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THIRD NOTICE OF APPEAL

Appellant, the Office of the Ohio Consumers' Counsel ("OCC"), consistent with R.C.

4903.11 and 4903.13, and S.Ct.Prac.R. 3.11(A)(2), 3.11(C)(2), and 10.02, hereby gives notice to

this Court and to the Public Utilities Conunission of Ohio ("Appellee" or "PUCO") of this third

appeal from decisions of the PUCO issued in the Electric Security Plan proceedings of Columbus

Southern Power Company and Ohio Power Company ("Ohio Power Company collectively"),

Case No. 11-346-EL-SSO et al. The decisions being appealed are the PUCO's Opinion and

Order entered in its Journal on August 8, 2012, and the PUCO's two Entries on Rehearing

entered in its Journal on January 30, 2013, and March 27, 2013.1 At issue in this appeal are

approximately $504 million in unjustified retail stability rider charges and $647 million in

capacity costs (plus financing costs) that will be collected from nearly 1.2 million customers of

the Ohio Power Company over the next five years.

Appellant is the statutory representative, as established under R.C. Chapter 4911, of Ohio

Power Company's 1.2 million residential customers. OCC was a party of record in the above-

referenced PUCO cases.

On September 7, 2012, OCC and the Appalachian Peace and Justice Network ("APJN")

jointly filed, in accordance with R.C. 4903.10, an Application for Rehearing from the PUCO's

August 8, 2012 Opinion and Order. By Entry dated October 3, 2012, the PUCO granted

rehearing for further consideration of the matters specified in numerous parties' applications for

rehearing. The PUCO issued its first substantive Entry on Rehearing on January 30, 2013,

granting in part, OCC/APJN's Application for Rehearing. On March 1, 2013, OCC filed a

second Application for Rehearing, in accordance with R.C. 4903.10, limited to the PUCO's new

1 Per S.Ct.Prac.R. 10.02(A)(2), the decisions being appealed are attached.



findings pertaining to the retail stability rider. On March 27, 2013, the PUCO denied OCC's

second Application for Rehearing.

Appellant files this Notice of Appeal complaining of errors in the PUCO's August 8,

2012 Opinion and Order, and the two PUCO Entries on Rehearing. OCC alleges that the

decisions are unlawful and unreasonable in that the PUCO failed to follow the law and its

decisions were unjust and unreasonable. In particular, the PUCO erred in the following respects,

all of which were raised in OCC/APJN's Joint Application for Rehearing and OCC's subsequent

March 1, 2013 Application for Rehearing:

1. The PUCO erred in unreasonably and unlawfully approving, in violation of R.C.

4928.143(B)(2)(d), a $504 million retail stability charge that requires customers to

compensate Ohio Power Company for the profits it has lost on generation sales in

the competitive retail electric generation market in Ohio.

2. The PUCO erred in unreasonably and unlawfully authorizing Ohio Power

Company to collect from all retail customers (as part of the retail stability rider)

the estimated $647 million difference between its cost of capacity and the

discounted wholesale capacity rate it charges Competitive Retail Electric Service

("CRES") providers. The PUCO had no jurisdiction under Chapter 4928 to

authorize such a collection. Moreover, permitting the utility to charge retail

customers for the wholesale capacity discount to CRES providers will cause non-

shopping customers to pay twice for capacity-a result that is unjust,

unreasonable, contrary to public policy, and unlawful, violating R.C. 4928.141,

R.C. 4928.02, and tariffs approved by the Federal Energy Regulatory

Commission.
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WHEREFORE, OCC respectfully submits that the PUCO's August 8, 2012 Opinion and

Order, and its two Entries on Rehearing, are unreasonable and unlawful, and should be reversed

or modified with instructions to the PUCO to correct the errors complained of herein.

Respectfully submitted,

BRUCE J. WESTON
OHIO CONSUMERS' COUNSEL
(Reg. No. 0016973)

By:
Maur . Grady, Cp sel of Re
(Reg. No. 0020847)
Terry L. Etter
(Reg. No. 0067445)
Joseph P. Serio
(Reg. No. 0036959)
Assistant Consumers' Counsel

Office of the Ohio Consumers' Counsel
10 West Broad Street, Suite 1800
Columbus, Ohio 43215-3485
(614) 466-9567 - (Grady)
(614) 466-7964 - (Etter)
(614) 466-9565 - (Serio)
(614) 466-9475 - Facsimile

grady @occ. state.oh.us
etter@occ.state.oh.us
serio@occ.state.oh.us

Attorneys for Appellant
Office of the Ohio Consumers' Counsel
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CERTIFICATE OF FILING

I hereby certify that a Notice of Appeal of the Office of the Ohio Consumers' Counsel

was filed with the docketing division of the Public Utilities Commission of Ohio as required by

Ohio Adm. Code 4901-1-02(A) and 4901-1-36.
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The Cornmission, considering the above-entitled applications, and the record in
these proceedings, hereby issues its opinion and order in these matters.

APPEARANCES:

Steven T. Nourse, Matthew J. Satterwhite, and Yazen Alami,. American Electric
Power Service Corporation, One Riverside Plaza, 29111 Floor, Colum.bus, Ohio 43215-2373,
and Porter, Wright, Morris & Arthur, LLP, by Daniel R. Conway and Christen Moore, 41

South High Street, Columbus, Ohio 43215, on behalf of Ohio Power Company.

Mike DeWine, Attorney General of the State of Ohio, by Werner L. Margard ITI,
John H. Jones, and Steven. L. Beeler, Assistant Attorneys General, 180 East Broad Street,
Columbus, Ohio 43215-3793, on behalf of the Staff of the Public Utilities Commission of

Ohio.

Bruce J. Weston, Interim Ohio Consumers' Counsel, Office of the Ohio Consumers'
Counsel, by Maureen R. Grady, Joseph P. Serio, and Terry L. Etter, Assistant Consumers'
Counsel, 10 West Broad Street, Columbus, Ohio 43215-3485, on behalf of the residential

utility consumers of Ohio Power Company.

Boehm, Kurtz & Lowry, by Michael L. Kurtz, Kurt J. Boehm and Jody Kyler, 36 East
Seventh Street, Suite 1510, Cincinnati, Ohio 45202, on behalf of Ori.o Energy Group.

Taft, Stettinius & Hollister, LLP, by Mark S. Yurick and Zachary D. Kravitz, 65 East

State Street, Suite 1000, Columbus, Ohio 43215-4213, on behalf of The Kroger Company.

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

Joseph E. Oliker, 21 East State Street, Suite,1700,. Columbus, Ohio 43215-4228, on behalf of

IndustrialEnergy Users-Ohio.

Bell & Royer Co., LPA, by Barth E. Royer, 33 South Grant Avenue, Columbus, Ohio

43215-3927, on behalf of Dominion Retail, Inc.

Vorys, Sater, Seymour & Pease, LLP, by M. Howard Petricoff, Lija Kaleps-Clark,

and Stephen M. Howard, 52 East Gay Street, Columbus, Ohio 43216-1008, and Covington
& Burling, by William Massey, 1201 Pennsylvania Avenue, Washington, D.C. 20004, on

behalf of The COMPETE Coalition

Vorys, Sater, Seymour & Pease, LLP, by M. Howard Petricoff, Lija Kaleps-Clark,
and. Stephen M. Howard, 52 East Gay Street, Columbus, Ohio 43216-1008, on behalf of PJM

Power Providers Group.
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Vorys, Sater, Seymour & Pease, LLP, by M. Howard Petricoff and Lija Kaleps-Clark,
52 East Gay Street, Columbus, Ohio 43216-1008, and Joseph M. Clark, 6641 North High
Street, Suite 200, Wortlvngton, Ohio 43085, on behalf of Direct Energy Services, LLC and

Direct Energy Business, LLC.

Vorys, Sater, Seymour & Pease, LLP, by M. Howard Petricoff and Lija Kaleps-Clark,
52 East Gay Street, Columbus, Ohio 43216-1008, on behalf of Retail Energy Supply

Association.

Vorys, Sater, Seymour & Pease, LLP, by M. Howard Petricoff, Lija KalepsJClark,
and Stephen M. Howard, 52 East Gay Street, Columbus, Ohio 43216-1008, and Eimer,
Stahl, Klevorn &'Solberg, LLP, by David Stahl and Scott Solberg, 224 South Michigan
Avenue, Suite 1100, Chicago, IlJixwis 60604, on behalf of Exelon Generation Company,
Constellation NewEnergy, Inc., and Constellation Energy Cormrnodities Group, Inc.

Ice Miller, LLP, by Christopher L. Miller, Gregory J. Dunn, and Asiun Z. Haque, 250
West Street, Columbus, Ohio 43215, on behalf of the Association of Independent Colleges
and Universities of Ohio, the city of I-Iiilsboro, the city of Grove City and the city of Upper

Arlington.

Bxickcer & Eckler, LLP, by Lisa Gatchell McAlister and J. Thomas Siwo, 100 South
Third Street, Columbus, Ohio 43215-4291, on behalf of Ohio Manufacturers Assaciation-

Energy Group.

Bricker & Eckler, LLP, by Thomas J. O'Brien, 100 South Third Street, Columbus,
Ohio 43215-4291, and Richard L. Sites, 155 East Broad Street, 15th Floor, Columbus, Ohio
43215-3620, on behalf of Ohio Hospital Association.

Calfee, Halter & Griswold, LLP, by James F. Lang, Laura C. McBride, and N. Trevor
Alexander,1400-KeyBank Center, 800-Superior Avenue, Cleveland, Ohio 44114; Jones Day,
by David A. Kutik and Allison E. Haedt, 901 Lakeside Avenue, Cleveland, Ohio 44114-
1190, and Mark A. Hayden, 76 South Main Street, Akron, Ohio 44308, on behalf of

FirstEnergy Solutions Corporation.

Joseph V. Maskovyak and Mi.chael Smalz, Ohio Poverty Law Center, 555 Buttles
Avenue, Columbus, Ohio 43215, on behalf of Appalachian Peace and Justice Network.

Keating, Mueehing & Klekamp PLL, by Kenneth P. Kreider, One East Fourth Street,
Suite 1400, Cincinnati, Ohio 45202 and Holly Rachel Smi.th,, HITT Business Center, 3803
Rectortown Road, Marshall, Virginia 20115, on behalf of Wal-Mart Stores East, LP, and

Sarn`s East, In.c.
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SNR Denton US, LLP, by Enuna F. Hand, Daniel D. Barnowski, and Thomas Millar,
James Rubin,1301 K Street NW, Suite 600 East Tower, Washington, D.C. 20005, on behalf

of Ormet Primary Aluminum Corporation

Bricker & Eckter, by Christopher L. Montgomery, Matthew Warnock, and Terrence
CYDonnell,lfl0 South Third Street, Columbus, Ohio 43215-4291, and Richard L. Sites,155
East Broad Street, 15th Floor, Columbus, Ohio 43215-3620, on behalf of Paulding Wind

Farm 11, LLC.

Gregory J. Poulos, 471 East Broad Street, Suite 1520, Columbus, Ohio 43215, on

behalf of EnerNOC In.c.

William, Aliwein & Moser, by Christopher J. Allwien. 1373 Grandview Avenue,
Suite 212, Columbus, Ohio 43212, on behalf of Natural Resources Defense Council.

Matthew White, 6100 Emerald Parkway, Dublin, Ohio 43016 and Whitt Startevant,
LLP, by Mark A. Whitt, Melissa L. Thompson, and Andrew J. Campbe0.,155 East Broad
Street, Suite 2020, Columbus, Ohio 43215, on behalf of interstate Gas Supply, Irtc.

Bailey Cavalieri, LLC, by Dane Stinson, 10 West Broad Street, Columbus, Ohio
43215, on behalf of Ohio Association of School Business Officials, Ohio School Boards
Association, Buckeye Association of School Administrators, and Ohio Schools Council.

Chad A. Endsley, 280 North High Street, P.O. Box 182383, Columbus, Ohio 43218,

on behalf of the Ohio Farm Bureau Federation.

Buckley King, by Deim N. Kaelber, 10 West Broad Street, Suite 1300, Columbus,

Ohio 43215, on behalf of Ohio Restaurant Association.

Elizabeth W-atts and Rocco D'Ascenzo, 139 East Fourth Street, Cincinnati, Ohio
45202 and Eberly McMahon, LLC, by Robert A. McMahon, 2321 Kemper Lane, Suite 100,
C3ncinnati, Ohio 45206, on bek+alf of Duke Energy Ohio, Inc.

Amy B. Spiller and Jeanne W. Kingery, 139 East Fourth Street, Cincinn.ati, Ohio
43215, and Thompson Hine, LLP, by Philip B. Sineneng, 41 South High Street, Suite 1700,
Columbus, Ohio 43215, on behalf of Duke Energy Retail Sales and Duke Energy

Commercial Asset Management Inc.

Charles Howard and Sarah Bruce, 655 Metro Place South, Suite 270, Dublin, Ohio

43017, on behalf of Ohio Automobile Dealers Association.
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7udi L. Sobecki, 1065 Woodman Drive, Dayton, Ohio 45432, on behalf of Dayton

Power and Light Company.

Kegler, Brown, Hill & Ritter, LPA, by Roger P. Sugarman, 65.East State Street, Suite
1800, Columbus, Oiiio 43215, on behalf of National Federation of Independent Business -

Ohio Chapter.

Thompson Hine, LLP, by Carolyn S. Flahive, Stephanie Chmiel, and Michael

Dillard, 41 South High Street, Suite 1700, Ccilumbus ► Ohio 43215, on behalf of Border

Energy Electric Services, Inc.

The Behal Law Group, LLC, by Mr. Jack D'Aurora, 501 South High Street,
Columbus, Ohio 43215, on behalf of University of Toledo Innovation Enterprises

Corporation

Hahn, Loeser & Parks, LLP, by Randy Hart, 200 Huntington Building, CLeveland,
Ohio 44114, on behalf of Summit Ethanol, LLC d/b/a POET Biorefinin.g-Leipsic and
Fostoria Ethanol, LLC d/ b/a POET Biorefining-Fostoria.

Jay E. Jadwin, 155 West Nationwide Blvd., Suite 500, Columbus, Ohio 43215, on

behalf of AEP Retail Energy Partners, LLC.

Matthew Cox Law, Ltd., by Matthew Cox, 4145 St. Theresa Boulevard, Avon, Ohio

44011, on behalf of the Council of Smaller Enterprises•

Wiy.iams, Allwein & Moser, by Todd M. Williarns, Two Maritime Plaza, Toledo,

Ohio 43604, on behalf of the Ohio Business Council for a Clean Economy.

Dickstem Shapiro LLP, by Lariy F. Eisenstat, Richard Lehfeldt, and Robert L.
ICi:nder,182,5 Eye Sk NW, Washington, D.C. 20006, on behalf of CPV Power Developrnent,

Inc.
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Ol'INION:

I. , HISTORY OF THE PROCEEDINGS

A. First Electric Security Plan

-r'J-

On March 18, 2009, the Comm;ssion issued its opinion an.d order regarding
Columbus Southem Power Company's (CSP) and Ohio Power Company's (OP) (jointly,
AEP-Ohio or the Companies) application for an electric security plan (ESP 1 Order) in
Case Nos. 08-917-EL-SSO and 08-918-EL-SSO. The ESP 1 Order was appealed to the
Supreme Court of Ohio (Court). On Apri11R, 2011, the Court affirmecl the ESP Order in
numerous respects, but remanded the proceedings to the Conunission. The Commission
issued its order on remand on October 3,. 2011. In the order on remand, the Cominission
found that AEP-Ohio should be authorized to continue its recovery of incremental capital
carrying costs incurred after January 1, 2009, on past envirorunental investments (2001-
2008) that were not previously reflected in the Companies' existing rates prior to the ESP 1
Order. In addition, the Commission found that the provider of last resort (POLR) charges
authorized by the ESP 1 Order were not supported by the record on remand, and directed
the Companies to elinvnate the amount of the provider of last resort (POLR_ charges
authorized in the ESP Order and file revised tariffs consistent with the order on remand.

Mosed Eiectric Security PlanB. Initial Pr

On January 27, 2011, AEP-Ohio filed the instant application for a standard service
offer (SSO) pursuant to Section 4928_141, Revised Code. This application is for approval of
an electric security plan (ES1" 2) in accordance with Section 4928.143, Revised Code. As
filed, AEP-Ohio's SSO application for ESP 2 would cornmence on January 1, 2012, and

continue through May 31, 2014.

The following parties were granted intervention by entries dated March 23, 2011,
and July 8, 2011: Industrial Energy Users-Ohio (IEU), Duke Energ-y- Retail Sales, LLC
(Duke Retail), Ohia Energy Group (OEG), Ohio Hospital Association (OHA), Ohio
Consumers' Counsel (OCC), Ohio Partners for Affordable Energy (OPAE),1 The Kroger
Company (Kroger), FirstEnergy Solutions Corporation (FES), Paulding Wind Farm II.LLC
(Paulding), Appalachian Peace and justice Network (AP]1V), Ohio Manufacturers'
Association Energy Group (OMAEG), AEP Retail Energy Partners LLC (AEP Retail),
Distributed Wind Energy Association (DWEA),2 PJM Power Providers Group (P3),
Constellation NewEnergy, Inc. and Constellation E- ner gy Commodities Group, Inc.

1 SubseQuently, Ol'AE filed a niiotion to withdraw from the ESP 2 proceeditW and the request gr'anted in

the Gommission's December 14, 2011 Order.
2 On August 4,2011, DWEA fiW a motion to withdraw from the ESP 2 proceedings. DWEA's request tD

withdraw was granied in the December 14, 2071 Order.
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(Consteilation), COMPETE Coalition (Compete), Natural Resources Defense Council
(NRDC), The Sierra Club (Sierra), city of HiIliard, Ohio (HiIliard), Retail Energy Supply
Association (RESA), Exelon 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-Mart), Dominion Retail, Inc.
(Dominion Retail), Environmental Law and Poiicy Center (ELPC), Ohio Environmental
Council (OEC), Ormet Primary Aluminum Corporation (Ormet) and EnerNOC, Inc.

(EnerNOC).

On September 7, 2011, numerous parties (Signatory Parties) to the ESP 2
proceedings filed a Joint Stipulation and Recommendation (Stipulation). The Stipulation
proposed to resolve the ESP 2 cases as well as a number of other related AEP-Ohio matters
pending before the Commission.3 The evidentiary hearing in the ESP 2 cases was
consolidated with the related proceedings for the sole purpose of considering the
StipulatiorL On December 14, 2011, the Commission issued its Opinion and Order,
concluding that the Stipulation, as modified by the order, should be adopted and
approved. As part of the December 14, 2011, Order, the 4ornnussion approved the merger

of CSP with and into OP, with OP as the surviving entity.

Several applications for rehearing of the Commi.ssion's December 14, 2(ri1, Order in
the ESP 2 and consolidated cases were filed. On February 23, 2012, the Conunission issued
its Entry on Rehearing finding that the Stipulation, as a package, did not benefit ratepayers
and was not in the public interest and, thus, did not satisfy the three-part test for the
consideration of stipulations. AEP-Ohio was directed to provide notice to the Commission
within 30 days whether it intended to modify or withdraw its ESP.

C. Pending Modified Electric Securitv Plan

On March - 30, 2012, AEPJOhio filed a modified ESP (modified FSP) for the
Commission's consideration. As proposed, the modified ESP would commence June 1,
2412, and continue through May 31, 2015. As proposed in the application, the Company
states for all customer classes, customers in the CSP rate zone will experience, on average,
an increase of two percent annually and customers in the OP rate zone will experience, on
average, an increase of four percent annually- The modified ESP proposes the recovery of
other costs through riders during the term of the electric security plan. In addition, the

3 lnc::ud'sr.g an eme.*gency cuxtailment proceeding in Case Nos. 10 343-EL-ATA and 10-344-EL-ATA
(Emergency Curtailment Cases); a request for the merger of CSP with UP in Case No.1o-237ei-Ei<1MC
(Merger Case); the Commission review of the state compensatipn mechanism for the capacity charge to
be assessed on competitive retaii electric service (CRES) providers in Case No. 10-2929-ELrTJNC
(Capacity Case); and a request for approval of a rnechaazvsm to recover deferred fuel costs and
accounting treatment in Case fiios.11-49Z0-EL-RDR and 11-4922-fiI -RDR (Phase-in Recovery Cases).

4 By entry i9sued on March 7, 2(112, the Commission again approved and confirmed the merger of CSP

into OP, effective December 31, 2011, in the Merger Case.
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modified ESP contains provisions addressing distribution service, economic development,
alternative energy resource requirements, and energy efficiency requirements.

The modified ESP also sets forth that AEP-Ohio will begin an energy auction for 100
percent of its SSO load begirming in 2015, with full delivery and pricing- through a
competitive auction process for AEP-Ohio's SSO customers beginning. in June 2015.
Beginning 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 modified ESP provides ^o^r^ the nhaa ^^°f,^ ^ pIan Q^orpo a e
Corporation's. East Interconnection Poo greem
separation of AEP-Ohio's generation assets from its distribution and transmi.ssion assets.

In addition to the parties previously granted intervention in this matter, following
AEP-Ohio's submission of its modified ESP, the following parties, were granted
intervention on Apri126, 2012 Interstate Gas Supply, Inc. (IGS); The Ohio Association of
School Business Officials, The Ohio School Boards Association, The Buckeye Association of
School Administrators, and The Ohio Schools Council (collectively, Ohio Schools); Ohio
Farm Bureau Federation; Ohio Restaurant Association; Duke Energy Ohio, Inc. (Duke);
Duke Energy Commercial Asset Management Inc. (DEC'A1VI); Direct Energy Services, LLC
and Direct Energy Business, LLC (Direct); The Of ►io Automobile Dealers Associatian

(OADA); The Dayton Power and Light Company; The ahio Chapter of the National
Federation of Independent Business (NFIB); Ohio Construction Materials Coalitionr
Council of Smaller Enterprises; Border Energy Electric Services, Inc.; University of Toledo
Innovation Enterprises Corporation; Sunnniit Ethanol, LLC d/b/a POET BYorefining
Leipsic and Fostoria Ethanol, LLC d/b/a POET Bioretiiv.ng-Fostoria (Summit Ethanol);
city of Upper Arlington, Ohio; Ohio Business Council for a Clean Economy; IBEW Local

Union 1466 (IBEW); city of Hi.Ilsboro, Ohio; and CPV Power Development, Inc.

D. Summary of the Hearings on Modified.Plan

1. Local Public Hearings

Four local public hearings were held in order to allow AEP-4hio's customers the
opportunity to express their opinions regarding the issues raised within the modified
application. Public hearings were held in Canton, Columbus, Chiliicothe, and Lim.a. At
the local hearings, a total of 67 witnesses5 offered testimony: 17 witnesses in Canton, 31
witnesses in Columbus, 10 witnesses in Chill.icothe, and nine witnesses in Lima. In
addition to the public testimony, numerous letters were filed in the doclxl, regarding +-I'-e

proposed ESP applications.

5 one wit.ness, Doug Leuthola, twXkd at both the Columbus and Lima public hearings.
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At each of the public hearings, numerous witnesses testified in support of AEP-
Ohio's rnodified ESP. Specifically, many witnesses testified on behalf of cornmunity
groups and non-profit organ.izations that praised AEP-Ohio's charitable support to their
organizations. Witnesses that testified in favor of the modified ESP also noted that AEP-
Ohio maintaiins a positive corporate presence andofpx'

ocal unions testified in support of
endeavors throughout•its service territory. Members but also
AEP-Ohio's proposal, explaining it would not only allow AET.'-Ohio to retain jobs,
create new jobs as AEP--0hio continues to expand itr, infrastructure throughout the region.

Several residential customers testified at the public hearings in opposition to A8'-
Ohio's modified ESP, noting an increase in customer rates would be burdensome in light
of the current economic recession. Many of these witnesses pointed out that low-income
and fixed-income residential customers would be particularly vuhi.erable to any rate
increases. Several witnesses also argued that the proposed application rnight limit

customers' ability to shop for a CRBS supplier.

In addition, many witnesses testified on behalf of small business and commercial
customers. These witnesses argued the proposed rate increases would be burdensome on
small businesses who cannot take on any electric rate increases without either laying off
employees or passing costs on to customers. Representatives on behalf of school districts
also testified that the modified ESP could create a fiman.cial strain on schools throughout

AEP-Ohio's service territory.

2. Evidentiary Hearin^

The evidentiary hearing commenced on May 17, 2(}12. Twdel ^^^^^ offered
on behalf of AEP-Ohio, 20 witnesses on behalf of the Staff, an
testimony on behalf of various interveners to the cases. In addii3on, AEP-Ohio offered
three witnesses on rebuttal. The evidentiary hearing conc.l.uded on June 15, 2012. Initial
briefs-an-d reply briefs were dueJune 29, 2012, and July 9, 2012, respectively. For those
parties that filed a brief or reply brief addressing select issues, oral arguments were held

before the Commission on July 13, 2(?12.

E. Procedural Ma.tters

1. Motions to Withdraw

On May 4, 2012, the city of H.ill.iard filed a notice requesting to withdraw as an
intervenor from the modified ESP cases. Also on May 4, 2012, IBEW filed a notice stating
that it intends to withdraw as an intervenor in these proceedings. The Commission finds
IBEWs and Hilliard's requests to withdraw reasonable and should be granted.
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2. Motions for a Protective t?rder

On May 2, 2012, AEP-Ohio filed a motion for a protective order, seeking protective
treatment of supplemental testimony and corresponding exhibits of AEP-Ohio witness
1Velson containing confidential and proprietary information relating to the Turning Point
Solar project (Turning Point). On May 4, 2012, OMABG filed a motion for a protective
order relating to proprietary business information of OSCO Industries, Sumntitville Tifes,
Belden Brick, Whirlpool Corporation, Lima Refining, and AMG vanadiwn' Also, on May
4, 2012, IEU filed a motion for a protective order seeking to protect confidential and
propxietary information contained within witness Kevin Murray's testimony. FES filed a
motion for protective treatment on May 4, 2012, for confidential items contained in
attachments to witness jonathan Lesser's testimony. In addition, Exelon filed a motion for
protective order seeking protection of confidential and proprietary information contained
within witness Fein's direct testimony. On May 11,* 2012, AEP-Ohio filed an additional
motion for protective order to support the protection of confidential AEP-Ohio
information contained within. IEU witness Murray, FES witness Lesser, and Exelon

ftwsewitness Fein's testimony. Finally, on the record ^t of exht'^gatt^►ched to^AEP-Oh^̂'o
phio also sought the ycon 'tmuation oprotective treatmen 1, 2011, motion for a
witness Jay Godfrey, as previously set forth in A.EP-Ohio's July

protective order (Tr. at 24).

At the evidentiary hearing on May 17, 2012, the attorney examiners $r?^motionse
motions for protective order, finding the informa.tion specified within the parrhe
constitutes confidential, proprietary, and trade secret inform.ation, and meets the

t
requirements contained within Rule 4901-1-24, OWo unless ordered, gro t̂^tive
23-24). Rule 4901:1-24(F), O.A.C, provides that,
orders prohibiting public disclosure pursuant to ^^^ shall be afforded
automatically expire after 18 months. Therefore, confidential
for a period ending 18 months from the date of this order, until February 8, 2014. Until
that date, the Docketing Division should maintain, under seal, the conditional diagrams,

.filed under seal. Rule 4901:1-24(F), O.A.C., requires any parLY wishing to extend a
protective order to f i1e an appropriate motion at least 45 days in advance of the expiration
date, including a detailed discussion of the need for continued protection from discl.osure.
If no such motion to extend confidential treatment is filed, the Commission may release

this information without prior notice to the parties-

Tn addition, on june 29, 2012, IEU and Ormmet filed motions for protective order

regarding items contained within their initial briefs.
was r already determined to be

which IEU and Ormei°s axe seeking confidential tr
confidential in the evidentiary hearing and was discussed in a closed record. On July S.
2012, AEP-Obio filed a motion for protective order over the items contained within Ormet
and IEU's brlefs, noting that it contains proprietary an.d trade secret informa.tfon. On July
9, Ormet filed an additional motion for protective order for the same information,r which it
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aiso included in its reply brief filed on July 9,2012- Similar7y, AEI'-Oh'o filed a motion for
protective order on Juiy 12, 2012, in support of Ormet's motion, as it contains AEP-l'7hio's
confidential trade secret informatiori. As the attorney examiners previously found the
information contained within the IEU and Ormet's initial briefs and f3rmet's reply brief
was confidential in the evidentiary hearing, we affirm this decision and find that
confidential treatment shall be afforded for a period ending 18 month,s from the date of

this order, until February $, 2014.

3. R^uests for Review of Procedural Rulin^s

IEU argues that the record improperly includes evidence of stipulations as
precedent. Specifically, IEU argues that several witnesses relied on Duke Energy-Ohio's
ESP to indicate that certain proposed riders were appropriate. IEU also points out that a
witness relied on AEP-(?hio's distribution rate case stipulation as evidence of AEP-Ohio's
capital structure. IEU claims that these stipulations expressly state that no party or
Commission order may cite to a stipulation as precedent, and accordingly, IEU requests

that the references to stipulations be struck.

The Commission finds that IEU's request to strike portions of the record should be
denied. We acknowledge that individual components agreed to by parties in one
proceeding should not be binding on the parties in other proceedings, but we find that
references to other stipulations in this proceeding were hnuted in scope and did not create
any prejudicial impact on parties that signed the stipulations. Consistent with,our Finding

and Order in Case No.11-5333-EL•UNC, we also note that, while ^tations do not extend
be bound by the provisions contained within a stipulation, these 1^

to the Commission.

In addition,lEU claims the attorney examiners improperly denied IEU's motions to
compel discovery. In its motions to compel discovery, IEU sought information related to
AEP--0hio's forecasts of the RPM price for capacity, which IEU alleges would have
provided information relating to the transfer of AEP-Ohio s Amos and Mitchell generating

units.

The Commission finds the attorney examiners' denials of IEU's motions to compel
discovery were proper and should be upheld. As noted in AEP-C)hio`s memorandum
contra the motion to compel, the information IEU sought relates to ABP-Ultio forecasts
beyond the period of this modified ESP. As these proceedings relate to the
appropriateness of AEP-Ohio's modified ESP, we find that any forecasts beyond the terms
contained within AEP-Ohio's application are irrelevant and unlikely to lead to
discoverable informati.on Accordingly, the attorney examiners' ruling is affirmed.

On July 13, 2012, OCC filed a motion to stxike four specific portions of AEP-C?hio'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 PSP
proceeding but reflects the Commission's Order issued in the Capacity Case on July 2,
2012. OCC submits that the Commission has previously recognized that "it is improper to
rely on claiYns in the brief that are unsupported by evidence within the record."' Tn this
instance, OCC points out that AEP-Ohio attached to its reply brief, documents that were
not part of the record evidence or designated late-filed exhibits, a statement by Standard
and Poor's (Attachment A) and the Company's recalculation of its F5P/MRO test

(Attachment B) based on the Commission`s e^;dence; OC^ ^^ that attachments
document is part of the modified ESP record
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 Midwest and the East Coast,

and there is nothing in the record regarding th fotr'e winds. Furthermore, aneither the
Company's system to withstand hurricane
attachments nor AEP'-Ohio's assertions was subjected to cross-examination by the parties
nor the parEies afforded an opporwmty to A^^^ ^^and B argumentsnthe specified
Company. For these reasons, OCC requests that
portions of the reply brief be stricken.

In its memorandum contra, AEP-Ohio asserts that discussion of matters related to
that f air

the Commission's Capacity Case decision weanapp ^^^ to cPonsider the p ct of the
to rely on a Commission opinion and order
Capacity Case on these proceedings, as evidenced by Commiss'lon^hio questions

out that segvetheal
oral . argusnents held on July 13, 2012. In aa r4 AE
parties' reply briefs also included significant discussion of the impact of the Capacity Case
on the modified ESP. Similarly, AEP-Ohio 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-0hio witness Hawkins. Finally, AEP-Ohio provides that its references
to major storms that occurred this summer relate to customer expectations and AEP-

Ohio's need for the DIR.

The Commission finds that OCCs motion to strike portions of AEP-Ohio`s reply
brief should be denied. The Company's reply o bri+ef .rep^^e^ p^^ne
Commission's Order in the Capacity Case b e subject
subjected to extensive cross-examination by the parties in the course of this proceeding.

Furthermore, several of the parties to this Pr^ discuss
conclude that would be

briefs the Order in the Capacity Case. For th
improper to strike the portions of AEP-Ohio's reply brief, including Attachment B, which
reflect AEP-Ohio's interpretation of the CommissionCa.pacity 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 discussed by AEP-Ohio as well as
OCC. However, Attachment A to the Company's reply brief is a July 2, 2U12 statement by
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Standard & Poor`s regarding the effect of the Commi.ssion's Capacity Charge OY'der, and
should be stricken- We find that the Company's Attachment A is not part of the record
and should not be considered by the Commission in this proceeding.

On July 20, 2012, OCC/ APJN filed a motion to take administrative notice of several
items contained within the record of the Capacity Case. Specifically, OCC/APJN seek
administrative notice of pages 3, 9, and 12 of the direr-t testimony of AEP-Ohio wwiiness
Munczinski, pages 19-20 of the rebuttal testimony of AEP-Ohio witness Allen, pages 304,
348-350, and 815 of the hearing transcripts, and AEP-Ohio's post-hearing initial and reply
briefs_ OCC/APJN opine tha.t the record should be expanded to include-these materials in
order to have a more thorough record on issues pertaining to customer rates. Further,
OCC/ APJN state that no parties would be prejudiced as parties, particularly those
involved in the Capacity Case, who had opportunities to explain and rebut these items.

AEP-Ohio filed a memorandum contra OCC/APJN's motion on July 24, 2012. AEPR
Ofiio 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 further actions to
these proceedings except the Comxnission opinion and order and rehearing. AEP-Ohio
notes the Conunission has broad discretion in handling its proceedings, but points out that
the small subset of information 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
addition, AEP-Ohio explains that OCC/ APJN had the opportunity in the ESI' proceedings
to further explore areas of the Capacity Case that were related to parts of the modified

ESP.

On August 6, 2012, FES also filed a memorandum contra OCC/APJN's motion. On
August 7, 2012, OCC/APJN filed a motion to strike FES's memorandum contra. In
support of its motion to strike, OCC/APJN argues that FES filed its memorandum contra
17 days after OCC/APJN filed its motion, past the procedural deadlines established by
attorney examiner entry issued April 2, 2012. The-Commission finds that OCC/APJN's
motion to strike FES's memorandum contra OCC/ APJN's motion should be granted. By
entry issued April 2, 2012, the attorney examiner set an expedited Proceduxal 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 OCC/APJN
filed its motion, OCC/APJN's motion to strike shall be granted.

The Cornn-dssion finds that OCCs motion to take administrative notice should be
denied. AEP-Ohio correctly points out that the timing of OCC/ APJN's request is
troublesome and problematic. While the Comnussion 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 information, we would be allowing a party to supplement
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the record in a misleading manner. Further, while we acknowledge that parties may rely
on the Commission`s order in the Capacity Case, as it speaks for itself, to show effects on
items in this proceeding, to exdusively select narrow and focused items in an atbetnpt to
supplement the record is not appropriate. Accordingly, we deny OCC's motion.

II. DISCUSSION

A. Aot^., licable Law

Chapter 4928 of the Revised Code provides an integrated system of regulation in
which specific provisions were designed to advance state policies of ensuring access to
adequate, reliable, and reasonably priced electric service in the context of significant
economic and envixonmental challenges. In reviewing AEP-C3hio's application, the
Commission is cognizant of the challenges facing Ohioans and the electric industry and
will be guided by the poJ.icies of the state as established by the General Assembly in
Section 4928.02, Revised Code, amended by Senate Bill 221 (SB 221).

Section 4928.02, Revised Code, states that it is the policy of the state, infer alia, to:

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

electric service.

(2) Ensure the availability of unbundled and comparable retail

electric service.

(3) Ensure diversity of electric supplies and suppliers.

(4) Encourage innovation and market access for cost-effective
supply- and demand-side retail electric service including, but
not limited to, demand-side muzagement (DSM), time-
differentiated pricing, and implernentation of advanced

metering infrastructure (AMI).

(5) Encourage cost-effective and efficient access to information
regarding the operation of the transm%ssion and distribution
systems in order to promote both effective customer choice and
the development of performance standards and targets for

service quality.

(6) Ensure effective retail competition by avoiding anticompetitive

subsidies.
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(7) Ensure retail consumers protection against unreasonable sales

prackices, xnarket deficiencies, and market power.

(8) Provide a means of giving incentives to technoIogies that can
adapt to potential environmental mandates.

(9) Encourage implementation of distributed generation across
customer classes by reviewing and updating rules governing
issues such as intercormection, standby charges, and net

metering.

(10) Protect at-risk populations inrluding, but not Iimited to, when
considering the implementation of any new advanced energy
or renewable energy resource.

-14-

In addition, SB 221 enacted Section 4928.141, Revised Code, which provides that
effective January 1, 20I79, electric utilities must provide consumers with an SSO consisting
of either a market rate offer (MRO) or an ESP. The SSO 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 territory. -

Section 4928.143, Revised Code sets out the requirements 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, .Rev.ised Code, may also provide for the. autonmatic recovery of -certain

costs, a reasonable allov►rance for certain construction work in progress -{CWIP}, an
unavoidable surcharge for the cost of certain new generation facilities, conditions or
charges relating to customer shopping, automatic increases or decreases, provisions to
allow securitization of any phase-in of the SSO price, provisions relating to transmission-
related costs, provisions related to distribution service, and provisions regarding econornic

development.

The statute provides that the Commission is recraired to app*-'ove, or modify and
approve the ESP, if the ESP, including its pricing and all other terms and conditions,
including deferrals and future recovery of deferrals, is more favorable in the aggregate as
compared to the expected results that would otherwise apply in an MRO under Section
4928.142, Revised Code. In addition, the Ccsmrnission rnustr reject an ESP that contains a
surcharge for CWIP or for new generation facilities if the benefits derived for any purpose
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for which the surcharge is established are not reserved or made available to those that bear

the surcharge.

B. Analysis of the Apg1ic;

1. Base Generation Rates

As part of its modified ESP application, AEP-t3hio proposes to freeze base
generation rates until all rates are established through a competitive bidding process.
AEP-Ohio maintains that the fixed pricing is a benefit to customers by providing
reasonably priced electricity in furtherance of Section 4928.02(A), Revised Code. AEP-
fJhio explains that while the base generation rates wiJl remain frozen, it wil.1 relocate the
current Envirorunental Investment Carrying Cost Rider (EICCR) into the base generation
rates, which will result in the elimination of the EICCR. AEP-Ohio witness Roush
provides the change is merely a roll in and will be "bill neutral" for all AEP-Ohio
customers (AEP-Ohio Ex.118 at 8; AEP-Ohio Ex. 111 at 10-11).

While AEP-Ohio's base generation rates will be frozen under the modified ESP,
AEp..O}u.o witness 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. 11+fr. Roush notes that residential customers with high winter usage may face
unexpected impacts, but that a possible solution may be to phase-out lower rates for high

winter usage customers (Id. at 14-15).

OADA supports the adoption of . the base generation rate design as proposed,
A

advocating that the consistency in the rate design is beneficial
ea2 ^o^tâ enOfitDto

Br. at 2)..OCC and APJN claim that frozen base generatione
customers, as the price of electricity offered by CRES providers have declined and inay
continue to decline through the term of the ESP (OCC Ex 111 at 15). OCC and APJN also

point out that the inclusion of numerous riders, including the retail stability rider (fZSR)
and the deferral created in the Capacity Case will result in increases in the rates residential

customers continue to pay. (C)CCI APJN Br. at 43-44.)

The Comrnission finds that AEP-Ohio's proposed base generation rates are
reasonable. We note that AEP-Ohio's base generation rate design was generally
unopposed, as most parties supported AEP-Ohio`s proposal to keep base generation rates
frozen. Although OCC and APJN conclude that the base generation rate plan does not
benefit customers, OCC and AP)N failed to justify their assertion and offer no evidence
within the record other than the fact ffiat the modified ESP contains several riders.
Accordingly, the modified ESP's base generation rates should be approved. In addition, as
AEP-Ohio raised the possibility of disproportionate rate impacts on customers when class
rates are set by auction, we direct the attorney examiners to establish a new docket within.
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90 days from the date of this opinion and order ar ►d issue an entry establishing a

procedural schedule to allow Staff and any interested party to consider means to rnitigate
any potential adverse rate impacts for customers upon rates being set by auction. Further,
the Commission reserves the right to itnplement a new base generation rate design on a
revenue neutral basis for all customer classes at any time during the term of the modified

ESP.

2 Fuel Adjustment Clause and Alternative Enerev Rider

(a) Fuel Adiustment Clause

The Commission approved the current fuel adjustment clause (FAC) mechanism in

the Company's ESP 1 case pursuant to Section 4928.143(B)(2)(a), Revised Code 6 In this

modified FSP application, AEP^Ohio requests continuation of the current FAC mechanism,
with inodifi.cations. The Company proposes to modify the FAC by separating out the

renewable energy credit (REC) expense component of the fuel clause and recovering the
REC expense,.ticrough'the newly proposed alternative energy rider (AER) merliaitism. The
Company also requests approval to urtify 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 coindde with the implementation of the Phase-ln Recovery Rider (PIRR),

limits the impact on bofh C5P and (7P rate zones which results in a net decrease in rates of

$0.69 per megawatt hour (MWh) for a typical CSP transmission voltage customer and a net

increase in rates of $0.02 per MWh for a typical OP transmission voltage customer. (AEP

Ohio Ex. 111 at 5-6; AEP-Ohio Ex. 103 at 14-20.)

