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O m O POWER COMPANY'S AND 
COLUMBUS SOUTHERN POWER COMPANY'S 

APPLICATION FOR REHEARING 

On December 8, 2010, the Commission issued an Entry initiating this proceeding. In its 

Entry the Commission makes statements regarding and seeks information from interested parties 

conceming the application filed on November 24, 2010, on behalf of Ohio Power Company 

(OPCo) and Columbus Southem Power Company (CSP) (collectively referred to as "AEP Ohio" 

or "the Companies") with the Federal Energy Regulatory Commission (FERC) in FERC Docket 

No. ERl 1-2183-000. 

The Companies' FERC application seeks approval from the FERC to make changes to the 

wholesale charges that they assess for supplying capacity associated with retail loads served by 

altemative load-serving entities (also referred to in Ohio as competitive retail electric service 

(CRES) providers). Under the Fixed Resource Requirement (FRR) provisions in the PJM 

Interconnection, L.L.C. (PJM) Reliability Assurance Agreement (RAA), the amounts that the 

Companies currently recover from CRES providers in cormection with their sales to retail 

customers that switch away fi*om the Companies are set by PJM's Reliability Pricing Model 

(RPM) capacity auction prices. Those prices are not based upon, and would not pemut the 

Companies to fully recover, their capacity costs. Accordingly, consistent with express 

provisions in the RAA and their rights established by tiie Federal Power Act (FPA), the 
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Companies requested approval for an altemative mechanism that would more accurately 

calculate and recover their capacity costs. 

In its December 8 Entry, at Finding 4, the Commission first asserts that in In re Columbus 

Southern Power Company, Case No. 08-917-EL-SSO, and In re Ohio Power Company, Case No. 

08-918-EL-SSO {ESP Cases), it approved retail rates, "including recovery of capacity costs 

through provider-of-Iast-resort (POLR) charges to certain retail shopping customers, based upon 

the continuation of the current capacity charges established by the three-year capacity auction 

conducted by PJM, Inc., under the current fixed resource requirement (FRR) mechanism." 

Next, also in Finding 4 of its December 8 Entry, the Commission concludes that, as a 

result of the Companies' application to the FERC, "the Commission will now expressly adopt as 

the state mechanism for the Companies the current capacity charges established by the three-year 

capacity auction conducted by PJM, Inc. during the pendency of this review." 

The Commission further fmds, at Finding 5 of its December 8 Entry, that a review is 

necessary in order to determine the impact of the proposed change to AEP Ohio's FERC-

regulated wholesale capacity charges. As a result, the Commission's Entry seeks comment 

regarding "(1) what changes to the current state mechanism are appropriate to determine the 

Companies' FRR capacity charges to Ohio competitive retail electric service (CRES) providers; 

(2) the degree to which AEP-Ohio's capacity charges are currently being recovered through retail 

rates approved by the Commission or other capacity charges; and (3) the impact of AEP-Ohio's 

capacity charges upon CRES providers and retail competition in Ohio." 

Pm-suant to §4903.10, Ohio Rev. Code, and §4901-1-35(A), Ohio Admin. Code, tiie 

Companies respectfully apply for rehearing of the Commission's December 8, 2010, Entry. The 

Entry is unreasonable and unlawful in the following respects: 



I. The Commission's Entry is unlawful and unreasonable in finding that the POLR 
charges approved in Case Nos. 08-917-EL-SSO and 08-918-EL-SSO cover tiie 
Companies' costs of supplying capacity for retail loads served by CRES 
providers; the Commission also erred in finding that the approved POLR charges 
were based upon the continued use of RPM auction prices to set capacity charges 
for CRES providers. 

A. The Provider of Last Resort Obligation under Ohio law 

B. The approved POLR charge and the wholesale RAA capacity charge are related to 
separate services that are based on distmct costs. 

C. CSP's and OPC's POLR charges approved in the ESP Cases simply do not reflect 
the capacity costs recovered under the FRR charges. 

D. The Commission's decision in the Ormet Case and the Eramet Case also dkectly 
undercut the Entry's present finding that the approved POLR charges already 
reflect the capacity cost associated with shopping customers. 

IL The Commission's Entry establishing an interim wholesale capacity rate is 
unreasonable and unlawful because the Commission is a creature of statute and 
lacks jurisdiction under both Federal and Ohio law to issue an order affecting 
wholesale rates regulated by the Federal Energy Regulatory Commission. 

III. The Entry was issued in a maimer that denied AEP Ohio due process and violated 
statutes witiiin Title 49 of tiie Revised Code, including Sections 4903.09,4905.26, 
and 4909.16, Revised Code. 

IV. Finding 4 of the Entry and subpart 1 of Finding 5 must be reversed and vacated 
because they are in direct conflict with, and preempted by, federal law. 



A memorandum in support of this application for rehearing is attached. 

Respectfully submitted, ^especiiuiiy suominea, 

Steven T. Nourse 
American Electric Power Corporation 
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Porter, Wright, Morris & Arthur LLP 
41 South High Street 
Columbus, Ohio 43215 
Telephone: (614) 227-2270 
Facsimile: (614) 227-1000 
dconwav@porterwright.com 
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and Ohio Power Company 
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MEMORANDUM IN SUPPORT 

In FERC Docket No. ERl 1-2183-000, CSP and OPCo have applied for autiiority to 

revise the amounts that they charge for supplying capacity associated with retail loads served by 

alternative load-serving entities (referred to in Ohio as competitive retail electric service (CRES) 

providers).' Under the Fixed Resource Requirement (FRR) provisions hi the PJM 

Interconnection, L.L.C, (PJM) Reliability Assurance Agreement (RAA), the amotmts that CSP 

and OPCo currentiy recover from the CRES providers m coimection with CRES providers' sales 

to retail customers that switched away from CSP/OPCo are set by PJM's Reliability Pricing 

Model (RPM) capacity auction prices. Those prices will not permit the Companies to fully 

recover their costs. Consequently, consistent with the express provisions of the RAA and rights 

established by the Federal Power Act, the Companies submitted an altemative mechanism to 

more accurately calculate and recover their costs of supplying capacity for retail loads served by 

CRES providers. 

Through their application to FERC, the Companies sought to revise the compensation 

they receive for meeting their FRR capacity obligations in accordance with Section D.8 of 

Schedule 8.1 of the RAA.^ That provision expressly provides that the Companies may, "at any 

time, make a filing with FERC under Section 205 of the Federal Power Act proposing to chmige 

the basis for compensation to a method based on [their] cost or such other basis shown to be just 

and reasonable." While it is tme that Section D.8 also references the option of a "state 

compensation mechanism" and suggests that a state mechanism may "prevail" in lieu of a 

' American Electric Service Corporation initially filed on November 1,2010, an application with FERC in FERC 
Docket No. ERl 1-1995, on behalf of the Companies. Pursuant to a Deficiency Letter issued on November 19,2010, 
the Companies' revised application was refiled with FERC in FERC Docket No. ERl 1-2183-000 on November 24, 
2010. 

^ PJM Rate Schedule FERC No. 44 at 113, Section D.8 of Schedule 8.1 of the RAA ("Section D.S"). 



federally-approved altemative, that reference does not justify the Commission's action in this 

instance and is inapplicable here for several reasons. 

First, Congress has mandated that the FERC exercise plenary authority over the 

regulation of wholesale electric transactions involving the sale of capacity as well as the sale of 

energy. Thus, the state compensation mechanism referenced in Section D.8 cannot be invoked to 

usurp the Companies' right under Section 205 of tiie FPA to petition FERC to change the basis 

for compensating them for capacity charges to CRES providers. Nor can it be used to justify a 

state proceeding that seeks to imdermine and derail a pending FERC proceeding commenced 

imder the last proviso in Section D.8. Yet that apparently is what the Commission is doing here, 

as evidenced by its comments in the pending FERC proceeding.̂  

Second, even if a state regulatory entity could exercise authority to establish the capacity 

charges to be paid to the FRR Entity by CRES providers, this Commission has no authority to do 

so under Ohio law. 

Third, even if were permissible for it do so as a matter of both federal and state law 

(which it is not), this Commission has not adopted a state compensation mechanism vrithin the 

purview of Section D.8 because it has never issued an order that requires CRES providers to 

compensate the Companies for their FRR capacity obligations. It certainly did not do so in the 

ESP Cases when it approved provider-of-last resort ("POLR") charges to certain retail customers 

and it did not do so in the December 8 Entry. The POLR charges relate to an entirely different 

service and are based on an entirely different set of costs than the capacity charges provided for 

in Sch. 8.1, Sec. D,8 of the RAA. During the entire period in which the current retail POLR 

charges have been in effect, the Companies have been collecting the PUCO-approved POLR 

^ The Commission's December 10,2010 Comments in Docket No. ERl 1-2183-000 state that there is no need for the 
FERC proceedmg to advance because the Commission has provided a state compensation mechanism. Comments at 
2 and n. I (attached hereto as Attachment A). 



charge from certain retail customers and the separate FERC-approved FRR capacity charge fi*om 

CRES Providers, Heretofore, no one - not the Commission, not the CRES Providers and not the 

retail customers nor their advocates - has suggested that the POLR charge or any other PUCO-

approved retail charge compensates the Companies for their capacity obligations under the RAA 

and is, in whole or in part, the state compensation mechanism referenced hi Sch. 8.1, Sec. D.8. 

While the Entry in this proceeding purports to adopt an interim "state compensation mechanism," 

it does not do so effectively because it does not require switching customers or CRES providers 

to pay any additional amounts to the Companies to compensate them for the FRR capacity 

obligations. 

Fourth, even if the prior ESP Orders or the December 8,2010 Entry could be read to have 

established a state compensation mechanism for capacity charges to be paid by switching retail 

customers or CRES providers, the Commission's action would be invalid because the 

Commission failed to provide the Companies any semblance of due process by summarily 

purporting to establish a rate to be paid by CRES providers without any record basis to do so or 

any opportunity for the Companies to be heard on this issue. 

Each of these reasons, which singly and collectively establish the groimds for rehearing, 

is discussed more fully below. Any one of these reasons requires the Commission to vacate its 

findings in paragraph 4 of the Entry. 

The Commission erroneously asserts in Finding 4 of its Entry that in the ESP Cases, it 

approved retail rates, "including recovery of capacity costs through provider-of-last-resort 

(POLR) charges to certain retail shopping customers, based upon the continuation of the current 

capacity charges established by the three-year capacity auction conducted by PJM, Inc., under 

the current fixed resource requirement (FRR) mechanism." Also in Finding 4 of its December 8 



Entry, the Commission unlawfully states that, as a result of the Companies* application to the 

FERC, "the Commission will now expressly adopt as the state mechanism for the Companies the 

current capacity charges established by the three-year capacity auction conducted by PJM, Inc. 

during the pendency of this review." 

Each of these reasons also requures the Commission to vacate its finding in subsection I 

of paragraph 5 of the Entry. In subsection 1 of Finding 5, the Commission seeks comment 

regarding "what changes to the current state mechanism are appropriate to determine the 

Companies' FRR capacity charges to Ohio [CRES providers]." This fmdhig is erroneously 

premised on the existence of a "current state mechanism," although no such mechanism is in 

place. It also would be unlawful as a matter of both federal and state law for the Commission to 

now adopt any mechanism to determine the Companies' FRR capacity charges. 

The Commission further finds, at Finding 5 of its December 8 Entry, that a review is 

necessary in order to determine the impact of the proposed change to AEP Ohio's FERC-

regulated wholesale capacity charges. As a result, the Commission's Entry seeks comment 

regarding " . . . (2) the degree to which AEP-Ohio's capacity charges are currentiy being 

recovered through retail rates approved by the Commission or other capacity charges; and (3) the 

impact of AEP-Ohio's capacity charges upon CRES providers and retail competition in Ohio." 

While these subparts of Finding 5 of the Entry also appear to be designed to support 

taking further action in this proceeding regarding the Companies' wholesale capacity charges 

that are beyond this Commission's jurisdiction, AEP Ohio recognizes that the Commission has 

broad authority to investigate matters involving Ohio utilities and that it may explore such 

matters even as an adjunct to its own participation in FERC proceedings such as FERC Docket 

ERl 1-2183-000. Therefore, while the Companies disagree that there is any need for an 



investigation or PUCO proceeding regarding this matter, AEP Ohio plans to participate in the 

investigation component of this proceeding and its current application for rehearing is focused on 

the interim rate that the Commission purported to establish in Finding 4 of the Entry and on 

subpart 1 of Finding 5 that appears to be aimed at further modifying the wholesale capacity 

charge. 

I. The Commission's Entry is unlawful and unreasonable in finding that the 
POLR charges approved in Case Nos. 08-917-EL-SSO and 08-918-EL-SSO 
cover the Companies' costs of supplying capacity for retail loads served by 
CRES providers; the Commission also erred in finding that the approved 
POLR charges were based upon the continued use of RPM auction prices to 
set capacity charges for CRES providers. 

The Commission's claim in its December 8 Entry that the POLR charges it approved for 

the Companies in the ESP Cases were intended to recover their costs of supplying capacity for 

retail loads served by CRES providers is without basis. That notion reflects a misimderstanding 

of the basis for the retail POLR rates approved for CSP's and OPC's retail customers. The 

POLR charges relate to an entirely different service and are based on an entirely different set of 

costs than the capacity rates provided for under Section D.8 of Schedule 8.1 of the RAA. As the 

record in the ESP Cases confirms, the POLR rates are not the "state compensation mechanism" 

envisioned under the RAA and there is no overlap (and thus no double recovery) between the 

Ohio retail POLR charges and the FRR compensation provided for under the RAA. Simply put, 

the PUCO's approval of retail POLR charges do not compensate CSP and OPC for the wholesale 

capacity that they are required to make available as FRR Entities under the RAA. 

A. The Provider of Last Resort Obligation under Ohio law 

Am. Sub. S.B. No. 3, 1999 Ohio SB 3, effective October 5,1999 (SB 3) which was subsequentiy 

modified by S.B. 221, restmctured regulation of electric utilities by uitroducing retail customer 

choice for electric generation service and providing for future deregulation of generation service 



in Ohio. Of importance to this proceeding, SB 3 granted retail customers the right to not shop 

and avoid market-based rates by taking the standard service offer ("SSO") of their electric 

distribution utility (Le„ CSP and OPC). See Ohio Rev. Code Ann. § 4928.141 (2010). A unique 

aspect of Ohio's restructuring laws is that retail customers that do shop for altemative generation 

service may retum to the utility's SSO if they subsequently decide to return or if their CRES 

provider turns the customer back or defaults on its obligation to serve. Ohio Rev. Code Ann. § 

4928.14(2010). 

A corollary to these customer rights is the electric distribution utility's obligation to be 

the provider of last resort, a requirement imposed on electric distribution utilities by multiple 

statutory provisions.'* When coupled with the right to choose a retail generation supplier, 

availability of the SSO means that a retail customer may fi*eely leave the electric distribution 

utility when the market price is lower than the stabilized SSO rate and may just as easily retum 

when the market price rises above the SSO rate. Given the volatile nature of market prices for 

electricity, there exists an opportunity for "chum" or migration of customers on and off SSO 

service. Another POLR obligation provides that customers of a defaulting competitive provider 

may return to the electric distribution utility's SSO until the customers choose an altemative 

supplier.^ Thus, Ohio electric distribution utilities must stand ready to provide full generation 

services as necessary to fulfill their statutory POLR obligation. 

R.C. § 4928.141(A) imposes on an electric distribution utility the requirement to provide consumers within its 
certified service territory "a standard service offer of all competitive retail electric services necessary to maintam 
essential electric service to consumers, including a firm supply of electric generation service." Ohio Rev. Code Ann, 
§ 4928.141(A) (2010). CSP and OPC recover then- capacity charges from retail customers through the PUCO-
approved SSO rates and, for shopping customers, through the wholesale FRR capacity charges to CRES Providers 
approved by this Commission. 

^ Ohio Rev. Code Ann. § 4928.14 (2010). 
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B. The approved POLR chaise and the wholesale RAA capacity charge are related 
to separate services that are based on distinct costs. 

As the prior discussion confirms, CSP's and OPC's POLR obligations address the right 

of retail customers to shop and subsequently retum for generation service imder the SSO rates. 

This section demonstrates that, contrary to Finding 4 of the Entry, the Companies' POLR 

charges were never intended to compensate CSP and OPC for meeting their wholesale FRR 

capacity obligations to CRES Providers that serve shopping customers. 

The PUCO-approved retail POLR charges reflect the value of the customers' right, or 

option, to switch suppliers but retain the safety net of the SSO rate; i.e., retail customers have the 

right to come back to the Companies, if electricity prices move in a way that makes switching 

back to CSP or OPC an economically attractive choice or if a CRES Provider turns back the 

customer or defaults on its obligations. The value of that option existed at the beginning of the 

2009-2011 rate term covered by the last PUCO proceeding, independent of the actual outcomes 

that eventually materialize in the future. In other words, CSP and OPC were obligated at the 

outset of that term, based on then-current circumstances and uncertainties, to provide an SSO 

rate for the full three-year term and undertake the attendant POLR risk. The simple hypothetical 

example in the diagram below illustrates the customers' POLR optionality and CSP's and OPC's 

attendant POLR risks: 

MARKET PRICE 

SSO RATE 

YEARl 

. - -* 
, . . - ' 

• ^ - - - - - . ^ . - ' 

YEAR 2 YEAK3 
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Under this example, customers may stay on (or retum to) the SSO rate in years 1 and 3, 

while they would likely shop in the market during year 2. CSP's and OPC's obligations to 

support the SSO price during the period covered by the PUCO rate orders was firmly established 

on the first day that the rates became effective, even though neither company could predict with 

certainty market prices (the dotted line) over the three subsequent years. The migration risk, for 

which the PUCO authorized the POLR charges, is illustrated in year 2 when customers could 

leave the SSO to pursue more favorable market prices. The retail POLR charge reflects the cost 

of the customers' POLR optionality, and the amounts collected through the POLR charges allow 

CSP and OPC to "hedge" against market changes and ride out fluctuations in SSO load. As 

explained in the next section, the POLR charge does not reflect the cost of CSP's and OPC's 

installed capacity. 

C. CSP's and OPC's POLR charges approved in the ESP Cases simply do not 
reflect the capacity costs recovered under the FRR charges. 

During the entire period in which the current retail POLR charges have been in effect, 

CSP and OPC have charged CRES providers the FRR capacity charge as provided for under the 

RAA. And during that entire time, neither the PUCO nor any CRES providers or shopping 

customers have ever argued that the FRR charges were duplicative of the POLR charges. Now 

that CSP and OPC have sought to increase the FRR charges to recover their costs, commenters in 

the FERC proceeding have seized upon snippets of AEP testimony taken out of context to argue 

that FRR charges coupled with CSP's and OPC's POLR charges results in a douMe charge. This 

is apparentiy the premise of the PUCO's own comments before the FERC (Attachment A to this 

application for rehearing). Of course, eliminating the FRR capacity charge would result in 

CRES providers getting free use of CSP's and OPC's capacity resources, which would be highly 

inequitable and inconsistent with express provisions of the RAA. When the PUCO's decision to 
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adopt the retail POLR charges and AEP's supporting POLR testimony are examined in detail, it 

becomes obvious that there was never any intention that the POLR charges would displace the 

FRR capacity charges or serve as the "state compensation mechanism" under the RAA. Indeed, 

neither the RAA nor the FRR were mised in the PUCO proceeding in connection v̂ dth the 

deliberation of the appropriate POLR charges. 

The cost of CSP's and OPC's POLR obligations result from trymg to balance and 

quantify two of the goals of electric restmcturing in Ohio, not from the cost of AEP's installed 

capacity. The first goal is to preserve the customers' right to take competitive generation service 

from their electric distribution company or fi:om CRES Providers. The second goal is to provide 

customers rate stability and protection from the volatility of short-term market prices through the 

existence of a default standard service offer. In the proceedings before the PUCO, AEP's POLR 

charge witness was J. Craig Baker, who described the potential conflict between these two goals 

in his direct testimony as follows: 

Despite the many changes to Ohio's customer choice legislation enacted in 
1999 (Am. Sub. S.B. No.3 - S.B.3) tiiat were made by S.B. 221, tiie fimdamental 
premise of S.B. 3 remains. That is, all customers are free to switch to receive 
generation service from Competitive Retail Electric Service (CRES) providers. 
Further, customers can become part of a government aggregation group asi another 
form of switching. 

Conversely, customers also are free to continue to rely on their incumbent 
utility for generation service at a tariff rate, Even those customers who switch 
can choose to retum to their incumbent utility. Further, if the CRES provider to 
whom customers switched or the supplier to the government aggregation group 
were to default in its service obligation, those customers can retum to the 
incumbent utility. 

This flexibility leaves the Companies in the precarious position of being 
exposed to losing generation service load when the market price is low but 
needing to stand ready to begin serving that load again when the market price is 
highj and in the case of a CRES or other supplier default, doing so at a moment's 
notice. There is a definite and significant cost associated with providing this 
flexibility. 

In addition to the challenges of providing capacity and energy on short notice, 
the Companies would provide service to returning customers at the SSO rate 
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(even though they are likely to be returning because market prices exceed the 
SSO). 

ESP Cases, Cos. Ex. 2A at 25-26 (emphasis added) (attached hereto as Attachment B). 

Further, Mr. Baker testified: 

[Cjustomers have the right to leave the utility and take service from an altemative 
supplier as well as the right to retum to AEP's ESP pricing if future market price 
fluctuations make it advantageous for them to do so. AEP is holding the other 
side of that arrangement; AEP is obligated to stand ready to handle whatever load 
fluctuations may result from such switching. The financial risk inherent in such 
arrangements is a result of the asymmetrical relationship that exists between the 
two parties - one party is holding the rights that will bring financial benefits to 
themselves and at the same time impose financial losses on the other party. 

Id. at 30. Mr. Baker went on to describe "the keys to understanding AEP's cost of providing its 

POLR obligation": 

Wholesale price volatility and the asymmetrical impacts of retail choice - /.e., the 
customer is the party who holds the ability to choose if and when they want to 
take semce from a competitive retail provider or under the utility's ESP plan - are 
the keys to imderstanding AEP's cost of providing its POLR obligation. The 
customers' option to switch providers can be demanded opportunistically,: at the 
economic convenience of customers. In fact, Ohio's desire to create stmctures 
and incentives to encourage customer switching is one of the stated policy goals 
of SB 221. When determining the cost of AEP's POLR obligation, it is important 
to realize that in financial terms, such one-sided rights that customers receive 
through retail choice are equivalent to a series of options on power. When it 
becomes apparent that there are economic benefits fi'om switching between a 
competitive supplier and the ESP price, the rational customer will exercise his or 
her flexibility to change providers. AEP, however, will bear the difference 
between market and ESP prices as a loss. Thus, an option pricing model provides 
an effective way to calculate the cost of AEP's POLR obligation. 

Id. at 30-31. Finally, during cross-examination, Mr. Baker provided a very succinct description 

of the risks that the companies were attempting to quantify in determining the cost of the POLR 

obligation: 

In my view the [proposed POLR charge] is the series of options that are provided 
to customers, the right to leave the customer's tariff and go back ~ the SSO tariff 
price and go to the market when it's economically attractive and then come back 
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to the SSO rate when that's economically attractive. That's my definition of 
POLR. 

^57^ Cases, Tr. Vol, XIV at 193:18-25 (attached hereto as Attachment C). 

When read in context, it becomes readily apparent that the Entry's conflation of the two 

charges is arbitrary and capricious. The decision m the ESP Cases contams absolutely no 

discussion of the CRES Providers' FRR obligations or the RAA provisions imder which CSP and 

OPC serve as "FRR Entities" to enable the CRES Providers to meet those obligations. Rather, 

after hearing the evidence and considering the proposal, the PUCO acknowledged that AEP's 

proposed POLR charge would cover two distinct risks: "the cost of allowing a customer to 

remain with the Companies, or to switch to a [competitive] provider and then retum to the 

Companies' SSO after shopping" and noted that CSP and OPC "utilized the Black-Scholes 

Model to calculate their cost of fulfillmg the POLR obligation, comparing customers' rights to *a 

series of options on power.'" £ 5 ^ Cases (Mar. 18, 2009) at 38-39 (intemal citations omitted) 

(included as Attachment C to FirstEnergy's Protest). The PUCO also recognized its Staff's 

position that there are "two risks involved: one risk is the risk of customers returning to the SSO 

and the other risk is that the customers leave and take service fi*om a [competitive] provider 

(migration risk)," Id. at 39. Regarding the migration risk (that customers could migrate, ie., 

leave when market prices drop below the SSO rate during the period of the ESP), the PUCO 

granted most of the requested POLR revenue requirement in order to compensate AEP Ohio for 

that risk. Id. at 40. Regarding the second risk (a customer shopping and then returning to the 

SSO rate when the market price goes back up), the PUCO permitted shopping customers to 

bypass the POLR charge only if they agree (at the time they begin shopping) to pay a market 

price if they end up returning to SSO service later. Id. 
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Finding 4 of the Entry does not cite even a single passage from the ESP Cases record 

wherein the RAA or the FRR obligations were ever mentioned in the context of the POLR 

charges, let alone any record-basis that the POLR charges were approved for those purposes. The 

silence speaks volumes. Of course, there is no record basis to conclude that the approved POLR 

charges reflect the cost of capacity to support a CRES provider's generation service to a 

shopping customer and, likewise, no basis to presume that the POLR charge somehow overlaps 

with the wholesale capacity charge or otherwise results in double recovery for AEP Ohio. 

Indeed, if the Commission had believed that the POLR charge already resulted in recovery of 

such capacity charges for AEP Ohio, there would have been no reason to further adopt the RPM-

based wholesale capacity charge for AEP Ohio - as Finding 4 purports to do. Rather, Finding 4's 

conclusion that the POLR charge already reflects such capacity costs and simultaneous decision 

to adopt the RPM-based wholesale capacity charge fimdamentally amoimts to a non sequitur and 

serves to further compound the Commission's error. 

Similarly, the Commission in the ESP Cases ordered that the Companies' approved 

POLR charge could be avoided by shopping customers who promise to pay a market rate if they 

retum to the SSO. {ESP Cases, Opinion and Order at 40.) To tiie extent tiiat the' POLR charges 

reflect capacity costs associated with shopping customers, this would mean that such customers 

would receive fi-ee capacity during the entu-e period when they shop (which could be permanent). 

This makes no sense and further reveals that a charge that is bypassable by a customer caimot 

possibly be recovering capacity costs for serving that same customer. Thus, not only would this 

be unduly discriminatory and anti-competitive - to the unfair advantage of competing CRES 

providers serving those shopping customers - but it would also mean that customers receive fi*ee 
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capacity at the expense of AEP Ohio, On rehearing, the Commission should recognize that the 

Entry misapprehends the POLR charge approved in the ESP Cases and reverse Finding 4. 

D. The Commission's decision in the Ormet Case and the Eramet Case also directly 
undercut the Entry's present finding that the approved POLR chaises already 
reflect the capacity cost associated with shopping customers. 

Finally in this regard, the Entry's presumption that the POLR charges reflect capacity 

costs of serving shopping customers is flatly inconsistent with other decisions wherein the 

Commission had occasion to interpret and clarify the POLR charges after the decision in the ESP 

Cases, More specifically, in its July 15, 2009 Opinion and Order in Case No. 09-119-'EL-AEC 

{Ormet Case), the Commission addressed the POLR charges as follows: 

The Commission finds that under the terms of the unique arrangement AEP-Ohio 
will be the exclusive supplier to Ormet (Tr. I at 37-38; Tr. IV at 484). Therefore, 
there is no risk that Ormet will shop for competitive generation and then retum to 
AEP-Ohio's POLR service. If AEP-Ohio were to retain these charges, AEP-Ohio 
would be compensated for a service it would not be providing. * * * During the 
term of the unique arrangement, AEP-Ohio shall credit any POLR charges paid 
by Ormet to its economic development rider in order to reduce the impact of the 
unique arrangement on other ratepayers' bills. 

Ormet Case, Opinion and Order at 13-14. This position was upheld by the Commission in its 

September 15, 2009 Entry on Rehearing in the Ormet Case. 

Similarly, in its October 15, 2009 Opinion and Order in Case No. 09-516-EL-AEC 

{Eramet Case), the Commission found that the customer agreed not to shop during the term of 

the proposed reasonable arrangement. Eramet Case, Opinion and Order at 7 ("Based upon the 

evidence in the record, the Commission finds that that Eramet knowingly decided that it would 

not shop for electric service in exchange for securing a long-term power contract with CSP.") 

As with the Ormet Case, the Commission decided in the Eramet Case to eliminate the POLR 

charge for the affected customer: 
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If there is no risk of Eramet shopping and returning to standard offer service 
during CSP's ESP, CSP will incur no costs for providing POLR service that can 
be recovered under Section 4905.31, Revised Code. Accordingly, the 
Commission finds that CSP should credit any POLR charges paid by Eramet to its 
economic development rider in order to reduce the amotmt of delta revenues 
recovered from other ratepayers. 

Eramet Case, Opinion and Order at 8-9. This decision was upheld on the Commission's March 

24, 2010 Entry on Rehearing in the Eramet Case. 

Thus, both the decision in the Ormet Case and the decision in the Eramet Case clearly 

and unequivocally hold that the Companies POLR charges are based strictly oil the migration 

risk associated with shopping and that risk is nonexistent (and the attendant cost being recovered 

through the POLR charges is not incurred) where a customer agrees not to shop.̂  There is no 

discussion of the POLR charges reflecting capacity costs of any kind. Indeed, the direct and 

explicit impact of the Commission's decisions in the Ormet Case and the Eramet Case is that the 

involved customers avoid the POLR charges even though AEP Ohio was deemed to be the 

exclusive supplier for those customers and would clearly incur capacity costs iti serving them. 

Hence, those decisions confirm that the POLR charges do not reflect capacity costs. 

IL The Commission's Entry establishing an interim wholesale capacity r^te is 
unreasonable and unlawful because the Commission is a creature of statute 
and lacks jurisdiction under both Federal and Ohio law to issue an order 
affecting wholesale rates regulated by the Federal Energy Regulatory 
Commission. 

The Commission's attempt in Finding 4 to "expressly adopt as its state compensation 

mechanism the AEP Ohio Companies' charges established by the reliability pricing model's 

three-year capacity auction conducted by PJM" is not sustainable. It appears that the 

Commission has determined that, in light of the rates proposed by the Companies' FERC filing, it 

^ AEP Ohio's reference to these decisions in no way endorses them. AEP Ohio has challenged the decisions before 
the Supreme Court of Ohio in Case Nos. 2009-2060, 2010-722 and 2010-723. But the decisions do represent the 
Commission's views on the approved POLR charges and that is the context of AEP Ohio referencing tiiem here. 
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was necessary for the Commission to step in and establish its own mechanism for the Companies 

to recover FRR capacity costs from CRES providers. In particular, the Commission's Entry 

purports to establish, on an interim basis, the prices that the Comparues may charge for providmg 

capacity to support CRES providers' sales to retail customers. But the provision of generation 

capacity to CRES providers is a wholesale transaction that falls within the exclusive ratemaking 

jurisdiction of the FERC.'̂  The FERC recentiy reiterated that its "autiiority under tiie FPA 

includes the exclusive jurisdiction to regulate the rates, terms and conditions of sales for resale of 

electric energy in interstate commerce," and that efforts by a state commission to set the rate for 

the wholesale sale of electric energy are preempted by FERC's exclusive jurisdiction. 

Recognition of FERC's exclusive jurisdiction over the FRR capacity compensation received 

from "altemative retail LSEs" {i.e., the CRES providers) is memorialized hi Section D.8, which 

expressly reserves tiie right of each "FRR Entity" {i.e., CSP and OPCo) to make filmgs under 

FPA Section 205, and the right of each retail LSE {i.e., a CRES Provider) to "at any time 

exercise its rights under Section 206 of tiie FPA." 

Alternatively, even assuming the Commission is not precluded by federal law from 

regulating wholesale transactions involving capacity (although it clearly is), the Commission 

cannot adopt as the state compensation mechanism for the Companies the current capacity 

charges the Companies charge CRES Providers under the PJM Tariff. That action is entirely at 

odds with Sec. D.8. That section sets out three possible alternatives for the recovery of FRR 

^ See FPA Section 201(b), 16 U.S.C. § 8240?) (2006); e.g., Mississippi Power <fe Light Co. v. Mississippi ex rel 
Moore, 487 U.S. 354,374, (1988) ("Congress has drawn a bright line between state and federal authority in the 
setting of wholesale rates"); FPC v. Southern CaL Edison Co., 376 U.S. 205, 215-16 (1964) ("Confess meant to 
draw a bright line easily ascertamed, between state and federal jurisdiction, making uimecessary such case-by-case 
analysis. This was done in the Power Act by making FPC jurisdiction plenary and extending it to all wholesale sales 
in interstate commerce..."); U.S. v. Public Utilities Comm;n of California, 345 U.S. 295, 308 (1953) ("Congress 
interpreted [Attleboro] as prohibiting state control of wholesale rates in interstate commerce for resale, and so armed 
the Federal Power Commission with precisely that power"). 
^ Public Utilities Comm 'n of California, 132 FERC T[ 61,047 at P 64 (2010). 

19 



capacity charges: 1) a state compensation mechanism; 2) the establishment ofcapacity charges 

through the capacity auction in accordance with Attachment DD to the PJM Tariff as the default 

option in the event there is no state compensation mechanism; or 3) a cost-based method or other 

"just and reasonable" method specific to the FRR Entity based upon a filing made "at any time" 

and approved by the FERC. Section D.8 does not allow the Commission to adopt the federal 

default option as a temporary or permanent state compensation mecharusm; these are mutually 

exclusively options, as evidenced by the fact that the default option becomes available only if 

there is no state compensation mechanism. And, it clearly does not allow tiie Commission to 

preempt the FRR Entities' right under Section 205 of the Federal Power Act to propose a change 

in the basis for compensating it for its capacity obligations by locking in the current capacity 

charges established in accordance with Attachment DD to the PJM Tariff to the exclusion of any 

altemative basis the FRR Entity might otherwise be permitted to propose. 

Moreover, the Commission is a creature of statute and has no statutory authority beyond that 

conferred by the General Assembly. See Discount Cellular, Inc. v. Pub. Util. Comm., 112 Ohio St,3d 

360, 373, 2007-Ohio-53, 859 N.E.2d 957 (2007) {citing Reading v. Pub. Util. Comm., 109 Ohio St.3d 

193, 2006-Ohio-2181, 846 N.E.2d 840, \ 13 (2006)). Ohio law does not confer upon tiie Commission 

- even assuming that doing so would be permitted under Federal law (which it is not) - the authority 

to regulate wholesale transactions. No provision of Title 49, Ohio Rev. Code, authorizes the 

Commission to establish wholesale prices for the Companies provision of capacity that CRES 

providers require in order to serve their retail electric generation service customers. Even though the 

Commission suggests that it is acting out of concern for "retail competition in Ohio" (December 8 

Entry, at Finding 5), "[a] concem for the fiiture of the competitive market does not empower the 
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commission to create remedies beyond the parameters of the law." Industrial Energy Users v. Pub. 

Util. Comm. ,117 Ohio St.3d 486,491,2008-Ohio-990, 885 N.E.2d 195 (2008) (citation omitted). 

When the General Assembly wants to empower the Commission to perform acts delegated to it 

under federal law, it must confer statutory jurisdiction to do so - as it has done in order to implement 

the 1996 Telecommunications Act through enactment of Section 4927.04, Revised Code. The 

General Assembly has not chosen to do so in this instance. Thus, even if FERC had delegated 

authority to establish wholesale capacity charges (which it has not), the Commission lacks subject 

matter jurisdiction under Ohio law to do so. Accordingly, Finding 4 of the Entry should be reversed 

and vacated on rehearing. 

III. The Entry was issued in a manner that denied AEP Ohio due process and 
violated statutes within Title 49 of the Revised Code, including Sections 
4903.09,4905.26, and 4909,16, Revised Code. 

There is another, and more fundamental, flaw in the Commission's determination in 

Finding 4 of its Entry to adopt the current RPM auction prices as the state compensation 

mechanism for the Companies during the pendency of its review in this proceeding. Even 

assuming the Commission has subject matter jurisdiction to establish a wholesale capacity 

charge (which it does not), multiple provisions within Title 49 of the Revised Code require that 

the Commission provide a public utility due process prior to unilaterally establishing or changing 

a rate. Consequentiy, Finding 4 of the Entry violates Ohio law and should be reversed and 

vacated on rehearing. 

The Commission "may temporarily alter [or] amend" an existing rate without a hearing 

only "[w]hen the . . . commission deems it necessary to prevent injury to the business or interests 

of the public or of any public utility of this state in case of any emergency [.]" §4909.16, Ohio 
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Rev. Code. The Companies' tiling of a FERC application seeking to modify the basis on which 

it recovers its capacity costs, however, would not credibly qualify as an "emergency" for which 

unilateral, immediate action by the Commission would be necessary "to prevent injury to the 

business or interests of the public[.]" Id. Regardless, the Commission's December 8 Entry gives 

no indication that the Commission was acting pursuant to §4909.16. 

Absent an emergency situation, the Ohio Revised Code requires the Commission to 

provide notice and a public hearing before setting a utility rate, even if the ratemaking is only 

temporary. See, e.g., Lucas Cty. Commrs. v. Pub. Util. Comm, SO Ohio St. 3d 344; 347v 686 

N.E,2d 501 (1997) (holding tiiat, "[pjursuant to R.C. 4905.26 and 4909.15(D), tiie commission 

may conduct an investigation and hearing, and fix new rates to be substituted for existing rates, if 

it determines that the rates charged by a utility are unjust or unreasonable."). In Ohio Bell 

Telephone Co. v. Public Utilities Commission of Ohio, 64 Ohio St. 3d 145, 593 N.E.2d 286 

(1992), the Court considered a Commission order prohibiting local exchange telephone 

companies ("LECs") from billing customer-owned, coin-operated telephone ("COCOT") 

providers for directory assistance calls placed by COCOT phone users. When the Commission 

issued that order, it explained that the prohibition was simply "'an interim policy position'" 

while the Commission investigated complaints that ratepayers were unfairly subsidizing the 

LECs' directory assistance service. Id. at 146. The Supreme Court of Ohio reversed and vacated 

the Commission's order. The Court held that "[r]egardless of how the action is characterized by 

the commission, it is still a rate change subject to the procedural requurements of R.C. 4905.26." 

Id. at 148. Accordingly, the Commission was required to provide notice and a public hearing 

under §4905.26, Ohio Rev. Code, which states in relevant part: 

upon the initiative or complaint of the public utilities commission, that any rate, 
fare, charge, toll, rental, schedule, classification, or service, . . . is in any respect 
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unjust, unreasonable, unjustly discriminatory, unjustly preferential, or in violation 
of law, . . . if it appears that reasonable grotmds for complaint are stated, the 
commission shall fix a time for hearing and shall notify complainants and the 
public utility thereof . . . The parties to the complaint shall be entitied to be 
heard, represented by counsel, and to have process to enforce the attendance of 
witnesses. 

Id. The Court explained that the statute required "a formal evidentiary hearing," rather than the 

"notice and comment format" that the Commission had attempted instead to use. Id. For the 

same reasons, the Commission mayjip,t impose a wholesale capacity charge on the Companies 
m u ' J * * " - • . • • 

without notice and a full evidentiary hearing. The Commission's action in this proceeding 

purports to effect a rate change - it imposes a FRR capacity cost-recovery mechanism different 

from the mechanism that the Comparues have sought FERC's approval to apply. Per the 

Supreme Court's finding in Ohio Bell Telephone, "before the commission may order a change in 

utility rates on policy grounds, the procedural requu^ments of R.C. 4905.26 for notice and a 

public hearing must first be satisfied." Id. The Commission here has not satisfied those statutory 

requirements. Regardless, the Commission provided no notice to the Companies of its intention 

to establish the rates that Finding 4 of its Entry purports to set. There is no rate^setting process 

-contained in Ohio law that permits the Commission to establish rates for a public utility without 

first notifying the public utility of its intention to set rates. As a result, the Commission also 

failed to. provide the Companies with any opportunity to be heard regarding the jtistness and 

reasonableness of the rates that the Commission established. The rates are not just and 

reasonable because they chronically under-recover the Companies' costs. 

