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I. Background And Qualifications1

Q. PLEASE STATE YOUR NAME.2

A. Michael M. Schnitzer.3

Q. WHAT IS YOUR BUSINESS ADDRESS?4

A. My business address is 30 Monument Square, Concord MA 01742.  5

Q. MR. SCHNITZER, BY WHOM ARE YOU EMPLOYED AND IN WHAT 6

POSITION?7

A. I am a Director of The NorthBridge Group, Inc. (“NorthBridge”).  NorthBridge is 8

a consulting firm that provides economic and strategic advice to the electric and 9

natural gas industries. 10

Q. MR. SCHNITZER, PLEASE SUMMARIZE YOUR RELEVANT 11

EXPERIENCE IN THE ELECTRIC ENERGY INDUSTRY.12

A. In 1992, I co-founded NorthBridge.  Before that, I was a Managing Director of 13

Putnam, Hayes & Bartlett, which I joined in 1979.  I have focused throughout this 14

time on advising energy companies about strategic issues, particularly those 15

relating to finance and market structure issues.  In so doing, I have experience 16

working with private sector clients in the electric utility, natural gas, private power, 17

and steel industries, as well as with public and nonprofit agencies. 18
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I have testified before the Federal Energy Regulatory Commission 1

(“FERC”) and a number of state commissions and departments on issues relating 2

to competitive restructuring and wholesale market design, including Locational 3

Marginal Pricing (“LMP”) and Financial Transmission Rights, Regional 4

Transmission Organizations (“RTO”), standard market design, resource adequacy, 5

and transmission expansion pricing.  On several occasions I have been invited by 6

FERC staff to participate as a panelist in technical conferences on these subjects.  I 7

have also testified before several state commissions and departments on the subject 8

of provision of default service to retail customers, including evaluation of 9

competitive procurement proposals.10

Q. MR. SCHNITZER, PLEASE SUMMARIZE YOUR EDUCATIONAL 11

BACKGROUND.12

A. I hold a Master of Science degree in Management from the Sloan School of 13

Management, of the Massachusetts Institute of Technology, which I received in 14

1979.  My concentration was in finance.  I also received a Bachelor of Arts degree 15

in chemistry, with honors, from Harvard College in 1975.  My resume is attached 16

as Exhibit MMS-1 to this testimony.17

Q. HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY TO THE PUBLIC 18

UTILITIES COMMISSION OF OHIO (“COMMISSION” OR “PUCO”)?19

A. Yes.  I testified on behalf of Ohio Edison Company, the Cleveland Electric 20

Illuminating Company, and the Toledo Edison Company, in Case No. 09-906-EL-21
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SSO, on behalf of Constellation New Energy and Constellation Energy 1

Commodities Group, Inc. in Case No. 08-0935-EL-SSO, and on behalf of Cinergy 2

Gas & Electric in Docket No. 95-656-GA-AIR.  I also previously testified in this 3

proceeding on behalf of FirstEnergy Solutions Corp. (“FES”).4

Q. ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS CASE?5

A. I am testifying on behalf of FES.6

II. Purpose Of Testimony And Conclusions7

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY?8

A. AEP Ohio1 filed on March 30, 2012 a Modified Electric Security Plan (“Modified 9

ESP”)2 that would establish Standard Service Offer (“SSO”) rates from June 1, 10

2012 through May 31, 2015.  The Modified ESP includes significant changes from 11

the negotiated ESP that was approved with modifications by the Commission and 12

ultimately rejected by the Commission on February 23, 2012 (“Stipulation ESP”).  13

The Company offers quantification which purports to show that the Modified ESP 14

passes both an Aggregate Market Rate Offer (“MRO”) Test as well as the MRO 15

Price Test.3  As defined by AEP Ohio witness Thomas, the MRO Price Test 16

purports to compare the price that would be charged to non-shopping customers 17

                                                          

1 Columbus Southern Power Company (“CSP”) merged with and into Ohio Power Company (“OPCo”) 
effective December 31, 2011.  The combined entity is “AEP Ohio” or the “Company” as referenced in this 
testimony.

2 AEP Ohio Application, PUCO Case No. 11-346-EL-SSO et al., 3/30/2012. 

3 Modified ESP Testimony of Laura Thomas on Behalf of AEP Ohio, Exhibit LJT-1, at 1-2.
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under the Modified ESP with the price to the same customers under an MRO. The 1

Aggregate MRO Test purports to include the alleged benefits from the MRO Price 2

Test along with other alleged benefits of the Modified ESP as compared to an3

MRO.  The principal purpose of my testimony is to respond to the Company’s 4

quantification of the benefits supporting its claim that the Modified ESP passes 5

these tests.  In addition, I compare the Modified ESP to the Stipulation ESP that 6

was rejected by the Commission and evaluate the plan’s impact on the competitive 7

retail market in the AEP Ohio service area.8

Q. COULD YOU PLEASE SUMMARIZE YOUR CONCLUSIONS?9

A. Yes.  I have three main conclusions: 10

1. AEP Ohio’s analysis of the quantifiable benefits of the Modified ESP is 11

flawed in the Aggregate MRO Test, which when corrected, demonstrates12

that the Modified ESP does not produce net quantifiable benefits under the 13

Aggregate MRO Test.14

a) AEP Ohio continues to claim $989 million of “quantifiable benefits” 15

from “discounted, tiered capacity pricing” in the Aggregate MRO 16

Test, even though it is inappropriate to do so and the Commission has 17

stated that this cannot be considered a benefit of the proposed ESP.4  18

Correcting for this one error alone would reverse the Company’s 19

                                                          

4 “[T]he Commission agrees with the Non-Signatory Parties that … the discounted capacity rate cannot be 

considered [a] benefit[] of the Stipulation’s proposed ESP.”  PUCO Opinion and Order, PUCO Case No. 

11-346-EL-SSO et al., 12/14/2012, at 32.
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overall conclusion and demonstrate that, according to the Company’s 1

own analysis, there are no net “quantifiable benefits” under the 2

Aggregate MRO Test.3

b) AEP Ohio’s MRO Price Test also contains serious flaws:54

o AEP Ohio overstates the Competitive Benchmark Price 5

(“CBP”) component of the MRO Price by failing to use a 6

market-based capacity price. 7

o AEP Ohio also understates the Modified ESP price by ignoring 8

the costs associated with the proposed non-bypassable riders.  9

For example, the Company assumes zero costs for the 10

Generation Resource Rider (“GRR”) despite the Commission’s 11

recent order stating that such costs should be considered in the 12

MRO Price Test.6  Similarly, AEP Ohio does not include the 13

proposed new Retail Stability Rider (“RSR”) in the MRO Price 14

Test.7  Including the costs of the RSR in the MRO Price Test, 15

holding all else constant, would demonstrate that the Modified 16

                                                          

5 The MRO Price Test shown in Exhibit LJT-1, p. 2 and LJT-5, p. 1 is included as a component of the 
Company’s Aggregate MRO Test as shown in Exhibit LJT-1, p. 1.

6 “[W]e believe Ms. Thomas erred by failing to include a cost for the GRR in her price comparison.”  
PUCO Opinion and Order, PUCO Case No. 11-346-EL-SSO et al., 12/14/2012, at 30.  AEP Ohio filed 
supplemental testimony showing projected costs associated with the proposed GRR, but continues to claim 
that “the benefit or difference to be captured under the Aggregate MRO Test for the [Turning Point Solar] 
Project is zero.”  Supplemental Modified ESP Testimony of Laura Thomas on Behalf of AEP Ohio, at 2.

7 Ms. Thomas includes the RSR in a newly developed “Aggregate MRO Test” along with the claimed 
discounted tiered capacity benefit, acknowledging that the RSR represents a new cost of the Modified ESP, 
but she omits this cost in the MRO Price Test.  This cost more than offsets the estimated benefits shown on 
Exhibit LJT-1, p. 2 and Exhibit LJT-5, p.1.  Similar to the Commission’s decision on the GRR, the RSR 
also should be included in the MRO Price Test.
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ESP Price is less favorable than the expected price under an 1

MRO.2

o In addition, AEP Ohio “double counts” its alleged benefits and3

fails to fully consider the impact of its Modified ESP on 4

customers that receive service from CRES providers.  5

c) When AEP Ohio’s analysis is corrected, the Modified ESP price 6

would not be more favorable than the price expected under an MRO.  7

The Modified ESP would result in excess costs to the AEP Ohio zone 8

as compared to an MRO – ranging from $400 million to $1.3 billion 9

under a range of reasonable assumptions.8  The range depends on the 10

expected outcome of the appropriate price levels for capacity to be 11

charged to CRES providers for customers that shop under an MRO, 12

pursuant to PUCO Case No. 10-2929-EL-UNC (“10-2929 Capacity 13

Case”).914

2. Second, the Modified ESP is about $670 million worse for customers than 15

the Stipulation ESP that was ultimately rejected by the Commission.16

                                                          

8 Neither of these figures includes any costs related to the Pool Termination Provision, which I discuss later 
in my testimony.  I estimate that this provision could potentially increase costs to customers by about $410 
million.  If I were to include these costs, the Modified ESP would result in excess costs to the AEP Ohio 
zone as compared to an MRO by $800 million to $1.7 billion.

9 The high end of the range is based on the Company’s estimates of shopping and AEP Ohio being required 
to provide capacity to CRES providers at RPM prices for customers that shop under an MRO.  The low end 
of the range is based on AEP Ohio being required to provide capacity to CRES providers at the tiered 
capacity charges proposed by AEP Ohio in the Modified ESP for customers that shop under an MRO.  In 
all instances, the capacity price included in the CBP component of the MRO is based on market capacity 
prices (i.e., RPM).
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a) The Modified ESP harms shopping customers by approximately $5551

million – increasing capacity costs to CRES providers serving Tier 1 2

customers, reducing the size of Tier 1 capacity allotments, and 3

imposing new RSR costs on Tier 1 and Tier 2 customers.4

b) The Modified ESP increases rates for SSO customers by 5

approximately $105 million, largely due to the new RSR costs.6

c) In addition, the Modified ESP imposes about $10 million in additional 7

costs on customers as compared to the Stipulation ESP due to a) the 8

elimination of grants to the Partnership with Ohio Initiative, b) the 9

elimination of the Ohio Growth Fund, and c) an offsetting reduction 10

due to the elimination of the Market Transition Rider.10  11

In total, the Modified ESP is about $670 million worse than the 12

Stipulation ESP ultimately rejected by the Commission.13

                                                          

10 Furthermore, the Modified ESP lowers the threshold from $50 million to $35 million above which AEP 
Ohio can seek recovery from customers for costs related to AEP Pool Termination.
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The Modified ESP is about $670 Million Worse 1

than the Stipulation ESP Ultimately Rejected by the Commission2
(Modified ESP less Stipulation ESP)3

4

3. The Modified ESP also will impede the development of a robust 5

competitive retail market.6

a) The above-market capacity charges to CRES providers will limit 7

CRES providers’ ability to offer savings and will reduce the level of 8

savings they can offer to shopping customers in the AEP Ohio service 9

territory.10

b) The tiered structure of above-market capacity charges will lead to the 11

creation of two classes of shopping customers who pay different rates 12

for otherwise identical service.13
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My conclusions are described further in the pages that follow after a brief 1

description of the key terms of the Modified ESP.2

III. Key Terms Of The Modified ESP3

Q. WHAT ARE THE KEY TERMS OF THE MODIFIED ESP?4

A. For purposes of my analysis, the key terms of the Modified ESP are described 5

below:6

1. AEP Ohio proposes to use a competitive procurement process to meet its 7

SSO obligation (including both energy and capacity), but not until June 1, 8

2015.11  The delivery period beginning June 1, 2015 is outside of the 9

Modified ESP delivery period, and thus will be governed by a separate 10

SSO application to be filed by AEP Ohio at an unspecified time in the 11

future.12

2. AEP Ohio proposes to use a competitive procurement process to obtain 13

energy for 100% of retained load beginning January 1, 2015 through May 14

31, 2015.  During this delivery period, AEP Ohio would provide capacity 15

to retained load at a rate of $255/MW-day.1216

3. AEP Ohio proposes to use a competitive procurement process to obtain 17

energy for 5% of retained load beginning six months after final orders are 18

issued approving the Modified ESP and the corporate separation plan as 19

                                                          