Beginnutg Januaiy 1, 2014, after corporate separation is effective, AEP-Ohio's
generation affiliate, AEP Generation Resources Inc- (GenResources), will biIi AEp-Qluo its
actual fuel costs in the same man.ner and detail as currently performed by AEP-Ohio, 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 F'AC mechanism wili no
longer be necessary. (AEP-Ohio Ex. 103 at 14-20.)

In opposition to the FAC, Ormet argues that the FAC has caused significant
increases in the cost of electric service, rising 22 pereent for GS-4 customers since 2011.
Ormet asks that the Commission temper the ianpact of FAC increases and iinprove the
tra_n_sparency of the cause for increasing FAC costs, as well as reconsider the FAC rate
design, to avoid cost shifts between low load factor customers and hign ioad factor
customers. Ormet, a 98.5 percent load factor customer, asserts that it pays an equal share
of the FAC costs as a customer that uses all its energy on-peak. As such, Qrmet contends
that the FAC rate design violates the principle of cost causation. Ormet suggests that this

6 In re AEP-Ohio, ESP 1 Order at 13-15 (March 18, 2U09).
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m.odified ESP presents the Conunission with the opportunity, as it is within the
Comsnission's jurisdictaon, to redesign the FAC, such that FAC costs are separated into
charges which reflect on-peak and off-peak usage. (Crmet Ex-106B at 19; Ormet Br. at 13-

15; Ormet Reply Br. at 14-16.)

The Company responds that Crmet's arguments on the FAC reflect improper
calculations and is based on forecasted FAC rates. More importari.tly ► AEf'-C'hzo points

out that the FAC is ultimately based on actual FAC costs and any increases in the FAC rate
cannot appropriately be attributed to the modified ESP. C ►rmet is served by AEP-C ►hi.o

pursuant to a unique arrangement and as such avoids charges that other similarly situated
customers pay; however, the Company requests that Ormet not be permitted to avoid fuel

costs. (AEP-Ohio Reply Br. at 5-6.)

The Commission notes that currently, through the FAC rnechan-ism. AEl'-O1uo
recovers prudently incurred fuel and associated costs, including consumables related to
environmental compliance, purchase power costs, emission allowances, and costs
associated with carbon-based taxes. We note that, since January 1, 2012, AEP-Ohio has
been collecting its full fuel expense and no further fuel expenses are being deferred.

We interpret Urmet's arguments to more accurately request the instituticon of a fuel
rate cap on the FAC or to revise the FAC rate design. The Conunission rejects Ormet's
request to review and redesign the FAC. The FAC rate mechanism is reconciled to actual
FAC costs each quarter and annually audited for accounting accuracy and prudency.
Furthermore, as AEP-Ohio notes, Orm.et's rates are set pursuant to its unique arrangement
as opposed to the Company's SSO rates paid by other high load industrial and commercial
customers. By way of Crm.et's unique arrangement, Ormet is provided some rate stability
and rate certainty and we see no need to redesign the FAC for Ormet's benefit No other
intervener took issue with the continuation and the proposed rnod.ification of the FAC.
The Commission finds that the FAC rates should continue on a separate rate zone basis.
-W-e note that there are a few Commission proceediings pending that will, affect the FAC
rate for each rate zone which the Commission believes will be better reviewed and '
adjusted if the FAC mechanisms rem.ain distEnguishable. 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) Alternative Energy Rider

As noted above, AEP Ohio proposes to begin recovery of REC expenses, associate^d

with renewable energy purchase agreements (REPAs) or REC purchases by means of the
new AER mechanism to be effective with this modified ESP. With the proposed
modification, the Company will continue to recover the energy and capacity components
of renewable energy cost tluough the FAC, until the FAC expires. After the FAC ends,
energy and capacity associated with REPAs will be sold into the PJM Interconnection, LLC
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(Pjlvi) market and offset the total cost of the REPAs, with the balance of REC expense to be
recovered from 95O customers through the AER. AEP-Ohio proposea that the AER 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 market and the remaining value
would constitute the cost of the REC. The AER mechanism, according to AEP'-Ohio
consistent with Section 4928.143(B)(2)(a), Revised Code, and is essen-tially 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 will make quarterly
filings, in conjunction with the FAC, to facilitate the audit of the AER. AEP-Ohio reasons
that the establishment of the AER for recovery of costs is ^^c

es^n of the
reasonable,

and
should be approved. The Corn.pany argues continuation an
development and implementation of the AER, is reasonable and should be approved.

(AEP-Ohio Fx.1U3 at 18-19.)

Staff endorses the Company`s requests to continue and hfor recovery
for CSP and OP rate zones and to reclassify the RECs and REPA components
through the AER, as proposed by the Company. However, Staff recomm ►ends that annual

AER audit procedures be established and that the AER audit be conducted by the same
auditor and in conjunction with the FAC audit to determine the appropriateness and
recoverability of costs as a part of and between the AER and FAC me'hanisms. As to the
alttocation of cost components, Staff agrees with the Company's proposal to allocate cost
components of bundled products but suggests that the auditor detail how to best
determine the cost components and how to apply the allocation to specific situations in the
context of the FAC/AER audits. Staff recommends, and the Company agrees, that the
auditor's allocation process be applied to AEP-Ohio's renewable generation from existing

generation facilities. (Staff Ex. 104 at 2-3.)

No party took exception to. the implementation of the AER mechanism- As
proposed by AEP-Ohio, continuation of the FAC and establishment of the AER, through
this modified ESP, is consistent with Section 4928.143(B) 2 a, Revised Code, for the

and
recovery of prudently incurred fuel costs and o el-^ o d^tin e the FAC and cre^ate the
associated costs. We find the Company's p po
AER to better distinguish fuel and alternative energy costs to be reasonable and
appropriate during the term of the modified ESP. We approve the continuation of the
FAC and implementation of tre AER mecha.nisms, consistent with the audit
recommendations made by Staff. The next audit of AEP-Ohio's FAC shall also include an
audit of the AER mechanisms and the allocation method for classification of the REPA
components and their respective values. In all other respects, the Commission approves
the continuation of the FAC rate mechanisms and the creation of the AER rate mechanism

for each rate zone.
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3. Timber Road

AEP-Ohio states that it conducted a request for proposaj (RFP) Process to
AEP s

competitively bid and secure additional renewable °bids for project^f in o^a^^d
need for in-state renewables, AEP-Ohio only considered

uliimately selected the proposal from Pauld^^hio a 99^h^IW portion gf Timber
Specifically, the Timber Road REPA will provide
Road's electrical output, capacity and environmental atttibutes for 20 years as necessary

ulred
for the Company to meet its increasing renewablee^era^P^^g ^r+1 a 1-^ )

Section 4928.64(C^(3), Revised Code. (AEP-C3hio Ex.l 1

AEP-Ohio testified that the 24-year agreement facilitates long-term financing by the
developer, reduces up front costs, and allows for price certainty for AEI.'-C}hio customers.
Paulding offers that although the project is capital intensive the fact that there are no fuel
costs equates to no sigruficant cost variables creating long-term risk for customers. AEP-
Uhio argues that the Timber Road REPA provides the Company and its customez's, with
access to affordable renewable energy from an in-state resource supporting the state policy
to facilitate the state's effectiveness in the global economy, Section 4928.02(N), Revised

Code. (AEP-Qhi.o Ex. 109 at 16-18; Paulding Bx• 101 at 4-5.)

Staff supports AEP-Ohio's REPA with Pauldm.g and the Timber Road contract as
reasonable and prudent. Accordingly, Staff advocates its approval and that AEP-Ohio be

pernnutted to recover costs associated with energy, capacity, and e with Staff that the
contract, subject to annual FAC and AER audits. The Company gr
implementation of the Timber Road REPA should be subject to the FAC and AER audit, as
offered in the testimony of AEP-Ohio witness Nelson. An'^d oand to recover the costs
RECs to meet its portfolio requirements on behalf of its SSC^
through the AER once the FAC is terminated. (Staff Ex., 103 at 2-3; Tr. at 2498-2499; AEP

Qhio-Ex.103 at 18.)

The Commission finds that the long-term Timber^R^8 ^^ ^^^ ^d^v^r^ If
supply, consistent wi.th state policies set forth in Sectio
based on the evidence of record, the Timber Road project benefits Ohio consumers and
supports the Ohio economy. Accordingly, the Comrnission finds it reasonable and
appropriate to a11ow the Company to recover the cost of the Tirnber Road REPA through

the bypassable FAC f AER *r!ecltanisrns.

4. Generation Resaurce Rider

AEP-Ohio requests establishment of a non to G recover o the cost
Resource

ew
(GRR) pvrsuant to Section 4928.143(B)(2), Revised Code,
generation resources including, but not linuted to, renewable capacity that the ComPanY
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owns or operates for the benefit of Ohio customers. At this time, the CamPanY Proposes
the rider as a placeholder and expects that the ordy project to be included in the GRR will
be the Turnirig Point facility, assuming rceed is established in Case Nos. 10-501-EL-FOR
and 10.502 EL-FOR? To be clear, although the Company provided an estimate of the
revenue requirement for the Turning Point project, as requested by the Commission, AEP-
Ohio is not seeking recovery of any costs for the Turning Point facility in this ESP. The
Company asks that the GRR be established at zero with the amount of the rider to be
determined, and the remaining statutory requirements to be met, as part of a subsequent
Commission proceeding. (AF1'-Ohio Ex. 103 at 20-21; AEP-Ohio Ex. 104; Tr. at 2514, 599,

1170,2139-2140.)

. UTTE encourages the Commission's approval of the GRR regulatory
mechanism pursuant to the authority granted under Section 492$.143 B)(2(c), Revised
Code, to adopt a non bypassable surcharge for new electric generation (TJTIE Br. at 1-2).
NRDC and OEC support the proposed GRR, including the Timber Road REPA and the
Turni.ng Point project, with certain modifications, as permit'fed under Section
4928.143(B)(2)(c), Revised Code. NRDC and OEC recommend that the GRR be limited to
only renewable and alternative energy projects or qualified energy efficiency projects, and
also recommend that the Company develop a crediting system to ensure that shopping
customers do not pay twice for renewable energy- NRDC and OEC reason that AEP-Ohio
could make the RECs available to CRF.S providers based on the CRES provider'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; NRDC/OEC Reply Br. at 1.)

AEP-
However, while Staff does not foresee any ^e ^dor additional

GRR mechanism to
Ohio, Staff and UTIE acknowledge and endorse adoption
facilitate the Commission's allowance for the construction of new generation facilities

(Staff Ex. 110 at 7; Tr. at 4599; UTIE Reply Br. 1-2).

On the- other hand, numerous interveners oppose the adoption of the GRR. IGS
requests that the Conimission reject the GRR or if it is not r-ejected, that the GRR be made
bypassable or modified so the benefits flow to shopping customers (IGS Ex. 101 at 27-28).
Wal-Mart requests that the GRR not be imposed on shopping customers because approval.
of a non bypassable GRR would violate cost causation principles, send an incorrect price
signal, and cause shopping customers to pay twice but receive no benefit (Wal-Mart Ex.

101 at 5-6).

7 A stipulation between the Company and the Staff was filed a$i'eeing, among other things, tlhat as a result
of the requirexnezr.ts of Sections 4928.143(B)(2)(c) and 4928.64(B)(2), Revised. Code, which require AEP
©hio to obtain altern,ative energy resources includ°uig solar resources in Ohio, the Commission should
find that there is a need for the 49.91aiW Turning Point Sokt praject The Cornmission decision in the

case is pending.
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RESA and Direct contend that the GRR will. inhibit the growth of the competitive
retail electric market and violates the state policy set forth in Section 4928.02(H), Revised
Code, which prohibits the collection of generation-based rates through a non-bypassable
rider. Similarly, IGS reasons that the GRR is intended to recover the cost for new
generation to serve SSO customers and, therefore, the GRR amounts to an anticompetitive
subsidy on CRES providers for the be.nefit of noncompetitive retail electric service, or,
according to Wal-Mart, requires shopping customers to pay twice. IGS recornmends that
AEP-Ohio develop renewable energy projects on its own with recovery through market
prices. RESA and Direct reason that AEP-Ohio's request is premature and creates
uncertainty for CRES providers who are also required to comply with ^e eo e^sioln
energy portfolio standards. RFSA and Direct contend that, to the ex
adopts the GRR, the GRR should not be assessed to shopping customers. RESA and Direct
propose that the GRR be set at zero and incorporation of the Turning Point project or other
facilities should occur in a separate case. (RESA Ex. 102 at 12; RESA/ Direet Br. 18-21; IGS

Br. at 13; Wal-Mart Ex.101. at 5.)

To make the GRR benefit shopping and non-shopping customers, IGS suggests that

AEP-Ohio sell the generated electricity on the market with revenues for all customers.
the GRR or the renewable energy credits used to meet the requirements
IGS notes that AEP-Ohio witnesses agree that crediting the revenues against the GRR is

reasonable. (IGS Ex.10'1 at 27-28; Tr. 599,11691170.)

OCC, APJN, IEU and FES contend that AEP-Ohio 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 sections are different according to the infierpretation of the
aforementioned interveners. They contend that the purpose of Section 4928.64, Revised
Code, is to require electric distribution utilities and CRBS providers to comply with
renewable energy benchmarks and paragraph (E) of Section 4928.64, Revised Code, directs
that costs incurred to comply with the renewable energy benchmarks shall be bypassable.
Whereas, according to IEU and FES, Section 4928.143(B)(2)(c), Revised Code, permits the
Comtnission to implement a market safety valve under specific requirements should Ohio

require additional generation. FES notes that AEP-O ^o thas
he two

sufficient^^^
statutory capacityto

for the foreseeable future. IEU and FFS interpret
affirmatively deny non-bypassable cost recovery under Section 4928.143(B)(2)(c),
Code, for renewable energy projects. IEU and FES contend that their interpretation is
confirmed by the language in Section 4928.143(B), Revised Code, which states
"Notwithstanding any other provision of Title XLIX of the Revised Code to the contrary
except...division (E) of section 4928.64... ." Thus, FES reasons the Commission is expressly
prohibited from authorizing a provision of an ESP which conflicts with Section 4928.64(E),

Revised Code. (FFS Br. at 87-90; IEU Br. 74-76; Tr. at 226-227.)

Further, I'EU, FES, OCC, IGS and APJN argue that the statute requires, and AEP
Ohio i7as failed to demonstrate, the need for and the terms and conditions of recovery for
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the Turning Point project in this proceeding pursuant to Section 4928.143(B)(2)(c), Revised
Code. Finally, IEU submits that AEP-Ohio has failed to offer any evidence as to the effect
of the GRR on governmental ag,gregation, as required in accordance with the
Commission's obligation under Secti.on 4928.20(K), Revised Code. For these reasons, IEU,
IGS, FES, OCC and APJN request that the Company's request tQ im.plement the GRR be
denied. (Tr. 1170, 570-574, 2644-2646; FES Br. at 87-94; FES Reply Br. at 22-24, IGS Reply

Br. at 5-6; OCC/APJN Br. at 84-85; IEU B r. 74-76.)

Staff notes that there are a number of statutory requirements pursuant to Section
4928.143(B)(2)(c), Revised Code, that 4P has not satisfied as a part of this modified ESP
proceeding but will be addressed in a future proceeding, including the cost of the
proposed facility, alternatives for satisfying the in-state solar requirements, a
demonstration that Tuxning Point was or will be sourced 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 facility, among other issues. Staff notes
the need for the Turning Point facility has been raised by parties in another case and a
decision by the Commission is pending.s Staff emphasizes that the statatory requirements
would need to be addressed, and a decision rnade by the Commission, before recovery
could commence via the GRR mechanism. Further, Staff suggests that it is in this future
proceeding that parties should explore whether the GRR should be applied to shopping

customers. (Staff Ex. 106 at 11-14.)

FES responds that the language of Section 4928.143(B)(2)(c), Revised Code, omits
any asserted discretion of the Commission to consider the requirements to comply with
the statute outside of the ESP case, as AEP-4hio and Staff offer. Nor is it sufficient policy
support, according to FES and IGS, that customers may transition from shoppin.g to non-
ahopping and back during the useful life of the Turning Point facility as claimed by AEP-
Ohio. The interveners argue AEP-Ohio overlooks that, as proposed by the Company, the
load of all its non-shopping customers will be up for bid as of June 1, 2015. With that in
mind, FES ponders why customers of AEP-Ohio competitors should pay for AEP-Ohio
facilities after May 31, 2015. (FFS Reply Br. at 2425; IGS Reply Br. at 4.)

UFIE notes that parties that oppose the approval of. the GRR, on the premise that it
will require shopping customers to pay twice, overlook AEP-Ohio's proposal to allocate
RECs between shopping and non-shopping customers, to sell the energy and capacity
from the Turning Point facility into the market and credit such transactions against the

GRR (UTIE Reply Br. at 2).

NRDC and OEC respond that - it is disingenuous for parties to argue ti'mt

establishing a placeholder rider as a part of an ESP is unlawfuL The Commission has
adopted placehoIder riders in several previous Commission cases for AEP-4hio, Duke

8 - Case Nos.10-b07.-EL-FOR and 10-502-EL-FOR,
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Energy Ohio and the FirstEnergy operating companies 9 Further, NRDC and OEC note
that no party has waived its right to participate in subsequent GRR-related proceedings

before the Corrunission. (NRDC/OEC Reply Br.. at 2.)

The Company notes that four interveners support the adoption of the GRR and of
the four supporters, two request modifications which are components already proposed

by the Company.

First, AEP-Ohio addresses the arguments of FES and IELT that Section 4928.64(E),
Revised Code, prohibits the use of Section 4928.143(B)(2)(c), Revised Code, for renewable
generation projects. AEP-01uo states that it recognizes the overlapping policies of the two
statutes and offers that each section relates to the cost recovery aspect of the project, which
as the Company interprets the statutes, wiA be addressed when cost recovery is requested
in a future pr'oceeding. Further, AEP-Ohio reasons that IELT's and FES's arguments are
inappropriate as they would lead to the disallowance of a statutorily prescribed option
merely because another option exists. In addition, AEP-Ohio contends, proper statutory
construction seeks to give all statutes meaning and, therefore, both options are available to
the Commission at its discretion.

It is premature, AEP-Ohio retorts, to assert as certain interveners have done, that
the statutory requirements of Section 4928.143('B)(2)(c), Revised Code, have not been met
by the Company. The statutory requirements of Section 4928.143(B)(2)(c), Revised Code,
willbe addressed in a separate proceeding before any costs can be recovered via the
proposed GRR. AEP-Ohio asserts that the Commission is vested with the discretion to
establish the GRR, as a zero-cost placeholder, as it has done in other Commission
proceedings. The Company also proposes, and Staff agrees, that as a part of this future
proceeding, the amount and prudency of costs associated with the Turning Point project
and whether the GRR results in shopping customers paying twice for renewable energy
compliance costs, among other issues will be determined. AEP-Ohio reiterates its plan to
share the RECs from the Turning Point project between shopping and SSO customers on
an--a-nnual basis, IGS, NRDC and Staff f endorse AEP-Ohio's proposal to share the value of
the Turning Point project between shopping and non-shopping customers. (AEP-(7hio
Reply Br. at 7-10; Tr. at 2139-2140; NRDC/C?EC Reply Br. at 1; Staff Ex. 110 at 7; Staff Br. at

20.)

The Commission interprets Section 492$.143(B)(2)(c), Revised Code, to permit a
reasonable allowance for construction of an electric generating facility and the
establishment of a non-bypassable surcharge, for the Iife of the facility where the electric
utility owns or operates the generation facility and sourced the faciYity 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

In re AEP-Ohio, ESP 1(March.18, 2009); In re Duke Energy-Ohio, Case No. 08-920-ETrSS(3 (December 17,

2008); In re FirstEnergy, Case No. 08-935-EL-SSd (March 25,2009).
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continue recovery of the surcharge, establish that the facility is for the benefit of and
dedicated to Ohio consumers. AEP-Ohio will be required to address each of the statutory
requirements, in a future proceeding, and to provide additional information including the
costs of the proposed facility, to justify recovery under the GRR. However, the
Commlskon notes that there shall be no allowances for recovery approved unless the need

and competitive requirements of this section are met.

Furthermore, we disagree with the arguments that the language in Section
492$.143(B)(2)(c), Revised Code, requires the Commission to first determine, within the
ESP proceeding, that there was a need for the facility. The Commission is vested with the
broad discretion to manage its dockets to avoid undue delay and the duplication of effort,
induding the discretion to decide, how, in light of its internal organization and docket
considerations, it may best proceed to manage and expedite the orderly flow of its
busin.ess, avoid undue delay and eliminate unnecessary duplication of effort. Duff v. Pub.

Util. Camrn. (1978), 56 Ohio St 2d 367, 379; Toledo Coalition ,fcr Sa,fe Energy v. Pub. tltil.

Comm. (1982), 69 Ohio St. 2d 559, 564. Accordingly, it is acceptable for the Conunission to
determine the need for the Turning Point facility as a part of the Company's long-term
forecast case filed consistent with Section 4335.04, Revised Code, wherein the Coininission
evaluates energy plans and needs. To avoid the unnecessary duplication of processes, the
Conunission has undertaken the determination of need for the Turning Point project in the
Company's long-term forecast proceeding. The Commission interprets the statute not to
restrict our determination of the need and cost for the facility to the time an -E5P is

apprroved but rather to ensure the Comrunission holds a proceeding before it authorizes any
allowance under the statute. FES raises the issue of whether shopping customers should
incur charges associated with AEP-Ohio's construcHon of generation facilities. The
Commission finds that Section 4928.143(B)(2)(c), Revised Code, specifically provides that
the surcharge be non-bypassable. However, the statute also provides that the electric
utility must dedicate the energy and capacity to Ohio consumers. AEP-Ohio has
represented that any renewable energy credits will be shared with CRES providers
groportionate with such providers' share of the load. Accordialgly, as long as AEP-Ohio

takes steps to share the benefits of the praJecY find that thepGRR ,should ^nor^enon-
renewable energy credits, with all customers, we
bypassable. Further, in the subsequent application for any cost recovery AEP-Ohio will
have the burden to desnonstrate compliance with the statutory requirements set forth in

SeCtian 492$.143(B)(2)(c), Revised Code.

Accordingly, the C omnnission approves the Company's request to adopt as a
component of this modified ESP the GRR mechanism, at a rate of zero. It is not
unprecedented for the Commission to adopt a mechanism, with a rate of zero, as a part of



11-346-EL-SSO, et aI.
-25-

an ESP.iQ The Commission explicitly notes that in permitting the creation of the GRR it is

not authorizing the recovery of any costs, at this time•

5. Interruntible Service Rates

ln its' modified ESP, AEP-Ohio suggests it would be appropriate to restructure its
current interruptible service provisions to make its offerings consistent with the options
that will be available upon AEP-Ob.i.o's partidpation in the PJM base residual auction
beginning in Tune 2015. AEP-Ohio witness Roush provides that interruptible service is
more frequently represented as an offset to standard service offer rates as opposed to a

separate and distinct rate (AEP-Ohio Ex. 111 at 8). T^^^^'-OEP-C^hio proposes
service options consistent with the current regulatory
that Schedule Interruptible Power-Discretionary (IRP-D) become available to all current
customers and any potential customers seeking interruptible service (Id). The EIZP-D
credit would increase to $8.21 per kw-month upon approval of the modified ESP (AEP-

veenu (^
a the I'RP-D

Ohio Ex. 100 at 9). AEP-Ghio proposes o base costs
through the RSR to reflect reductions in AEP^^ generation

OCC believes the IRP-D proposal violates 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

partieipating custorners to make AEP-Ohio whole the IRP-D should not
the IRP-D (OCC Ex. 110 at 11-12). Therefore, 4CC recommends
allow for any lost revenue associated with IRP-D uedits to be collected through the RSR

(Id.).

Staff suggests modifying the IRP-D credit based upon the state compensation
mechanism approved in the Capacity Case (Staff Ex. 105 at 6-9). Staff witness Scheck
recommended Iowering.the IIZP-D credit to $3.34 jkw month (Id.). Furthe.r, Staff notes its
preference of any iriterruptible service to be offered in -conjunction with Commission
approved reasonable arrangements, as opposed to tariff service (Id). EnerNOC states that
a reasonable arrangement process is more transparent than an interruptible service credit,
and notes that a subsidized IRP-D rate may impede AEF-Ohid stransition to a competitive
market by reducing the amount of demand response resources that may Partidpate in

RPM auctions (EnerNOC Br. at 6-9).

OMAEG- and OEG support the proposed IRF-D credit, but recommend it not be tied
to approval of the RSR (OMAEG Br. at 21, OEG Br. at 15). Ormet also supports the ^'-'D

on an interruptible load
credit, noting that customers should be compensated for taking
(Ormet Br. at 21-22). OEG explains it is xeasonable and consistent with state policy

10 In re AEP-Ohio, ESP 1(March 18, 2QU4); In re Duke Etsergy-Ohio, Case No. 08-920-EIrSSO {Dec^atber 17,

2008); In re FirstEnergy. Case No. 08-935-EIrSSO (March 25, 2UU9).
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obfectives under Section 4928.02, Revised Code, as it will promote economic deveTopm.ent
and innovation and market access for AEP-Ohio's customers. OEG witness Stephen Baron
provides that the credit is beneficial to customers that participate in the IRP-D program
who received a discounted price for power in exchange for interruptible service, which
retains existing AEP-Ohio customers and can attract new customers to benefit the state's
economic development (Tr. TV at 1125-1126, OEG Ex. 102 at 6-8). Mr. Baron notes that the
TRP D is beneficial to AEP-Ohio as well by allowing AEP-Ohio to have increased flexibility
in providing its service, thus increasing overall system reliability (OEG Ex. 102 at 6-8).
However, Mr. Baron believes that costs associated with the IRP-D would be more
appropriate to recover under the EE/PDR rider (Id. at 9-10). OEG also disputes Staff's
proposal to lower the IRP-D credit to the capacity rate charged to CRES providers, as the
credit is only available to SSO customers, and not customers of. CRES providers (OEG Br.

at 16-21).

The Commission finds the IRP-D credit should be approved as proposed at
$8.21/kW-month. In light of the fact that customers receiving interruptible service must
be prepared to curtail their electric usage on short notice, we believe StaH's proposal to
lower the credit amount to $3.34 f kW month understates

IRl'-D credit is beneficial linprovides both AEP-4hio and its customers. In addition, the
that it provides flexible options for energy intensive customers to choose their quality of
service, and is also consistent 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 additional demand response resource to meet its capacity
obligations, we direct AEP-Ohio to bid its additional capacity resources into PJM`s base

residual auctions held during the ESP.

The Commission agrees with several parties who correctly pointed out that the IRP-

D credit should not be tied to the RSR. As we will discuss below, the RSR is tied to rate

certainty and stability, and while we have no qualms in finding that the IRF-D is

reasonable, it is more appropriate to a11ow AEP-Ohio to recover any cosfis associated with
redthe IRP-D under the EE/PDR rider. As the IRPD^a ^S ^tv ^ edu^ough

the EE/P R
demand and encourage energy efficiency, it

rider.

6. Retail Stabiiity Rider

In its modified ESP, AFS'-Ohio proposes a non-bypassable RSR. AEP-Mo states

the RSR is justified under Section 4928.143(13)(2)(d), Revised Code, as it promotes stabiPity
and certainty with retail electric service, and Section 492$.143(B)(2)(e), Revised Code,

which allows for automatic increases or decreases by revenue decoupling m.echanisms that
relate to SSO service. AEP-Oai.o provides that in addition to the RSR's promotion of rate
stability and certa.inty, it is essential to ensure the Company does not suffer severe
financial repercussions as a result of the proposed ESP's capacity pricing mechanism.
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AEP-Ohio witness William Avera explains that the Commi.ssion has the duty to ensure
there is not an unconstitutional taking that may result in rnaterial harm to AEP-Ohio
(AEP-Ohio Ex.150 at 4-6). Dr. Avera stresses that not only does the Commission maintain
this obligation to avoid confiscation, but in the event the rate plan is confiscatory, AEP
Ohio's credit rating would *likely drop, limiting the ability to attract future capital

investments (Id.).

The proposed RSR functions as a generation revenue decoupling charge that aIl
shopping and non-shopping customers would pay through June 2015. As proposed, the
RSR relies on a 10.5 percent return on equity to develop the non-fuel generation revenue
target of $929 million per year, which, throughout the term of the modified ESP, would
collect approximately $284 millian in revenue (AEP-Ohio Ex. 100, 116 at WAA-6). In
establishing the 10.5 percent target, AEP-Ohio witness William Allen considered. CRES
capacity revenues as based on the proposed two-tiered capacity mechanisrn, auction
revenues, and creclit 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 guarantee a company total ROE of 10.5 percent, as there are
other factors affecting total company earnings, which AEP-Ohio witness Sever estimated
at 9.5 percent and 7.6 percent (AEP-Ohio Ex. 151 at 2-4, AEP-Ohio Ex. 108 at OJS-2). Thus,
AEP-Ohio expl.a.ins the RSR only ensures 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^hio

capacity,llrlr. Allen explains the RSR would increase by $33M (or ^redit is
Mb^ased on AEP-

Ohio's

116 at 14-15). Mr. Allen explains that the $3 shopped load
dhio's estimated margin it earns from off-system sales (OSS) made as a result of MWh
freed as a result of customer shopping. In his testimony, Mr. Allen provides that AEP-
Ohio only retains 40 percent of the OSS margins due to its participation in the AEP pool,
and of that 40 percent oniy 50 to 80 percent of reduced retail sales result in additional OS5,
thus demonstrating the $3 jMWh credit is reasonably based on appropriate OSS

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

In designing the RSR, AEP-Ohio explains that a revenue target is preferable to an

eamvngs target, as decoupling will provide greater stab Ii: ty and certainty for customers

and is easier to objectively measure and audit as compared to earnings, which are prone to
litigation as evidenced by SEET proceedings (AEP-Ohio Ex. 116 at 13-16). AEP-Ohio
believes a revenue target provides for risks associated with generation operations to be on
AEP-Ohio while avoiding the need for evaluating returrns associated with a deregulated
entit-y after corporate separation (Id.) As proposed, the RSR would average $2/MWh (Id.

at WAA-6).

AEP-Ohio believes the RSR is beneficial in that it freezes non-fuel gieneration rates

and allows for AEP-Ohio's transition to a fully competitive auction by June 2015 (AEP-

Ohio Ex. 119 at 2-4). AEP-Ohio opines that the RSR mechanism reflects a careful balance
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that will encourage customer shopping through discounted capacity prices retiining
^ as

reasonable rates for SSO custorners and ensure that AEP-Ohxo
is not financially

h

it transitions towards a competitive auction (Id,). AfiI'-O1uo also touts an increase in its
interruptible service (IRP-D) credit upon approval of the RSR. AEP-Ohio witness Selwyn
Dias explains that the increase in the IRP-D credit will benefit numerovs major employers
in the state of Ohio and promote economic development opportunities within AEP-Ohio`s

service territory (Id. at 7).

Without the Cominission's approval of the RSR as proposed, AEP-Ohio claims that
the modified ESP would result in confiscatory rates. In his rebuttal testimony, Mr. Allen
argues that if the established capacity charge is below AEP-Ohio's costs, AII'-Ohio wiIl
face an adverse fmancial impact (AEP-Ohio Ex. 151 at 9). As such► .AEP-Ohio points out

that the 10.5 percent return on equity used to develop the RSR'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. W. Allen contends that the non-fuel generation
revenue, which the RSR addresses, is separate and distinct from the total company
parnings, which are not addressed by the RSR. This distinction, Mr. Allen states, shows
the 10.5 percent return on equity is appropriate for the RSR because when the RSR is
combined with total company earnings, AEP-4hio would be looking at a total company

return on equity of 7.5 percent in 2013. o less ot^^ Op^ent^assanp reduction
inappropriate to allow a RSR rate of return
would lower the total company return on equity downward from 7.5 percent, harming
AEP-Ohio's ability to attract capital and potentially putting the company in an adverse

financial situation (Id. at 4-5).

DER, DECAM, FES, NFIB, OCC, and IEU all contend that the RSR lacks statutory
authority to be approved. FES claims that Section 4928143(B)(2)(d), Revised Code, orrly
authorizes charges that provide stability and certainty regarding retai3 electric service,
which AEP-Ohio has failed to show. OCC witness Daniel Duann argues that the RSR will

raise ruatomer rates and cause financial uncertainty to all native load customers (OCC Ex.
111 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 4928.143 B 2(d), Revised Code
(OCC Br. at 40). IEU and Exelon also argue the RSR violates Section 4928.02(H) Revised
Code, as it wouid 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, Exelon Br. at 12).

IEU, Ohio Schools, Kroger, and DECAM/DER argue that AEP-0hio is improperly
utilizing the RSR to attempt to recover transition revenue. IEU notes that AEP-Ohio's

attempt to recover generation-related revenue that may nolEVotheEx. e4 be collected4by

statute , ^s an iIlegal attempt to recover transataon revenue (
Kroger and Ohio Schools point out that not only has the opportunity to recover generation



11-346-EI-SSO, et al.
-29-

transition costs expired with
the establisIunent of e]lectric retail competition in 2001, AII'-

Ohio waived its right to generation transition costs when it stipulated to a resolution in
Case Nos. 99-1729 and 99-1730 (Kroger Br. at 3-5, Ohio Schools Br. at 18-20). Exelon and
FES maintain the RSR is anticompetitive and would stifle competition.

Ormet, OCC, Ohio Schools, OEG, and Exelon indicate that,
Qhio ^^s request an

it should contain exemptions for certaut' customer cla
exemption from the RSR, pointing out that not oniy are schools relymg on Iimi.ted funding,
but also that the Commission has traditionally considered schools to be a disti.nct customer

class that is entitled to special rate treatment (Ohio Sch^h o s^ ^^^d ^ XVI a 4573-
4574). 95-300-EL-AIR, 79-629-TP-CQL Ohio
4574). Exelon believes the -RSR should not apply to shopping customers and should be
bypassable. While Fxelon notes it does not oppose affording AEP-Ohio protection as it
transitions its business structure, witness David Fein argues that shoppmg customers ^
unfairly be forced pay both the CRFS provider and AEP-O}uo for generation (^

101 at 13-14).

On the contrary, Ormet believes the RSR should not apply ^^R n^ ane ^^
who cannot shop, as O.rmet neither causes costs assoaa e
receive the benefits associated with it (Ormet Fx.106 Ormet and OEG suggest
RSR, as curren.tly proposed, violates cost causation principles (d).
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 CRES providers (OEG Br. at 5-6, OCC Ex• 111 at 16-17).

While OEG - does not support the creation of the RSR, it understands the
Commission may need to provide a means to ensure AEI.'-ohi.o has the ability to attract
capital, and as such suggests that the Commission look to AEP-Ohio actual earnings as

opposed- to revenue (OEG Ex. 101 at 12-18). OEG argues that the^ ^^a^ capital
reveniies

in the
does not accurately reflect a utility's financial condition or ability Pitat
way that earnings do, as evidenced by earnings being the foundation used by 'a'echt
agencies to deterrnine bond ratings (Id.). OEG witness Lane Kollen po'

^nts out that

revenues are just a single component of AEP-C?hio's earnings and do not reflect a full

picture of AEP-Ohio's financial health (Id.). Mr. Kollen suggestseq ty (ROE) ^ dibereturnwere to look at AEP-Ohio's eamings, an appropriate
between seven percent and 11 percent (OEG Ex. at 4-6). If the Conunission were to use

revenues to detLrmne AEf'-Obio's ROE, as proposed^ osthe
t o fAEfP^hio long ternz de'^

ROE should be at seven percent, as it is still double
and falls within the Ohio Supreme Court's zone of reasonableness (Id. at 7, Tr. X at 2877-

79).
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In the event the Commission adopts RPM priced caPacit3', RESA also supports the

use of earnings as opposed to revenues in calculating the KSR in ^Aeri^o
is
suggests the

avoid confiscatory rates (RESA^ . ^t a m,oantey necessary for AEP-Ohio to earn a
Commission consider projecting 1^,cp, Br, at 14-16). RESA main+^ns
reasonable rate of return and set the RSR accorcling y(
that either of these alternatives may reduce the possib^t ^at result from AEP-Ohio
affiliate make uneconomic investments or other risks ^FIB and OADA ^Pr^s
receiving a guarantee of a certain 1=vel^f^ annual^^^o

^ec(entive for AEP-Ohio to liit its
sinvlar coneerns that the RSR, as p op'
expenses (NFIB Br. at 4-6, OADA Br. at 2-3).

In' addition, several other parties suggest modifications to thee ^^a^^ y

witness j
Ormet ,

ohn
staBson ethxplained that AEP-Ohio failed to sustain its burden of

high
proposed

Ormet
ROE.

'
showing 10.5 percent ROE was just and reasonable^^ P

uon
^on rruc^conditi'^ons

methodology in 11-351-EL-AIR, determined that, based on ^a^ ROE wovld be
and AEP-OhiO and comparable utility financial

fi
$^eS, an aPP^P

n eight and nine percent {Ozmet Ex.107 at 8-30). Kroger witness Kevu^. T^gg^
betwee
testified that the average ROE for electric utilities is 10.2 perent ^anld b^ dR°OE haula be .
AEP-Ohio`s proposed two-tier capacity mechasusm is above

below 10.2 percent (Kroger 101 at 10). FES and Wal-M
Steve

art stateCthat AE^P the ROE be

justify its 10.5 percent figure, a^^ 0 at 8-9, FES Ex.102 at 79-SU}.
no higher than 10.2 percent (W

OCC recommends that the Comrnission allocate the RSR in proPcwtion to each class

share of the switched kWh sales as opposed to customer dass c^^ble ^^
^^110 at

switchedan allocation based on contribution to peak load is not just and (

g-9 . OCC witness Ibrah.im points out that the residential c^ o ates1RSR costs,ores denh'ai
kWh sales is only eight percent, thus, if the Commission reall

customer i
ncreases would drop from six percent to three percent (Id. at 24-26). Kr'oger

but recovers through an energy
argues the RSR allocates costs to customers by d^nd^

yro Ex. 101 at 8). KI'og^s
cost, resulting in cross subsi e be aligned and based on demand as opposed
recoinmends that costs and , gesshould

to energy usage (Id.) also submit moda`fications relat^^ ^ e^^^ a
OCC, FES, and Ormet RSR AEP-OWO

^3^o's shopping credit inc_uded^thin^m^ cul^athat based on AEP-Ohp^s`s 20"'d^. r^e
underestimates its $3 shopp'ng

credit increases to $3.75 MWh, with the total
percentage of 84 percent, the actual shopping
amount increasing to $78.5 million (Ormet Br. at.10-12, m^t b y 'T6O^ t beginnu►g ^
also shows that AEP-Ohio

be in

the reduce
pool resulting in the credit increasing to

2013,asAEP-Ohiowxllnol g
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$6.50 per year in 2014 and 2015 (Fd.). OCC also points out that the shopping credit should
increase based on AEP-Ohio's 2011 shopping percentage, as well as the termination of the
AEP pool agreement, and recommends the Comrnission adopt a shipping credit higher

than $3/MWh but less than $12/ MWh (OCC Br. at 49-54).

The Convnission finds that, upon review of the record, it is apparent that no party
disputes that the approval of the RSR will provide AEP-Ohio with sufficient revenue to
ensure it maintains its financial integrity as well 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 AEP-Ohio should be entitled to recover, and how the recovery should be allocated

among customers. The Commission mustCo e
mnis^s^on has

whether
aut

RSR
hority to app ove

supported by statute. Next, if we find that the
the RSR, we must balance how much cost recovery, if any, should be permitted to ensure

AEP-
customers are not paying excessive costs but that a reasonable SSO plan for ilts current
Ohio to freeze its base generation rates and mair►
customers as well as for any shopping customers that may wish to return to AEI'-Olu.o's

SSO plan.

In beginning our analysis, we first look to AEP-Ohio's justification o^^
yVhile AEP-Ohio argues there are numerous statutory provisions that ma provide
support for the RSR, the thrust of its arguments in support of the RSR pertain to Section
4928.143(B)(2)(d), Revised Code, which AEP-Ohio notes is met by the RS('^( promotion of

rate stability and certainty. AEP-Ohio also suggests ^^the RSR, 2asQits design
Code, which allows for automatic increases or justifies
includes a decoupling mechanism-

Pursuant to Section 4928.143(B)(2)(d), Revised Code, an ESP may include terms,
conditions, or charges relating to limitations on customer shopping for retail electric
generation that would have the effect of stabilizing retail electric service or provide
certainty regarding retail electric service. We believe the RSR meets the cri.teria of Section
4928.143(B)(2)(d), as it promotes stable retail electric service prices and ensures customer
certainty regarding r etail electric service. Further, it also provides rate stability and
certainty through CRES services, which clearly fall under the classification of retail electric
service, by allowing customexs the opportunity to mitigate any SSO increases through
increased shopping opportunities that will become available as a result of the

Comrnission's decision in the Capacity Case.

In addition, we find that the RSR freezes any non-fuel generation rate increase that
might not otherwise occur absent the RSR, allowing current customer rates to remain

non-
stable thraughout the term of the modified

in additional costs dcuston^erwe believebypassable components of the RSR will res
any costs associated with the RSR are mitigated by the effect of stabilizing non-fuel
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generation rates, as well as the guarantee that, in less than three years, AEP^Ohio will
establish its pricing based on energy and capacity auctions, which this Commission again
maintains is extremely beneficial by providing customers with an opportunity to pay less

for retail electric service than diey may be paying today.

