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Executive Summary 
 
Coal-fired power generation faces short-term and long-term financial risks.  Low natural gas prices drove 
coal-fired power generation to record lows in 2012.  In the mid-Atlantic region, a combination of low 
natural gas prices, flat demand, and increased imports are expected to keep energy and capacity prices 
low, decreasing the margins for coal-fired merchant plants.   Coal faces long-term risks as well, including 
rising fuel costs and increasing environmental regulations.  As a result, coal-fired power plants have sold 
for low prices, typically below their book values, in recent market transactions. 
 
Two recent cases in West Virginia represent two examples of the risks of merchant coal generation and 
how coal-owning utilities are trying to avoid those risks by transferring them to regulated ratepayers.  In 
2012, American Electric Power and FirstEnergy each proposed to sell existing coal plants to their West 
Virginia regulated subsidiaries from merchant affiliates.  These proposals will have the effect of shifting 
the risks of coal-fired power generation from merchant generators to captive ratepayers, while increasing 
both the cost and the risk for West Virginia consumers.  They also raise concerns about the ability of 
holding companies to manipulate regulated subsidiaries. 
 
In justifying these proposals 
to the West Virginia Public 
Service Commission, both 
regulated companies have 
argued that these proposals 
are the least cost solution 
for meeting their customer’s 
future electricity needs.  Yet 
neither company has issued 
a request for proposals to 
determine what other less 
expensive and lower risk 
options may be available.  
Nor has either company 
made any attempt to 
determine the actual market 
value of any of the coal units 
they propose to transfer to 
West Virginia ratepayers. In 
addition, neither company 
has evaluated a ramp-up of energy efficiency programs to meet a portion of its needs.  Energy efficiency, 
power purchase agreements, and/or purchases from the regional electricity market (PJM) are likely to be 
less expensive than the proposed coal plant transfers.   
 
In fact, as shown in Figure ES-1, FirstEnergy’s own economic analysis shows that the plant it proposes to 
transfer would lose $725 million over the first ten years, only starting to make a profit in 2023.  However, 
because the plant’s projected cash flow is based on projections of future commodity prices, the further in 
the future such benefits accrue, the more speculative they are. 
 
 
 

Figure ES- 1.  Cumulative cash flow the Harrison power plant relative to 
market purchases. 
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Summary of Coal Plant Transfer Proposals 
 

FirstEnergy: 

 Mon Power and Potomac Edison, FirstEnergy’s regulated West Virginia subsidiaries, are proposing to 
purchase 80% of the Harrison power plant from FirstEnergy’s deregulated subsidiary Allegheny Energy 
Supply (AES). They are also planning to sell their small share of the Pleasants Power plant to AES, 
resulting in a net transfer to Mon Power and Potomac Edison of 1476 MW. 

 This proposal will raise rates by 6% for all but the largest industrial customers.   Allegheny Energy 
Supply has proposed to sell 80% of the Harrison plant at a price of $767/kW, significantly higher than 
the $319/kW value of the 20% of the plant that Mon Power already owns.   

 The sale appears to be motivated in part by high levels of debt in FirstEnergy’s competitive business.  
In late 2012, FirstEnergy announced a goal to pay down $1.5 billion in debt in 2013.  In spring 2013, 
FirstEnergy refinanced $1.5 billion in debt, leading FirstEnergy’s CEO to announce that “Harrison is no 
longer critical” to the Companies’ debt reduction efforts – all but admitting that the sale of Harrison 
was critical at the time it was proposed to the West Virginia PSC.   

 Mon Power and Potomac Edison’s justification for purchasing Harrison was limited and biased in favor 
of Harrison.  The companies: 

 Did not issue an RFP to determine what other options might be available. 

 Did not consider any energy efficiency or demand response, which would be able to contribute to 
some of their long-term energy needs at lower cost. 