11 Modified ESP Testimony of Robert Powers on Behalf of AEP Ohio, Exhibit RPP-1.

12 Modified ESP Testimony of Robert Powers on Behalf of AEP Ohio, at 19-20.
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filed.  AEP Ohio would conduct this auction only “on the express condition 1

of financially being made whole.”13  Delivery would extend through 2

December 31, 2014, and the details of the plan would be developed 3

following the issuance of final orders.4

4. AEP Ohio is requesting a new non-bypassable Retail Stability Rider.  5

Under AEP Ohio’s plan, the exact level of RSR revenue recovery varies 6

and is subject to reconciliation to achieve a desired revenue target (i.e., 7

gross revenues sufficient to earn a 10.5% ROE using 2011 costs).  The 8

Company expects the RSR to average $2.0/MWH based on the Company’s 9

modeling assumptions.1410

5. AEP Ohio proposes tiered capacity charges for CRES providers. The first 11

tier of capacity (“Tier 1”) would be available to approximately 21% of 12

AEP Ohio's retail load in 2012, 31% in 2013, and 41% in 2014 continuing 13

through May of 2015.15  AEP Ohio proposes to charge CRES providers 14

receiving Tier 1 capacity $145.79/MW-day.16  AEP Ohio proposes to15

charge CRES providers receiving Tier 2 capacity $255/MW-day.16

                                                          

13 Modified ESP Testimony of Robert Powers on Behalf of AEP Ohio, at 20-21.

14 Modified ESP Testimony of William Allen on Behalf of AEP Ohio, at 13-14 and Exhibit WAA-6.

15 Modified ESP Testimony of William Allen on Behalf of AEP Ohio, at 6-7.

16 According to Company witness Allen, “The rate for the Tier 1 priced capacity $145.79/MW-day was 
established based on the Final Zonal Capacity Price adjusted for the RPM Scaling Factor, the Forecast Pool 
Requirement and losses for PJM planning year 2011/2012.”  Modified ESP Testimony of William Allen on 
Behalf of AEP Ohio, at 7.
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6. AEP Ohio proposes to discontinue the Environmental Investment Carrying 1

Cost Recovery Rider (“EICCR”) and move the current level of charges into 2

base generation rates.  Base generation rates in the Modified ESP would be 3

frozen for the duration of the Modified ESP period.17
4

7. AEP Ohio also would be able to seek approval of the costs of the Turning 5

Point Solar Project in a non-bypassable Generation Resource Rider 6

(“GRR”) during the term of the Modified ESP.187

8. AEP Ohio also would retain the right to file for recovery of costs due to the 8

termination of the AEP Pool.  Such costs could be recovered in a non-9

bypassable rider pursuant to the proposed Pool Termination Provision if the 10

Company’s corporate separation plan is amended or denied.  A Pool 11

Modification Rider (“PMR”) would recover the difference between the12

revenues available to AEP Ohio as a member of the AEP Pool and the 13

revenues available to AEP Ohio in competitive markets.19
14

                                                          

17 Modified ESP Testimony of Selwyn Dias on Behalf of AEP Ohio, at 9.

18 Modified ESP Testimony of Philip Nelson on Behalf of AEP Ohio, at 20.

19 Modified ESP Testimony of Philip Nelson on Behalf of AEP Ohio, at 21-22.
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IV. AEP Ohio’s Analysis Of The Quantifiable Benefits Of The Modified ESP Is 1

Flawed In The Aggregate MRO Test, Which When Corrected, Demonstrates2

That The Modified ESP Does Not Produce Net Quantifiable Benefits Under 3

The Aggregate MRO Test4

Q. DOES AEP OHIO ATTEMPT TO SHOW THAT THE MODIFIED ESP 5

SATISFIES THE STATUTORY TEST THAT IT BE MORE FAVORABLE 6

IN THE AGGREGATE THAN THE EXPECTED RESULTS OF AN MRO?7

A. AEP Ohio witness Powers offers testimony that states the Modified ESP does 8

“pass the MRO test in the aggregate” and states that “Company witness Thomas 9

shows how the elements of the modified ESP II support favorable aggregate MRO 10

test results.”20 Ms. Thomas concludes in her testimony that “[t]he Company’s 11

modified ESP is beneficial in the aggregate … and is more favorable than a MRO 12

by approximately $960 Million as shown on Page 1 of Exhibit LJT-1.”21  Ms. 13

Thomas’ testimony includes a test that she refers to as the “Aggregate Market Rate 14

Offer Test,” which shows a summary of both “Quantifiable Benefits” and “Not 15

Readily Quantifiable Benefits.”22  Comparing the quantifiable costs of the 16

Modified ESP with the expected costs under an MRO is a key component of the 17

“more favorable in the aggregate” test, and is the primary focus of my testimony.18

                                                          

20 Modified ESP Testimony of Robert Powers on Behalf of AEP Ohio, at 24.

21 Modified ESP Testimony of Laura Thomas on Behalf of AEP Ohio, at 4.

22 Modified ESP Testimony of Laura Thomas on Behalf of AEP Ohio, Exhibit LJT-1, at 1.
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Q. PLEASE DESCRIBE THE QUANTIFIABLE METRICS THAT MS. 1

THOMAS USES TO CONCLUDE THAT THE MODIFIED ESP IS MORE 2

BENEFICIAL THAN AN MRO IN THE AGGREGATE MRO TEST.3

A. Ms. Thomas shows four numbers in the Aggregate MRO Test in Exhibit LJT-1, p. 4

1, which sum to the purported $961 million in “Quantifiable Benefits of the ESP.”  5

 First, Ms. Thomas shows the calculation of a $256 million benefit 6

based on the results of an MRO Price Test that she performs and 7

which is shown in Exhibit LJT-1, p. 2.  8

 Second, Ms. Thomas claims a benefit of $989 million due to 9

“Discounted, tiered capacity pricing for CRES providers.”  10

 Third, Ms. Thomas includes the adverse effect of the new non-11

bypassable RSR which decreases the purported benefit by $284 12

million.13

 Fourth, Ms. Thomas includes a line item for “Placeholder Riders” 14

listing the GRR and a benefit/cost of $0.  15

All four of these items are included in the Aggregate MRO Test, while items two 16

through four are excluded from her MRO Price Test.  After summing these four17

components, Ms. Thomas concludes that the Modified ESP provides a net 18

quantifiable benefit of $961 million over an MRO plan.  I address each of these 19

items within the next sections of my testimony.20

21



14

A. AEP Ohio continues to claim $989 million of “quantifiable benefits” 1

from “discounted, tiered capacity pricing” in the Aggregate MRO2

Test, even though it is inappropriate to do so and the Commission has 3

stated that this cannot be considered a benefit of the proposed ESP.  4

Correcting for this one error alone would reverse the Company's 5

overall conclusion and demonstrate that, according to the Company's 6

own analysis, there are no net “quantifiable benefits” under the 7

Aggregate MRO Test.8

Q. DO YOU HAVE ANY INITIAL OBSERVATIONS ABOUT THE 9

CONCLUSION THAT MS. THOMAS DRAWS REGARDING THE 10

QUANTIFIABLE BENEFITS OF THE MODIFIED ESP?11

A. Yes, the Company claims $989 million of purported benefits of the Modified ESP 12

due to the “Discounted, tiered capacity pricing for CRES providers.”  This 13

number should be wholly disregarded.  This so-called benefit is illusory because it 14

assumes that, absent the Modified ESP, the Company would have charged its 15

above-market capacity request of $355 per MW-day that has not been approved 16

by either this Commission or the FERC.  AEP Ohio’s requested above-market 17

compensation is not the appropriate benchmark on which to measure “savings.”  18

In fact, whether the Modified ESP capacity charge represents a savings or a cost 19

depends on what you believe would have been in place absent the Modified ESP.  20

AEP Ohio assumes very aggressive “but for” treatment by the Commission with 21

respect to capacity costs, namely that the Commission would have approved the 22

excessive capacity price that the Company requested.  I believe it is more 23

appropriate to conclude that the Modified ESP represents an incremental cost 24
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since it assumes above-market capacity charges to CRES suppliers in excess of 1

those approved by the Commission.23
2

Indeed, the Commission has already ruled on AEP Ohio’s prior attempts 3

to include this calculation in its statutory comparison of the ESP and MRO.  The 4

Commission stated, “AEP Ohio cannot claim the discounted capacity price to 5

CRES providers as a benefit.  As [Staff witness] Mr. Fortney appropriately stated 6

in his testimony, AEP-Ohio’s requested capacity price in its application was never 7

certain, and therefore, it cannot be considered as either a benefit or meaningful 8

number for the purpose of conducting the statutory test.”249

Correcting this single error in the Aggregate MRO Test reverses the 10

Company’s overall conclusion and demonstrates that, according to the Company’s 11

own analysis shown in Exhibit LJT-1, the costs of the Modified ESP are $28 12

million higher than the expected results of an MRO.2513

14

                                                          

23 Furthermore, there is no basis to assume that the Commission would have approved a $355/MW-day 
capacity charge for all shopping customers under an MRO.  As I describe later in my testimony, a capacity 
charge of $255/MW-day would create negative “headroom” and no apparent opportunity for customers to 
shop with a CRES provider, and so a $355/MW-day capacity charge clearly would provide no opportunity 
for customers to shop and in any event, would be inconsistent with AEP Ohio’s own aggressive switching
assumptions under the MRO case.

24 PUCO Opinion and Order, PUCO Case No. 11-346-EL-SSO et al., 12/14/2012, at 30-31.

25 Ms. Thomas also shows an alternative MRO Price Test in Exhibit LJT-5 using a Competitive Benchmark 
Price with a capacity charge based on a blending of $355/MW-day, $146/MW-day, and $255/MW-day.  
Correcting this single error, but using the results of this alternative MRO Price Test in Ms. Thomas’ 
Aggregate MRO Test, and accepting all other flaws in the analysis, the costs of the Modified ESP are 
expected to be $203 million higher than the costs of an MRO.
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B. AEP Ohio’s MRO Price Test also contains serious flaws1

Q. DESCRIBE THE FIRST QUANTITATIVE METRIC THAT MS. THOMAS 2

USES IN HER AGGREGATE MRO TEST?3

A. Ms. Thomas first uses an MRO Price Test, similar in methodology to her earlier 4

testimony in this case, to compare the price expected under the Modified ESP to 5

the price expected under an MRO.  Specifically, her Exhibit LJT-1, pp. 2-3,6

compares an “MRO Annual Price” (or “MRO Price”) that she calculates to the 7

Company’s “Proposed ESP Price” (or “Modified ESP Price”).  The MRO Price 8

that Ms. Thomas calculates is a blended price consisting partly of a “Competitive 9

Benchmark Price” (or “CBP”) and partly of a legacy ESP “Total Generation 10

Service Price.”  According to Ms. Thomas, the Total Generation Service Price “is 11

the generation base generation rate in effect as of the date of this filing,” plus the 12

“generation components of the Transmission Cost Recovery Rider (TCRR), the 13

EICCR, and full cost FAC.”26  The MRO Price calculated for the Modified ESP 14

period is a blend of these two prices because the Ohio Revised Code requires that 15

an MRO offered by an EDU that owns generation phase in an increasing 16

percentage of the necessary default service supply from the market over time.27  17

Ms. Thomas notes that the MRO Price Test is one part of the test “in the 18

aggregate.” 19

                                                          

26 Modified ESP Testimony of Laura Thomas on Behalf of AEP Ohio, at 16-17.

27 Ohio Revised Code Section 4928.142(D).
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Q. WHAT DOES MS. THOMAS’ ANALYSIS IN EXHIBIT LJT-1, P. 2,1

SHOW?2

A. Ms. Thomas concludes that, between June 2012 and May 2015, the average MRO 3

Price would be $65.39 and that the average Modified ESP Price would be $63.62, 4

and as a result the net benefit of the Modified ESP shown in Ms. Thomas’ analysis 5

is $1.77 per MWH.  Using this price comparison, Ms. Thomas claims that the 6

Modified ESP Price is more favorable than the expected price under an MRO by 7

$256 million before accounting for the RSR (which, according to the Company’s 8

estimates, is expected to cost $284 million).  9

Q. DO YOU AGREE WITH MS. THOMAS’ CONCLUSION?10

A. No.  Ms. Thomas’ conclusion should be disregarded because her analysis contains 11

material flaws and the price benefits claimed by AEP Ohio are significantly 12

overstated.  13

Q. PLEASE SUMMARIZE THE MAJOR FLAWS IN THE COMPANY’S MRO 14

PRICE TEST ANALYSIS AND YOUR CORRECTIONS.15

A. There are three major flaws in the MRO Price Test analysis:16

 AEP Ohio overstates the Competitive Benchmark Price:  The MRO 17

Price shown in Exhibit LJT-1 assumes a $355/MW-day capacity charge in 18

the development of the CBP.  This capacity charge is not a market-based 19

price, has never been approved by the Commission, and is inappropriate for 20

use in the CBP portion of the MRO Price. I replaced the $355/MW-day 21
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capacity charges assumed in Ms. Thomas’ MRO Price Test analyses with 1

RPM market prices. The basis for this change is described later in my 2

testimony.  I also calculated the other costs in Ms. Thomas’ CBP model, 3

taking into account the “ripple” effects of the capacity assumption above on 4

the other cost components.28  My corrections to the CBP are shown in 5

Exhibit MMS-2.6

 AEP Ohio understates the Modified ESP Price:  The Modified ESP 7

Price omits important non-bypassable rider costs (e.g., the RSR and GRR) 8

that will be incurred during the ESP period.29  In addition, Ms. Thomas’ 9

forecast of the Modified ESP Price for Jan – May 2015 shown in Exhibit 10

LJT-1, p. 2 assumes capacity is supplied at $355/MW-day for SSO 11

customers, even though the Company’s proposal clearly states that it would12

supply capacity at $255/MW-day to SSO customers during this period.  13

Correcting this mistake therefore would lower the Modified ESP Price as 14

compared to the Company’s estimate.  15

I made the following corrections to the Modified ESP Price.  First, I 16

incorporated the Company’s forecast of the RSR in the calculation of the 17

Modified ESP Price.  The RSR is a cost of the Modified ESP that would 18

                                                          

28 For purposes of comparison I accepted, to the extent practicable, AEP Ohio’s assumptions used to 
develop the CBP.  Also, I note that at this time energy forwards have not changed significantly since the 
trade dates used by the Company, and for this reason I have used the same energy forwards as Ms. Thomas 
for purposes of comparison.

