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NOTICE Ol+ SECOND APPEAI, OF APPELLANT
INDUSTRIAI, ENERGY USERS-OHIO

Appellant, Industrial Energy Users-Ohio ('`IEU-Ohio" or "'Appellant"), hereby gives its

notice of appeal, pursuant to R.C. 4903.11 and 4903.13, S.Ct.Prae.R. 10.02(A), and Ohio Adm.

Code 4901-1-02(A) and 4901.-1-36, to the Supreme Court of Ohio and Appellee, the Public

Utilities Commission of Ohio ("Corm-nission" or "PUCO"), from the Commission's Opinion and

Order ("Attachment A"') ("ESP II Order") issued August 7, 2012, Entry on Rehearing issued

January 30, 2013 ("Attachment B") ("ESP 11 Fntry on Rehearing"), and Second 1?,ntry on

Rehearino ("Attachment C") ("ESP Il Second Entry on Rehearing") issued March 27, 2013 in

Case Nos. I 1-346-EL-SSO, etal: (collectively, "ESP 11 Orders").

This notice of appeal is the second filed with this Court concerning the ESP 11 Orders.

Appellant, 'I'he Kroger Company, filed its Notice of Appeal from the ESP II Orders on April 1,

2013.

I1;U-Ohio requests that it be designated an appellant in this proceeding.

Appellant was and is a party of record in Case Nos. 11- 346-I;II-SSO, el al., and timely

filed its Application for Rehearing from the Opinioll and Order issued on August 30, 2012. 'I'he

C.'omnlission initially granted rehearing for the purpose of ftirther considering the Application for

Rehear.ing of IELi-Ohio and other parties on October 3, 2012, but then denied II1:U-Ol1io's

Application for Rehearing on ,lanuary 30, 2013. Because the Commission nzod'zfied the ESP 11

Order in its ESP II Entry on Rehearing, IEU-Ohio filed a timely second Application for

Rehearing of the Commission's ESP II Entry on Rehearing on March 1, 2013. The Commission

denied IIi;I?-Ohio's second Application for Rehearing on Marcl7 27, 2013.
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TheLSP II Orders aretmlaw!fu1 and unreasonable for the reasons set out in the following

Assignments of Error:

1. TheI;SP 11 Orders are unlawful and unreasonable because the as-approved

Electric Security Plan ('`ESP"), including its pricing and all other terms and

conditions, including any deferrals and any future recovery of deferrals, is not

Tnore favorable in the aggregate as compared to the expected results that would

otherwise apply under R.C. 492$.142,1 as required by R.C. 4928.143(C)(1) ("ESP

versus MRO test")

A. 'I'hc E;SP II Orders are unlawful and unreasonable because they use

$188.88lrnegawatfi-day ("MW-day') as the price for the capacity

component for geDeration supply associated with the MRO SSO, thereby

overstating the MRC) SSO pricing as compared to the as-approved

Moditied I;SI' SSO in the ESP versus MRO test.

B. The ESP II Orders are unlawful and unreasonable because they disregard

the costs of the as-approved ESP for over 25% of the ESP term in

applying the ESP versus MRO test.

C. 'I"he ESP II Orders are Elnlawful and unreasonable because they do not

include the full cost of the C"Jencratioii Resource Rider ("GRR") as part of

the quantitative costs, thereby understating the cost of the as-approved

ESP, in applying the I:SI' versus MRO test.

1 This Sectiota allows a utility tofulfill its standard service offer ("SSO") obligation through a

market rate offer ("MRO").
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D. TheESP II Orders areunlawul and unreasonable because they do not

include known costs for the Pool I'ermination Rider ("PTR"), Retail

Stability Rider ("RSR"), and Capacity Shopping "1'ax' as part of the

quantitative costs of the as-approvedESP, thereby understating the cost of

the as-approved ESP, in applying the ESP versus MRO test.

E. 'I'he 1^;SP II Orders are unlawfttl and unreasonable because they do not

include or address the effect of known costs of the energy-only auctions

and the "quicker" move to a competitive bid process ("C13P")-based SSO

for purposes of conducting the F,SP versus MRO test.

2. The ESP lt Orders are unlawful and unreasonable because they approve an ESP

by introducing subje.ctive and. speculative "qualitative benefits" into the ESP

versus MRO test, thereby evading compliance with R.C. 4963.09.

The ESP II Orders are unlawful and unreasonable because the non-bypassable

RSR, Capacity Shopping "['a;^, and the PTR cannot be lawfully included in an

ESP.

A. "['he ESP 11 Orders are unlawful and unreasonable because they authorize

non-bypassable generation-related riders which are not included in the list

of permissive F?Sl' provisions contained in R.C. 4928.143)(I3)(2).

'"Capacity Shopping Tax" refers to the notl-bypassable rider that will collect the balance of the
$188.88/MW-day capacity price that is not collected f:rozn competitive retail electric service
("CRES") providers through "RRM-I3ased Pricing" or tha•ough the $1/megawatt hour ("MWh")
portion of the RSIZ. As used herein, this deferred balance to be collected through the Capacitv
Shopping Tax is referred to as the "Capacity Deferral."
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B. The FI,SP II Orders are unlawful aiid unieasonable because they conclude

thatthe. RSR can be authorized under R.C. 4928.143(B)(2)(d). ".CheRSR

does not have the effect of stabilizing or providing certainty regarding

retail electric service.

C. The ESP II Orders are unlawful and unreasonable because the

Commission's finding that the RSR provides certain and fixed rates is not

supported by the manifest weight of the evidence.

D. "[,he ESP Il Orders are unlawful and unreasonable because the

Commission's finding that the RSR will result in a non-fuel base

generation rate freeze is not legally sufficient to support the Commission's

authorization of the RSR under R.C. 492$.14 3)(B)(2)(ci).

E. The ESI' II Orders are unlawful and unreasUnable because the

Commission may not lawfully approve a rider such as the RSR that

renders the Modified ESP less favorable in the aggregate than an MRO.

h. TheESP II Orders are unlawful and unreasonable because the PTR caiinot

be authorized under R.C. 4928.143(I3){"2)(d).

G. "('he ESP II Orders are unlawful and unreasonable because the

Cominission has not niade the required findings that support the

authorization of the PTR under R.C. 4928.143(13)(2)(d).

I-1. The ESP II Orders are unlawful and unreasonable because the P I'R will

result in the recovery of wholesale generation revenue through a non-
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bypassable charge that results in a violation of the State Energy Policy

stated in R.C. 4928.02(EI),and the requirenients for corporate separation

ander R.C. 4928.17.

The ESP Il Orders are unlawful and unreasonable because they conclude

that the Capacity Defc;rral and the Capacity Shopping Tax can be

authorized under R.C. 4928.144. The Capacity I?eferral and Capacity

Sliopping Tax do not arise from rates or prices authorized under R.C.

4928.141 to 4928.143). and therefore the Cominission's authority in R.C.

4928.144 is unavailable.

4. 'I'he ESP 11 Orders are unlawful and unreasonable because they authorize an

increase in SSO prices so as to collect above-market generation-related revenue

tlirough the non-bypassable RSR, Capacity Shopping `l,ax, and the PTR, thereby

providing AI;P-Ohio with the ability to collect transition revextue or its equivalent

at a time when Ohio law requires that AEP-Ohio's generation business be fully on

its own in the competitive market. The ESP 11 Orders also are unlawful and

unreasonable because they permit AEP-Ohio to evade its Commission-approved

settlement obligation to forego sueh collection and to not impose lost generation-

related revenue charges ozi shopping customers.

5. The ESP II Oi-ders are unlawful and unreasonable because they assume that the

Cominission may invent and apply a cost-based ratemaking methodology for

purposes of authorizing a significant increase in the price for generation capacity

service and then defer the uncollected portion of this significant increase in the
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price for generation capacity service and collect such portion plus interest charges

through non-bypassable charges applicable to shopping and non-shopping

customers after the term of the ESP.

6. The ESP II Qrders areunlawful and unreasonable because they function to permit

AF,P-Ohio; an electric distribution utility ("EI)t.;"), to evade statutory corporate

separation requireinents of R.C. 4928.17 that call for strict separation between

con-ipetitive and non-competitive lines of busiziess and services and because they

approve an SSO which insulates AEP-Ohio's competitive generation business

from the discipline of the electricity market. The RS:R, Capacity Shopping `Tax,

and P"I'R all functioi-i to allow AEP-Ohio, the EI)U, to evade such corporate

separation requirements, collect above-market gefieration-related revenue and

insulate AEP-Ohio's competitive generation business from the disciplixie of the

electricity market. Following AEP-Ohio's proposed transfer of its generating

assets to an affiliate, AEP Generation Resources Company ("Genco"), these three

riders Nvill further violate such corporate separation requirements by allowing

AEP-Ohio to collect, on a non-bypassable basis, above-market generation-related

revenue and remit such revenue to Genco, thereby insulating Genco's competitive

generation business from the discipline of the electricity market.

7. 'I'he ESP II Orders are unla-wful and unreasonable because the)T fail to promote the

State policy contained in R.C. 4928.02.

TheESP [[ Orders are unlawful and unreasonable because they fail torecognaze

that the rates and charges applicable to non-shopping customers also are
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providing AEP-Ohio with compensation for generation capacity service, they

ignore or disregard the fact that AEP-Ohio has maintained that non-shopping

customers are, on average, paying nearly twice the $188.88!M'W-day price, and

they fail to establish a mechanism to credit such excess compensation obtained

from non-shopping customers against the Capacity I)eff,rral.

9. "f'he ESP II Orders are urilawful and unreasonable because they fail to direct AEP-

Ohio to caiculate the Phase-In Recovery Rider's ("PIRK.") carrying charges on

deferred balances adjusted for accumulated deferred income taxes ("ADIT") in

accordance with generally accepted accounting principles, regulatory principles,

Court precedent, and Commission precedent. The ESPII Orders' failure to

require an ADIT adjustment permits AEP-Ohio to accrue carrying charges on

overstated balances, thereby requirin^ customers to overcompensate AEP-Ohio.

10. The ESI' II Orders are unlawful and unreasonable because, without authority to

do so tlnder R.C. 4928.143, the ESP II Orders conditi_onally approve a transfer of

-ocnerating assets without making the findings required by R.C. 4928.17 and

4928.02 and Rule 490 1:1-3) 7, Ohio Adm. C;ode„ and without netting the above-

book market value of AEP-Ohio's generating assets against the transition revenue

whicli the I;SP II Orders authorize AEP-Ohio to collect on a non-bypassable basis

during and after the term of the as-approved Modified ESP.

11. The ESP ll Orders are unlawful and unreasonable because they fail to sustain

objections to the admission of testimony where the testimony improperly relied
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upon settlernent agreements from other proceedings for the purpose of addressing

contested issues.

WHEREf'C)R-E, Appellant re5pectfully submits that Appellee's I;SP I[ Orders are

unlawful, unjust, and uiu•easonable and should be reversed. `I'he cases should be remanded to the

Appellee with instructions to correct the errors complained of herein.

Respectfully submitted,

Samuel C. RRandalzo (Reg. o: 0016386)
(Counsel of Record)

Frank P. Darr (Reg. No. 0025469)
Joseph E. Oliker (Reg. No. 0086088)
Matthew R. Pritchard (Reg. 0088070)
McNees Wallace & Nurick I,I,C
21 East State Street, 17th ploor
Columbus, 01-1 43215
Telephone: (614) 469-8000
Facsimile: (614) 469-4653
sam(rJmwncmh.conn
fdarrfam^xncmh.cam
jolikerrmwncnih..com
mpritchard(z,mwncmh: com

COUNSEL F()R APPELLANT,
INDUSTRIAL ENERGY USERS-011I0
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CERTIFICATE OF FILING

I hereby certify that, in accordance with S.Ct.Prac.K. 'J.11(A)(2), Industrial Energy

t'sers-Uhio's Notice of Second Appeal has been filed with the Docketing Division of the Public

Utilities Commission of Ohio by leaving a copy at the office of the Commission in C;olumbus;

Ohio, in accordance with Ohio Adm. Code 4901-1-02(A) and 4901-1-36, on May 8, 2013.

wol^*W A

Frank P. D
Counsel for Appellant

Industrial Energy Users-Ohio
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CEIZTIFI(:A'I'F OF SERVICE

I hereby certify that a copy of the foregoing Notice of &concl flppectl of Appellant

y Usei-s-Ohio was served upon the parties of record to the proceeding before theInclustrial Energ

Public Utilities Commission of Ohio listed below and pursuant to S.Ct.Prac.R. 3.11(A)(2) and

R.C. 4903.13 on May K, 2013, via electronie transmission, hand-delivery or first class U.S. mail,

postage prepaid.

WAVAlk

--------- --- ---- ----
Frank P.fftffoo'

Counsel for Appellant
Industrial Energy Users-Ohio

Matthew J. Satterwhite Robert A. McMahon
Steven T. Nourse Eberly MeMahon I,LC
Anrie M. Vogel 2321 Kemper Lane, Suite 100
Yazen Alami Cincinnati, 01-I 45206
hinerican Electric Power Service
Corporation Rocco 1)'Ascenzo
l. Riverside Plaza, 29th Floor Elisabeth Watts
ColumbLts, 01-1 43215 Duke Energy Ohio_ Inc.

Mainnjjsaiterwtzite`a)aep.coiz^ 139 East 1~orLrth Street - 1303-
stnourse'caep.cozn Cincinnati, OH 45202
amvogel^c%aep.com
yalami(a?aep.com Eli.zabeth.wattsriz?duke-energy.com

IZocco. d' ascenzoc^duke-energy. coin
Daniel R. Conway
Christen M. Moore ON BEHALF OF DUKE ENERGY Ott10, INC.
Porter Wright Morris & Arthur
41 S. High Street
Columbus. OH 43215
dc onway(,ir;,po rterwri ght. c oni
cmo ore `u,porkerwri ght. com

ON BEHALF OF COLUMBUS SOUTHERN

POWER COMPANY AND OIiIO POwEf2

COMPANY

{C'40t24:3 )



Amy B. Spiller
Jeanne W. Kingery
139 East Fourth Street, 1303-Main
P.O. Box 961
Cincituzati, OH 45201-0960
Amy.spillercr^dulte-ezxerl;y.corn
Jearuie.kingery czd.uke-energy.com

Pl-iilip B. Sineneng
'I'hotnpson Hine LLP
41 S. I-Iigh Street, Suite 1700
Columbus, OH 4' )215
Philip_Sineneng(ci;thoznpsonhine.com

ON BEHALr= oF llutcE ENERGi' RETAIL
SALk.,S, LLC AND DUKE E?VERG1'
C'o:m rvzFRC;)Ai, Ass>^,'r Ma^NAGI:MENT, INC.

David U. 13oehni
Michael L. Kurtz
Boehm, Kurtz & Lowry
36 l;ast Seventh Street Suite
Cincinnati, OH 45202
dboehm`a;BKLlawfirm.com
ml.urti.;^a;f3KLlawfirm.com

Kyle I.. Kern
I'errv L. Etter
Maureen R. Grady
Office of the Ohio Consumers' Counsel
10 W. Broad Street, l8r" Floor
Cohzm:bus, OH 43215-3485
kern(a' ),occ. state.oh. us
etter^u,oce.state.olr.us
grady^u,occ.state.oh.us

ON BEHALF OF THE OFFICE OF T}IE OHIO

CoNs[PVIP,ItS' CoIJ°dSk^:I,

Richard L. Sites
General Counsel & Senior Director of
Healt-h Policy
Ohio Hospital Association
155 East Broad Street, 15`" Floor
Columbus, C)lI 4 3215-3fi20
ricksa),ohanet. org

1510 Thomas J. O'Brien
BRICKI=;IZ & ECKLER, LLP
100 South Third Street

Ow BEHALF oF THE OHlo ENERGY GROtrP

Gregory J. I'oulos
Li1ezNTOC, Inc.
101 Federal Street, Suite 1100
Boston. MA 02110
gpoulos^ a;enernoc. com

ON BEHALF OF ENERNOC, INC.

Columbus, OH 43215-4291
tobri en ,,.^',bricker. com

OtI BEHALF OF OxioHosPITAL
AssoCIATioN

Mark S. Yurick
'Lachary D. Kravitz
'1'att Stettinius & I-Iollister
65 East State Street, Suite 1000
Coltuiabus, OH 43215
myuricl. c taftlaw.com
zkrarji tz^d;taftlaw. coni

ON BEHtaI:,Fot,TIIE KROGFR Co.
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"I'errence O'Donxlel l
Christopher 'Vlontgoinery
Mattbew W. Warnock
BRICKER & I;CKLI_;R LLP
100South 'I'hird Street
Columbus, OH 43215-4291
todonncllCy,,bricker. com
cnlantgomer5^`a,>bricker.com
mwarno ekC^)bxi cker, coin

ON BEHALF OF PAULDING WINll FARM II

LLC

Mark A. Hayrden
Pirstl?,nergy Service Company
76 South Main Street
Akron, OH 44308
haydenrrt(&,firstenergycorp. com

James F Lang
Laura C. McBride
N. Trevor Alexander
CALF1;1;, HALTER & GRISWOLD LLP
1400 KeyBank Center
800 Superior Ave.
Cleveland, O1-I 44114
jlangc^^calfce.com
lmcbride`c%calfee.com
tal exan d e r!^u;c al fe e. c om

David A. Kutik
Jones Day
North Point
901 Lakeside Avenue
Cleveland, OH 44114
dakutik^jonesday.cozn

Allison E. I-laedt
Jones Day
P.O. Iiox 165017
Columbus, OH 43216-5017
achaedt(y-jonesday.com

John N. l;stes III
Paul F. Wight
Skadden, Arps, Slate, Meagher & Flom LLP

1440 New York Ave., N.W.
Washington, I)C 20005
jestes(cx;skadden.coin
paul.wight cL.skadden.coln

ON BEHALF oF FIRS'I'ENERGY SOLIITIt>N5

CORP.

Michael R. Smalz
Joseph V. Maskovyak
Ohio Poverty Law Celiter
555 k3uttles Avenue
Columbus, 01-1 43215
msmalz('a;ohiopUvertylaw.org
jmaskov}-ak`^&hiopovertylaw,org

ON BEHALF OF'I'}iE APPALAC}IIAN PEACE

AND,IUSTILE NETWORK

J. Thomas Siwo
"I'honlas O'Brien
BRICKER & ECKLER LLP
100 SoutliThird Street
Columbus, OI-143215-4291
tsiwo^a;bricker.com
tobri en@bricker. com.

ON KFHALF OF OMA ENERGY GROUP

Jay E. Jadwin
American Electric I'ower Service
Corporatioarl
1 Riverside I'laza; 29`" Floor
Columbus, OI-I 43215
jejadwinCq)aep.com

ON BEHALF OF AEP RETAILENERCl'

PAR:I'NERs LLC
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M. I.Ioward Petricoff
Stephen M. Howard
Vorys. Sater, Seymour and Pease LLP
52 E. Gay Street
P.O. Box 1008
Colurrzbus, 0H 43215-1008
mhpetricofftz^vorys.com
smhoward^a^ vory s . conl

ON BEHALF OE' h.)iM POWE;R PROVIDERS

Gant;r ANn THE RETAaL ENERGY ScrnPLV
AssoctATlo:v

C1en 'I"homas
1060 First Avenue, Ste. 400
King of Prussia, PA 19406
gthoinas{ul gtpowergroup. com

Laura Chappelle
4218 Jacob Meadows
C)kemos, MI 48864
larirac@chappelleconsulting.net

ON BE4irALF OF PJM PC)WE:IZ PR()VIDERS

CROI;P

M. Howard Petricoff
Michael Settineri
Vorys, Sater, Seymour and Pease LLP
52 T_;. Gay Street
P.O. Box 1008
Columbus, 0I-1 43215-1008
mhpetricoff!^z%vorys.com
n-ijsettineri ()vorys. carn

William L.. Massey
Covington & Burling, LLP
1201 Pennsylvania Ave., iNW
Washington, DC 20004
wmassey r;cov.corn

Joel Malina
;xecutive Director
COMP1,ET1=; Coalition
1317 F Street, NW
Suite 600
Washington, DC 20004
malina,c ;wexierwalker.com.

ON BE:xALF O1' THF COMPLETE
COALITION

Ilenry W. Eckhart
1200 Chambers Road, Suite 106
Columbus, 01-I 43212
henryeckhart;^,,'aol. com

Christopher J. Alfwein
Willian-is, AIlwein and Moser, LLC
1373 Grandview Ave., Suite 212
Coiumbus, C?II 43212
callweinC&,willian:isandmoser.com

ON BEHALF c)F'rl-IF i01A'eUwtI, RrsoC)RCE:S

DEFENSE Co'UNCIL ANI) THE SIERRA CLUB
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Michael J. Settineri
Stephen M. I-toward
Vorys, Sater, Seymour and Pease LLP
52 East Gay Street
P.O. Box 1008
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smhoward(ci;vorys.coin

ON I31+;HALF OF CONSTELLATIOh

NrwEN;<;RGV, INC., CONSTELLATION

I+aNERGY COMMODI't'IES GROUP, INC.,

DtR>r;c`l' E:NLIgGY ST;RVICES, LLC

Gary A Jeffries
Assistant General Coimsel
Dominion Resources Services, Inc.
501 Martindale Street, Suite 400
Pittsburgh, PA 15212-5817
Gary.A.JeffriesLC;aol.com

ON I3EITALF OF I)ONIINION RETAIL, INC.

David I. Fein
Vice President, Energy Policy -- Midwest
Constellation Energy Group, Inc.
C;ynthia Fonner I3rady
Senior Counsel
C'nnstellation Energy Resources I,L.,C>
550 West Washington t3lvd., Suite 300
Chicago, IL 60661
david.foingconstellation.com
cynthia.brady`a constel l ation. cont

ON BENALF OF CONSTELLATION

'V`I,WE,NERG-Y, INC. AND CONSTELLATION

ENERGY C:OMNiODIT'(ES GROUP, INC.

Jeanine Amid Htlmmer

Thomas K. Lindsey
City qf'Clj)pet• Arlirzgton
C. Todd Jones,

Christopher L. Miller,
Gregory H. I)unn

Ice Miller LLC
250 West Street
Columbus, OH 43215
christopher.millerra;icemiller.com
gregary.duzin(^icernill.er.com
jhummer(t^,uaoh.net
tlindsey(7uaoh.net

ON I3EIIALF OF 'rIIE CITY OF GROVE CITY,

OIIIO AND'LLiL ASSOCIATION OF

INDEPENDENT COLLFGES ANL)

UNIVERSITIES OF C7HIO,'I'HE CITY OF

UPPER ARLINGTON, TIIr Cr'rv OF

HII..I.SI30RO, 0HI0

M. I Ioward Petricoff
Vorys, Sater, Seymour and Pease LLP
52 East Gay StreetlP.C?. I3ox 1008
Cohumbtis.OH 43216-1008
mhpetricoff,vorys,cozn

David M. Stalil
Eimer- Stahl Klevorn & Solberg LI.I'
224 South. Michigan Avenue, Suite I 100
Chicago, IL 60604
dstalal ;einlerstahl.com

ON BEHALF OF EXELON GENERATION
COMPANY, LLC
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Kenneth P. Kreider
David A. Meyer
Keating Muething & Klekamp PLL
One East I; ourth Street
Suite 1400
Cincinnati, 01-1 45202
1.pkreider,tr^kmklaw.com
dmeyer c^,kmklaw.corn

Steve W. Chriss
Manager, State Rate Proceedings
Wal-Mart Stores, Inc.
f3entonville, AR 72716-0550
Stephen.ChrissC(,z;wal-mart.com

ON BE11AI,r ®It WAI MART STC>REs EAST,
LP AND SAM'S E AST, Ive>

I3arth E. Royer (Coimsel of Record)
I3e1l & Royer Co., LPA
33 South Grant Avenue
Columbus, OI-I 43215-3927
I3arthRoyer(ii)aol.coni

'I'ara C. Santarelli
Environtnental Law & Policy C:enter
1207 CJrandview Ave., Suite 201
Columbus, OI-1 43212
tsantt;zelli^k_E.lp_c.cIrg

ON BF,IIAF OF THE }+: NV IROle1'II;NTAI, I.Atii'

& POLICY CENTER

Nolan Moser
1'rent A. 1)oLtgherty..
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The Commission, considering the above-eyttitled applications, and the record in
these proceedings, hereby issues its opinion and order in these niatters.
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State Sixeet, Suite 1000, Columbus, Ohio 432I5-4213, on behalf of The Kroger Company.

McNees, Wallace & Nurick, LLC, by Samuel C. Randazzo, Frank P. Darr, and
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OPINION:

I. , HISTORY OF THE PROCEEDINGS

A. First Electric Secur°ry Plan

-5-

On iviarch 18, 2009, rhe Coz-nzmi.ssion issued its opinion and ord.er regarding
Columbus South.ern Power Company's (CSP) and Ohio Power Company's (OP) Oo%nnrl.y,
.AEP-Ohio or the Companies) application for an electric security plan (FSP 1 Order) in
Case Nos. 08-917-EL-SSO and 08-918-EL-SS+Q. The LSJ.' 1 Order was appealed to the
Supreme Court of Ohio (Court). On. Apr1.l. 19, 2011, the Court af.fumed the ESP Order in
niunerou.s respects, but remanded the proceedings to the Cornmission. The Comani.ssion
issued its order oiR restr.aztd on October 3,. 2011. In the order on remand, the Convrdssion
found that AEP-Ohio should be authorized to continue its recovery of incremental capital
carrying costs incurred after January 1, 2009, on past environmentai i.nvestln.ents (2(3(I1-
200$) that were not previously reflected in the Companies' existing rates prior to the ESP 1
Order. In additianf the C+omznission found that the provider of last resort (POLR) charges
auth.oriz.ed by the ESP I Order were not supported by the record c>n remand, and directed
the Companies to elin-unate the amount of the provider of last resort (POLR,- charges
auEhorized in the ESP Order and ffle revised tariffs consistent with the order on remand.

13. Initial Proposed. Electric Securib Plan.

On January 27, 2fJ11, AEP-Ohio Eiled the irsstartt application for a standard service
offer (SrQ) pursuant to Section 492$.141, Revased Code. This application is for approval of
an electric security plan (ESP 2) in accordance writh Section 4928-143, Revised Code. As
fzled, AEP-Ohio's SSO application for ESP 2 would commence on January 1, 2012, and
continue through May 31, 2014.

The foRowing parties were granted intervention by entries dated March 23, 2011,
and July 8, 2011: industrial Energy Users-Ohio (IEq, Duke Energy Retail Sales, LLC
(Duke Retail), C?hi.-O Energy Group (OEG), Ohio Hvspifa3. Assaciation (OHA), Ohio
Con.sumers° Counsel (OCC), Ohio Partners for Affordable Energy (OPA.E),x The Kroger

Company (Kroger), EirstEnergy Soluti.ons Corporation (FES), Fauldi.ng Wind Farm 3:I .LLC
(Paulding), Appalachian PeAce and justice Network (.APjN), OI-iio Manufacturers'
.Association Energy Group (OMAEG), AEP Retail. Energy Partners L LC (AEP Retail),
Distributed Wind Energy Association (DWEA),?- PJM Power Providers Group (P3),
Constellation NewEnergy, Inc. and Constellation. Energy Commodities Group, brtc.

7 Subsequently, t?PAE fil.ed amofaon to withdraw fro.m the ESP 2 proceedfintgs and the request granted. 3n

the CazzwAis,sioes December 14,2011 Order.

C?n August 4, 2D11a D'VVEA filed a motion to withdraw from the ESP 2 proceedings. DWEA's request tcs

withdraw was graun.wd in the Decemt3er 14, 2011 Order.
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(Constellation), COMPETE Coalition (Compete), Natural Resources Defense Council
(NRDC), The Sierra Club (Sierra), city of Hilliard, Ohio (11illiard), Retail Energy SuPPly
Association (RESA), Exe1on Generation Company, LLC (Exelon), city of Grove City, Ohio
(Grove City), Association of Independent Colleges and Universities of Ohio (AICUO),
Wal-Mart Stores East, LP and Sam's East, Inc., (Wal NMart), Dominion Retail, Izic.
(Doni'rnioxi Retail), Environmental Law and Policy Center (ELPC), Ohio Environmental
Council (OEC), Clrrnet 13rimary .Alraminum Corporation (Ormet) and Enerl°doC, Inc.
(EnerNOC).

On September 7, 2011, numerous parties (Signatory Parties) to the ESP 2
proceedings filed a Joint Stipulation and Recommendation (Stipui:ation)_ The Stipulation
proposed to resolve the FSP 2 cases as vtirelf as a nuznber of other related AEP-Ohio matters
pending before the Commi:ssion.3 The evidentiary hearin.g in the ESP 2 cases was
consolidated with the reJ.a.ted praceeding,s for the sole purpose of coansidering the
Stipu:Iarion. On December 14, 2011, the Commission issued its C}pini.on and Chder,
concluding that the Stipulation, as modified by the order, should be adopted and
approved. As part of the December 14, 2011, Order, the Commission approved the merger
cf CSP with and into OI', -Arith OP as the surviving entity4

Several applications for rehearing of the Commission's December 14, 2011, Order in
the ESP 2 and consolidated cases were fiiled. On. February 23, 2022, the Commission issued
its ERtry on Rehearing finding that the Stipulation, as a package, did not benefit ratepayers
and was not in the public inierest and, thus, did not satisfy the three-part test for fl-ie
consideration of stipulations. AEP-Ohio was directed to provide notice to the Cotrucxiissi.an
witfun 30 days whether it intended to modify or withdraw its ESP.

C. Pend.ingModified Electric Securitv T'lan

4n Marcfi * 30, 2012, AEP-4f ►%c, filed a modified ESP (modified ESP) for the
Commission°s considerafion, As proposed, the modified ESP would comaineiice June 1,
2012, and continue through Idlay 31, 2015. As proposed in the applicatio.n, the Company
states for all customer classes, customers in the CSP rate zone will experience, ort average,
an increase of two percent annvally and customers in the OP rate zone wi11 experience, on
average, an increase of four percent annually. The mod.ified ESP proposes the recovery of
other costs through riders during the term of the electric security plan. In addition, the

3 Including an emergextcy cuxtaiIntent prcfoeeding 's, Case Nos. 10-343-ELPATA and 10-344-EL^-A1'A
(Emergency Curtailment Cases); a request fc ►r the merger of CSP wiifi OP in Case No.1()-2376-Ei.^--[T.1titC
04e1'ger C.ase); the Com.LO.Lssioll review of the stafe colLipeI1Sa't71o11 TtleChatllS1TL for the capacity Cbargt to
be assessed on competitive retoifC eiectri.c service (CRES) providers in Case No, 10o--2929^-ELr^UNC
(Capacity Case); and a request for approval of a nxechan.isrn to recover deferred fuel costs and
accrsuniing treatment in Case Nos.11-492fk-EL-RDR and 11492.1-EL1•RDR (Pha.se-in Recovery C:ases).

4 By erttry zsmed on March 7, 2012, the Coannt2.ssion again approved and confzrmedl the merger of CCSI.'
intiD C}P, dfecive Decembear 3I, 20131, in the Merger Case.
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modi.fied ESP contains provisions addressing distribution service, ecc►noxrdc development,
arternat-zve energ,y resource requ:irements, and energy efficiency requi,remer ►.ts.

The modified ESP also sets forth that AEP-Ohio wiil begin an energy auction for 100
percent of its SSO load beginning in 2015, with full d€livery and pricing tb.rough a
competitive auction process for AEP-Ohio's SSO customers beginn'ng, i.n. June 2015.
Begirtning six months after the final order in the modified ESP case, the application states
AEP-Ohio will begin conducting energy auctions for five percent of the SSO load. In
addition, the modifzed. F.SP provides for the elim.ination of American Electric Power
Corporatioxz`s. East In.tez•coririectian Pool Agreement and describes the ,plan for corporate
separation of AEP-Ohio's generation assets from its distribution and transmission assets.

In ad.dat.i:or, to the parties previously granted intervention in thi.s matter, following
AEP-JJOhic^°s submission of its modified ESP, the #ollowing parties, weze granted
intervention on April 26, 2012: Interstate Gas Supply, Inc. (IGS); The Ohio Assoczation of
School Business Officials, The Ohio School Boards Association, The Buclteye Association of
School Administrators, and The Ohio Schools Council (collectivel.y, Ohio Schools); Ohio
Farm Bureau Federation, Ohio Restaurant Associafiozt; Duke Energy Ohio, Inc. (Duke);
Duke Energy C'ommercial.Asset Management Inc. (DECAM); Direct Energy Services, LLC
and Direct finesgy Business, LLC (L7isect), Tfte Ohicr Autoniobile Dealers Associ.aticin
(C3ADA), The Dayton Power and Light Correpany; The Ohio Chapter of the National
Federation of Independent Business (NFIB); Ohio Construction Materials Coalition;
Council of Smaller Enterprises; Border Energy Electric Services, Inc.; University of Toledo
Iruiovation Enterprises Corporation; Summit Ethanol, LLC d/b ja POE"T Biorefining-
Leipsic and Fostoria Ethanol, LLC d/b/a POET. Biorefining-Fostoria (Summit EthanoI);
city of Upper Arlington, Ohio; Ohio Business Council for a Clean Economy; IBEW Local
Union 1466 (IBEW); city of .Hifisboro, Ohio; and CPV Power Development, Inc.

D. S^ of tbe Hearin^s c^n M.odified. Plan^^--^

1. Local Public Hearinps

Four local public hearings were held in order to alJ.ow AEP-Ohio's customers the
opportunity to express their opinions regarding the Lssu.es raised within the modified
applicatiorn. Public hearings were held in Cantan, Columbus, Chillicothe, and Lim.-. At
the local hearings, a total of 67 '%vi.tnesseO offered testimony: 17 wi,l.-riesses in Caxi.ton, 31
witnesses in Columbus, 10 witnesses in Chillicothe, and nine witnesses in Lima. In
addition to the public testimony, ntzm.exous letters were filed in the docket regarding the
proposed ESP application:s.

-5 One wvihx^ss, Doug I.euti2oid, testifierl at both the Colunbus and Lima pulx.Iic heaxi.ttgs.
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At each of the public hearings, numerous witnesses testzfied in support of AEP-
Ohio's modified ESP. Specifically, many witnesses testified on behalf of community
groups and non-profit organizations that praised AEP-Ohio's charitable support to their
organizations. Witnesses that testified in favor of the modified ESP also noted t,ha,t AEEP-
Ohia ma.intains a positive corporate presence and promotes eccrn:cmic development
endeavors throu,ghout -its service territory. Mem.bers of local unions testified in support of
AEP-Ohio's proposal, explaining it would not only allow AEP-0h.io to retain jobs, but also
create new jobs as AEP'-0hzo continues to expand its infra.,̂ -tructure throughout the regicsrt_

5everal residential customers testified at the public hearings in opposition to AEP-
0hio's modified ESP, noting an increase in customer rates would be burderisozne in light
of the current economic recessrari. Many of these witnesses pointed out that low-income
and fixed-income residenti:al, customers would be particularly v-rxhnerable to any rate
a:ncreases. Several witnesses also argued that the proposed application znrught l'znut
customers ability to shop for a CRES supplier.

In addition, many witnesses tasiified on behalf of small business and commercial
customers. These witiesses argued the proposed rate increases would be bburd:en.some on
sma11 businesses who cannot take on any electric rate increases without either I.ayirzg off
employees or passing costs on to customers. Representatives on behalf of school districts
also test`^f'ied that the modified ESP co-u.ld create a fi.nanci,al stra3n on schools throughout
AEP-Ohio's service i3en-itQry.

2. Evidentiary Hearing

The eviden€iary hearing commenced on May 17,2012. Twelve witnesses testified
on behalf of AFP-C3hiof 10 witnesses on behalf of the SiaE, and 54 witnesses offered
testimony on behalf of various interveners to the cases. In addition,, AEI'-Ohim offered
three witnesses on rebuttal. The evidentiary hearing concluded on June 15, 2012, Initial
briefs and reply briefs were due June 29, 2012, and July 9, 2012, respectively. For those
parties that fi3.ed a brief or reply brief adciressing se].ect issues, oral arguments were held
before the Commission on Jul:y 13, 2{)12.

E. Proeedural Matters

1. Mo#1an:s to Wzthdravu

On May 4, 2012, the city of Hillnard filed a notice requesdng to withdraw as an
intervenor from the modifieci. ESP cases. Also on May 4, 2012, TBE'VV filed a notice stating
that it intends to withdraw as an intervenor in these proceedings. The Commission finds
IBEWs and Hffliard`s requests to withdraw reasonable and should be granted.
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2. Motions for a Protective Order
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On May 2, 2012, AEP-Ohio filed a motion for a protective order, seeking protective
tr.e.atrnent of supplemental testimony and corresponding exhibits of AEP-OIu.o witness
Nelson containing confidential and proprietary informaticrn relating to the Turn.ing Point
Solar project (Turning Paint), On May 4, 2012, OMA. EG fi.ied a motion for a protective
order relating to proprietary business znforrnation of OSM Industrics, Sarmmitvzlle Tiles,
Belden Brick, Whirlpool Corporatian:, Lima R.efining, and AMG Vanadium. Also, on May
4, 2(?12, IEU ffled a motion for a protective order seeking to protect confidentW and
propr:ietary inforrna.tion contained wi°thi.n witness Kevin .Murray's testimony. FES filed a
mot7on for protect"rve treatment on May 4, 2012, fox confidential iterns contained in
attachm+ents to witness jonath.an Lesser's testimony. In addition, Exelon filed a motion for
protective order seeking protection of confidential and proprietary irr.formation contained
within witness Fein's direct testimony. On May 11,'2{)12, AEP-Ohia filed an additional
motion for protective order to support the pratection of confidential AEP'-ohio
information contained v,rithzn IEU witness Murray, FES witness Lesser, and Exelon
witness Fein`s testimony. Final:ty,, on the record in these proccedings May 17, 2012, AEP-
Ohio aiso sought the continuation of protective treatrnent of exhibits attached to AEP-Ohio
witness Jay Godfrey, as previously set forth in AEP-Ohio's July 1, 2011, motion for a
protective order (Tr. at 24).

At the evidentiary hearing on May 17, 2412f the attorney examiners granted the
motions for farokective order, finding the information specified within the parties' motions
constitutes confidential, proprietary, and trade secret information, and meets the
requirements contained within Rule 4901-1-24, Ohio Adtninistrativ-e Code (OAC.) (Id. at
23-24). Rule 4901:1-24(F), Q.A.C., provides that, unless otherwise ordered, protective
orders prohibiting public disclasvre pursuant to Rule 4901:1-24(D), tJ..A.C., shall
automatieally expire after 18 months. Therefore, confidentiat treatment shall be afforded
for a period ending 18 months from the date of this order, until February 8, 2014. Until
that date, the Docketing Division shoul.d maintain, under seal, the conditiorol diagrams,
filed under seal. Rule 4901:1-24(F), C?.A.G, requ.ixes any party wishung to extend a
protective order to file an appropriate motion at least 45 days in advance of the expiration
date, sncluding a detailed discussion of the need for continued protection from disclosure.
If no such motion to extend confidential treatment is filed, the Commission may release
this information without prior notice to the parties.

In addition, on June 29, 2012, IEt.I and t7rmet filed motions for protective order
regarding items contained within their initW briefs. Specifically, both the ixzf£ormation for

which IEU and Oxmet's a.re seeking confidential treatcnen:t was already determ:ined to be
confidential in the evidentiary hearing and was discussed in a closed record. On July 5,
2012, AEP-Ohio filed a motion for protective ord.er over the items conta.ined within Ormet
and iEtT`s briefs, n.otilig that it contai.ns proprietary and trade secret information. On July
9, Or,met #iled an additional motion for protective order for the same iziforxnation, which it
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aIso included in its reply brief filed on July 9, 2012. Similarly, AEP-Ohio filed a mation for
protective order on July 12, 2012, in support of Ormet's mcxtzon, as it contains A,EP-G1vQ's
confidential trade secret irafQrrnation. As the at-tcrrrxey exa.zzvners previously found the
iri.formation contained within the IEU an.d C]rmet's initial briefs and Orrnetjs re-pIy brief
was confidential. in the ev.identiary hearin& we affirm this decision and fznd that
confidential treatrzient shall be afforded for a period ertdi.ng 18 months from the date of
this order, until February 8,2014.

3. Requests for Review of Procedural RulipZa

IEU argues that the record improperly includes evidence of stipulations as
pz-ecedent. Spex°'fficatiy, :1EU argues that several witnesses relied on I)uke .Energgy-U.hio°s
ESP to indicate that certain proposed riders were appropriabe- IEU also points out that a
w.itness relied -on AEP-Ohio's di.stributian rate case stipulation, as evidence of AEP-OhVs
capital structure. IEU claims that these stipulations expressly state that no party or
Cc►nm,tission order may cite to a stipulation as precedent, and accordingiy, I:EU requests
that the references to stipulations be struck.

The Ccammission finds that IWs request ian strike portions of the record should be
denied. We acknowledge that individual components agreed to by parties in one
proceediziLg should not be binding on the parties in other proceedings, but we find that
references to other stipulations in this proceeding were limited in scope and did not create
any prejud.icial rmpact on parties that signed the stiptflations. Consistent with our Finding
and Order in Case No.11-5333-EL-TJNC, we also note that, white parties may agree not to
be bound by the provisions contined wzth%n a stipulatio.rt, these lim.itations do not extend
to the Conzmission.

In addition, IEU cla.ims the attorney examiners improperlyr denied YEU's motio.ris to
compel discovery. In its motions to compel discovery, IEU sought information related to
AEP-Ohio's forecasts of the RPM price for capacity, whach. IEU alleges would have
provzded information relating to the transfer of AEP-Uhicr`s Amos and hfitchell generating
uxrt.[ts

The Commission finds the attorney exazniners° denials of IEL7's motions to compel.
discovery were proper and should be upheld. As noted in AEP-Ohia's memorrandum
contra the motion to compel, the inform.ation TEU sought relates to AEP-O;hio forecasts
beyond the period of this moMed ESP. As these proceedings relate to the
appropriateness of AEP Ohio's modified ESP, we fi.rtd that any foreca.sts beyond the terms
conU.ned within AEP-0laio's application are irrelevant and uW.ikely to lead t-a
discoverable inforrnation Accordin,giy, the attvrn.ey exarrainers` raling is a€firmed.

On July 13, 2012, CJCC filed a motion to strike four specific portions of AEP-Ohio's
reply brief at pages 29-30, 33=34, 68-69, 97-99, including footnotes, and attachments A and
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B, as OCC asserts the information is not based on the record in the modified FSP
proceeding but reflects the Cammission's Order issued in the Capacity Case on July 2,
2012- OCC mbm.its that the Commission has previously recognized that "it is improper to
rely on cl.am-is in the brief ihat are unsupported by evidence withi.n the record." In this
instance, OCC points out that AEP-OI-do attached to its reply brief, da.cunaents that were
not part of the record evidence or designated late-filed exhibits, a st'atcment by Standard
and Poox s(A€tachment A) and the Cc>mpany's recalcul.ation of its ESP/W0 test
(Attachment B) based on the Commission's decision in the Capacity Case. Since neither
document is part of the modified :ESP record evidence, OCC reasorts that the attachments
are hearsay which are not excused by any exception to the hearsay rule. OCC also notes
that the reply brief includes discussion of recent storms in the Mdwest and the East Coast,
and there is nothing in the record regarding the strength of the winds or the ability of the
Company`s syskem to withstand hurricaYZe force winds. Furthermore, neither the
c3.tach171e11ts nor AEP-OMo's assertions was subjected to cross-examination by the parties
nor the parties afforded an oppc►rtzinity to rebut tl-te associat:ed arguments of the
Company. For these reasons, OCC requests that Attachments A and B and the specified
portions of the reply brief be stricken. .

Jfn its memorandum contra, AEP-Ohio asserts that discxLssion of mattexs related to
the Comm.ission's Capacity Case decision were appropriate. AEP-Ohi.o notes that it is fair
to rely on a Comznission opinion and order and reasonable to consider the impact of the
Capacity Case on these proceedings, as evidenced by Cornrni.ssion questions during the
oral . argurnentss held on July 13, 2012. Tn addition, AEP-CJhio points out that several
parties' reply br.iefs also included sxgnific:ant discussion of the impact of the Capacity Case
on the modified ESP. fiimiIarlyr Ai:'' _̂..I^.'-0hio notes that the attachments indicate the financial
impact of the Capacity Case on AEP-Ohio, and that the items are consistent with the
testimony of AEP-»Ohio witness Hawkins. Finali.y, AEP-Ohx.o provides fh,a.t its references
to major storms that occurred this summer relate to customer expectations arsd AEP-
Ohio's need for the DIR.

The Commission finds that OCC's motiori to strike portions of AEP'-Ohio's reply
brief should be denied. The Company's reply brief reports the impact of the
Commission's Order in the Capacity Case based on subject matters and infQZmatim
subjected to extensive cross-exa:r.nination by the parties in the course of this proceeding.
Furthermare, several of the parties to this proceeding discuss in their respective reply
briefs the Order in tfie Capacity Case. For these reasons, we conclude that it would be
improper to sfirike the portions of AEP-Ohio's reply brief, including Attachment B, which
reflect AEP-Ohio's interpretation of the Commission.Capacify Order as requested by OCC,.
We, likewise, deny OCCs request to strike the Company's reference to recent storms,
where the Company offered support for its position on customer reliability expectations.
Customer service reliability was an issue raised and discu.ssed by AEP-Ohio as well as
OCC. However, Attachment A to the Company's reply brief is a July 2, 2012 statement by
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5tandard & Poor's regarding the effect of the Cornmiss.ion's Ca.pacity Charge Order, and
should be strickerL We find that the Company's Attachmen.t A is not part of the record
and should not be considered by the C:oznm.ission in this proceeding.

On. July 20, 2012, fJCC f APjN filed a motion to take admizustxativ'e notice of several
items contained witl-dai the record of the Capacity Case, Speciffcal.ly, OCC/APJN seek
administrative notice of pages 3, 9, and 12 of the direct testiunony of AEP-Ohzo witness
Munczinska, pages 19-20 of the rebuttaI testimarty of AEP-Ohio untn.ess AIIen, pages 304,
348-350, and $1.5 of the hearing transcripts, and AEP'-{:lhi.o's post-hearing initial and roply
briefs_ OCC/APJN op%ne t-hat the record should: be expanded to ina^1-ude'these materials in
order to have a more thorough record on issues pertnini.ng to customer rates. Further,
OCC f A.PJN state that no parties would be preju.di,ced as parties, particularly those
involved in the Capacii.y Case, who had opportunities to explain and rebut these iterns.

AEP-Ohio fi.ied a memorandum contra CIC:CJ.A.]P,jN's motion on July 24,2012, AEI'-
OI-rzo argues that OCC/APJN improperly seeks to add documents into the record at this
late stage, is not only inappropriate, but also unnecessary as there are no ffiirther actions to
these proceedings except the Commission opixzion and order and rehearing. AEP'-Ohio
notes the Commission has broad discretican in handling its proceedings, but points out that
the small subset of znfor.mation could have a prejudicial effect to parties, and due process
would require that other parties -be permitted to add other items to the record. In
add.itiori, AEP-Qhia explains that OCC/APJN had the opportunity in the EST proceedin,gs
to further explore areas of the Capacity Case that were related to parts of the modified
FSP.

On .August 6, 2012, EES also fil.ed a memorandum contra OCC/APJN's motion. On
August 7, 2012, C)CC jAP,jN filed a znaticm to strike FEi`s memorandum cvntra. In
support of its motion to strike, OCC/A.I'jN argues that FES filed its memorandum contra
17 days after OCC/APIN filed its motion, past the proccedural, deadlines established by
attorney examiner entry issued April 2, 2012. The "Crmmission finds that C3CC/APjN's
motion to strike FES's memorandum contra QCC j Al.'jN's motion should be granted. By
entry issued April 2, 2012, the attorney examizxer set an expedited procedural schedule
establishing that any memoranda contra be filed within five calendar days after the service
of any motions. Therefore, as FES filed its memorandum contra 17 days after C?CC f APjN
filed its motion, C3CCjAPJN°s motion to strike shall be granted.

The Com:nnissgon finds that OCCs motion to take administrative notice should be
denied. AEP-Ohio correctly points out that the tixriing of (aCC/APJiei's request is
toublesorne and problematic. ^%Thi].e the Conzrni.ssion has broad discretion to take
administrative notice, it must be done in a manner that does not harm or prejudice any
other parties that are participating in these proceedings_ Were the Commission to take
notice of this narrow window of uvformatim we would be allowing a party to supplement
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the record in a misleading rttanzzer_ Further, while we acknowledge that parties may rely
on the Commission`s order in the Capacity Case, as it speaks for itselfJ to show effects on
items in this proceedin.g, to exdusively select narrow and focused itexns in an attempt to
supplement the record is not appropriate. Accordingly, we deny C.?CC's motion.

iI. T?ISC.ISSTON

A. A.p,plicable Law

Chapter 4928 of the Revised Code provides an i.ntegrabed syste.m of regulation in
which sp€.̂ cfflc prttvssiom were designed to advance state policies of ensuring access to
adequate, reiiabfe, and reasonably priced electric service in the context of signaficant
econc►mmic and environmentaf challerrges. In reviewing AEF-Uhio's applacation, the
Comniission is cognizant of the challenges facing Ohic ►ans and the electric industry and
wii.I be guided by the policies of the state as established by the General Assembly in
Section 4928.42, Revised Code, amended by Senate Bill 221 (SB 221).

Secti.on4928.02, Revised. Code, states that it is the policy of the state, iazferczlia, to:

(1) Ensure the availability to consumers of adequate, reliable, safe,
efficient, nondiscriminatory, and reasonably priced retail
electric service.

(2) Ensuxe the availability of unbundled and comparable retail
electric service.

(3) Ensure diversity of electric supplies and suppliers.

(4) Encourage innovation ai-id market access for cost-e^Efective
supply- and demand-side retail electric service i.nciudiizzg, but
not limited to, demand-side managexnent (DSM), time-
differentiated pricing, and uxtipiementation of advanced
metering irLfrastrucfu.re (.AIVMl).

