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L. INTRODUCTION AND QUALIFICATIONS

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND PROVIDE A
BRIEF DESCRIPTION OF YOUR BUSINESS.

My name is Joseph A. Mancinelli. 1 am the President and Chief Executive Officer
(“CEQ”) of NewGen Strategies and Solutions, LLC (“NewGen”). My business address
is 225 Union Boulevard, Suite 305, Lakewood, Colorado, 80228. NewGen is a
consulting firm that specializes in utility rates, engineering economics, financial
accounting, asset valuation, appraisals, and business strategy for electric, natural gas,
water, and wastewater utilities.

PLEASE STATE YOUR EDUCATIONAL BACKGROUND.

I'have a Master of Business Administration degree from University of Colorado, where
my emphasis was in Finance. Prior to this, I earned a Bachelor of Science degree from
Colorado School of Mines in Geophysical Engineering.

PLEASE DESCRIBE YOUR PROFESSIONAL EXPERIENCE.

I am the President and CEO of NewGen. I have more than 30 years of experience in
the areas of cost of service (“COS”) and rate design for electric, natural gas, water, and
wastewater utilities. I have worked closely with public utility commissions, senior
management teams, utility boards, city councils, attorneys, and end-users with respect
to the strategy and technical fundamentals of COS and rate design. I have taught
numerous classes on COS and rate design methodology based on industry
methodologies approved by the National Association of Regulatory Utility

Commissioners (“NARUC”). I have been extensively involved in the development of
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unbundled COS and pricing models during my career. A summary of my qualifications

is provided within Attachment JAM-1 to this testimony.

HAVE YOU PREVIOUSLY TESTIFIED BEFORE THIS COMMISSION?
Yes. [ testified before the Indiana Utility Regulatory Commission (“IURC” or
“Commission”) in Cause No. 44688, Cause No. 44733, and in Cause No. 43354. As

shown in my testimony experience provided within Attachment JAM-1, I have

sponsored testimony before public utilities commissions in Alaska, Guam, Indiana,
Michigan, Nevada, North Carolina, and Texas. Also, I have testified in arbitration and

civil court proceedings.

II. PURPOSE OF TESTIMONY

ON WHOSE BEHALF ARE YOU SUBMITTING THIS TESTIMONY?

I am testifying on behalf of the City of Fort Wayne, the City of Marion, and Marion
Municipal Utilities.

BASED ON YOUR REVIEW, WHAT ARE YOUR RECOMMENDATIONS?
Based on my review of Indiana Michigan Power’s (“I&M?” or the “Company”) direct
testimony, I recommend the following:

1. Fixed costs associated with abrupt and significant load loss on the I&M
system should be recovered within the jurisdiction that the load loss occurs or
borne by the Company. 1&M allocates costs to three jurisdictions: Indiana
retail, Michigan retail, and Federal Energy Regulatory Commission
(“FERC”).

2. 1&M's allocation of Off-System Sales (“OSS”) margins, in accordance with

the jurisdictional split, should be allocated 100% to firm retail customers in
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recognition that firm customers within a jurisdiction bear the responsibility of
fixed cost recovery for all I&M generation assets.

3. 1&M should be required to remove the recession assumptions from the “Test
Year” (January 1, 2020 through December 31, 2020) as the company failed
to meet the burden of proof and the "Fixed, Known, and Measurable"
ratemaking standard.!

4. 1&M should be required to reduce their aggressive Demand Side Management
and Energy Efficiency (“DSM/EE”) assumptions based on historical
observed savings associated with these programs.

5. Consistent with allocating production and transmission demand related costs
in consideration of peak demand responsibility, I&M should use a summer
coincident peak (“CP”) allocator.

6. Lighting Service (“SL”) provides an important public service to the various
communities served by I&M and, therefore, this customer class should not
pay more than COS.

7. 1&M'’s rate design proposals for the WSS and MS rate classes should be
rejected because the Company’s proposal to introduce significant demand

charges are overly aggressive and punitive.

Expenses can be adjusted based on changes that are “fixed, known, and measurable” and cannot be based
on a “hypothetical expense.” Ind. Gas Co. v. Office of Util. Consumer Counselor, 675 N.E.2d 739, 745
(Ind. Ct. App. 1997), citing Public Service Commission v. City of Indianapolis, 235 Ind. 70, 131 N.E.2d
308, 317 (1956); Office of Util. Consumer Counselor v. Indiana Cities Water Corp., 440 N.E.2d 14, 18
(Ind. Ct. App. 1982); City of Muncie v. Public Service Commission, 177 Ind. App. 155, 378 N.E.2d 896
at 896-98 (1978). Ind. Gas Co. v. Office of Util. Consumer Counselor, 675 N.E.2d 739, 745 (Ind. Ct.
App. 1997).
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8. Alternative WSS rate structures should include caps for low load factor
customers, while retaining incentives for high load factor customers, and
tempered demand charges.

9. Alternative MS rate structures should, temper demand charges by including
10 kilowatts (“kW”) with no demand charge. Also, the applicable OSS/PJM
Rider should be recovered on an energy basis rather than a demand basis for
this class. The class should have a single flat energy charge.

10. I&M should continue to fully support Economic Impact Grant (“EIG”)
programs. I&M should fund these programs solely from its earnings. At a
minimum total grant funding should be $450,000 annually on a going forward
basis. In addition to this annual amount, [&M should be required to contribute

$364,000 of unspent funds associated with the Settlement Agreement.

ARE YOU SPONSORING ANY ATTACHMENTS TO YOUR TESTIMONY?

Yes. In addition to Attachment JAM-1, I am sponsoring Attachments JAM-2 through

JAM-8, all of which were prepared by me or under my direction and supervision.

1. COST SHIFTING DUE TO LOSS OF FIRM LOAD

FROM WHICH JURISDICTIONS IS I&M ANTICIPATING A LOSS IN FIRM
LOAD?

1&M’s Jurisdictional Separation Study categorizes its firm load into three jurisdictions:
Indiana retail customers (“Indiana’), Michigan retail customers (“Michigan™), and
wholesale customers categorized as FERC customers. 1&M’s Jurisdictional Separation
Study anticipates a significant loss of firm load from its FERC wholesale customers

and an additional loss of firm load from its Michigan retail customers.

DIRECT TESTIMONY 5 MANCINELLI
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WHICH WHOLESALE CUSTOMERS ARE CATEGORIZED BY I&M AS
FERC CUSTOMERS?
The wholesale customers categorized in the Jurisdictional Separation Study as FERC
customers include:

e Auburn, Indiana

¢ Indiana Municipal Power Agency

e Wabash Valley Power Association

¢ Indiana Michigan Municipal Distributors Association (“IMMDA”):

o IMMDA Indiana includes Mishawaka, Bluffton, Garrett, Avilla, New
Carlisle, and Warren; and
o IMMDA Michigan includes Niles, South Haven, Dowagiac, Sturgis,
and Paw Paw.

WHY DOES I&M’S JURISDICTIONAL SEPARATION STUDY ANTICIPATE
A SIGNIFICANT LOSS OF FIRM LOAD?
Compared to 1&M's Jurisdictional Separation Study filed in Cause No. 44967 for a
2018 Test Year, the current Company filing assumes that approximately 247
megawatts (“MW”)? of firm load will be lost as a result of the May 31, 2020 termination
of the full-requirements wholesale service contracts with several members of
IMMDA .3 I note that this number differs from the testimony of Witness Thomas who
references a 300 MW load loss (as described later in my testimony). The members of

IMMDA that cancelled their wholesale contracts with 1&M are the Michigan and

2

3

1&M Witness Duncan Direct Testimony, WP JCD1 JCOS Master Workpaper: Sheet - Proj D&E Study.
1&M Witness Thomas Direct Testimony, p. 6, In. 8.
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Indiana municipalities of Avilla, Bluffton, Mishawaka, New Carlisle, Niles, Paw Paw,
South Haven, and Sturgis. The remaining IMMDA contracts for Garrett, Indiana, and
Dowagiac, Michigan have end dates of 2025 and beyonnd.4 Also, 1&M includes
approximately 40 MWs of load loss associated with Michigan retail customers opting
into retail choice in that state and thus being served by I&M competitors. The
termination of IMMDA wholesale contracts in 2020 has the most significant impact on
1&M’s jurisdictional allocation study.
PLEASE DESCRIBE THE IMMDA LOAD.
Each of the Indiana members of IMMDA own and operate municipally-owned electric
utilities in Indiana pursuant to IC 8-1-8.5 et seq., and as such, have separate and distinct
retail service territories established by the Commission pursuant to IC 8-1-2.3 et seq.
that are outside of I&M’s retail service territory in Indiana.> As municipal utilities, the
IMMDA members are free to buy and sell power in the wholesale electric market or
enter into wholesale power agreements as they see fit, in order to meet the electric needs
of their respective communities.

IMMDA'’s wholesale customer relationship with I&M goes back many decades.
In 1978, IMMDA and other Indiana cities filed complaints at FERC, alleging that I&M

was inflicting a “price-squeeze” against them and as a result, FERC began an

1&M Witness Williamson Direct Testimony p. 19, fn. 3.

While the service territories of these IMMDA members in Indiana are subject to [URC jurisdiction, these
municipal electric utilities have opted-out of Commission jurisdiction for their retail rate structures. See
list of withdrawn utilities at:

https://www.in.gov/iurc/files/Withdrawn Municipal_Electric_Ultilities Alpha.pdf
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investigation pursuant to 18 CFR §2.17.° FERC adopted these procedures to expedite
the consideration of allegations of price discrimination and anticompetitive effects of
wholesale rates in order to comply with a 1975 U.S. Supreme Court decision.”

For a number of years thereafter, &M and IMMDA (and others) were engaged
in litigation, both in the Federal courts and before FERC. On September 30, 1981,
I&M and IMMDA entered into a Settlement Agreement under which all matters
involved in the then-pending litigation were resolved. The Settlement Agreement
provided recovery of damages related to the complainants’ antitrust-related claims, in
addition to a recovery of COS refunds, to the individual municipal utilities pursuant to
FERC Docket ER78-382.%

Since then, IMMDA members and 1&M have entered into long-term wholesale
power contracts, which include formula rates based upon 1&M’s FERC Form 1. The
terms of the current set of IMMDA contracts were set to expire in 2026, but included
an option to terminate early upon providing four years’ written notice to I&M. Certain
IMMDA members exercised their early termination option under the existing
wholesale power contracts by providing notice on or before May 31, 2016, which will

be effective on May 31, 2020. The cancelled contracts represent approximately

Indiana & Michigan Elec. Co., 4 FERC 961,063, 61133, Docket Nos. ER78-379, ER78-380, ER78-381,
ER78-382 and ER78-383 (July 20, 1978).

F.P.C.v. Con-Way Corp.,426 U.S. 271 (1976), affg 510 F. 2d 1264 (D.C. Cir. 1975).

18 FERC ¢ 62,133, 63257, Docket Nos. E-9548, E-9549, ER76-716, ER78-382 and ER81-105-000
(January 19, 1982); see also City of Mishawaka, Indiana, et al. v. American Electric Power Company,
Inc., et al., Civil Docket Nos. S74-72, S75-210, and S77-0209; and City of Mishawaka, Indiana, et al. v.
American Electric Power Company, Inc., et al., Civil Docket No. S78-0149 (N. D. Ind., South Bend
Division).
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300 MW? of load and 977 gigawatt-hours (“GWh™)!? of energy usage annually in
Indiana. During 2018, these same customers paid total revenues of $104.2 million,
with $62.7!! million collected through demand charges. The cancellation of the
IMMDA contracts represents a loss of 96% of IMMDA load which represents 34%!2
of I&M wholesale firm load as measured in kilowatt-hours (“kWh”)).

HOW DOES I&M ADDRESS THE LOSS OF IMMDA WHOLESALE LOAD IN
ITS JURISDICTIONAL SEPARATION STUDY?

I&M shifts the fixed cost recovery associated with this wholesale load loss to Indiana
and Michigan customers in its Jurisdictional Separation Study. In other words, the
fixed costs attributable to the lost IMMDA load that have traditionally been assigned
as FERC jurisdictional wholesale costs, are now being recovered through I&M’s
captive state-regulated retail customer base. Embedding these wholesale IMMDA
costs into retail rates significantly increases the cost burden to retail customers.!?
WHAT IS THE FINANCIAL IMPACT OF THE LOSS OF MOST OF THE
IMMDA WHOLESALE LOAD?

The total revenue loss associated with the cancelled IMMDA contracts is estimated to
be $89 million for the Test Year. Witness Heimberger states that FERC wholesale

revenues were $291 million in 2018 and have been lowered to $202 million for the Test

1&M Witness Thomas Direct Testimony p. 6, In. 8. The Jurisdictional Study shows 247 MW, however,
the I&M testimony states 300 MW.

1&M Witness Burnett Direct Testimony p. 15, In. 2.

I1&M Witness Nollenberger Direct Testimony, WP MWN OR2 - 2018 Historic Data., WP JAM-9 at
Worksheet 2018 Historic Data.

1d. at Worksheet Percent Wholesale Leaving.
1&M Witness Hevert Direct Testimony p. 48, In. 1.
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Year.!* The estimated fixed costs recovered by the cancelled IMMDA contracts were
estimated by I&M to be $46.4 million from January 1, 2020 through May 31, 2020.
|
PLEASE EXPLAIN COST SHIFTING AND ITS IMPACT ON RETAIL RATES.
A significant portion of utility costs are fixed in nature, meaning that a utility similar
to I&M has a fiscal obligation to pay these costs regardless of energy sales to customers.
Fixed costs typically vary with changes in system capacity or demand-related costs.
For example, when a utility adds a new generation resource to its generation portfolio,
fixed cost will increase. Conversely, when a utility retires a power plant, fixed costs
associated with the unit no longer exist or are removed from rate base. Fixed costs are
paid by I&M firm service customers (either retail or wholesale) or by I&M investors if
fixed costs are disallowed or otherwise removed from rate base.
As load is added to a utility system, fixed costs can be recovered or spread over
a greater number of energy and demand sales (billing determinants), thus lowering the
incremental cost recovery per unit. For a given amount of system fixed costs, as load
grows, the cost per kWh decreases resulting in rate relief. Conversely, for a given
amount of system fixed costs, as load declines, the cost per kWh increases resulting in
the need to raise rates. As a normal course of business, a utility will lose and
simultaneously gain small increments of load. As a result, overall system load is stable

and generally growing, which has been the case on the I&M system.!> In such an

environment, load and supporting rates are relatively stable over time.

14

15

I&M Witness Heimberger Direct Testimony p. 12, In. 9.
1&M Integrated Resource Plan dated July 1, 2019, Exhibit A Load Forecast Tables, p. 1-3 of 18.
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However, a sudden large load loss will motivate a utility to raise the rates of
remaining customers in order to recapture revenue that was once attributable to fixed
costs previously paid by the departing load. In fact, this is what I&M has done in its
Jurisdictional Separation Study. Significant loss of firm load attributable to certain
wholesale customers has resulted in the reallocation of I&M total system fixed costs.
This reallocation has shifted fixed costs from the FERC jurisdiction to the Indiana and
Michigan retail jurisdictions as I will demonstrate below.

PLEASE QUANTIFY THE DEGREE IN WHICH COST SHIFTING IS
REFLECTED IN THE I&M JURISDICTIONAL SEPARATION STUDY.

As initially noted, I&M's Jurisdictional Sepération Study recognizes three jurisdictions:
Indiana, Michigan, and FERC (which includes wholesale sales in both Michigan and
Indiana). In the short two-year period between the previous I&M rate case
(Cause No. 44967) and this rate case (Cause No. 45235), there has been a significant
increase in the Indiana retail jurisdictional costs, which is almost entirely due to the lost
wholesale IMMDA load. This fact can be demonstrated by a comparison of I&M’s
jurisdictional models filed in the prior and current rate cases.

The following table compares certain jurisdictional allocators used by I&M in
the previous and current Jurisdictional Separation Studies for Indiana retail and Other

(Michigan retail and FERC).

DIRECT TESTIMONY 11 MANCINELLI
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Table 1
Comparison of I&M Jurisdictional Allocation Factors
Cause No. 45235 Compared to Cause No. 44967

Line 2020 Test Year 2018 Test Year Difference
No. (I&M Rate Case) | (I&M Rate Case) (2020 —2018)
Number of Customers ?» )
Indiana 78.26% 78.25% 0.0013%
Other 21.74% 21.75% (0.0013%)
4=2+3 Total 100.00% 100.00% 0.0000%

Energy @-®

Indiana 68.37% 63.77% 4.60%

Other 31.63% 36.23% (4.60%)

8=6+7 Total 100.00% 100.00% 0.00%
Demand @ ®

Indiana 70.65% 65.21% 5.44%

Other 29.35% 34.79% (5.44%)

12=10+11 Total 100.00% 100.00% 0.00%

(1) WPJAM-1.

(2) I&M Witness Duncan Direct Testimony, WP JCD1 (45235 _IndMich_ WP JCD1 JCOS Master Workpaper File 051419 xIs).
(3) Number of customers in 2018 is historic.

(4) 2018 Data: Cause 44967: WP JMS-1, p. 36-37.

Q1e.

Table 1 demonstrates the significant change in jurisdictional demand allocation
factor (or 12CP demand allocator) in just two years. For example, the allocation of
total I&M generation fixed costs to the Indiana jurisdiction has increased by 5.4%
(from 65.2% to 70.7%). This large increase to Indiana’s allocation of fixed costs is
largely attributable to the loss of firm sales in the FERC jurisdiction.

WHAT IMPACT DO THE SIGNIFICANT CHANGES IN I&M’S 12CP
DEMAND JURISDICTIONAL ALLOCATION FACTOR HAVE ON THE
ALLOCATION OF TOTAL COMPANY COSTS TO THE INDIANA RETAIL
JURISDICTION?