29 Ms. Thomas does include the estimated costs of the RSR in her summary table shown in Exhibit LJT-1, 
p. 1, but does not include these costs in the MRO Price Test shown on Exhibit LJT-1, p. 2 or Exhibit LJT-5.
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not be incurred under an MRO, and therefore it should not be omitted in the 1

MRO Price Test.  Second, I relied on the Company’s forecast of the 2

Turning Point Solar Project revenue requirements and included the GRR 3

cost in the Modified ESP Price.  Third, I decreased the Modified ESP Price 4

during the Jan – May 2015 delivery period to reflect capacity costs at 5

$255/MW-day, partially offsetting the increase due to the inclusion of non-6

bypassable riders.  My corrections to the Modified ESP Price are shown in 7

Exhibit MMS-3.8

 AEP Ohio “double counts” its alleged benefits and ignores the full 9

impact of the Modified ESP on Shopping Customers:  AEP Ohio10

assumes significant increases in customer switching, but does not 11

appropriately analyze the effects of the Modified ESP on these customers12

in the MRO Price Test.  In fact, as I describe later in my testimony, it 13

appears that AEP Ohio has “double-counted” its alleged benefits in Exhibit 14

LJT-1, p.1 by assuming that customers can receive the Company’s claimed 15

“benefit” of lower SSO prices (assuming no shopping) and “discounted 16

capacity” (assuming significant shopping) at the same time.  AEP Ohio 17

ignores in the MRO Price Test the fact that switched customers would pay 18

higher costs under the Modified ESP than under an MRO due to the 19

proposed non-bypassable charges and due to the potential for higher 20

capacity charges than under an MRO.  I account for the fact that switched 21

load will be charged the RSR and GRR non-bypassable riders proposed 22

under the Modified ESP.  I also account for the above-market capacity 23
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charges that will be charged to CRES providers under the Modified ESP 1

and compare these charges to a range of capacity charges that could be 2

charged to CRES providers under an MRO.30
3

After correcting the various flaws I have identified in Ms. Thomas’ analysis, I 4

conclude that under a reasonable set of assumptions, the Modified ESP is 5

expected to cost customers $400 million to $1.3 billion more than an MRO.  The6

corrected MRO Price Test (i.e., the corrected LJT-1) that results from the above 7

adjustments is shown in Exhibit MMS-4.  My corrections and the underlying 8

rational for the changes to the CBP, Modified ESP Price, and analysis of the 9

impact on shopping customers are described further below.10

C. AEP Ohio overstates the Competitive Benchmark Price in the MRO 11

Price by failing to use a market-based capacity price12

Q. HOW DID AEP OHIO MODEL THE MRO PRICE?13

A. The MRO Price calculated by Ms. Thomas is a blended price consisting partly of a 14

CBP and partly of a legacy ESP Total Generation Service Price.15

Q. HAVE YOU MADE ANY CHANGES TO THE LEGACY ESP TOTAL16

GENERATION SERVICE PRICE CALCULATED BY MS. THOMAS?17

A. No.  For the purposes of my analysis, I have accepted Ms. Thomas’ calculation of 18

the legacy ESP Total Generation Service Price.3119

                                                          

30 The MRO represents the “but for” world that would occur absent Commission approval of the Modified 
ESP.  I have modeled a range of reasonable estimates of the capacity charge that would be billed to CRES 
providers under this “but for” world.
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Q. TURNING NOW TO THE CBP COMPONENT OF THE MRO PRICE, 1

HAVE YOU MADE ANY CHANGES TO THE CBP?   2

A. Yes.  I recalculated the CBP using RPM capacity charges.   The other costs were 3

calculated using a model provided by Ms. Thomas.  As a result, other than 4

changing the capacity prices used in the development of the CBP, I have accepted 5

all other modeling assumptions relied upon by Ms. Thomas in her analysis.32  6

Q. WHAT CAPACITY CHARGE IS USED IN AEP OHIO’S ANALYSIS OF7

THE CBP?  8

A. AEP Ohio shows two MRO Price analyses, located in Exhibit LJT-1 and LJT-5.  9

The MRO Price shown in Exhibit LJT-1 includes a CBP with a capacity charge of 10

$355/MW-day.  The MRO Price shown in Exhibit LJT-5 includes a CBP with a 11

capacity charge based on a blending of $355/MW-day, $146/MW-day, and 12

$255/MW-day.  AEP Ohio states that the Commission should rely upon the MRO 13

Price Test shown in Exhibit LJT-1, which relies on the $355/MW-day capacity 14

figure.33
15

                                                                                                                                                                            

31 In the testimony I filed pertaining to the Stipulation ESP, I made additional corrections to the legacy ESP 
Total Generation Service Price in order to forecast the fuel rider (FAC) and EICCR.  In this testimony I 
have accepted Ms. Thomas’ legacy ESP Total Generation Service Price, which freezes the EICCR and fuel 
riders at their current levels, in response to the Commission’s recent order, which stated in part, “We also 
agree with the Signatory Parties in their assertion that forecasted fuel costs do not need to be included in the 
price test based on Section 4928.143(D), Revised Code, as well as Commission precedent in the ESP 1 case 
and Duke energy SSO Case” (citations omitted).  PUCO Opinion and Order, PUCO Case No. 11-346-EL-
SSO et al., 12/14/2011, at 31.  All else equal, higher EICCR costs over time would tend to increase the 
relative benefit of the Modified ESP as compared to an MRO.  

32 I based my analysis on a model included in Ms. Thomas’ workpapers.  Workpapers provided 3/30/2012, 
“Ohio model to LT 032912.xlsm.”

33 Modified ESP Testimony of Laura Thomas on Behalf of AEP Ohio, at 22 lines 21-23.
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Q. WHAT IS THE PROPER CAPACITY PRICE TO INCLUDE IN THE CBP?1

A. As described by FES witness Stoddard, the RPM price should be used to develop 2

the CBP.  The RPM price is the price that best supports wholesale and retail 3

competition, and the RPM price is the market price of capacity.  Furthermore, I 4

have been advised by counsel that, as contemplated by Ohio Revised Code Section 5

4928.142(C), only the market price of capacity may be utilized in the MRO Price 6

Test.7

Q. IN A PRIOR ESP FILING MADE BY THE COMPANY, DID AEP OHIO 8

RELY ON PJM RPM PRICES TO DETERMINE THE CAPACITY COST 9

COMPONENT OF THE CBP?10

A. Yes.  Contrary to Ms. Thomas’ analysis, AEP Ohio used PJM’s RPM prices for 11

capacity cost in its filing for its 2009-2011 ESP.  In this prior ESP proceeding, 12

Company witness Baker described the capacity cost component as follows: 13

“PJM Capacity Obligations - This component reflects the cost of PJM's 14
required capacity obligations for load serving entities and was derived 15

from the PJM Reliability Pricing Model (PJM Capacity Auction) results 16
for the relevant time period.”3417

Thus, AEP Ohio clearly relied on PJM’s RPM capacity price to derive the capacity 18

cost component of the CBP under an MRO.19

                                                          

34 Direct Testimony of Craig Baker on Behalf of CSP and OPCo, Case No. 08-918-EL-SSO, at 11, lines 11-
14, (emphasis added).
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Q. HAS THE COMMISSION ADOPTED THE $355/MW-DAY CAPACITY 1

CHARGE RELIED UPON BY THE COMPANY IN ITS MRO PRICE 2

TEST?3

A. No.  The Commission has never approved the $355/MW-day price for capacity4

that the Company assumes in their development of the CBP.   The Company has 5

proposed this $355/MW-day capacity charge in the 10-2929 Capacity Case.  On 6

December 8, 2010, the Commission issued an order in this case finding it 7

necessary to review the proposed changes,35 and adopted the RPM clearing prices 8

as AEP Ohio’s allowed compensation mechanism during the review.36  In a more 9

recent order, the Commission has established an interim capacity charge, set to 10

expire at the end of May 2012, which is based upon a tiered structure utilizing an 11

RPM capacity charge and a $255/MW-day capacity charge: “This interim rate will 12

be in effect until May 31, 2012, at which point the rate for capacity under the state 13

compensation mechanism shall revert to the current RPM.”37 AEP Ohio’s 14

proposed change to its capacity charge also remains pending at FERC in Dockets15

No. ER11-2183 and EL11-32, after FERC initially “rejected [AEP Ohio’s] rate 16

schedules as unauthorized under the RAA.”3817

                                                          

35 As stated on page 2 of the Order, “As an initial step, the Commission seeks public comment regarding 
the following issues: (1) what changes to the current state mechanism are appropriate to determine the 
Companies’ FRR capacity charges to Ohio competitive retail electric service (CRES) providers; (2) the 
degree to which AEP-Ohio’s capacity charges are currently being recovered through retail rates approved 
by the Commission or other capacity charges; and (3) the impact of AEP-Ohio’s capacity charges upon 
CRES providers and retail competition in Ohio.”

36 PUCO Entry Order, Case No. 10-2929-EL-UNC, 12/8/2010, at 2.

37 PUCO Entry Order, Case No. 10-2929-EL-UNC, 3/7/2012, at 17.

38 Request for Rehearing of American Electric Power Service Corporation, FERC Docket ER11-2183, 
2/22/2011 at 1, quoting American Electric Power Service Corp., 134 FERC ¶ 61,039 (2011) at 1.
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Q. HOW DOES AEP OHIO’S ASSUMED CAPACITY CHARGE COMPARE 1

WITH RPM CAPACITY PRICES?2

A. RPM prices are $116.16/MW-day for June 2011 – May 2012, $16.52/MW-day for 3

June 2012 – May 2013, $27.73/MW-day for June 2013 – May 2014, and 4

$125.94/MW-day for June 2014 – May 2015.39  In comparison, Ms. Thomas’ 5

capacity charge of $355/MW-day is substantially higher than the applicable 6

capacity prices established under RPM.    7

Q. HOW DOES MS. THOMAS’ ESTIMATE OF THE CBP CHANGE WHEN 8

YOU CORRECT THE FLAWS THAT YOU HAVE IDENTIFIED?9

A. Correcting for the capacity and other related cost components results in a 10

significantly lower CBP.  In Exhibit LJT-1, Ms. Thomas calculates the CBP with a 11

$355/MW-day capacity cost, equal to $71.60/MWH over the Modified ESP 12

delivery period.  In Exhibit LJT-5, Ms. Thomas calculates the CBP with a blending 13

of the $355/MW-day, $255/MW-day, and $146/MW-day capacity costs, equal to 14

$63.80/MWH over the Modified ESP delivery period.  Using Ms. Thomas’ 15

modeling assumptions and using RPM capacity, the CBP over the duration of the 16

ESP delivery period is $50.96/MWH.  As a result, when corrected, the CBP shown 17

in Exhibit LJT-1 would decrease by $21/MWH and the CBP shown in Exhibit 18

                                                          

39 These prices represent the Base Residual Auction prices in RPM which are adjusted prior to determining 
the final charge to customers.
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LJT-5 would decrease by $13/MWH.40  These results are summarized in Exhibit 1

MMS-2.2

D. AEP Ohio understates the Modified ESP Price in the MRO Price Test 3

by ignoring the costs associated with the proposed non-bypassable 4

riders5

Q. TURNING NOW TO THE MODIFIED ESP PRICE USED IN THE MRO 6

PRICE TEST, PLEASE EXPLAIN FURTHER MS. THOMAS’ 7

UNDERESTIMATION OF THE MODIFIED ESP PRICE.8

A. Ms. Thomas’ Modified ESP Price is too low because it omits the costs and risks 9

that customers would face related to the RSR and GRR (and potentially PMR)10

under the Modified ESP. Including the costs associated with these proposed non-11

bypassable riders, and accounting for the offsetting change in the expected price 12

during the Jan – May 2015 delivery period,41 the Modified ESP Price would 13

increase by more than $1/MWH (and as much as $4/MWH if the PMR were 14

included).  My adjustments are summarized in Exhibit MMS-3.  15

Q. HOW DID AEP OHIO DEVELOP THE MODIFIED ESP PRICE?16

A. The Modified ESP Price shown on line 13 of Exhibit LJT-1, p. 2, was provided by 17

AEP Ohio witness Roush through December 2014.  The Modified ESP Price 18

                                                          

40 As shown in Exhibit MMS-2, when the capacity prices are adjusted in Ms. Thomas’ CBP model, the 
costs of other price components are also affected.  In addition, Ms. Thomas weighted the CBP over time 
and across customer classes using system loads.  Because the CBP would apply only to retained load 
served under an MRO, I have also made a correction to weight the CBP using forecasted retained loads.  
This correction accounts for less than $1/MWH of the total reduction in the corrected CBP shown in 
Exhibit MMS-2.

