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BEFORE  
THE PUBLIC UTILITIES COMMISSION OF OHIO 

 
In the Matter of the Application of Ohio 
Power Company for an Increase in 
Electric Distribution Rates. 

) 
) 
) 

Case No. 20-585-EL-AIR 

   
In the Matter of the Application of Ohio 
Power Company for Tariff Approval. 

) 
) Case No. 20-586-EL-ATA 

   
In the Matter of the Application of Ohio 
Power Company for Approval to 
Change Accounting Methods. 

) 
) 
) 

Case No. 20-587-EL-AAM 

 
 

MOTION FOR LEAVE TO FILE DIRECT TESTIMONY ON BEHALF OF 
INTERSTATE GAS SUPPLY, INC. AND DIRECT ENERGY BUSINESS, LLC & 

DIRECT ENERGY SERVICES, LLC AND REQUEST FOR AN EXPEDITED RULING 
 

 
Interstate Gas Supply, Inc. (“IGS”) and Direct Energy Business, LLC & Direct 

Energy Services, LLC (collectively, “Direct Energy”) (jointly, “Movants”) hereby submits 

this request to the Commission to grant Movants leave to file testimony out-of-time. 

Additionally, Movants respectfully requests an expedited ruling on this request in 

accordance in Ohio Adm.Code 4901-1-12(C). The reasons for these requests are set 

forth in the attached memorandum in support.  

Respectfully Submitted, 

/s/ Bethany Allen 
Bethany Allen (0093732)  
Counsel of Record  
bethany.allen@igs.com  
Joseph Oliker (0086088)  
joe.oliker@igs.com  
Michael Nugent (0090408)  
michael.nugent@igs.com  
Evan Betterton (0100089)  
Evan.betterton@igs.com  
IGS Energy  
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6100 Emerald Parkway  
Dublin, Ohio 43016  
Telephone: (614) 659-5000  
 
Frank P. Darr (0025469)   
fdarr2019@gmail.com  
6800 Linbrook Blvd.   
Columbus, Ohio 43235   
Telephone:  (614) 390-6750   
 
Attorneys for Interstate Gas Supply, Inc. 
 

/s/Mark A. Whitt  
Mark A. Whitt (0067996) 
Lucas A. Fykes (0098471) 
WHITT STURTEVANT LLP 
The KeyBank Building, Suite 1590 
88 East Broad Street 
Columbus, Ohio 43215 
Telephone: (614) 224-3946 
Facsimile: (614) 675-9448 
whitt@whitt-sturtevant.com 
fykes@whitt-sturtevant.com 

 
Attorneys for Retail Energy Supply 
Association, Direct Energy Business, LLC, 
and Direct Energy Services, LLC 

 

 

 

mailto:fykes@whitt-sturtevant.com
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Memorandum in Support 

Movants respectfully request that the Commission accept the Direct Testimony of 

Frank Lacey on Behalf of the Movants – Part Two and the Direct Testimony of Joseph 

Haugen on Behalf of IGS as timely filed. Good cause exists for accepting the testimony 

as timely filed, on an expedited basis, and no harm will occur. 

By Entry issued April 14, 2021, the Administrative Law Judge established a 

deadline for filing testimony in opposition to the settlement in this proceeding as April 20, 

2021. On April 20, 2021, counsel for Movants attempted to file its testimony multiple times 

from two computers prior to the 5:30 pm deadline, however only the Direct Testimony of 

Frank Lacey Part One was successfully uploaded.1 In the other instances, counsel 

received an error message stating “[y]our e-filed document can not be processed 

currently,” with a suggestion to call the PUCO Docketing Division.2 

Counsel for Movants contacted the PUCO Docketing Division by phone but was 

unsuccessful in reaching anyone for assistance.  Counsel also sent the filings to 

Docketing email address prior to 5:30PM (Att. 3). After multiple failed attempts, Counsel 

ultimately provided copies of all three filings to the parties in the proceeding at 6:03PM 

and to the administrative law judges at 6:12PM. Thereafter, around 9AM on April 21, 

2021, counsel was able to e-file the documents. 

Movants requests that the Direct Testimony of Frank Lacey on Behalf of the 

Movants – Part Two and the Direct Testimony of Joseph Haugen on Behalf of IGS be 

accepted as timely filed. Notably, there is no harm or prejudice to the parties by accepting 

 
1 Movants noted that Part One of Lacey’s Testimony is his actual testimony, while Part Two are the exhibits 
and appendix for the testimony. 
2 A screenshot of one of these occurrences at 5:26PM is included in this filing (Att. 1), as well as a clearer 
version of the message from a failed attempted April 21, 2021 at 8:00AM (Att. 2). 
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this testimony as timely filed as the parties received copies of the filings on the 20th. 

Additionally, granting this motion will not delay these proceedings. By contrast, not 

accepting this testimony would harm and prejudice Movants by precluding this evidence 

from the Commission’s consideration in this proceeding. The opinions presented in 

Movants’ testimony are not addressed by any other parties.  

Additionally, late filings with similar circumstances of minor technical difficulties 

have been accepted as timely in the past. See e.g In the Matter of the Application of 

Vectren Energy Delivery Ohio, Inc. for Approval of an Increase in Gas Rates, Case Nos. 

18-298-GA-AIR, et al., Entry (Nov. 9, 2018) at ¶ 9-10; In the Matter of the Commission’s 

Investigation of the Financial Impact of the Tax Cuts and Jobs Act on Regulated Ohio 

Utility Companies, Case No. 18-47-AU-COI, Entry on Rehearing dated March 8, 2018 at 

¶ 7; and In the Matter of the Application of Firelands Wind, LLC, for a Certificate to Site 

Wind Powered Electric Generating Facilities in Seneca and Sandusky Counties, Ohio, 

Case No. 18-1607-EL-BGN, Entry (Dec. 9, 2020) at ¶ 3-5. 

Finally, Movants respectfully request an expedited ruling on this motion. Consistent 

with Ohio Adm.Code 4901-1-12(C), because the motion requests an extension of time to 

file pleadings of just one day, an immediate ruling may be issued without the filing of 

memoranda. Movants believe an immediate ruling is necessary so all parties can properly 

prepare for the hearing beginning shortly on May 12, 2021. 

For all of these reasons, Movants has demonstrated good cause to accept the 

Direct Testimony of Frank Lacey on Behalf of the Movants – Part Two and the Direct 

Testimony of Joseph Haugen on Behalf of IGS as timely filed, and Movants respectfully 

requests that this motion be granted on an expedited basis. 
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Respectfully Submitted, 

/s/ Bethany Allen 
Bethany Allen (0093732)  
Counsel of Record  
bethany.allen@igs.com  
Joseph Oliker (0086088)  
joe.oliker@igs.com  
Michael Nugent (0090408)  
michael.nugent@igs.com  
Evan Betterton (0100089)  
Evan.betterton@igs.com  
IGS Energy  

6100 Emerald Parkway  
Dublin, Ohio 43016  
Telephone: (614) 659-5000  
 
Frank P. Darr (0025469)   
fdarr2019@gmail.com  
6800 Linbrook Blvd.   
Columbus, Ohio 43235   
Telephone:  (614) 390-6750   
 
Attorneys for Interstate Gas Supply, Inc. 
 

/s/Mark A. Whitt  
Mark A. Whitt (0067996) 
Lucas A. Fykes (0098471) 
WHITT STURTEVANT LLP 
The KeyBank Building, Suite 1590 
88 East Broad Street 
Columbus, Ohio 43215 
Telephone: (614) 224-3946 
Facsimile: (614) 675-9448 
whitt@whitt-sturtevant.com 
fykes@whitt-sturtevant.com 

 
Attorneys for Retail Energy Supply 
Association, Direct Energy Business, LLC, 
and Direct Energy Services, LLC 

 

 

mailto:fykes@whitt-sturtevant.com
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CERTIFICATE OF SERVICE 
 

I hereby certify that a true copy of the foregoing was filed electronically through the 
Docketing Information System of the Public Utilities Commission of Ohio on April 21, 
2021. The Commission’s e-filing system will electronically serve notice of the filing of this 
document upon the following parties listed below. 
 

/s/ Bethany Allen 
Bethany Allen 

 

Ohio Power Company 
Steven T. Nourse  
Christen M. Blend 
American Electric Power Service Corporation 
stnourse@aep.com   
cmblend@aep.com 
Eric B. Gallon  
Porter, Wright, Morris & Arthur LLP  
egallon@porterwright.com  
Christopher L. Miller 
Ice Miller LLP 250  
christopher.miller@icemiller.com  
 
Staff of the Public Utilities Commission of Ohio 
John Jones  
Steven Beeler  
John.Jones@ohioattorneygeneral.gov  
Steven.Beeler@ohioattorneygeneral.gov  
 
ChargePoint, Inc.  
Dylan F. Borchers  
Kara H. Herrnstein  
BRICKER & ECKLER LLP  
dborchers@bricker.com  
kherrnstein@bricker.com  
 
EVgo Services, LLC  
Alicia Zaloga 
Jacob Schlesinger 
Lilly McKenna 
Keyes & Fox LLP 
jschlesinger@keyesfox.com  
azaloga@keyesfox.com  
lmckenna@keyesfox.com  
 

mailto:kherrnstein@bricker.com
mailto:dborchers@bricker.com
mailto:jschlesinger@keyesfox.com
mailto:lmckenna@keyesfox.com
mailto:azaloga@keyesfox.com
mailto:Steven.Beeler@ohioattorneygeneral.gov
mailto:cmblend@aep.com
mailto:stnourse@aep.com
mailto:egallon@porterwright.com
mailto:John.Jones@ohioattorneygeneral.gov
mailto:christopher.miller@icemiller.com
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Industrial Energy Users-Ohio  
Matthew R. Pritchard  
Rebekah J. Glover  
Bryce A. McKenney  
MCNEES WALLACE & NURICK LLC 
mpritchard@mcneeslaw.com  
rglover@mcneeslaw.com  
bmckenney@mcneeslaw.com  
 
The Kroger Co.  
Angela Paul Whitfield  
Carpenter Lipps & Leland LLP  
paul@carpenterlipps.com  
 
Natural Resources Defense Council  
Ohio Partners for Affordable Energy  
Robert Dove  
Kegler Brown Hill + Ritter Co., L.P.A.  
rdove@keglerbrown.com  
 
Office of the Ohio Consumers’ Counsel  
Angela D. O’Brien  
Christopher Healey  
John Finnigan 
angela.obrien@occ.ohio.gov  
christopher.healey@occ.ohio.gov  
john.finnigan@occ.ohio.gov  
 
The Ohio Environmental Council 
Miranda Leppla, Esq.  
Trent Dougherty, Esq.  
Chris Tavenor, Esq.  
mleppla@theOEC.org  
tdougherty@theOEC.org  
ctavenor@theOEC.org  
 
The Ohio Hospital Association 
Devin D. Parram 
Rachel N. Mains  
BRICKER & ECKLER LLP  
dparram@bricker.com  
rmains@bricker.com  
 
 
 
 

mailto:tdougherty@theOEC.org
mailto:mleppla@theOEC.org
mailto:john.finnigan@occ.ohio.gov
mailto:rmains@bricker.com
mailto:dparram@bricker.com
mailto:ctavenor@theOEC.org
mailto:christopher.healey@occ.ohio.gov
mailto:bmckenney@mcneeslaw.com
mailto:rglover@mcneeslaw.com
mailto:mpritchard@mcneeslaw.com
mailto:angela.obrien@occ.ohio.gov
mailto:rdove@keglerbrown.com
mailto:paul@carpenterlipps.com
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The Ohio Manufacturers’ Association Energy Group 
Kimberly W. Bojko  
Thomas Donadio 
Carpenter Lipps & Leland LLP  
Bojko@carpenterlipps.com 
Donadio@carpenterlipps.com  
 
Walmart Inc.  
Carrie H. Grundmann  
Derrick Price Williamson  
SPILMAN THOMAS & BATTLE, PLLC 
cgrundmann@spilmanlaw.com  
dwilliamson@spilmanlaw.com  
Steve W. Chriss  
Walmart Inc.  
Stephen.Chriss@walmart.com 
 
Direct Energy Business, LLC and Direct Energy Services, LLC  
Mark A. Whitt, Esq.  
Lucas A. Fykes, Esq.  
WHITT STURTEVANT LLP 
whitt@whitt-sturtevant.com  
fykes@whitt-sturtevant.com 
 
Nationwide Energy Partners, LLC  
Armada Power LLC 
Constellation NewEnergy, Inc. 
Michael J. Settineri  
Gretchen L. Petrucci  
Vorys, Sater, Seymour and Pease LLP  
mjsettineri@vorys.com  
glpetrucci@vorys.com 

The Environmental Law & Policy Center 
Caroline Cox  
Robert Kelter 
Rebecca Lazer 
ccox@elpc.org  
rkelter@elpc.org  
Rlazer@elpc.org  
 
 
 
 
 
 

mailto:glpetrucci@vorys.com
mailto:mjsettineri@vorys.com
mailto:fykes@whitt-sturtevant.com
mailto:Rlazer@elpc.org
mailto:rkelter@elpc.org
mailto:ccox@elpc.org
mailto:cgrundmann@spilmanlaw.com
mailto:Donadio@carpenterlipps.com
mailto:Bojko@carpenterlipps.com
mailto:whitt@whitt-sturtevant.com
mailto:Stephen.Chriss@walmart.com
mailto:dwilliamson@spilmanlaw.com
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One Energy Enterprises, Inc. 
Christopher J. Hogan 
Zeiger, Tigges & Little LLP 
little@litohio.com  
hogan@litohio.com  
Dane Stinson 
Matthew W. Warnock 
BRICKER & ECKLER LLP 
dstinson@bricker.com  
mwarnock@bricker.com  
Katie Johnson Treadway 
One Energy Enterprises LLC 
ktreadway@oneenergyllc.com  
 
Ohio Energy Group 
Michael L. Kurtz  
Kurt J. Boehm  
Jody Kyler Cohn  
BOEHM, KURTZ & LOWRY  
mkurtz@BKLlawfirm.com   
kboehm@BKLlawfirm.com  
jkylercohn@BKLlawfirm.com 
 
Citizens’ Utility Board of Ohio 
Madeline Fleisher  
Christine M.T. Pirik  
William Vorys  
Dickinson Wright PLLC  
mfleisher@dickinsonwright.com    
cpirik@dickinsonwright.com   
wvorys@dickinsonwright.com  
 
Clean Fuels Ohio  
Zeco Systems, Inc. dba Greenlots 
Madeline Fleisher  
Dickinson Wright PLLC  
mfleisher@dickinsonwright.com 

mailto:mfleisher@dickinsonwright.com
mailto:jkylercohn@BKLlawfirm.com
mailto:kboehm@BKLlawfirm.com
mailto:mfleisher@dickinsonwright.com
mailto:wvorys@dickinsonwright.com
mailto:cpirik@dickinsonwright.com
mailto:dstinson@bricker.com
mailto:hogan@litohio.com
mailto:little@litohio.com
mailto:mkurtz@BKLlawfirm.com
mailto:ktreadway@oneenergyllc.com
mailto:mwarnock@bricker.com


Attachment 1 
 



Attachment 2 



From: Bethany Allen
To: docketing@puco.ohio.gov
Subject: 20-585-EL-AIR, et al.
Date: Tuesday, April 20, 2021 5:29:00 PM
Attachments: AEP Ohio Rate Case, Direct Testimony of Haugen.pdf

DIrect Testimony of Frank Lacey with Attachments and Appendix.pdf
Part 2 from DIrect Testimony of Frank Lacey with Attachments and Appendix.pdf

Good Afternoon,

We have problems filing our testimony and are receiving an error message. We are sending you the
documents in case we miss the 5:30PM deadline.

Thank you!

Bethany Allen
Regulatory Counsel
o 614.659.5384
m 561.578.1958

igs.com | Let’s go green for good. 

Attachment 3




Frank Lacey 
3 Traylor Drive 


West Chester, PA  19382 
724-413-0849 


https://www.linkedin.com/in/fplaceyelectricityleadership/  


Summary	
Recognized energy industry executive and leader known for implementing innovative regulatory and 
business strategies empowering clients to benefit from emerging policies. Successful in achieving 
business growth and value through regulatory strategy. 


Experience	
Board of Directors 
Advanced Energy Management Alliance (Founding member and Chairman); Formerly served: Smart 
Electric Power Alliance (f/k/a Solar Electric Power Association) (finance committee); Association for 
Demand Response and Smart Grid (finance chair); Electric Power Supply Association (finance 
committee); ERCOT (finance committee); Retail Energy Supply Association. 


Electric Advisors Consulting, LLC 2015- Present 
Founder and President 


Advise senior leadership on utilizing analytics to develop strategies to address legislative and 
regulatory change in the energy industry.  Also advise and assist entities on facilitating legislative 
and regulatory change to accommodate evolving business strategies and technologies.  Active 
participation in rate cases and other regulatory initiatives focused on correcting cost allocations and 
other biases embedded in partially restructured energy markets.   


Comverge, Inc./CPower Corporation 2011- 2015 
Senior Vice President, Regulatory and Market Strategy 


Develop and implement corporate regulatory strategy, including new market entry plans for a $150 
million company performing demand response services in the electricity markets. 


Direct Energy 2006 - 2011 
Director, Products and Complex Transactions (2008-2011) 


For a multi-billion dollar retail electric and gas company, managed Complex Transaction team 
consisting of four direct reports and eight functional leaders from across the organization, 
facilitating development of over $50 million in incremental gross margin sold, while operating within 
risk management framework. 


Director, Government and Regulatory Affairs (2006-2008) 
Managed regulatory strategy and regulatory risk in Mid-Atlantic region of US, participating in 
multiple rate proceedings and regulatory initiatives, securing approximately $100 million in value. 


Starlight Energy 2004 - 2006 
President 


Led the development of business plan and pro formas for venture seeking $20 million in equity 
financing and other financial relationships.  Successes included securing $100 million credit 
relationship and working capital financing to enable launch of retail Electricity Company. 


Strategic Energy 2001- 2004 
Director, Regulatory Affairs, 


Served on the company’s Leadership team, managing a regulatory group of 15 people, leading the 
development of regulatory strategy, the oversight of regulatory risk and the attainment of desired 
regulatory results, advocating across 13 states and at FERC. 


FPL-1







Frank Lacey 
Page 2 of 2 


Arthur Andersen 1998 - 2001 
Senior Manager 


Responsibility for development and growth of Andersen’s transmission restructuring business in 
Eastern half of US market. 


Putnam, Hayes and Bartlett, Inc 1995 - 1998 
Associate Consultant 


Associate consultant in firm’s energy practice with expertise in environmental asset valuation. 


Education	
Carnegie Mellon University, Tepper School of Business 
MSIA (MBA) with concentrations in finance, entrepreneurship and environmental management 
Self-designed major with supplemental coursework taken in Public Policy and Engineering Schools. 


 Entrepreneur of the Year Award, Don Jones Center for Entrepreneurship.
 Thomas M. Kerr Ethics in Business Award.


University of Maryland 
B.S. in Transportation and Logistics 


Programs for Life 
Certified Leadership Development Trainer 
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Frank Lacey 
Detailed List of Testimony, Speeches and Paper 
Page 1 of 16 


Prepared Direct Testimony of Frank Lacey On Behalf of Strategic 
Energy, LLC, before the Public Utilities Commission of the State of 
California in the matter of the Order Instituting Rulemaking 
Regarding the Implementation of the Suspension of Direct Access 
Pursuant to Assembly Bill 1X and Decision 01-09-060.  Docket No. 
R. 02-01-011.  June 6, 2002.


Prepared Rebuttal Testimony of Frank Lacey On Behalf of Strategic 
Energy, LLC before the Public Utilities Commission of the State of 
California in the matter of the Order Instituting Rulemaking 
Regarding the Implementation of the Suspension of Direct Access 
Pursuant to Assembly Bill 1X and Decision 01-09-060.  Docket No. 
R. 02-01-011.  June 20, 2002


Cross Examination testimony of On Behalf of Strategic Energy, LLC 
before the Public Utilities Commission of the State of California in the 
matter of the Order Instituting Rulemaking Regarding the 
Implementation of the Suspension of Direct Access Pursuant to 
Assembly Bill 1X and Decision 01-09-060.  Docket No. R. 02-01-011. 
July 2002.  


Prepared Testimony of Frank Lacey on the subject of truing up the 
CERS Fee On Behalf of Strategic Energy, LLC before the Public 
Utilities Commission Of the State Of California in the matter of the 
Order Instituting Rulemaking Regarding the Implementation of the 
Suspension of Direct Access Pursuant to Assembly Bill 1X and 
Decision 01-09-060.  Docket No. R. 02-01-011.  March 19, 2003 


Prepared Direct Testimony of Frank Lacey on behalf of Strategic 
Energy L.L.C. before the Pennsylvania Public Utility Commission in 
the matter Pennsylvania Public Utility Commission, et al. v. 
Duquesne Light Company, Docket Nos. R-00038092, R-
00038092C0001 and R-00038092C0002.  January 2003. 


Prepared Rebuttal Testimony of Frank Lacey on behalf of Strategic 
Energy L.L. C. Before the Pennsylvania Public Utility Commission in 
the matter Pennsylvania Public Utility Commission, et al. v. 
Duquesne Light Company Docket Nos. R-00038092, R-
00038092C0001 and R-00038092C0002.  February 2003. 


Prepared Supplemental Testimony of Frank Lacey on behalf of 
Strategic Energy L.L.C. before the Pennsylvania Public Utility 
Commission in the matter Pennsylvania Public Utility Commission, et 
al. v. Duquesne Light Company Docket Nos. R-00038092, R-
00038092C0001, R-00038092C0002.  November 2003 


Cross Examination testimony of Frank Lacey on behalf of Strategic 
Energy L.L.C. before the Pennsylvania Public Utility Commission in 
the matter Pennsylvania Public Utility Commission, et al. v. 
Duquesne Light Company Docket Nos. R-00038092, R-
00038092C0001, R-00038092C0002.  July 1, 2003. 
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Frank Lacey 
Detailed List of Testimony, Speeches and Paper 
Page 2 of 16 


Prepared Direct Testimony of Frank Lacey submitted on behalf of 
Strategic Energy L.L.C. and Dominion Retail, Inc. before the Public 
Utilities Commission of Ohio in the matters of the Continuation of 
the Rate Freeze and Extension of the Market Development Period for 
The Dayton Power and Light Company Case No. 02-2779-EL-ATA 
and the Application of The Dayton Power and Light Company for 
Certain Accounting Authority Pursuant to Section 4905.13, Ohio 
Revised Code Case No. 02-2879-EL-AAM.  May 19, 2003. 


Prepared Supplemental Testimony of Frank Lacey submitted on 
behalf of Strategic Energy L.L.C. and Dominion Retail, Inc. before 
the Public Utilities Commission of Ohio in the matters of the 
Continuation of the Rate Freeze and Extension of the Market 
Development Period for The Dayton Power and Light Company Case 
No. 02-2779-EL-ATA and the Application of The Dayton Power and 
Light Company for Certain Accounting Authority Pursuant to Section 
4905.13, Ohio Revised Code Case No. 02-2879-EL-AAM.  June 12, 
2003. 


Deposition Testimony of Frank Lacey submitted on behalf of 
Strategic Energy L.L.C. and Dominion Retail, Inc. before the Public 
Utilities Commission of Ohio in the matters of the Continuation of 
the Rate Freeze and Extension of the Market Development Period for 
The Dayton Power and Light Company Case No. 02-2779-EL-ATA 
and the Application of The Dayton Power and Light Company for 
Certain Accounting Authority Pursuant to Section 4905.13, Ohio 
Revised Code Case No. 02-2879-EL-AAM.  May 2003 and June 2003. 


Cross Examination testimony of Frank Lacey on behalf of Strategic 
Energy L.L.C. and Dominion Retail, Inc. before the Public Utilities 
Commission of Ohio in the matters of the Continuation of the Rate 
Freeze and Extension of the Market Development Period for The 
Dayton Power and Light Company Case No. 02-2779-EL-ATA and the 
Application of The Dayton Power and Light Company for Certain 
Accounting Authority Pursuant to Section 4905.13, Ohio Revised 
Code Case No. 02-2879-EL-AAM.  June 2003. 


Oral Testimony of Frank Lacey before the Standing Committee on 
Energy of the New York State Assembly on the issue of Ensuring a 
Reliable Supply of Electricity to the People of New York, Chairman 
Paul D Tonko, presiding.  March 6, 2003 


Prepared Direct Testimony of Frank Lacey on behalf of Strategic 
Energy, L.L.C. before the Pennsylvania Public Utility Commission in 
the matter of the Petition of Duquesne Light Company for Approval 
of Plan for Post-Transition Period Provider of Last Resort Service. 
Docket No. P-00032071.  February 2004. 


Prepared Rebuttal Testimony of Frank Lacey on behalf of Strategic 
Energy, L.L.C. before the Pennsylvania Public Utility Commission in 
the matter of the Petition of Duquesne Light Company for Approval 
of Plan for Post-Transition Period Provider of Last Resort Service. 
Docket No. P-00032071.  February 2004. 
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Frank Lacey 
Detailed List of Testimony, Speeches and Paper 
Page 3 of 16 
 
 


 
Cross Examination testimony of Frank Lacey on behalf of Strategic 
Energy, L.L.C. before the Pennsylvania Public Utility Commission in 
the matter of the Petition of Duquesne Light Company for Approval 
of Plan for Post-Transition Period Provider of Last Resort Service. 
Docket No. P-00032071.  April 1, 2004. 
 
Oral Testimony of Frank Lacey at the POLR Roundtable before the 
Pennsylvania Public Utility Commission re: Optimal Future POLR 
Design models.  May 3, 2004.   
 
Prepared Direct Testimony of Frank Lacey on behalf of Strategic 
Energy, L.L.C. and Mid-American Energy Company before the Public 
Utilities Commission of Ohio in the matters of The Application of the 
Cincinnati Gas & Electric Company to Modify its Non-Residential 
Generation Rates to Provide for Market-Based Standard Service 
Offer Pricing and to Establish a Pilot Alternative Competitively-Bid 
Service Rate Option Subsequent to Market Development Period, 
Case No. 03-93-EL-ATA, The Application of the Cincinnati Gas & 
Electric Company for Authority to Modify Current Accounting 
Procedures for Certain Costs Associated with the Midwest ISO, Case 
No. 03-2079-EL-AAM, and The Application of the Cincinnati Gas & 
Electric Company for Authority to Modify Current Accounting 
Procedures for Capital investment in its Electric Transmission and 
Distribution System and to Establish a Capital Investment Reliability 
Rider to be Effective After the Market Development Period, Case 
Nos. 03-2080-EL-AAM and 03-2080-EL-ATA.  May 6, 2003.   
 
Deposition of Frank Lacey in the matters of The Application of the 
Cincinnati Gas & Electric Company to Modify its Non-Residential 
Generation Rates to Provide for Market-Based Standard Service 
Offer Pricing and to Establish a Pilot Alternative Competitively-Bid 
Service Rate Option Subsequent to Market Development Period, 
Case No. 03-93-EL-ATA, The Application of the Cincinnati Gas & 
Electric Company for Authority to Modify Current Accounting 
Procedures for Certain Costs Associated with the Midwest ISO, Case 
No. 03-2079-EL-AAM, and The Application of the Cincinnati Gas & 
Electric Company for Authority to Modify Current Accounting 
Procedures for Capital investment in its Electric Transmission and 
Distribution System and to Establish a Capital Investment Reliability 
Rider to be Effective After the Market Development Period, Case 
Nos. 03-2080-EL-AAM and 03-2080-EL-ATA.  May 2003.   
 
Cross Examination Testimony of Frank Lacey on behalf of Strategic 
Energy, L.L.C. and Mid-American Energy Company before the Public 
Utilities Commission of Ohio in the matters of The Application of the 
Cincinnati Gas & Electric Company to Modify its Non-Residential 
Generation Rates to Provide for Market-Based Standard Service 
Offer Pricing and to Establish a Pilot Alternative Competitively-Bid 
Service Rate Option Subsequent to Market Development Period, 
Case No. 03-93-EL-ATA, The Application of the Cincinnati Gas & 
Electric Company for Authority to Modify Current Accounting 
Procedures for Certain Costs Associated with the Midwest ISO, Case 
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Detailed List of Testimony, Speeches and Paper 
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No. 03-2079-EL-AAM, and The Application of the Cincinnati Gas & 
Electric Company for Authority to Modify Current Accounting 
Procedures for Capital investment in its Electric Transmission and 
Distribution System and to Establish a Capital Investment Reliability 
Rider to be Effective After the Market Development Period, Case 
Nos. 03-2080-EL-AAM and 03-2080-EL-ATA.  May 18, 2003. 
 
Oral Testimony of Frank Lacey before the Michigan Senate 
Committee on Technology and Energy on the subject of revision to 
Public Act 141, the Michigan Electricity Choice and Restructuring Act, 
Chairman Bruce Patterson, Presiding.  May 19, 2004.   
 
Oral Testimony of Frank Lacey on behalf of Direct Energy Services, 
LLC before the Maryland Senate Finance Committee on Senate Bill 
561 on the subject of communications between electric companies 
and suppliers to enhance the development of competitive electric 
markets, Chairman Thomas Middleton, Presiding.  March 7, 2006.   
 
Oral Testimony of Frank Lacey on behalf of Direct Energy Services, 
LLC before the Maryland Senate Finance Committee on Senate Bills 
814, 1048, 1051 and 1078 on the subject of retail electricity market 
design, Chairman Thomas Middleton, Presiding.  March 14, 2006. 
 
Oral Testimony of Frank Lacey on behalf of Direct Energy Services, 
LLC before the Maryland House of Delegates Economic Matters 
Committee on House Bills 1334, 1654 and 1712 on the subject of 
retail electricity market design, Chairman Dereck Davis, Presiding.  
March 14, 2006.   
 
Oral Testimony of Frank Lacey on behalf of Direct Energy Services, 
LLC before the Pennsylvania Public Utility Commission in the Matter 
of Petition of Direct Energy Services, LLC for Emergency Order, 
Docket No. P-00062205, April 11, 2006.   
 
Oral Testimony of Frank Lacey on behalf of Direct Energy Services, 
LLC before the Pennsylvania Public Utility Commission in the Matter 
of Policies to Mitigate Potential Electricity Price Increases, Docket 
No. M-00061957, June 22, 2006. 
 
Prepared Direct Testimony of Frank Lacey on behalf of Direct Energy 
Services, LLC before the Pennsylvania Public Utilities Commission in 
the Matter of Duquesne Light Company Base Rate Case, Docket No. 
R-00061346, July 7, 2006.  (Case Settled) 
 
Prepared Rebuttal Testimony of Frank Lacey on behalf of Direct 
Energy Services, LLC before the Pennsylvania Public Utilities 
Commission in the Matter of Duquesne Light Company Base Rate 
Case, Docket No. R-00061346, August 2, 2006.  (Case Settled) 
 
Prepared Surrebuttal Testimony of Frank Lacey on behalf of Direct 
Energy Services, LLC before the Pennsylvania Public Utilities 
Commission in the Matter of Duquesne Light Company Base Rate 
Case, Docket No. R-00061346, August 16, 2006.  (Case Settled) 
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Prepared Direct Testimony of Frank Lacey on behalf of Direct Energy 
Services, LLC before the Pennsylvania Public Utilities Commission in 
the Matter of Petition of PPL Electric Utilities Corporation for 
Approval of Competitive Bridge Plan, Docket No. P-00062227, 
November 15, 2006. 
 
Prepared Rebuttal Testimony of Frank Lacey on behalf of Direct 
Energy Services, LLC before the Pennsylvania Public Utilities 
Commission in the Matter of Petition of PPL Electric Utilities 
Corporation for Approval of Competitive Bridge Plan, Docket No. P-
00062227, December 6, 2006. 
 
Prepared Surrebuttal Testimony of Frank Lacey on behalf of Direct 
Energy Services, LLC before the Pennsylvania Public Utilities 
Commission in the Matter of Petition of PPL Electric Utilities 
Corporation for Approval of Competitive Bridge Plan, Docket No. P-
00062227, December 15, 2006. 
 
Oral Rejoinder Testimony and Cross-examination of Frank Lacey on 
behalf of Direct Energy Services, LLC before the Pennsylvania Public 
Utilities Commission in the Matter of Petition of PPL Electric Utilities 
Corporation for Approval of Competitive Bridge Plan, Docket No. P-
00062227, December 15, 2006. 
 
Oral Testimony of Frank Lacey on behalf of Direct Energy Services, 
LLC before the Pennsylvania House of Representatives, Consumer 
Affairs Committee, Honorable Joseph Preston Jr., Chairman, March 
15, 2007. 
 
Prepared Direct Testimony of Frank Lacey on behalf of Direct Energy 
Services, LLC and the Retail Energy Supply Association before the 
Pennsylvania Public Utilities Commission in the Matter of Petition of 
Duquesne Light Company for Approval of Default Service Plan for 
the Period January 1, 2008 through December 31, 2010, Docket No. 
P-00072247, March 29, 2007.  (case settled) 
 
Prepared Rebuttal Testimony of Frank Lacey on behalf of Direct 
Energy Services, LLC and the Retail Energy Supply Association 
before the Pennsylvania Public Utilities Commission in the Matter of 
Petition of Duquesne Light Company for Approval of Default Service 
Plan for the Period January 1, 2008 through December 31, 2010, 
Docket No. P-00072247, April 12, 2007.  (case settled) 
 
Prepared Surrebuttal Testimony of Frank Lacey on behalf of Direct 
Energy Services, LLC and the Retail Energy Supply Association 
before the Pennsylvania Public Utilities Commission in the Matter of 
Petition of Duquesne Light Company for Approval of Default Service 
Plan for the Period January 1, 2008 through December 31, 2010, 
Docket No. P-00072247, April 20, 2007.  (case settled) 
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Prepared Direct Testimony of Frank Lacey on behalf of Direct Energy 
Services, LLC before the Pennsylvania Public Utilities Commission in 
the Matter of Petition of Pike County Light & Power Company for 
Expedited Approval of its Default Service Implementation Plan, 
Docket No. P-00072245, March 28, 2007. 
 
Prepared Rebuttal Testimony of Frank Lacey on behalf of Direct 
Energy Services, LLC before the Pennsylvania Public Utilities 
Commission in the Matter of Petition of Pike County Light & Power 
Company for Expedited Approval of its Default Service 
Implementation Plan, Docket No. P-00072245, April 11, 2007. 
 
Oral Surrebuttal Testimony and Cross-examination Testimony of 
Frank Lacey on behalf of Direct Energy Services, LLC before the 
Pennsylvania Public Utilities Commission in the Matter of Petition of 
Pike County Light & Power Company for Expedited Approval of its 
Default Service Implementation Plan, Docket No. P-00072245, April 
19, 2007.   
 
Prepared Direct Testimony of Frank Lacey on behalf of Direct Energy 
Services, LLC, before the Maryland Public Service Commission In the 
Matter of the Commission’s Investigation of Investor-owned Electric 
Companies’ Standard Offer Service for Residential and Small 
Commercial Customers in Maryland, Case No. 9117, September 14, 
2007.   
 
Prepared Reply Testimony of Frank Lacey on behalf of Direct Energy 
Services, LLC, before the Maryland Public Service Commission In the 
Matter of the Commission’s Investigation of Investor-owned Electric 
Companies’ Standard Offer Service for Residential and Small 
Commercial Customers in Maryland, Case No. 9117, September 28, 
2007.   
 
Oral Testimony of Frank Lacey on behalf of Direct Energy Services, 
LLC, before the Maryland Public Service Commission In the Matter of 
the Commission’s Investigation of Investor-owned Electric 
Companies’ Standard Offer Service for Residential and Small 
Commercial Customers in Maryland, Case No. 9117, October 2007. 
 
 
Oral Testimony of Frank Lacey on behalf of Direct Energy Services, 
LLC before the Pennsylvania House of Representatives Republican 
Policy Committee, Honorable Michael Turzai, Chairman, March 17, 
2008.   
 
Prepared Direct Testimony of Frank Lacey on behalf of Direct Energy 
Services, LLC and the Retail Energy Supply Association before the 
Pennsylvania Public Utilities Commission in the Matter of Petition of 
West Penn Power Company dba Allegheny Power for Approval of its 
Retail Electric Default Service Program and Competitive Procurement 
Plan for Service at the Conclusion of the Restructuring Transition 
Period, Docket No. P-00072342, February 12, 2008. 
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Prepared Rebuttal Testimony of Frank Lacey on behalf of Direct 
Energy Services, LLC and the Retail Energy Supply Association 
before the Pennsylvania Public Utilities Commission in the Matter of 
Petition of West Penn Power Company dba Allegheny Power for 
Approval of its Retail Electric Default Service Program and 
Competitive Procurement Plan for Service at the Conclusion of the 
Restructuring Transition Period, Docket No. P-00072342, March 11, 
2008. 
 