The impact of the proposed 12CP demand I&M jurisdictional allocator results in a

disproportional shifting of total Company costs to Indiana retail customers. To

DIRECT TESTIMONY 12 MANCINELLI
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1 highlight this cost shifting, I have compared the as-filed results of the of the
2 Jurisdictional Separation Studies in Cause Nos. 44967 (Test Year 2018) and 45235
3 (Test Year 2020). Table 2 compares four important components of the I&M revenue
4 requirement that are allocated between jurisdictions using the 12CP demand allocation
5 factor. Additional information is provided in Attachment JAM-2.
Table 2
Jurisdictional Allocation of 12CP Demand-Related Costs
Impact of Loss of Firm Load
Cause No. 45235 compared to Cause No. 44967
Total Company | $ Increase to Indiana | Resulting Percentage of
Requested $ Retail Jurisdiction the Total Increase in
Type of Cost in Increase . Allocation Fixed Costs Allocated to
Line Jurisdictional (2018 to 2020) (2018 to 2020) Indiana Customers
No. Allocation Studies A) (B) (B/A)
$6.5 million $33.5 million
1 Production-Demand O&M Costs @ (1.2%) (9.7%) 519%
Transmission-Demand O&M Costs $7.4 million $6.4 million
2 | ® (38.2%) (50.2%) 86%
Production and Transmission
Depreciation and Amortization Costs $71.3 million $61.5 million
3| @ (32.4%) (43.0%) 86%
Allocation of Rate Base-Production $459.1 million $572.3 million
4 |O (10.1%) (19.3%) 125%
Allocation of Rate Base- $69.4 million $141.0 million
5 Transmission® (4.1%) (12.8%) 203%
(1) WPJAM-2.

(2) Attachment JAM-2 Line 2.
(3) Attachment JAM-2 Line 5.
(4) Attachment JAM-2 Line 14.
(5) Attachment JAM-2 Line 20.
(6) Attachment JAM-2 Line 21.

10

11

Table 2 demonstrates the disproportional shifting of costs into the Indiana retail

jurisdiction due to change in the 12CP demand allocation factor.

1&M’s proposal is asking Indiana retail customers to pay:

e over five times (519%) of the Company’s total production fixed cost

increase request.
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e 86% of the Company’s total transmission demand fixed cost increase.
e 86% of the Company’s production and transmission depreciation and
amortization cost increase
e 125% of the Company’s production rate base; and
e 203% of the Company’s transmission rate base
In total, the combined effect represents a burdensome shift of cost responsibility
to I&M Indiana retail customers. These five examples clearly demonstrate that the
Company’s proposed jurisdictional allocation in this case is flawed; yielding a
burdensome, unjust and unreasonable shifting of fixed costs to Indiana retail customers.
Indiana retail customers are being asked to pay for the entire cost increase proposal of
the Company, plus an additional amount almost solely due to the loss of FERC load.
Q17. ARE FIXED COSTS ASSOCIATED WITH FERC LOAD LOSS STRANDED?
A. Yes, for these reasons:

e [&M has a long history of serving IMMDA customers. As previously
mentioned in my testimony, I&M has served IMMDA members, at least,
from the 1970°s. Fixed cost associated with these loads have long been
recovered and imbedded in I&M’s various rate structures within each
jurisdiction. A sudden large loss of IMMDA load leaves stranded a large
amount of fixed costs never borne by current customers.

e Current retail customers use the I&M system after losing the IMMDA load
similarly to the way they had before the loss of IMMDA load. Retail COS

results have not materially changed due to load loss.
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e The contracts’ termination provisions and four year notification
requirements have provided 1&M ample time to adjust for the load loss.
Since 2006, 1&M has known that IMMDA customer contracts would expire
as early as 2019 and no later than the end of the contract term in 2026. 1&M
should have planned for load loss and begun to mitigate impacts well before,
or at the very least upon receipt of the four-year early termination notices
received in 2016. The fact that I&M has not replaced, or mitigated load loss
is not the concern or responsibility of retail customers.
Therefore, it is reasonable to regard fixed costs once, but no longer, paid by
certain IMMDA members as stranded.
Q18. PLEASE DEMONSTRATE HOW I&M’S WHOLESALE FIRM LOAD LOSS
HAS CREATED THESE RESULTS.
A. Table 3 compares I&M’s firm load and jurisdictional allocation factors for the 2020

and 2018 Test Years.
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Table 3™
Jurisdictional 12CP Demand Allocator: Comparison of 2020 and 2018 Test Years
2020 2018
Test Year Test Year Difference Percent
Jurisdiction MWwW® MW@ MW Difference
Line No. A) (B) © D=®B)-(©) | E)y=®B)(C)-1
1 Firm Load By Jurisdiction
2 FERC 414 661 (247) (37.39%)
3 IN Retail 2,167 2,115 53 2.49%
4 MI Retail © 487 468 19 4.05%
5=3+4 Total IN & MI Retail 2,654 2,582 72 2.77%
6=2+3+4 Total Company Firm 3,067 3,243 (175) (5.41%)
7 Allocation by Jurisdiction
8=2/6 FERC Allocation 13.48% 20.37% (6.89%) (33.81%)
9=3/6 IN Allocation 70.65% 65.21% 5.44% 8.35%
10=4/6 MI Allocation 15.86% 14.42% 1.44% 10.00%
11=8+9+10 Total 100.00% 100.00% 0.00% (15.46%)
(1) WP JAM-3.

(2) 1&M witness Duncan direct testimony workpaper: File — WP JCD1 JCOS Master Workpaper: Sheet — Proj D&E Study Cause 44967 —
WP JMS-1 - Proj D&E Study.

(3) 2018 Data: Cause 44967: WP JMS-1 page 36-37.

(4) 2018 Data: Cause 44967: PRA True Up Exhibits 01119.

(5) MI Retail includes ‘shopping’ load

Table 3 demonstrates that compared to the 2018 Test Year, retail firm load in

Indiana and Michigan is projected to increase compared to 2018 by 2.5% and 4.1%,

respectively.

However, loss of FERC load attributable to IMMDA results in an

increase in Indiana’s allocation of demand-related costs by 5.44% or an increase in the

allocation factor of 8.35% compared to the 2018 allocator.

Q19. DO INTERRUPTIBLE LOADS FACTOR INTO THE DEVELOPMENT OF
JURISDICTIONAL 12CP DEMAND ALLOCATION FACTOR?
A. Interruptible loads are not firm and therefore are excluded from the jurisdiction

allocation of demand related costs. I&M has experienced an increase in interruptible

loads since 2018, but this load is not directly assigned to the Indiana and Michigan
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jurisdictions. Further, since the last rate case, retail load has grown in Indiana and
excluding “shopping” customers, in Michigan. Therefore, it appears that changes in
interruptible load have had little impact on retail firm load.

Q20. WHAT PORTION OF THE 5.44% INCREASE IN THE INDIANA 12CP
DEMAND ALLOCATOR IS ASSOCIATED WITH THE LOSS OF FERC
LOAD?

A. Table 4 Column C, line 10 shows that holding retail loads constant, only changing
FERC load, results in a 5.38% cost shift to Indiana. In other words, when comparing
the 5.38% cost shift associated with FERC load loss, to the total cost shift of 5.44%,
the loss of IMMDA load is almost entirely responsible for the significant increz;se in

Indiana’s jurisdictional allocation of the Company’s total revenue requirement.

DIRECT TESTIMONY 17 MANCINELLI
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Table 4
Jurisdictional Separation Study: Effects of Firm Load Loss
2018 TY FERC
2018 Test Year 2018 Test Year and
As Filed with FERC Retail Adjusted
Cause: 44967 @ Adjusted (Equivalent to 2020 TY)®
Line Jurisdiction MW MW MW
No. A) B) © D)
1 Firm Load By Jurisdiction
2 FERC 661 414 414
3 IN Retail 2,115 2,115 2,167
4 MI Retail @ 468 468 487
5=4+3 Total IN & MI Retail 2,582 2,582 2,654
6=2+3+4 Total Company Firm 3,243 2,996 3,067
7 Allocation by Jurisdiction
8=2/6 FERC Allocation 20.37% 13.80% 13.48%
9=3/6 MI Allocation 14.42% 15.61% 15.86%
10=4/6 IN Allocation 65.21% 70.59% 70.65%
11=8+9+10 Total 100.00% 100.00% 100.00%
12=(C) - (B); -
(D) - (B) Change to IN Allocation: N/A 5.38% 5.44%
13=(C) - (B) Due To FERC Load Loss 5.38%
14=(D) - (C) Due To Retail Load Growth 0.07%
(1) WP JAM-4

(2) 2018 Data: Cause 44967: WP JMS-1 page 36-37.

(3) For FERC 414 MW, IN Retail 2167 and MI Retail 487: I&M witness Duncan direct testimony workpaper: File — WP JCD1 JCOS Master Workpaper:

Sheet — Proj D&E Study Cause 44967 — WP JMSJ-1 — Proj D&E Study.
(4) MI Retail includes Retail Shopping Customers.

1

PRV TN AR

VIR AT TG BT )

|

2 Q21. WHAT IS THE IMPACT ON THE INDIANA RETAIL REVENUE

3 REQUIREMENT ASSOCIATED WITH THE LOSS OF FERC LOAD?

4 A As shown in Attachment JAM-3, changing this allocator has a significant impact on
5 the allocation of total Company costs to Indiana retail customers. First, cost shifting
6 associated with the loss of FERC load adds $245 million to Indiana retail rate base and
7 a net revenue requirement impact of approximately $56 million. I estimate the rate
8 impact associated with the loss of FERC load to increase Indiana system revenue
9 requirement by approximately 3.1% (8.08% - 4.93%).
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WHAT IS YOUR RECOMMENDATION REGARDING HOW THE LOSS OF
IMMDA LOAD SHOULD BE TREATED IN RATE MAKING?

Of utmost concern is the shift of fixed costs from 1&M’s wholesale business to its retail
business. It is not fair to ask Indiana retail customers to pay for loss of wholesale load.
[&M is using retail customers as a hedge against lost load attributable to the wholesale
business. This practice should not be allowed, as I&M bears no risk and therefore has
little motivation to replace lost load, as demonstrated by 1&M’s inability to replace the
lost load after receiving the early termination notices from IMMDA customers prior to
May 31, 2016.

There has always been a "bright line" in utility ratemaking between state
regulated retail customer costs and federally regulated wholesale customer costs.!® In
order to reflect appropriate cost-causation principles, it is critical to ensure the
appropriate allocation of wholesale and retail customer costs. IMMDA customers went
to FERC many years ago to complain about their rates from 1&M, because their rates
are wholesale rates under federal jurisdiction. As such, costs associated with the loss
of IMMDA load should be excluded from the calculation of Indiana's retail rate
structure.

Abrupt and significant load loss should remain in the jurisdiction in which the
load loss occurs. Specifically, load loss attributable to 1&M’s FERC jurisdictional
customers should be borne by other wholesale customers or the Company. I recognize

that redistributing fixed costs to other wholesale customers with existing long-term

16

Under the Federal Power Act § 201(a) and (b), FERC regulates wholesale energy sales, the transmission
of electric service in interstate commerce and those matters which are otherwise not subject to state
regulation (which generally speaking, includes traditional bundled retail electric service). 16 U.S.C. §
824(a) and (b) (1994).
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contracts may be problematic due to contractual restrictions on price escalations, but
such a reality should motivate I&M to sell more power to other wholesale entities. It
should also incentivize 1&M to negotiate wholesale contracts with appropriate
provisions to make the Company whole for any stranded investment that results from
a wholesale customer terminating its contract early.

The IMMDA members gave I&M notice of contract termination at least four
years in advance, and yet no portion of the load has been replaced.!” 1&M has provided
no evidence to show how it has tried to enter into other wholesale power sales
agreements to replace the load lost from IMMDA. It also appears that there was no
financial consequence to the IMMDA members for simply walking away from the
decades of investment that I&M made in order to serve their communities. Allowing
I&M to simply “dump” the costs associated with its FERC jurisdictional load loss into
Indiana retail rates absolves the Company of any responsibility to prudently manage its
costs, to negotiate wholesale contracts with appropriate make-whole provisions, and to
make meaningful attempts to replace lost load with new transactions in the wholesale

market.

17

1&M Witness Hevert Direct Testimony p. 47, In. 17.
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Iv. FERC’S TREATMENT OF STRANDED COSTS

HOW HAS FEDERAL REGULATION OF WHOLESALE SERVICE
CHANGED SINCE IMMDA MEMBERS FIRST BEGAN RECEIVING
SERVICE FROM 1&M?

When I&M first began providing wholesale full requirements service to IMMDA
members, those communities had no choice in utility providers. As municipal electric
utilities, they either had to make significant (and likely cost prohibitive) investments in
their own generation and transmission, or they purchased what they needed from I&M.
On April 24, 1996, FERC issued Order No. 888,'® which required public utilities to file
open access non-discriminatory transmission tariffs that contain minimum terms and
conditions of non-discriminatory service, and permits public utilities and transmitting
utilities to seek recovery of legitimate, prudent, and verifiable stranded costs associated
with providing open access and transmission services. FERC's goal was to remove
impediments to competition in the wholesale bulk power marketplace.

HOW DID FERC ORDER 888 IMPACT IMMDA'S RELATIONSHIP WITH
I&M?

FERC claimed exclusive authority over the regulation of facilities that sell and transmit
electricity at wholesale (in this case, [&M) to customers who will resell the electricity
to end users (in this case, IMMDA). FERC Order 888 commenced a new era in which

IMMDA members now had the ability to obtain power from wholesale service

18

Promoting Wholesale Competition Through Open Access Non-discriminatory Transmission Services by
Public Utilities; Recovery of Stranded Costs by Public Utilities and Transmitting Utilities, 75 FERC
61,080 (April 24, 1996) (“Order No. 888”).
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providers other than I&M.!” While IMMDA did not exercise that right for another
two decades, the provisions of Order 888 are relevant here. In upholding Order 888,
the U.S. Court of Appeals for the D.C. Circuit explained:

“Order 888 fundamentally undermines utilities' expectation of
continued service and cost recovery. A utility's requirements customers
may now use the utility's open access transmission service to purchase
power from other suppliers at the end of their contract terms. If customers
leave before paying their share of costs the historic utility incurred on their
behalf, the utility will be left with stranded costs, which it will either absorb
or shift to remaining customers.

Unless utilities are able to recover stranded costs, FERC reasoned,
their ability to compete and attract investor capital in a deregulated market
may be seriously impaired. FERC, therefore, decided that it had to ‘address
recovery of the transition costs of moving from a monopoly-regulated
regime to one in which all sellers can compete on a fair basis and in which
electricity is more competitively priced.”?

Q25. GIVEN THIS BACKGROUND, HOW DOES FERC TREAT STRANDED COST
RECOVERY ASSOCIATED WITH WHOLESALE REQUIREMENTS
CONTRACTS?

A. FERC describes varying requirements associated with the recovery of stranded costs

depending upon the circumstance of the utility and the contracts. There is a procedure

Y9 Transmission Access Policy Study Grp. v. FERC, 225 F.3d 667, 695 (D.C. Cir. 2000).
20 1d. at p. 700.
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for a utility to follow to show that recovery of stranded costs is justified, but such
recovery is not automatic. Two important considerations are whether the wholesale
contracts are defined as “new” or “existing” contracts and whether the contract includes
an “exit fee.”

Q26. HOW DOES FERC DEFINE WHOLESALE STRANDED COSTS?

A. FERC defines wholesale stranded costs as follows:

“Wholesale stranded cost means any legitimate, prudent, and
verifiable cost incurred by a public utility or a transmitting utility to provide
service to:

(i) A wholesale requirements customer that subsequently becomes, in
whole or in part, an unbundled wholesale transmission services
customer of such public utility or transmitting utility; or

(ii) A retail customer that subsequently becomes, either directly or
through another wholesale transmission purchaser, an unbundled
wholesale transmission services customer of such public utility or
transmitting utility.”?!

Thus, stranded costs are costs related to providing wholesale service to
wholesale requirements customers that no longer receive such service from the
incumbent utility provider. In the case of IMMDA, I&M fixed costs once recovered

through the IMMDA formula rate, are now stranded.

21 18 CFR § 35.26(b)(1).
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HOW DOES FERC DEFINE A NEW VERSUS AN EXISTING WHOLESALE
REQUIREMENTS CONTRACT?
FERC distinguishes between new and existing wholesale requirements contracts as
follows:
“(7) New wholesale requirements contract means any wholesale requirements
contract executed after July 11, 1994, or extended or renegotiated to be
effective after July 11, 1994.
(8) Existing wholesale requirements contract means any wholesale
requirements contract executed on or before July 11, 1994.”22
Presumably, FERC created this distinction because prior to Order 888, a utility
like I&M would have no reason to provide for an exit fee in a then-existing full
requirements contract, because there was no other place for those customers to go. Like
with IMMDA members, the full requirements contracts were simply routinely renewed.
When Order 888 was issued, full requirements customers then had a choice of service
providers, and thus is would be expected that any “new” contracts would contain
appropriate provisions for cost recovery upon termination. As previously mentioned

on my testimony, the IMMDA contracts were last extended in 2006; therefore, these

contracts should be reasonably viewed as new wholesale contracts by FERC.

22

Id. at § 35.26(b)(7) and (8). While the regulations approved in Order 888 were not finalized until 1996,
those rules back-dated the definition of existing contracts to the date the Notice of Proposed
Rulemaking was published in the Federal Register, which was July 11, 1994. See Recovery of Stranded
Costs by Public Utilities and Transmitting Utilities, Notice of Proposed Rulemaking, 59 FR

35274 (July 11, 1994), FERC Stats. & Regs., Proposed Regulations 32,507 at 32,866 (Stranded Cost
NOPR); American Electric Power Service Corporation, 67 FERC § 61,168, clarified, 67 FERC
61,317 (1994).
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WHAT IS FERC’S POSITION ON STRANDED COST RECOVERY
ASSOCIATED WITH “NEW”  WHOLESALE REQUIREMENTS
CONTRACTS?
FERC rules provide that:
“No public utility or transmitting utility may seek recovery of stranded costs
associated with a new wholesale requirement contract if such contract does
not contain an exit fee or other explicit stranded cost provision.”?3
WHAT IS AN EXIT FEE?
An exit fee is a fee due the utility from the wholesale customer. The fee is to
compensate the utility for fixed or stranded costs left behind once the wholesale
customer leaves the utility’s system.
DO THE IMMDA CONTRACTS HAVE AN EXIT FEE?
No, there are no meaningful exit fee provisions in the current IMMDA contracts.?
Therefore, the Company is proposing to recover stranded fixed costs associated with
this load loss through retail customers.
GIVEN FERC’S TREATMENT OF STRANDED COSTS, WHAT DO YOU
CONCLUDE?
I&M is responsible for all stranded costs associated with the loss of IMMDA
customers. At a minimum, the Commission should not allow I&M to transfer these
costs into the Indiana retail jurisdiction. I&M can petition FERC on proper cost

recovery, but any cost recovery, however unlikely given FERC’s position as stated

23

24

Id. at § 35.26(c)(2).
See Attachment JAM-4.
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above, must come from other FERC jurisdictional customers. It appears that I&M
knows that cost recovery for the loss of IMMDA load at FERC is unlikely, and instead
the Company is trying to justify shifting federal costs that are otherwise unrecoverable

to Indiana retail customers.

