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Exact Legal Name of Respondent (Company) 

Ohio Power Company 

Year/Period of Report 

End of 2010/Q4 

FERC FORM No.1/3-Q (REV. 02-04) 



1 Name of Respondent 

Ohio Power Company 

This Report Is: 
(1) [X] An Original 
(2) 1 lA Resubmission 

Date of Report 
(Mo, Da, Yr) 

/ / 

1 Year/Period of Report 

End of 2010/Q4 

STATEMENT OF INCOME 

1 Quarterly 
1. Report in column (c) the current year to date balance. Column (c) equals the total of adding the data in column (g) plus the data in column (!) plus the 
data in column (k). Report in column (d) similar data for the previous year. This information is reported in the annual filing only. 
2. Enter in column (e) the balance for the reporting quarter and in column (f) the balance for the same three month period for the prior year. 

3. Report in column (g) the quarter to date amounts for electric utility function; in column (i) the quarter to date amounts for gas utility, and in column (k) 
the quarter to date amounts for other utility function for the current year quarter. 
4. Report In column (h) the quarter to date amounts for electric utility function; in column (j) the quarter to date amounts for gas utility, and in column (1) 
the quarter to date amounts for other utility function for the prior year quarter. 
5. If additional columns are needed, place them in a footnote. 

Annual or Quarterly if applicable 
5. Do not report fourth quarter data in columns (e) and (f) 
6. Report amounts for accounts 412 and 413, Revenues and Expenses from Utility Plant Leased to Others, in another utility columnin a similar manner to 
a utility department. Spread the amount(s) over lines 2 thru 26 as appropriate. Include these amounts in columns (c) and (d) totals. 
7. Report amounts in account 414, Other Utility Operating Income, in the same manner as accounts 412 and 413 above. 

Line 
No. 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Title of Account 

(a) 

UTILITY OPERATING INCOME 

Operating Revenues (400) 

Operating Expenses 

Operation Expenses (401) 

Maintenance Expenses (402) . 

Depreciation Expense (403) 

Depreciation Expense for Asset Retirement Costs (403.1) 

Amort. & Depl. of Utility Plant (404-405) 

Amort, of Utility Plant Acq. Adj. (406) 

Amort. Property Losses, Unrecov Plant and Regulatory Study Costs (407) 

Amort, of Conversion Expenses (407) 

Regulatory Debits (407.3) 

(Less) Regulatory Credits (407.4) 

Taxes Other Than Income Taxes (408.1) 

Income Taxes - Federal (409.1) 

-Other (409.1) 

Provision for Deferred Income Taxes (410.1) 

(Less) Provision tor Deferred Income Taxes-Cr, (411.1) 

Investment Tax Credit Adj. - Net (411.4) 

(Less) Gains from Disp. of Utility Plant (411,6) 

Losses from Disp. of Utility Plant (411.7) 

(Less) Gains from Disposition of Allowances (411.8) 

Losses from Disposition of Allowances (411.9) 

Accretion Expense (411.10) 

TOTAL Utility Operating Expenses (Enter Total of lines 4 thru 24) 

Net Util Oper Inc (Enter Tot line 2 less 25) Carry to Pgl 17,line 27 

(Ref.) 
Page No. 

(b) 

300-301 

320-323 

320-323 

336-337 

336-337 

336-337 

336-337 

262-263 

262-263 

262-263 

234, 272-277 

234,272-277 

266 

Total 

Current Year to 

Date Balance for 

QuarterA'ear 

^^^^^P 
3,271,452,930 

6^^^^ 
1,848,649,842 

238,355,519 

341,527,843 

3,543,434 

15,278,965 

12,696 

1,531,780 

166,408 

205,292,690 

-49,097,577 

-13,229,426 

472,547,232 

246,355,872 

-370,753 

1.287,637 

8,932,843 

785,221 

14,549,861 

2,822,634,567 

448,818,363 

Total 

Prior Year to 

Date Balance for 

QuarterA'ear 

(d) 

3,012,716,790 

1,694784,685 

224,439,413 

307,382,084 

3,514,476 

20,477,686 

12,696 

1,663,129 

49,124 

193,436,946 

-199,646,971 

-28,317,629 

653,973,341 

260,867,188 

-437,912 

35,943,626 

4,129,102 

7,904,895 

2,586,456,003 

426,260,787 

Current 3 Months 

Ended 

Quarterly Only 

No 4th Quarter 

(e) 

i _ 
1™-

Prior 3 Months 

Ended 

Quarterly Only 

No 4th Quarter 

(f) 

FERC FORM NO. 1/3-Q (REV. 02-04) Page 114 



Name of Respondent 

Ohio Power Company 

This Report Is: 
(1) [X]An Original 
(2) [ jA Resubmission 

Date of Report 
(Mo, Da, Yr) 

/ / 

Year/Period of Report 

End of 2010/Q4 

ELECTRIC OPERATING REVENUES (Account 400) 

1. The following Instructions generally apply to the annual version of these pages. Do not report quarterly data in columns (c), (e), (f), and (g). Unbilled revenues and MWH 
related to unbilled revenues need not be reported separately as required in the annual version of these pages. 
2. Report below operating revenues for each prescribed account, and manufactured gas revenues in total. 
3. Report number of customers, columns (f) and (g). on the basis of meters, in addition to the number of flat rate accounts; except that where separate meter readings are added 
for billing purposes, one customer should be counted for each group of meters added. The -average number of customers means the average of twelve figures at the close of 
each month. 
4. If increases or decreases from previous period (columns (c),(e), and (g)), are not derived from previously reported figures, explain any inconsistencies in a footnote. 
5. Disclose amounts of $250,000 or greater in a footnote for accounts 451, 456, and 457.2. 

Line 
No. 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

Title of Account 

(a) 

Sales of Electricity 

(440) Residential Sales 

(442) Commercial and Industrial Sales 

Small (or Comm.) (See Instr. 4) 

Large (or Ind.) (See Instr. 4) 

(444) Public Street and Highway Lighting 

(445) Other Sales to Public Authorities 

(446) Sales to Railroads and Railways 

(448) Interdepartmental Sales 

TOTAL Sales to Ultimate Consumers 

(447) Sales for Resale 

TOTAL Sales of Electricity 

(Less) (449.1) Provision for Rate Refunds 

TOTAL Revenues Net of Prov. for Refunds 

Other Operating Revenues 

(450) Forfeited Discounts 

(451) Miscellaneous Service Revenues 

(453) Sales of Water and Water Power 

(454) Rent from Electric Property 

(455) Interdepartmental Rents 

(456) Other Electric Revenues 

(456.1) Revenues from Transmission of Electricity of Others 

(457.1) Regional Control Service Revenues 

(457.2) Miscellaneous Revenues 

TOTAL Other Operating Revenues 

TOTAL Electric Operating Revenues 

Operating Revenues Year 

to Date Quarteriy/Annual 

(b) 

Operating Revenues 

Previous year (i 

(c) 

^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ K • '' ' t 
735,551,412 

^̂ ^̂ ^̂ ^H 
464,769,537 

662,145,216 

10,923,980 

32,789 

637,838,015 

^^^^^^^H 
424,982,285 

609,914,643 

10,108,144 

31,587 

1,873,422,934 1,682,874,674 

1,354,669,354 

3,228,092,288 

3,228,092,288 

1,294,210,711 

2,977,085,385 

2,977,085,385 

^^^^^^^^^^^^^^^^^H 
1,289,541 1,124,119 

2,565,875 2,918,918 

11,713,022 12,308,223 

8,597,747 2,707,743 

19,194,457 

43,360,642 

3,271,452,930 

16,572,402 

35,631,405 

3,012,716,790 

FERC FORM NO. 1/3-Q (REV. 12-05) Page 300 



Name of Respondent 

Ohio Power Company 

This Report Is: 
(1) [X jAn Original 
(2) I [A Resubmission 

Date of Report 
(Mo, Da, Yr) 

/ / 

Year/Period of Report 

End of 2010/Q4 

ELECTRIC OPERATING REVENUES (Account 400) 

6. Commercial and industrial Sales, Account 442, may be classified according to the basis of classification (Small or Commercial, and Large or Industrial) regularly used by the 
respondent if such basis of classification is not generally greater than 1000 Kw of demand. (See Account 442 of the Uniform System of Accounts. Explain basis of classification 
in a footnote.) 
7. See pages 108-109, Important Changes During Period, for important new territory added and important rate increase or decreases. 
8. For Lines 2,4,5,and 6, see Page 304 for amounts relating to unbilled revenue by accounts. 
9. Include unmetered sates. Provide details of such Sates in a footnote. 

