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Pursuant to S.Ct. Prac. Rule 2.3(B), Appellant, FirstEnergy Solutions Corp. ("FES")

hereby submits this Notice of Appeal to the Supreme Court of Ohio from: the Opinion and

Order of the Public Utilities Commission of Ohio (the "Commission"), entered in Case Nos. 11-

346-EL-SSO, 11-348-EL-SSO, 11-349-EL-AAM and 11-350-EL-AAM and rendered on August

8, 2012; the Entry on Rehearing rendered by the Commission on January 30, 2013; and the

Second Entry on Rehearing rendered by the Commission on March 27, 2013 (collectively, the

"Entries"). True and accurate copies of all three Entries are attached hereto as Exhibits A, B and

C, and are incorporated herein by reference.

FES submits that the Commission's Entries are unlawful and unreasonable in the

following respects:

1. The Commission acted unlawfully and unreasonably by approving an electric security

plan ("ESP") that is not more favorable in the aggregate than the expected results of a

market-rate offer ("MRO")

a. The Commission approved an ESP that will force retail customers to pay

hundreds of millions of dollars more during the ESP period than they would under

an MRO with market pricing.

b. The Commission disregarded certain costs of the ESP in applying the statutory

test.

c. The Commission rejected market-priced capacity in the competitive bid process

component of an MRO.

2. The Commission acted unlawfully and unreasonably in approving a Retail Stability

Rider ("RSR") that is unauthorized by law and unsupported by fact.
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a. The RSR is not authorized by R.C. § 4928.143(B)(2)(d), and no other Ohio law

authorizes the recovery of above-market generation-related revenue.

b. The RSR includes transition revenues that AEP Ohio is not entitled to recover.

c. The Commission's calculation of the RSR lacks record support.

3. The Commission acted unlawfully and unreasonably in approving a Generation

Resource Rider ("GRR") that is unauthorized by law and unsupported by fact.

a. The GRR is prohibited by R.C. § 4928.64(E) and R.C. § 4928.143(B).

b. The GRR does not meet the requirements of R.C. § 4928.143(B)(2)(c).

4. The Commission acted unlawfully and unreasonably in disregard of R.C. §

4928.143(B)(2)(a) and R.C. § 4928.02(H) in approving imprudent and unlawful

cross-subsidies between AEP Ohio and its competitive generation affiliate, AEP

Generation Resources, Inc., through the SSO revenue transfer, including capacity,

and the RSR.

WHEREFORE, the Appellants respectfully submit that the Commission's August 8, 2012

Opinion and Order and its January 30, 2013 and March 27, 2013 Entries on Rehearing are

unlawful and unreasonable, and should be reversed.

Respectfully submitted,

/jal-k 4-
Mark A. Hayden
Counsel of Record for Appellant, FirstEnergy
Solutions Corp.
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THE PUBLIC UTILITIES COMMISSION OF OHIO

In the Matter of the Application of
Columbus Southern Power Company and
Ohio Power Company for Authority to
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^
)
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)
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The Coxnrnission, considering the above-entitled appiications, and the record in
these proceedings, hereby issues its opinion and order in these matters.

APPEARANCES:

Steven T. Nourse, Matthew J. Satterwhite, and Yazen Alami,. American Electric
Power Service Corporation, One Riverside Plaza, 29th Floor, Columbus, Ohio 43215-2373,
and Porter, Wright, Morris & Arthur, LLP, by Daniel R. Conway and Christen Moore, 41

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

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

Ohio.

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

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

Taft, Stettinius & Hollister, LLP, by Mark S. Yurick and Zachary D. Kravitz, 65 East
State Street, Suite 1000, Columbus, Ohio 43215-4213, on behalf of The Kroger Company.

McNees, Wallace & Nurick, LLC, by Samuel C. Randazzo, Frank P. Darr, and
Joseph E. Oliker, 21 East State Street, Suite,1700,.Columbus, Ohio 43215-4228, on behalf of
Industrial Energy Users-Ohio.

Bell & Royer Co., LPA, by Barth E. Royer, 33 South Grant Avenue, Columbus, Ohio
43215-3927, on behalf of Dominion Retail, Inc.