COST SHIFTING DUE TO MICHIGAN'S RETAIL CHOICE PROGRAM

PLEASE DESCRIBE THE MICHIGAN ELECTRIC CUSTOMER CHOICE
PROGRAM.

Through a series of legislative acts and orders in Michigan Public Service Commission
Case No. U-15801, Michigan utilities are required to give retail customers a choice in
electric service providers (the "Michigan Electric Customer Choice Program"). This
program limits the number of customers who switch electric suppliers to 10% of the
previous year’s weather adjusted sales (kWh). In February 2019, approximately 10%
of I&M’s Michigan customers elected to participate in the Michigan Electric Customer
Choice Program. These customers, referred to as "shopping customers" by I&M, pay
a competitive supplier for non-capacity generation and transmission services, rather
than paying I&M. Thus, I&M has experienced some load loss and stranded costs in
Michigan as a result.

HOW DID I&M TREAT STRANDED COSTS IN MICHIGAN ASSOCIATED
WITH RETAIL CHOICE PROGRAM?

Unlike its proposed treatment of the loss of wholesale load, I&M did not shift fixed
costs associated with Michigan firm load loss to other jurisdictions. These fixed costs

appropriately remain in Michigan. Unfortunately, I&M was inconsistent and did not
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take this same approach f with respect to FERC firm load loss which was shifted to the
retail jurisdictions.

PLEASE EXPLAIN HOW I&M ALLOCATED COSTS IN THE
JURISDICTIONAL SEPARATION STUDY CONSIDERING THE LOSS OF
MICHIGAN RETAIL LOAD.

I&M recognized that fixed costs caused by the Michigan jurisdiction load loss should
stay in the Michigan jurisdiction. As shown in the Jurisdictional Separation Study,
1&M’s 12CP demand allocation factor includes the Michigan “shopping” customers?>.
As a result, the fixed costs associated with shopping customers who switched suppliers
remains in the Michigan jurisdiction, presumably to be recovered from Michigan
customers, as they should be. 1&M did develop a 12 CP demand allocator that excludes
Michigan “shopping customers” who switched to new electric service providers,2® but
only applied this 12CP Demand “shopping” allocator to certain transmission costs
associated with PIM. These are transmission costs that should be properly assigned to
the Load Serving Entity (“LSE”). Therefore, I believe that [&M’s use of the 12CP
Demand “shopping” allocator as applied to PJM transmission costs is appropriate.

IN CONCLUSION, DO YOU AGREE WITH I&M’S TREATMENT OF
MICHIGAN LOAD LOSS IN THE ALLOCATION OF FIXED COSTS IN THE
JURISDICTIONAL SEPARATION STUDY?

Yes. I&M has left stranded costs associated with Michigan retail load in Michigan.

Proposed recovery of these fixed costs will be up to the Michigan Public Service

25

26

1&M Witness Duncan Direct Testimony p. 10, In. 14 and WP-JCD-1.

1&M witness Duncan direct testimony page 10, line 11.
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Commission. These costs should not be recovered from Indiana customers. This
treatment is consistent with my earlier recommendations pertaining to the loss of firm
wholesale load, which should be borne by wholesale customers.

COMPARED TO FERC LOAD LOSS OF APPROXIMATELY 247 MWS,
LOAD LOSS IN MICHIGAN OF 40 MWS IS LOWER. WOULD
SUBSTANTIALLY GREATER LOAD LOSS IN MICHIGAN CHANGE YOUR
POSITION ON FIXED COST RECOVERY ASSOCIATED WITH LOST
RETAIL LOAD?

No. The proper recovery of fixed costs associated with abrupt load loss must be
considered and recovered within the affected jurisdiction amount. Therefore, I
recommend that the Commission require [&M conduct current and future jurisdictional
separation studies with fixed cost allocators that exclude the impact of firm load loss
attributable to retail choice in Michigan and the loss of firm long term wholesale

contracts regulated by FERC.

VL OFF SYSTEM SALES

PLEASE DESCRIBE 1&M’S OFF SYSTEM SALES IN THE 2020 TEST YEAR.
OSS are made in PJM when I&M has excess energy and capacity that is not needed to
serve its retail and wholesale firm customers. Compared to OSS sales in 2018 of
$196 million, Test Year 2020 OSS are estimated at $215 million based on an increase

0f 7,430,521 MWh in sales.?’” I&M assumed that additional capacity and energy would

27

1&M Witness Heimberger Direct Testimony, Att. NAH-8 and NAH-2.
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be available for OSS beginning in June 1, 2020, due to the lost IMMDA wholesale
load. OSS do not include FERC jurisdictional sales.

PLEASE DESCRIBE THE TREATMENT OF OSS MARGINS.

The OSS margins a;e returned to customers via the OSS/PJM Rider.?® Based on the
Order and Settlement in Cause No. 44967, 95% of the margins associated with these
sales are returned to the rate payers and 5% of the margins are retained by 1&M.%
DO YOU AGREE WITH I&M'S PROPOSAL TO CONTINUE THIS 95%/5%
SPLIT OF OSS REVENUES?

No. 1&M’s customers should receive 100% of the OSS margins for three reasons.

First, cost responsibility of the generation function is fully borne by retail
customers. Retail customers are responsible for 100% of the fixed costs associated
with the generation assets making the OSS. Retail customers are responsible for the
generation costs regardless of the level of OSS and related margins. Because &M
bears no risk of fixed cost recovery, margin sharing associated with OSS rewards [&M
disproportionally to [&M’s risk exposure.

Second, I&M is already earning a rate of return on their generation investment,
as allowed by law. Retail customers contribute to the return based on the jurisdictional
allocation of I&M total company fate base. Therefore, I&M is fairly compensated
through allowed return on rate base.

Third, OSS provides many benefits to the company such as a) efficient use of

generation assets over the course of the year, thus improving unit heat rates and lower

28

29

1&M Witness Williamson Direct Testimony p. 25, In. 17.
Id. atp. 48, In. 21.
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operating cost; b) margins that offset costs which result in lower, more competitive
rates; and c) with lower rates, an improved attraction of new loads into the service area

and improved support of EIG programs.

VIL LOAD FORECAST

PLEASE DESCRIBE THE LOAD FORECAST PRESENTED BY I&M
WITNESS BURNETT.
Based on the testimony of Witness Burnett, for Test Year 2020, I&M has relied upon
a long-term load forecast. The load forecast relies on actual data through
December 20173° and has been updated by the Company in 2018. The load forecast is
the basis for 2020 billing determinants.3!
DESCRIBE THE ADJUSTMENTS MADE BY I&M TO THE LOAD
FORECAST.
The historical data was adjusted to normalize the weather and reflect a typical weather
year.3? Other major adjustments to the load forecast include:

e A decrease in wholesale contract sales.

e Adjusting load growth based on an assumed recession occurring in 2020.

e A reduction in system demand and energy requirements as a result of DSM/EE

programs.

30

31

32

1&M Witness Burnett Direct Testimony at p. 6, In. 5.
Id atp.2,In. 14.
Id. at p. 8 In 23 through p. 9, In. 1.
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DO YOU AGREE WITH THESE ADJUSTMENTS?
I have previously discussed the impact of wholesale contract load loss in my testimony.
I agree that the 1&M forecast should properly consider load loss associated with
IMMDA customers. However, as I have previously discussed, cost responsibility
associated with this load loss should remain in the FERC jurisdiction. I do not agree
with I&M’s recession and DSM/EE adjustments to the load forecast. I recommend that
the Company remove recession assumptions from the 2020 Test Year and adjust the
DSM/EE assumptions to agree with observed historical demand and energy savings
associated with these programs.
TO UNDERSTAND YOUR RECOMMENDATION PERTAINING TO I&M’S
RECESSION ADJUSTMENT, WHAT IMPACT DOES I&M’S RECESSION
ASSUMPTION HAVE ON THE 2020 TEST YEAR?
1&M’s recession assumption does not meet the “fixed, known, and measurable”
standard. In discovery, I&M was unable, or unwilling, to quantify the impact of the
recession assumption on the Test Year. South Bend’s Data Request No. 05-01 asked
I&M to provide forecasted Test Year revenue by class without the projected 2020
recession. The company’s response was, in part:
“...The Company subscribes to an outside provider, Moody's Analytics, for
its macro-economic forecast. The forecast from Moody's Analytics was
used for the load forecast. The Company only subscribes to the baseline
(most probable) forecast from Moody's Analytics. Thus, the Company does

not have a forecast that reflects the scenario assumed in the question and the
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Company has not performed a forecasted Test Year revenue by rate class

based on the scenario reflected in the question.”3

The response indicates that the Company is not able to quantify the sensitivity
or importance of the recession assumption on Test Year results. Without understanding
the impact of the recession assumption on the Test Year 2020 revenue requirement, as
an intervenor in this proceeding, it is impossible to determine the reasonableness of this
assumption. I&M has the burden of proof to show its Test Year assumptions are
reasonable. Further, because the impact of the recession assumption is not quantifiable,
it is not measurable. .

Q44. WHAT INFORMATION HAS I&M PROVIDED THAT SUPPORTS THE
TIMING OF THE RECESSION?
A. I&M has provided no definitive information as to the timing of the recession.

Witness Burnett testifies as follows:

“Yes, the number of economists that are predicting the next

recession will start in the next couple of years is increasing. In fact,

a recent survey of business economists completed in December

2018 indicated that 80% of respondents have lowered their outlook

from 2019 and a growing number of economists are now predicting

the U.S. economy will be in recession by 2020 or 2021.734

Witness Burnett’s testimony suggests that the timing of a recession in 2021

would miss the Test Year entirely. Further, when asked in discovery to provide the

3 Attachment JAM-5.
34 1&M Witness Burnett Direct Testimony p. 14, In. 3.
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percentage of the respondents who are predicting not just an economic downturn but a
recession in 2020, the Company’s response was: “The NABE survey did not ask the
survey respondents to distinguish between an 'economic downturn' or a 'recession'
although both terms would describe a slowing economy.”3

The Company implies that an industry consensus of economists supports a
coming recession but provides no evidence as to the severity, much less the timing, of
such an event. Again, there is no transparent information available associated with
industry consensus supporting the recession assumption or the underlying assumptions
in the Moody’s Analytics forecast.
DO OTHER REPUTABLE ECONOMIC PROJECTIONS AGREE WITH
I&M’S ECONOMIC FORECAST?
No. In fact, the U.S. Economic Outlook Baseline Forecast dated April 2019 by
Macroeconomics Advisory by HIS Markit for the State of Indiana does not indicate a
recession. The report quotes multiple companies that have. invested or plan to invest
heavily in Indiana, including Infosys, U.S. Steel, Eli Lily, Solinftech, and Toyota. In
addition, the employers in the state are more diverse than in the past. Housing starts

are up and are expected to stay high as there is a steady demand for new housing. Please

refer to Attachment JAM-7.

DO YOU AGREE WITH I&M’S RECESSION ASSUMPTION IN
DEVELOPING THE 2020 TEST YEAR?
I do not agree with I&M assumptions related to a 2020 recession as this assumption is

not “fixed, known, or measurable”. Given the expected impact of recession

35

Attachment JAM-6.
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assumptions on lowering forecasted load, combined with an increased revenue
requirement and severe cost shifting to Indiana retail customers due to the loss of FERC
firm load, such an assumption will likely aggravate an already burdensome situation.
I&M’s recession adjustment should be quantifiable, certain and reasonably vetted.
1&M’s recession assumptions fall far short of this mark.

WHAT DO YOU RECOMMEND REGARDING THE RECESSION
ASSUMPTION?

I recommend that the IURC direct I&M to remove the recession assumption from the
load forecast and that associated financial impacts be reflected in the I&M total revenue
requirement, the Jurisdictional Separation Study, the COS study, and rate design.
NOW WITH RESPECT TO I&M’S LOAD FORECAST ADJUSTMENTS
PERTAINING TO DSM/EE, WHY DO YOU DISAGREE WITH I&M’S
DSM/EE ASSUMPTIONS?

As shown in Table 5, I&M’s load forecast assumes overly aggressive incremental

savings associated with DSM/EE programs compared to what has been achieved

historically.
Table 5D
Historical and Projected DSM/EE for Indiana
DSM/EE
Line Year kW % Change
No. (A) (B) ©
1 Historic ®
2 2008 262
3 2009 187 (29%)
4 2010 4,542 2329%
5 2011 16,845 271%
6 2012 20,724 23%
7 2013 57,877 179%
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Table 5O
Historical and Projected DSM/EE for Indiana
DSM/EE
Line Year kW % Change
No. (A) (B) ©
8 2014 17,987 (69%)
9 2015 29,581 64%
10 2016 27,637 (7%)
11 2017 33,627 22%
12 5 year average (2013-2017) 33,342
13 10 year average (2008-2017) 20,927
14
15 Projected @
16 2020 51,493 | -
17=16/12 2020 compared to 5 year average 154%
18=16/13 2020 compared to 10 year average 246%
(1) WPIJAM-5

(2) 1&M witness Burnett direct testimony workpaper CMB WP-1 page 863 of 1018.

For Iﬁdiana, the historical incremental DSM/EE savings for years 2013-2017
has averaged 33 MWs per year and 21 MWs for years 2008-2017. However, I&M is
proposing an incremental 51 MW savings for year 2020. The projected savings for
year 2020 is aggressive and is 1.5 times higher than the five-year average and 2.5 times
higher than the 10-year average. The higher the DSM/EE savings, the lower the load
forecast, which in turn, lowers the billing determinarits used in rate design as previously

explained.
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WHAT DSM ASSUMPTIONS ARE USED IN THE 2019 INTEGRATED
RESOURCE PLAN (“IRP”)?

Depending upon the reference source, the 2020 incremental DSM/EE assumptions in
the IRP vary from 19 MW, 3¢ approximately 36.7 MW ((33.4 MW + 40.0 MW)/2)37 and
approximately 40.4 MW ((37.0 MW + 43.8 MW)/2).3® Witness Burnett’s assumed
savings of 51.5 MW is between 1.3 (51.5 MW/40.4 MW) to 2.7 (51.5 MW/19 MW)
times greater than DSM/EE assumptions in the IRP.

WHAT DO YOU RECOMMEND REGARDING THE DSM/EE
ASSUMPTIONS?

I recommend that the load forecast be rerun using reasonable DSM/EE projections

based on historical results.

VIIL ALLOCATION OF CP DEMAND

PLEASE SUMMARIZE THE DEMAND ALLOCATION FACTORS USED BY
I&M.

For I&M, jurisdictional production and transmission demand-related costs are allocated
to the various rate classes using the 6CP method. The CP method is commonly used
to allocate fixed production and transmission capacity costs among customer classes as

it recognizes that system’s peak demand drives utility investment in system

36

37

38

1&M’s 2018-19 Integrated Resource Plan, p. ES-6, Table ES-2: Preferred Plan Cumulative Additions for
2019 to 20138 (MW).

Id. at Exhibit A-12: Indiana Michigan and Indiana and Michigan Jurisdictions DSM/Energy Efficiency
Including in Load Forecast Energy (GWh) and Coincident Peak Demand (MW).

Id. at Exhibit A Load Forecast Tables p. 18, Indiana Michigan Power Company Forecasted DSM,
Adjusted for IRP Modeling.
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infrastructure. The 6CP is based on months December, January, February, June, July,
and August.’® The current 6CP method includes three summer and three winter
months. CP’s are calculated at various points in the system and applied to production,
transmission, and higher voltage distribution components of the system.

ARE THERE OTHER CP METHODS THAT IMPROVE COST ALLOCATION
BASED ON CLASS CONTRIBUTION TO SYSTEM PEAK DEMANDS?

Yes. An improvement to the 6CP method would be the use of a 4CP (June —
September) or a SCP (PJM) method, which is a better representation of system summer
peaks that drive for the need for system capacity and reliability planning.

The 5CP method referenced above is the same method used by PJM in
determining peak demand. PJM uses the five highest daily regional transmission
organization (“RTO”) peak loads for each summer (June 1 through September 30) in
its evaluation of peak demand. The 5CP method differs from the 4CP and 6CP
methods. The 4CP and 6CP methods measure the class contribution to the system peak
hour in each month. For example, the 4CP method determines class peak demand
responsibility associated with the peak hour in June, July, August, and September.
WHY WOULD A 4CP OR 5CP METHOD IMPROVE THE EQUITY OF COST
ALLOCATION?

As I mentioned earlier in my testimony, allocating demand costs on CPs is a recognition
that system peak demand drives utility infrastructure investment on the system. The

utility is concerned about meeting the system peak, and therefore, peak demands are

39

I&M Witness High Workpaper WP DEH-6.
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the primary cost causation driver. As a result, [&M's Integrated Resource Plan (“IRP”)
is a good indicator of the primary load characteristics that drive utility investment.
DID YOU REVIEW I&M'S IRP?

Yes, at a high level. As expected, the IRP includes an analysis of historical system
peak demand and forecasts system peak demand and energy requirements. On
Exhibit A-6 of the IRP, historical monthly peaks for 2008, 2013, 2018, and projections
for 2028 and 2038 are graphically depicted.*° Of particular interest are the projected
monthly peaks in 2028 and 2038. 1&M is forecasting relatively lower winter peaks and
distinct summer peaks during the months of July, August, and September. If this
forecast can be relied upon, the Company foresees a strong summer peaking system
and the Company’s concern for meeting the summer peak is an important driver of
production, transmission, and distribution investment. Given the Company’s historical
and forecasted peak demands, allocating costs exclusively based on summer peaks
makes sense and represents an improvement to the current 6CP methodology.

WHEN CONDUCTING RESOURCE PLANNING, IS I&M CONCERNED
WITH THE SYSTEM PEAK?

Yes, in reviewing the IRP, the Company makes several references to production and
transmission planning criteria associated with the PJM system peak, which occurs
during the summer months. Four specific findings from the IRP that support this
conclusion are as follows:

e On page 52 of the IRP, the Company states:

40 See Attachment JAM-8.
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“However, as a member of PJM, the Company’s summer peak
demand coincident with the RTO is a criterion for determining the
Company’s capacity obligation”

And on page 141 of the IRP:

“..J&M’s assumed “going-in” capacity position (i.e. before
resource additions) over the planning period, which uses the PIM
summer peak to determine resource requirements.

And on page 147 of the IRP:

“The Preferred Plan includes incremental resources that will provide
— in addition to the needed PJM installed capacity to achieve
mandatory PJM (summer) peak demand requirements-modest
amounts of additional energy to reduce the long-term exposure of
the Company’s customer to PJM energy markets.”