Prepared Surrebuttal Testimony of Frank Lacey on behalf of Direct 
Energy Services, LLC and the Retail Energy Supply Association 
before the Pennsylvania Public Utilities Commission in the Matter of 
Petition of West Penn Power Company dba Allegheny Power for 
Approval of its Retail Electric Default Service Program and 
Competitive Procurement Plan for Service at the Conclusion of the 
Restructuring Transition Period, Docket No. P-00072342, March 25, 
2008. 
 
Oral Cross-examination Testimony of Frank Lacey on behalf of Direct 
Energy Services, LLC and the Retail Energy Supply Association 
before the Pennsylvania Public Utilities Commission in the Matter of 
Petition of West Penn Power Company dba Allegheny Power for 
Approval of its Retail Electric Default Service Program and 
Competitive Procurement Plan for Service at the Conclusion of the 
Restructuring Transition Period,  Docket No. P-00072342, April 2, 
2008. 
 
Prepared Direct Testimony of Frank Lacey on behalf of Direct Energy 
Services, LLC, before the Pennsylvania Public Utility Commission in 
the matter of the Joint Application of West Penn Power Company 
d/b/a Allegheny Power, Trans-Allegheny Interstate Line Company 
and FirstEnergy Corp. for a  Certificate of Public Convenience under 
Section 1102(a)(3) of the Public Utility Code approving a change of 
control of West Penn Power Company And Trans-Allegheny 
Interstate Line Company, Docket Nos. A-2010-2176520 and A-
2010-2176732, August 17, 2010 
 
Prepared Sur-Rebuttal Testimony of Frank Lacey on behalf of Direct 
Energy Services, LLC, before the Pennsylvania Public Utility 
Commission in the matter of the Joint Application of West Penn 
Power Company d/b/a Allegheny Power, Trans-Allegheny Interstate 
Line Company and FirstEnergy Corp. for a  Certificate of Public 
Convenience under Section 1102(a)(3) of the Public Utility Code 
approving a change of control of West Penn Power Company And 
Trans-Allegheny Interstate Line Company, Docket Nos. A-2010-
2176520 and A-2010-2176732, October 1, 2010. 
 
Oral Cross-examination Testimony of Frank Lacey on behalf of Direct 
Energy Services, LLC, before the Pennsylvania Public Utility 
Commission in the matter of the Joint Application of West Penn 
Power Company d/b/a Allegheny Power, Trans-Allegheny Interstate 
Line Company and FirstEnergy Corp. for a  Certificate of Public 
Convenience under Section 1102(a)(3) of the Public Utility Code 
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approving a change of control of West Penn Power Company And 
Trans-Allegheny Interstate Line Company, Docket Nos. A-2010-
2176520 and A-2010-2176732, October 5, 2010. 
 
Oral Testimony of Frank Lacey on behalf of Comverge, Inc. at FERC 
Technical Conference in the Matter of PJM Interconnection, L.L.C., 
Docket No. ER11-3322-000, July 29, 2011, discussing the topic of 
appropriate methodologies to estimate load reductions during a 
demand response curtailment event.   
 
Prepared Direct Testimony of Frank Lacey on behalf of Comverge, 
Inc., before the Illinois Commerce Commission in the matter of 
Commonwealth Edison Company Petition for Statutory Approval of 
Smart Grid Advanced Metering Infrastructure Deployment Plan 
Pursuant to Section 16-108.6 of the Public Utilities Act, Docket No. 
12-0298, May 11, 2012. 
 
Oral Cross-examination Testimony of Frank Lacey on behalf of 
Comverge, Inc., before the Illinois Commerce Commission in the 
matter of Commonwealth Edison Company Petition for Statutory 
Approval of Smart Grid Advanced Metering Infrastructure 
Deployment Plan Pursuant to Section 16-108.6 of the Public Utilities 
Act, Docket No. 12-0298, May 23, 2012. 
 
Prepared Direct Testimony of Frank Lacey On Behalf of Comverge, 
Inc., before the Illinois Commerce Commission in the matter of 
Ameren Illinois Company Petition for Statutory Approval of a Smart 
Grid Advanced Metering Infrastructure Deployment Plan Pursuant to 
Section 16-108.6 of the Public Utilities Act, Docket No. 12-0244 on 
rehearing, August 24, 2012.   
 
Oral Cross-examination Testimony of Frank Lacey On Behalf of 
Comverge, Inc., before the Illinois Commerce Commission in the 
matter of Ameren Illinois Company Petition for Statutory Approval of 
a Smart Grid Advanced Metering Infrastructure Deployment Plan 
Pursuant to Section 16-108.6 of the Public Utilities Act, Docket No. 
12-0244 on rehearing, September 20, 2012.   
 
Prepared Direct Testimony of Frank Lacey on Behalf of Comverge, 
Inc., before the Illinois Commerce Commission in the matter of 
Commonwealth Edison Company's Petition for Approval of Tariffs 
Implementing ComEd’s Proposed Peak Time Rebate Program, 
Docket No. 12-0484, October 25, 2012. 
 
Oral Cross-examination Testimony of Frank Lacey on Behalf of 
Comverge, Inc., before the Illinois Commerce Commission in the 
matter of Commonwealth Edison Company's Petition for Approval of 
Tariffs Implementing ComEd’s Proposed Peak Time Rebate Program, 
Docket No. 12-0484, December 7, 2012.   
 
Prepared Direct Testimony of Frank Lacey on Behalf of Comverge, 
Inc., before the Maryland Public Service Commission in the matter of 
The Investigation of the Process and Criteria for Use in Development 
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of Requests for Proposal by the Maryland Investor-Owned Utilities 
for New Generation to Alleviate Potential Short-Term Reliability 
Problems in the State of Maryland, Case No. 9149, January 31, 
2013.   
 
Prepared Supplemental Direct Testimony of Frank Lacey on Behalf of 
Comverge, Inc., before the Maryland Public Service Commission in 
the matter of The Investigation of the Process and Criteria for Use in 
Development of Requests for Proposal by the Maryland Investor-
Owned Utilities for New Generation to Alleviate Potential Short-Term 
Reliability Problems in the State of Maryland, Case No. 9149, 
February 25, 2013.   
 
Prepared Direct Testimony of Frank Lacey on Behalf of Comverge, 
Inc., before the Illinois Interstate Commerce Commission in the 
matter of Ameren Illinois Company, d/b/a Ameren Illinois, Peak 
Time Rebate Program, Docket No. 13-0105, May 30, 2013.   
 
Oral Testimony of Frank Lacey on behalf of Comverge, Inc. at FERC 
Technical Conference in the Matter of PJM Interconnection, L.L.C., 
Docket No. ER13-2108-000, October 11, 2013, discussing the 
appropriate information requirements for demand response offers 
made three years prior to a delivery year.   
 
Oral Testimony and Cross Examination of Frank Lacey on behalf of 
Comverge, Inc, before the Utah Public Service Commission, In the 
Matter of Rocky Mountain Power for Approval to Cancel Schedule 
194, Docket No. 13-035-136, September 12, 2013.   
 
Prepared Direct Testimony of Frank Lacey on behalf of Direct Energy 
before the Massachusetts Department of Public Utilities in the 
Investigation as to the Propriety of Proposed Tariff Change in 
response to the Petition of Massachusetts Electric Company and 
Nantucket Electric Company each d/b/a National Grid, Docket 
Number DPU 15-155, March 18, 2016.   
 
Prepared Rebuttal Testimony of Frank Lacey on behalf of Direct 
Energy before the Massachusetts Department of Public Utilities in 
the Investigation as to the Propriety of Proposed Tariff Change in 
response to the Petition of Massachusetts Electric Company and 
Nantucket Electric Company each d/b/a National Grid, Docket 
Number DPU 15-155, April 28, 2016. 
 
Oral Cross-examination Testimony of Frank Lacey on behalf of Direct 
Energy before the Massachusetts Department of Public Utilities in 
the Investigation as to the Propriety of Proposed Tariff Change in 
response to the Petition of Massachusetts Electric Company and 
Nantucket Electric Company each d/b/a National Grid, Docket 
Number DPU 15-155, May 18, 2016.   
 
Expert Rebuttal Report and Damage Summary of Frank Lacey, 
Response to the Review Submitted by Nathan Katzenstein, prepared 
on behalf of Astral Energy in the matter of Treetop Development, et 
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al. v. Astral Energy, et al., Docket #: BER-L-9414-13, Superior 
Court of New Jersey, Bergen County, December 9, 2016. 
 
Expert Reply (Sur-rebuttal) of Frank Lacey, Reply to the Response 
Submitted by Nathan Katzenstein, prepared on behalf of Astral 
Energy in the matter of Treetop Development, et al. v. Astral 
Energy, et al., Docket #: BER-L-9414-13, Superior Court of New 
Jersey, Bergen County, April 28, 2017. 
 
Deposition of Frank Lacey on the topic of his Expert Rebuttal Report 
and Damage Summary prepared on behalf of Astral Energy in the 
matter of Treetop Development, et al. v. Astral Energy, et al., 
Docket #: BER-L-9414-13, Superior Court of New Jersey, Bergen 
County, May 17, 2017. 
 
Oral Testimony and Cross-examination Testimony on behalf of Astral 
Energy in the matter of Treetop Development, et al. v. Astral 
Energy, et al., Docket #: BER-L-9414-13, Superior Court of New 
Jersey, Bergen County, June 5, 2017.   
 
Prepared Rebuttal Testimony of Frank Lacey on behalf of Clearview 
Energy before the Pennsylvania Public Utilities Commission in 
Pennsylvania PUC v. Clearview Electric, Inc., Docket No. C-2016-
2543592, January 9, 2017.   
 
Prepared Direct Testimony of Frank Lacey on behalf of the Cape 
Light Compact before the Massachusetts Department of Public 
Utilities in the Petition of NSTAR Electric Company and Western 
Massachusetts Electric Company d/b/a Eversource Energy for 
Approval of their Grid Modernization Plans, Docket No. D.P.U. 15-
122/123, March 10, 2017.   
 
Oral Cross-examination Testimony of Frank Lacey (as part of the 
Cape Light Compact Panel of Witnesses) before the Massachusetts 
Department of Public Utilities in the Petition of NSTAR Electric 
Company and Western Massachusetts Electric Company d/b/a 
Eversource Energy for Approval of their Grid Modernization Plans, 
Docket No. D.P.U. 15-122/123, May 31, 2017.   
 
Prepared Direct Testimony of Frank Lacey on behalf of the Retail 
Energy Supply Association before the Massachusetts Department of 
Public Utilities in the Petition of NSTAR Electric Company and 
Western Massachusetts Electric Company each d/b/a Eversource 
Energy for Approval of an Increase in Base Distribution Rates for 
Electric Service Pursuant to G.L. C. 164, § 94 and 220 C.M.R. § 
5.00, Docket No. D.P.U. 17-05, April 28, 2017.   
 
Oral Cross-examination Testimony of Frank Lacey on behalf of the 
Retail Energy Supply Association before the Massachusetts 
Department of Public Utilities in the Petition of NSTAR Electric 
Company and Western Massachusetts Electric Company each d/b/a 
Eversource Energy for Approval of an Increase in Base Distribution 
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Rates for Electric Service Pursuant to G.L. C. 164, § 94 and 220 
C.M.R. § 5.00, Docket No. D.P.U. 17-05, June 27, 2017. 
 
Prepared Direct Testimony of Frank Lacey on behalf of the Retail 
Energy Supply Association before the New York Public Service 
Commission in the Matter of Eligibility Criteria for Energy Service 
Companies, Case No. 15-M-0127, in the Proceeding on the Motion of 
the Commission to Assess Certain Aspects of the Residential and 
Small Non-Residential Retail Energy Markets in New York State, 
Case No. 12-M-0476, and in the Matter of Retail Access Business 
Rules, Case No. 98-M-1343, September 15, 2017. 
 
Prepared Rebuttal Testimony of Frank Lacey on behalf of the Retail 
Energy Supply Association before the New York Public Service 
Commission in the Matter of Eligibility Criteria for Energy Service 
Companies, Case No. 15-M-0127, in the Proceeding on the Motion of 
the Commission to Assess Certain Aspects of the Residential and 
Small Non-Residential Retail Energy Markets in New York State, 
Case No. 12-M-0476, and in the Matter of Retail Access Business 
Rules, Case No. 98-M-1343, October 27, 2017. 
 
Oral Cross-examination Testimony of Frank Lacey on behalf of the 
Retail Energy Supply Association before the New York Public Service 
Commission in the Matter of Eligibility Criteria for Energy Service 
Companies, Case No. 15-M-0127, in the Proceeding on the Motion of 
the Commission to Assess Certain Aspects of the Residential and 
Small Non-Residential Retail Energy Markets in New York State, 
Case No. 12-M-0476, and in the Matter of Retail Access Business 
Rules, Case No. 98-M-1343, November, 2017. 
 
Prepared Direct Testimony of Frank Lacey on behalf of Direct Energy 
Services and its Affiliates before the Virginia State Commerce 
Commission in the Application of Virginia Electric and Power 
Company for Approval of 100% Renewable Energy Tariffs Pursuant 
to Subsection 56-577 A 5 and 56-234 of the Code of Virginia, 
Docket No. PUR-2017-00060, August 23, 2017. 
 
Oral Surrebuttal and Cross-examination Testimony of Frank Lacey 
on behalf of Direct Energy Services and its Affiliates before the 
Virginia State Commerce Commission in the Application of Virginia 
Electric and Power Company for Approval of 100% Renewable 
Energy Tariffs Pursuant to Subsection 56-577 A 5 and 56-234 of the 
Code of Virginia, Docket No. PUR-2017-00060, December 4, 2017. 
 
 
Prepared Direct Testimony of Frank Lacey on behalf of Direct Energy 
and its affiliates before the Commonwealth of Virginia State 
Corporate Commission in the Application of Virginia Electric and 
Power Company for Approval of 100 Percent Renewable Energy 
Tariffs for Residential and Non-residential Customers Pursuant to SS 
56-577 A 5 and 56-234 of the Code of Virginia, Case No. PUR-2017-
00157, April 17, 2018 
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Oral Direct and Cross-examination Testimony of Frank Lacey on 
behalf of the Retail Energy Supply Association before the Public 
Service Commission of the State of Delaware, In the Matter of the 
Review of Customer Choice in the State of Delaware, Docket No. 15-
1693, April 19, 2018.  
 
Prepared Direct Testimony of Frank Lacey on behalf of Direct Energy 
and Direct Energy Solar before the Rhode Island Public Utilities 
Commission in the matter of The Narragansett Electric Co. d/b/a 
National Grid's Proposed Power Sector Transformation (PST) Vision 
and Implementation Plan, Docket No. 4780, April 25, 2018, (Case 
Settled). 
 
Oral Testimony on behalf of the Advanced Energy Management 
Alliance before the Pennsylvania Public Utilities Commission En Banc 
Hearing for Supplier Consolidated Billing, Docket No. M-2018-
2645254, June 14, 2018.   
 
Prepared Supplemental Direct Testimony of Frank Lacey on behalf of 
Direct Energy and its affiliates before the Commonwealth of Virginia 
State Corporate Commission in the Application of Virginia Electric 
and Power Company for Approval of 100 Percent Renewable Energy 
Tariffs for Residential and Non-residential Customers Pursuant to SS 
56-577 A 5 and 56-234 of the Code of Virginia, Case No. PUR-2017-
00157, June 19, 2018. 
 
Prepared Direct Testimony of Frank Lacey on behalf of Direct Energy 
and its affiliates before the New Jersey Board of Public Utilities, In 
the Matter of the Petition of Public Service Electric and Gas Company  
for Approval of an Increase in Electric and Gas Rates and for 
Changes in the Tariffs for Electric and Gas Service, B.P.U.N.J. No. 16  
Electric and B.P.U.N.J. No. 16 Gas, and for Changes in Depreciation 
Rates, Pursuant to N.J.S.A. 48:2-18, N.J.S.A. 48:2-21 and N.J.S.A. 
48:2-21.1, and for Other Appropriate Relief, BPU Docket Nos.  
ER18010029 and GR18010030, OAL Docket No. PUC 01151-18, 
August 6, 2018, (Case Settled).   
 
Oral Testimony and Cross Examination of Frank Lacey (as part of 
Direct Energy Panel) before the Rhode Island Public Utilities 
Commission in the matter of The Narragansett Electric Co. d/b/a 
National Grid's 2018 Standard Offer Service (SOS) Procurement Plan 
and 2018 Renewable Energy Standard (RES) Procurement Plan, 
Docket No. 4692, August 27, 2018. 
 
Oral surrebuttal testimony and cross examination of Frank Lacey on 
behalf of Direct Energy and its affiliates before the Commonwealth 
of Virginia State Corporate Commission in the Application of Virginia 
Electric and Power Company for Approval of 100 Percent Renewable 
Energy Tariffs for Residential and Non-residential Customers 
Pursuant to SS 56-577 A 5 and 56-234 of the Code of Virginia, Case 
No. PUR-2017-00157, September 18, 2018. 
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Prepared Direct Testimony of Frank Lacey on behalf of Direct Energy 
In the Matter of the Long-Term Forecast Report of Ohio Power 
Company and Related Matters; In the Matter of the Application 
Seeking Approval of Ohio Power Company’s Proposal to Enter Into 
Renewable Energy Purchase Agreements for Inclusion in the 
Renewable Generation Rider; In the Matter of the Application of 
Ohio Power Company to Amend its Tariffs, Case Nos. 18-501-EL-
FOR; 18-1392-EL-RDR and 18-1393-EL-ATA, January 2, 2019. 
 
Oral rebuttal testimony and cross-examination of Frank Lacey on 
behalf of Direct Energy In the Matter of the Long-Term Forecast 
Report of Ohio Power Company and Related Matters; In the Matter 
of the Application Seeking Approval of Ohio Power Company’s 
Proposal to Enter Into Renewable Energy Purchase Agreements for 
Inclusion in the Renewable Generation Rider; In the Matter of the 
Application of Ohio Power Company to Amend its Tariffs, Case Nos. 
18-501-EL-FOR; 18-1392-EL-RDR and 18-1393-EL-ATA, January 23, 
2019. 
 
Prepared Direct Testimony of Frank Lacey on behalf of Direct Energy 
Services and Direct Energy Business before the Virginia State 
Corporation Commission in the Application of Virginia Electric and 
Power Company for Approval to Establish Rate Schedule, Designated 
Rate Schedule MBR, Pursuant to §§ 56-234 A of the Code of 
Virginia, Case No. PUR-2018-00192, June 13, 2019.   
 
Oral surrebuttal testimony and cross examination of Frank Lacey on 
behalf of Direct Energy Services and Direct Energy Business before 
the Virginia State Corporation Commission in the Application of 
Virginia Electric and Power Company for Approval to Establish Rate 
Schedule, Designated Rate Schedule MBR, Pursuant to §§ 56-234 A 
of the Code of Virginia, Case No. PUR-2018-00192, July 26, 2019.   
 
Oral direct testimony and cross examination of Frank Lacey on 
behalf of Direct Energy Business before the Virginia State 
Corporation Commission on the Motion of Direct Energy Business for 
Temporary Injunctive Relief and Request for Expedited Action, Case 
No. PUR-2019-00117, August 7, 2019. 
 
Oral direct testimony and cross examination of Frank Lacey on 
behalf of Direct Energy Business before the Virginia State 
Corporation Commission in the joint hearing in the Petition of 
Virginia Electric and Power Company for a Declaratory Judgement 
against Direct Energy and the Petition of Virginia Electric and Power 
Company for a Declaratory Judgement against Calpine Energy 
Solutions, Case Nos. PUR-2019-00117 and PUR-2019-00118, August 
20, 2019.   
 
Prepared Direct Testimony of Frank Lacey on behalf of the Energy 
Supplier Coalition before the Maryland Public Service Commission in 
the Application of Baltimore Gas & Electric Company to Adjust 
Electric and Gas Base Rates, Case No. 9610, September 10, 2019. 
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Prepared Rebuttal Testimony of Frank Lacey on behalf of the Energy 
Supplier Coalition before the Maryland Public Service Commission in 
the Application of Baltimore Gas & Electric Company to Adjust 
Electric and Gas Base Rates, Case No. 9610, October 4, 2019. 
 
Prepared Direct Testimony of Frank Lacey on behalf of Direct Energy 
before the Virginia State Corporate Commission in the Application of 
Virginia Electric and Power Company For Approval of a 100 Percent 
Renewable Energy Tariff, Designated Rider TRG, Pursuant to 56-577 
A 5 and 56-234 of the Code of Virginia, Case No. PUR-2019-00094, 
October 17, 2019. 
 
Prepared Surrebuttal Testimony of Frank Lacey on behalf of the 
Energy Supplier Coalition before the Maryland Public Service 
Commission in the Application of Baltimore Gas & Electric Company 
to Adjust Electric and Gas Base Rates, Case No. 9610, October 22, 
2019. 
 
Prepared Rejoinder Testimony of Frank Lacey on behalf of the 
Energy Supplier Coalition before the Maryland Public Service 
Commission in the Application of Baltimore Gas & Electric Company 
to Adjust Electric and Gas Base Rates, Case No. 9610, November 8, 
2019. 
 
Oral testimony and cross-examination of Frank Lacey on behalf of 
the Energy Supplier Coalition before the Maryland Public Service 
Commission in the Application of Baltimore Gas & Electric Company 
to Adjust Electric and Gas Base Rates, Case No. 9610, November 
14, 2019. 
 
Oral Rebuttal Testimony of Frank Lacey on behalf of Direct Energy 
before the Virginia State Corporate Commission in the Application of 
Virginia Electric and Power Company For Approval of a 100 Percent 
Renewable Energy Tariff, Designated Rider TRG, Pursuant to 56-577 
A 5 and 56-234 of the Code of Virginia, Case No. PUR-2019-00094, 
November 21, 2019. 
 
Affidavit of Frank Lacey in opposition to Plaintiffs’ Motion for Class 
Certification before the Supreme Court of New York, County of New 
York, IAS Part 17, in BLT Steak, LLC and BLT Fish LLC v. Liberty 
Power Corp., LLC, d/b/a Liberty Power New York and Liberty Power 
Holdings LLC, Index No 151293/2013 (S Hagler, J.S.C.) Mot. Seq. 
11, February 20, 2020.   
 
Direct Testimony of Frank Lacey on behalf of Direct Energy before 
the Virginia State Corporate Commission in Commonwealth of 
Virginia, ex rel. State Corporation Commission, Ex parte: Allocation 
of RPS Costs to Certain Customers of Virginia Electric and Power 
Company, Case No. PUR-2020-00164, November 2, 2020.   
 
Lacey, Frank, FERC Order No. 745 – Problems and Solutions to the 
“EPSA” Problem, Presentation to National Regulatory Conference, 
Williamsburg, VA, May 21, 2015.   
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Panel Discussion, The State of Demand Response in Organized 
Markets – The uncertainty created by EPSA v. FERC, Energy Bar 
Association, Northeast Chapter Annual Meeting, Newark, NJ, June 
11, 2015. 
 
Lacey, Frank, The Supreme Court on Energy in 2016, What it Means 
to Your Business, Presentation to Solar Power International, Las 
Vegas, NV, September 14, 2016. 
 
Lacey, Frank, Electric Storage Participation in Markets Operated by 
Regional Transmission Organizations and Independent System 
Operators, Presentation to Solar Power International, Las Vegas, NV, 
September 11, 2017.  
 
Lacey, Frank, Update: Electric Storage Participation in Markets 
Operated by Regional Transmission Organizations and Independent 
System Operators Solar Power Northeast, February 5, 2018. 
 
Lacey, Frank, The Extermination of BUGS from the US Electricity 
Markets, em – The Magazine for Environmental Managers, published 
by the Air and Waste Management Association, March 2016.   
 
Lacey, Frank, Default Service Pricing has been Wrong All Along, 
Pubic Utilities Fortnightly, January 2019. 
 
Lacey, Frank, Default Service Pricing – the Flaw and the Fix, The 
Electricity Journal, Volume 32 (April 2019). 
 
Lacey, Frank and Travis Kavulla, Financial and Governance 
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X
efault service prices have been wrong for two decades.


Most of the states that have implemented competition in electric and gas sales have employed 
a Provider of Last Resort, POLR, or default service to supply electricity to customers who do not 
select an alternative provider. Yet the utilities allocate few to no “costs to serve customers” to default 
service rates.


Th is practice has allowed the incumbent utilities to price default service below market rates. And it has allowed 
them to maintain unregulated monopoly-like power and dominant market positions in the energy markets in their 
respective service territories.


 Th e failure to allocate costs appropriately to a utility business unit is in direct confl ict with cost allocation guid-
ance from the National Association of Regulatory Utility Commissioners, NARUC. Until the default service pricing 
distortion is corrected, utility default service providers will continue to hold an anti-competitive pricing advantage in 
the provision of retail electricity service.1 Regulators should act to correct this major market fl aw.


are receiving incorrect and 
inappropriate price signals 
from their host utilities.


 Customers who have 
switched to competitive sup-
pliers are subsidizing those 
who stay on default service. 
And competitive suppliers 
are at a distinct pricing disad-
vantage compared to default 
service providers, allowing the 
utility market power to prolif-
erate in retail energy markets.


Th is pricing incongruity 
allows utilities to maintain a stronghold over customers in their 
service territory. It also has given rise to claims about overcharging 
by competitive suppliers.


Freestanding Default Service Business 
Couldn’t Survive
It is easy to prove the anti-competitive pricing in default service. 
One only needs to contemplate how long a default service business 
could operate if it was removed from the distribution company 
but kept its current cost structure intact. Th e short answer is that 
it would survive for only a very short period of time – technically, 
not even a day.


Default service companies need to issue tens of thousands 
of invoices every day and then need to process revenues as they 
come in. But because no costs to serve customers are allocated to 
default service businesses, there would be no money to pay any 
employees to perform those functions, nor any other function 
involved in running a default service business.


 Th e current default service businesses would be bankrupt in 
a matter of days, or even hours, if they were operated outside of 
the distribution utilities. Clearly, this is a fundamentally fl awed 


Default Service Rates Artificially Low
Several states have deregulated or restructured their energy 
markets to allow consumers to choose their own electric and 
or gas supplier. With few notable exceptions, the deregulation 
models adopted in these states called for the incumbent utility 
to become the POLR or default service provider.2


While initially envisioned to serve a small number of customers 
who needed a “last resort” provider, the market rules incorporated 
into most restructured markets placed all customers on last resort 
service at the inception of retail competition, making it more of 
a “default” service.


Because an appropriate amount of costs are not allocated to 
default service, customers are reluctant to leave their incumbent 
utility. Th ey are receiving electricity that is subsidized by 
distribution rates.


Th e default service pricing subsidy provides the incumbent 
utilities with what are eff ectively unregulated monopolies. Default 
service customers are not being charged an amount that is refl ec-
tive of the cost to serve them.


Th e lack of any meaningful cost allocations to default ser-
vice allows (requires) the incumbent utilities in restructured 
states to understate the price of retail electricity. Th is practice 
eff ectively eliminates competitive suppliers from functioning in 
those markets.


Th is pricing error leads to numerous market fl aws. Distribution 
rates are too high. Default service rates are too low. Customers 


D


The failure to 
allocate costs 
appropriately to 
a utility business 
unit is in direct 
conflict with 
cost allocation 
guidance 
from NARUC.
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question the standard that service should 
be provided at cost. Non-cost concepts 
and principles often modify the cost 
of service standard, but it remains the 
primary criterion for the reasonableness 
of rates. The cost principle applies not 
only to the overall level of rates, but to 
the rates set for individual services, classes 
of customers, and segments of the utility’s
business.” Emphasis added.


NARUC has separately published cost 
allocation principles. The principles should 
be applied, according to NARUC “when-
ever products or services are provided 
between a regulated utility and its non-
regulated affiliate or division.” NARUC 
principles apply to default service, a busi-
ness segment where many services are 
provided by the distribution company:


“The allocation methods should 
apply to the regulated entity’s affiliates 
in order to prevent subsidization from and 
ensure equitable cost sharing among the 
regulated entity and its affiliates, and vice 
versa.” Emphasis added.


NARUC states that the objective of
its guidelines is to “lessen the possibil-
ity of subsidization in order to protect
monopoly ratepayers and to help establish 
and preserve competition in the electric 
generation and the electric and gas supply 
markets.” Emphasis added.


In fact, to ensure the competitiveness 
of markets, NARUC states that generally, 
“the price for services, products and the 
use of assets provided by a regulated entity 
to its non-regulated affiliates should be at 


the higher of fully allocated costs or prevailing market prices.” 
Emphasis added.


NARUC’s objectives and guidelines have been ignored in 
pricing default service.


Market Distortions
The default service pricing anomaly has given rise to many market 
distortions and has resulted in competitive suppliers being cast in 
a negative light in many jurisdictions. It has caused competitive 
suppliers to spend millions of dollars in unnecessary marketing 
costs, regulatory costs and legal and compliance costs.


Most important, it has resulted in customer harm from being 
constrained to the utilities’ “no service” products and from the 


system and one that conflicts with all traditional rate-making 
standards.


Cost allocation is a fundamental tenet of utility ratemaking. 
The principles of cost allocation are fully endorsed by NARUC 
and should be applied to default service as they are to all other 
utility rates.


Allocations are required to appropriately assign fixed costs to 
multiple products or services that drive the costs. The principles 
of cost allocation are the foundation for nearly every (if not every) 
utility rate, aside from default service rates.


The NARUC Cost Accounting Manual states:
“While opinions vary on the appropriate methodologies 


to be used to perform cost studies, few analysts seriously 


COMPARATIVE ELECTRIC CUSTOMER RATESFIG. 1


Percentage migration by customer count


State Utility
Residential 
customers


Small and medium 
customers


Large 
customers


DC PEPCO 15.0 32.1 N/A


MD BGE 23.9 41.0 96.5


PEPCO 19.8 42.8 87.9


POT ED 10.8 32.4 90.3


Delmarva 13.8 35.8 96.9


NJ ACE 12.8 32.2 87.1


JCPL 16.6 38.1 83.7


PSEG 9.7 24.7 81.0


RECO 6.9 18.4 74.5


PA Duquesne 29.9 39.9 63.1


Met-Ed 30.2 45.1 86.3


PECO 31.0 46.0 91.0


Penn Elec 26.1 42.2 88.1


Penn Power 24.2 46.3 100.0


PPL 41.3 53.7 70.5


West Penn 24.7 32.8 91.9


NY Central Hud 13.1 23.1 78.0


Con Ed 22.8 29.8 91.6


Nat Grid 16.1 38.5 80.2


NYSEG 18.6 35.2 66.0


O & R 33.5 45.9 26.4


Rochester 16.2 42.0 93.2


Maine State-wide 14.1 42.6 84.2


Delaware Delmarva 9.8 32.2


Electric customer rates of switching from utility to competitive retail provider.
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otherwise incur if the electricity 
was priced appropriately.


The distribution subsidy also 
creates a barrier to evaluating 
competitive offers. It is impos-
sible for customers to assess 
fairly a competitive offer when 
the utility price is artificially 
low.4 Because the basic competi-
tive market product would be 
viewed as uneconomic by the 


consumers, competitive suppliers are less likely to invest fully in 
the market, depriving customers of other products and services 
that the suppliers might be inclined to offer in that market. 
Foregone products and services include many that might reduce 
a consumer’s consumption overall, benefitting the customers and 
the environment.


Finally, the distribution subsidy results in a distribution rate 
that is too high. Customers who have moved away from the 
utility are forced to pay costs that benefit customers who remain 
on default service. 


Recent Analyses Reveal Subsidies
Substantial analyses seeking to understand the magnitude of 
the distribution subsidy have been performed in two recent 
distribution rate cases. The results of those analyses have been 
presented to utility commissions in Pennsylvania and New 


lack of product options that are 
available in more competitive 
markets.


Table One details the per-
centage of customers who have 
chosen a competitive electric 
supplier across many of the 
deregulated electricity markets. 
Despite two decades of compe-
tition and dozens of suppliers 
vying for customers in every 
market, the incumbent utility 
stronghold on the market, espe-
cially over residential customers, 
is painfully clear.


See Figure One.
At the low end, we see single 


digit migration rates for residen-
tial customers to competitive 
suppliers. The Pennsylvania 
market shows the most promis-
ing residential migration numbers 
– ranging from the mid-twenty 
percent range to just over forty percent in PPL’s service territory.


States that have deployed municipal aggregations to facili-
tate customer migration are not included in this chart because 
aggregations are simply a regulatory fix that masks the pricing 
problem in the short-term. Municipal aggregations do not solve 
the pricing problems over time.


Figure Two shows the same data in graphical form. The 
utilities all show the same migration trends. Small customers do 
not migrate away from the utilities while the largest customers 
participate in the competitive markets at very high penetration 
levels.3 See Figure Two.


Artificially Low Default Service Prices  
Harms Customers
Under an appropriate cost allocation approach, the customers 
will pay, on net, the same amount every year. Cost allocation 
does not cause an increase in costs to customers. It only moves 
costs to different buckets.


Because there is no total cost increase to customers with an 
appropriate cost allocation, the argument that the customers 
are better off under the current pricing model is flawed. In fact, 
because of the inaccurate pricing signal with the current model, 
customers are harmed in meaningful ways.


Most important, customers are not receiving the appropriate 
price signal for energy. This results in a potential to over-consume 
energy provided by default service providers, yielding what could 
be a higher overall monthly cost to the customer than would 


Customers who 
have switched  
to competitive 
suppliers are 
subsidizing those 
who stay on 
default service.
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PECO’s, an additional 1.0 cents per kWh represents a subsidy of 
about eight percent to residential default service rates.


In the PSEG rate case, not enough information was provided 
by the utility to determine the magnitude of costs (working 
capital, credit, bad debt, etc.) that should be directly assigned 
to default service. As a matter of conservatism in my analysis, I 
assumed that those should be only partially allocated.


If direct costs were assigned properly to default service and 
indirect costs were allocated appropriately, the actual costs to 
serve default service customers in New Jersey could be in the 
range of 1.5 cents per kilowatt-hour.


With default service rates ranging from the 
low single digits to the low teens in cents per 
kilowatt-hour in markets across the country, 
and the unallocated funds (or subsidies) rang-
ing from 1.0 to 1.5 cents per kilowatt-hour, 
this subsidy can be valued anywhere between 
eight percent and fifty percent of a monthly 
default service charge. A subsidy of that 
magnitude, or that scale of utility “discount” 
severely distorts the market, unfairly advan-
tages the utilities over competitive service 
providers and harms customers.


Conclusion
Appropriately allocating costs currently paid 


by distribution customers to default service is a critical next step 
in creating more competitively neutral energy markets in the 
United States. This one step will not create the perfect markets, 
but it will remove a significant anti-competitive pricing advantage 
held by monopoly utilities.


It will also remove a subsidy that competitive supply customers 
are forced to pay to benefit default service customers, and it will 
help create a market that competitive suppliers are more willing 
to invest in. At the same time, if implemented correctly, it keeps 
distribution utilities financially whole. It is a win-win-win solution 
benefitting all market participants. PUF


Jersey in the form of expert testimony in those respective cases. 
These analyses show that the subsidy is significant – a penny or 
more per kilowatt-hour – as high as fifteen percent of the default 
service rate.


In PECO’s rate proceeding, Pennsylvania Public Utility 
Commission’s docket R-2018-3000164, NRG Energy Company 
provided an analysis of PECO’s distribution rates to determine if 
any distribution costs were being used to subsidize PECO’s default 
service rates. The analysis showed that the subsidy of PECO’s 
default service by PECO’s distribution business amounts to 1.25 
cents per kilowatt-hour for residential customers.


If that amount was properly allocated to PECO’s default 
service rates, it would increase those rates by approximately 
fifteen percent. Of course, if the costs were properly allocated 
to default service, the corresponding cost components from the 
distribution rates would decrease by the same amount.


In PSEG’s rate proceeding, New Jersey Board of Public 
Utilities docket ER18010029, I undertook on behalf of Direct 
Energy, a similar analysis. My analysis showed that the subsidy 
that PSEG distribution rates were providing to PSEG’s default 
service amounts to 1.0 cents per kilowatt-hour to residential 
customers. Because PSEG’s default service rates are higher than 


Foregone products and 
services include many 
that might reduce a 
consumer’s consumption 
overall, benefitting the 
customers and the 
environment.
– Frank Lacey


‘‘


’’


Endnotes:
1. While this article is focused on electricity mar-


kets, the same pricing problems exist in gas mar-
kets. The costs to serve customers are not 
allocated to those customers’ rates. Instead, they 
are charged to distribution customers. 