In addition, Section 4903.09, Ohio Rev. Code, requires that, in all contested cases, the 

Commission must make a complete record of its proceedings, including a transcript of all 

testimony and exhibits, and the Commission must file, with the record of the case, findings of 

fact and written opinions setting forth the reasons prompting its decisions, based upon those 
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findings of fact. In this case, the results of which the Companies vigorously contest, the 

Commission created no record basis for the establishment of the rates that it set. Perhaps not 

surprisingly, as a result, its Entry provides virtually no explanation of the basis for and maimer in 

which the Commission arrived at its decision to establish the rates that it ^t. Where the 

Commission's order fails to state specific findings of fact, supported by the record, and fails to 

state the reasons upon which the conclusions in the Commission's order were based, the order 

fails to comply with the requirements of §4903.09, Ohio Rev. Code, and is, therefore, unlawful. 

Motor Service Co. v. Pub. Util Comm., 39 Ohio St.2d 5, 313 N. E.2d 803 (1974). See also 

Allnet Comms. Serv. v. Pub. Util. Comm., 70 Ohio St. 3d 202, 209, 638 N.R2d 516 (1994) 

(holding that the Commission must at least "suppl[y] some factual basis and reasoning based 

thereon in reaching its conclusion."). For all of these reasons. Finding 4 of the Commission's 

December 8 Entry failed to provide AEP Ohio with the important due process protections 

provided by Title 49 of the Ohio Revised Code and must be reversed. 

IV. Finding 4 of the Entry and subpart 1 of Finding 5 must be reversed and 
vacated because they are in direct conflict with, and preempted by, federal 
law. 

The Commission lacked jurisdiction to issue Finding 4 and subpart 1 of Findii^ 5 of the 

Entry because they are in direct conflict with, and preempted by, federal law. The Commission 

acknowledges that this proceeding was hiitiated in direct response to the Companies' filing of an 

application with FERC, under Schedule 8.1, Section D.8 of tiie RAA to change the basis for 

compensating the Companies for then- capacity obligations to a cost-based method. Entry at 1f3, 

citing FERC Docket No. ERl 1-1995. By this proceedmg the Commission is seeking to delay or 

derail the FERC's own review and adjudication of the Companies' application to propose a 
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change in the method for determirung capacity charges.^ As a result, the Commission's action -

this proceeding - is an apparent attempt by the Commission to assert state jvaisdiction in direct 

violation of federal law. 

The central and common issue in this proceeding and in the pending FERC proceedmg is 

the interpretation of Schedule 8.1, Sec. D.8 of the RAA. The RAA is a FERC-approved tariff 

and its interpretation and application falls within the exclusive jurisdiction of the FERC. AEP 

Texas North Co. v. Texas Indus. Energy Consumers, 473 F.3d 581, 585 (5tii Cir. 2006) ("FERC, 

not the state, is the appropriate arbiter of any disputes involving a tariffs interpretation;"). Thus, 

it is up to the FERC, not this Commission, to decide whether Ohio properly or effectively 

adopted a "state compensation mechanism" within the purview of Section D.8 in the Companies' 

ESP Cases. Similarly, it is up to FERC to decide if a state compensation mecharusm can be 

properly or effectively initiated only after the FRR Entity has begun to collect capacity charges 

as determined in accordance with the PJM Tariff and in an effort to eliminate the FRR Entity's 

right to propose a change in method as expressly reserved in Schedule 8.1, Sec. D.8. Each of 

these issues falls within the exclusive jurisdiction of the FERC imder the FPA. Hie Commission 

has already intervened in the pending FERC proceedmg; it has and can continue to advance 

arguments that it has adopted, or yet may adopt, a state compensation mechanism in that 

proceeding. 

That the Commission in this case is unlawfully intmding into an area reserved 

exclusively to the FERC is abundantly clear firom settled precedent. The provision of service to 

CRES Providers is a wholesale transaction and as such it falls exclusively within tiie FERC's 

exclusive jurisdiction under FPA Section 201, 16 U.S.C. § 824(b), over "tiie sale of electric 

energy at wholesale in interstate commerce." See generally, Mississippi Power & Light Co. v. 

See note 3, supra. 
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Mississippi ex rel. Moore, 487 U.S. 354, 374 (1988) (recognizmg the "bright Ime between state 

and federal authority in the . . . regulation of agreements that affect wholesale rates" and holding 

that states "may not consistent with the Supremacy Clause conduct any proceedings that 

challenge the reasonableness of FERC's [decisions]" (emphasis added)), FERC's exclusive 

jurisdiction unquestionably extends to the wholesale sale of capacity as well as the sale of 

energy. See e.g. Conn. Dept. of Pub Util. Control v. FERC, 569 F.3d 477, 484 (D.C. Cir. 2009) 

("[Tjhere is nothing special about capacity decisions that places them beyond the Commission's 

jurisdiction.") ., . . 

The proceeding now pending before the FERC as Docket No. ERl 1-2183 is hi effect a 

proceeding to amend the RAA by allowing the Companies to collect capacity charges on a cost-

basis under Sch, 8.1, Sec. D.8 of the RAA. The FERC has the exclusive jurisdiction over that 

proposal to amend the tariff. To the extent that there is a question as to whether Ohio presentiy 

has a compensation mechanism in place in retail rates to compensate the Companies for tiieir 

FRR capacity obligations that question may and should be resolved by the FERC. Consistent 

with the Supremacy Clause, this Commission may not usurp the FERC role in this regard. It 

may not do so by declaring ipso facto that a state mechanism was previously established. Nor 

can it do so by appropriating the current capacity charges determined imder federal law and the 

federally-approved tariff as the state compensation mechanism. 

Similarly, now that there is a proceeding pending before the FERC which specifically 

invokes the Companies' right under Section 205 of the FPA as reserved in a FERC-approved 

tariff, it is improper and unlawfiil for the Commission to initiate a proceeding to challenge the 

the Companies' capacity charges to CRES Providers. Under Section 205 of the FPA, 16 U.S.C. 

§ 824d, FERC has the duty to ensure that all rates and charges for the transmission or sale of 
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electric energy or capacity subject to its jurisdiction are "just and reasonable." This federal 

statute imposes a duty on the Commission and a concomitant right on the Companies. Atlantic 

City Elec. Co. v. FERC, 295 F.3d 1, 10 (D.C. Cir. 2002). This right was memorialized in tiie 

RAA itself, but even if it had not been, the Companies' right to receive just and reasonable 

capacity charges could not have been undermined by the RAA. Id. (holding that a provision in 

an ISO operating agreement that required owners of transmission assets to give up their right to 

file changes in tariff rates, terms and conditions was unlawful as in conflict vsdth Section 205 of 

the FPA). While Sch. 8,1, Sec. D.8 of the RAA recites that a state compensation mechanism 

may be established and may "prevail," it does not provide or suggest that the existence of a state 

mechanism, let alone the prospect of a someday-to-be state mechanism, abrogates FERC's 

plenary authority to review and determine whether charges within its jurisdiction are just and 

reasonable or waives the Companies' statutory right to petition the FERC to authorize changes hi 

the methods by which the Companies ai*e compensated for service subject to the FERC's 

jurisdiction. 

Thus, separate and apart fi'om the issues of whether this Commissipn might have 

established in the past a proper and enforceable state compensation mechanism consistent with 

Sec. D.8, federal law and its limited state authority, or whether it might yet do so at some time in 

the future — issues which must be decided in the negative for the reasons already discussed - at 

the present time with a proceeding pendmg before the FERC to review the Companies' proposed 

changes for recovering capacity costs associated with retail loads associated with CRES 

providers, it is beyond cavil that the Commission's Entry, which was expressly intended to stop 

the pending FERC proceeding, is preempted by federal law. Consistent with the Supremacy 

Clause, 
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Congress has drawn a bright line between state and federal authority in the 
setting of wholesale rates and in the regulation of agreements that affect 
wholesale rates. States may not regulate in areas where FERC has properly 
exercised its jurisdiction to determine just and reasonable wholesale rates or to 
ensure that agreements affecting wholesale rates are reasonable. 

Mississippi Power <St Light, 487 U.S. at 374. Schedule 8.1., Sec. D.8 of the RAA is a provision 

within a FERC-approved tariff. Its interpretation and application is a matter within the exclusive 

jurisdiction of the FERC. By opening this proceeding, and creating a parallel state review of the 

reasonableness of the Companies' capacity charges, the Commission acted in flagrant disregard 

and disrespect of the supremacy of federal law. 
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CONCLUSION 

For the foregoing reasons, the Commission should grant rehearing to reverse and vacate 

the interim rate established m Finding 4 of the Entry and to narrowly tailor its review of the 

Companies' current capacity charges as proposed in Finding 5 to be consistent with its limited 

authority under both federal and state law. 

Respectfully submitted. 
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ATTACHMENT A 

COMMENTS SUBMITTED BY THE 
PUBLIC UTmlTBES COMMISSION OF 

OHIO (December 10,2010), FERC 
DOCKET No. ERll-2183^000 



UNITED STATES OF AMERICA 
BEFORE THE 

FEDERAL ENERGY REGULATORY COMMISSION 

American Electric Power Service Corporation ) Docket No. ERll-2183-000, 
PJM Interconnection, L.L.C. ) 

• COMMENTS ;••• :V 
SilBMITlED ON B E B M L ^ 

THE PUBLIC UTILmES COMlVDCSSlON OF OmO 

I N I T ^ 

, Oa November 24, 2010, American Electric Power Service Corporation 

("AEPSC") oii behalf of Columbus Soutiiem ?ower Company ("CSPCo") and 

Ohio Power Company ("OPCo") (collectively, the AEP Ohio, Companies) filed 

proposed formula rate templates under which each of the AEP Ohio Companies 

would calculate its respective capacity costs under Section D.8 of Schedule 8.1 of 

the Reliability Assurance Agreement (RAA). The Ohio-only filing refledts that 

the revised capacity charges vdll be billed to competitive retail electric service 

("CRES") providers operating in the State of Ohio. 

Oh November 26, 2010, the Federal Eneirgy Regulatoiy, Commission 

(FERC) issued its Combmed Notice of Filings #1 inviting coinmerits conceriiing 
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AEPSC's application by December 10, 2010. The Public Utilities Commission of 

Ohio (Ohio Commission) hereby submits its comments responding to AEPSC's 

application and FERC's mvitation for public input m the above-captioned pro

ceeding. 

DISCUSSION 

On December 8, 2010, the Ohio Commission issued an entry (attached) in 

Case No. 10-2929-EL-UNC inviting comments fi'om uiterested persons concem

ing the AEP Ohio Companies' capacity charges to Ohio's CRES providers. The 

Ohio Commission's entry notes that currently the PUCO-approved rates for the 

AEP Ohio Companies mclude recovery of capacity costs through provider-of-last- . 

resort charges to certain retail shoppuig customers.̂  These rates are based on the 

continuation of the current FRR mechanism and tiie continued use of PJM's relia

bility pricmg model's three-year auction results. The AEP Ohio Companies' filing 

for formula rates could impact this current mechanism. Consequently, the Ohio 

PUCO Case No. 08-917-EL-SSO, In tiie Matter of the Application of the 
Columbus Southem Power Company for Approval of its Electric Security Plan; 
an Amendment to its Corporate Separation Plan; and the Sale or Transfer of 
Certain Generating Assets; and PUCO Case No. 08-918-EL-SSO, In the Matter of 
the Application of Ohio Power Company for Approval of its Electric Security 
Plan; and an Amendment to its Corporate Separation Plan. See also. In the Matter 
Of the Columbus Southem Power Company and the Ohio Power Company, Case 
No.05-lI94-EL-UNa 
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Commission's investigation invites comments from interested persons concerning 

the following issues: (1) what changes to the current Ohio Commission mecha-

nism ate appropriate to determine the AEP Ohio Companies' Fixed Resource 

Requirement (FRR) capacity charges to tiie State of Ohio's CRES providers; (2) • 

the degree to which the AEP Ohio Companies' capacity charges are currently . 

being recovered through retail rates approved by the Ohio Commission or other 

capacity charges; and (3) the impact the AEP Ohio Companies' capacity charges 

will have on CRES providers and retail competition in the State of Ohio. 

Although the state compensatioii mechanism has hnplicitly been in place since the 

inception of AEP-Ohio's current Standard Service Offer,̂  the Ohio Commission 

e>pressly adopted as its state compensation m^hanism the AEP Ohio Companies' 

charges estabHshed by the reliability pricing model's three-year capacity auction 

conducted by PJM. Currentiy, the 2010/2011 clearing price is equal to $174.29 

per MW-day.̂  

• Supra n.l̂  

3. The 2010/2011 rate, equals .$20820 per MW-day mcluding adders for 
transmission losseŝ  (3.4126%), the scaling factor (1.06633), and, the pool 
requirement (1.0833). The 2010/2011 rate is effective tiirough May 31,2011. The 
2011/2012 rate, which becomes effective on June 1,2011, is equal to $110.00 per 
MW-day (without the adders). 
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Consistent with Section D.8 of Schedule 8.1 of the RAA, which dictates 

that state imposed compensation mechanisms prevail in those instances where the 

state jurisdiction requires the load serving entity (LSE) (or switchmg customers) to 

compensate the FRR entity,"^ the Ohio Commission mahitains that there is no cur

rent need for FERC to advance its proceeding regarding this matter because the 

Ohio Commission has a rate for capacity charges to CRES providers. Conse

quently, the Ohio Commission respectfully requests that FERC dismiss the appli

cation and close this investigation, or, in the altCTtiative, suspend its final decision 

in this proceeding until the Ohio Commission has concluded its state proceedkig. 

If FERC elects to hold the case in abeyance, the Ohio Commission will inform 

FERC, in the above-captioned proceeding, as to the outcome of its investigation. 

Schedule 8.1 reads as follows: "In a state regulatory jurisdiction that has 
implemented retail choice, the FRR Entity must mclude in its FRR Capacity Plan 
all load, includmg expected load growth, in the FRR Service Area, 
notwithstanding the loss of any such load to or among altemative retail LSEs. In 
the case of load reflected in the "̂ KR. Capacity Plan that switches to an altemative 
retail LSE, where the state regulatory jurisdiction requires switching customers or 
the LSE to compensate the FRR Entity for its FRR capacity obligations, such state 
compensation mechanism will prev^l. In the absence of a state compensation 
mechanism, the applicable altemative retail LSE shall compensate the FRR Entity 
at the capacity price in the unconstrained portions of the PJM Region, as 
determined in accordance with Attachment DD to the PJM Tariff provided that 
tiie FRR Entity may, at any time^ make a fihng with FERC under Sections 205 of 
the Federal Power Act proposing to change the basis for compensation to a 
method based on tiie FRR Entity's cost or such otiier basis shown to be just and 
reasonable, and a retail LSE may at any time exercise its rights under Section 206 
of tiie FPA." 
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CONCLUSION 

The Ohio Commission thanks FERC for the opportunity to provide its 

Comments ui this proceeding. 

Respectfiilly submitted. 

Thomas W. McNamee 
Public Utilities Section 
180 East Broad Sti-eet 
Columbus, OH 43215-3793 
614.466.4396 (telephone) 
614.644.8764 (fax) 
thomas.mcnamee(@puc.state.oh.us 

On behalf of 
The Public Utilities Commission of Ohio 

CERTIFICATE OF SERVICE 

I hereby certify that the foregomg have been served in accordance with 18 

C . F ; R Sec. 385.2010 upon each person designated on the official service fist 

compiled by the Secretary in this proceeding.; 

Thomas W. McNamee 

Dated at Columbus, Ohio this December 10,2010. 



ATTACHMENT 

BEFORE 

I THE PUBLIC UminES COMMISSION OB OHIO 

In the Matter of the Commission Eevieiv of ) 
flie Capadty Charges of Ohio Power ) CaseNoAO-Z^^EL-UNC 
Company and Colmnbns Soufeem Power ) 
Company. ) 

gjTRY 

The Con:ncnissioTi find§: 

(1) Ohio Power Company and Columbus SbuftiHm Power 
Company (AEP-Ohio or the Cbmpariies) are dectric 
Hght companies as defined in Section 4905.03(A)(3), 
Rievised Ctode, and public utilities as defined in Section 
4905.02, Revised Code As sudv the Qnnpanies are 
sulked: to die jurisdiction of the Conmiission in 
accordance with Sections 4905,04 and 4905.05, Revised 
C o d e , - "•• 

(2) Sections 4^)5.04/4905.05, and 49(6.06, Revised Code, 
grant Ute Conunission authority* to supervise and 
regidate all pubHc utiliti^ vrithinits jtirisdiction, 

(3) On NoveihbCT 1/ 2016, AEP aefitric Power Service 
Co^poratioiv oti brfialf of AEP-Ohio> filed an 
application with th^ Federal Energy Reguiatory 
Corrmtission (FERq in FBRC D<k:ket ̂ ^̂ ^ 
At iJie direction of FERC, AEP refiled its application in 
FERC Docket No. ERll-2183 cm November 24, 2010, 
The application propcMes to chiange tiie basis for 
compensatidn for caps^iy cos/ts to a cost-basied . 
mechanism arid include proposed formuli rate 
template under which tiie Ccmpanies woilld calculate 
their respective capacity costs under Section DJ8 of 
Schedule 8.1 of the ReKability Assurance Agreement 

(4) Rlor to the filing of this application, the Commissioh 
approved retail rates for tiie Companies, tnduding 
recovery of capacity costs througji provider-of-last-
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resort charges to certain retail shopping customers, 
based upon the continuation of tiie current capacity 
charges estaHished by the ihree-year capadty auction 
conducted by PJM, Inc., tmder the current fixed 
resource requirement (FRR) med)anisnt. In re 
Columbus Soulhem Power Company, Case No. 0S-917-EL-
SSO; In re OUo Power Compan̂ r Case No. 08-917-EL-
^ O , See also, In re Columhus Sauihem Pmver Compmttf 
and Ohio Power Cotnpmty, Case Nos. 05-1194-EL-UNC 
etaL Howev©*, in light of tiie change proposed by the 
Companies, tiie Canmnisaioit will now expressly adopt 
as the state compensation medianisih for the 
Compani^ tiw current capadly charges established by 
the three-year capacity auction cbhducted by PJMf Inc. 
during the pendency of this iCT 

(5) Furtiier, tiie ConKthission finds fliat k reviev/ is 
necessary in order to determine the impact of the 
proposed change to AEP-Ohio's capadty charges. As 
an initial step, tiie Comitussiori seelcs ptiblic cbimnent 
regarding tite following issues: (1) what changes to th6 
current state mechanism are appropriate to determine 
the Companies* FRR ca:f^dly d w 
competitive retail electric ^ririce (CRES) proyidersi; (2) 
the degree to which AEP-Ohio's capadty charges are 
currentiy being recovered through retail rates 
approved by ti:ie Commission or otiier capadty 
c h a i ^ ; and ^) the impact of AEP-Ohio's capadt^ 
charges upon CRES providers and retail cdiripetitian in 
O h i a , , • 

(6) All interested stakeholders are hrrited, to submit 
written conments in this proceeding within 3^ 
the issuance of this entry and to subrhit reply 
comments within 45 days of the issuance ot this entry. 

It is, therefore, 

ORDERED, That wtittai comments be filed witiiin 30 days after the 
issuamce of this order arid that reply comments be filed within 45 days of tiie 
issuance of this entry. Its,further, 
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OEDERED, That a copy of this entry be served on AEP-Ohio and all' parties 
of record in the Companies' most recent standard service offer proceedings, CBBS 

Nos. 08-917-ELrSSO and 08-918-EL^O. 

THEPUBU ION OF OfflO 

Alan R. Schriber, Chaiiinah 

Pattl A Centolella 

Steven D. Lesser 

p/;,X>^ 
Valerie A. Lemmie 

OienrlL. Roberto " 

GAP/sc 

Entered in the Journal 
u£(;0 82Qia 

Rene# J. Jenkins 
Secretary 
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1 BEFORE 
2 THE PUBLIC UTDLITIES COMMISSION OF OHIO 
3 DIRECT TESTIMONY OF 
4 J. CRAIG BAKER 
5 ONBEHALFOF 
6 COLUMBUS SOUTHERN POWER COMPANY 
7 AND 
8 OHIO POWER COMPANY 
9 PUCO CASENO. - 08-917-EL'UNC 

10 PUCO CASE NO. - 08-91S-EL-UNC 
11 

12 PERSONAL DATA 

13 Q. WHAT IS YOUR NAME AND BUSINESS ADDRESS? 

14 A. My name is J. Crdg Baker and my business address is 1 Riverside Plaza^ 

15 Columbus, Ohio 43215. 

16 Q. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPAaTY? 

17 A I am employed by American Electric Power Service Corporation (AEPSC) 

18 AEPSC is a subsidiary of American Electric Power Company, Inc. (AEP). My 

19 titie is Senior Vice Presidait - Regulatory Services. 

20 Q, WHAT ARE YOUR RESPONSIBILITIES AS SENIOR VICE PRESIDENT 

21 -REGULATORY SERVICES? 

22 A I am responsible for AEP's utilities' mteractions whh the regulatory bodies in the 

23 eleven states in which they provides retail electric service as well as with the 

24 Federal Energy Regulatory Commission. This responsibility involves day-to-day 

25 mteraction as well as periodic rate filings to ensure recov^ of thdr cost of 

26 service. In addition, I am respondble for deveio|mig and advocating public pol i^ 

27 positions on emerging or changing issues affecting AEP*s ulilitLes. Columbus 



1 Southem Power Cwnpany (CSP) and Ohio Power Company (OPCO) 

2 (collectively, the Companies or AEP Ohio) are subsidiaries of AEP. 

3 Q. WHAT IS YOUR EDUCATIONAL AND PROFESSIONAL 

4 BACKGROUND? 

5 A. I received a Bachelor's Degree m Biismess Admuiistration from Walsh College in 

6 5970 and a Masters Degree in Business Administration in Finance frcan Akron 

7 University m 1980. I Joined the AEP System m 1968 and througji 1979 held 

8 various positions in the Computer Applications Divisioa 1 transfencd to flie 

9 System Operation Division in 1979 and held positions of Admini^iative Assistant 

10 and Assistant Manager. In 1985, I took ti» position of Staff Analyst in ttie 

11 Controllers Department and, in 1987,1 became Manager-Power Matketiog in the 

12 System Power Markets Department In 1991,1 became Director, Inteicosmectioa 

13 Agreements and Ma±etiag. I became Vice President-Power Marfcethig fcff 

14 AEPSC and Senior Vice Presidwit of Energy Mariceting for AEP Eaer^ Savicea, 

15 Inc. in November 1996 m l August 1997, respectively. On July 1,19981 became 

16 Vice President of Transmission Policy for AEPSC. In Januaiy 2001,1 became 

17 Senior Vice President - Regul^oiy S^vices. 

18 In my positions of Manner of Power Maric^ Vice Presid^it - Power 

19 Markeiii^ and Senior Vice President of Energy Marketing I was involved day-to-

20 day in analyzk^ market prices and developing sales ofifeitngs based on those 

21 market prices. As the s ^ o r prason responsible for those activities during much 

22 of that period I was responsible for the results of the Company in this area. Since 

23 I left the day-to-day wholesale market activities I have been AEP's lead person 



1 involved m the development of IS0/RTO*s and their associaited markets (energy, 

2 capacity, ancillary services, etc.). With AEP*s experimce in three RTCte I am 

3 well-versed in the workii^ of their madcets. 

4 

5 PURPOSE OF TESTIMONY 

6 Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

7 A. My testimony addresses a variety of policy and other issues which relate to the 

8 Standard S^vice Offer (SSO) being proposed as part of the Companies* Electric 

9 Security Plan (ESP), It is important to note, however, &at the Osmpanies' ESP 

10 addresses considerably more than the SSO. Am. Sub. S.B. No. 221 (S3. 221) 

11 places great emphasis on changing the way we as a sodety think about the 

12 sources and uses of electricity. These changies will of necesaty require chaises in 

13 the ways the Companies operate and plan for the future. AEP Ofaio*5 President, 

14 Joseph Hamiock, addresses the Companies* response to these aspects of S.B. 221 

15 in his testimony. I also address a variety of other issues that relate to the 

16 Companies' ESP. 

17 

18 COMPARISON OF ESP TO EXPECTED RESULTS FROM MARKET RATE 
19 OFFER rMRO^ 

20 Q. ARE YOU FAMILIAR WITH THE CONTENT OF THE COMPANBES* 

21 ESP APPLICATIONS AND THE TESTIMONY OF MR. HAMROCK AND 

22 THE COMPANIES* OTHER WITNESSES? 

23 A Yes, I am. 



1 Q. CONSIDERING EACH COMPANY'S ESP, HOW DO THEY COMPARE 

2 TO THE EXPECTED RESULTS THAT WOULD OTHERWISE APPLY 

3 UP*a)ER AN MARKET-RATE OFFER (MRO)? 

4 A. The concise answer is that ^ c h ESP is more fevorabie m the aggre^te for 

5 customers when compared to the expected results under an MRO. Moreover, the 

6 Companies' ESPs, which address a broad rai^e of issues, will have tte effect of 

7 stabilizing and providing c^lainty regarding retail electric service. The more 

8 expansive answer begins with a conî ^aiisoa of the SSO under tl» ESP compared 

9 to the SSO resulting fiom an MRO. hi that regard, tiie SSO undar the ESP is 

10 more attractive for customers than the SSO resulting from a nmrket-rate a£6er. 

11 The fevorable comparison, however̂  does not end there. As Mr. Hamrock's 

12 testunony explains, the Companies' ESPs contemplate various {programs diat not 

13 only will complement the state's economic development efforts generally, but 

14 will support the General Assonbly's desire, as evidenced by sev^al provisions of 

15 S.B. 221 to make Ohio a center for education, teseardi and innovation i n ^ wxos 

16 of energy efficiency, ^lergy managBment and advanced ^lergy resources. 

17 Q. FOCUSING ON THE ESP VERSUS MRO SSO, HOW DO YOU PROPOSE 

1S TO MAKE THAT COMPARISON? 

19 A. Since the Companies' ESP is for the tiwee-year period 2009 - 2011, it is 

20 reasonable to begin the comparison with a projection of an MRO-based SSO 

21 d̂ m̂yg that same time. The frst s t ^ m detemuning the MRO-based SSO is to 

22 determine Ihe ext^t of market price tiiat would be blended with tl^ pntx year's 

23 SSO. As passed by the General Assembly, S.B. 221 contemplates ten percent of 



1 maricet price in year one (2009) and no less than twenty percent in year two 

2 (2010) and no less than thhty percent in year three (2011), 

3 Q. HAS THE GENERAL ASSEMBLY ACTED TO MODIFY THE MARKET 

4 PRICE PERCENTAGE BLENDS FROM THOSE ENACTED IN S 3 , » 1 ? 

5 A Yes. In Amended Substitute House Bill No. 562 (H3. 562) the Goieial 

6 Assembly modified the percentages. I have been advised by counsel that the tm 

7 percent in 2009 did not change. For 2010, however, the market price percentage 

8 blend will be amended to be no more than twenty percent For 2011, the market 

9 price percentage blend will be am^Kled to be tiiirty percent. 

10 Q. FOR PURPOSES OF THE COMPARISON OF THE ESP VERSUS MRO» 

11 DO THE COMPANIES HAVE AN OPINION CONCERNING WHICH 

12 PERCENTAGES OF MARKET PRICE SHOULD BE ASSUMED FOR 

13 THE ESP/MRO COMPARISON? 

14 A. Yes. The Companies' counsel has advised me that the proper comparison to 

15 make is to the maricet price percentage blends m effect at the time our ESP 

16 applications were filed. Consistent with that understanding, the Companies have 

17 assumed a MRO phase-in of 10 p^ceat, 20 percent and 30 percent, which is 

18 permissible under either S.B. 221 or H.B. 562. 

19 Q. AT YOUR DIRECTION WAS THE EXPECTED COMPETITIVE 

20 MARKET PRICE OF FULL-REQUIREMENTS SERVICE FOR THE 

21 TERM 2009-2011 CALCULATED? 

22 A, Yes. The calculated price for fiiU requiremeats service (or Competitive 

23 Benchmark) for die 2009-2011 term was $85.32 for OPCO and $88.15 for CSP. 



1 The Competitive Benchmark prices were calculated as part of the Cotnpaxoes' 

2 obligation under S. B. 221 in order to provide the Commission with one of the 

3 components needed to evaluate the proposed ESP. These prices r^lcct a 

4 comprehensive, balanced calculation of tiie market cost of foil requuati€3iis 

5 service for the 2009-2011 time p^od. 

6 Q. ARE THERE EXAMPLES WHERE COMPETITIVELY PRICED FULL 

7 REQUIREMENTS SERVICE HAS BEEN PROCURED FOR RETAIL 

8 CUSTOMERS? 

9 A. Yes. There have been a nimiber of auctions in multiple states for fiiU 

10 requirements service that was corq^etitivdy bid in stqsport of deregulation to 

11 hilfill customer load requirements. 

I 12 Q. WHAT RANGE OF PRICES HAVE OTHER SIMILAR AUCTIONS 

13 PRODUCED FOR FULL REQUIREMENTS SERVICE? 

14 A. The range of prices observed in otl^r auctions Isfve typically been eitiier similar 

15 or higher tiian the Companies' Competitive Benchmaric For example, in New 

16 Jersey, results fiom competitive auctions for foil reqmrem^s scarvice ov^ the 

17 last diree years have ranged between $99/MWk and $12Q/M:WL Ibis W a s i n i ^ 

18 range to that observed for auction results for foil requir^nents service in 

19 Delaware during the same time fiame. As explamed later in my testimony, 

20 energy and cqiacity comprise tiie majority of the total cai][̂ >etitive price. New 

21 Jersey and Delaware would likely see higher prices du« to botii stetes having 

22 more transmission constraiQts than the AEP System. 



1 Q. WHY WERE THE CALENDAR YEARS 2009-2011 SELECTED AS THE 

2 APPROPRIATE TIME FRAME TO PRICE FOR THIS PROCEEDING? 

3 A Calendar years 2009-2011 match tl^ |MX)posed time fiame of the ESP and thus 

4 pro^dde an 'aisles to apples' comparison between the ESP and the Competitive 

5 Benchmark. 

6 Q. HOW WERE THE PRICING COMPONENTS INCLUDED IN THE 

7 CALCULATION OF THE COMPETITIVE BENCHMARK 

8 DETERMINED? 

9 A. S.B. 221 does not identify a comprehensive list of items tot would be included 

10 by a supplier in providing retail electric service but it does provide some g^teral 

11 guidance. Section 4928.20(J), Ohio Rev. Code, discusses the scenario hi \ ^ c h 

12 customers tiiat are part of a govonmeutal aggregation and elect not to receive 

13 standby service, must pay the market price for competitive retail electric service 

14 upon returning to the C^onrpanies'generation service. The providcm states that 

15 'such market price shall include, but not be limited to' 

16 • Capacity 

17 • Energy Charges 

18 « All RTO charges, including but not limited to 

1^ Transmission 

20 Ancillary s^vices 

21 Congestion 

22 Settiement and Administrative Charges 



1 * All other costs incurred by the utilily that are associated with the 

2 procurement, provision and administration of that power s i^ ly , 

3 Q. WERE ANY OTHER SOURCES CONSIDERED IN DETERMINING 

4 WHAT PRICING COMPONENTS SHOULD BE INCLUDED? 

5 A. Yes. Processes in place in states with deregulated electricity maiikets weie 

6 considered to understand tiie pridng componaits tb^^ used to set competitive 

7 generation rates in their respective auctions. In general, what I have heesx 

8 referring to as foil requirements service used to develop the Conqmides' 

9 Competitive Benchmark, is very similar fiom state to state. The way in whidi 

10 various pricing elements are ^ouped and the qiecitic labels ai^Iied to them A ^ , 

11 as one would e?q>ect but tiie essence of what codniKuients are riecessary to pitmde 

12 competitive g^eration so^ce axe largely ^milar aooss the various deregulated 

13 slates. 

I 14 For example, suice the initiation of competitive inocurem^it of market* 
! 

15 priced supply in 2004, Maryland's utihties have relied cm fuUniequireniaiits 

16 contracts with wliolesale sqspHers to serve residential standaid service load. 

17 These full-requirements contracts require sellers to supply: 

IS • Energy 

19 • edacity 

20 • Ancillary services 

21 • Losses 



1 • Any other electrical services (other tiian transmission and distribution 

2 services) necessary to deliver power to the customer's metier to serve that 

3 customer's requiremeats at all times 

4 The Delaware Public Service Commission has developed a pricing &am0wo± in 

5 order to evaluate the competitive procurement bids siilnnitted by iiidividual 

6 auction participants. The foUo^nng cost items are included m tiiat pricing 

7 fiameworit: 

8 PJM Western Hub On-Peak and Off-Peak Prices 

9 Electric Distribution Company (EDC) Specific Unhedged Coi^estion 
10 Adder 

11 e:>C-Specific Marginal Loss Adder 

12 EDC Rate Class-Specific Load Simpc Adder 

13 Capacity Price 

14 Loss Adder 

15 Andllaiy Service Adder 

16 Renewable Portfolio Standard 

17 Transaction Cost and Risk Adder 

18 Q. WHY DID THE COMPANIES CHOOSE THE STATES OF DELAWARE 

19 AND MARYLAND TO USE THE CALCULATION OF FULL 

20 REQUIREMENTS PRICING COMPONENTS? 

21 A. Both Delaware and Maryland wei« among the fiist staies to folly impIsDoent 

22 eleciric deregulation and have several years ofauction results and m^hodology to 

23 examme. Tb& experiences of Delaware and Maryland provide a reasonable and 

24 representative view of deregulated markets. 



1 Q- WHAT PRICING COMPONENTS DID YOU INCLUDE IN YOUR 

2 CALCULATIONS OF 2009-11 PRICES? 

3 A. Based on the componcaits reJerred to in S 3 . 221 and on what otiier oodq^etitive 

4 auctions have identified, tiie following cornponents have be^i included: 

5 • ATC Simple Sw^ (adjusted for b a ^ ) - This compoiKnt is ^ p l y the 

6 price of the mdustry standard energy product traded through the broker 

7 market and on the electronic exchanges, such as the btteftontinental 

8 Exchanged The 'basis adjustment' is tiie historical price relationship 

9 between different physical delivery pomts. For example, while the AEP-

10 Dayton Hub is the liquid trading locatbn where madoet quotes are 

11 available, ABP Ohio loads are settled by PJM at the AEP Zone. Since 

12 forward market quotes are not available for the AEP Zone, a pricing 

13 differential between the two points must be added to the AEP-Dayton Hub 

14 market prices to derive tiie msakdt price for energy at tiie ABP Zone 

15 location. 

16 • A Load foUoving^shaping adjustment ~ This component acyusts the 

17 standard energy price (tiie ATC Single Swap) to account for tiie foct that 

18 the Companies' customers do not use a constant volume of energy across 

19 all hours of each day. This cotnponent adjusts the price of the ATC 

20 Simple Swap to price the spedfic load shape of ihe C^m^anies' 

21 customers, hi addhion, this con^nent includes the pridng fmpilcatiojDis 

1 Intsrconfmental Bcchange (ICE) is a leading electronic marketplace for energy trading 
and price discovery. ICE allows market poilldpants da^ct access to energy futures and 
Over-the-Counter commodity products for oil and refined products, ncrtural gas. power 
ond emissions. 

10 



1 tiiat arise fiom the inevitable unc^tainty of exactiy what the levd of 

2 customer d^nand will be on any given day or hour over the 2009-2011 

3 time fi-ame. The calculations are based on CSP's and OPCX>'s historical 

4 load shape by hour, publidy available historical PJM market prices and 

5 volatility to model the cost of the load's shape and variability. 

6 • PJM Ancillary Services - This component prices the cost of andllary 

7 services required by the PJM RTO to serve load in the PJM footfoint 

8 • Losses - This component represents the costs of distribution losses that 

9 must be supplied in the form of additional energy in order to folfill the 

10 load demand at tiie customer's mder. 

11 • PJM Cfiq}acify Obligations - This component reflects the cost of PJM's 

12 reqmred capacity obligations for load serving entities and was derived 

13 fix>m the PJM Rellaibility Pricing Model ^JM Capadty Auction) results 

14 for the relevant time period. 

15 • Transaction Risk-This component reflects a variety of risks that will vary 

16 based on the uiuque profile and business objectives of eadi individual 

17 bidder. Examples of such suppHer risks include commodity price risk, 

18 migration risk and credit risks. 

19 • A retail administration chaise - This con^ionenl is induded to cagpture the 

20 various costs that a supplier would need to add to their foll-ciequiranenrts 

21 offer in order to cover tiie costs of partidpating in an auction and folfilling 

22 the contractual obligations. Marketing, personnel, overhead, taxes and 

23 profits are all examples of cost components that need to be included to 

11 



1 arrive at a fidl r^uirements service market price. For examine, die state 

2 of Connecticut mcludes a range of $5/MWh to $10/MWh fortius chaise. 

3 Q. WERE THE PRICING ELEMENTS USED IN DETERMINING THE 

4 COMPANIES' COMPETITIVE BENCHMARK SIMILAR TO THE 

5 METHODOLOGY EMPLOYED TO ESTABUSH THE ESTIMATED 

6 MARKET PRICE FOR ORMET? 

7 A Yes. The pricing elements used in det^mining the Compames' Cobipetitive 

S Benchmark are siinilar to the pridi^ elements and methodology apiHOved by tiie 

9 Cotmnission m estimating the market price for Om^t The Co£r^)etitive 

10 Benchmark methodology is more comply by necessity, than was utilized to 

11 price Onnet's uiuque situatioit For example, althou^ certain dements, 

12 including PJM ancillary services, wira% not specifically idaatified ia the 

13 Companies' Ormet filing, the costs associated with these d^nents were h^dled 

14 through other mechanisms. 

