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Background

Ohio Power Company (OPCo) filed an application on October 1, 201Q for
approval of the shutdown of Unit 5 of the Philip Sporn Generating Station (Sporn 5) and
the establishment of a rider to récover closure costs. In particular, OPCo’s application
sought approval to establish a new non-bypassable distribution rider, outside the rate caps
to recover these early closure costs. Specifically, the early closure cost requested for
recovery through the rider would include both incurred closure costs as of Deéember
2010 ("incurred césts") as well as future closure costs to be incurred after December 2010
("future costs™). The incurred costs include (1) the unamortized pla;lt balance remaining
on OPCo's books (estimated at $56.1 million as of December 31, 2010); and (2) the
materials and supplies on hand that are unique to Sporn 5 that cannot be used ﬁt other
AEP plants (approximately $2.6 million). The future costs include: (1) any legally
required asset retirement obligations, including asbestos removal, the fly ash ﬁond
closure and the disposal of transformer-rectifier set fluids; and (2) any net salﬁage to be
incurred (received) relatéd to the Spo_m 5 assets including the unique material$ and
supplies. In order to accurately account for the future Spom3 costs to be incujrred, OPCo |

proposed that the Commission grant accounting authority to record the future E;:osts ina
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regulatory asset/liability account to be included in the proposed non-bypassable rider
when incurred. In this regard, OPCo also requested that a weighted average cost of |
capital carrying charge on those futuré cost deferrals be recovered through the proposed
rider. To the extent that the Commission determines that it would be appropriate to
mitigate the rate impact of the proposed rider, OPCo alternatively requested 111 its
application that the Commission amortize recovery of the closure costs over a%36-month
period beginning in the ﬁrsf billing cycle of January 2011 (rather than being recoveréd
entirely in 2011), with carrying charges being included over such an extended;recovery
period. Only one commenter, Wal-Mart, addressed this alternative request by stating (at
4) that the Conmﬁssion should adopt the offer to mitigate the rate impact by amortizing
recovery over a 36-month period.

In addition to seeking Commission approval for the shutdown, as discﬁssed'in
paragraph 13 of the application, OPCo was also obligated to give at least 90 dﬁys advance
notice to PJM Interconnection, LLC (PJM) of the planned closure of Spofn 5 and such
notice was given to PJM concurrent with the filing of the application. On March 30,
2011, OPCo filed an update regarding the other regulatory-related approvals.
Specifically, on October 29, 2010, PIM informed OPCo that from PIM's persﬁective, '
Spomn 5 "may be deactivated at any time," since PJM did not idehtify any reliaibility
violations resulting from the proposed shutdown. Similarly, on February 1, 201 1, "
Monitoring Analytics, LLC - the "Market Monitoring Unit" (MMU) in PJM's @pen
Access Transmission Tariff (PIM OATT) - notified OPCo that it "cannot identify a
market power issue" with respect to the proposed shutdown of Sporn 5, after reciting the

MMU's obligation under Section IV of Attachment M to the PTM OATT to analyze the



-

effects of a proposed deactivation with regard to any potential market power i§sues.

Thus, the only remaining regulatory approval for the proposed shutdown of Sporn 5 is for
the Commission to rule on the application filed by OPCo in this case. Regard%ng OPCo’s
request for approval to shutdown Sporn 5 (to the extent needed under R.C. 49%)5.20 .and
4905.21), no party in comments contested this request or suggested that OPCd not be

permitted to close the unit.
Summary of AEP Ohio’s Argument

S.B. 221 permits recovery of early closure costs and the Commission’s ESP Order
granted OPCo the ability to request closure costs for a generating plant that closed earlier
than anticipated during the term of the ESP. The ESP statute supports the CoMssion’s
ability to allow recovery of plant closure costs. More importantly, the ESP Order already
explicitly permitted OPCo to request recovery of early plant closure costs during the ESP
term, which was a lawful determination that in any case cannot presently be challenged.
As an important, threshold factual matter, Staff is wrong in claiming that OPdo had
already recovered its investment in Sporn 5. S.B. 3°s prior aliowance for recovery of
stranded generation investment is not applicable here and, consequently, its expiration
does not preclude OPCo’s request. Traditional cost-based regulation princ‘iples also
support the recovery of early closure costs, as do the additional policy considerations
explained below. OPCo is not opposed to OCC’s suggestion that this case be ;
consolidated with the pending ESP Cases for purposes of hearing and decision% - subject

certain specific concerns set forth below being addressed by the Commission.



Argument

I. S.B. 221 permits recovery of early closure costs and the Commission’s ESP
Order granted OPCo the ability to request closure costs for a. generating
plant that closed carlier than anticipated during the term of the ESP.

Several parties argue that the ESP statute and S.B. 221 generally do not allow
OPCo to recover early closure costs. For example, OCC claims (at 3) that “[n}o where in
that section are the closing costs of plants that existed before 8.B. 3 included.” IEU
states (at 6) that “nothing in Section 4928.143, Revised Code, provides a basi# for
recovering closure costs.” Similarly, Staff argues (at 3) that SB 221 “makes no
provision for recovery of generating unit closure costs.” Staff goes on to refercnce R.C.
4928.143(B)(2)(c)’s allowance for non-bypassable recovery of costs associated with
building a generating unit as “the only provision under current law which wmjld permit
the sort of charge sought by OPCo” but concludes that it is inapplicable. ThlS narrow
view of the ESP statute and S.B. 221 is unsupported and inconsistent with the

Commission’s application of the statute.

A. The ESP statute supports the Commission’s ability to allow recovery
of plant closure costs

Some parties argue that generation has been deregulated in Ohio. For example,
OPAE argues (at 4) that “generation resources are deregulated” and the owners are no |
longer required to dedicate the output of those plants to customers. OPAE concludes (at
4) that S.B. 3 allows OPCo to utilize its generation facilities in any manner it sees fit” énd' :
that Spom 5 “belongs to OPCo and it makes all decisions related to that asset.” OPAE’s
charactenizations are out of touch with regulatory reality. OPCo cannot transfer or sell |

generating assets such as Sporn 5, without Commission approval under R.C. 4928.17.