And finally, on page 60 of the IRP:

“AEP and PJM coordinate the planning and transmission facilities
in the AEP Eastern Zone through a “bottom up/top down” approach.
AEP will continue to develop transmission expansion plans to meet
the applicable reliability criteria in support of PJM’s transmission

planning process.”

Q56. WHAT IS YOUR RECOMMENDATION WITH RESPECT TO THE

ALLOCATION OF PRODUCTION AND TRANSMISSION DEMAND?
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Based on my review, I recommend a demand allocation factor based on only the
summer peak periods. Therefore, both the 4CP and 5CP methods are reasonable

methods and either one would be an improvement over the current 6CP method.

IX. I&M PROPOSED REVENUE ALLOCATION

DID YOU REVIEW CLASS REVENUE ALLOCATION PROPOSED BY I&M
WITNESS NOLLENBERGER?
Yes. I&M has proposed rate adjustments to each customer class based on a
“smoothing” methodology with justifies variations from COS results and proposed rate
changes.
WHAT WERE I&M’S STATED RATE MAKING OBJECTIVES IN
DEVELOPING THERE “SMOOTHING” RECOMMENDATIONS?
Witness Nollenberger lists his objectives as follows:

1. Align revenue recovery with cost causation;

2. Apply gradualism to minimize rate shock;

3. Allocate revenue increase to move all classes closer to the class average rate

of return;

4. Reduce subsidization among customer classes; and

5. No customer class receives a rate decrease.
Witness Nollenberger refers to his revenue allocation approach as equal subsidy

reduction method.*!

41

1&M Witness Nollenberger Direct Testimony, p. 6, row 22.
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Q59. WHAT ARE THE RESULTING RATE INCREASES?

A. Witness Nollenberger’s approach does not allow for any rate decreases, even when the
COS study indicates that Irrigation Service, Outdoor Lighting and Street Lighting
classes should receive 26%, 16% and 29% rate decreases, respectively. Many classes
receive rate increases that are below the amount indicated by the COS. As shown in
Table 6, Residential, Large General Service, Industrial Power, Municipal Service, and
Water and Sewer Service customer would pay rates below COS under the 1&M
proposal. General Service, Irrigation Service, Electric Heating General, Outdoor

Lighting and Street Lighting would pay rates above the COS under the 1&M proposal.
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Comparison of Cost of Service Results,

Proposed Rate Changes and Resulting Return

Rate Change | Rate of Return

Line Rate Change based | Proposed by Proposed by
No. Description on COS Results @ I&M @ I&M @

1 Residential 16.9% 13.9% 5.7%

2 General Service 8.3% 9.9% 6.6%

3 Large General Service 13.5% 12.1% 5.9%

4 Industrial Power 15.5% 11.6% 5.5%

5 Municipal Service 13.4% 10.4% 6.0%

6 Water & Sewage Service 9.9% 8.9% 6.3%

7 Irrigation Service (25.5%) 0.00% 13.9%

8 Electric Heating General 2.6% 6.3% 7.3%

9 Outdoor Lighting (16.2%) 2.5% 9.7%

10 Street Lighting (29.2%) 0.0% 12.8%

12 Total 14.3% 12.4%

(1) 1&M witness Nollenberger Attachment MWN-2, page 3, column 6.
(2) 1&M witness Nollenberger Attachment MWN-2, page 1, column 11.
(3) I&M witness Nollenberger Attachment MWN-2, page 4, column 13.

Q60. DO YOU AGREE WITH WITNESS NOLLENBERGER’S RATE

“SMOOTHING” METHODOLOGY?

DIRECT TESTIMONY 42

In general, I believe the Company’s method is a reasonable and cognizant of the
benefits of gradualism in ratemaking. However, 1 do not agree with
Witness Nollenberger’s fifth objective that prevents all classes deserving of a rate
decrease from receiving one. This is particularly true for the Street Lighting class, as
this customer class is unique among all classes and provides an important public safety
and community benefit to the various communities that I&M serves. Due to this
benefit, | recommend that Street Lighting rates be lowered to COS. Further, the class
is small compared to other I&M customer classes and moving the Street Lighting class

to COS has minimal impacts on other classes and therefore not violate the gradualism

principle.
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PLEASE ELABORATE ON THE PUBLIC BENEFIT ASSOCIATED WITH
STREET LIGHTING.

Adequate street lighting is a requirement of local and state government and provides
many benefits to citizens. Lighting improves safety, reduces crime, and enhances the
attractiveness and economic vitality of the area. These are clear community benefits
associated with streetlighting that are shared by all and not specific to a particular
customer or class. Public lighting is enjoyed by residential, commercial, and industrial
customers alike; it is not a luxury, but rather a basic community need.

WHAT IS YOUR RECOMMENDATION?

I recommend that Street Lighting rates be brought to COS. Under I&M’s current rate
proposal, such an adjustment would result in reallocating approximately $1.6 million
of revenues, which étreetlight customers are paying above the COS, to all other rate
classes. I propose that this shortfall be prorated across all other rate classes based on
rate base excluding Irrigation Service. The following Table 7 demonstrates the effect
of my proposal on I1&M’s rate changes contained in the Petition. As shown below, my
proposal to bring the Street Lighting class to COS has minimal impact on other classes'

rate adjustments.
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Table 7V
Adjusted Rate Changes with Streetlighting at Cost of Service
I&M Petition Proposed Rate
Line Rate Changes @ Changes Difference
No. A) (B) ©
1 Residential 13.9% 14.0% 0.1%
2 General Service 9.9% 10.0% 0.1%
3 Large General Service 12.1% 12.2% 0.1%
4 Industrial Power 11.6% 11.7% 0.1%
5 | Municipal & School Service 10.4% 10.5% 0.1%
6 | Water and Sewerage Service 8.9% 9.0% 0.1%
7 | Irrigation Service 0.0% 0.0% 0.0%
8 Electric Heating General 6.3% 6.4% 0.1%
9 | Outdoor Lighting 2.5% 2.6% 0.1%
10 | Street Lighting 0.0% (27.6%) (27.6%)
11 | Total 12.4% 12.4% 0.0%
(1) WP JAM-7

(2) I&M Witness Nollenberger Direct Testimony, Attachment MWN-2, p. 1 of 4, column 11.

X. PROPOSED RATE DESIGN

HAVE YOU REVIEWED PROPOSED CHANGES TO I&M’S RATE
STRUCTURE?

Yes. I have reviewed [&M’s rate design proposals for the Water and Sewage Service
(“WSS”) and Municipal and School Service (“MS”) rate classes as described by
Witness Nollenberger.

PLEASE DESCRIBE SIGNIFICANT RATE STRUCTURE CHANGES
ASSOCIATED WITH THE WSS AND MS RATE CLASSES?

I&M is proposing a significant departure from prior rate design for these two classes.
Historically, 1&M has recovered costs from customers in these classes through a
monthly service charge, energy charges, and various energy bases riders. Under the

current proposal, I&M is seeking to add demand charges to these rate structures.
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Adding these demand charge creates a significant adverse rate impact on lower load
factor customers.

HOW SIGNIFICANT IS THIS IMPACT?

In Witness Nollenberger’s Attachment MWN-4*2 he shows typical bill comparisons
associated with WSS-Secondary, Primary, and Substation customers and MS
customers. The bill impacts shown in the table do not provide a complete or current
representation of total customers bill impacts because current rates are now lower thus
resulting in larger bill impacts than those shown in MWN-4. Based on recent
information provided by I&M, current riders effective August 2019 result in lower
current rates. Also, Attachment MWN-4 does not disclose the full impact of the
propose rate structure across a full range of monthly load faétors, particularly customers
with monthly load factors below 46%.

YOU HAVE INDICATED THAT PROPOSED RATE IMPACTS ARE
GREATER THAN THIS SHOWN IN MWN-4, PLEASE EXPLAIN THIS
FURTHER?

I1&M has provided billing impacts associated with proposed rates for certain City of
Ft. Wayne and City of Marion accounts.** These billing comparisons include current
rate information as of August 2019. Current I&M rates are lower than those included
in 1&M’s Attachment MWN-4. As an example, the following Table 8 shows bill

impacts associated with WSS-Primary customers:

42

43

1d. at Attachment MWN-4, p. 3, Ins. 107-115

Supplemental Confidential and Competitively Sensitive Response to Ft. Wayne & Marion’s Joint Data
Request 01-11.
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Table 8
WSS-Primary Bill Impact Comparison
Attachment MWN-4 Compared to Current I&M Rates Effective August 2019

Demand Energy Current Bill | Proposed Bill | Difference Difference
(kW) (kWh) ®) ® ® (%)

750 250,000 $18,409.75 $21,222.00 $2,812.25 15.3%
750 300,000 $22,075.75 $24,062.00 $1,986.25 9.0%
750 400,000 $29,407.75 $29,742.00 $334.25 1.1%

750 250,000 $17,742.25 $21,222.00 $3,479.75
750 300,000 $21,274.75 $24,062.00 $2,787.25
$28,339.75 $29,742.00 $1,402.25

0 0  ($801.00) $0.00 $801.00 4.1%
($1,068.00) $0.00 |  $1,068.00 3.8%

(1) WP JAM-S.

As a result, proposed rate increases to WSS-Primary customers are
approximately 4% higher than indicated in Attachment MWN-4.
YOU HAVE INDICATED THAT PROPOSED RATE IMPACTS SHOWN IN
MWN-4 DO NOT PROVIDE INFORMATION ASSOCIATED WITH LOW
LOAD FACTOR CUSTOMERS. PLEASE EXPLAIN THIS FURTHER.
Information contained in MWN-4, only shows bill impact information for customers
with  monthly load  factors  varying from  approximately  46%
(250,000 kWh/(750 kW*30 hrs)) to 73% (400,000 kWh/(750 kW*30 hrs)). However,
I&M proposed WSS cost structure has a significant impact on low load factor
customers. To demonstrate this point, I have developed the following graph that shows

the average effective rate ($/kWh (left x-axis)) over a wider range of monthly load
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factors (y-Axis) of WSS customers under current and proposed rates.** The dotted line
in the graph below shows the impact on the average effective WSS-Primary rate under
&M WSS-Primafy rate proposal. The solid line in the graph below shows the impact
on the average effective under the current I&M rate. As you can see, the average rate
for low load factor customers, (monthly load factors less than 40%) is significantly
higher than the current rate. This difference is due to an overall increase to the class
revenue requirement and the addition of a demand charge to the rate structure.

Fig. JAM-1. WSS-Primacy Example 750 MW Load
~ (Proposed Rate Compared to Current Rate)V

WSS-Primary - Example 750 MW Load
Proposed Rate Compared to Current Rate

$0.20000 180%
$0.18000 % 160%
50.16000 1409
=
% $0.14000 120%
.
< o
< 50.12000 100% 2
& < <
£ so0.10000 80% 2
S 5
e_} e =
5 S0.08000 0% @
o o
20
£ $0.06000 .
g
<
50.04000 20%
$0.02000 0%
$0.00000 ' ; -20%
10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
Load Factor
mEE Percent Change smssems WSS Primary Current Rate e WSS Primary Proposed Rate
(1) WP JAM-8.

A comparison of the shaded bars to the right x-axis indicate that customers with

load factors below 40% will see rate increases from approximately 25% to 157%.
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Q68. I&M IS PROPOSING TO RAISE DEMAND CHARGES ACROSS ALL RATE
CLASSES, WHY IS ADDING A DEMAND CHARGE TO THE WSS CLASS
DIFFERENT?

A. The magnitude of the demand increase sets I&M WSS proposal apart from all proposed
changes in demand charges as demonstrated in Table 9. Column D shows proposed

increases in demand charges associated with various I&M rate classes.
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Current and Proposed Demand Rates

Current Proposed %

Line Rate Class Demand Charge | Demand Rate | Difference | Difference
No. A) (B) © (D=C-D) (E=C/B)

1 General Service

2 GS Secondary $6.105 $6.711 $0.606 9.9%

3 GS Primary $4.063 $4.547 $0.484 11.9%

4 GS Subtransmission $1.151 $1.312 $0.161 14.0%

5 GS Transmission $1.140 $1.296 $0.156 13.7%

6 Large General Service @

7 LGS Secondary $11.663 $12.038 $0.375 3.2%

8 LGS Primary $9.621 $9.874 $0.253 2.6%

9 LGS Subtransmission $6.709 $6.639 (80.070) (1.0%)

10 LGS Transmission $6.698 $6.623 ($0.075) (1.1%)

11 Industrial @

12 IP Secondary $17.479 $19.336 $1.857 10.6%

13 IP Primary $15.762 $17.026 $1.264 8.0%

14 IP Subtransmission $12.950 $13.714 $0.764 5.9%

15 IP Transmission $12.887 $13.636 $0.749 5.8%

16 Water and Sewage Service @

17 WSS Secondary $ - $11.369 $11.369 o

18 WSS Primary $ - $9.204 $9.204 ©

19 WSS Subtransmission $ - $5.970 $5.970 0

20 Municipal @ $ - $11.556 $11.556 0

Source: I&M witness Cooper direct testimony Attachment KCC-2.
(1) WPJAM-9.
(2) Total demand charge includes OSS/PIM rider.

While 1&M has increased demand charges for several rate classes, the

magnitude of change is less than $1.90 per kW. However, WSS customers are asked

to go from no demand charges to as high as $11.369 per kW in a single step. Please

note that the $11.369 per kW increase in demand consists of a base rate demand charge

of $6.711 per kW plus an OSS/PJM rider of $4.658 per kW. 1&M’s proposal not only

adds a significant demand charge to the base rates but also changes the collection of
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OSS/PJM costs from an energy basis to a demand basis. In combination, I&M’s
proposal represents a significant and aggressive increase in demand charges for WSS
customers compared with other classes excluding the MS class. I will discuss the
MS class later in my testimony, but with respect to demand charges, MS customers are
similarly treated as WSS customers in I&M proposal. The proposed increase in the MS
class demand charge is $11.556 per kW.

Such a significant change in rate structure in addition to a large overall increase
in the class revenue requirement results in very large bill impacts to lower load factor
customers.

DO YOU AGREE WITH I1&M’S DESIRE TO ADD A DEMAND CHARGE TO
THE WSS RATE STRUCTURE?

I do agree that larger commercial and industrial loads should be incentivized to improve
load factor through the rate structure. WSS loads are similar to larger commercial and
industrial (“C&I”) loads. A 'demand charge provides such an incentive; however,
[1&M’s proposal is overly aggressive and unduly burdens lower load factor customers
in the WSS class.

WHAT IS YOUR RECOMMENDATION?

I recommend that I&M retain the load factor incentive in the rate but mitigate the rate
impacts of low load factor customers. The proposed WSS rate structure should be
modified to cap the rate impacts on low load factor customers. As an alternative, I am
recommending an Hours/Use rate structure instead of the proposed demand/energy rate
structure. An Hour/Use rate structure is a rate structure that incentives customers based

on load factor, and in this regard is similar to a demand/energy rate structure. However,
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an Hours/Use rate structure differs from a demand/energy rate structure in that it caps
the rate for low load factor customers, which protects these customers from very high
effective rates. Overall, the Hours/Use rate structure represents a win-win for WSS
customers as high load factor customer receive a lower rate and low load factor
customers are protected from significant rate increases.

As an example, an estimated two tier Hour/Use base rate structure for WSS-

primary customers could be graphically depicted as follows*:

Fig. JAM-2. WSS-Primacy Base Rate Hours-Use Chart!

WSS-Primary
Base Rate Hours-Use Chart
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wemem Percent Change s WSS Primary Current Base Rate
== o= WSS Primary Proposed Base Rate Hours/Use
(1) JAM WP-10.

The solid yellow line above demonstrates the value of an Hours/Use rate. In

this case, the rate has been designed so that no customer pays an effective average base

45 JAM WP-10.
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rate higher than $0.085 per kWh. Given this protection, the rate structure provides a
strong price signal for WSS customer to improve load factor.
DOES THE HOURS/USE RATE HAVE A DEMAND CHARGE?
No, my recommended Hours/Use rate does not include traditional demand charges
associated with base rates riders; however, demand is implicitly collected within the
tiered rate structure. An Hours/Use rate does measure demand to determine the size of
each tier, but the tiers and rates are energy only. In my example, there are two tiers.
The first tier is set at 220 hours per kW of billing demand, or approximately a 30%
monthly load factor (220 hours/730 hours). The first tier is designed to recover costs
associated with low monthly load factor customers defined as 30% or less. The second
tier includes all additional energy, or the incremental energy associated with higher
monthly load factors. In the example shown in the above graph, the tier 1 rate is $0.085
per kWh and the tier 2 rate is $0.0537 per kWh. Although not shown in the graph, all
relevant riders would be applied on an energy basis would be added to the base rate.
Again, this rate is for illustrative purposed only as only I&M would have the required
information to accurately design such a rate.
WHY IS THE HOURS/USE RATE A GOOD FIT FOR WSS CUSTOMERS?
The Hours/Use rate structure is a good fit for WSS customer for these reasons:

e &M is seeking to dramatically change the rate structure and introduce a load

factor incentive; an Hours/Use rate structure meets this objective.
e The current rate is essentially an energy only rates, the proposed Hours/Use rate

is an energy rate.
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e I&M’s introduction of a demand charge unduly harms low load factor
customers, an Hours/Use rate structure sends a demand signal and yet protects
low load factor customer form rate shock.

e WSS customers are sophisticated and can understand the pricing signal
embedded in the Hours/Use rate structure.

e The Hours/Use rate structure represents an excellent transition rate structure
between an energy only rate and a demand/energy rate structure.

AS AN ALTERNATIVE TO THE HOURS/USE RATE, CAN YOU
ACCOMPLISH A SIMILAR RESULT USING A DIFFERENT
METHODOLOGY?

Yes, a similar result can be obtained by simply capping the customer’s average
effective base rate under the Company’s proposal. In this case, the proposed WSS rate
would include a provision that the customer would pay the lesser of the calculated rate
or in this example $0.085 per kWh.

WHAT IS YOUR OPINION OF I&M PROPOSED CHANGES TO THE MS
RATE?

Similar to WSS customers, and as shown in Table 9 above, MS customers are receiving
significant rate increases due to I&M introduction of a $11.556 per kW demand charge.
The demand charge represents a combined base rate and OSS/PJM rider. These rate
impacts are summarized in the following graph“®.

Fig. JAM-3. MS — Example 40 MW Load
(Proposed Rate Compared to Current Rate)V

4 JAM WP-11.
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MS - Example 40 MW Load
Proposed Rate Compared to Current Rate
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(1) WP JAM-11.