2. Most of the deregulation models deployed in the 
U.S. are generally very similar. In contrast, Texas 
electricity customers and Georgia natural gas 
customers were placed with market participants 
at the inception of those markets and default ser-
vice in those markets is truly a “last resort” ser-
vice, not a “default” or “do nothing” service. 


3. The one anomaly revealed in this chart is in the 
Orange & Rockland Utility in New York. It 
shows an uncharacteristic low level of customer 
migration at the large end of the customer spec-
trum. It is not clear whether this is a data error 
on the NY PSC website, or if there is a market 
anomaly in that market that results in the largest 
customers remaining with the utility. 


4. Under no circumstance should any price, includ-
ing the utilities’ default service price, be consid-
ered a benchmark price. The default service price 
is for a specific product with a specific set of 
parameters associated with it. Additionally, as 


this article notes, it is heavily subsidized. It comes 
with a certain level of service and a limited abil-
ity for it to be modified in any way to meet cus-
tomers’ needs. Regardless, regulators in many 
states have mandated rules that require a com-
parison of all products to the utility default ser-
vice price. These requirements include for 
example, a requirement that the default service 
price be placed on a customer’s invoice, even if 
the customer is being served by another supplier, 
with a different product. Some have required 
that all sales interactions include a notice of the 
utilities’ default service price.
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A B S T R A C T


Utility default service has been priced incorrectly for two decades. Incumbent utilities serving as default service
providers for both electricity and gas allocate few to no “costs to serve” to default service rates. The indirect costs
not allocated include billing, customer care, enrollments, metering, and other overhead and add up to billions of
dollars annually. These costs are paid in distribution rates. The resulting rate for utility-provided default service
is a below-market price, allowing the utilities to maintain dominant market positions in the retail markets for
residential and small commercial customers. This pricing practice distorts the relevant retail electric and gas
markets and harms customers and the markets. NARUC cost allocation guidelines advocate that the cost of utility
resources used in the provision of default service should be allocated to that service. This paper presents a
Default Service Equalization Adjustment Mechanism (“D-SEAM”) that when deployed properly, will provide the
default service utilities with a tool to allocate an appropriate amount of costs to default service rates and then
adjust that allocation on a monthly basis to ensure the distribution utility is made whole financially as customers
migrate off of default service. Without an appropriate allocation of cost to default service, incumbent utilities
will maintain a dominant market position in the retail markets for residential and small commercial customers as
a result of the significant subsidy provided by the distribution rates. Utilities should adopt, and/or the regulators
should compel the adoption of a complete and appropriate allocation of costs to default service. It is only with
this allocation that customers will be able to reasonably compare market offerings.


1. Introduction


1.1. Default service prices have been wrong for two decades


Several states have restructured their electricity and/or gas markets
to allow for customer choice of energy suppliers. Most of these states
have implemented a Provider of Last Resort (“POLR”) provider or
Default Service provider to provide electricity to customers who do not
select an alternative provider. As long as default service remains the
benchmark against which other offers are compared1, it should be
priced so that all of the costs incurred to provide default service are
included. For it is only in that circumstance when competitive retail


energy markets empower customers to meaningfully compare energy
offers. Testimony presented in recent rate proceedings for PECO electric
distribution utility in Pennsylvania and PSEG’s electric and gas dis-
tribution utilities in New Jersey reveal the magnitude of the pricing
subsidies that are present in those markets. The practice of not allo-
cating costs appropriately to a utility business unit is in direct conflict
with cost allocation guidance from the National Association of Reg-
ulatory Utility Commissioners (“NARUC”). Until the pricing distortion
is corrected, utility default service providers will continue to hold an
anti-competitive pricing advantage in the provision of what should be
competitive retail electricity service. Regulators should act to correct
this major market flaw.


https://doi.org/10.1016/j.tej.2019.02.002


E-mail address: frank@eacpower.com.
1 For several reasons, including those discussed within this paper, utility-provided default service products and prices should not be a benchmark to compare any


competitive service offerings. The default service price is for a very specific product with a very specific set of parameters associated with it. This rate is often
reconcilable and reflects a price from a prior point in time in the market. Additionally, as this article notes, default service is heavily subsidized. It comes with a
certain level of service and a very limited ability for it to be modified in any way to meet customers’ needs. Regardless, regulators in many states have mandated rules
that require a comparison of all products to the utility default service price. These requirements include for example, a requirement that the default service price be
placed on a customer’s invoice, even if the customer is being served by another supplier, with a different product. Some have required that all sales interactions
include a notice of the utilities’ default service price.
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The majority of states that have restructured retail energy markets
report statistics on customer migration away from the incumbent uti-
lities. This data shows clearly that the incumbent utilities in re-
structured states continue to hold strong market dominance in the re-
sidential and small commercial markets. For example, after nearly 20
years of competition, the majority of restructured states show migration
rates of less than 20% of the residential electricity customers.2


The explanations proffered by the so-called “energy experts” all
miss the simple truth – the incumbent utilities still hold vast market
powers granted to them by their respective regulators. Most notably,
the cost of providing default service is nearly fully- (and in some cases
fully-) subsidized by the host utility’s distribution customers. Yes, cus-
tomers typically pay the full price for the electrons they receive.
Customers, however, are not charged for billing, IT, overhead, or any
other costs that should rightfully be allocated to default service. The
simple thought experiment to see if appropriate costs are being allo-
cated to the default service business is to imagine what would happen if
default service was severed from the utility’s distribution business.
Under this imaginary scenario, nearly every default service program
would be bankrupt in a matter of days, if not hours, if it was removed
from the distribution business. This simple example should allow the
reader to clearly see that utilities are not allocating adequate costs to
default service.


2. Background


Several states within the United States have deregulated or re-
structured their retail energy markets to allow consumers to choose
their own electric and/or gas supplier. While the utilities in these re-
gions continue to maintain monopoly franchise rights over their “pipes
and wires” businesses, their electric generation and gas supply busi-
nesses are now subject to competitive forces and customer choice of
supplier. With few notable exceptions, the deregulation models adopted
in these states called for the incumbent utility to become the POLR or
default service provider. While initially envisioned to serve a small
number of customers who were in need of a “last resort” provider, the
market rules incorporated into most restructured markets placed all
customers on “last resort” service at the inception of retail competition3


. Because “last resort” became such an inappropriate phrase for what
utility service has become, the name has morphed to “standard offer” or
“default service” – the service for customers who fail to choose a
competitive alternative. Unfortunately, embedded in this process are
default service prices that are heavily subsidized by the host utilities’
distribution companies. As a result, default service customers are misled
about their retail market options and thus, frequently remain with their
incumbent utility.


Some default service providers pass along some direct costs to their
customers, such as the cost of credit to procure power in the open
market. Some providers pass on no costs at all beyond the direct cost of
the energy provided. No incumbent utility default service provider in
the US passes along any indirect costs to its default service business.
The indirect costs incurred to provide service to default service custo-
mers amount to billions of dollars annually and are being paid by dis-
tribution customers. This distorts significantly the retail energy mar-
kets, providing the incumbent default service provider with a pricing


advantage that allows them to maintain market dominance in the re-
sidential and small commercial customer segments.


These subsidies are the primary reason that retailers focus on non-
price issues and offer many value-added products and services. It is
simply not practical to compete with standard offer service on price
alone. In short, the default service rates offered to customers by in-
cumbent utilities are artificially low, which leads to numerous market
flaws: distribution rates are too high; default service rates are too low;
customers are receiving incorrect and inappropriate price signals from
their host utilities; consumers are not provided adequate information to
make informed energy decisions; and customers who have switched to
competitive suppliers are subsidizing those who stay on default service.
This pricing incongruity allows the incumbent default service providers
to maintain market dominance over customers in their service terri-
tories and it also has given rise to bogus claims of “overcharging” by
competitive suppliers.


3. Data from recent analyses


Substantial analyses seeking to understand the magnitude of the
distribution subsidy have been performed in recent distribution rate
cases. The results of those analyses have been presented to Utility
Commissions in Pennsylvania and New Jersey in the form of expert
testimony in those cases. These analyses show that the subsidy is sig-
nificant – a penny or more per kilowatt-hour – or more than 10% of the
default service rate.


In PECO’s rate proceeding (PA PUC Docket No. R-2018-3000164),
NRG Energy Company presented an analysis of PECO’s distribution
rates that showed the subsidy of PECO’s default service by PECO’s
distribution business amounts to 1.25 cents per kilowatt-hour for re-
sidential customers.4


In PSEG’s rate proceeding (NJ BPU Docket No. ER18010029), Frank
Lacey (the author of this article), an energy markets consultant and
president of Electric Advisors Consulting, undertook on behalf of Direct
Energy, a similar analysis that showed the PSEG distribution rates were
providing default service subsidies of 1.0 cent per kilowatt-hour to re-
sidential customers and 0.67 cents per kWh to C&I customers.5


4. Proposed solution


The distribution companies should allocate the portion of costs in-
curred to operate the default service business to the that business and
collect those costs from its customers on the energy portion of those
customers’ invoices. In order for the distribution company to fully
collect its regulated revenue requirement, the distribution companies
should also implement crediting, balancing and true-up mechanisms to
ensure that it is never over- or under-collecting.


4.1. Cost allocation mechanism


Distribution resources that are used in the functioning of the default
service business should be identified. The costs associated with these
resources should be quantified as they would be in a rate proceeding.
Once the bucket of costs is identified, an appropriate allocation


2 This paper focuses on competitive electricity markets. The same dynamics
discussed in this paper are also present in the competitive gas markets. The
distribution companies significantly subsidize the commodity price by failing to
allocate costs to serve default service customers. The solutions provided in this
paper are applicable to gas distribution companies as well.


3 A few deregulation models were implemented differently, and customers
were immediately placed into the competitive market upon inception of the
market. Notably, Texas electricity customers and Georgia natural gas customers
were placed with market participants at the inception, or shortly after the in-
ception of those markets.


4 Direct Testimony of Chris Peterson on Behalf of NRG Energy Company,
Pennsylvania Public Utility Commission v. PECO Energy Company, Docket No.
R-2018-3000164, June 26, 2018.


5 Prepared Direct Testimony of Frank Lacey on behalf of Direct Energy and its
affiliates before the New Jersey Board of Public Utilities, In the Matter of the
Petition of Public Service Electric and Gas Company for Approval of an Increase in
Electric and Gas Rates and for Changes in the Tariffs for Electric and Gas Service,
B.P.U.N.J. No. 16, Electric and B.P.U.N.J. No. 16, Gas, and for Changes in
Depreciation Rates, Pursuant to N.J.S.A. 48:2-18, N.J.S.A. 48:2-21 and N.J.S.A.
48:2-21.1, and for Other Appropriate Relief, BPU Docket Nos. ER18010029 and
GR18010030, OAL Docket No. PUC 01151-18, August 6, 2018.
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approach should be applied so that costs to run the default service
business are properly attributed to that business.


Based on the numbers presented by PSEG in its recent rate pro-
ceeding, approximately $300 million in expenses (out of a total of $900
million) and about $1.3 billion in rate base assets (out of a total of $5.7
billion) were identified as utility resources or costs that were utilized in
the provision of default service and as such, these costs should be
partially allocated to default service.6


The most logical allocator to apportion these shared costs is revenue
as the majority of the shared costs are incurred in the revenue or cash
management function. These costs include those for the billing system,
accounting and finance, metering, and others.


4.2. True-up mechanism


If a static, one-time cost allocation is made to default service, as
customers migrate to competitive supply, the utility would not be able
to collect fully its distribution revenue requirement. In the PSEG rate
case, a Default Service Equalization Adjustment Mechanism (“D-
SEAM”) was proposed to address that shortfall.7 The D-SEAM does not
require a change to the overall distribution revenue requirement or the
resulting distribution rates. Instead, the D-SEAM allocation mechanism
includes a monthly upward cost adjustment to default service customers
and at the same time, it calls for an incremental cost credit to dis-
tribution customers, resulting in financial neutrality to the utility. As
customers migrate to competitive supply, the D-SEAM collections de-
crease, but at the same time, so would the distribution credit to cus-
tomers. The D-SEAM would operate in almost the exact same manner
that many decoupling mechanisms are implemented, although calcu-
lations and adjustments could be implemented monthly.


As customers migrate away from default service, this ratio of rev-
enues is certain to change, however, the subset of systems, infra-
structure and people utilized to support default service will not change.
Therefore, only the allocation factor changes with customer migration.
The table below shows how the mechanism can be used to keep the
utility whole as migration away from default service occurs (Table 1).


As customer migration occurs, the charges and credits change, but
the total distribution collections remain constant. Ultimately, if every
customer was on a competitive service supply option, there would be no
allocations and no credits.


5. Freestanding default service businesses could not survive


To understand the foolishness of the current models, one only needs
to contemplate how a default service business could operate if it was
removed from the distribution company but kept its current cost
structure intact. The short answer s that it would survive for only a very
short period of time – technically, not even a day. If nothing else, a
default service business needs to process tens of thousands of invoices
and payments every day. In reality, the list of utility services utilized in
the provision of default service is quite lengthy. Under the current
framework, there would be no funds to pay for any of those services.
Clearly, this is a fundamentally flawed system.
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6 The rate proceeding did not adequately identify the subset of costs, such as
working capital attributable to default service or wholesale procurement costs
that should be directly assigned to default service business. As such, those direct
costs were included in the analysis as an indirect cost and included in the set of
costs that should be allocated to default service. As a result, the final re-
commendation of a 1.0 cent per kWh allocation to default service is likely
understated.


7 PSEG’s default service is called Basic Generation Service or BGS. The
equalization adjustment was referred to as “BEAM” in the PSEG rate pro-
ceeding.
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6. NARUC principles require allocations to default service


The principles of cost allocation are fully endorsed by NARUC and
should be applied to default service as they are to all other utility rates.
The principles of cost allocation are the foundation for nearly every (if
not every) utility rate, aside from default service rates. The principles of
cost accounting are neither new nor novel to utility rate making per-
sonnel or regulators who approve rates. Yet despite the long history of
cost allocation in the industry, the default service businesses have been
allowed to operate since the inception of deregulation without an ap-
propriate allocation of costs to serve default service customers.


The NARUC Cost Accounting Manual states:
“While opinions vary on the appropriate methodologies to be used


to perform cost studies, few analysts seriously question the standard
that service should be provided at cost. Non-cost concepts and princi-
ples often modify the cost of service standard, but it remains the pri-
mary criterion for the reasonableness of rates. The cost principle applies
not only to the overall level of rates, but to the rates set for individual
services, classes of customers, and segments of the utility's business. Cost
studies are therefore used by regulators for the following purposes:


• To attribute costs to different categories of customers based on how
those customers cause costs to be incurred.
• To determine how costs will be recovered from customers within
each customer class.
• To calculate costs of individual types of service based on the costs
each service requires the utility to expend.
• To determine the revenue requirement for the monopoly services of-
fered by a utility operating in both monopoly and competitive markets.
• To separate costs between different regulatory jurisdictions.”8 (emphasis
added).


These observations from NARUC are especially prescient given the
date of the Cost Allocation Manual – January 1992. At that point in
time NARUC was envisioning an allocation of costs of monopoly ser-
vices offered by a utility operating in both monopoly and competitive
markets. Even though it is likely the NARUC Manual did not envision
default service as it is being offered today, the principles hold true from
an accounting perspective and from a regulatory rate-making perspec-
tive and should be applied to default service.


Notably, NARUC’s Manual expressly calls out costs allocated to
“segments of the utility’s business”. In other words, it is appropriate to
allocate costs to each business segment, even if it is not a separate
business unit with profits and/or losses attached to it. Despite the
foresight from NARUC, this guidance has been ignored by utilities in
the provision of default service. This manual, dating back over 25 years
is still available on the NARUC website.9


NARUC has separately published cost allocation principles. The princi-
ples should be applied, “whenever products or services are provided be-
tween a regulated utility and its non-regulated affiliate or division”.10 Under
NARUC’s first identified principle, direct costs “should be collected and
classified on a direct basis for each asset, service or product provided.”11


The set of direct costs that should be charged to default service include, but
is not limited to, the cost of credit, the cost of wholesale market depart-
ments, the costs of procurement, working capital, bad debt, the cost of
communicating environmental attributes of default service supply (where
required), and the cost of other regulatory requirements imposed on default


service providers.
NARUC principles further apply to default service stating: “The al-


location methods should apply to the regulated entity’s affiliates in order
to prevent subsidization from, and ensure equitable cost sharing among the
regulated entity and its affiliates, and vice versa.”12 (Emphasis added.)


NARUC describes that the objective of its guidelines is to “lessen the
possibility of subsidization in order to protect monopoly ratepayers and
to help establish and preserve competition in the electric generation and the
electric and gas supply markets.”13 (emphasis added) In fact, to ensure the
competitiveness of markets, NARUC states that generally, “the price for
services, products and the use of assets provided by a regulated entity to
its non-regulated affiliates should be at the higher of fully allocated costs or
prevailing market prices.”14 (emphasis added) NARUC’s cost allocation
guidance and objectives have been ignored for two decades and the data
shows that the incumbent utilities’ monopoly-like stronghold over cus-
tomers, especially residential and small commercial customers, remains.


7. Default service pricing harms markets


7.1. Default service providers maintain market dominance


The default service pricing anomaly results in a significant subsidy that
provides the incumbent utilities default service businesses with anti-com-
petitive pricing power. Default service customers are simply not being
charged an amount that is reflective of the cost to serve those customers.
The lack of any meaningful cost allocations to default service allows (re-
quires) the incumbent utilities in restructured states to understate the price
of retail electricity and eliminates competitive suppliers from functioning
effectively in those markets.


In an ironic submission to the New York Public Service Commission,
Commission staff offered the results of a Herfindahl–Hirschman Index
(“HHI”)15 analysis, while trying to show market power among competitive
suppliers. However, what the results actually showed is that each of the
New York electricity markets was “highly concentrated” when the analysis
included the incumbent utility (with HHI scores above 7000) but was un-
concentrated without the incumbent utilities (with HHI scores as low as
420).16 Rather than showing market power among competitive suppliers,
this analysis clearly demonstrates the market dominance of the New York
utilities. Commission staff testified further that the 23 largest competitive
electric suppliers were serving less than 20% of the New York residential
market.17 That means that on average, the 23 largest competitive electric


8 NARUC, Electric Utility Cost Accounting Manual, January 1992, found at
http://pubs.naruc.org/pub/53A3986F-2354-D714-51BD-23412BCFEDFD


9 See: https://pubs.naruc.org/pub.cfm?id=53A20BE2-2354-D714-5109-
3999CB7043CE


10 NARUC, http://pubs.naruc.org/pub/539BF2CD-2354-D714-51C4-
0D70A5A95C65


11 Ibid, Section B.1.


12 Ibid, Section B.4.
13 Ibid, Section D.
14 Ibid, Section D.1.
15 According to the US Department of Justice, the HHI is a commonly ac-


cepted measure of market concentration. The HHI is calculated by squaring the
market share of each firm competing in the market and then summing the re-
sulting numbers. The HHI considers the relative size distribution of the firms in
a market. It approaches zero when a market is occupied by a large number of
firms of relatively equal size and reaches its maximum of 10,000 points when a
market is controlled by a single firm. Agencies generally consider markets in
which the HHI is between 1,500 and 2,500 points to be moderately con-
centrated and consider markets in which the HHI is in excess of 2,500 points to
be highly concentrated. See U.S. Department of Justice & FTC, Horizontal Merger
Guidelines § 5.3 (2010).


16 Prepared Direct Testimony of Joel Andruski, Associate Economist, Office of
Market and Regulatory Economics, State of New York, Department of Public
Service, In the Matter of ESCO Track I Proceeding, Cases 15-M-0127, 12-M-0476
and 98-M-1343, September 2017.


17 Prepared Direct Testimony of the NY PSC Staff Panel: Bruce E. Alch, Chief,
Retail Access and Business Advocacy, Office of Consumer Services; Craig
Carroll, Utility Analyst 2, Office of Consumer Services; Peter Lavery, Utility
Analyst, Office of Accounting, Audits and Finance; Kristine A. Prylo, Principal
Utility Financial Analyst, Office of Accounting, Audits and Finance; David
Shahbazian, Utility Auditor II, Office of Accounting, Audits and Finance, State
of New York Department of Public Service, In the Matter of ESCO Track I
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suppliers each hold less than a 1%market share, while one New York utility
still holds an 87% share in the residential market in its service territory.


The New York Staff’s HHI analysis effectively proves the utilities
dominance in New York. The same result would be found in nearly
every other deregulated market. The question then is: why do the uti-
lities hold such a dominant position? It is clearly not the lack of interest
from competitive suppliers. After all, the New York Staff cites to the “23
largest” suppliers, indicating that there are many more than 23 vying
for customers’ business. Do customers endear themselves to the utilities
in every market? Not likely. Do the utilities offer one better product
than the list of all products offered by competitive suppliers? Not likely.
Or is the utilities pricing subsidy simply too great for competitive
suppliers to overcome? Without performing any formal analysis on
these first two questions, the answers seem obvious. The utility pricing
advantage brought on by a lack of cost allocation is simply too great for
the suppliers to overcome. All energy companies are purchasing power
from the same wholesale markets. Utilities simply do not pass on the
costs to service their customers. The pricing incongruity could not be
more evident.


Because competitive suppliers must include all of their operating
costs in their supply prices in addition to the wholesale cost of energy,
competitive prices are frequently higher than those of the subsidized
default service rates. Instead of regulators fixing the default service
pricing, many have instead lobbed allegations of “overcharging” at the
competitive suppliers.18 Regulators and consumer advocates have
launched investigations and suggested that residential markets be
closed. As a result, competitive suppliers have spent millions of dollars
defending their actions and fighting to maintain a presence in the
markets.


7.2. Customer migration trends are consistent


The New York customer switching results discussed above are not
unique. Table 2 below details the percentage of customers who have
chosen a competitive electric supplier across many of the deregulated
electricity markets. After two decades of competitive markets, we see a
similar pattern of migration rates of customers to competitive suppliers
across the restructured markets19 .


The results in Table 2 are not unexpected. In order to compete with
default service, a competitive supplier has to either wait for a cycle in
the wholesale markets that will allow for a more economic offering than
default service, or the supplier has to offer a better, typically more
expensive product. It is difficult to compete with the subsidized default
service price.


Chart 1 below shows the same data in graphical form. The graph
shows that the migration problem is not unique to any one utility jur-
isdiction. Small customers do not migrate away from the utilities while
the largest customers participate in the competitive markets at very
high penetration levels20 . It is not clear whether the outlier in the Large


Customer category reflects a data error on the NY PSC website, or if
there is a market anomaly that results in the largest customers in that
market remaining with the utility.


7.3. Improper default service pricing harms Consumers


Customers are receiving an artificially low energy-price signal. This
incorrect signal results in over-consumption of energy provided by
default service providers. Because most residential customers are still
on default service, the pricing anomaly results in system-wide over-
consumption of electricity, increasing market prices for all consumers.
On net, the artificially low price might actually yield what could be
higher overall monthly costs to all customers because wholesale prices
are impacted by increased consumption levels.


It is also impossible for customers to assess fairly a competitive offer


Table 2
Electric Customer Retail Choice Migration Ratesa.


Percentage of Rate Class Switching By Customer Count


State Utility Residential Small and Medium Large


DCb,c PEPCO 15.0 32.1 N/A
MDd BGE 23.9 41.0 96.5


PEPCO 19.8 42.8 87.9
POTED 10.8 32.4 90.3
Delmarva 13.8 35.8 96.9


NJe ACE 12.8 32.2 87.1
JCPL 16.6 38.1 83.7
PSEG 9.7 24.7 81.0
RECO 6.9 18.4 74.5


PAf Duquesne 29.9 39.9 63.1
Met-Ed 30.2 45.1 86.3
PECO 31.0 46.0 91.0
Penn Elec 26.1 42.2 88.1
Penn Power 24.2 46.3 100.0
PPL 41.3 53.7 70.5
West Penn 24.7 32.8 91.9


NYg Central Hud 13.1 23.1 78.0
Con Ed 22.8 29.8 91.6
Nat Grid 16.1 38.5 80.2
NYSEG 18.6 35.2 66.0
O & R 33.5 45.9 26.4
Rochester 16.2 42.0 93.2


Maineh State-wide 14.1 42.6 84.2
Delawarei Delmarva 9.8 32.2


aData in this table gathered from each state’s PUC or related website. Each state
has differing definitions for C&I customer classes. Data from Ohio, Illinois and
Massachusetts are not included in this table because each jurisdiction has en-
gaged in robust community aggregation programs. Rhode Island data is not
presented because Rhode Island does not report by rate class, the number of
customers not participating in retail choice programs, so percentages by rate
class cannot be calculated. Connecticut data is not shown here as its last re-
ported data period is year-end 2014 and it also does not break down enrollment
data by rate class.
bSee: https://dcpsc.org/PSCDC/media/PDFFiles/Electric/electric_sumstats_no_
cons.pdf. (Sept. 2018 data).
cSee: https://dcpsc.org/PSCDC/media/PDFFiles/Electric/electric_sumstats_
cons_dmnd.pdf. (Sept. 2018 data).
dSee: https://www.psc.state.md.us/electricity/electric-choice-monthly-enrollment-
reports/. (August 2018 data).
eSee: https://www.state.nj.us/bpu/pdf/energy/edc07.pdf. (August 2018 data).
fSee: https://www.papowerswitch.com/sites/default/files/PAPowerSwitch-
Stats.pdf. (Sept 2018 data).
gSee:http://www3.dps.ny.gov/W/PSCWeb.nsf/All/
4759ECEE7586F24B85257687006F396E?OpenDocument (December 2017
data).
hSee: https://www.maine.gov/mpuc/electricity/choosing_supplier/migration_
statistics.shtml. (September 2018 data).
iSee: https://depsc.delaware.gov/electric-regulation/#consumer. (April 2018
data).


(footnote continued)
Proceeding, Cases 15-M-0127, 12-M-0476 and 98-M-1343, September 2017.


18 In the aftermath of the Polar Vortex in 2014, a handful of suppliers charged
higher prices than were typical in the market at the time. Regulators in some
markets determined that certain suppliers acted in bad faith and penalized
them. However, the recent analyses presented that allege systemic overcharging
have incorrectly and inappropriately compared market-based electricity pro-
ducts to the subsidized default service rates on an apples-to-apples basis.


19 States that have implemented municipal aggregations programs are not
included in Table 2. Municipal aggregations might lead to more robust mi-
gration numbers, but they are only a short-term regulatory fix that temporarily
masks the distribution subsidy. Municipal aggregations do not solve the pricing
incongruity over time.


20 The research on this paper and in support of the PSEG rate case showed
that the subsidy for larger customers is smaller, on a per-kWh basis, than the
subsidy for residential customers.


F. Lacey The Electricity Journal 32 (2019) 4–10


8


FPL-4



https://dcpsc.org/PSCDC/media/PDFFiles/Electric/electric_sumstats_no_cons.pdf

https://dcpsc.org/PSCDC/media/PDFFiles/Electric/electric_sumstats_no_cons.pdf

https://dcpsc.org/PSCDC/media/PDFFiles/Electric/electric_sumstats_cons_dmnd.pdf

https://dcpsc.org/PSCDC/media/PDFFiles/Electric/electric_sumstats_cons_dmnd.pdf

https://www.psc.state.md.us/electricity/electric-choice-monthly-enrollment-reports/

https://www.psc.state.md.us/electricity/electric-choice-monthly-enrollment-reports/

https://www.state.nj.us/bpu/pdf/energy/edc07.pdf

https://www.papowerswitch.com/sites/default/files/PAPowerSwitch-Stats.pdf

https://www.papowerswitch.com/sites/default/files/PAPowerSwitch-Stats.pdf

http://www3.dps.ny.gov/W/PSCWeb.nsf/All/4759ECEE7586F24B85257687006F396E?OpenDocument

http://www3.dps.ny.gov/W/PSCWeb.nsf/All/4759ECEE7586F24B85257687006F396E?OpenDocument

https://www.maine.gov/mpuc/electricity/choosing_supplier/migration_statistics.shtml

https://www.maine.gov/mpuc/electricity/choosing_supplier/migration_statistics.shtml

https://depsc.delaware.gov/electric-regulation/#consumer





when the utility price is artificially low21 . Because the basic competi-
tive commodity-only product would be viewed as uneconomic by the
consumers, suppliers are less likely to invest fully in the market, de-
priving customers of other products and services including many that
might reduce a consumer’s overall consumption, which would benefit
the customers and the environment. These products and services are
available in the more competitive regions of the country but are not as
readily available where the subsidized default service rates stifle com-
petition.


Finally, the distribution subsidy results in a distribution rate that is
too high. Customers who have moved away from the utility are forced
to pay costs that benefit customers who remain on default service.


The lack of residential and small commercial customer energy
savings options, products and services is the result of a failed regulatory
paradigm. It is not a reflection of a failed market.


8. Arguments against Cost allocation are flawed


Stakeholders have generally proffered four arguments against allo-
cating indirect retail costs to default service. The typical arguments are:


1) The costs are not avoidable and will be incurred by the distribution
business whether or not they provide default service;


2) If costs are allocated to default service, the distribution utility will
not be able to recover its full distribution revenue requirement as
customers migrate to competitive suppliers;


3) Allocation of costs serves no purpose other than to increase rates on
customers so that competitive suppliers can better compete with
utility pricing; and


4) Utilities do not earn a profit on the provision of default service, so an
allocation of costs is not needed.


All of these arguments are flawed.


8.1. Avoidable versus allocable costs


Simply stated, avoidable costs are direct costs. Fixed costs, which
typically serve multiple purposes are considered indirect costs and
should be allocated to the businesses which benefit from the resource.
Direct or avoidable costs should be directly assigned (not “allocated”)
to the business unit incurring the costs. The existence of avoidable/
direct costs, however, does not mean that allocable/indirect costs don’t
exist. In order for businesses to properly price products and services,
indirect costs must be appropriately allocated to the cost centers ben-
efiting from the incurrence of the costs.


Our economy is replete with examples of businesses that allocate
costs to more than one product, service or business unit. But we do not
need to look past the rate cases prevalent in the utility industry to see
cost allocations implemented. Under the theory of avoidable costs, one
could argue that commercial customers shouldn’t pay for distribution
wires because if the commercial customers left the grid, the utility
would still need to have the distribution wires in place to service re-
sidential customers. Of course, that argument is foolhardy. The cost of
the distribution wires and services related to it are largely fixed costs
that benefit all rate classes and are therefore allocated to all rate classes
based on cost causation principles. It is inappropriate that utilities do
not similarly assign direct costs and allocate an appropriate amount of
indirect costs to default service.


8.2. Cost recovery


Utilities have argued against allocations to default service because if
costs are allocated to that service and customers move to competitive
supply, the utility will not be able to fully recover its allowed rates. This
argument assumes a static accounting paradigm. If a utility simply
lowered its distribution rate by one cent per kWh and increased default
service rates by one cent per kWh, that argument would hold some
validity. Further accounting and pricing tools can be developed that
would ensure the utility is kept whole. The D-SEAM described above
was presented in the PSEG rate case and fully resolves the cost recovery
issue.


The cost recovery argument is a red herring. Utility tariffs are chock
full of riders, true-ups, monthly adjustments and “make whole” me-
chanisms. It is clear that a true-up mechanism can be deployed that will


Chart 1. Customer Migration Trends are Consistent Across Markets.


21 Under no circumstance should any price, including the utilities’ default
service price, be considered a benchmark price. See fn 1, supra.
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ensure that default service customers are seeing a competitive energy
price that will also ensure utilities are fully compensated for their
revenue requirements.


8.3. Facilitate competition


Stakeholders have argued that any attempt to place cost on default
service should be thwarted as the increased default service prices are
simply a ploy to allow competitive service providers to compete more
effectively on price. This argument is similarly flawed. The lack of al-
location of costs is contrary to all rational business accounting prac-
tices, is contrary to NARUC guidance on cost allocation and allows
utilities to maintain market power in the residential and small com-
mercial customer segments. Incumbent utilities’ default service market
dominance has been maintained because the cost to serve default ser-
vice customers is being subsidized inappropriately by distribution rates.
No rational or prudent business would price products or services
without a full and appropriate allocation of costs included.


Further, if the cost allocation is done correctly, every dollar allo-
cated to default service is similarly deducted from distribution costs. In
other words, it is a cost reallocation, not a cost increase. On net, default
customers will pay no more for bundled energy (electrons and delivery)
than they would pay prior to the reallocation of costs. The premise of
competing against “higher rates” is simply a false premise.


8.4. Utility profitability


Some utilities have argued that there is no reason to allocate costs to
the default service business because they do not earn a return on the
provision of default service. Regardless of the validity of that statement,
it is not a reason to justify an allocation approach. A properly run
widget manufacturer should allocate costs to profitable and un-
profitable lines of business. In the absence of such an allocation, the
unprofitable line of business might be viewed as profitable, resulting in
decisions that would cause further financial harm to the overall widget
company (i.e., lowering the retail price on what are already un-
profitable products). These irrational pricing decisions are the exact
decisions that the default service utilities have been making (default
service prices are too low and distribution rates are too high). If both
services were truly competitive, the distribution would be run out of
business by its lower-priced competitors and the underpriced default
service “successes” would bankrupt the company. However, the utilities
are protected from these irrational behaviors by virtue of the


distribution monopoly.
The four primary arguments used to support the status quo are


weak, at best. A cost allocation mechanism that keeps distribution
companies whole as customers migrate on and off of default service
could and should be implemented at all utilities that provide default
service. The cost allocation implementation should include a compre-
hensive review of all utility costs inclusive of rate base assets, and all
expenses, including executive salaries, legal departments, rate depart-
ments, customer service departments and all other employees and ex-
penses. A measurable portion of those costs should be appropriately
allocated to default service in accordance with NARUC guidelines and
consistent with NARUC policies and objectives.


9. Conclusion


Default service pricing in the majority of the competitive retail
energy markets is fundamentally flawed and allows the incumbent
utilities to maintain a stronghold over their legacy customers in the
residential and small commercial markets. Consistent with NARUC
guidance, an appropriate amount of costs to serve default service cus-
tomers should be allocated to default service rates. This is a critical next
step in creating more competitively neutral retail energy markets in the
US. This one step will not create the perfect market, but it will remove a
significant pricing advantage held by incumbent utilities. It will also
remove a subsidy that forces competitive supply customers to pay dis-
tribution rates that benefit default service customers, and it will help
create a market in which competitive suppliers are more willing to
invest. At the same time, if implemented correctly, it keeps distribution
utilities financially whole. It is a win-win-win solution benefitting all
market participants.


Frank Lacey President and Founding Principal Electric
Advisors Consulting, LLC. Mr. Lacey is an experienced energy
industry leader who has worked for advanced energy firms or
consultancies for 25 years. He has been engaged in trans-
forming the electricity industry throughout his career. His focus
has been aligning business strategy with regulatory outcomes –
interpreting rules and regulations and modifying strategies to
align with those changes or seeking rule changes to align with
strategies. Frank launched Electric Advisors Consulting, LLC in
2015. His mission is to help advanced energy companies de-
velop strategies to integrate into existing markets or modify
regulations so that the markets will accommodate advanced
technologies and business plans.


F. Lacey The Electricity Journal 32 (2019) 4–10
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Turn over for important information!Please tear on dotted line.


PO BOX 24401
CANTON, OH  44701-4401


   35783   


JANE SMITH
123 MAIN ST 
ANY CITY, OH 43999-9999


CY 14


Notes from AEP Ohio:


    Usage History (kWh):
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Need to get in touch?


Customer Operations Center: 1-844-237-6446


View outage information at aepohio.com 


Methods of Payment


aepohio.com


PO Box 24417
Canton OH 44701-4417


1-800-611-0964 ($1.85 fee)


Supply
Charge
$46.11


Delivery
Charge
$58.56


Current bill summary:
Billing from 04/19/18 - 05/17/18 (29 days)


$104.67
Current Charges


kWh
747


Bill mailing date is May 17, 2018
Account #123-456-789-0-1


Amount due on or before
June 4, 2018 $104.67


SERVICE ADDRESS: JANE SMITH, 123 MAIN ST, ANY CITY, OH 43999-9999


Send Inquiries To:
PO BOX 24401
CANTON, OH  44701-4401


Make check payable and send to:


AMERICAN ELECTRIC POWER


PO BOX 24417


CANTON OH 44701-4417


000010467000010467010000000000


Thank you for your prompt payment. Please include your account number on your check and return this stub with your payment. 


JANE SMITH, 123 MAIN ST, ANY CITY, OH 43999-9999


10467


Account #123-456-789-0-1 
JANE SMITH


 Amount due on or before
June 4, 2018 $104.67


The Neighbor to Neighbor program
helps disadvantaged customers pay
their electric bill. I want to help. My
payment reflects my gift of $________


Payment Amount $


Thank you for being a paperless customer!  Sign up for billing and 
outage alerts to stay informed. You can manage your account by 
logging in at aepohio.com.
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Important Message


Bills may be paid by mail or to an authorized agent. Payment to others is at your own risk. For names and locations of authorized agents, please
call us toll free at 1-800-807-6789. Customers who are hearing impaired may call 1-800-617-1234 (TDD/TTY).