The retail rates for electricity sales supported by Sporn 5 are regulated and OPCo
is not permitted to immediately collect market prices for the retail electricitf sales
supported by Sporn 5 under S.B. 221; an MRO plan requires a mulfi-year ratejblending
period prior to being permitted to charge market rates. OPCo is not even permitted to
unilaterally shut down the plant without regulatory approval, per R.C. 4905.20 and
4905.21. Thus, it is more accurate to recognize that S.B. 3°s prior regime of a? purely
market-based SSO was abandoned in favor of S.B. 221°s hybrid form of te-reigulation,
including rate adjustments within the ESP statute that are cost-based and more%, akin to
single-issue ratemaking using traditional regulatory principles. To that extent, traditional
ratemaking principles concerning recovery of plant closure costs also inform-the debate
in this case about what 1s fair and reasonable about OPCo’s request. |

Contrary to comments that portray S.B. 221 as continuing S.B. 3°s derégulation of
generation service, there can be no question that Am. Sub. S.B. No. 221, 2007 Ohio SB
221, effective July 31, 2008 (S.B. 221) constitutes a hybrid form of regulatioﬁ. S.B. 221
modified the method for setting standard service offer (SSO) rates for electric éservice.
The Commission’s decision-making process in ESP proceedings is markedly éifferent
than in its traditional ratemaking process under R.C. Chapter 4909. The valuation of
property under R.C. 4909.05 is not required in an ESP proceeding; nor is there é Staff
Report of Investigation prepared in an ESP as it is for compliance with R.C. 4;)09_.19. An
ESP proceeding has no date certain or test year, as would be required in traditi;onal
ratemaking under R.C. 4909.15 (B). A "fair and reasonable rate of return," wl‘ZJich the
Commission "shall determine" in traditional ratemaking, is mentioned in R.C. ;4928.143,

but only in conjunction with an ESP provision regarding the EDU's distribution



infrastructure modernization plan. An ESP does not involve the Commission's
determination of the overall cost to the utility of rendering service, or the gross annual
revenue to which the EDU is entitled by following the formula set out in R.C.'4909.15 -
dollar amount of return on investment to which the utility is entitled plus the cost of
rendering service.

Instead of the well-established ratemaking formula in R.C. 4909.15, the General
Assembly provided that the contents of an ESP are left to the EDU to propose and the
Commission to approve, modify or disapprove. The contents of an ESP are addressed in
R.C. 4928.143, the ESP statute, which indicates that an ESP may include any
combination of the rate adjustments listed in the statute. Those rate adjustments specify
recovery of certain categories of costs, whether or not those adjustments are cost-based.
The inclusion of cost-based rate adjustments, however, does not permit conveli‘ting the
ESP ratemaking process into a traditional overall cost-of-service analysis. Rat;her, the
General Assembly directed the Commission to make but one determination regarding a
proposed ESP. R.C. 4928.143 (C) directs that the Commission: :

by order shall approve or modify and approve the application [for an ESP]

if it finds that the electric security plan so approved, including its pricing

and all other terms and conditions, including any deferrals and any future

recovery of deferrals, is more favorable in the aggregate as compared to

the expected results that would otherwise apply under section 4928.142 of

the Revised Code.... Otherwise, the commission by order shall disapprove

the application. (emphasis added). '

That's it. No rate base, no date certain, no test year, no test year cost of service and no
formula for the Commission to follow. The simple stated required determinati(jm for the

Commission to make is whether the ESP is better than the results expected under an

MRO.



As an additional matter, commenters are wrong in claiming SB 221 dbes not
address plant retirement at all. In division (B)(2)(c), the General Assembly prbvided that
“|blefore the commission authorizes any surcharge pursuant to this division, it may
consider, as applicable, the effects of any decommissioning, deratings, and retiremen >
And it makes sense that the General Assembly authorized the Commission to. qddress
decommissioning, deratings and retirements” as an integral part of attempting to
encourage construction of new generating capacity in Ohio. In order to effectively
address construction of new capacity in a comprehensive manner as envisioned by the
General Assembly, AEP Ohio submits that the Commission needs to also address the
entire investment cycle, including planning, development, construction, envirénmental
compliance, operation and retirement of existing plants. Otherwise, capacity vﬁll not be
built in Ohio. Separately, division (B)(2)(d) of the ESP statute also allows recovery of
“carrying costs” and authorizes “deferrals, including future recovery of such deferrals” —
all of which support granting the relief requested by OPCo in this case. The leéaﬁw of
this component of the approved ESP (or any other component), however, cannot be re-
litigated in this case. o

B. The ESP Order explicitly permitted OPCo to request recovery of
early plant closure costs during the ESP term, which was a lawful
determination that in any case cannot presently be challengfed

In OPCo's Electric Security Plan (ESP) proceeding (Case No. 08-918-EL-SSO) it
requested authority to come before the Commission during the ESP term td detérmine the
appropriate treatment for accelerated depreciation and other net early closure costs shoﬁld
it became necessary to close a gencration plant earlier than otherwise expected. (ESP

Application at 19.) In OPCo's ESP case, the Commission found this aspect of the



application "fo be reasonable and, accordingly the request should be granted." (ESP
Opinion and Order, March 18, 2009, p. 53, emphasis added). Thus, contrary to the
commenters that claim OPCo is legally precluded from seeking recovery of the Spom 5
closure costs, OPCo's approved ESP includes the ability to request recovery of such costs
during the 2009-2011 term. |

No party challenged the Commission’s decision in this regard and it is a final and
non-appealable order on this point. While the Commission retains discretion to grant ot
deny the request (as further discussed below), no party can reasonably claim tliat the
Commission lacks the legal ability to implement this ESP provision explicitly adopted in
the ESP decision and never challenged by any party. On page 53 of the Opinion and
Order in the ESP cases, the Commission affirmatively and unequivocally gfanted OPCo’s
request to provide for the ability to seek earlier-than-anticipated closure costs during the
ESP period. The Commission fully understood OPCo’s proposal and, while it denied the
request related to unanticipated closure, explicitly granted OPCo’s request reg;irding
earlier-than-anticipated closures during the ESP term.