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

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

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

and Stephen M. Howard, 52 East Gay Street, Columbus, Ohio 43216-1008, on behalf of PJM
Power Providers Group.
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Vorys, Sater, Seymour & Pease, LLP, by M. Howard Petricoff and Lija Kaleps-C1ark,
52 East Gay Street, Columbus, Ohio 43216-1005, and Joseph M. Clark, 6641 North High

dStreet, Suite 200, Worthington, Ohio 43085, on behalf of Dire^ct Energy Services, LLC an

Direct Energy Business, LLC.

Vorys, Sater, Seymour & Pease, LLP, by M. Howard Petricoff and Lija Kaleps-Clark,
52 East Gay Street, Columbus, Ohio 4321(r1008, on behalf of Retail Energy Supply

Association.

Vorys, Sater, Seymour & Pease, LLP, by M. Howard Petricoff, Lija Kaleps-Clark,
and Stephen M. Howard, 52 East Gay Street, Columbus, Ohio 43216-1008, and Eimer,
Stah1, Klevorn & Solberg, LLP, by David Stahl and Scott 5olberg, 224 South Michigan
Avenue, Suite 1100, Chicago, Illinois 60604, on behalf of Exelon Generation Company,
Constellation NewEnergy, Inc., and Constellation Energy Cominodities Group, Inc.

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

Arlington.

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

Energy Group.

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

Calfee, Halter & Griswold, LLP, by James F. Lang, Laura C. McBride, and N. Trevor
Alexander, 1400 KeyBank Center, 800 Superior Avenue, Cleveland, Ohio 44114; Jones Day,
by David A. Kutik and. Allison E. Haedt, 901 Lakeside Avenue, Clevelancd, Ohio 447:14r
1190, and Mark A. Hayden, 76 South Main Street, Akron, Ohio 44308, on behalf of

FirstEnergy Solutions Corporation.

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

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

Sarn's East, inc.
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SNR Denton US, LLP, by Ennuna F. Hand, Daniel D. Barnowski, and Thomas M.illar,
James Rubin,1301 K Street NW, Suite 600 East Tower, Washington, D.C. 20005, on behalf

of Ormet Primary Aluminum Corporation.

Bricker & Eckler, by Christopher L. Montgomery, Matthew Waznock, and Terrence
O'Donnel1,100 South Third Street, Columbus, Ohio 43215-4291, and Richard L. Sites, 155
EasIE Broad Street, 15th Floor, Columbus, Ohio 43215-3620, on behalf of Paulding Wind

Farm II, LLC.

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

behalf of EnerNOC Inc.

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

Matthew White, 6100 Emerald Parkway, Dubli.n, Ohio 43016 and Whitt Stnrtevant,
Melissa L. Thompson, and Andrew J. Campbell, 155 East Broad

LLP, by Mark A. Whitt,
Street, Suite 2020, Columbus, Ohio 43215, on behalf of Interstate Gas Supply, Inc•

Bailey Cavalieri, LLC, by Dane Stinson, 10 West Broad Street, Columbus, Ohio
43215, on behalf of Ohio Association of School Business Officials, Ottio School Boards
Association, Buckeye Association of School Admini5trators, and Ohio Schools CounciL

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

on behalf of the f)hio Farm Bureau Federation.

Duciley King, by Deim N. Kaelber, 10 West Broad Street, Suite 1300, Calum.bus,

Ohio 43215, on behalf of Ohio Restaurant Association.

Maiaeth Watts and Rocco D'Ascenzo, 139 East Fourth Street, Cincinnati, Ohio
45202 and Eberly M.cMahorn, LLC, by Robert A.1vlcMahon, 2321 Kemper i,ane, Suite 100,

Cincinnati, Ohio 45206, on behalf of Duke Energy Ohio, Inc.

Amy B. Sp7.ller and ]eanne W. Kingery, 139 East Fourth Street, Cincinnati, Ohio
43215, and Thompson Hixie, LLP, by Philip B. Sineneng, 41 South High Street, Suite 1700,
Columbus, Ohio 43215, on behalf of Duke Energy Retail Sales and Duke Energy

Commercial Asset Management Inc.

Charles Howard and Sarah Bruce, 655 Metro Place South, Suite 270, Dublin, Ohi.o '

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

Power and Light Company.

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

Ohio Chapter.

Thompson Hine, LLP, by Carolyn S. Flahive, Stephanie Chmiel, and Michael
DiIlard, 41 South High Street, Suite 1700, Cal.umbus; Ohio 43215, on behalf of Border

Energy Flectric Services, Inc.

