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1 I. INTRODUCTION 

2 Q. Please state your name and business address.

3 A. My name is Frank J. Salatto. I am employed by AES U.S. Services, LLC, the service

4 company of The Dayton Power & Light Company ("DP&L" or "Company"). My

5 business address is One Monument Circle, Indianapolis, Indiana 46204.

6 Q. Did you previously file testimony in this case?

7 A. No. However, due to changes in personnel, I am adopting the previously filed Direct

8 Testimony of Steven A. Allamanno.

9 Q. What is your position with AES US Services, LLC?

10 A. My title is Director, US Tax Reporting. My primary responsibilities are related to the

11 regulated utilities of AES Corporation, including DP&L.

12 Q. Please describe your duties as Director, US Tax Reporting.

13 A. I manage all aspects of federal and state income, property, sales and use tax for the

14 regulated businesses, including DP&L. I work closely with the accounting, finance,

15 legal, regulatory operations and development teams.

16 Q. Please summarize your educational and professional qualifications.

17 A. I hold a Bachelor of Science degree in Accounting from the University of Maryland and

18 have passed the Certified Public Accountant exam. I have over 25 years of experience in

19 income taxes and tax accounting, primarily with regulated electric utilities. I previously

20 worked for Pepco Holdings, Inc. ("PHI") and its predecessors in various levels of
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responsibility including as Manager of Income and Regulatory Tax Accounting and

Reporting. My particular area of focus was in PHI's regulated utilities — Pepco,

Delmarva Power and Light and Atlantic City Electric. In that role, I was responsible for

the tax accounting, filing of tax returns and the development and defense of PHI's tax

positions before the IRS and the state.

6 Q. Have you previously testified before the Public Utility Commission of Oho

7 ("PUCO" or "Commission") or other regulatory agencies?

8 A. I have not testified before the PUCO. However, I have testified before utility

9 commissions in Maryland, the District of Columbia and Delaware in a variety of cases

10 regarding the provision of taxes for Pepco and Delmarva Power and Light.

1 1 Q. What is the purpose of this testimony?

12 A. The purpose of this testimony is to support and explain the following objections of

13 The Dayton Power and Light Company to the Staff Report:

14 1. Objection to the Staffs calculation of the Property Tax Expense -

15 Jurisdictional Adjustment as proposed in the Staff Report

16 2. Objection to the Property Tax Expense - Average Property Tax Rate as

17 proposed in the Staff Report

18 3. Objection to the Staffs failure to adjust rate-base deferred taxes within

19 Other Rate Base Items to reflect the proposed adjustments to Plant and

20 Equipment
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1 4. Objection to the Staffs proposed adjustments to rate-base deferred taxes

2 for Accrued Bonus within Other Rate Base Items

3

4

5. Objection to the Staffs proposed adjustments to rate-base deferred taxes

for Pension Asset within Other Rate Base Items

5 Q. What Schedule(s) and Workpapers are you supporting?

6 A. I am supporting Supplemental Exhibit FJS - 1, Supplemental Exhibit FJS - 2,

7 Supplemental WPC-3.9a - 1 and Supplemental WPC-3.9a - 2.

8 II. OBJECTIONS

9 Q. Please explain DP&L Objection No. 29 to the Staff Report regarding the

10 Jurisdictional Adjustment in property tax expense.

11 A. DP&L objects to the Staffs calculation of the Jurisdictional Adjustment of property tax

12 expense because the Staff included accounts associated with Wright Patterson Air Force

13 Base ("WPAFB") in their calculations, resulting in a duplication. WPAFB is a federal

14 government installation that is not taxed under Ohio property tax laws, and therefore was

15 excluded from the assessed value shown on DP&L WPC-3.9b. The "Estimated

16 Valuation Percentage" on WPC-3.9b was then calculated using this assessed value

17 divided by gross plant in service. This percentage therefore effectively already removes

18 WPAFB plant when applied to DP&L's gross plant in service. As this percentage flows

19 to Line 7 on DP&L WPC-3.9a and is applied to gross plant in service at the date certain,

20 the resulting "Property Valuation" on Line 8 also excludes WPAFB. Consequently, the

21 "Total Property Taxes — Pre jurisdictional Plant" on DP&L WPC-3.9a already excludes
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property tax expense related to WPAFB. Therefore, WPAFB should not once again be

removed through the Staffs Jurisdictional Adjustment because doing so duplicates the

exclusion of WPAFB from the total Jurisdictional Property Tax amount, and as a result,

understates DP&L's true jurisdictional property tax expense.

