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A2.

Q3.

INTRODUCTION

Please state your name and business address.

My name is Kevin M. Murray. My business address is 21 East State Street, 17"

Floor, Columbus, Ohio 43215-4228.

By whom are you employed and in what position?

| am a Technical Specialist for McNees Wallace & Nurick LLC (“McNees”) and

the Executive Director of the Industrial Energy Users-Ohio (“IEU-Ohio”).

providing testimony on behalf of IEU-Ohio.

Please describe your educational background.

I am
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| graduated from the University of Cincinnati in 1982 with a Bachelor of Science

degree in Metallurgical Engineering.

Please describe your professional experience.

| have been employed by McNees for 14 years where | focus on helping
IEU-Ohio members address issues that affect the price and availability of utility
services. | have also been actively involved, on behalf of commercial and
industrial customers, in the formation of regional transmission operators (“RTOs")
and the organization of regional electricity markets from both the supply-side and
demand-side perspective. | serve as an end-use customer sector representative
on the Midwest Independent Transmission System Operator, Inc. (“Midwest ISO”
or “MISO”) Advisory Committee and | have been actively involved in MISO
working groups that focus on various issues since 1999. Prior to joining McNees,
| was employed by the law firm of Kegler, Brown, Hill & Ritter (*KBH&R”) in a
similar capacity. Prior to joining KBH&R, | spent 12 years with The Timken
Company, a specialty steel and roller bearing manufacturer. While at The
Timken Company, | worked within a group that focused on meeting the electricity
and natural gas requirements for facilities in the United States. | also spent
several years in supervisory positions within The Timken Company’s steelmaking

operations.

Have you previously testified before the Public Utilities Commission of

Ohio (“Commission”)?
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Yes. The proceedings before the Commission in which | have submitted expert

testimony are identified in Exhibit KMM-1.
What is the purpose of your testimony?

The purpose of my testimony is to address whether it would be appropriate to
establish two-tiered capacity pricing to be paid by competitive retail electric
service (“CRES”) providers that acquire retail customers that receive distribution
service from Ohio Power Company (“OP”) and Columbus Southern Power
Company (“CSP”), now both merged as Ohio Power Company and doing
business as AEP-Ohio.* For the reasons discussed in my testimony, based upon
the facts and circumstances as well as policy and legal considerations, the
Commission should not approve AEP-Ohio’s request to establish a two-tiered
capacity pricing structure. | also recommend that the Commission reject the
proposed retail stability rider (‘RSR”). The combination of the two-tiered capacity
pricing structure, coupled with the RSR, is designed to transfer business and
financial risk associated with the separate competitive generation business of
AEP-Ohio to non-shopping retail customers, shopping retail customers and
CRES providers, and provide AEP-Ohio’s generation business with a
discriminatory and non-comparable advantage. The two-tiered capacity charge
scheme is also an unreasonable and, based on advice of counsel, unlawful
proposal to obtain transition revenue long after the opportunity to advance a
transition revenue claim ended both by law and a result of AEP-Ohio’s prior

commitments. Since the RSR proposal is linked in part to the operation of the

! In my testimony I will refer at times to AEP-Ohio as the Company.
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two-tiered capacity charge scheme, the fundamental defects in the two-tiered
capacity charge scheme are also embedded in the RSR. The non-bypassable
nature of the RSR also results in the imposition of revenues and risks related to
AEP-Ohio’s separate generation business on AEP-Ohio’s distribution service
customers thereby improperly tying the relationship between AEP-Ohio’s

generation supply and non-competitive retail services.

| also recommend that the Commission find the modified electric security plan
(“Modified ESP”) is not more favorable in the aggregate than a market rate option
(“MRQ") because the Modified ESP is much more expensive than the MRO
option. Based upon the assumed standard service offer (“SSO”) load reflected in
the workpapers of AEP-Ohio witness William A. Allen, which | believe
significantly overstates likely shopping levels if the AEP-Ohio above market
capacity pricing requests are entertained, the Modified ESP is less favorable than
an MRO by $330 million between June 2012 and December 2014 for SSO
customers. During the period between January 2014 and May 2014 when AEP-
Ohio proposes to conduct an energy-only auction to secure SSO generation
supply, the Modified ESP is less favorable than an MRO by an additional $77

million for SSO customers.

My ESP versus MRO analysis only reflects the costs to SSO customers.
However, the significantly above market capacity price that AEP-Ohio is
proposing to levy on shopping customers is an additional cost of the Modified
ESP. Exhibit WAA-4 to the testimony of AEP Ohio witness Allen shows that

under the Modified ESP and based upon the switching levels assumed in Mr.

4
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Allen’s testimony, AEP-Ohio expects to collect $1,204 million in capacity revenue
from CRES providers between June 2012 and May 2015 that will be reflected in
the prices CRES providers charge their customers. If CRES providers were
compensating AEP-Ohio at the reliability pricing model (*RPM”) price, which
reflects prevailing market prices, | estimate that AEP-Ohio would collect capacity
revenue of approximately $434 million if RPM-based capacity prices were paid
by CRES providers and their customers. The difference of $770 million is an
additional cost to consumers of the Modified ESP and is a source of transition

revenues to AEP Ohio.

Additionally, my ESP versus MRO analysis only captures the impacts of the RSR
on non-shopping customers because the analysis examines the prices the
customers pay under an ESP versus what they would pay under an MRO. AEP-
Ohio has proposed that the RSR be non-bypassable and payable by shopping
customers as well. Based upon the assumed level of shopping reflected in AEP-
Ohio witness Allen’s testimony, the RSR will collect $198 million in transition

revenues from shopping customers between June 1, 2012 and May 31, 2015.

Further, as discussed in the testimony of IEU-Ohio witness Joseph G. Bowser,
the excessive carrying charge proposed by AEP-Ohio in the Modified ESP
version of the phase-in recover rider (“PIRR”) results in an additional cost of the
ESP that is not captured in my ESP versus MRO price analysis because the
analysis examines the prices the customers pay under an ESP versus what they

would pay under an MRO. The additional cost of the Modified ESP’s proposed
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PIRR is at least $186 million based upon Mr. Bowser's net present value

analysis.

When all of the additional costs of the Modified ESP are properly recognized, it is
less favorable in the aggregate than an MRO by over $1.5 billion for the period

between June 2012 and May 2015.

Should the Commission consider adoption of any two-tiered capacity charge
structure, | also describe the type of rate design that the Commission should
require AEP-Ohio to adopt and | describe the information | recommend that the
Commission require AEP-Ohio to provide so that it is possible for consumers and
CRES providers to identify if the capacity charge billing determinants are correct.
My recommended rate design is necessary to satisfy comparability and non-
discrimination requirements and helps to reduce some of the confusion
associated with the very confusing two-tiered structure. Requiring AEP-Ohio to
provide the information | identify regarding the specification of capacity charge
billing determinants is necessary to facilitate “apples-to-apples” comparisons and
verify the accuracy of the amount of any capacity charge bill that a customer or

CRES provider may incur regardless of the level of the capacity charge.

| recommend that the Commission reject AEP-Ohio’s Modified ESP and promptly
direct AEP-Ohio to restore the use of RPM-based capacity pricing in all cases
where a CRES provider is serving a retail consumer within AEP-Ohio’s service
area. | also suggest that the protracted debate that has occurred on the subject

of this proceeding has, itself, stymied the ability for consumers to identify options
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to reduce their electric bills through “customer choice” and that the experience in
this case strongly suggests that the Commission should turn to a competitive bid

process (“CBP”) to establish default generation supply prices.

How do the issues raised by AEP-Ohio in this proceeding relate to efforts

to develop competitive markets for electricity?

The significance of the issues raised by AEP-Ohio’s application in this
proceeding can be better understood by looking more broadly at what has
happened at the state and federal level to restructure the electric industry to
address the anticompetitive structure of the industry and to allow competitive
markets to serve the public interest in reasonable rates and reliable service. This
broader history includes background information on determinations that have

been made by the Federal Energy Regulatory Commission (“FERC”).

FERC has increasingly relied upon competitive market forces to establish “just
and reasonable” prices at the wholesale level in both the gas and electric
sectors. As part of FERC's effort to remedy the anticompetitive electric industry
structure which was dominated by vertically-integrated investor-owned electric
utilities, FERC required electric utilities to move to open access, comparable and
non-discriminatory transmission service and encouraged vertically-integrated
electric utilities that owned generating plants to transfer operational control of
their high voltage transmission facilities to independent RTOs such as PJM
Interconnection LLC (“PJM”). When Ohio enacted its electric restructuring

legislation in 1999, the legislation similarly included a requirement that owners of
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transmission facilities transfer control of such facilities to an RTO.? Again,
FERC's directives and policy announcements were part of FERC's effort to
remedy undue discrimination in the operation of transmission facilities that
occurred because vertically-integrated utilities used their operation and control of

their transmission facilities to favor their generation assets.

Over time, the role of RTOs has expanded, subject to FERC’s supervision and
regulation, beyond the operation and control of transmission assets to remedy
the anticompetitive industry structure. Today, RTOs are responsible for
maintaining real time reliability of the electric grid and do so in coordination with
regional electricity markets. Instead of allowing vertically-integrated electric
utilities such as AEP-Ohio and its affiliates to use control over “bottleneck”
functions to favor their own assets and services, FERC mandated open access
transmission services and authorized the creation of RTOs to facilitate the
separation of ownership and control over the transmission and generation

functions.

Under FERC'’s supervision, RTOs have done much to break the hold of vertically-
integrated utilities’ control over monopoly or “bottleneck” functions such as
transmission and have increasingly introduced market-based approaches to
maintain reliability in ways that better check the abuses that occurred in the
anticompetitive vertically-integrated industry structure. The RTOs are managing

the operation of regional electricity markets to secure scale and scope

2 Section 4928.12, Ohio Revised Code.
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economies with independent market-monitoring oversight to determine if, and
when, RTO or FERC intervention is needed to address anticompetitive behavior
or circumstances where competition is not adequate to produce just and
reasonable rates. For example, PJM began operating a regional electricity
market in 1997. Currently, PJM coordinates the movement of wholesale

electricity in all or parts of thirteen states and the District of Columbia.

These regional electricity markets typically include a number of products
associated with the generation of electricity. Within PJM, the FERC-approved
and regulated market structure includes separate products for capacity and
energy as well as various ancillary services which include, for example,

regulation and synchronized reserves.

The development and operation of regional electricity markets has also evolved
over time with corresponding changes in the market rules established by the
RTOs. Various stakeholders affected by changes in market rules often disagree
as to whether market rule changes are appropriate, with FERC acting as the
arbiter when disagreements arise. The capacity market rules in PJM have been

a source of significant and frequent stakeholder disagreement.

You have described the efforts at the federal level to separate ownership
and control of bottleneck functions within the vertically-integrated electric
utility industry segment known as the wholesale or sale for resale market.

Before discussing the structure and purpose of PJM’s capacity market,
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please describe the means by which Ohio approached separation of

ownership and control of such functions in the retail segment.

The separation of ownership and control objective can be seen in numerous
aspects of Ohio’s approach to restructuring the retail electric market so that retail
customers can exercise “customer choice” for the services or functions declared
by the law or found by the Commission to be “competitive retail electric services”.
For example, Amended Substitute Senate Bill 3 (“SB 3”) requires entities owning
or operating transmission facilities to participate in RTOs that, like PJM,
independently separate ownership and control of transmission functions from
generation functions and maintain reliability within a broad region including
Ohio.> As | understand SB 3, the provision of generation supply to retail
customers was declared to be and is a competitive service and the Commission
has authority to declare that other services are competitive. For services which
are non-competitive, the Commission retained traditional ratemaking authority to
authorize utilities to bill and collect for non-competitive services unless the

Commission’s authority is preempted.

In the case of competitive services, it is my understanding that SB 3 preserved
the Commission’s ability to approve prices for default service provided by an
electric distribution company (“EDU”) such as AEP-Ohio through the SSO but
precludes the Commission from regulating rates and charges for competitive
services provided by CRES providers based on the traditional rate base, rate of

return model. It is also my understanding that SB 3 precludes an EDU from

3 Section 4928.12, Ohio Revised Code.
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providing a competitive and non-competitive service unless the competitive
service is provided through a structurally separate entity. In addition to
essentially separating the distribution, transmission and generation functions of a
vertically-integrated investor-owned electric utility, it is my understanding that SB
3 requires EDUs to implement corporate separation plans approved by the
Commission to guard against the challenges associated with the vertically-
integrated and anticompetitive industry structure that predated electric industry

restructuring.

What type of corporate separation plan was approved for AEP-Ohio?

It is my understanding that SB 3 made the corporate separation requirements
effective prior to the January 1, 2001 effective date of customer choice. It also
required the Commission to review and address the EDU’s corporate separation
plan as part of the service and rate unbundling process that took place in the

electric transition plan (“ETP”) process.

CSP and OP filed their ETPs in Commission Case Nos. 99-1729-EL-ETP and
99-1730-EL-ETP. At this time, AEP-Ohio’s parent, American Electric Power or
“AEP”, was changing its traditional regulated utility model to move towards an
energy trading business model with an international scope focused on multiple
energy commodities and physical and financial products or services. As a result,
the corporate separation plans filed by OP and CSP were a bit different than
other EDUs. More specifically, OP and CSP proposed to maintain ownership

and control of generation in the existing OP and CSP entities and transfer the

11
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“wires business” (transmission and distribution) to new entities. This aspect of
CSP’s and OP’s corporate separation plans is identified in the attached pages of
the pre-filed testimony of CSP’s and OP’s witness William Forrester that are
attached to my testimony as Exhibit KMM-2. AEP’s corporate separation plans in
Texas and Ohio and their relationship to the move to an energy trading business
model are also described in the prospectus which AEP issued in 2002. The 2002

prospectus is attached to my testimony as Exhibit KMM-3.

Did the Commission approve the corporate separation plans proposed by

CSP and OP in the ETP cases?

Yes, the Commission issued an order in the ETP cases on September 28, 2000
in which the Commission approved a settlement that resolved issues in the ETP
cases for CSP and OP. The proposed corporate separation plans were

approved as part of the ETP cases.

Did OP and CSP implement the approved corporate separation plans?

No. When OP and CSP submitted an application on February 9, 2004 in Case
No. 04-169-EL-UNC to establish a rate stabilization plan (“RSP”), they requested
Commission authorization to continue functional corporate separation rather than
proceeding to structurally separate during the rate stabilization period. The
Commission’s January 26, 2005 order in case No. 04-169-EL-UNC accepted this

provision of the RSP.

12
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Subsequently, in their applications to establish initial electric security plans (Case
Nos. 08-917-EL-SSO and 08-918-EL-SSO) CSP and OP requested the
Commission modify their corporate separation plans such that generation assets
remain functionally separate but that CSP and OP retain their distribution and
transmission assets. The applications also stated that upon the expiration of
functional separation, CSP’s and OP’s generating assets would be transferred or
sold. In its March 18, 2009 order approving the proposed electric security plans,
the Commission directed the Companies to seek Commission approval of
modifications to their corporate separation plans in another proceeding in
accordance with then recently promulgated Commission rules. On June 1, 2009,
OP and CSP submitted applications for approval of corporate separation plans
that again acknowledged that functional separation was interim in nature and that
Ohio law required legal separation of their competitive and non-competitive
businesses. After conducting an audit on June 2, 2010, the Commission
accepted the corporate separation applications submitted in Case No. 09-464-

EL-UNC.

As it relates to the issues in this proceeding, does the Commission’s prior
approval of OP’s and CSP’s proposal to leave ownership and control of
generating assets in OP and CSP and transfer ownership and control of the

wires business to new entities have any significance?

Yes. In public statements and throughout the lengthy debate in this proceeding
and the litigation in Case No. 10-2929-EL-UNC, AEP-Ohio has claimed that it

cannot move promptly to market-based pricing for generation capacity service or

13
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use a competitive bidding process to establish default generation service supply
prices that are part of the SSO until the AEP System Integration Agreement
(often referred to as the AEP Pool Agreement) is terminated or restructured and
until it unwinds the fixed resource requirement (“FRR”) election which AEPSC
(not AEP-Ohio) made in 2007. These claims are without merit since the initial
Commission-approved OP and CSP corporate separation plans did not involve
transferring generating assets. In other words, unlike the FirstEnergy operating
companies that AEP-Ohio’s witness Robert Powers refers to at page 7 of his
testimony, the CSP and OP transition plans proposals approached corporate
separation differently. Instead of transferring generating assets to a non-
regulated affiliate, OP and CSP proposed transferring ownership and control of
the distribution and transmission function segments to new, structurally
separated entities. | believe the differences between the CSP/OP approach and
the approach followed by the FirstEnergy operating companies is related to
AEP’s plans at the time to focus on the energy trading business to capture value
from the competitive wholesale market from the relatively low book cost
generating assets owned or controlled by CSP and OP. In any event, | know of
no reason why moving forward with the type of corporate separation initially
proposed by and approved for CSP and OP might need to be delayed until the
subsequent FRR election made by AEPSC is terminated or until the AEP East

System Integration Agreement is terminated or modified.

14
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Al3.

its generating assets subsequent to the approval of its corporate

separation plans in the ETP process?

Yes. On December 21, 2011, CSP and OP filed an application in Case No. 01-
3289-EL-UNC at the Commission requesting the Commission make certain
findings pursuant to 15 U.S.C. §879z-5a(c) of the Public Utility Holding Company
Act of 1935 (“PUHCA”"). In 2002, CSP and OP, as well as other AEP operating
company affiliates, were moving forward with plans to structurally separate their
generation businesses. Because the corporate separation plans approved
during the ETP cases contemplated the distribution and transmission businesses
being moved out of CSP and OP, with the generation assets remaining, CSP and
OP were seeking EWG status for their generating assets. It is my understanding
that before EWG status could be granted, PUHCA required each state
commission having jurisdiction over retail rates for an entity seeking EWG status
for generating plant that was included in rate base for the retail jurisdiction to
make a determination that EWG status would benefit consumers, was in the
public interest and would not violate the law. The application stated:
The transactions underlying this Application are being undertaken
because of the requirements of SB3 to separate control of the
generating plants from the regulated wires businesses. The
Corporate separation requirements in SB3 help effectuate the
policy set forth in Ohio Rev. Code Section 4928.02, Ohio Rev.

Code, which is create a robust competitive marketplace, which is in
the public interest and will benefit consumers.*

* Application of Ohio Power Company and the Columbus Southern Power Company for Certain Findings
Under 15 U.S.C. §79z and 17CFR 8§250.53, Case No. 01-3289-EL-UNC, Application at 5-6 (December
21, 2001).
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Then Executive Vice President Henry W. Fayne subsequently submitted a letter
addressed to then Chairman Alan R. Schriber in the proceeding affirming that
AEP would continue to provide CSP and OP the necessary equity capital to
enable them to satisfy their obligation under Ohio law, including the provision of
adequate, safe and reliable transmission and distribution service. A copy of Mr.
Fayne’s letter is attached to my testimony as Exhibit KMM-4. In the letter, CSP
and OP also committed to promptly notify the Commission staff if a major rating
agency downgraded either company’s senior bond ratings and obligated CSP
and OP to submit a plan to restore their bond ratings with any plan modifications
required by the Commission. The Commission’s October 17, 2002 order that
provided the requested EWG findings was specifically conditioned on these

conditions and commitments.

Did AEP-Ohio separate its distribution and transmission businesses and
obtain EWG status for its generating assets following the PUCO’s approval

of the application in Case No. 01-3289-EL-UNC?

No.

Why not?

Like many of the vertically-integrated electric utilities that adopted the energy
trading business model made infamous by companies like Enron, AEP’s pursuit
of that model did not go well. As the negative financial consequences of the
energy trading business model rippled through the electricity industry and the
broader energy industry, and Wall Street turned sour on the energy trading

16
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approach, AEP abruptly discontinued its pursuit of the international energy
trading business model and declared that it was returning to a business model
that focused on a traditionally regulated and vertically-integrated electric utility
business model. A copy of a press release issued by AEP on October 10, 2002
announcing it was substantially reducing its energy trading activities is attached
to my testimony as Exhibit KMM-5. It is my opinion that AEP’s rather precarious
pursuit of the energy trading model and its subsequent abrupt distancing itself
from that business model so as to portray itself to Wall Street as a stable,
vertically-integrated and traditionally regulated electric utility caused AEP-Ohio to
not implement the corporate separation plans approved by the Commission in
the ETP cases for CSP and OP, and to reverse course on plans to obtain EWG
status as authorized by the Commission in Case No. 01-3289-EL-UNC.
Nonetheless, it is my understanding that SB 3 and the Commission’s rules
require that the distribution, transmission and generation functions be looked at

as though they are three separate and unrelated lines of business.

If AEP-Ohio would have implemented the corporate separation plans
proposed to and approved by the Commission, would that have meant that
it would not have been possible for AEP-Ohio to come forward with an RSP

proposal as the Commission encouraged in 2003?

No. In fact, the FirstEnergy operating companies positively responded to the
Commission’s support of RSPs even though they transferred ownership and
control of their generating assets to a separate unregulated affiliate in

compliance with their Commission-approved corporate separation plans. As in

17
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the case of the FirstEnergy operating companies, implementation of the
corporate separation plans by CSP and OP may have involved securing FERC
approval of generation supply contracts between the EDUs and the affiliated
generation entities to assemble a sensible rate stabilization plan. But, corporate
separation plan implementation would not have thwarted the opportunity for

RSPs unless AEP demanded otherwise.

Now, returning to the PJM capacity market, please explain why PJM

operates a capacity market?

PJM’s capacity market is intended to ensure the adequate availability of
necessary resources that can be called upon to ensure the reliability of the grid.
In this context, it is important to understand that this reliability is for the entire
footprint of PIM, not just the distribution service area of AEP-Ohio. Each load
serving entity (“LSE”) within PJM is responsible for contributing owned or
controlled capacity resources to the common pool of resources that are available
to PJM to satisfy PJM’s reliability objective. These capacity resources include
electric generating plants, eligible energy efficiency resources and demand
response resources. The pool of capacity resources committed to PJM is
available to and dispatched by PJM to satisfy the reliability objective within PIM’s
footprint. Beyond these committed resources, PJM also has other tools that PIM
can use in emergencies to affect the performance of resources that did not
volunteer to participate through the preferred market-based structure that relies
on bids supplied by parties that own or control capacity resources. PJM’s

capacity market structure provides transparent information on the value of

18
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capacity, energy and ancillary services to enable forward market signals to
support infrastructure investment. The capacity market design also provides a
forward mechanism to evaluate the ongoing reliability requirements in a
transparent manner, providing opportunities for the integration of distributed and
central station generation, demand response, energy efficiency, and transmission
options to maintain and enhance reliability while achieving scale and scope

economies within the PJM footprint

Within the PJM region, RPM is the means by which PIJM’s market-based
approach addresses the regional reliability objective. The goal of RPM is to align
capacity pricing with system, region-wide, reliability requirements and to provide
transparent information to all market participants far enough in advance of
transactions so as to allow time for a proactive positive performance response to

the information. The fundamental elements of the RPM structure are:

. Locational capacity pricing to recognize and quantify the locational
value of capacity;

o A variable resource requirement mechanism to adjust price based
on the level of resources procured;

. Forward commitment of supply by generation, demand resources

and qualified transmission upgrades cleared in a multi-auction
structure; and

. A reliability backstop mechanism to ensure that sufficient
generation, transmission and demand response solutions will be
available to preserve system reliability.

