AEP demonstrated that customers will
benefit if the proposed Settlement is adopted. To the contrary, if the proposed

Settlement is adopted, AEP’ s customers will be unnecessarily and unjustly

3 See AEP Ohio 2016 SEET Case, Stipulation and Recommendation at 3.
4 See AEP Ohio 2016 SEET Case, Stipulation and Recommendation at 4.
5 See AEP Ohio 2016 SEET Case, Stipulation and Recommendation at 4.
6 See AEP Ohio 2016 SEET Case, Stipulation and Recommendation at 4.

2
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harmed because they will not receive arefund of approximately $53 million from

AEP for its significantly excessive earningsin 2016.”

DOES THE PROPOSED SETTLEMENT PRESENT ANY NEW AND
USEFUL INFORMATION FOR THE RECORD IN THIS CASE?

No. The proposed Settlement does not contribute anything new or useful for the
record of this proceeding. The proposed Settlement and AEP' s Supplemental
Testimony provide only cumulative and repetitive arguments of AEP and the
PUCO Staff. These arguments have been presented in previously-filed
testimoniesin this proceeding. Thereisno need to repeat those same arguments
through the proposed Settlement and Supplemental Testimony. To ensure
regulatory efficiency and fairness, the PUCO should not consider the proposed
Settlement becauseit is meritless. The PUCO should decide this case solely on
the evidence of record that has been properly examined at an evidentiary hearing
and should arrive at the conclusion that the Settlement does not meet the

principles embodied in the PUCO’ s three-prong test.

DOES THE PROPOSED SETTLEMENT CONTRIBUTE TO AN EFFICIENT
AND FAIR RESOLUTION TO THIS CASE?
No. The proposed Settlement does not contribute to an efficient resolution of this

case. For example, the proposed Settlement does not even present a specific

7 See Duann Direct Testimony at 4.
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recommendation regarding the 2016 SEET ROE threshold for AEP. Inthe
proposed Settlement, AEP suggests a SEET threshold of 17.69%°® and the PUCO
calculates a SEET threshold of 16.08%.° In this regard, the proposed Settlement
provides no useful information on what the PUCO should decide regarding AEP
Ohio’s 2016 SEET ROE threshold. The sole purpose of the proposed Settlement
isto provide a cover for AEP to shift the burden of proof from the reasonableness
of the 2016 SEET Application to an unsupported and unreasonabl e settlement
agreement wherein it is determined that AEP has no significantly excessive

earningsin 2016 and therefore is not required to provide arefund to its customers.

DOES THE PROPOSED SETTLEMENT CHANGE YOUR EARLIER
CONCLUSION THAT CUSTOMERS ARE ENTITLED TOA $53 MILLION
REFUND TO PREVENT AEP FROM RETAINING SIGNIFICANTLY
EXCESSIVE EARNINGS FOR 20167

No. Asdiscussed earlier, the proposed Settlement is simply arehash of the
previoudly filed positions of AEP and the PUCO Staff. There are no new facts or
arguments presented in the proposed Settlement for me to consider or respond to.
Thus, the proposed Settlement does not change my conclusion that customers

should be refunded $53 million from AEP.

8 See AEP Ohio 2016 SEET Case, Stipulation and Recommendation at 4.

91d. at 5.
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DOES AEP'SSUPPLEMENTAL TESTIMONY SUPPORTING THE
PROPOSED SETTLEMENT CHANGE YOUR CONCLUSION THAT
CUSTOMERSARE ENTITLED TO A $53 MILLION REFUND FOR AEP’S
SIGNIFICANTLY EXCESSIVE EARNINGS IN 20167
No. | have reviewed the Supplemental Testimony filed by William A. Allen on
March 9, 2018. | have concluded that Mr. Allen’ s assertions in the Supplemental
Testimony are unreasonable. | will provide specific rebuttal to each of his
assertions in my testimony today. Specificaly, | will demonstrate in my
testimony that:
Q) the proposed Settlement filed by AEP does not meet the
three-prong test;
2 AEP had significantly excessive earningsin 2016 and it
should be ordered to provide arefund or credit to its
customers,
©)] the calculated SEET ROE thresholds of 17.69% or 16.08%
presented by AEP and the PUCO Staff are not in line with
previously accepted SEET thresholds;
4) there is no evidence produced that $21.4 million in pre-tax
earnings associated with the 2016 reversal of the 2014
SEET refund provision wereincluded in AEP's 2014 SEET
earnings;
(5) the $22.8 million of PIRR equity carrying charges booked

in 2016 were not included in AEP's SEET earnings for
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years 2012 and 2015, and it should not be deducted from
AEP's 2016 earnings for SEET purposes; and

(6) the proposed $21.4 million and $22.8 million adjustments
(reductions) to its 2016 earnings for SEET purposes
proposed by AEP are unreasonable and should not be
allowed. That is because they were earnings from the
electric security plan that must be considered for SEET
purposes and they were not accounted for in the earnings of

previous years.