We offer several ways for you to pay your bill. In addition to paying in person or by mail, you may receive and pay your bill electronically (e-Bill)
or have your payments deducted automatically from your checking or savings account.


Definitions:


Electronic Check Conversion – if you pay by check, you authorize us to convert your paper check into an electronic debit.


If you have questions, please call AEP Ohio at 1-800-672-2231 or visit us at www.AEPOhio.com.


Actual: Reflects that a reading was taken from your meter.


Estimate: Reflects that we were unable to read your meter this month.
We calculated your bill based on prior usage and seasonal variations.
You can choose to call us with an actual meter read at 1-888-237-8811.


Kilowatt-hour (kWh): The unit measure for the electricity you use. For
example, you use one kWh of electricity to light a 100-watt light bulb
for 10 hours.


Customer Charge: The fixed monthly basic distribution charge to
partially cover costs for billing, meter reading, service line
maintenance and equipment.


Late Payment Charge: (If applicable) A late charge is added to the
overdue amount of the regulated portion of your bill if you do not pay
your bill by the due date.


Standard Service Offer: When customers purchase generation
through AEP Ohio’s auction process and not through a supplier.


Generation Service or Supply: Charges associated with the
production of electricity.


Transmission Service: Charge for moving high-voltage electricity from
a generation facility to the distribution station of the local electric
utility. Transmission charges show under the delivery portion of the
bill.


Distribution Service: Charge for use of local wires, transformers,
substations and other equipment used to deliver electricity to your
home/business. Distribution charges show under the delivery portion
of the bill.


Retail Stability Rider (RSR): The RSR is necessary to provide AEP
Ohio with stability while transitioning to 100% auction-based Standard
Service Offering (generation service) pricing.


Phase-In Recovery Rider (PIRR): The PIRR will allow AEP Ohio to
recover the cost of fuel deferred from 2009-2011 as previously
authorized by the PUCO.


Deferred Asset Phase-In Rider (DAPIR): Recovers previously incurred
deferrals for distribution assets.


Delivery: The graph on the first page shows charges associated with
moving electricity through transmission lines and distribution lines as
well as costs to maintain those lines and other distribution costs.


We welcome the opportunity to assist you. Our customer service center is open 24 hours a day, 7 days a week. If you have a question, please call
us toll free at 1-800-672-2231, or 1-800-617-1234 (TDD/TTY). If you feel your concern has not been resolved, you can file a complaint at
www.aepohio.com under “Contact Us”, call 1-800-672-2231 or by writing to Customer Concerns, 4500 S. Hamilton Road, Groveport, OH 43125.


Customers may be assessed a deposit if they have not made a full payment (or arrangements) on a bill that contains a previous balance, or have
been disconnected for nonpayment, fraudulent practice, tampering, or unauthorized reconnection during the preceding 12 months. Residential
deposits may be made through a cash deposit or approved guarantor. Non-residential deposits may be made by cash, approved letters of credit,
or approved surety bonds. To discuss any further options please call AEP Ohio. To contest a deposit you can file a complaint at www.aepohio.com
under “Contact Us”, call 1-800-672-2231 or by writing to Customer Concerns, 4500 S. Hamilton Road, Groveport, OH 43125.


If your complaint is not resolved after you have called AEP Ohio, or for general utility information, residential and business customers may contact
the Public Utilities Commission of Ohio (PUCO) for assistance at 1-800-686-7826 (toll free) from 8 a.m. to 5 p.m. weekdays, or at
www.PUCO.Ohio.gov. Hearing or speech impaired customers may contact the PUCO via 7-1-1 (Ohio relay service).


The Ohio Consumers’ Counsel (OCC) represents utility customers in matters before the PUCO. The OCC can be contacted at 1-877-742-5622 from
8 a.m. to 5 p.m. weekdays, or at www.PickOCC.org.


Rates Available on Request
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   35785


Service Address:


JANE SMITH
123 MAIN ST


ANY CITY, OH 43999-9999


Account #123-456-789-0-1


Line Item Charges:


Previous Charges


Total Amount Due At Last Billing $ 59.31


Payment 05/04/18 - Thank You  -59.31


Previous Balance Due $ .00*


Current AEP Ohio Charges


$ 44.23


17.76


30.68


8.40


1.15


1.72


.73


$ 104.67*


Total Balance Due


*Charges make up the "Total Balance Due"
$ 104.67


Usage Details:


Values reflect changes between current month and previous month.


Usage:
 365 kWh


Avg. Daily Cost:
 $1.81


Avg. Temperature:
 18 °F


May '17 Apr '18 May '18


94
9


38
2


74
7


May '17 Apr '18 May '18


$3
.6
5


$1
.8
0


$3
.6
1


May '17 Apr '18 May '18


60
ºF


43
ºF


61
ºF


Total usage for the past 12 months: 8,498 kWh


Average (Avg.) monthly usage: 708 kWh


Meter Read Details:


Meter #999999999


Previous Type Current Type Metered Usage


167 Actual 914 Actual  747 747 kWh


Service Period 04/18 - 05/17 Multiplier 1


Next scheduled read date should be between Jun 15 and Jun 20 .


Notes from AEP Ohio:


Price-to-Compare: For tariff 013,  in order for you to save money
off of your utility's supply charges,  a supplier must offer you a
price lower than AEP Ohio's price of $0.059 per kWh for the same
usage that appears on this bill.  To review available competitive
supplier offers, visit the Public Utilities Commission of Ohio's
"Energy Choice Ohio" web site at www.energychoice.ohio.gov.


For Informational Purposes only: The below costs are NOT NEW
CHARGES and are approximate values.  AEP participates in
programs required by the state of Ohio to support energy
conservation and to secure renewable energy resources. For more
information on energy efficiency programs, please visit 
aepohio.com/ItsYourPower .


Renewable Programs: $0.73
Energy Efficiency Programs: $1.84


Peak Demand Reduction Programs: $0.70


Due date does not apply to previous balance due. 


Register for online services at www.AEPOhio.com. Registration is
free and easy and gives you the convenience of 24-hour access to 
your account. You can sign up for paperless billing, view your bill, 
check your usage, update your contact information, and much 
more.


Tariff 013 - Residential Service  05/17/18
Service Delivery Identifier: 00000000000000000


Generation Service (Supply) 


Transmission Service


Distribution Service 


Customer Charge


Retail Stability Rider 


Deferred Asset Phase-In Rider


Power Purchase Agreement Rider 


Current Electric Charges
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COST ALLOCATION
MANUAL


As Of December 31, 2019


Corporate Accounting
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The manual has been written to document AEP’s approach to cost


allocation and transfer pricing of affiliate transactions.  Its


purposes are to


· provide an easily referenced source of information


· state and clarify policy


· formalize procedures


· provide a basis of communication between all employees concerning


cost allocation matters


· meet all regulatory requirements for maintaining a cost allocation


manual.


The contents of the manual have been approved by management.


Responsibility for adhering to the policies and procedures rests with


every employee.


The manual is maintained in the A-Z index of AEP Now, under ‘Cost


Allocation Manual’.  Maintenance of the documents incorporated in the


manual by reference is the responsibility of the individuals and


groups designated in the manual.


Errors in content and other requests for revision of this manual


should be directed to the attention of Brian T. Lysiak.


Brian T. Lysiak


Senior Manager – Corporate Accounting


Jeffrey W. Hoersdig


Assistant Controller – Corporate Accounting
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CAM
  Amendment Record


Rev.
No. Date Issued


Rev.
No. Date Issued


Rev.
No. Date Issued


Rev.
No. Date Issued


1 01-02-01 26 03-15-13 51 76


2 10-22-01 27 08-31-13 52 77


3 05-10-02 28 03-27-14 53 78


4 10-18-02 29 09-15-14 54 79


5 05-05-03 30 02-26-15 55 80


6 08-29-03 31 09-15-15 56 81


7 03-10-04 32 03-15-16 57 82


8 08-27-04 33 09-15-16 58 83


9 03-10-05 34 03-15-17 59 84


10 08-30-05 35 09-15-17 60 85


11 03-15-06 36 03-15-18 61 86


12 08-31-06 37 08-31-18 62 87


13 03-16-07 38 03-15-19 63 88


14 09-24-07 39 09-15-19 64 89


15 04-15-08 40 03-15-20 65 90


16 09-25-08 41 66 91


17 03-31-09 42 67 92


18 07-13-09 43 68 93


19 09-10-09 44 69 94


20 03-31-10 45 70 95


21 09-16-10 46 71 96


22 03-25-11 47 72 97


23 09-09-11 48 73 98


24 03-14-12 49 74 99


25 09-14-12 50 75 100
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TABLE OF CONTENTS


00-00-01


This table of contents is intended to give a cover-to-cover overview of the
contents and organization of the AEP Cost Allocation Manual (CAM). See HOW
TO USE THIS MANUAL (00-00-02) for an explanation of the numbering system.
________________________________________________________________________


TAB/SECTION SUBJECT LOCATION


CONTROLS


Controls Title Page
Management Endorsement
Amendment Record
Table of Contents 00-00-01
How to Use this Manual 00-00-02
Alphabetic Subject Index 00-00-03
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Introduction Overview (General) 01-01-01
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Intercompany Products and
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OVERVIEW


02-02-01


SUMMARY AEP’s internal guidelines applicable to
cost allocations are designed to result in
a fair and equitable allocation of costs.
Policies and procedures have also been
formulated to meet regulatory standards
both for cost allocation and affiliate
transactions.


COST ALLOCATION POLICIES Each AEP subsidiary maintains separate
AND PROCEDURES books and records.  Transactions are coded


and processed in a manner that meets all
regulatory requirements.  Proper audit
trails are maintained so that costs can be
traced from source documents all the way
through the applicable accounting and
billing systems.


02-02-02


THE COST ALLOCATION Unless otherwise exempted, the AEP
PROCESS companies allocate costs between regulated


and non-regulated operations, on a fully-
distributed cost basis.  Fully-distributed
costs include all direct costs plus an
appropriate share of indirect costs.


02-02-03


COST POOLING AND COST Indirect costs are pooled and assigned to
ASSIGNMENT multiple companies or company segments in


accordance with the relative benefits
received or by other equitable means.


02-02-04


ACCOUNT DESIGNATIONS The operation and maintenance expense
accounts in the Federal Energy Regulatory
Commission’s (FERC’s) uniform system of
accounts break functionally between
regulated and non-regulated expenses.
Certain administrative and general expenses


ACCOUNT DESIGNATIONS include costs that can be attributed to
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OVERVIEW


02-02-01


Cont’d) both regulated and non-regulated
activities.  Some of AEP’s generation has
been restructured as a competitive
activity, and therefore, the power
production accounts in the FERC’s system of
accounts become non—regulated accounts.


02-02-05
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COST ALLOCATION POLICIES AND PROCEDURES


02-02-02


SUMMARY Cost allocation is the process of assigning a
single cost to one or more company or company
segments on the basis of the relative
benefits received or other equitable basis.
This document summarizes the underlying cost
allocation policies and procedures that are
applied on a corporate-wide basis by all AEP
companies.


POLICIES AND PROCEDURES AEP’s cost accounting and cost allocation
policies and procedures shall not result in
any cost subsidies among or between regulated
and non-regulated operations. Unless
otherwise exempted, all affiliate
transactions for services or products will be
conducted at fully allocated cost. For the
transfer of capital assets, fully allocated
cost shall equal the net book value of the
capital asset.


The term “affiliate transactions” refers to
all transactions between the utility and any
separate affiliate company, both regulated
and non-regulated, including all transactions
between a utility’s regulated operations
(above-the-line) and non-regulated operations
(below-the-line).


Basic Goal The basic goal of AEP’s cost allocation
policies and procedures are threefold:


· to ensure a fair and equitable
distribution of costs among all
benefiting parties


· to meet pertinent regulatory
requirements


· to minimize the time and expense
needed to record, audit and report
transactions.
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OHIO POWER COMPANY’S RESPONSE 
TO INTERSTATE GAS SUPPLY 


 DISCOVERY REQUESTS 
PUCO CASE 20-585-EL-AIR 


FIFTH SET 
INTERROGATORY 


IGS-INT-05-001 Please identify the amount of revenue that AEP Ohio has collected from 
customers during the test year for distribution, transmission, and 
generation services. 


RESPONSE 


See IGS-INT-5-001 Attachment 1 for billed retail revenues by function.  The company does not 
track collections by function.  


Prepared by:   


Jason M. Yoder 
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Ohio Power Company
Case No. 20-585-EL-AIR


IGS-INT-05-001 Attachment 1
Page 1 of 3Revn Yr/Mo Rev Line Of Bsns Sales of ELE Amt


202003 D 105,422,672.63 Sum of Sales of ELE Amt Column Labels
202003 T 39,811,987.11 Row Labels D G T Grand Total
202004 0 201912 104,644,490.80        59,437,769.01       44,761,791.11       208,844,050.92        
202009 G 44,820,005.94 202001 114,086,740.43        58,488,050.50       45,347,780.35       217,922,571.28        
202001 0 202002 106,235,639.73        52,451,070.79       44,504,938.87       203,191,649.39        
202005 B 0 202003 105,422,672.63        51,454,013.65       39,811,987.11       196,688,673.39        
202009 0 202004 96,870,205.09          38,475,219.52       54,402,022.87       189,747,447.48        
202002 D 106,235,639.73 202005 94,138,705.70          37,635,134.77       51,910,724.82       183,684,565.29        
202005 T 51,910,724.82 202006 99,941,479.65          39,396,211.39       59,497,018.33       198,834,709.37        
202006 B 0 202007 120,899,870.33        48,342,592.50       68,954,688.56       238,197,151.39        
202010 B 0 202008 123,710,584.21        49,781,517.64       69,698,206.99       243,190,308.84        
201912 D 104,644,490.8 202009 117,625,087.05        44,820,005.94       64,893,231.58       227,338,324.57        
202010 T 54,386,530.48 202010 100,214,195.00        34,583,590.94       54,386,530.48       189,184,316.42        
202008 T 69,698,206.99 202011 97,348,175.46          35,150,364.28       51,962,486.23       184,461,025.97        
202003 A 0 Grand Total 1,281,137,846.08 550,015,540.93 650,131,407.30 2,481,284,794.31 
202006 0


202004 B 0


202008 0


202004 D 96,870,205.09


202006 G 39,396,211.39


202005 G 37,635,134.77


202007 0


202007 B 0


202009 D 117,625,087.05


202006 A 0


202003 G 51,454,013.65


202008 D 123,710,584.21


201912 A 0


202001 T 45,347,780.35


202009 T 64,893,231.58


202007 A 0


202005 D 94,138,705.7
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Ohio Power Company
Case No. 20-585-EL-AIR


IGS-INT-05-001 Attachment 1
Page 2 of 3202008 G 49,781,517.64


202006 D 99,941,479.65


202001 B 0


201912 T 44,761,791.11


202003 0


202010 0


202006 T 59,497,018.33


202005 0


202011 B 0


202002 0


202008 B 0


202007 G 48,342,592.5


202001 A 0


202002 A 0


202011 T 51,962,486.23


202008 A 0


202002 B 0


202011 A 0


202010 D 100,214,195


202004 T 54,402,022.87


202007 D 120,899,870.33


202009 A 0


202010 G 34,583,590.94


202010 A 0


201912 B 0


202001 D 114,086,740.43


202007 T 68,954,688.56


202011 -24.87


201912 0


202009 B 0


202003 B 0


202011 D 97,348,175.46


201912 G 59,437,769.01
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Ohio Power Company
Case No. 20-585-EL-AIR


IGS-INT-05-001 Attachment 1
Page 3 of 3202011 G 35,150,364.28


202002 T 44,504,938.87


202004 A 0


202004 G 38,475,219.52


202005 A 0


202002 G 52,451,070.79


202001 G 58,488,050.5
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OHIO POWER COMPANY’S RESPONSE TO 
INTERSTATE GAS SUPPLY, INC.’S 


DISCOVERY REQUEST 
PUCO CASE 20-585-EL-AIR 


THIRD SET 


INTERROGATORY 


IGS-INT-03-025 Please identify the total amount of revenue that AEP Ohio collected from 
customers (distribution, transmission, and SSO generation) during the 
following time periods: 
a. 2018
b. 2019
c. 2020


RESPONSE 


Please see IGS-INT-03-025 Attachment 1.xlsx for the requested information for 2018, 2019 and 
year-to-date 2020. 


Prepared by:   


David M. Roush 
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Ohio Power Company


Case No. 20‐585‐EL‐AIR


IGS‐INT‐03‐025 Attachment 1


Page 1 of 1


Time Period Generation Transmission Distribution Total


Calendar 2018 961,714,123 660,147,159 1,300,600,309 2,922,461,592


Calendar  2019 730,049,397 550,918,974 1,198,985,892 2,479,954,263


January through August 2020 376,023,811 434,127,368 861,305,898 1,671,457,076


Billed Sales of Electricity $ by Function
Source: Company's Billing Records
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OHIO POWER COMPANY’S RESPONSE TO 
INTERSTATE GAS SUPPLY, INC.’S 


DISCOVERY REQUEST 
PUCO CASE 20-585-EL-AIR 


THIRD SET 


INTERROGATORY 


IGS-INT-03-012 As of December 31, 2019, please identify the total number of AEP Ohio 
distribution customers in each of the following customer classes, 
breaking out shopping vs. non-shopping for each category: 
a. Residential
b. Commercial
c. Industrial
d. Area & Street Lighting
e. Schools
f. County & Independent Fairs


RESPONSE 


See IGS-INT-03-12 Attachment 1 for the requested information. 


Prepared by:   


David M. Roush 
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Ohio Power Company
Case No. 20-585-EL-AIR


IGS-INT-03-012 Attachment 1
Page 1 of 1


Monthly Customers by Tariff


Sum - Cust Shopping
Tariff Rollup Non-Shop Shop
Residential 839,793 461,784
GS-1/FL 63,095 60,775
GS-2/3/EHG 19,790 44,746
GS-4 5 82
Lighting 463 743
School 303 2,237
Fair 57 104
Total Result 923,506 570,471
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OHIO POWER COMPANY’S RESPONSE TO 
DIRECT ENERGY SERVICES LLC’s 


DISCOVERY REQUEST 
PUCO CASE 20-585-EL-AIR 


FIRST SET 
INTERROGATORY 


Direct-INT-01-001 For each of the calendar years 2012 through 2020, Identify: 
a. The total dollar amount of Registration Fees paid to the Company
b. The total dollar amount of Renewal Fees paid to the Company
c. The total dollar amount of Customer List Fees paid to the Company
d. The total dollar amount of Interval Data Fees paid to the Company
e. The total dollar amount of Switching paid to the Company
f. The total dollar amount of EFYW Fees paid to the Company
g. The total dollar amount of all other fees paid to the Company by CRES
Providers.


RESPONSE 


See Direct-INT-01-001 Attachment 1 


Prepared by:   


Andrea E. Moore 
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Ref. Fee 2012 2013 2014 2015 2016 2017 2018 2019 2020** Total
a Registration Fees N/A N/A 1,000.00 3,600.00 3,900.00 3,400.00 600.00 2,000.00 900.00 15,400.00


b Renewal Fees N/A N/A N/A N/A 3,200.00 400.00 100.00 9,600.00 13,500.00 26,800.00


c Pre-enrollment Customer List Fees N/A N/A N/A 4,200.00 1,050.00 1,200.00 300.00 0.00 0.00 6,750.00


d Interval Data Fees* N/A N/A 60,146.00 13,558.00 6,266.00 6,900.00 4,750.00 5,350.00 1,100.00 98,070.00


e Provider Switch Fees N/A N/A 406,880.00 532,330.00 405,300.00 488,990.00 567,770.00 611,765.00 451,410.00 3,464,445.00


f Enroll From Your Wallet (EFYW) Fees N/A N/A N/A N/A N/A N/A N/A 20,000.00 5,000.00 25,000.00


g All Other Fees
 Supplier Consolidated Billing Pilot Program Development Fees N/A N/A N/A N/A N/A N/A N/A 1,000,000.00 N/A 1,000,000.00


TOTAL ALL FEES 4,636,465.00


* Interval Data Fees included here are for Suppliers and Brokers related to Customer Choice only.
** 2020 data is as of second week of Dec. 2020.
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OHIO POWER COMPANY’S RESPONSE TO 
INTERSTATE GAS SUPPLY, INC.’S 


DISCOVERY REQUEST 
PUCO CASE 20-585-EL-AIR 


FOURTH SET 


INTERROGATORY 


IGS-INT-04-009 Regarding the document attached labeled Attachment B: 
a. Please identify the costs associated with creating, printing, and
disseminating Attachment B including labor.
b. Please identify whether salaries related to individuals that developed
the document included in Attachment B are reflected in the test year
expense.
c. Please identify the recovery mechanism(s) for costs identified in
response to (a).
d. Are any costs associated with creating, printing, and disseminating
Attachment B included in the test year?
e. Please identify the AEP Ohio customers that received a copy of
Attachment B.
f. How were the customers identified in (e) determined?
g. In identifying the customers in (e), what information and/or data
regarding the customer did AEP Ohio consider (i.e. rate class, annual
usage, hourly usage, demand, etc.)?
h. Please identify how AEP Ohio obtained addresses and personal
information regarding any individuals identified in response to (e).
i. Please identify the approximate date range that AEP Ohio provided
Attachment B to customers.


RESPONSE 


a. The Company did not separately identify the costs associated with the internal development of
Attachment B.
b. This type of cost would be included to the extent these employees billed their time to work
orders that are funded by AEP Ohio during the test year.  However, the letter was developed and
intended for use prior to the beginning of the test year (September-October 2019), therefore,
employee salaries related to the development of Attachment B are not included in the test year
expense.
c. This type of cost is not encompassed by any rider and is generally reflected in base rates.
d. See the response to IGS-INT-04-009.b.
e. The Company objects to this request as seeking information that is neither relevant nor
reasonably calculated to lead to the discovery of admissible evidence.  Without waiving the
foregoing objection(s) or any general objection the Company may have, the Company states as
follows.  The Company’s customer account representatives provided Attachment B to AEP Ohio
commercial and industrial customers with whom we have familiarity of their service needs as
part of our customer account relationships.
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OHIO POWER COMPANY’S RESPONSE TO 
INTERSTATE GAS SUPPLY, INC.’S 


DISCOVERY REQUEST 
PUCO CASE 20-585-EL-AIR 


FOURTH SET 


f. See the response to IGS-INT-04-009.e.
g. See the response to IGS-INT-04-009.e.
h. See the response to IGS-INT-04-009.e.
i. See the response to IGS-INT-04-009.b.


Prepared by:   


Counsel 


Jon F. Williams 


Andrea E. Moore 
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OHIO POWER COMPANY’S RESPONSE TO 
INTERSTATE GAS SUPPLY’S 


DISCOVERY REQUEST 
PUCO CASE 20-585-EL-AIR 


SIXTH SET 


INTERROGATORY 


IGS-INT-06-004 Regarding customer sited renewable energy resources that may be 
constructed under R.C. 4928.47: 
a. Has AEP Ohio solicited any customers for this purpose?
b. If the answer to (a) is yes, identify how AEP Ohio determined which
customers to solicit.
c. If the answer to (a) is yes, how did AEP Ohio track the direct and
indirect costs associated with these solicitations?
d. If the answer to (a) is yes, how were such costs removed from the test
year?


RESPONSE 


a.-d. The Company objects to this request as seeking information that is neither relevant nor 
reasonably calculated to lead to the discovery of admissible evidence.  Without waiving the 
foregoing objection(s) or any general objection the Company may have, the Company states as 
follows. The Company has had preliminary conversations with interested customers in the 
context of traditional customer service about providing potential renewable solutions to meet 
their needs. Any costs associated with such conversations are incidental to the utility's customer 
service function and do not constitute project costs. See the Company's response to IGS-INT-06-
004 for project cost tracking information. 


Prepared by:   


Jon F. Williams 
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Guidelines for Cost Allocations and Affiliate Transactions: 


The following Guidelines for Cost Allocations and Affiliate Transactions (Guidelines) are intended 
to provide guidance to jurisdictional regulatory authorities and regulated utilities and their affiliates 
in the development of procedures and recording of transactions for services and products 
between a regulated entity and affiliates. The prevailing premise of these Guidelines is that 
allocation methods should not result in subsidization of non-regulated services or products by 
regulated entities unless authorized by the jurisdictional regulatory authority. These Guidelines 
are not intended to be rules or regulations prescribing how cost allocations and affiliate 
transactions are to be handled. They are intended to provide a framework for regulated entities 
and regulatory authorities in the development of their own policies and procedures for cost 
allocations and affiliated transactions. Variation in regulatory environment may justify different 
cost allocation methods than those embodied in the Guidelines. 


       The Guidelines acknowledge and reference the use of several different practices and 
methods. It is intended that there be latitude in the application of these guidelines, subject to 
regulatory oversight. The implementation and compliance with these cost allocations and affiliate 
transaction guidelines, by regulated utilities under the authority of jurisdictional regulatory 
commissions, is subject to Federal and state law. Each state or Federal regulatory commission 
may have unique situations and circumstances that govern affiliate transactions, cost allocations, 
and/or service or product pricing standards. For example, The Public Utility Holding Company Act 
of 1935 requires registered holding company systems to price "at cost" the sale of goods and 
services and the undertaking of construction contracts between affiliate companies. 


       The Guidelines were developed by the NARUC Staff Subcommittee on Accounts in 
compliance with the Resolution passed on March 3, 1998 entitled "Resolution Regarding Cost 
Allocation for the Energy Industry" which directed the Staff Subcommittee on Accounts together 
with the Staff Subcommittees on Strategic Issues and Gas to prepare for NARUC's consideration, 
"Guidelines for Energy Cost Allocations." In addition, input was requested from other industry 
parties. Various levels of input were obtained in the development of the Guidelines from the 
Edison Electric Institute, American Gas Association, Securities and Exchange Commission, the 
Federal Energy Regulatory Commission, Rural Utilities Service and the National Rural Electric 
Cooperatives Association as well as staff of various state public utility commissions. 


       In some instances, non-structural safeguards as contained in these guidelines may not be 
sufficient to prevent market power problems in strategic markets such as the generation market. 
Problems arise when a firm has the ability to raise prices above market for a sustained period 
and/or impede output of a product or service. Such concerns have led some states to develop 
codes of conduct to govern relationships between the regulated utility and its non-regulated 
affiliates. Consideration should be given to any "unique" advantages an incumbent utility would 
have over competitors in an emerging market such as the retail energy market. A code of conduct 
should be used in conjunction with guidelines on cost allocations and affiliate transactions. 


A. DEFINITIONS


1. Affiliates - companies that are related to each other due to common ownership or control.


2. Attestation Engagement - one in which a certified public accountant who is in the practice of
public accounting is contracted to issue a written communication that expresses a conclusion
about the reliability of a written assertion that is the responsibility of another party.
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3. Cost Allocation Manual (CAM) - an indexed compilation and documentation of a company's 
cost allocation policies and related procedures. 


4. Cost Allocations - the methods or ratios used to apportion costs. A cost allocator can be based 
on the origin of costs, as in the case of cost drivers; cost-causative linkage of an indirect nature; 
or one or more overall factors (also known as general allocators). 


5. Common Costs - costs associated with services or products that are of joint benefit between 
regulated and non-regulated business units. 


6. Cost Driver - a measurable event or quantity which influences the level of costs incurred and 
which can be directly traced to the origin of the costs themselves. 


7. Direct Costs - costs which can be specifically identified with a particular service or product. 


8. Fully Allocated costs - the sum of the direct costs plus an appropriate share of indirect costs. 


9. Incremental pricing - pricing services or products on a basis of only the additional costs added 
by their operations while one or more pre-existing services or products support the fixed costs. 


10. Indirect Costs - costs that cannot be identified with a particular service or product. This 
includes but not limited to overhead costs, administrative and general, and taxes. 


11. Non-regulated - that which is not subject to regulation by regulatory authorities. 


12. Prevailing Market Pricing - a generally accepted market value that can be substantiated by 
clearly comparable transactions, auction or appraisal.  


13. Regulated - that which is subject to regulation by regulatory authorities. 


14. Subsidization - the recovery of costs from one class of customers or business unit that are 
attributable to another. 


B. COST ALLOCATION PRINCIPLES 


       The following allocation principles should be used whenever products or services are 
provided between a regulated utility and its non-regulated affiliate or division. 


1. To the maximum extent practicable, in consideration of administrative costs, costs should be 
collected and classified on a direct basis for each asset, service or product provided. 


2. The general method for charging indirect costs should be on a fully allocated cost basis. Under 
appropriate circumstances, regulatory authorities may consider incremental cost, prevailing 
market pricing or other methods for allocating costs and pricing transactions among affiliates. 


3. To the extent possible, all direct and allocated costs between regulated and non-regulated 
services and products should be traceable on the books of the applicable regulated utility to the 
applicable Uniform System of Accounts. Documentation should be made available to the 
appropriate regulatory authority upon request regarding transactions between the regulated utility 
and its affiliates. 


4. The allocation methods should apply to the regulated entity's affiliates in order to prevent 
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subsidization from, and ensure equitable cost sharing among the regulated entity and its affiliates, 
and vice versa. 


5. All costs should be classified to services or products which, by their very nature, are either 
regulated, non-regulated, or common to both. 


6. The primary cost driver of common costs, or a relevant proxy in the absence of a primary cost 
driver, should be identified and used to allocate the cost between regulated and non-regulated 
services or products. 


7. The indirect costs of each business unit, including the allocated costs of shared services, 
should be spread to the services or products to which they relate using relevant cost allocators. 
 


C. COST ALLOCATION MANUAL (NOT TARIFFED) 


       Each entity that provides both regulated and non-regulated services or products should 
maintain a cost allocation manual (CAM) or its equivalent and notify the jurisdictional regulatory 
authorities of the CAM's existence. The determination of what, if any, information should be held 
confidential should be based on the statutes and rules of the regulatory agency that requires the 
information. Any entity required to provide notification of a CAM(s) should make arrangements as 
necessary and appropriate to ensure competitively sensitive information derived therefrom be 
kept confidential by the regulator. At a minimum, the CAM should contain the following: 


1. An organization chart of the holding company, depicting all affiliates, and regulated entities. 


2. A description of all assets, services and products provided to and from the regulated entity and 
each of its affiliates. 


3. A description of all assets, services and products provided by the regulated entity to non-
affiliates. 


4. A description of the cost allocators and methods used by the regulated entity and the cost 
allocators and methods used by its affiliates related to the regulated services and products 
provided to the regulated entity. 
 


D. AFFILIATE TRANSACTIONS (NOT TARIFFED) 


       The affiliate transactions pricing guidelines are based on two assumptions. First, affiliate 
transactions raise the concern of self-dealing where market forces do not necessarily drive prices. 
Second, utilities have a natural business incentive to shift costs from non-regulated competitive 
operations to regulated monopoly operations since recovery is more certain with captive 
ratepayers. Too much flexibility will lead to subsidization. However, if the affiliate transaction 
pricing guidelines are too rigid, economic transactions may be discouraged. 


       The objective of the affiliate transactions' guidelines is to lessen the possibility of 
subsidization in order to protect monopoly ratepayers and to help establish and preserve 
competition in the electric generation and the electric and gas supply markets. It provides ample 
flexibility to accommodate exceptions where the outcome is in the best interest of the utility, its 
ratepayers and competition. As with any transactions, the burden of proof for any exception from 
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the general rule rests with the proponent of the exception. 


1. Generally, the price for services, products and the use of assets provided by a regulated entity 
to its non-regulated affiliates should be at the higher of fully allocated costs or prevailing market 
prices. Under appropriate circumstances, prices could be based on incremental cost, or other 
pricing mechanisms as determined by the regulator. 


2. Generally, the price for services, products and the use of assets provided by a non-regulated 
affiliate to a regulated affiliate should be at the lower of fully allocated cost or prevailing market 
prices. Under appropriate circumstances, prices could be based on incremental cost, or other 
pricing mechanisms as determined by the regulator. 


3. Generally, transfer of a capital asset from the utility to its non-regulated affiliate should be at 
the greater of prevailing market price or net book value, except as otherwise required by law or 
regulation. Generally, transfer of assets from an affiliate to the utility should be at the lower of 
prevailing market price or net book value, except as otherwise required by law or regulation. To 
determine prevailing market value, an appraisal should be required at certain value thresholds as 
determined by regulators. 


4. Entities should maintain all information underlying affiliate transactions with the affiliated utility 
for a minimum of three years, or as required by law or regulation. 


E. AUDIT REQUIREMENTS 


1. An audit trail should exist with respect to all transactions between the regulated entity and its 
affiliates that relate to regulated services and products. The regulator should have complete 
access to all affiliate records necessary to ensure that cost allocations and affiliate transactions 
are conducted in accordance with the guidelines. Regulators should have complete access to 
affiliate records, consistent with state statutes, to ensure that the regulator has access to all 
relevant information necessary to evaluate whether subsidization exists. The auditors, not the 
audited utilities, should determine what information is relevant for a particular audit objective. 
Limitations on access would compromise the audit process and impair audit independence.  


2. Each regulated entity's cost allocation documentation should be made available to the 
company's internal auditors for periodic review of the allocation policy and process and to any 
jurisdictional regulatory authority when appropriate and upon request. 


3. Any jurisdictional regulatory authority may request an independent attestation engagement of 
the CAM. The cost of any independent attestation engagement associated with the CAM, should 
be shared between regulated and non-regulated operations consistent with the allocation of 
similar common costs. 


4. Any audit of the CAM should not otherwise limit or restrict the authority of state regulatory 
authorities to have access to the books and records of and audit the operations of jurisdictional 
utilities. 


5. Any entity required to provide access to its books and records should make arrangements as 
necessary and appropriate to ensure that competitively sensitive information derived therefrom be 
kept confidential by the regulator. 


F. REPORTING REQUIREMENTS 


1. The regulated entity should report annually the dollar amount of non-tariffed transactions 
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associated with the provision of each service or product and the use or sale of each asset for the 
following: 


a. Those provided to each non-regulated affiliate. 


b. Those received from each non-regulated affiliate. 


c. Those provided to non-affiliated entities. 


2. Any additional information needed to assure compliance with these Guidelines, such as cost of 
service data necessary to evaluate subsidization issues, should be provided.  
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Leading the Way Forward
54th EEI Financial Conference
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Darcy Reese
Managing Director
Investor Relations
614-716-2614
dlreese@aep.com


INVESTOR RELATIONS


This presentation contains forward-looking statements within the meaning of Section 21E of the Securities Exchange Act of 1934. Although AEP and
each of its Registrant Subsidiaries believe that their expectations are based on reasonable assumptions, any such statements may be influenced by
factors that could cause actual outcomes and results to be materially different from those projected. Among the factors that could cause actual
results to differ materially from those in the forward-looking statements are: changes in economic conditions, electric market demand and
demographic patterns in AEP service territories, inflationary or deflationary interest rate trends, volatility in the financial markets, particularly
developments affecting the availability or cost of capital to finance new capital projects and refinance existing debt, the availability and cost of funds
to finance working capital and capital needs, particularly during periods when the time lag between incurring costs and recovery is long and the costs
are material, decreased demand for electricity, weather conditions, including storms and drought conditions, and the ability to recover significant
storm restoration costs, the cost of fuel and its transportation, the creditworthiness and performance of fuel suppliers and transporters and the cost
of storing and disposing of used fuel, including coal ash and spent nuclear fuel, the availability of fuel and necessary generation capacity and
performance of generation plants, the ability to recover fuel and other energy costs through regulated or competitive electric rates, the ability to
build or acquire renewable generation, transmission lines and facilities (including the ability to obtain any necessary regulatory approvals and permits)
when needed at acceptable prices and terms and to recover those costs, new legislation, litigation and government regulation, including oversight of
nuclear generation, energy commodity trading and new or heightened requirements for reduced emissions of sulfur, nitrogen, mercury, carbon, soot
or particulate matter and other substances that could impact the continued operation, cost recovery and/or profitability of generation plants and
related assets, evolving public perception of the risks associated with fuels used before, during and after the generation of electricity, including coal
ash and nuclear fuel, timing and resolution of pending and future rate cases, negotiations and other regulatory decisions, including rate or other
recovery of new investments in generation, distribution and transmission service and environmental compliance, resolution of litigation, the ability to
constrain operation and maintenance costs, prices and demand for power generated and sold at wholesale, changes in technology, particularly with
respect to energy storage and new, developing, alternative or distributed sources of generation, the ability to recover through rates any remaining
unrecovered investment in generation units that may be retired before the end of their previously projected useful lives, volatility and changes in
markets for coal and other energy-related commodities, particularly changes in the price of natural gas, changes in utility regulation and the allocation
of costs within regional transmission organizations, including ERCOT, PJM and SPP, changes in the creditworthiness of the counterparties with
contractual arrangements, including participants in the energy trading market, actions of rating agencies, including changes in the ratings of debt, the
impact of volatility in the capital markets on the value of the investments held by the pension, other postretirement benefit plans, captive insurance
entity and nuclear decommissioning trust and the impact of such volatility on future funding requirements, accounting standards periodically issued
by accounting standard-setting bodies, and other risks and unforeseen events, including wars, the effects of terrorism (including increased security
costs), embargoes, naturally occurring and human-caused fires, cyber security threats and other catastrophic events, the ability to attract and retain
requisite work force and key personnel.


