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0352-EL-AIR supported by AEP Ohio witness Avera. Unlike the other formula
inputs that will be updated annually, AEP Ohio proposes that the ROE remain fixed
for the term that this rate i{s applicable, absent any appropriate reguiatory filing or
filings to modify the ROE,

PLEASE DESCRIBE THE TRIRD CAPACITY MODIFICATION.

The capacity formula rates are traditionally reconciled for other wholesale customers
between the rates charged and revenues collected during a period and the actual costs
incurred by the seller during that same period, computed after the fact. This is
performed by collecting or crediting the difference between these revenues and actual
costs in a subsequent period, commonly referred to as a “true-up”. This is appropriate
for the other wholesale customers so that no under- or over-collection occurs and the
seller ultimately collects the precise costs incurred to serve these customers.
However, the formula rates for other wholesale customers are generally applied under
long-term contracts.

Because it would be impractical and administratively burdensome to perform
such a true-up with CRES providers, who can enter and leave the market at will and
are likely to have load that is changing over the period due to customer switching,
AEP Ohio is not proposing any such reconciliation. This results in a benefit to CRES
providers as well since it would not result in a source of uncertainty regarding their
capacity rate over the period.

In other words, as an example, the 2011 FF1 actual accounting data will be
used to determine the capacity rate charged to CRES providers for the PJM PY

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
true-up, the lag between the historic costs and actual costs for the rate-effective period
should be minimized as much as practical. Consequently, AEP Ohio €5P-and-OPCo
proposes to utilize only the end-of-year rate base balances for the formula
calculations rather than average annual values from the historic period. The end-of-
year rate base balances will be closer to the rate base in effect during the applicable
PJM PY than an average rate base which uses more dated balances. Even this end-of-
year balance may potentially understate the average rate base for the PJM PY in

which these capacity rates are in effect.

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
kiloWatts (kWs) with enough of that power integrated over time to satisfy customers’
energy requirements, measured in MegaWatt-howrs (MWhs) or kiloWatt-hours
{(kWhs). As a result, 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 enlyproposing 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
Compantes-have AEP Ohio has also included a template for the calculation of the
energy costs, including 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, muiti-
year agreements for full 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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PLEASE EXPLAIN.

The credit is calculated as the difference between the revenues that the CSP and
OPCo historic load shapes, including all shopping and non-shopping load, would be
valued at using the hourly Locational Marginal Prices (LMP) that settle in the PIM
Day-Ahead (DA) market, less the cost-basis of this energy. The 2010 energy cost-
basis rates are provided in Exhibits KDP-1 through KDP-4. The energy credit
revenues and final energy credit are provided in KDP-5.

PLEASE DESCRIBE THE REVENUE CALCULATION.

The previous year's hourly load for £8R-and-O

“a-AEP Ohio would be collected
following the end of a given year along with the hourly AEP GenHub prices based on
the actual PJM DA LMPs. The total market-based revenue is simply the product of
the hourly loads and the hourly LMPs summed across the entire year. This represents
a fair and reasonable proxy for the energy revenue that could have been obtained by
CSP and OPCo by selling equivalent generation into the market rather than utilizing it
to directly serve load.

WHY DID GSP-AND-QRCO-AEP OHIO SELECT THE ENTIRE LOAD
SHAPE OF SHOPPING AND NON-SHOPPING LOAD?

First, attempting to provide an individual energy credit for each CRES provider for
the load they serve would be administratively burdensome and extremety difficult to
compute on an ongoing basis. In addition, given that there will be a lag between the
time period for which the energy credit is computed and the time period to which it 1s
applied, it would provide gaming opportunities for CRES providers.

PLEASE DESCRIBE THE COST BASIS OF THE ENERGY.
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The cost basis is would-be-the energy rate computed using the same formula rates
described for capacity, which provides for a consistent and straightforward solution.
All of the formula rate benefits described previously during the capacity discussion
apply equally well 1o energy -- they provide the same level of transparency and have
already undergone, and easily accommodate, regulatory scrutiny.

IS AEP OHIO PROPOSING ANY MODFICATIONS TO THE ORIGINAL
TEMPLATES USED FOR SUCH AN ENERGY COST COMPUTATION?

Yes. AEP Ohio is proposing the following two modifications to the template used for
the other- wholesale customers if an energy credit is adopted:

o no deferrals of costs, and

e 1o off-system sales {OSS) margin sharing,

PLEASE DESCRIBE THE FIRST MOMFICATION TO THE ENERGY
TEMPLATEMOBPIFICATION.

From an economic dispatch perspective, the cost-basis of the energy credit should be
the actual, non-deferred cost, particularly of fuel. No consideration should be given
for fuel costs that are deferred for later collection. This most accurately reflects the
actual commercial operation of AEP Ohio’s generation units in the PJM energy
market. As a consequence, this also would lead to the most accurate determination of
a suitable proxy for the energy value of the load shape associated with the CSP and
OPCo loads. It would eliminate timing differences between when deferrals are
incurred and when they are recovered. For long-term contracts, customers likely
incur both sides of the transaction. For CRES providers, their load may vary greatly

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

and subsequent recoveries.

PLEASE DESCRIBE THE SECOND MOBIFICATION TO THE ENERGY

TEMPLATEMODIFICATION.
AEP Ohio would determine an cnergy credit for the load shape only, which makes
this consistent with retail customers taking service under AEP QOhio’s €8P sand
OPCo's-standard service offers. While it may be viewed by some as reasonable to
provide an energy credit based on the AEP Ohio €8R-and-OPGe-loads, it would not
be reasonable to provide yet an additional credit for other sales that would be made
beyond that load. As stated previously, the capacity component of the rate already
includes a credit for other capacity sales. Consequently, CRES providers would not
be charged for surplus capacity that may be utilized to generate other OSS.
ONCE THE VALUE OF THE ENERGY BASED ON THE LOAD SHAPE IS
COMPUTED, DOES AEP OHIO PROPOSE ANY ADJUSTMENTS TO THAT
ENERGY CREDIT?
Yes. The energy value is computed as though it were the result of an incremental
energy sale. Consequently, it would be appropriate to apply the same type of sharing
to this value for purposes of obtaining and providing an energy credit if one is
adopted.

First, the energy value of such a credit must be treated as though it were an
OSS for purposes of sharing through the AEP Interconnection Agreement (I1A). The
1A requires that OSS are shared between the AEP operating companies that are part

of this agreement. As a result, while AEP-Ohio retains the generation revenues from
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its non-shopping customers, it would only receive an allocated share from any
resulting incremental energy sale. The IA allocator for such sales is the Member
Load Ratio (MLR)-for-ESP-arnd OPCe.