Some of the commenters in this proceeding correctly recognize that the
Commission granted this ability to request closure cost recovery during the ESP term.
(OCC Comments at 2; OMA Energy Group Comments at 2.) Other parties recognize that
the ESP Order permitted OPCo to file an application for early closure costs bu:t then
inexplicably claim that S.B. 221 i)recludes recovery of such costs. (IEU Comments at 3,
5-7.) Such untimely collateral attacks should not be permitted, let alone enterthjned.
Staff completely ignores this authorization in the ESP Order — perhaps becausé the

Commission partially rejected the Staff’s position on that issue in the ESP casé. In any



event, neither the parties presently complaining about the opportunity for OPCo to
recover early closure costs granted by the Commission (including Staff), nor ény other
parties, can challenge the ESP order at this point. None of the parties presently arguing
against OPCo’s legal ability to request recovery of early closure costs ever chéllenged the
ESP Order permitting OPCo to file such a request — cither on rehearing or appeal — and
the order is now final and non-appecalable. |

OCC submitted late supplemental comments instanter (on April 20, Zdl 1) and
relies upon the Supreme Court’s opinion released on April 20, 2011 in Case N@. 2009;
2022 as authority for the proposition that OPCo’s closure costs for Sporn 5 should not be
permiited. The Court’s decision cannot be retroactively applied to modify aspects of the
ESP that were not challenged on rehearing and appeal, as OCC suggests. RégaIdMg the |
Court’s holding regarding the interpretation of division (B}2) of the ESP shhéte relied
upon by OCC, the scope of the remand proceeding under the opinion (assumjﬁg that the
decision becomes final and a mandate is issued consistent with the opinion) is;that the.
Commission is to determine whether any of the listed categories of (B}2) auﬂ;.lorize
recovery of environmental carrying charges challenged by OCC in its Proposif[ion of Law
No. (See Par. 35 of opinion.) |

Neither OCC nor the Commission can use that limited reversal and ml;land to’
open up other aspects of the approved ESP. All of the other components of th‘f: ESP
became final when the 'rehéaring process was completed and no appeals were ﬁled (and
all of the issues that were raised on appeal will also bec;ome final, except for tléle two
narrow questions reversed and remanded in the opinion, at such time as the Céurt’s

mandate is issued). OPCo’s application in this case does not present the question of



whether the ESP should be modified but only whether the early closure costs of Sporn 5
should be permitted pursuant to a currently-approved provision of the ESP (granted by
the Commission on page 53 of the Opinidn and Order). While the Commission has
discretion to permit or deny that requested recovery, the legality of this component (or
any other existing component) of the ESP cannot be re-litigated in this case. :

The ESP Order is not only final and non-appealable but also represents a
“package deal” applicable for the full ESP term that cannot be amended after-the-fact by
piecemeal modifications. In this regard, OCC’s argument (at page 5, note ll)s-is an
improper attempt to adjust the balance achieved by the package deal adopted 1n the
Commission’s ESP order. OCC’s attachment 1 (OPCo discovery response) does not
prove anything since it merely shows the percent of the unit’s annual generation
produced for off-system sales. There is no comparison to the test year level of OSS-
margins reflected in base rates, per the decision in OPCo’s last general rate case.
Moreover, the OSS margins retained by OPCo during the ESP were permitted over
OCC’s objections and were part of the ESP package deal that cannot now be ré-litigated.
As referenced above, another part of the existing ESP package approved by thé
Commission was OPCo’s ability to request recovery of early plant closure cos’:ts.

Ink sum, OPCo’s ability to seek early closure costs was part of the ESP plan and
cannot now be deleted from the plan, which is what the opposing comments seek to do as
a practical matter. Rather, the Company’s application is a legally appropriate and
permissible request that is properly before the Commission. On the contrary, 111 is the
parties’ arguments collaterally attacking the ESP Order that are legally precluded from -

doing so. Thus, OPCo’s request should be debated on its merits instead of falsely
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portrayed as being legally precluded. As discussed above, the ESP Order cleeirly
established OPCo’s ability to seek recovery during the ESP term and that order was not
challenged and is ;10w final and non-appealable. Parties fhat seek to undercut OPCo’s
legal ability to request early closure cost recovery at this point are precluded from doing
so. In any case, their legal arguments are without merit. This case presents an important
set of policy questions and should not center on the Commission’s clear legal ability to
granl cosl recovery.

II. As an important, threshold factual matter, Staff is wrong in claiming that

OPCo had alrcady recovered its investment in Sporn 5
Staff alone makes the claim (at 4) that Sporn 5 should have been fully depreciated

in 2010, based on the depreciation rates established more than 15 years ago in the
Company’s last general rate case (Case No. 94-996-EL-AIR). It strains c;‘edibﬂity to
suggest that such stale depreciation rates would be used to override the current
accounting books of the Company. As detailed below, Staf’s position 1s wrong in
concluding that OPCo’s investment in Sporn 5 is fully recovered, as it relies on outdated
information and does not conform to established regulatory accounting andzfatemaking
principles regarding updating depreciation rates when circumstances cha:ngje. Since at
least a portion of closure costs may have been reflected in the previously-authorized
rates, some partial adjustment to recovery of future closure costs may be appropriate.
However, the Company is still entitled to recovery of the net book value. - As further
discussed below, the remz‘lining net book value of Sporn 35 is driven by capital plant

additions that occurred since the time of the 1994 rate case.
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In addition to recovery of the net book value, .OPCo also requcsted.(paragraph 9
of the application) recovery of incurred costs of approximately $2.6 million .6f materials
& supplies on hand that are unique to Sporn 5. Finally, OPCo requested unknown future
closure costs, being legally required asset retirement obligations, asbestos rgmoval, the
fly ash pond closure and the disposal of transformer-rectifier set fluids. VOPC‘_o maintains
that the removal/closure costs reflected in depreciation rates established in the 1994 rate
case substantially under-estimated the actual closure/remoyal costs thaf apply to Spom 5
today, given the dramatic intervening increase in environmental regulations that apply to
coal-burning power plants. |

As set forth in paragraph 9 of the Company’s application, the net‘ book value of
Sporn 5 was $56.1 million at the time the application was filed. Speciﬁcal_ljr, the $56.i
million net book value as of December 2010 consists of approximately $222 million of
gfoss plant less approximately $166 million in accumulated depreciation. Forithe reasons
stated in the application and in these reply comments, OPCo believes recovgry of the net-
book value is reasonable and lawful.

