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1. INTRODUCTION
WHAT IS YOUR NAME AND BUSINESS ADDRESS?
My name is Lee Smith, and I work for La Capra Associates, One Washington

Mall, Boston, Massachusetts.

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING?

I am testifying on behalf of the Office of the Ohio Consumers® Counsel (“OCC”).

PLEASE DESCRIBE YOUR BACKGROUND AND EXPERIENCE.

] am a Managing Consultant and Semior Economist at La Capra Associates. 1
have been with this energy planning and regulatory economics firm for 24 years.
I have prepared testimony on regulatory issues, power costs, rates and cost
allocation regarding more than 50 utilities in 18 states and before the Federal
Energy Regulatory Commission. Prior to my employment at La Capra
Associates, ] was Director of Rates and Research, in charge of gas, electric, and
water rates, at the Massachusetts Department of Public Utilities. Prior to that

period, I taught economics at the college level.

PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND.
I have a bachelor’s degree with honors in Intcrnational Relations and Economics
from Brown University. I have completed all requirements for a Ph.D. in

economics except the dissertation from Tufils University.
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WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS
PROCEEDING?

La Capra Associates has been retained by the OCC to review the Electric Security
Plans (“ESPs”) filed by Columbus Southermn Power Company (“CSPCO”) and
Ohio Power Company (“OPCQO”), together known as American Electric Power —
Ohio (“AEP-Ohio”, or “Companies™), and the comparison of the ESPs to the
Market Rate Offers (“MROs”) presented by the Companies. I will address the
question of whether the proposed ESPs are “more favorable in the aggregate” than
the MROs, and whether the proposed ESPs should be accepted by the

Commission,

PLEASE DESCRIBE THE TOPICS COVERED IN YOUR TESTIMONY.
First, I describe the ESPs and the MROs proposed by the Companies in detail.
Second, 1 explain how the Companies have priced the generation service,
included in both the ESPs and the MROs, that 1s not based on projected or
estimated market prices during the ESP period. Third, I analyze, critique, and
revise the estimate of market prices that is included in both ESPs and MROs.
Fourth, 1 utilize the results of prior analyses to compare the proposed ESPs and
MROs. Fifth, I discuss a number of other components of and issues in the
proposed ESPs. Finally, I make recommendations to the Commission regarding

the ESPs filed by the Companies.
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PLEASE SUMMARIZE YOUR CONCLUSIONS.
I find that the Companies have not demonstrated that the proposed ESPs are more
favorable to customers than the MROs. 1 recommend that the Commission only
consider adopting ESPs after making the modifications made by OCC witnesses.
1 am making the following recommendations:
¢  Areduction to the initial generation price, reflecting updated and lower
fuel costs and the market prices of power likely to prevail in the ESP
period:
e A rejection of the POLR charges proposed by the Companies;
o A rejection of the deferral scheme' included in the proposal;
» A reduction of the proposed antomatic increases to distribution rates; and
e  Some revisions to the proposed fuel adjustment clause to better protect

customers,

WHAT IS THE FRAMEWORK FOR FUTURE STANDARD SERVICE
OFFER SERVICE TO OHIO ELECTRIC RETAIL RATEPAYERS, AS
MANDATED BY THE MOST RECENT LEGISLATION?

Amended Substitute Senate Bill No. 221 (“SB 221”) required each electric utility
to offer Standard Service Offer (“SSO”) generation service to all refail customers
beginning January 1, 2009. This service could be provided by an Electric

Security Plan or a Market Rate Offer. The latter for AEP Ohio, however, was not

Although if the Commission accepts my recommendations, rate increases may be held below the

15% that would have triggered deferrals.
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solely based on market prices, but was a blended price that had to consist of a
large amount of power at a price based on the most recent prior SSO price. The
legislation states that the Companies should demonstrate that the proposed ESPs
are more favorable to customers than the MROs.

It is important to note the legislation does not require the SSO rates set through an
ESP to be cost-of-service-based, nor have the Compantes proposed such a rate for
SSO service. The legislation, however, did contain provisions for annual review

of ESP rate adjustments to prevent excessive earnings to the utility.

OVERVIEW OF THE PROPOSED ESPS AND THE MROS

CAN THE ESP AND MRO PRICES BE EASILY COMPARED?

No, for several reasons. First, a fundamental characteristic of the proposed ESPs
but not the MROs is a deferral of certain costs the amount of which is unknown at
this time. Second, the comparison presented by the Companies is not a complete
cost comparison. Third, the prices presented in the filing do not reflect current
conditions of the fuel, energy and financial markets. Ibelieve that some cost
elements in both the ESP and the MRO should be updated to provide a more
meaningful comparison between them. For these reasons, I will describe and
update some of the components of the ESPs and the MROs in detail before

comparing the two.
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HOW HAVE THE COMPANIES DESIGNED THEIR ESPS?

The Companies have proposed an identical structure of an ESP for both CSPCO
and OPCO. This construct consists of a (1) SSO generation service rate’ that
customers will pay in 2009 to 2011 which will be determined by the amount that
will hold annual rate increases (except for the impact of transmission rafe
increases) to 15% per year® for the years 2009 to 2011, (2) a Provider of Last
Resort (“POLR™) charge (which will be discussed in Section V), and (3) several
new rate riders, which would recover projected increases in various costs such as,
transmission costs and energy efficiency and demand reduction costs. The
Companies project that price increases, reflecting all charges except transmission
charges, would be considerably higher than the 15% cap proposed and so they
seek to defer all costs above the 15% cap during the three-year ESP period. They
propose to recover deferred costs, with carrying costs at their weighted average
cost of capital, over seven years beginning in 2012, from all SSO customers either
through a future ESP or the non-market portion of an MRO. (Assante p. 8-9)
AEP-Ohio witness Mr. Assante estimates that total deferrals in 2009, including
carrying costs for 2009, would be $118.2 million for CSPCO and $316.7 million
for OPCO. Additional deferrals are projected for 2010 for OPCO. Over time, the
Companies estimate that customers would be charged carrying costs of $99.4

million for CSPCO and $361.8 million for OPCQO.

2

Which will in some years be lower than what the Company has defined as its generation price; the

difference between the price and the charge will result in cost deferrals.

3

The fifteen percent target was based purely on the Companies’ judgment. (Baker, p. 20)
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WHAT IS THE BASIS FOR THE AMOUNT OF COSTS THAT WILL BE
DEFERRED?

Deferral amounts will depend on the difference between generation revenues that
would result from rates which increase at approximately 1 5% per year and
revenue targets that result from the Companies’ offered SSO service. 1use the
term “revenue targets” because the dollars that the Companies plan to collect
through the SSO service are not based on the cost of providing generation service.

The Companies project total deferrals of $412 million in 2009.

The Companies construct an underlying pricing structure for the SSO generation
service included in the ESP that is based upon two components. One component
is market-priced power, purchased to meet 5% of the 2009 load, 10%, of 2010
and 15% of 2010 load. The other component, which will provide the remainder
of the generation needed (95% in 2009), will be based on the Companies’
calculation of its current SSO price, adjusted to 2009, 2010, and 2011 levels for
various components of power costs, through a Fuel Adjustment Clause (“FAC”)

and an automatic increase to the non-FAC portion of the current SSO.

WHY DOES THE SSQ INCLUDE AN AMOUNT OF POWER PROCURED
AT MARKET PRICES®?
The Companies have chosen to include some market-based power in their ESP, as

part of the “continuing transition to market rates.” (Baker p. 22) This isnota

I will refer to power procured at market prices as “market-based power.”
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requirement of Senate Bill 221 for the filing of ESP. However, Senate Bill 221

does have a market-based power requirement for MRO generation service.

PLEASE PROVIDE AN OVERVIEW OF THE MRO DESCRIBED BY THE
COMPANIES.

As specified by R.C. 4928.142 (D), an initial 2009 MRO for CSPCO and OPCO
should be priced using a blend of 10% market-based power, and the remaining
90% priced at the utility’s most recent SSO price, adjusted for known and
measureable changes to specified costs. In the Companies’ proposed MROs (and
also in the ESPs) the most recent SSO price is adjusted for projected changes in
fuel and purchased power costs. In each year 2010 and 201 1 the proportion of
market-based power increases, again as specified by R.C. 4928.142 (D). The

AEP-Ohio MRO also includes a POLR charge.

THE LEGISLATION DESCRIBES THE MARKET-BASED POWER THAT
IS BLENDED INTO THE MRO AS RESULTING FROM A COMPETITIVE
BID. SINCE AEP-OHIO HAS NOT YET GONE THROUGH THE
COMPETITIVE BID PROCESS, HOW DO THE COMPANIES REPRESENT
THE PRICE OF MARKET-BASED POWER?

