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NOTICE OF CROSS-APPEAL OF
OHIO POWER COMPANY

Cross-Appellant, Ohio Power Company (dba AEP Ohio), hereby gives notice of its cross-

appeal, pursuant to R.C. 4903.13 and Supreme Court Rule of Practice 10.02(A)(3), to the

Supreme Court of Ohio and Appellee, the Public Utilities Commission of Ohio ( Commission),

from an Opinion and Order entered on August 8, 2012 (Attachment A), an Entry on Rehearing

entered January 30, 2013 (Attachment B), and a Second Entry on Rehearing entered March 27,

2013 (Attachment C) in Case Nos. 11-346-EL-SSO, 11-348-EL-SSO, 11-349-EL-AAM, and 11-

350-EL-AAM. These cases involved AEP Ohio's application for a standard service offer, in the

form of an electric security plan ("ESP"), in accordance with Section 4928.143, Revised Code.

Appellant The Kroger Co. filed a Notice of Appeal on April 1, 2013. Appellant Industrial

Energy Users of Ohio filed a Second Notice of Appeal on May 8, 2013.

AEP Ohio timely filed an Application for Rehearing of the Commission's August 8, 2012

Opinion and Order in accordance with R.C. 4903.10. AEP Ohio raised the assignments of error

listed below in its Application for Rehearing. This notice of cross-appeal by AEP Ohio is timely

pursuant to S.Ct.Prac.R. 10.02(A)(3) because it is filed within the later of the time prescribed by

R.C. 4903.11 or ten days after the first notice of appeal was filed.

The Commission's August 8, 2012 Opinion and Order, January 30, 2013 Entry on

Rehearing, and March 27, 2013 Second Entry on Rehearing (collectively, the "Commission's

v^rders") are unlawful and unreasonable in the following respects:

1. It was unlawful and unreasonable for the Commission to defer to other dockets a final
decision on significant features of the modified ESP related to the energy auctions
adopted that, depending on the outcome, could end up having a substantial adverse



financial impact on the Company1 and, thus, diminish or eliminate the Company's
statutory right under Section 4928.143(C)(2)(a), Revised Code, to withdraw from ESP

modifications imposed by the Commission:

A. to the extent that the Commission subsequently imposes a requirement in the auction
rate impact docket that reduces the Company's revenue to be collected under the

Modified ESP;

B. to the extent that the Commission subsequently requires downward adjustment of
SSO base generation rates at any time before the first five months of 2015; and/or

C. to the extent that the Commission subsequently excludes recovery of costs that are
currently approved for recovery through the Fuel Adjustment Clause.

II. The Commission's imposition of a significantly excessive earnings test (SEET) threshold
of 12 percent for AEP Ohio, to be applied annually during the term of the Electric
Security Plan approved by the Commission, was unreasonable and unlawful in the

following respects:

A. The return on equity (ROE) values upon which the Commission relied to establish the

12 percent SEET ROE threshold were not based upon "the return on common equity

that was earned during the same period by publicly traded companies, including

utilities that face comparable business and financial risks," as Section 4928.143(F),

Revised Code, requires.

B. Section 4928.143(F) also requires that the SEET ROE threshold must be set at a level
that is "significantly in excess of' ROEs earned by comparable risk firms.during the
term of AEP Ohio's electric security plan (ESP). Contrary to Section 4928.143, the
Commission failed to establish an adder to the ROE earned by comparable risk firms
that determined the level above which AEP Ohio's earned ROE during the term of the

ESP would become significantly excessive.

C. The Commission further failed in the course of establishing the 12 percent SEET
ROE threshold, to give consideration "to the capital requirements of future committed
investments [by AEP Ohio] in this State," as Section 4928.143(F) also requires.

III. Pursuant to its obligation under Section 4928.143(C), the Commission concluded,
properly, that the modified ESP that it approved for AEP Ohio is more favorable in the
aggregate, as compared to the expected results of a market rate offer (MRO) alternative
established under Section 4928.142. However, in the course of calculating the
quantifiable costs and benefits of the modified ESP, on the one hand, and the quantifiable
benefits and costs of an MRO, on the other hand, the Commission failed to properly

' For example, the Commission deferred rate issues related to the rate impact of the energy auctions to both the

competitive bidding process docket (Case No. 12-3254-EL-UNC) and the auction rate impact docket (to be

established) . (See Opinion and Order at 15-16, 40; Entry on Rehearing at ¶¶ 36, 40 and 42.)
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consider the record evidence. As a result, it miscalculated those quantifiable costs and
benefits and overstated the net quantifiable benefits of the MRO alternative.

WHEREFORE, Cross-Appellant Ohio Power Company respectfully submits that the

Commission's August 8, 2012 Opinion and Order, January 30, 2013 Entry on Rehearing, and

March 27, 2013 Second Entry on Rehearing are unlawful, unjust, and unreasonable and should

be reversed. The case should be remanded to the Commission to correct the errors complained

of herein.

Respectfully submitted,

'
teven T. Nourse (0046705)

(Counsel of Record)
Matthew J. Satterwhite (0071972)
AMERICAN ELECTRIC POWER CORPORATION

1 Riverside Plaza, 29th Floor

Columbus, Ohio 43215
Telephone: 614-716-1608
Fax: 614-716-2950
stnourse@aep.com
mjstatterwhite@aep.com

Daniel R. Conway (0023058)
L. Bradfield Hughes (0070997)
PORTER WRIGHT MORRIS & ARTHUR LLP

41 South High Street

Columbus, Ohio 43215
Telephone: 614-227-2270
Fax: 614-227-1000
dconway@porterwright.com

Counsel for Cross-Appellant
Ohio Power Company
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CERTIFICATE OF FILING

The undersigned counsel certifies that, in accordance with Supreme Court Rule of

Practice XIV, Section 2 (C)(2), Ohio Power Company's Notice of Appeal has been filed with the

docketing division of the Public Utilities Commission of Ohio and was served on the Chairman

of the Public Utilities Commission of Ohio by leaving a copy at the office of the Chairman in

Columbus, Ohio, in accordance with Rules 4901-1-02(A) and 4901-1-36 of the Ohio

Administrative Code, on May 24, 2013.

Steven T. Nourse
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OPINION:

1. ; HISTORY OF THE PROCEEDINCS

A. First IIectric Security Plan

-5-

On March 18, 2009, the Com3mission issued its opinion and order regarding
Columtnis Southern Power Company's (CSP) and Ohio Power Company's (OP) (jointiy,
AEP-Ohio or the Companies) application for an electric security plan (ESP 1 Order) in

Case lrios, 08-917-EL-SSO and 08-9I8-EL SSO. The ^ court affamed the ESP Order in
Supreme Court of Ohio (Court). On April 19, 2011,
numerous respects, but rem.anded the proceedings to tbe_Commvssion. The Commission
issued its order on remand on October 3, 2011. In the order on remand, the Commission
found tliat AEP-Ohio should be authorized to continue its recovery of incremental capital

er January 1, 2009, on past environmental investments (2001-carryin$ costs incurred aft
20p8) that were not previously reflected in the Companies' existvng rates prior to the ESP 1
Order. In additiort, the Commission found that the provider of last resort (POLR) chaTges
authorized by the ESP 1 Order were not supported by the record an remand, and directed
the Companies to eliminate the amount of the provider of last resort (POLR_ clharges
authorized in the ESP Order and file revised tariffs consistent with the order on remand.

B. Initial Proyosed Etectric Securi ,t r^Piar►

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 (ESP 2) in accordance with Section 4928.143, Revised Code. As
filed, AEP-Ohio's SSO application for F5P 2 would commence on January 1, 2012, and
continue through May 31, 2014.

The followi.ng parties were granted intervention by entries dated March 23, 2011,
and July 8, 2011: Industrial Energy Users-Ohio (IEL1), Duke Erte?'gy Retail Sales, LLC
(Duke Retail), Ohio Energy Group (OEG), Ohio Hospital Association (OHA), Ohio

Consumers' Counsel (OCC.'), Ohio Partners for Affordable Energy (OPAE),l The Kroger
Company (Kroger), FirstEnergy Solutions Corporation (FF5`j, Paulding Wind Farm 11 LLC
(Paulding), APpalachian Peace and Justice Network (AP11V). Ohio Manufacturers'

Retail),
ssociation Energy Group (OMAEG), AEP Retail Energy Partners LLC (AEP p(^

Distributed Wind Energy Association (DWEA),2 PJM Power Providers Grou
Consteliation NewEnergy, Im-, and Cons<ella:tion Energy Commodities Group, Inc.

i
Subsequently, OPAE filed a motion fio withdraw from the ESP 2 groceedi^ge and the request graitted in

the Coutuission's December 14, 2011®rcder.

2 On August 4, 2011, DWEA filed a motion to withdraw from the ESP 2 proceedings. DWFA's request to

witbdraw was granted in the December 14, 2011(Jrder.
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(ConsteUation), COMPET'E Coalition (Compete), Natural Resources Defense Council
(NRDC), The Sierra Club (Sierra), city of IHilliard, Ohio (Hilliard), Ret ail Energy 'uPply
Association (RFSA), Exe3on 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 Saa ►'s East, Inc., (Wal-Mart), Dominion Retail, Inc.

(Donlinion Retail), Environmental Law and Policy Center (ELPC), Ohio Environmental
Council (OEC), Ormet Primary Aluminum Corporation (Ormet) and EnerNOC, Inc.

(EnerNOC). .

On Septenmber 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 wetl 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
Stipulation. 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 Commission approved the merger
of CSP with and into OP, with OP as the surviving entity 4

Several applications for rehearing of the Cormmission's December 14, 2011, Order in
the ESP 2 and consolidated cases were filed. On Pebruary 23,2012, the Connuussion 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 Comnnission

within 30 days whether it intended to modify or withdraw its ESP.

PlanC. Pending Modif'ied IIectr'ic Security

On March 30, 2012, AEP-Ohio filed a modified ESP (modified FSP) for the
Commission's consideration, As psoposed, the modified ESP would comniexvice June 1,
2012, and continue through May 31, 2015. As proposed in the appliration,, the Company
states for all customer classes, customers in the CSP rate zone will experieiue, on average,
aran 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

3h-wi,ading an emergency caruiluent Proceedirig °m Case Nos. 1a343-EIrATA and 10-344-EIrATA
(Emergency Curtai}mer ►t Cases); a request far the merge= of CSP wittm OP in Case Aio.1o-237b-Eir'L,NC
(Merger Case); the Commission review of the state compensation mechanism for the capacdy chaxge to
be assessed on competitive retaii electric service (CBES) providers in Case No. 10-2929-EIrUNC
(Capacity Case); and a request for approval of a mechanism to recover deferred fuel costs and
accounting treaimaent in Case lt3os.11-4MEL-RDR and 11-4921-EIrRDR (F'hase-in Recovery Casea of CSP

4 By entry issued on March 7, 2012, the Commission again approved and confrmed the merg'e
infio OP, effective December 31, 2011, in the Merger Case.
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modified ESP contains provisions addressing d.istribution service, economic developrnent,
alternative exiergy resource requirements, and energy efficiency requir+esnents.

The modified ESP also sets forth that AEP-Ohio wiil begin an energy auction for 100
percent of its SSO load beginning in 2015, with full delivery and pricing tllrough a
competitive auction process for AEP-Ohio's SSO customers beginning in June 2015.
Beginni.ng 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 S50 load In
addition, the modified ESP provides for the elimination of American Electric Power
Corporation's East Interconnection Pool Agreement and describes the plan for corporate
separation of AEP-Ohio's genexation assets from its distribution and transmission assets.

In addition to the parties previously granted intervention in this matter, following
AEP-Ohio`s subrnission of its modified ESP, the following parties, were granted
intervention on April 26, 2012: Interstate Gas Supply, Inc. {IGS); The Ohio lAssociation of
School Business Officials, The t.}hio 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 Lnc. (DECAM); Direct Energy Serv'ices, LLC
and Direct Energy Business, LLC (Direct); The Ohio Automobile Dealers Association
(OADA); The Dayton Power and Light Cornpany; The Oluo Chapter of the National
Federation of Independent Business (NFIB); Ohio Construction Materials Coalition;
Council of Smaller Enterprises; Border Energy Electric Services, Inc.; University of Toledo
Innovation Enterprises Corporation; Summit Ethanol, LLC d/b/a POET Biorefirung-
Leipsic and Fostoria Ethanol, LLC d/b/a POET Biorefining-Fostoria (Summit Ethanol);
city of Upper Arlington, Ohio; Ohio Business Council for a Clean Economy; IBEW Local
Union 1466 (iBEW); city of Hi,llsboro, Ohio; and CPV Power Development, Inc.

D. Summary of the Hearinm on Modified.Plan

1. Local Public Heg&-gs-

Four local public hearings were held in order to allow AEP-Ohio's customers the
opportunity to express their opinions regarding the issues raised within the modified
application. Public hearings were held in Canton, Columbus, Chillicothe, and Lima. At
the local hearings, a total of 67 witnesses5 offered testun.ony: 17 witnesses in Canton, 31
witnesses in Columbus, 10 witnesses in Chillicothe, and nine witnesses in Lirna. In
addition to the public testimony, numerous letters were fiiied in the docket regarding the

proposed ESP applicatior+s.

5 One witness, Doug Leulfiolcl, tesili,ed at both the Columbus and Lima pnblic heaiings.
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At each of the public hearings, numerous witnesses testified in support of AEP-
Ohio's modified ESP. Specifically, many witnesses testified on behalf of comtnunity
groups and non-profit organizations that praised AEI'-C)hio's charitable support to their
organiza:tions. Witnesses that testified in favor of the modified ESP also noted that ATR
Ohio rnaintaina a positive corporate presence and promotes economic development
endeavors throughout •its service territory. Members of local unions testified in support of
AEP--0hio s proposal, explaining it would not only allow AEP-Ohio to retain jobs, but also
create new jobs as AEP-Ohio continues to expand its infrastructure throughout the regi.on-

Several residential castotners testified at the public hearin.gs in opposition to AFJ.'-
Ohio's modified ESP, noting an increase in customer rates would be burd:ensome in light
of the current economic recession. Many of these witnesses 1?ointed out that low-income
and fixed-income residential customers would be particularly vuhverabie to any rate
increases. Several wiinesses also argued that the proposed application might l'unit
customers' ability to shop for a CRES 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

smail businesses who cannot take on any electric rate increases without eithes laying off
employees or passing costs on to customers. Representatives on behalf of school ctistricts
also testif'ied that the modified P5P could create a financial strain on schools throughout

AEP-Ohio's service territory.

2. Evidentiarv Hearing

The evidentiary hearing commenced on May 17, 2012. Twelve witnesses testified
on behaif of AEP-Ohio, 10 witnesses on behalf of the Staff, and 54 witnesse.s offered
testimony on behalf of various interveners to the cases. In additim AEP-Ohio offered
three witnesses on rebuttal. The evidentiary hearing concluded on June 15, 2012. Initial
briefs-and reply briefs were due June 29, 2012, and July 9, 2012, respectively. For those
parties that filed a brief or reply brief addressing select issues, oral arguments were held

before the Oommission on July 13, 2012

E. Procedural Matters

Motions to Withdraw

On May 4, 20`t2y the city or giilliard filed a notice requestarcg to withdraw as an
intervenor fronn the modified ESP cases. Also on May `i, 201Z IBEW filed a notice stating
that it intends to withdraw as an intervenor in these proceedings. The Oomrnzssion finds
IBEjN's and Hilliard's requests to withdraw reasonable and should be granted.
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2. Motions for a Protectsve Order
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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
Nelson containing confidential and proprietary inforrnation relating to the Tuming Point
Solar project (Turning Point). On May 4, 2012, OMAEG filed a motion for a protective
order relating to proprietary business informatioa of OSCO Industries, Sumnmitville Tiles,
Belden Bricky Whirlpool Corporation, trima Refining, and AMG Vanadium. Also, on May
4, 2012, IEU filed a motiton for a protective order seeking to protect confidentiai and
proprietary 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
witness Fein's te.stinvony. Finally, on the record in these proceedings May 17, 2012, AEP-
Ohio also sought the continuation of protective treattrnent of exhibits attached to AEP-Ohio
witness Jay Godfrey, as previously set forth in AEP-Ohio's July 1, 2011, motion for a

protective order (Tr. at 24).

. At the evidentiary hearing on May 17, 2012, the attorney examiners granted the
motions for protective order, finding the information specified within the parties` motions
constitutes confidential, proprietary, and trade secret information, and meets the
requirements contained within Rule 4901-1-24, Ohio Administrative Code (O.A.C) (Id. at

23-24). Rule 4901:1-24(F), U.A.C., provides that, unless otherwise ordered, protective

orders prohibiting public disclosure pursuant to Rule 4901:1-24(D), O.A.C., shall

automatically expire after 18 months. Therefore, confidential trea.tm,ent srall be afforded
for a period ending 18 months fzom the date of this order, until February 8, 2014- Until
that date, the Docketing Division should maintain, undex seal, the conditional diagrams,
filed under seal. Rule 4901:1-24(F), Q.A.C., requires any party wishing to extend a
protective order to file an appropriate motion at least 45 days in advance of the expiration
date, including a detailed discussion of the need for continued protection from disclosure.
ff no such motion to extend confidential treatment is filed, the Commission may release
this informationwithout prior notice to the parties.

In addition, on june 29, 2012, IEU and Ormet filed motions for protective order
regarding items contained within their initial briefs. Specifically, both the information for
which IEU and Ormef s are seeking confidential treatment was already deternrnined to be
confidential in the evidentiary hearing and was discussed in a ciosed record. On July 5,
2012, AEP-Ohio filed a motion for protective order over the items contained within Ormet
and IEU's briefs, noting that it contains proprietary and trade secret information On July
9, Ormet filed an additional motion for protective order for the same information, which it
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also included in its reply brief filed on July 9, 2012 Similarly, AEP-Olvo filed a motion for
protective order on July 12, 2012, in support of ormet's motion, as it contains ,AEP'-0hio's
confidential trade secret information- As the attorney examiners previously found the
information contained within the IEU and Ormet's initial briefs and t?rrnet'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 months from the date of

this order, until February 8, 2014.

3. R-uests for Review of Procedural Rulinos

IEU argues that the record improperly include.s evidence of stipulations as
precedent Specifically, IEU argues that several witnesses relied on Duke Energy-Ohio's
F5P to indicabe that certain proposed riders were appropriate IEU also points out that a
y,ritness relied on AEP-Ohio's distribution rate case stipulation as evidence of AEF-Ohio's
capital structure. IEU claims that these stipulations expressly state that no party or
Conmmission order may cite to a stipulation as precedent, and acxordingiy, IBUrequests

that the references to stipulations bestruck.

The Comrnission 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 stipulatians in this proceeding were limited in scope and did not create
any prejudicial i-mPa'ct on parties that signed the stipulations. Consisbent with our Finding
and Order in Case No. 11-5333-EL-TJNC, we also note that, while parties may agree not to
be bound by the provisions contain,ed within a stipula.tion, these limitations do not extend

to the Commission

In addition, IEU cla'sms the attorney examiners irnproperly denied IEU's motions to
compel discovery. In its motions to compel discovery, iFU sought information related to
AEP-Ohio's forecasts of the RPM price for capacity, which IEU alleges woutd have
provided information relating to the transfer of AEP-Ohio s Amos and Niitichell generating

units.

The Commission finds the attorney exanminers' denials of IEU's motions to compel
discovery were proper and should be upheld. As noted in AEP-Cdhio's memorandum
contra the motion to compel; the information IEU sought relates to AF1'-Ohio forecasts

beyond th-e 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 terrns
contained within AfiP-Ohio`s application are irrelevant and unlikely to lead to
discoverable inforrnation. Accord'utgly, the attorney examiners' ruling is aff'umed.

On July 13,2012, OCC filed a motion to st.rike four specific portions of AEl'-Ohie s

reply brief at pages 29-30, 33-34, 66-69, 97-99, including footnotes, and attachments A and
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B, as OCC asserts the infoxmation is not based on the record in the modified ESP
proceeding but reflects the Comm,ssion's Order issued in the Capacity Case on July 2,
2012. OCC submits that the Commission has previously recognized tliat "it is improper to
rely on claims in the brief that are unsupported by evidence within the record." In this
instance, OCC points out that A.F1'-Ohio attached to its reply brief, documents tlhat were
not part of the record evidence or designated late-filed exhibits, a statement by Standard
and Poox's (Attachment A) and the Company's recalculation of its ESP j MR0 test
(Attachment B) based on the Commission's decision in the Capa+city Case. Since neither
document is part of the modified ESP record evidence, OCC reasons that the attachments
are hearsay which are not excused by any exception to the hearsay rule. OCC also notes
that the reply brief includes discussion of recent storms in the Midwest and the East Coast
and there is nothing in the record regarding the strength of the winds or the ability of the
Company's system to withstand hurricane force winds. Fuurthermore, neither the
attachments nor A.EP-Ohio's assertions was subjected to cross-examination by the parties
nor the parties afforded an opportunity to rebut the associated arguments of the
Company. For these reasons, OCC requests that Attachments A and B and the specified

portions of the reply brief be stricken. ,

In its memorandum contra, AEP-Ohio asserts that discussion of matters related to
the Comrnission's Capacity Case decision were appropriate. AEI'-Ohio notes that it is fair
to rely on a Commission opinion and order and reasonable to consider the impact of the
Capacity Case on these proceedings, as evidenced by Commission questions during the
oral . arguments held on July 13, 2012. In addition, AEP-Ohio points out that several
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-Ohio witness Hawkins. Finally, AII'-Ohio provides that its references
to major storms that occurred this summer relate to customer expecta.tions and AEP-

Ohio's need for the DIR.

The Commission finds that OCC's motion to strike portions of AEP-Ohio's reply
brief should be denied. The Company's reply brief reports the impact of the
Commission's Order in the Capacity Case based on subject matters and informaticrn
subjected to extensive cross-examination by the parties in the course of this proceeding.
Furthermore, several of the parties to this proceeding discuss in their respective reply
briefs the Order in the Capacity Case. For these reasons, we conclude that it would be
improper to strike the portions of AEP-Ohio's reply brief, including Attachment B, which
reflect AEP-Ohio's interpretation of the Commission.Capacity 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, Attadunent A to the Company's reply brief is a July 2, 2012 statement by
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Standard & Poor's regarding the effect of the Cominission's Capacity Char,ge Order, 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, C)CC/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 direct testimony of AEP-Ohio witness
Munczinsld., 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 that the record should be expanded to inciude'these materials in
order to have a more thorough record on issues pertauung 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. AEP-
Ohio argues that OCC/APJN iinproperly 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 Convnission opinion and order and rehearing. A.II'-Ohio
notes the Commission 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 pernnitted to add other items to the record. In
addition, AEP-Uhio explains that OCC/APJN had the opportunity in the ESP prooeedings
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/ AP7N 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/ APTN filed its motion, past the procedural deadlines established by
attocney ex.aminer entry issued Aprit 2, 2012. T'he 'Commission finds ttiat 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 procedural schedule
establishing that any memoranda contra be filed within five calendar days after the service
of any motions. Therefore, as FES filed its memorandum contra 17 days after OCC/A.PJN
filed its motion, OCCjAPJN's motion to strike shall be granted•

The Co rnmass:on f*ndR that OCCs motion to take administrative notice should be
denied. AEP-Ohio correctly points out that the t.iming of OCC/ Af'JN's request is
troublesome and problematic. While the Conwnission has broad discretion to ta1Ge
administrative notice, it must be done in a manner that does not harm or prejudice any
other parties that are participating an these proceedings. Were the Commission to take
notice of this narrow window of information, we would be ailowing a party to supplement
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the record in a rnisleading maarmer. Purther, while we aclaz.owle+dge that parties may rely
on the Commission's order in the Capacity Case, as it speaks for itself, to show effects on
items in tlv.s proceeding, to exclusively select narrow and focused items in an attempt to
supplement the record is not appropriate. Accordingly, we deny OCC's motion.

II. DiSCiJSSION

A. An»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 environmental ch.ailenges. In reviewing AEP-Ohio's application, the
Commission is cognizant of the challenges facing Ohioans and the electric industry and
will be guided by the policies of the state as established by the General Assembly in
Section 4928.02, Revised Code, azrNended by Senate Bill 221 (SB 221).

Section 4928.02, Revvised Code, states that it is the policy of the state, infer at'ia, to:

(1) Ensure the availability to consumers of adequate, reliable, safe,
efficient, nondiecrinvnatory, 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 inciuding, but
not limited to, detriand-side management (DSM), time-
differentiated pricing< and impleinentation of advanced
metering infrastructare (AMI).

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

(6) Bnsure effective retail competition by avoiding anticompetitive
subsidies.
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(7) Ensure retail consumers protection against unreasonable sales
practices, market deficiencies, and market power.

(8) Provide a means of giving incentives to fiechr1,ologies that can
adapt to pobential envirormnental mandates.

(9) Encourage implementation of distributed generation across
customer classes by reviewing and updating rules governir ►g
issues such as interconnection, standby charges, and net

metering.

(10) Protect at-risk populations inciuding, but not limited 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, 2009, 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.0hio'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 cixculation in each county in the electric utilitp's certified territory.

Section 4928.143, Revised Code sets out the requiresnents for an FsSP. iJnder

paragraph (8) of Section 4928.143, Revised Code srt ESP must include provisians relating

to the supply and pricing of ger►eration service. The ESP, according to paragraph (B)(2) of
Section 4928.143, Revised Cade, may also provide for the automatic recovery of,certain
_ ___costs, a reasonable allowance for certain construction work in progress (-C-WII-'); 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 economic

development.

The statute provides that the Commission^ is required to approve, or modify and
approve the ESP, if the ESP, including its pricing and all other terrms and conditions,
inclucling 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 addztion, the Conuiission must reject an ESP that contam a
snrcharge for CWIP or for new generation facilities if the benefits derived for any purpose
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for which
the surcliarge is established are not reserved or made available to those that bear

the surcharge.

D. Analysis of the Application

^, $ase Generation Rates

As part of its modified ESP application, AEP-Ohio prOp°ses to freeze basecess.
generation rates until aIl rates are established through a competitive bidding Pro
AEP-Ohio maintains that the fixed pricing is a benefit to customers by Providmg
reasonably priced electririty in furtherance of Section 4928.02(A), Revised Code. AEP-
Ohio explains that while the base generation rates will re^n fi°^ it will re^adon

Cost Rider into the basecurrent Environrnental Investment Carrying (EICCR)
rates, which will result in the el.imination of the II^C ^ nAEP-Ohio ^^^^o
provides the change is merely a roll in and will
customers (AEP-Ohio 8x.118 at 8; AEP-Ohio Ex.121 at 10-11).

While AEP-C1hio's base generation rates wiU be frozen unde" the
AEP-(7hio witness Roush notes that the generation rates are based on c Ps,
and include cross-subsidies among tariff classes, which, upon class rates being based on anrate
auction, may result in certain customer classes being disprOpOrtionately impacted

face
changes. Mr. Roush notes that residential customers with lugh ^ter u.ge may high
unexpected im,pacts, but that a possible solution may be to pba^`out lower rates for

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

OADA supports the adoption of -ehe base generation rate design as proposed,
advocating that the consistency in the rate design is beneficial for GS-2 customers (OADA

that frozen base generation rates is not a benefit to
Br. at 2). . C7CC and APJN claim oviders have declined and ^Y
customers, as the price of electricity offered by CRES pr
continue to decliuve through the term of the ESP (OCC Ex-111 at 15). OCC and APjh1 also
point out that the inclusion of numerous riders, including the retail stability rider (RSR)
and the deferral created in the Capacity Case will result in increases in the rates residen W

customers continue to pay. (OCC/ APJN Br- at 4344.)

rates rall
T'lve Comrnission finds that AEP,Ohio`s proposed base generation

was $ Y
aXe

reasonable. We note that AEP-Ohio`s base generation rate design
ur.opposed, as most parties supported AEP-Ollio s proposal to keep base generation rates

frozen. Although OCC and APJN conclude that the base ge1^mtiand offer o evidence
benefit customers, OCC and APJN failed to justify their assertion
within the record other than the fact that the modified BSP contm several riders.

Accordingly, the nnodified ESP's base generation rates should be appx'ovtorners when class
AEI'-Ohio raised the possbibty of disproportionate rate zmpacts on c^
rates are set by auctian, we direct the attorney examiners to estabUsh a new docket witt

►in
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90 days from the date of thi.s opinion and order and issue an entry establishing a
procedural schedule to allow Staff and any interested party to consider means to mitigate
any potential adverse rate irnpacts for customers upon rates being set by auction. Further,
the Commission reserves the right to iunplement a new base generation rate design on a
revenue neutral basis for aIl customer classes at any time during the term of the modified

FSP. 2 Fuel Adiustment Clause and Alterrtative En= Rider

(a) Fuel Adiustrnent Clause

The Commission approved the current fuel adJnstm+ent clause (FAC) mechanism in
the Company's ESP 1 case pursuant to Section 4928.143(B)(2)(a), Revised Code 6 In this
modified FrSP application, AEP-Ohio requests continuation of the carrent FAC cnechanism,
with modifications. 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 tfiroughthe newly proposed alternative energy nder (AER) rnechastisnnm. The
Company also requests approval to uriify the CSP and OP FAC rates into a single FAC rate
effective June 2013. AEP-Ohio reasons that delaying unification of the FAC rates until
June 2013, to coincide with the implementation of the Phase-In Recovery Rider (PIRR),
limits the impact on both CSP and OP 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 trdnsnnission voltage customer. (AEII'-
Ohio Ex.111 at 5-6; AEP-Ohio Ex.103 at 14-20.)

Begiuuiing January 1, 2014, after corporate separation is effective, AEP-Ohio's
generation affiliate, AfiP Generation Resources Inc (GenResources), will billAEP-Ohio its
actual fuel costs in the same manner and detail as currently performQd by AEP-tJhio, and
the costs will continue to be recovered through the FAC. As a component of the modified
ESP, AEP-Ohio proposes that as of January 1, 2015, all energy and capacity to serve the
Company's SSO load be supplied by auction, whereupon the pAC mechanism will no
longer be necessary. (AEP-Ohio Ex.103 at 14-20.)

In opposition to the FAC, Ormet argues that the FAC has caused significant
inueases in the cost of electric service, rising 22 percent for GS-4 customers since 2011.
Ormet asks that the Commission temper the impact of FAC increases and improve the
transparency of the cause for increasing FAC costs, as weil as reconsider the FAC rate

design, to avoid cost shifts between low load factor customers and hi,gii load 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, Ormet contends
that the FAC rate design violates the principle of cost causation. Ormet suggests that this

6 In re AEP-0hio, FSP 1 Order at 13-15 (March 18, 2009).
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modified FSP presents the Commission with the opportunity, as it is witiiin the

Comrnission's 'Jurisdiction, to redesign the FAC, such that FAC costs are separat:ed into
charges which reflect on-peak and off-peak usage. (Qrmet Ex. 106B at 19; Urmet Br. at 13-
15; Ormet Reply Br. at 14-16_)

The Company responds that Ormet's arguments on the FAC reflect iunproper
calculations and is based on forecasted FAC rates. More importantly, AEP-Ohio points
out that the FAC is uitimately based on actual FAC costs and any inczvases in the FAC rate
ccannot appropriately be attributed to the modified FSP. Ormet is served by AEP-Ohio
pursuant to a unique arrangement and as such avoids charges that other sirnilarly 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 cunrendy, through the FAC mechaazusuz, AEP-Ohio
recovers prudently incYUxed 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 fnll fuel expense and no further fuel expenses are being deferred.

We interpret Oimet's argunlents to more accurately request the institution of a fuel
rate cap on the FAC or to revise the FAC rate design The Commission 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 pradency.
Furthermore, as AEP-Ohio nobes, Orr.net's rates are set pursuant to its unique arrangement
as opposed to the Company's SSC3 rates paid by other high load industrial and conunercial
customers. By way of Chmet's vn.ique arrangement, Ormet is provided some rate stability

and rate certainty and we see no need to redesign the FAC for Ormet's benef'it No other

intervener took issue with the continuation and the proposed modifiraticm of the FAC.
The Commission finds that the FAC rates should continue on a separate rate zone basis.
We rrote that there are a few Cornmission proceedings pending ti1at will. affect the FAC
rate for each rate zone which the Commission believes will be betber reviewed and '
adjusted if the FAC mechanisnis remain distinguishable. Further, as discussed, below,
rnaintaining FAC rates on a separate basis is necessary to be consistent with our dec.ision

regarding recovery of the PIRR.

(b) Alternative Eners^v Rider

As noted above, AEP-Olmo proposes to begin recovery of REC expeenses, associated
with renewable energy purchase agreements (REPAs) or REC purchases by means of the
new AER mechaiaism to be effective with this modified ESP. With the proposed
modification, the Cornpany wi11 continue to recover the energy and capacity components
of renewable energy cost through the FAC, until the FAC expires• After the FAC ends,
energy and capacity associated with REPAs will be sold into the PJM Intereonnection, LLC
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(PjNf) market and offset the total cost of the REPAs, with the balance of REC expense to be
recovered from SSO customers through the AER. ABI.'-Ohio proposes 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, is
consistent with Section 4928.143(B)(2)(a), Revised Code, and is essentially a partial
unbundling of the FAC to provide greater price visi"bility of prudently-incurred RFC
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 uncontested, reasonable, and
should be approved. The Company argues continuation and unification of the FAC and
development and implementation of the AER, is reasonable and should be approved.

(AEP-Ohio Fx.103 at 18-19.)