15 Q. WHAT PRICING ELEMENTS HAVE THE LARGEST RELATIVE 

16 IMPACT ON THE PRICE OF THE COMPETTTIVE BENCHMARK? 

17 A. When reviewing all of the elements that go into pricmg the Competitive 

18 Benchmark, it is easy to lose sight of the relative importaiK^e of tiie indhddual 

19 pieces. The tables below provide the specific costs included ui the Competitive 

20 BeiKhmark for botii CSP and OPCO and theu- respective impacts on the toted cost 

12 



CSP Estimated Full Requirements Service Price for 
Calendar Year 2009-2011 Term 

Cost Components 
ATC Simple Swep 
Basis 
Load Shape and 
Foliowing 
Retail Administration 
Ancillary Services 
Losses 
PJM Capacity 
Requirements 
ARR Credit 
Transaction Risk Adder 
Class Total 

CSP Total 

Cost Components 
ATC Simple Swap 
Basis 
Load Shape and FoKowing 
Retail Administration 
Ancillary Services 
Losses 
PJM Capacity 
Requirements 
ARR Credit 
Transaction Risk Adder 
Class Total 

OP Total 

CSP 
ReskJential 

$57.84 
$0.51 

$9.59 
$5.00 
$1.19 
$4.01 

$15.78 
($2.73) 
$5.47 

$96.66 

CSP 
Commercial 

$57.84 
$0.61 

$5.33 
$5.00 
$1.19 
$2.53 

$1180 
($205) 
$4,93 
$67.08 

CSP 
Industrial 

$57.84 
$0.61 

$2.31 
$5.00 
$1.19 
$0.91 

$7.86 
($1.40) 
$4.45 

$78.67 

$86.15 

OP 
Residentiat 

$57.84 
$0.51 
$7.66 
$5.00 
$1.19 
$1^8 

$13.47 
($2.42) 
$5.07 

$69.60 

OP 
Commerc^l 

$57.84 
$0.51 
$e.06 
$5.00 
$1.19 
$4.46 

$12.51 
($2.16) 
$5.13 
$90.54 

OP 
Industrial 

$57.84 
$0.51 
$2.58 
$5.00 
$1.19 
$2.49 

$8.15 
($1.41) 
$4,58 

$80.93 

$85.32 

As can be observed from the tables, the most agnificant coctributors to the 

overall cost of Ml requirements service are the direct energy cost, the capadty 

obligation implem^ted by PJM, and the load shaping and foUowiag premium 

necessary to convert the standard quoted energy product to the spedfic load 

profiles of CSP and OPCO. Looking at tiie tables in xmte detail tiie ATC Shnple 
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1 Swap (the durect energy component) accoimts for approximatdy 66% of the total 

2 price for C SP and approximately 68% of the total price for OPCX). Ihe cost of 

3 the ATC Simple Swap, which can be readily observed, is the single largest 

4 determinant by a factor of four in tiie Competitive Benchmarks. The second 

5 laigest factor is tiie PJM c^iadty component, which accounted for approximately 

6 14%aiid 12%, for CSP and OPCO respectively, of the total price. Ihns^roughly 

7 80% of the total competitive benchmarks reflectthe basic conqjonents of serving 

8 load, that being energy and capadty. 

9 Q. PLEASE DESCRIBE HOW THE COMPETITIVE BENCHMARK WERE 

10 CALCULATED-

11 A. The prices were calculated based on observable market inputs and commonly 

12 accepted pricing methodolo^es. For example, the market price of tiie ATC 

13 Simple Swap was obtamed fiom a 3"̂  party, publicly avdlable market source. 

14 The PJM Capacity Obligations wore calculated using the published results of PJM 

15 capacity auctions. The volatility numbers necessary to model certain risk 

16 components were calculated dircctiy from PJM historical pricing data and 

17 publicly available madcet quotes. All phases of calculating the Competitive 

18 Benchmarks relied on verifiable, public data; a comprehensive and intuitive s^ of 

19 pricing components; and a reliance on rigorous and commonly accepted 

20 computational methodolc^es. In areas ti^ induded qualitative decisions, sudi 

21 as the 'Retail Adtttinistration Charge', the experiences in otb^ dere^ated states 

22 was considered to reflect a balanced and reasonable approach in determining an 

23 ^propriate charge. 
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1 Q. SINCE THE ATC SIMPLE SWAP HAS THE LARGEST NET IMPACT 

2 ON THE FULL REQUIREMENTS PRICES, HOW WERE THE MARKET 

3 PRICES USED IN YOUR CALCULATIONS SELECTED? 

4 A. Hie ATC Simple Swap price is sinqjly the standard quoted product that is activdy 

5 traded on the electronic platfbnns siKh as ICE and throu^ the broker market -

6 but the price of that energy changes on a daily basis. Since tite value of a fiiH 

7 requirements service price is constantiy changing^ based on the daily moves in 

8 power prices, the challenge fec^ is selecting the ̂ propriate time period to use in 

9 selectii^ energy pricing inputs. Change tte day or days used to gather die ATC 

10 Simple Swap pricmg inputs will impact the dtimate price. This diall^ige was 

11 addressed by creating sdection criteria that would provide the most accurate 

12 representation of the general market prices that have existed over the rec€3)t past 

13 Instead of simply using the market prices from one day to gather the inputs for the 

14 ATC Simple Swap value, we chose a series of days. In addition, instead of 

15 selecting just one time fr^me fiom whidi to gather energy price inputs, we 

16 concluded that staggering tiie time frames across tiie first 7 months of 2008 wodd 

17 provide the most accurate representation of recent market conditions. For tiiese 

18 reasons, an average of the market prices from the first week of each of the first 

19 diree quarters of 2008 was used to calculate the ATC Swap price used m 

20 calciilating the Competitive Benchmarfc 
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1 Q. ARE THERE OTHER FACTORS TO CONSIDER IN MAKING THE ESP 

2 VERSUS MRO COMPARISON? 

3 A. Yes, there are. The non-market portion of an MRO-based SSO can be adjasted 

4 for known and measurable changes in cost of fiid; purchased power coste; costs 

5 of complymg with the supply and demand portfolio lequirements^ including 

6 renewable «iergy resource and oiergy eflSciency requirements; and costs of 

7 environmental compliance requirements, includmg deratings of fedlities 

8 associated with environmental compliance. For purposes of iMikmg fee ESP 

9 versus MRO comparison, tiiese costs will be recovered as part of tiie Companies' 

10 ESP-based SSO or as part of an MRO. While only a percentage of titeSe costs 

11 will be reflected in an MRO-based SSO, smce a decreasmg percentage of die non-

12 market portion of an MRabased SSO will be reflected m tiiat SSO, tiie SSO will 

13 reflect market price as tiie remaining component of the SSO. 

l-̂  Further, m an MRO context flie FAC applicable to tiie non-market SSO 

15 componeait would not be phased-in since such a phase-in would be mconvpatibte 

16 ^^tii a market pridng reghne. hi addition to Ihe FAC uiq?acts, the carrying costs 

17 assodated witii environmental investmwits whidi are part of tiie ESP's SSO, also 

18 would be included as part of die MRO*s SSO. 

19 Q, WHAT ARE THE RESULTS OF THE COMPANIES' ESP VERSUS MRO 

20 COMPARISON? 

21 A. As shown on EXHIBIT JCB-2, the Companies' ESP is more favorable when 

22 compared to the MRO, The analysis reflected on flie exhibit h conservative. For 

23 instance, die ESP evaluation includes tiie benefits arising from tiie gridSMART 
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1 and enhanced nsliability programs, and the evaluation charges the related costs 

2 against the ESP. Therefore, tiie evaluation shows the ESP vahie bemig evra closer 

3 to the MRO tiian is likely 

4 Q. WOULD THE RESULT OF THE COMPARISON BE THE SAME IP THE 

5 MARKET PRICE PERCEIVTAGE BLEND REFLECTED THE 

6 AMENDMENT CONTAINED IN H.B. 562 TO THOSE PERCENTAGES? 

7 A. Yes. While die spread between the ESP and MRO would be reduced, the ESP 

8 still would be more favorable. 

9 Q. ARE THERE OTHER ASPECTS OF THE COMPANIES' ESP THAT 

10 SHOULD BE CONSIDERED IN COMPARING THE ESP TO AN MRO? 

11 A. Yes. Besides tiie comparison shown m my exhibit of the resulting SSO» there are 

12 otiier features of tiie ESP tiiat support it bemg more favorable m tiie ^gregate. 

13 For instance, the ESP altemative jHOvides for si i^e issiie rate makjn^ for 

14 distribution service. This feature enables the Conxparties to proceed now with 

15 tiieh- gridSMART and enhanced distribution reliability initiatives. The MRO 

16 altemative does not appear to conten^lato suigle issue distribution service rate 

17 making. 

18 Another feature fliat is part of the Comparues' ESP package that would not 

19 necessarily be included in an MRO is tiie shareholder funded commitm«it 

20 focused on economic development and low-income customer assistance. 

21 Moreover, tha% are other features in the ESP with rate-related impacts 

22 tiiat still would be induded in an MRO and therefore have the same impact on 

23 both sides of the comparison- Those features relate to the statutory mandatos 
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1 concerning altemative enei^ resources, energy efficiency and peak demand 

2 reduction, the provider of last result obligation, and tiie non-mandated, but 

3 obviously appropriate, economic dcvdopment^ot) retention efforts. 

4 

5 PHASE-IN OF FAC EXPENSES 

6 Q- ARE THE COMPANIES PROPOSING TO PHASE-IN THE EXffENSES 

7 THAT WOULD OTHERWISE FLOW THROUGH THE FAC DESCRIBED 

8 BY COMPANIES'WITNESS MR. NELSON? 

9 A Yes they are. The operation of tiie FAC proposed by Mr. Nelson a<«?ommodates a 

10 phase-in and Mr. Assante describes the accoimting associated with tibe phase-in, 

11 includmg the accounting requiranents for the Companies to be able to provide a 

12 phase-in plan. 

13 Q. WHY ARE THE COMPANIES PROPOSING THE FAC, ALONG WITH 

14 THIS PHASE-IN? 

15 A. The FAC is an appropriate way to reflect changes in tiie costs of the various 

16 components of the FAC. In addition to bemg consistent witii proviaons witfam 

17 S.B. 221 tiiat autiiorize recovery of such costs timn^ a fliel clause, tfee proposed 

18 FAC advances tiie policy outiined in Section 4928.02(G), Ohio Rev. Code, to 

19 recognize tiie continuing emwgence of competitive electridty markets throngb 

20 the development and implementation of flexible regulatory treatm^at, and it also 

21 advances tiie policy outiined in Section 4K8.02(J), Ohio Rev. Code, to provide 

22 coherent, transparent means of ^ving ^propriate mcentives to technolo^es tiiat 

23 can adapt successfiilly to potential envhonmental mandates. The basdc reason for 
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1 tiie phase-in relates to tiie history of tiie fad and fiid-rdated cost con^nents 

2 included in tiie FAC and tiie cost levels of those components in flie CcBitpaniea' 

3 current rates. The fuel clauses that were included in the Conqenles^ unbundled 

4 rates m their Electric Transition Plan proceeding were the EFC rates in effect on 

5 October 5,1999. The unbundled gcn«atic«i rates, includmg the October 5,1999 

6 EFC were frozen for five years, through the end of 2005. 

7 In the Companies' RSP case, each of tiie Company's generation rates w^:e 

8 mcreased in 2006,2007 and 2008 by fixed percentages - three percent fior CSP 

9 and seven percent for OPCO. Those perc^itage increases wese intended to move 

10 the Companies* generation rates closer to market-based rates and to support the 

11 Companies' ability to finance projected cc^ital mvestments associated witti 

12 environmental compliance facilities. Those increases wrae not cost-of-^rvioe 

13 based and were not characterized as being applicable to any particular cost 

14 component such as tiie October 5,1999 EFC rate. 

15 In the context of implementing the FAC h is necessary to establish a 

16 baseline that represents the level of FAC costs that are reflected in cuiroit rates. 

17 The difference between that baseline and tiie iH-qjected 2009 FAC costs would be 

18 the basis for the initial FAC costs to be recovered m 2009. 

19 It would not be unreasonable for tiie Companies to take the position that 

20 the percentage rate increase in tiie RSP case did not increase the Companies' 

21 recovery of the cost components that will be included in the FAC. However, in 

22 an effort to reflect a more moderate approadi the Cc»npanies are psoposing to 

23 estabUsh a baseline which assumes that the annual RSP fixed increase percentages 
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1 acted to increase the recovery of the components that will be ui the FAC. That is, 

2 to treat it as if the FAC compoiKnts WK^ increased by titoee percent for OSP and 

3 seven percent for OPCO. 

4 Even that more moderate ^iproach, however, still leaves a substaiitial 

5 difference between the baseline and tiie projected 2009 FAC costs. In C3id^ to 

6 ftuther moderate the hiq>acts of implementation of tiie FAC the Companies have 

7 proposed a phase-in. The goal of the FAC phase-in is to hold annual total rate 

8 increases to approxunately fifteen percent for each rate s d K ^ e : m the 

9 Companies' tariffs. 

10 Q HOW WAS THE DECISION MADE TO TARGET THE INCREASE TO 

11 APPROXIMATELY FIFTEEN PERCENT? 

12 A. The fifreen percent target is judgmental. It must be recognized that the frictors 

13 primarily drivii^ tiie increases are related to r^idly increasing fiid esqp^ises and 

14 enviromnental compliance investments that the Companies have made. In 

15 addition, tiie Companies believe the time is right to proceed with advanced 

16 distribution reliability prv^rams and gridSMART. Fbally, fliere are obvious rate 

17 impacts associated with several of tiie mandates found in S.B. 221. 

IS The long and short of it is that addressing these myriad factors results in 

1 ̂  rate increases. The Companies' phase-in proposal seeks to levdize the impact oo 

20 customers ma manner that makes tiie most sense. I should note, as Mr. Hamrodc 

21 does in his testimony, that the target of approximately fifteen perc^rt will not 

22 include m^acts from ihe Transmission C^t Recovery Rid« or fixKn new 

2 3 goverrunent mandates. 
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HOW DOES THE RATE IMPACT TARGET OF APPROXIMATELY FIFTEEN 

PERCENT COMPARE TO ELECIRIC UTILITY RATE INCREASES BEING 

AUTHORIZED IN OTHER STATES? 

Looking at the other companies on tiie AEP system with recent rate activity the 

range of requested rate mcrease ranged fiom 20%-34%, 

DO YOU HAVE AN ESTIMATE OF THE FAC PHASE-IN PERCEiSTTAQES 

THAT MIGHT OCCUR, GIVEN THE COMPANIES' RATE IMPACT 

TARGET OF APPROXIMATELY FIFTEEN PERCENT? 

Yes. Under the proposed phase-in, the increase from the baselme to projected 

2009 FAC costs would approxunate the following schedule: 

First Bill Cycle 2009 
First Bill Cycle 2010 
First BiU Cycle 2011 

CSP 
57% 
100% 
100% 

OPCO 
1«% 
62% 
100% 

DSf THE PROJECTED 2009 FAC COSTS USED BY MR NELSON, DID 

YOU DIRECT HIM TO REFLECT AN INCREMENT OF PURCHASED 

POWER ON A SUCE OF SYSTEM BASIS FOR EACH COMPANY 

EQUIVALENT TO FIVE PERCENT OF THAT COMPANY'S LOAD? 

Yes, I did. 

WHY WOULD THE COMPANIES PURCHASE THIS POWER? 

As part of the ESP, the Companies propose to purchase pow^ on a slice-of-

system basis m increasing mcrements during eadi year of the ESP. The 

increments are five p^x:ent in 2009, trai percait in 2010 and fifteen percent in 

2011. These amounts r^res^it half the market rate impact on custom^^' rates 

that likdy would result from unplementing the MRO alternate. Therefore, these 

21 



1 purchases can be seen as a limited feature for the continuing transition to market 

2 rates, witiiout starting tiie clock that would result in full market rates by oo later 

3 than ten years after an MRO is initiated. The purchases also are ccxmslieiiA with 

4 state policy to recognize the continuing emergence of competitive dcctridty 

5 markets through tl^ develo|»n^ and implementation of flexible regulatory 

6 treatment. 

7 Seen fiom a difier^it p^spective, these purchases \ ^ reflect the 

8 Companies' agreement to a c c ^ the Ormet and Monongahela Power Company 

9 loads into tiieir service t^tories. The Companies believe that during te time 

10 that they will not be on the MRO track they sfliould be able to rdy to some extent 

11 on the market as a source to serve the eqdval^t of those new Ic^ds aiui can also 

12 be used as a source of supply for future economic devdo|»nent in the Companies* 

13 service territories. Reflectii^ tiiose purdiases m tiie FAC is consistent witii the 

14 cost recovery mechanisms approved by the Commission for both the Mon Power 

15 and Ormet situations. 

16 Q. RAVE YOU READ THE TESTIMONY OF MR. ASSANTE 

17 CONCERNING ACCOUNTING ASSOCUTED WITH THE PHAJS&IN, 

18 INCLUDING THE INCLUSION OF CARRYING COSTS ON THE 

19 DEFERRED mCREVIENTAL FAC COSTS? 

20 A. Yes, I have. 

21 Q. IS THERE AN ALTERNATIVE APPROACH TO THE TRADITIONAL 

22 PHASE-IN MR ASSANTE DISCUSSES IN HIS TESTIMONY? 
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1 A. S.B. 221 refers to securitizmg any phase-in, mdusive of carrying charts. It is 

2 my belief that securitization of the pbase-in/canying charges could reduce the 

3 customers' financing costs associated wifli a lAase-in. It is my undastandmg tiiat 

4 unfortunately, S.B. 221's passmg reference to securitization is not adequate to 

5 actually implement securitization in the most economic way, Le., for tiie debt to 

6 receive a AAA credit rating fi:om tiie rating agendes. Securitization witii a AAA 

7 credit rating, which has been used by other utilities, would enable the securitizcd 

8 debt to obtain a low interest rate for the benefit ofratepayws who would pay the 

9 mterest as well as tiie principal. Without securitization, in order to covw 

10 financing costs , customers would have to reimburse tiie Companies at the 

11 Companies' weighted average cost of capital rate which is a higher rate than a 

12 AAA secured interest rate on the phase-in bonds. 

13 Q. WHY DO YOU SAY THE REFERENCE IN S,B, 221 TO 

14 SECURTTIZAnON IS INADEQUATE? 

15 A It is my understanding tiiat, in CHder to sectiritizie die defared unrecovered FAC 

16 costs that result fiom the phase-in, existing law wodd need to be amended to 

17 include sufBcient language to pra^de legal assurance that tiie debt will be secured 

18 and, as such, quaUfy for a AAA credit rating. AAA rated debt is awarded tiie 

19 lowest interest rate available in the maricet Presentiy S.B, 221 does not include 

20 sufticient language to si^jport a AAA <a«dit rating fiom the cre<Kt rating g^aides 

21 for the securitized debt. The Companies intend to pursue the legislative changes 

22 needed to adiieve securitization. If tiie present law is amended to make 

23 securitization feasible, the Companies will, with flie Commission's ^jproval. 
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1 securitize tiie remainii^ balance of the deferred unrecovered phase-in FAC costs, 

2 uicludkig to-date carrying charges and cease recovery of a wei^ited av^age 

3 capital cost based carrying cost. 

4 

5 CARRYING COSTS ON ENVIRONMENTAL INVEgTMENT 

6 Q, ARE YOU AWARE THAT MR- NELSON TESTIFIES REGARDING THE 

7 RECOVERY OF CARRYING COSTS ASSOCIATED WITH 

8 ENVmoNMENTAL INVESTMENTS MADE DURING THE 2001-2008 

9 PERIOD AND TO BE MADE DURING THE 2009-2011 ESP PERIOD? 

10 A Yes I am. 

11 Q. WHY ARE THE COMPANIES REQUESTING RECOVERY OF TIIESE 

12 COSTS? 

13 A. The environmental investm^ts i^viously made and still to be made are critical 

14 to tiie Companies' abili^ to keep thdr fleet of g«ierating fedlities m operation. 

15 Altemative energy resources, including renewable energy resources, and ener^ 

16 efficiency and peak demand redaction programs have an important place m the 

17 Companies' resource portfolio. However, those resources and programs will not 

18 replace the need for tiie eidsting base load ^neration—at least not in the 

19 foreseeable fiiture. Tho^fore, the environmental investments have beei, and will 

20 continue to be critical to the Con^Kmies' ability to provide service to their 

21 customers and to support the es^rgy requirements of Ohio's economy. 

22 In addition to being consistent witii provisions within S.B. 221 that 

23 authorize such recovery through automatic increases, this proposal hel^ advance 
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1 tiie policy outhned in Section 4928.02(C) , Ohio Rev. Cocte, to promote dWersily 

2 of electridty supplies and supplies while also advancing the policy outiined m 

3 Section 4928.02(A), Ohio Rev. Code, to maintam reasonably priced retail electric 

4 service. 

5 Q. HAVE THE COMPANIES REQUESTED RECOVERY OF CARRYING 

6 COSTS ON THE ENTIRETY OF THEIR ENVIRONMENTAL 

7 INVESTMENTS MADE FROM 2001-2008? 

8 A No. As explained by Mr. Nelson, tiie Companies are not proposing to IBCOVCT 

9 carrying costs associated with a lai^e portion of tiieir 2001-2008 environmeDtal 

10 investment What is being requested is only vAisX is not presentiy reflected in die 

11 Companies' existmg SSO rates. This position represents anotiier advantage of tiie 

12 Companies' ESP in comparison witii an MRO. 

13 

14 PROVIDER OF LAST RESORT CHARGE 

15 Q. WHAT IS THE SCOPE OF THE COMPANIES' OBLIGATION AS THE 

16 PROVIDER OF LAST RESORT? 

17 A Despite the many changes to Ohio's customer choice le^lation enacted in 1999 

18 (Am. Sub. S.B. No. 3 - S-B.3) tiiat were made by S.B. 221, tiie fimdamental 

19 premise of S.B. 3 remains. That is, all customers are free to switdi to receive 

20 generation service fiom Competitive Retail Electric Service (CRES) providears. 

21 Further, customers can become part of a government aggregation group as anothw 

22 form of switching. 
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1 Conversdy, customers also are firee to continue to rdy on thdr incumbent 

2 utility for generation service at a tariff rate. Even those customers who switch can 

3 choose to return to their incumbent utility. Further, if the CRES provide to 

4 whom customers switehed or the supplier to the government aggr^ation gf̂ cxip 

5 were to default in its service obligation, those customos can return to the 

6 incumbent utility. 

7 This flexibility leaves the Companies in the precarious po^on of bemg 

8 exposed to losmg generation service load when the market jmce is low but 

9 needing to stand ready to begin serving that load again Mriien file maik^ price is 

10 high, and in the case of a CRES or other s i l l i e r ddault, doing so at a moment's 

11 notice. There is a definite and significant cost assodated with providhig this 

12 flexibility. In addition to the challenges ofpioviding capadty and energy cm shott 

13 notice, the Companies would provide service to returning customers at die SSO 

14 rate (even though they are likdy to be returning because markd: ^ c e s @£oeed to 

15 SSO). 

16 In addition to being consistent with provisions wilhm S,B. 221 ftat 

17 authorize such charges, this {HOposal advances the policy outlined in SectKtn 

18 4928,02(A), Ohio Rev. Code, to promote diversity of electridty s i ^ I i ^ while 

19 also advancing the policy to maintain reasonably priced retail dectric service. 

20 Q. ARE THERE PROTECTION IN PLACE FOR THE COMPANIES TO 

21 LIMIT THEIR EXPOSURE TO TEEESE COSTS? 

22 A. There are some lirnited protectioris in the ccmtext of ŝ ioppmg rdes discussed in 

23 the testimony of tiie Companies' witness Mr. Roush these are consists with S.B. 
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1 221 which continue to support customers having a true maricet optiort Th^cc are 

2 other protections, however, that would appear to shield tiie Companies fix)m some 

3 costs associated with providmg the flexibility but m practice might not. 

4 Q. DO YOU HAVE AN EXAMPLE OF SUCH A PROTECTION? 

5 A Yes, I have been advised by counsel that a govranment aggregation may elect not 

6 to receive standby service from the incumb^ot utility operating under an ESP. If 

7 the utility is notified of that election, it is prohibited fiom charging customers of 

8 the government aggregation for standby service. Howev^, customers of that 

9 goverrunent aggregation who retum to the ufilrty for generation service will be 

10 required to pay the market price of power incurred by the utility to serve tiie 

11 customers (plus any amount attributable to compliance with the alt^native energy 

12 resource mandates in S.B. 221). Thb protection, however, is not unlimited suice 

13 the Commission has tiie authority to relieve customers of this maricet price 

14 exposure after two years. 

15 Q. WHY DO YOU BELIEVE THIS PROTECTION FOR THE COMPANIES 

16 MIGHT NOT BE EFFECTIVE? 

17 A. The most likely time for a supplier to a governmental aggregation to default is 

18 when market pnces are at their highest levels. While charging those mark^ 

19 prices, which m today's market condition would be in a range of $85-90/MWh, or 

20 higher, is theoretically consistent with customer dioice, I ^mply do not believe 

21 that the Conunission and/or the General Assembly and Govamor vnll sit bad: and 

22 fail to uitervene while residential customers are forced into paying those rates. 
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1 Q, DO YOU HAVE AN EXAMPLE OF GOVERNMENT ACTION WHICH 

2 LEADS YOU TO THIS BELIEF? 

3 A, Yes, S.B. 221 itself is a govermnoit action to protect custon^rs fixMn having to 

4 pay market prices for power begnining in 2009. The market price ov&r a full year 

5 at on-peak and off-peak hours would be considerably lower than wt^ tiie znadbet 

6 price could be at tiie tune of a supplier's defeult The enactment of SB. 221 

7 convinces me tiiat utilities likdy would not be permitted to charge marisiA rates to 

8 tiiose customers who agreed to fiexrefo standby service. 

9 Q. DO YOU BELIEVE THAT CUSTOMERS WHO PAD) NO STANDBY, OR 

W POLR CHARGE STILL WOULD BE ENTITLED TO POLR SERVICE. 

11 A. Yes, while I certainly cannot predict tiie ultimate resolution of sudi a sttuation I 

12 am quite confident that those customers will not be required to psy peak spot 

1̂  market prices. To me this is no differ ît than many non-resldeaitid ci^caners 

14 who m^ed tiie passage of S.B 221 so tiiey could pay rates regulated by tiie 

15 Comnussion. 

16 Q. DO YOU HAVE ANOTHER EXAMPLE OF HOW IT APPEARED THAT 

17 A UTILITY NO LONGER NEEDED TO PLAN TO SERVE POWER TO A 

IS CUSTOMER BUT ONCE AGAIN WOUND UP WITH THAT SERVICE 

19 OBLIGATION? 

20 A. Yes and this example is striking. Onnrt used to. be a customer of OPCO. When 

21 its service contract expired prior to tiie availability of cust<»ner choice, OPCO 

22 agreed to a modification of its service territory so tiiat tiie Ormet fadlities wound 

23 up in tiie service territory of anotiier electric supplier. This agreement 
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1 accommodated Ormet's desire to purdiase power m the market and OPCO no 

2 longer had to plan on serving Ormet's load which had b e ^ in the range of 500 

3 MW. 

4 Several years later when maricet prices no longer were attractive to Ormet 

5 it filed a coii^laint witii the Commission seeking to retum to the comfort of 

6 OPCO's service territory. Recognizing the State's uiter^ m enablmg Ormet's 

7 continued existence in an economically weak portion of Ohio, OPCO, aloi^ witii 

8 CSP and several of their industrial customers agreed to Ormet's return to service 

9 from OPCO and CSP, at a level of over 500 MW. 

10 Q. DO YOU THINK THIS WAS AN IMPROPER OUTCOME? 

11 A Just focusing on the interests of CSP and OPCO and its shardioiders, the outcome 

12 was & from ideal. Looking at this dtuation fixun a broader Ohio economy 

13 perspective I suppose it could be considered reasonable. My point, however, is 

14 that whm viewed through the lens of the nature and extent of the Canrpanies' 

15 POLR obligation, here we have load exceedh^ 500 MW that did not dmply 

16 switch to another g^ieration provider, it actually was removed fitttn OPCO's 

17 certified service territory. Nonetiieless, when push came to shove ti» customo' 

18 and its massive load switehed back to AEP Ohio. This is the ultimate nature and 

19 scope of AEP Ohio's significant POLR obligation. The obligation exists eveai 

20 when statutes and contracts tdl you otherwise. 

21 Q, WITH THIS BACKGROUND IN MIND, HOW DID THE COMPANI^ 

22 DEVELOP THE POLR CHARGE THEY HAVE INCLUDED? 
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! A. As I discussed previously, customers have tiie right to leave the utility and take 

2 service fiom an altemative siqjplier as well as the right to return to AEP's ESP 

3 pricing if fiiture market price fluctuations make it advantageous for tiiem to do so. 

4 AEP is holding the other side of that airangement; AEP is obligated to stffiad ready 

5 to handle whatever load fluctuations may result from such switchii^ The 

6 finandal risk inherent in such arrangranents is a resdt of the asymm^cal 

7 relationship that exists betvveen the two parties ~ one party is lK>lding tiie rights 

8 that will bring finandal braiefits to themselves and at the same time inipose 

9 financial losses on the other party. 

10 Q. WHY IS AN OPTION MODEL THE APPROPRIATE WAY TO VALUE A 

11 UTILITIES POLR OBLIGATION? 

12 A The costs of AEP's POLR obhgation can be best understood in light of potentially 

13 having to buy high and sell low. Wholesale {Hice volatility and tiie asymetrieal 

14 impacts of retail choice - i.e., the customer is tiie party who holds tiie abiUty to 

15 choose if and wdien tiiey want to take service fiom a omipetitivc retail j»rovider or 

16 under die utilhy's ESP plan - are tiie keys to understandmg AEP's cost of 

17 providing its POLR obligation. The customers' option to switdi provider can be 

18 demanded opportunistically, at the economic convenieoce of customers. In feet, 

19 Ohio's desire to create structures and incentives to encourage customer switdui^ 

20 is one of tiie stated policy gcals of SB 221, When dctOTmrang die cost of AEP's 

21 POLR obligation, it is hnportant to realize tiiat m financial tenns, such or^sided 

22 rights tiiat customers receive through retail choice are eqdvilarat to a serfea of 

23 options on power. When it becomes apparent that tiiere are ecorMJmic braiefits 
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1 from switching between a competitive supplier and the ESP price, the rational 

2 customer will exercise his or her flexibility to change providers. AEP, however, 

3 will bear the difference between market and ESP prices as a loss. Thus, an option 

4 pricing model provides an effective way to calcdate Ihe cost of AEP's POLR 

5 obligation. 

6 Q, WHAT METHOD WAS USED TO PRICE THE OPTION RISK 

7 INVOLVED IN ITS POLR OBUGATION? 

8 A. AEP used the Bladt-Sdioles option pricir^ model to calculate the vahe of Its 

9 POLR obligation. The Black-Scholes option pridng model is the widdy used 

10 option model. Amoi^ its many applications, it is used extensively to provide 

11 basic benchmark pridt^ for equity and commodity options. 

12 Q. WHAT ARE THE REQUIRED QUANTITATIVE INPUTS IN THE 

13 BLACK-SCHOLES MODEL? 

14 A. The inputs necessary to calculate the price of an option using the Bladc-Scholes 

15 model are (1) the market price of tiie of the underlying asset, (2) the strike price, 

16 which is tiie price levd at which tiie c ^ o n holder has the right to buy or seU the 

17 asset, (3) the time firame that the option cov^s, (4) tiie risk fise interest rate and 

18 (5) the volatility of the underlying asset 

19 The inputs used m calculating the cost of die Conqianies' POLR 

20 obligation and how they correspond to the defined elements of tiie Black-Scholes 

21 model are listed in the table below. 
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Black-Scholes 
Inputs 

AEP Innuts 
mto Black-
Scholes 

m Market 
Price 

The 
competitive 
benchmark 
prices 
discussed m 
relation to 
tiie MRO 

m strike 
Price 

The proposed 
ESP price as 
contained in 
our filing 

m Time 
Frame 

Calendar 
Years 2009-
2011 (tiie 
same term as 
our proposed 
ESP and tiie 
same term 
used to 
cdculate our 
contpetitive 
benchmarks 

(4\ Interest 
Rate 

The mterest 
rate of the 3 
year Treasury 
note 

1 

fSiVofafBftv 

Tte volatility 
of tiiefiitures 
contract for 
the term 
2009-2011 

1 Q. WHERE DOES THE RISK OF THE POLR OBLIGATION COME FROM 

2 SINCE THE PROPOSED ESP RATE IS LOWER THAN THE 

3 FORECASTED FULL REQUIREMENTS PRICE? 

4 A. The ESP price and the full requir^nents maritet price are ordy two of die variables 

5 that need to be taken mto consideration. The time frame of tiie option - in fins 

6 case the 2009-2011 time period set out in our filing- as well as tiie interest rate 

7 also have an impact on the cost of ihe POLR obligation. Even more importantiy, 

8 tiie volatility of electricity prices pl^s an important role. Simply because our 

9 proposed ESP rate is currentiy under the maric^ |»ice of competitive retail electric 

10 service does not mean that there will not be periods over the next three years 

11 where those pricmg lines could cross. Electricity is an extremdy volatile 

12 commodity traded. This volatilify no doubt is responsible for customers urging 

13 the passage of SJB. 3 so tiiey could get access to market prices and tiienutgiiig the 

14 passage of S.B. 221 so that they would be protected fiom marked {vices. The 

15 option calculation takes into account the extnrane volatility of electridty pric^ 

16 -when calculating tiie cost of the POLR obligation. It is also impc îant to 
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1 remember fliat the Black-Scholes modd also uses AEP's proposed ESP price and 

2 the estimation of competitive retail electric service pices as direct inputs. As a 

3 direct resdt of the differmce between tiie Companies' proposed ESP rates and the 

4 much hi^er competitive retaO electric service ^ces, the cost of fulfilling the 

5 Companies' POLR obligation is significantiy IOWM* than if tiie difference were not 

6 as large. 

7 Q. IN THE PREVIOUS EIGHT YEARS, VIRTUALLY NO CUSTOMER 

8 SWITCHING HAS OCCURRED IN THE COMPANIES' SERVICE 

9 TERRITORY. WHY DO THE COMPANIES BELIEVE A POLR 

10 CHARGE IS JUSTIFIED UNDER THE PROPOSED ESP? 

11 A. S.B. 221 makes clear that tlw promotion of retail oompetition, including large 

12 scde govemmentd aggregation, is one of the policy goals of tiie state. Moreover, 

13 given the volatility of electridty prices, market rates could fall below the SSO 

14 during the term of die ESP. The fifeedom for customers to switdi si^pliers ^ l e 

15 leaving the Companies obligated to provide POLR soidce imposes a quantifiable 

16 financial risk on the Compames. The POLR diarge the Conipatties are requesting 

17 in this filing is a fair and reasonable ai^roach to addressing the iiiherent risk 

18 assodated witii acting as the Provider of Last Resort 

19 Q. HOW HAS THE POLR OBLIGATION BEEN ADBEE^ED IN OTHER 

20 DEREGULATED STATES? 

21 A The way in which POLR obligations are dedt witii varies fipom state to state. 

22 Many states require customers returning to utility service to go on some type of 

23 market price - transferring the risk of switching fiom the utility to the custon^r. 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

21 

22 

23 

Q. 

A. 

Q. 

A. 

Q. 

A. 

If such an approach vrere used in Ohio, many have stated that tiie State's goal of 

relative price stability for customers would not be achieved. 

HOW DOES THIS APPROACH TO HANDLING THE COMPANIES' 

POLR OBUGATION AND ITS PROPOSED RETAIL SWITCHING 

RULES ADDRESS THE CONCERNS OF ALL STAKEHOLDERS? 

The Comparues are proposing to leave in place the switohing ndes cum^itiy in 

effect We beheve tiie inclusion of tile POLR charge in conjunction whh ihe rules 

that allow for broad switdiing among all oistomers provides a £ak and bsknced 

approach. While Ohio continues to devdop and encourage retail competition as 

outlmed in SB. 221, we believe this is the best vray to provide customers the 

freedom to explore competitive alternatives while still prodding a reas^mable 

method of dealing with the obligation that unposes on the Ccmipames. 

WHY SHOULD THE POLR CHARGE BE NON-BYPASSARLE7 

All customers, even those «4K> have switched generation suppliers, have the right 

to rely on the Companies for generation service. As a related matter, the feet that 

CRES i»-oviders do not assume the POLR obligation dso helps to keep generation 

rates offered by CRES providen lower. Therefore, the diarge must be non-

bypassable. 

BASED ON THIS ANALYSIS WHAT IS EACH COMPANY'S POLR 

REQUIREMENT? 

The POLR revenue requiremmts are $108.2 million for CSP and $60.9 nuHion 

for OPCO per year. Con^wnies' witness Mr. Roush uses these revanie 

requirements to develop the Companies' proposed POLR rates. 
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1 TEST FOR SIGNIFICANTLY B3gCESSIVE RETURN ON COMMON EQUITY 

2 Q, WHY ARE THE COMPANIES ADDRESSING IN THIS FILING 

3 VARIOUS ISSUES CONCERNING THE DETERMINATION THE 

4 COMMISSION WILL NEED TO MAKE CONCERNING THE 

5 COMPANIES RETURN ON EQUITY FOLLOWING THE END OF EACH 

6 ANNUAL PERIOD OF THE ESF? 

7 A I have been advised by counsel that tiie Commission must consider, following the 

8 end of each annual period of the ESP, if adjustments made in the ESP resulted in 

9 the return on common eqdty being significantiy in access of the return on 

10 common equity earned durir^ the same period by publidy traded companies, 

11 including utilities, that face comparable business and financial risks, witii 

12 adjustnKnts fcff capital structure as may be appropriate. The Commission must 

13 also Consider the capital requirements of future committed investments in Ohio. 

14 The Company will have the bmden of proving that dgnificantiy excessive 

15 eamitjgs did not occur. 

16 As I review the statutory language, I see two significant uncertainties in 

17 the statutory provision. In light of the foot that the burden of proof concerning 

IB tills analysis rests with the Companies, it is hnportant to have the C<muttission 

19 address these unc^taiaties. 

20 Q. WHAT ARE THE TWO UNCERTAINTIES TO WHICH YOU REFER? 

21 A. One uncertainty is centered on tiie notion of publicly traded companies that fiice 

22 comparable business and financial risks. The other uncertainty is centered on the 

23 meaning of "significantly excesave." This latter point really is a two-part 

35 



1 uncertamty; how will "excessive" be defined and how will ^ ŝignificantiy 

2 excessive" be defined? 

3 Q. BESIDES MEETING THE BURDEN OF PROOF ARE THERE OTHER 

4 REASONS THAT THE COMMISSION SHOULD PROVIDE SOME 

5 CLARITY CONCERNING THESE UNCERTAINTIES? 
fl 

6 A. Yes there are. The refund |»>tential inherent m the earnings test creates finandal 

7 uncertainty which in turn resaAts in finandng costs that would be high^ than 

8 otherwise. The uiK^ertdnties I have identified add further risk to the overall 

9 fmancial uncertainty risk. Th^nefore, the int»:est5 of Ihe Compames and ^idr 

10 customers are best served by the Commission providing clarity on these matters. 

11 Q, HOW HAVE THE COMPANIES APPROACHED THESE ISSUES IN 

12 THIS PROCEEDING? 

13 A. The Companies are i»esenting die testimony of Conipanies' witness Dr. Maldnja. 

14 His testunony proposed the determination of con^iarable pobEdy traded 

15 companies and the application of the tenn "sigrdficantiy excessive." 

16 I have reviewed the ^proach proposed and supported in Dr. Makhija's 

17 testimony and, while I recognize that the Commission needs to retain some degree 

18 of judgment in how those concepts are ^iplied, I believe his metiiodology ^lould 

19 be endorsed by the Commission as the starting point for its earnings a n a ^ s . 

20 Q. IN YOUR OWN ANALYSIS OF THE SIGNIFICANTLY EXCESSIVE 

21 EARNINGS TEST REQUIREMENT, WHAT CONCLUSIONS HAVE YOU 

22 REACHED CONCERNING THE BUSINESS RISK FACING THE 

23 COMPANIES? 
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1 A. As I think about the bu^ess risk feeing tiie Ccmipanies under S.B, 221 I 

2 categorize those risks in five categories. These are migration risk, asset risk, 

3 financial risk, transition to market risk and litigation risL Attached to my 

4 testimony as EXHIBIT JCB-1 is a list of risks tiiat I see as M i r ^ within each of 

5 these categories. Based on my forty years of experiaice in the utility indtistry and 

6 my general familiarity with many other mdustries, I am unaware of other 

7 mdustries that can be sdd to have comparable business and finandal ri^ as the 

8 Conqjaniesdo. 

9 Q. ARE THERE OTHER ASPECTS OF THE SIGNIFICANTLY EXCESSIVE 

10 EARNINGS TEST THAT YOU BELIEVE THE COMMISSION SHOULD 

11 CLARIFY PRESJENTLY AS OPPOSED TO WAITING UNTIL IT 

12 ACTUALLY APPLIES THE TEST? 

13 A. Yes. I think it will be necessary to adjust the Companies'returns on equity for 

14 two fectors. The first fector is mentioned m the testimony of Companies' witness 

15 Mr. Assante. As he points out, the phase-m deferrals would resdt in earnings as 

16 if there had been no phase-in. 

