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Ohio Electric Utilities’ Proposed Power Purchase Agreement Riders 

 
EXECUTIVE BRIEFING 

 
American Electric Power (AEP), Duke Energy (Duke) and FirstEnergy (FE) have recently 
filed applications for Electric Security Plans (ESPs) with the Public Utilities Commission of 
Ohio (PUCO). Among other provisions, the ESPs seek to establish generation service rates 
for the utilities’ respective Standard Service Offers (SSOs), distribution-related charges, and 
nonbypassable riders that all customers would be required to pay to subsidize certain 
generating facilities owned partially or wholly by the utilities or their unregulated competitive 
generation affiliates. Specifically: 
 

 AEP initially proposed a three-year power purchase agreement (PPA) rider (Rider 
PPA) to monetize the utility’s entitlement share of the Ohio Valley Electric 
Corporation (OVEC) generating plants with the opportunity for expansion. AEP 
recently filed an application to expand the rider to also include costs associated with 
a life-of-unit PPA with its unregulated competitive affiliate, AEP Generation 
Resources, for generation from nine specified coal-fired generating units.  

o Projected Impact: Over the term of the ESP (June 2015 through May 2018), 
customers could be exposed to between $82 million and $116 million for the 
OVEC assets alone. As projected by AEP, the additional expansion proposal 
could cost customers an additional $1.1 billion over nine-and-a-half years.
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 Duke’s ESP contains a proposed rider (Rider PSR) similar to AEP’s initial rider 
proposal in that it seeks to monetize Duke’s entitlement share in the OVEC 
generating units. The major difference is that Duke is asking the PUCO to approve 
the rider for as long as Duke owns the entitlement to OVEC, which is currently 
projected to be through 2040. 

o Projected Impact: Duke has projected that the cost to customers would be      
$22 million for the OVEC assets over the term of the ESP (June 2015 through 
May 2018), and a cost of $633,000 over a 10-year period (2015-2024).
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Other parties have projected much higher costs.   
 

 FirstEnergy’s ESP contains a proposed rider (Rider RRS) that will allow the utility to 
collect costs associated with a PPA with its unregulated competitive generation 
affiliate, FirstEnergy Solutions (FES), for power from FES’s Sammis coal-fired 
generating plant, Davis-Besse nuclear generating plant, and its share of OVEC. 
FirstEnergy seeks approval of its proposed rider for a 15-year period (June 2016 
through May 2031). 

                                                           
1
 AEP’s estimate based on a 5 percent lower load forecast. Collectively, AEP’s projections range from a cost of $1.1 

billion to consumers to a benefit of $1.5 billion. See Pearce Testimony at Exhibit KDP-2, Case No. 14-1693-EL-RDR.   
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 See OCC Ex. 4, Case No. 14-841-EL-SSO. 
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o Projected Impact: FirstEnergy has projected that the cost to customers would 
be $419.4 million over the term of the ESP (June 2016 through May 2019).
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The FirstEnergy rider includes customer subsidization of an 11.15 percent 
return on equity for FES. 

 
FirstEnergy’s proposed rider is for costs associated with approximately 3,244 MW of 
generation and AEP’s is for costs associated with approximately 6,263 MW. Both are 
substantially larger than Duke’s proposal. 
 
How the PPAs and Proposed Riders Would Work 
 
The utilities are seeking regulatory approval to sell into the PJM wholesale market all of the 
generation output they are entitled to from their existing OVEC generation agreements 
and/or the proposed PPAs with their affiliates at rates that may be higher – or lower – than 
the price the utilities pay for the OVEC/PPA generation. If the PUCO approves the PPAs, 
the difference between the PJM market price and the OVEC/PPA contract price, whether it 
is a net cost or a net benefit, would be passed on to customers. So, if the PJM market price 
is higher than the price the utility pays for generation through its contracts, the resulting net 
increase in revenue would be reflected as a credit on customers’ bills; alternatively, if the 
market price is lower than the price the utility pays, customers would pay the net additional 
generation cost in the form of a surcharge. The utilities are always made whole and 
guaranteed recovery of the cost of the generation under the contracts. 
 
The proposed PPA riders are nonbypassable. They would be paid by all customers in the 
utility’s service territory – regardless of whether the customer purchases its generation 
service from the utility or a competitive generation supplier.  
 
What the Utilities Say: 
A hedge against market price volatility 
 
The utilities characterize the proposed PPAs as a useful “hedge” or insurance policy against 
market volatility, which they claim will protect consumers over the long term. The utilities 
argue that a shortage of generation in Ohio and throughout PJM may cause increases in 
both energy and capacity prices. The utilities have intimated that the affiliate-owned 
generation units may not be economical and may be required to shut down if the utilities’ 
PPA proposals to have customers pay the costs to run those units are rejected by the 
PUCO. They contend the PPAs will help ensure that coal-fired and nuclear power plants 
continue to operate so Ohio will have adequate supplies of generation.  
 
