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1 0352-EL-AIR supported by AEP Ohio witness Avera. Unlike the other formula 

2 inputs that will be updated annually, AEP Ohio proposes that the ROE remain fixed 

3 for the term that this rate is applicable, absent any appropriate regulatory filing or 

4 filings to modify the ROE, 

5 Q. PLEASE DESCRIBE THE THIRD CAPACITY MODIFICATION. 

6 A. The capacity formula rates are traditionally reconciled for other wholesale customers 

7 between the rates charged and revenues collectol during a period and the actual costs 

8 incurred by the seller during that same period, computed after the fact. This is 

9 performed by collecting or crediting the difference between these revenues and actual 

10 costs in a subsequent period, commonly referred to as a "true-up". This is appropriate 

11 for the other wholesale customers so that no under- or over-collection occurs and the 

12 seller ultimately collects the precise costs incurred to serve these customers. 

13 However, the formula rates for other wholesale customers are generally applied under 

14 long-term contracts. 

15 Because it would be impractical and administratively burdensome to perform 

16 such a true-up with CRES providers, who can enter and leave the market at will and 

17 are likely to have load that is changing over the period due to customer switching, 

18 AEP Ohio is not proposing any such reconciliation. This results in a benefit to CRES 

19 providers as well since it would not result in a source of uncertainty regarding their 

20 capacity rate over the period. 

21 In other words, as an example, the 2011 FFl actual accounting data will be 

22 used to determine the capacity rate charged to CRES providers for the PJM PY 

23 2012/2013 with no subsequent reconciliation or true-up. This will provide rate 
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! certainty for CRES providers during the planning year. However, since there is no 

2 true-up, the lag between the historic costs and actual costs for the rate-effective period 

3 should be minimized as much as practical. Consequently, AEP Ohio CSP and OPCo 

4 proposes to utilize only the end-of-year rate base balances for the fomiula 

5 calculations rather than average annual values from the historic period. The end-of-

6 yeia rate base balances will be closer to the rate base in effect during the applicable 

7 PJM PY than an average rate base which uses more dated balances. Even this end-of-

8 year balance may potentially understate the average rate base for the PJM PY in 

9 which these capacity rates are in effect. 

10 ENERGY CREDIT 

IS AEP OHIO PROPOSING AN ENERGY CREDIT AS ON OFFSET TO THE 

CAPACITY RATES? 

No, it is not. 

WHY IS SUCH AN ENERGY CREDIT OFFSET UNWARRANTED? 

PJM has completely separated the markets for capacity and energy in contrast to 

traditional generation sources that combine the sourcing of enough power to satisfy 

the peak and on-going customer demands, measured in MegaWatts (MWs) or 

kilo Watts (kWs) with enough of that power integrated over time to satisfy customers' 

energy requirements, measured in MegaWatt-hours (MWhs) or kiloWatt-hours 

(kWhs). As a resuh, obtaining capacity through PJM's RPM market or through a 

FRR plan does not provide any rights or a call option on energy at any price. Energy 

must be separately procured by all PJM load-serving entities. Consequently, the 

capacity rates proposed by AEP Ohio are appropriate for charging CRES providers. 
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IF THE PUBLIC UTILITIES COMMISSION OF OHIO SHOULD CHOOSE 

TO ADOPT AN ENERGY CREDIT, DO YOU HAVE ANY COMMENTS 

REGARDING HOW SUCH A CREDIT SHOULD BE DETERMINED? 

Yes 1 do. While AEP Ohio is not proposing an energy credit, it is only-proposing a 

methodology to be used should the Commission choose to adopt such a credit In 

addition to the formula rate template proposed by AEP Ohio for capacity, the 

Gempafti€s-4«¥«AEP„.^iioJi,as. also included a template for the calculation of the 

energy costs, includmg fuel, used to serve formula rate customers' energy 

requirements. This calculation can be easily adapted for the purpose of determining 

the amount of such an energy credit if such a capacity rate reduction is adopted by 

this Commission. It is part of the same template accepted by FERC for the Cities of 

Minden and Prescott and therefore is consistent with the capacity portion of the 

formula and has also undergone the same regulatory scrutiny. 

HOW WOULD SUCH AN ENERGY CREDIT BE DETERMINED? 

The formula rate templates are generally offered to customers under long term, multi-

year agreements for fiill requirements service and therefore require these other 

wholesale customers to purchase energy for their own load at a rate tied to the 

applicable operating company's energy cost. Such a right and obligation will not 

exist for CRES providers once they become the Load Serving Entity (LSE) for 

shopping customers. CRES providers compensate AEP Ohio for the Companies' 

capacity in only one-year, short-term, increments. AEP Ohio's proposal is 

straightforward. Simply put, the energy credit is the difference between market-based 

revenues and the Companies' energy cost. 
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1 Q. PLEASE EXPLAIN. 

2 A. The credit is calculated as the difference between the revenues that the CSP and 

3 OPCo historic load shapes, including all shopping and non-shopping load, would be 

4 valued at using the hourly Locational Marginal Prices (LMP) that settle in the PJM 

5 Day-Ahead (DA) market, less the cost-basis of this energy. The 2010 energy cost-

6 basis rates are provided in Exhibits KDP-1 through KDP-4. The energy credit 

7 revenues and final energy credit are provided in KDP-5. 

8 Q. PLEASE DESCRIBE THE REVENUE CALCULATION. 

9 A. The previous year's hourly load for €aP^-«^d~0P€^--AEP,„Ohio„would be collected 

10 following the end of a given year along with the hourly AEP GenHub prices based on 

11 the actual PJM DA LMPs. The total market-based revenue is simply the product of 

12 the hourly loads and the hourly LMPs summed across the entire year. This represents 

13 a fair and reasonable proxy for the energy revenue that could have been obtained by 

14 CSP and OPCo by selling equivalent generation into the market rather than utilizing it 

15 to directiy serve load. 

16 Q. WHY DID €SP-^-Al^fr-4»P€-0--AEP OHIO SELECT THE ENTIRE LOAD 

17 SHAPE OF SHOPPING AND NON-SHOPPING LOAD? 

18 A. First, attempting to provide an individual energy credit for each CRES provider for 

19 the load they serve would be administratively burdensome and extremely difficult to 

20 compute on an ongoing basis. In addition, given that there will be a lag between the 

21 time period for which the energy credit is computed and the time period to which it is 

22 applied, it would provide gaming opportunities for CRES providers. 

23 Q. PLEASE DESCRIBE THE COST BASIS OF THE ENERGY. 
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1 A. The cost basis is_¥r0irid-%e~the energy rate computed using the same formula rates 

2 described for capacity, which provides for a consistent and straightforward solution, 

3 All of the formula rate benefits described previously during the capacity discussion 

4 apply equally well to energy ~ they provide the same level of transparency and have 

5 already undergone, and easily accommodate, regulatory scrutiny. 

6 Q. IS AEP OHIO PROPOSING ANY MODIFICATIONS TO THE ORIGINAL 

7 TEMPLATES USED FOR SUCH AN ENERGY COST COMPUTATION? 

8 A. Yes. AEP Ohio is proposing the following two modifications to the template used for 

9 the other wholesale customers if an energy credit is adopted: 

10 • no deferrals of costs, and 

11 " n o off-system sales (OSS) margin sharing. 

12 Q. PLEASE DESCRIBE THE FIRST MODIFICATION TO THE ENERGY 

13 TEMPLATEMOWPI€ATlQN. 

14 A. From an economic dispatch perspective, the cost-basis of the energy credit should be 

15 the actual, non-deferted cost, particularly of fuel. No consideration should be given 

16 for fuel costs that are deferred for later collection. This most accurately reflects the 

17 actual commercial operation of AEP Ohio's generation units in the PJM energy 

18 market. As a consequence, this also would lead to the most accurate determination of 

19 a suitable proxy for the energy value of the load shape associated with the CSP and 

20 OPCo loads. It would eliminate timing differences between when deferrals are 

21 incurred and when they are recovered. For long-term contracts, customers likely 

22 incur both sides of the transaction. For CRES providers, their load may vary greatly 

23 from period to period and elimination of the deferrals will ensure that they would 
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1 neither be advantaged nor disadvantaged by the timing differences of such deferrals 

2 and subsequent recoveries. 

3 Q. PLEASE DESCRIBE THE SECOND MODIFICATION TO THE ENERGY 

4 TEMPLATEMOIMPICATJON. 

5 A. AEP Ohio would determine an energy credit for the load shape only, which makes 

6 this consistent with retail customers taking service under AEP Ohio's €SP%-aftd 

7 OP€0%-standard service offers. While it may be viewed by some as reasonable to 

8 provide an energy credit based on thej\EPJ3Jiio.,.GSP-afi44)P€«~loads, it would not 

9 be reasonable to provide yet an additional credit for other sales that would be made 

10 beyond that load. As stated previously, the capacity component of the rate already 

11 includes a credit for other capacity sales. Consequently, CRES pioviders would not 

12 be charged for surplus capacity that may be utilized to generate other OSS. 

13 Q. ONCE THE VALUE OF THE ENERGY BASED ON THE LOAD SHAPE IS 

14 COMPUTED, DOES AEP OHIO PROPOSE ANY ADJUSTMENTS TO THAT 

15 ENERGY CREDIT? 

16 A. Yes. The energy value is computed as though it were the result of an incremental 

17 energy sale. Consequently, it would be appropriate to apply the same type of sharing 

18 to this value for purposes of obtaining and providing an energy credit if one is 

19 adopted, 

20 First, the energy value of such a credit must be treated as though it were an 

21 OSS for purposes of sharing through the AEP Interconnection Agreement (IA). The 

22 IA requires that OSS are shared between the AEP operating companies that are part 

23 of this agreement. As a result, while AEP-Ohio retains the generation revenues from 
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1 its non-shopping customers, it would only receive an allocated share from any 

2 resulting incremental energy sale. The IA allocator for such sales is the Member 

3 Load Ratio (MLR>feFeS{»-and4»€e, 

4 Second, AEP Ohio 0P€»-would subsequently allocate a portion of its MLR-

5 share of such an energy sale to the West Virginia jurisdiction due to its firm, full 

6 requirements wholesale contract with Wheeling Power Company, an AEP Operating 

7 Company. 

8 Third, AEP Ohio proposes that any energy credit be further reduced by 50% 

9 to reflect the margin sharing percentage used above the base in the Minden and 

10 Prescott templates, CRES providers who purchase capacity on a year-to-year basis 

11 should not receive the full offset received by long term full requirements wholesale 

12 customers. 

13 Q. SHOULD THERE BE ANY LIMITS TO THE ENERGY CREDIT IF IT IS 

14 ADOPTED? 

15 A. Yes. The energy credit computed as described above should further be capped at 

16 40% of the capacity charge that would be applicable with no energy credit. The 

17 reason for this is that in high price wholesale periods, the energy credit could get so 

18 large as to greatiy reduce any capacity payment whatsoever from CRES providers. 

19 Such a result would be a clear subsidy to these CRES providers. Wholesale markets 

20 are volatile and the capacity rates proposed have a lag. Consequentiy, CRES 

21 provide!^ could simply wait until a high energy price market period has come and 

22 gone and subsequently obtain capacity at extremely low rates due to an excessive 

23 energy credit, perhaps when the value of such energy is much lower. 
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1 In addition, the energy credit is only a proxy. AEP Ohio would utilize 

2 information from the previous year as though it did not serve the entire internal load 

3 of €SP-6fld-QP€e-AEP Ohio and instead sold an equivalent hour-by-hour amount of 

4 energy into that market during the period. However, that clearly did not happen, at 

5 least up through 2011, since AEP Ohio did serve or is serving most of that energy. In 

6 a very strong wholesale market, retail choice may be less and AEP Ohio will serve 

7 much if not most of the load. Clearly, daily market-based revenues cannot be 

8 extracted from generation that is serving the AEP Ohio load. Consequently, applying 

9 no cap whatsoever could result in an overstated proxy for the energy credit, with the 

10 amount of the overstatement likely to correlate somewhat widi the level of wholesale 

11 prices. In consideration of AEP Ohio's exposure to the variations in historic-versus-

12 current pricing and amount of energy served without seeking any true-up, the energy 

13 credit cap and resulting capacity charge floor affords some protection for the 

14 Companies through the collection of at least 60% of the capacity costs they incur. In 

15 return, CRES providers may still get the benefit of very large energy credits for 

16 capacity. 