Company Witness Rennix is proposing and supporting an updated jurisdictional net plant

in service. If the Commission accepts the Company's supplemental jurisdictional net

plant in service, then WPAFB should once again be excluded from the corresponding

Jurisdictional Adjustment to property tax expense, as DP&L calculated in its Application.

9 Q. Please explain DP&L Objection No. 30 to the Staff Report regarding the Average

10 Property Tax Rate in property tax expense.

11 A. The Staff erred in its adjustment to Property Tax Expense by not using the latest Average

12 Property Tax Rate within the test year of 8.708%.

13 Q. Is it appropriate to use this property tax rate?

14 A. Yes. The 8.708% property tax rate reflects 2015 property taxes that were paid in 2016;

15 thus, they were expenses that were incurred during the test year.

16 Q. Do you believe there is a reason Staff did not use the latest data?

17 A. Yes, in providing Staff with this information as part of the discovery process, the

18 Company inadvertently labeled a supplemental data response "52-02 Attachment 2"

19 instead of "52-02 Attachment 7." This response to Staff contained the latest Average

20 Property Tax Rate, but because it was mislabeled it likely resulted in confusion and this

21 error.
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1 Q. What is the result of correcting for the duplicative WPAFB adjustment and

2 updating to the most recent property tax rate?

3 A. Updating Staffs Workpaper only for those two corrections results in a property tax

4 adjustment of ($1,233,606) as compared to Staffs proposed adjustment of ($3,144,396).

5 My attached, supporting Workpaper reflects this correction (Supplemental WPC-3.9a -

6 1). Additionally, I have included a second Workpaper (Supplemental WPC-3.9a - 2),

7 which reflects the Company's position discussed in Witness Rennix's testimony along

8 with the corrected Jurisdictional Adjustment and the Average Property Tax Rate.

9 Q. If the Commission accepts the Staff Recommendation and rejects DP&L Objections

10 Nos. 29 and 30, what would be the result?

11 A. If the Commission accepts the Staff Recommendation and rejects DP&L Objections

12 Nos. 29 and 30, then the Company would under-collect property tax costs on its

13 distribution assets by $1,910,790 ($3,144,396 proposed by Staff less $1,233,606 shown

14 on Supplemental WPC C-3.9a - 1). If the Commission accepts Objection Nos. 2-12

15 regarding the adjusted rate base amounts discussed by Company Witness Rennix, then

16 the Company's property tax adjustment should be $3,471,779 ($3,144,396 proposed by

17 Staff plus $327,383 shown on Supplemental WPC C-3.9a - 2).

18 Q Please explain DP&L Objection No. 14 to the Staff Report regarding rate base

19 deferred taxes on plant and equipment.

20 A. DP&L's Application demonstrated a Net Plant in Service amount of $836.8 million on

21 DP&L Schedule B-I. The Staff Report recommends a Net Plant in Service amount of
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1 $827.6 million on Staff Schedule B-1. The Supplemental Testimony of DP&L witness

2 Rennix demonstrates that a number of Staffs proposed reductions are inappropriate.

3 However, where and to the extent that Staff proposes to reduce the Company's net plant

4 in service amount, Staff has not(p. 8) made a corresponding change to the rate base

5 deferred taxes related to the book / tax differences on Plant and Equipment. Staffs

6 proposed rate base reduction would result in a decrease to the deferred tax credit balances

7 for plant and equipment of $2,007,640. If the Commission accepts Company Witness

8 Rennix's proposal, then the Company's rate base adjustment would result in an increase to

9 the deferred tax credit balances for plant and equipment by $40,714 from the amount

10 included in the Company's original filing.

11 Q. What methodology was used to calculate the effect of rate base adjustments on

12 deferred taxes?

13 A. This amount is calculated by using the Company's filed Accumulated Deferred Income

14 Taxes — PPE, excluding Kentucky income tax, divided by Net Plant to develop a ratio of

15 plant related deferred taxes to net plant. This ratio is then applied to the net disallowance

16 proposed by Staff to derive the related adjustment to deferred taxes in rate base.

17 Q. If the Commission accepts the Staff Recommendation and rejects DP&L Objection

18 No. 14, what would be the result?

19 A. If the Commission accepts the Staff Recommendation and rejects DP&L Objection

20 No. 14, then the Company's rate base would be understated by 2,007,640.
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1 Q. Please explain DP&L Objection No. 15 to the Staff Report regarding rate base

2 deferred taxes on Accrued Bonus.