Is providing forward prices for capacity one of the functions of RPM?

Yes. RPM is intended to provide a forward price signal for capacity resources
(all capacity resources) and LSE obligations that also reflects PJM’s regional

transmission expansion planning process. RPM can also have a locational
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nature to the pricing signal. RPM relies upon a multi-auction structure designed
to procure resource commitments to satisfy the region’s unforced capacity
obligation through a base residual auction (“BRA”), incremental auctions (“IAs”)

and bilateral market transactions.

How does RPM operate?

BRAs are held each May three years in advance of each delivery year, which
runs from June 1 through the following May 31. Subsequent to the BRA, up to
three IAs are held to procure additional resources, if necessary, and to adjust
commitments to reflect known changes in market requirements prior to the
delivery year. The auction results produce locational capacity charges that are
allocated among LSEs through a locational reliability charge. The existence of
this locational element in the PJM market structure is a byproduct of the pooled-
resources approach that PJM has adopted to satisfy reliability objectives within

the PJM region.

For each delivery year, PJM determines a peak load forecast. PJM then
calculates an installed reserve margin for the entire PJM region. The installed
reserve margin is defined as the level of installed reserves in excess of the
forecast peak load needed to maintain the desired reliability index of ten years,
on average, per occurrence (loss of load expectation of one occurrence every ten
years) after emergency procedures to invoke load management. The installed
reserve margin is calculated based upon probabilistic studies. PJM then

calculates the region’s forecast pool requirement, which represents the quantity
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of unforced capacity resources needed recognizing the pool-wide equivalent
average forced outage rate and the expected performance of demand response

resources.

Prior to conducting BRAs, PJM assesses the need to create locational
deliverability areas (“LDAs”). LDAs are load pockets within the PJM footprint in
which transmission import capacity is constrained, therefore requiring the use of
internal capacity resources within the LDAs to satisfy the region-wide reliability
objective. The areas within PJM that are not LDAs are referred to as the balance
of the RTO zone. Depending on supply and demand conditions, price separation
may occur for LDAs from the balance of the RTO zone when the BRA is

conducted.

The BRA is structured to obtain sufficient capacity resources to satisfy the
projected pool requirement scaled to reflect normal weather. The BRA relies
upon a downward sloping demand curve called the variable resource
requirement curve. The use of the variable resource requirement curve may
result in the procurement of capacity resources in excess of the reliability
objective if the total cost of resource procurement for the LDAs or balance of the
RTO zone is lower at the higher level of reliability than it would be at the target
reliability objective. After the BRA and prior to the delivery year, PJM conducts
three I1As. The IAs are conducted to allow for replacement resource procurement
and increases and decreases in the reliability objective resulting from, for
example, a change in load forecast. The results from all of the auctions are

mathematically weighted to determine a final zonal capacity price.
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Once all auctions have been concluded, the final zonal capacity obligation is
determined. This is done through the use of a final zonal scaling factor that is

used to determine an LSE’s daily unforced capacity obligation.

How are capacity charges billed under RPM?

For settlement purposes, each PJM electric distribution company (“EDC”) is
responsible for allocating its normalized previous summer’s peak (measured
based on five coincident peaks) to each customer in the zone (both wholesale
and retail). According to PJM’s business practice manuals, the process used by
an EDC to allocate peak load contributions to its customers is supposed to be
based upon rules negotiated with the EDC'’s regulators. To assist in performing
these allocations, PJM publishes information, known as the five coincident peaks
or 5CP, for each summer, typically by mid-October. The 5CP reflects the five
highest non-holiday weekday RTO unrestricted daily peaks from the summer. An
individual customer’s usage during those five hours is known as the peak load

contribution or PLC.

Do LSEs have options other than participation in the periodic capacity

auctions conducted by PIM?

Yes. PJM’s capacity market also allows LSEs an alternative method of satisfying
their capacity resource obligation to the PJM pool. This alternative is known as
the FRR alternative. FRR permits an LSE the option to submit an FRR capacity
plan (to be reviewed and approved by PJM) to satisfy the shared responsibility of
all LSEs to commit capacity resources and as an alternative to the requirement to
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participate in the periodic RPM competitive bidding process or auctions, which
feature a variable capacity resource requirement. American Electric Power
Service Corporation (“AEPSC”), acting on behalf of the affiiated AEP East
operating companies made an FRR election in 2007. AEP-Ohio itself is not a
stand-alone FRR entity. The ESP application submitted in this proceeding does
not identify the relationship between AEPSC or identify the contractual or other

obligations that AEP-Ohio may have as a result of AEPSC’s FRR election.

How was PJM’s capacity market created?

RPM and the FRR option are byproducts of a FERC-approved settlement
negotiated by many parties in a case in which PJM proposed changes to its
market rules. That settlement, which was signed by AEPSC on behalf of all the
AEP operating companies in PJM, was accepted by FERC on December 22,

2006. PJM Interconnection, L.L.C., 117 FERC 1 61,331 (2006).

Has AEPSC and AEP-Ohio supported RPM as reasonable?

Yes. AEPSC and AEP-Ohio operated pursuant to the RPM rules for a number of
years without objection. Indeed, AEP-Ohio strongly defended the PJM market
rules and RPM in proceedings before this Commission. For example, in 2007,
AEP-Ohio argued that Ohio was part of a robust regional energy market and
urged the Commission to move forward with a CBP for the provision of SSO
generation service:

The competitive significance of RTOs is well recognized. In New

PURPA Section 210(m) Regulations Applicable to Small Power

Production and Cogeneration Facilities, Docket No. RM06-10-000,
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FERC Statutes and Regulations 931,233 (October 20, 2006)
(“Order 688"), the FERC found that both MISO and PJM are
independently administered, auction-based day-ahead and real-
time wholesale markets for the sale of electric energy. The FERC
also found that the existence of wholesale markets for long-term
sales of capacity and electric energy is satisfied by the existence of
long-term bilateral contracts for sales of capacity and energy and is
a sufficient indication of a market. Order 688 7117.

The PJM energy market provides substantial benefits to the region

based on its ability for utilities and customers to access a larger

number of generation resources to fulfill load requirements while

utilizing a robust transmission system. PJM's methodology results

in the least cost generating units serving the load requirements,

subject to any transmission constraints. This method is similar to

the one performed by AEP for its system prior to joining PIJM. PJM,

however, provides access to additional generating units and the

capability of importing generation from MISO without paying

additional transmission rates. The resulting dispatch price provides

transparent economic signals that guide short- and long-run

decisions by participants and regulators.
Case No. 07-796-EL-ATA, et al., Reply Comments of Columbus Southern Power
Company and Ohio Power Company at 4-5 (October 12, 2007). In fact, in its
initial comments in that proceeding, AEP-Ohio indicated that if a CBP were held
to obtain SSO generation for AEP-Ohio’s load, given AEP-Ohio’s FRR status,
AEP-Ohio would sell capacity to winning bidders at the RPM clearing price until
such time as AEP-Ohio could terminate its FRR status. Case No. 07-796-EL-
ATA, et al., Comments of Columbus Southern Power Company and Ohio Power

Company at 5 (September 5, 2007).

Has AEPSC and AEP-Ohio modified its opinion on the reasonableness of

RPM?

Yes. On November 1, 2010, AEPSC, on behalf of OP and CSP, submitted an
application to FERC in Docket No. ER11-1995-000 and subsequently re-
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submitted an application in Docket No. ER11-2183-000 seeking to establish what
AEPSC characterized as a cost-based charge for capacity supplied to CRES
suppliers providing competitive generation service to retail load within the AEP-
Ohio service area. In its FERC application, AEPSC asserted that its sudden
proposal to change the basis for establishing prices for capacity is consistent with
Section D.8 of Schedule 8.1 of the PIJM Reliability Assurance Agreement (“RAA”)
which AEP-Ohio signed when it became a transmission-owner member of PJM.
Section D.8 of the RAA provides, in relevant part:

In a state regulatory jurisdiction that has implemented retail choice,
the FRR Entity must include in its FRR Capacity Plan all load,
including expected load growth, in the FRR Service Area,
notwithstanding the loss of any such load to or among alternative
retail LSEs. In the case of load reflected in the FRR Capacity Plan
that switches to an alternative retail LSE, where the state
regulatory jurisdiction requires switching customers or the
LSE to compensate the FRR Entity for its FRR capacity
obligations, such state compensation mechanism will prevail.
In the absence of a state compensation mechanism, the applicable
alternative retail LSE shall compensate the FRR Entity at the
capacity price in the unconstrained portions of the PJM Region, as
determined in accordance with Attachment DD to the PJM Tariff,
provided that the FRR Entity may, at any time, make a filing with
FERC under Sections 205 of the Federal Power Act proposing to
change the basis for compensation to a method based on the FRR
Entity’s cost or such other basis shown to be just and reasonable,
and a retail LSE may at any time exercise its rights under Section
206 of the FPA.®

On December 8, 2010, the Commission issued an entry in Case No. 10-2929-EL-
UNC confirming capacity supplied to CRES providers serving customers in the

AEP-Ohio service area would be priced based upon the prevailing RPM

> PJM Interconnection, L.L.C., Rate Schedule FERC No. 44, Reliability Assurance Agreement Among
Load Serving Entities in the PIJM Region, Schedule 8.1, 8D.8 at 111 (“Fixed Resource Requirement
Alternative”), effective July 14, 2011 (emphasis added) (“Exhibit KMM-15").
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mechanism, the status quo at that time. The entry directed interested parties to
file comments on an appropriate state compensation mechanism. The
Commission subsequently established a procedural schedule for an evidentiary

hearing commencing on October 4, 2011.

What occurred after the Commission established a schedule for an

evidentiary hearing commencing on October 4, 20117

On September 7, 2011, a strongly contested stipulation and recommendation
(“Stipulation”) was submitted in these proceedings. The Stipulation provided for
a two-tiered structure to price capacity for CRES providers, with some capacity
priced at prevailing market prices and any remaining capacity priced at $255 per
megawatt-day (“MW-day”). The Commission adopted the Stipulation with

modifications on December 14, 2011.

However, in response to applications for rehearing, the Commission
subsequently rejected the Stipulation on February 23, 2012 finding that it was not
consistent with the public interest. The Commission’s rejection of the Stipulation
resulted in capacity prices for CRES providers serving customers in AEP-Ohio’s
service area reverting to the state compensation mechanism (i.e., the status quo
RPM-based prices). In rejecting the Stipulation, the Commission directed AEP-
Ohio to notify the Commission whether AEP-Ohio would modify or withdraw its
original ESP application. Subsequently, the Commission granted a motion by
AEP-Ohio in Case No. 10-2929-EL-UNC to re-establish, on an interim basis, a

two-tiered pricing structure for capacity, but only through May 31, 2012, with
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capacity prices thereafter reverting to RPM-based prices. The re-established
two-tiered capacity charge retained opportunities for RPM-based pricing to
remain in cases where CRES providers served customers (including “mercantile

customers”) through eligible community aggregation programs.

After rejecting the September 7, 2011 Stipulation, the Commission also set a
procedural schedule to resume Case No. 10-2929-EL-UNC. Issues in Case No.
10-2929-EL-UNC are being litigated as of the date this testimony is due to be
filed with the Commission and it is unclear when the Commission may address

those issues.

Did AEP-Ohio elect to modify its original ESP application?

Yes. On March 30, 2012, AEP-Ohio submitted a modified application and
supporting testimony. The modified application, or Modified ESP, differs
substantially from the original application. In its Modified ESP, AEP-Ohio claims
that each of the major components of the Modified ESP is critical to AEP-Ohio’s
future and need to be addressed in order for AEP-Ohio to continue a transition to

a fully competitive auction-based SSO.

What are the significant components of the Modified ESP?

AEP-Ohio is proposing to roll environmental costs currently collected through a
rider into base generation rates and fix the base generation rates at that level
through December 31, 2014. An alternative energy rider would be established to

recover a portion of the costs of alternative energy resources. AEP-Ohio has
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proposed a generation resource rider (“GRR”) as a non-bypassable placeholder
rider to recover costs associated with the Turning Point Solar facility, with any
charges to be recovered through the rider to be approved by the Commission in
a separate proceeding. The fuel adjustment clause (“FAC”) would continue,
albeit presumably with some modifications as a result of proposed energy-only
auctions for a portion of the SSO load. AEP-Ohio is proposing to increase the
interruptible rate credit under Rate IRP-D to $8.21 per kW-month, with the
revenue reduction associated with the higher level of credit being recovered
through a non-bypassable RSR.°® A non-bypassable RSR is proposed to
guarantee the total revenues AEP-Ohio receives through the combination of
base generation revenues, capacity charges to CRES providers and the RSR. A
two-tiered capacity pricing structure is proposed. For the first 21% of shopping
load in 2012, the first 31% of shopping load in 2013 and the first 41% of shopping
load in 2014, AEP-Ohio would impose a capacity charge of $145.79 per MW-day
on a CRES provider. In 2012, non-mercantile customers in communities that
approved governmental aggregation initiatives in the November 2011 general
election, or in prior elections, will be eligible for additional allotments of capacity
at the rate of $145.79 per MW-day. For any additional shopping load beyond the
first pricing tier in any year, AEP-Ohio proposes a capacity charge of $255 MW-

day be paid by a CRES provider.

® In other words, customers served under Rate IRP-D will see a decrease in their overall bill, but the
reduced revenues will be paid for by other customers through the RSR.
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APPROPRIATE CHARGES FOR CAPACITY

Do you believe that AEP-Ohio’s proposal to establish two-tiered pricing for
capacity utilized by CRES providers to serve retail load within the AEP-

Ohio service area is reasonable?

No. There are multiple reasons why approval of AEP-Ohio’s proposal would
result in unreasonable if not unlawful outcomes and, more broadly speaking, go
against the structural reforms and policy objectives that are part and parcel of the

effort to remedy an anticompetitive electric industry structure.

First, establishing a two-tiered pricing structure for capacity would be contrary to
the state’s policies and would uniquely provide an unwarranted subsidy to AEP-
Ohio’s generation business segment, to the detriment of its competitors and

shopping and non-shopping customers alike.

Second, it also appears that the proposed two-tiered CRES capacity price is
designed to allow AEP-Ohio to capture most of the generation service bill
reduction benefits that consumers would see by switching to a competitive

supplier, including the affiliated CRES provider AEP Retail Energy Partners LLC.

Third, charging CRES providers the proposed two-tiered price for capacity would
not result in the generation capacity service and price applied to CRES providers
being comparable to the charge for capacity embedded in the default generation

supply price embedded in the SSO.
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Fourth, as IEU-Ohio witness J. Edward Hess explains in his testimony, AEP-
Ohio’s application in this proceeding is really a belated, and as | understand it
based on the advice of counsel, illegal request to obtain “transition revenue” well
after the opportunity to submit such a claim expired. | also understand that this
“transition revenue” claim was submitted by AEP-Ohio long after it surrendered
its right to submit such a claim and to impose a transition charge on shopping

customers.

Is the proposed two-tiered pricing for capacity a request for additional

transition revenues?

Yes. It may be helpful to provide some additional context to help explain my

answer.

Ohio made the move to “customer choice” in 1999 with the passage of SB 3. At
the time, there were parallel federal efforts to restructure the wholesale electric
market and address the anticompetitive electric industry structure. These
initiatives were rooted in the view that competitive markets could do a better job
of advancing the public interest in reasonable prices, reliable service and

innovation than traditional regulation.

SB 3 contained policy objectives and established the process by which the
evolution to reliance upon competitive markets would occur for competitive
services such as generation supply. As discussed earlier, Ohio’s implementation
of SB 3 required the unbundling or separation of the three major functions
(generation or production, transmission and distribution) associated with retail
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electric service into separate competitive and non-competitive service

components with separate prices for such unbundled components.

SB 3 established a “transition period” beginning on January 1, 2001 and ending
on December 31, 2010. Within the transition period, SB 3 created a five-year
market development period (“MDP”) during which incumbent investor-owned
utilities and customers had the opportunity to prepare for and transition to a
competitive market. SB 3 directed the Commission to structure transition plans
with the objective of obtaining at least 20% customer switching by the mid-point

of the MDP, which could end no later than December 31, 2005.

The evolutionary approach to restructuring the retail investor-owned electric
industry in Ohio, accompanied by the completion of the transitional tasks, served
two important objectives. The first objective was to provide customers with
certain price protections from the dysfunction that is often associated with new
and immature markets until such time as the retail market was mature enough to
produce “reasonable” prices. The General Assembly protected customers by
specifying that the total price of electricity in effect in October 1999 would define
the total price envelope within which the individual or unbundled generation,
transmission and distribution prices would be established through the transition
plan process.” SB 3 also provided residential customers an immediate benefit in

the form of a 5% discount.

" The total bundled price for each electric rate schedule established the total rate cap, which is then
divided between the functional components (generation, transmission, and distribution). Ohio provided, in
Section 4928.34(A)(6), Ohio Revised Code, that such rate cap was subject to adjustment for changes in
taxes, costs related to the establishment of a universal service fund (“USF”), and a temporary rider
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The second consequence of the SB 3 structure protected incumbent EDUs
during the MDP (and the balance of the transition period) from potential revenue
loss that might otherwise be caused by an abrupt exposure to a new and
immature market. In 2001, price offers for competitive retail service were
relatively low and the transition structure protected EDUs from revenue and
earnings erosion. Each EDU was also provided an opportunity to protect itself in
the event the EDU judged the revenue from unbundled generation prices to be
above the revenue that it could obtain from providing generation services in the
competitive market. The right to pursue this protection required an EDU to file a
claim with the Commission for “transition revenue” (i.e., the positive difference
between the unbundled default supply generation prices and prices available to
the EDU for generation services provided in the market —sometimes called
“stranded costs”) as part of the ETP filings. If the EDU’s unbundled default
supply generation service prices yielded revenue less than that available in the
market, this “stranded benefit” was netted against the transition revenue claim.
The net, legitimate and verifiable amount of any allowable generation-related
transition revenue claim had to be collected by December 31, 2010. OP’s and
CSP’s ETP cases were ultimately resolved through stipulations approved by the
Commission. In the stipulations, OP and CSP agreed to forego claims for
recovery of above-market generation costs (generation transition costs or
“GTC"). Inthe Matter of the Applications of Columbus Southern Power Company

and Ohio Power Company for Approval of Their Electric Transition Plans and for

established by Section 4928.61, Ohio Revised Code. Thus, the rate cap was not an absolute cap on the
total charges paid by customers during the MDP.
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Receipt of Transition Revenues, Case Nos. 99-1729-EL-ETP and 99-1730-EL-
ETP, Opinion and Order at 16 (September 28, 2000). IEU-Ohio witness Mr.

Hess also discusses this history.

Shortly after the Stipulation was filed on September 7, 2011 in Case Nos. 11-
346-EL-SSO, et al., AEP-Ohio issued a press release that described the effect of
the settlement as follows:
After a decade of legislative and regulatory changes to Ohio’s
market for electricity, this agreement allows an appropriate

transition to a fully competitive electricity generation environment
for AEP in the state.®

AEP-Ohio has continued to maintain that it is seeking an additional transition in
this case as well. Both in its application, as well as in the direct testimony of
Robert P. Powers, AEP-Ohio has stated it would like the Commission to approve
a transition plan in order for AEP-Ohio to move to a fully competitive market.
During this additional transition, that | understand has no basis in law, if the
Commission approves AEP-Ohio’s Modified ESP application, customers will be
economically blocked from obtaining competitive retail electric services (such as
generation supply) from CRES providers, or their savings from switching to a
CRES provider will be very limited, thereby allowing AEP-Ohio to collect, largely
on a non-bypassable basis, the revenues produced by its SSO rates. In fact, the
RSR is designed to ensure that the total revenue AEP-Ohio collects from the
combination of base generation charges, CRES capacity charges and RSR

revenue equals a predetermined result. In other words, AEP-Ohio wants the

8 The press release is available via the Internet at http://www.aep.com/newsroom/newsreleases/?id=1712
(last accessed March 28, 2012).
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Modified ESP to produce a guaranteed level of generation revenue irrespective
of shopping levels, a result that is arguably more than the transition revenue
opportunity provided by SB 3, at a point in time long past the deadline for AEP-

Ohio to collect transition revenue.

Is the proposed RSR a source of transition revenue?

Yes. As previously noted, the RSR is designed as a tracking mechanism that will
automatically adjust to provide AEP-Ohio a guaranteed level of generation
revenue. |EU-Ohio witness Hess discusses why the RSR is contrary to Ohio

policy and law in his testimony and should not be approved.

Are there differences between the transition in SB 3 and the additional

transition proposed by AEP-Ohio?

Yes. Broadly speaking, the SB 3 transition provided customers with electric bill
predictability and certainty while giving customers the opportunity to do better by
shopping. Residential customers were given a 5% discount off of the unbundled
generation price. The FAC was eliminated. SB 3's transition did not shift

revenue responsibility within or between rate groups.

In contrast, the transition resulting from AEP-Ohio’s two-tiered capacity structure,
coupled with the non-bypassable RSR, will economically limit shopping. So, the
transition clearly protects AEP-Ohio but it does not contain the balanced, pro

“customer choice” transition that was created in SB 3.
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How would the two-tiered pricing structure for capacity subsidize

generation service for AEP-Ohio?

It would allow AEP-Ohio to impose and collect generation-related revenue from a
currently higher than market charge on CRES providers who seek to serve load
in the AEP-Ohio service area, when various AEP-Ohio affiliates are actively
acquiring load at both the wholesale and retail level in other electric utility service
areas while relying upon market-based priced capacity in order to do so. This is
fundamentally unfair -- to AEP-Ohio customers, the broader PJM region and to

CRES providers.

