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APPROVAL OF ITS ELECTRIC SECURITY
PLAN; AND AN AMENDMENT TO ITS
CORPORATE SEPARATION PLAN

Case No, 18-918-EL-SSO

S’ v e et gt

Are you the same Stephen J. Baron who provided Direct Testimony in this case?

Yes. 1am again testifying for the Ohio Energy Group.

What is the purpose of this Rebuttal Testimony?
I will respond to those portions of the testimony of Staff witness J. Edward Hess on his
recommendation for an “Alternative 1/1/09 Plan” in the event that the Commission does not

issue a final order within 150 days of the filing of the ESP Applications of CSP and OPC.

Please summarize your conclusions.

In section V.E. of their Application in this case, the Companies have proposed that “the rates
charged under the Companies existing standard service offer” remain in effect until the
Commission approves an ESP. At that point, the Companies propose a one-time rider to
effectively true-up the approved ESP rates with the interim existing standard service offer

rates, with such true-up to be recovered over the remaining portion of 2009 and possibly into

J. Kennedy and Associates, Inc.



10

1

12

13

14

15

16

17

18

19

21

22

23

24

Stephen J. Baron
Page 2

2010. OEG agrees with the Companies” proposal and recommends that the Commission adopt
it. Of course, OEG continues to recommend the modifications to the Companies’ ESP
outlined in our Direct Testimony, which should form the basis for the approved ESP and the

true-up of any interim ESP.

In the event that the Commission adopts the Staff proposed “Alternative 1/1/09 Plan,” as
described in Staff wiiness Hess’ testimony, it should be modified as discussed below. Mr.
Hess is proposing to award generation rate increases of 3% plus 4% to CSP and 7% plus 4% to
OPC. In addition, he is recommending to “price the Monongahela and Ormet loads at the
market price recommended by OCC witness Smith.” 1f Mr. Hess” recommendation is adopted
by the Commission, his proposed pricing of the Monongahela and Ormet loads at market
prices should be eliminated from the Staff plan. This portion of the Staff’s “Alternative 1/1/09
Plan” is not reasonable and should be denied. Based upon my understanding of é.B 221, ifan
ESP is not approved within the 150 day time period, then the rate plans currently in effect will
continne. Pricing the Ormet load at market hased rates is not part of the currently effective rate
plan. Pricing the CSP load that formerly was served by Monongahela Power at market is
referenced in the current rate plan, but the deita revenue produced by this provision is to be
contained within the 4% provision of the rate plan. Mr. Hess recommends giving CSP the full
4% plus the Monongahela Power delta revenue. This is a double Mt that goes beyond the

rate plan.
Staff’s proposal would unnecessarily cause rates to go up by approximately $17.7 million per
month in 2009. Any such additional rate increases is particularly unreasonable in this difficult

economic environment in Ohio. The U.S. economy, including Ohio, has likely entered a

J. Kennedy and Assaciates, Inc.
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recession that may be severe.! In addition, based on the Companies® earnings for the 12
months ending September 2008 of 11.26% for OPC and 20.11% for CSP, there does not

appear to be any need to bolster the Companies through additional rate relief.

My proposed adjustment to Mr. Hess’ plan is to limit the interim generation increases
beginning January 1, 2009 to 3% plus 4% for CSP and 7% plus 4% for OPC. These are the
maximum generation related rate increases allowed under the currently effective rate plan.
This change will benefit all ratepayers, including Ormet and the CSP ratepayers formerly

served by Monongahela Power, by reducing the January 1, 2009 rate increase on all customers.

Would you describe Mr. Hess® Alternative 1/1/09 Plan?

Mr. Hess confronts the very real possibility that the Commission will not be able to issue its
final ESP order by the end of this year. It is important for both the utilities and consumers to
know the rates that they will be charged for generation beginning in 2009. Mr. Hess
recommends that the generation rates of CSP be increased by 3% and 4%; that the generation
rates of OPC be increased by 7% and 4%, that existing POLR rates be kept in place; that the
line extension policy be kept in place; that the RAC rider for CSP be allowed to terminate; and
that CSP and OPC be authorized to “price the Monongahela and Ormet loads at the market

price recommended by OCC witness Smith.”