1 ? While the retum on ^uity may be tfie same under a phase-in or no phase-

18 in scenario, the reality of the situation is that customers will not have paid rates 

19 that reflect die amounts of tiie deferrals. Therefore, it would be ma|̂ Mio|mate to 

20 base a finding of a significantiy excessive return on equity or revenues that the 

21 Compames had not recdved and worse-yet, to order the Companies to return 

22 these "revenues" to customers even though the customers had not even made 

23 those payments. My further concem with ordering a refund of recoveries whidi 
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1 had not actually be^i paid is tiie concem raised by Mr. Assante reganfing the 

2 inability to offer a phase-in because tiie deferral requirement of probaWHty of 

3 recovery v^ll be severely jeopardized So that we and our auditors can (ktermine 

4 whether a phase-in is adiievable, the Commission needs to address this issue. 

5 Similarly, althou^ not related to the proposed phase^in, the Consnission 

6 needs to address the treatment of the off-system sales on tiie Companies' retum 

7 on equity. 

8 Q, WHAT IS MEANT BY OFF-SYSTEM SALES? 

9 A. Off-system sdes are opportunity wholesale sales by the AEP system. The sal^ 

10 are made pursuant to rates ^iproved by the Federal Energy R^nlatoiy 

11 Commission under its exclusive jurisdiction. The margins finm these sdes are 

12 allocated to the ABP operating Companies, includmg CSP and OPCO. Ihe AEP 

13 system does not plan its gmerating fadlities based on anticipated of^-system 

14 sales. Instead, generating fedlities are planned to meet current and antidpated 

15 firm loads. To the extent capadty is available and a demarkl for tiiat ctqpacity 

16 exists on the wholesde maricet, tiie opportimity is pursued and hopefully an 

17 opportunity sale, or off-system sale, is made, 

IS Q. WHAT IS YOUR RECOMMENDATION REGARDING THE 

19 TREATMENT OF OFF-SYSTEM SALES IN THE CONTEXT OF THE 

20 EARNINGS TEST? 

21 A. Witii tills background, I have been advised by counsel that h would be adawfijl 

22 for the Commission to order a refund based on earnings influenced, in part, by 

23 recoveries received through FERC-jurisdi^ond rates. Even witiiout this legal 
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1 issue, I believe it wodd be inapprg|»iate to order a refund based on a retum on 

2 equity which results, in part, fiom these off-system sales. The aitire focus of SJI. 

3 221 is on retail sdes. Indeed, to the extent tiiat earmngs resdt from sources oiher 

4 than adjustments in tiie ESP, I believe that it would be inappropriate to consider 

5 such eamir^s as excessive. The retum on eqdty test must be reviewed in tiiis 

6 context, and the Commission shodd make dear in this ESP order that it will 

7 exdude the impact of off-systran sales fiom any ^plication of the test 

8 Q. ARE THERE OTHER ADJUSTMENTS THAT MIGHT NEED TO BE 

9 MADE BY THE COMMISSION AS PART OF THE EARNINGS TEST? 

10 A. Yes, at least one other adjustment might need to be made in the context of 

11 OPCO's eventud resolution of the JMG lease issue. Dependmg on how that 

12 matter is resolved there may need to be an adjustment OPCO would, as part of 

13 any JMG lease filmg, address the treatment of any such adjustment. 

14 Q. DO YOU HAVE ANY OTHER MATTERS RELATED TO THE 

15 EARNINGS TEST THAT THE COMMISSION SHOULD RESOLVE AT 

16 THIS TIME? 

17 A. Yes. I recommend that the earnings test be performed on the two Companies on a 

18 combined basis. These two Companies are operated as a single entity, with a 

19 single management structure. Thdr participation m econondc development 

20 efforts is based on a combined basis instead of as two companies con^ieting 

21 against one another. Reviewing eaminp on a separate con^Kuiy bads puts form 

22 o\ei substance and wodd result in a p^iahziiig one company or not penalizing 
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1 the other company for decisions made based on tiie overall perspective of AEP 

2 Ohio. 

3 

4 MODIFTrATTON OF CORPORATE SEPARATION PLAN AND Al 
5 TO SELL OR TRANSFER CERTAIN GENERATING ASSETS 

uiniKi i i : 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Q. 

A. 

Q. 

A. 

WHAT IS THE STATUS OF THE COMPANIES' CORPORATE 

SEPARATION PLAN? 

In their electric transition plan proceeding each Company was authorized to 

legdly separate its distribution, transmi^on and generation functions. In their 

RSP proceeding, however, the Commission modified Ihe previously e^^noved 

corporate separation plans. In particular, the Commission authorized the 

Companies to operate on a functiond separation basis, (RSP Opinion and Order, 

p. 35). 

WHAT ARE THE COMPANIES PROPOSING IN THIS PROCEEDING 

REGARDING CORPORATE SEPARATION? 

The Compames are proposing that tiie Cominissioa authorize the Compames to 

remdn fimctionally separated and autiiorize a plan to retain the distribution and, 

for now, tiie transmission assets and to evaitudly move their generating assets to 

a to-be-formed affiliate company. The Commission's autiiorization of such a 

request would be tite first of severd steps that wodd need to be takrai before 

actud tiansfer codd be completed. Of course, one important step in thai proems 

would be to obtain Commissian authority to actually sdl or transfer the 

g^eratmg assets. 
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1 Q. WHY DO THE COMPANIES REQUEST THIS AUTHORITY? 

2 A. I have been advised by counsel that functiond separation can ody be peonitted 

3 for an irjterim period. Counsd dso has advised me that the underlying 

4 requirement remains for corporate sefparation of the provision of competitive retail 

5 electric service firom the provision of noncompetitive retail electric service. 

6 While tiie length of die "intern period" for which functiond separation is 

7 permitted is not defined, it is not contemplated as a permanent solution. 

8 Therefore, ultimately, and in my opimon probably sooner rather than later, legd 

9 separation must be achieved. We believe the three-year ESP accommodates a 

10 reasonable extension period of functional separation. However, eventually legd 

11 separation will be reqmred and all parties shodd understand how the Companies 

12 wodd impl^nent tiieir corporate sq>aiation 

13 Q. WHEN THE COMPANIES EVENTUALLY ARE AUTHORIZED TO 

14 LEGALLY SEPARATE THEIR DISTRIBUTION, TRANSMISSION AND 

15 GENERATION ASSETS WOULD THEY BE ABLE TO AVOID THE 

16 STATUTORY PHASE-IN REQUIREMENT IN THE CONTEXT OF A 

17 FUTURE MRO? 

18 A. No. As of tiie effective date of S.B. 221 both Companies directiy own operating 

19 electric generating fedlities tiiat had been used and usefiil in Ohio. Counsel has 

20 advised me that therefore, §4928.142 (D) Ohio Rev. Code, will requke that when 

21 hi the future, tiie Companies seek autiiority to establish tiie Standard Service Offer 

22 under an MRO only a portion of tiie SSO for tiie first five years of tiie MRO can 

23 be competitivdy bid. Therefore, as I understsmd it, when the Comparues apply 
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1 for an MRO to detemiine their SSO, even if the Compames' modification to their 

2 corporate separation plan had been previously granted thdr rates wodd not be 

3 based on one hundred paccnt market at that time. 

4 Q. DOES CSP OWN ANY GENERATING ASSETS WHICH HAVE NOT 

5 BEEN DECLARED USED AND USEFUL IN OHIO? 

6 A. Yes, it owns two such fedlities. On September 28, 2005, CSP purdiased tiie 

7 Waterford Energy Center located in southeastern Ohio. The Waterford gHsaafciî  

B facility is a naturd gas combined cycle power plant It has a nomind generating 

9 capacity of 821 MW. On April 25, 2007, CSP completed tiie puidiase of the 

10 Darby Electric Generating Station, The Darby plant, located Mar Mount Sterling, 

11 Ohio, is a naturd gas ample cycle generating fecility with a nomind geaeratmg 

12 capacity of 480 MW and asummer capadty of approximately 450 MW. 

13 Q. IRRESPECTIVE OF CSP'S CORPORATE SEPARATION PLAN YOU 

14 HAVE DISCUSSED, WHAT IS CSP'S REQUEST CONCERNING THESE 

15 TWO FACILrnES? 

16 A. CSP requests autiiority to sell or transfer these two plants. However, CSP has no 

17 present plan to exercise that authority. Ndthei of these units have ever be^i in 

18 CSP's rate base and customers' gerwration rates have not reflected CSFs 

19 investment in the plants or the expenses of operatir^ and maintaining tiie plants. 

20 The amendment to §4928.17 (E), Ohio Rev. Code, ooncemii^ the sde or 

21 transfer of generating assets codd not have been mote of a reversd of state law. 

22 Up to Jdy 30,2008, a utihty codd divest generating assets without Commission 

23 approvd. As of Jdy 31, 2008, prior Commission ^)provd of SKxh a; sde or 
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1 transfer is required. Many argued during the legislative debates over S.B. 221 

2 that tins represents an appropriate change in public policy with respect to 

3 generating assets that had been the basis fix: rates that customers have been 

4 paying, i.e., used and usefiil for rate base purposes. While I do not agree witii 

5 these arguments tiiat same argument caimot be made regarding the Darby and 

6 Waterford faciUties. Therefore, I believe it is ŝ p̂ropriate for the Commisdon to 

7 grant CSP, as part of tiie ESP, the autiiority to sdl or transfer tiiose generating 

8 assets. 

9 Q. IF PRIOR TO JULY 31, 2008, CSP COULD HAVE SOLD THOSE 

10 PLANTS WITHOUT HAVING TO OBTAIN COMMISSION AUTHORITY 

11 WHYDIDIT NOTDO SO? 

12 A. There axe two parts to Ihe answer to that question - a practicd part and a 

13 philosophicd part. As a practicd matter transactions of tin's nature do not happen 

14 over night It is luit cleat to me that the transaction codd be completed in time. 

15 More important, however, is the {^losophicd part The impl̂ m^otation of S.B. 

16 221 shodd occur in a feh and responsible manner. Since rushing to sell th^e 

17 plants might be perceived by some as trying to avoid the Generd Assembly's 

18 intent in iMs regard, we chose to bring this issue before the Commission 

19 Q. DO CSP AND/OR OPCO HAVE GENERATION ENTITLEMENTS 

20 RESULTING FROM ARRANGEMENTS OTHER THAN THE WHOLE 

21 OR PARTIAL OWNERSHIP OF GENERATING ASSETS? 

22 A. Yes tiiey do. On May 16, 2007 AEP Generating Company, an affiliate of CSP 

23 purchased the Lawrenceburg Gaa^Btion Station located in Lawrenceburg, 
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1 Indiana. The Lawrenceburg plant is a combined-cycle naturd gas pow« plant 

2 with a generating capadty of 1,096 MW, CSP has a contract tor tiie output of the 

3 Lawrenceburg plant. 

4 In addition, CSP and OPCO each have a contractud ^tid^nent to a 

5 portion of the output from the generating fedlities of tiie Ohio Valley Electric 

6 Corporation (OVEC). Those fecihties are tiie Kyger Creek plant owned by 

7 OVEC and Clifty Creek plants owned by OVEC's subsidiary, IndiaoarKeiitud^ 

8 Electric Corporation. These entiti^iients have not beoi reflected in rate base for 

9 either Company. 

10 Q. PLEASE DESCRIBE CSP'S AND OPCO'S RELATIONSHIP WITH 

11 OVEC, 

12 A, OVEC vî as formed in 1952 by severd regiond utilities to provide power to a 

13 uramum enrichment plant near Portsmouth, Ohio. AEP is one of the owners and 

14 CSP, which v^is not part of tiie AEP system m 1952, is another of the own^s* 

15 OVEC and the Atomic Energy Commission (AEC) executed a power agreement 

16 which dtimately vras terminated on April 30,2003. 

17 The OVEC "Sponsoring Companies", which mclude CSP, a part own^ of 

18 OVEC, and OPCO, throu^ AEP's part ownership of OVEC, dgned an Inter-

19 Company Power Agreement (ICPA) \diich prov^es foar excess energy sdes to Ihe 

20 Sponsoring Companies of power not utilized by the AEC (subseque^y tiie 

21 Department of Energy, DOE). Ody after tiie 2003 tOTuination of tiie OVEC-

22 AEC/DOE agreement, OVEC's entire generating capadty has been available to 

23 the Sponsoring Companies. The term of tbe ICPA has been extetKied to Mardi 
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1 13, 2026. The combined capacity of tiie Kyg^ Cred£ and Clifty Creek plant is 

2 2,390 MW. CSP's and OPCo's shares as Sponsoring Companies are 4.44 percent 

3 and 15.49 percent, re^ectively. 

4 Q, DO CSP AND OPCO BELIEVE THAT THEY NEED COMMISSION 

5 AUTHORIZATION TO SELL OR TRANSFER THE OVEC AND CSP 

6 LAWRENCEBURG, ENTITLEMENTS? 

7 A, I have been advised by counsd thai since these entitiemraits are contractud in 

8 nature and do not arise fixim generating assets that dtfaer Company whpDy. or 

9 partiy owns. Commission approvd for sudi transactions is not required, 

10 Q, WHY ARE YOU TESTIFYING ABOUT THE LAWRENCEBURG AND 

11 OVEC TRANSACTIONS? 

12 A. The focus of S.B. 221 on generation-related tiransactions indicates an inteat^ in 

13 the sde or transfer of generating assets wboUy or partly owned by an el^lric 

14 distribution utility. Though Commissioa £̂ »provd of the intended transactions I 

15 have just described is not required, and I am not aware of any requirements to 

16 inform the Commisdon of tiiese transactions, I beUeve it wodd be ins îpropiiate 

17 to discuss matters tiiat are jurisdictiond, Le. the Darby and Waterford plants, and 

18 not give a complete picture regarding plants that have not previously been deemed 

19 used and useild by the Commisdon. 

20 

21 AMORTIZATION OF MISCELLANEOUS DEFERRED COSTS 

22 Q. ARE THE COMPANIES PROPOSING TO BEGIN THE AMORTIZATION 

23 OF MISCELLANEOUS DEFERRED COSTS 
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1 A. Yes. The proposd is to begb that amortization in 2011 and corr^kte tiie 

2 amortization approximately eight years later, 

3 Q, WHAT IS THE RATIONALE FOR THE TIME PERIODS? 

4 A. As Mr. Assante notes in his testimony, a significant portion of these defeaials 

5 have been on the Companies' books smce tiie Maritet Development Period. Witii 

6 the passage of S.B. 221, and the fihng of an ESP which makes adjustm^its to 

7 distribution rates, it is appropriate to address at this time the amoitizsi&m of tiiese 

S deferrals. The Companies believe that with otiier ESP rate increases it wodd be 

9 in the interest of customers to put off the commsiccment of the amortizatioit. To 

10 further moderate the rate impact on customers, the Con^ianies propose to 

11 amortize the deferrals over approximatdy eight years, starting in 201!, Mr. 

12 Roush testifies m support of a ridi^ tiiat will recover these deferrals doitg with 

13 carrying charges on the unrecovered balance of tiie deferrds, 

14 

15 ECONOMIC GROWTH A1XHJSTMENTS TO BASELINES FOR ENERGY 
16 EFFICIENCY AND PEAK DEMAND REDUCTTONS 

17 Q, WHY ARE THE COMPANIES ADDRESSING IN THIS FILING THE 

18 BASELINES FOR THE ENERGY EFmCIENCY AND PEAK DEMAND 

19 REDUCTIONS MANDATED BY SJB.221? 

20 A. Since the Companies' obligations regarding enet^ efSciency and peak deanand 

21 reduction begm in 2009 h is important for us to know how the baselines wiU be 

22 determined. While tiie predse levd of the baselines cannot be detemuned until 

23 the Companies' totd kilowatt hours sold in 2008 are known, we can establidi for 
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1 2009 and tiiereafier tiie '*ndes of the road" for makmg adjustments to tiie 

2 preceding three year's averse kilowatt hours sold. 

3 Q. WHAT ADJUSTMENTS TO THE BASELINES ARE THE COMPANIES 

4 PROPOSING? 

5 A. I have been advised by counsd tiiat the Commission has the authority to reduce 

6 these baselines to adjust for new economic growth in the utility's certified 

7 territory. The tenn "economic growth" if broadly interpreted codd mclude all 

8 new load added during the tiuee-year baseline poiod. 

9 Q. WHAT ECONOMIC GROWTH ADJUSTMENTS ARE THE COMPANIES 

10 PROPOSING FOR THE BASELINE YEARS 2006-2008? 

11 A. There are four categories of economic growtii that the Companies are proposh^, 

12 The first category relates to AK; Commission's January 26, 2005 Opimon and 

13 Order in the Companies RSP proceeding. One of tiie results of timt order was tiiat 

14 the Commission concluded that "$14 million shodd be allotted by [tiic 

15 Companies] for tiie benefit of [then*] low-income customers, as wdl as for 

16 economic development during tiie RSP period." (p 34). As dhected by tise 

17 Commission, the Compames worked with the Commission's Staffto develop the 

18 use of that money. The Staffm turn, was directed to work with the Department 

19 of Development in relation to tiie use of the money. It is tiie Companies' position 

20 that to the extent the $14 million was used for economic development purposes 

21 which resdted in mcreased load, that load shodd be removed from the av^r^e 

22 three-year baselines. 
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1 Q. WHAT IS THE SECOND CATEGORY OF ECONOMIC GROWTH-

2 RELATED LOAD THAT SHOULD BE REMOVED FROM THE 

3 CALCULATION OF THE BASELINES? 

4 A. The second category relates to the load acquired by CSP wiicn it absorbed tiie 

5 service territory formerly served by Monongahela Vow&r Con^sany (Mon Power), 

6 The record in tiiat proceeding (Case No. 05-765-EL-UNC) reflects flie 

7 Commission's concerns for Mon Power's customers if they were not served uiKler 

8 an RSP. The Commission stated that "Mon Power's retail custraners rosy be 

9 facmg potentid rate shodc and rate instabiUty.... The Commission zemains 

10 resolute that the RSP option is the best option for Ohio's electric customers....'' 

11 (June 14, 2005 Entry, p.l). 

12 The Staff dso testified that CSP's assumption of the re^Kmsibility of 

U providing a Standard S«Tice Offer to tiie former Mon Power customers.... is '*not 

14 normd load growth within tiie CSP service territory.... and was "in response to a 

15 request by the Commission as a matter of public policy.,.," 

16 The Staffs vidtness Mr. Cahaan dso testified: 

17 There are important economic development issues. 
18 Certaidy, a m^or reason for pronioting a rate stabilization 
19 plan in the former Mon Power service territory was related 
20 to concerns of economic dislocation. It is dso clear that 
21 ndghboring locations in Ohio have stroi^ economic ties 
22 and arc strongly Imked. hi generd prosperity hi one area 
23 spills over mto other areas, boosting tiieir economic hedth 
24 Conversely, didocation and economic decline in an area 
25 spill over to ne^iboring areas. The benefits of providing a 
26 rate stabilization plan to the south^istem comer of the State 
27 will provide benefits to the rest of die CSP service territwy 
28 as well. {Id at 4) 
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1 In its post-hearing brief the Staff argued that if CSP did not absorb Mon Power's 

2 service territory, prices wodd leap to a level tiiat "almost certaidy wUl drive out 

3 major employers from a region whidi already has very few. This is a crushing 

4 blow to a region which has weathered many, too many, in recent years." (Briet 

5 ppl,2). 

6 Finally, in its November 9,2005 Opimon and Order m that proceedh^ the 

7 Commission held that with the SMvice territory transfer "economic benefits will 

8 insure to dl dtizens and businesses in both regions by helping to sustdn 

9 economic development in soutiieastem Ohio." (Opinion and Order, p. 11) 

10 Given this record it is clear that CSP's acqmdtion of the former Mon 

11 Power service terrftory served the interest of economic development m Ohio and 

12 resulted in new economic grawth in CSP's certified service temtory. 

13 Q. WHAT IS THE THIRD CATEGORY OF ECONOMIC GROWTH-

14 RELATED LOAD THAT SHOULD BE REMOVED FROM THE 

15 CALCULATION OF THE BASELINE? 

16 A. The third category relates to die Omet load being served by CSP and OPCO. As 

17 discussed elsewhere, as a resdt of a complaint filled by Ormet against it's then-

18 current electric si^plicr and OPCO (Case No. 05-1057-EL-CSSX as of January 1. 

19 2007 Ormet became a customer of a new CSP/OPCO combined service territory. 

20 In the Commission's November 8,2006 Supplementd Opniion and Order 

21 the Commission reviewed the ext^osive economic benefits resulting firom the 

22 transfer of service responsibility to CSP aid OPCO. These benefits included tiie 

23 employment of about 1,000 people with annud wages of $40,000,000 and 
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1 healtiicare benefits costing over $10,000,000 per year. Further, Onnet pays about 

2 $ 1,000,000 annudly m taxes to Monroe County, Ohio and its school district 

3 "These extensive economic benefits can ody be obtabied through die 

4 resumption of operations at [Ormet's] Hannibd Fadlities, and tiie Stipulation wlU 

5 facilitate the resumption of those operations." (p.7). 

6 Based on tiie record in that case it is clear tiiat CSP's and OPCO's service 

7 to Ormet resulted m economic growth in then: certified territory. 

8 Q. IS THERE ANY ADDITIONAL GROWTH-RELATED LOAD THE 

9 COMPANIES ARE SERVING THROUGH THEIR JOINT SERVICE 

10 TERRITORY? 

11 A. Yes. hi its November 7, 2007, Findmg and Oder m Case No. 07-«60-EL-AEC 

12 the Commission ^proved a service contract between the CcHE îames and 

13 Hannibd Red Estate LLC, (Hanmbd). Hannibd is a steel plate storage and 

14 distribution company which, prior to obtaining Ormet's former rolling mill 

15 facility, which had been idle smce 2005, had been located in White Pldna, New 

16 York. Haniubd estimated its reopening the rolling mill fedlity will resdt hi 20-

17 30 jobs with very competitive wages. 

18 This specid contract has brought additiond economic growth benefits to 

19 Monroe Coxmty and the load of Hanmbd shodd be ronoved fiom AK tiiree-year 

20 baselhie cdcdation. 

21 Q. LOOKING BEYOND THE BASELINE FOR 2009, DO THE COMPANIES 

22 ANTICIPATE ANY OTHER ECONOMIC GROWTH-BELATED LOAD 

23 ADJUSTMENTS TO THE APPUCABLE BASELINES? 
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1 A. Yes. Besides the contmuation of adjustments for the loads I have discussed, the 

2 Companies are mindfd of the likelihood of future load growtfi due to economic 

3 growth tied to the economic development efforts of the Companies, and state and 

4 locd agencies witii responsibility for economic development. These economic 

5 development efforts are important to the state as a whole and to the commudti^ 

6 we serve. Fdling to adjust the baseHnes for such load will result in a disincentive 

7 to promote economic growtii. This is because the larger the baselines the greater 

8 the amount of energy efficiency and peak demand reduction which must be 

9 achieved in order to avoid the imposition of non- compliance forfeitures. 

10 Therefore, we ask the Commission to declare that load resultir^ fiom the 

11 Companies' and/or state and locd agencies with re^ionsibility for economic 

12 development will be excluded from the baseline cdcdations. 

13 

14 POSSIBLE EARLY PLANT CLOSURE 

15 Q. WHY ARE THE COMPANIES ADDRESSING IN THIS FILING THE 

16 ACCOUNTING FOR POSSIBLE EARLY PLANT CLOSURE? 

17 A. - Some of the Compames' uruts could experiraice failures or safety issues that 

18 wodd require significant investm«it to keep them operating. As long as it is 

19 economicd and safe to do so, the Companies intend to keep their units nmning as 

20 long as possible. However, conddaring the number of umts the Companies* own 

21 it is possible that one or more of their units may exp^ence a feihire or saf^ 

22 issue requiring a sigmficant investment that wodd not be cost effective to make, 

^3 It is possible, therefore, that the da(te at ip^ch one of these units is no long^ able 
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1 to cost-effectively operate codd be a date eariier than assumed for depreciation 

2 accrud purposes. Mr. Assante discusses m bis testimony how the Companies 

3 propose to account for and recover the cost for such an event 

4 

5 INTEGRATED GASIFICATION COMBINED CYCLE GENERATING 
6 FACILITY 

7 Q. PLEASE DESCRIBE THE BACKGROUND OF THE COMPANIES* 

8 EFFORTS TO CONSTRUCT AN INTEGRATED GASIFICATION 

9 COMBINED CYCLE (IGCC) GENERATING FACILITY IN MEIGS 

10 COUNTY, OHIO. 

11 A. In its January 26, 2005, Opinion Order in Case No. 04-169-EL-UNC, tiie 

12 Compames' Rate Stabilization Plan (RSP) proceeding, the Commission urged the 

13 Companies: 

14 ''to move forvrard witii a plan to construct an 
15 [IGCC] fecflity in Ohio." [The Companies] should 
16 engage the Ohio Power Siting Board in pursdt of 
1? such a plant We are encouraged by wnerging 
18 mformation that su^ests that the IGCC technology 
19 will be economically attractive. It is worth noting 
20 that the Commisdon is exploring regulatory 
21 mecharusms by whidi utilities, given their POLR 
22 responsibilities, might recover the costs of these 
23 new facifities." ^ , 37-38). 

24 The Comnussion explained its interest m IGCC technology in the context 

25 of the Companies' statutory POLR responsibilities, die Commisdon's 

26 responsibility to enhance the budness climate in Ohio, Ohio's express statutory 

27 policy that consumers are entitled to a future secure in the knoAssdedge that 

28 electricity will be avdlable at competitive prices, and the Commission's c^nnion 
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1 tiiat electric generators of the future shodd be both environmentdly fiiendly and 

2 enable of taking advantage of Ohio's vast fuel resources. 

3 Q, DID THE COMPANIES SHARE THE COMMISSION'S XNTERESHf IN 

4 IGCC TECHNOLOGY? 

5 A Absolutely, and we continue to be interested in building and operating an IGCC 

6 facility in Mdgs County, Ohio. 

7 Q, HOW DID THE COMPANIES PROCEED IN RESPOIVSE TO THAT 

8 PORTION OF THE RSP ORDER? 

9 A. On March 18, 2005 the Companies filed an application for authority to recover 

10 costs associated with the construction and opaation of an IGCC fadlity. That 

11 ^iplication was docketed as Case Na 05-376-EL-UNC. In tiiat ^^cat ion the 

12 Companies requested autiiority to implematt a three-phase mechanism for 

13 recovering tiidr IGCC costs. As the Companies' flien - President testified at tiiat 

14 time, liowever, the Compames wodd not continue on the IGCC construction padi 

15 if cost recovery were subject to uncertelnty. In addition, the Companies obtained 

16 a certificate fiom the Ohio Power Siting Board to constroct the proposed IGCC 

17 plant. (OPSB Case No. 06.30-EL-BGN), 

1S Q. HOW DID THE COMMISSION RULE IN THE IGCC CASE? 

19 A ; In its April 10, 2006 Opinion and Order the Commission approved Phase I 

20 recovery of approximatdy $24 millicm of pre-construction costs. In the 

21 Commission's June 28, 2006 Entry on Rdiearing, the Commission, based on its 

22 belief 'that there may be elements of the design and engineering that may be 

23 transferable to other fHojects" (p, 16), ordered tiiat if the Conqjanies have not 
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"commenced a continuous course of construction of 
the proposed fecility within five years of tiie date of 
issuance of tins entry on rehearing, all Phase I 
charges collected for expenditures associated with 
items that may be utilized at otiier sites, must be 
refunded to Ohio ratepayers with interest." (p.17). 

WERE THE COMMISSION'S IGCC ORDERS APPEALED? 

Yes, they were. 

WHAT WAS THE OUTCOME OF THE APPEAL? 

I will not attempt to e?q)idn the Ohio Supreme Court's rationde, I note, however, 

that tiie Court reversed m part and affirmed in part the Commission's orders and 

remanded the proceeding back to the Commission. The Court's opinion, of 

course, was based on the law as it exists prior to tbe enactment of SB. 221. 

DOES THE ENACTMEasrr OF SJB, 221 PROVIDE LEGAL AUTHORITY 

FOR THE COMMISSION TO APPROVE THE COMPANIES* THREE-

PHASE COST RECOVERY PROPOSAL FOR IGCC COST RECOVERY? 

That Is a question the Commission, and tiien pedi£^ the C^o Su|»eme Court 

wodd need to answer. I can say, however, that fiom the Compames* perspective 

tiiere are severd providons in S.B. 221 which appear to create barriers to the 

constmction of the IGCC fedlity in Meigs County. 

CAN YOU IDENTIFY ANY EXAMPLES OF THOSE PROVKIONS? 

Yes. While S.B. 221 does address constriKtion work in progress (CWIP) and 

surcharges for the life of an eleciric genCTating fecility owned by the dectric 

distribution utility, tho^ are mentioned ody in the context of an ESP. An IGCC 

facility will be a long-lived asset The structure of S.B.221 may require the 

electric distribution utility to remain in an ESP for decades to aspire an 
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1 opportunity for IGCC cost recovery. Foregoing tiie MRO dtemative (m such a 

2 long-term basis is a very steep price to pay for ;^*at we believe is a sendbie 

3 component of meeting our POLR obhgation and meeting vdiat Bpjpear to be ever-

4 increasing «ivhonmOTtd restrictions. 

5 Another example of a barrio: is the CWIP provision itself Ohio's CWIP 

6 F^vision has several restorictions tiiat tend to nuniraize the benefits of CWIP, 

7 S.B. 221 does not sq>pear to overcome tiiese restrictions. These include fbe 

8 seventy-five percent complete requirement, the Kmit on CWIP as a percent^ of 

9 totd rate base and die effect of so-cdled "mirror CWIP." The limit on CWIP as a 

10 petcents^ of totd rate base causes particular uncerteinties since the concept of a 

11 generation rate base has no applicabihty under S.B. 221. 

12 Q. DO THE COMPANIES INTEND TO ABANDON THEIR INTEREST IN 

13 CONSTRUCTING AND OPERATING AN IGCC FACILITY IN MEIGS 

14 COUNTY? 

15 A. Defirutely not The Compames, bur customers, Ohio's cod industry and the State 

16 of Ohio cannot afford to give up on this project The exan^les I just m^tioiied 

17 are not unique to IGCC technology. They are red bairiers to the construction of 

18 any base load generation in Ohio. We are encouraged that while the Goierd 

19 Assembly addressed lenewables and a^ergy cffidcncy m S.B,221, it also 

20 recognized the need for advanced energy resources, including clean cod 

21 technology, such as IGCC, v\ith dedgn capability to control or pevent tiie 

22 emission of carbon dioxide. It is our hope-that we can woilc with the Governor's 

23 administration, the Generd Ass^xibly and any otiier party that has a genuine 
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1 interest in securing Ohio's energy future in a responsible and realistic manner to 

2 enact legislation tfiat will make an IGCC fecility in Meigs County, Ohio a reahty, 

3 I must note, however, that since we originally proposed our IGCC constnzctkm 

4 plans, CSP has acquired additiond generating capacity. This additiond capacity 

5 vrill impact tiie timing for an IGCC plant addition. 

6 

7 JMG/OPCO GAVIN SCRUBBER LEASE ACCOUNTING 

8 Q. PLEASE DESCRIBE THE BACKGROUND CONCERNING OPCO*S 

9 LEASE WITH JMG FUNDING, LP (JMG) PERTAINING TO SOUD 

10 WASTE DISPOSAL FAdLITIES (SCRUBBERS) AT THE GAAON 

11 PLANT. 

12 A. In Case No. 93-793-EL-AIS, the Conmiission autiioiiaed OPCO to enter mto a 

13 lease with a tiiiid party, JMG Fundmg, The lease provides for the purdiase of tiie 

14 Gavm scrubbers at the end of its initid fifieen-year lease term at tiie h i ^ ^ of die 

15 scrubbers' net book vdue or its market vdi^ to be based on a fmitoally agreeable 

16 apprdsd. The lease dso has an opticm to renew tiie term for an additiond 

17 nineteen years from 2016 to 2029. 

18 Q. PLEASE DESCRIBE THE NATURE OF THE APPLICATION FILED BY 

19 OPCO IN CASE NO. 08-498-EL-AIS. 

20 A. In tiiat application OPCO sought autiiority to assume obligations of JMG undes 

21 loan agreements, to refinance catain obligations related to tiiose loan agreonaits, 

22 to enter into loan agreements in connection with the refinancing, to enter into 

23 guarantees and to enter into interest rate management agre^n^its. 
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1 Q. HAS THE COMMISSION COMPLETED ITS CONSIDERATION OF THE 

2 APPLICATION? 

3 A Yes it has. In its June 4,2008 Fmding and Order ui that docket the Commissicm 

4 approved th^ applicaticm, subject to two conditions. 

5 Q, WHAT ARE THOSE CONDITIONS? 

6 A. First, OPCO was ordered to seek Commission qiprovd prior to exerdsing the 

7 option to purchase tiie leased fadlities and/or termmate the lease in 2010 or renew 

8 the lease. Second, Ohio Power Compsoiy was ordered to provide details of how it 

9 intends to incorporate the lease in its ESP. 

10 Q. HAS OPCO DETERMINED WHETHER I I WOULD RENEW THE 

11 LEASE FOR THE NINETEEN-YEAR PERIOD OR BUY THE 

12 SCRUBBERS AT THE HIGHER OF THEIR REMAINING NET BOOK 

13 VALUE OR MARKET? 

14 A, No, it has not since it does n<^ know the scrubbers' market vahie at this time. An 

15 andysis to determine tiie least cost option cannot be completed without an 

16 appraisd bdng performed and discussions with the lessor convicted to f^ree on 

17 the scrubbers* market vdue. Since ti» initid fifteen-year lease term does not end 

18 until 2010, OPCO has not yet completed the necessary discusdons witii tiie lessor 

19 to engage an ^rprdser and agree on a market value after recdving the £̂ )̂ >raisers 

20 report Until the market vdue of the scrubbers at tiie temunation date can be 

21 determmed and agreed to it is not possible to determine which option is the least 

22 cost option. Therefore, OPCO reserves the right to seek an sppropnate 
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1 modification to its ESP rates, m 2010 or ^enever tiie detsmmation is made, to 

2 recover any increased costs, as appropriate. 

3 Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 

4 A Yes, it does. 
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EXHIBTT JCB-1 

Migration Risk 
- Customers have come and go rights (niles to be determine*^ - Company 

retains provider of last resort status at tariff rates 
- Distributed gen^ution is encouraged 
- Govemmentd aggregation is promoted - including by-passabilrty of charges 
- Govemmentd ab ides to pursue ene t^ price risk managem^U 
- Competition fixan other EDUs tiiat own generation 

Asset Risk 
- No future stranded cost recovery for historicd "g'' a s s ^ 
- Performance standards and targets for service quality to customers 
- Requirement to have T&D available for customer generaticm and distributed 

generation 
- Risk that Commission requires sq>amtion fixmi RTO partidpation 

(infiBStmcture investment assodated with membership) 
- Mandated compliaiice for advanced energy portfoUo forces utilities to 

~ pursue/investment in technol{^es that may not perform as expected in 
introducing technicd risk 

- By-passability of advanced energy costs Ihroi^ shof^ing 

Fmancid Risk 
- A symmetricd earnings test - set mtes and claw back on one side - no true v^ 

on tiie other 
- Prudency review of generation-related costs 
- Pendties for under compliance with advanced enei^/DSM/EE (potootially in 

excess of $200 million/year) 
- Commission can require phase-in of rates to ensure rate and price stability 
- Lade of definition around earnings test-present and future 

Transition to Market Risk 
- Commission can stall tiie Market Rate Option (MRO) at 10% phase in after 

the first year-no ability to retum to ESP 
- Approvd ESP can later be rejected before end of t^m if MRO provi<fed 

better economics for customers 

Litigation Risk 
- Politicd uncotainty of in^lementation of new law pres^tiy and in tiie future 

as new ded structures and technologies emerge - or changmg it in, the fiiture 
- It may wdl be years before all of the provisions of the bill are resolved 

throng court activity 
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ATTACHMENT C 

HEARING TRANSCRIPT TESTIMONY 
OF J. CRAIG BAKER (December 10, 

2008), Case Nos. 08-917-EL-SSO and 08-
918-EL-SSO 



BEFORE THE PUBLIC u n u n E S CX:)MMISSION OF OHIO 

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

In tiie Matter of the 
Application of Ohio Power : 
Company for Approval of : 
its aectric Security : Case No. 08-918-EL-SSO 
Plan; and an Amendment to: 
its Corporate Separation : 
Plan. 

PROCEEDINGS 
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of Ohio, 180 East Broad Street, Room 11-C, Columbus, 
Ohio, called at 9:00 a.m. on Wednesday, December 10, 
2008. 
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1 and we would like to mark that as 2F so that there 
2 will be a readable copy of that in the record, 
3 EXAMINER BOJKO: It will be so marked as 
4 Companies' Exhibit 2F. 
5 (EXHIBIT M A R K E D FOR IDENTIFICATION.) 
6 MR. RESNIK: Thank you very much. 
7 - - -

8 J. CRAIG BAKER 
9 being previously swom, as prescribed by law, was 

10 examined and testified as follows: 
1 1 DIRECT EXAMINATION 
12 By Mr. Resnik: 
1 3 Q. Please state your name. 
14 A. My name is J. Craig Baker, 
15 Q. Mr. Baker, do you have before you a copy 
16 of what has been marked as Companies' Exhibit 2E? 
17 A. Yes J do. 
18 Q. Could you identify that document, that 
19 exhibit for us, please? 
20 A. That is additional rebuttal testimony ki 
2 1 this case. 
22 Q, And do you have before you a copy of 
2 3 what's been marked as Companies' Exhibit 2F? 
24 A. Yes, I do. 
25 Q. And could you identify that exhibit. 
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1 T H E WTTNESS: Certainly, Mr . Randazzo . 
2 Page?, line 8, fourth word in, which is "his," 
3 should be "this." 
4 MR. RANDAZZO: Okay. Thank you. 
5 A. Page20, line 12, the last two words 
6 should be hyphenated, "cost-based." 
7 And tiie last one is on page 21, line 7, 
8 there was a missing word be tween " 7 0 " and annually, 
9 and the missing word is "million." 

L 0 Q. Mr. Baker, any other changes that need to 
L1 be made? 
L2 A. N o , that's it. 
13 Q. Okay. And i f l were to ask you the 
L 4 questions that appear in what 's been marked as 
L 5 Companies ' Exhibi t 2E, and let's incorporate into 
L 6 that tile color chart that's marked as Compan ies ' 
L 7 Exhibit 2F, would your answers be the same as are 
L 8 contained in your rebuttal tes t imony? 
L9 A. Yes , tiiey would . 
10 MR. RESNIK: Thank you, your Honor. I 
11 have no further questions for Mt, Baker, and he's 
12 available for cross-examination. 
13 EXAMINER BOJKO: Thank yea 
14 D o w e have any volimteers t o beg in? 
15 MR. WHITE: Your Honor, before we start 
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1 please? 
2 A. Yes. This is a chart that shows the 
3 relative positioning of the three-year LIBOR with 
4 three-year Treasury rate for the period of July of 
5 '07 tiirough July of'08. 
6 Q, And is that the same chart that appears 
7 on page 17 of your rebuttal testimony? 
8 A. Y e s , it is. 
9 Q. Only if s in color and readable. 