Staff’s position that OPCo should have already recovered its investment in Sporn
5 based on the depreciation rates adopted in the 1994 rate case ignores thei substantial
capital additions that have been made in the intervening 17 years. Silgniﬁcantly,
approximately $70 million of the existing gross plant for Spofn 5 relates to surviving
additions made in the period of 1994 through 2010. (See Attachment A for: &etails_ on
capital additions.) Simply relying on the depreciation rates established in thé 1994 rate‘
case and concluding that OPCo should have recovered its investment by now éignoreé the

$70 million capital investment that OPCo has made to keep Spom 5 running and in
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compliance with ever-expanding environmental regulations. Ignoring the ;$70 millioh
does not make it go away — if it is not recovered and Sporn 5 is shutdown, OPCo will
take a writc-off of the net book value. |

The theoretical depreciation reserve, as is obvious from its name, onlsr represents
an estimate and as the NARUC “Public Utility Depreciation Practices” (excerpt attached
as Exhibit B) recognizes (at 189) that “only after plant has lived its entire useful life will
the true depreciation parametefs become known.” Thus, NARUC’s depreciation
practices manual recommends (at 187) that “the utility and regulators shm?:ld strive to
ensure that the unrecovered dollars are reasonable in relationship to the property’s
remaining life.” When changed factors result in a material reserve ilnbalancé, NARUC’s
depreciation practices manual indicates “one should make immediate aepreciation
accrual adjustments.”

These established principles show that depreciation rates are not established “once
and for all” or deemed to still enable investment recovery when circumstarices change.
These principles directly undercut Staff’s position that the depreciation rate§ established
in the 1994 rate case should be definitively presumed to have resulted in ;recovery of

~OPCo’s investment in Spomn 5 by 2010. The Commission should not rel;;' on Staff’s
faulty position and ignore the $70 million investment in additions that kept Spomn 5
running and available for Ohio customers for the past 17 years.
III. S.B. 3’s prior allowance for recovery of stranded generation in:y&stment is
not applicable here and does not preclude OPCo’s request :
Some of the parties claim that OPCo’s request is really an untimely re(iuest for

recovery of stranded investment under R.C. 4928.41. (IEU Comments at 8-10; OCC
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Comments at 3-7; Staff Comments at 1-2; OEG Comments at 3; OPAE Commients at 2.)
While parties characterize OPCo’s request as seeking untimely recovery of str%‘mded |
generation investment, that is incorrect. OPCo never claimed that Sporn 5 was a stranded
generation investment under S.B. 3 and understands that the window of opportunity for
pursuing stranded generation investment under R.C. 4928.40 has closed. However, the
requested recovery of net book value of the plant and closure costs is qualitatively not the
same as stranded generation investment. In addition, intervening factual and legal
developments do silpport Commission approval of the requested cost recovery.

Another factual development is that, had OPCo been permitted to transition to
market rates by 2006 as originally envisioned when SB 3 was passed, it could have
absorbed such early closure costs through the then-prevailing market prices aspalt of
transitioning to fully market-based generation pricing. But OPCo was not perﬁnitted to
charge market prices for generation and charged its customers FAC rafes that have not
tecovered costs due to the phase-in deferral plan. Thus, in addition to being spéciﬁcally
contemplated under the Commission's order in OPCo's ESP case, OPCo submits that it is
reasonable under the curreﬁt circumstances for OPCo to recover early closure ;:osts.

As a related matter, the law has changed as described above. Specifically, the
General Assembly has since rescinded the purely market-based pricing regime of SB 3
(the rescinded pricing reginie is what gave rise to the transition period and temporary
opportunity to recover generation investments that were stranded at that time).. As
discussed above, the replacément regime of hybrid regulation known as S.B. 221 enables
the Commission to authorize the recovery of early plant closure costs. Because the facts

and law have substantially changed, the Parties’ arguments regarding recoveryj of
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stranded investment costs under S.B. 3 are neither relevant nor dispositive of bPCo’s
requested relief,
IV. Traditional cost-based regulation principles also support the i'ecovery of
early closure costs :

IEU and OCC both wrongly claim that OPCo’s request would have be:en improper
under traditional rate regulation as reflected in R.C. Chapter 4909. (IEU Comments at 7-
8; OCC Comments at 8.) Ironically, both IEU and OCC recognize elsewhere m their
comments that OPCo was permitted to recover closure costs in its last general base rate
case, Case No. 94-996-EL-AIR. (IEU Comments at 7; OCC Comments at 2.) OCC also |
recognizes that the Commission has permitted recovery of closure costs, though
characterizing it (at 7) as being “rarely permitted.” On the other hand, OMA Energy
Group acknowledges (at 3) that such costs “may be appropriate under traditional cost-
based regulation” but adds that generation rates are no longer subject to traditional
regulation.