MEGAWATT HOURS SOLD AVG.NO. CUSTOMERS PER MONTH Line 
No. Year to Date Quarterly/Annual 

(d) 

Amount Previous year (no Quarterly) 

(e) 

Current Year (no Quarterly) 

(f) 

5,744,556 5,685,770 93,262 

Previous Year (no Quarteriy) 

19) 

92,567 

12,799,871 11,834,235 7,168 7,244 5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

73,309 76,838 2,499 2,517 

499 548 26 26 

26,199,753 24,936,379 709,272 710,161 

27,951,968 28,352,569 104 105 

54,151,721 53,288,948 709,376 710,266 

54,151,721 53,288,948 709,376 710,266 

Line 12, column (b) includes $ 

Line 12, column (d) includes 

3,110,641 of unbilled revenues-

-91,505 MWH relating to unbilled revenues 

FERC FORM NO. 1/3-0 (REV. 12-05) Page 301 
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PJM Interconnection, L.L.C. 
Rate Schedule FERC No. 44 

I^LiABiLiTY ASSURANCE AGREEMENT 
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Effective Date: 3/26/2012 



SCHEDULE 8.1 

FIXED RESOURCE REQUIREMENT ALTERNATIVE 

Effective Date: 7/14/2011 - Docket U: ERl 1-4040-000 
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The Fixed Resource Requirement ("FRR") Alternative 

A. The Fixed Resource Requirement ("FRR") Alternative provides an alternative means, 
under the terms and conditions of this Schedule, for an eligible Load-Serving Entity to satisfy its 
obligation hereunder to commit Unforced Capacity to ensure reliable service to loads in the PJM 
Region. 

Effective Date; 7/14/2011 - Docket #: ERl 1-4040-000 
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B. Eligibility 

1. A Party is eligible to select the FRR Alternative if it (a) is an lOU, Electric Cooperative, 
or Public Power Entity; and (b) demonstrates the capability to satisfy the Unforced Capacity 
obligation for all load in an FRR Service Area, including all expected load growth in such area, 
for the term of such Party's participation in the FRR Alternative. 

2. A Party eligible under B. I above may select the FRR Alternative only as to all of its load 
in the PJM Region; provided however, that a Party may select the FRR Alternative for only part 
of its load in the PJM Region if (a) the Party elects the FRR Alternative for all load (including all 
expected load growth) in one or more FRR Service Areas; (b) the Party complies with the rules 
and procedures of the Office of the Interconnection and all relevant Electric Distributors related 
to the metering and reporting of load data and settlement of accounts for separate FRR Service 
Areas; and (c) the Party separately allocates its Capacity Resources to and among FRR Service 
Areas in accordance with rules specified in the PJM Manuals. 

Effective Date: 2/18/2012 - Docket #: ER12-636-00O 
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C. Election, and Termination of Election, of FEtR Alternative 

1. No less than two months before the conduct of the Base Residual Auction for the first 
Delivery Year for which such election is to be effective, any Party seeking to elect the FRR 
Altemative shall notify the Office of the Interconnection in writing of such election. Such 
election shall be for a minimum term of five consecutive Delivery Years. No later than one 
month before such Base Residual Auction, such Party shall submit its FRR Capacity Plan 
demonstrating its commitment of Capacity Resources for the term of such election sufficient to 
meet such Party's Daily Unforced Capacity Obligation (and all other applicable obligations 
under this Schedule) for the load identified in such plan. 

2. An FRR Entity may terminate its election of the FRR Altemative effective with the 
commencement of any Delivery Year following the minimum five Delivery Year commitment 
by providing written notice of such termination to the Office of the Interconnection no later than 
two months prior to the Base Residual Auction for such Delivery Year. An FRR Entity that has 
terminated its election of the FRR Altemative shall not be eligible to re-elect the FRR 
Alternative for a period of five consecutive Delivery Years following the effective date of such 
termination. 

3. Notwithstanding subsections C.l and C.2 of this Schedule, in the event of a State 
Regulatory Structural Change, a Party may elect, or terminate its election of, the FRR 
Altemative effective as to any Delivery Year by providing written notice of such election or 
termination to the Office of the Interconnection in good faith as soon as the Party becomes aware 
of such State Regulatory Stmctural Change but in any event no later than two months prior to the 
Base Residual Auction for such Delivery Year. 

4. To facilitate the elections and notices required by this Schedule, the Office of the 
Interconnection shall post, in addition to the information required by Section 5.11(a) of 
Attachment DD to the PJM Tariff, the percentage of Capacity Resources required to be located 
in each Locational Deliverability Area by no later than one month prior to the deadline for a 
Party to provide such elections and notices. 

Effective Date: 7/14/2011 - Docket #: ERl 1-4040-000 
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Inlra-PJM Tariffs 

D. FRR Capacity Plans 

1. Each FRR Entity shall submit its initial FRR Capacity Plan as required by subsection C. I 
of this Schedule, and shall annually extend and update such plan by no later than one month prior 
to the Base Residual Auction for each succeeding Delivery Year in such plan. Each FRR 
Capacity Plan shall indicate the nature and current status of each resource, including the status of 
each Planned Generation Capacity Resource or Planned Demand Resource, the planned 
deactivation or retirement of any Generation Capacity Resource or Demand Resource, and the 
status of commitments for each sale or purchase of capacity included in such plan. 

2. The FRR Capacity Plan of each FRR Entity that commits that it will not sell surplus 
Capacity Resources as a Capacity Market Seller in any auction conducted under Attachment DD 
of the PJM Tariff, or to any direct or indirect purchaser that uses such resource as the basis of 
any Sell Offer in such auction, shall designate Capacity Resources in a megawatt quantity no less 
than the Forecast Pool Requirement for each applicable Delivery Year times the FRR Entity's 
allocated share of the Preliminary Zonal Peak Load Forecast for such Delivery Year, as 
determined in accordance with procediu-es set forth in the PJM Manuals. The set of Capacity 
Resources designated in the FRR Capacity Plan must meet the Minimum Annual Resource 
Requirement and the Minimum Extended Summer Resource Requirement associated with the 
FRR Entity's capacity obligation. If the FRR Entity is not responsible for all load within a Zone, 
the Preliminary Forecast Peak Load for such entity shall be the FRR Entity's Obligation Peak 
Load last determined prior to the Base Residual Auction for such Delivery Year, times the Base 
Zonal FRR Scaling Factor. The FRR Capacity Plan of each FRR Entity that does not commit 
that it will not sell surplus Capacity Resources as set forth above shall designate Capacity 
Resources at least equal to the Threshold Quantity. To the extent the FRR Entity's allocated 
share of the Final Zonal Peak Load Forecast exceeds the FRR Entity's allocated share of the 
Preliminary Zonal Peak Load Forecast, such FRR Entity's FRR Capacity Plan shall be updated 
to designate additiotial Capacity Resources in an amoimt no less than the Forecast Pool 
Requirement times such increase; provided, however, any excess megawatts of Capacity 
Resources included in such FRR Entity's previously designated Threshold Quantity, if any, may 
be used to satisfy the capacity obligation for such increased load. To the extent the FRR Entity's 
allocated share of the Final Zonal Peak Load Forecast is less than the FRR Entity's allocated 
share of the Preliminary Zonal Peak Load Forecast, such FRR Entity's FRR Capacity Plan may 
be updated to release previously designated Capacity Resources in an amount no greater than the 
Forecast Pool Requirement times such decrease. 

3. As to any FRR Entity, the Base Zonal FRR Scaling Factor for each Zone in which it 
serves load for a Delivery Year shall equal ZPLDY/ZWNSP, where: 

ZPLDY = Preliminary Zonal Peak Load Forecast for such Zone for such Delivery Year; and 

ZWNSP = Zonal Weather-Normalized Summer Peak Load for such ZXSVLQ for the summer 
concluding fotir years prior to the commencement of such Delivery Year. 

4. Capacity Resources identified and committed in an FRR Capacity Plan shall meet all 
requirements under this Agreement and the PJM Operating Agreement applicable to Capacity 
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Intra-PJM Tariffs 

Resources, including, as applicable, requirements and milestones for Planned Generation 
Capacity Resources and Planned Demand Resources. A Capacity Resource submitted in an FRR 
Capacity Plan must be on a unit-specific basis, and may not include "slice of system" or similar 
agreements that are not unit specific. An FRR Capacity Plan may include bilateral transactions 
that commit capacity for less than a full Delivery Year only if the resources included in such plan 
in the aggregate satisfy all obligations for all Delivery Years. All demand response, load 
management, energy efficiency, or similar programs on which such FRR Entity intends to rely 
for a Delivety Year must be included in the FRR Capacity Plan submitted three years in advance 
of such Delivery Year and must satisfy all requirements applicable to Demand Resources or 
Energy Efficiency Resources, as applicable, including, without limitation, those set forth in 
Schedule 6 to this Agreement and the PJM Manuals; provided, however, that previously 
uncommitted Unforced Capacity from such programs may be used to satisfy any increased 
capacity obligation for such FRR Entity resulting from a Final Zonal Peak Load Forecast 
applicable to such FRR Entity. 