The Companies estimate the price of electric generation that would result from a
competitive auction in 2009 for power for 2009 - 2011. They use this value for

market-based power for the three years of the ESP.
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WHAT IS THE BASIS FOR THESE VARIOUS PARTS OF THE
ESTIMATED MARKET PRICE OF POWER (ELECTRICITY)?

The average energy price is estimated based on forward market prices. This price
is adjusted for load shape and for uncertainty. Estimates of PIM Ancillary
services, PIM Capacity Obligations, Transaction Risk, and a retail administration
charge are added to the energy price. 1 discuss this estimation process in detail in

section 1V of my testimony.

DOES THE ESP USE THE SAME ESTIMATED MARKET PRICE THAT IS
USED IN THE MRO?

Yes, apparently. While this is not stated explicitly in testimony, Mr. Baker
describes the power purchases through the market in the ESP as a “slice of
system.” It, like the market-based power in the MRO, would consist of a
purchase, resulting from a competitive solicitation, of a specified percentage of

the Companies’ load in every hour.”

IF BOTH THE ESP AND THE MRO CONSIST OF SOME POWER (OR
ELECTRICITY) PRICED AT THE SAME MARKET-BASED PRICE, SOME
POWER PRICED AT A STANDARD SERVICE OFFER PRICE, AND A
POLR CHARGE, HOW ARE THEY DIFFERENT?

There are four major differences. The first difference is that some generation

costs are deferred under the ESP, which reduces the rate increases during 2009 to

> Deposition of J. Craig Baker, October 25, 2008 at 8-9
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2011, but increases rates, and therefore customer costs, in 2012-2018. The second
difference is that twice as much power is purchased from the market in the MRO
as In the ESP. The third difference is that the ESP esﬁala.tes the base or non-FAC
portion of the existing SSO rate annually by 3% and 7% per year during the ESP
period, while the base portion of the SSO rates does not escalate in the MRO.

S.B. 221 does not allow escalation of the base SSO contained in an MRO. The
fourth difference is that the ESP also contains a distribution rate increase which is

supposed to pay for enhanced reliability.

WHY IS THE NON-FAC PORTION OF THE SS0 PRICE INCREASED IN
THE ESP BUT NOT IN THE MRO?

Senate Bill 221 allowed the most recent 8SQ price to be increased in an MRO
only for FAC cost elements. For the proposed ESP, the Companies have chosen
to increase what they define as the FAC portion by the same adjustments allowed
in the MRO (prudently incurred cost of fuel, purchase power costs, costs of
meeting renewable and energy efficiency requirements, and costs to comply with
environmental rlegulations), and to also increase the non-FAC portion by the 3%
and 7% escalation factors. They state that this is to cover inflationary factors plus
unanticipated generation-related cost increases. They have not presented any
analysis to justify these percentage increases, and in rfact state that these increases
are not based on costs. The specific increases for each Company were chosen at

least partly because .. .these are consistent with the percentages that were used to
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adjust total rates in the RSP, so we believe customers are familiar with that.”
This is hardly a good reason to increase rates especially in hard economic times
such as these. While rate increases may not necessarily be required to be based
on cost of service, they should nevertheless be reasonable and be tied to some

measure of need on the part of the Companies that can be justified.

HAVE THE COMPANIES PROVIDED A COMPARISON OF THE COSTS
THAT WOULD BE PAID BY CUSTOMERS UNDER THEIR ESP AND
THEIR MRO?

No, they have not. They have compared certain parts of both plans, but not the
total costs to be paid by ratepayers. My testimony, after describing and analyzing

the components of the two plans, will present such a comparison.

COMPUTATION OF THE PRICES OF THE SSO

YOU STATED THAT THE COMPANIES DEVELOP THE PRICE OF THE
SSO PORTION, INCLUDING THE FAC ADJUSTMENTS, OF BOTH THE
ESP AND THE MRQ IN ALMOST THE SAME WAY. WOULD YOU
PLEASE EXPLAIN HOW THEY DEVELOP THE SS0O PRICES AND THE
FAC ADJUSTMENT MECHANISM?

The 2009 generation rates are developed for the ESPs and the MROs by adjusting
the most recent SSO generation rates. Senate Bill 221 specifies that the

Commission may allow for “known and measureable changes from the level of

® Deposition of J. Craig Baker, October 25, 2008 at 56.

10
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any one or more of the following costs™ (all specifically limited to prudently
incurred costs): fuel, purchased power, costs of meeting renewable energy and
energy efficiency requirements, and costs to comply with environmental laws and

regulations.

The Company proposes to meet this legislative directive by including, in a new
FAC, certain accounts that reflect fuel, purchased power, and environmental
subaccounts, which S.B. 221 allows to be adjusted automatically. The current
SSO rate, which is being increased, recovers both FAC costs and base generation
costs. The FAC rates (the portion of the SSO rates that apply to FAC cost
components) are the bases for the increases in the SSO in the Companies’
computations. In order to adjust the most recent SSQ prices only for changes in
these FAC accounts, they must‘identify the equivalent to the FAC costs in the
current SSO prices. The remainder of the current SSO price is the base

generation rate.’

IF THE AMOUNT OF THE FAC COSTS IN THE CURRENT S50 IS NOT
KNOWN, HOW DID THE COMPANY ESTIMATE THE ALLOWED
INCREASE TO THE CURRENT S50 FOR INCREASES IN FAC COSTS?
AEP-Ohto witness Mr. Nelson began this process by adding up 1999 amounts for

the accounts that he has identified as belonging in the FAC. He then escalated

7

As I discuss in Section VI, the Companies propose to increase the hase generation coniponent int

their ESPs.

11
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these amounts by the increases to 1999 generation rates that had been allowed in
the Rate Stabilization Plan for 2006, 2007, and 2008. The allowed increases were
7% for OPCQ and 3% for CSPCO. He also made further adjustments for the
Power Acquisition Rider (“PAR™) for CSPCO and for changes in the Regulatory
Asset Charge (“RAC”) for OPCO. This produced his estimate of FAC includable

costs for 2009.

IS THIS A REASONABLE WAY TO DETERMINE THE COST OF FUEL,
PURCHASED POWER, AND EMISSIONS ALLOWANCES FOR THE
PURPOSE OF CALCULATING AUTOMATIC ADJUSTMENTS, AS
ALLOWED IN R.C. 4928.143 (B) (2)?

No, it 1s not. The cost of fuel, purchased power, and emissions allowances are
actual numbers. The 7% and 3% escalation to rates that was adopted in Case No.
04-169-EL-UNC was based on opinion — the Companies’ opinion about the
increase in total generation revenues that they wanted. Over the RSP period, the
fuel costs® experienced by the Companies, which are only a part of the total
generation costs, may have increased more or less than these escalations to rates.
If fuel costs actually increased more from 1999 to 2008 than the total of these
cscalations, then the Companies” calculated 2008 fuel “rate” will have understated
2008 fuel costs. One result is that it will appear that fuel costs are increasing

more in 2009 than they actually are, and the FAC adjustment will be larger than if

8

I will adopt Mr. Nelson®s convention hereinafier of using “fuel clause™ and “fuel costs” to refer to

all costs which are allowed in the FAC

12
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the 2008 actual fuel cost number had been used. Another result will be that the
calculated base generation amount will be larger. Although the Companies have
stated that in future years fuel cost collection will be trued up to actual fuel costs
in the FAC, they would still have a higher base generation rate and higher total

generation revenue.

WOULD A MISSTATEMENT OF THE 2008 STARTING POINT FOR FUEL
COSTS BE SIGNIFICANT?

Certainly. If the Company has understated the fuel costs in the 2008 SSO price,
and this 1s used as the basis for the adjustment to the SSO price in the MRO, the

portion of the MRO priced on SSO generation will be overpriced for 2009.

This may be made clearer with a simple example. Let us start with a most recent
SSQ rate of 4.5 cents/kwh. In this example the Companies methodology produces
a FAC rate of 2.5 cents, leaving a base generation rate of 2 cents, Further assume
that the estimate of FAC costs for 2009 is 3.5 cents, and this estimate is correct,

50 no true-up will be needed. Customers will pay 3.5 cents plus 2 cents in 2009,
or 5.5 cents. If the actual FAC costs in 2008 had been 3 cents, the base generation
rate would have been 1.5 cents. In 2009 customers would pay the correct 3.5 cent
generation rate plus the base generation rate of 1.5 cents, for a total of 5 cents

one/half a cent less for every kWh.

13
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HOW WILL THE PROPOSED FAC ADJUSTMENTS WORK IN 2009-2011?
AEP-Ohio witness Mr. Roush testifies that the FAC will be trued up to costs in
the future. Since the Companies apparently propose not to apply carrying charges
to over-collections through the FAC, it is important to set the initial FAC as
accurately as possible. An imitial overstatement of FAC costs will cause
customers to not receive full compensation for any overpayment by them during
2009. The apparent lack of symmetry in the Companies’ proposal regarding

carrying charges on the true-up is a problem that will be discussed later.