Have AEP-Ohio affiliates participated in recent auctions to acquire

generation to serve SSO load in Ohio?

Yes, several times, including on two recent occasions. Most recently, AEP-Ohio
affiliates participated in an auction held December 14, 2011 to acquire SSO
generation supply for Duke Energy Ohio (“Duke”) customers and in a January 24,
2012 auction to acquire SSO generation supply for customers of FirstEnergy’s
EDUs, which are The Cleveland Electric llluminating Company, the Ohio Edison
Company and The Toledo Edison Company. Both auctions required bidders to
supply energy, capacity, losses and ancillary services necessary to provide SSO

generation supply.
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What were the results of those auctions?

The December 14, 2011 auction produced a clearing price of $49.72 per
megawatt-hour (“MWH?”) for the January 1, 2012 to May 31, 2013 delivery year,
$51.10 per MWH for the January 1, 2012 to May 31, 2014 delivery year, and
$57.08 per MWH for the January 1, 2012 to May 31, 2015 delivery year. A
summary of the auction results is included as Exhibit KMM-6. The January 24,
2012 auction produced a clearing price of $44.76 per MWH for the June 1, 2012

to May 31, 2014 delivery year.

Did AEP-Ohio affiliates participate in these auctions?

Yes. As shown on Exhibit KMM-6, in the December 14, 2011 auction, AEP
Energy Partners, Inc. won a total of 5 tranches and AEPSC won 6 tranches. As
shown on Exhibit KMM-7, in the January 24, 2012 auction, AEP Energy Partners,

Inc. won 2 tranches and AEPSC won 2 tranches.

How do bidders in the Duke and FirstEnergy SSO auctions acquire and pay

for capacity and reflect those costs in their bids?

Both FirstEnergy and Duke are presently FRR entities in PIM. As a result,
bidders were required to obtain and pay for capacity from the FirstEnergy

operating companies or Duke for their respective auctions.

The FirstEnergy EDUs do not own any electric generation so their FRR election
was executed differently than how AEP-Ohio participates in FRR. When

FirstEnergy made the commitment to join PJM, the BRAs for the 2011-2012 and
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2012-2013 delivery years had already occurred. Thus, it was necessary to

establish a transition mechanism for FirstEnergy.

The transition plan developed for FirstEnergy established a two-year FRR to
allow FirstEnergy to synchronize with PJM’s normal RPM cycle. FirstEnergy’s
transition plan to enter PJM required it to obtain the necessary capacity
resources for the 2011-2012 and 2012-2013 delivery years and include those
capacity resources in an FRR plan submitted to PJM prior to each delivery year.
The transition plan provided that FirstEnergy would participate in the BRA for the
2013-2014 delivery year. The BRA for the 2013-2014 delivery year (“RTO
locational deliverability area” or “RTO LDA”") cleared at a price of $27.73 per MW-

day.

Because FirstEnergy’s Ohio EDUs do not own generating assets, two integration
auctions (“IA”) were conducted to obtain capacity resources for the 2011-2012
and 2012-2013 delivery years. The 2011-2012 FRR IA cleared 12,583.2 MW of
unforced capacity in the RTO at a resource clearing price of $108.89 per MW-
day. The 2012-2013 FRR IA cleared 13,038.7 MW of unforced capacity in the
RTO at a resource clearing price of $20.46 per MW-day. These capacity prices
are very close to capacity prices from the larger BRA for the same delivery years.
Bidders in the auctions to obtain SSO generation supply for FirstEnergy were
required to rely upon capacity secured in the two IAs and reflect this in their offer
prices for the 2011-2012 and 2012-2013 delivery years. For the 2013-2014
delivery year, bidders in the auctions to obtain SSO generation supply for

FirstEnergy will use capacity secured through PJM’s capacity auctions. Thus,
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the clearing price of $44.76 per MWH in the January 24, 2012 auction reflects
bidders paying the FirstEnergy EDUs $20.46 per MW-day for capacity in the
2012-2013 delivery year, and paying the BRA clearing price for capacity of

$27.73 per MW-day for the 2013-2014 delivery year.

Duke also is operating under an FRR election but, similar to AEP-Ohio, it owns
generating assets. Duke designated the capacity resources held to serve SSO
load under its FRR plan submitted to PJM. Bidders participating in the Duke
SSO auctions acquire capacity and pay Duke at prevailing market prices for
capacity, the final clearing price established under RPM. The bid prices from the
December 14, 2011 auction reflect BRA capacity costs of $110.00 per MW-day
for the 2011-2012 delivery year, $16.46 per MW-day for the 2012-2013 delivery
year, $27.73 per MW-day for 2013-2014 delivery year, and $125.99 per MW-day
for the 2014-2015 delivery year. Thus, when AEP-Ohio affiliates compete at the
wholesale or retail level to serve customers in other areas of Ohio, they rely upon

capacity priced at prevailing market prices, or RPM.

Are AEP-Ohio affiliates competing to serve retail customers throughout

Ohio?

Yes. AEP Retail Energy, a non-regulated affiliate, is currently offering to serve
customers throughout Ohio in regions open to retail customer choice. | have
included, as Exhibit KMM-8, supply offers and the associated terms and
conditions for residential customers as of March 15, 2012. AEP Retail Energy is

also offering to supply commercial and industrial customers.

38



10

11

12

13

14

15

16

17

18

19

20

21

22

Q38. When AEP Retail Energy acquires retail load, how do PJM’s rules require

A38.

AEP Retail Energy to obtain and pay for capacity?

The answer varies slightly depending on service areas due to FRR status and
prior decisions of this Commission. For customers provided distribution service
by the FirstEnergy EDUs or Duke, the process is very similar to how capacity is
supplied to bidders in the SSO auction. As CRES providers acquire load in these
service areas, they compensate the FRR entity for capacity at the same prices

discussed earlier in my testimony that were relied upon by SSO bidders.

Dayton Power and Light (“DP&L") is not operating under an FRR plan. For EDUs
in retail access states not under an FRR plan, CRES providers acquire and/or
release capacity as they gain or lose load and pay for capacity at prevailing
market prices - RPM. Thus, other than in AEP-Ohio’s service area, when its
affiliate AEP Retail Energy competes to serve customers, it obtains and pays for
capacity based upon market-based rates, or RPM, and other generation
suppliers receive market-based, rather than based on some form of “cost-based”

arbitrary price for capacity used to serve retail customers.

When AEP Retail Energy serves customers in AEP-Ohio’s service territory, the
price for capacity will differ on an interim basis under the two-tiered pricing
structure for capacity discussed earlier in my testimony. As things presently
stand, the price for capacity will be either the RPM, market-based price or $255
per MW-day, based upon the Commission’s March 7, 2012 entry in Case No. 10-

2929-EL-UNC.
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A39.

It is fundamentally unfair and contrary to Ohio’s pro-competition policies to allow
AEP-Onhio’s affiliates to serve non AEP-Ohio EDU customers in other areas of
Ohio while paying RPM market-based prices for capacity, but require CRES
providers attempting to serve AEP-Ohio EDU customers to pay a much higher
rate for capacity. The much higher (“cost-based” or arbitrary) price for capacity
also amounts to a subsidy to AEP-Ohio’s supposedly corporately separated
generation business as it is significantly higher than prevailing market prices for

capacity.

Are there other indicators that RPM clearing prices are representative of

prevailing market prices for capacity?

Yes. As previously mentioned, FirstEnergy’s integration into PJM involved a
transition plan to synchronize with the regular schedule developed to establish
prices through the RPM mechanism. These capacity clearing prices from the
FirstEnergy transitional auctions are very similar to the prevailing capacity prices
in the BRA for the unconstrained region of PJM for the same delivery year, which
were $110.00 per MW-day for the 2011-2012 delivery year and $16.46 per MW-
day for the 2012-2013 delivery year. AEP-Ohio provides service within this
unconstrained PJM region. When an FRR entity is located in the unconstrained
portion of the PJM region, the RPM auction clearing price generally indicates the
value of capacity that can be substituted for capacity located anywhere else in
that unconstrained region. Thus, the transitional FRR IAs conducted for the

FirstEnergy operating companies are representative of the broader relevant
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market conditions and pricing outcomes in the unconstrained region of PJM,

which includes AEP-Ohio. [BEGIN CONFIDENTIAL TESTIMONY]

[END CONFIDENTIAL TESTIMONY].

Q40. Has American Electric Power, through its other operating companies,

A40.

recognized RPM prices as an appropriate market-based means of valuing

capacity in other jurisdictions?

Yes, in addition to my earlier discussion of AEP-Ohio’s use of and reliance upon
PJM’s RPM to support its pricing proposals and policy advocacy here in Ohio, it

is also relying on RPM in several adjoining or nearby states to identify
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appropriate capacity compensation. A number of American Electric Power EDUs
in other states in the PJM region offer retail customers experimental rates or
rates under pilot programs that reflect PIJM real-time prices. For example,
Kentucky Power offers customers an experimental real-time pricing rate, Tariff
R.T.P., a copy of which is attached to my testimony as Exhibit KMM-10. Under
this Kentucky Power rate schedule, the price charged to customers includes a
component for capacity. The price reflected for capacity in the rates charged to

Kentucky Power customers is based upon the prevailing RPM prices.

Indiana Michigan Power (“I&M”) offers a similar experimental real-time pricing,
Tariff R.T.P. in both its Indiana and Michigan rate zones. | have attached a copy
of 1&M’s Tariff R.T.P. for the Indiana rate zone to my testimony as Exhibit KMM-
11 and a copy of the 1&M Tariff R.T.P. for the Michigan rate zone to my testimony
as Exhibit KMM-12. In both instances, the capacity component of the rate

charged to I&M customers is based upon the prevailing RPM prices.

Appalachian Power Company offers its customers in Virginia two dynamic pricing
pilot rates, Schedule DP-1 and Schedule DP-2, which are attached to my
testimony as Exhibit KMM-13. Schedule DP-1 allows eligible customers to have
usage for the generation component of their bills charged based upon prices
established in PJM’s market. The capacity component of the rate is based on

prevailing RPM prices.

Schedule DP-2 is perhaps more interesting in that it allows customers with

eligible qualifying facilities to sell electricity energy and capacity to Appalachian
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A4l.

Q42.

Power Company, with the rates based upon PJM’s market. In other words, when
Appalachian Power Company is purchasing capacity, the appropriate price is

based upon prevailing RPM prices.

Thus, even in other states like Michigan that have adopted some form of
“customer choice”, or states that continue to rely upon rate base, rate of return
economic regulation to establish retail electric prices, the AEP operating

companies are using PIM’'s RPM to establish capacity-related prices.

Are AEP-Ohio’s proposed capacity prices to be charged CRES providers
comparable to the charge for capacity embedded in the default generation

supply SSO prices?

No. There is no explicit capacity charge in the SSO rates. Further, as shown on
Exhibit KMM-14, when specifically requested in Case No. 10-2929-EL-UNC to
identify the capacity component of its SSO rates, AEP-Ohio could not or chose
not to do so. Thus, it is impossible to identify whether the proposed capacity
charges that AEP-Ohio wants to impose on CRES providers is comparable to the
capacity-related charge embedded in the default generation supply portion of the

SSO prices.

Why does comparability between the capacity-related charge that AEP-
Ohio wants to impose on CRES providers and the capacity-related charge
embedded in the default generation supply portion of the SSO prices

matter?
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A43.

AEP-Ohio has proposed a two-tiered pricing structure for capacity that by its very
nature creates non-comparable capacity prices between customers depending
on whether a shopping customer is in the first or second pricing tier for capacity.
At the same time, AEP-Ohio has continued to maintain that the default
generation supply prices are not based on cost and are not subject to
examination based on a cost-based methodology.® This results in a situation in

which it is impossible to establish comparable rates for capacity.

Also, even if AEP-Ohio’s default generation supply price reflected the capacity
rates AEP-Ohio proposes to charge to CRES providers, the structure of the
default generation supply rate is very different than the unbundled per megawatt
day rate design that applies to a CRES provider. In other words, the rate design
between the two is not comparable and the structural differences make it
impossible for a customer to develop a meaningful comparison, on an apples to
apples basis, between the default generation supply price and pricing offers

available from competitive suppliers.

With regard to the non-comparable rate structures between the SSO pricing
and the proposed two-tiered capacity prices for CRES providers, how could

the structural non-comparability be remedied?

Assume the SSO residential rate totals $0.08 per kWh and that the embedded

capacity portion of this rate was $0.02 per kWh. If the wholesale capacity price

° An AEP-Ohio memorandum dated November 4, 2011 that discussed the need for an impairment
analysis for the AEP East generating fleet, which was produced in response to an interrogatory and is
attached to my testimony as Exhibit KMM-23, demonstrates that AEP-Ohio views its Ohio SSO
generation rates as market-based rather than cost-based.
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to CRES providers serving residential load in AEP-Ohio’s service area was
unbundled to show a separate and comparable capacity charge within the SSO
structure, AEP-Ohio would be economically indifferent to shopping from a
capacity revenue standpoint. In other words, it would obtain the same
(“comparable™) compensation for providing capacity generation service to a non-
shopping customer as when the same customer elects to obtain service from a

CRES provider.

However, under this same example, if the embedded capacity portion of the
default generation supply price within the SSO was $0.02 per kWh and the
wholesale capacity price charged to CRES providers was set at $0.04 per kwh,
the results would not be comparable and the comparability violation would allow
AEP-Ohio to bias customer choice in favor of the generation assets under its
ownership or control, the structural problem that electric industry restructuring
was designed to remedy. It is also my understanding that the rate levels and rate
structures as between the default service option and the capacity pricing that
applies to CRES providers must be comparable and non-discriminatory. In this
proceeding, AEP-Ohio has presented no evidence to demonstrate that the prices
for capacity to be charged CRES providers are comparable to the default

generation supply service and price of the SSO.

Are capacity resources that AEP-Ohio commits in an FRR capacity plan

dedicated to serve AEP-Ohio customers?
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A44. No. As already discussed, the notion that capacity resources in PJM are
dedicated to specific customers or load is an absolute fiction, irrespective of

whether an LSE elects the FRR option or participates in RPM auctions.

PJIM’s RAA, which is included in my testimony as Exhibit KMM-15, contains the
RPM rules. The RAA is a contract which has been filed with and approved by
the FERC and that is executed by any party that is an LSE in PIJM. An LSE in
PJM includes not just an EDU, but any entity that by franchise, law or contract
serves retail customers. Thus, an LSE in PIM includes any Ohio CRES provider.
The RAA is a mutual assistance agreement, which is evidenced by the “whereas”
provisions of the RAA that identifies the purpose of the agreement:

WHEREAS, each Party to this Agreement is a Load Serving Entity
within the PJM Region;

WHEREAS, each Party is committing to share its Capacity
Resources with the other Parties to reduce the overall reserve
requirements for the Parties while maintaining reliable service; and

WHEREAS, each Party is committing to provide mutual assistance
to the other Parties during Emergencies;

WHEREAS, each Party is committing to coordinate its planning of
Capacity Resources to satisfy the Reliability Principles and
Standards;

WHEREAS, the Parties previously have entered into similar
commitments related to sub-regions of the PJM Region through the
East RAA, the West RAA, or the South RAA;

WHEREAS, the Parties desire, on a phased basis, to replace the
East RAA, West RAA, and South RAA with a single reliability
assurance agreement among all Load-Serving Entities in the PIM
Region; and
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NOW THEREFORE, for and in consideration of the covenants and
mutual agreements set forth herein and intending to be legally
bound hereby, the Parties agree as follows:™°

As the RAA clearly states, capacity resources in PJM are dedicated to the needs
of the PJM pool in total, and are not dedicated to the loads of specific LSEs. The
mutual assistance nature of the RAA is designed to reduce the overall level of
capacity resources that each LSE would need to hold in the absence of the
sharing of capacity resources in order to achieve a targeted level of reliability (at

least a loss of load probability of no more than one day in 10 years).

The commitment to share capacity resources pursuant to the RAA again
illustrates the fundamental unfairness of allowing AEP-Ohio’s retail marketing
affiliate to serve customers in other areas of Ohio, relying upon capacity owned
by other generation owners and paying them RPM prices for capacity, while
competitors attempting to serve AEP-Ohio customers would be burdened with

above market capacity charges under the Modified ESP.

| would also note that Exhibit KMM-23!, an internal AEP memorandum, states
that:

“[tlhe non-cost based rate generation assets [of AEP-Ohio] are not
operated separately, but are coordinated and dispatched with
generation assets owned by the other East cost-based regulated
operating companies (APCo, KYPCo and 1&M). The costs and

19 Exhibit KMM-15 at 4.

1 Exhibit KMM-23 also describes the internal accounting that is used to reflect the unbundled services in
Ohio: “As information, the Retail sales related to generation are unbundled from the total rate charged
customers in one of two ways, depending on the way the billing rates are designed. For an unbundled
rate company (OPCO, CSP, APCO-VA and I&M-MI), the billing rates are entered into the MACSS system
for G, T and D. Unbundled revenue reports provide the billed and unbilled revenues that support the
journal entries to unbundle the revenues.”
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A45.

benefits of the generation assets are shared among all of the East
operating companies in the Interconnection Agreement
(Agreement). The output of the Ohio Companies’ generation plants
is available to fulfill the continuing native load obligations of those
jurisdictions through the Power Pool Agreements. Due to the
nature of electrical energy and the operation of the plants through
the Pool, it is impossible to match cash inflows from the sales to
cash outflows from either purchased or generated power by unit of
by plant.”

Thus, AEP’s own internal treatment of the AEP-Ohio generating plants is
inconsistent with the notion that AEP-Ohio’s generating plants are dedicated to
satisfying FRR or other generating requirements of the retail customers within

AEP-Ohio’s distribution service area.

What is your overall recommendation on the two-tiered capacity pricing

structure and the proposed RSR?

The Commission should not approve the two-tiered capacity pricing structure and
the prices for generation capacity service provided to CRES providers should be
based on the RPM mechanism that was in place through December 31, 2011.
The results of the RPM auctions including those in which [BEGIN

CONFIDENTIAL TESTIMONY]

[END CONFIDENTIAL TESTIMONY] I discuss in my testimony, show that the
RPM-based method of pricing capacity provides appropriate compensation to
AEP-Ohio’s generation business segment based on a market-based valuation of

generation capacity. The Commission should also reject the proposed RSR.
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Q47.

A47.

Q48.

CAPACITY BILLING

Should the Commission require AEP-Ohio to provide customers and CRES
providers additional information to verify they are being billed

appropriately for capacity?

Yes. As previously noted, each PJM EDC is responsible for allocating its
normalized previous summer’s peak to each customer in the zone (both retail
and wholesale). To assure that capacity resources are appropriately allocated to
shopping and non-shopping customers and that the allocation process does not

discriminate, a transparent process is necessary.

The Commission should require AEP-Ohio to document to customers and CRES
providers that the PLC factor it is assigning to customers corresponds with the

customers’ PLC value recognized by PJM.*?
ESP VERSUS MRO
What finding must the Commission make before it can approve an ESP?

It is my understanding that before the Commission can approve an ESP it is

required to find that the ESP is more favorable in the aggregate than an MRO.

Did the Company evaluate whether the ESP is more favorable in the

aggregate than an MRO?

12 Each PIM EDC is responsible for allocating the previous summer’s weather normalized peak to end-
use customers in the zone (both retail and wholesale) and for providing this information to PJM by
December 31 prior to the start of the delivery year.
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A49.

Yes. In her testimony in support of the Modified ESP, AEP-Ohio witness Laura J.
Thomas describes her comparison of the SSO results under an MRO, using
administratively-determined competitive benchmark prices she developed, to an
SSO under the proposed Modified ESP. The results of this comparison for
planning years 2012/2013, 2013/2014 and 2014/2015 are presented on Exhibit
LJT-1, page 2 of 3. For purposes of portraying the MRO SSO outcome, Ms.
Thomas uses administratively-determined competitive benchmark prices of
$69.36 per MWH for planning year 2012/2013, $71.09 per MWH for planning
year 2013/2014 and $74.34 per MWH for planning year 2014/2015. In addition,
page 1 of Exhibit LJT-1 summarizes what Ms. Thomas characterizes as
guantifiable and non-quantifiable benefits of the Modified ESP, with the

quantifiable benefits totaling $960,622,505.

Have you identified any errors or shortcomings in the ESP versus MRO

analysis performed by AEP-Ohio witness Thomas?

Yes. In addition to the flaws in her analysis regarding the pricing impacts of the
Modified ESP versus MRO, which | discuss later in my testimony, Ms. Thomas
relies upon calculations performed by AEP-Ohio witness Allen to suggest that the
Modified ESP provides $988,700,00 in benefits because of the proposal to
provide CRES providers with “discounted” generation capacity service prices.
The math behind the $988,700,000 “benefit” shows that it is the difference in
revenue between the two-tiered capacity price proposed in the Modified ESP and
the revenue produced by a so called “cost-based” rate for capacity equivalent to

$355 per MW-day. In other words, the “discounted” capacity benefit that AEP-
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Ohio attributes to the Modified ESP assumes that but for the proposed two-tiered
capacity prices of $145.79 per MW-day and $255 per MW-day, the price for
generation capacity service embedded in an MRO SSO would be $355 per MW-
day. By assuming that things would be worse and that AEP-Ohio would be
permitted another opportunity to collect above-market generation revenue
(transition revenue) when retail customers shop but for the two-tiered capacity
pricing proposal, AEP-Ohio then claims that the Modified ESP is better than the

MRO.

Do you agree with Company witness Thomas’ claim that the two-tiered
capacity pricing proposal can be counted as a benefit for purposes of
comparing the SSO under the MRO option with the SSO under the ESP

option?

No, for several reasons. First, AEP-Ohio has never received regulatory approval
from any regulator (either this Commission or FERC) to impose a $355 per MW-
Day charge on CRES providers. In fact, as discussed earlier in my testimony,
the interim capacity charges authorized by the Commission in Case No. 10-2929-
EL-UNC are lower for the first tier of capacity than AEP-Ohio’s current proposal
(priced at prevailing RPM prices) and more customers are eligible for the RPM-
based first tier of the capacity pricing structure through governmental aggregation
programs.  Additionally, the interim capacity charges authorized by the
Commission are due to revert to prices based upon prevailing market rates or
RPM on June 1, 2012. Therefore, characterizing a discount to a capacity price

that is higher than any rate AEP-Ohio has ever been authorized to charge a
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CRES provider as a benefit that can be counted for purposes of comparing the
Modified ESP to an MRO has no factual support and it ignores the capacity

pricing that is currently in place.