5. For each LDA for which the Office of the Interconnection has established a separate 
Variable Resource Requirement Curve for any Delivery Year addressed by such FRR Capacity 
Plan, the plan must include a minimum percentage of Capacity Resources for such Delivery Year 
located within such LDA. Such minimum percentage ("Percentage Internal Resources 
Required") will be calculated as the LDA Reliability Requirement less the CETL for the 
Delivety Year, as determined by the RTEP process as set forth in the PJM Manuals. Such 
requirement shall be expressed as a percentage of the Unforced Capacity Obligation based on the 
Preliminaty Zonal Peak Load Forecast multiplied by the Forecast Pool Requirement. 

6. An FRR Entity may reduce such minimum percentage as to any LDA to the extent the 
FRR Entity commits to a transmission upgrade that increases the capacity emergency transfer 
limit for such LDA. Any such transmission upgrade shall adhere to all requirements for a 
Qualified Transmission Upgrade as set forth in Attachment DD to the PJM Tariff The increase 
in CETL used in the FRR Capacity Plan shall be that approved by PJM prior to inclusion of any 
such upgrade in an FRR Capacity Plan. The FRR Entity shall designate specific additional 
Capacity Resources located in the LDA from which the CETL was increased, to the extent of 
such increase. 

7. The Office of the Interconnection will review the adequacy of all submittals hereunder 
both as to timing and content. A Party that seeks to elect the FRR Altemative that submits an 
FRR Capacity Plan which, upon review by the Office of the Interconnection, is determined not to 
satisfy such Party's capacity obligations hereimder, shall not be permitted to elect the FRR 
Altemative. If a previously approved FRR Entity submits an FRR Capacity Plan that, upon 
review by the Office of the Interconnection, is determined not to satisfy such Party's capacity 
obligations hereimder, the Office of the Interconnection shall notify the FRR Entity, in writing, 
of the insufficiency within five (5) bxisiness days of the submittal of the FRR Capacity Plan. If 
the FRR Entity does not cure such insufficiency within five (5) business days after receiving 
such notice of insufficiency, then such FRR Entity shall be assessed an FRR Commitment 
Insufficiency Charge, in an amount equal to two times the Cost of New Entty for the relevant 
location, in $/MW-day, times the shortfall of Capacity Resources below the FRR Entity's 
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capacity obligation (including any Threshold Quantity requirement) in such FRR Capacity Plan, 
for the remaining term of such plan. 

8. In a state regulatoty jurisdiction that has implemented retail choice, the FRR Entity must 
include in its FRR Capacity Plan all load, including expected load growth, in the FRR Service 
Area, notwithstanding the loss of any such load to or among alternative retail LSEs. In the case 
of load reflected in the FRR Capacity Plan that switches to an altemative retail LSE, where the 
state regulatoty jurisdiction requires switching customers or the LSE to compensate the FRR 
Entity for its FRR capacity obligations, such state compensation mechanism will prevail. In the 
absence of a state compensation mechanism, the applicable alternative 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 the 
FRR Entity may, at any time, make a filing with FERC under Sections 205 of the Federal Power 
Act proposing to change the basis for compensation to a method based on the FRR Entity's cost 
or such other basis shown to be just and reasonable, and a retail LSE may at any time exercise its 
rights under Section 206 of the FPA. 

9. Notwithstanding the foregoing, in lieu of providing the compensation described above, 
such alternative retail LSE may, for any Delivety Year subsequent to those addressed in the FRR 
Entity's then-current FRR Capacity Plan, provide to the FRR Entity Capacity Resources 
sufficient to meet the capacity obligation described in paragraph D.2 for the switched load. Such 
Capacity Resources shall meet all requirements applicable to Capacity Resources pursuant to this 
Agreement and the PJM Operating Agreement, all requirements applicable to resources 
committed to an FRR Capacity Plan under this Agreement, and shall be committed to service to 
the switched load under the FRR Capacity Plan of such FRR Entity. The altemative retail LSE 
shall provide the FRR Entity all information needed to fiilfill these requirements and permit the 
resource to be included in the FRR Capacity Plan. The altemative retail LSE, rather than the 
FRR Entity, shall be responsible for any performance charges or compliance penalties related to 
the performance of the resoinces committed by such LSE to the switched load. For any Delivety 
Year, or portion thereof, the foregoing obligations apply to the alternative retail LSE serving the 
load during such time period. PJM shall manage the transfer accounting associated with such 
compensation and shall administer the collection and payment of amounts pursuant to the 
compensation mechanism. 

Such load shall remain under the FRR Capacity Plan until the effective date of any termination 
of the FRR Altemative and, for such period, shall not be subject to Locational Reliability 
Charges under Section 7.2 of this Agreement. 

Effective Date: 7/14/2011 - Docket #: ERl 1-4040-000 
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E. Conditions on Purchases and Sales of Capacity Resources by FRR Entities 

1. An FRR Entity may not include in its FRR Capacity Plan for any Delivety Year any 
Capacity Resource that has cleared in any auction under Attachment DD of the PJM Tariff for 
such Delivety Year. Nothing herein shall preclude an FRR Entity from including in its FRR 
Capacity Plan any Capacity Resource that has not cleared such an auction for such Delivety 
Year. Furthermore, nothing herein shall preclude an FRR Entity from including in its FRR 
Capacity Plan a Capacity Resource obtained from a different FRR Entity, provided, however, 
that each FRR Entity shall be individually responsible for meeting its capacity obligations 
hereunder, and provided further that the same megawatts of Unforced Capacity shall not be 
committed to more than one FRR Capacity Plan for any given Delivety Year. 

2. An FRR Entity that designates Capacity Resources in its FRR Capacity Plan(s) for a 
Delivety Year based on the Threshold Quantity may offer to sell Capacity Resources in excess of 
that needed for the Threshold Quantity in any auction conducted under Attachment DD of the 
PJM Tariff for such Delivety Year, but may not offer to sell Capacity Resoin'ces in the auctions 
for any such Delivety Year in excess of an amount equal to the lesser of (a) 25% times the 
Unforced Capacity equivalent of the Installed Reserve Margin for such Delivety Year multiplied 
by the Preliminaty Forecast Peak Load for which such FRR Entity is responsible under its FRR 
Capacity Plan(s) for such Delivety Year, or (b) 1300 MW. 

3. An FRR Entity that designates Capacity Resources in its FRR Capacity Plan(s) for a 
Delivery Year based on the Threshold Quantity may not offer to sell such resources in any 
Reliability Pricing Model auction, but may use such resources to meet any increased capacity 
obligation resulting from unanticipated growth of the loads in its FRR Capacity Plan(s), or may 
sell such resources to serve loads located outside the PJM Region, or to another FRR Entity, 
subject to subsection E. 1 above. 

4. A Party that has selected the FRR Altemative for only part of its load in the PJM Region 
pursuant to Section B.2 of this Schedule that designates Capacity Resoxirces as Self-Supply in a 
Reliability Pricing Model Auction to meet such Party's expected Daily Unforced Capacity 
Obligation under Schedule 8 shall not be required, solely as a result of such designation, to 
identify Capacity Resources in its FRR Capacity Plan(s) based on the Threshold Quantity; 
provided, however, that such Party may not so designate Capacity Resources in an amount in 
excess of the lesser of (a) 25% times such Party's total expected Unforced Capacity obligation 
(under both Schedule 8 and Schedule 8.1), or (b) 200 MW. A Party that wishes to avoid the 
foregoing limitation must identify Capacity Resources in its FRR Capacity Plan(s) based on the 
Threshold Quantity. 

Effective Date: 2/18/2012 - Docket #: ER12-636-000 
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F. FRR Daily Unforced Capacity Obligations and Deficiency Charges 

1. For each billing month during a Delivety Year, the Daily Unforced Capacity Obligation 
of an FRR Entity shall be determined on a daily basis for each Zone as follows: 

Daily Unforced Capacity Obligation = OPL * Final Zonal FRR Scaling Factor * FPR 

where: 

OPL =Obligation Peak Load, defmed as the daily summation of the weather-adjusted coincident 
summer peak, last preceding the Delivety Year, of the end-users in such Zone (net of operating 
Behind The Meter Generation, but not to be less than zero) for which such Party was responsible 
on that billing day, as determined in accordance with the procedures set forth in the PJM 
Manuals 

Final Zonal FRR Scaling Factor = FZPLDY/FZWNSP; 

FZPLDY = Final Zonal Peak Load Forecast for such Delivety Year; and 

FZWNSP = Zonal Weather-Normalized Peak Load for the summer concluding prior to the 
commencement of such Delivery Year. 