What Concerned Stakeholders Say: 
A subsidized bailout for utilities’ business decisions 
 
Opponents of the proposed PPAs regard the proposals as nothing more than a large-scale 
government and consumer bailout of utilities (including their affiliates) that already have 
received billions of dollars in stranded cost recovery from their customers as part of Ohio’s 
transition to a competitive retail electricity marketplace. Opponents believe the utilities are 

                                                           
3
 FirstEnergy projects a benefit to customers over the 15-year period in the amount of $2.1 billion. See Ruberto 

Testimony at Exhibit JAR-1, Case No. 14-1297-EL-SSO.   
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seeking relief from financial pressures caused in part by the combination of an aging and 
increasingly uneconomical generation fleet; new supplies of natural gas driving down the 
price of power; and increased growth of energy efficiency, demand response programs and 
renewable energy – but also by the regulated utilities’ and their competitive generation 
affiliates’ own business decisions. 
 
The proposed PPAs, opponents say, are a play by utilities to secure, through regulatory 
intervention and customer subsidies, guaranteed profits and cost recovery from selected 
generation assets regardless of the market value of the power produced by those assets 
and regardless of their operational, maintenance and environmental compliance costs. 
Opponents believe the PPAs represent an unwarranted shifting of costs and risk from utility 
shareholders to utility customers – a reversal that is inconsistent with the intent of Ohio’s 
electric restructuring law. In competitive markets, investors – not consumers – bear the risk 
of bad business decisions. 
 
Opponents of the utilities’ PPA proposals note that the generating plants at issue do not 
directly serve Ohio customers, but are dispatched into the region through PJM.  The 
generation owners have no control over whether the power will serve Ohio customers or a 
neighboring state. Opponents also rely on PJM’s estimates of the amount of new generation 
scheduled to come online and its estimated reserve margins in the 20 percent range for the 
foreseeable future to dispel the notion that there is a shortage of generation.   
 
Potential Impact on Electricity Customers 
 
PUCO approval of the utilities’ proposed PPAs would impact consumers in many ways: 
 

 Customers will pay higher prices, with no new benefits. The proposed PPAs will 
force all customers to pay a generation surcharge for which they will receive no 
certain or guaranteed benefits. The only “guarantee” is for the utilities and/or their 
affiliates – they get a guaranteed rate of return and guaranteed full cost recovery. 

 

 Customers will be forced to pay twice for generation service. If the PPAs are 
allowed, customers will pay twice for electricity – first, for the power they purchase 
from their incumbent utility or their alternative supplier, and then additionally via a 
PPA surcharge. 

 

 Customers will lose access to lowest available market prices. The proposed 
PPAs will deny customers the ability to purchase electricity at the lowest price 
available in the competitive marketplace, putting Ohio businesses at a disadvantage 
vis a vis competitors in surrounding states who do not face similar nonbypassable 
generation charges. 

 

 Customers will have fewer choices. By providing utilities and/or their affiliates with 
what essentially is a “guaranteed rate of return” for generating plants owned by 
competitive suppliers, the proposed PPAs are inconsistent with Ohio’s transition to a 
competitive marketplace for electricity. This anti-competitive step backward will 
thwart supplier participation in the Ohio market – participation that is helping to drive 
innovation and keep electricity prices low. 
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 Ohio will suffer economic harm from the resulting disincentive to invest in new 
generation. New sources of generation (e.g., natural gas) will not have the benefit of 
the PPA “subsidies” that have been proposed for power produced by certain 
inefficient and uneconomic generation plants in utility territories. This competitive 
disadvantage will serve as a disincentive to new generation investment in our state 
and region, which ultimately will drive prices upward and undermine economic 
development and job creation. 

  
Summary of the Potential Cost Impact on Electricity Customers 
 
All three distribution utilities acknowledge that the proposed riders will result in higher costs 
for customers in the short term but claim the locked-in PPA prices will produce benefits in 
the long run. Numerous interveners in the ESP cases contend, however, that the riders will 
result in a net cost for customers over the long run.  
 
Following is a summary of the projected cost to customers based on the utilities’ own 
numbers, as noted throughout this document: 
 

 AEP customers could pay increased costs totaling between $82 million and $116 
million for AEP’s OVEC assets, plus an additional $1.1 billion if the utility’s expanded 
PPA application is approved. 

 

 Duke customers could pay $22 million for Duke’s OVEC assets over the term of the 
ESP (June 2015 through May 2018), plus $633,00 from 2015-2024. 

 

 FirstEnergy customers could pay $419.4 million over the term of the ESP (June 2016 
through May 2019). 

 
Collectively, based on the utilities’ own numbers, customers across Ohio could pay in 
excess of $1.647 billion if the utilities’ PPA rider proposals are approved. 
 
Where Things Stand Today 
 
Hearings for AEP’s original ESP filing are completed and AEP is waiting for a schedule on 
its expanded PPA plan. Hearings for Duke’s ESP began in October 2014, with hearings for 
FE’s ESP scheduled to follow in January 2015. To date, PUCO staff has strongly 
recommended that Commissioners reject AEP’s and Duke’s proposed riders. 

 

#     #     # 