3 A. Company Witness Tregenza is recommending that the Commission reject the Staff's

4 proposal to eliminate a portion of the accrued bonus related to financial metrics of the

5 Company's short-term compensation. If the Commission rules in favor of the Company,

6 then there should be corresponding increases to jurisdictional deferred tax debits of

7 $232,595.

8 Q Please explain DP&L Objection No. 16 to the Staff Report regarding rate base

9 deferred taxes on the Pension Asset.

10 A. Company Witness Kunz is recommending that the Commission reject the Staffs proposal

11 to eliminate the pension asset from rate base. If the Commission rules in favor of the

12 Company, then there should be corresponding increases to deferred tax credits of

13 $17,742,538 and $4,450,933 to deferred tax debits.

14 Q. Are you supporting any Supplemental Exhibits in support of DP&L's Objections?

15 A. Yes, I am supporting Supplemental Exhibits 1 and 2. Supplemental Exhibit 1 shows the

16 corrected deferred tax adjustment to Staffs proposed net plant in service. Supplemental

17 Exhibit 2 reflects the effect on deferred taxes based on the Company's position as

18 discussed above and supported in Witnesses Rennix's, Tregenza's and Kunz's testimonies.

19 III. CONCLUSION

20 Q. Please summarize your testimony.
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1 A. In summary, I disagree with the Staff report as it pertains to the duplicative reduction of

2 real estate taxes related to Wright Patterson Air Force Base, the Average Property Tax

3 Rate and the Staffs lack of adjustment to deferred taxes to reflect their related rate base

4 adjustments. Each of these inaccuracies understates the Company's revenue requirement

5 and fails to compensate the Company for its true costs. Additionally, my testimony

6 incorporates the reinstatement of the deferred tax amounts related to objections supported

7 by Company Witnesses Rennix, Tregenza, and Kunz.

8 Q. Does this conclude your direct testimony?

9 A. Yes, it does.
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The Dayton Power and Light Company

Case No. 15-1830-EL-AIR

Supplemental Exhibit FJS - 1

Line
No.

Description
Staff Proposed

Amount
Company
Adjustment

Staff as Adjusted
Supporting
Witness

(A) (B) (C) (0) (E)

1 Total Plant In Service $ (83,255,071) $ (83,255,071)

2 Total Reserve for Accumulated Depreciation $ 74,076,813 $ $ 74,076,813

3

4 Net Plant In Service $ (9,178,257) $ (9,178,257)

5

6 Working Capital Allowance $ (2,177,826) $ - $ (2,177,826)

7

8 Customers' Advances for Construction $ - $ - $

9

10 Deferred Tax - Objection XX $ - $ 2,007,640 $ Salatto

1 1 Deferred Tax - Objection XX $ - $ - $

12 Deferred Tax - Objection XX $ - $ - $

13 Pension Asset $ - $ - $
14 Other Rate Base Items $ (29,595,026) $ 2,007,640 $ (27,587,386)

15

16 Jurisdictional Rate Base $ (40,951,109) $ 2,007,640 $ (38,943,470)



The Dayton Power and Light Company

Case No. 15-1830-EL-AIR

Supplemental Exhibit FJS - 2

Line
No.

Description
Staff Proposed

Amount
Company
Adjustment

Company as Adjusted
Supporting
Witness

(A) (0) (C) (D) (E)

1 Total Plant In Service $ (83,255,071) $ 68,501,173 $ (14,753,898) Rennix

2 Total Reserve for Accumulated Depreciation $ 74,076,813 $ (59,136,785) $ 14,940,028 Rennix

3

4 Net Plant In Service (9,178,257) $ 9,364,387 $ 186,130 Rennix

5

6 Working Capital Allowance (2,177,826) $ (2,177,826)

7

8 Customers' Advances for Construction

9

10 Deferred Tax - Objection XX $ $ (40,714) $ Salatto

1 1 Deferred Tax - Objection XX $ $ 232,595 $ Salatto

12 Deferred Tax - Objection XX $ (13,291,605) $ Salatto

13 Pension Asset $ $ 40,861,111 $ Kunz

14 Other Rate Base Items $ (29,595,026) $ 27,761,387 $ (1,833,639)

15

16 Jurisdictional Rate Base (40,951,109) $ 37,125,775 $ (3,825,335)
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