Therefore, we find that the RSR provides Co^ uf°^rMay 31, 2015SAEP-Ohio's
consistent with Section 4928.143(B)(2)(d), Revised
SSO rate, as a result of this RSR, will remain available for all customers, including those
who are presently shopping, as well as those who may shop in the f uiure. The ability for
AEP-Ohio to maintain a fixed SSO rate is valuable, particularly if an unexpected,
intervenin.g 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 AEI'-0111o's

^e
service territory to have the option to return to AEP-Ohio's certain and fixed rates o

aflows

customers to explore shopping opportunities. This is an extrernely beneficial aspect electric
RSR and is undoubtedly consistent with legislative intent ^ providing ^t relate
security plans may include retail electric service ,
to customer stability and certainfy. 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 pursuant to Senate Bill 3, as AEP-Ohio does not argue its
ETP did not provide sufficient revenues, and., in light of events that occurred after the ETP
proceedings, including AEP-Ohio's status as an FRR entity, AEP-Ohio is able to recover its
actual costs of capacity, pursuant to our decision in the Capacity Case. Therefore,
anything over RPM auction capacity prices cannot be labeled as transition costs or

stranded costs.

Moreover, we find that the certainty and stability the RSR provides would be all but
erased by its design as a decoupling mechanism. We agr'eewid' OCC that the ability for

AEP-Ohio to decouple the RSR would cause ^^- N^$ ^ADA, andRESA correctly
each year will create customer confusion in th
raise concerns that the RSR design creates no incentive for AEl'-0hio to limit its expenses
and the Company rnay make uneconomic investments by its guaranteed level of annual
income. While AEP-Ohio should have the opportunitY to earn a reasonable rate of return,

there is not a right to a guaranteed rate of return, and we will not °A^-O^ af AEPt
its risks onto customers. Thus, because its design may lead to a perverse
Ohi,o making imprudent decisions, we find it necessary to remove the decoupling

component from the RSR.

Although the RSR is justified by statute, AEP-Ohio has failed to sustain its burden
of proving that its revenue target of $929 million is reasonable. The basis of AEF-Oltio's
$929 milS.ion target is to ensure that its non-fuel generation revenues are stable^ that
stability may be ensured through a 10.5 percent ROE. However, as we pr y
established, it is inappropriate to guarantee a rate of return for AEP-Ohio, therefore, we
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find it more appropriate to establish a revenue target that will allow AEP-Ohio the
opportunity to earn a reasonable rate of retarn. We note that our analysis of an ROE is not
to guarantee a rate of return, as evidenced by the removal of the decoupling components
but rather to determine a revenue target that adequately ensures AEP-Ohio can keep its
base generation rates frozen and maintain its financial health• Although we believe the
more appropriate method to balance these factors would 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 alternative ROE proposals, the record limits us
to this approach Therefore, in detexmining an appropriate quantification for the RSR, we
will corzsider a ROE of the non-fuel generation revenue only for the purpose of creating an
appropriate revenue target that will ensure AEP-Ohio has sufficient capital while

maintaining its frozen base generation rates.

Only thxee witnesses, AEF-Ohio witness Avera, OEG witness Kollen, and Ormet
witness Wilson, developed thorough testimony exploring how an appropriate revenue
target for the RSR should be established, all of which were driven by an analysis of AEP-
Ohio's ROE. Although OEG witness Kollen proposed a mechanism driven by adjusting
AEP Ohio's ROE upward or downward if it does not fail within a zone of reasonableness,
Mr. Kollen established that anything between seven and 11 percent could be deexned
reasonable (OEG Ex. 101 at 8-9). W. Kollen preferred focusing on a zone of
reasonableness, but notes that if the Commission preferred to establish a baseline revenue
target, it should be set at $689 million (Id. at 16-18). Ortnet witness WAaon utilized Staff
models from Case No. 11-351 including discounted cash flow and capital asset pricing
models, and updated calculations in the Staff models to reflect current econornic factors,
reaching a conclusion that AEP-Ohio's ROE should be between eight and nine pexcent
(Ormet Ex. 107 at 818). AEP-Ohio used witness Avera to rebut Dr. Wilson's testimony,
noting that Dr. Wilson did not consider a sufficient number of utilities in the proxy group,
and the utilities that were considered were not similarly situated to AEP-Ohio (AEI.'-Ohio
Ex.15p at 5-6). Based on this information, Dr. Avera recommended an ROE range of 10.24

percent to 11.26 percent (Id.). -

The Commission finds that all three experts provide credible methodologies for
cleterrnin.ing an appropriate ROE for AEF-Ohio, therefore, we find OEG witness Kollen's
zone of reasonableness of seven to 11 percent to be an appropriate starting point. We
again emphasize that the Coinmission 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-Ohio an opportnnity to earn somewhere within the seven to 11 percent
range. We believe AEP-Ohio's starting point of $929 is too higk particularly in light of the
fact that AEP-Mo is entitled to a deferral recovery pursuant to the Capacity 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 benchmark shall be set in the approxirnate middle
of this range, and the $929 million benchmark shall be adjusted downward to $826 m,ill.ion.



11-346-ELrSSU, et al.
-34-

While we have revised the benchmark amount down to $826 million, we also need

to revisit the figures, AEP-0hio used in determining its RSR revenue amounts. In

designing the RSR benchmark, W. Allen focused on four areas of revenue: retail non-fuel

generation revenues; CRES capacity revenues; auction capacity revenues; and credit for

shopped load (AEP-C?hio Ex. at WAA-6). In calculating the inputs for these revenue

figures, Mr. Adlen relied on AEP-0hio's own estimat+es ofshopping loads of 65 percent for

residential customers, 80 percent for commercial customers, and 90 percent for industrial

customers by the end of 2012 (Id. at 5):

However, evidence within this record indicates Mr. A11en's projected shopping
statistics may be higher than actual shopping levels. On rebuttal, FFS presented shopping
statistics based on actual AEP-Ohio numbers provided by Mr. Allen as of March 1, 2012,

and May 31, 2012 (FES Ex. 120). FES concluded that, based on AEP-flhio's actual
shopping statistics to date, Mr. Allen's figures overestimated the amount of shopping by
36 percent for residential customers, 17 perren.t for comrnemial customers, and 29 percent
for industrial customers, creating a total overestimate across all customer classes of 27.54
percent. The Commission finds it is more appropriate to utilize a shopping projection

which is roughly the midpoint between AEP-Qhio's shopping projections and the more

conservative shopping estiznates offered by FES. Therefore, we will 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

estimate and are consistent with shopping statistics of other EDUs throughout the State

(See FES Ex. 114).

Based upon the Cornmission's revised shopping pra^j+ection$, we need to adjust the
calculation of the RSR. The record indicates that lower shopping figures will result in
changes to retail generation revenues, CRES margins, and OSS margins, which affects the
credit for shopped load, all resulting in an adjustment to the RSR (See FES Ex. 121). Our

adjustments are higlil^ghted below.
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Retail Non-Fuel Gen Revenues

CRES Capacity Rwenues

Credit for Shapped Load

Subtotal

Revenue Target

PY 12/13

$528

$32

$75

$636

$826

pY 13/14

$419

$65

$89

$574

$826

-35-

pY 14/i5

$308

$344

$104

$757

$826

Retai! Stabii'rty Rider Amount $189
$251 $68

All figures in miiiions

To appropriate1Y 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 $182 are based on Mr. Allen's assumed shopping figures, when we adjust these

figures to 52, 62, and 72 percent shopping, AEP-4hio's revenues would increase to $528

million, $419 nvllion, and $308 nvllian, respectively.

Conversely, as a result of decreasing the shopping ^ tl cs^d
CRES

revenues would decrease. Assuming our shoPPing '^t^tes of , 2, P
well as the use of RPM capacity prices, the CRES capacity revenues lower to $32 nmil.iion,

$65 milli.ont  and $344 rnillion. Finally, we need to adjust ^ediQwoe
lower statistics,

on the revised. non-shopping assumptions. Because we load of its
AEP-0hio will have less opportunity for off-system sales due to an increased
non-shopping customers, which wi11 Iower the creditto ^r7r'

, million, $89 millione$^ ^

million for each year of the modified ESP. Accordsngly, up We ^^^R amount af
revenue benchinark based on a rdne percent return on equity,
$508 million is appropriate. The $508 million RSR amount is limited

only to the term of the

modified ESP.

Although our corrected RSR mechanism ensures customer stability and certaiY
►ty by

providing a means for AEP-Ohia to move towards competiti-le
frozen base generation rates

to the $508 n-n,llion RSR, which allows AEP-O1uo to maintain ferral
and an accelerated auction process, we must also address ^^^ capacity yc^ to utili e
mechax^isn^,, created in the Capacity Case. As our decisions P

electric
RPM priced capacity considered the importance °f^ the deferral. costs t^^^ AEP-
markets, we believe it is appropriate to begin recovery a
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Ohio's RSR mechanism, as the RSR allows for AEP-Ohio to contin.ue to provide certainty
and stabili.ty for AEP-Ohio's SSO plan while competitive markets continue to develop as a
result of RPM priced capacity. TherreFore we believe it i.s appropriate to begin collecfion of

the deferral within the RSR.

Based on our condusion that a $508 million RSR is reasonable, as well as our
determination that AEP-Ohio is entitled to begin recovery of its deferral, AEP-Ohio will be

permitted to collect its $50$ million RSR by a reco1^ and Ma
y ^2ft25. The pw^

May 31, 2014, and $4/MWh between June 1, ?A Y 31,

adjustment by 50 cents to $4/MWh reflects the Commission's modification to expedite the

timing and percentage of the wholesale energy auctionR^ O^
?lus allocate $1.^4toO ards

$3.50/MWh and $4/MWh RSR recovery amoun ,
AEF-0hio's deferral recovery, pursuant to .the Capacity At and make appr oopriate
modified FSP, the Commission will determine the
adjustments based on AEP-Ohio's actual shopping statistics and the amount that has been

collected towards the deferral through the RS of rralsF,̂tf►em extraordinary
Comnnission is generally opposed to the creation
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
flexible 'and utilize a deferral to ensure we reach our finish line of a fully-established

competitive electric market.

Any remamun,g balance of this deferral that remains at the conclusion of this
modified ESP shall be amortized over a three year period unless otherwise ordered by the

Cornmission. In order to ensure this order does # fle its actual shopping statistics ingthis
the end of the term of the ESP, AEP-Ohio
doclcet To provide complete transparency as well

monhl shopping percentages on a
calculations, AEP-Ohio should maintain its actual Y
month by-month basis throughout the term of this modified ESP ► as well as the months of

June and July of 2012. All determinations for future recovery of the deferral shall. be made

following AEP-Ohio`s filing of its actual shopping statistics.

We believe this balance is in the best interests of both customers an^ddA ^$^^

For customers, this keeps the RSR costs stable at $3.50/MWh and ^/M^,
of the RSR being devoted towards paying back AEP-^Ohio's deferrals, customers will avoid
paying high deferral charges for years into the future. In addition, our modifications to
the RSR. will provide customers with a stable rate t-at will not change during the term of
the ESP due to the eiinvration of the decouplsng components of the RSR. Further, as

result of the Capacity Case, customers may be ab Q^oe so ^e^ their b ^pa^a may ^nog
advantage of CRES provider offers aIlow^.n.g cvs
have otherwise occurred without the development of a competitive retail market. In
addition, thi.s mechanism is mutu.ally beneficial for AEP-Ohio because the RSR will ensure
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AEP Ohio has sufficient funds to maintain its operations efficiently and revise its

corporate structure, as opposed to a deferral oniy mecharnism.

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 certain customers classes should be excluded, but we believe
these arguments are meritless. Ormet contends that the RSR should not apply to
customers like Ormet who cannot shop. Interesiingly, Ormet again tries to play both sides
of the table, forgetting that it is the beneficiary of a unique arrangement that results in
Ormet receiving a discount at the expense of other AEP-Ohio customers. We reject
Ormet's argument, and note that while Ormet cannot shop pursuant to its unique
arrangement, it directly benefits from AEP-Ohio's customers receiving stability and
certainty, as these custorners ultimately pay for Ormet"s discounted electricity. We aiso
find Ohio SchooLs' request to be excluded from the RSR to be without merit, as it too
would result in other AEP-Ohio customers, includ'zng taxpayers that already contribute to
the schools, paying significantly higher shares of the RSR. It is unreasonable to make AEP-

Ohio's customers pay the schools twice.

In addition, in light of the fact that the Commission has established a revenue target
to be reached through the RSR in this proceeding, the Comnnission finds that it is also
appropriate to establish a significantly excessive earnings test (SEET) threshold to ensure
that the Company does not reap disproportionate benefits from the ESP. The evidence in
the record demonstrates that a 12 percent ROE would be at the high end of a reasonable
range for return on equity (OEG Ex. 104-6; Kroger d^v Q^^X^ 107

agreed
Wal-Mart Ex. 101 at 8-9, pES Ex. 102 at ), and
that a ROE of 10.5 percent is appropriate. Accordingly, for purposes of this ESP, the
Connmission wi11 establish a SEET threshold for AEP-Ohio of 12 percent.

Likewise, multiple parties argue that either shopping customers or SSO customers
should be excluded from P a' the RSR 'For non-shopping custamers, the RSR provides^g
rate stability and certainty, and ensures all SSO rates will be market-based by June 2015.
For shopping customers, the RSR not, only keeps a reasonably priced SSO offer on the table
in the event market prices increase, but it also enables CRES providers to provide offers
that take advantage of current market prices, which is. a benefit for shopping customers.
Accordingly, we find the RSR, as justified by Section 4928.143(b)(2)(d), Revised Code is
just and reasonable, and should be non-bypassable.

Finally, the Commission notes that our determination regarding the RSR is heavily
dependent on the amount of SSO load still served by the Company. Accordingly, in the
event that, dur9ng the term of the ESlP, there is a significant 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 adjust the RSR to account for such

changes.

7. Auction Process

As part of its modified ESP, AEP-Ohio proposes a transition to a fully-competitive
auction based SSO format. The first part of AEP--0hio's proposal includes an energy-only,
slice-of system auction of five percent that wiU occur prior to AEP-Ohio's SSO energy
auction. The energy-only slice-of-system auction would commence upon a final order in
this proceeding and the corporate separation plan, with the delivery period to extend to
December 31, 2014 (AEP-Ohio Ex. 101 at 20-21). AEP-Ohio notes that specific details
would be addressed upon the issuance of final orders in this proceeding (Id).

AEP-Ohio's transition proposal also includes a commitment to conduct an energy
auction for 100 percent of the SSO load for delivery in january 2015, By June 1, 2015, AEP-
Ohio will conduct a competitive bid procurement (CBP) process to commit to an energy
and capacity auction to service its entire SSO load (Id. at 19-21, AEP-Ohio Ex. 100 at 10-11)-

AEP-Ohio witness Powers explained that the June 1, 2015 energy and capacity auction will
permit competitive suppliers and marketers to bid into AEP-Ohio's load, as its FRR

obligation will be terminated (Id.). AEP-Ohio anticipates the CBP process will be similar to

other Ohio utility CBP filings, and exptains that specific detaids of the CBP wiIl be

addxessed in a future filing.

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 interconnection pool to be terminated and AEP-
Ohio's corporate separation plan being approved. AEP-Ohio witness Philip Nelson
explains that an SSO auction occurring prior to pool termination may expose AEP-Ohio to
significant financial harm, and if the auction occurs prior to corporate separadon, it is
possible that AEP-Ohio's generation may not be utilized in the auction (AEP-Ohio Ex. 103
-at-8)^ Further, AEP-Ofrio points out that a full auction prior to June 1, 2015, would conflict
with its FRR commitment that continues until May 31, 2015 (AEP-Ohio Reply Br. at 46).

FES and DER/DECAM argue that AEP-Ohio could hold an immediate CBP without
waiting for pool ternnination and corporate separation. FES witness Rodney Frame
testified that the AEP pool agreement contains no provisions that would prevent a CBP
(FES Ex. 103 at 3). DER/DECAM provide that a delay in the ixnplementation of the CBP
process harms customers by preve_nt;ng them from taking advantage of the current market

rates (DECAM Ex. 101 at 5).

Other parties, including RESA and Exelon, propose modifications to AEP-0hi.o's
proposed auction process. Exelon believes the first energy and capacity auction for the
SSO load should be accelerated to June 1, 2014, in order to permit customers to take
advantage of competition. Exelon witness Fein notes the June 1, 2014 date would be six
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months after the date by whkh AER-Oltiio indicated its corporate separation and pool
termination would be completed (Exelon Ex. 101 at 15-20). RESA makes a similw
proposal, but that a June 1, 2014, auction be energy oniy, as this still allows AEP-C3hio six
months to prepare for auction and provides custorners with the benefits associated with a
competitive market (RESA Br. at 16-17). On the contrary, 4CC argues the interim auctions
to be held during the first five months of 2015 would be detrimental to residential
customers, and suggests that the Comm;s.Sion adopt a different approach (OCC Br. at 100-
103). QCC contends that competitive market prices in 2015 may be higher than prices that
would result from AEP-Ohio continuing to purchase energy from its affiliate, and
recommends that the Commission require the agreement be^ e^-'^m^^^o

aff•iliate to continue during the first five months of 2015, or, in
should purchase SSO capacity from its generation aff'sliate at RPM prices (Id. at 103).

In addition, Exelon also recomxnends that the Commission direct AEP-Ohio to
conduct its CBP in a manner that is consistent with the processes that Duke Energy Ohio
and FirstEnergy used in their most recent auctions. Exelon sets forth that establishing
details of the CBP process in a timely manner will expedite AEP-Ohio's transition to
competition and ensure there are no delays associated with settling these issues in later
proceedings. Specifa.cally, Exelon proposes that the CBP should be consistent with
statutory 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 conducted by other EDUs. Exelon warns that if the substantive issues of the
procurement process are left open for interpretation, there may be uncertainty that could
limit bidder participation and lead to less efficient prices. Exelon also recommends that
the Comrnission ensure the CBP process is open and transparent by having substantive
details established in a timely manner (Exelon Ex.101 at 20ti31).

The Commission finds that AEP-ahio's proposed competitive auction process
should be modified. First, we believe AEP-Ohio's energy only, slice-of-system of five
-percent of the SSO load is too low, as AEP-Ohio will be at full energy auction by January 1,
2015, and the slice-of-system. auctions wi11 not eommence until six months after - the
corporate separation order is issued. Accordingly, we find that increasing the percentage
to a 10 percent slice-of-system auction wiil facilitate a smoother transition to a full energy

auction.

Second, this Commission understands the importance of customers being able to
take advantage of marlce# based prices and the benefits of developing a healthy
competitive market, thus we reject OCC's arguments, as slowing the movement to
competitive auctions would ultimately harm residential customers by precluding them
from enjoying any benefits from competition- Based on the importance of customers
having access to market-based prices and ensuring an exlechtious transition to a full
energy auction, in addition to making the modified ESP more favorable than the results
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that would otherwise apply under Section 4928.142, Revised Code, we find that AEP-C3hio

is capable of having an energy auctionfo^ ^^va^'Yfor delivery commen g on
Therefore, we direct AEP-Ohio to conduct an gY auction 2015, for
June 1, 2014, for 60 percent of its load, and delivery commencing on January 1,
the remainder of AEP-Crhio's energy load. AEP-0hio's June 1, 2015, energy and capacity
auction dates are appropriate and should be maintained. In addition, nothing within this
Order predudes AEP-4hio or any affiliate frorn bidding into any of these auctions.

Finally, we agree with Exelon that the substantive details of the CBP process need

to be established to maxinuae the number of ppABF-Uhio to estaoblishaCBF process
an open and transparent auction process. We direct
consistent with Section 4928.142, Revised Code, by December 31, 2012. The CBP should
include guidelines to ensure an independent third party is selected to ensure th.ere is an

duct
open and transparent solidtation process, standard

suc essful CBP processes. such as
definitions. We encourage AEP-Ohio to 10ok to
Duke Energy-Ohio's, in formulating its CBP. Further, AEP-CNo is ordered to ini.tiate a
stakeholder process within 30 days from the date of this opiruon in order.

8. CRES Provider Issues

The modified application includes a continuation of current operational switching
practices, charges, and minim.um stay provisions related to the process in which customers
can switch to a Competitive Retail Electric Service (CRES) provider and subsequently
return to the SSO rates (AEP-Ohio Ex.17.1 at 4). AEP-Ohio points out that the application
includes beneficial modifications for CRES providers and customers, including the

Ro hl^ .^P,^a ^t ^^^oaddition of peak load contribution (PLC)anandv network
information to the master customer lisL AEI'^r
also eliminates the 90-day notice requirement prior to enroolling with a CRES provider, the
12 month stay requirements for commercial and industria2 customers that rehun to SSO
ratesbeginming January 1, 2015, and requirements for residential and small commercial
customers that return to SSO rates be required to stay on the SSt7 plan until Apri11:5th of

the following year, beginning on January 1, 2015 (Id.)

Exelon argues that AEP-Ohio needs to make additional changes in order to develop
the competitive market. Specifically, Exelon requests the Commdssion implement rate and
bill ready bil.ling and a standard purchase of receivables (POR) program" eliminate the 90-
day notice requirement immediately, and implement a process to provide CRES providers
with data relating to PLC and NSPL values. Exelon witness Fein recommends that,
consistent with the Duke ESP order, the Commission order AEP-Ohio provide via
electronic data interchange, pertinent data including historical usage and historicat
interval data, NSPL and PLC data, and provide a quarterly updated list for CRES
providers to show accounts that are currently enrolled with the CRES provider. (Exelon
Ex. 101 at 33-34). Exelon inaintains that this information will allow CRES providers to
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more effectively serve customers and result in cost efficient competition (Id.) Mr. Fein
further provides that dear implementation tariffs wililower costs for custom.ers, plainly
describe rules and contract terms, and allow both CR.ES providers and customers to easily

understand AEP-Ohio's competitive process (Id. at 35-36) .

RESA and IGS provide that AEP-Ohio's biIling $Ystem is confusing to customers

and creates numerous problems for CRES providers, all of which may be corrected
through the implementation of a POR program that would provide customers with a

single bill and collection point {RESA Ex. 101 at 12-17, IGS Ex. 101 at 15). IGS witness
increased

Parisi points out that switching statistics of naturalG gas util
1-1
ities an^1 Duke ^A witness

upon the implementation of POR programs (
Rigenbach also recommends that the Commission direct AEP-Ohio to develop a web-

based system to provide CRFS providers access to customer usage and account data by
onunend

May 31, 2014 (RESA Ex. 101 at 12-13). RESA an ^^/D^ c
as^u.s^tomerCminimum stay

AEP-Ohio reduce or elinvinate customer switching

periods (Id., DER Ex. 101 at ). FES witness Banks noted that the fees and mitnimum stay
requirements hinders competition by making it difficult for customers to switch

(FES Ex.

105 at 31).

While the Commission supports AEP-OIiao s provisions that encourage the
development of competitive markets, modifications need to be made. AEP-Ghio witness

Roush notes that customer PLC and NSPL infoxmation will be included in the master

customer list, AEP-Ohio fails to make any comnutment to the time frame thi.s information

would become available, nor the specific format in which customers would be able to
access tlus data. We note that recent updates have been revised to the electronic data

interchange (EDI) standards developed by the Ghio EUI Working Group (OEWG).

Commission values the efforts of OEWG in developing uniform operational standards and

we expect AEP-Ohio to
follow such standards and work within the group to implement

solutions which are fair and reasonable, and do not discrinvnate against any CRES

provider.

Accordingly, we direct AEP-Ohio to develop an electronic system to provide CRES
providers access to pertinent customer data, including, but not Iimited

to, PLC and NSPL

values and historical usage and interval data no later than May 31, 2014 INithin 30 days
from the date of this opinion and order, we direct representatives from AEP-ahio to

schedule a meeting with members of the dEW^^m^e and romot^tate policies
d

eveloprs^g an EDf t-̂ +.at wati more effectively serve P
in accordance with Section 492$.02, Revised Code. Further, as AEP-Ohio explains that it
neither supports nor is opposed to the idea of a POR program (AEP-Ohio Reply Br. at 64-

66), we encourag+e interested s#akeholders to atter ►
db^hed in Case No.12-205t}-EL-

five year rule review of Chapter 4901:1-10, O.A.C., as established
et aI, to be held on August 31, 2012. In our recent order on FirstEnergy's electric
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security plan (See Case No. 12-1230-EL-SS+O), we noted that this workshop would be an

appropriate place of stakeholders in the FirstEnergy proceedings to review issues related

to PtaR programs. Similarly, we believe this workshop would also provide stakeholders in
this proceeding an opportunity to further discuss the merits of establishiri.g FOR programs
for other Ohio EDUs that are not currently using them. The Commission concludes that
the modified ESP's modification to AEP-Dhio's switching rules, charges, and minimum
stay provisions that are set to take effect on January 1, 2015, are consistent with AEP-
Cphio's previously approved tariffs. 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 utilities, and will further support the deveiopment of competitive
markets beginning in January 1, 2015. Therefore, we find these provisions to be

reasonable.

9. Distribution Investment Rider

The Company's modified ESp application includes a Distribution Investment Rider
(DIR), pursuant to the provisions of Section 4928-143(S)(2)(h) or (d), Revised Code, and
consistent with the approved settlement in the Company's distribution rate case,ii to
provide capital funding, incl.uding carrying cost on incremental di.stribution infrastructure
to support customer demand and advanced technologies. Aging infirastructure, according
to AEP-ahio, is the primary cause of customer outages and reliability issues. AEP-Ohio
reasons that the DIR will facilitate and encourage investments to rnaintain and improve
distribution reliability, align customer expectations and the expectations of the distribution
utility, as well as streasnline recovery of the associated costs and reduce the frequency of

base d.istri'bution rate cases. Repiacement of aging distribution equipment will also
support the advanced technologies of gridSMART which will reduce the duration of
customer outages based on preliminary gridSMART Phase 1 information. The Company
argues that its existing capital budget forecast includes an annual investment in excess of
$150 million plus operations and maintenance in distribution assets. The DIR mechanisir4
-as pr-oposed by the Company, includes components to recover property taxes, commercal
activity tax, and to earn a return on plant in-service based on a cost of debt of 5.46 percent,
a return on common equity of 102 percent utilizing a 47.72 percent debt and 52.28 percent

common equity capital structure. The net capital additions
adjusted I for e accumulated

reflect gross plant in-service after Augusts 31,
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 million
in 2012, $104 million for 2013, $124 rnillion for 2014 and $51.7 m,iflion for the period
January 1 through May 31, 2015, for a total of $365.7 million. As the DIR mechanism is
designed, for any year that the Company's investment would result in revenues to be

11 In re AEP-Ohio, Case Nos. 11-351-E>'rA1R, et al., Opinion and Order at 5-6 (December 14, 2011) in

reference to paragraph N.A.3 of the Joint Stipulation and Reconunendation filed on November 23. 207.1-
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collected which exceed the cap, the overage would be recovered and be subject to the cap
in the subsequent period. Synunetrically, for any year that the revenue collected under the
DIR is less than the annual cap allowance, then the difference shall be applied to increase
the cap for the subsequent period. The Company notes that the DIR revenue requirement
must recognize the $62.344 million revenue credit reflected in the Commission approved
Stipulation in the Company's distribution rate case 12 As proposed by the Company, the
DIR would be adjusted quarterly to reflect in-service net capital additions, excluding
capital additiorLs reflected in other riders, and reconciled for over and under recovery. The
Company specifically requests through the DIR project, that when meters are replaced by
the installation of snmart meters, that the net book value of the replaced meter be included
as a regulatory asset for recovery in a future filing. The DIR mechani.sm would

thecollected as a percentage of base distribution revenues. Because the D provides
Company with a timely cost recovery mechanism for distribution investment, AEF-Ohio
will agree not to seek a change in distribution base rates with an effective date earlier than
June 1, 2015. (AEP-ahio Ex. 116 at 9-12; AEP-Ohio Ex. 110 at 18-19.)

The Company notes that Staff continuously monitors the Company's distribution
system reliability by way of service complaints, electric outage reports and compliance
provisions pursuant to Chapter 4901:1-10, O.A.C. In reliance on Staff testimony, the
Company offers that the reliability of the distribution system was evaluated as a part of

this case. (Staff Ex.106 at 5-6; Tr. at 4339, 4345-4346•)

Customer expectati.ons, as determined by AEP-Ohio, are aligned with 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 considered in conjunction with
the customers who expect the utllity to maintain the level of reli.ability, customer
expectations increase to 90 percent of residential customers and 93 percent of commercial
customers. AEP-Ohio states it is currently evaluating, based on several criteria, various
asset categories with a high probability of failure and wil1 develop a DIR prdgram, with
Staff input, taking into consideration the number of customers affected. (AEP-Ohio Ex. 110

at 11-19.)

OHA supports the adoption of the DIR as proposed by the Company (OHA Br. at

2). "er, OCC and APJN, on the other band, ask the Commission to reject the DIR, as

this case is no# the proper forum to consider the recovery of distribution-related costs.

IC.roger, OCC and APJN reason that prudently incurred distribution costs are best
considered in the context of a base distribution rate case where such cost are more
thoroughly reviewed by the Commission. Kroger asserts that maintaining the distribution

12 Id.
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system is a fundam,ental responsibility of the utility and the Company should continue to
operate under the terms of its last distribution rate case until the next such proceecling. If
the Commission elects to adopt the DIR mechanism, Kroger endorses Staff's position that
the DIR be modified to account for accumulated deferred income taxes (ADTT) and
accelerated tax depreci.ation. In addition, Kroger asserts that the DIR for the CSP rate zone
and the 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 Compainy's reason for pursuing the DIR. as a component of the ESP
rather than in the distribution case, is the expedience of cost recovery and when that
rationale is considered in conjunctionn with the lack of detail on the projects to be covered
within the DM suggest that the DIR is not needed. (Kroger Ex. 101 at 13-19; Kroger Reply

Br. at 3-4; OCCJAPJN Br. at 87-89; Tr. at 1184.)

QCC and APJN argue that in determining whether the DIR complies with the
requirements of Section 4928.143(B)(2)(h), Revised Code, the Company focuses exclusively
on the percentage of residential and commercial customers (71 percent and 73 perceM
respectively) who do not believe that their etectric service reliability expectations will
increase rather than the minority of customers who expect nd

rehabLhty
te

expectations to increase (19 percent and 20 percent, respectively
). ^e a

that 10 percent of residential customers and seven percent of commercial customers expect
their reliability expectations to decrease over the next five years. At best, these interveners
assert, the customer survey results are inconclusive regarding an expectation for reliability
improvements as the majority of customers are content with the status 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 Ohio has failed to meet its burden of proof to support the DIR.

Accordingly, OCC and APJN request that this provision of the modified ESP be rejected.

(AEP-Ohio Ec.11tJ at 11-12; OCC/APJN Br, at 987-994).

N-FIB 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 distribution charges, about $2.00 monthiy

(NFIB/COSE Br. at 8-9;Tr. at 1162-1163).

Staff testified that consistent with the requirements of Rule 4901:1-10-10(B)(2),

Q.A.C., AEP-Ohio has rate zone specific minimu.m reliability performance standards, as

measured by the customer average interruphon duration index (CAIDI) and system

average interruption frequency index (SAIFI) 13 According to Staff, development of each

CAIDI and SAIFI takes into account the electric utility's three-year his^ ^ system

performance, system desigri, technological advancements, the geography ^

13 See In re AEP-dhio, Case No. 09-756-EL-ESS, Opinion and Order (September 8, 2010).
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service territory, customer perception surveys and other relevant factors. Staff rnonitors
the utility's compliance with the reliability standarcls. Staff offers that based on customer
surveys, 75 to 80 percent of residential and commercial customers are satisfied overall with
the Company's service reliability. However, the Companyf s 2011 reliability measures
were below their reliab0.ity in.easures 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 currently aligned wxth the reliability expectations of its customers.
Staff further offered that a number of conditions be imposed on the Cornmission's
approval of the DIR, including that the Company be ordered to work with Staff to develop
a distribution capital plan, that the DIR mechanism include an offset for ADIT, irrespective
of the Company's asserted inconsisten.cy with the distribution rate case settlement, and
that gridSMART related cost not be recovered thro^hd DIR, ^^°gn,be^^TiP^^

tracking of gridSMART expenditures and savings
Further, Staff proposes that AEP-Ohio be directed to make quarterly fihngs to update the
DIR mechanism, with the filed rate to be effective, uniess suspended by the Conuxi:ission,
60 days after filing. The DIR ntechanisnr4 as advocated by Staff, would be subject to
annual audits after each May filing and, in add;n^^on, tS final

o^ ^^^^anYon or about May 31, 2015. With the final customers

amounts collected by AEP-Ohio in excess S ^ Ex. ^106 at 6-11 Sta#f Ex. 108 at 3-4; Tr. a
as a one-time credit on customer bills. (
4398.)

AEP-Ohio disagrees with the Staff's rationale ^t the Staff reliesr on theliability
expectations are not aligned. The Company reasons
indices and the fact that the Company performed below the level of the preceding year.
AEP-Qhio notes that in the most recent customer survey results, with the same questions
as the prior year, the Company received an 85 percent positive rating from residential
customers and a 92 percent positive rating from commercial custvrners for providing
reliable service. Further, AEP-Ohio points out that missing one of the eight applicable
reliability standards during the two year period does not, under the rules, constitute a
violation. The Company also notes that the reliability standards are affected by storms,
which are not defined as major storms, and other factors like tree-caused outages. (rr. at

43444345, 4347, 4366-4367; OCC Ex. 113, Att. JDW-2.)

AEP'-Qhio also opposes Staff's recommendation to file the DIR plan in a separate
docket, subject to an adversarial proceeding. The Company expresses great concern that
this recommendation, if adopted, wi11 result in the Commission micromanaging and
becoming overly involved in the "day-to-day operations of the business units withi.n the

utility:'

As to Staff's and Kroger's proposaild have resvlted in a reduced DIR credit
Company responds that snch an adjustment wou
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if taken into account when the distribution rate case settiement was pending. AEP-Qhio
argues that the decision on the DIR in the modified ESP should continue to mirror the
understanding of the parties to the distribution rate ^^1 t^^Se would improperly
impact the overall balanced .FSP package. (AEF-Ohi

As authorized by Section 4928.143(B)(2)(h), Revised Code, an ESP may include the
recovery of capital cost for distribution infrastructure investment to improve reliability for
customers. A provision for distribution infrastructure and modernization incentives may,

but need not, include a lang term energy delivery infrastructure modernization plan. We
find that the DIR is an incentive ratemaking to accelerate recovery of the Company's
investment in distribution service. In deciding whether to approve an ESP that contains
any provision for distribution service, Section 4928.143(B)(2)(h), Revised Code, directs the

Commission, as part of its detenmination, to examine the reliability the Pectations are
distribution system and ensure that customers and the electric utility's
aligned and that the electric utility is placing sufficient emphasis on and dedicating
sufficient resources to the reliability of its distributian system.

in this modified ESP, there is some disagreement between Staff and the Company

whether or not AEP-Ohio's reliability expectatio ^ e^^ onclude that expe^ctamtt'onsf ar
its

e
customers. The Company focuses on customer s ey
aligned while Staff interprets the slight degradation in the reliability performance
measures to indicate that expectatio are not aligned. Despite the different conctusions
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 custom+er surveys are one component in the factor used to e^^ on which
reliability indices and the slight reduction in the level of measured performan
the Staff concludes that reliability expectations are not aligned, we are convinced that it is

`s and customers' expectations. We also
merely a slight difference between the Company
recognize that customer satisfaction is dependent hres oredstomer has recently
experienced any service outages and how qwckty service was

The Comnussion finds that, adoption of the DIR and the imgroved sexvice that wifll
come with the replacement of aging infrastructure wiil facilitate improved service
reliability and better align the Gompany's and its customers' expectations. The Company
appears to be placing sufficient proactive emphasis on and wil1 dedicate sufficient
resources to the reliability of its distribution system. Ha.ving made such finding,

AEPe
Commission approves the DIR as an appropriate incentive to accelerate recovery .
Ohio's prudently incurred distribution investment costs. We emphasize that the DIR
mechanism shell not include any gridSMART costs; the gridSMART projects shall be
separate and apart from the DIR rnechanism and projects. With this clarification, we
believe it is unnecessary to address the Company's request to allow the remaining net
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book value of removed meters to be included as a regulatory asset recoverable through the

DIR mechanism

We agree with Staff and Kroger that the DIR mechanism be revised to account for
ADIT. The Conunission finds that it is not appropriate to establish the DIR rate
mechanism in a mann.er which provides the- Company with the benefit of ratepayer
supplied funds. Any benefits resulting from ADIT should be reflected in the DIR revenue
requirement Therefore, the Commission directs AEP-Ohio to adjust its DIR to reflect the

ADIT offset.

As was noted in the December 14, 2012 Order Qnthe idetrimen#al to
the DIR mechanism requires Conluiission oversight. We
the state's economy to require the utility to be reactionary or allow the performance

standards to take a negative turn before we encourage
and, therefore find reasonableeto

and efficiently replace and modernize infrastructure
permit the recovery of prudently incurred distribution infrastructure investmen.t costs.
AEP 4hio is correct to aspire to move from a, reactive to a more proactive replacement
maintenance program. The Company is directed to work with Staff to develop a plan to
emphasize proactive distribntion maintenance that focuses spending on where it will have
the greatest impact on maintaining and improving reliability for customers. Accordingly,
AEP-Ohio shall work with Staff to develop the DIR plan and file the plan for Commission

review in a separate docket by December 1, 2011

With these modifications, we approve the DIR mechanism, and direct Staff to
monitor, as part of the prudence review, by an independent auditor for in-service net
capital additions and compliance with the proactive distribution maintenance plan
developed with the assistance of the Staff. The proactive distribution infrastructure plan

shall quantify reliability improvements expected, ensure
expenditures pend^ga demonstration of DIR expenditures over projected Pendituses and,

levels. The DIR mechanism will be reviewed annually for accountutg accuracy, prudencY
and compliance with the DIR plan developed by the Staff and AEP-(7bio.

10. Pool Modification Rider East

The modified ESP application includes the an^d^ ^°^oA ^u ^

Pool Agreement (Pool Agreement). As a p tiall set at zero. If the Company's
approval of a Pool Te^inativn Rider (PTR), ini Y
corporate separation plan filed in Case No.12-1126-EL-UNC is approved as proposed by
the Company, and the Amos and Mitchell units are transferred as proposed to AEP-C)hio
affiliates, then AEP-Ohio will not seek to implement the PTK iirespective of whether lost
revenues exceed $S5 million annually. However, if the corporate separation plan is denied

or modified, then AEP-Chio requests permission ^a a non-bypassable rider. The
revenue

association with termination of the Pool Agreement
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according to AEP-Ohio, is designed to offset '
h.e revenue losses caused by the termination

of the Pool Agreement since a significant portion of AEP-Ohio's total revenues come from
sales of power to other Pool members. The Company argues that with the termination 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 will need to reduce the cost associated

with those assets. As AEP-Ohio claims the loreenuesales in theFinarket a one The
Agreement members cannot be mitigated by off-system termination revenues in excess
Company agrees that it will only seek to recover lost pool
of $35 rniilion per year during the term of the ESP. (AEP-Ohio Ex. 103 at 21-23.)

GCC, APJN, FES and IEU oppose the adoption of the PTR, as they reason there is
and

no provision of Section 4928.143(B)(2), Revised Code,
that approval of the P'TR wouldno Cornmission precedent for the PTR. IEU asserts

essentially be the recovery of above-market or transition revenue in violation of state law
and the electric transition plan (ETP) Sfi2.pulations,I5 As proposed, the interveners daim
that the F1R is one-sided to the benefit of the Company. FES offers that there is
insufficient information in the record to allow the Commission to evaluate the terms and
conditions of the PTR, as a part of the modified ESP, to require ratepayers to submit $350-

$400 million over the term of the ESP. Furthermore,
a to e Pool Agreern nNfor the purpose

Commission has disregarded transachons rel aci energy) as to
of considering revenue or sales margins from opportunitY sales (caP^' and
FAC costs or consideration of off-system sales in the evaluation of significantly excessive

earnings test1$ Accordingly, OCC and APJN reason that because the Commission has

previously disregarded transactions related to the Pool Agreement, that it would be unfair

and unreasonable to ensure AEP-Ohio is compensatedf°^C and APJN believe the PTR
Agreement at the cost of ratepayers. For these r easons,
should be rejected or modified such that AEP-4hio customers receive the benefits from the
Company's off-system sales. IEU says the PTR provides a competitive advantage to

GenResources and, therefore, violates corporateBi a 146o-109Tur a 582, b
8C! APJN Br.

at 85-^7; IEU Br. at 69; IEU Ex.124 at 30-31; FES

The Company dispels the as,
termination cost recovery provision

tinits

ertion that there is no statutory basis for a pool

in an. ESP on the basis that the Commission has

already rejected tlvs az$umen December 14, 2011, Order on the FSP 2, where the
Conmmission determined a pool termination rider may be approved "pursuant to Section

14

15

16

,4EP-ohio would deterrnine tIe amount of lost revenue by comparing the lost pool cape.dty revenue for

the most related to new wholesale or decreases in ^^ ation asset costs as a res
in net revenue ult of
terminating the Pool Agreement.

In re AEP-Ohio,
Case Nos. 99-1729-EYrETI' and 99-173a-ELrEI'P, Order (Septemlaer 28, 2000).

In re AEP-Ohio, ESP I Order at 17 (March 18, 2009); In re AEP-Ohio, Case No. 10-1261-ELrUNC, Order at

29 (January 12, 2011).



11-346 EL-SSO, et al. -49-

4928.143(B), Revised Code;' and farther conc}.uded that establishing a rider "at a zero rate
does not violate any regulatory principle or practice."17 According to the Company, the
other criticisms that these parties raise regarding the PTR are obbjectiorLs as to how, or the
extent to which, pool termination costs should be recoverable through the rider which are
not ripe and should be addressed if, and only if, AEP-Ohio actually pursues recovery of
any such costs in the future as part of a separate proceeding. (AEP-Ohio Reply Br. at 59-

60.)