(5) Encourage cost-effective and efficient access to uifomiation
regarding the operation of the transrnission and distribution
systems in order to promote both effective customer choice and
the development of performance standards and targets for
service quality.

(6) Ensur°e effective reta.il com.petition by avoiding anticompetitive
subsidies.
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^ Ensure reta.il cortsu.uaess prcrtection against uru"sona.ble sales
practicesp rrarket deficiencses, and market power.

(8) Provide a m:ear;s of giving incentives to technologies that can
adapt to potential environmental mandates.

(9) Encourage implementation of distributed goneration ' across
customer classes by reviewing and updating rules goverzxin.g
issues such as interconnection, standby charges, and net
metering.

(10) Protect at-risk populations including, but not limited to, when
considering the implementation of any new advanced energy
or renewable energy resource.
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In addition, SB 221 enacted Section 4928.141, Revised Code, which provides that
effective january 1, 2009, electric utilities must provide consun7ers uit:h an. SSO consisting
of exther a mariet rate offer (MRO) or an ESP. The SSC? is to serve as the electric utility's
default SSO.

AEP-Ohio'.s modified application in this proceeding proposes an ESP pursuant to
Section 4928.141, Revised Code. Paragraph (B) of Section 4928.141, Revised Code, requires
the Commission to hold a hearing on an application filed under Section 4928.143, Revised
Code, to send notice of the hearing to the electric utility, and to publish notice in a
newspaper of general circulation in each county in the electric utility`s certified terri.tory..

Section 4928.143, Revised Code sets out the requlrements for an ESP. Under
paragraph (B) of Section 4928.143, Revised Code an ESP must include provisions relating
to the supply and pricing of generation service. The ESP, according to paragraph (B)(2) of
Section 4928.143, . Revised Code, may also provide for the. au^toxnatic recovery vf -certain
costs, a reasonable allowance for certain construction work in progress {CVV;[P}, an
unavoidable surcharge for the cost of certain new generation facilities, conditions or
charges relating to customer shopping, automatic increases or decreases, provisidns to
allow securitizat.ion of any phase-in of the SSO price, provisions relafing to transmission-
related costs, provisions related to distribution service, and provisions regarding economic
development.

''he statute provides that the Comrziission is required to approve, or modify and
approve the ESP, if the E.SI', including its pricing and all other terms and conditions,
including deferrals and fia.ture recovery of deferrals, is more favorable in the aggregate as
compared to the expected results that would otherwise apply in an MRO under Section
4928.14Z Revised Code. In additl.on, the Comn-tiss.ion must reject an ESP th.at contains a
surcharge for CWIP or for new generation facilities if the benefits derived fer any purpose



11-346-EL-SStJ,et a1. -15-

for which the surcharge is established are not reserved or made available to those that bear
the surcharge.

B. Analysis of the Application

1. Base Ceneration. Rates

As part of its modified E5P appiZcation,. AEP-Ohio proposes to freeze base
generation rates until a.i.l. rates are established t-thrraugh a competitive bidding process.
AEP-Ohio iriazntams that the fixed pricing is a benefit to customers by praviding
xeasona.bly priced electricity in furtherance of Section 4928.02(-A), Revised Code. AEP-
C)hiO explains that while the base generation rates wffl rern:ain frozen, it villrelocate the
current Enviranmental hivestme.nt Carrying Cnst Rider (EICCR) into the base generation
rates, whi_ch will res-Wt in the eli.mznatinn of the EICCR. AEP-Ohio witness Roush
provides the change is merely a roll in and wzll be "bill neutral" for all AEP-C71tzo
customers (AEP-C)hio Ex.11S at 8; AEP•L7hio Ex. 111 at 10-11).

While AEP-Ohi®`s base generation rates vvi.ll be frozen under the modified ESP,
AEP-Ohio w'st.ness Roush notes that the generation rates are based on cost relationships,
and include cross-subsidies among tariff classes, which, upon class rates being based on an
auction, may result in certain customer dasses being disproportionately impacted by rate
changes. Mr. Roush notes that residential custcrmexs with high winter usage may face
unexpected impacts, but that a possible solutian may be to phase-out lower rates for high
winter usage customers (Id. at 14-15).

OA.L7A. supports the adoption of -th.e base generation rate design as proposed,
advocating that the consisixncy in the rate design is beneficial for GS-2 customers (C7AI3A
Br. at 2)- - CoCC and APJN daim that frozen base generation rates is not a benefit to
customers, as the price of electricity offered by CZES providers 1-Lave +deciined and may
continue to decl°u-Le through the term of the F,SP (OCC Ex. 111 at 15). OCC and APJN also
point out that the inclusion of numerous ride'rs, including the retail stability rider (RSR)
and the deferral created in the Capacity Case will result in increases in the rates residential
customers continue to pay. (OCC/APJN Br. at 43-44.)

The C4xrunissicsn finds that AE['-C.7hio"s p.rupvsed base generation rates are
reasonable. We note that AEP-Oh.ira`s base gen.eratian rate design was gert.eraRy
unopposed, as most parties supported AEP-Ohio's proposal to keep base generation rates
frozm Althaugh. L,CC and A.PjN conclude that the base generation rate plan does not
benefit customers, C3CC and APJN failed to justify their assertion and offer no evidence
v,ithin the record other than the fact that fhe modified ESP eanta.irus several riders.
Accordingly, the madified ESP's base generation rates should be approved. In addition, as
AEP-Ohio raised the possihUity of disproportionate rate impacts on. customers when class
rates are set by auctwn, we direct the attorney exa;namers to establish a new docket witbun
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9f} days from the date of this opinion and order and issue an entry esta.blisbing a
procedural schedule to allow Staff and any interested party to consider means to mitigate
any potential adverse rate impacts for custorners upon rates being set by auctian. Further,
the C3arnmission xeserues the right to implement a new base gener.afi:on: rate design on a
revenue neutral basis for all customer classes at any time during the term of the rnod"z.fied:
]BSP.

2 Fuel Adiustrnent ^Zause and Alterr^tive l^iie^y Rider

(a) Fuel Adjustment Clause

The Corn=ission approved the eurrent fuel adjustment clause (FAQ mechanism zn
the Company's ESP 1 case pursuant to Section 4928.143(B)(2)(a), Rev-ised Cociefi In this
modified ES.P application, AEP-ohio requests continuation of the current FAC mech,arusm.^
with modifications. Th.e Company proposes to modify the FAC by sepaxatin.g out the
renewable energy credit (REC) expense component of the fuel clause and recovenng the
REC expense through the newly proposed alternahve energy rider (AER) meehanism. Tfie
C_ompany also requests approval to urti,fy the CSP and OP' FAC rates into a single FAC rate
effective June 2013. AEP-Ohio reasons that delaying unification of the FAC rates until.
June 2013, to coincide with the implementation of the Phase-In Recovery Rider (PIRR),
lirnits the impact on both C5P and OP rate zones which results in a net decrease in rates of
$0.69 per megawatt hour (MWh) for a iypical CSP transrnission voltage customer and a net
inaease in rates of $0.02 per MWh for a typical OP tansrrussiort voltage customer. (AEP-
Ohio Ex.121 at 5-6; AEP-ohso a.10'' at 14-20.)

Beginruztg january 1, 2014, after corporate separation is effective, AEl'-Ohio's
generation a£fi.liate, .AEI' Genera#ion. Resources Inc (GenResources), will bz11. AEP--ohi.o its
aciv.al fuel costs in the same rnanner and detail as currently performed by AFP-Qha,o, and
the costs will continue to be recovered through the FAC. As a component of the modified
ESP, AEP-Ohio proposes that as of January 1, 2015, all energy and capacity to serve the
Company's SSO load be supplied by auction, whereupon the PAC mechanism wiU no
longer be necessary. (A.EP-4hio Ex.1(Y3 at 14-20.)

In opposition to the FAC, Ormet argues that the r.AAC. has caused significant
increases in the cost of electric service, rising 22 percent for GS4 customers sin.ce 2011.
Ormet asks that the Commission ternper the impact of FAC increases and improve the
transparency of the cause for increasing FAC costs, as well as reconsider the FA.C rate
design, to avoid cost shi:ffis betvvten low load factor customers and high load factor
customers. Ormet, a 98.5 percent load factor custon-wr, asserts that it pays an equal share
of the FAC costs as a customer that uses aif its energy on-peak As such, Ormet contends
th.at the FAC rate design violates the principle of cost causatzon. Orntet suggests that this

6 In re AEP-C4hiQ, ESP 1 Order at Ma (March 1$, 2t3U9).
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m.cxdified ESP presents the Coni.miss°ion with the opporturuty, as it is zvithun the
Camznission's jLari:scliction, to redesign the FAC, such that FAC costs are separated into
charges whiCh reflect o-Ti-peak and off-peak usage. (Orxnet Ex.106I3 at 19^ t?rmet Br. at 13-
15; Ormet Reply Br. at 14-16_)

The Company responds that C3rmet's arguments on the FAC. reflect improper
calculations and is based on forecasted FAC rates. More iuxlporbntly, A:EP-Oiio paints
out that the FAC is uitixnately based on actual FAC costs and any increases in the FAC rate
cannot appropriately be attributed to the modif%ed. F,SP. C3rnlet is served by ,A:EP-tQhzo
pursuant t-a a unique arrangement and as such avoids charges that other sinnzI.arly situated
customers pay; however, the Company requests that Ormet not be permitted to avoid fuel
costs. (AEP-C3hio Reply Br. at 5-6.)

The Commission notes that ciurently, through the FAC rrtechanisrn, AEP-C3hao
recovers prudently incurred fuel and associated costs, irtcluding consumables related to
environmental compliance, purchase power costs, ernission allowances, and costs
associated wi.th carbon-based taxes. We note that, since January 1, 2012, AEP-Ohi+a has
been collectxng its full fuel expense and no further fuel expenses are being deferred.

We interpret Clrrraet's a,rgurl.tents to more accurately request th.e instxtution of a fuel
rate cap on the FAC or to revise the FAC rate design. The Commission rejects Orrnet's
request to review and redesign the FAC. The FAC rate meduinism is reconciled to actual
FAC costs each quarter and airin.ually audited, for accounting accuracy and prudency.
Furthermore, as AEP-Ohio notes, Ormet's rates are set pursuant to its urtique arrangement
as opposed to the Compasty`s SSO rates paid by other high load industriat and conunerci.a.l
customers. By way of Or.met's uni:que anangement, Ormet is provided some rate stabzi:ity
and rate ce^rtainty and we see no need to redesign the FAC for Orin.et's benefZt. No other
intervener took issue with the continuation and the proposed modification of the FAC.
The Commission finds that the FAC rates should contiztue on a separate rate zone basis.
We note that there are a few Commassion proceedings pending that will.affect the FAC
rate for each rate zone which the Conimissican believes will be better reviewed and..
adjusted if the FAC mechanisms remdin distingsushable. Further, as discussed, below,
maintaining FAC rates on a separate basis is necessary to be consistent with our decision
regarding recovery of the PIRR.

(b) A.Iternative Energy Rider

As noted above, AEP-OIii:a proposes to begin recoveiy of REC expenses, associated
with renewable energy purchase agreements (REPAs). or REC purchases by means of the
new AER mechanism to be effective with flhis modified ESP. With the proposed
modification, the Company wil.l conta.nue to recover the energy and capacity cezmponents
of renewable energy cost through the FAC, until the FAC expires. After the FAC ends,
energy and capacity associated with REPA.s will be sold into the PJM Intexctxnnection, LLC
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{PJN4} market and offset the total cost of the REPAs, with the balance of REC expense to be
recovered from SSO customers through the AEii. AFP-Ohio proposes that the .A.P:R be
bypassable for shopping customers. The Company also proposes that where the REC is
part of the REPA, the value of each component be based on the residual method using the
monthly average PJM market price to value the energy component, the capacity will be
valued using the price at which it can be sold into the PJM xnarket and the remaining value
vaould constitute the cost of the REC. 'f'be AER aneeltariisrn, according to AEP-Ohio, is
consistent with Section 4928.143(B){2}(a), Revised Code, and is essentially a partial
unbundling of the FAC to provide greater price visibility of prudently-incurred REC
compliance costs under Section 4928.66, Revised Code. The Company VviII make quarterly
filings, in conjunction with the FAC, to facllitate the audit of the APR. AIEF`-Ohio reasons
that the establishment of the AER for recovery of costs is uncontested, reasonable, and
should be approved. Th:P Company argues continuation and unification of the FAC axtd
deveIopment and implementation of the AER, i.s reasonable and sliouid be approved.
(AEP-0hio Ec.1:Q3 at I9-13.)

Staff eradorses the Company's requests to continue and consolidate the FAC rates
for CSP and OP rate zones and to recl.assify the RECs and REPA components for recovery
through the AER, as proposed by the Company. However, Staff recommends that annual
AER audit procedures be establi.shed and that the AER audit be canducted by the sasne
auditor and in corjunctaon with the FAC audit to determine the appropriateness and
recoverability of costs as a part of and between the AER and FAC mecllanisms. As to the
allocation of cost cdznpanents, Staff agrees with the Compa,ny's proposal to alXXoeate cost
components of bundled products but suggests that the auditor detail how to best
determine the cast components and how to apply the allocation to specific situations in the
context of the FAC f AER audits. Staff recommends, and the Company agrees, that the
auditor's allocation process be appiied to AEF`-47hio's renewable genexation from existing
generation facilities. (Staff Ex. 104 at 2-3.)

No party took exception to . t.he implementation of the AER m.ecbanism. As
proposed by A.EI'-C.)hio, continuation of the FAC and establishment of the AER, through
this modified ESP, is consistent with Section 4428.143(B)(2)(a), Revised Code, for the
recovery of prudently incu.rred fuel costs and fuel-related costs and alternative energy and
associated costs. We find the Company's proposal to continue the FAC and create the
AEIZ to better distinguish fu:el and alternative energy costs to be reasonable and
appropria-te during the term of the modified ESlP. We approve the continuation of the
FAC and implementation of the AER mechanisms, consistent with the audit
recommendations made by St.aff. The next audit of AEP-Ohio's FAC sha:ll also include an
auclit of the AER mechanisms and the allocation m.ethod for classification of the REPA
components and their respective values. In all other respects, the Cvzavn-.ission approves
the continuation of the FAC rate merlianisms and the creation of the AER rate mechan.ism
for each rate zon.e.
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AEP-Ohio states that it conducted a request for proposal (RFP) process to
competitively bid and secure additional renewable resotarces. As a result of AEP- Qhio"s
need for in-state rerEewables, AEP-C7hzd only considered bids for projects in Ohio, and
uttimately selected the proposal frozn. Paulding for its Timber Road wind fa.rm_
SpecificaUy, the Timber Road R.PPA will p-rovide AEP-Ohio a 99 MW portion of Timber
.Road"s electrical Qu.tputf capacity and environmental attributes for 20 years as necessary
for the Company tn meet its increasing renewable energy benclaxnaxks as required by
Section 4928.64(C)(3), Revised Code. (AEP-Ohio Ex. 109 at 10-15; Paulding Ex.1f31 a.t 1-4.)

AEP-Oh.to testified ffiat the 20-year agreement facili:tates long-term financing by the
developer, reduces up front costs, and allows for price certainty for AEP'-Ohio custcsmers.
Pau1ding offers that although the project is capiial intensive the fact that there are no fuet
costs equates to no sigrificant cost variables creatang long-term risk for customers. AEP-
Ohio argues that the Timber Road P.E-'PA provides the Cornpany and its customers, vvith
access to affordable renewable energy from an in-state resource supporting the state policy
to facflitate the state's effectiveness in the global economy, Section 4928.02(N), Revised
Code. (AEI'-fJhio Ex,109 at 16-18; Paulding Ex. 1.01 at 4-5.)

Staff supports AEP-Ohio"s REPA with Paulding and t-te Timber Ix.oad contract as
reasonable and prudent. Accordingly, Staff advocates its approval and that AEP-Ohio be
persni.tted to recover costs associated with energy, capacity, and RECs outlined in the
contract, subject to annual FAC and AER audits. The Company agrees with Staff that the
implementation of the Timber Road REPA should be subject to the FAC and AER audit, as
offered in the testimony of AEP-Ohia witness Nelson. AEP-Ohio commmits to acquiring
RECs to meet its portfolio requirements on behalf of its SSO load and to recover the costs
through the AER once the FAC is te•ra7inated. (Staff Ex. 103 at 2-3; Tr. at 2498-2499; AEP
C,?hio Ex. 103 at 18.)

The Comnvssion finds that the Iong-terrn. Timber Road REPA^^: promotes diversity of
supply, consistent with state policies set forth in Section 4928.02, Revised. Code. Further,
based on the evidence of record., the Timber Road project ben.efits Ohto consumers and
supports the Ohio econvmy. Accordingly, the Commission f'inds it reasonable and
appropriate to allow the Com.pany to recover the cost of the Ti.znber Road REPA through
the bypassable FAC/AER znechaiusrns.

4. Generation Resource Rider

AEP-0hio requests establishment of a non-bypassable, Generation Resource Rider
(GRR) pursuant to Section 4928.143(B)(2), Revised Code, to -recover the cost of new
generation resources uacIuding, but not limited to, renewable capaciqr that the COZnpany
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owns or operates for the benefit of Ohio customers. At this time, the Company proposes
the rider as a placeholder and expects that the on].y project to be included in the GRR will
be the Turning Point facility, asszarz,ung need is established in Case Nos_ 10-501: EI. FOR
and 10-502-ELFOR.7 To bbe dear, although the Company provided an estimate of the
:revenue reqwement for the Turning Point project, as requested by the Com.mission, AFP-
Ohio is not seeking recovery of any costs for the Turrling Point faci.Iity in this ESP. The
Company asks that the GRR be established at zero with the amount of the rider to be
determin.ed, and the remaining statutory requirements to be met, as part of a subsequent
Gomrnission proceeding. (A]E1'-Ohio Ex. 103 at 20-21; AEP-Ohio Ex.. 104;: Tr. at 2514, 599,
1170, 2134w 214#l.)

UTIE encourages the Cbmrrussicm's approval of the GRR as a regulatory
rzz.eehattism pursuant to the aufhorit,y granted under Section 4928.143(B)(2)(c), Revised
Code, to adopt a nort bypassable surcharge for new electric generation (IITIE Br, at 1-2).
NRDC and OEC support the proposed GRR, including the T'rYnber Road REPA and the
Turning Point project, with certain modifications, as pera-dtted under Section
4928.14:3(8)(2){c}, Revised Code. NRDC and OEC recommend that the GRR be Iurtited to
only renewable and al.texn.ative energy projects or qua7ified energy efficiency proJecK and
also recommend that the Company develop a crediting system to enstxre that shopping
customers do not pay twice for renewable energy. NRDC and OEC reason that AEP-Ohio
could make the RECs available to CRES providers based on the CRES prnvideac`s share of
the load served or by liquidating the RECs in -the market and crediting the revenue to the
GRR. (NRDC Ex.101 at 11; NRLC/OEC Reply Br. a.t1)

However, whil,e Staff does not foresee any need for additional generation by AEP-
Ohicx, Staff and UTIE acknowledge and endorse the adoption of the GRR xnechanism to
facilitate the Conuaiissioxi s aiZo-wance for the consEruction of new gexz.eration facilities
(Staff Ex.110 at 7; Tr. at 4599; UT7E Reply Br.1-2).

On the: other hand, nurnerous ini:eraemrs oppose the adoption of the GRR. IGS
requests that the Cozxisrtission reject the GRR or if it is not rejected, that the GRR be niade
bypassable or modafied so the bexzefit-s flow to shoppi.ng cus#om,ers (IGS Ex.101 at 27-28).
Wal-Mart requests that the GRR. not be imposed on shopping custQrners because approval.
of a non-bypassable GRR would violate cost causation princi.ples, send an incortect price
signal, and cause shopping eustamers to pay twice but receive no benefit (Wal-Mart Ex.
7.01. at 5-6).

7 A stipuIati.ore hetw-eeyt the Company aaid the Staff was filed agreeir ►g, among crqier tturigs, thaE as a result
of tlw requirements of Sec'bons 492$.143(B)(2)(c) and 4928.64(f6){2}, Roviseci. Code, which require AEI?
OItio tO oiaia^ alternaiivQ energY rr?souraes utclacting solar re,sorsrres in Ohio, the Conimissiart should
find that there is a need for the 49.91vIW Tumixlg Point SoTar pmject. The Commission decision in the .
case is pending.
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RESA and Direct contend tiat the GRR jviff fi-dubit the growth of the competitive
retafl electric market azzd. violates the state policy set forth in Section 492$.02(M, Revised
Code, which prohibits the +collecEzon of generation-based rates through a non-bypassable
rider. Si.milarly, IGS reasons that the GRR is intend.ed to recover the cost for new
generation to serve SSC) customers and, therefore, the GRR amounts to an anficom.pctiiave
subsidy on CRES providers for the benefit of noncompetitive retail electxic service, or,
according to Wal-Ntart, requires shopping customers to pay twice. IGS reconnaxnends that
AEP-4hi.o develop renewable energy projects on its own wiffi recovery through market
prices. RESA and Direct reason ffiat AEP-Ohio's request is premature and creates
uncertainty for CRES providers who are also required to comply with t)Iu;Ys renewable
energy portfolio standards. RESA and Direct contend that, to the extent the Comtion
adopts the GRR, the GRR should not be assessed to shopping customers. RES11 and Direct
propose that the GRR be set at r.era and °uleorporation of the Turning Point project or other
facilities should occur in a separate case. (RESA Ex. 102 at 12; RESA/ Direct Br. 18-21; IGS
Br. at 13; Wal-Mart Ex_ I01 at 5.)

To make the GRR benefit shopping and non-shapping customers, IGS suggests that
fiEP-C}hiQ sell the generated electricity on the market with revenues to be credited against
the GRR or the renewable energy credits used to meet the requirements for alt custamers.
IGS notes that AEP-C?hia witnesses agree that crediting the revenues agaxnst the GRR is
reasonable. (IGS Ex- 101 at 27-28; Tr. 599s 11.69-117Q.)

OCC, AiT'JN, IECJ and -TES contend that AEP-Olhio has inappropriately conflated
two unrelated statutes, Sections 4928.143(B)(2)(c) and 4928.64, Revised Code, in support of
the GRR. The goals of the two sectirn- ►̂ s are different according to the interpretation of the
aforementioned mterveners. They contend that the purpose of Section 4928.64, Revised
Code, is to require electric distribution utilities and CRES providers to comply with
renewable energy benchmarks and paragraph (E) of Section 4928.K Revised Code, directs
that costs incurred to comply wi.th the renewable energy benchmarks shall be bypassabl.e,
Whereas, according to IEU and FES, Section 4928.143(B)(2)(c), Revised Code, permits the
Commission to iunplement a market safety valve under specific requirements should Ohio
require addfiYor}ai generativn. FES notes that AEP-Ohio has sufficient energy and capacity
for the foreseeable fatttre_ IEU and FES interpret the two statutory provisions to
affiranatively deny non bypasssaable cost recovery under Section 492$.143(8)(2)(c), Revised
Code, for renewable energy projects. IEU and FES contend that their interpretation is
confirmed by the language in Section 4928.143(B)p Revised Code, which states
„Noitwithstanding any other provision of Tit3.e XI,IX of the Revased. Code to the contrary
except. .. diviszon. (E) of section 492&64. .. ." Thus, FES reasons the Comsnission is expressly
prohibited from authorizing a provision of an ESP which conflicts with Section 492$.64(E),
Revised Cocle. (FES Br. at 87-90, IEU Bx. 74-76; Tr. at 226-227.)

Further, [EII, FES, 4CC, ICS and APJN argue that the statute requires, and. AEP-
Ohio ilas failed to demomtrate, the need for and the terrns and conditions of recovery for



11-346-EL-SS3, et al. -22-

the Turning Point praject in this proceeding pursuant to Section 4928.143(B)(2)(c), Revised
Code. Fically, IEU submits that AEP-ohia has failed to offer any evidence as to the effect
of the GRR on goverrunen.tal aggrega.t.ivn, as required irti accordance with the
Commission's obligation under Section 4928.20(K), Revised Code. For these reasons, IEU,
IGS, FES, OCC and APJN request tliat the Company's request to im.plerr4eflt the GRR be
denied_ (Tr. 1170, 570-574, 2614-2646; FES Br. at 87-94; FES Reply Br. at 22-24, IGS Reply
Br. at 5-6; OCC/APJN Br. at 84-85; IEU Br. 74-76.)

Staff notes that there are a number of statutory requireme.nts pursuant to Section
4928.143(B)(2)(c), Revised Code, that C3P has not satisfied as a parfi of this modified ESP
proceeding but wiit. be adcires,sed in a future proceeding, including the cost of the
proposed facility, altematives for satisfying the in-state solar requirements, a
dernonstration that Turning Point was or will be sourcecl by a competitive bid process, the
facility is newly used and useful on or after January 1, 2009, the facility`s output is
dedicated to Ohio consumers and the cost of the faci.lity, arncs.ng other issues. Staff notes
the need for the Turnin.g Point facility has been raised by partzes in another case and a
decision by ffie Comrn7ssivn is ,pending_s Staff emphasizes that the statutory requisr=c;nts
would need to be addressed, and a decision made by the Cc>rnmisszon, before recovezy
could commence via the GRR znechanisxn. Further, Staff suggests that it is in this future
prdceedin.g that parties should explore whether the GRR should be applied to shopping
customers. (Staff Ex.1Qb at 11-14.)

FE.S responds that the language of Section 4928.743(B)(2)(c), Revised Code, onvts
any asserted discretion of the Conn-iission to consider the requirements to comply with
the statute outside of the ESP case, as AEP-Ohio and Staff offer_ Nor is it sufficient policy
support, according to FES and IGS, that customers may transition from sltoppxng to non-
shopping ar►d 1'iack during the use.ful life of the Turning Point facility as dauned by AEP-
Ohio. The i.7n,tervercers argue AEPdOhio overlooks that, as proposed by the Company, the
load of all its non-sh+opping customers wilt be up for bid as of June 1, 2015. With that in
mind, FES poz9.ders why customers of .A.EP-Ohio competitors shou:ld pay for AEP-Ohio
facilities after May 31, 2015, (FES Reply Br. at 24-25, IGS Reply Br. at 4.)

UTIP notes that parties that oppose the approval of.. the GRR, on the premise that it
w%Il require sh+apping customers to pay twice, overlook AEP-Uhi:v's proposal to allocate
RECs between shopping and non-shopping customers, to sel.t the energy and capacity
from the Turning Point facility into the market and credit such transacti:ons against the
GRR (UTIE Reply Br. at 2).

NRDC and OEC respond thaf - it is disy:ngenuous for parties to argue tlxat
establishing a placeholder rider as a part of an ESP is un7.awfu].. The Commission has
adopted placeholder riders in several previous C.ommission eases for AEP-QhiQ, Duke

8 Case Nos.10-50TEL-FC7K and 10-502-EL-FOR.
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Energy 01uo and the FirstEnergy operating companies.9 Further, NRDC and OEC note
that no party has waived its right to participate in subsequent GRR-related pxoceedi.ngs
before the Comrrtiss.xon. (NRDC f GEC Reply Br. at 2.)

i:he Company notes that four interveners support the adoption of the GRR and of
the four supporters, two request modifications which are components al.ready proposed
by the Corhpany.

First, AEP-Ohio addresses the arguments of FES and lEU fiia.t Section 4928.64(E),
Revised Code, prohibifs the use of Secfa.cm 4928.143(B)(2)(c), Revised Code, for renewable
generation projects. AEI'-0I-da states that it recognizes the overlapping policies of the two
statutes and off^*^rs that each section relates to the cost recovery aspect of the project, which
as the Company interprets the statutes, will be addressed when cost recovexy is requested
in a future piQceeding. Further, AEP-C?ha.a reasons that IEU's and FEfi's arguments are
inappropriate as they woiild lead to the disallowance of a statutorily prescribed option
merely because another option exists. In addition, AEP-Chio contends, proper statutory
construction seeks to give all statutes m.earting and, therefore, both options are available to
the CtlixUillSsi(ln at its diScrBtiOIL

Ifi is premature, AEP-Ohio retorts, to assert as certain interven.ers have done, that
the statutory requirements of Section 4928.143(S)(2)(c), Revised Code, have not been met
by the Company. The statutory requirements of Section 4928.I43(B)(2)(c), Revised Code,
wi.Il be addressed in a separate proceeding before any cosfs can be recovered via the
proposed GRR AE.I'^-C)hiQ asserts that the Commission is vested with the discretion to
establ.ish the GRR, as a zero-cost placeholder, as it has done in other Cornuxussion
proceedi -̂y:gs. The Company also proposes, and Staff agrees, that as a part of tl-i.s future
proceeding, the airnount and prudency of costs associated with the Turning Point projmfi
and whether the GRR results in shopping customers paying twice for renewable energy
compliance costs, among other issues will be d.etennined. AEP-Oiuo reiterates its plan to
share the RECs from the Turning Point project between shopping and aSO customers on
an annual basis. IGS, NRDC and Staff endorse AFP-OhWs proposal to share the value of
the Turning Point project between shopping and non-shopping customers. (A.EP-C)hi.a
Reply fir at 7-10, `I'r. at 2139-2140; NRDC/OEC Reply'Br. at 1E Staff Ex.11(.1 at 7; Staff Br. at
20.)

The Cornrnission, interprets Section 4928.143(I3)(2){c}f Revised Code, to permit a
reasonable allowance for construction of an eiecfiric generating facifity and the
establishment of a non-bypassable surcharge, for the life of the facility where the electric
utility owns or operates the generatiazL facility and sourced the facility through a
competitive bid process. Before authorizing recovery of a surcharge for an electric
generation facility, the Commission must determine there is a need for the facility and to

s In re AEP-Ohio, ESP 1{1'r1^as`dt 1S< 2003}; In re I7uk^, Energy-bhio, t'.ase No. 08-92t1-'EI,-SSC? (Deceanber 7.7,
2008);.hi re FirstE neW, Case No. W935-EL-SSb (March 25, 2tDQ9),
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conti.nue recovery of the surcharge, establish that the facility is for the benefit of and
dedicated to Ohio consumers. AEP--Ohi..o will be required to address each of the statutory
reqt.irements, in a future proceeding, and to provide additional i.nfoxmati.on including the
costs of the proposed facility, to justify recovery under the GRR. However, the
Comnnission notes that there slzaIl: be no allowances for recovery approved unless the need
and campetitive recluirerrrents of this section are met.

Furthermore, we disagree with the arguments that the bnguage in Section
4928.143(5)(2)(c), fievzsed Code, requires the Commission to fxrst determine, within the
ESI' proceeding, that there was a need for the facility. The Comn.^issican is vested with the
broad discretion to manage its dockets to avoid undue delay and the duplication of effort,
in.+ciuc3ircg the discretion to decide, how, in light of its internal organization and docket
considera.tions, it lnay best proceed to manage and expedite the orderly flow of its
businessl avoid undue delay and eliminate unnecessary duplication of effort Duff V. Pub.
Lltit. Comm. (1978), 56 t7kao St. 2d 367, 379; ToleWo C.wtition fbr Saft Energy v. Pub. l.Ifit,
Comm. (1982), 69 Ohio St. 2d 559, 560. Accordingly, it is acceptable for the ComzxYission to
determine tite need for the Turrdng Point facility as a part of the Com.pany's loitg-term
forecast case filed consistent with Section 4935.04, Revised Code, wherein the Commission
evaluates energy plan.s and needs. To avoid the unnecessary duplication of proeesses, the
Coxam-dssl.on has undertaken the determination of need for the Turn.ing Point project in the
Company's long-term forecast proceeding. The Comrnissian interprets the statute not to
restrict our determination of the need and cost for the facility to the time an -ESP is
approved but rather to emure the Commission holds a proceeding before it authorizes any
allowance under the sta.tute_ FES raises the issue of whether shopping customers should
incur charges associated with A.:E£'-Ql-dcr`s construction of generation facilities. The
Comrav.ssion finds that Section 4928.143(B)(2)(c), Revised Code, specificaily provides that
the surcharge be nan-bypassabl.e. However, the statute also provides that the electric
utflaty must dedicate the energy and capacity to Ohio consumers. AEP-Ohio has
represented that any renewable energy credits will be shared with CRES providers
proportionate with such providers' share of the load. Accordingly, as long as AEP-Qhim
takes steps to share the benefits of the project's energy and capacity, as well as the
renewable energy credits, with all customers, we find that the GRR should be non-
bypassable. Further, in the su.bsequent application for any cost recovery AEI'-Oh3.a wi.ll
have the burden to demonstrate compliance with the statutory requirements set forth in
Secion^: 4928.143(B)(2)(c), Revised Code.

Accordingly, the Comnzisszan approves the Company's request to adopt as a
component of this modified ESP the GRR. mechanism, at a xate of zero. It is not
unprecedented for the Comani.ssion to adopt a znechanisrn, with a rate of zero, as a part of
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an FSP.70 The Commission explicifily notes that in per-nii-ting the creataorz of the GRR, it is
not authorizing the recovery of any costs, at this tim:e.

5. Irrterruptibte Service Rates

In its 'modified. ESP, AEP-Ohio suggests it would be appropriate to restructure its
cu.rmnt interruptible service provisions to make its offerings consistent with the options
that will be available upon AEP-Ohzo's participation in the PJM base residual auction
beginning in June 2015. AEP-Ohio witness Roush provides that intex'nxpt-ible service is
more frequently represented as an offset to standard sertrice offer rates as opposed to a
separate a.zZd distinct rate (AEP-C}hio Ex. 111 at 8). To make AEP-C7!hio's interruptible
service options consistent with the current regulatory env%rormerct, AEP-Ohio proposes
that Schedule Interruptible Power-Discretionary (IRP-D) become available to all current
customers and any potential customers seeking interruptible service (gd.), The IRP-D
credit would increase to $8_21 per kw-month upon approval of the moctified ESP (AEP-
Ohio Ex. 100 at 9). AEP-Ohio proposes to collect any costs associated with the IRP-D
through the RSR. to reflect reductions in .AEi'-Qhio's base generation revenues (Id.).

OCC believes the IRP-D proposal viola.tes cost causation principles, as the
beneficiaries are customers with more than 1 MW of interruptible capacity, and does not
apply to residential customers. OCC witness Ibrahim argues it is unfair for non
participating customers to make AEP-Ohio whole for any lost revenues aissoc%ated vAth
the IRP-D (UCC Ex. 110 at 11-12). Therefore, OCC reCOmm.ends the IRP-D should not
allow for any lost revenue associated with IRP-D credits to be collected through the RSR

Staff suggests modifying the IR.P-D credit based upon the state compensation
mechanism approved in the Capacity C'..ase (Staff Ex. 105 at 6-9). Staff witness Scheck.
recommended lowering the IRP-D credit to $334[ kw-rnon.th (Id.). Further, Sta.ff notes its
preference of any interruptible service to be offered in - conjunction with Commission
approved reasonable arrangements, as opposed to ta.rzff service (Id). Ent*rNoC states that
a reasonable arrangement process is more ixanspar.ent than an interruptible service credit,
and notes that a subsidized T1ZP-D rate may impede AEP-Ohio's transi.tzon to a competitive
market by reducing the amount of demand response resources that znay participate in
RPM auctiozzs (EnerNOC Br. at 6-9)_

OMAEG and OEG suppart the proposed IRP-D credzt, but reconunend it not be tied

to approval o:f the RSR (OMAEG Br, at 21, OEG Br. at 15). Onnet also supports the IRP-D
credit, noting tlhat customers should be compensated for taking on an interruptible load
(Ormet Br. at 21-22). OEG explains it is reasonable and consistent with state policy

3Q Irx re E1EP-C3hrn, ESP 1(March 18, 20W); ln re DraLe Ertergy-C?Itio. CAse hto. {JS-9Z0-EITSSO {Taerember 17R
2008); In re .FirsgEnergy, Case No. 06-935-filE^SS(3 (Marctt 25; 2009): ,
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objectives under Section 4928.02, Revised Cc ►de, as it wII promote economic development
and innovatiort and market access for AEP-Ohio's customers. OEG witness Stephen Baron
provi.des that the credit is beneficzal to custorners that participate in the IRP-D program
who received a discounted price for power in exchange for interruptible service, w?hich
retains existing AEP-Ohio customers and can attract new custon-ters to benefit the state's
econoxriic development (Tr. IV at 1125-1126, t7EG Ex. 102 at 6-8). Mr. Baron notes that the
IRP D is beneficial to AEP-Ohio as well by allowing AEP-Ohio to have increased flexibility
in pr.oviding its service, thus increasing overall system re]ialaility (UEG Ex. 102 af. 6-13).
However, Mr. Baron believes that costs associated with the IRP-D would be more
appropriate to recover under the EE/PDR rider (I'c1. at 9-14). OEG also disputes Sta£Fs
prflposal to Ic>-vver the IRP-D credit to the capacity rate charged to CRES providers, as the
credit is oxily ;avaifable to SSO customers, and not customers of. CRES providers (OEG Br.
at 16-21).

The Commission finds the IRP-D credit should lx approved as proposed at .
$8.21/kW montfi., In light of the fact that customers receiving iztterrupd.ble service must
be prepared to cur#ail their electric usage on short notice, we believe Staks proposal to
lower the credit amou:nt to $3.34/kW-month understates the value interruptible service
provides both A.EP-0hio and its customers. In addition, the IRP-D credit is beneficial in
that it provides flexible optiom for energy intensive customers to choose their quality of
service, and is also cons.isterit with state policy under Section 4928.02(N), Revised Code, as
it furthers Ohio's effectiveness in the global economy. In addition, since AEP-Ohio may
utilize interruptible service as an acl.diti.oral demand response resource to meet its capacity
obligations, we direct .AEP-ohio to bid its additional capacity resou.rces into PJAfs base
residual auctions held during the F.SP.

The Commission agrees with several parties who correctly pointed out that the iRP-
D credit should not be tied to the RSR. As we wiii discuss below, the RSR is tied to rate
certainty and stabitity, and wYiile we have no qualrns an finding that the IR.P-D is
reasonable, it is more appropriate to allow AEP-Ohio to recoveir any costs associated with
the IRP-D under the EEfPDR rider. As the NY-D will result in reducing AEP-C7hio`s peak
demand and encourage energy efficiency, it should be recovered t.hrough the EE f PDR
rider.

6. RetaiJ. Stabili R.xxder

In its modified ESP, AEP-Ohio proposes a non-bypassable RSR. AEP-Qhio states
the RSR is jus3ified under Section 4928.143(B)(2)(d), Revised Code, as it promates stability
and certainty with retail electric service, and Section 432$.143(B)(2)(e), Revised Code,
which allows for automatic increases or decreases by revenue decoupling mechanisms that
relate to SSO service. AEP-Oha.o provides that in addition to the RSR's Promotiori of rate
stability and certainty, it is essential to ensure the Company does not suffer severe
financial repercussions as a result of the proposed ESP`s capacity pricing mechanxszn.
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A.EP-Ohio witness Wi7Ziarn. Avera explains that the Commission has the duty to ensure
there xs not an unconstitu.tional taking that may result in material harm to AEP-4hia
(AEP-OIuv Ex.15Cl at 4-6). Dr. Avera stresses that not only does the Cornntission nuintain
this obligation to aveid con.fiscationf but in the event -tl.-ie rate plan is confiscatory, AEP-
Ohio's credit rating would likely drop, Limitin.g the ability to attract future capital

investments (Id.).

The proposed RSR fimefions as a generation revenue decoupling charge that au
shopping and non-shopping custarners would pay through June 2015. As proposed, the
RSR relies on a 10.5 percent return en equity to develop the non-fuel generation revenue
target of $929 million per year, which, throughout the term of the modified ESP, would
colEect approxamate.iy $284 znitlian in revenue (AEP-Ohio Ex. 100, 116 at WAA-6). In
establishing the 10.5 percent target., AF1'-Ohio witness William Allen considered. CRES
capacity reverj.ues as based on the proposed two-tiered capacity nmecha.niszx-t, auction
revenues, and credit for shopped load to determine where the RSR should be set. AEP-
Ohio notes that while the RSR is designed to produce consistent non-fuel generation
revenues, the RSR does not gu.aran.tee a company tota]. ROE of 105 percen.t as there are
other factors affect%ng total company earnings, w-hich_ AEP-C3hio witness Sever esdmated

at 9.5 percent and 7.6 percent (AEP-Qhits Ex.151; at 2-4, AEP-Ohio Ex.10$ at OJS-2). Thus,
AEP-QEo explains the RSR only e.nsures a stable level of revenues during the term of the
ESP, not a stable ROE (Id. at 3). For every $10/MW-day decrease in the Tier 2 price for
capacity, Mr. Allen explains the RSR would increase by $33M (or $.023/MWh) (AEP-Ohio
Ex. 116 at 14-15). Mr. AUen explains that the $3 shopped load credit is based on AEP-
C?hio's estirnated margin it earns from off-system sales (OSS) made as a result of MWh
freed as a resu.lt of customer shoppi.ng, in his testimony, Mr. Allen provides that AEP-
Ohio oniy retains 40 percent of the OSS margins due to its pa.rticipatian in the AEP pool,
and of that 40 percent only 50 to 80 percent of reduced retail sales result in additional OSS,
thus demonstrating the $3/MWh credit is rea..^onably based on appropriate OSS

assumptions (AEP-Ohio Ex.151 at 5-8).

In designing the RSR, AEP-Mo explains that a revenue target is preferable to an
earnings targe4 as decQupIing will provide greater stability and certainty for customers
and is easier to objectively measure and audit as compared to earnings, -wWch are prone to
litigation as evidenced by SEET proceedings (AEP-Ohio Ex. 1.16 at 13-16). AEP-Ohio
believes a revenue target provides for risks associated with generation operations to be on
A.EP-Ohia whrle avoiding the need for evaluating returns associated with a deregulated
entity after corporate separation (U) As proposed, the RSR would average $2/MVt?'h (Id,

at hV,AA-6).

AEP-C?hio believes the RSR is laenefitial in that it freezes non-fuel generation rates
anci allows for AEP-Uhia's transition to a fu-11.y competitive auction by June 2015 (.A.EP-
Ohio Ex,119 at 2-4). A.EP-C3hio opines that the RSR mechaxdsn1 reflects a carefut balance
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that wiff encourage customer shopping through discouxtted capacify prices whzle retaining
reasonable rates for SSO customers and ensure that AEP-C?hib is not financia31y harmed as
it transxtions towards a competitive auction. (Id.). AEP-Ohio also iouts an increase in its
interruptible service (IRP-D) credit upon approval of the R.SR- AEP-Ohio witness Selwyxt
Dias explains that the increase in the IR.P-D credit will benefit nuinerous major employers
in the state of Ohio and promote economic development apportuzti.ties wathirc AEP-Oh.i.o`s
service territory (Id. at 7).

Without the Conarni,qsron's approval of the RSR as proposed, AEP-Ohio claims that
the modified ESP would result in connfiscatory rafes. In his rebutfal, testimony, Nfr. Allen
argues fha-t if the established capacity charge is below AEP-ohio's costs, A-EP-C3hio will
face an adverse financial impact (AEP-Ohio Ex, 151 at 9). As such, AE.RCkhio points out
that the 10.5 percent return on equity used to develop the RSl.Z's target revenue is not only
appropriate to prevent financial harm but is also necessary to avoid violating regulatory
standards addressing a fair rate of return. Mr. Allen contends that the non-fuel generation
revenue, which the RSR addresses, is separate and distinct from the total company
earnings, which are not addres,.^d by the RSR. This distinction, Mr. AIlen statees, shows
the 10.5 percent return on equity is appropriate for the RSR because when the RSR is
comb7,ned with total company Qarn.inp, AEI''-Ohi.o- would be looking at a toW company
return on equity of 7.5 percent i.n. 2013. Therefore, AEP-C ►hYo argues it would be
inappropriate to alIow a RSR rate of return of less than. 70_5 percen.ty as any zeduction
would lower the total company return on equity downward from 7.5 percent, harming
A.EP-Ohio's ability to attract capital and potentially putting the company in an adverse
financial situation (Id. at 4-5).

i3ER,DECAM, FES, NFIB, CX:C, and IEiJ all contend that the RSR lacks statutory
authority to be approved. PES claims that Section 4928.143(B)(2)(d), Revised Code, ordy
authorizes charges dhat provide stability and certainty xegarding retail electric service,
which AEP-Ohio has failed to show. C3CC witness Daniel Duam argues that the RSR will
raise customer rates and cause financial uncertainty to all native load customers (CCC Ex.
I11 at 10). OCC contends that even if the RSR provided certainty and stability, it does not
qualify as a term, condition, or charge pursuant to Section 492$.143(B)(2)(d)o Revised Code
(CaCC Br. at 40). TEtT and Exelon also argue the RSR violates Section 4928.02(H) Revised
Code, as it would be tied to a distribution rate based on its charge to shopping customers
despite the fact it is a non-bypassable charge designed to recover generation related costs
(IEU Br_ at 63-64, Exeion Br. at 12).

IIEU, Ohio Schools, Kiroger, and DECAM/DER argue that AEP-Ohio is improperly
ufilizin.g the RSR to attempt to recover i;ransitian revenue. IEU notes that AEP-,Ohio's
attempt to recover generation-related revenue that may not otherwise be collected by
statute is an iitegai attempt to recover transition revenue (IEI.T Ex. 124 at 4-10, 24-26).
Kroger and Ohio Schools point out that not only has the opporhulity to recover generation
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transition costs expircd with the establishment of electric retail competition in 2001,. AEP-
Ohio waived its right to generation. transition costs when it s-Eip-ulated to a resolution in
C-a.se Nos. 99-1729 and 99-1730 (Kroger Er. at 3-5, Ohio Schools Br. at 18-20). Exelon and
FES maintain the RSR is anticompetitive and would stifle corn.peEiti.on_

OrmetF OCC, Ohio Schools, OEG, and Exelon indicate that^ if the RSR is approved,
it should contain exemptions for certain customer classes: Ohao Schools request an
exemption from the RSR, pointing out that not ordy are schools relying on Iimrted ftmding,
but also that the Commission has traditionally considered schools to be a distinct cu.sfomex
class ftt is entitled to special rate treatment (Ohio Schools Br. at 22-30, citing to Case Nos.
90-717-EL-ATA, 95-300-EL-AII.Z, 79-629-TP-COL Ohio Schools Ex. 103, and Tr_ XVI at 4573-
4574). .Exelon belie^res the -RSR should not apply to shopping customers and should be
bypassable. Whiie Exelon notes it does not oppose affording AEF'-C3hio protection as it
transitioii.s its business structure, witness David Fein argues that shopping customers will
unfairly be forced pay both the CRES provider and. AEP--Ohio for generation (Exelon Ex.
:101 at 13-14).

On the contrary, Ormet believes the RSR sh,oul:d not apply to customers like Ormet
who cannot shop, as Ormet neither causes costs associ.a.ted wiith the RSR nor can Ormet
recei've the benefits associated with it (Ormet Ex.1(16 at 15-17). Ormet maint^ins that the
RSR, as carrentiy proposed, violates cost causation principles (Id.). OCC and OEG suggest
that if the RSR. is approved, it should not be charged to SSO customers, as these customers
are not the cause of the RSR costs, and it would be unfair to force these customers to
subsidize shopping customers and CTZE.i providers (OEG Br. at S-b, OCC ^`v€.111 at 16-17) .

While OEG - d.oes not support the creation of the RSR, it understands the
Coinrnission may need to provide a means to ensure AEP'-ohio has the ability to attract
capital, and as such suggests that the Commission look to A.EI'-Ohio actual earnings as
cipposed to revenue (OEG Ex. 101 at 12-18). OEG argues that the RSR's use of revenues
does not accurately reflect a utility's ffinancial condition or ability to attract capital in the
way tlia.t earnings do, as eviden.ced by earnings being the foundation used by credit
agencies to determine bond ratings (Id:). OEG witness Lane KoIlen points out that
revenues are just a single component of A.EP-Ohio's earnings and do not reflect a full
picture of AEP-Ohio's financial health (Id.). Mr; Kollen suggests that if the Commission
cvere to look at AEP-Ohio's eamings, an appropriate return on equity (ROE) would be
between seven percent and. 11 percent (OEG Ex. at 4-6). ][f the Conin-dssion were to use
reven.ues to deterrn.ine AEP-C3hio's ROE, as proposed in the RSR, Mr. Kollen believes the
ROE sho-uld be at seven percent, as it is still double the cost of AEP-Ohio's long-term debt
and falls within the Ohio Supreme Court's zone of reasonableness (,ld. at 7, Tr. X at 2877-
79).
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In the event the Commission adopts RPM priced capacity, RESA also supports the
use of earnings as opposed to revenues in calculating the RSR in the event it is necessary to
avoid confiscatory rates (RESA Ex. at 11, Br. at 13-16). RESA also suggests the
Comunission consi.der projecting an amount of money necessaiy for AEP-Ohio to earn a
reasonable rate of :return and set the RSR accordingly (RESA Br. at 14-16). RESA maintains
that either of these ,aJtern.atives may reduce the possihility that AEP-Ohio and its new
affiliate make uneconomic investrntents or other risks that may result from AEP-Obio
receiving a guarantee of a certahi level of annual income (Id.). NFIB and OADA express.
simgax concerns that the RSR, as proposed, creates no incentive for AEP-Obio to lirnit its
expenses (NFIB Br. at 4-6, OADA Br. at 2-3).

