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IN THE SUPREME COURT 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 §4928.143, Ohio Rev. Code,
In the Form of an Electric Security Plan

In the Matter of the Application of
Columbus Southern Power Company and
Ohio Power Company for Approval of
Certain Accounting Authority

Case No. 2013-0521

Appeal from the Public Utilities Commission
of Ohio

Public Utilities Commission of Ohio
Case Nos. 11-346-EL-SSO

11-348-EL-SSO
11-349-EL-AAM
11-350-EL-AAM

FOURTH NOTICE OF APPEAL OF APPELLANT,
THE OHIO ENERGY GROUP

Appellant, The Ohio Energy Group ("OEG"), a party of record in the above-styled

proceedings, hereby gives notice of its appeal, pursuant to R.C. 4903.11 and 4903.13 and

S.Ct.Prac.R. 10.02(A), to the Supreme Court of Ohio and Appellee, the Public Utilities

Commission of Ohio ("Commission"), from an Opinion and Order issued August 8, 2012

(Exhibit A), an Entry on Rehearing issued January 30, 2013 (Exhibit B), and a Second Entry on

Rehearing issued March 27, 2013 (Exhibit C) by Appellee in PUCO Case Nos. 11-346-EL-SSO,

11-348-EL-SSO, 11-349-EL-AAM, and 11-350-EL-AAM (collectively, "Commission cases").

Appellant was and is a party of record in the Commission cases, and timely filed its

Application for Rehearing of Appellee's August 8, 2012 Opinion and Order in accordance with

R.C. 4903.10. Appellant's Application for Rehearing was denied, with respect to the issues on

appeal herein, by Appellee's Entry on Rehearing issued January 30, 2013. Subsequently, other

parties to the Commission cases filed Applications for Rehearing of Appellee's January 30, 2013
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Entry on Rehearing, which were denied by Appellee's Second Entry on Rehearing issued March

27, 2013.

Appellant complains and alleges that Appellee's August 8, 2012 Opinion and Order and

January 30, 2013 Entry on Rehearing in the Commission cases are unlawful, unjust and

unreasonable in the following respects, as set forth in Appellant's Application for Rehearing.

1 The Commission has no authority to allow deferred wholesale capacity costs that
competitive retail electric service providers owe to Ohio Power Company to be
recovered from retail customers (either shopping or non-shopping). Such costs
are. outside the scope of an Electric Security Plan and, therefore, cannot be
approved pursuant to R.C. 4928.143 or deferred pursuant to R.C. 4928.144.

WHEREFORE, Appellant respectfully submits that Appellee's August 8, 2012 Opinion

and Order and January 30, 2013 Entry on Rehearing in the Commission cases are unlawful,

unjust, and unreasonable and should be reversed. This case should be remanded to Appellee

with instructions to correct the errors complained of herein.

Respectfully submitted,

Michael L. Kurtz, Esq., Counsel of Record
(0033350)
David F. Boehm, Esq.
Jody M.K. Cohn, Esq.
BOEHM, KURTZ & LOWRY
36 East Seventh Street, Suite 1510
Cincinnati, Ohio 45202
Ph: (513) 421-2255
Fax: (513) 421-2764
dboel^un,.,^Jc bkllawfirm.com
mkurtz@,bkllawfinn.com
jkylercohn@,bkllawfirm.com

May 28, 2013 COUNSEL FOR OHIO ENERGY GROUP
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The Commiesion, considering the above-entitled appUca#ions, and the recoxd in
these proceedmgs, hereby issues its opinion and order in these matters.

A►f'f'l's1^RANCE5:

Steven T. Nourse, Mattbew J. Satterwbite, and Yazen Alaani,. American Electric
Power Servicae Corporation, One Riverside Plaza, 296 Flaor, Columbus, Ohio 43215-2373,
and Porter, Wright^ Monis & Arthur, LLP, by Dani.el R. Conway and Ckisten Moore, 41
South High StreeG Cc3lumbosy Ohio 43215, on behalf of Ohio Power Company.

Mike DeWine, Attorney General of the State of Ohio, by Werre L Margard I%
John H. Jones, and Steven L Beelesr, Assistant Attoarneys General,180 East Broad Street,
Columbus, Ohio 43215-3793, on bebalf of the Staff of the Public Utilities Comunmon of
Ohio.

Bruce J. Weston, Interiat Ohio Consumerd Counsel, Office of the Ohio Ccu►sunmrs'
Cvunsel, by Mau3reert. R. Gr&Ay, Joseph P. Serio, and Terry L. Etber, Assistant Consumerse
CounseL 10 West Broad Street, Columbus, Ohio 4321"M, on be'lialf of the residen.tial
utility consumers of Ohio Power Company.

Boehm, Kurtz & Lowry, by 2Vficharl L Kurtz, Kurt J. Boelun and Jody Kyler, 36 East
Seventh $trect, Suite 1510, C'ane=miati, Ohio 452O2, on behaxf of Ohio Bnergy Group.

Taft Stettinius & Holliste:r, LLP, by Mark S. Yuwrizk and Zachary D. Kravitz, 68 East
State Streetl Snite 1000, Colwnbus, Ohio 43215-M3, on behalf of The Kroger Company.

McNees, Wallace & Nurick. LLC, by Samuel C. Randazzo, Frank P. Darr, and
joseph E. Olilt,er, 21 East State Street 5uite.1700,.Columbus, Ohta 43215-+f2228, on behaif of
In.dustrial Bnerg,y Users-Ohio.

Bell & Royer Co, LPA, by Barth E. Royer, 33 South Grant Avemte, Columbus, +C3hia
43225-M7, on behalf of Domimion Retail, Inc.

Vorys, Sater, Seymour & Pease, LLI', by M. Howard Petricaff, Uja Kaleps43ark,
and St+ephenn. M. Howard, 52 East Gay Stsee#, Columbus, Ohio 43216-1008, and Covi:tgton
& Burling, by W'^IIiam Ma,ysey,12D1 Pennsylvania Avenue, WagingtaTt, D.C. 200K on
behalf of'l'he COWM CoWitam

Vorys, Sater, Seymonr & Pease, LLP, by M. Howard Petncoff, Lija Kaleps-Clak,
and Stephen M. Howard, 52 East Gay Street, Columbus, Ohio 43216-1008, on behalf of PJM
Power Providers Group.
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Vorys, Sater, Seymour & Pease, LLP, by M. Howard Petricof f and Lija Kateps-C1ark,

52 East Cay Sbe#, Cdumbus, C3hi.o 43216-1008, and Joseph M. Ciark, 6641 North High
Street Suite 200, WortbingEon, Ohio 43085, on behaff of Direct Energy Services, I.LC and

Direct Energy Bushms, LLC.

Vorys, Sater, Seymour & Pease, LLP, by M. Howard 1'etu-o#f and Lija ICaleps-clark,
52 East Gay Str.eet, Columbus, Ohio 43216-1408, on behalf of Retail Fr=gy Supply
Associadm

Vorys, Sata, Seymour & 1'em. LLP, by M. Howard Petricoff, Lija IC^^,
and Stephen M. Howard, 52 East Gay S1xee#, Cohunbu4 C7hio 43216-1008, and Eimer,
Siahl, IQevorn & Solbex& LL1', by David Stahl and Scott Solberpy 224 Svuth Miichigan
Avenue, Snite 1100, Chicago, ritxnois 60604, on behalf of Fxelun Generatian Company,
Constellation NewEnergy, lnc., and Gorwtetlation EMgy Commodities Group, Inc.

Ice Miller, LLP, by Christopher L Mi11er, Gregory J. Dunn, and Asim Z. Haque, 250

West Street, Columbus, Ohio 43215, on behalf of the Associalion of Indepmdent Colleges

and Uardversities oE Oh'to, the city of Hillsboro, the city of Grove City and the city of Upper

Arlingtm;.

Bra,eker dr Ecider, LLP, by Lisa Gabche]i McAlister and J. Thomas Siwo, 2Qa South
7hixd Stceet Colwrnbws, Ohio 932154291, on bebalf of Ohio Manafadurers Assmaticn.

EneW CrouP.

Bricker & E,c1der, LLP, by Thomas J. c3'Briery 100 South Third Street, Columbus,
Ohio 45215-4291, and Rirrtard L. Sites, 155 East Broad Sbreet, L" Floor, Colunbus, C)hio
43215-3620, on behalf of Ohio Hospital Associaiior►.

Calfee, Halber & Griswold, I.LP, by James F. L,ang, Laura G McHride, and N. Trevor
Mmander,14QQ KeyBank Center, 800 Superior Aveme, Cleveland, Ohio 44114^ Jones Day,

by David A. Kutdc and AlWon F. Haedt, 901 Lakesfde Avenue, Cleveland, O6io 44114•

1190, and Mark A. Hayden, 76 South Main 5treet Alamn, Ohio +143tI$, on belulf of
F3rstEnergy Solutions Corporation.

Joseph V. Maskovyak and MiChael Smalx, +l7hfo Poverty Law Center, 555 Butdes
Avenue, Columbus, Ohio 43215, on behalf of Appatachian Peace and Justice Neiwork.

Keawn& iduefting & Me:ru-np Pi.l„ by Kennw+t.̂ t p KMsler, One FaA Fourth Street,

Suite 1400, C'anc.'uutab, Ohio 45202 and Holly itachei Saut'h,, HfIT Business Center, 3803
Redortown Road, Zularsha3l, Virginia 2(}1151 on behalf of Wal-Mart Stores East, LP, and
Som's Bast. Inc.
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SNR Denton USy LLP, b
y Eu 600 Tower, y;t. Bn, D. on b,janv^s Iiubin,,1301 K Street NW, Sau

of Omiet Primary Aluxninurn Cazporation

Bricker & Eckler, by Ovistopher L. McmVomery, NIaxthew Wanvck. and Telzeme

O'`Donneli, 7.00 Sou 150 Third Streek►
Calum , ^21a-3b205^2^1•b^ehalf^ ^8 WindObioEast Broad S^et, Fioor, CAlumbus.

Farm Il, LLC.

Gregmy J. Potilos, 471 &nt Broad Stviat Suite 1520, Colmnbus, Ohio 43215, an

behalf of TuterNOC Lxac.

yjMiarn, Allwein & Moses, by Chrismpha J. A1lwierL 1373 Grandview Avenue,
Suite 21Z Colurnbas. Ohio 43212, on bebalf of NatciriI Resources Defense C,auncil.

Matthew Whifie, 6100 Fmwald Parkway, Dublin, Ohio 43016 and Wlutt Statevant,

LLP, by Mark A. Whi% Melissa L. Thompson, and Anclmw J. Campbell,155 East Bmad
Sitreet, Suite 2024, C'olmnhhe, Ohio 43215, on beYtaif of Inftrfttc CGas Supplj ►, IriC-

Baiiey Cavalieri, LLC, by Dane Stinsan, 10 West
O^dals, Olu'a^5ch^oo Boards

43215, on behalf of Ohio Association of Schod Bu^si^i
Asaociaticm, Buclceye Asaociation ad School AdminiMafors, and Ohio Schools Courrdl.

Chad A. End$1ey, 280 North High. SbvLt, P.O. Bax 18M, Cvlnmbns, Ohio 43218,

on behalf of the Ohio Fam Bureau Federatioa

Buckley Knng, bF Ueim N. Kaeliver,10 West Broad Straet, Sw.te 1300, Golumbus,

l7hi.o 43215, on behalf of Ohio RQStaurant Aseoc9atior.

El3xabeth Watfis and Rocco D'Ascenxo, 139 East Fourth Street, Cin,cinmf'L Ohio
45202 and Eberly MdM R©be^rt A.1^+IcIvMa^ ►v^,, 2321 Kemper Lane, Suite 100,aa^. LLC, by
Cmcimnati, Ohio 45206, on behalf of Duke EnmSY Qbio, Iric.

Amy B. Spi-ua and Jeum W. xingery, x^9 East Fourth Sbeet, Chwh=4 Olia
43215, and Thor,npaon Hme, LLP, by PMp B. Sixmeng ► 41 South High Sireet, Suite 1700,

Golumbus, Ohio 43215, on behalf of Duke Energy Retail Sales and Dulce FMgy
Comcmewsal Asset M-mgement inc.

Charlea Howard and Sarah Brcue, 655 Metro Piaae Sauth, Svi#e 270, I3ublin^. OYio,
43017, on behalf of Ohio Automobile Dealers Assocaatlcm-
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Judi L Sobecld, 1065 Woodman TJrfve, Daybaal ► t3hio 4593Z on behaif c' Dayton

Power and Light Company.

Kegler, Brown, Hi1l ds Ritter, LPA, by Roger P. Sugaman, 65-East State Street Suite
18(1Cf, Columbus, Ohio 43215, on bebalf of National Federation of 3ndependent Business -
t}Itio CUpterr.

Thompsnn Hine, L,LI'. by Carolyn & Fidlive, ftpha=tie Cluniei, and Muhael

Dillard, 41 South High 5bftt Suite 19IX3, Ccilambus,, C3hio 43225, on behalf of Border

Fanabry Electric Services, Iw-

The BelW Law Group, LLC, by Mr. )ack IYAv.xOVIR, M South High Steet,
CIgumbus, Ohio 432'15, on behalf of Universiiy of Toledo ?YU-ovation Enlerprum

Corporation.

Hahn, Loeser & Parlw, LLP, by Randy Hart, 200 Huntington Building, Cleve ,

Ohio 44114, on behalf af Swxirnit Eihanol, LLC djb/a POET Bidrefining- POW and

Fostor3a Etbanol, LLC d/ b/a POET Biorafiring FoStoria-

Jay S. jadwin, 155 West Nationwide Bivd., Suite 50a, Cohwlbus. Oltio 43215, an
behalf of AEP Retail Energy Partnars, tLiC.

Matthew Cox Law, Ltd.,loy Matthew Cox, 4145 St. Thema Boulevard, Avcm, Ohio
44(t1I, on belW€ of the Councd of SmR]},er Enterprism

W'illi^-^aw, A]iwwein & Moser, by Todd M. WMarns, Two Maritinve I4aza, Toledo,

Ohio 4MKon behalf of the Ohio Busiaeas Conndl for a Ctean Bcoxmy.

Dicksteist Shapiro LLP, by Lwrry F. Htsenstat, Ricltard Lehfeldt, and Robert L.

Kinder, 3.825 Eye Sk NW, W'ashin;gbon, D C. 20(106, on beWlf of CPV Power Deveiopmen#,

Iiuc.
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OPiN^,t^:

i. . I^SI'ORY OF THE PRQCEEDING,S

A. Ficd IIectk 9=ity Pian

-5-

On March 18, 2009, the Commi.ssion issued its opiai.on and order regarding
Columbc:s Southem Power Curripany`s (CSP) and Ohio Power Company's (OP) Ooni3y,
AF,P-OYtio or the Companies) application for an eiectric secarity plan (ESP 1 Order) in
+Case Nos. 08-917 EL-SSC) and 08-91$-EL-S50. 'The ESP 1 Order was appealed to the
Supreme Court of Ohio (Court). On Apri119, 2di1, the Court affirmed: the ffiP Ordex in
nuiryerovs respects, but remnded the procewUnp to ft CmnmWon. The Co®un4ssson
issued its order on remartd on Oc6ober 3,. 20ri1. In the order on remaz4 the Connxnisaicm
found that AEP-Ohio should be authorized to continue its recovery of incremental capital
rany7ing costs incurred af ter January 1, 2aQ9, on past envirarmmtat investQients (2001-
200$) that were not previously reflected in the CompaY ►ies"' existing rafts prior to the ESP 1
Order. In addition, the Commission found that the provider of last reaott (POLR) charges
authorized by the PSP I Order were not suppcxrW by the record on remand, and direcE+ed
the Compardes to eliminate the am.ourrt of the provideTof last resort (1'OL& rharges
authorized in the PSP Order and fite nvieed ttariffs consistent with the order on remand.

B. In'tial. PrM=ed Etcctri,c Securitv PO

On January 27, 2f3T1, A£P-Ohio filed the instant application for a stendar+d mervicee
offer (SSO) pursuant to Section 4928.141, Revised Code. This applicaticm is for approval of
an electric security plan (ESP 2) in accordance with Soctlon 4928.143, Revised Code. As
filed, AEE'-Dhia's SSO applicatiozt for F5P 2 would commence on January 1, 2012, and
continue through Map 31, 20I4.

The foltoaring parties were gmted intervention by entries dated 'March 23, 2l'11,
and- July 8, 2411: Industriat Fnerg,y Users-Ohio (TB_ q, Uuke F=V Retail Sales, LLC
(Duke RetW), Ohio Energy Group (t7BG), Ohio Hospital Association (OHA), Ohio

C+drsutiners' Counsel (OCC), Ohio Partrmm for Affordable Energy {OPAE),I The Kroger

Contpany (Krvg+ex'). FirstFanergy Solutions Cmporadon (FE5), PauMing Wio.d Farm I1.LiJC
(Paulding), APpslaclaian Peace and justioe Network ^A,'PK, Ohio Manufaclurege
Associakion Energy Group (OMAEG), AEP Retail Tsnerg7 Parbim LLC (AEP Retail),
D3stributed Wind Bnergy Aasociatism (DVVEA),z PJ1K Power Providers Group IP3),
Constellaticm NewEnergy, inc. and Constellation Energy Ceaunoddities Group, Irr-

i Sulwquentiy, OPAS 51ed a moliim fio witltdtaw from " ESP 2 pros.eeditW ettd the reqoesat gramd fn
te +Contruission's December 14, 2011 Order.

2, On Augwt 4, 2013, DWEA fi1eda msotioQe to wiftdsaw ftCim " E5P 2 proceedingL DiNEA's rnquest to
wfthdreiw was grauUed in the Deceutber 14,2011 L?r8ec
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(Corsteuation), CAMPETB Coaiitiosi (Compete), Naturai Resowrces Defense Councii
(NRDC), The Sierra Club (Sierra), aty of HMad, Ohio (f3Owci), Retail Energy Supply
Association (RESA), Bxelon Generation Company, LLC (Fxelan), city of Grave Ci'ity, Ohio
(Grove City), Association of Indeperudent Colleges and Universities of Ohio (AICUO),
Wal-N1art Stoavs East, LP and Sam's East, ihc•, (WAI-Mart), Uominioa Retail, 1m.
(Doininior► Retail), Bnvimnmental Law and Policy Center (ELP'C), Ohio Erivirwmentat
Council (OEC), Ormet Prirnary Al=irn= Carparatioo. (Ormet) and EnerNOC, InG
(TsnerNOC).

On September 7, 2M7., ncwnerc ►ns parties (Signatasy Parties) to the FSP 2
prmndings tded a Joint Stipulation and Recormf►endaf3am (Stipulation). The Stipaladan
proposed to resolve the ESP 2 cases as well as a number of odier related AEP-Ubio matbeos
pending before the Comomissioa.s The evidentiary hearing in the ffiP 2 ca,sea was
consalidated with the related pmeedings for the snte put'pose of cmideinng the
Sti.pulation On December 14, 2011, the +Commissiori isstied its Opinion and (hder,
canr.iading that the Stipulation, as nrrodiffed by the order, shonld be adopted and
approved. As part of the I?aceniber 14,2011, a►rder, the Commissian approved the merger
of CSP with and into OP, with OP as the snrvivixeg entity #

Several applications for reii^ of the Commission'a December 14, ZUl.1, Order in
the ESP 2 and consolidated cases were fiied. On Febru ►aty 23, 2M, t13e Camadssion issued
its Entry on Rehearing finding that the 5tipuiaticm, as a package, did not benefit ratepayers
and was not in the pubiic inberest and, th.ue, did nQt satisfy the three-part tat for the
consideration of stipnlations. AEP-Ohio was directed to provide notioe to the ConmWon
within 30 days whether it intended to modify or withdraw its ESP,

C. Pending Modifted Rlectk Securi_iYPlan

On March - 30, 201Z AF,P-O1niQ Med a modified Eff (modified SSP) for the
Commission's consideration. As proposed, t1he modified ESP would cammei+ce June 1,
2012, and coritinue through 1V,iap 31, 2015. As propueed in the applimtitzn, the Company

states for all customer classea, customers in the CSP rate zone will experience, on average,
an increase of two percent annvallp and custamers in the OP rate zone wili experience, on
average, an increaseof four percent annually. The modiHed ESP pxopases the recovery of
other costs thrrongh riders during the term of the etectric secvrit}r plan. In additiart, the

3^^ ^^^^^ cuxbibneet prooeediug m Case Nos. 10-343-E4A'TA and 10a4-E[rATA
(Pmwwgercr Carbulanent Caees^ a req,uest fcay tffia marger of CSP with OP fn Case Na l0-1376-M-UNC

(MasSer'Case); the Comadzion seview of the stat+e compgasatim meclwnism for the capacsiy clrarge io

be assessed on coa!tpeElttve retail ekctric service (CRES) providers fn Case No. 10-29x9•R[.UNC

pIadtY Ca9e); and a reqsxest ft approval of a mechanisrn to eeoerver defeixed fuel costs and

a,caoW,ting tMatUMC ia Case Nas.11-49TA-EL-R'E7R aafl 11-49n-f3L-RDR (Pltase-in Reeavwy Caaee).

'f Sy gntry bsuad on Masc3ri 7, 2D!$ ft Coavmksim agafn approved and cm6rmerf the mffiger of C:O

mta OP, effective Deeeutbez 31,2011, in the Mergez Case.
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modified ESP crnntains provisions addressing distrz'bution service, economic devcloprnent

alternative energy resource requ#sements, and enerF;y effidency requirerxenta

The nwdified ESP also sets forth that AEP-0hio will begin an energy auci#.on for 100
perce;nt of its Sfi4 load begiming m 2015, with fuli delivery and pric'v:g tltrough a
competi.hve auctwn procm for AEP-+Ohio's SSO castamers beginning , tn June 2015.
Beginning six months after the final order in the mocb#ied ESP case, the application states
AEP-Ohio will begin conducting ezuergy auctions for five percent of the 990 load. In

ad 'dYtim the modified E.SF proviides for the elia*tation of Amairan. ffiecuic Power
CorgoraEtion's East intemnnertion Pool Agreement and dexribes ffie plan for corpornte
separation of AEP-C3hio's geraation assets from iis distn'bution snd trw+emission asas.

In addition to the parties previously granted inie:rvention in this matber, foIlowiEng
AEP4)1:Ao's submission of its modified ESP, the following partiesy were gcanted
intervention on Apr9i 26, 2011 Interstate Gas Supply, Inc. (lGS); The Ohio AAssociaiion of

School Businew Officials, The ahio SchDol Boards Associatian, The Buckeye Association of

School Admixdstrators, and The Ohio Schools Cocmcil (collectivety, Ohio Schoals); Oldo

Farm Bureau Federafion; Oltio Restaurant Associatian; Duke Energy Ohio,bu. ^^e)%
Duke Energy Com^onercial Aasset lti+lanagernent Jruc. (^lECA1^tl', I)ir+ect EnerFY

and Direct Energy Busitness, LLC (Direct); The Ohio Automobile Dealers Asoodadm

(OADA); The Daytort Power and Light Company; The Ofiio Chapter of the National
Federation of Independent Businm (NM); Ohio Ccrostruction Materials Coalitim
Council of Smaller Enberprises; Border Fsccgy ElecdrYc Bwnces, Inc.,• Univezsity of Toledo
Innvvatior► Enterprises Crnporatian; Suam# Ethanoi, LLC d/b/a POET Biorefining-

L.eipsic and Fostoria Ethanol, LLC d/b/a PaET Biorebrdng Fostoria (Summit Ethanol);

city of Upper Arlington,, Clhio; Ohio BusiEness Council for a Qean Etonomy;lBBW Local

Union 1466 (IB'FW); city of H'illsbora, Uhio; and CPV PowerDereloprnent, Inc.

D. &utunarY of the Heasir►gs on 14iosW =

1. I.ocal PAuic Horirtp

Four local public bogs were held in order to allow AEP-Ohio's customers the
opport=ty to expme flieir opimfons regaarding the issnes raised within the modified
application. Public heaazings were held in Canton, Columbus, C'hiilicofihe, and Lima- At

the local hearings, a total of 67 witnesses3 offered testiawny: 17 wiuwmw in Canton, 31

witnesses in Columbus, 10 wi#ttesso in Chillicoft and nine witnessps in Eima. In
additio!n to the public testimony, numerous letters were filed in the docket Y+egsrding the
proposed ffiP applicaticnts.

r', Qre witneas, Ucrug I.euftld, 4eadbed atbotk ttre Colgmbu s and Lim publjc Iemir+gs.
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At each of tfre public hearingS, numuOus wiimeasss tes 't^f'ied in suppart of ,AEP
Qhio's modified kSP. Speafiically, many witnesses bestified on behalf of cornfnunity
gmps and n=t-profit orpnmtmw that praised AEP-ahio's cltaritable support to tfie^iac
a^an=WM witriesses ftt t,es Wed. in favor of the modified ESP also noted that ABP
Ohio mairLtains a positive corporate presence and Pm'mo't''es economic developaoextt
endeavors thmughout ft service fierri'bocY. Mem'bers of local utdor+s testified in support of

AEP-Uhi.o's proposal. explainix►g it wcnxl.d not onty allow AEP-C)lno to retain jObs,
^Bi^create new jobs as AFP-Oiuo conntuuiues to expand its i^nfrastruclure throughout

Several residential ai.stomers testified at the public hearirW in oppQaition #O A$P
4hio'a modified FSP, rwftg an increase in mstmm rates would be bamdewme in light
of the cumnt economic recession. Many of dwse anftdmes 1oirtted out thA ►t 3ow incorne

and fixed ineome midential cast3amers would be parti^.'vitarly volrleable 10 sny rate
ulcreases. Several witnemes abo argued that the proposed aPPhcation might liaut

custorners' abili.ty to shap for a CRES aupplier.

In addition, many witnesses tegtified on behalf of small business and ceaamerciat
custoamers. These wiumm argued the proposed rate incream would be burdeneome on
snuU businesses who cannat take on any electric rate itureases wi#hout eititier Iaying off
employees our passing costs on to enstornet's. Representatives on belv+If of scliool districts
atso k-sbfied that tiie nwdified ESP could +creafie a fina.ucial stiain on schools thmughaut

ABP•Ohio'a ser+ric+e tez'ritOrY

Heatirt̂2. E-VidID=

The evidenaary hearing conunenced on May 17, 2M2. Twelve wetneaa testfted

on behatf of AEF.,ohto, 1o wwiuwsm on behalf of the S ►t4 and 54 wiftesses offered

testimony on behalf of vaazious interveners to the csses. fn additian, AEP-Ohio offered
three witn.eases on rebuttaL The evidentiaYy hearixrg concluded vn;u.ne 13, 2012. i»itial
briefs and reply briefs were due June 29, 2Q12, and July 9, 2012, respectively. For those
parties t-bat-flled a brief ar reply br?e# addressY©g select issues, oral argumens were held

before the Commiasfon on July 13, 2412

E. Procedural Matters

1, uot^^tothi=

On lutay 4, = the city of Hilliard filed a noEice requesting to withclraw as an

intervenor from the modified ESP casee. Also on Wy 4, =:BEW.filed a t!ot±se stating

that it isettends to wiitbdraw as aa interv'enor in the:se proceedings. The Commission finds

IBEW's and Hgiar+f's requests to withdxaw zeasonable and shoedd be granbed.
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2. Moiions for a twtive Order

-9-

rJn May 2, 2q12, AEP.Ohio R.ed a motion for a probective oxder, seeking Prciecd'e
treatn^ent of suppiemental testimony and correspondsng exhibits of AEP-Ohio witnm
Neisrm contuning conCdentiat and proprietaiy informabon r+ebt+ng to the Turning Paint
Solar pro'lect (Tvrning Point). On May 4. 2i}12„ OMAEG filed a motion for a protective
order relating to prvprietary business infarmaticm of (?SCC7 Industrie* Sumudtvine Tiles,
Belden Brick, Whirlpool +CorporatioLI, I.irna Refininng, and AMG Vanadiuxi. Also, on May
4, 2O'!Z ILEU filed a motion for a prolecbve order seeking bo pratect confideniial and
proprietary irifmaiation contained within witruss Kevin Murray's testanony. FES filed a
rnotim im protearve treatment on May 4, 2t112, for con#uiential ftns contained in
attaciuonents to witness Jrmathan Le.geer's testiuwny. In addition, Fxelon fiW a motion for
protective order seeking protection of confidential and propxietary inEurmation contajnsd
within witness Fein's du+ect Wsts,many. On May 11,' ?A12, A'fiP40tiio fiW an additional
mwtion far protective mier to support the proteciion oE cardidential AEP-Mo
htformation cvriiained within IEU witr►ess Murray, FBS witimm Lessex, and Exelm
witness Pein's testinvony. Fianally, on the record in these proceedings May 17, 2i}1.2, AEF-
Ohio also sought the continuationof protective treatnnent of exhibit$ attached to AEP-Ohfo
wihness Jay Godhey, as previmsly set forth in AEP-OW$ July 1, 2A1I, ntotion for a
protective order (Fx. at 24).

At the evidentiary hearing on May 17, 2a7Z the attomeg examirw" granted the
motions for protective order, finding the information specified within the parties' nwtions
constitut+es confidential, proprielaiy, and trade secret infoxnnation, and meets the
requirements ccnrtairued within Rule 4901-124, Ohio Admixustrative Code (O.A.C.) (id at
23-24). Rule 4907.:1-24(F). O.A.C., provides that; mileas otherwise ordered, grobective
orders prohibiting publfc disdosure pursuant to Rule 49M:1-24(17), O.A.G, shall
automatically expire after 18 months. Therefore, confi,deatial treatment shali be afforded

for a period ending 1B m►onft fxam the date of this order, until Febxuary 8, 2014 iTntiL
that date, the Docketing Division should nnaintain, under seal, iiie conditional diagrams,
filed - under seal. Rule 4941:1-24(F), tJ.A.C., requires any party wishing to eKteM a
protective order to fde an appropriate snotion at Ieast 45 days in advame of the exgiration
date, including a detaiied discussion of the rteed for cmtinued protectiaan from disctosure.
If no such motion to extend confidential treatment is Siled, the Commission may release
this informatianwitlwut prior notice to the parties.

In addition, on Jure 29, 2012, IEU and Ormet filed motions for protective order
r ogar_dingitems con#ained within their initiat brrefs. Specificatly, both the information for
which IEU and Urmefs axe seeking confidential treatanent was already deterrnix-ted to be
confidential in the evidentiary hearing and was discusse.d in a closed record. On July 5,
2M2, ABP-Ohio filed a amotion for prowtive order over the iterns contained within thmet
and IEir's briefs, noting that it contains proprietaay and trade secret information On Judy
9, Ormet filed an additional moticm for protective order for th,e same informativn, which it
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aLeo included in iis reply brief fited on July 9, 2012 Similarly, AFP.C3hio $1ed a mmation kr
protective order on July 12, 2Q1Z in support of Ornve!'s rnotion, as it contains A,EP4:)hio's
confidentW trade secret information As the attomey exafxriran pwv*iously found the
ido=tion cants.ireed withm the IEiLT and Crmet's initial briefs and Orrnel's reply brief

was confidenf^a^ in the evidentiary hearir% we afEirxn this decision and find that
cor+fidential treatnent sbali be afforded for a period endicg 18 months from the date of
this ord0c, until February 8, 2014.

3. $^ueqs for Resriew of lrocedumt KuUm

IEU argues that the record irnProperjy inctudea evidetue of stipulations as
preeeclent Speci#icelly, IBC1 argues that severat witrmsw relied on Duke Etergy-t)hio's
FSF' to ind9;cate that certain proposed riders were appropriat°e- IEU also points out that a
wiiraess relied m AfiP-C)Iuo's d'wtn'bution rate case stipulation as evidetsoe of AEP-C?hio`s
capital structure IEU claims that theae stEpalations eacpressly state that no party or
CmmdWon order may czte to a stipulation as precedent< and aocordingly, LEI7 requests
that the rekmncft to stipulations be strnck.

'["he Commission finds that TEU's request to sh*.,s pmrticros oi the record should be
derued. We acknowledge that individual components agreed to hy parties in one
proceeding should not be Unuling on the parti.es in odier proceedixtigs, but we fiand that
references to other stipula#ions ia thk prrcueeding were iiadted in scope and did not create
any psejudiciad impact on partim that signed the stipalationa. Connsistent with cwar Finding
and Order in Case No.114383-EL"-UNC, we also note tbat, wfiile pazties may agyee siot to
be bound by the provisiorrs contame+d within a stipWation, these limitations do not extend
to the Conuniss'scm.

Tn addition, IEU clairns the attcnr1ey examiners improperly denied CEU's mrrtions to
compel discovery. In iis matiems to compel discovery, fEU sought infononation related to
AEP-[3hio's 6crrecasts of the RPM price for capacity, which IEU atlege.s w+ould have
provi^ information reiating to the trartisfer of AEP=Ohio's Aatas and Mitchell generating

,uuts.

The Com;nniusitm finds the attnmey e'xaminers" denials of 'iEU's motioits to compel
dWovery were proper and shoutd be upheld. As noted in AFP-4hio's memorarnium
contra the motion to compeJ; rhe inforaatioit IEU sought reZates to AfiP-t?hio fozemts
beycued the period of this mod3fed ESP- As tlwse proemdinSs relate to the
appropria-tene-ss of AEP-C7hia's uurdi fied EaP, we find that any foreram beyond the terms

ccmtairted within AEP-4hio's application are irselevant and unlikely to lead to
discoverabie information Accordin.giy, the attorney examiners+ ruling is af'Pirnr-sd.

On July 13, 2012. OCG filed a motion to strike four speciiic prrrbions of AEP-C!bids
reply brief at pages 24-3t}, 33:34. 6g^'►g, 97..94, including footruates, and attachments A and
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B, as OCC aswb the inforniation is not based on the record in the Ynodified ESP
proceeding but r+eeElects the Commisaion's Order issued in the Capacity Case on July 2,
2U12. OCC submits that the Commission has previously recognized that "it is unproper to
rely on claino in the brief that are ursupporbed by evidence within the record." In tWs

instance, OCC points out that AFP-Mio attached to its reply brief, doctmuents tlhat were
not part of the reaord evidence or desigmted late-filed exhibata, a stawrnent by Standard
an+d Pova's (Atta+cbment A) and the Companq's recgcukBon of its MjNiRO test

(Atiachment B) based on the Cortunisaivn's decision in the Capacity Case. Sir ►ce neither

document is part of the rnodiEed ESP recm+d Eviderm. OCC areLwn4 that the attachmmft
are hearsay wltich are not eaccmed by any eoaepttion to the hearsay rule. OCC also notes
that the reply brief includes discussion of recent storms in the Midwest and the Fast Coast,
and there is nothutg in the record regarding the strength of the winds or the ability of the
Company's system to withstand hurricane foorae winds. Fur^n^+e, neither the
attactmnents nor AEP-0hfo's assQrtions was subjected to crossexamination by the parties
nor the parties afforded an opportonity to rebut tIo associated argeuaeM of the
Company- For these reasons, OCC requests that AtbAchnwnts A and B and the specified

pordons of the reply brief be stricker. .

In its nenarandwat con.tta, AEP4)hio assub that discussion of matbm related to
the Caaunission's Capacity Case decision were appropnate- AEP--0hio notes ifiat it is fak
to rely on a Commissxon opinion and ordear and reasonable to consider the impact of the
Capaaty Case on these prcc!eedings, as evidenced by Carnrnission queshtons during the
oral; . arguments held on July 13, 7012. In addition, AEP-L)iio points out that several
parties' reply briefs aiso inctuded significaut dsscussion of the impact of the Capacity Case
on the modiified ESP. Simibarly, AEP-C?hio notes that the attachments indicate the financial
impact of the Capacity Case on AEP-Mo, and that the iiern are consistent with the
testimony of AEROhio witness Hawkins. Finally, AEI'-Uiva provides iW its refernim
to major storsris that ocatrxed this summer xelate to custazner e:cpectatiorts and A.E•P

©No's need for the DIR-

The c'omri++mion finds that OCC's motion to strike poraions ef AEP-Ohio's reply
brief should be denied. The Company's reply brief reports the impact of the
c'o+mrWoa's thder in the Capacity Case based on subject matbers and infnmtion
subjected to extensive crnss-examination by 1he parties in the course of this prsxeeding.
Fvrthexmoxe, several of the parties to tlvs proceeding discuss in thear 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-t]hio's reply bxA including Actachment B, wluch
re+̂ ect .4EP-Cf+Ws in_ __adon of the Coannnisaion.Capadty Order as requested by OCC
We, likewise< deny OCCs request to stc3ke the Company's re#erence to recent stornns,
where the Company offered support for its pasitian on custxmner reliability exgectations.
Customer secvice ac+eIiabilily was an issue raised and discussed by AEP'-Ohio as well as
OCC However, Attachment A to the Company's reply brief is a July 2, 2012 sta#ement by
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Standard & Pocrf s xegarding the effect of the Commisslon's Capadty Charge Orderf and
should be sWckem We find thW the Company's Atbwlmunt A is not part of the record
and shouid nat be considered by the Commiission in this pro©eeding.

tpn july 20r 2U12, CCC/APjN filed a motion to take admudstrative nodke of several
item.a contained within the record of the Capamty Case. SpedficaI.ty, OOC/APJN seek
admi^ustrative notice of pagea 3, 9, and 12 af the direct testunony of AEP•Uhio witrmw
1Vlunczirtsld, pages 19-20 af the r+ebu!#al twftoay of AEP-Ohio wit,mm Allen, pages 3K
348350, and. 815of the hearing trarocripts, and AEP-Ohio's post-hearing initial and reply
briefs. OCC/APJN opine that the record should be expanded to indude'duese materials in
order ta have a more ttrc ►raugh record on issues pertaining to customer rates. Purdw,
4CC/APjN state that no parties would be prejudiced as parEies, partic`ularly Ehme
involved in the Capacity Case, who had opporhuiities to explain and rebut these ibeQ+s.

AEP--0tuo filed a memorandum coritc.a. OCC/APIN's motion on july 24, 2t112. AEF'-
Ohio argues that OCC/APJN iniproperly seeks to add dacunen.ts into the record at this
late stage, is not only inappropriabe, but also unnecessary as there are no far#her actions to
dese proceedings except the Corninissiion opinion and order and rehearing. AEF43hio
notes the C.rommission has broad discretion in hatxdling its proceedinga, but points out that
the smali subset of infarmtion could have a prejndicial effect to parties, and due process
would require that other parties -be permitted to add +ather iterns to the record. In
addition, AEROhib explains that CCC/ APjN had the opportunity in the ESP proceedings
to furtiter explore areas of the Capacity Case that were related to parb of the rnwdified
ESP. .

On August 6, 2t1.Z FES also filed a memorandum contra C)C:C/APJN's motion. On
August 7, 2012, UCC/AP'JN filed a motian to stt*e FWs meDnararrdum contra. In
support of its motion to striice. OCC/APjI1T argues ftt FES filed its memorandum contra
17 days after OCC/APIN fited its motion, past the procedural deadlines established by
atto,mey exaaminer entry issned April 2Y 2M2. The -Cornmission finds that t7CC/APJN's
mcrti.onto-str*e FES's mernorandum contra QCC/A1'jN's moticro should begranted. By
entry issued Apxil 2, 2A12, the atbarney examirter set an expedited procedural achedule
establishing that any m,^m,aranda contra be filed within five calendar days after the sernice
of any uwtions. Therefore, as FES filed its xnemorandum amtra 17 days after OCC/APJN
filed its motion, OCC/APjN's motion to stcike shall be grantLd.

The C.ommission finds that OCCs motion to take administrative notice should be
denied. AEP-Mo correcdy points out that the timang of flCC/ APKs reqslest is
troubiesome and probiematic. iA}7n,iie the Con,un.ission bas bmad dyscretion to tnke
admixustrative notice, it must be done in a mmuter that does not ham or prejudice any
other parties that are parficipating in these proceedings. Were the Cvmrussion to take
notice of this narrow window of infcrrtatian, we would be aIlowiayg a party to supplement
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the record in a mWeading manew. Further, wWle we aclawwledge that partiee may rely
on the Commission's order in the Capacity Case, as it speaks for Itself, to sWw effecm +on
items in dtis prvceeding, to exclusivelx select narraw and focuseci items in an atbempt tO
supplement tiw record is not appropriate. Accordmgl.y, we deny UCC's motion

3I. P12gugION

A. ,̂^..lic^aNC I"

Chapter 4928 of tlte Revi9ed Code provides an utegrawd system of regmkdm m

which specific prnvisions were designed to advance state policies of enseging access to
adequate, reliabl+e, and ra,asonably priced electric service in the context of aigmidca:et
economic and env7ronmentai challenges In reviewing ABP-Ohfo's application, the
GcrmwxiWon is cognbank of tive challanges facing Ohioans and the electri,c industry and
will be guided by the pcriides of the sute as established by the GeneW Aesembly in
Section 4928.02, Revieed Code, amended by Senate BM 221 (SB M1).

Section 4928.02, Revised Code, states that it is the policy of the staie: inter alid, to:

(I) Fxwure the mvailability, to consumers of adequa#e, relLable, safe,
efficierik noMiecriminatory, and reWanaialy priced muil
electric service.

(2) Ensure the availability of unbundled and comparable retaii
electric service.

(3) Pxoure diversity of electric supplfes and suppliers.

(4) Eneorirage irmovation and mazket access for cost-eff'ecizve
supply- and demattd-dde retail etectyrk service including, but
not iimified to, deYnand-aide nna,nagement (DSM), timc-
difmrentiated pricingM and impleniientation of advanced
mebring udxastructure (AW.

(5) Faua+uage cost-effeCtive and efficient access to information
regarding the operation of the transnnission and distribtittion
systems in order to prowwte both effective customer c.lwiee and
the development of performance standards and targets for
service quality.

(6) Ensure effective retail competition by avoiding anticompetitive
suiasidies.
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(7) Ensure mtaiil o©nswmers pnotectian agairtst unressonable sdes
practices, marlr,et defiderociea, and market power.

(8) Provide a m,sans of giving iz=-tives to iwluwiogies that can
adapt to pobential environmental mandates.

(9) F.ncmrage i.mplemsntation of distributed generation' acrm
customer classes by m'v3,ewing an,d updating niles gaverning
issues such as ixt#erconnertion, standby charges, and net
mecering

(10) Profiect at-risk populations induding, but not limited to, when
considering the implementation of any new advanced +energy
or xenewable energy resotum

-14-

In addition, SB 221 enacted Section 4928.141, Revised Code, which provides that
effective januoy 1, 2Oa9, electric utilities zruast pnrvide coosurners with an SSO consisting
of either a nrnarket rate offer (M1t+Q) or an ESP. The 850 is to serve as the electric utlitp's
default SSU.

AEPMio's modified application in this prcceeding proposes an ESP pursuant tu
Section 4928.141, Revised Code. Poragraph (B) of Section 4928.141, Revised Code, requim
the Coavaission 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 ci.mrfation in each county in the electric utility's certified territcnq. -

Swtion 4928.143, Revised Code sets out the requkwmts for an USF. Under
paragraph (0) of Seotion 4928.143, Revised Code an BSP must irwlude provisiom relating
to the supply armi pricing of gerwation service. The ESP, according to paragraph (BX2) of
Sectioa 4928.143..Revlsed Code, may 4o provide for the automatic recavery ofcertain
costs, a reasonable allowance for certain cmitraction work, in progress (CWD.'), an
unavoidable siuc,harge for the cost of certairn new genetation __Eacilities, canditims or
char,ges relating to customer shopping, automatic increases or deavam, pravisions to
allow eecuritiza#ion of any phase-in of the SSO price, provisiom relating to transmission
related costs, provMcns related to diakribution service, and provisions regarding eaonomic
developutent.

'11w statute provides that the Conunissicm Is required to approve, or modify and
approve the BSp', if ti+-e fW, uftcbuding its pricing and all other terms and aaculititme,
including deferrals and future recovery of defenWs, is mt^xe favorable in the aggregate as
compared to tihe expected results that wauid otherwise apply in an MRO under Section
4928.14Z Revised eode. In addition, the Commission must reject au. E5P that contains a
surcharge for CWIP or for new generation facilities if the benefits derived for any purpOSe
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for which the surcharge is establisW are not reserved or made available to those that bear
the sur+charge.

8. Ac , ,ygis crf ftApp^ation

1. B,W Ceneradon Rates

As part of its avodif3ed ESP appli¢ationr AEF,C?hio propwses to freeze base
generaton rates until all rates are established throu,gh a eompe#ltive biddmg process.
AEP-Qhio miain.tains that the fnced pricing is a benefit to customers by prvvidistg
reasonably priaed electricity in furtherance of Section 4928.02(A), Revised Code. AEP-
Ohio expplaina that whWe dw baae generation rates will remain froM1, it will relocate the
current Bnv^iroitrnental Investrnent Canynng Cost Rider (BICCR) into tix base gmmtion
rates, whi,cYa wiU result in the ebminadon of the MCCR AEP-ONo witmw Roush
provzdes due change is merely a roll in and wiU be "bill neutrai" for al1 AEP{?hio
customers (AEP-t3hio Ex 11.8 at 8; ARP-Qhio Ex, 2I2 at 10-11).

yVhile AEP-Ohio's base gemation rates will be froun under the modified ESP,
AEP-t]hio w'itness Roush notes that the generatton rates are based on cost relationstngs,
and include cross-subsidws annong tariff classes, whicb, upon class rates being based on an
auctim may result in certaitt customer classes being disproportionately impacted by rate
changes. Mr. Roush notes that residen#ial cvstomers with high winter usage may :face
unexpec;ted impacts, but that a possible solution may be to phaseuut lower rates for high
winter usage ctLstouters (Id at 14-15).

OADA supports the adoption o#- the base generation rate desi,gn as propOsed,
advocWng that the consisbm%cy in the rate design is beneficiai for GS-2 cuatoxms (OADA
Br. at 2)..OCC and APJN ciaim that fromn base gorneratiann rates is not a benefit to
customers, as the pri,ce of electricity offered by CRES providers have declined and may
continue to declii»e through the term of the ESP (OCC Px I11 at 15). OCC and APJN also
poutt out -that the iruluaion of nunner-ous rtders, including the retail. stability rider MR)
and the defeacral created in the Capac3.ty Case will result in increases in the rates re.sidentiat :
cust+omers continue to pay. (OCC/APJN Br. at 43-")

'i'1ie Commission finds that AEP Uhio's propaged base generation rates are
rn.mnable. We note that ASP-{]luo's base generation- rate design was generally

unopposed, as most parties supported AEROhio's proposal to keep base generation rates
#rozem Although t3CC and APJ1V condude that the base gawation rate plan does not
beriefit customers, 4CC and APJN fafled to justify their assertion and offer no evidence
wit]un the record other tYm the fact ffiat the modihecl ESP cantains several rideze.

Acconlingly, the nwditfed E3P's base generation rates should be approved. In addition, as
AfiP-O1uo raised the pmibill.ty of disproportionate rate impacts oa customers when class

rates are set by auctim we direct the attocney encamims to establish anow docket vvithin
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90 days from the date of this opirkion and order and Issue an entry estsbliddng a
prvicedttrA3 srhedule to allow Staff and any interested part3r to comider auWts to mitigate
any potentiarl advenge rate impacts for customers upon rates being set by auction Further,
the Commismcm reserves 'Ehe right to itnpiement a new base gmeration rate desi.gn on a
revenue neutral basis for all cust+emer classes at any time during the term of the modified
ESP.