17 Q. HOW WAS THE 40% CAP ON THE ENERGY CREDIT AND RESULTING 

18 60% FLOOR ON THE CAPACITY CHARGE TO CRES PROVIDERS 

19 OBTAINED? 

20 A. While AEP Ohio proposes no energy credit, the 40% energy credit cap and resulting 

21 60% floor of the capacity rate were selected by AEP Ohio as fair and reasonable 

22 values if the Commission should adopt this credit. Further, as will be shown later, 

23 this level of credit cap represents more than twice the largest energy credit adjustment 
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1 that has ever been determined for the computation of similar credits for new entrants 

2 in the PJM market. 
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PROPOSED CAPACITY RATES 

Q. PLEASE PROVIDE THE CAPACITY COMPENSATION RATES PROPOSED 

BY THE COMPANIES. 

The formula rate templates shown in Exhibits KDP-l and KDP-2 have been 

populated with information from the 2010 CSP and OPCo FFls. These populated 

templates are shown in Exhibits KDP-3 and KDP-4 for CSP and OPCo respectively. 

As seen on page 1 of Exhibits KDP-3 and KDP-4, the capacity compensation rates 

prepesed-by-"fee-€efflpM»e&~woitld have been aw-$327.59/MW-day for CSP and 

$379.23/MW-day for OPCo for the PJM PY 2011/2012. If approved by the 

P^J.QI 1/2013 that-^rw»4hroughMa¥^4T-3frl-2r-4%ese-the AEP Ohio rates will be 

computed would benapdrted-each spring as previously described for the subsequent 

PJM PY, The first appUcable rate ttpdale-would occur using 2011 FFl information 

for the PJM PY that begins June 1,2012, 

IF THE COMMISSION ADOPTS AN ENERGY CREDIT USING AEP 

OHIO'S METHODOLOGY, WHAT IS THE RESULTING ENERGY 

CREDIT? 

The 2010 energy credits using the AEP Ohio methodology is shown in Exhibit KDP-

5, As shown on page 2 of this Exhibit, the energy credits, ifnadepiedr-would have 

been $7.73/MW-day and $9.94/MW-day for CSP and OPCo respectively. These 
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1 credits would have reduced the capacity rates to $319.86/MW-day for CSP and 

2 $369.29/MW-day for OPCo for the PJM PY 2011/2012, 

3 Q- WHAT ARE THE IMPACTS ON THESE R.4TES DUE TO THE CSP AND 

4 OPCO ME.RGER?ARE THERE ANY OTHER #fiNEWTS-^HAT-RESULT 

5 ER©IVW*lE-PR©P©SBWtAl«S? 

6 A. ¥«Sr-A«eAeFb«wlk4e-AI#-4?}»eVp«pc-M»^ 

7 e«n4?e"«asily-cotnbined4Hite-'a- Sj'nglfrABIMM»-Faler--fi^teHC»Hyffl>tes-«pe-«^ 

8 seek4ng--Feg«ltaeiy---8ppFO¥ftl-feF4heif -fnerfeFr—1 f appfe¥ed--by-the-Commlsst#ftr4t» 

9 fates-6«»-&asily be'€€»»bl«ed-4e--}»evide-a-smgle"«etied--fate^^ tO'-€RES 

10 pr#vMe»rHF«r-€»amplei-aAs showti in Exhibit KDP-6, the current merged rate would 

11 be $355.72/MW-day. If the Commission were to adopt an energy credit using the 

12 AEP Ohio methodology, this rate would be reduced to $338.14/MW-day. Fottowkig 

13 the-mep^tvBeginning with 2011, AEP Ohio wwtrfdiil only file one FFl and it would 

14 be the basis for computing the updated FRR capacity compensation rate beginnina 

15 MllLtheJJMiY20!2M13. 

16 — - 4 a - a d d i t i o n r T ^ S P Ohie'S' 'feteetric' Security---Wafr-(£SI^--is---«irrentty--4»def 

17 e«f»MeFat»ft--%^~#ie~€«efH»»sjei^----fl«s^^ 

18 fMms related -t&--ettpttcity • costs.--—T<Mfee--ejrtent-4tese--rlder»-ftrHe--

19 Comiiilsston,-€€Hfte-c-este-^witt4>e-%oFn-dlFe^ -by all-end • use customers, ifi-that-evenfe 

20 the-fermula rates-as-pfopesed are-well-positieaed-4o accommodate-eetresponding 

21 sdj«stfflente---as---i%eeesswyHte—ensttr-e-'-tbat---any-capacity- related- amounts eolte^rted 

22 tliH>t^}HHeflh%y^ssaWe^4defs-»&-fe»oved--^^ 

23 8fty--e0?aS"<#lte€Jed-tfa«tglih4he-yopesed--neft bypassalte-E«¥ifefle^eRtet4n¥estt«eftt 
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1 Gaftytftg-Cest^lMeHfilCtrR) %vouid-be ferngved-fretft-the-gRES-y^vider capaelty 

2 charge. All sueh adju^ments-will be readily -avatteble-leF-iFegtttatefy-fnspe^tenT 
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RATE COMPARISONS 

5 

6 

7 

8 

9 

10 

Q. WOULD YOU COMPARE THE PROPOSED RATES WITH THE PJM 

RATES? 

A. Yes, The past, present and future RPM rates are shovm in Table I below. 

Table I - PJM Capaci ty Market Va lues 
Values based on Unforced Capacity (UCAP) MW 

All Capacity Values are expressed in $/MW-day 

PJIW 

Planning 

Year 

2007/2008 

2008/2009 

2009/2010 

2010/2011 

2011/2012 

2012/2013^^ 

2013/2014^ 

2014/2015^ 

Gross 

CONE 

(S/MW-day) 

197.29$24©.3S 

197.83$3m-73 

197.83$24a;?3 

197.8»2m«a 

iB7. im^mm 

309.23$a3©r§4 

334.89$3§?;44 

351.30W?4r?2 

Net 

CONE 

{$/MW-day) 

$171.87 

$172.25 

$172.27 

$174.29 

$171.40 

$276.09 

$317.95 

$342.23 

RPM BRA 

Clearing 

C$/MW-day} 

$40.80 

$111.92 

$102.04 

$174.29 

$110.00 

$16.46 

$27.73 

$125.99 

Final Zonal 
Capacity 

Price* 
($/MW-day) 

$40.80 

$111.92 

$104.82 

$182.85 

$116.16 

$16.52 ^ 

TBD 

TBD 

Billed RPM 
Capacity 

Rate 
($/MW-day) 

$46.73 

$129.71 

$126.33 

$220.96 

$145.79 

$20.01 ^ 

$33.71 

$153.89 

CONE = Cost of New Entry 

Notes 

BRA= Base Residual Auction 

'Future planning periods utilize preliminary scaling factors. 
^ Indudes the affects of incremental auctions and ILR. 
* Include the first and second inoBmental auction results but are not yet final. 

Exhibit KDP-7 includes these same values along with various other PJM RPM 

mai'ket information, including the maximum potential clearing prices in the PJM Base 

Residual Auctions, based on 150% of Net Cost of New Entry (CONE). Exhibit ICDP-

7 also shows the standard PJM RPM adjustments used to convert the RPM Zonal 

Capacity Price into the efYectiye billing rate, which is the appropriate RPM rate for 
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1 SSffifiarisg||sjoJ|e£roEosei.rate^,i|^ 

2 the.d |Mwia|eM|edio£SEllrmad^ 

3 The current capacity rate charged to CRES providers is shown in the last 

4 column of Table I above and column (I) of Exhibit KDP-7 and is $l45.79/MW-day. 

5 This includes the initial Base Residual Auction clearing price of $IIO.QO/MW-dav 

6 adjusted to the Final Zonal Capacity Price of $116.16.%lW-dav due to the impacts of 

^ lMlllM.lM..aMclioM„ind.inte^^ 

8 j[aMltiafes_.lisockteijmth_tf|^^ 

9 forecast pool requirement and losses, to arrive at the current effective RPM bJIJed 

10 capacity rate of $l45.79/MW-dav. Consequently the capacity rates proposed by AEP 

•I Ohio,_ba5ed^ on the_.„cuggnL^M„.JY, would represent a 1443^% 

12 ($355J2»T§9/$i45.79) increase-fertSP~«ftd*4€§%^SW9=35/t445^?£^^^ 

13 OP€©. 

14 It should be noted that, while the proposed capacity rates represents a large 

15 increases relative to the current and future RPM prices shown in column (I) of Exhibit 

16 KDP-7, the AEP Ohio proposed capacity rates-*»Js much closer to the maximum 

17 rate that could have occurred in the current PY based on the PJM demand sepplv 

18 curve utilized. That value was $322.69/MW-day including all appropriate multipliers 

19 that are currently have been used to bill for capacity. Furthermore, the Maximum 

20 RPM rate used in the demand s^yply-curve has increaseds dramatically and was 

21 $627.04/MW-day in the PJM PY 2014/2015 fW»t-«e«rt-auction. including the 

22 impacts of the PJM billing multipliers shown in Exhibit KDP-7. 
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In addition, the Net CONE value ihas trended«g upward significandy. As 

shown in Table I and Exhibit KDP-7,- column (d), the $342.23/MW-day Net CONE 

3 value used for the PJM PY 2014/2015 RPM auction is nearly twice the $171,40/MW-

4 day Net CONE value used for the current period auction. The rnt?st recent Net CONE 

5 value provided by PJM is still $320.63/MW-day. If one accepts the economically 

6 simplifying assumption referenced by AEP Ohio witness Horton that the RPM 

7 capacity prices will tend, on average, to clear near the NCONE value, then the 

8 €ompanie#AEP Ohio proposed capacity compensation rates is within 11 % of the 

9 8ppK»a6h-tltese-«m«-Net CONE future valuess. 

10 Q. DO YOU HAVE ANY COMPARISONS TO MAKE REGARDING AEP 

11 OHIO'S PROPOSED CAP ON THE ENERGY CREDIT IF SUCH A CREDIT 

12 IS ADOPTED? 

13 A. Yes. As mentioned earlier, AEP Ohio proposes that if the Commission adopts an 

14 energy credit, then the energy credit should be capped at no more than 40% of the 

15 capacity rate without the credit. As shown in Table 1 and Exhibit KDP-7, the Ciross-

16 te-Me^nergy Aadjustments (shown in column (e) in Exhibit KDP-7) are always less 

17 than 20% of the Gross CONE values (shown in column (c) of Exhibit KDP-7). This 

18 adjustment is the result of an energy credit being applied to the Gross CONE. 