Staff and others unjustifiably rely upon cases that are inapposite,! sinc_é they
involve plant cancellations. (Staff Comments at5; OCC Comments at §; OMA Energy
Group Comments at 4; IEU Comments, at 8.) These comments attempt to rely upon the
Ohio Supreme Court's decision in Consumers' Counsel v. Pub. Un'l.' ,Comm%n, 67 Ohio
St.2d 153 (1981) for the proposition that the Commission may not approve the
Companies' request to recover early closure costs. In that case, the utility sought
recovery of its investment in a "failed" nuclear generating plant that was never completed
and never went into service and, thus, was never "used and useful." In contrast, OPCo's

application in this case involves a request for recovery of early closure costs for a

15



generating unit that is, and has been since it first went into service, "used and useful."
Thus, the Court's decision in Consumers’ Counsel, supra, is simply not applicable to
OPCo's proposal in this case. |

Similarly, Staff's citation to the Commission's -Opinion and Order, at 14, in Case
No. 07-551-EL-AIR (January 21, 2009) as authority for the propositi(;n that the
application should be denied is misguided for the same reason. That was a distribution
service rate case and the retired generation plants did not support the distribu;tion service
being priced in that case. In any case, while traditional ratemaking principleé may guide
the Commission’s policy decision in this case, those principles (as reflected in case law)-
are not binding and ultimately need not be followed here.

It is a routine matter of utility accounting and ratemaking that plant in service is
retired and replaced, though the magnitude of a power plant example is larger; But every
day in utility operation, péles and other plant in service are replaced and retired. A
retired pole or transformer will also have a removal cost and may have enyironmental
disposal costs as well. There is no great fanfare or policy debate when 31ilch plant is
retired. The FERC Uniform System of Accounts (FERC Electric Plant Instru¢ﬁons, Item
10 “Additions and Retirements of Eleciric Plant” at paragraph F) provides:

The book cost less net salvage of depreciable electric plant retired shall be .

charged in its entirety to account 108. Accumulated Provision: for

Depreciation of Electric Plant in Service (Account 110, Accumulated

Provision for Depreciation and Amortization of Electric Utility Plant, in

the case of Nonmajor utilities).

Thus, when an asset is retired, both electric plant in service [Account; 101] and

accumulated depreciation [Account 108] are reduced by the original cost of the asset.

Any net related salvage would either increase or decrease accumulated depreciation.
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Therefore, any remaining net book value of the asset remains in accumulated
depreciation.

In order to properly recover any net book value (including additionﬁ) on retired
property, the net book value of the retired asset (included in accumulated depreciation,
Account 108) will be included in the next depreciation study in the next rate case and
recovered in future rates. OPCo’s argument in paragraph 10 of its application was
correct in stating that:

Sporn 5 has served OPCo's fatepayers during the life of the asset. It would |

not be reasonable to expect shareholders to absorb early closure costs -

when Sporn 5 has benefited ratepayers for its entire productive life. The

requested early closure cost represents dollars invested during a regulatory

regime in which OPCo was permitted to recover all prudently incurred

costs including plant closure costs. :

The Commission should follow these established regulatory accounting and ratemaking |
principles and authorize non-bypassable recovery of the Spomn 5 early closure costs.
V. Additional pelicy considerations support granting OPCo’s requesf

Since the passage of S.B. 221, CEOs of Ohio’s investor-owned utilities have
consistémly indicated pubﬁcly that, they could see no path to investment in new
generating assets under Ohio’s current framework. A comprehensive framework for the
recovery of current and futqre generating assets can mitigate the distinct risk ﬂ)at Ohio
could become an importer of electric power. Such ﬁ‘aiﬁework includes certainty in the
recovery of early plant retirement and closure costs in order to enable the uﬁliﬁes to make
sustainable business decisions. In order to establish a viable framework for investment
recovery opportunity must address the entire plant lifecycle, including retiremg-nt.

As utilities face major decisions regarding whether to retire, retrofit, or replace

existing assets, the regulatory framework adopted by this Commission will largely define
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the environment for those decisions. If Ohio wants to avoid becoming like Califoi*nia
who is a power importer that has been exposed to the risks and volatility of market prices,
AEP Ohio submits that the Commission needs to address the entire investmen{ cyclé,
including planning, development, construction, environmental compliance, operation and
refirement of existing plants. |
Notwithstanding the Staff’s comments advocating rejection of the Company’s
proposal, the Commission itself has regenﬂy acknowledged the likely impact dn
ratepayers of proposed environmental regulations. For example, in response t(; the

USEPA’s proposed air transport rules, ﬂ1e Commission itself argued as follows:

The proposed rule, in concert with anticipated rules, will accelerate the
retirement of coal fired electric generating plants. The cost of premature
retirements will have a direct impact on rates, not only as a result of
necessary amortization and other closure costs, but also due to the fact
that the lower-cost, locally available power will be removed from the
market, making the marginal unit a higher-priced energy source, and
driving the need for additional generating capacity. Compounding this -
concern is the consideration that many of the electric distribution utilities
that may be negatively impacted, as discussed above, serve as the Provider
of Last Resort (POLR) to our native load customers. The current and
foreseeable economic environments indicate that Ohio's ratepayers will be
hard-pressed to absorb "rate shock" due to the overly aggressive
implementation schedule advanced in the proposed rule.

(USEPA Docket ID No. EPA-HQ-QAR-2009-0491, October 1, 2010 PUCO C;omments
at 6, emphasis added.) Similarly, when commenting on USEPA’s proposed co;al
combustion residuals rule, the Commission again voiced concerns about the direct rate
impact expected from accelerated retirements that would be caused by the proposed
regulation: ‘
The proposed rule, in concert with other anticipated rules, has a real, vé;y’
serious probability fo accelerate the retirement of coal fired electric

generating plants. The cost of premature retirements will have a direci
impact on rates, not only as a result of necessary amortization and other

~
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closure costs, but also duc to the fact that the lower-cost, locally available
power will be removed from the market, making the marginal unita
higher-priced energy source, and driving the need for additional
generating capacity. Compounding this concern is the consideration that
many of the electric distribution utilities that may be negatively impacted,
serve as the Provider of Last Resort (POLR) to our native load customers.
The current and foreseeable economic environments indicate that Ohio's

ratepayers will be hard-pressed to absorb "rate shock” due to the
implementation schedule advanced in the proposed rule under RCRA

subtitle C. |
(USEPA Docket ID No. EPA-HQ-RCRA-2009-0640, November 18, 2010 PﬁCO
Comments af 6-7, emphasis added.)