41 To a lesser degree, the Modified ESP Price is too high because it overstates the expected price during the 
Jan – May 2015 delivery period as I described earlier.
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includes the current base generation rate, increased by the current EICCR rate and 1

frozen for the duration of the Modified ESP delivery period.  This charge plus a 2

transmission adjustment42 equals the “market comparable base g rate.”  The fuel 3

rider is then added to the “market comparable base g rate” to obtain the Modified 4

ESP Price.43  The Modified ESP Price during the Jan – May 2015 delivery period 5

will be equal to a CBP using $255/MW-day capacity.44  However, Ms. Thomas’ 6

forecast of the Modified ESP Price for Jan – May 2015 shown in Exhibit LJT-1, p. 7

2 assumes capacity is supplied at $355/MW-day, even though the company intends8

to supply capacity at $255/MW-day.459

Q. HAVE YOU MADE ANY CHANGES TO THESE COMPONENTS OF THE 10

MODIFIED ESP PRICE CALCULATED BY MR. ROUSH?11

A. No.  For the purposes of my analysis, I have accepted Mr. Roush’s calculation of 12

these components of the Modified ESP Price through December 2014.  However, I 13

have corrected the calculation of the Modified ESP Price for the Jan – May 2015 14

                                                          

42 These include PJM administrative, scheduling, and certain ancillary service charges for a 12 month 
2010/11 period that represent the types of charges that a competitive supplier would also incur.  The 
charges included in the Modified ESP Price shown by Ms. Thomas are identified in Exhibit DMR-2. 

43 Modified ESP Testimony of David Roush on Behalf of AEP Ohio, at 11 and Exhibit DMR-2.

44 Modified ESP Testimony of Robert Powers on Behalf of AEP Ohio, at 19-20

45 In addition, in Exhibit LJT-5, Ms. Thomas’ forecast of the Modified ESP Price during this delivery 

period assumes a blended capacity price using $355/MW-Day, $146/MW-Day, and $255/MW-Day, rather 

than the $255/MW-Day proposed by the Company. 
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delivery period to use a $255/MW-day capacity charge, thus reducing the 1

Modified ESP Price.46
2

Although I accepted Mr. Roush’s calculation of the Modified ESP Price for 3

the purposes of my analysis, I did notice that Mr. Roush uses lower costs for the 4

Fuel Factor and Transmission Adjustment in the Modified ESP than Ms. Thomas 5

uses in the legacy ESP component of the MRO.47  The use of lower charges in the 6

Modified ESP than in the legacy ESP component of the MRO increases the alleged 7

benefit of the Modified ESP by approximately $10 million.8

Q. TURNING NOW TO THE INCLUSION OF THE NON-BYPASSABLE 9

RIDERS, DO YOU AGREE WITH MS. THOMAS’ ASSERTION THAT 10

THE GRR SHOULD BE MODELED AS A ZERO-COST RIDER FOR 11

PURPOSES OF THE MRO PRICE TEST?48
12

A. No.  The GRR is a new generation-related rider specific to the Company’s ESP 13

application.  It is not a rider that would be an element of an MRO.  Therefore, it 14

should be included in the Modified ESP Price but not the MRO Price. 15

Q. DID THE COMMISSION ADDRESS THIS ISSUE BEFORE IN ITS ORDER 16

ON THE STIPULATION ESP?17

                                                          

46 In addition, I have modeled the prices for Jun – Dec 2014 and Jan – May 2015 separately, while AEP 

Ohio’s analysis assumes the same price during both delivery periods.

47 The Modified ESP Price developed by Mr. Roush uses the “Proposed” Fuel Factor and Transmission 

Adjustment charges shown in Exhibit DMR-2 while the legacy ESP component of the MRO uses the 

“Current” Fuel Factor and Transmission Adjustment charges shown in Exhibit DMR-2.

48 Modified ESP Testimony of Laura Thomas on Behalf of AEP Ohio, at 8, lines 11-18.
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A. Yes.  The Commission stated that a forecast of the GRR costs should be included 1

in the MRO Price Test and that AEP Ohio erred in the Stipulation ESP’s MRO 2

Price Test by failing to include a forecast of the GRR costs.49  Despite this fact, 3

AEP Ohio has again failed to include a forecast of the GRR in the MRO Price 4

Test.  Although AEP Ohio filed supplemental testimony showing the forecasted 5

costs to be included in the GRR due to the Turning Point Solar Project, Company 6

witness Thomas continues to claim that the inclusion of these costs “does not 7

change the zero impact of Rider GRR in Item 4 as shown in Exhibit LJT-1 Page 8

1.”509

Q. HOW DOES MS. THOMAS TREAT THE PROPOSED RSR IN HER 10

ANALYSIS?11

A. Ms. Thomas includes the costs of the RSR in her Aggregate MRO Test shown in 12

Exhibit LJT-1.  I accept the quantitative analysis of the RSR, as calculated by AEP 13

Ohio, and simply account for the identical costs in the MRO Price Test to better 14

demonstrate their effect on the expected Modified ESP Price.  15

Ms. Thomas does not include the RSR costs in the two MRO Price Tests16

shown on Exhibit LJT-1, p. 2 or Exhibit LJT-5, p.1.  In both cases, even if I 17

accepted all of Ms. Thomas’ other assumptions, which I do not, simply including 18

                                                          

49 “We 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.”  PUCO 
Opinion and Order, PUCO Case No. 11-346-EL-SSO et al., 12/14/2011, at 30.

50 Supplemental Modified ESP Testimony of Laura Thomas on Behalf of AEP Ohio, at 2.
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the Company’s estimated RSR costs in the MRO Price Test would reverse the 1

Company’s conclusion and show that the expected price under the Modified ESP 2

is not more favorable than the expected price under an MRO plan.3

Q. WHAT CORRECTIONS DID YOU MAKE TO THE MODIFIED ESP 4

PRICE TO ACCOUNT FOR THESE PROPOSED NON-BYPASSABLE, 5

GENERATION-RELATED RIDERS?6

A. Rather than assume that the GRR costs are zero, and in accordance with the recent 7

Commission order in this case, I have included the GRR costs estimated by the8

Company in the Modified ESP Price.  Similarly, with respect to the RSR, I have 9

accepted AEP Ohio’s forecasts of the relevant costs and simply incorporated these 10

costs into the MRO Price Test. Finally, I did not include the PMR in the MRO 11

Price Test (i.e., I considered it be a $0 placeholder); however, I did develop an 12

estimate of the financial impact of the PMR based on the Company’s description 13

of the potential charge.     14

Q. HOW DID YOU ESTIMATE THE GRR?15

A. I accepted AEP Ohio’s forecast of the Turning Point Solar Project’s net costs.51  16

For the purposes of comparing the Modified ESP to the expected results under an 17

MRO, I assume that AEP Ohio will not seek recovery of the costs of any 18

additional generation resources through the GRR for the duration of the Modified19

ESP.  If AEP Ohio does seek to recover any additional costs through the GRR 20

                                                          

51 Supplemental Modified ESP Testimony of David Roush on Behalf of AEP Ohio, Exhibit DMR-8, at 1.
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during the Modified ESP delivery period, then the Modified ESP Price would 1

increase relative to the MRO Price.  For purposes of comparison to an MRO, I 2

have included in the Modified ESP Price a GRR of $0.00/MWH in June 2012 –3

May 2013, $0.05/MWH in June 2013 – May 2014, and $0.13/MWH in June 2014 4

– May 2015.5

Q. DID YOU PREPARE AN ESTIMATE OF THE POTENTIAL POOL 6

TERMINATION PROVISION COSTS?7

A. Yes.  If the Company’s corporate separation plan is amended or denied, AEP Ohio 8

could propose a new non-bypassable rider (which I refer to as the PMR) to recover 9

“lost revenues as part of the move to competitive markets.”52  The PMR would 10

recover the net difference between the revenues available to AEP Ohio as a 11

member of the AEP Pool and the revenues available to AEP Ohio in the 12

competitive market. 13

Q. HOW DID YOU ESTIMATE THE FINANCIAL IMPACT OF THE PMR?14

A. AEP Ohio has provided a forecast of the capacity revenues available to it as a 15

member of the AEP Pool through 2014.53  Market prices for capacity are known 16

through May 2015, and as a result it is also possible to estimate the market 17

revenues available to AEP Ohio in the absence of the AEP Pool.  I based my 18

                                                          

52 Modified ESP Testimony of Philip Nelson on Behalf of AEP Ohio, at 22.

53 Forecasted pool transfer prices for 2012-2014 were provided by AEP Ohio in AEP Ohio Interrogatory 
Response, PUCO Case No. 11-346-EL-SSO et al., FES 6th Set, INT-6-9 Attachment 1, “FES 6-009 
Attachment 1.” The average transfer price and monthly volumes from 2014 were extended through the first 
five months of 2015.
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estimate of the total costs of pool termination on the difference between these two 1

sources of revenue.54 I also assumed that AEP Ohio would offset the lost capacity 2

revenues with the associated incremental energy revenues as a result of pool 3

termination.55  This technique for estimating the costs of pool termination is 4

similar to the methodology used by AEP in a study performed for the Indiana 5

Utility Regulatory Commission.566

I estimated the financial impact of the PMR beginning on January 1, 20147

with calculation of the impact extending through May 31, 2015 and recovery of the 8

PMR terminating with the end of Modified ESP on May 31, 2015.57  Based on my 9

analysis, the total potential impact of pool termination, net of offsetting increases 10

in energy revenue, could be approximately $410 million over the Modified ESP 11

delivery period.  12

Q. MR. SCHNITZER, DO YOU BELIEVE IT IS APPROPRIATE TO 13

CONSIDER THE COSTS OF THE PMR IN THE AGGREGATE MRO 14

TEST?15

                                                          

54 To the extent that AEP Ohio would seek to recover other costs associated with pool termination besides 
lost capacity revenues, the PMR costs could be even higher than what I include in my analysis.

55 AEP Ohio Interrogatory Response, FES 17th Set, STIP-FES-INT-17-17-043(G).

56 When AEP modeled the costs associated with the termination of the AEP Pool for a study conducted in 
Indiana, it assumed that replacement capacity prices were those available from PJM’s RPM market.  (Study 
Report of AEP Interconnection Agreement submitted by Indiana Michigan Power to the Indiana Utility 
Regulatory Commission, IURC Cause No. 43306, 12/11/2009, at 25-30.)  