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

Corporation.

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

jay E. jadwin, 155 West Nationwide Blvd., Suite 500, Cotumbus, Ohi.o 43215, on

behalf of AEP Retail Energy Partners, LLC.

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

44011, on behalf of the Council of Smaller Enterprises.

yVi.l].iams, Allwein & Moser, by Todd M. Williams, Two Maritime Plaza, Toledo,
Ohio 43604, on behalf of the Ohio Business Council for a Clean Economy.

Dickstein Shapix'o LLP, by Larry F. Eisenstat, Itichard Lehfeldt, and Robert L.

Kinder, 1825 Eye St. NW, Washington, D.C. 20006, on behalf of CPV Power Development,

Inc.
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C7pINIQN

i, , HISTQR'^l OF THE PRC?CEEDINGS

A. First IIectric Security Plan

On March 18, 2009, the Cominission issued its opinion and order regarding
Columbus Southern Power Company's (CSP) and Ohio Power Company's (OP) (jointly,
AEP-Ohio or the Companies) application for an electric security plan (ESP 1 Order) in
Case Nos. 08-917-EL-SSO and 08-918-EL-SSO. The ES^^ Ordera#finned the ESPeQrder in
Supreme Court of Ohio (Court). On Apri119, 2011, the
nuinerous respects, but remanded the proceedings to the Cornmiss1°rL The ComW$sion
issued its order on remand on October 3,. 2011. In the order on remand, the Cominission
found that AEP-Ohio should be authorized to continue its recovery of incremental capital
carrying costs incurred after January 1, 2049, on past envirorunental investments (2001-
2008) that were not previously reflected in the Companiee existing rates prior to the ESP 1
Order. In additian, the Commissivn found that the provider of last resort (POLR) charges
authorized by the ESP 1 Order were not supported by the record on remand, and directed
the Companies to eliminate the amount of the provider of last resort (PGLIZ charges
authorized in the ESP Order and file revised tariffs consistent with the order on remand.

B. Inztial PrWosed Electric Securitv Plan

On January 27, 2011, AEP-CJh.io filed the instant application for a stanciard service
approv

offer (SSO) pursuant to Section 4928.141, Revised Code. This application i^d Code.^As
an electric security plan (F.SP 2) in accordance with Section
filed, AEP-Ohio's SSO application for ESP 2 would commence on January 1, 2012, and

continue through. May 81, 2014.

The foliowing parties were granted intervention by er+tri^dated.Ma 23, / 2011,

and Juiy 8, 2011: Industrial Energy Users-Qhiv (IEU), Duke Energy R Ohio
(Duke Retail), Ohio Energy Group (OEG), Ohio Hospital

Ener^oc©PAE} ^( The}Kroger
Consumers' Counsel {C)CC), Ohio Partners for Affordable

} Pauda.ng Wind Farm II.LLC
Company (Kroger), FirstEnergy Solutions Corporatian ^' a^v Manufacturers'
(Pauiding), Appalachian Peace and justice Network (APJN).
Association Energy Group (OMAEG), AEP Retail Energy artnProviders CGE

Wind Energy Association (DWEA),2 PJM PowerDistributed up (P3),
Constellation NewEnergy, Inc. and Constellation Energy Commodities Group, Inc.

Subsequently, OPAE filed a motion to withdraw from the ESl' 2 Proceedinge and the request granted in1
the Oomanisszon`s December 14,2011 Order. to

2 On August 4, 2011, DWEA filed a motion to withdraw from the EaP 2 proceeedings. DwEA's request

withdraw was granbed in the December 14, 2011 Order.
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(Consteilation), COMPETE Coalition (Compete), Natural Resources Defense Council
(NRDC), The Sierra Club (Sierra), city of Hilliard, Ohio (Hilliard), Retail Energy Supply
Association (RESA), Exelon Generation Company, LLC (Exelon), city of Grove City, Ohio
(Grove City), Association of Independent Colleges and Universities of Ohio (AICUO),
Wal-Mart Stores East, LP and Sam's East, Inc., (Wal-Mart), Dominion Retail, Inc.
(Dominion Retail), Environmental Law and Policy Center (ELPC), Ohio Environmental
Council (pEC), Ormet Primary Aluminum Corporation (Ormet) and EnerNOC, Inc.

(EnerNOC).