Staff endorses the Company's requests to continue and consolidate the FAC rates
for CSP and OP rate zones and to reclassify the RECs and REPA components for recovery
through the AER, as proposed by the Company. However, Staff recominends that annual
AER audit procedures be established and that the AfiR audit be conducted by the same
auditor and in conjunction with the FAC audit to determine the appropriateneas and
recoverability of costs as a part of and between the AER and FAC mechanisms. As to the
allocation 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
recovery of prudently incurred fuel costs and fuel-related costs and alternative energy and
associated costs. We find the Company's proposal to continue the FAC and create the
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 the AER mPrh^mc, 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 Cornmission approves
the continuation of the FAC rate mechanisms and the creation of the AER rate mechanism

for each rate zone.
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AEP-Ohio states that it conducted a request for proposal (RFP) process to

competitively bid and secure additional renewable resources. As a result of AEP- Ohio's

need for in-state renewables, AEP-Ohio only considered bids for .projects in Ohio, and

ultinmtely selected the proposal from Paulding for its Timber Road wind farm

Specifically, the Timber Road REPA will provide AEP-Ohio a 99 MW portion of Timber

Road's electrical output, capacity and environmental attributes for 20 years as necessary
for the Company to meet its increasing renewable energy bencbmarks as required by

Section 4928.64(C)(3), Revised Code. (AEP-Ohio Ex. 109 at 10-15; Paulding Ex. 101 at 1-4.)

AEP-Ohio testified that the 20-year agreement facilitates long-term financing by the
developer, reduces up front costs, and allows for price certainty for AEP-Ohio customers.
Pauldin.g offers that although the project is capital2ntensive the fact that there are no fuel
costs equates to no significant cost variables creating long term risk for customers. AEP
Qhio argues that the Timber Road REPA provides the Company and its customers, 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-Ohio Ex.109 at 16-18; Paulding Ex. 101 at 4<a.)

Staff supports AEP-Ohio's REPA with Paulding and the Timber Road contract as
reasonable and prudent Accordingly, Staff advocates its approval and that AEP-Ohio be
permitted to recover costs associated with energy, capacity, and RECs outlined in the
contract, subject to annual FAC and AER audits. The Company agrees with Staff that the
implementation of the Timber Road REPA should be subject to the FAC and AER audit, as
offered in the testimony of AEP-ohio witness NeLson AEP-Ohio commits to acquiring
RECs to meet its portfolio requirements on behalf of its SSCO Ioad and to recover the costs
through the AER once the FAC is terminated. (Staff.Ex.103 at 2-3; Tr. at 2498-2499; AEP-

Oh'to Ex.10;i at 18.)

The Commission finds that the long-term Timber Road REPA promotes diversity of
supply, consistent with state policies set forth in Section 4928.02, Revised Code. Further,
based on the evidence of recorcL the Timber Road project benefits Ohio consumers and
supports the Ohio economy. Accordingly, the Commission finds it reasonable and
appropriate to allow the Company to recover the cost of the Timber Road REPA through

the bypassabl_e FAC/ AER anechanisms.

4. Generation Resource Rider

AEP-Ohio requests establishment of a non bypassable, Generation Resource Rider
(GRR) pursuant to Section 4928.143(B)(2), Revised Code, to recover the cost of new
generation resources including, but not liinited to, renewable capacity that the Company



11-346-EL-SSO,et aI. -20-

owns or operates for the benefit of Ohio customers. At this time, the Company proposes
the rider as a placeholder and 0xpects that the only project to be inrluded in the GRR will
be. the Turnirig Point facility, assuming need is established in Case Nos. 10-501-ELrFOR
and 10-502-EL-FOR7 To be dear, although the Company provided an esi3mate of the
revenue requirement for the Turning Point project, as requested by the Convnission, AEP-
Ohio is not seeldng recovery of any costs for the Turmng Point facility in this RSP• The
Company asks that the GRR be established at zero with the amount of the rider to be
determined, and the rennainfng statutory requirements to be met, as part of a subsequent

Commission proceeding. (AEP-Ohio Ex. 103 at 20-21; AEP-Ohio Ex. 104: Tr. at 2514, 599,

1170, 2139- 2140.)

UTIE encourages the Commission's approval of the GRR as a regulatory
mechanism pursuant to the authority granted under Section 4928.143(B)(2)(c), Revised
Code, to adopt a non-bypassable surcharge for new electric generation ((JTIE Br. at 1-2).

NRDC and OEC support the proposed GRR, including the Timber Road REPA and the
Turning Point project, with certain modifications, as pertnitted under Section
4928.143(B)(2)(c), Revised Code. NRDC and OEC recommend that the GRR be Iimited to
only renewable and aiternative energy projects or qualified energy efficierncy pro", and
also recommend that the Company develop a crediting system to ensu.re that ahoPPing
customers do not pay twice for renewable eznergy. NRDC and OEC reason that AEP-Ohio
could make the RECs available to CRFS 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 th,e
GRR. (NRDC Ex. 101 at 11; NRDC/OEC Reply Br. at 1.)

However, while Staff does not foresee any need for additional generation by AEF-
Ohio, Staff and UTIE acknowledge and endorse the adoption of the GRR mechanism to
facilitate the Commission's a[lowance for the coristruction of new generation facilities
(Staff Ex. 110 at 7; Tr. at 4599; U'I'!E Reply Br.12).

On the_ other hand, numerous interveners oppose the adoption of the GRRR. 1GS

requests that the Corrtmissicm reject the GRR or if it is not rejected, that the GRR be made
bypassable or modified so the benefits IIow 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 agreeing, among other d"np, ffiat as a result

of ttue n?quirements of Sections 4928.143(B)(2)(c) and 4925.64(8)(2), Revised Code, whidi require AEP-
Ohio to obtatn alwxnative energy resources incPudhtg solar res®urces m Ohio, the Commission should
find that there is a need for the 49.9 MW Turning Point Sokr pzaject. The Commission dedsion in the

case is pending.
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RF.SA 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 4928.42(H), Revised

Code, which prohibits the coltection 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 S80 customers and, therefore, the GRR amounts to an anticompetitive

subsidy on CRES providers for the benefit of noncompetitive retail electric service, or,

according to Wal-Mart, requires shopping custom+ers to pay twice. IGS recommends 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 CRFS providers who are also required to comply with abdo's renewable

energy portfolio standards. RESA and Direct contend that, to the extent the Commnission

adopts the GRR, the GRR should not be assessed to shopping customers. RFSA 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/ Direct Br.1&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 to be credited against

the GRR or the renewable energy credits used to meet the requirements for all customers.

IGS notes that AEP-Ohio witnesses agree that crediting the revenues against the GRR is

reasonable. (IGS Ex. 101 at 27-28; Tr. 599,1169-1170.)

pCC, APJN, IEU and FFS contend that AEP-Ohio has inaPPropriately conflafied

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 inberpretation of the

af orementioned interveners. They contend that the purpose of Section 4928.64, Revised

Code, is to require electric distribution utilities and CRES prroviders to comply with
renewable energy benchmarks and paragraph (E) of Section 4928.64, Revised Cod.e, directs

that costs incurred to comply with the renewable energy benchmarks shail be bypassable.

Whereas, according to IEU and FBS, Section 492$.143(B)(2)(c), Revised Code, permits the

Commission to implement a matket safety valve under specific requirements should Ohio

require additional generation. FES notes that AEP-O]do has sufficient energy and capacity
for the foreseeable future. IEU and FES interpret the two statutory provisions to
affirmatively deny non bypassable cost recovery under Section 4928.143(B)(2)(c), Revised
Code, for renewable energy projects. IEU and FES contend that their interpretation is

corifirmed by the language in Section 4928143(B), Revised Code, which states

"Notwithstanding any other provision of Title XLIX of the Revised Code to the
contrary

except...division (B) of section 492$.61... ." Thus, FES reasons the Commission is exPressly

prohibited from authorizing a provision of an BSP which conflicts with Section 4928.64(E),

Revised Code. (Fffi Br. at 87-90; IEU Br. 74-76; Tr. at 226r227.)

Further, IEU, FM, OCC, IGS and APJN argue that the statute requires, and AEP
phio has 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 A.Ep-Ohio has failed to offer any evidence as to the effect
of the GRR on governmental aggregation, as required in accordance with the
Commissiori s obligation under Section 4928.20(K), Revised Code. For these reasons, IEU,
IGS, FBS, OCC and APJN request that the Company's request to implement the GRR be
denied. (Tr.1170, 570-574, 2644-2646; FFS Br. at 87-94; FES Reply Br. at 22-24, IGS Reply
Br. at 5-6; OCCJAPjN Br. at 84-85: IEU Br. 74-76.)

Staff notes that there are a number of statutory requirements pursuant to Section
4928.143(B)(2)(c), Revised Code, that OP has not satisfied as a part of this modi#ied 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
dernonstration that Turning 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
decfsian by the Commission is pending_a Staff etnphasizes that the statutory requirenn,ents
would need to be addressed, and a decision made by the Cornnlission, before recovery
could coaunence 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 FSP case, as AEI'-Ohio and Staff offer. Nor is it sufficient policy
support, according to FFS and IGS, that customers may transition from shopping to non-
shopping and back during the useful Iife of the Turning Point facility as clairned by AEP-
Ohio. The interveners argue AEP-Ohio overlooks that, as proposed by the Company, the
load of all its non-shopping customers wiIl be up for bid as of June 1, 2015. With that in
mind, FE.S ponders why customers of AEP-Ohio competitors should pay for AEP-Ohio
facilities after May 31,2015. (FES Reply Br. at 24-25; IGS Reply Br. at 4.)

UTIE notes that parties that oppose the approval of the GRR, on the premise that it
wiIl require shopping eustomers to pay twice, overlook AEP-Ohio's proposal to allocate
RECs between shopping and non-shopping custorners, 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 tilat
establishing a placeholder rider as a part of an ESP is unlawful. The Commission has
adopted placeholder riders in several previous Commission cases for AEP-Ohio, Duke

8- Case Nas„ 10..501EI, FOR and 10-502-E[rFOR.
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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 Commission. (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 IEU that Section 4928.64(E),
Revised Code, prohibits the use of Section 4928.143(B)(2)(c), Revised Code, for renewable
generation projects. AEP-0hio 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, will be addressed when cost recovery is requested
in a future pi'oceeding. Further, AEP-Ohio reasons that IEU's and FFS'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
con.struction 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,
will be 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 d'xscretion 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 custontiers paying twice for renewable energy
compliance costs, among other issues will be determined. AEP-Ohio reiterates its plan to

sha►re the RECs from the Turning Point project between shopping and SSO customers on
an annual basis. IGS, NRDC and Staff endorse AEP--Ohio's proposal to share the value of
the Turning Point project between shopping and non-shopping customers. (AEP-Ohio
Reply Br. at 7-10; Tr. at 2139-2140; NRDC/OEC 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 farility and the
establishment of a non-bypassable surcharge, for the life of the facility where the electric
utility owns or operates the generation facility and sourced the facility through a
competitive bid process. Before authorizing recovery of a surcharge for an electric
generation facility, the Commission must determine there is a need for the facility and to

9 In re AEP-Ohio, ESP 1(March 18, 2009); tn re Dukz Energy-Ohfn, Case No. OS-920-EIrSSO (December 17,

2008); In ne FfrstEnffgy, Case No. 0$-935--EL-SSCd (March 25, 2009).
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continue recovery of the surcharge, establish that the facility is for the benefit of and

dedicated to ahio 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 th,e

GRR. However, the

Comm;gbion 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
4928.143(B)(2)(c), Revised Code, requires the Comnusslon to firat determuie^,

vested with theFSP proceeding, that there was a need for the facility. The Cummss io
broad discretion to manage its dockets to avoid undue delay and the duplication of effort,

including the discretion to decide, how, in light of its intesnal oro ni ration and docket
considerations, it may best proceed to ma?na$e and expedite the orderly flow of its

business, avoid undue delay and elirninate unnecessary duplication of effort. Duff v. Pub.

l,It#I. Cornm. (1978), 56 Ohio St. 2d 367, 379; Toledo Coatitiou far Safe Energy u. Pub. i.itil.

Comm. (1982), 69 Ohio St. 2d 559, 560. Accordingly, it is acceptable for the Coniinission to

determine the need for the Turning Point facility as a part of the Cornpan}(s long-term

forecast case filed consistent with Section 4935.04, Revised Code, wherein the Commission

evaluates energy plans and needs. To avoid the unnecessary duplication of processes, the

Coawnission 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
restciet our determination of the need and cost for the facility to the time an -ESP is
approved but rather to ensure the Commission 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-Ohios construction of generation facilities. The

Commission finds that Section 4928143(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-Obio has
represented that any renewable energy credits will be shared 'u'nth CRFS providers

proportionate with such providers' share of the load. Accordingly, as long as AEP-Ohio
takes steps to share thQ benefits of the project's energy and capacity, as well as the
renewable energy credits, with all customers, we find that the GRR should be non-
bypassable. Further, in the subsequent application for any cost recovery AEP-Ohio will

have the burden to demonstrate compliance with the statutory requirements set forth in

Section 4928.143(B)(2)(c), Revised Code.

Accordingly, the Commission approves the Company's request to adopt as a
component of this modified ESP the GRR mechanisrn, 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
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F'SP.20 The Commissi.on explicitly notes that in pern:titting the creation of the GRR, it is
an
not authorizing the recovery of any costs, at this time-

5. Interru tible Service Rates

In its modified ESP, AEP--0hio suggests it would be appropriate to restractnre its
its offerings consistent with the options

cvrrent intemxptible service provisions t° ^e base residual auction
that will be available upon AEP-Ohio's part^cipation in the PJM
beginning in June 2015. AEP-ahio witness Roush provides that interruptible service is

nwre frequently represented as an offset to standard servi'ce^°ff^-0^o's in ersuptible
separate and distinct rate (AEP-Ohio Ex• 111 at 8). To m
service options consistent with the current regulatory environment, AEI'-Oluo Proposes

D become available to all current
that Schedule interruptible Power-Discretionary (1gp.) service (Id.}. The IRP-D
customers and any potential custorners seeking interruptible
credit would increase to $8.21 per kw-month upon approval of the modified ESP (AEP'

Ohio Ex. 100 at 9). AEP-0hio proposes to collect any costr, ovenuwith (Id.}.e ^-D
through the RSR to reflect reductions in AEP-O^o s base ge

OC:CbelieVer, the IRP-D proposal violates cost causation prir
►ciples, as the

does not
beneficiaries are customers with more than 1 MW of interruptible

argues it
capâcity, an

^^d for non

apply to residential cust ^e A^^^^ ^ 1^^ t evenues associa#ed with
participating customers to {^C recoznnyends the IRP-D should not
the ^p-^p ((pCC Ex. 110 at 11-12). Therefore,
allow for any lost revenue agsociated with IRP-D credits to be collected through the RSR

(Id.).

Staff suggests modifying the IRP-1? credit based upon the state compensation
mechanism approved in the CaPacit3' Ex. 105 at 6-9). Staff witness Scheck.Case (Staff

^ month Id. Further, Staff notes its
recommended lowering the IRP-D credit to $3.34/ ().
preference of any iriterrupti ^th Commission'ble service to be -offered in -conjunction

to tariff service (Id). EnerN4C states that
approved reasonable arrangements, as opposed service credit,
a reasonable arrangement process is more transpa=ent than an interruptible
and notes that a subsidized IRP-D rate may impede AEp-4hio's transition to a competitive
market by reducing the amount of demand response resources that may participate in

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

o.EG, and OEG support the proposed IItP-D credit, but recommend it not be tied
the iRP-D

to approval of the RSR (OMAEG Br• at 21, OEG Br. at 15). O.^et^ ^ interruptible load
credit, noting tllat customers should be compensated for taking
(©rmet Br. at 21-22). OEG explains it is reasonable and consistent with state policy

2004)• In re Dub Ertergy-Ohio, Case No. 0$'920-EL'S^ (^'m^r 17,
IO In rc AEi'-Obio, F5P 1(arch 18, , ^ 25. 20Q9)•

Z008); In re FirstEnergy, Case No. 08-935-EI.S60 (M
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objecEives under Section 4928.Q2, Revised Code, as it will promote economic development
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. IV at 1125-1126, OEG Ex. 102 at 6-8). Mr. Baron notes that the
TRPD is beneficial to AEP-Ohio as well by allowing AII'-Ohio to have increased flexibility
in providing its service, thus increasing overalt system reli.ability (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 Siaff'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 B.T.

at 16-Z1).

The Commission finds the IRP-D credit should be approved as proposed at
$8.21/kW month In light of the fact that custoiners receiving interruptible service must
be prepared to curtail their electric usage on short notice, we believe Staffs proposal to
lower the credit amount to $334/kW-rnonth understates the value interruptible service
provides both AfiP-Ohio and its customers. In addition, the IRP-D credit is betiefiCial in
that it provides flexible options for energy intensive customers to choose their qnality of
service, aazul is also consistent with state policy under Section 4928.02(N), Revised Code, as
it furthers Ohids effectiveness in the global economy. In addition, since AEF-Ohio rnay
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 IRP-D is
reasonable, it is rnore appropriate to allow AII"-QNo to recover any costs associated with

the IRP D under the EE/PDR rider. As the Ittl'-D willresult in reducing AEP-Ohio's peak
demand and encourage energy effici.ency, it should be recovered through the EE/PDR

rider.' 6. Retail^ty Rider

In its modified ESP, AII'-ohio proposes a non-bypassable RSR. AEP-Ohio states
the RSR is justified under Section 492$.143(B)(2)(d), Revised Code, as it promotes stability
and certautty with retail electric service, and Section 4928.143(B)(2)(e), Revised Code,
which allows for automatic increases or decreases by revenue decoupling mechanisms that
relate to SSO service. AEP-Ohio provides that in addition to the RSR's promotion of rate
stability and certainty, it is essential to ensure the Company does not suffer severe
financiai repercussions as a result of the proposed ESP's capacity Pncutg rnechansm
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AEP-Ohio witness William Avera explains that the Commission has the duty to ensure
there is not an urticonstitutional 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 all
shopping and non-shopping custorners would pay through June 2015. As p'roposed, the
RSR relies an a 10.5 percent return on equity to develop the non-fuel generation revenue
target of $929 ndllion per year, which, th roughout the term of the modified ESP, would
collect approximately $284 million 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 xevenues as based on the pxoposed two-tiered capacity mechaniszx4 auction
revenues, and credit for shopped load to determine where the RSR should be set. AEP-
Ohio notes that while the RSR is designed to produce consistent non-fuel generation
revenues, the RSR does not guarantee a company total ROE of 10.5 percent, as there are
other factors affecting total company earnings, which AHI''-Ohio witness Sever estimated
at 9.5 percent and 7.6 percent (AEP-Ohio Ex. 151 at 24, AEP-Obio Ex. 108 at OJS-2). Thus,
AEP.Ohio explains the RSR only ensures a stable level of revenues during the term of the

ESP, not a stable ROE (trl. at 3). For every $10/MW'day decrease mthe Tier 2 price for
capacity, Mr. Allen explains the RSR would increase by $33M (or $.023/ ivIV1lh) (AEP-Ohio
Ex.116 at 14-15). Mr. Allen explains that the $3 shopped load credit is based on AEP-
Ohio's esfimated margin it, earns from off-system sales (OSS) made as a result o€11+IWh
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 AII'' pool,
and of that 40 percent only 50 to 80 percent of reduced r+etail sales result in additional OSS,
thus demonstrating the $3/N1Wh credit is reasonably based on appropriate OSS

assumptions (AEP-Olhio Ex.152 at 5-8).

In designing the RSR, AEP-Ohio explains that a revenue target is preferable to an
earnings target, as decoupling will provide greater stability and certainty for customers
and is easier to objectively measure and audit as compared to earnings, which are prone to
iitigation 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 returns associated with a deregulated
entity afteY corporate separat~on (Id.) As proposed, the RSR would average $2/MWh (7d

at WAA-6).

AEP-Ohia believes the RSR is beneficial in that it freezes non-fuel generation 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 while retaining
reasonable rates for SSO customers and ensure that AEP-Ohio is not finasuially harmed as
it transitions towards a competitive auction (Id.). AEP-Ohio also touts an increase in its
interraptible service (IRP-D) credit upon approval of the RSR. AEI'-Ohio witness Selwyn
Dias explains that the increase in the IRP-D credit will benefit nuinerous major employers
in the state of Ohio and promote economic development opportunities within AEP-Ohio's

service territory (Id. at 7).

I Without the Comnzission's approval of the RSR as proposed, AEP-Ohio c].aims 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, AEP-Ohio will
face an adverse financial impact (AEP-Ohio Ex.151 at 9). As sach,, 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. Mr. All.en contends that the non-fuel generation
revenue, which the RSR addresses, is separate and distinct from the total company
Pan„ngs, 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-Ohio would be looking at a total company
return on equity of 7.5 percent in 2013. Therefore, AEP-Ohio argues it would be
inappropriate to allow a RSR rate of return of less than 10.5 percent, as any reduction
would lower the total company return on equity downward from 7.5 percent, harnlin.g
AEP-Ohio's ability to attract capital and potentially putting the company in an adverse

financial situation (fd. at 4-5).

DER, DECAM, FES, NFIB, OCC, and IEU all contend that the RSR lacks statutory
autiwrity to be approved. FES claims that Section 4928.143(B)(2)(d), Revised Code, only
authorizes charges that provide stability and certainty regarding retail electric service,
wlwcli AEP-0hio has failed to show. OCC witness Daniel Duann argues that the RSR will
raise customer rates and cause financial uncertainty to all native load customers (OCC Ex.
111 at 10). OCC contends that even if the RSR provided certair ►ty 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 would be tied to a distribution rate based on its charge to shopping customers
despite the fact it is a non bypassable charge designed to recover generation related costs

(IEU Br. at 63-64, Exelon Br. at 12).

IEU, Ohio Schools, Kroger, and DECAM/ DER argue that AEP-Ohio is improperly
utilizsng the RSR to attempt to recover transition revenue. IEU notes that AEP-Ohio's
atternpt to recover generatiorrrelated revenue that may not otherwise be collected by
statute is an illegal attempt to recover transition revenue (IEU Ex. 124 at 4-10, 24-26).
Kroger and Ohio Schools point out ftt not only has the opportunity to recover generation
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transition costs 2xpired with the establishment of electric retail competidon in 2001, AEP-
Ohio waived its right to generation transition costs when it stipulated to a resolution in

Case Nos. 99-1729 and 99-1730 (Krager Br. at 3-5, Ohio Schoots Br. at 18-20). Exelon and

FES maintain the RSR is anticompetidve and would stifle compefition.

Orrnet, OCC, Ohio Schools, OEG, and Exelon indicate thaty if the RSR is approved,
it should contain exemptions for certain customer classes. Ohio Schools request an
exemption from the RSR, pointing out that not only are schools relying on limited functing,
but also that the Commission has traditionally considered schools to be a clistinct customer
class that is entitled to special rate treatment (Ohio Schools Br. at 22-30, citing to Case Nos.

90-717-ELrATA, 95-300-EL-AIR, 79-629-TP-CO, Ohio Schools Ex.103, and Tr. XVI at 4573-

4574). Exelon believes the RSR should not apply to shopping customers and should be
bypassable. While Exelon notes it does not oppose affording AEP-Ohfo protection as it

transitions its business structure, witness David Fein argues that shopping customers will
unfaixly be forced pay both the CRES provider and AEP-Ohio for generation (Exelon Ex.

101 at 13-14).

On the contrary, Ormet believes the RSR should not apply to cusborners like Ormet
who cannot shop, as Ormet neither causes costs associated with the RSR nor can Ormet
receive the benefits associated with it (Ormet Ex.106 at 15-17). Ormet maintains that the

RSR, as cnrrentYy proposed, violates cost causation principles (Id.). OCC and OEG suggest

that if the RSR is approved, it should not be charged to SSO customers, as these customers
are not the cause of the RSR costs, and it would be unfair to force these customers to
subsidize shopping customers and CRES providers (OEG Br. at 5-6, OCC Ex. ].11 at 16-17).

While OEG - does not support the creation of the RSR, it understands the
Cominission may need to pravide a means to ensure AEP-Ohio has the abilitp to attract
capital, and as such suggests that the Commission Iook to AEP-Ohio a+ctual earnii.lgs as

opposed , to revenue (OEG Fx.101 at 12-1$). OEG argues that the RSR's use of revenues
does not accurately reflect a utility's fiuancial condition or ability to attract capital in the
way that earnings do, as evidenced by earnings being the foundation used by credit

agencies to detie.rmine bond ratings (Id.). OEG witness Lane Kallen points out that

revenues are just a single component of AEP-Ohio s earnings and do not reflect a full
picture of AEP-Ohio's financial health (Id.). Mr. Kollen suggests that.if the Commission

tnrere to look at AEP-Ohio's eamings, an appropriate return on equity (ROE) would be

between seven percent and 11 percent (OEG Ex: at 4-6). If the Commission were to use
revenues to detp*mine AEP-Ohio s ROE, as proposed in the RSR, Mr. Kollen believes the
ROE should be at seven percent, as it is still double the cost of AEP-Ohio's long term debt
and falls within the Ohio Supreme Court's zone of reasonableness (Id. at 7, Tr. X at 2877-

79).
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In the event the Coanrnission adopts RPM priced capacity, RESA also supports the
use of earnings as opposed to revenues in calculating the RSR in the event it is necessary to
avoid confiscatory rates (RESA Ex. at 11, Br. at 13-16). RESA also suggests the
Commission consider projecting an amount of money rtercessary for AEP-Ohio to earn a
reasonable rate of return and set the RSR accordingly (RESA Br. at 14-16). RESA maintains
that either of these alternatives may reduce the possi-bility that AEP-Ohio and its new

affili:ate make uneconomic investments or other risks that may result from AEP-Ohio
receiving a guararitee of a certain level of annual income (Id.). NFIB and OADA express
similar concerns that the RSR, as proposed, creates no incentive for AEPOhio to l'unit its

expenses (NFIB Br. at 4-6, OADA Br. at 2-3).

In' addition, several other parties suggest modifications to the RSR, including its
proposecl. ROE. Ormet -states that the 10.5 percent ROE is excessive and unreasonably
high Ormet witness John Wilson explained that AEP-Ohio failed to sustain its burden of
showing 10.5 percent ROE was just and reasonable, and upon utilizing Staff's
methodology in 11-351-EL-AIlt, determined that, based on current economic conditions
and AEP-Ohio and comparable utility financial figures, an appropriate ROE would be
between eight and nine percent (Ormet Ex. 107 at 8-30). Kroger witness Kevin Higgins
testified' ttEat the average ROE for electric utilities is 10.2 percent, and based on the fact that
AEP-Ohio's proposed two-tier capacity mechasiism is above market, the ROE should be,
below 10.2 percent (Kroger 101 at 10). FES and Wal-Mart state that AEP-Ohio failed to
justify its 10.5 percent figure, with Wal-Mart witness Steve Chriss suggesting the ROE be
no higher than 10.2 percent (Wal-Mart Ex. 101 at 8-9, FES Ex. 102 at 79-80).

OCC reconunends that the Cocnn ►ission allocate the RSR in proportion to each class
share of the switched kWh sales as opposed to customer dass contribution to peak load, as
an allocation based on contribution to peak load is not just and reasonable (OCC Ex.110 at
8-9). OCC witness Ibrahim points out that the residential customes class share of switched
kWh saIes is only eight percent, thus, if the Commission reallocates RSR costs, residential
customer increases would drop from six percent to three percent (Id at 24-26). Kroger
argues the RSR allocates costs to customers by demand, but recovers through an energy
cost, resulting in cross subsidies amongst customers (Kroger Ex. 101 at 8). Kroger
reconunends that costs and charges should be aligned and based on demand as opposed
to energy usage (Id.)

OCC, FES, and Ormet also submit modifications related to the calculation AEP-
Ohio's shopping credit included within the RSR calculatiorL Ormet argues that AEP-Ohio
underestimates its $3 shopping credit drnwf states that based on AEP-tJhio's 2011 resale
percentage of 80 percent, the actual shopping credit increases to $3.75 MWh, with the total
amount increasing to $78.5 million (Ormet Br. at 10-12, citing to Tr. XVII at 4905). Ormet
also shows that AEP-Ohio wilt not need to reduce the credit by 60 percent beginning in
2013, as AEP-Olhio will no longer be in the AEP pool, resulting in the credit increasing to
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$6.50 per year in 2014 and 2015 (Id.). C►CC also points out that the shopping credit should

increase based on AEP-Ohio's 2011 shopping percentage, as well as the terininat:ion of the
AEP pool agreement; and recommends the Conur+ission adopt a shipping credit higher

than $3/MWh but less fl-ian $12/MWh (C}CC Br. at 49-54).

The Commission finds that, upon review of the record, it is apparent that no party
disputes that the approval, of the R.SR will provide AEP-Ohio with sufficient revenue to
ensure it maintains its #inancial inwgrity as well as its ability to attract capital. There is
dispute, however, as to whether the RSR is statutorily justified, and, if it is ju.stified, the
amount AEP-Ohio should be entitled to recover, and how the recovery should be allocafied
among _customers. The Commission rnust first deter3mine whether RSR mechanism is
supported by statute. Next, if we find that the Commission has the authority to approve
the RSR, we must balance how much cost recovery, if any, should be permitted to ensure
custorners are not paying excessive costs but that the recovery is enough to allow ARP-
C7hio to freeze its base generation rates and maintain a reasonable SSO plan for its current
customers as well as for any shopping customers that may wish to return to AEP-Ohio's

SS(O plan.

In beginning our anaiysis, we first look to AF.P-Chio's justification of the RSR.
While AEP-Ohio argues there are nurnerous statutory provisions that may provide
support for the RSR, the thrust of its argurnents in support of the RSR pertain to Section
4928.143(B)(2)(d), Revised Code, which APP-Ohio notes is met by the RSR's promotion of
rate stability and certainty. AEP-Ohio also suggests that Section 4928.143(B)(2)(e), Revised
Code, which allows for automatic increases or decreases, justifies the RSR, as its design

includes a decoupling mechanism.

Pursuant to Section 4926.143(B)(2)(d), Revised Code, an ESP may include tenns,
conditions, or charges relating to lirnitations on customer shopping for retail electric
generation that would have the effect of stabilizing retail electric service or provide
certainty zegarding retail electric service. We believe the RSR meets the criteria of Section
4928.143(B)(2)(d), as it promotes stable retail electric service prices and ensures customer
certainty regarding retail electric service. Further, it also provides rate stability and
certainty through CRES services, which clearly fall under the dassification of retail electric
service, by allowing customers the opportunity to ntitigate any SSO increases through
increased shopping opportunities that will become available as a result of the
Commission'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
stable throughout the term of the modified ESP. While we understand that the non-
bypassable components of the RSR will result in additional cosb to customers, we believe
any costs associated with the RSR are mitigated by the effect of stabil.izing non fu.el
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generation rates, as welll as the guarantee that, in less than three years, AEP-Ohio will
establish its pricing based on energy and capacity auctions, which this Co**+mission again
rnaintains is extremely beneficial by providing customers with an opportunity to pay less
for retail electric service than they may be paying today.

Therefore, we find that. the RSR provides certainty for retail electric service, as is

consistent with Section 4928.143(BX2)(d), Revised Code. Until May 31, 2015, AEP-Ohio's
SSO rate, as a result of this RSR, will remain available for all customers, in.cluding those
who are presently shopping, as well as those who may shop in the future. The ability for
AEP-Ohio to maintain a fixed SSO rate is valuable, particularly if an unex'pected,
intervening event occurs during the term of the ESP, which could have the effect of
increasing market prices for electricity. The ability for all customers within AEI'-Ohio's
service territory to have the option to return to AEP-Ohio's certain and fixed rates aliows

of thecustomers to explore shopping opportunities. This is an extremely beneflcial aspect
RSR and is undoubtedly consistent with legislative intent in providing that electric
secunty plans may include retail electric service terms, conditions, and charges that relate
to customer stability and certainty. Further, we reject the c2ai.m that the RSR allows for the
collecti.on of inappropriate transition revenues or stranded costs that should have been
collected prior to December 2U10 pursuant to Senate Bi113, as AEP-Ohio does not argue its
ETP did not provide sufficient revenues, and, in light of events that occnrred 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 agree with OCC that the ability for
AEP-Ohio to decouple the RSR would cause financial uncertainty, as t'ruing up or down
each_year will create customer confusion in their rates: NFIB, OAI)A, and RESA correctly
raise concerns that the RSR design creates no incentive for AEi'-+Ohio to limit its exPensft

and the Company may make uneconomic investments by its guaranteed level of annual
iricome. White ABP-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 allow AEP-Ohio to shift
its risks onto customers. Thus, because its design may tead to a perverse outcome of AEP-
Ohio 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 AEP-Ohio's
$929 million target is to ensure that its non-fuel generation revenues are stable and that
stability may be ensured tlmough a 10.5 percent ROE. However, as we previously
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 aIlow AEP-Ohio the
opportunity to earn a reasonable rate of retum, 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 detennine 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 appmpriate 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 detE'zmining an appropriate quantification for the RSR, we
will consider 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.

Onty three witnesses, AEP-Ohio witness Avera, OEG witness Kollen, and Ormet
witness Wilson, developed thorough testimony exploring how an appropriate revenue
target for the RSR should be estabIished, 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 faif within a zone of reasonableness,
Mr. Kolien established that anything between seven and 11 percent could be deemed
reasonable (OEG Ex. 101 at 8-9). Mr. Kolien 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). Ornnet witness W'ilson 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 econom,i,c factors,
reaching a conclusion that AEP-Ohio's ROE should be between eight and nine percent
(Ormet Ex. 107 at 8-18). 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 (AEP-Ohio
Ex. 150 at 5-6). Based on this information, Dr. Avera recommended an ROE range of 10.24

percent to 11.26 percent (Td.). -

The Commission finds that aIl three experts provide credible methodologies for

deterrnining an appropriate ROE for AEP-Ohio, therefore, we find OEG witness KoIlen's

zone of reasonableness of seven to 11 percent to be an appropriate starting point. We
again emphasize that the Commission 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-Of►io an opportunity to earn somewhere within the seven to 11 percent
range. We believe AEP-Ohio's starting point of $929 is too high, particularly in light of the
fact that AEP-Ohio 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 benchnyark shaII be set in the approximate middle
of this Yange, arnd the $929 million benchmark shal! be adjusted downward to $826 mill3on.
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While we have revised the benchmark amount down to^R ^^ e^^o ^need

to revisit the figures AEI'-(^hio used in deternun^-ng retail non-fuel
designing the RSR benchntark, Mr. A13en focused on four areas of revenue:
generation revenues; CRES ca.pacitY revenues; auction capacity revenues; and credit forrevenuethese
shopped load (AEP-Ohio Ex. at WAA-6). e tunabes o hopP^g ^ a^f ^cent for
figures, W. Allen relied on AEP-QIuo s own for industrial
residential customers, 80 percent for commercial customers, ^^ percent

customers by the end of 20I2 (Id. at 5).