In'additiom several other parties suggest modifications to the RSR, including its
proposed ROE. C}rmet 'states that the 10.5 percent ROE is excessive and unreasonably
high. Ormet witness John Wilson explained that AEP-Ohio failed to sustain its burden of
showing 10.5 percent ROE was just and reasonable, and upon utUizing Sfaffrs
methadol©gy in 11-351-EL-ATR, determined tY ►at, ba-sed on current econonti[c concl.i.teans
and AEP-Ohic, and cornparable udlity financial figures, an appropriate ROE would be
between eight and nine percent (Ormet Ex. 107 at 8-3E1). Kroger witnc-ss Kevirt. H3igguuis
testified tliat the average ROE for electric utilities is 10.2 percent, and based on the fact that
AEP-('Obio's proposed two-tier capacity mechanism is above maueket, the ROE should be
below 10.2 percent (Kroger 101 at 10). FES and Wal-Mart state that AEP-Obio faileci to
justify its 10.5 percent figure, with Wal-Mart witness Steve Chriss suggesting the ROE be
no hig,her H-ia.n 10.2 percent (Wal-Mart Ex. 101 at 8-9, FES Fx.102 at 79-80).

OCC recommends that the Commission allocate the RSR. in proportion to each class
share of the sMtched kWh sales as opposed to customer class ccxntri.bution to peak load, as
an allocation based on contribution to peak load is not just and reasonable (OC+C Ex.11t} at
8-9). OCC witness Tbxahin.l points out that the residential customer class share of sw-ftched
kWh sales is only eight percent, thus, if the Commission reallocates RSR costs, residential
customer increases would drop from six percent to -three percent (Icf. at 24-26). Kroger
argues the RSR allocates costs to customers by den-tand, but recovers tluough an energy
cost, resulting in cross subsidies amongst customers (Kroger Ex. 101 at 8). Krczger
recommends that costs and charges should be aligned and based on demand as opposed
to energy usage {I4}

OCC, FES, and. Ormet also submit modifications related to the calculation AEP-
Ohia's shopping credit included within the RSR calculation. Ormet argues that AEP-C}h.io
underestixzra.tes its $3 shopping c_re+d.it. Ormet states ffiat based on AE£"-Ohia's 2011 resale
percentage of 80 percent, the actual shopping credit increases to $3.75 NIWh, with the total
amount increasing to $78.5 nulli.on (C?rnet Br. at.1Q-12, citing to Tr, XVII at 4905}: Ormet
also shows that AEf'-Oh.io will ncrt need to reduce the credit by 69 percent beginning in
2013, as AEP-Ohio will no longer be in the AEP pool, resulting .in the credit increasing to
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$6.50 per year in 2014 and 2015 (Ict.). CCC also points out that the shopping credit should
irtcreasc based on ^`̂ P-Ohio's 2011 shcpping PerEentage, as well as the terntinatior^ of the
AEP pool agreement, and recommends the Commission adopt a shipping credit higher
#:han. $3 f iviWh but less than $12 f MWh. (C+CC Br. at 49-54).

The Convxzissi.on finds tlUt, upon review of the record, it is apparent that no party
disputes that the approval of the RSR will provide AEI'-Oh%o with sufficient revenue to
ensxzre it maintains its financial integrity as weIl as its ability to attract capitaL There is
dispute, however, as to whether the RSR is statutorily justified, and, if it is justified, the
amount A:EI'-Ohio should be entitled to recover, and how the recovery shouId be allocated
among customers. The Cozn.mission must first determine whether RSR mechar ►ism is
supported by statute. Ne4 if we f%nd that the Commission has the authority to approve
the RSR, we naust balance how much cost recovery, if any, should be permitted to ezis.vre
customers are not paying excessive costs but that the recovery is eI2ough to aIlow AEP-
Ohio to freeze its base generation rates and maintain a reasonable SSQ plan for its currenfi
customers as well as for any shopping customers that may wish to re-tum to AII'-Ohio's
Sso plan.

In beginn.i.ng our mal.ysis, we first look to AEP-Ghio's justification of the RSR.
While .AEP-Ohio argues there are numerous statutory provisions that may provide
support for the RSR, the thrust of its argun-tents in support of the RSR pertain to section
4928.143(B)(2)(d), Revised Code, wh.ich AFP-Qhio notes is met by the RSR's promotion of
rate stability and certa3nty-. AEP-QhiQ aho suggests that Section 4328.143(B)(2)(e), Revised.
Code, which aliows for automatic increases or decreases, justifies the RSR, as its design
i.ncludes a decoupling mechani.szr►.

Pursuant to Section 4928.143(B){2)(d), Revised Code, an FSF nia.y include terms,
conditions, or charges relating to limitations on customer shopping for retail electric
generation that would have the effect of stabilia_iz^g retalt electric service or provide
certainty regarding retail electric service. We believe the RSR meets the criteria of Section
4928.143(B)(2)(d), as it promotes stable retail electric service prices and. ensures customer
certainty regarding retail electric service. Further, it also pravides rate stability and
certainty through CRES services, which clearly fa1Y under the classlb.catgan of retail electric
service, by allowing customers the opportunity to mitigate any SSC7 increases ffi.rough
increased shopping oppoztunities that will become available as a result of the
Com.missiods decision in-Ehe Capacity CaLse.

In addition, we find that the RSR freezes any non-fuel gezieration rate increase that
might not otherwise occur absent the RSR, allowing current ctrstomr rates to Temain
stable tbxoughau.t the term of the mod.ified ESI'. VVliuie we understand that the non-
bypassable components of the RSR will result in additional costs to customers, we believe
any costs associated with the IZSR are mitigated by the effect of stabiliaing non-€ue3.
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generatian rates, as weD as the guarantee ttaat, in less t.han three years, AEP-Ohfo will
establish its pricing based on energy and capacity auctions, wh.ich this Commission aga.in
maintains is extrennely beneficial by providing czxstomers with an opportunity to pay less
f-or retail electric service than they may be pay%rig today.

Thereforc, we find that the RSR provides certainty for retail electric service, as is
consistent with SectiQn 4928.14:3(B)(2){d), Revised Code. Until May 31, 2015, AEP-Ohio`s
SSO rate, as a result of this RSR, wiill remaizr available for all cusiomem, including those
who are presently shopping, as well as those who may shop in the futu.re. The ability for
AEP-Ohio to maintain a fixed SSO rate is vaiuable, particularly if an unexpected,
intervening event occurs during the term of the ESP, which could have the effect of
increasing market prices for electricity. The ability for all customers within .AEP-Uluo's
service territory to have the option to return to AEF-C?hio's certa.ii.i and fixed xaies allows
customers to explore shopping opportunities. 'I`hi.s is an extremely beneficial aspect of the
RSR and is undoubtediy consistent with legislative intent in providing that electric
securaty' p1.azls may include retail elecUic service terms, conditions, and charges that relate
to customer stability and certainty. Further, we reject the claim that the RSR allows for the
collection of inappropriate transition revenues or stranded costs that should have been
collected prior to December 2010 purscrant to Sen.ate Bill 3, as A.EP-OhTo does not argue its
ETP. did not provide sufficient reven.ues, and., in light of events that occuxred after the ETP'
proceedangs, including AE'f'-Ohio`s status as an FRR entity, AEP Oiuo is able to recover its
actual cos^.s cd capacity, pursuant to our decision in, the Capacity Case_ Therefore,
arr.ytl-dng over RPM auction capacity prices cannot be labeled as transition costs or
stranded costs.

Moreover, we f'azd that the certainty and stability the RSR provi.des would be aI1. but
erased by its design as a decoupling zrcechanism We agree with OCC that the ability for
AEIP Qhio to decouple the RSR would cause fina-ncial uncertainty, as truing up or down
each vear will create customer cozjfusiort in their rates: hTFIB, OADA, and RESA correctly
raise concerns that the RSR design creates no ince2itive for AEP-CGhio to limit its expenses
and the Company may make uneconomic investments by its guaranteed level of annual
y.ncome. While A.EP-Qhio should have the opportunity to earn a reasonable rate of retrirrt,
there is not a right to a gwaraanteed rate of return, and we will not allow AEP-ohicr to shift
its risks onto customers. Thus, becara.se its design may lead to a perverse outcome of AEP-
Ohio making imprudent decisions, we find it necessary to rernove the decoupling
component from the R SR,

Although the RSR is justified by statute, AEP-Ohio has failed to susbl.in its burdeh
of proving that its revenue target of $929 million is reasonable. The basis of AEl'-Ohio's
$929 million target is to ensure that its non-fuel generatior ► revenues are stable and that
stability may be ensured through a 10.5 percent ROE. However, as we prevzou:sly
established, it is inappropriate to guarantee a rate of return for AE'P-'OhlCi, therefore, we
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find it more appropriate to establish a revenue target that will aIlow AEP-Ohio the
opportunity to earn a reasonable rate of rehxm We note that our anal.ysis of an ROE is not
to guarantee a rate of x:eturn, as evidenced by the removal of the decoupli.ng components
but rather to determine a revenue target that adequately ex-►.sures A.EP-Ohia caz.x keep its
base generation rates frozen axr.d maintain its financial hcalth. Although we beiieve the
more appropriate method to balance these factors wota.ld have been through the use of
actual dollar figures that relate to stability, because AEP -Ohio utilized a ROE in calculating
its proposals, and parties responded with alter.native ROE proposals, the rL'c~.ord Iinriits us
to this approac.h. Therefore, in detexrurixft an appropriate quantification for the R.SR, we
will consider a ROE of the nara-fuei generatiorx, revenue ozAy for the purpose of creating an
appropriate revenue target that will ensure AEP-Ohio has sufficient capital while
n.-taTntai.ning its frozen base generation rates.

Onty ihree witnesses, .AEP-Ohio witness Avera, OEG witness KoIlen, and Ormefi
witness Wilson, developed tharougb testimony exploring how an appropriate revenue
target for the RSR should be established, atl of which were d3.-iven by an analysis of AEP-
Ohio's ROE. Although OEG

'
witness TCollen proposed a mechanism driven by adjusting

AEP-Qhio`s ROE upward or downward if it does not fall within a zone of reason.abl.ei-tess,
Mr. Kollen established ffiat anything between seven and 11 percent could be d,een.-ked
reasonable (OEG Ex. 101 at 8-9). Mr. Ko1len preferred focusirtg ' on a zone of
reasc7nableness, but notes that if the Commission pre-ferred to establish a baseline revenue
target, it should be set at $689 rnaliion (Id. at 16-18). Onuot witness Wilson utilized Staff
models from Case No. 11-351 inclu.ding discounted cash flow and capital asset pricing
models, and updated: calculations in the Staff madels to reflect current economi:c factors,
reaching a conclusion that AEP-Ohio`s ROE should be between eight and nine pe.rcent
(Ormet Ex. 7:07 at 8-18}. AEP-Ohio used witness Avera to rebut Dr_ Wilson's tesdmorty,
notin^g that Dr. Wilson did not consider a sufficient number of utilities in the proxy group,
and the tx(itzties that were considered were not similarly situated to .A.EP-Ohicr (AEP--Ohio
Ex. 150 at 5-6). Based on ti.iis information, I?r. ,Avera recommended an ROE range of 10.24
percent to 11.26 percent (Id.).

The Conuxission finds that alll three experts provide credible methadalagies for
deterrninirzg an appropriate ROE for AET'-Dh.io, therefore, we find OEG witness Kolle-n`s
zone of reasonableness of seven to 11 percent to be an appropriate starting point. We
aga2n emphasize that the Commzssion does not want to guarantee a ROE nor establish
what an appropriate ROE would be, but rather, establish a reasonable revenue target that
would allow AEP-C>luo an apporf.u.n.ity to earzr somewhere within the seven tse,11 percent
range. We believe AEP-Ohio's starting point of $929 is too hzgh, particularly in light of the
fact tliat A,EP-Ohio is entitled to a deferral recovery pursuant to -t3he +Ga:pacity Case but that
a baseline of $689 million would be too low to support the certainty and stability the RSR
provides. Accordingly, we find that a benchxnark shaiI be set in: the approximate middle
of this range, and the $929 zn.illion benchmark shall be adjusted dcsvvnwaxd to $826 m.iMon.
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I}Vb.iie we have revised the benc.hma.rk aznount down to $826 million, we also need
to revisit the figures .AEP-C3hio used in determining its RSR revenue amounts. In
designing the RSR bencIxanark-, Mr. ,A-Ven fcrcused on four areas of revenue: retail non-fuel
generation revenues; CRES capacity revenues; auction capacity revenues; and: credit for
shapped load (AEP-Ohio Ex. at WAA-6). In calculating the inputs for these revenue
figures, Mr. Allen relied on AEP-OIie's own estimates ofshopping loads of 65 perrcent for
residential customers, 80 percent for commercial customers, and 90 percent for industrial
custnr.ners by the end of 2012 (Id. at 5):

Hoyvever, evidence within this record indicates Mr. Allen's projected shopping
statistics may be higher than actual shopping levels. On rebuttal, FES presented shopping
statistics based on actual AEP-Ohio numbers provided by Mr. Allen as of March.1, 2012,
and May 31, 2012 (FES E.x. 120). FFS concluded that, based on AEP-®hio's actual
shopping statistics to date, I&. Allen's figures overestimated the amaunt of shopping by
36 percent for residentia3. +customers, 17 percent for commercial customers, and 29 percent
for indusfiri:al customersR creatuxg a total overestimate across all customer classes of 27.54
percent The Comm;ssion finds it is more appropriate to utilize a shopping projection
which is roughly the midpoint between A..EP-Ohio's shopping pr6jeciions and the more
conservative shopping estimates offered by FES. Therefore, we w-a1i estimate shopping in
the first year at 52 percent, and then increase the shopping projections for years two and
three to 62 percent and 72 percent, respectively. These numbers represent a reasonable
esftrn.ate and are consistent with shopping statistics of other EDUs throughout the State
(See FFS F.x. 114).

Based upon the Commission's revised shopping projections, we need to adjust the
calculation of the RSR, The record indicates that lower shopping figures will result in
changes to reW generation revenues, CRES m.argin.s, and C?SS. maarguis, which affects the
credit for shopped load, all resul.ting in an adjustment to the RSR (See FES Ex.121). Our.
adjustments are highl.ighted below.



11-346-EL-SSp, et a].

Retail Non-Fuel Gen Revenues

CRES Capacity Revenues

Credit for Shopiaed l.oat#,

Subtvtat

Revenue Target

PY 12113

$5Z8

$32

$75

PY 13/14

$419

$65

$89

$636 $574

$$26 $826

PY 14/15

$308

$344

$104

$757

$826

-35-

Retaet Stability Rider Amount $199 $251 $68

All figures in mifticxeis

To appropriately correct the RSR based on more conservative shopping projections,
we begin our analysis with retail .-non-fuel generation revenues. As the figures of $402,
$309, and $1$2 are based on Mr. Allen's assumed shopping figiares, when we adjust these
figures to 52, 62, and 72 percent shoppixg:& AEP'--0 ►hio's revenues would increase to $528
zniffion, $419 mi]Iiori, and $308 million, respectively.

Conversely, as a result of decreasing the shopping statistics, CRES capacity
revenues would decrease. Assuming our shopping estimates of 52, 62, and 72 percent, as
i^V'!B.U as the use of RPM capacity prices, the CRES capacity revenues lower to $32 mdliiozz,
$65 miliion, and $344 milI.ion. Finally, we need to adjust the credit for shopped load based
on the revised non-shopping assumptions. Because we assume Iowe.r shopping statistics,
AEP-Ohio will have less oppQrt-mity for off-system sales due to an increased load of its
non-shopping customers, which will.lower the credit to S75 milliozi, $89 million, and n1:04
millY.on for each year of the modified FSP. Accordingly, upon factoring in our revised
revenue benchmark based on a nine percent return on equity, we find aR,SR amount of
$508 rnill.ion is appropriate. The $508 million RSR amount is limited only to the tezm of the
modified ESP.

Although our corrected RSR mechanism erLsures customer stability and certaanty by
proviclzng a rneans for AEP-ohio to move t+awards competitive market pricing, in addition
to the $508 million RSR, which allows AEP-Ohio to maintain ir+ozen basegeneration rates
and an accelerated auction process, we must db(7 address tlle capa(FIty charge defcITc1l
mechanismr, created in the Capacity Case. As our decision in the Capacity Case to utiliZe
RPM priced capacity considered the importance of developing competitive electric
markets, we believe it is appropriate to Ie-gi<n recovery of the deferral costs through AEI'
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Ohio's RSR mechanism, as the RSR allows for A.EI'-Uhio to continue to provide certainty
and stability for AEP-Ohio's SSO plan while competitive markets continue to develop as a
result of RPM priced capacity. Therefore we believe it is appropriate to begin coi.tecti.on of
the deferral within the RSR,

Based on our conclusion that a$o08 mtllion RSR is reasonable, as well as aur
detennimtiort that AEP-Ohio is entitled to begin recovery of its deferral, .AEP-{7hio will be
permitted to collect its $508 mi.Ilion RSR by a recovery amount of $3.50/MWh, through
May 31, 2014, and $4/MWh betsveen June 1, 2014 and Ma.y 31, 2015. The upward
adjustmeri-t by 50 cents to $4/MWh reflects the Commission's modification to expedite the
tim:ing and percentage of the wholesale energy auction beginning on June 1, 2014. Of the
$3.50/MWh and $4/MWh RSR recovery amounts, AEP-Ohio must allocate $1_00 towards
AEP-Ohio's deferral recovery, pursuant to .the Capacrt.y Ca.se, At the conclusion of the
modified ESP, the Commission will detemune the deferral amount and make appropriate
ad.justrnents based on AEP-Ohia's actual shopping statistics and the amount that has been
collecied towards the deferral through the RSR, as necessary. Further, although this
C:.ommission is generally opposed to the creation of deferraLs, the extraordinary
circumstances presented before us, which allow for AEP-Ohio to fully participate in the
market in two years and nine months as opposed to five years, necessitate that -we remain
fiexitale`and utilize a deferral to ensure we reach our finish I.ine of a fixlty-estabiished
competitive electric market.

Any renn,aining balance of this deferral that xemains at the conclusion of this
modified ESP shall be amortized over a three year period urdess otherwise mrdered by the
+Con-irnission. In order to ensure this order does not create a disineentive to shopping, at
the end of the texm, of the ESF, AEP-Ohio shall file its actual shopping statistics in this
dockeL To provide complete transparency as well as to allow for accurate deferral
calculations, AEP-C7fiio should maintain its actual monthly shopping percentages on a
month-by-month basis throughout the term of this modified ESP, as well as the rnonths- of
June and July of 2012. All determinations for future recovexy of the deferral sha1S be made
foUowixig A.EP-CJhio`s filing of its actual shopping statistics.

We believe this balance is in t'li.e best interests of both customers and AEP-C31uo.
For customers, th.i.s keeps the RSR costs stable at $3.50/NiVdh and $4/MWh, and with $1_00
of the RSR being devoted towards paying back AEP-Obio's deferrals, customers will avoid
paying hi.gh deferral charges for years into the future. In additt.on, our modifications to
the RSR will provide cu.stomers with a stable rate that vvill not change during the term of
the ESP due to the elimination of the decoup.lin.g components of the RSR. Further, as
result of the Capaeifiy Case, customers xn.ay be able to lower their bil.t impacts by talcutg
advantage af CRES provider offers ai.tawing customers to realize savings that may not
have otherwise occurred wi.tiioufi the developmemt of a competitive retail market. In
addi.tion, this mechanisrn is mutually beneficial for AEP-Qh.io because the RSR will ens-ure
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AEI'=C3.hio has sufficient funds to maintain its operatioms efficzentl:y and revise its
corporate structure, as opposed to a deferral only mechaniszn..

Finally, we find that the RSR should be collected as a non-bypassable rider to
recover charges per kWh by customer class, as proposed. We note that several parties
pitched reasons as to why certa.in customers classes should be excl-uded, but we believe
these arguments are meritiess. Ormet contends that the RSR should not apply to
customers like Ornzet who cannot shop_ InteresiimgIy, Ormet again tries to play both sides
of the table, forgetting that it is the beneficiary of aurizque. arrangement that results in
Ormet receiving a discount at the expense of other A.El''-Ob:io customers. We reject
Orrn.et's argument, and note that while Ormet cannot shop pursu:ant to %ts urnique
arrangement, it directly benefits from A.EP-Oh%o's customers receivulg stability and
certainty, as these customers ul.tirnately pay f©r Ormet's discounted electricity. We also
find Ohio Schools' request to be exduded from the RSR to be without merit, as it too
would result un other AEP-Ohio customers, including taxpayers that already contribute to
the schools, paying significarctly higher shares of the RSR. It is unreasonable to make AEP-
Ohio's customers pay the school..̂  twice.

In addition, in light of the fact that the Comn;dssi.on has established a revenue target
to be reached through the RSR in this proceeding, the Com.mEission finds that it is also
appropriate to establish a significantly excessive earnings test (SEEII threshold to ensure
ffiat the Company does not reap disproportionate benefits from tt)A-- ESP. "lhe evidence in
the record demvnstrates that a 12 percen.t ROE would be at the high end of a reasonable
range for return on equity (OEG Ex 101 at 4-6; Kroger 101 at 10, OrtrE.et Ex. 107 at 8-30;
Wal-M.art Ex. 101 at 8-9, 1~pS Ex. 102 at 79-80), axid even AEP-Ohio witness .AlIen agreed
Umt a ROE of 10.5 percent is appropri.ate. Accordingly, for purposes of this ESP, the
Counrussion wit.t establish a SEET threshold for t^'^.II.'-C.)h7o of 12 percent.

Likewise, multiple parhes argue that either shopping customers or SSO cszstomers
should be eaccluded ;frdm paying the R.SR.. ' Far non-shopping customers, the RSR provides
rate stability and certainty, and en.sures aIl .SaO rates will be market-based by June 2015.
For shopping customers, the RSR not only keeps a. r.easnrE.ab°ly priced SSO offer on the table
in ffie event market prices increase, but it also enables CRES providers to provide offers
that take advantage of cu'rren.t market prices, which is- a benefit for shopping customers.
Accordingly, we find the RSR, as jusiified by Section 4928.1:43(b)(2)(ci), Revised Code is
just and reasonable, and sh.ou-ld be non-bypassabie_

Frna.3ly, the Commission notes that our determination regarding the RSR is heavily
dependent on the amount of SSO load sti]l served by the Company. Accordingly, in the
event that, during the term of the ESP`, there is amgnfficant reduction in non-shopping
load for reasons beyond the control of the Company, other than for shopping, the
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Company is authorized to file an application to acliust the RSR to account for such
changes.

7. Au.Mion Process

As part of its modified ESP, AEP-Ohio proposes a transition to a fully-competitive
auction based SSO format. The first part of A.E:P-Ohio's proposal includes an energy-only,
slice-of system auction of five percent that will occur prior to AE1'-+C??I1i.o's SSO energy
auction. The energy-only slice-c ►f-syste.rn auction would commence upon a fizLal ord.e;r in
this proceeding and the corporate separation plan, with the delj.very period to eKten.ci to
December 31, 2014 (AEP-ahio Ex. 101 at 24-21). AEP-Ohio notes that specific details
would be addressed upon the issuance of final orders in this proceeding (4.

AEg-Ohio's t.rarsit-ion proposal also includes a connrnitmenfi to conduct an energy
auction for 100 percent of the SSO load for delivery in January 2015. By Pane 1, 2015, AEP-
C71iio will. conduct a competitive bid procurement (CBP) process to comzfut to an energy
and capacity auction to service its entire SSO load (Id. at 1.9-21, AEP-Ohio Ex.1Q0 at 10-11).
AEP-Ohio witness PowerS explained. that the June 1, 2015 energy and capacity auction wi11
permit competitive suppliers and marketers to bid into AF.P-Ohio's load, as its FRR
obligation will be terminated (Id.). AEP-Obi:o anticipates the CBP process will be siufflar to
other Ohio utility CBP filings, and explains that specific details of the CSP .vill be
addressed in a future filictg.

AEP-Ohio explains that the June 1; 2015, date to service its entire SSO load by
auction is based on the need for AEP's infierconnection pool to be terminated and AEP-
Ohio's corporate separation plan being approved. AEP-Ohio witn.ess Philip Nelson
explains that an SSO auction occurring prior to pool termination may expose AEP-t7bio to
significartt financial harm, and if the auction ocx:urs prior to corporate separation, it is
possible that AEP-Oh.io`s generation may not be utilized in the auction (AEP-Ohio Ex.103
at 8). Further, AEf'-Ohid points out that a fuff auction prior to June 1, 2015, would conflict
with its FRR co.n^.mziment that continues until May 31, 2015 (AfiP-Ol.iio Reply Br. at 46).

FES and DER/ DECAM argue that AEP-Ohio could hold an immediate CBP without
waiting for pool termi:nation and corporate separation FES witness Rodney Frame
testified that the AE'r['' pool agreement contains no provisions that would prevent a CBP
{FES Ex.1Q3 at 3}. DERf DEGAM provide that a delay in the implementation of the CbP
process harms ctzstomers by preventing them from taking advantage of the current market
rates (DECAM Ex.1.01 at 5).

.Other pazEes, includiTig RES.A. and Exelon, propose modifications to AEP-0hi.o`s
proposed auction process. Exelon believes the first energy and capacity auction for the
SSO Ioad should be accelerated to June 1, 2014, in order to permit customers to take
advantage of competition. FIxeton: witness Feirt notes the June 1, 2014 date would be six
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months after the date by which AEP-Ohio indicated its corporate separation and pool
termination would be completed (Exelon Ex. 101 at 15-20)_ RESA makes a similar
prrrpc}sa1, but that a June 1, 2014, auction be energy oriiy, as this stzii allows AEP-Ohio six
months ta prepare for auction and provides custa.mers with the beziefits associated with a
competitive market (RESA Br. at 16-14 On the contrary, fJCC argues the interim auctions
to be held duru►.g the first five months of 2015 would be detrimental to residentiA
customers, and suggests that the Com.znission adopt a different approach (OCC Br. at 100-
103). CCC contends that competitive market prices in 2015 may be higher than prices that
wauld result from AEP-tphia continux.ng to purchase energy from its affiliate, and
reconinaen.ds that the Cauunissian require the agreement between. AEP--Ohj:o and its
affiliate to continue during the first five months of 2015, or, in the alternative, AF-t'-Ohrto
should purchase SSO capacity from its generation affiliate at RPM prices (Id. at 103).

In addition, Exelon also recommends that the Comxxugsian direct AEP-Ohio to
conduct its CBP in a mamer that is consistent with the processes that Duke Energy Ohio
and FirstEnergy used in their most recent a.uccalons.. E;<elon sets forth that establishing
details of the CBP process in a timely manner will expedite AEP-Ohios transition to
competition and en^su.re there are no delays associated vAth settling these issues in later
praceeding;s Specifically, Exelon proposes that the CBP should be consistent with
st.atutory directives set forth in Section 4928.142, Revised Code, and should ensure the
dates for procurement events do not conflict with dates of other default service
procurements coi-iducted by nther EDLTs. Exelon warns that if the substantive issues of the
procurement process are left open for interpretation, there may be uncertainty that could
lim.it bidder participation and lead to less efficient prices_ Exelon also recommends that
the C+amm.issivn ensure the CBP process is apen a:nnd txan.sparent by having substantive
deta.2ls established in a timely manner (Exelon. Ex.14^1 at 2M1).

The Comnv.ssion finds that AEF-Ohio`s proposed competitive auction process
should be r'iodur'.^'e:d. d;u.st, 'vsje bei;ieve ^,^s.^-uiiiv's ei:iergy aniy siice-oz-system cit" five
percent af the SSO load is too low, as AEP-Ohio svM be at full energy auction by January 1,
2015, and the sLice-af-system. auctions will not commence ur►tifl six months after- the
corporate separation order is issued. Accordingly, we find that increasing the percentage
to a.10 percent slice-of-system auction will facilitate a smoother transition to a full energy
auct3on.

Second, this Com.mission understan.d.s the importame of customers being able to
take advantage of market-based psxces and the bmefits of developing a healthy
competitive market thus. we reject OCC's arguments, as slowing the movem.ent to
competitive auctions, would ultim.ately harm residential customers by precluding thern
from enjoying any benefits fxom couapetitioxt. Based on the zmportance of customers
having access to market-based prices and ensuring an expeditious transition to a full
energy auctiorn, in addition to making the modified ESP m.ore favorable tha:n the results
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tl.iat would atherwise apply under Section 4928.142, Revised Code, we find that AEP-OhiO
is capable of having an energy auction for delivery con.Zmencing on June 1, 2014.
Therefore, we direct AEP-40hio to conduct an energy auction for delivery commencing on
June 1, 2014, for 60 percent of its load, and delivery commencing on January 1, 2015, for
the remain.der of AEP-Ohio's energy laad. A.F.P-Qhiri s June 1, 2015, energy and capacity
auction dates are appropriate and sh.ould be maintained. In ad.diti:on, nothing within this
Order predudes AEP-Oliio or any affiliate from bidding into any of these auctions.

Finally, we agree with Exelon that the substantive details of the CBP process need
to be established to rn.aaci.m.ize the number of paxticipartts in AEP-C7hia s auction.s through
an open and transpareftt aucti.on process. We direct AEP'-Ohio to establish aCBP pfocess
consistent with Section 4928.142, Revised Code, by December 31, 2(}12- The CBP shrtz:iJ.d
include guidelines to ensure an independent third party is selected to ezxsure there is an
open and transparent solicitation process, a standard bid evaluation, and clear product
defYnitions. We en.caurage AEZ'-0hio to l.ocii€ to recent successful CBP processes, such as
Duke Energy-Ohio'sa in fortnulating its CBP. Further, AEP-C?hio. is ordered to uufia.te a
stakeholder process within 30 days from the date of fhYs opiruion in order.

8: CRES Provider Issues

The modified application includes a continuation of cvrrerct operatianW switching
practices, charges, and rrdninium stay provisions related to the process in which customers
cc̀ ill. switch to a. Competitive Retail Electric Service (CRES) provider and subsequently
returrt to the SSO rates (AEP-Ohio Ex.1'X1 at 4). AEP-Ohio points out that the application
in.cludes beneficial modificataorns for CRES providers and c7zstomexs, izpcluding the
addition of peak load contribution (PLC) and network service peak load (NSPL)
in.forrn,ation to the master customer lisf. AEP-Ohio witness Roush testified that AEP-Ohio
also eliminates the 90-day nakace requirement prior to en.roil.ing with aCItES provider, the
12 month stay requirements for commercial and industrial custorners that return to SSO
rates beginning January 1, 2015, and requirements for residential and smaIi commercial
customers that return to SSO rates be required to stay on the S6O plan until :Aprfl 15th of
the following year, begi.zuling on. January 1, 2015 (Id.)

Exelon argues that AEP-Obio needs to make additional c_ftanges in order to develop
the competitive market. Specifically. Exelon requests the Comuussi.on implement rate and
bill ready biIling and a standard purchase of receivables (POR) program elim.i:nate the 90-
day notice requirement immediately, and implement a process to provide CRRES providers
with data rela.ting to PLC. and NSPL values. Exelon witness Fein recornmer,.ds that,
corsistent with the Duke ESP order, the Cvznruissron order AEP-Ohio provide via
eiectronic data interchange, pertinent data inciuding historical usage and historical
interval data, NSPL and PLC data, and provide aquarterl.y updated list fDr CRES
providers to show accounts that are currently enrofted with the CRES provider. (Exelon
Ex. 101 at 33-34). Exelon maintains that this information will allow CRFS providers to
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more effectively serve customers and resuIt i.n cost efficient compefiticsn (fd.) I& Fein
further provides that dear zmplementatiion tariffs will lower costs for customexs, plainly
describe rules and contract terms, and ap•ow both CRES providers and customers t-o easily
understand AEP-Ohio's competitive process {Id. at 35-36}.

RESA and IGS provide that AEP-Ohio's billing system is confusing to customers
and creates numercius problems for CRES providers, 0 of which m.ay be corrected
through the implementation of a POR pragxam that would provide customers with a
single bill and collection point (RESA Ex. 101 at 12-17j ;tGS Ex. 10I at 15). IGS wi€ness
Parisi points out that switching statistics of natural gas utitities and Duke have iaaereased
upon the i.rxaplerrtentation of PQIZ programs (IGS Ex. 1-1 at 15-19). RES,A. witn.ess
Rigenbach also recommends that the Cornmissi©n direct AEP-Ohio to develop a web-
based system to provide CRES providers access to customer usage and acco-unt data by
May 31, 2014 (RESA Ex. 101 at 12-13). KhiA. and DER/DECAM also reconunend that
AEP-Ofdv reduce or e.tin.xin.ate customer switching fees, as well as customer znzilimum stay
periods (7d., DER Ex. 101 at ). pES wit.nes.s Banks noted that the fees and minimum stay
requirements hinders competition by ma:king it difficult for customers to switch (FES Ex.
105 at 31).

While the Commission supports AEP-Ohio's provisions that encourage the
development of competitive markets, modifications need to be made. AEF-Chio witness
Roush notes that customer PLC and NSPL information vill be included in the master
customer 1ist, AII''-Ohi.o, fails to make any conirnitarnent to the time frame this information
would become available, nor the specific format in wt-ii.ch custorners would be able to
access d-tis data. We note d.iat recent updates have been revised to the electronic data
interchange (EDI) standards developed by the Ohxo EDI Working Group (O3EWG). This
Cam.rnissio'n values the efforts of OEWG in developing uniform operation,al standards and
we expect AEP-Ohio to follow such standards and work within the group to implemen.t
solutions wMch are fair and reasonable, and do not discrinunate against any CRES
provider.

Accordingly, we direct AF-P-C-0hio to develop an electronic system to provide CRES
providers access to pertinent customer data, in.cluding, but not limited to, PLC and NSPL
values and historical usage and interval data no later than May 31, 2014. Within 30 days
frozn, the date of thas opinion and order, we direct representatives from AEP-Ohio to
scliedule a meeting with members of the OEWG to develop a roadrnap towards
developing an EDI that will more effectively serve customers, and promote state policies
in accordance with Section 4928.02, Revised Code. Further, as AEP-0hio expl.ains, that it
neither su.pporEs nor is opposed to the idea of a PCjR program (AEP-Ohio Reply Br. at 64-
66), we encoura„einterested stakeholders to attend a workshop in conjunction with the
five year rule revieiv of Chapter 4.901:1-1:0, tJ<A.C., as established in Case No. 12 205(l-ELf-
OKD et al, to be held on Au" 31, 2012. ln our recent order on FirstEnergy`s electric
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security plaii (See Case No. 12-1230-EL-SSO), we noted that this workshop would be an
appropriate place of stakeholders in the FirstEnergy proceedings to review issues related
to POR programs. Similarly, we believe this workshop would also provide stakeholders in
thiis proceeding an opportunity to further discuss the merits of establishing I't)R prograrns
for other Ohio EDUs that are not currently using them. The +C'ommi.5sion concludes that
the modified FS1''s xnodification to AEP-C7hi.o's switching rules, charges, and minimum
stay provisions that are set to take effect on. January 1, 2015, are consistent with .AFP-
Ohio"s previously approved ta,riffs. Further, as we previously established in our original
opinion and order in this case, these provisions are not excessive or inconsistent with other
electric distribution utflities, and will further support the development of competitive
markets beginning in January 1, 2015. Therefore, we find these provisions to be
rea.5on.able:

9. Distribution I:nvestznen:t Fj'der

The Corn.pany's fnodi£ied ESP application istcludes a Distribution Tuvestment Rider
(DIR), pursuant to the provisions of Section 4328.143(B)(2)(h) or (d), Revised C-ode, and
con.sistent with the approved settlement in the Company's distribution rate casedi, to
provide capital fundirtg, inel.uding carrying cost on incremental distribution infrastructure
to support customer demand and advanced technologies. Aging infrastructure, according
to AEP-Ohio, is the primary cause of customer outages and reliability issues. AEP-C71via
reasons that the DIR will facilitate and encourage investments to znaintain and, improve
distribu,tion reluability, align customer expectations and the expectations of the distribution
utility, as well as strearaiine recovery of the associated costs and reduce the frequ:mcy of
base distribution rate cases. Replacement of aging distributzon equiprnent will also
support the advanced. technologies of gridSMA;RT which will reduce the duration of
customer outages based on preliminary gridSMART Phase I infornia.tion. The Company
argues that its existing capital, budget forecast zncludes an annual invest,men.t in excess of
$150 million plus operations and maintenance 'sn distribution assets. The DIR mechanism,-
as proposed by the Company, includes components to recover prcaperty t.a3cm commercial
activity tax, and to eam a return on plant in-service based on a cost of debt of 5.46 percent,
a return on conimon equity of 102 percent utilizing a 47.72 percent debt and 52.2$ percent
common equity capiW sh-ucture. The net capital additions to be included in the DIR
reflect gross plant in-service after August 31, 2010, as adjusted for accumulated
depreciation, because August 31, 2010, is the date certain in the Company's most recent
distribution rate case and any increase in net plant that occurs after that date is not
recovered in base rates. The Company proposes to cap the DIR, mechanism at $86 azull.ion
in 2012, $104 million for 2013, $124 rnilli.on for 2014 and $51.7 million for the period
January 1 through May 31, 2015, for a totat of $365.7 mil.lion. As the DIR mechanism is
designed, for any year that the C.ompan,y's investmertt would result in revenues to be

In re AEP-{?hio, Case Nos. 11-351-ELf A.IR,. et aI., Qpznian and Ctrder at 5-6 (December 14, 2011) in
referenCe to paragraph IV.A..3 of the JoiratSti.pulativ,n and Recamsn.endai3c+n filed on NDveznber 23, 2p11_
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coltected which exceed the cap, the overage would be recovered and be subject to the cap
in the subsequent period. Syrnniet,ricalty, for any year that the revenue collected und.er the
DIR is less than the annua1 cap allowance, then the difference shall be applied to increase
the cap for the subsequent pez :̀^od. The Company notes that the DIR revenue requirement
must recognize the $62.344 million revenue credit reflected in the Commission approved
Stipulation in the Companys distribution rate case.12 As proposed by the Company, the
DIR would be adjusted quarterly to reflect in-service net capital additions, excluding
capital additions reflected in nther rzders, and reconciled for over and under recovery, The
Company specifically requests through the DIR project, that when meters are replaced by
the installatiran of sznarE meters, that the net book value of the replaced meter be included
as a regulafory asset for recovery in a futcxre filing. The D1R. inedianisrn would be
coIlected as a percentage of base distribution revenues. Because the DIR provides the
Company with a timely cost recovery mechanism for distribution investment, AEP-Ohio
wi]I agree not to seek a change in distribution base rates witlt an effective date earlier than
June 1, 2015. (AEP-Ohio Ex. 116 at 9-12; AEP-OWo Ex.11{1 at 18-19.)

The Conipany notes that Staff continuously monitors the Company's dzstribu9zon;
system reliability by way of service coznpl.aints^ electric outage reports and compliance
provisions pursuant to Chapter 4901:1-10, C)AC. In reiiance on 5t^ff testimony, the
Company offers that the reliabilify of the distribution systern was evaluated as a part of
this case. (Staff Ex:.105 at 5-6; Tr, at 4339, 4345-4346.)

Customer expectations, as determined by AEP-Ohio, are aligned vv-ith the
Company's expectations. AEP-Ohio witness Kirkpatrick offered that the updated
customer survey results show that 19 percent of residential customers and 20 percent of
commercial customers expect their reliability expectations to increase in the next five
years. AEP-Ohio points out that when those customers are corsid.ered in conjunction with
the customers vvho expect the utility to maintain the level of reiiability, customer
expecFatzons increase to 90 percent of residential customers and 93 percent of c.samYt.ercial
castom3ers. AEP-Ohio states it is currently evaluating, based on several criteria, various
asset categories with a high probability of failure and wifT develop a DIR program, with
Staff input, takazig into consideration the number of custorners affected_ (AEP-Ohio Ex.110
at 11-19.)

OHA supports the adoption of the DIR as proposed by the Company (OHA Br. at
2). f.:roger, OCC and APJN, on the other hand, ask the Commzssion to reject the DIR, as
this case is not the proper fonxrn to consider the recovery of distribution-related cosfs.
Kroger, OCC and APJN reascan that prudently incurred dzstribution costs are best
considered izt the conbex.t of a base distribution rate case where such cost are more
thoroughly reNiewed by the Commission. Kroger asserts that n.iairrtaining the distribution

12 I'i
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system is a fundamental responsibility of the utility and the Company should continue to
operate under the tenns of its last ddjstribution rate case txrttil the next such proceeding: If
the Coaam-iissivn elects to adopt the DIR mechanism, Kroger endor°ses Staf.f's position Lhat
the DIR be modified to account for accumulated deferred incon- ►e taxes (:ADI'I) and
accelerated tax depreciation. Tn addition, Kroger asserts that the DIR for the CSP rate zone
and i;he OP rate zone are distinct and the cost of each unique service area should be
maintained and the distribution costs assigned on the basis of cost causation. OCC and
APJN add that the Company's reason for pursuing the DIIZ., as a com.pdnent of the ESP
rather than xn the distribution case, is the expedience of cost recovery and when that
rationale is considered in conjlinction. with the lack of detail on the projects ta 'be covered
within the D7T'^ suggest that the DIR is not needed. (Kroger Ex. 101 at 13-19; Kroger Reply
Br. at 3-4; t7CC/MN Br. at 87-89; Tr. at 1184.)

OCC and APJN argue that in detexmiiung whether the DIR complies with the
requirements of Section 4928.143(B)(2)(h),RerTi.secl. Code, the Company focuses exclusively
on the percentage of residential and commercial customers (71 percent and 73 percent,
respectively) who do not believe that their electric service reliability expectations will
increase rather than the n-un.ority of customers who expect their service reliability
expectations to increase (19 percent and 20 percent, respectively). OCC ax^d APJN note
that 10 percent of residential custcmrer.s and seven perc.ent of commercial customers expect
their reliability expectat.ions to decrease over the next five years. At best, these interveners
assert, the customer survey results are inconcluszve regarding an expectation for reliability
improvements as the majority of customers are content with the stat-us quo. OCC and
APJN state that with the lack of project details, and without providing an analysis of
customer reliability expectation alignment with project cost and: performance
improvements, AEP-C?hic3 has failed to meet its burden of proof to support the DIR.
Accordingly, OCC and APJN request that iiv.s provision of the modified F aP be reiected.
(AEP-Ohio Ex. 110 at 11-12; OCC/APJN Br, at987.-994).

NFTB and COSE emphasize that the DIR, as AEP Ohio witness Roush testified,
would, if approved as proposed, result in General Service tariff rate customers receiving
an increase of approximately 14.2 percent in distrrbution charges, about $2.00 monthly
(NPIBICCISE Br. at &9;Tr. at 1162-1163).

Staff testified that consistent with the requirements of Rule 4901:1-10-10(B)(2),
C.I.A.C., AEP-Ohio has rate zone specific minimum reliability perforna:azue standards, as
measured by the customer average mterruptibr< duratxon index (CAI.DI) and system
average interruption frequency index (SAIFI).13 Accordi-ng to SfafE, development of each
CAIDI and S.A:IFI takes into account the electric utility's three-year historical system
performance, system d.esign;, 'technological advancemients,.thc geography of the utility's

13 See Ite re AEP-C7IzioP Case Na_ U9-756-EIs-Fg% Opinion and Order (September 8, 201{3).
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service territc}ly, customer perception surveys and other relevant factors. Staff monitors
the utiiity`s corn.pliance with the reZiability standards. Staff offers that based on customer
surveys, 75 to $0 percent of residential and commercial customers are satisfied overall with
the Company`s service relia.bili.ty. However, the Company's 2011 reliability measures
were below their re.ii.ability measures for 2010 for CSP and the SAIFI measure was worse
in 2011 than in 2010 for OP. Accordingly, Staff determined that AEP-Ohio s reliability
expectations are not cYZxreztfily al.igned with the reliabilify expectations of its customers.
Staff further offered that a nuniber of conditi.oxrs be imposed on the Cornmission's
a-pprova.l of the DIR, Irwluding that the Company be ordered to work with Staff to develop
a distribution capital plan, that the DIR xn.echarnism include an offset for ADIT, irrespective
of the Company's asserted inconsistency with the distribution rate case settlemes-at, az2d
that gridSMART related cost not be recovered through the DIR, so as to better facilitate the
tracking of gridaRrIART expenditures and savings and benefits of the gridSMART project.
Further, Staff proposes that AEP-Oluo be directed to make quarterly fiiings to update the
DIR mechanisan, with the filed rate to be effective, unless su,spended by the Conurdssionj
60 days a.ftex filing. The DIR m.eclanism, as advocated by Staff, would be subject to
annual audits after each May filin:g and, in addstion, subject to a fi.nal reconciliation filing
on or about May 31, 2015. With the final reconciliation, Staff recommends that any
amounts collected by AEP-Ohio in excess of tlie established cap be refunded to customers
as a one-time credit on customer biIls. (Staff Ex. 106 at 6-11; Staff Ex. 108 at 3-4; TTh at
4398.)

AEP-tlhio disagrees wifh the Staff°s rationale that the Company's and cvsstoixaer's
expect-ations are not aligned. The Company reasons that the.Staff relies on the reliability
indices and the fact that the Company performed below the level of the preceding year,
AEP-Ohio notes that in the most recent customer survey resulisf with the same questions
as the prior year, the Company received an 85 percent positive rating from residential
customers and a 92 percent positive rafing from commercial customers for providing
reliable service. Further, AEP-Ohio points out that missin.g one of the eight applicable
reliability stan.dards dtFring the two yea x period does not, under the rules, constitute a
violati.on. The Company also notes that the reliability standards are affected by storms,
whirh are not defined as major storms, and other factors like tree-caused outages. (Tr. at
43M-4345, 4347, 43b6-43fi7; CCC Ex:113, Att. JDW-2.)

AEP-Ohio aiso opposes Staff s recommendation to file the DIR plan in a separate
docket, subject to an adversarial proceeding. The Company expresses great con:cem that
tizis recommendation, if adopted, will result in the Cornmission m.zcromanaging and
becQmin.g overly involved in the "day-to-day operations of the business units within the
utility."

As to Sta:ff's and ICrogef s proposal to reduce the DIR to account for ADIT, the
Company responds that such an adjustment would have rws-a3ted in a reduced I?IRc.z°edit



11-346-EL 5S0, et A. -46-

zf taken into account when the distribution rate case settlement was pending. AEP-Ohio
argues that the decision on the DIR in the modified ESF' should continue to mirror the
understanding of the parties to the distribution rate case as any charfge would improperly
impact the overallManced F5P package. (AEI-k-Ohio Ex. 151 at 9-10:)

As authorized by Section 4928.143(B)(2)(h), Revised Code, an ESP may include the
recovery of capital cost for distribution iaifrastructure investrr ►entto improve reliability for
customers. A provision for dxstrzbution infrastrtxdure and mode.rnization incen;tzves may,
but need not, include a long-terixx energy delivery irfrastrtacture modernization plarL We
find that the DIR is an incentive ratemaking to accelerate recovery of the Company's
inveshnent in distribution service, In decs.ding whether to approve an ESP that cantains
any provi.sion for distribution service, Section. 4928.143(B)(2)(h), Revised Code, directs the.
Commissiart, as part of its deterrnination, to exaznine the reliability of the electric uiii.ty's
distribution system and enS1.tre that cL1stC]InC'.rs` and the electric uiai.iVs expectations are
aligzied and that the electric utility is placing sixf.ficzerYt emphasis on and dedicating
sufficient resaurces to the reliability of its distribution system.

In this modified ESP, there is some disagreement between Staff and the Company
ivhettter or not AEP-Ohio's reliability expectations are aligned with the e.xpectaticfns of its
customers. The Companv focuses on custonner surveys to conclude that expectations are
aligned while Staff xriterprets the slight degradation in the reliabil.j.ty performance
measures to indicate that expectations are not aligned. Despite the different conclusions
by the Company and Staff, the Commission finds that both Staff and the Company have
demonstrated that indeed, customers have a high expectation of reliable electric service.
Given that customer surveys are one e+amponent in the factor used to establish the
reliability indices and the slight reducticsrx in the level of measured performance on vvhich
the Staff cortcludes that reliability expectations are not aligned, we are convinced that it is
merely a slight difference between the Com.pany's and cu.stomezs` expectations. We also
recogrt%ze that customer satisfaction. is dependent on whether the customer has recently
experienced any service outages and how quickl.y service was restored.

The Comrnission finds that, adoption of the DIR and the improved service that will
come with the replacement of aging infrastructure will facilitate improved service
re1%ability and better align the Company's and its custom.ers` expectations. The Company
appears to be placing suffident proactive emphasis on and will dedicate sufficient
resources to the reliability of rts d.isfribution system. Having made such a finding, the
Conn-iission approves the DIR as an appropriate incentive to accelerate recovery of AEP-
Ohio's prudently incurred distrz'bution investment costs. We einpharssi.ze that the DIR
mechanism shall not include any gridSMART costs; the gridSMART projects shaIl be
separate and apart from the DIR mechanism and projects. With. this clarsficati.on., we
believe it is unnecessary to address the Company's request to allow the remaining net
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book value afre:m.ovecl meters to be included as a regaxlatary asset recoverable through the
DIR mechanism.

We agree widz. Staff and Kxoger that the DIR mechanism be revised to account for
ADIT. 'Ih.e +Cornml:ssion finds that it is not appropriate to establish the DTR rate
mechanism in a maYUner which provides the. Company with the benefit of ratepayer
supplied funds. Any benefi.t^; resulting from ADfI' should be reflected in the DIR revenue
requirement. Therefore, the Commission directs AEP-CJhi.o to adjust its DIR to reflect the
ADIT offset-

,As was noted `zn the Decernter 14, 2012 Order on the ESP 2, we find that granting
tbe DIR mechanism requires Corfimissioni oversaght. We beReve that it is detrimental to
the stabe's economy to require the utility to be reactionary or allow the pexfornzance
standards to take a negative turn before we encourage the electric utiIaty to proactively
and efficiently replace and modernize infrast-Tuctutre and, therefore find it reasonable to
pern-it the recovery of prudently incurred distribution infrastructure investment costs.
AEP-Ohio is; correct to aspire to move from a-reactive to a more proactive replacement
maintenance prograrr- The Company is disected to work with Staff to develop a plan to
emphasize proactive distribution maintenance that foctises spendin.g on where it will have
the greatest iEnpact on zna.i.ntdning and improving reliabiity for customers. Accordingly,
A.EP-C7hio shall work wi.th Staff to develop the DIR plan and file the plan for Camumissic+n
review in a separate docket by December 1, 20712.