On September 7, 2011, numerous parties (Signatory Parties) to the ESP 2
proceedings filed a Joint Stipulation and Recommendation (Stipulation). The Stipulation
proposed to resolve the ESP 2 cases as well as a number of other related AEP-Ohio matters
pending before the Commission.3 The evidentiary hearing in the ESP 2 cases was
consolidated with the related proceedings for the sole purpose of considering the
Stipulation. On December 14, 2011, the Commission issued its Opinion and Order,

concluding that the Stipulation, as modifie^d'aer ththe
e Comm^ss on approved the merg

and

approved. As part of the December 14, 2011, .
of CSP with and into OP, with OP as the surviving entity 4

Several applications for rehearing of the Commission's December 14, 2011, Order in
the ESP 2 and consolidated cases were filed. On February 23' 2012' the Comnv'ssion issued
its Entry on Rehearing finding that the Stipvlation, as a package, did not benefit ratepayers
and was not in the public interest and, thus, did not satisfy the three-part test for the
consideration of stipulations. AEP-Ohio was directed to provide notice to the Commission
within 30 days whether it intended to modify or withdraw its ESP.

C. Pendin Modi€ied EIectric Securitv Plan

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

3 Tncluding an emergency curtailment proceeciing in Case Nos. 10-343-EL
-ATA and 10-344-EL-ATA

(Emergency Curtailment Cases); a request far the merger of CSP with f7'P in Case 1^Io.10-2376-ELrU1VC

(Merger Case); the Commission review of the state compensatiion mechanism for the capacity charge to

be assessed on competitive retail eleceric service (CRES) providers in Case No. 10-2429-ELUNC

(Capacity
Case); and a request for approvat of a mechanism to recover deferred fuel costs and

f^
accounting treatament in Case Nos.11-492(i-ETrRDR and 114921-E1rRDR (Pha.ge-in Recovery Cases ).

4 By entry issued on March 7, 2012, the Commissian agaut approved and confirmed the merge

into C)P, effective December 31, 2011, in the Merger Case.
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evelopment,
modified ESP contains provisions addres ^gd ^^ b icrequirements.
alter.native energy resource requirements, energy efficiency

The modified ESP also sets forth that AEP-t7hio will begin an energy auction for 100
percent of its SSO load begiiudng in 2015, with full delivery and pricing through a

beginning. in June 2015.
competitive auction process for AEP-0hi6s SSO customers
Beginn,ing six months after the final order in the modi,fied ESP case, the application states
AEPrC3hio will begin conducting energy auctions for five percent of the SSO ioad. In

additiom the modified ESP provides for th^en
li and describes the plan for^corP° ate

Corporation's East Interconnection Pool Agre
separation of AEPROhio's generation assets from its distribution and transmission assets.

In addition to the parties previously granted intervention in this matter, following
AEP-t7hio's submission of its modified ESP, the following parties, were granted
intervention on Apri126, 2012: Interstate Gas Supply, Inc. (IGS); The Ohio Association of
School Business Officials, The Ohio School Boards Association, The Buckeye Association of
School Administrators, and The Ohio Schools Council (collectively, Ohio Schools); Ohio
Farm Buxeau Federation; Ohio Restaurant Association; Duke Energy Ohio, Inc. (Duke);
Duke Energy Commercial Asset Management Inc. (DECAM); Direct Energy Services, LLC

The Ohio Automobile Dealers Associ.ation
and Direct Energy Business, LLC (Direct);
(OADA); The Dayton Power and Light Cornpany; The Ohio Chapter of the National
Federation of Independent Business (NFIB); Ohio Construction Materials Coalition;
Council of Smaller Enterprises; Border Energy Electric Services, Inc.; University of Toledo
Tnnovation Enterprises Corporation; Summit Ethan^l,^I.LLC (Summit Ethanol);
Leipsic and Fostoria Ethanol, LLC d/b/a POET g Fostoria
city of Upper Arlington, Ohio; Ohio Business Council for a Clean Economy; IBEW Local
Union 1466 (iBEM; city of Hillsboro, Ohio; and CPV Power Development, Inc.

D S vf the Hearin on Modified. Plan

1. Local Public HearUSs

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

proposed ESP applicatioris.