L 0 A. That's correct. 
11 Q. Thank you. Going back to Companies' 
12 Exhibit 2E, your rebuttal testimony, do you have any 
13 corrections that need to be made? 
L 4 A. I do. I have a few that missed the 
L 5 last-minute edit checking so what Td like to do is 
L 6 run through them. First is on page 2, line 17- f d 
L 7 like to replace the word "legislature" with "General 

Assembly." 
L 9 The next is on page 6, line 4, there's an 
10 extra word, and I would like to scratch the word "to" 
11 between "the" and "selling" on line 4, page 6. 
12 Page 7, line 8, fourth word in should be 
^3 "this" instead of "his." 
14 MR. RANDAZZO: Could I have tiiat one 
^5 back, Mr. Baker, please? 
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1 cross, r d like to make a motion to strike. 
2 E X A M I N E R BOJKO: Okay. Please proceed, 
3 Mr. White. 
4 MR. WHITE: The question o n page 2 , "Are 
5 these examples consistent wi th the legislative 
6 discussion leading up to the passage of Setiate Bill 
7 221 and tiie language of the b i l l / Td like to strike 
8 that question and answer. It's hearsay and without 
9 substantiating ~ without anything else 

L 0 substantiating what the discussions were, it 
11 shouldn't be on the record. 
12 EXAMINER BOJKO: Do y o u have a response, 
13 Mt . Resnik? 
14 MR. RESNIK: Yes. Mr. Baker has the 
15 specific qualification to testify about ^^hat w a s 
16 going on at the legislature given the fact that, as 
17 he said, he was the lead representative for the 
18 AEP-Ohio companies in that entire process. A n d so he 
19 is, as many people have given their v iew of what the 
0 legislature means or doesnt mean ~ le^sMon 
1 means or d o e s n t mean, I think this gives color, if 
2 you will, fix)m Mr. Baker's perspective about whether 
3 or not cost-of-service concepts are s o m e h o w 
4 implicitly in the bill. 
5 MR. WHITE: Your Honor , If I may . Giving 

^«»s^^^®*^S^S(S^^^^^^!i»Si 
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1 interpretation to what a stamte means is different 
2 tiian actually testifyir^ to discussions that 
3 occurred. 
4 MR. RESNIK: Your Honor, if s not 
5 hearsay. He heard tiiis. This was his personal 
S knowledge that he is reflecting here. 
7 EXAMINER BOJKO: Okay. Do you have any 
8 other ones? 
9 MR. WHITE: No, tiiat's tiie only motion to 

1 
2 
3 
4 
5 
6 
7 
8 
9 
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Did tiie Commission during tiie legislative 
process propose to estabKsh a just and reasonable 
standard? 

THE WITNESS: I'm sony, could I have tiie 
question read back? 

EXAMINER BOJKO: You may. 
(Record read.) 

A. I do not remember the Commission taking 
tiiaf position. 

10 strike I have. 
11 EXAMINER BOJKO: Are there any otiier 
12 motions to strike? 
L 3 MR. RANDAZZO: I could pmbably come up 
14 with something, your Honor. 
15 EXAMINER BOJKO: Lefs go off tiie record. 
16 (Discussion off the record.) 
17 EXAMINER BOJKO: Let's go back on tiie 
18 record. 
19 Given that this was Mr. Baker's personal 
Z 0 experience and his participation in tiie matter and 
21 given ~ or, to be consistent with all of our other 
2 2 discussions that we've had on Senate Bill 221 
2 3 throughout this hearing process, we're going to deny 
24 the motion to strike and we'll allow it and allow 
2 5 parties to question or cross-examine Mr. Baker on his 

10 Q. Well, you are aware, are you not, 
11 Mr. Baker, that the just and reasonable standard is 
12 one thaf s included in the Federal Power Act, ri^t? 
13 A. Yes. 
14 Q. And presently under the Federal Power Act 
15 AEP is selling electricity in the wholesale market 
16 based upon a market-based pricing mechanism, correct? 
17 A. Yes, they are. But I would point you ~ 
18 r d link -- in my view the testimony was intended to 
19 link the two, cost of service and just and 
2 0 reasonable. Where I do agree with you the, FERC has 
21 found market-based rates to be just and reasonable. 
22 Q. Okay. But, at least academically, 
2 3 there's no necessary connection between the just and 
2 4 reasonable standard and a particular methodology for 
2 5 establishing prices, is there? 
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1 experience during the SB 221 process. 
2 Okay. N o w do we have any volunteers? 
3 MR. RANDAZZO: Til go. 
4 EXAMINER BOJKO: Okay. Thank you, 
5 Mr. Randazzo. 
6 
7 CROSS-EXAMINATION 
8 By Mr. Randazzo: 
9 Q. Mr. Baker, let's pick up where the motion 

L 0 to strike left off, and do you regard your experience 
L1 during the legislative process as something that 
L 2 qualifies you as an expert on legislation? 
L 3 A. 1 would not consider myself an expert, in 
L4 general, on legislation; however, I learned a lot and 
L 5 ejqjerienced a lot and probably know more about this 
16 process than, i f l had my way, Vd know, want to 
L7 know. 
L8 Q. Fair s ta tement 
L 9 Now, r d like to ask you something that 
20 is in the portion of your testimony that's on the 
2 1 bottom of page 2 and ca r ry i i ^ over to the top of page 
22 3, and let me begin, you make reference there to a 
2 3 "Just and Reasonable Standard." And then you say the 
2 4 standard was connected to the evaluation of costs 
2 5 incurred by the companies in setting rates. 
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1 A . There doesn't have to be . 
2 Q. And in your exper ience deal ing wi th laws 
3 that are associated with regulat ion o f public 
4 utilities, the use of the jus t and reasonable 
5 standard does not imply a particular ratemaking 
6 methodology, does it? 
7 A. I d o n t think it has to, Mr . Randazzo, 
8 but in states which have been tradit ional regulat ion 
9 of generation at state level, those two, cost of 

L 0 service and jus t and reasonable, have generally been 
Ll linked. 
L2 Q. Okay. Now, what is your understanding of 
L3 the objective behind the j u s t and reasonable 
L4 standard? A n d let me ask the question more 
L 5 specifically. 
L 6 Is it your understanding o f the standard 
L 7 itself to be one which requires a balancing of 
L 8 interests be tween the utility and customers for 
L 9 purposes o f establishing rates? 
2 0 A. Yes , I would agree with t h a t 
21 Q. All r i gh t Is the company's 
2 2 responsibility to b e the provider of last resort a 
2 3 competitive or noncompetit ive function? 
24 A . I w a s asked this quest ion in m y second 
25 round of testimony, and I believe I said that it is a 
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1 responsibility of tiie distribution company and I 
2 didn't know how it could be passed off to a 
3 competitive supplier. 
4 Q. Okay. I'm asking you i fyou are aware in 
5 my next question. Are you aware of any requirements 
6 in Senate Bill 3 as modified by Senate Bill 221 tiiat 
7 deals with how pricing for noncompetitive ser \ ices is 
8 to occur and, more specifically, what ratemaking 
9 methodology is to be used by the Commiss ion for 

L 0 noncompet i t ive services? 
L1 A. I haven't reviewed that in preparat ion so 
L 2 I wouldn ' t venture an answer at this point. 
1-3 Q. I f the General Assembly has specified a 
L 4 ra temaking methodology for noncompeti t ive services, 
L 5 that, o f course, would control, correct? Til 
L 6 wi thdraw the question. 
17 A . I'm sorry? 
L 8 Q , Til wi thdraw the question. 
L 9 Are ancillary services competitive or 
2 0 noncompet i t ive services? 
21 A. I would believe that ~ the way I wou ld 
2 2 answer that, Mr. Randazzo , is I think you're ask ing 
13 m e for defmitions under the bill, and as I did wi th 
2 4 P O L R , what I'd like to say is tiiat I believe tiiat if 
2 5 a cus tomer shops, they could get — they could 
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1 MR. R A N D A Z Z O : Oh, true re t iculat ion, 
2 excuse me . That's what I meant to ask- Thank you. 
3 Tm sorry, your Honor. 
4 Thank you, Mr. Resnik. 
5 A. What I mean by that m this context is 
6 states which have had a p lan for deregulation, passed 
7 deregulation legislation and have gone back to 
8 regulation of generation, as I believe I lay out in 
9 this answer which deals with the standard that you 

LO virtually elimmate customer choice, that you set 
Ll rates on a cost of service and things o f that ilk. 
L2 Q. Okay. And you say on the next page 
L 3 that ~ in the sentence that begins on line 1, that 
L 4 "Ohio did none of these th ings ," a n d fi'om that 
L 5 you're, I think, t iying to make tiie point, are you 
L 6 not, that we no longer have t rue reregulation in Ohio 
L 7 or w e don't have true reregulation in Ohio. Is that 
L 8 tiie pouit you're trying to m a k e ? 
L9 A. I would say that w e do not have true 
10 reregulation as I defined it in this answer. 
21 Q. Okay. N o w , one of the things that is 
22 identified on page 3, line 21 in discussing the 
13 Virginia legislation is your mdication that they 
24 have vhtually eliminated customer choice. Is it 
2 5 your understanding of Senate Bill 221 that it 
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1 provide ancillary services from their supplier. 
2 Q. Are you aware o f anything in Senate Bill 
3 3 as modified by Senate Bill 2 2 1 , and Tm asking if 
4 you are aware, that deals with the quest ion o f 
5 whether ancillary services are a competitive or 
6 noncompet i t ive services? 
7 A . Again, I have not gone back and 
8 researched that for purposes of this test imony. 
9 Q. A s part of this application, the electric 

L 0 securi ty plan application, have the companies asked 
L1 the Commiss ion to declare ancillary services to be 
12 competi t ive or asked the Commission to declare that 
L 3 the provider of last resort fiinction be declared ~ 
14 be a competi t ive service? 
L5 A . I don't know. 
L 6 Q. N o w , on page 3 as well there's a quest ion 
17 I want to ask you about words used in the quest ion, 
L 8 assuming that you had somethmg to do wi th the 
L9 question as well as tiie answer. In the question it 
20 refers to t rue regulation. Can you tell m e wha t you 
2 1 m e a n by "true regulation" tiiere? 
22 MR. RESNIK: Can I have tiie question read 
2 3 back, please? 
2 4 EXAMINER BOJKO: It says "true 
25 reregulation." 
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provides an opportunity for the companies to suggest 
limitations on shoppii^ as part of an electricity 
security plan? Is that your understanding? 

A. My recollection is there is that kind of 
provision, but I don't think it's consistent - if we 
were to do that, wouldn't be consistent with other 
parts of the bill so I don't know how you rationalize 
those two things. 

Q. Okay. Now, on the bottom of page 4 and 
top of page 5 you're tiiere discussing your views on 
circumstances that might cause tiie Commission to 
modify an ESP and what would happen in the event the 
Commission did, as I read i t When you were on the 
stand previously, I discussed with you briefly a 
document tiiat was marked and admitted as lEU Exhibit 
No. 5. If s the presentation fi'om the EEI 
conference, the nicely colored document that I would 
be h^)py to furnish you a copy. 

A. I remember a discussion about that 
document, yes. 

Q. Okay. And~ 
MR. RANDAZZO: M ^ I approach tfie 

witness? 
EXAMINER BOJKO: You may. 

Q. Mr. Baker, Td like to ask you to turn to 
SSsjffl^ii 's-iM^iSW^^Wi^i^Sfci^^SSK&'iatJKSisa*^^ 
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1 page 9 of that document . And am I correct that that 
2 page is a page tiiat focuses on the earnings guidance 
3 provided by A E P a t tiie Edison Electric Institute 
4 Conference? 
5 T H E W I T N E S S : Could I ask tiiat tiiat 
6 ques t ion be reread because Tm not sure I unders tood 
7 the lead-in to tiiem. So i f l could have it reread, 
8 r d know how to answer the fiill question. 
9 Q . The lead-in w a s w e talked about this 

L 0 before. 
Ll A . No, I think there was a sentence or two 
L2 before tiiat 
13 (Record read.) 
14 A . Tm Sony, is that the total - okay. 
L 5 Then I read more into what you were asking me . 
L6 Q. Itiiinkso. 
L 7 A . Yes , this is a docimient that was provided 
L 8 at the fall EEl conference tiiat deals with our 
19 guidance as far as 2008 and 2009 earnings. 
20 Q . Okay. A t tiie bot tom of tiiat page 5 
21 there's a statement that says: "The 2009 guidance 
2 2 provides a range for reasonable Ohio outcome." Do 
2 3 you see that? 
24 A. Yes, I do. 
25 Q. As you understand it, the outcome that is 
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1 would have t o evaluate what the outcome was and 
2 decide whether that was acceptable to the company. 
3 Q. And based upon page 5 of l E U Exhibit No, 
4 6, tiiere's been some effort on the part o f A E P to 
5 identify a reasonable Oh io ou tcome for purposes of 
6 providing earnings guidance to the investment 
7 communi ly , right? 
8 MR. RESNIK: Can w e have tiiat back? I m 
9 not sure you had the reference right 

LO E X A M I N E R B O J K O : I tiiink Mr . Randazzo 
L1 said this chart was in both documents . We 've been in 
L 2 l E U Exhibit 5 on page 9. 
L 3 MR. R A N D A Z Z O : Yes , Tm s o n y . And if s 
L4 the same chart on page 5 ofBEU Exhibit N o . 6. Sorry 
15 for the confusion. 
L 6 A . Mr . Randazzo, in developing guidance, as 
L 7 I understand the way our financial group does this, 
L 8 they look at potential series o f outcomes across the 
19 range o f our total business and get a high and a low 
2 0 outcome. So I don't k n o w the individual pieces that 
21 go into this, and tiiere wasn' t a single-point 
2 2 estimate that said this is reasonable or this is not 
2 3 reasonable. The company hasn't made that 
2 4 determination. 
25 Q. Okay. Fair enough. 
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1 be ing referenced there would be the ou tcome of this 
2 proceeding, ri^t? 
3 A. Yes . W e are talking about this filing of 
4 an ESP, but that is a broad term that deals with one 
5 of the many issues that goes into the creating of the 
6 guidance. 
7 Q . Okay. What was tiie reasonable Ohio 
8 outcome that was embedded in the earnings guidance? 
9 A. I d o n t have that answer. 

10 Q. Well, let me ask it this way, if there 
L1 was a reasonable Ohio outcome and it was identified 
L 2 to the Commiss ion and it happened to be different 
L 3 t han the proposal as filed by the companies , it wou ld 
L 4 be okay with A E P if the Commission approved that 
L 5 reasonable outcome, right? 
L 6 A . That one I will need to have reread. 
L 7 Q. Let m e reask it. 
L8 A . Thank you. 
L 9 Q. Is the only outcome that is reasonable to 
2 0 A E P for purposes of an electric security plan the 
21 outcome that's been proposed in the apphcation? 
22 A. The Commission under the legislation, as 
2 3 I understand it, has the right to modify our plan. 
2 4 W h e n and if they do, I would certainly hope they 
2 5 would approve it, but if and when they modify it, we 
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1 If we could turn to page 5, bot tom of the 
2 page where you focus on the Purchase Power Proposal. 
3 A . This is in m y test imony, not the exhibit? 
4 Q . Yes, it is, Fm sorry. Yeah, good 
5 question. 
6 Turning to page 5 o f your rebuttal 
7 test imony where you begin tiie discussion of the 
8 Purchase Power Proposal , the titie Purchase Power 
9 Proposal is the same as the slice-of-system proposal? 

10 A . Yes, it is. 
11 Q. Now, i f the Commission were to approve 
12 this aspect of the application, and regardless o f the 
13 percentage that is selected for the portion that is 
L 4 sourced from the market, which source o f supply, the 
15 market purchases or exist ing generating assets owned 
16 by the companies would flow first through the meter? 
L7 A . The way I would describe that, 

8 Mr. Randa22o, is that these purchases would be 
9 dedicated to the Ohio Povrer and Columbus & Southem 

2 0 companies and, therefore, would be part of the F A C 
21 charge. 
22 Q . Okay. Wha t I'm really asking here is 
2 3 let's assume that ~ as I understand it, you're going 
24 to be purchasing based upon a forecast o f 
2 5 requirements, correct? 
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A. Correct. 
Q. Okay. And let's assume that in 2009 you 

forecast normal weatiier and sales associated with 
normal weather and you purchase, for purposes of this 
discussion, 5 percent of your total SSO requirements 
fi'om the marketplace based upon tiiat forecast. 

A. All right 
Q. Are you with me? 
A. I'm with you. 
Q. As weather actually turns out, it 

deviates from normal and that deviation results in 
actual sales that are Jess than the forecast. Does 
the cost of the 10 percent purchase get reflected in 
the FAC with the residual cost being determined by 
the generating assets owned by the companies^ or is 
there some blend of those actual purchases with the 
existing generation to determine how much flows 
through the FAC? 

A. We haven't developed tiie RFP for tills, 
Mr. Randazzo, but let me try to answer your question 
in how I tiiink it would be done. 

We would be going out for the slice of 
system based on - to give people an idea of what 
their expected supply requirement would be, but if 
tiiere were weather or loss of load, tiien that would 
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reduce the amount of power we would purchase under 
the 5 percent. 

Q. Okay. So you would end up witii the 
percentage being dictated by the ratio between actual 
sales and actual purchases, conect? 

A. What I'm saying is that you would be 
forecasting and telling the suppliers to supply 
5 percent of the load and you would change it over 
time as conditions change. That's where I tiiink we 
would go, but as I say, we haven't finalized that 

Q. Well, ifyou did anytiiing other than 
that, tiien the actual percentage of purchases at 
market prices would be something higher or above tiie 
10 percent number that I used in my hypothetical. 
right? 

A. Well, if we did it based on a pure 
forecast it could be higher or lower. 

Q. Right. But, as you say, you haven't 
developed exactiy how thaf s going to work yet? 

A. No. But as we've thought of slice of 
system, the way I described it is generally the way 
we've done it. 

Q. Okay. Now, on page 6 and also on page 7 
you discuss the expectation that the companies had 

2 5 relative to the Monongahela Power and Ormet 
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transactions. As a general proposition do you think 
tiiat the expectations in these areas should manifest 
tiiemselves in tiie results produced by regulatoiy 
actions? 

THE Wl I NESS: Tm going to need tiiat 
question read back. 

(Rê -̂ rd read.) 1 
A. I'm not sure I understand the question, I 

but let me try to answer it as best I can. As we 1 
looked at it, our expectation was that we would be 1 
going to market and we recognize that the Commission 
only needed to deal witii tiie period up till we wait 
to market 

It was our expectation that if we had 
sometiiing otiier tiian market, we could come to this 
Commission, as we did - as we have done in this 
case, and ask for treatment, and it would have been 
our expectation that we would Imve gotten the same 
kind of treatment we've asked for here. 

Q. Well, let's talk about-you picked a 
certain time fi-ame here on ejqiectations. When Senate 
Bill 3 was enacted, was it the e}q)ectation that I 
market prices would be lower than cost-based I 
ratemaking prices that existed at the time? 

A. I would say that probably different 
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people had different opinions on tiiat. 
Q. Well, AEP-
A. I'm sony. 
Q. Let's talk about AEP. IlMdntyou-

didn't tiie companies request stranded cost recoveiy 
as part of the transition to ~ 

A. Yeah. I may have misunderstood your 
question so let me try to clarify it 

Q. Sure. 
A. I thought what you were saying was an 

eiqiectation of what it would be m 2006 when we went 
to market 

Q. Right 
A. And I believe that we did feel tiiat our 

forecast said there would be stranded costs for AEP. 
I know there were people who said to tiie contrary and 
said the prices in tiie case of AEP companies, it 
would have been - the price would have been hi^er. 
That led to tiie debate about whether or not AEP had 
stranded costs. 

Q. R i ^ t And tiie Commission awarded 
stranded cost recovery for AEP, correct? 

A. No, I don't believe tiiey did. 
Q. Okay. Ifthe Commission did order 

stranded cost recovery in the form of transition cost 
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1 p a y m a i t s made by customers, would you agree that the 
2 expectation at the time was that market prices would 
3 be less t han legacy prices? 
4 MR. RESNIK: Are you done? 
5 M R . R A N D A Z Z O : Yeah. 
6 M R . RESNIK: Tm sorry. I would ob jec t 
7 The regulatory transit ion charges were not stranded 
8 costs associated wi th changing value of the 
9 genemtion plants relative to the market price that 

10 was anticipated. So I think the question is assuming 
11 that the regulatory transit ion charges were stranded 
L 2 costs in the sense that the prior question was asking 
L 3 about it. 
14 E X A M I N E R B O I K O : I tiiink Mr. Baker can 
L 5 answer the quest ion if he understands the question 
16 and h e is m o r e than capable of clarifying his 
L 7 response if he needs to. 
L8 T H E W I T N E S S : Could I have tiie quest ion 
L 9 read back, please? 
2 0 (Record read.) 
21 A. M y recollection, it could be flawed, 
2 2 Mr. Randazzo, was the Commiss ion approved a 
2 3 settlement, and the set t iement w a s a - wi th a number 
2 4 of parties, and w e w ^ v e d our rights to the stranded 
2 5 cost in order t o get regulatory assets. 

P a g e 14 7 

1 Q. Okay. Ifcustomers of A E P believed 
2 that — somehow, believed that market prices would be 
3 lower, do you think it would be appropriate to 
4 respect that expectation by producmg a regulatory 
5 outcome that satisfied that expectation? 
6 A . I tiiink regulatory outcomes are 
7 determined by what the General Assembly tells the 
8 Commission to do and they have to interpret it. 
9 Q . All right Lefs move on to another 

10 subject. O n page 7 you talk here again about what 
11 I'll call the slice-of-system proposal, and here 
12 you're saying that the proposal "will help the 
13 Companies encourage fiirther economic development in 
14 their service territories." I ' m r e f e n i n g t o p a g e ? , 
15 line 16 and 17. D o you see tiiaf? 
16 A . Yes, I do. 
17 Q. A s a general preposition the 
18 slice-of-system proposal results in a standard 
19 service offer price tiiat is higher than it would 
2 0 otherwise be witiiout the slice-of-system component 
21 rigjit? 
22 A . I would say that's the expectation today, 
2 3 not knowing where the cost o f generation ~ 
24 Q. Sure. 
25 A. - will be over this whole period, I 
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1 Q. So your unders tanding is that the 
2 provisions deal ing wi th the recovery of regulatoiy 
3 assets w a s someth ing other t han recovery that was 
4 associated with transit ion costs or stranded costs? 
5 A . I t had noth ing to do , in my mind, with 
6 the difference between market and the cost of our 
7 assets. It had to do with there were regulatory 
8 assets tiiat w e had on the books for stuff that 
9 happened pr ior to 1999 tiiat w e didn't want to write 

LO off. 
L1 Q. All right Lefs go back to 
L 2 expectations. W a s it the expectation at the time of 
L3 Senate Bill 3 that market prices would be less than 
14 the prices that had been previously produced by 
L 5 traditional regulat ion? 
L 6 T H E W I T N E S S : Can I have tiiat read back, 
17 please? 
L8 (Record read.) 
L 9 A. I believe I answered that question. I'm 
2 0 not sure Fm catching the nuance, if there is one, 
21 but I believe there were some people w h o thought that 
22 market prices ~ and Fm talking purely in the case 
2 3 of AEP-Ohio . Some thought the prices would be ~ 
2 4 market prices would be higher and some thought it 
25 would be lower. 
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1 can't guarantee that, but for purposes o f this 
2 filing, yes , Fd agree with that. 
3 Q. Okay. So how is it that the 
4 slice-of-system proposal which p roduces somewha t 
5 higher prices in the aggregate helps economic 
6 development? 
7 A . Again , let's clarify. Y o u said would 
8 result in higher prices. 
9 Q. Ri^ t 

L 0 A . And I put a caveat m the last answer — 
L1 Q. Welt i f l may, Mr. Baker. Mr. Nelson 
L2 who testified previously indicated that one of the 
13 reasons why we ought to consider providii^ carrying 
L4 charges on environmental costs is tiiat it will 
L 5 cont inue to m a k e the lower-cost coal-fired generat ion 
L 6 available to customers at a price thaf s 
L 7 significantiy below marke t 
L 8 But that aside, I understood your caveat 
L 9 before, and I'm happy for you to make it again, bu t 
0 the context o f my question was imderstanding the 
1 caveat that you m a d e previously. 
2 A . Certainly. What I mean t by that term w a s 
3 that w e would have started to lock in supplies and w e 
4 would have a good idea of what the cost would be . 
5 N o w , we wouldn't have it all locked in because w e 

Armstrong & Okey, Inc. Columbus, Ohio 

37 ( P a g e s 1 4 5 t o 1 4 8 ) 

6 1 4 - 2 2 4 - 9 4 8 1 
6da79e39-61a9-4c2c-bd08-1be375b51ba4 



AEP - V. XIV 

Page 149 

1 talk about doing this in tranches over periods, and 
2 there would ~ I believe that the rate will still be 
3 very economically attractive, and we will know we 
4 would have supplies in order to meet that rather than 
5 having to go out in the market m realtime when it 
6 happens and be debating as to whether it's 
7 economically advantageous to pursue economic 
8 development relative to the then cost of power in the 
9 market. 

10 Q. Well, I thought on page 6 thaf you made 
11 it clear finally that the slice-of-system proposal 
12 has nothing to do with the companies' need for 
13 generation supply to serve Ormet or Monongahela Power 
14 customers. Thaf s on page 6, line 10 and 11. Right? 
15 A . Those are what the words say, but v^hat we 
16 are saying is we are not putting the proposal forward 
17 based on a need for power, it's about the issue 

around Mon Power and Ormet and our expectations going 
19 forward. 
20 Q. Well, I understand the expectation par t 

We talked about that. I 'mjust trying to connect the 
2 2 dots here in terms of how a proposal that in general 
23 has the tendency to increase prices relative to an 
2 4 ESP without the slice-of-system proposal would 
2 5 encourage economic development. 
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1 full amount of generating asset plant cost was used 
2 for purposes o f developing retail rates under 
3 traditional regulation? 
4 A . I'm not sure I can - 1 won't buy tiie 
5 proposition that starts out m t h "as opposed to d o i i ^ 
6 this, therefore, that." I will agree that they were 
7 tinted as a credit to rate base. 
8 Q. Iftiiose off-system sales costs were 
9 treated as a credit to rate base, then is it your 

L 0 understanding that the fiill amount o f the generat ing 
11 plants associated with p rov idmg off-system sales was 
12 included in rate base? 
L3 M R . RESNIK: F m sony , can I have tiiat 
L 4 question read back, please? 
15 E X A M I N E R B O J K O : Yes . 
L 6 (Record read.) 
L7 A. The fijll amount o f t i i e - o r tiie fixed 
L 8 costs associated with i h t full capacity for those two 
L 9 companies was i ixluded in rate base because tholse 
2 0 plants were built to serve the internal load of those 
21 t w o companies, 
22 Q. Right And historically, particularly in 
2 3 the case of Ohio Power, it was quite common m those 
2 4 traditional rate cases for stakeholders to make 
2 5 claims that Ohio Power had excess capacity because of 
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1 A . Because we would have more supply 
2 available to us at known prices that we c o d d then 
3 help tbe State go after economic development with 
4 prices that I believe will still be attractive 
5 relative to tiie competition around us. 
6 Q. Well, you would also know the cost of 
7 your own generation, right, tiie company's generation? 
8 A . W e would have a good estimate. 
9 Q. Would i t - s t r i k e tiiat 

10 Now, turning to the off-system sales 
11 discussion on page 8 and 9 of your testimony, are you 
12 aware of how off-system sales were treated for 
13 purposes of developing Columbus & Soutiiem and, more 
14 Specifically, Ohio Power's rates and charges 
L 5 historically under traditional regulation? 
16 A . If we're talking about the period of 
17 lefs jus t use an example tiie rate cases that were 
18 done m tiie '90s which set the rates that are the 
L 9 base of our current rates, those off-system sales 
2 0 were treated as credits to rate base. 
21 Q. And so the - translatmg that, if we 
2 2 can, Mr. Baker, would it be fair to say that in those 
2 3 rate cases rather than making adjustments to rate 
2 4 base to exclude a portion of tiie asset value that 
2 5 might be associated with making off-system sales, the 
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1 the large reserve margin, was it not? 
2 A. I would not b e surprised. I notice it 
3 appears - has appeared that way in various states, 
4 Q. And would you accept that, subject to 
5 chccl^ in the case of Ohio Power? 
6 A. I would accept it, subject to check, that 
7 some intervenors took tiiat position. 
8 Q. And would you accept, subject to check, 
9 that the Commission rejected excess capacity 

LO arguments because of the ability to mak e off-system 
L1 sales to reduce and ~ thereby reduce the cost 
L2 ultimately that was borne by customers? 
L 3 A. I will accept that, subject to check. 
L4 Q. Okay, And, based upon that history, 
L5 would you also accept then that the generation rates, 
L 6 and particularly the non-FAC rates, include costs 
L 7 assoc ia ted vidth genera t ing assets , s o m e o f wdiich for 
L 8 some portion of time have been used to support 
L 9 off-system sales? 
20 A. To support off-system sales, w e make 
21 off-system sales with surplus e n ^ g y that w e have on 
2 2 the system, and it comes about because if s not 
13 needed at that t ime to serve the native load, even 
2 4 though they were built to serve native load. 
2 5 Q. And now the answer to my question. 
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1 A. That was the answer to your question. 
2 Q. Well, let me ask it this way. If those 
3 plants were built to serve native load customers, why 
4 is it that if s appropriate to take tiiose assets to 
5 market? 
6 A . Because if s better than letting surplus 
7 energy sit idle. 
8 Q . All right A n d if native load customers 
9 are paying for tiiose generating assets, do you tiiink 

LO ifs appropriate they receive some portion o f the 
L1 benefit thaf s derived from utilizing those assets 
L 2 w h e n tiiey wou ld otherwise b e idle? 
L 3 A. I don't tiiink the customers are paying 
L 4 for those generation assets. They're paying for 
L5 service that they received as rates were set, 
L 6 Mr . Randazzo, back in the mid-'90s. We've had many 
L 7 changes. We've gotten away from cost of s e r ^ c e and 
L 8 w e jus t continue to make off-system sales, and we 
L 9 said what we think the right treatment is. 
2 0 Q. Okay. Mr. Baker, at page 20 ~ and tiiis 
21 is the last area of my questions. Page 20 you begin 
22 a discussion in your rebuttal testimony of sale or 
2 3 transfer of certain generating assets. I thought 
2 4 fixim your prior testimony that there was no current 
2 5 plan to transfer or sell any of these generating 
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1 generating assets? 
2 A . Lefs talk about the time, Mr . Randazzo. 
3 The plants we're talking about were not part of that 
4 previous request for E W G status that was put in fix^nt 
5 of this Comin iss ioa These plants - these plants are 
6 ones tiiat were bought after Senate Bill 3 passed in 
7 anticipation o f going to the m a r k e t and the 
8 shareholders o f the company took the risk on these 
9 plants and, therefore, I think ifs appropriate for 

L 0 us to have the authority to, if w e choose, to 
L1 transfer or sell these assets at our discretion. 
L2 Q. Okay. Thaf s as straightforward as 
L 3 anybody could put it, Mr. Baker. 
L4 M R - R A N D A Z Z O : Thank you very much. 
L5 Thaf s all I have. 
L6 E X A M I N E R B O J K O : Mr . Petricoff? 
L7 MR. PETRICOFF: Thank you, your Honor. 
L8 
L 9 C R O S S - E X A M I N A T I O N 
20 B y Mr. Petricoff: 
21 Q. Good afternoon, Mr. Baker. 
22 A. Good afternoon, Mr. Petricoff. 
23 Q. This is tiie tiurd and probably final time 
2 4 that we'll engage in tiiis dialogue, at least 
2 5 hopefully, in this case. 
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1 assets. Is there a current plan to sell or transfer 
2 any of these generating assets? 
3 A.. No. 
4 Q . So do you think it's unreasonable to 
5 withhold authority that may be required from this 
6 Commission on the transfer or sale of generating 
7 assets until such l ime as the companies actually have 
8 a plan to sell or transfer the generating assets? 
9 A . I think ifs appropriate for that 

L 0 authority to be given as part o f our ESP , which is 
L1 part of our total plan. 
L 2 Q. Well , didn't you previously receive 
L 3 authority from the Commission to transfer generating 
L 4 assets? 
L5 MR. RESNIK: Fll ob j ec t your Honor . 
L 6 Ifs been asked and answered from Mr. Baker's prior 
L7 stint on the stand. 
L8 MR. R A N D A Z Z O : Thafs fine. 
19 Q. Mr. Baker, Fd like you to assume that 
20 A E P previously asked ^ d received - asked for and 
21 received authority to transfer generating assets and 
2 2 elected to not transfer generating assets. With that 
23 history, \ ^ y is it that it is so important for you to 
2 4 receive authority to transfer these generating assets 
2 5 at a tune when you have no plan to transfer the 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
Ll 
12 
13 
14 
15 
16 
17 
8 
9 
0 
1 
2 
3 
4 
5 

Page 156 

A. Well, I'll miss it 
Q. As will I. 

Ifyou would, turn to page 4 of yotar 
testimony, and I want to refer you to the sentence 
tiiat starts on line 6, and Fll read it to you, it 
says: "Section 4928.143(B)(2), Revised Code, makes 
it clear that a company may provide any provision in 
an ESP for approval by the Commission as long as the 
ESP in the aggregate is more favorable to customers 
when compared with the expected results from an MRO 
option." 

I want to explore that statement with 
you. What ifthe ESP application had a provision in 
it that violated a state statute but the ESP in tiie 
aggregate was more favorable than the expected 
outcome of the MRO, would the Commission have to 
accept the ESP or could it require the offending 
provision to be amended? 

A. I assume that the Commission cannot do 
somethmg that breaks the law. 

Q. What iftiie ESP had a provision that 
violated a Commission rule but the ESP in the 
aggregate was more favorable than the expected 
outcome of an MRO, would the Commission have to 
accept the ESP or could the Commission requu'e the 
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1 offendmg provision be amended? 
2 A. I don't k n o w the answer t o that because, 
3 unlike the law, I assume the Commission could change 
4 the rule. 
5 Q. So you're unce r t^n on that one? 
6 A. My answer is my answer. 
7 Q. Well, m y question is that you're 
8 uncertain whether the Commission would have the 
9 authority to amend an E S P because it violated a 

L 0 Commiss ion rule? 
1 1 T H E W I T N E S S : Can tiie question be read 
L2 back? 
13 (Record read.) 
14 A. r d say I was uncertain. 
15 Q. One last question in this series. What 
1 6 if the E S P h a d a provision that violated an 
17 established regulatory principle but the E S P in the 
18 aggregate w a s m o r e favorable than the expected 
19 outcome of the M R O , would the Commission have to 
2 0 accept the E S P or could it require the offending 
2 1 provision to be amended? 
22 A. I don't know what you mean by "regulatory 
23 principle." 
2 4 Q. Okay. Lefs assume that a regulatory 
2 5 principle would be the outcome that the Commission 
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1 redefine regulatoiy principle based o n Senate Bill 
2 221. I dont know how they're going to do that but 
3 tins is a bill that is unl ike anyti img Tve ever seen 
4 before, and ifs going to create t remendous 
5 challenges so Fm not sure there is a his tor ic 
6 regulatory principle that won' t h a v e to b e tested. 
7 Q. So ifs your opinion tiiat past decisions 
8 and past practices of the Commiss ion will have to be 
9 reexamined in toto w h e n approaching th is case? 

LO A. I think that the Commission will have to 
L1 consider what Senate Bill 221 tells t h e m to do w h e n 
L2 they have questions come before them. 
L3 Q. Lefs move on here. O n line 8 you recite 
L 4 that - and tiiis is we ' re measur ing n o w be tween the 
L 5 E S P and tiie M R O - that in the aggregate it is more 
L 6 favorable, and I want you to focus on the word 
L7 "favorable." 
L 8 In your opinion when the Commiss ion 
L 9 evaluates whether an E S P is more favorable in the 
2 0 aggregate than tiie expected outcome of an M R O , is it 
11 strictly an economic or cost per k W h test? 
12 A. No . 
23 Q. So ifs possible tiien, that tiie E S P could 
2 4 be lower per k W h but because it has an offending 
2 5 provision in it, the Commission could deem it to be 
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has taken when faced with similar issues in similar 
cases over a long period of time. 

^4R. RESNIK: And, your Honor, I'm going 
to object There by definition cannot have been 
similar cases to an ESP under Senate Bill 221. I 
think that's whaf s taken us all so long to get 
through this. So when we talk about established 
regulatory principles, those principles were 
established in a different regulatory environment so 
I would object to the question. 

EXAMINER BOJKO: I guess I didn't tiiink 
Mr. Petricoff s question had to be necessarily in the 
here and now. 

I think you're just speaking generally if 
there was a regulatory principle in place; is that 
right? 

MR. PETRICOFP: That's conect 
Q. And maybe Fll give you an example of a 

regulatory principle and then see if that can assist 
you. For example, over tiie years the Commission has 
decided tiiat there - that customers in like position 
should be treated in like manner by the utility. 
That's an example of an established utility 
principle. 
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less favorable than the M R O ? 
A. Offending? Offending is kind of an 

interesting word. Do you mean something that is not 
permitted under law, going back to your earlier 
question? 

Q. No . By "offending" I was th inking that 
it had a - well, let me try it again, tiiea 

Assuming tiiat the ESP was lower by a 
penny a kilowatt-hour than the M R O but it had a 
provision in it which was not illegal but in the 
consideration of the Commission pernicious or 
offensive but not illegal, could the Commission, 
based on that, decide that it was not favorable, tiie 
E S P was not as fevorable to tiie M R O , even tiiough it 
was cheaper? 

A. The Commission has the authority to 
reject our plan or to reject an E S P . I think the 
criteria should be looldng at whether the E S P as ifs 
defined here in the aggregate is more favorable. 
They're going to have to make that determination, and 
they are going to tell us whether they accept, 
modify, or reject our plan and w e will react to that 
activity. I don't tend to tell the Commiss ion what 
they can and cannot do . 

Q. Lefs move from reject and a p p r o a d i tiie 
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1 same issue and ask what about amend. Can tiie 
2 Commission amend the ESP ^^athout rejectmg it because 
3 it considers an aspect of tiie E S P to be not as 
4 favorable as the M R O ? 
5 A. I think I jus t answered tiiat I dont tell 
6 the Commission what they can and cannot do. They 
7 will do what they do , and we will have to determine 
8 vihether tiie plan is still acceptable to us. 
9 Q. Fair enough. 

10 Lefs turn to page 13 of your testimony. 
L1 If you would. I'd like you to t u m to Une 18, and 
L 2 here's the sentence I want to have a dialogue with 
13 you about. Your testimony says: "No. First, I have 
14 been advised by counsel that customers who retum to 
15 the Companies' SSO upon the default of their 
16 competitive supplier are statutorily entitled to 
17 service at the S S O rate." 
18 I want you to focus in on the word 
19 "default" What did you mean there when you said 
2 0 "default"? 
21 A. Well, it was the advice of my counsel, so 
2 2 I assumed that what we were talking about was for 
2 3 whatever reason the competitive supplier failed to 
2 4 continue to supply a customer under a contract. 
2 5 Q. Okay. And if a customer - well, let me 
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1 Q. Let me give you another si tuatioa Lefs 
2 say tiiat tiiere w a s n t a default bxit the C R E S supplier 
3 stopped supplying because the contract came to an 
4 end. It was a year contract We're now in the 
5 366tii day, a s sunung this wasn' t a leap year, and 
6 the CRES stops supplying. In that situation does the 
7 customer have a right to come back to tiie SSO rate? 
8 A. I believe they do. 
9 Q. Lefs say tiiat the customer now is ~ 

LO actually, before we do tha t your advice from counsel 
L1 seemed to be specific as to upon default Your 
L 2 understanding then, is that ifs broader than on 
L 3 default. Ifs just anytime the customer wants power 
L 4 they can re tum to the SSO rate? 
L 5 A. With the exception o f the governmental 
L 6 aggregation that I talk about later, it is my 
L 7 understanding that if a customer comes back for 
L 8 whatever reason, that they can come back at tiie S S O 
L9 rate. 
2 0 Q. Well, lefs talk about the government 
21 aggregation now. Ifyou have a government 
2 2 aggregation and the government a ^ e g a t o r has given 
2 3 the notice under section 4928.20(J) that it does not 
2 4 care to pay the POLRs or have its members pay the 
15 POLRs and that they will retum at marke t In that I 
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1 ask you tiiis, does a CRES, a competit ive retail 
2 electric supplier n o w if they are g o m g to qualify to 
3 do business b AEP or on the AEP systems, do tiiey 
4 have to supply a bond or provide other financial 
5 security? 
6 A . I would expect they would. 
7 Q. And the company generally can rely upon 
8 tiiat security in tiie case that the C R E S does not meet 
9 its obligations to supply power? 