2. An FRR Entity shall be assessed an FRR Capacity Deficiency Charge in each Zone 
addressed in such entity's FRR Capacity Plan for each day during a Delivety Year that it fails to 
satisfy its Daily Unforced Capacity Obligation in each Zone. Such FRR Capacity Deficiency 
Charge shall be in an amoimt equal to the deficiency below such FRR Entity's Daily Unforced 
Capacity Obligation for such Zone times (1.20 times the Capacity Resource Clearing Price 
resulting from all RPM Auctions for such Delivety Year for the LDA encompassing such Zone, 
weight-averaged for the Delivety Year based on the prices established and quantities cleared in 
such auctions). 

3. If an FRR Entity acquires load that is not included in the Preliminaty Zonal Peak Load 
Forecast such acquired load shall be treated in the same manner as provided in Sections H.l and 
H.2 of this Schedule. 

4. The shortages in meeting the minimiun requirement within the constrained zones and the 
shortage in meeting the total obligation are first calculated. The shortage in the unconstrained 
area is calculated as the total shortage less shortages in constrained zones and excesses in 
constrained zones (die shortage is zero if this is a negative number). The Capacity Deficiency 
Charge is charged to the shortage in each zone and in the unconstrained area separately. This 
procedure is used to allow the use of capacity excesses from constrained zones to reduce 
shortage in the unconstrained area and to disallow the use of capacity excess from unconstrained 
area to reduce shortage in constrained zones. 

5. The shortages in meeting the Miniminn Annual Resource Requirement and the Minimum 
Extended Summer Resource Requirement associated with the FRR Entity's capacity obligation 

Page 113 



Intra-PJM Tariffs 

are calculated separately. The applicable penalty rate is calculated for Annual Resources, 
Extended Summer Demand Resources, and Limited Resources as (1.20 times die Capacity 
Resource Clearing Price resulting from all RPM Auctions for such Delivety Year for the LDA 
encompassing such Zone, weight-averaged for the Delivery Year based on the prices established 
and quantities cleared in such auctions). 

Effective Date: 7/14/2011 - Docket #: ERl 1-4040-000 
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G. Capacity Resource Performance 

Any Capacity Resource committed by an FRR Entity in an FRR Capacity Plan for a Delivety 
Year shall be subject during such Delivety Year to the charges set forth in sections 7, 9, 10, 11, 
and 13 of Attachment DD to the PJM Tariff; provided, however, the Daily Deficiency Rate 
under sections 7, 9, and 13 thereof shall be 1.20 times the Capacity Resource Clearing Price 
resulting from all RPM Auctions for such Delivety Year for the LDA encompassing the Zone of 
the FRR Entity, weight-averaged for the Delivery Year based on the prices established and 
quantities cleared in such auctions), and the charge rates under section 10 thereof, shall be the 
Capacity Resource Clearing Price resulting from the RPM Auctions for the Delivety Year for the 
LDA encompassing the Zone of the FRR Entity, weight-averaged as described above. An FRR 
Entity shall have the same opportunities to cure deficiencies and avoid or reduce associated 
charges during the Delivety Year that a Market Seller has under Sections 7, 9, and 10 of 
Attachment DD to the PJM Tariff An FRR Entity may cure deficiencies and avoid or reduce 
associated charges prior to the Delivety Year by procuring replacement Unforced Capacity 
outside of any RPM Auction and committing such capacity in its FRR Capacity Plan. 

Effective Date: 2/18/2012 - Docket #: ER12.636-000 

Page 115 



H. Annexation of service territory by Public Power Entity 

1. In the event a Public Power Entity that is an FRR Entity annexes service territoty to 
include new customers on sites where no load had previously existed, then the incremental load 
on such a site shall be treated as unanticipated load growth, and such FRR Entity shall be 
required to commit sufficient resources to cover such obligation in the relevant Delivery Year. 

2. In the event a Public Power Entity that is an FRR Entity annexes service territoty to 
include load from a Party that has not elected the FRR Alternative, then: 

a. For any Delivety Year for which a Base Residual Auction already has been conducted, 
such acquiring FRR Entity shall meet its obligations for the incremental load by paying 
PJM for incremental obligations (including any additional demand curve obligation) at 
the Capacity Resource Clearing Price for the relevant location. Any such revenues shall 
be used to pay Capacity Resources that cleared in the BRA for that LDA. 

b. For any Delivety Year for which a Base Residual Auction has not been conducted, such 
acquiring FRR Entity shall include such incremental load in its FRR Capacity Plan. 

3. Annexation whereby a Party that has not elected the FRR Alternative acquires load from 
an FRR entity: 

a. For any Delivery Year for which a Base Residual Auction already has been conducted, 
PJM would consider shifted load as unanticipated load growth for purposes of 
determining whether to hold a Second Incremental Auction. If a Second Incremental 
Auction is held, FRR entity would have a must offer requirement for sufficient capacity 
to meet the load obligation of such shifted load. If no Second Incremental Auction is 
conducted, the FRR Entity may sell the associated quantity of capacity into an RPM 
Auction or bilaterally. 

b. For any Delivety Year for which a Base Residual Auction has not been conducted, the 
FRR Entity that lost such load would no longer include such load in its FRR Capacity 
Plan, and PJM would include such shifted load in future BRAs. 

Effective Date: 7/14/2011 - Docket #; ERl 1-4040-000 
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I. Savings Clause for State-Wide FRR Program 

Nothing herein shall obligate or preclude a state, acting either by law or through a regulatoty 
body acting within its authority, from designating the Load Serving Entity or Load Serving 
Entities that shall be responsible for the capacity obligation for all load in one or more FRR 
Service Areas within such state according to the terms and conditions of that certain Settlement 
Agreement dated September 29, 2006 in FERC Docket Nos. EROS-1410 and E105-148, the PJM 
Tariff and this Agreement. Each LSE subject to such state action shall become a Party to this 
Agreement and shall be deemed to have elected the FRR Altemative. 

Effective Date: 7/14/2011 - Docket #: ERl 1-4040-000 
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Electricity Post 2008 

A Common Sense Blueprint for Ohio 

Executive Summary 

Ohio is one of more than 20 states that adopted electric restructuring legislation with high 
expectations of results that include lower prices, better service and innovation. Actual 
results are vastly different than the expectations, and the states that adopted restructuring 
legislation are scrambling to effectively address the problems that seem to get more difficult 
by the day. 

To its credit, the PUCO saw this problem coming and adopted rate stabilization plans to 
gain some time and experience. As things presently stand, most of the rate stabilization 
plans are scheduled to end on December 31, 2008 and utilities are filing applications at the 
PUCO so that they can establish new prices effective Januaty 1, 2009. FirstEnergy ("FE") 
has filed proposals with the PUCO that will significantly increase electric prices effective 
Januaty 1, 2009. One of the proposals includes an auction process to establish prices for 
generation supply. 

Ohio's leaders are well aware of the electricity challenges that need to be addressed. But, 
there is no Ohio process or plan cunrently in place to systematically address these 
challenges. This condition persists despite the pleas firom retail customer representatives. 
Fear, uncertainty and ambiguity are negatively affecting the ability of businesses to 
maintain and expand operations in Ohio and the ability of utilities to raise and invest capital 
in the long-lived assets that dominate the electric grid. Energy summits and periodic 
meetings between state officials and stakeholders have shown little or no return. 

The rate shock clock is ticking in Ohio. We have urged Ohio's leaders to consider how the 
worthwhile objectives of electric restructuring might be better accomplished through 
changes to Ohio's electric restructuring law. We would have rather approached Ohio's 
leaders with a consensus proposal for changes to Ohio's law and have devoted substantial 
efforts over a period of years to consensus building as a result of this preference. A 
consensus has not, however, emerged and the time for action is getting shorter by the day. 
The painful consequences of inaction are readily identifiable by examining the conditions in 
states like Illinois, Pennsylvania and Matyland. 

For the reasons explained below, we recommend that Ohio take the actions outlined below. 
None of the options available to Ohio should be expected to guarantee lower electric 
prices. But with some hard work and common sense, Ohio can ensure that its citizens 
have access to reliable electric supplies at reasonable prices. 
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Summary of Recommendations 

1. We recommend that Ohio proactively use the tools available under existing law 
to ensure customers have access to reliable electric service at reasonable prices. 

2. We recommend that the General Assembly repeal the statutory declaration that 
generation service is a competitive service for purposes of giving Ohio better options 
to affect the price of electricity. This action would align Ohio law with reali^ and 
position Ohio to better control electric price and service outcomes for the benefit of 
the public interest. 

3. We recommend that Sec. 4928.17(E) be repealed and that any unused 
generation asset transfer permission that the PUCO may have granted under federal 
law t>e declared void as contrary to the public interest in order to manage the risks 
presented by claims and schemes like those of Monongahela Power. 