The Commission’s explicit representations to the Federal government about
accelerated retirements having an unavoidable and direct impact on rates Weré made with
the understanding that all of Ohio’s electric distribution utilities are operating iunder an
Electric Security Plan. Moreover, these prescient observations were also made well after
the “stranded generation investment” recovery opportunity in R.C. 4928.40 expired.
More to the point, the Commission’s observations in the second rulemaking were made
several weeks after OPCo’s application in this proceeding was filed and pending. Not
only does this Commission position undercut the Staff’s staunch position against the
legality of early plant closure cost recovery, but it directly supports OPCo’s p@licy
arguments in favor of the requested cost recovery. Whether Sporn 5 is being closed
based on either set of proposed regulations referenced above is immaterial — the
Commission’s representation to the USEPA that ratepayers would pay for early plant
retirements is the salient point. Surely, the Commission cannot now claim that such a

result is unlawful or unreasonable,
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VI. OPCo is not opposed to OCC’s suggestion that this case be consolidated with
the pending ESP Cases for purposes of hearing and decision

OCC suggests (at 8-10) that the Commission should consolidate this Gase with the
pending ESP Cases. While OCC’s consolidation suggestion references the IEU’s request
for consolidation as a supporting basis, OPCo notes that IEU’s request for consolidation
was much broader and included several other proceedings. OPCo opposed IEU’s request
to consolidate all of the referenced cases as being unsubstantiated and overbroad because
a substantial commonality of issués did oot exist across all of the cases. Further, unlike
the lack of overlapping parties in all of the cases referenced in [EU’s motion, virtually all
of the parties in this case are also intervenors in the ESP cases. Moreover, th the extent
the Commission would like to further explore the underlying factual issues being debated
in this case (e.g., the accounting issues) and would find a heaﬁng beneﬁcialz in deciding
the case, consolidation would be an efficient use of resources.

Thus, upon considering OCC’s consolidation suggestion, OPCo is not opposed to
consolidation of this case with the pending ESP Cases — subject to the following concerns
being addressed. As a procedural matter, the discovery cutoff date in the ESP Cases
should remain the same and apply to the Sporn 5 issues. Parties have already done a
significant amount of discovery in this case and the discévery cutoff needs to remain June
16 so that the Company can adequately complete its preparation for the evidentiary
hearing. Another procedural matter is that, if the issues in this case are to be éonsolidated
with the ESP cases, then written testimony should be submitted and a testimohy schedule

should be established. If this option is selected by the Commission, the Company should
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be permitted to file testimony by May 15 and the parties existing testimony deadline of
June 13 should remain the same (as would the Staff’s June 27 testimony deadline).

On a more substantive level, OPCo’s main concern in consolidating this case with
the ESP Cases is the associated delay in getting a decision regarding Spom 3.
Consequéntly, if this case is to be consolidated within the ESP Cases and further delay a
comprehensive decision in this case, OPCo requests that the Commission rule on the
uncontested request to shutdown Sporn 5 and grant the temporary accounting relief, as
detailed in paragraph 14 of its application, that is needed to avoid an immediate write-off

pending the final outcome of the case.

CONCLUSION

For the forgoing reasons, the Commission should grant the relief requested in
OPCo’s application. If the Commission prefers to consolidate this case with the pending
ESP Cases, it should address the concerns outlined above — most notably the l‘issuance of
an order permitting closure of the plant and permitting the establishment of regulatory
assets pending the final outcome.

Regpectfully submitted,

L.
Steven T. Nourse
American Electric Power Corporation
1 Riverside Plaza, 29™ Floor

. Columbus, Ohio 43215-2373
Telephone: (614) 716-1608
Facsimile: (614) 716-2950
stnourse{@aep.com

Counsel for Ohio Power Company
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Vintage

1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010

31100
$44,640.10
$606,220.12
$874,969.38
$671,490.28
$26,324.27
$48,580.30
$11,621.92
$0.00
$0.00
$218,088.71
$455,039.87
$0.00
$325,582.66
$0.00
$0.00
$4,859.82
$0.00
$3,318,517.43

31200
$3,971,614.89
$688,267.85
$1,483,477.53
$9,248,532.36
$4,349,219.25
$2,223,152.79
$2,777,702.25
$2,878,989.46
$17,808,067.03
$397,314.39
$1,508,582.13
$1,169,497.72
$2,116,246.56
$0.00
$14,148.82
$147,582.86

$371.422.52
$51,185,016.41

Ohio Power Company .
Spom Unit 5
Post 1993 - Surviving Dollars at December 2010

1400
$3,508,439.42

$356,197.06
$111,202.54
$722,883.78
$544,541.63
$163,447.71
$41,684.02
$392,736.94
$0.00
$2,935,540.62
$0.00

$0.00
$1,743,671.98
$0.00

$0.00
$28,545.82

$64,588.64
$10,634,870.16

31500
$913,140.28
$233,366.02
$375,830.68
$791,262.21
$5627,188.45
$542,200.56
$3,079.58
$0.00
$0.00
$153,057.50
$0.00
$157,469.41
$0.00
$0.00
$0.00
$78,470.51

$60.463.67
$3,867,028.87

31600
$54,741.85
$31,566.45
$9,551.09
$223,009.89
$10,934.24
$2,218.78
$3,029.77
$0.00
$39,996.10
$67,739.79
$0.00
$27,125.72
$0.00
$80,604.76
$41,934.96
. $0.00

$19.631.00
$652,684.40

38300
$121,651.68
$0.00
$0.00
$0.00
$255,456.20
$0.00
$100,800.82
$0.00
$0.00
$0.00
$0.00
$0.00
$0.00
$0.00
$281,628.21
$0.00

$0.00
$794,836.91

Note: Account 35300 represents amounts applicable to the Generator Step Up Transformer at Sporn Unit 5.