Second, AEP Chigp GB&e-would subsequently allocate a portion of its MLR-
share of such an energy sale to the West Virginia jurisdiction due to its firm, full
requirements wholesale contract with Wheeling Power Company, an AEP Operating
Company.

Third, AEP Ohio proposes that any energy credit be further reduced by 50%
to reflect the margin sharing percentage used above the base in the Minden and
Prescott templates. CRES providers who purchase capacity on a year-to-year basis
should not receive the full offset received by long term full requirements wholesale
customers.

SHOULD THERE BE ANY LIMITS TO THE ENERGY CREDIT IF IT IS
ADOPTED?

Yes. The energy credit computed as described above should further be capped at
40% of the capacity charge that would be applicable with no energy credit. The
reason for this is that in high price wholesale periods, the energy credit could get so
large as to greatly reduce any capacity payment whatsoever from CRES providers.
Such a result would be a clear subsidy to these CRES providers. Wholesale markets
are volatile and the capacity rates proposed have a lag. Consequently, CRES
providers could simply wait until a high energy price market period has come and
gone and subsequently obtain capacity at extremely low rates due to an excessive

energy credit, perhaps when the value of such energy is much lower.
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In addition, the energy credit is only a proxy. AEP Ohio would utilize
information from the previous year as though it did not serve the entire internal load
of CEPund-0RCe-AEP Ohio and instead sold an equivalent hour-by-hour amount of
energy into that market during the period. However, that clearly did not happen, at
least up through 2011, since AEP Chie did serve or is serving most of that energy. In
a very strong wholesale ﬁiarket, retail choice may be less and AEP Ohio will serve
much if not most of the load. Clearly, daily market-based revenues cannot be
extracted from generation that is serving the AEP Ohio load. Consequently, applying
no cap whatsoever could result in an overstated proxy for the energy credit, with the
amount of the overstatement likely to correlate somewhat with the level of wholesale
prices. In consideration of AEP Ohio’s exposure to the variations in historic-versus-
current pricing and amount of energy served without seeking any true-up, the energy
credit cap and resulting capacity charge floor affords some protection for the
Companies through the collection of at least 60% of the capacity costs they incur. In
retumn, CRES providers may still get the benefit of very large energy credits for
capacity.

HOW WAS THE 40% CAP ON THE ENERGY CREDIT AND RESULTING
60% FLOOR ON THE CAPACITY CHARGE TO CRES PROVIDERS
OBTAINED?

While AEP Ohio proposes no energy credit, the 40% energy credit cap and resulting
60% floor of the capacity rate were selected by AEP Ohio as fair and reasonable
values if the Commission should adopt this credit. Further, as will be shown later,

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

in the PIM market.

PROPOSED CAPACITY RATES

Q.

PLEASE PROVIDE THE CAPACITY COMPENSATION RATES PROPOSED
BY THE COMPANIES.

The formula rate templates shown in Exhibits KDP-1 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

tes—would have been are-$327.59/MW-day for CSP and

$379.23/MW-day for OPCo_for the PIM PY 2011/2012. If approved by the

Commission, these-capae

d-each spring as previously described for the subsequent
PIM PY. The first applicable rate update-would occur using 2011 FF1 information
for the PIM 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, #-adepted—would have

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

$369.29/MW-day for QPCo for the PIM PY 2011/2012.

WHAT ARE THE IMPACTS ON THESE RATES DUE TO THE CSP AND

be $355.72/MW-day. If the Commission were 1o adopt an energy credit using the

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

the-merger-Beginning with 2011, AEP Ohio weuldil} only file one FF! and it would
be the basis for computing the updated FRR capacity compensation rate_beginning

with the PIM PY 2012/2013.

22



23



RATE COMPARISONS

Q. WOULD YOU COMPARE THE PROPOSED RATES WITH THE M
RATES?

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

Table | - PJM Capacity Market Values
Values based on Unforced Capacity (UCAP) MW
All Capacity Values are expressed in $MW-day

PJM Gross Net RPM BRA Final Zonal Billed RPM
. Capacity Capacity
Planning CONE CONE Clearing Price? Rate
Year (3/MW-day) ($/MW-day}  ($/MW-day) ($/MW-day) ($/MW-day)
200712008 187.28%230.28 $171.87 $40.80 $40.80 $46.73
200872009 197 83823073 $172.25 $111.92 $111.92 $129.71
200972010 187 83824043 $172.27 $102.04 $104 .82 $126.33
20102011 197 BAS2I0.03 $174.29 $174.28 $182.85 $220.96
2011/2012 197 29821035 $171.40 $110.00 $116.16 $145.79
2012/2013"%  309.23%330.84  $276.08 $16.48 $16.52 ° $20.01 °*
2013/2014' 334 893357.44 $317.95 $27.73 T8D $33.71
2014/2045" 351 30837412 $342.23 $125.93 - TBD $153.88
GONE = Cost of New Entry BRA= Base Residual Auction
Notes

'Future planning periods utilize preliminary scaling factors.
% Includes the affects of incremental auctions and ILR.
? Include the first and second incremantal auction results but are not yet final.

Exhibit KDP-7 includes these same values along with various other PJM RPM
market information, including the maximum potential clearing prices in the PJM Base

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

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

Capacity Price into the effective billing rate. which is the appropriate RPM rawe for

24
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comparisons to the nroposed rate sinee these rates reflect what has been and would be

the effective rate billed to CRES Providers.

The current capacity rate charged to CRES providers is shown in the last
column of Table I above and column (1) of Exhibit KDP-7 and is $145.79/MW-day.

This_includes the nitial Base Residual Auclion clearing price of $110.00/MW-day

adjusted to the Final Zonal Capacity Price of $116.16/MW-day due to the impacts of

incremental auctions and Interruptible Load for Reliability, as well as the standard

multipliers associated with the PIM RPM construet. including the scaling factor,

forecast poo!l requirement and losses, 1o arrive ab the current effective RPM billed

capacity rate of $145 79/MW-day. Consequently the capacity rates proposed by AEP

Ohio, __based _on the current PIM_PY. would represent a 14425%

(3335.7227:59/$145.79) increase-for C&P-and-a-

QRCo.