More fundamentally, the question of whether charging CRES providers higher
than market prices of capacity can be counted as an ESP benefit simply because
the price was lower than what AEP-Ohio would like to charge has been
addressed by the Commission. The Commission directly confronted this issue
when it issued its December 14, 2011 order approving the (now rejected)
Stipulation in this proceeding. In support of its effort to secure approval of the
Stipulation, AEP-Ohio argued, as it has again here, that the two-tiered capacity
pricing proposal in the Stipulation provided capacity to CRES providers at a
discount which was a benefit that had to be counted in the ESP versus MRO
analysis. The Commission correctly concluded otherwise and pointed at other
flaws in the ESP versus MRO analysis that AEP-Ohio witness Thomas has
included in the ESP versus MRP analysis once again:
[W]e believe the Signatory Parties and AEP-Ohio cannot claim the
discounted capacity price to CRES providers as a benefit. As Mr.
Fortney appropriately stated in his testimony, AEP-Ohio's
requested capacity price in its application was never certain, and
therefore, it cannot be considered as either a benefit or meaningful

number for the purposes of conducting the statutory test (Tr. X at
1707-1708).

In the Matter of the Application of Columbus Southern Power Company and Ohio
Power Company for Authority to Establish a Standard Service Offer Pursuant to
Section 4928.143, Revised Code, in the Form of an Electric Security Plan, Case

Nos. 11-346-EL-SSO, et al., Opinion and Order at 30-31 (December 14, 2011).
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The fact that AEP-Ohio has chosen to completely disregard the explicit finding
and guidance provided by the Commission in its December 14 Opinion and
Order on this issue reinforces the conclusion that AEP-Ohio has not presented

the Commission with a credible analysis of the Modified ESP in this case.

The latest claim that “discounted” capacity pricing is a benefit under the Modified
ESP is even more ludicrous when the effects of the RSR are recognized for
purposes of conducting the MRO versus ESP analysis. As discussed in the
testimony of AEP-Ohio witness Allen, under AEP-Ohio’s proposal any change in
the level of capacity pricing up or down will translate into a dollar for dollar
change in the level of the RSR.®® As Mr. Allen states in his testimony, a $10 per
MW-day decrease in the capacity charge will cause a corresponding $33 million
increase in the RSR revenue requirement over the term of the Modified ESP, and
a $10 per MW-day increase in the capacity charge will cause a corresponding
$33 million decrease in the RSR revenue requirement over the term of the
Modified ESP. Thus, the RSR is designed to act a backstop to guarantee AEP-
Ohio a target level of generation revenue irrespective of what level of capacity

pricing may ultimately be approved.

If capacity pricing cannot be counted as a benefit, consistent with the

Commission’s prior Opinion and Order in this proceeding and the reasons

3 In the Matter of the Application of Columbus Southern Power Company and Ohio Power Company for
Authority to Establish a Standard Service Offer Pursuant to Section 4928.143, Revised Code, in the Form
of an Electric Security Plan, Case Nos. 11-346-EL-SSO, et al., Direct Testimony of William A. Allen at 14-
15 (March 30, 2012).
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you have discussed, how do the ESP versus MRO results summarized on

Exhibit LJT-1, page 1 of 3 change?

Notwithstanding the additional flaws in Company witness Thomas’ analysis which
| discuss later in my testimony, and if Ms. Thomas’ analysis is only corrected to
remove the improper “discounted” capacity assumption, the Modified ESP is less
favorable than the assumed MRO alternative by $28,077,495, a swing of just
under $1 billion. This fundamental defect in Ms. Thomas’ ESP versus MRO
analysis shows that AEP-Ohio has not come forward with evidence to
demonstrate the Modified ESP meets the “more favorable in the aggregate test”
required for ESP approval. And, the almost $1 billion swing in the results of the
ESP versus MRO test highlights the significantly excessive above-market burden
that the Modified ESP would, if approved, impose on electric consumers and the
high degree of sensitivity that Ms. Thomas’ analysis has to adjustments that are
needed to better reflect the market prices essential to the ESP versus MRO

comparison.

Have you identified any other flaws in the analysis performed by Company

witness Thomas?

Yes. There are numerous flaws in Ms. Thomas’ analysis. The methodology
utilized by Ms. Thomas for her analysis relies exclusively upon administratively-
determined market price estimates rather than the actual results from recent
auctions in Ohio to establish SSO generation prices for other EDUs. Under

these circumstances, | view the exclusive use of administratively-determined
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prices to be unreasonable given the availability of actual auction results and
other readily available measures to check whether the administratively-

determined price are reasonable.

Additionally, the methodology used by Ms. Thomas to develop the
administratively-determined competitive benchmark price is unreasonable and
unreliable in many aspects. The assumed capacity costs reflected in the
competitive benchmark price are based upon the so called “cost-based” capacity
charge of $355 per MW-day requested by AEP-Ohio in Case No. 10-2929-EL-
UNC. The resulting capacity price that Ms. Thomas applies to calculate the
results of a CBP used on the MRO option grossly overstates the capacity price
that would apply to the CBP associated with the MRO option. As a result, the
competitive benchmark prices in Ms. Thomas’ analysis, for purposes of
portraying the MRO results, are too high by a very large margin. For the January
2015 to May 2015 delivery period, Ms. Thomas assumes that bidders for the
energy only SSO CBP proposed as part of the Modified ESP are subject to
capacity charges of $355 per MW-Day, which conflicts with the testimony of
AEP-Ohio witness Allen.** Further, Company witness Thomas also fails to
recognize that AEP-Ohio’s current ESP includes distribution rate riders
(gridSMART and the Enhanced Service Reliability Rider) that were approved
pursuant to the single issue ratemaking provision of Section 4928.143(B)(2)(h),
Ohio Revised Code. In projecting the cost of the Modified ESP, she also ignores

the distribution investment rider (“DIR”) proposed as part of the Modified ESP. |

¥1d. at 7.
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have been advised by counsel that an MRO does not permit the inclusion of
similar charges. Therefore, the ESP versus MRO comparison must recognize
the economic benefits that customers would receive under the MRO option from

elimination of these riders, something that Ms. Thomas’ analysis fails to do.

Additionally, AEP-Ohio has proposed to include the GRR as a non-bypassable
placeholder rider to be used to potentially collect costs associated with the
Turning Point Solar Project. Ms. Thomas assumes zero cost for this rider in her

ESP versus MRO analysis.'®

| have been advised by counsel that OP and CSP
could not include this placeholder rider under an MRO and even if includable
under the MRO option, it could not be included as a non-bypassable charge. Itis
improper and unreasonable to omit the potential effect of the GRR for the
purpose of comparing the Modified ESP to the MRO. In its December 14, 2011
Opinion and Order in this proceeding, the Commission found that the projected

effect of the GRR had to be quantified and included to properly perform the ESP

versus MRO analysis.*®

> In supplemental testimony filed on May 2, 2012, Ms. Thomas testifies that the GRR should not affect
the ESP versus MRO analysis based upon advice from counsel that Rider GRR would be available under
either an ESP or an MRO. However, Ms. Thomas further testifies that if the Commission determines
Rider GRR is only available under an ESP, the additional cost of the GRR is $8,377,000 over the term of
the Modified ESP.

16 “\wWe believe there are several material flaws in AEP-Ohio's testimony for determining whether the
proposed ESP meets the statutory test. First, we believe Ms. Thomas erred by failing to include a cost for
the GRR in her price comparison. As Staff witness Fortney testified, it is reasonable to include an
estimated charge for the GRR, as AEP-Ohio has produced a revenue requirement for the Turning Point
project, and AEP-Ohio has claimed the Turning Point project as a benefit of the proposed ESP (Tr. X at
1694-1695).” In the Matter of the Application of Columbus Southern Power Company and Ohio Power
Company for Authority to Establish a Standard Service Offer Pursuant to Section 4928.143, Revised
Code, in the Form of an Electric Security Plan, Case Nos. 11-346-EL-SSO et al., Opinion and Order at 30
(December 14, 2011).
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Ms. Thomas fails to account for an increase in the SSO price that is likely to
occur as a result of the AEP-Ohio proposal to conduct a limited energy-only
competitive bid for 5% of the SSO load beginning six months after a final order in

this proceeding. This error understates the cost of the Modified ESP.

AEP-Ohio witness Thomas presents two alternative scenarios in her analysis.
The first focuses solely on the January 2015 to May 2015 delivery period. Here
again, Ms. Thomas’ alternative scenario, as presented on Exhibit LJT-3, page 1
of 1, reflects an assumed capacity cost of $355 per MW-Day for the January
2015 through May 2015 delivery period, which differs from AEP-Ohio’s Modified

ESP proposal, thereby making Ms. Thomas’ analysis defective and meaningless.

Ms. Thomas’ second alternative scenario, as shown on Exhibit LIJT-5, assumes
an amalgamation that mixes the assumed prices of customers receiving SSO
service with the assumed prices paid by customers being served by CRES
providers. As | discuss later in my testimony, | don’'t believe this analysis is
proper. It does not provide an accurate or meaningful comparison of the ESP

versus MRO, and should be disregarded by the Commission.

AEP-Ohio witness Thomas’' analysis of the ESP versus the MRO also is
defective because it includes an apparent error in the current transmission cost
recovery “G” component shown on all of her exhibits. The value that appears in
her exhibits does not tie to the values supported by the workpapers of David M.

Roush, as shown on Exhibit KMM-16.
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Q53. Are there other reasons the Commission should not rely upon AEP-Ohio’s

AS53.

and Ms. Thomas’ competitive benchmark analysis?

Yes. It is not reasonable to rely exclusively upon administratively-determined
estimates of competitive power prices for purposes of portraying the MRO option
when actual auction results for Ohio SSO load are readily available and more
reliable. On August 25, 2010, the Commission approved an ESP for Ohio Edison
Company, The Cleveland Electric llluminating Company and The Toledo Edison
Company (collectively “FirstEnergy”) in Case No. 10-388-EL-SSO. The
FirstEnergy ESP is for a three-year term beginning June 1, 2011 and continuing
through May 31, 2014. A key feature of the ESP is that all of the generation
supply required to provide the SSO to FirstEnergy’s retail customers is obtained
through a CBP. The auction schedule, including the number of tranches secured
in each auction and the associated delivery periods, is shown on Exhibit KMM-
17. Three of the scheduled auctions have been completed to date, securing
tranches associated with all three years of FirstEnergy’s ESP. In the present
circumstances, it is unreasonable to use administratively-determined price
estimates to portray the MRO option in view of the actual CBP information that is
readily available for at least a portion of the period covered by the Modified ESP.
For periods after June 1, 2014, it is appropriate to consider administratively-
determined market price estimates in conjunction with the results of SSO
auctions since comparable bids prices do not yet exist, or as the Commission
has done in other circumstances such as those associated with the FirstEnergy

RSPs, subject the Modified ESP to a CBP test.

58



=

10

11

12

13

14

15

16

17

18

19

20

Q54. Are there other tools to evaluate whether Ms. Thomas’ administratively-

AdS4.

estimated benchmark prices used to portray the MRO option are

reasonable?

Yes. The administratively-estimated benchmark prices can be compared to
actual supply offers. There are several active suppliers in Ohio that publish offer
prices and plans on their websites and allow electronic enrollment. | have
included, as Exhibit KMM-18, a sample of current offers. FirstEnergy Solutions is
offering residential customers of Ohio Edison 6% off of the customer’s price to
compare (“PTC”) through June 2014. The result from the January auction for
FirstEnergy SSO load discussed earlier in my testimony is blended with the
results from prior auctions. Beginning June 1, 2012 through May 31, 2013, the
PTC for FirstEnergy customers will be $53.37 per MWH,'" and the FirstEnergy

Solutions offer for 6% off the PTC is equivalent to $50.17 per MWH.

AEP Retail Energy Partners LLC is offering FirstEnergy residential customers a

24-month fixed price of 5.69 cents per kWh.

As shown on Exhibit KMM-18, in the Duke service area, both FirstEnergy
Solutions and Direct Energy are offering residential customer rates as low as
$56.90 per MWH with contract terms through March 2014, or 12 months,
respectively. AEP Retail Energy Partners LLC is offering residential customers a

fixed price of 5.79 cents per kWh through May 2014. In all instances, these

" A Commission press release announcing the results of the latest FirstEnergy SSO auction and the
blended rate to become effective June 1, 2012 is posted at:
http://www.puco.ohio.gov/puco/index.cfm/media-room/media-releases/firstenergy-customers-can-expect-
lower-electricity-prices-beginning-this-summer/ (last accessed April 12, 2012).
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prices are considerably lower than the administratively-determined competitive
benchmark prices developed by Company witness Thomas for similar delivery

periods.

Why are the January 2012 FirstEnergy auction results much lower than

current street offers for residential customers?

The market dynamics differ between CBP auctions and street offers for
residential customers. The CBP relies upon a descending clock auction in which
bidders have to lower their offer prices in each round in order to stay in
contention for prospective business. Bidders know they must lower their prices
in each auction round to meet or beat other bidders in order to secure any

business.

Retail generation supply street offers, particularly in nascent markets for
residential customers, are often priced in order to beat the default generation
supply price to compare or “PTC”, rather than totally reflecting underlying market
fundamentals. Other competitive offers may provide an additional check on

street offers.

Did you consider using supply offers for AEP-Ohio customers to
benchmark Company witness Thomas’ administratively-determined

competitive benchmark prices?

Yes. | considered this but decided it was not appropriate. As a result of the
regulatory uncertainty in AEP-Ohio’s service area regarding what capacity costs
a CRES provider may or may not incur, and the confusions that AEP-Ohio has
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created in the administration of the two-tiered capacity pricing structure, | elected

to not rely upon supply offers in AEP-Ohio’s EDU service area.

What are the results of the most recent FirstEnergy SSO auctions?

As | noted previously in my testimony, the auction held January 24, 2012
obtained SSO generation supply for the two-year delivery period of June 1, 2012
through May 31, 2014 at a price of $44.76 per MWH. AEP-Ohio affiliates were

winning bidders in the auction.

Why are the prices resulting from the FirstEnergy SSO auctions held in
January 2012 significantly lower than prices resulting from the Duke SSO

auctions in December 2011?

Electricity prices are significantly influenced by the underlying prices of essential
inputs such as fuel (coal, natural gas and oil) used in fossil-fueled generating
facilities. The United States has seen a prolific growth in natural gas production
in recent years due to shale gas development. Natural gas storage inventories
were at record levels at the beginning of winter and a warmer than normal winter
resulted in all-time record high natural gas storage inventories at the end of the
winter heating season. These underlying fundamentals have put downward
pressure on natural gas prices in the spot and forward market and natural gas
prices are at ten year lows. Low natural gas prices have prompted some
switching to natural gas generating facilities from coal-fired generating capacity

and the reduced coal demand has put downward pressure on coal prices as well.
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As a result of these changing fundamentals, wholesale electricity prices have

declined by approximately 30% since December, 2011.

Has AEP-Ohio witness Thomas made additional errors that result in the
capacity component of the benchmark price she uses for purposes of

portraying the MRO option being overstated?

Yes. To derive the competitive benchmark price used in her analysis, rather than
assuming all capacity was priced at prevailing market prices, Ms. Thomas
assumed that capacity prices were set at the $355 per MW-day rate AEP-Ohio

has requested in Case No. 10-2929-EL-UNC.

Why is AEP-Ohio witness Thomas’ utilization of the $355 per MW-day

capacity cost incorrect?

There are several reasons. First, Ms. Thomas is relying upon the so-called state
compensation mechanism that appears in PIJM's RAA to derive the capacity
prices reflected in her competitive benchmark price which is used to portray the
MRO option. The state compensation mechanism results from Schedule 8.1,

Section D.8 of PIM’s RAA, which provides (emphasis added):

In a state regulatory jurisdiction that has implemented retail choice,
the FRR Entity must include in its FRR Capacity Plan all load,
including expected load growth, in the FRR Service Area,
notwithstanding the loss of any such load to or among alternative
retail LSEs. In the case of load reflected in the FRR Capacity Plan
that switches to an alternative retail LSE, where the state
regulatory jurisdiction requires switching customers or the LSE to
compensate the FRR Entity for its FRR capacity obligations, such
state compensation mechanism will prevail. In the absence of a
state compensation mechanism, the applicable alternative retail
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LSE shall compensate the FRR Entity at the capacity price in the
unconstrained portions of the PJM Region, as determined in
accordance with Attachment DD to the PJM Tariff, provided that the
FRR Entity may, at any time, make a filing with FERC under
Sections 205 of the Federal Power Act proposing to change the
basis for compensation to a method based on the FRR Entity's cost
or such other basis shown to be just and reasonable, and a retail
LSE may at any time exercise its rights under Section 206 of the
FPA.

Ms. Thomas fails to recognize that under an MRO, which provides for generation
prices to be established pursuant to a CBP, the CBP bidders are engaged in a
wholesale transaction to provide generation service to the EDU responsible for
providing the SSO, and the EDU remains the LSE under PJM’s tariff. Thus, the
state compensation mechanism reflected in PIJM’s tariff would not be applicable
to bidders in an MRO CBP because the MRO CBP is a wholesale transaction
subject to the jurisdiction of FERC. Thus, the $355 per MW-day premise for her
estimated capacity prices is incorrect even if a $355 per MW-day capacity price
is assumed to apply to CRES providers though the FRR state compensation
mechanism route. Additionally, as previously noted, no regulatory agency has
ever approved a $355 per MW-day charge for capacity. Thus, there is no basis

to rely upon the $355 per MW-day rate in any event.

How would capacity be priced if a competitive bid was conducted if AEP-

Ohio were assumed to be an FRR entity?

As explained earlier in my testimony, AEP-Ohio is an EDU with a generation
business segment. If the vertically-integrated AEP-Ohio elected the FRR option,
the generation business segment could negotiate a wholesale price under which

it would sell capacity resources which must be designated under its FRR plan to
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potential suppliers in the CBP and bidders would reflect these prices in their bids.
Alternatively, prospective bidders could obtain other capacity resources through
ownership or bilateral contracts that they would substitute for currently
designated capacity resources in the FRR plan.'®* Bidders would logically
attempt to maximize the recovery of the capacity cost of such resources in their

bids.

Would potential bidders in the MRO CBP process likely be willing to pay

the Company $355 per MW-day for capacity?

No. While potential bidders may be willing to obtain capacity from AEP-Ohio’s
generation segment, there is no good or rational reason to assume that such
bidders would be willing to pay much more for capacity than they would pay
based on prevailing market prices. As previously discussed, market prices for
capacity are readily identifiable from the transparent BRAs that have been
conducted by PJM as well as the FRR integration auctions conducted for
FirstEnergy. Additionally, and as | discussed at page 23-24 of my testimony,
when advocating for a statewide CBP for SSO load in 2007, AEP-Ohio indicated
that if the Commission directed that a statewide bid be conducted, AEP-Ohio
would sell capacity to winning bidders at RPM prices until such time as it could

terminate its FRR status.

'8 Schedule 8.1 Section G of PIM’s RAA allows an LSE that selects the FRR option to substitute capacity
resources as necessary to cure deficiencies or avoid penalty charges.

64



=

10

11

12

13

14

15

16

17

18

19

20

21

22

Q63.

AGB3.

Q64.

A64.

Have you derived market price estimates for the term of AEP-Ohio’s
Modified ESP based upon the results of the competitive bids conducted to

obtain SSO generation supply for FirstEnergy?

Yes. Based upon the results of the recent auctions to solicit SSO generation
supply for FirstEnergy, | selected a price of $44.76 per MWH as an appropriate
market price estimate for the June 2012 to May 2014 delivery period. For the
period of June 2014 through May 2015, in the interest of simplicity, | started with
the administratively-determined market price estimate of $74.34 used by Ms.
Thomas and then reduced her assumed price to $60.22 per MWH to reflect
known capacity prices based upon RPM. For the period of June 2015 through
May 2016, and in the interest of simplicity, | assumed a market price estimate of
$63.46 per MWH, which is the market price for this delivery period reflected in
Ms. Thomas’ workpapers, similarly adjusted downward to reflect known RPM-
based capacity prices. The calculations supporting these estimates are shown

on Exhibit KMM-19.

How did you develop your estimated market prices for the June 2014

through May 2016 delivery periods?

To derive the estimated market prices | began with AEP-Ohio witness Thomas’
estimated market prices that reflect capacity priced at $145.79. | then adjusted
the capacity component of the price downward to reflect the capacity component
Ms. Thomas estimated based upon RPM prices, as shown on Exhibit LJT-1,

page 2 of 3, of her prior testimony filed in support of the Stipulation in this
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proceeding. At the time my testimony was prepared, capacity prices for the June
2015 through May 2016 delivery period were not known because the BRA will
not occur in May 2012 until after my testimony is filed. Therefore, | assumed
capacity prices at the level for the prior delivery year. Other than modifying the
capacity cost component of the estimated market prices, | made no other
adjustments. This is conservative (favorable to AEP-Ohio’s position) as other
cost components of Ms. Thomas’ administratively-estimated prices, such as the
load shaping and following component and the transaction risk adder, move up
or down in relationship to the overall price. | held these cost components equal
to the levels estimated at a capacity price of $145.79 per MW-day,
notwithstanding the known reduction in capacity prices that result from the RPM

process.

Did the CBP used to secure generation supply for FirstEnergy’s SSO load

require winning bidders to supply advanced energy resources or credits?

No. FirstEnergy plans to conduct a separate request for proposals to obtain

renewable energy credits to satisfy its statutory obligations.

Did you make any adjustments to your market price estimate to reflect
differences associated with the responsibility to provide advanced energy

resources or credits?

Yes. Because the CBP for generation supply for FirstEnergy’s SSO load did not
include the requirement for winning bidders to supply alternative energy

resources or credits, | adjusted the market price upwards to reflect the cost of the
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alternative energy requirement in the competitive benchmark price reflected in
the testimony of Ms. Thomas. This requires an upward adjustment of $.54 per
MWH in 2012, $.79 per MWH in the January 2013 through May 2014 period, and
$1.03 per MWH in the June 2014 through May 2015 period. Ms. Thomas did not
provide an estimate of the cost of alternative energy requirements for June 2015
through May 2016. | escalated the price upward by $1.28 per MWH in the June

2015 through May 2016 period to reflect alternative energy requirements.

Are there any other factors that are necessary to consider in the
comparison of the expected results of an MRO versus AEP-Ohio’s Modified

ESP?