Widt these modifications, we approve -the Df€t nnechar7ismd and direct Staff to
man.i.tor, as part of the prudence xeview, by an independent auditor for in-service net
capital additions and compliance with the proacfive distribution maintenance plan
developed with the assistance of the Staff. The proactive distribution infrastructure plan
shall quar►tif-y reliability fmprovemenfs expected, ensure no double recovery, aind include
a demonstration of DIR expenditures over projected eacpenditsres and recent spending
levels. The DIR mechanis7n. will be reviewed aruxually for accounting accuracy, pxiatdency
and compliance with the DIR plan developed by the Staff and AEP-C1hio.

10. Pool Modification Rider

The modified ESP application includes the plarmed tem-dnatiart of the AEP East
Pool Agreement (Pool Agreement). As a provision of this ]E-';P,. AEP-Ohi.o recluests
approval of a Pool Tern-tination Rider (PTR), initially set at zero. lf the Company's
corporate separatiorc plan filed in Case IWo.12-1126-EL-iJNC is approved as proposed by
the Company, and the Amos and Mitchell units are transferred as proposed to AEP-O1rio
af.filiates, tl-ien AEP-Ohio will not seek to hn.plernent the PTR irrespective of whether lost
revenues exceed $35 m311ian anr ►ually. However, if the corporate separation: plan is denied
or modified, then AEF'-C)hi.n requests peam7s;sion. to file for the recovery of lost revenue in
association with t+ermi.mtion of the Pool Agreeznen.t via a non-bypassable rider. The PTR.,
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according to AEP-Ohio, is designed to offset the revenue losses caused by the tern-ruzation
of the Pool Agreement since a significant portion of AEP-Oluo`s toial revenues come from
sales of power to other Pool rne.mbers. The Coinpa,ny argues that with the tenninatiort of
the Pool Agreement, the Company will need to find new or additional revenue to recover
the costs of operating its generating assets, or it wx.J1 need to reduce the cost as:sociated
with those assets. As AEP-C7h.io clainis the lost revenuesl4 from capacity sales to Pool
Agreement members cannot be mitigated by off-systezn, sales in the market alone. The
Cozrapany agrees that it will only seek to recover lost pool termination revenues in excess
of $35 n-iillion per year during the tem of the ESP. (AEP-Ohio Ex. 103 at 21-23.)

OCC, APJN, FIPS and IEU oppose the adoption of the PTTR, as they reason there is
no provision of Section 4928.143(B)(2), Revised Code, which authorizes such a charge and
no Commission precedent for the M. IEU asserts that approval of the PTR would
essentiaBy be the recovery of above-rcmxket or traxisition revenue in violation of state law
and the electric ixan.sitzon pla-n (ET'P) Sti.pul.a#ions,15 As proposed, the interve.ners clazm
tfia.t the I''T1Z is one-sided to the benePxt of the Company. FES offers that there is
izzsufficient information in the record to allow the Commission to evaluate the terms and
conditions of the PTft, as a part of the modified ESP, to require ratepayers to submit $350-
$400 million over the term of the ESP. Fur-thermore, OCC and APfN note that the
Commission has disregarded transactions related to the Pool A.greernent for the purpose
of conszderxng revenue or sales margins from opportunity sales (capaci.ty and energy) as to
FAC costs or consideration of off-system sales in the evaluation of significantly excessive
earnings tes06 Accordingly, £)CC and APJN reason that because the Conva-dssion has
previously disregarded transactions related to the Pool Agreement that it would be unfair
and unreasonable to ensure AEP-Ohio is compensated for lost revenue based an the Pool
Agree^.^.ent at the cost of ratepayers. p'or these reasons, OCC and APJN believe the PTR
should be rejected or modified such that .A EP-Ohio customers receive the benefits from the
Company's off-system sales. IEU says the PTR provides a competitive advantage to
GenResources and, tlterefore, violates corporate separation requirements. (C7►CCjA.PJN Br.
at 85-87; IElU Br_ at 69; IEU Ex. 124 at 30-31; FES Br. at 106-201; Tr. at 582, 698 .)

The Company dispels the assertion ffiat there is no stat-cttory basis for a pool
termination cost recovery provision in an, kSP on the basis that the Commission has
already rejected this argun-ient in its December 14f 2011, Order on the ESP 2, where the
Cauxnxission d.eterrsu:ned a pool termination rider rnay be appxoved "pursuant to Section

14 AEP-Ohio would determine tie amount of lost revenue by comparing the lost pool capacity revenue for
the most recent 12 month peri.od preceding the effective date of the change in the AEF Pool to izkcreases
in net revenue related to new wholesale transactions or decreases in generation asset cosfs as a result of
terminating the Pool Agreement

15 In re 1tEP-C?^o, Case hlos. 99-1729-EL-E"FP and 99-17lk-EIfE'I'P, Order (September 28, 20W).
16 In re AE'P-Ohio, ESP I Order at 17 (March 18, 2009),' In re .A.EP-0h6,v, Case No.10-1261-E[.-17NC, Order at

29 {Januaxy 11, 2011}.
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4928_143(5), Revised Code," at-id further con.cluded that esfabli.shing a rider "at a zero rate^
does rtot violate any reguiatory principle or practice."17 According to the Company, the
other criticisms that these parties raise re,garding the PTR are c,bjections as to how, or the
extent to which, pool ferncr.imtion costs should be recoverable through the rider ivhlch am
not ripe and should be addressed 4 and only if, AEP-Ohio actuaily pursues recovery of
any such costs in the future as part of a separate proceeding. (AEP-Ohio Reply B7r, at 59-
60.)

We find statutory support for the adoption of the PTR in Section 4928.143(B)(2)(h)r
Revised Code. The PTR serves as an incentive for AEP-C}luo to move to a competitive
market to the benefit of its shopping and non-shopping customers, without regard. to th:e
possible loss of revenue associated with the termination of the Pool Agxeemer ►t with the
fuli. transition to market for all SSO customers by no later than June 1, 2015. Therefore, we
approve the PTR as a placeholder rnecb.anism., znitiall.y established at a rate of zero,
contu-L.gent upon the Cornnu.ssi4n's review of an application by the Company for such
costs. The Commission notes that in permittuig the crea#on of the PTR, it is not
authorizing the recavery of any costs for AEP-Ohio, but is allowing for the establishment
of a p.iacehDlder mechaniam, and any recovery under the FTP. must be spec.ifically
authorized by the Connrrd.ssion. Ifg and when, AEP-Ohio seeks recovery under the P'TR, it
wiil rrtaYntain the burden set forth in Section 4928.143, Revised Code. In additzon, the
Conznussion fintls th.ag Yn the event AEP-Ohio seeks recovery und.er the PTR, A:Ei''-Ohio
must first demonstrate the extent to which the Pool Agreement benefitted Ohio ratepayers
over the long-term and the extent to which the costs and/or revenues should be allocated
to 0hi.o ratepayers. Further, AEP-Ohio must den.^a.on.ssirate to the Cnmmissioix that any
recovery it seeks under the FTK is based upon costs which were prudently incurred and
are reasonalZle. Irrmportantly, this Cr,mniissiora notes that AEF'-Ohio will only be pezaxaitted
to reque,sts recovery shouid this Commission modify or amend its corpc^^rate separation
plan as fiied in Case No. 12-1126-EL-t3NC oniy as to divestiture of the generation assets;
we specifically deny the Company's request for recovery tlnough the F`I'R based tsn any
other amendment or modification of the corporate separation plan by this Commission or
the Federal Energy Regulatory Comnzissiori (FERC) or FE.IiC`s denial or irmpediment to the
trapsfer of the Amos and Mitchell uruts to AEP-Ohio af.f.iliates. As such, AEP-Ohiv`s right
to recover lost revenues under the PTR. is based exclusively on the, actions, or lack thereof,
of this Commi.ssion.

11. Ca.^acitv 1"Ian

1'ursuarlt tO the CommissiOn's EntrY on Rehearin,g issued February 23, 2012, in the
ESP 2 cases, and the Entry issued March 7, 2012, in the Capacity Case, the Cdmmission
directed that the Capacity Case proceed, without further delay, to fac.ilitate the
development of the record to address the issues raised, outside of the F5P proceeding.

17 In re AEP-Qhio, Case No.11-346-Ei,-SSU et al, OTier at 50 (Decembez° 14, 2011).
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While the Capacity Case continued on an expedited schedule to deterzniste the state
cOmpensation mechanissm, AEP-Ohio nonetheless included, as a componen.t of this
mociified ESP, a capacity provision different from its litigation position in the Capacity
Case, which may be summarized as follows. As a compor ►ent of this modified ESP, the
Company proposes a two-tiered, capacrty pricing mechanism, wrdi a tier 1 rate of $145.79
per MV1T--d.a.y and a-tier 2 rate of $255.00 per MW-day. Shopping customers, witlwY each
rate class, would receive tier 1 capacity rates in proportion to their relative retail-sales level
based oxi the Company's retail load. During 2012, 21 percent of the Company's total retail
load would receive tier I capacity and in 2013, the percentage would increase to 31
percen.t. In. 2014, through the end of the ESP, May 31, 2015, the tier 1: set aside percentage
wou].d increase to 41 percent of the Company`s retail load. All other shopping customers
would receive tier 2 capadty rates. For 2012, an additional allotment of tier 1 priced
capacity will be available to xzon-mercant-ile customers who are part of a community that
approved a governrnental aggregation program on or before November 8, 2011, even if the
set-aside bas been exceeded. A,EP-Ohio does not propose any special capacity set-aside for
governmerttal aggregation programs after X12. (,AEP-Ohi.o Ex. 101 at 15; AEP-Ohio Ex.
116 at 5-7.)

AEP-C3hio argues that its embedded cost-based charge for capacity is $355.72 per
MVV-day, as supported by the Company in the Capacity Case. Further, AEP-Ohio projects,
with forward energy pricing decreasing over the remainder of 2012 by appraxzxnabely 25
percent and based upon the swztcbin.g rates experienced by other Ohio electric utili:txes,
that by the end of 2012 shopping rates in AEP•-C71uo territory will increase to 65 percent of
residential load, 80 percent of cQmniercial load and 90 percent of industrial load
(excluding one large customer). AEP-Ohiio reasons that the two-tier capacity pricing
mechanism is a discount from the Company's embedded cost of capacity which will
provide CRES providers headroom, the ability to offer shopping customers lower
competitive electric service rates and expand competition in the Company's service
territory and, as a component of this modi€ied. FSP, balances the revenue losses likely to be
experienced by the Companye Furtlter, AEP-Ohio submzts that the capacity pricing
offered as a part of this modified ESP is intended to mitigate, in part, the financial harzn
the Company will potentially endure if the Company is required to provide capacity at
PJM's RPM-based rate, (AEP Ohio Ex. 116 at 4-5, 8-9; Tr. at 332-333.)

As an alternative to the two-tiered capacity mechanism, AEP-Ohio proposes as a
component of the modified ESP, to charge CRES providers its embedded cost of capacity
$355.72 per MW-day with a$1t3 per MWh bill credit to shopping customers, subject to a
cap of $350 ml.l.Jion through December 31, 2014_ Shopping credits would be limited to up
to 20 percent of the load of each custoro.er class for June 2012 through May 2013, and
increase to 30 percent for the period June 201a through May 201.4 and then to 40 percent
for the period June 2014 through December 2014. AEP-OhaQ`s rationale for the altermtive
is to emsure shopping customers receive a direct and tmgibie benefit to shop that is fixed
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and known regardless of the CRES provider selected. (AEP-Ohio Ex. 116 at 15-17; Tr. at
427, 1434.)

On ju.ly 2, 2012, the Commission issued the Order Yn, the Capacity Case (Capacity-
C)rd.er) wherein the Commission determined $18$_88 per MW-day as the appropriate
charge to enable the Company ta recover its capacity costs pursuant to its Fixed Resource
Requirements (FRR) obligations from. CRES providers.18 However, the Capacity Order
also direc tcd. that A.EP-Ohio s capacity charge to CRES providers sha.ll: be the auction-
based rate, as determined by PJM via its reiabili€y pricing model (RPM), including firyal
zonal adjustments, on the basis that the RPM rate will promote retail electric
co.rnpetitiorr-19

In the Capacity Order, the Commission also authorized AEP-Ohio to modify its
accounting procedures to defer the incurred capacity costs not recovered from CRES
providers, commenczng juno 1, 2012, through the end of this mcx3ifi.ed ESP, wzth the
recovery zrn.echazusm to be established u^. fi;his proceeding.20

In this Order on the modified F,SP, the Comsnission adepts, as part of the RSR, the
recovery of the diffcxence between the RPM-based capaci.tv rate and AEI'-Ohio's state
compensation mer,lla.rii.sm for capadty as determined by the C-omrcusszon.

Staff endorses the Corrs:pany's recovery of the difference lx-tween the state
compensation n-iecliardsrn for capacity and the RPM rate (Staff Reply Br. at 13). On the
other hand, IEU, OCC and A3r'JN argue that there is no record evidence in this modified
RSP case, or any other proceeding, to determine an appropriate mechaziism, to collect
deferred capacity charges in contradiction of the requirements in Section 4903.09, Revised
Code, and the parties were not afforded due process on the issue. Furthermore, OCC and
APJN reason that the capacity charge deferrals cannot be a provision of an ESP as the
charges do not fa wzth.in one of the specified categories hsted in 5ectzon 4928.143(B)(2)r
Revised Code, and there is no statutory basis under Chapter 492$, Revised Code, for such
charges. OCC and APJN also conibend approval of the recovery of deferred capacity
c,harges violates state poli+ea.es expressed in. Section 4928.02, Revised Code, at paragraph
(A), which requires reasonably pr.iced retail electric service; at paragraph: (H), which
prohibits anticompetitive subsidies from noncompetitive retail electric service to
competitive retail service; and at paragraph (L), which requires the Comn-dssion to protect
at-risk populations. (C]CCJ,APJN Reply Br. at 18; IEU Reply Br. 6-7).

Ig In re Capacity Case, Order at 33-35 (juTy 2, 2QL}.

19 In re Capaciity Case, order at 23 {luly 2, 2012)-

20 Irt re Capacity Case, Order at 23 (lu.ly 2, 2012),
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Certain parties that appose the Comntission's incorporation of the Capacity Case
deferrals in the modified 03P overlook the fact that the Capacity Case was opened prior to
each of the ESP 2 applications filed by AEP-Ohiv and that each of the applications
proposed a state compensation capacity charge and plan for resolution of the issue. The
Cornxaniss.tan rejects the Corn.pany's two-#zer ea.pacity plan and rates, proposed as a part of
this modified ESP 2.

Furthermore, in accordance with Secdon: 4928,144, Revised Code, tlie. Conurdssion
may order any }ust and reasonable pha.se-zzt of any rate or price established under Sectie,n..^
4928.141., 4928.142, or 4928.143, Revised Code, including carrying cbarges. Where the
Commission establ.ishes a phase-ui, the Commission must also authorize the creation of
the xegulatory asset to defer the incurred costs equal to the amount not collected, pliis
carrying chaxges on the amount not collected, and authorize the recovery of the deferral
and carrying charges by way of a non-bvpassable surcharge.

Se-uera.l of the interveners argue that because the record in the modified ESP was
closed when the Capacity Order was issued, the deferral of capacity charges was not made
an issue in the modified ESP case, the record does not support -th.e deferral of capacity
charges or that the parties were not afforded due process on the issue. We disagre€:, AEP-
Ohio proposed certain capacity charges and a plan as a paxt of ffiis modified ESP and
corrsistent with the Com.m.i.ssion's alithority we may approve or modify and approve aal.
ESi". Nothing in the Section 4928.144, Revised. Code, limits the Cornmission's authority to
modify the ESP to include deferrals on its own mtion. With the Commission's decision to
begin coUecting the deferral in part fhrough the RSR, aii other issues raised on tilis matter
are addressed in that section of the Order.

22. Phase-in Recnvffy Rider and Seeudtizzatiarc

As part of AEP-Ohio's ESP I case, ta mitigate the impact of the rate increase for
customers, the Comn.iission - ordered, pur suant to Section 4928.144; Revised Code, the
Company to phase-in any increase authorized over an established percentage for each year
of the ESP.21 The Commission authorized CSP and OP to establish a regdatory asset to
record and defer fuel expenses, with carrying costs at the vveighted average cost of capital
(WACC), with recovery through a non-bypassable surcharge to commence January 1,
2012, and continue through December 31, 201$,22 This aspect of the lESP 1 Order is fin&
and non-appealable. On Selatember 1, 2011, CSP and 0111 filed the Phase-in Recovery Case
application to request the creation of the Phase-In Recovery Rider (PIRR), a mechanism to
recover the accurnulated deferred fuel costs, including carrying costs, to be effective with
tlrn.efirst billing cycle of January 2012. The Phase-in Recovery Case was a part of the
propcpsc-d E'Sp' 2 Stipulation which was initially approved by the Cumznission on

21 ESP I Order at 22.

72 ESP 1 Order at 20-23; F'̂  rst E,..SP EUR at 6-10.
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December 14, 2017:. Consistent with. the Commission's directive in the February 23, 2012
Entry on Rehearing rejecting the ESP Stipulation, a procedurai schedule was established
for the I'hase-zrc Recovery C;ase to proceed independentiy of any ESP. On August 2, 2-012,
the Coxzumission issued its decision on the Company's 3.^IIiR application.

Notwithstanding tbe Phase-in Recovery Case, as a part of th2s modi#ied ESP case,
AE.P-Ohao requests that recovery of the deferred f-tzel - expenses be delayed, while
continuing to accrue ca-rrying cost at WACC, until June 2013. The Conipany does not
propose to extend the recovery period. AEP-Uhio also proposes that the PIIZIZs of CSP and
OP be coznbined, The rafiionale presented by the Company for delaying cQLtecia.on of the
PIRR is to coincide with and offset the consolidation of the FAC, which the Company
reasons will minirnize cusforner rate zm..pacts. ,A.ccording tc, AEP-Ohio witness Roush,
combining the PIRR rates -wzU increase the rate for customers in the CSP rate zone apd
reduce the rate for customers in the OP rate zone. In this nnodi_fied E,SP proceedin& AIEI'-
Oftio aL.sa requests that the Cornrxaissi.on suspend the procedural scb.edule in the PIRR
cases. (AEP-Ohio Ex_ 118 at 8; AEP-OYuo F.x. 119 at3; AEP-Ohio Ex, III at 5-6.)

A.EP-Ohic, witness Hawkins acknowledges Yhat legislation pexmmitting the
securitization of the PIRR was passed izi December 2011 but claims that secuziti.zatioai of
the PMR regulatory asset wi.il lilc.ely take about zune months to finalize after the issuance
of a final, non-appealable order. AEP-Oh_io admits that securitization of the FifZR
regulatory assets would reduce customer ec;osts as a result of the reducticm in carrying costs
and provide the Company with capital to assist with the transition to market. (AEP-C)hio
E;r. 102 at 7-8.)

OCC opposes the notion that AEP-Ohio be permitted to earna refm.-n on its own
capital agWACC while the PIRR is delayed at the Company's request. Further, CCC and
APJN agree with Staff that collection of the PIRR should commence as soon as possible
after the Cc,nuu.ssion issues its Order, the delay in collection amounts to an additfonal cost
of $64.5 million. OCC and APJN argue that there is no. justification for the delay and the
delay at WACC only serves to benefit the Company. Since the delayed collection is at the
Company's request, OCC and APjN advocate t:hat no further carrying charges accrue or
the carrying charge be reduced to the Io.ng-term cost of debt. (OCC Ex. 115 at 4-7; C?CC Ex.
I21 at 20-22; OCC/ .AI"JN Br. at 64-72)

Siunitarlyf IEf3 argues that the delay of the PIRR violates Section 4928.144f Revised
Code, which requires that the delay in collection at WACC be consistent with sound
regulatory pzacficer just, and reasonable. IEU estimates the additional carrying cost NV%ll be
at least an additional $40 to $45 million and reasons that AJEP-C7hio was only authorized to
collect Ih'ACC on deferred fuel costs through December 31, 2011, the end of FSP X. (IEU
Ex. 129 at 30-31,14; Tr. at 3639, 4549.)
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Ormet argues that the increased carrying charge to defer the implen-ieritatiun of the
PIRR until June 2013 is excessive and presents a number of legal and pragmatic issues.
Oxnnet notes that the interest to be incurred by delaying the implerrtenta.tion of the PIRR is
based on an interest rate of 11.26 percent, more ttian AEP-(3Wo utilized to determine the
RSR. Ormet encourages the Ccsmm.issiEon to reduce the carryirig cost, in light of the change
in economic and fin.anca,ai circu.mstanccs since the ESP 1Order, to the short-term cost of
debt and to delay PIRR implementation until securitization is complete or at least until
June 2013. (Ormet Br. at 23-24.)

Ormet and IEU request that the Cornpany be directed to maintain the separate PIRR
mechaniszxs for CSP and OP to reduce the impact on ratepayers, IEU notes that; CSP
customers have contributed approximately one percent of the total PIRR balance_ Ormet
notes that the cleferred fuel expenses that are the basis of the PIRI'^., as provided in the ESP
1. (7rder, is a final non-appealable order for tvhic-h AEP-0hio may rely to seek
ser_uritizat7m AEP-(7hicr has argued such, in tlzzs case in its filing of Ma.rch 6, 2012, and
Ormet contends that pzzrsuant to Natic,tr7v-iu'e Ins. Co. v. Hall, No. 1258,1978 WL 214906 at *3
(Ohio App. 7 DAst. Mar; a 197$) AFP-0hio can not now assert a contradretozy legal
position. (Tr. at 4543-4548; Ormet F.x.1U6B at 9; Ormet Br. at 23-27; IEU Ex. 129 at 9-11;
IEU Br. at 72)

Ormet asserts that blending the PIRR rate for CSP and OP rate zones constitutes a
retroactive chazige in fuel costs for whic:h AFl'-Ohfv has faiYcd to offer any justification.
Ormet states that at the time the fuel cost were incurred, CSP and OP were not rnerged
and that the overwhelming majaxity of the PIRR baianee is from the OP rate zone. The
rati.orole offered by Clrmefi is that the blending of the FAC rate is fundamentally different
from the blending of the PIRR rate, as FAC is an ongoing look at current and future fuel
costs where the PIRR is the collection of previously incurred, deferred fuel costs. Qrznet
argues that the Conunission has previously concluded that the distinction between
retrospective and prospective is key to what constitutes prohzbited retroactive raterraking.
Ohmef asks that, consistent -with the C_ommrnmis,sian°s determir ►:ation in the ESP 3 Eniry on
Remand Order, tiiat the Commission find the blending of the C.SP and OP .PIRR balances
equates to changing the rate for previously incurred but deferred fuel costs. ('.Cr. at 1197`
4536-4537, 4540; Ormet Br. at 27-31.)

The Company reasons that the PIRR reguIato.yr asset is on the books of OP, as the
surviving entity post-merger, along with aH of the other assets and liabilities of the former
CSP. Therefore, it is appropriate for aIl A.EP-Ohia customers to pay the PIRR. A.EP-OIhia
notes that Staff advocates that the FAC and PIRR be immediately unified an.d
implemented, because CSP customers benefit from a rate impact perspective with the
mergiing, of both rates (Tz. at 4539-4540).
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Staff opposes the Company's request to delay recovei-y of the .mreerged PIRR rates
and recommends that the C.trnsn.i.ssion direct recovery to commence upon approval of the
modified ESP to avoid increased carrying chaxges associated with the dely. Staff notes
th-at with a P;CRR balance of approximately $549 rnilRvn, delaying PIRR recovery until June
2013 results in add.itzonal carrying charges of $71 zrrillion at the WACC. Further, Staff
supports thamerger of the PIPd.Z: rates. (Staff Ec.109 at 4-3.)

AEP-Ohio answers that the difference between the Company's proposal to delay
collection of the PIRR in comparison to the Staff and certain interveners opposition to the
delay is essentially a balancing or prioritizing between two goals: n-dtigating present rate
impacts and reducing the total carrying charges. The Company's proposal was aimed at
addressing the first goal and the Staff`s position prioritizes the second goal. TI-ie Coanpany
contends #hat its proposa.i to delay implementation of the PIRR until June 2013 to coincide
with the iu-dfication of PAC rates is reasonable, results in rninima.i immediate rate impacts
to custorners, and should be approved

AEP:-Ohio's request to suspen.d the procedural schedule in the PIRR case is moot, as
it does not appear that the Company made a sinai.tar request in the Phase-in I.^ecovery
Cases, and givm ttia:t the Comniission has issued its decision on the P.IRR application.
Consistent with the Coznpany's Iiartited request as to the PTRR in this modified ESP, we
wifl address the commcncement of the amortization period for the PHU?, combining the
PIRR rates for the CSP and. OP rate zones and securztizaiaon. Any remair,zn.g issue raised
as to the deferred fuel expense or the PIRR that is not addressed in the PI-Lase-in Recovery
UrdQr or this modifa.ed ESP Order is denied.

As AEP-0hio correctly points out, delaying collection of the PIRR to offset against
the merged FAC rates, as opposed to immediately coxnmexzcin.g collection of the PM, is
indeed the prioritizing between two goals. AEP-Ohio's request to delay commencement
of the amortization period for -the PIRR is denied. In this case, where the accrued carrying
charges during the requested delay are estimated to be an additioral. $40 to $71 mi3lion, it
is unreas6nable for the Conznission to approve the delay and germdt carrying rha.rges ix.i
continue tc, accrue merely to facilitate one charge offsetting another. AEP-Ohio is directed
to commence recovery of the PIP.R charges as soon as practicable after the issuance of this
Order.

We agree wifh the recommendation of Ormet and IEU to maintaan separate PIRR
rates for the CSP and OP rate zones. The PIRR balance was incurred primarily by OP
customers, and accord`zrig fio cost causation principles, the recovery of the balance should
be fram OP customers. purther, as discussed above, the Conurtission directs that FAC
rates should be maintained on a. separate basis.

A^m
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IEI.T argues that the PZRR #ails to address the requirements of Section 4929-20(f),
Revised Code,23 that requires non-bypassable charges arising from a phase-in deferral are
applicable t-c, custo.mers in governm.ental aggregation programs only in proportionate to
the benefit received. IEII`s claim that the PZIZR violates Section 492$.20(l), Revised Code, is
misdirected. The PIRR is not part of this ES.P proceedirrg but was the directive of the
Commission in the Company's prior ESP case. 7,'hexefore, the Commission fzhds that IEU
should have raised thi:s issue in the ESP 1 case or when the Conaxiission established the
PIRR. and that Section 492$.144R Revised Code, as to the collection of the PIRR, is not
applicable to this modified ESP proceeding.

The Carnrnission notes that AEP-Ohio witness Hawkins testified that securitization
of the F'3RIZ regulatcrry assets would reduce customer costs through the reduction of t^he
carrying cost and provide AEP-Ohio with the needed capital to assist -witlx the transition to
competition. AEP-Ohio also states that recovery of the PIRR can camrnence before
securitization is complete. Qrrrcet supports secxzritizatron of the PIRR (AEP-Ohio Ex.1t3'2
at B; Ormet Br. at 24-25.)

Finally, while AEF-Ohio does not specifically propose securitization of ffie PIRR in
the inodified ESP, A EEP` C?hia notes that securitization offers a benefit to both customers
and AEP-Ohio. Further, no parties opposed the idea of securiti.zirzg the PIRR.
Accordingly, we direct AEP-Ohio to take advantage of tl-Lis extremely use:ful tool our
General Assem.bly created for electric utilities and their customers through House Bill 364
and s^^.^itize the PIRR deferral balance. Securitization not only leads to lower uti.lityy b.il.Is
for aILl customers as a result of reduced carrying costs, but also leads, to lower borrowing
costs for AEP-Ohio. The Conmdssi.oz3 fh.-ids it extremely irnpartars.t, particularly when our
State has been hit by tough ecoracinm'c times, to keep customer ntz3:ity bilis as low as
possible, and securi.tizati.on of the PIRR provides us with a means to ensure we protect
customer interests. Therefore, AEP-Ohao shall initiate the securitizatiorc process for the
PIRR deferral balance as soon as practicable..

23 Seertion 4928.20(1), Revised C-ode, states_

Custamers that are part of a govenunental aggregation uncler this section shall be respons%ble only for
such porlion of a surcharge ua-ider section 4928.144 of the Revssed. Code #:hat is proportionate to the
bezaefz#s,. as deteTmineei by the conmvssian„ that elecbrzc load centers xv"sthaa the jurisdiction of the
governmeattal agg,regation as a group receive. The proportivrtate surdiarge so esEa.biished slaaR apply iD
each customer of the govemzneatta.t aggregation while the customer is part of tli.at aggregation. If a
customeT ceases being such a customer, the crtherwise applicable surcharge shaU apply. Nothing in this
section sW result in less tha.n. fvlI recoveTy by an electric distribution uii3ity of any surcharge
authorized under section 4928.144 of the Revised C'ode_ Nodung in this secfi.on shalI result zn less than
the fiiil. and ifimely impcksiffan, chasging, co3lec[ion, and adjustmettt by an electric distrxbufamn u.tiJlzty, its
assignee, or any coIkecfion agen.t, of the phase-in-recovery ciiarges autltorzzed pursuant to a final
iCxiiancing order issued pursuant to sectioxts 4928..23 to 4928.2318 of the Revised Coade.

11
qY9,Yqf/Ifj mlfll Hl^J,f91611iN^
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°l'he Company describes, but does not request as a part of tfLis modified ESP, its
proposed application for fuR corporate separation filed in Case No. 12-11-26-EL-LiNC
(Corporate Separation Case), pursuant to the requuiremonts of Section 4928.17, Revised
Code, and Chapter 49U1_1-37, O.A.C.24 AL'P--Gihia asserts full corporate separation is a
necessaU prerequisite for generation a,sset divestiture and AEP-Oh7:o's transition to an
au.ctican-based SSO. Pursuant to the proposed madified. ESP and the Company's proposed
corporate separation plan, AEP-Ohio will retain tran5niission and di.stributiort ret.ated
assets, its REPAs and the associated RECs. AEl?-C7hio will transfer to its generation
affiliate, GenResources, existing generation units and contractual enti:tlements, ffia.ei-re:lated
assets and contracts and other assets and liabilities related to the generation business.25
The generation assets witi be transferred at net book value. AEP-Ohio proposes to retain
se.nior notes and pollution ccanfrol revenue boi-ids, as such long-terna: debt is not secured by
the generation assets being txansferred to GextResciuxces. 'Fhe Company expects to
complete temxi.n,ation of the Pool Agreement and full corporate separation by January 1,
201$,215 (AEP-Ohio Ex.1C3 at 4-6, 8, Z1-22.)

AEP-Ohio is a Fixed Resource Requixement (FRR) entity, pursuant to the
requirements of PnVT Interconnection LLC {PM, and mu.st remain an. FRR unf%1 June 1,
2015, To meet its FRR obligations after fuIl. corporate separation and before the proposed
ei-tergSr auctions for delivery commencing January 7., 2015, the Company states
GenResources will provide AEP•tJhica, via a full requirements wholesale agreement, its
load requs.remen.ts to supply non-shopping customers. Pursuant to the proposed rnodified
ESP, A.EP-Ohic proposes that for the period January 1, 2015 through May 31, 2015,
C-enResouzces wiU pro-vide AEP-Ohio on1y capacity, no energy, at $255 per MW-day and
the contract between AEP-Ohio and GenResources will terminate effective June 1, 2015,
when both energy and capacity will be provided to SSO customers fhrough an auction,
Whiie AEP-Ohia is an FRR entity, the Coanpariy states it will make capacity payments to
Gen.Resources for the energy only auctions proposed in this modified E,SP at $255 per
MW-day_ Generation-related revenues paid to AEP-Jhica by Ohio ratepayexs will be
passed €hxough to GenResources for capacity and energy received for the SSC7 load, and
AEP-Ohio wi.llreirrs.burse GenResources on a doilar-for-do^Î ar basis for tran.smassi.on,
ancillary, and other service charges bilied to GenResources by PJM to serve AE€? Qhica's

24 See In the Iviaffer of the li.*r'ra€ion of CJhi® Pmler Company fir Apprava.t of Futt Ugal Crnparate 5eparation and
li.rnerzdrrzerxg to its Corporate Separation Plan, Case No.12-1126-EL-UNC, filed March 3(), 247.2-

2% AEP-Oluo notes that afber ixans£erring the generation assets and liabilities to Genpesouri^es,
GenResourcea v,ffi transfer Amos txrni.t 3 and 80 percent of the MtcheU Plant to A.ppa3acIifazt Powe•.r
Company (A1'Co) and transfer the balance oF the Fvlitcheil Plant to ICentucky Power Company {KM, so
the utili.taes can meet th+eir respective load reqtiijrement absent the AEP East Pool Agreement (A.E;P-+Qitio
Fx.1U3 at 22).

26 As a part of the modified ESP, AEI'-Oiuo requests approval for a Pooi Termination Ridez wlkh is
ad.cl.res.sed zn a separate 5ection of this Order.

^ .. ---
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SSO load. In addition, AEP-Ohio vui1:L remrt all capacity payments made by CRES
providers pursuant to PJM's Reliability Ass€zrance Agreemez-it to GenResotarces as tivell as
revezz-ue.s from the Retail SEability Rider as compensatim far fiufilixnent of AEP-C3hio`s
FRR obligations. (AEP-Ohio Ex.1(t1. at 23; AEP-Obio Ex.103 at 6-8; "Tr. at 515-519_)

. IEU, CCC and APJN argue that because AEP-Obio has made the modified FSP
fiJin.g contingent on receiving approval of -the corporate separation plan yet failed to
request consolidation of the Corporate Separation Case, the Com.mi.ssion carmot approve
the corporate separation plan as a part of this proceeding. (OCC/APJN Br_ at 73; IEU Br.
76-77.)

In fact, IEU argues that AEP-Obio is not the FRR entity but, Ame-rican Electric
POwe.r Service COrporation (AEP-SC) is the ERR entity on behalf of all of the Arnericar ►
Electric Power operating companies within PJM and, thetefare, AEP-C)hio does not have
an.y FRR obliga.tio:n. Nor has AEP-Ohio ofrered into evidence, TFC3 notes, AEPSC`s FRR
capacity plan or indicated which of AEP-Ohio's generation assets are part of the capacity
plan. IEU masons that AEP-Ohio's generation assets are not dedicated to AEP-C?luo`s
distribution customers and may be replaced by Qther capacity resources. (IEU Ex. 125 at
23f AEP-0hio Ex.103 at 9.)

DER artd DECAM argue that AEI'-(Jhi:a''s proposal to contract ^,Aith GenResources
to serve the SSO load at the proposed capaci.ty price after corporate separation is an illegal
violation of the corparate separation laws and violates state policy causing a negative
impact on the ability of unaf.Eiliated CRES providers tc) co.mpete ui. OP territoxy (Tr. at 812-
813; DER/DECAM Br. at 11).

Staff opposes AEP-Oluci s request to retain $296 anillion in pollution control bonds,
where there has not been, according to Staff, any demonstration that use of the
intercOmpan.y notes would have a substantial negative affect on the generation affsliaWs
cost of debt Staff proposes that AEf"-Ohia be dixect.ed to make a filing with the
CGmTnissi0n within six months after the completion of corporate separation, to
dPons#rate that there is not any substntW negative impact on AEP-C)^.iia i€ the debt or
intercompany notes are not transferred to the generation a€filiate: Therefore, Staff
recommends that the Camznission deny tb.is aspect of the Com.pany's ESP proposal at thi..s
time. Further, Staff recommends that the Corporate Organization chart be updated to
reflect the legal entities that are related to American Electric Power Inc., as well as all
repaxtable segments related to AEP-Ohio, in a form.at and manner szzm3:lar to the
inforznation A.merAcan' Electric Power Inc. provides in its 1(}K filing to the Secunti+es and
Exchange Commission. (Staff Ex. 108 at 5-6; Tr. at 4405^.)

AEP-Obio did not request cc+n,solzdatiQxi of its pending corporate separation plan in
conjur►cti:gn with this modified ESP application, and as such the Cvmniiss; an will consAder
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the corporate separation application in a separate dQcket. As sUCh, the primary issues to
be considered in this modified ESP proceeding is how the divestiture of the gerteration
assets and the agreement between A.EI'-Ohio and. GenResources wi.ll impact SSO rates.

We find :IEU's arguments, that .A:EP--Ohic+ is not the entity cOrnmitted to an. -FRR
obligation with M to be form over substance. A.EPSC entered into the FRR agreement on
behalf of AF..T'-C7hio and other A.EP^hia operating affiliates and the legal obligation of
AEP-Ohio is no less binding Uzan if AEP-Qhio entered into the agreement directly.

The Commission fu ►ds that sufficient irdormation regarding the proposed
gertexation asset divesti.ture and ccrrptrrat•e separation, as reflected i-a more detail in the
Corporate Separation Case, has been provided in this modified ESP case to allow the
Commission to reasoriably cclnclude that terrninata.on of the Pool Agreement and corporate
separation facilitate t`EP-CYhi.o's transition to a competi_tive market in C}Wo. With the
modification and adoption of the modified ESP, as presented in this Order, the
Coznmissien may reasoriably detez7nizte the ESP rates, including the rate impact of the
generation asset divestiture, on the Cornpanys SSO customers for the term of the modified
ESP, where upon SSO rates will subsequently bx- subject to a competitive bidding process.
Vv'h.i1e, AEP-Ohio proposes to enter into an agreement with Gen.Resources to provide AEl'-
Ohio capatcity at $255 per 1'viW-day, we emphasize t:hat based on the Camrnission`s
decision in the Capacity Case, AEP-Ohio will. not receive any more than the staie
compensation capacity charge of $188.88 per MW-day from C'3hio custoniers during the
term of this frSP.

As the Commission understands the Caznpany's description of the generation
divestiture, alI AEP-Ohio generation .facilities, except Amos and Mitchell, will be
transferred to GenResources at net book value. Amos and 1'w.fi.tchell wiU ultimately be
trailsfezred to AEP-Ohio operating affiliates at net book value.

Staff raises some concern with the implementation of corporate separation and the
lack of the Company's transfer of all dQbt and:/ox intercompany notes to GenResources.
Despite the Sta#^f`s recommendation, the Comxnission approves AEP--Ohio`s requests to
re€aixi the pollutiQn contrrsl bonds contingent upon afffing with the Commission
demonstrating that AEP C?h:io ratepayers have not and c,vYll not incur any costs associated
with the cost of s,cervicing the assvciated debtv More specificafly, AEP-Ohio ratepayers
sha1.I. be held harrnless for the cost of the pollution control bonds, as well as any other
generation or gexieration related debt ar inter-company notes retained by AEP-Ohic. AEPa
Qhio shall file such infozmation with the Commission, in this docket no later than 90 days
after the issuance of this Order. Accordingly, the Commission finds that, subject to our
approval of the corporate separafian plan, the electfic distribution util.iity should divest its
generation assets from its non.coxnpetitive electric distribntzon utility assets by tran,sfer to
its separate eornpetitive retail generation subsadiary, GenResources, as represented in this
modified ESI'. I'he Company states that it has notified PJM of its xntention to enter PjME`s
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auction process for the delivery year 20152016. The Conix-ta.ssion will review the
remaining issues presented in the Company's Corporate Separation Case.

Ih regards to the contract between .A,FP-C?h.io and GenResouarees, FES contends that
after corporate separation AEP-Ohio cannot simply pass-through the generation rev enues
it receives without evidence that the cost are prudent consistent with Section
4928.143(8){2}(a), Revised Code, and. AEP-rJhio has done nothing to establish that $255 per
MW-day for capacity is prudent The price of $255 per MW--day is unrelated to cost or
market rates, and according to FES, appears to be well above market. Frutla.errnore,
Ccrosteilation and Exelon wi6.iess Fein testified that Exelon made an offer of energy and
capacity and an offer for capacity only to serve AEP-Ohio`s SSO load June 1, 2014 through
May 31, 2016, at a cost lower than the Coznpany i.s. proposing as a part of this modified
ESP. CortsteIlatr.on and Exelon emphasize that the PJM tarif£ does not proh.ibit an FRR
entity from making bi1ateral ptuehases in the market to rneet its capacity Qbl`agatzons.
(Cansteliation/Exeivn Ex.107, at 17-19). FES notes that according to testimony Qffered by
AEP-Ohio wsines.s NeLson, the $255 MW-day for ca.paci.ty is not based on costs nor%nde.xed
to the market rate. Furthermore, FES points out that AEPSC is negotiating the contract for
both AEP-C)hio and GenResources. AEP-Ohi.o has no intent, based on the testimony of
Mr. Nelson, to evaluate whether the cost of its contract u-ith GenResources for SSO service
cou-kd be reduced by contracting with another supplier. Based on the record evidence, FES
argues ftt t.ku.s aspect of the modified ESP does not comply with the requi-rer.rients of
Sec't%on 4928.143(B)(2)(a), Revised Code, . and the contract between AEP-Ohi:o and
GenResources, after corporate separation does not comply with the FERC Edgar
gv.idelines, which direct that no wholesale sale of electric energy or capacity between a
frarcchised public utility with captive customers and a market-regulated power sales
affiliate may take place without first receiving FERC authorization for the transaction
under section 205 of the Federal Power Act. (1'r. at 523--526; F135 Br. at 102-105.)

Th:.e Comxriission finds, that once corporate separation is effective and AEP-Ohio
procures its generation from GenResources that it is appropriate ,and reasonable for certazn
revenues to pass-through AEP-C)hio to GenResources. SpecificOy, the revenues AEP-
Ohio receives, after corporate separation is implemented, from the RSR whzcli are not
allocated to recovery of the deferral, revenue equivalent to the capacity charge of
$188.99/MW-day authorized in Case No. 10-2929-EL-UNC, generation-based revenues
from SSO customers, and -revenue for energy sales to shopping customers, should flow to
to CienResources. We recognize, as :F1EP-Otuo acknowledges and FES discusses in its reply
brief, that the contra_ct between AEP-OYti:o and CenResortarces is subject to prior FERC
approval. We do not make, as a part of our review of the Company's modified. ESP
application, any expressed or implied endorsement of the terms or conditions of the AEP-
OhiotQhio contract with GenResources, as presented zn this case.
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The Company's modified ESP application proposes the continuation of the
gridSMART rider approved by the Comxnission i:n the ESP I Order, with two
modifications. First, AEP-Mo requests that the grid SMART rates for the CSP rate zone
be e%pan.ded to the OP rate zone. Second, ?A.EP-Oh.io requests ffiat the net book value of
meters rebred as a result of the grid SMART project be deferred as a regulatory asset for
accounting ptrrposes. Currently, the net book value. of rz7.eters replaced as a result of Phase
1 of the gridS2v1ART project are charged to expense net of salvage and net of meter
transfers and included in the over/under ca].c.uIation of t-he rider. The Company expects to
complete the %nstallation of gridSMART equipment in Phase I and to complete
gridSMART data submissian to the U. S. Department of Energy on Phase 1 of the project
by December 31, 2013, ivith the evaluation to be completed.. around March. 31, 2014.
Further, AEP-ohio states that the Company intends to deploy elements of the gridSMART
program throughout the AEP-Ohio service territory as part of the proposed I3II2 program
propcrsed in this proceedin.g. (AEP-C)hio Ex. 107 at 10s A II'-€3hio Ex.1.10 at 9-11}

OCC and APJN submit that, to the extent that the Corc,_pany proposes to include
gridSMART costs in the UIR, there are numerous coneems that need to be addressed
before the Company is authorized to proceed. Staff, C7GC, and. APJN retort that the
Company's propcrsed e5cpansion of the gridSMA€Z.T project, before any evaluation a-nd
ana.lysis of the success of gri.dSMART Phase 1, is inconsistent with sound business
principles and shauld be rejected by the Conu.xdssion. Therefore, tl.-Lese parties recommend
that the Company not proceed with Phase 2 until evaluation of Phase 1, is complete, on or
about March 31:, 2414. (Staff Ex.1.05 at 5-be OCCJA:tIIJN Br. at 96-97 )

Mare specifically, Staff reasons that the costs of fixe expansion of various
grzdSNlART- technologies have not been determi.ned, the benefits of the gridSMART
expansion defined nor customer acceptance of such technologies evatuated_ In additidn,
Staff claims that the Company has stated that certain components of the aging disixi.bufion
infrastructure do not support gridSMART technologies. Despite Sta:ff`s position on the
commencement of Phase 2 of the gridSMART project, Staff does not oppose the
Company's installation, at the Cornpany"s expense and risk of recovery, of proven
distribution technologies that can proceed independently of gri.dSMART, which ad.dress
near term generation reliabilit'y concemsJ such as integrated voltage variation control
(IVVC), and do not present any security or zn.teroperabil.iiy issues or violate requirements
set forth by the Natiozlal. .Iris-tztute of Standards and Technology Interagency Report. Staff
endorses the continuation of the grsciSMA.RT rider to be callected b-om all. AEP-Ohio
customers. Staff empha.si.zes that equipment should not be recoverable in the gridSMART
rider until it is i.̂nstalled, has completed and passed thorough testing, and has been placed
in-service. (Staff Ex,105 at 3-6; Staff Ex.107 at 3-11}
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AEP'-OhiQ points out that no intervener has expressed any opposition to the
conthi.uattion and comp1con of gridSMART Phase 1 and, accord'rrtgly, AEP-Ohzo .request.s
approval of th& aspect of the modified .ESP. AEP-Ohio a.}sa requests that the Commzssivn
provide some Policy guidance ort whether the Company sh.ould proceed with the
exlaansiort of the gridSMART program.

As the Coinxra.iission noted in AEP-CJtuo`s E;P 1 C3rder.

Mt is important that steps be taken by the electric utilities to explore
and implement technologies... that will potentially provide long-terrn
beYiefits to customers and the electric utzlity. GridSMART Phase I will
provide CSP -with beneficial iitformation as to impieynentation,
equipment preferences, customer expectations, and customer
education requirements... More reliakb3.e service is clearly beneficial to
CSE's crsstomers. The Gorru-n%ssion strongly supports the
implementation of AMi [advanced metering infrastructurej and DA
[disi-ribution auixaxrtati.on initiative], wxtk,. HAN [home area network],
as we betieve these advanced technologies are the foundation fo-r
AFl'-Qhio providing its customers the ability to better manage their
energy usage and reduce their energy costs.

(ES.P 1 0-rder at 34-35.)

The Commission is not wavering in its conviction as to the benefits of gridSMART.
Thus, we direct AEP Ohio to continue the gndSMA.RT Phase 1 project and to complete the
review and evaluation of the project, We are approving the Caznpany's request to irdfi.ate
Phase 2 of the gridSMART project, prior to the March 31, 2014, completion of the
evaluation of gridSMART Phase 1, with those techrgolagies that fiave to-date demonstrated
success and are cost-effective. To require the Company to delay any fiuth.er expansion or
installation of gridSMART is ini.ecessarily -restricti:ve with respeGt ta the fizrther
deploymextt of successful indivzd.ual snlart grid systems and technologies used in the
projeck The Company shait file its proposed expansion of the gridSMART project,
gridSMA.RT Phase 2, as part of a new griclSMA.RT application, inciuding s3a_ffic%ent deta.il
on the equipment and technology proposed. for the Conunission to evaluate the
demonstrated success, cost-effectiveness, customer acceptance and feasibility of the
proposed tecl.unvlogy. However, the Company shall include, as Staff recomun:ends, IVVC
only iv:i!rh.un the distri.bution investment rider, as IVVC is not exclusive to the gxidSMART
prcrjecte TVVC supports the c,verali electric system reliability and can be YzTstatied without
the presence of grid smart technalvgies, although IVVC enhances or is necessary for grid
smart technology to operate properly and efficiently_ Furthermore, the gridSMART Phase
I rider was approved with specific limiiations as to the equipment for whi.ch recovery
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could be sought, and a dollar li:rnitation.2-7 Any griclS-M11IZT inveshnent beycand the Phase
1 pilot, which is not subject to recovery through the DIR n-techavsm, should be recovered
through a in.echani.sm other than the current gridSIVIART rider, for example, through, a
gridSMA,RT Phase 2 rider. The current gridSMART rider allows for recovery on an "as
spen.t" basis, with audits directed toward truing-up expenditures ivith collections tliro-ugh
the rider rate. Keeping subs+equenf non-I)IRf gridSMART expenditures in a new separate
recovery mechanism facilitates enforcement ai-nd a Comrnission detern-dnation that
recovery of gr`rdSMART irtvestrnent occur only after the equipment is installed., tested, and
is in--servi.ce. With these clarificatiozts, the Gommission approves the Company's request
to continue, as a part of this mc+dified ESP, th.e current gridvIVlART rider mechanism,
subject ta annual true-up and reconciliation based on the Company's prudently incurred
costs, and to extend the rate to include OP as well as CSP czstomexs_

We note fh;at the gridSM-ART Phase 1 rider w'as last evaluated for prudency of
expenditures, recaa.-iciled for over- axtc.i under-recoveries and the rate mecha-nism adjusted
h-L Case No. 11-1353-EL-RDR, with the rate effeeiive beginning Septem.ber,1, 2011. Despite
the Commissivn's p'ebruarg 23, 2012 rejection of the application i:n this ESP 2 pz°oceedin&
the recovery of the gridSMART rate rn.echandsm continued consistent with the Entry
issued. March 7, 2012- . Accordingly, the gridSMART rider rate mechanism approved in
Case No. 11-1353-E€^-12L'tR shall continue at the current rate until revised by the
Coznmission., We also note that in Case No. 11-1353-EL-RF3R, the GomxTdssion deducted
an amount from the Company's claim for the loss on the disposa.l of electro-mechanical
m.eters. The Cornr,ni.ssxon notes, as we stated in the Order issued August 4, 2011, that we
will address the meter issue in the Company's pending gri.dSlvIART rider application,
Case No. 12-509-EL-RDR, and nothing in th:is Order on the modified F..,SP should be
interpreted to the contrary.