Total
$8,614,228.22
$1,915,817.50
$2,856,121.22

$11,657,178.52
$5,713,664.04
$2,979,600.14
$2,937,918.36
$3,271,726.40

$17,848,063.13
$3,771,741.01
$1,963,622.00
$1,354,092.85
$4,185,401.20
$89,604.76
$337,709.99
$259,459.01

$506.105.83
$70,260,854.18
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CHAPYER XINI
THEORETICAL RESERVE STUDIES

Introduction

As discussed in Chapter IV, the sole purpose of depreciation accounting is to rateably
allocate the capital casts of the property over its average service life through current charges to
utility expenses In depreciation accountmg depreciation expense is calculated either moathly
ot annually, charged (debited) to the cutrent expense, and credited to the dep:ec:atmn reseive
(accurnulated provision for depreciation acCoRnt). Most commissions Iequire that the

 depreciation reserve be charged (debited) at retirernent thh the book cost of plant and credited
with any actual net salvage received. Some commissions; however require that salvage and cost.

- of removal be recovered through current incomie and expense accounts, respectively,” aﬂowmg

- only the bock (original or gross) cost of the p]a:nt 10 be acuounted for through depreciation

' gharges. .

It is intended that the depmmatwn reserve at the md of an- accommng period be that part-
of the book cost of the plant in. service which has besn charged to depreciation expense. If
depxematmn rates have been accurately éstimated, the dﬂpracxanon teserve will reflect the
investment in service capacity, utility, or service life of the surviving plant which has begn used
up in operations. Therefore, thcumonstmwd usefulncss oftheplaut:s;tshookoostiesstbe
depreciation reserve :

In many regulatory cnstomer 1ate-sefting procedares, the depreciation reserve is 2

- deduction from rate base. Therefore, it is desirable that the depteciahon reserve be as accumte
' as possible, Financial reporting standards also demand accueacy .

The depreciation reserve is 2 balance sheet account, shown as amdnctzontoﬂ:cpmpmty
 plant, and equipment balance and is not a cash reserve. Depreciation accounting is not intended -
for the purpose of fimding plant mplacemt “The cash flows resulting from the recovery of the
. capital invested in plant are notrequnedtoberetmnedmﬂaennhly accounts of assets, Utiity

- directars have the respoasibility and freedom to use these funds in acccrdance mth tlmt best -

© judgement.
TheoreﬁcalRmerveInGeneral _ N ‘ :
Itmxmpommmatuﬁhtymanagemmandmgulatmsmomtmmeoomumedsme

- capacity of plant and is complement--unconsumed service value. - (ﬁecause the dollars
' tepresenting the unconsumed service value, calculated by subtracting the theoretical reserve from

- the book cost, mnstbemcﬁvmedﬁbmr:pemuomomthepmperiysavmagexemaimnghfc o

“the uiility and the regulators should strive to cnsme that iheunrecovemd dollats axe masonable
in relationship to the property’s temaining life .

;\’ On:waytoestnnateﬁusﬂwmencalconsumﬁdsmmcapamtyofplantmﬂleadeqmcy

: of the depreciation reserve is to petform theoretical reserve studies, often called reserve
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THEORETICAL RESERVE SIUD'IES 189

When 2 depreciation reserve imbalance exists, ome should investigate why past

depreciation rates, average service lives, salvage, or cost of removal amounts differ from current
estimates  Care should be taken to analyze these effects before correcbng for the reserve

jmbalances. Instances will occur, whele subsequmt expeneuce shows the ongmal eSﬂmatﬁS' . |

longe: to be appropmtc I

ue tion param
and its requirement for futare estimations, no adlusmxent in anmal depreciation accrosls 10
refiect a reserve requirement, based on current rates, should be made wnless there is a clear
indication that the theoretical resexve is materially different from the book reserve

Whereas the judgement of materiality is subjective, if further analysxs confirms amaterlal"-, .

imbalance, one should make immediate depreciation accrual adjustments  The use of an anninal
amortization over a short period of time or the setting of depreciation rates using the remaining
life technique are two ofthemosteomonopnonsforelmnaungthembalame The size of

the plant account, the reseive ratio, the acoonat remaining life, the technology of the plant in - .
the account, andtheaccoummsemnnhalame mrelatlonsmpto theaccountanmai accmalall o

have & bearmg on the chosen course of action

Calculatmg a Thenx etical Depmclatmn Resewe

There are two accepted methods for calculating a theoretical depmauon ms&rve, tha ‘

prospective method and the retrospective method

i For any given class of deprecmble plant, the theoreunai reserve plus the’ csmmted fumm;_” R
tepreciation accruals equals the service value of the planf (i.g., book cost less estimated net R
salvage). Under the prospective method, the future dcpmauon accrnals are fnst mmted. R
Under the retrospective method, the aggregate of past net accruals (anmal depwcmxon accrugls .

ess salvage and cost of removal) is determined. .
‘ Fufre depreciation accruals represent the estimated aggregate of ammal dﬂpmcmtwn

ﬁmrga during the average remaining life of the plant: Future dcpmcxauonaccmals are based .
m the best availabla data astapastandﬁmnecmdnmnsaffecnngtheaveragcmoelivesamd\ L

et salvage percentages of plant. Past accruals are calcniated based upon depreciation ates
leemed reasonable for the future but apphed to the anmmal average historical plant balances .
Reasonable estimates of plant service lives, net salvage percentages, and resulting

ESEIVG

! As prevmusly cxpresscd the thcoreucal resewe, ‘as of the' study date is equal w0 theplaﬂt__‘ -
alance minus future accruals (the depremaﬁunmte times the average appual plantbalame times
1e expected remaining life in years) and minus estimatéd net saivage value expected at theend

f the plant’s average life. Expressed as a percent of book cost of plant the theoretlcal rese:ve _

tto nsing the prospective method is:

5

Racogmmg the nature of depremaﬁon -

rueprec:atlan rates incorporating future conditions are used to estimate the theoreucal depmmzman
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183 ] PUBLIC UTILITY DEPRECIATION PRACTICES