5 one witness, Doug Leuthola, testifi.ed at both the Calurnbus and I,incta publ3c hearings.
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At each of the public hearings, numerous witnesses testified in support of AEP-
Ohio's modified ESP. Specifically, many witnesses testified on behalf of corrununity

port
groups and non profit organizations that praised AEP-COhio's charitabl^ notped that A.EP
organizations. Witnesses that testified in favor of the modified ESP
Ohio ma.in.tains a positive corporate presence and promotes economic development

endeavors throughout•its service territory. Members of local retain jobs, butralso
AEP-Ghio's proposal, explaining it would not only allow AEP^^o to
create new jobs as AEP-Ohio continues to expand its infrastructure dwoughout the region.

Several residential customers testified at the public hearings in opposition to ABP-

Ohio's modified ESP, noting an increase in customer rat^^woou ttt^at low-in ome
of the cuxrent economic recession. Many of these witne pointed
and fixed-income residential customers would b^ p^^^a apr^

vulnerable ^g
any lurut

increases. Several witnesses also ar F ed that P p°
customers' ability to shop for a CRES su pi ercial

In addition, many witnesses testified on behalfall be burden ome on
customers. These witnesses argued the proposed rate increases would
srn.all businesses who cannot take on any electric rate increaso without of eischoo

ther
distrids

employees or passing costs on to customers. Representatives
also testified that the modified ESP could create a financial strain on schools throughout

AEP-Oh'f.o's service territory.

2. Evidentiary Hea"

The evidentiaxy hearing conmmenced on May 17, 2012. Twelve witnesses testified
_ offered

on behalf of AEP-Ohio, 10 witnesses on behalf of the Staff, AEY'-0^o ^o
testimony on behalf of various interveners to the cases. In addition, lnitial
three witnesses on rebuttal. The evidentiaxy hearing concluded on v^^ ^F r those
briefs and reply briefs were due June 29, 2012, and July 9, , re1^
parties that filed a brief or reply brief addressing select issues, oral azgument$ were held

before the Conunission on July 13, 2012.

E. Procedural Matters

1, Motions to Withdraw

On May 4, 2012, the city of I3illiard filed a notice requesting to withdraw as anstating
intervenor from the modified ESP cases. Also on May 4, ^^Coam^mission finds
that it intends to withdraw as an intervenor in these p gS
iBEV1T's and Hilliard's requests to withdraw reasonable and should be granted.
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2. Motions for a Protective Order
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On May 2, 2012, AEP-Ohio filed a motion for a protective order, seeking protective
treatment of supplemental testimony and corresponding exhibits of AEP-Ohio witness
Nelson containing confidential and proprietary information reiating to the Turning Point
Solar project (Turning Point). On May 4, 2012, OMAEG filed a motion for a protective
order relating to proprietary bvsiness information of OSCO Industries, Sutnrnitville Tiles,
Belden Brick, Whirlpool Corporation, Lima Refining, and AMG Vanadium. Also, on May
4, 2U12, IEU filed a motion for a protective order seeking to protect confiidentaal and
proprietary inforrnation contained within witness Kevin Murray's testimony. FES filed a
motion for protective treatment on May 4, 2012, for confidential iterns contained in
attachments to witness Jonathan Lesser's testimony. In addition, Exelon filed a motion for
protective order seeking protection of confidential and proprietary information contained
within witness Fein's direct testimony. On May 11; 2012, AEP-Ohio filed an additional
motion for protective order to support the protection of confidential AEP-Ohio
information contained within IEU witness Murray, FES witness Lesser, and Exelon
witness Fein`s testimony. Finally, on the record in these proceedings May 17, 2012, AEP-
Ohio also sought the continuation of protective treatment of exhibits attached to AEP-Ohio
witness Jay Godfrey, as previously set forth in AEP-Ohio's July 1, 2011, motion for a

protective order (Tr. at 24).

At the evidentiary hearing on May 17, 2012, the attorney examiners granted the
motions for protective order, finding the information specified within the parties' motions
constitutes confidential, proprietary, and trade secret information, and meets the
requirements contained within Rule 4901-1-24, Ohio Administrative Code (O.A.C.) (Id. at
23-24). Rule 4901:1-24(F), O.A.C., provides that, unless otherwise ordered, protective
orders prohibiting public disclosure pursuant to Rule 4901:1-24(D), O.A.C., shall
automatically expire after 18 months. Therefore, confidential treatinent shall be afforded
for a period ending 18 months from the date of this order, until February 8, 2014. Until
that date, the Docketing Division should maintain, under seal, the conditional diagrams,
filed under seal. Rule 4901:1-24(F), O.A.C., requires any party wishing to extend a
protective order to file an appropriate motion at least 45 days in advance of the expiration
date, including a detailed discussion of the need for continued protection from disclosure.
If no such motion to extend confidential treatment is filed, the Commission may release

this information without prior notice to the parties.