15. Transmission Cost Recayer^Rider,

Pursuant to Commission authority, as set forth in Section 4923.05(A)(2), Revised
Code, and the rules in Chapter 4901:1-36, U_.A-G., electric u.tilities may seek recovery of
transmission and transrnission-related costs. Through this modified ESP, AEP-ohio
pz'oposes only that the tran.smission cost recovery rider (TCRR) mecharusms of the CSP
and OP xate zones be corr:lained. The Company proposes no other chaxiges to the TCRR
mecharusrn as a part of this ESP. (AEP-Ohio Ex.111. at 6-7; AEP-Ohio Ex.10î at 8.)

The Cor_nrnissiori notes that the current TCRR process lhas been in place since 2009,
and operates appropri:ately. As structured, with the TCRR m.echuusm any over- or under-
recovery is accounted for in tlte next serxu--arnual review of the TCRR mechanism. For this
reason, we do Iiflt expect any adverse rate Li2ipact for custorIl{'1`s with the coII1b1Y11.I1g of the

G.P and OP TCRR rate m.ech.anisxns: Giveri the rnerger of CSP izitc OIa'f effective as of

27 ESP 1 Order at 37-38; ESP I Enb.y on Rehearing at 18-24 ac^ty 23, 2tNJ9).
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December 31, 2011, the Coanxnissian fi-ads AEP-Ohio's request to combine the TCRR
mechaziiszn to be rea.sornable. The Corrirni,ssion directs that any over-recovery of
transmission or transrnission related costs, as a result of corn.binixYg the TCR]. uec3.ianisms,
be t°e+conciled in the over and under-recovery component of the Company's n+ext TCRR
rider update.

16. Enh.anced Service Reliab.ility Rid^

As part of AEP-Ohio's FSP I case, AFj,_0hio proposed an enhanced service
reiiability rider (E-S.RR), program w.hich included four components, of whicft Qrdy the
trarzsitian to a eyde-based vegetation management program was approved by 'the
Co.xnmission, In tIiis modified ESP, AEP-Ohio requests continuation of the ESRR an.d the
Company's transition to a four-year, cycle-based hinunirig program. Further, the
Company proposes the unification of the ESRR rates for each rate zone into a single rate,
adjJusted for antdpated cost incxeases over the term of the ESP, with cartying cost on
capital, assets and armu.al reconeiliation, AEP-Ohio admits that hefore the ini.tiadon of the
transitional vegetation nu-ma:gement progxam, the number of tree-related circuit outages
had gradually increased. However, the Company states that with the initiat.ion of the new
vegetation management program, the nunlbex of tree-caused outages has been reduced
and service reliability has improved. AEP' Ohio proposes to complete the transition from a
perfornza.nce-based progra.m to a four-year, cyde-based trimmin.g program for all of the
Compa.ny`s distribution circu.its as approved by the Commission in the prior ESP.
11ojr,rever, the Company notes that the vegetation management plan was irn:pl.emented as a
five-year transition progra;n and, as a result of the delay in adopting a second ESP aaad
increases in the expected costs to complete implementation of the cycie+based trimmir,g
program, it is now necessary to exteztd the implem.entation period to include an a.dditional
year into 2014. AEP-Ohio requests incremental funndi.ng for 2014 for both the completion
of the transition to a cycle-based vegetation management prog=i of $16 ma.Il.ion and an
incremental increase of $18 million annually to maintain the cycle-based program. (AEP-
0hio Ec.107 at 5,• AEP-Ohi.o Ex. 3.10 at 5-9.)

Staff supports the continuance of the FSR.R. through 2014 but not any cost incurred
thereafter. Staff reasons that after 2014, the Co.m:parVs trartsPtiozt to a four-year, cycle-
ba.,.sed ve"tion. management program wzH be complete and regular rnaintenazue
pursuant to the program wM be part of the Company's normal operations, the cost of
which should be recovered through base rates iiot through the ESlM Further, Staff argues
that the ESRR funding level for the period 2012 through 2014 is ovemtated due to the
increased ESRR baseline reflected in the Company's recent di.stribution rate case.28
According to Staff, to reach the rate base in the Stipu:Iation in the distribution rate case,
Staff agreed to an increase in the revenue requirement for C.SP and OP which incorporated
an annual increase in vegetation znanngexnent operatzon and maintenance expp.nse of $17.8

2-8 £nn-A EP-Ohao, Opinion and (?rder, Case Na.11-351-LT.,-,.^.t€2, etaL (December 14, 20].1).
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mill.iorc amualIy for 2012 through 2014 over its recommendation in the Staff Report. For
that reason, Staff asserts that vegetaticrn management operation and maYntenance expense
must be reduced by $178 rrtillion annually for the period 2012 through 2014. Purther, Staff
recommends that the eommi5si.cm direct A.EP-Ohio to file, pursuant to Rule 4901:1-70-
27^(2) and (3), O.A.C., by no later than December 31, 2013, a revised vegetation
rnahagen-wnt program whic.h. camraits the Company to complete end-to-end trirruming on
all of its distribution circuits every four years beginning January 1, 2014 and beycxnd.
(Staff Ex. 106 at 12:14:; Tr. at 4363-4365.)

AEP-Ohio retor€s that 'Staff ignores the fact thaE the Stipulation, and the
Commission Order approving the Stipulation, in the Company's distribution rate case do
not detail any increase in the ESRR baseline. AEP-Ohio requests that the CommJ:ssion
reject Staff".s view of the rate case set-tlement a.s, unsupported and improper, after the
issuance of a final, non-appealable order in the case. As to St.a.ff's proposed termination of
funding a€ter 2014, the Company offers that such would undernnine the benefits of the
cycl.e-:^sed trimm.xng. (AEP-Ohio Reply Br. at 76-77)

The Cozntsussion concludes that while the Stipulation in the distribution rate case
reflects an increase in the baseline operations and n-tain.tenance expense from the level
recommended in the Staff Report, there is no evidence in the Stipulation or the
Conzn.isszQn's Order adopting the Sripulation which specifically supports a$7.78 rn.i€llion
increase in operations and m.ai_ntemnce expense for the vegetation management program.
Accordingly, the Commission approves the continuation of the vegetation m.an.agement
program, via the ESRIt, and merger of the xates, as requested by the Company for the term
of the modified .FSP, through May 31, 2015. Within 90 days after the conclusion of the
ESRR, the Compaity shall make the necessary filing for the final year revie-w and
recancili.atadzt of the rider. We direct .AEP-Ohio to file a revised vegetation management
program consistent with this Order and Rule 4901:1-10-27(E)(2) an:d (3), O.A.C., by no later
than Detem.ber 31, 2012 We see no need to wait until December 2013 for the filing, as
requested by Staff, in light of our ruling in this 0rder.

17_ Pmergy Efficiency and. Peak L}ernarp:d Reduction Rider

Through this modified ESP, the Company proposes the continuation of the
EE/PDR Rider, with the unification of the rates into a singie rate. The rE/PDR rider
would continue to be, as it has been since its adoption in the FSI" 1 cases,29 updated
annually. .A.EP-C?hia notes the proposed regulatory accouuntzng for the EE fPDR rider, is
over under.accou.nting with no carryin.g charge on the investment and no carrying charge
on the over/under balance. The Company states that it has developed energy efficiency
and demand response prograrns for all. customer segments and ffirough tb.e
implementation of the prograzz-is customers have the potential to save approxiniateiy $630

29 ESP 1 C)reiex at 4I-4S, kSP I EUR, at27-31.
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nuMon in reduced electric service cost over the life of the progratns. Further, the EEJPDR
programs cause power plant exnissions to be reduced. AE['-0hio testified that its energy
efficiency an.d peak dezxzantl response programs for 2009 through 2011 have been very
successful in meeting the benchnaarks_ Staff endorses the Company's request to con:tiDue
the EE/PDR rider. (AEP-Ohio Ex.107 at 8, AEP-Ohio Ex.118 at 1142, Staff br. at 31-)

The CQrnzni.ssion approves the rcterger of the EE/PDR rider rates for the CSP and
OP rate zones a-nd, for the term. of -tf-iis modified ESP, the coniznuation of the EE/PDR. rider
as adopted in the ESP 1 Order and subsequently confirmed in each of the Company's
succeeding EE/PDR cases. In addition, as we es#a.blished in our analysis of the IRP-D
credit, because the IRP D credit promotes energy efficiency, it is appropriate for AEP-C?hiU
to recover any costs associated with. the IRP-Durider the EE/PDR rider, as opposed to the
IRSR„ Further, the Conumission directs AEP-,CZhicafo take the apprapriafie steps necessary to
bid the energy efficiency savings funded by the EE/PDR rider into the next PJI'vf base
residual auction and all subsequent auctions held during the term of the ESP.

18. Economic Developxr►ent Rider

AEP-Ohio's modified ESP application request approval to continue, with one
modificarioz, the non-bypassable Economic Development Rider (EDR). The EDR
mechanis-ux recovers the costs, incentives, and forgone revenues assoc.iated with new or
expanding Cornnii.ssion a.pproved special arjrangem.ents for econonm.ic development and
job retention. As currently designed, the EDR rate is a component of ea.ch customer's base
clistrifna.tion rates. The Company wishes to merge the EDR rates for each of the rate zones
into a single EDR rate with the EDR rate to continue in all other respects as approved by
the Comtnission in the ESP I Order and the Company's subsequent EDR cases. As
currently approved by the Ccrrinznzssicn.r the EDR is updated periodically and the
regulatory accounting for the EDR, being over-under accauntzng with no carrying charge
on the investment and a long-term interest carrying e.harge on any unrecovered balance.
AEP-Uluo states that the EDR supports, Uhio's effectiveness in the globa3 economy as
required in Section 4928.02(N), Revised Code. .AEP-Ohio asserts that the proposed EDR is
reasonable and should be adopted as part of the modified FSI'. (.A.EP-Qhia Ex.111 at 3, 7
and Ex. DMR-5; AEP-Ohio Ex.1Q7 at 8; AEP-Ohio Ex. 118 at 7,13.)

Staff supports the Company's EDR gropasa.l. (Staff Br. at 31). However, OCC and
APJN argiae the Company allocates the EDR rsdear based oniy on distriibution revenues as
opposed to current total revenues (distrib,xtioni transmission and generation) between the
customer classes in compliance with Rule 4901:1-38-08(.A.), O.A.C.30 OCC and APJN note

3() IZuie 49M:1^ 08(?i)(4), OAC, states:

The amount of the revenue iecovery rider shal[ be spread fio all customers in praportion.
tn the c:ctrz•ent revexi.ue distrihntion betwee^.^ and artxcrrsg classes, subject to change,

^^ ^^
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that the Conunission approved Dayton Povver & Light Company's EDR application with a
similar aflocation to the ao.e they are proposing ,AEP-C?hio be required to adopt.31

The Comp,?ny argues that because transrission; and generation rev enues are
recovered only from its nonshopping custo.nners, that OCCs and APJN's proposal would
actually result iz3, residential customers being responsible fox a grea.ter share of the delta
revenues th.an under the current alIocation method based on1y on distribution revenues
paid by shopping and norr-slierpping customers. Further, AEP-Qhio notes that the
Coxrimission rejected this same prcrposa3. by UC'C in the FSP 1 cases and requests that the
Commission again reject the proposed change in the allocation methodology. (AII'-C?hio
Reply Br. at 7&.)

The Commission rejects 4CC's and APJN's request to revise the basis fcar the EDR
allocatiori., given the fact that the EDR is a non-bypassable rider recovered from shopping
and non-shopping custorners alike. We recogruze that the EDR acts to attract rtew
business and to facilitate th.e expansion of existing businesses z.n. 0hio. In order ixD allow
AEP-Ohio to effectively promote economic development to customers in its service
territories, and contznue its positive corporate presence in communities t.hroughout Ohio,
as evidenced by mWtip.Ie witnesses a-E the pubtzc hearings, we find it reasonable for AEl'to
maintain its corporate headquarters in Columbus, Ohio, at a minimum, for the entire term
of this ESP and the subsequent collect-ioit period associ:ated with the deferral costs
includeet. in the RSR. Further, the Commission finds that, the EDR, as a non-bypassable
rider, is recovered frmzr► all AEP-Ohio shopping and non-shopping custrxrners. Therefore,
we approve the Company's request to merge the EDR rates for the C.SP a.nd OP rate zones
into a single rate and to otherwise continue the EDR m.echanism as previously approved
by the C'omnxissian in the Company's E,SP 3Order, as revised or clarified in its subsequent
EDR proceedings.

Add'ztionaHy, arr, light of the extenuating economic circumstances, the CorzuraissiQn
hereby orders the Company to reinstate the Ohio Growth Fund, to be funded by
shareholders at $2 rn.illpon per year, or portion thereof, during the term of this ESP. The
Ohio Growth Fund creates private sectur economic development resources to support and
work in conqunction with other resources to attract new investment and improve job
growth in [7hio,

alteration, or modification by the cfl€rzrxtissiri.r- The electric utilzty sh.ail fxle the projected
impact of ttLe propowd .r.ideT on aIl customers, by customer class.

31 See In re L)a.y-torL Povaer Sr Ligkt Company, Case No. 12-815-EL. RDR, Order (Apri). 25, 20-1.2).
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19. Storm Damaj^e Rccovery Mechanism

-68-

AEI'-L.̂ hio proposes a storm damage recovery inechanism be creat,ed to recover any
incremental expenses incurred due to xnajor storm events (AEP-Ohio Ex.11t} at 20). A.EI-
C7hi.o provides that the mechanism would be created in the amount of $5 niit.ti:an per year
in accordance with the settlement in Case Nos. 11-351:-EL,-:AIIZ and 11352-Efx-AIR. In
support of the storm damage recovery mechaxdsnt, AEP-Ohio witness Kirkpatrick notes
that absent the rnechaniszn, forecasted operatio-n and maintenance (O&M) funds would be
constantly diverted to cover the expense of major storms, whie-h could disrupt planned
mai.nterkirtce -activities and impact system reliability. The determination of what a major
storm iLi or is not would be determined by methodology outlined ift the IEEE Guide for
EfeciTic Power 'Distributian Reliability indices, as set forth in Rule 4901:1-10-1t}(B), O.A.C.
(Id) Any capitai costs that would be incurred due to a major storm would either become a
component of the DIR or would be addressed in a distribution rate case (Id. at 21). Upon
approval of the storm damage recovery m.echanism, AE1'-0hio wi1] defer filie incremental
distribution expenses above or below the $5 miIEon storm expeme beginning with the
effective date of January 1, 20,12 (AEP-Ohio Ex.1.i?7 at 10).

CCC: notes that while AEP-C3hio's actuaf storm costs expenses are currently
unknown, it is iikely that AEP-Ohio w%II incur more than $5 million based on hi.storzc data,
which indicates the average annuai expenses amount to approxixr.wately $8.97 million per
year (OCC Ex. 114 at 20-21), In addii3.M OCC explains that AEE.T,'-Ohio failed to specify the
carry charge rate for any st-vnn damage de€errals, but suggests th.e carrying charges not be
calculated using A.EP-Ohio`s WACC, as the mechanism does not include capl#:al costs
(OCC Br. at 97-98). OCC suggests that AEP-t3hio ^atili.ze its cost of iQng-tertr► debt to
calculate carrying charges (Id.).

ln establishing its stc►rm damage recovery rnechacaism AEP-fJhio failed to specify
how recovery of the deferred asset v^on1d actually work or yvanld occur. As proposed, it
is ixrtkrtowm when AEP-Ohio woau..lld seek: recovery, or whether anything over or under $5
nziffion would become a deferred asset or liability. As it currently stands, the storm
damage recovery mechanism is open-ended and should be modified. ,

Therefore, we find that AE'-(31uo may begin deferral of any incremental
distribution expenses above ox below $5 million, per year, suNect to the ffllUowin.g
modifications. Further, throughout the term of the modzf ed ESP, AEP-oh%o shall
znain[a3n a detailed accounting of all storm expenses within its starm deferral accoun.t,
including detailed records of aIi incidental costs and capital costs. AEP-Ohio shan provide
this information arnn:ualty for Staff to audit to determine if additional proceedings are
necessary to establish recovery levels or refunds as necessary.

In the event AEP-ohio incurs costs due to one or mote unexpected, large scale
storms, AEP-Ohio sftall open a new docket and file a separate applZcation by December 31
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each year throughozt the term of the modified ESP, if ilecessary. In the event an
application for additional storm daniage recovery is filed, AET'-Qhi4 shall bear the burden
of proof of denao.n.stzating all the costs were prudendy rrtcum-d and reasonable. Staff and
any interested parties may file comments on the application within 60 days after AEP-
Ohio dockets an applica.iiorL If any objections are not resolved by APP-Ohio, azx
evider►tiar.y hearitig ivffl be scheduled, and parties will have the opportunity to conduct
discovery ancl present testirn.ony before the Commzssion.. Thus, CCC's concern on the
calculation of appropriate carrying charges is prernature..

20. Other Issues

(a) Curtailable Service Riders

lr►. ESP 1, based on the lack of certain informati4n in the record, the Comr.rru.ssioxt
detern-tined that customers under reasonable arrangements with AEI'--C3hia, irtcluding, but
not 1.im.ited to, este:rgy effir-tency f peak demand. reduction arrangements, econ.arruc
develop.mnnt arrangcmentss unique arrangerrtents, and other special tariff schedu.les that
offer service discounts from the applicable tariff rates, are prohibited from also
participatirtg zn a PJM demand response program. (DRP), urdess and until the Conurussion
decides otherwise (First ESP EOK at 41). While the Cornm.ission opined on the ability of
customers in reasonable arrangements witli. AEP-Ohio to participate in PJM DRPs, the
Comzjn.ission did not, in the context of the ESP 1, address the a.bi.Iity of ,chEP-EOhzo`s retail
customers to participate in PJM DRPs.

On March 19, 2010; in. Case Nos. IO-U3-f:L-A'I`A and 10-344-EL-ATA, AEP-0hio
filed an application to axnend its e:mergency curta.itment service riders to permit customers
to be eligible to participate in AEP-Ohio's DRPs, integTage their cn.stom:er-sited resources
and assign the resources to AEl'-C3hio to meet wiElz the Ccrmpany°s peak demand
reduction mandates or conditional retail participation in PJM DIZP's.

As a part of this modified ESP, AEl'-Qhia recognizes customer participation in the
PJM directly or through third-party aggregators and proposes to ebm.inate two tariff
services, Rider Emergency Curtmlable Services and Rider Price Curtailable Service, as no
customer currentSy receives service pursuant to either rider. EnerNOC endorses this
aspect of AEP-C}hio's rn.od.ified. ESP application on the basis that its supports the
provi.siorLs of Section 4928,02(D), Revised Code_ (AEI'-Ohz.o Ex. 200 at 9; AEP C?hio Ex.

111 at 9; EnerNOC Br. at rb.).

We concur with the Company's request. Accordingly, the Company should
elimina.te Rider Frziergency Curtailable Services and. Rider Price Curtailable Service from
its ta:riff service offerings and: Case Nos. 10-343-EI^-ATA and 1(}-344-EL-A.TA, closed of
record and dismi.ssed.
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(b) Customer P.ate Irntaact Can

-70--

Ln order to ensure no customers are tmdixly burdened by any unexpected rate
impacts, as well as to rnitigate any customer rate changes, we direct AEP-Ohio to cap
custo mer ra.te increases at 12 percent over their current ESP I rate plan bill schedules for
the entire ternn of the modified ESI ; pu.rsuant to oYxr authority as set forth in: Section
4928.144, Revised Code. The 12 peTcent lirnzt shall be d.etermined not by overall customer
rate classcs, but on an individual customer by customer basis. The customer rate impact
cap applies to items approved with.in tbis modified ESP. Any rate changes that arise as a
resuit of past proceedings, irtcluding. any distribution proceedings, or in subsequent
proceedings are not factored into the 12 percent cap. Further, the 12 percent cap shall be
norrral:izeci for equivalent usage to ensure that at no point any individual customer's bill
impacts shall. exceed 12 percent. On May 3l, 2013, AEP-Ohio should file, in a separate
docket, a detailed accounting of its deferral impact created by the 12 percent rate cap.
Upon AjE.P--Ohxo`s filing of its deferral calculations, the attorney exanuners shall establish a
procedural schedule, to consider, antortg other thangs, the deferral costs created, and the
C:.ommission, will maintain the discretion to adjust the 12 percent limit, as necessary,
throughout the term of the ESP,

1^EP C7hio's Qutstandin^PEIZC Itequests(c)

The C;omnl.is.siorti takes notice that American Electric Power Service Corpcrration
filed a renewed motion on AEP-C)h.id's behalf for expedited rulings on July 2o, m2, in
FERC docket numbers ElZ.11-2183-Wi and EL11-32-000, In the event FERC takes any
actiOn that may sipificantly alter the balance of this Commission's +order, the Cornnussion
will make appropriate adjustmen.ts as necessary. Specifiically, pursuant to Section
4928.143(F), Revised Code, at the end of eacit arr€-ual period of ttis icm.odified ESI'', the
Commis..s%on shall consider if any such adjustm-ents, includirig any that may arise as a
result of a FERC order, lead to sigrufi.cantly excessive earriings for AFP-Ohice_ In the event
that the Commission finds that AEF-ohio has significantly excessive earnings, A,.EP-QYuo
shall return any amount in excess to consume.rs.

111. IS THE PROPOSED FSP 1'uI.C)RF FAVORABLE IN THE AGGREGATE AS
CQArIPARED JO THE RESUI:TS THAT WbI3Ll7 OTHiEFWISE APPL.Y UNDEft
SEC'I{3N 4928.142, REVISED CODE .

AEP-Ohio contends that ffi.e ESPj as proposed, including its pricing and all other
terrns and conditions, is more favorable in the aggregate as compared to the expected
results fhat would otherwise apply under an MRO. To properly conduct the statutory test,
AEP-G+hia states that the proposed ESI' must be viewed in the aggregate, which includes
the statutory pri.ce test, other quan-tifiable benefits, and the consideration of non-
qua.nttizable benefits (AEP Ex. 114 at 3-4). Ir^ evaltiating all of these criteria, AEP-+Df:io
witraess Laura Thomas coaicludes that the proposed ESI', in the aggregate, is more
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favorable that the results that would otherwise apply under an MRO by approximately
$952 mYllion (A.EP-Ohio Ex. 115 at Exba.bit LJT-1, page 1). In addition, Ms_ Thomas states
that there are numerous benefits that are not readily quantifiable (.td.).

. In cond-uctrng the statutory price test, Ms. Th.omas ekplains that she utilized Sectiori
4928.20(J), Revised. Code's interpretation of market px,ices for guidance in determining the
competitive bencbznart€ price. In establishing the competitive benchmark price, AEP-Ohio
used ten components, including the capacliy component, wMch iiiciudes the capacity cost
that a supplier would 'znczr to serve a retail customer w%thin AEP--0h.i.o's service territory
(AEP-OIuo Ex. 114 at 15)_ AEEP-Ohio concluded that the capadt,y cost to be utilized in the
statutory price te-,t should be $355_72/MW-day, based on the notion that AEP-Dluo will be
operating under its FRR obligation and the full, capaczty cost rate for AEP-C7hio should be
utilized in the competitive benchznark price. By using $355.72 f 1VIW-day, Ms. lbom.as
concludes that the statutory price test shows the ESP is rriore favorable than an MRO by
$256 niiE.ion (AEP-Ohio Ex. 114 at LJ'I'-1 page 3). Ms- Thornas also conducted an
altexnati.ve price test utilizing the two-tier capacity proposal numbers of $146 and $255 as
the capacity costs, and concludes that modified ESP would be more favorable i:han an
NIRC? $80 nnitli.on (Id. at LJT-5 page 2). In light of the Conmissiost's dedsion in Case No.
10-2929, AEP-Ohio indicates the use of the $158.88 capacity price would result in the MRO
being slightly less favorable by $12.6 million, but when factoring in AEP-Ohio's energy-
only sizce-of-systern auction the statcrtory price test comes out almost even, with the M2C?
being slightly more favorable by approximately 2.6 million (AE.E-0hio Reply Br. at 97-99,
Attachment B).

In addition, as .AEP-C?Iuo explains that the statutory test requires the proposed ESP
be reviewed in the aggregate in addition to the prl:,ce test, other quantifiable benefits need
to be considereci. Specifically, AEI'-ohio points to capacity price discount from AEP-
Ohio's $355.72/NIW-d.ay to the two-tier discounted capacity pricing for CRES provides,
which results in a benefit of $988 r.aillion. In addition, in her aggregate test, h'is. Thomas
acknowledges that while the RSR is a benefit of the proposed modified :ESF, the RSR will
cost $284 million during the term of the modified. E.SP. Ms. Th.omas explains that the GRR
should not be considered i:n the aggregate analysis as the results would be the same under
the praposed E.iP or an MRO, but notes if the Coinmi.ssion determines otherwise the
consideration of GRR would reduce the quantifiable benefits by approximately $8 million.
By taking these additional cluanffiable factors into consideration in addition to the results
under the statutory test, AEP-oht.o asserts that the total quantifiable benefits of the
modified IESI' are $952 million based on the statutory price test using $355.72./MW-day
(AEP-Ohio Ex.115 at LJ'T-1).

Regarding non-quantifiable benefits, AIEP-Ohio states that the modified ESP will
provide pri.c-e certainty for SSO customers while presenting increased customer shopping
oppoz°tuuties. AEP-Qhio provides that the modified ESP will ensure fmancial stability of
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AEP--Ohio and provides for a necessary transition towards the competition while
acknowledging AEP-C)hio's existing contractual and FRR. obligations. AEP-Cshio also
op%z7.es that the modified ESP advances state palio%es ax}.d is consistent with. Secti:on 4928.02,
Revised Code.

IrE addition to the st.attitory test condur-ted by 1lEP-ohio witness Thomas, several
other parties conducted the statutory test pursuant to Section 4928_143, Revised Code.
OCC, FES, IEU, DER and Staff allege that the statutory price test actuaUy zndicates that the
modified ESP produces results that are less favorable thaii what would otherwise apply
under an MRO by figures ranging from $50 rnill.ion to $1.427 billion (See CjCC Ex, 114, DER
Ex. 102, rEU Ex. 125, FES Ex. 104, and Staff Ex, 110). Specifically, QC(.: witness Hixon
points out that AEl'-OhWs asszxmption of a$355.7 2 f Iti?ItN day capacity charge is
inappropriate, but rather, the capacity charge approved by the Comndssion in Case No.
10-2929-EL-UNC should be utiJ.ized. Further, OCC notes that any costs associated with the
GRR: should be included in the statutory test: as the GRR would not be available under an
MRO (Id. at 14-17). In additioi; OCC points out that in considering any non-quantifiable
benefits associated with the mod:ifi:ed ESP, the aggregate test should consider additional
costs to customers 'associa ted with itentis such as the DIR, ESRR, and gridSMART rider,
which, while not readily quantifiable, are curren#ly Icnown to be costs associated with the
modified E..,SP (Id, at 18).

EF-S and IEU raise simi.lar concerns in utilizing AEP'-0hia's $989 millAon as a
qzaanti.fiable benefit. tE.S states that the Commission previously fflund the consideration of
discounted capacity pricing cannofi be considered a benefit because it is. too speculative
(EFS F,x_ 104 at 14-16, IEU Ex. at 50-53). IEU, DER, and FES provide that AEP-oh'rQ
overstated the competitive benchmark price by failing to use a market-based capacity
price, and faifed to properly consider the costs associated with the modafied ESP including
the RSR, GRR, and possibly the PRR {FES at 16-25, IEU at 49-72, DER Ec.102 at 3-6). M.r.
S^chnitber also concluded that the statutory test andicates that the modified IESI' is worse for
customers than the Stipulation E:SI', and approval of the madif'ied. ESP would harm the
development of a competitive retail. market by lhmj.t-i-ng CRES providers' ability to provide
alternative offers to customers (FES Ex.1Q4 at 38-41).

IEU, DER, and QCC argue that Ms. Thomas incorrectly assumed the MRQ's
ble.nding requirentent should have been accelerated, as it is unlikely the Commission
would authorize an MRO with any blending other U-ian the fault blending provisions of 70
percent FSP pricing and 30 percent market pricing, as is consistent with Section 4928.142,
Revised, Cade (DER Eyc. at 3-6, OCC Ex.114 at 8-9). Further, IEU suggests the Comn-dssion
consider the June 2015 to May 2016 d.etiver year as part of the statutory test analysis, as
AEP-Ohio is seeking Comm2ssion approval to conduct aCBP for the entire SSO load
begi.n.ning in June 2015 u.nder this modified application (IEU Ex.1?5 at 79).
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Staff witness Fortney conducted the staEutoiy test by blencling the market rate with
the SSO rates pursuant to Section 4928.142(U), Revised Code, but noted th.at the ntarket
rate is extremely uncertain due to volatility of forward contract prices. Mr. Fortney
calculated the average rates uzider AEP-Ohio's modified ESP and compared them to the
results that would occur under an MRO on RPM price capacity, $146.41, and $255. Mr.
Fortrie.y coneluded that under all three scenarios the modified ESP is less favorable, but
noted there are other n.on-quantifsable benefits, induding AEP-C?hi.o's transiti.on to
competitive markets, which would be achi.eved more quickly than thtough an MRO (Staff
Ex. 110 at 3-7). FFS revised Mr. Fortney's statutory price test using the $188.88 price of
capacity and concluded an MRO would be less expensive by $277 miJlicsn (FES Reply Br. at
B-1).

The Cozurmissrbn finds that, while AEP-Uhio made multiple errors xn conducting
the statutory test, we believe that these errors are correctible based on evidence con:tauned
within the record. Under Secttion 4928_143(C)(1), Revised Code, we rnust determine
whether AEP-Ohio's has sustained its burden of proof of indicating whether the proposed
electric secu.r.i.ty- plan, as w-e've modified it, including its pricing, other terms and
conditions including any deferrals and future recovery of deferrals, ss, more favorable in
the aggregate as compared to .results that would otherzvise apply uricter Section 4928.142,
Revised Code. Further, we must ensure our analysis looks at the entire modified ESR as a
toW package, as the Supreme Court of Ohio has held that Section 4928.143(C)(1), Revised
Code, does not bind the C:oxnmission to a strict price coznparison,, but rather, lnstructs the
Commission to consider other tems and conditions, as there is only one statutory test that
looks at an entire ESI' in the aggregate (In re C:olz.tm.tn.cs S. Power Co.,128 Ohio St~ 3d 402,
407).

Therefore, as AEP-Ohio preserited its analysis of this statutory test, we first look at
the statutory pricing test, and then waIl explore other provisions, ter.Crts, and conditions of
the proposed ESP that are both quan:tifiable and non-quantifiable. In considering AEP-
Ohio's statutory price test, consistent with Sec-EorE 4928.143(C)(1), Revised Code, we must
look in part at the pxice A.EEf'-Ghia's proposed LSP, as weve modified it, with the price of
the results that would citherwise apply under Section 4928.142, Revised Code. The way
AEP-Oluo calculated its stztutory price test precludes us fconn aectirately determining the
results that would othervaise apply under a market rate offer, as it begins its analysis on
june 1, 2012.

To accurately determine what would otherwise apply undec Section 4928.142.(A)(1),
Revised Cod.e, for the purposes of comparing it with thds modified ESP, we begin by
looking at the statute for guidance. Section 4928.147.(A)(1), Revised Code, mondafes that
any eIectric distribution utility that wishes to establish its staxtdard service offer price
through a m.ark-et rate offer must ensure the competitive bidding process provides for an
open, fair, and transparent competitive solicitation process, with a dear product definition,
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standardized bid evaluation criteria, oversight of the process by an indepezxdent third
party, and an eva1(uati.on of the subndtted bids prior to selecting a winner. For die
Conmission to appropriately predict the results that would otherwise occur under this
section, we cannot, in good conscience, compare prices during a time period that has
elapsed prior to the issuance of this order. Nor can we, by statute, compare this modified
ESP price with what would otherwise apply under Section. 4928.142, Revised Code,
beginning today, as it would be impossible for AEMh.io to immediately establish an
altern.ate plan under Section 4928.142, Revised Code, that meets aZi the statutory criteria.
Therefore, for the Commission to appropriately compare the p.xlce components of this
modified ESP with the results that would otherwzse apply under Section 4928_142, R:evised.
Code, we must determine the amount of time it would take A1GP-0hio to implement its
standard service offer price with wh.at would otherwise apply under Section 4928.142,
Revised Code.

As FES witness Banks testified, a,june 1., 2013 start date would provi.de A.EP-L7hio
sufficient time to plan for auctions, develop bidding rules, and the auction structure, all of
which are requ:irements of Section 492$.142, Revised Code (FES .Ex. 105 at 20). In light of
this testimony, we believe that we should begin evaluating the statutory price test analysis
approximately ten mon.ths from the present, izt order to deter.mi.ne what would otherwise
apply. Therefore, in considering thYs modified i sP with the results that would otherwise
apply under the statutory price test, we will conduct th.e statutory price test for the period
between June 1, 2013, and May 31, 2015.

Further, in conducting the statutory price test, Ms. 'Chon-ms erred by u.t"r1i.7ittg
$355.72J:MW-day for the capacity com.ponent of the competitx-ve ben.chmark price. This
number was unilaterally determined by AEP-Ohio and justified as AEP^t?hio's cost of
capacity` which is entirely inconsi.stent with the Commdssion's dete.rmination of ,AEP-
Ohzo's cost of capacity being $188.88. Al.though we believe A EI'-Ohio`s use of the
$355.72/R4W-day capacity figure is flawed, we are not persuaded by parties who argue
the capacity component should be market based and reflect RPM prices. These parties fail
to consider that A:EI'-t?ko, as an. FRR entity, wilf be suppiying capacity for its customezs
throughout the term of this EsP, whether the customer is aii. SSO customer or the customer
takes service through a CRES provider. Thus, even under the results that would otherwise
apply consistent with Section 492$.14Z Itevised Code, due to AEP--Oli%o's remaining FRR
obligations, it would still be supplying capacity to all of its customers tbrough 2015. We
find it is inappropriate to consider market prices in establishing thzs capacity componentf
even though RPM prices are consistent with the state com.pensation mechanis.m, as AEP-
Ohio zs and will. xema.in an FRR entity for the immediate future. In conducting the
staiutOry price test, we shaIi use A.Ef'-Ob.ia's cost of capacity of $188.88, as supported by
Case 14-2929f for the competitive benchmark.
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Next, we need to address the appropriate blending method under the statutory
pri.ce test for the period of jan-uary 1, 2015 through June 1, 2015. In. light of the clearly
defined statutory blending percentages contained within Section 4928.142(D), Revised
Code, as well as past Comrnission precedent in conducdng the statutory price test, we do
not find it appropriate to use a 100 percent blending rate for the final five rnonths of the
modified ESP. See Duke Energy Ohio, Case No. 10-2586-EL-SSO (February 23, 2011).
Accordingly, we need to adjust the percentages of the MRO pricing con-iponen.t that is
indicated in A.h7.''-C3hio's reply brief to 90 percent of the generation service price and ten
percent of the expected market price for the period between June 1, 2013 to May 31, 2014,
consistent with Section. 4928.142(D), Rev'ised. Code, and i.itcrease the MRO pricing
component to 80 percent of the generation service price and 20 percent of the expected
market price for the period of June 1, 2014, to May 31, 2015. By making these
modifications to the competitive benchmark price, as well as the $188.88 cost of capacity
figure, we conclude that the statutory price test indicates the modified ESP Ls more
favorable than the results that would othemTise occur under Section 4928.3.42> Revised
Code, by approximately $9.8 mill.i.on.

Our ana.lysis does not end here, however, as we must now consider the prrsposed.
ESP's other provisions that are quantifiable. As we previously established in the
December 14, 2011, Opinion and Order, we believe A.LP-Ohia must address costs
associated with the GRR, as it is non-bypassable pursuant to Section 4928.143(B)(2)(c),
Revised Code, and thus -woul.d not occur under an MRO. Therefore, the costs of
approximately $8 milli_on must be considered in our quantitative analysis. We understand
that the GRR is a placeholder rider, but we find that the costs associated with the GRR are
known and should therefore be inc:luded in the quanti#ati.ve benefits. L"zkevvise, we must
Corsider the costs associated with the RSR of approximately $388 rrtil.Iion zn our
quantitative artalysis.32 The inelusxan of any deferral amount does not need to be included
in our analysis, as it would sta.Il be recovered under an MRO pursuant to the Ccsm.nissiori s
decision in the Capacity Case. After including the statutory price test in favor of the ESP
by $9.8 million, and the quantifiable costs of $388 rrail.li:on under the RSR and $8 milllion for
the GM we find an. MRO is more favorable by approximately $386 m.illion.

By statute, our arralysis does not end here, however, as we must consider the non-
quan-tifiakZle aspects of the modified ESP, in order to view the proposed plan in the
aggregate. We acknowledge that there may be costs assocxated, with distribution related.

32 The RSR determinat2on of $388 milhon is calculaied by taking the $50$ nxxllioza RSR recovery amount and
su.btracting the $1 figure to be devofied towards #tte Capacity Case deferral, as recovery of this deferral
will occur urtder either an ESP or an MRQ. Using LJT-5 in AEP-Ohi.Q Ex. 114, when we consider the total
consvected load of 48 zaitlion kWh and multiply it by $1 over the terra of the modified ESP, we reach a
figure of $I44 miU.ion to be devoted towards the Capacity Case defer.zal. Hc►wever, as the RSR recovexy
amount increases to $4jMVVh in die final year of the modified ESI', we also must account for an increase
in the R.Sp of $24 mitIion„ which is also calculated by connec#ed load in LJT-5. Therefore, the actual
amount which should be included in the test is a38$ million.
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riders and the gridSmaxt and ESRR that cnrrezxtly are ne3t readil.y.citxantiFiable, we believe
any of these costs are sigrti.ficantty outweighed by the non-quantifiable benefits this
modified I-ST' leads to. Although these riclers may end up having costs associated 'W'ith
them, they would support reliability improvements, which will benefit all. AEP-Ohio
customers, as well as provide the opportaxrtity foi customers to utilize efficiency programs
that can lead to lower usage, and thus lower costs. purther^ these cosis wi3.X be mitigated
by tt°ie increase in auction percentages, i-acluding the slice-by-slice auction, as we modified
to ten percent each year, wMch- vkrill offset some of these costs in the statutory test and
moderate the impact of the modified ESP. Furthe.r, the acceleration to 60 percent of AEP
C)hio's energy oniy auction by June 1, 2024, not only enables customers to take advantage
of market based prices, but also creates a qualitative ben.efit which, while not yet
quantifiable, may well exceed the costs associated with the GRR a.nd RSR.

In addition., while the RSR and the inclusion of the deferral mthln the RSi.^ are the
most significant cost associated with the morl:ffied ESP, but for the RSR it would be
in-tpossibie for AEP-Ohio -to completely participate in fixH energy anct capacity baSed
auctions begiruiing in June 1, 2015, Although the decision for AEI'-C)hio t.a transition
towards competitive market pricing is soxnething this Commission strongly supports and
the General Assembly anftcipated in enacting Senate Bill 221, the fact -Tema.ir-Es that the
decision to rnove towards competitive niarket pricing is voluntary under the statute and i.n
the evetit this ESP is withdrawxt or even replaced with ari. MRO, there is no doubt ffiat
,AEP-Ohics would not be ful:ly engaged in the competitive marlcetpZ ace by June 1, 2015.

The most significant of the nan.-quantifiabl:e benefits is the fact th.at in just under
two and a half years, AEP-Ohio will be delivering and paidng energy at market prices,
which is sigru_ficatttty earlier than what would otherwise occur under an MRQ option.. If
AET-Ohio were to apply for an. MRO it is not feasible to conclude that energy wou:Id be at
market prices prior to June 1, 2015, even if the Cozzunis.ssion were to accelerate the
percenta.ges set forth under Section 4928.142, Rcvised Code. Thirteen years ago our
general ass;embly approved legislation to begin paving the way for electric dti.tities to
transition towards market-based prieing, and provide consumers with the abiiity to choose
ffie3r electric generation suppliex. While the process has not been easy, we are confident
that this plan will result in the outcome the general assembly. intended under ba'r.h. Senate
B%E 3 and Sen,ate Bi7I 221, and #-.h,is imodificd. E,SI-' is thc only means in wtuch this can be
accomplished in less than two and a half years. Further, while the modified ESP will lead
us toiqards true competition in the state of OIuQ, it also eimces not only that customers
wi.R have a safe ba.rbor in the event there is any uncertainty in the competitive markets by
having a constant, cerkii.M and stable option on the table, but also that AEP-Ohio
maizttai.ns its financzal stability necessary to cordti:nue to provide adequate, safe, and
reliable service to its castorr►ers. Accordsn,gly, we believe these non-quanffable benefits
signi:izcan-dy Qutwcigh any of the costs.
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Therefore, in weighing the statutory price test urhich, favors the modified ESP by
$9.8 millian, as well as the quantifiable costs and. benefits associated with the modified
ESI', and the non-quant:ifiable benefits, as we find the modified ESP, is more favorable irt
the aggregate than, what would otherzvise apply under an MRO.

IV. CONCLUSION

Upon consideration of the modified ESP application filed by the Cornpany and the
provisiorts of Section 4928.14:3(C){1), Revised Code, the Cornrnission finds that the
modzfied FSP, including its pricing and all other terms and conditions, including deferrals
and future recovery of deferrals, as modified by this Order, is more favorable in the
aggregate as compared to the expected resu.tt, that would oth:ervaise apply under Section
4928,14Z Revised Code. 'Therefore, the Conunission finds that the proposed ESP shau.lci
be approved, with the modifications set forth i-n this Order. As modified herei.ii, the plan
provides rate stability for customers, revenue certainty for the Company, and facihtates a
iransifi.on to markef. To the extent that interveners have proposed modi.ficattiarts to AEP-
Oh.ia`s modified ESP that have not been addressed by this Opinion and Order, the
Commission concludes that the requests for such mociific:ations are d.eni:ed.

AEIaP-Qhio is dzrecfed to file, by August 16, 2012, revised tariffs consistent vvith d.iis
Order, to be effe,ctive Mth bills rendered as of the f•i.^st bil3,ing cycle in September 2012.

V. FINDINGS OF FACT AND CONCLUSIONS OF LAW:

(1) OP is a public utility as defined in Section 4905.02, Revised
Code, and, as such, the Compaziy is subject to the juri.sdictian
of d-is Commission.

(2) Effective December 31, 207.1, C:SP was merged with and into
OP ccarssi.stent with the Gornrnission's December 14, 2011 Order
in the ESP 2 cases. The merger was confirmed by entry issued
March 7, 2012 in Case No l(?--2376-EL-UNC.

('3) On March 30, 2012, the Company filed modified applications
for an SS7 in accordance wa.th Section 4928.141, Revised Code.

(4) On April 9, 2012, a technical conference was held regarding
AEF-C7bio's modified ESP applications.

(5) Notice was p-u.blished and public hearings were held in Canton,

Columbus, Chillicothe, and Lima where a total of 66 witnesses
affexed testimony.
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(6) A. preb:earing conference on the modiEied ESP apglication. was
held on May 7, 2012.

(7) The followi.xZ.g parties filed for a-nd: were granted intervention in
AEP-0hio°s modified FSP 2 proceeding: IEU, Duke Retail,
OEG, OHA, OCC, OPAE, Kroger, FES, Paulding, .Af'JN,
OMAEG, AEP Retail, P3, Carstef?atior, Compete, NRDC,
Sierra Club, RESA, Exelon, Grove City, AICUO, VJat-Iv".^artj
I7ornixion Retail, ELT'C, OEC, Onnet, EzEexnoc, IGS, Ohio
SC'11oo1s, 0hio Farni Bureau 'Federatio.n, Ohio Restaurant
Association; Duke, DE`AM, Direct, °rhe Ohio Autorn.obile
Dealers A.ssoeiation, Dayton Power and Light Cornpany, h1FIB,
0TuO Construct3.on Materials Coalition, COSE, j3order Energy
Electric Services, Tnc., tJ i"fE; (Summit Ethanol); city of Upper

. . , +C"LrdiklgrVrl, Ohio; Ohio Business Council for a V.ean Economy;

ctty of Hillsbora, Ohio; and CPV Power T.?evelopmerit, Inc.

_78-

(8) Motions for protective orders were filed by AEP-Qhio on Juty
1, 2011, May 2, 2(I12, by OMAEG, IEU, FFS, and Exelon on May
4, 2012, AEP-Ohio on May 11, 2012. The attor.ney examiners
granted. the motions for protective order in the evidentiary
hearing on May 17, 2012.

(9) Add.itiortal motions for protective order were filed by Ormet on
June 29, 2012, and July 9, 2012, by IEU on June 29, 2012, and by
AEP-Ohio on July 5, 2012 and fu7.y 22, 2(}12.

(10) The evidenty.ary hearing on the madified. ESP 2 was called on
May 17,2012, and concluded on June 15, 2012,

(11) Briefs and reply briefs were filed on June 29, 2012, and July 9,
2012, respectively.

(12) Oral arguments before the Comznzssion were held on July 13,
2012- -

(13) The proposed modified ESP, as inodified puTsuant to tlii.s
opinion and order, incl.uding the pxicin.g and a].l other te=
and conditions, deferrals and f-utu_re recovery of -t-he deferra-i.s,
and quantitative and qualitative benefits, is more favorable in.
the aggregate as compared to the expected resv.Iis that would
otherwise apply under Section 492$..142, Revised Code.
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'STI. ORDER:

It is, therefore,

ORDERED, That IBEW's and Hilliard's requests to vvitlidraw from these
proceedings are granted. It isJ further,

ORDERED, That the rnczfsons for protective order as discussed herein be granted for
18 xncrnths from the date of this Ord.er_ It 1^, further,

ORDERED, That the Company should eliminate Rider Emergency Curtailable
Services (ECS) and Rider Price Curtailable Service (PCS) from its tariff service offerings
and Case hTos.1i]-343-E-L-ATA and 10-344-EL-ATA., closed of record and dismissed. It is,
further,

ORDERED, That IEU's request to review the procedural rulings is denied. It is,
further,

(7R.DERED, That CCC,/,APJN's motion to take administrative notice be denied.. It
is, further,

ORDERED, That t3GC fAPJN's motion to strike AEP-Ohio's rep1ybrief be granted
in part and denied in part. It is, further,

ORDERED, That the Company shall file proposed final tariffs consistent with this
Order by August 16, 2012, subject to review and approval by the CoxYuxiission.. It is,
further,
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C7RDERED, That a copy of this opixdon and order be served on all parties of record.

TH-E Pt1BI.IC LMI,IT'IES COMMISSION OF OHIO

T,

St^ven D. Lesser

Cheryl L. Roberto

W/GNS f vrm

Entered ^
AUG

an:0the
8

Barcy P. McNeal
Secretary

Chairrnan

r,^ ?
A-ndre T. Porter



BEFC3RE

TkY PUBLIC U`ITLITIES COWvII^.^Sic7N OF OHIQ

In the Matter of the Application of
Columbus Sauthern Power Company and
fJhio Power Company for .t4aithorit}T to
Establish a Standard Service Offer Pursuant
to Section 4928,143, Revised Code, in tiie
Form of an Electric 5ecurity Plan.

}

^
^
^
)
}

Case No. 71-346-EL--SSO
Case No.11-348<-Et^-SSO

In the Matter of the Application of )
Columbua Scauthern. Power Company and ) Case No.11-349-.EL-AA1Vi
Ohio Power Company for Approval of ) Case No. 11-350-EI.--kAM
Certain Accounting Authority. )

DISS E.NTENC OPINION OF CUIVI-MLSSfcJNER Cf-MRYL L. ROBERTO

I decline to join my colleagues in finding that the quantitative ad-va-ntage of
$388 miilion dollars that an MRO would enjoy over the proposed ESP is overcome by
the non-quantifiable benefit of moviu-Lg to market two years and tbrr,ee months faster
than zvha.t would have occurred under a:n MRO. For this reason, I do not find that the
proposed modified ESP, as modified pursuant to the opinion and rsrcie.r., including the
pricing and all ot:Iier terms and. conditions, deferrals and futtzre recovery of the
deferrals, and quantitative and qualitative benefits, is more favorable in the aggregate
as compared to the expected results that iaroul..d otherwise apply under SRction
4928.142, Revised Code. Because of this conciaxsion, it is unnecessary for me to discuss
further any individual conclusion withxn the order or feature of the ESP.

CKeryl L. Robertv

CLR/sc

Entered in:*the Jouxnal

AW -08 .

Barcy F. McNeal
Secretary
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In the Matter of the Application of
Columbus Southern Power Company and

Ohio Power Company for Authority to
Establish a Standard Service C7ffer Pursuant
to Section 4928.143, Revised Code, in the
Fom of an Electric Security Plan.

^
^
^
}

^
^

Case No.1Z 396-EL-SSd
Case No.11-348-EL-SSC3

In the Matter of the Applicati.on of )
Colun.xbus Southern Power Company and ) Ca.se No.11--349-:EL-AAM
Ohio Power Company for Approval of ) Case No. 11-350-EL-.A,AM
Certain Accounting Authority. )

CoNG^RRII^TT^ C^PINIC3N ^7F CgMM[SSLQ^ TER LYNN SLAI3'Y

I agree with the conclusions of the majorl:ty. However, I write separately to
ex,press m.y reservattom on the use of a retaff stability rider (RSR). It is my opirti.Qn
that generally the use of an RSR with decoupling campo.nents lacks certairt benefits to
ccansumers. In addition, a cc7xnpa^.^.y that receives that RSR has little, if any; izuentive to
look for more operating efficiencies to reduce consuxner cost-g_ Consequently, these
inefficiencies could lead to additional costs to consumers in the long run. Although
these concerns led to my reservatiurys in this pre,smt case, I am also fully aware that
certain cases Fresent spec f.- circumstances that necessitate setting aside i.ndividual
concerzs for the gxeater good.