DO WE KNOW WHAT ACTUAL FUEL AND PURCHASED POWER COSTS
WILL BE IN 20082

No. The Companies have presented no information about actual costs to date, or
an estimate for the entire 2008 year. They should be required to make such an

estimate.

ANALYSIS OF PROJECTED MARKET PRICES OF POWER (OR
ELECTRICITY)

PLEASE DESCRIBE THE COMPANIES’ ESTIMATES OF MARKET-
BASED POWER PRICES.

The Companies produce price estimates for each general rate category,
residential, commercial, and industrial, for bath CSi’CO and OPCO. These all

use the same values for the basic energy costs, for “Retail Administration”, and

14
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Ancillary Services, and class-differentiated numbers for other components of the

market cost,

There appears to be an error in the OPCQ line loss values. For CSPCO, the cost
of line losses was greatest for the residential class, and least for the industrial
class. This is usually true, since the residential class is served at secondary line
voltage and the other ciasses take some service at higher line voltages. However,
in the table on p. 13 of Mr, Baker’s testimony, for OPCO line losses are $1.28 for
residential, $4.46 for commercial, and $2.49 for industrial. In my subsequent
analysis and table, I believe the Companies numbers should have been $4.46 for
residential, $2.49 for commercial, and $1.28 for industrial and T have made

adjustments to these corrected numbers. I will adjust these line losses in Table 3.

DO THE COMPANIES’ ESTIMATES OVERSTATE THE PROJECTED
MARKET COST (OR PRICE) OF POWER FOR THE ESP PERIOD?

Yes. The data used by the Companies to estimate the fundamental forward
energy price, “ATC Swap” does not reflect current market conditions and current
forward energy prices. In addition, the Companies’ ¢stimate appears to have
overstated some of the “adders” to the ATC Swap price, resulting in an

overstaiement of the market price.

15
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WHAT IS THE PROBLEM WITH THE DATA UTILIZED TO CALCULATE
THE ATC SWAP?

The Companies testify that they have utilized forward price data from the first
week of the first three quarters of 2008. Mr. Baker claims that this “...would
provide the most accurate representation of recent market conditions...” (Baker,
p. 15) The Companies, however, have provided no evidence that this is “the most
accurate representation”, or even that it is “an accurate representation” of recent
or more importantly of current market conditions. I agree with Mr. Baker that the
price of energy changes on a daily basis, and that utilizing one day is not the best
way to judge the current market. For the last three months, oil, natural gas, coal,
and forward energy prices have fallen significantly. While this was not known-to
the Companies at the time of their filing, we now have more recent data, including

data from the first week of the fourth quarter.

WHAT DOES MORE RECENT FORWARD PRICE DATA REVEAL?
Forward prices have dropped dramatically in the 4™ quarter. Since the Companies
have used prices from the first week of each quarter, when I refer to price data it
will continue to refer to the first week of a quarter. The Companies’ estimate of
the ATC Swap price was $57.84 for both CSPCO and OPCQ. 1have done an
analysis of how forward market prices for 2009-2011 at the PJM West Hub have
changed from the first week of the first three quarters of 2008 to the fourth quarter
of 2008. This data is shown in Table 1 below. Tused PJM West Hub data

because La Capra Associates gets forward price data from the Intercontinental

16
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Exchange (“ICE”), which does not report the Dayton Hub. This data shows that
forward prices for 2009 alone have dropped by more than 17% from the three
quarter average to the fourth quarter.

TABLE 1

2009 PIM Western Hub Real Time Ali Hours Forward
Prices

3 Quarters
Quarter 1| Quarter 2 j Quarter 3] Average | Quarter4
S 67975 7432}S 947515 79.01|S 65.28

The basis difference between PJM West and AEP will be different from the
difference between Dayton and AEP. Rather than doing an independent analysis
of the basis difference between PTM West and the AEP zone, I used the PIM
West data to adjust the Companies’ data. I assumed that the Dayton Hub data
changed from the three quarter average to the fourth quarter by the same
percentage as the PTM West data for 2009 to 2011 that I reviewed.” Actual PIM
data on real-time LMPs shows that Dayton Hub and PJM West prices generally
move together. The graph below illustrates this with all hours data for 2008. My

updated estimates of the same forward energy only price are $49.82.

* The decrease from the 3 quarter average to the 4™ quarter was somewhat less when 2010 and 2011

are taken into account, and is the number we used to adjust the Companies’ energy price.

17



10

11

12

13

Direct Testimony of Lee Smith

On Behalf of the Office of the Ohio Consumers’ Counsel
PUCO Case No 08-917-EL-UNC et al.

GRAPH |
Real Time All Hours LM¥P's at
PIM Western Hub v. AEP Dayteon Hub
140 §
120

o

Aug-08

@ %
29 <
& x5 &
& % 2

Aug-04
Oet-05%
Feb-08
Jan-06
Dec-06
Feb-D7
R-0F
Awp-0F
Qct-07
Dee-07

el 450 Dwvion Hub Real Time LMP's All-Hours e Western Hub Real Time LMP's All-Hours

030. ISIT REASONABLE TO UTILIZE DATA FROM THE FOURTH QUARTER
OF 2008 TO ESTIMATE WHAT AUCTION PRICES FOR 2009 WILL BE?
A30.  Yes, itis. It is unlikely that this decrease will be reversed in the near future.
Forward market prices for 2009 -2011 have been dropping since a peak in the
summer of 2008. Moreover, there have been even larger decreases in the price of
o1l and the forward price gas. Forward NYMEX natural gas prices for 2009 were
$9.728 on July 27 and were $6.947 on October 27, as can be seen in the table
below. Even coal prices have dropped recently. Ms. Medine testifies that since

July 2008 prices have fallen by 20 percent for Appalachian coal and by less for

other coal sources. (Medine testimony p. 11} All of this movement suggests that
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the decrease in electric market prices that we observe in the October data is more

likely to continue than to reverse.

TABLE 2
NYMEX FUTURE GAS PRICES
Dalivery Transaction
Month Price Date
Jan'09 $10.2370 7/28/2008
Feb '09 $10.3740 7/28/2008
Mar '09 $10.0740 7/28/2008
Apr'09 $9.3660 7/28/2008
May '09 $9.2700 7/28/2008
Jun'09 $9.3530 7/28/2008
Jul '09 $9.4400 7/28/2008
Aug '09 $9.5100 7/28{2008
Sep '09 $9.4520 7/25/2008
Oct'09 $9.6200 7/28/2008
Nov '09 59.8420 7/25/2008
Dec'09 $10.1970 7/25/2008
Average $9.7279
Delivery Transaction
Manth Last Date
Jan'09 $6.6600 10/27/2008
Feb'09 $6.7080 10/27/2008
Mar '09 $6.665D 10/27/2008
Apr'o9 $6.6000 10/27/2008
May '09 $6.6750 10/27/2008
Jun '09 $6.8050 10/27/2008
Jul'09 $6.9350 10/27/2008
Aug '08 $7.0010 10/27/2008
Sep '09 $6.9800 10/27/2008
Oct '09 $7.1240 10/27/2008
Nov '09 $7.4220 10/27/2008
Dec'09 $7.7850 10/27/2008
Average $6.9467
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Moreover, if the Companies do hold a competitive solicitation in the near future,
bidders would rely on the most recent forward data, in order to determine their
bids. Bidders normaily plan to hedge such future sales, which means that current
forward prices, not what prices were three or six or nine months ago, are most
relevant to the prices that would be offered in response to a competitive

solicitation,

WHAT OTHER ELEMENTS IN THE COMPANIES’ MARKET PRICE
ESTIMATES ARE ALSO OVERSTATED AND WHY?

The estimate of the cost of power purchased through a competitive bid include
elements in addition to the forward energy price, as noted earlier in my testimony.
There are several elements included in the Companies’ market price that are
overstated because they are based upon the basic forward energy price, the ATC
Swap value, that i1s now much lower than the number Mr. Baker was using a basis
for the market price. The elements that depend upon the forward energy price
include the “load shape and following” value'®, and losses. I have adjusted these
elements by my adjustment to the energy price. In addition, I believe that what
are described by the Companies as the retail administration charge and the

transaction risk adder are overstated.

10

I accepted the Companies’ load following adjustments as the basis for my adjustments, but the

Companies” loss following adjustment for the CSPCOQ residential class seems somewhat high.
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032. WHAT ARE YOUR CONCERNS ABOUT THE RETAIL ADMINISTRATION

A32,

CHARGE THAT IS INCLUDED IN THE COMPANIES ESTIMATE OF
MARKET PRICE?