In addition, on June 29, 2012, IEU and Ormet filed motions for protective order
regarding iterns contained within their initial briefs, Specifically, both the information for
which IEU and Ormet's are seeking confidential treatment was already determined to be
confidentiat in the evidentiary hearing and was discussed in a closed record. On July 5,
2012, AEP-Oh%o filed a motion for protective order over the items contained within flrmet
and IEfJ's briefs, noting that it contains proprietary and trade secret inforsnation. On July
9, Ormet filed an additional motion for protective order for the same infornlatior4 which it
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aiso included in its reply brief filed on July 9, 2012 Sirnilarly, AEP-Ohio filed a motion for
protective order on ]uiy 12, 2012, in support of armet's motion, as it contains AEP-Ohio s
confidential trade secret information. As the attorney examiners prevviously found the
information contained within the IEU and. Orrnet's initial briefs and Ormet's reply brief

was confidential in the evidentiary hearing, we affirm this decision and find that
confidentiail treatment shall be afforded for a period ending 18 months from the date of

this order, until February 8, 2014.

3. Recuests for Review of Procedural Rulings

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

that the references to stipulations be struck.

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

with our Find
any prejudicial impact on parties that signed the stip that,ao ^ a ties may agree not ta

and Order in Case No.11-5333-EL-LTNC, we also note w p
be bound by the provisions contained within a stipuZa.tion, these limitations do not extend

to the CommissiorL

Ir► addition, IEU claims the attorney examiners improperly derni.ed IEUs rnotaons to
rmation related to

compel discovery. In its motions to compeI discovery, IEU sought info
AEP.Ohio`s forecasts of the RPM price for capacity, which IEU alleges would have
provided information relating to the transfer of AEP-Ohio`s Amos and Mitchell generating

units.

The Coxnmission finds the attorney examiners' denials oAEP-0hia s^mernorandum
discovery were proper and should be upheld. As noted
contra the motion to compel, the information IE Aso ^^^ relates a^ re a,°^..e oto ^e
beyond the period of this modified ESP. P
appropriateness of AEP Ohio's modified ESP, we ^^eldlat ant yan

forecasts
d un1ilcelo to trlead °con

tained within AEP-Ohio's application are
discoverable information. Accord'ungly, the attorney exain:ners' rulin.g is affirmed.

On july 13, 2012, OCC filed a motion to strilce four specific portions of AEP-Qh3o's
an

reply brief at pages 29-30, 33^, 68-69, 97-99, including footnotes, and attachments A d
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B, as OCC asserts the information is not based on the record in the modified ESP
proceeding but reflects the Commission s Order issued in the Capacity Case on July 2,
2012. OCC submits that the Commission has previously recognized that "it is iinproper to
rely on clairns in the brief that are unsupported by evidence within the record." In this
instance, OCC points out that AEP-O1uo attached to its reply brief, documents that were
not part of the record evidence or designated late-filed ex^i^4n o^t ^ e^P Standard

and Poor's (Attachtnent A) and the Company's xe ^ Since neither
(Attachment B) based on the Coriunis ^iô̂ '^dd ^a

evidence, ^^ ^o^ that e attachments
document is part of the modified ES
are hearsay which are not excused by any exception to the hears2+y rule• OCC also notes
that the reply brief includes discussion of recent storms in the Midwest an^thebi

F^ st oCoast
f the

and there is nothing in the record regard gth ^otrstrength
^ds^te Furthermore, neither the

Company's system to withstand hurricane
attachments nor AEI''-Ohio's assertions was subjected to cross-examination by the parties

e
nor the parties afforded an apportunity to rebut the ^^and B^the specif'^d
Company. For these reasons, OCC requests that A^ac^e
portions of the reply brief be stricken.

lin its memorandum contra, AEP-Ohio asserts that discussion of matters related to

theCommission's Capacity Case decision were appropriate. tAEP-OhiO
ns der the impact of the

to rely on a Comrnission opinion and order and reasonable durin
Capacity Case on these proceedings, as evidenced by questionsout that seg
oral. arguments held on July 13, 2012. In addition, AEO P
parties' reply briefs also induded significant discussion ^^ehments indicate the financial
on the modified ESP. Similarly, AEP-Ohio notes that
impact of the Capacity Case on AEl"-Olhio, and that the items are consistent with the
testimony of AEP-0hio witness Hawkins. Finally, AEP-Oluo provides that its references
to major storms that occurred this summer relate to customer expectations and AEP-

Ohio's need for the DIR.