2 Feiel Ad tg}Wt Clause and Aitennative FssW Rider

(a) Fue1 A.ustmgntQau^

The Cosnmission approved the current fuel adf ctstnient clause {FAC." mechutisrn in

the Company`s ESP I case putsuant to Section 492&143(Bj(2)(a), Revind Code.$ In this
madified ESP applicationR, AII'^Ohio requests continuation of the cnrmnt FAC rnechanism,
with nwdi^i+^ations. The Cornppany proposes to modify the FAC by separating out the
rewwable energy aedit (REC) expense component of the fuel clause and recovering the
REC +expense thrnughthe newly ProPcmd alternative energy ridesr (AER) mectw*m. The
Comp$ny also requests approval to unify the CSP and OP FAC rates into a single FAC xate
eiEecti.ve jvRne 2M3. AEP-Uhio raasona that dela.ying unification of the FAC rates until
jnne 2}13, to coiacide with the implementaticm of the Piiawin Recovery Rider {PIRR),
limits the impact on both CSp wtd GP rate zonm which resuYts in a net decrease in rates of
$r1.59 per megawatt hour (MWh) for a typical CEp trwsmissian volbage customer and a st,et
iruxease in rates of $0.02 per MWh for a typical OP trarOmissian voltage cusonef: (AEP
Ohio Ex. ].Y1 at 5-4- ABP-Ohio E)L 1tk3 at 1420.)

Begirewng Januazy 1, 2014, after carporate separation is effective, AEP-Utuo's
ge^neratlon sffìtiate, AEP Generatim .itesources Inc. (GenResowrcQs), will bi12 AEP-C)hio its
actug fuel costs in the same niazuier and detail as currently perfornned by AFPwt?hio, and
the ccsts wiil continue to be recovered through the FAC. As a comportenE of the ntoditied
ESP, AEP-Ohio proposea that as of January 1, 2015, ai1 energy and capacity to serve the
Company =s-M load be supplied by auction, wheseupon the PAC mmhaznism wi1l na
icnga be necessary. (AEP-Ohio Ex. 108 $t.1

In oppositim to the FACw Ormet argues that the FAC has caused signifimnt

inareases in the cost of electric service, rising 22 percent for GS-4 customers since 2011.
Ormet asks that the Convnission temper the iYnpact of FAC increases and improve the

transparency of the cause for iriareasing FAC costs, as well as recorsider the FAC rate
design, to avoid cost shifts between low load factor custoarws and high load factor
cuetasners. Urmet, a 98.5 percent load factor customer, asserts tfiat it pays an equal sbare
of the FAC cvsis as a customer that uses aii its emgy ort•peak. As surh, Ora ►et contends

that the FAC rate design violates the prinriple of cost causatiozt. Ormet suggests that this

6 In re A&P-0hia, E4P 1 Otdez at 13-15 (Manh 18, 200%.
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modifled ES'P presents the CommWon with tlut opportunity, as it is widise the
t',ommissian's jurisdiction, to redesign the FAC, swh that FAC costs aze separated into
chargea which mflect on-pcalc and off-peak usage. (Chmet Ex 106B at 19; Chinet Br. at 13-
15; Ornuet Reply Br. at 14-16.)

Tfue Company responda that Orauet's arganients on the FAC re#Iect improper
caIculations and is based on forecasted FAC ratea. More impodmtly, AEP-Obio points
out tiiat die FAC is ultimately based on achial FAC costs and any incr+eases in the FAC raie
cannot appropr^ately be atfin'buted to tive rnodified ESP. Chmet is served by AEP-(Ahio
pursuant to a unique arrangement and as suich avoida charges that other simBaarly sstuabecl
customers pay; however, the Comni.pany requesta ftt ornlet not be permittad to avoid fu.el
costs. (AEP-Clizio Reply Br. at 5-6.)

'The Commusaiori notes that currently, through the FAC nudmdsm, AEP-Ohio
recovers prudently incurred fuei and associated costs, inc.tudirtg consuxttables related to
envfxoaunentd compliance, purchase power costs, ernission aUannwces, and costs
aesoriated with carbon-based taxgs. We note tha.t, since January 1, 2Q12, AEP43hio has
been collecting its full #Lxel axpense and no furtlver fuel exper+ses are being defened.

We intmpret Chxnef s argurnants to more acxuratpl.y request the institution of a fuel
rate cap on the FAC or to revise the FAC rate desigm The CQmmission rejects Orinet's
request to review and redesign the FAC. The FAC rate nuwkwdsm is neonciled fio actual
FAC costs each quarter and ann'ualiy audited for accounting acctuacy and prndency.
Furtherai.are, as AEP-Mo nobes, Otmet`s rates are set pursuant to its uniq,sze arrangement
as opposed to the Company's SSO rates paid by other high load industtial and comttwrcial
customers. By way of C ►rntet's uniqne armgemen#, Ormet b provided some rate stability
and rate certainty and we see rto r+ueed to redesign the FAC for 4nnm!'s benefit No other
intervener took issue with the continuation and the proposed mod^tion of the FAC.
The Cammiasionfinds that the FAC rates $hould continue on a aeparafie rate zone b®ais.

We note that there are a few Commission pnoceedings pend.ing that witl, affect the FAC
rate for each rate zom which the Commission believes wi1l be better reviernred and
a.djusked if the FAC rnechanisms reniam distinguishable. Further, as discusabd, below,
n^au^aining FAC rates on a separafie basis is neressary to be consistent with our dec9sion
regarding recovery of the PIRR.

(b) altexeatiye &arU Ridgr

A,s noted above, A£sP-Ohio proposes to begm recovery of REC experi.ses, associated

with renewable energy purehase agceernents (REPAs) or REC purcltases by nleanS of tI*
new AER mechanism to be effective with tTnis modiCed BSP. With the proposed
modification, the Company wiIl continue to recover the eneW and capacity comPcments
of r+enewable energy cost ttirough the FAC, until the FAC exparm After the FAC ends,
energy and capacity associated with REPAs wilY be sold into the PJM llntereoU,ad-On,l.f.C
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{P,jM) market and offset the total cost of the REPAs, with the belanee of REC expense to be
recovered frorn SSa custvnuas thxough the AER. AEP-Ohia propaees that the AER be
bypassabie for shopping customers. Tbe C.umpany abo propcses #hat wheace the REC is
part of the REPA, the value of each component be based Qn the resi.dual nmethod using the
monthly average PJM market price to value the energy component, the capacity will be
valued using the price at vvhich it can be sold into the I'JM market and the remaudng vatue
would constitute the cost of the REC. The AER mechanism, accomding to AEP-Ohio, is
mrgsirerit with Section 4928.243(B)(2)(a), Revised Code, and is esserrttaIly a partial
unburtdling of the FAC to provide greatet price vis^bifity o# piudently incur^rred REC
oampliance costs under Section 4928.66, Revised Code. 'Tivs Company will make quarterly
#'.ngps, in cxmjuxxdon with the FAC, to facilitabe the audit of the AER. ABP-Obia reaacros
that the establishment of -the AER for recovery of costs is unconteftd, reasonable, and
should be approved. The Company argues continuation and uni,ficaticm of the FAC and
development and impkmentaaon of the AER, is reawnable and should be approved.
(ATP-t33hio Ex.103 at 18-19.)

Staff endorses the Companp's requests to continue and c©nsof idafie the FAC rites

for CSP and OP rate rones and to reclassify the RECs and REPA compor►eists for recovery

through the AER, as propoeoed by the Company. However, Staff recommends that az ►nual

AER audit procedsu+es be established and that the AER audi# be conducted by the same
auditor and in conjunction vnth the FAC audit to debermine the appropriatenegs and
recoverability of costs as a part of and between the AER and FAC mectaanisms. As to the
aUocaticm of cost components, Staff agrees with the Cmpany's proposal to allocate cost
components of bundled products but suggests that the auditor detail how to best
determine the cese compon+ezrts and how to apply the ai4,otation to specific situatirms in the
context of the FAC/AER audits. Staff racommends, and the Company agreas, that the
auclitor's allocation process be applied to AEPdJhio's renewable gmration from existing
gemraticut fadlitfes. (Staff Ex. 104 at 2-3.)

No party took exception to . the iutpiem.eMation of the AER mechamam. As
proposed by AEP-C3hio, continuation of the FAC and establia'iunent of the AER, through
this modified ESP, is cosrsbt+ent with Sectic3n 4928.143(8)(2)(a), Revised Code, for the
recovery of prudesntdy incurred fuel, costs and fuel-selat+ed costs and aitesnative en+ergy and
associated costs. We find the Company's pxoposal to continue tlie PAC and create the
AER to bettar distingaish fuel and alternative energy costs to be reasonable and
appropri,ate during the term of the modified ESP. We approve the continuation of the
FAC and implementiLtion of the AER mechas^isms, consistent with the audit
recoznmendations nu~de by Staff. The next audit of AEP-4hio's FAC shall also iriciude an
audit of the AER ixterhanisms and tEee allocation mett►od fow classiPication of the REPA
components and their respective vatues. In all other respects, the Comulssion appmves
the continuation of the FAC rate mer.iianisms and the creation of the AER rate mechanism
for each rate zone.
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3. Tnniber Road

-1g-

AEP-Ohio states that it cmducted a request for proposal {RFP') process to
competitively bid and sgcure additisnai renewable resonrcea. As a x+esutt of AEP- C?hzo's
need for ia-stitte renewables, AEP-Ohio cmly considered bids for projects in Oltio, and
UItima6ely seleCted the pmposal fzomm Pautding for its Timber Road Wfnd fazns.
SperificaRy, the T'uuber Road REPA will pnovide AEP•Ohio a 99 MW posiion of T'mier
Road's elechical output, capacity and envirannties^tal attributes for 20 years as neceowT
for the Company to meet its increasing renewabie energy bweawks as required by
SEction 4928.64(C")(3), Revised Code. (AEP-Ohio Ec.1Q9 at 10-15: Paulding Ex.1Q1 at 1-4)

Af;P-Ohjo testified that the 20-year agreemer+t fkcili.tates long term financii ►g by the

des►eloper, reduces up front costs, and allows for price certainty for AEP•Ohio customers.
Paulding offers that although the project is capitai intezsive the fact that there are no fuel
cosis equates to no significant cost variables creating long-term risk for custonu'rs. AEP
Ohio argues that the T'unber Road R11P'A prnvides the Company and. ifis cnstorners, with
aocess to affordable renewable energy from an in-state TeseNrce aupporting the state policy
to fadlitaie the stabe's effectirreness in the gtobal economy, Section 4928M(N), Revised
Code. (AF3'-Ohio Ex.109 at 16-18; Paulding Fac.1t17. at 4^5.)

Staff supports AEP-Ohio's REPA with Paulding and the T'̂ mbe.r Road ccmtxact aa
reeonable and prudent Accordingly, Staff advacates its appaeoval arid that AEP-+C?hio be
permitted tD recover costa associated with energy, capaci«ty, and .RFCs outlined in the
contraM subject to annuai FAC and AER audits The Company agrees with Staff that the
impimwmution of the T'mnber Road REPA should be suW to the PAC and AER audit, as
offered in the testimony of AEP-Ohio witness P3elsom AEP-Ohio couunits to ac,quiring
RECs to nwet its portEolio requirementa on behalf of its SSCa Iaad and to recover the costs
througli the AER once the FAC is terminated. (Staff Ex.103 at 2-3; Tr. at 249&2499; AEP
C3hio fix.10i at 18)

The Commission finds that the long-term T'unler Road REPA pmrnobes diversity of
supply, ccfnsistent with state poticies set farth in Section 4928.1}2, itev3sed Code. Further,
based on the evidence of record, the T'^^mber Raad project benefits Ohio consumers and
sctpports the Ohio economy. Acconiingly, the Coaumwn finds it reasonable and
apprapriafie to allow the Company to recover the cost of the Tiuiber Road REPA ffirough
the bypassable FAC/ AER mechanssms.

4. Generatioci Resource Rider

ABP-Ohio requests +establishment of a non-bypassable, Generation Resource Rider
(GRR) pursuant to Sec#kn 492$.143(B)(2), Revised Code, to recaver the cost of new
generaficn rmurm inctuding, but not limited to, rawwable capacity that the Comcapany
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owns ar operatea for the benefit of ©hio custameiv• At this tiaw, the Company ProFym
the rider as a placebolder and expects that the ordy pmject to be inciuded in the GRR will
be the T=iuig Point faality, amummg rwed is established in Case 1Vcx.1C1-M-El-POR
and 10-502r-EL-BOR' To be clear, although the Cornpany provided an estimabe of the
r+everiue requirmr^ent for the Turrning Point project<, as requested by the GAn+nmm AEP-
Ohio is ria# seekjng recovery of any costs for the Turning Point facihty in this SSP. The
Company asks that the GRR be established at zero with the amownt of the rider to be
deteurdned, and the remaining statutory requiremex ►ts to be met, as part of a subsequent

Commission proceeding. (AEP-Ohio Ex.103 at 2D-2I; AEP-Obio Ex.104; Tr. at 2514, 599,
1170, 2134 Z140)

UTiE encourag+es the Commission's approval of the GRR as a regulatory
medianis,m pursuant to the au#funri.ty granted under Section 4928.143(B)(2)(e), Revised
Code, to 'adopt a norrbppassable sorcharge for new electric generation {t3'I`IB Br. at 1-2).
NRDC and OEC support the proposed GRR, iivcluding the T-unber Road REPA and the
Tumi.ng Point p.roject, with certain modif•ications, as permi.t#ed under Section
4928.143(8)(2){c}, Revised Code NRDC and OEC recommend that the GRR be I'smited to
ortiy renemvabie and alternative e=gy projeets or qualified energy e£firienc:y proje+cts, and
also recommend that the Company develop a crediting system to msure that shopp'sng
co,stome.rs do not pay twice for renewable energy. NRI?C and OEG reason that AEP-C?hio
couid make the RF^'..s available to CRES providers based on tfie CRRES providef 9 share of
the load served or by liquidating the RECa in the market and crediting the reve ►ue to the

GRR. (NRDC Fx 101 at 11; NRDC/OEC Reply Br. at 1.)

However, while Staff does not faresee any need for additional generation by AEP
Ohio, Staff and UTi'B ackanowledge and enciorse the adoption of the GRR mechanism to
faalitate the Comntission's allowance for the construrtion of new generation facilities
(Staff Ex. 110 at 7; Tr. at 4599; U17E Reply Br. 1-2).

On the other hand, numerous intervenws oppose the adoption of the GRR. IGS
requests that the Commission reject the GRR or if it is not re*ted ► that the GRR be made
bypassa.ble or cnodiRed so the beaefits flbw to shopping tustomers (IGS Ex. i(n at27=28}.
Wal-Mart requests that the GRR not be innpoaed on shopping cusbmers beeR+'m approval.
of a nor-bypassable GRR would violate cost causation prixuciples, send an incorrect price
signal, and cause shopping customers to pay twice but receive no benefit (Wat-Mart Ex.
101 at 5-6).

7 A stipatatspn between tlve Company wnd the Staff was filed sgreeing, amocig otlw duttg^, th.t as a result
of the reqaitemaeis of Seciiom 4978.143(B)(2)(c) and 4928 .64(B)(4 Revised Codr., wItich requim AEP
Oisia to obtabt altan+ative eneegy resoarm ittchtding solar resoarca In Ohio, the Comaefsdm shordd
Fusd *at t2om is a nead for ffie 49.9 MW Turnnsg Point Soka' pvjwk The Coaznission dedsion in the
tase is pendfin&
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R.ffiA artd Diract cantend ftt the GRR wiB inhi,bit the grow'th of the competitive
retail ekctric rnarket and violates the state policy set forth 3n Section 4928.02(f3), Revised
Code, which prohibits the collsctior ► of gecteratiosr-bbased rates through a non bypaseabie
rider. $imiiarly, IGS reasons that the GRR is intended to recover the cost for new
generation to serve SSO cn9toams and, therefare, the GRR amounts to an anticompetitive
subsidy cm CItBS provid.ers f+or the benefit of narticompetitive retail elekfiric sarvice, or,
accarding to Wal-Mart, requires shopping custonws to pay twike. IGS recommends ftt
AEPrt}hio develop renewable energy prcrjects on its own with recovery through market
prices. RESA and Dhva reascut titat AEP-C3hio`s request is premature and rreaies
uncertaznq for CRES providers who are also required to comply with Ohio's renewable
energy portfolxo standards. RESA and Direct contend ftt to the extent the C.vneanission
adopts the GRR, tlw GRR shonld not be assessed to shopping cnstomers. RESA and Direct
propos+e that the GRR be set at zero and ineoacporatian of the Turning Point pxoject or otiver
facilities shonid occuur in a geparate case. (RMA Ex.1Q2 at IZ RESA/Direct Br.18-21, IGS
Br. at 13; Wal-Mart Ex.1tT1 at 5.)

To make the GRR be^ne['xt shopping and noa-shopping cusboums, ICS suggests that
AEP41io sell the generated electricity on the market with revenues to be credited against
the GRR or the renewable energy credits used to meet the reqvuremenis for all customexe.
IGS notes that AEP-Ohio witnesse9 agree that crediting the revenues against the GRR is
reasonable. (IGS Ex.1t11 at 27-28; Tr. 599,1169-1170.)

CUCC, APJN, I'EU and FES contend that ABP•Ohio has izetppmpriately conflatied
two unrelated statutes, Sections 4928.143(8)(2)(c) and 49A64,1Ze,c ►zp-cl Code, in support of
the GRR. The goals of the two sections are different according to the int^tpretaticm of the
afonnnentione,cl interveners. They contend that the purpose of Section 4928.64, Revised
Code, is to require elertric distribution utilities and CRES providers to rcnmply with
renewable energy benchmarks and pmgraPh (E) of Secfion 4928.K RevLied Code, direcis
that cosis ineuxred to comply with the remewable energy bench:narks shall be bypassable.
Whereas, according to IEU and FES. Section 4928.143(B)(2)(c), Revised Code, permits the
Comntssion to implement a market safety valve under speriHc xti.̂ guirements should Oliio
require addifional generagon. FM ru ►tes that AEA4Ohio has suEfici-ent energy and capacity
for the foreseeable future. IEU and FES interpret the two stahxtorq pmvisions to
affixmadvely deny nowbypaaaable cost recovery under Section 4928.148 (B)(2) (c), Revised
Code, for renewable energy projects. iEU and Fk5 contend that their interpretation is
confirmed by the language in Section 4928.143(B), Iievised Code, which states
"Nolwithstanding any otha provision of Tit1e XLIX of the Revised Code to the contrary
except... division (E) of section 4928.64... ." Thus, FES reasons the Commission is expressly
prohibited .from. authosizing a pa+vvision of an F5P wiuich conflicts with Section 4978.64(B),
Revised Code. (FM Br. at 87-90; IEU Br. 74-76; Tr. at 226-227.)

Further, IEU, FbS, OCC, ICS and AP]N argue that the statute requires, and AEP
Ohio bas failed to demcrostrate, the need for and the term and conditims of recovery for
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'Ehe Turning Point project in ttus proceeding pursvant to Section 4928.1Q(B)(2)(c), Revised
Code. F'mily, [EU submits that AEP-Ohio has ffailed to offer any evidence as to the effect
of the GRR on governmemtal aggr^.egaticm, as required in accc^rdance with the
Convnisdon's obligation under Section 492820(K), Revised Code For thwse reasorI& iEU,
IGS, FE5, GCC and. APIN request that the Company`s request to imtplexnent the GRR be
denied. {Tr1170, 57W4, 2614-2646; p'ES Bt. at 87-K FES Reply Br. at 22-24, IGS Reply
Br. at 5-6; OCC/APJN Br. at 84-85; TEU Br. 74-76.)

Staff notes that there are a number of statutory requireaients puxsnant to Section
4928.143(B)(2)(c), Revised Cade, that OP has riot satishe+d as a part of fhb modifled ESP
proceeding but will, be addressed in a future proceedinp;, inctuding the cost of the
MPosed facility, altematives for sati*ir% the in-stabe soiar raquiremea#s, a
demonstration tlsat Turning Point was or wiU be 9ourced by a competitive bid process, the
facility is newly used and wsefsil on or after January 1, 2009, the faciiity's output is
dedicatied to Ohi© comumers and the cost of the facility, among other isaues. Staff notes

the need for the ?uzning Point facili►ty has besn raised. by parties in ano#her case and a
decWon by the Commission is pending 0 Staff emphasizes ftt the atatutory reqcurerctants
would need to be addressed, and a decision made by the Commissiop, before recovery

could camueruce via the GRR mecfiar ►isan. Further, 5wff suggests that ;t is in this future

proceeding that parties should expiore whether the GRR should be applied to shapping
custonners. (Staff Ex.106 at 11-14.)

FES respmds tbat the langaage of Section 4928.143(BK2)(c), Revised Code, omits
arny asserted disereti<m of the Comanission to consider the requirements to comply with
the statut3e outside of the ESP c'ase, as AE['-Ohio snd Staff offer. Nor is it sufficient poii^.wy

support, according to FF3 and IGS, that custonners may transition from shopping to non-
shopping and back dwcing the usefril lif e of ft Tiuxi;u ►g Point facgity as daianed by AEP-

Ohio. The inteiveners argue ,AEP-Uhio overiooks that, as proposed by the Company, the
load of aIl its non-shopping customers will be up for bid as of June 1, 2015. With that in
mind, FM pmders why customexs of AEP-Qhio competitors should pay for AEP^Jhio
facilifiies aEber May 31. 2015. (FES Reply Br. at 24-25; IGS Reply Sr. at 4.)

U'I1S notes that partieg that oppose the approval of the GRR, on the premise that it
will require shopping customers to pay twice, overlook AEP-flhio's proposal to aUorate
RECs between shopping and non shoppmg custorners, to sell the energy and capacity
frorxt the Toming Point fac^7ity infia the market and credit such bansactions aganist the
GRR (UTIE Reply Br: at 2).

NRDC and OfiC ropond tha.t, it is d,isingenuou9 for parkies to avgtite that
estabiiMM a placeholder ritier as a part o# an F.SP is unlawf'v!. Tbe Cmu-Wmion k9as
adopted placehotder rlders in several pzevious Commission cases for AEP-C)hiio. Duke

8 - Caee Naa. 30-SOC!8L-FOR aad 10 502 EIrFQR.
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Pnergy C)hio and tiie FirstEnergy cvperating campazaW Purther,NRDC and OEC ndte
that no party has waived its Tight to pari3cipate 3n subseqoer ►t GRR-related proceeduigs

before the Omnnissiam. (NRDC/OEC Reply Br. at Z)

The Campany notes that four inwrveners support the adopdon of the GRR and of
the foiu supporters, two request modi#icatior+$ which are components already proposed
by the Cor3npany.

F'u^at, AEP-Ohio addreeses the arguments of FES and IBU that Section 4926.64(E),
Tzvised Code, proldbils the use of Section 4928.195(B)(2)(c), Revised Code, for renewable
genaation pr*cts. AEP-Ohio states that it ree+ogndzes the overlapping polecies of the two
statutes and offers that each section relates to the cost recovery aspect of the praJea-t which
as the Company interprets the statutes, will be addressed when cost recovery is requested
itt a futnre pzbceeding. Further, AEP-Ohio reasons that IE.U's and FE5'e atgtunents are
inappropriate as tYkey would lead to the disallowance of a statutarily presrribed option
merely because another option coasts. In addition, AEP-Ohio contends, proper statutmy
conshuction seeks to give all: statutes meaxmg and, therefore, both cyptions are available to
the Commission at its digcreti.on.

It is prematore, AEP-+Dhia retoarts, to assert as certain inioerveters have done, that
the statutory reWiremennls of Section 4928.3 '4'^B)('l)(c),12evised Code, have not been met
by the Ccmnpany. The statutory reeqvtrements of Section 4928.143(B)(2){c}, Revised Code,
wiII be addressed in a separate proceeding before any cosb can be recovered via the
proposed GRR. AII'-Ohio asserts that the Comadssson is vested with the discretion to
establish the GRR, as a zero-cost plaoehold+er, as it has done in other Conmssion
proceedings. The Company alw proposes, and Staif agrees, that as a part of this future
prcceedingr the amount and prudeney of costs aswciabed with the Tuming Point project
and whether the CRR resuits in shopping custoamers payfr ►g twice for nennewable energy
compliance costs, among other issues wi11 be deterawverf. ,AEP'-Uhiu reitearates its plan to
share the RECs from the Twnning Point project between shopping and SSO customers on
an annual basis. IGS, NRDC and Staff endorse AEPrClhio's proposal to share ft value of
th.e Turning Poiz.it project between shopping and t ►on-shopping customers. (AEP-aiio
Iteply Br. at 7-10; Tr. at 2139-2140; NRDCjOEC Reply Br. at 1; Staff Ex. 110 at 7; Staff Br. at
20.)

The Comnnission interprets Section 492g 143(B)(2)(e), Revised Code, to permit a
reasonable allowarrce for ccrosirncticm of an elec4cic generaeixlg Faci[ity and the
establishment of a non-uypassable surrlwge, for the life of the fadYity where the electric
utafity awna or operates the generatirm facility and sourced the facility through a
campetitive bid process. Before authorizing recovery of a surcbarge for au electric
generaticm fwlily, the Crmnmismn must determme there is a need for the facility and to

9 Irt re,AEP-0hio, F$P i(Mard+i is, 2009): In re Duix EmPSyFOluo, Case No. 09920-BGSSt3 (1]acennber 27,

20ft In re FiralErurAy, Caae No. ©8-935-HLMd (March 25, 2009).
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con.timue xeoovery of the scarcbarge, establish tYut the fality is for the benefit of and
dedicated to Ohio coromms. Ai3P-tihio wiIl be requited to address each of the statutory
requir^, in a future prcaceed%ng, and to provide additional iriormation 3r►cluding the
costs of the proposed facility, to justify recovery under the GRR. However, the
Cousmissi.on not.es that there sha be no allowances for recovery approved uniegs the need
and competitive xequnmnents of tlus section are met.

Ftyrtiermore, we disagree with the argumenia that the Iangnage in Section
4928.143(8)(2)(c), Revvised Code, requires the Comnvssion to fi.tst detmnUw., wxthin ft
ESP proceedin& that there was a need for the facility. The Comrnisdon is vested with the
broad discretion to naanage its docketa to avoid uraiue delay and the duplicatiere of etfort;
uvdndmg the discretion to decide, how, in lig% of its interial org,anization and doclcet
ccrosiderations, it may best proceed to mamage and expedite the orderly flow of its
busum, avoid undue deiay and eiiminate uruwessky dupZication of effort. Duff f v. .Pub.
Utii. C'rnrem. (14'TB), 56 Ohio SL 2d 367, 379; Taluto Coutitron for Safi Energy v. Pub. Ilti1.
Comm. (1984, 69 Ohio St. 2d 559, 5a Accordingly, it is acceptable for the Commission to
determine the need for the Turning Point facility as a part of the Ccrmpany.'s long-tenn
forecast case filed conaistant with Section 4985.04, Revised Code, wherein the Commission
evaluates enerrgy plans and needs. To avoid the unnecessary dupiication of prooasses, the
CoanniWon bas undertrsken the dptmn;nstion of need for the Turning Point project fn the
Company's long-term fomast proceeding. The Co=nmiseian int,erprets the statute not to
restric.̂ # our determination of the need and cost for the fmlity to the time an ESP is
approved but rather to ensure the Coanmiasi,on holds a praceeding before it authoaixes any
allowance under the statute. Fffi raises the issue of whedier shopping customers should
inc:ar chwgm associated with AEP-t7hio`s constmckion of gereration iacilitzea The
Corntnission finds that Section 4928.143(B)(2)(c), Revised Code, specifically provides that
the surrharp be non-bypassable. Hornrcwer, the statute also provides that the electric
utility must dedicate the energy atnd capacity to Ohio consmms AEP4Uhio has
represented fltat any rer►ewable energy credits will be shared witlt CRFS providers
proportionate with such providers' share of the load. Accordingly, as long as AEP-Ohio
_tacm steps to share the be.nefits of the proJees energy and capacity, as weil as the
renewable energy credits, wlth all customers, we find that the GRR shacrtid be nort-
bypamble. Further, in the subsequent application for any cost re©overy AEP-C)hio witl
have the burden to demonstrate compliance with the statutary requ^ts set fr ►rth in

5`eclicm. 4928.143(B)(2)(c), Revised Code.

Accordingly, the Commission approves the Company'$ request to adopt as a

cotnporuent of this modified ESP the GRR rnechanism, at a rate of zero. It is not

unprecedenbed for the Co.mmission to adopt a merhanisni, with a rate of zero, as a part of
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an F5P10 The Commission expli,citty notes that in permitting the creation oF the GRR it Is
not authorixing the recovery of any costs, at this time.

5. t^, obte Service Rates

Ian its- modifiM ESP, AEP-Ohio suggeets it would be appropriate w restrvcture its
current inteaupt-'ble servdce pmvissow to make its offerings cunsistent with the options
that wilt be available upon ,AEP-Ohio's partkipa#ion in the PJM base reaiduid auction
b,Pginning m June 2D15. AEP-Ohio witness Roush provides that interruptible servue is
aawn frequentIy repreamted as an offset to standard sevice offer rats as opposed to a
separate and distinct rate (AEP-0luo Eac. 111 at 8). To make AEP-Ohids interrnptible
service optiorrs cc3rtsistent with the cuneret regulatoy envircm^^ AEP-ONo prta'poees
that Scheduie hAernxpkible Powet Discretiottary (IRP-D) becotx ►e avafl,able to ail curreat

custamers and any potential custozners seeking interruptible service (Id.). The IRP-D
credit would inareaee to $8.21 per kw-month upon appraval of the modified BSP (AEP-
Ohio i;x. 100 at 9). AEP.4hio proposes to co}lect any costs associated with the IRP'-D
ttuough the RSR to xeDect reductions in AEP-Ohio's base generation revenu,es (Id).

OCC believes the IRP D proposal violates cost causatum principles, as the
beneficiasies are customers with more than x MW of in.terrupti'ble capacity. and does not
apply to residential cust{omers. C)CC witne;ss Ibrahim atrgues it is vnbit for noM-
participating cnstomen to noke AEP-Ohio whole for any lost revenues assaaatbd with
the LRP D(CKC Ex. 110 at 11-12). 1Net+efcne, OCC reccQmmends the IRP-D shocdd not
allow for any lost revenue assodated with IRP-D credits to be collected through the RSR
(Id.),

Staff snggests modifying the IRP-D credit based upon the state compesmtion
mechanism approved in the Capacity Case Paff Ex. 105 at fr9). Staff witrxess 5check
reconnmended lowering th+e IRP -D credit to $3.34/kw aeonth (Id.). Further, Staff notes its
prefereme of any imberzupftle service bo •be.. o£fere,d in • caijunction with Coamniasian
appraved reasonabje arxangements, as oppased to tariff service (Id). EnerNOC stabe$ that
a xeasrnuble arrangennent process is more transparent,than an inberruptible serv9a credit;
and notes that a subsidized IlaCP-D rate may impede AEP4Wds tranmtivn to a competitive
market by reducing the amount cf demand response regouzces that may psrtiripafie in
RPM auctions (EnerNOC Br. at 6-9).

OMAEG and OEG support the propased IRP D credit, but recmayend it not be tied
to approval of the RSR (Oh1AFG Br. at Z!, OFG Br. at 25). Ormet ai.9o supports the tRP D

credit, noting dat customers siacsuidbe coanpemted for Wftg on an in.fierruptible load

(Ormet Br. at 21-22). OEG explaiuns it is msonable and consistent with stabe polig

10 bc m A.FP-Mfa, ESP t(Mwh 18, ZM); in re Dub Erieegy^UkO. Cttse No. W?4-EUM (Decsmber 27,
20U8}s In n FirstEneW, C'aa IVto. 09-995-8I,S60 (14Iaf# 25, ?A^•
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okecti.ves under Section 4928.U2, Revised Gode, as it wiil promote economic developnrent
and innrn►ation and rnarket aacess for AEP-Ohio's custmers. OEG wgtnem Stephen 8aron
provides that the credit is beneficial to cqsfiamers that participate in the iRP DMpm
who received a discounted pprice for power in exehange for iriermptibte servim which
retains exisFireg AEP-Ohia 'custoaters and can attract new customers to benefit the state's
economic development (Tr. IV at 1125-1126, OEG Fx 102 at b•8). Mr. Baron ruto dw the
IRP-D is bemadaI to ABP-ohio as well by aIlowing AEP-Uhio to have increased flexibility
in pxovidimg its service, txnxs increasing overa]1 system reliability (OEG Ex. 102 at 6-8).
However, Mr. Baron believes that costs awociated wrth the IRP Dwould be more
appropriate to recarver under the EE/PDR rider (1'd at 9-10). OEG also disputes S#afPs
proposal to Iawer the IRP D credit to the capacity rate charged to CRES providers, as the
crredit is only availabie to SSO cnsbnmers, and rEot customers ofr. CRES providers (OEG Br.
at 16-21).

The Commission fin,ds the ll2P»D credit should be approved as proposed at
$8.21/kW-month In light of the fact that custcrmers receiving intmxuptiible service must
be ptepared to curtag their etech'sc usage on short notice, we be]ievve Staffs propoul to
lower the credit amount to $3.34/kW-month iutderstates the value intrerruptib#e service
provides both AEP-Oluo and its customerg. In addition, the IItP-D tsedi# is benefieial in
that it provzdes flexibte options for etmgy intensive customers to chnose thetr quality of
service, and is also coxfsisl+ent with state poIiry under Seedon 4928.02(N), Revised C`.ode, as
it furthees Ohi4's effectiveness in the global economy. In addidon, since AEP^3hio may
utilize interruptible service as an additional demand respcnse resource to meet its capacity
obligatiors, we direct AEP-Qhio to bid its adcEtimW capacity resources iuto PjM's base
residual auctions held during the ESP.

The Commissicm agrees with severat partiea who correctly pointed out that the IItP
I? credit shoald not be tied to the RSR. As we will discuss below, the RSR is tied to xate
cert" and stability, aud whi2e we have no qualxns in £pnd'mg that the 1RP D is
resmnable, it is nnsrre appropriate to allow AEP-Ohio to recover any cosig associated with
the-IRP D under the EE/PDRrider. As the IRP-D will result in reducing AEP-C)hio's peak
demand and mcourage energy efficency, it should be recovered through the EE/PDR
rider.

6. Retaii S1a^ ^bil^` 'tv Ridg.r

In its m,o"ed ESP, AEp-t?hio proposes a n+arn bypassable RSR. A.EP-Ohio states
the RSR is justiHed under Section 497$.143(B)(2xd), Revised eode, as it pxvMafies s#abRity
and certainty wath retaa electric sev'sce, and Section 4928.143(B)(2)(e), Revised Code,
which allows for automatic ircreesea or decreases by revenue decoupling meclisnisrns that
relate to 9S0 service. AEP-Ohia provides that in addition to the RSR's promatian of rate
stabaty and certainty, it is essentiai to ensure the Company does not suffer seveze
fjnancial repewussioiss as a xexult of the proposed E`SP'a capacity pricing meci9anism.
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AEF-Ohio witness Williaxn Avera explains that the Commission has the duty to ensucre
there is not an unconstitutional takirx$ that may result in matertal harm to AEP•Ohio
(AEP-Ohio Ex.15Q at 4-6). Dr. Avera strmes that not only does the Commission maintain
this obligation to avoid confiscataim but izn the event the rate plart is confiscatory, AEP
Ohi.o's credit rating wmild 'ldcely drop, limiting the ability to attract future capital
investmen#a (U).

The proposed RSR funwfions as a gmmtion revenue decoupling charge that all
shopping and non-shopping customers would pay through Jum 2i115. As proposed, the
RS,ti relies on a 10.5 percent return on equity to develop the non-fuel generatien revenue
targe of $929 miMon per year, whicb,, thronghout the term of the modified ESF, would
coil+ect approxixnately $284 rnitlion in revenue (AEP-Ohta Ex. 100, 116 at WAA•6). In
establashing the 10.5 percent target, AEP47hio witness William Allen cansidered. CRES
capacity revenues as based on the proposed two-tiered capacity meehanisM auction
revestues, and credit for shopped load to detmnr+m where the RSR should be set. AEP
+Obio notes that while the RSR is designed to produce consistent non-fuel geneation
revenues, ths RSR does not guarantee a company total ROE of 10.5 percent, as there are
otlw fxtors affecting total company earnings< which AEP-Ohlo witrm Sever estimated
at 9.5 pecent ar►d 7.6 pemer►# (AEP-Ohio Ex. 151 at 2-4, AEP-Ohio Ex,.106 at l7JS-2). Thus,
AEP-Ohio explains the RSR only ensnre.s a stable level of revenues during the wm of the
ESP, not a stable ROE (Id at 3). For every 5+10/MW-day demm in the Tier 2 price for
capadtq, Nr. A11en explaians the RSR wouid imrease by $33M (or $.023/MWh) (A.EF-Ohio
Ex.1.26 at 14-15). 11+Ir. Allen explsum tbat the $3 shopped load tredit is based on AEP-
Olua's estftrnabed margin it earns frorn aff-system sales (O6S) made as a result of MWh
freed as a resuit of cvstonter shopping. In his teestimony, Mr. Allen provides that AEP-
[7hio oxdy retains 40 percent of the OS6 margins due to Its partimpstioat in the ABP poo3,
and o# that 40 perr.ent only 50 to 80 pemmt of reduced retail sales resn.lt in additional 055,
thus demonstraiing the $3 f MWh cred'st Is reaeonably based on appropriate CSS
asst^mp#ion.s (ABP-Ohio Ex.15Z at 5-8).

In designing the RSR, .AEP•Ohito expiam that a revenue tar-get is preferable to an
earninp target as decoupling will provide greater stabilnty and certainty for custarn+srs

and is ea$ier tso 4bjeLfflveiy measure and audit as campared to earninpr wbich are prone to
titigation as evidmed by SEET proceledingS (AIIi-Ohxo Fx. 125 at 13•16). AEP-OFno

beiieves a revenue ta%et provides for risks associatedwnth generation operations ta be oa
AEP-Ohio wh,de avoiding the need for evaluating returs associated with a daegutatsd

entity after corporate separation (Id.) As proposed, the RSR would average $2/MWh (Tat

att WAA-6).

AEP-Ohia believes the RSR is beneficW in that it fmezes non-fuel genera.tion ratees

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

Ohio Ex.119 at 2-4). AEP-Ohio opines that the RSR medianism reflects a careful balance
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that wiii encouxage customer ahopping through discounted capaoty pmes while reminu:g
reasonable rates for SSO customers and etoure that AEP-Ohio is not financially hamied as
it trzaWtiona towards a competitive auction (U). AEP-Oldo also touts an increase in its
inturaptible service (IRP-D) credit upon approval of the RSR: AEP-Oldo witness Selwyn
I3ias explains that the increase in the iRP D credit wBl benefit numerous majoz' employers
in the state of Ohio and prorncrte eccmomic development oppoxtunities w'tthin ,AEP-{]biw's
service territory (Id. at 7).

Without the Conmi3ssion's approval of the RSR as proposed, AEP-Qhio claixns that
the rnodified ESP would result in confiscatory rates. In his rebuttal tiestimony, W. Allen
argues that if the established capaaiy cbarge is below AEP-Ohio's costs, AEP-lJIdo wfll
face an adverse financial impact (AEF-Ohio Ex. 151 at 9). As sud^, .ARE"-C3hio points out
that the 10.5 percent return on equity used to develop the RSR's target revenue is xiot only
aPproptiate to prevent firiancial harm but is afso xwessary to avoid violating regulatary
standatds addressing a fair rate of return W. Allen contends #hat the non-fuel generation
revenue, which the RSR addresses, is separate and distiv-t from the total company
earnings, which are not addressed by the RSR. This distinction, Mr. A11en states, shows
the 10.5 percent return on equity is appropriaie for the RSR because wh8n the RSR is
acxnbined with total company earnings, AEP-Oldo would be lookSng at a total company
return on equity of 7.5 percent in 2U13. Therefore, AEPDhio argues it woald be
iriappropriaUe to aIIow a RSR rate of return of 1+eas than 10.5 penmt, as any redurtion
would lower the total company return on equity downward from 7.5 per+rent, harming
AEP-C)bida ability to attra# capital and potentially pntting the company in an adverse
fxnancial situation (Id. at 4-5).

DER, DECAM, FES, NFIB, CR:C, and IEU aIl contend that the RSR lacks statutoxy
audurnriiy to be approved. FE5 rlaians that Section 4928.143('B)(2)(d), Revised Code, only
authorizes charges that provide stability and certainty regarding reta3l electric service,
whieli: ATP-Qhio has failed to show. C?CC witness Daniei Duann argues that the RSR wiil
raise cuatorner rates and cause Rnancial urtcertainty to a31 native load custoomers (CCC Lx.
141 at-10). UCC contends that even if the RSR pravided ceztainty and stability, it does not
qualify aa a term, conditiczr, or charge puxsuant to Section 4928.143(0)(2)(d), Rt. 'vised Code
(QC'C Br. at 40). LLU and Exe[on also airgue the RSR violates Section 4928.02(H) Revised
Code, as it would be tied to a distribution rate based cm its charge to shopping custamers
despite the fact it is a non-bypmable cluarge designed to recover generation related cvsts
(iBU Br. at 63-", Exeion Br. at 12).

IBIJ, OIiio SthCiols, Kroger, and DECAM/DER argue that AEP-Oldo Is improperly
u'tclizang the RSR to attempt to recover transitim geirenue. YBU notes that AEF-Odde's
attempt to recover generation-re]ated revenue that may not otherwise be colleeted by
statute is an iIlegal attempt to arecover trarisition revenue (iEU Ex. 124 at 4-10, 24-26).
Kroges and Ohio Schools point out that not anly has the opportunity to recover generatian
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trazaition costs expired with the establWaneret of electxic retail competitirm in 20M, AEP
t,7hio waived its right to generation transiiion costs when it stipulated to a resolutiar► in

Case Nos. 99-1729 and 99-1730 (Kroger Br. at 3»5, Ohio Schools Br. at 1$-20). Faceton and
FES maintain the RSR is antioornpetitlve and would stifle cornpetaiticm.

Ormet OCC, Ohio Schools, OEG, and Exelon indicate that, if the RSR is appzoved,
it should conta.in exemptions for certain customer classes. Ohto 5clmls request an
exemption from the RSR, pointing out that not onIy are school,s retyixtg on 1iurd#ed futuling,
but also that the Comrnission has traditionally cansidered sdools to be a distinct customer
cIas,s that is entitled to special rate trea.tment (Ohio Schools Br. at 22 3d, dting to Case NOs.
90•717 EL•ATA, 95400-EL-AiR, 79-629-TP-CQf, Ohio 5chools Fx.103, and Tr. XVI at 4573-
4574). rmelon believes tle-RSR should not apply to shopping cus#omers and siwuld be
bypassable. While Fxeion notes it does not oppose affarding AEP.Ohio proUrdon as it
traositiors its business structure, witness David Fein argues that shopping customers wi11
unfairly be forced pay both the CRIS provider and AEP-Ohio for gelmtion (Exelon Ex.
101 at 13-14).

On the contrary, Ormet believes the RSR should not apply to cusbomers like Ormet
who cazunot shop, as Qrmet ndttw tanses cosis associated with the RSR nox can Ormet
receive the benefits associated with it (Armet Ex.10E'i at 15-17). Ormet maintains that the
RSR, as cuxrentIy proposed, violates cost causatiaa principles (Id.). OCC and OEG suggest
that if the RSR is approved, it should not be charged to S5O custmrs, as these cusbomers
are not the cause of the RSR costa, and it would be unfair to force the9e custiomm to
subsidize shopping custonters and CRFS providers (OEG Br. at 5-6, OC+C Bx.111 at 16-17).

While OEG - does not support the c,reation of the RSR, it uurderstands ths
Conunias4on may need to provide a means to ansure AEY'-OMo has the ability to attract
cagztal, and as such suggests that the Cwrnnission look to AEP-Ohio actval eamings as
opposed'to revenue (OFG Ex. lIri at 12-18). OEG argues tha.t: the RSR's use of revenues
does not accurately reflect a utility's fiinarftcial condition or ability to att-act capitai in the
way-that eam.ings da, as evidenced by earnftgs being the fo_undation used by credit
agetu.'ies to debetmine bond ratings (Id). OFG wiftess Lane Kollen points out that
revenues are just a single cornporuent of AFP-C)hia's earnings and do not reflect a[u11
picture of AEP-Ohio's finazviai health (Id). Mr. IGoilen sugge.sts that if the Conrmasdon
were to look at AEF-Otuo's tarningsr an appropriate retum on equity (ROE) would be
between seven percent and 17 percent (OEG Ex at 4-6). If the Comrndssion were to use
revenues to deberrinYne AEP-Ohio's RO$ as proposed in the RSR, Mr. KoUen beiieves the
ROE shcmid be at seven percent, as it is still double the cost of AEP-Ohio`s long term debt
and Ea]is within the Ohio Supreme Courfs zone of reasonableness (Id. at 7, Tr. X at 2877-

79).
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In the event the Cozzunission. adopts RPM priced capacity, RSSA also supports the
use of earnmgs as opposed to revenues in calculating the RSR in the event it is necassary to
avoid eon&=tory rates (RMA Ex. at 11, Br. at 13-16). RESA also suggests the
Commission consider projecbng an amount of money rewsssrp for AEP-Ohio to earn a
reasonable rate of return and set the RSR aocordingly (RWA Br. at 14-16). RESA maintains
that either of these alternatives ma►y reduce the possA)ility tba ►t AEP-Oheo and its rww
affiliate make uneconomic investmenta or other rialrs that may result ftorn AEP-Ohio
receiving a guasasitee of a cortaiit Ieve3, of annuai income (Id.). NFiB and OADA expre.s
similu cormns that the RSR, as propos4 creates no incentive for AEP-Ohio to linut its
expenso (NFIB Br. at 4-6, OADA Br. at 2-3).

In' addition, ses►eral other parties suggest modifications to the RSR, includtng its
proposed ROE Omeet -statea that the 10.5 percent ROB is excessive and unreesombly
high. C)nnet witness John Wilson exp1airred that AEP-Dhio failed to sustain its burden of
showing 10.5 percent ROE was just and reasonable, and upon utitiaing Staffs
uathodoTogy in 21-,"52-Ei-AIR, deteraris ►ed tlnat, based on cvrrnnt econannic +coTditions
and AfiP-OMo and rnmparable utiiity financial figures, an aPproFtiabe ROE would be
betweexe eight and nine percent (Chcmef Ex. 107 at 8-30). ICroger witness Kevin Higgins
tasti6ied that the average ROE for electhc utilities is 102 percent^ and based on the fact that
AEP-ohio's proposed twrcrtierr capacity mechani,sm a above market, the ROE should be.
below 10.2 percent {Krogar 101 at 10). FES and Wal-Mart state that AEF-Ohio failed to
justify its 10.5 percent figure, with Wal-Mart witness Steve Chriss suggesting the ROFi be
no higher than 10.2 percent (Wa1-Mart Ex.101 at 8-9, FES Fx.102 at 79-i0).