In Case No. 10-2929-EL-UNC, the Commission agreed to defer the recovery of
the difference between the rnarket price and the campanies' cost of generatioz7.. This
created a need to establish a mechanism fo xecover those costs. Although Igenorally
disagree with the use of RSRs for recovering deferred costs, in this case I side with the
majoxity in order to meet our mission. Our mission is to ensure all residential and
business consumers access to adeqtia.te, safe and .rel.iable utility services at a fair price,
uThile facilitating an environment that provides eompetitive choices. We as a Public
Utilities Cornnnissa:on have to balance the rights of the consumer to msure safe and
reliable service at a fair cost while also making sure tJfxat companies receive sufficient
revenues to provide that service in a safe and reliable manner.
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This decision will help move the company to a fully competitive zna.rket at the
eiid of the ESP terrri, wh.ich has be.en the overall goal of the state legislature sircce the
adoption of Senate Bill 3 in 1999. Furthermore, by creating an RSR withaut
decoupling components, we are stabilizing the rate structure vver the next three years.
This provides customers a stabilized rate or the opportra_nity to shop for a better ra-te,
depending on what the market presents during the term of the FSI'. +Dverall, this
decision zs not only important to the State statutory goal of free and open competition
in the m.arket place, but aLso to the philosophy of this Commission. There-E'ore, i-n this
isolated case, I find the use of an RSR to be an appropriate rnech.a,nissn to all.ow the
Company to begin to recover its deferred costs.

,^

f.S f sc

Entered in ttie ,jouxnal
AYi 08

,'kKwca

Barcy P. McNeaX
seCxetary
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The Comxnission finds:

(1) On Ma.rch 30, 2012, Ohio Power Company (AEP-Ohio) filed an
application for a stanci.ard service offer; in the form of an
electric security plan (ESP), in accordance with Section
4928.143, Revised Code.

-3-

(2) On August 8, 2012, the Comnv.ssion issued its Opinion and
Order, approving AEP-Ohio's proposed ESP, with certain
modifications, and directed AEP-Ohio to file proposed fiztal
tariffs consistent with the Opixuon and Order by August 16,
2012.

(3) Pursuant to Sect-iazi: 4903.10, Revised Code, any party who has
entered an appearance in a Commission proceeding may apply
for rehearing with respect to any matters deterrn:in.ed by the
Conu.nission, wwit.hixi 30 days of the entry of the Opinion and
Order upon the Cornmi;ssiori s journal.

(4) On September 7, 2012, A,EP-Ohio, The Kroger Company
(Kroger), Ormet Primary A.lurr ►inuin Corporation (Ormet),
Lndusfrial. Energy Users-Ohio (IEU), Retail Energy Supply
Association (RESA), OTV1A Energy Group and the Ohio
Hospital Association (OMAEG/OHA), the Ohio Energy Group
(OEG), FfrstEtlergy Solutions Corp. (FES), The Ohio
Association of School Busf.r ►.ess Officials, The Ohio School
Boards Association, The Buckeye Association of School
A.dministrators, and The Ohio Schools Council (collectively,
Ohio Schools), and the Ohio Consumers' Counsel, and
Appalachian Peace and justice Network (OCC f APJN) filed
applications for rehearing. Memoranda contra the various
applications for rehearing were filed by Duke Energy Ohio, Tnc.
(Duke) and Duke Energy Commercial Asset Management Inc.
(DER/DECAM), FES, OCC/APJN, iEu-Ohio, OMAEG/oHA.,
OEG, Ohio Schools, and AEP-Ohio ozi September 17, 201.2.

(5) By entry dated October 3, 2012, the Coan..ission granted
rehearing for further consideration of the matters specified in
the applications for rehearing of the August 8, 2012, Opinion
and Order. The Comn.iission has reviewed and cort.fiidered all
of the arguznents on rehearing. Any arguments on rehearing
not specifi.cally discussed herein 1-tave been thoroughly and
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adequately considered by the Cmmission and are being
d.ezued. In considering the argumertts raised, the. Conunission
wi.il address the merits of the assigzaments of error by subject

matter as set forth below.

1. PROCEDURAL ivLA`I`°iERS

(6) On September 28, 2012, OCC/APJN moved to strike portions
of AEP 01uo's application for rehearing filed on September 7,

2012,.as well as portions of its memorandum contra fi.led on
September 17, 2012. Specifically, OCC/APJN allege that AEP-
Ohio improperly relies upon the provisions of stipulations

frarn the AEP-Ohio Distribuiior ►. Rate stipulation in Case No.

11-351-EL-SSt:}, et al., and the Duke ESP stipulation in Case No.
11-3549-EL-SSO, et al., OCC/APJN opine that both stipulations
preclude the use of any pro-visions as precedent, and that the
use of any stipulation provisions i.s not only contrary to the
inherent nature of a stipulation, but also contrary to public
policy.

-4-

On October 3, 2012, AF^P Ohio filed a memoranduxn contra
UCC f AA£'fN's motion to strike. In its memorandum contra,
AEP Ohio argues that OCCJ APJN should be estopped from
moving to strike any provisions contained within AEP-C7hio's
application for rehearing, as C3C:C/APTN failed to allege that
the references to Duke's ESP stipulation and the AEP-Ohio

distribution case were zmpxoper in its memorandum contra
AEP OhiCs application. In addition, AEP-Ohio notes that the
Commission already rejected OCCO APJN`s argument in fhe
Opinion and Order.

'Th.e C'ogrm-.ission finds CxCC/ APjN's assignment of error
should be di.sr.nissed. OCC/APJN failed to raise its objections
to the use of stipulation references contained within A.EP-
C)hio's application for rehearing in its memoranduin contra to
AEP-Ohio's application for rehearing, so it is unnecessary for
us to address those references. Regarding the stipulation
references in AJEP-CJhio`s memorandum contra the applications
for rehearing, we find that, consistent with. our Opinion and
Order in this proceeding, the references to other stipulations by
AEP-Ohio were limited in scope and did not create prejudicial
impact on any parties, nor were the references used to in any
NN-ay bind parties to positions they had in any previou.s



11-346-EL-SSQ, et aI.

proceeciin.g.l In fact, C?CC/APJN referred to specific
stipulation provisions from a separate proceeding in its own
application for rehearing.z Accordingly, we find that
OCC/APJN's motion to strike should be denied.

(7) In its application for rehearing, IEIT cQntertds that the Opiruon
and Order was unreasonable by failing to strike witness
testimony th.at contained references to stipulations.
Speczfically, IEU argues that the attorney examiners improperly
failed to strike testimony of two AEP Ohio witnesses and a
witness for Exelon.

The Commission finds that JEU fails to raise any new
arguments, and accordingly, its application for rehearing
regarding references to stipulations should be deni.ed.3

(8) In its application for rehearing, OCC/APJN allege that the
Cornm:ission abused its discretion by denying its request to
take adnAnistrative notice of the Capacity Case materials.

-S-

In its memorandum contra, FES provides that the
Commission's denial of OCC/APJN's request to take
administrative notice was proper. FES points out that the
request for administrative notice was rnade after the
evidentiary record was closed and post-hearing br-iefs were
filed. FES adds that had admiziistra€ive notice been taken,
other parties would have been prejudiced.

In the Opinion and Order, the Comrnission denied
OCC/APJN's request to take adrx-dnistrative notice, noting that
administrative notice would prejudice parties and would
improperly allow OCC/APJN to supplement the record in an
iiiappropriate mariner.4 OCC/APJN fafl to present any
compelling arguments as to why the Coinm-dssioWs decision
was unreasonable, therefore, we find OCC/APJN's request
shouid be denied.

(9) On Septezn.ber 24, 2012, Kroger filed a reply memorandum to
AEP-Ohio's memorandum contra the various applications for

1 Opinion and Order at 10.

2 GCC/APj-N A-pphcatzon for Rehearing (AFR) at 113-1I4.

3 Opinion artd Chder at 10_

4 Id, at 12-13.
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rehearing. On September 25, 2012, Kroger filed a motion to
withdraw its reply memorandum. Kroger's request to
withdraw its reply should be granted as R.ul.e 4901-1-35, Ohio
Adznizlzstrative Code (O.A.C.), does not recog-ru:ze the filing of

replies.

(10) On September 18, 2012, Duke F_.zi.ergy Ohio Inc. (Duke) filed a
motion to file memorandum contra i.i-tstanter to file its
memorandum contra. Duke admits that it incorrectly relied on
an out of date entry which directed parties to file all
memoranda coz^.tra within five business days rather thara a
more recent entry issued April 2, 2012, which directed that
memoranda contra be fi.led within five calendar days. No

memorandum contra Duke's motion was fi.Ied.

Duke's motion to file its rnemoranduxn contra is reasortable and
should be granted. The rnemorandv.m contra was filed one day
late and granting the request will not prejudice any party to the

proceeding or cause undue delay.

lI. STA'I U TORY TEST

(11) FES, IEU, OCC/ APjN, and OMAEC f OHA a.rgue that the
Con-uidssion improperly conducted the statutory price test by
only considering the time period between June 1, 201.3, and
May 31, 2015. The parties contend tli.a.t the Comrxussion failed
to consider the first ten moi^.ths of the modified ESP.
Specifically, OCC/ APJN believe that the Conmnission has
depaited from its past precedent in conducting the statutory
test, and that the Cornmisssion's test brought `°a degree of
precision that is not called for urzdEr the statute"S and,

therefore, exceeds the scope of its authority.

AEP--Ohio responds that the Comxni,ssiori s decision to compare
the ESP with the results that would otherwise apply under a
MRO over a period when the MRO alternative could

realistically be implemented was reasonable to develop an
accurate prediction of costs.

The Coznrnission notes that the General Assembly explicitly
provided, in Section 4928.143(C)(1), Revised Code, that "the
electric security plan so approved...is more favorable in the

_6..

s G>CC AkR at 7.
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aggregate as compared to the expected results that would

otherwise apply under Section 492$..142 of the Revised Code."

To properly conduct tlie statutory test, the Corrim.ission must,

by statute, consrder what the expected results would have been

had .AEP-0I-uo proceeded under Section 4928.142, Revised

Code. The Coinznission properly fflllowed the plain meaning

of the text contained within the statute in performin.g the

statutory price test.

FinalIy, we note that OCC/APJN's claims about the
Coiun-ission departing from its precedent ignore the fact that,
since AEP-Ohio filed its original application in january of 2011,
the proceedings have taken a dffferent course than typical
Cornmission precedent. After the Coma-.a.ssion rejected AEP-
®hio's Stipulation in Fehruary 2012, the Commission entered
unchartered waters. In light of the unique considerations
associated with his case, we looked first at the statute, and
followed it with precision.

(12) In their respective assignments of error, C7NIAEG/ aHA, FES
and IEU argue that it was irnproper for the Conzmfssion to use
the state compensation mechanism figure of $188.88 in
calculating the MRU under the statutory test, as opposed to
using RPM capacity prices. IEU explains that the Commission
should have used actual CBP results to identify the expected
generation price under the 14fR(.^. Fuxth.er, both IEU and FES
state. that Section 4928.142, Revised Code, provides that the
price of capacity should be market-based.

AEP-Ohio responds that the Commitssiori already addressed
these arguments, and they should, therefore, be rejected.

The Commission finds that the parties fail to present any new
arguments with regard to the appropriate price for capacity to
use hi developing the competitive bez7.chmarlc price under the
statutory price test, In the Opinion and Order, the Commission
explicitly notes that AEI'-Uhio's status as an FTZR. entity makes
it appropriate to utilize its cost of capacity, as opposed to
utilizing RPM prices.6 Accordingly, we deny these requests for
rehearing.

!.7_

a CJpuuon and Order at 74
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(13) t 3CC/APjN and IEI.T argue that the Comrriissioii miscaIculated
the impact of the vario-as riders when conducting the statutory
test. OCC/APJN and IEU state that the Corrunission failed to
consider the costs for the Turning Point project for the entire
life of the facility. Further, IEU believes the Commission
-vvrongful.ly set the pool terfnin.a.tion rider (PTR) at zero, and
that the impact of the pool terminatzon could be significant. In
addition, XEU argues that the Cornrni.ssioi^t did not explain why
the entire RSR amount was not included in the statutory test,
nor the effect of the deferral created by the Opinion and Order
in Case No.1Q-2929-EL-UNC (Capacity Case).

In its mzxxternorandtt.m contra, AEP-Ohio notes that the
Corninission thoroughly addressed the potential costs
associated with the GRR in its Opinion and Order. AEP-Ohio
adds that the Commission rationally declined to incl.ude any
speculative costs that rnay be associated with the RSR, and
adds that the Comm.i.ssion was correct in not including the
capacit-y deferral figlires in the statutory test.

The Cornrni.ssion finds that the application.,s for rehearing filed
by IEI.3 and OCC/APJN sl-iould be deaiied, as the calculations
contained within the statutory test do not underestimate the
costs a..ssociated with the GRR. In light of the Coma.^z2ission's
deterenination that parties failed to demonstrate the need for
the Turning Point Solar project, the statutory test may actually
contain an overestimate cost of the GRR.7

Regarding IEU`s other arguments, we reject the claim that the
Commissior: failed to explain the RSR determination of $388
rxrillion. ln its Opinion and Order, the Coznmission explazrzed:

The RSR determiinaiion of $388 mill.ion is calculated
by taking the $508 million RSR recovery amount and
subtracting the $1 figure to be devoted towards the
Capacity Case deferral, as recovery of this deferral

will occur under either an ESP or an MRO. Using
Lj'T-5 in AEP-Ohio Ex. 114, when we consider the
total connected load of 48 rnilliori kt/Vh and mul.tiply
it by $1 ovex the teirn of the modified ESP, we reach

-8-

7 See In the Matter of the Long. 'Tenn Forecast Report of Ohio Power C:onzpQny atsd Related Mafters,. Case i\°.'o_ 10-

501-EL-FOR; et a.t. Opinion and Order {lazauary 9,2013).
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a figure of $144 rzullion to be devoted towards the
Capacity Case deferrat. However, as the RSR
recovery amount increases to $4j iVfVh in the final
year of the modified ESP, 'w-e also must account for
an increase in the iZSR of $24 xn,illion, which is also
calculated by cozu3.ected load in L.J'.€'-5. Therefore,
the ac_tual a_rxxount which should be included in the
test is $388 zni.lliort (Opinion and Order at 75).

_g-

IEU's incorrect assertion and attempt to misrepresent the
Coznzxiission's Opinion and Order is inappropriale, and its
assignment of error shall be rejected. Fuxther, the Cozruni:ssion
reiterates that any casts that may be associated ,with the
deferral created by the Capacity Case are unknown at this time
and dependent on actual customer shopping statistics. In any
event, as AEP-Ohio points out and we explained in our
Opirtii.on and Order, costs associated with the deferral would
fall on either side of the statutory test, in. J.ight of the fact that
the Conwnission has adopted a state compensation
meehanism.$ Finally, we reject I-EU's assignment of error that
costs associated with the PTR should have been included in the
statutory test. Not oriJ_y is the record void of credible numbers
associated with the costs of pool termination, but also costs
associated with the PTR would only arise if AEP-Ohi:Q`s
corporate separation is amended, and would be subject to
subsequent Commission proceedings.9

(14) Ohio Schools, OMA.EG f C7HA, IEU, and OCC/APJN allege that
tl-xe modified ESP is not more favorable, in the aggregate, than
the results that would otherwise apply pursuant to Section.
4928.142, Revised Code. OMAEG/OHA argue that there is no
evidence that the expeditious transition to m.arket will provide
any benefits to AEP-Ohio or its customers. Ohio Schools states
that exempting Ohio's schools from the RSR could be a non-
quantifiable benefit that v+fould make the €riodifzed. ESP more
favorable under the statutory test. IEtT believes that the
benefits associated with the energy atactions and niove to a
competitive bid process do not outweigh the costs associated
with the RSP and are unsupported by the record. 1E'U alleges

$ Opinion and Order at 75
9 Id. at 49
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that the Cmxni.ssion failed to explain how the qualitative
benefits outweigh the costs associated -vvith the ESP.

-1f1-

OCC/APJN acknowledge that qualitative benefits set forth by
the Carnn-iission may have rner-zt, but that a MRO provides
similar, and possibly greater non-quantifiable benefits.
Specificaily, OCC/APJN explain that the ESP's expedient
ixansition to market may be a qualitative benefit, but assext
than under a MRO, energy may also be suppiied through the
market in less than two and a half years, and a MRO provides a
safe harbor foz customess and finan.cial security for an EDU.
OCC/APJN state that Section 4928.142(D), Revised Code,
permits the Coznn-dssion to accelerate the blending
requirements associated with a MRO to 100 percent after the

second year. Further, OCC/APJN provide that the
Commission has the ability to adjust the blending of market
prices in order to mitigate any changes in an EDU's standard
service offer (SSC)}. In light of these considerations,
OCC/APJN contend that the modified ESSP is not more
favorable in the aggregate than the results that would
othei.-wise apply under a MRO.

Similarly, FES notes that the qualitative benefits of the
modified ESP do not overcome tI-te $386 million difference
between a MRC? and the modified ESP. FES reasons that AEP-
Ohio may participate in full auctions immediately, and that
AEI'-01uo must establish competitive auctions unless it can
provide that a modified E.SP is more favorable than an MRO,
negating the transition to market in two and a half yeaxs as a

benefi.t.

In its memorandum contra, AEP-Ohio asserts that the

^'omrnzssion correctly concluded that the :in.creased energy

auctions would offset any cost impacts associated with the
modified ESP, and that the qualitative benefits of the
accelerated pace towards a competitive market have a
significant value. AEP-Ohio notes that the statute affords the
Conunission significant discretion, and the Commission
appropriately weighed the quantitative costs with the
quahtative benefits.

'The Corn.rnassion affirms that under the statutory tesfi, the
modified ESP is more favorable, in the aggregate, than the
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results that would otherwise apply under a MRO. As we
provided in our flpiru.on: and Order, the fact that AEP-Ohio
will be delivering and pricing energy at market prices in two
and a half years is an invaluable benefit of this ESP, and it will
create a robust marketplace for consumers. Even fEU concedes
that the objective of accelerating the competiti:ve bid process is
a benefit to the public.10 Our determination that the qualitative
benefits outweigh the costs associated with the modified ESP
was driven by the fact that customers will be able to benefit
from market prices immediately through the enhancezaient of
the competitive marketplace.

-1.1-

Purther, customers still maintain protection from any
unforeseen risks that may arise from a developing competitive
market by having a reasonably priced SSC,? plan that caps rate
increases at 12 percent. In approving the modified ESP, we
struck a balance that guarantees reasonably priced electricity
while allowing the markets to develop an.d customers to see
future opportutxitaes to lower their electric costs. 'I`he General
Assembly has vested the Commission with discretion to make
these types of decisions by allowing us to view the entire
picture, in the aggregate, as to what the effects of the modified
ESP would be, going beyond just the dollars and cents aspect of
it. While parties may disagree with the Comnzission`s policy
decisions, there is no doubt that we have discretion to arrive at
our conclusion that the modified ESP is more favorable than
the results that wo7xld otherwise apply.11 By utilizing
regulatory flexibility, we are altowing the competitive markets
to continue to emerge and develop, while maintaining our
commitment of ensu.ring that there are stable prices for
customers, as is consistent with our state policy objectives set
forth in Section 4928.02, Revised C`ode. Further, we note that
while IEU predicts that the increase in slice-of-system enerrggy
auctions and the acceleration of 60 percent AFP-Ohio's energy
auction to June 1, 2012, would increase costs associated with
the modified ESP, this prediction is conclusory in nature, and
IEU fails to develop any arguments based on the record to
support this presumption.

7:0 Oral Ar,-,=enf Tr. at46

Counsel for UCC and IEU have acknowledged that the Com-n7ission has broad discretion in conducting
the statutory test See Oral 1-4rguntent Transcript at 117, 118. OMAEG/OHA affirm this as -cveu in its
AFR af pg. 9
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In addition, we find QCC/ AI'JN's assertions that a NIRO
would provide the same qualitative benefits as the modified
ESP to be without merit. OCC/APJN correctly point out that in
the Duke FSP the CoYmmission determ.ined that, ur ►der a MRO,
the Commission znaV alter the blending proportions begin:zling
in the second year of a MRO, pursuan.t to Section 4928.142,
Revised Code. However, OCC j APJN ignore the fact that
modifications may only be made to "rrut"rgate any effect of an
abrupt or significant change in the electric distribution utility's
standard service offer price... ." Therefore, it is entirely
speculative for C)CC/APjN to argue that a MRO option would
allow for AEP-Ohio to engage in competitive market pricing in
less than hvo and a half yea-rs, as it assumes that there w^.^ be
an abrupt or significant change in AEP-Ohio`s SSO price. The
plairi meaning of the text vwithin Section 4928.142(D), Revised
Code, indicates that the default provisions contained within the
statute apply, absent an exigent scenario, and we find it would
be foolish for the CorrFznission to ttzrn away a guarantee of
market-based pricing for AEP-Ohio customers within two and
a half years iin the off chance there are abrupt or significant
changes inn the market. Earlier in this proceeding, OCC
advocated that AEP-Ohio must carefully follow the blending
provision coittained within Section 4928.142(D), Revised Code,
and utilize the default provisions in the statute.12 Accordingly,
we reject OCC/APJN's assignment of error. Finally, we reject
Ohio Schools' assignment of error, as the Commission
previously addressed their as to why the schools should not be
exempt from the R.SR_1,3

{15} OMAEC J OHA argue the Conin-ds,sion con:ducted the statutory
test by relying ori extra-record evidence, a.nd that the analysis
the Comnu.ssion used in eonducti.ng the statutory price test is
not verzfiable or supported by any party,

In its memorandum contra, AEP-Ohio responds that the
Commission only used record evidence to arrive at its
conclusion, and the fact that the Commission reached a
different result than what any party advocated is not unusual
or improper.

1-2 OCC Ex.114 at6-7, Initial Brief at 10-11

13 Opinion and Order at 37

-1.2-
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The Commissidn finds OMAEG/OHA's argument to be
without merit. In conducting the statutoxy test, the
Commission unequivocally de.scribed, in extensive record
based detail, its basis in calculating the quantitative aspects of
the statutory test.M Speczfi.cally, we began with the statutory
test created by AEP-Ohio witness Thomas and made
modifications to the foundation of the test.75 While the results
of the test may have been different than what any party
advocated, all parties, including OMAEG and OHA, had the
opportunity to cross-examine Ms. Thomas on her methodology
and inputs in conducting the statutory test.16 As thYs test was
ad:xutted in the record, and our corrections to the test were
explained in extensive detail within tite Opinion and Order
describing the flow-through effect of our modifications, we
find OMAEG/OHA's assignment of error should be rejected.

-13-

(16) In its assignment of error, AEP-Ohio contends that the
Commission underestim.a.ted the benefits of the modified ESP
in the statutory test. Specifically, AEP-Ohzo argues the $386
million figure the Com.znission determined was the quantifiable
difference between an MRO and the nAodified ESP considered
the entire term of the ESP, after the Commission concluded that
it is appropriate to consider only the period from June 2013
through May 20-15, AEP-Ohio states that when looking at
quantifiable items during just the two year period, the
modified ESP becomes less favorable by only $266 zxdllion.
AEP-Ohio concludes that the C:.omrrussion underestimated the
value of the modified ESP.

In its memoranduixi contra, TEU, OCC/APJN, OMAEG/O1-1A,
and FES state that AEP-Ohio underestimates the cost
disadvantage of the modified ESP. The parties explain that
even if the Commission adopted AEP-Ohio's suggestion, any
adjusted dollar figures would still not overcome the
quantitative disadvantage of the modified ESP

The Conuxussion finds that AEP-Ohio's assignment of error
should be rejected. In adopting AEP-Ohio's methodology of
conducting the statutory test, the Commission evaluated three

14 Id. at 73-75

15 AEP--Ohio Ex:114

16 Tr. at 1260-1342
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parts: the statutory price test, other quankifiable considerations,
and non-quantifiable factors. The two year time frame pertains
ordy to the statutory price test, whi:ch required the Coinmission
to determine that the ESI-', as rrtodif.ied, is more favorable than
results that would otherwise apply. In looking at just the
pricing component, the Conu-fi.ssion utilized a two year
wizi.dow in order to determine, with precision, what the price
would be when the modi:fped E5P was com.pared with the
results that would otherwise apply. In our next step in
conducting the statutory test, the Cornniission looked at
components of the modified ESP that were quantifiable in
zlatu.re. We evaluated these components b:om Septem.ber 2012
through the end of the term of the modified ESP, because, as
indicated in the Opinion and Order, these are costs that
customers will pay regardless of when an auction would be
established, The Conuxrission was not inconsistent Nvhen it
considered the statutory price test under a two yeax window
but looked at quantifiable costs over the entire term of the ESP,
because, pursuant to Section 4928.143(C)(1), Revised Code, we
are to compare the modified ESP with results that would
otherwise apply based on (a) its pricing, (b) ofli.er terms and
conditions, including deferrals and future recovery of deferrals,
and (c) it must be viewed, in the aggregate. This is consistent
with how AFP-OOhi.o presented the statFZtory test in the record,
and that is how the Commission, in correcting the errors made
by AEP-Ohio, followed the statute with precision to determine
that AEP-Ohio sustained its burden in indicating diat the
modified ESP was more favorable than any results that could
otherwi.se apply.17 Accordingly, AEP-Ohio's assignment of
error should be rejected.

III. RETAIL STABILITY RIDFR

(27) In its assignment of error, OCC/APJN argue the RSR is not
justified by Section 4928.143(B)(2)(d), Revised Code, as it does
not provide stability and certa.inty for retail electric service.
Specifically, OCC/APJN believe the CQZnrr<ission failed to
determine which of the six categories contained within Section
4928.143(B)(2)(d), Revised Code, it relied upon in approving
the RSR. Sirni.larly, Ohio Schools, IEU, and FES assert that

17 See Opinion and Order at 73-77.
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there is no statutory basis for the RSR -nithin Section
4928.143{B}(2)(d), Revised Code.

In its memoran.duan contra, AEP-Ohio provides that the RSR is
clearly justified by Section 4928.143(B)(2)(d), Revised Code.
A.EP-Oh%o points . out that the statute has tfiz-ee clistirict
inquiries. Regarding the first query, A^.'-Oliio explains that
the RSR is clearly a charge as specified under the staiute. In
discussing the second query, AEP-Oluo states that the RSR is
not only related to limitations on customer shopping for retail
electric generation service, but also is related to bypassibility,
defaul.t service, and amortization periods and accounting or
deferrals. However, AEP-Ohici also requests clarification frm
the Conuni.ssion on which items the Comiirdssion relied upon in
reaching its conclusion. Finally, AEP--Ohio argues the
Coirmussion used extensive record-based findings to support
its finding that the RSR provides stability and certainty
regard%ngretaiT electric service.

In order to clarf^j the record in this proceeding, the
Comn-►i.ssion finds that OCC/A1'jIV`s application for rehearing
should be granted. In approving the RSR pursuant to Section
4928.143(B)(2)(d), Revised Code, the Comnilssion found that,,
the RSR, as modified, was reasonable. First, as OCC/APJN
adn-uts in its application for rehearin.g,18 the RSR is indeed. a
charge, meeting the first component of the statute. Next, the
RSR charge dearly falls wit.hin the default service category, as
set :£orth in Section 4928.143(B)(2)(d), Revised Code. The RSR,
as we speci.fied in our Opinion and Order, freezes non-fuel
generation rates throughout the term of the ESP,19 alloyving a11
standard service offer custom.ers to have rate certainty
throughout the term of the ESP that would not have occurred
absent the RSR. As a SSO is the default service plan for AEP-
Ohio customers who choose not to shop, the RSR meets the
second inquiry of the statute as it provides a charge related to
default service_ VNhiJ.e several parties analyze other sections the
RSR charge may or may not be classified in, these issues do not
need to be addressed as the RSR clearly is a charge related to
default service.

-15-

18 See tX.C/APJN AFR pg. 36-38

19 Opinion an:d. Order at 31
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Finally, as we discussed in extensive detail in our Opinion and
Order, the RSR promotes stable retail electric service prices by
sta.bil:izin.g base generation costs at their current rates, ensuring
customers have certain and fixed rates going forward.20
Therefore, the RSR, as a charge for default service to ensure
custozner stability and certaiszty, is consistent v,rith Section
4928.143(B)(2)(d.), Revised Code.

-1b--

ln addition, we find T.EU's argument that the Corxunission
failed to provide any analysis in support of the RSR to be
erroneous:21 The Commission devoted four pages of its
Opznion and Order to examining the RSR in determining its
compliance with the statute. In fact, IEU actually
acknowledges that the Opuiion and Order m:a.de m.ixltipie
justifications for the RSR,22 and devoteci. six pages of its
application for rehearing to the Commission's ju.stzfication of
the RSR. The RSR is carnsistent with the text contained within
Section 4928.143(B)(2)(d), Revised Code, and its rationale was
justified both. in this entry on rehearing and in the
Commi:ssion`s Opinion and Order.23 Accordingly, all other
assignments of error pertaining to statutory authority for the
creation of the RSR are denied.

(18) Several parties contend that the inclusion of the Capacity Case
deferral in the RSR is impermissible by statute. OCC/APJN,
CyMAEG/OHA, and OEG believe that the deferral contained
within the RSR is not lawful under Section 492$:144, Revised
Code, as it does iiot co:nstitute a just and reasonable phase-in.
Further, OM.A.EG/OHA state that a deferral is not authorized
as a wholesale charge under the Cornmisszan's regulatory
ratemaking authority pursuant to Section 4909.15, Revised
Code, as the Commission did not comply w-ith ratemaking
requirernents prior to approval of the capacity c.harge.

In its memorand-am contra, .AEP-Oh.io responds that the
Comxnission properly invoked Section 4928.144, Revised Code,
in implementing a phase-in recovery. AEP-Ohio points out
that because the RSR is justified under Section 4928.143,

20 rd_ afi 31-32

21 LEIJ APR at 38.

22 Id. at 9:1

23 See Opinion and Order at 3Z-34.
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Revised Code, the deferral recovery zxiechanism established
M:thin the RSR is clearly perrrdssible pursuant to Section
4928.144, Revised Code.

The Cotstrnission affi.rms its decision that the RSR deferral is
justified. In the Capacity Case, the Cornn-dssioii authorized
that, Pursu.artt to Section 4909.15, Revised Code, AEP-Ohio
shall modify its accounting procedures to defer the difference
between the state compensation mechanism (SCM) and market
prices for capacity, which, as we reiterated 'zn the Capacity
Entry on Rehearixr.g, is reasonable and lawfczl. Further, Section
4925.143(B)(2)(d), Revised Code, allows for the establishment of
ternas, conditions, or charges relating to Iirxutatiorz.s on
customer shopping for retail generation service, as well as
accounting or deferrals, so long as they would have the effect
of stabilizing. or providing certainty regarding retail electric
setvice. Tlierefore, the inclusion of the deferral, AThich is
ju.stified by Section 4909.15, Revised Code, witfun tlhe RSR is
permissible by Section 492$.143, Revised Code, as it has the
effect of providing certainty for retail electxic service by
allowing CR:CS suppliers to purchase capacity at market prices
white allowing AEP-Ob.io to continue to offer reasonably
priced electric service to customers who choose not to shop.

-I7-

(3.9) Sirni.larly, in their assignments of error, OEG and Ohio Schools
argue that the Corntnission does not have authority to allow
ALP-Ohio to recover wholesale costs associated with the SCM
from retail customers through the RSR, thus requiring that the
$1/MWh of the I6R. that is earmarked towards the difference
izi capacity costs should be elirtliilated. Lilcew-i:.5e,
OMAEG jOHA opine that because wholesale capacity costs are
being recovered from retail cu.stomers, there is a conflict
between the Opinion and Order and the Capacity Case order.

A.EP-Ohio responds that given its unzque FRR status, the
wholesale provision of capacity service is necessary for
customers to be able to shop throughout the term of the ESP.
AEP-Ohio explains that the impact of wholesale revenues on
retail services offered by CRES suppl.iers is relevant under the
ESP statute becauso- it ensures not only that customers have the
option to shop, but a.l.so it establishes reasonable SSO rates for
those who choose not to shop. A.EP-,Ohio opines that
regardless of how the capacity costs are rdassified, aII CRES
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sizppliers ultimately rely on AEP-Ohio's capacity resources,
thereby directly affecting the retail competitive market.

FES also disagrees with the characterization of the RSR as a
wholesale rate_ FES believes that the deferral is a charge that
provides revenue in support of all of AEP-Ohio's services,
including distribution, transmission, and competitive
ge.neratiorl. Therefore, FES states that because the de.ferral i.s
made available to AEP-Ohio for all of AEP--Qhto's services, it is
properly allocated to all of AEP-Ghio s cu.stomers. FES
explains that as a result of AEP-Ohio's election to become a
FRR entity, AEP-Ohio must bear the competitive obligation to
provide the capacity to its entire ioad.

The Commission finds OEG and OMAEG/OHA's assignments
of error to be without xrmerit. Under Section 4928.143(B)(2)(d),
Revised Code, the CoiTa-nission is authorized to establish
charges that would have the effect of stabiIizing retail electric
service. In its application for rehearing, OEG fails to cite to any
provision that precludes the Comznission frorri recovering
wholesale costs through a retail charge. To the contrary, the
Commission has explicit statutory authority to include these
costs in the RSR. because, altl-iough they are wholesale, they
were established to allow CRES providers access to capacity at
market prices in order to allow retail electric service providers
the ability to provide co`rrzpetitive offers to AEI'-E?hio
customers. The fact that these costs not only open the door to a
robust connpet4tive retail electric market, but also stabilize retail
electric service by lowering rnarketprices and ai3owing AEI'-
®hio to maintain a reasonable SSO price is clearly permissib-Ie
under Section 4928.143{B}(2)(d), Revised Code. Accordingly,
OEG and OMAEG/OHA's assignments of error should be
rejected, as they narrow the plaxn meaning of the statute.

-18-

(20) In its application for rehearing, OCC/ AT'jN opixze that the RSR

unreasonably violates cost causation principles. Specifically,

CCC/ A^jN assert that retail customers are subsid.izing CRES

providers and non-shopping customers are being charged for a

service they are not receiving. OCC/APJN note that Section

4928.02(H), Revised Code, prohibits anticompetitive subsidies

from noncompetitive retail electric service to competitive retail

electric service.
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FES responds that CRES providers are not the cost causers, but
rather, AEP-Ohio is as a result of its FRR status. FES explains
that AEP-Ohio bears the obligation to provide capacity to its
entire load, and that capacity costs would be incurred
regardless of whether there were any CRES providers.

AEP-Ohro rejects OCC/APJN's argument that tlie RSR creates
a cross-subsidy, as the Commission explicitly found in its
Opinion and Order that alI customers benefit frorn RPM
pricing and the other features the RSR contains. By its very
nature, AEP-Ohio asserts, the RSR cannot cause a cross-subsidy
because all customers ultimately benefit from the RSR. AEP-
Ohio also provides that the RSR does not violate SectiQn.
4928.02(Fi), Revised Code, because it is izot a distribution or
transmission rate recovering gen.eratioii-related costs, and
points out that all Ohio EDUs have generation-related SSO
charges.

The Commission finds OCC/APJN's argument to be without
merit. The RSR is not discriminatory in any nianner, as it is
permissible pursuant to Section 4928.143(B)(2)(d), Revised
Code, and provides benefits to all customers in .AEP-Ohio's
ter.ritory, regarclless of whether cc7.stoxners are shopping or non-
shopping customers. Further, the Commission previously
rejected such arguments within in its Opinion and Order, and
accordingly, -we affirm our decisiort.2-4

(21) Also in xts application for rehearing, OCC/APJN raise the
argument that th.e RAA does not authorize a state
compensation mech:anism un which non-shopping customers
are responsible for compensating .A:EP-Ohio for its FRR
obligations. This, CCC jAPjN state, causes unduly preferential
and discriminatory pricing because it forces non-shopping
customers to pay twice, as they already have capacity charges
built into their rates.

AEP-Ohio disagrees with OCCJA.I'jN's contention, explaining
that the statute explicitly allows for the creation of stability
charges pursuant to Section 4928.243(B)(2)(d), Revised Code,
and the fact that al1 customers benefit from the RSR makes
OCC/ APJN's assertion incorrect. FES notes that revenue

-19-

24 ItZ. at 37.
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included with the deferral cannot be considered a double-
charge because it supports a.ll of AEP-Ohio's services, and thus
is properly allocated to all of A.EP-Ohio's customers.

The C:ommission finds that OCC/APjN's arguments should be
rejected. Both A£P-Ohio ancl. P'ES agree that the RSR should be
collected as a non-bypassable rider, and we agree. As set forth
in our Opinion and Order, the P.SR benefits all of AEP-Ohio's
custozners, both shopping and non-shopping in that it allows
for the competitive market to cont-inrie to develop and expand
while allowing AEP-Ohio to maintain a competitive SSO offer
for its non shopping customers.25 Accordingly, as we
previously rejected OCC/APJN's arguments, we aff'rrm our
decision,

(?2) IEU argues that the RSR is improper because it allows for
above-market pricing, which the Conumission lacks statutory
jurisdiction to e.stablish. IEU contends that the RSR's improper
collection of above-market prices for capacity violates Section
4928.02, Revi.sed. Code, wh.ich provides that state policy favors
market-based pricing.

AEP-Ohio states that the Caxnmission appropriately addr.essed
the SCM within the Capacity Order, noting that IETJ's
arguments for a.naxket pricing were properly ignored in the
Commission's Opiniozz and Order.

The Commission finds IEU's arguments to be without merit. In
its Entry on Reheaxing in the Capacity proceedings, the
Com.mission rejected these arguments, explaining that one of
the key considerations was the impact of AEP -Ohio's capacity
charges on CRES providers and the competitive retail markets.
Further, the intent of the Comznission in adopting its capacity
decision was to fixrther develop the competitive marketplace by
fostering an environment that promotes retail competition,
consistent with Section 4928.02, Revised Code. Accordingly, as
IEU's argument has already been dismissed in the Capacity
Case, we find it to be without merit.

(23) Ohio Schools, IEU, and FES allege that the RSR wrongfully
allows for AEP-Ohio to collect transition revenue by recovering

25 :td.

-20-
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sLLranded costs. Ohio Schools opine that the approval of cost-
based capacity charges is irrelevant because the Conunission's
decision in the Capacity Case was untawfu.I. Further, Ohio
Schools note that the rnon--defei-ral aspects of the RSR sti11
arnoun.t to transitiori charges. IEL7 adds that the Coz'n:nYission is
improperly igx-toring its statutory obligation by allowing AEP-
Ohio to collect transition revenue, and evade the Coxnn-dssion-P
approved settlement in which AEP-Ohio was obligated to forgo
the coII.ection of any lost revenues. FES and Ohio Schools
'believe that it is me.aniiigless that AEP-Ohio's status as an F7ZI.2:
entity occitrred after the ET'P proceedings.

AEP-Ohio believes these arguments should be rejected, as the
Cominission explicitly disn-iissed the argumerits in the Opinion
and Order, as well as in the Capacity Case.

Tlie Coznrnission previously rejected these argruFnents in its
Opinion and Order, noting that AEP-Ohio did not seek
ixansition revenues, and that costs associated with the RSR are
permissible in light of AEP-Ohic's status as an FRR entity.26
We also rejected IIEU's arguments again in the Entry on
Rehearing in the Capacity Case, finding that AEP-Ohio's
capacity costs do not fall within the category of transition
costs.27 As the Cozxunission previously dismissed these
arguxstents, we find that all assignments of error alleging that
the RSR allows for the collection of transition revenue should
be rejected.

-21-

(24) In their respective applications for rehearing, OCC f AI?JN,
OMAEG/OHA an.d :EES argue that even if the RSR is justified,
the Commission erred by overestirnating the value of the RSR
to $508 million. OCC/APJN and OEG believe that the
Commission -anprcaperly used assumed capacity revenues
based on RPM prices, evezi though AEP-Ohio is authorized to
collect capacity revenues at the SCM price. OCC jAPJN assert
tliat the current construct forces customers to pay twice for
capacity, and if the Comzxtission calculated the RSR based on
the $188_88/MI!tir-day figure, it would determine that the RSR is
unnecessary. Also, OCC AP^T state that the RSR should have
taken into account additional revenue AEP-Ohio wiU receive

26 rd.> at 32:

27 Capacity Case EOR at 56-57
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Eor capacity associated with c the energy a.uctions that will occur
during the term of the ESP. OCC/APJN allege that collecting
the capacity rate from SSO customers in the energy-only
auctiarts zwill create capacity revenues that shozxid be offset
from the $508 rnillion. In addition, OCC/APJN argue that the
Comuy.issic3n applied too low of a credit for the shopped load
without providing any rationale in suppo.rt of its adoption.
Ormet argues the proper credit for shopped load was
$6.45 J MWhr making the RSR overstated by approximately

$121 rrulliort.

_222_

Ln response, AEP-Chio points out tl,.at it wi.l not book, as
revenue, the entire $188.88/MW-day eapac.ity cost. Rather, as
established in the Capacity Case, AFP-0hio explains that the
regulatory asset deferral is tied to incurred costs that are not
booked as revenues throughout the terrn of the deferral. AEP-
Ohio provides that any revenue collected frorn CRES providers
is limited only to RPM prices and the inclusion of the deferral

does not alter the reveizue AEP-Ohio receives. Further, AEP-
Oh.io nofies that the Cozilnnission`s modification of the RSR from
a ROE-based revenue decoupling mechan.ism to a revenue
target approach further warraiits the use of RPM prices when
calcula.t-ing the RSR in light of the iuzcreased risk assaciated
with a fixed R.SR. AEP-Ohio also states that the inclusion of
capacity revenues associated with the January 2015 energy
auction should no longer be applicable, as the C:onuxzission
does not incorporate any reductions in nonfuel generation
revenue associated with the 2014/2015 delivery year. Finally,
AEP-Ohio notes that the $3/ 1v1Wh energy credit was
reasonable and supported by the record, and C}rmet`s reque.st
to make an adjustment is speculative and should be rejected.
Specifically, AEP-Ohio states that C3rrr:.et ignores pool
terrni:nation concepts and the fact that energy sales margins
attributed to transferred plants would become unavailable after
pool termination.

The Commission finds that the applications for rehearing
should be dexiFed. Claims that the RSR. overcompensates AEP-
Ohio fail to consider the actual construct of the $188.88/MW-
day capaci-ty price, as the deferral established in the Capacity
Case vaill iiot be booked as a revenue during the deferral
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period.2$ The revenue AEI'-Ohio will collect for capacity is
limited ortly to the RPM price of capacity. Therefore, all
assertions that partic-^s make about AEP-Ohio recezviag
sufficient revenue from the capacity deferral alone are incorrect
and shouJd be z.^ejected. Further, we note that OCC j APJN
again mischaracterize the function of the RSR, because, as we
have emphasized both in the Opinion and Order and again in
this Entry, the RSR allows for stability and certainty for AEP-
Oh7.o's zion-shopping customer prj:ces, while the deferral relates
to capacity, thereby n-udki.ng it inappropriate IL-o claim customers
are being forced tci pay twice for capacity.

Finally, we find that OCC/APJN and Orxnet's applications for
reliearing regarding the $3/MWh energy credit should be
denied. In approving the RSR, we determined tti:at off-system
sales for AEP-Ohio wiIl be lower th.an anticipated based on our
estimation that AEP-Ohio's shopping statistics were
overestimated. In light of the likelihood that AEP-Ohio will not
see significant off-system sale:s as OCC/.APJN and Ormet
allege, we found it was unreasonable to raise the energy credit.
Further, we find AEI'-Ohio presented the most credible
testimony about the energy credit, as it took into consideration
the impacts pool termination would have on eztergy sales
maxg- î.ns.2g On brief, Ormet introduces extra-record evidence
that not only should be rejected, but also even if considered
fails to rebut the reasonableness of A-EP-Ohia's testimony.
Therefore, we affirm our determ.ination that the energy credit
calculation of $3jMWh is reasonable.

(25) Also in its application for reheaz7.ztg^ OEG argues that, in the
alternative, if the Commission does not use the $188_88 f MW-
day capacity price in the RSR ca.lcuZatiort, then the Co.n ui-ussion
should include the amount of the capacity deferral for the
purposes of enforcing the 12 pezrent earnings cap. OEC points
out that this appears to be consisfent with what the
Corsi:m.Yssiort intended in its Opinion and Order, and is
consistent with Commission precedent. OEG also suggests that
the Commission clarify that the earnings cap was an ESP
provision adopted pursuant to Section 4928.143(B)(2)(d),
Revised Code.

28 In re AEP-Ohio, Case No.1o-29.Z9--]EL-tTNC, (Opinion and Order) July 2, 2012.

29 See AEP-C1hio Ex. 116 at 13, Ex. wAA:-6_
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AEI3-Ohio responds by stating that it is not opposed to
including the deferral earnings as deferred capacity re-crenue
when enforcing the 12 percent earnings cap, as it is coii.sistent
with the Commissiori s prior decision regarding AEP-COhio's
fuel deferrals under AEP-Ohio's FSP 1.30

-24-

The Comm.ission finds that OEG's application for rehearing
correctly indicated that it was the Commission's intent in its
Opinion and Order to include the deferred capacity revenue hi
AEP--Ohio's 12 percent earnings cap. We believe the inclusion
of the deferred capacity revenue is ixnportan.t to ensure AEP-
Ohio does not reap a disproportionate benefit as a result of the
modified ESP.31 Therefore, the Comau.ssion clarifies that, in
the 12 percent SEET threshold established within the Opinion
and Order, the complete regulatory accounting of the th.reshold
should include d-ce entire $188.88/MW-day capacity price as
current earnings, not just the RPM component, as well as the
$3.50 and $4.00 per IvMfh RSR. The $1.00/IviVljh of the PSR.
charge that is to be devoted towards the capacity deferral shall
be off-set with an amortization expense of $1.00/MWh.
HoNaTe-,,=er, we reject OEG's request to include the 12 percent
threshold as a condition to the ItSIZ, as the CoYnx.ii.ission can and
will adequately analyze AEP-Ohio's eaznings consistent with
Sec..c-tion 4928.143(F), Revised Code, without creati.ng an
unnecessary regulatory burden., as reiterated in aur SEET
analysis below. Accordingly, OEG's application for rehearing
should be granted in part and denied in part.

(26) In its applicatiort for rehearing, OCC/.IAPfN assert that the
Commission should not have found that AEP-Ohio may file an
application to adjust the RSR in the event that there is a
significant reduction in its non-shopping load. OCC/APJN
argue that this unreasonably transfers the risks associated with
economic downturns from AEP--Ohio and onto customers.

The Commission finds OCC/ APJN's application for rehearing
should be denied. The CozrYn.-s.ission has the discretion to take
appropriate action, if necessary, in the event there are
sigxuficant changes in the non-shopping load for reasons
beyond AE P-Qh.io's control. Further, we note that in the event

30 In re AEp-f3hin, Case No. 10-1261-EI.-UNC, (Opinion and Order) January 11, 2011.

31 Opituan and Order aE 37.
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there are significant changes in the non-shopping load, any
adjustments to the RSR are still subject to an application
process where parties will be able to appropriately advocate for
or against any adjustanents.

(27) In addition, OCC f APJN argue that the Comn-tission violated
Section 4903.09, Revised Code, by failing to allocate the RSR by
the percentage of customers shopping in each class,
OCC f APJN believe that cost causation principles dictate that
the RSR should be allocated among the di:£ferent customer
classes based on their share of total switched load: To the
contrary, Kroger asserts that the CoxrumissiQn's Opinion and
Order unreasonably requires demand-billed customers to pay
for RSR costs through an energy charge, despite the fact that
the costs are capacity based but allocated on the basis of
demand. Kroger requests that the Com-.,ission eliminate the
RS.1Z's improper energy ch:arge to demand-billed customers on
rehearing.

-25-

In its memorandum contra, .AEP-Ohio states that OCC/APJN
are tzusgu.ided in their approach, as shopping customers are not
the on.ly cost-causers of the RSR, because all customers have the
right to shop at any time. If the Conum.ission were to accept
rehearing on this area, AEP-Ohio argues that the cost of the
RSR would be dramatically shifted from residential customers
to industrial and commercial customers. 13,EP-O1uo also states
that Kroger's proposal would undu.ly burden smaller load
factor customers in commercial and industrial classes. AEP-
Ohio reiterates that the RSR benefits for all. customer classes.

The Commission rejects arguments raised by OC^_"/APfN and
Kroger. As AEP-Ohio correctly points out, and as we
emphasized in our Opinion and Order, all customers,
residential, commercial, and industrial, and bath shopping and
non-shopping, benefit from the RSR, as it encourages
competitive offers from CRES providers while maintaining an
attractive SSO price in the event market prices rise. Were the
Commission to adopt suggestions by either party, these
benefits would be diminished., as industrial and commercial
customers would be harmed by a reallacation of the RSR if we
took up OCC/ APJN's application, and smaller comn-iercial and
industrial customers would face a.n undue burden of the RSR
were we to adopt Kroger's recomznendation. We believe the
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Opiruon and Order struck the appropriate. balance through
recovery per kVVh by customer class, as it spr.eads costs
associated with the RSR charge among all customers, as all
custorner ultimately benefit from its design.

-26-

(28) Furtherinore, IEU, FES, and OCC f APfN contend that the fact
that the IZSR revenues will continue to be collected after
corporate separatiotL and flow to AEP--Oh7o's generation
affiliate violates Section 4928.02(H), Revised. Code. OCC/ APJN
opine that when the ILSI.Z. is remitted to AEP-0hio's affiliate,
AEP-Ohio will be acting to subsidize its unregulated
generation affiliate_ IEU states that the Opinion a-nd Order will
provide an unfair competitive advantage to AEP-Okuo's
generation affiliate, evad'ing corporate separation requirem.en.ts.

AEP-Ohio respoizds that, as it is the captive seller of capacity to
support its load consistent witl-z its FRR obligatioats, it must
contin.ue to fulfill its FRR obligations even after corporate
separation is completed. Due of the nature of its FRR status,
AEP-Ohio points out that it must pass through generation
related revenues to its subsidiary rn order to provide capacity
and energy for its SSO load. YVl-dle AEP-CJhio acknowledges
that it wi.fl be legally separated from its affiliate, the fact that it
reznains obligated to provide SSO service for the term of the
ESP and the SSO agreement between AEP'-C7bio and its affiliate
is subject to FERC approval shows the cross-subsidy
allegations are irn.proper.