According to Mr. Baker, a retail administration charge would be included in a bid
price to provide full requirements service. It is expected that costs in this
category cover marketing, personnel, overheads and profits related to selling
power into MRO auction. The Company uses $5/MWH for this cost. This
estimate of a retail margin is likely to overstate the costs that would apply to a
wholesale transaction, as the supplier would not be selling to specific customers
but to the Companies. It is unlikely that marketing and overhead costs would be
more than $1.00/MWH. I basc this conclusion on the calculation that a charge of
$1.00/MWH would result in the supplier recovering more than $2 million for
CSPCO alone in 2009. I think it is very unlikely that a supplier would need more

than these amounts for the marketing and overhead function.

This $5.00 per MWH adder is also supposed to include the suppliers’ profit
margin. I have seen estimates of profit margins that i from $1 to $2/MWH.
This suggests that the costs that are reflected in “retail administration”, in total,

may be from $2 to $3/MWH.!!

I will reflect the retail administration value as 0 and includes these dollars under transactions costs.
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WHAT ABOUT MR. BAKER’S STATEMENT THAT THE STATE OF
CONNECTICUT INCLUDES A RANGE OF $5/MWH TO $10/MWH FOR
THIS CHARGE?

The Connecticut charges that he cites do not reflect supplier costs. In Connecticut
the utilities hold an actual market solicitation for the power for their Staﬁdard
Service load. Connecticut has no reason to and does not make any estimates as to
the cost components of bids in standard service offer anctions. What Mr. Baker
may be referring to is a charge in Connecticut that is an adder to the wholesale
power costs of the supplier by the utilities. The purpose was *“...increased
wholesale rates to reflect a proxy for the retail price.” (Connecticut Docket no.
03-07-01) Such an increase reflects costs of retail suppliers to market service to

customers. They are not properly a part of wholesale costs.

MR, BAKER ALSO INCLUDES IN THE MARKET PRICE A COMPONENT
CALLED “TRANSACTION RISK” WHICH VARIES BY UTILITY AND BY
CUSTOMER CLASS FROM 34.45 TO $5.47 PER MWH. WHAT IS THIS
COST COMPONENT SUPPOSED TO REPRESENT AND IS THIS A
REASONABLE ESTIMATE OF THOSE COSTS?

This transaction risk component is supposed to reflect a number of risks,
including commodity price risk, migration risk, and credit risks described by Mr.
Baker (Baker, p. 11). While these appear in name to be legitimate risks, further
scrutiny shows that such risks will not impose significant costs on bidders.

Commodity price risk is always a concemn in retail market transactions since the
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individual customer transactions are small. In a wholesale transaction for power
offered through a competitive bid, however, the commodity price risk to the
supplier can be minimized through the use of forward purchasing. The supplier
will bear very little rigk if it hedges its oblipations. Migration risk appears to be
almost non-existent, especially in the early years, as the blending of a below
market price of SSO with the MRO market price results in a price below market.
Lastly, the credit risk concern is again nearly non-existent with a regulated utility
counterparty procuring power under a Commission approved process that is

implementing legislative mandates,

WHAT WOULD YOU ESTIMATE TO BE THE ADJUSTMENT THAT
WOULD BE ADEQUATE TO RECOVER THESE VARIOUS COSTS FOR
RETAIL ADMINISTRATION AND TRANSACTION RISK?

I believe that a liberal estimate of the total of these two adders together is from $4
to $5 per MWH. This is the value that I have included in my altemative market
price, under the one label, Transaction risk adder, as the costs included in the two
categories are not easily distinguishable. It results in reducing the market price

estimates by about $6 per MWH.
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WHAT IS THE FULL RESULT OF YOUR MODIFICATIONS TO THE
MARKET PRICE THAT IS USED IN BOTH THE ESP AND THE MRO?
My estimates of updated and corrected market prices are $73.94 for CSPCO and
$71.07 for OPCO. These are lower than the Companies prices by about 16%.

The components of this estimate are shown in Table 3 below.
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UPDATED, REVISED MARKET BASED POWER PRICES

TABLE 3

CSP Estimated Competitive Electric Retail Service Price for

Cost Components CSP Residential | CSP Commercial | CSP Industrial
ATC Simple Swap $49.82 $49.82 $49.82
Basis $0.51 $0.51 $0.51
Load Shape and Following $8.26 $4.59 5199
Retail Administration $0.00 $0.00 50.00
Ancillary Services $1.19 $1.19 $1.19
Losses $3.46 52.18 $0.78
PJM Capacity Reguirements $15.78 $11.80 $7.86
ARR Credit ($2.73) (52.05) (51.40)
Transaction Risk Adder $5.47 $4.93 5445
Class Total 581.76 $72.97 $65.20
Class Weight 34% 40% 26%
CSP Total $73.94
Cost Components OP Residential | OP Commercial | OP Industrial
ATC Simple Swap $49.82 $49.82 $49.82
Basis $0.51 $0.51 $0.51
Load Shape and Following $6.60 $5.22 $2.22
Retail Administration $0.00 $0.00 $0.00
Ancillary Services $1.19 $1.19 $1.19
Losses $3.85 $2.15 $1.10
PJM Capacity Requirements $13.47 $12.51 $8.15
ARR Credit (52.42) ($2.16) (51.41)
Transaction Risk Adder $5.07 $5.13 5458
Class Total $78.08 $74.37 $66.17
Class Weigﬁt 26% 22% 52%
OP Total $71.07
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Q37. IF FUEL AND PURCHASED POWER COSTS HAVE BOTH DECREASED

A37.

038.

A38.

039.

A39.

SINCE THE COMPANIES’ FILING, SHOULD FUEL AND PURCHASED
POWER COSTS INCLUDED IN THE FAC ALSO HAVE DECREASED?
Yes. Another OCC witness, Ms. Emily Medine, testifies regarding decreases in
the Companies’ costs. I believe the Companies should provide an updated

estimate of their 2009 FAC costs in order 1o set the rate as accurately as possible,

COMPARISON OF ESP AND MRO

PLEASE DESCRIBE HOW THE ESP AND THE MRO SHOULD BE
COMPARED.

The fuli cost to customers of the two plans should be compared, producing total
dollar and percentage differences in costs. Opinions about additional features of
one plan versus the other should then be considered to determine if features

justify the cost differences.

HOW DID MR. BAKER COMPARE THE ESP AND THE MRO?

The deferral of costs under the ESP makes the initial three years of rates lower
than the undeferred costs under the MRO. However, the Company claims that the
ESP would be more favorable than the MRO even without the deferral. (Baker
testimony'’, p. 16) As evidence that the ESP is more favorable than the MRO,

Mr. Baker presents a table in Exhibit JCB-2 that does not include full generation

12

Mr. Baker states than Exhibit JCB-2 demonstrates that the ESP is more favorable. This exhibit

does not reflect the impact of deferrals.
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costs. He includes the cost of market-based power, the POLR charge, and
Incremental Environmental charges under both options, and additional non-FAC
generation and distribution cost increases under the ESP. However, he does not
include the cost of the non-market-based power under either option. Even though
the price of non-market-based power is the same, the Companies include more
non-market-based power in the ESP option (95% in 2009, 90% in 2010 and 85%
in 2011) than they include in the MRO option (90% in 2009, 80% in 2010 and

70% in 2011).

DO YOU THINK THE COMPANIES HAVE PORTRAYED ALL ASPECTS
OF GENERATION COSTS CORRECTLY?

No. The computations of total customer costs and rate increases shown on Data
Response Staff 10-1 show the Non FAC generation cost increasing each year.
However, the ESP is supposed to have less SSO power each year. This results in
the Companies paying themselves a price than has increased much more than the
ostensible 3% increase for the non FAC portion of generation each year. This
would not be allowed for the SSO power blended into the MRO. T have not
corrected this in my portrayal of the full costs of the two options as proposed by

the Companies, but I do address then when 1 modify the Companies proposals.
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HAVE YOU PREPARED A FULL COMPARISON OF THE PROPOSED
MROQ AND THE ESP?

Yes. First I simply added the cost of SSO power to the costs included in Exhibit
JCB-2, based on the Companies’ estimates of the both the market prices and the
SSO prices. This complete version of Exhibit JCB-2 is found in my LS Exhibit 1.
LS Exhibit 1 shows that without any deferrals, for the period 2009 through 2011
CSPCO customers would pay $185 million more and OPCO customers $220
million more for the total cost of the ESP as proposed by the Companies than for
the total costs of the MRO. This is due primarily to the additional non-FAC

increases and the additional distribution increases in the ESP.

HOW DID YOU CALCULATE THE COST OF $50 POWER?