We find statutory support for the adoption of the PTR in Section 4928•143(B)(2)(h).
Revised- Code. The PTR se.rves as an incentive for AEP-Ohio to move to a competitive
market to the benefit of its shopping and non-shopping customers, without regard to the
possible loss of revenue associated with the termination of the Pool Agreement with the
full transition to market for a11 SSO customers by no later than June 1, 2015. Therefore, we
approve the PTR as a placeholder mechanism, initially established at a rate of zero,
contingent upon the Coaunission` s review of an application by the Company for such
costs. The Commission notes that in pem-dtting the creation of the PTR, it is not
authorizing the recovery of any costs for AEP-Ohio, but is allowing for the establishment
of a placeholder mechanism, and any recovery under the PTR must be specifically
authorized by the Commission. If, and when, AEP-Ohio seeks recovery under the PTR, it
will maintain the burden set forth in Section 4928.143, Revised

under the P'TR, ^AEf'-OhioCommission finds that in the event AEF-Ohio seeks recovery
must first demonstrate the extent to which the Pool Agreern.ent benefitted Ohio ratepayers
over the long-term and the extent to which the costs and J or revenues should be allocated
to Ohio ratepayers. Further, AEP-Ohio must demonstrate to the Commission that any
recovery it seeks under the PTR is based upon costs which were prudently incurred and
are reasonable. Importantly, this Commission notes that AEP-Ohio wiIl only be permitted
to requests recovery should this Commission modify or amend its corporate separation
plan as filed in Case No. 12-1126-EL-UNC only as to divestiture of the generation assets;
we specifically deny the Company's request for recovery through the PTR based on any
other-a-mendment or modification of the corporate separation plan by this Cor.nmission or
the Federal Energy Regulatory Commission (FERC) or FERCs denial or impediment to the
transfer of the Amos and Mitchell units to AEP-Ohio affiliates. As such, AEP-Ohio's right
to recover lost revenues under the PTR is based exclusively on the actions, or lack thereof,

of this Commission.

11. Ca^yacitv Plan

Pursuartt to the Cornmission's Entry on Rehearing issued February 23, 2012, in the
ESP 2 cases, and the Entry issued March 7, 2012, in the Capacity Case, the Commission
directed that the Capacity Case proceed, without further delay, to facilitate the
development of the record to address the issues raised, outside of the ESP proceeding-

17 In re AEP-Ohio, Case No.11-346-EL-SSU et al., Order at 50 (3'?ecember 14, 2011).
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While the Capacity Case continued on an expedited schedule to deternvne the state
compensation mechanism, AEP-Ohio nonetheless included, as a component of this
modified ESP, a capacity provision different from its litigation position in the Capacity
Case, which may be summarized as follows. As a component of this modified ESP, the

Company proposes a two-tiered, capacity pricing mechanLsm. with rate

per MW-day and a, tier 2 rate of $255.00 per y Shopping
rate class, would receive tier 1 capacity rates in proPortion to their relative retail-sales level
based on the Company's retail load. During 2()12, 21 percent of the Company's total retail

load would receive tier 1 capacity and in 2013, 31e^, the^tier 1 seu# a
si+de penen^ge

percenk In 20'!4, through the end of the ESP, y,
would increase to 41 percent of the Company's retail load. All other shopping customers
would receive tier 2 capacity rates. For 2012, an additional allotment of tier 1 priced

capacity will be available to non-mercantile customers
on orbefore November 8, 2011^n theapproved a governmental aggxegation program

set-aside has been exceeded. AEP-0hia does n^ Pr-^hio Fxe 101. a 15; AEP-^Qhio Ex.
governmentat aggregation programs after 201 (
116 at 6-7.)

AEP-Ohio argues that its embedded cost-based charge for capacity is $355.72 per
MV1t-day, as supported by the Company in the Capacity Case. Further, AEP-C)hio projects,
with forward energy pricing decreasing over the remainder of 2012 by approximately 25
percent and based upon the switching rates experienced by other Ohio electric utilities,
that by the end of 2012 shopping rates in AEP-ohio territory will increase to 65 percent of
residential load, 80 percent of commercial load arud 90 percent of industrial load
(exciuding one large customer). ASP-a-bio reasons that the two-tier capacity prlang
xnechanism 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 modified ESP, balances the revenue losses likely to be
exper-ienced by the Company. Further, AEP-Uhio submits that the capacity pricing
offered as a part of this modified ESP is intended to mitigate, in part, the financial harm
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-ahio proposes as a

component of the modified ESP, to charge CREScrproviders
edit to ho^ embedded to a

$355.72 per MW-day with a$7^0 per MWh b shopping
cap of $350 million through December 3,^0^ ^s for June r2012 through May 2413t and
to 20 percent of the load of each custo
increase to 30 percent for the period June 2013 through May 2014 and then to 40 percent
for the period June 2014 through December 2014. AEP-4hio's rationale for the a}.ternative
is to ensure shopping customers receive a direct and tan.gible benefit to shop that is fixed
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and known regaardless of the CRES provider selected. (AEP-Qhio Ex.11b at 15-17; Tr. at

427,1434.)

On July 2, 2012, the Commission issued the Order in the Capacity Case (Capacity
Order) wherein the Cornmission determined $188.88 per MW-day as the appropriate
charge to enable the Company to recover its capacity costs pursuant to its Fixed Resource
Requirements (FRR) obligations from CRFS providers.18 However, the Capacity C}rder
also directed that AEP-Ohio's capacity charge to CRES providers shatl be the auction-
based rate, as determined by PXl`A via its reliability pricing model (RPM), including final
zonal adjustments, on the basis that the RPM rate will promote retail electric

competitionls

In the Capacity Order, the Commission also authorized AEP-Olv.o to modify its
accounting procedures to defer the incurred capacity costs not recovered from CRES
providers, commencing June 1, 2012, through the end of this modified FSP, with the

recovery mechanism to be estabLished in this pxoceeding20

in this Order on the modified FSP, the Commission adopts, as part of the R.SR, the
recovery of the difference between the RPM-based capacity rate and AEROhio's state
compensation mechanism for capacity as determined by the Commission.

. Stalf endorses the Company's recovery RPM rate erReply Bat 13)the^ state
compensation mechaivsm for capacity and (Staff
other hand, IEL3, OCC and APJN argue that there is no record evidence in #his modified
ESP case, or any other proceeding, to determine an appropriate mechanism 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 {the
charges do not fall within one of the specified cabegories listed in 5ection 4928.143 S)2,
-Revised Code, and there is no statutory basis under Chapter 4928, Revised Code, for such
charges. OCC and APJN also contend approval of the recovery of deferred capacity
charges violates state policies expressed in Section 4928.02, Revised Code, at paragraph
(A), which requires reasonably priced 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 Comm.ission to protect
at-risk populations. (OCC/ APJN Reply Br. at 18; IEU Reply Br. 6-7).

18 In re Capacity Case, Order at 33-;6 (ju3y 2, 2012)-

19 in re Capacity Case, Order at 23 Quly 2, 2012).

20 In re Capaci.ty Case, Order at 23 Quly 2,2012).



-52-
11-346-EL SSO, et al.

Certain parties that oppose the Commission's incorporation of the Capacity Case
deferrals in the modified ESP overlook the fact that the Ca.pacity Case was opened prior to
each of the ESP 2 applications filed by AEP-Ohio and that each of the applications
proposed a state compensation capacity charge and plan for resolution of the issue. The
Commission rejects the Company's two-ties.' capacity plan and rates, proposed as a part of

this modified ESP 2.

Furthermore, in acjcordance with Section 4928.144, Revised Code, the Commission
may order any just and reasonable phase-in of any rate or price es blc^d^ de^e the
4928.141, 4928.242, or 4928.143, Revised Code, including carry' g g
Commission establishes a phase-in, the Cominission must also authorize the creation of
the regulatory asset to defer the incurred costs equal to the amount not collected, plus
carryzn,g charges on the amount not collected, and authorize the recovery of the deferral
and carrying charges by way of a non-bypassable surcharge.

Several of the infierveners argue that because the record in the modified F.SP was
closed when the Capacity Order was issued, the deferral of capacity charges was not made
an issue in the modified PSP case, the record does not support the deferral of capacity
charges or that the parties were not afforded due process on the issue. We disagree. AEP-
Ohio proposed certain capacity charges and a plan as a part of this modified ESP and
consistent with the CommYssion's authority we may approve or modify and approve an
ESP. Nothing in the Section 4928.144, Revised Code, liYnit.s the Coinrni.ssion's authority to
modify the ESP to include deferrals on its own motion. With the Commission's decision to
begin coffecting the deferral in part through the RSR, aiI other issues raised on this matter

are addressed in that section of the Order.

12 Fhase in Recovery Rider and Securitization

As part of AEP-Ohio's ESP 1 case, to mitigate the impact of the rate increase for

customers, the Commission ordered, puxsuant to Section 4928.144; Revised Code, the
Company to phase-in any increase authorized over anestablished percentage for each year
of the ESP.n The Cornmission authorized CSP and OP to establish a regulatory asset to
record and defer fuel expenses, with carrying costs at the weighted average cost of capital
(WACC), with recovery through a non bypassable surcharge to coznnnence January 1,
2012, and continue through December 31, 2018.22 This aspect of the ESP 1 Order is final
and non-appealable. On September 1, 2011, CSP and OP filed the Phase-in Recovery Case
application to request the creation of the Phase-In Recovery Rider (PIRR), a mechanism to
recover the accumulated deferred fuel costs, iutcluding carrying costs, to be effective with
the. first biUing cycle of January 20112. The Phase-in Recovery Case was a part of the
proposed ESP 2 Stipulation which was initially approved by the Commission on

21 ESP 1 Order at 22.
22 ESP 1 Order at 20-23; First ESP EOR at 6-10.
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December 14, 2011. Consistent with the Commission's directive in the February 23, 2012
Entry on Rehearing rejecting the ESP Stipulation, a procedural schedule was established
for the Phase-in Recovery Case to proceed independently of any ESP. On August 2, 2012,
the Commission issued its decision on the Company's PIRR application.

NotwitZistandixig the Phase-in Recovery Case, as a part of this modified ESP case,
AEP-Ohio requests that recovery of the deferred fuel - expenses be delayed, while
continuing to accrue carrying cost at WACC, until June 2013. The Company does not
propose to extend the recovery period. AEP-Ohio also proposes that the PIRRs of CSP and
OP be combined. The rationale presented by the Company for delaying collection of the
PIRR is to coincide with and offset the consolidation of the FAC, which the Company
reasons will rninirnize customer rate impacts. According to AEP-Ohio witness Roush,
combining the PIRR rates wiD. increase the rate for customexs in the CSP rate zone and
reduce the rate for customers in the OP rate zone. In this modified FSP proceeding, AEP-
Ohio also requests that the Commission suspend the procedural schedule in the PIRR
cases. (AEP-Ohio Ex.11g at 8; AEP-Ohio Ex. 119 at 3; AEP-t7hio Ex, x1Z at 5-6.)

AEP-Ohio witness Hawkins acknowledges that legislation permitting the

securitization of the PIRR was passed in Decem^e months fu^alize after thlissuann.ce
the PIRR regulatory asset wiIl likely take abaut
of a final, non-appealable order. AEP-Ohio admits that securitiza.tion of the PIRR
regulatory assets would reduce customer costs as a result of the reduction in carrying costs
and provide the Company with capital to assist with the transition to market. (AEP-Ohio

Ex. 102 at 7-8.)

OCC opposes the notion that AEP-Ohio be permitted to earn a return on its own

capital at WACC while the PIRR is delayed P^ ri^^ommence •as soon as pos b e
AP]^N agree with Staff that collection of the
after the Commission issues its Order, the delay in collection amounts to an additional cost
of $64.5 miilion. OCC and APJN argue that there is no }ustification 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 AP'jN advocate that no further carrying charges accrue or
the carrying charge be reduced to the long-term cost of debt. {OCC Ex.115 at 4-7; OCC Ex.

111 at 20-22• OCCfAPTN Br. at 64-72)

Similarly, IEU argues that the delay of the PIRR violates Section 4928.144, Revised
Code, which requires that the delay in collection at WACC be consistent with sound
regulatory practice, just, and reasonable. IEU estimates the additional carrying cost will be

at least an additional $40 to $45 million and re De em^be tr^
31, 241 °the end of FSP 1^ (IEU

collect WACC ori deferred fuel costs through
Ex. 129 at 30-31,14; Tr. at 3639, 4549.}
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Ormet argues that the increased carrying charge to defer the implementation of the
PIRR until June 2013 is excessive and presents a number of legal and pra.gmatic issues.
Grmet notes that the interest to be incnrred by delayzng the implementation of the PIRR is
based on an interest rate of 11.26 percent, more than AEP-Ohio utilized to deterrnine the
RSR. Qrmet encourages the Cominission to reduce the carrying cost, in light of the change
in economic and firnancial circumstances since the ESP I Order, to the short-term cost of
debt and to delay PTRR implementati.on until securi-tization is complete or at least until

June 2013. (Ormet Br. at 23-24.)

Ormet and IEU request that the Company be directed to maintain the separate PIRR

mechanisms for CSP and OP to reduce the on
of ^total PIRR balance. ^Ormet

customers have contributed approxunately percent
notes that the deferred fuel expenses that are the basis of the PIRR, as provided in the ESP
1 Order, is a final non-appealable order for which AEI.'-Ohio may rely to seek
securitization. AEP-Ohio has argued such in this case iRn its fil.'

sng of March 6, 2012, and

arrnet contends that pursuant to Nationwide Ins. Co. v. Hall, No.12S8,197'8 WL 214906 at *3
(Ohio App. 7 Dist. Mar. 23, 1978) AEI'-O1uo can not now assert a contradictory legal
position. (Tr. at 4543-4548; Ormet Ex.10bB at 9; Ormet Br. at 23-27; ISU 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 change in fuel costs for which AEP-Ohio has failed to offer any justification.
Ormet states that at the time the fuel cost were incurred, CSP and OP were not merged
and that the overwheirning majority of the PTRR balance is frocn the OP rate zone. The

rationale offered by-Ckrmet is that the blendingn n look at curr
fundamentally

and #uiure^fuel
from the blending of the PIRR rate, as FA an ogoig
costs where the PIRR is the collection of previously incurred, deferred fuel costs. Ormet
argues that the Comrnission has previously concluded that the distinction between
retrospective and prospective is key to what constitutes prohibited retroactive ratemaking
Ormet asks that, consistent with the Commission's deter-mii.aation in the ESP 1 Entry on
Remand Order, tra.t the Commission find the biending of the CSP and PIRR bala ^r
equates to changing the rate for previously incurred but deferred fuel costs. (

4536-4537,4540; Ormet Br. at 27-31.)

The Company reasons that the PIRR regulatory asset is on the books of OP, as the
surviving entity post merger, along with all of the other assets and liabilities of the former

CSP. Therefore, it is appropriate for alI AFP-Oiiio customers to pay the PIRR. AEP-Ohio

notes that Staff advocates that the FAC and PIRR be immediatelyunifi^^ the

implemented., because CSP customers benefit from a rate impact perspective

merging of both rates ('I'x. at 4539-4540).
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Staff opposes the Company's request to delay recovery of the merged PIRR rates
and recommends that the Commission direct recovery to commertce upon approval of the
modified ESP to avoid increased carrying charges associated with the dely. Staff notes
that with a PIRR balance of approximately $549 million, delaying P]RR recovery until June

2413 results in additional carrying charges of $71 million at the VVACC. Further, Staff
supports the merger of the PIRR rates. (Staff Ex. 4-5.)

AEP-0hio 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: mitigating present rate
impacts and reducing the total carrying charges- The Company's proposal was aimed at
addressing the first goal and the Sta#f's position prioritizes the second goal. The Company
contends that its proposal to delay implementafion of the PIRR until June 2013 to coincide
with the unif'ication of FAC rates is reasonable, results in minimal immediate rate impacts

to customers, and should be approved.

AEP-Ohio's request to suspend the procedural schedule in the PIRR case is moot, as
it does not appear that the Company made a sinv,lar request in the Phase-in Recovery
Cases, and given that the Com.ma.ssion has issued its decision on the PIRR application.
Consistent with the Company's limited request as to the PIRR in this modified ESP, we
witl address the commencernent of the amortization period for the PIRR, combining the
PIRR rates for the CSP and OP rate zones and secur'itizat'ion. Any rP"'air,trLg issue raised
as to the deferred fuel expense or the PIRR that is not addressed in the Phase-in. Recovery

Order or this modified ESP Order is denied.

As AEP-Ohio correctly points out, delaying collection of the PIRR to offset against
the merged FAC rates, as opposed to immediately commencing collection of the PIRR, is
indeed the prioritizing between two goals. AEP-Ohio's request to delay commencement
of the amortization period for the PIRR is deniecL In this case, where the accrued carrying
cliaiges during the requested delay are estimated to be an additional $40 to $71 miilion, it
is unreasvnable for. the Conmrnission to approve the delay and pernut carrying charges to
continue to accrue merely to facilitate one char asoffsetting ^ab ^e^ ^Ahiu^ed od

to commence recovery of the PIRR charges as soon p

Order.

We agree with the recornmendation of Ormet and IEU to maintain separate PIRR
rates for the CSP and OP mTe zones. 'The PIRR balance was incurred primarily by OP
customers, and according to cost causation principles, the recovery of the balance should
be from OP customers. Further, as discussed above, the Commission directs that FAC

rates should be maintained on a separate basis.
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IEU argues that the PIRR fails to address the requirements of Section
deferral ,Revised Code,^ that requires non-bypassable charges arising from a phase-in

applicable to customers in governmental aggregation programs only in propoxtionate to
the benefit received. IEU's clairn that the PIRR violates Section 4928.20(I), Revised Code, is

misditected. The PIRR is not part of this ESPefore,proceeding
the Com^missi n findsvthat IEU

Commission in the Company's prior ESP case. the
should have raised this issue in the ESP 1 case o^ ^e^e

the collection S of the PIRR, not
PIRR and that Section 4928.144, Revised Code,
applicable to this modified ESP proceeding.

The Commission notes that -AEP-Ohio witness Hawkins testified that securitization
of the PIRR regulatory assets would reduce customer costs through the reduction of the

carrying cost and provide AEP-Ohio with the needed PIRR can omrne xbefoe
competition. AEP-Ohio also states that recovery of the
securitization is complete. Ormet supports securiiazation of the PIRR. (AEP-Ohio Ex. 102

at 8; Ormet Br. at 24-25.)

Finally, while AEP-Qhio does not specifically propose securitization of the PIRR in
the modified ESP, AEP-Ohio notes that securitization offers a benefit to both customers
and AEP-Ohio. Further, no parties opposed the idea of seeuritiijng the PIRR.

Accordingly, we direct AEP-Ohio to take advantage of this extremely useful tool our

General Assembly created for electric utilities and their customers through House 8ill 364
and securitize the PIRR deferral balance. Securitization not only leads to lower utility bills
for a11 customers as a result of reduced carrying costs, but also leads to lower borrowing
costs for AEP-Ohio. The Conunission finds it extremely important, particularly when our
State has been hit by tough econonuc times, to keep customer utility bills as low as
possible, and securitization of the PIRR provides us with a means to ensure we protect
customer interests. Therefore, AEP-Ohio shail initiate the securitixaiaon process for the

PIRR deferral balance as soon as practicable..

23 gecti.on 4928.20(n, Revised Code, states:
Customers that are part of a governnlenial aggregation under this section shall be responsible only for
such portion of a surcharge under section 492$.144 of the Revised Code that is pr4portionate to the
benefits, as determined by the cominission, that electric load centers within the jurisdiction of the
governmental aggregation as a group receive. The proportionate starcharge so established s.hall.

apFty to

each custom.er of the governmental aggregation while the cuswmer is part of that aggregation. If a
customer ceases being such a customer, the otherwise applicable surcharge shait apply. Nothing in this
section shall result in less than full recovery by an eIectric distzihudon utility of ariy surcharge
authorized umder section 4928.144 of the Revised Code: Nothing in this section shaIl result in Iess than
the fuil and timely imposition, charging, coIlection, and adjxstment by an electric distribution utitiiy, its
assignee, or any collection agent, of the phase-in-recovery charges authorized pursuant to a final
fiiiancing order issued pursuant to sections 4928.23 to 4928.2318 of the Revi sed Code.



11-346-EL-SSO, et ai.

13. Generation Asset Divestiture

-57-

The Company describes, but does not xequest as a part of this modified ESP, its

proposed application for full corporate separation filed in Case No. 12-1126-EUUNC

(Corporate Separation Case), pursuant to the requirements of Section 4928.17, Revised

Code, and Chapter 4901:1-37, O.A.C.24 AEP-Ohio as.serfis fidl corporate separation is a

necessary prerequisite for generation asset divestiture and AEP-Ohio's transition to an
auction based SSO. Pursuant to the proposed modified ESP and the Company's proposed
corporate separation plan, AEP-Ohio will retain transmission and distribution-related
assets, its REPAs and the associated RECs. AEP-Ohio will transfer to its generation
affiliate, GenResources, existing generation units and contractual entitlements, fuel-related
assets and contracts and other assets and liabilities related to the generation bttsiness.25
The generation assets wili be transferred at net book value. AEP-Ohio proposes to retain
senior notes and pollution control revenue bonds, as such long-terrn debt is not secured by
the generation assets being transfen'ed to GenResources. The Company expects to
complete termination of the Pool Agreement and full corporate separation by January 1,

2014.26 (AEP-Ohio Ex. 103 at 4-6, 8, 21-22.)

AEP-Ohio is a Fixed Resource Requirement (FRR) entity, pursuant to the

requirements of PJM In.terconnection LLC (PJNl), and rnust remain an FRR until June 1,

2015. To meet its PRR obligations after full corporate separation and before the proposed
energy auctions for delivery commencing January 1, 2015, the Company states
GenResources will provide AEP-Oblo, via a fu11 requirements wholesale agreement, its
load requirements to supply non-shopping custorners. Pursuant to the proposed modified

ESP, AEP-Ohio proposes that for the period January 1, 2015 through May 31, 2015,
GenResources will provide AEP-Ohio only capacity, no energy, at $255 per MW-day and
the contract between AEP-Ohio and GenRes4urces will terminate effective June 1, 2015,
when both energy and capacity will be provided to SSO customers through an auction.
While AEP-Ohio is an FRR entity, the Company states it will make capacity payments to
GenResources for the energy only auctions proposed in this modified ESP at $255 per
MW-day. Generation-related revenues paid to AEP-Ohio b^ ^^or rthep5a load,

will
and

passed through to GenResources for capacity and energy e
AEP-Ohio will reimburse GenResources on a dol.lar-for-do].iar basis for transmission,

ancillary, and other service charges billed to GenResources by PJM to serve AEI.'-Ohio`s

24 See In the Mawr of the Application of Ohio Power C'om.panyfar Approvat of Fult Legal Corpor'ate Separatiatt and

Amendment to its Corporate Separation Plan, Case No. 12-1126-EL U+TC, faled March 30, 2U12

25 AEP-Ohio notes that after transferring the generation assets and liabilities to GenResources,
GenResaurces will trawfer Amos unit 3 and 80 percent of the Mttchell P1ant to Appalachian Power

Company (APCo) and transferr the balance of the Mitchell P1ant to Kentncky Power Company (KYP}, so

the utihties can meet their respective lead requirement absent the AEP East Pool Agreement (AEP-Obio

Ex. 201 at 22).
26 As a part of the modified ESP, AEP-Ohio requests approval for a Pool TarR+ination Rider whkh is

addressed in a separate section of thi.s Order.
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SSO load. In addition, AEP-Uhio will remit all capacity payments rnade by CRES
providers pursuant to PJM's Reliabil.ity Assurance Agreement to GenResources as well as
revenues from the Retail Stability Rider as compensation for fuifillment of AEP-Ohio's
FRR obligations. (AEP-Ohio Ex. 101 at 23; AEP-Ohio Ex. 103 at 6-8; Tr. at 515-519.)

IEU, UCC and APJN argue that because AEP-Ohio has made the modified ESP
filing contingent on receiving approval of the corporate separation plan yet failed to
request consolidation of the Corporate Separation Case, the Commission cannot 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 AAEP-Ohio is not the FRR entity but, Arnerican Electric
Power Service Corporation (AEPSC) is the FRR entity on behalf of al1 of the American
Electric Power operating companies within PJM and, thexefore, AEP-Ohio does not have
any FRR obligation. Nor has AEP-t]hio offered into evidence, IEU notes, AEPSC's FRR
capacity plan or indicated which of AEP-Ohio's generation assets are part of the capacity
plan. IEU reasons that AEP-Ohio's generation assets are not dedicated to AEP-Ohio's
distribution customers and may be replaced by other capacity resources. (IEU Ex. 125 at

23, AEP-C3hio Ex.1tr3 at 9.)

DER and DECAM argue that AEP-Ohio's proposal to contract with Ge.nResowrc'es
to serve the S'SO load at the proposed capacity price after corporate separation is an illegal
violation of the corporate separation laws and violates state policy causing a negative
impact on the ability of unaffiliated CRES providers to compete in QP territory (Tr. at 812-

813; DER/DECAM Br. at 11).

Staff opposes AEP-Ohio's request to retain $296 mfll.i.on in pollution control bonds,
where there has not been, according to Staff, any demonstration that use of the
intercompany notes would have a substantial negative affect on the generation affiliate's
cost vf debt Staff proposes that AEP-Ohio be direebed to make a fili-ng with the
Commission within six months after the completion of corporate separation, to
demonstrate that there is not any substantial negative impact on AEP-Ohio if the debt or
intercompany notes are not transferred to the generation affiliate. Therefore, Staff
recommends that the Cornmission deny this aspect of the Company's ESP proposal at this
time. Further, Staff recommends that the Corporate Urgaiuzation chart be updated to
reflect the legal entities that are related to American Electric Power Inc., as well as all
reportable segments related to AEP-Ohio, in a format and manner simillar to the

information American Electric Power Inc. provides in its 10K filing to the Securities and
Exchange Commission. (Staff Ex. 108 at 5-6; Tx. at 44054406.}

AEP-Oh.io did not request consolidation of its pending corporate separation plan in
conjunction with this modified ESP application, and as such the Commission will consider
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the corporate separation application in a separate docket As such, the primary issues to
be considered in this modified ESP proceeding is how the divestiture of the generation
assets and the agreement between AEP-Ohio and GenResour ces will impact SSO rates.

We find IEU's axgments, that AEP-Ohio is not the entity committed to an FRR

obligation with PjM to be form over substance. AE PSC
^tes and the Fegal obligation of

behalf of AEI'-Ohio and other AEP-Oh}.o oper g a
A.EI? Ohio is no less binding than if AEP-Ohio entered into the agreement directly.

The Commission finds that sufficient information regarding
^ore detail in thegeneration asset di.vestiture and corporate separation, as reflected

Corporate Separation Case, has been provided in this modified ESP case to allow the
Commission to reasonably conclude that termination of the Pool Agreement and corporate
separation facilitate AEP-Ohio's transition to a competitive market in Ohio. With the
modification and adoption of the modified ESSP► as presented in this Order, the

Commission may reasonably deternwte the ESP rates, including the rate impact of the
generation asset divestiture, on the Company's SSG customers for the term of the modified
ESP, where upon SSO rates wili subsequently be subject to a competitive bidding process.
While, AEP-Ohio proposes to enter into an agreernent with GenKesources to provide AEP-
Ohio capacity at $255 per MW-day, we emphasize that based on the Comnussxon's
decision in the Capacity Case, AEP-Ohio will not receive any more than the state
compensation capacity charge of $188.88 per MW-day from Ohio customers during the

term of this ESP.

As the Coinmission understands the Company's description of the generation
divestiture, all AEP-Ohio generation faciiities, except Amos and Mitchell, will be
transferred to GenResources at net book value. Amos and Mibchell will u1fimte1Y be
transferred to AEP-Ohio operating affdiates at net book value.

Staff raises some concern: with the isnplementation of corporate separation and the
lack of the Company's transfer.' of all debt andJor intercompany notes to GenResources.
Despite the Staffs recommendation, the Conunission appxoves AEP-Ohio's requests to
retain the pollution control bonds contingent upon a filing with the Comuiission
demonstrating tha.t AEF-Ohio ratepayers have not and will not incur any costs associated
with the cost of servicing the associated debt. More speciffcall.yr AEP-Ohio ratepayers
shall be held harmless for the cost of the pollution control bonds, as well as any other
generation or generation related, debt or inter-company notes retained by AEP-Ohio. AEP-
Ohio shall file such infonnation with the Commission, in tlus docket no later than 90 days
after the issuance of this Order. Accordingly, the Commission finds that, subject to our
approval of the corporate separation plan, the electric distribution utility should divest its
generation assets from its noncompetitive electric distribution utility assets by transfer to
its separate competitive retail generation subsidiary, GenResources, as represented in this
modified ESP. The Company states that it has notified PJM of its intention to enter PJM's
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auction process for the delivery year 2015-2016. The Co?nmission wifl
review the

re^ahiing issues presented in the Company's Corporate Separation Case.

in regards to the contract between AEP-Ohio and GenResources, FES contends that
aftex corporate separation AEP-Oluo cannot simply pass-through the generation revenues
it receives without evidence that the cost are prudent consistent with Section
4928.143(B)(2)(a), Revised Code, and AEP-Ohio has done nothing to estabiish that $255 per
MW-day for capacity is prud.ent. The price of $255 perel1MV^ y^unrela ermor r

abovemarket rates, and according to FES, appears
Constellation and Exelon witness Fein testified that 9SU load June ^20 4 through
capacity and an offer for capacity only to serve AEP-O^o's
May 31, 2016, at a cost lower than the Company is proposing as a part of this modified
ESP. Constellation and Exelon emphasize that the PJM tariff does not prohibit an FRR
entity from making bilateral purchases in the market to meet its capacity obligations.
(Constellation/Exelon Ex. 101 at 17-19). FES notes that according to testisnony offered by
AEP-Ohio witness Nelson, the $2551'vIW-day for capacity is not based on costs nor inde)ed
to the market rate. Furthermore, FES points out that AEPSC is negotiating the contract for
both AEP-Ohio and GenResou.rces. AEP-Ohio has no intent, based on the testimony of
Mr. Nelson, to evaluate whether the cost of its contract with GenResources for SSO service
could be reduced by contracting with another supplier. Based on the record evidence, FES
argues that this aspect of the modified ESP does not comply with the requirements of
Section 4928.143(B)(2)(a), Revised Code,. and the contract between AEP-Ohio and
GenResources, after corporate separation does not comply with the FERC Edgar
guidelines, which direct that no wholesale sale of electric energy or capacity between a
franchised public utility with captive customers and a market-regulated power sales
affiliate may take place without first receiving FERC authorization for the transartion
under section 205 of the Federal Power Act. (Tr. at 523-526; FES Br. at 102-105.)

The Commission finds, that once corporate separation is effective and AEP-Ohio
procures its generation fromGenltesources that it is appropriate and reasonable for certain
revenues to pass-through AEP-Ohio to GenResources. Specificall.y, the revenues AEP-
Ohio receives, after corporate separation is impiemented, from the RSR which 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-Ul`1C, generation-based revenues
from SSO customers, and"revenue for energy sales to shopping customers, should flow to
to GenRessources. We recognize, as AEP-o'hio acknowledges and FES discusses in its reply

brief, that the contract between AEP`Oko and ê^e ^^e s Cmodified ESP
approval. We do not make, as a part of our re Company's
application, any expressed or implied endorsement of the terms or conditions of the AEP-

Ohio contract with GenResources, as presented in this case.
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14. GridSMART

The Cornpany's modified ESP application n p^1^^^F^P 1oear^owithftwo
gridSMART rider approved by the Coinrrus
modiEications. First, AEP-tJhio requests that the gridSMART rates for the CSP rate zone
be expanded to the OP rate zone. Second, .AII'-aMo requests that the net book value of

me^^d regulatory of9e
Phasemeters retired as a result of the gridSMART project

accounting purposes. Currently, the net book value replaced
I of the gridSMART project are charged to expense net of salvage and net 'of meter
transfers and included in the over/under calculation of the rider. The Company expects to
complete the installation of gridSMART equipment in Phase 1 and to complete
gridSMART data submission to the U. S. Department of Energy on Phase 1 of the project
by December 31, 2013, with 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-C7hio service territory as part of the proposed DIR program
proposed in this proceeding. (AEP-Ohio Ex. 107 at 10; AEP-Ohio Ex.110 at 9-13.)

QCC and APJN submit that, to the extent that the Company proposes to include
gridSMART costs in the DIR, there are numerous concerns that need to be addressed
before the Company is authorized to proceed. Staff, OGC, and APJN retort that the
Company's proposed eXpansion of the gridSMAR.T project, before any evaluation and
analysis of the success of gridSMART Phase 1, is inconsistent with sound business

priruciples and should be rejected by the Conu i evaluation of Phase 1Piscomplete,^o odr
that the Company not proceed with Phase 2 untfl
about March 31,2014. (Staff Ex.10.5 at 5-6; tJCC/ APjN Br. at 96-97.)

More speci.ficalty, Staff reasons that the costs of the expansion of various
gridSMART - technologies have not been determined, the benefits of the gridSlvIART
expansion defined nor customer acceptance of such technologies evaluated. In addition,
Sxaff claims that the Company has stated that certain components of the aging distribution
infrastructure do not support gridSMART technologies. Despite Staff's position on the
commencement of Phase 2 of the gridSMART project, Staff does not oppose the
Company's installation, at the Company's expense and risk of recovery, of proven
distribution technologies that can proceed independently of gridSlvIART, which address
near term generation reliability concerns, such as integrated voltage variation control
(IWC), and do not present any security or interoperability issues or violate requirements
set forth by the National Institute of Standards and Technology Interagency Report. Staff
endorses the continuation of the gridSMART rider to be collected from all AEP-Ohio
customers. Staff emphasizes that equipment should not be xecover^}.e in the gridSMART
rider until it is instal.led, has completed and passed thorough testin and has been placed

in-service. (Staff Ex. 105 at 3-6; Staff Ex. 107 at 3-13.)
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AEP-Ohio points out that no intervener has expressed any opposition to the
continuation and completion of gricLSMART Phase 1 and, accordingly, AEP-Chio requests

approval of this aspect of the mod'sfied ESI'. ,AEI'-a Ao also requests d^proceedo^^i^e
provide some policy guidance on whether the P Y
expansion of the gridSMART program.

As the Commission noted in AEP-Qhio's FSP 1 Chder:

jIJt is important that steps be taken by the electric utilities to explore
and implement technologies... that will potentially provide long-term
benefits to customers and the electric utitity. GrfdSMART Phase 1'will
provide CSP with beneficial information as to implementation,
equipment preferences, customer expectations, and custoniff
education requirements... More reliabl.e service is clearly beneficial to
CSP's customers. The Comrnission strongly supports the
implementation of AMI jadvanced metering infrastructurel and DA
[distribution automation utitiative], with HAN [horne area network],
as we believe these advanced tec ^e l a^ ^^ better their
AEP-(^hio providing its customers ^'
energy usage and reduce their energy costs.

(ESP 1 Orrier at 34-35.)

The Commission is not wavering in its conviction as to the benefits of grndSMART.
Thus, we direct AEP-0hio to continue the gridSMART Phase 1 project and to ^ mopl^e^the

sreview and evaluation of the project+ We are approv ^thh 31
, ^^'^ c m ietion of the

Phase 2 of the gridSMART project, prior to the
ridSMART Pha ►se 1, with those technologies that have to-date demonstrated

evaluation of g
success and are cost-effective. To require the Company to delay any ^ o^^^o^
installation of gridSMART is unnecessarily restrictive with respect

deployment of successful individual smart grid systems and technologies used in the
project The Company shall file its proposed expansion of the gridSMART project,
grxdSlvIART Phase 2, as part of a new gridSMART application, including sufficient detail

on the eqiuipment and technology proposed for the Conunission to evaluate the
demonstrated success, cost effectiveness, customer acceptance and feasibility of the
proposed techn.ology. However, the Company sh.all include, as Staff recommends, IVVC
only within the distribution invesirnent rider, as IVVC's not exclusive to the gridSMART

or is^ninstall^edy withOut
project. NVC supports the overall electric system reliability and
the presence of grid smart technalogies, althaugh IVVC enhances gridSMART Phase
smart technology to operate properly and efficiently. Furthermore, the gri
1 rider was approved with specific limitations as to the equipment for which recovery
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could be sought, and a dollar limitation.v Any gridSMART investment beyond the Phase
1 pilot, which is not subject bo recovery through the DIR mechasti.m should be recovered
through a rnechanism other than the current gridSMART rider, for example, through a
gridSMART Phase 2 rider. The current gridSMART rider allows for recovery on an "as
spen.t" basis, with audits d.irected toward truing-up expenditcmes with collections through
the rider rate. Keeping subsequent non-DIR, gridSMART expenditures in a new separate
recovery mechanism facilitates enforcernent and a Commission determination that
recovery of gridSMART investment occur only after the equipment is installed, tested, and
is in-service. With these clarifications, the Commission approves the Company's request
to continue, as a part of this modified ESP, the current gridSMART rider mechanism,
subject to 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 customers-

We note that the gridSMART Phase 1 rider was last evaluated for prudency
ed

expenditures, reconciled for over- and under-recoveries and the xate mechanism dJus
in Case No.11-1353-EL-RDR, with the rate effective beginning SeptembeYr 1, 2011. Despite

the Cornmission's February 23, 2012'rejeceion of the
continued consistent with thee Entrythe recovery of the gridSMART rate mechanism

issued March 7, 2012. Accordingly, the gridSMAIZT rider rate mechaniszn approved in
Case No. 11-1353-EL-RDR shall continue at the current rate until revised by the
Commi.ssion. We also note that in Case No.11-1353-EL-RDR, the Commission deducted
an amount from the Company's claim for the loss on the disposal of electro-mechanical
meters. The Coznxnission notes, as we stated in the Order issued August 4, 2011, that we
will address the meter issue in the Company's pending gridSlVIART rider application,
Case No. 12-509-EL-RDR, and nothing in this Order on the modified ESP should be

interpreted to the contrary.

15. Transmission Cost Recoverv Rider

Pursuant to Commission authority, as set forth in SectiOn 4928.055(A)(2), Revised

Code, and the rules in Chapter 4901:1-36, O.A.C., electric utilities may seek recovery of

tran^mission and transmission-related costs. Through this modified ESP, AEP-Oluo
proposes only that the transmission cost recovery rider (TCRR) mecharasms of the CSP
and OP rate zones be combined. The Company proposes no other changes to the TCRR
mechanism as a part of this ESP. (AEP-Ohio Ex.111 at 6-7; AEP-Ohio Ejc.107 at 8.)

The Commission notes that -d-ke current #^e TpCRR mechanism any place
or under-

recovery

operates appropriately. As struchu'ed, with h
recovery is accounted for in the next sernji-annu.ai ^or customers with the cornbining of the
reason, we do not expect any adverse rate unp
CSP,and OP TCRR rate mechanisms. Given the merger of C'SP into OPF effective as of

27 EaP 1 Order at 37-38; ESP 1 Entry on Rehearing at 18-24 {Ju2y 23. 20(9}.
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December 31, 2011, the Commission finds AEP-Ohio's request to combine the TCRR
mechanism to be reasonable. The Cominission direccts that any over-recovery of

transmission or transmissiorrrelated costs, as a result of combining the TCRR mediardsms,

be reconciled in the over and under recovery component of the Company's next TCRR

rider update.

16. Enhaneed Service Reliabili Rider

As part of AEP-Ohio's ESP I case, AEP-Ohio proposed an enhanced service

reliabiliiy rider (ESRR)- program which included four rompor:ents, of which only the

transition to a cycle-be.ged vegetation management program was approved by 'the

Cornrni.ssion. In this modified ESP, AEP-Olv.o requests continuation of ^^^d t
the
he

Comp
Companyany `s trart

proposes
siti the unification of the ESRR rates for each rate zone into a single rate,

adjusted for anticipated cost increases over the term of the ESP, with carryin.g cost on
capital assets and annual reconciliation. AEF-Ohio adrruts that before the initiation of the
transitional vegetation management progfam, the number of tree-related circuit outages
had gradually increased. However, the Company states that with the initiation of the new
vegetation management program, the number of tree-caused outages has been reduced

from a
and service reliability has improved. AEP-Ohio proposes to complete the transitiall of the
performance-based program to a four-year, cycle-based triinming p Sr
Company's distribution circuits as approved by the^n mm i ^ pl oP^t^ ^ a
However, the Company notes that the vegetation Ynar^ag P BSP and
five-year transition program and, as a result of the delay in adopting a second
increases in the expected costs to complete implementation of the cyde-based trimming
program, it is now necessary to extend the imPlementa.tion period to include an additional
year into 2014. AEP'-Ohio requests incremental fundding for 2014 for both the comPletion
of the transition to a cycle-based vegetahon'nanagem'ent program of $16 miUion and an
incremental increase of $18 million annually to maintain the cycle-based program. (AEP

Ohio Ex. 107 at 8; AEP-Ohio Ex. 110 at 5-9.)

Staff supports the continuance of the ESRR through 2014 but not any cost incurred
the Company's transition to a four-year, cycle-

thereafter. Staff reasons that after 2014,
based vegetation management program will be complete and regular rnaintenance

pursuant to the program will be part of the Company's ^or^^° Further,rstaff argues
which should be recovered through base rates not through
that the ESRR funding level for the period 2012 through 2014 is overstated due to the
increased ESRR baseline reflected in the Company's recent distribution rate case?s
According to Staff, to reach the rate base in the Stipulation in the distribution rate case,

^S#aff agreed to an increase in the revenue requ^rement for CSP and OP which incorporated
an annual increase in vegetation management operation and ianaintenance expense of $17.8

28 In re AEP-0'hio, Opinion and Order, Case No.11-351-ET-AIIt, et al. (December 14,2011).
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rnillion annually for 2012 through 2014 over its recotnuneeratton and mainnance expense
that reason, Staff asserts that vegetation m^ the ^ od 2012 through 2014. Further, Staf#
must be reduced by $17.8 million annuallY ^ to Rule 49(}1:1-10-
recommends that the Commissior► direct AEP-{71nio to file, pursuant

2013, a revised vegetation
27(E)(2) and (3), O.A.C., by no later than December 31,
management program which commits the Company to complete end-to-end trirruning on
all of its distribution circuits every four years beginning ]anuary 1, 2014 and beyond.

