FiLE | |

BOEHM, KURTZ & LOWRY
ATTORNEYS AT LAW
36 EAST SEVENTH STREET
SUITE 1510
CINCINNATY, OHIO 45202

= % -

TELEPHONE (513) 421-2255 i_‘- 30
TELECOPIER (513) 421-2764 T §

1 :

.

Q z 7
o 3 %
Via Overnight Mail P 'é;
£

, n

January 6, 2011

Public Utilities Commission of Ohio
PUCO Bocketing

180 E. Broad Street, 10th Floor
Columbus, Ohio 43215

Im re: Case No. 10-2929-E1.-UNC

Dear Sir/Madam:

Please find enclosed the original and twenty (20) copies of the COMMENTS OF THE OHIO
ENERGY GROUP filed in the above-referenced matter.

Please place this document of file. Copies have been served on all parties listed on the attached Certificate
of Service.

Respectfully yours,

David F. Bochm, Esq.
Michacl L. Kurtz, Esq.

BOEHM, KURTZ & LOWRY
MLKkew
Encl.
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CERTIFICATE OF SERVICE

I hereby certify that truc copy of the foregoing was served by electronic mail (when available) or ordinary

mail, unless otherwise noted, this 6™ day of January, 2011 to the following: / 4/

OHIO PARTNERS FOR AFFORDABLE ENERGY
RINEBOLT DAVID C

231 WEST LIMA ST. PO BOX 1793

FINDLAY OH 45839-1793

INDUSTRIAL ENERGY USERS OF OHIO
SAMUEL C. RANDAZZO, GENER

21 E. STATE STREET, 17TH FLOOR
COLUMBUS OH 43215

OHIO CONSUMERS' COUNSEL

10 W. BROAD STREET SUITE 1800
COLUMBUS OH 43215-3485

*HAYDEN, MARK A MR.
FIRSTENERGY CORP

76 SOUTH MAIN STREET
AKRON OH 44308

David ¥ \Boghtn; f Esq.
Michael L. Kurtz, Esq.

*RINEBOLT, DAVID C MR

OHIO PARTNERS FOR AFFORDABLE ENERGY
231 W LIMA ST PO BOX 1793

FINDLAY OH 45840-1793

OLIKER, JOSEPH E ATTORNEY
MCNEE WALLACE & NURICK. LLC

21 EAST STATE STREET, 17TH FLOOR
COLUMBUS OHIQ 43215

KYLER, JODY M

OHIO CONSUMERS COUNSEL

10 WEST BROAD STREET SUITE 1800
COLUMBUS CH 43215

THOMAS MCNAMEE

ATTORNEY GENERAL’s OFFICE

OHIO PUBLIC UTILITIES COMMISSION
180 EAST BROAD STREET, 6TH FL
COLUMBUS, OHIO 43215-3793
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BEFORE THE
PUBLIC UTILITY COMMISSION OF OHIO

In The Matter Of The Commission Review of the
Capacity Charges of Ohio Power Company and :  Case No. 10-2929-EL-UNC
Columbus Southern Power Company : '

COMMENTS OF THE OHIO ENERGY GROUP

In its December 8, 2010 Order in this case the Commission made a very importaﬁt clarification which
likely averted a disaster in the competitive generation market in the service territories- of AEP-Ohio. The
important clarification is that the Commission has adopted as the state capacity compensation mechanism for
retail load that shops for competitive generation the capacity charge established by the three-year auction
conducted by PJM (the RPM clearing price); in conjunction with the recovery by AEP-Ohio of capacity costs
through provider-of-last-resort (POLR) charges. This clarification should render moot the Companies” November
24, 2010 FERC application to dramatically increase the cost to CRES suppliers and ultimately to consumers by
changing the basis for compensation to what is purported to be a cost-based mechanism. The alleged lack of a
state compensation mechanism was central to AEP-Ohio’s FERC filing. We are now hopeful that FERC will do
what this Commission requested: dismiss AEP-Ohio’s FERC application, or in the alternative suspend its final

decision until the Ohio Commission has concluded this state proceeding.

The Commission’s December 8, 2010 Order also requested that the following three issues be addressed:
(1) what changes to the current state mechanism are appropriate to determine the Companies' FRR capacity
charges to Ohio competitive retail electric service (CRES) providers; (2) the degree to which- AEP-Ohio's capacity
charges are currently being recovered through retail rates approved by the Commission or other capacity charges;

and (3) the impact of AEP-Ohio's capacity charges upon CRES providers and retail competition in Ohio.



