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In re: Case Nos. 08-917-EL-SSO and 08-918-EL-SSO 

Dear Sir/Madam: 

Please find enclosed an original and twenty (20) copies ofthe BRIEF OF THE OHIO ENERGY GROUP 
ON THE SHORT TERM ESP fax-filed today in the above-referenced matter. 

Copies have been served on all parties on the attached certificate of service. 

Respectfully' yours, 

David F. Boehm, Esq. 
Michael L. Kurtz, Esq. 
Kurt J. Boehm, Esq. 
BOEHM, KURTZ & LOWRY 
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Chairman Alan R. Schriber 
Ronda Hartman Fergus 
Valerie A. Lemmie 
Paul A. Centolella 
Cheryl Roberto 
Kim Bojko, Hearing Examiner 
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BEFORE THE 

PUBLIC UTILITY COMMISSION OF OHIO 

IN RE: IN THE MATTER OF THE APPLICATION 
OF COLUMBUS SOUTHERN POWER 
COMPANY FOR APPROVAL OF FTS 
ELECTRIC SECURTTY PLAN; AN 
AMENDMENT TO ITS CORPORATE 
SEPARATION PLAN; AND THE SALE 
OR TRANSFER OF CERTAIN 
GENERATING ASSETS 

and 

IN THE MATTER OF THE APPLICATION 
OF OHIO POWER COMPANY FOR 
APPROVAL OF ITS ELECTRIC SECURITY 
PLAN; AND AN AMENDMENT TO ITS 
CORPORATE SEPARATION PLAN 

Case No. 08-917-EL-SSO 

Case No. 08-918-EL-SSO 

BRIEF OF OHIO ENERGY GROUP 
ON THE SHORT-TERM ESP 

I. INTRODUCTION 

The Ohio Energy Group (OEG) submits this Brief regarding the proposed "Short-Term" Electric 

Security Plan (ESP) proposal of Columbus Southem Power Company (CSP) and Ohio Power Company 

(OPC) (collectively the "Companies" or "AEP"). 



IL ARGUMENT 

1. OEG Supports The Companies' Proposal To True-Up The Difference Between Current Rates 
And The ESP Once The Conunission Has Issued Its Final Order. 

In Section V.E. of their Application, the Companies addressed what they characterized as the 

ESP Timing Factor. The Companies propose that if the Commission is tmable to issue its final order on 

AEP's request for an ESP within the 150-day requirement, it should approve a one-time rider to permit 

recovery ofthe ultimately approved ESP as if the order had been issued in time to implement the ESP at 

the start of the January 2009 billing cycle. ̂  This "true-up" proposal is reasonable as it is the best 

available method to approximate the effect of having the Commission-approved ESP rates in effect at 

the start of January 2009. 

2. Staffs Proposed Altemative Plan Is Overly Complicated, Unreasonable And Violates SB 221. 

In his Direct Testimony, Staff witness Ed Hess recommended that in the event that the 

Commission does not issue its final order within the 150-day limit, the Commission should not adopt the 

Companies' proposed true-up and instead adopt Staffs proposed "Altemative 1/1/09 Plan." The Staff 

Altemative Plan rejects the Companies' proposed tme-up and instead attempts to sweeten the Rate Plan 

that is currently in effect for the Companies for the period between the expiration of tiie Rate Plan and 

the implementation of the Commission's ESP order. The Altemative Plan contains the following 

terms:^ 

Allow increases for generation rates of 3% for CSP and 7% for OP 

Allow the full additional 4% increase of generation rates for both companies, 

' Rebuttal Testimony of J. Craig Baker p. 3. 
^ Direct Testimony of J. Edward Hess pp. 8-10. 



Keep the existing Provider of Last Resort (POLR) rates in place, 

Leave the line extension policy in place. 

Price the Monongahela load at the market price recommended by OCC witness Smith 

Price the Ormet load at the market price recommended by OCC witness Smith 

Eliminate the Regulatory Transition Charge (RTC) for CSP 

Staffs recommendation would throw out the Companies' simple and reasonable solution to the 

problem of not having an ESP order within the 150 time limit and replace it with an overly complicated, 

unreasonable and unlawful altemative. 

First, Staffs recommendation violates RC §4928.141(A). That Section provides very clear 

instmctions on how to proceed in the event that an ESP order is not issued within 150 days of its filing. RC 

§4928.141 (A) states that ''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 

4928.142 or 4927.143 ofthe Revised Code ...." hi other words, if an ESP order is not issued within 150 

days the current ''rate plans*' of OPC and CSP "shall continue"' until a final ESP order is issued. The 

Commission is not authorized to raise rates above the amount that is authorized in its rate plans (7% for 

CSP and 11% for OPC). Staffs pnsposal violates §4928.141(A) in that it raises rates above the rates 

approved in the Companies' rate plans. 

Staffs proposal to allow the Companies to recover the difference between the generation rate 

actually paid by the Ormet Aluminum Smelter begiiming January 1, 2009 and the market price 

recommended by OCC witness Smitii fix>m ratepayers has the effect of raising rates above the threshold 

level of the Companies' rate plans. Ormet's 520 MW load is currentiy served under a two-year special 

contract tiiat 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 contract expires and Ormet 



pays only the tariff rate (one-half CSP's rate GS-4 and one-hdf OPC's rate GS-4), Ormet will receive a rate 

reduction. Staffs recommendation to award CSP and OPC delta revenue for the difference between 

serving Ormet at the Commission-approved industrial tarifTand OCC's calculation of market pricing will 

raise rates by approximately Si 3.9 million per month. This rate increase is in excess ofthe 7% CSP rate 

cap and 11% OPC rate cap authorized in the currentiy effective rate plan.^ This violates RC §4928.141 (A) 

Second, Staffs recommendation violates the CSP rate plan. In the Monongahela Power service 

territory transfer case (Case No. 05-765-EL-UNC) the Conmiission 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 die load. 