I started with the Companies’ values for generation costs in 2009, found on Data
Response Staff 10-1. This portrays generation charges to customers under the
Companies’ proposal. Generation charges are separated into Non FAC, the
increase in Non FAC, FAC, and the increase to FAC. The cost of market based
power is not showﬁ separately but is included in the FAC costs. This table does
not reflect what the Companies view as their full generation cost, because some
generation costs are being deferred. Exhibit JCB-2 shows the Companies
estimates of market based power costs. In order to determine the price for the
SSO portion of generation costs, I first assumed that the Companies had
calculated the base portion of the SSO correct. I addressed the amount of SSO

costs in the FAC by subtracting the market based power costs, and then adding in
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the deferrals. This indicates what the Companies indicate they will pay
themselves for SSO power for the 95% of their load that will be supplied by SSO

power in 2009.

In the MRO, the Companies will be purchasing less SSO power and more market
based power, and this will be reflected in the full cost of generation. Again, I
used the Companies” values for the cost of market based power. For the SSO
portion, I assumed that costs would be less because less SSO power was included
in the blend. Essentially I used the estimate of the per MWH price of SSO power
based on the Companies numbers, and applied this to the lower volumes which

would be acquired at SSO prices.

OTHER ISSUES REGARDING THE ESP

ASIDE FROM THE CALCULATION OF THE FAC AND THE FAC
ADJUSTMENT, ARE THE COMPANIES’ REQUESTS ALL CONSISTENT
WITH REGULATORY POLICY?

I do not think that they are. The starting point for the MRO and the ESP is clearly
the most recent SSO price. To grant the Companies increases to these prices for
specific investments implies that 1) either the Companies do not have enough
earnings to pay for these investments or that 2) the Companies will not make
these investments without additional revenues and they are investments which are
in the public interest. With regard to the first, there has been no indication that

the Companies’ earnings are insufficient to make these investments. The carrying
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charges on the incremental environmental investments do not seem to pass these
criteria, and I have removed them. 1have also removed the increase to the non
FAC generation costs as well as some of the proposed distribution increase for the

S4Imc redasor.

ARE THERE OTHER PROBLEMATIC ISSUES WITH REGARD TO THE
PROPOSED ESPS?
Yes, there are a number of additional issues.

o There are several problems with proposed generation charges.

s The carrying charges on 2001 — 2008 incremental capital investment are
not justified, and the amount of deferrals resulting from the carrying costs
on environmental investments may have been misstated.

¢ The proposed POLR charges are not justified.

¢ The entire deferral concept is 2 problem,

¢ The inclusion of an automatic increase to distribution rates under the ESP
is a problem.

o The fact that the Companies propose to treat distribution customers

differently if the Commission selects the ESP over the MRO is a problem.

WHAT ARE THE PROBLEMS WITH THE PROPOSED GENERATION
CHARGES?
I think that the proposed FAC escalation of the non-FAC generation charges is

unreasonable. The estimate of the FAC is clearly too high, based, as was the
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market price estimate, on outdated fuel and purchased power costs. The lack of
carrying charge for any possible over-recovery of costs in the proposed FAC
adjustment mechanism is a problem, particularly since if the FAC is not reduced
enough to reflect actual 2009 fuel and power costs, customers will most likely end
up overpaying. The lack of a fully fleshed out FAC tariff with formulae and
definitions is a problem, as we cannot determine the interaction between FAC
collections and defetrals without knowing how the true-up and carrying charges

will work.

There is no basis to increase the non-FAC portion of the generation charge in the
ESP. Senate Bill 221 clearly does not allow such an increase in the case of an
MRO. The only adjustments under an MRO that are allowed to the prior SSO
price are those that can be included in an FAC, and these are all cost-based. The
major difference between the proposed ESP and an MRO is that the ESP inclhndes
only half the amount of market-based power that is in the MRO. This does not
seem to be justification for an additional increase to the SSO price, and even an
additional annual increase. It is clear there is no cost basis for the charge and no
cost basis for the different treatment of the non-FAC generation rate in the ESP
and the MRO. Even part of the Companies’ rationale for the non-FAC generation

13 is misleading. Customers will not

charge, “...customers are familiar with that
be experiencing a continued increase of 3% (if they are lucky enough to reside in

CSPCO’s territory rather than in OPCOQ’s territory), but a total increase of

" Deposition of J. Craig Baker, October 25, 2008 at 56.
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approximately 15% per year. This increase is much higher than customers have
been accustomed to. Another irrational aspect to this rate increase is that, without
the deferral, it would result in higher rate increases in OPCO territory than in
CSPCO territory. There is no basis to expect that costs will increase in one

territory by 4% more than in the other.

WHY DO YOU BELIEVE THAT THE CARRYING CHARGES ON 2001-2008
INCREMENTAL ENVIRONMENTAL CAPITAL EXPENDITURES ARE
NOT JUSTIFIED?

This increase to rates does not meet the criteria for inclusion that I discussed on p.
29. The Companies have not demonstrated that they have not had enough
earnings to make these investments or that they would not have made them
without additional rate revenues, since they have already made these investments.

Moreover stockholders will reap the benefits over the lives of these investments.

WHAT IS THE POSSIBLE MISSTATEMENT OF DEFERRALS
ASSOCIATED WITH THE CARRYING COSTS ON ENVIRONMENTAL
INVESTMENTS?

The Companies have requested recovery of large amounts of carrying costs on
environmental investments made from 2001 to 2008. Mr. Nelson reports
jurisdictional revenue requirements of 2001 to 2008 of § 84 million for OPCO
and $26 million for CSPCO. Mr. Baker includes these costs as part of the cost of

the ESPs for 2009, 2010, and 2011 in his Exhibit JCB-2. However, Mr. Roush,
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calculating revenue requirements, shows these values as non-FAC costs only in
the year 2009. It is not clear from the cxhibits of Mr. Roush or Mr. Assante how
the 2010 and 2011 carrying costs on past environmental investments have been
treated. If the Companies’ presentation does not reflect these dollars that the
Companies are requesting in their computation of deferral amounts, the actual
deferrals could turn out to be higher than the Companies have indicated by
hundreds of millions of dollars. This question must be addressed in discovery,

depositions, and possibly supplemental testimony.

WHAT ARE YOUR OBJECTIONS TO THE PROPOSED POLR CHARGE?
The Companices are requesting an additional $508 million from ratepayers for
compensation for a cost that they are highly unlikely to incur. In fact, the major
reason for the request is the Companies’ claim that the legislature or regulators
may change an existing element of S.B. 221, should a municipal aggregation
return to SSO service when market prices are higher than the cost of SSO service.
There are no current municipal aggregations in their territory; forward price
information makes it questionable that there will be in the near future; and there
would have to be major turnarounds in prices for market prices to climb above
SS0 prices. Even though I have projected lower market prices than the

Companies, market prices remain below SSO prices.

The most unreasonable aspect of this request is that it is unnecessary. If the

Companies had to purchase more power to serve returning customers, at any
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price, this cost would automatically be reflected in the FAC and be recovered
from all non-shopping customers, including those that had returned to SSO
service. The Companies are curreﬁtly collecting only 1 mil per kWh in a POLR
charge, and there has been no indication that they have needed even this amount

to cover costs.

The Companies admit that they have estimated the cost that they might have to
pay for options because of the POLR obligation, but that they might not pay this
cost. Given the unlikelihood of any need for such charge, I suggest that such a

cost would be deemed imprudent.

WHY DQ YOU BELIEVE THE OFFERED PHASE-IN AND DEFERRAL I§
A PROBLEM?

The phase-in and deferral will result in customers paying a projected additional
$461.2 million in carrying costs in the years 2012- 2018 (Assante Exhibit LVA-
1). The increment of these costs to future ratepayers will mean that either they
will pay more even if all customers are then paying market prices, or it will be
another reason proffered in the future to not move to a competitive market for
generation. In addition, it is unreasonable to charge these carrying costs to
customers who are currently shopping and thus will not receive the “benefit” of
these deferrals. Moreover setting the carrying costs at the cost of capital is not

reasonable and results in excessive payments by customers. If deferrals are
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approved by the Commission, the carrying costs should be set at the long term

cost of debt.

ALTHOUGH YOU OBJECT TO THE PHASE-IN, IF A PHASE IN WAS
APPROPRIATE, WHY WOULD THE COMPANIES NOT PHASE-IN RATE
INCREASES UNDER THE MRG OPTION?

According to Mr. Baker, “such a phase-in would be incompatible with a market
pricing regime.” (Baker, p.16) Since the MROs are not yet “market priced”, it is
not clear that phasing in would be inappropriate. Offering it as a benefit only
under the ESPs seems designed simply to make the ESPs look more favorable
than the MROs since the price under an ESP would appear artificially lower as

compated to the MRO.

HAS THE AUTOMATIC DISTRIBUTION RATE INCREASE BEEN
JUSTIFIED?