19 Consequently, capping the AEP Ohio energy credit at 40% of the capacity rates 

20 without the energy credit will provide the potential for more than twice the energy 

21 adjustments that have thus far ever been made in reducing Gross CONE to Net 

22 CONE. 

23 CR£S-PR#%^i»ER-SELE-SUPPLY^P«ON 
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1 %—HO^»—WILL ^^m^-CRES—#RO¥IPER~^ELP4»Uypirl^~-OWi€»^^~«E 

2 A€€OMM©»ATefr-AIW-SE¥TfeEM 

%r. A-s-^«ted-pfevl€«s}yr€SP%<i#--OM'?o%--eapaeit^ 

4 %y..^R£g™p^videF&4f-Aey-H&ttpply"-«tp«^^ 

5 €k>mpftniesHSubroittwgtbeir-FRR"pian three-yeaf^jpri^ 

» — 4 F A CRES PROViPER €0MMlTS4^SS~eAPAaTy^TWAN4T4mi;ft l^ 

8 g||©RJFALtfi&C#MPBNSATSOf 

10 pfevite^-d}dHftotiwevide-any~ea{»mlyT~4^ 

11 at-#»-Cetapant^'--pfopoBed-'r8tefe---fcf~#Ma«pler^^ 

12 el-gapae^y-aiy-#»eses40^etf'Sapply-aene of it,4h'e provMe^ for -l€64v4W 

13 at the proposed capaeJty-rates.-4f4hfr-€R£S^rovJdef-«ell-«ippllefr4W"MW-gnd4^ 

14 se«=es44#-MW^4«ft«g-4he-P¥rAe"€l^l^^ 

15 fef-SO-MW-^Hhe-pFepesed-eapactty ratefc 

16 Q̂  ^«L^A--^«E^—P»O¥»E«™-€©MMffg~~M0R^-€APA€«¥-^^^^ 

17 MIBSEQtlEPfffe^4HEEPS FOR A~GIVEM-^JI^-P¥-^POR^THE LQAP-4T 

18 SERVES^ANP^FHE-OBLICATION REMAINS-^^¥m-4)R COES-BACIC-TQ 

19 €SP~AND-OPCO, HOW^TLL CSP AMD-^P€0-A€€QMft>10PATE-TWtS 

20 L0A©? 

21 AT- -tf a-CRES-frovtder-€emmite-^apaeity--to-sefv»4e^dr«^d-theB^ wind ^ 

22 s6mftg-#-pertlofr--of-4l»yoad--as--ewFea%'--^ 
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1 ellbfts-te- -provlde-&F-obtai«-4he-'SlTOrtfall-eapa€liy-^ieeessary"' • to-^efve -this-4ead~al-4he 

2 least e?tpenaive cost pasabkr-^Ms-wil l benefit-aJ4-€mtomers;-

3 % SHOyfeD-TH&-€»fiS-#RQ¥tPER WI*0^¥ER>€#MMITTEI»-eAyA€IT¥ 

4 MAK&HIIS^ -AP-ACr lT^ -AVAiLABl^^^ -O-AEMMil^^^ 

5 A-j ¥es-~--ln--the-«¥«il--of4ys--seenar}^^^^^ 

6 pfgv|deH=ed«eed4heir-own-capacity-#W%ations«id^ 

7 Fea€y«Fe-4itese-&M%8t4oftv-fee"fe'RES--y0^ --sk»ttld-4?e-obltgat«i-4e- make"4he 

8 eapaeity-availaMeHte-AEP-Ohfeh—This-avatehillty- s h ^ d I>e4ft-4he-4efm of a-eaM 

9 0pti#Br-¥4»©hr«Hhe-'«gtrtr 'bi*-«^ 

10 €iBJBS--ptywd€fr--41ie-M'rite-^ 

11 ia=a»s«tl«n-«€e«fs4f4he-hotdef-#l^4he--e^ 

12 lower of-the-final RPM-price or the-^pUcoble-capacity rate-of-the-Coropames. -In 

13 &thef'-^¥»«^^rAH^>W€^-ffley--aBiiatefally---ebi«^^ 

14 pttfeh^«4f#em4hg-6R£SjpFe¥ider ' at the-strtk«ipHefe 

15 Q ^ WHY SHOUL-B^HtE^HfflOS-PRIC&-BE- SE1^A^-TH&4^WEft--OF-4tPM 

16 PRJ€«-OR-T»B€APA€IT~^«AT«? 

18 provide-hovvevetHmue4»^eapaelty-4haf4t---beM0¥es4t--wt^^ 

19 planning-yeafe—Thefg-sh«rid-%e~«0~ lncenllve8Hl»^-CRfi^-pf0¥yef&^»~(ft)- supply 

20 6apaei:ty--wid^-whk4ir-4l»y-have-fie-«a»est4Rte«st4ft-se^ 

21 rt-enly to cause AEP-Ohio to lower its own obligations and then (b)-4e-sel{ this 

22 es^ei^4e~ABW?lH«-whffl4l«--C«»pa«i«s-%eeeR^ 

23 by4he - same CRES-pfovldaB^—Stteh aetiea$rHl" believe,—are not-i-neonastet^l-wtth 
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6apaeilyr---ev«ft----al---llie--sli4te---iPi4€e-r-IIMhey-€an - p»¥tdfr-o<^-ae<pire-ea;pacity-4gss 

1 aetlenfr-atiteged years--age-4«-4he-'California enefgy-maFk'el-feat--generati0n--owBers 

2 pttff»sely-w}<hhel4^efie»tiofl-#em-#e-sp©lHf^^ 

3 fflftd4hen-iseW4t4»6fe4trt04hat mafto. • Sin»lari^'r€R:BS-pfe¥tda'»AettldHHet%^ 

4 Ae"-i«6«i#¥e-4e-pwp0sely-efeal#-fr«^a«ly-Hsl^^ 

5 frwJHfc 

7 

8 eĵ peBsl¥&lyr4jF-eapa€ity4s-»0^a¥aMabte-at a-J0¥>WHat%-#te-€IIES--pfe^4def-shetM-t̂  

9 «nd«4he-BWt]^i«»-lo-«eH-4te"StH^^ 

10 pfce"aF<^P%Haftd-€)P€»%-e^«ei4¥H»ie-#-«wli-€«^ 

11 esp«»i¥«-p«€e-dteew#i»eT--tfAEP4i)t^^ 

12 exeess-c-afacity- fre»-4he-^RES"^fe¥tdefH-he' €R€S-provld€»HBwy-disp0seH»l^-Ae 

13 s«rpla.s capac4ty-4fl-a»yivay It se€s-frt,-'SUch^s-^dMag4He-a-tfMfd-partyrpf^^ 

14 disposrtie»-ls--peiiiiltted-%y-atl-^ppKeaM«4¥M-and/or state-wlesr-This combinatwn 

15 would provlde4lie-g»i»%en@lrt-te-the Qhle-etgte»effe 

16 Q^ . .^4S-T«S^I«EAiMEIW~€eNI«S^^ 

17 0P€«~PR©P©SAM 

18 Â  ¥«»-fe%r Seme may-argue that4he payments-feelween CSI^nd OPGo-and-€ticES 

19 pi^vtdefs-for this-eapaetty should scMnehow be "symfnetrical'Mfl-that they-Miould-be 

20 at-the .same rate, whether-it'be ot an RPM rate or-a-CSP-and-OPCo'-CTî ^hef-fater-̂ '-he 

21 feeM«-4h«--4l»--efe%aik»s-^»d-eppei^^ 

22 regarding ser '̂ing Joad-&re-^^«t-^rnffletri€-trt^-€aP-«id-^P€#-^»a^ 

23 l6»-gll--of4}»4oads--w4tMatheir--sep '̂ke4efrit^^ Pfe-viders-eheosc not to 
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1 sefvfrr—Suhseqttently, GSf-^nd OPC%-{heo «wj#-aecept--bQefe4ead~ebligatioRSHwhkh 

2 €RES-pFe¥MeFS-ic/»esg -ROt-te-sign up dwing Ihe-applic^te planiHRg year Tor 

3 whatevep-wasoftr 

4 %.-....^-^--POES^-AEP--W«^4{AV&-AN^^#-ROPOSAt7S-^EGAR»ING THE . \ M L I T ¥ 

5 0E-G«ES^«€»q-l»;RSJt'<>.Stt*-SUPPL*~¥«W« 

6 Az 10 addili€»-te-4fe0--eonstfai nte-Htesetited-iarbev^y-AfelM^ki prepeses-lhM-eaeh 

7 «#¥y«8}-^R£S^»evMef4i«4tfRtt^^ supplyH^-ne-Hiore capa6l<y'faFfrg|¥«n--PJM 

8 fi-¥ than-lwiee4he-eapaetty lhaya-'requiFed~le'^efve4he4»ad4hM4he4?RES-pfev4i^^ 

9 m'fea%-i5ef¥lt%-9ft-Jatwaiy4---of-4hfr-yeaf-in wWdb-thfrFMl-PIart4of that-plannii^yeaf 

10 »-«*bt»itted4e-PIMr 

11 - . — . . - - — 40f..e)tftHi|rfer-tf"-a-€RES--p»videF--ts--eeffent^ 

12 M-W'of eapaelty-oflhfanuaFy I, 2#-l2', that CRfiS-provider may-elect'te"t»lf-sttpply-«p 

13 te-SW-MW-i&f-eapadAy-iirto^fee-*^^ 

14 be-isubmltted-during4he~lirst quarter of 20437—lMs4«nit' wouM^rile^-eaeh-C^RES 

15 p»¥ldert»^jd-f-sapply-approx»ftately-3-S%-ft»fH^4^^ 

i6 0 T H E R J S § i i § 

17 Q, p0J^O4^HAV-fi^yW-OTHE«"€«MMfiNTS~%^mM¥OVfefi^ 

18 A B O U T 4 W E - « P T % I W - " O P € © " P O I » 4 W ^ * A ^ ^ 

39 ,^p;__—¥«S7-4-^n4efstafi44hM4h€fe4s--an-«peR-"%«estt0f^^ 

20 terms of-the appropriate Jurisdiot-ioniil toram, either4ITIS Commksion-or'ihe-fERC; 

21 While this appears to be a legal question best-ergued among the-attomeyfe4l-4»-my 

22 lay«wft%H«y6Fstand4ftg4teHFmteh--ef-these sFgM̂ ^ on-%vhether-these 

23 ifQ?»actiQn»«fr-«eftsidefed^wlietesale or-fetail-
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J -™_ ___— Simply that I belwve-these-4o-%e-wfeote8ale transactions -fef-eapaelty-betweeft 

2 AEP~#l»o-eRd-the-€RBS-prevMers;—A&--stt€ltr4l4s-heped that-,--a^alaHg-#«»-an 

3 epe«tie»ai--«thef^4l»a~-»4«fal~-«ewpe^^ 

4 lfaHRBaetien&--as™-«»#»ksate--aadfef^4e-4esi^^ 

5 fewwRfc 

6 •—~———-—ttfid»-Aii-P-41»©i^^ 

7 eapaeityH»tlwF-#»n--0lrt8ifi-4l^frefHr^^ - lf--lliese 

8 €-^a!ei^f-4fafisaeti&Hs-«e--design««d-«-Fel8^^ 

9 eap6€ft¥T^«llwi^4l»j^-p»efease-ea^e^ 

10 41»s•4s"asstt«e€l-««ee4t4s^El€>^€fe^^ 

11 »Hrete9—e«stoi«eK-r--fatl«r~4l«fl-4?RES-^^ 

12 e^aejtyr 

13 Q r — P O ^ ^ O U HAVE A N Y ^ T H E R COI^fMEN-TS-? 

14 A ¥esT--4iSP---«Rd—GP€o-wefe--fequired--4#--^aate-iin initial--~««»«»»---fi¥e-year 

15 ee»nHtraeft^«»dei^tlief--RPM-«fr-WR^ 

16 f€fafdiftg-AH^-©Me4req«eftriyHB»vi^^ 

17 the-appJicabteHmteS:—SI»«ld-4i»-€efttpames--6lieese--to mova'~te-4he4IPM-«»fte^ 

18 wtdef4he-ewFeB^PJM-f«lesr4t-^>¥ill-be4otHa-ffifn^^ and eannot-hegin 

19 wrtrt-the-flext aMctien-pmodr 

20 ——-.--—..•—-^t»Aerf-fef-4hese"^^>4i»-ff^^ 

21 deesHftot--«pĵ 6f^€^ffle4©-fee4he4e«im4&-diî ^ 

22 allow-a-self supply optWRy-llw C:kw»paflJesHsh0se-#iat-^»ptf»fr-leiHFeaseja^^ 

23 AEJH>hle-^lness Hoirtearand AEP Ohio i»«ttFreRtly4e€feed tntothat optien-teoa^ 
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fr-«*id-fcte{^«pli0R-#jfA£P-Ohl0r4eTr8d^ 

or-FRHr'WOi 3 

4 

5 

7 Q. DOES THIS COMPLETE YOUR DIRECT TESTIMONY? 

8 A. Yes it does. 
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BEFORE 
THE PUBLIC UTILITIES COMMISSION OF OHIO 

In the Matter of the Commission's Review } 
of the Capacity Charges of Ohio Power ) 
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OHIO POWER COMPANY 
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BEFORE 
THE PUBLIC UTILITIES COMMISSION OF OHIO 

DIRECT TESTIMONY OF 
DANA E. HORTON 

ON BEHALF OF 
S<iMJn-ffiRN~P©-W-ER--€'©lvlPA-N-¥ 

OHIO POWER COMPANY 

1 PERSONAL BACKGROUND 

2 Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

3 A, My name is Dana Earl Horton. My business address is 1 Rivereide Plaza, 

4 Columbus, Ohio 43215.1 am employed as Director - RTO Policy in the Regulatory 

5 Services Department of American Electric Power Service Corporation (AEP). 

6 American Electric Power Service Corporation is agent for AEP Ohio, which is 

7 comprised of Columbus Southern"ftwref-C'-ooipany- and -Ohio Power Company, 

8 hereby referred to as AEP or the Company. 