10 A. Again, I would assume so, but I'm not 
L1 sure that it necessarily would cover whatever tiie 
12 impacts were . 
13 Q. Well, n o w F m jus t focusuig in on the 
14 word "default." Y o u would agree witii m e tiiat in a 
L 5 situation like tiiat where the C R E S didn't supply and 
16 the company supplied and then, you know, confiscated 
L 7 the bond or took other actions, that Ihat would be a 
L 8 default that wou ld fit in the language tiiat - your 
L 9 testimony here on Imes 18 to 20 . 
2 0 A . I didn't get into — in thinking this 
21 tiirough, Mr. Petricoff, I w a s n t tiiinkmg about what 
22 the ~ what bonds were out there or what the company 
23 could do with tiiose bonds. It was purely that if 
2 4 there was a default as I understand i t that the 
2 5 customers could come back at the SSO rate. 

Page 164 

1 case i f there's a default, do the customers come back 
2 at market rates rather than the SSO rate? 
3 THE WITNESS: Could I have tiiat read 
4 back, please? 
5 (Record read.) 
6 A . We had a lot of dialogue about this in m y 
7 second round of test imony, and the Bench was asking a 
8 number of questions about the standby and the POLR, 
9 and I indicated tiiat I wasn t sure how the Commission 

10 would deal with POLR and standby, whether they were 
L1 one and the same or n o t And then we got into a 
L 2 dialogue about what standby service was, and there 
L 3 were current tariffs tiiat had standby service. So at 
L 4 tiiat point I indicated I really d i d n t know exactly 
L 5 h o w the Commission would treat the governmental 
16 aggregation m relation to our request for P O L R but 
L 7 they would do what they did, and w e would look at it. 
L 8 I also in m y direct tes t imony talked 
L 9 about the potential that although, as you described 
20 it as I think what the law provides, that there may 
21 be a situation where if, in f a c t tiie market rates 
22 were so high and thaf s the reason the governmental 
2 3 aggregator got out o f business ~ went out o f 
2 4 business, there is a chance that we would not be 
25 allowed to c h a i ^ market-based rates. Thaf s 
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1 captured in my direct testimony. 
2 Q. Well, I want to see if we can ftmnel down 
3 to something. What is your understanding today as to 
4 the ability of a governmental a ^ e g a t i o n to waive 
5 the P O L R charges as you have ~ you being A E P ~ have 
6 applied for them in this case and come back i f the 
7 customers come back at market? 
8 A . W e indicated tiiat we tiiought tiie P O L R 
9 charge was nonbypassable regardless of aggregation, 

10 and it was brought to my attention tiiat the POLR 
L1 might be a standby and, therefore, we might be 
12 precluded from doing it, and I said in that case 
13 thaf s what the Commission will tell us, but our 
14 proposal was that POLR is there regardless. 
L 5 Q. Okay. And you've not received similar 
L 6 advice from counsel as you have on line 18 and 19 as 
L 7 to what happens with the governmental aggregation as 

you discuss on page 14 in lines 1 to 3. 
19 A. Nothing more than whaf s in my direct 
2 0 testimony. 
21 Q. In that case Fd like to ~ I want to ask 
2 2 you a series of questions about the fuel adjustment 
2 3 clause now. 
2 4 A. Can you point me to a section in my 
2 5 testimony that we're talking about? 
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1 what everyone was - what I read otiier people's 
2 testimony to say was you d o n t have a risk because 
3 jus t go out and buy at market and you got it covered. 
4 When w e were in — when I was sitting in 
5 listening t o Miss Medine testify, she took this 
6 position and then followed it up with, but if your 
7 own generation is c h e ^ e r , then you wou ldn t go out 
8 to the market and buy i t you would use your own 
9 generation. 

L 0 So we've got a bit o f d ichotomy be tween 
L1 where what people are saying on one hand and then 
L2 what they say a couple minutes later about economic 
L 3 dispatch and h o w you do resources. 
L 4 ff you're asking do they have a prudency, 
L 5 can they look at prudency, o f course they'll look at 
L 6 prudency as fer as the purchase decision or the 
L 7 dispatch decision. Yes , they'll look at this — 
L 8 MR. PETRICOFF: Your Honor, I move to 
L9 strike. If s nonresponsive. The question asked 
20 about Commission authority. 
11 MR. RESNIK: Your Honor, could I have tiie 
2 2 question and answer read back, please? 
23 EXAMINER BOJKO: Yes . 
24 (Record read.) 
25 MR.RESNIK: Iti i ink-
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1 Q. Yes, I can. Actually, tiiese questions 
2 are going to center around your testimony on page 14, 
3 lines 7 to 9, where you indicate that your 
4 understanding that this cunen t Commission cannot 
5 bind some fiiture commissions that would have to 
6 decide whether the companies could flow through t h e n 
7 fuel adjustment clause, the market prices of serving 
8 tiie loads returning to customers. I want to explore 
9 that concept with you. 

10 Lefs start with an easy example. I f t h e 
11 fuel adjustment clause requested by AEP is approved 
L 2 by tiie Commission in 2009 and in 2010 500 new 
13 customers move into the AEP territory, could the 
L 4 Commission in 2010 deny recovery l ^ AEP of the fuel 
L 5 and purchased power costs associated with that 
L 6 incremental load of 500 new customers because the 
L 7 fuel adjustment clause was autiiorized by a past 
18 Commission? 
L9 T H E WITNESS: Could I have tiie question 
2 0 read back, please? 
21 (Record read.) 
2 2 A. The issue we're trying to address here is 
23 the idea that you just go out and buy at market to 
2 4 serve the load, not whether or not you can use your 
2 5 own generation or the purchase. The implication of 
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1 EXAMINER BOJKO: Actually, well, he 
2 didnt answer i t I mean, the question wasnt 
3 pradency that Mr. Petricoff was asking, so the answer 
4 will be stricken. 
5 And, Mr. Baker, maybe you could try to 
6 answer the question. I was looking for some response 
7 in that long answer somewhere and I jus t couldnt 
8 find it. 
9 THE WITNESS: Okay. I was trying, but if 

10 I didn't do it, I'll try again. 
11 EXAMINER BOJKO: Does tiie Commission have 
12 autiiority under his hypothetical to modify the 
13 previous decision? 
14 TEffi WITNESS: I don t believe tiiat 
15 they ~ ifthe question was around if a fuel 
16 adjustment clause is put in place, cduJd they deny 
17 passing tiirough - costs t h r o u ^ a fuel adjustment 
18 clause, I thmk tiie answer is no. That, I think, is 
19 set up as far as this bill. 
2 0 What we're talking about here is a 
21 specific action the company takes. This is tiie 
2 2 action of going out and purchasing power to serve 

3 returning customers and flow it through the FAC. I 
4 think a future Commission could decide that they 
5 didnt like that activity if tiiere were c h e ^ ^ 
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generation available in the fleet atid thaf s the 
risk tiiat J think we have. 

Q. (ByMr.PetricoflOButitisyour 
testimony and your belief that tiie Conmiission in 2010 
could not go back and redo the fuel adjusUuent clause 
in terms of passing tiirough fiiel and power prices 
that took place in 2009 if it was done in accordance 
with a fuel adjustment clause that was approved. 

MR-RESNIK: Your Honor, Fm going to 
object because Mir. Petricoff is switching from the 
narrow point tiiat M-. Baker just identified in his 
answer tiiat we're talking about a means of dealing 
with tiie POLR issue and buying market power to do 
tiiat, which is being suggested by some parties, and 
thai we should pass it through tiie fiiel clause which, 
of course, is not our proposal. And he's - his 
question is talking on a much broader scale, well, if 
the Commission qjproves a fuel clause, can they deny 
costs. 

EXAMINER BOJKO: I tiiink tiiat was tiie 
point of Mr. Petricoff squestioa I was trying to 
figure out exactiy what Mr. Baker said bo^ause his 
response was twofold, and I tiiink he was seeking tiiat 
clarification, so lefs let Mr. Baker clarify if he 
can. 
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THEAVFFNESS: Can I have it read back. 
please? 

(Record read.) 
A. J tried to answer tiiat as to tiie first 

part so Fll try to do it again and hopefully be a 
little more clear. I tiiink iftiie Conmiission 
approved a fuel adjusLment clause as provided for in 
this bill, that tiiey could not say we couldn't have a 
fuel adjustment clause going forward Decisions on 
how that fuel adjustment clause is done I think could 
be changed in the future. 

Q. But I want to narrow injust one more 
level, one more gradation level down, and tiiat is on 
lines 7 and 8 of your testimony you say that tiie 
Commission cannot bind some future Commission, but 
isnt it true from your past answer that the 
Commission m 2009 can, in fact, bind future 
commissions as to what can go through the fuel 
adjustment clause, at least retroactively, to any 
future action of the Commission? 

Fll witiidraw tiie questioa I've got to 
fix it up a bit. 

Lefs go back and look at this language 
that says the Commission cannot bind some future 
Commission. I'm asking you now that if this 
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Commission issued a fiiel adjustment clause ^ d said 
for tiie period of time tha:ts covered by this fuel 
adjustment clause, all purchased power and fuel costs 
will be passed throu^ wouldnt you agree that tiiat 
would, in fact bind future commissions until tiie 
time that tiiose - tiiat tiie future commissions change 
that order prospectively? 

A. Okay. Lefs-ifyou would allow me, 
Fd like to just use what I was talking about in this 
section, not to just have tiie broad generic, and I 
hope tiiat that answers your question, fm really 
tryingto-

Q. I want a specific answer to my 
theoretical question. Going to come down to the POLR 
in a minute. That's my next question. 

MR. RESNIK: Can I have tiie question read 
back, please? 

EXAMINER BOJKO: Yes. 
(Record read.) 
MR RESNIK: Well, your Honor, I guess 

I'm going to object because Fm not sure where this 
is going. I tiiink tiiaf s exactly consistent with 
Mr. Baker's testimony tiiat this Commission cannot 1 
bind a future Commission, the fiiture as ifs 
conditioned, until the Commission in some future 
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pohit charges what this Commission is doing ~ 
EXAMINER BOJKO: I tiiink we're focusing 

on semantics, and I think that maybe Mr. Baker gets 
tiie difference from what he said previously. 

Do you understand the question? 
THE WITNESS: Let me try. First of all, 

I dont think the Commission would ever put out an 
order that says all purchased power and all fuel 
would be allowed to be flown tiirough a fuel clause. 
So I have trouble with the question because of the 1 
premise it sets on. I 

And tiien ifyou start to say, okay, we're 1 
not going to flow tlu-ough all purchases and all fuel 1 
regardless of what tiie company does, I think you'd 
have to get dovra to the specifics, which is what I 
was trying to do with my answer. 

EXAMINER BOJKO: I tiimk, Mr. Baker, tiie 
confusion is tiiat you were saying that you believe 
tiiat if a mechanism to recover such fuel costs was 
approved by the Commission, that tiiat would be 
binding, but the exact costs tiiat flow tiirough tiiat i 
mechanism may or may not be approved by future 1 
Commissions, is tiiat - 1 

THEWTFNESS: Thaf s what I was ttymg to 1 
say. 1 
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EXAMINER BOJKO: Is tiiat a good summary? 
THE WITNESS: Thank you. 

Q. (By Mr. Petricoff) Mr. Baker, iftiie 
Commission could authorize a ftiel adjustment clause 
that couldn't be amended, save for prospectively that 
would cover new customers moving into tiie area, I 
think 500 -- we'll stick with tiie analogy of 500 new 
customers. Could the Commission likewise have the 
authority to pass a fuel adjusttnent clause that says 
500 returning customers from CRES suppliers, any 
excess costs ~ or, the costs of serving those 
customers would be flowed through the fuel adjustment 
clause? Would they have the authority to do tiiat? 

A. I believe tiiey have the authority to do 
it. The question is not around flowing throu^ the 
cost of serving customers; ifs flowing through the 
cost of purchased power specifically at maricet for 
those returning customers. That's a different 
hypothesis. 

Q. Well, lefs funnel down to tiie final 
question, then. Ifthe Commission - do you believe 
that the Commission has the authority to approve a 
fuel adjustment clause that said any customers 
returning because of a defauh from a CRF.S provider 
will be provided standard service at tiie standard 
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service rates and the cost of the purchased power 
fuel for serving tiiose customers will be flowed 
through the fuel adjustment clause? 

MR. RESNIK: And just to clarify, is he 
asking hkn to disregard the advice of counsel that he 
received? 

MR. PETRICOFF: Thaf s a much more 
complex question that is irrelevant. 

MR. RESNIK: Well, Fd like to tiiink not 
EXAMINER BOJKO: Ihaf s ovemiled. 
Let Mr. Baker answer tiiat question if he 

can because now we're trying to get even narrower 
from where we were discussing a few minutes ago. 

MR. PETRICOFF: This is tiie final 
question in the series. 

THE WITNESS: Can I have tiie question 
reread? 

EXAMINER BOJKO: Just so Fm clear, 
Mr. Petricoff, tiiis isn't \\haf s binding, you're 
saying do they have the autiiority. 

MR. PETRICOFF: Do tiiey have tiie 
authority to do it. I'm still focusing on tiiis 
question about that this ~ what this Commission can 
bind, you know, for a future period of time. 

(Record read.) 
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A. I believe that the Commission could 
authorize the company to go Ofut and purchase power 
for returning customers regardless of what their 
portfolio was and flow that through the fuel clause, 
I don't necessarily tiiink that that - or, I do think 
that tiiat could be changed by a future Commission. j 

MR, PETRICOFF: Your Honor, I have no 
further questions. Thank you. 

Thank you, Mr. Baker. 
EXAMINER BOJKO: Mr. Maskovyak? 
MR. MASKOVYAK: Thank you, your Honor. 

— 1 
CROSS-EXAMDslATION 

By Mr. Maskovyak: 
Q. Good aftemoon, Mr. Baker. 
A. Good aftemoon. 
Q. I would like you to tum to page 3 and 

look at lines 3 throu^ 5, basically the last 
sentence of tiiat part of tiie testimony be^ning witii 
"There is no mention of tiie word prudentiy." Or 
there's only one mentioa 

EXAMINER BOJKO: Fm sony, I cannot hear 
a word that you're saying, Mr. Maskovyak. 

MR MASKOVYAK: Fm sony, FU speak up. 
Q. You say there is no merition of the cost | 

Page 17 61 

of service and only one mention of the word 1 
"prudently." Do you see where I am? 

A. Yes, I do. 
EXAMINER BOJKO: Which page? I'm sony. 
MR. MASKOVYAK: P ^ 3. 

A. Yes, I do. I see it 
Q. So by virtue oftiie fact tfiat you state 

that the word "prudentiy" is only used once, does 
this mean that any cost or expense for which the 
companies seek reimbursement where it is not subject 
to 143(BX2Xa) means it does not need to be pnKient? 

THE Wl 1 NESS: Could I have tiie question 
read back, please? 

(Record read.) 
A. What I believe is tiiat tiie Commission as 

part of what has been proposed by Senate Bill 3 
should approve the plan, or reject tiie plan, or 
modify tiie plan, and once you've done that those are 
the rates that are in place for ~ going forward for 
supply to customers. I dont tiiink it falls under a 
pmdency discussion at tiiat point because ifs 
approval of the plaa 

Q. So does that mean the companies would be 
otiierwise free to seek costs that may well prove to 
be imprudent? 
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1 A. Ifs part - again, I go back to the 
2 plan, and w e put someth ing in fi'ont — ifs compared 
3 to tile M R O . If t i ie General Assembly had wanted 
4 prudent t o be the condit ions o f the plan, approving 
5 the plan, I think they would have put that language 
6 in. 
7 Q. C a n I take it fix>m your answer that your 
8 answer is yes? 
9 MR. RESNIK: Your Honor, III object H e 

L 0 gave his answer. 
L1 MR. M A S K O V Y A K : Fm not sure tiiough 
L 2 whether it falls as a yes or no , your Honor. 
L 3 Truthfully, I d o n t know. 
L 4 E X A M I N E R B O J K O : Mr. Baker, can you 
L 5 answer it any further? 
L 6 THE W I F N E S S : No , I can ' t 
L7 Q. (By Mr. Maskovyak) If a cost was found to 
L 8 be impmdent or thought to be imprudent that was not 
L 9 par t of 143(B)(2)(a) , is it the company's posit ion 
10 Ihat this would not b e a bar to recovery? 
^ l T H E W I T N E S S : Could I have tiiat read 
22 back? 
23 (Record read.) 
24 A. I h a v e n t tiiought through all of that 
2 5 because I've tiiought ~ Fve tried to think of this 
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1 Q. Is the question o f how much profit the 
2 company may make irrelevant t o the quest ion of 
3 reasonably priced? 
4 A. Yes. Ofcourse, subject to the 
5 significant excessive earnings t e s t 
6 Q. Okay. Thank you. Lefs tum to page 4. 
7 I'm gomg to look at the question and answer 
8 begmning on line 17 where you talk about the 
9 cu'cumstances that would warrant the Commission 

to modifying an ESP. Do you see where I am? 
Ll A. Yes. 
L2 Q. In your answer you discuss three 
L3 possibilities, which you label as A , B , and C. 
L4 A . Yes. 
L 5 Q. Is it my understanduig that these are the 
L 6 only ways you believe by which tiie Commission may 
L7 modify tiie ESP? 
L 8 A . These were three that I tiiought o f when I 
L 9 was writing the testimony. I d i d n t go any further 
20 tiian tiiat 
21 Q. So is it possible tiiere could be more 
2 2 ways or other ways than the three you enmnerate? 
23 A . I d o n t know. 
2 4 Q . I f the Commission did modify the E S P in 
2 5 the ways that you sugges t would it still b e 
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1 in the context o f w h a t w e have put in front of the 
2 Commiss ion as far as our plan is concerned, and the 
3 section you pointed t o is the section that forms the 
4 general basis of our F A C which is clearly thaf s 
5 subject to the word "pmdent." Ifs there. 
6 The others are requests. I think the 
7 Commission has to look ~ ifs not asking for 
8 continued t m e u p o f c o s t s or anything. There are 
9 dollars we're asking for either in values that are 

L 0 defined in the plan, values that are automatic 
L1 increases, purchased power. I think the Commission 
L 2 needs to look at that as part of the plan, not 
L 3 whether any single decision is prudent in their 
L 4 judgment . 
L5 Q. Thank you. 
L 6 Staying wi th p a g e 3 with the question and 
L 7 answer beginning on line 6 regarding the reasonably 
L 8 priced goals, are you with me? 
L9 A. Yes. 
20 Q. In your answer would it be fair to say 
21 that you essentially define "reasonably priced" to 
2 2 mean that any amount that makes the ESP in the 
2 3 aggregate less than the M R O meets the definition of 
2 4 reasonably priced? 
25 A. Yes , I think it would be. 
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1 considered a modification by the comparues such that 
2 you could decide to wi thdraw the application? 
3 A. The question asks about modifying the 
4 ESP . That to m e is by definition, therefore, 
5 modifying tiie ESP, which w e then have tiie ri^t to 
6 determine whether w e want to accept i t 
7 Q. Okay. Thank you. 
8 Fd like now to t u m to the Purchase 
9 Power Proposal section o n page 5 with the quest ion 

10 and answer beginning on line 11 . Fd like you to 
11 look at the part of your answer beginning o n Ime 15 
12 starting v^tii the word: "Although the Compani es 
L 3 propose to administer its slice-of-system purchases 
14 within the F A C mechanism the proposal was not made 
15 under tiiat section and the Commission is not limited 
L6 to that section in approving i t " And I assume by 
17 "that section" you're referring back to the previous 
16 sentence in reference to 4928.143(B)(2)(a) . 
19 A- Yes . 
20 Q. I know you were not in the room when 

1 Mr. Nelson was here testifying but I believe in 
2 2 response to questions from O C C that Mr. Nelson 

3 testified that the company was , in fact, seeking 
4 recovery pursuant to 143(BX2Xa). 
5 MR. RESNIK: Fll ob jec t your Honor . I 
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1 think that Mr. Nelson's testimony just refened to 
2 (B)(2), he did not use tiie letter (a). 
3 E X A M I N E R B O J K O : Lefs ask tiie witness if 
4 he knows. 
5 Can you respond to this question? 
6 T H E WITNESS: Certainly. That is, I 
7 thmk that's defined by my answer on line 18 carrying 
8 through line 2 2 that I consider it a two-step 
9 process, that the approval of A E P going forward and 

L 0 purchasing the 5 ,10 , and 15 from tiie market is jus t 
Ll part o f t h e overall plan. The flowing the results o f 
L 2 that purchase then through the fuel clause are 
L 3 consistent with tiie 4928.143(B)(2)(a). 
L 4 Q. All right. We may not need Mr. Nelson. 
L 5 Do you have a copy o f the company's application? 
L6 A . Yes, I do. 
L 7 Q. Can I get you to tum to page 4 and look 

at Roman numeral n .A , tiie Fuel Adjusttnent Clause? 
L 9 Perhaps you can clarify for me. 
2 0 A. Yes, I see i t 
21 Q. The first sentence starts: "As permitted 
2 2 by 4928.143(BX2)(a), Ohio Revised Code, tiie 
2 3 Companies propose implementing an adjustment 
2 4 mechanism" and so forth. And ifyou continue on in 
2 5 that section and slide over to page 5, hi the second 
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1 are specifically citing for the proposition that ifs 
2 no t (B)(2Xa) but sometii ing e lse? 
3 A . Fm looking. I fs 4928.143(BX2) . 
4 Q. But none o f the underlying subsections 
5 apply. 
6 A . There are words that say the plan may 
7 provide for or include without limitation any of the 
8 foilowing. 
9 Q. I imderstand. A n d your proposal, can it 
0 be found in any o f the following subsections? 

Ll A. It was really intended to fell under the 
L2 "without limitation" provision. 
L 3 Q. Is the recovery for \^ich you are seeking 
L 4 on this fuel cost a cost that could b e sought under 
b (B)(2)(a)? 

6 MR. RESNIK: Your Honor, could I have tiie 
L7 question read back, please? 
8 EXAMD^R BOJKO: Yes. 

L 9 (Record read.) 
0 MR. RESNIK: Well , I guess Vm going to 
1 object because I think n o w we're switching fix)m the 
2 purchased power to fuel. Sort o f leaves m e in the 
3 dust bu t . . . 
4 MIL M A S K O V Y A K : Fm happy to go wdtii 
5 purchased power. 
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1 bullet poin t it talks about the purchased power costs 
2 that axe par t o f this mechanism, as I unders tand it. 
3 A . All I can do is point you back to m y 
4 tes t imony because it talks about two proposals . Tha t 
5 is the area where we recover the cost. Thaf s no t 
6 the approval o f whether we can make the 5 , 1 0 , and 
7 15 percent purchase as part o f the plan. 
8 Q. So the bullet point at the top of page 5 
9 is not connected to the beginning of that particular 

L 0 part tiiat says tiiat tiiis is pursuant to 143(B)(2)(a). 
Ll A . Recovery o f If s two steps in this 
L2 process. I d o n t know how I can be more clear about 
L3 that 
L 4 Q. All right. Can you then tell m e what 
L 5 section you are relying on? 
16 A . Fm terrible with these numbers in this 
L 7 legislation, bu t ifs the whole E S P section. 
L 8 Q. Fm not sure what you're referring to , 
L 9 sorry. W h e n you say "the whole ESP sect ion" ~ 
20 A. Thaf s fine. I'll go tiirough tire 
2 1 legislation. 
22 EXAMINER BOJKO: Section 143, is tiiat 
2 3 what you're talking about? 
2 4 THE WITNESS: Let me look it up. 
2 5 Q. j s there a statutory section to which you 
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1 A. I look at (a) to be the recovery 
2 mechanism for the costs the company incurs in these 
3 specific areas in supplying the SSO. If we were to 
4 say ifs covered under that section, then everyone 
5 who is saying you have to make these ~ purchased 
6 powers has to be a least-cost plan could use that as 
7 a reason to deny the 5 , 1 0 , 1 5 purchase because they 
8 may not believe ifs the least-cost plan, and we've 
9 taken the position that it is under tiie "witiiout 
0 limitation" that we're asking for the approval, and 
1 we show that in the a ^ r e g a t e ifs better than the 
2 MRO. 
3 Q. I understand that. My question still is, 
4 though, could you seek recoveiy for those same costs 
5 pursuant to (BX2Xa)? 
6 A. No, and accomplish what we were trying to 
7 accomplish as part of this plan. 
8 Q. And what is it you are t rymg to 
9 accomplish? 
0 A. A plan in place that is better in tiie 
1 aggregate than the M R O and provides what I believe to 
2 be a good anangement for customers and the company. 
3 EXAMINER BOJKO: So could tiie purchases 
4 be at any cost? 
5 THE WITNESS: No. I'm asking tiie 

m^is^if^^sM^ 
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1 Commission to approve the authority to buy 5 ,10 , and 
2 15 and put it in tiie portfolio. Then when we 
3 actually execute on i t I would expect as part o f the 
4 fuel clause that tiiere would be a prudency and tha ' e 
5 would be a check, did, in fact we go out and acquire 
6 it in the best fashion and the lowest tos t to make 
7 those purchases, not in comparison to what the energy 
8 supply of our own system is. 
9 E X A M I N E R BOJKO: So tiie pmdency check 

10 would still be on the cost that you purchased it a t 
1 1 not maybe necessarily tiie execution of the purchases, 
12 which is what your line 21 says. 
13 THE WTTNESS: Well, I tiiink if s tiie 
14 execution of, your Honor, not the c o s t because if 
15 we're allowed to do it and we go out and - we're 
16 given the autiiority to go out and make the 5 ,10 , 
17 15 percent purchases, jus t because it comes in with a 
L 8 specific number is going to be relevant to whether 
19 we - what the market set tiie price a t We have to 
2 0 show that we, in fac t did a good j o b of acquiring it 
21 hi tiie market and got it in the most efficient manner 
2 2 from the market. 
2 3 E X A M I N E R BOJKO: But tiie cost would be a 
2 4 factor in tiiat consideration of whetiier the total 
2 5 execution was prudent or n o t 
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1 A . I'm sorry, F m trying to find where y o u 
2 are in the ~ 
3 Q. I'm in the same place. 
4 A . You're still in (BX2Xa) . I 'm sorry. 
5 Q. Correct. 
6 A . Okay. 
7 Q. I jus t dropped down to the very last 
8 c lause of (B)(2)(a) where it talks about various 
9 components that could be included as part o f the 

L 0 recovery pursuant to (BX2)(a) , and the last one is 
L1 the cost of federally manda ted carbon or energy 
L2 taxes. 
L3 M y question was , could the company seek 
L 4 recovery of those costs bu t do so witiiout using 
L 5 (B)(2)(a) as its way to do. so? 
L 6 A. I guess we could under the "without 
L 7 limitation," but I d o n t know why w e would. 
L 8 Q. Well, wou ldn t you, in fac t avoid any 
L 9 prudency review i fyou decided to avoid using 
2 0 (B)(2)(a) and use the "without limitation" exception 
21 that you cite? 
22 A . I think Fve ment ioned any number o f 
2 3 times now that Fm no t avoiding the prudency review 
24 by the ~ I am subject to a prudency review on the 5, 
25 10,15, as far as the execution of the purchase. Fm 
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1 T H E WTTNESS: I tiiink cost compared to 
2 what an al temative cost could be for a purchase, 
3 yes, so if we didnt do the execution ri^t 
4 E X A M I N E R B O J K O : Thank you. 
5 Q. (By Mr . Maskovyak) Followuig up on tiie 
6 Bench's question, but whether, in fac t the purchase 
7 itself is pmden t is not a relevant question. 
8 A . I believe that i f i f s accepted as part 
9 o f t he plan, it is p m d e n t to go ahead and make the 

LO 5 , 1 0 , 1 5 purchase. 
L1 Q. Lefs factor out - 1 know you said that 
L 2 you could not have included the cost in (B)(2Xa) and 
L 3 accomplish the purpose of your plan, which was to 
L 4 make the E S P better in tiie aggregate. Factoring out 
L 5 the part about not accomplishing the purchase, jus t a 
L 6 question of whether ifs possible legally witiiin the 
L 7 confines o f t h e statute, could the companies have 
L 8 requested for recovery pursuant to (B)(2)(a)? 
L9 A. I dont know. 
10 Q. Lefs look at other components of 
1 (B)(2)(a). Let's drop down to the last part of it 

2 2 where it talks about the cost of federally mandated 
13 carbon or energy taxes. I f the company were to seek 
2 4 recovery for those, could you seek recoveiy and do so 
25 witiiout using (BX2)(a)? 
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1 asking for approval o f t he part o f the plan which 
2 says the company is al lowed to go out and buy 5 , 1 0 , 
3 15 percent and add it to its portfolio. 
4 I dont see a parallel to the cost of 
5 federally mandated carbon or energy taxes. That is 
6 going to be something tiiat the government imposes , 
7 and we're going to ask for recovery very different 
8 than a part ofthe pieces ofthe plan that we put in 
9 to make up our ESP. 

10 Q. I understand. Fm merely asking that if 
L1 you decided to seek recovery for those costs, could 
L 2 you use the "without l imitation" language to seek 
L 3 recoveiy by not using (B)(2)(a)? 
L4 A. I dont know, and we wouldnt. I dont 
L 5 think we plan on doing it tiiat way. 
L6 Q. Okay. Thanks. Lefs look at page 5. I 
L 7 want to tum your attention to page ~ or, lines 18 
L 8 tiirough 22 , and you ta lk about the purchases -- back 
L 9 to your two-step process that you have already 
2 0 previously discussed. 
21 A . Yes. 
22 Q. Do I understand you to say tiiat the ESP 
2 3 contains the company's percentages, the 5 ,10 , and 
2 4 15, and that is, i f the ESP is more favorable than 
2 5 tiie M R O , tiien the P U C O must allow tiie 5 , 1 0 , 1 5 
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1 percentages? 
2 A. Fm saying that tiiey should approve it i f 
3 i n tiie aggregate it is better than tiie M R O , the 
4 Commiss ion will look at our E S P and decide to 
5 approve, modify, or r e j ec t 
6 Q. A n d so since you're not using (B)(2)(a), 
7 the Commission has no authority to examine pmdency 
8 regarding whetiier there should be a purchase o r what 
9 percentage that purchase should be . 

LO A. I bel ieve tiiat tiiey have the ability, 
1 1 jus t as I described, to review our plan and make tiie 
12 three potential decisions, and then it will be u p to 
13 tiie company to decide h o w they react to either a 
14 modification or a rejection. 
15 Q. I understand B u t F m a s k m g 
1 6 specifically about this clause. Since you're not 
17 using (B)(2Xa), am I to understand that because o f 
L 8 that ifs the company's position that the Commission 
19 has no authority to examine pmdency regarding 
2 0 whetiier there should be a purchase or what percentage 
2 1 that purchase should be? 
2 2 A. You know, fve said it a couple o f times 
2 3 and Fll use it again, I don't tell the Commission 
2 4 what they can and cannot do. I'm s u ^ e s t i n g that 
2 5 they ~ the company's position is they should approve 
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1 really replaces or says that w e n o longer, or tha t 
2 you, the companies, no longer have a duty to serve? 
3 MR. RESNIK: Is tiiis limited to 
4 generat ion? 
5 M R . M A S K O V Y A K : Yes . 
6 A . N o . I tiiink this says, j u s t as we 've 
7 laid out in the testimony, that w e have an obligation 
8 to supply customers generation at an S S O rate. 
9 Q . Okay. Thank you, 

L 0 Fd like to t um to page 10, and I want 
L1 to take a look at your chart at the bottom of the 
L 2 page . I w a s noticing in reviewing tiie chart that the 
L 3 time periods that you cite tiiroughout are no t 
L 4 equivalent t ime per iods . The riionths range 
L 5 dramatically at t imes. The first block is ^ v e 
L 6 months I believe in '01 . The second block is there 
17 months. The third is ten months. The fourth is n ine 
L8 months. The fifth is seven months. And the sixth is 
L 9 three months. Can you explain to me why such a 
2 0 radically divergent range of months was decided to be 
11 pitt in the chart? 
12 A . Certainly. All w e were trying t o deal 
2 3 with was the statement that the O C C wittiess made , 
14 which is tiiat the changing price over that t w o months 
15 was an unusual event and, tiierefore, thaf s ihe 
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1 it if, in f ac t it's better in the aggregate tiian tiie 
2 M R O . 
3 Q. Thank you, Mr. Baker . 
4 Can we tum to page 9? I was looking a t 
5 and I would have y o u look at lines 5 and 6 where you 
6 state: "By contrast, it is n o longer certain that 
7 the regulatory compact exists in Ohio gjven the 
8 passage of Senate Bill 2 2 1 . " Are you saying tiiat tiie 
9 compact is dead? 

L 0 A. Fm saying that in the case of generation 
L1 the company has no assurances that when they make an 
L 2 uivestment in generation-related items, that there 
1 3 would be recoveiy over the life of tiie items which I 
14 consider to be part of the regulatory c o m p a c t 
15 Q. If there is no regulatory compact now, 
L 6 can you tell me what there is? 
17 A. There's Senate Bill 2 2 1 . 
18 Q. A n d what does that mean in terms of a 
1 9 regulatory compact -
20 A. I t i i ink" 
21 Q. ~ or replacement? 
2 2 A. Sure. I think what it says is we're no 
2 3 longer certain, and we'll know what it is when we 
2 4 start to get some Commission orders. 
- ^ Q. Would you say tiiat Senate Bill 221, tiien, 
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1 reason why y o u ought to use market quotes, and w e 
2 jus t wanted to show that, in fact, it is not a n 
3 unusual event for prices to move dramatically, s imple 
4 as tiiat. 
5 Q. Wouldn' t it be better to compare standard 
6 time periods as opposed to having a wide range o f 
7 time periods? 
8 A. No . 
9 Q. W h y not? 

10 A . Because ifs intended for one purpose, 
L1 and the purpose is to show tiiat there is volatility 
12 in prices and tiiat period was not unique. 
L 3 Q. Can you explain to me, for example, then, 
L 4 in the first period it goes through July 2001 but the 
15 second period yet starts in July 2001 and includes 

6 the same period o f time; that same example is 
7 replicated in per iods five and six. So is July '01 
8 included both in the change downward as well as 
9 included in the change upward? 
0 A . Yes. 
1 Q . H o w does that help us understand? 
2 A. I t just shows that for one period, March 
3 through July, it went down 47 percent, and then 
4 looking at what it went down to in July, it tu rned 
5 around between Ju ly and September and went back up to 
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1 33 percent. Those are significant changes in price, 
2 as I see i t and I think that is consistent with what 
3 OCCs witness was saying about t ha t tiiere is 
4 volatility in this market . 
5 Q. I would like to tum to page 13- On the 
6 previous page , 12, you start t a lkmg about the P O L R 
7 risk and Mr. Cahaan's testimony, and then at the top 
8 of page 13 in lines I through 4 you start talking 
9 about the migrat ion risk. 

LO A. Yes. 
L1 Q. So for the company's POLR, the provider 
L 2 of last resort is more — is a charge that reflects 
L 3 more than just what that term reflects, which is a 
L 4 provider of last resort 
L5 MR. RESNIK: Can I have tiiat question 

6 read back, please? 
L7 (Record read.) 
L8 A. In my view the P O L R - t h e provider of 
L 9 last resort is the series of options that are 
10 provided to customers, the right to leave the 
21 customer's tariff and go back ~ the SSO tariff price 
12 and go to the market when ifs economically 
2 3 attractive and then come back to the SSO rate when 
2 4 thafs economically attt'active. Thafs my defmition 
25 of POLR. 
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1 than it has been since Senate Bill 3 was enacted? 
2 A. Help m e , please, here. Are w e talking 
3 about the migration risk, m y definition o f the right 
4 for a customer to leave? 
5 Q. Yes. 
6 A. I would say that tiie migration risk--
7 Fm sorry, Fm not gomg to use tiiat term. You took 
8 me down to almost using t h a t 
9 Q. Fm using that term because you use it in 

LO your testimony. 
11 A. But I use it in context of what we did, 
L2 and thafs ebb and flow, thafs not a customer who's 
13 leaving because i fs economically advantageous. 
14 When I talk about people leaving because 
L 5 ifs economically advantageous, today I would say the 
L 6 risk of customers leaving is probably a little less 
L 7 than it was at tiie time of Senate Bill 3 , but I d o n t 
L 8 know that that would be the case tomorrow. 
L9 Q. Okay. Thank you. 
2 0 Lefs look at page 14. You talk about 
21 the a^ r ega to r and the problems associated with 
2 2 aggregation Actually, if I may, why d o n t I t u m 
2 3 you back to page 13 because you really start 
2 4 addressing this issue in the last sentence at the 
2 5 bottom on line 23 beginning with "While governmental 
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1 Q. So it covers — as you state in your 
2 test imony, it covers the migrat ion risk out. 
3 A. N o w we're ge t tmg complicated because 
4 we're t a lkmg about migra t ion risk and w h o s e 
5 definition o f migrat ion risk. I told you w h a t m y 
6 definition o f P O L R w a s so if w e could stay within 
7 that definition, it might make life easier for me . 
8 Q. Well , Fm trying to understand since most 
9 people define the P O L R risk or the provider of last 

L 0 resort risk the risk that you may have to serve 
L1 additional customers for which you're not prepared to 
L2 serve. You're saying it includes that plus much 
. 3 more. 
L 4 A. Fm sayuig it includes the rights of 
L 5 customers ~ my defmition and what was intended as 
L 6 part o f our ESP , that is a charge associated wi th the 
L7 option thafs provided t o customers for both the 
L 8 right to leave and the right to come back. 
19 Q. So it also covers the competitive risk. 
20 A. Well , i snt that all a competitive risk? 
21 Q. Possibly. You're not providing anythmg, 
22 though, to the customer who leaves. 
2 3 A. The customer has the right to come back. 
24 Q. I understand tiiat 
25 Is the migration risk today any different 
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1 a^ rega t ions could notify," and it contmues on 
2 tiirough line 5 o n page 14. A m I to understand from 
3 your test imony there that the companies believe that 
4 aggregators are no t likely to ^ v e notice of t i ie risk 
5 to customers? 
6 MR. RESNIK: Can I have that read back. 
7 E X A M I N E R B O J K O : Yes. 
8 (Record read.) 
9 MR. RESNIK: I guess I would ob j ec t your 

L 0 Honor. The notice the statute contemplates is notice 
L1 to the company, not notice to customers. 
12 E X A M I N E R B O J K O : I tiiink he might be 
3 asking that very question. 
4 T H E W I T N E S S : Could we have it read back? 

