March 24, 2008

Trina Ross, AEP

RE: Verifiable Cost Manual v0.07

General Comments

AEP's primary concern with regard to verifiable costs is the cost-capping that they have laid out in the first section. It states:

"When calculating Resource-specific offer caps, ERCOT uses the Fuel Index Price (“FIP”) and the Fuel Oil Price (“FOP”)—and, in the case of solid fuel, a fixed amount of $1.50/MMBtu."

It is our understanding that the current coal price (which we believe is the "solid fuel") we will be submitting our own costs to be verified so what ERCOT uses for the index price makes no difference. However, the next paragraph says that we do not need to submit fuel prices with our verifiable cost submissions.

Does this mean that we could be consistently underestimating our prices, because we are capped at a lower price than we may have purchased (i.e.

Purchased higher than $1.50/MMBtu) ? This is a fundamental problem that we have with the Verifiable Costs.  Please explain.