9 Q. PLEASE PROVIDE YOUR EDUCATION AND WORKING CAREER 

10 BACKGROUND. 

11 A. I graduated from Muskingum College in New Concord, Ohio, in 1979 with a 

12 Bachelor of Arts in Accounting. I also received a Masters of Business 

13 Administration from Miami (Ohio) University in 1980. I worked for Ernst & 

14 Whinney as a CPA from 1980-83 before I joined AEP in January 1984. During my 

15 tenure at AEP, I have held positions in the Controllers Department, Trading & 

16 Marketing, Commercial Operations, and most recently in Regulatory Services. My 

17 main responsibility since AEP joined PJM in 2004 has been as an advocate for AEP 

18 in the PJM stakeholder process. In this role I work extensively with the stakeholder 

19 process under which PJM transmission and market rules are established. As relevant 
1 
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11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

Q. 

A. 

Q. 

A. 

Q. 

to this testimony, I was part of the AEP team that participated in the PJM 

stakeholder process leading up to the adoption of the rules implementing the 

Reliability Pricing Model ("RPM") and the Fixed Resource Requirement ("FRR") 

that initially was developed in 2006. As one of the key membei^ of the AEP 

negotiating team, 1 was present at the Federal Energy Regulatory Commission 

("FERC") offices during each of the RPM/FRR settlement discussions. For the 

reasons I discuss below, AEP was at the center of the discussions around the FRR 

and was one of the most active participants in the stakeholder process that led up to 

the FRR rules at issue in this proceeding, including several key provisions in the 

PJM Tariff and PJM's Reliability Assurance Agreement ("RAA").' 

PLEASE EXPLAIN THE PURPOSE OF YOUR TESTIMONY IN THIS 

PROCEEDING. 

The primary purpose of my testimony is to describe the RPM and FRR options to 

supply capacity, the development of the FRR and why AEP chose this option. In 

addition, I will provide background and explanations for certain provisions in the 

FRR procedures including the requirements for alternative retail suppliers (called 

CRES providers in Ohio) with respect to their capacity obligations. 

PLEASE EXPLAIN THE METHODS FOR SUPPLY AND PROCUREMENT 

OF CAPACITY IN PJM. 

There are two methods in PJM for the supply and procurement of capacity - RPM 

and FRR. 

PLEASE BRIEFLY EXPLAIN THE RPM CAPACITY OPTION. 

' PJM's Reliability Assurance Agreement defines protocols necessary for maintaining reliability on the PJM 
system. 



1 A. The RPM is an administratively determined market approach. Under the RPM, PJM 

2 cleare the supply offei^ from generators against an administrative demand curve to 

3 arrive at both a price and a quantity paid by Load Serving Entities (LSEs) for their 

4 capacity and reserve obligations. Figure 1 below graphically represents the supply 

5 and demand curves for a Base Residual Auction. The Base Residual Auction is 

6 what PJM calls the initial auction used to set Ihe RPM clearing prices three years in 

7 advance of the delivery year. 

8 Figure 1: Example of Supply/Demand Curve - Entire PJM Region 
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n 
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Offer 
Price 

$/MW.day 

$340 r - - -

$306 ; 

j272i Demand Curve 

$238 

Clearing price 
$40MW/day, capacity 
obligation set at reserve 
margin of 19.2% 

10% 20% 15% 
Notes Reserve Margin 
• Demand curve is adn^nistratively set by PJM. Maximum clearing price = 1.5 x Net CONE = S25(6)8/WIW-day in 
graph. 
• Supply airve is based on offers by generators in RPM capadty market, 
• Net CONE is equivalent to S172/lVIW-day. Net CONE is defined as the cost of new entry for a gas peaking unit PJM 
uses this value as the basis for detemiining ttie RPM demand curve. 

In the graph above, the top line is the administrative demand curve. It is 

generally a downward sloping curve. This means that the more MWs which are 



1 purchased, the lower the price paid per MW of capacity, PJM calls this the Variable 

2 Resource Requirement curve. 

3 The upward sloping curve is the supply curve. This curve is developed 

4 through actual offers submitted by generators into the RPM auction. 

5 In this graph, the two curves cross where the price equals approximately 

6 $40/MW-day and the quantity of capacity procured is approximately at a 19.2% 

7 reserve margin. The graph shows that all the loads in this zone will need to 

8 purchase capacity equal to a 19.2% reserve margin at $40/MW-day. So, as a 

9 simplistic example, an LSE with a lOOMW peak load obligation in the 2007/08 

10 delivery year, which is participating in the RPM auction process, will pay $1.7M 

11 (lOOMWs X 1.192 X $40/MW-day x 365 days = $1.7M) to PJM for its capacity 

12 obligations in this particular example, which is representative of the 2007/08 

13 deliver)' year auction. 

14 O. IS THE S40/MW-PAY THE PRICE PAID BY THE CRES PROVIDER? 

15 A. No. The $40/MW-day in the gxample is indicative of what the Initial RPM .auction 

16 cleared for the 2007/08 delivery year. As Witness Pearce describes in his testimony (and 

17 Exhibit K.DP-7). the rate charged to CRES providers must include adjustments to the initial 

18 base auction for MW.'? cleared in the incremental auctions, and then grossed up for PJM's 

19 scaling factors (for reserves and load changes) and losses. For 2007/08. the initial clearing 

20 price was approxhnately $40''N4W-day, while the final capacity charge to CRES providers 

21 was approximately $46/MW-day. 

22 Q. PLEASE EXPLAIN THE FRR OPTION. 

23 A. The FRR was developed to allow a utility the abiUty to provide its own capacity 

24 resources for its load obligations and not be subject to the RPM capacity market 

25 fluctuations (i.e. volatile clearing prices and reserve margins). Under the FRR 
4 



1 option, the LSE supplies its own capacity obligations through its own generating 

2 fleet, or through bi-lateral arrangements with another supplier. If an LSE has a 

3 lOOMW capacity obligation and chose FRR, the LSE could supply this capacity 

4 from its own generation fleet without making any payments to PJM. 

5 Q. WHY WAS THE FRR OPTION DEVELOPED AS ANOTHER METHOD 

6 FOR SUPPLYING CAPACITY? 

7 A. It was important to have an appropriate mechanism for LSEs that owned or 

8 controlled sufficient generation to meet their own load and reserve margin 

9 obligations. AEP advocated strongly at FERC and during the stakeholder 

10 negotiations for the FRR option. This option was important to AEP, because: 

11 • FRR was consistent with the Company's regulatory framework. 

12 AEP utilities in PJM were among the few remaining vertically 

13 integrated utilities that retained their generation to meet the load 

14 obligations of their customers. For AEP, the FRR mechanism 

15 allowed it to continue to recover its embedded generation costs 

16 associated with the customers it serves through existing Commission 

17 approved rate structures. Conversely, many of the other PJM utilities 

18 have segregated their load from their generation, either by divesting 

19 their generation to third parties or transferring it to affiliated 

20 generation companies. 

21 • It did not make sense for AEP to offer its own generation into a 

22 capacity auction and then essentially be required to buy it back to 

23 satisfy its load obligation, since the Company had sufficient 

24 generation to meet its own load obligation. 



1 • AEP was at risk for being required to purchase more capacity than 

2 necessary because of the potential for the RPM auction to clear at a 

3 higher reserve margin level than the Company carried on its system. 

4 Q. WHAT WAS THE OUTCOME OF THIS INITIAL DECISION? 

5 A. At the time AEP initially made the decision to choose FRR, the FRR reserve 

6 requirement as set by PJM was 15%. In 2007/08, the auction actually cleared at a 

7 19.2% reserve margin. If we had chosen RPM in 2007/08, AEP would have 

8 purchased an additional 4.2% of capacity to meet the RPM reserve margin that was 

9 not necessary to meet the Company's internal load obligations. See Figure 2 for a 

10 graphic representation of this difference. 

11 

12 Figure 2: Comparison of Reserve Requirements FRR vs RPM 
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WHY WAS THE RPM RESERVE MARGIN HIGHER THAN THE FRR 

RESERVE MARGIN? 

The key difference is in how the reserve margins are determined for FRR and RPM. 

For FRR, the reserve margin used is the reserve margin PJM calculates for the entire 

PJM RTO for planning purposes. However, the reserve margin for RPM is set by 

supply offers and an administratively set demand curve. Figure 2 above shows this 

relationship graphically. 

WHAT WOULD THIS ADDITIONAL 4.2% IN CAPACITY RESERVES 

HAVE COST AEP AND ITS CUSTOMERS? 
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24 
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A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

In the 2007/08 period, this additional capacity obligation would have cost AEP and 

its customers an additional $15.7M. 

HOW DID YOU DERIVE THIS NUMBER? 

AEP's total company peak load in PJM is approximately 22,000MWs. If the 

Company had been required to carry an additional 4.2% in capacity reserves, AEP 

would have been obligated to supply 925MWs of additional capacity for 2007/08 

(4.2% of 22,000MWs). With the billed RPM capacity rate of $46.73/MW-day 

(which is the $40/MW-day clearing price grossed up for reserve margin and losses), 

the total cost would have been 925MWs x $46.73/MW-day x 365 days = $15.7M, 

PLEASE COMPARE THE RESERVE MARGIN FOR FRR TO THE 

RESERVE MARGIN FOR RPM FOR ALL THE YEARS THE AUCTION 

HAS CLEARED TO DATE. 

There have been eight RPM auctions held since the initiation of the capacity 

auctions for the 2007/08 delivery year. The average target reserve margin set 

Minually by PJM has been approximately 15.5% from 2007/08 through 2014/15. 

The average reserve margin cleared in the RPM auction in these eight years has 

been approximately 19% in the AEP zone. The difference is 3.5%. With the 

average RPM clearing price for all auctions being approximately $90/MW-day, 

AEP has saved its customers $25M annually (22,000MWs x 3.5% x $90/MW.day x 

365 days = $25M) by choosing FRR. 

BACK TO THE INITIAL DEVELOPMENT OF THE FRR OPTION, HOW 

DID FERC RULE ON FRR IN ITS INITIAL OPINION? 

FERC agreed that h was not necessary or appropriate to force utilities such as AEP 

to participate in the RPM auction. In their April 20,2006 Initial Order, FERC states 

in paragraph 110 that "We agree with AEP that LSEs and states should have the 
8 



1 option of choosing an alternative to the forward procurement auction if they identify 

2 sufficient capacity to meet their loads...." 

3 At that point, as part of the settlement process at FERC, PJM and the PJM 

4 stakeholders entered into negotiations to develop the FRR process. These 

5 deliberations focused on the preparation of rules that enabled utilities such as AEP 

6 to meet their capacity obligations through use of their own generation (including bi-

7 lateral arrangements) and to maintain reserve margins established by the PJM 

8 planning process rather than through the auction process. This provided benefits to 

9 native load customers by giving the LSEs choices for meeting capacity 

10 requirements. 

11 Q. WERE YOU PART OF THE FERC SETTLEMENT NEGOTIATIONS 

12 RELATING TO THE FRR RULES? 

13 A. Yes. The development of the FRR was largely driven by AEP. The AEP team 

14 (including myself) was at the core of and very active in the PJM stakeholder 

15 deliberations relating to these issues. These discussions took place under FERC 

16 Docket ER05-1410. 

17 Q. PLEASE EXPLAIN HOW A CRES PROVIDER SERVING LOAD IN THE 

18 SERVICE TERRITORY OF AN FRR ENTITY MAY SUPPLY ITS 

19 CAPACITY REQUIREMENT. 

20 A. The CRES provider has two options for supplying its capacity requirement. These 

21 include: I) supplying its own capacity (v«th its own generation or through a bi-

22 lateral contract) or 2) paying the FRR entity to supply capacity for the CRES 

23 provider. 