Tequirement stadies The results of analyses from theoretical reserve: smdlcs ansm: any
questions about the consumption pattern of plant However, theoretical reserve ‘studles shoulq -

net be used io modify the life and net salvage parameters for calculating firture depteciauon
rates  If a theoretical reserve study reflects an inadequate reserve, and the service lives are

reduced solely on this basis, a new theoretical reserve study based on the new sefvice lives L
would indicate not a "corrected" yeséive but insiead a greater deficiency, calling for even higher

depreciation rates. This would not be a correct apphcatzon of the Tesults of a theoraucal resewe
study

Theoretical reserve smdxes also havc been conducted for the pmposs of allocatmg an

existing Teserve among operatmg units or accournts. - Such allocation is done when ¢ither the

Teseive has not been amunmlahed m sufficient detail or cannot be detezmmed t‘mm nﬁ]ity,f

records.
In recent ycars thm:encal reserve studies have been used to estrmate the thedxeticaﬂy

carect book depreciation resexve based upan past and/or futnre sexvice life andnsl‘QsaIvage‘

considerations - Changes in technology and challenges from competition place 2 a gmater
on theoretical reserve smdies. . Periodic comparisons of the theoretical reseives fo the" actual
bock reserves and the booking, as depreciation expense, of any reserve ‘mbalance decmase the
1isk that the oziginal cost of plant will not be recovered during its sexvice life.

The booked consumed sérvice capacity of plant is also expressed by the resewe ratio,

whick is the book depreciation reserve divided by the book plant ha!ance A Iugher ratic
indicates a higher consumption of service capacity or life. '

For example, the reserve and the reserve ratio, for a singlé umt, comnually nx:mase mﬂi

eachaccmmungpcnodumﬂmeumtmreured mmsewemmfmamng!e__mgggmtha

large numbes of units, however, does not steadily increase. * The 1atio mcleases, wltil some
fluctuations cansed by the’ retirement dispersion, until the vintage’s age equals its avetage’ mioe '
life, after WmchthemnodecreasesmththelaterpenodreUmmenrsunuuhewang smaze; :

&l retired

are mﬂanon and the pattcm of growm in vmtage mstaﬂanons

L T‘reahnentofkwervelmbalancm ‘ ,
Amsexveimbalanoeexxstswhﬁnthﬁtbmre&calreseweme:ﬂle:greate!orlﬁsthanﬂm

acital reserve  If changes arc made to the estimated service life and net salvage, creating 2

A_resewennhalauce adeclsmnmustbemadcastowheﬂmmdhowwmﬁectﬂzereserw

imbalance Should the imbalance be amoitized (debited or cxedlted) 10 the carrent deprecxaunn: ,
expense over a short period of time; or should a remaining life depteciation rate be used to. - o
spread the imbalance over the futnre remaining Kfe of the plant; or should futare depreciation -
rates be adjusted to reflect the current estimated service tife of the plant leaving the decisionto
adjust the reserve for the futnre? Fustheg analysis will provide addmonal mfcmaﬂunw ass:st TR

in making these decisions

" The reserve ratio for an account conta:mng several vintages also does not steadﬂy .
. increase - It may beaﬁ’ectedbyvmtageswzthdﬁi‘ermg survivor curve characteristics cansedlry Lo
fmprovements which lengﬁ:en the propexty’s setvice life.” Other factors aﬂ"ecﬁng rese:vq IatIOS-‘ ;

At i A



PROOF OF SERVICE

1 certify that Ohio Power Company’s Reply Comments were served by First-Class

U.S. Mail upon counsel for all parties of record identified below this 22" day of April,

2010.

David C. Rinebolt

Colleen L. Mooney

Ohio Partners for Affordable Energy

231 West Lima Street

Findlay,OH 45839-1793
drinebolt@aol.com
cmooney2(@columbus.rr.com

ON BEHALF OF OHIO PARTNERS FOR
AFFORDABLE ENERGY

Maureen R. Grady

Ohio Consumers' Counsel

Ann Hotz

Office of the Ohio Consumers' Counsel

10 West Broad Street, Suite 1800
Columbus, OH 43215
allwein@occ.state.oh.us
ctter@occ.state.oh.us

ON BEHALF OF THE OFFICE OF THE
OHIO CONSUMERS COUNSEL

Lisa McAlister

Matthew W. Warnock

Bricker & Eckler LLP

100 South Third Street

Columbus, Ohio 43215-4291

ON BEHALF OF OMA ENERGY
GROUP

Al

Steven T. Nourse

Samuel C. Randazzo

Jospeh E. Oliker

Frank P. Darr :
McNees, Wallace & Nurick, LLC

21 East State Street

Columbus, Ohio 43215

ON BEHALF OF THE INDUSTRIAL
ENERGY USERS OF OHIO

William T. Reisinger

Nolan Moser

The Ohio Environmental Council
1207 Grandview Avenue, Suite 201
Columbus, OH 43212
nmoser@theOEC.org

ON BEHALF OF THE OHIO
ENVIRONMENTAL COUNCIL

Henry W, Eckhart

Sierra Club

1200 Chambers Road, #106

Columbus, Ohio 43212

ON BEHALF OF THE SIERRA CLUB

22



mailto:drinebolt@aol.com
mailto:cmooney2@columbus.rr.com
mailto:allwein@occ.state.oh.us
mailto:etter@occ.state.oh.us
mailto:nmoser@theOEC.org

David F. Boehm

Michael L. Kurtz

Boehm Kurtz & Lowry

36 Last Seventh Street, Ste, 1510
Cincinnati, Ohio 45202

ON BEHALF OF OHIO ENERGY
GROUP

Holly Rachel Smith

Holly Rachel Smith, PLLC
Hitt Business Center

3803 Rectortown Road
Marshall, VA 20115

ON BEHALF OF WAL-MART AND

SAM’S EAST, INC.

23

Kenneth P. Kreider ‘

Keating Muething & Klekamp LLP

One East Fourth Street, Ste. 1400
Cincinnati, Ohio 45202

ON BEHALF OF WAL-MART STORES
EAST, INC.

William L. Wright

Public Utilities Commission of Ohio
180 E. Broad Street, 6 Floor
Columbus, Ohio 43215