But CSP's Power Acquisition Rider was included in the 4% cap portion ofthe rate plan. "The Commission 

notes, however, that CSP's RSP contains the provision that the additional generation adjustments are 

effectively capped at 4 percent Accordingly, the calculation ofthe Power Acquisition Rider must not exceed 

the 4 percent limit.'"^ 
-\ 

Staff would allow CSP to charge the full 3% plus 4% generation increases^ plus an extension ofthe 

Power Acquisition Rider. By contrast, the CSP rate plan allows for the Power Acquisition Rider within the 

4%; not in addition to it. Staffs double coimt ofthe Monongahela Power delta revenue goes beyond the 

rate plan. This is contrary to the CSP rate plan. 

Third, Staffs recommendation is harmful to ratepayers. Staffs proposal would unnecessarily cause 

rates to go up by approximately SI7.7 million per month in 2009. Any such additional rate increases is 

particularly unreasonable in this difficult economic enviroimient in Ohio. The U.S. economy, including 

Ohio, has likely entered a recession that may be severe.^ Based on the Companies' earnings for die 12 

^ See Baron Exhibit_(SJB-lR) 
^ November 19, 2005 Order at p. 18, Case No. 05-765-EL-UNC. 
^ Third quarter 2008 GDP fell by 0.3%, based on initial GDP reporting. 



montiis ending September 2008 of 11.26% for OPC and 20.11% for CSP, there does not appear to be any 

need to bolster tiie Companies through additional rate rehef that is not subject to the rigorous review ofthe 

ESP hearing process. 

The Commission must limit the interim generation increases beginning January 1, 2009 to 3% plus 

4% for CSP and 7% plus 4% for OPC. These are die maximum generation related rate increases allowed 

under the currentiy effective rate plans. This benefits all ratepayers, including Ormet and the CSP 

ratepayers formerly served by Monongahela Power, by minimizing the January 1,2009 rate increase on all 

customers. 

3. If The Commission Decides To Adopt Staffs Altemative Plan It Should Do So Subject To 
Some Modifications. 

For the reasons articulated above, Mr. Hess' Altemative Plan should not be adopted. However, in 

the event that the Commission adopts the Staff proposal as described in Staff witness Hess' testimony, it 

should be modified. 

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.''^ If 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 ofthe Staffs Altemative Plan is not reasonable and should 

be denied. As stated above RC §4928.141(A) provides that if an ESP is not approved within the 150 

day time period, then the rate plans currently in effect will continue. Pricing the Ormet load at market 

'̂  Direct Testimony of J. Edward Hess p. 9. 



based rates is not part of the currentiy 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 delta 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 count that goes 

beyond the rate plan.̂  

Additionally if tiie Commission wants to reimburse AEP's shareholders for the lost profits resulting 

from seUing to the former Monongahela Power ratepayers and Ormet at the otherwise applicable tariff 

generation rates instead of at market, the methodology recommended by Mr. Hess should not be adopted. 

There are at least two major conceptual problems witii the recommendation. First, Staffs analysis 

incorrectly assumes that AEP's shareholders would have retained 100% ofthe 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-system sales profits. The remainder woidd flow through to 

ratepayers in the other states where AEP operates.̂  

Under the AEP Interconnection Agreement, profits fix)m 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. It 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 

Rebuttal Testimony of Stephen Baron p. 8. 
^Id. pp. 9-10. 



benefit to varying degrees. For example, m West Virginia, all of Appalachian Power's additional share of 

off-system sales profits would flow througji directiy to ratepayers in their version of a fuel adjustment 

clause. Therefore, Staffs proposal is better for AEP's shareholders 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 Smitii's market prices of $73.94/mWh for CSP and $71.04/mWh 

for OPC significantiy inflates the likely Ormet delta revenues. OCC witness Smith's market price numbers 

are for the system averages and do not take into account Ormef s 99% load factor and its transmission 

delivery voltage. For the two-year period where AEP was actuaUy authorized to collect for lost off-system 

sales margins because of Ormet, the 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 piirpose) are 39% - 55% higher. Even if the Commission approved the Staff proposal to provide 

for delta revenues for the Ormet load, the Staff proposal is excessive.̂ ^ 

^ Id. p. 10. 
"̂  Id. pp. 10-11 



i n . CONCLUSION 

The Companies' proposal to "true up" the difference between current rates and the ultimately 

approved ESP rates is simple and reasonable. It has the effect of instituting the rates that the 

Commissions deems a "fair, just and reasonable" ESP for the period after the expiration ofthe Rate Plan 

and prior to the implementation of the ESP. Staffs proposed Altemative Plan unnecessarily 

complicates matters by creating an odd transition period in which the Companies would collect 

additional revenues that have not been vetted by the Commission. The Commission should choose 

simplicity and reasonableness and approve the Companies' tme-up proposal over Staffs Altemative 

Plan. 

Respectfiilly submitted. 

David F. Boehm, Esq. 
Michael L. Kurtz, Esq. 
Kurt J. Boehm, Esq. 
BOEHM, KURTZ & LOWRY 
36 East Seventh Street, Suite 1510 
Cincinnati, Ohio 45202 
Ph: (513)421-2255 Fax: (513)421-2764 
E-Mail: dboehm@BKLlawfirm.com 
mkurtz(a).BKLlawfirm.com 
kboehm(S),BKLlawfirm.com 

December 3, 2008 COUNSEL FOR THE OHIO ENERGY GROUP 
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