1. No Changes Are Necessary To The Current State Capacity Compensation Mechanism

No changes should be made at this time to the current state mechanism to determine the Companies’ FRR
capacity charges to CRES suppliers. AEP-Ohio has presented no evidence that the RPM capacity clearing price,
in conjunction with POLR revenue, is unjust or unreasonable. If anything, the receipt of POLR charges on top of

the RPM payments is generous to AEP-Ohio. RPM payments alone would be sufficient.

The market is just beginning to develop in the service territories of the Companies. ' As of September 30,
2010 the switch rates in terms of mWh sales for Columbus Southern were: residential — 0.00%, commercial —
25.107%, and industrial — 0.468%. For Ohio Power the switch rates were: residential — 0.00%, commercial —
0.85%, and industrial — 0.00%. (Attachment 1). The slow developing competitive retail generation market in
AEP-Ohio would unnecessarily be retarded if the supply rules were abruptly changed. Uncertainty would chill

shopping from both a CRES and customer perspective.

In its March 18, 2009 ESP Order, the Commission approved an annual POLR revenue requirement in the
amount of $97.4 million for Columbus Southern and $54.8 million for Ohio Power. See ESP Order at 40, Docket
Nos. 08-917-EL-SS0O and 08-918-EL-SS0O. In the recently concluded Columbus Southern SEET proceeding
Company witness Mr. Mitchell calculated that from April 2009 to December 2009 Columbus Southern collected

$92,137,708 in POLR revenue. (Attachment 2).

These significant POLR revenues were in addition to the RPM clearing prices of $102/MW-day for the

2009/2010 delivery year.

The combined RPM and POLR revenue streams are compensatory, just and reasonable. No change
should be made at this time. However, in AEP-Ohio’s next ESP proceeding consideration should be given to

reducing or eliminating the POLR charge.



2. AFEP-Ohio Is Currentlv Being Appropriately Compensated For Capaci ts i ith Retail
Shopping.

There are at least three ways that AEP-Ohio is being compensated for the capacity costs of retail shopping:

1) RPM; 2) POLR,; and 3) the capacity equalization mechanism in the AEP Interconnection Agreement.

a RPM

Beginning in June 2007 when the PJM RPM market commenced, AEP-Ohio has been receiving capacity
compensation from Ohio CRES ﬁoﬁdem based on the RPM clearing price mechanism. RPM uses a “base
residual auction” run three years in advaﬁce to set capacity prices. After seller offers are stacked from least to
most expensive, the auction clears at the offer price of the final resource needed to procure the required amount of
capacity. This competitively determined capacity price is the appropriate amount of compensation because
shoppers are also required to pay the competitively determined LMP energy price. The s:ymmetry of shoppers
paying RPM capacity prices and LMP energy prices is uniform throughout the PIM footpriht AFEP’s proposal to

treat Ohio consumers differently and worse is not reasonable.
b. POLR

The POLR charge in the Companies® rates covers the capacity and energy costs associated with the
contingency that departed retail customers will return to AEP-Ohio. The POLR is charged to load in AEP's
service territory whether the customer has switched to a CRES Provider or not. A customer can avoid paying the

charge only if it agrees that if it returns to AEP-Ohio it will pay market rates.

In supporting its POLR charge, AEP-Ohio argued that “[a)l/ customers, even those who have switched
generation suppliers, have the right to rely on the Companies for generation service.” Baker Testimony at 34,

Case Nos. 08-917-EL-880 and 08-918-EL-SS80. As Mr. Baker explained:

This flexibility leaves the Companies in the precarious position of being expossd to losing
generation service load when the market price is low but needing to stand ready to begin serving
that load again when the market price is high, and in the case of a CRES or other supplier default,
doing so at a moment’s notice. There is a definite and significant cost associated with providing
this flexibility. In addition to the challenges of providing capacity and energy on short notice, the
Companies would provide service to returning customers at the SSO rate (cven though they are
likely to be returning because market prices exceed the $SO).
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1d. at 26 (emphasis added). Therefore, the POLR rider is designed to recover at least some of the capacity
costs associated with retail choice. As discussed previously, the POLR is designed to annually produce $97.4

million for Columbus Southern and $54.8 million for Ohio Power.