4. We recommend that the PUCO use its authority to conduct a critical review of 
the RTO selections made by FE, AEP, DP&L and CG&E. We believe this review will 
quickly discloss that the RTO selections do not satisfy Ohio's RTO criteria or work in 
favor of Ohio's electric price and service quality objectives. If so, we recommend that 
the PUCO find that the RTO selections made by Ohio's utilities do not meet SB 3's 
requirements, do not work in favor of Ohio's electricity objectives, and that the PUCO 
preclude recovery of any RTO costs incurred by such utilities until such time as the 
utilities demonstrate the benefits derived by consumers exceed the costs. 

5. We recommend that Ohio restore or confirm the vitality of "special 
arrangements" as an economic development and retention tool. 

6. We recommend that Ohio consider establishing an Energy Security Authority 
("ESA") and enable the ESA to facilitate "least cost" capital formation for demand and 
supply side options that advance Ohio's electricity objectives. 

Context 

In 1999, Ohio adopted electric restructuring legislation (Amended Substitute Senate Bill 3 -
"SB 3") like 23 other states did before Ohio. The enactment of this legislation occurred 
after seven years of lively discussions with issues periodically framed by proposed bills. 

SB 3 begins with a clear statement of objectives to guide the PUCO's implementation. 
Among other things, the General Assembly (v/a Sec. 4929.02) directed the PUCO to 
"...ensure the availability to consumers of adequate, reliable, safe, efficient, 
nondiscriminatoty and reasonably priced retail electric service", "ensure retail electric 
service consumers protection against unreasonable sales practices, market deficiencies 
and mari<et power", and "facilitate the state's effectiveness in the global economy". 

SB 3 assumed that effective competition would - over time - better serve the public interest 
in reasonable electric prices and reliable service than traditional regulation. 

{C23689:3) 



SB 3 assumed that the federal government would enable effective and dynamically efficient 
competition in the wholesale electric martcet (a necessaty condition for competition in the 
retail market). 

SB 3 assumed that each electric utility would participate in a "regional transmission entity" 
meeting specified criteria and it provided the PUCO with authority to supervise such 
participation (Sec. 4928.12) to advance Ohio's electric objectives. 

The PUCO deferred addressing regional transmission entity issues in 2000 and has not 
completed this work. 

SB 3 assumed that effective competition would lower prices relative to 1999 levels and 
billions of dollars were paid to Ohio electric utilities - all of them - as "stranded" or 
"transition" costs based on estimates of the future electric prices that would be produced by 
effective competition. There was no auction to determine the "market value" of the assets. 
In fact, some Ohio utilities discouraged the use of auctions to establish market-based 
"stranded" results. 

Ohio established the transition cost recovety opportunity to ensure that Ohio's electric 
utilities would not be hampered by legacy costs as they entered the competitive mari<et. 
Ohio also reformed property and gross receipts taxes that applied to electric utilities to 
better position the utilities to compete in a competitive mari<et. Through the Ohio Air 
Quality Development Authority ("OAQDA"), Ohio has also continued to assist electric 
utilities raise relatively low cost capital to fund investment in environmental-related 
measures and to better position electric utilities to compete. 

The measures inserted in SB 3 for the benefit of electric utilities have worked superbly to 
permit utilities to enhance their competitive position arid promote their financial health. 

Based on the expectation of lower prices, SB 3 provided residential customers a rate 
reduction (effectwe 1-1-01) equal to 5% of the unbundled generation component. The 
PUCO was given the authority to adjust this rate reduction if the PUCO determined that it 
was impeding market development. The PUCO did not adjust the residential rate 
reduction. 

Based on the expectation that generation service would be subject to effective competition 
(the invisible hand of competition would produce reasonable prices, high quality service 
and reward innovation), the General Assembly declared generation service to be a 
"competitive" service (whether it is or not) and removed specified aspects of the 
supervisoty/regulatoty powers of the PUCO and municipalities. 
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In eariy 2002, it became apparent that the critical assumptions regarding the timing and 
scope of effective competition in the electric industty were excessively optimistic. The 
Western energy crisis and escapades of Enron (among others) put a stop to any further 
electric restructuring at the state level and left those states that had already implemented 
electric restructuring legislation to consider how to manage risks not anticipated when their 
respectwe state laws were enacted. In some cases, such state restructuring laws required 
divestiture of generating assets thereby erecting potential legal barriers or other obstacles 
to reestablishing state control over prices and service requirements. 

SB 3 established price caps that applied during a "market development period" ending no 
later than 12-31-05. These price caps coupled with PUCO-approved accounting 
conventions somewhat peculiar to regulated utilities helped utilities recover "stranded" 
costs. 

SB 3 provided utilities with authority to divest generation assets without securing approval 
by the PUCO. In some cases, the PUCO's consent to transfer generation assets was 
nonetheless required by federal law and the PUCO provided such consent to FE (Ohio 
Edison, Toledo Edison and Cleveland Electric Illuminating), American Electric Power 
("AEP" - Ohk) Power and Columbus Southern Power) and Cincinnati Gas & Electric 
("CG&E"). In some cases, customer representatives urged the Commission to not grant 
such authority as a result of the eariy indications that the expectations about development 
of a competitive market were not matching up with real worid conditions and because the 
transfer of generating assets might reduce Ohio's ultimate ability to influence price and 
service quality outcomes. The generating asset transfer consent provided by the PUCO in 
the case of AEP and CG&E has not been used by the utilities. All of Ohio's investor-owned 
electric utilities continue to own or control at least some generating assets. 

SB 3 continued to obligate electric utilities to supply "firm" electricity to customers not 
supplied by competitive suppliers. SB 3 incorporated this "provider of last resort" obligation 
in a "standard service offer" requirement. 

Under SB 3, any competith/e services included in the standard service offer or "SSO" after 
the market development period (or 12-31-05) are to be priced by the PUCO using a 
"mari<et-based" standard while non-competitive services continue to be priced in 
accordance with traditional, cost-plus regulation. 

The term "mari^et-based" is not defined by Ohio law or PUCO regulations. Ohio's electricity 
objectives require the PUCO to ensure that prices are reasonable. 

The term "firm" is not defined by Ohio law or PUCO regulations. Ohio's electrkiity 
objectives require the PUCO to ensure that customers receive an adequate and reliable 
supply. 

Whether traditional regulation or "maricet-based" pricing applies, electric utilities cannot 
change prices for electricity until they file an application with the PUCO (under Sec. 
4909.18) and the PUCO approves the new price. 
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If the PUCO determines that a utility pricing proposal filed under Sec. 4909.18 may be 
unjust or unreasonable, it must subject the proposal to an investigation and a hearing 
process and the utility must demonstrate that its proposal is reasonable before the PUCO 
can approve the proposal. 

As a result of the slower than expected pace of market development, in 2003 the PUCO 
encouraged electric utilities to file rate stabilization plans. All but one Ohio electric utility 
(Monongahela Power) filed rate stabilization plans. Almost all of the rate stabilization plans 
have resulted in significant increases in electric prices since 1-1-06. Notwithstanding the 
resulting rate increases, the PUCO's rate stabilization plan approach has received support 
from most customer representatives, including lEU-Ohio. 

The current rate stabilizations plans are scheduled to end on 12-31-08 except in the case 
of Dayton Power & Light (12-31-10). As indicated above, the PUCO must approve 
replacement prices before they can be used by utilities to bill customens. Current rates and 
charges remain in effect until the PUCO approves replacement rates and charges. 

In one of the many Monongahela Power regulatoty proceedings, the PUCO rejected lEU-
Ohio's request that the PUCO direct Monongahela Power to file a rate stabilization plan. 
This PUCO ruling was accompanied by some language that indicated that the PUCO may 
not have the authority to require a utility to adopt a rate stabilization plan under SB 3. 

f r The PUCO was also somewhat passive during all the rate stabilization proceedings as the 
utilities threatened to "go to mari<et" if stakeholders and the PUCO did not accept the 
utility's rate stabilization plan demands. As a result of the PUCO's response to these "go-
to-market" threats, customer representatives found themselves with little leverage to 
achieve outcomes that were materially different than those associated with the demands of 

£_ utilities. 

The PUCO's somewhat passive response to the utilities' go-to-market threats may have 
resulted from the PUCO's hope that a real competitive market would report for public 
service if given a bit more time (by the time the rate stabilization plans ended). Whatever 
the PUCO's reasons, it is now clear that hoping for improvement and counting on being 
lucky are not good strategies if Ohio wants to accomplish its electric objectives. 

Since 2002, lEU-Ohio has actively supported legislative action to ensure that the PUCO's 
prudent efforts to respect and balance the interests of utility owners and customers are not 
undone by gaps in current law or stakeholders unwilling to let go of their litigation positions 
regardless of circumstances or conditions. lEU-Ohio has also urged the PUCO to 
proactively use the full range of its authority to produce reasonable rates and reliable 
service. Utilities have resisted legislation introduced for this purpose asserting that it would 
take Ohio down a "slippety slope". The PUCO has been agnostic about such legislation at 
times suggesting that it had things under control. 
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In October 2003, a joint Ohio House committee expressed support for the PUCO's rate 
stabilization plan approach, made it clear that Ohio expected effective competition to be in 
place prior to dumping customers into a "martlet" and encouraged the PUCO to bring 
recommendations to the General Assembly if the PUCO believed it needed additional 
authority to discharge its public interest duties.̂  

In 2005, the PUCO approved a rate stabilization plan for AEP that included a requirement 
for the PUCO to initiate a process by which stakeholders could recommend and the PUCO 
could consider the regulatoty structure that might be established to better meet the needs 
of utilities and customers. The PUCO has not initiated this process and has announced no 
plans to do so. 