OCC rerouuxuends that the Comnission allocate the RSR in proportion to each c.Iasa
share of the s'witched kWh sales as opposed to customer clase contribution to peak load, as
an allocation based on contrfttion to peak k.ad is ncrt just and reasonable (OCC Ex. 110 at

8-9). OCC witness Tbrahfrn poimft out that the re,sidential customer dass siwxe of switched
kWh sales is only eight pecent, thus, if the Comaussion x+eallocntes R5R costs, residential
custamer fsureases would drop from six pex+c+ent to tbree percent (Id, at 24-26). Kmger
argues-theRSR allocates cosas to custamera by denand, but recovers thrnugh an energy
cost, xesulting in crass subsidies arnongst cusc^tomers (Kroger Ex. 101 at 8). Kxoger
reooonmends that costs and charges should be aligned and based on demand as opposed
to energy usage (d.)

OCC, FES, and Ora-tet also submit uuodsfications related to the catculation AFP-
t3hio's shopping credit irnctuded within the RSR caiLViation Orcnet argues that AEP-Obio
underestimates its $3 ahopping credit. t7nnet state9 that based on AEP-CQhio's 2011 resale
pacaftge of 80 percent, the actu,al shopping enBdit inreases to $3.75 biWh, with the total
amount increasing to $78.5 million (Onnet Br. at.14-12, citing to Tr. XVII at 4905). Ormet
also shows that AEP-Ohio wil.l. rnot need to reduce the credit by 60 percent beginndng in
2M3, as AEF-Ohio will no longer be in the AEP pooL resulting in the credit Inxreasing to
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563Q per year in 2Q14 and 2015 (Id.). OCC also paints out that the shopping credit should

incresse based on AEP-Ohio's 2a11 shoppl.ng perceniagpv as weil, as the termination of the
AEP pool agremmk, and reicomutends the Conlmiagon adopt a shipping credit Ihigher
than $3/MWh but less than $12/MWh (dCC Br. at 49-54).

'The Connission finds that, upon review of the record, it is apparent that no psrty
disputes that the approval,of the RSR wiR provide A,EF'-Ohio with mffident rewnue tar
ensure it mamtains its firwvaai inbegrity as well as its ability ta attracE capitaL There is
dispute, however, as to whether the RSR is statutorily jusi3f'ied, and, if it is jusdfaled, the
amownt AEP-tJhio shoWd be entrt3ed to recover, and how the reeovery should be allocated
amwg custom+ers. The Commission must first deterrnme whediuer RSR *ned19nts*-r± is
suppcirted by statute. Ne4 if we find that the f'^*+h;^on has the authozity to apprcrne
the RSR, we must balance how much cost recovery, if any, should be pernutted to ensure
customexs are not paying excessive costs but that the recoverp is enough to allow AEP-
Olriio to freezre its base generation rates and mai*k+asn a reasonable S'6O plan for its current
customers as weli as for any shopping cuusWnus that may wish to return to AEP-Ohiv's
SSO piao.

In beganing our analysis, we ELrst look to ABP-Ohio's justi#ication of the R.
While AEP-t7hhio argues there are numerous statutory pmvisiona that nuy provide
support for the RSR, the thrust of its arguments in support of the RSR pertain to Section
4928.143(B)(2)(d), Revised Code, which AEP-Ohio notes is mwt by the RSXe proaanotion of

rate stability and certainty. AEP-ohio aiso suggests that Sectivn 497$.143(B)(2)(e), Revised
Code, which allows for automatic inarem or decreeses, justife'S the R.SR, as its design
includes a decoupling macliaxvsm-

Putsuant to Section 4928.143(B)(2)(d), Revised Code, an ESP may include ternn,
conditions, or clarges relatimg to hmitafiiors on customer shoppmg for ret,aii eiectric
geoeratton that would have the effect of stabilizing retail electric service or provide
ceitainty regarding reEai.t electtie servm We be2ieve the RSR meels the criteria of Section
4928.143(B)(2)(d), as it pmnwfies stable r+stad electric service prices and ensures customer
certainty regarding retail electric seiviice. Fvrther, it also provides rate stability and
certainty through CRFS services, which ctearly fall under the dassafication of retail electaric
service, by atowing castor=s the oppttirtunity to ntitigate any M im-mm thirntgh

increased shopping opportunities that will become available as a result of the
Commission's decision in the Capacity Case.

In additim we fir►d that the RSR feezes any non-fuel generation rate incrcase that
might not otherwise occur absent the RSR, allowing current cvstonner rates to rernain
stable thraughout the tezm of the modified ESP. White we undestand that the non
bypassable cotnpomft of the RSR will result in additional costs to customers, we beiieve
any costs associated with #he RSR are mitigated by the effect of stabiB,zng non-fuel
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gereeration rates, as well as the guarantee that, in less than three years, AE['-Ohdo will
esiablish its pricing based on erergy and capacity auctions, which this Commission apin
rnaixktaina is extremely bmef'^ciai by providing cusWn-ms with an cYpporhnuty to pay less
for retail eiectric service than they may be paying today.

ThereEom we find tltat the RaR provides certainty for retdl eiectcic service, 88 is
cons3stant with Section 4928.143(Bx2)(d), Revised Code. UntB. May 31, 2015, AEP-Obio's
SSCt rate, as a resuESt of this RSR, will remain avadable for all custoanners, indudiing those
who are presently shopping< as welt as those who may shop in the #utm The ability for
AEP-Ohio to maintain a fixed SSO rate fs valuable, particularly if an unexpected,
httervening event occurs during the term of the ESP, which cauld have the effect of
increasing uarket prices for elecUicity. The abilty for a]S custommn within AEP-0luo's
service territory to have t[w option to return to AEP-OItio's certain and fixed rates allows
a:stomen to explore sbopping opporturdties. This is an exftemely ber►ehaal aspect of the
RSR and is undoubtedly corisisEent with legislative intertt irti providing tfiat eleelartc
security plaris may inctude retail electric service terms, conditions, and cliarges that relate
to customer stability and cer#ainty. Further, we reject the c2aim that the RSR ailows for the
coilection of inappropriate transition revenues or stwranded costs that should have been
collected prior to Decenber 2A10 pursoaztt to Senate Bili 3, as AEP-C?hio does not argue its
ETP did not provide sufE'ident revenues, and„ in light of events that occurred after the SlP
proceedings, iMuding AEP-Cxuo`s status as an FRR entity, AEP'-C?itio is abk to recover its
actual costs of capacity, ptuaaaztt to our decision in the Capacity Case Therefore,
anything over RPM auction capacity prica cannot be labeled as tru%sition cow or
stranded costs.

Moreover, we find that the cmtgnty armd stabiiity the RSR provides would be all but
erased by its design as a decc>upling mechanism We agree with CCC that the ability for
AEP=ohio to decouple the RSR would cause fixwncial uneertainty, as aving up or down
each year will create customw canfmon in theiir rates.ATFIB, OAUA, aTUd RESA correcdy
raise concerna that the l2SR design creates no ixxentive for AEP-Ohio to lix,ni# its oqmvm
-and-the-Company aiar make unecommic investments by its guaranteed level of annusl
incotine. Whue AEP-Ohio should have the oppostvnity to earn a reas<rnable ratie of rehun,
the:e is not a right to a guaranteed rate of return, and we wsll not allow ABP-Ohio to shift
its risks onto cmstwm. Thus, becauae Its des€gn may lead to a perverse outcome of AEP-
Ohio rnaking imprndent decisicros, we find it necessary to remove the decoupling
component from the RSR

Althou.gh the RSR 3s justifted by statuter AEP-Qluo has failed to sustain its bu.rden
of proving tha ►t its revenue target of $929 million is reasombie. 'ie basis of AEP-Oh€o's
$929 million tsrget is to emsrsre that its non-fuel generation revenues are stable and that
stabitity may be ensured through a 10 .5 peroent ROE. However, as we prenic,aaty
established, it is inappxopriafie to guarantee a rate of return for AEP-Ohio, therefore, we
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find it more appropriate to establish a revenue target ttot will allow AEII'-Ohio the
oppcntunity to earn a reasonable rate of return We note that our analysis of an ROE is not
to guarantee a.rate of return, as evidenced by the removal of the deooupling components
but rather to debex'mine a revenue targeE that adequately ersures AEP-0hio can keep its
base generation rates frozen and maintafn its #inar►cial health. Althvugh we believe the
more appropriate method to balance these factors would have been fhrough the use of
actyal do]lar figures that relate to stabiliity, because AEP-Obio utt ',ed a ROB in ralculating
its proposals, and parties responded with alterna ►tire ROE proposals, the record limits us
to this approach Therefror+e, in detemnnining an appropriabe quantification for the RSR, we
will consider a ROE of the non-fuel generation revenue only far the purpc ►se of creating an
appropriate revenue target that will ensure AEP-Ghi© has sufBcient capital wlule
asaintaining its fsozen base generatton rafies.

Chdy tluw wititesses.. AEP'-0hio wittms Avera, OEG witms Kollen, and Onnet
witnese 1Nilsm developed thomugh testimany exploring how an appropriatre revenue
target for the RSR should be estabtished, all of which were driven by an analysis of ABP
Ohio's ROB. Although OEG witness Kollen proposed a mechaniscn driven by adjusUng
AEP-f3hio`s ROE upward or downward if it does not fall within a a.one of reasombleness,
Mr. Ko].1en establisixd that anyEEting between seven and 11 percent could be deemed
reasonable (OEG Ex. 101 at 8-9). Mr. Kollen preferred focusircg ' on a zonw of
reasanabteness,lvut notes that if the Connmiss'son preferred to establish a baseline revenue
target, it ghould be set at $689 mdlliian (Id at 16-M. C3nrset w9.tness Wilaon utiUzed Staff
uxodels from Case No. 11-351 including dascount+ed cash flow and capital aseet pricing

models, and upd'afied ca►1cudatiaans in the Staff models to reflect current ecanomtc facbors,
regrhtng a conclusim that AEP-Otnio's ROE should be between eight and nine percent
(Chnet Ex.107 at 8-18). AEP-Ohio used witness Avera to rebut Dr. Wilson's testirnany,
noting that Dr. Wilson did not consider a sufficient number of utilitites in the proxy gcoup,

and the utilities that were caaisidered were not similarly situated to AEPaOhfv (AEP-Ohio
Ex.150 at 5-6). Based on this infaormation, Dr. Avera recommended an ROE range of 10 29
percent to U.26 per=t (fd.). -

The Commission finds that all three cperts provide Cledible atefhodol.ngies for
debermixung an appmpriate ROE for AEP-0W, then°fore, we find C)EG wiiness iCollen'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 guaranbee a ROE nor establish
what an appropriate ROE would be,'but rather, establish a rcasomble reveztue target that
would allow AF.p-Ohio an opporturdty to earn somewhere wi.#hin the seven to 11 perceitt
range. We beEeve AEP-Ohio's starting point of S►929 is too high, particularig in light of the
fact that AEP-(3hto is enhtieef to a defernd recovery pumaant to the Oapaeaty Cm but that
a baseline of $689 miilion would be too low to support the certainty and stsbility the RSR
provides. Accordingly, we find that a benchuwk sbali be set in the approximate middie
of this range, and the $929 millimbencr+mark shall be adjusted dawnward to $826 mIMon.
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1lVhile we have revised the benchmark amount down to $826 mmilliort, we also need
to revisit the figures .AEF--0hio used in delermirting is RSR revenue amounts. In
designing the RSR benncarark; iv1r. Allen €ocused on four areas of revenue: relail non-fuel
generation revenues; CRES capacity revenues; auction capadtY rezrenues; and credit &Or
shopped load (AiJP4)hio Ex. at WAA-6). in calculating the inputs for these revenue
#i,gwres, Mr. All,en relied on ATP-OIun's own eshrnates ofshoppnng loads of 65 percenx for
residential customer+s, 80 percent for cornmerciai customers, and 90 percerit €or industrial
custnmers by the end of 2112 (Jri at 4

However, evidence wlthin this record indicalbes Mr. Allen's prajecked shopping
sbaflstirs may be higtteyr than achW shopping levels. On rebuttal, FES presented shopping
statistia based on actual AEP4:)hio numbers provided by W. Allen as af March 1, 2012.
and May 31, 2012 00 Ex. 120). FBS concluded that, based on AEP-C11aio's actual
shopping statistics to date, Mr. AUer,'s figures overestirnated the amount of shopping by
36 pemecit for reaidential customers.17 perLen.t for cammercYat custamers, and 29 percent
fox industriai custonmers, creating a total ovesmsfimte across all customer ctatsses of 27.54
percent The Commission finds it is n^ore appropriate to utllize a shopping projection

which is roughly the midpair►t between AEP-Dhio's shopping prgections ard the more
conservative shopping estmtes offered by FES. Therefore, we wil.i estimabe shopping in
the #irst yen at 52 perceM and then increase the shopging projections for years two and
three to 62 percent and 72 percent, respectively. Thm numbers regresent a reasonable
esEimate and are corkmbent with shopping statistias of other EDUs throughout the State

(See FES Ex.119).

Based upon the Comnnissian's revised shopping prcj^^, we need to adjust the
calculation of the RSR The recoxd indicates that lower shoppirtg .ggures will result in
chnges to relail generation tevenues, CRES maargms, and OSS margm, which affects the
credit for shopped load, aU, resulting in an aXpstment ba the RSR (See FES Ex.121). Our

adjustmertts am Iug'E►lighted: below.
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To appropriabeiy con+ect the RSR based on more comwvative shopping projectlons,
we teegin our analysis with retail ncn fuel generaii'on revenues. As t1ie figurea of $402,
M, and $182 an based on Mr. Allenn's assuzxxed shopptng ffgur+es, when we adyust #hee
f1$itm to 52, 62, and 72 p21'CE'nt shOPglI1g, AEP-4bi0'81'eve;nue3 would 9ncrease to $528

million, $419 nuUwrr, and °B308 miilion, respectively.

Canversely, as a resnlt of decreaaing the shopping sudastics, CRES capacty
revenues would decrem. Assuniitig our shopping estimaf+es of 32, b1,,' and 72 per+eectk, as
well as the use of RPM capacity prim, the CRES capacity revenues lower to $32 million,
$65 miIlion, and Pq4 mfl1.i.on. pinally, we need toa&just the credit for shopped load based
on the mvieed non-shopping assumptions. Because we asauxne lower shopping statistics,
AEP-Ohio wili have less opportunity for off-system saales due to an nummed load of its
non^happing customers, which will lower the credit to $75 million, $89 miUiar^, and $104

-----
miIlirnr► for each year of the modified ffiP. Accordingiy, upcm factming m oiu revised
revenue benchnnark based on a nine percent return on equity", we find a RSR amount of
$508 miUion is appropriate. The $508 million RSR annwunt is limited cnly to the berm of the
mods`fied FSP.

Although our corrected RSR meclanism ensures customer statiil.itp and mtaiu" by

providing a maan,s for 1EP-ONo to move towards roaipetitive mazket pricir^ in additicn

ixy-jthe $Wni2Mox1 RSR, which alloHls AIEP-Oltio boauaintain frozen b21se genelatioT ► rai"
and an acxelerated auction process, we must also address the capaiEy charge deferrai
mwhanism, ereated in thse Capacity C^,se As our decision in the Capaciiy Case to utilize
RPM prieed capacity corisidered the innpoeace raf developing competitive etectrir
nnarkets, we heHeve it is appropriate io begin rewyery of the defierrai costs throust AEP-
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4hio's R5R nmecharusm, as the RSIt allows for AEP-Ubio to ccntinue to provide certairnty
arid siability for AEP-Ohio's S64 plan while cocnpetitive markets +oontinue to develop as a
result af RPM, pricadd capacity. '1'hetvf,are we believe it is appropriate to begin collection of
the deferral within the RSR

Based on our conclusion that a$506 nniTIion RSR is ressonible, as well as our
detammimtion that AEP-ohio is entitled to begin recovery of its dduraL AEP-Ohio will be
permitted to coilect its $5M million RSR by a recovery amount of $3.50,lMi ►Ifh, thuouglt
May 31, 2014, and $4/MWh between June 1, 2014 and May 31, 2Q15 The upward
adjustment by 50 cents to $41 MWh reflects the Gommission's modification to expedift tlw
tiavng and percentage of the wholesale energy auclion begautimg on June 1, 20i4. Cf th,e
$3.50/MWh and $4/MWh RSR recovery anwun.ts, AEP-Oho must allocate $1.00 towards
AEP-Ohio's deferral recovery, pursuant to the Capacity Cm. At the conclusian of the
modified ESP, the Commission will deteamine the def=ai amount an,d make appropriate
adjustments based on AEF-C1hio's actual shopping statistics and the amount that has been
col]ected towards the deferral, through the 1tSR„ as neoessary. Purtber, although this
Commtssion is gmerally opposed to tlw creation of deEerxa]s, the extraordinary
cirruatstaracves pr+e,sen#ed before us, which allow for AEP-Ohio to fuliy PzrbdpaW in the
market in two years and nine montiis as opposed to five years, remssitatie that we remain
fiexxible'and utiulim a de[erral to ensun we reach our finish line of a fully-estabiisW
competidve electric market.

Any remaining balanee of this defenrat that remains at the condusion of this
modified ESP shall be amostized over a three year period unless athemvs,4e ordsred by the
Commission. In order to ensure this order does not create adisincentive to shopping, at
the end of the t,erm of the ESP, AEP-Ohio shall #iie its actvwl shopping statistics in this
dockek To provide complete furanspazency as well as to a3law tor acmate deferral
calailatPons, AEPd)ltia should main#ain its actual monthly shopping percentages on a
mondrby-atanth basis throughoctt the term of ihls naodified ESP, as weR as the months of
june and July of 2012. A1t d^ti+**+atiaa^s for iuture recovery of the defezral sbail be made
folIowing ABP43hi6s filing of its actual shopping statistics.

We believe tthis balance is in the best interests of both custcmer. ► and AEP-Ohio.
For custwmers, this keeps the RSR costs stable at $3.5Q/MWh and $4/MWb, and with $1.00
of the R5R being devoted towatds payit ►g back AEROhio's deferrals, cusioawxs will avoid
paying }xigh deterral ctiaiges for years into the future. In additim our modificatior+s to
the RSR will provide customers with a stable rate that will not change during the term of
tlae-EgP due to the elhdnation of the decoupling components of the R,SR. Further, as
result of the Capacity Case, cuatomers may be able to lower tlieir biA impacts by taldng
advantage of CRES provider offers allowing customers to realiae savings that may riot
have othawise occurred without the development of a competitive retail market. In
additiaa, this mechaniszn is mutually beneficial for AEP-Ohio because the RSR will ensure
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AEP-Ohio has sufficient funds to maiatain its operations efficiently and revise its

corparate structurer as opposed to a deferral only mecharism.

FinaIly, we find that the RSR shauid be collected as a non-bypamble ra,der to
xecover rbarges per kWh by cvstomer class, as propaed. We note that several pnties
pitched masons as to why certam cisstamers rlasses should be excluded, but we believe

thm argunurts are nm.tless. oruet conter ►ds that the RSR should not apply to

cttstomers Iike Ormet who caannot shop. Interesti4y, Dzmet again tries to play both sides
of the table, forgetting that it is the beneficiary of a unique aErtangeaPnt that resWts in
Ormet recdving a discount at the expense of other ABP-Ohio cnstom+sz's. We reject

Chmetrs argument, and note that while Ormet raanot shop pursuant to its unique
arrangemen^ it direcdy benefits from AEP-Ohio's cvstoums receivlng stability and
certainty, as these customers uitimatefy pay for Okatet's diacrnutted electricity. We also
find Ohio SclwoW request to be exduded irom the RSR to be wiftut meci#r as it too
would resvlt in other AEP-t)hio customers, induding taxpayea that alxeady contribute to
the schoolsr paying significantiy hiEgher shares of the RSR it is unreasonable to make AEP
Dhio's customers pay the schools twice.

In addition, in Iaght of the fact that the C.ommisdan bas established a xevenue tazget
to be reached thraugh the RSR in this prnceedingr the r'"'*"*'+"sdan fmda tlat it is also
appr+opriate to estabiish a significantly excessive earning$ test (SEM threshold to ensure
that the Company does not reap disproportionate benefits from the ESP. The evidence in
the racord demonstrates that a 12 percent ROE would be at the high end of a reasonable
range for rethtrn on equity (OEG Ex. 101 at 4-6; Kro'gei 101 at 10; +Dxaiet Ex.1U7 at 8,30;
Wa1-Mart Ex. 201 at 8-9, FES Bx.1tf2 at 79-80), and even ABP-(7hio witness AIlen agreed
that a ROE of 14.5 percent is appropriate_ Accordingly, for purposes of this FR, the
Cornmiasicon wil[ establish a SEET threshold for AEP-4hio of 12 Iercer ►t•

Likewise, multiple partiQS argue that either shoppirig customera or SSO custamers
should be eaaduded frtmm paying the RSR - For non-shopping costomers, the R5R pro ►rides

2"di w St;8blT1q and certainty, and E'I1Sj3reS 8U 990 rates Wuf: b8 IT1'Wket-baSOd b}t J1u1P -20- •

For shopping custoamsr the RSR not only keeps a reasonably priced S6U t o#fe^roffers
in the event market prices increas^ but it also enables CRBB providers provide
that take advanltage of current market prices, which is" a bensEit ftw shopping custoam•
Accordingly, we find the RSR, as jsst'̂ £'ied by Section 4975.149(b)(2)(d), Revised Code is

just and reasonabie, and should be non-bypassable.

Fi naUyr the Commission notes that our deEermination regarciirtg the RSR is heavily
dependent on the amount of S5O load still served by the Company. Accordingiy, in the
event tliat, during the term of the B5'P, there is asi,gte£"icant reductian in non-shoppiz+.g
load for reasons beyond the control of the Ccnnpany, other than for shopgingr the
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Company is audorized to file an application to adjust the R.SIt to account for such
chang^.̂ .

7. Auction T'M cess

As part of its modified ffiP, AEP-Ohio propnsm a ta:axmition to a fu3ly-competitive
auctiQn based 3"tU fornnat. The f'irst part of AEP-C7hio's proposal inciudes an e3nergy-only,
slice-of system auction of five percmt that wi3.t occur prior to AEPA:)hio's SSO energy
aucticm, The energy-only slice-of-system auction would cr►mmence upon a finaE order in

this promeding and the corporate separation plan, with the debverir peniod to eftM to.
December 31, 2M4 (AEP-Qhio Ex. 101 at 20-21). AEP-Ohio rnotes that specific d
would be addressed upon the issuance of final orders in this proceadixig {I4

tt+iEP-C1hio's tranaitionn propmal also includes a coamcrittnent to cattduct an energy
auction for 100 percent of the SSO load for delivery in januaty 2415. By june 1, 2015, AEP"
t7hio will conduct a competitive bid procurement (CBP) prrxesa to coaunit to an energy
and capacity auction to serviee its entire SSC31oad (Id. at 19-21, AEP-t7hio Fx. 1IX} at 10-11).
AEP-C?hio witnm Powers explained that the June 1, 2U15 energy and capacity auction will
pernt cornpetitive suppliers and nmarketers to bid into AEP-Ohio's ioad, as its FRR
otIigaiion will be termwated (Id ). AfiP-ohio anticipates the CBP proeen will be simitar to
other Ohio utiiity CBP .filings, and exptains titat specfic details of the CBP wiil be
addressed in a futare filrng.

AEP-Ohio ecplains that the ,June 1, 2015, date to servioe its entire ,50 load by
auction is based on the need for AEP's intemonnection pool to be ter.ani,nafied and AEI*-
C?hio's corporate separation plan being approved. AFP-C)hiEo witneas Mip Nelson
explains that an,a^ au,ct%on occuning prior to pool t+umirtation nnay expose AEP-Ohio to
sigrrificant financial harm and if the auction occurs prior to rorporate separation, It is

possible that AEP-Ubio`s generatioxt may not be utilized in the auction (AEPAitio Ex.1Q3
at 8). Further, AEP-Ohio poin#s out that a fuH auctiox ► pFrior to June 1, 2OI5, would conflict
with its-PRR cutrnnitnent that continues untii May 31, 2015 (AERtJltio Reply Br. at 46).

pES and T}E!i/L7ECAM argue that AEP-Qltio could hold an innncuediate CBP without
waiting for pool termmatiun and corporate separation. FES witr ►ess Rodszey Frame

fiesti#ied that the AEF pool agreement contairis no provisions that would prevent a+CBP
("FES Ex.103 at 3). UER/DECAM provide that a delay in the irn ►plenr►entation of the CBP

process harms customms by preventing thenn from taking advantage of the cuixent market
rates (DECAM Ex.101 at b).

Other parties, induding IMSA and Fxelori, propnse modifications to AEP-O1da`s
proposed auctim process. Exelcm believes the Grst energy and capacity auction far the
SSt? load should be accelerated to June 1, 2014, in orda to permit custonws to take
advantage of competition. pxeZon witness Fein notes the June 1, 2014 date would be sIM
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months after the date by whuh ABP-OhiD indicated its corporate separation and pool
Wmirettion would be completed (Exelon Ex. 101 at 1524). RFSA malces a simi]m
praposai, but that a June 1, 2014, auction be energy oniy, as this sii€I allowa AEP-Ohio six
IImrtths to prnpare for auction and provides customers with the benefits associated with a
competitive market (RESA Br. at 16-17). Cfnthe contrary, flCC argues the iantexim auctiona
to be lteld during the fixst five months of 2015 would be deftimmtal to reaideutial
customen, and sugg+ests that the Cornmission adopt a different appraach (0CC Br. at 100-
103). OCC contends that competitive mazkct pricw in 2015 may be higher tban prices that
would result from AEP-Ohio continuing bo pcirdam encrgy fmm its aEfiliabe, and
reconvnends that the Couunission require the agreement between AEP-Ohio and its
affiiliate to continue during #ia,e #'mst five months of 2015, or, in the altemtive, ATP-Uhio
shauld purrhase SSO capacity from its generation affil'sate at RPM prices (Id. at 103).

In addition, Exelon aIso recommends tlwt the Commission direct A.EPRtJhio to
conduct its CBP in a awmft that is coosistent with the processes that Duke Energy Uhio
and FirstEnergy used in their rnast reeant auctiams. Fxelon sets forth that estabIishing
deiails of the CBP process in a tinnely manner will expedite AEP-C)hio's transition to
competittion and ensure there are no delays associaied with setffing these issues in later
proceedings, Speafically, Exelon propases that the CBP should be ccrosistesit with
statutory ditecttves set forth in Secean 4928.142, Revised Code, and should ensure the
dates for procurement events do not conflict with dates of other default service
pracur^ cor^duscbed by othec fiDUs. Exelon warns that if the suhe^tantive issues of the
proc^u^emaf►t prcxess are left open for interrpretatiazy there may be uncertainty that could
limit bidder partitcipaticm and lead to less efCcient gricea. Exelon aL9o recoua:vsnds that
the Commcmion ensure the CBP process is open and transparent by having substantive
details es#ab2ished in a timely maium (Fxelvn Ex.1(Y1 at 2A^31).

'The Commission fi7nds that AEP-Uhia's proposed cvmpetitive auction process
should be nwdiffed. First, we beReve AEP-Ohio's energy onIy, slicewf-sysWm of five
percent of the SSO load is too low, as AEP-Ohio will be at f ►ill energy aucidon by January 1,

2(Y15, - and the slice-of-syabem. auctions wiil not comnvence until six mmonihs after, the
corporate separation order is issued. Accordingiy, we find that ircreasing the percentage
to a 10 percent slice-of•sysbern auN3.dn will facilifnte a srmwther trarjsitiam to a fttll energy

PluCtlafll.

Seeond, this Commi.ssion understancig the innportance of cusomezs being able to
take advazti.tage of marloet based prices and the benefits of developing a heai#hy

competitive market, thus we reject OCCs arguments, as slowing the movement to
competitive auctions would ultumably harm residential customers by preduding them
from, eryoying any banebts fram competition. Based on the importance of customers
having aocm to ,marke"ased prices and ensuring an expeditious traunsition to a full
energq auction, in addition to making the modified F5P more favorable than the results
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that would atherwise apply under Se,rtion 4928.I43,. RrAsed Code, we find that AEP-Ohio
is capable of having an energy auction for delive ►y commerWing an ]une 1, 201i4.
Therefore, we dixe.ct AEP-Qhio to conduct an energy auction for delivery commewing on
June 1, 2014, for 60 pment of its load, and delivery comawncing on January 1, 20'15, for
the remainder of AEP-Ohio's energy load. AEP•Ohio's June 1, 2Q15, exuergy and capacity
auction dams are appropriate and should be mairtained. In addition, no#hing wi.thin this
Order precludes AEP-Ohio or any affiliabe from bidding inbo any of these auctions.

Finally, we agree with Exelon that the substantive details of the CBP process need
to be esiabiished to maximiz,e the number of participants in AEP-Qhio's auctions tlu+autgh
an open and transparent auction process. We direct Affi'-0ho to establish a CBP process
consistert with Section 4928.14Z, Revised Code, by December 31, 21312 The CBP shrsuld
mclixde gmdelines to ensure an uudependent third party is selected to enswe time is an
open anci, transparent solicitstion process, a standard bid evaluation, and dear product
definitions. We eixjourage AfiF'-t3hiio to look to recent succesgful CBP pracesses,, such as
Duke Lnesgy-Ohio`s, m formulattng its C.'BP. Further, AEP-Uhio is ordered to initiate a
stakeholder process within 30 days from the date of this opinion in order.

8. g= E soydder Issues

The arnod'^"ied application includes a ecmtinuatim of current operationai switching
practices, ci+argm and mb.imum stay pravisions related to the process in whkh cvstcaners
can switch to a Com.pekitive Refiail IIectric Service (CRES) provider and subsequentiy
return to the S9C1 sates (AEP-Uhio Ex.1l1 at 4). AEP-0hio poims out that the application
irccludes benefic3aI madifirations for CRES pmviden and cvstomera, 'rnciuding the
addition of peak load contribution (PIjC} and network service peak load (NSPL)
Worrnaation to the mastec custon3er iis#. A,EP-C7hio wrtneaa Roush tesdfied that AEP-Ohio
also elirninates the 94day notice requu+ement prior to enrolllung with a CRES provider, the
12 rnonth stay x+equirerneats for commere%al and induatrial customers that rettan to SSO
rates be8inning jartuary 1, 2,)i5, and requirnrnents for residential and small commerciai
cezstornere that ret+um to SSp rates be required to stay on the 5SO plan until April 15th of
the following year, beginning on January 1, 2015 (Id.)

Fxelan argwes that AFsP.^Ohio nee+ds to make additioxua chau.ges in order to develop
the competltfve market Spea&Ay, Exeion reQuests the Coanussion implement rate and
biU readybilling and a standard purchase of receivables (POR) prngram, elhniinate the 90-
day notice requirement imaediafiely, artd nnplement a process to provide CRES prvvidm
with data relating to PLC and NSPL values. Exekm wi,tness Fein recornmerids that,
coru.isferrt with the Duke ESP order, the Cmwssion order APP-Olaio provs'de via

electconic data intErdmp, percinent data includirtg bi.storical usage and bis6oruat
interval data, NSPL and PLC data, and pros+^ide a quarterly updated list for CRBS
pmviders to show accounts that are currently enrolled with the CRES Provider: (Exelon
Ex.101 at 33-M). Exelon mair"ins that #iais ixaf®rsraation wiU aBow CRES providers to
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more effectively serve cvstomers and re.svlt in cost efficient compe[ition. (Id.) lirjx Fein

further provides that dear implementation tariffs will lower costs for auWmers, phaWy
descn'be rules and contract tesms, and allow both CRES pTpviders and customeTs to easily

understaiid AEP--0hio's compedtive process (Id. at 35-36).

RESA and IGS provide that AEP-Ohio's biliing system is confusing to cvsfomers
and cceates numerous problems for CRES providers, ali of which may be correc6ed
d.irough the implementation of a PC3R progsam that would provide custcrnna^ with a
single bgl and collection point (RF.SA Ex. 201 at 12-17, IGS Ex.1QT at 15). IGS wYtrmss
Pariai points out that switching statistKs of natural gas utflftim and Duke bave increased
upo:t the implenuntation of POR programs (IGS Ex. 1-1 at 18-19). RFBA wlineas
RigenbaCh a]so xecowmgnds that the Cauumis^ dhvo AEP4)Mo to develop a web.
based system ta provide CRF.S prmders acceaa to customer usage and account data by
May 31, 2014 (RESA Bx. I(11 at 1213). RP5A and DER/DECAII+i also recvmmend that
AEF--0hio reduce or eiimirnate cwtome7c svvibchug .fem as well as customer minimum stay
periods (Id., DER Ex.141 at). FES witness Banks noeed that the fees axtd mirimum stay
requirements hinders comgetition by making it dieicult fur cusboamerrs to swiiteh {FES Ex.

105 at 31).

Whde the Commission supports AEP-C?hio's provisdons that wmmge the
development of compelitive markets, modibcatians need to be umde AEP-Ohio witnees
Roush notes that customer PLC and NSPL information wiU be inrluded in the marstet
customer Iist, AEP-Olrio fails to make any couwnltmenf to the time fxarne tti3s irdomsalion
would become availabLe, not the specifEc formt in which cust©mears would be able to
acces,s this data. We note diat recent updates ha.ve been revised to the electronic data
interchange (EDI) standards developed by the Ohuo EDI Sllforking Group (OE[+YG). Thfs
Co,ounimion values the efforts of OEWG in developing uniform operational standards and
we expect AEP-OhIo ta follow such standards and work wwitlun tlu' group to unplement
solutions which are fair and reasonable, and do not diqaiminate agai%t anY CTM
provider.

Acccrtdingly, we direct AEP-Ohio to develop an eiectroiuc system to provide CRBS
providers acms to pertinent custoncmec data, inctuding, but not Iimited to, PLC and NSPL
values and hisWrual usage and 9nterval data no later than May 31, 2014 Witfim 30 days
from the date of this opinion and order, we disvct representatives from AEP-Ohlo to
schedule a meeting with members of the OEWG to develop a roadmap towards
developing an EDi that will more effectively secve costomm, and proatow atate poliaes
in accordance with Section 4928.ii2, Revised Code. Further, as AEP-Ohio explams that it
neither supports, noz is opposed to the idea of a POR program (FEP-€3liio Reply I3r. at b4-
66), we encourage infiexesW stakeholders to attend a workshop in conunction with the
five ym rule review of Chapter 4901.1-10, O.A.C., as establiskued in Case No.12-2060-EL-
t3RD et aI, to be held on August, 31, 2012 in our recent order on FirstEnwcgy's e3ectrlc



11-346-TsLSSCO, et a2. 42-

securiity plan (See Case No:12123ti-EUS6C3), we noted thzt tln3s workahop would be an
appropriate place af stak&oiders in the PmtErergy praceediW to review Lwues related
to POR progtams, Similarly, we be]ieve this workshop would abo provide staketlsolders b.i
this pxroceeding an opportunity to krthw d,iscass the merits of establislziilg FOR prograMs
for other Ohio EDUs that are not curmdy using than. The c'mmi;Qdon concludes that
the modified E,SP's modification to AEP-t-0hio's switrhing rules, charges, and nti.nimYmn.
staY provisions that are set to take effect on januaury 1, 2015, are tonsistent with AEP
Cfhio's previously approved tariffs. Furffiao as we previously established in our origual
opinion and order in this case, these provisions are not excessive or iiuonsistent with ottu•r
elertric ctistributicm utilities, and wzll further support the development of competitive
markets begimdng in ;aazeuazy 1, 2015. Th+arefoce, we find th+ese pcovWOns to be

reasonable. . .

9. Uistrib-wtian Ir►vestcnent Rider_

The Company's modified ESP application includes a Disbnibution lnvesimnt Rider
[?IR , to the provisions of Section 492$.143(B)(2)(h) or (d), Revised Code, and

^ten,^ ^ the approved settleuvsrtt in the Company"s distribu.hon rate case 11 to
provide capital hinding,, including cazlying cost on incrennenW disftfttion infivstructuve
to support cnftmer dernand and advanced technoiogies. Aging infrastructure, according
to AEr'-Mo, is the pximuy cause of customex oubges and reliability iasues. AEP'-ohio
reawns that the DIR will facilitate and encourage imnestments ta maintaln and improve
distributian reliability, align axstomxr expsctations and the e:xxpectations of the cli,stribution
utility, as well as streamiine recovery of the associated costs and reduce the frequemcy of
bam distribution rate cases. Replacement of aging distribution equipment will also

support the advanced technologies of gndSMART ^ 1 infarmatia^ The Contpany
custoa^er ou.tages based on prelinunaxy gndSMART
argues that its exi.stin.g capital budget forecast iivcludes an annual hwegvmt in excess of
$150 million plus operations and maxntenance in distribution assets. The DIR mechanism;
as proposed by the Company, includes components to recover property tax% cornmercisl
activity tax, and to earn a rekum on plant in serrric^e based on a c^ost of debt of 5.46 percenl^
a return on common equity of 102 perces^t u'tzlizing a 47.72 percent debt and 5128 perrent
common equity capital sinactare. The net capiW additions to be inrluded in the DIR
reflect pss plant in•service after Augu.st 31, 2010, as adjusted for accumulated
depreaation, because August 31, 2tJi0, is the date cmtain in the Company's most recent
distribu.tion rate case and any ix=ease m net ptant that occurs after that date is xat
recovered in lae rabes. The Company proposas to cap the DIR mechardsm at $86 million
in 2D12, $104 mill,ion fnr 2013, $124 million for 2tY14 and $51.7 million for the period
jan+uary 1 through Wy 31, 2M5, for s. toffiI of $355.7 miSIon. As the DIR mecluanism is
designed, far any year that the Company's investment would resuit in revernzes to be

14, 2011) ia
11 Iit re AEP-0hio. Case Nos. 71361-E4AJ& et al.. Opftdon and Order st 54 {Decembet

. referanea w paragsaph IV.A.3 of the joj*Stipmlatiw and Rwanmauiataoes fged on November 2:i, 20t1-
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collecbed whfch exceed the cap, the overage woutd be reccrvexed and be sulxject to the cap
in the subsequent period. Syonmetricatly, for any year ttwt the revenue coHecbed und+ez *e

DIR is iess than the anr►ual cap altarvarroe, then the difference slwl be applied ta increase
the cap for the subsequuent pexiod. The Company noto that the DIR revenue requiremern
,rnvst recogtize the $62.344 mitlion revenue credit re.flected in the Commiffiion approved
Stipolation in the Gxnpany's distn'ba,ti+an rate case?2 As proposed by dm Company, the
DIR would be adjusted quarterly to reflect m-service net capital additions, exclud'mg
capital additions reflected in otb,ez riders, and recool:iled for over and under recovery. The
Company sperificelly requests through tbe DIR project, that rnrhen meters are replaced by
the insteitation of smart meters, that the net book vaiue of the replaoed meter be imctuded
as a regulatory asset for recovery in a future filin5 The DIR mecharusm would be
collecbed as a percentage of base distn'bution revenues. Because the DIR provides the
Company with a tinnely cost recoveTy merhanism for diatrib ►itiori invesiment, AEF-Ohio

will agree not to seek a change In distribution base rates with an e#€ective date eapdier than
June 1, 2015. (AEF`-Ohio Ex.11b at 9-1Z- AEI'-Oiuto Ex. 110 at 18-19.)

'I'he Company notes that Staff ccmtinuousiy rnonitors the Company's distnbution
system reliability by way of service comnplaints, elerbcic outage reports and compliance
pmvisions ptiumaat to Chapter 4901:2-10, O.A.C. In reliance on Staff #estimony, the
Company offers that the reiabiiity of the distntbution system was evaduated as a part of
thi,s case. (Staff Ex.1U6 at 5-6; Tr. at 4339,43454346.)

Cusbamer exPecEations, as deterniined by AERtJhio, are aligried with the
Company's eacpectations. ATP-Ohio witness ICirkpatrick offered that the updated
customer survey results show that 19 percent of mMential custarnezs and 20 percent of
commercial custumers expect their reliabil.ity expectadons fio, increase in the next five
yeass. AEP-Ohlo points out that when those customers are considered in cor4unction with
the customexs who expect the utdity to maintain the level of rPIi,ability, custoam
ocpectations increase to 90 peraent of residential customers and 93 percent of commercial
cr,stomers. ABP-Ohia states it is currently evaluating; besed on several cd,teria, vasious
asset categaries with a high probability of #ailure ard will develop a DIR program, wM
Staff input, taking into consideration the number of custoatiers affected. (AEP-Ohio Ex.11Q

at 17.-19.)

OHA supports the adoption of the DIR as propoaed by the Company (OHA Br. at
2). Krogw, OCC and APJN, on the other band, ask the Commission to reject the DIR, as
this tase is not the proper forum to consider the recovery of distribution related cosm
Kroger, OCC and APjN reason that prudently incarred distribution cosb are best
cordidezed in the context of a base distn"bution rate case where such cost aYe more

tharoughly rsviewed by the Commission. Ysoger asserts that maintaining the distributi©n

12 frL
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system. is a tundamental responsibility of the utility and the Company should continue to
operate under the t,eacrns of its Iast disbribution rate case untd the rmt such pr+aceeding. if
the Coxnmmion elects to adopt the DIR mechaaisrn, iCro,ger endorses Staffs pMtian that
the DIR be modified to accrnutit for aotnmulated deferred income taxes (Af?M and
acceleratEd tax depreciatitm. In addition, Kroger asserts that the DIR for the CSP rate zorke
and the OP rate zrnm are distiact and the cost of each unique setvice area shoutd be
n^int^ined and the distn'buti,cm coets assigned on the basis. of cost causation. QCC and
APj'N add 8tat the Company`s xeason for pursuing the DTR, as a companent of the F5P
rather than in the distribution case, is tlve expedience of cost reeovery and when that
rationale is considered in co*nction with the lack of deEail on the projects to be covered
witltin the DIR, suggest that the DIR is not needed. (Kroger Ex.1Q1 at 13-19; Krogps Reply
Br. at 3.^k oCC/Al^'N Br. at $7.8 J; Tr. at 1184.)

C1CC and APJld argue ftt in deta=dng whether the DIR coatplies with the
^qcdremeit#s of Sectiont 4928.143(B)(2)(h), Revised Code, the Compar+y focuses exciusively
on the percentage of reddential and cosnmercial castomexs (71 percertt and 73 pereen4
respectiveiy) who do not bslieve that their electric service reilability expecta4ons wifl
increase rather than the minority of customers who vcpect their serrim reli,aMity
expectatirms to iincrease (19 percent and 20 perrent; respectively). C)CC and APJN note
that 10 percent of msiulential castorners and sevea percent of commercial customers expect
their reliability expectationg to decrease over the next five yeara At best gme kttervexuas
assert, the customer sarvey results are inainclusive regarding an expecta#ion for reliability
improvements as the majoriiy of CUStOWAns are contant with the status quo. C)GC and
APJN state that with the Ia& of projert details, and without providing an arnalysis of
cwstamer retiablUty acpectaiion alip,rcment with prvjert cost and performance
improvements, A£P-Ohio has failed to meet its burden of proof to supporr the DIR.
AcYordingly, pCC and A1")N request that this provision of the nmodified ESP be rejected.
(AEP-t7hio Ex.11U at 11-1Z OCC/APJN Br. at 987-994).

NFiB and COSE emphasize that the DIR, as AEP-C)hfo witrum Roueh twtifi4
wouK-if approved as proposed, result in C;eneral Servke tariff rate cus"mrs receiving
an ir,rtirease of approximateiy 14.2 percent in distrf'bRition cliarges, about $2.W montHy
(NFIB/CCQSE Br. at 8-9;Tr. at 11621163).

Staff testified that rnnsstent with the requiretnents of Rule 4901:1-101tf(f)(2),
U.A.C., APP-ohio hae rate zone specific minimum reliability performance standards, as
measured by the customer averaa.ge inbernptioa duralaon index (CAIDI) and system
average interruption frequency index (SAIPI).O According to StaH, developnmt of each
CAiDI and SAIFI takes in,to acmunt the etectric utility's three-year historical syston
performanee, system design, technological advancenaents, the geography of the utility's

73 See IK rr AEROhio, Case No. 09-756-E1.F,5% O,pinion and (?rder (SajWmber S, 2010).
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servue temitory, customer perception surveys and other relevant fractora Staff monitors
the utility's cnmphance with the rebability standards. Staff ofim that based on custamer
surveys, 75 to 80 percent of rEsidedial and commeraal cusbomers are satesfied overrall with
the Company's service reliability. Hvwever, the tJompany`s 20Ti reTiability measures
were below their rehabffity measure$ for 21)1a for C'SF and the SAIFI aueasiu,e was woOe
in 2fl11 than in 2014 for OP. Accordingly, Staff detexmlned that AEMio's reliability
expectatims are not rurren#ly aligned with the reliabiiity expectatians of its ewtoa ►ers.

Staff further of€end tliat a number of conditiuns be imposed on tiie CoMMissian`s
appraqai of the DIR, ituluding that t}s! Company be aadee+ed to work wi#h Staff to develop
a distrn'bntfor capital plan, that the DIR mschanis:n indude an otiset for AD1T, irrespective
of the Company's asserted inconsistecrcy with the distr3bution rate case setElemt, and
that gridSNiART related cost not be recovered through the DIft, so as to better ''tate the
tracking of g,ridSh+IART expendiivxes and savings and ber4fits of the gridSMART proje[t.
Purther, SWO proposes tiw AEP-Ohio be diavcked to make quarkearly filings to update dw
DIR mechanism, with the iled rate to be effeCtivve, unless suspended by the Carrnnission,
60 days after filing. The DIR mechwAsmk, as advocated by Staff, would be subject to
annual audits after each May fling and,, in adcliticm, subject to a finat reeoncfliation fding
on or about May 31, 2015. With the final raconciliation, Staff rmummids that any
anrusun#s col.lecW by ABP-Ohio in excess of the establisbed cap be refunded to customers
as a crrye-tim+e credit on cwgtorrmer bil]s. (Staff Ex` 106 at b-11; Staff Fac.108 at 3-4; Tr. at
4398.)

AII'-Oliio disagrees with the Staffs raticmale &at the Company's and customer's
expectations are not aligned. The Company rmm that the Staff relies on the reliability
indices and the fact.that the Company performed below the level of the preceding year.
AEP-C1hio rEOtes that in the most re+cen.t custamer survey results, with the same questicm
as the prior year, the Company rece'med an 85 percent positive raeitig from resrideantiat
mstomers and a 92 periomt positive rating fram eommercial s.vsbrxmers f4r prcrviding
reliable service. Further. .AII'-Ohio points out that missing one of the eight applicable
reliabgity sbmdards during the two year period does not, under the ndes, constitute a
violation. The Company also notes that the reZiabshty standards are affecbed by stozno,
which are not defined as majot starms, and od ►er fadcns Like tree•caused outages. (Tr. at

434.4434.5, 4347, 43C6-4367; OCC Ex. 113, A#. JDW-2.)

AEp.phio also oppOSes St&s reconurmuda#ion to file the D1R plan in a separate
dockct, subject to an adversarial proceeding. The Comgany expresses g^+eat conesn that
this reccrrnmendation, if adopted, will restilt iin, the Commission mitaomaraging and
becoming overly involved in the "day-fio-day operatdons of the business uruts witbin the

utility.u

As to Stafys and ICrogef s proposai to reduce the DIR to account for AD"[T, the
Com,pgmy, responds that such an adjwtment would have resulted in a reduced DTR credit
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if taken into account wben the distribut►on rate case settleMent was pending. AEP-C3hia

argues that the deaWon on the DIR in the znodified ESP should cantinue tO min= the

understaruding of the parties to the dfstribution rate case as any ohar ►ge would irnproperly

impact the ovmll balariced ESP pa.rkage. (AEP-0hio Ex.151 at 9-10.)