It should be noted that, while the proposed capacity rates represents a large
increases relative to the current and future RPM prices shown in column (1) of Exhibit
KDP-7, the AEP Ohio proposed capacity rates-are_is much closer to the maximum
rate that could have occurred in the current PY based on the PJM demand supply
curve utilized. That value was $322.69/MW-day including all appropriate multipliers
that are-eurrently—have been used to bill for capacity. Furthermore, the Maximum
RPM rate used in the demand supply-curve has_increaseds dramatically and was

$627.04/MW-day in the PIM PY 2014/2015 mest-recent-auction, including the

impacts of the PIM billing multipliers shown in Exhibit KDP-7.
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In addition, the Net CONE value ihas trendeding upward significantly. As
shown in Table | and Exhibit KDP-7,- column (d), the $342.23/MW-day Net CONE
value used for the PJM PY 2014/2015 RPM auction is nearly twice the $171.40/MW-

day Net CONE value used for the current period auction._The most recent Net CONE

value provided by PIM is still $320.63’'MW-day. If one accepts the economically
simplifying assumption referenced by AEP Ohio witness Horton that the RPM
capacity prices will tend, on average, to clear near the NCONE value, then the

Companies AEP Ohic proposed capacity compensation rates is within 11% of the

spprosch these same-Net CONE future valuess.

DO YOU HAVE ANY COMPARISONS TO MAKE REGARDING AEP
OHI0’S PROPOSED CAP ON THE ENERGY CREDIT IF SUCH A CREDIT
IS ADOPTED?

Yes. As mentioned earlier, AEP Ohio proposes that if the Commission adopts an
energy credit, then the energy credit should be capped at no more than 40% of the
capacity rate without the credit. As shown in Table I and Exhibit KDP-7, the Gross-
to-Netenergy _Aadjustments (shown in column (e) in Exhibit KDP-7) are always less
than 20% of the Gross CONE values (shown in column (¢) of Exhibit KDP-7). This
adjustment is the result of an energy credit being applied to the Gross CONE.
Consequently, capping the AEP Ohio energy credit at 40% of the capacity rates
without the energy credit will provide the potential for more than twice the energy
adjustments that have thus far ever been made in reducing Gross CONE to Net

CONE.

CRES PROVADER SELF-SUPPLY-OPFION
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the-FRR-plan:

DOES THIS COMPLETE YOUR DIRECT TESTIMONY?

Yes it does.
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BEFORE
THE PUBLIC UTILITIES COMMISSION OF OHIO
DIRECT TESTIMONY OF
DANAE. HORTON
ON BEHALF OF
COLUMBLES BOUTHERN - POWER-COMPANY
AND
OHIO POWER COMPANY

PERSONAL BACKGROUND

Q.
A.

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is Dana Earl Horton. My business address is 1 Riverside Plaza,
Columbus, Ohio 43215. I am employed as Director — RTO Policy in the Regulatory
Services Department of American Electric Power Service Corporation (AEP).
American Electric Power Service Corporation is agent for AEP Ohio, which is
comprised of Columbus-Seuthern-Power-Companv—and-Ohio Power Company,
hereby referred to as AEP or the Company.

PLEASE PROVIDE YOUR EDUCATION AND WORKING CAREER
BACKGROUND.

I graduated from Muskingum College in New Concord, Ohio, in 1979 with a
Bachelor of Arts in Accounting. I also received a Masters of DBusiness
Administration from Miami (Ohic) University in 1980. I worked for Ernst &
Whinney as a CPA from 1980-83 before I joined AEP in January 1984. During my
tenure at AEP, I have held positions in the Controllers Department, Trading &
Marketing, Commercial Operations, and most recently in Regulatory Services. My
main responsibility since AEP joined PIM in 2004 has been as an advocate for AEP
in the PJM stakeholder process. In this role I work extensively with the stakeholder

process under which PJM transmission and market rules are established. As relevant
1
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to this testimony, 1 was part of the AEP team that participated in the PIM
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 members of the AEP
negotiating team, I was present at the Federal Energy Regulatory Cormission
(“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 PIM’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, T 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 PIM,

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 Assucance Agreement defines protocols necessary for maintaining reliability on the PIM

system.
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The RPM is an administratively determined market approach. Under the RPM, PIM
clears the supply offers from generators against an administrative demand curve to
arrive at both a price and a quantity paid by Load Serving Entities (LSEs) for their
‘capacity and reserve obligations. Figure 1 below graphically represents the supply
and demand curves for a Base Residual Auction. The Base Residual Auction is

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

advance of the delivery year.

Figure 1: Example of Supply/Demand Curve — Entire PJM Region

~ Clearing price
$40MW/day, capacity

5138, margin of 19.2%

$102°
566 .

534 { Supply Curve

10% 15% 20%
Notes: Reserve Margin

« Demand curve is adménistratively set by PJM. Maximum clearing price = 1.5 x Net CONE = $25(5i8/MW-day in
graph.
+ Supply curve is based on offers by generators in RPM capacily market

1
O

= Net CONE is equivaient to $172/MW-day. Net CONE is defined as the cost of new entry for a gas peaking unit. PdM

uses this value as the basis for determining the RPM demand curve.

cbligation set at reserve

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
3
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purchased, the lower the price paid per MW of capacity. PJM calls this the Variable
Resource Requirement curve.

The upward sloping curve is the supply curve. This curve is developed
through actual offers submitted by generators into the RPM auction.

In this graph, the two curves cross where the price equals approximately
$40/MW-day and the quantity of capacity procured is approximately at a 19.2%
reserve margin.  The graph shows that all the loads in this zone will need to
purchase capacity equal to a 19.2% reserve margin at $340/MW-day. So, as a
simplistic example, an LSE with a [00MW peak load obligation in the 2007/08
delivery year, which is participating in the RPM auction process, will pay $1.7M
(100MWs x 1.192 x $40/MW-day x 365 days = $1.7M) to PIM for its capacity
obligations in this particular example, which is representative of the 2007/08
delivery year auction.

IS THE S49/MW-DAY THE PRICE PAID BY THE CRES PROVIDER?

No. The $340/MW-dav in the example is indicative of what the initial RPM auction

cleared for the 200708 delivery vear, As Witness Pearce describes in his testimony {and

Exhibit KDP-7). the rate charged to CRES providers must include adjustments to the iniial

base auction for MWs cleared in the incremental auctions. and then crossed up for PIM’s

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

price was anproximately $340'MW-dav, while the final capacity charze to CRES providers

was approximately $46/MW-day,

PLEASE EXPLAIN THE FRR OPTION.
The FRR was developed to allow a utility the ability to provide its own capacity
resources for its load obligations and not be subject to the RPM capacity market

fluctuations (i.e. volatile clearing prices and reserve margins). Under the FRR
4
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optien, the LSE supplies its own capacity obligations through its own generating

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

100MW capacity obligation and chose FRR, the LSE could supply this capacity

from its own generation fleet without making any payments to PIM.