“Safe Harbor” Statement under the Private Securities Litigation Reform Act of 1995


Tom Scott
Director
Investor Relations
614-716-2686
twscott@aep.com
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UTILITY TRANSFORMATION
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Utility of 
the 


Future


• Increase core investments in system 
reliability


• Fully advance metering infrastructure 
(AMI) and distribution automation circuit 
reconfiguration (DACR) penetration


• LED Street Light Modernization


• Promote an interactive, modern and efficient 
grid


• Adapt grid to integrate more diverse energy 
sources


• Broadband and behind the meter technologies 
to align with changing customer expectations


• Advance electrification


Positioning to align future 
investments with customer 


preferences


Expanded Core and Future Investments


Distribution Investment 
OpportunityAsset Renewal


Grid 
Modernization


New 
Product Lines


Advancing policies and 
regulatory mechanisms that 
support timely recovery and 


diversification of investments
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Identified Core Business Investments


Known and identified investments 
that will improve reliability and 


operability of the grid


1 10-year capital investment potential is above current $1.8B annual spend, 7-10% O&M required to support the capital investment


Improving 
Balance Sheet


Improve 
Reliability


Grow and Diversify 
the Business


10-Year Incremental Distribution Capital Investment Potential:  ~$18B


Current State of Distribution Grid
• $1.8B of annual investment
• $2.7B investment needed to maintain current assets


Investment Opportunity Capital
Investment $


Grid Modernization $2.4 billion


Line Re-conductoring – Asset Renewal $13.0 billion


Pole Replacements – Asset Renewal $0.5 billion


Distribution Station Transformer and Breaker 
Replacements – Asset Renewal $1.4 billion


AEP invests in our customers’ future by focusing on reliability and the customer experience.
AEP has a strong track record in securing regulatory support and executing distribution investments. 


Partner with states to help spur 
economic development


Maintaining Strong 
Balance Sheet


1
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Robust Distribution Capital Expenditure Opportunities


~ 25 years of low 
transformer investment


~ 35 years of low circuit 
breaker investmentArea of Focus:


Age > Life Expectancy 
of 60 years


Area of Focus:
Age > Life Expectancy 


of 50 years


Type Life 
Expectancy


Current Quantity 
over Life Expectancy


Quantity that will 
Exceed Life 


Expectancy in Next 10 
Years


Total 
Replacement


Need


Percent of AEP 
System Total


Transformers 60 903 565 1,468 41%


Circuit Breakers 50 1,030 842 1,872 21%


$2.7 billion of annual on-system capital investment is required to maintain current age profile
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New Legislative Initiatives


• Ohio Bilateral Contracts Bill (HB6)
– Recovery of existing renewable contracts entered into to comply with existing 


legislation
– Recovery of OVEC collected on a state-wide basis until 2030
– Provides opportunity for AEP Ohio to enter into bilateral contracts with certain 


customers
– Provides $20 million of clean air funds for approved solar projects, including 


400MW at AEP
• Ohio Smart Grid Bill (HB247) – Would allow for inclusion of smart grid technologies in 


electric security plans and allows AEP Ohio to pursue behind the meter technologies
• Ohio Broadband Deployment (HB13) – Promotes broadband investment through 


establishment of residential broadband expansion program
• Indiana TDSIC Bill - Broadens definition of grid improvements included in energy 


delivery tracker
• West Virginia Broadband (SB3) – Promotes broadband investment
• Virginia Broadband (HB2691) – Establishes pilot program for broadband capacity to 


unserved areas
• Oklahoma EV Bill – Extends tax credits for EV infrastructure
• Texas Generation Rider – Recovery of new power generation facilities outside ERCOT
• Texas AMI Bill – Adds recovery of advanced meter deployment outside ERCOT
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Technology and Innovation


Remote Line Sensors


Fault Interruption Technology


Drones


ADMS


LIDAR


Innovative Reliability and Operation


Engineering Innovation


Distribution Automation


• Reliability-focused 
Innovation


• Customer Experience
• Operational Visibility
• Economic Operation
• Enhances Safety


• Design Excellence
• Reduced Labor
• Rapid Engineering
• Digitized Platforms


Microgrids


Augmented Reality


Energy Storage
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Ohio Power Company Rate Increase Request


PUCO Case No. 20‐585‐EL‐AIR


Allocation of Costs to SSO


Lacey Appendix 1


Page 1 of 3


Total Total


Label Retail RS:  Residential
GS:  Non-
Demand 
Metered


GS:  Demand 
Metered - SEC


GS:  Demand 
Metered - PRI


GS:  Demand 
Metered - 


SUB/TRAN
GS - DM OL:  Outdoor 


Lighting
SL:  Street 


Lighting Allocator
Allocation to 


SSO
1 2 3 4 5 6 7 8 9


Rate Base R 22.17%
Plant in Service C 38.18%


A 100.00%
Distribution


360 Land and Land Rights -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
361 Structures and Improvements -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
362 Station Equipment -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
363 Storage Battery Equipment -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
364 Poles, Towers & Fixtures -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
365 Overhead Lines -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
366 Underground Conduit -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
367 Underground Lines -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
368 Transformers -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
369 Services -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
370 Meters -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
371 Install on Cust. Premises -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
372 Leased Prop. On Cust. Premises -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
373 Street Lighting -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
Total -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
Reduction Factor R -                      
Distribution Additions Through 8/31/2014 -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      


-                           R -                      
Total Plant in Service -                      -                      -                     -                     -                     -                     -                       -                           -                  R -                      


General Plant 114,727,617       79,801,470         6,214,633          6,028,635          10,109,551        7,152,421          23,290,607          4,131,131                1,289,777       R 25,431,169         


Intangible Plant -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      


Total General & Intangible Plant 114,727,617       79,801,470         6,214,633          6,028,635          10,109,551        7,152,421          23,290,607          4,131,131                1,289,777       R 25,431,169         


Total Electric Plant in Service 114,727,617       79,801,470         6,214,633          6,028,635          10,109,551        7,152,421          23,290,607          4,131,131                1,289,777       R 25,431,169         


Electric Plant Acquisition Adj. - Account 302 169,528              117,919              9,183                 8,908                 14,938               10,569               34,415                 6,104                       1,906              R 37,578                
Electric Utility Plant 114,897,145       79,919,388         6,223,816          6,037,543          10,124,489        7,162,989          23,325,022          4,137,235                1,291,683       R 25,468,747         


Ratio of Intangible Plant
Accum. Depreciation and Amortiz.


Distribution -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
General & Intangible (32,134,560)        (23,460,455)        (1,827,010)         (1,772,330)         (2,972,059)         (2,102,706)         (6,847,095)          -                           -                  R (7,123,127)          
Total (32,134,560)        (23,460,455)        (1,827,010)         (1,772,330)         (2,972,059)         (2,102,706)         (6,847,095)          -                           -                  R (7,123,127)          


R -                      
Amortiz. Of Plant Acquisition Adj. - Acct 302 (161,517)             (117,919)             (9,183)                (8,908)                (14,938)              (10,569)              (34,415)                -                           -                  R (35,803)               


Net Electric Plant in Service 82,601,068         56,341,015         4,387,623          4,256,305          7,137,492          5,049,715          16,443,512          4,137,235                1,291,683       R 18,309,817         


Construction Work In Progress R -                      
Distribution -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
General -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
Total -                      -                      -                     -                     -                     -                     -                       -                           -                  R -                      


Working Capital
Uncollectibles -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
Materials & Supplies - Dist 283,102              150,093              15,955               13,131               25,153               20,034               58,318                 37,383                     21,353            R 62,754                
Prepayments - Other (Insurance, etc.) 1,564,549           886,803              87,414               74,704               138,756             107,797             321,256               173,312                   95,763            R 346,807              
Other Current Assets -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      


Total Working Capital 1,847,651           1,036,896           103,368             87,835               163,909             127,831             379,575               210,696                   117,117          409,561              


Allocation Factors
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Total Total


Label Retail RS:  Residential
GS:  Non-
Demand 
Metered


GS:  Demand 
Metered - SEC


GS:  Demand 
Metered - PRI


GS:  Demand 
Metered - 


SUB/TRAN
GS - DM OL:  Outdoor 


Lighting
SL:  Street 


Lighting Allocator
Allocation to 


SSO
1 2 3 4 5 6 7 8 9


-                      
Rate Base Offsets R -                      


Customer Deposits (55,112,146)        (35,737,340)        (2,087,958)         (12,779,763)       (3,307,877)         (1,148,029)         (17,235,669)        (51,179)                    -                  R (12,216,468)        
Customer Advances -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
Prepayments - Pension 43,984,201         30,594,236         2,382,562          2,311,254          3,875,793          2,742,090          8,929,138            1,583,790                494,474          R 9,749,785           
Deferred Taxes (190.1) -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
Deferred Taxes (281.1) -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
Deferred Taxes (282.1) -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
Deferred Taxes (283.1) -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
Deferred Taxes - State (283.1) -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
Deferred Investment Tax Credits (255) -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
Total (11,127,945)        (5,143,104)          294,604             (10,468,509)       567,916             1,594,062          (8,306,531)          1,532,612                494,474          R (2,466,683)          


R -                      
Total Rate Base 73,320,774         52,234,807         4,785,595          (6,124,368)         7,869,317          6,771,607          8,516,556            5,880,543                1,903,274       R 16,252,695         


7.28% 1,183,196$         
Operating Expense


O&M Expense
Distribution Operation


580 Supervision & Engineering -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
581 Load Dispatching -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
582 Station Equipment -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
583 Overhead Lines -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
584 Undergroung Lines -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
585 Street Lighting -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
586 Meters -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
587 Customer Installations -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
588 Miscellaneous Distribution -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
589 Rents -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
Total -                      -                      -                     -                     -                     -                     -                       -                           -                  R -                      


Distribution Maintenance R -                      
590 Supervision & Engineering -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
591 Structures -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
592 Station Equipment -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
593 Overhead Lines -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
594 Underground Lines -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
595 Line Transformers -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
596 Street Lighting -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
597 Meters -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
598 Miscellaneous Distribution -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
Total -                      -                      -                     -                     -                     -                     -                       -                           -                  R -                      


Customer Accounts
901 Supervision & Engineering 282,405              249,769              16,396               9,263                 213                    40                      9,516                   6,584                       141                 C 107,830              
902 Meter Reading -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
903 Customer Records & Collection Exp. 39,409,324         35,018,387         2,173,600          1,140,662          23,015               3,580                 1,167,258            1,028,944                21,136            C 15,047,530         
904 Uncollectible Accounts 106,585              61,316                2,987                 28,643               10,129               807                    39,579                 1,683                       1,020              R 23,626                
Factoring Expense 29,770,922         17,797,465         1,058,691          7,352,908          2,614,794          121,594             10,089,296          517,945                   307,525          R 6,599,190           
431-Interest on Customer Deposits 1,759,231           1,140,769           66,650               407,942             105,590             36,646               550,178               1,634                       -                  R 389,961              
905 Miscellaneous Customer Accounts 372,095              329,093              21,603               12,204               281                    53                      12,539                 8,675                       185                 C 142,076              
Total 71,700,562         54,596,799         3,339,926          8,951,621          2,754,023          162,722             11,868,366          1,565,463                330,008          22,310,213         
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Total Total


Label Retail RS:  Residential
GS:  Non-
Demand 
Metered


GS:  Demand 
Metered - SEC


GS:  Demand 
Metered - PRI


GS:  Demand 
Metered - 


SUB/TRAN
GS - DM OL:  Outdoor 


Lighting
SL:  Street 


Lighting Allocator
Allocation to 


SSO
1 2 3 4 5 6 7 8 9


Customer Service & Inf & Sales Exp
907 Supervision 3,843,586           2,948,239           187,548             465,389             138,879             8,275                 612,543               78,672                     16,585            C 1,467,584           
908 Customer Assistance 7,857,033           6,026,770           383,384             951,345             283,895             16,915               1,252,156            160,821                   33,902            C 3,000,025           
Cust Assist. Exp. - DSM – 907, 908, 911 -                      -                      -                     -                     -                     -                     -                           -                           -                  A -                      
908.0009 Cust Assist. Exp. 84,988                65,190                4,147                 10,290               3,071                 183                    13,544                 1,740                       367                 C 32,451                
909 Information & Instruction (77)                      (59)                      (4)                       (9)                       (3)                       (0)                       (12)                       (2)                             (0)                    C (29)                      
910 Miscellaneous Customer Service 24,475                18,774                1,194                 2,963                 884                    53                      3,901                   501                          106                 C 9,345                  
911-916 Misc Selling Expense 651,573              499,792              31,794               78,894               23,543               1,403                 103,840               13,337                     2,811              A 651,573              
Total 12,461,579         9,558,706           608,063             1,508,873          450,270             26,829               1,985,971            255,069                   53,770            5,160,948           


Administrative & General Expense
920-Salaries 35,977,394         21,747,766         1,191,357          8,443,052          3,455,330          597,315             12,495,697          391,482                   151,093          C 13,737,128         
921-Office Supplies 3,463,342           2,093,536           114,685             812,765             332,625             57,500               1,202,891            37,686                     14,545            C 1,322,396           
922-Admin Exp Transferred (7,953,963)          (4,808,045)          (263,388)            (1,866,609)         (763,912)            (132,056)            (2,762,577)          (86,550)                    (33,404)           C (3,037,035)          
923.0001 Outside Svcs Empl - Non-Assoc. 5,803,269           3,507,985           192,170             1,361,891          557,356             96,349               2,015,596            63,147                     24,372            R 1,286,385           
923.0003 AEPSC Billed to Client Co. 2,549,835           1,541,335           84,435               598,386             244,890             42,334               885,611               27,746                     10,708            R 565,211              
924-Property Insurance 149,815              79,428                8,443                 6,949                 13,311               10,602               30,861                 19,783                     11,300            R 33,209                
925-Injuries & Damages 1,500,445           1,043,670           81,277               78,844               132,216             93,542               304,602               54,028                     16,868            R 332,597              
926.0000 OPEB - Employee Benefits 1,044,778           726,719              56,594               54,900               92,064               65,134               212,098               37,621                     11,745            C 398,924              
926.0003 Pension Plan 1,129,323           785,527              61,174               59,343               99,513               70,405               229,261               40,665                     12,696            C 431,205              
927-Franchise Requirements -                      -                      -                     -                     -                     -                     -                           -                           -                  -                      
9280000 Reg. Commission Exp. 1,129,780           675,398              40,176               279,036             99,229               4,614                 382,880               19,656                     11,670            R 250,433              
929 Duplicate Charges -                      -                      -                     -                     -                     -                     -                           -                           -                  -                      
930.1 Gen. Advertising Exp. 1,343,776           812,291              44,498               315,353             129,059             22,310               466,721               14,622                     5,643              A 1,343,776           
930.2000 Misc. General Expenses 4,618,234           2,791,649           152,928             1,083,791          443,543             76,674               1,604,009            50,252                     19,395            C 1,763,365           
930.2007 ABD Exp. 1,550,917           892,211              43,464               416,780             147,385             11,744               575,908               24,487                     14,848            C 592,182              
931 Rent 2,267,361           1,370,584           75,081               532,097             217,761             37,644               787,502               24,672                     9,522              C 865,739              
935 A&G - Maintenance 2,562,836           1,782,641           138,825             134,670             225,832             159,774             520,276               92,283                     28,812            C 978,559              
Total 57,137,143         35,042,694         2,021,720          12,311,249        5,426,202          1,213,885          18,951,337          811,579                   309,813          20,864,075         


Total O&M Expense 141,299,283       99,198,198         5,969,710          22,771,743        8,630,495          1,403,436          32,805,673          2,632,111                693,591          48,335,235         


Depreciation & Amortization Expense
Distribution -                      -                      -                     -                     -                     -                     -                           -                           -                  R -                      
General & Intangible 10,543,698         7,333,915           571,137             554,044             929,088             657,322             2,140,453            379,659                   118,533          R 2,337,175           


Total Depreciation & Amort Expense 10,543,698         7,333,915           571,137             554,044             929,088             657,322             2,140,453            379,659                   118,533          2,337,175           


Taxes Other Than Income
Payroll Taxes 1,798,411           1,250,927           97,417               94,502               158,472             112,118             365,092               64,757                     20,218            C 686,681              
Commercial Activity Taxes 7,236,405           4,326,022           257,336             1,787,268          635,577             29,556               2,452,401            125,897                   74,750            R 1,604,062           
Property Taxes 24,875,620         14,124,692         1,389,507          1,188,689          2,206,039          1,712,653          5,107,382            2,741,116                1,512,922       C 9,498,175           
Regulatory Fees 3,305,646           1,976,160           117,553             816,438             290,336             13,501               1,120,276            57,511                     34,146            R 732,748              
Franchise Tax 2,227                   1,331                   79                      550                    196                    9                        755                      39                            23                   R 494                     
Miscellaneous Taxes -                      -                      -                     -                     -                     -                     -                           -                           -                  -                      


Total Taxes Other Than Income 37,218,309         21,679,133         1,861,892          3,887,447          3,290,620          1,867,837          9,045,904            2,989,320                1,642,060       12,522,160         


Other Expense
Accretion -                      -                      -                     -                     -                     -                     -                           -                           -                  -                      


-                           
Total Operating Expense Before Income Tax 189,061,290       128,211,246       8,402,740          27,213,234        12,850,203        3,928,594          43,992,031          6,001,090                2,454,184       63,194,571$       
Total Allocation to SSO 64,377,767$       
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I. INTRODUCTION 1 


Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 2 


A. My name is Frank Lacey.  I am the President of Electric Advisors Consulting, LLC.  3 


My business address is 3 Traylor Drive, West Chester, PA  19382.  4 


Q. ON WHOSE BEHALF ARE YOU TESTIFYING? 5 


A. I am testifying on behalf of Interstate Gas Supply, Inc. (“IGS”) and Direct Energy 6 


Business, LLC & Direct Energy Services, LLC (“Direct Energy”) (collectively, the 7 


“Supplier Companies”).  The Supplier Companies provide competitive retail 8 


electric service (“CRES”) to residential and commercial & industrial (“C&I”) 9 


customers in Ohio, including in the Ohio Power Company (“AEP” or the 10 


“Company”) service territory.  In addition to providing energy and innovative retail 11 


energy products, the Supplier Companies offer additional advanced energy 12 


management services including demand management, energy efficiency, home 13 


warranty, renewable energy, and distributed energy resources. 14 


Q. PLEASE SUMMARIZE YOUR EDUCATIONAL BACKGROUND AND 15 
PROFESSIONAL EXPERIENCE. 16 


A. I provide policy- and market-related consulting services to advanced energy 17 


management companies and end-use customers.  I have worked in the electric 18 


power industry for approximately 28 years, beginning immediately after earning 19 


my graduate degree.  I have worked on major industry restructuring issues including 20 


generation asset divestiture, with a specialization in environmental asset valuation; 21 


stranded cost valuations; transmission restructuring including the development of 22 
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Independent System Operators (“ISOs”) and Regional Transmission Organization 1 


(“RTOs”) and other independent transmission entities; the development of retail 2 


energy markets; and the development of demand response markets.  Early in my 3 


career, I was employed as a consultant to industry participants, first by Putnam, 4 


Hayes & Bartlett, Inc. and then by Arthur Andersen Business Consulting.  Within 5 


the industry, I have worked for Strategic Energy, a retail electricity supplier, Direct 6 


Energy, a retail energy supplier that acquired Strategic Energy in 2008, and most 7 


recently, Comverge, Inc. and CPower, two demand response companies that shared 8 


a common owner and provided services to residential and to C&I customers, 9 


respectively.  I founded Electric Advisors Consulting LLC in 2015.  I earned a 10 


Bachelor of Science degree in Transportation and Logistics from the University of 11 


Maryland and a Master of Science in Industrial Administration with concentrations 12 


in finance and environmental management from the Tepper School of Business at 13 


Carnegie Mellon University.  My resume is provided as Exhibit FPL-1.  14 


Q. HAVE YOU EVER TESTIFIED BEFORE THE PUBLIC UTILITY 15 
COMMISSION OF OHIO OR ANY OTHER UTILITY REGULATORY 16 
AGENCY?   17 


A. Yes.  I have testified before the Public Utility Commission of Ohio (“Commission” 18 


or “PUCO”).  I have also testified numerous times before other state regulatory 19 


agencies, legislatures, and twice as a technical conference witness at the Federal 20 


Energy Regulatory Commission (“FERC”).  I have also filed expert reports in 21 


judicial proceedings in the Superior Court of New Jersey in Bergen County and in 22 


the Supreme Court of the State of New York in New York County.  In addition to 23 
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Ohio, I have provided expert testimony before the utility commissions in New 1 


York, Pennsylvania, Maryland, New Jersey, Massachusetts, Illinois, Delaware, 2 


Rhode Island, Virginia, Utah and California.  I have made presentations to the 3 


Commissions in Pennsylvania, Maryland, Delaware and Texas.  I have presented 4 


legislative testimony in New York, Connecticut, Maryland, Pennsylvania, 5 


Delaware, Michigan, California and Texas.  I have also spoken at numerous trade 6 


shows, conferences and other industry and corporate events as an expert on 7 


electricity market issues.  A detailed listing of my prior testimony is contained in 8 


Exhibit FPL-2. 9 


Q. HAVE YOU PREVIOUSLY STUDIED UTILITY DEFAULT SERVICE 10 
RATES AND COST ALLOCATION IN COMPETITIVE MARKETS? 11 


A. Yes. In January 2019, my article “Default Service Pricing Has Been Wrong All 12 


Along – Allows Utilities to Maintain Dominance in Markets” was published in 13 


Public Utilities Fortnightly.1  This article is attached as Exhibit FPL-3.  The second 14 


article, “Default Service Pricing – The Flaw and the Fix: Current pricing practices 15 


allow utilities to maintain market dominance in deregulated markets” was more 16 


academic in nature and was published in the Electricity Journal in April 2019.2  17 


That article, attached as Exhibit FPL-4, described more thoroughly the problem of 18 


the discriminatory pricing, addressed some of the market results from the 19 


 


1 Frank Lacey, “Default Service Pricing Has Been Wrong All Along – Allows Utilities to Maintain 
Dominance in Markets,” Public Utilities Fortnightly, January 2019, Pages 40-44 (Exhibit FPL-3). 
2 Frank Lacey, “Default Service Pricing – The Flaw and the Fix: Current pricing practices allow 
utilities to maintain market dominance in deregulated markets,” The Electricity Journal, Volume 32, 
Issue 3, 2019, Pages 4-10 (Exhibit FPL-4). 
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discriminatory pricing and presented a solution that was modeled based on a fully-1 


allocated implementation of a model similar to the Retail Reconciliation Rider 2 


model in place in Ohio.  Much of the research and analyses from those two articles 3 


informs the testimony I offer in this proceeding.  4 


Q. WHY IS THE ALLOCATION OF DEFAULT SERVICE COSTS 5 
IMPORTANT TO THE SUPPLIER COMPANIES?   6 


The Supplier Companies operate competitive retail electric and gas supply 7 


businesses in Ohio.  Their electric offerings compete directly with AEP’s Standard 8 


Service Offer (“SSO”).3  The SSO is available to customers who do not purchase 9 


their electricity from competitive suppliers in the market.  The Supplier Companies’ 10 


interest in this proceeding is to ensure that AEP complied with the terms of the 11 


Stipulation in their ESP IV proceeding which obligated them to provide certain 12 


analyses to the Commission in this rate proceeding.4  Accordingly, the Supplier 13 


Companies’ interest is to see that the rates for the SSO reflect the full cost of 14 


providing that service so that customers are able to make more accurate 15 


comparisons when shopping for electricity supply.  When the costs of providing 16 


the SSO, which are currently embedded in distribution rates, are properly recovered 17 


through the SSO rate, distribution customers will no longer be subsidizing the SSO.  18 


 


3 When I refer to the SSO in my testimony, I am referring to  generation service provided to 
customers that do not choose a competitive retail electric service provider. 
4 See In the Matter of the Application of Ohio Power Company for Authority to Establish a Standard 
Service Offer Pursuant to R.C. 4928.143, in the Form of an Electric Security Plan, Case Nos. 16-
1852-EL-SSO, et al. (“ESP IV”), Joint Stipulation and Recommendation (Aug. 25, 2017) (“ESP IV 
Stipulation”) at 31-32. 
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The elimination of this subsidy will improve the retail market, thereby giving 1 


customers more competitive supply options.  2 


II. SUMMARY AND CONCLUSIONS 3 


Q. HAVE YOU READ AEP’S RATE CASE FILING AND SUPPORTING 4 
TESTIMONY AND THE TESTIMONY FILED BY AEP AND OTHERS IN 5 
SUPPORT OF THE STIPULATION?   6 


A. I have.   7 


Q. COULD YOU PLEASE SUMMARIZE THE FILINGS AND YOUR 8 
CONCLUSIONS? 9 


Yes.  AEP filed what would be classified as a traditional utility rate case, seeking 10 


an increase in base distribution rates for its electric distribution business.  Base 11 


distribution rates are non-competitive service costs; therefore, they are recovered 12 


from all customers.   13 


In AEP’s Expanded PPA Case, AEP agreed to propose the bypassable Retail 14 


Reconciliation Rider5 in its next ESP proceeding in order to recognize the costs 15 


associated with providing competitive retail electric generation service that are not 16 


collected through SSO rates.6 The total collected from the Retail Reconciliation 17 


Rider would then be refunded to all distribution customers through a nonbypassable 18 


 


5 The Retail Reconciliation Rider was initially named the Competitive Incentive Rider (“CIR”) but 
was later renamed by the Commission in ESP IV. For clarity, I will just refer to it as the Retail 
Reconciliation Rider. 
6 In the Matter of the Application Seeking Approval of Ohio Power Company’s Proposal to Enter 
into an Affiliate Power Purchase Agreement for Inclusion in the Power Purchase Agreement Rider, 
Case Nos. 14-1693-EL-RDR, et al. (“Expanded PPA Case”), Joint Stipulation and Recommendation 
(Dec. 14, 2015) at 12-13. 
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rider established in ESP IV. 7  Additionally, AEP Ohio agreed to “provide an 1 


analysis as part of its next distribution rate case to show all of the actual costs 2 


required to provide SSO generation service that are included in the Company's cost 3 


of service study," and propose that these costs be allocated to the default service in 4 


that rate case.8 5 


Subsequently, in AEP’s ESP IV, AEP signed a stipulation (“ESP IV Stipulation”) 6 


that established the Retail Reconciliation Rider and the SSO Credit Rider 7 


mechanisms and their respective rates. Recognizing that shopping customers were 8 


overpaying for SSO services they did not receive, under the ESP IV Stipulation, 9 


those rates would continue until AEP’s next distribution rate case.9 At that time, 10 


AEP would fulfill its commitment in the Expanded PPA Case to propose the 11 


recovery of the actual costs required to provide the SSO from only default service 12 


customers.10 13 


The Commission approved the establishment of the Retail Reconciliation Rider and 14 


the SSO Credit Rider but unfortunately declined to adopt the rates established in 15 


the ESP IV Stipulation.11 Instead, the Commission stated the riders would serve as 16 


placeholders until a thorough analysis of AEP's distribution costs was conducted in 17 


 


7 Id. at 12. 
8 Id. at 12-13. 
9 ESP IV Stipulation at 31-32. 
10 Id. 
11 ESP IV Order at ¶ 213-214. 
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the next distribution rate case. 12  Specifically, the Commission stated that 1 


“[a]dditional analysis is needed to determine whether and how AEP Ohio's 2 


Customer Accounts Expense, Customer Service and Information Expense, 3 


Administrative and General Expense, and Taxes Other than Income Taxes should 4 


be reallocated through the [Retail Reconciliation Rider] and SSOCR.”13  Due to 5 


this delay, shopping customers have been subsidizing the SSO for many years 6 


because of an improper assignment and allocation of the costs of the SSO. 7 


Thus, in this rate proceeding, AEP was required to complete a thorough analysis of 8 


its distribution rates, including the actual costs associated with the SSO. However, 9 


based on my review of the testimony supporting the Application, the Staff Report 10 


issued in this proceeding, and the stipulations in the ESP IV proceeding and this 11 


proceeding,14 AEP’s analysis in its Application was by no means “thorough.”  It 12 


simply concluded that aside from uncollectible generation expenses and the PUCO 13 


and Ohio Consumers’ Counsel (“OCC”) assessments, there were negligible 14 


“qualitative costs” that are used in the delivery of the SSO, and proposed that they 15 


should be ignored.15  AEP witness Roush testified that “the Company reviewed 16 


certain functions, such as its call center, accounting operations and billing system 17 


that are clearly necessary to support both shopping and non-shopping customers.”16  18 


 


12 Id. at ¶ 214. 
13 Id. 
14 Joint Stipulation and Recommendation (“AEP Rate Stipulation”) (Mar. 12, 2021). 
15 Direct Testimony of David M. Roush (“Roush Testimony”) (June 15, 2020) at 11-12, Ex. DMR-
2. 
16 Id. at 12.   
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However, in his “thorough analysis” of these shared costs to serve customers, other 1 


than the PUCO and OCC assessments, he allocated a grand total of zero dollars to 2 


the SSO.17  This analysis is anything but “thorough” as it omits from SSO all of the 3 


most basic elements of running a business, such as rent, personnel, computers, 4 


systems, accounting and finance, and billing.   5 


Mr. Roush also deducted from his total allocation to the SSO, “choice-related costs” 6 


which he says should be “assigned strictly to shopping customers.”18  This is an 7 


incorrect analysis as the choice-related costs benefit all customers, not just those 8 


who choose an alternative supplier.  As discussed in more detail below, these are 9 


not competitive costs.  The costs relate to service that only AEP can provide and 10 


they benefit all customers.  As such, they should be classified as regulated 11 


distribution service costs.   12 


I find that Staff’s recommendation to dismiss AEP’s analysis and related riders 13 


because AEP did not examine “all cost causation factors” to be wholly 14 


inappropriate.  The resolution found in the Stipulation that the “Retail 15 


Reconciliation Rider and SSO Credit Rider will remain at zero based on the Staff 16 


Report’s recommendation” is equally indefensible and is extremely detrimental to 17 


the competitiveness of the Ohio electricity markets.  It will further cement AEP’s 18 


 


17 Id. at Ex. DMR-2. 
18 Id. at 12. 
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unearned competitive advantage in this market and will distort consumers’ ability 1 


to evaluate electricity and other generation service offerings.   2 


Finally, with respect to the logic, advanced by AEP and adopted by Staff, that “SSO 3 


is a default service, available to all customers and required by electric distribution 4 


companies to provide” is a red herring argument for not allocating costs to the SSO 5 


business.19  By that logic, one could argue that AEP should not allocate costs to 6 


residential distribution because they are obligated to provide the service.  Of course, 7 


that makes no economic sense at all.  Similarly, it makes no economic sense to 8 


simply not allocate costs of operating the SSO business to that business.   9 


As directed, this rate proceeding was supposed to include a “thorough analysis” of 10 


SSO-related costs and an allocation of those costs to the SSO.  I take no position 11 


on the overall revenue requirement submitted by AEP in this proceeding as 12 


modified by the AEP Rate Stipulation.  However, I find that AEP’s analysis of the 13 


SSO-related costs is inadequate, is far from “thorough” and drastically understates 14 


the true cost of operating the SSO business.  By failing to perform this analysis 15 


correctly, AEP inappropriately includes these costs in its distribution rates, which 16 


renders the distribution rates unjust and unreasonable.   17 


I conclude based on my review of the filing that if the rates proposed by AEP are 18 


adopted as presented, AEP would be allocating too many costs to its distribution 19 


 


19 Amended Staff Review and Recommendation in the Matter of the Application of Ohio Power 
Company for an Increase in Electric Distribution Rates (“Staff Report”) (Nov. 25, 2020) at 31. 