(Staff Ex. 106 at 1114: Tr. at &163-4365.)

AEP-Ohio retorts that 'Staff ignores the fact that the Stipulation, and the
Commission Chder approving the Stipulation, in the Company's dxstribution rate case do
not detail any increase in the ESRR baseline. AEP-Ohio rrt ^ and ^p ^°^ sine
reject Staff's view of the rate case settlement as ppo
issuance of a final, non appealable order in the case. As to Staff's proposed teiznination of
funding after 2014, the Company offers that such would undermine the benefits of the

cyde-based #ximmi,ng. (AEP-Ohio Reply Br. at 76-77.)

The Commission concludes that while the Stipulation in the distribution rate case
reflects an increase in the baseline operations and maintenance expense from the level
recommended in the Staff Report, there is no evidence in the Stipulation or the

Cominission's Order adogting the Stipulation W the e management progrllam.
increase in operations and ^ma.intenance expense for geaton
Accordingly, the Commission approves the continuation of the vegetation management
program, via the ESRR, and merger of the rates, as requested by the Company for the term
of the modified ESP, through May 31, 2015. Withu' 90 d$Ys after the conclusion of the
ESRR, the Company shall make the necessary filing for the final year review and
reconciliation 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) and (3), O.A.C., by no later
than December 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 Order.

7.7. Ener Efficien and peak T3emand Reduction Rider

Through this modified ESP, the Company propose5 th-e continuation of the
EE/PDR Rider, with the unification of the rates into a single rate. The EE/PDR rider

would continue to be, as it has been sin.ce its adOptio^^ eor^e EE/PDR ^ r^ is
annually. AEP-ahio notes the proposed regulatory accounting f
over-under accounting with no carrying rharge on the investment and no carrying charge
on the over/ under balance. The Company states that it has developed energy efficiency

and demand response programs for all cus^o ^ saveve approximatety $6 0
implementation of the programs customers have th potential

29 ESP 1 Order at 41-48' ESP I EOR at 27-31.
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ams. Further, the EE/ PDR

million in reduced electric service cost over the life af the pr o testified that its energy
programs cause power plant ernissions to be r f^-20^ ough 2011 have been very
efficiency and peak demand response prograim request
successful in meeting the benchmarks- Staff endorses the Com ^^x2^Staff I3r. at 31 ^^ue
the EE/PDR rider. (AEP-Ohio Ex.107 at 8; AEF-Q^o Ex. 118 at

PDR rider rates for the CSP and
The Commission approves the merger of the EE fthe continuation of the EE/ PDR rider

OP rate zones and, for the term of this modified ESP, ed in each of the Company's
as adopted in the ESP 1 Urder and subsequentty co^m analysis of the IRP-D
succeeding EE/PDR cases. In addition, as we etablished in our ranal^ ^ for AEZ'-CMo
credit, because the IRP D credit promotes energy efficienc'Y, it is app p

costs associated with the IRP-D ^d^ the EE/PDR rider, as opp^ to the
to recover any
RSR Further, the Comsrussion directs AEP-C^hia to take P^g appropriate thee next PJM base
bid the energy efficiency savings funded by the EE/PDR af the FSP.
residual auction and A subsequent auctions held during the

18. Economic Develo ment Rider

AEP-Cphio's modified ESP application request approval to continue, wth one

dification, the non bypassable Economic Development uRid^^{EiD^ *The EDRwith newormo
m^hanism recovers the costs, incentives, and forents for ecanomic development and
expanding Comn^issionapproved special arrang of each customer's base
job retention. As currently designed, the EDR rate is a component
distribution rates. The Company wishes to merge the in all otherfrespects Pproved by
into a single EDR rate with the EDR rate to continuethe C 's subsequent EDR cases. As
the Commission in the ESP C^^ a^ the ^R ^yupdated periodicaIly and the
currently approved by the with no carrying charge
regulatory accountng for the EDR, being over-under acco^^,g v ^^ve^d balance.

interest carrying ct^ar$ economy ason the investment and a long-term the
rts:Ohio s effectiveness in global

AEP-Ohio states that the EDR supp+o -0^o asserts that the proposed EDR is
required in Section 4928.02(N), Revised Cade: AEZ' A^^hio Ex.111 at 3, 7

reasonable and should be adopted as P EFOhio Ex. 118 at 7 13 )
and Ex. DMR-5; AEP-Ohio Ex.107 at 8; A

al (Staff Br. at 31). However, OCC and
Staf# supports the Company`s EDR proPos(nly an distribution revenues as

APjN argue the C°mFanY allocates^^butionltransmissi n and generation) between the
opposed to current total revenues (
customer classes in compliance with Rule 4901:1-35-0$(A), 4.A'C _3° OCC and APJN nOte

30 Rule 4901:1-38-08(A)(4), ®.A.C., sta#es:

The auaownt of the revenue recovery rider shall be sp'cead ti0 all cust'°mm 'n proportion

to the current revenue distribuiior between and
among classes, subject to chan.ge,
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that the Cominission approved Dayton Power & Light Compar►y^^ oaa P^^ ^°n with a

similar allocation to the one they are proposing .AEP-ahio be eq

The Company argues that because transmission and generation revenues are
that OCC s and APJN's proposal would

recovered only from its nonshoppi-ng customer^ ible for a greater share of the delta
aciv.ally result in residential customers being Po^
revenues than under the current allocation meth^d a^e^y^^^ ^o^ r^^ ^

paid by shopping and non-shopping c^t^C in the BSP 1 cases and requests that the
Commission rejected this same proposal by e in the allocation methodology. (^'^hio
Commission again reject the proposed chang

Reply Br. at 78.)

The Commission rejects OCC's and APJNs request to revise the basis for the EDR
-hoping

allocation, given the fact that the EDR is a non-bypassabl ^he EDR acts fromftract new
and non-shopping customers alike. We recognize that

of existibusiness and to facilitate the expansion ng bus^to customers in its service
AEP-Ohio to effectively promote economie development
territories, and continue its positive corporate presence m' fi^d it reaso b^ for AfiP' to'
as evidenced by mul.tipie witnesses at the public hearings, weQhio, at a manimum, for the entire term
maintain its corporate headquazters in Columbus,

his ESP and the subsequent collection period associated with the deferral costs
bof tincluded in the RSR. Furthex, the Commission finds that, the EDR, as a non ypassable

and nan-shopping customers. Therefore,
rider, is recovered frvm all A.EP-0hi.o shopping
we approve the Company`s request to merge the EDR rates for the CSPeando OP raate p^

uslyinto a single rate and to otherwise contin 1 Order, as revised o^larfed in its subsequent
by the Cornma.ssion in the Company's FSI'
EDR proceedings.

Additionally, in light of the extenuating econo ^ow^ Fund, to be funded 1bY
hereby orders the Company to reinstate the O o
shareholders at $2 million per year, or portion thereof, ^ m $ ^^ es ^r^^ t^pport and
Ohio Growth Fund creates private sector economic deve p
work in conjunction with other resources to attract new investment and improve job

growth in Ohio.

a}3erata®n, vr aneciificaiion by the comtnission The electrio utility shall ffle the projes#ed

impact of the proposed rider on
all customers,by customer ola9s•

31 Sm In re Dayton Power & Light Company. Case No. 12-815'EURDR, Order (Apri125, 2012).
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19. Storrn Dama¢e Recoverv Mechanism

-68-

AEP-Ohi.o proposes a storm danmage recovery mechanism be created to recover an.y
incremental expenses incurred due to major storm events (AEP-Ohio Ex.11U at 20). AEP-
Ohro provides that the mechanism would be created in the amount of $5 xnillion per year
in accordance with the settlement in Case Nos. 17.-351-EIrAIR and 71-352 EL-AIR. In

support of the storm damage recovery mechanisn -Q^ e EO fkundswouldtbewndthat absent the mechanism, forecasted operation a
diverted to cover the expense of major storms, which could disrupt planned

m,aintenan,ce gctivities and impact system reliability. The detemzinat.ion of what a major
storm is or is not would be determined by methodology outlined in the IEEE Guide for

Electric Power Distribution Reliability Indices, as 4t astorm ^ d either become a
(Id.) Any capital costs that would be incurred due major
component of the DIR or would be addressed in a distribution rate case (Id. at 21). Upon

approval of the storm damage recovery mechanism.n stormAEP-Oluo ^ e^rthe g

incrementa

the
distribution expenses above or below the $5 millo xPe^e
effective date of January 1, 2012 (AEP-Ohio Ex. 107 at 10).

OCC notes that while AEP-Ohids actual storm costs expenses are currently

unknown, it is likely that AEP-C1hio will incur mothan $5 miU^'xonabasey d& g ^on per

that
approximatelyfad^ ^^^y thewhich indicates the average annual expenses amount

year (OCC Ex. 114 at 20-21). In addition, OCC explains charges not be
carry charge rate for any storm damage deferrals, but suggests'the carrying
calculated using AEP-Qhlo's WACC, as the mechan.ism does not include capital costs
(OCC Br. at 97-98). OCC suggests that AEP-ohio utilize its cost of Iong term debt to

calculate carrying charges (Id.).

In establishing its storm damage recovery mechanism, P►E1'-Qhio failed to specify

how recovery of the deferred asset would actually work or would occur. As proposed, it

is unknown when AEP-Zahio would seek recovery
y, or whether anythutg over or under $5

million would become a deferred asset or liability. As it currently stands, the storm

damage recovery mechanism is open-ended and should be modifa.ed

Therefore, we find that AEP-Ohio may begin deferral
sul 'ect to the following

distribution expenses above or below $5 million, per year,^ ^,^^o shall
modifications. Further, throughout the term of the modified ESP,
maintain a detailed accounting of all storm expenses wifl-dn its storm deferral account,
including detailed records of all incidentai costs and capital costs. AEP-Ohio shall provide
this information annually for Staff to audit to determine if additional proceedings are

•necessary to establish recovery levels or refunds as necmary.

In the event AEP-Ohio incurs costs due te a separate nan ^by December 31
storms, AEP-C)hio shali open a new dock.et and fd paz,ate aPPlica
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each year throughout the term of the modified ESP, if neressary.. In the event an
application for additional storm damage recovery is filed, AEP-Ohio shall bear the burden
of proof of demort.strattng all the costs were prudently incurred and reasonable. Staff and
any interested parties may file comments on the application within 60 days after ABP-
Ohio dockets an applica.tion. If any objections are not resolved by AEP-Ohio, an
evidentiary hearing will be scheduled, and parties wi.ll have the opportunity to conduct
discovery and present testimony before the Commission. Thus, C7CCs concern on the

calculation of appropriate carrying charges is premattzre.

20. Other Issues

(a) Curtailable Service Riders

In ESP 1, based on the lack of certain inforination in the record, the Commission
determined that customers under reasonable arrangements with AEP-0hio, including, but

not limited to, energy efficiency/ Peak de ^ d^d other s ^sffe schedules that
development arrangements, unique arrangem , Pecial t^
offer service discounts from the applicable tariff rates, are prohibited from also
participating in a PJM demand response program (DRP), unless and until the Commission
decides otherwise (First ESP EOR at 41). While the Commission opined on the ability of
customers in reasonable arrangements with AEP-Ohio to participate in PJM DRPs, the
Commission did not, in the context of the ESP 1, address the ability of AE1'-Ohi,o's retail

customers to participate in PJM DRPs.

On March 19, 2010, in Case Nos. 10-343-EL-ATA and 10-344-ELrATA, AEP-Ohio
filed an application to amend its emergency curtailment service riders to permit customers
to be eligible to participate in AEP-Ohio's DRPs, integrate their customer-sited resources
and assign the resources to AEP-Ohio to meet with the Company's peak demand
reduction mandates or conditional retail partici.pation in PJM DRPs.

As a part of this modified ESP, giEP-Ohio recognizes customer participation in the

pJ1bI directly or through third-party aggregators and proposes to eliminate two tariff

services, Ri.der Emergency Curtailable Services and Rider Price Curtailable Service, as no
this

customer currently receives service pursuan
l on erthrider.e basis that

EnerNOC
suppo^rts the

aspect of AEROhio's modified ESP application

provisions of Section 4928,02(D), Revised Code. (AEP-Ohio Ex. 100 at 9; AEP Ohio Ex.

2? 1 at 9; EnerNOC Br. at 5-6.).

We concur with the Company's request. Accordingly, the Company should

eliminate Rider Emergency Curtailable Services ^^ ^^d 1a^44-. L
E bA A^loese^doof

its tariff service offerings and Case Nos.

record and dismissed.
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(b) Customer Rate Imoact Can

-70-

In order to ensure no customers are unduly burdened by any unexpected rate
impacts, as weil as to nutigate any customer rate changes, we direct AEP-Ohio to cap
customer rate increases at 12 percent over their current ESP I rate plan bill schedules for
the entire term of the modified ESP, pursuant to our authority as set forth in Section
4928.144, Revised Code. The 12 percent limit shall be deterrruned not by overall customer
rate classes, but on an individual customer by customer basis. The customer rate impact
cap applies to items approved within this modified ESP. Any rate changes that arise as a
result of past proceedings, including. any distribution proceedings, or in subsequent
proceedings are not factored into the 12 percent cap. Further, the 12 percent cap shall be
nornialized for equivalent usage to ensure that at no point any individuai customer's biIl
impacts shall exceed 12 percent_ On May 31, 2013, AEP-Ohio should file, in a separate
docket, a detailed accounting of its deferral impact created by the 12 percent rate cap.
Upon AEP-Ohio's filing of its deferral calculations, the attorney examiners shall establish a
procedural schedule, to consider, among other thinbs, the deferral costs created, and the
Commission wwiIl maintain the discretion to adjust the 12 percent limit, as necessary,

throughout the term of the ESP.

(c) AEPwOhio's (^utstandinZ FERC Reauests

The Comn-ission takes notice that American Electric Power Service Corporation
filed a renewed motion on AEP-Ohio's behalf for expedited rulings on July 20, 2012, in
FERC docket numbers ER11-2183-001 and EL11-324t)0. In the event FERC takes any
action that may significantly alter the balance of this Commission's order, the Commission
will make appropriate adjustments as necessary. Specif ically, pursuant to Section
4928.143(F), Revised Code, at the end of each annual period of this modified BSP, the
Cvmmission shall consider if any such adjustments, includ.ing any that may arise as a
result of a FERC order, lead to signi£i.cantly excessive earnings for AEP-Uhio. In the event
th.atthe Commission finds that AEP-Ohio has significantly excessive earnings, AEP-Ohio

shall return any amount in excess to consumers_

IIL iS THE PRUPOSED ESP M©RE FAVORABLE iN THE AGGREG U^D^
COMPARED TO THE RESULTS THAT WOULD C''^ERWISE APPLY

SEC1'I0N 4928142 REVISED CODE.

AEP-Ohio contends that the ES$, as proposed, including its pricing and all other
terms and conditions, is more favorable in the aggregate as compared to the expected
results that would otherwise apply under an MRO. To properly conduct the statutory test,
AEP-Ohio states that the proposed ESP must be viewed in the aggregate, which indudes
the statutory price test, other quantifiable benefits, and the consideration of non
quantifiable benefits (AEP Ex. 114 at 3-4). In evaluating all of these criteria, AEP-Ohio
witness Laura Thomas concludes that the proposed ESP, in the aggregate, is more
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favorable that the results that would otherwise apply under an MRO by apprrncimatel.y
$952 million (AEP-Ohio Ex. 115 at Exhibit LJT-1, page 1). fn addiBon, Ms. Thomas states
that there are numerous benefits that are not readily quantifiable (Id.).

In conducting the statutory price test, Ms. Thomas explains that she utilized Section
4928.20(J), Revised Code's interpretation of market prices for guidance in determining the
competitive benchmark price. In establishing the competitive benchmark price, AEP-Ohio
used ten components, including the capacity component, which includes the capacity cost
that a supplier would incur to serve a retail customer within AEP-Ohio's service territory
(AEP-Ohio Ex. 114 at 15). AEP-Ohio concluded that the capacity cost to be utilized in the
statutory price test should be $355.72/ MW-day, based on the notion th.at AEP-Ohio will be
operating under its FRR obligation and the full capacity cost rate for AEP-Ohio should be

utilized in the competitive benchmark o s'^^ ESP is more favorable an MRO by
concludes that the statutory prnce test sh
$256 rnilli.on (AEP-(Jhio Ex. 114 at LJT-1 page 3). Ms. Thomas also conducted an
alternative 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 than an

No.
MRO $80 million (Id. at LJT-5 page 2). In light of ae Co° Yo^d re Uit in th^e MRO
10-2929, AEP-Ohio indicates the use of the $188 .88 capacity price
being slightly less favorable by $12.6 million, but when factoring in AEP-Oli.io's energy-
only slice-of-system auction the statutory price test comes out almost even, with the MRO
being slightly more favorable by approxi,mately 2.6 million (AEP-Ohio Reply Br. at 97-99,

Attachment B).

In addition, as AEP-Ohio explains that the statutory test requires the proposed ESP
be reviewed in the aggregate in addition to the price test, other quantifiable benefits need
to be considered. Specifically, AEP-Ohio points to capacity price discount from AEP-
Ohio's $355.72/MW-day to the two-tier discounted capacity pricing for CRES provides,
which results in a benefit of $988 million In addition, in her aggregate test, Ms. Thomas
acknowledges that while the RSR is a benefit of the proposed modified ESP, the RSR will
cost $284 million during the term of the modified ESP. Ms. Thomas explains that the GRR
should not be considered in the aggregate analysis as the results would be the same under
the proposed ESP or an MRO, but notes if the Commission determines otherwise the
consideration of GRR would reduce the quantifiable benefits by approxixnately $8 xnillion-

By taking these additianal quantifiabie factors
th
into

at the total quantifiable benefitse o

reswip
f the

under the statutory test, AEP-Ohio asserts
modified ESP are $952 million based on the statutory price test using $355.72/MW-day

(AEP-Ohio Ex. 115 at LjT-1).

Regarding non-quantifiable benefits, AEP-Ohio states that the modified ESP will
provide price certainty for SSO customers while presenting increased customer shopping
opportunities. AEP-Ohio provides that the modified RSP will ensure financial stability of
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AEP-Ohio and provides for a necessary transition towards the competition also
acknowledging .AEPAhio's existing contractual and FRR obligations. AEPA^o
opines that the modified ESP advances state policies and is consistent with Section 4928.02,

Revised Code.

In addition to the statutory test conductedAII'^n 4928.143, evised Code.
other parties conducted the statutory test pursuant actuall ind'zcates that the
[7CC, FES, IEU, DER and Staff allege that the statutory pri^ test Y
modified ESP produces results that are less favo^ab^e ^ b^what n ^5^^ Ex.otherwise

^aDE1R
under an MRO by figures ranging from $50 milho $
Ex. 102, IEU Ex. 125, FES Ex. 104, and Staff Ex. 110). Specifically, OCC witness Hixon
points out that AEP-Ohio's assumption of a$355;72/ 1VIV11-day capacity charge is
inappropriate, but rather, the capacity charge approved by the Commission in Case No.

OCC notes that any costs associated with the
10-2929-EL-UNC should be utilized. Further,
GRR should be included in the statutory test as the GRR would not be available under an
MRO (Id. at 14-17). In addition; OCC points out that in considering any non-quantifiable
benefits associated with the modified ESP, the aggregate test should consider additional
costs to customers associated with items such as the DIR, ESRR, and gridSMART rider,
which, while not readily quantifiable, are currently known to be costs associated with the

modified ESP (Id. at 18).

FES and IEU raise similar concerns in utilizing AEP-flhio's $989 million as a
quantifiable benefit. FES states that the Coxnrnission previously found the consideration of
discounted capacity pricing cannot be considered a benefit because it is- too speculative
(FES Ex. 104 at 14-16, IEU Ex. at 50-53). IEU, DER, and FES a market-based capacity
overstated the competitive benchmark price by failing inclu
price, and failed to properly consider the costs associaU a^^ DER FxQa0E2 at 3-6).dN1r.
the RSR, GRR, and possibly the PRR (FES at 16-25, for
Scbnitzer also concluded that the statutory test indica ^^modifi.ed ESP would harm

worse
the

customers than the Stipulation ESP, and approval ability
development of a competitive retail market b l^ting CRES providers' tY provide

alternative offers to customers (FES Ex. 104 at 3841).

IEU, DER, and OCC argue that Ms. Thornas incorrectly assurnedC the
Commission

blending requirement should have been accelerated, as it is unlikely the
would authorize an MRO with any blending other than the fault blending provisions of 70
percent ESP pricing and 30 percent market pricing, as is consistent with Section 4928.142,

Revised Code (DER Ex at 3-6, OCC F x.114 at 8-9)•Further, f Ithe statutory tese anals s, as
consider the June 2015 to May 2016 deliver year as part of

is seeking Comrnission approval to conduct fix 125 ag) ^^e ^ load
beginnin.g in June 2015 under this modified application (IEU
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Staff witness Fortney conducted the statutory test by blending the market rate with
the SSO rates putsuant to Section 4928.142(D), Revised Code, but noted that the market
rate is extremely uncertain due to volatility of forward contract prices. Mr. Fortney
calculated the average rates under AEP-tOhio's modified ESP and compared them to the
results that would occur under an MRQ on RPM price capacity, $146.41, and $255. Mr.
Fortney concluded that under all three scenarios the modified ESP is less favorable, but
noted there are other non-quantifiable benefits, including AEP Ohio's transition to
competitive markets, which would be achieved more quickly than through an MRO (Staff
Ex. 110 at 3-7). FFS revised W. Fortney's statutory price test using the $188.88 price of
capacity and concluded an MRO would be less expensive by $277 million (FES Reply Br. at

B-1).

The Commission finds that, while AEP-Ohio made multiple errors in conducting
the statutory test, we believe that these errors are correctible based on evidence contained
within the record. Under Section 4928.143(C)(1), Revised Code, we must determine
whether AEP-Ohio's has sustained its burden of proof of indicating whether the proposed
electric security plan, as we've modified it, including its pricing, other terms and
conditions including any deferrals and future recovery of deferrals, is more favorable in
the aggregate as compared to results that would otherwise apply under Section 4928.142,
Revised Code. Further, we must ensure our analysis looks at the entire modified ESP as a
total package, as the Supreme Court of Ohio has held that Section 4928.143(C)(1), Revised
Code, does not bind the Commission to a strict price comparison, but rather, instructs the
Commission to consider other terms and conditions, as there is only one statutory test that

loolcs at an entire ESP in the aggregate (In re Colum.bus S. Power Co.,1?-8 Ohio St. 3d 402.

407).

Therefore, as AEP-Ohio presented its analysis of this statutory test, we first look at
the statutory pricing test, and then wili explore other provisions, term, and conditions of
the proposed ESP that are both quantifiable and non-quantifiable. In considering AEF-
Ohio=sstatutory price- test, consistent with Section 4928.143(C)(1), Revised Code, we must
look in part at the price AEP Ohio's proposed ESP, as we've modified it, with the price of
the results that would otherwise apply under Section 4928.142, Revised Code. The way
AEP-Ohio calculated its statutory price test precludes us from accurately deternnining the
results that would otherwise apply under a mazket rate offer, as it begins its analysis on

June 1, 2012.

To accurately determine what would otherwise apply under Section 4928.142(A)(1),
Revised Code, for the purposes of comparing it with this modified ESP, we begin by
looking at the statute for guidance. Section 4928.142(A)(1), Revised Code, mandates that
any electric distribution utility that wishes to establish its standard service offer price
through a market rate offer must ensure the competitive bidding process provides for an
open, fair, and transparent competitive solicitation process, with a clear product definition,
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standardized bid evaluation criteria, oversight of the process by an independent third
party, and an evaluation of the submitted bids prior to selecting a winner. For the
Commission 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 AEP-OhiO to immediately establish an
alternate plan under Section 4928.142, Revised Code, that meets all the statutory criteria'
Therefore, for the Commission to appropriately compare the price coa ►ponents of tYus

modified ESP with the results that would otherwise apply under Section 4928.142, Revised

Code, we must determine the amount of time it would take AEP-0a o t^op14928.142,
standard service offer price with what would otherwise apply u

Revised Code.

As FES witness Banks testified, a June 1, 2013 start date would provide AEP-C?hio
sufficient time to plan for auctions, develop bidding rules, and the auction structuxe, alI of
which are requirements of Section 4928.142, Revised Code (FES Ex. 105 at 20)_ In light of

this testimony, we believe that we should begin e^u ^t ^^ e^statutory
would otherwise

approximately ten months from the present,
apply. Therefore, in considering this modified ESF price test forthe^pede
apply under the statutory price test, we will conduct the statutory
between June 1, 2013, and May 31, 2015.

Further, in conducting the statutory price test, Ms. Thomas erred by utilizing
$355.72/MW-day for the capacity component of the competitive benchmark price• This
number was unilaterally determined by ABP-Ohio and justified as AEE'-Ohio's cost of

capacity, which is entirely inconsistent with the Commission's
AEP-Ohio's use of Et1Pie

{7hio's cost of capacity being $188.88. Alth gi' we believe
$355.72/MW-day capacity figure is flawed, we are not persuaded by parties who argue
the-capacity componentshould be market based and reflect RPM prices. These parties fail
to consider that AEP-Ohio, as an FRR entity, will be supplying capacity for its customers
throughout the term of this ES1', whether the customer is an SSO customer or the customer
takes service through a CRES provider. Thus, even under the results that would otherwise
apply consistent with Section 4928.142, Revised Code, due to AEP-t)hio's remaining FRR
obligations, it would still be supplying capacity to aII of its customers through 2015. We
find it is inappropriate to consider market prices in establishing this capacity component,
even though RPM prices are consistent with the state compensation mechanism, as AEP-
Ohio is and wiIl remain an FRR entity for the immediate future. In condueting the
statutory price test, we shall use AEP-Ohio's cost of capacity of $188.88, as supported by

Case 10-2929, for the competitive benchmark.
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Next, we need to address the appropriate blending method under the statutory
price test for the period of]anuary 1, 2015 through June 1, 2015• in light of the clearly

defined statutory blending percentages containeoductin^Dwe
Revised

Code, as well as past Comrnission precedent in conducting the statutory price test,
not find it appropriate to use a 100 percent blending rate for the final five months of the

modified ESP. See Duke Energy (7hio, Case No. 10-25586-ELSSO (February 23, 2011).
Accordingly, we need to adjust the percentages of the MRO pricing component that is

and
indicated in AEP-0hio's reply brief to 90 percent

between June 1, servicepercent of the expected market price for the period
consistent with Section 4928.142(D), Revised Code, and increase the MRC.3 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 mdicates the modified ESP is more
favorable than the results that would otherwise occur under Section 4928.142, Revised

Code, by approximately $9.8 miI].ion.

Our analysis does not end here, however, as we must now consider the proposed
ESP's other provisions that are quantifi.able. As we previously established in the
December 14, 2011, Opinion and Order, we believe AEP-Ohio must address costs
associated with the GRR, as it is non-bypassable pursuant to Section 4928.143(B)(2)(c),
Revised Code, and thus would not occur under an MRO. Therefore, the costs of

approximately $8 million must be considered the costsassoc^iated with the GRR are
ehat the GRR is a placeholder rider, but we find that
known and should therefore be induded in the quantitative benefits. Likewise, we must
consider the costs associated with the RSR of approxiinately $388 million in our
quantitative anatysis 3a The inclusion of any deferral amount does not need to be included
in our analysis, as it would still be recovered under an MRO pursuant to the CommissYon's

decision in the Capacity Case. After including the t^the RSR and $8 ornillion^Pfor
by $9:8-million, and the quantifiable costs of $388 ^on under
the GRR, we fmd an MRO, is more favorable by approximately $386 million.

Fy statute, our analysis does not end here, however, as we must consider the non-
quantifiable aspects of the modified ESP, in order to view the proposed plan in the
aggregate. We acknowledge that there may be costs associated with distribu.tion related

32 The RSR determiYaation of $388 million as calculated by tak.mg the $508 milli.on 11SR recovery amount and

subtract,,n.g the $1 figvxe to be devoted towards the Capacitŷ̂  a^ '' when w^ nsidear the êbotal.
will occur under either an F5P or an MRO. Using LJT-5 in
connected load of 48 nnil]ion kWh and muttiply it by $1 over the term of the modified ESI'. we reach a
figure of $144 miUion to be devoted towards the Capaaci.tY Case deferral. However, as the RSR remcovery
amouuxt increases to $4/MWh in the finai year of the modified ESP, we also ntust account for an increase
in the RSR of $24 miflion, which is also calculated by connected load in LJT-5. Therefore, the actual

entonnt which should be incEuded in the test is $388 million.
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riders and the gridSnUrt and ESRR that currently are not readily quanti^'iable, we believe

any of these costs are significantly outweighed by the non-quantifiable benefits this
modified ESP leads to. Although these riders may end up having costs associated with
them, they would support reliability im.provements, which will benefit aii AEP-Ohi.o
customers, as well as provide the opportun2ty for custome;s to utilize efficiency programs
that can lead to lower usage, and thus tower costs. Further, these costs wi31 be mitigated

by the increase in auction percentages, including the slice-by-slice auction, as we modified

ta ten percent each year, which will offset some of these
to 60 percen o

test
f AEPacceleration themoderate the im.pact of the modified ESP. Further, the

Ohio's energy only auction by June 1, 2014, not only enables customers to take advantage
of market based prices, but also creates a qualitative benefit which, while not yet
quantifiable, may well exceed the costs associated with the GRR and RSR-

in addition, while the RSR and the inclu.sion of the deferral wi.thi^Re l ^ ^d the

most significant cost associated wlth the mod^ed ESP, but for the
impossible for AEP-Ohio to completely participate in full energy and capacity based
auctions beguudng in June 1, 2015. Although the decision for AEP-Og y t pP a^ition
towards competitive market pricing is somethi.ng this Commission stron 1 supports and

Senate Bill 221, the fact remains that the
the General Assembly anticipated in enacting
decision to move towards competitive market pricing is voluntary under the statute and in
the event this ESP is withdrawn or even replaced with an MRO, there is no doubt that
AEP-Ohio would not be fully engaged in the competitive marketplace by June 1, 2015.

The most significant of the non qu.antifiable benefits is the fact that in just under
two and a half years, AEP~Ohio will be delivering and pricing energy at market prices,
which is significantly earlier than what would otherwise occur under an NIRC? option. Tf
AEP-Ohio were to apply for an MRO it is not feasible to conclude that energy would be at
market prices prior to June 1, 2015, even if the CoYnmission were to accelerate the
percentages set forth under Section 492$.142, Revised Code. Thirteen years ago our
general assembly approved legislation to begirl paving the way for electric utilities to
transition towards market-based pricsngr and provide consumers with the ability to choose
their electric generation supplier. While the process has not been easy, both Senate
that this plan will result in the outcome the general assembly. intended under

Bill 3 and Senate Bill 221, and this modified ESP is the T the modified ESP willle d
accomplished in less than two and a half years- Furthe ► while
us #owards true competition in the state of Ohio, it also ensures not only that customers

will have a safe harbor in the event there is any uncer^ table, mbut al o^that AEP-Qhio
having a constant, certain, and stable option on
maintains its financia]. stability necessary to continue to provide adequate, safe, and
reliable service to its customers. Accordingly, we believe these non-quantifaaable benefits

significantly outweigh any of the costs.
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Th.erefore, in weighing the statutory price test s"rhich favors the modified ESP by

$9.8 million, as well as the quantifiable costs and benefits gP, is more avor^ b1e in
ESP, and the non-quantifiable benefits, as we find the modified
the aggregate than what would otherwise apply undler an MRO.

W. CONCI.USION

Upon consideration of the modified ESP applicationfilod by o^sY^a the
the

provisions of Section 4928.143(C)(1), Rev2sed. Code, the
modified ESP, including its pricing and all other terms and conda'.ti.ons, induding deferrais

and future recovery of deferrals, as modified by this Order,eirwLSe
more

apply ounder Section
aggregate as compared to the expected results that would ESP should
4928.142, Revised Code. Therefore, the Coxmmission finds that the proposed plan
be aPproved, with the modifications set forth in this Order. ^°d^ed ^d ^tates a
provides rate stability for customers, revenue certau^ty o p
transition to maxket. To the extent that interveners have pxo^pos^ ^onhandoOrd A the

Ohia's modified ESP that the rbeen
su
addressed

ch modifications are denied.
Commission concludes that requests

wiffi
-0hio is directed to file, by August 16, 2012, revised tar^if'

.fs consis2 12 this
^'Order, to be effective with bills rendered as of the first billin.g cycle in September

V. FINDI,NGS OF FACT AND C4NCLUSION OF LAW:

(1)

(2)

(3)

(4)

(5)

OP is a public utility as defined in Section 4905.02, Revised
Code, and, as such, the Company is subject to the jurisdiction

of this Cc,mmission.

Effective December 31, 2011, CSP was merged with and into
OP ccrosistent with the Commission's December 14, 2017 Ord

issued.
in the ESP 2 cases. The merger was confu^med by entry
March 7, 2412 in Case No.14-237t'-EL-uNC

On March 30, 2012, the Company filed modified applications
for an SSO in accordance with Section 4928.141, Revised Code.

On April 9, 2012, a technical conference was held regarding

AEP-Oh.io's modified ESP applications.

Notice was published and public heari.ngs were held in Cantor4
Columbus, ChiUicothe, and Lima where a total of 66 witnesses

offered testimony.
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(6) A prehearing conference on the modified FSP application was

held on May 7, 2012.

(7) The following parties filed for and were granted intervention in.

AEP-Oh.i.o's modified ESP 2 proceeding: IEU, Duke Retail,

OEG, OHA, OCC, OPAE, Kroger, FES, Paulding, APJN,

OMAEG, AEP Retail, P3, Constellation, Compete, NRDC,

Sierra Club, RESA, Exelon, Grove City, AICUO, Wal-Mart,

Dominion Retail, ELPC, OEC, Ormet, Enernoc, iGS, Ohio

Schools, t?hio Farm Bureau Direct, The Ohio Autamobiie
A:ssociation; Duke, DECAM,
Dealers Association, Dayton Power and t.ight Company, NFIB,
Ohio Construction Materials Coalition, COSE, Border Energy

Electric Services, Inc., UTIE; (Surnmit Ethanoi); city of Upper

Arlington, Ohio; Ohio Business Counci.l for a Qean Economy;
city of Hillsboro, Ohio; and CF'V Power Development, Inc.

(8) Motions for protective orders were filed by AE Exe
lon on May

1, 2011, May 2, 2012, by OMAEG, IEU, FES, and

4, 2012, AEP-Ohio on May 11, 2012. The attorney examiners

granted the motions for protective order in the evidentiary

hearing on May 17, 2012.

(9) Additional 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 July 12, 2012.

(10) The evidentiary hearing on the modified ESP 2 was called on
May 17, 20Z2, and concluded on june 15, 2012.

(11) Briefs and reply briefs were filed on June 29, 2012, and Tuly 9,

2012, respectively.

(12) Oral arguments before the Commission were held on July 13,

2012.

(13) The proposed modified ESP, as modified pursuant to this

op.on and order, including the pricing and all other tez^
and conditions, deferrals and future recovery of the deferrals,
and quantitative and qualitative benefits, is more favorable in

the aggregate as compared^^ the ^^ ^vised Code.
results t would

otherwise apply under Secti

-78-
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VI. ORDER:

It is, therefore,

ORDERED, That IBEWs and
proceedings are granted. It is, further,

-7g-

Hiiliard's requests to withdraw from these

ORDERED, That the motions for protective order as discussed herein be granted for

18 months from the date of this Order. It is, further,

ORDERED, That the Company should elin ►
inate ^^^ service ffer^bg^

Services (ECS) and Rider Price Curtailable ServicQ (PCS) frm is,
and Case 1^Tos.10-343-Ei.rATA and 10-344-EL-ATA, closed of record and dismissed. It

further,

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

further,

ORDERED, 'That OCC/ APJN's motion to take administrative notice be denied. It

is, further,

ORDERED, That 4CC/ APjN's motion to strike AEP-Ohio's reply brief be granted

in part and denied in part. It is, further,

ORDERED, That the Company sWI file proposed final tariffs consistent with this
Order by August 16, 2Q12, subject to review and approval by the CommissiorL It is,

further,
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ORDERED, That a copy of this opinion and order be served on all parties of record.

THE PUBLIC UTILITIES COMMISSION OF OHIO

T

Steven D. Lesser

Cheryl L. Roberto

jjTrGNS f vxm

JEntered
0 a

Barcy F. McNeal
Ser.rotary-

Chairman

Andre T. Porter
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Form of an Electric Security Plan-

)
)
)
)
)
)
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Columbus Southern Power Company aLnd )
Ohio Power Company for Approval of )
Certain Accounting Authority. )

Case No.11-349-EL-AAM
Case No.11-350-EL-AAM

I decline to join my colleagues in finding that the quantitative advantage of
$388 million dollars that an MRO would enjoy over the proposed ESP ^^^m^b^y

the non-quantifiable benefit of moving to n^ket two years I do not find that the
than what would have occurred under an MRO. For this reason, the

recovery
including the

proposed modified ESP, as modified pursuant to the op ^^e
order,

pxicing and all other terms and conditions, deferrals and
deferrals, and quantitative and qualitative benefits, more apply under Section
as compared to the expected results that
4928.142, Revised Code. Because of this conclusion, it is unnecessary for me to discuss
further any individual conclusion within the order or feature of the ESP.

eryl L. Roberto

CLR j sc

Entered in the Journal

Aw -os2M
/F/'7'r'Pf e-.P

Barcy F. McNeal
Secretary
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Ohio Power Company for Authority to
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to Section 4928.143, Revised Code, in the
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)
)
}

)
)
)

Case No.11-346-EL-SSO
Case No.11-348-EL-SSO

In the Matter of the Application of )
Columbus Southem Power Cornpany and )
Ohio Power Company for Approval of )
Certain Accounting Authority. )

Case No.11-349-EL-AAM
Case No. 11-350-EL-AAM

CONCURRI1w+TG OPINIaN OF COMMISSI^NER LYNI^I SLABY

I agree with the conclusions of the majority. However, I write separately to
express my reservations on the use of a retail stability rider (RSR). It is my opinion
that generally the use of an RSR with decoupling components lacks certain benefits to
consumers. In addition, a company that receives that RSR has little, if any, incentive to
taok for more operating efficiencies to reduce consumer costs. Consequently, these

inefficiencies could lead to additional costs to consum^in the long aware that
these concerns led to my reservations u^. this presen individual
certain cases present specific- circumstances that necessitate setting aside

concerns for the greater good.

In Case No.1p 2929-EL-UNC, the Conmmission agreed to defer the recovery of
thedifference between the market price and the companies' cost of generation. Th's
created a need to establish a mecharusm to recover those costs. Although-I gener'ally

deferreddisagree with the use of I^SRs for recovenng costs, in this case I side with the
is to ensure all residential and

majority in order to meet our mission. Our mission
business consumers access to adequate, safe and reBable utility services at a fair price,
while facilitating an environment that provides competitive choices. We as a Public
Utilities Commission have to balance the rights of the consumer to ensure safe and

sure that companies receive su€ficient
reliable service at a fair cost wbile also making
revenues to provide that service in a safe and reliable manner.
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This decision will help move the company ta a fully competitive market at the
end of the ESP term, which has been the overall goal of the state legislature since the
adoption of Senate Bill 3 in 1999. FurthermOre, by creating an RSR without
decoupling components, we are stabTlizing the rate structure over the next three years.
This provides customers a stabilized rate or the opportunity to shop for a better rate,

depending on what the market presents during theof o
free and pen^ml^tiO

decision is not only important to the State statutory goal
in the market place, but also to the philosophy of thiso Commission.^^ ^o^o this

isolated case, I find the use of an RSR to be an app p
Company to begin to recover its deferred costs.

LS/sc

Entered the Journal
AUG 0 8 2012

Barcy F. A/IcNeal
Secretary
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The Comnmission finds:

(1) On March 30, 2012, Ohio Power Company (AEP-Ohio) filed an
application for a standard 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 AEP-Ohio's proposed ESP, with certain
modifications, and directed AEP-Ohio to file proposed final
tariffs consistent with the Opinion and Order by August 16,

2012.

(3) Pursuant to Section 4903.10, Revised Code, any party y pphas
entered an appearance in a Commission proceeding ma a 1
for rehearing with respect to any matters determined by the
Commission, within 30 days of the entry of the Opirnon and
Order upon the Commission`s journal.

(4) On September 7, 2012, AEP-Ohio, The Kroger Company
(Kroger), Ormet Primary Aluminum Corporation (Ormet),
Industrial Energy Users-Ohio (IEU), Retail Energy Supply
Association (RESA), OMA Energy Group and the Ohio
Hospital Association (OMAEG/OHA), the Ohio Energy Group
(OEG), FirstEnergy Solutions Corp. (FES), The Ohio
Association of School Business Officials, The Ohio School
Boards Association, The Buckeye Association of School
Administrators, and The Ohio Schools Council (collectively,
Ohio Schools), and the Ohio Consumers' Counsel and
Appalachian Peace and Justice Network (OCC/APJN) filed
applications for rehearing. Memoranda contra the various
applications for rehearing were filed by Duke Energy Ohio, Inc.
(Duke) and Duke Energy Commercial Asset Management Inc.
(DER/DECAM), FES, OCC/APJN, IEU-Ohio, OMAEG/OHA,
OEG, Ohio Schools, and AEP-Ohio on September 17,2012.