As autltorirxd by Section 4928.143(B){2}(h), Revised Code, an ESP may include the
recovery of capital cost for disid'bu.tion infrastructure im'estment to improve reliabiiity for
custc3mers. A provision for distribution infrastructure and modernization inomtives may,
but need not Include a Iong-teaem enesgy delivery infxastrurt:ue modernir.ation plan. We
find that the I?IR is an incentive xaboanaking to awelerate recovery of the Company's
investment in dis3ribution servke. In deciding whedw to approve an ESP that eontains
any provision for distributecon service, Section 4928.143('8X2)(h). Revised Code, dii+ects the
Comrnissiori, as part of its determimtion, tc, exaudnne the reliabaSity of the elecbric utility's
distribution system and enmre that cu,stornere and the electnc utility<s expectations are
aligned and that the elsCfir,ic utility is placing suff'icient emphasis on and dedicating
sufficient resources to the rellability of its distribution system.

In this modified ESP, there is soaax disagreement between Staff and the Company
whethex or not AEP43hio`s reliability vpmtittiom are aligned with the expectatians of its
custamers. The Company focnses on customer surveys to conclude that expectations are
aligned white Staff in'terpreks the slight degradation in the reliability performance
nuasttrea to indicate t1hat ocpeLUktams are not aligned. Despite the Merent conciusions
by the C.ompany and Staff, the Cc33mmission finds that both Staff and the Gompany have
demonstrated that ir+deed, customers bave a high expectation of reliable etectric service.
Given that customer surveys are one eomponett in the factor used to establish the
reliability indias and the siight reduction in the level of inessured perfarntiariee on which
the Staff coaciudes that rnliability expectations are not aligned, we are crmvinced that it is
aaereiy a slight diffex+etue between the Company's and cotomesa' expecEatians. We alsa
reoognize that customer satisfaction is dependent on whether the customer Ym recently
experienced any service outages and how quic&Iy savice was restored.

The Commission finds that, adoption of the DIR and the improved sezvice that will
come with the replacement of aging infrastructue will facalitate improved service
reliability and better align the Company's and its cusbomer9' expectations. The Company
appears to be plaring aufficient proactive emphasis on and will dedicate sufticient
resources to the reliability of its distribution system. Having made such a fuuding, the
Comrnisswn approves the DIR as an appropriate incentive to accelerate recovery of AEP-
Ohio`s pruden.tly hwxred d,istnbaxtxon investment costs. We emphasize that the DIR
mechainism shali not inciude any gridSMART costs; the gridSMART prcrjeM shail be
separabe and apart from the DIR mechamism and projecka. With this clad"xcaticm, we
believe it is urnnecessary to address the Companp's request to allow the remaining net
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book value of removed meters to be inclvded as a rego.iat+oary asset recoverable thraugh the

DIR rnec.hariism.

We agree wa Staff and Kroger that the DIR mwhanism be revised to aecount for
AD1T. The Cocnmmad+ finds that it is not appropriate to establish the DIR rate
muecharusm in a manner which provides the- Company with the betuf'it of ratepa ►yer

supplied funds. Any benefits ^g from ADIT should be vfiecaed;n the Dixrevenue
requirement. Therefore, the Connmission directs AEP-Obio ta adjust its DIR fio reflect the
.ADTT offset

As was noted in the December 14, 2012 Order on the ESP Z we find, that granting
the DTS mecbanism requires Conmmiaslon oversight. We beliffe that it is defximental m
the statie`s economy to require the utiiity to be reactionary or allow the perfomnaxece
stan.darda to take a negati.ve turn before we emourage the elecYric utility to proactively
and eEficientiy replace and modernize infrastncture and, therefore find it reasonable to
pernnit the recovery of prudently in;curred distribution infrastruchxre investment casb-
AEp-Ohio is carrect to aspire tia move fxam a. reactive to a more proactive repiaoement
a^aiatenanc^ prograuL 'The Company is dirPcted to work with Staff to develop a plan to
empbasize proactive distciboticm maintectance that focuses spending on where it will have
the greabest impeoct on meintauwg and bnproving reliabi]ity for customers. A+ooardingly,
AF.p-Oluo shall work with Staff to develop the DIR plan and .fite the plan for C.oznmiasian
review in a separate docket by December 1, 2iM.7-

With these rnodfficationss we approve the DIR mechanism, and dinect Staff to
n-ionitor, as pairt cf the prudence review, by an independent auditor for in-service nd
capital additioxis and compliance with the proactive disiributi.on nmainbmwwe plau
devela!ped with the usistance of the Staff. The proactive distn'bution infr"asbucture plan
shall quantzfp reliabiiity improvements expected, ensur.'e no double recovery, and iriude
a deauonstrati+^n of DIR expenditames over prajectnci expendihues and recent spaiding
ieveis. The DiR meclmnisrn wil be reviewed annuaIly for accounting accuracy, pzadenc3'
and cormpiiance with the DIR plan developed by the Staff aid ABP-Ohio,

10. Poo114lodif'i mtim ' er

The modified ESP appiication includes the plazmed termiunation of the AEP East
PM Agreeamt (Paol Agreement). As a provision of Ois .EsP,. AEP-0hio requests
approval of a Pool Tecmir+atian Rider (1'TR), initi,aily set at zero. i# the Company`s
corpcirate separation plan Med in Case No.1211?b-EL-[JNC is approved as proposed by
the Company, and the Amos and hfitcheil units are transfared as proposed to AEPd.?ha®
affiBates, dun AEP.onl4 wiv not seek to implement Ihe rrR itrftpectNe of w^ lost
revenues exceed $35 million annually. However, if the corporate separati,on plan Is dended
or modified, then AEP-ohio requests pernweaion to file for the recovery of lost revenue in
association with termination of the PooY Agreement via a non-bypassable riaier. 'I'he PM
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aacording to AEP42uo, is designed to offset the revenue 3osm caused by the tersnination
of the Pool Agreercoent since a significant porkion of AEP-OIuo's tow reverm+es conle ftm
sales of power to odw Pool rnembers. The Company argues tttat with the ternmination of
the Pool Agreement; the Company will need to find new or additicmal revenue to recover
the cas#s of operating its genezating assets: or it will need to reduce thw cost associated
with those assets. As AEP-t7hio daim the lost revenues14 from capacity satea to Paol
AgXwxnmt rnembers caxmot be rniikigated by off-system sales in the market alone. Ifie
Compparriy agrees that it will only sesk to arecovex lost pool fiezatination x+evenups in excess
of $35 nMan per year dvring the term of ft ESP. {AEP-C)hio Bx.1t?3 at 21-23.)

oCCr ApJIrT, Fffi and lEi3 oppose the adoption of the PTit, as they reasm t'hez+e is
no provision of Section 4928.143(B)(2), Revised Ccxi.e: which authorizes such a chaurge and
no Commission prec$dent for the PTR. TEU asserts that approval of the PTR would
essentially be the recovery of above-market or transiticm revenue in viulOtion of stafie law
and the electric tranafticm piati (EM Stipuladona" As pr°posed ► t11e interveners claim

that the FTR is one-sided to the benefit of the Company. FES offers tfiat there 3s
insufficient informatian in the record to allow the Comrniasion to evaluate the ternns and
conditions of the PTR, as a part of the mvctif,ied ffiP, to require rabepa ►yers to subnmit $35()-
$400 ruu'llion over the term of the ESP. FurthermQre, CCC and APJN note that the
Commisdon has disregaxded transactioris related to tfw Pool Agreement for the puupose
of conddering tesremue or sales msros from opportunity sales (capacity aztd enmrgy) as to
FAC costs or consideration of of#-system sales in the evaiuation of sipvficaarntly eacreesive
earnings test.ie Accax'dingly, OCC and APJN reasan that because the Commigsion has
previavsly disregard,ed trars3actions related to the Pool Agmement, that it wrnild be unfair
and unreasoxutibte to ensure AEP-;0bI0 is caa€npensa.ted, far lcst revernxe based on the Poat
Agreement at the cost of ratepayers, Fcxr these reaasons, +DCC aavtL APTN'bdieve the PTR
sh.idbe rejected or nwciified sxh that AEP-0hio customers receive ffie ben.e.gts from the
Conngarey's off-systent saim I£Ll says the FT';R provides a coanpet3tive advantage to
GenResourcces and, thetefore, vialates corporate separatioon requixements. {OCC/AP1N Br.
at $5•87; IB'U Bx. at 69; IEiTEc.124 at 3"1; F^.S Br. at 1(6-109; Tr. at 582, 698.)

T'.he Company dsspeis the assertion that these is no statutory basis for a pool
termination cost recovery provision in an ESP on the basis that the Commassion has
aiready rejected this arguxment in its December 14, 2011, Order on the ESP 2wheTe the
Coaunisaion detetm^d a pool termir+atian rider may be approved "pwrsuant to Section

14 AF.P-Oliia wou3d deornnine t3w amount of laa revenue by compnrkg the lost pool capacity zevenae for

the nnog aracecnt 12 snonAh parood pmmibg the effecdva data of Ow clwga In the AEP I'aol to faoree6ee

In nat aevenue relat+ed to riew whoWWle traructivns er decmses in germatian nsset ccsts as a resuit of

termimftg the Pool Agftmmt.
15 In ra AEP-Uhia, Case Noe. 94-1T'1,9-ffirHI'P amct 99.173&ELrSTP, Order (5epbeat*a'28, xOQOy.

16 In re AEP-O?rio, ESP I Order at 17 (Men1c 18, 20Q9): In rt e9EP-Ohia. Case No.1D-1261-$LrUNC. Order at

29 (fatmary 11, 2011).
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4928.I43(B), Revived Code,` and fiuther conciuded that establiahing a rider "at a zero rate
does not violate any replatory principle or practice."17 According to the Company, the
other crit#,riszns that these parttea raise xegarding the PTR are oljehoms as to how, Or the
exbent ba wliich, pool berniirwtion costs should be recoverable through the rider which are
not ripe atnd shorild be addressed if, and only if, AEP-Qhio actuall,y pursuss recavery of
any such cbats in the £utm+e as part of a separate proeeeding. (AEP-Ohio Reply Br. at 59-

60.)

We find statatory supprrrt for the adoption of the FTR in Section 4928.143(B)(2)(h),
Revised- Code. Tbe P',i*It serves as an incentrve for AEP-0hio to move to a competitive
mazket to the benei"it of its slwpping and noirsZinpping cvstomers, without reg,a,r+d to the
posfible loss of revenue associated with the ternnination of the Pool Agreement with the
frrii transition to market for all S90 cusbomers by no later than June 1, 2015. Thereforer we
appwcre ee PTR as a plac:ehalder mechmsm, uuttAY estabhshed at a rate of MO,
contingent upon the Crnmmiasioa's review of an application by the Companp for such
costs. The Cannnnission notes that in permi#tixtg the crnation of the P'TR, it is not
authorizing the recovery of any costs for AEP-Ohio, but is allowing for the estabiisbment
of a piacehaldear meehanim and any recovary, under the PTR must be specifically
authorized by the Conunission If, and when, AEP-(7hifl seekks recovery under the PTR, it
will maintain the burden set fcrth in Section 4928.143, Revised Code. In additiaati, the
Comuissicm £tds that in the event AEP-Ohio seeks recovery vnder the PM ASF-(lhio
must first demonstrate the extent to which the Povl Agreennent benefitted Ohio rabepayers
over the long-term and the extent to which the costs and J or revenues dwuld be allocated
to Olti,o rabepayera Further. AEP-Ohio nwst demonsixate to the Commissiore that any
recovery it seeks under the PTR is based upon costs which were pmdently incurred and
are reasonnble. Isnportantly, fts Comrnissicui notas that ABP-0hio will otdy be permitted
to requests recovery sihosrld this Comurission modify or amend i1s corporate separativn
plart as #iled in Case No. 12-1126-EL-UNC only as to divestitcue of the geitieralim asaeEs;
we specifiicaliy deny the Com,pany's request for recovery through the PIR based on any
other amendment or rnadifica.tian of the corporate separation plan by this Cousnlission or

-the Federal Energy Reglila#oxy- Commissitm (FERC) or FERCs denial or impediment to the
transEer of the Amos and M"itcheli units to AEP-Ohio afffflates. As such, AEP-Ordo's right
to recover lost revenues under the PTR Is based exclusively on the acticros, oT lack dwred,
of this Commission.

11. Cavitv Plaxt

i7utsuattt to the Commission's Fntty on Rehearing issued February 23, 2012, in the
ESP 2 cases, at ►d the Entiy issued March 7, ZOZ in the Capacity Case, the Cn^atmissiora
direcbed that the Capacity C.ase proceed, without further delay, to facilitate the
davelopment of the record to address the iESSUes raised, +autside of the F5P proceeding.

17 ?n re AEP o&io, Case No.11-39.i6-ELrWO et al., Order at 50 PKeatbet 14, 2o91,p.
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While the Capacity Case continued on an eacpedited scx ►edule tti de6ermim the state
compensation mechatiisrk AEP-Ohio roretheless iwluded, as a componeat af this
modified ESP, a capacity provision different from its iitigation position in the Capacity
Case, wbich may be swannatir.ed as follows. As a component of this medided BSP, the
Company proposes a two-tiered, capacity p:ricing mechanimu with a tier I rate of $145.79
per MW-day and a. tier 2 rate of $255.iD per MW-day. Shopping costc ►mers, within each
rate class, would receive tier I capacity rates in proportiau to Owdr relative retai!•saies level
based on the Campany'e retail load. Duxing 2p1Z 21 pemnt of the Company's total retail
load would ieceive tier 1 capacity and in 2013, the pezcentage would increaee ta 31
pes,mtt: In 2In4, fluougi.i the end of the FSP, May 31, 2t}'X.5, the tier I set aside percentage
would irucrease to 41 pezcent of the Campany's retal load. All other shopping customers
would receive tier 2 capacity ratea. For 2012, an additionaL allotment of tier I priced
capacity will be avai3able to rwn-memantile custonwrs who are part of a community #iua►t
approved a governmental aggmgation prcgraut on or before November 8, 2411, even if the
set-aside has been cxceeded. AEP-ohio does not propnse any speci8l capacity set-aside for
goverrtmental aggregation prqgrams afber 2a'].2. (AEP-Ohio Ex.109. at 15: AEP-C)hio Ex.
116 at 6.7.)

AEP.4hio argo,es that its embedddtd cost-based chaurge for capacity is $355.72 per

MW-day, as supported by the Cortepany in the Capacity Case. Further, AEP-Ohi,v projects,
with forward e ►ergy prieing decxeasjng over the remainder of 2M2 by approxin}a,iady 25
percen,t and based upon the switcbing rates expenenced by othear Ohio electric utslities,
that by the end of 2012 shopping rates in AEP-CUhio territory w9Il iricreas+e to fii'i percent of
reaidentW load, 8o peraen.t of commereial load and 90 percent of industrial load
(excluclWg rnme large customer) . ABFohio m.asons ttat the two-tier capacity priang
mechanisrn is a discovnt from the CoMPany`9 embed.ded aost of capacity which will
provide CRES providers headroorn, the ability to offer siioppu ►g castomers lower
competitive electric service rates and expand competition in the Company'a service
territory aad, as a component of this modified ESP, balama tiw revenue losses Iikely to be
experi.ced by the Company. Furthm. ABP-rJhio submits tbat the capacity pricing
o€fered- as a part of this modified ESP is intended to mitigafie, in paxt, the financial harm
the CoUIpany wt"11 pobendally endure if the Company is required to provide capacity at
PjM's RPM based rate. (AEP-ohio Ex.11b at 4-5, 8-9; Tr. at 332-M.)

As an alternative to the two-tiered capacity meclw*m, AEP-Ohio pmposes as a
component of the modified E'SP, to dwBe CRES providers its embedded cost of capacity
$355.72 per 1M,W-day with a$1U per MWh bdl credit to ehoppin.g customers, subject to a
cap of $350 million thrangh December 31, 2a14. Shopping credits wouid be l,imited to up
to 20 percmt of the load of each castomer dasa for June 2012 through May 2D13, and
;risrea_•^ to 30 percent for the period June 2013 thYough May 2a14 and then to 40 percent
for the period June 2o14 through December 2014. AEF-Olrio's ralionale for the alternative
is to ensure shopping custoams receine a direct and tangitble benefit to shop ftt is fixed
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and knawn regardiesg of the CRES provider selected. (AEP-0hio Ex.1Ib at 1a-17; Tr. at
427",143,L)

Qn July 2, 2012„ tto Comnyission issued the Order in the Capa+city Case (Capacity
Qrder) wherein the Comm9ssion dewrmuied $188.88 per MlK-dag as the apprapriata
charge to enable the Company to recavpr its capacity costs pursuant to its Fixed Resource
Reqairemeab (PRR) obligations from CRFS providers.19 However, the Capacety t3fder
,*o dixected that AEP-OWs capacity charge tri CRES providers shall be the auction-
based rate, as deberrnixted by Pjm via its rffiability pricamg rnodel (RPM}, including f"irW
zou1 at4ustmerits, on the basis #hat the RPM rate will pramote retail el$ctrir
campetition."

In the Capacity Chder, the Comrnission also au#hoxized AEP-Ohio to modify its
account'sng procedurres tD defer the inmred capacity cnsts nat recovered ftom CRES
prmders, mmmmmg june 1, 207.2, thraugh tlie end of this modified ESP, with the
recovery nnechanism to be estabU.shed in this praceedin$•2a

T. rh3S Order on the II1C]dael1 P.SP,the CoINNs&loll adopts, as pal't of the RBRr the

recovery of ** difference between the RPM-based capacity rate and ABR011io's state
compezmiion merhazusm for capacity as determined by the Gommission.

Staff endor,sea the Cmtpany`s recovery of the differexue between the state
cosnpensation 3medbanism for capacity and the RPM rate (Staff Reply Br. at 13). (ht the
other har4 iEU, OCC and APJN argve "t thare is no record evidence in this snodified
ESP case, or any other proceedir►g, to deterrnme an appropriabe Inechanssm to collect
deferred capacity charges in contradkkion of the reqqirernents in Secd.on 4903.09, Revised
Code, and the parties were not afforded due process on the issue. purtitexmore. OCC and
APJN reason that the ca;pacity dtarge deferrals canmo# be a pnnvisi.an of an ESP as the
c3wges do net fall within one of the specifed categorim listed in Seclzon 4928.243(B)(2),
Revised Code, and thece is no statutory basis under Chapter 4928, Riwised Code, for snch
charges, flCC and Al'jN a3so conter,d approval of the_r.ecovery of deferred capacity
c.barges violates state paUdes expressed in Section 4928.aZ Revised Code, at para.graph
(A), which requim reasoxuably priced retag elecEric smice; at paxagraph (H), which
pralu`lrifs anticompetitive subsidies fxam noncompetitive retail elertri,c service to
co^npekitive retail servic^ and at paragraph (L), which requires the Coma^ion to protect
at-risk populatfons. (OCC f AFJN Reply Br. at 18; IEU Reply 8r. 6-7).

18 In ie Capqclity Case, Ordet at 33.336 (rvdy Z 2Q12j.
19 Yn mQpadqCese.Order at2i Qtily 7, W12).
20 Jn re capacity C.asc. Order at 231ju1y 2. Z01Z).
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Ceriain parties that oppose the Commission's incorporation of the Capacity Case
deferrals in the modif•ied ESP overlook the fact that the Capacity Caee was opened prior to
each of the ESP 2. applications Gled by AEP-Ohfo and that earh of the applications
proposed a state cosopensation capacity charg+e and plan for resolution of the issue. fihe
Commission rejects the Company's two-tier capaci.ty plan and rates, propoaed as a part of

this moMed E5P 2

Furtxcennore, in awwordance with SeLlirm 4928144: Revised Cade, the Coaunissi:on

may order any just and reasar ►able phaae•in of any rate vc price established under 5ections
4928.141, 4928.14Z or 4928.143, Revised Code, irsrluding rarryinB chargea Where the
Comntission establishes a phase-im the C.amm'sssion must aLm authorize the cteation of
the regu.latory aseet to defer the incurred costs equal to the am+mnt not collected, plus
carrying charges on the amount not collected, and authorize the recot'ery of the deienral
and carrying chargea by way of a recm-bypassable suxrcharge.

} Severaf of the interveners argue that because the record in the mod^^ not ^de
ctoeed when the Capacity Order was issued, the deferrat of capacity charges
an issue in the modiEiied ESP case, the xecord does zwt support the defexral of capacity
charges or that thw puties were not aiford+ed due process on the 3ssue. We disagaree. ABP
Ohio proposed certain capacity charge4 and a plan as a part of this modi#ied ESP aud
coudstmt with tite Commission's authority we may approve or madify and approve an
BSP. Noti.iing in the Section 4928.1416 Revisecl Code, limits the Cmnission's authority to
moci#fy the ESP to include deferrals on its own rnot3ion. With the Commission's decision to
begin coUecEing Hye deferrat in part through the RSR, a11 other issues raised on tius xriatter
are addressed in that section of the Order.

22 Phase~in R<ccnverv NdMMd 9ecu^ri^tization

As part of AEP-C?hio's ESP 1 em, to miigate the impact of the rate increase for
customers, the Coatmimon orcleared, pursuant to Section 492$.144; Revised Code, the
Campany to plnase.:m any iruarease auttwrized over an estab]ished permtage for each year

of the EfiP?► The Commission authorized CSF and OP to establish a regulatory asset to
record and de#er fuel expenses, with canying costys at the weighted average cost of capital
(WACC), with recovery tluouo a r►orrbypassable surcbaazge to commerce jaXtUary 1,
20"12, and +eontinue through December 31, 2028?2 This aspect of the ESP 1 Order is f•uial
and nen-a.ppeaiable. On Septwember 1, 2011, CSP and OP Iiled the Phase-in Recovery Case
application to request the amtz4n of the Phase-In Recovery Rider (FIRR), ameclu+nism to
recover the accnmulated deferred fuel cosb, including rarrying costs, to be effectiv'e wi.th
the first biUixi.g cyde of January 2012 The Pbase-in Rerovery Case was a pat# of the
PrOPowd ESP 2 Sti,patation which was initiaiTiy approved by the Conurission an

21 ESP 1 Ordet at 22
22 ESP I Order at20-73; FuatESP E0R at 6-10
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Deceznlaer 14, 2011. Cona3stent with the Commise3on's directive in the Febiuary 23, 2012
Entry on Reheartng reqecting the ESP Stipulati.cm, a pracedural schedule was eatabifshed
for the Plwe-src Recovery Case to proceed independerttty of any W. On August Z, 2M2„
the Conumssionn i-sued its deciaicm on the Company's PIRR applicataon.

Notwithstanding the Phase•ut Recovery Case, as a paurt of this modified ESP cases
AEP-tJltio requests that recovery of the deferred fuel -opmom be delayedr wWle
continuing to accrue carrping cost at WA4C, until Tune 2t}13. The Company does not
propose to exbend the recovery period. AEP-Ohio also pzopoees tha# the PIRRs of CSP and
OP be colnbined. The rati4nale preserftd by the Company for delaying colleci.on of the
PIRR is to coincide with and offset the consolidation of the FAC, which the Company
reascros wftl nvnzmize castoam rate impacta. Accordbig to AEP41uo wi#ness Rousb,
combinirg the PIRR rabes will irrcrease the rate for customers in the CSF rate
reduce the rate for cusbmers in the OP rate zon,e. In ttus modified ESP pwmvdin^y AEP-
Oliio also requesta ftt the Coamxxdssion suspend the procedural schedule in the PIRR
cases. (A81'-t7hio Ex.118 at 8; AEP-()hio Ex. 119 at 3; AEP-C)hio Ex.1I1 at 54.)

AEP43hio witness Haw]dns acknowledges that IegWation pecmitting the
securitization of the PM was passed in Decembeac Ml1 but claims that secantization of
the PiRR reguiatory asset wig Mely take about nine mmths to bnalize a€tear the issuancc
of a fnaL non-appealable ocrder. AEP-a0lai.o adnrits that auiitization of the PIRR
regulatory assets would reduce customer costs as a result of the reduction in carryutg ccstt
and provide the Company with capital to assist with tlve transjtion to market- (AEP-(7hi.o

Ex.102 at7-&)

CCC opposes the notion ftt AEP-Ohio be permitbed to eun a return on its own
capital at WACC wtdle the PIRR is deiay+ed at the Compgany's request. Furdw, OCC and
APIN agree with Staff that collecEion of the PI.RIt should conunenae as soon as possible
after the Commission issues its Order, the delay in collection aawunts to an additional cost
of $64.5 rniillion OCC and AP}N argue that there is ro pstifitation for tne delay and the
delwy at WACC ordy serves to berrefit the Company. Since tiw delayed c.ollection saat the
Company`s request, C?CC and AI'IN advocate tiiat no iurflier cawying charges accrue or
the r,arrying rliarge be reduced to the long-term cost of debt. (OCC Far.115 at 4»7; E7CC Ex.
111 at 20-22; t7CCJAPIN Br. atlS4-72)

Similarly, IEU argues that the delay of the PIRR violates gecdon 4928.144, Revised
Code, which requires that the delay in ca[iection at WACC be consistent with sound
regulatory practice, just, and xeasanable. IEU estimates the additional carrying cost will be
at Imt an add.itional $40 to $45 miliion and reasons that AEP-Oblo was cyrdy authotized to
collect WACC on defe1xed fuel cmts thuougit December 31, 2011, the end of FSP 1. (lEU
Ex. 129 at 9031, 14; Tr. at 3639, 4549.)
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C3rmet argues that the iuuzeased raxrying charge to defer the implementation of the
PIRR until june 2013 is eaccessive and preseuts a number of legal and pragrnat+c issueL
{,rnu:t notes that the interest to be kcunred by delaying the impkrnentation of the PIRR is
based on an interest rate of 11.26 percent, more than ABP-Ohio utilized to deterinine the
RSR. Orrnret encourages the +Comxnisaioxc to reduce the canying cast, in light of the change
in eco=uomic arid fimncial circurrfetences siince the ESP I Ordes, tp the shart term cost of
debt and to delay PIRR irmplemuettitaiian until securitization is complete or at least until
]une 2013. (tJrmet Br. at 23-24.)

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

mechax►ims for CSP md OP to reduce the ixnpact on ratepayere. IFsU notes that. CSP
customers have ccuitributed approxdimately one percent of the total PMR ^• Omwt
notes that the deferred .fuel expenses that are the basis of the PIRR, as provided in the ESP
1 Order, is a firial ncn-appeaiab3e order far which AHt"-C?hio may rely to seek
securitization. AEP--0hxo has argued such in this case in its fBing of M,urh 6, 2in2, and
Oraiet contends that pursuant to Natiarffwide Ins. 0. v. HaU4 No.1258,197B VITI. 2149q6 at *3
(Ohio App. 7 Diat. Mar. 23, 1978) AE s̀P-Ohio can not now assert a cantsadictory legai

position. (Tr. at 4543-4548: Oxrnet Fx.106B at 9; Ormet Br. at 23-27; IEU fx.129 at 9-11;

IEU Br. at 72)

t)rmet asserts that blendir ►g the P1RR rate for CSP and OP rate zones cemetitutea a
retroactive change ua fuel costs for which AEP-Ohio has failed to offer any jasefir.afiorL
Ormet states that at the time the fuel cost were incurred, CSP and OP were not merged
and that the overwheirning majority of the PMR baiance is from the OP rate r.cme. 'i't'ie

rationale offered lyy-t]rmet is that the bler ►ding of the FAC rate is fundaYnentally differ+ent

from the blending of the PIRR xate, as FAC is an cmgoing look at currvnt and future fuel
costs where the PMR is the coDeckion of previously ixucnrred, deEerred fuel cosiL Ormet
argues that the Commission has px'eviously cmuluded that the disdncdoa behnn
retrospective and prospective is key to what constitutes prohfbited reb+oactive ratemakin&
Oraiet asks that, coansistent -with the Corrmnis$ion's detmmrr.iation in the ESP 1 Entry on

Re
--rnand +Drder, that the Comndssian fiind the blendirig of_the CSP and OP PIRR balames

equates to cibanging the rate for previously incurred but deferced fael costs. (Tr. at 1187,

4M6.4537, 454A; Orntet Br. at 27-31.)

The Company reaocros that the PIRR regulatory asset is on the books of OP, as the
surviving eutity pcst-mergex, along with ail, of the o#her asaets and li,abilifiee of the former
CSP. Therefore, it is appropriabe for aII ABP-,Ohio customers to pay ttte PIRR. AEP-C)hio
notes that Staff advocato that the FAC and PIRR be irnuuediately unified and
implemented, because CSP custrnoaers benefit fmm a rate impact pe'rspective with the
merging of both rates (Tr. at 4539459:D).
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SUff oppases the CIDmpany's request to delay recovery of the msrged PIRR r^

ar^d rec^+^s that the Coatmission direct recovery to com.u^ upon apl^
modified ESI' tv avoid increased carryieg ctwges asaociated with the dety. Staff notes
that with a PIRR balam of approximateXy $549 atiliicm, detaying P'IRIt recovery wntil June
21013 results in additional carrying charges of $71 mi]lion at the 'ACC. Purther. 5tatf
setpports the merger of the PIItR rateL (SEaff Ex-1(?9 at 45)

AEP-Qhiv amswers that the dzfferenoe between the Company's propasal to cOlaY
coltectim of the FIItR in com.paTison to the Staff and oertafn interveners appoeitiort to five
delay is essenHa3ly a balancing or prioribzing between two goal% mitigaft gr+esent rat*
impacts and reducing the total carrying cliazges• 'I'!e Company's proposal was aimed at
addressing the first goal aznd the Staff's pnstition prioritixea the second goai. The Company
contends that its proposal to delay impiernentatioce of the PIRR umtil june 2D13 to coincide

with the ur 'ut"icat^on of FA.C rates is rreasornabte, msults in n*&nal ironrwd3ata rate irnpacts
to custosners, and should be appravecl-

AEP-i3hio`s request to suspend ft procedwral schedule iri the FZTtR case is moot, as
it does rot appear tb`at the Company made a s9milar req,vest in tho Mase-in Recovery
Cases, aand given that the Comnvmon hes issued its decisi,on on the PAtR appliration.
Cor,sistent with the Company's Iimited request as to the PIRR in this modiEW BSP, we
wiii address *. commervmntent of the autortization period for the inRR, combining the
P'IItR rafieS fur the CSP and OP rate zones and securitization. Any reaanaining issue raised
as to the deferred fnel expense or the PIItR that Is not addressed in the Phase-iri Recovery
Order or this naodiW ffiP Order Is de*A.

A. AEP-Ohi.o correctly pdints out, delay'utg collertion of the MR to off0et agamst
the merged FAC rates, as opposed to immediately convo;terdm coliectioit of the PIRR is
indeed ti^e prioritizing between two goals. A£P-C-0luars reqtxest to delay .. _ _. _
of the ammtization period for the PM is denied. In th"sB case, whare the accrued carryirig
ciiarges during the requested delay are estimated to be an adclitionat $40 to $71 rnffion, it.
is uueasmable fox the Comnrossion to approve the delay and peraut cam-ying ckwgeg
ccmtinue ta mcrue merely to facdaat+e oate charge ooettmg ar.no#her. AEP-©hio is dirocted
to conunesuce recovery of the PYRR charges as soon as practicable after the issuance of this

Order.

We agree with the recommendation of Orniet and IEU to maintain aeparate P'YRR
rates for the CSP and OP rate zones. The PiRR balance was 3rtcmed primarily by OF
cmtomrs, and according to cost causation principles, the reeovery of the balance should
be fronr oP +customm . Furthear, as discu^ssed above, the CQmmisaion d^ret tlu►t F1^C

ratea should be maintained on a separate basis.
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IEtf argues tfiat the PfRR faA to addreRa'dLe requnmwnis of Section 49282QM,
Revised +Cade,P that requires suan-bypassable chazges arising from a phase-in deferral are
applicable to sustamers in govenVental aggre88don Prog=W °dl► in propOrboAabe to

the benefit received. 1E'Eys cWrn th&t the PP^RR violates Section 4925ZM, Revbed Code, is
misdirected. The PIRR is swt part of tfifa EW proceeding but was the directive of the
CAUMMssian in ft Company's prior E5P case- 'rherefare, the Cornudsdm $nds that IEU

should have raised this issue in the ESP I case or ^ the oo^ the
established

is not
PIRR and that Section 4928.144, Revised Code, as o
appiicaible to thds modified ESP pr^ g.

1he Coin:niseion notes that -AEP-L71rio w'iEtness Hawlcns testified fhat securitization
of the PIRR regiilatory assets whauld reduce customer costs thmougtt the reduction of the
carzying cost and provide AEP-C?hio with the needed capital to assfst with tfle transftion t©
competition. AEP-Ohio also states tbAt recovery of the PIRR can con==ce before
secu,xitiz.atian is ccmnplet,e. Qmnet supports sectuitizati:m of the FMR. (AF1'•ONo Ex.1M

at Sf Grmet Br. at 2425,)

Finally, wlzile AEP-t7hiw does not specd+cally proPow senuitizatitm of the PIRR in

the m,odified BBP, AEp-4hio notes that securitkation offes a benest to both cusbomers
and AII'-avo Puxtfm, no paTtiea opposed the i'dea of setantiang the PYRR.
Accordingly, we dbect AEP-t7bio to take advantage of this extremeiy usefnl tI4 rnxr
Gener+ai AseWnbly areated for e1ecirk utilitm and ftir cvstomers ttuicaugh liouse Bdi 364
and securidze the PIRR deferral balance. Secv.ritization not anly leads to lower utility kl1s
for aii customers as a resWt of reduced carryin$ costs, but also leads to Iowex borrowing
costs for AEP-O1do. The Commission iinds it extrenuely icnportamt, patficaWly when oar
State has been hit by tough econawic times, to keep cvstcmer u#xUty, bills as low as
Fsible and s^x.^untization of the PIRR provid.ee us wit^i a^ns to ^smue we protectc^
ctastomer inle+ests. "I'beYefare, AEP-ohio attiall ixdtiate the securiiixation process for the
PIRR deferral bafance as soon as practicable..

23 Section 4928.20(Q, Revised Co& states: AN
CusbuMees that ere pact of a govamenial aggragatian unda ais section sisaII be respomdAe DRIY60

such pattion of a sarctukcRe tusder sectron 4928.1l4 of the .Reviftd CO& 8iat is pmpMdMa

beneRts, m deUermimd by ft camwue" tisat electric taad oez*n witlitn
the orkdicdn of the

govemmmtal aggregation as a g^p nceive• 7le ProY°reenaW sumbage so edabnsbed shaR appiy t°

ftc1r scs4aaeees of the govenmeaW aWepfon
while the customer is part of that ag+gega!#on if a

cotomar CeLin beiag suth a customa, tise ot'fawise appL'csble sudarr giA apply. Nothing in "

section ehalT mult #n ws ehen inil xeaovwy by an eiectrc dishibntiam uuttY of any mdmp

authatized mder serrian 4928.144 of ft Revised Ccde. Nottft in tluts sadinn shalt xsauiE ia less thm

tlle fuI and tial
^^^, ^$^ent by an el,a^trk ciistr^but€o^ n#^'• its

^►^r pl^ ^1D a '^liA^
^^I 811^ cO^ a$R'^1kr of !^Ee p^lABE-]^ ^M a^11^kIRt?^CiL

ihor4ftotft i98118d pawltallE toSectiom4M.236D 4=.231$of dwRevWdCOd@.
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The Company describes,lcut does not request as a part of this modified FSP, its
proposed application for full corpoxabe separation fiied in Case No. 121126-EIrUNC
(Corporate Seperation Case), pursuant to the requiuemc:m of Section 4928.17, Revisecf
Code, and Chaptez 4902:1-37, 0.AC.24 AEP-Ohio asse.rts full corptrxate sepwation is a
necessary prerequ3site for gwcation asset divestiture and AEl'-tJhio's traxdtien to an
auctioirbased SSO. Pursuant to the pmposed modifted fi5P and the Company's proposed
corporate separatitut plan, ABP-C?hio wM retain transmission and distribtition-reia#ed
assets, its REPAs and the associated RECs. AEl'-t]hio wili transfer to its gmmtion
affiliate, GenResources, existing generat►on units and contractual entitlements, fuei related
assets and contracts and o#her asaets and liahi]ities related to the generation businesO
The generadon assets will be trausferei at net book value. AEP-Ohio propuaes to mtwn
senior notes and poIlntion control revenue boncls, as such Iang bmm debt is not secured by
the generaiion assets being transferred to GenReaource4. The Company expects to
+camplete tarmimtion of the Pool Agreeirwt and fuu corporate separation by January 1,
2014.26 (AEF-C?lhio Ex. 103 at 4-6, 8, 21-2Z.)

AEP-C7hio is a Fixed Resource Requirement (FRR) entity, pursuant to the
requuern,snts of PJlt2 Inlaconnacdon LLc (PM, and rnust remauia an FRR untii June 1,
7015. To meet its PRR obligations a£ter fiull corparate separation and before the proposed
eziergy auctiom for delivery comnancing lanuary 1, 2015, tbe Gmpany states
Gengesources wifU provide AEP-Ohlo, via a full requirvmentg  wholesaie ag,reement, its
load requirements to supply non-ehopping ccistamers. Pursoaret to the proposed modified

31, 2015,.ffiP, ABP-C1hio proposss that for tfie period January Z. 2D'15 thmagh ^^
GenResoarces will provide AEP-Ohio or^iy capaa.ty, no ^rgy, at $255 per Y and
dwcontract between ApP-Ohio and GenResources will terminabe effective June 1, 2015,
when both eirergy and capacity witl be provided to SSO customers through an auctioft
iNbile AEP-Uhio is an FRR entity, the Company states it wiIl make capacity payments to
GenResources for the enugp only auctions proposed in this modified ESP at $255 per
MW-day. Gematior-relafied revenues paici to A.BP-Cllsio by t3hio ratQpayers wi11 be
passed tbrongh to GsnResources for capacity and enmgy received for the S60 load, and
AEP4Xuo will remburx C,mFamrces on a dollan-for-doLar besie fat trMeMMan,
snc%1Lvy, an+ol other service rhazges bilted to GenResournes by PJM to serve AEP-Ohio's

24 See in the Maner of tira ApplicWo+r of 0W Paruar CampanyJrorAWood of FuIi Itgat Corporde 5epmufiort md

AmeeWnaft to iis carparalc 5cpwratian Ptm, Case Na 12-11?.b-EGLINC, Med Masch 30, 2012

25 AEPaDltao rtotps 4hat uvm transferrring the generation assets and liabilitiffi ta GeriRMeutes,

CaenResuuces wffl ftn3fex Amos titdt 3 and 80 pecmt of the MibdOI P1amt ta AppaJachian Powac
Compmy (APCo) and transhr the babunce of tbe MitcheIl P3ant to Ke.eetiidcy Power Cotrtpaay (ICYPf► 90

the utiliEies caa meet theh rmpftiive laed sequireumt abuent do AEP Eer',t Pool AVommmi (AEP-Ohm

Fx.101 at22).

26 As a parE of ffie modified ESP. AEP-tDxaim re^^^ aWoval for a Poot Toudnagan Ma wleich im

addressed in a separate sectiaon of [bis Chder.
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SSO iQad In addition, AfiF-OIiio wiIl remit all. capgrcity paymenfs made by CRFS
providers pmnsuant to PIM's ReliabiW Assurance Agrewmt to CenRevm+ces as wd! as
revenues fxaun the Ret<+ii Stability Rider as cosnp+earisatiots far fulfdlqc ►ent of AEP-Ohio's

FRR obligations. (AEP-Uhio Ex. IM at 23; AEP-Oh{ o Fat.103 at 6-8; Tr. at 515-57.9.)

IEU, OCC ard APJN argue that because AEP-CIMo has made the modzfied ESP
filing contingent on rece`rving approval of the cor}mrate separation plan yet failed to

request consolidation of the Corporate Separation Case, the CGaamdssion cannat approve
the corporabe separation plan as a part of fihis proceeding. (OCC/APJN Br. at 73; IEU Br.

76-77.)

In fact, ITsEl argues that AEP-Ohio is not the FRR entity bu4 Arneriam Electric
Power Service C=poration (AEP5t." is the FRR entity on behalf of atl of the Aunerican
Etecttic Power operating companies within PW and, thetefore, ABP-Ohio does ruot have
any FRR obligation. Nor has AEP-tlhio afered into evidence, IEU notes, AEP''.'s FRR
capacity plan or indicatecl which of AEP-Qhio's generation assets are part of the capacity
plan. IEU reascm that AEP-Uhids generation assets are not dedicated to AFP-Ahio's
distributian customers and may be replaced by other Capacity resources. (IfiU Ex.12,5 at
73, AEP-Ohi.o Bx.103 at 9.)

DER and f7BCAM argne that AEPAIuo's pmposaf to contract with GenResaurc+es

to serve the SSO load at the proposed capacity price after sorperate sepsratibn is an Flegal
vidation of the corparate separatiaarl laws and violates state po[fcy causing a negative

impact on the abBity of una#fiIiated CRES providers tp compete un 4P territory (ric. at 812-

813•, DERJDECAM Br. at 11).

Staff opposes AEP-Qhio's request to retain $246 rrdbon in pollution ca.ntml bonds,
where there has not beem, according to Staff, any demonstration that use of the
int: rcompany notes would have a substantial negative affect on the generation a#fiiiate's
costof debt Sfiittf propom tliat AEP-Ohia be direc6ed to make a fUing with the
Commission within six mon#hs after the completicue of corporate separaticm, to
derrzorustrate that #here is nat any substaritial negative impact on AEP-0hio if the debt or
^mpany notes are not trans£enced to the germation affiliate. Therefore, Staff
recommends that the Commission deny ttiis aspect of the Company's ESP proposal at this
time. Further, Staff recoaunends titat the Cmjora.te Ctrganiaation cbart be updated to
reflect the Iegal entit4es that are related to Amaman Etecttic Power im., as well as a1l
reportable segments related to ABP-0hio, in a format and nwuum siuWar to the
hdormation American EIectric Power Inc. provideea in its IOIC fi]fng to ft Sectmities and
Exchange Gomnission (Staff Ex. 108 at 5-6','Tr. at 44QS4406.)

AEP-Ohio did not request cnxwlidation of its pend3ng corpoarate separation plan in
cunpaaction with this modified 36Sf" applcatim and as such the Commission will ccrosider
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the corporate separation application in a separate docket. As such, the parimary isswes to
be crnmideted in this modi&ed ESY' larcceeding is how the divestitum of the generatim
assets and the agrement between AEP-Uhio and GenResourees will unPactSSO rates.

We find 1EU's arg=mts, that AEP-©hio is not the entity wnwitted to an FRR
obligatian with P}'M to be form over substance. AEPSC entered freto the FRR a,greement on
be.half of A1iP-Ohio and otber AEP-4hiu operatiag affiliates and the legai obligatian of
AEP-UHio is no less binding than if AEF-0hio entered inta the agreement directly.

The Commission finds that suffircient information reprdmg the propooM
genetation asset divestiture and corporate separatian, as reflected in mm'e detail in the
Corpoacate Separaticnm Case, has been provided in this modified ESP case to allow the
Coaunission to reasonably conclude that termination of the Pool Ageernent and coYporate
separation facaitate A.EPd?hio's transition to a competitive market 4n. Ohio. With the
modification and adoption of the rnodified ffiP, as preaented in this ordet, the
Comnmission may reasmbfy determm the ESP rates, irtcluding the rate impact of the
genesation asset dWestiture, on the Company's ssC3 custamexs for the term of the modified
ESP, where upon SSC} rates wiff subsequently be subject to a comppet#.tive bidding process.
Vlihile, AEP-CQhio proposes to ent,er into an agreecnent with GenResources to provide AEP-
Ohio capacity at $255 per MW-day, we emphasize that based on tte Commission`s
decision in the Capacity Case. AEP--0hio will not remve any more tlvan the state
ccmpensa#cm capacity charge of $188.88 per IvlW-day from ©hio custbmers during the

#errn of this FSP.

As the Commission understands the Company's description of ft generation
divestiture, ati AEP-c7hio generation facilities, except Amos aand. lVlitrhelt, wiu be
transferred fio GenResources at net book value Amos and NCbche3i will ul,tiaaatuly be
trar+sferned to A,EP-C?hio operating agiliates at net book value.

Raff xaim som concem wrth the unplementatton of corpmate separation and the
lack of the Companp's txansfez of ail debt and/or intexccm ►pan3► notes to GeoResource&

Despite the Siaf£''s xecnmmendatiM the Commission approves AEP-OWs atequesis to
retain the poDution control bonds cnntingent upon a filing wwith #he C==issian
demonstrating that AEP-Uhio ratepayers have not and wYfl not irmcur any cam aseociated
with the cost of servidng ft associa#ed debt. More specif£cAy, ARPOhio ratepayers
shall be held harntless for the cast of the pollution comrol bonds, as well as any other
generation or generation related debt or inter-cornpany notes retained by P ►E3"-0ltio. ABP-

Olhioshall file such information with the Camn^ssion, in #i^s dock,et no Iater thm 90 days
after the isosuancae of this Order. Accordiagly, the Commissuan finds tliat, suia)eet to our
approval of the corpozate separation pian, the eYectric dist<ibution utiliiy shcyuld divest its
generation assets from its nozncoinpetitive electric disbibution utility assets by transfer to
ft separate competitive retail generation subsidiary, GwReso'urces, as represented in this
modified pSP. The Company states that it has notifded PJM of its intention to enter Ws
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auction procm for the delivery year 2025-20I6. T'he Co:nmission wsll review the
rernaining issues presented in the Company's Corporate Separation Case.

In tegarda to the contract between AEP-Ohio and GernR,esoutces, FM conEeads tbat
after corporate separation AEEP-41ua +cazuiot simply pass-ttv.+oagi► the gatetation revenuues

it reaeives without evi.daxe that the cost are prudent coisistent with Section

4925.143(13)(2)(a), Revised Code, and AEP-C3hio fias done nctbix ►g to as#abfisf► tha $255 per

MW-day for capacity is prudent. The price of $255 per MW-day is unrelated bo cost or
mazket rates, and accox+dirE.g to FES, appesrs to be wetl above anarkeL Furtherrnaore,
Cmiste..llation and Exeion witness Fein testafied *.at Exelon made an offer of energy and
capacity and an offer for capacity oray to serve AEP-Ohio's S6C) load jwne ^• ^ m^' 'ged
May 31, 2016, at a cost lower ttian the Company Is proposing as a part
ESP. C,cnstellation and Exelon empbasize that the PJM tniff daea not prohBrrit an PRR
entity from mdang bEaberal pochases in the market to meet its capacity obligatiom
(Cansfiellatxon/Exelon Fx.1OFL at 17-19). FES notes that according to fiestimony offered by
AEP.4ttio witciess Nei.^on, the $255 MW-day for capacity is not beised on costs nor indexed

to the rnarket rate. Fwammare, M points out that AM3SC is negotiating the coo.tract for

both AEP-0hfo and GenResowrces. AEP-OhiO has no intent based on the teatunor ►y afc

Mr. Neisark, ta evaluate whether the cost of its contract with GenResouroes #om SSO service
could be reduced by contracting with another suppiier. Baeed on the record evidence, FES
argues that this aspect of the modified ESP does oot comply wi#h the requirernenb of
Seckion 4928.193(B)(2)(a), Rensed Code, . and the contract between AEP-Uhio and
GenResources, after corporate separation does not comply with the FERC Edgaa

guidelines, which direct that no whoiesale sale of electric energy or capacity between a
hanchised public utility with captive customen and a market regulated power saies
affiliate rnay take place witliout first receivmg FERC suthoxizativn for the tranmciion
under-secticm 205 of the Federal Power Act. ('T'r. at 523-526; FB5 Br at 102-105.)