Under the proposed &M rate structure, MS customers with load factors less
than 30% will experience increases to monthly bills on the order of 18% to 103%.
WHAT ARE YOUR RECOMMENDED CHANGES TO THE MS RATE?
The MS rate class appears to be similar to the General Service Rate Class (“GS”).
Compared to the WSS class, MS loads are smaller, as measure in kW, with overall
lower monthly load factors compared to WSS customers. Additionally, the MS class
is closed to new customers, therefore, these loads will naturally migrate into other I&M
retail rate classes. In consideration of these factors, I believe that I&M rate structure
proposal for MS customer should be changed to incorporate elements of the GS rate
structure, specifically no charge for the first 10 kW, and recovery of the OSS/PJM rider
on an energy basis rather than a demand basis. Also, I recommend a flat energy rate

similar to the current rate structure. These changes will introduce the concept of
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demand to MS customers, yet do so in a measured and reasonable manner. The current
I&M rate proposal is too aggressive and punitive yielding increases to customer bills
that are too high.

Q76. IS THERE AN ACCEPTABLE ALTERNATIVE TO YOUR MS RATE DESIGN
PROPOSAL?

A. Yes, similar to my discussion regarding WSS rate design, an Hours/Use rate would be

an acceptable alternative.

XI. ECONOMIC DEVELOPMENT

Q77. IN THE SETTLEMENT AGREEMENT ASSOCIATED WITH CAUSE 44967,
DID I&M AGREE TO FUND VARIOUS EIG PROGRAMS?
A. Yes. I&M agreed to fund $700,000 of an EIG program. The program had three
components as follows:
e QGrants awarded to the Joint Municipal Group and the 39th Conservancy
District
e Grants to support qualifying projects from the Joint Municipal Group
e Grants to support eligible customer qualifying projects
As per Witness Lucas (Page 20 lines 19-23):
“I&M will continue to administer the EIG program as described in the
settlement agreement. The programs will continue until the earliest of the
following: allocation of the $700,000 fund, which is the sum of all
programs; December 31, 2021; or the date rates go into effect in I&M next
base rate case. The unallocated funds identified above are not included in

the revenue requirement present in this case.”
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1 Table 10 shows that I&M has spent less than 50% of the agreed upon economic
2 development funds.
Table 10
Comparison of Cost of Service Results,
Summary of EIG Programs®)
Spent as of Percent
Line Economic Development Allocated® | April 2019® | Remaining Spent
No. A) (B) (©) (D)=(B)-(C) | E=C/B-1
1 Joint Muni Group $185,000 $185,000 $0 100%
2 North Conservancy District $35,000 $35,000 $0 100%
3 Joint Muni Group Qualifying Project $240,000 $32,000 $208,000 13%
4 Joint Muni Group & Conservancy QPs $240,000 $84,000 $156,000 35%
5 Total Economic Development $700,000 $336,000 $364,000 48%

(1) WPJAM-12
(2) Cause No. 44967 Order including Settlement, Settlement Section 17.7 page 16.
(3) I&M witness Lucas Direct Testimony Page 20.

3

4 Q78. WHAT IS I&M’S ECONOMIC DEVELOPMENT FUNDING PROPOSAL IN

5

10

11

12

13

CAUSE 45235?

For the general economic development associated with the third component of the

current program, I&M included $137,500 in the Test Year revenue requirement to

continue programs. These funds allow I&M to provide ‘grants’ to eligible customers.

I&M then proposed two new programs: for the Apprenticeship and Training Program,

1&M included $350,000 per year for two years and for Building Development Program,

[&M included $150,000 per year for two years. In total I&M proposes $637,500 to be

included in the revenue requirement associated with these three economic development

programs.
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Q79. DO YOU AGREE WITH I&M’S FUNDING PROPOSAL?

A. No. 1&M’s funding proposal is lacking in three ways:

1.

If the funds were truly grants, then they would not be included in the revenue
requirement and funded by rate payers. I believe that I&M should fund these
programs from its earnings.

Given the short duration between Cause Nos. 45235 and 44967, I&M has not
fulfilled its commitment per the Settlement Agreement to allow an adequate
oppoﬁunin for communities to apply for funding. The Company has only
invested a fraction of its commitment to economic development. Therefore,
going forward, I&M should be required to add $364,000 of unspent funds
associated with the Settlement Agreement into the current economic
development proposal in the form of grants.

All new programs whether skills training or building development are well
intentioned, but as Witness Fasick testifies programs like the existing EIG
program are critical to help municipalities, as I&M customers, alleviate the
impact of increased rates on their communities by deploying these funds in
close coordination with local governmental authorities like Ft. Wayne and the
Marion to foster economic development. 1&M should be required to jointly
coordinate and administer these programs in a collaborative and cooperative
manner with local governments. A better use of EIG funds would be a
permanent expansion of the existing grant programs in close coordination

with local governmental authorities.
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Q80. SHOULD ECONOMIC DEVELOPMENT BE IMPORTANT TO I&M?

A. Yes. Given the magnitude of load loss on the I&M system, EIG programs are more
important than ever. And according to Witness Lucas, I&M’s economic development
efforts have been effective:

“l&M’s economic development efforts, in collaboration with our local

economic development partner, have contributed to the creation of over

4,500 jobs and nearly $900 million of capital investment in I&M’s Indiana

area over the last five years.”*’

Associated load growth represents a win-win for I&M and Indiana retail
customers. &M can begin to recover lost revenue associated with wholesale load loss
by growing its retail customer base. In this way, I&M’s profitability improves without
placing burdensome rate increases on existing customers

Q81. WHAT IS YOUR RECOMMENDATION IN THIS AREA?

A. I recommend the following:

1. I&M should fund these programs solely from its earnings. At a minimum
total grant funding for the existing EIG program should be $450,000 annually
on a going forward basis. This funding is over and above any funding for job
training or speculative building that I&M may wish to undertake.

2. In addition to ongoing grant funded programs, I&M should be required to
contribute $364,000 of unspent funds it previously committed under the

Settlement Agreement.

47 1&M witness Lucas direct testimony page 19, lines 1-4.
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3. The orientation of the economic develop programs should lean heavily
towards local grants that support programs designed to be effective within the
served local communities. These programs should be developed and

administered in close coordination with local governmental authorities.

XII. RECOMMENDATIONS

Q82. MR. MANCINELLI, PLEASE SUMMARIZE YOUR RECOMMENDATIONS

(TF2 T S P A e |

TO THE COMMISSION. -

A. Based on my review of [&M’s direct testimony, I recommend the following:

1. Fixed costs associated with abrupt and significant load loss on the 1&M
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system should be recovered within the jurisdiction that the load loss occurs or
borne by the Company. 1&M allocates costs to three jurisdictions: Indiana

retail, Michigan retail and FERC.

. 1&M's allocation of OSS margins, in accordance with the jurisdictional split,

should be allocated 100% to firm retail customers in recognition that firm
customers within a jurisdiction bear the responsibility of fixed cost recovery

for all I&M generation assets.

. 1&M should be required to remove the recession assumptions from Test Year

2020 as the Company failed to meet the "Fixed, Known, and Measurable"

ratemaking standard.

. I&M should be required to reduce their aggressive DSM/EE assumptions

used in this proceeding based on historical observed savings associated with

these programs.
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Consistent with allocating production and transmission demand related costs
in consideration of peak demand responsibility, [&M should use a summer
CP allocator.

Streetlighting provides an important public service to the wvarious
communities served by I&M and, therefore, this customer class should not
pay more than COS.

[&M'’s rate design proposals for the WSS and MS rate classes should be
rejected.

WSS rate design should cap the monthly effective rates for low load factor
customers. Such a cap can be achieved with an Hours/Use rate structure or a
with a specified maximum bill.

Aggressive demand charges associated with the MS class should be tempered
by including the first 10 kW with no demand charge. Also, applicable
OSS/PJM riders should be recovered on an energy basis rather than a demand
basis for this class. The class should have a single flat energy charge.

[&M should continue to fully support EIG programs committed to in the

Stipulation and Settlement Agreement approved by the Commission in
Cause No. 44967 (the “Settlement Agreement”). [&M should fund these
programs solely from its earnings. At a minimum total grant funding should
be $450,000 annually on a going forward basis. 1&M should be required to
contribute $364,000 of unspent funds associated with the Settlement

Agreement.
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Q83. DOES THIS CONCLUDE YOUR TESTIMONY?

A. Yes, it does.
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VERIFICATION

I, JOSEPH A. MANCINELLI, affirm under penalties for perjury that the
foregoing representations are true and correct to the best of my knowledge, information and

belief as of the date filed herein.

Date: August 20, 2019

%Z%%

JOSEPH A. MANCINELLI :
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NewGen . Joseph Mancinelli
Y& Solutions President & CEO

jmancinelli@newgenstrategies.net

Joseph Mancinelli has over 30 years of experience as a utility consultant to the public utility industry and serves as
President & CEO of NewGen Strategies and Solutions, LLC. NewGen offers a wide range of management, planning,
and engineering economic services to public power clients. His direct experience includes strategic and business
planning, cost of service and rate design analyses, performance management, economic analyses, asset valuation,
revenue bond financing in the roles of project manager, lead analyst, and expert witness. He regularly advises senior
management teams, utility boards, city councils, attorneys, and end-users. Additionally, he has taught cost of service
and rate design concepts through numerous presentations, seminars and classes in association with Electric Utility
Consultants, Inc., American Public Power Association, and various cooperative organizations.

EDUCATION

®  Master of Business Administration in Finance, University of Colorado

®  Bachelor of Science in Geophysical Engineering, Colorado School of Mines

KEY EXPERTISE

B Expert Witness and Litigation Support ®  Revenue Bond Financing
®  Cost of Service and Rate Design ®  Performance Management

®  Economic Analysis

RELEVANT EXPERIENCE

Electric Cost of Service and Rate Design

Mr. Mancinelli leads project teams in the review and establishment of utility revenue requirements, development
of cost of service analyses and the and the development of retail and wholesale rates for numerous electric utilities.
He works with clients and stakeholders in the understanding of cost of service and rate design principles and assists
clients in the development of the underlying policies and principals important in the rate setting process. He has
designed numerous rate structures including functionally unbundled, residential and small commercial demand,
time of use rates, hours/use, conservation incentive, renewable energy, distributed generation/standby, distribution
wheeling and various pass-through mechanisms. Often, these rate structures are phased in over a period to meet
client policy objectives.

A sample of Mr. Mancinelli’s electric cost of service and rate design clients include the following:

= Austin Energy, Texas = Lafayette Utilities System, Louisiana

= Bose McKinney & Evans, LLP = Lloyd Gosselink Rochelle & Townsend, P.C.

= Bryan Texas Utilities, Texas & Lubbock Power and Light, Texas

8 (leveland Public Power, Ohio 8 Nebraska Public Power District

= Continental Divide, New Mexico = New Braunfels Utilities, Texas

= CPSEnergy, Texas = Plains Electric Generation and Transmission

= Deseret Power Cooperative, Utah Cooperative, Inc., New Mexico (now Tri-State)
= Estes Park Power & Light, Colorado = Platte River Power Authority, Colorado

= Fort Collins Utilities, Colorado =  Richmond Power & Light, Indiana

= Farmington Electric Utility System = Tri-State Generation & Transmission

Association, Inc., Colorado

Economics | Strategy | Stakeholders |  Sustainability
Www.newgenstrategies.net
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= City of Garland Power and Light, Texas
s GEUS, Texas

s HNTB Corporation

s Keys Energy Services, Florida

Expert Witness and Litigation Support

U.S. Army, Huntsville, Alabama

United Power Electric Cooperative, Colorado
Navajo Tribal Utility Authority

Weatherford Municipal Utilities, Texas

Mr. Mancinelli offers expert testimony regarding cost of service, rate design, and ratemaking issues before state and
local regulatory bodies and courts. He has national experience providing litigation support regarding ratemaking
matters at wholesale and retail levels in Alaska, Colorado, Guam, Michigan, New Mexico, Nevada, Texas, and Utah.

Mr. Mancinelli has provided comprehensive expert testimony related to system revenue requirements, cost of
service and rate design as well as expert testimony discussing the proper allocation of generation costs given a
systems unique characteristics and quantification of damages incurred by customers associated with wholesale rate
practices. Mr. Mancinelli’s expert witness and litigation support includes:

= Joint Community Choice Aggregators, Public
Utility Commission of the State of California,
Application No. 18-12-009.

= Farmington Electric Utility System, New Mexico;
Federal Energy Regulatory Commission, Docket

Nos. QF19-1082-001, QF19-1083-001, QF19-1084-

001

= Southern Indiana Gas and Electric Company D/B/A

Vectren Energy Delivery of Indiana, Inc., Cause
No. 43554 MCRA 21

= U.S. Department of Defense, North Carolina
Utilities Commission, Docket No. E-2, Sub 1142

s Nebraska Public Power District, Nebraska; Section

70, Article 13 Arbitration Panel

= Northern Indiana Public Service Company,
Indiana; Cause Nos. 44688 and 44733-TDSIC-1

= Bryan Texas Utilities, Texas; Docket Nos. 48123,
44467 and 41920

= Lower Colorado River Authority, Texas; Cause
Nos. 121-001-B and D-1GN-12-002156

®  Austin Energy, Texas; Docket No. 40627
= Guam Power Authority, Guam; Docket No. 11-09

= Brownsville Public Utilities Board, Texas; Docket
Nos. 32905 and 38556

= Brownsville Public Utilities Board, Texas; Texas
Water Commission; Docket No. 9013-M.

Xcel Energy, Colorado; Docket Number 02S —315
EG.

Rocky Mountain Power, Utah; Docket No. 09-035-23

GEUS, Texas; Texas Public Utilities Commission;
Dockets No. 42581 and 37180

GEUS, Texas; Case Number 25591

Application of Sierra Pacific Power Company,
Nevada; with respect to retail rates; Docket No. 05-
10003

Lamar Light and Power versus Colorado Aquature,
Colorado

AEP Texas Central Company, Texas; application of
AEP Texas Central Company for authority to change
rates; PUC Docket No. 28840

The City and County of Denver, Colorado; United
States District Court for the District of Colorado; Civil
Action No. 96-D-2968

Chugach Electric and Homer Electric Association,
Alaska; Regulatory Commission of Alaska; Docket
No. U-06-134

Traverse City Light and Power and Michigan Public
Service Commission; Case Numbers U-13716, U-
12844 and U-13071

Plains Electric Generation and Transmission
Cooperative, Inc., New Mexico; New Mexico Public
Utilities Commission; Docket No. 2797

Thoughtful Decision Making for Uncertain Times
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Joseph Mancinelli
President & CEO

WORKSHOPS AND PRESENTATIONS

Mr. Mancinelli has given numerous presentations and participated in training and workshops in several states. These
activities have focused on cost of service, ratemaking, and competitive issues. Host organizations and the topics

Mr. Mancinelli presented are displayed below.

American Public Power Association
s Costs and Benefits of Generation Resources

®  Innovative Rates and Rate Riders for Key
Accounts

= Including Risk Management in the Key Account
Function

Electric Utility Consultants, Inc.
8 Rate Case Expert Witness Preparation
®  Introduction to Cost of Service Concepts and
Techniques for Electric Utilities

Texas Public Power Association
®  Establishing Effective Financial Policies for Your
Utility

s Contracting with Retail Customers

New Mexico Rural Eleciric Association
g Unbundling for Competition

Advanced Rate Making Concepts for Publicly
Owned Electric Systems

Retail Rate Design for Publicly Owned Electric
Systems

Introduction to Rate Design for Electric Utilities

Developing Rate Design Strategies and
Financial Policies for Your Utility

Utah Association of Municipal Power and Utah Rural Electric Association

8 FElectric Rate Unbundling

New Hampshire Electric Cooperative
= Rate design and cost of service strategy and
training program
Colorado Rural Electric Association
= Net Metering Overview

Utah Municipal Power Agency
®  Cost of Service, Rates and Net Metering

High West Energy — Irrigation Members

®  Introduction to Cost of Service and Rate Design
Concepts
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Utility Proceeding Subject Before Client
1. Pacific Gas & Electric Application Application of Pacific Gas & Electric Company (U Public Utility Commission of the | Joint Community Choice Aggregators 2019
Company No. 18-12- 39-M) for Authority, Among Other Things, To State of California
009 Increase Rates for Electric and Gas Service
Effective on January 1, 2020
2. Farmington Electric Docket Nos. | Response to April 19, 2019 Petition for Federal Energy Regulatory City of Farmington, New Mexico 2019
Utility System QF19-1082- | Enforcement under the Public Utility Regulatory Commission
001, QF19- Policies Act of 1978
1083-001,
QF19-1084-
001
3. Bryan Texas Utilities Docket No. Application of Bryan Texas Utilities for Interim Public Utility Commission of Bryan Texas Utilities 2018
48123 Update of Wholesale Transmission Rates Pursuant | Texas
to Substantive Rule 25.192(g)(1)
4. Southern Indiana Gas Cause No. Verified Petition of Southern Indiana Gas and Indiana Utility Regulatory SABIC Innovative Plastics Mount 2017
and Electric Company 43354 Electric Company D/B/A Vectren Energy Delivery Commission Vernon, LLC
D/B/A Vectren Energy MCRA 21 of Indiana, Inc. ("Company") For: (1) Approval of a
Delivery of Indiana, Inc. MISO Cost and Revenue Adjustment for Electric
Service in Accordance with the Order of the
Commission in Cause No. 43111 Effective August
15, 2007 and Cause No. 43839 Dated April 27,
2011 Pursuant to J.C. § 8-1-2-42(A); and (2)
Authority to File for MISO Cost Revenue
Adjustments on an Annual Basis as Opposed to
Semi-Annually
5. Duke Energy Progress, Docket No. Application of Duke Energy Progress, LLC for North Carolina Utilities U.S. Department of Defense and all other 2017
LLC E-2, Sub Adjustment of Rates and Charges Applicable to Commission Federal Executive Agencies
1142 Electric Service in North Carolina
6. Nebraska Public Power Section 70, Proper Recovery of Post Retirement Benefits in Nebraska Cities vs. Nebraska Nebraska Public Power District 2017
District Article 13 Wholesale Rates Public Power District
Arbitration
Panel
7. Northern Indiana Public | Cause No. Transmission, Distribution, and Storage System Indiana Utility Regulatory United States Steel 2016
Service Company 44733- Improvement Charge Commission
TDSIC-1
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Utility Proceeding Subject Client
8. Austin Energy N/A Austin Energy’s Tariff Package: 2015 Cost of City of Austin Impartial Hearing | Austin Energy 2016
Service Study and Proposal to Change Base Examiner
Electric Rate
9. Northern Indiana Public | Cause No. Interruptible Demand Credits and Cost of Service Indiana Utility Regulatory United States Steel 2016
Service Company 44688 Commission
10. Bryan Texas Utilities Docket No. Application of Bryan Texas Utilities for Interim Public Utility Commission of Bryan Texas Utilities 2015
44467 Update of Wholesale Transmission Rates Pursuant | Texas
to Substantive Rule 25.192(g)(1)
11. Lower Colorado River Cause No. Damages Associated with Wholesale Pricing District Court of Kerr County, City of Kerrville, acting by and 2014-
Authority 121-001-B Practices Texas (198" Judicial District) through Kerrville Public Utility Board 2015
12. GEUS Docket No. Application to Change Rates for Wholesale Public Utility Commission of GEUS 2014
42581 Transmission Service Texas
13. Bryan Texas Utilities Docket No. Application of Bryan Texas Utilities for Interim Public Utility Commission of Bryan Texas Utilities 2013
41920 Update of Wholesale Transmission Rates Pursuant | Texas
to Substantive Rule 25.192(g)(1)
14. Lower Colorado River Cause No. Damages Associated with Wholesale Pricing District Court of Travis County, Central Texas Electric Cooperative, 2013-
Authority D-1GN-12- Practices Texas (261st Judicial District) Inc., Fayette Electric Cooperative, 2014
002156 Inc., and San Bernard Electric
Cooperative, Inc.
15. Austin Energy SOAH Petition by Homeowners United for Rate Fairness | Public Utility Commission of On behalf of the City of Austin D/B/A 2013
Docket No. to Review Austin Rate Ordinance No. 20120607- Texas Austin Energy
473-13-0935 | 055
PUC Docket
No. 40627
16. Guam Power Authority Docket No. Support of Comprehensive Rate Case Guam Public Utilities Guam Power Authority 2012
11-09 Commission
17. Brownsville Public Docket No. Application to Change Rates for Wholesale Public Utility Commission of Brownsville Public Utilities Board 2010
Utilities Board 38556 Transmission Service Texas
18. Rocky Mountain Power Docket No. Testified regarding Rocky Mountain Power’s Cost | Utah Public Utilities Commission | Utah Division of Public Utilities 2009
09-035-23 of Service Analysis
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Cause No. 45235
Page 6 of 6