However, evidence within this record indicates Mr. AIlen's projected shopping

statistics may be higher than actual shopping levels. On rebuttal, FES as of
presented

March 1
shopPin$

, 2012,
statistics based on actual AEP-C^hio numbers provided by Mr. AEP-4hio's actual
and May 31, 2012 (FES Far. 120). FES conduded that, based on
shopping statistics to date, Mr. Allen's figures overestimated the amount of shopping by
36 percent for residential customers,l7 percent for commercial customers, and 29 percent

for industrial customers, creating a total overestimateappropriate to utilizesa hoPP 8 P oJ^o
percent The Commission finds it is more a-pDp^o sho in r eclions and the more
which is roughly the midpoint between AF.P Therefore, we will estimate shopping in
conservative shopping estimates offered by k^^

and then increase the shopping proj yearsthe first year at 52 percenG ections for two andvel 1'hese numbers represent a reasonable
trree to 62 percent and 72 percent, respecti Y.
esftiate and are consisbent with shopping statistics of other EDUs throughout the State

(See FF5 Ex. 114).

Based upon the Commission's revised shopping projerhQns, we need to adjust the
gures will result in

calculation of the RSR. The record indicates that lower shopping ^wwch affects the
changes to retail generation revenues. CRES margins, and OSS margins,
credit for shopped load, ail resulting in an adjustmient to the RSR (See FES Ex.121). Our

adjustnent, are highiighted below.
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Retail Non-Fuel Gen Revertues

CRES capacity R$venues

Credit for ShcpPed 1.OM

Subtotal

Revenue Target

PY 12/13

$528

$32

$75

$636

$826

PY 13/1a

$419

$6S

$89

$574

$826

pY 14115

$308

$W

$104

$757

$826

-35-

$58
Retai! StabUity Rider Amount $189 $251

A!l figures in miliions

To aPPI'oPriatetY correct the RSR based on more conservative shopping pzajechons,$402,
we begin our analysis with retaiI non fuel generation revenues.hen we adj ofust these
$309, and $182 are based on Mr. Allen s assumed shoppu^g figures,
figures^ to 52, 62, and 72 percent shopping, AEP-4hio's revenues would increase to $528

n-dmortl $419 inillion, and $308 nvliion, respectively.

Conversely, as a result of decreasing the shopping statistics, CRM caPacltY
revenues would decrease. Assuming our shoPPing estimates of 52, 62, and 72 percent, as

well as the use of RPM capacity prices, the CRES capacity revenues lower to $32 million,

$65 milliozt, and $344 miillion. Finally, we need to adjust the credit for shopped load based
on the revised non-shopping ass'tunlrtiorLs. Because we assume lower shopping statistics,

for off-system sales due to an increased load of its
AEP-Ohio will have less opportuiuty
non-,shopping customers, which wili tower the credit to $75 million, $89 mfIlion, and $104our revised
million for each year of the modified ESP. Accordingly, upon factoring ŷr►

revenue benclnnmark based on a nine percent return on eq^ty% we find a RSR amount of
$508 inillion is appropriate. The $508 million RSR amount is Unlited only to the term of the

modified ESP.

Although our corrected RSR mechanism ensures customer stability and certainty by
providinga mearis for AEP-C'}hio to move towards competitive market pricing, in addition
to the $508 nnillion RSR, which allows AEP-Ohio to maintain frozen 'oase g^teration ratese deferralchar
and an accelerated auction process, we rnusSt^od aon "un the Capacity Case to unlize
mechanism, created in the Capacity Case. A of develo zn competitive electric
RPM priced capacity considered the importance of the deferral costs through A^'°
markets, we believe it is appropriate to begin recoverY
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Ohio's RSR mechanism, as the RSR allows for AEP-Ohio to continue to provide certainty
and stability for AEP-Ohio's SSO plan while competitive markets continue to develop as a
result of RPM priced capacity. Therefore we believe it is appropriate to begin collecEion of

the deferral within the RSR

Based on our conclusion that a $508 million RSR is reasonable, as well as our
determinadon that AEP-Ohio is entitled to begin recovery of its deferral, AEP-Ohio will be
perrnitted to collect its $508 million RSR by a recovery amount of $3.50/MWh, through
May 31, 2014, and $4/MWh between June 1, 2014 and May 31, 2015. The upward
adjustment by 50 cents to $4/MWh reflects the Commission's modification to expedite the
timing and percentage of the wholesale energy auction beguuling on June 1, 2014. Of the
$3.50/MWh and $4/MWh RSR recovery antounts, AEP-Obio must allocate $1.00 towards
AEP-Ohio's deferral recovery, pursuant to -the Capacity Case. At the conclusion of the
modified ESP, the Commission will detennine the deferral amount and make appropriate
adjustinents based on AEP-Ohio's actual shopping statistics and the amount that has been
collected towards the deferral through the RSR,, as necessary- pu.rther, although this
Commission is generally opposed to the creation of deferrals, the extraordinuy
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
flexibie 'and utiiize a deferral to ensure we reach our finish line of a fully-estabtished

competitive electric market.

Arny rennaiiiing 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 not create a disincentive to shopping, at
the end of the term of the ESP, AEP-Ohio shall file its achial shopping sfaiistics in this
docket To provide complete transparency as well as to allow for accurate deferral
calculations, AEP-Ohio should maintain its actual monthly shoppimg percentages on a
montlt by-nwnth basis throughout the term of this modified ESP, as weIl as the months of
June and July of 2012. All determinations for future recovery of the deferral slzall be made

foiIowing AEP-Ohio's filing of its actual shopping statistics.

We believe this balance is in the best interests of both castomers and AEP-Ohio.
For customers, this keeps the RSR costs stable at $3.50/ MWh and $4/ MWh, and with $104
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 additiori, our modifications to
theRSRwilI provide customers with a stable rate that wiIl not change during the term of
the ESP due to the eliunir:ation of the decoupling components of the RSR Purther, as
result of the Capacity Case, customers may be able to lower their bi11 unpacts by taking
advantage of CRES provider offers aIlowing customers to realize savings that may not
have odaerwise occurred without the development of a competitive retail market. In
addition, this mecbanism is mutuaIly beneficial for AEP-Ohio because the RSR will ensure
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AEP-Ohio has sufficient funds to maisitain its operations efficienfly and revise its

corporate structure, as opposed to a deferral only mecharnism-

Finally, we find that the RSR should be collected as a non bypassable rider to
recover charges per kWh by customer class, as proposeci. We note that several parties
pitched reasons as to why certain customers cla.sses should be excluded, but we believe
these arguments are meritless. Ormet contends that the RSR should not apply to
customers like Oimet who cannot shop. Interestingly, Ormet again tries to play both sides
of the table, forgetting that it is the beneficiary of a unique a^'r'anguinent 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--0hio's cvstomers receiving stability and
certainty, as these customers ultimately pay for Ormet's discounted electricity. We also
find Ohio Scltools' request to be exciuded from the RSR to be without merit, as it too
would resutt in other AEP-Ohio customers, inciuding taxpayers that already contribube to
the schools, paying significantly higher shares of the RSR It is uiu'easonable to make AEP-

Ohio's customers pay the schools twwLCe-

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 Commissiont finds that it is also
appropriate to estabiish a signifzcantly excessive earnings test (SEE'I) 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 retum on equity (OEG Ex. 101 at 4-6; IKroger 101 at 10; Ormet Ex. 107 at 8-30;
Wal-Mart Ex. 101 at 8-9, FES Ex. 102 at 74-80), and even AEP-Ohio witness Allen agreed
that a ROE of 10.5 percent is appropriate. Accordingly, for purposes of this ESP, the

Commission will 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 paying the RSR. For non shoppzng customers, the RSR pTovides
rate stability and certainty, and ensures all SSO rates vwill 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 jusiib.ed 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 S50 load still served by the Company. Accordingly, in the
event that, during the term of the ESP, there is a sigiuficant reduction in non-shopping
load for reasons beyond the control of the Company, other than for shoPPin& 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 of its modified ESP, AEP-Ohio proposes a transition to a fully-coarpetitive
part of AEP-Ohio s proposal includes an energy-only,

auction based. SSO format. The first part
slice-of system auction of five percent that will occurdpccommence upon as final

SSO energy

auction. The energy-only slice'of-system auctioa woul ^^^nd to
this proceeding and the corporate separation plan, ^th the delivery peri
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 inciudes a commitment to conduct an energy
auction for 100 percent of the SSO load for delivery in lanuary 201 {o Bpo^{ 2015energy
Ohio will conduct a competitive bid procurement (CBP) process ^_ 100 at 10-11).
and capacity auction to service its entire S60,1oad (Id. at 19-21, Ag'-0^oa ca aci auction will
AEP-Ohio witness Powers explained^ketersJuto bid 1u1to AF1'-Ohio's Ioad, as its FRR
permit competitive suppliers and will be similaz to
obligation will be terminated (Id.). AEP-Ol^io anticipabes the CBP process
other OYiio utility CBP filings, and explains that specific details of the CBP w+ll be

addressed in a fature filing.

AEp-phio explains that the june 1, 2U15, date to service its entire {SSO ia ^Y

auction is based on the need for AEP's interconnection poo-0^o ^^ Philip Nelson
Ohio's corporate separation plan being apprQved. A^'
explains that an S50 auction occurring prior to poo1 terrnination may expose AEP-Ohio to
significant financial hann, and if the auction occurs prior to corporate separation, it is

that AEP-Ohio's generation may not be utilized in the auction̂ 5a conflictP-..at 8). Further, AEP-Ohio points out that a fuli auction prior to
with its FRR commitment that cantinues until May 31, 2U15 (AE1'-0ldo Reply Br. at 46)-

FES and DER/DECAM argue that AEP-Ohio could hold an imme Rodney Frame
waiting for pool terniination and corporate separation FES witness
testified that the AEP pool agreement contains no provisions that would prevent a CBP

that a delay in the iu ►Plemen^#on of the CBP
(FES Ex.103 at 3). DER/DECAM provide
process harnis custonles by preventing tliern from taking advantage of the current market

rates (DECAM Ex.1Q1 at 5).
ons ta AEP-Olua's

Other parties, including RFSA and F^celon, pmPose modificatiand ca aci auction for the
proposed auction process. Exelon belaeves the first eneTgy P t ustomers to take
SSQ load should be accelerated to June 1, 2014, in order to P4 date would be six1,
advantage of competition. Exelon witness Fein nol^es the June
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months after the date by which AEP-Ohio indicated its corporate separation and pool
termination would be completed (Exelon Ex. 101 at 15-20). RSSA makes a similar
proposal, but that a June 1, 2014, auction be energy onty, as this sts11 allows AEP-Ohio six
months to prepare for auction and provides customers with the benefits associated with a
competitive market (RESA Br. at 16-17). On the contrary, OCC argues the interim auctions
to be _ held during the first five months of 2015 would be detrimental to residential
customers, and suggests that the Commission adopt a different approach (OCC Br. at 100-
1(33). OCC contends that competitive rnarket prices in 2015 may be higher than prices that
would result from AEP-Ohio continuing to purchase energy from its affiliate, and
recominends that the Commiasion require the agreement between AEP-Ohio and its
affiliate to continue during the first five months of 2015, or, in the alternative, AEP-Ohio
should purchase SSO capacity from its generation affil.iate at RPM prices (Id. at 103).

In addition, Exelon also reconnnnends 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 tunely manner wiU expedite AEP-C)l.ii.o's transition to
competition and ensure there are no delays associated with settling these issues in later
proceedings. Speczfically, Exelon proposes that the CBP should be consistent with

statutory dire^.•tives 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
procur+ennent 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 20-31).

The Commission finds that AEP-Ohio'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 will not commence 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 iunportance of customers being able to
take advantage of market 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 rnarket-liased pricrs and ensuring an expeditious 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-Ohio
is capable of having an energy auction for delivery commencing on June 1, 2014.
Therefore, we direct AEP-Ohio to conduct an energy auction for delivery commencing on
June 1, 2014, for 60 percent of its load, and delivery commencing on January 1, 2015, for
the remainder of AEP-Ohio's energy load. AEP-Ohio's June 1, 2015, energy and capacity
auction dabes are appropriate and should be maintained. In addition, nothing within this
Order precludes AEP-Uhio or any affiliate from bidding into any of these auctions.

Finally, we agree with Exelon that the substantive details of the CBP process need
to be established to maximize the number of participants in AEP-Ohio's auctions through
an open and transparent auction process. We direct AEP-Ohio to establish a CBP process
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 there is an
open and transparent solicitation process, a standard bid evaluation, and clear product
definitions. We encourage AEP-Ohio to look to recent successful CBP processes, such as
Duke Energy-Ohio's, in formulating its CBP. Further, AEP-Ohio is ordered to mitiate a
stakeholder process within 30 days from the date of this opinion in order.

8. CRES Provider Issues

The modified application includes a continuation of current operational switrhing
practices, charges, and **»nis*+um stay provisions relabed to the process in which customers
can switch to a Competitive Retail IIectrie Service (CRES) provider and subsequently
return to the SSO rates (AEP-Ohio Fx.111 at 4). AfiP-Ohio points out that the application
inelucies beneticiat rnodifications for CRES providers and custorners, including the
addition of peak load contribution (PLC) and network service peak load (NSPL)
irnformation to the master customer list. AEP-Ohio witness Roush testified that AEP-Ohio
also eliminates the 90•day notice requirement prior to enrolling with a CRES provider, the
12 month stay requirements for commercial and industrial customers that return to SSO
rates beginning January 1, 2015, and requirements for residential and small conimercial
customers that return to SSO rates, be required to stay on the S60 plan until April 15th of
the following year, begirning on January 1, 2015 (Fd.)

Exelon argues that AEP-Ohio needs to make additional cbanges in order to develop
the competitive market. Specifically, Bxelon requests the Commission implement rate and
bill ready billing 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 recocnmends that,
consistent with the Duke ESP order, the Commission order ABP-Ohio provide via
electronic data interchange, pertinent data inciudiag historical usage and historical
irtterval 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 maintains that this information will aIl ow CRES providers to
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more effectively serve customers and result in cost efficient competition (Id.) Mr. Fein

further provides that dear implementatio'n tariffs WiU lower costs for cu.stomers, plainly
describe rules and contract terms, and allow both CRE9 providers and customers to easily
understand AEP-Ohio's competitive process (Ia. at 35-36).

RFSA and IGS provide that AEP-Ohio s billing system is confusing to custom.ers
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
Parisi points out that switching statistics of natural gas utilities and Duke have increased
upon the implementation of POR programs (IGS Ex. 1-1 at 18-19). RESA witness
Rigenbach also recommends that the C:ommissaon direct AEP-Ohio to develop a web-
based system to provide CRFS providers access to customer usage and account data by
May 31, 2014 (RESA Ex. 101 at 12-13). RESA and DER/DECAM also recornmend ttiat
AEP-Ohio reduce or elirninate customer switching fees, as well as customer minimum stay

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

105 at 31).

While the Commission supports AEP-Ohio's provisions that encourage the
development of competitive markets,.rnodifications need to be made. AEP-{Jhio witnegs
Roush notes that customer PLC and NSPL inforsnation will be included in the master
customer list, AII''-Ohio fails to make any commitment to the time freme this information
would become available, nor the specific format in which customers would be able to

access this data. We note that recent updates have been revised to the electronic data
interchange (EDI) standards developed by the Ohio EDI Working Group (OEWG). This
Comrnission 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 disciiminate against any CRES

provider.

Accordingly, we direct AEP--0hio to develop an electronic system to provide CRES
providers access to pertinent customer data, including, but not linlited to, PLC and NSPL
values and historical usage and interval data no later than May 31, 2014 Within 30 days
from the date of this opinion and order, we direct represmt2 ►tives from AEF-O'hio to

schedule a meeting with members of the OEWG to develop a roadmap towards
developing an EDI that will more effectively serve customers, and promote state policies
in accordance with Section 4928.02, Revised Code. Further, as AEP-Ohio expiaim that it
neither supports nor is opposed to the idea of a POR program (AEP-Ohio Reply Br. at 64-
66), we encourage interested stakeholders to attend a workshop in conjuriction with the
five year rule review of Chapter 4901:1-10, O.A.C., as established in Case No. 122050-E[r
ORD et al, 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-SSO), we noted that this workshop would be an
appiropriate place of stakeholders in the FirstEnergy proceedings to review issues related
to POR programs. Similarly, we believe this workshop would also provide stakeholders in
this proceeding an opportunity to fcirther discuss the merits of establishing POR programs
for other Ohio EDUs that are not currently using them. The Commission concludes that
the modified FSP's modification to AEP-Ohio's switching rules, charges, and minimum
stay provisions that are set to take effect on January 1, 2015, are consistent with AEP-
Ohio's previously approved tari.[fs. Further, as we previously estabiished in our original
opinion and order in this case, these provisions are not excessive or inconsistent with other
electric distribution utiIities, and wiII further support the development of competative
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 Investm,ent Rider
(DIR), pursuant to the provisions of Section 4928-143(B)(2)(h) or (d), Revised C_ode, and

consister►t with the approved settlement in the Company's distribution rate case,ii- to
provide capital funding, including carrying cost on incremental distribution infrastructure
to support customer demand and advanced tExhnologies. Aging infrastructure, according
to AEP-Ohio, is the primary cause of customer outages and reliability issues. AEP-Ohio
reasons that the DIR will facilitate and encourage investments to maintain and improve
distribution reliability, align custonaer expectations and the expectations of the distribution
utility, as well as streamline recovery of the associated costs and reduce the frequency of
base distribution rate cases. Replacement of aging distribution equipment will also
support the advanced technologies of gridSMART which wiIl reduce the duration of
customer outages based on preliminary gridSMART Phase I information. The Company
argues that its existing capital budget forecast hncludes an annual investment in excess of
$150 million plus operations and maintenance in distribution assets. The DIR mec:hanism,-
as_proposed by the Company, includes components to recover property taxes, commercial
activity tax, and to earn a return on plant in-service based on a cost of debt of 5.46 percent,
a return on roinmon equity of 102 percent utilizing a 47.72 percent debt and 52.28 percent
common equity capital structure. The net capital additions to be included in the DIR
reflect gross plant inrservice after August 31, 2010, as adjusted for aocartwlated
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 mechanisnn at $86 million
in 2012, $104 millian for 2013, $124 million for 2u14 and $51.7 miliion 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-EG4AIR, et aL, Opinion and Order at 56 (December 14. 2011) in

referenceto paragraph IV.A.3 of the JointStipulation and Recornmendation filed on November 23, 2011_
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collected which exceed the cap, the overage would be recovered and be subject to the cap
in the subsequent period. Symmetrically, for any year that the revenue collec#ed undez the
IDIR is less than: the annual cap allowance, then the difference shall be applied to uxrease
the cap for the subsequent period_ The Company notes that the DIR revenue requirement
must recognize the $62344 million revenue credit reflected in the Commission approved
Stipulation in the Company's distribution rate case j2 As proposed by the Company, the
DIR would be adjusted quarterly to reflect in-service net capital additions, excluding
capital additions 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 smart meters, that the net book value of the replaced meter be included
as a regulatory asset for recovery in a future ffling. The DIR mechanism would be
coUected as a percentage of base distribution revenues. Because the DIR provides the
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-Ohio 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, electxic outage reports and compliance
provisions pursuant to Chapter 4901:1-10, O.A.C. Ln relian.ce on Staff testimony, the
Company offers that the reliability of the distribution system was evaluated as a part of
this case. (Staff f Fx.106 at 5-6; Tr. at 4339, 4345-434b.)

Customer expectations, as determined by AF.I'-Ohio, are aligned with the
Company's expectations. AEP-Ohi.o witness Kirkpatrick offered that the updated
customer survey results show that 19 pereent of residential custorr:ezs and 20 percent of
commercial customers expect their reliability expectations to inerease in the next five
years. AEP-Ohio points out that when those customers are considered in conjunction with
the customers who expect the utility to maintain the level of reliability, 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 will develop a DIR prograrn, witli
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). Kroger, OCC and APJN, on the other hand, ask the Commission to reject the DIlZ, as
this case is not the proper forum to consider the recovery of distribution-related costs.
Kroger, 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 Commissiun. Kroger asserts that maintaining the distribution

12 IrL
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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 proceeding. If
the Coznrnission 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 depredation. 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 distnbution costs assigned on the basis of cost causation. OCC and
APJN add that the Company's reason for pursuing the DIR, as a component of the ESP
rather t.han in the distribution case, is the expedience of cost recovery and when that
rationale is considered in conjunction with the lack of detaiil on the projects to be covered
vvithin the DIR, suggest that the DIR is not needed. (Kroger Ex. 101 at 13-19; Kroger Reply
Br. at 3-4; OCC/APJN Br. at 87-89; Tr. at 1184.)

CCC and APJAT argue that in debexmining 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 percent,
respectively) who do not believe that their electric service reiiability expectations will
increase rather tfian the m.in.ority of customers wlw expect theiir service reli.ability
expectations to increase (19 percent and 20 percent, respectively). OCC and APJN note
that 10 percent of residential customers and seven percent of commercial customers expect
their retiabiiity 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 prcmject 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 Ex. 110 at 11-12; OCC/APJN Br. at 987-994).

NFIB 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 inrrease of approadmately 14.2 percent in distribution ch,arges, about $2.00 monfihly

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

Staff testified that consistent with the requirements of Rule 4901:1-1010(B)(2),
O.A.C., AEP-Ohio has rate zone specific minimum reliability performance standards, as
mea-^_red by the customer average inberniption duration index (CAIDI) and system
average interruption frequency index (SAIFI)13 According to Staff, development of each
CAIDI and SAIFI takes into account the ele+ctric utility's three-year historical system
perfornance, system desigrt, technological advancements, the geography of the utility's

13 See In re AEP-Olrio, C,ase No. 09-756-E1rESS, Opimion and Order (Sep6ember 8,2010).
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service territory, customer perception surveys and other relevant factors. Staff monitors
the utility's cornpliance with the reliability standards. 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 Company's 2011 reliabiii.ty measures
were below their reliability measures for 2010 for CSP and the SAIFI uneasure was wo¢se
in 2011 than in 2010 for OP. Accordingly, Staff determined that AEP-Ohio`s reliability
expectations are not currently aligned with the reliability expectations of its customers.
Staff further offered that a number of conditions be irnposed on the CornnIssion'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 3nconsisterticy with the distribution rate case settlement, and
that gridSMART related cost not be recovered through the DIR, so as to better facilitate the
tracking of gridSMART expenditures and savings and benefits of the gridSMART project.
Further, Staff proposes that AEP-Ohio be directed to make quarterly filings to update the
DIR mechana.sm, with the filed rabe to be effective, unless suspended by the Cornmission,
60, days after filing. The DIR meclhanism as advocated by Staff, would be subject to

annual audits after each May fili'ng and ► in addition, subject to a firwl reconciliation filing
on or about May 31, 2015. With the final reconciliation, Staff recommends that any
amounts collected by AEP-Ohio in excess of the established cap be refunded to customers
as a one-time credit on customer bills. (Staff Ex. 106 at 6-11; Staff Ex. 108 at 3-4; Tr. at

4398.)

AEP-Olv.o disagrees with the Staffs rationale that the Company's and customer's
expectations are not aligned. The Company reasons that the Staff relies on the reliability
indices and the fact that the Company performed below the level of the preceding year.
AEP-Ohio notes that in the most recent customer survey 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 customers for providing
reliable service. Further, AEP-Ohio points out that missing one of the eight applicable
reliability standar-ds during the two year period does not, under the rules, constitute a
violatiom 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. (Tr. at
4344-4345, 4347, 4366-4367; OCC Ex. 113, Att. JDW-2.)

AEP-Chio also opposes St•aff`s recommendation to file the DIR plan in a separate
docket, subject to an adversarial proceeding. The Company expresses great concezn that
this recommendation, if adopted, will result in the Commission micromanaging and
becoming overly involved in the "day-to-day operations of the business units within the

utility:'

As to Staff's and ICroger's proposal to reduce the DIR to account for ADIT, the
Company responds that such an adJustment would have resulted in a reduced DIR credit
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if taken into account when the distribution rate case settlement was pending. AEP-Ohio
argues that the decision on the DIR in the modified ESP should continue to mirror the
understanding of the parties to the distribution rate case as any change would improperly
impact the overall balanced ESP package. (AEF-Ohio Ex.151 at 9-10.)

As authorized by Section 4928.143(B)(2)(h), Revised Code, an FSP may include the
recovery of capital cost for distribution infrastructure investment to improve reliabilityfor
customers. A provision for distribution infrastructure and modernization incentives may,
but need not, include a long-term energy delivery infrastructure modeniization plan. We
find that the DIR is an incentive ratemaldng 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 determination, to examine the reliability of the electric utility's
distribution system and ensure that customers' and the electric utility's expectations are
aligned and that the electric utility is placing sufficient emphasis on and dedicating
sufficient resources to the reliability of its distribution system.

In this modified ESP, there is some disagreement between Staff and the Company
whether or not AEPd)hio's reliability expectations are aligned with the expectations of its
customers. The Company focuses on customer surveys to conclude that expectations aze
aligned while Staff interprets the slight degradation in the reliability performance
measures to indicate that pcpectations are not aligned. Despite the different condusions
by the Company and Staff, the Comm+ss+on finds that both Staff and the Company have
demonstrated that indeed, customers have a high expectation of reliable electric service.
Given that cvstomer surveys are one component in the factor used to establish the
relzability indices and the sU.ght reduction in the level of measured performance on which
the Staff concludes that reliability expectations are not aligned, we are convinced that it is
merely a slight difference between the Company's and customers' expectations. We also
recognize that customer satisfaction is dependent on whether the customer has recently
experienced any service outages and how quickIy service was restored.

The Coznmission finds that, adoption of the DIR and the improved service that will
come with the replacement of aging infrastructure wiIl facilitate improved service
reliability and better align the Company's and its customers` expectations. The Company
appears to be placing sufficient proactive emphasis on and will dedicate sufficient
resources to the reliability of its distribution system. Having made such a finding, the
Comxiission approves the DIR as an appropriate incentive to accelerate recovery of AEP-
Ohio's prudently incurred distribution investment costs. We emphasize that the DIR

mechanism shall not include any gridSMART costs; the gridSMART projects shall be
separate and apart from the DIR mechanism 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 inciuded as a regulatory asset recoverable tluough the

DIR mechan's.srn.

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

ADIT offset.

As was noted in the December 14, 2012 Order on the ESP 2, we find that granting
the DLR mechanism requires Conzmimon oversight. We believe that it is detrimental to
the state's economy to require the utility to be reactionary or allow the performance
standards to take a negative turn before we encourage the electric utility to proactively
and efficiently replace and modernize infrastructure and, therefore find it reasonable to
permit the recovery of prudently in,curred distribution infrastructure investment costs.
AEP-Ohio 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 distribution maintenance that focuses spending on where it will have
the greatest iunpact on ntaintaining 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, 2012.

With these modifications, we approve the DIR mechanism, and tlirect 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 a.gsistance of the Staff. The proactive distribution inErastructure plan
shall quantify reliability improvements expected, ensure no double recovery, and include
a demonstration of DIR expenditures over projected expenditures and recent spending
levels. T--he DIR mechanism will be reviewed annually for accounting accuracy, pradency
and compliance with the DIR pian developed by the Staff and AEP-Ohio. .

10. Pool Modification Rider

The modified ESP application includes the planned termination of the AEP East
Pool Agreement (Pool Agreement). As a provision of this E.SI',. AEP-Ohio requests
a_pprovai of a Pool Terulination Rider (PTiZ), imitiaU.y set at zero. If the Company's
corporate separation plan filed in Case No.12-1126-EI:-L1NC is approved as proposed by
the Company, and the Amos and Mitchell units are transferred as proposed to AEP-Ohio
affiliates, then AEP-Ohio will not seek to implement the PTR irrespective of whether lost
revenues exceed $35 million annually. However, if the corporate separation plan is denied
or modified, then AEP-Ohio requests permission to file for the recovery of lost revenue in
associ.ation with termination of the Pool Agreernent via a non-bypassable rider. The P'TR,
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according to AEP-Ohio, is designed to offset the revenue losses caused by the te.rmination
of the Pool Agreement since a significant portion of AEP-Ohio's tcrtaL revenues come from
sales of power to other Pool members. The Company argues that witit the bermination 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 wiU need to reduce the cost associated
with those assets, As AEp.-ohio cla2ms the lost revenues14 from capacity sales to Pool
Agreement members cannot be mitigabed by off-system sales in the market alone. The
Company agrees that it will only seek to recover lost pool termination revenues in excess

of $35 nnillion per year during the term of the ESP. (AEP-Ohio Ex. 103 at 21-23.)

OCC, APJN, FBS and IEU oppose the adoption of the PTR, as they reason there is
no provision of Section 4928.143(B)(2), Revised Code, which authorizes such a charge and
no Commiasion precedent for the PTR. IEU asserts that approval of the PTR would
essentially be the recavery of above-market or transition revenue in violation of state law
and the electric transition plan (fiTP) Stipulations.15 As proposed, the interveners claim
that the PTR is one-sided to the benefit of the Company. FES offers that there is
insufficient information in the record to allow the Connmission to evaluate the terms and
conditions of the PTR, as a part of the modified F,SP, to require ratepayers to submit $350-
$400 million over the term of the ESP. Furthermore, OCC and APJN note that the
Cornmission has disregarded trwsactions related to the Pool Agreement for the purpose
of considering revenue or sales margins from opportunity sales (capacity and energy) as to
FAC costs or consideration of off-system sales in the evaluation of significantly excessive
earni^.lgs test16 Accordingly, OCC and APJN reason that because the Conunission has
previously disregarded transactions related to the Pool Agreement, that it would be unfair
and unreasonable to ensure AEP-Ohio is compensated for lost revenue based on the Pool
Agreement at the cost of ratepayers. For these reasons, +DCC and APjN believe the PTR
should be rejected or modified such that AEP-Ohio customers receive the benefits fronm the

Company's off-system sa2es. iEU says the PfR provides a competitive advantage to

GenResources and, therefore, violates corporate separation requireinents. (OCC/APTN Br.
at 8"7; IEU Br. at 69; IEU Ex. 124 at 30-31; FES Br. at 106-109; Tr. at 582„ 698.)

The Company dispels the assertion that there is no statutory basis for a pool
termination cost recovery provision in an ESP on the basis that the Commission has
already rejected this argument in its December 14, 2011, C3rder on the ESP 2, wheie the
Commission determined a pool terinination rider may be approved "pursuant to Section

14 AEp-Ohio would detexnune the amount of lost revenue by comparing the lost pooY Eapaat)j reveezu2 for

the most recent 12 month period preceding the effective date of tt ►e change in the AEP Poot to inaeases

in net revenue related to new wholesale transactions or decreases in generation asset costs as a result of

terminating the Pool Agreement

15 In n' AP•P-D1Yio, Case Nos. 991729-hIETP and 99-1730-E^-ETP, Order (September 28, 200U).

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

29 (January 11, 2011).
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4928.143(B), Revised. Code; ` and fuxther concluded that establi.shing a rider "at a zero rate
does not violate any regulatory principle or practice."17 According to the Company, the
other criticisms that these p^arties raise regatding the PTR are objections 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 P7R in Section 4928.143(B)(2)(h),
Revised- Code. 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 Agreement with the
full transition to market for all 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 Commisgon's review of an application by the Company for such
costs. The Coaunission notes that in permitting the creation of the PTR, it is not
authorizing the recavery of any costs for AEP-C?hio, but is allowing for the establishment
of a placeholder mechanism and any recovery under the PTR must be specifically
authorized by the Commission 3f, and when, AEP-Ohio seeks recovery under the PTR, it
will maintain the burden set forth in Sectiorn. 4928.143, Revised Code. In addition, the
Commission finds that in the event AEP-Oluo seeks recovery under the I''I'R, AEP-Ohio
must first demonstrate the extent to which the Pool Agreement benefitted Ohio rabepayers
over the long term and the extent to which the costs and/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 iiuurred and
are reasonable. Importantiy, this Comrntission notes that AEP-C>hio will onty be permitted
to requests recovery should this Cominission modify or amend its corporate separation
plan as filed in Case No. 12-1126-EL-UNC oniy as to divestiture of the generation assets;
we specifically deny the Company's request for recovery through the PTR based on any
other amendment or modification of the corporate separation plan by this Co*nmiskon 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, AfF-Ohio's right
to recover lost revenues under the PTR is based exclusively on the actions, or lack thereof,

of this Commission.

11. Cavaci_ty Plan

Pursuant to the Commission's Entry on Rehearing issued February 23, 2M2, :hn the
FSP 2 cases, and the Ezntiy 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-EI-SSO et aL, Order at 50 (Deceanbetr 14, 2011).
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While the Capacity Case continued on an expedited schedule to de6ermine 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 mechanism with a tier 1 rate of $145.79
per MW-day and a-tier 2 rate of $255.00 per MW-day. Shopping customers, within each
rate class, would receive tier 1 capacity rates in proportion to their relative retail-sales level
based on the Company's retan load. During 2012„ 21 percent of the Company's total retail
load would receive tier 1 capacity and in 2013, the percentage would increase to 31
percent In 2014, through the end of the FSP, May 31, 2015, the tier 1 set aside percentage
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 I priced
capacity w'ill be available to non-mercantile customers who are part of a conmmunity that
approved a goverranental aggregation program on or before November 8, 2011, even if the
set-aside has been exceeded. AEP-C?hdo does not propose any special capacity set-aside for
governmental aggregation prqgrams after 2012. (AEP-Ohio Ex.1b1 at 15; AEP-Ohio Ex.