No. AEP proposes annual increases to its distribution rates over the three-year
term of its ESP to support a gridSMART program and its Enhanced Service
Reliability Plan (“ESRP™)'Y. The Companies have demonstrated neither that the
reliability plan will be appropriately monitored, nor that it will increase rehability,
nor that it consists fully of new expenditures. The ESRP is not structured as an
“incentive plan”, as contemplated by R.C. 4928.143(B)(2)(h), because the

requested distribution increase is not dependent upon the Company’s reliability

" The gridSMART component is proposed only for CSP.
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performance. In fact, there is no penalty for the Company’s failure to meet any
reliability targets as a result of the implementation of the ESRP. The plan is
devoid of any goals or milestones, making it difficult to judge the reasonableness
of the program. Moreover, it appears that AEP’s proposed ESRP consists of
routine distribution reliability matters, the costs of which are already being
collected in rates. My comments reflect OCC’s position, which is explained fully
in the testimony of OCC Witness Cleaver. AEP has not born the burden of
proving that significant investment, beyond what is currently being done, is
necessary for distribution reliability enhancement. OCC does not support AEP’s
proposed annual distribution rate increase of approximately 4.06% for CSP that
pertains to the Enhanced Service Reliability Program (“ESRP”} nor does OCC
support the proposed annual six and one-half percent distribution rate increase for

OP that is dedicated solely fo the ESRP.

PLEASE DISCUSS THE REMAINING COSTS THAT ARE INTENDED TO
BE RECOVERED IN THE AUTOMATIC DISTRIBUTION INCREASE.

The proposed disiribution increase in the ESP is also intended to recover
expenditures on an initiative to develop an intelligent distribution/transmission
network, called gridSMART. OCC supports part of these initiative, providing
there is a more detailed project plan and requirements document involving budget,
resource allocations and operating cost projections for the full 7-10 year
implementation period and beyond, along with a specific set of performance

measures and metrics as recommended by OCC witness Finamore. The

36



10

11

12

13

14

15

16

17

18

19

20

21

053.

A33.

054,

A54.

Direci Testimony of Lee Smith
On Behalf of the Office of the Ohio Consumers' Counsel
PUCQO Case No 08-217-EL-UNC et al.

gridSMART distribution costs which the OCC supports result in an approximate
2.94% distribution increase to CSP, are acceptable as explained in the testimony

of Witness Finamore. Ihave reflected these in LS Exhibit 3 and Exhibit 4.

PLEASE DISCUSS THIS INCREASE TO DISTRIBUTION RATES.
Distribution rates would increase automatically each vear of the ESP. Mr. Baker
describes this as “single issue rate making for distribution service.” (Baker, p. 17)
It is not the same as typical single issue rate making, which would examine the
costs of a single issue, and base an increment o rates on an increment to costs.
This is simply an arbitrary 3% and 7% increase which is supposed to “enable the
Companies to proceed now with their gridSMAR_T and enhanced distribution

reliability imtiatives.”

HOW ARE CUSTOMERS TREATED DIFFERENTLY UNDER THE ESP
AND THE MRO OPTION?

In addition to the deferral issue discussed above, there are a number of
differences, which the Companies portray as advantages in the ESPs. These
include stockholder support for low-income and econoemic development, only
under the ESPs. Another difference is that the Companies include in the ESP an

automatic increase to distribution rates.
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055. DO YOU THINK THE COMPANIES HAVE PORTRAYED ALL ASPECTS
OF GENERATION COSTS CORRECTLY IN THE MRO?

A55. No. The computations of total customer costs and rate increases shown on Data
Response Staff 10-1 show the Non FAC generation cost increasing each year.
However, the ESP is supposed to have less SSO power each year. This results in
the Companies paying themselves a price than has increased much more than the
ostensible 3% increase for the non FAC portion of generation each year. This
would not be allowed for the SSO power blended into the MRO. If this is an error
in the MRO computations, as it seems to be, it has slightly overstated the cost of

the MRO.

056. CANYOU SUMMARIZE THE RESULTS ON THE COMPARISON OF THE
ESPS AND THE MROS OF THE CHANGES THAT YOU ARE
RECOMMENDING?

A36. Yes. On LS Exhibit 2 ] have summarized the impact on total costs based on:

* the lower market prices based on the updating and modifications that
have made to the Companies’ market prices,

» the reduction of the base generation component as less SSO power is
included,

* no escalation of the base generation component,

* alower increase in the distribution rate for CSPCO, and none for OPCO:
and

* no POLR charge.
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» removal of the carrying costs on the incremental environmental capital

expenditures

I conclude that on this basis, the ESPs as modified are slightly more favorable

than the MRO for CSPCO and for OPCO.

[ have also used these total costs to calculate the rate increases that will result
from the ESPs. These results are shown in LS Exhibit 3. The average expected
increase for CSPCO in 2009 will be 10.5%, 10.9% in 2010, and 11.1% in 2011.
The average expected increase for OPCO in 2009 will be 19.5%, 15.4% in 2010,
and 7.3% in 2011, with no deferrals. They could be lower if the FAC costs for
2009 have been overstated. Without the Companies’ deferral provisions, these
increases could also be higher if there are significant increases in fuel and
purchased power costs. They could also be lower if the FAC costs for 2009 have
been overstated. However, with the deferral provision, such increases would
result in still more costs being shifted to future ratepayers and stili more carrying

charges being borne by ratepayers.

RECOMMENDATIONS

WHAT ARE YOU RECOMMENDATIONS REGARDING THE ESP AND
THE MRO OPTIONS?

I recommend that the Commission only approve an ESP 1f at least the following

changes are made to the Companies” proposal:
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» There should be no deferral provision;

» The FAC should be reduced to reflect more cwrrent fuel and power costs;

» A detailed FAC should be approved which includes carrying charges on
annual under or over recoveries at the same weighted average cost of long-
term debt;

» The base generation rate should not increase;

* No POLR charges should be allowed in the ESP;

* Rates should not be increased by the carrying costs on the incremental
environmental capital expenditures; and

» The distribution increase should be reduced for CSPCO and eliminated for
OPSCO, under conditions recommended by OCC witness Finamore.ﬁ

There are enough apparent errors and inconsistencies in the Companies filing

that the ESP must be reviewed and tested during the proceeding very

carefully.

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes. However, I reserve the right to incorporate new information that may
subsequently become available. I also reserve the right to supplement m§
iestimony in the event that AEP Ohio submits new or corrected financial or other

data in connection with this proceeding.
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COMPLETE COST COMPARISON OF MRO AND ESP

LS Exhibit 1

Colwnbus Southsm Power Co mpany Ohio Power Company
2009 2010 2011 Tokal 2008 2010 2011 Fotal
1 Marl

MWH Load to be Purchased under 1096/20%/30% MRO 2271517 AS630%% 6H14.535 285095 5530189 544573

Estirnated tnrhet Price tSAWH) £28.15 38815 £88.15 58582 $8532 58533

Estimated Purchase Cost of 10%/20%/20% $200 $400 5501 $1,201 $a40 $400 $721 $1.441

2001 - 2008 Incremental Environmental (S0%/80%/70%) 23 21 518 e §78 sar $50 $202

POLR {20%/80%/7 0%) w87 587 578 5260 555 §49 45 F3L]
Estimated Cosl of 10%/20%/20% Market Rate Option 3 $508 §685 31,523 337 $598 Sa32 s
Estimated Other Costs for 90%, 800, 70% head

Base Non-FAC Costs $445 3434 5413 51,202 5512 8568 $562 51,622

Base FAC Costs sa77 sam0 $576 61,544 5380 5308 5358 $1,046

FAC Increase 8245 $220 §275 SR92 5348 £326 $196 tB7m
Extimated Total Cost of Convanias’s MAO 51480 51,653 $1,909 45,052 81,610 51,799 51,938 55347

Estimated Purchase Cost of $%/10%/15% 100 5200 5500 $601 $120 $240 $360 s

2001 - 2008 Incremental Envimnmental 526 $26 526 578 584 584 S8 $252

POLR $108 s108 5108 5325 561 $61 461 123

Annual 3%/7% non-FAC Increase $11 L5 $49 887 842 586 $134 63

Annkial 72/6.5% Distribution Increase $24 550 577 5150 521 544 $68 5133
Eatimated Cost of Companiss' ESP 272 $413 8555 51,240 $328 558156 $07 $1551
Estirated Other Costs for 05%,900, 85% load

Base Non-FAC Costs s47¢ 488 5502 51,460 $540 4539 5683 $1,862

Base FAC Costs §504 5552 S700 51,755 5401 $347 5435 $1,182

FAC Increase 5260 5248 5273 5781 5367 5367 $238 5972
Esticrarted Teal Cost of Companies’s ESP $1,506 31,70 $2,030 45,737 §1,636 $1,862 $2,063 435867
Estimated Eenafit of Gompanies' ESP {818) [ $12n 3185) {$28) #32e) [3F-) 220