 Provided only a levelized cost of generating power from the Harrison plant that obscures the year-
by-year cash flow of the plant - which shows negative cash flows for the first ten years, amounting 
to a cumulative deficit of $725 million by 2022. The company is preparing to bet $725 million of 
ratepayers’ money in the hopes of making a 1.3% return at the end of 20 years.  With a more 
realistic market price forecast, the plant will never provide a return. 

 
American Electric Power: 

 Appalachian Power, AEP’s West Virginia and Virginia subsidiary, is proposing to acquire 2/3 of Unit 3 
of the John Amos power plant and 50% of the Mitchell plant, a total of 1647 MW, from AEP Generation 
Resources. 

 Appalachian Power’s justification for purchasing the coal plants is very limited and biased in favor of 
the coal plant transfer.  The company: 

 Used unrealistically high forecasts of energy market and natural gas prices, making the coal plants 
look more economical by comparison. 

 Did not issue a request for proposals (RFP) to see if it could enter into a power purchase 
agreement or purchasing an existing gas plant at lower cost. 

 Used a low carbon price that does not reflect the real risk of carbon pricing that would be 
transferred to Appalachian Power’s customers under this scenario. 

 Did not consider an expansion of energy efficiency programs that could meet a portion of the 
company’s capacity shortage at lower cost than the proposed coal plant transfer. 

 Revising Appalachian Power’s analysis using more realistic forecasts of market price and natural gas 
prices shows that the company’s customers would save more than $500 million by 2024 if the 
company relied on market purchases rather than purchasing these coal plants. 

 Appalachian Power has chosen not to participate in the regional capacity market through mid-2017.  
In doing so, the company seriously constrained its options for meeting its short-term capacity 
needs, raising concerns that the company is attempting to force the Commission’s hand in approving 
the coal plant transfer. 
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I. Introduction 
 
Coal-fired power generation faces short-term and long-term financial risks.  Low natural gas prices drove 
coal-fired power generation to record lows in 2012.  In the mid-Atlantic region, a combination of low 
natural gas prices, flat demand, and increased imports are expected to keep energy and capacity prices 
low, decreasing the margins for coal-fired merchant plants.i   Coal faces long-term risks as well, including 
rising fuel costs and increasing environmental regulations.  As a result, coal-fired power plants have sold 
for low prices, typically below their book values, in recent market transactions. 
 
Two recent cases in West Virginia represent examples of the risks of merchant coal generation and how 
utilities are attempting to avoid these risks by transferring them to regulated affiliates, and ratepayers.  
American Electric Power and FirstEnergy have each proposed to sell existing coal plants to their West 
Virginia regulated jurisdictions.  These proposals will have the effect of shifting the risks of coal-fired 
power generation to captive ratepayers, while increasing both the cost and the risk for West Virginia 
consumers.   
 
The next section describes FirstEnergy’s proposal to transfer 80% of the Harrison power station from its 
deregulated subsidiary, Allegheny Energy Supply, to West Virginia regulated Mon Power and Potomac 
Edison.  The third section describes American Electric Power’s proposal to transfer shares of the John 
Amos and Mitchell power plants from Ohio Power (in the process of deregulating) to West Virginia and 
Virginia regulated Appalachian Power.  The fourth section analyzes the broader context of these proposals 
and their impacts on West Virginia. 
 
These cases are currently pending before the West Virginia Public Service Commission (Case No. 12-1655-
E-PC for AEP; 12-1571-E-PC for FirstEnergy).ii   
 
 

II. FirstEnergy’s Proposed Coal Plant Transfer 
 
In August 2012, FirstEnergy announced its proposal to transfer 80% of the coal-fired Harrison power plant 
(1576 MW) from deregulated subsidiary Allegheny Energy Supply to regulated West Virginia subsidiaries 
Mon Power and Potomac Edison.  (Mon Power already owns the other 20% of the plant).  The Harrison 
plant, located in West Virginia, was placed in service in 1972-74.  The transaction would also include the 
sale of Mon Power’s small interest (100 MW) in the coal-fired Pleasants power plant to Allegheny Energy 
Supply, for a net gain of 1476 MW for Mon Power and Potomac Edison.   
 