1 Q. DURING THE FERC SETTLEMENT PROCESS, DID THE 

2 STAKEHOLDERS DISCUSS THE LEVEL OF COMPENSATION FOR 

3 CAPACITY TO BE PAID BY CRES PROVIDERS TO FRR ENTITIES? 

4 A. Yes. The stakeholders held several discussions throughout the FERC settlement 

5 process regarding the compensation level for capacity that CRES retail LSEs would 

6 pay to the FRR entities in the event that the CRES provider did not have sufficient 

7 generation resources to enable them to meet their capacity requirements. 

8 Q. WHY WAS IT NECESSARY TO DISCUSS THE CAPACITY 

9 COMPENSATION TO BE PAID BY CRES PROVIDERS? 

10 A. Under the FRR rules, AEP is ultimately responsible for ensuring adequate capacity 

11 resources to meet the load obligation in its service territory, except for capacity that 

12 is self-supplied by a CRES provider. This includes not only the load served by 

13 AEP, but also any load that has switched to a CRES provider. To fulfill the total 

14 capacity requirement for the AEP service territory, the Company supplies capacity 

15 resources to meet the Company's load obligation while the CRES provider has the 

16 option of either 1) paying AEP to supply its capacity obligation or 2) providing its 

17 own resources to meet its capacity obligation. Therefore, this compensation 

18 discussion was necessary to ensure that the FRR entity was adequately compensated 

19 for supplying capacity resources used by a CRES provider. 

20 Q. WERE THERE MULTIPLE OPTIONS DISCUSSED FOR CHARGING 

21 CRES PROVIDERS FOR THE CAPACITY COVERED UNDER AN FRR 

22 PLAN? 

23 A. Yes. The PJM stakeholders ultimately agreed upon three options for determining an 

24 adequate capacity reimbursement price for CRES providers. The first approach, 

25 which would initially serve as a default mechanism, would be for the charges to 
10 



1 track the market clearing price set in the RPM auctions. However, the major 

2 drawback was that there was no guarantee the auction prices would reimburse an 

3 FRR entity for its embedded cost of capacity. So, the stakeholders agreed upon 

4 another method under which the level of capacity compensation would be based on 

5 the FRR's embedded capacity costs. 

6 Further, during the PJM stakeholder process, there also was a discussion 

7 about the possibility that any state utility commission might seek to implement a 

8 retail choice program with rules that require shopping customers to pay capacity-

9 related charges directiy to the incumbent utility. Although AEP was not aware of 

10 any such retail mechanism in any of the states in which AEP utilities operated, the 

11 Company did not oppose the inclusion of a provision that would accommodate the 

12 possibility that Ohio or another retail-choice state might one day decide to 

13 implement such a capacity charge directly to a retail customer (as opposed to a 

14 wholesale charge to a CRES provider). AEP fully expected that any such provision 

15 within our regulated jurisdictions would allow the Company to recover the costs for 

16 the capacity it is obligated to supply. 

17 Q. HAS THE PUBLIC UTILITY COMMISSION OF OHIO (COMMISSION) 

18 VOICED SUPPORT FOR THE FRR PLAN SINCE ITS INCEPTION? 

19 A. Yes, The Commission staff referred to FRR in public comments filed at FERC 

20 providedinadvanceof a FERC Staff Technical Conference on June 7, 2006. In the 

21 first sentence of their comments, the Commission staff said they "would like to 

22 compliment the FERC for accepting the traditional resource requirement approach 

23 (the Fixed Resource Requirement option) as a legitimate alternative to RPM. The 

24 Ohio Staff would like to request that, in developing the rules for the two 

25 alternatives, the FERC needs to ensure that a resource supplier is treated equitably 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

in terms of the [Installed Reserve Margin (IRM)] requirement, the penalties for 

violating an IRM requirement, and the appropriate length of a resource 

commitment, regardless of what alternative the supplier chooses." 

DID THE COMMISSION PARTICIPATE IN THE RPM AND FRR 

NEGOTIATIONS? 

The Commission staff was present at many of the sessions in Washington D.C. 

Because of the nature of the settlement negotiations, I am not permitted to disclose 

any details of positions voiced or taken during the discussions. 

YOU HAVE DISCUSSED THE RESERVE MARGIN BENEFITS OF 

CHOOSING FRR. WERE THERE OTHER BENEFITS THAT RESULTED 

FROM CHOOSING FRR? 

Yes. In addition to the reserve margin benefits noted above, the FRR plm allows 

AEP the flexibility to substitute generating units within its fleet for meeting the 

Company's FRR capacity obligations in case of significant unit outages. In other 

words, AEP can utilize generating units that are not committed as capacity 

resources to replace generating units that are committed capacity resources in the 

event of unforeseen operational issues. This flexibility allows AEP the ability to 

minimize, or possibly eliminate, financial penalties assessed by PJM associated mth 

non-performance of a committed capacity resource. 

HAS AEP BENEFITED FROM THIS FLEXIBILILTY? 

Yes. In 2009, AEP experienced an extended, but unexpected outage with a 

committed capacity resource tiiat lasted for over a year. Fortunately, under the 

FRR, AEP was able to substitute other uncommitted capacity resources within the 

AEP fleet for this unit in order to avoid most of the penalties that PJM would have 

12 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

assessed had AEP been in RPM. The RPM rules do not allow LSEs to hold some 

units in reserve to cover unexpected forced outages. 

IS THERE A FINANCIAL BENEFIT TO THIS FLEXIBILITY? 

Yes. To illustrate the financial implications of being able to manage the risk of 

forced outages, if AEP would find itself 1000 MW short of capacity due to an 

unexpected forced outage, the penalty provisions for the 2009/10 delivery year 

would be 120% of the RPM clearing price. This would equate to S44M of penalties 

for a 1000 MW shortage (lOOOMWs x 365 days x 120% x $102/MW-day RPM 

clearing price). 

WOULD AEP HAVE REALIZED THE SAME BENEFITS IN RPM? 

No. Under RPM AEP would have to offer 100% of its capacity into the auction and 

not hold any capacity in reserves to address forced outage situations. 

ARE THE CRES PROVIDERS EXPOSED TO THESE PENALTY 

PROVISIONS IF THEY DO NOT BRING THEIR OWN CAPACITY TO 

SERVE THEIR RETAIL OBLIGATIONS? 

No. If a CRES provider relies on AEP for its capacity requirement, AEP is 

responsible for 100% of the penalties associated with non-performance under the 

FRR, and does not pass on to the CRES providers any of the penalties incurred. 

PLEASE ILLUSTRATE THE IMPACT OF USING THE RPM AUCTION 

CLEARING PRICE ON THE CAPACITY CHARGE PAID BY CRES 

PROVIDERS AND THE FRR ENTITY. 

For 2012/13, the RPM auction clearing price in the AEP zone was approximately 

$20/MW-day. This is equivalent to a $0.83/MWH adder to the energy cost 

($20/MW-day/24 hours). The average PJM wholesale energy costs in 2010 were 

13 



1 $48.34/MWH. The $0.83/MWH for capacity is only 1.7% of the energy price using 

2 these illustrative numbers. 

3 However, if the RPM capacity auction clearing price continues to rise to Net 

4 CONE, the clearing price will be closer to $342/MW-day (the Net CONE used for 

5 the 2014/15 auction, as represented in Figure 3 below), TTiis would equate to a 

6 $14.25/MWH ($342/MW-day / 24 hours) cost for capacity. This $14.25/MWH for 

7 capacity is over 29% of the 2010 energy cost of $48.34/MWH. 
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P.U.C.O. NO. 20 ^ ? 

Rider DLC ' 
(Experimental Direct Load Control Rkier) 

- s ^ 

AvailabiBtv<rf Service 

Available to Individual residential customers on a voluntary, experimental basis for resklential eleclric 
service. Availability Is restricted to customers served by the circuits de^nated for the Company's gridSMART^ 
program. Customers taking senflce under Sdiedule CPP are not eligible for this rider. TTiis rider vwll be in effect 
for a minimum of one (1) year. 

For non-owner occupied dwellings, the Company may require pemfiissk)n fi-om the owner to install 
auxiliary communicating equipment, smart Qi^mostat device, or toad control switch. Customers vnii rrat t}e 
eltgHile for this rider if the ovtmer does not allow installation of the equipment. 

Hie customer may chose to participate in the electric cooling unit program only. Customers participating 
in the electric cooling unit program may also choose to participate in the electric water heating unit control, electric 
pool purup or etecbic hot tub programs. 

Service under this rider is limited based up<»i the availability of smart thennostat devices and load control 
switdi devices. The Company plans to have approdmately 8,500 smart thermostat devices in total to cGstribute in 
the gridSMART^ area for all programs. The Conr^any plans to have a total of 1,000 load control switdies 
available for ttie electric water heating unit, pool pump, or hot ^ b program. At ttie Company's option, this rider 
may be made available to additional customers. Upon request by the Company and approval by tiie Commisskm 
in a iiiUire filing, additional customers may be responsible for ttie Commission-approved cost of tiie smart 
tiiermostat devi<% and load confrol switch. 

Program Description 

To participate, customers must allow ttie Company, or its authorized agents, to install a smart thennostat 
device, load conti-ol swltdi(es) and, if necessary, auxiliary ccmmunicating devices to control ttie customer's 
centi-al electric cooling unit(s) and / or electric water heater unit(s), pool pump(s), or hot tub{s). All such devk:es 
shall be installed at a time tiiat is consistent 'tM\ ttie orderiy and effident deployment of this program. 

The Company vwll utilize the smart thennostat device and tiw load conti-ol switch(es) to reduce customer's 
energy use during load management e^^nte. The smart thermostat device may employ eittier a temperature 
settiack or cycling methodok^y. 

Under a temperature settsack methodology, the Company may Inoea^ the preset temperature on the 
customer's thennostat by no mtxe than four (4) degrees during load management events. 

Under a cycling mettiodology, the Company may cycle off ttie cenfral elecfric cooling unit(s) generally for 
up to one-half of every hour of a load management event. 

The load confrol device will svt^ch off tiie electric water heating unit, pool pump, and/or hot tub during a 
load management event. 

Filed pursuant to Orders dated December 14, 2011 in Case Nos. 11-346-EL-SSO and 11-351-EL-AIR 

Issued: Decemljer 22,2011 Effective: January 1, 2012 
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P.U.C.O. NO. 20 

Rider DLC 
(Experimental Direct Load Control Rider) 

Company planned toad management events shall not exceed five (5) hours per day. Sudi non­
emergency load management events shall not exceed 15 events and shall occur only during the months of May 
tiirough September between Noon and 8 pm. 

Elecfric water heating units and hot tubs would be subject to 15 additional non-emergency load 
management events during tiie montiis of Octob^ tiirough A|:»1l between 5 am and 11 pm. 

For emergency purposes, load management events shall not exceed 10 ev^ts per PJM planning year 
(June through May) arid not last longer than six (6) hours duration. Em^gencies sfiall be determined by PJM as 
defined in PJM Manual 13 - Emergency Op^ations. Emergency load management events can only occur 
between Noon and 8 pm on weekdays during May tiirough September and 2 pm to 10 pm on weekdays during 
October through >^ril. 