" Third guarter 2008 GDP feli by 0.3%, based on initial GDP reporting,

J. Kennedy and Assaciates, Inc.
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Should Mr. Hess’ Alternative 1/1/09 Plan be adopted, as he proposes it, if the
Commission does not adopt the Companies’ interim proposal to maintain the existing

standard offer rates, coupled with a true-up to the approved ESP?

No. If his proposal is adopted, it should be modified to eliminate the provisions that would
authorize CSP and OPC to charge all ratepayers the difference between the amounts actually
collected from Ormet and the former Monongahela Power cusiomers under the Commission

approved tariff rates and the market price determined by OCC witness Smith. .

Based on your understanding, which provision of SB 221 governs the sitnation where an
ESP Order is not issued within 150 days?

Section 4928.141(A) provides that “Natwithstanding the foregoing provision, the rate plan of
an electric distribution utility shall continue for the purpose of the utility’'s compliance with
this division until a standard service offer is first authorized under Section 4928142 or
4927.143 of the Revised Cade ....” My interpretation of this provision is that the current “rate

plans” of OPC and CSP “shall continue” until a final ESP order is issued in this case.

‘What are the rate plans of OPC and CSP?

On February 9, 2004, CSP and OPC collectively filed an application (Case No. 04-169-EL-—
UNC) for approval of a Rate Stabilization Plan to be effective for the three-year period
beginning January 1, 2006 and ending December 31, 2008. By Order entered January 26,

2005, the Commission approved the Rate Stabilization Plan of AEP with five modifications.

Is this the rate plan which is currently in effect?

J. Kennedy and Associates, Inc.



10
11
12
13
14
15
16

7
18
19
20
21
22
23
24

25

Stephen J. Baron
Page 5

Yes. The rate plan was initially approved in January 2005, became effective January 1, 2006

and expires on December 31, 2008.

Please summarize this rate plan as i is relevant to this proceeding.

The rate plan authorized CSP to increase the generation rates of each of its rate schedules by
3% in 2006, 2007, and 2008, OPC was authorized to increase its generation rates by 7% in
2006, 2007 and 2008. In addition, each Company was authorized to increase its gencration
rates by an additional 4% to recover increased expenditures for environmental requirements,
security, taxes, new generation-related requirements, and customer load switches (shopping)
that could materially jeopardize the recovery of anticipated generation revenues. Therefore, in
the currently effective rate plans, the total annual generation rate increases were capped at 7%

for CSP and 11% for OFC.

Is StafPs “Alternative 1/1/09 Plan”™ consistent with the rate plans currently in place for
the Companies?

No. Staff would allow CSP to raise gencration rates by the full 7% and OPC by the full 11%
on January 1, 2009. This is the maximum amount allowed under the rate plan. This would
result in a monthly rate increase for CSP of approximately $6.2 million and a monthly rate
increase for OPC of approximately $9.8 million. However, the Staff Plan would also impose

additional rate increases not authorized by the currently effective rate plan.

Please explain the additional rate increases proposed by Staff.
Staff proposes that the former customers of Monongahela Power (approximately 300 MW of
load), who are now CSP ratepayers pay the CSP approved tariff rates. The Staff proposes that

the difference between the generation rates actually paid by the former Mon Power customers

J. Kennedy and Associates, Inc,
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and the market price for generation recommended by OCC witness -Smith be included as an
additional charge to all CSP customers. I estimate that this will cause rates to increase by an
additional $3.8 million per month. This amount is in excess of the 7% and 11% caps

authorized in the existing rate plan.