In May 2007, Governor Strickland issued a statement and "first principles" which included 
the following text: 

In 1999, Ohio lawmakers created a plan to restructure our electric utility 
industty. Supporters made some assumptions at the time: they believed 
Ohio could deregulate electric generation because a competitive market 
would emerge; many believed that electric rates would go down; they 
believed electricity was just like other industries that had been deregulated. 

But electricity, it turns out. is different. It is of such profound importance to 
our way of life that electricity deregulation has had a more than checkered 
past and maintains an uncertain future. 

Competitive markets simply have not developed. And lower electric rates 
were probably not a realistic expectation. 

' On October 15, 2003, the Select Committee to Study Ohio's Energy Policy issued a report to the House of 
Representatives, The Committee was charged with the task of making sure that as the worfd changes, Ohioans will have 
adequate supplies of safe, reliable and clean energy supplies of energy now and in the future. The report was assembled 
based on the input the Committee received during 11 hearings between April 2002 and January 2003. The report 
included a discussion about early indications that Ohio's electric restaicturing expectations were not in alignment with 
actual results. At page 3 of the report the Committee stated: 

As Ohio treaded into uncharted waters by being one of the first states to deregulate its 
electric utility industry, the General Assembly knew that regulation and oversight by the 
PUCO would be necessary to achieve a competitive market. The legislature gave the PUCO 
a tremendous amount of supervision and management authority in SB 3, and it continues to 
monitor the market as we move through the transition periods. For example, to give 
competition more time to develop, the PUCO approved an extension of the transition period 
for Dayton Power & Light. Consumer advocates, regulatory officials and industry 
representatives worked together to craft a new plan, agreed to by the parties, to continue the 
framework of a competitive market while allowing some protection to customers. The 
members encourage the PUCO to continue to take the necessaty steps, whether by 
rule or a request for legislation, to ensure that a healthy competitive market is in place 
before full competition begins. Ohio has been a model to the rest of the county regarding 
its innovative and vanguard approach to the electric utility industry. By continuing to design 
good public policy to shape the industry, Ohio can remain a prosperous, growing state 
through the 21st Century. 
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In fact, in other states deregulation has brought with it significant increases in 
utility rates. According to the U.S. Department of Energy, customers in states 
with deregulated electricity paid 30 percent more last year than customers in 
regulated states. 

However, we cannot go back to the "good old days" - of cost-of-service 
regulation - we cannot put the Genie back in the bottle. So how do we move 
fonvard? One approach to the unfolding regulation situation we face is to opt 
for a band-aid solution that buys time and avoids, at least for a while, the 
worst of the rate increases in the hope that in a couple of years the electricity 
market will have changed and we can revisit the problem. 

I do not believe we have the luxuty of that approach. The future of energy will 
not wait for us to make a decision. Waiting would jeopardize our economy, 
constrain our capacity to generate energy, threaten our environment, reduce 
our ability to improve efficiency, and limit our capacity to lead the nation in the 
production of advanced energy technology. 

So I stand ready to wori< with the legislature, with industty, with the utilities, 
and with advocates, to shape the future of the electricity market in Ohio. 

The experience in states (like Illinois, Matyland and Pennsylvania) that have resorted to 
auctions or so-called "competitive bidding procedures" to establish electric generation 
supply prices demonstrates that rate shock, debilitating uncertainty, extraordinaty volatility, 
polarizing politics and injuty to the economy await Ohio and other states that do not 
proactively address the profound mismatch between expectations about electric 
restructuring and actual results. Appeals that FERC do something to "fix" the problems 
have proven to be fruitless just as they were when an energy crisis crippled the Western 
part of the United States. Because Ohio's economy is relatively energy-intensive, Ohio's 
economy and its citizens are disproportionately at risk. 

The chaos and dysfunction observable in other states that have resorted to auctions to 
establish retail electric prices negatively affect customers and utilities. The capital 
formation and investment that is required to maintain and expand the long-lived assets that 
compose the electric industty's infrastructure and provide the quantity/quality of service 
needed by customers suffer as the regulatoty structure and public policy take on 
ambiguous or disorienting significance. 

There is nothing in SB 3 that requires an auction or competitive bidding process to be 
used to establish a "mari<et-based" price for the SSO. There was no auction conducted to 
measure "stranded costs" and some utilities claimed that an auction process should not be 
employed for such purpose. An auction for generation supply that occurs in a highly 
concentrated or dysfunctional market is an accident waiting to happen and the accident has 
already happened in several states with predictably disastrous results. 
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FE has filed an auction proposal with the PUCO to establish SSO prices effective 1-1-09. 
FE has also filed an application to increase distribution prices. If FE's distribution rate 
increase is approved as proposed and the auction results for FE's Pennsylvania utility are 
assumed as being the results in Ohio, some all-electric residential customers served by the 
Cleveland Electric Illuminating Company will see monthly bill increases in excess of 100% 
effective 1-1-09 (going from $237 to $483 per month).̂  The impact for large manufacturers 
will be similar or worse (particularly for the energy intensive manufacturers historically 
served under "special arrangements"). 

While rate shock is the likely result of any auction overiaid on an immature and 
dysfunctional wholesale mari<et, some stakeholders continue to be auction-friendly. The 
Office of Consumers' Counsel ("OCC") has described FE's auction proposal as "a positive 
step in the right direction".^ 

Despite clear statements by Ohio's leaders that indicate they are aware of the electric 
restructuring problems and the need to promptly act to actively manage the risks that such 
problems impose, Ohio's rate shock clock continues to tick. No consensus-based 
recommendation has been sought or obtained and there is nothing happening in Ohio to 
commence the serious discussions that must take place as part of any legislative process. 

In this context, lEU-Ohio offers the following recommendations. The recommendations 
include two primaty prongs or components that focus on Ohio's electric price challenges. 
One prong identifies tools that the Ohio General Assembly gave the PUCO in SB 3 or 
elsewhere; tools that could be used by the PUCO to better meet the needs of Ohio's 
electrk: consumers and suppliers. The other prong identifies relatively simple modifications 
to SB 3 that, if adopted and applied in conjunction with the PUCO's existing tools, would 
provide Ohio with greater ability to address, in a balanced way, issues that affect the price 
and availability of electric service within Ohio. Other aspects of the recommendations 
consider structures that may allow Ohio to better integrate demand and supply side 
resources to achieve reliability and price objectives and to address Ohio's economic 
development and retention challenges. There is no magic bullet or risk free path fon/vard. 
Further delay will only make things harder and reduce the options available to Ohio's 
leaders. 

As Ohio's leaders consider the recommendations and components, lEU-Ohio urges Ohio's 
leaders to not frame issues as though they require a choice between "regulation", 
"competition" or some "hybrid". We ask Ohio's leaders to select the means by which the 
important issues must be resolved based on the ability of the means to achieve outcomes 
that properly balance the interests of customers and utility owners. Outcomes that subject 
Ohio customers to the worst of both worlds are not acceptable regardless of the means 

^ FE's proposal includes a provision that is designed to limit the total biH inaease for all residential customers to 15%. 
The cost of this 15% cap is defenBd for future recovery so the 15% limit is eventually paid for by customers. It is not clear 
how this limit might affect the rate shock experienced by specific residential rate schedules such as the rate schedules 
that cun-entiy apply to all-electric residential customers. 

' Cleveland Plain Dealer, July 11, 2007, PUCO Would Approve Final Rates. 
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chosen to get there. It is the end result - not the means - that will dictate the health of 
Ohio and its status in the global economy. 

Blueprint Page 1 

More Can Be Done Under Current Law IF the PUCO Uses Tools It Was Given By the 
General Assembly 

The PUCO has tools under existing law to address price and reliability objectives of 
customers. These tools were not designed to specifically deal with current conditions 
because the current conditions were not anticipated at the time the legislation was 
developed. But, absent legislative action, they are the tools available to the PUCO and 
Ohio and they need to be applied to the wori< ahead. The General Assembly directed the 
PUCO to use these tools to accomplish the objectives set out in Section 4928 02, Ohio 
Revised Code. The PUCO has thus far chosen to not use all the tools at its disposal to 
secure balanced outcomes and ensure that go-to-market threats do not trump the public 
interest. 