116 at 6-7.)

AEP-Ohio argues that its eutbedded cost-based charge for capacity is $355.72 per
MW-day, as supported by the Company in the Capacity Case. Further, AEP-Ohio projects,
with forward energy pricing decreasing over the remainder of 2012 by approximatety 25
percent and based upon the switckiing rates experienced by other Ohio elecixic 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 and 90 percent of industrial load
(excluding one large customer). ABP-Ohio reasons that the two-fier capacity pricing
mechanism is a discount from the Company's embedded cost of capacity which will
provide CRES providers headroom, the ability to offer shopping customers lower
competitive electric service rates and expand competition in the Company's service
territory and, as a component of this modified BSP, balances the revenue losses lik.ely to be
experienced by the Company. Further, AEP-Ohio subrnits that the capacity pricing
offered as a part of this modified F5P is intended to miligate, 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, AII'-Ohio proposes as a
component of the modified ESP, to charge CRES providers its embedded cost of capacity
$355.72 per MW-day with a $10 per MWh bill credit to shopping customers, subject to a
cap of $350 million through December 31, 2014. Shapping credits would be bmhed to up
to 20 percent of the load of each customer class for June 2012 through May 2013, and
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. AEI'-Ohio's rationale for the alternative
is to ensure shopping customers receive a direct and tangible benefit to shop that is fixed
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and known regardless of the CRES provider selected. (AEP-Ohio Ex. 116 at '15-17; Tr. at

427,1434.)

On July 2, 2012, the Comrnission issued the Order in the Capacity Case (Capacity
Order) wherein the Commission determined $188.88 per MW-day as the appropriate
charge to enable the Company to recover its capacity costs pu.rsuant to its Fixed Resource
Requirements (FRR) obligations from CRES providers.l$ However, the Capacity Order
also directed that AEP-Ohio's capacity charge to CRES providers shall be the auction-
based rate, as determined by PJPd via its reliability pricing model (RPM), including final
zonal adjustments, on the basis that the RPM rate w'ill promote retail electric

competition.14

In the Capacity Order, the Commission also authorized AEP-Uhio to modify its
accounting procedures to defer the incurred capacity costs not recovered from CtES
providers, commencing June 1, 2012, throngh the end of this modified ESP, with the

recovery meclianism to be established in this proceeding.20

in this Order on the modified FSP, the Comn»ssion adopts, as part of the RSR, the

recovery of the difference between the RPM-based capacity rate and AEP-Ohio's state

compensation meclzanism for capacity as determined by the Cornmission

Staff endorses the Company's recovery of the difference between the state
compensation mechanism for capacity and the RPM rate (Staff Reply Br. at 13). On the

other hand, IECT, OCC and AF'JtV argue that there is no record evidence in this m.odified
FSP case, or any other proceeding, to detennine an appropriate mechanisrn to collect
deferred capacity charges in contradzction of the requirements in Sertion 4903.09, Revised
Code, and the parties were not afforded due process on the issue. puithermore, OCC and
APJN reason that the capacity charge deferrals cannot be a provision of an ESP as the
charges do not fall within one of the specified categories listed in 5ection 4928.143(B)(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

prolubits anticompetitive subsidies from noncompetitive retail elecEric service to
competitive retail servi.ce; and at paragraph (L), which requires the Commission to protect

at-risk populations. (OCC j APJN Reply Br. at 18; IEU Reply Br. 6-7).

18 in re Capacity Case, order at 33-36 Q'uly.2, 2012)-
19 In re Capacity Case, O=der at 23 Qulp 2, 2A12).
2D In re Capacity Caqe, Order at 23 (fuiy 2, 2012).
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Certain parties that oppose the Commission's incorporation of the Capacity Case
deferrals in the modified ESP overlook the fact that the Capacity 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-tier capacity plan and rates, proposed as a part of

this modified ESP 2.

Furthermore, in accordance with Secdon 4928.144r Revised Code, the Commission
may order any just and reasonable phase-in of any rate or price established under Sections
4928.141, 4928.142, or 4928.143, Revised Code, irecIuding carrying chaaz'geS. Where the
Commdssion establishes a phase-3n, the Commission must also authorize the creation of
the regulatory asset to defer the incurred costs equal to the amount not collecbed, plus
carrying charges on the amount not collectecl, and authorize the recovery of the deferral
and carrying charges by way of a non bypassable surcharge.

Several of the interveners argue that because the record in the modified ESP was
closed when the Capacity Order was issued, the deferral of capacity charges was not made
an issue in the modified ESP case, the record does not support the deferral of capaci.ty
charges or that the parties were not afforded due process on the iasue. We disagree. AF4P-
Ohio proposed certain capacity charges and a plan as a part of this modified ESP and
consistent with the Comnmission's authority we may approve or modify and approve an
ESP. Nothing in the Section 4928.144, Revised Code, limits the Commission's authority to
modify the ESP to include deferrals on its own motiort. With the Commissicrn's decision to
begin collecting the deferral in part through the RSR, all other issues raised on this matter
are addressed in that section of the Order.

12, Phase-in Recov^Rider and Securitization

As part of AEP-Ohio's ESP 1 case, to midgate the impact of the rate increase for
cnstomers, the Commission ordered, pursuant to Section 492$.144; Revised Code, the
Company to phase-in any increase authorized over an established percentage for each year
of the ESP.n The Conunission authorized CSP and OP to establish a regulatory asset to
record and defer fuel expenses, with carrying costs at the weighted average cost of capital
(WACC), with recovery through a non-bypassable surcharge to commence January 1,
2012, and continue through December 31, 201$.22 This aspect of the ESP I Order is final
and non-appealable. On September 1, 2011, CSP and OP filed the Phase-in Recovery Case
applacation, to request the creation of the Phase-ln Recovery Ri^der (PIRR), a mechanism to
recover the accumulated deferred fuel costs, including carrying costs, to be effective with
thefirst billing cycle of January 2012. The Phase-in Recovery Case was a part of the
proposed ESP 2 Stipulation which was initially approved by the Commission on

n ESP 1 Order at 22
u ESP 1 Order at 20-23; First ESP EOR at 6r10.
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December 14, 2011. Consistent with the Cominission'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 Conunission issued its decision on the Company's PIRR applicatior ►.

Notwithstanding the Pbase-iri Recovery Case, as a part of this modified ESP case,
AEP-C)hio 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 proposea 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 nmininrnize customer rate impacts. According to AEP-Ohio witness Rouslti,,
combinin,g the PIRR rates wiIl increase the rate for customers in the CSP rate zone and
reduce the rate for customers in the OP rate zone. In this modified ESP proceeding, AEP
Ohio also requests that the Conunissiton suspend the procedural schedule in the PIRR
cases. (AEP-Ohio Ex.118 at 8; AEP-Ohio Ex.119 at 3; AEP-Ohio Ex. 2Z1 at 5-6.)

AEP-Ohio witness Hawkins acknowledges that legislation permitting the
securitization of the PIRR was passed in December 2011 but claims that securitization of
the PIRR regulatory asset wiIl likely take about nine months to finalize after the issuance
of a final, non-appealable order. AEP-Ohio admits that securitization 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 at the Company's request. Further, OCC and
APJN agree with Staff that collection of the PIRR should commence as soon as possible
after the Conaunission issues its Order, the delay in collection amounts to an additional cost
__--of $64.5 miIlion. OCC and APIN argue that there is no: justification for the delay and the

delay at WACC only serves to benefit the Company. Since the delayed collection is at the
Company's request, OCC and AP)N 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 Bx.
111 at 20-22; OCC f AI"JN Br. at 61-72)

Similarly, IEU argues that the delay of the PIRR violates Section 4928.144, Revised
Code, which requires that the delay i..^. cot?ection 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 reasons that AII.'-Ohio was only authorized to
collect WACC on deferred fuel costs through December 31, 2011, the erid of ESP 1. (IEU
Px.129 at 30-31,14; Tr. at 3639,4549.)
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Ormet argues that the increased car;yi.ng charge to de.fer the implementation of the
PIRR until June 2013 is excessive and presents a number of legal and pragmatic issues.

Ormet notes that the interest to be incurred by delaying the iinple.mentation of the PIRR is
based on an interest rate of 11.26 percent, more than AEP-Ohio utilized to determine the
RSR. Ormet encourages the Commission to reduce the carrying cost, in light of the change

in economic and financial circumstaz ►ces since the ESP I Order, to the short-term cost of
debt and to delay PIRR implementation until securitization is complete or at least until

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

Ormet and IEU request that the Company be directed to maintain the separate PIRR
meclnanisms for CSP and OP to reduce the impact on ratepayers. IEU notes that CSP
customers have contributed approximately one percent of the total PIRR balance- Ormet
notes that the deferred fuel expenses that are the basis of the PIRR, as provided in the BSP
1 Order, is a final non-appealable order foi which AEP-Ohio may rely to seek
securitization. AEP-Ohio has argued such in this case in its filing of March 6, 2012, and

Ormet contends that pursuant to Nationwide Ins. Co. v. Hall, No.1258,1978 WL 214906 at *3

(Ohio App. 7 Dist Mar. 23, 1978) ABP-Ohio can not now assert a contradictory legal
position. ("Tr. at 45434548; Ormet Fx.106B at 9; Ormet Br. at 23-27; [EU 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.
Urmet states that at the time the fuel cost were incurred, CSP and OP were not merged
and that the overwhelanin.g majority of the PIRR balance is from the OP rate zone. The
rationale offered by- Ormet is that the blending of the FAC rate is fundamentally different
from the blending of the PIRR rate, as FAC is an ongoing look at current and future fuel
costs where the PIRR is tfie collection of previously incurred, deferred fuel costs. Ormet
argues that the Commission has previously concluded tlat the distinction between
retrospective and prospective is key to wliatconstitutes proluUted retroactive ratemaking
Ormet asks that, consisteitt with the Commission's deterttdnation in the ESP 1 Entry on
Remand Order, that the Commission find the blending of the CSP and OP PIRR balances
equates to changing the rate for previously incurred but deferred fuel costs. (Tr. at 1187,
45364537, 4544; 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 #oi all AEF-Ohio customers to pay the PIRR. AEP-Ohio
notes that Staff advocates that the FAC and PIRR be immediatety unified and
ilnplemented, because CSP customers benefit from a rate impact perspective with the
merging of both rates (Tr. at 4539-4540).
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Staff opposes the Company's request to delay recovery of the merged PiRR rates
and reconunends that the Commission direct recovery to commence upon approval of the
modified ESP to avoid increased carrying chazges assodated with the dely. Staff notes
that with a FIRR balance of approxin-iately $549 million, delaying PIRR recovery until June
2013 results in additional carrying charges of $71 million at the WACC. Further, Staff
supports the merger of the PIRR rates. (Staff Ex.1Q9 at 4-5.)

AEP-Ohio answers ttiat 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 balancung 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 Staff's position prioritizes the second goa1. The Company
contends that its proposal to delay implementation of the PIRR until June 2013 to coincide
with the unification of FAC rates is reasonable, results in minim.al immediate rate irnpacts
to customers, and should be approved.

AEP-Ohio's request to suspend the procedural schedule in fhe PIRR case is moot, as
it does not appear that the Company made a similar request in the Phase=-in Recovery
Cases, and given that the Commission has issued its decision on the PIRR application.
Consistent with the Company's lim.ited request as to the PIRR in this modified ESP, we
wi,li address the commencement of the amortization period for the PIRR, combining the
PIRR rates for the CSP and OP rate zones and securitization Any remaining issue raised
as to the deferred fuel expense or the PIRR that is not add.res,sed in the Phase-in Recovery

Order or this modified ESP Order is denied.

As AII'--0hio correctty points out, delaying collection of the PIRR to offset against
the merged FAC rates, as opposed to hnmediately commencing collection of the PiRR, is
indeed the prioritizing between two goals. AII'-OhiO's request to delay commerwement
of the amortization period for the PIRR is denied. In this case, where the accrued carrying
charges during the requested delay are estimated to be an additional $40 to $71 million, it
is unreasonable for the Coinmission to approve the delay and pemiit carrying cbarges to
continue to accrue merely to facilitate one charge offsetting another. AEP-Ohio is directed
to commence recovery of the PIRR charges as soon as practicable after the issuance of this

Order.

We agree with the recommendation of Chmet and IEU to maintain separate PIRR
rates for the CSP and OP rate zones. 'lhe PIRR balmse was incurred primarily by OP
customers, and according to cost causation principles, the recovery of the balance shoald
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 PTRR. fails to address the requirements of Section 4928.20(I),
Revised CodeP that requires non-bypassable charges arisittig from a phsse-in deferral are
applicable to customers in governuiental aggregation progranM oanly in proportionate to
the benefit received. IEU's claim that the PIRR violates Section 4928.20(I), Rei'ised Code, is
misdirected. The PIRR is not part of tlvs ESP proceeding but was the directive of the
Commission in the Cornpany's prior ESP case. Therefore, the Coann ►ission finds that IEU

should have raised this issue in the ESP 1 case or when the Commission established the
PFRR and that Section 4928.144, Revised Code, as to the collection of the PIRR, is not

applicable to th3s modified ESP proceeding.

The Commission notes that AEP-Ohio witness Hawkins testif'ied that securitization
of the PIRR regu]atory assets woul.d reduce customer costs through the reduction of the
carrying cost and provide AEP-Ohio with the needed capital to assist with the transition to
competition AEP-Ohio also states that recovery of the PIR.R can commence before
securitization is co2nplete. C)rmet supports securitization of the PIRR (AEP--0hio Ex. 102

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

Pinally, 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 secaritizmg. 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 BiI1364
and securitize the PTRR deferral balance. Secu.ritization not oniy leads to lower utility bills
for al1 customers as a result of reduced carrying costs,lnxt aiso leads to lower borrowing
costs for AEP-4hio. The Commission finds it extremely important, particularly when our
State has been hit by tough economic times, to keep customer utiifty bills as low as
possible, and securittzation of the PIRR provides us with a means to en.svm we protect
customer interests. Therefore, AEP-Ohio shall initiate the securiiawtion process for the

PIRR deferral balance as soon as practicable..

23 Section 4928.20M Revised Code, states:
CusDomers that are part of a goverrnmental aggregation under this section shaIl be responsible only for

such portion of a surcharge uncfer section 4928.144 of the Revised Code that is pmportianate to the

benefits, as deteintined by the commission, that electric load centecs within the jurisdictiain of the

governmentaiaggregatl,un as a gronp receive. rne proportionate scn~.1aarge so e.skiblcsw lt.Att apply to

each customer of the gowematental a$gregation while the customer is part of that aggregatlon If a

customer ceases being such a customer, the otherwise applicable surcharge shatl apply. Nothing in this

section shall result in Iess than f0 recovery by an electrk dist{ibution utility of any surcharge

authotized under section 4928.144 of the Revised Code. Notfung in this secfion shall result in less thatt

the fatl and tmiely imposition, cIwrging, coltection, and adjnstnient by an electric distribufdon uWity, its

assignee, or any collection agentr of the phase-in-recovery charges anthorized pursuant tn a f"maI
Fcnsncing order issued pursuant to sections 492823 to 4928.2318 of the Revised Code.
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The Company describes, but does not request as a part of this modified ESP, its
proposed application for full corporate separation filed in Case No. 121126-EIrLTNC
(Corporate Separation Case), pursuar►t to the requirements of Section 4928.17, Revised

Code, and Chapter 4901:1-37, O.A.C?4 AEP-Ohio asserts full 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 clistribution-relaied
assets, its REPAs and the associated RECs. AfiP-Ohio will transfer to its generation
affiliate, GenResources, existing generation wnits and contractual entitlements, fuel-related
assets and contracts and other assets and liabilities related to the generation business.25
The generation assets will be transferxed at net book value. AEP-C?hio proposes to retain
senior notes and pollution control revenue bonds, as such long-term debt is not secured by
the generation assets being transferred to GenResourcea 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 Interconnection LLC (PJM), and must remain an FRR until June 1,
2015. To meet its FRR obligations after fu11 corporate separation and before the proposed
energy auctions for delivery comrnencing January 1, 2015, the Company states
GenResources will provide AEP-Ohio, via a fuII requirements wholesale agreement, its
load requirements to supply non-shopping customers. Pursuant to the proposed ;nodi.fied
FSP, 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 GenResources will barninate effective June 1, 2015,
when both energy and capacity will be provided to SSO customers through an auction.
While AHP-Ohio is an FRR entity, the Company states it will make eapacity payments to
GenResources for the energy ordy auctions proposed in this modified ESP at $255 per
MW-day. Generation-reiated revenues paid to AEP-Ohio by Ohio ratepayers wiU be
passed through to GenResources for capacity and energy received for the SSO load, and
AEP-Ohio will reimburse GenResources on a dollar for-doLu basis for transmission,
ancillary, and other service charges billed to GenResources by PJM to serve AEP-Ohio's

24 See In the Matfer of the Application of Olrio Pouwer Company foe Appmvd of Fut1 LegaI Ca►porabe Separatiaa and

Atneendment to its Corpmk- Sep.-ati,. !'ica, Case *ro.12-1't26 Pi^-L1N C, filed Mazch 30,2012.

25 AEP-0hio notes that afber transferring the generation assets and liabMties to GenResouraes,

GenRResautoes v►►ill trasi9fer Amos unit 3 and 80 percent of the Mitzhell Plant to Appalachian Power
Company (APCo) and transfer the batance of the Mitchell Plant to Kentucky Power Company (KYP), so
the utilities can meet their respec(ive load rec}uirement absent the AEP East Pool Agreement (AEP--0hio

Fx 101 at 22).
76 As a part of the modified ESP, AEP-0hio requests approval for a Pool Terminatian Ridex which is

addressed in a separate section of this Order.
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S5O load. In addition, AEP-Ohio will remit all capacity payments made by CRES
providers pursuant to P,)rvI's Reliability Assurance Agreement to GenResources as weD as
revenues from the Retail Stability Rider as compensation fcr fuifi]Imez►t of AEROhio's

FRR obligations. (AEP-Ohio Fx.101 at 23; AEP-Ohio Fx.103 at 6-8; Tr. at 515-519.)

IEU, OCC and APjN argue that because AF1'-ohio has rnade the modified ESP
filing contingent on receiving approval of the corporate separation plan yet failed to
request conso3idation of the Corporate Separation Case, the Conunission 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 AEP-Ohio is not the FRR entity but; .American Electric
Power Service Corporation (AFMC) is the FRR entity on behalf of all of the American
IIectric Power operating companies within PJM and, therefore, AEP-Ohio does rurt have
any FRR obiigation. Nor has AEP-Ohio offered into evidence, IELT notes, A.EPSC's FRR
capacity plan or indicated which of AEF-Ohio's generation assets are part of the capacity
plan. IEU reasons that AEP-Ohio's generation assets are not dedicated to AEP-t7hio's
distribution customers and may be replaced by other capacity resources. (IEU Ex. 125 at

23, AEI'-C3hio Ex.103 at 9.)

DER and DECAM argue that AEP-Ohio's proposal to contract with GenResources

to serve the SSO load at the proposed capacity price after corporate separation is an illegal

vicolation of the corporate separation laws and violates state policy causing a negative

impact on the ability of unaffiSiated CRES providers to compete in aP territory (Tr. at 812-

813; DER/DECAM Br. at 11).

Staff opposes AEP-Ohio's request to retain $2% million in pollution control bcmds,
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 of debt Staff proposes that AEP-Ohio be directed to cnake a filing with the
Coinmission within six months after the completion of corporate separatinn, to
demonstrate that there is not any substantial negative impact on AEP-Ohio if the debt or
in.tercompany notes are not transferrecl to the generation affiliate. Therefore, Staff
recommends that the Comtnission deny this aspect of the Company's ESP proposal at this
time. Further, Staff recommends that the Corporate C)rgani2ation chart be updated to
reflect the legal enti.ties that are related to American Electric Power Inc., as well as all
reportabie segments related to AEP-t'3iuo, in a format a.nd nia<n,r:e=' sir**iilar to the
information .American Electric Power Inc. provides in its 10IG filing to the Securities and
Exchange Commission. (Staff Ex. 108 at 5-6; Tr. at 4405-406.)

AEP-Ohio 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 GenResources will impact SSO rates.

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

obligation with PJM to be form over substance. AEPSC entered into the FRR agreement on

behalf of AEP-Ohio and other AII'-Ohia operating affiliates and the legal obligation of

AEP-Ohio is no less binding dan if AEP-Ohio entered into the agreement directly.

The Commission finds that sufficient information regarding the proposed
generation asset divestiture and corporate separation, as reflected in more detail in the
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 AEI'-Ohio's transition to a competitive market in Ohio. With the
modification and adoption of the modified ESP, as presented in this Order, the
Convnission may reasonably detennine the ESP rates, including the rate impact of the
gmeration asset divestiture, on the Company's SSO customers for the term of the modified

E'SP, where upon SSO rates wili subsequently be subject to a competitive bidding process.
While, AEP-Ohio proposes to enter into an agreement with GenResources to provide AEP-

Ohio capacity at $255 per MW-day, we emphasize that based on the Commission'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 BSP.

As the Commission understands the Company's description of the generation
divestiture, ali .AEP-Ohio gereration facilities, except Amos and Mitchell, will be
transferred to GenResources at net book value. Amos and Mi.bcheIl will ultimately be

transferred bD AEP-Ohio operating affiliates at net book value.

Staff raises some concern with the implementation of corporate separation and the
laclc of the Company's transfer of aIl debt and/or intercompany notes to GenResources.
Despite the Staff's recommendation, the Commiss-ion, approves AEP-Ohio's requests to
retain the pollution control bonds contingent upon a filing with the Con.vnission
demonstrating that AEP-Ohio ratepayers have not and will not incur any costs asscxiated
with the cost of servicing the associated debt. More spedf•ically, AEP-Oh'so ratepayers

shaIl be held haxmless for the cost of the pollution control bonds, as well as any other
gea.erati.on or generation related debt or inter-cornpany notes retained by ABP-Ohio. ABP-

Oluo shatl file such information with the Comnaissiot4 in this docket no later than 90 days

after the issuance of this Order. Accordingly, the Coinmission 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 Commission wiU review the

rernaining issues presented in the Company's Corporate Separation Case.

In regards to the contract between AEP-Ohio and Ge:nResources, FES contends that

after corporate separation AEP-Ohio cannot simply pass-through the generation revenues
it receives without evidence that the cost are prudent consistent with Section

4925.143(B)(2)(a), Revised Code, and AEP-C)hio has done nothing to establish that $255 per

MW-day for capacity is pzudent. The price of $255 per MW-day is unrelated t,o cost or

inarket rates, and according to FES, appears to be well above market. Furthermore,
Constellation and Exelon witness Fein testified that Exelon made an offer of energy and
capacity and an offer for capacity only to serve AEP-Ohio's S6O load June 1, 2014 through
May 31, 2016, at a cost lower than the Company is proposing as a part of this modified
ESP. Constetlation and Exelon emphasize that the PJM tariff does not prohibit an FRR
entity from maldng bilateral purchases in the market to meet its capacity obligations.

(Constellation/Exelon Ex.101 at 17-19). FFS notes that according to testimony offered by

AEf'-Ol^io witness Nelson, the $255 MW-day for capacity is not based on costs nor indexed

to the market rate. Furthermoare, FES points out that AEPSC is negotiating the contract for

both AEP-Ohio and GenResoarces. AEP-Ohio has no intent, ba.sed 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 modifieci 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 uti2ity with captive customers and a ntarket-regulated power sales

affil':ate znay take place without first receiving FERC authorization for the transaction

under section 205 of the Federal Power Act (Tr. at 523-526; FES Br. at 102-105.)

The Comnnission finds, that once corporate separation is effective and AEP-Ohio
procures its generation from GenResources that it is appropriate and reasonable for certain
revenues to pass-through AEP-Ohio to GenResources. Specifically, the revenues AEP-
Ohio receives, after corporate separation is implemented, 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-UNC, generation-based revenues
froin S50 customers, and "revenue for energy sales to shopping customers, should flow to

to GenResources. We recognize, as AEP-Ohio acknowledges and FES discusses in its reply
brrief, that the contract between AEP-Chio and ^iResodrees is subiect to prior FFRC
approvaL We do not make, as a part of our review of the Company's modified ESP
application, any expressed or implied endorsement of the fierms or conditions of the AEP-
4hio contract with GenResources, as presented in this case.
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The Company's modified FSP application proposes the continuation of the
gridSMART rider approved by the Commission in the FSP I Order, with two
modifications. First, AEP--0hio requests that the gddSIvIART rates for the CSP rate zone
be expanded to the OP rate zone. Second, A.SP-Ohio requests that the net book value of
meters refired as a result of the gridSiVIART project be deferred as a regulatory asset for
accounting purposes. Current2y, the net book value of meters replaced as a result of Phase
1 of the gridSlviART project are charged to expense net of salvage and net . of ineter
transfers and included in the over/under calculation of the rider. The Company expects to
complete the installation of gridSMART equipment in Phase I 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-0hio 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.)

(OCC and APJN subnvt 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, OCC, and AP1N retort that the
Company's proposed expansion of the gridSMART project, before any evaluation and
analysis of the success of gridSMART Phase 1, is inconsistent with sound business
prinwiples and should be rejected by the Comnvssion. Therefore, these parties recommend
that the Company not proceed with Phase 2 until evaluation of Phase 1, is complete, on or
about March 31, 2014. (Staff Fsx.105 at 5-6; OCC/ APjN Br. at 96-97.)

More specificaily, Staff reasons that the costs of the expansion of various
gridSMART -tectuuologies have not been determined, the benefits of the gridSMA1ZT
expansion defined nor customer acceptance of such technologies evaluated. In addition,
Staff claims that the Company has stated that certain components of the aging distribution
infarast.nzcture do not support gridSMART technologies. Despite Staff's position on the
connmencement of Phase 2 of the gridSMAR'i' project, Staff does not oppose the
Company's instailation, at the Company's expense and risk of recovery, of proven
distribution technologies that can proceed independently of gridSMART, which address
near term generation reliability concerns, such as integrated voltage variation control
(IVVC), and do not present any security or interoperability issues or violate requirements
set forth by the National u°.stitute of Standards a_nd 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 recoverable in the gridSMART
rider until it is installed, has completed and passed thorough testing, and has been placed
in-service. (Staff Ex. 105 at 3-6; Staff a 107 at 3-13.)
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AEP-phio points out that no intervener has expressed any opposition to the
continuation and completion of gridSMART Phase 1 and, accordingly, AEP-Ohio requests
approval of this aspect of the modified ESP. AII'--GhiQ aW requests that the Commissi.on
provide some policy guidance on whether the Company should proceed with the

expansxon of the gridSMART program.

As the Commission not,ed in AEP-Ohio's PSP 1 Order:

jT]t 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 utility. GridSMART Phase I will
provide CSP with beneficial information as to implemerttation,
equipment preferences, customer expectations, and customer
education requirements... More reliable service is clearly beneficial to
CSP`s customers. The Commission strongly supports the
implementation of AMI [advanced m.etering infrastructv.re] and DA
[distribution automation initiativej, with RAN [home area network],
as we believe these advanced technologies are the foundation for
AEP-Ohio providing its customers the ability to better manage their

energy usage and reduce their energy costs.

(ESP 1 Order at 34-35.)

The Commission is not wavering in its conviction as to tfie benefits of gddSM°'RT-

Thus, we dixec.̂ t AEP-Obio bo continue the gridSlviART Phase 1 project and to complete tlve
review and evaluation of the project. We are approving the Company's request to initiate
phase 2 of the gridSMART project, prior to the March 31, 2014, completion of the
evaluation of gridSMART Phase 1, with those technologies that have to-date demonstrated
suctess and are cost-effective. To require the Company to delay any further expansion or
installation of gridSMART is unnecessaril.y restrictive with respect 'to the fuurther
deployment of successful individual smart grid systems and technologies used in the
project, The Company shall file its proposed expansion of the griclSMART project,
,gridSMART Phase 2, as part of a new gridSMART application, including sufficient detail
on the equipment and technology proposed for the Cosnmmission to evaluate the
demonstrated success, cost-effectiveness, customer acceptance and feasibility of the
proposed technology. However, the Company shall inciude, as Staff recommends, ItTVC
orily within the distribution investineni rider, as W-IC ig not exclusive to the g.^'dSMART
project. IVVC supports the overall electric system reliability and can be installed without
the presence of grid smart technologies, although IWC enhanCeS or is necessary for grid
smart technology to operate properly and efficiently. Furthermore, the gridSMART Phase
1 rider was approved with specific limitadons as to the equipment for whach recovery
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could be sought, and a dollar limitation.y Any gridSMART investment beyond the Phase
1 pilot, which is not subject to recovery through the DIR znechanism, should be recovered
through a mechaiusrn other than the current gridSMART rider, for example, through a
gridSlviAR? Phase 2 rider. The current gridSMART rider allows for recovery Qn an "as
spent" basis, with audits directed toward truing-up expenditures with collections through
the rider rate. Keeping subsequent non-DIR, gridSMART expenditures in a new separate
recovery rnechanisin facilitates enforcement and a Commission determination that
recovery of gridSMART investment occur only after the equipment is installed, tested, and

is in-service. With these clarificatior3s, 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 reconcili.ation based on the Company's prudently incuned
costs, and to extend the rate to include OP as well as CSP customnrs_

We note that the gridSMART Phase 1 rider was last evaluated f^orsprn aenc^y^of

expenditures, reconciled for over- and under-recovenes and the rate
in Case No.11-1353-EL,rRDR, with the rate effective beginning September, 1, 2011. Despite
the Cornmission's February 23, 2012'reection of the application in tiiis ESP 2 proceeding,
the recovery of the gridSMART rate mechanism continued consistent with the Entry
issued March 7, 2012 Accordingly, the gridSMART rider rate mechanism approved in
Case No. 11-1353-EL-RDR ' shall continue at the current rate until revised by the
Commission. We also note that in Case No.111353-E1,RDR, the Commission deducted
an aawunt from the Company's claim for the loss on the disposal of electro-mechanical
meters. The Commission notes, as we stated in the Order issued August 4, 2011, that we
will address the meter issue in the Company's pending gridSMART 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 Recovery Rider

Pursuant to Connnlission authority, as set forth in Section 4928.05(A)(2), Revised
Code, and the rules in Chapter 4901:1-36, O.A.C., electric utilities may seek recovery of
transmission and transmission related costs. Through this modified ESP, AEF''-Ohio
proposes only that the transmission cost recovery rider (TCRR) mechar►i.sms 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 Fx.111 at 6-7; AEP-Ohio Ex. 107 at 8.)

T'ne C omaaission notzs t^,at tbe current TCRR process has been in place since 2009,
and operates appropriately. As structured, with the TCRR mechanism any avex- or under-
recovery is accounted for in the next seini-a.nnual review of the TCRR mechanism. For this
reason, we do not expect any adverse rate impact for cusbomers with the combining of the
CSP and OP TCRR rate mechanisms. Given the merger of CSP into OP, effective as of

27 ESP 1 Order at 37-38: ESP I Entry on Kehearing at 18-?4 (raly 23,2009).
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December 31, 2011, the Commission finds AFP-Ohio's request to combine the TCRR
mechanism to be reasonable. The Commission directs that any over-recovery of

transmission or transmission-related costs, as a result of combining the TCRR zne'cl'anisrns,

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

rider update.

16. Enhanced Service Reliabiiity Rider

As part of AEP-Ohio's ESP 1 case, AEP-dhio proposed an enhanced service
reliability rider (ESRR). program which included four components, of whicll only the
transition to a cycle-based vegetation management program was approved by the
,Commission. In this modified ESP, A,EP-Ohio requests continuation of the ESRR and the
Company's tran.sition to a four year, cycle-based trunming program- Further, the
Company proposea, the unification of the ESRR rates for each rate zone into a single rate,
adjusted for anticipafied cost intxeases over the term of the ESP, with carrying cost on
capital assets and annual reconciliation AEP-C7hio adxnits that before the initiation of the
transitional vegetation management program, the number of treie'related cinvit 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
and service reliability has improved. AEP-C)hio proposes to complete the transition from a
performance-based program to a four-year, cycte-based uimming program for alt of the
Company's distribution circuits as approved by the ComtniRsian in the prior PSP.
However, the Company notes that the vegetation management plan was imPlemented as a
five-year transition program and, as a result of the delay in adopting a second ESP and
increases in the expected costs to complete implemen.tation of the cyde-based trimming
program, it is now necessary to extend the imptementation period to include an additional
year into 2014. AEP-Ohio requests incremental funding for 2014 for both the completion
of the transition to a cycle-based vegetation mam.agement program of $16 miliion and an
incremental increase of $18 mfllion annuaIly to maintain the cycle-based prograazn. (AEP-
Qluo Ez.107 at 8; AEP-0hio Ex. 110 at 5-9.)