15 (Record read.) 
6 A. I d o n t think they give notice - 1 d o n t 
7 know \^e ther they'll give notice ofthe risk to 
8 customers. Fm not going to assume what a government 
9 ^ g r e g a t o r will do . 
0 Q. But it is your belief tiiat if customers 

21 understood the financial exposure, they would not go 
22 with aggregators. 
23 A. No, I d o n t think thafs whst this says. 
24 I f l were a customer and some a^ r ega to r came to me 

and said, "You've got a choice of go i r^ with me . 
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1 because i fs economically advantageous, and paying a 
2 P O L R charge so if the market goes crazy and I have to 
3 stop serving you, you can go back to the company at 
4 an S S O rate," Fd say don't give them the notice that 
5 I want to avoid the P O L R charge. I think most people 
6 would think that was a cheap option. 
7 Q. So you're suggesting tiiat the aggregators 
S will deceive. 
9 A . I think I said tiiat I didn't know what 

10 the aggregator - Fm saying that if tiiey do tiie 
11 foliowing things, this is how I think customers would 
12 react 
13 Q. You also state that you're not sure that 
14 customers would understand the risk or the financial 
15 exposure, 1 think is the term you use. 
16 T H E WITNESS: Can I have tiiat read back? 
17 (Record read.) 

MR. RESNIK: Is tiiat a question? 
19 EXAMINER BOJKO: He was asking about his 
2 0 statement on 3 and 4. 
21 I think you were just asking if tiiaf s 
2 2 what he said; is that right? 
2 3 MR. MASKOVYAK: (Nods head.) 
2 4 A. That's not what it says. 
25 Q. So you believe they will understand the 
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1 A. What I said w a s - y o u asked m e whether 
2 the risk was greater, and I said I tiiought the risk 
3 was slightly less. It had n o implicat ions o f whether 
4 there's a market or not a m a r k e t 
5 Q. And why would the risk b e slightiy less? 
6 A . Because the delta be tween marke t pr ice 
7 and tiie SSO is different 
8 Q. So you believe that there are ample 
9 providers available w h o m customers can switch to. 

10 A. I believe there are current opportunities 
L1 for customers in the P J M arena, and then for 
L 2 customers w h o c a n t access PJM, if it was 
L 3 economical ly advantageous, I bel ieve there would be 
L 4 aggregators who would come in and at tempt to serve 
L5 those customers. 
L6 Q. Would you care to opine about the 
L 7 likelihood o f tiiose options? 

A . It will all depend on the relative pr ice 
L 9 in the market to the relative SSO price, and the 
2 0 closer they become, the more Hkely it is to happen, 
21 and that's why we're looking at it and deal ing with 
2 2 it before the fact rather tiian dealing with it when 
2 3 it actually happens. 
2 4 Q. When you valued this option of the right 
15 to swatch, which I assume takes into account the fact 
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1 risk if properly presented. 
2 A. I fcus tomers are provided the 
3 information, yes, I believe they'd understand the 
4 risk. 
5 Q. All right I want to stay witii tills page 
6 and slide down to the next question that begins at 
7 line 14 where we're talking about - and then i fyou 
8 look at that quest ion and your answer beginning o n 
9 line 18 talking about: "The value ofti ie customer's 

L 0 right to switch under Senate Bill 221 comes from the 
Ll option customers are given." Does the option include 
L2 the value if there are no realistic options to pursue 
L3 in the market? 
L 4 A. Well, I can t accept your premise that 
L5 there are no realistic options. 
L6 Q. H o w about if there are few realistic 
L 7 options? 
L 8 A. I th ink that if it becomes economically 
L 9 advantageous , there will be options for customers. 
2 0 Q, I understand. Did I not hear you say a 
21 littie whi le ago that y o u believe, i f anything, 
2 2 there's less of a market today than there w a s in the 
2 3 years since Senate Bill 3 was enacted? 
2 4 A . No , I didn't say any such thing. 
25 Q. C a n ^ o u tell me what you did say? 
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1 that you have lost sales as part of tiiat equation, 
2 does the value o f the option also include tiie fact 
3 tiiat the companies will have excess power to sell 
4 even i f the market price of that power at that point 
5 in time is less than the SSO? 
6 A. This is the value to customers of be ing 
7 able to access the market as opposed to the S S O when 
8 if s economically advantageous. It d o e s n t look at 
9 what happens to the freed-up generation for A E P , but 

10 the freed-up generation would then be available to 
11 sell in tiie market at tiie same kind o f rates the 
12 customers would be paying. 
13 Q. And so I take it that tiie value o f the 
14 option also does hot necessarily include whetiier A E P 
15 chooses to buy any kmd of insurance, for lack of a 
16 better term, to hedge their risk o f t h e customers 
17 leaving. 
L 8 A . We're setting this up based on the 
19 Black-Scholes model determming what the value of t i ie 
2 0 options are and the risks that the company has . The 
21 company will decide over the period o f t h e E S P 
2 2 whether to execute on options in order to hedge its j 
23 risk or n o t Thaf s tiie company's decision. 
24 Q. D o I understand that if s still t m e 
2 5 today that the company has not made a decision about 
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1 whether they will purchase any hedges t o this risk? 
2 A . Thafs cor rec t w e haven't made any 
3 decision. 
4 Q . So it is possible tiiat the companies will 
5 assume the full risk. 
6 A . That is a decision the company makes , and 
7 if they do , tiiaf s tiieir risk that tiiey absorb, 
8 Q . But tills is not the same kind of risk 
9 tha t y o u would be wil l ing to offer the customer. 

LO A. I dont think there are customers out 
L1 there who are willmg to say to us we will not buy 
12 SSO service, so I dont see how you'd do it. 
L3 EXAMINER BOJKO: I'm sony, you said you 
L 4 d o n t think there are customers? 
L 5 T H E WTTNESS: No , I don ' t I tiiink tiiat 
L 6 w e h a v e n t had people leave, and I d o n t think people 
L 7 are g o m g to say just to avoid the POLR, Fll 
L 8 guarantee you that I will not buy power from you for 
L9 tiie fiall E S P period. 
2 0 Q . Can we tum to page 15? I'm lookmg at 
11 your testimony on lines 14 through 17 begirming with 
22 tiie word "finally." 
23 A. Yes. 
14 Q. I assume you're not conceding that the 
2 5 risk of switching is low here. 
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1 against risks, even if they're small, because the 
2 ramifications could be great. 
3 T H E W I T N E S S : C a n I have tiiat question 
4 read back? 
5 E X A M I N E R B O J K O : Yes . 
6 (Record read.) 
7 A. What Fm saymg is that I c a n t agree 
3 witii other people's positions, as I see i t to ignore 
9 the risks. W e have chosen not to ignore tiie risks or 

L 0 the value o f the option by includmg the P O L R as part 
L1 of our ESP proposal. 
L2 Q . ffyou choose not to buy P O L R insurance, 
L3 would that be ignoring the risk? 
L4 A . That would be managing tiie risk. 
L 5 Q. Why would it be managed? 
L6 A . Because tiie company has under that 
L 7 proposed — under our proposal the ability to decide 
L 8 whether to hedge or not hedge, and tiiat is a business 
L 9 call for the company. 
2 0 Q . And is that because they will have the 
11 revenues generated by P O L R on which t o make a 
22 decision about whether they should just hold on to 
2 3 those versus — and assume the risk by holding on to 
14 those versus taking that money and purchasing a 
15 hedge? 
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1 A. I just saying ifs not ~ I dont think 
2 ifs a good idea to ignore risk. 
3 Q. So are you saymg that we must set the 
4 P O L R rates high in order to guard against an unlikely 
5 risk because , a l though ifs unlikely, the risk m a y 
6 still be very great? 
7 A . I make no representation the P O L R risk is 
8 be ing set high. 
9 Q. Are you saying that the P O L R risks or 

L 0 rates are set where they are according to the company 
L1 because they have to guard against tiiis unlikely risk 
L 2 even tiiough ifs unlikely because the risk may well 
L3 be great? 
L 4 A . Look, Fm not suggest ing that the risk is 
L5 great or not Fm talking about assertions that 
L6 others are m ^ n g . 
L 7 Q. A r e n t you saymg beginnuig at line 16 
L 3 that tiie lesson is that tiie losses can be great by 
L 9 not hedging against unlikely risk? I sn t that your 
20 assertion? 
t l A . Fm say i i ^ that I d o n t tiiuik ifs a good 
2 2 idea, as others have suggested, to jus t no t look at 
2 3 risk because right now they tiiink the likelihood is 
24 small. 
2 5 Q. So you are saymg that we must guard 
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1 A. The rates will be the rates, and they 
2 will be what is approved under the ~ an E S P that w e 
3 effectively decide to a c c e p t That's the premise m y 
4 question is ~ m y answer is going to be work ing on. 
5 And in that case then we determine h o w to manage our 
6 costs under the rates that w e have . 
7 Q. Fd like to t um to page 16. I'm looking 
8 at your answer that begins at line 3 . I f you'd l ike 
9 to review the question that begins on the prior page 

10 down at line 2 1 , feel free to do so, starting with 
L1 "Certain intervenors." I want to concentrate on that 
L2 part of your answer that begins on line 6 that talks 
13 about the put position. 
L4 A. Yes. 
L 5 Q. You say you can't use the F A C because it 
L6 ignores the put pos i t i oa What is the value of that 
L 7 part o f the posi t ion? 
18 M R RESNIK: Your Honor, i f l may, I ju s t 

9 note the testimony says the put "portion." 
0 M R M A S K O V Y A K : Fm sony , put por t ioa 
1 T H E WTTNESS: Can I have tiie quest ion 

22 read back? 
2 3 (Record read.) 

4 A. Fm not sure I und^ 's tand the quest ion. 
5 Are you looldng for what the dollar value o f t h e 
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total POLR " 
Q. Or what percentage of the POLR risk is 

assigned to the put portion. 
A. Ifs m the neighborhood of 90 percent 
Q. 90 percent So I guess it would be fair 

to say from the company's position tiiat the risk is 
much greater of customers leavmg than returning? 

A. No. Thafs not tme. 
Q. Okay. Then help me understand how tiie 

90 percent rate - what the 90 percent ratio 
reflects. 

A. Ifs the result of running a 
Black-Scholes model comes out with those kind of 
ratios. A simple way to think about it is that 
the - you only exercise the call, the second part, 
if you've exercised the put. So you have to achieve 
the put before you can achieve the call, and so you 
have to have the price go down below the SSO and then 
go up again above tiie SSO. And when you run that 
through the model, it puts the majority ofthe value 
ofthe risk in the put 

Q. I think that answers my question. Thank 
you. 

All right. Lefs tum to page 19, and I 
dont have a specific section, although Fm largely 
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looking at the last part of that page, Imes 13 
through 19. If you'd like to review that first 

A. Okay, I've read it. 
Q. Would it be fair to say tiiat ifs tiie 

company's belief tiiat the Black-Scholes approach was 
the most accurate way to determine POLR? 

A. It was the best way to - yes, to 
determine the value ofthe combination of options 
tiiat we have been talkmg about. 

Q. And I think we agreed previously in your 
direct testimony that you knew of no one, and no one 
else did, of any utility using tiie Black-Scholes 
model to apply a POLR; is that conect? 

A. When we talked about this in my direct I 
said there wasn't anotiier utility outside of Ohio 
that had tiie same kind of POLR risk. 

Q. And, consequentiy, no otiier utility is 
using tiie Black-Scholes model? 

A. Well, I don't know why you would do it if 
you dont have the risk. 

Q. Have you found any literature, any 
academics that discuss using the Black-Scholes to 
calculate a POLR charge? 

MR. RESNIK: Your Honor, Fm going to 
object. Mr. Baker's rebuttal testimony touches on 
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two distinct features oftiie BlackrScholes model. 1 
One is the use oftiie LIBOR rate, which he discusses 1 
fit>m page 16 through 18 at Ime 19, and then he picks 
up tiie second question tiiat had to do witii a 
reference, and actually I think it was 
m Miss Medine's testimony, about having run the 
model an indeterminate number of times. 

This is not a whole rehashing of 
Black-Scholes. We've limited it to two points that 
came up, and I tiiink tiiat the cross-examination 
should be limited in that sense. 

EXAMINER BOJKO: I hope ifs not a whole 
rehashing. I hope you're just trying to lay a tiny 
bitoffoundatioa 

MR. MASKOVYAK: Fm abiost done witii 
tius. 

EXAMINER BOJKO: Thank you. Please 
proceed. 

MR. MASKOVYAK: Could we reread tiie 
question? 

(Record read.) 
A. I dont know how there would be any. If 

I just finished stating that no one has the POLR 
risk, the EDUs dont have the POLR risk anywhere else 
and itjust appeared in Senate Bill 221, tiie chance 
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of somebody writing an article on that use is pretty 
slim. I would expect that they^l probably write 
some articles, assuming the (Commission approves i t 

Q. Fair enough. Thank you, Mr. Baker. 
Can we turn to page 20, and yes, Fm 

ahnost finished. Fm looking at the question and 
answer that begins at line 1 but I want to 
concentrate where it begins at line 9 where you say: 1 
"Therefore, I tiiink it is appropriate to include a 1 
provision in an ESP that provides an opportunity for 1 
recovery during the ESP period of generation costs 
tiiat at tills time are unforeseen and consequentiy 
unquantifiable." So you're saying in tiiere that we 
dont know what tiiese costs will be for generation. 

A. Fm suggesting that is an altemative to 
setting up some kind of a tracker which is not part 
of our proposal. We arc asking for automatic 
mcreases that I believe are provided for in the 
bill. 

Q. And this is because you cant know what 
the amount of those costs are. 

A. Ifs because we're pennitted to have 
automatic increases. 

Q. Well, dont youjustify it here by saying 
that we cant know ̂ a t tiiose costs are? 
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A. I dont tiiink I need to justify it I 
think we're allowed to put automatic increases in. 
and Fm just explaining the tiiou^t process of there 
are reasons to put automatic mcreases in. It is not 
cost base^. 

Q. So tiie question of whetiier tiiose costs 
will even materialize is not relevant 

A. No. 
Q. No, it is not relevant? 
A. Ifs not relevant because the costs could 

be greater. So whetiier they're lesser or greater, 
this is not a cost-based rate, it is a proposal for 
an automatic mcrease. 

Q. Consequentiy, it would not necessarily be 
appropriate to have any mechanism to provide for any 
imforeseen decrease in costs. 

A. As I say, ifs not cost based. Ifs a 
single value. 

Q, Can you explam tiie difference to me for 
giving cost recovery thafs not known or unforeseen 
and unquantifiable and essentially what I would call 
a blank check? 

A. I'm not asking for cost recovery. Fm 
asking for an automatic increase tiiaf s provided for 
in Senate Bill 221. 
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MR. MASKOVYAK: Thank you. I have no 
more questions, your Honor. 

EXAMINER BOJKO: Lefs go off tiie record. 
(Recess taken.) 
EXAMINER BOJKO: Lefs go back on tiie 

record. 
Mr. Sites, do you have any 

cross-examination? 
MR. Sl'i HS: I am pleased fo report, your 

Honor, I have no questions. Thank you. 
EXAMINER BOJKO: I guess we are to 

Mr. White. 
MR. WHITE: Yes, just a few questions, 

your Honor. 

CROSS-EXAMINATION 
By Mr. White: 

Q. Mr. Baker, I'm Matt White, and I 
represent tiie Kroger Company. 

A. Yes, Mr. White. 
Q. Just a few questions. 
A. Certainly. 
Q. Let me refer you to page 8 of your 

testimony. 
A.- Y e s . ^ ^ 
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Q. On page 8, the second question, you say: 
"Witness Higgins and Kollen recommend the OSS margins 
be credited to the retail FAC." And you also cite 
4928.143(B)(2)(a), and you essentially say tiiat OSS 
margins are not referenced in this provision and. 
therefore, they shouldnt be - the credits shouldnt 
be included in tiie plan; is that correct? 

A. I tiiink you're shortening my answer 
significantiy. I list quite a few reasons on pages 8 
and 9, thaf s just one ofthe reasons I list 

Q. I understand Ihat, but you're saying tiiat 
is one oftiie reasons you list, correct? 

A. Yes. 
Q. Okay. Do you have a copy of Senate Bill 

221 witii you? 
A. Yes, I do. 
Q. Okay. I think you referenced tiiis 

earlier in cross-examination, but can you read what 
4928.143(B)(2) says? 

A. Are you talking about the sentence that 
says: "The plan may provide for, or include, without 
limitation any ofthe following"? 

Q. Yeah. 
A. Okay. 
Q. Thafs what Fm talking about 
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A. I think I just read it 
Q. Okay. Thafs good. 

And ^ain, you referenced this earlier, 
the term "without limitation," what does that mean 
according to you? 

A. That means, according to me, tiiat tiie 
company may propose as part of its ESP any oftiie 
following, but we could put otiier thirds in the plan. 

Q. Okay. Does tiiat include crediting 
off-system sales to customers, off-system sales 
margins? 

A. Are you saying would we be precluded from 
doing that? 

Q. Yes. 
A. The answer is no, we would not be 

precluded. That would not be an £CTi*opriate thing to 
do. 

Q. Fm just addressing how you had said in 
your testimony that off-system s^es werent hicluded 
in 4928.143(B)(2)(a). Thafs alt I wasnt asking 
whether or not Ihey were included. 

Okay, Fd like to move to page 14 of your 
testimony. 

A. Yes. 
Q. On page 14 you state: "It is my 
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1 unders tanding that this current Commiss ion can no t 
2 b ind some future C o m m i s s i o n which would have to 
3 decide whether the Compan ie s could flow through their 
4 F A C the market price costs of serving the loads of 
5 returning customers ." Is that correct? 
6 A. I believe that 's wha t that says, yes . 
7 Q. Are you aware whether the companies 
8 proposed to defer generat ion charges that exceed 
9 15 percent per year, whether or not the companies 

L 0 have proposed tiiat? 
Ll THE WITNESS: Could I have the question 
L2 read back? 
L 3 (Record read.) 
L 4 A. What the c o m p a m e s proposed was to defer 
L 5 FAC costs i f the ~ in order to limit increases to 
L 6 customers not on G, but on total bill to 
17 approximately 15 percent by customer class. 
18 Q. And is it your understanding that those 
L 9 deferrals will be collected after the ESP period, the 
2 0 proposed three-year ESP period is over, by the 
21 company? 
2 2 A. AEP's proposal would be to defer the FAC 
2 3 charges, as I described, and to collect it in a 
2 4 number of years after the ESP is completed. 
25 Q. Okay. You also state that ~ and this 
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1 Q. Okay. 
2 A. You're readuig words in tiiere tiiat arent 
3 there. The mtent and it may not be clear, but tiie 
4 intent was to deal witii the fact that people have 
5 made the premise that we don t have a POLR risk 
6 because we could go out and purchase power in order 
7 to serve any customer that retums, regardless of 
8 what our portfolio is. And tiiaf s what I'm 
9 suggesting I d o n t think tiiis Commission would bind a 

L 0 fijtire commission on, not about runiting it t h r o u ^ 
11 the fuel clause, but tiiat dec i s ioa \ Then once t h ^ 
L 2 change tiiat, tiien you have impacts in Ihe FAC. 
L 3 Q. Okay. Aiter that line w e were referring 
L 4 to earlier you state: "This c o n c e m is particularly 
15 acute s ince Mr . " - 1 don' t k n o w h o w to pronouiK^e h i s 
16 name. 
17 A. Mr. Cahaaa 
8 Q. — "Mr. Cahaan's suggestion would result 
9 hi non-shopping customers subsidizing customers who 
0 did shop and then returned to tiie- Companies' SSO." 

21 Would you say tiie companies' POLR proposal ~ under 
2 2 the companies' POLR proposal, would nonshopping 
2 3 customers be subsidizuig shopping customers? 
24 A. No. 
5 Q. Okay, ff thaf s not the case, then would 
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is, just so we're clear for the record, this is in 
regards to the proposal that would charge ~ would 
allow AEP to recover costs after the ESP period is 
over for customers that are switching. Is that your 
understanding of that testimony? 

A. No, it really isnt. What this is is 
dealing with a proposal that others have made that if 
a customer were to shop and then wanted fo come back, 
that the company could go out and purchase power. 
That's what I'm talking about, that the Commission 
could in the future decide not to use that as the 
mechanism to deal with customers who were returning. 

Q. But when you're referencing, "It is my 
understanding the current Commission can not bind 
some future Commission which would have to decide 
whether the Companies could flow through their FAC 
the market price costs of servmg the loads of 
returning customers," that flow-through is meaning 
the Commission cant bind ~ or the Commission cant 
bind a future commission from requiring that the 
company recover the money that they pay for 
purchasuig power for customers that have shopped; is 
that correct? 

A. You're missing the point that I'm tryuig 
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1 you say that under the company's P O L R proposal 
2 that ~ let m e clarify before I ask this question. I 
3 forgot to clarify. First, tiiis l ine of questiorung 
4 Fll be talking about is the put option, and the put 
5 option is to cover the risk o f customers l e a v i r ^ So 
6 would you say that customers will only shop or 
7 exercise tiieu* put option w h e n the electric market, 
8 the cost of electricity, is be low the E S P price, or 
9 in the money, as they would say, in finance terms? 

10 A . The assumption buil t into our model ing is 
11 tiiat t he customers would exercise it when it w a s 
L 2 economically advantageous. B y that I mean that the 
13 price m the market was lower than the S S O price. 
14 Q. Okay. So you're s aymg that tiie 
15 proposal, the P O L R risk proposal , would no t 
16 subsidize - tiie c o n p a n y s P O L R risk proposal would 
L 7 not cause nonshopping customers to subsidize shopping 
L 8 customers; is that correct? 
19 A. Thafs conect 
2 0 Q. Okay. Also, along those Imes, would you 
21 say that the company's POLR risk proposal would cause 
2 2 shopping customers to subsi<^ze the company? 
23 MI tRESNIK: Can I have tiie question read 
2 4 back, please? 
25 (Record read.) 
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1 A. No. 
2 Q. Okay. Now, I'm going to get into a 
3 hypotiietical here, and i fyou don t follow me, then 
4 Fll clarify. But if Fm a wri ter o f a put option, 
5 and I sell that put option to you and the holder of 
6 that - in the security underlying that put option 
7 and the value o f that security goes down and the 
8 holder of that put option after the value of that 
9 security goes down chooses not to exercise that put 

LO option when i t s in the money, quote/unquote, would 
L1 you say thafs in the economic best interest o f t he 
L 2 holder of the put option? 
L3 A . I need— it would help m e if we could 
L 4 work in a little bit more concrete terms, and lefs 
L 5 try to do it around ~ lefs just create a 
L 6 hypothetical example. So lefs assume tiiat the 
L 7 tariff price is $50. I would assume ~ 
L 8 Q. Well , this hypothetical is not energy 
L 9 prices . We're talking about stock prices which 
2 0 traditionally options are written under. We're 
21 ta lkmg about a stock option. 
22 A. B u t - o k a y . 
23 Q. Okay. 
24 A. All right 
25 Q. So ifl write a put option for $50 or a 
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1 Q. Okay. So would you say that i f t he 
2 holder — and this is back to the s tock opt ion 
3 example, the holder of the put option does not 
4 exercise that option when ifs in the money, ifs a 
5 v^indfall for the writer o f t h e put option. 
6 A. No. 
7 Q . W h y is tiiat? 
8 A. There was a transaction that the parties 
9 agreed to, and the fact that the other party decided 

L 0 not to exercise i t ifs not a windfell. He agreed 
L1 to sell the option. 
L2 Q. Okay. 
L3 A. Just part of the transaction. 
L 4 Q. Yeah, but part o f the assumption under 
L 5 your option pricing model is that all holders o f 
L 6 options will act in their economic best interests and 
L7 would at all t imes. 
L8 A . Okay. 
L9 Q. Would it not be in the holder of the pu t 
2 0 option's best interest to exercise the put option 
21 when ifs in the money? 
22 A. Yes. 
13 Q. Okay. So tiien Fm not understanding the 
2 4 why is it not a windfall iftiie actor has to act.~ 
25 or has to act in his economic best interest the 
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1 stock price at $50, the stock price goes down to $40, 
2 the stock option would be in the money, meaning that 
3 w h e n the person who holds tiie option exercises the 
4 option, they'll have a right to sell to the writer of 
5 the option the price at $50 , correct? 
6 A. Correct. 
7 Q. So i f the person who does not exercise 
8 tiie put option when ifs in tiie money ~ 
9 A. Which person? 

LO Q. The holder oft i ie option. 
L1 A. So the person who could put it to the ~ 
L 2 the product to the writer at 50. 
13 Q. Yeah. 
L4 A . Okay. 
L5 Q. Would tiiat b e in tiie economic best 
L 6 interest of that person not to exercise that option 
L 7 w h e n tiie stock price is at 40? 
L 8 A . N o ; I would tiiink it would be in their 
L 9 economic kiterest to d o that. 
20 Q. Similarly, when the market price goes 
21 be low the E S P price, i fs in the economic best 
22 interest o f customers, correct ~ 
23 A . Yes. 
24 Q. -toswitch? 
^5 A. Yes. 
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1 model price o f the option m a way that the actor is 
2 acting m the economic - will ac t m the economic -
3 in his economic best kiterest and then he d o e s n t act 
4 in his economic interest why is it not a wmdfall to 
5 the company, or to the writer o f t h e put option? 
6 A . F m jus t having trouble understanduig 
7 what - what you mean by the t e rm "windfall." Would 
8 they have - would they, in f ac t have had a result 
9 that was more attractive to t h e m than they would have 

LO i f they exercised the option? Yes, I would agree 
L l witii tiiat. 
L 2 Q. Windfall meanmg that that scenario w a s 
13 not pr iced m t o the option price. T h e opt ion pr ice 
L 4 was not — did not take into account the fact tiiat 
15 the holder o f the option would not - the holder o f 
16 the option would not exercise the option w h e n ifs in 
17 his economic best interest t o do so. 
L 8 A. I h e price was set based on the fact tiiat 
19 the person had that optiotL Thaf s why I w o n t call 
20 it a wmdfall . It was the transaction. Would the 
21 person w h o had written the pu t be more economical ly 
2 2 advantageous tiian he would i f t h e party w h o had tiie 
23 put exercised it? Yes. 
24 Q. Okay. Let me explain it to you slightiy 
2 5 differentiy, therL Ifs understandable that when 
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someone writes a put option they're taking the risk 
that the stock will go down and tiie option will be in 
the money, therefore, they'll have to pay out. Part 
ofthe benefit is that the stock goes up and they 
don't have to pay out and tiiey get to keep tiie cost 
ofthe option thafs p^d to them. 

So the benefit that they receive is 
included in the option-pricing model. However, 
what's not included in the option-pricing model is 
when the stock price goes down and the option is in 
the money, and the holder ofthe option doesnt 
exercise tiie option, even tiiough ifs in his economic 
best interest to do so. 

MR. RESNIK: Your Honor, I'm going to 
object I dont think it was a question. It sounded 
like testimony. 

MR. WHITE: Fm trying to clarify my 
position. 

EXAMINER BOJKO: Do you have a question? 
MR. WFETE: Yeah. 

Q. Is tiiat tme? 
THE WITNESS: I didnt hear a question in 

there, but we could try it again. 
EXAMINER BOJKO: I tiiink tiie question 

was, is that tme? Do you need to hear the "is tiiat 
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tme" statement part? 
THE Wn NESS: I have to. 
EXAMINER BOJKO: Can you review tiiat. 

please, Maria? 
A. Let me try to answer it without trying to 

shortcut this. I will agree with you that the option 
modeling, as you describe it, doesn't value a person 
who does not do what is economically advantageous. 

Q. Okay. So when tiie person doesnt do 
what's economically advantageous, ifs a windfall to 
the writer of the option. 

A. Okay. We're going to - how many tunes 
are we going to talk about whetiier ifs a wmdfall or 
not? Fve answered that question three or four 
times, and I told you I'm not willing to term that a 
windfall. Ifyou want to ask me five more times, we 
can do that. 

Q. Okay. 
EXAMINER BOJKO: But tiien you might get a 

nasty answer. 
MR. WHITE: So I shouldnt ask tiiat 

question again, is that what you're trying to say? 
EXAMINER BOIKO: I dont tiiink tiie 

answer's going to change. How about we move on. 
25 Q. Okay. One more question, or maybe a | 
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couple more questions. When the exercise - this may 
have been answered already, but just to clarify 
again, when the company created the Black-Scholes 
model, or whatever, they were under the assumption 
that customers will switch when it becomes in ^ i r 
economic best interest, i.e., meanmg that customers 
will switch when the market price goes below tiie 
strike price or tiie ESP price; is that correct? 

MR. RESMKJ Your Honor, a couple of 
objections. Regrettably, tiie company didnt create 
the Black-Scholes model, but beyond that as I 
indicated earlier in an objection, the testimony on 
rebuttal tiiat Mr. Baker has on the Black-Scholes 
model is very limited to two points, and, again, it 
sounds to me that we're getting back into a rehashing 
oftiie Black-Scholes model. 

EXAMINER BOIKO: Well, again, I tiiink 
tiiat - 1 hope tiiat Fll give tiie same courtesy as I 
have extended to everybody else today and allow 
Mr. White a little bit of leeway to give some 
foundation. 1 

But I dont tiiink you meant to imply that 
the company or Mr. Baker here created the 
Black-Scholes model because he obviously didn't wm 
tiie Nobel Peace Prize. 
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MR- CONWAY: Ifs not a peace prize. 
MR.WH11H: I would witiidraw tiiat. 
EXAMINER BOJKO: I tiimk what you were 

trying to say is that when the company decided to 
use tiie model, these are tiie assumptions that they 
made. 

MR.WHirE: Yeah. 
EXAMINER BOJKO: Is tiiat what - can you 

answer it or do you need him to rephrase tiie enth*e 
question? 

A. FlltryagaiiL The use ofthe 
Black-Scholes model, as I said, doesnt build in a 
customer who does not take the economic option, but I 
would say tiiat that doesnt discount ihe use oftiie 
model, number one, or necessarily say the number is 
wrong because in doing it as we've told you, we took 
a lot of conservative approaches on the other side 
which kept tiie POLR down. 

So there are balancings, for example, tiie 
fact that we used a single ESP price rather tiian 
increasing it for the price ofthe ESP for each of 
tiie three years, which would have driven it up 
significantly higher, or tiie change in market prices 
tiiat some people have si^gested. So there are tiimgs 1 
on both sides ofthe model, so I think ifs a valid | 
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1 number. 
2 Q. Okay. Also, m your testimony you talk 
3 about customers subsidi2ing customers that shop 
4 versus customers that don't shop, but according to 
5 your model how could there be customers that do shop 
6 if all customers act in their economic best interest 
7 and - how could there be customers that do shop and 
8 customers that d o n t shop? If all customers act in 
9 their economic best ui terest if ifs m then-

10 economic best interest to exercise their option, 
L1 i.e., switch when the market price goes down in the 
L2 ESP, wouldn't all customers shop, if tiie^re acting 
13 in t h e h economic best interest or not shop? 
14 A. I was responding to somebody else's 
15 proposal that assumed only some people would shop. I 
16 think tiiat's where I was coming from, and therefore 
17 saymg you would have this unfair proposal. If 
18 everybody shops and acts in their economic interests, 
19 there would not be any subsidy. 
2 0 MR. WHITE: N o fiirttier questions, your 
2 1 Honor. 
22 E X A M I N E R BOJKO: Thank you. 
23 Mr. Kurtz? 
24 MEt KURTZ: Thank you, your Honor. 
25 
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1 Q. Okay. And to determine Ohio Power or 
2 C S P s earnings, we start with the income statement; 
3 is that conect? 
4 A. Yes. 
5 Q. And the income statement will include, a s 
6 I jus t mentioned, does it n o t all of the 
7 generation-related revenues that the utilities 
8 collect? 
9 A . It wou ld include — it would mclude the 

L 0 revenues and s o m e o f those would be generat ion 
Ll related. 
L 2 Q. And it would also include expenses on the 
13 income statement that would then - revenues minus 
L 4 e^qienses equals the ne t income? 
L5 A. Yes . 
L 6 Q. Okay. And those expenses would include 
L7 generation-related expenses. 
L8 A. Yes. 
L9 Q. Such as fiiel - fiiel 
20 A. Yes. 
21 Q . Deprecia t ion on existing generat ing 
22 units? 
23 A. All of those are things that are on the 
2 4 income statement 
IS Q. Let m e read a l i s t and I thmk you'll 
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CROSS-EXAMINATION 
By Mr. Kurtz: 

Q. Good evening, Mr. Baker. 
A. Good evening, Mr. Kurtz. 
Q. We're talking about the begirming of your 

testimony, the cost-of-service portion. I dont want 
to be repetitive because there have been a lot of 
questions on that aheady, but do I understand that 
basically one of the thmgs you're saying is that 
anybody who thinks Senate Bill 221 reregulated 
generation is incorrect? 

A. I believe it did not create a 
cost-of-service type approach to ratemaking for 
generation, is what Frn saying. 

Q. Okay. Do you agree tiiat Senate Bill 221 
did reregulate utility earrungs? 

A. Are we talking, Mr. Kurtz, about 
generation, or are we talking about wires, or what? 

Q. Total earnings, generation, distribution, 
transmission, any earnings that hits the utility's 
income statement or any revenue that hits the 
utility's income statement. 

A. There is definitely a significantiy 
excessive earnings t e s t so the bill provides for 
tiiat 
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agree: Variable O & M associated with generation, 
fixed O & M associated with generation, property taxes 
on tile power plants, insurance on the power plants, 
emission allowances. Are all those included on the 
income statement as expenses and, therefore, factored 
into the earnings equation? 

A. They can be. 
Q. Is it your position that any - that the 

defirtition of reasonable under the statute is a set 
of ESP rates that are more favorable in the aggregate 
than what the M R O would have been? 

A. Yes. 
Q. Does it make any difference what 

constitutes the E S P set of rates as long as ifs more 
favorable in the a ^ r e g a t e than an MRO? Can anythmg 
be m tiie ESP as long as ifs better tiian the M R O ? 

A. You're taking m e to a place that Fm 
not — I d o n t know how to answer that question. 
Anything? You know, in an ESP thafs pretty broad. 

Q. Well, can you make up - well, it is 
broad. It is broad. D o the elements o f the ESP have 
to be legitimate expenses o f the utility? 

A. No . 
Q. Fm sony? 
A. No. 
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1 Q. So that as long as - that was m y 
2 anything. 
3 You can include in the ESP elements that 
4 are not legitimate e?qienses so long as the E S P is 
5 less - is more favorable than what the M R O would 
5 have been; thafs your definition of reasonable under 
7 the statute? 
8 T H E WITNESS: Could I have tiiat read 
9 back? 

10 (Record read.) 
L1 A. I believe the statute provides for 
12 noncost-based inclusions, for example, the automatic 
13 increases. And the test is whether or not it is more 
L 4 favorable in the aggregate than an M R O . 
L5 Q. Okay. Change subjects. The 5 , 1 0 , 
L 6 15 percent purchases. 
L7 A. Yes. 
L8 Q. The first year purchase for one o f the 
19 utilities is estimated to be how much? Is it a 
2 0 hundred million for CSP, 120 million for Ohio Power? 
21 Just give me a number to work with. 
2 2 A. The numbers that are in my Exhibit JCB-2 
23 in my original testimony were 100 million for 
2 4 Columbus & Southem, 120 million for Ohio Power. 
2 5 Mr. Hess has modified those numbers, and I d o n t know 
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1 e a m i r ^ , the hundred mil l ion dollar ejq^ense is 
2 matched by a hundred mil l ion dollars in revenue. W h y 
3 does A E P want to unpose this hundred mil l ion dollar 
4 expense on consumers? 
5 A. It is part of our plan to reflect the 
6 fact that we have taken m^awatts out of our 
7 portfolio in order to serve Ormet, and we would be 
8 doing tiie same th ing for M o n Power under the bill 
9 tiiat -- or, tiie E S P as we 've got filed. 

10 Q, Is the real motivat ion that when you buy 
L1 a hundred mil l ion dollars wor th of power, 5 percent 
12 of the energy needs of Columbus & Souti iem in this 
13 example, it fi-ees u p an equivalent amount o f power of 
14 self-generation to be sold off system? 
15 A. No, I dont tiiink thafs a good 
16 characterization. What I said was w e had lost 
17 generation from our - w e would be losing generation 
L 8 fix)m our portfolio to serve these custcnners and we' re 
19 trying to replace i t 
2 0 Q. Strike the motivation part of tiie 
21 question. Would the physical effect of buy i r^ tiiat 
2 2 amount of megawatt-hours be to displace other 
2 3 generation that would be available for sale 
2 4 off-system? 
25 A. I fyou hold everythir^ else equal, yes. 
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1 whether your witness did as well, to reflect a 
2 different set of market prices. 
3 Q. And lefs just use Ohio Power, 
4 120 mill ion year 1. Then your Exhibit 2 shows it 
5 doubles year 2 , 5 percent to 10 percent o f 
6 240 million, and ultimately a purchased power expense 
7 of 360 million in year 3. I know thaf s a forecast 
8 but thafs what your exhibit shows. 
9 A. Yes . 

10 Q. Now, year 1, $120 mill ion e?q>ense, assume 
1 1 thafs the conec t expense, the utility incurs an 
12 expense that then passes it through to consumers so 
1 3 it buys something for $120 mill ion and it collects 
14 $ 120 million. There's no effect on earnings, jus t a 
1 5 straight p a s s - t h r o u ^ with n o markup; is that right? 
1 6 A. The question is around defenals and 
17 whether those get treated as earnings. I f y o u 
18 assumed, and I don't believe you can do this, jus t 
19 look at a single element and say is it in one place, 
2 0 then ifs in the other. Ifs in rates, but if I go 
21 with your hypothesis that I have a himdred million 
2 2 dollars of cost and I get a hundred million dollars 
23 of recovery, under that hypothesis there would be no 
2 4 impact on earnings, assuming no deferrals. 
2 5 Q. Okay. Since there's no impact on 
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1 Q. Now, the profits from off-system sales 
2 are allocated among the AEP East operatuig comparues 
3 according to the mtercormection agreement is that 
4 conect? 
5 A. Yes. 
6 Q. Okay. And basically each of the 
7 operating companies, Ohio Power, Columbus & Southem, 
8 Kentucky Power, Indiana and Michigan, and Appalachian 
9 Power, get their member load ratio share of 

10 off-system sales profits no matter whose power plant 
11 generated the electricity for the sale. 
12 THE WITNESS: Could I have tiie question 
13 read back just to make sure I am clear on all the 

words? 
(Record read.) 

A. I would just - 1 would call it 
ofP-system sales margins, but they get their MLR 
share regardless of v^ho supplies tiie power, yes. 

Q. So tmder this hypothesis where you're 
bu>ing 5 percent 10 percent, 15 percent of power and 
then fi«emg up electricity for sale off system, the 
AEP shareholders do not get all of that additional 
margins from off-system sales; is that correct? 

24 A. Again, you're going back to a premise 
that, as I said, ifs to replace power that we have 
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to now pro\ide to Ormet and Mon Power, and if 
whatever comes out of any off-system sales, just as a 
general proposition, we share tiiat in some 
jurisdictions witii customers. 

Q. And in other jurisdiction ifs a straight 
flow-through to the ratepayers of tiiat jurisdiction. 
Is tiiat conect? 

A. In some cases it is a (tirect 
flow-throu^ m otiier cases tiiere's sharing. 

Q. So the consumers in West Virginia, 
because there is an automatic flow-throu^ of profits 
from off-system sales tiirough their ENEC clause. 
their version oftiie fuel adjusttnent, those 
customers, if your 5 percent 10 percent, 15 percent 
proposal in Ohio is adopted, the increase in 
off-system sales margins will actually benefit West 
Vhginia ratepayers in tiie sense that tiiey'll get 
their share, theh member load ratio share ofthe 
additional off-system sales margins; is tiiat conect? 