(5) By entry dated October tion, ofthe the Commission
pe ^ed^nrehearing for further cons.^d^

the applications for rehearing of the August 8, 2012, Opinion
and Order. The Commission has reviewed and considered all
of the arguments on rehearing. Any arguments on rehearing
not specifically discussed herein have been thoroughly and

-3-
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adequately considered by the Com.mission and are being
denied. In considering the arguments raised, the Commission
will address the merits of the assignmen's of error by subject

matter as set forth below.

PROCEDURAL MAThBRS

(6) On September 28, 2012, OCC/ APJN moved to strike portions
of AEP Ohio's application for rehearing filed on September 7,
2012, as well as portions of its memorandum contra filed on
September 17, 2012. Specifically, OCC/ APJN allege that AEP-
Ohio improperly relies upon the provisions of stipulations
from the AEP-Ohio Distribution Rate stipulation in Case No.
11-351-EL-SSO, et al., and the Duke ESP stipulation in Case No.
11-3549-EL-SSO, et al., OCC/ APJN opine that both stipulations
preciude the use of any provisions as precedent, and that the
use of any stipulation provisions is not only contrary to
inherent nature of a stipulation, but also contrary pulaiic

policy.

On October 3, 2012, AEP Ohio filed a memorandum contra
OCC j APJN's motion to strike. In its memorandum contra,
AEP Ohio argues that OCC/APJN should be estopped from
moving to strike any provisions containNd within AEP-Ohio's

that
application for rehearing, as OCC/ AP] g
the references to Duke's ESP stipulation and the AEP-Ohio
distribution case were improper in its memorandum contra
AEP Ohio's application. In addition, AEP-Ohio notes that the
Commission already rejected OCC/ APJN's argument in the

Opinion and Order.

The Commission finds OCC/ APJN's assignment of error
should be dismissed. OCC/ APJN failed to raise its objections
to the use of stipulation references contained within AEP-
Ohio's application for rehearing in its memorandum contra to
AEP-Ohio's application for rehearing, so it is unnecessary for
us to address those references. Regarding the stipulation
references in AEP-tJhio's memorandum contra the applications
for rehearing, we find that, consistent

en es oiother stipulations by
Order in this proceeding, the

were limited in scope
the referenceseused to in anyimpact on any parties, nor

way bind parties to positions they had in any previous

-4-
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In fact, OCC/ APJN referred to specific
proceeding?
stipulation provisions from a separate proceeding find that
application for rehearing.2
OCC/ AAP1N's motion to strike should be denied.

(7) In its application for rehearing, IEU contends that the OP'Mon
and Order was unreasonable by failing to strike witness
testimony that contained references to stipulations.

Specifically, IEU argues that the attomeY ^tnesses
imPlOPerly

a
failed to strike testimony of two AEp Ohio

witness for Exelon.

The Comrnission finds that IEU fails to raise any new
arguments, and accordingly, its application for rehearing
regarding references to stipulations should be denieV

(8) In its application for rehearing,
OCC/APJN allege that the

Comrnission abused its discretion by denying its request to
take administrative notice of the Capacity Case materials.

FES provides that the
In its memorandum contra, N's request to take
Commission`s denial of ^CjAPj out that the
administrative notice was proper. FES points
request for adrninistrative notice was made after the
evidentiary record was closed and post-hearing briefs were

filed. FES adds that had adminia,c a e notice been taken,

other parties would have been p e1

In the Opinion and Order, the Commission denied

OCC/ AP]N's request to take administrative notice, noting that
administrative notice would prejudice parties and would

improperly allow OCC/ APjN to supplement the record in an

inappropriate manner? OCC/ APJN fail to present any

compelling arguments as to why the CornmissIon' s decision

was unreasonable, therefore, we find OCC/
A

JN request

should be denied.

(9) On September 24, 2012, Kroger filed a reply memorandum to

AEP-Ohio's
memorandum contra the various apPlications for

1 Opinion and Urder at 10.
113-114.

2 pCC j Ap1N Applicatioat for Rehearing (AFR) at

3 Opinion and Order 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 Rule 4901-1-35, Ohio

Administrative Code (O.A.C.), does not recognize the filing of

replies.

(1q) On September 18, 2012, Duke Energy Ohio Inc. (Duke) fited a
motion to file memorandum contra instanter to file its

memorandum contra. Duke ^^d ^ ed parties dt r
elied
file all

an out of date entry wh
memoranda contra within five business days rather than a

more recent entry issued P within 2five, which directed that
alen ar days. Nomemoranda contra be filed

memorandum contra Duke's motion was filed.

Duke's motion to file its memorandum contra is reasonable and
should be granted. The memorandum contra waso^^e
late and granting the request will not prejudice any party
proceeding or cause undue delay.

II. STATUTORY TEST

{11) FES, IEU, OCC/APJN, and OMAEG/OHA argue that the

Comnrnission improperly conducted the statutory price test by
only considering the time period between June 1, 2013, and
May 31, 2015. The parties contend that the Commission failed

to consider the first t^liev
months

e that fthe Commission has
Specifically, OCC/APJN
departed from its past precedent in conducting the statutory

test, and that the Commissio fOr test
the t statute'^eand,

precision that is not called
therefore, exceeds the scope of its authority.

AEP-{Jhia responds that the Commission'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 ixnplemented was reasonable to develop an

accurate prediction of costs.

The Commission 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-

5 OCC AFR at 7.
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aggregate as compared to the expected results that would
otherwise apply under Section 4928.142 of the Revised Code."
To properly conduct the statutory test, the Commission must,
by statute, consider what the expected results would have been
had AEP-Ohio proceeded under Section 4928.142, Revised
Code. The Commission properly followed the plain meaning
of the text contained within the statute in performing the

statutory price test.

Finally, we note that OCC/ APjN's claims about the
Commission departing from its precedent ignore the fact that,
since AEP-Ohio filed its original application in January of 2011,
the proceedings have taken a different course than typical
Commission precedent. After the Commission rejected AEP-
Ohio's Stipulation in February 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, OMAEG/OHA, FES
and IEU argue that it was improper for the Comrnission to use
the state compensation mechanism figure of $188.88 in
calculating the MRO 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 MRO. Further, 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 Commission already addressed
these arguments, and they should, therefore, be rejected.

The Comxnission finds that the parties fail to present any new
arguments with regard to the appropriate price for capacity to -
use in developing the competitive benchmark price under the
statutory price test. In the Opin.ion and Order, the Commission
explicitly notes that AEP-Ohio's status as an F'RR. 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-

6 Opinion and Order at 74
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(13) OCC/APJN and IEU argue that the Commission miscalculated
the impact of the various riders when conducting the statutory

test. OCC/APJN and IEU state that the Commission failed to
consider the costs for the Turning Point project for the entire

life of the facility. Further, IEU believes the Commission

wrongfully set the pool termination rider (PTR) at zero, and

that the impact of the pool termination could be significant. In
addition, IEU argues that the Commission 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. 10-2929-EL-UNC (Ca.pacity Case).

In its memorandum contra, AEP-Ohio notes that the
Commission thoroughly addressed the potential costs
associated with the GRR in its Opinion and Order. AEP-Ohio
adds that the Commission rationally declined to include any
speculative costs that may be associated with the RSR, and
adds that the Commission was correct in not including the
capacity deferral figures in the statutory test.

The Commission finds that the applications for rehearing filed

by IEU and OCC/APJN should be denied, as the calculations
contained within the statutory test do not underestimate the

costs associated with the GRR. In light of the Commission's
determination that parties failed to demonstrate the need for
the Turning Point Solar project, the statutory test may actuaIly
contain an overestimate cost of the GRR.7

Regarding IEU's other arguments, we reject the claim that the
Comrnission failed to explain the RSR determination of $388
million. In its Opinion and Order, the Commission explained:

The RSR determination of $388 million 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
LjT-5 in AEP-Ohio Ex. 114, when we consider the
total connected load of 48 million kWh and multiply
it by $1 over the term of the modified ESP, we reach

-8-

7 See In the Matter of the Long Term Forecast Report of Ohio Power Company and Related Matters,. Case No.10-

502-EI rFOR, et al. Opinion and Order (January 9, 2013).
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a figure of $144 million to be devoted towards the
Capacity Case deferral. However, as the RSR
recovery amount increases to $4/MWh in the final
year of the modified ESP, we also must account for
an increase in the RSR of $24 million, which is also
calculated by connected load in LJT-5. Therefore,
the actual amount which should be included in the
test is $388 million (Opinion and Order at 75).

IEU's incorrect assertion and attempt to misrepresent the
Comrnission's Opinion and Order is inappropriate, and its
assignment of error shall be rejected. Further, the Commission
reiterates that any costs 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
Opinion and Order, costs associated with the deferral would
fall on either side of the statutory test, in light of the fact that
the Commission has adopted a state compensation
m.echanism.s Finally, we reject IEU's assignment of error that
costs associated with the PTR should have been included in the
statutory test. Not only 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-Ohio's
corporate separation is amended, and would be subject to

subsequent Commission proceedings.9

(14) Ohio Schools, OMAEG/OHA, IEU, and OCC/APJN allege that
the 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 market 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 would make the modified ESP more
favorable under the statutory test. IEU believes that the
benefits associated with the energy auctions and move to a
competitive bid process do not outweigh the costs associated
with the ESP and are unsupported by the record. IEU alleges

-9-

8 Opinion and Order at 75

9 id. at 49
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that the Commission failed to explain how the qualitative
benefits outweigh the costs associated with the ESP.

OCC/APJN acknowledge that qualitative benefits set forth by
the Commission may have merit, but that a MRO provides
similar, and possibly greater non-quantifiable benefits.
Specifically, OCC/APJN explain that the ESP's expedient
transition to market may be a qualitative benefit, but assert
than under a MRO, energy may also be supplied through the
market in less than two and a half years, and a MRO provides a
safe harbor for customers and financial security for an EDU.
OCC/ APJN state that Section 4928.142(D), Revised Code,
permits the Commission 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 (SSO). In light of these considerations,
OCC/APJN contend that the modified ESP is not more
favorable in the aggregate than the results that would
otherwise apply under a MRO.

Simitarly, FES notes that the qualitative benefits of the
modified ESP do not overcome the $386 million difference
between a MRO and the modified ESP. FES reasons that AEP-
Ohio may participate in full auctions immediately, and that
AEP-Ohio must establish competitive auctions unless it can
provide that a modified ESP is more favorable than an MRO,
negating the transition to market in two and a half years as a
benefit.

In its memorandum contra, AEP-Ohio asserts that the
Commission correctly concluded that the increased 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
Commission significant discretion, and the Comrnission
appropriately weighed the quantitative costs with the
qualitative benefits.

-10-

The Commission affirms that under the statutory test, 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 Opinion 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 wiIl
create a robust marketplace for consumers. Even IEU concedes
that the objective of accelerating the competitive bid process is
a benefit to the pub].ic.10 Our determination that the qualitative
benefits outweigh the costs associated with the modified FSP
was driven by the fact that customers will be able to benefit
from market prices immediately through the enhancement of
the competitive marketplace.

Further, customers still maintain protection from any
unforeseen risks that may arise from a developing competitive
market by having a reasonably priced SSO 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 and customers to see
future opportunities to lower their electric costs. The 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 rnodified
ESP would be, going beyond just the dollars and cents aspect of
it. While parties may disagree with the Commission'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 would otherwise apply.11 By utilizing
regulatory flexibility, we are allowing the competitive markets
to continue to emerge and develop, while maintaining our
cornmitrxtent of ensuring that there are stable prices for
customers, as is consistent with our state policy objectives set
forth in Section 4928.02, Revised Code. Further, we note that
while IEU predicts that the increase in slice-of-system energy
auctions and the acceleration of 60 percent AEP-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.

-11-

10 Oral Argument Tr. at 46

11 Counsel for OCC and IEU have acknowledged that the Commission has broad discretion in conduc[ing
the statutory test See Oral Argument Transcript at 117, 118. OIvIAEG/OHA affirm this as well in its
AFR at pg. 9
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In addition, we find OCC/ APJN's assertions that a MRO
would provide the same qualitative benefits as the modified
ESP to be without merit. OCC/ APJN correctly point out that in
the Duke ESP the Commission determined that, under a MRO,
the Comtnission may alter the blending proportions beginning
in the second year of a MRO, pursuant to Section 4928.142,
Revised Code. However, OCC/ APJN ignore the fact that
modifications may only be made to "mitigate any effect of an
abrupt or significant change in the electric distribution utility's
standard service offer price... ." Therefore, it is entirely
speculative for OCC/ APJN to argue that a MRO option would
allow for AEP-Ohio to engage in competitive market pricing in
less than two and a half years, as it assumes that there will be
an abrupt or significant change in AEP-Ohio s SSO price. The
plain meaning of the text within 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 Com.mission to turn away a guarantee of
market-based pricing for AEP-Ohio customers within two and
a half years on the off chance there are abrupt or significant
changes in the rnarket. Earlier in this proceeding, OCC
advocated that AEP-Ohio must carefully follow the blending
provision contained within Section 4928.142(D), Revised Code,
and utilize the default provisions in the statute.22 Accordingly,
we reject OCC/APJN`s assignment of error. Finally, we reject
Ohio Schools' assignment of error, as the Com.mission
previously addressed their as to why the schools should not be

exempt from the RSR.13

(15) OMAEG/OHA argue the Commission conducted the statutory
test by relying on extra-record evidence, and that the analysis
the Commission used in conducting the statutory price test is
not verifiable 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 ixnproper.

-12-

12 OCC Ex. 114 at 6-7, Initial Brief at 10-11

13 Opinion and Order at 37
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The Cominission finds OMAEG/OHA's argument to be
without merit. In conducting the statutory test, the
Comrn.ission unequivocally described, in extensive record
based detail, its basis in calculating the quantitative aspects of
the statutory test.14 Specifically, we began with the statutory
test created by AEP-Ohio witness Thomas and made
modifications to the foundation of the test.15 Whie the results
of the test inay 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 this test was
admitted in the record, and our corrections to the test were
explained in extensive detail within the Opinion and Order
describing the flow-through effect of our modifications, we
find OMAEG/OHA's assignment of error should be rejected.

(16) In its assignment of error, AEP-Ohio contends that the
Commission underestimated the benefits of the modified ESP
in the statutory test. Specifically, AEP-Ohio argues the $386
mi.llion figure the Comrnission determined was the quantifiable
difference between an MRO and the modified 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 2015. AEP-Ohio states that when looking at
quantifiable items during just the two year period, the
modified ESP becomes less favorable by only $266 million.
AEP-Ohio concludes that the Commission underestimated the

value of the modified ESP.

In its memorandum contra, IEU, OCC/APJN, OMAEG/OHA,
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 Commission finds that AEP-Ohio's assignment of error
should be rejected. In adopting AEP-Ohio's methodology of
conducting the statutory test, the Comn-ission evaluated three

-13-

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 quantifiable considerations,
and non-quantifiable factors. The two year time frame pertains
only to the statutory price test, which required the Cornmission
to determine that the ESP, as modified, is more favorable than
results that would otherwise apply. In looking at just the
pricing component, the Commission utili.zed a two year
window in order to determine, with precision, what the price
would be when the modified ESP was compared with the
results that would otherwise apply. In our next step in
conducting the statutory test, the Commission looked at
components of the modified ESP that were quantifiable in
nature. We evaluated these components from September 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 Commission was not inconsistent when it
considered the statutory price test under a two year 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) other terms and
conditions, including deferrals and future recovery of deferrals,
and (c) it must be viewed, in the aggregate. This is consistent
with how AEP-Ohio presented the statutory test in the record,
and that is how the Comm7,ssion, in correcting the errors made
by AEP-Ohio, followed the statute with precision to determine
that AEP-Ohio sustained its burden in indicating that the
modified ESP was more favorable than any results that could
otherwise apply.17 Accordingly, AEP-Ohio's assignment of

error should be rejected.

III. RETAIL STABILITY RIDER

(17) 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 certainty for retail electric service.
Specifically, OCC/ APjN believe the Commission 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. Sirnilarly, Ohio Schools, IEU, and FES assert that

-14-

17 See Opinion and Order at 73-77.
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there is no statutory basis for the RSR wi.thin Section

4928.143(B)(2)(d), Revised Code.

In its memorandum contra, AEP-OhiO provides that the RSR is
clearly justified by Section 4928.143(B)(2)(d), Revised Code.
AEP Ohio points out that the statute has three distinct
inquiries. Regarding the first query, AEP-Ohio expla.ins that
the RSR is clearly a charge as specified under the statute. In
discussing the second query, AEP-Ohio states that the RSR is
not only related to limitations on customer shopping for retail
electric generation service, but also is related to bypassibilitY,
default service, and amortization periods and accounting or
deferrals. However, AEP-Ohio also requests clarificati.on from
the Commission on which items the Commission relied upon in
reaching its conclusion. Finally, AEP-Ohio argues the
Commission used extensive record-based findings to support
its finding that the RSR provides stability and certainty

regarding retail electric service.

In order to clarify the record in this proceeding, the
Comrnission finds that OCC/APTN"s application for rehearing
should be granted. In approving the RSR pursuant to Section
4928.143(B)(2)(d), Revised Code, the Commission found that,
the RSR, as modified, was reasonable. First, as OCC/APJN
admits in its application for rehearing,18 the RSR is indeed a
charge, meeting the first component of the statute. Next, the
RSR charge clearly falls within the default service category, as
set forth in Section 4928.143(B)(2)(d), Revised Code. The RSR,
as we specified in our Opinion and Order, freezes non-fuel
generation rates throughout the term of the ESP,19 allowing all
standard service offer customers 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. Whi.1e 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 C)CC/APJN AFR pg. 36-38

19 Opinion and 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
stabilizing base generation costs at their current rates, ensuring

customers have certain and r default ^ervge ft ensure
Therefore, the RSR, as a charge fo is consistent with Section
customer stability and certainty,
4928.143(B)(2)(d), Revised Code.

In addition, we find IEU's argument that the Cornmission
failed to provide any analysis in support of the RSR to be
erroneous.27 The Commission devoted four pages of its
Opinion and Order to examining the RSR in determining its
compliance with the statute. In fact, IEU actua€Iy

acknowledges that the RPz'm°
and devoOteds ix pages of ptsjustifications for the RS ,

application for rehearing to the Commission's justification of
the RSR. The RSR is consistent 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
Commission'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,

OMAEG/OHA,
and OEG believe that the deferral contained

within the RSR is not lawful under Section 492$:144, Revised
Code, as it does not constitute a just and reasonable phase-in.

Further, OMAEG/OHA state that a deferral is not authorized

as a wholesale charge under the Commission's regulatory
ratem.aking authority pursuant to Section 4909.15, Revised
Code, as the Commission did not comply with ratem -ing
requirements prior to approval of the capacity charge.

In its memorandum contra, AEP-Ohio responds that the
Commission 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 Id. at 31-37-

21 IEU AFR at 38.

22 Id, at 41
23 See Opinion and Qrder at 31-34.

-16-
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Revised Code, the deferral recovery mechanism established
within the RSR is clearly permissible pursuant to Section

4928.144, Revised Code.

The Conunission affirms its decision that the RSR deferral is

justified. In the Capacity 4^^5^ Revised Code, AEP-Ohio
that, pursuant to Section
shall modify its accounting pror-edures to defer the difference

between the state compensation mechanism (SCM) and market
prices for capacity, which, as we reiterated in the Capacity
Entry on Rehearing, is reasonable and Iawfu.l. Further, Secti.on
4928.143(B)(2)(d), Revised Code, allows for the establishment of
terms, conditions, or charges relating to linmitations 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
service. Therefore, the inclusion of the deferral, which is
justified by Section 4909.15, Revised Code, within the RSR is
permissible by Section 4928.143, Revised Code, as it has the
effect of providing certainty for retail electric service by
allowing CRES suppliers to purchase capacity at market prices
while allowing AEP-Ohio to continue to offer reasonably
priced electric service to customers who choose not to shop.

(19) Similarly, in their assignments of error, OEG and Ohio Schools
argue that the Commission does not have authority to allow
AEP-Ohio to recover wholesale costs associated with the SCM
from retail customers through the RSR, thus requiring that the
$1/MWh of the RSR that is earmarked towards the difference
in capacity costs should be elirninated. LikeWise,
OM-AEG/OHA opine that because wholesale capacity costs are
being recovered from retail customers, there is a conflict
between the Opinion and Order and the Capacity Case order.

AEP-Ohio responds that given its unique 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 suppliers is relevant under the
ESP statute because it ensures not only that customers have the
option to shop, but also it establishes reasonable SSO rates for
those who choose not to shop. AEP-Ohio opines that
regardless of how the capacity costs are classified, all CRES

-17-
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suppliers 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
generation. Therefore, FES states that because the deferral is
made available to AEP-Ohio for all of AEP-Ohio's services, it is
properly allocated to all of AEP-Ohio's customers. 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 load.

The Commission finds OEG and OMAEG/OHA's assignments
of error to be without merit. Under Section 4928.143(B)(2)(d),
Revised Code, the Comrnission is authorized to establish
charges that would have the effect of stabilizing retail electric
service. In its application for rehearing, OEG fails to cite to any
provision that precludes the Commission from recovering
wholesale costs through a retail charge. To the contrary, the
Commission has explicit statutory authority to include these
costs in the RSR because, although 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 competitive offers to AEP-Ohio
customers. The fact that these costs not only open the door to a
robust competitive retail electric market, but also stabilize retail
electric service by lowering market prices and allowing AEP-
Ohio to maintain a reasonable SSO price is clearly perrnissibie
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 plain meaning of the statute.

(20) In its application for rehearing, OCC/APJN opine that the RSR

unreasonably violates cost causation principles. Specifically,

OCC/APJN assert that retail customers are subsidizing CRES
providers and non-shopping customers are being charged for a
service they are not receiving. OCC/Ai'JN note that Section

4928.02(H), Revised Code, prohibits anticompetitive subsidies
from noncompetitive retail electric service to competitive retail

electric service.

-18-
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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-Ohio rejects OCC/ APJN's argument that the RSR creates
a cross-subsidy, as the Commission explidtly found in its
Opinion and Order that all customers benefit from 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 Section
4928.02(H), Revised Code, because it is not a distribution or
transrnission rate recovering generation-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 manner, as it is
permissible pursuant to Section 4928.143(B)(2)(d), Revised
Code, and provides benefits to all customers in AEP-Ohio's
territory, regardless of whether customers are shopping or non-
shopping customers. Further, the Commission previously
rejected such arguments within in its Opinion and Order, and
accordingly, we affirm our decision.24

(21) Also in its application for rehearing, OCC/APJN raise the

argument that the RAA does not authorize a state
compensation mechanism in which non-shopping customers
are responsible for compensating AEP-Ohio for its FRR
obligations. This, OCC/ AP- JN 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 OCC/ APJN's contention, explaining
that the statute explicitly allows for the creation of stability
charges pursuant to Section 4928.143(B)(2)(d), Revised Code,
and the fact that all customers benefit from the RSR makes
OCC/ APJN's assertion incorrect. FES notes that revenue

-19-
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included with the deferral cannot be considered a double-
charge because it supports all of AEP-Ohio's services, and thus
is properly allocated to ail of AEP-Ohio s customers.

The Commission finds that OCC/ APJN's arguments should be
rejected. Both AEP-Ohio and FES agree that the RSR should be
collected as a non bypassable rider, and we agree. As set forth
in our Opinion and Order, the RSR benefits all of AEP-Ohio's
customers, both shopping and non-shopping in that it allows
for the competitive market to continue to develop and expand
while allowing AEP-Ohio to maintain a competitive SSO offer
for its non shopping customers?s Accordingly, as we
previously rejected OCC/ APJN's arguments, we affirm our

decision.

(22) IEU argues that the RSR is improper because it allows for
above-market pricing, which the Commission lacks statutory
jurisdiction to establish. IEU contends that the RSR's improper
collection of above-market prices for capacity violates Section
4928.02, Revised Code, which provides that state policy favors

market-based pricing.

AEP-Ohio states that the Commission appropriately addressed
the SCM within the Capacity Order, noting that IEU's
arguments for market pricing were properly ignored in the

Commission's Opinion and Order.

The Commission finds IEU's arguments to be without merit. In
its Entry on Rehearing in the Capacity proceedings, the
Commission 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 rnarkets.
Further, the intent of the Conunission in adopting its capacity
decision was to further develop the competitive marketplace by
fostering an environmenfi 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

-20-
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stranded costs. Ohio Schools opine that the approval of cost-
based capacity charges is irrelevant because the Commission's
decision in the Capacity Case was unlawful. Further, Ohio
Schools note that the non-deferral aspects of the RSR still
amount to transition charges. IEU adds that the Commission is
improperly ignoring its statutory obligation by allowing AEP-
Ohio to collect transition revenue, and evade the Comrnm;ssion
approved settlement in which AEP-Ohio was obligated to forgo
the collection of any lost revenues. FES and Ohio Schools
believe that it is meaningless that AEP-OhiO's status as an FRR
entity occurred after the ETP proceedings.

AEP-Ohio believes these arguments should be rejected, as the
Commission explicitly dismissed the arguments in the Opinion
and Order, as well as in the Capacity Case.

The Commission previously rejected these arguments in its
Opinion and Order, noting that AEP-Ohio did not seek
transition revenues, and that costs associated with the RSR are
permissible in light of AEP-Ohio's status as an FRR entity.26
We also rejected IEU'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?7 As the Commission previously dismissed these
arguments, we find that all assignments of error alleging that
the RSR allows for the collection of transition revenue should

be rejected.

(24) In their respective applications for rehearing, OCC/APJN,

OMAEG/OHA. and FES argue that even if the RSR is justified,
the Commission erred by overestimating the value of the RSR
to $508 million. OCC/ APJN and OEG believe that the

Commission improperly used assumed capacity revenues
based on RPM prices, even though AEP-Ohio is authorized to
collect capacity revenues at the SCM price. OCC/ APJN assert

that the current construct forces customers to pay twice for
capacity, and if the Commission calculated the RSR based on

the $188.88/ MW-day figure, it would determine that the RSR is

u.nnecessary. Also, OCC/APjN state that the RSR should have

taken into account additional revenue AEP-Ohio will receive

-21-

26 Id. at 32.
27 Capacity Case EOR at 56-57
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for capacity associated with the energy auctions that will occur
during the term of the ESP. OCC/APJN allege that collecting
the capacity rate from SSO customers in the energy-only
auctions wi.ll create capacity revenues that P should b^^f^e
from the $508 million. In addition, OCC/ AJN argue
Coznmission applied too low of a credit for the shopped load
without providing any rationale in support of its adoption.
Ormet argues the proper credit for shopped load was
$6.45/IVIUVY1 making the RSR overstated by approximately

$121 million.

In response, .AEP-Ohio points out that it will not book, as
revenue, the entire $188.88/MW-day capacity cost. Rather, as
established in the Capacity Case, AEP-Ohio explains that the
regulatory asset deferral is tied to incurred costs that are not
booked as revenues throughout the term of the deferral. AEP-
Ohio provides that any revenue collected from CRES providers
is limited only to RPM prices and the inclusion of the deferral
does not alter the revenue AEP-Ohio receives. Further, AEP-
Ohio notes that the Commission's modification of the RSR from
a ROE-based revenue decoupling mechanism to a revenue
target approach further warrants the use of RPM prices when
calculating the RSR in light of the increased risk associated
with a fixed RSR. AEP-Ohio also states that the inclusion of
capacity revenues associated with the January 2015 energy
auction should no longer be applicable, as the Cornmission
does not incorporate any reductions in nonfuel generation
revenue associated with the 2014/2015 delivery year. Finally,
AEP-Ohi.o notes that the $3/MWh energy credit was
reasonable and supported by the record, and Ormet's request
to_ make an adjustment is speculative and should be rejected.
Specifically, AEP-Ohio states that Ormet ignores pool
termination 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 denied. Claims that the RSR overcompensates AEP-
Ohio fail to consider the actual construct of the $188.88/MW-
day capacity price, as the deferral established in the Capacity
Case will not be booked as a revenue during the defenal

-22-
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(25)

period.28 The revenue AEP-Ohio will collect for capacity is
limited only to the RPM price of capacity. Therefore, all
assertions that parties make about AEP-Ohio receiving
sufficient revenue from the capacity deferral alone are incorrect
and should be rejected. Further, we note that OCC/ APJN
again xnischaracterize 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-
Ohio's non-shopping customer prices, while the deferral relates
to capacity, thereby making it inappropriate to claim customers

are being forced to pay twice for capacity.

Finally, we find that OCC/ APJN and Ormet's applications for
rehearing regarding the $3/MWh energy credit should be
denied. In approving the RSR, we determined that off-system
sales for AEP-Ohio will be lower tlian 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 sales as OCC/APJN and O.rmet
allege, we found it was unreasonable to raise the energy credit.
Further, we find AEP-Ohio presented the most credible
testimony about the energy credit, as it took into consideration
the impacts pool termination would have on energy sales
margins29 On brief, Ormet intr'oduces extra-record evidence
that not only should be rejected, but also even if considered
fails to rebut the reasonableness of AEP-Ohio's testimony.
Therefore, we affirm our determination that the energy credit
calculation of $3/MWh is reasonable.

Also in its application for rehearing, OEG argues that, in the
_alternative, if the Commission does not use the $188.88/MW-
day capacity price in the RSR calculainon, then the Comntission
should include the amount of the capacity deferral for the
purposes of enforcing the 12 percent earnings cap. OEG points
out that this appears to be consistent with what the
Cornmi.ssxon 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-2929-EL-UNC, (opirLion and Oa'der) July 2' 2012'

29 See AEP-Ohia Ex. 116 at 13, Ex. W AA-6.
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that it is not opposed to

^P-Ohio responds by S^^gas deferred capacity revenue
including the deferral earnings s ca , as it is consistent
when enforcing the 12 percent earning p AEP-Ohio's

with the Commission's prior 's ESP I^ regarding

fuel deferrals under AEP-hiOo

The Commi:ssion finds that OEG's o p^s o's ^tenteinl its
correctly indicated that it was the C
Opinion and Order to include the defe,rre ^i eve the inclusiOn
AEP -Ohio's 12 percent earnings cap. w
of the deferred capaGity revenue is n fi t^so^ result o^
Ohio does not reap a di.sproportaonate
modified ESP 31 Therefore, the Commission cl.arifies that, in

the 12 percent SEET fihreshold established ^g o^e ^ h ld

and Order, the complete regulatory aci as
should include the entire $188.88/MW-day cap tY price

not just the RPM component, as well as the
current earnings, the RSRRSR. The $1.00/MWh of
$3.50 and $4.00 per MWh
charge that is to be devoted towards the c^ ^ f^^ p^ ^ shaU

be off-set with an amortizatzon expe
However, we reject OEG's request tothe Commission can and
threshold as a condition to the RSR, co^^tent with
will adequately analyze AEP-Ohio's earnings

Section 4928.143{F}
, Revised Code, without creating an

unnecessary regulatory burden, as reiteratedli a on for rehearing
analysis below. Accordingly. OEG's app
should be granted in part and denied in part.

OCC/ ApJN assert that the
(26) In its application for rehearing,

Commission should not have found ^t e en^^ t here^l is

application to adjust the RSR in t 1Qad. OCC/ AP7N
significant reduction in its non-shopping
argue that this unreasonably transfers tha on ^^ tom ^^'ith
economic downturns from AEP-Oh.io and

Commission finds OCC/AP7N's application for rehearing

should be denied. The Commission hasth e event
discretion take

are
appropriate action, if necessary, in for reasonsload
significant changes in the non-shopping
beyond AEP-Ohio's control. Further, we note that in the event

30 In re AEP-Oh.io, Case No.10-1261-EI.UNC, (®
p'nion and Order) JannarY 11, 2011.

31 opinion and Ozder at 39.
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there are significant changes in the non-shopping load, any
adjustments to the RSR are still subject to an appiication
process where parties will be able to appropriately advocate for

or against any adjustments.
that the Commission violated

(27) In addition, OCC/ APjN ^gue allocate the RSR by
Section 4903.09, Revised Code, by failing to

the percentage of cu.st°mexs shp^ ^ciules dictate that
- OCC/ APjN believe that cost causation p P

the RSR should be allocated among the different customer

classes based on their share of total switched
ort`slOpinion and

contrary, Kroger asserts that the Commts
Order unreasonably requires demandbilled customers to pay

for RSR costs through an energy charge, pon the bas'is of
the costs are capacity based but allocated

1 te thedemand. Kroger requests that t^ ae °^b^^^ slm rs on
RSR's improper energy charge
rehearing.

in its memorandum contra, AEP-Ohio states that OCC/ APJN
not

are misguided in their approach, as a QP^ ^tomers have the
the only cost-causexs of the RSR, b^
right to shop at any time. If the Commission were to accept

AEP-Ohio arg" that the cost of the
rehearing on tfus area,
RSR would be dramatically s^tomexs residential also states
to industrial and comrnerc^.al
that IKroger`s proposal would undulyaal classeseT AEP-
factor customers in commercial and industr
Ohio reiterates that the RSR benefits for all customer classes,

ents xaised by OC^/ Ar'IN and
The_Corsimission rejects ax`g^ oints out, and as we
Kroger. As AEP-C^hio correctly p all customers,
emphasized in our Opizuon and Order, and
residential, comxnercial, and ind^e1^^Rd b^°h1{h encourages

non-shopping, benefit from rovrders while maintaining an
competitive offers fr orn CRES p
attractive SSO price in the event market prices rise. ^er^^Q

the

Commission to adopt suggesta nindustrial and commercial
benefits would be dimixusheaf
customers would be harmed by a reall sm^^e Of o^^ ^^ we
took up C^C/ APJN's aPPlication, and
industrial customers would face an undue ^e believe the
were we to adopt Kroger's recomme
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Opinion and Order struck the app pMats b^ preadsroos^
h

recavery per kWh by customer class,
associated with the RSR char'ge among all customers, as all
customer ultimately benefit from its design.

(28) Furthermore, IEU, FES, and OCC/APJN
contend that the fact

that the RSR revenues will con #onu Phio'sll generation
corporate separation and flow Code. OCCI APJN
affiliate violates Section 4928•02(H), Revised

Ohids afilate'opine that when the RSR is remis
u sid'̂  ze^ ts u^ g^ated

AEP-Ohio will be acting to and
generation affiliate. IEU states that the vO

anpta
e

nto AEa01uo spravide an unfair competitive ad g
generation affiliate, evading corporate separation requirements.

AEP-Ohio respands that, as it its FRR obligations P must
support its load consistent w ith

continue to fulfill its FRR ebag^e ^t^^ of^ts FRR status,
separation is complet'ed. Du
AEP-Ohio points out that it must pass through generation

capacity
related revenues #o its subsidiary AEP-Ohio aciknow edg S
and energy for its SSO load. W

hile

that it will be legally separated from its
icfe for the^ term Q a^e

remains obligated to provide SSO service

and the SSO agreement be QenhA^'-Othe acrdositss-s bs dY
is subject to FERC approv
allegations are improper.

The Commission rejects the arguine ^^£od by
shovaniid

OCC/ pPjN, and finds their apphca
be denied. As previously addressed in the Comrnission's
Opinion and Order, AEP-Ohko, as an FRR entity, must continue

to its
to fulfill its obligations by providing adequate capacity
entire load. Therefore, in order farAE -

04 °^o ^de capac ty
created generation affiliate to continue p
consistent with its FRR obligations, we maintain our position
that AEP-Ohio is entitled to its actual cost of capacity, which
will in part, be collected through the RSR in order for AEP-

Ohio
to begin paying off its capacity deferral. As we

previously established, parties cannot claim that AEP-Ohio's
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generation affiliate is receiving an improper subsidy when in
fact, it is only receiving its actual cost of service.32

(29) hi addition, Ormet and Ohio Schools renew their request for
exemptions from the RSR in their aPplications for rehearing

In its memorandum contra, AEP-Ohio asserts that omlet and

Ohio Schools second-guess the Coxn ^^^ ^ s a rnissed sanh
eXpertise, nottng that the Cornrnissio Y
requests in its Opinion and Order.

Again, the Comrnission 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 Conlrnission to use nine percent as a

g p oint in determining the RSR revenue target. AEI'-
startin

o argues that n.ine percent ROE is unreasonably low, as
10 and 10.3Ohi rov ed ROEs of

evidenced by the recently apP^^o^$ distribution rate case.
percent, respectively, in AEP
AEP-Ohio also points to the recent ^ aPlate o tabli h ROEa
which the Commission found it app p vvitness testimonY
of 11.15 percent. AEP-Ohio states that the ion did not
the Commission relied upon in reaching
reflect any consideration of AEP-Ohio's actual cost of equity.

In its memorandum contra, IEU explains that AEI'-Ohio has
failed to present anything new and its request should therefore

be rejected• FES argues t^?tA^pOO^o,s generadon
meaningless, as Ohio law requires lacemark
service to be independent within ae n^ P^ tien R Ee is not
OCC/ APJN state that the use
unreasonable, and AEP-Ohio ca^^l re^Ys ^ ede ^^ the state
as precedent because it prevlo y the
compensation mechanism does not aoplay to^{eAE^^hio's
capacity auctions. OCC/APjN os argue
reliance on stipulated cases is imP Per. anY

to considernt
present

The Commission finds that AEP-OhiO
additional arguments for the

32 rd. at 60
33 Id. at 37.
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nts out that AEP-OW° previausly made these

correctly pvi
brief.

ar rnents both in the record and on In its Opinio ei ^
^ sion determsrted that there was compthe

Order, the CommLS appropriate ROE, and
evidence in regards tO an ^cent based on such

sufficientConunission adopted its target as We percent
testimony ^ Accvrdingly, ercent ROE to
justification for our establishment of a ^e ^d AEP-Ohids
establish AEl'-Q^° s revenue target, for
a.rguments to be without merit, and its application
rehearing should be denied,

the
ent of error, AEP-0hio requests that

t3^^ In its assignm of the deferral
Com^siQn clarify that all future recovery AEP-OhiO

onl to the post-ESP deferral balance pr deferr^ e
refers y
also seeks a clarificatiou^the ,RSR during the term of the ESP
that is not collected thr g following the ESP term.
wiil be collected over the three years

sion

OMAEGJO at a mir
►imumf the Cvmr^s

l^ responds that
recovershould continue to make the deterxni Sa^v ^ ble ^ OCC/ APJI^I

when more information on the delta because the
also notes that any clarification is unnecessary

sion unreasonably found that

collected from both shopp g deferrals
rr ustomers beCommis ^ and non-shopp

its O inion and Order, the
As the Commission empha^ea mp ssion
emainder of the deferral will be revie o de

d
tey^tio^ anYr

throughout the term of this ESP, an n O^v provides its
future recoverY will be made untzl AEl'- the Co^ssian

^ statistics 3s Accardingly, as
actual shopp g

continue to monitor the deferral pro ,will theremaining balance.the Opinion and Order, we review we find
of the deferral at the conclusion fl eh ^°dha

modified
no Pmerit and

that AEP-O^a s application fvr r g

should be detued• sion establish
p,EpAhio requests that the

(32) in addition, Commisin the event the Ohio Supxeme Court overturns the
a remedy es that it would be subject to
RSR. Specifically, AEl^-Oliio argu and proposes a
increased ri.sk without such a backstop,

34 Id. at 33.

35 Id, at 36.
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vision that
CR^ providers would ^ c^ge if

pro
respo^ible for the Q^^1^ defe recovery aspect of the
either the capacity d
RSR is reversed or vacated on appeal•

DECAM, and aMAEG/ OHA ^gu of thephio Schoals, DER/ e^t
p,F,p-Ohid s request is an u^at^'f^ request for rehearing

charges was not

Capacity Case, as the level of ^ oncl ^e madified ESP.
determin^ ^^s proceeding o^t out that the

ONIAEG / O^ and Ohio Schools also p and uncertaintY,

creation of a backstop
would cause b ^ gpM, and the cost

a,s CRES providers pay^g
the

YEU asserts that the
p^s costs on to customers, an u^awf^based rate may ^ aroved, would result in

n,echa^srn, PP
retroactive rate increase•

DER/ DECAM,
The Cornmission agrees with Ohio Schools,

OHA,
and IEU, and finds that^ -Oost

s deferral
OM^G/ the event the C

o

for a backstop ^ ro riate request for
mechanism is overfiurned to be an snapp the Ca acity C^'
rehear^g that should have been f

raised
or inrehearing p should be

Therefore, AEP-Ohio S aPPlication

denied.

IV.

(33)

FUEL AD STMBNT CL.At.7SE
ssion s failure to eStablish a

AEP-Ohio asserts that the Car the fnel adjustment clause
final reconciliation and true-up J-O^o notes that the Op^on
(FAC) was unreasonabie. AEI r true-up for

and Order specificaEY dTected der ESRR), and other riders
^e enhanced service reliability ri ( the

^,iu eX ire prior to or in conjunction O^ o tcontends
of

the
that P Re ^d^g the FAC, AEP

-upESP term. '
Comnussion failed to account for ^ed ^o gh the auction
when the AEP-Oh^.o`s SSO load isthat the Comr"ission is clearly
process. AEPOhio reasons
vested with the authority to direct x^onciliadon of the rider

and has done so in other proceeding$•

contends that the Opinion and Order unreasonably
FES' tains separate FAC rates for Ohio Power Company (OP
mauti.

Energy Ohio Inc., Op^on and Order at 32 (November 22, 2011).

36 Case No.11-3549 I-_ ^O, Duke
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and Columbus Southern Power Company (CSP) rate zones.