 


10 
 


business and failing to allocate costs appropriately to the SSO business, rendering 1 


both SSO and distribution rates unjust and unreasonable.  Under such a rate design, 2 


AEP would be over-collecting its distribution costs from all customers including 3 


from customers who have chosen a competitive supplier, and under-collecting costs 4 


from SSO customers related to serving them.  Without an accurate SSO rate, 5 


shopping customers are subsidizing the SSO and consumers are deprived of an 6 


opportunity to meaningfully compare offers in the competitive market with the SSO 7 


rate charged by AEP.  This result is harmful to customers, to CRES suppliers and 8 


to the long-term success of Ohio’s competitive energy policy and environmental 9 


goal, which will be met most efficiently if the competitive landscape is not biased 10 


in the utilities’ favor.  I have developed a financial model based on those presented 11 


by AEP to support its rate request that shows that an appropriate allocation of costs 12 


to the SSO would yield the following impacts on the Retail Reconciliation Rider 13 


and the SSO Credit Rider.  Table FL-1 summarizes the results of my analysis: 14 


 15 


My findings and analysis are supported by National Association of Regulatory 16 


Utility Commissioners (“NARUC”) cost allocation guidelines, by several noted 17 


Impacts


Allocation Pool 190,244,486$               


Retail Reconciliation Rider Allocation 64,377,767$                 


Retail Reconciliation Rider  Charge ($/kWh) 0.0057$                         


SSO Credit ($/kWh) 0.0015$                         


Table FL-1


Appropriate SSO Cost Allocation
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economists, by general business practices and by AEP’s own cost allocation 1 


manual.   2 


Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS 3 
PROCEEDING? 4 


A. My understanding is that the Commission will review the Stipulation to determine 5 


whether it meets a test adopted by the Commission that addresses three questions: 6 


(1) Is the settlement the product of serious bargaining among capable, 7 


knowledgeable parties? (2) Does the settlement, as a package, benefit ratepayers 8 


and the public interest? (3) Does the settlement package violate any important 9 


regulatory principle or practice? I will not address the first of these three questions.  10 


My testimony will show quite clearly, however, that the proposed settlement, as a 11 


package, does not benefit ratepayers and is not in the public interest.  I will show 12 


that the proposed settlement violates several very important ratemaking standards, 13 


principles and practices and it violates other regulatory standards.   14 


Additionally, IGS and Direct have filed objections to the Staff Report.  My 15 


testimony provides evidence supporting Objections to the Staff Report filed by IGS 16 


and Direct Energy, respectively.20  My conclusions rest on a showing that AEP has 17 


not followed long-standing traditional rate-making procedures in determining the 18 


costs that should be allocated to the Retail Reconciliation Rider.  In reaching my 19 


conclusions, I conducted an independent analysis of AEP’s proposed costs and 20 


 


20  Specifically, this testimony addresses IGS Objections A through D and all of the Direct 
Objections. 
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based on that analysis, make recommendations about the amount of costs that 1 


should be allocated to SSO.  My recommended cost allocations are consistent with 2 


NARUC principles of cost allocation; with sound utility ratemaking practices; with 3 


AEP’s own cost allocation principles; and with general cost accounting principles.   4 


My testimony will detail how AEP’s flawed analysis can be corrected within the 5 


current SSO framework.  If implemented as designed, the Retail Reconciliation 6 


Rider will neither increase nor decrease the base distribution revenues that AEP 7 


will receive.  Total costs to customers in aggregate will not change.  Additionally, 8 


a correct implementation of the Rider will facilitate the type of robust competition 9 


envisioned for Ohio.  10 


My testimony will show that AEP has failed to allocate costs to the SSO that are 11 


incurred to provide that service.  By proposing a Retail Reconciliation Rate of just 12 


$0.0003120 (312/10,000ths of a cent) per kWh, AEP has omitted major cost 13 


categories and significantly understated other cost allocations.  For example, AEP 14 


has not allocated administrative and general expenses to the SSO, including costs 15 


of information technology (“IT”) and human resources (“HR”) and other costs that 16 


are clearly necessary to operate the SSO business.   17 


Moreover, Staff’s recommendation to dismiss AEP’s analysis and related riders 18 


because AEP did not examine “all cost causation factors” is wholly inappropriate.   19 


I agree with the Staff that AEP did not examine all costs causation factors; in fact 20 


AEP ignored most of them.  However, that failure should not be used to ignore or 21 
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excuse the obligation of AEP to conduct a thorough analysis of its costs to serve 1 


the SSO and to properly set the Retail Reconciliation Rider and the SSO Credit 2 


Rider previously agreed to. 3 


Further, I will address several concerns with the “shadow billing” proposal in the 4 


proposed settlement.  The shadow billing proposal, ironically, is being proffered at 5 


the same time as some stakeholders oppose an appropriate allocation of costs to 6 


SSO.  While there are many reasons to reject a shadow billing construct, most 7 


notably, the result of any shadow billing calculations will be biased on day one 8 


because the framework is designed to compare the cost of several different fully 9 


allocated and market-based products to a singular product that is heavily subsidized 10 


and that benefits from several regulatory protections.   11 


Finally, I will address the failure to determine whether AEP is proposing to collect 12 


any direct or indirect costs associated with customer sited renewable energy 13 


resources through distribution rates, in violation of R.C. 4928.47.  14 


Q. HOW DO THE SUPPLIER COMPANIES PROPOSE TO CORRECT THIS 15 
SUBSIDY PROBLEM? 16 


A. The Supplier Companies ask the Commission to populate the Retail Reconciliation 17 


Rider and the SSO Credit Rider in order to fully and equitably allocate the costs 18 


that are proposed to be recovered through distribution rates that are clearly used to 19 


provide the SSO.   20 
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I calculate a full allocation of costs to SSO service to be $64,377,767 as compared 1 


to AEP’s allocation of only $3,500,765.21  This allocation to SSO does not increase 2 


costs.  It only moves costs from distribution to SSO.  While this allocation will 3 


increase the cost for SSO service, the distribution rate will be reduced 4 


simultaneously.  As shown in Table FL-1, above, if implemented as recommended 5 


today, the SSO cost will increase by $0.0057 per kWh via a charge on the Retail 6 


Reconciliation Rider.  The distribution rate would be $0.0015 per kWh lower as a 7 


result of the SSO Credit.  All else being equal, AEPs net revenues will remain 8 


unchanged as all revenues collected are credited back to customers.  An appropriate 9 


allocation, which removes costs that are currently embedded in distribution rates 10 


and recovers them instead from bypassable SSO rates, will result in rates for both 11 


distribution service and the SSO that are just and reasonable.  Deploying the 12 


allocation through the Retail Reconciliation Rider and the SSO Credit Rider 13 


mechanisms will ensure that AEP is fully – and not over – collecting its distribution 14 


costs while under-collecting its SSO-related costs.  More importantly, it will result 15 


in SSO prices that more accurately reflect the cost of providing that service.   16 


Q. IS IT IMPORTANT TO HAVE SSO PRICES THAT MORE ACCURATELY 17 
REFLECT THE COST OF PROVIDING SSO?   18 


A. Yes.  The SSO is electricity service provided to customers that do not choose an 19 


alternative electricity supplier.  As the default, or “do nothing” product, SSO has 20 


 


21 Roush Testimony at Ex. DMR-2. 







 


15 
 


been positioned as the baseline product against which all competitive offers should 1 


be compared.  Therefore, it becomes more important for the SSO price to be 2 


accurate and reflective of its true costs.22 The problems associated with the failure 3 


to price the SSO properly are further exacerbated by the Shadow Billing proposal 4 


in the proposed settlement.  Notwithstanding the drive to compare competitive 5 


offers to the SSO price, all utility products should be charged at cost, including a 6 


full allocation of costs.  With a proper allocation of costs to the SSO, customers 7 


will be able to make much more informed choices about their energy consumption 8 


and about competitive energy options.   9 


The cost to provide SSO should not be subsidized by distribution rates.  By 10 


proposing a rate for the SSO that is reflective of the true cost to offer and provide 11 


that service to customers, the Supplier Companies seek to remove these SSO 12 


subsidies from the distribution rates.  Properly allocating costs to SSO will also 13 


empower customers with more accurate pricing information, enabling them to 14 


make better informed competitive energy market choices.  When SSO pricing 15 


reflects the costs to provide this service, competitors are able to offer competitive 16 


prices.  By contrast, the current allocation of costs to the SSO and the allocation of 17 


 


22 I do not endorse the concept of the SSO being any type of pricing comparison or baseline against 
which competitive supply products should be compared.  The SSO is procured for discreet periods 
of time, at discreet dates and as it is priced today, reflects what is essentially a pass-through of 
wholesale market prices, with no appropriate allocations of costs necessary to provide the service.  
Suppliers’ products have different attributes, different benefits, different terms and are procured and 
offered on dates that are different from the SSO.  Any comparison of the costs of such products are 
immaterial unless the comparison adjusts for all of those differences and others.   
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costs proposed by Mr. Roush in this proceeding will result in SSO pricing that 1 


harms the competitive market, harms customers and results in an over-consumption 2 


of energy.  The recommendation by Staff to ignore this issue altogether is 3 


inconsistent with the policy directives of the state and inconsistent with the 4 


obligations outlined in AEP’s ESP IV Stipulation.  Accordingly, the proposed 5 


settlement should be modified to include an appropriate allocation of costs to SSO, 6 


and the Shadow Billing Component of the proposed settlement should be rejected.       7 


III. FUNDAMENTAL MARKET FLAWS 8 


Q. WHY IS COST ALLOCATION IMPORTANT? 9 


A. An appropriate allocation of costs to different business lines, in any business, is 10 


important so that management can understand the true cost to produce and deliver 11 


a product and then make decisions about the product like proper pricing.  In a 12 


market where costs are regulated and are generally to be provided “at cost,” 13 


allocation takes on a new level of importance because of the possibility of a 14 


regulated business subsidizing another business unit.  NARUC has recognized that 15 


“utilities have a natural business incentive to shift costs from non-regulated 16 


competitive operations to regulated monopoly operations…”23 and has issued cost 17 


allocation guidance (discussed below) to prevent such subsidization.  18 


Q. WHAT HAPPENS IF COST ALLOCATION IS NOT DONE CORRECTLY?   19 


 


23 NARUC, “Guidelines for Cost Allocations and Affiliate Transactions,” (“NARUC Guidelines”) 
Section D at 3; available at https://pubs.naruc.org/pub.cfm?id=539BF2CD-2354-D714-51C4-
0D70A5A95C65 (FPL-Exhibit 13). 



https://pubs.naruc.org/pub.cfm?id=539BF2CD-2354-D714-51C4-0D70A5A95C65

https://pubs.naruc.org/pub.cfm?id=539BF2CD-2354-D714-51C4-0D70A5A95C65
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A. It leads to market flaws – not just in energy markets, but in any market.  For 1 


example, if a company failed to allocate costs properly to one of its business lines, 2 


it could potentially cause severe financial harm to the business or possibly lead the 3 


business into bankruptcy.  A simple example is a company that manufactures pens 4 


and pencils.  If all of the overhead is allocated to one of those products (pens, for 5 


example), the pencils will be priced below-market and the company will be able to 6 


sell as many as they could manufacture.  The pens, on the other hand, will be too 7 


expensive and the company will sell few, if any pens.  However, it will need to sell 8 


pens to recover its overhead costs.  This business will bankrupt itself because it will 9 


never collect its overhead costs.  In the case before this Commission, AEP’s SSO 10 


costs are too low and distribution costs are too high.  The only reason the utility can 11 


sustain itself even though there is a misallocation of costs is because it has a 12 


monopoly on the part of its business that is priced too high.  13 


Q. DOES AN IMPROPER ALLOCATION OF COSTS TO SSO HARM 14 
CONSUMERS?  15 


A. Yes.  It harms consumers who choose competitive electricity options and those who 16 


are taking the SSO.   17 


Q. COULD YOU PLEASE EXPLAIN THIS IN MORE DETAIL? 18 


Yes.  Under the current Ohio retail energy market structure, utility costs are 19 


recovered through the rates of two distinct services – distribution and generation.24  20 


 


24 Under Ohio law, transmission costs are set by federal orders and are passed through a specific 
rider. For simplicity, I am looking at only distribution and generation costs. 
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AEP has 1,503,881 distribution customers and 928,901 generation service (SSO) 1 


customers.25  As rates stand today and as designed in the proposed settlement, 2 


928,901 customers will be receiving generation service without understanding of 3 


the true cost to serve that product.  Without an appropriate allocation of costs 4 


between the two retail products, the generation product (the SSO) will be priced 5 


below the market value for that product.  This harms consumers who have chosen 6 


an electricity supplier because they are subsidizing, through distribution rates, the 7 


provision of the SSO to customers who do not migrate to competitive options.  It 8 


also harms consumers on the SSO because it prevents them from being able to make 9 


a fair comparison to alternatives that may in fact offer real value to these customers, 10 


and it obscures the appropriate price signal, potentially resulting in over-11 


consumption.  This flawed allocation approach also creates a market where a utility 12 


can hold a significant anti-competitive pricing advantage on the services that are 13 


supposed to be “competitive.”  As recognized by NARUC, a “natural business 14 


incentive” exists to shift costs from the competitive customers to the captive 15 


customers.26  This incentive, which harms customers and the markets, is the exact 16 


incentive that NARUC was trying to prevent when it wrote its Guidelines for Cost 17 


Allocations and Affiliate Transactions.  The Commission should ensure that 18 


utilities do not give undue preference in favor of utility products and/or engage in 19 


 


25 See AEP Response to IGS-INT-03-012, Att. 1 (Exhibit FPL-9). 
26 NARUC Guidelines at Section D. 
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practices that could result in noncompetitive SSO rates.  It is essential that steps be 1 


taken in this proceeding to rectify AEP’s cost allocations. 2 


Q. DOES THIS PRICING DISORDER CAUSE ANY OTHER PROBLEMS? 3 


A. Yes.  Artificially low SSO prices are anti-competitive because they make it more 4 


difficult for suppliers in the market to compete for retail customers since they need 5 


to charge prices that reflect all of the costs of supplying electricity while AEP 6 


provides a heavily subsidized SSO product.   7 


Q. IS A FULL ALLOCATION OF SSO COSTS TO THE RETAIL 8 
RECONCILIATION RIDER AN EFFECTIVE MARKET OUTCOME?     9 


Yes.  It is the policy of the state of Ohio to “[e]nsure effective competition in the 10 


provision of retail electric service by avoiding anticompetitive subsidies flowing 11 


from a noncompetitive retail electric service to a competitive retail electric service 12 


or to a product or service other than retail electric service, and vice versa, including 13 


by prohibiting the recovery of any generation-related costs through distribution or 14 


transmission rates.”27  The SSO is a competitive offering from the utility.  The 15 


current pricing structure for the SSO results in anticompetitive subsidies flowing 16 


from distribution to generation service, resulting in below-market energy prices for 17 


SSO customers.   A full allocation of SSO costs to the Retail Reconciliation Rider 18 


would remove or mitigate the many market problems I have identified.  19 


 20 


 


27 R.C. 4928.02(H). 







 


20 
 


IV. COST ALLOCATION PRINCIPLES 1 


Q. HOW SHOULD AEP ALLOCATE COSTS TO THE RETAIL 2 
RECONCILIATION RIDER? 3 


After the General Assembly restructured the electricity market, utilities were 4 


required to unbundle competitive services from non-competitive services.  After 5 


the inception of the competitive market in Ohio, it is inappropriate for the 6 


Commission to apply its  traditional regulatory authority to provide nonbypassable 7 


compensation to utilities for the provision of competitive services such as the SSO. 8 


To ensure that AEP does not recover competitive service costs through base rates, 9 


AEP should allocate the appropriate amount of costs to its SSO using a fully-10 


allocated cost approach.  If a resource is used in the provision of supplying the SSO, 11 


the cost of that resource should be allocated, in some manner, to that product.  12 


Several sources posit that a full allocation of costs to SSO products is appropriate.  13 


Most notably, guidance from NARUC and AEP suggests that all utility products 14 


should be priced using fully allocated cost principles. 28   General utility rate-15 


making, including the distribution rates being sought in this proceeding, are 16 


fundamentally premised on an appropriate allocation of costs to certain products 17 


and services.  Finally, general sound business, management and pricing practices 18 


require a full and appropriate allocation of costs to all products and services.   For 19 


 


28 See NARUC Guidelines at Section D; “American Electric Power, Cost Allocation Manual as of 
December 31, 2019;” available at 
https://www.aep.com/assets/docs/requiredpostings/TariffFilings/AEPOpCos-
2020ATRR/13CostAllocationManual-12-31-19.pdf (FPL Exhibit 6). 



https://www.aep.com/assets/docs/requiredpostings/TariffFilings/AEPOpCos-2020ATRR/13CostAllocationManual-12-31-19.pdf

https://www.aep.com/assets/docs/requiredpostings/TariffFilings/AEPOpCos-2020ATRR/13CostAllocationManual-12-31-19.pdf
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purposes of this proceeding, properly allocating the costs to the SSO is the only 1 


way to facilitate a more appropriate market price for the SSO.   2 


A.   NARUC STANDARDS FOR COST ALLOCATION  3 


Q. HAS NARUC OPINED ON COST ALLOCATION?  4 


A. NARUC has issued a manual and guidelines on cost allocation at least twice.  In 5 


1992, NARUC published its “Electric Utility Cost Allocation Manual” (“NARUC 6 


CAM”), which is an almost 200-page tome on cost allocation in utility rate 7 


making.29  NARUC also published “Guidelines for Cost Allocation and Affiliate 8 


Transactions” (“Guidelines” or “NARUC Guidelines”).30  9 


The NARUC CAM states:  10 


“While opinions vary on the appropriate methodologies to be used 11 
to perform cost studies, few analysts seriously question the standard 12 
that service should be provided at cost.  Non-cost concepts and 13 
principles often modify the cost of service standard, but it remains 14 
the primary criterion for the reasonableness of rates.  The cost 15 
principle applies not only to the overall level of rates, but to the rates 16 
set for individual services, classes of customers, and segments of the 17 
utility's business.  Cost studies are therefore used by regulators for 18 
the following purposes: 19 


• To attribute costs to different categories of customers based on how 20 
those customers cause costs to be incurred. 21 


• To determine how costs will be recovered from customers within each 22 
customer class. 23 


• To calculate costs of individual types of service based on the costs each 24 
service requires the utility to expend. 25 


 


29  NARUC, “Electric Utility Cost Allocation Manual” (1992) (“NARUC CAM”); available at 
https://pubs.naruc.org/pub.cfm?id=53A20BE2-2354-D714-5109-3999CB7043CE (Exhibit FPL-
14). 
30 See NARUC Guidelines. 



https://pubs.naruc.org/pub.cfm?id=53A20BE2-2354-D714-5109-3999CB7043CE
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• To determine the revenue requirement for the monopoly services 1 
offered by a utility operating in both monopoly and competitive 2 
markets. 3 


• To separate costs between different regulatory jurisdictions.”31  4 
 5 


These observations are especially prescient given the date of the NARUC CAM – 6 


January 1992.  At that point in time NARUC was envisioning an allocation of costs 7 


of monopoly services offered by a utility operating in both monopoly and 8 


competitive markets.  Notably, the NARUC CAM expressly identifies “segments 9 


of the utility’s business.”32  In other words, it is appropriate to allocate costs to each 10 


business segment, even if it is not a separate business unit with profits and/or losses 11 


attached to it.   12 


Q. DO NARUC’S GUIDELINES ALSO APPLY TO ALLOCATION OF COSTS 13 
TO SSO?  14 


A. Yes.  Even though the NARUC CAM likely did not envision SSO services as they 15 


are being provided today, the allocation principles hold true from an accounting 16 


perspective and from a regulatory rate making perspective and should be applied to 17 


SSO rate making.33 18 


According to NARUC, the principles should be applied “whenever products or 19 


services are provided between a regulated utility and its non-regulated affiliate or 20 


division.”34  Under its first identified principle, direct costs “should be collected 21 


 


31 NARUC CAM at 12 (emphasis added). 
32 Id. 
33 Lacey, Electricity Journal, Page 7.   
34 NARUC Guidelines at Section B. 
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and classified on a direct basis for each asset, service or product provided.”35  The 1 


set of direct costs that should be charged to the standard service offer include, but 2 


is not limited to, the cost of credit, the cost of wholesale market departments used 3 


to source the SSO, the costs of procurement, bad debt, the cost of communicating 4 


SSO issues to customers, and the cost of any other regulatory requirements imposed 5 


on SSO providers.   6 


NARUC’s second principle addresses indirect costs, which are costs for resources 7 


that are used for multiple products, services or other.  This principle states that 8 


“[t]he general method for charging indirect costs should be on a fully allocated cost 9 


basis.”36  The resources deployed to provide the standard service offer are vast and 10 


include executives’ salaries and benefits, rents and other office space expenses, 11 


regulatory cost, billing and customer care costs and others.  To meet NARUC’s 12 


“fully allocated cost basis” principle, the costs for all resources that are utilized in 13 


the provision of the standard service offer must be included in bucket of costs 14 


allocated to the Retail Reconciliation Rider component.    15 


The principles of cost allocation should apply to all utility products and services.  16 


The NARUC CAM states exactly that fact: “The cost principle applies not only to 17 


the overall level of rates, but to the rates set for individual services, classes of 18 


customers, and segments of the utility's business.” 37   More importantly, the 19 


 


35 Id. at Section B.1. 
36 Id. at Section B.2 (emphasis added).  
37 NARUC CAM at 12. 
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Guidelines state: “The allocation methods should apply to the regulated entity’s 1 


affiliates in order to prevent subsidization from, and ensure equitable cost sharing 2 


among the regulated entity and its affiliates, and vice versa.”38  These principles are 3 


directly applicable to pricing SSO.   4 


Q. IS AEP’S STANDARD SERVICE OFFER BUSINESS AN “AFFILIATE” OF 5 
AEP?   6 


A. Technically, they are not affiliate organizations, but should be treated as affiliates 7 


under the Commission’s rules. Specifically, Ohio Adm.Code 4901:1-37-01(A) 8 


states “[t]he affiliate standards shall also apply to any internal merchant function 9 


of the electric utility whereby the electric utility provides a competitive service.”  10 


The SSO is a competitive service, so it must be treated as if provided by an affiliate 11 


of AEP. I have incorporated the NARUC Guidelines into this testimony because 12 


AEP’s SSO business acts like and must be treated like an affiliate in the market.   13 


The NARUC manual and guidelines provide guidance as to the proper assignment 14 


and allocation of the costs between the “affiliates.”  NARUC very specifically states 15 


that the objective of its Guidelines is to “lessen the possibility of subsidization in 16 


order to protect monopoly ratepayers and to help establish and preserve competition 17 


in the electric generation and the electric and gas supply markets.”39 In fact, to 18 


ensure the competitiveness of markets, NARUC states that generally, “the price for 19 


services, products and the use of assets provided by a regulated entity to its non-20 


 


38 NARUC Guidelines at Section B.4 (emphasis added). 
39 Id. (emphasis added). 
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regulated affiliates should be at the higher of fully allocated costs or prevailing 1 


market prices.”40  As noted above, Ohio defines fully allocated costs as the sum of 2 


direct costs plus an appropriate share of indirect costs. This is exactly the approach 3 


taken in the analysis presented in this testimony.      4 


B.    AEP’S COST ALLOCATION STANDARDS 5 


Q. HAVE YOU READ AEP’S COST ALLOCATION MANUAL? 6 


A. I have reviewed a document entitled “American Electric Power, Cost Allocation 7 


Manual as of December 31, 2019” (“AEP-CAM”). 41  The document lists 8 


“Corporate Accounting” as the author.   9 


Q. DOES THE AEP CAM REFERENCE ALLOCATIONS TO STANDARD 10 
SERVICE OFFER? 11 


A. It does not specifically reference allocations to the SSO.  I reference it, however, 12 


because it clearly shows that AEP knows and understands that it has an obligation 13 


to allocate costs to its businesses in an appropriate manner.  For example, the very 14 


first sentence of its corporate allocation overview states “AEP’s internal guidelines 15 


applicable to cost allocations are designed to result in a fair and equitable 16 


allocation of costs.” 42   It continues, “Unless otherwise exempted, the AEP 17 


 


40 Id. at Section D.1. 
41  “American Electric Power, Cost Allocation Manual as of December 31, 2019;” available at 
https://www.aep.com/assets/docs/requiredpostings/TariffFilings/AEPOpCos-
2020ATRR/13CostAllocationManual-12-31-19.pdf. 
42 Id. at Section 02-02-01. 



https://www.aep.com/assets/docs/requiredpostings/TariffFilings/AEPOpCos-2020ATRR/13CostAllocationManual-12-31-19.pdf

https://www.aep.com/assets/docs/requiredpostings/TariffFilings/AEPOpCos-2020ATRR/13CostAllocationManual-12-31-19.pdf
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companies allocate costs between regulated and non-regulated operations, on a 1 


fully distributed cost basis.”43  Perhaps most importantly, the AEP-CAM states:  2 


“AEP’s cost accounting and cost allocation policies and procedures 3 
shall not result in any cost subsidies among or between regulated 4 
and non-regulated operations.  Unless otherwise exempted, all 5 
affiliate transactions for services or products will be conducted at 6 
fully allocated cost.  For the transfer of capital assets, fully allocated 7 
cost shall equal the net book value of the capital asset.   8 
“The term ‘affiliate transactions’ refers to all transactions between 9 
the utility and any separate affiliate company, both regulated and 10 
non-regulated, including all transactions between a utility’s 11 
regulated operations (above-the-line) and non-regulated operations 12 
(below-the-line).”44   13 


I have included relevant pages of AEP’s Cost Allocation Manual as Exhibit FPL-14 


6.   15 


This discussion in the AEP-CAM of transactions that are “below-the-line” with 16 


respect to the utility’s regulated operations is descriptive of the SSO business.  17 


Clearly, the SSO business is not part of AEP’s regulated distribution operations.  18 


The AEP-CAM shows clearly that on paper, AEP understands the importance of 19 


not subsidizing a business that is competing in the markets.  That purpose is the 20 


fundamental reason for allocating costs appropriately to the standard service offer.  21 


Q. DOES AEP APPLY ITS OWN COST ALLOCATION PHILOSOPHY TO 22 
THE COSTS OF PROVIDING THE SSO?   23 


A. No.  It does not.   24 


 


43 Id. at Section 02-02-02.   
44 Id. 
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Q. HAS AEP REASONABLY ALLOCATED COSTS TO THE SSO? 1 


No.  Mr. Roush stated that “the Company has prepared a quantitative and qualitative 2 


analysis of its costs related to the provision of SSO service that are included in its 3 


distribution cost of service and the costs related to shopping service that are 4 


included in the distribution cost of service.”45  In that analysis, the only costs AEP 5 


included were uncollectible SSO generation expenses and portions of the PUCO 6 


and OCC assessments.  Notably, he identifies these costs as costs “to be assigned” 7 


to non-shopping customers.46  That language is not accidental.  The costs identified 8 


in that analysis are all “direct costs”.  These costs should be assigned to SSO.  9 


However, neither Mr. Roush nor any other individual within AEP presented any 10 


analysis of shared costs or indirect costs required to operate the SSO business.  In 11 


other words, AEP’s analysis of indirect costs yielded an allocation of exactly zero 12 


dollars of indirect costs to SSO.  It is simply not possible to run the SSO business 13 


if the only resources available to it were an allowance for uncollectible costs and 14 


money to pay for the PUCO and OCC assessments.   15 


Q. IS IT POSSIBLE THAT AEP’S SSO BUSINESS DOES NOT INCUR THESE 16 
COSTS, PROVIDING IT WITH A COST ADVANTAGE OVER 17 
SUPPLIERS?   18 


A. No.  The elements included in an appropriate allocation are costs that any business 19 


would incur.  AEP has chosen not to allocate a reasonable share of those indirect 20 


 


45 Roush Testimony at 11.   
46 Id. at 12. 







 


28 
 


costs to the SSO.  Their cost advantage is one of accounting tactics only and the 1 


Commission should not allow AEP to continue the practice of hiding SSO costs in 2 


distribution rates.  3 


Q. DOES AEP HAVE AN INCENTIVE TO UNDER-ALLOCATE COSTS TO 4 
THE STANDARD SERVICE OFFER?  5 


A. Yes.  As identified in the Guidelines, NARUC observed that utilities have a 6 


“natural business incentive” to include costs of competitive service in regulated 7 


rates.  AEP has a strong “natural business incentive” to shift costs to the 8 


distribution company in order to keep the standard service offer rates below cost 9 


and maintain their customer base.   10 


This incentive is not new or unique to electricity providers.  It was observed and 11 


written about in the 1980s when the telecommunications industry was being 12 


deregulated.  Timothy Brennan, an anti-trust lawyer for the U.S. Department of 13 


Justice and later a professor of economics at George Washington University, wrote 14 


about a hypothetical “hot dog monopolist” who could put his competitors in the 15 


sausage business out of business by hiding costs of sausage in the regulated hot 16 


dog business.47  He wrote:  17 


Suppose the monopolist enters the sausage business, which is 18 
assumed not regulated. The competitive price of sausages in the 19 
market is 45¢. Assume that the expense for the pork used to make 20 
sausages can be assigned to the hot dog business. In other words, 21 
the hot dog regulator cannot tell whether the firm's purchase of pork 22 
went into the making of hot dogs or into the making of sausages. 23 


 


47  Brennan, Timothy, “Why regulated firms should be kept out of unregulated markets: 
understanding the divestiture in United States v. AT&T,” The Antitrust Bulletin, Fall 1987. 
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The hot dog manufacturer has the incentive to allocate pork used to 1 
make sausages to the hot dog side of the business, up to 25¢ per hot 2 
dog. At that point, the regulated price of hot dogs rises to $1. Profits 3 
are taken through selling sausages at 45¢, while the apparent costs 4 
are lower due to the shifting of pork costs to the production of hot 5 
dogs.48 6 


The Brennan example is analogous to the AEP practice of cross-subsidization of 7 


the SSO.  It is using regulated distribution rates, including rates paid by shopping 8 


customers, to subsidize the provision of the SSO.  Mr. Brennan concludes that the 9 


impact of such cross-subsidizations leads to sub-optimal outcomes:  10 


This may result in an increase in its share of the competitive market 11 
over what it would have been had the costs not been misallocated.  12 
At the margin, this may result in the displacement of more efficient 13 
capacity of unaffiliated firms by less efficient capacity of the 14 
regulated firm. In the extreme, more efficient suppliers of the 15 
competitive product may be excluded altogether. This ability arises 16 
not from the regulated firm's efficiencies, but because its costs may 17 
be borne by customers of its regulated product through cost 18 
misallocation.49 19 


We do not know what the total impact of this SSO cross-subsidy has been to date.  20 


However, we know that over the past several years, AEP has repeatedly attempted 21 


to participate in various generation functions.  Additionally, AEP has publicly  22 


expressed its intent to expand the scope of its future distribution investments and 23 


advanced legislation in Ohio that would allow AEP to pursue behind the meter 24 


technologies.50  25 


 


48 Id. at 759-760.   
49 Id. at 760.   
50 American Electric Power, “Leading the Way Forward,” 54th EEI Financial Conference, November 
10-12, 2019 (Exhibit FLP-15) at 37, 40. 
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As long as the subsidy continues, it will limit competition, potentially leaving the 1 


door open for regulated energy services.  For example, a firm who might have had 2 


a new innovative renewable product could have been kept out of the market.  The 3 


best demand management practices could have been sidelined.  Companies with 4 


newer, better ideas could have been dissuaded from entering the market.  We 5 


know, however, that going forward, the same patterns will emerge.  CRES 6 


providers will be limited in the products and services that they will be willing to 7 


provide.  Potential market entrants will be less likely to enter.  We do know that 8 


the subsidy provides the appearance of a lower SSO cost to consumers.  That has 9 


allowed AEP to keep a large market share of the residential generation customers.  10 


Ultimately, this subsidy harms consumers as they are not getting a lower price – 11 


they are paying for SSO in distribution rates.  It limits competitive options.  Left 12 


uncorrected, consumers will continue to over-pay for distribution services and in 13 


return, they will receive fewer energy options.   14 


C.     GENERAL UTILITY PRICING PRINCIPLES 15 


Q. ARE YOU FAMILIAR WITH THE BONBRIGHT PRINCIPLES?   16 


I am.  They are typical principals cited in many rate proceedings.  James Bonbright 17 


was a finance professor at Columbia University and published in 1961 the 18 


“Principles of Public Utility Rates”, which is to this day, considered by most, to be 19 


the seminal writing on public utility rates.   20 


 21 
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Q. COULD YOU PLEASE SUMMARIZE SOME OF THOSE PRINCIPLES?   1 


A. Yes.  They are the typical principles cited in most rate proceedings or discussions 2 


about regulated rate making.  Dr. Bonbright advocated one principle that is very 3 


applicable to this proceeding.  Dr. Bonbright articulated a principle that a 4 


competitive price should be the norm of regulation.  He stated specifically that:  5 


“Regulation, it is said, is to be a substitute for competition.  Hence, 6 
its objective should be to compel a regulated enterprise, despite its 7 
possession of complete or partial monopoly, to charge rates 8 
approximating those which it would charge if free from regulation 9 
but subject to the market forces of competition.  In short, regulation 10 
should be not only a substitute for competition, but a closely 11 
imitative substitute.”51   12 


This concept is directly applicable to this proceeding, and AEP fails to meet this 13 


principle.   14 


Q. PLEASE EXPLAIN. 15 


Neither AEP’s proposed distribution rates nor its SSO rates are designed as if they 16 


are subject to the market forces of competition.  Instead, its rates appear to be 17 


designed to capture the “natural business incentive” of concern in NARUC’s 18 


Guidelines, by subsidizing the competitive product with services from the regulated 19 


entity, with a captive customer base and a guaranteed collection of rates.  AEP’s 20 


SSO rates are priced at a level that is under-market and the corresponding 21 


 


51 Bonbright, James C. “Competitive Price as a Norm of Rate Regulation.” Principles of Public 
Utility Rates, Columbia University Press, 1961, pp. 93–93. 
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distribution rates, which are not competitive, are priced above where they should 1 


be.   2 


D.    SOUND BUSINESS ACCOUNTING AND PRICING PRACTICES 3 


Q. IS IT COMMON BUSINESS PRACTICE TO ALLOCATE COSTS TO 4 
DIFFERENT BUSINESS UNITS AND SEGMENTS? 5 


A. It is common and prudent business practice to allocate an appropriate amount of 6 


costs to any business or business unit so that management can better understand 7 


the practical implications of running that line of business.  According to the 8 


Corporate Finance Institute, “Cost allocation is an important process for a business 9 


because if costs are misallocated, the business might make wrong decisions to 10 


overprice/underprice a product or invest unnecessary resources in non-profitable 11 


products.”52 12 


Allocation of costs to different businesses or business units is not a novel concept 13 


in utility ratemaking.  Utilities, including AEP in this rate proceeding, allocate 14 


indirect costs to varying business units and cost centers on a regular basis.  In fact, 15 


this rate case is premised almost entirely on allocating indirect costs to certain 16 


customers and customer classes.  AEP witness Buck testifies that “The cost 17 


allocation methodology used in the CCOSS assigns costs among the customer 18 


classes in a fair and equitable manner based on principles of cost causation.”53 19 


 


52  Corporate Finance Institute, “Cost Structure: The different types of expenses incurred by a 
business” available at https://corporatefinanceinstitute.com/resources/knowledge/finance/cost-
structure/. 
53 Buck Testimony at 2-3. 



https://corporatefinanceinstitute.com/resources/knowledge/finance/cost-structure/

https://corporatefinanceinstitute.com/resources/knowledge/finance/cost-structure/
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My testimony does not take issue with allocations to any customer classes.  1 


However, AEP falls short in the next step of the required allocations, allocating no 2 


indirect costs incurred by the SSO business to that service.  The failure to allocate 3 


an appropriate level of costs to the SSO will continue to result in anti-competitive 4 


pricing structure for SSO, and rates for distribution customers that are not just and 5 


reasonable.  I have identified the set of costs that are incurred in the provision of 6 


SSO and have calculated the costs that should be allocated to the Retail 7 


Reconciliation Rider. 8 


V. THE APPROPRIATE ALLOCATION 9 


Q. COULD YOU PLEASE EXPLAIN BRIEFLY THE DIFFERENCE 10 
BETWEEN ASSIGNING AND ALLOCATING COSTS AND HOW THEY 11 
RELATE TO THE COSTS AT ISSUE IN THIS PROCEEDING?  12 


Yes.  Costs can generally be divided into two categories – direct and indirect.  13 


Direct costs are assigned.  Indirect costs are allocated.  Direct costs should be 14 


“assigned” to the business unit that incurs the cost.  For example, in the provision 15 


of the SSO, uncollectible generation expense is a direct cost.  The uncollectible 16 


generation expense should be assigned to the SSO.  A simple test to determine if a 17 


cost is a direct cost is to evaluate whether it would go away if the product or service 18 


goes away.  In my example, if AEP no longer provided the SSO, there would be no 19 


uncollectible generation expense for that service. Therefore, the uncollectible 20 


expense for generation is a direct cost that should be assigned to the SSO business.  21 


Likewise, a portion of the PUCO and OCC assessments that AEP pays are directly 22 
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assignable to the SSO, because AEP’s assessment is determined by its total 1 


intrastate revenue (a portion of which is generation revenue).   2 


Indirect costs, by contrast, are those costs that are incurred for more than one 3 


purpose.  A very obvious example of an indirect cost incurred in the provision of 4 


standard service offer is the billing system and all of the employees and other 5 


expenses related to billing.  These resources are certainly utilized in the provision 6 


of the SSO every time AEP bills a customer for SSO service.  If the SSO went 7 


away, AEP would still be utilizing the billing system for its distribution business.  8 


Therefore, the billing system and its costs are shared or indirect costs that must be 9 


allocated to the businesses for which it provides services.   10 


Q. DO OHIO PUBLIC UTILITY REGULATIONS ACKNOWLEDGE THE 11 
DIFFERENCE BETWEEN DIRECT AND INDIRECT COSTS?   12 


They do.  Ohio public utility regulations state, “Fully allocated costs are the sum 13 


of direct costs plus an appropriate share of indirect costs.”54  14 


Q. WHAT IMPACT WILL THE ALLOCATION YOU ESPOUSE HAVE ON 15 
STANDARD SERVICE OFFER RATES?   16 


A.  If the Retail Reconciliation Rider and the SSO Credit Rider are implemented 17 


correctly, the total cost to all customers will not increase.  SSO customers will see 18 


a slight increase in the SSO rate.  They will also receive a credit through the SSO 19 


Credit Rider.  Shopping customers (who are already paying charges to their CRES 20 


provider for similar categories of costs that are also incurred by AEP Ohio in 21 


 


54 Ohio Administrative Code §4901:1-37-01(G). 
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providing the SSO) will not see an increase with the Retail Reconciliation Rider 1 


and will see a slight decrease in distribution rates though the SSO Credit Rider.  As 2 


described below, I have identified an allocation pool of costs shared by both 3 


businesses of $190 million.  After allocating that pool of resources to SSO, I 4 


calculate that the total allocation to the Retail Reconciliation Rider should be about 5 


$64.4 million.   6 


Q. HOW WAS THIS AMOUNT CALCULATED?   7 


A. I reviewed AEP’s rate study included in AEP’s rate analysis is Schedule E-3.1, 8 


sponsored by AEP witness Douglas Buck.55  Mr. Buck testified that this Schedule 9 


“includes only the customer component of the CCOSS.”56  Because Mr. Buck 10 


attempted to remove all of the non-customer costs in this Schedule, I used this as 11 


the starting point of my analysis.  Using this as my starting point, I investigated 12 


the costs that still remained and investigated by way of reading the FERC Uniform 13 


System of Accounts for each entry to ascertain whether any of the costs remaining 14 


in his analysis were related in any way to the provision of the SSO. I made a few 15 


modifications to his analysis, removing costs that I could only conclude were 16 


directly assignable to the distribution business.    17 


 18 


 


55 Mr. Buck’s testimony was subsequently adopted by Mr. Roush. 
56 Direct Testimony of Douglas Buck (“Buck Testimony”) (June 15, 2020) at 3. 
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Q. COULD YOU PLEASE EXPLAIN HOW OR WHY THE COSTS YOU 1 
IDENTIFIED ARE USED IN THE PROVISION OF THE STANDARD 2 
SERVICE OFFER?   3 


These categories of costs have been specifically identified based on the descriptions 4 


of the accounts in FERC Uniform System of Accounts57 or because of AEP’s own 5 


description of cost elements within the pools, as follows: 6 


• Customer Accounts expenses are captured in FERC Accounts 901-905 and 7 
are intended to cover expenses related to operations of the customer care 8 
center, including supervision, collections and account management, 9 
postage, bank fees and other expenses related to customer care.  Many of 10 
these costs are driven, at least in part, by the provision of SSO. 11 