FirstEnergy proposes to transfer the plant at Allegheny Energy Supply’s book value, $767/kW.  This is 
substantially higher than the book value of the remaining 20% of the plant that Mon Power already owns, 
$319/kW.  The value of the plant on the deregulated affiliate’s books was “marked to market” during the 
2011 merger of Allegheny Power (the previous parent of Mon Power, Potomac Edison, and Allegheny 
Energy Supply) with FirstEnergy.   Several parties to the coal plant transfer case that  also participated in 
the Allegheny/FirstEnergy merger proceeding – the PSC Staff, Consumer Advocate Division, West Virginia 
Energy Users Group, and West Virginia Citizen Action Group - believe that the inclusion of this $589.5 
million mark-up in the proposed purchase price of Harrison is a violation of the merger stipulation that 
guaranteed that any “acquisition premium” associated with the merger would not be recovered from 
captive ratepayers.iii 
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FirstEnergy’s financial problems appear to be a strong motivation for the proposed transfer and for its 
high price.   In late 2012, FirstEnergy management announced plans to reduce corporate debt by $1.5 
billion in 2013, driven by pressure from credit rating agencies.  In spring 2013, FirstEnergy successfully 
refinanced $1.5 billion in long-term debt, leading FirstEnergy’s CEO to announce in May 2013 that 
“Harrison is no longer critical” to the Companies’ debt reduction efforts – all but admitting that the sale 
of Harrison was, in fact, critical at the time it was proposed to the West Virginia PSC.iv   
 
However, FirstEnergy’s competitive generation segment is still facing pressure from the financial 
community.  For example, analysts from UBS Investment Research have described FirstEnergy as one of 
the “biggest losers” from the unexpected drop in PJM capacity market prices for delivery year 2016/17, 
“with credit implications once again relevant.”v 
 
The analysis presented by Mon Power and Potomac Edison to the West Virginia Public Service Commission 
to justify the purchase of the Harrison power plant is heavily biased in favor of the parent company’s 
preferred outcome: 
 

 Mon Power and Potomac Edison compared the cost of Harrison to the cost of continuing to rely 
on purchases from the regional PJM electricity market, the cost of building a new natural gas 
plant, the cost of retrofitting an existing coal plant to gas, and other new-build options.  While the 
average (“levelized”) cost of Harrison came out as the least-cost option, this analysis masks the 
actual year-to-year cash flows – which show negative cash flows for the first ten years of the 
analysis amounting to a cumulative net present value deficit of $725 million by 2022.  The 
company is betting that the Harrison plant will start making money in 2023 and eventually dig 
itself out of its financial hole by 2033.  In other words, the company is preparing to bet $725 
million of ratepayers’ money in the hopes of making an extremely small 1.3% overall benefit 
relative to the market scenario at the end of 20 years. This is shown in Figure 1. 
 

 The company’s analysis is based on unrealistically high forecasts of PJM energy market prices and 
natural gas prices.  With more realistic assumptions, the Harrison plant will never provide a 
benefit to the companies’ West Virginia ratepayers as compared to market alternatives. 

 

 The company provided a biased estimate of the future cost and operating performance of a new 
natural gas plant.  The company assumed that a natural gas plant would have a lower marginal 
production cost than the Harrison plant but would, inexplicably, only run 1/3 as often as Harrison.  
Plants that participate in the PJM energy market should be dispatched more if they have a lower 
marginal cost.  If this hypothetical new natural gas plant were dispatched for the same amount of 
time as Harrison, its electricity would be cheaper than Harrison’s. 
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Figure 1.  The cumulative difference between the proposed Harrison purchase versus continuing to purchase 
energy and capacity on the PJM markets.  Under the proposed Harrison purchase, ratepayers will have paid $725 
million more by 2022 relative to what they will have paid under the market scenario.  This figure was generated 
using Mon Power and Potomac Edison’s own (inflated) energy market prices.  (Figure in 2015 dollars) 

 

 Mon Power and Potomac Edison did not issue a request for proposals (RFP) to determine if other 
capacity would be available to meet its needs at a lower cost than the Harrison plant. 