Yes. AEP-Ohio has two distribution riders that were approved as part of the
underlying and current ESPs. These riders are the gridSMART Rider and the
Enhanced Service Reliability Rider. Based upon discussions with counsel, it is
my understanding that these riders were approved pursuant to Section
4928.143(B)(2)(h), Ohio Revised Code. | have been advised by counsel that the
single issue distribution ratemaking provision of Section 4928.143(B)(2)(h), Ohio
Revised Code, is not available under an MRO and that, under an MRO, the SSO

price is a proportional blend of the bid price and the generation service price for

the remaining SSO load. Therefore, the ESP versus MRO comparison must
recognize the elimination of the gridSMART Rider and the Enhanced Service
Reliability Rider that would occur under an MRO. The Modified ESP, if
approved, would also allow the Company to implement the DIR and the Storm
Damage Recovery Mechanism. The ESP versus MRO comparison must
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recognize the elimination of these riders for the purpose of specifying the cost of

the MRO alternative.

Does the ESP versus MRO comparison performed by AEP-Ohio withess

Thomas recognize the costs associated with the proposed GRR?

No. The Modified ESP includes a provision to establish a non-bypassable GRR
as a placeholder rider with an initial charge of zero. The Modified ESP would
allow AEP-Ohio to seek recovery through subsequent proceedings of the cost of
the Turning Point Solar project and a new MR6 unit. On July 1, 2011, the
Company filed supplemental testimony indicating it had reached definitive
agreements with the Turning Point Solar project developer. Company witness
Phillip J. Nelson provided supplemental testimony that includes the projected
revenue requirement for the project.’®* However, Ms. Thomas does not address
or recognize the costs associated with the GRR in her ESP versus MRO
analysis, disregarding the Commission’s prior guidance on this issue which |

discussed earlier in my testimony.

Is it necessary to recognize the costs associated with the GRR in the ESP

versus MRO comparison?

Yes. | have been advised by counsel that an ESP permits, under certain

circumstances and provided statutory criteria are met, a provision for a non-

In the Matter of the Application of Columbus Southern Power Company and Ohio Power Company for
Authority to Establish a Standard Service Offer Pursuant to Section 4928.143, Revised Code, in the Form
of an Electric Security Plan, Case Nos. 11-346-EL-SSO, et al., Supplemental Testimony of Philip J.
Nelson, Exhibit PIN-5, page 2 (May 2, 2012).
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bypassable charge to recover the costs associated with new generating facilities
approved by the Commission as part of an ESP. However, there is no similar

provision that allows such a non-bypassable charge under an MRO.

Are the costs associated with the RSR additional costs under an ESP?

Yes. | have been advised by counsel that there is no lawful authority for the
proposed RSR. However, if the RSR is approved, it would be an additional cost

that must be recognized in the ESP versus MRO analysis.

Did you perform a comparison of the expected results of an MRO versus
AEP-Ohio’s Modified ESP using the adjusted market prices you have

described in your testimony?

Yes. | analyzed multiple scenarios due to how AEP-Ohio has structured its
Modified ESP. First, | examined the delivery periods between June 1, 2012 and
December 31, 2014. | examined these delivery periods because they are prior to
the proposed energy-only auctions to secure generation supply for SSO load on
and after January 1, 2015, and due to the caveats regarding the ESP versus
MRO comparison for the January 2015 to May 2015 delivery period that | discuss
later in my testimony. After making the adjustments discussed in my testimony
and shown on Exhibit KMM-20, the ESP is less favorable than the MRO by $7.64
per MWH or $137 million in the June 2012 through May 2013 delivery period,
$9.53 per MWH or $132 million in the June 2013 through May 2014 delivery
period, and $7.47 per MWH or $61 million in the June 2014 through December

2014 delivery period. Using the assumed SSO load reflected in AEP-Ohio
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witness Allen’s workpapers, which | believe significantly overstates likely
shopping if the AEP-Ohio above-market capacity pricing requests are
entertained, the ESP is less favorable than an MRO by $330 million over this 31-

month period.

What are the results of your ESP versus MRO analysis for the period

January 2015 to May 2015 and June 2015 to May 20167

The ESP is less favorable than an MRO by $13.53 per MWH between January
2015 and May 2015. Using the assumed SSO volumes reflected in AEP-Ohio
witness Allen’s testimony and workpapers, the Modified ESP costs $77 million
more than the MRO for the period. This is in addition to the $333 million higher
cost of the ESP for the June 2012 through December 2014 period | discuss

earlier in my testimony.

For the June 2015 through May 2016 delivery year, the Modified ESP is less
favorable than an MRO by $2.08 per MWH. Assuming the same SSO volumes
as the prior delivery year, the Modified ESP costs $29 million more than the
MRO. This is in addition to the $330 million higher cost of the ESP for the June

2012 through December 2014 period | discuss earlier in my testimony.

Are there additional costs of the Modified ESP that are not reflected in
finding that the Modified ESP is less favorable than the MRO by $330

million?
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Yes. The $330 million only reflects the cost disadvantage to SSO or non-
shopping customers. However, there are three categories of additional costs of
the Modified ESP that customers will experience and must be recognized for
purposes of comparing the Modified ESP to an MRO. First, an additional cost of
the Modified ESP is the above market capacity costs that AEP Ohio wants to levy
on shopping customers. Exhibit WAA-4 to the testimony of AEP Ohio witness
Allen shows that under the Modified ESP, and based upon the switching levels
assumed in Mr. Allen’s testimony, AEP-Ohio expects to collect $1,204 million in
capacity revenue from CRES providers between June 2012 and May 2015 that
will be reflected in the prices CRES providers charge their customers. If CRES
providers were compensating AEP-Ohio at RPM, which reflects prevailing market
prices, | estimate that Mr. Allen’s $1,204 million would drop to $434 million in
capacity revenues between June 2012 and May 2015. The difference of $770
million is an additional cost to consumers of the Modified ESP and is a source of
transition revenue to AEP-Ohio. | have prepared Exhibit KMM-21 which shows
the derivation of the additional $770 million cost to shopping customers that will

result if the Modified ESP is approved.

Second, the $330 million Modified ESP disadvantage only captures the impacts
of the RSR on non-shopping customers. AEP-Ohio proposed that the RSR be
non-bypassable and payable by shopping customers as well. Based upon the
assumed level of shopping reflected in AEP-Ohio witness Allen’s testimony, as
shown on Exhibit KMM-21, the RSR will collect $198 million in transition revenue

from shopping customers between June 1, 2012 and May 31, 2015. The effect
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of the RSR on non-shopping customers is a cost of the Modified ESP and must

be recognized for purposes of comparing it to an MRO.

Third, as discussed in the testimony of IEU-Ohio witness Bowser, the excessive
carrying cost and other improper accounting treatment associated with AEP-
Ohio’s proposed PIRR should be considered an additional cost of the Modified
ESP that is not reflected in my computation of the $330 million ESP
disadvantage. The additional cost of the version of the PIRR included in the

Modified ESP is, based upon net present value analysis, at least $186 million.

Does your analysis understate how much the Modified ESP fails the better

in the aggregate test between June 2012 and December 20147

That is likely so based upon my understanding of the Company’s plans to
conduct an energy-only auction for 5% of the SSO load no later than six months

after the Commission issues a final order in this proceeding.

How does AEP-Ohio plan to conduct this initial limited auction for 5% of

the SSO load and recover the bidder’s cost from SSO customers?

AEP-Ohio has not supplied the details regarding showing how AEP-Ohio plans to
conduct the limited auction for 5% of the SSO load and recover the winning
bidder’s cost from SSO customers. However, in response to discovery, attached
as Exhibit KMM-22, AEP-Ohio indicated it plans to flow the costs of the 5%
energy-only bid through the FAC and make no other changes to base SSO rates

for distribution, transmission and generation. If that is the case, the only way that
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the limited energy-only SSO bid will not require an overall price increase to SSO
customers is if the cleared bid price is lower than AEP-Ohio’s FAC rate. The
market price estimates presented in this case suggest that the results of the
energy-only auction will likely be above the FAC rate and thereby increase the
cost of the ESP as compared to the MRO and make rates less stable and

predictable as well.

The winning bid in the January 2012 FirstEnergy SSO auction was $44.76 per
MWH for the delivery period of June 2012 through May 2014. As shown on
Exhibit KMM-19, the implicit capacity prices reflected in these bids (based upon
capacity priced at RPM) range from $3.19 to $5.78 per MWH for 2012 and $1.35
to $2.33 per MWH for the January 2013 through May 2014 period . If these
implicit capacity prices are subtracted from the cleared bid price of $44.76, it
produces an implicit residual energy bid ranging from $38.98 to $43.41 per
MWH. AEP-Ohio’s FAC reflected in the Modified ESP is $36.10 per MWH. This
and the generation related ancillary service costs of $2.91 per MWH total $39.01.
This indicates the plan to bid out 5% of the SSO load and flow the bid cost
through the FAC will result in higher ESP prices than what is reflected on Exhibit

KMM-20.

The administratively-determined market price estimates developed by AEP-Ohio
witness Thomas support a similar conclusion. For example, the non-capacity
portion of her competitive benchmark price for the June 2012 through May 2013
delivery year ranges from $44.07 to $50.52 per MWH and the non-capacity

portion of the competitive benchmark price for the June 2013 through May 2014

73



10

11

12

13

14

15

16

17

18

19

20

Q76.

A76.

delivery year ranges from $47.07 to $53.95 per MWH, significantly higher than

AEP-Ohio’s expected FAC rate of $36.10 per MWH.?°

All of these factors suggest the proposed energy-only auction provision in the
Modified ESP for 5% of the SSO load will result in higher costs to SSO
customers and those higher costs are not reflected in my ESP versus MRO

analysis.

Are there additional flaws in the ESP versus MRO analysis performed by

AEP-Ohio witness Thomas?

Yes. Ms. Thomas’ testimony, beginning at page 19, states that there are two
options to evaluate the ESP versus MRO for the January 2015 through May 2015
delivery period and both methods produce equivalent results. Ms. Thomas
asserts that because AEP-Ohio is assumed to have divested all of its generating
assets by January 1, 2015, the legacy ESP price to be blended with the CBP
would equal and flow through to customers through the FAC. Her reasoning

includes an incorrect assumption.

AEP-Ohio, in its vertically-integrated form, has proposed to transfer its generation
assets to a non-regulated affiliate as part of its ESP application in this case.
Whether that actually happens, and the timeframe associated with those events,
will likely be a function of subsequent orders of the Commission and the

discretion exercisable by AEP-Ohio and its affiliates. However, what we are

20 Depending on the product definition in the energy-only auction, AEP-Ohio may also avoid the SSO
generation related ancillary service cost of $2.91 per MWH currently recovered through the transmission
cost recovery rider.
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trying to evaluate in the ESP versus MRO comparison context is the MRO
alternative. In other words, for purposes of portraying the MRO alternative, any

potential transfer of generating assets by AEP-Ohio is irrelevant.

It is my understanding that an MRO for an EDU that owns generating assets as
of July 31, 2008 is required to reflect a blending of bid results with legacy ESP

rates. Specifically, Section 4928.142(D), Ohio Revised Code, provides:

The first application filed under this section by an electric
distribution utility that, as of July 31, 2008, directly owns, in whole
or in part, operating electric generating facilities that had been used
and useful in this state shall require that a portion of that utility’s
standard service offer load for the first five years of the market rate
offer be competitively bid under division (A) of this section as
follows: ten per cent of the load in year one, not more than twenty
per cent in year two, thirty per cent in year three, forty per cent in
year four, and fifty per cent in year five. Consistent with those
percentages, the commission shall determine the actual
percentages for each year of years one through five. The standard
service offer price for retail electric generation service under this
first application shall be a proportionate blend of the bid price and
the generation service price for the remaining standard service offer
load, which latter price shall be equal to the electric distribution
utility’s most recent standard service offer price, adjusted upward or
downward as the commission determines reasonable, relative to
the jurisdictional portion of any known and measurable changes
from the level of any one or more of the following costs as reflected
in that most recent standard service offer price:

(1) The electric distribution utility’s prudently incurred cost of fuel
used to produce electricity;

(2) Its prudently incurred purchased power costs;

(3) Its prudently incurred costs of satisfying the supply and demand
portfolio requirements of this state, including, but not limited to,
renewable energy resource and energy efficiency requirements;

(4) Its costs prudently incurred to comply with environmental laws
and regulations, with consideration of the derating of any facility
associated with those costs. In making any adjustment to the most
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recent standard service offer price on the basis of costs described
in division (D) of this section, the commission shall include the
benefits that may become available to the electric distribution utility
as a result of or in connection with the costs included in the
adjustment, including, but not limited to, the utility’s receipt of
emissions credits or its receipt of tax benefits or of other benefits,
and, accordingly, the commission may impose such conditions on
the adjustment to ensure that any such benefits are properly
aligned with the associated cost responsibility. The commission
shall also determine how such adjustments will affect the electric
distribution utility’s return on common equity that may be achieved
by those adjustments. The commission shall not apply its
consideration of the return on common equity to reduce any
adjustments authorized under this division unless the adjustments
will cause the electric distribution utility to earn a return on common
equity that is significantly in excess of the return on common equity
that is earned by publicly traded companies, including utilities, that
face comparable business and financial risk, with such adjustments
for capital structure as may be appropriate. The burden of proof for
demonstrating that significantly excessive earnings will not occur
shall be on the electric distribution utility. Additionally, the
commission may adjust the electric distribution utility’s most recent
standard service offer price by such just and reasonable amount
that the commission determines necessary to address any
emergency that threatens the utility’s financial integrity or to ensure
that the resulting revenue available to the utility for providing the
standard service offer is not so inadequate as to result, directly or
indirectly, in a taking of property without compensation pursuant to
Section 19 of Article I, Ohio Constitution. The electric distribution
utility has the burden of demonstrating that any adjustment to its
most recent standard service offer price is proper in accordance
with this division.

If an MRO is accepted by the Commission, it is my understanding that beginning
in the second year the Commission may prospectively alter the blending
percentages in order to mitigate any abrupt or significant change in rates.
Mathematically, for a company like AEP-Ohio that owns generating assets, this
means the shortest time period to get to a 100% bid result under an MRO s six

years, a fact acknowledged by AEP-Ohio in its application.
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Q77.

ATT.

AEP-Ohio witness Thomas assumes, for the purposes of her analysis, that under
the MRO scenario AEP-Ohio would likewise divest all of its generating assets by
January 1, 2015. | don’t believe the Commission would approve an MRO
coupled with a plan to divest legacy generating assets in such a way as to allow
an EDU to effectively bypass the blending requirements of Section 4928.142(D),

Ohio Revised Code.

Is Ms. Thomas’ assumption about accelerating the MRO’s blending
requirement consistent with prior treatment of the ESP portion of the MRO

price under Section 4928.142(D), Ohio Revised Code?

No. In 2010, Duke Energy Ohio (“Duke”), an EDU with generating assets as of
July 31, 2008, filed a proposed MRO requesting the Commission approve an
accelerated blending period that would result in a CBP for 100% of SSO load
after 2 ¥ years. After conducting an evidentiary hearing, the Commission
dismissed Duke’s MRO application as non-compliant with the law, finding an
initial MRO application under the circumstances was required to reflect the longer
blending period required by the statute.”> Based upon this precedent, the
Commission would not authorize an MRO as envisioned by Ms. Thomas. 1 think
it is far more likely the Commission would require an MRO to reflect blending as
required by the statute and this is the scenario that should be reflected in the

ESP versus MRO analysis. | have reflected that approach on Exhibit KMM-20 in

2 |In the Matter of the Application of Duke Energy Ohio, Inc. for Approval of a Market Rate Offer to
Conduct a Competitive Bidding Process for a Standard Service Offer Electric Generation Supply,
Accounting Modifications, and Tariffs for Generation Service, Case No. 10-2586-EL-SSO, Opinion and
Order (February 23, 2011).
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Q78.

A78.

the column illustrating January 2015 to May 2015 rates. My Exhibit KMM-20
shows that Ms. Thomas’ accelerated blending assumption which she used to

portray the results of the MRO overstates the cost of the MRO option.

Are there other caveats that must be taken into account when analyzing the

ESP versus MRO during the January 2015 to May 2015 delivery period?

Yes. Ignoring for the moment the shortcomings in AEP-Ohio’s witness Thomas’
blending theories, there is a more fundamental flaw in her analysis for the
January 2015 to May 2015 delivery period. Ms. Thomas assumes a capacity
price of $355 per MW-Day (Exhibit LJT-3, page 1 of 1, line 7), which is
significantly different than the capacity price of $255 per MW-day for bidders in
the limited energy-only SSO auction proposed by AEP-Ohio witness Allen in his
testimony. An additional concern with AEP-Ohio’s ESP versus MRO analysis for
the January 2015 to May 2015 delivery period is that AEP-Ohio has provided no
information on how the auction prices will be translated into retail rates for SSO
customers. Thus, even if one assumes that the Modified ESP is more favorable
than the MRO during this five-month period (which it is not), there is no evidence
in this proceeding that the CBP process, when translated into retail SSO rates,
will not produce significant rate shocks and cost shifts on an inter- and intra-class
basis. In the absence of such evidence, there is no basis to conclude that the

resulting Modified ESP SSO retail rates will be just and reasonable.
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A79.

Do you recommend the Commission evaluate the June 2015 to May 2016 delivery

year as part of its overall ESP versus MRO analysis?

It is not necessary for the Commission to evaluate the June 2015 to May 2016
delivery year in order to reach a conclusion that the Modified ESP is not more
favorable in the aggregate than an MRO. However, it is clear AEP-Ohio is
seeking Commission approval to conduct a CBP for the entire SSO load (energy
and capacity) beginning June 1, 2015 through the Modified ESP proposal,
although AEP-Ohio is attempting to delay review of many of the important details
associated with the CBP to a future Commission proceeding. In a companion
application to this proceeding, AEP-Ohio is requesting approval to transfer its
generating assets to an affiliated company. AEP-Ohio has notified PJM that
AEP-Onhio will participate in RPM capacity auctions beginning with the June 2015
through May 2016 delivery year. Similar to FirstEnergy, if AEP-Ohio transfers its
generating assets to an affiliate, the only readily apparent option to obtain SSO
generation supply thereafter, irrespective of whether AEP-Ohio is operating
under an ESP or MRO, would be through a CBP. Therefore, | think it is
reasonable and appropriate for the Commission to consider the likely results of a
100% CBP process for SSO generation for the June 2015 through May 2016

delivery period as part of its consideration of the Modified ESP.

AEP-Ohio is pointing, in this application, to the early transition to a 100% CBP for

SSO load as one of the benefits of its application in this proceeding.
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Q80.

If AEP-Ohio is pointing to the 100% CBP for SSO load as one of the benefits of
its application in this proceeding that the Commission should recognize, | believe
it is necessary to analyze this aspect of the Modified ESP and identify the likely
rate impact to customers for the June 2015 to May 2016 delivery year, at a point
in time in which many industry experts expect electricity prices to rise due to the

impact from tightening environmental regulations.

Analyzing the June 2015 to May 2016 delivery year requires some of the same
caveats | have previously identified in my testimony. For example, we don'’t
know how the CBP prices will be translated into retail SSO rates. However, at a
macro level (EDU) we can evaluate directionally what the expected results will
be. Assuming the competitive benchmark prices reflected in Company witness
Thomas’ workpapers and after making the appropriate adjustments to the prices
to reflect known capacity prices based upon RPM, the resulting SSO bid price
would be $63.46 per MWH and this price can be compared to the blending rate
that would result under an MRO, assuming continued ownership of generating
assets as shown on Exhibit KMM-20. My analysis indicates that an MRO that
blends bid prices with legacy ESP rates rather than the Modified ESP’s
accelerated blending MRO would be more favorable to SSO customers than an
MRO where the SSO price is determined entirely through a CBP in the June

2015 to May 2016 delivery year.

Can you critique the alternative ESP versus MRO analysis conducted by

AEP-Ohio withness Thomas and reflected in Exhibits LJT-4 and LJT-5?
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Q81.

A81.

Yes. The alternative analysis performed by Ms. Thomas is defective and
meaningless. To perform her alternative ESP versus MRO analysis, Ms.
Thomas weighted generation supply prices she assumed customers will be
paying to CRES providers (subject to capacity prices of $145.79 per MW-day and
$255 per MW-Day) with the prices she estimates for customers that remain as
SSO load under the Modified ESP. This is nonsensical. The rates that
customers pay CRES providers are irrelevant in the ESP versus MRO test. The
required test involves a comparison of the SSO rates under the MRO option and

the ESP option.

CONCLUSION

What are your conclusions regarding AEP-Ohio’s request for a two-tiered

capacity charge?

A two-tiered capacity charge would subsidize AEP-Ohio’s generation to the
detriment of customers and competitors and is inconsistent with the state’s
policies of the electric industry restructuring required to enable competitive
markets for electricity generation service. AEP-Ohio’s proposal for pricing CRES
provider capacity amounts to an untimely attempt to seek “transition revenue” in

circumstances where AEP-Ohio previously agreed that it would not do so.

A two-tiered capacity charge that uniquely applies to CRES providers is also
inconsistent with how AEP-Ohio has, for its benefit, historically determined CRES
provider capacity prices and how other affiliated AEP operating companies are

establishing the capacity price for ratemaking purposes.
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A82.

Q83.

As IEU-Ohio witness Hess’ testimony explains, the proposed RSR is also an
unlawful subsidy flowing from noncompetitive service (distribution) to a
competitive service (generation) contrary to the state’s policies and Commission

precedent.

It is my understanding that whatever prices the Commission may establish for
services provided to consumers as well as CRES providers, they must be

comparable and non-discriminatory.

What are your conclusions and recommendations regarding the ESP

versus MRO test?

| recommend the Commission find the Modified ESP is less favorable than an
MRO. Therefore, | recommend that the Commission reject AEP-Ohio’s Modified
ESP and promptly direct AEP-Ohio to restore the use of RPM-based capacity
pricing in all cases where a CRES provider is serving a retail consumer within
AEP-Ohio’s service area. | would also suggest that the protracted debate that
has occurred on the subject of this proceeding has, itself, stymied the ability for
consumers to identify options to reduce their electric bills through “customer
choice” and that the experience in this case strongly suggests that the

Commission should turn to a CBP to establish default generation supply prices.

In your answer to question 82, you suggest that the Commission should
use a CBP to establish default generation supply prices. AEP-Ohio has
claimed that it cannot move to a CBP to set default generation supply
prices until the current pool agreements are modified, corporate separation
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A83.

is complete, AEP-Ohio discontinues its FRR status and, perhaps, other
things happen. Do you agree that competitive bidding must be put off as

AEP-Ohio has claimed?

No, | do not agree.