57 Pool termination/modification is assumed to occur by January 1, 2014 based on the Modified ESP 
Testimony of Philip Nelson on Behalf of AEP Ohio, at 21.  The losses were assumed to be calculated 
through May 31, 2015 and collection was assumed to occur through the end of the Modified ESP Period.
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A. Yes.  The pool termination provision is a part of the Modified ESP Plan and the 1

PMR costs potentially could be significant.  While I recognize that the magnitude 2

of these costs could vary, simply ignoring the potential costs of the PMR 3

altogether biases the comparison in favor of the Modified ESP.  That is why I 4

have developed an estimate of these costs for the Commission’s consideration.  5

E. AEP Ohio “double counts” its alleged benefits and fails to fully 6

consider the impact of its Modified ESP on customers that receive 7

service from CRES providers  8

Q. PLEASE EXPLAIN THE PROPOSED CHARGES THAT WILL AFFECT 9

SHOPPING CUSTOMERS.10

A. AEP Ohio’s Modified ESP includes a variety of non-bypassable charges and11

tiered capacity charges to CRES providers serving shopping customers.12

Q. DOES THE MRO PRICE TEST PERFORMED BY MS. THOMAS 13

ACCOUNT FOR THE FACT THAT SWITCHED LOAD WOULD PAY 14

THESE ADDITIONAL CHARGES?15

A. AEP Ohio’s MRO Price Test shown in Exhibit LJT-1, p. 2 does not fully account 16

for the inclusion of these charges.  Ms. Thomas’ analysis fails to consider the fact 17

that under an MRO, non-bypassable charges such as the GRR (and potentially the 18

PMR) would not be incurred by customers.  Ms. Thomas does include the19

estimated costs of the RSR in her Aggregate MRO Test shown in Exhibit LJT-1, 20

p. 1, but does not include these costs in the MRO Price Test shown on Exhibit 21

LJT-1, p. 2 or Exhibit LJT-5.  In addition, Ms. Thomas’ analysis fails to consider 22
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that the above-market capacity charges imposed on switched load in the Modified 1

ESP may not be available to AEP Ohio under an MRO.  2

In fact, Ms. Thomas’ lack of clearly distinguishing the financial impacts3

on retained customers versus shopping customers has resulted in a significant 4

flaw in her analysis shown in the Aggregate MRO Test in Exhibit LJT-1, p. 1.5

Q. PLEASE EXPLAIN THE SIGNIFICANT FLAW IN THE AGGREGATE 6

MRO TEST SHOWN IN EXHIBIT LJT-1.7

A. Even if one accepts all of the Company’s assumptions and analysis, which I do 8

not, it appears that the Company has “double counted” its alleged benefits in 9

Exhibit LJT-1, p.1.  Line 1 of the Exhibit shows the Company’s results of the 10

MRO Price Test, whereby the Company claims that SSO customers receive the 11

price benefit of the Modified ESP.  Ms. Thomas refers to Exhibit LJT-1, page 3, as 12

the source for the $256 million in claimed benefits.  However, page 3 of this 13

Exhibit clearly shows that the $256 million figure is based on total “Connected 14

Load” or system load.  Obviously, only customers that remain on SSO service 15

would receive the alleged benefit of the SSO price.  In effect, Ms. Thomas’ MRO 16

Price Test assumes zero percent shopping.  At the same time, line 2 of Exhibit 17

LJT-1, p.1 shows the alleged discounted capacity benefit of $989 million.  AEP 18

Ohio witness Allen calculates this alleged benefit to CRES providers based on the 19

Company’s estimated shopping load (which is about 68% of the load on average 20

over the ESP period).  It is not possible that customer load assumed to be shopping 21

could receive the alleged benefit of “discounted, tiered capacity pricing for CRES 22
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providers” as shown in line 2 of the Aggregate MRO Test, and at the same time, 1

receive the alleged benefit of a lower ESP price.  By not clearly distinguishing the 2

financial impacts on shopped versus retained customers, Ms. Thomas significantly 3

“double counts” the alleged benefits in her Aggregate MRO Test.  As a result, 4

even if one were to accept AEP Ohio’s analysis, which I do not, the Modified ESP 5

Benefit of $1.77/MWH that Ms. Thomas calculates on page 2 of Exhibit LJT-1 6

should only be applied to retained SSO load.  In other words, the $256 million 7

figure in Ms. Thomas’ Exhibit LJT-1 p. 1 and 3 is significantly overstated and,8

when corrected to reflect the Company’s retained load assumptions, should be only 9

about $80 million before accounting for the other corrections that I have described.10

Q. WHAT CORRECTIONS HAVE YOU MADE TO ACCOUNT FOR THE 11

FACT THAT SWITCHED LOAD WOULD HAVE TO PAY THE NON-12

BYPASSABLE GRR UNDER THE MODIFIED ESP?13

A. Because the GRR is a new non-bypassable rider included as a component of the 14

Modified ESP filed with the Commission, and would not be available to AEP Ohio 15

under an MRO, I have included the total costs of this rider in my calculation of the 16

expected costs under the Modified ESP.  I do not include any costs resulting from 17

this rider in my calculation of the expected costs under an MRO.  This treatment is 18

similar to Ms. Thomas’ treatment of the non-bypassable RSR.  19

Q. WHAT CORRECTIONS HAVE YOU MADE TO ACCOUNT FOR THE 20

FACT THAT CRES PROVIDERS WOULD BE CHARGED THE 21
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PROPOSED TIERED CAPACITY CHARGES UNDER THE MODIFIED 1

ESP?2

A. AEP Ohio’s Modified ESP requests Commission approval of the right to charge 3

tiered capacity charges that are above-market to CRES providers serving 4

shopping customers.  In the absence of Commission approval of AEP Ohio’s 5

Modified ESP, the rates AEP Ohio charges CRES providers serving shopping 6

customers would be determined by the outcome of the 10-2929 Capacity Case.  In 7

order to more accurately model the expected costs of the Modified ESP, I have 8

quantified the cost to shopping customers of these above-market charges using 9

AEP Ohio’s forecast of switching.  In order to estimate the total costs expected 10

under an MRO, I have modeled a range of capacity costs for switched load that is 11

intended to represent the range of reasonable outcomes in the 10-2929 Capacity 12

Case.  My base case assumes that AEP Ohio is allowed to charge CRES providers13

RPM rates, per the state compensation mechanism currently scheduled to be in 14

place beginning June 1, 2012.58  In this case, using AEP Ohio’s forecast of 15

customer switching, its Modified ESP would cost shopping customers about $87516

million in above-market capacity costs that would not be incurred under an 17

MRO.5918

As a sensitivity scenario, I also show the expected costs under an MRO 19

assuming AEP Ohio is allowed to charge CRES providers the identical capacity 20

charges that it requested in the Modified ESP (i.e., there is no difference between 21

                                                          

58 PUCO Entry Order, Case No. 10-2929-EL-UNC, 3/7/2012, at 17.

59 This assumes that CRES providers would pass the capacity costs onto customers they serve.
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the capacity charges billed to CRES providers in the Modified ESP and under the 1

MRO).60  2

F. Under reasonable assumptions, the Modified ESP Price would not be 3

more favorable than the MRO Price, resulting in excess costs to the 4

AEP Ohio zone ranging from $400 million to $1.3 billion5

Q. DID YOU CORRECT THE PRICE COMPARISON SHOWN IN EXHIBIT 6

LJT-1?7

A. Yes.  I used a similar methodology as Ms. Thomas to blend the corrected CBP and 8

the Total Generation Service Price to derive a corrected MRO Price.  The corrected 9

MRO Price was then compared with the corrected Modified ESP Price, taking into 10

account all charges to the AEP Ohio zone.  Based on my analysis, the Modified 11

ESP would result in excess costs to the AEP Ohio zone as compared to an MRO 12

under a wide range of reasonable assumptions – ranging from $400 million to $1.313

billion.61  The difference in the two figures depends on the expected outcome of14

the 10-2929 Capacity Case under an MRO. The $1.3 billion figure is based on 15

AEP Ohio being required to set capacity charges at RPM for CRES providers 16

serving shopping customers under an MRO.  The $400 million figure is based on 17

AEP Ohio being allowed to charge tiered above-market capacity charges for CRES 18

providers serving shopping customers in the MRO identical to those proposed in 19

                                                          

60 If the Commission were to permit AEP Ohio to continue to charge the interim rates that are in place 
today and currently scheduled to expire, this scenario would fall within the range of possible outcomes that 
I analyzed, as shown in Exhibit MMS-4, at 2.

61 Neither of these figures includes any costs related to the Pool Termination Provision, which as I estimate, 
could increase costs to customers by about $410 million.  If I were to include the PMR costs, the Modified 
ESP would result in excess costs to the AEP Ohio zone as compared to an MRO by $800 million to $1.7 
billion.
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the Modified ESP.62  In both instances, the Modified ESP fails the MRO Price 1

Test.  2

The corrected MRO Price Test results are summarized in Exhibit MMS-4.  3

This conclusion corrects the summary that Ms. Thomas shows in the Aggregate 4

MRO Test shown in Exhibit LJT-1, p.1.  In addition to correcting the MRO Price 5

Test, I have eliminated the Company’s alleged “benefit” of offering discounted 6

capacity as ordered by the Commission, and I have incorporated the financial 7

costs of the RSR into my MRO Price Test. Thus, correcting Ms. Thomas’ errors 8

leads to the opposite conclusion:  the Modified ESP Price is not more favorable 9

than the expected price under an MRO.  This remains true under a wide range of 10

assumptions.63    11

V. The Modified ESP Is About $670 Million Worse For Customers Than The 12

Stipulation ESP That Was Ultimately Rejected By The Commission13

Q. HOW DOES THE MODIFIED ESP COMPARE TO THE STIPULATION 14

ESP THAT WAS ULTIMATELY REJECTED BY THE COMMISSION?15

A. The Modified ESP is in many respects worse for customers than the Stipulation 16

ESP that was ultimately rejected by the Commission.  The Modified ESP imposes 17

new costs on Tier 1 and Tier 2 customers that shop with CRES providers. At the 18

                                                          

62 For purposes of my analysis, I have assumed that the size of the Tier 1 capacity allotments is identical in 
the MRO (as determined by the outcome of the 10-2929 Capacity Case) and in the Modified ESP.  To the 
extent that the Commission requires additional Tier 1 capacity allotments relative to the size proposed in 
the Modified ESP, this would increase the relative costs of the Modified ESP as compared to the MRO.

63 I have not included the impact of the Distribution Investment Rider in my analysis. To the extent that 
this rider would result in additional costs beyond what would be recovered in an MRO, this would increase 
the costs of the Modified ESP.
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same time, the Modified ESP also imposes additional costs on SSO customers that 1

remain with AEP Ohio.  Finally, the Modified ESP includes other provisions that 2

are less favorable than the Stipulation ESP.  Each of these is addressed in turn in 3

this section of my testimony.4

A. The Modified ESP harms shopping customers by approximately $5555

million – increasing capacity costs to CRES providers serving Tier 1 6

customers, reducing the size of Tier 1 capacity allotments, and 7

imposing new RSR costs on Tier 1 and Tier 2 customers8

Q. HOW DOES THE MODIFIED ESP AFFECT CUSTOMERS THAT SHOP?9

A. The Modified ESP will increase the rates charged to customers that shop by 10

increasing the Tier 1 capacity charge ($146/MW-day instead of RPM prices) and 11

by imposing a new non-bypassable RSR.64  These new charges will increase costs 12

by an additional $555 million based on assumptions provided in the Company’s 13

own analysis.14

Q. WHAT WOULD BE THE FINANCIAL IMPACT ON TIER 1 15

CUSTOMERS?16

A. The Modified ESP would increase the cost of Tier 1 capacity from RPM to 17

$146/MW-day.  The higher capacity charge increases the costs to serve Tier 1 18

customers by about $250 million over the three-year period.  In addition, due to the 19

                                                          

64 As described later, the Modified ESP makes certain changes in customer eligibility to receive Tier 1 

capacity allotments, which would reduce the quantity of Tier 1 capacity available to shopping customers.  

CRES providers serving these customers would have been charged RPM prices under the Stipulation ESP, 

but under the Modified ESP, would have to pay the Tier 2 capacity charge of $255/MW-day under the 

Modified ESP. 
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increased restrictions on aggregation load’s ability to receive Tier 1 capacity,1

approximately 7 TWH of load which was eligible for Tier 1 capacity at RPM 2

charges under the Stipulation ESP will receive Tier 2 capacity under the Modified 3

ESP at $255/MW-day.65  This portion of aggregation load will pay approximately 4

$110 million in increased costs due to the Modified ESP.  Finally, Tier 1 5

customers would also pay the new RSR charge, adding another $100 million of 6

costs.  In total, these customers would be responsible for paying approximately 7

$460 million more under the Modified ESP than under the Stipulation ESP, 8

holding all else constant.9

Q. WHAT WOULD BE THE FINANCIAL IMPACT ON TIER 2 10

CUSTOMERS?11

A. As compared to the Stipulation ESP, AEP Ohio’s proposed capacity charge of 12

$255/MW-day is unchanged for CRES providers serving Tier 2 customers.  13

However, Tier 2 customers would incur the costs associated with the new non-14

bypassable RSR in the Modified ESP.  Based on the Company’s shopping 15

assumptions, these new costs would total approximately $95 million over the 16

Modified ESP period.17

                                                          

65 Under the Stipulation ESP, all governmental aggregation load, including mercantile load, would receive 

Tier 1 capacity allotments (i.e., RPM prices) without counting toward the 21% allocation in 2012, and the 

capacity allotments in later years would be expanded to the extent necessary to accommodate this load.  