 

 Mon Power and Potomac Edison ignored the potential for demand-side resources (energy 
efficiency and demand response) to contribute to their long-term capacity needs.    

 

 Mon Power and Potomac Edison did not address the risks posed by the complete lack of 
generation and fuel diversity under their proposed plan.  The companies are proposing to rely on 
just two coal-fired power plants to meet more than 90% of their energy needs through at least 
2026.  These two coal-fired plants, Harrison and Ft. Martin, were constructed within 5 years of 
each other, yet the utilities did not address the very real risk that the plants will face increased 
operating costs and replacement costs as they age. 
 

 FirstEnergy has not made any effort to determine the actual market value of the Harrison plant 
by offering it for sale to any other non-affiliated parties – instead it has relied on heavily biased 
economic analyses. 
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III. American Electric Power’s Proposed Coal Plant Transfer 
 
American Electric Power’s West Virginia and Virginia subsidiary Appalachian Power is proposing to 
purchase an 867 MW share of Unit 3 of the John Amos power plant and 50% (780 MW) of the Mitchell 
power plant from AEP Generation Resources, a total of 1647 MW.  Both power plants are located in West 
Virginia; Amos Unit 3 was placed in service in 1973 and Mitchell in 1971.  The proposed purchase price, 
the net book value of the plants, is $702/kW.  The remaining 50% of the Mitchell plant will be sold to AEP’s 
regulated subsidiary Kentucky Power.   
 
The broader context for this proposal is the dissolution of the AEP-East internal power pool, a power 
sharing agreement among the four regulated AEP-East subsidiaries that own generation (Ohio Power, 
Kentucky Power, Appalachian Power, and Indiana Michigan Power).  Since 1951, the AEP-East companies 
have bought and sold electricity within the pool such that the pool as a whole is self-sufficient in 
generating capacity.  The companies have therefore elected not to participate in the regional PJM capacity 
market.  Appalachian Power has been a historically deficit member of the pool, meaning that it does not 
have enough capacity on its own to meet its internal demand, but it was able to purchase power from 
surplus members, mainly Ohio Power. In 2011, the AEP-East companies voted unanimously to dissolve 
the power pool, effective January 1, 2014. This was motivated by Ohio Power’s decision to restructure 
and spin off its power plants into a separate competitive generation company that would participate in 
the PJM capacity market.  Under a proposed “Bridge Agreement,” Ohio Power’s generating assets will still 
be available to meet the capacity needs of the other AEP-East companies through May 31, 2015.  At that 
point, however, Appalachian Power will be short approximately 730 MW.  The shortage is compounded 
by Appalachian Power’s proposal to merge with Wheeling Power, a small distribution-only utility in 
northern West Virginia that has historically been served by a power purchase agreement with Ohio Power.  
If Wheeling Power is incorporated into Appalachian Power, Appalachian Power will have a capacity 
shortage of 1230 MW starting mid-2015. 
 
After the pool is dissolved, Ohio Power will spin off its generation assets into a separate company, AEP 
Generation Resources.  Under the proposal presented to the West Virginia Public Service Commission, 
that new entity would then transfer, at net book value, the Mitchell plant and its share of the Amos plant 
to Appalachian Power and Kentucky Power.  AEP claims that the decision to allocate these power plants 
to the different operating companies was made in an attempt to achieve an “equitable rebalancing” of 
Ohio Power’s generating assets.vi  However, what it actually would achieve would be the transfer of 
significant risks from AEP’s shareholders to its regulated West Virginia ratepayers. 
 