The direction that the PUCO use the tools it has been given to ensure that issues affecting 
the price and availability of electricity are resolved quickly and in a balanced way^ should 
be reinforced. It should be accompanied by a renewed request that the PUCO promptly 
identify any gaps in its current authority that may preclude it from accomplishing these 
objectives or make the work unreasonably difficult or expensive. 

Some of the PUCO's Tools 

State Policy (4928.02) 
Standard Service Offer ("SSO") must be reasonable (4909.18) 
Market-based price can't be effective without PUCO approval 
"Market-based" is not defined by the law - auctions are not the only way to 
estimate "market-based" prices 
"Finn" is not defined by the law 
Review/approval of regional transmission organization ("RTO") plans 
Review/approval of rate adjustments related to FERC transmission prices 
Review/approval of security issuances 
Authority related to "non-competitive" services (ancillaty, distribution - price and 
service quality) 
Authority related to corporate separation 
Authority related to accounting (depreciation, deferral accounting) 
Adjustment of "transition cost" allowances 
Monitoring, reporting and recommendations for legislative action 
Protests of applications to secure market-based rate authority from FERC 
Approval of any termination of "special arrangements' 

* See footnote 1. 
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The State of Ohio has other tools at its disposal that can be applied to better ensure that 
issues affecting the price and availability of electricity are resolved quickly and in a 
balanced way. These tools involve the application of the taxing authority of Ohio and 
consideration of the rights and privileges given to utilities in light of the utilities' respect (or 
lack thereof) for Ohio's electric price and service quality objectives.^ 

Tools possessed by the PUCO or more broadly by the State of Ohio are of little value if 
they are left in the tool box. If utilities threaten Ohio with unreasonable demands in 
response to the actions Ohio has taken to ensure that these utilities have a good 
opportunity to maintain and improve their financial condition, then the risks presented by 
these threats must be proactively managed by Ohio. 

We recommend that Ohio proactively use the tools available under existing law to 
ensure customers have access to reliable electric service at reasonable prices. 

Blueprint Page 2 

Aligning Ohio Law with Reality and Positioning Ohio to Better Control Electric Price 
and Service Quality Outcomes for the Benefit of the Public Interest 

SB 3 unbundled electric services along functional lines (generation, transmission ancillaty 
and distribution) and created two classifications ("competitive" and noncompetith/e") of 
unbundled services. Depending on the classification, the PUCO may be obligated to apply 
different pricing rules. If a service is competitive and it is part of the service bundle that 
forms the standard service offer or SSO, Sec. 4928.14 indicates that the PUCO will use a 
market-based pricing standard applied through the process required by Sec. 4909.18. 

In some cases (metering, billing and ancillaty services, for example), SB 3 gave the PUCO 
authority to declare a service competitive using statutoty criteria and to reverse such a 
declaration in the event circumstances changed. Until such time as service is declared to 
be competitive, the price for the service continued to be based on the form of cost-based 
regulation that applied prior to the adoption of SB 3. 

Based on the expectations that existed when SB 3 was moving through the General 
Assembly, it was assumed that generation service would be a competitive service. But SB 
3 treated generation service differently than other unbundled services. Rather than leaving 
it up to the PUCO to determine if generation service would actually become a competitive 
service, SB 3 declared generation service to be competitive. In Section 4928.06, SB 3 
required the PUCO to monitor what was actually going on with generation service and to 
provide periodic reports to the General Assembly along with any recommendations for 
legislation as a result of the PUCO's monitoring function. 

^ For example, OAQDA has provided utilities with access to relatively attractive debt capital and Ohio law has provided 
the utilites with tax-related benefits for equipment and facilities financed with the assistance of the OAQDA. Thus, Ohio 
has taken action to lower the costs incurred by electric utilities to provide service If the benefit of this privilege is not 
available to Ohio electric customers because the utilities are using it to increase their auction-based price profits, Ohio 
may want to examine the nature and scope of requirements that must be met to gain access to the benefits available 
through OAQDA. 
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Because SB 3 declares generation service to be a competitive service (whether it is or not) 
as a matter of law, Sec. 4928.14 also indicates that the PUCO should use a market-based 
pricing standard to establish the price for the generation service component included in the 
SSO. But for this competitive service declaration in SB 3, the generation service 
component included in the SSO would be subject to pricing in accordance with Ohio's 
traditional cost-based standard. 

Getting back to the "good old days" is obviously more complicated than a simple change to 
some words included in SB 3. But, eliminating the use of a market-based pricing standard 
for purposes of establishing prices for generation service is a relatively easy change to 
make given the structure of SB 3. If the statutoty declaration that generation service is 
competitive is repealed, generation service would be classified as a noncompetitive service 
and the market-based pricing standard would not apply until such time as the PUCO might 
determine that generation service met the competitive service criteria. 

We recommend that the General Assembly repeal the statutory declaration that 
generation service is a competitive service for purposes of giving Ohio better 
options to affect the price of electricity. This action would align Ohio law with reality 
and position Ohio to better control electric price and service outcomes for ttie 
benefit of the public Interest 

Blueprint Page 3 

Apply the Lessons from the Monongahela Power Experience 

The litigation that occurred as a result of the PUCO's efforts to resist Monongahela Power's 
rate-shock-loaded auction proposals included a utility claim that the PUCO was obligated, 
under federal law, to permit Monongahela Power to pass through to its Ohio customers its 
purchased power costs incurred to satisfy its SSO obligation. The foundation for this claim 
is provided (in vety general terms) by our federalist system of government and relies on 
preemption attached to FERC grants of market-based rate authority for wholesale sales of 
electricity. This pricing authority pemiits wholesale sales of electricity to be priced by the 
seller as opposed to being priced by the regulator in accordance with a cost-based 
formula.̂  Monongahela Power claimed (wrongly) that it had transferred its generation 

° The courts have permitted FERC to institute flexible pricing so long as the overall regulatory scheme is premised on the 
existence of an 'empirically proven" competitive market and protects against the exercise of market power. Where FERC 
detenmines that such a competitive market exists and that an applicant lacks maritet power, FERC may depart from a 
stnctly cost-based detemilnation of rates, and approve rates reached as the result of competition. FERC's authority to 
approve market-based rates has been approved by the courts when a competitive market exists and FERC has 
demonstrated that there is sufficient protection against the exercise of mari<et power Elizabettitown Gas Co. v. FERC, 10 
F.3d 866. 870-71 (DC. 1993); Louisiana Energy and Power Authority v FERC, 141 F 3d 364, 369-370 {D.C. Cir. 1998); 
Interstate Natural Gas Association of America V. FERC, 285 F.3d 18, 31-34 ((DC. Cir.) 2002); California ex rel. Lockyer 
V. FERC, 383 F,3d 1006, 1013-1014 (9th Cir. 2004), While the court cases indicate that FERC has an obligation to 
ensure that mari<ets are capable of ensuring just and reasonable rates prior to allowing the seller to use mari<et pricing 
authority. FERC's grants of mari<et pridng authority indicate little or no interest in fulfilling this obligation. FERC's 
impnjdent grants of market pricing authority and inattention to the rate shock and unreliable service consequences that 
have plagued electric consumers Nationwide are primary contributors to the problems that have dominated efforts to 
enable effective competition in the electric industry. 
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assets to an unregulated affiliate and that it had to purchase electricity at market-based 
prices in the wholesale market to satisfy its retail service obligations. It then claimed that 
federal preemption required the Ohio and the PUCO to authorize Monongahela Power to 
recover the purchased power costs from its Ohio customers. In other words, Monongahela 
Power attempted to use federal law as a tool to prevent Ohio from affecting its opportunity 
to dramatically increase electric prices in Ohio through a scheme that featured: 

• A transfer of generating assets to an unregulated affiliate at "net book value"; 
• A wholesale sale of electricity from the unregulated affiliate to Monongahela Power 

at market-based prices; 
• Monongahela Power's calculation of its cost of generation supply based on 

wholesale market prices; and 
• A claim of federal preemption that was designed to obligate Ohio to permit 

Monongahela to automatically pass on the cost of its wholesale purchased power 
calculated based on "market prices" set by its unregulated affiliate. 

The Ohio experience with Monongahela Power is not unique. Similar claims have been 
advanced or threatened in Ohio and other states and their potential must be considered as 
Ohio evaluates options to give it better control over electric price and service quality 
outcomes. 

As indicated above, SB 3 provided utilities with unilateral authority to divest generating 
assets without PUCO approval subject to certain limitations. Notwithstanding SB 3, federal 
law requires PUCO consent in the case of certain types of generation asset transfers. 
Under this federal law, the PUCO has granted permission for generation asset transfers to 
AEP, CG&E and FE and FE has exercised such authority to push control over certain 
generating assets to an unregulated affiliate. It is reasonable to expect that AEP and 
CG&E may also exercise such authority. 