The Comrnission finds, that once corporate sgparation is effective and AEP-Ohio
_proccmesitsgemration from GenR,esourm that it is appropriate and masonable for oertain
revenaats to pass-thrQugh A.EP-0hio to GenResovrces. Specific2Ry, the levenues AEP
Ohio receives, after corporate separation is impiemented, from the RSR v+rhich aze not
aUvcated to recovery of the defearal, revenue eqtuvalent to ^tiocapadty

rrbased ^enu^%o188.99/MW day authori.^ed in Cage No. 10-292'9LECrUNG, gect
from Wd mstmmB, and"revenuue for energy sales to shopping customers, should ficfw to
to GenResources. We recognize, as AEP-Ohio w-knawledges and FE'S discusses in its reply

brief, that the ccmtra,ct between of our re^ewe ^^^+n
P3'`s to modied ESP

approvaL We do not make, part
application, any exprmed or impiied endaxsemer* of d* bmms or corAYtions of the AEP-

Ohio cim,tract with GectResources, as presented in " case.
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llue Company's mxlified B5P applicatim prvposes the wmtinuadon of the
gridSMART rid+er approved by the Commission in dw ESP I Chrder, with two
modiCcatxonL First, AEP-Ohio requesta that ft gcidSMART rates for the CSP rate zor ►e

be eacpanded to the OP rate zone. Second, AEF'-Odo requests tho+t the net book value of
metm xetired as a xenilt of the gridSMART project be defetred as a regulatmy asset for
aocounting gurposes. Currmtiy, the net book value of meters rep]acaed as a result of Plrase

I of ft gtid5'MART project are ctarged to expem nat of saavage and net 'vf inW=
iransfers and included in the over/under calculation of the rider. The Company expects to
complete the ittstallativn of gridSMART equipment in Phase I and to co3nplete
gridSMART data submission to the U. S. Department of Bnergy on Phase I of the pr*d
by December 31, 2013, with the evaluatim to I;e +completed atound Marzb 31, 2Q2.4.
Furthert AEF-C'^hio states that the Company mi+ends to deploy elmmenft of the gxicf.SMART
progzam throughout the AEf'-Vhio service #ertitar9 as partof the proposed DIR program
pwposed in fts proceeding. (AEP-4lvio Ex. 107 at 10; A8f'-Uhio Fx.11p at 9-13.)

OCC and APjN submit that; to ft extent +fhat the Company proposes to uwIude
gridSMART coals in the DIR there are nuwrwoos concerxis that need tddresscd
before the Gompeny is a.uthoriud to proceed. Staff, C)CC, and APJN M40V and
Company's proposed eicpansicm of the garidSMART pxo^t, befcn^e any ^^tion
ana,kysis of the success of gridSMART Phase 1, is ircomstent with sound

recommend
bunum

piuuiples and sho'uld be rej.̂ ted by the Cc►muussion. Therefare, these I^
that tha Company not proceed with Phase 2 until evaluation of Pha,se 1, is conmplete, on or
about Marrh 31, 20'!4. (Sta#f B'x.1(f5 at 5-6; OCC/ APJN Br. at 9&97.)

More specificaIly, Staff reascros that the costs of the expansion of variov.s
gridSMART • technoiogies have not been determimed, the benefits of the gridSNtART
expan.s3on de5ned nor custrrmer acxeptaztce of such fiechnologms evaluated. In additivn,
Staff clainm that the Company bas stated that certain components of the aging distribution
infrastru.ctm do cwt support SridSMART technologies. Despite Staaff's pasitinrt on the
commattcement of Phase 2 of the gticdSMAitT project, Sbff daes not oppose the
Company's imtallatiion, at the Company's expense and risk of anecovery, of proven
distribution bechnolugies #hat can proceed independently of gcidSMART, wliich address
near ierm gawation reliability concerns, such as ktegrated voltage variation control
(IVVC), and do not present any secarity or intecoperabilfty isactes or violate requiremmts
set forth by the Nadwal Ins#itute of Standards and TecIuiology Iritx'agancy ReP°rL 5taff
endoasa the continuation of the gr3dSMART rider to be coilected f roan all AEP-Ohio
customes:s. Staff em.phasizes that equipment shc►

uid rot be mawera I^aa been placedand rider until it is iz^stalled, has completed and passed thorough testing,
in-service. (Staff Fsx. 105 at 3-6; Staff Ex.1Dy at 3-13.)
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AEP-t:lhio points out that no intavew has eqnwsed any opposition to the
contuiuation and completion of gridSMART Phase I ancir aaoordiztgly. AEP-Ultio nquests
approval of #izis aspect of the ntadif<ed ESP. AEP-Uhio also requests that tĥ^o^si^e

pTOvide some poticp guidence on whether the Company
expaneion of the gxidSMART program.

As the Connmissiion noted in AEp--0hio's F5P I Chder,

p]t is imnporta;rt t'hat steps be ta3Km by the etectm u"es ta expktte
and 'unplemmt teo}wlogies... that w3ll pobentiallp provide long-term

benefits to custorners and the eiectm utdity. GridSMART Pham 1 wnl

provide C'SP with beneficial infomation as to implemeritation,
equipment prefeenCBs, customer @XpeCfatiol7s, and cu,SwvUF:T
education requxements... More rei3able service is clearly bene8dal to

C.sP's custamers. The Conunission strongly ^^i ^ D

implenen.tation of AMI [advauced m^eb^►g
[distribution aubarnation initia#ive], with HAN Dwm area network],

as we believe these advanced wnologies are the i'omYdation for

AEt'-Ohio providing its custom.ers the ability to betba rnanage tiwir
energy usa,ge and reduce their energy cost.9.

(Esp I Ch'dmr at 34^.)

The Commaission is nof wavering in its comriction as to the benefita of gidSNtART.

Thus, we direct .AEP-bhio to coniinue the gridSMART Phase 1 prmjecr and to compleke the
review and evaluation of the proa}eck We are ap'pmving the CCrmparey's request to initiate

Phase 2 of the gcidSMART project prior to the March 31, 2014, completion of ft
evalvation of gddSMART Phase 1, with t'hose fiechnologaes that have to-date demorastrabed
succesa and are cost-effective. To require the Company to delay any furdw expansion or
installation of gridSMART is unnewisariiy, ` restcictive with respftt'to the furtha
deployment of mccess£ul individnal smart grid systene and teclanologiea used in the

project. The Company sha11 file its proMed expansion of the gridSfr+IART project,
detaggndgMART Phase 2, as plo^ Sn+^MAR'^opp^^^ irxluding ^ al^te the

on the equipment and technology proposed
tanee and feasibility of thedennonstrated success, cost effectiveness, custamer acceP

proposed tec'!iY►ology. Howevex, the Company shall include, as'5taff reccomateds. IWC
only witbiut the distributian investment rider, as IVVC is not exclusive to the gridSMA1tT
projeLt I4TVir supports the overan electric sysbem reliabiHty and can be Wtalied without
the presexuce of grid smast technologies, although IVVC enhances or is necessary for grid

snnart tectuialog,y to operate properly and efficiently. Furthexmore, the grid5MART Piiase
3 ridex was appxovecl with specifit limitations as to the equipment for whirh recovery
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ccnyid be sougi^t, and a dollat limitatior^.v Any gridSMAItT inqusfiunent beyond t^ Pi^asE
I piiot, whicb is not subiect to recovery through the DIR rnedardsm, shou€d bO recovered
d.urough a merhanism other than the current grid5'M.4.RT rider, for example, tfurough a
gridSMART Phase 2 rider. The e+nxent gridSMART rider allows for recovery on an "as
spent" basis, with audits direcled toward Wung-up ocpend.iturea with colleetiom thraugh
the rider rate. Keeping subeequent non-M gddSMART exPeMditureg in a new separate
movery aueehanism fadlitates enforcement and a C.omrniisdon determina#ion that
recovery of grhdSMART investmmt ocm only after the ecpn:pment is irwW4 tested, and
is in-servue. With these clarifaications, the Commisgian approvea the Company's request
to contix►ue, as a part of this modified FSP, the current g,ridSMART rider nverhamism,
subject to ani►uat truerup and reconciliation based on the CAmpany's pnidently incurred
costs, and to extend the rate to include OP as well as CSP cEutonuers.

We note that the gtidSMART Phase I rider was last evaluated for pxudency of
expenditum reconciied for over- and vnder-recoveries and the rate mechaniam adjusted
in Case No.11-1353-EGIZDK, with the rate affective begxntfing September,1, ZMx. Despite
the Commission's February 23, 2fr'!2'rejeclion of the application in this ESP 2 proceedi.ng,
the recovery of the gridSMART rate machatvam continued consistent with the Bntry
issued March 7, 2{!12 Accardingly, ft gridWART rider rate merhanism approved in
Caae No. 11-1353-Et,-RDR shal! continue at the current rate until re^vised by the
iCammission. We also note that in Case No.11-1353-EIADR, the Commissxon deducted
an anwunt froatt the Company's claim for the loss on t6e dispasai of elec#ro-medhazacal
mtem. The C4umussion 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 applicarlfM
Case No. 12-5WELRDR, and nottling in this Order on the modified ESP should be
interpreted to the contrary.

15. 1089RIMOn CM Retov W Ridez'

Purauant to Commrssian authority, as set for& in Seerion 4928.05(A)(2), Revised

Code, and the niles in Chapter 4901:136, t).A C., electruc utiiities may seeie recavery of

^miaaian and transndssian-related costa. Thmugh this modified SP, AEP-Ohio

proposes only #hat the transmission mst rerovery xfder CTCRR) xnechanisms of the CSP

and OP rate zones be eombined. The Company proposes no otlxr changes to Hte TCRR

mechauism as apart of this ESP. (AfxP-Ohuo Ex.113 at 6-7; AEP-Uhio fix.107 at 8.)

The Commission nr,tea that the cmmnt TCRR prmess has been in place since 2009,
and caparates approprkt+ely. As atcuctured, with the TCRR mechanism any c:ver- or under-
recovery is accounted for in the next semi-annual review of the TCRR mechanism. For this
reason, we dv not expect any adverse rate impact for co,sbomers with the cornbining of the
CSP and OP TCRR rate mechanisms. Given the merger of [SP iato QI', effective as of

Z' E5P 1 Chrder at 37-38; ESP 1 EriExy on Relmring at 18-7a! (fu1y 23. 2009).
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December 31, M11{ the Commission finds AFp-t?hio's vquest to combine the TCRR

mechaz^ism to be reasonable 't'be Conunission directs that any ovesreeovery of

transnussion or transmisgiorrrelated costs, as a result of combinins the TCRR m+eci-ns,

be reconcded ire the over and under-recovery conpmnt of the Company's rect TCRR

rider update.

16. Fnt^aric^, d Sa-vi^e Rgja^^

As part of AEP-Dh%o`s ESP 1case, AEP-Qhio proposed an mWL-md seMce
reliabigty rider (ffiRR)- Qragram which included facu ^cmponentk of which only the
trarnsYiion to a rycle-based vegetstion s:samgesnew progtam was approved bq * the
commiasioas. In t.bs modified bSP, AEP-Ohio requests continuation of the BSRR and the
Coxnpany's traraition to a four-year, cycle-bssed vftudng progrann. Purther, the
Company ProPoses the uniSicatian of the ESRR rates for each rate zone into a single rate,
adjusW for anticipa+red cost incxeases over the term of the FSP, with carrying cost on
capital asseis and atulual reconciliation. AEP-Oiwo admits #hat before the initiation of the
transitional vegetation management program, the number of tre.-arelabed cinvit outages
had gradually k"msed. Howev+er, ibe Company states that with the initxation of the new
vegetation managernent prograrrt, the munber of t:rse-caused outages has been redwced
and service reliability bas improved. AEP-ahio proposea to complete ft transition from a
performarrce-bas,ed program to a four-year, cycte-based trimming program for ail. of the
Company's distibution circuits as apprwed by the Conumissivn in the prior ESI?
Hnwever, the Company notes that the vegetation manageanent plan was implemented as a
five-year transition program and, as a result of the delay in adopting a second fsSP and
increases in ibe expected costs to mmpleEe i,mplementation of the cy+cle-based trnmm'utg
ptE,gram, it is now neoEssary to edend the implementation period to iarwJude an additionat
year_3nto 2DI4. AEP-4hio reqciests incrementat funding for 20r14 for both the completion
of the tran$ition to a cyrle-based vegetation managernent progrann of $16 nmiltiom and an
iriaemenW irocrease of $18 avllion annuaily to maintain the cycle-based prograrn. (AEP-
Ohio Ex. 107 at 8; AEP-0hio Ex.11t1 at 5.9.)

Staff supports the oontinuance of the ESRR duough 2014 but not any cost utcunred
thereafter. Staff z+easons that efter 2014, the Company's #xacr.sition to a four-year, cycle-
based vegetation mamgemexit pmgram will be complete and regtelar rnaintenaizre
pwrsuant to the prograrn will be part of the Company's norsnal operatnons, the cost of
wh9ch should be recovered through base rates not thmugh the ESRR. Further, Staff argus
that the ESRR funding level for the period 2012 through 2014 is overstated due to the
imeased ESRR baselir►e reflected in the Company's recent distribution rate aase.28
According to Staf#, to reactre the rate base m the Sti,putation xn the distribut<on rate case,
Staff agreed to an ircrease in the revenue requirement feT CSP and OP which incorporated
an annuat increase in vegetation management opesation and iiaintenance expeme of $17.8

29 rx rt AEP-o1rio, QpWo.n and Wer. Case No.11.351~ETrAlIt, etaL (Decembet 14, 2011).
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mil.iion annualiy for 2iJ7.2 tlirough 2014 rnrer its secamramdation in the Slaff Repart. For
ttwt reason, Staff asserts that ve"tion managea-ent operation and mmtmame expense
must be reducecl by $17.8 xnoon annually for the period 2012 titrough 2014. pvrther, Staff

recosruaands that the Connm"sssion dirvct AEP-Chio to file^ pumumt to Rule 49K.)'t.1-14-

27(r,)(2) and (3), O.A.C, by no later than Deoember 31, 2013, a revised vegekation
I gement program which commits the Company to complete end to4end triuvming on

all af its dlshx'buticm circuits every four years beginning 7anuazy 1, 2014 and beyond.
(Staff Ex. 106 at 1714; Tr. at 935.43b5 )

ARP-Uhio reivrts tfiat Staif ignoxes the fav-t that the Stipulation, and the
Comanissicfn C?rder approving the Sdpulation, in the Gompany"s disftfttian rate case do

nart detaA any increase in the f:'BILR bt►seline. AEP-0hio reqnests that the C:oanrnission
relect Staf#''e view of the rate case settlement as unsupporied and improper, dbEr the
issuance of a final, nvn-appeaiable order ia the c.ase. As to staff's proposed tenminaticm of
funding afber 2014, the Company offers that such would un.dermine the benefits of the
cycle-based trhnnming. (AEP-Ohio Reply Br. at 76-77 )

'f'he Couunission concludes that wbiie the S"ti ^tio ^distributioomn the Ievel
reflects an increase in the baseline operslaons and P^
recaamntended in the Staff Report, there ie no evidence in the Stipulation or the
ComnussioWs Order adopting the Stipulation whieh specificatly supports a$17.8 mil.U^an
increase in operationna and mainbenance expense for the vegetation uYaxtagement program.
Amrdingly, the Commissicm approves the continuation of the vegetation managennent
pro,gram, via the ESRR, and merger of the rates, as requested by the Company for the term

of the unodif•ied FaSP, throagh May 31, 2915. Wicltin 90 days aHer die cctinclusion of the
E'5RR, the Company shal! make the necessazy fib'ng for the final year nview and
reconnUation of the rider. We clirect AE'['4luo to file a revised vegeiation namgenwmt
program con,sistent with thb Order and Rule 4901:1-10-27(E)(2) and (3), O.A.C., by no later
ibaii December 31, 2A1Z We see no need to wait utztii December ZtTl.3 for the filin& as

requested by Staff< in light of our raliitg in titis O"tder.

17. EneW gf£iciency and Pealc Dema.nd Reduction Rider

ilrough this modified F.SP, the CompenY Pi'°POM thae cantinnation of the
BE/PDR Rider, with the unification of the rates into a single rate. The EEJPDR rider
would continue to be, as it has been sance iis adoption in, the ESP 1 cases,^ updated
annuallX. AEP-Ohio notes the proposed reg'uia^'Y acxounting for the EE/PDR rider, is

Aver-uu►der accourdin$ with no canying c.barge on the inveshnent and no carrying c.barge
on the over/under balance. The Company states that it lias developed energy efficaency
and dernand response pxograrns for ail cus#om segments and ffixaugh the
xmplementa4ion of the program customera have the potential to save approxixnately $630

29 mp ip,der at42-98, 2SI' 2 F+OR at27-32.
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rniIlion in reduced electric service csst over the life of the programs. Fuztlter, the EEf FDR
pragrams cause power plant emissions to be reduced. AM-Uhio testified that its energy
efficiency and peak demand response pmFams for 2009 through 2011 have been very
suecessfsl in meeting the benchnlarks. Staff endotses the Conpa17's request to continue
the EE/P'DR rider. (AEP-Oluo Ex.1D7 at 8; AEP-C?hio Bx.118 at 11-IZ- ft'f Br. at 31.)

'i'lte Cwmusmon approves the nwger of the EE/PDR rider rates for the CSP and
OP rate zones azud, for i'he terrn of this modified ESP, ft ccmtinuaaon of the EB/PDR rider
as adopted in the F51' I order and subsequently confirmed in each of the Company's
succeeding EE/PDR caas. In additicm, as we established in ornu analysis of the IRP-D
credit, because the IRi' D credit pronmotes energy effuiency, it is appropriate for AEP.Ohio
to reaover any costs associated with the IRP D under the EB/PDR rider, as opposed to the
RSR FnrEher, the C.ommissicm direc#s ABP-Ohio to take the appropriate steps necessary to

PJM base
bid the emgy e€ficiency savings funded by the EE/PDR rider

of ESP.reszdual auction and all suubsequent auctions held during the ^

1$. EQonomic_ Dev.o,Rrn t 'der

AEP-Ufiio's modified F5P appiication req,uest approval to corednue, with ont
modiFical3M the non bypassable &an+omic Lie+relopnient Rfder (EDR) The FDR
mechanism recovers the costs, irbcentives, and forgone revenues ass+odated Artth new or
expanding Comtinisston•approved special arrangements for ecanoach custoa^er's base
job retention. As currently designed, th+s EDR rate is a component
dWn`bu.tion rates. The Company wishes to merge the EDR rates for each of the rate zones
into a single EDR rate with the EDR rate to conflnue in all other respects as approved by
the Coaun^an in the ESP I 4rder and the Cornpazazty's submpent EDR ca.ges- As
currently approved by the Camcnission, the EDR is updated periodically and the
regedatrny accounting for the b'UR, be: •ng over•under accounting with no awlying charge
on ft tnveataunt and a'Icmg tenn int+ezest carrying dwp on any urmw°verM balance.
,AEP•+Ohio states that the EDR su.pparts; C?tuo`s effectfveness fn the globel economy as
fequired in Sectivn 492802(N), Revised Code: AEP.A1nid asserrts that the proposed EDR is

Bx.111 at 3, 7
reasonab2e and should be adopted as part of the ^^ t^

7,13 .)and Ex. DNIR 5; AEP-Ohio Ex.1a7 at 8; AEPC?hio )

Staff supports the Company's EDR proposal (Staff Br. at 31). However, L7CC and
APJN argue the Cosnpany allocates the EDR rider based only on dLstribution revenues as
opposed to current total revenues (distribution, transnnission and generation) betwem the
customer ciasaes in compliance with Rule 490i:1-36-05(A), fl.A.C30 C)CC and AFj.N note

30 guk4901:I-3&WA)(4), o.ac, Atw

The atqsou4st of d ►e severm rgccivery rider sMlt be spread 1o ^ in PrcpofdOn

to the curr^nt :evesuze dssirs'batic¢^ betw^ and ^m8
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tha►t ft Commission approved Dayton Power & Ught Company's EDR applicaaon with a
simi]ar allocation to the one they are proposarig AEP-Obio be requixed to adopt.P

The Company argues that because txansavmon and gematian revenues ulare
d

recovered only from i3s nonshopping custoar ►ess, that OC's and AP^'s progosa^
actaally rftult in roklential cushmms being respwsible for a gmter stzare of the delta
revenues Oian under the current alloe8tion rnethcd based only on distributicn revenues
paid by Awpping and non-shopping customers. Furthw. AEP-0hio notes that the
Csammiision Mected this same proposal ► by. OCC in the ESP 1 cases and requests that the
GoorcaisWon again reject the proposed c]nange in the allvcation metthodology. (,aEP-Oliio
Reply Br. at 7$.)

The Commission rejects OCCs and A1Ws request to revise the basis for the EDR
allocatim given the ;Eact that the EDR is a non bypassaMe rkder recavexed from shopping
and non-shopping custonum alake. We nmgmze that the EDR acts to aftract new
businesa and to faaiiiate the expanslon of ex^sting bus3nesst+s in Ohio. In order to allow
AEP-Ohio to effectively promote economuc development to custocners in its setvice

territvries, and continue its positive corporate presem in communities througtiout 4hio,
as evidenced by multiple witnesses at the pubiic hearsngs, we find it reasonable for AEP to
makixstaiu its corporate headquarters in Columbus, Ohio, at a minimum, for the enti.re term.
of tbis FSP and the subsequent collection period associated with the deferral costs
i.nrlud+ed In the RSR. Further, the Commission finds that, the EDR^t a^^ - ^^
rider, is recovexed .#m^m aD AEP-Oblo shopping and r+An^hopping
we approve thw Company's request to nwrge the EDR rates for the CSP andOP rate zones
intQ a singZe rate and to otherwise mrttEnue the EDR mechanisln as px^iQn^y p'P^
by the Comndssion in the Company's ESP I Order, as reviseci or clarified in its subsequet

EDRproceedinge.

A.dditonagy, in li& of the ecte,nuating economic circ:rmatanoas, the ConnnAision
hea^ cnders the Company to reirstate the Ohio Growth Fard!, to be funded by
sImreholders at $2 miliion per yeaa', or porfiion thersof, durug ft terntt of " FsSP. The
Ohiio Growth Fund creates private sector eceawmic dekvelopmeat resoux" to support and
work in coiyunction with other resnurcea to attract new investment and improve job
grbwth' Ohio.

,Sam 1ay the coa+nnissMn. The ejechriC ttttli#y sba!! Me ft prajscksdaiaerafior+. or rsadi&
impsct oi idne prapose8 xida an all custoncWS, by csftt= r]aW

31 SWIxtre DaytaaPOw+er &Li0t C=pM.Case No.12SI5-E[.4RDR, Order (Apri! 25r 2D14
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^1^.^i^ be created to recover anyAEf'-C1Itio p^roposes a s^rm damage recovery .,--
incrernental expense.s incurred due to major storm events (AFP-Ohio Fac.11Q at 20). AEP
C?haio provides that the meciw-isfn would be created in the amount of $5 mivion per year
in accorclarece with the se'ttlement in Case ATos. 11-351-EGAIIt and 11-M2 EL-A'fR. i'n
support of the sicmm damage recovery mechanisnn, AEP-01uo wiitness Kirkpattick notes
that absent the auecfmi9m, forecasted operation and inaintenanms (tMrM) huus woutd be
constantly diverted to cover the ex}mnse of rnajor Btarms, which could dismpir planned

rnain#+eciance itctivrties and inmpact system rdiabnity. The determination of what a ma^or
stiorm is or is not would be det=urwd hy methodology outiined in the MU Guide for
f;lectric Fowpx I7isiaribution Reliability ktdi,c+es, as set for#h in Rvie 4901.:1-10-I0(8), O.A.C.
(Id.) Any capiial costs tbat would be incuxred dv ►e to a major strnrm would eitheer become a
component of the DIR or would be addressed in a distribution rate case (lcf. at 21). Upon
approval of the storm damage recovery xnechanim4 AEP•ohi.o will defer the ince+mental
distribution expenses above or below the $5 uMon storm expenm Wgmriing with the
effective date of January 1, 24'12 (AEP-Ohio Ex.1C?7 at 10).

OCC notes that while AEF•(3hio's ac#uat starm costa expenses are currrnntiy
unknartnrn, it is likely that AEP-Qhio wwitl uuvr mrnce thari $5 snillian based a on per
which indicates the average azmval expenses amaunt to aPpr°xdmabelp $8.97
year (COCC Bx.114 at 20 21). In addit[on, OCC explai,ns that AEP'-Ohio faiied to rpeafy the
carry charge rate for any staann damge deferrals, but suggests the canying cbarges not be
calculated asing AEP-Ohio"s WAGC, as the numclunisnti does not inriude captW costs
(OCC Br. at 9798). fJCC suggests that AEP-Ohio udlize its cost of long-term debt to

calculate carrying charges (Id.).

In establishing its storm damage iecovery mechsnfsin, AEF4:)Iuo failed to specify
how recovety of the defeaed asset would 'actually work or would omnt: As proposed, it
is urnknown when AEP-Ohio would seek recsn ►ery, or whether anything over or under $5
rn,Oon woutd become a deferred asset or liability. As it eu-zrently stands, the stvrm
damage recovesy mechanism is open-ended and should be rtwdifi+sd.

Therefore, we find that AEP.0hio may begin defierral of any mcremenid
distrbution expenses above or below $5 miAim per yw, subject to the Eollawing
modifications. Further, throughout the term of the modified ESP, ABP-0hio shall
maintalin a detaged accounting of all sborm expensee within its sborcn deferral accountv
including detailed records of aIl incidentai costs and capital costs. AEP-4hio sZtali provide
this information annnaily for 8taff to audit to deiarmmme if additional procaed°mgs are
necessary to establish recovery levels or refxnd9 aB recce-masY•

In the event AEP-C3hio incurs costs due to one or mare unexpected, Iarge scale

storms, ASP-Ohio shall open a new dotket and file a separate application by 8ecember 31
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each year tluoughout the term of the modified ESP, if neoosary.. In the event an
application for additional strsr.m darmage recovery is filed, AEP-Ohio shail bear the burden

of proof of dexnonstra#ing all the casts were prudently mmrred and remonable. Staff and
any inbmvsted parties may file cvnanents on the application with'm 60 days a£bar AEP
Ohio dockets an application If any objections are not resolved by AEP-Mo, an
eviderttiary leanng wi11 be scYtednled, and paarties wili have the opportunity to canduct
disoavQry and preset►t teatimony before tw ConunWon. Tt ►us, C^t-'^C's concern on the

adculateon of apprarpriate carrying charges is primature.

20. Otrve

(a) Curtailabte Servi^ Rti&'s

In ESP 1, bssed on the lack of certain infor.mation in the recoxd, the Cwtmisszon
dewxmined that customers under reasonable arrangemnts with AEP-Ohio, ixvduding, but
not limited to, energy efficierrcy/peakk demand. reduction aiTangements, economic
development asrangements, unique arrangernents, and other spedal tarifE schedu]es that
offer service discounts from dw applicable tar,ig rabes, are prohib ►ited from also

participating in a PjM demand tesponse program (DRP'), unless and until khe Commissiqn
decides othetwise (Pirst ESP POR at 41). While the Coarmission opined on the ability of
customen in reasonable arrangemenls with AEP-Oluo to paurtiapate in PjM DRPs, the
Commission did not, in the context of the PSP 1, address the ability of AEP-Ohio's retail

mqtomm to partitipabe in PjM DRPs.

On March 19, 2010, in Cm Nos. xfl 343-EL-ATA axtid 1U-344EIrATA, AEP-Obi.o

filed an appiication to amend its emergency curtagmf.►o.t servim riders to permict cusbanms

to be eligible to participate in AEP-aio's DRPs, uitegrate their tustwxer-wted xesourm
and assign the resonrces to AEP-)hio to meet with the Company's pezRl+c demand
reduction mandates or conditional retail pardcipation in Pj1Vt DRPs.

As_a_part of fiivs modified ESP, A_II'-4hio recogrdes customer partiapation in the
PJM directly or tbrou.gh third-party aggregators and praposes to eliminate two WW
services, Rider Emergency CuacWable Services and Rider Pitce Gutailable Servioe, as no
custoner currently receives service pursaant to either rider. EnerNOC endoraes this
aspect of AEP-Ohio's modified ESP application on the basis that its supports the
provisiow of Section 4928.02(D). Itevised Code. (AEP-Obio Ex. 100 at 1; AEP.Ohio Pas.
211 at 9; EnerNOC Br. at 5-6.).

We concur with the Cotnpsny's request. Accordingly, the Contpany should
eliminate Rider Emergerx.y CuxtaiIable Services and Rider Pri ce Curteifable Semce from

its tariff ser+rue off'erings and Case Noo. 10-M-EL-ATA and 10-344-EL-ATA, closed of

record and dismissed.
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In order to ermre no customers az+e unduly 17wcdend by any unexpected rate
impaets, as weU as to mitigate any cvstmw rate changes, we direct AEP-0Fdo to cap
customer rate incxeases at 12 percent over their current ESP I rate plan bill schedules for
the entixe term of the modified HP', pursuant to ovr authority as set forth in Sec#ion
4926.144, Revised Code. The 12 percent limit sha11 be detemined not by ovesail customer
rate ctasses but on an individual customer by customer basis. The customer rate impact
cap applies to items approved wi.tlun this mvdified ESP. Any rate changes that arisa as a

result of past p2ooeedm$s, in,cluding- any distrfttion proeeedings, or in subsequent
proceedings are not factored into the 12 percent cap. Further, the 12 percent cap shall be

narinalized for equivalent usage to ensure that at no pomt any individuel cusimwes bill

impacta shall exceed 12 percent. Qn May 31, 2013, AEP'-4hio should fil.e, in a separate
docket a detailed accounting of its deferral impact created by the 12 percent rate cap.
Upon AEP-0hio's filing of i#s deferral calcuiations, the attamey exairdners shall establisb a
pr+ocedural scizedvle, to cwsider, anwng other things, the deferral coob created, and the
Cornmisston rnrili ma%ntain the discretion to adjust the 12 percent iimiIt, as rkecesasary,

tiqoughout the term of the ESP.

(c) A]3P-ahio's Q tstanding PBRC Reauests

The Commissi.on takes riotice tbat American Electric Power Senrice Corpcaration
filed a renewed motion on AEL"'-(?hio's behalf for expedited rulings on July 20", 2M2 'n
MC docket numbers ERlI-2183-(iQ1 and EL11-32-0tIO. In the event FERC takes any ,

action tiiat may significantly albu the baEarvice of this Coyarmissioa's order, tlie Coxunission
wilt make appropriate acl)us#m:ents as necessaary. 3gecificaliy, punuant to Section
4928.14W, Revised Code, at the end of each annuai period of d-is ri ►odified F3P, the

Commuaism shall cdnsider if any such adjustments, including any that may arise as a
result of a PERC order, lead to sigi&cantly eweasive earnings for AEP-C)1uo. In the event
that the Comnnissian finds that AEP-Dhio has significantly excessive earninga. AEP-Ohfo

slull-returnany arno=t in excess to cortsumers-

DL 1S '!'i IE PktOPO6ED E5P PutdRE FA^IC?RABLE IN ^E GGR^C'.,A'I'B ^

CC1NRAi^D ► TO THE i^JLTB THAT ' 'lUL.D
SECrION M14?x REVbSED CC?DE

AEl'"-Ohio eonwnnd.s that the £5P, as proposed, including its pricing and all other
terms and conditions, is more favorable in the aggregate as compared to the expected
results t#uit would otherwtse apply under an 1VW. To properly canduct the statutory test,
AEP^hio states that the proposed ESP must be viewed in the aggregate, wlvch iriciudes

the siatutory price test, ot#a quantifiable benefits, and the consideration of non
quantifiable benefits (AEP Ex.114 at 3-4). In evaluating a1I of ft .se cri#eria, AF1'-Chio
witcuess Laura Thomas concludes that the proposed ESP, in the aggaregate, is more
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favorable that the resuilts that would otherwise apply und.ew an MRO by approx'smatel.y
$952 million (AEP-Ohio Ex. 115 at Exhiblt L]T 1, page 1). In addition, Ms. Thomas atates
that there are numerous benefits that are not xeadily quaniffiable (Id.). I

In conducting the statutory price test, Me. 'I"homas explains that she utiIzzed SectLon
4928.20(J}, Redsed Code's int+erpretation of market prices for 8ufdacxe in determildn$ the
cornpetitive bewlmark price. In eswb3iahing the competitive benchmark price, AEI"-C3hio
used ten cnmpoxuan#s, incl.ucling the capacity companent, wl&h inctudes the capaity cost
that a supplier would iauvx to serve a retafil custonw widvn ABP-Ohiv's service terr'tory
(AEg,phio Ex. 114 at 15). AEP-C7hio concluded that the capacity cost to be utilized in the
matutory price test should be $356.72/ MW-day+ based on the notion that AEP•Ohio wiIl be
operating under its FRR obligation and the full cappacity cost rate for AEP-OIw should be
utilized in the competitive benchmark pr.ice. By using $356.n(MW day, W. Tf►oaras

concludes that the statutory price test shews the FSP is aiore favorable t,ban en MRO by
$256 million (AEROhio Ex 114 at LJ'T 7, page 3). Ms. Thomas aIso conducted an
al#ernative price test ut9lizing the two-tier caparity proposal numbers of $146 and $255 as
the capacity costs, and cancludes that modified ESP wvuld be more favoxable than an
NtRO $80 mittion (Id. at tJT-5 page 2). In light of the Corzunission's decision in Case Nv.
10-2929, ASP-0hio iru3icates the use of the $188.$$ capactty Price would result in the MRO
being slightly less favorable by $12.6 millian, but when factc►ring in AEP Qhio's energy-

ordy sIice-of-systen auction the staiutoryr priae test comes out alrnost even, with the MRO
being sliglttiy more favorable by approxinutely 2.6 miiiion (AEP-Ohio Reply Br. at 97-99,

Attaclumwnt B).

in addition, as AEP-Ohio expIains that the statutory test requires the proposed ESP
be reviewed in the aggrepte in additiom to the pr9oe test, othex quntifiable benefits rwed
to be considered. Specifically, AEP-Ohio points to capecitp price discount from AEP
Ohio's $355.72/MW-day to the two-tier disooutited capacity pricing for CRFS providea,
which results in a benefit of $988 mdlion In addition, in lm aggrega#e test, Ms. Thcmas
acknwwtedges that while the RSR is a benefit of the proposed modified F.SSP, the RSR will
cost $2g4 mill.ion during the term of the modified B57?'. Ms. Thomaa explains that the GRR
should not be cvxLsidered in the aggregate analysis as the results would be the sarne under
the proposed 15P or an MRO, but nateg if the Commission determines otherwise the
consideration of GRR would reduce the quantifiable benefits by approxunstely $8 mdlion

By taking these additional ^^ b}e^ thintoat corWderation
quan 'ti£aa'able benefits a e

under the statutory test,
modified ESP are $952 millian based on the statutcmy price test using $355.72/MW-daY

(AFP-Ohio Ex. 115 at I.j? 1).

Regarding non-quantifiable bene#its, AEP-Ohio stalaes tbat the madified ESP wiIl
provicte price certa,uaty for SSO customer9 wh31e presenting increased cvstomer shopping
opportu,rnities. AEFrUhio provides that the modified ESP wili ensure financial stability of
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AEP-Ohio and provides €or a necessary transition towazds the compeiition while
acknowtedgin.g AII''.aDhio's eacisting cmUwtual and FRR obiigatiom AEP-Ohio also
opines that the =odified ESP advances state poiiciea and is consistent with Section 4928.02,

Revised Code.

In adclition to the statutvey test conducted by AEP-Ohio witness Thomas, several
other parties conducted the statubary test pursuant to Section 4928143, Revned Code.
OCC, FE9, IEU, DER ared Staff allege that the skatutory prioe test actually indicates that the
modified ESP produces results that are less favorable than what would athwCwise apPIY
under an MRO by L'gure9 ran&g from $50 million to $1.427 bdlion (See OCC Ex.114, DER
Ex. 1+02, IEU Ex. 125, FES Fx.104, and Staff Ex. 1I0). Specif^icauy, CICC wito+ess Hixon
points out that AEP-C?hio"s assumption of a$855,T2/ MW-daY capad'ty charge is
inappxopr3ate, but rather, the capacity charge approved by the Commission in Caee No.
10-2929-EL-UATC should be u#ilmd. Further, t)CC nobes that any costs aasoc9ated with the
GRR shcmld be included in the statutory tesk as the GRR "+totdd not be available under an

MRO (Id at 14»17). In additlon; OCC points out that in considering any noR-qnantifiabte
benefits associated with the modified ESPt the aggregate test s,honld consider additional
costs to customera'associated with items such as ^D to be costs a^aaiai^d with the
which, while not readily quanti$able, are cis^dY
modi#'ied. E5P {I& at 18).

FS and TSU raise smnilar conterns in utilizing AII'-()hiv's $989 million as a
qvan.tifiable beneEit. FE.S sfiates that the Conu3nissian previously fotxnd the ccrosideratian of
discvunt+ed capacity pricing cannot be considered a benefit because it is. too speculative
(pE3 E,x. 104 at 14-16, IEU Ex. at 50-53). IEU, DER, and FES provide that AEP41rio
overstated the competitive bewianark price by failirig to use a market-based capacity
prioe and failed to properly consider the coss assaciated with the m,odiPied ESP including
the-RER, GRR, and possibly the P1tR (PFg at 16r25, IEU at 49-72, DER Fx.102 at 3-6). W.
Srluutzet' also corrduded that the statutory test iondicates that the inodiffted B5P is worse for
custoaiers than the Stipulation F..aP, and approval of the modTied ESP would harm the
development of acompelitive retail mark,et by limitmg CRES providers' aFffity to provide
altunatrve offers to customers (FES Ex.1U4 at 38-41).

IBiJ, DER, and t7CC argue that Ms. Thomas irLcorrectly assurned the MRCYa
blending requhwent should have been accelerated, as it is unlikely the Commissim
would authorize an MRO with any blending other dun the fault blending provisions of 70
percent ESP pxicing and 30 percen.t market pricing, as is consistent with Sertfon 4928.147,
Revised Code (DER Ex at 3-6, QCC Ex.114 at 8-9). Further, IEU suggests the ConuYtission
cansitder the June 2015 tD May 2016 deliver year as part of the atatutory test analysis, as
.ttEP-Oh3.o is seeking Commi.9sion approval to conduct a CBP for the entire 5t9O load
begimning in Juie 2015 under this modified application (IEU Ex.125 at 79).
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5ta£f witnees Fortr►ey conducted the statutory test by blending the market rate with
the SSO rates puxsuant to Sectfon 4928.142(D), Revised Code, but noted that the ntarket
rate is extremel.y uricerWn due to volatcTity of forward contract prices. Mr. Foriney
calcuiated the average rates under AEP^t)hio's modified ESP and compared them to the
results that would occur under an MRO on RPM price capatity, $146.41, and $255. M'r.
Fcniney conduded that under atl three smnarios the modified ESP is less #avorable, but
noted there are other non-quantifiable bene&ts, induding ABP-Obio's transition to
competitive markets, which would be achieved mare quirlCly than through an MRO (Staff
Fx.110 at 3-7). FES revised W. Forh-*ey's statutory price test using the S188.8B pRace of
capaciiy and concluded an MRO would be less expeostve by $Zr7 nuDion (W Reply Br. at

&1).

The CQnunomcm finds ttiat, w.hile AEP-Ohio made multiple ernrnrs in conducking
the statutory test, we believe that these errors aTe convcbble based on eviderrce contain,ed
within the record. Under SecEion 4928.143(C)(1), Revised Code, we must determine
whether AEP-Ohto's has sustained its burden of proof of indicating whether the proposed
electric secunty plan, as we've nvodified it, inciuding its pricing, other terons and
conditinns irlduding any deferrals and future recovery of deterrals, is more favorable in
the aggregafie as compared to resvits that would otherwise apply under Section 4928.342,
Revised Code. Farkher, we must ensare our anaiysis looka art'the entire mmod^i£'ied ffiP as a

total package, as the Suprrn.me Court of Ohio has held that Secbian 4928.143(C)(1), Revised
Code, does not bind the ConunWon to a strict price cornparison, but rather, lnstructs the
Commission to co3nsider othez tarms and condiitions, as there is oaiy one statutory t+eSt that
looks at an erdire ESP in the aggxegate (In re Colurnbus S. Poalrr Co., I28 Ohfo at. 3d 402.

407).

Therefore, as AEP-Ohio presented its analysis of this statutory test, we f ust look at

the statutory pricn►g test, and then wfll explore other provisions, terazs, and conditions of
AENthe proposed ESP that are both quantiii,able gnci noo-quantifiabl Code,

^ we mustOhio's statutory price tesk, cc^osiste^tt with Section 4928.143(C)('X), Revised
-Iook in-part-at the price AfiN-Ohio's ProPosed ESP, as we've modi£ied it, with the price of
the results that wouid othermse apply under Secdon 4928.142 Revised Code. The way
AEP-Oiuio calculated its statutory pri,ce test precludes us from accurately determining the
results that would otherwise apply under a market rate offer, as it begins its analysis on

June 1, 2017

To accurately determine what would otherwise apply under Section 492$.142(A)(1),
Revised Code, for the purposes of comparing, it with this xnodified ESP, we begin by
tookirtg at the statute for guidance. Section 4928.142(A)(1^ RevLaed Code, nurdates that
any electric disftiribution utility that wishes to establish its standard service offer pric^

through a maxket rate offer must ensure the competii3ve biddinng process provides for an
open, fair, and transparent competitive solidtation process, with a clear product definitim
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standardized bid evaluation criteria, oversight of the proce,n by an independent third
party, and an evaluati+m of the submitted bids prior to seletting a winner. For the
Coau*sIon to appropriatety predict the reaults that would otherwise occur under this
section, we canc►ot„ in good caawcience, compare prices during a tirne pertod that has
elapsed prior to the issuance of this order. Nor can we, by statute, compare this modified
F.SP ptaice with what would otherwLSe apply under Section 4928.142, Revised Code,
begbming today, as it would be impossible for AEP-Ohio to iamnediat+ely establish an
alt.rnate plan under Sectivn 4926.14Z Revised Code, that meets all the statutory aateria.
Thaefore, for the Commission to appropriately compare ft paricE comPonenft of this
modified ESP with the resutts that would otherwiae apply under Section 4928.142, Revised
Code, we must determine the amount of tim it would take AEP-C)hia to irnplmnt its
standard service offer price with what would Othezwise apply under Seclion 492$142,
Revised Code.

As FE5 witness Banks testified, a Jtuw 1, 2013 stare date would provide ASP-OhiO
sufficient time to plan for auctions, develop bidding rules, and the auction structure, all of
which are requirem,ents of Sectian 492$.192, Revised Code (FM Ex.1(15 at 20). In light of
tbis; teatirmony, we believe that we should begin evaluating the statutory prke test analysis
approximatelly ten mcmths from the present, in order to determine what would otherwise
apply. Therefore, in considering this modified ESP with the reeuite that would oderwise
apply under the statutory price te.s#, we will conduct the statutory price test for the period

between June 1, 2013, and May 31, 2015.

Furdier, in conducting the statutory pr"ice test, Nis. Thoaanas erred by util.in8
$355.72/MW-day for the capacity component of the competitive benc.hmark price. This
number was unilatetally det,errnined by AEP-Oltio and justified as AEP-C31ua'a cost of
capaeity, which is mtirely ineoraistent with the Commission's deterrniiration of A8P
Qhio's cost of capacity being $188.88. Although we befieve AEP-Ohia's use of the
$355.72(MW-day capacity Rgure is flawed, we are not persuaded by parties who argue
the capacity component should be m,arlet based and reflect RPM prices. These parties fail
bo-consider that AEP-Ohio, as an FRR entity, will be supplying capacity fm its customers
throughout the term of this ESP, whether the customer is an S5U customer or the custwiner
takes service tlvough a CRES provider. Thus, even under the results that would otherwise
apply cvnsist+ent with Seation 492$142, Revised Code, due to AEP-Ohio's remmaitdng FRR
obligations, it would s#ill be supplying capacity to a11 of its customers through 2015. We
find it is inappropriate tv consider market prices in egabiishireg this capacity compsnent,
even though RPM prices are consistent with the state campeosation mecbanbrn, as AEI'-
Oldo ie and will remain an FRR entity for the bnmediate future In conducting the
statutory price test, we sYiall use AE."-t3h4a's cost of capaoity of $188.88, as suppsated by
Case 10-2929, for the competitive benclvnark.
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Next, we need to addrese the appropdaW biending nroethnd under the statutory

price test for the pariod o# Jax ►uaiy 1, 2015 duough June 1, 20'15. In light of ti,* clearly

ade€'ined statutory bler ►ciimg percentaPB contained within Section 492$.142(D), Rev'^seci
Code, as well as past Comrnission precedent in conducting the statutory price beat, we do
not find it appropriate to use a 100 pemstirt blwiding rate frnc the finai five tnonfiie of the

modified FSP . See Duke 8nergy Ohio, Case No. 10-25WEUSW (Febavary 23, 2011).
we need to adjust the peaeaentages of the MRO pricing toxnponart that isA+ccordin$Iy,

indicated in A.EP-iobic's reply biief to 90 permt of the generation mvice priee and ten
percent of the expected nmarket price for the period between June 1, 2013 to May 31, 2014,
consistent with SeCtion 4928.142(D), Revised Code, and inaease the MRO pricang
component to 80 percent of the generaHon service price and 24 pescenr of the apected
market price for the period of June t, 2014, to May 31, 2015. By makit

►g Uwe
xnodifications to the compe#itive bettichmwlt price, as well as the $1$8.88 cost of capacity
figure, we conclude ftt the statutory price test indimtes the mo^ed ESP is more
favorable Hm the results that would otherwise occur under Section 4928.142 Revised
Code, by approxi=tely $9.8 rnii3,ion.

Our anal,ysis does not end here, howevec, as we must now consider tYue proposel
ESP's other provisions that are quantifiable. As we previousty established in the
December 14, 2011, Opinion and Order, we believe AfiP-Ohio must address costs
associated with the GRR, as it is non bypassable pursuant to Sectinn 4923.143(B)(2)(c)►

Revised Code, and thus wowd not occur under an MRO. T!t ►erefore, the costi; _^

ap^pxoxirnately $8 miil^on must be w^fix^ that the costs^ass^ociated withethe GRR are
that th^ GRR is a pla^cexioldes rider, but
known and should therefore be included in the quantitative benef'its. Likewise, we rr^,sst

consider the costs associated wrth the RSR of approximately $388 miIlivn in our
quantitative welyWZ The inclusion of any deferxat amount does not need to be included
in our anaiysis, as it would sti1l be recovered under an NiRO pmuant to the Cmmiission's
decision in the Capacity Case. Aibw including the statatory pfice test in favor of the ESP
by $9.8 mdlion, and the quantifiable costs of $388 rniliion under the'RSR and $8 mffiian for
the-G-RR, we find an MRO,is more favorable by approximatelY $386 rndffion.