Q9. WHAT ISYOUR UNDERSTANDING OF THE THREE-PRONG TEST THAT
THE PUCO COMMONLY USESIN EVALUATING A PROPOSED
SETTLEMENT?

A9. If the PUCO wantsto consider the proposed Settlement in spite of its
shortcomings, | understand that the PUCO typically analyzes a proposed
settlement under athree-prong test.’® Specifically, the PUCO will consider:

Q) Is the proposed settlement a product of serious bargaining
among capable, knowledgeabl e parties?
2 Does the proposed settlement, as a package, benefit

customers and the public interest?

10 See, for example, In the Matter of the Application of Columbus Southern Power Company and Ohio
Power Company, Individually and, if Their Proposed Merger is Approved, as a Merged Company
(collectively, AEP Ohio) for an Increasein Electric Distribution Rates, PUCO Case No. 11-351-EL-AIR et
al. Opinion and Order at 8-10 (December 14, 2011).
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3 Does the proposed settlement package violate any

important regulatory principle or practice?

If the PUCO determines that a proposed settlement does not meet each of the

three criteria outlined above, the settlement should be rejected.

ISTHE PROPOSED SETTLEMENT A PRODUCT OF SERIOUS
BARGAINING AMONG CAPABLE, KNOWLEDGEABLE PARTIES?

No. The proposed settlement has to be a product of serious bargaining or
negotiation among capable and knowledgeable parties to be approved by the
PUCO. In other words, all partiesin this disputed case should be afforded the
opportunity to be heard and to meaningfully participate in the settlement process.
It is aso my understanding that this part of the settlement test involves
considering the end product (that is the proposed settlement itself) of the serious
bargaining and whether itis a reasonable compromise of the competing positions

of parties.

DOES THE PROPOSED SETTLEMENT SATISFY THE FIRST PRONG OF
THE SETTLEMENT STANDARD THAT REQUIRESTHE SETTLEMENT
TO BE A PRODUCT OF SERIOUS BARGAINING THAT INVOLVED A
BALANCING OF COMPETING INTERESTS.?

No. Theinterests of the residential customers, who will be directly affected by

this proposed settlement, are not addressed or represented at al in the proposed
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Settlement. Specificaly, the proposed Settlement includes a2016 SEET ROE
threshold of 17.69%.% This has always been AEP’ s position in this proceeding®?
and it is considerably higher than the 2016 SEET ROE threshold of 14.59%

recommended by OCC.13

The proposed Settlement also recommends a 2016 SEET-adjusted return on
equity of 14.97%.* Once again, this has aways been AEP Ohio’s position in this
proceeding.’® This calculated ROE reflects two unreasonable and unsupported
reductions (the adjustments proposed by AEP for the reversal of 2014 SEET
refund provision and the incremental equity carrying charge incomes) in the 2016
earnings of AEP. It is considerably higher than the 2016 SEET-adjusted ROE of
16.23% recommended by OCC.'® These two examples demonstrate that the
proposed Settlement does not give any consideration to the interests of AEP' s
customers, and it does not represent a reasonable compromise of the competing

positions among the parties.

1 See AEP Ohio 2016 SEET Case, Stipulation and Recommendation at 4-5.

12 See AEP Ohio 2016 SEET Case, Direct Testimony of William A. Allen at 5 (May 15, 2017).
13 See Duann Direct Testimony at 4.

14 See AEP Ohio 2016 SEET Case, Stipulation and Recommendation at 4.

15 See AEP Ohio 2016 SEET Casg, Direct Testimony of Tyler H. Ross at 12 (May 15, 2017).
16 See Duann Direct Testimony at 4.



10

11

12

13

14

15

16

17

18

19

20

21

Testimony of Daniel J. Duann, Ph.D. In Opposition to the Stipulation
On Behalf of The Office of the Ohio Consumers' Counsel,
PUCO Case No. 17-1230-EL-UNC

Q12. DOESTHE PROPOSED SETTLEMENT SATISFY THE SECOND PRONG

Al2.