Client

19. GEUS Docket No. Support Application to Change Rates for Public Utility Commission of GEUS 2009
37180 Wholesale Transmission Service Texas
20. Chugach Electric Docket No. Revenue Requirement, Cost of Service Allocation, | Regulatory Commission of Alaska Electric & Energy 2007
U-06-134 Class, and TIER Issues Alaska Coop/Homer Electric Association

21. Sierra Pacific Power Docket No. In Support of Reductions to Sierra Pacific Revenue | Public Utilities Commission of Nevada Resort Association 2006

Company 05-10003 Requirement and Modification to the Sierra Nevada
Pacific Marginal Cost of Service Study

22. Brownsville Public Docket No. Testified in Support of Transmission Costs Texas Public Utilities Brownsville Public Utilities Board 2006
Utilities Board 32905 Commission

23. Cherryland Electric Case No. U- | Evaluating Cost Basis for Proposed Large Resort Michigan Public Service Traverse City Light & Power 2004
Cooperative vs. Traverse | 13716 Service Tax Commission
City Light & Power

24. Cherryland Electric Case Nos. U- | Testified Against Damages Associated with Loss of | Michigan Public Service Traverse City Light & Power 2002
Cooperative vs. Traverse | 12844 and Large Retail Load to Competing Utility Commission
City Light & Power U-13071

25. Plains Electric Docket No. Electric System Cost of Service and Rate Study New Mexico Public Utilities Plains Electric Generation and 1998
Generation & 2797 Commission Transmission Cooperative
Transmission
Cooperative

26. Environmental Civil Action Radium Storage Fees United States District Court of City and County of Denver 1997
Protection Agency 96-D-2698 the District of Colorado

27. Greenville Electric Utility | Docket No. Unbundled Transmission Cost of Public Utility Commission of Greenville Electric Utility System 1996
System 15812 Service/Transmission Rate Filing Compliance Texas

with Substantive Rule 23.67

28. ElJardin Water Supply Docket No. Water System Revenue Requirement and Texas Natural Resources Public Utilities Board of Brownsville, 1992-

Corporation 9013-M Allocated Cost of Service Study Commission Texas 1993
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Joseph A. Mancinelli
Attachment JAM-2
Cause No. 45235

Page 1 of 1
AEP Indiana Michagan Cause No, 45235
Impact of Loss of Firm Load
Cause No. 45235 Compared to Cause No. 44967 ©
A B C=A-B D=A/B-1 E F G=E-F H=E/F-1 I=A-E J=B-F K=1-J L=1/J-1
As Filed 2020 Total As Filed by 2018 As Filed 2020 IN  As filed 2018 IN
Catcgory Items Company » Total Company ® Difference $ % Difference Only Only @ Difference § % Difference 2020 Other 2018 Other Difference § Difference %
Operation and Maintenance Expenscs
Production - Demand 538,145,869 531,694,690 6,451,179 1.2% 380,223,466 346,719,649 33,503,817 9.7% 157,922,403 184,975,041 (27,052,637) -14.6%
Production - Energy 504,814,726 523,228,844 (18,414,118) -3.5% 350,604,024 333,654,243 16,949,781 5.1% 154,210,702 189,574,600 (35,363,899) -18.7%
Production - Other 10,773,138 1,967,442 8,805,696 447.6% 11,932,084 5,967,442 5,964,642 100.0% (1,158,946) (4,000,000) 2,841,054 -71.0%
Transmission - Demand 26,895,365 19,454,240 7,441,125 38.2% 19,050,942 12,686,166 6,364,776 50.2% 7,844,423 6,768,074 1,076,350 15.9%
Transmission - Other 28,957,293 (2.659,532) 31,616,825 -1188.8% 24,966,880 0 24,966,880 0.0% 3,990,413 (2,659,532) 6,649,945 -250.0%
Distribution 73,961,966 78,407,270 (4,445,304) -5.7% 49,507,970 58,034,721 (8,526,751) -14.7% 24,453,996 20,372,549 4,081,447 20.0%
Other 149.514.252 180,197.400 (30.683,148) -17.0% 105,135,258 118,045,201 (12,909.943) -10.9% 44,378,994 62,152,199 (17.773.205) -28.6%
Total Operation and Maintenance Expenses 1,333,062,610 1,332,290,354 772,256 0.1% 941,420,625 875,107,423 66,313,202 7.6% 391,641,985 457,182,931 (65,540,946) -14.3%
Total Operation and Maintenance Expenses -excl Energy Related 828,247,884 809,061,510 19,186,374 2.4% 590,816,600 541,453,179 49,363,421 9.1% 237,431,284 267,608,331 (30,177,047) -11.3%
Depreciation Amortization
Production 247,834,614 188,601,619 59,232,995 31.4% 174,037,049 122,721,898 51,315,151 41.8% 73,797,565 65,879,721 7,917,844 12.0%
Transmission 43,383,790 31,359,589 12,024,201 38.3% 30,652,535 20,449,679 10,202,856 49.9% 12,731,255 10,909,910 1,821,345 16.7%
Subtotal Prod. & Trans. 291,218,404 219,961,209 71,257,196 32.4% 204,689,584 143,171,578 61,518,007 43.0% 86,528,820 76,789,631 9,739,189 12.7%
Distribution 95,297,182 87,137,935 8,159,246 9.4% 76,154,419 74,404,032 1,750,387 2.4% 19,142,762 12,733,903 6,408,859 50.3%
Other 5,511,519 4,276,673 1,234,846 28.9% 3,963,171 2,893,519 1,069,652 37.0% 1,548,348 1,383,154 165,194 11.9%
Amortization 53.448.468 30,356,919 23,091,549 76.1% 37,675,730 20,342,223 17,333,508 85.2% 15,772,738 10,014,696 5.758,041 57.5%
Total Depreciation & Amortization 445,475,573 341,732,736 103,742,837 30.4% 322,482,905 240,811,351 81,671,554 33.9% 122,992,668 100,921,385 22,071,284 21.9%
Rate Base
Electric Plant in Service - Production 5,013,975,774 4,554,884,372 459,091,403 10.1% 3,542,591,993 2,970,253,308 572,338,685 19.3% 1,471,383,782 1,584,631,064 (113,247,282) -1.1%
Electric Plant in Service - Transmission 1,758,112,903 1,688,697,072 69.415.831 4.1% 1,242,183,244 1,101,204,258 140,978,986 12.8% 515,929,659 587,492,814 (71,563,155) -12.2%
Electric Plant in Service - Other 3.149,729.123 2,602.693.916 547,035,207 21.0% 2,462,345.205 2,052.642,587 409,702,619 20.0% 687.383.918 550,051,329 137,332,588 25.0%
Electric Plant in Service - Total 9,921,817,800 8.,846,275,360 1,075,542 441 12.2% 7.247,120,442 6,124,100,153 1,123,020,289 18.3%  2,674,697,359 2,722,175,207 (47,477,849) -1.7%
Accumulated Provision for Depreciation & Amortization (3.481,975,526) (3,176.675,277) (305,300,249) 9.6% (2,525,787.876) (2.178,476,411) (347,311,465) 15.9% (956,187,650) (998,198,866) 42,011,216 -4.2%
Other Rate Base Items 221,716,893 141,482,969 80,233,925 56.7% 157,001,138 101,032,222 55,968,916 55.4% 64,715,755 40,450,747 24,265,009 60.0%
Regulatory Liabilities and Asscts 94,684,093 0 94,684,093 0.0% 68,628,497 0 68,628,497 0.0% 26,055,596 0 26,055,596 0.0%
Working Capital Requirements 0 211443329 (211,443.329) -100.0% 0 138,400,942 (138.400.942) -100.0% 0 73,042,388 (73,042,388) -100.0%
Total Rate Base 6,756,243.261 6,022,526,381 733,716,880 12.2% 4,946,962.201 4,185,056,905 761,905,296 18.2% 1,809,281,060 1,837,469,476 (28,188,416) -1.5%

) Cause 45235: &M witness Duncan dircet testimony Attachment JCD -1
® Cause 44967:1&M wtiness Stegall direct testimony Attachment JMS-1
I WP JAM-2
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Joseph A. Mancinelli
Attachment JAM-3
Cause No. 45235

Page 1 of 1
Indiana Michigan Power Cause No. 45235
Modified 12 CP Demand Allocator Analysis
A B C D E=D-C F=D/C-1
As Filed Total
Company After As Filed Indiana ~ Modified 12 CP Indiana
Line No. Description Adjustments " Retail Retail @ Difference ($) % Difference
1 Revenue Requirement
2 O&M Expense
3 Demand 580,203,398 409,938,940 379,390,380 (30,548,560) -7.45%
4 Other 752,859,212 531,481,685 527,750,878 (3,730,807) -0.70%
5 Total 0&M 1,333,062,610 941,420,625 907,141,257 (34,279,367) -3.64%
6 Depreciation and Amortization
7 Demand 341,539,484 241,312,502 223,329,947 (17,982,555) -7.45%
8 Other 103,936,089 81,170,403 81,421,793 251,390 0.31%
9 Total Depreciation and Amortization 445,475,573 322,482,905 304,751,740 (17,731,165) -5.50%
10 Other Expenses
11 Demand 0 0 0 0 0.00%
12 Other 108,514,092 85,299,524 82,256,900 (3,042,624) -3.57%
13 Total Other Expenses 108,514,092 85,299,524 82,256,900 (3,042,624) -3.57%
14 State Income Tax
15  Demand 0 0 0 0 0.00%
16  Other 149,686 (1,295,865) 1,709,204 3,005,069 -231.90%
17  Total State Income Tax 149,686 (1,295,865) 1,709,204 3,005,069 -231.90%
18  Federal Income Tax
19  Demand 0 0 0 0 0.00%
20 Other (18,505,663) (19,081,043) (8,980,204) 10,100,839 -52.94%
21 Total Federal Income Tax (18,505,663) (19,081,043) (8,980,204) 10,100,839 -52.94%
22 Subtotal Revenue Requirement
23 Demand 921,742,882 651,251,442 602,720,327 (48,531,115) -7.45%
24 Other 946,953,417 677,574,704 684,158,571 6,583,867 0.97%
25  Subtotal Revenue Requirement 1,868,696,299 1,328,826,146 1,286,878,898 (41,947,248) -3.16%
26  Return on Rate Base at 5.86%
27  Demand 327,774,491 231,586,936 214,329,129 (17,257,808) -7.45%
28 Other 68,141,364 58,305,049 61,221,715 2,916,666 5.00%
29 Total Return on Rate Base at 5.86% 395,915,855 289,891,985 275,550,844 (14,341,141) -4.95%
30  Revenue Requirement
31  Demand 1,249,517,373 882,838,378 817,049,456 (65,788,923) -7.45%
32 Other 1,015,094,780 735,879,752 745,380,286 9,500,534 1.29%
33 Total Revenue Requirement 2,264,612,154 1,618,718,131 1,562,429,741 (56,288.,389) -3.48%
34
35 Operating Revenues
36  Sales and Other Revenue 1,960,270,319 1,382,486,794 1,382,296,648 (190,146) -0.01%
37  456-Other Electric Rev. Production 194,641 137,522 127,274 (10,248) -7.45%
38  456-Other Electric Rev. Transmission 162,930,971 115,117,819 106,539,264 (8,578,555) -7.45%
39  Total Operating Revenues 2,123,395,931 1,497,742,135 1,488,963,186 (8,778,949) -0.59%
40
41 Rev Req less Oper. Revenues 141,216,222 120,975,996 73,466,555 (47,509,440) -39.27%
42 Revenue Increase (Decrease) 6.65% 8.08% 4.93% 3.14%
43
44 Rate Base
45  Demand 5,593,421,356 3,951,995,502 3,657,493,662 (294,501,840) -7.45%
46 Other 1,162,821,905 994,966,699 1,044,739,162 49,772,464 5.00%
47  Total Rate Base 6,756,243,261 4,946,962,201 4,702,232,825 (244,729,376) -4.95%
48  Return on Rate Base 0.0586 0.0586 0.0586 0.0586
49  Demand 327,774,491 231,586,936 214,329,129 (17,257,808) -7.45%
50  Other 68,141,364 58,305,049 61,221,715 2,916,666 5.00%
51 Return on Rate Base 395,915,855 289,891,985 275,550,844 (14,341,141) -4.95%

® Attachment JCD-1
@ WP JAM-6

® Attachment MWN-2, page 3 of 4, column 10
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ATTACHMENT JAM-4
[REDACTED]
TO THE DIRECT TESTIMONY OF JOSEPH A. MANCINELLI
CAUSE NO. 45235
[IMMDA AGREEMENTS FOR FULL REQUIREMENTS SERVICE]
WILL BE FILED PENDING

A MOTION FOR CONFIDENTIAL TREATMENT BY I1&M
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Joseph A. Mancinelli
Attachment JAM-5
Cause No. 45235

INDIANA MICHIGAN POWER COMPANY Page 1 of 1
CITY OF SOUTH BEND
DATA REQUEST SETNO. SBDR 5
IURC CAUSE NO. 45235

DATA REQUEST NO SB 5-01
REQUEST

Referring to 1&M Witness Burnett's Direct Testimony at page 13, lines 20-21, and page 17,
line 1, please provide a forecasted test year revenue by rate class without the projected
2020 recession.

RESPONSE

I&M objects to the request on the grounds and to the extent the request seeks an analysis,
compilation, study or calculation that I&M has not performed and to which I&M objects to
performing. Subject to and without waiver of the foregoing objection, 1&M provides the
following response. The Company subscribes to an outside provider, Moody's Analytics,
for its macro-economic forecast. The forecast from Moody's Analytics was used for the
load forecast. The Company only subscribes to the baseline (most probable) forecast from
Moody's Analytics. Thus the Company does not have a forecast that reflects the scenario
assumed in the question and the Company has not performed a forecasted test year
revenue by rate class based on the scenario reflected in the question.
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Joseph A. Mancinelli
Attachment JAM-6
Cause No. 45235

INDIANA MICHIGAN POWER COMPANY Page 1 of 1
CITY OF SOUTH BEND
DATA REQUEST SET NO. SBDR 5
I[URC CAUSE NO. 45235

DATA REQUEST NO SB 5-03
REQUEST

On page 14 of Mr. Burnett's Direct Testimony, the witness states that “80% of respondents
[economists surveyed] have lowered their outlook for 2019 and a growing number of
economists are now predicting the US economy will be in recession by 2020 or 2021.”
Please provide the percentage of the respondents who are predicting not just an economic
downturn but a recession in 2020.