Under the Modified ESP, governmental aggregation load is counted towards the 21% allocation of Tier 1 

capacity, and once Tier 1 is fully subscribed only non-mercantile aggregation load is eligible to receive 

additional Tier 1 capacity in 2012.  Thus, the Modified ESP effectively reduces the overall size of the Tier 

1 allocation and separately introduces new restrictions on the ability of mercantile aggregation load to 

receive Tier 1 capacity.  
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B. The Modified ESP increases rates for SSO customers by 1

approximately $105 million2

Q. AS COMPARED TO THE STIPULATION ESP, WHAT WOULD BE THE 3

FINANCIAL IMPACT OF CHANGES TO GENERATION RATES FOR 4

SSO CUSTOMERS5

A. The Modified ESP would result in higher costs for SSO customers as compared to 6

the Stipulation ESP.  Rates are expected to be $2.3/MWH higher under the 7

Modified ESP than the Stipulation ESP, resulting in almost $105 million in 8

increased charges to retained load.  Over 85% of this increase in rates is 9

attributable to the new non-bypassable RSR in the Modified ESP.  10

The remaining increase is due to two offsetting effects.  On one side, the 11

Company has lowered the “Current Base ESP ‘g’ Rate” slightly and held it flat 12

rather than have it increase over time as in the Stipulation ESP.  The Company 13

claims this as a benefit of the Modified ESP.  However, this change is more than 14

offset by the increase in costs due to the Company’s proposal to charge SSO 15

customers $255/MW-day for capacity when it uses a competitive procurement 16

process to obtain energy for 100% of retained load beginning January 1, 201517

through May 31, 2015.  Using the Company’s market price assumptions and 18

models, SSO customers actually would pay more under the Modified ESP than 19

under the earlier Stipulation ESP during the June 2012 – May 2015 delivery 20

period.  When considered together, these two effects result in a net cost to SSO 21

customers.22



41

C. In addition, the Modified ESP imposes about $10 million of additional 1

costs on customers as compared to the Stipulation ESP 2

Q. ARE THERE OTHER COSTS TO CUSTOMERS INCLUDED IN THE 3

MODIFIED ESP THAT WERE NOT APPLICABLE UNDER THE 4

STIPULATION ESP?5

A. Yes.  The Modified ESP includes additional net costs that would not have been 6

applied under the Stipulation ESP.  First, it eliminates the grants to the Partnership 7

with Ohio initiative ($9 million).  Second, it eliminates the Ohio Growth Fund 8

($15 million), and third, there is an offsetting reduction in costs due to the 9

elimination of the Market Transition Rider ($14 million).  Therefore, when all of 10

these items are considered together, the Modified ESP includes additional net costs 11

(or removal of benefits) totaling about $10 million that would not have been 12

applied under the Stipulation ESP.13

Furthermore, the provisions related to the Pool Modification Rider have 14

been adjusted.  Under the Stipulation ESP, customers were shielded from the first 15

$50 million of costs related to pool modification or termination.  Additionally, if 16

costs exceeded $50 million, AEP Ohio was not able to seek recovery of the first 17

$50 million in costs. However, under the Modified ESP, customers will be 18

insulated only from the first $35 million in costs related to pool modification or 19

termination.20

Q. PLEASE SUMMARIZE YOUR FINDINGS REGARDING THIS 21

COMPARISON.22
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A. Altogether, the total generation revenues collected by AEP Ohio under the 1

Modified ESP exceed those included in the Stipulation ESP.  Between the higher 2

Tier 1 capacity charges, the new RSR, and the increased generation rates for 3

retained SSO customers, AEP Ohio has requested about $660 million in new 4

generation charges, as compared to the generation charges requested under the 5

Stipulation ESP.  In addition, AEP Ohio is taking away $10 million of other 6

previously offered benefits from customers included in the Stipulation ESP but not 7

included in the Modified ESP.  Therefore, AEP Ohio’s Modified ESP is 8

substantially worse for customers than the Stipulation ESP, as summarized in the 9

table below.10

The Modified ESP is About $670 Million Worse than the Stipulation ESP11

(June 1, 2012 – May 31, 2015)12

13

Increase in Charges in 

Modified ESP 

$MM

Tier 1 Customers

  Increase in capacity charge 248

  Reduction in Tier 1 allotment 112

  New RSR charge 99

Subtotal 459

Tier 2 Customers

  New RSR charge 95

SSO Customers

  Net increase in Base G Rate 14

  New RSR charge 90

Subtotal 104
Total Increase in Generation Charges

  Increase in capacity charge 360

  New RSR charge 284

  Net increase in Base G Rate 14

Subtotal 659

Other Modified ESP Changes:

  Elimination of grants to Partnership with Ohio 9

  Elimination of Ohio Growth Fund 15

  Less elimination of MTR -14

Subtotal 10

Total Impact 669

Note:  Total dollars are based on AEP Ohio's switching assumptions.
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VI. If Approved, The Modified ESP Also Will Impede The Development Of A 1

Robust Competitive Retail Market2

Q. HOW WILL THE MODIFIED ESP IMPEDE THE DEVELOPMENT OF A 3

ROBUST COMPETITIVE RETAIL MARKET?4

A. The Modified ESP contains tiered above-market capacity charges to CRES 5

providers that could limit CRES providers’ ability to offer savings and will reduce 6

the level of savings they can offer to customers in AEP Ohio’s service area.  7

Furthermore, the tiered capacity structure will result in customers paying different8

prices for otherwise identical service.9

A. The above-market capacity charges to CRES providers under the 10

Modified ESP will limit CRES providers’ ability to offer savings and 11

will reduce the level of savings they can offer to shopping customers12

Q. BASED ON CURRENT MARKET PRICE EXPECTATIONS, WILL TIER 1 13

CUSTOMERS BE ABLE TO SHOP FOR ELECTRICITY?14

A. Yes.  The chart below compares the generation-related bypassable charges in the 15

Modified ESP Price (i.e., the “Market Comparable Base g” rate plus the “Current 16

Fuel Factor”) with the market cost to serve customers when a) RPM capacity 17

prices are available to CRES providers, as proposed in the Stipulation ESP, and b) 18

with the $146/MW-day Tier 1 capacity charge in the Modified ESP.  As can be 19

seen from the chart, the Modified ESP bypassable charges significantly exceed the 20

CRES market cost to serve when RPM capacity prices are available to CRES 21

providers.  This “headroom” represents a potential savings opportunity for 22
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customers if they could fully access competitive market pricing.66 Under the 1

Modified ESP, the higher capacity charge would reduce this savings opportunity 2

for customers by approximately $250 million or $5/MWH over the three-year 3

period.  As shown below, despite the higher Tier 1 capacity charge, headroom 4

would still exist for these customers, suggesting that Tier 1 customers will still 5

have an opportunity to shop.6

Customers See a Lower Benefit from Retail Shopping When Tier 1 Capacity 7
is Charged to CRES Providers8

9

                                                          

66 This savings opportunity has increased since the Stipulation ESP was approved due to the decline in 
market prices.  
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Q. MR. SCHNITZER, WHAT ARE THE PROSPECTS FOR TIER 2 1

CUSTOMERS TO SHOP FOR ELECTRICITY?2

A. AEP Ohio’s outlook for shopping opportunities has changed considerably for Tier 3

2 customers.  In the Stipulation ESP, the Company assumed switching levels up to 4

the Tier 1 percentage levels.  In other words, the Company assumed that Tier 2 5

customers would not shop with a CRES provider, and, as a result, no customers 6

would pay the above-market capacity charge.  In the Modified ESP, the Company 7

assumes much higher levels of customer shopping (approximately 68% of the total 8

load on average over the three-year period).  This implies significant shopping 9

among Tier 2 customers.  In fact, based on the Company’s updated switching 10

assumptions, the Tier 2 capacity charge would result in approximately $630 11

million or $13/MWH in above-market charges over the three-year period.  12

Although the recent decline in market prices has improved the prospects 13

for customer shopping since the Stipulation ESP was initially approved, the 14

Modified ESP Tier 2 capacity charge of $255/MW-day would result in negative 15

headroom according to AEP Ohio’s price forecasts.  Therefore, there is little 16

opportunity for customers to shop with a CRES supplier at the Tier 2 capacity 17

charge because the bypassable generation charges in the Modified ESP are below 18

the costs that a CRES supplier would have to incur when faced with paying AEP 19

Ohio’s above-market $255 per MW-day capacity charge.20
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The Modified ESP Would Limit Retail Competition When CRES Suppliers 1

Have to Pay AEP Ohio’s Above-Market $255/MW-Day Capacity Charge2

3

As a result, the Modified ESP is likely to limit the opportunity for Tier 2 customers 4

to shop, especially as the headroom becomes more negative over time.  This 5

analysis was performed using the Company’s own estimates of bypassable charges 6

versus the competitive market price assuming a $255/MW-day capacity charge.  7

Thus, the Company’s projected shopping assumptions appear to be inconsistent 8

with the underlying Modified ESP Price and market price estimates.9

Q. GIVEN THIS INCONSISTENCY, WHAT DID YOU ASSUME IN YOUR 10

EARLIER ANALYSIS WHEN COMPARING THE MRO TO THE 11

MODIFIED ESP?12
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A. For purposes of comparison, I adopted the Company’s projected shopping 1

estimates in the MRO Price Test.  But as a sensitivity case, I also conducted the 2

MRO Price Test assuming that no Tier 2 customers shopped for electricity, and 3

only Tier 1 customers were able to shop.  Under this scenario, the Modified ESP 4

still would result in excess costs to the AEP Ohio zone as compared to an MRO 5

under a wide range of reasonable assumptions – ranging from $330 million to as 6

much as $580 million.7

B. The tiered structure of above-market capacity charges will lead to the 8

creation of two classes of customer who pay different rates for 9

otherwise identical service10

Q. DO YOU HAVE ANY OTHER CONCERNS WITH THE PROPOSED 11

TIERED CAPACITY STRUCTURE?12

A. Yes, due to this tiered capacity structure, similarly situated customers with the 13

same consumption characteristics could face discriminatory treatment in terms of 14

shopping opportunities and pricing.  In the prior Stipulation, the Company 15

assumed that Tier 1 customers were able to shop, while Tier 2 customers were not 16

expected to shop.  Thus, there were effectively two types of customers – SSO 17

customers and Tier 1 shopping customers at RPM capacity charges.  Based on the 18

Company’s current shopping assumptions, there are now three types of customers: 19

retained SSO customers, Tier 1 shopping customers at $146/MW-day, and Tier 2 20

customers at $255/MW-day.  As a policy matter, it is not clear why two customers 21

with identical consumption characteristics – one who is classified as a Tier 1 22
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customer and the other who is classified as a Tier 2 customer – should be exposed 1

to very different sets of charges.2

Q. MR. SCHNITZER, IS THERE A WAY FOR THE COMMISSION TO 3

ADDRESS BOTH ISSUES THAT YOU HAVE RAISED REGARDING THE 4

MODIFIED ESP – NAMELY, THE INCREMENTAL COSTS AS 5

COMPARED TO THE STIPULATION ESP AND THE IMPEDIMENTS TO6

THE DEVELOPMENT OF A ROBUST COMPETITIVE RETAIL 7

MARKET?8

A. Yes, the Commission could address both of these issues simultaneously by taking 9

the following steps.  First, it could eliminate the tiered capacity structure and 10

lower the level of the proposed capacity charges to RPM levels.  Eliminating the 11

tiered capacity structure (i.e., having the same capacity charge for Tier 1 and Tier 12

2 customers) would remove the complication and controversy of having to track 13

Tier 1 and Tier 2 customers and would avoid the potential for discriminatory 14

pricing for similarly situated customers that want to shop with a CRES provider.  15

Plus it would have the added benefit of simplifying the administration of the retail 16

access program. Meanwhile, lowering the capacity charges to RPM levels would 17

better support the development of a robust competitive retail market by increasing 18

the savings opportunity to customers that shop.  Second, at the same time that the 19

Commission lowers the capacity charge revenues, the Commission could also 20
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eliminate the RSR.67  If AEP Ohio were required to make capacity available to 1

CRES providers at RPM prices for all shopping customers, the lower capacity 2

charges would save shopping customers approximately $875 million in above-3

market costs for capacity as compared to the Modified ESP based on the 4

Company’s switching estimates.  This change, when coupled with the elimination 5

of the RSR,68 would more than offset the requested increase in revenues as 6

compared to the Stipulation ESP.  In this case, all customers would be able to 7

access competitive market prices (both energy and capacity) and have an 8

opportunity shop.  9

Q. IS THERE ANYTHING ELSE YOU WOULD LIKE TO ADD AT THIS 10

TIME?11

A. Yes.  I would like to mention that the discovery responses that I relied on in my 12

testimony are attached as Exhibit MMS-5.13

Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?14

A. Yes, it does.  However, I reserve the right to supplement my testimony as new 15

information subsequently becomes available or in response to positions taken by 16

other parties.17

                                                          

67 According to the methodology the Company has proposed to adjust the RSR, any decrease in capacity 
revenues that results from lowering AEP Ohio capacity charges to CRES providers would be recovered 
with an offsetting increase in the RSR.  Thus, if the Commission wants to limit AEP Ohio’s cost recovery, 
lowering the Tier 1 and Tier 2 capacity charges would not be sufficient.