WHY WAS THE FRR OPTION DEVELOPED AS ANOTHER METHOD

FOR SUPPLYING CAPACITY?

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

controlled sufficient generation to meet their own load and reserve margin

obligations.

AEP advocated strongly at FERC and during the stakeholder

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

FRR was consistent with the Company’s regulatory framework.
AEP utilities in PJM were among the few remaining vertically
integrated utilities that retained their generation to meet the load
obligations of their customers. For AEP, the FRR mechanism
allowed it to coutinue to recover its embedded generation costs
associated with the customers it serves through existing Commission
approved rate structures. Conversely, many of the other PJIM utilities
have segregated their Joad from their generation, either by divesting
their generation to third parties or transferring it to affiliated
generation companies.

It did not make sense for AEP to offer its own generation into a
capacity auction and then essentially be required to buy it back to
satisfy its load obligation, since the Company had sufficient

generation to meet its own load obligation.
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e AEP was at nsk for being required to purchase more capacity than
necessary because of the potential for the RPM auction to clear at a
higher reserve matrgin level than the Company carried on its system.
WHAT WAS THE OUTCOME OF THIS INITIAL DECISION?
At the time AEP initially made the decision to choose FRR, the FRR reserve
requirement as set by PIM was 15%. In 2007/08, the auction actually cleared at a
19.2% reserve margin. If we had chosen RPM in 2007/08, AEP would have
purchased an additional 4.2% of capacity to meet the RPM reserve margin that was
not necessary to meet the Company’s internal load obligations. See Figure 2 for a

graphic representation of this difference.

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
PIM 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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In the 2007/08 period, this additional capacity obligation wouid 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
annually 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 it 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
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option of choosing an alternative to the forward procurement auction if they identify
sufficient capacity to meet their loads....”

At that point, as part of the settlement process at FERC, PJM and the PIM
stakeholders entered into negotiations to develop the FRR process, These
deliberations focused on the preparation of rules that enabled utilities such as AEP
to meet their capacity obligations through use of their own genperation (including bi-
lateral arrangements) and to maintain reserve margins established by the PIM
planning process rather than through the auction process. This provided benefits to
native load customers by giving the LSEs choices for meeting capacity
requirements.

WERE YOU PART OF THE FERC SETTLEMENT NEGOTIATIONS
RELATING TO THE FRR RULES?

Yes. The development of the FRR was largely driven by AEP. The AEP team
(including myself) was at the core of and very active in the PJIM stakeholder
deliberations relating to these issues. These discussions took place under FERC
Docket ER05-1410.

PLEASE EXPLAIN HOW A CRES PROVIDER SERVING LOAD IN THE
SERVICE TERRITORY OF AN FRR ENTITY MAY SUPPLY ITS
CAPACITY REQUIREMENT.

The CRES provider has two options for supplying its capacity requirement. These
include: 1) supplying its own capacity {with its own generation or through a bi-
lateral contract) or 2) paying the FRR entity to supply capacity for the CRES

provider.
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DURING THE FERC SETTLEMENT PROCESS, DID THE
STAKEHOLDERS DISCUSS THE LEVEL OF COMPENSATION FOR
CAPACITY TO BE PAID BY CRES PROVIDERS TO FRR ENTITIES?
Yes. The stakeholders held several discussions throughout the FERC settlement
process regarding the compensation level for capacity that CRES retail LSEs would
pay to the FRR entities in the event that the CRES provider did not have sufficient
generation resources 1o enable them to meet their capacity requirements.
WHY WAS IT NECESSARY TO DISCUSS THE CAPACITY
COMPENSATION TO BE PAID BY CRES PROVIDERS?
Under the FRR rules, AEP is ultimately responsible for ensuring adequate capacity
resources to meet the load obligation in its service territory, except for capacity that
is self-supplied by a CRES provider. This includes not only the load served by
AEP, but also any load that has switched to a CRES provider. To fulfill the total
capacity requirement for the AEP service territory, the Company supplies capacity
resources to meet the Company’s load obligation while the CRES provider has the
option of either 1) paying AEP to supply its capacity obligation or 2) providing its
own resources to meet its capacity obligation. Therefore, this compensation
discussion was necessary to ensure that the FRR entity was adequately compensated
for supplying capacity resources used by a CRES provider.
WERE THERE MULTIPLE OPTIONS DISCUSSED FOR CHARGING
CRES PROVIDERS FOR THE CAPACITY COVERED UNDER AN FRR
PLAN?
Yes. The PIM stakeholders ultimately agreed upon three options for determining an
adequate capacity reimbursement price for CRES providers. The first approach,

which would initially serve as a default mechanism, would be for the charges to
10
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track the market clearing price set in the RPM auctions. However, the major
drawback was that there was no guarantee the auction prices would reimburse an
FRR entity for its embedded cost of capacity. So, the stakeholders agreed upon
another method under which the level of capacity compensation would be based on
the FRR’s embedded capacity costs.

Further, during the PJM stakeholder process, there also was a discussion
about the possibility that any state utility commission might seek to implement a
retail choice program with rules that require shopping customers to pay capacity-
related charges directly to the incumbent utility. Although AEP was not aware of
any such retail mechanism in any of the states in which AEP utilities operated, the
Company did not oppose the inclusion of a provision that would accommodate the
possibility that Ohio or anocther retail-choice state might one day decide to
implement such a capacity charge directly to a retail customer (as opposed to a

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

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

the capacity it is obligated to supply.

HAS THE PUBLIC UTILITY COMMISSION OF OHIO (COMMISSION)
VOICED SUPPORT FOR THE FRR PLAN SINCE ITS INCEPTION?

Yes. The Commission staff referred to FRR in public comments filed at FERC
provided in advance of a FERC Staff Technical Conference on June 7, 2006, In the
first sentence of their comments, the Comunission staff said they “would like to
compliment the FERC for accepting the traditional resource requirement approach
(the Fixed Resource Requirement option) as a legitimate alternative to RPM. The
Ohio Staff would like to request that, in developing the rules for the two

alternatives, the FERC needs to ensure that a resource supplier is treated equitably
11
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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, [ 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 plan 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 PJIM associated with
non-performance of a committed capacity resource,

HAS AEP BENEFITED FROM THIS FLEXIBILILTY?