First, it is my understanding that the FRR option provides the FRR entity with the
opportunity to accelerate termination of its FRR status as a result of regulatory
determinations made by a state regulatory authority. Specifically, Section
8.1(C)(3) of PIM's RAA states “in the event of a State Regulatory Structural
Change, a Party may elect, or terminate its election of, the FRR Alternative
effective as to any Delivery Year by providing written notice of such election or
termination to the Office of the Interconnection in good faith as soon as the Party
becomes aware of such State Regulatory Structural Change but in any event no
later than two months prior to the Base Residual Auction for such Delivery Year.”
Thus, there is an opportunity to accelerate termination of the FRR status.
Additionally, as previously noted, AEP-Ohio has represented to the Commission
its FRR status would not interfere with a state-directed CBP and in order to
expeditiously proceed with a CBP, AEP-Ohio would sell capacity to winning

bidders at prevailing RPM prices.

Second, AEP-Ohio has previously used market-based prices and competitive

bidding to establish default generation supply costs in the case of the pricing
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structure applicable to Ormet Primary Aluminum Corporation®* and the former
Ohio customers of Monongahela Power Company.?® In both cases, AEP-Ohio
claimed that it did not have adequate generation resources to supply generation
to these new loads and that a competitive bidding process was the appropriate
means of identifying the cost of such supply that was passed on to customers.
And, in its first proposed ESP, AEP-Ohio also proposed to use a CBP to
establish an escalating portion of the default generation supply price. As |
described earlier, AEP-Ohio’s comments in Commission Case No. 07-796-EL-
ATA, et al., strongly endorsed the use of a CBP to set default generation supply
prices. These actual or proposed AEP-Ohio uses of competitive bidding to set
default generation supply prices demonstrate that AEP-Ohio’s current position
regarding the alleged barriers to the use of competitive bidding is very different

than the position AEP-Ohio took in prior Commission proceedings.

With regard to corporate separation, it is my understanding that corporate
separation has been a requirement since SB 3 was enacted and that AEP-Ohio’s
original corporate separation plan called for AEP-Ohio to transfer the “wires

business” to a new regulated entity. This approved corporate separation plan

“Columbus Southern Power Company’s and Ohio Power Company’s Application to Set the 2007
Generation Market Price for Ormet’'s Hannibal Facilities, PUCO Case No. 06-1504-EL-UNC, Columbus
Southern Power Company’s and Ohio Power Company’s Ormet-Related 2007 Generation Market Price
Submission (December 26, 2006). See, also, Columbus Southern Power Company’s and Ohio Power
Company’s Application to Set the 2007 Generation Market Price for Ormet’s Hannibal Facilities, PUCO
Case No. 06-1504-EL-UNC, Entry (June 27, 2007); and Columbus Southern Power Company’s and Ohio
Power Company’s Application to Set the 2008 Generation Market Price for Ormet’s Hannibal Facilities,
PUCO Case No. 07-1317-EL-UNC, Columbus Southern Power Company’s and Ohio Power Company’s
Ormet-Related 2008 Generation Market Price Submission (December 27, 2007).

% In the Matter of the Transfer of Monongahela Power Company’s Certified Territory in Ohio to the

Columbus Southern Power Company, PUCO Case No. 05-765-EL-UNC, Opinion and Order
(November 9, 2005).

84



10

11

12

13

14

15

16

17

18

was not implemented by AEP-Ohio. Nonetheless, AEP-Ohio’s distribution,
transmission and generation functions must be considered as separate
businesses subject to safeguards to prevent subsidies and other inappropriate
transfers between competitive and non-competitive functions. The vertically-
integrated core of AEP-Ohio’'s Modified ESP — a core that is designed to
subsidize and protect AEP-Ohio’s competitive generation function — is
fundamentally inconsistent with the role of AEP-Ohio as an electric distribution
utility, the structural reforms undertaken to promote customer choice and the
state policy favoring customer choice and precluding the use of distribution

service to collect, directly or indirectly, for generation related services.

If, as AEP-Ohio now claims, a CBP has to be ignored as an obvious and, |
believe, preferred answer to the question of how to set default generation supply
prices, then | believe it is even more imperative to set CRES provider capacity
prices based on RPM because an RPM-based capacity price will allow the CBP
used to establish the RPM capacity prices to impose a market-based check on

AEP-Ohio’s non cost-based default generation supply prices.

Q84. Does this conclude your testimony?

A84. Yes.
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In the Matter of the Commission Review of the Capacity Charges of Ohio Power Company and
Columbus Southern Power Company, PUCO Case No. 10-2929-EL-UNC.

~ In the Matter of the Application of Columbus Southern Power Company and Ohio Power
Company for Authority to Establish a Standard Service Offer Pursuant to §4928.143, Ohio Rev.
Code, in the Form of an Electric Security Plan, PUCO Case Nos. 11-346-EL-SSO and 11 348-
EL-SSO, et al.

In the Matter of the Application of Columbus Southern Power Company for Approval of its
Electric Security Plan; an Amendment to its Corporate Separation Plan, and the Sale or
Transfer of Certain Generating Assets, Case No. 08-917-EL-SSO and /n the Matter of the
Application of Ohio Power Company for Approval of its Electric Security Plan; and an

Amendment to its Corporate Separation Plan, PUCO Case No. 08-918-EL-SSO (remand °

phase).

In the Matter of the Application of Columbus Southern Power for Approval of its Program
Portfolio Plan and Request for Expedited Consideration, PUCO Case No. 09-1089-EL-POR.

In the Matter of the Application of Ohio Power Company for Approval of its Program‘ Portfolio
Plan and Request for Expedited Consideration, PUCO Case No. 09-1090-EL-POR.

In the Matter of the Application of Ohio Edison Company, The Cleveland Electric llluminating
Company and The Toledo Edison Company for Approval of a Market Rate Offer to Conduct a
Competitive Bidding Process for Standard Service Offer Electric Generation Supply, Accounting
Modifications Associated with Reconciliation Mechanism, and Tariffs for Generation Service,
PUCO Case No. 09-906-EL-SSO.

In the Matter of the Application of Ohio Edison Company, The Cleveland Electric llluminating
Company and The Toledo Edison Company for Authority to Establish a Standard Service Offer
Pursuant to R.C. 4928.143 in the Form of an Electric Security Plan, PUCO Case No. 08-935-
EL-SSO. .

In the Matter of the Application of Ohio Edison Company, The Cleveland Electric Illuminating
Company and The Toledo Edison Company for Approval of a Market Rate Offer to Conduct a
Competitive Bidding Process for Standard Service Offer Electric Generation Supply, Accounting
Modifications Associated with Reconciliation Mechanism, and Tariffs for Generation Service,
PUCO Case No. 08-936-EL-SSO.

In the Matter of the Application of Columbus Southern Power Company for Approval of its
Electric Security Plan, an Amendment to its Corporate Separation Plan; and the Sale or
Transfer of Certain Generating Assets, PUCO Case No. 08-917-EL-SSO.

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, PUCO Case No. 08-918-EL-SSO.

In the Matter of the Application of Duke Energy Ohio for Approval of an Electric Security Plan,
PUCO Case No. 08-920-EL-SSO.

In the Matter of the Application of The Dayton Power and Light Company for Approval of Its
Electric Security Plan, PUCO Case No. 08-1094-EL-SSO.
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BEFORE
THE PUBLIC UTILITIES COMMISSION OF OHIO
DIRECT TESTIMONY OF
WILLIAM R. FORRESTER
ON BEHALF OF
COLUMBUS SOUTHERN POWER COMPANY
CASE NO. 99-__ -EL-ETP
AND
OHIO POWER COMPANY
CASE NO. 99-___-EL-ETP

Personal Data

Please state your name and business address.

My name is William R. Forrester. My business address is 1 Riverside Plaza,
Columbus, Ohio 43215.

‘What is your position in the American Electric Power (AEP) System.

I am the Director of Ohio Regulatory Affairs.

Please briefly describe your educational background and business experience.
I graduated in June, 1965 from The Ohio State University with the degree of
Bachelor of Science in Business Administration. Immediately following
graduation, I became an employee of Columbus and Southern Ohio Electric
Company (subsequently acquired by AEP), and from that time until 1976 my
responsibilities included the preparation of reports, financial forecasts, internal
audits and special financial studies. I was Manager of the Reports and Studies
Area of the Accounting Department from 1976 to November, 1977. In
November, 1977 I was appointed Assistant Director of Rates and Regulations and

in April, 1978 T was appointed Director of Rates and Regulations. In January,
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1996 I was appointed Director of Ohio Regulatory Affairs. Also, I have been a
Certified Public Accountant since 1988.
What are your duties as Director of Ohio Regulatory Affairs?
My duties iﬁclude the supervision and direction of the Regulatory Affairs
Department in the American Electric Power Ohio State Office, which has the
responsibility for rate and regulatory matters affecting Ohio Power Company
(OPCO) as well as affecting Columbus Southem Power Company (CSP). Both
OPCO and CSP are operating subsidiaries of AEP.

Q. For whom are you testifying in this proceéding‘?

A. OPCO and CSP. |
Have you previously submitted testimony as a witness before any regulatory
commission?

A. Yes. In addition to previous testimonies before this Commission, I have testified

on behalf of CSP before the Federal Energy Regulatory Commission (FERC).

Purpose of Testimony
Q. What is the purpose of your testimony in this proceeding?
A. The purpose of my testimony is to:
L. Sponsor an overview of OPCO and CSP’s Transition Plan filing including
the recovery of transition costs.
2. Sponsor the Tax Recovery Methodology in the Unbundled Rate Schedules
(i.e., provide the basis for the utilization of tariff riders regarding the

increase or decrease of state or local taxes included in CSP and OPCO’s
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eXisting base rate levels). CompanyVWitness Pyle will sponsor the state
and local tax changes brought about by thé passage of Am. Sub. S. B. No.
3 and certain adjustments to taxes other than income taxes and state and
municipal income taxes resulting from the implementation of new and/or
revised tax statutes aﬁplicable to public utilities in Ohio.

Sponsor the Universal Service Fund Rider (PIPP repIacemeﬁt) and the
Energy Efficiency Fund Rider (Revolving Efficiency Loan Fund/DSM).
Sponsor the Corporate Separation Plan including Code of Conduct. In this
regard, I am also sponsoriﬁg Part B of the rules, with the exceptions that
Company Witness Pena will cover the financial considerations concerning
the Corporate Separation Plan including Part B, §(G)(3), and Company
Witness Knorr is testifying to the requirements for separate accounting
including Part B, §(G)(2), and the Cost Allocation Manual (CAM)
requirements including Part B, §(TX1)-9).

Support OPCO and CSP’s participation in the Statewide Consumer
Education Plan and Part E; and to explain the customer education
campaign goals and objectives, and how CSP and OPCO will structure,
implement and manage the customer education campaign in accordance
with Am. Sub. S. B. No. 3. Iwill also sponsor CSP and OPCQO’s share of
the Statewide Consumer Education Plan implementation costs.

Sponsor CSP and OPCQO’s Shopping Incentive Plan including Part H.




1 List of Exhibits
2 Q Please note the exhibits you are sponsoring in this proceeding?

3 A 1 am sponsoring the following exhibits:

4 Description
5 1. EXHIBIT NO.___ WRF-1 CSP and OPCO’s Projected PIPP Unrecovered
6 Balances as of 6/30/2000.
7 ,
8 2. EXHIBIT NO.___WRF-2 which is a graphic representation of the planned
9. Corporate Separation.
10
11 3. EXHIBIT NO.____ WREF-3, CSP and OPCO’s Customer Choice Education
12 Program Cost Responsibility based on the number of customers as of
13 December 31, 1997, for CSP and OPCO.
14
15 4. EXHIBIT NO.___WRF-4, CSP and OPCO’s Projected Transition Plan
16 Filing Expenses.
17
i3 Q. Were these schedules prepared by you or under your supervision?
19 A Yes.
20

21 Overview of the OPCQ and CSP Transition Plan Filing Including the Recovery of
22 Transition Costs

23
24 Q. Would you please provide an overview of CSP and OPCCO’s Transition Plan
25 filing?

26 A Yes. Both Companies’ filings were prepared from the Commission transition

27 rules and consumer education plan. In order to provide a clear understanding of
28 the Companies’ filings the Companies have responded where applicable, to each
29 rule and to the consumer education plan. By preparing the filings in this manner
30 all parties will be able to relate each of the Companies’ responses o the specific
31 rules and to the plan.
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Are CSP and OPCO requesting transition costs to be included in the unbundled
rates?

Yes. CSP and OPCO are requesting that Regulatory Assets and Stranded Costs
be included in the unbundled rates.

Why are the Companies requesting that they be permitted to recover regulatory
assets as part of their transition costs?

Regulatory assets represent expenses that should have been included in the
determination of rates that customers would pay for electric service, but for a
variety of reasons, were not included in the determination of prior and/or existing
rates. As aresult, these expenses were deferred as regulatory assets for recovery
through inclusion in future rates. Customers have been paying lower rates
because of the deferral 6f these past expenses as regulatory assets for recovery in
future rates. That is why the Companies refer to regulatory assets, such as the
regulatory asset related to SFAS 109 balances, as “Customer Receivables™ for
future recovery.

Can you give a specific example of a regulatory asset that resulted in lower
current rates for customers?

Yes. In CSP’s last rate case, Case No. 91-418-EL-AIR, CSP had requested that
the Zimmer embedded interest incurred after the in-service date of Zimmer but
prior to the effective date of the rates resulting from that case, be included in the
rates determined in that proceeding. The Commission did not include that
embedded interest in those rates, but authorized CSP to defer that expense to be

included in CSP’s next general rate proceeding. CSP's customers have been
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paying lower rates than they would have paid had the Zimmer embedded interest
been included in the determination of the current rates.

How does Am. Sub. S. B. No. 3 change how the Companies will recover the
regulatory assets?

Am Sub. S. B. No. 3 removes Commission regulation of the rate associated with
generation. Because of this, the Companies will not be able to recover generation
related prior period expenses deferred for recovery as regulatory assets in future
regulated rates, i.e. “Customer Receivables™. Therefore the Companies are
requesting the Commission’s authority to charge a transition charge to recover
these stranded generation-related regulatory assets over the ten-year transition
period.

Would you please describe the Companies’ proposal to recover its stranded
generation-related regulatory assets in their Transition Plan filings?

CSP and OPCO are proposing to include recovery of its stranded generation-
related regulatory assets over the ten-year transition period provided for in Am.
Sub. 8. B. No. 3. The Companies have determined the amount of amortization of
their stranded generation-related regulatory assets ‘that was included in each
Company’s Iasi base r'ate-case ﬁlmg Ti;ééé: bamm‘lnts 6f recovery of re gulatoryb
assets were included in the transition charge during the Market Development
Period (the first five years). The remaining unrecovered balances of these
stranded generation-related regulatory assets at December 31, 2005, were divided

by the estimated KWH to be delivered over the remaining five years of the ten-
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year transition period, to determine the transition charge for the period January 1,
2006, through December 31, 2010.

Why are CSP and OPCO proposing to recover stranded generation-related
regulatory assets over the full ten-year transition period allowed by Am. Sub.

S. B. No. 37

Because of the significant balances of stranded generation related regulatory
assets both Companies have, and the relatively small amount of amortization of
those regulatory assets included in current rates, it was determined that utilizing
the full ten-year period would be the best way to keep the transition charge
associated with regulatory assets as low as possible. In addition, by including
only the amount of amortization of regulatory assets that are in current rates in the
initjal five-year Market Development Period, development of a competitive

generation market will be assisted because of a lower transition charge.

- Were CSP and OPCQ’s regulatory assets prudently incurred?

Yes. Based upon previous Commission orders and the accounting practices
contained in those orders, as detailed in Company Witness McCoy's testimony,
all of the regulatory assets recorded on both Companies’ books have been
prudently incurred.

Have the regulatory assets included in CSP and OPCQ’s transition filings been
directly assigned or allocated to the Companies’ retail electric generation and are
they legitimate, net, verifiable costs to provide service to consumers in the State

of Ohia?
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Yes. The stranded generation-related regulatory assets included for recovery in
this transition filing have either been directly assigned or allocated to the retail
electric generation of CSP or OPCO. Further, they are legitimate, net, verifiable
costs to provide service to consumers in the State of Ohio.

Are these stranded generation-related regulatory assets of CSP and OPCO
unrecoverable in a competitive market?

Yes. Based upon Company Witness Landon’s testimony regarding stranded
costs, it is clear that it is highly unlikely that either CSP or OPCO would be able
to recover any of those regulatory assets in a competitive market.

But for Am. Sub. S. B. No. 3, would CSP and OPCO have otherwise been entitled
to an opportunity to recover their regulatory assets on a going forward basis under
Commission regulation?

Yés. Based upon an extensive history of regulation by the Commission and the
past practices employed by the Commission in rate setting proceedings, it is clear
that CSP and OPCO would have been entitled to an opportunity to recover the
regulatory assets that both Companies have on their books.

Do CSP and OPCO have other projected transition costs that the Companies are
seeking to recover in their transition charges?

Y:CS. First I want to discuss new regulatory assets that CSP and OPCO want the
Commission to establish through the Transition Plan proceedings. These new
regulatory assets are: the cost resulting from SFAS 106 (Post-Retirement
Benefits) Transition Obligation; the cost, mandated by Am. Sub. S. B. No. 3, for

consumer education on electric restructuring; the cost of the development and

11




10

11

12

13

14

15

16

17

18

19

20

21

22

23

operation of the operational support systems that the electric distribution service
provider must have to allow electric consumers to choose their supplier of electric
generation service; and the cost of CSP and OPCO Transition Plan filings
including the public notices required and the necessary hearings >on both

Companies’ transition filings.

' ‘Why should SFAS 106, Transition Obligation, be set up as a regulatory asset?

Company Witness McCoy explains why these costs should be included as new
regulatory assets to afford a reasonable opportunity under the Transition Plan
filing rules for recovery of these mandated expenses in the future.

Why should the consumer education expenses mandated by Am. Sub. S. B. No. 3
be setup as a regulatory asset?

The costs associated with the consnmer education on electric restructuring are
new legislatively mandated incremental costs that CSP and OPCO must spend
during the Market Development Period. These costs must be established as new
regulatory assets to afford a reasonable opportanity under the Transition Plan
filing rules for recovery of these mandated expenses in the future.

Please state why the development and operation costs related to the operational
support systems should be a new regulatory asset?

The operational support systems that are nécessary to allow customers to choose
an alternative generation supplier are new incremental costs of implementing
legislatively created customer choice in Ohio. The only way that there will be a
reasonable opportunity under the Transition Plan filing rules to recover those

costs is if the Commission makes these costs new regulatory assets. Company
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Witness Laine explains what will be required in the operational support systems
and estimates the developmental and operational costs of those systemns. ‘
Why have CSP and OPCO included the expenses for filing their Transition Plans
as new regulatory assets?

CSP and OPCO have included the expenses of filing the Transition Plans as new
regulatory assets in order to have a reasonable opportunity to recover these
incremental expenses. The Transition Plan filing expenses are similar to rate case
expenses that have been included in base rate case proceedings for as long as I
can remember. There is, however, one significant difference between rate case
expenses and Transition Plan filing expenses: CSP and OPCO had the ability to

make the determination of if and when a rate case would be filed. Neither

Company has the option to not file a Transition Plan filing. Both Companies are
required by Am. Sub. S. B. No. 3 to make the transition filings, and therefore, the
expenses associated with the Transition Plan filings should be recoverable as new
regulatory assets.

What incremental expenses are included in the estimated Transition Plan filing
expenses?

EXHIBIT NO. ___ WRF-4 shows the detail of the estimated incremental
Transition Plan filing expenses. The item for the Commission Required Notice is
the estimated cost of the Commission’s required Transition Plan filing notice.
The Companies have retained outside counsel to assist the Corapanies in all
aspects of the Transition Plan filings. The Companies have hired an outside

expert to provide calculations of the uneconomic generation assets. The
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Commission has hired a consultant to assist the Staff in an economic valuation of
the generating assets in Ohio and the Companies will have to pay a share of the
cost of that consultant. All of these expenses are iﬁcremcntal expenses and do not
include any Company labor.

Are all of the amounts of these new regulatory assets final expenses that should be
used in the detenhination of the rates?

No. The SFAS 106, Transition Obligation for Post-Retirement Benefits can be
considered a final expense number. The estimates for the consumer education can
also be considered a final expense number. However, as is indicated in Company
Witness Laine’s testimony, the estimate for the cost of the operational support
systems is just an estimate of one possible way of providing those operational
suﬁport systems. Company Witness Laine states that the Company is looking at
different ways to provide those operational support systems which could
significantly change the estimated costs of those systems. The estimates that I
have included for the transition filing expenses are just estimates. The actual
transition filing expenses will most likely be somewhat different than those
estimates.

How should the actual expenses of the operational support systems and the
transition filing expenses be reflected in the rates?

There are two suggestions to handling these expenses. The first is that the
Company will provide revised estimates for these expenses two weeks prior to the
start of hearings on the transition filings. The second is that in the year 2004

when the Commission is reviewing the regulatory assets, these expenses can be
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adjusted to reflect the actual expenses associated with the operational support

systems and the actual transition filing expenses.

The Company’s intention is to assure that it has the opportunity to recover the
incremental costs of the transition to a competitive generation supply. This
recovery should be of the actual costs whether those actual costs are greater or
lower than the estimates included in this filing. The Commission can provide a
“true-up” mechanism that will make sure that the distribution customers only pay
the actual incremental costs of this transition.

What other transition costs are CSP and OPCO proposing in their Transition Plan
filings?

CSP and OPCO are proposing that stranded generation asset costs be included in
the transition charges.

What method of determination of suandéd generation asset costs to be included in
the transition charge are the Companies proposing?

The Cornpanies are proposing the “revenues lost” approach. Under that approach,
stranded costs are clalculated by subtracting the competiﬁve market value of the
power the customer wéuld have purchased froni the fevenﬁes that the customer
would have paid had it stayed on the uﬁlity’s generation system. Therefore, the
Cormpanies are proposing that the difference between the lower market price and
the unbundied generation rate be included in the transition charge to provide
recovery for the stranded generation asset costs. Company Witness Landon

dermonstrates that calculating the future economic value of the generation assets is

12
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very difficult. The calculation of the difference between the lower market price
and the unbundled generation rate is a much simpler calculation and it provides
the Companies an opportunity to recover those stranded generation asset costs.
Moreover, as the Federal Energy Regulatory Commnission has stated “the
revenues lost approach is the fairest and most efficient way to balance the
competing interests of those involved.”

What market price have you used in this transition filing to calculate the stranded

- generation asset costs to be included in the transition charge?