Rate Credit 

Eleclric Cooling Unit (Summer Only) 

Customers taking sen/ice under Schedules R-R, RLM, RS-ES, RS-TOD, and RS-T0D2 shall 
receive the following montiily billing credits in June tiirough October for each electilc coding unit 
controlled during the calendar months of May through September: 

$ 8.00 for any calendar month where the customer does not override an event signal 
$4.00 for any cal^idar month where tiie custoner overrides one (1) event signal 
$ 0.(K) for any calendar month where the customer overrides more tiian mvs (1) event signal 

Customers taking service under Schedule R-R-1 shall receive tiie following mc^tiily t»lting credits 
in June tiirough October for each elecfric cooling unit confrolled during the cal^idar montiis of May 
tiirough September: 

$ 3.00 for any calendar month where the customer does not ovenide an event signal 
$ 1.50 for any calendar month where ttie custcmier overrides one (1) event signal 
$ 0.00 for any calendar month where ttie customer o\rerrides more than one (1) event signal 

Pool Pump (Summer Only) 

Residential customers shall r&xh/e a $6.00 billing credit per month in June ttirough October for 
each pool pump confrolled during ttie calendar months of May tiirough September. 

Filed pursuant to Orders dated December 14,2011 in Case Nos. 11-346-EL-SSO and 11-351-EL-AIR 

issued: Deconber 22,2011 Effective: January 1,2012 
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Rider DLC 
(Experimental Direct Load Confrol Rider) 

Elecfric Water Heating Unit and Hot Tub (Year-Roundl 

Residential customers shall receive the following monthly billing credits for each elecfric water 
heating unit or hot frib confrolled: 

Eledric Water Heating Unit $ 1.00 per calendar montti 
Hot Tub $ 2.00 per calendar month 

Sudi credits shall not reduce the customer's bill below the minimum diarge as specified in the schedule 
under witiich the custcMner takes servit». 

Equipment 

The Company will fUmish and install, in the customer's presence, a smart ttiermostat device, load confrol 
switch(es) and, if neces^ry, an auxiliary communicating device inside ttie customer's residence. M equipment 
will be owned and maintain^ by the Company until such time as the experimenteil direct load confrol program is 
discontinued or t ie customer requeste to be removed from the program after completing the initial mandatory 
period of one (1) cooling season (May through Septemt)er) for electric coding units and pool pumps or one (1) 
year for eledric water heating units and hot tubs. At ttiat time, ownership of ttie smart ttiermostat will transfer to 
the customs and the auxiliary communicating device will be picked up OT returned to the Cwnpany at the 
Company's expense in good working order. The customer is not required to pay a deposit for this equipment; 
however, failure to return ttie auxiliary communin^ting device in gcmd woridng order may result in additional 
charges in the amount of the current prevailing cost of the auxiliary equipment 

Should the customer lose or damage the smart thennostat desnos, load confrol switch(es) or auxiliary 
communicating equipment, ttie customar will be responsible for the cost of repairing or repladng the de\n'ce(s). If 
the device(s) malfunctions through no ^ult of ttie customer, the Company v^il replace or repair ttie devk»(s) at its 
expense. 

Contrad 

Elecfaic Cooling Unit and Pool Pump 

Partidpating custom«-s must agree to partidpate for an initial period of one (1) cooling season 
(May through September) and thereafter may discontinue participation by contacting tiie Company. 

Electiic Water Heating Unit and Hot Tub 

Participating custom^^s must agree to participate for an Initial period of one (1) year and 
thereafter may discontinue partidpation by conteicting the Company. 

Filed pursuant to Orders dated December 14,2011 in Case Nos. 11-346-EL-SSO and 11-351-EL-AIR 
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P.U.C.O. NO. 20 

Rkler DLC 
(Experimental Direct Load Control Rider) 

Special Terms and Conditions 

This Rider is subjed to the Company's Terms and Conditions of Service and all provisions of the 
schedule under which tiie Customer takes service, induding all payment provisions. 

The Company shall not t>e required to install load management equipment If the installation cannot be 
justiHed for reasons such as: technological limitations, safety ojncems, or atHiormal utilization of equipment, 
induding vacation or other limited occupancy residences. 

The Company and its auttiorized agents shall be permitted access to the customer's premises during 
normal business hours to insti l, insped, test, or maintain the load management devk;e(s). The Company shall 
also be allowed access to the customer's premise to repair or remove faulty load management deyice(s). 

The Company shall colled data during the course of this experiment. Customer-specific informatton m\\ 
be held as confidential and data presented in any analysis will proted ttie identity of the individual customer. 

Filed pursuant to Orders dated December 14, 2011 in Case Nos. 11-346-EL-SSO and 11-351-EL-AIR 
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AEP Ohio on May 16 will begin reassigning Choice customers back to the company's Standard 
Offer Service (SOS) if they have a 60-day delinquency of more than $50. AEP Ohio will 
continue to remit any payments received from these customers to their selected provider for 80 
days after the drop has taken place. After 80 days it will be the responsibility of the CRES 
Provider to collect any additional past due charges. Customers will not be allowed to select 
another CRES provider until past due amounts are paid. 

FAQ's: 

O What will the transaction EDI code be for this drop? 

AEP Ohio would send the CRES Provider an EDI 814 drop transaction, along with an 
EDI 248 write-off transaction when AEP Ohio will no longer attempt to collect 
payment on behalf of the CRES provider (which is 80 days after the customer is 
dropped). 

Q Will customers be notified of the reason they are being dropped? 

Yes, customers will receive a letter informing them of the reason they are being 
returned to AEP's SOS. The letter will state the following: 

Customer Name 
Customer Address 
City State Zip 

Date 

Dear (Customer Name): 

AEP Ohio would like to make you aware of a change to your electric service account. 

Your account has been returned to AEP Ohio's Standard Offer Service due to unpaid past due 
charges for longer than 60 days. As a result, AEP Ohio will begin providing your electricity 
service according to the applicable Standard Offer service tariff rate. 

You will be required to remain on AEP Ohio's Standard Offer Service and not eligible to switch 
to another Provider until your arrearage has been paid. 

Please call our Customer Choice Solutions Center at 1-888-237-5566 if you have any questions. 

Sincerely, 
AEP Ohio 



w Will customers be charged a switch fee from being dropped? 

AEP Ohio will not charge customers a fee for being dropped due to non-pay. If a 
customer pays his arrearages and chooses to switch back to a CRES Provider, a 
customer will be allowed to do so. A switch fee might apply at that time. 

Any payment received from the customer within 80 days of the customer being 
dropped will be sent to the Provider. 

If you have questions, we are willing to arrange a conference call to discuss this with 
you. 



OHIO POWER COxMPANY CONSOLIDATED 
CONSOLIDATED STATEIVIENTS OF INCOME 

For the Years Ended December 31,2011,2010 and 2009 
(in thousands) 

REVENUES 
Eleclric Generation, Transmissiori and Distribution 
Sales to AEP Affiliates 
Other Revenues-A^ffiliated 
Other Revenues - Nonaffiliated 
TOTAL REVENUES 

';. .•;; ;/'\X'---../•;-.::.:::>;;••:••-EXPENSES:--., 

2011 2010 2009 

Fuel and Other Consumables Used for Electric Generation 
Purchased Electricity for Resale 
Purchased Electricity from AEP Affiliates 
Other Operiatidn 
Maintenance 
Asset Impairtiieflts and Other Related Charges 
Depreciation and Amortization 
Taxes Other tIfehinconieT&^ 

TOTAL EXPENSES 

OPERATING mCQME 
Other Income (Expense): 
Irtterest IiicOihe 
Carrying Costs Income 
Alldwancefor Equity Funds Used Diiring Construction 
Interest Expense 

INCOME BEFORE INCOME TAX EXPENSE 

Income Tax Expense 

NETINCOME .... 

Net Income Attributable to Noncontrolling Interest 

NET INCOME ATTRIBUTABLE TO OPCo 
SHAREHOLDERS 

Preferred Stock Dividend Requirements InCludihg 
Capital Stock Expense 

EARNINGS ATTRIBUTABLE TO OPCo COMMON 
SHAREH0fLDERv 

Vciz common stock of OPCo is wholly-owned by AEP. 

See Notes to Financial Statements of Registrant Subsidiaries beginning on page 225. 

S 4,406,814 
977,999 
27,903 
18.395 

5;43Ult 

1,597.410 
300,653 
515,613 
754,109 
393.943 
89,824 

545,376 
399.479 

4.596.407 

834,704 

7,069 
53,345 

(221.977) 

678,69t) 

213.697 

464,993 

-

S 4,222,461 
991,285 
21^069 
20,301 

5.255,116 

1,488,474 
286,835 
386,618 
795,129 
346,745 

513,168 
: 393.537 

4.210.506 

1,044,610 

2,567 
31,796 
5.949 

(242.000) 

842,922 

301.306 

541,616 

— 

$ 3,875.595 
921,089 
23,457 
15,592. 

4.835.733 

1,286,718 
263,385 
288,115 
675,785 
350,880 

496,470 
369.461 

3.730.814 

1,104,919 

• • : ' • 2,238 
18,354 
6^94 

f 241.134) 

890,471 

310.195 

580,276 

2.042 

464,993 

1.259 

541,616 578,2:34 

881 889 

s mm^ % m m s ^ m 
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OHIO POWER COMPANY CONSOLIDATED 
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS) 

For the Years Ended December 31,2011,2010 and 2009 
(in thousands) 

2011 2010 2009 
NET INCOME : • . ' 

OTHER COMPREHENSIVE INCOME (LOSS). M T OF TAXES 
Cash Flow Hedges, Net of Tax of Sl,477 in 2011, S529 in 2010 and $3,365 in 
2009 
Aiiiortiza:tion of Pension and OPEB Deferred Costs, Net of Tax of $5,894 in 2011, 

$5,128 in 2010 and $4,614 in 2009 
Pension and OPEB Funded Status, Net of Tax of $13,876 in 2011, $ I0,90l in 2010 
and $870 in 2009 

TOTAL OTHER COMPREHENSIVE INCOME (LOSS) 

TOTAL COMPREHENSIVE INCOME 

Total Comprehensive Income Attributable to Noncontrolling Interest 

TOTAL COMPREHENSIVE INCOME ATTRIBUTABLE TO OPCo 
SHAREHOLDERS 

See Notes to Financial Statements of Registrant Subsidiaries beginning on page 225. 
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—. 
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i -

464,993 $ 5 4 1 , 6 1 6 $ 580.276 

(2,743) (981) 6,249 

10,946 9,522 8,568 

(25.770) (20.245) 1,615 

(17.567) (11.704) 16.432 

447,426 529,912 596,708 

2.042 

447,42§ S 529,912 S m m 



OHIO POWER COMPANY CONSOLIDATED 
CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY 

For the Years Ended DecemberSI, 2011,2010 and 2009 
(in thousands) 

OPCo Common Shareholder 

TOTAL EQUITY-DECEMBER 31, 
2008 

Capita Contribution fi-om Parent 
Common Stock piyidends - AfiFiliated 
Cpitimon Stock jC)iyldends>^ 
Nonaffiliated 
Preferred Stock Dividends 
Purchase of JMG 
Capital Stock Expense 
Noncash Dividend of Property to Parent 
Other Changes in Equity 
S U B I W A L - B Q U I T Y 

NETlNdOlSilE . ^ • r :• V ,: :. 
OTHER COMPREHENSIVE INCOME 
T Q T A L ^ Q U I I Y - DECEySERSI , 
2009'•••:'-^ .-^'-^^ •̂ :• •.-:,.••-:^--.:^:.'.-. : 

Cbmrnbri Stock Dividends 
Preferred Stock Diyidends 
Gaiii on Reacquired Preferred Stock 
Capital Stock Expense 
SUBTOTAL-EQUITY 

N E T : I N C O M E ^ • ' ' - " - - : ; . • . : ' 
OTHER COMPREHENSIVE LOSS 
TOTAL EQUFrY-DECEMBERai , 
2 0 1 0 - '•' •':,.-.----'-'':."-̂ :̂  •.•••>• 

Common Stock Dividends 
Preferred Stock Diyidends 
Loss on Reacquired Prefared Stock 
Capital Stock Expense 
SUBTOTAL-EQUITY 

NETlNC(3ME 
OTHER COMPREHENSIVE LOSS 
TQTAI; EQUITY - I ) E ( 3 E K I B E R 31, 
2011 • ' ^ • ^ • ^ r : ^ v i v ' - > : • 

Common 
Stock 

$ 321,201 

Paid-in 
Capital 

$1,158,172 

550,000 

36,509 
157 

Retained 
Earnings 

52,372,720; 

(?45,p00) 

, (732) 

057) 
(8.123) 

Accumulated 
Other 

Comprehensive 
Income (Loss) 

$ (184,883) 

Noncontrolling 
Interest 

$ 16,799 

(2,042) 

(17,910) 

Total 

$ 3,684,009 

550,000 
(245,000) 

(2,042) 
(732) 

18,599 

(8,123) 
1,111 1.111 

521,201 

321,201 

imm 

1,744,838 

V 4 
149 

1,744,991 

(1,216) 
324 

S1^44.0?? 