COMPARISON OF REVISED MRODS AND E50S INCLUDING UPDATED FUEL PRICES

LS Exdvibin 2

Colurmbus South Power Comnpany Dhia Power Company
2008 010 2011 Total 2008 2010 2811 Total

imalad £

1WH Lond 1o be Purchisded under 109/20%/30% MRD 2771512 4543023 6,P14535 2815005 5,630,188 8,445,234

Estimated Market Price {5/MWR) 573.94 $72.54 57304 $7107 57107 $TL07

Estimated Purchase Cost of 10R/20%40% 5168 [£57) 8504 $1,008 $200 $400 $A00 $1,200

20011 » 2008 Incremental Environmantal (BOMWE0%T 0P} $0 30 50 50 50 L] 50 $0

POLR (S0%/BOMT0%) 30 50 30 50 30 %0 30 30
Estimatad Cost of 10%/20%/30% Market Rats Oplion Y188 [3%] £504 31,508 200 s40n 5800 51,200
Estimabed Other Costs fov 90, 80%, 70% load

Base Non-FAC Costs LA Sa00 831 $1,2%6 5512 samn 5427 51,408

Basw FAC Costs 5477 §516 $461 $1,454 $380 a9 $499 51,365

FAC Ingrwase 5246 220 -] f692 $308 $316 5196 2870
Estimated Total Cost of Companies's MRO $1,337 $1482 $1561 54,379 51,439 $1,687 sLnz 54,042

Estimated Purchase Cost of 5%/ 10%/15% 584 $168 5252 $500 §100 5200 $360 4600

2001 - 2008 Increme it al Emdronmental 50 50 S0 $0 0 $0 io 50

POLR S0 50 50 0 50 $0 s $0

Annual nonFAC Ingrease $0 S0 50 50 30 50 30 30

Anwal Distribution Increase $10 510 $11 $31 30 30 30 1]
Eslimated Cost of Companies” ESP 594 5178 3253 §535 5100 $2e0 $a00 4600
Estimated Other Costs 107 95%,90%, 85% load

Base Nan-FAC Costs 470 S4E0 $451 $y3s 4540 $529 $518 $1,587

Base FAC Conts 4504 $580 4538 $1,644 5401 £552 $500 51,553

FAC increase S0 $248 $27 5781 $367 $367 $238 $672
Estimated Total Cost of Compantes's ESP $1,328 51457 51546 54,341 51,408 51645 1,656 54712
Esti Beneilt of G ESP 5 7] 13 538 ] [ 7] E1N




"R SOBRISIL Jauo PiE PRI [¢ioads Dulidre R 1 yns ‘pung Alueud peousnpy PRI B0wSS (BERANN Salleuning UoisuBa S05 Bilitk 3 sabius 1essy fceanBay mou pue il ' spage Seppay,

and@m_momw QIBTIINTE  HOEESEPES ¢

£ g 51

‘@nEsu; @)y persenbey Jo Aiking
AuRdios Jamod LISLNOg SNYWINOD

WOOSH  CIFESELICS QISTPTCLRS LOEOLEIS  WDOEL NLPEL  PREROMOCIS LLOGSE VLS LOMEreoss QELBECRLLS ! a3 BY
BN SLUGIZERIS GLG2RTS0TS  GOVELETES  WEHUL - SPIOALVITS O[ETIUGHIS GLEUCLUIS  WEPOL  LICGST0RIS BSE'erOCHES (1BYLOULSS) PLLZOORLLNS Py
%50y 00008228 000'008'22% wWHOD 05 %eey  (GDC'Rye0Rs) (H08 §ra'0Rs! BSHLECL6LS e el
%000 05 00 0% %000 o5 ZUGEEL 18IS ABAC0BY 150 UOISSIUISUSIL
. . . ¢ . . s . " . . f - : [12] 2,
WO OSSTS  owSEs M0 SOWWS  SEOONS . w0 sdhns TS L smaqous ey e
%EE0 BEUNGS0LE BEO0ES QLS | %IE0  FSOPEZOLS FEOPBTOIE %050 TEUOO0 LS T60'000'0L3 AT LELOLES VOGNS
%000 as 0% %000 a% o8 %000 05 05 LE0RS LG ¥10d
%Lpg  (oo00dacsl o% i oo nopois) of to00Uoo0IE) %000 08 08 05 L8 ip0'10KS DAY A"UOK} 1BIDINS
%000 08 o8 s mwoe 08 s  UORRIBUSS DYJO %L By
e i O .. WSLISEAY 1B AT FERSIIUCIAIT
B 65 % TS R L e [BBLLB | $09Z - LOOZ
Ly oTostas o000 68 - Wigd 0O0Co0CIS}, %000 0 856F J-USH 0 UBLENIDY
: : FESIOIDT 770N
556 SISTST OIS TIGTHTRNS 05 %R0gTL WEe.,NEde DLFTIGEBIS 05 HOLEY  OGBOPD'CPZE BOE'EYOLPZS OF YU rO9% SEBURLIN G DY 1BID),
006000 esS Q00 X00'85S) fono'nec zesr {oootonzes) i (600 000 9i%) (P0CGOG6LE) T3 50D BN PRONPaY
0% 08 0% 0% LEZGOLU LIS 182600 LIS V4 PeLEEG
{6060GH $18F (AT 118 NGO ELST DO MY 08 A52J Div D} ALLISHIDY
SVFEFE LTS GLGTFTCLES GAEZLGLPTS QLRELALNES LEVBEE LIS LLUAEH 1P 25580 $O0% SWRLOAWAT Ty
T %, SEWETHR EEGETRT) e FEEBIA O ER TR TR EECEIR SEESDUe,  SEEEN SERSITH ZETRN EIER]
NG BCL gL Dvd WNWNel Doy pEIROL . Rl D WNRIE v uDh) NG L [ v Y IUON WBHAD
T Ci0¢ [ihF



HBOUGL

|BBLEITTOZS COL'VRVIOZS  LCY9ZLSES

sl SHRUFIHE w U puR SoRgUGD [ERads Bullidkd KL, Ut Pund ABisud pSouTADY Punid SoIues PR ‘selinuding wrEuelE sury BUlIdi3 salieid issty Avintiay mau pus Buisdia Jo Sapa s3pnon,

TR BT

S4BRIN| 818) PBIsenbEY o ARUILNS
Aupdition JeMcd OIUO

S00%L  BLVSSPEEES ELI'BASIECS  990'199083 BO0EL  OGG'(SH'HETS 99 7LO90E  POS'GEQ LIS SOOFCORZTLLG 03N §Y
‘HPEL 9ETIETRLLS LZTRGLUISS  BTVEOUGIS | wirg) WE,nE‘:mn IEEUBO'GIET  0STLPRS %5Y Gl -mv.%m.ﬁéw L2S ORI BPES (DE00LE 0L SOUPEIaCL)S (TR
R0 000002 3ES 0000Z'EIE %OOD | 08 %S (0EGsOL 228 focgvor L83) ERP'IZEGELS | ~BUID
%H®A0Q 05 000 3 2000 it PRERETO6LS | AIBADERY K507 UOISSIRISUEL ],
. s el P ” . , s . T UoRNEaY pusillss
?omo ) mm;om p..,.,.m - mm_.oofﬁ s‘hwm‘ ,...,.,ﬁﬁu‘m‘cm . %60 ‘og.nt u.‘i i .,,,..,.o.oo mta_m.,._ ) Yeac U Ry S
%000 08 %000 0% L %000 0% : 0% DEL 542°92€5 UaNGLRS I
HKO00 0§ %000 05 08 %000 08 , 08 506000668 Hi0d
HoF'0  foo0000HLE) 0% noso  ifdehtoo 19 ot foodioog il %000 0§ (08 T pg T2reeL iy Dok [EXCKNG
wnm " : : ; asEal
Ro00 08 Xooo 8 " woe £ LB L. ubgResn Dypuct .y jenuy
. P ‘ a ) . e ) ‘ ERR. . R ; BSOS TR [RUSURIAUT
woo o8 s Roe 8 T A s JBRBWBSUY $007 - 1002
B D00COCLLE 0CODM0EE  BEST  (A0000CLLS 020005118 %000 08 P5UE D A-UON OSSNy
: ESHEAEES v 3 UCH

%069 CLLBLG SIS £1L0450518  of wOSL . IZUORUOLEE ZGUEIOHES S GBOOZ  LEVGEIPPES 1 ZSER VIS oF LZL'lB60ZEs SWBUGTUCD TV L
Ggﬂcg,owﬂ fna0 000 098} (980 oo 05l {GRG acanes) 1030 GN0GES) (000000 028 1S 0D 19K PINPRY

0% LIS BELS BN LEZEGLE SEUZR0 OES  SE0'TR0D0ES U4 peLERQ

{00000 BESY WORD061 S oo 06 el fearnaaals) 05 S5B9 Dir'd 0 Waunshipny
CLLGLE2EES §11'525°46C5 0 by A0C8 LELVRY IOEE GSbFlO'ahs SOV PLEDRR PEL2U60T5S V4

SEEeDO ¥,  SITEIN] SEBE 10| BEeay ET TS LT BEERD0) BEEEDL, sEEAL % ESYEIRT] ELIETAn ATERIIUL TEEyY ERRAEES

g (e WL Dy WNUNKER 90N it (90 f@eL Dvg Winuwipen  Dvduon DI BEL e v P ER KNy
108 GLCZ BOGT



CERTIFICATE OF SERVICE

I hereby certify that a copy of the Direct Testimony of Lee Smith on behalf of the Office of
the Ohio Consumers’ Counsel, has been served upon the following parties via regular U.S. Mail

service, postage prepaid (and a courtesy copy via electronic transmission) this 31st day of

4D L—

Jacqueline Lake Roberts
Assistant Consumers’ Counsel

October, 2008.