FES argues that AEP Ohio has mergeded o^^ ^e^m ny of FES

continue separate FAC rates. Based
witness Lesser and AEP-Ohio witness Roush,

fuel
states

casts,
OP customers wiIl pay artificia y reduced

and beginning in 2013, OP
discouraging competitivn,
customers wi11 be subject to drastic t ^,F^ reasons that
CSP customers 37 With individual FAC ra
CSP customers are discriminated against in comparison to OP.33
customers for the same service in `'1 u^o FES Sections thethat
and 4905.35, Revised Code. As such,
Opinion and Order is unreasanable in its anti-competirational
discriminatorY rate design without providing any

basis.

IEU offers that nothing in the record of supports FES' claim

that separate FAC rates for each ratzoIEU notes that the
reduced fuel costs for the OP rate zone. ^^
briefing phase of these proceedings no party opp
maintaining separate FAC rates for each rate zone.

OCC/ APJN also argue that the decision to rnaintain separate

FAC rates for each rate zone is ae Qf consolidation for
particularly as to the projected
customers in each rate zone, while approving immediate

consolidation for the transmission chetCo °SSi riders failure
Further, OCC/ APjN believes that t the
consolidate the FAC rates while '^ ed^^ame s^ OCC/ APJN
TCRR rates, negatively impacts
submits that the Opinion and Order does not explain why

consistency is necessary betwQthe delay^g ^e rnerger of
with the TCRR. OCC/ APJN note
the FAC rates causes OP customersthe ^^ssifln failed
increase in rates. OCC/ APJN state that
to offer any explanation for the inconsistent treatment in the

merger of the various rates and con ^g ReV^ d C
ate ode.C and

PIRR rates, as required by Section 490 ,

First, we grant rehearing on two issues
uest for rehearing only

FAC. First, we grant OCC/ ^'^ s°1
to clarify that the Commission did not intend to establish June

37 FFS Ex.102A at 45-46; FES Ex.102B; Tr. at 1075-1077,1082-10$4.
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2013, as the date by which the ^ s ari awill ^ontinue to monio r
would be merged. The Commis
the deferred fuel balance of each rate zone Second, we gr.'ant
when, the FAC rates should be consolid facilitate a final
A^ .Ohio's request for rehearing to

ofreconciliation and true-up the FAC po=eheanng in eg ^
fOrFAC rates. We deny the other requests

to the FAC.

lt is necessary to mantain ^Parate FAC rates until the deferred

fuel expense incurred by op rate zone Caha' ssio^'s
significantly reduced. Consistent
decision in AEP-01uo's prior P'cQthe e aed throughlDe

expenses
cembex

incurred by each rate zone willexp ant portion o edef^errion,
31, 2018. We note that a signific

ense incurred by CSP rate zone custon b CSP rate
was offset by significantly excessive ea^ngs paid^on and Chder,
zone customers ^ Further, c nsol da on of the FAC rates to be
in addition to delay^ng
consistent with the recovery of the ^ Commissionaffect the
noted pending Conmrnission procee g _
FAC rate for each rate zone.39 F^2 1^OT proCeedingss for
notes that the pending 2010 and
CSP and OP could affect the P1RRfiieexpense was incurred
of the remaining balance of deferred
pr2marily by op cusomers, as noted in thea^^oa ^c^dd

the Commissio =atesreasoned
ea hatratnezone would facilitate

separate FAC
tY.ansparency and review of any ordered Iad^strnen^ 4^e
pending FAC proceedings as well as any

s were incurred prior to the merger of
The deferred fuel charge
CSP and OP and form the basis for th ^^ rates^lie eslthat the
^P and OP rate zone cu by CSP or op were

incurred
deferred fuel charges undue or unreasonable
discriminatory or imposed an

xejudice, the appropriate time to address the claim would
P

38 EP-Ohio,
Case No.10-1261-EL-UNC, OP^on and Order ()an^r3' 11, 2011); Entry on Rehearing

InreA
39 ppinion and Order at 17.

40 In re
AEP-OhiO, Case Nm• 11-4571-EL UNC and 11-4572-EUUNC

41 the Matter of the Fuel Adjustmenf Clauses for Columbuan a th^ z^ } Company and Ohio Power Campany,

In
Case No. 09-872-EUFAC, et aL, OP^on and Order U r3'
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audit proceedings. In this proceeding the

have been in the FAC
Commission has determined that it wouto be ren u^ed to inbur
disadvantage for form a^ de^ de^el expe se incurred by
the significant outstan ^^l^ly when possible adjustments
former OP customers, p The
to the FAC and P1RR rates for each rate z aee^ ^P^^AC the
TCRR. is analyzed and reconciled indepe
plitg for each rate zone, and is not affected^ ^h^ Coo t^ss on

SEET or FAC proceedings^P b1 ^o continue separate FAC and
finds it reasonable and eq
PIRR rates for each rate zone although we detergmine thed
components of the CSP and OP rates OSe an unreasonable

Onconsolidated rate did not ^p
disadvantage or demand on custonler ^^ i^h^s rate zone.

that basis, the Oplnion and Order p 1 we affirm the

4905.33 and 4905.35, Reve FAC and deny the of FES and
decision not to merge the and Qrder-
OCC/ APJN to reconsider th.is aspect of the Opin'

V. BASE GENERATION RATES

f error, OCC/ AI'JN contend that the
(34) In its assignment of does not benefitplan

modified ESI''s base generation
customers- OCC/^'JN p°mt to ^e teES roviders havebeen
auction prices have gone down and CRES
providing lower priced electric servicebase hgneration pri es is
prices, OCC/ APJN opine that freezing ge oducin rates at
not a benefit because the market ^Y be p g
lower prices. OCC/ AP^ allege that the Commission failed to

ensure nondiscriminatory retail rates were notdproperly
customers, as the base generation the
unbundled into energy and capacitY comp e$ Q for' Acreating

EP-O^ s
risk of customers paying different p

capacity costs.
In its memorandum contra, AEP-Ohio responds that the

ro erl determined that freezing base generation.
Cosnmission p p^ customers is beneficial because it
rates for non-shopp' g riced default generation
allows for a stable and reasonably p
service that will be available to all ocus T^ ri^ any eV An e
further explains that OCC/ APJN do np
to support its assertion that the base gt on^u °en that

rate
all ^O

makes it difficult for the Commissi
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ers are receiving non discriminatory generation service,

customers APIN wrongfully attempt to
out that aci order. AEP-Ohio addsand points sian's

extrapolate the Commis Cap tyof the base generation rates being
that any accusations er because AEP-Ohia offersra
discriminatory are also imp pcustomers than it does to CRFS
different services to its SSO that it only offers

AEP_Ohio explains
providers. Specifically' roviders, but it offers a bundled
capacity service to C^ p ^stomers, thereby
supply of generation service to its SSO

^atin any c^.airn of AEP-Ohio providing discriminato^'Y
eU g
services.

its decision in the OP^on and Order,
The Cornmission affirms

frozen base generation rates amo ^t to allas the
priced, stable alternative that will rema ^C/APJN failed
customers who choose not ta shop• Fm'th^' he^g and in its
to provide any foundation in the evidenti

arY ah^ rates were
application for rehearing that the base g A^,^^o s base
not properly unbundled. To the co Q^^Y '' unopposed by au
generation rates were almost unan^mroceeding, which included
parties who intervened in t busp ness customers, commerciat
intervenors representing small 42 Further, OCC/ APIN
customers, and industrial customers. discriminatory
fail to recognize that AEP-Ohia is not offeringn custorners and those customers
rates between its non shoppigAEP-Ohio provides different services to t

he

who shop, as customers. Therefore,
shoppinS and non-shopping

AP N's argunments fall, as Section 4^d contemporaneous
an^C/ } ricing for like idprohibits dtscrinunatory pricing here. AEP-Ohio proves

service, which does not Toplders, and provides a bundled
capacity service to CRES -p
generation service to its SSO customers•

- e,,-t=nr rf .F CREI

VI. 1N ipx«.^-- sion failed to provide that

(35) OCC/ AI'}N state
that the Commis ^p) credit

the interruptible power-discretionary schedule (IRP-
not be collected from residenti c ^^tb^ ^onsis t

was
costs should

necessary in order for the C°^'sslo
Case No.

of the
approved stipulation in o. 11-55b8-

with the intent N are that the sti.pulation in
EL-POR. Specifically, OCC/ ApI^

42 sp-e opiriion and Order at 1^-1b.
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that case provides that program costs for customers in afrom
nonresidential customer ciass wi.i1 not be o^^^well not be

residential custo nez' es dential customers^^ c
collected from no

In its memorandurn contra, OEG argues that the credit adopted
under the IRP-D is a new credit established in this prarceeding,
and therefore should not be governed by the EE/ PDR
stipulatiorn. OEG opines that the Comrnission acted lawfullY

and reasonably in approving the IRP-D credit.

issian finds OCC/ APjN's arguments should be
The
rejected

Ca.mmAs OEG correctly po^ts out, the IRP-D credit was

d'afied ESP proceeding, therefore, it is not
established in the mo
roper for OCC/ AI'^ to use a sti P h a^°n ^^tp EE/ PDR

contemplated the prograxns set fo

stipulation

jTII. AUCTION PROCESS
rnent of error, OEG requests that the Commission

(36) In its assign
clarify that separate energy auctions be held for each AEP-Ohio

rate zone. OEG explains that this wouldand without separate
FAC and PIRR recovery rnechanisms, lblY
energy auctions, the auction may resul^EG al o suggests
energy charges for Ohio Power customers. the resiiRs
that the Commission clarify that it ^ 1 l

not
ead to rate increases

from AEl'-Ohio's energy auctionso^ out that the Commission
for a particular rate zone, and p
rnaintains the discretion and flexibility to reject auction results.

In its memorandum contra, AEP-Ohio submits that it is notto the competitive
necessary to determine the details rel^ating
bid procurement (CBP) process, ^^ p a^ pra^ would̂a abl'^ hed
appropriately addressed in the s
pursuant to the Commission's C?p °^e C©ssion addition,reject
AEP-Ohio opposes the Proposal for
any unfavorable auction results, as the orie^h^^ t^se^k^

plan for competitive markets is not based
results, but rather based on full deveio ^a of that OEG
marketplace. FES notes in its rriemo that its
presented no evidence in supPort af its az^m ^^ n a

and
nd hinder

proposal would actually limit supplier p P
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competition. FES expla^ that ^e^^^ ^^zsa a;^^discourage
adopt the ability to nullify auction
suppliers who invest signifi.cant time a^^onsurces into the
auction from participating in anY future

The Commission finds OEG's arguments on separate energy

not be addressed a^t^ha ^e^an abl^h better
auctions
left to the shouldauction stakeholder proc
the Commissiori s Opi^on and Order. ofstakeholder p `^ dl erseev gro p the

rocess w^. allow for a
stakeholders with unique perspectives and expertise to
establish an olen, effective, and transpazent auction process.
Howevex, we agree with FES and ^ uA^ to r

who,
^ectnauction

showing of unity, oppose OEG's not interfere with the
results. The Commission w^ we believe it is
competitive markets, and accordingly. ts.
inappropriate to establish a m^h^m toe^eazingC should ibe
Accordingly. OEG's application for

denied.

ln its application for rehearing, FES contends that
(37) O nion and Order slows the movement of

Commission's pi
competitive auctions by only authorizing^o ^^r 60 percent of
system of auction and an energy ^{ this delay is unnecessary
its load in June 2014. FES argu
as AEP-Ohio cannot show any eviden^o is ca ^abie of harm
earlier auction dates, and that AEP-O P

an auction in June 2013.

The Conmxnission rejects FES's arguments, as they have been
^ Further, the Commissionsed

previously raised and dismis.
reiterates that it is irnportant for custo ^e 1 w b saev d ncedeby
from market based prices while they
our decision to expand AEP-Ohio's slice-of-syste^^ao Sc energy

well as accelerating the time n o`e^^ ^ to establish an
auctions, but it is also iu^nporta
effective CBP process that will znaxinize the number of auction

participants.

43 Id. at 39-40.
44 Id. at 38-40.
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(38) In its application for rehearing, AEP-Ohio requests a

modification to provide that, in light tiQn ratesl will be f aze
Ohio's proposed CBP, base genera
throughout the entire term of the Q^' ^e^n^nefr`gy a^c^ n
months after the January 1, 2015, 2 percent

Ohio explains that it wouldflow ^e^r^ Ep-01°Q

procuTement costs through the Fp

believes it would be urureasonabin^ of 2015, as proposed ^
generatiion rates for the fi^rst five mo
AE.p-Ohio's application,45 in light of the substantialand
modifications made by the Commission^P-0^QlW^ns that

expand the scope of the energy auctio h^e could be adverse
absent a clarification on rehearing,
financial impacts of AEP-Ohio based on the Opinion and

Order's auction modifications.

In its memorandum contra, FES eXPlaum that the CoMM''Ssion's
hio recover

Opinion and Order does not hhe FAC. FESOno es that AEP-
additional auction costs throug customer
Ohio's proposal would ha Ce^th^o^g tl°^ ^ u,gan results

opportunities to lower pn , customers
were lower than SSO customer generation charges,
would have to pay the base generation difference on top of the
auction price, making the effects of competition meaningless.
OMApG/OHA add that costs associated with the auction are
not appropriate for the FAC because it will disproportionately

impact larger customers.

We find that AEP-Ohio's request tc^^Sest,^on Ppr pb^te

generation rates through the auction p and
and should be rejected. The entire crux op wi ^ h
Order was the value in providing custome t
opportunity to take advantage of market-based prices and the

importance of establishing a compel ti^'mco^^tent^w thl the
AEP-Ohio's proposal is comple y
Coinmission's mission and would preclude AEP-Ohio
customers from realizing any patentiai savings that may result

fro^. its expanded energy auctio ^d This ele ated the CBP ^ e
why the Commission expanded

ro osed that the 2015 100 percent energp auction costs be blended with the
45 In its application, AEP dhio pfrom the energy auction, w^^'^'o^d eS^ b ^h new SSO rates.

cost of capacity and the clearing price
See AEP-Ohia Ex.101 at 19-21.

',I
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Further, we find AEP-Ohio's fear of ensurefirst place• as the RSR will 'n part

financial impacts is unfounded'
prO^o has sufficient funds to ^f^^o sl aPp _AE ca^O f°

operations. Therefore, we find AEP-O

rehearing should be denied.
^°n and Order should be

(39) AEP-Ohio opines that the ^p Order`s state
that the Cap^ ci o the SSO energyclarified tO confirm not app Y

compensation mechanism doeŝtomers. DER/DECAM also
auctions or non-shopping

uest further clarification that auctions con ern ri sd^g any
request full service requu
term of the ESP pertain
difference between mazket-based charges ded ^ the deferral
state compensation

d from aI1 custome s.
that will be recovere application for

sion finds that AEP-O^o's appl•l
.^e Con^unis p lication,
rehearing should be denied. In its a ^ad,ty for the TanuarY
AEP-Ohio originally offered to provide P
1, 2015 energy auction at $255 per MW-day. In light o£ thewhich determined
Commissiori s decisionwo the ^a AEPA1^o to recover its

Case,

^,1gg.gg per Mt'V~daY customers, it
embedded capacity costs without overcharg'^ng
would be unreasonable for us to pe^^^MON^ dlsagreee
an ^o^t higher than its cost of service. sion should not rely
with AEP-O^° s assertion that the Cornh scost °f capacity for
on the Capaciiy Case deeter g J g^uary 1, 2015, because, as

norti-shopping customers b$^tp that
reviously stated, the Commission was able to determinejust and

AEP-Ohio's that $188.88 per ^darefoxe,
establishes

consistent a jwith our
reasonable rate for capacity• er_^_^y allows for
Opinion and Order,46 the use of $188.88 P

.aatel compensated and ensures
AEP-Ohio to be adeq Y, eS over AEP-Ohio`s
ratepayers will not face excessrve c^' DECAM's request for

actual costs. In addition, neCsl a^ oRaddress the difference
clarification, as it is not and AEP-01uo s capacity offer
between market based charges anuary 1, 2015, energy o^y
for the limited purpose of the J
auction, since the cost of capacity is AEl'-Mo's cost of service.

46 See ©pinion and C?rdex at 57
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ition, AEP-Ohio az ^eS that it was t^e1o
(40) Tn nentsaddCom and o

rnission to establish eazly aucti°n req
to its electronic systems for CRES providers without

update of all Prudently incurred
creating a meChanlSrn` for recoverycosts associated with auctions and the eiectronic system

upgrades.
t^p.-Ohio failed to request any

pCC j ApjN xespond tha costs within its originai
recovery mechanism for these costs associated
application in ths Proceeding, and that any for
with conducting the auction should have been o^ ou^that
within its application _ Further, OCC j APIN P rocess

^p-Ohio has not indicated tha^te he orY
r^'ed

auction
auction pp

roposal.'
would increaae its costs ^t ^pA^o•s request, OCC/ APJN

providers, as the^ouid the Commission gz CRES
.opine that all costs should be paid by

sts are caused by the need to accommodate CRES providers
co

OCC/ APJN, as AEP-Ohio failed to present any
We agree with unreasonable and
persuasive evidence that it would incur itsits auction and upgrading

andexcessive costs in conducting uest is too vague
electronic data systems. AEP-O^O^ s request we find thatarixlg,
ambiguous to be addr^ additional re°very mechantsm for

AEp-Ohio's request for
auction costs should be rejected. that the auction

p,Ep-.Oliio requests that the Co^ssion clanfy oluttons'' In
(41) onlyncorporate revenue-neutral s C ommissm i oni

rate docket w phio notes that the
suppo^ of its request, A^'- a new base generation rate

andreserved the rate to implement foz all customer classes,
-designon a revenue neutral basis
should therefore attach the same condition of xevenue

neutxality for auction rates.
the Commission should reject the

OCC/ APIN argue that ssion cannot anticipate
request for a clarification, as the Commiazd^g a disparate impact on
all issues that may arise x^e Commission to not box itself
customers, and encourages AEP-Obio's request.
into any corners by gxantmg

AEP-o^° s request t° uncorporate
The Commission rejects the auction rate docket.
revenue-^neutral solurions within

ever, in the event it becomes apparent that there may be
How
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disparate rate impacts amongst customers,
^, n, as neces^sary; as

reserves that right to initiate an in gatio

set forth in the 4piruon and Order.

(42) In addition, AEp-Ohio seeks
clarification regarding costs

that
associated with the CBP process. ^^'-0 e°^ eo^^on as

because it is required update its Pp
well as the fact that it will need to ^e;,lcindependent

manager for its auction process, among

should be
entitled. to recover its costs incurred.

In its memorandum contra,
OMAEG/GHA oppose AEPAhio`s

request, arguing the Comn-uss,on shouid not authorize AEP-.
Ohio to recover an unspec^ed amount of revenue without an

as to whether any costs theactually exist. Oo ^pGm^ ^ a
estimate
state that it is not necessary for Commis
preemptive determination about speculative costs.

ed with AEP-0hio's previous
As we previously determin rLic
request for auction related costs associated withxess^othesystem data and the expanded auction P

Comrnission finds that AEP-Ohio has not shown any estimates

on what the auction related costs woui abebeor We agree vw th
ided

any evidence as to what the costs m y
OMpFC/ OHA, and find

it is prem.ahxxe for the Cornmission to

permit recovery on costs that are unknown and speculative in

nature.

VIII. CUSTOMER RATE CAP
OMAEG/ OHA contend that the

(43) OCC/APjN and
Contmission's Opinion and Order regarding the customer rate

rovide that the Opinion
cap is unlawfully vague. O^t it intends the rate cap to cover,
and Order should clarify
and should establish a process to address situations^n Further,
ustom, greater than 12 pbill is increase b y $er s wi11c o^C/ ^IN request add1tional informatron n who

monitor the percentage of increase, anca ^ll notify
ustomers that they are over the twelve percent p

c
Comm.ission clarify the 12 percent

AEP-Ohio also suggests the
rate cap, and requests a 90 daŷ s ome e billing s forystem to
progran^g and testing its

AEPaccount for the 12 percent cap. -Ohio notes if the
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Commission clarifies that AEP-Ohio shall have time to
AEP-Ohio will still run

implement its new program.
calculations back to September 2012 and provide customer

's total clarification
credits, if necessary. AEP-Ohio also g under AEP-
calculation be based on the customer's

rate that
SSO rate, as it does not cavnno

the
a total bill

customers pay CRES providers, and perform

calculation on any other basis othe^ b
than
e direcOy author z d to

AEP-Oluo seeks clarification that
suant to Secti°n 4928'1`f4'

create and collect deferrals p
Revised Code, as well as authorization for carrying charges-

r1, OMAEG/ OHA, and
The Conunission finds that OCC/ Al'T
AEP-Ohio`s applications for rehearing should be granted
regards to the customer rate cap in order to clarify rate

As set forth in the Opinion and ^and approved wipthin
cap applies to items that were established1 to any previously
the modified FSP, and does not app Y throu hout
approved riders or tariffs that are subject to change g
the term of the ESP. Specifically, the riders the 12 percent cap

intends to safeguard against includ
ent h a eSRcap ^s^ aP Y

GRR. In addition, the 12 per
throughout the entire term of the ESP.

Further, we find that AEP-Ohio should be given 90 days to
ixnplement its customer billing system to account for the 12
percent rate increase cap. To clarify OCC/ APJN's concerns, by
allowing AEP-ahio 90 days to implernent its customer billing
system, AEP-Ohio will be able to monitor cuosltomto
increases and provide credits, also if necessary, gng back
Se.ptember 2012. Further, upon AEP-Ohio's implementation of
its updated customer billing system, we direct AEP-Ohio to

its bill format to include a customer notification alert
update 12 and
a customer's rates increase

has been decreased in accordance
indicate that the bi]I amount
with the customer rate cap.

Finally, as the customer rate impactRevised ^^^e °^e1°a^t^^x,,.^^e

ESP pursuant to Section 4928.143,
the deferral of any expenses associated with the rate cap

indusive
pursuant to Section 4928.144> Revised js are stable for
carrying charges, so we can ensure c
consumers by not increasing more than 12 percent.
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IX.

(44)

SEET THIZESHOLD
AEP-Ohio argues that the

In its application for rehearing, ld.
SE OE ^uesConnmission shou.ld eliminate the 12 percent

AEP-Ohio explains that the are ook g estimates of
contained within the record
its cost of equity, and do not reflect the ROE earned by

rueS with comParable risksvalues ^^ Ee Aom firms O

c

ompa th
provides that even if the

SEET thresholdcomparable risks, the AEP-O^o1Points toythe
excess of the ROE earned• Frnthesfon a roved for Duke,
SEET threshold that the Commis PP
where the Commission approved a stinuaa^^oestablishing

A a
EP 1ua

SEET threshold of 15 percent. 47
contends that the t-hreshold does not p^uede ^u hoP^Po c^p ^
for the Comrni.ssion to consided investments, as well as other
requirements of fixture committe
items contained within Section 4928.143(F), Revised Code.

In its mernorandum contra, OCC/ APIN note that theRevisedSection
Commissian not only follow^e hold is nothing more than a
Code, but also that the SEET
rebuttable presumption that any earnin g^ abes thate AEP eSOhio
would be significantly excessive. IEU ^ proceedings ta
unreasonably relies upon settlements within the
attempt to resolve contested issues
Commission's Opinion and Order.

The Commission finds AF,P"OW° F)nRe
for

vised Code,
should be denied- Under Section 49?_8.143(

determine whether the
the Commission shall annually AEP-
provisions contained within the mo^ h^^^ ^ h^ dictates
Ohio rnaintaining excessive earnings
that the review shall consider whether the uea^g pthe

significantly in excess of the return with similar business
comparable publicly traded companies contalns
and financial risk. The record in t^^e ^o^^^^ ^ho testified
extensive testunony fram three exp
in length on what an appropriate ROE would be for AEP-Ohio,
and all considered comparable companies with similar risk in

zzEian and Order) Dece-nbez 17, 2008 and Case No. 11-3549-EL-
47 In re Duke, Case No. 08-920-EL-SSC^ (Op

c,,sp (ppinion and Order) November 22, 2011.
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their conclusions. 48 In addition, three other diverse

reaching
parties also presented evidence in the record t

hat was

with the recommendations presented by the three
consistent
expert witnesses, which when takeh^ h e

whole,
nd o fa measonable

that a 12 percent ROE would be at Further, we believe
range for AEP-Ohio's return on eq

uity.49
en is not only consistent

that the SEET threshold of 12 p 4928.02(A),rovisions, including ^tion
with state policy p ro ^ate rate of return in
Revised Code, but also reflects ov

^ o^ that minir^ze AEP-
light of the modified ESP's p

Ohio's risk 50

X. CRES PROVIDER ISSLTES
FFsS argues that the

(45) In its application for xehearing,
Coxnrnission unreasonablY authorized AEEP-flhio to c^on^ m

its anti-competitive barriers to s fe^p^ ho t ^^ afion. FES
stay requirements and switchi.ng
asserts that both are contrary to state policies contained within

Section 4928.02, Revised Code.

AEP-Ohio responds that FES's assertions present no new
argurnents, and the record fully supports the findings by the
Commission. Further, AEP-Ohio explains that the modified

ESP actually offered improvemnts ant^aCRES p^ ^ ue

indicating that rehearing is not warr

The Co^SSion finds FESs app , further
Jication for rehearing relating

' Upon further
to competitive barriers should be^ granted. r es, charges,
consideration, we believe AEP-Ohios switching
and minimum stay provisions are inconsistent with our state

policy objectives contained within Seconn 4^2edentRevis^ede

Code, as well as recent Con^^eliminates the
Commission recognizes that the application _

current 90-day notice requirem at^erc'zal mand industrial
stay requirement for large
customers, and AEP-Ohio's seasonal stayomers on January 1,
residential and smaller commercial
2015, however, we find that these provisions should be

48 opinion and Order at 33
S•49 Id. at 37. p (7p j dissent^n

^ In re Appltcation of Columbus S. Power Co.,
Sli inion No. 2012-Ctl^io-5G9o, (Pfeifei, .,
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eliminated earlier. We believe it is Irn^ O^o, and recognize
retail electric service competition exLs cortsumers
the importance of protecting rT^^ders without

sales
any nark t

right to choose their service P in Sections
barriers, consistent with state policy provisions
4928.02(H) and (1), Revised Code. We are confident that these

tin AEPOhio's notice and
objectives are best met by elimina $
stay requirements in a more expeditious manner, therefo Tov 1,

direct AEP-ohio to submit within ^^atiQn°r Qf AEP-p4hio's
revised tariffs indicating
minimum stay and notice provisions eeCti^esen changes 0are
from the date of this entry. Further,

both Duke and FirstEner
consistent with provisions in gy's

recent ESPs.51

Further, we note that, in 1^uke's most recentof aP,^^
nOt mumystaY

the Commission approve a plan devoid any
, but also it granted a re a}^oohnd Dtha e,AEi' Qh °gprovisions

fee to $5.00 ^Z Accordingly, we
switching fee should be reduced from as ist onsSiO^ent with
CRES suppliers may pay for the customer,
Comnmission precedent '

In its application for rehearing, IEU argues the Qpinion and
(46) Order failed to ensure that AEP-Ohhio's generation capacity

service charge will be billed in accordance a^owa ldgesnthat
peak load contribution (PLC) factor. IEU

the Opinion and ^d^ directed CRES oviders access to
electronic data system that j^'^ allow p
PLC data by May 31, 2014, but states

tothat b0ui wnfo^^o
will allow the PLC allocation prQo_oses that the Commission
years until that deadline. IEU P p
adopt the uncontested recommendation of its witness to
require immediate disclosure of AEP-Ohio's PLC factor.

1I^ to rehash argu^nents
AEP-Ohio states that IEU is merely trying
previously made. Further, AEP-ohio points out that because
the P1.C value is something AII'-U^o passes on to CRES

22, 2011) Opinion51 In and ®rder, Irt re

re Duke
Energy Ohio, Case No. 11-3549-EI--SSO, (November

FirsfErcergy, Case No.12-1230-ET.rSSO (July 18, 2012) Upudon and OrderO ^o^ and Order at 39-40.

52 In re Duke Energy
Ohio, Case No.11-3549-EUSSO, (Novennber 22, 2011) p

53 Id.
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providers, IEU's concerns about tx'anspaz'eriC'' in the PLC value

allocativn process is something ^ a urchase energy.
C^S provider from which it or its customers p

The Corrunission rejects IEU's argumendevelo
the

anp eertronic
Order already dlrected AEP-Oluo to ^torical usage, and
system that wM include PLC values,
interval data ^ Although we did not adopt IEU's
recvmmendation of an irnmediate sYst fo , me

mbers of the Ohio
a May 31, 2014, deadline to to develop
Electronic Date Interchang Working

that
uniform standards for electronic data be leased with the
all CRES providers. While ^U ^y not p ro arn to the
Comxnission`s decision to develop a unifo^ P^
benefit of CRES providers, and ultimacteelW1 c

ustomers, we
Uar e

to allow for due process in accordan
review of Chapter 4901:1-10, O.A.C.,

of a POR programs we
stakeholders

de ^onr and e f^d bd^t these provisions are
affirm our
reasonable.

RIDER
XI.. DISTRIBUTION IN^MENT

ion's failure to establish a
(47) AEp-Ohio asserts that the Corn for se distribution investment

final reconciliation and true-up lusi
rider (DIR), which will expire with as^^C^at ito is unablesto
was unreasonable. AEP-Ohlo rea lance
determine whether the DIR {^^aTeconc liationais neces sary
expiration of the rider such tha
to address any over-recovery or unde^'tr^eC° ie he authoxlry
adds th- at the Comrni ssion is clearly e

to direct reconciliation of the DIR, as 1^AEP-Ohio tconEendst
and in other proceedings. Accordingly,
that it was unreasonable for the Conimission to not provide for

reconciliation and true-up for the DIR. facilitate

We grant AEP'dkuO's request for rehea^t ^^°end of the ESP•
reconciliation and true-up of the DIR
Accordingly, within 90 days after the^ pr^tio^ ^rP^
AEP-Ohi.o is directed to file the nec y

54 Id. at 41
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t a final review and reCOnciliation of the

Comrnission to conduc

DIR.

AEP-Ohio asserts that the Opinion and a O^ul tede deferred
(48) adjusted the revenue requirement for that the ADIT offset is

income taxes (ADM• ^'_Mo clam-Is
inconsistent with the Commission approved stipulation filed in

case, Case
the Company's latest distribution rate the revenue ^m^ did
^-AIR et a1., (Distribution Rate Case)
not take into account an ADIT offset ra ^ c^ec^ea t being
AEP-Ohio, results in the distribut7on

7.•329 miili on. AEP-Ohio notes that the DIR
overstated by $2
was used to offset the rate base incr $^e ^a^ customers oand ta
case and included a credit for r O^o fund and the
contribution to the Partners^p with Oltio az.gues that it is
Neighbor-to-l^Teighbor program• AEP-
fundam.entallY unfair to retain the benf^thee costs of ADIT
rate case settlement and subsequen y impose take
offset through the DIR in the ESP whe^AEP ^^gc^P O o
action to protect itself from the risk.
asks that the Commission restore the ^ ^^ AD^ oti et
distribution rate case settlement by el g

to the DIR.sS

N reminds the Co^ssion that
nEI' a^^e

oCC/ AP1
distribution rate case wasu eean v pro isionpfora AEP-Ohio to
Stipulation does not incl Y
adjust the revenue credit ^IR aCC j APjN otes tha P he
Comnussion approval of the
Distribution Rate Case Stipulation details and also speci€icallY
-the distribution of the revenue credit

ortunity to withdraw from the
provides AEP-Ohio the opp
Stipulation if the Conirnission materiall SS odd^t the

this proceeding. Finally, OCC^ APjN
was the drafter of the Distribution Rase l Case

the document must
pursuant to Ohio law, any ambl$^ultze
be construed against the drafting party•

considered the approPriateness of
The Comnnission has
incorporating the effects of ADIT on thec^1^ ° several
revenue requirement and carrying charges

55 AEF-OhiO Ex.151 at 9-10, Tr. at 2239
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proceedings• In regard to determination of the revenue
DIR, we emphasize, as we stated in the

requirement for the
Opinion and Order:

The Cornmission finds that it is not appropriate to
establish the DIR rate mechanism in a manner
ti,hich provides the Company with the benefit of

Any g
ratepayer supplied funds. • reflected ^n the 1DiR
from ADIT should be
revenue requirement.

eNone of the arguments made by AE^ S^°^^ble or
Commission that its decision in ^s ins

tance

unlawful. As such, we deny AEP-Ohio's request for rehearing

of this issue.
but

Kroger contends that the Op^on ^^^sr^oent no^to(49)
not directly address or oraand QP rate zones without
combine the DIR for the CSP
offering any rationale. Kroger reiterateane and blending
costs are unique and known f° ^e ne

rate
ratezozone ta subsidize

the DIR rates will ultimately req
the costs of service for the other. ^,Sei ^s

requests
on t^

Commission grant rehearing and re

issue.

AEP-Ohio opposes Kroger's request to ^P-Qhio eargues that
rates and accounts for each rate zone .

the Commission specifically noted and a epla G^ ^hy^t A.r^

rider rates were be^S maintained sepa Y t
Ohio's merger application was appr^ed t

o
^h ^ep^^e

it is unreasonable for the Comp y
accounts for the DIR.

The Commission notes that the DIR is a new plan approved by

the Commission in the ESP and Q̂ ^e
distribution

needs of the AEP-
Ohio wi11 take into consideration th
Qhio as a whole. Kroger's request t ae ^^^t n^maintaining
d^^inct DIR accounts and r^P nd OP as separate entities.
and essentially continuing
Kroger has not provided the S^^n the rate zon.es
tustification to continue the distinction
or demonstrated any unreasonable disadvantage or burden to
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either rate zone. The focus of the DIR Withat b^°,Bn hale cthe
infrastruct-ure, irrespective of rate zone,
^ abilityeconsd r adoption ofeatest ^pact on improving reli

uest to r
Cornnlission denies Krogers req
the DIR on a rate zone basis.

that the Commission failed to
(50) ^C/ ApjN ^gue on rehearing standard in Section

apply the appropriate statutory ^C/ AP^ interpret the

4928.143(3)(2)(h), Revised Cod ssion to determine that utility
statute, it requ^es the Co^
and customer expec^dor^ are atigned.

^^te ret that statute and
AEPAhio retorts that OCC/ APJN ^^e osition which
ignore the factual record in the case sion. APP^^o reasons
was already rejected by the Co^sattack the Opinion and Order,
that in their attempt to Iified the purpose of
oCC j APJN parsed words and oversimp

the statute.

The O inion and Order discusses A^ ^^^ We^ dias
p ex ecta

expectations and custorner P
OCC/ APjN's interpretation of 5he requirementsAP N claim that the
492$.143(B)( )Revised Code.562 (h),
statutory requirement is that customer and We rejecttime.
utility expectations be aligned at the present

claun. that the Opinion and Order focused on a forward-

looking
their statutory standard and, therefore, did not apply the

standard set forth in Section 4928.143(B)(2)(h)' Revised Code.Revised
The Comxnission interprets Section 49o 8 e^^te ) h)e utility's
Code, to require the Comrnisslo

reliabilitY
-- and determine that customer expectations and

' ed to approve
electric distribution utility em de^ plan. The key

an energy deiivery infrastructure assert, to find that
for the Coinmission is not, as UCC / APJN are currently

ectations were a'customer and utility ^P .lign^
aligned or will be aligned in the future but to maintain, to some
de ^, the reasonable alignment of customer and utility

do
Order

not$rexpectations continuously. As noted in the ^P'm^° ^e
and

and in OCC/ APjN's brief, over 70 Per e ^.^tions v^l
believe their electric sferr^c^'1^^ r^ ent of customers expect
increase and approxunaY

56 opinion and Order at 4Z-47•
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OhiO

their service reliabilitY expectationsoa
increase.
nd the Commlion

emphasized aging utility infrastructure and
expects that aging utility i,,frastruct belincreae Co tagesssion

results in the eroding of service relia ty
found it necessary to adopt the DIR n^a^^ n lip

reliability as well as to ^ma^.ntam g Thus, the
customer and utility service expectations• and denies
Commission rejects the arguments of OCC/ APJN

the request for rehearing. onent

the
(51) OCC/ AT'1N also assert that the DIR o fSec tion 4903 09, Rev sed

and order violates the requirements t for details on
Code, because it did not address S^^requ^contend that the
the DIR plan. In addition, ^C/ ^
Opinion and order failed to address details about

co
the

st orR ea
plan

ch
as raised by Staff, including quan ty o

f

asset class, incremental costs and expected improvement in

reliability.

We disagree. The Opinion and order speCificauy directed
to develop the plan, to focus

-Ohio to work with StaffAEP
spending where it will have the greatest t uenxp^e an o quanda bl
reliability improvements expected,
recovery, and to include a demo a^ e ent fsp^d

expenditures
levels.^

over projected expenditures an N^s re uest for
Theref ore, we also deny this aspect of OCC/ AP^e ^ission
rehearing of the Opinion and Order. Finally,
clarifies that the DIR quarterly updates shall betEm.ber 30,
proposed by Staff witness McCart^e f^ ^^g due May 31,
December 30 and May 18, with
2015, and the DIR quarterly rate shall be effective, unless
suspended by the Conmrnission, 60 days after the DIR update is

filed.

52) OCC/ APjN contend that in their initial ubrief
stomery aff dabiiity

^ adoption of the DIR would impact
without the benefit of a cost benefit analysis -M With the
adoption of the DIR, ^C/ ^jN reason that the Opiniort

Order did not address customer affordability in light f^d,
state policies set forth in Section 4928.02,

57 Id, at 47
M OCC/APjN Initial Biief at 96-114.
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therefore, the Opinion and Order violates Section 4903.09,

Revised Code.

We reject the attempt by OCC/APJN to
focus exclusively on

the DIR as the component of the ESP that must support

selective state policies. Fh's#es set forth ines^on 9^.^2,
Court has ruled that the pali
Revised Code, do not impose strict requirements on any given
program but simply expresses state policy and function as

guidelines for the Commission to e1tghat the ESP mitigates
proposals.59 Nonetheless, we
customer rate increases in several rp^^^eTh^Pudesbut are
which serve to mitigate customer rate
not limited to, stabilizing base generation rates until the auction
process is irnplernented, June 1, 2015; requiring that a greater

percentage of AEP-Ohio` s standard ^ ic loin the
procured through auction sooner proposed

application; continuance of the grimM^^TupeoJoft v^ ^
more customers will benefit
technologies to allow customers to better control their energy
consumption and costs; and developing electronic system
improvements to facilitate more retail competiti.on in the AEP-

Ohio service area. Thus, whi1t
he
,eliab eoand efficient reDtail

supports the state policy to ensure
electric service to consumers in AET -O a

^P serve
territory,

hot
above noted provisions of the app
mitigate the bill impact for at-risk ^o andrOrder al

l
u

AEP-Ohio
the

consumers. On that basis, the Op
state policies set forth in Section {

o 2owl focus on the DIR
we reject OCC/^'JN's attempt Y the state
as the component of the ESP that must support
policies and deny the request for rehearing.

xR, PHASE-IN RECOVERY RIDER

(53) IEU asserts that the Op nion and Order is unlawful andi
unreasonable as it authorized recovery of the PIRR without
taking into consideration IE[3's arguments on the effect of
ADIT. IEU argues that the decision is inconsistent with

accepted accounting principles, regulatory principles,
generally

59 In re Apptication of Cotumbus Southern Power Co. et at.,128 Ohio SE.3d 512, at 525, 2011-Ohio-1788
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^p-Ohio offers that IEU's claims ignore ^ha^e eo f^^siones
expenses were established puY'suant t

on 4928.144, Revised ^P ^
authority
Company's prior

under Secti
ESP Opinion and

roceeding afforded IEU, and other parties due P^^e whenthe
P
this component of the ESP was establ^ via a non-
pIRR Case is to establish the oh o e ^^ ^P 1 order is
bypassable surcharge. A^'- argues Ahio notes that
final and non-appealabl thas u held that there is no
the Supreme Court of Ohio
constitutional right to a hearing in rApP-0hia concludes that
statutory right to a hearing ex^sts• PIRR mechanism.
hearing was not reqwred to imple' t^o ta the Op^o
Specifically as to IEUs ADIT related bl rnade these
and Order, AEP-Ohio contends that IEU has
arguments numerous times and the doctrine of res judicata

estops IEU from continuing to make thi.s argoment 61

The Commission notes as a part of the ESP 1 ProCeedmg' an
was held on the application and the

evidentiary hearing
estaCommission approved the blishme^^, ;nc1 ^ng interest.

to consist of accrued deferred fuel e p
IEU was an active participar't in th {o Xercise its due process
and was afforded the oppor^tY re ^ement for a
rights. However, there is no statutoxy q
hearing on the application to ir ►iti vtee td he aI ^poneo ^e

recover the regu.latory asset aPPrO Znterested persons were
^p 1 order, as IEU c^ to submit canunents and
nanetheless afforded an oPP rs PIRR application. IEU was
reply camments on the Company as comments
aiso an intervener in the PIRR Case 51on submied
and reply comments. The CO^ Se have ar^ ed and reargued

that iEU and other p gustates,
that deferred fuel expenses shou^de C^SS ^nf in the ESP 1
issue was raised but rejected by again
proceeding and the issue was rai.sed, ^^ C^ ereOdpa^pn and

rejected by the Con^ssion zn the P

and violated IEU's due process by appr°v'ng the PIRR without

an evidentiary hearing.

St3d

g?d 213.