Staff also proposes that the difference between the generation rate actually paid by the Ormet
Aluminum Smelter beginning January [, 2009 and the market price recommended by OCC
witness Smith be recovered from ratepayers. Effective January 1, 2007, the 520 MW Ormet
aluminum smelter load was located in a joint CSP/OPC service territory. Ormet is currently
served under a two-year special contract that expires at the end of 2008. Ormet’s 2007-2008
special contract is for generation at $43/mWh, which is priced above the otherwise applicable
tariff generation rate. Once that coniract expires and Ormet pays only the tariff rate (one-half
CSP’s rate GS-4 and one-half OPC’s rate GS-4), Ormet will receive a rate reduction. I
estimate that Staff’s recommendation to award CSP and OPC delta revenue for the difference
between serving Ormet at the Commission approved industrial tariff and OCC’s calculation of
market pricing will raise rates by approximately $13.9 million per month. This rate increase is
in excess of the 7% CSP rate cap and 11% OPC rate cap authorized in the cuirently effective
rate plan. Baron Exhibit_ (8JB-1R) shows the development of both the Mon Power and

Ormet revenue impacis.

Will the recommendation of Mr. Hess be beneficial to the former Mon Power customers
or Ormet?

No. The former Mon Power ratepayers and Ormet will presumably be subject to the same
charges as everyone else until a final ESP is approved. Therefore, if CSP and OPC are allowed

to exceed the 7% and 11% rate caps authorized in the current rate plans, ali customers will be

J. Kennedy and Associates, Inc.
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sconomically disadvantaged. The only beneficiaries of Staff’s proposal are the AEP

shareholders.

Does the rate plan which is currently in effect address the rate issues surrounding
Ormet?

No. The rate issues involving Ormet were resolved by PUCO Order entered November §,
2006 in Case No. 05-1057-EL-CSS. This was inore than two and one half years afier AEP’s
RSP rate plan was filed on February 8, 2004 (Case No. 04-169-EL-UNC). The currently

effective rate plan does not address the Ormet situation.

What are the rate issucs involving Ormet?

As I described earlier, Ormmet has a two-year contract containing a generation rate that is more
expensive than tariff. Paying above tariff (but below market) was part of the settlement
wherein the Ormet facility was authorized to be relacated in the joint service territory of CSP
and OPC. Ormet is now a ratepayer of CSP and OPC. Ormet’s special contract expires at the
end of 2008, at which time Ormet will take service as a regular tariff customer (unless and
unti} the Conumission approves a new special contract for Ormet). Also, as part of the
settlement, CSP and OPC were authorized to recover the difference between the $43/mWh
gencration rate in the Ormet contract and an administrativély determined market price. The
ability of CSP and OPC to collect the difference between Ormet’s 2007-2008 contract price
and market expires at the end of this year. This two-year Ormet resolution is not part of the

currently effective rate plan. The Ormet matter is separate from the rate plan.

Is the currently effective rate plan impacted by the rate issues surrounding the transfer

of the Monongahela Power service territory to CSP?

J. Kennedy and Associates, Inc.
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Yes. In the Monongahela Power service territory transfer case the Commission authorized a
Power Acquisition Rider for the period 2006-2008. This Rider compensated CSP for the
difference between the tariff rates paid by the former Monongahela Power customers and
CSP’s purchase of power at market rates to serve the load. But CSP’s Power Acquisition
Rider was included in the 4% cap portion of the rate plan. “7The Commission notes, however,
that CSP’s RSP contains the provision that the additional generation adjustments are
effectively capped at 4 percent. Accordingly, the calculation of the Power Acquisition Rider

must not exceed the 4 percent limit.””

The proposal of Staff is contrary to the CSP rate plan, Staff would allow CSP to charge the
full 3% plus 4% generation increases, plus an extension of the Power Acquisition Rider. By
contrast, the CSP rate plan allows for the Power Acquisition Rider within the 4%; not in
addition to it. Staff’s double count of the Monongahela Power delta revenue goes beyond the

rate plan.