SERVICE LIST
Marvin Resnik John Jones
Steve Nourse William Wright
AEP Service Corp. Werner Margard

1 Riverside Plaza, 29" Floor
Columbus, OH 432135

John W. Bentine

Mark 8. Yurick

Matthew S. White

Chester, Willcox & Saxbe LLP
65 East State St_, Ste. 1000
Columbus, OH 432154213

Attorney for The Kroger Company, Inc.

Barth E. Rover

Bell & Royer Co. LPA

33 South Grant Avenue
Columbus, OH 43215-3927

The Ohio Environmental Council and
Dominton Retail, Inc.

Assistant Attorneys General

Public Utilities Commission of Ohio
180 E. Broad St., 9™ F1.

Columbus, OH 43215

Nolan Moser

Air & Energy Program Manager
The Ohio Environmental Council
1207 Grandview Ave., Ste. 201
Columbus, OH 43212-3449

Trent A. Dougherty

The Ohio Environmental Council
1207 Grandview Ave., Ste. 201
Columbus, CH 43212-3449



M. Howard Petricoff

Stephen M. Howard

Vorys, Sater, Seymour And Pease LLP
52 East Gay S., P. O. Box 1008
Columbus, OH 43216-1008

Attorneys for Constellation NewEnergy,
Inc., Constellation Energy Commodities
Group, Inc., EnerNoc, Inc. and
ConsumerPowerline

Samuel C. Randazzo

Lisa G. McAlister

Daniel J. Neilsen

Joseph M. Clark

McNees, Wallace & Nunck LLC
21 East State St., 17th F1.
Columbus, OH 43215

Attorneys for Industrial Energy Users-Ohio

David F. Boehm, Esq.
Michael L. Kurtz, Esq.
Boehm, Kurtz & Lowry

36 East Seventh St., Ste. 1510
Cincinnati, OH 45202

Aitomeys for The Ohio Energy Group

Michael R. Smalz

Joseph V. Maskovyak

Ohio State Legal Services Association
Appalachian People's Action Coalition
555 Buitles Avenue

Columbus, OH 43215

Attorneys for APAC
Henry W. Eckhart

50 W. Broad St., #2117
Columbus, OH 43215

Attorney for The Sierra Club Ohio Chapter

and Natural Resources Defense Council

Cynthia A. Fonner

Senior Counsel

Constellation Energy Group, Inc.
550 W. Washington St., Suite 300
Chicago, IL 60661

Attorneys for Constellation NewEnergy,
Inc. and Constellation Energy
Commodities Group, Inc.

David C. Rinebolt

Colleen L. Mooney

Ohio Partners for Affordable Energy
231 West Lima Street

P.O. Box 1793

Findlay, OH 45839-1793

Attoreys for Ohio Partners for Affordable
Energy

Daniel R, Conway

Porter Wright Mormis & Arthur
Huntington Center

41 S. High Street

Columbus, Ohio 43215

Richard L. Sites

Ohio Hospital Association

155 East Broad Street, 15th Floor
Columbus, OH 43215-3620

Attorney for Ohic Hospital Association

Craig G. Goodman

National Energy Marketers Association
3333 K St., NW,, Ste. 110
Washington, D.C. 20007



Sally W. Bloomfield
Terrence Q'Donnell
Bricker & Eckler, LLP

100 South Third Street
Columbus, OH 43215-4291

Attorney for American Wind Energy
Association, Wind On The Wires and
Ohio Advanced Energy

Clinton A. Vince

Presley R. Reed

Emma F. Hand

Ethan E.Rii

Sonnenschein, Nath & Rosenthal LLP
1301 K Sireet NW

Suite 600, East Tower

Washington, DC 20005

Attorneys for Ormet Primary Aluminum
Corporation

Douglas M. Mancino

McDermott, Will & Emery LLP
2049 Century Park East, Ste. 3800
Los Angeles, CA 90067-3218

Attorney for Morgan Stanley Capital
Group, Inc.

Stephen M. Howard

Vorys, Sater, Seymour And Pease LLP
52 East Gay S., P. O. Box 1008
Columbus, OH 43216-1008

Attorney for Integrys Energy Services, Inc.

and ConsumerPowerline

Christopher Miller

Schottenstein, Zox & Dunn Co., LPA
250 West Street

Columbus, OH 43215

Attorney for The AICUO

Larry Gearhardt

Chief Legal Counsel

Ohio Farm Bureau Federation

280 North High St., P.O. Box 182383
Cohimbus, OH 43218-2383

Langdon D. Bell

Bell & Royer Co., LPA

33 South Grant Ave.
Columbus OH 43215-3927

Attomney for Ohio Manufacturer’s
Association

Gregory K. Lawrence
McDemott, Will & Emery LLP
28 State Street

Boston, MA 02109

Attorney for Morgan Stanley Capital
Group, Inc.

Grace C. Wung

McDermott Will & Emery, LLP
600 Thirteenth Street, N.'W.
Washington, DC 20005

Attorney for the Commercial Group



sam@mwncemh.com dconway(@porterwright.com

Imcalister@mwncmbh.com BarthRover(@aol.com
dneilsen@mwncmh.com nmoser@theQEC.org
jclark@mwnemh.com trent@theOEC.org
Thomas. McNamee(@puc state.oh.us jbentine@cwslaw.com
william. wright@puc.state.oh.us myurick@cwslaw.com
Werner Margard@puc.state.oh.us mwhite@cwslaw.com
drinebolt@@aol.com msmalz@oslsa.org
cmooney2{@columbus.Ir.com jmaskovvak@oslsa.org
dboehm@bkllawfirm.com Cynthia. A Fonner{@constellation.com
mkurtz{@bkllawfirm.com smhoward@vssp.com
miresnik@aep.com mhpetricoff(@vssp.com
stnourse(@aep.com - ricks@ohanet.org
cgoodman{@energymarketers.com henryeckhart(@aol.com
LGearhardi@ofbf.org mhpetricoffi@vorys.com
LBell33{@aol.com mhpetricoffi@vorys.com
sbloomfield(@bricker.com todonnell@bricker.com
dmancino@mwe.com glawrence@mwe.com

gwung@mwe.com cmiller@szd.com


mailto:sam@mwncmh.com
mailto:lmcalister@mwncmh.com
mailto:dneilsen@mwncmh.com
mailto:iclark@mwncmh.com
mailto:ght@puc.state.oh.us
mailto:drinebQh@aol.com
mailto:cmooney2@columbus.rr.com
mailto:dboehm@bkllawfirm.com
mailto:mkurtz@bkllawfirm.com
mailto:miresiiik@aep.com
mailto:cgoodman@energvmarketers.com
mailto:LBell33@aol.com
mailto:sbloomfield@bricker.com
mailto:dmancino@mwe.com
mailto:dconway@porterwright.com
mailto:BarthRover@aol.com
mailto:nmoser@theOEC.org
mailto:trcnt@theOEC.org
mailto:ibentine@cwslaw.com
mailto:mvurick@cwslaw.com
mailto:mwhite@cwslaw.com
mailto:msmalz@oslsa.org
mailto:imaskovvak@oslsa.org
mailto:Cvnthia.A.Fonner@constellation.com
mailto:smhoward@vssp.com
mailto:mhpetricoff@vssp.com
mailto:ricks@ohanet.Qrg
mailto:henrveckhart@aol.com
mailto:etricofF@vorvs.com
mailto:mhpctricoff@VQrys.com
mailto:todonnell@bricker.CQm
mailto:glavyrence@mwe.com