By statute, our analysis does swt end here, however, As we must crnnsider the
the

quantifiable aspects of the modified ESP, in order to view the proposed plan
agffegate. We acknow'ledge that there may be costs associated with distribution related

52 The RSR debeann3 natlon of $388 m0m is cakalaisd by tdmg tiw $50 raillion RSR xewvery amunt and
subtract+ng tie 31 Rgare to be devoted tovards fhe CapaCity Case dehnmL as recovery of thb defenvl

wilL occur under eititer an HSP or an bM. Usiztg^ }T ^^' ^^lthe ma^d'#^e'^d k^; ^ resth a
cosa^ectied load of ^48 miilion kWh aand multiply 'bY ^ d^ Ha^*^var, as tlee R^R recov^y
figure of $144 m7lian to be rlevoi^d towards the Capaaty
amount in^ bo S4/MWh in de final yeas of the modifieci ESP, we also must accowd for atn incre.ase
in the RSR of $24 mil]iaa, w}iich ts a]sn caIculabed by mmwcted load in LJ3'-5. Therefore, trie actual
ammrt which should be isrciuded in the fsst ig SBB WI.fcsrL
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riders and the gridSauut and ESRR that currmdy are not readily.qoau 'htiab}ei we believe

any of theee costs are sigofficandy outvrexghed by the non-cluantifiable benefits this
inadffied ESP leads to. Although these ridem may end ug havirg costs associated with
tiwm, they would support xeliability irnpxoNemet ►ts, which wiil benefit alI AEEP-0bno
custorners, as well as provide the opportunity for custozrmrs to utilize ef£icienc'y p3'ograms
*at can lead to lower usage, and thus lower costs. Further, these cosm will be mitigatad
by the iuncrease in auction peccentages, iiucludirtg the sliae-by-slice auction, as we mo^
to ten percent each yeaz', which will offset some

the acceleraiav to b0 ^'-
rnodearate the impa^ of the modified E5F. enables customers tc, take advantage
C1hio s er►ergy only auction by June 1, 2014, ^uot-^lY
of maurket besed prices, but also creates a qualitative benefit which, while not yet
nuantifiable, matp well exceed the costs associated with the GRR and RSR

In addition, while the RSR and the inclusioat of the deferral witbitt the FtSR are the
inost signuficant cost a^aciated with tlie modified ESP, but for the RSR it would be
icnpoasible for AEP•Ohio to complebely paftcipate in full enecgy and capacity baled
aucdons beoning in. June 1, 2015. Although the decision for AEP-Uhio to tra^iti^

towacds competitive market pricin,g is som^g this Comtnission stmngty pp°
the Generat Assembly anticipated in en nZ

acti Senate Bill 221, the fact rennains that the

decssiron to move towards mnpe'titive rnarket pricing is voluntary under the statute and in
tlw event this ESP is withdrawn or even replaced with an MRU, there is no doubt trat
AEP-0hio would not be £ully engaged in the competitive marketplace by june 1, M5.

The most sipuficant of the non-quantifiable benefits is the fact that in just under
two and a hal# yearsy AEP-Ohio wi11 be d.e3i.vering and pricing energy at market prices,
which is signifi.cantiy ead`ver than what would ofi3mwise occur under an MRO option. If
AEP=Ubio were to apply for an MRO it is not feasible to conrlude that energy would be at

market prroES prior to Juxme 1, 2015, even if the +Commission were to acceterate the

percentages set forth under 5ection 4928.142, Revised Code -Thirteen yeara ago our
g,eneral assembly approved legWation to begin paving the way for electric utitipes to
txarsition towards market-based pricsng, and provide consumers with the aboity to choose
theo electrbc generation supplier. WhRe the process has not been easy, we are conEident
t11at th9s plan wili result in the outcome the general assembiy. iintendeci undex both Senete
Biu 3 and Senate BM 22I, and tliis madified E5P is the ^ ^^^ lead
a^etornplished. in less than two and a half y^- ^w, ^
us towards true compeki:tion in the state of Qhio, it also ensures not anty that customers

will have a safe hatbor in the event there is any uncertainty in the competitive murkets by

having a constant, certam and stable option
continue to pmvidet adequate, ^^`

r^aini^ix^s its financsal stability neceasary
believe ^ non-quantifiab^ie benefits

reliable service to its custosners• Accordingiy, we
signffraatly outweigh any of the costs.
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'Yfi,erefore, ia weighing the staiuiory price test wwhich favors the awditied ffiP bp
$9.8 million, as well as the quant's^able co,sts and benefits associated with the madifiecl

ESp, and tfie non-quantifiable bmiefi#s, as we find the mcxUfied ESP, is more favorable in

ihe aggregate #han what would athmwwise apply under an MRO

IV, gpl +^,USION

Upon ccrosi.dmtion of the nuWified ESP application fiied by the Company and the
provisum of Section 4928.143(C'1), Revised Code, the Camm'sesicm fuua that the
madified FSP, uu[uding its pricm8 and aIt other terms and coaeditians, itulud`u►g deferrab

mkrtd future rewvery of deferrala, as modified by this Order, is more fav^ i^ eSection
aggregate as compared to the e^cpeci^d resalts that would otherswise apply
4928.142, Revised Caie. Therefor+e, the Corrmmissfon finds that the proposed ESP should
be approved, with the modifications set forth in this Order. As modifiied faciGlxtat^s a
provides rate stabitity for cus#om^ers, revenue certainty for the ^npany, and

cat^ms to ABP-
transition to rcuwIset. To #he extent thafi i=tfierveners have prQ^ ir

►^iorr #xmpdiand Order, the
Qhio's modified ESP that have not been addressed by
Commissi.on concludes that the requests for such mcfdifications are denied.

AEP-Ohio is directed to file, by August 16, 2012, revised tarsffs cmsbten# wxth this
C7rder, to be effective with bil]s rendened as of the fnst bffiing cycle in September 2012

V. FINDINO QF FAGT A^ ^'nNCLUSI^N5O'F LAW•

(1) OP is a public u#ility as defimd in Section 4905.02, Revised
Code, and► as suck the Company is snbject to the juuriadi,ction

of this C=nmissiam

(2) Pifictive December 31, 2011, CSP was merged with and irft
OP consistecit with the Comxnission`s December 14, ?A11 t7rder
in-#he-FSP 2 cases. The merge3r was confirmed by entry issued

March 7,2012 in Case No. 16-2376-ELrt3NC

(3) On March 30, Za12, the Company filed m,odiffied applications
€or an S'uC in accorciaswe wi,th Section 4928.141, Revised C:ode.

(4) On Aprii 9, 2012, a technical conference was held regssding
AEp.phio's modified F5P applications.

(5) Notice was published and public hearings were hel.d in Canttm,
Columbus, ChOicothe, and Lima where a total of 66 wibtesm

offered testrmvny.
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(6) A prehearing conference on the modified ESP application wu
held on May 7. Z012.

(7) The followimg parti+es filed for and were granted intervention in
AFd'-Obio'e modified ESP 2 pmceeding: lEU, Duke Itetail,
OEG, OHA, OCC, OPAE, Kmga. Fffl, Pattlding, APJN,
ONIAEG, AEP Reiaii, P3, ConsbeIla#iorR, Compft NRUC,
Sierra Club, RESA, Rceton, Grove City, AICU0, Wal-Mart,
Dominion Retail,, ELPC, OEC, 0rat4 Enernoc, iGS. Qtuo
Sdacgs, Ohio Farm Bureau 'Federation, Uhio Restaurant
Assaiation; Duke, UECAl4t, Direct^ The - Olhio Au#Om,oWe
beaien Association, Daytcm Power and Light Company, NFIB,
Ohio Ctmstruckion t&berials C.oat:ticm, CO4SE, Borda Energy
Electric Sesvices, I=., UI'lEy (Sunnmit Ethanol); city of Uprper
Arlistigton, Ohio; Ohio Busirvw Council for a Clean Ecanoxny;
city of Hiltsboxo, Ohio; and CPV Power Development, Inc.

(8) Motiong for protective orders were fiXed by ,AEP'-Ohio on July
1, 2D11, May 2, 2W, by t)MAasG, IEU, pES, and Exelon on May
4, 2Q12, AEP-Odo on May 11, 2012. The attomey examinecs
granted the anotions for prowctive order in the evidentiary
hearing on May 17, 2M2.

(9) Additioanal motions for pycotecbve order were fi]ed by Ormet on
June 29, 2012, and July 9, 2017, by IEU on June 29, 2Q12, and by
AEP-Ohfo on July 5, 2012 and July 7.2, 2012.

(10) The evidendary bearnig on ffie madffied ESP 2 was called on
1V1ay 17, 2t}12, and coYUduded on june 15, 2D#2

(11) Briefs and reply brie€s were ffied on June 29, 2012, and July 9,
2= respectively.

(12) Orai arguments before the Commimion were held on July 13,
2012.

(13) The proposed modified ESP, as modiffidd pursuant to this
opinion and order, including the pr"uing and all other term
and conditicros, deferrals and future recovery of the deferra]s,
and quantitative and qsali#atiwe benejrtts, is mQre favorable in
the aggregats as compared fio the expected resdts that would
otturwise apply under Section 4928.142, Revised Code.

-78-
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VI. OD '

Itis,*0erdoe,

=79-

ORDERED, That IBEW's and HillisWrd'a requests to withdraw frrnm thses+e
pmceedings are granted. It is, fiuther,

ORDERED, That the m.otions for protective order as di9caosed herein be Srwftd for
18 months from the date of this Order. It is, fidrtiw,

ORDERED, That the Company should eUm^te Rider F,wergenty Cur#a&-ble
Services (EM and Rider Price Curtada6le Semee (PCS) from its tarifE aexvice of€e^c^
and Case Nos.10-343-E[rATA and 10•3^l4•EL-ATA, closed of record and dismisaed•

ORDI3RED. That iBU's request to review the procedural nliap is derie& It is,

furd'ees,

ORDERfiD, That OCC/ AFjAI's motion to take admin^ve rintice be denied. It

is, further,

ORDERED, That OCC/ AI'Ks motion to strike A.EP-Ohio'a reply brief be granted

in part and denied in part. It is, father,

ORDBRED, That the Campany shall file proposed finai taxiffa corsaisten# with dhi.s
Order by August 16, 2MZ suUoct to mview and approval by the Commisa.on. It is,

hZrther.
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ORDERFsD, That a copy of dis op'mion and order be served on ai]. partin of rerczd.

II.M pUg^C UMXMS COMMBSION OF OHIfl

Steven D. Lesm

Cheryt L. Roberto

jj'I'/GNS/vrm

E' iered in a

Barcy F. McNeal
Secretary

C^iairman

Andre T. Porter
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THE PUBL.IC UTII XTFSS CflMMISSI©1tiI OF OHIO

In the Matter of the Application of
Columbus Southern Power C.ompany and
©hio Power Company for Authoxifiy to
Fsfiablish a Standard Service Offer Pursuan#
to Section 4928.143, Revised Code, in the
Form of an El+eciru Security Pian

7
)
^
)
)
)

C.158 Nn:11-34b-EIn,SSO
Case No.1x-348-EI^%C7

In the Matter of the Application of )
Columbus Southern Power Company and ) Case No.11-349-EIrAAM
Ohio Power Company for Approval of ) Cage No.11-35Q-EL-AAM

Certain A=unting Authority. )

T3ISSIIV'I'ING CJT'INIOIrT CjF COMMI ►I^?NEIt CHERYL L. ROBERTU

I deciine to join my coIleagues in findi;tg that the quantitative advantage of
$388 m9llian dollars that an MRO would enjoy over the proposed ESP is overcome by
the non,-cluantMable benefit of maving to market two years and thuree mox ►tlis faster
tli,an what would have occurred under an MRO. For ihis reason, I do not find that the
proposed modified ESP, as modified pursuant to the opinion and order, induding the
pnmg and all other tQrrns and conditions, defierrals and future recovery of the
deferrals, and quantitative and qualitative benefits, is more favorable in the aiggregate
as compared to the expected zemdts that would atherwise apply under Section
4928.192, Revised Code. Because of tlvs connciuss^ion, it ia unnecessary for me to discuss
fcirther any individual conclusion witWn the order or feature of the ESP.

- yl L Ro6exeo

CLR/sc

Entered in the journa[

Barcy . McNeal
Semtary
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TB,g gUgI,,IC LrrjLXTMS COMMMON OF OHIO

In the Miatteac of the Appliration of
Columbus Southern Power Company and
Ohio Power Company for Authority ba
fistablish a Standard Service Offer Parsc=t
bu 5ection 492$.143, Revised Code, in the
Foimof an EtectrieSecurity Plan.

)
)
)
)
^
)

Case No.11-34G-EIM
Case No.11-348-Ei-S5C?

In the IViatter of the Application of )
Columbus Scntthern Power Campany and } Case No.11-WEIrAA11+I
Ohio Power Compazty for Approval of ) Cam Na 114WO-EL-AAM
Certain Aacounting Authority. )

CQ ,n'►fG pPTN1ON F CONMIONF,g MN SLABY

I agree with the conclusions of the majority. However, I write eepaxately to
express my reservations on the use of a retag stability rider (RSR). It is my opinion
that generally the use of an RSR with decoupling components Iacks certain benefits to
consnntiere. In addition, a company that receives that RSR has little, if any, incentive to
look for more operating efficiencies to reduce consumer costs. Consequentiy, these
inefficiencies conld lead to additionai costs to consumers In the long run. Althaough
these concerns led to my reservaticros in thia pr+eaent case, I am Aw fully aware that
ce.rtain cases present SpecifLC- cimunstanaes that necessitate setting aside individual

concerns for the greater good.

In Case No.10-2929-EI.-UNC, the Carnmission agreed to defer the recovery of
the difference between the market pcice and the companies' cost of generatiion. Tbis
created a need to establish a mechanism to recaver #hose costL Although I gencrally
disagree with #he use of I^SRs for recovering deferred cogts, in this tase I side tnth the
majarity in order to meet our mission. Our rnosion is to exrsure a!1 residential and
business consumers access to adequate, safe and reliable utility services at a fair price,
while facilitating an enviuonment that prevides competitive choices. We as a Public
Utilities Commission have to balance the righta of the consamer to emure safe and
reliable service at a fair cost while also aaWking sure that companies receive sufficient
revenues to provide that service in a safe and reliable maruter.
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This decision will help move the company to a fixliy cornpetitive market at the
end of the ffi'I' tani, wluch bas been the overall gmal of the state legislature smce the
adaption of Senate Bill 3 in 1999. Fexrthennore, by creatix►.g an RSR without

decoupli.ng cornponent$, we are stabilizing the xate strusture aver the next t1ree years.
TJiis provides custnmers a stabilized rate or the opportunitp' to shop for a better rate,
depending on what the market presmts dvring the ter'm of the BSP. Uverall, this
decWon is not only important to the State statutery goal of free and open competition
in the maxket plauce, but also to the pitilosophy of this Commission. Therefore, in this
isolated case, I find the use of an RSR to be an appropxiate aumhanism to allow the

Company to begin to recover its deferred costs.

LS/sc

Ent ^^ the Ja^a
$ 42

Antf- *•111^j
Barcy F. M;eNNeat
Secxefiar-y
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)
)
)
)
)

Case No.11•346-EL-SSO
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CexWn Accounting Authority. }
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The C,ommission finds:

(1) On March 30, 2012, Ohio Power Company (AEP-Ohio) filed an
application for a standard service offer, in the form aE an
electric security plan (E^'P), in accordance with Section

4928.143, Revised Code.

(2) On August 8, 2412, the Commission issued its Opixtion and

Order, approvit►g AEP-+Ol+io's proposed ESP, with certafn
modifications, and directed AEP-Ohia to file proposed final
tiiriffs consistent with the Opituon and Order by August 16,

2t)12.

(3) pursuant to Section 490310, Revised Code, any party who has
entered an appearance in a Commission proceeding nnay aPPIY

for reh^ar'sng with respect to any matters determined by the

Cannmaission, wfthin 30 days of the er ►try of the Opinion and

Order upon the Commission's toumai-

(4) On September 7, 20i2, AEl'-Ohio, The Kroger Company
(Kro8,-,), pnnet pri,rmary Aluminum Corporation (Ormet),
Industrial Energy Users-Ohio (IEU), Retail Energy' BuPPiY
Associatioa (RESA). OMA Energy Group and the Ohio

GroupHospital Association (OMAEG/OHA), the Ohio Energy Ohio
(C^EG), FirstEnergy Solutions Carp. (pF^,
Association of School Business Officials, The Ohio School

Boards As.sociation, The Buckeye ,Association of School
Administrators, and The Ohio Schools Counal (collectively,
Ohio Schools), and the (7hio Consumers' Counsel and
Appalachian Peace and Justice Network (OCC/ APjN) filed.
applications for rehearing. Memoranda cordra the various
applications for rehearing were filed by Duke Energy Ohio, Inc.
(Duke) and Duke Energy Cornmercial Asset Management is*w.
(DER/DECAM), FFS, OCC/APjN, IEU-O#uo, OMAEG/OHAr
OEG, Ohio Schools, and AEP-Ohio on September 17, 2012.

(5) By entry dated October 3, 2012, the Commission granted
rehearing for further corisideration of the mat#ers specified in
the applications for rehearing of the August 8, 20I2, Opinion
and Order. The Cornmission 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. tn considering the arguments raised, the Commission
will address the merits of the assignsnents of errar by subject
matter as set forth below.

L pROCEDURAL MA^

(6) On Sepgm,ber 28, 2012, OCC/ A,PJN moved to strike portions
of AEP Ohio's application for rehearing filed on 5eptember 7,
2012, as wetl as portions of its memorandum contra f'iled on
Se17, 2012. Specifically, OCC/APJN allege that AEP-

Ohio ^ imp^mperly reiies upon the provisions of stipulatioons
from the AEP-Ohio D3striFution Rate stipulation in Case No.
11-3,51-EL.M, et aL, and the Duke ESP stipulation in Case No.
11-3549-EI.-wS0, et al., OCC/ AP]N opine that both stipulations
preclude the use of any provisions as precedent, and that the
use of any stipulalaon provisions is not only contrary to the
inherent nature of a stipulation, but also conft ►ry to pnblic

policy.

On. October 3, 2017, AEP t]hio filed a memorandum contra

OCC/ APjN's motion to strike. In ^^^°^to d from
AEP Ohio argues diat OCC/APJN PPe
moving to strike any provisions contained within AEF-Ohio's
application for rehearing, as OCC/APJN failed to allege that
the references to Duke's ESP stipulation and the AII'-Ohio
distribution case were improper in its memorandum contra
AEP Ohio's application. in addition, AEP-0hio notes that the
Commission already rejected OCC/ APjN'g argument in the

Opinion and Order.

The Conunission finds OCC/APJN's assignment of error
should be dismissed. OCC/APJN faiied to raise its objechons
to the use of stipulation re#erences contained within AEP-
Ohio's application for rehearing in its memoraz ►dum contra to

forAEP-Ohio's application for rehearixig, so it is ^ s ^tion
us to address those references. Regarding P
references in AEP-Ohio's memorandum contra the applications
for reheafring, we find that, consistent wiih our Opinion and
Order in this proceeding, the references to other stipulations by
AEP-Ohio were limdted in scope and did not create prejudicial
irnpact on any parttes, nor were the references used to itt any
way bind parties to positions they had in any previous

4-
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proceeding,; In fact, UCC/ APJN refexred to specific
stipulation provisions from a separate proceedang in its own
application for rehear3ng•Z Accordingly, we find that
OCC/ ApJN's motion to strike should be denied.

(7) In its application for rehearing, IEt3 contends that the Dpinion

and C►rder was uiueasonabie by failing to strike witness
testimony that contained referenm to stipulations.
specifically, IEU argues that the attorney examiners impropaiy
failed to strlke testll]iony of two AEp O11io witiies5es and a

wiiness for Exelon.

The Commission finds that IEU fails to raise any new
argwments, and accordingly, its application for rehearing
regarding references to stapulations should be denied a

(8) In its application for rehearing; OCC/APJN allege that the

C.omtnission abosed its discretion by denying its request to

take a,dministrative notice of the Capacity Case materials.

in its mdern.orandum contra, FES provides that the
Commission's denial of OCC/AP'jN's request to take
administrative notice was proper. FES points out that the
request for aciministrative notice was made after the
evidentiary record was closed and post-hearing briefs were
filed. FES adds that had administr'ative noiice been taken,
other parties would have been prejudiced.

In the C?pinion and Order, the Commdssion denied
pCC/ApjNs request to take administrative rtolace, noting that
administrative notice would prejudice parties and would
improperly allow OCC/APjN to supplement the record in an
imppropriate manner.4 OCC/APJN fail to present any
compelling arguments is to why the Commission's decision
was urceasonable, therefore, we find OCC/APjTd's request

should be denied.

(9) on September 24, 2012, Kroger filed a reply memorandnm to

AEP.ohio's memorandum contra the various applications for

1(}pinion and Order at 10.
2 pCC/APJN Appticattam for Rehearing (AFR) at 113-Ii4.

3 opinion and Order at 10.
4 Id.&t129.9.

-5-
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rehearing. On September 25, 2M2, Kroge'r ffled a motion to
withdraw its repiy nzemorandum. iGroget's request to
withdraw its reply should be grarited as Rule 4901-1-35, Ohio
Administrative Code (O.A.C.), does not recognize the filing of

repIies.

(10) On September 18, 2012, Duke Fa1ergy Ohio Inc. (Duke) filed a
motion to file memorandum contra instanter to file its
memorandum contra. Duke adanits that it incoxrectly relied on
an out of date entry which directed parties to file all
mexnoranda contra witbin five business days rather than a
more recent entry issued April 2, 2012, which dire<.'ted that:

memoranda contra be .filed within five calendar days. No
mernorandum contra Duke's motion was filed.

Duke's motion to file it9 memorandum contra is reasonable and
should be gXanted 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. 5TATV ORY TEST

(11} M, IEtJ, OCC/APjN, and OMAEG/OHA argue that the
Commission improperly conducted the statotory price test by
only con.sidexing the time period between June 1, 2013, and
May 31, 2tfi5. The parties contend that the Commission failed
to consider the first ten months of the modified ESp'.

Specifically, OCC/APJN believe that the Coaunission 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 G']ned for under the Stat'iite"5 and,
therefore, exceeds-the scope of its authority.

pEP-Ohio ,responds that the Commission's decision to compare
the P5p with the results that would otherwise apply under a
MRO over a period when the MRO alternative could
realistically be amplemented was reasonable to develop an
accurate prediction of cosis.

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

_6..

5 OCC APR at9.
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aggregate as compared to the expected results that would
otherwLse apply under Section 4928.142 of the Revised Code "
To properly conduct the statutory test, the Convmission must,

by statute, congidex what the expected resaits would have been

had AEP-Ohio proceeded under Sectian 4928.142, Revised

Code. The Comxnission properly followed the piain meaning
of the text contained within the statute in performing the

statutory price test

FinaIly, we note that QCCJ Al'Ks claims about the
Comnnission departing from its precedent ignore the fact that,
since AEP-Ohio filed its origirlal appllcation in janua3ry of 2011,
the proceedimgs have taken a different course than typicat
Commission p3recedent. After the Conunission rejected AEP-
flhio's Stipulation in February 2012, the Commission entered
unchartered waters. In light of the unique corssiderations

associated with his case, we looked ficst at the statute, and

followed it with precision.

(12) In their respective assignments of erm, OMAEG/OHA, FES
and IEU argue that it was improper fOr the Commission to use
the state compensation mechanism fipr188d to
calculating the MRO under the statntory test, as opPose
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, iooth that the
state.that Secfion 492^3.142 Revised Code, PrOvides
price of capacity should be market-based.

Ag►.phi,o responds that the Comznission already addressed
these arguments, and they should, therefore, be rejected.

The Comm9ssxon finds that the parties faii to present any new
arguments with regard to the appropriate price fo.r capacity to
use in developing the competitive benchmark price under the
statutory price test. In the Opinion and Order, the Comxnission
explicitly notes that AEP-Ohio's status as an FRR entity rnakes
it appropriate to utilize its cost of capaeity, as opposed to

utdizing RPM prices.6 Accordingly► we deny these requests for

rehearing.

-7-
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(13) OCC/AFJN and IEU argue lfiat the Commission ntscaiculated
the impact of the various riders when conducting the statutory

test OCC/APJN and iEU state that the Conunission fail.ed to
consider the costs for the Tuznu.ag Point pro}ect for the entire
Iife of the facility. Further, IEU believes the Commission
wrongfully set the pool termination rider (PTR) at zero, and

that the impact of the pool termination could be signi#'icant. In
addition, IEU argues that the Gonnmission did not explain why
the entire RSR amount was not included in the statutory test,
nor the efbect of the deferral created by the Opini°n and Order
in Case No.10-2929-EL-UNC (Ca.pacity Case).

In its memorandum contra, ABP-rJhio notes that the
Commnission thoroughiy addressed the potential costs
associated with the GRR in its Opinion and Order. AEP-Ohio
adds that the Commission ratiorially declined to include any
speculative costs that may be associated wi:th the RSR, and
adds that the Commission was correct in not including the
capacity deferral figures in the statutory test.

The Conunission finds that the applications for rehearing filed
by IEU and OCC/APJN should be denied, as the calculations
contained within the statutory test do not underestimate the
costs associated with the GRR. In light of the Commission's
deteTmination that parties failed to demonstrate the need for
the Turning Point Solar project, the statutory test may actually
contain an overestimate cost of the GRR.7

Regarding iEU's other arguments, we rrejeci the claim that the
Commission failed to explain the RSR deter€numfion of $388
nliiIion. In its Opinion and Order, the Commission explained:

The RSR defierrnination of $388 nvllion is calculated
ty taking the $5D$ miAion RSR recovery amotnt and
suirtracting the $1 flgure to be devoted towards the
C'apacity Case deferral, as recovery of this deferral
will occur under either an ESP or an MRO. Using
LjT 5 in AEP-Oheo Ex. 114, when we consider the
total conrtected load of 48 ntillion kWh and multiply
it by $1 over the term of the modi#ied FSP, we rea►ch

-8-
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a figure of $144 million to be devoted towards the
Capacity Case deferral. However, as the. RSR
recovery amount increases to $4j MWh in the firal

year of the modified ESP, we also must account for

an increase in the RSR of $24 million, which is aiso
calculated by connecW load in LJ'I =5. Therefore,
the actu1 amount which should be included in the

test is $388 million (Opinion and Order at 75).

IEU's incorrect assertion and attempt to misrepresent the
Commission`s Opinion and Order is inappropriate, and its
assipment of enor shall be rejected• Further, the Commission
reiterates that any costs that may be associated with the
deferral created by the Capacity Case are unknown at this time
and dependent on actual customer shopping statistics. In any
event, as AEP-Ohio points out and we expWned in our
Opinion and Order, costs associated with the deferral would
fall on eiither side of the statutory test, in light of the fact that
the Comatission has adopted a state compensation
xnechanisrn.8 Finally, we reject IEU's assignaunt of error that
costs associated with the PTR should have been iczciuded 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 ordy arise if AEP-Ohio's
corporate separation is amended, and would be scxbject to
subsequent Comrnission proceedings.9

(14) Ohio xhooZs, OMAE+G f OHA, ZEU, and OCC/ APJN allege that

the inodified ESP is not more favorable, in the aggregate, than
the results that would otherwise apply pursuant to Section

4928.142, Revised Code. OMAEGIOHA argue that there is no
evidence that the expeditious transition to market will provide

any benefits to AEP-O1aio or its customers. Ohio Schoo€s states

that exempting Ohio s schools from the RSR could be a non
quantifiable benefit that would make the modified ESP more
favorable under the statutory test. IEU believes that the

benefits associated with the energy auctions and move to a
competitive bid process do not outweigh the costs associated

with the PS1' and are unsupported by the record. IEU alleges

-9-

8 C?pbtion and Qrder at 75
9 I't at 49
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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 Comxxussion may have rnerit, but that a MRO provides
sitnilar, and possibly greater non-quantifiable benefi.ts.
gperifica!!y, OCC/AFJN explain that the ESP's expedient
transition to market may be a qualitative benefit, but assert
than under a MRO, energy may also be suppiied through the
market in less than two and a half years, and a MRO provides a
safe harbar for customers and financial secari.ty for an EDU.
OCC/APJN state that Section 4928.142(D), Revised Code,
permits the Comm.ission to accelerate the bleitd.ing
requirements associated with a MRO to 100 percent after the
second yeat. Further, OCC/ APjN provide that the
Commission has the ability to adjust the blending of atiarket
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.

Similarly, FES notes that the qualitative benef`its of the
modified ESP do not overcome the $386 mi}lion difference
between a MRO and the modified ESP. FES reasons that AEP-
CQhio may participate in full auctions immediately, and that
AEP-Ohio must establish competitive auctions unless it can
provide that a mod.ified ESP is more favorable tlm an MItO,
negating the transition to market in two and a half years as a

benefit

in its memorandum contra, AEP-Ohio asserts that the
Commission correctiy concluded that the increased energy
auctions would offset any cost impacts associated with the
modified ESP, and that the qualitative benefits of the
accelerated pace towards a competitive market have a
significant value. AEP-Ohio notes that the statute affords the
Conuieission significa.nt discretion, and the Couunission
appropriately weighed the quantitative costs with the

qualitative benefits.

The Commission affirms that under the statutory test, the
modif'ied ESP is more favorable, in the aggregate, than the

-10-
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results that would ott ►erw'ise apply under a MRO. As we
provided in our Opinion and Order, the fact that AEP-OhiO
will be deliverzng and pricing energy at market prices in two
and a half years is an invaluable benefit of this ESP, and it wiill
create a robust markelplace for consumers. Even IEU concedes
that the objective of accelerating the competitive bid process is
a benefit to the public.10 Our determization 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 mhancement of

the competitive marketplace.

Furdzer, customers still aaintai,n protection from any
unforeseen risks that may arise from a developing competitive
xnarket by having a reasonably priced Sfi0 plan that caps rate
increases at 12 percent. In approving the modified ESP, we
struck a balance that gua.rantees reasonably priced elertricity
while allowing the markets to develop and customers to see
future opportunities to lower their electric costs. The Generat
Assembly has vested the Commission with discretion to make

these types of decisions by allowing us to view the entire

picture, in the aggregate, as to what the effects of the modified
ESP wauld be, going beyond just the dollars and cents aspect of
xt. While parties may disagree v+nth the Comtnission's policy
decisions, there is no doubt that we have discretion to arrive at
our conclusion that the modified FSP is more favorable than
the results that would o&exwise apply.il By utillzmg
regulatory flexibility, we are allowing the competitive markets
to continue to emerge and develop, while maintaining our
commitment of ensur4ng 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 ir►crease in slice-of-system energy
auctions and the acceleration of 60 percent AEP-Ohio's energy
auction tp June 1, 2012, would increase costs associated with

the mod'"ied ESP, this prediction is conclusory in nature, and
IEU fails to develop any arguments based on the record to

support this presumption

-15.-
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In addition, we find OCC/ APjN's assertions that a MRO
would provide the same qualitative Uenefits as the modifled
ESP to be without merit. OCC/ APJN correctly point out that in

the Duke F5P the Coaunissfon determu ►ed that, under a MRO,

the Comnussion may alter the blend.ing Proporti.ons beg'uwg
in the second year of a MRO, pursuant to Section 4928.142,
Revised Code. However, OCC/ A1'jN ignore the fact that
modifications may only be made to "`mitigate any effect of an
abrupt or sigmi£'ic,ant 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 SW price. The
plain meaning of the text witliin Sect ►on 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 turn away a guarantee of

market-based pricing for AEP-Ohio customers wi'tb.in two and
a half years on the off chance there are abrupt or sigmf'icant
changes in the market. Eaxlier in this proceeding ► OCC
advocated that AEP-Ohio must carefully follow the blending
provision contained within 5ection 4`^8.1^), Revised Code,
and utilize the default provisiorLs in the statute.12 Acxordingly,
we reject OCC/APjN's assipment of error. Finaliy, we reject
pbio Schools' assignment of error, as the Coa:mission
previously addressed their as to why the schools should not be

exempt from the RSR13

(15) OMAEG/OFiA argue the Coinmiasion conducted the statutary
test by relying on extra-record evidence, and that the analysis
the Commission used in conducting the statutory price test is

not verifiable or supporbed by any Party

in its memorandum contra, AEP-Ohio responds that the

Commission vn1 fact thatd the
evidence ^reached itr,

a
conclusion, and the
difEerent result than what any party advocated is not unusual

or improper.

-12-
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The Comn^9ssion finds OMA.BG j O HA'statut^uryargument
the

without merit. In conducting the
Conunission unequivocally desan'bed, in extensive record
based detail, its basis in caiculating the quantitative aspects of
the statutory test.14 Spwfically, we began with the statutory
test created by AEP.Ohio witness Tlomas and made

modifications to the vf eusbeetia^ent than wh^at any party
of the test rnay ha OMAEG and OHA, ^d .the
advocated, all parties, inciuding
opporiunity to cross-exaznine Ma. Thoxnas on her naethodology
and inputs in conducting the statutory test 16 As this test was

admitted in the record, and our corrections to the test were

explained in extensive detail within the Opinion and Order
describing the flow through effect of our modifications, we

find OIVIAEG/Of.iA's assignment of enor should be rejected.

(16) jn its assignment of error, AEROhio contends that the

Ca=-liwiori underestmted the benefits af the nwd'f'ied ESP
in the statutory texst. Specifically, AEP-Ohio argues the $386
million figare the Commtssion deterrnined was the quantif;able

difference between an 1vSR0 and the modafied ESP considered
the entire term of the ESP, after the Commission concluded that
it is appropriate to Comider only the perivd from June 2013

through May 2015. AfaP-Ohio states that when Iooldng at

quantifiabie items during just the two year period, the

modified ESP bthat thefConun'zlsesion underes2tima ►ted theAEP-Olua concludes

value of the modified ESP•

in its memarandwm contra, IEU, OCC/ A,PJN, OMAEG/OHA,
and FBS state that A'Ef'-Ohio underestimates the cost
disadvantage of the madified FSP. The parties explain that

even if the Conuniss;on adopted AEP-Ohio's suggestian, any
adjusted dollar figures would still not overcome the
quantitative disadvantage of the modified ESP

The Comrnission finds that AEP-O1uo's assignment of error
should be rejected. ln adopting AEP-Ohio's methodology af
conducting the statutory test, the COmnumon evaluated three

14 Id at?3-75

15 AEP-OhiO Ex.114
16 'Ct. at 1264-1342
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parts: the statutory price test, other quantifiable considerations,
pertrtainsand non-quan#ifiable factots. The two year time frame

oniy to the statutory price test, which x+equired die Commmion
to determine that the ESP, as modified, is more favorable than
results that would otherwise apPly. In Iooking at just the
pricing component, the Comrnission utili2^red a two year
window ixi order to deteraune, with precisiony what the price
would be when the modified ESP was compared with the
results that would otherv+rise apply. In oar next step in
conducting the statutory test, the Commission looked at
components of the modified FSP that were q t^ bl^ ^
nature. We eval.uated these components from Sep
through the end of tbe term of the modified ESP, because, as
indicated in the OpWon and C)rder, these are costs that
customers will pay regardless of when an auction would be
established. The CamrnYSSion 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, ptusuant to Section 4928.143(C)(1), Revised Code, we
are to compare the modified ESP with results that would
otherwise apply based on (a) its pricing, (b) other ternms and
conditions, including defenrals and future retovery of deferrals,
and (c) it must be viewed, in the aggregate. This is consistent
with how AEP-Ohio presented the statutory test in the record,
and that is how the Commission, in convcting the errors made
by AEP-Qhio, fo}lowed the statute with precision to deterrnine

that AEP-ohio svstained its burden in mdicating that the
nnodified ESP was more favorable than any results that could
otherwise apply:7 Accordingly, AEP-Ohio's assignment of

error should be rejected.

III. ou't'AnS'►'ABILI'!'YRi^

(27) In its assignment of error, OCC/APJN argue the RSR is not
justified by Section 4928.143(B)(2)(d), Revised Code, as it does
not provide stabiliEy and certainty for retail electric service.
Specifically, f'JCC/APjN believe the Conumission 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

-14-
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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
dearly justified by Section 4928.143(B)(2)(d), Revised Code.
AEP-(7hio points out that the statute has three distinct
inquiries. Regarding the first query, AEP-Olyfo explains that

the RSR is ciearlya charge as specified under the statute. In
discussing the second queary. AEP--0hio states that the RSR IS
not oniy 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 Cornnvtission on which iterns the Commission relied upon in
reaching its conclusion. Finajly, AEP-Ohio argues the
Commission used extensive record-based findings to support
its finding that the RSR provides stability and csrkainty
regarding retail electric service.

In order to clarify the record in this proceeding, the
Commission finds that OCC/APIN's application for rehearing
should be grarnted. In approving the RSR pursuant to Section
4928.143(Bx2)(d), Reviwd Code, the Cominission found that,
the RSR, as modified, was reasonable. First; as UCC/APjN
admits in tts application for rehearing,m the RSR is indeed a
charge, meeting the first component of the statute. Next, the
RSR charge dearly 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 Opudon and Order, fi'eezes non-fuel
generation rates throughout the term of the ESP,19 allowing all
standard service offer custorners to have rate certainty
throughout the term of the FSP 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
smond inquuy of the statute as it provides a chaxge related to
default service. VYWle several parties anaiyze other sections the
RSR charge may or may not be classified in, these Lssues do not
need to be addressed as the RSR clearly is a charge related to

default service.

-15-
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Finali.y, as we discussed in extteensive detalt in our Qpinion and
Order, the RSR promotes stable retail electric service prices by
stabihzing base generation costs at their current rates, ensuring
customerA have certain and fixed rates going forward.20
.fbmfore, the RSR, as a charge for default service to ens-ure
customer stability and certainty, is consistent with Section

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

In addition, we find IEU's argument that the Commission
failed to provide any analysis in s+xpport of the R.SR to be
err^eous,21 The Cornm,ission devoted four pages of its
ppinion and Order to examining the RSR in deterasining its
compliance with the statute. in fact, iEtJ acttiatly
acknowledges that the Opinion and Order made multiple
jvstificadons for the R5R,22 and devoted six pages of its
application for rehearing to the Comaussiones justification of
the RSR. The RSR is consistent with the text contained within
Section 4928.143(E)(2)(d), Revised Code, and its rationale was
justified both in this entry on rehearing and in the

Commission's 4pinion and ord ocora ^y, ty h^
assignments of error per^S to statu^Y the
creation of the RSR are denied.

(18) Several parties contend that the hiclusion of the Capacity Case
deferral in the RSR is irnperuissible by statute. OCC/ APJN,
OMAEG jOHA, and OEG believe that the deferral contained
within the RSR is not lawfntl under Section 492$144, Revised
Code, as it does not constitute a just and reasonable phase-in.
Further, OMAEG/OHA state that a deferral is not authorized
as a wholesale chaazge under the COmmissiun's regulatory
ratemalcing authoriiy pursuant to Section 4909.15, Revised
Code, as the Comnmission did not comply with ratemakfng
requirements prior to approval of the capacity charge.

In its memorandum contra, AEP-0hzo responds that the
Conunxssion 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,

M !d. at 3132
21 WJ AfrR at 36.
22 Id at41
23 See Opinion and thder at 31-39.
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Revised Code, the deferral
witivn the RSR is cleaxly
492g 144, Revised Code.

recovery mechaWsm established
permissible pursuant to Section

The Coaunission affirms its decision that the RSR deferrdl is
justified. In the Capacity Case, the C°mmission autltorized
that, pursuant to Section 4909.15, Revised Code, AF.F'-0Wo
shali 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 Rehea.ring< is reasonable and lawful. Further, Section
4928.143('g)(2)(d), Revised Code, allows for the establishment of
terms, conditions, or charges relating to limitations on
eustomer shopping for retail generation service, as weIl as
accounting or deferrals, so long as they would have the effect
of stabilizing or. providing certainty regarding retail electric
seiwice. Therefore, the inclusion of the deferrai, 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 pro 1 nxii g certainty for retail etectric . service by

allowing CRES suppliers to purchase capacity at market prices
while allowing AEP-Ohio to continue to offer reasonably
priced electric service to customers who choose not to shop.

(19) Similarly, in their assignments of error, OEG and Okuio Schools
argue that the Comaiission does not have authority to allow

SCM
AEP-Ohio to recover wholesale costs aesociat^ d with t^a^
from retail customers tbrough the RSR, thus equ^g

$1/MWh of the RSR that is earinarked towards the difference
in capacity costs should be etiminated. Likewise,

OMAEGjOHA opine that because wholesale capacity costs ar'e
being recovered from retail customers, there is a conflict
between the Opinion and Order and the Capacity Case otder.

AEP-Ohio responds that given its ustique FRR status, the
wholesale provision of capacity service is necessary for
customers to be able to shop throughout the term of Ehe ESP.
AEp,Ohio expiaim that the impact of wholesale revenues on
retag services offered by CRES suppliers is relevant under the
ESP statute because it ensures not only that customers rave the
option to shop, but also it establishes reasonable SSO rates for
those who choose not to shop. AER{)hio opines that
regardless of how the capacity costs are classified, all CRFS

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

FES also disagrees with the characberizaticm of the RSR as a
wholesale rate. FES believes that the deferral is a charge that
provides revenue in support of all of AEP-Ohio's services,
including distributim transmission, and competiiive
generation. Therefore, FES states that because the deferral is
made available to AEP-Oltio for all of AEI'-t?hio's sersrices, it is
properly allocated to aU of AFF-t7hio's co.stomers. FES
explains that as a result of AEP-0hio's election to become a
FRR entity, AEI'-t7hio must bear the competitive obligation to
provide the capacity to its entire load.

The Commission finds OEG and 4MAEG/OHA's assignments
of error to be without merit Under Section 4928.143(B)(2)(d),
Revised Code, the Coznmi-ssion is au#horiz.ed to establish
charges that would have the effect of stabilizing retail electric
service. In its application for rehearing, OEG fails to cite to any
provision that predudes the Commission from recovering
wholesale costs through a retail charge. To the contrary, the
Comulission has explicit statutory authority to include these
costs in the RSR because, although they are wholesale, they
were established to allow CRES providers access to capacity at
market prices in order to allow retail electric service providers
the ability to provide competitive offers to AFsP-Uhio
customers. The fact that these costs not ordy open the door to a
robust co,nmpetit3ve retail electric market, but also stabilize retail
electric service by lowering market prices and allowing AEl'-
Qhio to maintain a reasonable SSO price is clearly permissx'ble
under Section 4928.243(B)(2)(d), Revised Code. Accordingly,
OEG and oMAEG/oxA's assignments of error should be
rejected, as they, narnrow the plain meaning of the statute.

(20) In its application for rehearing^ UCC/Al'J'N opine that the RSR
unreasonably violates cost causation principles. Specifically.
UCC/APJN assert that retail customers are subsidizing CRES
providers and non-shopping customers are being charged for a
service they are not receiving. OCC/ APJN note that Section
4928.02(M, Revi.sed Code, prohibits anticompetitive subsidies
from noncompetitive retail electric service to competitive retail

electric service.

-18-
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FF.S responds that CRES providers are not the cost causers, bnt
rather, AEP-+C3hio is as a result of its FRR status. FES explains
that p,Ep-phio bears the obligation to provide capacity to its
entire load, and that capacity costs would be incurred
regardless of whether there were any CRFS providers.

A,EP-Ohio rejects QCC/ A1'TN's argument that the RSR creates
a cross-subsidy, as the Cornmission explicitly found in its
Qpinion and Order that a11 customers benefit from RPM
pricing and the othex features the R5R contains. By its very
nature, ,A,EP-t?}uo asserts, the ttSR cartnot cause a cross-subsidy
because all customers ultimately benefit from the RSR. AEP-
Qhio also provides tliat 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 al1 Ohio EDUs have generation-related SSO

charges.

The Commission finds UCC/APjN's argvment to be without
merit. The RSR is not discriminatory in any marner, as it is
percnissible pursuant to Section 4928.143(B)(2)(d), Revised
Code, and provides benefits to all customers in AEl'..4hia`s
territory, regardless of whether customers are shopping or non
shopping customers. Further, the Conunission previously
rejected such argments within in its Upinion and C?rder, and
accordingly, we affirm our decision24

(21) Also in its application for rehearing, C?LIC/APIN raLse 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

abIzgatiojns. Tbis. C]CC/APjN state,-causes unduly preferential

and discrirninatory pricing because it forces non- shopping

custonvrs to pay twice, as they already have ca.pacity charges

built into their rates.

AEP-0hio disagrees with OCC/Al'jN's contention, explaining

that the statute explicitiy allows for the creation of stability

charges puzsuant to Section 4928.143(B)(2)(d), Revised Code,

and the fact that all customers benefit from the RSR makes
OCC/ APjAi's assertion incorrect. FES notes that revenue
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included wtth 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 custoxnexs.

The Commission finds that OCC/ APJN's argvments should be
Nected. Both AEp.pluo and FES agree that the RSR should be
collected as a non-bypassable rider, and we agree. As set forth
in our Opinion and Order, the RSR benefits all of AEP-Ohio^s
customers, both shopping and non shopping in that it allows
for the competitive market to continue to develop and expand
while allowing AEP-Ohio to maintain a competitive S60 offer
for its non shopping custoir ►ers?5 Accordingly, as we
previously rejected OCC/A.P'JN's arguments, we affirm our

decision.

(ZZ) IEU argues that the RSR is iznproper because it allows for
above-market pricing, which the Commission lacks statutory
jurssdiction to estabiish. IBU contends that the RSR`s impxoper
collection of above-market prices for capacity violates Section
4928.42, Revised Code, witiich provides that state policy favors
market-based pricing.

AEP-Ohio states that the Commission appropriately addressed
the SCM within the Capacity Order, noting that IEiYs
arguments for market pricing were properly ignored in the
Coxnm9ssion's C)pinion and Order.

The Commission finds IEII's arpments to be without merit. In
its Entry on Rehearing in the Capad{y proceedings, the
Commission rejected thPSe arguments, expIaining that one of
the key considerations was the impact of AEP-Ohio's capacity
char" on CRES providers and the competitive retaiLrnarkets.
Further, the iuntent of the Commission in adopting its capacity
decision was to further develop the competitive marketplace by
fostering an environxnent that promotes retail competition,
consistent with Section 4928.OZ, Revised Code. Accordingly, as
I-Eu's, argument has ah-eady been dismissed in the Capacity

Case, we find it to be without merit.

(2,3) Ohio Schools, IEU, and FES allege that the RSR wrongfully
allows for AEP-0hio to coltect transition revenue by recovering
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stranded costs. Ohio Schools opine that the approval of cost-
based capacity charges is irrelevant because the Comaeission's

dec;►sion 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
isnproperly ignoring its statutory obligation by allowing ABP-
Ohio to collect trutsition revenue, and evade the Commission
approved settlement in which. AEP-Qhio was obligated to forgo
tthe collection of any lost revenues. FES and Oltio Sch°oIrl,
believe that it is xneaningless that AFP-Ohio's status as an FRR
entity occurred after the ETP proceedings.

ABP-Ohio believes these arguments should be rejected, as the
Commission expiicitly dismissed the argurnents in the Opinion
and Order, as well as in the Capacity Case.