578,234 

2,696,942 

(469,075) 
(732) 

(149) 

541,616 

2,768,602 

(650,000) 
(671) 

(324) 

464,993 

52:582.600 S 

16.432 

(168,45iy 

(11.704) 

(180,155) 

(17.567) 

(197,722) S 

2,042 

• • ' • • ; - : ' 

• • • • ; . 

: i ' - ' < ] . . : . - ^ , -

3,997,822 

580,276 
16.432 

439^,530 

(469,075) 
(732) 

A . m j n 

541,616 
(11,704) 

4,654,639 

(650,000) 
(671) 

(1,216) 

Ad02.752 

464,993 
(17.567) 

S4,45?;i7S, 

See Notes to Financial Statements of Registrant Subsidiaries beginning on page 225. 
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OHIO POWER COMPANY CONSOLIDATED 
CONSOLIDATED BAL.ANCE SHEETS 

ASSETS 
December 31,2011 and 2010 

(in thousands) 

2011 2010 
CURRENT ASSETS 

S • 2,095 S 
219,458 

146,432 
162,830 

19,012 
16,994 
(3.563) 

:; 341,705 
262,886 
201,325 

54,293 
11,975 
41,560 

949 
154,702 

136,373 
252,851 
60,749 
15,042 
(3,768) 

461.247 
330,171 
204,700 

54,547 
77,818 
77.884 

Cash aM Cash Equivalents 
Advances to Affiliates 
Accounts Receivable: 

Customers 
Affiliated Companies 
Accrued Unbilled Revenues 
Miscellaneouil 
Allowance for Uncollectible Accounts 

T\jtal A^̂  
Fuel 
Materials and Supplies 
Risk Management Assets 
Accrued Tax Benefits 
Prepayments and Other Current Assets 
tdtALGtJRRENTAS$EinS i:i35.297 1,361:018 

PROPERTY. PLANT AND EQUIPMENT ."•:....^ 
Electric; 

iGeneration 9,502,614 9.576,404 
Transmission 1,948,329 1,896,989 

\ tJistribution ; : ' . . . ' ;> : • • ; - • '̂ ^3,$45,574-^ ' • . . . . ;3^22,413 
Other Property, Plant and Equipment 546,642 562,847 
•Gonstructibn^rk-in'PKJgress v̂ ^̂ •••̂ ;• •. . , '':•:':• I.'.:;.-'.^..354^465:. ;V • 325;9b3 
Total Properly, Plant and Equipment 15,897,624 15,784,556 
Accuihulated depreciation and AttiorH ..-""^-L ."5.742.561 5,533;889 
TOTAL PROPERTY, PLANT AND EQUIPMENT-NET 10.155.063 10.250.667 

OTHER NONCURRENT ASSETS 
Regulat^ry:ASsets''•'<•vv^ • : > - : . • • ' .\'^;^^ "v-' 1370404 •1,232,122-
Long-term Risk Management Assets 53,614 50,101 
Deferred Changes atldC^erNohcurreto 309.775 342,127 

TOTAL OTHER NONCURRENT ASSETS 1.733.893 1,624.350 

TOTAL ASSETS $ 13.024.253 S n.237.035 

See Notes to Financial Statements of Registrant Subsidiaries beginning on page 225. 

192 



OHIO POWER COMPANY CONSOLIDATED 
CONSOLIDATED BALANCE SHEETS 

LIABILITIES AND SHAREHOLDERS' EQUITV' 
December 31,2011 and 2010 

CURRENT LIABILITIES 
Accounts Payable: 
• Qsaieral" 

Affiliated Companies 
Lohg-teim Dfcbt Due Within One Year -
Risk Management Liabilities 
Cusforfier Depbsit^ 
Accrued Taxes 
Accrued Interest 
Other Current Liabilities 
TOTAL GURRENT1.1ABILITIES 

Nonaffiiiated 

NONCURRENT LIABILITIES 
Long-term Debt-Nonaffiliated 
Long-terra Debt-Affiliated 
Long-terni Risk Management Liabilities 
Deferred Income Takes 
Regulatory Liabilities and peferred Investment Tax Credits 
Eiiiplbyeefieriefitsaiid Pension Obligations 
Deferred Credits and Other Noncurrent Liabilities 
TOTAL I^^ONfeURREl^LIABltiTO^ 

;TOTAL^yMiBIUTIES-, ;.•••'̂ -̂ '̂ . 

Curiiulalive Preferred Stock Not Subject to Mandatoty Redemption 

Rate Matters (Nbtc 3) 
Cpmmjtnients and Gpntingeiicies (Note 5) 

COMMON SHAREHOLDER'S EQUITY 
CGmnion^Stock~No%r Value-

Authorized - 40,000,000 Shares 
Outstanding i-̂  27,952^473 Shares 

Paid-in Capital 
Retiaihcd Earnings 
Accumulated Other Comprehensive Income (Loss) 

TOTAL eOMMOf^SHA^^ 

TOTAL LlABILmES AND SHAREHOLDEFLS'EQUITY 

See Notes to Financial Statements of Registrant Subsidiaries beginning on page 225. 

2011 2010 
(in thousands) 

$ 293,730 S 
183,898 
244,500 

36,561 
- . -. .:55,785.-

450,570 
MM\ 

182,490 
"1.513.975 

3,609,648 
200,000 

17,890 
2i245,38() 

301,124 
335,029 
351,029 

7,060a00 

.:.-:./•.8.574.075. ^!: 

• • • . . . • : . ' . • , ' . . - . - . . . ' . 

269,165 
202,050 
165,000 

38,133 
57,669 

455,825 
67,017 

210.555 
1.465414 

3,803,352 
200,000 

14,626 
2,136,467 

290,291 
383.160 
272.470 

ZI 00.366 

8,565,780 

16.616 

321^201 
1,744,099 
2382^600 
(197.722) 

321,201 
1,744,991 
2,768,602 
(180.155) 

4,450;178 4,654.639 

\ \^m3^ A Xî mm 
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OHIO POWER COMPANY CONSOLIDATED 
CONSOLIDATED ST.ATEMENTS OF CASH FLOWS 
For the Years Ended December 31.2011,2010 and 2009 

(in thousands) 

OPERATING ACTIVITIES 
Netlnconie 
Adjustments to Reconcile Net Income to Net Cash Flows from 

Operitiiig Activities: 
Depreciation and Amortization 
Defertedlrlcome Taxes 
Asset Iinpairments and Other Related Charges 
Ciarryihg Costs income 
AHo\yatice for Equity Funds Used During Construction 
Mailc^o-^Market of Risk Management Coritracts 
Pension Contributions to Qualified Plan Trust 

•• ^'Prdperty'Taxes '̂•"•-V •-.̂  V'••'••'•'\ •." 
Fuel Qver/Under-Recpvery, Net 
Change in GthferNohcurrent Assets 
Change in Other Noncurrent Liabilities 
Changes in CeitelnGompbnerits of Working Capital: 

Accounts Receivable, Net 

Accounts Payable 
Aecriied Takes, Net 
Other Current Assets 
OtberCiirreiit Inabilities 

Net Cash Flows from Operating Activities 

INVESTING ACTIVITIES 
CoHstitictioh Expenditures 
Change in Advances to Affiliates, Net 
Acijuisitioiis of Assets 
Proceeds from Sales of Assets 
Other Ihy^ ihg Actiyities^-^j ^ ^ ^̂  ̂  > 
Net Cash Flows Used for Investing Activities 

FINANCING ACTIVITIES 
Capital Gontributibn frfthVParent 
Issuance of Long-term Debt - Nonaffiliated 
Chahge in Advtoces from Affiliates, Net 
Retirement pf Long-term Debt - Nonaffiliated 
Retirement of Long-tertn Debt — Affiliated 
Retirement of Cumulative Preferred Stock 
Prihdpal Paytriehts for Capital Lease Obligations 
Dividends Paid on (TommpnSstpck-Nonaffiliated 
Dividends paid biiGdm^mbfiStock—^^^ 
Dividends Paid on Cumulative Preferred Stock 
Aajuislti6nb^JMGl^6ncoritix»liiri^ 
Other Financing Activities 
NetGashFlpwsfrpm (Used for) Kni^atlbing Activities' 

Net increase (Decrease) in Cash and Casli Equivalents 
Cash and Cash Equivalents at Beginning of Period 
Cash w d Cash Equiv:alents at End of Period 

SlM>LEMENTARY INFORMATION 
Cash Paid for Intereirt, Net of Capitalized Amounts 
Nrt Gash Paid (Received) for Income Taxes 
Noncash Acquisitions Under Capital Leases 
Government G i ^ t e Included in Accounts Receivable at Deceml^^ 
Construction Expenditures Included in Current Liabilities at December 
3.1.,. ... 
Noncash Dividend of Property to Parent 

2011 2010 2009 

$ 4 6 4 , 9 9 3 S 

545,376 
119^184 

89,824 
(53,345) 

(5.549) 
(3,695) 

(127,884) 
(5,722y 

(727) 
(73,242) 
85,173 

116,197 
79,787 

(17,059) 
36,466 

7,789 
(15.8211 

1.241.745 

(454,873) 
(64,756) 

(2,229) 
47,463 
29i0I4 

(445.381) 

: • - • ; • ' - - - _ • ^ • ^ , 

49,748 
• — - • . 

(165.000) 
^ • y — ^ ' .-

(17,831) 
(11,854) 

-
(650,000) 

(671) 
. . . . , . • • • . , _ , _ • _ 

390 
(795,218V 

i ,m 
949 

^ my ^ 
$ 226,711 S 

81,740 
5,766 
1^383 

61,428 
• . • • • , _ . . , , . • • . 

541,616 S 

513,168 
292.831 

-
(31,796) 
(5.949) 
25,251 

(58,639) 
(19324) 

(131,850) 
3,797 

(17,079) 

(126,071) 
66,700 
72,694 

131.441 
924 

:..^/':53,985. :••'..-: 
1,311,699 

(504,702) 
283,650 

(5,801) 
14,382 
2 6 ^ 0 

(186.071) 

: • : • - . - : : • - / . • 

351,824 
(24,202) 

(868,580) 
(100,000) 

(7) 
(11,617) 

-
(469,075) 

(732) 
: : . - r r r - " -

(5.370) 
(1,127,759) 

(2.131) 
3.080 

w t̂  
239,984 $ 
(78,268) 
33,369 
9,260 

31,939 
- -̂  

580,276 

496,470 
514,201 

-
(18354) 

(6,094) 
(10,271) 

(14,474) 
(333,598) 

(31,547) 
50.986 

32,482 
(198.124) 
(189,103) 
(136,746) 

16,955 
(34.048) 
719.011 

(716,543) 
(438,352) 

(1,429) 
35,706 
21,680 

(1.098.938) 

550,000 
584,936 

(184,550) 
(295,500) 

-
(U 

(6,976) 
(2,042) 

(245,000) 
(732) 

(28,221) 
(2.649) 

369:265 

(10,(662) 
13,742 

.-<,;,--„.2.osQr 

241,627 
(15,759) 

3,275 
' . • — 

61,035 
8,1^3 

See Notes to Financial Statements of Registrant Subsidiaries beginning on page 225. 
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OHIO POWER COMPANY'S RESPONSES 
TO THE OFFICE OF THE OHIO CONSUMERS' COUNSEL'S 

DISCOVERY REQUESTS 
PUCO CASE 11-346-EL-SSO and 11-348-EL-SSO - Modified ESP 

NINTH SET 

INTERROGATORY 

OCC-INT-9-174 Identify all persons who have submitted documents to the PUCO, 
including correspondence, that have been docketed in this 
proceeding since January 2012, with whom You have had 
communications regarding the ESP filing, AEP's corporate 
commitment to communities and organizations in Ohio, the 
content of any documents submitted in this case, or other issues in 
this matter. For each such Person: 

a. Identify the person and state a contact address and phone 
number for such person; 

b. State the date(s) on which You had communications with such 
Person; 

c. Identify who initiated the communication on behalf of the 
Companies; 

d. Provide a summary of the content of your communications with 
such person; and 

e. Identify all documents sent between You and such person(s). 