Please summarize the level of rate increases that would result from Staff’s proposal that
are gver and above the increases authorized in the currently effective rate plan.

With respect to Staff’s Ormet recommendation, the rate increase over and above the amount
authorized by the currently effective rate plan is approximately $13.9 million per month, With
regard to Staff’s Monongahela Power recommendation, the excessive amount is $3.8 million
per month. These excessive amounts would, by themselves, increase consumer rates by 5.7%

anmually under the Staff's alternative plan.

? November 19, 2005 Order at p. 18, Case No. 05-765-EL-UNC.

J. Kennedy and Associates, Inc.
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Are these additional rate increases particularly unreasonable given the level of earnings
of OPC and CSP?

Yes. Based on the Companies’ earnings reported in SEC filings, for the 12 months ending
September 2008, OPC” after-tax return on common equity was 11.26% for OPC. For CSP, the

after-tax rate of return on common equity was 20.11%.

Has Mr, Hess provided a foundation for his recommendation to award CSP or OPC rate
increases based on the difference between Commission approved tariff pricing and

market prices for the Mon Power and Ormet load?

Not based on my review of his testimony. Nor is there a basis for such a proposal based on my
understanding of SB 221, The ESP portion of SB 221 authorizes rate increages only for
prudently incurred costs. In addition, an ESP must be more favorable in the aggregate than an
MRO. Finally, substantially excessive earnings caused by ESP adjustments must be refunded

{0 consumers.

Assuming that the Commission wanted to reimburse AEP’s sharcholders for the lost
profits resulting from selling to the former Mon Power ratepayers and Ormet at the
otherwise applicable tariff generation rates instead of at market, is the methodology
recommended by Mr. Hess correct?

No. There are at least two major conceptual problems with the recommendation. f‘irst, Staff’s
analysis incorrectly assumes that AEP’s shareholders would have retained 100% of the
additional off-system sales profits that would be generated by foregoing the sales to Ormet and
the former Mon Power ratepayers and instead selling the power at market prices, Contrary to

this assumption, AEP’s shareholders would have only retained a portion of the additional off-

J. Kennedy and Associates, Inc.
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system sales profits. The remainder would flow through to ratepayers in the other states where

AFEP operates.

Under the AEP Interconnection Agreement, profits from off-system sales are allocated to OPC,
CSP, Appalachian Power, Kentucky Power and Indiana & Michigan Power according to their
Member Load Ratio. This is basically a measure of each AEP Member Company's relative
peak demand. Tt doesn’t make a difference which AEP Member Company’s power plant

actually made the sale,

This means that if Ormet had never been relocated to the retail service territory of CSP and
OPC, or if CSP never acquired the former Monongahela Power service territory, the increased
off-system sales margins would be allocated among the AEP Member utilities, not directly to
AEP shareholders. Depending on the specific rate making treatment of off-system sales
margins in each jurisdiction, both ratepayers and AEP shareholders would benefit to varying
degrees. For example, in West Virginia, all of Appalachian Power’s additional share of off-
system sales profits would flow through directly to ratepayers in their version of a fuel
adjustment clavse. Therefore, Staff’s proposal is better for AEP’s sharcholders than what the
actual results would have been had the Ormet and Monongahela Power transactions never

occurred (assuming that AEP would otherwise have provided the power as an off-system sale).

Second, the use of OCC witness Smith’s market prices of $73.94/mWh for CSP and
$71.04/mWh for OPC significantly inflates the likely Ormet delta revermes. OCC witness
Smith’s market pricc numbers are for the system averages and do not take into account
Ormet’s 99% load factor and its transmission delivery voltage. For the two-year period where

AEP was actually authorized to collect for lost off-system sales margins because of Ormet, the

J. Kennedy and Associates, Inc.
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market price was calculated to be $47.69%/mWh in 2007 and $53.03/mWh in 2008. OCC
witness Smith’s market price forecasts (which were prepared for a completely different
purpose) are 39% - 55% higher. Even if the Commission approved the Staff proposal to

provide for delta revenues for the Ormet Joad, the Staff proposal is excessive.