The Cominission previously rejected these arguments in its
Opulion and Order, noting that AEP-Ohio did not seek
transition revenues, and that costs associated with the RSR are
permissible in light of AEROhio's status as an FRR entity.21
We a}so rejected IEU's argnrnents aga^na^ in the Entrp on
Rehearing in the Capacity Case, fixkding that AEP-Ohio's
capacity cosLs do not fall within the category of transition
costs.9 As the Commission previously disaussed these

argutaents, we find that all assignxr ►ents of error alleging that
the R5R allows for the collection of transition revenue should

be rejected.

(24) In their respective appiications for rehearing. OCC/AV)N,
OMAhG/OHA and Fo argue that even if the RSR is justified,
the Comtinisgon erred by overestimaating the value of the RSR
to $5D8 million. OCC/ApIN and dBG betieve that. the
Commission i:mproperjy used assumed capacity revenues
based on gPM prices, even though AEPOhio is authorized to
collect capacity revenues at the SCM price. OCC/A1'j'N assert
that the current constna.ct forces customers to pay twice for
capacity, and if the Commdssion calculated the RSR based on
the $188.88/MW-day figure, it would determine that tl+e RSR is
unnecessary. Also, OCC/APIN state that the RSR should have
taken into account additional revenue AEP-Ohio xeceive

-21-
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for capacity assoriated with the energy auctions that will occur
during the term of the ESP. OCC/APJN allege that coliecting
the capacity rate from S90 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
Commission applied too low of a credit for the shopped load
without providing any rationale in support of its adoption.
Chmet argues the proper credit for shopped load was
$6.45/MM making the RSR overstated by approximately

$121 mdllion.

In response, AEP-Ohio points out that it will not book, as
revenue, the entire $188.88/MW-day capacity cost. Rather, as
established in the Capacity Case. AII"-4hio expiauis that the
regulatory asset deferral is tied to incurred costs that are not
booked as revenues throughout the term of the deferral. AEP-
Ohio provides that any revenue coliected from CRES providers
is Iinnited only to RPM prices and the inclusion of the deferral
does not alter the revenue AEP-Ohio receives. Further, AEP
©hio notes that the Cornrunission's modification of the RSR from
a ROE-based revenue decoupling mechanism to a revenue
target approach fuxther warrants the use of RPM prices when
calculating the RSR in light of the increased risk associated
with a fixed ILSR, AEP-Ohio also states that the ^iius^ of
capacity revenues associated with the JanuarY S3'
auction should no longer be applicable, as the Commfssion
does not incorporate any reductions in norifuel generation
revenue associated with the 2014/2015 delivery yeaz.FiraY,
AEP-Ohio notes that the $3/ MWh energy aedit was
reasonable and supported by the record, and Ctrmet's request
to_naake an adjustment is speculative and should be rejected.
Speci€icaUy, AEP-t7hio 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 overcompensabes AEP-
Ohio fail to con.sider the actual construct of the $188.88/MW-
day capacity price, as the deferral established in the Capacity
Case wi]1 not be booked as a revenue during the deferral

..22.
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periodA 11,1e revenue AEP-0hio will collect for capacity is
limited only to the RPM price of capacity. Therefore, all
assertions that parties make about AEP-Ohio receiwing
sufficient revenue from the capacity deferral alone are incorrect
and should be rejected. Fu;rther, we note that OCC/APJN
again mischazacterize the fumtion of the RSR, because, as we
have eniphadzed both in the Opinion and Order and ag$in in
this Entry, the RSR allows for stability and certafxity for AEP
Ohio's non-shopping custoxner prices, while the deferral relates
to capacity, thereby maldng it inappmpriate to claint customers
are being forced to pay twice for capacity.

Finally, we find that OCC/APTN and Ormet's apphmtions for

rehearing regarding the $3/MWh energy credit should be

denied. In approving the RSR, we determined that off-system
sales for AEP-Ohio witl be lower than anticipated based on our
estimabon that AEP-4tuo's shopping stabsfacs were
overes'Eimated. In light of the li3celihoad that AET''4hio witt not
see significant off-system sales as OCC/APJN and Chmet
allege, we found it was wlreasonable to raise the energy credit.
Further, we find AEI'-Ohio present'ed the most credible
testimony about the energy credltr as it took into consideration
the impacts pool tennination would have on energy sales
marginsZ9 On brief, Ormet ixt#xoduces extra-record evidence
that not only should be rejected, but also even if considered
fails to rebut the reasonabieness of AF1'-t7hio's testimony.
Therefore, we affirm our determination that the energy credit

calculatzon of $3/MWh is reasonable.

(25) Also in its application for rehearingy OEG argues that, in the
aiterna#ive, if the Commission does not use the 518$.88/ MW-
day capacity price in the RSR calculation, then the Cornmission

should include the amount of the capacity deferral for the
purposes of enforcirtg the 12 percent earWngs cap. OEG poinia

out that this appears to be corsistent with what the
Commission intended in its t7pinion and Order, and is
conmstent with Conunission precedent. OEG also snggests that
the Commission clari,fy that the earnrngs cap was an ESP
provision adopted pcusuant to Section 4928143('B)(2)(d),

Revised Code.

_23-
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AEP-Ohio responds by stating that it is not opposed to
including the deferral earnings as deferred capaciiy revenue
when enfarcing the 12 percent eanvatgs cap, as it is corisi.stent
with the Commission's prior decision regarding AEP-4hio's
fuel deferrals under AEP-C?hio's FSP 1.30

The Cornrmission finds that OEG's application for rehearing
correctly indicated that it was the Commission's intent in its
Opinion and Order to include the deferred capacity revenue in
AEP4Ohio's 12 percent earnings cap. We believe the inclusion
of the deferred capacity revenue is importW to ensure AEP-
Ohio does not reap a disproportionate benefit as a result of the
modified ESP.31 'fherefore, the Commission clarifies tHat, in
the 12 percent SEET threshoid estabblished within the Opinion
and Order, the complete reguiatory accounting of the threshold
should include the entire $188.88/MW-day capacity price as
current earnings, not just the RPM component, of the RSR
$3.50 and $4.00 per MWh RSR The $1.00/MWh
charge that is to be devoted towards the capaeity deferral shall
be off set with an amortization experm of $1.OO/MWh
However, we reject OEG's request to inc3ude the 12 percent
threshold as a condition to the RSR, as the Commission can arnd
will adequately analyze AEPrOhio's earnings consistent with
Section 4928.143(F), Revised Code, without creating an
unnecessary regulatory laurdm as reiterated in our SEET
analysis below. Accordingly, OEG's appvcation for rehearixig
should be granted in pazt and derded in part.

(26) in its application for rehearing, OCC/ AP`jN assert that the

Coa►mmsion should not have found that A'EP-Ohio may file an

application to adjust the RSR in the event that there is a
significant reduction in its nore shopping load. OCC/APJN

argue that this wnreasonably transfers the ri.sks associated with
economic downturns fx ►m AEI'-Ohio and onto customers.

'The Commission finds OCCfAI'JN'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 reasons
beyond AEP-Ohio's control. Furtheer, we note that in the event
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30 In re AEP-O)tio. Case No.1Q-1?b1-EI:UNC, (Opiaion and Order) january 11, 2AI1.

31 p^m arA Ordet at 37.



11-346-EL-S'SO, et al.

there are significant changes in the non-shopping load, any

adjustments to the ^ be able to a^ atel Pfor
process where parties ppaPn Y advocate
or against anp adjustmeni'l.

(27) In addition, OCC/APJN argue that the Commission violated
S-xtion 4903.09, Revised Code, by failing to allocate the RSR by
the percentage of customers shopping in each class.
pCC/APj1VI believe that cost causation principles dictate that
the RSR should be allocated among the different customer
classes based on their share of total swi.tched load. o^the

conirar3t, Kroger' aseerts that the Comn:i^ssion'a Op. .
Qrder unreasorkably requires demand-billed customers to pay
for RSR costs through an energy c1"ger desPite the fact that
the costs are capacity based but allocated on the basis of
demand. Kroger requests that the Conunission eliminate the
RSR's improper energy cbarge to demand-billed customers on

rehearing.

In its mernorandum contra, AEP-Ohio states that OCC/APTN
are misguided in their approach, as shopping customers are not
the oray cost-causers of the RSR, because aIt'customers have the
right to shop at any time. If the Cornnmission were to accept
rehearing on ttus area, ATP-Ahia argues ftt the cost of the
RSR would be dramatically shifted from residential customers
to industsial and commercial customers. AHP--0hio also states
khat Kroger's proposai wouid unduly burden smaller load

factor customers in ^ RSR benefits fo^all tome AEP-
Ohio reiterates that

The Conunission rejects arguments raised by OCC/APJN and
w'eKroger. As AEP-ohio corcectlo points out, and as

empbasixed in our Opinnian and flrder, ail customers,
residential, conunercial, and industrial, and both bhopping and

non-shopping, benefit frOm the RSR, as it encourages
competitive offfws from CRES providers while maintaining an
attractive SSO price in the event market prices rise. Wexe the

Commission to ad^h^ ^^^ and c ^inm, er
these

ciat
benefits would be
customers would be harmed by a reallocation af the RSR yf we
took up C1CC/ APJN's appli+catioll, and smaller commercial and
industrW customers would

endation We obejieve the
were we to adopt Kroger`s recomm

-25-



I1-345-EL-SSO, et al.

C3pinion and Urder stanxck the appropriate balance through
recovery per kWh by customer class, as it spreads costs
associated with the RSR charge among all customers, as all
customer ultimately benefit from its design.

(28) Furthermore, IEU, ^, and OCC/APJN contend ttsat the fact

that the RSR revenues will continue to be collected after

corporate separation and flow to
AEP'Oode$ OCCJ APJN

affi^iate violates Section 4928.02(H^, Revised

opine that when the ItSR is remitted to AF.P-Ohio's affiliate,

AEP-Ohio will be acting to subsidize its unreguiated

generation a#fitiate IEU states that the (7pinion and Qrder will

provide an unfair competitive advantage to AEP-Ohio's
generation affiliate, evading corporate separation requirenlents.

AEP-Ohfo responds that< as it is the captive seiler of capacity to
support its load consistent with its FRR obligations, it must

continue to fulfiii its FRR ^ of the of i#s^FRRorstatus.
separation is compieted. Due

points out that it must pass tlvough generation
related revenues to its subsidiary in order to provide capadty
and energy for its S6C71oad. Whfle AEP 4hio 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
E5P and the SSO ^greement between AEP-^J^ and its y

Ls subject approval

allegations are irnproper.

The Connnv►ssion rejeCts the argusnents raised by IEU, FES, and

t3CC/ APJN, and finds the'vr applications for rehearing shouid
be derded. As previously addressed in the Comrnissxon's
-- - -
ppinion and Order, AEP-oluo, as an FRR entity, must continue

to fuifill its obligations by providing adequate capacity to its
entire load. Therefore, in order for AEP-Okno, and the newiy
created generation affiliate to contirkue to provide capacity
consistent with its FRR obiigabions, we maintain our positian
that AEi'-C)hio is entitled to its actual cost of capacity, which
will in part, be collected through the PSR in order for AEP-

04lio to begin paying off its capacity defenai. As we

previously estabiished, parties cara ►ot claim ftt AEP-Ohio°s
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{29}

(30)

generation affiliate is recei.ving an improper subsidy when in
fact, it is only receiving its achxal cost of servico?

In addition, Ormet and Ohio SchooLs renew their request for
QXemptions from the RSR in their applications for rehearing•

In its memorandum contra, AEP-Ohio asserts that 4rmet and
Ohio Schools second-guess the Comrnis `s ^^ed such
expertise, noting that the Commissio e^Y
requests in its OpWon and Order.

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

justification in the Opinion and Order P

In its application for rehearinSr AII'-Ohio °Pim that it was
unreasonable for the Connmission to use nine percent as a

Startang point in deternninir►g 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, re.spectively, in AEP--0hia's distribution rate case.
AEP-Obio 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.

tn its memoranduat contra, IEU explains that AEp-Ohio has
failed to present anything neW and its request shovld therefore
be rejected. pES argues that AEP-Ohio's request is
xneaningleas, as Ohio law requires AEP-,Ohio's gmeration

^oe.service to be independent withi.n the competitive marketp

OCC/APJN state that the cannot relern^i the Capac '̂iy Case
unreasonable, and AEP-Oht rely ^t the state
as precedent because it previously asse^rt^ed
compensation mechatism does not apply to SSO service or the
capacity auctions. OCCJAI'JN also argue that AEP^Ohio's

reliance on stipulated cases is improper.

The Commfssion finds that A.Ei''-O4uo has failed to 1n'esent any
additional arguments for the Commission to consider. IEU

-27-

32 jd, at bQ

33 !d at 37.



11-346-EL-SSO, et al.

correctly points out that AEP-Ohio previously made these
arguments both in the record and on brief. In its Opinion and
Order, the Coma-tission detan-dned that there was compelling
evidence in regards to an appropriate ROE, and the
Coaunission adopted its target of nine percent based on such
testimony.34 Accordingly, as we provided suffkient
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 appl.iication for

rehearing should be denied.

(31) In its assignment of error, A.EP-0hio xequests that the
Commission clarify that all future recovery AII'^Ohio
refers oniy to the ^st ESP deferral balance process.
also seeks a cjarifrcation that the remaining defenal baiarce
that is not collected through the RSR during the term of the FSP
will be collected over the three years followmg the ESP term.

OMAEG/OHA responds that at a minimum the Commission
should continue to make the determinations on cost recovery
when more inforrnation on the delta is available. OCC/APJN
aLso notes that any clarification is umecessarY
Commission unreasonably found that deferrals could be
collected from both shopping and non-shopping cusfiomers.

As the Comnvssion emphasized in its Opinion and Order, the
remainder of the deferral will be reviewed by the Commsssion
throughout the term of this PSP, and no determinations on any
future recovery will be made until AEP-Ohio provides its
actual shopping statistics 3S Accordingly, as the Commission
will continue to monitor the deferral process, and as set forth in
the Opinion and C}tder, we w'ill review the xmmaining balance
of the deferral at the condusion of the modified ESP, we find
that .AEP4'Jluo`s application for rehearing has no merit and

should be denied.

(32) In addition, AEP-Ohio requests that the Cominission establish
a remedy in the event the Oluo Supreme Court overlurns the
RSR gpecificaUy, pEP^OYtio argues that it would be subject to
increased risk without such a backstop, and proposes a
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provision that CitES providers would automat[caRy be
responsible for the entire $188.88/MW-day capacity charge if
either the capacity deferral or deferral recovexy aspect of the
RSR is reversed or vacated on appeal..

Ohio Schools, DER/DECAM, and OMAEG/OHA argue that
,A,EP-Ohio's request is an unlawful request for rehearing of the
Capacity Case, as the level of capacity charges was not
determined in this proceeding on the m.odified ESP.
OMAE(;/OHA and Ohio Schools also point out that the
creation of a backstop would cause iustability and uncerFainty,
as CgFS providers paying the delta between RPM and the cost-
based rate may pass costs on to customers. IEU asserts that the
rnecHanism, if approved, would result in an unlaw#ul

retroactive rate increase.

The Commission agrees with Ohio Schools, DER/ DECAM,
OMp,EG/pHA, and IEU, and finds that AEP-Oluo's request
for a backstop in the event the Comm.ission's deferral
mechanisxn 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. FUEG ADIUSTMEVT CL.AUSE

(33) AEP-Ohio asserts that the Commission's failure to establish a
final recortcili.ation and true-up for the fuel adjustrnent clause

(FAC) was unreasor►able. A.E'P-Ohio notes that the Opinion
and Order speaficaily directed reconciliation and true-up for
the enhanced service reliability rider (FSRR), and other riders
that wiit expire prior to or in corgunction with the end o.-
FSP terat. Regarding the FAC, AEP-Ohio contends the
Conunission failed to account for reconciliation and true-up
when the AEP-Ohio's 96O load is served 'througl' the auctian
process. AII'-Ohio reasons that the Comniiss2on is clearly
vested with the authority to direct reconciliation of the rider

and has done so in other proceedings.36

FFS contends that the Opinion and Order unreasonably
maintains separate FAC rates for Ohio Power Company (Of')

-2g-
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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
wit.ness L.esser and AEF-Oltio witness Roush. FES states that
OP customera will pay artfficiaUy reduced fuel costs,

discouraging competition, and beginning in 2013, OP
customms will be subject to drasti,c increa.ses, as compared to
CSP customers.37 With individual FAC rates, FFS reasons that
CSP custorners are discriminatted against in comparison to OP
customers for the same service in violation of Sections 4905.33
and 490535, Revised Code. As such, FES states that the
Opiruon and Order is unreasonable in its anti-cornpetitive and
discriminatory rate design without providing any rational

basis.

lEt3 offers that nothing in the record Pcauses arti^iciallp
that separate FAC rates for each rate zone
reduced fuel costs for the OP rate zone. IEU notes that at the
briefing phase of these proceedings no party opposed
maix^taining 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 tcansniiWon cost recovery rider ('I'CRtt)•
Further, OCC/ AI'jN believes that the Coaunission's failure to
cur+soiidate the IFAC rates whiie imzneeliately consalidating the
TCRR rates, negatively irrepacts 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. UCC/ APJN note that delaying the rnerger of
the FAC rates causes OP customers to incur a$t}•Q2/Mwh
increase in rates. OCC/ APJN state that the Commission 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/APjltii's request for rehearing only
to clarify that the Commission did not intend to establish june
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2(?13s as the date by which the FACra will continue to rn 'tor
would be merged. The Commissi^
the deferred fuel balance of each rate zone to determine if, and
when, the FAC rates should be consolidated. Second, we grant
ApP.Ohio's request for rehearing to facditate a final
reconciliation and true-up of the FAC upon tmmina ° reds
FAC rates. We deny the other requests for rehearing in gaz

to the FAC.

It is necessary to maintain separate FAC rates until the deferred
fuel expense incurred by OP rate zone customers has been
significantly reduced. Consistent wwitb the ConmiSsion'g

^decision in AEP-Ohio`s prior ESP, the deferred Eae1^expenses

incurred by each rate zone will be collected through D
31, 2018. We note that a signif;icant portion of the deferred fuel
expense incuwred by CSP rate zone customers, over $42 million,
was offset by significantly excessive earnings paid by CSP rate
zone customer0s 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 1'IRR^ ^y affect the
noted pending Commission proceed'sngs
FAC rate for each rate zone.39 Furkherawre, the Conunission
notes that the pending 20104° and 2411 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 d'sstinct and
separate PAC rates for each rate zone would faciiitate
transparency and review of any ordered adjus'tments in the
pending FAC proeeedings as weIl as any PIRR adjustflnents 4x

The deferred fuel cbarges were incurred prior to the merger of
CSP and OP aad form the basis foT the PIRR rates applicable to
(SP and OP rate zone custorners. If FES beheves that the
deferred fuel charges inc+xrred by CSP or OP were
discriminatory or imposed an undue or unreasonable
prejudice, the appropriate time to address the ciaim would

31-
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have been in the FAC audit proceedings. In this proceeding the
Commission has determined that it would be an uxireasonable

disadvantage for former CSP custoiners to be required
urred bthe significant outstanding deferred fuel e ad̂ ^^^

fornRer OP customers, particularly when possible l
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 affeeted by the outcorne of
SEET or FAC proceedings. For these reasons, the Commission
finds it reasonable and equitable to continue sepamte FAC and
PIRR rates for ea.rh rate zone although we merged other
components of the CSP and OP rates wheare we determined the
consolidated rate did not impose an wnxeasonable
disadvantage or demand on customers in either rate zone. On
that basis, the C)pinion and t?rder complus with Sections
4905.33 and 4905.35, Revised Code. Accordingly, we affirrn the
decision not to merge the FAC and deny the request of FES and
OCC/APJN to reconsider this aspect of the Opinion and Order.

V. BASE GENERA'TIO1`'i RATES

(34) In its assignment of errvr, tJCC/ APJN contend that the
modified ESP's base generation plan does not benefit
custDmers. QCC/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, C1CC/APTN opine thatfreezing base generation prices is
not a benefit because the market may be producing rates at
lower prices. OCC/APJN allege that the Commssion faited to
ensure nondiscrim?-Atory retail rates are available to
custorners, as the base ggeneration rates were riot property
unbundled into energy and capacity compoilents, creating the
risk of customers paying different prices for AEP-ohio's

capacity costs.

In its memorandum contra, ABP-Oluo responds that the
Comtnission propetly determined that freezing base generation
rates for non-shopping SSU 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 Comrnission to ensure that all 5S0
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VI.

(35)

custorners are receiving non-discriminatory generation service,
and points out that UCCJ APJN wrongfully attempt to
extrapolate the Conundssion's Capacity order. AEP-Ohio adds
that any accusations of the base genera:tion rates being
discrirrunatory are also improper because AEP'-C?hio offers
different services to its Sso costomers than it does to CRES
providers. Speci#ically, AF1'-Cihio explains ttaat it only offers
capacity service to CRES providers, but it offers a bundled
supply of generation service to its SSo customers, thereby
elfminating any c2aim of AEP-+0hio providing disauninatory

services.

The Commission affirms its decision in the dpinion and Order,
as the frozen base generation rates amount to a reasonably
priced, stable alternative that will remain available for all

failedcustQmers who choose not to shop. Further, OCCjAP^ ^^
to provide any foun.dation in the e'videntimY hearing
application for rehearing that the base generation rates were
not properly unbundled. To the contrary, AE1'-Clbia sbase
generation rates were almost uronimous1Y unopposed
parties who intervened in this proceed9ng, whi
intervenors representing small business customers, commerrcial
customers, and industrial customers.42 Further, OCC/APjN
fail to recognize that AEP-Ohio is not offering discrunnatory
rates between its nonshopping customers and those customers
who shop, as AEP-Ohio provides different services to the
shopping and non-shopping customers. Therefore,
UCC/APTN •s arguments £aii, as Section 4905.33, Revised Code,

prohibifia diwritninatory primIg for like and contemporaneaus

service, which does not apply here. AEP-Ohio provides
capacity service to CRFS provideTs, and pz''ovides a bundled
generation service to its SSO customers.

YNTE"UTri3BLE FUWER DISCRETIONAR_ Y SC^EDULE CREDIT

OCC/APjN state that the Commisdon faiied to provide that
the interruptible power-disa.'etionary schedule (IRP D) credit
costs should not be collected fron ► residential rustomers, which

was nemsazy in order for the Commis.sion t° be corLcistent
with the intent of the approved stipulation in Case No.11-5568-
EUPQR Specifically, OCC/APjN argue that the stipulation in
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that case provides that program costs for customers in a
noxuresidential customer class wiil. not be collected from

residential custosners, and residential program costs will not be
collected from non residential customers.

In its memorandum contra, OEG argues that the credit adopted
under the IRF-D is a new credit established in this proceeding,
and therefore should not be governed by the EE/PDR
stipuiation OEG opines that the Commission acted lawfully
and reasonably in approving the IRP-D credit.

The Commission finds OCC/ APJN's au'guments should be
rejected. As OEG correctly points out, the iRP-A credit was
estabIished in the modified ESP proceed'sng, therefore, it is not
proper for OCC/APJN to use a stipulation that is only
contemptatedd the progranu+ set forth in the EE/PDR
stipuiation.

VU. ALTCTION PZQC-M

(36) In its assipunent of error, OEG requests that the Commi..ssion
ciarify that separate energy auctions be held for each AEP-Ohio
rate zone. OEG explains that this would be consistent with the
FAC and PIRR recovery xnechanisms, and without separate
energy auctiom the auction may result in unreasonably high
energy charges for Ohio Power customers. OEG also suggests
that the CAmmission clarif'Y "t it will not accept the results
from A.EP-Ohio s energy auctions if they lead to rate increases
for a particular rate zone, and points nut that the Conuiriission
rnaintait:s the discretion and flexibility to reject auction results

In its memorandum contra, AEP-Oh3io sulmuts that it is not
necessary to determine the details relating to the competitive
bid procurement (CBP} process, as these issues would be more
appropriately addressed in the stakeholder process established
pursuant to the Commission's Opinion and Order. In addition,
AEP-Ohio opposes the proposal for the Cornanission to reject
any unfavorable auction results, as the General Assembly's
plan for competitive markets is not based on short-term market
results, but rather based on full development of the competitive
maxketplace. FEq notes in its memorandum contra that OEG
presented no evidence in support of its arguments, and that its
proposal would actually li.mit supplier participation and hinder

..3¢.
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competition. FBS explains that if the Coinnvssion were to
adopt the ability to nullify auction results, it would disCourage
suppliers who invest significant time and resaurces into the
auction from participating in any future auctlons.

The Cominission finds OEG's arguments on separate energy

auttions should not be addressed at eblish^ed i^n
left to the auction stakehoider process
the Commussion's Upinion and Orde& We believe that the
stakeholder process will allow for a diverse group of
stakeholders with unigue pmpectives and exPertise to
establish an open, effective, and transparent auction process.
However, we agree with FES and AEP ^^ ^who^^uc^
showing of unity, oppose oEG's xeq ^!
results. The Commission wili not interfere with the

competitive markets, and arcordingl, reject resutt^.
inappropriate to estabiish a mechanis eje^ auction
Accordingly, QEG's application for rehearing should be

denied.

(37) In its application for rehearing, FFS contends that
Convnission's Opinion and Order slpws the movement of
competitive auctions by only authorizing a 10 penent slice of
system of auction and an enpxgy only auction for G0 percent of
its load in June 2014. pFS axgues that this delay is unnecessary
as qBp.pbio cannot show any evidence of substantial hann by
earlier auction dates, and that AEP-Ohio is capable of holding

an auction in June 201-3.

The Comanission rejects FE5's arguments, as they have been
previously raised and dismissed.44 Furthex', the Commission
reiterates that it is irapaztant for eust°mers to be able to benefit
from market based prices while they are low, as evidenced by
oux decision to expand ,4EP-0hio'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 wiD znax3nvze the number of auction

participants.
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fixst place. Further, we find AEP-Ohio's fear of adverse
financial, impacts is unfounded, as the RSR will in part ensure
AEP-Ohio has sufficient fur►ds to efficiently maintain its
operations. Therefore, we find AEP-01-i0's application for
rehearing should be denied.

(39) AEp.Ohio opines that the dpution and Order should be
clarified to confirm that the Capacity Chder's State
compensation mechanism does not apply to the SSO eruex'gy
auctions or non-shopping custoaters. DER/DECAM also
request feu*er claxification that auctionss conducted during the
term of the ESP perWn to fuli service requirements, with any
difference between market-based charges and the cost-based
state compensation merhanism to be included in the deferral
that will be recovered from all customers.

The Commission finds that AET'-Ohio's appVcation for
rehearing shouid be denied. in its modif'ied ESP applicatim
AEP-Uhio originally offered to provide capacity for the January
1, 2015 energy auction at $255 per MW-day. In Iight of the
Conunission's decision in the Capacity Case, which determined
$188.88 per MW-day would allow AEP-t?hzo to recover its
embedded capacity costs without overcharging customers, it
would be uxueasonabie for us to permit AEf"-©hio to recover
an amount higher than its cost of service. Further, we disagree
with AEP-Ohzo's assertion that the Coaunission should not rely
on the Capacity Case in deterrnining the cost of capacity for

nonrs,hopping customers begir ►avng Tamuv'Y 1, 2015, because, as

previously stated, the Commission was able to determine that
AEP--0hio's that $188A per MW-&y establi,shes a just and

reasonable rate for capacity. Therefore, c^^y allows for
Opinion and 4rder,% the use of $188.88 per
AEP-Ohio to be adequately compensated and ensures
ratepayers will not face excessive chazgft over AEF-Dhio's
actual costs. In addition, we reject DER/DECAM's request for
clari#ication, 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 1, 2015, energy ordy
auction, since the cost of capacity iist -AEP-'0hio's cost of service.

-37-
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(40) In addirion. AEP-Uhio argues that it was unreasor^b ^d^
Commission to establish early auction re without
update to its electronic systems for C1^ providers

tl incun'edcreating a mechanism for recovery of aIl prud^y
costs assaciated with auctions and the electrcmic system

upgrades.

OCC/APJN respond that AEP-Uhio failed to request any
recovery mechanism €or these costs within its originnal

appi'ication in this proceeding► and that any costs associaied

with conducting the auction should have been accounted for
within its application . Further, OCC/APIN point out that
AEp.phio has not indicated tliat the modi#"ied auction process
would increase its costs over the original aucticm propOsa"
Shotiatd the Commission grant AEP-Ohio's request, OCC/ APJN
opine that all costs should be paid by CRES providers, as the
costs are caused by the need to accoxnmodate CRFS providers.

We agree with OCCf APjN. as AEP-4hio failed to present any
persuasive evidence that it would inectr uxueasonable and
excessive costs in conducting its auction and upgrading its
electronic data systems. AEP-0hio's request is too vague and
ambiguous to be addressed on rehearing, and we find that
,AFP-Uhio's request for an additional recovery mecbainism for

auction costs should be rejected.

(41) ABp-t3hio requests that the Comunzssion clarify that the auction
rate docket will only incorporate revenue-neutral solutions. In
support of its request, A,SP-Ohio. notes that the Commzssion
reserved the rate to imp3ement 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.

pCC/A,pjN argue that the Commisslon shoutd reject the

request for a clarificatior4 as the Coma ►ission carmot anticipate

all issues that may arise regarding a disparate impact on
customers, and encourages the Comtnission to not box itself
into any corners by granting AEP (?hio's rsquest.

The Coaiurnission rejects AEP-0hfo's request to incorporate
revenue-neu.tral solutions within the auction rate docket.
However, in the event it becomes apparent that there may be
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disparate rate im:pacts amongst customers, the Conunission
reserves that right to anitiate an investigation, as necessary, as
set forth in the Opinion and t)rder.

(42) In addition► AEP-Ohio seeks clari.fication regarding costs
associated with the CBP process. A.EP--0hio believes that
because it is xequired update its CRES supplier irdaruation as
well as the fact that it wiJl need to hire an independent bid
managex for its auction process, mon$ other costs, AEP-0hio
should be entitled. to recover its costs V=rred.

In its memarandum contra, OMAEG/OHA oppose AEP-Ohio's
,s1°n should not authorize AEPrequest, arguing the Commi.

Ohio to recover an unspecified amount of revenue without an
estimate as to whether any costs a ►ctualiy exist. OM-AEG/OHA
state that it is not necessary for the Comnmission to make a
preemptive determination about speculative costs.

As we previtausly determined with AEI'-Ohio's previous
request for auction related coane as^i p^^ the
system data and the ^P
Commission finds that AEP-Ohio has not shown any estimates
on what the auction related costs would be, nor has it pravided
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 uanl:cnown and speculative in

nature.

VnI. CmOMERgAMC^AP -

(4,3) OCC/ ApjN 'and O1vIAEG/ OHA contend that the
Comrnissfon's Opioion and Order regarding the customer rate
cap is unlawfully vague. UCC/AP1N provide that the Opinion
and Order should c3arffy what it intends the rate cap to cover,
and should establish a process to address situations where a
customer's bili is increase by greater than 12 percent. Further,
OCC/APjN request additional inforanation on who wi3l.
monitor the percentage of inrrease, and who will notify
customers that they are over the twelve percent cap.

AEP-Ohio aLso saggests the Conmmission clarify the 12 percent
rate cap, and requests a 90 day implementation period for
progamirung and testing its customer bi3ling system to
account for the 12 percent ca.p. AEP-Ohio notes if the
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Commission clarifies that AEP-Ohio shall have time to
irnplement its new pxograsnf AEP-C?f ►io will still rnui

calculations back to September 2Er12 and provide customer
credits, if necessary. AEP-OhiO alsa seeks clarification that its
caleuiation be based on the custotnees total billing under AEP-

Ghio's SSO rate, as lnand c avnnpe o^ ► a^^ ^customers pay CR^ Providers
calculation on any other besis other than SSQ rates. Further,

AEP-Ohio seeks clarification ftto Section 4928.144,
create and collect deferrals pursuant ^
Revised Code, as well as authorization for carrying cSes.

The Comnnission finds that OCC/APJN, QMAEGJ414A, and
AEP-phio's applications for rehearing should be ^^^
regards to the customer rate cap in order to clazify
As set forth in the Opinion and Order, the customer rate 'vx"ct
cap applies to items that were establiskied and approved within
the modified ESP, and does not apply to any previousiy
approved riders or wifEs that are subject to change throughout
the term of the ESP. Specif'caUy, the riders the 12 percent cap

intends to safeguard against indude the RSR DM lyrR and
GRR. In addition, the 12 percent rate cap sltiall aPPIY

throughout the entire term of the ESP.

Further, we find that AEP-Uhio should be given 90 days to
implement its customer bixling system to account for the 12
percent rate increase cap. To clar4fy OCC/Al'JN's concerns, by
atlowing AEP-E3hio 90 days to implement its customer billang
system, AEP-Ohio wilF be able to monitor customer
increases and provide credits, also if necessary, going back to

rtepte b r
atbe 2012. Further, upon AEP-Qhio's unplementation of

its updated customer billing system, we drect AEI''Gbio to
update its bi1I format to ineiude a om.e^r notification ^e^
a customer's rates increase by more
indicate that the biu amount has been decreased in accordance

with the customer rate cap.

Fimaily, as the cv5t°rner rate impact cap is a provision of the
F5P 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
cauying charges, so we can ensure customer rates are stable for
consumers by not increasing more than 12 percent.
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DC, SEET THRESHOLD

(44) In its application for rehearin& AEp-Qhia at'gues that tlte
Gonnmission should elfnvnate the 12 percent S ^

values
AEP^Iuo explains that the return on equity (ROE)
contained within the record are forward-Iooking estimates of
its cost of equity, and do not reflect the ROE earned by
companies with comparable rieks to AII.'-0hio. AEP-Okio
provides that even if the values were from firms wiffi
comparable risks, the SEEY' threshold must be significantly in
excess of the ROE earned. Further, AUP"Ohlo points to the
SFEr threshold that tlle Contmission approved for Duke,
where the Commission approved a stipulation establishing a
SEET threshold of 15 percent.47 In addition, AEP-^'3hio
contends that the threshold does not provide any opportunity
for the Conunissivn to consider issues such as capital
reqwrennents of fatnre cornmitted investnnents, as weIl as other
items contained within Section 4428.143(F). Revised Code.

In its mernorandwn contra, OCC/APIN note that the
Coznmission not only followed Section

d is nothir^3more than a
Code, but also that the SEET t^^h gthe threshold
rebuttable presumption that any earnings above
would be significantly excessive. IEU argues that AEP-Ohio
unreasonably relies upon settlexnents in other proceedings to
attempt to resolve contested issues contained witlun the
Commission's Opinion and OOrder.

The Commission finds AEP-Uhio's appucation for rehearing
should be denied. Under Section 4928.143(F), R.mwd Code,
the Comu7ission shall aazmually determine whether the
provisions contained within the modified ESP r+esulfied in AEP
Uhio maintaining excessive earnings. The rule further dictates
that the review shall consider whether the earn%ngs are
sigruEicantly in excess of the return on equity of other
connparable publicly traded companies with similat business
and financial risk. The record in ehe modified ESP mntains
exterwive testimony from three expert witnesses who testified
in leng,th on what an appropriate ROE would be for AEf'-4hia,
and all considered comparable companies with similar risk in
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reaching their condusions.m In addition, three other diverse
parties also presented evidence in the record that was
consistent with the rrecommendations presented by the three
expert witnesses, which when taken as a whole, detnoanstrates
that a 12 percent RCUE would be at the high end of a reasonable
range for AEP-0hio's return on equityffl Further, we believe
that the SEET tltireshold of 12 percent is not only consistent
with state policy provisions, inctuding Section 4928.02{A},
Revised Code, but also reflects an appropriate rate of return in
light of the modified ESP's provisions that ainimize AEP-

C?hio's risk.50

X. CRES PROVIDEIt OM

(45) In its application for reitearing. FES argues that the
Comznission urireasonabfy autf ►orized AE.P-f.?hio to continue

its anti-competitive barriers to shopping, including ntinimum
stay requirements and switching fees without justification. FES

asserts that both are contrary to state policies contained within

Section 4928.02, Revised Code.

A.EP-Ohio responds that FFS's assertions present no new
arguments, and the record fulty supports th+e findings by the
Cornxniss7on. Further, AEl'-C3hio explains that the modified
FSP actually offered improvexnents to CRM pxoviders, further
indicating that rehearing is not warranted on this issue.

T_heComnii,ssion finds FFS`s application for retYearing relating
to competitive barriers should be granted. Upon further
consideration, we believe AEP-Ohio's switching rules, charges,
and ininimum stay provisions are inconsistent with our state
policy objectives contained within Sec- tion 4928.42, Revised
Code, as well as recent Commission precederLL The
Commsssion recognim that the application elimenatea the
current go-day notice requiarem.ent, the 12-month munimum
stay requirement for large comsnercial and industrial
customers, and AEP-Ohio's seasonal stay requirement for
residentiai and srnaller commercial customers on Januaz'y 1 ►
'K?1S, however, we find that these provisions should be
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eliminated earlier. We believe it is importmt ta ensure healthy
retail electric service competition exists in Ohio, and recognize
the importance of protecting retail electric sales consunmers
right to choose their service providers without any market
barriers, consistent with state policy provisions in Sections
4928.02" and {I}. Revised Code. We are confident that these
objectives are best met by eli.rninating AEP-0hio's notice and
stay requirements in a more expeditious manner, therefore, we
duect ABP-Ohio to submit within 60 days, for Staff approval,
revised tariffs indicatmg the elimination of AEP-Ohio's
miitimum 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

Purther, we note that, in Duke's most recent ESP, not only did
the Commission approve a plan devoid of any minim:urn stay
provisions, but also it granted a reduction in Duke's switching
fee to $5.00.52 Accordingly, we aiso find that AEP-C7h.ia'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 appl.icaEion for rehearing. IEU argues the Opinion and

Order faii.ed to ensuxe that AFP-0hio's generation capacity
service charge will be biIled in accordance with a cnstomer`s
peak load contribution (PLC) factor. IEU acknowledges that

the C)piinion and Order direeted AEPdJhio develop an

electronic data system that will all.ow CRES providers access to

PLC clata by May 31, 2014, but states that Opinion and Order

will aUow the PLC allocation process to be unknown for two
years until that deadline. IEU proposes that the Commission
adopt the uncontested recommendation of its witness to

require irnimediate disdosure of AEY'-Ohio's PLC factor.

AEP4)hio states #hat IEU is rnerely trying to rehash argunants

previously made. Further, AEP-(a^luo points out that because

the PLC value is something AEP-Ohio passes on to CRES
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providers, TEVs concerns about transparenc9 in the PLC value
allocation process is something IEU should address with any

CRFS provider from which it or its customers purchase energy.

The Coaunission rejects IEU's arguments, as the Opinion and
t4rder already directed AEP-Ohio to develop an electronic

system that wi11 indude PLC values, his^^ca1 dusage ^and

intes^►at data. $h
recommendation of an imynediate s9stem, our intent in setting
a May 31, 2014, deadlinewas to allow for members of the Ohio
Electronic Date Interchange Working Group to develop
uniform standards for eiectroruc data that wiU 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 tustomers, as well as
to allow for due process in accordance with our five-year rule

review of Chapter 4901:110, O.A.C., by allowing interested

stakeholders to explore the pcnsibiiity of a POR prograzn► we

affirnn, our decision and find that these provisions are

reasonable.

)a. DISTRiBUTION IlWF^`ThiENT ^

(47) AEP-Ohio asserts that the Comnmission's failvre to establish a
final reconciliation and true-up for the distribution investment
rider (DIR), which will expire with at the conclusion o€ the ESP,
was unteasonable. AEP-Ohio reasons that it is unable to
determine whether the DIR will have a zero balance upon
expiratuon of the rider such that final ^ve^ ^^^^
to address any over-recovery or under-recovery.
adds that the Comrnission 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-Ohia's request for rehearing to facilitate a final

recanciliation and ttue-up of the
the expiration of this ESP,Accordingly, within 90 days P^bon for the

AEp.,phio is clirected to file the necessazy ,.̂a
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Commission to conduct a final review and reconciliation of the

DIR.

(48) AEP-0hio asserts that the opinion and Order unreasoriably
adjusted the revenue requirement for accumulated deferred
income taxes (ADTT). AEP-Ohio c3aims that the ADIT offset is
inconsistent with the Comayissron approved sEpuMon filed in
the Company's Ia#est distribution rate case, Case No. 11-351-
EI,,AIR et a1., (Distribution Rate Case) as the revenue credit did
not take into account an ADiT offset which, as calculated by
AEP-Oluo, resoits in the distribution rate case credit being
overstated by $21.329 miilion AEP-41zio notes that the DIR
was used to o€fset the rate base increase in the distribution rate

case and included a credit for reW
with O ^f^ and the

contribution to the PartnershiP
Neighbor-to-Neighbor program. AEP-0hio argues that it is
ftandamentaily un£aiu to retain the ber+efits of the distribution
rate case settlement and subsequently impose the cost of ADTT
offset through the DIR in the ESP when AEP-4hio cannot take
action to protect itself from the ris[c. On rehearing+ AEP-4uo
asks that the Commission restore the baiance struck in the
distribution rate case settlement by eliminafiing the ApIT offset

to the DIlV5

OCC/APjN reminds the Comnnission that AEP-Oluds

distribution rate case was resolved by Stipulation and the

Stipulation does not i,nclude any provision for AEl'-Ohio to

adjust the revenue credit to customers contun,gent 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 sp"McaBY
provides AEP-ahio the opporkunity to withdraw from the

Stipulation if the Commission materially modifies the DIR in

this proceeding. Finatly, OCC/ AP1N asserts that AF.P-C)hio

was the drafw of the Uistribution Rate Case Stipulation and,

pursuant to Ohio law, any ambiguities in the document must

be construed against the dratting party

The Commission oo£ ADl f ane the calculation of aincorporating the effects
revenue requirement and canrying charps in several
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proceedings. in regard
requirement for the DIP,
Opinion and C?rder:

to determination of the revenue
we emphasize, as we stated in the

The Commission finds that it is not appropriate to
establish the DIR rate xnechanisrn in a manner
wltich provides the Company with the benefit of
ratepayer supplied funds. Any benefits resulting
from ADIT shouid be reflected in the DIR

revenue requirement.

None of the argunnent.s made by AE1''Ohio convinces the
Comrnission that its decision in this instazme is unreasonable or
unlawful. As such, we deny AEP-Ohio's request for rehearing

of titis issue.

(49) Kroger contends that the Opinion and Order notes, but does
not direcdy address or incorporate, Rroger's argvment not to
conmbme the UIR for the C5P 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 wfu ultixnately rerluireone rate zone to subsir3ize
the costs of service for the other. Kroger requests that the
Comnnission grant rehearing and reverse its decision on this

issue.

AEP-Ohio oppose.s Kroger's request to maintain separate DIR
rates and accounts for each rate zone. AEP-Ohio argues that
the Commisdon specif'ically noted and expiained why certain
rider rates were being malntained separately. Given that ABP-
©hio's merger application was approved, AEP'ahio states that
it is unreasanable for the Company to establish separate

accounts for the DIR.

The Comaiission notes that the DIR is a new plan approved by
the Connmission in the ESP and the distribution investment
plan will take into consideration the service needs of the AEP-
{?hio as a whole. Kroger's request to establzsh separate and
distinct DIR accounts and rates would result in mairftaming
and essentiaIIy continuing CSP and OP as separate entities.
ICxoger has not provided the Comtnission with sufficient
justification to continue the distinckion between the rate zones
or demonstrated any ustreasonable disadvantage or burden to
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either rate zone. The focus of the DIR wi11 be on repiaring

infrastructure, irrespective of rate zone, that will have the

greatest impact on improving reliability for custoxners. The

Comm,ission denies Kroger's request to reconsider adoptior, of

the DtR on a ra#e zone basis.

(50) OCC/ AFJN argue on rehearing that the Comrnission failed to
apply the appropriate statutory standard in Section
492g143(i3)(2)(h), Revised Code. As OCC/APJN interpret the
statute, it requires the Coalmission to detrmina tha.t utility
and custa3mex expectations are aligneci.

AEp-ahio retorts that OCC/ APJN ^hwapret that statute and
ignore the factual record in the case to make ^^ o asons
was already rejected by the Conumssi
that in their attempt to attack the C?pinion and Order,

pCC/APjN parsed words and oversimplified the purpose of

the statute.

The tpirtion and order discusses AEF-Uhro's reliability
eXp2CtattortS and CtLStOTtltr expectations as well as
pCC/AP`jN's interpretation of the requirements of Section
4928.243(B)(2)(h), Revised Code.6 OCC/ APJN claim that the
statutory requirement is that customer and etectric distribution
utelity expectations be aligned at the present time. We reject
their claim that the Cpinion and Order focused on a forward-
Iooking statutory standard and, therefore, did not̂̂  ^^^
standard set forth in Section 49?a8.143(B)( Kh)
The Commission interprets Section 4928.143(B)(2)(h), Revised
Code, to require the Comxnission to exarnine the utifitq's
reliability and detemvne that customer expectations and

-electric distribution utility mcpwm ttons are aii$ned to approve
an energy deiiverry infrastructure modernization plan. The key
for the Commission is not, as OCC/Af'jN assert, to find tiia.t
customer and utiiity expectations were aligned, are currently
aiigned or will be aligned in the future but to maintain, to sorne
degree, the reasonable akigruieent of customer and utility
expectaiions continuously. As noted in the Opinion and Order,
and m OCC/ APKs brief, over 70 percent of customers do not
believe #heir electric service reliability expectations wi31
increase and approximately 20 percent of customers expect

-47-

36 opinion a:+d Qrder at 4247.



11-346-BL-SSC3, et al.

their service reliability expectations to ixtcrease. AEP-t3hio
emphasized aging utility inixastructure and the Commission
expects that aging utility infrastructure increases outages and
resutts in the eroding of service re3iabiIi.ty. The Commnaission
found it rXecessary to adopt the DIR to maintain utility
reliability as well as to maintain the general alignm.ent of
customer and utility service expectations. Thus, the

Commission rejects the arguments of OCCJAPIN and denies

the request for rehearing.

(51) pCC f APjN also assert that the DIR component of the Opinion
and Order violates the requirements of Seckion 4903.09, Revised
Code, because it did not address Staff`s request for details on
the DIR plan. In addition, C1CC/AI.'IN contend that the
Opinion and Order failed to address details about the DIR plan
as raised by Staff, inciuding quantity of assets, cost for each

asset class, ]nL.'1'eYYlental costs and eXpCCted illlprovelnent ln

reliability.

We disagree. The Opinion and Order specifically directed
AEP-Ohio to work with Staff to develop the plm to focus
spending where it wi11 have the greatest impact and quantify
reliability im.provements expected, to ensure no doubte
recovery, and to include a dernonstxation of DIR expenditures
over projected expenditures and recent spending Ievels -7
Therefore, we also deny this aspect of OCC/ AF'TN's request for
rehearing of the Opinion and Order. FinaUy, the Commission
cL-irifies that the DIR quarterly updates shall be due, as
proposed by Staff withess Mi.Carter, on June 30, September 30,
December 30 and May 18, with the finai ffting due May 31,
2015, and the DIR qua=terly rate sha}1 be effective, uniess
suspended by the Commission, 60 days after the DIR update is

filed.