RESPONSE

The NABE survey did not ask the survey respondents to distinguish between an 'economic
downturn' or a 'recession’ although both terms would describe a slowing economy.
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Joseph A. Mancinelli
Attachment JAM-7
Cause No. 45235
Page 1 of 112

Revenue Forecast Technical Committee

Meeting Update

April 2019 Revenue Forecast
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Joseph A. Mancinelli
Attachment JAM-7
Cause No. 45235
Page 2 of 112

Total General Fund Revenue Forecast

Fiscal Years 2019, 2020 & 2021

April 17, 2019 (in millions $

Actual Dec. 2018 U"pd;a"le'd'v, T Percent Dec. 2018 Updated Percent Dec. 2018  Up Percent
2018 Forecast = Forecast Growth Forecast Folje,csdst ~ Growth Forecast | Fi Growth
2019 ~ Over 2018 2020 = 2C ‘ st Over 2019 2021 ast  Over 2020

Major Taxes e
Sales & Use 7,662.6 7,921.8 2.6% 8,115.7 8,075. 2.7% 8,252.7 2.5%
Individual Income 5,816.1 6,037.0 2.4% 6,249.0 4. 3.6% 6,468.1 3.3%
Corporate - AGI, URT, USUT, FIT 660.4 773.4 31.9% 790.4 -2.3% 792.7 -1.9%
Riverboat Wagering 317.3 299.5 -5.2% 304.1 1.7% 305.8 0.8%
Racino Wagering 114.8 112.0 -1.4% -1.2% 1118 0.6%
|Subtotal Major Taxes 14,571.2 15,143.7 3.7% 2.7% 15,931.2 2.5%
Other Revenue
Cigarette 240.7 236.0 -2.9% -2.4% -3.4%
Insurance 2315 2371 2.4% 2.4% 2.4%
Inheritance 0.3 0.0 N/A N/A NA
Alcoholic Beverages 19.2 20.2 3.9% 2.0% 2.5%
Riverboat Admissions* 10.0 9.4 -5.9% -1.4% 0.4%
Interest 57.1 62.0 75.1% 3.0% 4.9%
Motor & Commercial Vehicle Excise 266.1 274.8 3.3% 3.3% 3.3%
Miscellaneous Revenue 175.2 157.2 -10.3% 1.1% 6.5%
Subtotal Other Revenue 1,000.2 996.7 10322 365 3.2% 0.1% 2.2%
Total General Fund 15,571.34 16,140.4 46,13_9.;4’ 3.6% 2.6% 2.5%

*Riverboat Supplemental Wagering tax in FY 2019 and thereafter

04/17/2019
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Indiana State Budget Agency

FY 2019 Report of Monthly General Fund Revenue Collections
For the month ending
March 31, 2019

All amounts in millions of dollars

Estimates per December 17, 2018 State Revenue Forecast

Joseph A. Mancinelli
Attachment JAM-7
Cause No. 45235
Page 3 of 112

Comparison to Monthly Estimates Comparison to Prior Year-to-Date
General Fund Actual
Actual Estimated Revenue
Revenue Revenue Difference Prior Change
Y-T-D Y-T-D Amount Percent Y-T-D Amount Percent

Major Taxes

Sales & Use' $5,896.2 $5,896.1 $0.1 0.0% $5,684.2 $212.0 3.7%
Individual AGI $3,846.4 $3,914.2 -$67.8 -1.7% $3,945.8 -$99.3 -2.5%
Corporate - AGI, URT, USUT, FIT $414.1 $373.2 $40.8 10.9% $210.4 $203.7 96.8%
Riverboat Wagering $195.4 $193.0 $2.4 1.2% $162.4 $33.0 20.3%
Racino Wagering $83.1 $79.7 $3.4 4.2% $74.3 $8.8 11.9%
Subtotal Major Taxes $10,435.2 $10,456.3 -$21.1 -0.2% $10,076.9 $358.2 3.6%
Other Revenue

Cigarette $174.1 $176.0 -$1.9 -1.1% $179.0 -$4.9 2.7%
Insurance $148.2 $142.5 $5.6 4.0% $139.4 $8.8 6.3%
Inheritance $0.1 $0.0 $0.1 N/A $0.2 $0.0 -20.6%
Alcoholic Beverages $14.1 $15.5 -$1.4 -8.8% $14.3 -$0.2 -1.3%
Riverboat Admissions $8.5 $9.4 -$0.9 -10.0% $7.6 $0.9 11.4%
Interest $82.3 $56.4 $25.9 45.9% $38.3 $44.0 114.9%
Motor Vehicle and Commercial Vehicle Excise? $0.0 $0.0 $0.0 N/A $0.0 $0.0 N/A
Miscellaneous Revenue? $85.1 $84.9 $0.3 0.3% $95.2 -$10.1 -10.6%
Subtotal Other Revenue $512.4 $484.6 $27.7 5.7% $473.9 $38.5 8.1%
Total General Fund $10,947.5 $10,940.9 $6.6 0.1% $10,550.9 $396.7 3.8%

* The totals, changes, and percent changes in this report are based on unrounded amounts.
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Joseph A. Mancinelli
Attachment JAM-7
Cause No. 45235

Page 4 of 112
FY 2019 Report of Monthly General Fund Revenue Collections
For the month ending
March 31, 2019
All amounts in millions of dollars
Estimates per December 17, 2018 State Revenue Forecast
July August September October November December January February = March April May _June Y-T-D

Sales & Use' Actual $679.6 $661.2 $657.9 $675.4 $618.5 $673.0 $756.0 $582.8 $591.9 - - - $5,896.2

Estimate $676.3 $658.5 $660.8 $665.1 $624.1 $651.1 $757.1 $598.6 $604.5 $680.8 $660.8 $684.0 $5,896.1

Difference $3.2 $2.6 ($3.0) $10.3 ($5.6) $21.9 ($1.0) (315.9) ($12.5) - - - $0.1

% Difference 0.5% 0.4% -0.4% 1.6% -0.9% 3.4% -0.1% -2.7% -2.1% - - - 0.0%
Individual AGI Actual $440.7 $358.5 $628.6 $401.9 $349.1 $488.5 $657.3 $129.1 $392.9 - - - $3,846.4

Estimate $442.5 $367.8 $627.9 $388.9 $350.4 $508.1 $698.8 $147.7 $382.1 $1,087.7 $440.1 $594.9 $3,914.2

Difference (31.9) ($9.3) $0.7 $13.0 ($1.3) (319.6) ($41.6) ($18.6) $10.7 - - - ($67.8)

% Difference -0.4% -2.5% 0.1% 3.3% -0.4% -3.9% -5.9% -12.6% 2.8% - - - -1.7%
Corporate - AGI, URT, USUT, FIT Actual (33.5) ($18.8) $204.0 $12.0 $11.8 $174.0 ($5.9) ($13.9) $54.4 - - - $414.1

Estimate ($4.9) ($19.6) $189.7 $26.4 $5.1 $164.5 ($0.7) ($15.3) $28.1 $166.6 ($6.6) $240.2 $373.2

Difference $1.4 $0.8 $14.3 ($14.3) $6.7 $9.5 ($5.3) $1.4 $26.3 - - - $40.8

% Difference 28.9% 4.3% 7.5% -54.3% 130.3% 5.8% -788.1% 9.2% 93.7% - - - 10.9%
Riverboat Wagering Actual $1.4 $10.7 $20.0 $21.2 $23.1 $24.4 $28.3 $30.1 $36.0 - - - $195.4

Estimate $1.1 $11.6 $18.4 $20.9 $19.4 $25.8 $27.7 $30.3 $37.8 $35.4 $37.2 $33.9 $193.0

Difference $0.3 ($0.9) $1.6 $0.3 $3.7 ($1.4) $0.6 ($0.2) ($1.8) - - - $2.4

% Difference 31.1% -7.5% 8.4% 1.6% 19.3% -5.2% 2.3% -0.6% -4.7% - - - 1.2%
Racino Wagering Actual $8.6 $8.5 $9.1 $7.9 $8.6 $8.6 $9.7 $10.7 $11.5 - - - $83.1

Estimate $9.5 $8.2 $8.1 $8.5 $6.6 $8.4 $8.9 $9.8 $11.7 $10.7 $10.5 $11.1 $79.7

Difference (30.9) $0.3 $1.0 (30.6) $2.0 $0.2 $0.8 $0.9 ($0.2) - - - $3.4

% Difference -9.7% 3.1% 12.5% -7.3% 30.3% 2.9% 8.5% 8.7% -1.7% - - - 4.2%
Other? Actual $45.3 $39.7 $88.4 $40.1 $36.9 $105.2 $46.4 $47.7 $62.6 - - - $512.4

Estimate $55.7 $39.9 $88.1 $40.9 $37.6 $101.3 $43.8 $34.1 $43.3 $73.5 $27.4 $411.1 $484.6

Difference ($10.4) (50.2) $0.3 (50.8) ($0.6) $3.9 $2.6 $13.7 $19.3 - - - $27.7

% Difference -18.7% -0.4% 0.3% -1.9% -1.7% 3.8% 5.9% 40.1% 44.6% - - - 5.7%
Total General Fund Actual $1,172.1 $1,059.8  $1,607.8 $1,158.5 $1,048.1 $1,473.7  $1,491.8 $786.4 $1,149.3 - - - $10,947.5

Estimate $1,180.3  $1,066.4  $1,592.9  $1,150.6 $1,043.2 $1,459.2  $1,535.7 $805.2 $1,107.5  $2,054.8 $1,169.4  $1,975.3 $10,940.9

Difference ($8.2) ($6.6) $14.9 $7.9 $4.9 $14.5 ($43.8) ($18.8) $41.8 - - - $6.6

% Difference -0.7% -0.6% 0.9% 0.7% 0.5% 1.0% -2.9% -2.3% 3.8% - - - 0.1%

Comparison of Monthly Revenues to Estimates Based on the Budget Plan*
July August September October November December January February March April May June Y-T-D

Total General Fund Actual $1,172.1 $1,059.8 $1,607.8 $1,1585 $1,048.1 $1,4737 $1,491.8 $786.4 $1,149.3 - - - $10,947.5

Adj. Estimate  $1,167.2  $1,090.5 $1,4965 $1,209.5 $1,059.1 $1,401.2 $1,511.2 $811.5 $1,1347  $2,131.1 $1,192.7  $1,957.1 $10,881.4

Difference $4.9 ($30.7) $111.3 ($51.0) ($11.0) $72.4 ($19.4) ($25.1) $14.6 - - - $66.1

% Difference 0.4% -2.8% 7.4% -4.2% -1.0% 5.2% -1.3% -3.1% 1.3% - - - 0.6%

2

(e T ¥

19 T Ty

SO T T




Joseph A. Mancinelli
Attachment JAM-7
Cause No. 45235

Page 5 of 112
FY 2019 Monthly Revenue Year-Over-Year Comparison
For the month ending
March 31, 2019
All amounts in millions of dollars
2 ; July August  Sep ber Octob November December January February March April May June | Y-T-D
Sales & Use' FY 2018 $654.3 $629.4 $636.7 $635.9 $617.5 $615.0 $742.7 $579.4 $573.2 $668.6 $629.9 $679.9 $5,684.2
FY 2019 $679.6 $661.2 $657.9 $675.4 $618.5 $673.0 $756.0 $582.8 $591.9 - - - $5,896.2
Change $25.2 $31.8 $21.1 $39.5 $1.0 $57.9 $13.3 $3.4 $18.7 - - - $212.0
% Change 3.9% 5.0% 3.3% 6.2% 0.2% 9.4% 1.8% 0.6% 3.3% - - - 3.7%
Individual AGI FY 2018 $427.9 $363.0 $551.7 $472.5 $363.9 $462.0 $808.7 $143.2 $352.8 $1,017.9 $371.8 $480.6 $3,945.8
FY 2019 $440.7 $358.5 $628.6 $401.9 $349.1 $488.5 $657.3 $129.1 $392.9 - - - $3,846.4
Change $12.7 ($4.5) $76.9 ($70.7) ($14.8) $26.4 ($151.4) ($14.1) $40.1 - - - ($99.3)
% Change 3.0% -1.2% 13.9% -15.0% -4.1% 5.7% -18.7% -9.9% 11.4% - - - -2.5%
Corporate - AGI, URT, USUT, FIT FY 2018 $18.0 ($26.5) $131.7 ($10.5) ($33.8) $120.3 ($21.1) ($7.0) $39.3 $220.5 ($16.1) $245.6 $210.4
FY 2019 ($3.5) ($18.8) $204.0 $12.0 $11.8 $174.0 ($5.9) ($13.9) $54.4 = - - $414.1
Change ($21.5) $7.7 $72.2 $22.5 $45.6 $53.7 $15.2 ($6.9) $15.1 - - - $203.7
% Change  -119.2% 29.2% 54.8% 214.6% 135.1% 44.6% 71.9% -97.9% 38.3% - - - 96.8%
Riverboat Wagering FY 2018 $0.9 $0.7 $8.7 $18.7 $24.4 $24.7 $23.2 $32.1 $29.0 $36.9 $45.0 $73.1 $162.4
FY 2019 $1.4 $10.7 $20.0 $21.2 $23.1 $24.4 $28.3 $30.1 $36.0 - - - $195.4
Change $0.6 $10.0 $11.2 $2.5 ($1.3) ($0.2) $5.2 ($2.0) $7.0 - - - $33.0
% Change 67.7% 1452.8% 128.1% 13.4% -5.3% -0.9% 22.3% -6.2% 24.3% - - - 20.3%
Racino Wagering FY 2018 $0.3 $11.5 $8.2 $7.1 $9.7 $8.5 $2.9 $17.7 $8.5 $10.6 $4.1 $25.9 $74.3
FY 2019 $8.6 $8.5 $9.1 $7.9 $8.6 $8.6 $9.7 $10.7 $11.5 - - - $83.1
Change $8.3 ($3.0) $0.9 $0.8 ($1.1) $0.1 $6.8 ($7.0) $3.0 - - - $8.8
% Change  2759.0% -26.4% 10.9% 11.6% -10.9% 1.8% 237.7% -39.7% 35.2% - - - 11.9%
Cigarette FY 2018 $20.3 $23.3 $22.1 $21.9 $17.6 $19.8 $20.5 $16.7 $16.7 $21.1 $19.3 $21.3 $179.0
FY 2019 $20.7 $22.1 $19.9 $20.6 $18.9 $19.9 $17.9 $16.5 $17.6 - - - $174.1
Change $0.4 ($1.3) ($2.2) ($1.3) $1.3 $0.1 ($2.6) ($0.2) $0.9 - - - ($4.9)
% Change 2.1% -5.5% -9.8% -5.8% 7.5% 0.5% -12.9% -1.3% 5.1% - - - -2.7%
Insurance FY 2018 $5.5 $6.8 $45.3 $0.5 $4.8 $45.7 $8.3 $14.5 $8.0 $46.9 ($1.7) $47.0 $139.4
FY 2019 $0.3 $1.7 $49.4 $0.3 $2.5 $49.6 $9.2 $15.8 $19.5 - = - $148.2
Change ($5.2) ($5.1) $4.1 ($0.2) ($2.4) $3.9 $0.9 $1.3 $11.5 - - - $8.8
% Change  -94.5% -75.6% 9.0% -42.8% -48.8% 8.6% 10.7% 8.7% 144.0% - - - 6.3%
Inheritance FY 2018 ($0.0) $0.0 $0.0 $0.0 $0.0 $0.1 ($0.0) $0.0 $0.0 $0.0 $0.1 $0.1 $0.2
FY 2019 ($0.0) $0.0 $0.0 $0.0 $0.0 $0.0 ($0.0) $0.2 $0.0 - - - $0.1
Change ($0.0) ($0.0) ($0.0) ($0.0) $0.0 ($0.1) ($0.0) $0.2 ($0.0) - - - ($0.0)
% Change  -355.6% -87.8% -45.5% -89.7% 600.0% -83.7% -500.0% 16198.1%  -36.0% - - - -20.6%
Alcoholic Beverages FY 2018 $2.0 $1.3 $1.9 $1.5 $1.2 $2.3 $1.2 $1.7 $1.2 $1.7 $1.4 $1.9 $14.3
FY 2019 $1.7 $1.6 $1.2 $2.3 $1.4 $1.8 $1.6 $1.3 $1.3 = - - $14.1
Change ($0.3) $0.2 ($0.7) $0.8 $0.2 ($0.5) $0.4 ($0.5) $0.0 - - - ($0.2)
% Change  -13.0% 16.5% -36.6% 56.6% 19.1% -22.3% 37.6% -26.9% 2.0% - - - -1.3%
Riverboat Admissions FY 2018 $2.3 $0.0 $0.0 $2.9 $0.0 $0.0 $2.4 $0.0 $0.0 $2.4 $0.0 $0.0 $7.6
FY 2019 $2.4 - $2.5 - & $2.3 - - $1.3 - - - $8.5
Change $0.1 $0.0 $2.5 - - $2.3 - - $1.3 - - - $6.2
% Change 5.4% - - - - - - - N/A - - - 11.4%
Interest FY 2018 $9.5 $2.1 $1.8 $3.5 $4.4 $3.0 $2.8 $8.3 $3.0 $5.1 $5.2 $8.5 $38.3
FY 2019 $11.5 $7.4 $6.6 $8.6 $9.9 $6.6 $6.2 $8.6 $16.9 - - - $82.3
Change $2.0 $5.3 $4.8 $5.2 $5.5 $3.6 $3.4 $0.3 $13.9 - - - $44.0
% Change 21.3% 252.1% 261.8% 149.1% 125.7% 119.2% 124.3% 3.0% 472.2% - - - 114.9%
Motor Vehicle and Commercial Vehicle Excise?2 FY 2018 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $266.1 $0.0
FY 2019 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 - $0.0
Change - - - - - - - - - - - - N/A
% Change - - - - - - - - - - - - N/A
Miscellaneous Revenue? FY 2018 $11.6 $9.1 $8.5 $10.8 $5.3 $25.7 $13.6 $5.0 $5.6 $7.0 $6.3 $66.8 $95.2
FY 2019 $8.7 $7.0 $8.8 $8.2 $4.3 $24.9 $11.6 $5.5 $6.0 - - - $85.1
Change ($2.9) ($2.1) $0.3 ($2.6) ($0.9) ($0.9) ($2.0) $0.5 $0.4 - - - ($10.1)
% Change  -24.7% -22.6% 3.3% -23.8% -18.0% -3.4% -14.8% 10.0% 8.0% - - - -10.6%
Total General Fund FY 2018 $1,162.6  $1,020.8 $1,416.7 $1,164.7 $1,016.0 $1,327.3 $1,606.0 $811.6  $1,037.29 $2,038.6  $1,066.2 $1,916.7 $10,5650.9
FY 2019 $1,172.1 $1,069.8 $1,607.8 $1,168.6 $1,048.1 $1,473.7 $1,491.8 $786.4 $1,149.3 - - - $10,947.6
Change $19.6 $39.0 $191.1 ($6.2) $33.2 $146.4 ($113.2) ($26.1) $112.0 - - - $396.7
% Change 1.7% 3.8% 13.6% -0.6% 3.3% 11.0% -7.1% -3.1% 10.8% - - - 3.8%
3
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FY 2019 Report of Quarterly General Fund Revenue Collections
For the month ending
March 31, 2019
All amounts in millions of dollars
Estimates per December 17, 2018 State Revenue Forecast
FY 2019:Q1 FY 2019:Q2 FY 2019:Q3 FY 2019:Q4 __Y-T-D Q1 Q2 Q3 Q4 Y-T-D
Sales & Use' Actual $1,998.6 $1,966.9 $1,930.7 & $5,896.2 FY 2018 $1,9204 $1,868.4 $1,8953 - $5,684.2
Estimate $1,995.7 $1,940.3 $1,960.2 - $5,896.1 FY 2019 $1,9986 $1,966.9 $1,930.7 - $5,896.2
Difference $2.9 $26.6 (329.4) $0.1 Change $78.1 $98.5 $35.4 $212.0
% Difference 0.1% 1.4% -1.5% 0.0% % Change 4.1% 5.3% 1.9% 3.7%
Individual AGI Actual $1,427.7 $1,239.4 $1,179.3 - $3,846.4 FY 2018 $1,3426 $1,2985 $1,304.6 - $3,945.8
Estimate $1,438.2 $1,247.3 $1,228.7 - $3,914.2 FY 2019 $1,427.7 $1,2394 $1,179.3 - $3,846.4
Difference ($10.5) ($7.9) ($49.4) ($67.8) Change $85.1 (859.1)  ($125.4) ($99.3)
% Difference -0.7% -0.6% -4.0% -1.7% % Change 6.3% -4.5% -9.6% -2.5%
Corporate - AGI, URT, USUT, FIT Actual $181.7 $197.8 $34.5 - $414.1 FY 2018 $123.2 $76.0 $11.1 - $210.4
Estimate $165.2 $196.0 $12.1 - $373.2 FY 2019 $181.7 $197.8 $34.5 - $414.1
Difference $16.5 $1.9 $22.4 $40.8 Change $58.5 $121.8 $23.4 $203.7
% Difference 10.0% 1.0% 186.0% 10.9% % Change 47.4% 160.2% 210.1% - 96.8%
Riverboat Wagering Actual $32.1 $68.8 $94.5 - $195.4 FY 2018 $10.3 $67.8 $84.2 - $162.4
Estimate $31.1 $66.1 $95.8 - $193.0 FY 2019 $32.1 $68.8 $94.5 - $195.4
Difference $1.0 $2.7 ($1.3) $2.4 Change $21.8 $1.0 $10.2 $33.0
% Difference 3.3% 4.1% -1.4% 1.2% % Change 212.0% 1.5% 12.1% 20.3%
Racino Wagering Actual $26.1 $25.1 $31.8 - $83.1 FY 2018 $20.0 $25.2 $29.0 - $74.3
Estimate $25.8 $23.5 $30.4 - $79.7 FY 2019 $26.1 $25.1 $31.8 - $83.1
Difference $0.3 $1.6 $1.4 $3.4 Change $6.1 ($0.1) $2.8 $8.8
% Difference 1.3% 6.9% 4.6% 4.2% % Change 30.7% -0.3% 9.5% 11.9%
Other? Actual $173.4 $182.2 $156.8 - $512.4 FY 2018 $173.4 $171.0 $129.5 - $473.9
Estimate $183.7 $179.8 $121.2 - $484.6 FY 2019 $173.4 $182.2 $156.8 - $512.4
Difference ($10.3) $2.4 $35.6 $27.7 Change $0.0 $11.2 $27.2 $38.5
% Difference -5.6% 1.4% 29.4% 5.7% % Change 0.0% 6.6% 21.0% 8.1%
Total General Fund Actual $3,839.7 $3,680.3 $3,427.5 - $10,947.5 FY 2018 $3,590.0 $3,507.0 $3,453.9 - $10,550.9
Estimate $3,839.7 $3,653.0 $3,448.3 - $10,940.9 FY 2019 $3,839.7 $3,680.3 $3,427.5 - $10,947.5
Difference $0.1 $27.3 ($20.8) $6.6 Change $249.7 $173.3 ($26.3) $396.7
% Difference 0.0% 0.7% -0.6% 0.1% % Change 7.0% 4.9% -0.8% 3.8%
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FY 2019 Report of Monthly General Fund Revenue Collections
Notes to the Report
For the month ending
March 31, 2019