We recommend that Sec. 4928.17(E) be repealed and that any unused generation 
asset transfer permission that the PUCO may have granted under federal law be 
declared void as contrary to the public interest in order to manage the risks 
presented by claims and schemes like those of Monongahela Power 

Blueprint Page 4 

Stop Funding the Rate Shock Proposals of FERC and its RTO Agents 

As indicated above, the electric price and service quality problems with which Ohio must 
contend are being made worse by FERC's fundamental inattentiveness to its public service 
obligations. 

In 1998, the Midwest became the first poster child for electric price spikes and reliability 
problems. After a quick investigation, FERC concluded that the Midwest problems were an 
aberration and that evetything would be fine once its plan for regional transmission 
organizations was implemented. 

12 
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Next the West laid claim to being the rate shock and blackout capital of the United States 
while FERC reported that it could find no indication of irregularities and FERC's Chairman 
attempted to make California's Governor responsible for the obvious problems. It was not 
until some municipal utilities released tape recordings of marketers' phone conversations 
about the size and scope of their market manipulations that FERC was forced to let go if its 
denial defense. But FERC was slow to awaken and, in the meantime, huge amounts of 
wealth had been transferred through sellers' abuse and manipulation of FERC-granted 
market pricing authority. 

Then attention shifted back to the East. On August 14, 2003, the largest blackout in the 
histoty of the United States brought the economies of several states and portions of 
Canada to a standstill. While FERC had created RTOs to manage electric reliability in real 
time and prevent blackouts like the one on August 14, 2003, FERC's RTO agent having 
responsibility for the area where the blackout originated did not have its reliability 
management system working on August 14, 2003. 

In recent months, FERC has resisted suggestions that it proactively address claims made 
by an independent mari<et monitor that an RTO had actively prevented the market monitor 
from disclosing maricet power problems or conditions that may have negatively affected 
customers. Only after substantial complaints by state regulatoty authorities did FERC 
initiate a formal process. 

For more than a decade, FERC has been passive and slow to respond to reliability and 
price concerns raised by customers and utilities. Rather than addressing stakeholder 
concerns about the unsavoty results of FERC's efforts to enable effective competition in the 
electric industty, FERC has blamed states, chanted a "stay the course" mantra and 
scheduled meaningless technical conferences. 

The opportunity for FERC to create and expand the messes that trickle down to state 
regulators has increased over time as a result of FERC's efforts to direct implementation of 
even more complicated market structures known generally as the "Day 2" markets. "Day 1" 
structures mostly focus on management of the grid to enhance real time reliability and 
establishing a settlement procedure for imbalances between supply and demand. The Day 
2 structures also provide a more friendly platfonn for utilities that see value from the type of 
scheme adopted by Monongahela Power. The RTOs that divide Ohio (MISO and PJM) are 
both pushing the Day 2 envelope and FERC has not been moved to let go of its rubber 
stamp by the substantive protests of stakeholders including state regulators. 

SB 3 gave the PUCO authority to oversee the RTO selections of Ohio transmission owners 
and provided the PUCO with objectives by which the PUCO should evaluate the selections. 
The PUCO has not used this authority. 

We recommend that the PUCO use the authority delegated by SB 3 to conduct a 
critical review of the RTO selections made by FE, AEP, DP&L and CG&E. We believe 
this review will quickly disclose that the RTO selections do not satisfy Ohio's RTO 
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criteria or work in favor of Ohio's electric price and service quality objectives. If so, 
we recommend that the PUCO find that the RTO selections made by Ohio's utilities 
do not meet SB 3's requirements, do not work in favor of Ohio's electricity 
objectives, and that the PUCO preclude recovery of any RTO costs Incurred by such 
utilities until such time as the utilities demonstrate the benefits derived by 
consumers exceed the costs. 

The PUCO can and must do more to insulate Ohio's electric customers from the pain and 
suffering that FERC and its RTO agents are creating through the exercise (or lack thereof) 
of their discretionaty powers over the price and quality of wholesale electric supply. 

Blueprint Page 5 

Restore or Confirm the Viability of "Special Arrangements" 

Ohio has along been the home of many energy-intensive manufacturers that compete 
globally for their customers. Some of these energy-intensive customers see annual electric 
bill changes that are in excess of $1,000,000 if their electric price per kWh changes by a 
mere tenth of a cent. 

For decades, Ohio encouraged the use of "special arrangements" to meet the customized 
service quality and price needs of these larger customers. These arrangements 
established prices and service terms and conditions and, once approved by the PUCO 
under Sec. 4905.31, were often used to help Ohio address economic development and 
retention objectives. Special arrangements were and are not unique to the electric 
industty; they are also used by gas, water and communications utilities. The enabling 
authority for "special arrangements" (Sec. 4905.31) was not repealed or altered by SB 3. 

With Ohio's rate shock clock ticking, some of Ohio's manufacturers have approached 
electric utilities with a request for a "special arrangement" that would bring needed certainty 
and predictability to electric costs. Ohio's electric utilities often respond that SB 3 made 
"special arrangements" illegal or that the PUCO will not let the utilities enter into "special 
anrangements". Given Ohio's economic development and retention challenges, these utility 
responses to customers' requests are sending a chilling message to businesses that want 
to retain or expand their Ohio operations. 

We recommend that Ohio restore or confirm the viability of "special arrangements" 
as an economic development and retention tool. 

As has been done in the past, the viability of this tool will depend on the structure and 
quality of the means by which Ohio distributes the costs and benefits of these special 
arrangements. 

The historical process by which special arrangements have been approved and reviewed 
may need to be modified to reflect the increased sensitivity to a public release of energy 
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pricing infonnation and to manage the risks that some parties may use the litigation 
process to delay, block or make more cumbersome the use of a special an^angement tool. 

As things presently stand, some utilities have been and are telling special arrangement 
customers that their contracts wilt end soon and they will be placed on a rate schedule that 
will almost certainly produce rate shock. Ohio must address this problem now either 
through efforts to ensure that replacement contracts are put in place or by directing that 
existing contracts continue until a suitable replacement is established. Under 
Sec. 4905.31, special arrangements may not be terminated without the approval of the 
PUCO. 

As Ohio considers energy price actions that could be taken to enhance economic 
development and retention efforts, it ought to also consider modifications to the kWh tax 
and the pricing structure for the Universal Sen/ice Fund ("USF") used to help certain 
customers pay their utility bills. Taxes or other charges that are levied on large energy-
intensive customers based on kWh usage tend to tilt the funding responsibility to these 
customers and can negatively affect their competitiveness. 

Blueprint Page 6 

Least Cost Planning and Implementation 

As discussed above, the electricity challenges that Ohio must address include issues about 
how to plan and pay for the capital investment required to maintain and expand the ability 
of the electric system to provide reliable service. Increasingly, these challenges are tied to 
questions about what environmental laws and regulations will look like as we move through 
the21*'Centuty. 

Some utilities seem to want to seek advantages by proposing responses to these 
challenges that include "incentives", luxuty profits and transfers of financial/business risk to 
customers or a transformation of customers into involuntaty investors. AEP's Ohio 
integrated gasification combined cycle ("IGCC") proposal is one example of such a 
proposal which promises a vety high price, no accountability for useful performance and 
great potential for Ohio cartying costs while the benefits are taken elsewhere. AEP's 
proposal also resulted in customers getting the worst of both worlds; high "market prices" 
for relatively low-cost generating plants and guaranteed cost recovety for vety expensive, 
hypothetical generating plants. 

Under the cunent FERC vision and RTO structure, the benefit of the output of an electric 
generating plant is not preserved for the customers that pay for the plant. This vision and 
structure is also causing Ohio customers to pick up costs for transmission investment that 
will be remote from Ohio and be used to export Ohio produced electricity to other states 
and regions. Electricity flows in interstate commerce and the specific state location of a 
generating plant has almost nothing to do with the geographical region affected by the 
output of a new electric generating plant. The flow of electricity and the reliability of the 
electric grid are controlled by the law of physics - not the law of Ohio. 

15 
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If Ohio's regulators and policy makers determine that Ohio customers must assume the 
role of investors or make non-bypassable payments to rationalize the capital investment 
that will likely be required over the next two decades, it is incumbent upon Ohio's leaders to 
ensure that customers get the best bang for their buck. Ohio's leaders must also make 
sure that customer investments are protected by performance accountability that will best 
ens'Ure that customers get the necessaty return on their investment. 

We recommend that Ohio consider establishing an Energy Security Authority 
("ESA") and enable the ESA to facilitate "least cost" capital formation for demand 
and supply side options that advance Ohio's electricity objectives (Sec. 4928.02). 

The demand side options should focus on cost-effective strategies for reducing Ohio's 
energy intensity (amount of energy required to produce a unit of state domestic product) 
and improving reliability and service quality that often yield environmental benefits. The 
ESA should have sufficient authority to provide a conduit for public-private action to 
address the statewide needs of customers of coops, munis and investor-owned utilities and 
to integrate demand and supply side options. 
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