68 The elimination of the RSR would save $284 million for all customers according to the Company’s 
estimates.
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Michael Schnitzer is a Director of The NorthBridge Group.  He has over 25 years of 
experience in management consulting to clients in energy industries, with a primary focus on 
the electricity industry.  Working with utility and non-utility clients, he has developed 
initiatives in strategy, marketing, pricing, regulatory relations, and generation investment.  
He also has broad experience in the transition to competitive wholesale and retail electricity 
markets and has developed and evaluated numerous electricity restructuring proposals.   

Mr. Schnitzer has been an expert witness in a number of regulatory proceedings involving 
electric industry restructuring, utility supply planning, and environmental issues.  He has 
testified before the Federal Energy Regulatory Commission on issues relating to competitive 
restructuring and wholesale market design, including Locational Marginal Pricing and 
Financial Transmission Rights, Regional Transmission Organizations, standard market 
design, resource adequacy, and transmission expansion pricing policy.  On several occasions 
he has been invited by FERC staff to participate as a panelist in technical conferences on 
market design issues.  Mr. Schnitzer has also testified before several state commissions and 
departments on the subject of provision of default service to retail customers, including 
evaluation of competitive procurement proposals. 

He is a former adjunct research fellow at the Energy and Environmental Policy Center, John 
F. Kennedy School of Government, Harvard University.  Before joining NorthBridge, Mr. 
Schnitzer was a Managing Director at Putnam, Hayes & Bartlett, Inc., where he co-directed 
the firm's regulated industry practice.   

Mr. Schnitzer received an A.B. in chemistry, with honors, from Harvard University, and an 
M.S. in management from the Sloan School, Massachusetts Institute of Technology. 



Col. 1 Col. 2 Col. 3

Col. 4 = Blend of 

Cols. 1, 2, and 3 Col. 5 Col. 6 = 5 - 1 Col. 7 = 5 - 4

($/MWh)

Thomas "Full 

Cost" CBP (Used 

in LJT-1, p. 2)

Thomas Tier 1 

CBP

Thomas Tier 2 

CBP

Thomas Blended 

CBP (Used in LJT-

5, p. 1)

Corrected CBP 

(RPM)

Total Corrections 

to CBP in LJT-1, 

p. 2

Total Corrections 

to CBP in LJT-5, 

p. 1 Corrections

Simple Swap 35.26 35.26 35.26 35.26 35.02 -0.24 -0.24 Due to load-weighting differences [1]

Basis Adjustment 0.49 0.49 0.49 0.49 0.49 0.00 0.00

Load Following/Shaping Adjustment 3.48 2.41 2.95 2.92 2.10 -1.38 -0.82 Primarily a "ripple effect" due to the change in capacity prices

Capacity 21.97 9.01 15.75 15.14 4.01 -17.96 -11.13 LJT uses above-market capacity prices instead of RPM capacity

Ancillary Services 0.85 0.85 0.85 0.85 0.85 0.00 0.00

Alternative Energy Requirement 0.72 0.72 0.72 0.72 0.71 -0.02 -0.02 Due to load-weighting differences [1]

ARR Credit -1.14 -1.14 -1.14 -1.14 -1.16 -0.03 -0.03 Due to load-weighting differences [1]

Losses 1.55 1.49 1.52 1.52 1.52 -0.03 0.00

Transaction Risk Adder 3.41 2.70 3.07 3.04 2.43 -0.98 -0.61 Primarily a "ripple effect" due to the change in capacity prices

Retail Administration 5.00 5.00 5.00 5.00 5.00 0.00 0.00

Total 71.60 56.79 64.48 63.80 50.96 -20.63 -12.84

Note: AEP Ohio weights the Competitive Benchmark Price over time and across customer classes (Residential, Commercial, and Industrial) using system loads rather than retained loads.  Because the CBP would apply only to the 

retained load served under an MRO, the corrected numbers are weighted by retained loads.

Exhibit MMS-2

Exhibit MMS-2: Corrections to the June 2012 - May 2015 Competitive Benchmark Price 
(Expected Bid Price)



($/MWh)

Jun 2012 - 

May 2013

Jun 2013 - 

May 2014

Jun 2014 - 

Dec 2014

Jan 2015 - 

May 2015

Load-Wtd 

Avg Corrections

Modified ESP Price Estimate Used by AEP Ohio
Base Generation Rate 22.86 22.86 22.89 NA

Transmission Adjustment 2.91 2.91 2.91 NA

Market Comparable Base 'g' Rate 25.77 25.77 25.80 74.34

AEP Ohio Estimate of 2011 Full Fuel 36.35 36.02 36.02 NA

AEP Ohio Estimated Modified ESP Price 62.12 61.79 61.82 74.34 63.62

Corrected Modified ESP Price
Base Generation Rate 22.86 22.86 22.89 NA None

Transmission Adjustment 2.91 2.91 2.91 NA None

Market Comparable Base 'g' Rate 25.77 25.77 25.80 69.27 Jan 2015 - May 2015 price changed to reflect $255/MW-day capacity

Current Fuel Factor 36.35 36.02 36.02 NA None

Estimate of GRR 0.00 0.05 0.11 0.15 Estimate of GRR costs based on Company forecasts

Estimate of Retail Stability Rider 1.96 1.96 1.96 1.96 RSR included in Modified ESP Price

Corrected Modified ESP Price 64.08 63.80 63.90 71.39 64.87

Total Corrections to Modified ESP Price 1.96 2.01 2.08 -2.95 1.26

Exhibit MMS-3

Exhibit MMS-3: Corrections to the Modified ESP Price



($/MWh except where noted)

MRO Pricing
Total Generation Service Price

Tariff Generation Price 21.26 21.26 21.28 21.22 21.26

Transmission Adjustment 2.95 2.95 2.95 2.94 2.95

Current EICCR 1.60 1.60 1.61 1.60 1.60

Market Comparable Base 'g' Rate 25.81 25.81 25.84 25.76 25.81

Current Fuel Factor 36.35 36.36 36.39 36.32 36.36

Total Generation Service Price 62.16 62.17 62.23 62.08 62.17

Generation Service Price Weight 90% 80% 70% 70%

Competitive Benchmark Price

Simple Swap 32.68 35.34 36.54 39.46 35.02

Capacity (RPM) 1.30 2.07 9.45 9.54 4.01

Other 10.84 11.85 13.59 13.14 11.93

Competitive Benchmark Price 44.83 49.27 59.58 62.15 50.96

CBP Weight 10% 20% 30% 30%

Estimate of MRO Price 60.43 59.59 61.44 62.10 60.56

Modified ESP Price
Modified ESP

Tariff Generation Price 22.86 22.86 22.89 NA

Transmission Adjustment 2.91 2.91 2.91 NA

Market Comparable Base 'g' Rate 25.77 25.77 25.80 69.27

Current Fuel Factor 36.35 36.02 36.02 NA

GRR 0.00 0.05 0.11 0.15 0.06

Retail Stability Rider ("RSR") 1.96 1.96 1.96 1.96 1.96

Estimate of Modified ESP Price 64.08 63.80 63.90 71.39 64.87

Total Above-MRO Charges
Average AEP Ohio Zone Price Under MRO 50.54 52.08 59.73 61.90 54.41

Average AEP Ohio Zone Price Under ESP 61.42 62.73 63.79 67.96 63.22

AEP Zone ESP Price Benefit -10.88 -10.65 -4.06 -6.05 -8.80

Estimate of Total Charges Under ESP ($MM) 2,960 3,027 1,814 1,341 9,143

Estimate of Total Charges Under MRO ($MM) 2,436 2,513 1,698 1,222 7,870

Excess Costs Charged Under ESP ($MM) 524 514 115 120 1,273

Above-MRO Costs of Bypassable Generation Rates ($MM) 30 30 3 41 105

Above-MRO Costs of Tier 1 Capacity ($MM) 130 128 -6 -4 248

Above-MRO Costs of Tier 2 Capacity ($MM) 269 258 59 41 628

Above-MRO Costs of GRR ($MM) 0 2 3 3 8

Above-MRO Costs of RSR ($MM) 95 95 56 39 284

Excess Costs Charged Under ESP ($MM) 524 514 115 120 1,273

Load-Wtd 

Avg

Jun 2012 - 

May 2013

Jun 2013 - 

May 2014

Jun 2014 - 

Dec 2014

Jan 2015 - 

May 2015
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Exhibit MMS-4: MRO Price Test for the Modified ESP
(MRO Capacity for Switched Load: Tier 1 at RPM  and Tier 2 at RPM)



($/MWh except where noted)

MRO Pricing
Total Generation Service Price

Tariff Generation Price 21.26 21.26 21.28 21.22 21.26

Transmission Adjustment 2.95 2.95 2.95 2.94 2.95

Current EICCR 1.60 1.60 1.61 1.60 1.60

Market Comparable Base 'g' Rate 25.81 25.81 25.84 25.76 25.81

Current Fuel Factor 36.35 36.36 36.39 36.32 36.36

Total Generation Service Price 62.16 62.17 62.23 62.08 62.17

Generation Service Price Weight 90% 80% 70% 70%

Competitive Benchmark Price

Simple Swap 32.68 35.34 36.54 39.46 35.02

Capacity (RPM) 1.30 2.07 9.45 9.54 4.01

Other 10.84 11.85 13.59 13.14 11.93

Competitive Benchmark Price 44.83 49.27 59.58 62.15 50.96

CBP Weight 10% 20% 30% 30%

Estimate of MRO Price 60.43 59.59 61.44 62.10 60.56

Modified ESP Price
Modified ESP

Tariff Generation Price 22.86 22.86 22.89 NA

Transmission Adjustment 2.91 2.91 2.91 NA

Market Comparable Base 'g' Rate 25.77 25.77 25.80 69.27

Current Fuel Factor 36.35 36.02 36.02 NA

GRR 0.00 0.05 0.11 0.15 0.06

Retail Stability Rider ("RSR") 1.96 1.96 1.96 1.96 1.96

Estimate of Modified ESP Price 64.08 63.80 63.90 71.39 64.87

Total Above-MRO Charges
Average AEP Ohio Zone Price Under MRO 56.12 57.43 61.82 64.00 58.75

Average AEP Ohio Zone Price Under ESP 61.42 62.73 63.79 67.96 63.22

AEP Zone ESP Price Benefit -5.30 -5.30 -1.97 -3.96 -4.46

Estimate of Total Charges Under ESP ($MM) 2,960 3,027 1,814 1,341 9,143

Estimate of Total Charges Under MRO ($MM) 2,705 2,772 1,758 1,263 8,497

Excess Costs Charged Under ESP ($MM) 255 256 56 78 645

Above-MRO Costs of Bypassable Generation Rates ($MM) 30 30 3 41 105

Above-MRO Costs of Tier 1 Capacity ($MM) 130 128 -6 -4 248

Above-MRO Costs of Tier 2 Capacity ($MM) 0 0 0 0 0

Above-MRO Costs of GRR ($MM) 0 2 3 3 8

Above-MRO Costs of RSR ($MM) 95 95 56 39 284

Excess Costs Charged Under ESP ($MM) 255 256 56 78 645

Load-Wtd 

Avg

Jun 2012 - 

May 2013

Jun 2013 - 

May 2014

Jun 2014 - 

Dec 2014

Jan 2015 - 

May 2015

Exhibit MMS-4: MRO Price Test for the Modified ESP
(MRO Capacity for Switched Load: Tier 1 at RPM  and Tier 2 at $255/MW-Day)
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($/MWh except where noted)

MRO Pricing
Total Generation Service Price

Tariff Generation Price 21.26 21.26 21.28 21.22 21.26

Transmission Adjustment 2.95 2.95 2.95 2.94 2.95

Current EICCR 1.60 1.60 1.61 1.60 1.60

Market Comparable Base 'g' Rate 25.81 25.81 25.84 25.76 25.81

Current Fuel Factor 36.35 36.36 36.39 36.32 36.36

Total Generation Service Price 62.16 62.17 62.23 62.08 62.17

Generation Service Price Weight 90% 80% 70% 70%

Competitive Benchmark Price

Simple Swap 32.68 35.34 36.54 39.46 35.02

Capacity (RPM) 1.30 2.07 9.45 9.54 4.01

Other 10.84 11.85 13.59 13.14 11.93

Competitive Benchmark Price 44.83 49.27 59.58 62.15 50.96

CBP Weight 10% 20% 30% 30%

Estimate of MRO Price 60.43 59.59 61.44 62.10 60.56

Modified ESP Price
Modified ESP

Tariff Generation Price 22.86 22.86 22.89 NA

Transmission Adjustment 2.91 2.91 2.91 NA

Market Comparable Base 'g' Rate 25.77 25.77 25.80 69.27

Current Fuel Factor 36.35 36.02 36.02 NA

GRR 0.00 0.05 0.11 0.15 0.06

Retail Stability Rider ("RSR") 1.96 1.96 1.96 1.96 1.96

Estimate of Modified ESP Price 64.08 63.80 63.90 71.39 64.87

Total Above-MRO Charges
Average AEP Ohio Zone Price Under MRO 58.83 60.08 61.61 63.78 60.47