Yes. In 2009, AEP expetienced an extended, but unexpected outage with a
committed capacity resource that 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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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 $44M of penalties
for a 1000 MW shortage {1000MWs 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

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

13



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

However, if the RPM capacity auction clearing price continues to rise to Net
CONE, the clearing price will be closer to $342/MW-day (the Net CONE used for
the 2014/15 auction, as represented in Figure 3 below). This would equate to a
$14.25/MWH ($342/MW-day / 24 hours) cost for capacity. This $14.25/MWH for

capacity is over 29% of the 2010 energy cost of $48.34/MWH.

14
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Rider DLC a
(Experimental Direct Load Control Rider}

Avgilability of Service

Available to individual residential customers on a voluntary, experimental basis for residential electric
service. Availability is restricted to customers served by the circuits designated for the Company's gridSMARTM
program. Customers taking service under Schedule CPP are not eligible for this rider. This rider will be in effect
for a minimum of one (1) year.

For non-owner occupied dweliings, the Company may require permission from the owner fo install
auxiliaty communicating equipment, smart thermostat device, or load control switch. Customers will not be
eligible for this rider if the owner does not allow instaflation of the equipment. .

The customer may chose to participate in the electric cooling unit program only. Customers participating
in the electric cooling unit program may also choose to parhctpate in the eiectrlc water heatmg unit control, electric

pool pump or electric hot tub programs.

Service under this rider is limited based upon the availability of smart thermastat devices and load control
switch devices. The Company pians to have approximately 8,500 smart thermostat devices in total to distribute in
the gndSMART area for all programs. The Company plans fo have a total of 1,000 load control switches
available for the electric water heating unit, pool pump, or hot tub program. At the Company’s option, this rider
may be made availabie to additional customers. Upon request by the Company and approval by the Commission
in a future filing, additional customers may be responsible for the Commission-approved cost of the smart
thermostat device and Joad conirol switch.

Program Description

To parficipate, customers must allow the Company, or its authorized agents, to install a smart thermostat
device, Joad control switchies) and, if necessary, auxiiary communicating devices to control the customer's
central electric cooling unit{s) and / or electric water heater unit(s), pool pump(s), or hot tub{s). All such devices
shail be instalfled at a time that is consistent with the orderly and efficient deployment of this program.

- The Company will utilize the smart themmostat device and the load conirol switch(es) to reduce customer’s
energy use during ioad management events. The smart thermostat device may employ either a temperature

sethack or cycling methodology.

Under a temperature setback methodology, the Company may increase the preset temperature on the
customer’s thermostat by no more than four (4) degrees during load management events.

Under a cycling methodology, the Company may cycle off the central electric cooling unit(s) generalty for
up to one-half of every hour of a load management event.

The load control device will switch off the 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

lssued: December 22, 2011 ‘Effective: January 1, 2012
Issued by
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Rider DLC
{Experimental Direct Load Control Rider)

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

Electric water heating units and hot tubs would be subject to 15 additional non-emergency load
management events during the months of October through April between 5 am and 11 pm.

For emergency purposes, load management events shall not exceed 10 events per PJM planning year
{June through May) and not last longer than six {6) hours duration. Emergencies shall be determined by PJM as
defined in PJM Manual 13 - Emergency Operaticns. Emergency load management events can only occur
between Noon and 8 pm on weekdays during May through September and 2 pm to 10 pm on weekdays during

October through April.
Rate Credit
Electric Cootling Unit (Summer Only)

Customers taking service under Schedules R-R, RLM, RS-ES, RS-TOD, and RS-TOD2 shali
receive the following monthiy bilfing credits in June through October for each electric cooling 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 calendar month where the customer overrides one (1) event signal
$0.00 for any calendar month where the customer overrides more than one (1) event signal

Customers taking service under Schedule R-R-1 shall receive the following monthiy billing credits
in June through October for each electric cooling unit controlled during the calendar months of May
Ihrough September:

$3.00 for any calendar month where the customer does not override an event signal

$ 1.50 for any calendar month where the customer overrides one (1} event signal
$0.00 for any calendar month where the customer overrides more than one (1) event signal

Poocl Pump {Summer Only)

Residential customers shail receive a $6.00 billing credit per month in June through October for
each pool pump controlled during the calendar months of May through September.

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

Issued: December 22, 2011 Effective: January 1, 2612
Issued by
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Residential customers shall receive the following monthly bﬁimg credits for each electric water

heating unit or hot tub controlled:
Electric Water Heating Unit $ 1.00 per calendar month
Hot Tub $ 2.00 per calendar month

Such credits shall not reduce the customer’s bill below the minimum charge as specified in the schedule
under which the customer takes service.
Eguipment

The Company will fumish and install, in the customer’s presence, a smart thermostat device, load control
switch{es) and, if necessary, an auxiliary communicating device inside the customer’s residence. All equipment
will be owned and maintained by the Company until such time as the experimental direct load contirol program is
discontinued or the cusiomer requests to be removed from the program after compieting the initial mandatory
period of one (1) cooling season (May through September) for electric cooling units and pool pumps or one (1)
year for electric water heating units and hot tubs. At that time, ownership of the smart thermostat will transfer to
the customer and the awdliary communicaling device will be picked up or retumed to the Company at the
Company’s expense in good working order. The customer is not required to pay a deposit for this equipment;
however, failure to retumn the auxifiary communicating device in good working 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 thermostat device, load control switch(es) or auxitiary
cormmuunicating equipment, the customer will be responsible for the cost of repairing or replacing the device(s). If
the device(s) malfunctions through no fault of the customer, the Company will replace or repair the device(s) at its

expense.
Contract
Electric Cooling Unit and Pool Pump

Participating customers must agree to parlicipate for an initial period of one (1) cooling season
(May through September) and thereafter may discontinue participation by contacting the Company.

Electric Water Heating Unit and Hot Tub

Participating customers must agree to participate for an initial period of one (1} year and
thereafter may discontinue participation by contacting the Company.

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

Issued: December 22, 2011 Effective: January 1, 2012
issued by



Exhibit DMR-5
Page 1350f 238

OHIO POWER COMPANY Driginal Sheet No. 316-4
Columbus Southemn Power Rate Zone
P.U.C.O.NO. 20

Rider DLC
{Experimental Direct Load Control Rider)

Special Terms and Conditions
This Rider is subject to the Company's Terms and Conditions of Service and all provisions of the
schedule under which the Customer {akes service, including all payment provisions.