OF THE SETTLEMENT STANDARD THAT REQUIRES A SHOWING
THAT THE SETTLEMENT BENEFITS CUSTOMERS AND THE PUBLIC
INTEREST?

No. The customers of AEP could not be worse off under any circumstances than
under the proposed Settlement. Asdiscussed in the Duann Direct Testimony,
AEP did have significantly excessive earnings in 2016 and $53,119,070 should be
returned to customers through either a credit on their bills or areduction in
consumer monies owed to AEP.Y However, if the proposed Settlement is
adopted by the PUCO, AEP' s customers would not receive any SEET refund or
credit from AEP. Thisisthe case because the proposed Settlement recommends
the PUCO adopt an unreasonably high SEET ROE threshold of 17.69% or
16.08% for 2016 and finds that AEP did not have significantly excessive earnings
in 2016. The proposed Settlement also implicitly recommends that the PUCO
allow two unreasonable and unsupported reductions (adjustments as identified
above) to AEP' s 2016 earnings and find that AEP’ s 2016 SEET-adjusted ROE is

14.97%.

There is no benefit to customers included in the proposed Settlement that
counterbalances and compensates customers for the 2016 SEET refund to which

they are entitled. AEP witness Allen cannot identify or quantify any customer

17 See Duann Direct Testimony at 23.
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benefits from the proposed Settlement. At best, Mr. Allen makes a generic and
unsubstantiated statement that the proposed Settlement would “benefit customers
and the public interest by resolving this case in atimely manner, which supports
administrative efficiency, and in amanner consistent with past PUCO
decisions.”*® Thisis not demonstration of any benefit to consumers. As
discussed earlier in my testimony, the filing of the proposed Settlement does not
present any new and useful facts and arguments. The proposed Settlement is just
arehash of the previously-filed testimony of AEP and the PUCO Staff. The
proposed Settlement will have no effect on the timeliness and the efficiency of the
adjudication of this case and does not benefit customers. The so-called timely
resolution of this case only benefits the utility. Customers would be better off
with aresolution (later or not) where they receive $53 million in refunds from

AEP s significantly excessive earnings of 2016.

DOES THE PROPOSED SETTLEMENT SATISFY THE THIRD PRONG OF
THE SETTLEMENT STANDARD THAT IT NOT VIOLATE ANY
IMPORTANT REGULATORY PRINCIPLE, PRACTICE, OR STATE
POLICY?

No. The proposed Settlement, if approved by the PUCO, does violate important
regulatory principles, practices, and state policies. For example, as aresult of it

allows two unreasonable and unsupported reductionsto AEP Ohio’s 2016

18 See 2016 AEP Ohio SEET Case, Supplemental Testimony of Allen at 4.

10
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earnings (the adjustments for the reversal of 2014 SEET refund provision and the
incremental equity carrying chargeincomes). AEP Ohio’s 2016 SEET return on
equity will be reduced from 16.23% (as calculated in Duann Direct Testimony) to
14.97% (as recommended in the proposed Settlement). In combination with the
adoption of an unreasonably high SEET ROE threshold of 16.08% or 17.69% (as
recommended in the proposed Settlement), the customers of AEP are deprived of
asignificant benefit (approximately $53 million) in the form of either arefund or
acredit to their monthly bills. Inthisregard, AEP s customers are being asked to
pay unreasonably high profitsto AEP, resulting in unjust charges to consumers
for essential electric services. The proposed Settlement violates the fundamental
regulatory principle that the rates of regulated utility services must be just and
reasonable.’® This forbearance of a 2016 SEET refund of approximately $53
million to which customers are entitled a so abandons or at a minimum dilutes the
protection of electric utility customers intended by the Ohio General Assembly in

enacting the SEET statutes.®

The proposed Settlement is also detrimental to the welfare of many Ohioans and
the Ohio economy. Specificaly, | find the proposed Settlement, if adopted by the
PUCO, would violate state electric services policy regarding: (1) the availability

to consumers of adequate, reliable, safe, efficient, non-discriminatory, and

19 See Ohio Revised Code 4905.22.
20 See Ohio Revised Code 4928.143 (F).
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reasonably priced retail electric service; (2) the protection of at-risk populations;

and (3) the state’ s effectiveness in the global economy.?!