Average AEP Ohio Zone Price Under ESP 61.42 62.73 63.79 67.96 63.22

AEP Zone ESP Price Benefit -2.60 -2.64 -2.19 -4.18 -2.75

Estimate of Total Charges Under ESP ($MM) 2,960 3,027 1,814 1,341 9,143

Estimate of Total Charges Under MRO ($MM) 2,835 2,900 1,752 1,259 8,745

Excess Costs Charged Under ESP ($MM) 125 127 62 82 397

Above-MRO Costs of Bypassable Generation Rates ($MM) 30 30 3 41 105

Above-MRO Costs of Tier 1 Capacity ($MM) 0 0 0 0 0

Above-MRO Costs of Tier 2 Capacity ($MM) 0 0 0 0 0

Above-MRO Costs of GRR ($MM) 0 2 3 3 8

Above-MRO Costs of RSR ($MM) 95 95 56 39 284

Excess Costs Charged Under ESP ($MM) 125 127 62 82 397

Load-Wtd 

Avg

Jun 2012 - 

May 2013

Jun 2013 - 

May 2014

Jun 2014 - 

Dec 2014

Jan 2015 - 

May 2015

Exhibit MMS-4: MRO Price Test for the Modified ESP
(MRO Capacity for Switched Load: Tier 1 at $146/MW-Day  and Tier 2 at $255/MW-Day)
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1. AEP Ohio’s Interrogatory Response, PUCO Case No. 11-346-EL-SSO et al., OEG, 

Set 3, INT-3-003. 

 

2. AEP Ohio’s Interrogatory Response, PUCO Case No. 11-346-EL-SSO et al., OEG, 

Set 3, INT-3-003, Attachment 1, at 4. 
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Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
2012 2012 2012 2012 2012 2012 2012 2012 2012 2012 2012 2012

MEMBER CAPACITY SURPLUS (MW)

  APCO 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 

  CSP 337.13 337.13 341.16 341.16 341.16 341.16 341.16 344.65 521.90 521.90 521.90 383.64 

  I&M 70.21 70.21 75.04 75.04 75.04 75.04 75.04 0.00 0.00 0.00 0.00 0.00 

  KPCO 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 

  OPCO 2,236.74 2,236.74 2,241.84 2,241.84 2,241.84 2,241.84 2,241.84 2,323.75 2,278.36 2,278.36 2,278.36 2,313.89 

Sum: 2,644.07 2,644.07 2,658.03 2,658.03 2,658.03 2,658.03 2,658.03 2,668.39 2,800.25 2,800.25 2,800.25 2,697.52 

MEMBER CAPACITY DEFICIT (MW)

  APCO 2,222.85 2,222.85 2,244.34 2,244.34 2,244.34 2,244.34 2,244.34 2,237.36 2,310.41 2,310.41 2,310.41 2,253.50 

  CSP 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 

  I&M 0.00 0.00 0.00 0.00 0.00 0.00 0.00 18.69 62.73 62.73 62.73 28.55 

  KPCO 421.22 421.22 413.70 413.70 413.70 413.70 413.70 412.35 427.12 427.12 427.12 415.47 

  OPCO 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 

Sum: 2,644.07 2,644.07 2,658.04 2,658.04 2,658.04 2,658.04 2,658.04 2,668.40 2,800.26 2,800.26 2,800.26 2,697.52 

SYSTEM (PAYMENTS)/ RECEIPTS ($000)

  APCO (31,381.735) (31,381.735) (31,686.121) (31,686.121) (31,686.121) (31,686.121) (31,686.121) (31,491.100) (32,214.028) (32,214.028) (32,214.028) (31,650.432)

  CSP 4,067.174 4,067.174 4,115.793 4,115.793 4,115.793 4,115.793 4,115.793 4,157.897 6,296.271 6,296.271 6,296.271 4,628.279 

  I&M 1,111.746 1,111.746 1,188.227 1,188.227 1,188.227 1,188.227 1,188.227 (263.064) (874.644) (874.644) (874.644) (400.985)

  KPCO (5,946.696) (5,946.696) (5,840.714) (5,840.714) (5,840.714) (5,840.714) (5,840.714) (5,803.874) (5,955.331) (5,955.331) (5,955.331) (5,835.281)

  OPCO 32,149.511 32,149.511 32,222.816 32,222.816 32,222.816 32,222.816 32,222.816 33,400.141 32,747.732 32,747.732 32,747.732 33,258.419 

Sum: 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

AEP Ohio’s Interrogatory Response, PUCO Case No. 11-346-EL-SSO et al., 
FES, Set 6, INT-6-9 Attachment 1, p. 1 of 3.
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Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
2013 2013 2013 2013 2013 2013 2013 2013 2013 2013 2013 2013

MEMBER CAPACITY SURPLUS (MW)

  APCO 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 

  CSP 383.52 383.52 395.53 395.53 395.53 395.53 395.53 400.34 403.27 403.27 396.01 396.01 

  I&M 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 

  KPCO 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 

  OPCO 2,314.47 2,314.47 2,330.21 2,330.21 2,330.21 2,330.21 2,330.21 2,373.46 2,372.65 2,372.65 2,363.06 2,363.06 

Sum: 2,697.99 2,697.99 2,725.74 2,725.74 2,725.74 2,725.74 2,725.74 2,773.80 2,775.92 2,775.92 2,759.07 2,759.07 

MEMBER CAPACITY DEFICIT (MW)

  APCO 2,253.76 2,253.76 2,302.07 2,302.07 2,302.07 2,302.07 2,302.07 2,292.46 2,293.53 2,293.53 2,309.12 2,309.12 

  CSP 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 

  I&M 28.71 28.71 13.23 13.23 13.23 13.23 13.23 73.02 73.82 73.82 38.21 38.21 

  KPCO 415.52 415.52 410.45 410.45 410.45 410.45 410.45 408.31 408.58 408.58 411.75 411.75 

  OPCO 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 

Sum: 2,697.99 2,697.99 2,725.75 2,725.75 2,725.75 2,725.75 2,725.75 2,773.79 2,775.93 2,775.93 2,759.08 2,759.08 

SYSTEM (PAYMENTS)/ RECEIPTS ($000)

  APCO (32,206.043) (32,206.043) (32,881.822) (32,881.822) (32,881.822) (32,881.822) (32,881.822) (32,748.588) (32,759.040) (32,759.040) (32,990.255) (32,990.255)

  CSP 4,782.741 4,782.741 4,932.514 4,932.514 4,932.514 4,932.514 4,932.514 4,992.498 5,029.037 5,029.037 4,938.500 4,938.500 

  I&M (410.264) (410.264) (188.972) (188.972) (188.972) (188.972) (188.972) (1,043.116) (1,054.389) (1,054.389) (545.904) (545.904)

  KPCO (5,937.746) (5,937.746) (5,862.699) (5,862.699) (5,862.699) (5,862.699) (5,862.699) (5,832.850) (5,835.846) (5,835.846) (5,882.647) (5,882.647)

  OPCO 33,771.311 33,771.311 34,000.979 34,000.979 34,000.979 34,000.979 34,000.979 34,632.057 34,620.237 34,620.237 34,480.306 34,480.306 

Sum: 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

AEP Ohio’s Interrogatory Response, PUCO Case No. 11-346-EL-SSO et al., 
FES, Set 6, INT-6-9 Attachment 1, p. 2 of 3.
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Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
2014 2014 2014 2014 2014 2014 2014 2014 2014 2014 2014 2014

MEMBER CAPACITY SURPLUS (MW)

  APCO 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 

  CSP 396.77 396.77 401.85 401.85 401.85 401.85 401.85 399.71 405.59 389.33 389.33 389.33 

  I&M 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 56.61 56.61 56.61 

  KPCO 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 

  OPCO 2,364.27 2,364.27 2,371.23 2,371.23 2,371.23 2,371.23 2,371.23 2,369.36 2,367.75 2,346.24 2,346.24 2,346.24 

Sum: 2,761.04 2,761.04 2,773.08 2,773.08 2,773.08 2,773.08 2,773.08 2,769.07 2,773.34 2,792.18 2,792.18 2,792.18 

MEMBER CAPACITY DEFICIT (MW)

  APCO 2,310.21 2,310.21 2,338.55 2,338.55 2,338.55 2,338.55 2,338.55 2,343.36 2,346.04 2,381.15 2,381.15 2,381.15 

  CSP 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 

  I&M 38.87 38.87 31.92 31.92 31.92 31.92 31.92 22.02 23.36 0.00 0.00 0.00 

  KPCO 411.97 411.97 402.61 402.61 402.61 402.61 402.61 403.68 403.95 411.03 411.03 411.03 

  OPCO 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 

Sum: 2,761.05 2,761.05 2,773.08 2,773.08 2,773.08 2,773.08 2,773.08 2,769.06 2,773.35 2,792.18 2,792.18 2,792.18 

SYSTEM (PAYMENTS)/ RECEIPTS ($000)

  APCO (33,562.588) (33,562.588) (33,968.391) (33,968.391) (33,968.391) (33,968.391) (33,968.391) (34,041.202) (34,070.365) (34,760.226) (34,760.226) (34,760.226)

  CSP 5,037.631 5,037.631 5,102.130 5,102.130 5,102.130 5,102.130 5,102.130 5,074.959 5,149.615 4,943.168 4,943.168 4,943.168 

  I&M (564.701) (564.701) (463.651) (463.651) (463.651) (463.651) (463.651) (319.877) (339.246) 1,010.057 1,010.057 1,010.057 

  KPCO (5,985.075) (5,985.075) (5,848.074) (5,848.074) (5,848.074) (5,848.074) (5,848.074) (5,864.124) (5,866.364) (6,000.250) (6,000.250) (6,000.250)

  OPCO 35,074.732 35,074.732 35,177.986 35,177.986 35,177.986 35,177.986 35,177.986 35,150.244 35,126.359 34,807.252 34,807.252 34,807.252 

Sum: 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

AEP Ohio’s Interrogatory Response, PUCO Case No. 11-346-EL-SSO et al., 
FES, Set 6, INT-6-9 Attachment 1, p. 3 of 3.
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	AND
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	A. 1. Simple Swap (SS) – this component is the “around the clock” price of the industry standard energy product.  It is traded through the broker market and on electronic exchanges and, ideally, prices for the AEP load zone would be selected.  However, the nearest liquid trading location where market quotes are available is the AEP-Dayton Hub and therefore this location was used as a proxy for the AEP load zone.  
	 2. Basis Adjustment – this adjustment is based on the historic relationship between pricing points.  Applying such an adjustment to the AEP-Dayton Hub SS prices results in prices at the AEP load zone which is where PJM settles all AEP Ohio loads.  Such an adjustment would not be required if market quotes were readily available for the AEP load zone.   
	 3. Load Following/Shaping Adjustment – this adjustment, applied to the SS component, accounts for the fact that customers do not use a constant amount of energy across all hours of the day and that customers will deviate from their historic load profile.  The calculations are the result of modeling that uses CSP and OPCo hourly class historical load shapes, publicly available PJM market prices and historic volatility.  
	 4. Capacity – this item includes the capacity cost that a CRES (competitive electric retail service) provider would incur to serve a retail customer in AEP Ohio’s service territory.  The cost reflected in the capacity component is based on the rates provided in AEP Ohio’s Initial Comments filed in Case No. 10-2929-EL-UNC on January 7, 2011.   
	 5. Ancillary Services  - this component prices the cost of ancillary services required by PJM to serve load in the Company’s service territory.
	 7. ARR Credit – this item captures the credit allocated to offset PJM congestion charges.  It is based on published, historical values adjusted as necessary for announced transmission upgrades.
	 8. Losses – this component captures the cost of distribution and fixed transmission losses that must be supplied in order to meet the customer’s power requirements at the meter. 
	 9. Transaction Risk Adder – this item reflects a variety of risks that vary based on the unique profile and business objectives of an individual bidder.  Examples of supplier risks include commodity price risk, migration risk, counterparty default risk and credit risk.
	 10. Retail Administration Charge – the component captures the costs that a supplier would incur to participate in an auction and fulfill the contractual obligations in the event the supplier was successful in the auction.  The cost of personnel, overhead, taxes, profit, etc. are included and reflect what suppliers would include typically include in their auction bids.   
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