Staff supports the continuance of the ESRR through 2014 but not any cost incurred
thereafter. Staff reasons that after 2014, the Compan}^s transition to a four-year, cycle-
based vegetation management program wi]1 be complete and regular maintenance
pursuant to the program will be part of the Comparzy's normal operations, the cost of
which should be recovered through base rates not through the ESRIi. Further, Staff argues
that the ESP.R funding Ievet for the period 2012 through 2014 is overstated due to the
increased ESRR baseline reflected in the Company's recent distribution rate caso?B
According to Staff, to reach the rate base in the Stipulation in the distribution rate case,
Staff agreed to an increase in the revenue requu'ement for CSP and OP which incorporafied

an ar►nual increase in vegetatioat management operation and maintenance expense of $17.8

29 In re A ET-Ohio, Opinion and Order, Case No.11-351-EIrAIR, et aL (December 14,2011).
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miUion aYUtually for°2012 through 2014 over its recommendation in the Staff Report. For
that reason, Staff asserts that vegetation management operation and maintenance expense
must be reduced by $17.8 ml3ion annuually for the period 2012 through 2014. Further, Staff
recommends that the Commission direct AEP-Ohio to file, pursuant to Rule 4901:1-10-
27(E)(2) and (3), O.A.C, by no later than December 31, 2013, a revised vegetation
management program which rommits the Company to complete end-to-end trimming on
all of its distribution circuits every four years beginning January 1, 2014 and beyond.
(Staff Ex. 106 at 11-14; Tr. at 4,5.'i-4W)

AEP-Uhio retorts that 'Staff ignores the fact that the Stipulation, and the
Commission Order approving the Stipulation, in the Company's distribution xate case do
not detail any increase in the ESRR baseline. AEP-Ohio requests that the Comrnission
reject Staff s view of the rate case setelement as unsupported and improper, after the
issuance of a final, non-appealable order in the case. As to Staff's proposed krrnination of
funding after 2014, the Company offers that such would undermine the benefits of the
cycte.based trinining. (AEP-Ohio Reply Br. at 76-77_)

The Cornmission 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 RepoM there is no evidence in the Stipulation or the
Comnzission's Order adopting the Stipulation which specif9cally supports a $17.8 million
increase in operations and maintenance expense for the vegetation management program.
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 rnodified ESP, through May 31, 2015. Within 90 days after the conclusion of the
ESRR, the Company shall make the necessary fiting for the final year review and
reconciliation of the rider. We direct AFiP-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
tlian 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 Oider.

17. Ener Efficiencv and Peak Demand Reduction Rider

Through this modified FSP, the Company proposes the 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 since its adoption in the BSP 1 cases,29 updated
annually. ,e,rp-0hio notes the proposed regulatory accounting for the EE/PDR rider, is
over-under accounting with no carrying charge on the investment and no carrying charge
on the over/under balance. The Company stat3es that it has developed energy efficiency
and demand response programs for all customer segments and through the
implementation of the programs customers have the potential to save approxitnatety $630

29 BSP 1 Order at 42-48; ESP 1 EOR at 27-31.
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million in reduced electric service cost over the life of the programs. Further, the EE/PDR
programs cause power plant emissions to be reduced. AEP-(3hio testified that its energy
efficiency and peak dema:nd response programs for 2Q09 through 2011 have been very
successful in meeting the benchmarks. Staff endorses the Company's request to continue
the EE/PDR rider. (AEP-Ohio Ex. 107 at 8; AEI'-C7hio Ex 118 at 11-12; Staff Br. at 31.)

The Commission approves the merger of the EE/PDR rider rates for the CSP and
OP rate zones and, for the term of this modified ESP, the continuation of the EE/PDR rider
as adopted in the FSP I Order and subsequently confirmed in each of the Company's
succeeding EE/PDR cases. In addition, as we established in our analysis of the IRP-D

credit, because the IRP-D credit.promotes energy,efficiency, it is appropriate for AEP-Ohio

to recover any costs associated with the IRP-D under the EE/PDR rider, as opposed to the
RSR. Further, the Commission directs AEP-Ohio to take the appropriate steps necessary to
bid the energy efficiency savings funded by the EE/PDR rider into the next PjM base
residual auction and all subsequent auctions held during the term of the W.

18. Economic Develoornent Rider

AEP-Ohio's modified FSP application request approval to continue, with one
modification, the non-bypassable Economic Development Rider (EDR). The EDR
mechanism recovers the costs, incentives, and forgone revenues assodated with new or
expanding Commission-approved special arrangements for economic development and
job retention. As currently designed, the EDR rate is a component of each custom,er's base
distri"bntion rates. The Company wishes to rrierge the EDR zates for each of the rate zones
into a single EDR rate with the EDR rate to continue in all other respects as approved by
the Commission in the ESP 1 Order and the CCornpany's subsequent EDR cases. As
currently approved by the Commission, the EDR is updated periodically and the
regulatory accounting for the EDR, being over-under accounting with no canyin,g charge
on the investment and a Iong-texm interest carrying charge on any unrecovered balance.
AEP-Dhio states that the EDR suppor#s: C)hio's effectiveness in the global economy as
required in Section 4928.02(N), Revised Code. AEP-Ohio asserts that the proposed EDR is
reasonable and should be adopted as part of the modified ESP. (AEP-Ohio Ex-111 at 3, 7
and Ex. DMR-5; AEP-Ohio Ex. 107 at 8; AEP-C?hio Ex. 118 at 7,13.)

Staff suppor#s the Company's EDR proposal (Staff Br. at 31). However, OCC and
AP)N argue the Company allocates the EDR rider based only on distribution revenues as

opposed to -current total revenuPS (diStributbon transmission and generation) between the
customer classes in compliance with Rule 4901:1-38-08(A), O.A.C30 OCC and APJN note

30 Rule 4901:1,3f&O8(A)(4), O.A.C, states:

The amount of the revenue ze+covery rider shall be spread tio all cusbomers in proportion
to the current revenue distribution between and among classes, subject to change,
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that the Corminission approved Dayton Power & Light Company's EDR application with a

similar allocation to the one they are proposing AEP-Q1uo be required to adopt.31

The Company argues that because trans'7'is.sion and generation revenues are

recovered only from its nonshopping customers, that OCC's and AP]N's proposal would

actually zesult in residential customers being responsible for a greater share of the delta

revenues tilan under the current allocation mrnethod based orly on distribution revenues
paid by shopping and non-shopping custoiners. Further, AII'-Ohio notes that the

Com.mission rejected this same proposal by OCC u► the FSP I cases and requests that the

Commission again reject the proposed change in the allocation methodology. (AEF-Ohio

Reply Br. at 78.)

The Comnmission rejects OCCs and APJN's request to revise the basis for the EDR
allocation, given the fact that the EDR is a non bypassable rider recovered from shopping
and non-shopping customers alike. We recognize that the EDR acts to attract new
business and to facilitate the expansion of existing businesses in Ohio. In order to allow
AEP-Ohio to effectively promote economic development to customers in its service
territories, and continue its positive corporate presence in communities throughout Ohio,
as evidenced by multiple witnesses at the public hearings, we find it reasonable for AEP to
maintain its corporate headquarters in Columbus, Ohio, at a minimum for the entire term
of this ESP and the subsequent collection period associated with the deferral costs
inrluded in the RSR. Further, the Commission finds that, the EDR, as a non-bypassable
rider, is recovered fmm all AEP-Ohio shopping and non-shopping customers. Therefore,
we approve the Company's request to merge the EDR rates for the CSP and OP rate zones
into a single rate and to otherwise continue the EDR nnechanism as previously approved
by the Conantission in the Company's ESI' 1 Order, as revised or darified in its subsequent

EDR proceedings.

Additiorially, in light of the extenuating economic circurnstances, the Commission

hereby orders the Company to reinstate the Ohio Growth Fund, to be funded by
shareholders at $2 million per year, or portion thereof, during the term of this ESP. The
Ohio Growth Fund creates private sector economic development resources to support and
work in conjunction with other resources to attract new investment and improve job

growth in Ohio.

alteratioxr, or modi6cation by tfee comuiiasiorn. The eteclric utlitq shall file the projec6ed

impact of the proposed rider on a11 rustomers,loy cusboEAM clss.

31 Sm In re Daytan Power bt Ught Company, Case No.12-81rEGRDR, Order (Apri! 25, 2A12).
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AEP-Ohio proposes a storm damage recovery mechanism be created to recover any
incremental expeztses incurred due to major starm events (AEP-Ohio Ex. 110 at 20). AEP-
Ohio provides that the mechanistn would be created in the amount of $5 nnillion per year
in accordance with the settlement in Case Nos. 11-351-ELrAIlt and 71-352 EL-A1R. In

support of the storm damage recovery mechanisn ►, AEP-Ohio witness Kirkpatrick notes

that absent the mechanism, forecasted operation and maintenance (O&Aii) funds would be
constantly diverted to cover the expense of major storms, which could disrupt planned
mainteriance activities and impact system reliability. The deteimination of what a major
storm is or is not would be determined by methodology outlined in the IEEE Guide for
Electric Power Distribution ReIiabilit^y Indicess, as set forth in Rule 4901;1-10-10(B), O.A.C.
(Id.) Any capital costs that would be incurred due to a major storm would either become a
component of the DIR or would be addressed in a distribution rate case (Id. at 21). Upon

^approval of the storm damage recovery mechanism. AEP-Ohio will defer the incremental
distribution expenses above or below the $5 nullion storm expense beginninS
effective date of January 1, 2012 (AEP-Ohio Ex.10a at 10).

OCC notes that whiie AEP-OGio s actual storm costs expenses are currentty
unknown, it is likely that AEP-C)hio will incur more than $5 million based on historic data,
which indicates the average annual expenses amovnt to approxinzately $8.97 atillion per
year (OCC Ex.114 at 20-21). In addition, OCC explains that AEP-Ohio failed to specify the
cany charge rate for any storm damage deferrals, but suggests the carrying charges not be
calculated using AEP-Ohio's WACC, as the mechanis'n does not include capital costs
(OCC Br. at 97-98). fJCC suggests that AEP-Ahio utilize its cost of long term debt to

calculate carrying charges (Id.).

In establishin.g its storm damage recovery mechanisuy AEP-Ohio failed to specify
how recovery of the deferxed asset would actvally work or would occur. As proposed, it
is unknown when AEP-Ohio would seek recovery, or whether anything over or under $5
million would become a deferred asset or liability. As it currentiy stands, the storm
damage recovery mechanism is open-ended and should be modified.

Therefore, we find that AEP-Ohio may begin deferral of any incremental
disiribution expenses above or below $5 million,, per year, subject to the following
modifications. Further, throughout the term of the modified ESP, AEP-Ohio shala.
maintain a detagcd accounting of all §torrn expenses within its storrn deferral account,
including detailed records of alI incidental costs and capital costs. AEP-Ohio shall provide
this infornnation annually for Staff to audit to determine if additional proceedings are
necessary to establish recovery levels or refunds as necessary.

In the event AEP-Ohio incurs costs due to one or more unexpected, large scale
storms, AEP-Ohio shall open a new docket and fi.le a separate application by December 31
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each year throughout the term of the modified ESP, if nece.ssaq.. In the event an
application for additional storm damage recovery is filed, AEP-fi?hio shall bear the burden
of proof of demonstrating all the costs were prudently inru.rred. and reasonable. Staff and
any int!erested parties may file comments on the application within 60 days after AEP-
Ohio dockets an application. If any objections are not resolved by AEP-Ohio, an
evidentiary hearing wi11 be scheduled, and parties wili have the opportunity to conduct
discovery and present testimony before the Commission. Thus, 4C'C's concern on the

calculation of appropriate carrying charges is premature.

20. Other Issues

(a) Curtailable Service Riders

In ESP 1, based on the lack of certain information in the record the ComniiSsion
determined that customers under reasonable arrangernents with AEP-C}hio, iiuluding, but
not limited to, energy efficiency/peak demand . reduction arrangements, economic
development arrangements, unique arrangements, and other special tard schedules that
offer service discounts from the applicable tariff rates, are prohibited from also
participating in a PJM demand response program (DRP), unless and until the ConvYUssion
decides otherwise (First E5P EOR at 41). While the Commission opined on the ability of
customers in reasonable arrangements with AEP-Ohio to PartidPate in PJM DRPs, the
Commission did not, in the context of the ESP 1, address the ability of AEP-Qhio's retail

customers to participate in PJM DRPs.

On March 19, 2010, in Case Nos. 10-343-EL-ATA and 10-344-EGATA, 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-dhio to meet wit11 the Company's peak demand
reduction mandates or conditional retail participation in PJM DRl's.

As a part of this modified ESP, AEP-Ohio recognizes customer participation in the
PJM directly or through third-party aggregators and proposes to eliminate two tariff
services, Rider Emergency Curtailable Services and Rider Price Cu.rtailable Service, as no
custoriner currently receives service pursuant to either rider. EnerNOC endorses this
aspect of AEP-Ohio's modified ESP application on the basis that its supports the
provisions of Section 4928.02(D), Revised Code. (AEP-Ohio Ex. 1a7 at 9; AEP-Oliio Ex.

111 at 9; EnerNOC Br. at 5-6.).

We concur with the Company's request. Accordingly, the Company should
eiimina.te Rider Emergency Curtailable Services and Rider Price Curtailable Service from
its tariff service offerings and Case Nos. 10-343-EIrATA and 10-344EL-ATA, closed of

record and dismissed.
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In order to ensure no customers are unduly burdened by any unexpected rate
impacts, as well as to mitigate any customer rate dianges, 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 determined 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
normalized for equivalent usage to ensure that at no point any individual customer's biIl
impacts shall exceed 12 percent. On May 31, 2013, AEP-Qhio 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 things, the deferral costa created, and the
Comnvs.sion will maintain the discretion to adjust the 12 percent limit, as necessary,

throughout the term of the FSP.

(c) AEP-Ohio's Dutstanding EERC Request$

The Convnission takes notice that American Electric Power Service Corporation
filed a renewed motion on AFP-Ohio's behalf for expedited rulings on July 20, 2012, in
FERC docket numbers ER11-2183-001 and EL11-32-UQO. In the event FERC takes any
action that may significantly alter the balance of this Commission's order, the Commission
wili make appropriate adjustments as necessary. Specifically, pursuant to Section
4925.143(F), Revised Code, at the end of each annual period of this inodified ESP, the
Comm3ssion shall consider if any such adjustments, including any that may arise as a
result of a FERC order, lead to significantly excessive earnings for AEP-0lvvo. In the event
that the Commission finds that AEP-Ohio has significantly excessive earnings, AEP-Ohio

shall return any amount in excess to consurners.

III.

A,EP-ohio contends that the FSP, as proposed, including its pricing and all other
terms and conditions, is more favorable in the aggregate as co nipeaed to the expected
results that would otherwise apply under an MRO. To properly conduct the statutory test,
AEP-(Qhifl states that the proposed ESP umust be viewed in the aggregate, whicii ixuludes
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
witrvess Laura Thonmas 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 apprrncimately
$952 milli.on (AEP-0hio Ex. 115 at Exhibit LJT-1, page 1). In addition, Ms. Thomas states
that there are numerous benefits that are not readily quantifiable (Id.).

In conducting the statutory price test, Ms. 'i'homas explains that she utiaed Section
4928.20Q}, Revised Code's interpretation of market prices for guidance in determining the
competitive benchmark price. In establishing the competitive benchinark price, AEP-Ohio
used ten components, including the capacity component, which includes the capacity cost
that a supplier would incur to serve a retaal customer within AEP-Ohio's service territory
(AEF-Ol^io Ex.114 at 15). AEP-Ohio concluded that the capacity cost to be utilized in the
statutory price test should be $355.72/ NiiN-day, based on the notion that 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 price. By using $355.72/MW-day, Ms. Thomas
concludes that the statutory price test shows the ESP is more favorable than an MRO by
$256 million (AEP-Ohio Ex. 114 at LJT 1 page 3). Ms. Zliornas 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
MRO $80 million (Id. at LJT-5 page 2). in light of the Commission's decision in Case No.
10-2929, AEP-Ohio indicates the use of the $188.88 capacity price would result in the MRO
being slightly less favorable by $12.6 million, but when factoring in AFP-Oluo's energy-
only slice-of-system auction the statutory price test comes out almost even, with the MRO
being slightly more favorable by approximately 2.6 nvllion (AEP-Ohio Reply Br. at 97-99,

Attacfunent B).

In addition, as AEP-<Jhio 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 C.RESS provides,
which results in a benefit of $988 mBlion. In addition, in her aggregate test, Ms. Thomas
aclcnowledges that while the RSR is a benefit of the proposed modified ESP, the RSR will
cost $284 miIlion 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 deternnines otherwise the
consideration of GRR would reduce the quantifiable benefits by approxima.tely $8 million.
By taking these additional quantifiable factors into consideration in addition to the results
under the statutory test, AEP-Ohio asserts that the total quantifiable benefits of the
modiPied ESP are $952 rnillion based on the statutory price test using $355.72/ IvIW-day

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

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

Revised Code.

In addition to the statutory test conducted by AEP-Ohio witness Thomas, several
other parties conducted the statutory test pursuant to Section 4928.143, Revised Code.
OCC, FES, IEU, DER and Staff allege that the statutory price test actually indicates that the
modified ESP produces results that are less favorable than what would otherwise apply
under an MRO by figures ranging from $50 million to $1.427 billion (See OCC Ex.114, DER
Ex. 102, IEU Ex. 125, FFS Ex. 1Q4, and Staff Ex. 110). Specifically, OCC witness Hix.on
points out that AEP-Ohio`s assumption of a$355.72/NiW-day capacity charge is
inappropriate, but rather, the capacity charge approved by the Commission in Case No.
10-2929-EL-UNC should be utilized. Further, OCC notes that any costs associated with the
GRR should be included in the statutory test, as the GRR'^rould 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 FSP, 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-Ohi.o's $989 miliion as a

quantifiable benefit. FFS states that the Commissicm 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 provide that AEP-Ohio
overstated the competitive benchmark price by failing to use a market-based capacity
price, and failed to properly consider the costs associated with the modified ESP including
the RSR, GRR, and possibly the PRR (FFS at 16-25, IEU at 49-72, DER Ex. 102 at 3-6). Mr.
Sri,nitzer also concluded that the statutory test indicates that the modified ESP is worse for
customers than the Stipulation ESP, and approval of the modified ESP would harm the
development of a competitive retail market by limiting CI1ES providers' ability to provide

alternative offers to customers (PES Ex.1U4 at 3"1).

IEU, DER, and OCC argue that Ms. lfionias incorrectly assumed the MRO's
blending requirement should have been accelerafied, as it is unlikely the Commission
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 Ex. 114 at 8-9). Further, IEU suggests the Cor"Mission
consider the June 2015 to May 2016 deliver year as part of the statutory test analysis, as
AEP-Ohio is seeking Commission approval to conduct a CBP for the entire SSO load
beginning in June 2015 under this modified application (IEU Ex.125 at 79).
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Staff witness Fortney conducted the statutory test by blending the market rate with
the SSO rates pursuant to 5ection 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-Oluo S modified ESP and compared them to the

results that would occur under an MRO on RPM price capadty, .^ess fa orableMr.but
Fortney concluded that under all three scenanos the modified ^P is
noted there are other non-quantifiable benefits, induding AEP-0liio's transition to
competitive markets, wbich would be achieved more quickly than thY'o^g ^^. MR^of
Fx. 110 at 3-7). FES revised Mr. Fortney s statutory price test using price
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 whe o er proposeand
elec#ric security plan, as we've modified it, including its pricing,
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 ^ a^^(^^^^
Code, does not bind the Commission to a strict price comparnson,^
Commission to consider other terms and conditions, as there is only one statutory test that

looks at an entire ESP in the aggregate (In re CoIumbus S. Power Co., 128 Ohio St. 3d 402,

407).

Therefore, as AEP-Ohio presented its analysis of this statutory test, we first look at
the statutory pricing ftst, and then will explore other provisions, teraTs, and conditiona of
the proposed ESP that are both quantfiabie and nor-quanti.£i.able. In considering AEP-
Ohio's statutory 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, wifih 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 deterniuning the
results that would otherwise apply under a market 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 wlrn ths modified ^'. 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 pocess^p ^^ ^e°^ an
open, fair, and transpaxent competitive solicitation process, with a dear p
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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 consczence, 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,
beginxiing today, as it would be impossible for AEP-Ohio to irnrnediat3ely establish an
alternate plan under Section 4928.14Z Revised Code, that meets all the statutory cri.teri.a.
Therefore, for the Commission to appropriately compare the price components of this
modited ESP with the results that would otheswise apply under Section 4928.142, Revised
Code, we must determine the amount of time it would take AEP-Ohio to implement its
standard service offer price with what would ot}wrwise apply under Section 4928.142,

Revised Code.

As FES witness Banks testified, a June 1, 2013 start date would provide ASP-Ohio
sufficient time to plan for auctions, develop bidding rules, and the auction structure, all of
which are requirements of Section 4928.142, Revised Code (FFS Ex.1U5 at 20). In light of
this testimony, we believe that we should begin evaluating the statubary pnee iest anaIysis
approximately ten months from the present, in order to deterxnine what would otherwise
apply. Therefore, in considering this modified ESP with the results that would otherwise
apply under the statutory price test, we will conduct the statutory price test for the period

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 AEP-Ohio and justified as AEP-Ohio's cost of
capacity, which is entirely inconsistent with the Cornmission's determination of AEP-
Ohio's cost of capacity being $188.88. Although we believe AEP-Ohio's use of the
$355.72/MW-day capacity figure is flawed, we are not persuaded by parties who argue
thecapacity component should be mazket 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 BSP, 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 4928.14Z„ Revised Code, due to AEP-Ohio's remaining FRR
obligations, it would still be supplying capacity to all of its customers through 2415. 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 will reznain an FRR entity for the immediate future. L-i conducting 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



12-346-EL-SSO, et al.
-75-

Next, we need to address the appropriate blending nmethod under the statutory

price test for the period of january 1, 2015 tlu'ough June 1, 2015. In light of the clearly
defined statutory blending percentages contained within Section 4928.142(D), Revised
Code, as we11 as past Commission precedent in conducting the statutory price best, we do
not find it appropriate to use a 100 percent blending rate for the final five months of the

modified FSP. See Duke Energy Ohio, Case No. 10-258b-EI.-SSO (February 23, 2011).

Accordingly, we need to adjust the percentages of the MRO pricing component that is
indicated in AEP-Ohio's reply brief to 90 percent of the generation service price and ten
percent of the expected market price for the period between June 1, 2013 to May 31, 2014,
consistent with Section 4928.142(D), Revised Code, and increase the MRO pricing
component to 80 percent of the generation service price and 20 percent of the expected
market price for the period of June 1, 2014, to May 31, 2015. By making these
m.odiPications to the competitive benchmaz'k price, as well as the $188.88 cost of capacity
figure, we conclude that the statutory price test indicates the modified ESP is more
favorable than the results that would otherwise occur under Section 4928.142, Revised

Code, by approximately $9.8 million.

Uur analysis does not end here, however, as we must now con.sider the proposed
ESP's other provisions that are quantifiable. As we previously established in the
December 14, 2011, Opinion and Order, we believe AEI'-Ohio must address costs
associated with the GRR, as it is non bypassable pursuant to Sec6on 492$.143(B)(2)(c),
Revised Code, and thus would not occur under an MRO. Therefore, the costs of
approxiunately $8 million must be considered in our quantitative analysis. We understand
that the GRR is a placeholder rider, but we find that the costs associated with the GRR are
known and should therefore be included in the quantitative benefits• L.ikewise, we must
consider the costs associated with the RSR of approximately $388 million in our
quantitative anatysis 32 The irtclusion 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 Conzniiss'son`s
decision in the Capacity Case. After including the statutory price test in favor of the F5F
by $9:8-million, and#he quantifiable costs of $388 million under the RSR and $8 rnillion for
the GRR, we find an MRO is more favorable by approximately $386 million.

By 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 distribution related

32 'rhe-RSk determination of $388 miflion is catcalated by ta1dng the $508 million RSR recovery amount and
subtracting the $1 figure bo be devoted towards the Capacity Cage deferral, as recovery of th& deferrd
will occur under either an FSP or an MRO. Using LJT-5 ai AEP-Ohip P.x.114, when we consider the total
conrvcted load of 48 uiillion kWh and multiply it by $1 over the term of the modified ESP, we reach a

f•egure of $144 million to be devoW towards the Capadty Case deferral However, as
the FM :ecovery

amount inaeases to $4/MWh in the firat year of the modifiied BSP, we ako must account for an increase
in the RSR of $24 miIIion, which is also calculated by connxted load in LJT-5. Therefore, the actual

amount which should be incEuded in the test is $388 miffion-
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riders and the gridSmart and ESRR that currently are not readily quantifiable, we believe
any of these costs are significantly outweighed by the non-quantrfiable benefits this
modified ESP leads to. Although these riders may end up having costs associated with
them, they would support reliability iunprovements, which will benefit ali AEP-Ohio
customers, as well as provide the opportunity for customeas to utiIize efficiency progi'ams
that can lead to lower usage, and thus lower costs. Further, these costs will be mitigated
by the increase in auction percentages, including the slice-by-slice auction, as we modif•ied
to ten percent each year, which will offset some of these costs in the statutory test and
moderate the impact of the mod'^f'ied ESP. Further, the acceleration to 60 percent of AFP-
Ohio s energy ordy 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 inclusion of the deferral witliin the RSR are the

most sigriificant cost associated with the modified ESP, but for the RSR it would be
impossible for AEP-4hio to completely partidpabe in full energy and capacity based
auctions beginning in June 1, 2015. Although the decision for AEP-Ohio to transition
towards coznpetitive market pricing is something this Commission strongly supports and
the General Assembly anticipated in enacting Senate Bill 221, the fnct remains that the
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 futly engaged in the competitive marketplace by June 1, 20 15.

The most significant of the non-quantifiable benefits is the fact that in just under
two and a half years, AEP-Ohio will be delivering and pricing energy at nnarket prices,
which is significantly earlier than what would otherwise occur under an MRO optiorL If
AEEF-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 Cornmission were to accelerate the
percentages set forth under Section 4928.142, Revised Code. Thirteen years ago our
general assembly approved legislation to begin paving the way for electric utilities to
transition towards market-based pricing, and provide consumers with the ability to choose
their electric generation supplier. While the process has not been easy, we are confident
that tlvs plan will result in the outcome the general assembly. intended under both Senate
Bill 3 and Senate Bill 221, and this modified F-SP is the only means in wtuch this can be
accomplislved in less than two and a half years. Further, whiie the modified ESP wi[l lead
us towards true competition in the state of Ohio, it also ensures not only that customers

rr. ^`kets bywill have a safe harbor in the event there is any uncertainty ^ m the competitive ^*
having a corLstant, certain, and stable option on tfie table, but also that AEP-Ohio
maintains its financial stability necessary to continue to provide adequate, safe, and
reliable service to its customers. Accordingly, we believe these non-quantifiable benefits

significantly outweigh any of the costs.
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Therefore, in weighing the statutory price test which favors the modified F5P by
$9.8 million, as well as the quantifiable costs and benefits associated with the modified
ESP, and the non-quantifiable benefits, as we find the modified ESP, is more favorable in
the aggregate than what would otherwise apply under an MRO.

IV. CONCLUSION

Upon consideration of the modified BSP application filed by the Company and the
provisions of Se^.'tion 4928.143(C)(1), Revised Code, the Commission finds that the
modified FSP, including its pricing and all other terms and conditions, including deferrals
and future recovery of deferrals, as modified by this Order, is more favorable in the
aggregate as compared to the expected results that would otherwise apply under Section
4928.142, Revised Code. Therefore, the Commission finds that the proposed ESP should
be approved, with the modifications set forth in this Order. As modified herein, the plan
provides rate stability for customers, revenue certainty for the Company, and facilitates a
transition to market. To the extent that interveners have proposed modifications to AfiF
Ohia's modified ESP that have not been addressed by this Opinion and Order, the
Commission concludes that the requests for such modifications are denied.

AEP-Ohio is directed to file, by August 16, 2012, revised tariffs consistent with this

Order, to be effective with bills rendered as of the first billing cycle in September 2012

V. FINDINGS OF FACT AND CONCLUSIONS OF LAW:

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

of this Commission.

(2) Effective December 31, 2011, CSP was merged with and into
OP consistent with the Comrni.ssion's December 14,2011 Order
--- --- -
in the ESP 2 cases. The merger was confirmed by entry issue--
March 7, 2()12 in Case No.10-2376-EIrUNC

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

(4) On April 9, 2012, atechrdcal conference was held regarding
AEP-Ohdo's modified ^'.-''?' applications.

(5) Notice was published and public hearings were held in Canton,
Columbus, Chillicothe, and Lama where a total of 66 witnesses
offered tesftony.
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(6) A prehearing conference on the modified ESP appiication was
held on May 7, 2012.

-78-

(7) The following parties filed for and were granted intervention in
AEP-Ohio's modified ESP 2 proceeding: IEU, Duke Retail,
OEG, OHA, OCC, OPAE, Kroger, FES, Paulding, APJN,
OMAEG, ABP Retail, P3, Const+ellat'son, Compete, NRDC,
Sierra Club, R'f`SA, Ecelon, Grove City, AICUO, Wal-Mart,
Dominion Retail, ELPC, OEC, Ormet, Enernoc, IGS, Ohio
Schools, Ohio Farm Bureau Federation, Ohio Restaurant
Associatior4 Duke, DECAM, Direct, The - Ohio Automobile
Dealers Association, Dayton Power and Ught Company, NFIB,
Ohio Construction Materials Coalition, COSE, Border Energy
Electric Services, Inc., UIIE; (Sumnmit Ethanol); city of Upper
A"rlington, Ohio; Ohio Business Council for a Clean Economy;
city of Hiltsboro, Ohio; and CPV Power Development, Inc.

(8) Motions for protective orders were filed by AEP-Ohio on July
1, 2011, May 2y 2012, by OIviAEG. IEU, FFS, and Exelon on May
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 32, 2012.

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

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

(12) Oral arguments before the Commission were held on July 13,

2d12

(13) The proposed modified ESP, as modified pursuant to this
opinion and order, including the pricing and all other te2ms
and conditions, deferrala and future recovery of the deferrals,
and quantitative and qualitative benefits, is more favorable in
the aggregate as compared to the expected results that would
otherwise apply under Section 4928.142, Revised Code.
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VI. ORDER:

It is, therefore,

-79-

ORDERED, That IBElr1T's and Hilliard's requests to withdraw from these

proceedings are granted. It is, further,

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 eliminate Rider Emergency Curtailable

Services (ECS) and Rider Price Curtailable Service (PCS) from its tariff service offerings

and Case Nos.10-343-EL-ATA and 10-344-EL-ATA, closed of record and disrnissed. It is,

fnrther,

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 OCC/ APjN's motion to strike AEP'-Olni.o's reply brief be granted

in part and denied in park It is, further,

ORDERED, Tha.t the Company slall file proposed final tari#fs consistent with this
Order by August 16, 2U22„ subject to review and approval by the Commiss3on. It is,

further,
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ORDERED, Thafi a copy of this opinion and order be served on all parties of reeord-

FM PUBLIC UTTLITIES COMNIISSIC>N OF OHIO

"f T

Steven D. Lesser

Cheryl L. Roberto

jjT/GNS/vrm

o^Entered in ^ 8e JZQ
^

,^►r:'ht °vte.^..P

Barcy F. McNeal
SeCretary

Cfiairnnan

2 -7
ec^

Andre T. Porter
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to Section 4928.143, Revised Code, in the
Form of an Electric Security Plan..

)
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Case No.11-348-ELrS5O

In the Matter of the Application of )
Columbus Sou.thern Power Company and ) Case No.11-34'9-EL-AAM
Ohio Power Company for Approval of ) Case No. 11-350-EL-AAM

Certain Accounting Authority. )

DISSENTING OPINION OF COMNIISSIONBR CHERYL L. ROBERTO

I decline to join my colleag,ues in finding that the quantitative advantage of
$388 million dollars that an MRO would enjoy over the proposed ESP is overcome by
the non-quantifiable benefit of maving to market two years and irhzee months faster
than what would have occurred under an MRO. For this reason, I do not find that the
proposed modified ESP, as modified pursuant to the opinion and order, including the
pricing and aIl other terms and conditions, deferrals and future recovery of the
deferrals, and quantitative and qualitative benefits, is more favorable in the aggregate
as compared to the expected results that would otherwise apply under Section
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. Robesto

CLR/sc

tntered in the Journal

u 08 ZE

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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)
)
)
)
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Case No.11-346-ELrSSO
Case No.11-348-EG-SSO

In the Matter of the Application of )
Columbus Southern Power Company and ) Case No.11-349-EIrAAM
Ohio Power Company for Approval of ) Case No. 11-350-EL-AAM
Certain Aecounting Authority. )

CONCURRING OPINION OF COMMISSIONER LYNN 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 #hat RSR has little, if any, incentive to
look for more operating efficieneies to reduce consumer costs. Consequently, these
inefficiencies could lead to additional costs to consumers in the long run. Although
these concerns led to my reservations in this present case, I am also fully aware that
certain cases present speciiic- circurnstances that necessitate setting aside individual

concerns for the greater good.

In Case No. 10-2929-EL-UNC, the Cominission agreed to defer the recovery of

the difference between. the market price and the companies' cost of generation. This
' _-- _

created a need to establish a mechanism to recover those costs. Although Iger+m-ally

disagree withi;lie use of IkSRs for recovering deferred costs, in this case I side with the
majority in order to meet our mission. Our mission is to ensure all residentiai and
business consumers access to adequate, safe and reliable utility services at a fair price,
while facilitating.an environment that provides competitive choiees.. We as a Public
Utilities Conmmission have to balance the rights of the consumer to ensure safe and
reliable service at a fair cost while also making sure that companies receive sufficient
revetiues to provide that service in a safe and reliable manner.
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This decision will help move the company to a ffially competitive market at the
end of the ESP temn, which has been the civeralt goal of the state legislature smce the

adoption of Senate Bill 3 in 1999. Furthermore, by creating an RSR without
decoupling components, we are stabilizing the rate structure over the next three years.
This provides customers a stabilized rate or the opportunity to shop for a betfier rate,
depending on what the market presents during the term of the ESP. Overall, this

decision is not orniy important to the State statutory goal of free and open cornpetition
in the market place, but also to the philosophy of this Commission. Therefore, in this
isolated case, I find the use of an RSR to be an appropriate mechanism to allow the
Company to begin to recover its deferred costs.

. .. . . ^^I

Lynn Slaby

LSJsc

Entered in the journalaM Q$ ?N

Barcy F. McNeal
Secretary
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The Commission 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-0hio's proposed ESP, with certain
modifications, and directed ABl.'-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 who has
entered an appearance in a Commission proceeding may apply
for rehearing with respect to any matters determined by the
Commi.ssion, within 30 days of the entry of the Opinion and
Order upon the Commission s joumal.

(4) pn 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. (FF,S), 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 Cornmercial Asset Management Inc.