DO YOU AGREE WITH AEP WITNESS ALLEN'SASSERTION THAT THE
CALCULATED SEET THRESHOLDS ASPRESENTED BY AEP AND THE
PUCO STAFF ARE IN LINE WITH PREVIOUSLY ACCEPTED SEET
THRESHOLDS?
No. Mr. Allen’s declaration is misguided and factually wrong. First of all, it
should be noted that the SEET is an annual earnings test and the valid comparison
of the ROE earned by AEP in 2016 is with those earnings by other publicly traded
companies in the same time period. The relevant Ohio Revised Code specifically
prescribes that:

“With regard to the provisions that are included in an electric

security plan under this section, the commission shall consider,

following the end of each annual period of the plan, if any such

adjustments resulted in excessive earnings as measured by whether

the earned return on common equity of the electric distribution

utility is significantly in excess of the return on common equity

that was earned during the same period by publicly traded

companies, including utilities, that face comparable business and

21 See Ohio Revised Code 4928.02 (A), (L), and (N).
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financial risk, with such adjustments for capital structure as may

be appropriate.” %
Consequently, the previously accepted SEET thresholds mentioned by Mr. Allen
should not have any bearing on the PUCO’s evaluation of AEP’'s 2016 SEET

Application.

BASED ON YOUR PARTICIPATION IN MANY OTHER SEET
PROCEEDINGSIN OHIO, WHAT WAS THE RANGE OF PREVIOUSLY
ACCEPTED SEET THRESHOLDS?

Based on my extensive participation in the many SEET proceedings over the last
nine years, my understanding is that alarge mgjority of the SEET ROE thresholds
accepted by the PUCO were in the range of 12% to 15%. Any SEET ROE
threshold above 15% should be considered as an exception, not anorm. The
calculated SEET ROE thresholds in the proposed Settlement clearly are not in line
with previously accepted SEET ROE thresholds. Mr. Allen's statement regarding

the previously accepted SEET ROE thresholdsin Ohio is factually incorrect.

22 See Ohio Revised Code 4928.143 (F) (emphasis added).

13
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DO YOU AGREE WITH AEP WITNESSALLEN'SASSERTION THAT THE
PRE-TAX $21.4 MILLION RECORDED IN 2016 PER-BOOK EARNINGS
WERE ALREADY INCLUDED IN THE 2014 SEET EARNINGS AND
SHOULD NOT BE INCLUDED IN AEP OHIO'S 2016 SEET EARNINGS,
THUS REDUCING THE POTENTIAL REFUND TO CUSTOMERS?

No. Thereisno factual basis that the $21.4 million SEET refund provision
reversal recorded in 2016 was added back to either the 2014 per-book earnings or
the 2014 SEET-adjusted earnings. As discussed in my Direct Testimony,? this
proposed reduction of $21.4 million to the 2016 earnings is used by AEP to shift
some earnings from one period (2016), when AEP' s earnings are subject to SEET,
to another period (2014) when its SEET application was aready disposed of and

its purported $21.4 million pre-tax earnings are no longer subject to SEET review.

ISTHE PRE-TAX $21.4 MILLION PART OF THE PER-BOOK EARNINGS
REPORTED IN THE 2016 FINANCIAL STATEMENT OF AEP?

Yes. Thereversa of the 2014 SEET refund provision was done in 2016 and its
effect of increasing the per-book earnings should be reported in AEP s 2016

financial statements.

2 See Duann Direct Testimony at 9.

14
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ISTHE PRE-TAX $21.4 MILLION PART OF THE PER-BOOK EARNINGS
REPORTED IN THE 2014 FINANCIAL STATEMENT OF AEP?

No. Thereversal of the 2014 SEET refund provision was not made until 2016.
Conseguently, the effect of increasing the per-book earnings as aresult of the

reversal cannot be recorded and reported in AEP' s 2014 financia statements.

HAS THE PUCO MADE ANY DETERMINATION REGARDING AEP’'S 2014
SEET APPLICATION, SPECIFICALLY THE AMOUNT OF SEET-
ADJUSTED EARNINGS, SEET-ADJUSTED ROE, AND THE SEET ROE
THRESHOLD?

No. Thereisno factual basisto Mr. Allen’s assertion that the pre-tax $21.4
million was aready included in AEP' s 2014 SEET-adjusted earnings. AEP's
2014 SEET Application, PUCO Case No. 15-1022-EL-UNC, was resolved and
closed as a part of the Global Settlement approved by the PUCO on February 23,
2017. Aspart of the Global Settlement, AEP agreed to return to customers $20.3
million in significantly excessive earnings for its 2014 earnings. It isfurther
noted in the Global Settlement that the resolution of the 2014 SEET proceeding is
for purpose of settlement only and without any precedential effect, including asto

the method used to cal cul ate significantly excessive earnings.?*

24 See PUCO Case No. 15-1022-EL-UNC et al., Joint Stipulation and Recommendation at 12 (December
21, 2016).
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Q20. DO YOU AGREE WITH AEP WITNESSALLEN'SASSERTION THAT THE

A20.