The Company shall not be required to install load management equipment if the installation cannot be
justified for reasons such as: technological limitations, safety concems, or abnomal ufilization of equipment,
including vacation or other limited occupancy residences.

The Company and its authorized agents shall be permitted access to the customer's premises during
nommal business hours to install, inspect, test, or maintain the load management device(s). The Company shall
aiso be allowed access to the customer’s premise to repair or remove faully ioad management device(s).

The Company shall coilect data during the course of this expetiment. Customer-specific information will
be held as confidential and data presented in any analysis will protect the identity of the individual customer.

Filed pursuant to Orders dated December 14, 2011 in Case Nos. 11-346-EL-SS0 and 11-351-EL-AIR

Issued: December 22, 2011 Effective: January 1, 2012
Issued by

Joseph Hamrock, President
AEP Ohio



Information release: Dropping delinquent customers
z:  ohiochoiceoperation
s@%ﬁ”‘k@ to:

05/14/2012 03:21 PM

Sent by:

smsemran(@aep.com

Hide Details

From: ohiochoiceoperation@aep.com

To:

Sent by: smsemran(@aep.com

History: This message has been forwarded.

1 Attachment
]

I
=]

CRES message dropping delinquent csts May 2012.doc

AEP Ohio Choice Operaticons
OhioChoiceOperation@AEP.com
614-883-6990

614-883-6891

file://C:\Users\43 107\Appdata\Local\Termpinotes37ES3A\~web4610.htm

Page 1 of |

Fes X 19

5/23/2012


mailto:ohiochoiceoperation@aep.com
mailto:smsemran@aep.com
mailto:OhioChoiceOperation@AEP.com
file://C:/Users/43107/Appdata/Local/Temp/notes97E53A/~web4610.htm

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:
& 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 atterapt to collect
payment on behalf of the CRES provider (which is 80 days after the customer is
dropped).
@ 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:

Cusiomer 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



9 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.
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OHIO POWER COMPANY CONSOLIDATED
CONSOLIDATED STATEMENTS OF INCOME
For the Years Ended December 31, 2011, 2010 and 2009

(in thousands)
2011 2010 2009
REVENUES _ ,
Electric Generation, Transmission and Distribution .~ LT 8- 4,406,814 -8 4,222,461 °§ 3,875,595
Sales to AEP Affi llates ‘ . , . , o 977,999 991,285 921,089
Other Revenlies ~ Affiliated =~~~ . =5 o0 0 o700 . 21069 R 457
Other Revenues — Nonafiiliated o - 18.395 20 301 _ 15__592
TOTALREVENUES 0 - Ces T T S A3 (5258016 "4.835.733
Fuel and Other Consumabies Used for Elcctnc Generatmn _ . 1 597 410 1,488,474 1,286,718
Purchased Electricity for Resale - .~ -~ : I 300 653 7 - .286835 - - 263,385
Purchased Electricity from AEP Aﬁ' hatcs . . 315 613 _ 386,618 288,115
Other Operation”™ - -~ oo T 754 109 © 7951129 - . 675,785
Maintenance S . o 393,943 346 745 350 880
Asset Impairmentsand Othet Related Charges - ¥ . B : .
Depreciation and Amortization . _ . . _ 545, 376_ o _513 168 496 478
Taxes Other Than Income Taxes - -~ - - .~ o0 . . 0 w07 300479 -."393537 ;- 360461
TOTAL EXPENSES o S , , 4, 596 407 4 210 5(}6 3 730, 814
DPE.RATmG INCOME R ] 834,,?,04, . 1,1}44,61&_ _ }_,1_0_4,919 _
Other Income (Expense) . . L . P S . L
Interest Iricome ~ . - I R : 7,069 - o 2,567 - . 2238
Carrying Costs Income o 53,345 31,796 . 18,354
Allowance for Equity Funds Used Durzﬂg Construction ~. -~ 07 e LT g 549 59490 6, 1094
[nterest Expense L , _ _ , (228,977} (242.000} (24! 134)

INCOMEBEFOREH\ECOMETAXEXPE]\SE o ) _ .673690_'_,__" 842,9 o 89[)47i

[ncomeTaxExpense o o 213657 __ 301306 __ 31095
NETINCOME . s saiels . seoars
Net Incume Attnbutable tnNoncontrong ln!erest ' . . - _ o _ — — 2042

NET IN COME A’ITRIBUTABLE TO OPCo

SHAREHOLDERS . - "%~ = S e 7464993 - 541616 - 578,234
Preferred Stock Dividénd'}lé&;uirémeﬁts']h’clt‘rdiﬁg a g PR LR S E
Capital Stock Expense ) ) ‘ _ 1,259 _ B8l __ 889

EARNINGSATTRIBUTABLETOOPCOCOMMON.__ o N o T
SHAREHOLDER - o C e e T B 463,734 8 0 840735 §o 577,345

The common stock of OPCo is wholly—owned by AEP.

See Notes to Financial Statements of Registrant Subsidiaries beginning on page 225,
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OHIO POWER COMPANY CONSOLIDATED
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)
For the Years Ended December 31, 2011, 2030 and 2009

(in thousands}

7 , 4 o _ 201} 2010 2009
NETINCOME . T T e e T S 8464993 8. S4L616 § 580276
Cash Flow Hedges, Net of Tax of $1,477 in 2011, 5529 in 2010 and 53,365 in |
2009 @My o8y 6,249
Amiortization of Pension and OPEB Deferred Costs, Net of Tax of $5,894in 2011, ~ - SR : T

$5,128 in 2010 and $4,614 in 2005 . o 10 946 . 9522 - 8,568
Pension.and OPER Funded Status, Net of Tax of $13,876.in2011,$10,901 in 2010~ - " B

and $§70 in 2009 , o T (zs 770) (20245) LIS
TOTAL omaa COMPR.EHENSIVE INCOME (LOSS) - (136 __ {1708 16432
TOTAL COMPREHENSWE INCOME a4 59912 596708
Total Comprchensme lncome Attnbutable to Noncuntmllmg Imerest _ 4 - - ‘—. ‘- . 42.(‘)42

TOTAL COMPREHENSIVE [NCOME A’I”IR[BUTABLE O opco _ T o
‘SHAREHOLDERS . L s a474%6 %o 529912 § . 594666

See Notes to Financial Statements of Registrant Subsidiaries beginning on page 225.
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TOT. AL EQUITY DECEMBER £}
2008 - ' :