• Customer Service & Information includes costs that are captured in FERC 12 
Accounts 906 – 910 and are intended to capture miscellaneous customer 13 
items such as efficient use of equipment, customer education, printing, 14 
postage, and other miscellaneous expenses. 15 


• A&G costs are captured in FERC Accounts 920 – 931 and capture costs for 16 
administrative salaries, office supplies, consulting costs, accountants and 17 
auditors, insurance, pensions and benefits, regulatory commission expenses 18 
and office rents. 19 


• Depreciation & Amortization costs are captured in FERC Account 403. 20 
Only a small percentage of AEP’s annual depreciation expense has been 21 
allocated to SSO and that allocation included depreciation on items such as 22 
general plant. 23 


Q. COULD YOU DESCRIBE THE ADJUSTMENTS YOU MADE TO THE 24 
SCHEDULE SPONSORED BY MR. BUCK? 25 


A. Yes.  I made several adjustments to his assumptions in the Rate Base section of 26 


his spreadsheet.  Mr. Buck included costs from Accounts 369, 370, 371, 372, and 27 


 


57 See FERC Uniform System of Accounts, 18 C.F.R. Part 101, viewed at  https://www.ecfr.gov/cgi-
bin/text-
idx?c=ecfr&SID=054f2bfd518f9926aac4b73489f11c67&rgn=div5&view=text&node=18:1.0.1.3.
34&idno=18  



https://www.ecfr.gov/cgi-bin/text-idx?c=ecfr&SID=054f2bfd518f9926aac4b73489f11c67&rgn=div5&view=text&node=18:1.0.1.3.34&idno=18

https://www.ecfr.gov/cgi-bin/text-idx?c=ecfr&SID=054f2bfd518f9926aac4b73489f11c67&rgn=div5&view=text&node=18:1.0.1.3.34&idno=18

https://www.ecfr.gov/cgi-bin/text-idx?c=ecfr&SID=054f2bfd518f9926aac4b73489f11c67&rgn=div5&view=text&node=18:1.0.1.3.34&idno=18

https://www.ecfr.gov/cgi-bin/text-idx?c=ecfr&SID=054f2bfd518f9926aac4b73489f11c67&rgn=div5&view=text&node=18:1.0.1.3.34&idno=18
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373 to his “customer” costs.  I removed all of the costs from Accounts which 1 


appeared to be distribution materials related to street lighting accounts.  I made the 2 


corresponding adjustments for the distribution O&M expense categories that he 3 


included.  I also eliminated just over $40 million in expenses related to the DSM 4 


programs and a few others.     5 


Q.  DID YOU ADD ANY EXPENSES TO MR. BUCK’S ASSESSMENT OF 6 
“CUSTOMER COSTS”?  7 


A.  I did not.   8 


Q.  COULD YOU PLEASE DESCRIBE THE RESULTS OF YOUR ANALYSIS?   9 


A.  Yes.  In my base case, the pool of resources that needs to be considered when 10 


allocating costs to the SSO is $190 million.  An appropriate allocation, based on a 11 


combination of revenue-based or customer-based allocators, of a portion of the 12 


$190 million shared cost pool yields a total charge of $64.3 million to the Retail 13 


Reconciliation Rider (versus the $3.5 million allocation identified by Mr. Roush).  14 


After those funds are collected from SSO customers by AEP, it would then be 15 


refunded to all of its distribution customers through the SSO Credit Rider, resulting 16 


in no net increase in costs to customers and no net increase in revenue to AEP.  At 17 


today’s electricity shopping rates, this equates to a $0.0057 per kWh charge, offset 18 


by a $0.0015 per kWh credit.   19 


The spreadsheet supporting these numbers is presented as Appendix 1 to this 20 


testimony.   21 
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AEP’s revenue requirement proposed in the settlement is $955 million and includes 1 


a total rate base of $3 billion.  As shown in Chart FL-1, the total allocation pool is 2 


only about 20% of the distribution revenue requirement.  I am proposing that a mere 3 


6.74 percent of the revenue requirement be moved to the Retail Reconciliation 4 


Rider.   5 


 6 


Q. WHAT IS THE SIGNIFICANCE OF A 5.7 MILL INCREASE PER KWH IN 7 
THE PRICE FOR SSO? 8 


A. I recognize that 5.7 mills (57/100th of one cent) per kWh may seem like a slight 9 


difference in price, and it is when talking about most products.  However, in 10 


relative terms, it indicates that AEP’s SSO rate, which is currently 5.03 cents per 11 
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kWh for the residential customer class, is understated by about 11 percent.58  A 1 


similar disparity on a gallon of gas would have the competitive market supply gas 2 


at $3.00 per gallon, but the “incumbent monopoly” providing a gallon of gas at 3 


$2.69 per gallon.  That kind of price differential is fundamentally misleading to 4 


consumers when they are looking at prices being offered by suppliers and deprives 5 


them of the information that is needed to compare prices and services on a fair and 6 


accurate basis.  This is significant so that customers receive adequate and accurate 7 


information enabling them to make informed choices regarding the purchase of 8 


any electric services.  As consumers shop for generation supply, they are 9 


constantly reminded of the price.  Specifically, AEP publishes a price to compare 10 


on its electricity invoices.  When the SSO rate is inaccurate by 11 percent, 11 


consumers are being misled and cannot meaningfully compare it to offers in the 12 


market.  In short, AEP’s SSO customers are not being provided adequate 13 


information that is needed to enable them to make informed choices regarding the 14 


purchase of electricity.  I have attached a sample AEP invoice, found on the AEP 15 


website, as Exhibit FPL-5.  Additionally, the shadow billing component of the 16 


proposed settlement will aggregate all supplier sales and compare the prices 17 


(wrongly) to the SSO price.  This will provide the Staff and OCC inaccurate 18 


 


58 The SSO rate, or the “Price to Compare,” is the sum of the following charges found in AEP’s 
Standard Service Offer Tariff: Generation Energy Rider (Tariff Sheet 467); Generation Capacity 
Rider (468); Auction Cost Reconciliation Rider (469); and Alternative Energy Rider (492). 
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comparisons and could potentially lead to policy decisions that are not in the best 1 


interest of Ohio energy consumers.     2 


Q. WHAT HAPPENS IF AND WHEN MORE CUSTOMERS MIGRATE TO 3 
COMPETITIVE SUPPLY?   4 


The pool of costs from which the SSO allocation is made will always stay the same 5 


(until base rates change).  However, the allocation percentages to SSO will be lower 6 


if customers migrate to competitive supply because many of the allocators are based 7 


on the revenue split between the SSO and distribution businesses and that ratio will 8 


change periodically.   9 


The Retail Reconciliation Rider and the SSO Credit Rider were designed to work 10 


in tandem so that regardless of the number of customers shopping, or the SSO rates, 11 


an appropriate amount of costs will be allocated to SSO.  In the scenario where only 12 


one customer remains on SSO, the allocation pool remains the same, but the 13 


allocation to SSO would be only $120 for the year.  Table FL-2 shows that this 14 


equates to 1 cent per kWh59.    15 


 


59 It is likely that this 1 cent per kWh is overstated, because at the point when only one customer 
remains on SSO, it is likely that the SSO model will have changed significantly and that some of 
the costs borne by AEP today to serve SOS will be greatly reduced or eliminated.   
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 1 


The Retail Reconciliation Rider and the offsetting SSO Credit Rider can be adjusted 2 


as frequently as desired.  As long as the adjustments come with customer true-ups 3 


to account for mid-month meter readings and other technical details, customers will 4 


always be paying and AEP will always be collecting its full revenue requirement 5 


and nothing more.   6 


VI. CHOICE PROGRAM COSTS 7 


Q. IN THE ESP IV ORDER, THE COMMISSION DETERMINED THAT AEP 8 
SHOULD ALSO ANALYZE ITS ACTUAL COSTS ASSOCIATED WITH 9 
THE CHOICE PROGRAM IN ITS NEXT RATE CASE.  SHOULD THAT 10 
EXERCISE BE CONSIDERED IN THE ALLOCATION OF COSTS TO 11 
THE SSO? 12 


A. No.  The two issues are not related.  Mr. Roush netted AEP’s “certain choice-13 


related costs” associated out of the cost pool that it suggests should be assigned to 14 


the SSO business.  The explicit costs included in this category are not described 15 


by Mr. Roush, other than in his “analysis” which labels these costs as “Provider 16 


Support Costs” and an amortization of “Choice-specific IT costs.”  Netting these 17 


costs from the allocation pool is incorrect from a business perspective and also 18 


[a] Customer Annual kWh 12,000                         


[b] SSO Price/kWh 0.05030                      


[c] Total SSO Revenue [a]*[b] 603.60$                      


[d] Distribution Revenue 955,100,928              


[e] Allocation to SSO [c]/[d] 0.000063%


[f] Allocation Pool 190,244,486              


[g] Allocation to SSO [e]*[f] 120.23                         


[h] Customer Impact


[i] Customer Allocation 120.23                         


[j] Cost/kWh [i]/[a] 0.0100$                      


One Customer Remains on SSO


Table FL-2
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from a policy perspective.  It is suggested by Mr. Roush only to minimize the 1 


appearance of the cost of SSO, further harming customers and the competitive 2 


market.   3 


Q. CAN YOU PLEASE EXPLAIN WHY THAT IS INCORRECT?   4 


Yes.  From the policy perspective, in the ESP IV Order, the Commission stated 5 


“[f]ollowing a thorough analysis of AEP Ohio's distribution rates in the rate case, 6 


the Commission will determine whether it is necessary to reallocate costs between 7 


shopping and non-shopping customers, in order to ensure that the Company's rates 8 


are fair and reasonable for all customers.”60  Apparently, Mr. Roush assumed that 9 


meant he should net out choice costs from the costs allocated to the SSO.  It does 10 


not mean that at all.  As the market is designed today, operating the choice program 11 


is a function of distribution service, i.e. a monopoly service provided to customers 12 


by AEP.  For example, AEP remains responsible for collecting and disseminating 13 


customer usage and billing information to suppliers.  Only the AEP can rescind or 14 


facilitate a customer switch.  AEP recovers the costs for these functions in its base 15 


distribution rates.  Operating the SSO business, on the other hand, is separate and 16 


distinct from distribution, as borne out in this rate proceeding.  Energy revenues 17 


from SSO are not a part of the distribution business.  From a business perspective, 18 


it might be an interesting exercise to understand what operating the choice program 19 


costs AEP.  In fact, if I was running the utility, I would want to know the cost 20 


 


60 ESP IV Order at ¶ 215. 
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structure of the choice program as the choice program is an important policy 1 


element that is being implemented by the utility, but understanding the costs does 2 


not mean that that they should be allocated to any particular group of customers.     3 


From a policy perspective, it makes no sense at all to net those costs out of the costs 4 


of providing the SSO.  The choice program falls into one of three categories.  It is 5 


either part of AEP’s distribution business; it is part of AEP’s SSO business; or it is 6 


something separate and distinct from those two businesses.  After identifying its 7 


classification, the Commission’s challenge is then to figure out how to fund that 8 


program.  Its options are to charge all customers, charge choice customers, or 9 


charge just SSO customers.  Drawing on standard rate making principles, the clear 10 


answer is to charge all customers for the costs of the choice program, for all 11 


customers benefit from the choice program.   12 


The choice program benefits all customers – not just those who choose an 13 


alternative supplier.  The simple fact that choice exists helps moderate SSO prices.  14 


The threat of customer migration to a CRES provider forces wholesale electricity 15 


suppliers to bid more competitively.  Additionally, the choice program provides all 16 


customers with an option (which is value) to move to a better service.  The option 17 


allows customers to move back and forth between suppliers and/or the SSO and 18 


purchase the energy products and services that best fit their needs and desires.  A 19 


simple example of a choice customer who moves back to SSO reveals the flawed 20 


logic of assessing the costs of operating the market to shopping customers.  This 21 


customer exercises a choice to move back to SSO (perhaps to avoid being assessed 22 
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with the charges of the choice program), and still has a choice to move back to a 1 


supplier (and will do so if prices fall enough to offset the burden of the choice 2 


program payment).  But by Mr. Roush’s logic, all the while on SSO, the customer 3 


would not have to pay for the choice program.   4 


Finally, Mr. Roush’s testimony also reveals clearly the flawed logic.  Over half of 5 


the costs he suggested are choice program costs are fixed costs (and perhaps all are 6 


fixed).  He included $638,000 in depreciation expense (fixed) and $565,000 in labor 7 


expense (which is probably fixed) in his analysis of choice program costs.  In the 8 


instance with only one choice customer, that customer would have to pay $1.2 9 


million annually for the right to be served by someone other than AEP.  Of course, 10 


that scenario is highly unlikely in the near-term, but proves the fallacy of the logic 11 


of applying those costs to choice customers only. 12 


The analysis from the business perspective is also clear.  In a cost allocation 13 


exercise, the goal is to align costs to operate a business with that business.  So, if 14 


the choice costs are related to operating the SSO business, they should be allocated 15 


to that business, not netted out of the allocation.  If they are not related to the SSO 16 


business, they should be ignored for the purposes of the allocation.  In no scenario 17 


does it make sense to reduce the allocation of costs to SSO because costs are 18 


incurred to run the choice program.   19 


Q. DO SUPPLIERS CURRENTLY PAY FOR MANY OF AEP’S CHOICE 20 
PROGRAM COSTS?  21 


A. They do, through a variety of fees imposed on them by AEP.   22 
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Q. DID THE STAFF REPORT ADDRESS THE MYRIAD OF FEES THAT AEP 1 
ASSESSES TO RETAIL CHOICE SUPPLIERS?   2 


A. It did not.   3 


Q. WHAT FEES DOES AEP ASSESS AGAINST CRES PROVIDERS?  4 


A. It charges a Switching Fees, an Interval Data Fee, and Supplier Registration Fee, 5 


among others.  6 


Q. HOW MUCH HAS AEP COLLECTED FROM CRES PROVIDERS FOR 7 
THESE FEES? 8 


A. The following fees have been collected from CRES Providers between 2014 and 9 


2020:61 10 


Switching Fees $3,464,445 
Interval Data Fees $98,070 
Supplier Registration Fees $15,400 
Registration Renewal Fees $26,800 
Pre-Enrollment Customer List Fees $6,750 
Enroll From Your Wallet Fees $25,000 
Supplier Consolidated Billing Pilot 
Program Development Fees $1,000,000 


Total Fees $4,636,465 


 11 


Q. WHAT GIVES AEP THE AUTHORITY TO ASSESS THESE FEES?   12 


AEP’s Supplier Tariff allows AEP to assess these fees.  For example, Section 13 


32.8(b) of the AEP Open Access Distribution (“OAD”) Tariff says that in order to 14 


 


61 AEP Response to Direct-INT-01-001, Att. 1 (Exhibit FPL-10). 
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register with AEP, a CRES provider must provide “A completed copy of the 1 


Company’s CRES Provider Registration Application for the State of Ohio, along 2 


with a non-refundable $100.00 registration fee payable to the Company.”62 That 3 


requirement is followed by a requirement to submit “A $100.00 annual registration 4 


fee payable to the Company which shall be due October 31 of the first calendar year 5 


following the year of the initial registration and each calendar year thereafter.”63  6 


CRES providers should not have to pay a recurring registration fee to the utility.  7 


This is nothing more than a tax on the CRES providers.  A CRES provider imposes 8 


no incremental costs on the utility because it remains in operation from year to year.   9 


The OAD Tariff also allows AEP to charge $5.00 every time a customer switches 10 


its supplier unless it is through no fault of their own.  The tariff states “A charge of 11 


$5.00 will be assessed to the CRES Provider for each transaction in which a 12 


customer authorizes a change in one or more CSPs.” 64   As described above, 13 


implementation of the choice program is run by the distribution utility.  It is a 14 


service that benefits all customers.  The processing of a customer switch transaction 15 


should impose no cost on the utility other than the costs that are already captured 16 


in distribution rates to pay for the choice program.  This fee penalizes customers 17 


(or their suppliers) who choose to exercise the right to choose an electric supplier 18 


 


62  Ohio Power Company Terms and Conditions of Open Access Distribution Service, Section 32.8 
(b), 6th Revised Sheet No. 103-31D, Effective May 3, 2019.   
63  Id. at Section 32.8 (c).   
64  Id. at Section 27, 6th Revised Sheet No. 103-23D, Effective May 3, 2019.   
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granted by the legislature.  AEP has provided no justification to continue this 1 


assessment on choice customers.  Additionally, AEP does not assess this fee to 2 


customers returning to SSO.  Assessing customers when switching to a supplier, 3 


but not when switching to SSO is blatantly discriminatory and this practice should 4 


be terminated by the Commission in this proceeding.    5 


Finally, the OAD Tariff allows AEP to charge CRES providers for a customer’s 6 


historic interval usage data, stating, “Requests from the CRES Provider to the 7 


Company for customer load data will be submitted to the Company and provided 8 


back to the CRES Provider using standard electronic format at no charge. Requests 9 


for manually prepared interval load data reports will be provided at a charge of $50 10 


to the CRES Provider.”65  For several reasons, this is an outdated policy and should 11 


be rejected by the Commission.  Most notably, AEP should not be in a situation 12 


where it must manually process a supplier’s request for a customer’s historic 13 


interval usage data.  Modern day computer systems should allow this process to be 14 


done in an automated fashion and with no delay.  In fact, AEP should not even have 15 


to get into the middle of the data review effort.  More important, however, is that 16 


this is a financial impediment on the delivery of advanced energy products and 17 


services. 18 


 


65 Id. at Section 32.22 (m), 6th Revised Sheet No. 103-53D, Effective May 3, 2019. 
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These fees run counter to the development of a robust competitive energy market.  1 


AEP collects its costs for running the choice market, including data management 2 


costs in its distribution rates.  AEP has made no attempt to show that choice costs 3 


including data management are not already included in base rates, nor has it 4 


attempted to show that these services impose incremental costs on the utility that 5 


would somehow warrant the charges.  As a result, at a minimum, AEP is shifting 6 


distribution costs to shopping customers and CRES businesses.  It is also possible 7 


that AEP is over-recovering for services provided to run the choice market.  These 8 


charges impose a burden on the choice market, which only exacerbates the inequity 9 


of the lack of allocation of costs to SSO that is discussed throughout this testimony.  10 


AEP is subsidizing its own service with distribution rates and over-collecting from 11 


CRES providers as they attempt to serve customers. 12 


VII. THE RETAIL RECONCILIATION RIDER AND THE SSO CREDIT 13 


RIDER MECHANISMS 14 


Q. ARE YOU FAMILIAR WITH THE RETAIL RECONCILIATION RIDER 15 
AND THE SSO CREDIT RIDER MECHANISMS THAT ARE APPLIED TO 16 
SSO RATES IN OHIO?  17 


A. I am. 18 


Q. COULD THE RETAIL RECONCILIATION RIDER AND THE SSO 19 
CREDIT RIDER BE UTILIZED TO IMPLEMENT AN APPROPRIATE 20 
COST ALLOCATION MECHANISM THAT WOULD KEEP BOTH AEP 21 
AND THE CUSTOMERS WHOLE FINANCIALLY? 22 


Yes.  They are designed to operate in tandem to accomplish that goal exactly.   23 
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Q. COULD YOU EXPLAIN HOW THE RETAIL RECONCILIATION RIDER 1 
AND THE SSO CREDIT RIDER MECHANISMS COMBINE TO ENSURE 2 
THAT AEP IS MADE WHOLE FINANCIALLY?  3 


A. Yes.  The Retail Reconciliation Rider should include two types of costs related to 4 


SSO service.  The first is the direct costs associated with providing SSO that might 5 


not be recovered in other riders.  These costs are costs that would simply go away 6 


if AEP did not offer the SSO.  The direct costs of providing the SSO should not 7 


be included in distribution rates because they are not in any way related to 8 


distribution service.   9 


The other category of costs is indirect costs, or shared costs, of resources used to 10 


serve both the distribution business and the SSO.  A portion of the indirect costs is 11 


allocated to the Retail Reconciliation Rider.  However, in making this allocation, 12 


these costs are not removed from distribution rates.  As AEP collects SSO revenues 13 


from customers, including the Retail Reconciliation Rider, it is temporarily “over-14 


collecting”.  However, it then credits these collections to all distribution customers 15 


through the SSO Credit Rider.  Without the crediting mechanism, AEP would over-16 


collect every month.  These mechanisms are already adopted in Ohio and if 17 


implemented properly, will deliver a more accurate and fairer rate for energy to 18 


customers and ensure AEP is made whole as customers migrate back and forth from 19 


the SSO.   20 


Q. WHAT HAPPENS IF THE RETAIL RECONCILIATION RIDER IS TOO 21 
LOW?   22 


A. Without an appropriately priced Retail Reconciliation Rider, SSO service would 23 


have an unfair pricing advantage over retail suppliers and Ohio’s competitive retail 24 
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market will be biased toward AEP’s SSO service.  This will continue to be the 1 


scenario if the Commission adopts either Mr. Roush’s testimony on this issue; 2 


accepts Staff’s recommendation; or accepts the provision in the proposed 3 


settlement to set the riders at zero.   4 


A.    SCOPE OF THE RETAIL RECONCILIATION RIDER 5 


Q. HAS AEP OR THE STAFF REPORT APPLIED AN APPROPRIATE 6 
SCOPE OF COSTS TO ITS PROPOSED RETAIL RECONCILIATION 7 
RIDER? 8 


No, they have not.  AEP has materially understated the amount of costs that it incurs 9 


in the provision of SSO.  In its Application, AEP includes only direct costs for 10 


uncollectibles and the PUCO and OCC assessments.  It did not include any other 11 


direct costs or any indirect costs, including staffing, billing, IT, rent, computers, or 12 


any other shared expenses.  Even worse, the Staff Report failed to evaluate or 13 


propose to allocate any costs to the SSO.   14 


Q. WHAT IS THE MAGNITUDE OF COSTS THAT AEP PROPOSED FOR 15 
THE RETAIL RECONCILIATION RIDER?   16 


A. AEP has proposed that approximately $3.5 million be assigned to the Retail 17 


Reconciliation Rider for all customer classes.   18 


Q. WHAT IS THE SIZE OF AEP’S SSO BUSINESS? 19 


A. According to AEP’s response to IGS-INT-05-001, AEP’s SSO business is 20 


expected to account for approximately $550 million in revenue.  As recently as 21 


2018, it accounted for $962 million in revenue (AEP Response to IGS-INT-03-22 


025).  I have attached these Interrogatory responses as Exhibits FPL-7 and FPL-8 23 


respectively. 24 
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Q. IS IT REASONABLE TO BELIEVE THAT A BUSINESS WITH 1 
REVENUES BETWEEN $500 MILLION AND $1 BILLION COULD 2 
OPERATE WITH ONLY THE COSTS THAT AEP ASSIGNED TO IT?   3 


No.  By way of simple example, with its proposed cost structure, the SSO business 4 


could not even issue bills to its customers.  AEP would not have anyone to pay the 5 


winning bidders of the SSO, would go into supplier default in a matter of days and 6 


would be in bankruptcy shortly thereafter.  AEP did not include any IT expenses, 7 


any expenses for computer equipment, communications, rent or insurance or any 8 


expenses for executive time.  It did not even include any costs for personnel to 9 


count and account for the revenues it received.   10 


Q. WILL THE FULL ALLOCATION OF UTILITY COSTS TO THE RETAIL 11 
RECONCILIATION RIDER ENSURE THE INTEGRITY AND FULL 12 
FUNCTIONALITY OF THE COMPETITIVE ENERGY MARKETS?  13 


A. This allocation reflects a significant step toward a fully robust competitive market.  14 


There are several other market issues currently before this Commission in other 15 


proceedings, all intended to improve the competitiveness of the market.  Those 16 


aside, the long-term integrity and full functionality of the market is dependent on 17 


a full and fair allocation of utility costs to the standard service offer.  It will provide 18 


many benefits to the market including an energy price that is reflective of the true 19 


cost to provide that energy, and one that will allow customers to more 20 


meaningfully compare competitive offerings.  Perhaps most importantly, it will 21 


eliminate the subsidy that is currently occurring when competitive market 22 


customers are paying for SSO customers’ services from the utility, spurring more 23 


competition in the market and bringing more value-added services to the market.   24 
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VII. SHADOW BILLING 1 


Q. HAVE YOU REVIEWED THE SHADOW BILLING PROVISIONS IN 2 
THE PROPOSED SETTLEMENT?   3 


A. I have.   4 


Q. WILL THE SHADOW BILLING PROCESS LEAD TO GOOD POLICY 5 
OUTCOMES?   6 


A. No.  It can only lead to bad policy outcomes.   7 


Q. CAN YOU PLEASE EXPLAIN WHY THAT IS?   8 


A. Yes.  The Shadow Billing form, presented as Attachment D to the proposed 9 


settlement, seeks to calculate Cumulative Savings by customers who are taking 10 


competitive supply service.  This concept is flawed from the outset for many 11 


reasons.  First, the SSO is nothing more than a default service.  It is one of many 12 


products available to customers, but it is in no sense a “better” product or a 13 


“benchmark” product.  There is no justification to use the SSO as any type of 14 


baseline to which compare other products.  This type of comparison has the impact 15 


of elevating the status of the SSO to something it is not.  It is important to note that 16 


the policy of the state is one of customer choice.  State policies do not provide any 17 


preference to the SSO.  The proposed settlement conflicts with those policies and 18 


calls for further analysis to be displayed on AEP’s customer invoices that will show 19 


additional computations that “reflect potential consumer savings or losses as 20 


compared to the Company’s SSO.”  Further, one of the recipients of the Shadow 21 


Billing data will be the OCC, which will receive an annual analysis and whenever 22 


they request it.  The OCC does not hold the position of Market Monitor. Market 23 
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monitoring data is to be sent to the Commission or Commission Staff as required. 1 


The OCC has not justified its need to see such data.   2 


Finally, even if such a comparison had any validity to it whatsoever,  the concept 3 


and the form fall drastically short of what would be required to calculate such 4 


savings.  But even before the calculation begins, the product to which all other 5 


products will be compared (the SSO rate), is undervalued, as demonstrated by this 6 


testimony.  I have shown unequivocally that no indirect costs of operating the SSO 7 


business are allocated to that business.  Stakeholders enabling the subsidy, notably 8 


AEP, are also endorsing the concept of the price comparison.   9 


Customer savings cannot be measured in a vacuum.  It is a very dynamic 10 


calculation.  The calculation must consider other attributes, like renewable energy, 11 


efficiency products or other value-added services.  For example, product ABC from 12 


a competitive supplier might include an energy efficiency measure and cut the 13 


customer’s usage by 10%.  Table FL-3 outlines three hypothetical products that a 14 


supplier might offer that are, on a unit basis, more expensive than SSO, but that 15 


provide the customer monthly energy cost savings.   16 


 17 


SSO Supplier (5% Premium) Supplier (10% Premium) Supplier (Solar)


Usage (kWh) 1,000    900                                        900                                          500                       


Rate 0.050    0.05                                      0.06                                         0.06                      


Total bill 50.00$ 47.25$                                  49.50$                                    30.00$                 


Bill Difference -        2.75$                                    0.50$                                      20.00$                 


Percent Difference -        5.50% 1.00% 40.00%


Table FL-3


Potential Competitive Supply Customers
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The Shadow Billing calculation will show these products to be “non-savings” for 1 


the customer.  This simple example shows why the Shadow Billing feature will 2 


almost certainly yield bad results and if any policy actions are taken as a result of 3 


those results, they will almost certainly be bad policy decisions.   4 


The Shadow Billing feature can only perform elementary mathematics in a static 5 


environment.  However, the market is dynamic and in order for the Commission to 6 


get an accurate valuation of the retail electricity practices, a customer-by-customer 7 


analysis would need to occur and each customer will need to be queried 8 


individually.  For all of the foregoing reasons, the Shadow Billing concept should 9 


be rejected by the Commission.   10 


VIII. CUSTOMER SITED RENEWABLE ENERGY RESOURCES 11 


Q. DO YOU HAVE ANY OTHER CONCERNS REGARDING THE 12 
PROPOSED RATES? 13 


A. Yes. Subject to Commission approval, an electric distribution utility (“EDU”) may 14 


enter into an agreement with mercantile customers for the purpose of constructing 15 


customer sited renewable energy resources.66 Ohio law requires that the collection 16 


of any direct or indirect costs associated with these projects must solely be collected 17 


from participating customers and the EDU.67 The law states that “[a]t no point shall 18 


the commission authorize the utility to collect, nor shall the utility ever collect, any 19 


 


66 R.C. 4928.47(A). 
67 R.C. 4928.47(B). 
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of those costs from any customer other than the mercantile customer or group of 1 


mercantile customers.”68 2 


Q. WOULD APPROVAL OF THESE RATES POTENTIALLY AUTHORIZE 3 
THE COLLECTION OF THESE COSTS FROM ALL CUSTOMERS IN 4 
VIOLATION OF OHIO LAW?  5 


A. Yes. IGS raised these concerns in Objection E to the Staff Report. For example, 6 


AEP solicited some of its customers via letter regarding its ability to provide them 7 


with a supply of renewable energy. AEP admitted that it did not separately identify 8 


the costs associated with the development of the letter.69 AEP also admitted that the 9 


salaries of the individuals that created the letter and the costs associated with 10 


printing and disseminating the letter would be costs typically included in the test 11 


year.70 12 


Additionally, AEP admits it has been engaging its customers about providing them 13 


renewable energy, but claims “[a]ny costs associated with such conversations are 14 


incidental to the utility's customer service function and do not constitute project 15 


costs.”71 It is concerning that AEP appears to be ignoring the law’s explicit prohibition 16 


on collecting any costs, including indirect, from non-participating customers. The 17 


failure to track and strip the cost of customer solicitations from distribution rates is 18 


 


68 Id. 
69 IGS-INT-04-009(a) (Exhibit FPL-11). 
70 Id. at (b) & (d). 
71 AEP Response to IGS-INT-06-004 (Exhibit FPL-12). 
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just another example of AEP subsidizing its generation business through non-1 


competitive distribution rates contrary to Ohio law. 2 


Q. DID THE STAFF REPORT EXAMINE THESE COSTS? 3 


A. No. There is no evidence in the Staff Report that a review was completed to ensure 4 


the Commission would not be authorizing the collection of these costs through 5 


distribution rates.  This furthers the possibility that the Commission could be 6 


authorizing the collection of costs associated with renewable resources through 7 


distribution rates, in violation of R.C. 4928.47(B). 8 


IX. SUMMARY 9 


Q. COULD YOU PLEASE SUMMARIZE YOUR TESTIMONY? 10 


Yes.  Per the terms of the ESP IV Stipulation, AEP was obligated to conduct a 11 


“thorough analysis” of its distribution costs in this current rate proceeding.  The 12 


goal was to provide the Commission with the data to identify costs that are 13 


supporting SSO but are collected through distribution rates.  AEP’s analysis simply 14 


concluded that aside from uncollectible generation expenses and the PUCO and 15 


OCC assessments, there were negligible “qualitative costs” that are used in the 16 


delivery of the SSO and proposed that those costs should be ignored.  As a result 17 


of this “thorough analysis” of these costs, AEP concluded, in error, that a grand 18 


total of zero of what was described as “qualitative” costs should be allocated to the 19 


SSO.  Staff went further, saying that the AEP analysis was incomplete and should 20 
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therefore be rejected altogether.  As a result, in the proposed settlement, no costs 1 


are allocated to the Retail Reconciliation Rider.    2 


AEP suggested that choice related costs should be assigned strictly to shopping 3 


customers.  This is another egregious error.  Choice-related costs benefit all 4 


customers, not just those who choose an alternative supplier and should be assessed 5 


as monopoly charges in distribution rates.   6 


The argument advanced by AEP and adopted by Staff, that SSO is a default service, 7 


available to all customers and required by electric distribution companies to provide 8 


is a red herring argument for not allocating costs to the business.  The purpose of 9 


an allocation exercise is to share costs between business units if more than one 10 


business unit consumes the costs.  Allocation is not an exercise of assigning costs 11 


to “required” business operations; it is an exercise of placing appropriate costs with 12 


all business operation.   13 


AEP’s analysis of the SSO-related costs is inadequate, is far from “thorough” and 14 


drastically understates the true cost of operating the SSO business.  By failing to 15 


perform this analysis correctly, AEP inappropriately includes costs related to the 16 


provision of SSO in its distribution rates.   17 


Based on my review of the proposed settlement, AEP will be allocating too many 18 


costs to its distribution business and failing to allocate costs appropriately to the 19 


SSO business, rendering both SSO and distribution rates unjust and unreasonable 20 


if the proposed settlement is approved.  Under such a rate structure, AEP will be 21 
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over-collecting its distribution costs, most notably from customers who have 1 


chosen a competitive supplier, and under-collecting costs related to serve SSO 2 


customers from that entire class of customers.  Without an accurate SSO rate, 3 


shopping customers are subsidizing the SSO and consumers are deprived of an 4 


opportunity to meaningfully compare offers in the competitive market with the SSO 5 


rate charged by AEP.  This result is harmful to customers, to CRES suppliers and 6 


to the long-term success of Ohio’s competitive energy policy and environmental 7 


goals.  8 


An appropriate allocation of costs will move approximately $64.4 million from 9 


distribution rates to the Retail Reconciliation Rider.  SSO customers will pay the 10 


Rider rate and all distribution customers will receive a credit equal to the $64.4 11 


million in collections.  On net, customers and AEP will be held harmless by this 12 


allocation exercise.   13 


My findings and analysis on the allocation issues are supported by the NARUC cost 14 


allocation guidelines, by several noted economists, by general business accounting 15 


practices and by AEP’s own cost allocation manual.   16 


Additionally, implementation of the Shadow Billing practices outlined in the 17 


proposed settlement will yield inaccurate estimations of customer savings and will 18 


potentially yield ill-advised policy decisions at a future date.  As such, the Shadow 19 


Billing practices should be rejected by the Commission.   20 


 21 
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Q. DOES THIS CONCLUDE YOUR TESTIMONY?  1 


A. Yes.   2 


 


 


 


 


 


 


 


 


 


 


 


 


 


 


 


 


 





		Direct Testimony of Frank Lacey

		Combined Lacey Exhibits and Appendix(labeled)

		Exhibit FPL-1 (labeled)

		Exhibit FPL-2 (labeled)

		Exhibit FPL-3 (labeled)

		Exhibit FPL-4 (labeled)

		Default service pricing – The flaw and the fix

		Introduction

		Default service prices have been wrong for two decades



		Background

		Data from recent analyses

		Proposed solution

		Cost allocation mechanism

		True-up mechanism



		Freestanding default service businesses could not survive

		NARUC principles require allocations to default service

		Default service pricing harms markets

		Default service providers maintain market dominance

		Customer migration trends are consistent

		Improper default service pricing harms Consumers



		Arguments against Cost allocation are flawed

		Avoidable versus allocable costs

		Cost recovery

		Facilitate competition

		Utility profitability



		Conclusion





		Exhibit FPL-5(labeled)

		Exhibit FPL-6(labeled)

		Exhibit FPL-7 (labeled)

		5th Set of Responses of Responses to IGS 20-585-EL-AIR

		Exhibit FPL-7



		Exhibit FPL-8 (labeled)

		Exhibit FPL-8



		Exhibit FPL-9 (labeled)

		IGS-INT-03-12_Attachment_1

		Monthly Customers





		Exhibit FPL-10 (labeled)

		1st Set of Responses to DE 20-585-EL-AIR

		Direct-INT-1-001_Attachment_1 copy

		Summary





		Exhibit FPL-11 (labeled)

		Exhibit FPL-12 (labeled)

		Exhibit FPL-13 - Guidelines for Cost Allocations and Affiliate Transaction (labeled)

		Exhibit FPL-14 (labeled)

		Exhibit FPL-15 (labeled)

		F.Lacey Appendix 1 (labeled)












 


1 
 


BEFORE  
THE PUBLIC UTILITIES COMMISSION OF OHIO 


 
In the Matter of the Application of Ohio 
Power Company for an Increase in 
Electric Distribution Rates. 


) 
) 
) 


Case No. 20-585-EL-AIR 


   
In the Matter of the Application of Ohio 
Power Company for Tariff Approval. 


) 
) Case No. 20-586-EL-ATA 


   
In the Matter of the Application of Ohio 
Power Company for Approval to 
Change Accounting Methods. 


) 
) 
) 


Case No. 20-587-EL-AAM 


 
 


DIRECT TESTIMONY OF JOSEPH HAUGEN 
ON BEHALF OF 


INTERSTATE GAS SUPPLY, INC. 
 