A. I think you have to keep m mind tiiat 
witiiout this they would be disadvantaged with where 
they would have been had tiie company not had Ormet 
and Mon Power. It takes tiiem back to where they 
would have heen if Ormet and Mon Power hadnt been 
done. 
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Q. Is the answer yes, tiiat tiie West Vhginia 
consumers will benefit? 

A. Theu* customers will be put back in 
tiie position they were if we hadn't entered hito 
tiiose. 

Q. Really, any native load growth on any of 
the operating companies' systems reduces tiie amount 
of power that can then be sold off-system just as a 
matter of physical reality or matiiematics; isn't that 
right? 

MR. RESNIK: Your Honor, Fm going to 
object I tried to adhere to your prior rulings 
about seeing ifthe foundation was being laid for 
something tiiat was relevant to Mr. Baker's rebuttal 
testimony, and -

MR. KURTZ: Fll witiidraw tiie question. 
Q. One last You opposed tire proposal of 

OEG and Kroger tiiat off-system sales margins or 
profits be used as a credit in the fiiel adjustment 
clause? 

A. Yes. 
Q. How much profit from off-system sales did 

Ohio Power earn m a representative year, 2007 for 
example? 

A. I dont have that number. 
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Q. Did you read Mr. Kollen's teslirnony where 
he has quantified the off-system sales profits in 
2007 for Ohio Power Con^any at 146.7 million and for 
Columbus & Soutiiem 124.7 million? 

A. 1 read Mr. Kollen's testimony. I dont 
remember those numbers, and I didnt verify tiiose 
numbers. 

Q. Okay. There's notiiing in your rebuttal 
testimony or anybody's rebuttal testimony tiiat takes 
issue witii those amounts? 

A. No. I dont think tiiere's any need to 
because we're not proposing to flow it back 

Q. I guess nry only ~ this is a large dollar 
item we're talking about, tiie margins from off-system 
sales. 

A. Relative to what? 
Q. Relative to the cost mcreases that AEP 

is proposing. 
A. It is a significant number relative 

to tiie rate increases that the company is proposing. 
MR. KURTZ: Thank you, your Honor. 
EXAMINER BOJKO: OCC?. 
MS. ROBERTS: Thank you. 

— 
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CROSS-EXAMINATION 
By Ms. Roberts: 

Q. Mr. Baker, lefs start on page 4 of your 
testimony. On line 9 you mdicate that there is no 
restnction on the con^iany of including the items j 
you've listed, POLR and FAC, et cetera, m tiieh* ESP 
plan; is that correct? P^e 4, line 9. 

A. Yes, thaf s what tiie sentence starts 
witti. "An ESP is in no way restricted from having 
the pro^asions" and tiien lists the provisions. 

Q. By the same token tiie Commission is not 
resected in deciding tiiat tiie company shouldnt be 
allowed to recover any ofthose items, is it? 

THE WITNESS: Could I have tiiat one read 
back? 

(Record read.) 
A. The Commission has the ability to 

approve, modify, or disapprove our plan, and so those 
are what tiiey can do. It is - v̂ hat we have 
suggested is that tiiey should do tiiat based on 
whetiier or not the ESP in tiie aggregate is more 
beneficial to customers than tiie MRO. 

Q. And on line 17 of thaf page in response 1 
to the question you have identified tiiree items tiiat | 
you believe warrant the Commission modifying tiie ESP; 1 
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is tiiat conect? 
MR. RESNIK: Your Honor, Fll object. 
EXAMINER BOIKO: Grounds? 
MR. RESNIK: It mischaracterizes tiie 

testunony, particularly the use ofthe word 
"warrant." 

MS. ROBERTS: Ijust asked him if tiiaf s 
what he did. 

EXAMINER BOJKO: Yeah, I tiiink tiiaf s 
what it says, doesnt it? 

MS. GRADY: Unless you want to stt-ike 
tiiat? 

MR. RESNIK: No. No. Thank you. 
Appreciate the offer, tiiou^. 

EXAMINER BOJKO: Can you answer tiie 
question? 

THE WITNESS: Could I have it read back? 
(Record read.) 

A. I dont disagree that the word "warrant" 
shows up in tiie question. What I did m tiie answer, 
though, was to say ways tiiat I could see a Commission 
modifying the ESP, and it lists three possible ways 
or three possible reasons. 

Q. And Ijust want to ask this question, are 
there any other circumstances tiiat you can identify 
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tiiat you think would wanant the Commission modifymg 
tiie ESP? 

A. I have not done an exhatistive research. 
What I did was I came up with three when I was 
writing the testimony. 

Q. All right Ifyou ttim to page 9 of your 
testimony -

A. Certainly. 
Q. - on line 13 you make a statement about 

off-system sales that ifthe General Assembly m Ohio 
intended to require a more significant item like OSS 
margins to be credited against tiie fiiel, they surely 
had the opportunity to incorporate tiiat mechanism m 
SB 221. Do you see tiiat? 

A. Yes, I see tiiat sentence; 
Q. In fact, tiie General Assembly made no 

indication of whether they thought it was or was not 
appropriate to have a crediting of off-system sales 
in an ESP, did they? 

A. I believe tiiat we say in tiie beginning of 
tiiat paragraph tiiat in the entirety of Senate Bill 
221, OSS margins are not mentioned. But I would note 
that it isn't a secret about what AEP does in the 
wholesale market, and to ~ in the response that I 

2 5 did to Mr. Kurtz, ifs a significant number. | 
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In Virgmia where they were going through j 
a sunilar "what do we do after the current bill takes 
place," they knew about it they decided to put in a 
sharing arrangement. 

I titink ifthe General Assembly had 
wanted to do that, they would have. 

Q. But tiie stamte speaks for itself; 
wouldnt you agree? 

A. I stand by in tiie entirety, if s not 
mentioned. 

Q. Thank yoa 
On page 10 of your testimony you had 

testified on direct tiiat when - and correct me ifl 
mischaracterize this. I'm sure you or Mr. Resnik 
will do tiiat - that when the ESP application was 
prcpare/l, that the company used the most recent data 
m an effort to get the most representative data; is 
tiiat correct? 

THE WITNESS: Fm sony, can I have tiiat 
read back? 

(Record read.) 
A. No, I wouldnt characterize it that way. 

I dont believe thafs what I said. 
Q. You didnt use tiie most current fuel 

prices to pro\dde the most representative fuel prices 
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in tiie ESP filmg? 
A. We're talkmg here about tiie competitive 

benchmark? 
Q. No, Tm laying some foundational 

questions regarduig your direct testunony to ask 
about page 10. 

A. Okay. Can we start over tiien? 
Q. Sure. 
A. I thought - you pointed me to page 9 so 

I assumed we were talking about tiie competitive 
benchmarks. 

Q. I apologize, Mr. Baker. 
A. Okay. 
Q. In your direct testimony you testified. 

didnt you, tiiat in preparing the ESP application the 1 
company attempted to use the most current prices, for 
example fiiel prices, or in the example of 
Black-Scholes, the most current LIBOR interest rates. 
in an effort to present the Commission wilh tiie most 
representative filing of what tiie rate would be 
during tiie ESP period. 1 

A. I think you'd have to point me to a spot 
ui my testunony or my - or the tt-anscript I dont 
remember using tiiose wonis. I may have, but Fd like 
to see it in tiie context of where I said it 
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Q. All right. Here on page 10 you seem to 
make an argument that I would summarize as tiiat if we 
update - if we update, for example, energy prices, 
as OCC has suggested, then you can never update them 
enou^ because they would be out of date by tiie time 
the Commission issued an order. Is that a fair 
summary of your statement here on lines 5 tiirough 9? 

A. No. Thafs not a fah summary. WhatFm 
saying is to pick a specific instant or a specific 
small period of time for the purposes of setting the 
competitive benchmark, this is all-around setting the 
competitive benchmark, tiiat's not a valid way to 
approach it 

You need to look over a longer period of 
time as we did where we looked over effectively 
almost a nine-month period, and if- once you do 
that you get some stability to the pricing which 
should be more reflective ofthe future pricing than 
picking out a 1 day period or one 5-day period or one 
15-day period, whatever choice it is, for one small 
spot I just dont thmk thafs a good approach. 

Q. All right. Regarding the question on 
tills page beginning on line 10, tiie last sentence. 
you say: "Do you agree witii the assertion that tiie 
recent price decline marks the begmning of a trend?" 
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Mr. Baker, have you done any studies to determine 
whether the recent decline in prices is or is not a 
trend? 

A. Have I done a sttidy? We dont-Fve 
said before I dont have a forecast - 1 dont 
forecast what the fiiture price is. I dont think any 
ofusknowit This is aroimd the point that was 
made that it was an unusual event and that 
therefore, you should use it because it creates -
ifs a trend. And Fm saying that this is not an 
unusual event because ifs happened before and you 
shouldnt - this is support for the idea that you 
dont pick a smgle point in time. 

Q. Are you also saying that the decline in 
prices is not a trend? 

A. How long's a trend? 
Q. Thafs your word, a trend. You're saying 

ifsnotatt-end. 
A. I would say I look at trends and I say 

long periods of time. For example, in this case the 
three years, thafs what you're looking at the 
period ofthe ESP, and I would say that it does 
not - it marks the begmning of a tt-end but tiie 
trend may be up. 

Q. But you dont know. 
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A. I've said that I dont know. 
Q. Yeah. All right 

On page 12 of your testimony in the 
question on Ime 4 it says, "ff the Companies' 
competitive benchmark were adjusted lower, as Staff 
Wimess Johnson and OCC Witoess Medine have 
proposed," and then it goes on. Can you identify for 
me where or when OCC Witness Medine proposed that tiie 
benchmark be reduced? 

A. Ms. Medine said that we were kind of fast 
and loose, is my recollection, I'm kind of 
paraphrasing, with our choices for the inputs to our 
Black-Scholes model. And one of them I think she 
talked about was the market price, and so Ijust took 
the fact that another witness had said that the 
market prices were lower today and said what would it 
be if we used tiie prices as done by Miss Smitii. 

Q. Can you tell me ifyou agree tiiat iftiie 
ESP price is updated, whether the MRO price should 
also be updated? 

THE WITNESS: Fm sorry, can I have tiiat 
read back? 

EXAMINER SEE: Yes. 
(Record read.) 

A. I dont think we're proposing to update 
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tiie ESP price. j 
Q. No, but ifthey were updated, i 

hypothetically speaking, ifthe ESP prices were 1 
updated in the Black-Scholes model, do you also agree 1 
that tiie MRO prices should be updated? 

A. I need you to help me out here. Are you 
saying if we updated tiie ESP prices to have three 
years of ESP pric^ as forecasted? Is that what 
we're talking about here? 

Q. Iftiiey were updated by the Commission in 1 
any way, would the MRO price also need to be updated | 
to establish the appropriate inputs to the model? 

MR. RESNIK: Canlhavejustthelast 
part of that question, inputs what? 

THE REPORTER: To the model. 
Q. I'm sorry. Fm sorry. For the benchmark 

it should be. Let me say that again. 
Ifthe ESP price were updated, benchmark 

price were updated, would it also be Expropriate to 
update the MRO price so that they would be presented 
on a similar basis? 

MR. RESNIK: Your Honor, Fm gomg to 
object. The witness has indicated the company is not 
proposing to update the ESP. There's nothing in his 
testimony - in his rebuttal testimony that says that 
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1 we want to change the ESP from what we had filed so I 
2 think the question is inelevant; if not ure levant 
3 at least outside the scope of rebuttal. 
4 MS. ROBERTS: I thmk he opened tiie door, 
5 your Honor. 
6 EXAMINER SEE: And Fm going to allow 
7 Mr. Baker to answer the question to the extent that 
8 he can. 
9 THE WITNESS: Okay. I'm going to need it 

L 0 reread. 
11 EXAMINER SEE: Thafs fine. 
12 (Record read.) 
13 A. We are not proposing, except in the case 
14 o f the POLR, that the competitive benchmark be used 
15 in the ESP. We have used it for comparative purposes 
L 6 only to look at one versus — look at the ESP and the 
17 fact that we have proposed a 5 ,10, 15 percent 

purchase and priced that to make them - to create an 
L 9 apples-to-apples situation. 
2 0 Q. But you used similar time periods over 
21 which you expected these rates to be in effect; isnt 
22 tiiat conect? 
23 A. We used similar time frames to compare 
24 the ESP/MRO, yes. 
25 Q. Yes. And you also had the rates in terms 
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1 A. I think tiie onfy place I do i t and ff 
2 Fm wrong you can help m e o u t is the discussion of 
3 tiie L I B O R rate. 
4 Q. A n d ifs your premise hi offering the 
5 Black-Scholes model to the Commission, i sn t i t that 
6 it accurately reflects the r isks t o tiie company of 
7 tiie P O L R obhgat ion? 
8 A . I t h m k Fve said it values tiie opt ion 
9 thafs provided to customers . 

LO Q. Is there any basis upon which you have 
L1 assumed that the value to the risk o f the company is 
L 2 the same as the option value to the customers? 
L 3 A. The POLR was calculated based on the 
L 4 value to customers. 
L5 Q. Have you - has the company included— 
L 6 AEP-Ohio - in its 2009 budgeting, has it accounted 
L 7 for any shopping customers in 2009? 
L 8 MR. RESNIK: Your Honor , are w e still on 
L 9 the Black-Scholes, i f l m a y inquire? 
20 M S . R O B E R T S : Yes . 

1 MR. RESNIK: Wel l , I would object again. 
2 The test imony on rebuttal is limited to two discrete 

23 points. The degree of shopping assumed o r n o t 
4 assumed is not one of those points addressed in 

P 5 Mr. Baker^s rebuttal testimony. I c a n t see it 
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1 of making an apples-to-apples comparison as 
2 consistent as possible regarding theu- inputs and how 
3 they were calculated? 
4 A. We attempted to use the same numbers in 
5 the analysis that I provided in JCB-2. 
6 Q, And thafs wha t you believe to be the 
7 appropriate way to develop a comparison between the 
8 two. 
9 A . Yes. 

L 0 Q. I fyou tum to page 16 of your 
L1 testimony ~ 
L2 MR. RESNIK: Fm sony, which page? 
13 M S . R O B E R T S : Sbcteen. 
L 4 Q- - yon begin to talk about the 
L5 Black-Scholes model. In your fust answer you refer 
L 6 to the risk-free interest rate. Would you agree tiiat 
L 7 tiie term "risk-free interest rate" is a term of art 

in the financial service industry? 
L 9 A. Yeah, I think that's probably fair. 
2 0 Q. Okay. And y o u address the intervenors' 
21 challenges to your calculation of Black-Scholes in 
2 2 your rebuttal; is that correct? 
23 THE W I T N E S S : Could I have tiie question 
24 read back? 
25 (Record read.) 25 
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becommg a foundation for anytiiing thafs relevant 
EXAMINER BOJKO: Well, we'll 

give Ms. Roberts the same courtesy. 
I don't know if you're just asking fcM* my 

response, but lefs see where ifs gone. 
THE WITNESS: Could I have tiie question 

read back? 
(Record read.) 

A. I believe what it would represent is the 
amount of shopping customers that we're e)q)eriencing 
today. 

Q. What is included in tiie 2009 budget would 
be reflective ofthe shoppu^ customers today, is 
tiiat what you mean by your answer? 

A. Thaf s what we would have put for 
budgeting purposes. That doesnt mean thaf s v^hafs 
going to actually h^pen and thafs not 
necessarily - well, I'll leave it at thafs not 
vihafs actually going to haf̂ jen. Ifs a budget 

Q. All right On page 17 of your testimony, 
on line 4 your answer be^ns "U.S. Treasury rates and 
the LIBOR, the two most commonly used proxies for the 
risk-fi^ mterest rate." What authority do you use 
to support that statement? 

A. Discussions witii peq>le who are in the 
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industry who use U.S. Treasury rates and LIBOR-
Q. And who would that be? 
A. I've talked to our finance people, Fve 

talked to our commercial operations people, all of 
who use LIBOR as part of their day-to-day busuiess. 

Q. And in supporting the Black-Scholes model 
in your testimony, did you make the selection of v̂ hat 
interest rates were used in that calculation? 

A. People in commercial operations and I got 
togetiier and talked about tiie various inputs, and one 
ofthe things we were trying to do was get a proxy 
for the risk-fi^ rate, and tiie people \^o use the 
model on a day-to-day basis chose LIBOR. 

Q. And on page 18 of your testunony, the 
answer beginning on Ime 5, you have a lot of data 
here over how the Treasury has compared to LIBOR over 
the last eight years. Where was this data sourr̂ d 
from? 

A. I believe it was Bloomberg. 
Q. And specifically on Ikie 6 of that page 

you talk about the spread between LIBOR and the 
Treasury rates has ranged fiom a high of 107 basis 
points to a low of 26 basis points; is tiiat conect? 

A. Yes. 
Q. And that looks like ̂ ^hat is actually 
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reflected on your E:diibit 2F, the chart oftiie LIBOR 
versus tiie Treasury rates. Is that correct? 

A.. That was the source of that yes. 
Q. Okay. The data that you used to evaluate 

that was — what was the most recent source ofthe 
data you used to make that determmation? Let me say 
that a different way. What was the most recent data 
you used in making that determination? 

A. Well, since ifs historical data on this 
chart it would be tiie date that the data - it woiold 
be those points in time. 

Q. Okay. But tiie most recent data point 
would be 7/25/08; is that conect? 

A. Yes, tiiat's tiie most recent point. 
Q, Do you know whether the spread between 

LIBOR and the U.S. Treasuries has changed smce July 
of'08? 

A. Yeah, I believe there was a short period 
of time, and Fm not sure exactiy how many months or 
weeks, but during - there was a penod after Lehman 
fell that tiiere become a spread because ofthe fact 
thaf the T ,TBOR was frozen for a period of time while 
the rate was drc^ping. I understand that they have 
now come back mto the kind of tracking that we see 
here. 
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MS. ROBERTS: Your Honor, may I ^proach 
the witness? 

EXAMINER BOJKO: You may. 
Q. It was your testimony, wasnt it 

Mr. Baker, tiiat tiie hi^er tiie interest rate used in 
tiie POLR calculation, tiie lower tiie POLR charge, 
resulting POLR charge? 

A. Yes, tiiaf s what I said. And what I 
said, was it had a - on lines 10 tiirough 12, tiiat it 
is not a big driver for tiie POLR char̂ ge. 

Q. You used there an uiterest rate 
differential of a himdred basis points, isnt tiiat 
conect, to make tiiat determination? 

A. Yes. 
Q. All right Fve handed you a document 

from tiie Financial Trade Lidustty dated September 
16th, and I would direct your attention to - and I 
hi^ighted it on your copy but I didn't keep h on 
mine - tiie second full paragr^h. Is this your 
recollection, that it was m September that the LIBOR 
rate rose precipitously? 

A. Precipitously is a "beauty m die eyes of 
the beholder" kind of word. So I - what I would say 
i s this was tiie period that I understood tiiat there 
was a spread tiiat developed that I indicated has come 
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back to more normal historical values. 
Q. But ifyou look at your chart Mr. Baker, 

for July, what is tiie LIBOR rate shown tiiere, for 
July 25tii, 2008? Looks like ifs about 4 percent 
doesnt if? 

A. Ifs slightiy above 4, yeah. 
Q. And m September tiie LIBOR rate rose, it 

says, 3.3 percent to 6.44 percent Would you 1 
consider that a significant increase in the LIBOR j 
rate? 1 

A. Yes, tiiaf s an increase in the LIBOR 1 
rate. Yes. 

Q. And do you know whether tiie spread 
between tiie ITBOR and tiie U.S. Treasuries has 
remained tiirou^ the current period of this week? 

A. In talking to people who deal with tills. 
they told me that the spreads have come back to more 
normal values. 

Q. Between 26 basis pomts and 107 basis 
points, is that what you consider to be tiie normal 
spread? 

A. They felt tiiat it was still-tiiat it 
was back wititin the range, that it hadnt gotten out 
of kilter like it did in tiie September time frame. 

Q. Fm trying to understand what you 

Armstrong & Okey, Inc. Columbus, Ohio 

63 (Pages 249 t o 252) 

614-224-9481 
6da7g639^1 a9-4c2c-bd08-1 be375bS1 ba4 



AEP - V . XIV 

Page 253 

1 consider the normal range to be. D o you consider it 
2 the range to be shown on your chart on page 17, which 
3 is a range between, you testify, 26 basis points to 
4 107 basis points? 
5 A . It was a normal range as defmed by 
6 people in our company who b o n o w money based on the 
7 LIBOR. 
8 Q. All right. Well, did the people in your 
9 company consider your testimony, your answer on 

10 line - page 18, line 5, to be considered a spread in 
11 the normal LIBOR range? 
L2 A. I d idnt ask tiiem. 
13 Q. So you d o n t know whetiier the cunent 
L 4 LIBOR spread is conelated in any way to your 
15 testimony on page 18? 
16 A. The purpose of this was to refute a 
L 7 position that I heard during this hearing that 
18 there - that LIBOR is highly volatile and it was m 
19 reference to the Treasury. And the purpose of this 
2 0 chart was purely to show that they tracked pretty 
21 closely, and so i fyou consider one to be volatile, 
2 2 then the other is to be volatile. I believe thafs 
2 3 wliat the testimony says. 
24 Q. I understand But your testimony on page 
25 18, the answer beginning at line 5, you discuss the 
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1 We would have changed it for the, for 
2 example, for the E S P . As that developed and it 
3 changed over time, w e would rerun i t A n d w e would 
4 rerun it for changes in market price at var ious 
5 t imes. 
6 Q . And interest rates? 
7 A . I d o n t remember whether w e reran it 
8 specifically for a change in mterest rates, bu t I 
9 would think — 

LO Q. D o you know whetiier it was— 
Ll MR, RESNIK: Can he finish his answer, 
L2 please? 
L 3 M S . R O B E R T S : Oh, Fm sony . 
L4 EXAlVffNER B O J K O : Yes . 
L 5 A . I would assume that the last time w e ran 
L 6 it we updated to have tiie most current interest 
L7 rates. 
L8 M S . R O B E R T S : Thank:you, Ivfr. Baker. I 
L 9 have no otiier quest ions. 
2 0 EXAMINER BOJKO: Let's go off tiie record. 
11 (Discussion off the record.) 
22 EXAMINER BOJKO: Lefs go back on tiie 
>3 record. Mr. Belt 
M MR. BELL: Thank you. 
25 
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1 spread between L I B O R and the Treasury rate over the 
2 last eight years. And what I'm asking you is whether 
3 you can establish that there's any conelation 
4 between tliis spread and what the people you talked to 
5 consider to be a normal spread 
6 A. I did not show them this spread and say, 
7 "Do you see a conelation?" But i f l look back at a 
8 chart like this, I would say -- and I'm looldng a t 
9 you know, a seven-year time fi-ame. If I'm in that 

10 kind of business and I look and I say, gee, look at 
11 what the spreads were for the last period, I thmk 
12 they would consider that in their decision, but I 
13 didn't talk to them about it. 
14 Q. Okay. Regarding the run o f the 
15 Black-Scholes model an mdeterminate number of times, 
L 6 Mr. Baker, in rurming the model you used the same 
17 Black-Scholes model but what you changed were the 

inputs in that indeterminate number of runs; is that 
L 9 conect? 
20 A. Yeah. Boy, I sure wish I hadn t used the 
21 word "mdeterminate," but we did run it more than 
2 2 once, and what we did was we changed some of the 
2 3 inputs. For example, w e would not have changed the 
2 4 term because it was three years from the start, it 
2 5 was three years at the end. 
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1 C R O S S - E X A M I N A T I O N 
2 By Mr . Bell : 
3 Q . Mr . Baker, do you remember the line o f 
4 examination of Mr. Randazzo relative to the inclusion 
5 of all o f t he generating - Ohio generating plant in 
6 rate base in pas t rate proceedings? 
7 A. I remember the discussion w e had on the 
8 irKlusion of all the generat ing assets that w e r e 
9 owned by the company at that time. 

L 0 Q . Is it no t the company 's posit ion tiiat t he 
L1 Commiss ion in evaluat ing the company's E S P ui this 
L2 case should not consider the past recovery o f capital 
L3 or the re tum on capital in evaluating the current 
L 4 E S P ? For instance, is it your position effectively 
L5 tiiat i f the company, in fac t had recovered its total 
L 6 capital investments m generat ing assets, that that 
L7 wou ld be unmaterial in re^aewing the appropriateness 
L8 o f t h e company's E S P plan? 

9 A . I d o n t think this is a cost-of-service 
0 bill, and the premise o f the bill, as I imderstand 
1 i t is you take your current rates and you make 
2 adjustments to that 
3 Q . I think your answer is yes, you're saying 
4 then that the cost - this is not cost of service, it 
5 could be enthely possible for A E P to have recovered 
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its total capital investment in generating assets to 
the point that it now has a zero capital uivestment 
through past depreciation, et cetera, et cetera, and 
earned a reasonable retum on the investment tiiat 
existed in the past that that is totally inelevant 
ii'um the company's perspective in the Commission's 
review of its cunent ESP, correct? 

THE WITNESS: Could I have tiie question 
read back? 

(Record read.) 
A. To answer the question that she just read 

back — 
Q. Yes. 
A. - I dont tiiink ifs possible tiiat tiie 

company could have recovered all of its cost of 
capital and a fair rate of retum. 

To finish the answer, I do not believe 
that that smce it is a cost of service, that where 
we are in recovery of investment is an appropriate 
determinant. 

Q. Thank you. That's fair. You have given 
me what I want Mr. Baker. We're woricing togetiier. 

A. We'll tiy. 
Q. Following up on a line of examination by 

Mr. Petricoff, you've been involved in tiie regulatory 
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arena for several decades, have you not Mr. Baker? 
A. I have had some experience in the 

regulatory arena for several decades. Fve only had 
responsibility for regulatory over tiie last seven 
years. 

Q. Does the term, quote, public interest 
have any meaning to you? 

A. Yes. 
Q. Would you agree tiiat witiiin tiie context 

ofthe regulatory arena that, quote, public interest 
end quote, transcends the parochial economic uiterest 
of eitiier the company's shareholders or its 
ratepayers? 

A. I dont — can you help me with where 
that definition came from? 

Q. I just made it up. 
A. Well tiien tiiaf s -
Q. Ifs a concept 
A. Well, tiien I probably wont agree witii 

you. 
Q. Are you being facetious, Mr. Baker? 
A. No, Fm not being facetious. Fd like to 

know where tiie quote came from, and ifyou can tell 
me tiiat ~ is it in tiie Federal Power Act? Js it in 
Senate Bill 221? Is it m tiie predecessor. Senate 
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Bill 3? I need to know where it came from. 
Q. Do you then - would you agree, Mr. -
A. Baker. 
Q. -Baker, tiiat to tiie extent tiiat Senate 

Bill 221 does not define for tiie Commission tiie 
parameters by which the Commission is to ascertain 
whetiier tiie ESP is better tiian tiie MRO, tiiat tiie 
Commission may, in use of its enlightened judgment 
make tiiat determmation based upon its findmg of 
what is in tiie, quote, pubhc interest end quote? 

A. I believe what the Commission needs to do 1 
is make an evaluation of our ESP and compare it to j 
the MRO and detemiine whether to accept modify, or 1 
reject our plan. 1 

Q. Didnt you in response to a question by 1 
Mr. Petricoff, say, and I quote, "The Commission can I 
and will do what it needs to do"? And I tiiink I got 1 
that word for word. I 

A. You may have. Fm surprised I threw 1 
"needs" in, but if that was my statement I may have j 
SEud it. 1 

Q. And in determining what is, quote, more I 
favorable, it is up to the Commission to consider-
to determine what factors it will consider, whaf time 
fi-ame it will consider tiiose factors influencing, as 
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well as the chcumstances under which those factors 
evidence themselves? 

MR. RESNIK: Your Honor, Fm gomg to 
object We've had more foimdations built this 
aftemoon than would be built at a mason's 
convention. I think that it is beyond tiie scope of 
tbe rebuttal testimony. The otiier foundations didnt I 
seem to go anywhere. I dont think this one's going | 
to either. 1 

EXAMINER BOJKO: Well, I hate to deny 1 
Mr. Bell the same courtesy that I have offered to all I 
the other masonry workers today. 1 

MR. BELL: Fll wrap this up very 
shortiy. 

EXAMINER BOJKO: Thaf s what I was going 
to ask. 

MR- BELL: Yes. 
EXAMINER BOJKO: If tiiere's any way we 

could shortcut tiiis, that would be great. 
Q. (By Mr. Bell) Picking up on tiie Ime of 

Mr. Petricoff, do you believe the Commission should 
approve a proposed ESP plan tiiat has been 
demonstrated not to be in the, quote, public 
mterest, even t ho i^ such a plan m tiie aggregate is 
found to be more beneficial tiian the MRO over the 
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1 period of the plan? 
2 A. I would say that since there are two 
3 options customers will be served under, either an M R O 
4 or an ESP, that i f the ESP is more favorable than the 
5 MRO, ifs in the public interest. 
6 Q. Would you agree, Mr. Baker, that an 
7 appropriate measure o f the benefits of the ESP would 
8 be tiie likely end result produced by tiie ESP over tiie 
9 period o f the ESP, that is, testing the benefits by 

10 tiie results produced by the ESP? 
11 A. I believe the Commission should be 
L 2 looking at the qualitative and the quantitative 
13 impacts of the M R O and the ESP in evaluating whetiier 
14 to approve it. 
15 Q. Thafs fair. So that on page 5 where you 
16 state; "The plan to make purchases" - and this is 
17 in respect to Purchase Power Proposal, that element 
L 8 ofthe plan you said "should be approved i f the total 
L 9 ESP, including the purchases, is in tiie aggregate 
2 0 more attractive than an MRO." 
21 By the use of the term "attractive," you 
22 do not there mean to imply a cosmetic attractiveness. 
23 A. No, I didnt mean cosmetic. 
2 4 Q. What you meant tiiere, I trust then, is 
2 5 that it has to be substantively demonstrated to be 
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1 sentence. 
2 Q. Fm sony, I ± o u ^ t you finished. 
3 A . They can m o d i f y - I read the bill to say 
4 they can modify the plan. I d o n t see any limit as 
5 to what they can change. The i m p a c t t h o u ^ is tiiat 
6 then becomes a modification to the plan and it t h e n 
7 goes back to the company to decide what action to 
8 take. 
9 Q . Fm not questioning the company's ability 

10 to accept or reject Fm — the question was solely 
L1 directed toward the ability ofti ie Commission to 
L 2 completely refigure, reconfigure, ffyou will , the 
L 3 company's proposed ESP leaving the Commiss ion ' s 
L 4 reconfigured ESP then for eitiier acceptance or 
L 5 rejection by the company. 
L6 A . I d o n t see anytiiing tiiat limits the 
L 7 Commiss ion in the modification other than - 1 read 
L 8 it that they're supposed to look a t it consistent a n d 
L 9 approve it consistent witii i f i f s more favorable 
10 tiiantiieMRO. 
21 Q . So that such a modification can h a v e — 
22 such a modification can be motivated and predicated 
2 3 upon public interest fectors as m a y b e identified by 

4 the Commiss ion . 
5 A. And I go back to my statement I made 
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1 more attractive or m o r e beneficial. 
2 A. It has to be a bet ter option for 
3 customers than tiie M R O . 
4 Q. A n d in your tes t imony going to the 
5 Commission d o m g what ifs going to do, what the 
6 Commission is going t o do , would you agree that the 
7 Commiss ion in so doing can effectively alter the 
8 period o f t h e company's proposed p lan or any of its 
9 facets? 

L 0 A. The Commission will put out an order, and 
L1 if they modify the plan, they modify i t and then we 
L 2 will review it and determine whether that 
L 3 modification is acceptable. 
L 4 Q. Does 221 in any vray, shape, or form 
L 5 l imi t for instance, the Commiss ion in reducing the 
L 6 period o f t h e plan, say, from three years to one 
L 7 year, if tiie Commiss ion were to fmd that given the 
L 8 economics, the economy o f the state of Ohio, ifs in 
19 the public interest to abbreviate the period o f the 
2 0 plan from three years to one? 
21 A. I d o n t believe that the bill lunits h o w 
12 the Commission can modify. 
2 3 Q. A n d that is t rue with respect to the 
2 4 various components o f t he plan as well; is it not? 
25 A. Yeah . I was going to finish the 

mi^M^tMi^MS»-iWi^:-
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1 earlier, tiiat I tiiink i f i fs better than tiie M R O , it 
2 would be in the public interest 
3 Q. The Commission's modification o f t h e 
4 company's proposed plan can be directed towards 
5 making it even more beneficial tiian the benefits 
6 bestowed in the company's proposed ESP, may it not? 
7 MR. RESNIK: Your Honor , Fm g o m g to 
8 object. I know we've had questioning of nona t tomeys 
9 on this, but the statute specifically says that the 
0 Commission shall approve tiie plan that's more 
1 favorable. It does not give the Commission latitude 
2 to make it even more :^vorable. 
3 MR. BELL: Fll witiidraw tiie last 
4 question. I tiiink Mr. Baker sufflcientiy responded 
5 for purposes of my inquiry, and I did hold to m y 
6 representation that my cross would be limited, 
7 E X A M I N E R SEE: To 15 mmutes? 
8 MR. RINEBOLT: Of fame. 
9 E X A M I N E R SEE: Mr. R inebo l t 
0 MR. RINEBOLT: Thank y o ^ your Honor . 
1 
2 CROSS-EXAMINATTON 
3 By Mr. Rinebolt 
4 Q, Good evening, Mr. Baker. 
5 A. Good evenmg, Mr. R inebo l t 
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1 Q. I k n o w we've sat at tiie same witness 
2 table in the past involving tiiis issue and we had 
3 different views then. Fm sure that that continues 
4 to this day, so I j u s t want to clarify a couple of 
5 your pobits. 
6 In your mind is cost-based regulation 
7 inherentiy the same as cost-of-service regulation? 
8 A . I think — I was thinking of cost of 
9 service in the broad sense, Mr. Rinebolt. When y o u 

L 0 were lookmg at how you determine rates, you look at 
L1 all the costs o f t h e company, determine a revenue 
L2 requ i rement W h e n Fm usmg the term "cost based," I 
L 3 was tending to use that in reference to certain items 
L4 of our ESP. 
L 5 Q. So there are certain items that are cost 
L 6 ' based fix)m your perspective. 
L 7 A . Yeah. I would say the F A C is cost based. 
L 8 Q . Based on your familiarity with the 
L 9 statute, do y o u believe that an M R O , a market rate 
2 0 option standard service offer rate is a cost-based 
21 rate? 
22 A . N o t in its entirety. 
23 Q. Well, let me - if I understand an MRO 
2 4 conectly, a bidding scheme is developed, the right 
2 5 to supply or tiiat is - the need for tiiat supply is 
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1 On page 4 at the very, very top you -
2 and it actually begins on page 3 , but you basically 
3 take the position that since the Ohio legislation 
4 doesn t look anytiiing like tiie Vhgin ia legislation, 
5 that there's no cost basis - tiiere's no reason to 
6 use cost in establishing rates. Is that basically 
7 your point, that Virginia ~ Ohio's legislation isn't 
8 Virginia's? 
9 A. No. M y statement's about the cost of 

10 service is what's covered in the two Q and As above 
11 tiiat 
12 Q. Okay. 
13 A. This was jus t an example of another state 
L 4 that had a choice to do marke t some kind o f - 1 
L 5 guess they could have done a hybrid, I d o n t remember 
16 there ever being any discussion, or going back to a 
17 more traditional cost of service, and they chose to 
L 6 go back to a more traditional cost o f service. 
19 Q. On page 15 at line 9 you indicate t h a t 
2 0 "The cost o f the POLR obligation for tiie Companies 
21 arises fiiDm the fact that the Companies must manage 
22 tiieir portfolio." What kind of a portfolio are you 
2 3 discussing, Mr. Baker, are you referring to? 
24 A. The generation portfolio. 
2 5 Q. Generatioa So AEP as a company has the 
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1 bid out in t h e marke t in some form or fashion, and 1 
2 the lowest p r ice w m s . Is that your understanding o f 2 
3 anMRO? 3 
4 A. For whatever percentage a company is 4 
5 allowed to blend in that piece of i t yes. 5 
6 Q. Okay. And the excess earnings tes t ^ 
7 there's obviously a revenue analysis involved in 7 
8 tha t so that would also be a cost-based measure 8 
9 thaf s included in the statute. Is that a reasonable 9 

L 0 assessment? L 0 
L1 A . I d o n t consider an earnings test that's L1 
L 2 a stand-alone to be a cost-based approach. If s a L 2 
L 3 piece o f the statute that deals with significantiy L3 
L 4 excessive earnings . I w o u l d n t characterize anything L 4 
L5 more than tha t L5 
L6 Q. Okay. At the top ofpage 3 you say that L6 
L 7 m a n y part ies h a v e - or, m a n y parties for tiie L 7 
L 8 legislative debate proposed a jus t and reasonable L 8 
L9 standard for evaluating costs. Does the statute in L9 
2 0 section 4928 still call for a reasonable rate for 2 0 
11 cus tomers? 21 
12 A. Fm sorry, would you point me to - 22 
13 Q. 4928.02(A). 13 
2 4 MR. RINEBOLT: Witiidrawn. Ifs in tiie 24 
25 statute. No need to ask this. 25 
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ability to manage a generation portfolio, I take i t 
A. Yeah. We do it on a day-in/day-out 

basis. 
Q. Okay. 
A. It doesnt mean tiiere aren't risks 

imposed by certain actions that may lead you to 
manage it differently. 

MR. RINEBOLT: Your Honor, tiiat's all I 
have. 

Mr. Baker, thank you very much. 
THE WITNESS: You're welcome. 
EXAMINER SEE: Thank you. 
Mr. Jones or Mr. Margard? 
MR. JONES: No questions, your Honor. 
EXAMINER SEE: Any redirect for 

Mr. Baker? 
M R RESNIK: No, we have no redirect, 

your Honor. 
EXAMINER SEE: Okay. 
MR. RESNIK: I wasnt sure if there were 

questions from the Bench. 
EXAMINER SEE: No, there are no questions 

from the Bench. 
MR-RESNIK: In that case, your Honor, 

I'd move for the admission of Companies' Exhibit 2E 
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and2F. 
EXAMINER SEE: Are tiiere any objections 

to the admission of 2E and 2F? 
Hearing none, Companies' Exhibits 2E and 

2F are admitted into the record. 
MR. RESNIK: Thank you. 
(EXHIBITS ADMiri'bD INTO EVIDENCE.) 
EXAMINER SEE: And since we have already 

determined the briefing schedule, ifs December 
30tii for initial briefs and reply briefs are due 
January 14th. 

If there's nothing else to be addressed 
in tills case -

MR. RESNIK: There's one otiier tiling. 
MS. GRADY: Your Honor. 
EXAMINER SEE: I'm sony? 
MS. GRADY: I tiiought it was tiie 31st 
EXAMINER SEE: 30tii. 
MS. GRADY: The 30tii. 
EXAMINER SEE: Itistiie30tii. 
MS. GRADY: Thank you. 
EXAMINER SEE: Yes, Mr. Resnik. 
MR. RESNIK: I would just like to 

indicate our, and my guess is probably other 
people's, appreciation for a lot of patience that was 
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showri from the Bench, both you and Hearing Examiner 
Bojko. If s been a tough several weeks. Sometimes 
we may enjoy ourselves down here more than you're 
enjoying yourself up there, but Ijust wanted to note 
that for the record. 

EXAMINER SEE: Thank you. We also 
appreciate you allowing, all of you allowing us to 
tag team because it allowed us to address other tasks 
that we're faced with. 

Thank you very much. 
MR. BELL: I think tiie same can be said 

for the reporter. She's put up with a lot 
MR. MASKOVYAK: Hear, hear. 
EXAMINER SEE: Thank you all. That's 

all. 
16 (The hearing concluded at 6:31 p.m.) 
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