c. AEP Inferconnection Agreement

The AEP-East Interconnection Agreement, originally entered into on July 1, 1951, is an agreement among
Ohio Power, Columbus Southern, Appalachian Power Company, Indiana Michigan Power Company and
Kentucky Power Company (“Members”) under which the individual generation resources of the Members are
dispatched on a single-system basis, and the costs and benefits of the generation resources are shared on a system-
wide basis. The cost of the AEP Power Pool’s generating capacity is allocated among its Members based on
relative peak demands and generating reserves through the payment of capacity charges and the receipt of
capacity revenues. The AEP Power Pool calculates each Member’s pribr twelve-month peak demand relative to
the sum of the peak demands of all Members as a basis for sharing revenues and costs. The result of this
calculation is the Member Load Ratio (MLR), which determines each Member’s percentage share of revenues and
costs. The capacity equalization mechanism in the AEP-East Interconnection Agreement levelizes capacity
investment imbalances among the Members. Each Member bears its proportionate share of the system’s total
capacity and reserves based on MLR. The “deficif” Members make capacity equalization payments to the
“surplus” Members based on the surplus Member’s embedded costs of capacity investment in its non-
hydroelectric generating plant expressed on a per kilowatt per month basis plus associated fixed operating costs.
Importantly, the MLR of Columbus Southern and Ohio Power does not ch'ange if end use customers shop

competitively for generation from CRES suppliers.

Because the MLRs of Columbus Southern and Ohio Power do not change no matter how much load is lost
to customers switching to CRES providers, the capacity equalizations payments received by Ohio Power (a
surplus Member) and paid by Columbus Southern (a deficit Member) do not change no matter how much load
shops. This means that Ohio Power and Columbus Southern continue to be made whole for their cai)acity COSts

through the Interconnection Agreement no matter how much load shops.



3. AEP-Ohio’s Proposed Change In The Capacity Compensation Mechanism Will Significantly Impede
Retail Choice In Ohio

The effect of AEP-Ohio’s proposed embedded cost-based rate on retail choice in Ohio would be

devastating. CRES Providers paid RTO clearing prices of $102/MW-day for the 2009/2010 delivery year. AEP-
Ohio’s FERC rate proposal used 2009 numbers and produced a rate of $388/MW-day. See November 24, 2010
| FERC Filing, Attachment A, Part 1, at 1. In addition, RTO clearing prices were $16.46/MW-day for the
2012/2013 delivery year, and $27.73/MW-day for the 2013/2014 delivery year. Thus, the proposed new charge is
4 times higher than what CRES Providers paid in the 2009/2010 delivery year, and nearly 25 times higher than

what CRES providers are currently set to pay in the 2010/2011 delivery vear.

A 25-fold increase in capacity costs for retail choice in AEP-Ohio’s service territory would likely destroy

the market.

Respectfully submitted,

David F. Boehm, Esq

Michael L. Kurtz, Esq.

BOEHM, KURTZ & LOWRY

36 East Seventh Street, Suite 1510
Cincinnati, Ohio 45202

Ph: (513)421-2255 Fax: (513)421-2764

E-Mail: dboechm@BKL lawfirm.com
mkurtz@BKI lawfirm.com

Tanuary 6, 2011 COUNSEL FOR THE OHIO ENERGY GROUP
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Summary of Switch Rates from EDUs to CRES Providers in Terms of Sales

Provider Name

Cleveland Electric llluminating Company

CRES Praviders

Tolal Sales

EDU Share

Electric Choice Sales Switch Rates

Provider Name

Duke Energy Chio

CRES Praviders

Total Sales

EDU Share

Electric Cholce Sales Switch Rates

Provider Name

Columbus Scuthemn Powar Company
CRES Praviders

Tolal Sales

EDU Share

Electric Choice Sales Switch Rates

Provider Mems

The Daytan Power and Light Company
CRES Providers

Total Sales

EDU Share

Electric Choice Sales Swhch Rates

EDU
Service
Area
CE}
CEl
CEl
CEl
CEl

EDU
Earvice

DUKE
DUKE
DUKE
DUKE
DUKE

Source: PUCO, Division of Market Monitoring & Assesemant,

Note1: Total sales includes residential, commerciad, industrisl and other sates.
NoteZ: The switch rate calculation is intended to present the broadast possible plotura of the state of retall elactric eompatition in Ohio.
Appropriate calculations made for other purposes may be based on different data, and may yield different results.