(DER/DECAM), FES, OCC/APJN, IEU-Ohio, OMAEG/OYiA,
OEG, Ohio Schools, and AEP-Ohio on September 17,2012.

(5) By entry dated October 3, 2012, the Commission granted
rehearing for further consideration of the matters specified :-^.
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 Commission and are being
denied. In considering the arguments raised, the Convnission

will address the merits of the assignments of error by subject

matter as set forth below.

PROCEDURAL

(6) pn September

MATTE1

28, 2̂012, OCC/ APJN moved to strike portions

of AEP Ohio s application for rehearing filed on September 7,
2012, as weh as portions of its memorandum contra filed on

pCC/ APjN allege that ABP-
September 17, 2012. Specifi.cally,
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 F5P stipulation
h' ulations

11 3549-EL-SSO, et al., OCC j APjN opine that both sp
preclude the use of any provisions as precedent, and that the
use of any stipulation provisions is not only contrary to the
inherent nature of a stipulation, but also contrary to public

policy.

On October 3, 2012, AEP Ohio filed a rnemorandum contra
pCC jAPjN's motion to strike. In its memorandum contra,
AEP Ohio argues that 4CC/ APJN should be estopped from
moving to strike any provisions contained within AEP--0hio's
application for rehearing, as OCC jApjN failed to allege that
the references to Duke's ESP stipulation and the AEP-Ohio
distribution case were improper in its memorandum contra

theAEP Ohio's application. In additiC P-0 °^en in t
he

Commission already rejected OC j JN
Opinion and Order.

The Commission finds OCC j AI'IN's assignrnent of error
should be disnmissed• CCC/ 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
rehearing,AEP-0hio,s application for so it is unnecessary for

us to address those references. Regarding the stipulation
references in AEP-Ohids memorandurn contra the applications

we find that, consistent with our Opinior. and
for rehearing,
Order in this proceeding, the references to other stipulations by
AEP-Ohio were limited in scope and did not create prejudicial
impact on any parties, nor were the references used to in any
way bind parties to positions they had in any previous
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proceedingJ In fact, OCC/APJN referred to specific

stipulation provisions from a separate proceeding in its own

application for rehearing.2 Accordingly, we find that

OCC,/APjN's motion to strike should be denied.

(7) In its application for rehearing, IEU contends that the Opinion
and Order was unreasonable by failing to strike witness
testimony that contained references to stipulations.
gpecifically, IEU argues that the attorney examiners improperly
failed to strike testimony of two AEP Ohio witnesses and a

witness for Exelon.

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

(8) In its application for rehearing, OCC/ AP1N allege that the
Comrnission abused its discretion by denying its request to
take administrative notice of the Capacity Case materials.

-5-

In its memorandum contra, FES provides that the
Commission's denial of OCC/ APjN's request to take
administrative notice was proper. FES points out that the
request for administrative notice was made after the
evidentiary record was dosed and post-hearing briefs were
filed. FFS adds that had administrative notice been taken,

other parties would have been prejudiced.

I.n the Opinion and Order, the Commission denied
OCC/APJN'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 -4 OCC/ APTN fail to present any
compelling arguments as to why the Commission's decision
was unreasonable, therefore, we find OCC/ APJN's request

should be denied.

(9) On September 24, 2012, Kroger filed a reply memorandum to
AEP-Ohio's memorandum contra th.e various applications for

1 Opinion and Order at 10.
2 pCC/ApjN Application for Rehearing (AFR) at 113-114.

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.

(10) pn September 18, 2012, Duke Energy Ohio Inc. (Duke) filed a
motion to file memorandum contra instanter to file its
memorandum contra. Duke admits that it incorrectly relied on
an out of date entry which directed parties to file all
memoranda contra within five business days rather than a
more recent entry issued April 2, 2012, which directed that
memoranda contra be filed within five calendar days. No
memorandum contra Duke's motion was filed.

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

proceeding or cause undue delay.

II. STATUTORY TEST

-6-

(11) FES, IEU, OCC/ APJN, and OMAEG/ OHA argue that the
Comrnission 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 Comrnission failed
to consider the first ten months of the modified ESP.

gpecifically, OCC/ APJN believe that the Commission has

departed from its past precedent in conducting the statutory
test, and that the Commission's test brought "a degree of
precision that is not called for under the statute"5 and,
therefore, exceeds the scope of its authority.

AEP-Ohio 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 implemented 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

5 OCCAFRat7.
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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 perforrning the

statutory price test.

FinaIly, we note that OCC/ APjN's claims about the

Commission departing from its precedent ignore the fact that,
since AEEI'-Ohio filed its original application in January of 2011,
the proceedings have taken a different course than typical
Cornmission precedent. After the Cornmission 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 Comnmission 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 Cornmission already addressed
these-arguments, and the-y should, therefore, be rejected.

The Commission finds that the parties fail to present any new
arguments with regard to the appropriate price for capacity to
use in developing the competitive benchmark price under the
statutory price test. In the Opinion and Order, the Commission
explicitly notes that AEP-Ohio's status as an FRR 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 Qpinion 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 JEU 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

wrongful.ly set the pool termination rider (PTR) at zero, and

that the impact of the pool tP*mination 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 (Capacity Case).

In its metnorandum 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 Comnaission 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 Commissiori s
determination that parties failed to demonstrate the need for
the Tuxning Point Solar project, the statutory test may actually

contain an overestimate cost of the GRR.7

Regarding IEU's other arguments, we reject the claim that the
Commission 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
wil! occur under either an ESP or an MRO. Using
LJT-5 in AEP-Ohi.o Ex. 114, when we consider the
total connected load of 48 rnillion kvYh and multiply
it by $1 over the term of the znodified F.SP, we reach

-8-

7 SeE In the Matter of the Long Term Fosecast Report of Ohio Power Company and Retated Ma#tePs,. Case No. 10-

501-EGFOR, et at. Opinion and Order (January 9,2013).
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a figure of $144 rniMon to be devoted towards the

Capacity Case deferral. However, as the RSR
recovery amount increases to $4/NNVh 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 (Opi.nion and Order at 75).

(14)

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 aeated by the Capacity Case are unknown at this tirne
and dependent on actual customer shopping statistics. In any
event, as A.EP-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,
statet ocompeiisation

the Commission has adopted a
mechanisrn,s FiriaUy, 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 warise
ould be^ ^tocorporate separation is amended, and subject

subsequent ComFnission proceedings.9

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 are thatth ere is no
evidence that the expeditious transition to market will provide

any benefits to AEP-OhiO or its c o the RSR could be a no^n-non-
that exempting Ohio s schools frorn
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



11-346-EL-SSO, et al.

that the Commission failed to explain how the qualitative

benefits outweigh the costs associated with the FSP.

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 1VIRO, energy may also be supplied through the

market in less than two and a half yeaxs, and a NiRO provides a
safe harbor for customers and financial security for ar ► EDU.

OCC/ APjN state that Section 4928.142(D), Revised Code,
perinits the. Cornmission to accelerate the blending

requirements associated with a MRO to 100 percent after the

second year. Further, OCC/APJN provide that the

Comrnission 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.

-10-

Similarly, 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
Cornnvission correct2y concluded that the increased energy

auctions would offset any cost impacts associated with the
modified FSP, 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
Conuxrission significant discretion, and the Commission
appropriately weighed the quantitative costs with the

qualitative benefits.

The Comznission 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 haif years is an invaluable benefit of this ESP, and it will
create a robust marketplace for consumers. Even IEU concedes
that the objective of accelerating the competitive bid process is
a benefit to the public.lo Our determination that the qualitative
benefits outweigh the costs associated with the modified ESP
was driven by the fact that customers will be able to benefit
from market prices immediately through the enhancement of

the competitive marketplace.

-11-

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 Cornmission with discretion to make
these types of decisions by allowing us to view the entire
picture, in the aggregate, as to what the effects of the modified
ESP would be, going beyond just the dollars and cents aspect of
it. While parties may disagree with the 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 ernerge and develop, while maintaining our
commitment 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 FSP, this prediction is conclusory in nature, and
IEU fails to develop any arguments based on the record to

support this presumption.

10 Oral Azgument Tr. at46
11 Counsel for OCC and [EU have acknowledged that the Commission has broad discretion in conducting

the statutory test, See prai Argument Transcript at 117, 118. OMABG/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 E,SP the Comrnission determined that, under a MRO,
the Commission rnay 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 Commission to tu.rn 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 market. 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.12 Accordingly,
we reject OCC/APJN's assignment of error. Finalty, we reject
Ohio Schools' assignment of error, as the Commission
previously addressed their as to why the schools should not be

exempt from the RSR.13

(1,5) OIvIAEG/OHA argue the Cornmission 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 wh-zt any party advocated is not unusual

or improper.

-12-

12 OCC Ex. 114 at 6-7, Initial Brief at 10-11

13 Opinion and Order at 37
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The Commission finds OMAEG/OHA's argument to be
without merit. In conducting the statutory test, the
Comm.ission unequivocally described, in extensive record
based detail, its basis in calculating the quantitative aspects of
the statutory test.14 Sperifically, we began with the statutory
test created by AEP-Ohio witness Thomas and made
modifications to the foundation of th e t es While anyr p^y
of the test may, have been different
advocated, all parties, including OMAEG and OHA, had .the
opportunity to cross-examine Ms. Thomas on her methodology

and inputs in conductingand
the u^corrections to the test were

admitted in the record,
explained in extensive detail within the Opinion and Order
descri.bing 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
Comnlission underestunated the benefits of the modified ESP

in the statutory test. Specifically► AEP-Ohio argues the $386

million figure the Comnussion 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 Iess favorable by only $266 million.
AEP-Ohio concludes that the Conu-nission underestimated the

value of the modified F.SP.

-13-

In its memorandum contra, IEU, OCC/APJN, OMAEG/OHA,

and FES state that AEP-0hio 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
c^onducting the statutory test, the Commission evaluated three

14 jd. at 73-75
15 Agp-0hio 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 fran ►e pertains

only to the statutory price test, which required the Commission
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 ^ our ^next step ^in
results that would otherwise apply.
conducting the statutory test, the Commission looked at
components of the modified FSP that were quantifiable in
nature. We evaluated these com^ ^^ed ^cP,SePtenbez
through the end of the term of
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 wou.ld
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 irt the record,
and that is how the Commission, in correcting the errors made
by AEP-Ohio, followed the statute with precision to determine
that AEP-Ohio sustained its burden in indicating that the
modified ESP was more favorable than any results that could
otherwise apply 17 Accordingly, AEP-Ohio's assignment of

error shou.ld be rejected.

III. RETAIL STABILTTY RtDER

pCC/ APJN argue the RSR is not
(17) In its assignment of error,

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 Comrnission 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. Similarly, Ohio Schools, IEU, and FES assert that

17 See ppirtion and Order at 73-77.
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there is no statutory basis for the RSR within 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 explains 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 Iimitations 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 clarification from
the Commission on which items the Commission relied upon in
reaching its conclusion. FinaIly, 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
Commission finds that OCC/AP1N'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/ AP1N
admits in its application for rehearingP 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 of#er 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. While 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 OCC/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 fixed rates going forward.20
Therefore, the RSR, as a charge for default service to ensure
customer stability and certainty, is consistent with Section

4928.143(B)(2)(d), Revised Code.

In addition, we find IEU's argument that the Cornmission
failed to provide any ana:lysis in support of the RSR to be
erroneous.21 The Commission devoted four pages of its
Opinion and Order to examining the RSR in determining rts
compliance with the statute. In fact, IEU actuaIly
acknowledges that the Opinion and Order made multiple
justifications for the RSRP and devoted six pages of its
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 4928:144, 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
ratemaking authority pursuant to Section 4909:15, Revised

Code, as the Commission did not comply with ratemaking
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 !d. at 31-32

21 IELT AFR at 38.

22 Id. at41
23 See Opinion and Order 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 Commission affirms its decision that the RS R

justified. In the Capacity Case, the Commissi

that, pursuant to Section 4909.15, Revised Code, AEP-Ohio

shall modify its accounting procedures to defer the difference

between the state compensation mechanism (SCM) and market

prices for capacity, which, as we reiterated in the Capacity

Entry on Rehearing, is reasonable and lawful. Further, Section

4928.143(B)(2)(d), Revised Code, allows for the establishment of
terms, conditions, or charges relating to limitations 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 etectric service by
allowing CRF,S suppliers to purchase capacity at mazket prices

while allowing AEP-Ohio to continue to offer reasonably

priced electric service to customers who choose not to shop.

(19) Similarly, in their assignrnents 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/IvIyJh of the RSR that is earmarked towards the difference
incapacity costs should be eliminated. Likewise,

OMAEG/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 FSP.

AE,p=fyhio 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 dassified, all CRES

-17-
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suppliers ultimately rely on AEP-Ohio's capacity resources,
thereby directly affecting the retail competitive market.

-18-

FES also disagrees with the characterization of the RSR as a
wholesale rate. FF.S believes that the deferral is a charge that
provides revenue in support of aIl of AEP-Ohio's services,
including distribution, transmission, and competittive
generation. Therefore, FF5 states that because the deferral is
made available to AII'-Ohio for all of AEP-Ohio's services, it is
properly allocated to all of AEP-0hio's customers. FES
explains that as a result of AEP-Ohio's election to become a
FRR entity, AEEI'-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 Commission is authorized to establish
charges that would have the effect of stabilizing retail electric
service. Tn 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 indude 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 competitiv only the door to a
customers. The fact that these costs not open
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 dearly permissible
under Section 4928.143(B)(2)(d), Revised Code. Accordin -y,
OEG and OIVIAEG/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 shoppi-ng 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.
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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 explicitly 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
transmission rate recovering generation-related costs, and
points out that all Ohio EDUs have generation-related SSO

charges.

-19-

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/ AP1N 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/ AI'TN 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 ail customers benefit from the RSR makes

OCC/ APJN's assertion incorrect. FES notes that revenue

24 Id. at 37.
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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 all 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
coliected 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.25 Accordingly, as we
previously rejected OCC j 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

Conr`mission rejected these arguments, explaining that one of
#he_ key considerations was the impact of AEP-Ohio's capacity
charges on CRES providers and the competitive retail markets.
Further, the intent of the Commiission in adopting its capacity
decision was to further develop the competitive marketplace by
fostering an environment that promotes retail competition,
consistent with Section 4928.02, Revised Code. Accordingly, as
IEU's argument has already been dismissed in the Capacity

cse, we find it to be without merit.

(23) Ohio Schools, IEU, and FES allege that the RSR wrongfnlly
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 Commission
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-Ohia s status as an FRR entity.26
We aLso rejected IEU's arguments again in the Entrp 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
argurnents, we find that all assignments of error alleging that
the RSR allows for the collection of transition revenue should

be rejected.

-21-

(24) In their respective applications for rehearing, OCC/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
Comtnission improperly used assurned 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.gfi/I:MW-day Egure, it would deterrnine that the RSR is
unnecessary. Also, OCC/ APjTN state that the RSR should have
taken into account additional revenue AEP-Ohio will receive

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 will create capacity revenues that should be offset
from the $508 million. In addition, OCC/APJN argue that the
Cornmission appIied 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/MWh, 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/MN1-day capacity cost. Rather, as
established in the Capacity Case, AEP-Oh.io explains that the
regulatory asset deferral is tied to incurred costs that are not
booked as revenues throughout the term of the deferral. AEP-
Dhio 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 Comrnission's modification of the RSR from
a ROE-based revenue decoupling mechanisrn 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 Conunission
does not incorporate any reductions in nonfuel generation
revenue associated with the 2014/2015 delivery year. Finally,
AEP-Ohio 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-Qhio 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 overcoanpensates A:EP-
Ohio fail to consider the actual construct of the $188.88/ MW-
day capacity price, as the deferral established in the Capacity
Case wiIl not be booked as a revenue during the deferral

-22-
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period28 The revenue AEP-Ohio will coIIect 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 mischaracterize the function of the RSR, because, as we
have emphasized both in the Opinion and Order and again in
this Entry, the RSR allows for stability and certainty for AEP-
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-0hio will be lower tttan 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 Ormet
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 im,pacts pool tetmir ►ation would have on energy sales

margins.29 On brief, Ormet introduces 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.

(25) Also in its application for rehearing, OEG argues that, in the
al.ternative, if the Commission does not use the $188.88/MW-
day capacity price in the RSR c.alculation, then the Cornmission
should include the amount of the capacity deferral for the
purposes of enforcing the 12 percent eamings cap. OEG poiutW
out that this appears to be consistent with what the
Commission intended in its Opinion and Order, and is
consistent with Comm.ission precedent. OEG also suggests that
the Commission clarify that the eatni:ngs cap was an ES?'
provision adopted pursuant to Section 4928.143(B)(2)(d),

Revised Code.

-23-

29 Fn re AEP-Ohio, Case No.1o-2929-EL-UNC, (Opinion and Order) July 2, 2012.

29 See AEP-Ohio Ex. 116 at 13, Ex. WAA-6.
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AEP-Ohio responds by stating that it is not opposed to
including the deferral earnings as deferred capacity revenue
when enforcing the 12 percent earnings cap, as it is consistent
with the Cominission's prior decision regarding AEP-Ohio s

fuel deferrals under AEP-Ohio s ESP 1.30

The Commission finds that OEG's application for rehearing
correctly indicated that it was the Cornmission's intent in its
Opinion and Order to include the deferred capacity revenue in
AEP-Ohio's 12 percent earnings cap. We believe the inclusion
of the deferred capacity revenue is important to ensure AEP-
Ohio does not reap a disproportionate benefit as a result of the
modified ESP.31 Therefore, the Commission clarifies that, in
the 12 percent SEET threshold established within the Opinion
and Order, the complete regulatory accounting of the threshold
should include the entire $188.88/MW-day capacity price as
current earnings, not juat the RPM component, as well as the
$3.50 and $4.00 per MWh RSR. The $1.00/MWh of the RSR
charge that is to be devoted towards the capacity deferrat shall
be off-set with an amortization expense of $1.00/MWh.
However, we reject OEG's request to include the 12 percent
threshold as a condition to the RSR, as the Commission can and
will adequately analyze AEP-Ohio's earndngs consistent with
Section 4928.143(F), Revised Code, without creating an
unnecessary regulatory burden, as reiterated in our SEET
analysis below. Accordingly, OEG's application for rehearing
should be granted in part and denied in part.

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

The Commission finds OCC/ APJN's application for rehearing
should be denied. The Commission has the discretion to take
appropriate action, if necessary, in the event there are
significant changes in the non-shopping load for reasom
beyond AEP-Ohio's control. Further, we note that in the event

-24-

30 In re AEP-Ohio, Case No. 10-1261-EL-UNC, (Opinion and Order) January 11, 2011.

32 Opinion and Order at 37.
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there are significant changes in the non-shopping load, any
adjustments to the RSR are still subject to an application
process where parties will be able to appropriately advocate for

or against any adjustments.

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

rehearing.

In its memorandum contra, AEP-Ohio states that OCC/ APJN

are misguided in their approach, as shopping customers are not
the only cost-causers of the RSR, because all customers have the
right to shop at any time. If the Commission were to accept
rehearing on this area, AEP-Ohio argues that the cost of the
RSR would be dramatically shifted from residential customers
to industrial and commercial customers. AEP-Ohio also states
that Kroger's proposal would unduly burden smaller load
factor customers in comrnercial and industrial classes. AEP-
Ohio reiterates that the RSR benefits for all customer classes.

-The Commission rejects arguments raised by OCC/ APjN and
Kroger. As AEP-ohio correctly points out, and as we
emphasized in our Opinion and Order, all customers,
residential, commercial, and industrial, and both shopping and
non-shopping, benefit from the RSR, as it encourages
competitive offers from CRES providers while maintaining an
attractive SSO price in the event market prices rise. Were the
Commission to adopt suggestions by either party, these
benefits would be diminished, as industrial and commercial
customers would be harmed by a reallocation of the RSR if we
took up OCC/ APJN's application, and smaller commercial and
industraal customers would face an undue burden of the RSR
were we to adopt Kroger's recommendation. We believe the

-25-
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Opinion and Order struck the app'ropriate balance through
recovery per kWh by customer class, as it spreads costs
associated with the RSR charge among all customers, as aIl

customer ultimately benefit from its design.

(28) Furthermore, IEU, .FES, and OCC/APJN contend that the fact
that the RSR revenues will continue to be collected after
corporate separation and flow to AEP-Ohio's gene'ration
affiliate violates Section 4928.02(H), Revised Code. OCC/ APjN
opine that when the RSR is remitted to AEI'-Ohio's affiliate,
AEP'-Ohio wili be acting to subsidize its unregulated
generation affiliate. IEU states that the Opinion and Order will
provide an unfair competitive advantage to AEP-Ohio's
generation affiliate, evading corporate separation requirements.

AEP-Ohio responds that, as it is the captive seller of capacity to
support its load consistent with its FRR obligations, it must
continue to fulfill its FRR obligations even after corporate
separation is completed. Due of the nature of its FRR status,
AEP-Ohio points out that it must pass through generation
related revenues to its subsidiary in order to provide capacity
and energy for its SSO load. While AEP-Ohio acknowledges
that it will be legally separated from its affiliate, the fact that it
remains obligated to provide SSO service for the term of the
ESP and the SSO agreement between AEP-Ohio and its affiliate
is subject to FERC approval shows the cross-subsidy

allegations are improper.

The Cornmission rejects the arguments raised by IEU, FES, and

OCC/APJN, and finds their applications for rehearing should
_ ---be denied. As previously addressed in the Comm ission's

Opinion and Order, AEP-Ohio, as an FRR entity, must continue

to fulfill its obligations by providing adequate capacity to its
entire load. Therefore, in order for AEP-Ohio, and the newly

created generation affiliate to continue to provide capacity
consistent with its FRR obligations, we nrnaintain our position
that AEP-Ohio is entitled to its actual cost of capacity, which
wi11 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

-26-
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generation affiliate is receiving an improper subsidy when in
fact, it is orily receiving its actual cost of service.32

(29) In 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 Ormet and
Ohio Schools second-guess the Commission's discretion and
expertise, noting that the Commission already dismissed such

requests in its Opinion and Order.

Again, the Commission rejects arguments raised by Ormet and
Ohio Schools, as both have previously been rejected with ample

justification in th.e Opinion and Order.33

(30) In its application
unreasonable for
starting point in

for rehearing, AEP-Ohio opines that it was
the Convonission to use nine percent as a
determining the RSR revenue target. AEP-

Ohio argues that nine percent ROE is unreasonably low, as
evidenced by the recently approved ROEs of 10 and 10.3
percent, respectively, in AEP-Ohio's distribution rate case.
AEP-Ohio also points to the recent Capacity Case decision in
which the Commission found it appropriate to establish a ROE
of 11.15 percent. AEP-Ohio states that the witness testimony
the Commission relied upon in reaching its conclusion did not
reflect any consideration of AEP-Ohio's actual cost of equity.

In its memorandum contra, IEU explains that AEP-Ohio has
failed to present anything new and its request should therefore
be rejected. FES argues that AEP-Ohio s request is
rneaningless, as Ohio law requires AEP-Ohio's generation
service to be independent within the competitive marketplace.

OCC j APJN state that the use of a nine percent ROE is not
unreasonable, and AEP-Ohio cannot rely on the Capacity Case
as precedent because it previously asserted that the state
compensation mechanism does not apply to SSO service or the
capacity auctions. OCC/APJN also argue that AEP-Ohio's
reliance on stipulated cases is improper.

The Commission finds that AEP-Ohio has failed to present any

additional arguments for the Commission to consider. IEU

-27-
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correctly points out that AEP-Ohio previously made these
arguments both in the record and on brief. In its Opinion-and
Order, the Commission determined that there was compelling
evidence in regards to an appropriate ROE, and the
Commission adopted its target of nine percent based on such
testimony.34 Accordingly, as we provided sufficient
justification for our establishment of a nine percent ROE to
establish AEP-Ohio's revenue target, we find AEP-Ohio's
arguments to be without merit, and its application for

rehearing should be denied.

(31) In its assignment of error, AEP-Ohio requests that the
Commission clarify that all future recovery of the deferral
refers only to the post-ESP deferral balance process. AEP-Ohio
also seeks a clarification that the remaining deferral balance
that is not collected through the RSR during the term of the ESP
will be collected over the three years following the FSP term.

OMAEG/OHA responds that at a minirnum, the Commission
should continue to make the determinations on cost recovery
when more information on the delta is available. OCC/ APJN
also notes that any clarification is unnecessary because the
Commission unreasonably found that deferrals could be
collected from both shopping and non-shopping customers.

-28-

As the Commission emphasized in its Opiiuon and Order, the
remainder of the deferral will be reviewed by the Commission
throughout the term of this ESP, and no determinations on any
future recovery will be made until AEP-Ohio provides its
actual shopping statistics 3s Accordingly, as the Commission
wiIl continue to monitor the deferral process, and as set forth in
the Opinion and Order, we will review the remaining balance
of the deferral at the conclusion of the modified ESP, we find
that AEP-Oh.io's application for rehearing has no merit and

should be denied.

(32) In addition, AEP-Ohio requests that the Commission establish
a remedy Lz the event the Ohio Supreme Court overtoxns the
RSR. Specificaiiy, AEP-Ohio argues that it would be subject to
increased risk without such a backstop, and proposes a

34 Id. at 33.

35 Id. at 3b,



11-346-EL-SSO, et al

provision that CRES providers would automatically be
responsible for the entire $188•88/IV1Wday capacity charge if
either the capacity deferral or deferral recovery aspect of the

RSR is reversed or vacated on appeal-

Ohio Schools, DER/ DECAM, and OMAEG/OHA argue that

AEP-Ohios request is an unlawful request for rehearing of the

Capacity Case, as the level of capadty charges was not
determined in this proceeding on the modified FSP.
UMAEG/C}HA and Ohio Schools also point out that the
creation of a backstop would cause instability and uncertainty,
as CRES providers paying the delta between RPM and the cost-
based rate may pass costs on to customers. IEU asserts that the
mechanism, if approved, would result in an unlawful

retroactive rate increase.

The Commission agrees with Ohio Schools, DER/ DECAM,
OMAEG/OHA, and IEU, and finds that AEP-Oluo's request
for a backstop in the event the Commissiori s deferral
mechanism is overturned to be an inappropriate request for
rehearing that should have been raised in the Capacity Case.
Therefore, AEP-Ohio's application for rehearing should be

denied.

IV. FUEL ADNS"I'MENT CLAUSE

(33) AEP-Ohio asserts that the Commission`s failure to establish a
final reconciliation and true-up for the fuel adjustment clause
(FAC) was unreasonable. AEP-Ohio notes that the Opinion
and Order specificaily directed reconciliation and true-up for
the enhanced service reliability rider -(ESRR), and other riders
that will expire prior to or in conjunction with the end of the
F5P term. Regarding the FAC, AEP-Ohio contends the
Commission failed to account for reconciliation and true-up
when the AfiP-Ohies SSO load is served through the auction

process. AEP-Ohio reasons that th^^ °^ on of the rider
vested with the authonty to direct
arid has done so in other proceedi.ngs.36

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

-29-
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and Columbus Southern Power Company (CSP) rate zones.
FES argues that AEP-Ohio has merged and there is no basis to
continue separate FAC rates. Based on the testimony of FES
witness Lesser and AEP-Ohio witness Roush, FFS states that
OP customers wiIl pay a.rtificially reduced fuel costs,

discouraging competition, and beginiw1g in 2013, OP
customers will be subject to drastic increases, as compared to
CSP customers 37 With individual FAC rates, FES reasons that
CSP customers are discriminated against in comparison to OP
customers for the same service in violation of Sections 4905.33
and 4905.35, Revised Code. As such, FES states that the
Opinion and Order is unreasonable in its anti-competitive and
discriminatory rate design without providing any rational

basis.

JEU offers that nothing in the record of supports FES' claim
that separate FAC rates for each rate zone causes artificially
reduced fuel costs for the OP rate zone. IEU notes that at the
briefing phase of these proceedings no party opposed

maintaining separate FAC rates for each rate zone.

OCC/APJN also argue that the decision to maintain separate
FAC rates for each rate zone is arbitrary and inconsistent,
particularly as to the projected time of consolidation for
customers in each rate zone, while approving immediate
consolidation for the transmission cost recovery rider (TCRR).
Further, OCC/APIN believes that the Comrnission's failure to
consolidate the FAC rates while immediately consolidating the
TCRR rates, negatively impacts OP customers. OCC/ APJN
submits that the Opinion and Order does not explain why
consistency is necessary between the FAC and PIRR but not
with the TCRR. OCC/ APJN note that delaying the merger of
the FAC rates causes OP customers to incur a$0.Q2/ Mwh
increase in rates. OCC/ APJN state that the Cornznission failed
to offer any explanation for the inconsistent treatment in the
merger of the various rates and continuing separate FAC and
PIRR rates, as required by Section 4903.09, Revised Code.

First, we grant rehearing on two issues raised in regard to the
FAC. First, we grant OCC/APjN's request for rehearing only

to clarify that the Commission did not intend to establish June

-30-
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2013, as the date by which the FAC rates of each service zone
would be merged. The Commission will continue to monitor
the deferred fuel balance of each rate zone to determine if, and
when, the FAC rates should be consolidated. Second, we grant
AEP-Ohio's request for rehearing to facilitate a final
reconcilia'tion and true-up of the FAC upon termination of the
FAC rates. We deny the other requests for rehearing in regards

to the FAC.

It is necessary to maintain separate FAC rates until the deferred
fuel experise incurred by OP rate zone customers has been
significantly reduced. Consistent with the Comrnission's
decision in AEP-Ohio's prior FSP, the deferred fuel expenses
incurred by each rate zone will be collected through December
31, 2018. We note that a significant portion of the deferred fuel
expense incurred by CSP rate zone customers, over $42 million,
was offset by significantly excessive earnings paid by CSP rate
zone custorners.38 Further, as noted in the Opinion and Order,
in addition to delaying the consolidation of the FAC rates to be
consistent with the recovery of the PIRR, the CominisSiQn
noted pending Conunission proceedings will likely affect the
FAC rate for each rate zone.39 Furthermore, the Commission
notes that the pending 201040 and 2011 SEET proceedings for
CSP and OP could affect the PIRR for either rate zone. Because
of the remaining balance of deferred fuel expense was incurred
primarily by OP customers, as noted in the Opinion and Order,
the Commission reasoned that maintaining distinct and
separate FAC rates for each rate zone would facilitate
transparency and review of any ordered adjustments in the
pending FAC proceedings as well as any PIRR ad)ustrnents 41

The deferred fuel charges were incurred prior to the merger of
CSP and OP and form the basis for the PIRR rates applicable to
GSP and OP rate zone customers. If FFS believes that the
deferred fuel charges incurred by CSP or OP were
discriininatory or imposed an undue or unreasonable
prejudice, the appropriate time to address the claim would

-31-

38 In re AEP-Ohio, Case No.10-1261-EL-UNC, Opinion and Order Qanuary 11, 2011); Entry on Rehearing

39 Opinion and Order at iT

40 In re AEP-Ohic, Case Nos.11-4571-Ei.-iJNC and 11-4572-EI: UNC and Ohio
Power Company,

41 In the Matter of the Fuel Adjustment Ctausesfor Columbus Sou thern Power Company

Case No. 09-872-EL-FAC, et aL, Opinion and Order (January 23, 2U12).
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have been in the FAC audit proceedings. In this proceeding the
Commission has determined that it would be an unreasonable
disadvantage for former C5P customers to be required to incur
the significant outstanding deferred fuel expense incurred by
former OP customers, particularly when possible adjustments
to the FAC and PIRR rates for each rate zone are pending. The
TCRR is analyzed and reconciled independent of the FAC the
PIRR for each rate zone, and is not affected by the outcorne of
SEET or FAC proceedings. For these reasons, the Commission
finds it reasonable and equitable to continue separate FAC and
PIRR rates for each rate zone although we merged other
components of the CSP and OP rates where we determined the
consolidated rate did not impose an unreasonable
disadvantage or demand on customers in either rate zone. On
that basis, the Opinion and Order complies with Sections
4905.33 and 4905.35, Revised Code. Accordingly, we affirm the
decision not to merge the FAC and deny the request of FE5 and
OCC/ APJN to reconsider this aspect of the Opinion and Order.

V. BASE GBNERATION RATES

(34) In its assignment of error, OCC/ APJN contend that the
modified FSP's base generation plan does not benefit
customers. OCC/APJN point to the testimony indicating that
auction prices have gone down and CRES providers have been
providing lower priced electric service. In light of these lower
prices, OCC/ APJN opine that freezing base generation prices is
not. a benefit because the market may be producing rates at
lower prices. OCC/APJN allege that the Commission failed to
ensure nondiscriminatory retail rates are available to
customers, as the base generation rates were not properly
unbundled into energy and capacity components, creating the
risk of customers paying different prices for AEP-Ohio's

capacity costs.

In its memorandum contra, AEP-Ohio responds that the
Commission properly determined that freezing base generation
rates for non-shopping SSO customers is beneficial because it
allows for a stable and reasonably priced default generation
service that will be available to all customers. AEP-Ohio
further explains that OCC/ APJN do not present any evidence
to support its assertion that the base generation rate design
makes it difficult for the Conunission to ensure that all SSO



-33-
11-346-EL-SSO, et al.

customers are receiving non-discriminatory generation service,
and points out that OCC/ APJN wrongfully attempt to
extrapolate the Commission's Capacity order. AEP-Ohio adds
that any accusations of the base generation rates being

discrftninatory are also irnproper because AEP-Ohio offers
different services to its SSO cnstomers than it does to CRES

providers. SpecificallY, AEI'-Chio explains offers a^^ed
capacity service to CRES providers, but it
supply of generation service to its SSO custorners, thereby
eliminatvng any daim of AEP-Ohio providing discriminatory

services.