The market price of 24.69 was taken from Company Witness Landon’s EXHIBIT
NO. ___ JHL-2 for the year 2001. Company Witness Thomas adjusted that
market price to reflect the appropriate load factors and losses for each tariff for
CSP and OPCO. The resulting market price of each tariff is then compared to
each tariff’s unbundled generation rate. For each tariff where the market price is
below the unbundled generation rate a transition charge for the difference would

be applied through a tariff rider.

A representative market price and adjustments to reflect individual tariff
schedules should be determined before the start of each year in the Market
Development Period to determine the transition charge to be applied during the

following year.
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Unbundled Rate Schedules — Tax Recovery Methodology

Q.

Which tax changes in Am. Sub. S. B. No. 3 will affect CSP and OPCO and what

are the effective dates?
The following taxes will change with respect to CSP and OPCO as of the

indicated effective dates:

Kilowatt Hour Tax Begins 05/01/01
Public Utility Excise Tax (Gross Receipts) Ends 04/30/02
Property Tax Reduction Effective 01/01/01
Ohio Franchise Tax Begins 01/01/02
Municipal Iﬂcome Tax Begins 01/01/02

Which taxes specifically addressed in Am. Sub. S. B. No. 3 relate to unbundled
rates?

Ohio Revised Code (ORC) Section 4928.34 indicates that unbundled rates shall
be adjusted for any changes in the taxation of electric utilities and retail electric
service resulting from the passage of Am. Sub. S. B. No. 3. ORC Section 4928.35
provides that the unbundied rate schedules should reflect tax law changes that
have a material effect‘dn utilities or if utiiiﬁes recéive any refund as'a rc'sult.of tﬁe
resolution of utility property valuation litigation.

Which tax changes meet the criteria established in ORC Sections 4928.34 and
should be reflected as adjustments in the computation of unbundled rates of CSP
and OPCO?

The following taxes should be included as adjustments in the computation of
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unbundled rates of CSP and OPCO: gross receipts tax, personal property taxes,
kilowatt-hour tax, Ohio franchise tax, deferred state income taxes, municipal
income taxes, and deferred municipal incorne taxes.

What methodology do you recommended to reflect tax changes imposed by the
deregulation legislation?

Separate rate riders are recommended tc capture the tax changes resulting from
the elimination of the gross receipts tax, reduction in personal property taxes, and
introduction of the kilowatt-hour tax. Separate rate riders are also recommended
for the introduction of the Ohio franchise tax and addition of the municipal
income taxes, including adoption of deferred state and local income tax
accounting resulting from restructuriné

Why are you recommending that CSP and OPCO use separate rate riders for these
tax changes? |

Because of the different effectivg dates of the various tax changes, the best way to
implement those tax changes is through separate rate riders with varying effective
dates. In addition, many of these tax changes have to have estimates of the
amount of the tax chaqge. By using separate rate riders, any required adjustment

to the tax change can be made easily.

Schedule of Effective Dates for Rate Riders

Q.  When do you propose that the rate riders should take effect?

The rate rider for the elimination of the gross receipts tax should be effective May

1,2002. The rate rider for the reduction in personal property taxes should be
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effective January 1, 2001. The rate rider for the new kilowatt-hour tax should be
effective May 1, 2001. The rate rider for the Ohio franchise tax, including deferred
state income taxes, should be effective January 1, 2001. Company Witness Pyle
explains why the effective date for the Ohio Franchise Tax should be January 1,
2001 rather than January 1, 2002, The rate rider for municipal income taxes,
including deferred municipal income taxes, should be effective Jaﬁuary 1, 2002.
Why are you proposing an effective date of May 1, 2002 for the gross receipts
rider?
The final privilege year for the gross receipts tax begins May 1, 2001 and ends
April 30, 2002. The final measurement period for the gross receipts tax ends
April 30, 2001. For financial purposes, the tax is amortized to expense ratably
over the privilege year and not the measurement year. ORC Section
4928.34(A)(6) states that, “(t)o the extent such total annual amount of the tax-
related adjustment is greater than or less than the comparable amount of the total
annual tax reduction experienced by the electric utility as a result of the
provisions of Am. Sub. S. B. No. 3 of the 123™ General Assembly, such
difference shall be addressed by thc Comnﬁssion through accounting procedures,
refunds, or an annual surcharge or credit to customers, or through other
appropriate means, to avoid placing the financial responsibility for the difference
upon the electric utility or its shareholders.” Selecting May 1, 2002 as the
cffective\ date of the gross receipts rider is the only way by which the Commission
can avoid placing the financial responsibility for the difference in the amount of

the tax-related adjustments on the utilities or their shareholders.

16

19




10

11

12

13

14

15

16

17

18

19

20

21

22

23

Universal Service Fund Rider (PIPP Replacement)

Q.

How have CSP and OPCO determined the Universal Service Fund rider that has
been included in each Company’s unbundled rates?

Both CSP and OPCO took the PIPP riders that are currently in effect and added to

those rates the low-income DSM program expenses built into base rates. This

treatment is set forth in Am. Sub. S. B. No. 3.

Do the Companies’ rcurrent PIPP rates include a recovery of prior unrecovered
PIPP balances?

No. Both CSP and OPCO’s current PIPP rates include only the amount that was
intended to recover the ongoing PIPP expenses.

Will CSP and OPCO have unrecovered PIPP balances on July 1, 2000 when the
PIPP program is turned over to the Department of Development (DOD)?

Yes. EXHIBIT NO. ___ 'WRF-1 shows the estimated unrecovered PIPP balances
for CSP and OPCO.

Would you explain how these estimated unrecovered balances were calculated?
The starting point is the Total Aged PIPP bills as of September 30, 1999. This is
the amount of PIPP billings that are greater than the amount of payments received
from PIPP customers. To this amount the estimated PIPP aged bills for the period
October 1, 1999 through June 30, 2000 were added. The estimated arrears credits
were then added and the estimated reinstatements were subtracted to arrive at the
estimated cumulative total aged Pﬁ’P bills as of June 30, 2000. The next step was

to take the cumulative total PIPP Rider billed as of September 30, 1999. To this
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was added the estimated PIPP rider billed for the period October 1, 1999 through
June 30, 2000. The difference between estimated cumulative total aged PIPP bills
and the estimated cumulative total PIPP rider is the estimated unrecovered PIPP
balances. CSP’s unrecovered PIPP balance is $18,951,773 and OPCQ’s
unrecovered PIPP balance is $8,757,482.

What treatment is being proposed for these unrecovered PIPP balances?

As shown in Part F, CSP and OPCQ have included these unrecovered PIPP
balances in their stranded generation-related regulatory asset balances as of
December 31, 2000.

Have the Companies received any new rules regarding the Universal Service Fund
from the DOD?

Yes. The Companies have met with the DOD and have provided PIPP information
to the DOD. On December 9, 1999 the Companies received a proposed set of rules
from DOD and a workshop was held on December 16, 1999. The Companies will
continue to work with DOD on the new rules and if the final rules require changes,

this testimony will be supplemented as necessary.

Energy Efficiency Fund Rider (Revolving Efficiency Loan Fund/DSM)

.Q'

How have CSP and OPCO developed the Energy Efficiency Fund Rider to fund
the Revolving Efficiency Loan Fund?

CSP had $2 million of DSM expense built into base rates and OPCO had
approximately $3.0 million of DSM expense built into base rates. These amounts,

less the low-income DSM expense that was included in the Universal Service Fund
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rider, were used to develop the Energy Efficiency Fund Rider. Company Witness

Thomas has included both the Universal Service Fund rider and the Energy

Efficiency Fund rider in Schedule UNB-1.

Corporate Separation Plan Including Code of Conduct

Q.

How do the Companies intend to meet the corporate separation requirement of
Am. Sub. S. B. No. 3 and the Commission Rules on Corporate Separation?

Part B in the Companies’ Transition Plan Filing fully sets forth responses to the
Commission’s Rules. OPCO and CSP plan to establish new transmission
subsidiaries and new distribution subsidiaries. These new subsidiaries WiII own
and operate all of the transmission and distribution assets currently owned by
OPCO and CSP.

Will the new distribution subsidiaries be electric utilities and the providers of
default service?

Yes. These new distribution subsidiaries will provide default service under the
unbundled existing tariffs of OPCO and CSP.

In Part B, the Companies state‘ that the new transmission and new distribution
subsidiaries will continue to provide transmission and distribution services to
industrial and commmercial customers and to municipal electric systems and rural
electric cooperatives. Would you please explain what type of transmission and
distribution services the Companies provide to these customers?

The transmission and distribution services offered to customers include
engineering analysis, emergency repairs, rebuilds and upgrades on customer-

owned electric equipment, meter and laboratory services, power quality
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improvements and safety training. The Companies have provided these services to
customers for many years.

What are the benefits of the new transmission and new distribution subsidiaries
continuing to offer these services?

All of these services are extensions of the Companies’ core transmission and
distribution services. By continuing to offer these services the new transmission
and new distribution subsidiaries can fill in the valleys in the core work, thereby
allowing maximum utilization of labor and equipment. This allows the
transmission and distribution subsidiaries to staff skilled personne! for peak
workloads, such as large-scale outages, without incurring the corresponding full
expense burden. All payments received by the transmission and distribution -
subsidiaries for providing these transmission and distribution services to customers
are credited to the cost of providing the core transmission and distribution services.
Benefits from these services is reflected in the current rates which the Companies
have unbundled in this Transition Plan filing.

Are there any other unique services that will be moved to the new transmission and
new distribution subsidiaries?

Yes. CSP and OPCO have storage water heater rentat programs that will be
moved to the new disu-ibution subsidiaries. The Companies plan to phase-out the
storage water heater rental program during the Market Development Period. The
storage water heater rental program no longer is appropriate when there is a
competitive market for generation services. The Companies will not market any

new storage water heater rentals and will phase-out the rental program during the
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Market Development Period. This should provide all current storage water heater
rental customers ample time to transition to some other means of meeting their hot
water requirements.

Could you eiplain further how this corporate separation will meet the requirements
of Am. Sub. S. B. No. 37

EXHIBIT NO.____ WRF-2 is a graphic representation of the planned corporate
separation. The left side of this exhibit shows how CSP and OPCO currently are
organized. The rest of this exhibit shows how the planned corporate separation
will be organized. CSP and OPCO will continue to own and operate the
generation assets. The two new subsidiaries of each Company will own and
operate the transmission and distribution assets, respectively. AEP may also create
a competitive retail electric supply (CRS) affiliate shown on this exhibit as AEP
Competitive Retail Energy Co. The black and white single-hatched line on this
exhibit shows the separation between the electric utility (i.e., the wires companies)
and the unregulated generation and competitive retail electric supply affiliate.
‘What is the timeline for the separation plan?

The required regulatory approvals at the FERC and the SEC to accomplish the
proposed corporafe separation plan will be sought during the year 2000. After
receiving the required approvals, the new transmission and distribution
subsidiaries for OPCO and CSP will be established.

What FERC approval is required in connection with this separation plan?

FERC approval is required of the generation supply agreements from OPCO and

CSP to their respective distribution subsidiaries at their unbundled generation rates
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to enable these subsidiaries to provide default service during the Market
Development Pericd. In addition, any other sales for resale by the AEP operating
companies to a CRS or the distribution subsidiaries would also be subject to FERC
jurisdiction. |

Ts there any chance that this proposed corporate separation plan could change?
Yes. It is possible that there could be changes to the proposed corporate separation
plan. If there are any changes to the corporate separation plan, this testimony and
Part B to the Transition Plan Filing will be amended and filed as soon as possible.
Please describe CSP and OPCQO’s Code of Conduct.

CSP and OPCO wili adopt the Code of Conduct as set forth in the rules that were
issued November 30, 1999. Part B provides detailed responses to the questions
posed by the Commission’s rules regarding how the Companies will comply with
the Code of Conduct.

How will CSP and OPCO communicate the Code of Conduct to affected
employees?

CSP and OPCO intend to develop a three-phase approach to educating employees
about the Code of Conduct and the corporate separation rules. The first phase will
be a message to alert employees of the requirement of Am. Sub. S. B. No. 3 and
the Code of Conduct. In particular the employees will be notified that they are
prohibited from any ﬁansfer of any information in advance of implementation of
the corporate separation plan that would be prohibited once that plan is in effect.
This will be completed by January 1, 2000. The second phase will be to train any

CRS employees concerning the requirements of the corporate separation rules.
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The third phase will be to provide detailed training to all affected electric utility
employees regarding the corporate separation rules. Phases two and three of the
training will be completed prior to January 1, 2001.

How will OPCQ and CSP monitor employees’ compliance with the corporate
separation rules?

AEP’s Internal Audit Department will have the responsibility for monitoring
compliance with the corporate separation rules. The Company Response to Part B,

§(H)(3) provides details as to the primary areas to be reviewed by the Internal

* Audit Department.

Statewide Consumer Education Plan

Q.

Nature of the Customer Education Campaign
Please describe the customer education campaign required by Am. Sub. S. B. No.
3?
The customer education campaign will provide objective, useful information to
Ohio’s electric customers who will have the option to choose electric suppliers
béginang January 1, 2001. The campaign will raise awareness of choice, and
provide information about how to choose a supplier.
What are the effective dates for the customer education campaign?
The campaign to educate customers during the Market Development Period will
begin in 2000, and continue through the Market Development Period for CSP and

OPCQO.
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General Plan
What is the general strategy for educating customers about electric choice?
CSP and OPCO, working with the state’s other electric utilities through The Ohio
Electric Utility Institute (OEUI) will support and irnplement a statewide and a
coordinated local-territory campaign. The statewide campaign will be managed
by the Commission Staff on a day-to-day basis. The local campaigns conduc;cd
by CSP and OPCO will dovetail with the statewide campaign, using the same
messages taiiored for specific audiences and platforms.
How will the campaign be managed?
The campaign will be managed on a day-to-day basis by the Commission Staff.

An advisory group, consisting of selected members, will review materials and

recommend action; however, its recommendations will not be binding. CSP and
OPCO will work with the statewide campaign to disseminate the same
information as well as more in-depth information, to customers in their service
territories.

How will the advisory group be selected, managed and utilized?

A single statewide advisory group will consist of a representative of the‘
Commussion staff, the Ohio Consumers’ Couﬁsel, the iltilities, and an energy
marketer. Representatives of certain customer classes will also be included. The
individuals will have the necessary skills and experience to contribute meaningful
and credible input to the group, and demonstrate an effective background, skills
aﬁd experience in public relations, advertising, communications or consumer

education. The group will be advisory in nature only; however, its
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recommendations will be given full consideration commensurate with its
professional expertise. The group will not be a decision-making body.
Recommendations of the group will be applicable in the same manner to local
territory-specific campaigns as well. A service territory-specific group similar in
size and make-up to the state group will also be convened for CSP and OPCO.
How will an advertising agency/public relations firm be chosen and managed?
The Commission staff will submit a Request for Proposals to full-service
advcrtisingr and public relations firms or, in the alternative, an advertising firm
and a public relations firm. The statewide campaign advisory group will review
the responses and narrow the field to at most ten agencies. The Commission will
select the successful bidding firm. Commission staff will be the primary contact
for the agency.

‘What audiences will CSP and OPCO target for education efforts?

CSP and OPCO will specifically target residential customers, and sinall- and mid-
sized commercial customers, elected officials, community leaders and civic
organizations, trade associations and consumer groups. Industrial customers have
special needs that will be addressed on an individual basis. A particular effort
will target low-income, special needs and hard-to-reach customers in the service
territories. CSP and OPCO will also target community-based organizations, with
the intent of working with them to reach their constituents with the campaign
messages.

How will the campaign employ research?
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Statewide research will be conducted by an independent agency to determine the
baseline level of customer awareness prior to the start of the campaign. Research
will be repeated every six months to determine changes in awareness. After the
initial baseline survey, and once the education campaign has started, research will
also be used to gauge the level of knowledge of choice and how to select an
electricity supplier. Information from the research will be used to fine-tune
messages and tactics.

‘What is the timeline for the campaign?

The RFP will be issued by the Commission during the first quarter of 2000.
Research will be conducted spring 2000, and campaign and message development
will follow closely after that. Internet pages and web site linkages wiil be
developed shortly upon completion of the message development. Some
community-based activities — e.g., speaker engagements, fair participation, Jocal
news releaéesﬂetters to editors/op eds — will begin second quarter, 2000.
Campaign paid mass-media advertising will begin the third quarter. The
campaign for the remainder of the Market Development Period will be developed
third/fourth quarter 2000.

‘What tactics will the éaxnpaign include?

The campaign will rely heavily on public relations tactics at the outset, and use .
paid advertising in the third quarter of 2000 that will raise awareness and refer
people to more detailed information sources (e.g., web site, brachure, call center).
The public relations tactics include, but are not limited to, direct mail, media

relations, special events, speakers’ burean, collateral material, web site, and call
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center. We will also leverage our partnerships with community-based agencies
and organizations and trade organizations. These tactics will be deployed at the
state and local levels.

What will the CSP and OPCO temitory-specific consumer education plans
include?

Because the territory-specific campaign will mirror the statewide campaign, and
because the primary research has not been conducted and the statewide campaign
has not been developed, it is not possible to present a detailed territory-specific
consumer education campaign with objectives, strategies and tactics; messages; a
timeline; and a line-item budget. The goal will be to conduct a statewide and a
territory-specific campaign that: 1. Raises consumer awareness of customer
choice; 2. Generates consumer interest in customer choice; 3. Builds consumer
knowledge of how customer choice works and how to participate; 4. Provides
accurate, objective information; 5. Minimizes consumer confusion; and 6.
Reaches special-interest populations. CSP and OPCO will be responsible for
spending up to $2.2 million and up to $2.4 million, respectively, for the period
starting January 1, 2000 through December 31, 2001, and $2.4 million and $2.6
million, respectively, through the remaining Market Development Period. See
EXHIBIT NO.___WRF-3 for CSP and OPCO’s Customer Choice Education
Program Cost Responsibility.

Who will be working with OEUI on the statewide campaign and will be the “point
person” for the CSP and OPCO territory-specific campaigns?

Debra Strohmaier, APR, Ohio Corporate Communications Manager.
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CSP and OPCO Shopping Incentive Plan

o
A

‘What are CSP and OPCO proposing for the shopping incentive?

The shopping incentives that the Companies are proposing are set forth in Part H
§(A) which I am sponsoring. These shopping incentives represent the lower of
the estimated market cost of electric energy or the unbundled generation rate of
the current tariffs.

Shouldn’t the shopping incentive be greater than this?

No. The shopping incentive or to use another term “the price to compare™ should
be the lower of the estimated market cost or the unbundled generation rate.
Customer Choice in Ohio should start with the price to compare to allow
customers an opportunity to choose an alternative supplier on the real economics
of the electricity purchase.

Wouldn’t a larger shopping incentive cause more customers to switch to an
alternative supplier?

Probably. The bigger someone makes the savings the more you will induce
customers to switch suppliers, all other things being equal. However, the real
goal of customer choice should be to have customers make good economic
decisions on their supply of KWH.

Are you proposing that the shopping incentive be increased in the second and
third years, if needed?

No. The Commission’s rules, by even giving the impression that the shopping
incentive may increase, have created an impediment to customers shopping for an

alternative supplier. I believe some customers will refrain from shopping during
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the first year because they believe they will get a larger discount by waiting until
the second or third year. For example, here in Columbus there is a mega
hardware store that is going out of business. HQ’s going out of business sale
started with discounts of 20% to 30%. The HQ discounts then increased after
about one month to the 40% to 50% range. The discounts are now in the range of
60% fo 70%. Customers, shopping at HQ, may decide to wait for the larger
discount before purchasing the item that they want. These customers face the risk
that the hardware item that they want to purchase may be sold out before the

discount reaches the level they desire.

With the purchase of electricity, customers who believe that larger discouats will
be coming in the future most likely will wait. These customers know that they do
not face any risk of the electricity being sold out before the larger discounts come,
The Commission’s rule should have only indicated that an examination of
customer switching behavior would be conducted after one year and after two
years. That is what CSP and OPCO are proposing be done in Part H, §(C).

Do CSP and OPCO believe that customers will switch to alternative suppliers
with the proposed shopping incentives?

Yes. The customer survey included in Part H indicates there are even customers
who say they will switch to an alternative supplier even if they have to pay more
than what they are paying to CSP and OPCO. This indicates to me that customers

will switch with the proposed shopping incentives.
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OPCO has, already, had a Jarge industrial customer choose to switch to an
alternative supplier. This customer has unique circumnstances in its service
location that has aubwed it to choose an alternative supplier prior to January 1,
2001. This customer represents over 500 MW of OPCQ’s industrial load that has

switched to an alternative supplier.

In addition, the DOD is taking over the PIPP program July 1, 2000. In the
Columbia Gas Choice program in Toledo, Ohio, the PIPP custorners’ gas service
was aggregated and bid ount very successfully. Ianticipate that the DOD will
aggregate the electric service for the PIPP customers for the State of Ohio and bid
out that service in 2 manner similar to what was done in Toledo. This would
mean that 2.8% of CSP’s residential customers and 3.5% of OPCQ’s residential
customers have switched to an alternative supplier. (See attached

WP-___WRE-1).

In addition, Am. Sub. S. B. No. 3 makes special provisions for governmental
aggregators. These provisions allow municipalities, counties and townships to
provide aggregation services for their citizens for the purchase of electricity. Just
the fact that these provisions were included in Am. Sub. S. B. No. 3 indicates that
some parties felt that this would be a significant avenue to provide customer
choice to the citizens of Ohio. To what extent this governmental aggregation will
be used to switch customers to alternative suppliers is unknown. This unique

provision has not been included in any other state's restructuring laws, to the best
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of my knowledge. Therefore, I cannot draw on any other state’s experience fo
forecast the amount of customer switching that will occur because of
governmental aggregation. However, the logical assumption is that the General
Assembly did not provide this opportunity in vain.‘ The political leadership of the
state must have expected some governmental aggregation to occur.
-Does this conclude your testimony?