All amounts in millions of dollars

1. HEA 1001-2016 changed the allocation of sales tax revenue. Sales tax net of Gasoline Use Tax is allocated to the General Fund at 99.838%, Industrial Rail at 0.031%, and
Commuter Rail at 0.131%. Gasoline use tax is allocated to the General Fund at 64.285%, the Motor Vehicle Highway Fund at 14.286% and the Local Road and Bridge Matching

Grant Fund at 21.429%.
Year-to-date Sales and Use Tax comprises the following.

Sales Tax - General Fund $
Sales Tax - Motor Vehicle Highway Account $
Sales Tax - Industrial Rail $ 1.8
Sales Tax - Commuter Rail $
Sales Tax - Local Road and Bridge Matching $
Total $ 6,026.7

2. Year-to-date revenues of motor vehicle excise taxes and commercial vehicle excise taxes under HEA 1001-2008 totaled $142.3M. Due to the difficulty of determining the timing of these revenues,
they are deposited in a separate fund and will be reported as revenue in June 2019.

3. HEA 1545-2013 authorized the collection of an income tax check-off to be used in funding public education for kindergarten through grade 12. The k-12 check-off became
effective for the tax year beginning January 1, 2015.  Year-to-date collections for the k-12 check-off total $72,953.63 and are included in Miscellaneous Revenue.

4. The monthly revenue estimates for the budget plan are based on the April 12, 2017 revenue forecast adjusted for the impact of legislative actions taken by the General Assembly in 2017.

TR i 1R I TRE W T R T



STAX - Dec 2018 Model

SUMMARY OF REVENUE FORECAST BY MODEL: SALES TAX, INDIVIDUAL INCOME TAX AND CORPORATE TAXES

As of: [Since Dec. 2018, includs dated remote sale o reflect 9/12 hs colle d in
2018 [FY19 and high tiance than In Dec. 2018
PROPOSED FOR __ACTUALS* LAST PASSED FORECAST.
i 1 ales Net of
Sales Net of GUT. Adjusted Sales Net of Sales Netof | SalesNetof | GUTTax | Remote
piscatYear | 5 US| sior | oetax | sales Tax | Adjustments [Tax excl Remote] "1 28 | solegNetof  GUT 5";’ AU oy rowtn] utTa - ST “Gurel | Tursor | fel || Sales ur  [PalesBUsels  pctua
ase Sales) (Wavtain) | G ax ikl Acwals AR Actuals | Remote | (Waytalr) ees
)
Wiodel Starts | 1997 3017 10733782 9984% 700K 715208 (8338) 723547 723542 33308 756851 717007 | 750316) 6535 051% | 720155 33390 753506
Model Ends | 2018 2018 10453901  9984%  7.00%  7,30588 (94.10) 7,399.98 739998 30483 770491 180% | 73776 767449] 2822 o038% | 730931 30594 765525 (22.45)
Time | Fiscal Year 2013 10571131 99.84%  700%  7,387.80 (100.28) 7,488.08 sez3| 754231 0602 780630 184% 1 | 7s6258| 321|348y 79176
10G? Ves 2020 10879848 9984%  7.00%  7,60356 (108.73) 771228 8a38| 77967 26376 BOS0A3 2.73% ! | 77|  7as| 264 s1sss
2021 11235127 99.84%  700% 785185 (117.83) 7,969.68 8776| BOS744 20377 B26L0 249% ] ! 796587| 7645| 21040 25272
2022 11525511 99.84%  7.00% 805479 (127.63) 8182.42 9127( 827369 16027  BA3% 209% 1 | s1m10| eso| 1623 sa2am
Include Adjustment? 2023 11821819 99.84% __ 7.00% __ 8.26187 (137.41) 839927 9a52| Basa1s 10354 Be0a1s 2.00% L i smssa| ses| 11175 861996

GUT - Dec 2018 Model

Asof: [Since Dec. 2018, Use tax rates have come In lower than expecied during O 2018 and G 2019
2018 |(lower gasoline prices)
PROPOSED FORECAST
rimlm.l GUT Base l %to GF | TaxRate | GUT I Adjustments ;:f'::;ﬁ“;: Gut s“':,:::‘" YoY Growth | GUT Actuals i;";;‘f:l: $ vs Actuals| % of Actuals ! $ vs Actuals
WMiodel Starts | 1558 2017 315106 85714%  1233% 33309 B 723542 33305 756851 33108 750015) 200 051% 720155 33390 753546
Model Ends | 2018 2018 315372 71428%  1354% 30493 7,399.98 30493 770891  180% 30272 766255] 221 073% 734931 30594 765525 321
Time Py 2018 315288 64285%  15.00% 30402 7,54231 30002 784631  184% 7,596.79 32497 792176
1067 Ves 2020 315046 SISTS%  1S61% 26376 7,796.67 26376 BOSOM3  273% 7,84825 26741 811566
2021 3,15225 42865%  15.08% 20377 8057.04 20377 826120  249% 804232 21040 825272
202 312095 32155%  15.92% 16027 8,273.6 16027 B33  2.00% 8,268.60 15623 842483
Include Adjustment? 2023 3,122.51  21.445% 16.42% 109.94 - 8,494.19 109.94 8,604.13 2.02% 8,508.20 11175 8,619.96

Corp AGI - Dec 2018 Mode!

Asof:
2018

ince Dec. 2018 Forecast, includes adjustments to IT-6WTH forecast for shift from 90/10 rule to ** Refunds Forecast Is based on historical average as % (25.72%) of Payments. * IT-6WTH Forecast is based on estimate for FY2019 based on December FYYTD Transfers. The same number is used in Withholding Forecast

[65/35 rule effective April 2019

PROPOSED FORECAST
COR Before IT- COR Before
6WTHand % Tax e | . ms"v:r':"'d'" T-6WTH from | Netcoryoy TEWTH Total ercon i Netcon Tl | Netcor  Toul Total
Fiscal Year | Refunds Base (Blended | Legislative “"‘c‘l”c‘:’g‘xg . ‘m;: COR to WH* R:‘L’;’:‘: Net COR Tax ';mw‘h" and URT usut BT Corporate Yo Growth 'm rporate : ‘1', Corporate | tax$vs  Corporate | Corporate $
("Payments” TaxRate) | Acts Poymentst | (6573 Rule)® Refunds Taxes Taxes | Taxes | Actals  $vsActuals| vsActuals
yments*)
Base) Yo¥ Growth \
Model Starts 2006 16,638.35 6.1190% 11.88 1,029.97 (119.39) K 185.09 853 54.20 967.21 73092 978.73 T -1.58% -1.18% (11.52) (11.52) (12.29)
Model Ends 2018 16,950.00 100% 5.8945% (s.21) 11.88 1,005.78 (306.93) (299.51)] 399.34 -44.49% 195.20 6.94 67.60 669.08 -30.82% 390.63 66037 1 2.23% 132% 8.70 8.70 (1.72),
Time Fiscal Year 1874296 100%  5.6493% 8.8 (25.12) 1,042.61 (19084)  (268.13) - !
Form LOG 19,827.73 100% 5.3980% 30.75 55.12) 1,045.93 (192.31) (268.99)
20,662.92 100% 5.1185% 3075 (65.12) 1,023.26 (188.02) .
2113638 100%  4.8952% 3175 (65.12) 1,001.29 (184.03)
Include Adjustment? 2067474 100% __ 4.8952% 3275 (65.12) 117550 (215.21)
Withholding - Dec 2018 Model
:\2;@'"::::‘:0‘:5 Torecesy ’d':;::;':;'f:x::‘ Mmpsct ol pederal IoAmloaia Lo '":‘:::';)'w’ * IT-6WTH Forecast is based on % of CTAX Payments in 2018, adjusted based on December FY YTD data. * LIT Forecast for Following Year based on Latest Ratio of LIT Rate and State Income Rate
Jand updated LIT rate The same numbor is used in CTAX Forecast
PROPOSED FORECAST ACTUALS* LAST PASSED FORECAST
" § CIO5  y ividual | Net NeT ! NET ! |l :"’“ | e
WH Base Before Y18 | WH Tax Before WHBase | GrossWH  Individual | : individual  Individual | Gross WH | Individual | ¢
Fiscal Year | IT-6WTHand UT| %toGF | %Tax | Legislative | T-6WTHand |  IT-6WTH sefore LT | TaBefore  AGITax - "™ voyGrowth SPMT  \rronger NeHIndWMUSl 0 ) WHTax CindWdishy wSvs o wHSvs Dt S acnetore | AgiTax | MWidual | WHSvs
Taxes Before Income Taxes Actuals IncomeTax] Actuals  Actuals 1 income | Actuals
Transfer Ads | UTTransfer Transfer | UTTransfer  Before LIT Taxes $vs  Taxes % vs ILIT Transfer| Before LIT
UT Transfer | Actuals i Taxes
Jransfer L Actyals Actuals Transfer
Viode Start: 1938 4485772 100%  A7142% 583080 1535 14743017 695018 94135 7,89154 Ta8% 737248 551906 16873552 691668 SA3525) 3351 O0ABK 8377  154% | 694562 94246 SS1560 2894
Model Ends 2018 152,420.12 100% 4.7329% 7,21384 306.93 158,905.23 7,520.77 997.12 8,517.89 7.94% 1.50% 2,637.02 5,880.87 182,070.29 7,497.55 5,816,07 23.22 031% 64.80 111% | 7,509.99 970.64  5,843.61 12.44
Time Fiscal Year 1SBEBEIL  100%  4.7714% 7,57168 19184 16270882 | 776352 103766 880119 333  154% 284325 595794 18445628 | 780234 101226 603699
Form ] 16636058 100%  47821% 7,859.83 19231 16838208| B05214 108865  9,14079 3.86%  155% 296673 617406 191,147.37 | 80915 104093 624895
16979801  100%  4.7821% 8,119.85 18802 17372980 830787 113770 944557 333%  155% 306565 637992 197,52071 | 838658 107302 6468.12
17595387  100%  4.7821% 8,414.23 180.03 17980220 B5B26 117644 977469 3.48%  155% 317247 660222 206,403.21 | | 868881 111360 670252
Include Adjustment? 182,641.11 100% 4.7821% 8,734.01 215.21 187,141.41 10,142.57 3.76% 1.55% 329187 6,850.70  212,096.04 s J— ! 9,057.91 1,149.79 6,979.64
Individual AGI (Estimated Payments & Others) - Dec 2018 Model

As of; 'rom Dec. 2018 Forécast, adjustments include: Impact of Federal TCIA allocated to 'Individual 'Refunds as % of WH and Individual AGI (Before Refunds and LIT Transfer) * LIT Forecast for Following Year based on Latest Ratio of LIT Rate and State Income Rate
01 |AG! instead of Withholding, updated IT-6WTH forecast based on 65/35 rule efective April 2019,
rate I
PROPOSED FORECAST
Individual AGI | Net
B’;Z:’:‘,‘“"" FY18 | TaxBefore Refunds | dw‘::.: At 605 WHTax "“::2""" State T ol Net Individual . Individual | d::;ml Individual  Individual | Individual  Ingividual | Gross WH "::::::‘:'
Fiscal Year efore | %toGF | %Tax | Legislative | Refunds & LIT (as % of Before LIT M VoY Growth e UT (T Transfer Tor nAVIBURL oy TAX Base AGITax (After| AGITax AGISvs  AGI%of | Income  Income |TaxBefore 5 vs Actuals|
Refunds & LIT Tax Before LIT Taxes Before Rate Income Taxes Income Tax | Taxes Before|
Acts Transfer payments) Transfer UT Transfer) | Actuals Actuals  Actuals | TaxesSvs Taxes%vs {UIT Transfer]
Transfer . N Transfer UT Transfer Actuals UT Transfer
(“Payments") { Actuals  Actuals
Model Start: 1998 2017 381978 100%  3.2708% 1,760.36 (619.00) 94135 695019  7.69154 237248 551906 168,73562  (L43L13)| (L456.07) S5435.28] 2495  -L71% 8377 154% | 687613  7,807.78
Model Ends 2018 2018 56,995.78 100% 3.2300% 28.89 1,869.86 (872.74), 997.12 752077 8,517.89 7.94% 1.50% 2,637.02 5,880.87 182,070.29 (1,639.90)| (1,659.65) 5,816.07 19.75 -1.19% 64.80 111% 7,315.92 8,324.08
Time Fiscal Year 2019 5856092  100%  3.2300% 46551 1938.03 (90037)|  1,037.66 776352 880119  333%  154%  2,843.25 5857.99 18445628 (1,805.56) 766542 869358
Form 2020 61,0727 100%  3.2300% 52.26 2,023.76 (93511)|  1,088.65 805214 914079 386X  155% 296673 617406 191,147.37  (1,878.08) 798837 9,030.08
2021 6362097  100%  3.2300% 49.03 2,103.99 (96629)  1,137.70 830787 944557  333%  155%  3,065.65 637992 19752071 (1,927.95) 834250  9,408.37
2022 6591667  100%  3.2300% 47.29 217639 (99996)|  1,176.44 859826 977469  3.48%  155%  3,172.47 20440321 (1,996.03) 869617 979062
Include Adjustment? 2023 62,605.37 _100% __ 3.2300% 47.29 223094 (1037.59) 119335 894922 1004257  376%  155% 329187 212,096.04___ (2,098.52] R
Yes
§ &) ¥ [ it LA G I AR TRR | (1 (1 Gl
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By IHS Markit

Forecast Overview

US growth slowing to “trend”

April 2019
US Executive Summary

e US economic growth is slowing to trend, roughly 2%. As underlying demand growth flags, lower rates are needed
to support even this pace. The Fed's signaling of a pause helped the recovery in equities and lowered term yields.'

® Investor concerns over rising risks of a downturn after 2019, stoked by developments abroad, resulted in sharply
worsening financial conditions in late 2018, despite prospects for solid trend-like growth in the US in 2019. Helped
by a more dovish-sounding Fed, a recovery in financial conditions is now supporting GDP growth near trend.

® The domestic economy ended 2018 on a solid note, with expenditures by private domestic purchasers (excluding
inventory building) rising at a downwardly revised, but still solid 2.6% annualized pace in the fourth quarter. Con-
sistent with the expected slowing in the overall economy, this spending growth is expected to fall to 2.1% in 2019.

E
=
=

® The unemployment rate is expected to reach a cycle low of 3.5% this summer, where it will linger before starting a
gradual rise once GDP growth drops below trend. Globally slowing growth, soft commodity prices, and steady
inflation expectations are keeping inflation in check.

® Risks of a downturn rise as the US transitions from above-trend growth in 2018-19 to below-trend growth in 2020.

(LR B R e

US GDP growth slowed at the end of 2018 and in the Inflation to remain in check near 2% thanks to slow-
first quarter of 2019 to near trend of about 2%. ing global growth, soft commodity prices and
« Growth slipped in the fourth quarter of 2018 to 2.2%, steady inflation expectations.

from a robust 3.8% growth averaged over the middle « Falling oil prices late last year, and a slowing in import

two quarters of the year. The government shutdown
pulled growth lower by 0.1 percentage point.

« Consumer spending growth was solid at 2.5%, but
that masked an unexpectedly weak December.

« Non-residential investment, which had slowed sharply
in the third quarter following a strong first half in
2018, rebounded to grow at a respectable 5.4% pace.

« Net exports, which had declined sharply in the third
quarter as impending tariffs seemed to boost imports
and stall exports, declined much less in the fourth
quarter than had been expected. Import growth fell
back to a 2.0% pace and exports, which declined in
the third quarter, turned up to rise at a 1.8% rate.

US growth to slow in 2019 to trend-like 2