The Commission rejects the arguments raised by IEU, FES, and
OCC/APJN, and finds their applications for rehearing should
be denied. Aa previously addressed 'zn the Corn-rnission's
Opinion and Order, AEP-Ohio, as an FRR entity, must continue
to fulfill its obizgations by providing adequate capacity to its
entire load. Therefore, in order for AEP-Ohio, and the newly
created generation affiiiate to continue to provide capacity
consistent with its FRR obligations, we niaintazn our position
that AEI'-C7hio is entitled to its actual cost of capacity, which
will in part, be collected through the RSR in order for AEl'-
£?hio to begin paying off its capacity defc-rral. As we
previously established, parties cannot claux-L that AEP-tJhio's
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generation affiliate is receiving an improper subsidy when in
fact, it is only receiving its actual cost of sern•ice.32

(29) In addition, Ormet and Ohio Schools renew their request for
exemptions from the RSR in their applications for rehearing.

fn its rnemoranduxn contra, AEf'-Ohio asserts that Ormet and
Ohio Schools second-guess the Commission's discretion and
expertise, noting that the Cornmission already dismi:ssed such
requests in its Opinion and Order.

Again, the Commission rejects arguments raised by Ormet and
Ohio Schools, as both have previously been rejected with ample
justification in the Opinion and Order.33

(30) In its application for rehearing, AEP--Ohio opines that it was
unreasonable for the Cornir.iission to use nine percent as a
starting point i.n, determining the RSR revenue target. AEP-
Ohio argues that nu:ie percent ROE is uzlzeasonably low, as
evidenced by the recently approved ROEs of 10 and 10.3
percent, respectively, in AEP-Ohio's distrzbution rate case.
AEP-Ohio also points to the. recent Capacity Case decision in
which the Commission found it appropriate to establish a ROE
of 11.15 percent. AEP-Oh.io states that the witness testirnony
the Coxrnriission re_ti.ed upon in reaching its conclusion did not
reflect any consideration of AEP-Ohio°s actual cost of equity.

In its memorandum contra, IEU explairis that AEP-Ohio has
failed to present anything new and its request should therefore
be rejected. FES argues that AEP--Ohio`s request is
meaningless, as Ohio law requires AEP-Ohio's generation
service to be independent within the competitive marketplace.
OCC/APJN state that the use of a idnne percent ROE is not
unreasonable, and. AEP--Ohio carmot rely on the Capacity Case
as precedent because it previously asserted that the state
cozn:pensatioxt zn.echanism does not apply to SSO service or the
capacity auctions. OCC/APJN also argue that AEP-Ohio's
reliance on stipulated cases is improper.

The Commission finds that AEP-Ohio has failed to present any
additional arguments for the Commission to con.si_der. lEL7

-27-

32 Id. atbfl

33 Id. at 37
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correcdy points out that AEP-Ohio pxeviously made these
argument,s both in the record and on brief. In its Opinion aDd
Order, the Commission determiried that there was compelling
evidence in regards to an appropriate ROF., and the
Co.t7uni.ssion adopted its target of nine percent based ©n such
testi.rxi.ony 34 Accordingly, as we provided sufficient
i7istificafzcjn for our establzslument of a nine percent ROE to
establish AET''-Ohio's revenue target, we find AEP-Ohio's
arguments to be without r,rmerit, and its application for
rehearing should be denied.

(31) l-n its assigrunent of error, AEP-Ohio requests that the
C.omrn.ission clarify that all future recovery of the deferral
refers orily to the post-ESP deferral bala-nce process. AEP-Ohio
also seeks a clarification that tl-ie rernaining deferral balance
that is not coflected through the RSR durin.g the term of the ESP
wiIl be collected over the three years folloiving the ESP term.

OMA-EGf OHA responds that at a rxiirizmuxn, the Coix ►:zn:ission
should continue to make the deterrainations on cost recovery
when more inforxnat?on on the delta is available< C.7CC/APJ.N

also notes that any elarification is unnecessary because the
Commi.ssiorc unreasonably found that deferrals could be
collected from both shopping and non-shopping customers.

As the Coznmission emphasized in its Opinion and Order, the
remainder of the deferral will be revie-,ATed by the Commission
throughout the term of this ESP, and no deterzrciz.zaf:ions on any
future recovery will be xnade until AEP-Ohio provides its
actual shopping statistics.35 Accordingly, as the Convni.ssion
will continue to monitor the deferral process, and as set forth in
the Opinion and Order, we will review the renlaining balance
of the deferral at the conclusion of the modified ESP, we find
that AEP-Ohio's application for rehearing has no merit and
should be de-nied:.

(32) In addition, AEP-Ohio requests that the Commission establish

a remedy in the event the Ohio Supreme Court overturns the
RSR. Specifirally, AfiP-Ohio argues that it would be subject to
inc-reased risk wzt3.i.out such a backstop, and proposes a

34 Id, at 33.
35 Id. at 36.
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provision that CRES providers would automatically be
respons'rble for the entire $188.88/MW-day capacity charge if
either the capacity deferral or defei'ral recovery aspect of the
RSR is reversed or vacated on appea.l.

Ohio 7chools, DER/DECAM, and OMAEG/OHA argue that
AEI'-Ohio's request is an un.Iawful request for rehearing of the
Capacity Case, as the level of capacity charges was not
determined in this proceeding on the modified ESP.
E.^MAEG/OHA. and Ohio Schools also point out that the
creation of a backstop would cause instability and uncertainty,
as CRES providers paying the delta between RPM and the cost-
based rate may pass costs on to customers. l[EU asserts that the
mechanism, if approved, would result in an unlawful
retroactive rate increase.

The Comrnission agrees with Ohio Schools, I7ER/DECA.tv1,
OMAEG/OHA, and IEU, and finds that AEP-Ohi.o's request
for a backstop in the event the Commission's deferral
mechanism is overt-urn.ed to be an inappropriate request foz-
refiearing that should have been raised in the Capacity Case.
Therefore, AEP-Ohio's application for rehearing should be
den.ied.

IV. PUEL A DR:TSTMENT CLAUSE

(33) AEP-Ohio assert5 that the Co12uT?isslon's fai-lt2re to establish a

final reconciliation and true-up for the fuel adjustment clause

(FAC) was tn-treasonable. AEP-Ohio notes that the C.)piru.on

and Order specifically directed reconciliation and true-up for

the enh.artced service reliabili:ty rider (ESRIZ), and other riders

that will expire prior to or in conjunction with the end o€ the

ESP terrn.. Regarding the FAC, AEP-0hio contends the

Commission faiIed to account for reconciliation and true-up

when the AEP-Ohio's SSO load is served through the auction

process. AEP-Oh,ia reasons that the Comn-dssion is clearly

vested with the authority to direct reconcil.iation of the rider

and has done so in other proceedings.36

FES contends that the Opinion and Order unreasonably
maintains separate FAC rates for OlYio Power Company (OP)

36 Case No.11-3549-EL-SSiJ, Duke Energy Ohio Inc., Qpinion and Order at 32 (November 22, Z{311).

-29-
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arzd Columbus Southern: Power Company (CSP) rate zones.
FES argues that A.EP-Ohro has merged and there is no basis to
continue separate FAC rates. Based on the testirn4rny of FES
witness Lesser arid AEI'-Oh.io witness Roush, FFS states that
OP customers -wiil pay arrti..ficialTy reduced fuel costs.,
discouraging competition, and beginning in 2013, OP
customers wi11 be subject to drastic increases, as compared to
CSP customers.37 With individual FAC rates, FES reasons that
CSP customers are discriminated against in comparison to OP
customers for fhe same service in violation of Sections 4905.33
and 4905.35, Revised. Code. As such, FES states that the
Opinion artd Order is unreasonable in its arzti--competitive and
discriminatory rate design Nvithout provi.ding any rational
basis.

IEU offers that nothu-ig in the record of supports FES` claim
that separate FAC rates for each rate zone causes artificially
reduced fuel costs for the OP rate zone. IEU notes that at the
briefing phase of these proceedings no party opposed
maintaining separate FAC rates for each rate zone.

OCC j APjN also argue that the decision to maintain separate
FA:C rates for each rate zone is arbitrary and inconsistent,
particularly as to the projected time of consolidation for
customers in each rate zone, while approvitig iznmed.i.ate
consolidation for the transmission cost recovery rider (TCRR).
Further, OCC/APJN believes that the Cammission's failure to
consolidate the FAC rates while i.maiediately corzsolidattng the
TCRR rates, n.egatively irnpacts OP customers. C7CC/ AI'jN.
submits that the Opinion and Order does not explain why
consistency is necessary between the FAC and PIRR but not
with the TCRR. OCC/ APJN note that delaying the merger of
the FAC rates causes OP customers #:o incur a$C}.02 j I'vIwh
increase in rates. C7CC/APjN state that the Comntission failed
to offer any explanation for the incor ►sisten:t treatment in the
merger of the various rates and continuing separate FAC and
PIRR rates, as required by Section 4903.09, Revised Code.

First, we grant rehearing on two issues raised in regard to the
FAC. First, vve grant O►C:C/.APjN's request for rehearing only
to clarify that the Commission did not intend to establLsh June

37 FF-S Ex. I02-A at 45-46; FES Ex. 1028; Tr, at 1075-1077,1082-1084.
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2013, as the date by which the FAC rates of each service zone
would be merged. The Com.mission will contiziue to monitor
the deferred fuel balance of each rate zone to determine if, and
when, the FAC rates should be consolidated. Second, we grant
AEP--Qhio's request for reheaxing to facilitate a fi.nal
reconciliation and true-up of the FAC upon terzxt.inati.oz-t of the
FAC rates. We deny the other requests for xeheariztg in regards
to the FAC.

It is necessary to maintain. separate FAC rates until the deferred
fuel expense incurred by OP rate zone customers has been
sigrifican.tlv reduced. Consistent Mt-h the Commission's
decision in AEP-Ohio's prior ESP, the deferred fuel expenses
incurred by each rate zone will be collected through December
31, 2018. We note that a significant portion of the deferred fuel
expense incurred by CSP rate zone custoiners, over $42 million,
was offset by significantiy excessive earrdngs paid by CSP rate
zone customers.38 Further, as noted in the Opinion and Order,
in, addition to delaying the consolidation of the FAC rates to be
consistent with the recovery of the PIRR, the Commission
noted pending Con.lrrussion proceedings will Iilcely affect the
FAC rate for each rate zone.39 Fuxthenmore, the Commission
notes that the pending 201040 and 2011 SEET proceedings for
C.SP and OP could affect the PIRR for either rate zone. Because
of the remaining balance of deferred fuel expense was incurred
primarily by OP customers, as noted in the Opinion and Order,
the CozTtnYission reasoned that maintaining distii-ict and
separate FAC rates for each rate zone would facilitate
transparency and review of any ordered adjustments in the
pend.ing FAC proceedings as well as any PIRR adjustments.41

The deferred fuel charges were incurred prior to the merger of
C.SP and OP and form the basis for the PIRR rates applicable to
CSP and (JI' rate zone customers. If FES believes that the
deferred fuel charges incurred by CSP or OP were
d:zscrimin.atory or imposed an: undue or unreasonabie
prejudice, the appropriate time to address the claim would

38 In re AEP-Ohio, Case No. 10-1261,-EI.-L7NC Opinion and Order (januazy 11, 2011); Entry on Aehearin.g
-19 OpiYUon and Order at 17.

40 In re AEP-Ohia, Case Nos. 11 -1571-EL-UNC and I3-4572-EL-UNC
41 In fhe tviaiter af, the Fuel Ad.justmenf Ctcauses for Columbus SoutJze,*n Power Company and Olzio Power Company,

Case No. 09-$72-EL-FAC, et aL, Opireion and Order (Januaay 23, 2012).
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have been in the pAC audit proceedings. In. this proceeding the
Commission has deterrnined that it wo-uld be an unreasonable
disadvantage for former CSP customers to be required to incur
the significant outstanding deferred fuel expense i.ncurred by
former OP custom.ers, particularly when possible adjustments
to the FAC and PIRR rates for each rate zone are pending. The
T'CRR is analyzed and reconciled independent of the FAC the
PIRR for each rate zone, and is not affected by the outcome of
SEET or FAC proceedings. For these reasons, the Commission
finds it reasonable and equitable to continue separate FAC and
PIRR rates for each rate zone although we merged other
components of the CSP and C}I' rates where we deterniined the
consolidated rate did not impose an unreasoria.ble
disadvantage or dezn.and on customers in either rate zone. On
that basis, the Opinion and Order complies with Sections
4:905.33 and 4905.35, Revised Code. Accordingly, we affirm the
decision not to merge the FAC and deny the request of FES an.d
UCC/APJN to reconsider this aspect of the C3pinion and Order.

V. BASE GENERATION RATES

(34) In its assignment of error, C3CC/APJN conte.nd that the
modified ESP's base generation plan does not benefit
customers. OCC/APJN point to the testimony indicating that
auction prices have gone down and CRES providers have been
providing lower priced electric service_ In light af these lower
prices, 0CC/APJN opine that freezing base generation prices is
not a benefit because the market m.ay be producing rates at
lower prices. OCC/ APJN allege that the Conuntisszon failed to
ensure nondiscri:minatory retail rates are avazlable to
custorners, as the base generation rates were not properly
unbunc3,led into energy and capacity components, creatiilg the
risk of customers paying different prices for AEI'-Ohici s
capacity costs_

In its memorandum contra, AEI'-Ohio responds that the
Cornzxussion properly detem-dned that freezing base generation
rates for non-shopping SSC} customers is beneficial because it
aIlows for a stable and reasonably priced default generation
service that will be available to all customers. AEP-(3hio
further explains that OCC/APJN do not present any evidence
to support its assertion that the base generation rate design.
makes it difficult for the Commi<.Ssiort to ensure that all SSO



11-346-EL-SSC.O, et al.

customers are receiving non-discriminatory generation service,
and points out that OCC/AI'JN wrongfu.Uy atternipt to
extrapolate the Commission's Capacity order. AEi'-C7hio adds
that any accusations of the base genc-ration rates being
discrriminatoxy are also irnproper because AEP-Ohio offers
different services to its SSO customers than it does to CRES
providers. Specifically, AEP=C.Ohio explaiiis that it only offers
capacity service to CRES providers, but it offers a bundled
supply of generation senrice to its SSO customers, thereby
elirninating az7y claixn of AEP-Ohio providing discriminatory
services.

-33-

The Coxn.mission affirms its decision in the Opinion and Order,
a.s the frozen base generation rates aznount to a reasonably
priced, stable alternative that will remain ava.i7able for all
custorners who choose not to shop. Further, OCC f APjN €a'r.led
to provide any foundation in the evidentiary hearing and in its
appi.ication for rehearing that the base generation rates were
not property unbundled. To the contrary, AEP-Ohio's base
generation rates were alnnost una.niinotLsly unopposed by all
parties who intervened in this proceeding, whach: included
intervenors representin.g small business customers, commercial
customers, and industrial customers _42 Further, OCC/APJI*I
fail to recognize that AEP-Ohio is not offering discriTninatory
rates betvti=een its non-shopping custonlers and those customers
who shop, as AEP-Ohio provides different services to the
shopping and non-shopping customers. Therefore,
OCC/ APJh1's arguments fail, as Section 4905.33, Revi.sed Code,
prohibits discrizninatory pricing for like and contemporaneous
service, which does not apply here. AEP-Ohio provides
capacity service to CRES providers, and provides a bta.iidled
generation service to its SSO customers.

VI. I'^3Z'ER.P'tJPT€bLE POWER-DISCRETIONARY SCHEDULE CREDIT

(355) OCC/APJN state that the Co:mxnission failed to provide that
the interruptible power-discretionary schedule (IRP-D) credit
costs should not be collected from residential customers, which
was necessary i-n order for the Commission to be consistent
with the intent of the approved stipulation in Case No.11-5568-
El.-POR_ Specifically, OCC j APJN argue that the stipulation in

42 See t?pition and Order at 1 s-1b,
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that cce provides that program costs for customers in a
rlonresidential customer class will not be collected from.
residential customers, and residential program costs will not be
collected from non-residential custo.rx^ers.

Tn its zn.emorandum contra, OEG argues that the credit adopted
uride.r_ the IRP-L? is a new credit established in this proceeding,
and therefore should riot be governed by the EE/PDR
stipulation. OEG opines that the C:omrnissian acted lawfu.Ry

and reasonably in approving the 1RP-D credit.

The Cornndssion finds OCC/A.PfN's arguments should be
rejected. As OEG correctly points out, the IRP-D credit was
established in the modified ESP proceeding, therefore, it is not
proper for OCC/APJN to use a stipulation that is only
contemplated the programs set forth ht the EE/PDR
stipulation.

VII. AUCTION PROCF_.SS

(36) In its assignment of error, OEG requests that the Comn.ission
clarify that separate energy auctions lbe held for each AEP-Ohio
rate zone. OEG explains that this would be consistent with the
FAC and PIRR recovery mechanisms, and xvifhout separate
energy auctions, the auction may result in unreasonably high
energy charges for Ohio Power customers. OFG also suggests
that the Coznrni.ssion clarify that it wil1. not accept the results
from AEP-Ohio's energy auctions if they lead to rate increases
for a particular rate zone, and points out that the Commission
maintains the discretion and flexzbzlsty to reject auctlan resY.alts.

-34-

In its memorandum contra, .A.EP-Oh.io submits that it is not
necessary to determi.ne the detaiJs relating to the competitive
bid procurement (CBP) process, as these issues would be more
appropriately addressed in the stakeholder process established
pursuant to the Comrrzission's Opinion and Order. In addition,
AEP-Ohio opposes the proposal for the Cornznission to reject
any unfavorable auction results, as the Gerieral Assembly's
plan for competitive markets is not based on short-term znarket
resulLs, but rather based on full develdpment of the competitive
rnarketplace. FES nates. in its memorandum contra that OEG
presented no evidence in support of its argurnents, and that its
proposal would actually l.imit supplier participat.ion artd hinder
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competition FES explains that if the Commzssion were to
adopt the ability to nullify auction results, it would discourage
suppliers vlho invest sig.czi.ficant tinle and resources iiito the
auction from participating in any fui-cxre auctions.

The Commission finds UEG's arguments on separate energy
auctions should not be addressed at this time, and are better
left 'LIo the auction stakeholder process that was estabti.shed in
the Cornznissiori sOpiaticn and Drder'43 We believe that the
stakeholder process wM allow for a diverse grozip of
stakeholders with unique perspectives and expertise to
establish an open, e^fective, and transparent auction process.
However, we agree with FES and AEP--Ohio, who, in a rare
showing of unity, oppose OEG's request to reject auction
resu7ts. The Coz7n-iission will not interfere with the
competitive maxkets, and accordingly, we believe it is
inappropriafie to establish a mechanism to reject auction results.
Accord7ngly, OEG's application for reheaxing should be
denied.

(37) In its appiication for rehearing, FES contends that
Commission's Opiruon and Order slows the movemen.t of
competitive auctions by Qnl.y authorizing a 10 percent slice of
system of auction and an energy onlv auction for 60 percent of
its load in June 2014. FES argues th.at this delay is unnecessary
as AEP-Qhio cannot show any evidence of substantial harm by
earlier auction dates, and that AEP-Ohio is capable of holding
an auction in jjuzte 2013.

The Conunission rejects FES's arguments, as they have been
previously raised and dismissed.44 Further, the Co;rnmission
reiterates that it is important for customers to be able to benefit
from znarket based prices while th.ey are low, as evidenced by
our decision to expand AEP-Ohio's slice-of-system auction, as
well as accelerating the time frame for AEP-Ohio's energy
auctions, but it is also ir tportant to take time to establish an
effective CBP process that will maximize the ricim.ber of auction
participants.

43 . fd, at 39-40.
44. Id, at 38-40.
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(38) In its application for rehearing, AFP-Ohio requests a
modification to provide tbat, in light of the acceleration of AEP-
Ohio's proposed CBP, base generation rates will be frozen
throughout the ent7re term of the ESP, including the first five
months after the January 1, 2015, 100 percent energy auction.
.AEP Ohio explains that it would flow al1 energy auctioii
procurement costs through the FAC. Further, AEP-Ohio
believes it would be unreasonable to adjust the SSO base
generation rates for the first five months of 2015, as proposed in
AEI'-Ohio's application,4-5 in. light of the substantial
ixtodif-icatiUiis made by the Commission to accelerate and
expand the scope of the energy auction.s. AEP-Ohio warns that
absent a clarification on rehearing, there could be adverse
financial irzz.pacts of AEP-C7hio based on the Opinion and
Order's auction mod`zfications.

In its memorandum contra, FES explains that the Coziuni.ssiozi s.
Opinion and Order does not allow for AEP-Ohio to recover
additional auction costs through the FAC. FES notes that AE:P-
Ohzv's proposal would have the effect of lintifing custorne.r
opportuztitzes to lower prices, noting that if auction results
were lower than SSO customer generation charges, customers
would have to pay the base generation difference on top of the
auction price, malcing the effects of competition meaningless,
OMAEG/ Ol-lA. add that costs associated with the auction are
not appropriate for the FAC because it wiff disproportionately
impact larger cu:stomers.

We find that A.EP-Ohio's request to continue to freeze base
generation rates through the auction process is inappropriate
and should be re*fed. The entire crux of the Opinion and
Order was the value in providing customers with the
opportunity to take advantage of market-based prices and the
in-tportance of establishistg a competitive electric marketplace.
AEP-Ohio's proposal is completely inconsi.sfient with the
Commission's mission azz.d would preclude AEPmOhi.o
customers from realizing any potential savings that may r.esult
from its expanded energy auctzons. This is precisely th.e reason
why the Commission expanded and accelerated the CBP in the

36-

45 Tzt its application, AII' Ohio proposed that the 2015100 percent energy auctio-n cosLs be blended with the
cos$ of capacity and Ehe c3e.aring price from the energy auction, which wozxld establish new SSO rates.
See AF^I'-Ohio Ex.1f11 at 19-21.
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first place. Fairtlher, we find AEP-Ohio's fear of adverse
financial iznpacts is unfounded:, as the RSR will in part ensure
AEP-Ohio has sufficient f.unds to efficiently xna.inta:in its
operatioms. Therefore, we find AEP--Ohio's application for
rehearing should be denied.

(39) AEP-C+hi_o opines that the Opinion and Order should be
clarified to confirm that the Capacity Order's state
compensation mechanism does not apply to the SSQ energy
auctions or non-shopping customers. DER/DECAM also
request further ciar€fication that auctions conducted during the
term of the ESP pertain to full service requirements, wnth. any
difference between market-based charges and the cost-based
state compensation z,necharziszn to be included in the deferral
that will be recovered froin all customers.

The Con-zr_ussion finds tI-xat AEZ'-Ohio's application for
rehearing should be denied. In its modified ESP application,
AEP-C7bi.o originally offered to provide capacity for -the January
1, 2015 energy auction at $255 per MW-day. In light of the
Commission's decision in the Capacity Case, which determined
$188.88 per MW-day would allow AEP-Ohio to recover its
embedded capacity costs without overcharging custorrters, it
would be unreasonable for us to permit AEP-0hio to recover
ari amount higher than its cost of service. Further, we disagree
with AEP-Ohio's assertion that the Comrn%ssion should not rely
on the Capacity Case in determining the cost of capacity for
non-shopping customers beginning january 1, 2015, because, as
previously stated, the Comrnission was able to determ.i.ne that
AEP-Ohio's that $188.88 per MW-day establishes a just and
reasonable rate for capacity. Iherefore, consistenf with our
Opinion and Order,46 the use of $1.88.88 per MW-day allovvs for
AEI'-Ohio to be adequately compensated and ensures
ratepayers wiJl not face excessive charges over AEP-Ohio's
actual costs_ In additionF we reject DER/DECAM's request for
clarification, as it is not necessary to address the difference
between market-based charges and AEP-Ohio's capacity offer
for the .lzznited purpose of the January 1, 2015, energy flnly
auction, since the cost of capacity is AEP-Ohio's cost of service.

-37-

46 See Opinion and Order at 57
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(40) In addition, AEP-Ohio argues that it was un..re:asoz-lable for tl-ie
Com_mi.ssion to establish early auction requirements and to
update to its electronic systems for CRES providers without
creating amechanisrn. for recovery of all prudently incurred
costs associated with auctions and the electronic systenl

upgrades.

OCC f A.PjN respond that AEP-Ohio failed to request any
recovery mechanism for these costs within its original
application in this proceeding, and that any costs associated
with conducting the auction should have been accounted for
within its application.. Further, OCC jAPJN point out that
AEP-Ohio has not indicated that the modified auction process
would increase its costs over the original auction proposal.
Should the Commission grant AEI'-Ohio`s reqia.est, OCC/APJN
opine th.at all costs sborxl.d be paid by CRF-S providers, as the
costs are caused by the need to accoinmodate CRES providers.

We agree with OCC/APJN, as AEP-Ohio failed to present any
persuasive evidence that it would incur unreasonable and
excessive costs in conducting its auction and upg;ra:ding its
electronic data systems. AEP-Ohio's request is too vague and
ambiguous to be addressed on rehearing, and we firz d that
AEP-Ohio's request for an additional recovery mec:.lannisrn for
auction costs should be rejected.

-3g-

(41) AEP-Ohio requests that the Con7zrdssion clarify that the auction
rate docket will only incorporate revenue-neutral solutions. In
support of its request, AEP-Ohio notes that the Con.im.ission
reserved the rate to implement a new base generation rate
design on a revenue neutral basis for all customer classes, and
should therefore attach the same coztdition of revez-tue
neutral'zty for auction rates.

OCC f APJN argue that the Commission shoul.d reject the
request for a clarification, as the Comrnission cannot anticipate
all issues that may arise regardhng a disparate impact on
custom.ers, and encourages the Can-uni.ssion to not box itself
into any corners by granting AEP-Ohio's request.

The Commi.ssion rejects AEP-Ohio's request to incorporate
revenue-neutral solutions within the auction rate docket.
T-lo-wever, in the event it becomes apparent that there may be
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disparate rate impacts amongst customers, the Comm.issiori.
reserves that right to initiate an investigation, as necessary, as
set forth in the Opinion and Order.

(42) In addition, AEP-Ohicr seeks clarification regarding cos^s
associated with the CBP process. AEP-Ohio bel.i.eves that
because it is required update its CRES supplier inform.ation as
well as the fact that it will need to hue an independent bid
manager for its auction process, among other costs, AEP-Ohio
should be entitled to recover its costs incurred. -39-

In its memorandum contra, 0MAEGJC3HA oppose AEP-Ohio's
request, argrxing the Cox^:znissic^n should not authorize ^.EI.'-
Ohio to recover an unspecified amount of r°evenXie witl-Lout an
estimate as to whether any costs aetziapy exist. OMAEGJ01-IA
state that it is not necessary for the Commission to make a
preemptive determination about specu3:ative costs.

As we previously determined with AEP-Ohio's previous
request for auction related costs associated with electronzc
system data and the expanded auction process, the
Comrz-ission finds that .AEP-Ohio has not shown any estimates
on what the auction related costs would be, nor has it provided
an.y evidence as to what the costs may be. 'v\Te agree with
OMAEG/OHA, and find it is premature for the Conimission to
permit recovery on costs that are unknown and speculative in
nature.

VIII. CUSTOMER RATE CAP

(43) OCC/APJN and OMAEG/OHA contend that the
Comznissiori s Opinion and Order regarding the customer rate
cap is unlawfully vague. OCC/APJN provide that the Opinion
and Order should clarffy what it intends the rate cap to cover,
and should establish a process to address situations where a
customer's bill is increase by greater tltan.12 percent. Further,
OCC/APjN request additional information on who wiil
monitor the percentage of in:crease, and who wM notify
custom.ers that they are over the twelve percent cap.

AEP-C3h.Zo also suggests the Comn-i.ssion clarify the 1.2 percent
rate cap, and requests a 90 day inZpiementation. period for
programs.ning and testing its customer billing system to
account for the 12 percent cap. .AEP-Ohio iaotes if the
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Cnrc{rnission clarifies tl-tat AEP-Ohio shall have tim.e to
implen-ient its new program, AEP-C7.hio will still run,
calculations back to September 2012 and provide customer
credits, if necessary. AEI-i -dQhio also seeks clarification that its
ealculation be based on the customer's total biJ.fiztg under AEI'-
0hio's SSC? rate, as it does not have the rate that certain
customers pay CRES providers, and cannot perfarrz-i a totat bill
calcutation on any other basis other than. SSQ rates_ Further,

AEP-0hio seeks clarification that it l.^e directly authorized to
create and collect deferrals pursuant to Section 4928.144,
Revised Code, as well as a-athorizatian for carrying charges.

-4{}-

The Commission finds that OCC/APJN, OMAEG/OHA, and
AEP-Ohio's applications for rehearing should be granted in
regards to -the customer rate cap in order to clarify the record.
As set forth in the Opinion and Order, the customer rate impact
cap applies to items that were established and approved witl-dY
tlie modified ESP, and does not apply to any previously
ap.provecl, riders or tariffs that are subject to change throughout
the term of the ESP. Specifically, the riders the 12 percent cap
intends to safeguard against include the RSR, DIlR, PTR and
GRR. kn, addition, the 12 percent rate cap shall apply
throughout the entire term of the ESP.

Further, we fiz-id that AEP-Ohio shouid be given 90 days to
implement its customer billing system to account for the 12
percent rate increase cap. "I'o clarify OCC/APJN's coracerrns, by
allowing AEP-Ohio 90 days to i_mplemen.t its customer billing
system, AEP-Ohio will be able to m:onitor customer rate
increases and provide credits, also if necessary, going back to
September 2012. Further, upon AEP Uhin s implementation of
its updated customer billin.g system, we direct AEP--Ohi.o to
update i.t,s bill format to include a customer notification alert if
a customer's rates increase by. more than 12 percent, and:
indicate that the biR amount has been decreased in accordance

with the customer rate cap.

Finally, as the customer rate impact cap is a provision of the
ESP pursuan.t to Section 4928.143, Revised Code, we authorize
the deferral of any expenses associated with the rate cap

pursuant to Section 4978.1r¢4f Revised Code, in.cl.usive of
carryirzg charges, so we can ensure customer rates are stable for

consumers by not increasing more than 12 perceztt_
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IX. SEET THRESI-fOLD

(44) In its application for rehearing, AEP-Ohio argues that the
Coramission should eliminate the 12 percent SEET threshold.
AEP-Ohio explains that the returil on equity (ROE) values
contained within the record are farward-Iook.ing estimates of
its cost of equity, arad do Dvt reflect the ROE earned- by
companies with comparable risks to AEP-Ohio. AEP-Ohio
provides that even if the values were from firn ►s wilth
comparable risks, the SEET threshold must be significantly in
excess of the ROE earned. Further, AEP-Ohio points to the
SEET tlireshold that the Commission approved for Duke,
where the Cominission approved a stipulation establishing a
SEET threshold of 15 percergt.47 In addition, AEP-Ohio
coiitends that the threshold does not provide any opportunity
for the Commission to consider issues such as capital
requirements of future corrtadtted investmezrts, as weli as other
itezns contained within Section 4928.143(F)f Revised Code.

In its memorandum cont-ra, OCCJAPJN note that the
Commriassiort not only followed Section 4928.143(F), Revised
Code, but also that the SEET threshold is nothing more than a
rebuttable presumption that any earnings above the threshold
would be significantly excessive. IEU argues that AEP--Ohio
unreasonably relies upon setttements i.ri other proceedings to
attempt to resolve contested issues contained within the
Commission's Opinzon and Order.

The Commission finds AEP-Ohio's application for rehearing
should be denied. Under Section 4928.143(F), Revised Code,
the Conumi:.ssion shall annually deterrnine whether the
provisions contained within the modified ESP resulted in A.EP-
Ohio maintaining excessive earnings. The rule fu-r.ther dictates
that the review shall consider whether the earnings are
significantly in excess of the return on equity of other
comparable publicly traded compan.ies with similar business
and financial risk. The record in the modified ESP contains
extensive testimony from three expert witnesses who testified
in length on what azz appropri-ate ROE would be for AEP-Ol1io,
and aII considered comparable companies with similar risk in

41-

47 Ita re Duke, Case No. 08-920-EL-SSO (Opinion and Order) December 17, 2008 and Ca-,se No. 11-3549-EL-
SSO (Opinion and Order) November 22, 2D1L
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reacl-Ling their conclusions.48 In addition, tlireQ other diverse
parties also presented evidence in the record that was
coix.sistent with #-he recommendations presented by the three
expert witnesses, which when taken as a whole, demonstrates
that a 12 percent ROE would be at the high end of a reasonable
range for AEP-Ohio's return on eqtu.ty.49 Further, we beiiexre
that -the SEET threshold of 12 percent is not only consisten.t
with state policy provisions, including Section 4928.02(A),
Revised Code, but also reflects an appropriate rate of return in
light of the modified ESP's provisions that mini.inize AEP-
Ohiv's zisk.50

X. CRES PROVIDER ISSUTS

(45) ln its application for reheariing, FES argues that the
C.ornmisssion unreasonably authorized AEP-Ohio to continue
its anti-competitive barriers to shopp%ng, i:ncluding sainimum
stay requirements and switchiz^.g fees without justification. FES
asserts that both are contrary to state policies contained within
Section 492$.02, Revised Code.

-42-

AEP--Ohio respoij.ds that FES's assertions present no new
arguments, and the record fully supports the findings by the
Commission. Further, AEl'-Ohio explains that the modified
ESP actually offered improvements to CRES providers, further
indicating that rehearing is not warranted on this issue.

The Conumission finds FES's application for reheari-ng relating
to competitive barriers should be granted. Upon further
consideration, we believe AEP-Ohia's switching rules, charges,
and minimum stay provisions are inconsistent with our state
policy objectives contained within Section 4928.02, Revised
Code, as well as recent Commission precec3.ent. The
Commission recognizes that the application elizninate,s the
current 90-day notice requirement, the 12-month mzn?rnum
stay requirement for J.arge commercial and industrial
customers, and AEP-Ohio's seasonal stay requirement for
residential and smaller commercial customers on January 1,
2015, however, we find that these provisions should be

'^8 Opituon and Order at 33

49 Td: at 37.

50 In re AFrpdication of CvIum.bus S. Power Co., Slip Opinion No. 207:2-Ohio--5690, (Pfeifer, J., dissenting).
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elimina.ted earlier. We believe it is important to ensure healthy
retail electric service competition exists in Ohio, and recogrLize
the importance of protecting retail electric sales co,nsuzners
right to choose their service providers without any market
barriers, consistent with state policy provisions in Sections
4928.02(H} and (I), Revised Code. We are confident that these
objectives are best met by eli.rn.i.nating AL-P-Ohio's notice and
stay requzzrements in a more expedit-ious manner, therefore, we
direct AEP-Ohio to submit within 60 days, for Staff approval,
revised tariffs indicating the elimination of AEP-OI-iio's
mininnu.m stay and notice provisions effective jartuary 1, 2014,
from the date of this entry. Further, these chaz-Lges are
consistent with provisions in both Duke and PirstEnergy"s
recent ESPs.51

Further, we note that, in Duke's most recent ESP, not only did
the Cammission approve a plan devoid of any minimum stay
pxovisions, but also it granted a reduction in Duke's switching
fee to $5.00.52 Accordingly, we also find that AEP-Ohio's
switching fee should be reduced from $10.00 to $5.00, which
CRESsuppliers may pay for the customer, as is consistent with
Co3Yimussiora precedent.53

(46) In its application for xehearing, IEU argues the Opiru.on and
Order failed to ensure that AEP-Ohio's generation capacity
service charge will be billed in accordance with a customer's
peak load contribution (PLC) factor. MU acknowledges that
the Opinion and Order directed AEP-fJhio develop . an
electroz^ic data systezn that will allow CRFS providers access to
PLC data by May 31, 2014, but states that Opinion and Order
will a11ow the PLC allocation process to be unknown for tw o
years until that deadline. IEU proposes that the Commission
adopt the uncontested recommendation of its witttess to
require immediate d.isclosure of AEP--Ohio's PLC factor.

AEP-Ohio states that IEU is merely trying to rehash arguments
previously made. F-axther, AEP-Ohio points out that because
the PLC value is something AEP-Ohio passes on to CRES

-43-

]1 In re Dul,;e Ercergi^ Ohio, Case No. 1i1-3543-EL.-SStJ, (November 22, 2011) CJpinion and Order, In re
FirstEnergy, Case No.12-1230-EL-SSt3 (july 18, 2012) (?pini.on and Order.

52 In re Duke Energy Ohio, Case No.11-3549-EL-SStJ, (November 22, 207 :1) Opinion and C?r. cier at 39-40.
53 Id.
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pxoviders, I:ELI`s concerns about transparency in the PLC value
allocation process is something [EU should address with any
CRES provider from which it or its custorners purchase ener. g-y.

The Commission rejects 3.EUps arguments, as the Opinion and
Order already directed A.EP-Ohio to develop an electxonic
system that wi.]I include P'C.C values, hiistorical usage, and
interval c%ata.-'4 Although we did not adopt IEU's
recom.menciatio-n: of an immediate system, our intent in setting
a May 31, 2014, deadline was to allow for members of the 0hio
Electronic Date Interchange Working Group to develop
uniform standards for electroz-tic data that will be beneficial for
all CRES providers. While IEU may not be pleased with the
Corrzanission's decision to develop a urufvrm program_ to the
benefit of C-RES providers, and tiltinzateiy customers, as weIl as
to a].lowfor due process in accarda.nce with our five-year rule
review of Chapter 49011-10, O_A.C_, by allowing interested
stakeholders to explore the possibility of a POR program, we
affirm our decision and find that these provisions are
reasonable.

XI. DISTRIBUTION INVESTMENT RIDER

(47) AEP-Ohio asserts that the Co7xn-dssion's failure to establish a
final reconciliation and true-up for the distribution investment
rider (DIR), vvhich will expire with at the conclusion of the ESP,
was unreasonable. AEP-Oh%o reasons that it is unable to
determine whether the DIR will have a zero baiance upon
expiration of the rider such that final reconciliation is necessary
to address any over-recovery or under-recovery. A.EP--Ohio
adds that the Commission is c.leariy vested with the authority
to direct reconciliation of the DIR, as was done for the ESRR
and in other proceedings. Accordingly,.A1sP-Ohio contends
that it was unreasonab7e for the Corn.Yiiissioza to not provide for
reconcdiation and true-up for the DIR.

We grant A-EP--Ohio's request for rehearing to facilitate a final
reconciliation and true-up of the DIR at the end of the FSP.
Accordingly, within 90 days after the expiratxon of this ESP,
A.EI'-C}I-do is directed to file the necessary inforxnation for the

54 Id, at 41

-44-
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Commission to conduct a final review and reconciliation of the
D7R.

(48) AEP-01-iio asserts that the Opinion and Order unreasonably
adjusted the reve-nue reqtairement for accumulated deferred
income taxes {A.DIT}. AEP-Cahio claims that the ADIT offset is
inconsistent with the Cozxirnission approved stipulation filed in
the Company's latest distrzbution rate case, Case No. 11-351-
EL-AIR et al., (Distribution Rate Case) as the revenue cred.it did
not take into accouryt an ADIT offset wh?ch, as calculated by
A.E.P-Qhio, results in the distribution rate case credit being
overstated by $21.329 zni.llion. AEP-Ohio notes that the DIR
was used to offset the rate base increase in the distribution rate
case and included a credit for residential customers and a
contribution to the Partnership with Ohio fund and the
Neighbor-to-Neighbor program. AEP-Ohio argues that it is
€undaznentally unfair to retain the benefits of the d:ist.ributiri.n.
rate case settlement and sttbseguentty impose the cost of ADIT
offset through the DIR in the ESP when AEP-Ohio cannot take
action to protect 'rtseLf from the risk. On rehearing, AEP-Ohi.o
asks that the Commission restore the balance struck in the
distribution rate case settlement by eli.min.ating the ADIT offset
to the DII2.55

OCC/APJN reminds the Commission that AEP-Ohio's
distribution rate case was resolved by Stipulati.on and the
Stipulation does not include an.y provision for AEP-C3hio to
adjust the revenue credit to customers contingent upon
Com.m.ission approval of the DIR_ OCC/APJN notes that the
Distribution Rate Case Stipulation details the DIR revenues and
the distribution of the revenue credit and also specifically
provides AEP-Ohio the opportunity to withdraw from the
Stipulation if the Conunission rnaterially modifies the DIR gn
this proceeding. FinalIy, 0CC/APjIti1 asserts that AEP-Ohie
was the drafter of the Distribution Rate Case Stipulation and,
pursuant to Ohio law, any a.mbiguities in the docu_ment must
be construed against the drafting party.

The Com.m.ission has considered the
incorporating the effects of ADIT on
revenue requirement and carrying

appropriateness of
tlie calculation of a
charges in several

-45-
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proceedings. In regard
requirement for the DIR,
Opinion and Order:

to determination of the revei-iue
we en7phasize, as we stated in the

The Commission fiulds tIaat it is not appropriate to
establish the DIR rate mechanism in a manner
which provides the Company with the benefit of
ratepayer su.pplied funds. Any benefits resulting
from ADIT should be reflected in the DIR
revenue requirement.

(49)

None of the arguments made by .l-LEI'-Ohio convinces the
Commission that its decision in this instance is unreasonable or
unlawfcl.l. As such, we deny AEP-Ohio`s request for rehearing
of this issue.

K.roger contends that the Opinion and Order notes, but does
not directfy address or incorporate, fC:roger`s argument not to
combine the DIR for the CSP an:d. OP rate zones without
offering any rationale. Kroger reiterates its clai.cns that the DIIZ:
costs are unique and known for each rate zone and blending
the DIR rates will ultimately require one rate zone to subsidize
the casts of service for the other. Kroger requests that the
Commission grant rehearing and reverse its decision on this
issue.

AEP-Ohio opposes. Kroger's request to maintain separate DIR
rates and accounts for each rate zone. AEP-Ohio argues that
the Coinrnission specifically noted and explained why certairL
rider rates were being maintained separately. Given that AEP-
Ohio's merger application was approved, AEI'-Ohio states that
it is unreasonable for the Company to establish separate
accorzrr.t.s for the DIR.

The Commission notes that the DIR is a new plan approved by
the Commcission in the ESP and the distribution investment
plan will take into consideration the service needs of the AEP-
Ohio as a whole. ICroger's request to establish sepaxate and
d.istixtict DIR accounts and rates would result in ma.intaining
and essentially continuing CSP and OP as separate entities.
Kroger has not provided the Commission -,-vith sufficient
tu.stification to continue the distinction betiveen the rate zones
or demonstrated any unreasonable disadvantage or burden to

-46-
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either rate zone. 'Me focus of the DIR will be on replacing
infrastaiacture, irrespective of rate zone, that wzIl have the
greatest impact on improving reliability for customers. The
Cornmission denies Kroger's request to reconsider adoption of
the DIR on a rate zone basis.

(50) OCC/APjN argue on rehearing that the Comzrn.ssian failed to
apply the appropriate sta.tutory standard in Section
4928.143(B)(2)(h), Revised Code: As OCC/AI''jN interpret the
statute, it requires the Comznission to determi.ne that utility
and customer expectations are aligrzerle

AEP-Ohio retorts that OCC/APJN mi:ssinterpret that statute and
ignore the factual record in the case to make the position which
was alxeady rejected by the Comaxrission. AEP-eJhiv reasons
that in their attempt to attack the Opinion and Order,
OCC/AP)"N parsed words and oversirrrplifi.ed the purpose of
the statute.

The Opinion and Order discusses AEP-Qhio`s reliability
expectations and customer expectatioris as well as
UCC; APJIV`s interpretat.ion of the requirements of Section
4928.143(B)(2)(h), Revised Code.56 OCC/A:PJriI claim that the
statutory requirement is tl-ia.t customer aiad electric distribution
utiEty expectat2ozis be aligned at the present time. We reject
their claim that the C7pinion and Order focused on a forward-
looking statutory standard and, therefore, did not apply the
standard set forth in. Section 4928.143(B)(2)(h), Revised Code.
`l'he Commission interprets Sectiozx 4928.143(B)(2)(h), Revised
Code, to require the Commission to exanune the utility's
reliability and detezn-i_ne that customer expectations and
electric distribution utility expectations are aligned to approve
an energy delivery infrastructure n.todernization: plan. The key
for the Corrzxxiission is not, as t?CC/ A:PJN assert, to find that
customer and utility expectations were aligned, are currently
aligned or w-i.il be aligzy.ed in the future but to ntain_tain, to some
degree, the reasonable alignment of customer and utility
expectatiom contznu.ously. As noted in the Opinion and Order,
an.d in OCC/APj?>T`s brief, over 70 percent of customers do not
believe their electric service reliability expectation>s wi1l
increase and approxi.mately 20 percent of customers expect

56 ©piruon ai-id Order at 42-47
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thezr service reliability expectations to increase. AET'-Ohio
emphasi.zed aging ukiiity infrastruch-ue and the Coi-unu.ssion
expects that aging utility infrastructure increases outages and
results in the eroding of service reliability. The Con-imzssion
found it necessary to adopt the DIR to m.aintain -util'zty
reliability as well as to rnaintai-n the general alignment of
customer and utility service expc.°ctations. Tl-tus, the
Commission rejects d.1e argEuxien.ts of OCC/AI'JN ars.d denies
the request for rehearing.

(51) OCC/APJN also assert that the DIR component of the Opinion
and. Order violates the requirements of Section 4903.09, Revised
Code, because it did not address Staff's request for details on
the DIR plan. In addition, OCCJAPJIN contend that the
Opinion and Order failed to address details about the DIR plan
as raised by Staff, including quantity of assets, cost for each
asset class, incremental costs and expected improvemeht in
reliability.

-48-

WTe disagree. The Opinion and Order specifically directed
AEP-Ohio to work tivath Staff to develop the plan, to focus
spending where it will have the greatest impact and quantify
reliability improvements expected, to ensure no double
recovery, and to include a demonstration of DIR expenditures
over projected flxpenditures and recent spending IeveLs.^
I'herefore, we also deny this aspect of OCC f APJN's request for
rehearing of the Opinion and Order. Fi.nally, the Commission
clarifies that the DIR quarterly 'updates shall be due, as
proposed by Staff withess McCarter, on Ju:ne 30, September 30,
December 30 and May 18, with the firia.l filing due May 31,
2015, and the DIR quarterl.y rate shall be effective, un-Iess
suspended by the Commission, 60 days after the DI12 update is
filed.

(52) 0CC:/ APJN contend th.at iz7 their u-dtial brief they argued that
adoption of the DIR worild impact customer affordability
without the benefit of a cost benefit analysis.58 With the
adoption of the DIR, OCC f A--PJN reason that the Ophuon and
Order did not address customer affordability in light of the
state policies set fortl.z in Section 4928.02, Revised Code, and,

57 Id. at 47

^8 QCCjAf'jN Iztitial. Brief af 96--114_
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therefore, the Opinion and Order violates Sectiozt 4903.09,
Revised Code.

We reject the attempt by OCC/ APJN to focus exclusively on
the DIR as the component of the E,SP that must support
selective state policies. First, we note that the Ohiq Supreme
Court has ruled that the policies set fortl-; in Section 4928.02,
Revised Code, do not impose strict requirements on any given
program but simply expresses state policy and function as
guidelines for the Commission to weigh in evaluata.ng utility
proposals ^9 Nonetheless, we note that the ESP mitigates
customer rate increases in several respects. The provisions of
which serve to n-itigate customer rate increases i.nclude, but are
not Iimited to, stabilizing base generation rates txrf.til the auction
process is implemented, June 3, 2015; requiring that a greater
percentage of AEP-Ohio's standard service offer load be
procured through auction sooner than proposed in the
application; continuance of the gridSMART projec-t so that
n.-kore customers wii.l benefit from the use of various
technologies to allow custozuers to better control their energy
consumption and costs; and developing electronic system
improvements to facilitate rx ►.ore retail competition in the AEP-
Ohio service area. Thus, white the adoption of the DIR
supports the state policy to ensure reliable and efficient retail
electric service to consumers in AEP-Okuo service territory, the
above noted provisions of the approved ESP serve riot only to
mitigate the biR impact for at-risk consumers but alI AEP--Ohio
consumers. On that basis, the Opir►ion and Order supports the
state policies set forth in Section 4928.02, R6vised Code. Thus,
we reject OCC/APJN's attempt to narrowly focus on the DIR
as the component of the ESP that must support the state
policies and deny the request for rehearing.

XII. PHASE-IN RECOVERY RIDER

(53) fEU asserts tliat the Opinion and Order is unlawful and
unreasonable as it authorized recovery of the PIRR without
taking into consideration IEU's arguments on the effect of
ADI'T. IEU argues that the decision is inconsistent with
generally accepted accoun.ting principles, regulatory principles,

-49-

59 In re Appticafzon: of Columbus Soufhern Pcnver Co. et aC.,128 Ohio St-3d 512, at 52.5, 2011-Ohio-17f38
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a.nd violated IEU's due process by approving the PIRR without
an evidentiary hearin:g.