PRE-TAX $22.8 MILLION PHASE-IN RECOVERY RIDER (“PIRR")
EQUITY CARRYING CHARGE INCOME RECORDED IN 2016 SHOULD
BE ALLOCATED TO PRIOR YEARS OF 2012 TO 2015 FOR SEET
PURPOSES?

No. Mr. Allen’s assertion has no factual basis and this proposed adjustment to the
AEP Ohio’s 2016 earnings for excluding certain PIRR equity carrying charge
incomeis unreasonable. First of all, the SEET proceedings for the years of 2012
to 2015 have closed and it isirrelevant to argue what would happen if the
incremental PIRR equity carrying charge incomes were recorded and included in
the SEET filings of prior years. Asdiscussed in my Direct Testimony, these pre-
tax incremental PIRR equity carrying charges of $22.8 million were never
recorded in the per-book earnings for the years of 2012 to 2015.2° Similarly,
these pre-tax incremental PIRR equity carrying charges were never included in
the SEET-adjusted earnings for the years of 2012 to 2015.%° If AEP's proposed
adjustment (or exclusion) regarding the incremental PIRR carrying charges were
adopted, it would shift earnings from one period subject to SEET review (2016) to
other periods not subject to SEET review (2012 to 2015). Indoing so, AEP's
SEET-adjusted earnings in 2016 will be unnecessarily and unfairly decreased. So
isthe amount of potential SEET refund to AEP’ s customers. Inasense, if AEP's

proposed adjustment to its 2016 earnings were adopted, this pre-tax $22.8 million

2 See Duann Direct Testimony at 10.

%d.
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earnings recorded in 2016 would simply disappear and it would not be subject to
the SEET review in any year. Thisis unreasonable and should not be allowed by

the PUCO.

DO YOU AGREE WITH AEP WITNESSALLEN'SASSERTION THAT
REVERSAL OF THE 2014 SEET REFUND PROVISION AND THE
INCREMENTAL PIRR EQUITY CARRYING CHARGE RECORDED IN 2016
SHOULD BE CONSIDERED AS “NON-RECURRING, SPECIAL AND
EXTRAORDINARY ITEMS’ AND BE EXCLUDED FROM SEET INCOME?
No. Mr. Allen provides no explanation why these two earning items should be
considered as “non-recurring, special and extraordinary.” Mr. Allen’s assertion is
also very peculiar in the sense that these two proposed adjustments should be
considered as “non-recurring, special and extraordinary” itemsfor the year 2016
and be excluded for the 2016 SEET, but they are considered not as “non-
recurring, specia and, extraordinary” itemsin the years of 2012 to 2015 and
being included in those SEET proceedings retroactively and after the closing of

these earlier SEET proceeding. Mr. Allen’s statement isillogical.

The truth of the matter is that these two items of earnings recorded in 2016 are the
direct result of the regular, continuing, and recurring rates (riders) and terms
(commonly referred to as “adjustments’ in R.C. 4928.143(F)) approved in an
ESP. Consequently, the earnings resulting from these ESP adjustments must be

part of the 2016 SEET income (earnings) subject to the annual SEET review. To

17
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do otherwise would be to encourage AEP to shift earnings from one period
(subject to SEET review) to other periods (not subject to SEET review). Thiswill
unreasonably and unjustly frustrate the General Assembly'sintent to protect
customers from paying for significantly excessive earnings under a utility's

electric security plan.

DO YOU SUPPORT THE SEET ROE THRESHOLD OF 16.08% PROPOSED
BY THE PUCO STAFF IN THIS PROCEEDING?

No. | do not support this SEET ROE threshold of 16.08% proposed by PUCO
Staff witness, Joseph P. Buckley, in his prefiled testimony of January 16, 2018.%°
| believe this Staff-proposed SEET ROE threshold overstates the level of ROE
that should be considered as significantly excessive for AEP in 2016. Itis
unreasonabl e to use this very high SEET ROE threshold of 16.08% to determine

if AEP has significantly excessive earnings in 2016.

27 See 2016 AEP SEET Casg, Prefiled Testimony of Joseph P. Buckley at 4-5 (January 16, 2018).
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Q23. WHY DO YOU BELIEVE THISPUCO STAFF-PROPOSED SEET ROE

AZ23.