RESPONSE 

a-e: 
The Company objects to this request as being vague, overbroad, and unduly burdensome. 
Without waiving the foregoing objection(s) or any general objection the Company may 
have, the information referenced below was located after a good faith search based on the 
Company's understanding of the question. See OCC-INT-9-174 Attachments 1 through 6 
for what the Company believes to be the requested information. 

Prepared by: Counsel 



OHIO POWER COMPANY'S RESPONSES 
TO THE OFFICE OF THE OHIO CONSUMERS' COUNSEL'S 

DISCOVERY REQUESTS 
PUCO CASE 11-346-EL-SSO and 11-348-EL-SSO - Modified ESP 

NINTH SET 

REQUEST FOR PRODUCTION OF DOCUMENTS 

OCC-RPD-9-062 Please produce all documents sent between you and any person 
who has testified at any of the four local pubhc hearings held in 
2012 in cormection with this case regarding the ESP filing, AEP's 
corporate commitment to Ohio, the content of any documents, 
including testimony or presentations offered or to be offered at any 
local public hearing, or other issues in this matter. 

RESPONSE 

See the Company's response to OCC-INT-9-174. 

Prepared by: Counsel 



OHIO POWER COMPANY'S RESPONSES 
TO THE OFFICE OF THE OHIO CONSUMERS' COUNSEL'S 

DISCOVERY REQUESTS 
PUCO CASE 11-346-EL-SSO and 11-348-EL-SSO - Modified ESP 

NINTH SET 

REQUEST FOR PRODUCTION OF DOCUMENTS 

OCC-RPD-9-063 Please produce all documents sent between you and any person 
who has submitted documents to the PUCO since January 1, 2012, 
including correspondence, that have been docketed in this 
proceeding regarding the ESP filing, AEP's corporate commitment 
to Ohio, the content of any documents docketed in this proceeding, 
or other issues in this matter. 

RESPONSE 

See the Company's response to OCC-INT-9-174. 

Prepared by: Counsel 



OHIO POWER COMPANY'S RESPONSES 
TO THE OFFICE OF THE OHIO CONSUMERS' COUNSEL'S 

DISCOVERY REQUESTS 
PUCO CASE 11-346-EL-SSO and 11-348-EL-SSO - Modified ESP 

NINTH SET 

REQUEST FOR PRODUCTION OF DOCUMENTS 

OCC-INT-9-064 Please produce all documents sent between you and any person 
who has had commimications with the Commission since January 
1, 2012 regarding the ESP filing, AEP's corporate commitment to 
the communities in Ohio, the content of any communications, or 
other issues in this matter. 

RESPONSE 

See the Company's response to OCC-INT-9-174. 

Prepared by: Counsel 
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AEP Ohio's Modified Electric Security Plan (ESP) 
Plan balances rate impact to all customers white continuing to foster competition 

We heard the concerns of our customers 
and developed a plan that mitigates the 
significant rate increases that affected certain 
customers while providing moderate 
adjustments for all customers. 

• During the first year, all AEP Ohio customers 
will see an average increase of 5 percent and a 
9 percent overall increase over the life of the 
plan. 

• The increases are associated with distribution 
investments made since the company's last 
distribution base rate cases nearly 20 years 
ago and deep discounts we are providing to 
competitive suppliers (discussed below). 

This plan helps facilitate moving Ohio into 
a fully competit ive environment 

by providing third-party suppliers deeply 
discounted prices from our proven costs for 
use of our generation facilities. To offer deals 
to Ohio customers, these suppliers need to use 
our capacity because they either do not have 
their own generation investment or chose not 
to commit their own generation resources. 
Our generation capacity is contractually 
obligated to Ohio customers until May 31, 
2015. 

• AEP Ohio's current cost-based capacity charge, 
as presented in a case currently before the 
PUCO, is approximately $355/l\/IW day. AEP is 
offering a fixed discounted capacity rate to our 
competitors of $146/MW day for the first 21 
percent (2012), 31 percent (2013), and 41 
percent (2015) of each customer class, and 
$25VIV1W day for the remaining customers. 

• The company also set aside discounted 
capacity to serve the expected non-mercantile 
load of the communities that passed 
aggregation initiative in the November 2011 
election. 

• The discounted prices proposed in the plan at 
both levels are known to allow suppliers to 
make competitive offers to customers. 

• Some parties will advocate for deeper 
discounts on capacity. Doing so would further 
subsidize competitors, represent unfair 
competition, and harm AEP and its investors. 

• Some parties will advocate that the plan 
hinders a customer's ability to save. It doesn't 
come down to a customer's savings; it comes 
down to a supplier's profit. Competitors want 
to use AEP Ohio's power plants to serve 
customers while paying AEP Ohio next to 
nothing and keeping a majority of the profit. 

In order to create robust competit ion in 
Ohio, the state needs more than one strong 
competitor. 

AEP Ohio's plan creates the ability to do this by 
giving the company time to transition to a fully 
competitive business model and being fairly 
compensated by suppliers for assets currently 
dedicated to its customers. 

• All businesses require fair play and fair dealing. 
AEP supports a three-year transition plan in 
order to corporately separate its generation 
assets. In contrast, First Energy asked for a 
two-phase, five year transition and did not 
corporately separate until 2008. 

• AEP Ohio is proposing a "Retail Stability Rider" 
that will provide the customer stable and 
predictable rates while providing the company 
financial stability through the transition 
period. In contrast, FE argued they needed 
significant assistance to offset the costs 
associated with a transition to competitive 
market and received nearly $7 billion in 
stranded costs from customers through 2010. 

OCC-INT-174 
Attachment 3 

Prepared April 9, 2012 



Date: 

Public Utilities Commission of Ohio 
180 East Broad Street 
Columbus, Ohio 43215 
Attn: Chairman Snitchler 

Dear Chairman Snitchler, 

Please allow me to add my support to the growing number of communities, organizations and 
individuals speaking out in favor of the AEP Ohio modified Electric Security Plan (ESP). 

It is my understanding that AEP Ohio's plan does not restrict the ability of customers to shop for 
a retail electricity supplier, either through community aggregation or directly with a competitive 
retail electric supply (CRES) provider. The capability to shop has existed long before AEP Ohio 
introduced its ESP and is supported by the plan. If the goal is to establish a truly competitive 
marketplace, AEP Ohio will need to be able to fully compete, which is best guaranteed through a 
predictable and orderly transition to market. 

AEP Ohio has been a strong community partner and works to help provide job growth and 
business retention in our community, both vital in assuring the health and vibrancy of each 
community they serve. 

The company's recent ESP is a compromise that provides clarity and direction for the company 
and its customers, while providing much needed certainty around critical public policy. Overall, it 
is a plan that enhances retail shopping, promotes economic development, asset investment and an 
orderly transition to fully market-based generation rates. 

Thank you for adding these sentiments to Docket No. 11-346-EL-SSO. 

Sincerely, 

Name 
Organization 
Address 

OCC-INT-174 
Attachment 4 



Draft Press Release - Wapakoneta Area Economic Development 
Council 
April XX, 2012 -Wapakoneta, Ohio. For Immediate Release 

AEP Commits Millions to Readiness of West Central Ohio Industrial Site 

The Wapakoneta Area Economic Development Council announced today a 
multimillion-dollar commitment by American Electric Power (AEP) in power 
infrastructure and supply at the West Central Ohio Industrial Center job ready 
site in Wapakoneta, OH. This investment will enable 40-plus megawatt supply to 
the 471-acre industrial job ready site. The exact amount of the intended 
investment was not disclosed. 

AEP executives said they committed to this investment because they recognize 
the quality and potential of the West Central Ohio Industrial Center. 

"This site in Wapakoneta has got to be one of the premier industrial job ready 
sites in the United States. We want to be part of this tremendous opportunity for 
business development in Ohio," said XXX, yyyy at AEP. 

"We are extremely grateful that AEP has chosen to support our site. AEP's new 
commitment is a critical investment in our site's readiness," said Greg Myers, 
Director of the Wapakoneta Area Economic Development Council. 

The West Central Ohio Industrial Center began development in 2006. It lies in 
the heart of an industrial and transportation corridor boasting major freeway 
access and an onsite CSX rail spur. The site was one of the first three industrial 
sites certified under the State of Ohio's Job Ready Site program in October, 
2010. It received elite "CSX Select Site" status from CSX Rail in February 2012. 

"We have turned over every stone in preparing this site for new industrial 
installations," said Myers. "It is truly beyond anyone's description of job ready. 
All a buyer needs to do is come to Wapakoneta and turn shovels." 

Mark Kvamme, President and Interim Chief Investment Officer for JobsOhio, 
praised AEP's commitment to the West Central Ohio Industrial Center. 

"This is huge for Ohio. Investments such as these into job ready sites are 
invaluable to the state's economic future," said Kvamme. ''Logistics costs are 
increasingly more expensive for businesses and Ohio is an ideal location for any 
company looking to offset those costs." 
# 

OCC-INT-174 
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OHIO POWER COMPANY'S RESPONSES. 
TO THE OFFICE OF THEOHIO CONSUMERS' COUNSEL'S 

DISCOVERY REQUESTS 
PUCO CASE 11-346-EL-SSO and 11-348-EL-SSO - Modified ESP 

SUPPLEMENTAL FIFTH SET 

INTERROGATORY 

OCC-INT-5-092 Please provide a copy of all documents pertaining to the testing of 
the OPCO generation assets for recoverability in accordance with 
Accounting Standard Codification 360, as referred to in respoiase 
to OCC INT 1-012. Please include the results of the tests which 
indicated that the undiscounted cash flows exceeded the carrying 
value and impairment was not applicable. 

RESPONSE 

The various documents supporting the OPCo generation asset impairment testing in 
accordance with ASC 360 referred to in OCC INT 1-12 are provided in Attachments 1 -
13. The confidential level of the documents are currently being reviewed and Counsel for 
OCC has been notified. In the interest of not delaying the other responses the documents 
will be provided once labeled and parties wanting copies, besides OCC, should contact 
the Company and request the documents 

Prepared by: T.E. Mitchell 

SUPPLEMENTAL RESPONSE 

The various documents supporting the OPCo generation asset impairment testing in 
accordance with ASC 360 referred to in OCC INT 1-12 are provided in Attachments 1 -
13 and are summarized as follows. The Company objects that some of the documents are 
highly confidential and sensitive that rise to the level of being restricted access 
documents. Notwithstanding, and without waiving the objection, the Company will make 
the documents available for review in the Company offices for review only upon request 
and execution of an appropriate protective agreement. 

Attachment 1: Memo documenting test and conclusions. 

Restricted Access Confidental Attachment 2: 2011 Preliminary Long Range Forecast 
(Referenced on page 3 of the Memo). 



OHIO POWER COMPANY'S RESPONSES 
TO THE OFFICE OF THEOHIO CONSUMERS' COUNSEL'S 

DISCOVERY REQUESTS 
PUCO CASE 11-346-EL-SSO and 11-348-EL-SSO - Modified ESP 

SUPPLEMENTAL FIFTH SET 

OCC-INT-5-092 (Continued) 

Restricted Access Confidental Attachment 3: Forecast assumptions used (Referenced 
on page 3 of the Memo). 

Attachment 4: Current average depreciable life of units (Referenced on page 3 of the 
Memo). 

Attachments 5 - 9 ; June 30, 2011 Income Statements by Company (Referenced on page 
3 of the Memo). 

Restricted Access Confidental Attachments 10 - 13: CSPAR rules and impact of cash 
flows (Referenced on page 4 of the Memo). 

Prepared by: Counsel/T.E. Mitchell 