-5(l-

AEP-Qnio offers that IEU's clairns ignore that the deferred fuel
expenses were established pursuant to the Cornmission's
auth.ority under Section 4928:144, Revised Code, in the
Company's prior ESl' Opinion and. Order. The E-SP 1
proceeding afforded IEU, and other parties due process wl-ien
this component of the ESP was established. The purpose of the
PIRR Case is to establish the recovery mechanism via a non-
bypassable sureharge. :A:EI'-Ohio argues that the ESP 1 order is
final and non-appealable on this issue. AEP-Ohio notes that
the Supreme Court of Ohio has I-ield that there is no
constitutional right to a hearing in rate-related matters if no
statutory right to a hearing exists.60 AEP-Ohio concludes tl1a.t
hearin.g was not required to implement the PIRR mechanism.
Specifically as to IEU's ADIT related objections to the Opinion
and Order, AEP-Ohio conten.ds that IEU has rnade these
arguments numerous times and the doctrine of res juclicata
estops IEU from corztnxzing to make this argument.61

The Cormuission notes as a part of the FSP 1 proceeding, an
evident-iasy hearing was held on the application and tlie
Canirnission approved the esta.bl.ishment of a regu.latory asset
to consist of accrued deferred fuel expenses, including interest.
IEU was an active paxticipant in the ESP 1 evidentiary lxeari:E-ig
and was affoxded the opportunity to exercise its due process
rights. However, there is no statutory reclu.irement for a
hearing on the application to initiate the PIRR mechanism to
recover the regulatory asset approved as a component of the
ESP 1 order, as IEU claims. Ir:terested persons were
nonetheless afforded an. opportunity to subrziit Comments and
reply corxsmen.fs on the Company's PIRR application. IEU was
also an. intervener in the PIR.E. Case and subniitfied comments
and reply comments. The Commission agrees, as AEP-0h.io
states, that IEU and other parties have argzzed and reargued
that deferred fuel expenses should accrue net of fiaxes. The
issue was raised but rejected by the Commission in the ESP 1
proceeding and the issue was z°aised, reconsidered and again
rejected by the CommiSSioxi in. the PIlRR Case f:?pini.on and

60 C-crosumers' Counsel v. Pub Z.Ikit. Gornm. (1934), 70 Ohio St3d 3()0, 856 N.]G2d 213.

61 0j1)"'ce of the C'..onsumer's' Counsef v. I'zcb, Util Comm. (1984),16 Ohio St3d 9.
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Order and the Fi.fth Entry on Rehearing. The Co_Tnmsssion
finds, as it relates to the PIRR, that the issues in this modified
ESP 2 proceedings were appropriately limited to the merger of
the PIRR rates and the effective date for collection of the PIRR
rates, IEU has been afforded an opportunity to present its
position in both the ESP 1 and PIRR proceedings and, as such,
there is no need to reconsider the matter as a part of this
proceeding. Accordingly, we deny IEU's request for rehearing
of the issue.

(54) OCC/APJN argue that the Opinion and Order is inconsistent to
the extent that it approves the request to merge the C.SP and OP
rates for several of the other riders under consideration in the.
ESP application but maintained separate PIRR riders for the
CSP and OP rat-e zones. OCC/APJN emphasize that the
Stipulation initially filed in this proceeding advocated the
merger of the PIRR rates and in the December 14, 2011,
Opinion and Order the Commission approved the merger of
the rates. The Comrni.ssiori s decision not to merge the CSP and
OP PIRR. rates, according to OCC f APJN, is a reversal of its
earlier ruling on the saine issue without the justification
required pursuant to Section 4903.09, Revised Code.

OEG notes that continuing to maintain separate FAC and PIn
rates for each of the rate zones will cause the need to conduct
two separate specific energy-only auctions since the price to
beat is different for eac.h rate zone. OEG offers that one way for
the Comm:ission to address the issues raised on rehearing as to
FAC and PIRR, is to imnied.iately merge the FAC and PIRR
rates.

As OCC/APJN explain, the Commission approved without
modification, the merger of the PIRR rider rates. However, the
Coznn-'rssiosx subsequently rejected the Stipulation on
rehearing. The Commission notes that in regard to the FAC,
the vast majority of deferred fuel expenses were incurred by
OP rate zone customers, and a sigttificant portion of the
deferred fuel expense of former CSP customers was recovered
through SEET evaluations. Upon further consideration of the
PIRR and FAC rates issues, the Cornsnission has determined
that maintaining separate rates for the OP and CSI' rate zones,
given the signfficant d.ifference in the outstanding deferred fuel
expensses per rate zone, is reasonable, as discussed in tlle

-51_
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Opinion and Order and advocated by IEU and Ormet.
Accordingly, the Conuzdssion affirms its decision and denies
OCC j APJN`s request for rehearing as to the merger of th_e
PfRi2 rates.

_52_

(555) OEG expresses concern that the I'IRR rates w-i1f be in effect
Lzntil December 31, 2018, while the FAC: rate will expire with
this T`P on May 31, 2015. OEG reasons thaL as of June 1, 2015,
the rates for energy and capacity will be the same for OP and
CSP rate zoiies. C7EG requests that the Conunissioz.7. clarify that
it is not precluding the n-kerging of the PIRR rates after the
current ESP expires. OEG reasons that merging tfie .FAC and
PIRR rates for each rate zone would reduce the adm.irust-rative
complexity and burden, increase efficiency, and ali.gn the
skructure of the FAC and PIRR with the other AEP-Ohio rider
rates.

Simplification of the auction process for auction partzcipants
does not justify ignoring the deferred fuel expense balance
incurred for the benefit of OP customers at the ea:pense of CSP
custorners. The Coinrnission wiit continue to monitor AEP-
Ohio's outstanding deferred fue-1 expense bafance and may
reconsider its decision on the merger of the PIRR and FAC
rates. However, at this time, we are not convinced by the
arguments of OEG to reverse our decision in the Opiuuon and
Order. Accordingly, we deny the request for rehearing.

XIIIe ENERGY EFFICIENC1' A.ND PEAK DEMAND REDi.7CTION RIDER.

(56) OCC/APJN offer that the Commission adversely affected the
rights of the signatory parties to the EE/PDR Stipulation in.
Case No. 11-5568-EL-POR et ai. by merging the EE/PDR rates
in. this proceeding. OCC/APJN assert that the parties
envisioned separate EE/PDR rates for the C,S.i° and OP rate
zones after the merger of CSP and OP.

AEP-OHo reasons that (JCC f A.PJN's argument to main.tain
separate EE/PDR rates is without merit and notes that the
Comxxtission speci.fi.cally stated that tariff amendments, as a
result of the merger, would be reviewed and rate matters
resolved in this proceeding.62 AEP-Ohio supports the

62 In re AEP-Ohio, Case No. I0-237ErEL-t3NC, Entry at 7(Nlarch 7, 2fl12).
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Cozxtmission's decision and asks that the Comrr-dssion deny this
request for reh.earirtg

fn lig.ht of the fact that the Commission reaffirmed AEP-Ohio's
merger on March :, 2012, OCC/APJN shouid have been aware
of the Corrunissiori s plan to consider the merging of CSP and
OP rates as part of the ESP proceeding. Further, the
Commission notes that nothing in the EE/PDR Stipulation or
the C7pznion and Order approving the Stipulation eonfirm.s the
assertion.s of C?CC/ APJN that the parties expected the EE/PDR
rates to be separately maintained after the merger of CSP and
OP. In addition, OCC/APJN assert in their application for
rehearing that combining the EE/PDR rates prevents the
parties froxrt receiving the benefit of the bargain reached in the
EE/PDR Stipulation. We therefore deny the request for
rehearing.

XfV. GR.IDSMART

(57) AEP-nhio asserts that the Corn.mi.;ssion's fail.ure to estabiish a
fi:nal reconciliation arEd true-up for the gridSMART rider which
will expixe prior to or in conjunction with the end of this ESP
term, May 31, 2015, was unreasonable.

We grant AEP-C>hio's request for rehearing. Accordingly, the
Commission clarifies and directs that within 90 days after the
expir. at-ion. of this ESP 2, AEP'-Qhio shall make a filing with the
Commission for review and reconciliation of the final year of
the Phase I gzidSMA RT rider.

XV. ECONOMIC DE'VT-L,C)PIviENT RIDER

-53-

(58) OC jA:PJN renew their request on rehearing that the
Cornsnission Order AEP-CQhio shareholders maintain the
Partnership with Ohio (PWO) fund at $5 m5llion per year an:d
to designate $2 million for the Neighbor-to-Neighbor program.
OCC/APJN argue that the Commission's failure to address
their request to fund the PWO and Neighbor-to-Neighbor
funds, without explanation, is uzzlawfiu.l under Section 4903.09,
Revised Code. Fur3:hor, C3CC/APTN reiterate that it is unjust
and unreasornable for the Conunissxon not to order A:EP-Ohio
to fund the PWO program in light of the fact that the Opi.niozx
and Order directed the Companzes to reinstate the Ohio
Growth Fund. fJCC/A.PJ^T note that the ComrnzssiQrt ordered
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the funding of the Ohio Growth Fund in its December 14, 201:1
order approving the Stipulation. OCC/APJN argue that the at-
risk population is also facing extenuati:ng economic
circumstances, particularly in southeast Ohio served by AEP-
C3hi©. OCCjAI'jN, offer that at-risk populations are to be
protected pursuant to the policy set forth in Sect-ion. 4928.02{L},
Revised Code.

_3T-

The Commission notes tl.-eat provisions were made for the PWO
to the benefit of resid.ential and low-income customers, as part
of the Company"s distribution rate case.63 The PWO fund
directly supports low-income residential customers with bill
payment assistance. The Commission concluded, therefore,
that the fundii-tg in the distribution rate proceeding was
adequate and add.ztional funding of the PWO fund, as
requested by OCC/ APJN was unnecessary. However, as noted
in the Opinion and Order, the Ohio Growth Fund, "creates
private sector economic development resources to support and
work in conjunction with other resources to attract new
investment and improve job growth. in O1-iio" to suppoxt Ohio°s
economy. For these reasons, the Comrciission did not revise the
Opinion and Order and we deny OCC/APJN's application for
rehearing.

Xt?I. STORM DAMA.GE REC.OVEKY MECHANISM

(59) In its application for rehearing, A.EP-Ohio stiggests that the
Comrn.i.ssion clarify that, under the storm damage recovery
mechanisrn`s December 31 filing procedure, a cutoff of
September 30 be establZshed for all expenses incurred. AEP-
Ohio opines that the clarzfication would allow any qualifying
expenses that occur after September 30 of each year to be added
to the deferral balance and carried forward. AEP-Ohio notes
that absent a cut off date, if an incid:ent occurs late in the
reporting year, expenses may not be accounted for at the time
of the December 31 filing.

In its memorandum contra, OCC/ APJN point out that AEP-
OhiQ's request for clarification would resu.it in custamers
accruing carrying costs for any costs that may be incurred
betvveen October 1 and December 31. A,s an alternative,

63 ,br reAEP-©hicp, C-ase No. 11-351-EL AfR, Opiiiion and Order at 5, 9(Decemlzez° 14, 2p11).
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OCC f APjN suggest the Commissiori consider a provision
a.tlolvi:rr.g AEP-Ohio to arnend its filing up to 30 days after the
December 31: deadline to iuicl-ade any storm costs from the
month of December that were not included in the original
filing.

-,^^--

The Comnnission finds that A.EP-Ohio's application for
rehearing should be granted. We believe it is zmporttant to
account for any expenses that may occur just prior to the
Decexriber 31 filing, however, we are also sensitive to
OCCJAPJN`s concern about carrying costs being incurred over
a three-mcinth period as a. result of AEP-Ohio's request,
Accordingly, we find that under the storzn. damage recovery
rnechanism, in the event any costs are incurred but not
accounted for prior to the December 31 filing deadline, AEP-
Ohio may, upon prior notification to the ComsnY.ssioxZ in its
December 31 filing, amend the filing to include all i-ncurred
costs within 30 days of the December 31 filing.

XNII. GENERATIC?.N RESOURCE .RIDF^i

(60) EES and IEU argue, as each did in their respective briefs, that
the dictates of Sections 4928.143(T3) and 9:928.64(E), Revised
Code, require the GRR be established as a bypassable rider.
FES, IFU and OCC/ APJN request rehearing on the approval of
the GRR on the basis that all the statutory requirements of
Section 4928.143(B)(2)(c), Revised Code, have not been met as a
part of ffiis ESP. FES conte-nds that Sections 4928_143(13)(2)(c)
and 4928.64(E), Revised Code, are irreconcilable and: the
specialized provision of Section 4928.64, Revised Code,
prevaffs. OCC/ APJN adds that the Conunission's creation of
the GRR, even at zero, abrogated Ohio law. For these reasons,
FES, IEU, and OCC f:PjN subxni:t that the GRR is unreasonable
and us.tlatvful.

Each of the above-noted requests for rehearing as to the GRR
mechanism was previously considered by the Commission and
rejected in the Opinion and Order. Nothing offered in the
applications for rehearing persuades the Comnlission. that the
Opinion and Order is unreasonable or unlawfizl. Accordingly,
the applications for rehearing on the establishment of the GRR
are denied. Further, the Commission notes that we recently
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c:on.clzaded that AEP-Ohio and Staff failed to make the requisite
de-iiivnstration of need for the Turni.ng Point project.64

(61) IEU argues that the language i.n. Section 4928.06(A), Revised

Code, imposes a duty oii the Cornmission to ensure that the

state policies set forth in Section 4928.02, Revised Code, are

effecguated_ F.Iyria Foundry v. Public Util. Conim.,114 Ohio S6d.

305 (2007). IEU contends the adoption of the GRR violates state

policy and conflicts with the Capacity Order, zn which where

the Corn.mission determined that market-based capacity pricing

WTII stISTLLI.lcat2 true coLT.lpetitton among SLlppiiers in AEP-'OhJ.o's

service territory and incent shopping, thus, implicitly rejecting

that abQve-market pricing is compatible with Section 4928.02,

Revised Code.65

"Fhe Commission notes that the Suprezne Court of Ohio
determined that the poli.cies set forth in Section 4928.02,
Revised Code, do not impose strict requiz°ements on any given
program but simply express state policy and function as
guidelines for the Commission to weigh in evaluating utility
propo:sals.66 IEU does not speci.ficaUy reference a particular

paragraph in Section 4928.02, Revised Code, supporting that
tlie GRR is unlawfui. Nonetheless, tl-ie Commission reiterates,
as stated i.n the Opinion and Order, that AEP-C?hio would be
required to share the benefits of the project with al}. customers,
shopping and non-shopping to advance the policies stated in
paragraph (H), Section 4928.02, Revised Code_

XVIII.. POOL MODIFICATION RIDER

(62) FE:.S argues that the applicatiQn did not incl.ude a description or
tariffs reflecting aPtR and, accordingly, did not request a PTR
to be initially established at zero. FE.S subntits that there is no
evidence and no justification presented in support of a PTR
amd, therefore, the Commission's approval of the PTR is

unreasonable.

AE3'-C.7hio responds that FES's claims are misleading and
erroneous. AEP-Ohio cites the testimony of ivi.tness Nelson

-5F--

64 In re AEP-Ohio, Case Nos. 10-501-EL-FOR and 10-502-EI,-FC)R, Opiruuozt and Order at 25-27 (larcuary 9,

2013).
65 In re AEP--C)hi.o, Case No. 10-2929-EI.-UNC, Opiruon and Order at 23 o-u.Iy 2, 2012).

66 In re AFiplicictinn. of CraIunibus Southmi Power C,o. e€ a1.;128 Ohio St3d 512, at 525, 2011-0hia-1788.
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which iir►cluded a complete description of the PTR, .A.EI'-ahio
notes that the Conva-iission was able to discern the structure of
the PTR and approved the request. AEP-Ohio asserts that
FES's claims do not provide a basis for rehearing.

FES's argu:ments as to the description of the PTR in the
application averlook the testirnony in the recoxd and the
directives of the C:o.rz7:mission. As specifically stated in the
Opinion and Order, recovery under the PTR is contingent upon
the Commission's review of an application by the Cor.rcpaiiy for
such costs and any recovery under the PTR must be specificalIy
authorized by the Commission.67 Furthermore, the C?pinion
and Order emphasized that if .AEP-,Ohio seeks recovery under
the PTr{, it will maintain the burden set forEh in Section
4928.143, Revised Code.68 Accordingly, the Commission denies
the request of FES for rehearing on this issue.

(63) IEU also submits that the PTIZ. (as well as the capacity deferral
and RSR) violates corporate separation requirements in that it
operates to allow AEP-Oh-io to favor its affiliate and ignore the
strict separation between competitive and non-competitive
services. Specifically, IEU contends that Section. 4928e02(H),
Revised Code, prohibits the recovery of any genexation-related
cost through distribution or transmission rates after corporate
separation is effective.

We find that TF-LT made sirnilar arguments as to generation
asset divestiture. For the same reasons stated therein, the
Commission again denies lEI..T`s requests for rehearing.

(64) IEU also contends that the PTR69 is unreasonable and unlawfizl
as its approval permzts AEP-Ohio to recovery generation-
related transition revenue when the time period for recovery of
such costs as passed, and where the Cornpany agreed to forgo
recovery of such costs in its Commission-approved settlement

of its electric transition plan (ETP) cases.70

-57-

67 Opinion and Order at 49.

68 Id-

59 IEU raises the same argument as to the RSR and the capacity charge.

70 In tlie Matter of tlre Applications of Columbus Southern Power Company and Ohio Power Coxrzpany for Apprcr-oat
of Their EtecEric'Iranssition Plans and for Receipt of 'rransition Revenues, Case Nos. 99-1723-EL.-.'TP az7ci 99-
1730-I?Tr-ETP, Opinion and Order (September 2£+, 2000).
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As to IE.U'S claim that the I-YfR is uiitawful under the agreexnent
in the ETI' cases, the Corzur:ission rejects this arg-ument. As we
stated i.n the Opinion an.d. Order, approval of the P'fR
mecharusm does not ensure any recovery to AEP-Ohio. .AEP-
OIuo can only pursue recovery under the PTR if this
Coxunission modifies or amends its corporate separatior-i plan,
filed in. Case No.12-1'126-EIf-UNC (Corporate Sepaxati.on Case),
as to divestii-ure of the gezreration assets only. Further, if the
conditions precedent for recovery under the PTR are met, AF:P-
C?hio has the burden uz-ider Section 4928.143, Revised Code, to
demonstrate that the Pool Agreement benefitted Ohio
ratepayers over the long-term, any PTR costs and/or revenues
were allocated to Ohio ratepayers, and that any costs were
prudently incu-rred aiLd reasonabie.71 IEU made s-ubstantially

similar claims regarding transition cost and the ETP cases in
the Capacity Case_72 The type of txansition costs at issue in. the

ETP cases are set forth in Section 4928_39, Revised Code. We
find that recovery for forgone revenue associated with the
termination of the Pool Agreenlent is permissible under Section
4928.143(T3)(2)(d), Revised Code, as discussed more fu.tly below.
Thus, we find IEU's arguments incorrect and preznatuure. In
addition, for the same reasons we rejected these arguments by
IEU on rehearing in regard to the IZSP and. capacity charge, we
reject these claims as to the PTR. IEU's request for rehearing is

denied.

(65) FES, IEU and OCC/APJN reason that the Comnnission based its
approval of the PTR on Section 4928.143(B)(2)(h), Revised
Code, which applies only to distributioli service and does not
include incentives for transitionin.g to the competitive market.
F£.S, IEU and C3CC/APjN offer that the PTR is generation
based and has no relation to distribution service. Further, FES
offers that by the time the AEP Pool terminates, the gezYeration
assets wi:Il be held by AEP--Ohio's generation affiliate and any
revenue loss experienced will be that of a competitive
generation. provider. According to FES and C3CC/APJItiT,
.nothirtg in Section 4928.143(B)(2), Revised Code, or any other
provi.ion of Ohio law, permits a competitive generation
provider to recover lost revenue or to incernt the electric
dist.ri.bution utility to trazasition to market. Furthermore, FES

71 Opinion and arder at 49.

72 In re AEP-Dhzo, Case No.1Q-2929-EzJUNC., Opinion and Ordex at (date).
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reasons that Section 4928.02(H), Revised Code, specifically
prohibits cross-subsidization. IEU likewise claims that Sectlon
4928.06, Revi.sed Code, obligates the Conimission to effectuate
the state policies in Section. 4928.02, Revised Code_

-5g_

AEP-Chio replies that despite the claiYns of FES, IEU and
OCC.JAI'JN, statutory authority exists for the adoption of the
PTR falls urtd.er Secti.oxi 4925_143(B)(2)(h), Revised Code, as the
Coinirussioi-. determined in its Opinion and Order. The PTR, is
also a-uthorized, according to AEP-C?hio, -ander Sectdo.n
492$.143(B)(2)(d), Revised Code. AEF-C?I-do reasons that the
purpose of the Pool Agreem.e.nt is to stabilize the rates of Ohio
custom.ers, thus division (B)(2)(d) of Section 4928.143, Revised
Code, also supports the recovery of Pool Agreement cost. A.EP-
Uhio states, in regards to the argument on cross-subsidies, that
a siofica.nt portzon of AEi'--0hio's revenues result from sales
of power to other AEP Pool members. With the termination of
the Pool Agreement, if there is a substantial decrease in net
revenue, under the provisions of the PTR; the Company could
be compensated for lost net revenue from retail customers.
Based upon this reasoning, AEP-Ohio argues that the PTR is an
authorized component of an ESP and was correctly approved
by the Comran2ission..

The Comn-dssion notes that fihe Ctpinion and Order specifically
limited AEP-Ohio's right to recover under the PTR, only in the
event this Commission modified or arnezided its corporate
separation plan as to the divestiture of its generation assets.773
'Che.C:)piriion and Order also directed, subject to the approval of
the corporate separation plan, that AEP-Ohio divest its
generation assets from its electric distribution utility assets by
transfer to its generation affiliate.74 Further by Finding and
Order issued on October 17, 2012, in the Corporate Separation
Case, ,A.EP-{Jhio was granted approval to amend its corporate
separation. plan to reflect full structural corporate separation
and to transfer its generation assets to its generation affiliate.
Applications for rehearing of the Finding and Order in the
Corporate Separation Case were timely filed and the
Coinrr,zssion`s decision on. the applications is currently
pending. The Comn-dssion reasons, however, that if we affirixt

73 Opuxion ax;d Order at 49.
74 1d. af 5t3-
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our decision on reheari.r.^g, as to the divesfii.ture of the
geaieration assets, AEI'-0h%o has no basis to pursue recovery
under the PTR.

Nonetheless, we grant rehearing regarding the statutory basis
for approval of the P`I:R. We find that Sc-ction 4928.143(B)(2)(d),
Revised Code, supports the adoption of the 1'TR.75 The
terminati4n of the Pool Agreement is a pre-requisite to AEP-
Ohio's transition to full struc-tural corporate separation. With

AEP-Ohio's move to {uIl structural corporate separation and
CRES providers securing capacity in the market, the number of
service offers for SSCJ custorners and shDpping customers ivilT
likely increase and improve. On that basis, termination of the
Pool Agreement is key to the establishment of effective
competition and authorized under the terms of Section
4928.143(5)(2)(d), Revised Code. We are not dissuaded from
this position by the cIazms of OCC/APJNT and FF,S. As
OCC/.AP)N correctly assert, revenues. received as a result of
the Pool Agreement are not recognized irz the deterrxrz_nafion of
significantlY excessive earnings. However, C?CC,1 APfN fails to
recognize that the language of Section 4928.143(F), Revised
Code, specifically exclude such revenue. We also note, that
while effective competition is indeed the goal of the
Cominission, Section 4928.02(N, Revised Code, cCoes not
strictly prohibit cross-subsidization. The Ohio Supreme Court
has ruled that the policies set forth in Section 4928.02, Revised
Code, do not impose strict requirements on any given prcrgram_
bu#: siinply express state policy and function as guidelines fox
the Comrzussion to weigh in evaluating utility proposals.76

-60-

(66) IEU claims that Section 4928.06, Revised Code, raises the state
policies set forth in Section 4928.02, Revised Code, to
requirements. Elyrza Fourid7y v. Public Util. C_'orretn., 114 Ohio
St.3d 305 (2007). We note, that more recently, the Ohio
Supreme Court determined that the policies set forth in Section

7' Section 4928.143(B)(2)(d), Revised Code, states:

Terms, conditions, or charges reIatinU to lzmitations on customer shopping far retail electric
generation service, bypassabi.tity, standby, back-up, or supplemenw power service, defauIt
service, carrying costs, amortizafian periods, and accounting or deferrals, anduding future
recovery of such deferrals, as would have the effect of sabilizittg or praviding cert-ainty
regarding retail electric service.

76 In re Applicutior oj Colum:Hus Souttzeni Power Co: et al., 128 Ohio St.3ci. 512, at 525, 2o11-Ohia-1788



11-346-EL-SSO, et al.

4928.02, Revised Code, do not impose strict reqtxirements on
any given program but simply express state policy and
function as guidelines for the Contnussion to weigh in
evaluating utility proposals.77 Consistent with the Cour'c's
ruling we approved the establishment of the PTR subject to the
Company making a subsequent filing for the Com:rnis.sion's
review including the effectuation of state policies.

M. GENERATION ASSET DIVESTIURE

(67) In its applicati.on for rehearing, AEP-Dhio asserts that the
Commission shotzld have approved the corporate separation
application at the same time that it issued the Opinion and
Chder or made approval of the Opinion and Order contingent
oii approval o.f the Company's corporate separation application
filed in Corporate Separation Case. AEI'-C)hio argues that
structural corporate separation is a critical component of the
ESP which is necessary for AEP-Ohio to transition to
implementing an auction-based SSC). Thus, AEP-Ohio requests
that the Commission clarify on rehearing, that the ESP will not
be effective until the Coymn.isszort approves AE.n-C?hio's
corporate s¢?pa.ration ap17licatioTl..

The C}pirijon and Order was issued August 8, 2012. The order
in AEP-Ohio s Corporate Separation Case was issued October
17, 2012, approving the corporate separation plan subject to
certa.in conditions. The Commission denies AEP-Qhio's
request to make the ESP effective upon the approval of the
corporate separation plan. AEP-Ohio had the option of
designing its modified ESP application to incorporate its
corporate separation plan or to tin-tely request consolidation of
the Corporate Separation Case and the ESP cases. AEP-Ohio
did not undertake eitl,.er option. Furthermore, the rates and
tariffs in eontpliarice with the Opinion and Order were
approved and have been effective since the first biIling cycle of
September 2012. Accordingly, it would be imreasonable a-iZd
un.ffair to make the effective date of the ESP the date the
corporate separation case was a.pproved- AEP-Ohio's request
for rehearing is denied.

-61-

7,7 In re Appti.caticm of Cafumbus SouthEr-n Pozc>er Co. et a1.,128 Ohio St3d 512, at 525, 2011-01iial788..
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(68) IEU argues that the Opinion a.nd Order is unlawful and
unreasonable to the extent tlat the Commission approved tl-Ee
conditional trans£ex of the generation assets without
deterrnini-ng that the tran._sfer complied with Sections 4928.17,
4928.02, and 4928.18(B), Revised Code, ar-id Chapter 4901:1-37,
O.A.C.

As we previously ack.:2owledged, AEP-Uhio did itflt request
that the Corporate Separation Case and the ESP proceedircgs be
consolidated. Therefore, as was noted in the Opinion and
Order, the primary considerations in the ESP proceeding was
how the divestiture of the generation assets and the agreement
between AEP-Ohia and its generation affiliate would impact
SSO rates and customers. The requirements for corporate
separation contained in Sections 4928.17 and 4928.18(P),
Revised Code, and the applicable x-ules in Chapter 49(}1;1-37,
O_A.C., were addressed in the Corporate Separation Case
which was issued subsequent to the Opinion and Order in. this
matter. As the issues raised by IEU have subsequently been
addressed, we deny the request for rehearing.

-62-

(69) AEP-Ohio also requests that the Commission reconsider and
zxxodify the d7xectives as to the pollution can.txol revenue bonds
(PCRB). AEP--Ohio requests that, at a{ninimum, the
Commission clarify that the 90-day filin.g be limited to a
demonstration that AEP-(?hio customers I-ave not and will not
incur any additional costs caused by corporate separation, and
that the hold harrnless obligation pertains to the additional
costs caused by corporate separation. AEP-Ohio requests
perm.issidn to retain the PCRB or, in the altexna.tive, auth.orize
AEP-Ohio to transfer the PCRB to its generation affiliate
consistent with the Corporate Separation Case. AEP-0hio
su:ggest that the PCRBs be retained by AEP-Ohio until their
respective tender dates artd transfer the liabilities to its
generation affiliate with iizter-corzYpa.ny notes duzing the period
between closing of corporate separation ari.d the respective
tender dates of the PCRB. AEP-C}hio attests that either option
offered would not cause customers to incur any additional
costs that could arise from corporate separation and eliminate
the need for any 90-day filing.

We grant rehearing on the issue of the PCRB to clarify and
reiterate, consistent with the Coznm:issiozi s decision in the
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Corporate Separation Case, that ratepayers be held harrrdess,
In the Corporate Separation Case, in recognition of the
Com.pany's request for rehearing in this rnatter and as a
condition of corporate separation, the Cornrn.ission directed the
Cozx7pany utilize an intercompany note between AEP-Ohio and
its generataon affiliate wherein AEP-0hio could retain the
i'CRB and avoid any burden on AEP-Ohio EDU ratepayers?s
Thus, with the Commission's decision in the Corporate
Separation Case, the 90-day filing previously ordered in this
proceeding was no longer necessary. -

(70} IEU argues that the Opinion a-nd Order is unreasonable and

uzdawful as it allows AEP-C7hio, the electric distribution utiiity,

to evade strict separation . between coinpetitive and non-

competitive services and, as such insulates ,A..EP-Ohio's

generation affiliate, in violation of Section 4928.17(A)(3),

Revised Code, affording its generation affiliate an undue

preference or advantage. Similarly, ^ FES argues that the

Opinion and Order, to the extent that it permits AEP-Ohio, to

pass revenue to AEP-C}hio's generation affiliate, violates

Section 4928.143(B)(2)(a), Revised Code, as the statute requires

that any cost recovered be prudently incuxred, i-nc?udi.ng

purchased power acquired from an affiZiate: A.ccording to FES,

the record evidence demonstrates that the capacity price of

$188.88 per MW-day is significantly higher than the price that

can be acqzaired in the znarket and AEP--Ohio has not evaluated

the arrangement with AEP-OhiQ s generation affiliate or

considered options available in the competitive market. As to

the pass-through . of generation based revenues from SSO

customers, FES clairzis there is no record evidence to support an

"arbitrary" price for energy and capacity from SSO custcimers.

FF-S asserts that AFP-Oh.io s base generation rate is not based

on cost or market and that AEP-Ohio argued that the base

generatio-n rate reflects a $355 per Mir1F day charge for capacity.

For these reasons, FFS reasons that the base generation

revenues reflect an inappropriate cross-subsidy and are a
detriment of the competitive market.

Finally, IEU, FES, and OCC/APAC submits that the pass-
through of revenues from AEI'-Ohio to its generation a€;Eiliate,

-63-

78 In re Ohio Pozver Co»zpany, Case No.12-1126-EIrIIIvC, Order at 17-18 (Oct.aber 17, 2!?12).



11-346-EL-SSO,et aI. 64-

violates the state policy set forth in Section 4928.02(H), Revised
Code.

AEP-Ohio replies that AEP--Ohio is a captive seller of capacity
to support shopping load under its FRR obligations anci: is
required to fulfill that obligation dzzrin.g the tenn of this ESP
after corporate separation. ,A.EP--Ohio states four primary
reasons why payments to its generation affiliate are not illegal
cross subsidies and should be passed to its generation affiliate
after corporate sepaxation during this F-SP. First, the
Com.znissiozt approved fiunct.ional separation and AEP-Ohio is
presently a vertically-integrated utiiity. Second, during a
portion of the term of this ES.PF AEP-Ohio will be Iegaily,
structurally separated but remain obligated to provide SSO
service at the tariff rates for the full term of the ESP. Third,
after corporate separation, AEP-Ohi.o's gei-xeration: affiliate -4-iS1
be obligated to support SSO service (energy and capacity) and
AEP-Ohio reasons it is on.iy appropriate that its generatzon
affiliate receive the same generation revenue strea.ms agreed to
by AEP-Ohio for such service. Finally, there will be an. SSO
agreement between AEP-Ohio and its generation af.fi.l:iate for
the services, which is subject to the jurisdiction and approval
by the Federal Energy Regu.l.atory Commission (FERC).
Furthermore, AEP-Ohio warns that without the generation
revenues the arrangement between AEP-Ohio and its
generation aE.£iliate will not take place. AFP-Ohio also notes
that FES has supported this approach on behalf of the First
Energy operating companies for several years. AEP-Ohio
concludes that the interveners' cross-sulasidy arguments are not
a basis for rehearing.

First, as we have noted at - other times r.n this Entry on
Rehearing, the Ohio Supreme Court has ruled that the policies
set forth in Section. 4928.02, Revised Code, do not impose strict
requirements oxi any given program but simply expresses state
policy and function as guidelines for the Conun:issiort to weigh
in evaluating utility proposa.iss.79

The Coxnn-.i.ssion recent-ly approved AEP-Ohio's application for
st.r•ac_ttrral corporate sepa.ration to facilitate the Company's
transition to a competitive market. Given that the term of this

79 In re ^`ippticttfiorz of Colurnbus Soutlzerrc Pvwzr Co. er aI:, 128 t>hi.o St.3d 512, at 525, 2011-Oh.ic3-1788.
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ESP, corporate separation of the generation assets, and: AEP-
Ohio's FRR obligations are not aligned, in the Opinion and
Order the Commission recoggr.:ailzed: that revenues previously
paid to AEP-flI-iio for SSO service will be paid to its gen.eratiozi
affiliate for the services provided. However, while we believe
it is appropriate and reasonable for revenues to pass thru AFI'-
Ohio to its generation affiliate for the services provided by no
means wi1l we ignore Section 4928.143(B)(2)(a), Revised Code.
The costs incurred by AEP-Ohio for SSO service wdl be
evaluated for prudence as a part of AFR-Ohio's
FACJAlternative Energy Rider audit. None of the arguments
presented by FES, IEtT or OCC/APJN convince the
Coixzinission that this decision is unreasonable or unlawful and,
therefore, we deny the requests for rehearing of flus issue.

It is, therefore,

_65_

ORDERED, That Duke's motion to file memorandztm contra instanter is granted. It
is, further,

ORDERF.D, That Kroger's request to withdraw its reply memorandum fil.ed ozl
September 24, 2012, is granted. It is, further,

ORDERED, That AEP--Clhio's motion to consolidate is moot. It is, further,

ORDERED, That OCC,jAP3N's motion to strike is denied. It is, further,

ORDER-ED, That IEU's request to review the procedural rulings is deriied, it is,
further,

ORDERED, That the applications for re1-kearing of the Coznrnission`s August 8, 2012,
Opinion and Order, be denied, in part, and granted, in part, as set forth herein. It is,
further,
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ORDERED, Iliat a copy of this opinion and order be served on all parties of record.

THE PUBLIC TJTILTTT:ES COMMISSION OF GQI 3IC7

Steven D. Lesser

odd Snd hl.er, C`hairmarz

^-"^ . I . . .

Andre T. Porter

Lynn Slaby

GNS/M/vrm

Entered i:n the Journal
M 3 0 2013

Barcy E. McNeal
Secretary
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THE PUBLIC UTILITZES COMMSSION OF OHIO

In the Matter of the Application of
Columbus Southern Power Corz-cpazty and
Obio Power Company for Atxthority to
Establish a Standard Service Offer Pu.rsuant
to Section 4928.143, Revised Code, in the
Form of an Electric Security Plan.

)
)
)
)
)
)

Case No. 11-346-EL-SSO
Case No.12-348-EL-SSO

In th.e Matter of the Application of )
Columbus Southern Power Company and ) Case No.11-349-f;L-AAM
Ohio Power Company for Approval of ) Case No.11-350-EL-AAzVI
Certai.n. Accounting Au'-hority. )

SECOND ENTRY ON REHEARING

The Coznirti..Ssfon finds:

(1) On Marcfi 30, 2012, Ohio Power Company (AEP-Ohio) filed an
application for a st.andard service offer, in the form of an
electric security plan. (ESP), in accordance with Section
4928.143, Revised Code.

(2) On August 8, 2012, the Commission issued its Opinion and
Order, approving A.EP-01-Lio's proposed ESP, with certain
modifications (Order). Further, the August 8 Order di.rect:ed.
AEP-Ohio to fzle proposed final tariffs consistent wiEh the
Opinion and Order by August 16, 2012.

(3) On August 16, 2012, AEP-Ohio subznitted its proposed
compliance rates and tari:ffs to be effective as of the first billing
cycle of Septem.ber 2012. By entry issued on August 22, 2012,
the Commission appioved the proposed tariffs and rates to be
effective with the f'i.rst billing cycle of September 2012.

(4) Pursuant to Section 4903.10, Revised Code, any party who has
entered an appearatlce in a Com:inission proceeding may apply
for rehearing with respect to any matter determined by the
Con.iznission, within 30 days of the entry of the order u.pon the
Comr.z7i.ssion s jou.rnal_

(5) On September 7, 2012, .AEP-Ohio, 'I'he Kroger Company, Ormet
Prun7aiy Aluminum Corporation, Industrial Energy Users-Ob,:za
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(IEU), Retail Energy Supply Association, OMA Energy Group
(OMAEG) and the Ohio liospi.tal Association (OHA), the Ohio
Erzergy Group (OEG), FixstE.nergy Solutions Corporation (FES),
jaintIy by The Ohio Association of School Business Officials,
The Oh.zo School Boards Association, The Buckeye Association
of School Administrators, and The Ohio Schools Council
(collectiveiy the Ohio Schools), and jointly by the Ohio
Consumers' Counsel (OCC) and Appalachian Peace and Justice
Network filed applications for rehearing of the Corn.mission.'s
Augu:st 8, 2012 Order. Mernaranda contra the various
appli.cations for xehearing were fi.led jointly by Duke Energy
Ohio, Inc. and Duke Energy Commercial Asset Management
Iztc_, FES, OCC/APJN, IEU, OMAEG jOHA, OEG, Ohio
Schools, and AEP-Ohio on September 17, 2012.

(6) By entry dated October 3, 2012, the Coinm.ission granted
rehearzn.g far £azrther con:sideration of the matters specified in
tlie applications for rehearing of the Order.

(7) On January 30, 2013, the C:ammzssian issued its Entry on
Rehearing addressing the merits of the various applications for
rehearing (January 30 EC?R).

(8) On March 1, 2013, OCC and IEU filed applications for
rehearing of the January 30 EOR. On March 11, 2013, AEP-
Ohio filed a r►.emorandum contra the applications for
rehearing.

(9) In its application for rehearing, IEU argues that Section
4928.143(B)(2)(d), Revised Code, does not provide the
Commission authority to approve AEP-Ohio's retail stability
rider (RSR). Specifically, TEU state-s tha.t the fact that the RSR
will result in a non-fuel base generation rate freeze does not
satisfy the requirements af Section 4928.143(B)(2)(d), Revised
Code, and the deterrnizration that the RSR provides certainty
and stability goes against the mazzifest weight of the evidence
in this proceeding. IEU also points out that the Corrtmission
may not approve a rider that causes the modified E.SP to be less
zavorable in. the aggregate than a market rate offer.

AEP-Ohio responds that IEL7 raised similar argu.ments in i-ts
first applicatzon for rehearing and fails to raise any new
arguznerits in its second application for rehearing. AEP-Ohio
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adds that IEU's interpretation of Section ^:92$_143(B)(2)(d),
Revised Code, nrmecessarzly narrows the statute. Izx addition,
AEP-C,)hio points out that IEU previously raised arguments
regarding the statutory test i.n its inztial application for
rehearing and fail to provide any riew arg.arnents.

'I'he Cornmissi:on finds that IEU fails to raise any new
arguments for the Commission's consideration in its
application for rehearin,g. In both the order and the entry on
rehearing, the Commission determined that the RSR is ju-stified
pursitant to Section 492$.143(B)(2)(d), Revised Code. (Order at
31-32; january 30 EOR at 15-16). Simi.lar7y, IEU previou-sly
raised its arguments pertaining to the statutory test, which the
Cozxunission derded in the January 30 EOR. Accordingly, ZET.J's
application for rehearing should be denied.

(10} In its application for rehearing;, OCC claims that the
classification of the RSR as a charge related to default service is
not supported by the record, violating Section 4903.09 Revised
Code, and Section 4903.13, Revised Code.

In its memoran.durn contra, AEP-Ohio responds that the
Commission clearly explained how the RSR falls into default
service, and adds that even one of OCC's witnesses agreed that
the RSR relates to AEP-Ohio's generation revenues.

The Commx.ssiorz finds OCC's assignment of error is without
merit and sho+zld be denied. In the entzy on rehearz.ng, the
Commission emphasized that the RSR meets the statutory
criteria contained in Section 4928.143(B)(2)(d), Revised Code, as
it is a charge relating to default service that provides certari^ty
and stability for A.EP-Ohio's customers. (january 30 EOR at 15-
16.) Specffical.Iy, the Conunission explained that the RSR
allows for price certa:inty and stability for AEP-Ohio's standard
service offer (SSO) customers, which, is AEP-Ohio's default
service for customers who choose not to shop. (Id.)
Accordingly, OCC's assignment of error should be rejected.

(1.1) In its application for rehearing, IEU claims that the customer
rate zn.ipact cap fails to identify the incu.rred costs that may be
deferred, but rather only provides that AEP-C>hio may defer
the difference in revenue as a result of the customer rate cap.
In addition, IEU argues the Commission shoixld identify the

-3-
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specific carrying charges that will apply to the deferred
amount. IEU states that if the Comznission continues to
authorize the c-Listomer rate impact cap deferral, it sho-txtd set
the level of the carryi.ng charges on -the deferral balance to a
reasonable level below AEP-Ohio's long or short term cost of
debt_

ht its rnerriorancfum contra, AEP-Ohio provides that the
carrying cost rate should be the weighted average cost of
capital, consistent with Cozxtmission precedent and AEP-Ohio's
phase in recovery rider. AEP-Ohio opines that the sam.e
regulatory principles should be applied here, and any deferrals
under the custorner rate impact cap would accrue a carrying .
charge during the period of deferral and a lower debt rate
charge during the recovery period.

-4-

The Coinmission finds tl-tat IEU's application for rehearirtg
should be de.rded, as the customer rate impact cap is
permissible pursuant to Section 4928.144, Revised Code.
Section 4928.144, Revised Code, provides the Commission iv-ith
discretion to establish a deferral to ensure rate or price stability
for customers, which the customer rate cap establishes by
lin-titirig any customer rate increases to no more than a 12-
percent increase. The Cosnznission. determinecd this was
necessary in its order, and emphasized it again in its entry on
rehearing. (Order at 70; January 30 EOR at 0). Further, the
entry on rehearing clarified. that AEI'-Ohio was entitled to the
deferral of the i.ncuxred costs equal to the amount not collected,
as well as carrying costs associated with t11e deferral. We do
clarify, however, that these carrying costs should be set at AEP-
Ohio's long-term cost of debt rate, as recovery of these costs are
not only guaranteed but also are consistent with Commission
precedent. Finally, the collection of the deferral is on a non-
bypassable surcharge, and protects customers from any
potential rate increases associated with AEP-Ohio's newly
established non-bypassable riders, consistent uitl-t Section
4928.144, Revised Code. 'J['herefore, as the customer rate impact
cap complies -with Section 492-$.144, Revised Code, IEtT's
arguments should be dismissed.

(12) IEU argues th-at the Commission cannot lawfully authorize a
non-bypassable rider to recover lost generation revenue
pursuant to Section 4928.143(B)(2){d), Revised Code. lE U
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argues that only divisions (b) and (c) of Section 4928.143(B)(2)f
Revised Code, allow for a generatio.n-related, non-bypassable
chaxge for the recovery of coristructiors_ costs. Therefore,
according to IEU, there is no 'ba<sis under Section
4928.143(B)(2)(d), Revised Code, to approve the Pool
Termination Rider (PTR).

-5-

AEP-Ohio notes that -whiie Section 4928.143(B)(2)(b) and (c),
Revised Code, specificaify require that the chaxges established
there under be nonbypassable, subdivision (d) contains no such
requirement. AEP-Ohio reasons that Section 4928.143(B)(2)(d.),
Revised Code, specifically grants the Commission the authority
to establish a non-bypassable charge as part of an ESP.

The Coirtmission finds that IEU's argument is without merit.
Section 4928.143(B)(2)(d), Revised Code, specifically permits
the Commission to consider the „bypassability" of the "[t]ertn,s
conditions or charges relating to limitations on customer
shopping for retail electric generation service _.. as would have
the effect of stabilizing or providing certainty regarding retail
electric service" as a component of an ESP. The CCommisszon
interprets the language in this section to grant the Corn_misszo-n
the authority to approve a particular com.ponent of an ESP as
bypassable or non-bypassable. Thus, we deny IEU's request
for rehearing.

(13) IEU also argues that the Commission failed to make the
necessary findings to demonstrate that the PTR would have the
effect of stabilizing or providing certainty regarding retail
electric service. TEU asserts that. nothing zn the record in this
case demonstrates that the Pool Agreement prevented an
auction for the provision of standard offer service (13SO) and
did not have any bearing on the Cornmission`s conclusion in
AEP-Ohio's Capacity Case.1 Accordingly, IEU reasons that
there is no basis for the Corrurussion to conclude that
termination of the Pool Agreement is "key to the establisiunenE
of effective competition: " IEU reasserts that the PTR recovers
from retail customers lost wholesale Pool Agreement revenue
and shifts AEP-Ohio's wholesale risks to retail customers.
Therefore, IEU submits that there is no basis for the
Commission to find t:h.at the PTR has the effect of providing

I In re AEP-Ohto, Case No.10-2929-EL-LTNC, Order (July 2, 2012).
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certainty or stahzlity in the provision of retail electric service to

retail customers.

-6-

In its memorandum contra, AEP-Ohio subrnits that LEU's claim
tlrat an increase in service offers is not equivalent to certai:nty or

stability in service is rnisplaced. AEP-Ohio states, as it and
other parties to this proceeding have previously asserted, that
the nature of the Pool Agreement has historically been to
stabilize rates for Ohio ratepayers and, on that basis, AEP-Ohio
claims tf7at the P'lR, therefore, q-ualifies as a charge that wotitd
have the effect of stabiliz'uig or providing certainty regarding
reta3l electric service in cofripliance with the requirements of
.xectiori 4928.143(B)(2)(d), Revised Code. Further, AEP-Ohio
emphasizes the rationale offered in the August 8 Order, that
the PTR sercres as an incentive for AEP-Ohio to move to a
competitive market to the benefit of its shopping and. non-
shopping custorners. Furthermore, AEP-Ohio explains that the
rationale offered in the August 8 Order is consistent with the
reasoning offered bv the Corrurussion in the januazy 30 EOR,
wl-dch is essentially that termination of the Pool Agreement and
increases in service offers likely wi1l: promote price stability,
through the development of a more robust and tran.s-parent
retail electric service market. Wit1t that understanding, AEl'-
Ohio reasons that the Comrx^zsszon properly d.eterriuned tha#
Section 492-8.143(B){2}(d), Revised Code, authorizes the I'`I'..R
and adeqtiately explained the basis for its decision.

We find no merit h7. IEU's claims that the Comrn%ssiorc failed to
make the necessary findings to demonstrate that the PTR
`vould have the effect of stabilizing or providing certainty
regardirtg retail electric service. While the Couu-ni ssion
reconsidered its statutory basis for approval of the PTIZ in the
January 30 EOR, the ratzonale for approval has not changed.
As noted in the August 8 Order "the PTR serves as an incentive
for AEP-Ohzo to move to a competitive market to the benefit of
its shopping and non-shopping customers, wzthout regard to
the possible loss of xevenue associated with the tern-ination of
the Pool Agreement" (Order at 49). The basis for Ohio electric

uti.lid.es transitioning to a competitive market is to encourage
retail electric suppliers to pursue customers with a variety of
service offers. A. competitive market ^vill ultimately res-Lilt in
more offers for retail electric service for shopping customers
arcd put pressure on AEP-Ohio to retain non-shopping
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custorners with better service offers. Nonetheless, the
Cormn.ission limited AEP-Ohio's right to recover under the
r'"I'R (Jaziuary 30 EOR at 59-60), and even assuming that the
conditions for pursuing recovery under the PTR were met,
AE1'-Ohio maintained the burden set forth in Section 4925.143,
Revised Code, to first file aia application to "demonstrate the
extent to which the Pool Agreement benefitted Ohio ratepayers
over the long-term and the extent to which the costs and/or
revenues should be allocated to Ohio ratepayers... that any
recovery it seeks under the PTR. is based upon costs which
were prudently incurred and are reasonable" (Order at 49).
Thus, at this juncture, the FTR has only been approved to
facilitate the possibility of recovery. The Comndssian finds
that the rationale previously offered is sufficient to aDow AEP-
Ohio the possibz.tity to file an application for recovery under the
PTR and, therefore, we deny TEU's application for rehearing.

(14) Finalty, TEU again asserts, as argued in its application for
rehearing of the August 8 Order, that the approval of the PTR,
violates Sections 4928.02{If} and 4928.17, Revised Code. IEU
srabmits that Section 4928.02(H), Revised Code, prohibits the
recovery of any generation-relatecl costs through distribution
or transrzussion rates after corporate separatzon i..s effective.

In response, AEP-Ohio notes that the IEU made the same
arguxnents in its application for rehearing of the August 8
Order which were rejected by the Commission in the January
30 EOR. AFP-Ohio recommends that the Commission decline
to consider the argument again on rehearing.

-7-

In yet another attempt to support its arguments about Section
4928.02^-I}, Revised Code, IEU overstates the January 30 EOR
and the Sporn I3ecisl.on? We thoroughly considered and
addressed these claims in the January 30 EOR. IEU fails to
raise any new arguments which persuade the Commission that
approval of the PTR violates Sections 4928.02(H) and 4928.17,
Revised Code, Thus, we must again deny lEU's request for
rehearing.

It is, therefore,

2 £n re Ohio Power Cornpany, Case No. 10-1454-E2.-RDR, Finding and Order Uanuaq 11, 2012).
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ORDERED, That the applications for rehearing of the January 30 EOR filed by CX:C
and IEU are denied as discussed herein. It is, further,

ORDERED, That a copy of this Second Entry on Rehearing be served on all parties
of record.

TI-IE pf 7SLIC iJTIL1'ITE.S COMMISSION C7F C3k i^(.^

.,-

Todd A. nit hl.er, Chairman

Andre T. Po r

M. Beth Trombold

GNS/JJT/vrnz

Entered in the Jouxn.al

Barcy F. IetlcNeal
Secretary
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