THRESHOLD OF 16.08% |S OVERSTATED AND WOULD
UNREASONABLY REDUCE THE POTENTIAL REFUND TO
CUSTOMERS?

| have no objection to Mr. Buckley’ s use of the publicly traded companiesin the
Select Sector Fund SPDR (“XLU” or the Comparable Group”) and the use of the

95% confidence interval (corresponding to the use of 1.64 standard deviation).

Mr. Buckley also indicates, however, that he wants to remove three companies
with an ROE deviated from the average ROEs of the Comparable Group by more
than 400 percent.?® The three companies removed by the PUCO Staff in his
analysiswere AES, FirstEnergy, and NRG Energy. Mr. Buckley provided no
explanation why the 400 percent cut off was selected other than saying the three
companies should not be considered comparable.?® Based on this selected
Comparable Group, Mr. Buckley calculated an average ROE of 8.67%, a standard

deviation of 4.52%, and a proposed SEET ROE threshold of 16.08%.%

| believe that, even with the removal of the three companies with unusua and
volatile earningsin 2016, the standard deviation of 4.52% as calculated by Mr.

Buckley from the selected comparable group is still overstated. Specifically, by

Bd.

21d.
30 See 2016 AEP SEET Case, Prefiled Testimony of Buckley at 5.
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using the high standard deviation of 4.52%, the Staff-proposed SEET ROE
threshold (16.08%) is approximately 85% higher than the average ROE (8.67%)
of the Comparable Group. This adder of 85% is much higher than the adder of
50% to 60% adopted by the PUCO in developing the SEET ROE threshold in the

past.

In order to reduce the extremely high variability of the selected Comparable
Group, | believe another company, Entergy Corp., with a net loss of $583,618,000
and an ROE of -6.73% in 2016, should aso be excluded from the Comparable
Group. It isunreasonable to include acompany, such as Entergy Corp., with an
ROE of -6.73% in the comparable group for aregulated utility such as AEP with

an ROE higher than 16% in 2016.

When a more representative and comparable sample is used, the average ROE and
the standard deviation of the ROESs of the Comparable Group will be reduced.
Then areasonable SEET ROE can be calculated from this new selected
Comparable Group. | have made this cal culation based on a comparable group
that excluded the four companies (AES, FirstEnergy, NRG Energy, and Entergy
Corp.) in my Direct Testimony.®! My calculation would indicate an average ROE
of 10.30%, a standard deviation of 2.65%, and an SEET ROE threshold of

14.65%.

3! See Duann Direct Testimony at 18-19.
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BASED ON YOUR RECOMMENDATION OF A SEET ROE THRESHOLD
OF 14.65% AND AEP’S 2016 SEET-ADJUSTED ROE OF 16.23%, HOW
MUCH MONEY SHOULD BE RETURNED TO AEP'S CUSTOMERS
BASED ON THE SIGNIFICANTLY EXCESSIVE EARNINGS MADE BY
AEP IN 20167

As discussed in detail in my Direct Testimony,? AEP did have significantly
excessive earnings in 2016 because it had a SEET-adjusted ROE of 16.23%,
which exceeded the OCC-proposed SEET ROE Threshold of 14.59%. My
calculation aso indicates that AEP should refund its customers approximately $53
million for its significantly excessive earningsin 2016. Based on my calculation,
AEP would have a SEET-adjusted net income of $337,599,000 and an average
SEET-adjusted shareholders’ equity of $2,079,767,830 in 2016. The allowed
earnings at the OCC-proposed SEET ROE Threshold of 14.59% would be
$303,438,126.3 A comparison of the SEET-adjusted net income with the allowed
earnings indicates that AEP would have excessive earnings of $34,160,874 in
2016.3* The pre-tax revenue collection that should be returned to customers,
assuming an effective tax rate of 35.69%, would be $53,119,070.% Thisisthe

amount of money that should be returned to customers through a credit on their

32 See Duann Direct Testimony at 22-24.

33 $303,438,126 = $2,079,768,000 * 0.1459.

34 $34,160,874 = $337,599,000 — $303,438,126.
% $53,119,070 = $34,160,874 / (1 — 0.3569).

21
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bills. The calculation of the refund to customersis summarized in Table 3 of my

Direct Testimony.

Q25. DOESTHISCONCLUDE YOUR TESTIMONY?
A25. Yes. However, | reserve theright to supplement my testimony in the event that
additional testimony isfiled, or if new information or datain connection with this

proceeding becomes available.
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