64 Consumers'
Counsel v. Pub Util. Comrn. (1994), 70 O

hio St.3d

61 p f^'ice of the Consumers' Counsel v. Pu6• Util Comrn• (

19^

),
6 Ohio
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on Reheasing• '1he Corr^ssion

Order and the Fifth Entry that the issues in this modified
finds, as it relates to the P^^
ESP 2 proceedings were appropriately liollection of the PIRR
the PIRR rates and the effective date fo or^^^ to present its
rates. IEU has been affordedp and ^R p oceedings and, as such,
osition in both the ESP 1 art of this

there is no need to reconsider ye matter for rehearing
proceeding. Accordingly, we den IEU's request

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 CSP and OP

rates for several of the other riders und tre ^^ ^ders for the

E,,cp application but m^^ine separate em h^^e that the
P

^P and OP rate zones, ^/ roceeding advocated the
Stipulation initially filed in this proceeding
merger of the PIRR rates and s in taeppra ed the merger of
Opinion and Order the Corr^

. The Comxni ssion's decision not to ^eagT e^ ^ oan^
the
OP PIR

rates.
rates, accore ^ame issue without the justification

earlier ruling on th
required pursuant to'ection 4903•o9' Revised Code.

FAC and
OEG notes that continumg to maintain Sep ^e need to condu^ct
rates for each of the rate zones^ will u

cause
^ since the price to

two separate specific energy-oY a

beat is different for each rate zone. OE aised on r hearing as to
the Com^mission to address the issues r
FAC and PIRR, is to immediately merge the FAC and PIRR

rates.

As OCC/ APJN exPlain, the Conmission approved without

modification, the merger of the PIRR ride^e te S ulation , o
the n

Cornmission subsequently rejected P
rehearing• The Conmission no#es regard incurred y,
the vast majoritY of deferred fuel exp cant ortion of the
OP rate zone customers,

formex GS1' c mer was recovered
deferred fuel expense U on further consideration of the
through SEET evaluations. Pthe Commission has determined
PIRR and FAC rates issues,
that malntaining separate rates for the OP and CSP rate zones,

given the significant difference in the outstand^n^gus ed
deferrein the

eXpe^eS per rate wne, is reasonable, as
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(55)

Order and advocated by I.EU and Orrne .
Opinian and Com,mi"ssion a.ffirms its decision and denies
According1y, the to the merger of the
OCC/AI')N/s request for rehearing as

PLRR rates.

OEG exPresses concern that the PIRR raT e^^ p^e effecti
until December 31, 201$, while the FAC

s ESP on May 31, 2015• OEG reasons that eas^e for OP Oand
^ and ca aci^ty will be th Junethe rates for energy anp sion clarify thate
CSP rate zones. OEG requests that o the PI1ZR rates after the
it is not precluding the ^g og the FAC and
current ESP expires. OEG reasons that mer strativeuce
PIRR rates for each rate zone woued er^dc ncy,e ana dd

and burden, increas
compleXitY ^'^ thetructure of the FAC and PIRR with the other AEP-Ohio rider
s
rates.

racess for auction pa^cipants
S^pl^ication of the auction p

the deferred ^ ee expense of CSPdoes not justify 1̂  gno^n.g

incurred for the benefit of OP customers
ustorners. The Commission will contine^i^ eruand AmaY
c deferred fuel expenseOhio's outstanding and FAC
reconsider its decision on the Werg^e not# co PIRR by the
rates. However, at this tune, inion and

ision
arguments of OEG to reverse our reeu st for rehearing.
Order. Accordirtgly, we deny th q

__^ _,...,.rns7

XIII.

(56)
that the Comtn^si°n adversely affected the

EE/PDR Stipulation inOCC/ A1'IN offer to the
r-ights of the signat°ry parties n^e EE/PDR rates
Case No.11-5568-ELROR et al. by rn a^ rt that the parties
^^s proceeding. OCC/ APJN and pp rate
envisioned separate EE/PDR rates for the CSP an
zOneS after the merger of CSP and OP.

's argument to maintain
AEP_Ohio reasons that OCC/AP1N
separate EE/PtiR rates is without meritf ^Qn°erit^t^ a

Commi ssion specificallY stated that t
result of the merger, would 6z re AEP^hi^ d sug orts_^the
resolved in this proceedu ►g•

62 In re AEP-OhiO,
Case No.10-2376-EL-LINC, En^'Y at 7 (Mar ch 7, 2012).
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Commission's decision and asks that the Commiss'on deny this

request for rehearing

In light of the fact that the Commissios^eoa^r ^e e beenaw^e
merger on Maz'ch '̂ ,2d12, OCC/ AI'1N of CSP and

Further, theof the Commissiori s pl ^e
ES 1 proceeding.

OP rates as part of
Cornmission notes that nothing in the EE/PDR Stipulation or
the Opinion and order approving the StiPulation confirins the

assertions of OCC/
APJN that the parties expected the EE/PDR

rates to be separately xnaintained after the merger hĈSP and
N assert in their app `

OP. In addition, OCC/ Al'T
that combin3ng the EE/PDR rates prevents the

rehearing
parties frorn receiving the benefite de

bargain
ny the arequest for

EE/PDR Stipulation. We th r f re

rehearing•

XIV.

(57)

GRIDSMART
ion's failure to establish a

AEP-Ohio asserts that the Commiss
final reconciliation and true-uP for the gri^ ^e^ d of this ESP
will expire prior to or in conjunction
term, May 31, 2015, was unreasonable.

We grant AEP-Ohio's request for rel^e^ ^n 9^caay^^ler t
the

heCo^mmi.ssion clarifies and directs tha a filirLg
expiration of this ESP 2, AEP-Ohio sh ^o of the final year of
Commission for review and reconcili
the Phase I gridSMART rider.

XV. ECONQMIC DEVELOPMENT RIDER

APTN renew their request on rehearing that the
(58) ocC/

Commission Ordex AEP-Ohiaa
shareholders

o per year and
Partnership with Ohio (PWO) fund

to designate $2 million for the ession's failure to address
OCC/APJN argue that the eighbor
their request to fund the PW0 ^xbsection 4 03 09,
funds, without explanation, is ^ N reiterate that it is unJust
Revised Code. Further, OCC/ ^

and unreasonable for the CommissOf the fact that the Opizuon
to fund the PWO program jr ► light

and Order directed the Compani the Commissionorde ed
Growth Fund. OCC/APJN note that
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the funding of the Ohio Growth Fund in itsD^e ebe^1t ^e at-
order approving the Stipulation. OCC J APJN gu
risk population is also facing extenuating econonm.ic
circumstances, particularly in southeast Ohio served by AEP-

Ohio, pCC/ APjN offer that at-risk inW^on 4928.02(L),
protected pursuant to the policy set forth

Revised Code.

The Commission notes that provisions were made for the PWO
part

to the benefit of xesidential and low-income1^ase.^^^e PWOsfund
of the Company's distribution
directly supports low-income residential customers with bill

ore,
cpayment assistance. The Coxn rate clp^o ^'edînS wasthat the funding in the distribution

fundadequate and additional funding of th HowPWO
r as noted

requested by OCC j APJN was unnecessaYy
in the Opinion and Order, the Ohio Growth Fund, "creates

a
suPPOrt

ttract nev''private sector econornic t
toO

work in conjunction with other
investment and improve job growth in Ofu did notore Oe he
economy. For these reasons, the Comml on l^cation for
Opinion and Order and we deny OCC/^'TN's app

rehearing.

XVI. STORM DAMAGE RECOVERY
MECHANISM

AEP-Ohio suggests that the
(59) In its application for rehearing,

Commission clarify that, under the storm damage recovery
mechanism`s December 31 filing procedure, a cutoff of
September 30 be established for aIl expenses in`-urred- AEP-
Ohio opines that the clarzfication would allow any qualffymg

d
expenses that occur after September

f
o^^dh Ay

EP-OY►io no es
to the deferral balance and carried
that absent a cut off date, if an incident occurs late in the
reporting year, expenses may not be accounted for at the time

of the December 31 filing.

OCC J A-PjN point out that AEP-
In its memorandum contra,
Ohio's request for clarification would result

bein^ed
accruing carrying costs for any costs that may

between October 1 and December 31. As an alternative,

63 in re AEP-Ohio, Case No.11-351 EL-AIR,
Opinion and Order at 6, 9 (L^^e^^r 14, 2011).

''^
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ion consider a provision

OCC/ APJN suggest the Conuniss u to 30 days after the
allowing A^'-Ohio to amend its filing p ^ costs from the
December 31 deadline to include any o

of December that were not inc luded in the original
month
filing.

xnission finds that AEP-01^o's aPPlication for
The Com We believe it is important to
rehearing should be granted.that may occur just prior to the
account for any expenseshowever, we are also sensitive to
December 31 filing, n c^ts being icarryi g ncurred over
pCC j APJN's concern about request.
a tluee-month period as a result of AEP-Ohio^e ecovery

but not
Accordingly, we find that uan er o ^sto ^'r^n damage

m^h^m, in the event Y c deadline, AEP-
accounted for prior to the Dlce ation to the Co^ssion in its
Ohio may, upon prior no ^,clude all incuned
December 31 filing, amend the filing to
costs within 30 days of the DeCember 31 filing.

TION RESOUR^ RIDER^I, GENERA
t

IEU argue, as each did in their re(bo) FES and (B) ^^(^r1eRf^vts^ed
the dictates of Sections 4^g•143 and 4 assable rider.

Code,
require the GRR be established as a bypassable of

FES, IEU and OCC j AP1N request rehearing on thuiements of

the GRR on the basis tRev Se^ C^Q have no been met as a
Section 4928.143(B)(2)(c),

art of this ESP. FES contends that Sections
n^able^anBd(2}e

part Revised Code, are u
and 4928.64( Revised Code,
specialized provision of ^t {he Commissiori s creation of

4928

prevaiis: OCCj APJN adds
the GRR, even at zero, abrogated O^{ th G^ S^e^nable
FES, IEU, and OCC/ APIN subnut

and unlawfut.
GRR

Each of the above-noted requests for rehearlinCg ^s then nd
xnechanism was previously considered b^y totl^g offered in the
rejected in the OPirdon

and order'
sion that the

applications for reheaxing persuades the Co_^Accordin 1
Opinion and Order is unreasonabthe establ hrnent of the GRR
the applications for rehearing on sion notes that we recently
are denied. Further, the Commis



-56-

11-346-EL-SSO, et al.

(61)

concluded that AEP-Ohio and Staff failPo
d^^ ok^^^ requ'site

demonstration of need for the Turrung P

IEU argues that the language in Section 4928.06(A), Revised

Code, imposes a duty on the Commissa2 Revised Codet a
the

re
state policies set forth in Section 4928 ,

effectuated. Elyria Foundry V. Public u^I• the GRRIv Oa es state
305 (2007). IEU contends the adoption of

and conflicts with the Capacity Order, in which where
policy a^ pricing
the Commission determined n^^k SuP^liers in. AF1'-Ohio's
will stunulate true competitio g^us, implicitly rejecting
service territory and incent shopping,
that above-market pricing is compatible with Section 4928•02,

Revised Code -65

The Commission notes that the S Tph e ^on 4928.021,
determined that the Policies set forth
Revised Code, do not impose strict requirements on any given

prograxn but simply express o We°h ^uy^ and u t^in g utilit^yt
guidelines for the Co^sszon g ^,ticulaz.
proposals ' IEU does not specifically reference ao^^at
paragraph in Se^ion 4928.02, Revised Code, supp g

. NonethelesseTht^^ ^ s^o reiterates,
theas GRR

stated iis n the
unlawful

Opinton and Ord ,
required to share the benefits of advance the poli i s stat drin
shopping and non-shoppEng to
paragraph (bI), Section 4928.02, Revised Code-

)CVIU. PppL MODIFICATION RIDER

gE5 argues that the application did not include a de p aonP,roR
(62) tariffs reflecting a PTR and, accordingly, did not request

to be initially established at zero. FES subrnS thaotr ^f a PTR
evidence and no justification presented in pP
and, therefore, the Commission's approval of the PTR is

unreasonable.
are xnisleading and

AEP-Ohio responds that FESrs claimsthe testimony of witness Nelson
erroneous. AEP-Ohio cites

64

65

66

ia Case Nos. 10-501-EL ^OR and 10-502-EL-FOR, OP^on and Order at 25-27 (Tanuary 91
in re AEP_Oh ,
2013). xxtion and Order at 23 QuIY 2, 2012).
in re AEP-Oh^, Case No.10-2929-EI--^C' Op

iieation of
Columbus Southern Power Co. et ai.,128 Ohio St3d 512, at 525, 2011-Ohio-1788•

In reApp
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v,rhich included a complete description
{o discern

the PTR.
structure f

notes that the Commission was able asserts that
the P'TR and approved the request.
FES's claims do not provide a basis for rehearing-

FES's arguments as to the description of the PTR in the
application overlook the testimonY in the record and the

directives of the Cornmission. As the PTR sll ^n^gent upon
ppinion and Order, recovery und
the Commission's review of an application by the Company for
such costs and any recovery under the PTR must be specifically

authorized by the CommissioAEPAhio seeks recovery under
and Order emphasized that if
the PTR, it will maintain the burden set forth in Section
4928.143, Revised Code -68 Accordingly, the Commission denies
the request of FES for rehearing on this issue.

63) 1'EU also submits that the PTR (as well as the capacitym that^
( and RSR) violates corporate separation requirements

operates to a11ow AEP-Ofi.io to favor its affiliate and ignore the
strict separation between competitive and non-competitive

services. Specifically, IEU contends ^^an'e ^ eration related
Revised Code, prohibits the recovery any g
cost through distribution or transmission rates after corporate

separation is effective.

We find that IEU made similar argurnents as to generation
asset divestiture. For the same reasonS stated therein, the
Commission again denies IEU s requests for rehearing.

that the PTR69 is unreasonable and unlawful
(64) IEU also contends

as its approval permits AEP-Ohio to recovery generation
related transition revenue when the time period for recovery of
such costs as passed, and where the Company agreed to forgo
recovery of such costs in its Commission-approved settlement

of its electric transition plan (ETP) cases.70

67 opinjon and Order at 49.

68 Id.
69 IEU raises the same argunaent as to the RSR and the capacity charge. p itiny for Approval

70 In the Matter of the Applications of Columbus Soufhesif^^cm Revenues, ^ase Nos. 991729-EEL_BTP d 99-
of Their Etectric Transition Plans and for Receipt of Transition

opinion and Order (September 28, 2000).
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As to IEU's claim that the PTR ts u Q e {̂h^^s axgum n^eAs we
in the ETP cases,

the
C^ ^d 1 a a^r, approval of the PTR

stated in the CP ni recove to AEP-Qhio. AEP-
mechanism does not ensure any ^'
phio can only pursue recovery under the PTR ^^s

Commission modifies or amends its p orate Separation Case),
filed in Case No.12-1126-EL-UNC ( rP only. Further, if the
as to divestiture of the generation assets the PTR are met, AEP-
canditions precedent for recovery under

has the burden under Section 4928.143 1 ' be
Rev

niefitt ao o^odemonstrate that the Pool Agreementcosts and/or revenues
ratepayers over the long-term, any

were allocated to 4hio ratep^ble.n IEU made substantiallY
prudently incurred and reasa
Similar claims regardng transition cost and the ETP cases in
the Capacity Case.72 The type of transition costs at issue in the
BTP cases are set forth in Secnon 4928.39, Revised Code. We

find that recovery for forgone revenue Sible unde SeCtian
termin.ation of the Pool Agreement is p

4925.143(B)(2)(d), Revised Code, as OYZUecteand p ematureio In
Thus, we find IEU's arguments i
addition, for the same reasons we rejected these arguments by

IEU on rehearing in regard to e^U s request for xehear'ng is
reject these claims as to the PTR.

denied. its

(65) FES, IEU and OCC/APJN reason that the Cornmis}^n Rbas e a ed

approval of the PTR on S^s°^n,bution se3rv^ce and, does not
Code, which applies only to to the competitive market.
include incentives for transitioning
FES,IEU and OCC fAPTN

- offer that the PTR is generation

the

Further,based and has no relation to distribution service.
offers that by the time the AEP Pool ternun

assets will be held by AEP-Ohi be n^a ° o^ adi competitive
revenue loss experienced will

generation provider. According Code, OCaCrtyA°ther
nothing in Section 4928.143(8)(2), Revised

provision of Ohio law, perrni orc to prncen e thenel ctrxc
provider to recover lost revenue
distribution utility to transition to market. Furthermore, FES

------------------
71 Opinion and Orderat 49. and

Order at (date).
72 In re AEP-Ohio, Case No.1d-2929-EIrUNC, aP^"

on
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reasons that Section 4928•02(H), Revised Code, specifically
that ection

prohibits cross-subsidizatili ^ eE likewise ^la^to effSectuate
4928.06, Revised Code, ob g
the state policies in Section 4928.02, Revised Code.

AEP-Ohio replies that despite the claims of FES^on of the
OCC/ APjN, statutory authority exists for

Code, as thePTR falls under Section 4928.143(B)( )(h), Revised
Commission determined in its Opinion and Order. The PTR, is
also authorized, according to AEP-Ohio, under Section

the
4928.143(B)(2)(d), Revised Codeis to st ^lize the rates of Ohio
purpose of the Pool Agreement
customers, thus division (B)(2)(d) of Section 492$.143, Revised
Code, also supports the recovery of Pool Agreement cost. AEP-
Ohio states, in regards to the argument on cross-subsidies, that
a significant portion of AEP-Mo's revenues result from sales
of power to other AEP Pool members. With the tem-iination of
the Pool Agreement, if there is a substantial decrease in net

revenue, under the provisions of ^nueTfrome retail c
Company

be compensated for lost net
Based upon this reasoning, AE-Oazoa argues ^^^y PTR oved
authorized component of an
by the Commission.

The Commission notes that the Opinion and Order specificaliy
limited AEP-Ohio's right to recover under the PTR, only in the

event this Commissiodivestiture of its generation assets.73
separation plan as to the
The Opinion and Order also directed, subject to the approval of
the corporate separation plan, that' AEP-Ohi.o 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,
amend its corporate

Case, AEP-Ohio was granted approval to
separation plan to reflect full structural corporate separation

and to transfer its generationfa^e Finding and Orde^in the
Applications for rehearing o
Corporate Separation Case were timely filed and the
Commission s decision on the applications is currently
pending. The Commission reasons, however, that if we affirm

73 Opimion and Order at 49.

74 Id. at 50.
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75

76

our decision on rehearing, as to the divestiture of the
generation assets, AEP-OhiO has no basis to pursue recovery

under the PTR.

Nonetheless, we grant rehearing regarding the statutory basis
for approval of the PTR. We find that Section 4928.143(B)(2)(),

Revised Code, supports the adoption of the P TR 75 The

termination of the Pool Agreement is o ate
pre-reqLlisite

aration. With
Ohio's transition to ^^^ ^ al corporate separation and
AEP-OhiQ S move to
CRES providers securing capacity in the market,the t me^ll
service offers for SSO customers and shopping c^
likely increase and improve. On that basis, terrnination of theective
Pool Agreement is key to the e r^ h h t1e oof eSection
competition and authorized unde
4928.143(B)(2)(d), Revised Code. W^ eAP ot dissuaded fromd FES•
this position by the claimss revenues reCe^ d anas a result of
pCC/ APJN correctly as ,
the Pool Agreement are not recognized in OCCt AP^N fails to
significantly excessive earnings• Howeve , /
recognize that the language of Section 4928.143(F)

► Revised

Code, specifically exclude such revenue^. We alg°o^ o o f that

while effective competition is Revised Code, does not
Commission, Section 4928 •02^), Court
strictly prohibit cross-subsidization. ^^ Ohio 49^ ^2mRevised
has ruled that the policies set forth an^
Code, do not impose strict requirements tionanY as guidVen elinroesfor
but simply express state po Y ro osals76
the Commission to weigh in evaluating u^itY p F

(66) IEU cl Section 4928•06, Revised Code, raises the state^^ that

policies set forth in Section Pub$ 021^fiit ComRevised rn., 114
Code, to

Ohio
requiremenis. Elyria Foundry v. the phio
St.3d 305 (2007). We note, that more recently,
Supreme Court determined that the policies set forth in SeCtion

Sect-ion 4928.143(B)(2)(d), Revised Code, states:

Ter^ns, condations, or charges relating t° li^ ^ O1"s or s pplemental power service, default

retail electrzc

ty, standby, b P futuregeneration service, bypassabili or deferrals, including
service, carrying costs, amortization periods, and accountin$ or providing certainty
recovery of sucla deferrals, as would have the effect of stabilizing

regarding retail electric service.

In re A Iicution of Columbus Southern
Paz.oes' Co. et al., 128 Ohio St.3d 512, at 525, 2011-Ohio-178

pP
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4928.42, Revised Code, do not impose strict requirements on
any given program but simply express state policy and

function as guidelines for the C^^^s^1wth o the weiSh ^ s
evaluating utility proposals. ^
ruling we approved the establishmenof o e^Q ^^sSion s
Company mak^g a subsequent filing f
review including the effectuation of state policies.

XIX. GENERATION ASSET DIVESTNRE
AEP-OhiO asserts that the

(67) ln its application for rehearing,
Commission should 'have approved the corporate separation

nion and
application at the sae time Ot ^on ^d ^der^contingent
Order or made approval of ^` co Porate separation application
on approval of the Company p
filed in Corporate Separation Case.critical cOormpo en eoft he
structural corporate separation is
ESP which is necessary for AEP-Ohio to transition to

noimplementing an auction-based SSO. u^haA^P requests

that the Commission clarify on g' ,.phio"s
be effective until the Comrnissi.on approves AEP

corporate separation application.

The Opinion and Order was i_qsuti n Case was issued October
in AEP-Ohio s Corporate Separa
17, 2012, approving the corporate separation plan subject to

O's
certain conditions. The Commisui the appr va1°^the
request to make the ESP effective upon
corporate separation plan. AEP-Ohio had the option of
designing its modified ESP application to incorporate its

corporate separation plan or to timely request a e^o AEP-Ohio
the Corporate Separation Case and the ESP c d
did not undertake either option. Furthermore, ordereSwe e
tariffs in compliance with the Op^on and
approved and have been effective since be unreasonableland
September 2012. Accordingly, it would e
unfair to make the effective dat °heAE -Ohio, Srequest
corporate separation case was approved.
for rehearing is denied.

.
et at.,128 Ohio St.3d 512 , at 525, 2011-Ohio-1788.

In re n of Columbus Southern Power Ca^ App[icato
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(68) YELT argues that the Opinion and orsion pp oved the
unreasonable to the extpt^ethe g^ ration assets without
conditional transfer
determining that the transfer complied with Sections 4928.17,
4928.02, and 4928.18(B), Revised Code, and Chapter 49011-37,

O.A.C.

As we previously- acknowledged., a^^ pdoC^^d ^s be
that the Corporate Separation Case
consolidated. Therefore, as was not^e in eOPedu^g was
Order, the PT^ary considerats ons in Pr
how the divestiture of the generaassetsaffiliate would impact
between AEP-OhiO and 1ts generation
SSO rates and customers. The requirements for corporate

4928.
separation contained in Sectioris ^^s$n Cha ter 4901 ^(37,
Revised Code, and the applicable ru P
O.A.C., were addressed in the Corporate - Sepparafion Case

which was issued subsequent to theU ^ve subseqentlY been
matter. As the issues raiseu by f rE

rehearing.addressed, we deny the req

69) AEP-Ohio also requests that the Commission revenueebo ds
(modify the directives as to the pollution

(PCRB). AEP-Ohio requests that, at a minimum, the
arify that the 90-day filing be limited to a

Convnission cl
demonstration that AEP-Ohio c b m^^ a{en

Separaton, and
incur any additional costs caused by Po
that the hold harrrdess obligation po^ ^A^a dYequests
costs caused by corporate separati
permission to retain the PCRB or, in^h ^ t^u^filiate
AEP--0hio to transfer the PCRB generation

consistent with the Corporate Seaa b tt AEP-OhiO until their'
suggest that the PCRBs be retaun y
respective tender dates and tr anfe n^t^ d^^ng the period
generation affiliate with inter-comp y

between closing of corporate Se ^o attests tha^either option
tender dates of the PCRB. AEP-O
offered would not cause custOmers aration and e^limanate
costs that could arise from corporate sep
the need for any 90-day filing.

We grant rehearing on the issue of t ssion s decision in a^e
reiterate, consistent with the Co^l
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Corporate Separation Case, that ratepayers be held harrniess.
In the Corporate Separation Case, in recognition of the
Company's request for rehearing in this matter and as a
condition of corporate separation, o^^ o^^sbetween A^^^o the

Company utilize an intercompany

its generation affiliate whereo ^P Ohio EDU dratepayers. S
PCRB and avoid any burden
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 and Order is unreasonable and
uniawful as it allows AEP-Ohio, the electric distribution utility,
to evade strict separation between competitive and non-
competitive services and, as such insulates AEP-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-Ohio s generation affiliate, violates
Section 4928.143(B)(2)(a), Revised Code, as the statute requires
that any cost recovered be prudently incurred, including
purchased power acquired from an affiliate. According to FES,
the record evidence demonstrates that the capacity price of

t
$188.88 per MW-day is signifitiAEP-Ohia has not evaluatted
can be acquired in the market and
the arrangement with AEP-Ohio's generation affili.ate or

considered options available
based revenues from SSO

the pass-through of generation
customers, FES claims there is no record evidence to support an

rice for energy and capacity from SSO customers.price"arbitrary"
asserts that AEP-Ohio's base generation rate is not based

on cost or market and that AEP-Ohio argued that the base
generation rate reflects a $355 per MW-day charge for capacity.
For these reasons, FES reasons that the base generation
revenues reflect an inappropriate cross-subsidy and are a

detriment of the competitive market.

Finally, IEU, FES, and OCCJAPAC submits that the pass-

through of revenues from AEP-OhiO to its generation affiliate,

-63-

78 In re Ohio Power Cornpany, Case No.12-1126-EL.-UNC, Order at 17-18 (October 17, 2012).
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y set forth in Section 4928.02(^, Revised

violates the state polic
Code.

p,pP-Ohio replies that AEP-Ohio is a FRR obl gataons aandi is
to support shopping load under its

obrequired to fuifill that ligation durinog ^{ate5 four p ary

after corporate separation. ^^ ^Qri affiliate are not illegal
reasons why paYments to its g
cross subsidies and should be passed to^ generation

after corporate separation during
Commission approved functional separationnd ^g la

s

presently a vertically-integrated utility. ^co
of the term of this ESP, AEP-O ed ^lpro i.d eSSO

structuxally

portion
separated but remaxn obl^g

service at the tariff rates for the ful^^ser^^ ^^ nEla ^hw^^

after corporate sepaI'ation, AEP-O^ S
be obligated to support SSO service (energŷ a its generation
AEP-Ohio reasons it is only appropriate eed
affiliate receive the same generation revenheer^ ^I ^^n SSO
by AEP-Ohio for such service. Finally,

^agreement between AEP-01uo and its rg^ ^o 0 od alpp ov
the services, which is subject to the )u Coooission (FERC).
by the Federal Energy Reg^atory
Furthermore, AEP-Ohio warnS that without the generation

revenues the arrangement betweenCe A^ p^o also notes
generation af#iliate will not takePPpoach on behalf of the First
that FES has supparted this AEP-Ohio
Energy operating compani.es for sevexal years.
concludes that the interveners' cross-subsidy arguments are not

a basis for rehearing.

First, as we have noted at - other times in this Entry on

Rehearing, the Ohio Suprexne Court do not i pose
policies

set forth in Section `fs^'^2` Revised Code,ven ro am but simply expresses state
requirements on any gi p^ to weigh
policy and function as guidehnes for the Commission

in evaluating ut^ity proposals.7g

The Cornmission recently approved AEP-Ohio's applicatio for

structural corporate separation to facilitate^at t^e t ro of this
transition to a competitive market. GI

5

79 re A Iication of Cojumbus Southern Power Ca• et
aI.,128 ohib St•3d 532, at 52, 2021-Ohi°'1788.

Irc irp
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ESP, corporate separation of the gen ^aJi ^^ Op^on and
Ohio's FRR obligations are not ea^

that revenues previously
Qrder the Commission recogniz
paid to AEP-0bio for SSO service will be paid to its generation
affiliate for the services provided. However, while we beYaeve
it is appropriate and reasonabie for r eve ^n^i^e tsoprovided byFn
Ohio to its generation affiliate for the Revised Code.
means will we ignore Section 4928.143(B)(2)(

a

)service will be
The costs incurred by AEP-O^o for ^ of AEP-Ohio's
evaluated for prudence as a part

nts
FAC/ Alternative Energy Rider audit. None of

c
the

onvince ethe
presented by FES, IEU or OCCJ 1
Commission that this decision is unreasonable or unlawful and,
therefore, we deny the requests for rehearing of this issue.

It is, therefore,

ORDERED, That Duke's motion to file memorandum contra insta.nter is granted. It

is, further,

ORDERED, That Kroger's request to withdraw its reply memorandum filed on

September 24, 2012, is granted• It is, further,

ORDERED, That AEP-Ohio's motion to consolidate is moot. It is, further,

ORDERED, That OCC/ ApjN's motion to strike is denied. I.t is, further,

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

further,

ORDERED, That the applications for rehearing of the Co.__xnmis^ forth h exeinn.r OI2 1is.
Opinion and Order, be denied, in part, and granted, in part,

further,
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ORDERED, That
a copy of d-lis opinion and order be served on all parties of record.

THE PUBLIC UTILTTIES COMMISSION OF OHIO

p r/s - - "...--..^

odd ni hler, Chairman

---- ^ Andre T. Porter
Steven D. Lesser

Lynn Slaby

GNS/ JJT/ vrm

Entered in the Jourr ►aI
,1* t 0Z013

Barcy F. McNeal
Secretary



BEFORE

THE PUBLIC UTILITIES COMMiSSION OF OHIO

I.n the Matter of the Application of
Columbus Southern Power Company and
Ohio Power Company for Authority to
Establish a Standard Service Offer Pursuant
to Section 4928.143, Revised Code, in the
Form of an Electric Security Plan.

)
)
}

)
)
)

Case No.11-346-EL-SSO
Case No. 11-348-EL-SSO

In the Matter of the Application of ) No. 11-349-EI.AAM
Columbus Southern Power Company and ) Case
Ohio Power Company for Approval of ) Case e No. 11-350-EL

Certain Accounting Authority. )

SECOND ENTRY ON REHEARING

The Commission finds:

(1)

(2)

(3)

On March 30, 2012, Ohio Power Company (AEI'-Ohio) filed an
application for a standard service offer, in the form of an
electric security plan (ESP), in accordance with Section

4928.143, Revised Code.

On August 8, 2012, the Commission issued its Opinion and
Order, approving AEP-Ohio's proposed ESP, with certain
modifications (Order). Further, the August 8 Order directed
AEP-Ohio to file proposed final tariffs consistent with the

Opinion and Order by August 16, 2012.

On August 16, 2012, AEP-Ohio submitted its proposed
compliance rates and tariffs to be effective as of the first billing

cycle of September 2012. B h^ o issued August tabe
the Commission approved p p
effective with the first billing cycle of September 2012.

(4) Pursuant to Section 4903.10, Revised Code, any party who has
entered an appearance in a Commission proceeding may apply

for rehearing with respect tt eorder upon the
Commission, within 30 days of the entry of the
Commission's journal.

(5) On September 7, 2012, AEP-Ohio, The Kroger Company, Ormet
Primary Aluminum Corporation, Industrial Energy Users-Ohio
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(6)

(7)

(IEU), Retail Energy Supply Association, OMA Energy Group
(OMAEG) and the Ohio Hospital Association (OHA), the Ohio
Energy Group (OEG), FirstEnergy Solutions Corporation (FES),
jointly by The Ohio Association of School Business Officials,

The Ohio School Boards Ass ni^ ^eT D^Buckeye
ho Association

of School Administrators,
(collectively the Ohio Schools), and jointly by the Ohio
Consumers' Counsel (OCC) and Appalachian Peace and Justice

Network filed applications for rcontraCth various
August 8, 2012 Order. Memoranda
applications for rehearing were filed jointly by Duke Energy
Ohio, Inc. and Duke Energy Commeraal Asset Management

IEU, OMAEG/ OHA, OEG, Ohio
Inc_, FES, OCC/APJN,
Schools, and AEP-Ohio on September 17, 2012.

By entry dated October 3, 2012, the Commission granted
rehearing for further consideration of::the matters specified in

the applications for rehearing of the Order.

On January 30, 2013, the Commission issued its Entry on
Rehearing addressing the merits of the various applications for

rehearing (January 30 EOR).

(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 memorandum contra the applications for

rehearing.

(9) In its application for rehe C a IEUdoes provide ctionthe
4928.143(B)(2)(d), Revised
Cvmmission authority to approve AEP-Ohio's retail stability
rider (RSR). Specifically, IEU states that the fact that the RSR
will result in a non-fuel base generation rate freeze does not
satisfy the requirements of Section 4928.143(B)(2)(d), Revised
Code, and the determination that the RSR provides certainty
and stability goes against the manifest weight of the evidence
in this proceeding. IEU also points out that the Commission

may not approve a rider that sra^te offer^P to be less
favorable in the aggregate than a marketn

A1;P-Ohio responds that IEU raised similar argurnents in its
first application for rehearing and fails to raise any new
arguments in its second application for rehearing. AEP-Ohio

-2-
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adds that IEU's interpretation of Section 4928.143(B)(2)(d),
Revised Code, unnecessarily narrows the statute. In addition,
AEP-Ohio points out that IEU previously raised arguments
regarding the statutory test in its initial application for
rehearing and fail to provide any new arguments.

The Commission finds that IEU fails to raise any new
arguments for the Commission's consideration in its
application for rehearing. In both the order and the entry on
rehearing, the Commission determined that the RSR is justified
pursuant to Section 492$.143(B)(2)(d), Revised Code. (Order at
31-32; January 30 EOR at 15-16). Similarly, IEU previously
raised its arguments pertaining to the statutory test, which the
Commission denied in the January 30 EOR. Accordingly, IEU'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 memorandum 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 Commission finds OCC's assignment of err.'or is without
merit and should be denied. In the entry on rehearing, the
Commission emphasized that the RSR meets the statutory
criteria contained in Section 4928.143(B)(2)(d), Revised Code, as
it isa charge relating to default service that provides certai.nty
and stability for AEP-Ohio's customers. Qanuary 30 EOR at 15-
16.) Specifically, the Commission explained that the RSR
allows for price certainty 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.

(11) In its application for rehearing, IEU claims that the customer
rate impact cap fails to identify the incurred costs that may be
deferred, but rather only provides that AEP-Ohio may defer

the difference in revenue as a result of the customer rate cap.

In addition, IEU argues the Comunission should identify the

-3-
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specific carrying charges that will apply to the deferred

amount IEU states that if th ^t cap deferral, it should set
authorize the customer rate ^on the deferral balance to a
the level of the carrying charges
reasonable level below AEP-ohio's long or short term cost of

debt.

In its memorandunm contra, AEP-Ohio provides that the

carrying cost rate should be the weighted t aavnd AE1' ^^^ s
capital, cvnsistent with Comnussion prec mes that the same
phase in recovery rider. AEI'-^^o op
regulatorY principles should be applied oh^d, accrue ya deferrals
under the customer rate impa^ cap w
charge during the period of deferral and a lower debt rate

charge during the recovery period,
ti ari

The Convnission finds that IEU's applicaon for reheng
should be denied, as the custo ^g2S ^^` R P1 d C°de,

permissible pursuant to ^cti°rovides the Commission with
Section 492$-144, Revised Code, p stability
discretion to establish a deferral to ensure rate or price s

for customers, which the rate aip more bl
thanea 12

limiting any customer rate increases to no
percent increase. The C°mmission determined this was
necessary in its order, and emPhas^ed it again in its entry on

t^rder at 70; Janua^'Y 30 EOR at 40). Further, the
rehearing. (
entry on rehearing clari€ied that AEP-4e azno^t not collected,
deferral of the incurred cos^ equai to
as well as carrying costs associated Who^d be set awAEP
cla^rify, however, that these carry^ng costs

-phio s long-term cost of debt r^e COns stentYw th C°^ss'ion
not oniy guaranteed but also on-
precedent. Finally, the collection ecus

deferral
tomers is from nany

bypassable surcharge, and protects

potential rate increases associated ^onsistentA^ ^s S^tiOn
established n°n bypassable riders,
492$,144, Revised Code. Therefvre,R^sed eC°de, IEU's
cap con^plies with Section 4928.144,
arguments should be disrnissed-

sion cannot lawfully authorize a
rnue(12) IEU argues that the C°mmis

non-bypassable rider to r B d^,t Revsed^CodeeveIEU
pursuant to Section 4928.1 ( )()(



11-346-EL-SSO, et al.

(13)

argues that only divisions (b) and (c) of Section 4928.143(B)(2),
Revised Code, allow for a generation-related, non-bypassable
charge for the recovery of construction costs. Therefore,
according to IEU, there is no basis under Section
4928.143(B)(2)(d), Revised Code, to approve the Pool

Termination Rider (PTR).

AEP-Ohio notes that while Section 4928.143(B)(2)(b) and (c),
Revised Code, specifically require that the charges 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 Commission 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 "[tjerms
conditions or charges relating to Iimitations 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 Commissron
interprets the language in this section to grant the Commission
the authority to approve a particular component of an ESP as
bypassable or non-bypassable. Thus, we deny IEU's request

for rehearing.

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. IEU asserts that nothing in the record in this
case demonstrates that the Pool A eement prevented an^'
auction for the provision of standard offer service (SSO) and
did not have any bearing on the Commission's conclusion in
AEP-Ohio's Capacity Case.1 Accordingly, IEU reasons that
there is no basis for the Cornmission to conclude that
termination of the Pool Agreement is "key to the establishment
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 subrnits that there is no basis for the
Commission to find that the PTR has the effect of providing

-5-

1 In re AEP-Ohio, Case No.10-2929-EL-UNC, Order (July 2, 2012).
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certainty or stability in the provision of retail electric service to

retail customers.

In its memorandum contra, AEP-Ohio submits that IEU's claim
that an increase in service offers is not equivalent to certainty or
stability in service is misplaced. 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 that the PTR, therefore, qualifies as a charge that would
have the effect of stabilizing or providing certainty regarding

retail electric service in compliance with the requirements of
Section 4928.143(B)(2)(d), Revised Code. Further, AEP-Ohio
emphasizes the rationale offered in the August 8 Order, that
the PTR serves as an incentive for AEP-Ohio to move to a
competitive market to the benefit of its shopping and non-
shopping customers. Furthermore, AEP-Ohio explains that the
rationale offered in the August 8 Order is consistent with the
reasoning offered by the Commission in the January 30 BOR,
which is essentially that termination of the Pool Agreement and
increases in service offers likely will promote price stability,
through the development of a more robust and transparent
retail electric service market. With that understanding, AEP-
Ohio reasons that the Commission properly determined that
Section 4928.143(B)(2)(d), Revised Code, authorizes the PTR
and adequately explained the basis for its decision.

We find no merit in IEU's claims 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. While the Commission
reconsidered its statutory basis for approval of the PTR in the
January 30 EOR, the rationale for approval has not changed.
As noted in the August 8 Order "the PTR serves as an incentive
for AEP-Ohio to move to a competitive market to the benefit of
its shopping and non-shopping customers, without regard to
the possible loss of revenue associated with the termination of
the Pool Agreennent" (Order at 49). The basis for Ohio electric
utiiities transitioning to a competitive market is to encourage
retail electric suppliers to pursue customers with a variety of
service offers. A competitive market will ultimately result in
more offers for retail electric service for shopping customers
and put pressure on AEP-Ohio to retain non-shopping

-6-
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customers with better service offers. Nonetheless, the
Commission lirnited AEP-Ohio's right to recover under the

PTR (January 30 EOR at 59-60), an^^e^ the met,
conditions for pursuing recovery
AEP-Ohio maintained the burden set forth in Section 4928.143,

Revised Code, to first file anement benefitted Ohio ratepayers
extent to which the Pool Agreement
over the long-term and the extent

Ohio ateS and/orrevenues should be allocated Payers.
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 PTR has only been approved to
facilitate the possibility of recovery. The Comrnission finds
that the rationale previously offered is sufficient to allow AEP-
Ohio the possibility to file an application for recovery under the
PTR and, therefore, we deny IEU's application for rehearing.

(14) Finally, IEU again asserts, as argued in its application for
rehearing of the August 8 Order, that the approval of the PTR,
violates Sections 4928.02(H) and 4928.17, Revised Code. IEU
submits that Section 4928.02(H), Revised Code, prohibits the
recovery of any generation-related costs through distribution
or transmission rates after corporate separation is effective.

In response, AEP-Ohio notes that the IEU made the same
argYUnents in its application for rehearing of the August 8
Order which were rejected by the Commission in the January
30 EOR. AEP-Ohio recommends that the Commission decline

to consider the argument agam on rehearing.

In yet another attemgt to support its arguments about Section
4928.02(H), Revised Code, IEU overstates the January 30 EOR
and the Sporn Decision.2 We thoroughiy considered and
addressed these ciaims in the January 30 EOR IEU fails to
raise any new arguments which persuade the Commission that
approval of the PTR violates Sectivns 492$•42(H) and 4928'17'
Revised Code. Thus, we must again deny IEU's request for

rehearing.

It is, therefore,

-7-

Z£n re Ohio Power
Company. Case No.10-1454-EIrRDR, Finding and Order (January 11, 2012).
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12-34&_EL-gSO, et al. anuary 30 EOR filed by OCC
ORDERED, That the appIications for rehearing of the J

and IEU are denied as discussed herein. It is, further,
e served on all parties

ORDERED, That a copy of thi.s Second Entry on'Rehearing b

of record.
TI3E PUBLIC UTILTTIES COMMISSION OF OH10

Todd A• nit hler' Chai^an

^Steven D.

Lynn

cNS/]]'1'/vrxn

Entered in the lournal

^►l`1^t ^Ke^..I^

Barcy F. McNea1
Secretaxy

OA-V-k ^?
Andre T. Po r

1VI. Beth Trombold
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