American Electric Power’s proposal appears to be more about what is in the best interest of the AEP 
system than about meeting Appalachian Power’s electricity needs in the lowest cost manner, for the 
following reasons: 
 

 The analysis presented by Appalachian Power to justify its coal plant purchase uses an 
unrealistically high forecast of PJM market prices through 2040 and an unrealistically high gas 
price forecast that make the coal plant transfer look economically competitive.  The company’s 
energy market price forecast was about 30% higher than actual market prices in 2012.  For 2013-
2019, the company’s energy market price forecast averages nearly 40% higher than current 
energy market futures; the company’s gas price forecast is also more than 10% higher than 
current futures.  Figure 2 shows the relative price of the two alternative scenarios evaluated by 
the company (a “market” purchase scenario and a new-build, or “optimization”, scenario) under 
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energy and capacity market price and natural gas price assumptions that more accurately reflect 
current market conditions and futures prices.  The company’s customers would save more than 
$500 million by 2024 if the company relied on market purchases rather than purchasing these 
coal plants. 
 

 
Figure 2.  The cumulative difference between Appalachian Power’s alternative scenarios, relative to the 
proposed coal plant transfer.  By 2024, Appalachian Power customers will have cumulatively saved 
more than $500 million more if the company meets its capacity shortfall through market purchases 
rather than the proposed coal plant transfer. 

 

 Appalachian Power’s analysis is based on assuming that the coal plants will operate through 2040, 
at which point they will be 67-69 years old, even though no coal unit of larger than 100 MW has 
operated for more than 65 years and only a few smaller units have operated longer. 
 

 AEP’s analysis included a carbon price less than $20 per ton through 2030, less than half of the 
Obama Administration’s assumed carbon price of $38 per ton.vii 
 

 The units that Appalachian Power proposes to acquire have restricted scrubbing capability.  
Although the Amos 3 and Mitchell units have scrubbers, they can only handle coal with sulfur 
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content below 4.5 pound per MMBTU, which means that they must blend high- and low-sulfur 
coals to operate.  This is problematic because low-sulfur coal is more expensive and volatile in 
price.viii 

 

 There was no attempt at a market transaction, by either the buyer or the seller.  Ohio Power made 
no attempt to determine the fair market value of its assets – which might well be lower than the 
book value, given the small pool of potential buyers who would not run afoul of FERC’s market 
power restrictions. 

 

 Appalachian Power did not issue a request for proposal (RFP) for capacity or for a power purchase 
agreement (PPA).  They justified this by arguing that an RFP for a short-term PPA would 
approximate the cost of market purchases and an RFP for a long-term PPA would approximate 
the cost of a new natural gas plant.  However, it is by no means clear that other parties would 
assume the very high energy market and natural gas price forecasts used by the company.  In 
short, the most accurate way to determine what price other parties would charge for a PPA or for 
the purchase of existing gas-fired capacity would be to ask them.1 
 

 Appalachian Power has not encouraged the development of independently owned generation 
within its service territory that could help meet a portion of its capacity needs.  The company’s 
most recent tariff states that the price it will pay to independent generators for capacity is 
$0/kW.ix  This is difficult to justify when the company proposes to purchase capacity from an 
affiliate for $702/kW. 
 

 The company assumed a minimal level of energy efficiency and did not evaluate an expanded 
level of energy efficiency to meet a portion of its long-term capacity needs at lower cost than the 
coal plant transfer. 

 

 The company imprudently chose not to enter the PJM capacity market through PJM delivery year 
2016/17 (instead choosing PJM’s capacity self-supply, or “fixed resource requirement”, option), 
despite having a capacity shortage starting at the beginning of the 2015/16 delivery year.  In doing 
so, the company seriously constrained its options for meeting its short-term capacity needs, 
raising concerns that the company is attempting to force the Commission’s hand in approving the 
proposed coal plant transfer. 

 

IV. Analysis 
 
This section discusses similarities and differences between AEP’s and FirstEnergy’s proposals to transfer 
merchant coal generation into regulated jurisdictions, the broader context surrounding these proposals, 
and the impacts on West Virginia, if approved. 
 