Capital Contribution from Parent -

OHIO POWER COMPANY CONSOLIDATED
CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY
For the Years Ended December 31, 2011, 2010 and 2005

{in thousands})

OPCo Common Shareholder

Common
Stock

___lInterest

Total

Accumulated
Other
Paid—in Retained Comprehcnswe Nencontrolling
Capital Eammgg Income {1 oss)

'$ 321 20] $ 1 158 172 3 2372 720 S

Common Stock Dividends — Afﬁhatéd

Common Stvck Dmdends =i
NonafTiliated . N

Preferred Stock Divi dends

Purchasé of IMG :

Capital Stock Expense

Noncash Dividend of Property 40 Parent
Other Changes in Equity

SUBTOTAL - EQUITY

NETINCOME - . "

OTHER COMPREI-{ENSIVE INCGME
TOTAL EQ‘U]TY DECEIVfBER 3 1
2009

Comnion Stock Dividends

Prefesred Stock Dividends

Gain oh Reacquired Preferréd Stock
Capital Stock Expense

SUBTOTAL ~ EQU!’I‘Y

NET INCOME - i
OTHER COMPREHENS]VE LOSS
’!’OTAL EQUITY DECEMBER 31
2000 - .

Common Stock Dividends .
Preferred Stock Dividends

Lioss on'Reicquired Preferred Stock
Capital Stock Expense

SUBTOTAL - EQUITY =

NETINCOME~ - '
OTHER COMPREHENSIVE LOSS
TOI"II‘AL EQU:TY DECEMBER 31

L 84,683

16,799 $ 3,684,000

550,000 - © 550,000

assom .  @i5000)

LT ooy '('2'64'2')

o 732) , (732)

- 36,509 . - (17,910 18599
157 (157),, ,

AR (s 123y B {&123)

_ 1,1:1,_ 1111

e 3,997,822

S -y 1< 7 S 2,042 - 580,276

N ¥ 7. 643

s AT aeseons RSty T S s

T e90Tsy - (469,675)

. (732) (732)

SORTP RS 33

149 (149) R

ST L 4124927

CUsA616

541,616

' 321,291-

1,744,991

 (11708)

asten
(650,000): -
(7)) N
amey s o e
324 Gmy

4’64-,’9'9’3 S

Casoiss

—{11.704)
4654639
. (650,000)
(671)

{1 216)

4002752

464,993

e T

(17567

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

CONSOLIDATED BALANCE SHEETS

ASSETS
December 31,2011 and 2010
{in thousands)
2011 2010
CURRENTASSETS

" Cash and Cash Equwalents C N 2,095 % C 949
~ Advances to Affiljates 219,458 - 154,702
- Acconnts Receivable: o el T . s
Customers . . 146,432 136,373

.. Affifiated Companies = - - 162,830 252,851
Accrued Unbilled Revenues _ 19,012 60,749
Miscelldneous - - 16,994 ]5 042
Altowance for Uncoliectlble Accounts __{3.563) (3.768)
: ““Total Accounts Receivable L 3AT080 461,247
Fuel 262,886 . 330,17}
Materials and Supplies - ©201,325 - 204,700
Risk Management Assets _ .. 54, _293 54,547
Accrued Tax Benefitss - e 1,975 - 77 318
Prepayments and Other Current Assets 41,560 _77.384

’ 'TOTAL CURRENT ASSE'IS - 1.135.297 - 1.362.018

PROPERTY, PLANT AND EQUIPMENT. .-

) E]ectnc . . T
“Generation - ‘9,502,614 9,576,404
Transmlssmn 1,948,329 1,896,989

‘ ‘Distribution . .- E 3,545,574 -3 422 413

Other Property, Plant and Equlpment 546,642 ‘ 562,847

= Consthaetion’ Workm?rogfess s 354463 ¢ 325903

Total Property, Plant and Equipment 15 897,624 15 784,556
* Aceumulated Depreciation and Amortization : S 742 561 - 5.533.389
TOTAL PROPERTY, PLANT AND EQUIPMENT - NET _ 10,155,063 10,250,667
OTHER NONCURRENT ASSETS ' o -
Regulatory Assets - . C 1,370,504 1,232,122
Long—term Risk. Management Assets 33,614 - 50,101
Deferred Charges and Othér Noncurrent Assets Lo 309.775 342127
TOTAL OTHER NONCURRENT ASSETS _ l 73.1 893 ]624350
TOTAL ASSETS ‘ 8 10024253 5 1323703

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

CONSOLIDATED BALANCE SHEETS

LIABILITIES AND SHAREHOLDERS' EQUITY

December 31, 2011 and 2010

CURRENT LIABILITIES

Accounts Payable

" General
Affiliated Compames

£ong=term Debt Due Within One'Year —Nonaffiliated

Risk Management Lzablhtles R
-Custorfier Deposits-.-~~ * ~

Accrued Taxes

.Acériied Interest - o

Other Current Liabilitics

TOTAL-CURRENT LIABILITIES - .

_NONCURRENT LIABILITIES .~ .-

Long-—term Debt Nunaiﬁltated
Long=<term Debt — Affiliated: :
Long~term Risk Management Lzab;lmes

Deferred Income Taxes . .. ’ -
Regulatory Liabilities and. Deferred lnvestmem, Tax Cred:ts
Employee Benefits and Pension Obligations - -

Deferred Credits and Other Noncurrent L:abllmes

TOTAL NONCURRENT LIABILITIES
“TOTAL'LIABILITIES .|
‘Cumiilative Preferred.Stock Not Subject to Mandatory Redemption

" Rate Matters (Note'3)
. Commztments and Contmgenc:es (Note 5}

COMMON SHAR.EHOLDER‘S EOL_}ITY

-Common Stock = No-Par Valuer”
. Autharized — 40,000,000 Shares
. Outstandlng 27, 952 473 Sharés -
Paig—in Capial o
Retained Edrnings -
Accumulated Other Comprehenswe Income (Loss)

“TOTAL COMMON SHAREHOLDER’S EQUITY:
"TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY
See Notes to Financial Statements of Registrant Subsidiaries beginning on page 223,
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2011 2010
{in thousands)

$ 293,730 % . 269,165
183,898 202,050
244500 165000,
36,561 38,133
55785 57,669
450,570 455,825
66,441 ° 67017
182.490 210555
~ 2 1,513975 o 1465414
3.609,618 3,803,352
7200000 200,000
17,890 14,626
2245380 . 2,136,467
301,124 290,201
335029 . 383,160
351009 272470
" “7.060,100: 7,100,366
. B574075 . 8565780
oo 16616
321200 - 321,201
1,744,099 1,744,991
2,582,600 . 2,768,602
{197, 722) (180.155)
4450178 . 4654639