The Commission finds that OCC's motion to strike portions of AEI'-Ohio's reply
brief should be denied. The Company s reply brief reports the impact of the
Commission's Order in the Capacity Case based on subject matters and inforfnation
subjected to extensive cross-exami.nation by the parties in the course of this proceeding.
Furthermore, several of the parties to this proceeding discuss in their respective reply

briefs the Order in the Capacity Case. For these reas ns c^ua^clud^echmen B, which
improper to strike the portions of AEP-Ohio's reply brief, including A
retlect AEP-Ohio's interpretation of the Comnlission.Capacity Order as requested by OCC•
We, likewise, deny OCCs request to strike the Company's reference to recent storms,
where the Company offered support for its position on customer reliability expectations.
Customer service reliability was an issue raised and discussed by AEP-Ohio as well as
OCC. However, Attachment A to the Company's reply brief is a July 2, 2012 statement by



12-
11-346-EL-SSO, et al.

Standard & Poor's regarding the effect of the C sci^^ CaPac'tyQt Charge
theerecord

should be stricken. We find that the Company's
and should not be considered by the Commission in this proceeding.

On July 20, 2012, OCC/ APJN fited a motion to take adminisixative notice of several
items contained within the record of the Capacity Case. Specifically, OCC/APJN seek
administrative notice of pages 3, 9, and 12 of the direct testimony of AEP-Ohio witness
Munczinski, pages 19-20 of the rebuttal testimony of AEP-Uhio witness Allen, pages 304,
348-350, and 815 of the hearing transcripts, and AEP-Ohio s post-hearing initial and reply
briefs_ OCC/APJN opine that the record should be expanded to indude'these materials in
order to have a more thorough record on issues pertaining to customer rates. Further,
OCC/APJN state that no parties would be prejudiced as parties, particularly those
involved in the Capacity Case, who had opportunities to explain and rebut these items.

AEP-Ohio filed a memorandum contra OCC/APJMs motion on July 24, 2012. AEP
Ohio argues that OCC/APJN improperly seeks to add documents into the record at this
late stage, is not only in.appropriate, but also unnecessary as thae are no further actions to
these proceedings except the Commission opinion and order and rehearing. AEI'-Ohio
notes the Connmission has broad discretion in hanclling its proceedings, but points out that
the small subset of inforxnation could have a prejudicial effect to parties, and due process
would require that other parties -be permitted to add other items to the record. In
addition, AEP-Qhio explains that OCC/ APJN had the opportunity in the ESP proceedings
to further explore areas of the Capacity Case that were related to parts of the modified

ESP.

On August 6, 2012, FES also filed a memorandum contra OCC/APJN's motion. On
August 7, 2012, OCC/ APJN filed a motion to strike PBS's rnemorandurn contra. In
support of its motion to strike, OCC/APJN argues that FES filed its memorandurn contra
17 days after 0CC/ APJN filed its motion,, past the procedural deadlines established by

2012. The 'Cornmission finds that C)CC/APJN's
attorney examiner entry issued April 2,
motion to strike FES's memorandum contra OCCr AT'JN's motion should be granted. By
entry issued April 2, 2012, the attorney exanvn.er set an expedited procedural schedule
establishing that any memoranda contra be filed within five calendar days after the service
of any motions. Therefore, as FES filed its memorandum contra 17 days after OCC/APJN
filed its motion, C?CC/APJN's motion to strike shall be granted.

The Commission finds that OCCs motion to take administrative notice should be

denied. AEP-Ohio correctly points out that the .si ^^^/^Ytion
request

otake
troublesome and problematic. While the Comnu
adnvnistrative notice, it must be done in a manner that does not harm or prejudice any
other parties that are participating in these proceedings. Were the Comrnission to take
notice of this narrow window of information, we would be allowing a party to supplement
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the record in a misleading manner. Further, while we acknowledge that parties may reIy
on the Conlmission's order in the Capacity Case, as it speaks for itself, to show effects on
items in this proceeding, to exdusively select narrow and focused items in an attempt to
supplement the record is not appropriate. Accordingly, we deny OCCs motion.