Yes.
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Columbus Southern Power Company

Projected PIPP Unrecovered Balance as of 6/30/2000

Cumulative Total Aged Bills as of 9/1999
Estimated Aged Bills 10/99 thru 6/2000
Estimated Arrears Credits

Estimated Reinstatements

Estimated Additional Recovery
Estimated Cumulative Total Aged Bills

Cumulative Total PIPP Rider as of 8/1999
Estimated PIPP Rider Bills 10/89 thru 6/2000

Estimated Cumulative Total PIPP Rider

Total PIPP Unrecovered as of 6/30/2000

5,445,605
227,313

(465,921)

31,583,917
2,103,942

EXHIBIT NO.__WRF-1
Page 1 of 2

$47,432,635

5,206,997

52,639,632

33,687,859

$18,851,773
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Ohio Power Company

Projected PIPP Unrecovered Balance as of 6/30/2000

Cumulative Total Aged Bills as of 9/1999
Estimated Aged Bills 10/99 thru 6/2000
Estimated Arrears Credits

Estimated Reinstatements

Estimated Additional Recovery
Estimated Cumulative Total Aged Bills

Cumulative Total PIPP Rider as of 9/1999
Estimated PIPP Rider Bills 10/99 thru /2000

Estimated Cumuiative Tota! PIPP Rider

Total PIPP Unrecovered as of 6/30/2000

6,015,755
113,845

(710,829)

58,038,158
3,058,100

EXHIBIT NO.___WRF-1
Page 2 of 2

$64,435,969

5,418,771

69,854,740

61,097,258

_sa757482
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EXHIBIT NO. WRF+4
Page 1 of 2

COLUMBUS SOUTHERN POWER COMPANY
PROJECTED TRANSITION PLAN FILING EXPENSES

(000)
Commiséion Required Notice $ 18
Outside Counsel 500
Transcripts 18
Expert Witnesses 125
Comumission Staff Consultant 60
Other Major Expenses _35

Total $ 156
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EXHIBIT NO. _____ WRF4
Page 2 of 2
OHIO POWER COMPANY
PROJECTED TRANSITION PLAN FILING EXPENSES
(000)

Commission Required Notice $ 43
Outside Counsel 500
Transcripts 18
Expert Witnesses 125
Commission Staff Consultant 65
Other Major Expenses 35

Total $ 786
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WP-EXHIBIT NO. ___ WRFA4
Page 1 of 7

COLUMBUS SOUTHERN COMPANY / OHIO POWER COMPANY
PROJECTED TRANSITION PLAN FILING EXPENSES

(000)

Commission Required Notice $18 (CSP)/ 43 (OP)
Outside Counsel 500
Transcripis 18
Expert Witnesses 125
Commission Staff Consultant $60 (CSP)/ 65 (OP)
Other Major Expenses | 35
Printing and Mailing Notice ' 0
Copying Documents 0

Total $ 756 (CSP)/ 786 (OP)

Commission Required Noti;:e (see Pages 2-7)

Legal — 'oﬁtside cOunge1 (.perr i?orrester/ PWMA estimate @ $1,000,000/2 )
Legal — Transcripts  (94-996 Case @ $15,128 x 3% inflation X 5 years)
Expert Witnesses  (per Forrester @ $250,000/2)

Other Major Expenses  (94-996 Case @ $29,941 x 3% inflation x 5 years)
Printing and Mailing Notice (94-996 Case @ $0)

Copying Documents (94-996 Case @ $ 0)
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A SUBS]D[ARY OF THE
OHIO NEWSPAPER ASSOCIATION

TO: Deb Strohmaier - AEP
Fax: 6284631
FROM: Susan Bowles

re: 1/2 page quote

Deb:

WE-EXHIBIT NO.

Page 2 of 7

FAX MEMO

From Susan Bowles

December 7, 1999

diong

__ WRF+4

Here is your estimate for the half page ad. I have separated the quotes for Ohio Power and Colum-
bus Southern Power. Rates will be good through Dec, 28th. 1 have estimated rates should this ad
run after this date. The only cost not included wounld be for overnight charges should we need to
ship the artwork using Aitborne Express or Fed Ex.

Also, there are severzl "hadf paiget. ad sizes” to choose from depending on your information. Tuseda
4 column by 16" ad for your estimate. Actual dimensions for this size are 8 5/8" x 16". You could
also run this as a 6x10.5 (13"x10") if a more horizental layout would work better.

Please give me a call if you have any questions.

Page lof 6

1335 Dublin Road * Suite 216-B » Columbus, Ohio 43215 s Phone: 6144866677
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Dajly 6~12.5-21.5@ €1lrc: 7975
Dover /New Phil, — Times Resporter

20T 88 b L. FaX 814446 6373 UNS Zuaz
Ohic Newspaper Sgrvice WEREXHIBIT NO. ___ WRF-4
1335 Dublin Rd., Sulfe 216 5 Page3of 7
Columbus, 04 43218
. ADVERTISING ESTINATE
- Cecember 7, 1399
JIROER #: S$9122A0@-9@5442 Page 2
Deb Strohmaler CLIENT: @
REP Service Corporation P. 0. #= CO0 1/2 page quote
1 Riverside Plazsa POSITION:
Columbus, CH 43215 coPY: camera—-ready from AEP
6.4-223-1402
AD RATE RATE TavAaL RUN CAPTIJN
SIZE TYPE (%) (3} DATE
Ashland — Times Gazette Ashland 0H (aAshland)
4X16.292 SAU 13.10Q £36.492 i2/e8/89 Half pags ad
Daily 6~12.8-21.50 Cirg: 11851
Athens -~ Messenger Athens OH (Athens)
4X16.22 SAU is.e2 1925.28 i12/e8/5% Half page ad
S ————
fally 6-12.5-21.58 Cire: 13@09 Sun: 15723
Beliefontaine ~ Examiner Bellefontaine OH {Logan)
4X15.2@ SAUY 8.28 534.56 12/08/9% Half page ad
Daily €-12.5~21.50@ Circ: 10300
Bowling Green ~ Sentinel Tribume Bowling Green 0H (Wood)
4X18.29 Sal 11.5% 7398.22 12/08/%8% Half page ad
Daily 6§-12.5-21.0Q Circ: 12834
Bucyrus ~ Telegraph Forum Bucyrus OH (Crawford)
4X16.92 SAU 12.42 784.88 12/e8 /99 Helf page ad
Daily 6-12.5-21.8@ Circ: 7652
‘mhridgc - Daily Jeffersonian Cambridge OH (Guernsey)
4x16.906 SaU 15.31 97S.84  12/08/9% Half page ad
Daily 6-12.5-21.50 Circ: 13Q@2 Sun: 13835
Cantor — Repository €Canton OH (Stark)
4%X16 .22 SAU 52.57 3364.48 1z/e8 /99 Half page ad
Daily 6-21.5~21.8Q Circ: 62590 Sun: 32000
Calumbus ~ Qispateh Columbus QH (Franklin)
4X16.22 3AU 157.05 1e@51.2¢ 12/oR/99 Half page ad
Dally 6~12.5-21.08@ Circ: 254346 Sun: 291389
Coshocton -~ Tribune Coshocton OH (Ceshocton)
4X16.2@, SAU 13.73 878.72 12/e8/99 Half page ad
Daily 6=12.5-21.50@ Circ:; 7742 Sun: 8l@¢
Defiance — Crescent News Osfiarnce OH (Defiance)
4X15.00 SAU 11.20 716.82 12/e8/93  Malf page ad
Jally 6-12.5~21.00 Circ: 1649% Sun: 17146
Delaware — Gazette pDelaware UH (Delaware)
4%X16.020 SAU 11.38 726.40 12/08/339 Half page ad

New Philadelphia OH (Tuscarawas)

4x16.2@ S3AaU - 27 .83 1761.92 12/98B/358 Half page ad
Dalily 6-12.5~-22.50 Circ: 24466 Suns 26792
Et. Liverposl — Review East Liverpoel OH (Columbianna)
4X16.00 SAU 16.34 1845.78 12/08/89 Half page ad
Daily 6-2.@-21.58® Circ: 11148
Findlay - Courier Ffindlay OH {Hancock)
4X16.02 SAY 17.13 1236, 32 12/08/99 Half page ad
Daily 6—12.5-21.5@ Circ: Z3422
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BRDER 4: 2122820225442

Ced Strohmaier
AEP Service Corpora=ion

Riverside Plazs
olumbus, OK 43215

§14~223-14302

ONS PR

WREXHIBIT NO. __ WRF-4
Page 4 of 7

CLIENT:
P. 0. 4= PUC0—7 page gquote

POSITION:

CaPY: cametra—ready from AEP

Page 2

A RATE RATE TOTAL RUN CaPTION
SIZE IYPE &) ($) DATE
Fremont — News Messenger Fremont OH (Sandusky)

4X16.82 SAU
Oaily 6-~22.5-~21.5@ Circ:
Gallipolis ~ Daily Tribune
4Xie.22 3zaU
Daily 6§-12.5~21.25 Circ:
IN/WINCHESTER - NEWS GAZETTE
4X16.2@ sSAU

22.38
12947

1427 .2@ l2/e8/99 Half page

Gallipolis UOH (Gsllia)

7.20 460.80
£579 Sun: 1182%
WINCHESTER IN

8.72 568.@8

i12/e8/99 Half page

12/@8/%9 Half page

DAILY @-2.0-0.00 Circ: 40218

Ironteon - Tribune
4X16.22 SAU
Tu-Su 6-12.5-21.5@ Cires:
Kenten ~ Times
4X16.82 SAU
. Daily 6-12.5-21.5¢ Circ:
Lancaster - Eagle Gazette
4X16.22 SAU
Daily 6-12.5-21.%@ Circ:
Lime -~ Neus LIMA OH (allen)
84X15.092 SAU
Daily 6-12.5-21.8@ Circ:

.gan - Neuws Legan OH (Hocking)
4X16.99 SAU B.3Q

Daily 5-12.5-21.5@ ¢Circ:
Mansfleld ~ News Journal
4X16.2@ SAU
Caily €-12.6-21.¢@ Circs
Marietta - Times
4X16.2Q9 SAU
Daily 6~12.5-21.5@ Cire:
Marion - The Star Marian 4H
4X16.2@ say
Daily 5-12.5-21.59@ Circ:
Martins Ferry - Times Leader
4X16.0Q SAU
Daily £~22.5-22.9@ Circ:
Mount Vernon — Neus
4X16.0@ SAU
Daily 6~12.5-21.5@ Cirec:
New Lexington ~ Parry County

4X16.@2 3SAU -
Wed. 9-19.2-21.5@ Cirec:
Mewark - Advocate Nawark OH

4X16.2@ SAUV
Daily 6-12.5-21.5@ Circ:
Paulding —- Paulding Progress

4X16.9€@ SsSAU

Wed. 6-12.4-21.5@ Circ:

Marietrta OH (Washington)

Ironton OH (Lawrenge)

1e.95% 720.39
S ————

750@ Sun: §GQY

12/@8/99 Half page

Kenten OH (Hardin)

8.59 544,00

1z2/ee/3s Half page
72@0

Lancaster OH (Falrfield)

22.23 1422.72

17020 Sun: 17900

12/e8/s8 Half page

29.1e i862.4¢ 12/08/99% Half page
35293 Sun; 44477

569.60 12/08/%%° Half page

4544

Mansfield OH (Richland)

32.4@ 1945.68
36082 Sun: 46000

12/mB /99 Half page

12/e8/38 Half page

18.30 1171.2@
1253€ -_—
{Marich}
29.92 122B.88 12/@8/99 Half page

15628 Sun: 216588
Martins Ferry OH {Belmont)
24.61 1575.04 12/08 /98 Half page
19813 Sun: 22242

Mount ¥ernon OH (Knox)}

19.19 §52.16 12/e8/ssg Half page
12122 y
Tribune New Lexington 0OH (Perry)
.96 573.44 1z2/e8/93 Half page
45022 -
(Licking)
26.15 1673 12/08/39 Half page

2325Q Sun: 23759
Paulding OH (Paulding)
5.¢@ 3202.20

12/@8/9% Hal® page

4302

ad

ad

ad

ad

ad

ad

ad

ad

ad

ad

=d

ad

ad

ad

ad

ad
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WEREXHIBIT NO. ___ WRF-4

IPIER §: 0012740G-003442 Page S of 7

Deb Strohmaler

CLIENT: Chie Power
AEP Service Corporation P. 0. #: C;;;;:;;;\;:;e quote

Riverside Plaza POSITION:
olumbus, OH 43215 cooy.
614~223-1459@3 -

camera~ready Trom AEP

AD RATE RATE TOTAL RUN CAPTION
_SIZE TYPE (3} ($) GATE
Pomeroy — Daily Sentinel Pomeroy GH {(Msigs)
4X16.09 sSAU 6.50@ 416.02 12/08/39 Half page ad

Daily 6~12.5-21.25 Circ: 478€ Sun: 1182% ——
Portsmouth ~ Tivies Portsmouth OH (Scieto}

1X16.¢@ SalU 189.85 1212.3@

Dajily 6~12.%-21.80@ Circ: 17@84 Sun: 186317 -

12/98/39 Half page ad

Steubenville - Hera2ld Star Steubenville OH (Jefferson)

4X16 .90 sau 23.43 14895.62
Daily 6~12.5-~21.5Q@ Circ: 25500 Sun: 2%2eQ
Tiffin — Advertiser Tribume Tiffin OH (Senaca)
4Xx16.0@ saU 15.22 Q74 .08

Daily 6-11.4-21.5Q Circ: 1312Q@ Sum: 1175@

12/@8/89 Half page ad

1z2/08/3% Half page =zd

Upper Sandusky — Chief Union Upper Sandusky OH {Wyandot)

4X16.09 SAU 5.209
Oaily 6-12.5-21.5%@ Circ: 465
Van Wert ~ Times Bulletin van Wert OH (Van Usrz)
4Xxi6.@ee Sau 13.78 5889.29
Daily 6-~12.5-21.5Q Circ: 7500
Wapakoneta — Daily News UWapakoneta 04 (Auglaize)

384.09

1X16.2@ SAU .66 €18.24
Daily 6-12.5-21.52 Circ: 530Q
oster —~ Oally Record UWooster QOH (Wayne)
4x16.2a¢ sSay 23.2e9 1472 .02

Dally 5-12.5~21.50 Circ: 22778 Sun: 22869

12/e8/9s Half page ad
12/e8/99 Half page ad
12/088/98 Half page ad

12/08/98 Half page ad

Zanesvlille ~ Times Recorder Zanesville OH (Muskingum)

4X16.90 salU 26.15% 1872.60
Dally 6-12.5-21.0Q Circ: 2191l Sun: 21929
* 2456 .00 765.68 50?39.52
f%ﬁaﬁ-buﬁLj:
Total Pald Circulation 818159
Total Insertions 39
Gross Advertising ses3s .52 ) (pdenT

Net Billled 42558.59 ﬂmq
Total Misc 2.99 r2/28/99

Total Billed 42958 .59

53176 3.4y

L2/e8/9s8 Half page ad

g e g’ P
l/u/S’J‘f-’?.Z X /. 063F = 43 ]63.35

2000 EsimaTe.
2353, 7LS-$FgsS
BF4S,700. 6L der

— T (.39 prite (nlv e “v ;
5o, §249.59 T Aoty
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8hic Neuspaper Service

1335 Qublin Rd., Suite 216 B WEREXHIBIT NO. ____ WRF-4

Columbus, OH 43215 Page 6 of 7
AOVERTISING ESTIMATE
December 7, 1859%9
JROER #: 99122AC@-3@5443 Page 1
Deb Strohmaier CLIENT: (EEEEEg;Z’;:::;::;h;::Z?h
AEP Service Corporation P. 8. $#: PUCO T7Z page—=t
1 Riverside Plaze ' POSITION:
Columbus, OH 43215 COPY: camera-ready from AEPR
£€14-223-~1423
ap RATE RATE TATAL RUN CAPTICON
SIZE IYPE (D) {$) DATE
MMtherns - Messenger Athens CH {Athens)
4xX16.0@ SAUV 16.62 1825 .28 12/98/93 Half page ad

Daily 6~12.5~21.80 Circ: 13@@9 Sun: 15723
Chillicothe ~ Gazette Chillicothe 9% (Ross)
4X16.0¢ sSA&U 22.53 1505.92 12/08/99 Half page ad
Daily 6~12.5-21.5@ Circ: 16182 Sun: 19848
Circleville — Herald Circleville G4 (Pickauay)
4X15.08 sSalU 2.25 592.2¢ 12/88/93% Half page ad
Dally 6-12.5-~21.5@ Citrc: E1Q0
®#Columbus —~ Pispatch Columbus OH (Franklin)
2X16.0@ SAY 1587 .¢5 igeesi.2@ 12/98 /9% Kalf page ad
Baily 6~12.5-21.0@ Circ: 254346 Sun: 39139%§
Delaware - Gazette Delsware 0H (felaware)
4X16.2@6 SAU i11.38 728.48 12/08 /3¢ Hzlf page ad
Baily 6~12.E~21.5@ Circ: 7375
llipolis - Dailly Tribune Gallipolis 0M (Gallia)}

AX16.29 SAU 7.20 462.80 i1z2/@e8/¢s Half page ad
Dally 6~12.8~21.,25 €irc: $57% Sun: 11B2%

Georgetown - Neus Democrat Georgetown OH (Brown)
4X316.00 SAaU 5.50 352.@0 lz/e8 /99 Half page ad

THUR €-12.5-21.09@ Circ: S500@
Hillsboro - Times Gazette Hillisboro OH (Highland)}

4X16.22 3SaU 11.78 762.009 12/@8/9%9 Half page ad
Dally 8-2.@-21.5@ Circ: 5%0@
elronton - Tribume Irconton OH (Lawrence)
4X18.0@ SAU 1@.85 702.80 12/@8/9¢% Half page ad

Tu-Su 6-12.5-21.52 Cirgc: 750@2 Sun: 380900
#lLancaster ~ Eagle Gazette Lancaster OH (Fairfield)
4X16.23 SAU 22.23 14z22.72 12/@e8/9% Half page ad
Daily 6-12.5«21.5@ Circ: 1782@ Sun: 17330
®#Logan - News Logan COH (Hocking)

4%X16.9@ SAU 8.382 569.69 12/028/989 Half page ad
Qaily 6-12.5+21,580Q Circ: 4544 -
London — Madison Press London ©H (Madison)
4%X16.92 S5AU . g2.,a5 515.29 12/08/59 Half page ad

Daily 6—-9.3-21.5@ Circ: 650@
¢ Marietta - Times Marietta OH (Washington)

4x16.2@ sAU 18.39 1i71.2@ 12/@8/99 Half page ad
Daily 6-22.5-21.5@ Circ: 12538 —

Marysville - Journal Tribune MaryswiIlle OH (Union)}
4X16.20 SaAU 7.88 502.49 12/08/s¢e Half page ad

Daily 6-1¢.@~21.58 Circ: 6121
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WREXHIBIT NO. ___ WRF-4

ORDJER #: 9S12ZAC9-025443 page70f7
Oeb Straohmaier CLITENT:
AEP Service Corpcratior P. 0. 4=
1 Riversice Plaza POSITYON:
.olumbus. oH a321% COPY: camera~ready from AEP
L4-223-1403
38 RATE RATE TOTAL RUN CAPTION
SIZE TYPE ($) (%) BATE
McCornelsville — Morgan County Herald McConnelsville OH (Morgany
4X16.9@ SAaU 7.00 448.00  12/@8/99 Half page ad
Wed. §5-~21.85-22.0@ Circ: 4753
® Mourt VYernon -~ Neuwus Hount VYernon OH (Krmox)
4X16.292 Sau 19.18 652.16 1z2/e8/99 Half page ad
Baily 6-12.5-21.5Q Circ: 10122 - :
ME. Sterling -~ Tribune London OH (Madison)
4X16.0¢ SsAaU 4..9 268.16 12/e8/9% Half page ad
Mcnday 6-9.2-21.50 Circ: 6900
® New lexington -~ Perry County Tribume MNew Lexingten OH (Perry}
4X16.0Q0 SAU 6.95 572.44% 12/98/98% Half page ad
Wed. 9-19.0-21.5¢ Circ: 45923 ————
& Newark - Advocate Newark OH (Lieking)
4X16.88 SAU 28.15 1 -850 12/08/%8 Half page ad
Daily 6-12.5-21.5@ Circ: 2325@ Sun: 2375@
® Pomercoy — Daily Sentinel Pomeroy OH (Meigs)
4X16.929 S5AaU .50 415.0@ 12/@8/39 Half page ad
Dafly 6~12.5-21.26 Circ: 4788 Sun: 118283
® Fortsmouth — Timas Portsmouth OH (Scioto)
4X16.09 SAU 18.38 1212.8¢ 12/28/93 Half page ad
Daily 6-12.5-21.5@ Cire¢c: 17@84 Sun: 16317
varly - Neus Watchman Waverly OH (Pike)
‘ 4X16.22 SAU 6.88 449.32 12/@8/99 Half page ad
SunfWed 6§-12.4-21.5@ Circ: 3288 :
Wellston - Telegram Wellston OH {Jackson)
4%X16.2@ SAU 8.82 564.48 12/Q8/%3% Half page ad
Wed. 8-9.9-21.8@ Circ: 5002Q
WesT Union - The Defender Wast Union OH (Adams)
4X16.9@ SAU 7.25 464,00 1z2/0e/99 Half page ad
Wed 6-11.5-21.080 Circ: B522
b ' 1835.02 422.82 2%060.43/
19,339, Qo * 2 = BT L /
Total Paid Circulation 958141 L0453 F g +-063F= /B 16637
;’otal Insertions 24 &Mnr 7050 ESAmare _\(qvu'c—-& (v Lrend
ross Advertising 27060 .48 Bat. 737, 79 LDS&V/
Net Billed 23001.41 \ Thaw /2% 28 7§72.74 9

Total Mise @.89

Total Billad 23001.41

Q5 18T
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EXHIBIT NO.

BEFORE
THE PUBLIC UTILITIES COMMISSION OF OHIO

In the Matter of the Application of Columbus

Southern Power Company for Approval of Case No. 99-__-EL-ETP
Electric Transition Plan and Application for

Receipt of Transition Revenues

In the Matter of the Application of Ohio

Power Company for Approval of Case No. 99-__-EL-ETP
Electric Transition Plan and Application for

Receipt of Transition Revenues

DIRECT TESTIMONY OF
EDWARD P. KAHN
ON BEHALF OF
COLUMBUS SOUTHERN POWER COMPANY
AND
OHIO POWER COMPANY

50




Item Index -—

document

Item Type — DIS_ CASEDOCS

Case Number
CaseTitle
DateFiled
Party
DocumentType
Other
InDate:

Userxr ID
PageCount
DocItemId
DocIltemIdNew

99-1729
COLUMEBUS SOUTHERN POWER CO.
12/30/199%

APP

4/28/2003 3:51:53 PM
Z2003-04-28-16.12.16.000000
scannerl

Zo2

ZZUICZZEGLIWTXGD



This foregoing document was electronically filed with the Public Utilities
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