(52) QCC/ APJN contend that in irheir initial brief they argued that
adoption of the DIR would impact customer affordabidtY
without the benefit of a cost benefit analysiOB With the

adoption of the DIR, OCC/APIN reason that the fJpirdon and

Order did not address customer affordabitity in light of the
state poiicies set forth in Section 4928.02, Revised Code, and,
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therefare, the Qpir+ion and Order violates Section 4903 01,

Revised Code.

We reject the attempt by OCC/A1']N to focus exclusively on

the DIR as the component of the ESP that must support
selective state policies. Firsk, we note that the Ohio Supreme

Court has ruled that the policies set forth in Section 4928.OZ

Revised Code, do not impose strict requirements on any given
program but simply expresses state policy and function as
gnideli^es for the Commission to weigh in evaluating ut9lity

Noneth+eless, we note that the ESP mitigatesproPosals.59
customer rate intreases in several respects. The provisions of

which serve to mitigate eustomer rate increases include, but are

not limited to, stabilizing base Seneration rates until the auction
process is impternented, June 1, 2015; requiring that a greater
percentage of AEP-Ohio's standard service offer load be
prvcured through auction sooner than proposed in the
application; continuance of the gridSMART project so that
more customers witi bene#ft from the use of various
technologies to allow customers to better control their energy
cOrisumption and costs; and developing electronic system
improvements to facilitate nnore retail competition in the AEP-

Ohio service area. Thus, while ^liabieoand efficient retail
supports the state policy to ensure
electric service to consumers in AEP-C?liio service territory, the

above noted provisions of the approved FSP serve not ornly to
mitigate the bili impact for at-risk consunters but all AEP-Ohio
consumers. On that basis, the Opisdon and Order supports the

state policies set forth in Section 4928.02, Revased 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.

X1I. PHASE-IN RECIJVERY RIDER

(53) iEU asserts that the Opini.on and Order is urlawf'ul 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 pru,ciples,
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and violated IEU's due process by apprpving the PIltR without

an evidentiary hearing•

AEP.t3hio offers that IEU's clainu ignore that the deferred fuel
expenses were established pursuant to the Cammission'sCtide, in the
authority under Section 492614^, Revised The ESP I
Company's prior ESP Qpi^on and Order. when
proceeding afforded TEU, and other parties due proc^
this component of the ESP was established. The PurP°se of the

P1RR Case is to establish the recovery n►echanism via a non-

bl'passable surcharge. AEP-oliio argues that the ESP 1 order is
final and nonappealable on this issue. AII!'-41kio noles that
the Supreme Court of Oluo has • held that there is no
constitntional right to a hearing in rate-related matters if na
statutory right to a hearing exists-60 AEP'Chio concludes that
hearing was not required to implement the P1R.R mechanism-

as to IEU's ADIT related objections to the C>p^on
5pecifacaUy has made these
and Order, A^'-'^"^^o contends that IFU
^gt^ments numerous times and the doctrine of res judicata

estops IEU from continuing to make this argument sl

The Commission notes as a part of the F5P 1 proceeding
► an

evidentsary hearing was held on the application and the

Comntission approved the establishment of a^ rest
#o consist of accrued deferred fuel expen^es, including hearing

in the E,SP 1 evidentiary
^ was an active participant
and was afforded the opportwnity to exercise its due process
rights. Iiowever, there is tio statutDr'y requirement for a

hearing on the application to initiate ^^I ^^ ^f the
recover the rega.tatory asse appr In^eged persons were
ESP i order, as ^ cl^' .^ submit cornments and
nonetheless afforded an opP°^ s,PPlication. IPU was
reply comments on the Company and submitted cornrnents
also an intervener in the PIRR Case as AEP-Ohio
and reply comments. The Cornmission agree5,

states, that IEU and other parties a v ^et of tax es^. ^The
that deferred fuel expenses sh
issue was raised but rejected by the

Cvmn-dsgon in the ESP 1

proceeding and the issue was raised, rec ^^ ^in
and

ion a^ndrejected by the Con^urnission in the PIRR

----------------
{s0 v. Pub titit. Cotram. (1934), 70 ohio St3d ^. 856 N.E.2d 213.

^us^et^` Coc^aaset
61 o^'ia of

the Cvnsut,rs' Coui+set v. Pub. UteI Comrn. (1L984).16 st 3d9.
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Order and the Fifth Entry on Rehearing. The Comnnission
finds, as it relates to the PIRR, that the issues in this modified
ESP 2 proceedings were appropriately limited to the merger of
the PIRR. rates and the effective date for collection of the PIRR
rates. IEU has been afforded an opportuity to present its
position in both the ESP 1 and PIRR proceedings and, as such,
there is no need to reconsider the matter as a part of this
prmeedmg. Accordingly, we deny iEU's request for rehearing

of the issue.

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

the extent that it approves the request to. merge the CSP and OP

rates for several of the other riders under consideration in the
SSP application but maintained separate PIRR riders for the

CSP and OF rate zones. OCC/ APJIV emphasize that the

Stipulation initially filed in this proceeding advocated the
merger of the PIItR rates and in the December 14, 2011,
Opinion and Order the Cornmission approved the merger of
the rates. The Commissaon's decision not to merge the C`.SP and

OP PIRR rates, according to OCC/APjN, is arevaTal of its

earlier ruling on the same issue without the justification

required pursuant to Section 4903.09, Revised Code.

OEG notes that contiGnuing to maantai ►n separate FAC and PIRR

rates for each of the rate zones will cause the need to conduct
two separate specific energy-only auctions since the price to
beat is different for each rate zone. OEG offers that one way for
the Conlmission to addxess the 3asues raised^onFAare e ^ gP^

FAC and PIRR, is to immediately merge

rates.

As OCC/APjN explain, the Comgnission approved without
xnodification, the merger of the PIRR rider rates. However, the
Comniission subsequently rejected the Stipulation on
rehearing. The Cornmission notes that in regard to the FAC,
the vast majority of deferred fuel expenses wexe incurred by
OP rate zone customers, and a significant portion of the
deferred fuel expense of former C5P custorners was recovered
through SEET evaluations. Upon fuErther consideration of the
PIRR and FAC rates issues, the Conrnmission has determined
that maintaining separate rates for the OP and C'SP rate zones,
given the significant difference in the outstanding deferred fuel
eacpetses per rate zone, is reasonable, as discussed in the
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Opinion and Order and advocated by .IEL3' and Ormet.
Accordingly, the Commission aff'irms its decision and denies
OCC/APjN's request for rehearing as to the merger of the

PIRR rates.

(55) OEG expresses concern that the PIRR rates will be in effect
until December 31, 2018, whiie the FAC rate will expire with
this ESP on May 31, 2015. OEG reasons that as of June 1, 2015,
the rates for energy and capaaty will be the same for OP and
CSP rate zones. OEG requests that the Commission clarify that
it is not precluding the merging of the PIRR rates after the
current ESP expires. OEG reasons that merging the FAC and
PIRR rates for each rate zone would reduce the administraEtive
complexity and burden, increase efficiency, and align the
structore of the FAC and PIRR with the other AEP Uhio rider

rates.

SimpliEication of the auction process for auction participants
does not justity ignoring the deferred fuel expertse balance
incurred for the benefit of OP custoaiers at the expernse of CSP
customers. The Commission will continue to morntor AEP
Ohio's outstaanding deferred fuel expense balance and may
reconsider its decision on the merger of the PIRR and FAC
rates. However, at this tixne, 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. n1,^PGY EFFICIENCY AND PEAK DEMAND REDUC"TI01`^1 RIDER

(56) OCC/ APJN offer that the Commission adversely affected the
rights of the signatory parties to the EE/PDR Stipulation in
Cm No.11-55b8-EGPOR et aL 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
zozes after the merger of CSP and OP.

AEP-Ohio reasons that OCC/ APTNs argument to maintain

separate EE/PDR rates is without merit and notes that the
Coxnm'sssion specifically stated that tariff arnerdments, as a
result of the merger, would be reviewed and rate matters
resolved in this proceeding.62 AEP-Ohio supports the
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62 In ne AEP-Ohio. Case No.10-2376-EL-UNC, Entry at 7(Much 7. 2022).



11-346-EL-S5O, et al.

Commission's decision and asks that the Commission deny ihis
request for rehearing

In light of the fact that the Commitssion reaffirmed AEP-Ohio's

merger on March 7, 2012, OCC/APIN should have been aware

of the C.ommission`s plan to consider the merging of CSP and
OP rates as part of the ESP proceeding. Further, the
Commission notes that nothing in the EE/PDR Stipulation or
the Opinion and Order approving, the Stipulatio ^^

a^ssertions of OCC/ APJN that the paxties expe^d the
of CSP andrates to be separately mai^.ttained after the merger

OP. In addition, OCC/APJN assert in their application for
rehearxng that comb'sning the EE/PDR rates prevents the
patties from receiving the benefit of the bargain reached in the
EE/PDR Stipnlation. We therefore deny the request for

rehearing.

.7CIV. OIDSMART

(57) A.EI'..Ohio asserts that the CornmiSsion's failnre to establish a
finai reconciliation and trae-up for the gridSMART rider which
will expire prior to or in conjunction with the end of this F.SP
term, May 31, 2015, was nnreasonable.

We grant AEI'-Ohio's request for rehearing. Accordirtgly, the
Comnv.ssion clarifies and directs that within 90 days after the
expiration of this EsSP 2, AEP Ohio sliall. make a filing with the
Co- nvmission for review and reconciliation of the final year of
the Mase I gridSMART rider.

XV. ECONOMIC DEVEtAP,;^F.NT RIDER

(58) OCC/APJN renew their request on rehearing that the
Cosmnission Order AEP-4hio shareholders nmaintain the
Partriership with Ohio (PWO) fund at $5 miliion per year and
to designate $2 milizon for the Neighbor-to-Neighbor program-
OCC/A,pTN argue that the Commission's failure to address
their request to fund the PWO and Neighbor-to-Neighlaor
funds, withacrt expianation 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 of the fact that the Opinion
and thder directed the Companies to reinstate the Ohio
Growth Fund. OCC/.APJN note that the Commission ordered
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the funding of the C7hio Growth Fund in its^ December
that the at-

risk

order population the Stipulation. OCC/ API argue
apulation is also facing extenuating economic

c;rc^ances, particularly in southeast Ohio to
Oliio. OCC/AP3i'`T offer that at risk populatiorts
protected pursuant to the poiicy set forth in Section 4928.02(t.),

Revised Code.

The Commission notes ftt provisions were made for the PWO

to the benefit of residential and low-ima ^^O fund
of the Comgany's distribution rate case•
directl,y supports iow income tesider<taal customers wrth bill
payment assistatce• The Comm-ission concluded, therefore,
that the #unding in the distn'bation rate prcxeeding was
adequate and additional fundmg of the PW© fund, as
requested by OCC/APJN was eumecessary. However, as not.ed
in the opinion and Order, the Ghio Growth Fund, "creates
private sector economic development resources to support and
work in coryunction with other resvurm to attract new
investrnent and ixnprove job growth in atio" ta support Ohio's
economy. For these reasaar ►s, the ComniWion did not revise the
Opinion and Order and we deny OCC/APjN's application for

rehearing.

?M. ^ GE RECOVERY ^CHANLSM

(59) In its applira#on #or rehearing, p,EP.phio suggests that the
Connmission darYy that, under the storm daaznage recovery
^-dsiKg December 31 fWMg procedure, a catoff of

September 30 be established for all expenses incun'ed. AEf''
Ohio opines that the clarifration woutd allow any qualifying

expe.nses that occur aftex Septermbex 30 o€ each year to be added

to the deferral balance and carried forward. AEP-t?hio notes
that absent a cut off date, if an incident occurs labe in the
reporting year, "penses may not be accounted for at the time

of the December 31 filing.

In its memorandum contra, OCC/ AA1'jN poimt out that AEP
Oltio's request for clarificaiion would result u^•d
ac^uing carrying costs for any costs that may
between October 1 and December 31. As an alternative,

^ snd Order at ^, 9^9eCe^^ 14. 2011).

^ atr riC tgEP-0llfor C^' NO.11,353 EL-Altt, Op au^ .
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OCC/ APjN
suggest the Convnission consider a provision

allowing AEP-C7hio
to amend its filing up to 90 days after the

December 31 deadline to include any storm costs from the
rnonth of December that wexe not irirluded in the original

filing.

The Co.unission finds that AEP-011i4's appiication for

rebearing should be granted. We believe i^^t p^ zrt o t^

account for any exper^as that may
December 31 fiiing, however, we are ats° d over
C?CC/APJN's ^concern about carrying cosks being .
a three-month period as a result of AEP-0hio`$

request

Accordingly,
we find that under the staarn 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 notificatson to the Commission in its

December 31 filing, amend the filing to ins3ude all imarred

costs witbin 30 days of the December 31 fisting.

r^FNRRAT'IQN RESOURCE^XVII.

(60) FES and IEU argue, as each did in their respecbve briefs, that
the dictates of Secti.ons 4928.143(B) and 4928.€4(E}. Revised

b^ ^der.
Code, require the GRR established ^g on the a

bypassable
of

FE9, IEU and OCC/APJN 9 uirements of
the GRR on the basis that ^ the ^^ r^
Section 4928.143{li)(2)(c), Revised Code, have not been met as a
part of tWs ESP. FM contends trat 5ections 4928.143(B)(2)(c)
and 4928.64(E), Revised Code, are irreconcilable and the
specialized provision of Section 4928.64, Revised Code,
prevaiEts. OCC/ AI'JN adds that the Commission'g cmettion of

the GRR, even at zero, abrogated C)hio law. For these reasons,
Fffi, IEU, and pCC/ApJN submit that the GRR is unseasonable

and unla►wfnl.

Each of the above-noted requests for rehearing as to the GRR
mechanism was previously considered by the Conwission and

uuon and Order. Nothin.g offered in the
rejected in the Up. .
applications for rehearing pe^^+des the Comnnission tiat the
ppinion and Order is unreasonable e5 ^^^ ^f the GRR

ly,

the applications for rehearing
are denied. Further, the CommisSfon notes that we recently
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concluded that AEP-ohio and Staff failed to make the requisite

demonstration of need for the Tumdng Point project."

(61) IEU argues that the language in Section 4928.06(A), Revised

Code, inmoses a duty on the Commission to ensure that the

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

e#fectuated. Elyria Foundry v. Putrtic i.ttit. Cornm.,114 Ohio St3d.

305 (20d'7). IEU contends the adoption of the GRR violates state

policy and conflicts with the Capadty Order, in which where

the Comtnission dewavned that market based capacity pricing
will stunulate true competition among suppliers in AEP-Ohio's
service territory and incent shopping, thus, implicitly rejecting
that above-market pricing is compatible with Sectfon 4928.02,

Revised Code65

The Com.mission notes that the Snpmme Court of Cluo

determined that the policies set forth in Section 4328.02,
Revised Code, do not impose stxict requirernents on any grven
program but simply express state policy and function as
guidelines for the Commission to weigh in evaluating utility
proposals t6 IEU does not spec.ifica]Iy reference a particular
paragraph in Section 4928.02, Revised Code, supporting that
the GRR is unlawl,il. Nonetheless, the Commission reiterates,
as stated in the Opinion and Order, that AEP-'Ohio would be

required to shaze the benefits of the project with all customers,

shopping and non-shopping to advance the policies stated in
pazagraph (H), Section 4928.02. Revised Code.

XVIII. POO M DIFICATI{3N RIDER

(62) FES argues tiut the application did not include a description or
tamffs reflecting a P'TR and, accordingly, did not request a PTR
to be initially established at zero. p'PS submits that there is na
evidence and no justification presented in support of a PTR

and, therefore, the Cx ►mnussioes approval af the T'TR is

unreasonabie.

erroneous. AEP-OIu ci-5b-
AEF-0hio

responds. ^^e testimony of
misteadi

Nelson

64 In re AEP-Olsio, Case I4os.10-5o1 EtrFOR and 10502 8L-POR, f3pixuan and Order at 25-27 {]anuary 9,

2013). ^ a^d order at 23 Quly 2, 2i11Z).
65 Ir^ re AEP-O?Vfo, Case No.1a29Z9-EC,•UN^ +^p
66 In re Application of ColumBns Southera Pauur Co. et at.,128 O'hio St3d 512 , at 5?S, 2o11-OInio-1738.
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which included a complete description of the 1' TR. AEf'-dh'o

notes that the Conindsdonthe was a^-0^ asserts that
the PTR and approved request.
FES's claiTns do not provide a basis for rehearing.

FES's arguYnents as to the description of the PTR in the
application overlook the tesdrnony in the record and the
directives of the Conunission As specificaliy staioed in the
Opfnion and C)rder, reoovery under the PTR is contingent upon
the Commis.sion's review of an appiicaticm by the Con ►pany for

such costs and any recove yr under the PTR must be specificaily

authorized by the ConunissionR purthermore, the OPirdOn
and Order emphasized that if AII'-Uhio seeks recovery under
the PTR, it wiil mainlain the burden set forth in Secticm
4925.143, Revised Codefig Accordirtoy, the Commission denies

the request of FES for rehearing on this issue.

(63) IEU also submits that the PTR (as well as the capacity deferral
and RSR) viola.tea corporate separation requireaments in that it
operates to allow AEI'-Oliio to favor its afftliate and ignort^
strict separation between compeiitive and non-coxnpe^.̂.

geMces. specificauy, IEu contends that Section 492$.02(H),
Revised Code, prolu"bi#s the recovery of any generation-Teiated
cost through distribution or ixansmission rates after corporate

separation is effective.

We find that IEU made similar ax$uments as to generation
asset divestitnre. For the same reasons stated therein, the
CosNnission again denies IEU's requests for rehearing.

(64) tEU also contends that the PTR69 is unreasonable and uniawful
as its approval permits AEP'-ahio to recovery generation-
related transition revenue when the time pexiod rrecovery

fo 0such costs as passed, and where the CompanY agreed ^
recovery of setch costs in its Commissi ^^ ppY'oved settlement

of its electri,c transition plan (ET^ cases•

-57-

67 t}panioan and order at 49.

68 Id.

69 IEU raises fhe same argament as to the R.SR and the capacity charge`
Ohio Pouxr CornPaml fm A1^°^

^ in tht Maftar of !he ApplicQiians of Calumbus Soutl^errn Ponxr Correpuny

^

of T9uir Etacsrfc Transition Pfitns and far Recefpt of Transition Rcmties,'Case Mos. 99-1729-Et,-ETP and 99-

1?3aEL,ET'P, OPk+Ion and Order (.^̂eptember 2$, 2000)•
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As to IEU's claim that the PTR is undawful under the agreement
in the M'P cases, the Commissionn rejects thb argvmen . As we
stated in the Opinion and Order, approval of the PTR

znechanism does not ensure any recovery ^PT`Ro ifAt^s
Ohi►o can only pursue recovery under
Cornnussion modifies or amends its corporate separation plan,
filed in Case No.121226-EUUNC. (Corporate Separation Case),
as to divestiture of the generation assets only. Furkher, if the
conditions precedent for recovery under the PTR are met, AEP-
Ohio has the burden under Section 4928.143, Revised Code, to
dernonstrate that the Pool Agreement benefitted Ohio
ratepayers over the Iong-term, any PTR costs and/or revenues
were allocated to C7hio ratepayers, and that any costs were
prudently inxurred and reasonable.n IEU made substantiaIly
sianslaz rlaim regarding transition cost and the ETP cases in
the Capacity Case?2 The type of transition costs at issue in the
ETP cases are set forth in Section 4928.39, Revised Code. We
find that recovery for forgone revenue associated with the
termination of the Pool Agreement is permzssible 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 claizns as to the PTR. IBU's request for rehearing is

denied.

(65) FFS, IEU and OCC/ APJN reason that the Commission based its
approval of the PTR on 5ection 4928.143(B)(2)(h), Revised
Code, which applies only to distribution service and does not
inctude incentives for transitioning to the competitive market.
F'FS, IEU and OCC/APjN offer that the PTR is generation
based and has no relation to distribution seivic.e. Further, FFS
offers that by the time the AEP Pool terlninata, the generation
assets will be held by Affi'-Ot'io's generation affiliate and any
revenue loss experienced will be that of a competitive
generation provider. According to FES and OCC/ AP)N,
nothing in Section 4328.143(B)(2), Revised Code, or any other
provision of Ohio law, permits a competitive generation
provider to recover lost revenue or to incent the electric
distcibution utility to transition to maxket. Furthermore, FES

-58-

71 Upinum and Order at 49.
72 In re AEP-Ohfo, Case Na.1Q-2929-EL-UNC. C?Pinion and Order at (date).
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reasons that Section 4928.02{Ii). Revised Code, speci.fically

prohibits crosssC deothe Cc si+m to effectuate
4928.4b, Revised obligates
the state policies in Section 4928.02, Revised Code.

AEP-Obio replies that despite the clainms of FES, iEU and

CCCJAPJf`i, statutary authority exists for the adoption of the

PTIt falls under Section 4928.143(B)(2)(h) ► Revised Code, as the

Commi,ssion deterrnined in its Opinion and C}rder. The PTR, is
also authorized, according to AEP-t:)bio, under Section
4928143(B)(2)(d), Revissed Code. AEP-C3hio reasans that the
purpose of the Pool Agreement is to stabilize the rates af Ohio

customers, thus division (B)(2){d) of Section 4928.143. Revised

Code, aLso supports the recvvery of Paol Agreement cost. AEP

©hio states, in regards to the axpm►ent on cross-subsidies, that

a significant portion of AEP-4hio's revenues resWt from sales
of power to other AEP Pool members. With the termination of

the Pool Agreexnenfi, 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 zeasoning, AEP-0hio argues that the PTR is an
authorized component of an FSP and was concdY approved

by the Connnaassior ►.

The Comrnission notes that the Opinion and Order specifically
Iimited AEP-Uhio's right ta recover under the PTR, only in the
event tliis Commission modified or amended its corporate
separatim plan as to the divegtiture of its generation assets.73

The Opinion and Order also dxrected, subject to the approval of
•the corporate wparation plan, that' AEP-Uhfo divest its

generation assets from its eiectric distribution utility assets bY
transfer to its generation af€'iliate-74 Further by Finding and

Order issued on October 17. 2012, in the Corporate Separation

Case, AEI"-aDhio was granted approval to amend its corporate
separation plan to reflect fvll structuxal corporate separation
and to transfer its generation assets to its generation a#fiizabe.
Applications for rehearing of the Fhuitng and Order in the
Corporate Separation Case were hmeZy filed and the
Commission`s decision on the applications is curren#iy
pending. 'i'he Commission reasons, however, that if we affirm

-a9-

73 0pWon and Order at 49.
74 Id. at5o.



11-346EL-SSO, et al•

our decision on rehearing, as to the divestiture of the
generation assets, AEl'-0hia has no basis to pursue recovery

under the PTR.

Nonetheless, we grarnt 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 i''Z'R.75 The

termination of the Pool Agreement is a pre"requisite to AEP
Ohia's transition to full strucorporatera aration and
AEP-Oluo"s move to frtxll structural separation

providers securing capacity in the market, the number of

service offers for SSO cust;omers and shopping customers will
iikely increase and improve. On that basis, Wrmination of the
Pool Agreennent is key to the establishment of effective
competition and authornzed under the temns of Secti.on
4928.143(B)(2)(d)• Revised Code. We are not dissuaded from

this position by the daims of OCCJAPIN and FES. As

OCCC/ APJN correctly assert, revenues received as a result of
the Poo1 Agreement are r'°# reco8nized in the determination of
significantly excessive ea^rnings. However, OCC j APJN fails to

recognizre that the language of Section 4428.143(1r'), Revised
Code, specificaily exclude such revenue. We also note, that
while effective competidon is indeed the goal of the

Comrruasion, Section 4928.02(H), Revised Code, does not
strictly prohi'bit cross-subsidiwtion. The Ohio Supreme Court
has ruled that the policies set forth in 5ection 4928.OZ Revised
Code, do not impose strict reguirea ►ents on any given Pog

but simply express state policy and function as guidelines for

#he Cot^nission to weigh in evaluating utility pr p

(66) IEU c].auns that Section 4928.06, Revised Code, raises the state

policies set forth in Section 4928.02, Revised Code, to

requirements. Ety►ia Foundry v. Public Lltii. Comm., 114 Ohio
St.3d 305 (2001). We note, that more recently, the Ohio
Supreme Court deterntined ftt the poiicies set forth in Section

-5{!-

75 Section 4928.143(8)C2xd), Rwmd Code, states:

Teraes, conditians, or charges relating to Hmttadons on customer st
►opping for relaii electric

get^eration service, bypassabiltily, standby, back-up, or supplernentat pawer service, deEault
service, cany+stig costs, amoxtization periods, and eccouating or de#ecra^s, ixuiudiisg futnre
recoverp o# such deferrats, as would Tnave the effect of stabilizing or 'pi'ovidin8 Certainty

reguding retail electr#c servim
76 Ie, re Appticution of CoIumbus SoutFxrn Posaer Co, et ai.,12S Ohio St.3d 512, at 525. 2t}11-C7bio-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 g^xidelines for the Cornmission to weigh in
evaluating c^tility proposals.n' Consistent with the Court's
ruling we approved the esfiablishmerd of the PTR sub^ct to the
Company making a subsequent filing for the Conmc ►ission s

review including the effectuation of state policies-

XIX. GEN^^ AT[ON A^^SET F1IyE_^^^

(67) In its application for rehearing, AEP-Ohto asserts that the
ComimaWon should •have approved the corporate sepazation
appUcation at the same tune that it issued the C?pinion and
Order or rnade approval of the fJpinian and Order contingent
on approval of the Company's corporateseparatim-0^o ^P

^esatlsat
filed in Corporate Separation Case.
struchiral corporate separation is a critical component of the
ESP which is necessary for AEP-C?hio to transition to
impiementing an auction ba,sed SSO. Thus. AII'Ahio requests
that the Comrnission clarify on rehearing, that the ESP will not
be effective until the Commission approves AEP-0hio's

corporate separation application.

The Opinion and Order was issued August 8, 2022. The order
in AEP-Ohio's Corporate Separatim Cm was issued October
17 , 2412, approving the corporate separation plan subject to
certain conditions. The Conunission denies AEi'-©hio's
request to make the ESP effective upon the approval of the
corporate separation plan AEP-Ohio had the option of
designing its modified ESP application to inco.r^rate its
Cor'parate separation plan or to timely request consolidation of
the Corporate Separatxon Case and the ESP cases. AEP-01aio
did not undertake either option. Furthermore, the rates and
tariffs in cornpiiance with the tapinion and Order were
approved and have been efferkive sime the first bilting cpcle of
September 2012. Accordingly, it would be unreaso daie^ t̂ `

hde

^.u^fais to ^ ation case wasseparation approved. AEP-Ohio's request

for rehearing is denied.

-G1-

77 in re Apptfratiorc of Codumbus SoulharK Power Co. et at.,1?,B Ub'so'Sf.3d 512, at S25AAii-Ohio-1738.
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(68) IEU argues that the Opinion and Order is un3awful and

unreasanabSe to the extent that the Commission approved the
conditional transfez of the generation assets without
determining that thf.' transfer complied with Sections 492817,
4928.0Z, and 4928.18(B), Revised Code, and Chapter 4941:1-37,

O.A.C.

As we previousty- acknowledged, AEP-Ohio did not request
that the Corporate Separation Case and the FSP proceedings be
consolidated. Therefoxe, as was noted in the Opinion and
Order, the primary considerations in the ESP proceeding was
how the divestiture of the generation assets and the agreement
between AEP-Ohio and its generation affiliate would impact
SSO rates and custorners• 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 subseciuent to the Opinion and Order in this
m,atter. As the issues raised by IEU have subsequently been
addressedf we deny the request for rehearing.

(69) AEP-Ohio also requests that the Commission reconsider and
modify the directives as to the pollution control revenue bonds
(FCRB). AEP-Ohio requests that, at a nnitziwnum, the
Commission clartEy that the 90-day filing be limited to a
demonstration that AEP-Ohio customers bave not and will not
incur any additional costs caused by corporate separadon, and
that the hold hartmless obligation patmm to the additionai
costs caused by corporate separation. AEP,Ohio requests
pernv.ssion 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. AEl'-O1uo
suggest that the PCRBs be retained by AEP-Ohiio until their
respective tender dates and transfer the 19abilities to its
generation affiliate with inter-company notes during the period
between closing of corporate separation and the respective
tender dates of the PCRB. AEP-Ohio attests that either option
offered would not cause customers to incv.r any additional
costs that could arise from corporate separation and eliminate
the need for any 90-day filing.

.62-

We grant rehearing on the issue of the PCRB to clarify and

reiterate, consistent with the Commission's decision in the
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Corporate Sepaazation Case, that ratepayers be held harrniess.
In the Corporate Separation Case, in recognition of the
Company's request for rehearing in this matbPx and as a
condition of corporate separation, the Commission directed the
Company utilize an intercompany note between AEP-Mio and
its generation affiliate wherein AEP-Ohio could retain the
PCRB and avoid any burden on A,EI'-Qhio EDU ratepayers?$
Thus, with the Conunission's decision in the Corporate
Separation Case, the 9Q-day filing previously ordered in this
proceeding was no longer necessaiy. -

(70) IEU argues that the Opizzion and Order is unreasonable and
unlawful as it allows AEP-Ohio, the electric distribution utility,
to evade strict separation between competitive and non-
cornpetitive services and, as such insulates AEF-C)
generation affiliate, in violation of Section 4928.17 A)(3),
Revised, Code, affording its gerneration affiliate an undue
preference or advantage. Similarly, } FES argues that the
Opinion and Order, to the extent that it permits AEP-Uhio, to
pass revenue to AEP-C3hio s generation affdiate, violates
Section 4928.243(B)(2){a}, Revised Code, as the statute requires
that any cost recovered be prudently incurred, including
purcbased power acquired from an affi3iate. According to FEfi,
the record evidence demonstrates that the capacity 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-C?hio's generation affiliate or
considered options available in the competitive market As to
the pass-tlvough of generation based revenues frorn S5C)
custc,mers, FES claims there is no record evidence to support an
"arbitrary" price for energy and capacity from SSO customers.
FFS asserts that AEP-C)hio'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.

Fuially, IEU, Fba, and OCC/APAC submits that the pass-

through of revenues from AEPOhio to its generation affiliate,

-b3-

7a Ia re Ohio Parrxr Compnty. Case No.12-112trEirilNC. 6rder at 17-18 (OcWba 47, 2012).
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violates the state policy set forth in Section 4928.02(H), Revised

Code.

AE'P.Ohio replies that AEP-Ohio is a captive seller of capacity
to support shopping load under its FRR obiigations and is
required to f ulfill that obligation during the term of this ESP
after corpoarate sepaazation. AEP-Ohio states four primary
reasons why paymen#s to its generation affiliate are not illegal
cross subsidies and should be passed to its geneYation affiiiate
after corporate separation during tlds FSP. First, the
C^''n'ission approved fiu ►.ctionai separation and AEPrClhio is

Secand, during apxesently a veracally-integrated utility.
portion of the term of t.hls E5P, A8P-Ohio wiil be legally,
structurally separated but remain obligated to provide SSO
service at the tariff rates for the full term of the ESP. Third,
after corporate separation, AEP-Ohio's generation affiliate will
be obligated to support SSO sawice (energy and capacity) and
AEF..Uhio reascros it is oniy appropriate that its generation
affiliate receive the same generation revenue streams agreed to
by AEP--0hio for such service. Finally, there vrrill be an SSC)
agreement between AgP-Ohio and its generation affiliate for
the services, which is subject to the juxisdiction and approval
by the Federat Energy Regulatory Commission (FERC).
Pwrdietmore, AEPAhio warns that without the generation
revenues the arrangement between AEP-C)hio and iia
generation affil.iate witl not take place. AEP-Ohio also notes
that FES has supported this approach on behalf of the First
Energy operating companies for several yearsa AII'-OIuo
conciudes that the interveners' cross-subsidy argurnents are not

a basis for reliearing.

Pirst; as we have noted at • other fties in this Entry on
Rehearing, the Ohio Suprexne Court has ruled that the policies
set forth in aection 4928.02, Revised Code, do not impose strict

requirements on any given program but simply expresses state
policy and function as guidelkm for the Commission to weigh

in evaluating utility proposals74

The Comaussion recentty approved AEP-Oiiio's application for
stucturai corporate separation to facilitate the Company's
transition to a competitive maz'iCet. Given that the term of this

-64-

79 In re Apptitadon of Columbns Sautherrc Paurer Co. et aY..128 ®Isio St.3d 512, at 525, 2012-0hfc-1788.
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ESP, corporate separation of the generation assets, and AEP-

Ohio's FRR obligatiorrs are not aligned, in the Opinion and

Order the Cornmission recoggnized that revenues previously

paid to AEF-Obio for g,,r̂p service will be paid to its generation

affiliate for the services provided. However, while we believe

it is appropriate and reasonable for revenues to pass ttuu AEP-

Ohio to its generstion affiliate for the services provided by no

means wiU we ignore Section 4928.143(B)(2)(a), Revised Code.

The costs incurred by AEP-O1uo for SSO service wd1 be

evaluated for prudence as a part of AEP-Ohia s

FAC/Alternat►ve Energy Rider audit. None of the arguments

presented by FES, IEU or OCC/ APjN convince the
Commission that this decision is unreasvnable or unlawful and,

tt►erefrnre, we deny the requests for rehearing of thia issue.

It is, therefore,

-G5-

t]RDERED, That Duke's motion to fde xnemorandum contra instanter is granted. it

is, further,

ORDERED, That Krcmgees request to withdraw its reply memorandum filed on

Septernber 24, 20't2, is ggranted. Ft is, further,

ORDERED, 'Fhat AEP^Ohio's motion to consolidate is moot. It is, further,

ORDERED,'I7iat QCC/AI'Ks 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 Coaunission's August 8, 2012,
Opinion and Order, be denied, in part, and granted, in party 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 zecrnd.

THE PUBuC UT'1LITIES CiDNfMISSIUN OF OHI(3

Todd hter. Ch^rman

..."

D. Lesser Andre T. Porter

7 Lmaby

GNS/j1"r'!vrm

Entered in the joum,al
jM 3a203

rc)rKrfrJ

Barcy F. McNeal
Seaetary
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BEFORE

THE PUBLIC iJTILITIES CONiNIISSION OF OHiO

In the Matter of the ApplicatiQn of
Columbus Southern Power Company ard
Ohio Power Company for Authority to
Establish aStancLard Service Offer Pursuant
to Section 4928.143, Revised Code, in the
Porm of an Electric Security Pian.

1
)
)
j
}
^

Case No.11-346-EL-SSO
Case No.11-348-EI-SSO

In the Matter of the Application of ) No. i1-349-EL-AAM
Columbus Southem Power Company and ) Case
Ohio Power Coatpany for Approval of ) Case No.11-350-EI-AAM
Catain Accounting Authority. )

SECONp ERT'TRY ON REHEAR^?► _..^

The Commission finds.

(1) On March 30, 2022, Ohio Power Cocnpany (AEP-Ohio) filed an
applicaiion for a standard service offer, in the form of an
electric security plan (ESP), in accordazice with Section

4928.143, Revised Code.

(2)

(3)

On Augnst 8, 2012, the Commission issned its Opinion and
Order, approv'ing AEP-0do's proposed ESP, with certain

modifications (Order). Fcrrther, the August 8 Order dhecW
AEP-Ohia to file proposed final tariffs consistent with the
C)piuiion and Order by August 16, 2012

On August 16, 2012, AEPWOhio submifited its proposed
compi.iame rates and tariffs to be effective as of the first billing
cycle of September 2012. By entry issued on August 22, 2012,
the Cornmission approved the proposed tariffs and rates to be
effective with the first billing cyde of Septembex 2012.

(4) Pursuant to Section 490310, Revised Code, anY PaAY Wh° Ila$
entered an appearance in a Commission proceeding rnay aPPiY
for rehearing with respect to arry rnatta' c3eteffnined by the
Convmissicm, within'.f0 days of the entry of the order upon the
Conzmission's journal-

(5) Oct, September 7, 2012, AEP-Ohio, The Kroger Cnmpany, Orrnet
Prim.ary Aluminum Corporation, Indusftia.t Energy Users-Ohio
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(6)

(7)

tIEU}, Retail Fnergy Supply Assodati.on, OMA Ene'g3' Gr°up
(pMAhG) and the Ohio Hospital Association (OHA), the Ohio
Energy Group (t?EG}, FiYstEnex'gy Solutioris Corparation MI5),
jointly by The Ohio Association of School Business Officials,
The Ohio School Boards Association, The Buckeye Association
of School Administrators, and The Ohio 5chools^CoO^o
(collectively the Ohio Schools), and jointly bY

Cord=ers► Counsel(OCC} and Appalachian Peace and Justice
Network filed applications for reheaaring (f the Commission's

variOusAugust 8, 2012 Order. Memoranda +^^ ^e Energy
applications for rehearing were filed j' y'^Y
Ohio, Irrc. and Duke Energy Commercial Asset ^S ^ o
Inc., FBS, OCCIAP^jN. IEU, OMAEGJOHA.
Schools, and AFY-Oh1.O on September 17r 2M2.

gy entry dated October derati 2n of. the ^ iSP^
rehearing for further consi the Order.
the applications for rehearin8 of

on January 30, 2013, the Commission issued its Entry on
Rehearing addressing the merits of the various aPplica'tions for

rehear3ng Qanuaz'y 30 FAR).

OCC and IEU filed applicatioxis for
(8} On March 1, 2^'i3,

rehearing of the january 30 EOR, 4n March 11, 2013, AEP-

Ohio filed a mern.orandum contra the apphcaiions for

rehearing.

(9) In its application for rehearinzg ► IEU mVes that Section

4928143(B)(2)(d), Revised Code, does not provide the
Commission authority to apprave AEP-Ohia s retail stabiIity
rider (RSR). Specifically, IEU states t13at the #act that the RSR

will result in a non-fuel ^^^ 497,8.143(B}^2 doeo'^^satisfy the requirements
Code, and the determinstion that the RSR provides certainty
and stability goes agamst the manifest weight of the evidence
in tfiis proceeding. TEU also poinYs out that the Commission

may not approve a riderthat a^ket ra^te off ^P to be less
favorable in the aggrega

AEP-Ohio responds that IEU raised similar argvments in its
first application for rehearing and fails to raise any new
arguments in itis second application for rehearing. AE£'-Ohio

-2-
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adds that IEU's interpretation of Section 4428.14W)(2)(d),

Revised Code, unnecessarily narrows the statute. In addition,

AEP-Ohio points out that IEU previously raised arguments

regarding the statutory test in its initial application for

rehearing and fail to provide any new arguments.

The C.ornmission finds tbat IEII fails to raise any new
argments for the Corcunission's consideration in its
application for rehearing. In both the order and the entry on
rehearing, the Commission detarmined that the RSR is justified
pursYx,ant to Section 4928143(B)(2)(d), Revised Code. (Order at
32 32: january 30 FAR at 15-16). Sinnilarly, IEU previously
raised its arguments pertaiNng to the statutory test, which the
Commission denied in the Januaiy 30 EDR Accord'utgly, IEi3`s
application for rehearing should be denied•

(1p) In its application for rehearutg, OCC claims that the
classification of the RSR as a c}wge related to default service is
not supported by the record, violating Section 4903.09 Revised

Code, and Section 4903.7 3. Revised Code.

In its memorandum contra, AEP-Ohio responds that the
Comrnis.sion clearly explained how the RSR fails into default
service, and adds that even one of OCC's witnesses agreed that
the RSR relates to AEP-4hio's generationrevenues.

The Cornmission finds OCC's assignment of error is without
merit and should be de^ued. In the entry on rehearing, the
--__Comnnission emphasirxd that the RSR zrieets the statutrny
criteria contained in Section 4928.143(6)(2)(d), Revised COde, as
it is a charge relating to default service that provides cerWiity
and stability for AEP-Ohio's customers. (january 30 EOR at 15-
16.) Specifically, the Coaumissfon explained that the RSR
allows for price certainty and shability for AEF-Ohio's standard
service offer (SSO) customers, which, is AE'P-Ohio`s default
service for customers who choose not to shop.

(Id.)

Accordingly, pCCs assignment of error should be rejected.

(11) In its application for rehearing, IEU claims that the customer
rate irnpact cap faits to identify the incurred costs that may be
deferred, but rather only provides that AEP-C?hio may defer
the difference in revenue as a result of the customer rate cap.
In addition, lEi.3 argues the Comaission should identify the

-3-
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specific carrying charges that will apply to the deferred
amount. IEU states that if the Cosnmission continues to
authorize the customer rate iznpact cap deferral, it should set
the level of the carrying charges on the deferral balance to a
reasonable levei be^low AEP-4hio's long or short term cost of

aebt.

Trt 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-0hi.o s
phase iu recovery rider. AFP-Uhio opines that the same
regvlatory 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.

The Comm=ssion finds that IEU's application for rehearing
shouid be denied, as the mstomer rate impact cap is
permissible pursutaitt to Section 4928.144, Revised Code.
Section 4928.144, Revised Code, provides the Commission with
discretion to establish a deferral fio ensure rate or price stab'slity
for customers, wbich the customer rate cap establishes by
limiting any cUstomer rate increases to no more than a 12-
percent increase. The Co:nrniasion determined this was
necessa,ry in its order, and emphasized it again in its entry on
rehearing. (Order at 70; January 30 EOR at 40). Further, the
entry on rehearizig clarified that AEP-Uiuo 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 shouid be set at AEP
ohio's long term cost of debt rate, as recovery of these costs are
not orily 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 ri.ders, consistent with Section
4928.144, Revised Code. Therefore, as the customer rate impact
cap complies with Section 4928.144. Revised Code, IFU's
arguments should be dismissed.

(12) IpU argues that the Cornntission cannot Iawfully 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
charge for the recovery of constnuction costs. Therefore,
according to IEU, there is no - basis under Section
4928.143(B)(2)(d), Revised Code, to approve the Pool
Terminatinn Rider (PTR).

AEP-C3hio notes that white Section 4428 S43(B)(2)(b) and (c),

Revisedd Code, specificallq require that the charges establisW
there under be nonbypassable, subdivision (d) contains no such
zequkeinent. AEP-Ohio reasons that Section 4926.143(B)(2)(d),
Revised Code, speciRcally grants the Conmnission the authority

to establish a non-bypassable charge as part of an ESP.

The Comm.ission finds that fEU's arguaEnent is without merit.
Sectian 4928.143(B)(2)(d), Revised Code, specifically permits
the Cornmission to consider the "bypassability" of the "[tlernns
conditions or charges relating to Iunitatf oos on customer
shopping for retail electric generation service ... as would have
the effect of stabilizing or providing certainty regarding retaii
electric service" as a cornponent of an E.SP. The Commission
interprets the Ianguage in this seckion 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 Convrussion failed to make the
necessary findings to dernonsiarate that the PTR would have the
effect of stabilizing or providing certainty reggar ding retail
electric service. IEU asserts that nothing in the record in this
case demonstrates that the Pool Agreement prevented an
auction fnr the provision of standard offer service (SBt)) and
did not have any bearing on the Conunission's conclusion irc
AEP-Ohio's Capacity C.ase 1 Accordingly, IEU reasons that
there is no basis for the Comn++smon to conclude that
terrnination of the Pool Agreement is "key ta the establishment
of effective competition." IEU reasserts that the PTR recovers
from retail customers lost wholesale Pool Agreement revenue
asyd, shifts AEP-Ohio's wholesale risks to retail customers.
Therefore, IEU submits that there is no basis for the
Comm.ission to find that the PTR has the effect of providing

_5-
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certainty or stability in the provision of retail electric service to

retail customers.

In its rnemorandum contra, AEP-Oitio submits that iEU's claim
that an increase in service offers is not equivalent to cextainty cu'
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 histflrically been to
stabilize rates for Ohio ratepayers and, on that basis, AEF-0hio
cWms that the PTR, therefore, quali$es as a charge that would
have the effect of stabilfzing or providing Certainty regarding
retad electric service in compliance with the requirements of
Section 4928.143(B)(2)(d), Revised Code. Further, AEP-Ohio
emphasizes the ratioriale offered in the August 8 Order, that
the PTR serves as an incentive for AEP-C7hio to move to a
competitive market to the benefit of its shopping and non-
shopping customers. Furtltermore, AEP-Ohio eacplains that the
rationale offered in the August 8 Order is cansistFnt with the
reasoning offered by the Commission in the January 30 EOR,
which is essentially that termihation of the Pool Agreement and
increases in service offers likely will promote price stabi3ity,
through the development of a more robust and transparent
retaii electric service market. With that understran.ding, AEP
Ohio reasons that the Commission properly determined that
Section 4928.143(B)(2)(d), Revised Code, authorizes the PTR
and adequately explained the basis for its decision.

_W_efin,d no merit in IEU's claims that the Convnzssion failed to
make the necessary findings to demonstrate that the PT`R
would have the effect of stabilizing or providing certainty
regarding retail electric service. While the Cornmission
reconsidered its statutory basis for approval of the PTR in the
January 30 EOR, the rationale for approval has not cbanged.
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 terznination of
the Pool Agreement" (Order at 49). The basis for Ohio electric
utilities tran.sitioning to a competitive market is to encourage
retail electric suppliers to pursue customms with a variety of
service offers. A competitive xnarket will ultimately result in
more offers for retail eleLtric service for shopping customers
and put pressure on AEP-Ohio to retain non-shopp9ng

-6-
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customers with better service offers. Nortetheless, the
Commission limited AEP-Ohio's right to recover under the

PTR (ja,nuary 30 EOR at !j9-60), and even assuming that the
conditions for pursuing recovery under the PTR were met,
AEp.Ohio mainbined the burden set forth in Section 4928.143,
Revised Code, to first fiie an application to "demonstrate the
extent to which the Pool Agreernent benefitted Oluo ratepayers
over the long-term and the extent to which the costs and/or
revenues should be allocated to Ohio ratepayeYS... that any
rerovery it seeks under the PTR is based upon costs which
were prudendy incurred and are reasonable" (Order at 49).
Thus, at #his junccure, the PTR has only been approved to
f acilitate the possibdity of recovery. The Conurussion finds
that the rationale previously offered is sufficient to allow AEP
o'hio the possibility to file an appiication for recovery under the
PTR and, therefore, we deny iEU's application for rehearing.

(14) Finaaly, jEu again ^^, as argued in its application fvr

xehearing of the August 8 Order, that the approval of the PTR,

violates Sectiom 4928.02(H) and 4928.17, Revised the
submits that Section 4928.t?2(H), Revised Code, pr

o^ffi

recovery of any generation-related costs through distribution
or transmission rates after corporate separation is effective.

In rnspon.se, 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'-0hio recommends that the Commission decline
to consider the argument again on xehearing-

In yet another attempt to support its arguments about Seciion
492$.02p, Revised Code, IEU overstates the January 30 EOR
and the Sporn Decision.2 We thoz»ughly considered and
addressed these claims in the January 30 EOR. IEU fails to
raise any new ac'gulmer►ts which persuade the Comavssion that
approval of the PTR violates Sections 4928.02(H) and 4928.17,
Revised Code. Thus, we must again deny IEU's request for

rehearing.

It is, therefore,

7-

OW Pmw f:o7lrMyr C35e 14o.1o-1454-EL-ItDK. FIIUla3g and Order aontiary 11, 2M2).
2 !ri re



11-346-EL-M, et al.
-8-

ORDERED. That the applications for rehearing of the Jartuary 30 EOR filed by OCC

and IEU are denied as discussed herein. It is, further,

ORDERED, That a copy of thsa Second Entry on Rehearing be served on all parties

af record.
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