The three main distinguishing features of the proposals are: 
 

                                                           
1 Kentucky Power filed supplemental testimony on June 28, 2013 with the Kentucky Public Service Commission 
discussing the results of a 250 MW RFP issued for Kentucky Power capacity to replace Big Sandy Unit 1.  The company 
argued that the responses it received to this RFP would also be more expensive, over their lifetime, than the cost of 
the 50% of the Mitchell plant that Kentucky Power proposes to acquire.  This analysis, however, was still dependent 
on Kentucky Power’s inflated market and natural gas price forecasts through 2040. 
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 FirstEnergy’s short-term debt problem.  It appears that , when FirstEnergy originally proposed to 
sell the Harrison plant, a major motivation was to address the parent company’s need to reduce 
debt in its competitive generation segment by $1.5 billion in 2013.  AEP does not seem to have 
the same motivation.  
 

 The dissolution of AEP’s internal power pool.  For AEP, this case is about redistributing Ohio 
Power’s excess generating capacity as Ohio Power spins off a separate merchant generating 
company.   

 

 Appalachian Power’s inability to participate in the PJM capacity market.  While FirstEnergy’s West 
Virginia subsidiaries could, in theory, meet all of their capacity and energy needs by continuing to 
buy from the PJM energy and capacity markets, this is not an option for Appalachian Power.  
Although Appalachian Power can participate in the PJM energy market, it has chosen to lock itself 
out of purchasing from the PJM capacity market through mid-2017 – a decision that was 
predicated on the assumed approval of its coal plant transfer.  Thus, unlike FirstEnergy’s West 
Virginia companies, Appalachian Power has an immediate (even if self-created) capacity shortage 
that it must act to fill. 
 

 While FirstEnergy tries to claim that there actually were “negotiations” between its merchant and 
regulated affiliates over the proposed purchase price of the Harrison plant, AEP at least 
acknowledges that there were no negotiations. Instead, there were merely discussions among the 
existing subsidiaries and AEP management about how to allocate Ohio Power’s existing units and 
at what prices the units should be transferred. 
 

In spite of these differences, the proposals share much in common. 
 

 The proposals come at a time when competitive markets are not favoring coal-fired generation.  
In 2012, low natural gas prices drove coal-fired generation on the PJM electricity market to a 
record low; the load-weighted average energy price across PJM was $35/MWh in 2012, a ten-year 
low.  Generation from natural gas units increased 39% in 2012, while coal generation fell.x  Current 
future prices suggest that market energy prices will remain in the neighborhood of $40/MWh 
through 2019.  Similarly, the unexpectedly low capacity market price for the 2016/17 auction 
($59/MW-day) has led to speculation that the capacity market may have entered a new era of 
structurally lower prices which will put increasing pressure on competitive merchant generation. 
 

 The long-term outlook for coal-fired power generation also faces considerable uncertainty.  
Future environmental regulations, particularly climate change regulations, may impose significant 
costs on coal-fired generating units.   At the same time, the depletion of less costly coal deposits 
(which increases mining production costs) and international coal market volatility create 
uncertainty in future domestic coal prices. 

 

 In recent market transactions, coal plants have sold for significantly less than the prices proposed 
by either AEP or FirstEnergy.   Figure 3 provides price data on the three most recent coal plant 
sales in the U.S.2  For comparison, AEP’s proposed price is $702/kW and FirstEnergy’s is $767/kW. 

 

                                                           
2 Some of these coal plant sales include sales of plants both with and without pollution control scrubbers. 
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 As a result of these unfavorable market dynamics, AEP and FirstEnergy have provided 
justifications for their proposed coal plant transfers that make no reference to the actual market 
value of any of the units.  Instead, their justifications are entirely based on the utilities’ own 
assumed price forecasts about future energy market and natural gas prices, all of which are very 
high.  None of the West Virginia subsidiaries have issued an RFP to see if they could meet their 
energy and capacity needs less expensively through a power purchase agreement or purchase of 
a new or existing plant.  Also, neither company has evaluated expanding energy efficiency 
programs (currently very weak in West Virginia) to meet a portion of their future energy needs at 
lower cost. 