OHIO POWER COMPANY CONSOLIDATED
CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Years Ended December 31, 201§, 2010 and 2009

{in thousands)
2011 2010 2009
_OPERATING ACTIVITIES _ _ ,
Net Incomie - L BT 464,993 0 8 5‘4},616 -8 .. 580,276
Adjustments to Reconc:le Net lncome to Net Cash F Iaws from L ) , ‘ o .
- Operating Activities: SEREEP U i
Depreciation and Amomzanon 545,376 , ) 513 !68 . 496 470
" Deferved Income Taxes -~ © 119,184 292 831 © 514, 201
.. Asset Impairments and | ther Related Charges 89.824 o o
- Carrying Costs. Income - - (53, 345) AT &} 796} LT '(:13,354)
. Allowance for Equity Funds Used Durmg Constmctlon {5, 549§ o (5,949 (6,094)
- Mark—to~Market of Risk Management Contracts -~ T{3698) 25257 (10,271}
Pension Coptributions to Quahﬁed Pian Trust (127 834) (58,639} -
- Property Taxes - - (5722) (19329 - (14,474)
~ Fue] Overfljnder~Recove1y, Net o {(727) ) (131 850} {333,598)
* Changein Other Noncutrent Asséts © - - {73342y - 3797 - +(31,547)
. Change in Other Noncurrent Liabilities 83, 1‘73_ . (17 079 ...50,986
" Changes in-Ceitain Cémponeits of Workmg Capital: : : ; SR
~ Accounts Receivable, Net 116, I97 . (326 071) 32,482
“Fuel,; Matérialé and Suppliés’ 79 787 - 66,700 S (198.124)
_ Accounts Payable (l'? 059) 4 72,694 (189,103)
" Accriied Taxes, Net - 36,466, “131,441 {136,746)
. Other Curzent Assets _ _ 7_789 _ .. 924 16,955
" Other Current Liabilities - _ - (15820 . 53985 . - (34.048)
Net Cash F Ious fmm Operatmg Actlvules 1,241,745 1.311.699 719011
TNVESTING ACTIVIT]ES
Conistruction Expendifires. " T {454,873y '(504702) : {716,543
Change in Advances to Afﬁilatcs, Net (64 756) 283,650 (438 352)
Acquisitions of Assets : -(2,229) "~ (5 80]) oo (1,429}
Proceeds from Sales of Assats 47,463 oo 1a3gy o 35,706
Other Investing Activities . O 29 $14 26 4007 . - 21:680
th Cash F!uws Used forlnvcstmg Actwmcs (445.381) ( 186.071) {1,098.938)
FNANCING ACT!VITIES _ . _ .
Capital ‘Contribution from Parent : e e 550,000
Issuance of Long—term Debt — Nonai’f' hated 49,748 - 351,824 584,936
Changsin Advances from Affiliates; Net : oL = (24,202 {184,550)
Retirement of Long~term Debt — Nonaffiliated (165.000) ~ (868.580) (295.500)
Rétirement of Long=term Debt — Affitiated - Coo e T (100,000) e
Retirement of Cumulative Preferred Stock. . BEOEA-E10 I ) _ (1)
Principal Payments for Capital Lease Obligations . L8y (11,617) (6,976)
Dividends Paid on Common Stock —Nonaffi hated ) LT e T (2,042)
Dividends Paid on Common Stock— Affiliated - - (650,000) - - (469,075 “(245,000)
Dividends Paid on Cumulative Preferred Stock (671), S 73y (732)
Acquisition of MG Noncontrolling Iriterest’ N (28,221)
Other Financing Activities o 390 4 {5.370) (2,649)
Net Cash Flows from (Used for) Financing Activities . 5218). . - (1427.759) .. 369265
Net Increase (Decrease) in Cash and Cash Equ:véiems : 1146 2,130 © {10,662)
Cash and Cash Equivalents at Beginning of Perlod _ o 949 ___3.080 13.742
Cash aiid Cash Equivalents at End of Period - S L g i 2008 R 040 8 - 3080
- SUPPLEMENTARY INFORMATION. T T A ,
Cash Paid for Intcrcst Net of Capitalized Amounts N 3 2,26,'!_'1 1 8 239 984 5 241 677
Net Cash Paid (Rccewed) for Incorme Taxés - S - L 81,740 - (78, 268) 15, 759)
Noncash Acquisitions Under Capital Leases . 5,766 33,369 3,275
Government Grants Inclided in Ac¢counts Recéivable at December 31, - 1,383 '9,‘260 : =
Construction Expenditures Included in Current Liabilities at December
31, _ _ o , . 61428 31,939 61,035
Noncash Dividend of Propertyto-Parent LT T T T ' - © 813

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 OHI10 CONSUMERS’ COUNSEL’S
DISCOVERY REQUESTS
PUCO CASE 11-346-EL-SS0 and 11-348-EL-SSO - Modified ESP
NINTH SET

INTERROGATORY

OCC-INT-9-174 Identify all persons who have submitted documents to the PUCQ,
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 QCC-INT-9-174 Attachments 1 through 6
for what the Company believes to be the requested information.

Prepared by: Counsel

OCC o9



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 public hearings held in
2012 in connection with this case regarding the ESP filing, AEP’s
corporate commitment to Ohio, the content of any documents,
inchiding 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 communications 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 m this matter.

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

Prepared by: Counsel
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1. OHIO

umt of American Efecteic Pownr

AEP Ohio’s Modified Electric Security Plan (ESP)

Plan balances rate impact to all customers while 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.

s During the first year, alt AEP Ohio customers

will see an average increase of 5 percent and a
9 percent overail 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 facilit ing Ohio int
ful iti i

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
obhligated 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/MW day. AEP is
offering a fixed discounted capacity rate to our
competitors of 5146/MW day for the first 21
percent (2012), 31 percent (2013}, and 41
percent (2015} of each customer class, and
$255/MW day for the remaining customers.

o 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 ahility 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 Ohic’s power plants to serve
customers while paying AEP Ohio next to
nothing and keeping a majority of the profit.

i state n than
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 customaers.

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 Aprit 8, 2012




Date:

Public Utilities Commission of Ohio
180 East Broad Strect

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-doliar 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 Ceniral 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
instaliations, " 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

Attachment 5
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OnIO 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 response
to OCCINT 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. Mitcheil

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