 


 


 


 


 


 


 


 


 


 


 


 


 


April 20, 2021 


  







 


2 
 


 


TABLE OF CONTENTS 


I.    Introduction ..................................................................................................... 3 


II.  Discussion ...................................................................................................... 5 


III. Recommendations .......................................................................................... 9 


 


EXHIBITS 


PJM, “Annual Transmission Revenue 
Requirements and Rates (2018)” JH-Exhibit 1 


PJM, “Annual Transmission Revenue 
Requirements and Rates (2019)” JH-Exhibit 2 


PJM, “Annual Transmission Revenue 
Requirements and Rates (2020)” JH-Exhibit 3 


PJM, “Annual Transmission Revenue 
Requirements and Rates (2021)” JH-Exhibit 4 


Excerpts of AEP Ohio, “Ohio Choice Market 
Settlement Polices & Procedures” JH-Exhibit 5 







 


3 
 


I.    INTRODUCTION 1 


Q. Please state your name and business address. 2 


A. My name is Joseph Haugen. My business address is 6100 Emerald Parkway, 3 


Dublin, Ohio 43016. 4 


Q. On whose behalf are you testifying? 5 


A. I am testifying on behalf of Interstate Gas Supply, Inc. (“IGS Energy” or “IGS”). 6 


Q. Please describe your work history and educational background. 7 


A. I began my employment with IGS Energy in February 2013, when I was hired as a 8 


Senior Supply Analyst and aided in developing and implementing wholesale risk 9 


management hedging and trading strategies. In January 2015, I was promoted to 10 


Power Supply Manager where I managed a team of analysts responsible for 11 


implementing risk management and trading strategies. In May 2017, I was 12 


promoted to my current role, Power Supply Director. In this role, I have 13 


responsibilities related to IGS Energy’s power supply and risk along with wholesale 14 


power market operations. Included in this role is forecasting transmission costs in 15 


states where transmission is a bypassable charge and the responsibility of the 16 


retail electric provider. I am also responsible for representing IGS in the PJM 17 


Interconnection, Inc. (“PJM”) stakeholder process.  18 


I graduated from The Ohio State University in 2005 with a B.A. I obtained a Master  19 


of Business Administration from Otterbein University in 2009. Prior to working at  20 


IGS, I was an energy scheduler for Buckeye Power from 2007 through 2013. I 21 


scheduled daily power usage for the 25 cooperatives in Ohio and coordinated 22 
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generation resources including wind, natural gas, and coal plants in the wholesale 1 


markets. I was also responsible for operating the demand response program. Prior 2 


to that, I was a Laboratory Manager for CTL Engineering from 2005 to 2007. 3 


Q.  Have you previously submitted testimony in any regulatory proceedings? 4 


A.  Yes. I have testified before the Public Utilities Commission of Ohio (“Commission”) 5 


in several cases. 6 


Q. What is the purpose of your testimony?  7 


A.  The purpose of my testimony is to demonstrate that the Stipulation in this 8 


proceeding fails the second and third prong of the Commission’s criteria for 9 


evaluating the reasonableness of a proposed settlement. Specifically, the limited 10 


expansion of the Basic Transmission Cost Recovery (“BTCR”) Pilot paired with the 11 


continuation of the BTCR’s rate design will harm customers and violate the 12 


Commission’s continued direction to utilize interval data to further cost-causation 13 


principles. 14 


My testimony will show that the cost for transmission service, which is paid by 15 


customers in the Ohio Power Company (“AEP Ohio”) service territory, should 16 


mirror the way these costs are set in the wholesale market, PJM. This will allow 17 


customers to make decisions more easily that will impact their bill and allow for 18 


future savings across the transmission zone by lessening the amount of 19 


transmission investment needed. Notably, the AEP Transmission Zone revenue 20 







 


5 
 


requirement has gone from $1.3 Billion in 2018 to $2.1 Billion in 2021.1 Our 1 


customers have informed us that the increase in this cost has been harmful to their 2 


budgets and their bottom lines. Finding ways to control the cost of this service is 3 


critical for the success of Ohio’s economy. 4 


II.  DISCUSSION 5 


Q. How does PJM assess the costs of transmission service? 6 


A. The largest portion of transmission service cost is the Network Integration 7 


Transmission Service (“NITS”), which is assessed through a demand charge. The 8 


charge is based on the hourly load of the customer during the annual zonal 9 


coincidental peak (“1 CP”). By basing it on the zonal peak, PJM can assure the 10 


reliability of the transmission grid during times of high use. 11 


Q. Does AEP Ohio use the same billing determinant to pass-through 12 


transmission costs to its customers? 13 


A. No. 14 


Q. How does AEP Ohio collect transmission costs from its customers? 15 


A. AEP Ohio uses the non-bypassable Basic BTCR. A majority of demand metered 16 


customers will see their demand charge billing determinate change monthly based 17 


on their peak the previous month rather than the 1 CP. There is also a monthly 18 


usage component. Residential customers are billed based on their monthly usage. 19 


 
1 Compare PJM, “Annual Transmission Revenue Requirements and Rates (2018),” available at 
https://www.pjm.com/-/media/markets-ops/settlements/network-integration-trans-service-2018.ashx (JH-
Exhibit 1) with PJM, “Annual Transmission Revenue Requirements and Rates (2021),” available at 
https://www.pjm.com/-/media/markets-ops/settlements/network-integration-trans-service-mar-2021.ashx 
(JH-Exhibit 4). 



https://www.pjm.com/-/media/markets-ops/settlements/network-integration-trans-service-2018.ashx

https://www.pjm.com/-/media/markets-ops/settlements/network-integration-trans-service-mar-2021.ashx
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Q. What is the BTCR Pilot Program? 1 


A. The BTCR Pilot Program permits participating customers to have their 2 


transmission costs allocated based on the customer’s demand during the single 3 


zonal transmission peak rather than a customer class allocation.  The 1 CP will be 4 


updated each January based on the customer’s contribution to the single zonal 5 


transmission peak during the previous year. This mirrors the methodology by PJM. 6 


Q. Does the Stipulation submitted in these proceedings address the BTCR Pilot 7 


Program? 8 


A. Yes, the Stipulation continues the BTCR Pilot Program and expands the eligibility 9 


for members of certain customer groups that sign the Stipulation.2 10 


Q. Do customers have any alternative to the BTCR for transmission service? 11 


A. No. Aside from the exclusive Pilot, retail customers are functionally barred by AEP-12 


Ohio from securing transmission services directly from PJM or indirectly through a 13 


competitive retail electric service ("CRES") provider. 14 


Q. Do AEP Ohio customers excluded from the Pilot have the ability to 15 


proactively manage their usage to reduce transmission costs? 16 


A. A customer’s monthly peak demand will have little, if any, relationship to the single 17 


zonal coincident peak within the PJM zone and thereby eliminate the demand 18 


 
2 See In the Matter of the Application of Ohio Power Company for an Increase in Electric Distribution Rates, 
Case Nos. 20-585-EL-AIR, et al., Joint Stipulation and Recommendation (Mar. 12, 2021) (“Stipulation”) at 
17-18. 
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response opportunity that is signaled to customers obtaining transmission service, 1 


directly or indirectly, through PJM. 2 


A true pass through of transmission service sends a very transparent pricing signal 3 


to each customer to reduce demand during peak load conditions and thereby 4 


reduce the need for increased transmission investment. 5 


Q. Why has the ability of a customer to have control over transmission costs6 


become increasingly important? 7 


A. Transmission costs have increased every year for at least the last four years in the 8 


AEP transmission zone. 9 


Annual Transmission Revenue Requirements 
and Rates for AEP3 


Annual Transmission 
Revenue Requirement 


Network Integration 
Transmission Service Rate 


($/MW-Year) 
2018 $1,295,660,732 $59,818 
2019 $1,499,032,942 (+15.7%) $65,923 (+10.2%) 
2020 $1,806,870,058 (+20.5%) $80,306 (+21.8%) 
2021 $2,066,332,706 (+14.4%) $95,598 (+19.0%) 


3 2018, JH-Exhibit 1; PJM, “Annual Transmission Revenue Requirements and Rates (2019),” available at 
https://www.pjm.com/-/media/markets-ops/settlements/network-integration-trans-service-2019.ashx (JH-
Exhibit 2); PJM, “Annual Transmission Revenue Requirements and Rates (2020),” available at 2020 - 
https://www.pjm.com/-/media/markets-ops/settlements/network-integration-trans-service-june-2020.ashx 
(JH-Exhibit 3); 2021, JH-Exhibit 4. 



https://www.pjm.com/-/media/markets-ops/settlements/network-integration-trans-service-2019.ashx

https://www.pjm.com/-/media/markets-ops/settlements/network-integration-trans-service-june-2020.ashx





 


8 
 


Similarly, AEP Ohio’s BTCR rates have trended upwards: 1 


Historical BTCR Rates4 
 Residential GS-3 Primary 
Effective Date ¢/kWh $/kW  ¢/kWh 
April 2021 2.929 $6.72 4.584 
April 2020 2.490 $6.12 4.339 
April 2019 1.663 $4.51 3.778 
June 2018 2.004 $5.32 4.732 
April 2018 2.378 $6.02 4.956 
Sept. 2017 1.722 $4.84 4.714 
Sept. 2016 1.423 $3.83 3.345 
Sept. 2015 1.287 $3.44 3.706 


 2 


Without customers being able to have control over these costs, and therefore the 3 


need for more transmission investment, there will continue to be large investments 4 


that increase costs for Ohioans. 5 


Q. Based on your review of the Stipulation’s treatment of transmission rates, 6 


your understanding of the importance of rate design as it affects 7 


transmission investment, and the increased burden of transmission rates, 8 


do you believe that the treatment of the BTCR pilot in the Stipulation is in the 9 


public interest and does not violate any important regulatory principles? 10 


A. No on both counts.  Aligning costs and rates is fundamental to effective rate 11 


making.  In this instance, the failure to move rates toward cost based on the correct 12 


 
4 Case No. 21-53-EL-RDR, Revised Tariff (Mar. 4, 2021); Case No. 20-95-EL-RDR, Tariff (Mar. 27, 2020); 
Case No. 19-133-EL-RDR, Revised Tariff (Mar. 28, 2019); Case No. 18-96-EL-RDR, Revised Tariff (Mar. 
28, 2021), Revised Tariff (May 29, 2018); Case No. 17-1462-EL-RDR, Revised Tariff (Aug. 23, 2017); Case 
No. 16-1409-EL-RDR, Tariff (Jan. 20, 2017); Case No. 15-1105-EL-RDR, Application (June 15, 2015). 
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cost causation principles will have a tendency to require increased investment 1 


since the price signals that would encourage conservation are 2 


undermined.    Additionally, the Stipulation fails to take advantage of available tools 3 


to move transmission rates toward cost. Thus, the BTCR provisions of the 4 


Stipulation are not in the public interest and violate important regulatory principles. 5 


III. RECOMMENDATIONS 6 


Q. What do you propose? 7 


A. In AEP Ohio’s most recent Electric Security Plan proceeding, the Commission 8 


approved a Stipulation that stated, among other things, the subject of transmission 9 


rates will be reevaluated at AEP Ohio’s next distribution rate case “utilizing the 10 


information and experience gained during the pilot program.”5 11 


Based on our experience with IGS customers participating the Pilot, initial steps 12 


could include eliminating the participation allotments and MW caps on the BTCR 13 


Pilot.6 Without these modifications, interested customers are unfairly excluded 14 


from participation because of their Supplier’s opposition to the Stipulation. 15 


Additionally, AEP Ohio should transition to a rate design for the BTCR that is based 16 


upon a customer’s individual Service Delivery Identifier (“SDI”) transmission tag 17 


(also referred to as NSPL tag). According to AEP Ohio’s “Ohio Choice Market 18 


Settlement Polices & Procedures,” individual NSPL tags are calculated annually 19 


for each SDI in the AEP Ohio territory based upon the PJM published date and 20 


 
5 In the Matter of the Application of Ohio Power Company for Authority to Establish a Standard Service 
Offer Pursuant to Section 4928.143, Revised Code, in the Form of an Electric Security Plan, Case Nos. 16-
1852-EL-SSO, et al., Joint Stipulation and Recommendation (Aug. 25, 2017)  at 28. 
6 Stipulation at 17. 
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time of the PJM AEP Zonal maximum demand from the previous November 1 to 1 


October 31 year.7 For SDIs which are interval metered, the actual hourly usage at 2 


that hour provides the at-the-meter NSPL tag component. For non-interval metered 3 


customers, their at-the-meter NSPL component is calculated using load profile 4 


customer class load shapes. This would bring better transparency and better 5 


transmission rate design by aligning costs with how they are incurred from PJM. 6 


Q.  Would failing to allocate transmission costs based upon a customer’s NSPL 7 


value be inconsistent with Commission precedent? 8 


A. Yes. The Commission has consistently promoted the use of a customer’s actual 9 


interval data for settlement purposes and aligning cost-causation between 10 


wholesale costs and billing mechanisms to retail customers. For example, in the 11 


2014 Retail Market COI Order, the Commission adopted Staff’s recommendation 12 


for the implementation of individual network service peak load formulas.8 13 


Additionally, throughout the Commission’s grid modernization proceedings, the 14 


Commission has continued to express its desire to utilize the implementation of 15 


grid modernization technologies to remove barriers between the wholesale and 16 


retail market.9 17 


Most recently in 2020, the Commission spoke directly to this issue and further 18 


emphasized its importance: 19 


 
7 AEP Ohio, “Ohio Choice Market Settlement Polices & Procedures,” May 2018, Page 10, available at 
https://www.aepohio.com/lib/docs/company/about/choice/OH/2018/AEPOhioSettlementPolicies-Rev-5-
2018.pdf (JH-Exhibit 5). 
8 In the Matter of the Commission’s Investigation of Ohio’s Retail Electric Service Market, Case No. 12-
3151-EL-COI, Finding and Order (Mar. 26, 2014) at 36. 
9 See e.g. PowerForward Roadmap at 31. 



https://www.aepohio.com/lib/docs/company/about/choice/OH/2018/AEPOhioSettlementPolicies-Rev-5-2018.pdf

https://www.aepohio.com/lib/docs/company/about/choice/OH/2018/AEPOhioSettlementPolicies-Rev-5-2018.pdf
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“It continues to be important that EDUs focus on providing 1 


consumers and CRES providers with direct and comparable access 2 


to meter data and enabling billing mechanisms that properly reflect 3 


cost-causation for things like generation capacity and network 4 


integration transmission service.”10 5 


6 My recommendations advance this desired outcome, and therefore 


should be adopted by the Commission.   7 


Q. Does this conclude your testimony?8 


A. Yes, it does.  However, I reserve the right to further supplement my testimony. 9 


10In the Matter of the Application of Duke Energy Ohio, Inc., for Approval of its 2021 Energy Efficiency and 
Demand Side Management Portfolio Programs and Cost Recovery Mechanism, Case Nos. 20-1013-EL-
POR, et al., Entry (June 17, 2020) at ¶ 9. 







Annual Transmission Revenue Requirements and Rates 


Transmission Owner 
(Transmission Zone) 


Annual Transmission Revenue 
Requirement 


Network Integration 
Transmission Service 


Rate    ($/MW-Year) 


AE (AECO) $136,237,027 $50,960 


AEP (AEP) * $1,295,660,732 $59,818.14 


AP (APS) $128,000,000 $17,895 


ATSI (ATSI) $659,094,666 $54,689.39 


BC (BGE) $216,851,881 $32,851 


ComEd, Rochelle (CE) $728,237,019 $34,392.02 


Dayton (DAY) $40,100,000 $13,295.76 


Duke (DEOK) $106,450,109 $20,055 


Duquesne (DLCO) $133,905,125 $47,891.68 


Dominion (DOM) $1,031,382,000 $52,457.21 


DPL, ODEC (DPL) $135,927,090 $32,938 


East Kentucky Power 
Cooperative (EKPC) $75,851,112 $26,424 


MAIT (METED, 
PENELEC) $150,858,703 $26,069.39 


JCPL $135,000,000 $23,597.27 


PE (PECO) $163,823,746 $19,587 


PPL, AECoop, UGI (PPL) $433,895,406 $61,792 


PEPCO, SMECO 
(PEPCO) $183,228,908 $27,867.40 


PS (PSEG) $1,248,819,352 $130,535.22 


Rockland (RECO) $17,724,263 $44,799 


TrAILCo $272,626,368.81 n/a 


*Effective January 1, 2018
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Annual Transmission Revenue Requirements and Rates 


Transmission Owner 
(Transmission Zone) 


Annual Transmission Revenue 
Requirement 


Network Integration 
Transmission Service 


Rate    ($/MW-Year) 


AE (AECO) $136,237,027 $50,960 


AEP (AEP) $1,295,660,732 $59,818.14 


AP (APS) $128,000,000 $17,895 


ATSI (ATSI) $659,094,666 $54,689.39 


BC (BGE) $216,851,881 $32,851 


ComEd, Rochelle (CE) $728,237,019 $34,392.02 


Dayton (DAY) $40,100,000 $13,295.76 


Duke (DEOK) $106,450,109 $20,055 


Duquesne (DLCO) $133,905,125 $47,891.68 


Dominion (DOM) $1,031,382,000 $52,457.21 


DPL, ODEC (DPL) $135,927,090 $32,938 


East Kentucky Power 
Cooperative (EKPC) $75,851,112 $26,424 


MAIT (METED, 
PENELEC) $150,858,703 $26,069.39 


JCPL $135,000,000 $23,597.27 


PE (PECO) $163,823,746 $19,587 


PPL, AECoop, UGI (PPL) $433,895,406 $61,792 


PEPCO, SMECO 
(PEPCO) * $183,181,005 $28,031.21 


PS (PSEG) $1,248,819,352 $130,535.22 


Rockland (RECO) $17,724,263 $44,799 


TrAILCo $272,626,368.81 n/a 


*Effective May 1, 2018
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Annual Transmission Revenue Requirements and Rates 


Transmission Owner 
(Transmission Zone) 


Annual Transmission Revenue 
Requirement 


Network Integration 
Transmission Service 


Rate    ($/MW-Year) 


AE (AECO) $136,632,319 $53,775 


AEP (AEP) $1,295,660,732 $59,818.14 


AP (APS) $128,000,000 $17,895 


ATSI (ATSI) $659,094,666 $54,689.39 


BC (BGE) $230,595,535 $35,762 


ComEd, Rochelle (CE) $702,431,433 $34,515.60 


Dayton (DAY) $40,100,000 $13,295.76 


Duke (DEOK) $121,250,903 $24,077 


Duquesne (DLCO) $139,341,808 $51,954.44 


Dominion (DOM) $1,031,382,000 $52,457.21 


DPL, ODEC (DPL) $163,224,128 $42,812 


East Kentucky Power 
Cooperative (EKPC) $83,267,903 $24,441 


MAIT (METED, 
PENELEC) $150,858,703 $26,069.39 


JCPL $135,000,000 $23,597.27 


PE (PECO) $155,439,100 $19,093 


PPL, AECoop, UGI (PPL) $435,349,329 $58,865 


PEPCO, SMECO 
(PEPCO)  $190,876,083 $31,304.21 


PS (PSEG) $1,248,819,352 $130,535.22 


Rockland (RECO) $17,724,263 $44,799 


TrAILCo $226,652,117.80 n/a 


Effective June 1, 2018 
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Annual Transmission Revenue Requirements and Rates 


Transmission Owner 
(Transmission Zone) 


Annual Transmission Revenue 
Requirement 


Network Integration 
Transmission Service 


Rate    ($/MW-Year) 


AE (AECO) $136,632,319 $53,775 


AEP (AEP) $1,295,660,732 $59,818.14 


AP (APS) $128,000,000 $17,895 


ATSI (ATSI) $659,094,666 $54,689.39 


BC (BGE) $230,595,535 $35,762 


ComEd, Rochelle (CE) $702,431,433 $34,515.60 


Dayton (DAY) $40,100,000 $13,295.76 


Duke (DEOK) $121,250,903 $24,077 


Duquesne (DLCO) $139,341,808 $51,954.44 


Dominion (DOM) $1,031,382,000 $52,457.21 


DPL, ODEC (DPL) $163,224,128 $42,812 


East Kentucky Power 
Cooperative (EKPC) $83,267,903 $24,441 


MAIT (METED, 
PENELEC) $145,431,639 $25,131.56 


JCPL $135,000,000 $23,597.27 


PE (PECO) $155,439,100 $19,093 


PPL, AECoop, UGI (PPL) $435,349,329 $58,865 


PEPCO, SMECO 
(PEPCO)  $190,876,083 $31,304.21 


PS (PSEG) $1,248,819,352 $130,535.22 


Rockland (RECO) $17,724,263 $44,799 


TrAILCo $226,652,117.80 n/a 


Effective July 1, 2018 
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Annual Transmission Revenue Requirements and Rates 


Transmission Owner 
(Transmission Zone) 


Annual Transmission Revenue 
Requirement 


Network Integration 
Transmission Service 


Rate    ($/MW-Year) 


AE (AECO) $136,632,319 $53,775 


AEP (AEP) $1,295,660,732 $59,818.14 


AP (APS) $128,000,000 $17,895 


ATSI (ATSI) $659,094,666 $54,689.39 


BC (BGE) $230,595,535 $35,762 


ComEd, Rochelle (CE) $702,431,433 $34,515.60 


Dayton (DAY) *** $37,885,386 $12,561.48 


Duke (DEOK) $121,250,903 $24,077 


Duquesne (DLCO) $139,341,808 $51,954.44 


Dominion (DOM) * $934,439,000 $47,526.56 


DPL, ODEC (DPL) $163,224,128 $42,812 


East Kentucky Power 
Cooperative (EKPC) $83,267,903 $24,441 


MAIT (METED, 
PENELEC) $145,431,639 $25,131.56 


JCPL $135,000,000 $23,597.27 


OVEC ** $11,256,927 $5,163.73 


PE (PECO) $155,439,100 $19,093 


PPL, AECoop, UGI (PPL) $435,349,329 $58,865 


PEPCO, SMECO 
(PEPCO)  $190,876,083 $31,304.21 


PS (PSEG) $1,248,819,352 $130,535.22 


Rockland (RECO) *** $16,833,707 $42,548 


TrAILCo $226,652,117.80 n/a 


* Retroactive to January 1, 2018 to reflect 2017 Tax Cuts and Jobs Act
**   Effective December 1, 2018
***  Effective March 21, 2018
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Annual Transmission Revenue Requirements and Rates 


Transmission Owner 
(Transmission Zone) 


Annual Transmission Revenue 
Requirement 


Network Integration 
Transmission Service 


Rate    ($/MW-Year) 


AE (AECO) $136,632,319 $53,775 


AEP (AEP) $1,499,032,942 $65,923.43 


AP (APS) $128,000,000 $17,895 


ATSI (ATSI, AMPT) $707,792,792 $55,185.23 


BC (BGE) $230,595,535 $35,762 


ComEd, Rochelle (CE) $702,431,433 $34,515.60 


Dayton (DAY) $37,885,386 $12,561.48 


Duke (DEOK) $121,250,903 $24,077 


Duquesne (DLCO) $139,341,808 $51,954.44 


Dominion (DOM) $1,007,914,000 $47,471.44 
Dominion Underground 


(DOM) $34,420,176 $1,728.93 


DPL, ODEC (DPL) $163,224,128 $42,812 


East Kentucky Power 
Cooperative (EKPC) $83,267,903 $24,441 


MAIT (METED, 
PENELEC) $173,323,326 $28,796.22 


JCPL $135,000,000 $22,588.47 


OVEC $11,256,927 $5,163.73 


PE (PECO) $155,439,100 $19,093 


PPL, AECoop, UGI (PPL) $435,349,329 $58,865 


PEPCO, SMECO 
(PEPCO)  $190,876,083 $31,166.72 


PS (PSEG) $1,194,757,707 $119,735.80 


Rockland (RECO) $16,833,707 $42,548 


TrAILCo $226,652,117.80 n/a 


Effective January 1, 2019 
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Annual Transmission Revenue Requirements and Rates 


Transmission Owner 
(Transmission Zone) 


Annual Transmission Revenue 
Requirement 


Network Integration 
Transmission Service 


Rate    ($/MW-Year) 


AE (AECO) $145,555,921 $56,171 


AEP (AEP) $1,499,032,942 $65,923.43 


AP (APS) $128,000,000 $17,895 


ATSI (ATSI, AMPT) $707,792,792 $55,185.23 


BC (BGE) $197,870,237 $29,860 


ComEd, Rochelle (CE) $707,009,311 $33,116.34 


Dayton (DAY) $37,885,386 $12,561.48 


Duke (DEOK) $134,316,531 $25,840 


Duquesne (DLCO) $137,514,380 $49,200.14 


Dominion (DOM) $1,007,914,000 $47,471.44 
Dominion Underground 


(DOM) $34,420,176 $1,728.93 


DPL, ODEC (DPL) $179,314,789 $44,803 


East Kentucky Power 
Cooperative (EKPC) $92,224,675 $30,251 


MAIT (METED, 
PENELEC) $173,323,326 $28,796.22 


JCPL $135,000,000 $22,588.47 


OVEC $11,256,927 $5,163.73 


PE (PECO) $162,880,139 $18,922 


PPL, AECoop, UGI (PPL) $522,139,243 $68,031 


PEPCO, SMECO 
(PEPCO)  $217,200,604 $33,873.72 


PS (PSEG) $1,194,757,707 $119,735.80 


Rockland (RECO) $16,833,707 $42,548 


TrAILCo $251,369,162.88 n/a 


Effective June 1, 2019 
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Annual Transmission Revenue Requirements and Rates 


Transmission Owner 
(Transmission Zone) 


Annual Transmission Revenue 
Requirement 


Network Integration 
Transmission Service 


Rate    ($/MW-Year) 


AE (AECO) $125,075,638 $45,693 


AEP (AEP) $1,806,870,058 $80,306.41 


AP (APS) $128,000,000 $17,895 


ATSI (ATSI, AMPT) $722,642,824 $57,482.35 


BC (BGE) $209,965,346.90 $31,311 


ComEd (CE) $718,149,481.11 $34,280.85 


Dayton (DAY) $47,109,460** $14,456.96** 


Duke (DEOK) $159,235,526 $32,143 


Duquesne (DLCO) $141,278,388.40 $53,072.27 


Dominion (DOM) $1,094,470,000 $54,914.33 
Dominion Underground 


(DOM) $31,431,917 $1,657.90 


DPL, ODEC (DPL) $135,227,058 $33,000 


East Kentucky Power 
Cooperative (EKPC) $67,129,699 $23,763 


MAIT (METED, 
PENELEC) $222,281,382 $37,083.18 


JCPL $147,518,299* $24,354.61* 


OVEC $11,256,927 $5,163.73 


PE (PECO) $135,037,645 $16,022 


PPL, AECoop, UGI (PPL) $596,505,385 $75,204 


PEPCO, SMECO 
(PEPCO)  $173,482,676 $28,022.85 


PS (PSEG) $1,526,297,808 $156,503.24 


Rockland (RECO) $16,833,707 $42,548 


TrAILCo $253,750,977.57 N/A 


*JCPL Annual Revenue Requirement accepted by FERC, effective 1/1/20, but subject to
refund based on settlement hearing 


**Dayton Annual Revenue Requirement accepted by FERC, effective 5/3/20, but subject to 
refund based on settlement hearing 


Effective June 1, 2020 (Revised - PECO Zone updated) 
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Annual Transmission Revenue Requirements and Rates


Transmission Owner
(Transmission Zone)


Annual Transmission Revenue
Requirement


Network Integration
Transmission Service


Rate    ($/MW-Year)


AE (AECO) $125,075,638 $45,693


AEP, AMPT (AEP) $2,066,332,706 $95,597.51


South FirstEnergy (APS) $120,322,073^ $13,930.04^


ATSI, AMPT (ATSI) $831,978,941 $66,744.13


BC (BGE) $209,965,346.90 $31,311


ComEd (CE) $718,149,481.11 $34,280.85


Dayton (DAY) $63,446,423** $19,175.06**


Duke (DEOK) $159,235,526 $32,143


Duquesne (DLCO) $141,278,388.40 $53,072.27


Dominion (DOM) $1,238,329,019 $61,729.41


Dominion Underground (DOM) $14,410,946 $744.73


DPL, ODEC (DPL) $135,227,058 $33,000


East Kentucky Power Cooperative
(EKPC) $67,129,699 $23,763


MAIT (METED, PENELEC) $295,135,116 $50,128.46


JCPL $161,318,343* $27,327.27*


OVEC $11,256,927 $5,163.73


PE (PECO) $135,037,645 $16,022


PPL, AECoop, UGI (PPL) $596,505,385 $75,204


PEPCO, SMECO (PEPCO) $173,482,676 $28,165.56


PS (PSEG) $1,645,668,896 $172,189.67


Rockland (RECO) $16,833,707 $42,548


TrAILCo $253,750,977.57 N/A


Silver Run $23,622,243 N/A


Transource WV $11,055,915 N/A


*JCPL Annual Revenue Requirement accepted by FERC, effective 1/1/20, but subject to refund based on settlement hearing;
UPDATE: Effective 3/1/2021, JCPL Annual Revenue Requirement implemented on an interim basis for rate year 2021 pursuant to 


settlement proceedings in Docket No. ER20-227 


**Dayton Annual Revenue Requirement accepted by FERC, effective 5/3/20, but subject to refund based on settlement hearing 


^South FirstEnergy Annual Revenue Requirement accepted by FERC, effective 1/1/21, but subject to refund based on settlement hearing 


Effective March 1, 2021 
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AEP Ohio Glossary of Settlement Acronyms         


Source of acronyms are noted in parenthesis.  Those not noted are considered standard industry terms. 


AEPCH AEP Clearing House (AEP) 


BTCR Basic Transmission Cost Recovery Rider (AEP) 


CP Coincident Peak 


CRES Competitive Retail Electric Supplier (Ohio Market) 


CSP Curtailment Service Provider 


DOPLSR Daily Obligation Peak Load Scaling Factor (PJM) 


DR Demand Response 


DZF Daily Zonal Scaling Factor (PJM) 


EDC Electric Distribution Company 


EDI Electronic Data Interchange 


EDU Electric Distribution Utility 


FSL Firm Service Load 


FPR Forecast Pool Requirement (PJM) 


FZSF Final Zonal Scaling Factor (PJM) 


LRA Load Research and Analysis 


LMP Locational Marginal Price (PJM) 


LASOR Load Accounting System of Record (AEP) 


LDC Local Distribution Company 


LERS Load Estimation and Reallocation System (AEP) 


LSE Load Service Entity (PJM) 


MACSS  Marketing Accounting and Customer Services System (AEP) 


MV90 Multi-Vendor Version 90 (Interval meter interrogation software by Itron) 


NEMS Net Energy Metering Service 


NITS Network Integration Transmission Services (PJM) 


NSPL Network Service Peak Load (PJM) 
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PIPP Percentage of Income Payment Plan (Ohio Market) 


PLC Peak Load Contribution (PJM) 


RPM Reliability Pricing Model (PJM) 


RTO Regional Transmission Organization 


SAS Statistical Analysis System (business analytics software tool) 


SDI Service Delivery Identifier (AEP) 


SOX Sarbanes-Oxley 


SSO Standard Service Offer (default rate) (Ohio Market) 


UFE Unaccounted For Energy 


WNF Weather Normalization Factor (PJM) 


Section Rev. 11/2016 
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AEP Ohio CRES Transmission Obligation Calculation Process  


Overview Individual Service Delivery Identifier (SDI) transmission tags (also referred to as 


NSPL tags) are calculated annually for each SDI in the AEP Ohio territory based 


upon the PJM published date and time of the PJM AEP Zonal maximum demand 


from the previous November 1 to October 31 year. For SDIs which are interval 


metered, the actual hourly usage at that hour provides the at-the-meter NSPL tag 


component. For non-interval metered customers, their at-the-meter NSPL 


component is calculated using load profile customer class load shapes. 


Load 
Profiling 
Cumulative 
Metered SDIs 


For SDIs which are not interval metered only total usage and maximum demand 


over the billing cycle may be known, so the at-the-meter usage at the NSPL hour 


must be estimated. This estimation is accomplished by performing a load profiling 


process. In the load profiling process, each SDI is assigned a load_profile_id 


defining the load characteristic group to which it belongs. Each load_ profile_id has 


an associated hourly load profile, computed from actual interval metered usage of 


randomly selected sample customers within each profile_id group. The NSPL tag 


calculation algorithm then utilizes the individual SDI monthly billing cycle usage 


spanning the NSPL date/time to scale the hourly profile usage over that time to the 


appropriate level for the SDI, thus providing a reasonable representation of the 


hourly usage of each SDI. Once that is accomplished for all hours throughout the 


billing cycle periods spanning the NSPL date/time, the resulting hourly usage 


estimates at the NSPL time determines the at-the-meter NSPL component. 
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Net Metered 
Customers 


Customers on a net-metered (NEMS) tariff receive benefit from their generation in 


the NSPL tag calculation process.  For NEMS customers with hourly interval 


metering, any generation they may have had at the time of the peak hour offsets 


their load (up to zero) for the hour.  For non-hourly metered cumulative usage 


customers, their generation for each month is deducted from their usage, which 


decreases their cumulative usage at-the-meter amounts for the month.  The reduced 


cumulative usage then follows the Load Profile process above.   


Loss 
Adjustment to 
At-The-Meter 
Values 


All at-the-meter values are then loss adjusted to the generation level based upon 


loss factors listed in the Company Tariffs. A check is performed to ensure that the 


sum of all loss adjusted SDI tags compares closely to the AEP Ohio system load at 


the NSPL peak hour providing evidence that the tags in total reasonably represent 


the system total load.  


Completion 
and 
Availability to 
Market 
Participants 


The individual SDI tags are then stored for use in the daily CRES NSPL obligation 


calculations, made available to CRES Providers via the Business Partner Portal and 


customer enrollment list, and sent via EDI transactions to the customer’s assigned 


CRES. NSPL tags become effective January 1st of every year and the Business 


Partner Portal will show effective dates where multiple year tags are available. 


Tags remain unchanged until the next calendar year calculation is performed, even 


though some SDIs may experience significant load growth or load reduction in the 


period between the period upon which the tag is based and the days to which it is 


applied.  
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New Premise 
Installs 
During the 
Year 


There are normally a limited number of new SDIs that were either not active during 


the NSPL peak hour, or are installed during the year, and which therefore had no 


interval usage or monthly billing usage for that period. Those SDIs are assigned a 


default tag, based upon the profile group average value. In the rare instance when 


new facilities are built for an existing premise resulting in an additional SDI, but 


with no expected net load change at the combined facilities, the new SDI will 


receive a tag equivalent to the estimated portion of load delivered through the new 


service point, rather than a class average. The tag for the original SDI will be 


accordingly adjusted downward so that the combined transmission tags will match 


the original load. New SDIs with behind-the-meter generation or on a NEMS tariff 


will be assigned a default NSPL value. 


CRES NSPL 
Aggregation 


CRES daily NSPL obligations are then calculated from the summation of the tags 


for each of the SDIs for which the CRES has responsibility on the day, with a 


calibration factor applied by PJM to ensure that the total AEP Ohio load is fully 


allocated among the AEP Ohio SDIs.  


Section continued on next page 
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Example of Calculation and Aggregation 


NSPL Calculation and Settlement Steps Value
pj


m AEP periodically performs system loss studies, updating 
transmission and distribution losses for applicable tariffs


Secondary - 1.0932
Primary - 1.0552


Sub-Tran - 1.0341


Each year PJM Identifies the Coincident (1CP) Peak


AEP identifies the 1CP at-the-meter hour load for 'XYZ' 
customer (customers with-out hourly metering are profiled 
using sample customer hourly data)


100 MW


AEP applies transmission and distribution losses to the 
metered 1CP value to arrive at 'XYZ' Customer's NSPL tag. 
(e.g. a Sub-Tran customer value of 1.0341)


103.41 MW


AEP publishes NSPL values via EDI, the customer enrollment 
list, and the Business Partner Portal 103.41 MW


'ABC' CRES’ daily customer NSPL tags are aggregated 500 MW


'ABC' CRES’ daily NSPL obligation is submitted to PJM 500 MW


PJM applies Daily Zonal Scaling Factor 500.1 MW*


PJM uses the aggregated NSPL values to calculate 
appropriate Transmission Charges and Credits for the CRES


$750k*


PJM posts the CRES Charges and Credits to the CRES' PJM 
sub-account.


$750k*


PJM performs a bill-line item transfer for select transmission 
charges and credits which AEP Ohio is responsible for, 
transferring to AEP Ohio's PJM sub-account.


$0*


W
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ha


rg
e


AE
P AEP Ohio bills customers for transmission under the Basic 


Transmission Cost Recovery Rider (BTCR).  
$750k*


* Values are for demonstration purposes only
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  Section Rev. 5/2018 
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I hereby certify that a true copy of the foregoing Direct Testimony of Joseph 
Haugen on Behalf of Interstate Gas Supply, Inc. was filed electronically through the 
Docketing Information System of the Public Utilities Commission of Ohio on April 20, 
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