 
Nevertheless, even using its own heavily biased forecasts of future natural gas and PJM market 
prices, FirstEnergy’s analysis shows the Harrison plant would be more expensive every year 
through at least 2022, relative to a scenario of market purchases.   

 

 Both of these proposed coal plant transfers represent inflexible resource plans that would expose 
West Virginia ratepayers to significant risks.  West Virginia is one of the poorest states in the 
country, with median income 25% below the national average.xi In fact, both proposals would will 
lock West Virginia utilities into a coal-fired future for the next two decades. As Figure 4 shows, 
West Virginia electric rates closely track the cost of coal.    West Virginians have already been 
exposed to the risks of coal price volatility.  When international coal market prices spiked in 2008, 
Appalachian Power’s coal and coal handling expenses increased 46% over the previous year.xii In 
addition, the company entered into several long-term coal supply contracts in 2008 that 
prevented it from fully taking advantage of the subsequent decline in coal prices.  These factors 
significantly contributed to the approximately 55% increase in residential electric rates that the 
company’s customers have experienced since 2007.   Yet, both of these proposals would 
perpetuate the state’s lack of fuel diversity.   
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Figure 4.  West Virginia's residential electric rates closely track the price of delivered coal.  

 Both proposals would result in the West Virginia regulated utilities having excess capacity through 
at least 2022.  Under the utilities’ economic analyses, they will be able to recover the cost of this 
excess capacity by selling it into the PJM markets, but this assumption is again predicated on the 
companies’ high market price forecasts.  In addition, the fact that each company will have too 
much capacity in the coming years,  will reduce their  fuel diversity and severely limit opportunities 
to improve the local economies through investments in demand-side management, small-scale 
combined heat and power, and/or renewables within the companies’ service territories. 

 

 The FirstEnergy case also raises red flags about the ability of a parent holding company to 
manipulate regulated and deregulated subsidiaries to its own benefit.  A system that allows 
holding companies to operate in multiple jurisdictions and to own both regulated and deregulated 
subsidiaries is biased against effective regulation, since state regulators do not have full access to 
information about the utilities outside of their regulated jurisdiction.  Utilities have far more 
resources available to exploit this complex regulatory patchwork than regulators have to respond 
effectively.   

 
 

V. Conclusions 
 
In short, two heavily coal-dependent, multi-state utilities are seeking to transfer existing coal plants from 
deregulated markets into regulated jurisdictions.  This will have the effect of shifting all of the risks facing 
merchant coal generation onto captive ratepayers.  These risks include: 
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 Risks of future environmental regulations, particularly greenhouse gas emissions regulations 
 

 Risks of continued low energy and capacity market prices on the PJM market, driven by a 
combination of low natural gas prices, increased exports from outside the PJM region, and flat 
demand 

 

 Risks of increasing coal prices, as well as increased coal price volatility 
 

 Risks that the plants will incur higher operating costs and will experience declining operating 
performance as they age 

 
It appears that the utilities have concluded that it is preferable to have West Virginia’s captive ratepayers 
pay the costs, plus return, for these plants over the next 20-30 years rather than to face the risks 
associated with merchant operation of the plants. 
 
However, neither proposal is in the best interest of the companies’ captive ratepayers in West Virginia, 
who would be locked into coal-fired generation, and its associated risks, for at least the next two decades.  
Furthermore, the FirstEnergy and AEP West Virginia companies would have excess capacity over the next 
several years – exactly the time period during which regional electricity market prices are projected to be 
low.   Yet the West Virginia regulated subsidiaries have made no effort to negotiate a fair price for these 
plants or seek alternative options. 
 
Finally, both proposals raise red flags about the ability of major utility holding companies to exploit captive 
ratepayers to their own benefit. 
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