Should there be a true up to charge or credit the difference between the amounts
charged under an interim arrangement and the final ESP, if the Staff Alternative 1/1/09

Plan is adopted?

It is my understanding that there would be no true-up under the Staff proposal. Whether the
Staff proposal or the Companies’ true-up proposal is adopted, the revenues received by the
Companies during any such interim period in 2009 should be subject to refund under the

significantly excessive earnings test.

Does that complete your Rebuttal Testimony?

Yes.

J. Kennedy and Associates, Inc.
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Calculation of Ormet Revenues
Assumuptions:
Tatal Load (kW) 520,000
Load Factor; 9%
Amnual Energy (kWh):  4,500,648,000
Assumed Power Factor: 1.00
Voltage Level:  Transmission
No Off-Peak Excess Demand
No Rider Revenue Included
GS-4 Tariff Bllling - Generation
Ohio Power Company 11.00%
2008 2009 2009
Units Rates Rates BiHings
Demand 3,120,000 kw '8.37 929 28,086,984
Energy 2,254,824,000 kWh 0.0191268 0.0212307 47,871,600
Total Base Rate Generation 76,858,584
Gross Receipts Tax Credit Rider -4.52992% (3.481,632)
Municipal Income Tax Charge 2,254,824,000 0.0000216 48,704
Franchise Tax Rider 2,254,824,000 0.0003467 781,747
Regulatory Asset Charge Rider 2,254,824,000 - -
POLR Charge Rider 2,254,824,000 0.0011002 2,480,757
Power Acquisition Rider 0.00000% -
Generation Cost Recovery Rider 0.52105% 382,585
Total Charges 77,070,746 34.18
Columbus Southem Power Company 7.00%
2008 2009 2009
Units Rates Rates Billings
Demand - 1st 3000 kva 36,000 kva 9.481 10.145 365,208
Over 3000 kva 3,084,000 kVa 4.002 4.282 13,206,120
Energy 2,254,824,000 kWh 0.0248085 0.0265451 59,854,517
Total Base Rate Generation 73,426,845
Gross Receipts Tax Credit Rider -4.87829% (3,581,926}
Municipal Income Tax Charge 2,254,824,000 0.00008186 183,904
Franchise Tax Rider 2,254,824,000 0.0006304 1,421,441
Regulatory Asset Charge Rider 2,254,824,000 0.0018722 4,221,481
POLR Charge Rider 2,254,824,000 0.0004711 1,062,248
Power Acquisition Ridar 4.43115% 3,253,609
Generation Cost Recovary Rider 4.41588% 3,242,397
Total Charges 83,229,090 356.91
Total Ormet Billing at Tariff 160,299,836
Billing at OCC (Smith) Market Prices
Energy Rates Cost
{(kWh) {$/mWh)
Chio Power: 2,254 824,000 71.04 160,182,697
Columbus Southern:  2,254,824,000 73.04 166,721,687
Total 326,904,384
Annual Difference for Rate Recovery 166,604,548
Manthly Difference 13,863,712
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CS5P - Former Mon Power Termitory
Impact of OCC Market Prices
Based on Roush DMR Exhibit 3 from Docket 05-765-EL-UNC
Updated Generation Realizations from Responsa to Staff 10-1, Attachment 1
2008 Ganeration Realizations increased by 7%
Other Industrial and Eramet assumed average Industrial realization
7.00%
2008 CSP Generation Cost to Purchase at Net

mwWh Load Realization Recovery $73.94 Under-recovery
Residential 273,248 49.54 13,537,310
Commercial 204,851 55.68 11,407,066
Other Industrial 504,582 45.59 23,001,482
Eramet 723,895 45.59 32,998,885
SL 2,072 44.85 92,939
Total MP Load 1,708,648 81,037,662 126,337,433 45,299,772

Monthly Under-recovery 3,774,981