The Commission affir.7ns its decision in the Opinion and Order,
as the frozen base generation rates amount to a reasonably
priced, stable alternative that will remain available for all
customers who choose not to shop. Further, OCC/APJN failed
to provide any foundation in the evidentiary hearing and in its
application for rehearing that the base generation rates were
not properly unbundled. To the contrary, AEP-Ohio's base
generation rates were almost unanimously unopposed by ail
parties who intervened in this proceeding, which included
intervenors representing small busines^scustomers, commercial
customers, and industrial customers.Z Further, OCC/APJN
fail to recognize that AEP-Ohio is not offering discriminatorY
rates between its non-shopping customers and those customers
who shop, as AEP-Ohio provides different services to the

shopping and non-shopping customers. Therefore,
OCC/ ApJN's arguments fail, as Section 4905.33, Revised Code,
prohibits discriininatory pricing for like and contemporaneous
service, which does not apply here. AEP-Ohio provides
capacity service to CRES providers, and provides a bundled

generation service to its SSO customers.

VI.

(35)

INTERRtTPTIBLE POWER DISCRETIONARY SCHEDULE CREDIT

OCC/APJN state that the Commission failed to provide that
the interruptible power-discretionaz'y schedule (IRP-D) credit
costs should not be collected frorr`, resideaztzal customers, w'hich
was necessary in order for the Commission to be consistent
with the intent of the approved stipuiation in Case No. 11-5568"
EL-POR. Specifically, oCC/ APJN argue that the stipulation in

42 See Opinion and Order at 15-16.
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that case pxovides that program costs for customers in a
not be collected from

nonxesidential customer class ^ costs will not be
residential customers, and residential progTam
collected from non residentiai cu.storners.

In its memorandum contra, OEG argues that the credit adopted

under the IRP-D is a new credit established b^er EE/PDR
and therefore should not be governed by
stipulation OEG opines that the C D ^ on acted lawfullY

and reasonably in approving the IRP

The Cnunission finds OCC(APjN's arSuments should be
rejected. As OEG correctly points out, the IRP-D uedit was
established in the modified ESP pioceeding, therefore, it is not

proper for OCC/APjN to use a stl^ati
ion flthae t EE/ DYR

contemplated the prog^'a^ set

stipulation

VII. AI7CTION PROC'FSq

(36) In its assignnlent of error, OEG requests that the Comrnission

se arate energy au^o^
be held for each AEP-Ohio

clarify that P would be consistent with the
rate zone. OEG explains that this ^` and without separate
FAC and PIRR recovery m^^^ __ high
energy auctions, the auction naY r^omers. OEG also suggests
energy charges for Ohio Power cus not accept the results
that the Commission clarify^

^1^ will
lead to rate increases

from AEP-Ohio s energy oints out that the Commission
for a particular rate zone, and P auction results.
^in,tains the discretion and flexibilitY to reject

In its memorandum contra, AEP-Ohio subrnlts that it is not

necessary to determine the details relating would b^e ^o e
bid procurement (CBP) proccess, as
aPPr°Priately addressed in the stakehol der

and Order.sln additi n,
pursuant to the Commission s Opuuo

' ^P..Ohio opposes the pr oposal for the Co^^ion to reject
any unfavorable auction results, as the General Assembly's

lan for cornpetitive rnarkets is not based on sl
►ort-tertn market

plan
results, but rather based on full development of the competitive
marketplace. FES notes in its memorandum contra that OEG

ents, and that its
presenteei no evidence in support ^ ati®n and hinder
proposal would actually limi PP i P

;.^
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competition. FES explains that if the Comrnission were to
adopt the ability to nullify auction results, it would discourage
suppliers who invest significant time and resources into the
auction from participating in any future auctions.

The Commission finds OEG's arguments on separate energy
auctions should not be addressed at this time, and are better
left to the auction stakeholder process that was established in
the Commission's Opinion and OTderP We believe that the
stakeholder process will allow for a diverse group of
stakeholders with unique perspectives and expertise to
establish an open, effective, and transparent auction process.
However, we agree with FES and AEP-Ohio, who, in a rare
showing of unity, oppose OEG's request to reject auction
results. The Commission wi11 not interfere with the
competitive markets, and accordingly, we believe it is
inappropriate to establish a rnechanism to reject auction results.
Accordingly, OEG's application for rehearing should be

denied.

(37) In its application for rehearing, FFS contends that
Commission`s Opinion and Order slows the movement of
competitive auctions by only authorizing a 10 percent slice of
system of auction and an energy only auction for 60 percent of
its load in June 2014. FES argues that this delay is unnecessary
as AEP-Ohio cannot show any evidence of substantial harm by
earlier auction dates, and that AEP-Ohio is capable of holding

an auction in June 2013.

-35-

Th.e Coinmission rejects FES's arguments, as they have been
previously raised and dismissed." Further, the Commission
reiterates that it is important for customers to be able to benefit
from market-based prices while they are low, as evidenced by
our decision to expand AEP-Ohio's slice-of-system auction, as
well as accelerating the time frame for AEP-Ohio s energy
auctions, but it is also important to take time to establish an
effective CBP process that will rnaximize 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 of the acceleration of AEP-
Ohio's proposed CBP, base generation rates will be frozen
throughout the entire term of the ESP, including the first five
months after the January 1, 2015, 100 percent energy auction.
AEP Ohio explains that it would flow all energy auction
procurement costs through the FAC. Further, AEP-Ohio
believes it would be unreasonable to adjust the SSO base
generation rates for the first five months of 2015, as proposed in
AEP-Ohio's application,45 in light of the substantial
modifications made by the Commission to accelerate and
expand the scope of the energy auctions. AHP-Ohio warns that
absent a clarification on rehearing, there could be adverse
financial impacts of AEP-Ohio based on the Opinion and

Order's auction modifications.

In its memorandam contra, FES explains that the Commission's
Opiuuon and Order does not allow for AEP-Ohio to recover
additional auction costs through the FAC. FES notes that AEP-
Ohio's proposal would have the effect of limiting customer
opportunities to lower prices, noting that if auction results
were lower than SSO customer generation charges, customers
would have to pay the base generation difference on top of the
auction price, making the effects of competition meaningless.
OMAEG/OHA add that costs associated with the auction are
not appropriate for the FAC because it will disproportionately

irn.pact larger customers.

We find that AEP-Ohio'
generation rates through
and should be rejected.

s request to continue to freeze base
the auction process is inappropriate
The entire crux of the Opiuv.on and

Order was the value in providing customers with the
opportunity to take advantage of rnazket-based prices and the
importance of establishing a competitive electric marketplace.
AEP-Ohio's proposal is completely inconsistent with the
Commission's mission and would preclude AEP-Ohio
customers from realizing any potential savings that may result
from its expanded energy auctions. i his is precisely the reason
why the Commission expanded and accelerated the CBP in the

-36-

45 In its applicaiion, AEP Ohio proposed that the 2015 100 percent energy auction costs be blended with the
cost of capacity and the clearing price fronm the energy auction, which would establish new SSO rates.

See AEP-Ohio fix.101 at 19-21.
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first place. Further, we find AEP-Ohio s fear of adverse
financial impacts is unfounded, as the RSR will in part emure
AEP-Ohio has sufficient funds to efficiently maintain its
operations. Therefore, we find ABP-Ohio's application for

rehearing should be denied.

(39) AEP-Ohio opines that the Opinion and Order should be
clarified to confirm that the Capacity Order's state
compensation mechanism does not apply to the SSO energy
auctions or non-shopping customers. DER/DECAM also
request further clarification that auctions conducted during the
term of the ESP pertain to full service requirernents, with any
difference between market-based charges and the cost-based
state compensation mechanism to be included in the deferral

that will be recovered from aIl customers.

The Commission finds that AEP-OhiO's application for
rehearing should be denied. In its modified ESP application,
AEP-Ohio originally offered to provide capacity for the January
1, 2015 energy auction at $255 per MW-day• In light of the
Commissiori s decision in the CaPaatY CaSe, which determined
$188.88 per MW-day would allow AEP-OhiO to recover its
embedded capacity costs without overcharging customers, it
would be unreasonable for us to permit AEl'-0Mo to recover
an amount higher than its cost of service. Further, we disagree
with AEp-Ohio s assertion that the Commission should not rely
on the Capacity Case in deternnining the cost of capacity for
non-shopping customers beginning January 1, 2015, because, as
previously stated, the Coinmission was able to determine that
AEP-Ohi_o s that $188.88 per MW-day establishes a just and
reasonable rate for capacity. Therefore, consistent with our
Opinion and Order ' 46 the use of $188.88 per MW-day allows for
AEP-Ohio to be adequately compensated and ensures
ratepayers will not face excessive charges over AEP-Ohio's
actual costs_ In addition, we reject DER/ DECAM's request for
clarification, as it is not necessary to address the difference
between market-based charges and AEP-Ohio s capacity offer
for the limited purpose of the January 2015, energy only
auction, since the cost of capacity is AEP-Ohia's cost of service.

-37-

46 See Opinion and Order at 57
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40 In addition, AEP-Ohio argues that it was unreasonable for thed to
Commission to establish early auction requirements an
update to its electronic systems for CRES providers without

m for recovery of a11 prudently incurred
creating a mechanis
costs associated with auctions and the electronic system

upgrades.

pCC/ APJN respond that ; A.EP-Uhio failed to its
requ on any

ginal
recovery mechanism for d' and coststhat any associated
application in this praeedmg' y

forwith conducting the auction should have been ^ll°t out^that
within its application Further, OCC/ APJN point

has not indicated that the modified ction P
on ror ^

would increase its costs over the original P
the Commission grant AEP-ohio s request, OCC/ APTN

Should
opine that a31 costs should be paid by CRES providers, as the
costs are caused by the need to accommodate CRES providers.

We agree with OCC/ApTN' as AEPAhio failed to present any

persuasive evidence that it would incur unteasonable and
excessive costs in conducting its auction and upgra^ng its
electronic data systems. AEP-Ohio's request is too vague and
ambiguous to be addressed on rehearing, an ^e findm that

rA
EP-Ohio's request for an additional recovery

auction costs should be rejected-

(41) AEP-Ohio requests that the Commission clarify ^as utions^ In
rate docket wi11 only incorporate revenue n
support of its request, AEP-Ohio notes that the Cominission
reserved the rate to implement a new base generation rate
design on a revenue neutral basis for all customer classes, and
should therefore attach the same condition of revenue

neutrality for auction rates.
ocC/ APIN argue that the Commission should reject the

request for a clarification, as the Cornrnission cannot anticipate
all issues that may arise regardirng a disparate impact on
customers, and encourages the Cornmission to not box itself
into any comers by granting AEp-ohio's request

The Commission rejects AEP-O^o's request to incorporate
the auction rate docket.

revenue-neutral solutions within
However, in the event it becomes aPPazent that there rnay be
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disparate rate impacts amongst customers, the Conunission
reserves that right to initiate an investigation, as necessary, as

set forth in the Opinion and Order.

(42) In addition, AEP-Ohio seeks clarification regarding costs
associated with the CBP process. AEP-Ohio believes that
because it is required update its CRES supplier information as
well as the fact that it will need to hire an independent bid
manager for its auction process, among other costs, AEP-Ohio
should be entitled to recover its costs incurred.

In its memorandum contra, OMAEG/OHA oppose AEP-Ohio's

request, arguing the Commission should not authorize AEP-
Ohio to recover an unspecified amount of revenue without an
estimate as to whether any costs actually exist. OMAEG/OHA
state that it is not necessary for the Commission to make a
preemptive determination about speculative costs.

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

nature.

VIII. CUSTOMER RATE CAP

(43) OCC/ APJN and OMAEG/ OHA contend that the
Commi.s,sion's Opinion and Order regarding the customer rate
cap is unlawfully vague. OCC/AP1N-provide that the Opinion
and Order should clarify what it intends the rate cap to cover,
and should establish a process to address situations where a
customer's bill is increase by greater than 12 percent. Further,
OCC/ APjN request additional information on who will
monitor the percentage of increase, and who will notify
customers that they are over the twelve percent cap.

AEP-Ohio also suggests the Commission clarify the 12 percent
rate cap, and requests a 90 day implementation period for
prograzxuning and testing its customer billing system to
account for the 12 percent cap. AEP-Ohio notes if the

-39-
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Commission clarifies that AEP-Ohio shall have time to

i,rnplement its new program, AEP-Ohio will still run

calculations back to September 2012 and provide customer

credits, if necessary. AEP-Ohio also seeks clarification that its

calculation be based on the customer's total billing under AEP-

Ohio's SSO rate, as it does not have the rate that certain
customers pay CRES providers, and cannot perform a total bill
calculation on any other basis other than SSO rates. Further,

AEP-Ohio seeks clarification that it be directly authorized to
create and collect deferrals pursuant to Section 4928.144,
Revised Code, as weIl as authorization for carrying charges.

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

throughout the entire term of the ESP.

Further, we find that AEP-Ohio should be given 90 days to
implement its customer billing system to account for the 12
percent rate increase cap. To clarify OCC/AI'1N's concerns, by
allowing AEP-Ohio 90 days to implement its customer billing
system, AEP-Ohio will be able to monitor customer rate
increases and provide credits, also if necessary, going back to
September 2012. Further, upon AEP-Ohio's iznplementation of
its updated customer billing system, we direct AEP-Ohio to
update its bill format to include a customer notification alert if
a customer's rates increase by. more than 12 percent, and
indicate that the bill amount has been decreased in accordance

with the customer rate cap.

Finally, as the customer rate impact cap is a provision of the
FSP pursuant to Section 4928.143, Revised Code, we authorize
the deferral of any expenses associated with the rate cap
pursuant to Section 4928.144, Revised Code, inclusive of
ca,rrying charges, so we can ensure customer rates are stable for
consumers by not increasing more than 12 percent.
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DC. SEET Tl iRESHOLD

(44) In its application for rehearing, AEP-Ohio argues that the
Commission should elintinate the 12 percent SEET threshold.
AEP-Ohio explains that the return on equity (ROE) values
contained within the record are forward-looking estimates of
its cost of equity, and do not reflect the ROE earned by
companies with comparable risks to AEP-Ohio. AEP-Ohio
provides that even if the values were from firms with
comparable risks, the SEET threshold must be significantly in
excess of the ROE earned. Further, AEP-Ohio points to the
SEET threshold that the Commission approved for Duke,
where the Commission approved a stipulation establishing a
SEET threshold of 15 percent 47 In addition, AEP-Ohio
contends that the threshold does not provide any opporturlity
for the Comrnission to consider issues such as capital
requirements of future committed investments, as well as other
items contained within 5ection 4928.143(F), Revised Code.

In its memorandum contra, OCC/ APjN note that the
Commission not only followed Section 4928.143(F), Revised
Code, but also that the SEET threshold is nothing more than a
rebuttable presumption that any earnings above the threshold
would be significantly excessive. IEU argues that AEP-Ohio
unreasonably relies upon settlements in other proceedings to
attempt to resolve contested issues contained within the

Commission's Opinion and Order.

The Commission finds AEP-Ohio's application for rehearing
should be denied. Under Section 4928.143(F), Revised Code,
the Commission shall annually determine whether the
provisions contained within the modified ESP resulted in AEP-
Ohio maintaining excessive earnings. The rule further dictates
that the review shall consider whether the earnings are
significantly in excess of the return on equity of other
comparable publidy traded commpar11e5 with similar business
and {inarieial risk. The record in the modified ESP contains

extensive testimony from tllre@ ocpeWtul
nd be for hAEP-0hio,in length on what an appropriate ROE

and all considered comparable companies with simil2u' risk in
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reaching their conclusions. 48 In addition, three other diverse
parties also presented evidence in the record that was
consistent with the recommendatiorLs presented by the three
expert witnesses, which when taken as a whole, demonstrates
tizat a 12 percent ROE would be at the high end of a reasonable
range for AEP-Ohio',s return on equity 49 Further, we believe
that the SEET threshold of 12 percent is not only consistent
with state policy provisions, including Section 4928.02(A),
Revised Code, but also reflects an appropriate rate of return in
light of the modified PSP's provisions that minimize AEP-

Ohio's risk.-50

X. CRFS PROVIDER TSSUES

(45) In its application for reheari:ng, FES argues that the
Commission unreasonably authorized AEP-Ohio to continue
its anti-competitive barriers to shopping, including minimum
stay requirements and switching fees without justification. FES
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
arguments, and the record fully supports the findings by the
Commission. Further, AEP-Ohio explains that the modified
ESP actually offered improvements to CRES providers, further

indicating that rehearing is not warranted on this issue.

The Commission finds FES's application for rehearing relating
to competitive barriers should be granted. Upon further
consideration, we believe AEP-Ohio's switching rules, charges,
and minimum stay provisions are inconsistent with our state
policy objectives contained within Section 4928.02, Revised
Code, as well as recent Commission precedent. The
Comsrusslon recognizes that the application eliminates the

current 90-day notice requirem ot^^^^ mana industrial
stay requirement for large
customers, and AEP-Ohio's seasonal stay requirement for
residential and srnalier commercial customers on January 1,
2015, however, we find that these provisions should be
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49 Id. at 37.
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eliminated earlier. We believe it is important to ensure healthy
retail electric service competition exists in Ohio, and recognize
the importance of protecting retail electric sales consumers
right to choose their service providers without any market
barriers, consistent with state policy provisions in Sections
4928.02(H) and (I), Revised Code. We are confident that these
objectives are best met by eliminating AEP-Ohio's notice and
stay requirements in a more expeditious manner, therefore, we
direct AEP-Ohio to submit within 60 days, for Staff approval,
revised tariffs indicating the elimination of AEP-Ohio's
minimum stay and notice provisions effective January 1, 2014,

from the date of this entry. Further, these changes are
consistent with provisions in both Duke and FirstEnergy's

recent FSPs.51

Further, we note that, in Duke's most recent ESP, not only did
the Commission approve a plan devoid of any minunum stay
provisions, but also it granted a reduction in Duke's switching
fee to $5.00.52 Accordingly, we also find that AEP-Ohio's
switching fee should be reduced from $10.00 to $5.00, which

CRES suppliers may pay for the customer, as is consistent with

Commission precedent.53

(46) In its application for rehearing, IEU argues the Opinion and

Order failed to ensure that AEP-Ohio's generation capacity
service charge will be billed in accordance with a customer's

peak load contribution (PLC) factor. A
IEU ^^ o^^elop^antthe Opinion and Order directed

electronic data system that will allow CRES providers access to

-P--L-C data by May 31, 2014, but states that Opinion and Order
will allow the PLC allocation process to be unknown for two
years until that deadline. rEU proposes that the Comrnission
adopt the uncontested recornmendation of its witness to
require immediate disclosure of AEP-Ohio's PLC factor.

AEP-Ohio states that IEU is merely trying to rehash arguments

previously made. Further, AEP-Ohio points out that because

the PLC value is something AEP-Ohio passes on to CRES
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51 In re Duke Energy Ohio, Cese No. 11-3549-EL.-SSO, (Novembet 22. 2011) Opinion and Ordez, In
re

FirstEnergy, Case No.12-1230-EGSSO (JulY 18, 2o12) Opinion and Order.

52 In re Duke Energy
Ohio, Case No.11-3549-ELrSSO, (November 22,2011) Opuuon and Order at 39-40.

53 Id.
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providers, IEU's concerns about transparency in the PLC value
allocation process is something rEU should address with any
CRES provider from which it or its customers purchase energy.

The Cornmission rejects IEU's arguments, as the Opinion and
Order already directed AEP-Ohio to develop an electronic
system that will include PLC values, historical usage, and
interval data.m Although we did not adopt IEU's
recommendation of an immediate system, our intent in setting
a May 31, 2014, deadline was to allow for members of the Ohio
Electronic Date Interchange Working Group to develop
uniform standards for electronic data that will be beneficial for
all CRES providers. While IEU may not be pleased with the
Commission's decision to develop a uniform program to the
benefit of CRES providers, and ultimately customers, as well as
to allow for due process in accordance with our five-pear rule

review of Chapter 4901:1-10, O.A.C., by allowing interested

stakeholders to explore the possibility of a POR program, we
affirm our decision and find that these provisions are

reasonable,

xi. DISTRIBUTION INV ES"I'MENT RIDER

(47) AEP-Ohio asserts that the Gonunission's failure to establish a
final reconciliation and true-up for the distribution investment
rider (DIR), which will expire with at the conclusion of the ESP,
was unreasonable. AEP-Ohio reasons that it is unable to
determine whether the DIR will have a zero balance upon
expiration of the rider such that final reconciliation is necessary
toaddr_ess any over-recovery or under-recovery. AEP-0hio
adds that the Cornmission is clearly vested with the authority
to direct reconciliation of the DIR, as was done for the ESRR
and in other proceedings. Accordingly, AEP-Ohio contends
that it was unreasonable for the Commission to not provide for

reconciliation and true-up for the DIR.

We grant AEP-Ohio's request for rehearing to facilitate a final
reconciliation and true-up of the DIR at the end of the ESP.
Accordingly, within 90 days after the expiration of this ESP,
AEP-Ohio is directed to file the necessary information for the

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

DIR.

(48) AEP-Ohio asserts that the Opinion and Order unreasonably
adjusted the revenue requirement for accurnulated deferred
income tazes (ADTT). AEP-Ohio claims that the ADIT offset is
inconsistent with the Commission approved stipulation filed in
the Company's latest distribution rate case, Case No. 11-351-
EL-AIR et al., (Distribution Rate Case) as the revenue credit did
not take into account an ADIT offset which, as calculated by
AEP-Ohio, results in the distribution rate case credit being
overstated by $21.329 million AEP-Ohio notes that the DIR
was used to offset the rate base increase in the distribution rate
case and included a credit for residential customers and a
contribution to the Partnership with Ohio fund and the
Neighbor-to-Neighbor program. ABP-Ohio argues that it is
fundarnentally unfair to retain the benefits of the distribution
rate case settlement and subsequently impose the cost of ADIT
offset through the DIR in the ESP when AEP-Ohio cannot take
action to protect itself from the risk. On rehearing, AEP-Ohio
asks that the Commission restore the balance struck in the
distribution rate case settlement by elirninating the ADIT offset

to the DIR.55

OCC/ APJN reminds the Conunission that AEP-Ohio s

distribution rate case was resolved by Stipulation and the
Stipulation does not include any provision for AEP-Ohio to
adjust the revenue credit to customers contingent upon

Commission approval of the DIR. OCC/APJN notes that the

Distribution-Rate Case Stipulation details the DIR revenues and
the distribution of the revenue credit and also specificaIly

provides AEP-Ohio the opporhuuty to withdraw from the

Stipulation if the Commission materially modifies the DIR in
this proceeding. Finally, OCC/ APjN asserts that AEP-Ohio
was the drafter of the Distribution Rate Case Stipulation and,
pursuant to Ohio law, any ambiguities in the document must

be construed against the drafting party.

The Cornmission has considered the
incorporating the effects of ADIT on
revenue requirement and carrying

appropriateness of
the calculation of a
charges in several

-45-
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proceedings. In regard to determination of the revenue
requirement for the DIR, we emphasize, as we stated in the

ppinion and Order:

The Commission finds that it is not appropriate to
establish the DIR rate mechanism in a manner
vahich provides the Company with the benefit of
ratepayer supplied funds. Any benefits resulting
from ADTT should be reflected in the DIR

revenue requirement.

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

of this issue.

(49) Kroger contends that the Opinion and Order notes, but does
not directly address or incorporate, Kroger's argument not to
combine the DIR for the CSP and OP rate zones without
offering any rationale. Kroger reiterates 'its claims that the DIR
costs are unique and known for each rate zone and blending
the DIR rates will ultimately recluire one rate zone to subsidize
the costs of service for the other. Kroger requests that the
Commission grant rehearing and reverse its decision on this

issue.

AEP-Qhio opposes Kroger's request to maintain separate DIR
rates and accounts for each rate zone. AEP-Ohio argues that
the Commission specifically noted and explained why certain
rider rates were being maintained separately. Given that AEP-
Ohio s merger application was approved{AEP^-0- ^^ states ^e

it is unreasonable for the Company

accounts for the DIR.

The Comatission notes that the DIR is a new plan approved by
the Comrnission in the FSp and the distribution investment
plan will take into consideration the service fthe AEP-
Ohio as a whole. I6roger's request to establish separate and
distinct DIR accounts and rates would result in maintaining

and essentially continuing
ided ^e Commission separatesufficientKroger has not p

just"ification to continue the distinction between the rate zones

or demonstrated any unreasonable disadvantage or burden to
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either rate zone.
The focus of the DIR will be on replacing

infrastruttare, irrespective of rate zone, that will have the

greatest impact on improving
reliability for customers. The

Cornmission denies ICroger's request to reconsider adoption of

the DIR on a rate zone basis,

(50) OCC/ AI'JN argue on rehearing that the Commission failed to
apply the appropriate statutory standard in Section

4928.143(13)(2)(h), Revised Code: As OCC/APJNinterpret the
statute, it requires the Couunissiona to determine that utility

and customer expectations are ahgne

AEP-Ohio retorts that OCC/ APJN misinterpret that statute and
ignore the factual record in the case to make the position which

was already rejected by COnunissiOrL
Opinion ^and reasons

that in therr attempt to of
OCC/APJN parsed words and oversirnplified the purpose

the statute.

The Opinion and Order discusses AEP-Ohio's reliabitity
expectations and customer expectations as well as
OCC/A.PJN's interpretation of the requirements of Section
4928.143(B)(2)(h), Revised Code.56 OCC/APJN claim that the
statutory requirement is that customer and electxic distribution
utility eXpectations be aligned at the present time. We reject

forward-
their claim that the Opinion and ^erefore, did not apply the
looking statutory standard an,
standard set forth in Section 4928.143(13)(2)(h), Revised Code.
The Commission interprets Section 4928.143(B)(2)(h), Revised
Code, to require the Cornmission to examine the utility's
reliability and determine that customer expectations and
electric distribution utility expectations are ahgned to approve
an energy delivery infrastructure modernization plan. The key
for the Cornmission is not, as OCC/ APTN assert, to find that
customer and utility expectations were aligned, are currently
aligned or will be aligned in the future but to maintain, to some
degree, the reasonable alignment of customer and utility
expectations continuously. As noted in the Opinion and Order,
and in OCC/ AAP1N's brief, over 70 percent of customers do not
believe their electric service reliability expectations will
increase and approxi;mately 20 percent of customers expect

-47-
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their service reliability expectations to increase. AEP-Uhio

emphasized aging
utility infrastructure and the Commission

expects that aging utility infrastructure increases outages and
results in the eroding of service reliabiiity. The Cominission

found it necessary to adopt the DIR to maintain utilitY

reliability as well as to maintain the general alignment of
customer and utility service expectations. Thus, the

Commission rejects the arguments of OCC/AFJN
and denies

the request for rehearing.

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

reliability.

We disagree. The Opinion and Order specifically directed
AEP-Ohio to work with Staff to develop the plan, to focus
spending where it will have the greatest impact and quantify
reliability improvements expected, to ensure no double
recovery, and to include a dernonstration of DIR expenditures
over projected expenditures and recent spending levels.57
Therefore, we also deny this aspect of OCC/ APJN's request for
rehearing of the Opinion and Order. Finally, the Commission
clarifies that the DIR quarterly updates shall be due, as
proposed by Staff witness McCarter, on June 30, September 30,
December 30 and May 18, with the final filing due May 31,
2015, and the DIR quarterly rate shall be effective, unless
suspended by the Commission, 60 days after the DIR update is

filed.

(52) OCC/ APJN contend that in their inidal brief they argued that
adoption of the DIR would impact customer affordability

without the benefit of a cost benefit anaiysis.% With the
adoption of the DIR, OCC/AP)N reason that the Opinion and
Order did not address customer affordability in light of the
state policies set forth in Section 4928.02, Revised Code, and,

57 Id. aat 47
5B pCC/APjN Initial Brief at 96-114.
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therefore, the Opinion and Order violates Section 4903.09,

Revised Code.

-49-

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. First, we note that the Ohio Supreme
Court has ruled that the policies set forth in Section 4928.02,
Revised Code, do not impose strict requirements on any given

program but simply expresses state policy and function as

guidelines for the Commission to weigh in evaluating utility
proposals.59 Nonetheless, we note that the ESP mitigates
customer rate increases in several respects. The provisions of
which serve to mitigate customer rate increases include, but are
noflixnited to, stabilizing base generation rates until the auction
process is implemented, June 1, 2015; requiring that a greater
percentage of AEP-Ohies standard service offer load be
procured through auction sooner than proposed in the
application; continuance of the gridSMART project so that
more customers will benefit from the use of various
technologies to ailow customers to better control their energy
consurnption and costs; and developing electronic system
improvements to facilitate more retail competition in the AEP-

Ohio service area. Thus, while the adoption of the DIR
supports the state policy to ensure reliable and efficient retail
electric service to consumers in AEP-Ohio service territory, the
above noted provisions of the approved ESP serve not only to
mitigate the bill impact for at-risk consumers but alI AEP-Ohio
consumers. On that basis, the Opinion and Order supports the
state policies set forth in Section 4928.02, Re'vised Code. Thus,
we reject OCC/APJN's attempt to narrowly focus on the DIR
as the. component of the ESP that must support the state
policies and deny the request for rehearing.

XII. PHAS&IN RECOVERY RIDER

(53) IEU asserts that the Opinion and Order is unlawful and
unreasonable as it authorized recovery of the PIRR without
taking into consideration IEU°s arguments on the effect of
ADIT. IEU argues that the decision is inconsistent with
generally accepted accounting principles, regulatory principles,

59 In re Application of Colurnbus Southern Power Co. et al.,128 Ohio St3d 512, at 5?5, 2011-0hio-1788
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and violated IEU's due process by approving the PIlZR without

an evidentiary hearing.

AEP-Ohio offers that IEU's claims ignore that the deferred fuel
expenses were established puxsuant to the Commission's
authority under Section 4928.144, Revised Code, in the
Company's prior ESP Opinion and Order. The ESP 1
proceeding afforded IEU, and other parties due process when
this component of the FSP was established. The purpose of the
PIRR Case is to establish the recovery mechanism via a non-
bypassable surcharge. AEP-Ohio argues that the FSP 1 order is
final and non-appealable on this issue. AEP-Ohio notes that
the Supreme Court of Ohio has , held that there is no
constitutional right to a hearing in rate-related matters if no
statutory right to a hearing exists b° AEP-Ohio concludes that
hearing was not required to implement the PIRR mechanism.
Specifically as to IEU's ADIT related objections to the Opini.on
and Order, AEP-Ohio contends that IEU has made these
arguments numerous times and the doctrine of res judicata

estops IEU from continuing to make this argument.61

The Conunission notes as a part of the ESP 1 proceeding, an
evidentiary hearing was held on the application and the
ConuYUission approved the establishment of a regulatory asset
to- consist of accrued deferred fuel expenses, including interest.
IEU was an active participant in the ESP 1 evidentiary hearing
and was afforded the opportunity to exercise its due process
rights. However, there is no statutory requirement for a
hearing on the application to initiate the PIRR mechanism to
recover the regulatory asset approved as a component of the
F.SP 1 order, as IEU claims. Interested persons were
nonetheless afforded an opportunity to submit comments and
reply comments on the Company's PIRR application. IEU was
also an intervener in the PIRR Case and submitted comments
and reply comments. The Com.mission agrees, as AEP-Ohio
states, that IEU and other parties have argued and reargued
that deferred fuel expenses should accrue net of taxes. The
issue was raised but rejected by the Commission in the ESP 1
proceeding and the issue was raised, reconsidered and again
rejected by the Commission in the PIRR Case Opinion and
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Order and the Fifth Entry on Rehearing. The Cornmission
finds, as it relates to the PIRR, tbat the issues in this modified
ESp 2 proceedings were appropriately limited to the merger of
the PIRR rates and the effective date for collection of the PIRR
rates. IEU has been afforded an opportunity to present its
position in both the ESP 1 and PIRR proceedings and, as sucly
there is no need to reconsider the matter as a part of this
proceeding. Accordingly, we deny IEU's request for rehearing

of the issue.

(54) OCC/APJN argue that the Opinion and Order is inconsistentOPto

the extent that it approves the request to merge the CSP and
rates for several of the other riders under consideration in the
ESP application but maintained separate PIRR riders for the
CSP and OP rate zones. OCC/ AI'jN emphasIze that the
Stipulation initially filed in this proceeding advocated the
merger of the PIRR rates and in the December 14, 2011,
Opinion and Order the Conunission approved the merger of
the rates. The Comnaission's decision not to merge the CSP and
OP PIRR rates, according to OCC/ APJN, is a reversal of its
earlier ruling on the same issue without the justification

required pursuant to Section 4903.09, Revised Code.

OEG notes that continuing to maintain s' eparate FAC and PIRR

rates for each of the rate zones auctions since the prieuto
two separate specific energy oy
beat is different for each rate zone. OEG offers that one way for
the Commission to address the issues raised on rehearing as to
FAC and PIRR, is to immediately merge the FAC and PIRR

rates.

As OCC/ APJN explain, the Commi.ssion approved without
modification, the merger of the PIRR rider rates. However, the
Commission subsequently rejected the Stipulation on
rehearing. The Commission notes that in regard to the FAC,
the vast majority of deferred fuel expenses were incurred by
OP rate zone customers, and a significant portion of the
deferred fuel expense of former CSP customers was recovered
through SEET evaluations. Upon further consideration of the
PIRR and FAC rates issues, the Commission has determined
that maintaining separate rates for the OP and CSP rate zones,

given the significant difference in the outstan a^ss^ ^^he
expenses per rate zone, is reasonable, as

-51-
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(55)

Opinion and Order and advocated decisionanand deruees
Accordingly, the Commission af#irms its
OCC/APJN's request for rehearing as to the merger of the

pIRR rates.