Quarter
Ending

Quarier
Ending

Year

2010
2010
2010
2010
2010

Year

2010
2010
2010
2010
2010

Year

2010
2010
2010
2010
2010

Yoar

2010
2010
2010
2010
2010

For the Month Ending September 30, 2010
{MWh)

Resldential
Sales

180068
341893
530849
3561%
64.39%

Residential
Sales

475001
139716
614807
T12T%
2273%

Resldential
Bales

61709
0
851709
100.000%
0.000%

Residential
Sales

483248
7
483320
99.98%
0.02%

Commaecial
Sales

88044
514198
601143
14.46%
85.54%

Commercial
Salas

179935
585438
765377
23.51%
76.49%

Commoroial
Sales

733387

245864

79261
74.893%
25.907%

CGommarcial
Sales

212595
210730
423326
50.22%
49.78%

Industrial
Sales

207022
237320
Gab242
55.66%
44.34%

Industrial
Salas

53664
336422
380076
13.75%
86.25%

Industrial
Sales.

380826
1634
361660
99.532%
1.468%

Industrial
Sales

61785
286822
18817
19.39%
80.61%

Total Sales

. 585250
1120731
- 1705681
. 34.31%
83.50%

Total Sales

1129920
1852474
39.00%
61.00%

Total Sales

ATTTe62
| 247638
2025660
ar.712%
- 12.228%

Total Salss

i TA2sE2
55Taa91
1340583
58.38%
41.02%



Summary of Switch Rates from EDUs to CRES Providers in Terms of Sales

Provider Name

Ohio Edison Company

CRES Providers

Total Sales

EDU Shara

Elactric Cholca Salas Switch Rates

Provider Nams

QOhla Power Company

CRES Providers

Total Sales

EDU Share

Elactric Cholce Sales Switch Rates

Provider Nama

Toledo Edison Company

CRES Providers

Total Salas

ECU Share

Electric Choice Sales Switch Rates

For the Month Ending September 30, 2010

EDU
Service
Aroa
QEC
QEC
OEC
OEC
QEC

EDU
Sefvice

OF
OF
oP
opP
Qp

EDy
Service

TE
TE
TE
TE

Source: PUGO, Dhvision of Market Monitoring & Assessment.
Note1: Total sales includes residendial, commercial, industrial and other sales.

Note2: The swltoh rale calculation is intended Io present the broadest possible plcture of the siaie of retail alechric compelition in Ohic.
Appropriate calculations made for oiher purposes may be based on differant date, and may yield different reaults.

(MWh})

Quarter
Ending

Quarter
Ending

Year

2010
2010
2010
2010
010

Yaar

2010
200
2010
210
2010

Yoar

2010
2010
2010
2010
2010

Residential
Bules

509205
357313
866518
58.76%
1.24%

Rosidential
Sales

598330
0
598330
100.00%
6.00%

Resldentlal
Sales

110147
132411
242558
4541%
54.50%

Conwwerclal

Saoles

178769
534823
714382
28.16%
74.84%

Commerclal

Sales

518054
4417
522471
£8.15%
0.85%

Commeroclal

Sales

91462
234379
285841
18.00%
82.00%

Industrial

Sales

188549
392186
580734
32.47%
67.55%

Indusirial

Sales

107161

0 .
1071618
1060.00%

0.00%

Industrinl

Sales

134424
2365089
71013
36.22%
SLTT%

Total Bales

8EDSES
123me
2138534
40.60%
$8.532%

Tolal 3ales

2189791
417
- 2198208

Tonl Bales

B37628
93
3z2.02%
67.98%
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Columbus Southern Power Company

Annual SEET Filing

Net incremental POLR Revenues
For the 12 Months Ended December 31, 2009

POLR at ESP Rates (4/09 to 12/09)

POLR at RSP Rates (4/09 to 12/09)

Incremental POLR

Less: POLR Offset to Economic Development Rider
Net ncrementai POLR

Tax Rate

Fax

Aftor-Tax Net incremental POLR

csp

$ 92,137,708

5,733,473

82,404 235

2,195,548

80,208,687
35.87%

3 28,770,358

$ 51437831

Exhbit TEM - 5