OEG expresses concern that the PIRRra^ ^^^ptre with
until December 31, 2018, while the FAC

this ESP on May 31, 2015. OE^ Te^ ^ e^e for OP and
the rates for energy and capa ty
CSP rate zones. OEG requests that f^e ^Srates a^fter the
it is not precluding the merging the FAC and
current ESP expires. OEG reasons that merging administrative

PIRR rates for each rate zone w^de^ ency,e andal̂ign the
complexity and burden, m^'e
structure of the FAC and PIRR with the other AEP-Ohio rider

rates. for

Simplification of the aucti ^e deferred fuelcexPense^b`da e
does not justify ignoring
incurred for the benefit of OP customers at the expense of CSP
customers. The Commisszon will continue to monitor AEP-

Ohio's outstanding deferred fuel expense balance and may

reconsider its decision on the merger of the PIRR and FAC
rates. However, at this time, we are not convinced by the
arguments of OEG to reverse our decision in the Opinion and

Order. Accordingly, we deny the request for rehearing.

XIII. ENh KtaY r;Prt^,^L,.•.• . -

(56) pCC/ ApjN offer that the Commission adversely affected the
rights of the signatorY parties to the EE/PDR Stipulation in
Case No.11-5568-ETPOR et at. by merging the EE/PDR rates
in this proceeding. OCC/APJN assert that the parties
envisioned separate EE/PDR rates for the CSP and OP rate

zones after the merger of CSP and OP.

AEP-Ohio reasons that OCC/ APjN's argument to nmaintain
separate EE/ PDR rates is without merit and notes that the

Comnlission specificallY stated
revitewed d t^ate ^matters

result of the merger, w 62 AEP-Ohio supports the
resolved in this Proceeding'

------------ -

62 In re AEP-OFtio, Case No.10-2376-EI.-LJNG Entry at 7 (March 7, 2012).
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CornYnzssion's decision and asks that the Commission deny this

request for rehearing

In light of the fact that the Commission reaffirmed .AEP-Ohio's

merger on March 7, 2012, OCC/APJN should have been aware

of the Commission's plan to ,consider the rnerging of CSP and

OP rates as part of the ESP proceeding. Further, the
Commission notes that nothing in the EE/PDR Stipulation or
the Opirion and Order approving the Stipulation confirms the

assertions of OCC/ APjN that the parties expected the EE/ PDR

rates to be separately maintained after the merger of CSP and
OP. In addition, OCC/ APJN assert in their application for
rehearing that combining the EE/ PDR rates prevents the
parties from receiving the benefit of the bargain reached in the
EE/PDR Stipulation. We therefore deny the request for

rehearing.

-53-

XIV. GRIDSMART

(57) AgF-Ohio asserts that the Cornmission's failure to establish a
final reconciliation and true-up for the gridSMART rider which
will expire prior to or in conjunction with the end of this ESP

terrn, May 31, 2015, was unreasonable.

We grant AEP-Ohio's request for rehearing. Accordingly, the
Commission c3arifies and directs that within 90 days after the
expiration of this ESP 2, AEP-Ohio shall make a filing with the
Commission for review and reconciliation of the final year of

the Phase I gridSMART rider.

XV. ECONOMIC DEVELOPIviENT RIDER

(58) OCC J APJN renew their request on rehearing that the
Commission Order AEP-Ohio shareholders maintain the
Partnership with Ohio (PWO) fund at $5 million per year and
to designate $2 million for the Neighbor-to-Neighbor program.
OCC/APJN argue that the Commi..ssion's failure to address

their request to fu..nd the PWO and Neighbor-to-Neighbor
funds, without explanation, is unlawful under Section 4903.09,
Revised Code. Further, OCC/ APJN reiterate that it is unjust
and unreasonable for the Commission not to order AEP-Ohio
to fund the PWO program in light the f Opinion

the Ohioand Order directed the Companies to r ui
Growth Fund. OCC/APJN note that the Commission ordered
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the funding of the Ohio Growth Fund in its December 14,2011
order approving the Stipulation. OCC/ APJN argue that the at-
risk population is also facing extenuating economic
chreumstances, particularly in southeast Ohio served by AEP-
Ohio. OCC/ APJN offer that at-risk populations are to be
protected pursuant to the policy set forth in Section 4928.02(L),

Revised Code.

The Commission notes that provisions were made for the PWO
to the benefit of residential and low-income customers, as part
of the Company's distribution rate case.63 The PWO fund
directly supports low-income residential customers with bill
payment assistance. The Comtnission concluded, therefore,
that the funding in the disiribution rate proceeding was

adequate and additional fuz ►ding of the PWO fund, as

requested by OCC/ APTN was unnecessary' However, as noted
in the Opinion and Order, the Ohio Growth Fund, "creates
private sector economic development resources to support and
work in conjunction with other resources to attract new
investment and improve job growth in Ohio" to support Ohio's
economy. For these reasons, the Cornmission did not revise the
Opinion and Order and we deny OCC/ APjN's application for

rehearing.

XVI. STORM DAMAGE RECOVERY MECHAP+tISM

(59) In its application for rehearing, AEP-Qhio suggests that the
Commission clarify that, under the storm damage recovery
mechanism`s December 31 filing procedure, a cutoff of
September 30 be established for all expenses incurred. AEP-
Ohio opines that the clarification would allow any qualifying
expenses that occur after September 30 of each year to be added
to the deferral balance and carried forward. AEP-Ohio notes
that absent a cut off date, if an incident occurs late in the
reporting year, expenses may not be accounted for at the time

of the December 31 filing.

In its memorandum contra, OCC/APJN point out that AEP-

Ohio's request for clarification would result in customers
accruing carrying costs for any costs that may be incurred
between October 1 and December 31. As an alternative,

-54-

63 In re AEP-Ohio, Case No.11-351-EL-AIR, Opinion and Order at 6, 9(December 14, 2011).
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OCC/ APJN suggest
the Commission considex a provision

allowing AF1'--0hio to amend its f ilirt.g up to 30 days after the
December 31 deadline to include any storm costs from the

month of December that were not induded in the original

filing.

The Commission finds that AEP-Ohio's application for

rehearing should be granted• We believe it is important to
account for any expenses that may occur just prior to the

December 31 filing, however, we are also sensitive to

OCC/ APJN's concern about carrying costs being incurred over
a three-month period as a result of AEP-Ohio's request.
Accordingly, we find that under the storm damage recovery
mechanism, in the event any costs are incurred but not

accounted for prior to the December 31 filing deadline, AEP-
Ohio may, upon prior notafication to the Commission in its

December 31 filing, amend the filing to include all incurred

costs within 30 days of the December 31 filing.

XVII. GENERATION RE50URCE RIDBR

(60) FES and IEU argue, as each did in their respective briefs, that
the dictates of Sections 4928.143(B) and 4928.64(E), Revised
Code, require the GRR be established as a bypassable rider.

FES, IEU and OCC/APJN request rehearing on the approval of
the GRR on the basis that all the statutory requirements of
Section 4928.143(B)(2)(c), Revised Code, have not been met as a
part of this ESP. FES contends that Sections 4928.143 (B)(2)(c)

and 4928.64(E), Revised Code, are irreconcilable and the
specialized provision of Section 4928.64, Revised Code,

N adds that the CommiSsion's creation of
prevails. OCC j APJ
the GRR, even at zero, abrogated Ohio law. For these reasons,

FES, IEU, and OCC/ APJN submit that the GRR is unreasonable

and unlawful.

Each of the above-noted requests for rehearing as to the GRR
mechanism was previously considered by the Conmmission and

rejected in the ^ipircion and Order. Nothing offered in the

applications for rehearing persuades the Commission that the
Opinion and Order is unreasonable or unlawful. Accordingly,
the applications for rehearing on the establishment of the GRR
are denied. Further, the Commisslon notes that we recently

-55-
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concluded that AEP-Ohio and Staff failed to make the requisite

demonstration of need for the Turning Point project.64

-56-

(61) IEU argues that the language in Section 4928.06(A), Revised
Code, imposes a duty on the Commission to ensure that the
state policies set forth in Section 4928.02, Revised Code, are

effectuated. Elyria Foundry a. Public Utz1. Comrn.,114 Ohio St3d.

305 (2007). IEU contends the adoption of the GRR violates state
policy and conflicts with the Capacity Order, in which where
the Commission determined that market-based capacity pricing
will stimulate true competition among suppliers in AEP-Ohio's
service territory and incent shopping, thus, implicitly rejecting
that above-maxket pricing is compatible with Section 4928.02,

Revised Code.65

The Commission notes that the Supreme Court of Ohio
determined that the policies set forth in Section 4928.02,
Revised Code, do not impose strict requirements on any given
prograin but sirnply express state policy and function as
guidelines for the Commission to weigh in evaluating utility
proposals.66 IEU does not specifically reference a particular
paragraph in Section 4928.02, Revised Code, supporting that
the GRR is unlawful. Nonetheless, the Commission reiterates,
as stated in the Opinion and Order, that AEP-Ohio would be
required to share the benefits of the project with all customers,
shopping and non-shopping to advance the policies stated in

paragraph (H), Section 4928.02, Revised Code.

XVIII. POOL MODIFICATION RIDER

(62) FES argues that the application did not include a description or
tariffs reflecting a PTR and, accordingly, did not request a PTR
to be initially established at zero. FES submits that there is no
evidence and no justification presented in support of a PTR
and, therefore, the Commission's approval of the PTR is

unreasonable.

AF,P-Ohio responds that FES's claims are misleading and

erroneous. AEP-Ohio cites the testimony of witness Nelson

64 In re AEP-Ohio, Case I3os.10-501 EL-FOR and 10-502 EL-FOR, Opinion and Order at 25-27 Qanuary 9,

2013).
^ In re AEP-Ohio, Case No.10-2929-EL-UNC, Opinion and Order at 23 Quly 2, 2012).

66 In re Application of
Columbus Southern Power Ca. et al., 128 Ohio St.3d 512, at 525, 2011-Ohia1788.
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which induded a complete description of the PTR. AEP-OMo
notes that the Cornmission was able to discern the structure of
the PTR and approved the request. AEP-Ohio asserts that

FES's claims do not provide a basis for rehearing.

FES's arguments as to the description of the FTR in the
application overlook the testimony in the record, and the
directives of the Cornm'ssion. As specifically stated in the
Opinion and Order, recovery under the PTR is contingent upon
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 Commission.67 Furthermore, the Opinion
and Order emphasized that if AEP-Ohio seeks recovery under
the PTR, it will maintain the burden set forth in Section
4928.143, Revised Code fis Accordingly, the Commission denies

the request of FES for rehearing on this issue.

(63) [EU also submits that the PTR (as well as the capacity deferral
and RSR) violates corporate separation requirements in that it
operates to allow AEP-Ohio to favor its affiliate and ignore the
strict separation between competitive and non-competitive
services. Specifically, IEU contends that Section 4928.02(H),
Revised Code, prohibits the recovery of any generation-related
cost through distribution or transrnission rates after corporate

separation is effective.

We find that IEU made similar arguments as to generation
asset divestiture. For the same reasons stated therein, the
Commission again denies IEU's requests for rehearing.

(64) IEU also contends that the PTR69 is unreasonable and unlawful
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

-57-

67 Opinion and Order at 49.

68 jd
59 ^ r^es the same argument as to the RSR and the capacity charge.

'^ In the Nfatte^' of the Apptications of Columbus Sou thern Power Company and Ohco Porver Company for Approval

of Tl^eir Electric Transition P[ans and for Receipt of Transition Revertues. Case Nos. 99-1729-EUETp and ^"

173()-ELrETP. Opinion and Order (September 28, 2000).
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As to IEU's claim that the PTR is unlawful under th gr As we
in the ETP cases, the Commission rejects this argument.
stated in the Opinion and Order, approval of the PTR
mechanisrn does not ensure any recovery to AEP-Ohio. AEP-
Ohio can only pursue recovery under the PTR if this
Commission modifies or amends its corporate separation plan,
filed in Case No.12-1126-EL-UNC (CorPorate Separation Case),
as to divestiture of the generation assets only. F'^ther, if the
conditions precedent for recovery under the PTR are met, AEP-
Ohio has the burden under Section 4928.143, Revised Code, to
demonstrate that the Pool Agreement benefitted Ohio

ratepayers over the long-terin, any PTR costs and/or revenues
were allocated to Ohio ratepayers, and that any costs were
prudently incurred and reasonabie 7i iEU made substantially
similar claims regarding transition cost and the ETP cases in
the Capacity Case72 The type of transition costs at issue in the
B'I'P cases are set forth in Section 492$.39, Revised Code. We
find that recovery for forgone revenue associated with the
termination of the Pool Agreement is permissible under Section
4928.143(B)(2)(d), Revised Code, as discussed more fully below.

Thus, we find IEU's arguments incorrect and premature. In
addition, for the same reasons we rejected these arguments by
IEU on rehearing in regard to the RSR and capacity charge, we

reject these clauns as to the PrR' IEU's request for rehearing is

denied.

(65) FES, IEU and OCC/ APTN reason that the Commission based its
approval of the PTR on Section 4928.143(B)(2)(h). Revised
Code, which applies only to d.istribution service and does not
include incentives for transitioning to the competitive market.
FF,S, IEU and OCC/APJN offer that the PTR is generation
based and has no relation to d.istribution service. Further, FES
offers that by the time the AEP Pool terminates, the generation
assets wili be held by AEP-Ohio s generation affiliate and any
revenue loss experienced will be that of a competitive
generation provider. According to FES and OCC/AP)N,
nod&,g in Section. 4928.143(8)(2), Revised Code, or any other
provision of Ohio law, permits a competitive generation
provider to recover lost revenue or to incent the electric
distribution utility to transition to market. Furthermore, FES

71 Opinion and Order at 49.
72 In re AEP-Ohia, Case No.10-2929-ELrUNC, OP'non and Order at (date).
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reasons that Section 4928.02(TI), Revised Code, specifically

prohibits cross-subsidization. IEU likewise claims that Section
4928.46, Revised Code, obligates the Commission to effectuate
the state policies in Section 4928.02, Revised Code.

AEP-Ohio replies that despite the claims of FES, IEU and

OCC/APJN, statutory authority exists for the adoption of the
PTR falls under Section 4928.143(B)(2)(h), Revised Code, as the

Commission determined in its Opinion and Order. The PTR, is

also authorized, accord'zng to AEP-Ohio, under Sectdon

4928.143(B)(2)(d), Revised Code. AEP-Ohio reasons that the
purpose of the Pool Agreement is to stabilize the rates of Ohio
customers, thus division (B)(2)(d) of Section 4928.143, 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 A.EP-Ohio's revenues result from sales

of power to other AEP Pool members. With the termination of

the Pool Agreement, if there is a substantial decrease in net

revenue, under the provisions of the PTR, the Company could

be compensated for lost net revenue from retail customers.
Based upon this reasoning, AEP-Ohio argues that the PTR is an
authorized component of an ESP and was correctly approved

by the Commission.

The Commission notes that the Opinion and Order specifically

limited AEP-Ohio's right to recover under the PTR, only in the

event this Commission modified or amended its corporate
separation plan as to the divestiture of its generation assets.73

The Opiriion and Order also directed, subject to,the approval of

the corporate separation plan, that' AEP-Ohio divest its

generation assets from its electric distribution utility assets by

transfer to its generation affiliate.74 Further by Finding and

Order issued on October 17, 2012, in the Corporate Separation

Case, AEP-Ohio was granted approval to amend its corporate
separation plan to reflect full structural corporate separation
and to transfer its generation assets to its generation affiliate.

Applications for rehearing of the Finding and Order in the

Corporate Separation Case were timely filed and the
Coxnmissiori s decision on the applications is currently
pending. The Commission reasons, however, that if we affirm

1-09-

73 Opinion and Ordu at 49.

74 Id. at 5U.
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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)(d),

Revised Code, supports the adoption of the P'TR.75 The
termination of the Pool Agreement is a pre-requisite to AEP-
Ohio's transition to full structural corporate separation. With
AEP-Ohio's move to full structural corporate separation and
CRES providers securing capacity in the market, the number of
service offers for SSO customers and shopping customers will
likely increase and improve. On that basis, termiriation of the
Pool Agreement is key to the establishment of effective

competition and authorized under the terms of Section
4928.143(B)(2)(d), Revised Code. We are not dissuaded from
this position by the claims of OCC/ APJN and FES. As
pCC/ APJN correctly assert, revenues received as a result of
the Pool Agreement are not recognized in the determination of

However, OCC/APJN fails tosignificantly excessive earnings•
recognize that the language of Section 4928_143(F), Revised
Code, specifically exclude such revenue. We also note, that
while effective competition is indeed the goal of the
Conunission, Section 4928.02(H), Revised Code, does not
strictly prohibit cross-subsidization- The Ohio Supreme Court
has ruled that the policies set forth in Section 4928.02, Revised
Code, do not impose strict requirements on any given program
but simply express state policy and function as guidelines for
the Comrnission to weigh in evaluating utility proposals.76

(66) IEU claims that Section 4928.06, Revised Code, raises the state'
policies set forth in Section 4928.02, Revised Code, to

requirements. Elyria Foundry v. Public Util. Comm., 114 Ohio

St.3d 305 (2007). We note, that more recently, the Ohio
Supreme Court determined that the policies set forth in Section

75 Section 4928.143(B)(2)(d), Revised Code, states:

-60-

Terms, conditions, or charges retating to limitations on customer shopping for retail electric
generation service, bypassability, standby, back-up, or supplemental power service, default

service, camrying costs, amortization periods, and accounting or deferraLs, including future
recovery of such deferrals, as would have the effect of stabilizh°8 or providing certainty

regarding retaii electric service.

76 In re Application of Columbus Soutltern Pouwer Co.
et aI.,128 Ohio St.3d 512, at 525, 2o11-Ohio-1788
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4928.02, Revised Code, do not impose strict requirements on

any given program but simply express state policy and

function as guidelines for ^ e^^m̂^s{ 1°^^°^e weigh

evaluating 'utility proposals.
ruling we approved the establishn ►enf of the PTR subject to the

Company making a subsequent filing for the Commission's

review including the effectuation of state policies.

GENERATIUN AaSEF DIVESTNRExix.

-61-

(67) In its application for rehearing, AEP--0hio asserts that the
Commission should 'have approved the corporate separation
application at the same time that it issued the Opinion and
Order or made approval of the Opinion and Order contingent
on approval of the Company's corporate separation application
filed in Corporate Separation Case. AEP-Ohio argues that
structural corporate separation is a critical component of the
ESP which is necessary for AEP-Ohio to transition to
implementing an auction-based SSO. Thus, AEP-01tio requests
that the Commission clarify on rehearing, that the FSP will not
be effective until the Commission approves AEP-Ohio's

corporate separation application.

The Opinion and Order was issued August 8, 2012. The order
in AEP-Ohio's Corporate Separation Case was issued October
17, 2012, approving the corporate separation plan subject to
certain conditions. The Commission denies AEP-Ohio's
request to make the ESP effective upon the approval of the
corporate separation plan. AEP-Ohio had the option of
designing its modified EESP application to incorporate its

corporate separation plan or to ael^ ^P cases.consolidation

the Corporate Separation Case an
did not undertake either option. Furthermore, the rates and
tariffs in compliance with the Opinion and Order were
approved and have been effective since the first billing cycle of
September 2012. Accordingly, it wuld be unreasonable and
unfair to make the effective date of the ESP the date the

corporate separation case was approved. AEP-Ohio's request

for rehearing is denied.

77 In re Application ofColurnbus Southern Pozoer Co. et a1.,128 Ohio St3d 512, at 525, 2011-Ohio-1788.
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(68) IEU argues that the Opinion and Order is unlawful and
unreasonable to the extent that the Coznrnission approved the
conditional transfer of the generation assets without
determining that the transfer complied with Sections 4928.17,
4928.02, and 4928.18(B), Revised Code, and Chapter 4901:1-37,

O.A.C.

As we previously'acknowledged, AEl'-Ohlo dd not request
that the Corporate Separation Case and the ESP proceedings be
consolidated. Therefore, as was noted in the Opinion and
Order,, the primary considerations in the FSP proceeding was
how the divestiture of the generation assets and the agreement
between AEP-Ohio and its generation affiliate would impact
SSO rates and customers. The requirements for corporate
separation contained in Sections 4928.17 and 4928.18(B),
Revised Code, and the applicable rules in Chapter 4901:1-37,
O.A.C., were addressed in the Corporate - Separation Case
which was issued subsequent to the Opinion and Order in this
matter. As the issues raised by IEU have subsequently been
addressed, we deny the request for rehearing.

(69) AEP-Ohio also requests that the Commission reconsider and
rnodify the directives as to the pollution control revenue bonds
(pCRB). AEP-Ohio requests that, at a minimurn, the
Cornmission clarify that the 90-day fhng be limited to a
demonstration that AEP-Ohio customers have not and will not
incur any additional costs caused by corporate separation, and
that the hold harmless obligation pertains to the addition.al
costs caused by corporate separation. AEP-Ohio requests
percnission to retain the PCRB or, in the alternative, authorize
AEP-Ohio to transfer the PCRB to its generation affiliate
consistent with the Corporate Separation Case. AEP-Ohio
suggest that the PCRBs be retained by AEP-Ohio until their
respective tender dates and transfer the liabilities to its

generation affiliate with inter-companp notes during the period

between closing of corporateP^^o attests thatheither option
tender dates of the PCRB- AE
offered would not cause customers to incur any additional
costs that could arise from corporate separation and eliininate

the need for any 90-day filing.

We grant rehearixig on the issue of the PCRB to clarify and

reiterate, consistent
with the Commission s decision in the
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Corporate Separation Case, that ratepayers be held harniless.
In the Corporate Separation Case, in recognition of the
Company's request for rehearing in this matter and as a
condition of corporate separation, the Commission directed the
Company utilize an intercompany note between AEP-Ohio and
its generation affiliate wherein AEP-Ohio could retain the
PCRB and avoid any burden on AEP-Ohio EDU ratepayers?s
Thus, with the Commission's decision in the Corporate
Separation Case, the 90-day filing previously ordered in this

proceeding was no longer necessary.

(70) IEU argues that the Opinion and Order is unreasonable and
unlawful 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 pexmits AEP-Obio, 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 capadty price of
$188.88 per. MW-day is significantly higher than the price that
can be acquired in the market and AEP-Ohio has not evaluated
the arrangement with AEP-Ohio s generation affiliate or
considered options available in the competitive market. As to
the pass-through of generation based revenues from SSO
customers, FES clairns there is no record evidence to sup- port an

"arbitrary" price for energy and capacity from SSO customers.
FES, 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, FFS reasons that the base generation
revenues reflect an inappropriate cross-subsidy and are a

detriment of the competitive market.

Finally, IEU, FES, and OCC/APAC submits that the pass-
through of revenues from AEP-Ohio to its generation affiliate,

78 In re O1rio Pouw Company, Case No,12-1126-EGi3NC, Order at 17-18 (October 17, 2012).
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violates the state policy set forth in Section 4928.02(H), Revised

Code.

AEP-Ohio replies that AEP-Ohio is a captive seller of capacity
to support shopping ioad under its FRR obligations and is
required to fulfill that obligat.ion during the term of this ESP
after corporate separation. AEP-Ohio states four primary
reasons why payments to its generation affiliate are not illegal
cross subsidies and should be passed to its generation affiliate
after corporate separation during this E,SP: First, the
Commission approved functional separation and AEP-Ohio is
presently a vertically-integrated utility. Second, during a
portion of the term of this ESP, AEP-Ohio will be legally,
strueturally separated but remain obligated to provide SSO
service at the tariff rates for the full term of the ESP. Third,
after corporate separation, AEP-Ohio's generation affiliate will
be obligated to support SSO service (energy and capacity) and
AEP..Ohio reasons it is only appropriate that its generation
affiliate receive the same generation revenue streams agreed to
by AEP-Ohio for such service. Finally, there will be an SSO
agreement between AEP-Ohio and its generation affiliate for
the services, which is subject to the jurisdiction and approval
by the Federal Energy Regulatory Commission (FERC).
Furthermore, AEP-Ohio warns that without the generation
revenues the arrangement between AEP-Ohio and its
generation affiliate will not take place. AEP-Ohio also notes
that FES has supported this approach on behalf of the First
Energy operating compaities for several years. AEP-Ohio
concludes that the interveners' cross-subsidy arguments are not

a basis for rehearing.

First, as we have noted at, other times in this Bntry on
Rehearing, the Ohio Supreme Court has ruled that the policies
set forth in Section 4928A2, Revised Code, do not impose strict
requirements on any given program but simply expresses state
policy and function as guidelines for the Commission to weigh

in evaluating utility proposals.79

The Commission recently approved AEP-Oi1io's application for
structural corporate separation to facilitate the Company's
transition to a competitive market. Given that the term of this

79 , In re AppIieation of Columbus Sautherne Paurer Co. et 41., 128 Ohio Sk3d 512, at 525, 2o11-Ohio-1788.
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ESP, corporate separation of the generation assets, and AEP-
Ohio's FRR obligations are not aligned, in the Opinion and
Order the Conunission recognized that revenues previously
paid to AEP-C)llio for SSO service will be paid to its generation
affiliate for the services provided. However, while we believe
it is appropriate and reasonable for rewenues to pass thru AEP-
Ohio to its generation affiliate for the services provided by no
means will we ignore Section 4928.143(B)(2)(a), Revised Code.
The costs incurred by AEP-Ohio for SSO service will be
evaluated for prudence as a part of AEP-Ohio's
FAC/Alternative Energy Rider audit. None of the arguments
presented by FES, IEU or OCC/ APJN convince the
Conunission that this decision zs u.nreasonable or unlawful and,
therefore, we deny the reyuests for rehearing of this issue.

-b5-

It is, therefore,

ORDERED, That Duke's motion to file memorandurn contra instanter 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. It 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 Commissiori s August 8, 2012,
Opinion and Order, be denied, in part, and granted, in part, as set forth herein. It is,

further,
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ORDERED, That a copy of this opinion and order
be served on all parties of record.

THE PUBLIC UTILITIES COMMISSION OF OHIO

„_ -

Todd ni hler, Chairman

,
'^ ---- Andre T. Porter
Steven D. I.esser /l 1114

Lynn Slaby^"

GNS/JJT/vrm

Entered in the Journal

ap►N 3 0 2U13

."yK•vle^.Q
4L-^

Barcy F. McNeal
Secretary

J,
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BEFORE

THE PUBLIC UTILITIES COMMISSION OF OHIO

In 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 )
Columbus Southern Power Company and ) Case No. 11-349-EL-AAM
Ohio Power Company for Approval of ) Case No. 11-350-EL-AAM

Certain Accounting Authority. )

SECOND ENTRY ON R.EHEARING

The Commission 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 (Order). Further, the August 8 Order directed
AEP-Ohio to file proposed final tariffs consistent with the

Opinion and Order by Augast 16, 2012.

(3) On August 16, 2012, AEP-Ohio submitted its proposed
compliance rates and tariffs to be effective as of the first bilTing
cycle of September 2012. By entry issued on August 22, 2012,
the Corrunission approved the proposed tariffs and rates to be
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 to any matter deteriatined by the
Conmmission; within 30 days of the entry of the order upon the

Conlnlission's journal.

(5) On September 7, 2012, AEP-Ohio, The Kroger Company, Ormet
Primary Aluminum Corporation, Industrial Energy Users-Ohi.o
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(ISU), 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 Association, The Buckeye Association

of School Ad.ministrators, and The Ohio Schools Council
(collectively the Ohio Schools), and jointly by the Ohio
Consumers' Counsel (OCC) and Appalachian Peace and justice
Network filed applications for rehearing of the Coriunission's
August 8, 2012 Order. Memoranda contra the various
applications for rehearing were filed jointly by Duke Energy
Ohio, Inc. and Duke Energy Commercial Asset Managernent
Inc., FM, OCC/,p,PjN, IEU, OMAEG/OHA, OEG, Ohio
Schools, and AEP-Ohio on September 17, 2012.

(6) 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.

(7) 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 rehearing, IEU argues that Section
4928.143(B)(2)(d), Revised Code, does not provide the
Commission authority to approve AEP-Ohio's retail stability
rider (RSR). Specifically, IEU states that the fact that the RSR
wiIl 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 causes the modified ESP to be less
favorable in the aggregate than a market rate offer.

AEP-Ohio responds that IEU raised similar arguments in its

first application for rehearing and fails to raise any new
arguments in its second application for rehearing. AEP-Ohio

_^_
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adds that IEU's interpretation of Section 4928.143(B)(2)(d),
Revised Code, unnecessarily narrows the statute. In addition,
AEF-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 Cornnnission finds that iEU fails to raise any new
arguments for the Cornrni.ssion'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 4928.143(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
dassification 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 C+CC's witnesses agreed that
the RSR relates to AEP-Ohio's generation revenues.

The Commission finds OCC's assignment of error 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 is a charge relating to default service that provides certainty
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 AEI'-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 rnay defer
the difference in revenue as a result of the customer rate cap.
In addition, IEU argues the Cornmission should identify the
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specific carrying charges that will apply to the deferred
amount IEU states that if the Commission continues to
authorize the customer rate impact cap deferral, it should set
the level of the carrying charges on the deferral balance to a
reasonable level belo,w AEP-Ohio's long or short term cost of

debt.

In its memorandum contra, AEP-Ohio provides that the
carrying cost rate should be the weighted average cost of
capital, consistent with Commission precedent and AEP-Ohio s
phase in recovery rider. AEP-Ohio opines that the same
regulatory principles should be applied here, and any deferrals
under the customer rate impact cap would accrue a carrying
charge during the period of deferral and a lower debt rate

charge during the recovery period.

-4-

The Commission finds that IEU's application for rehearing
should be denied, as the customer rate impact cap is
permissible pursuant to Section 4928.144, Revised Code.
Seotion4928.144, Revised Code, provides the Commission with
discretion to establish a deferral to ensure rate or price stability
for customers, which the customer rate cap establishes by
limiting any customer rate increases to no more than a 12-
percent increase, The Commission determined this was
necessary in its order, and emphasized it again in its entry on
rehearing. (Order at 70; January 30 EOR at 40). Further, the
entry on rehearing clarified that AEP-Ohio was entitled to the
deferral of the incurred costs equal to the amount not collected,
as well as carrying costs, associated with the deferral. We do
clarify, however, that these carrying costs should be set at AEP-
Ohio's long-term cost of debt rate, as recovery of these costs are
not only guaranteed but also are consistent with Commission
precedent. Finally, the collection of the deferral is on a non-
bypassable surcharge, and protects customers from any
potential rate increases associated with AEP-Ohio's newly
established non-bypassable riders, consistent with Section
4928.144, Revised Code. Therefore, as the customer rate impact
cap complies with Section 4928.144, Revised Code, IEU's

arguments should be dismissed.

(12) IEU argues that the Commission cannot lawfully authorize a
non-bypassable rider to recover lost generation revenue
pursuant to Section 4928.143(B)(2)(d), Revised Code. IEU
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argues that only divisions (b) and (c) of Section 4928.143(B)(2),
Revised Code, allow for a generation-related, non-bypassable
char e for the recovery of construction costs. Therefore,

according to IEU, there
4928.143(B)(2)(d), Revised
Termination Rider (PTR).

is no basis under Section
Code, to approve the Pool

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 n{)(such

requirement. AEP-Ohio reasons that Section 4928.143(B) 2 d,
Revised Code, specifically grants the Commdssion 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 Couwnission to consider the "bypassabilitY" of the "[tjerms
conditions or charges relating to limitations on customer
shopping for retail electric generatlon service ... as would have
the effect of stabilizing or providing certainty regarding retail
electric service" as a component of an E.SP. The Cornmission
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.

(13) IEU also argues that the Commission failed to make the
necessary findings to demonstrate that the PTR would have the
effect of stabilizing or providing certainty regarding retail
electric service. IEU asserts that nothing in the record in this
case demonstrates that the Pool Agreement prevented an
auction for the provision of standard offer service (SSO) and
did not have any bearing on the Commission's conclusion in
AEP-Ohia s Capacity Case.1 Accordingly, fEU reasons that
there is no basis for the Commission 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
Cornmission to find that the PTR has the effect of providing

-5-

In re AEP-Ohio, Case No.1a2929-EL-UNC, Order Quly 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 subrn.its 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-Ohic explains that the
rationale offered in the August 8 Order is consistent with the
reasoning offered by the Commission in the January 30 EOR,
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
arnd adequately explained the basis for its decision.

We find no merit in IEU's daims 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 Agreernent°° (Order at 49). i'be basis for Ohio electric
utilities transitioni.ng to a competitive market is to encourage
retail electric suppliers to pursue customers with a variety of
service offers. A competitive market will ultima:tely 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
Cornmission limited AEP-Ohio's right to recover under the
PTR (January 30 EOR at 59-60), and even assuming that the
conditions for pursuing recovery under the PTR were met,
AEP-Ohio maintained the burden set forth in Section 4928.143,
Revised Code, to first file an application to "demonstrate the
extent to which the Pool Agreement benefitted Ohio ratepayers
over the long-term and the extent to which the costs and/or
revenues should be allocated to Ohio ratepayers... that any
recovery it seeks under the PTR is based upon costs which
were prudently incurred and are reasonable" (Order at 49).
Thus, at this juncture, the PTR has only been approved to
facilitate the possibility of recovery. The Commission 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
arguments 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 again on rehearing.

in yet another attempt to support its arguments about Section
4928.02(H), Revised Code, IEU overstates the January 30 EOR
and the Sporn Decision? We thoroughly considered and

addressed these clai.ms in the January 30 EOR. IEU fails to
raise any new argnments which persuade the Commission that
approval of the P'FR violates Sections 4928.02(H) and 4928.17,
Revised Code. Thus, we must again deny iEU's request for

rehearing.

It is, therefore,

2 In re Ohio Pouwer Company, Case No.1U-1454-EIrRDR, Finding and Order (f anuary 11, 2012).
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ORDERED, That the applications for rehearing of the January 30 EOR filed by OCC
and IBU are denied as discussed herein. It is, further,

ORDERED, That a copy of this Second Entry on Rehearing be served on all parties

of record.

THE PUBLIC UTTLTTIISS COMA'SISSION OF OHIO

-^j Todd A. hler, Chairnta.n

,..

^tc+van i7_ I.eSSeT Andre T.

GNS/JJT/vrm

Entered in the journal

hai7 ^CtQ,
04F * `

M. Beth Trombold

Barcy F. McNeal
Secretary
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