II. DiSC'fTSSIUN

A. Anulicable Law

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

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

(1)

(2)

(3)

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

electric service.

Ensure the availability of unbundled and comparable retail

electric service.

Ensure diversity of electric supplies and suppliers.

(4) Encourage innovation and market access for cost-effective
supply- and demand-side retail electric service including, but

d' d management (DSM), tirne-not hmited to, deman s
differentiated pricing, and
metering infrastructure (AMI).

impleinentation of advanced

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

service quality.

(6) Ensure effective retail competition by avoiding anticompetitive

subsidies.
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(7) Ensure retail consumers protection against unreasonable sales
practices, xnarket deficiencies, and market power.

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

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

metering.

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

-14-

In addition, SB 221 enacted Section 4928.141, Revised Code, which provides that
effective January 1, 2009, electric utilities must provide consumers with an SSO consisting
of either a market rate offer (MRO) or an ESP. The 5S0 is to serve as the electric utility's

default SSO.

fi.EP-ohio's modified application in this proceeding proposes an ESP pursuant to
Section 4928.141, Revised Code. Paragraph (B) of Section 4928.141, Revised Code, requires
the Commission to hold a hearing on an application filed under Section 4928•143, Revised
Code, to send notice of the hearing to the electric utility, and to publish notice in a
newspaper of general circulation in each county in the electric utility's certified territory. •

Section 4928.143, Revised Code sets out the requirements for an ESP. Under
paragraph (B) of SectYon 4928.143, Revised Code an F-Sf' must include provisions relating
to the supply and pricing of generation service. The ESP, according to paragraph (B)(2) of
Section 4928.143, , Revised Code, may also provide for the, automatic recovery of 'certain
costs, a reasonable allowance for certain constructian work in progress (CWD.'), an
unavoidable suxcharge for the cost of certain new generation faci].ities, conditions or
charges relating to customer shopping, automatic increases or decreases, provisions to
allow securitization of any phase-in of the SSO price, provisions relating to transmission-
reiated costs, provisions related to distribution service, and provisions regarding econornic

development.

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

the surcharge.

B. Analysis of the AgPIca#ion

1. Base Generation Rates

As part of its modified ESP application, AEP-C)hio proposes to freeze base
generation rates until ail rates are established through a competitive bidding procesa-
AEP-Ohio maintains that the fixed priemg is a betnefit to customers by providing
reasonably priced electricity in furtherance of Section 4928.02(A), Re ^ise red^at^^

(3hio explains that whiie the base generation rates will remain frozen,
current Environmental Investment Car'rying Cost Rider (EICCR) into the base generation
rates, which will result in the elimination of the EICCR. AEP-Ohio witness Roush
provides the change is merely a roll in and will - neutral" for all AEI'^Tuo
customers (.ABP-Ohio Ex. 118 at 8; AEP-Ohio Ex. i11 at 10)

While AEP-Ohio's base generation rates will be frozen,^ ost relationships,baseddontcEP-Ohio witness Roush notes that the generation rates are
and iuiclude cross-subsidies axnong tariff classes, which, upon class rates being based on an
auction, may result in certain customer classes being disproportionately impacted by rate
changes. Mr. Roush notes that residential customers with high winter us^g{ ^y ^ h
unexpected impacts, but that a possible solution may be to phase-out lower

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

OADA supports the adoption of the base generation rate design as proposed,
advocating that the consistency in the rate design is beneficial for GS-2 customers (OADA
Br. at 2)..OCC and APJN claim that frozen base generation rates is not a benefit to
customers, as the price of electricity offered by CRES providers have declined and may

continue to decline through the term of the FSP (OCC Ex- 111
the at retail ^bility rider (RSR)

point out that the inclusion of numerous nders, uLclud^g
and the deferral created in the Capacity Case will result in increases in the rates residential .

customers continue to pay. (QCCjAP1N Br. at 43-44.)

The Commission finds that AEP-Ohio's proposed base generation rates are
reasonable. We note that AEP Ohio's base gen.eration rate design was generally
unopposed, as most parties supported AEP-+OOhio s proposal to keep base generation rates
frozen. Although OCC and APJN conclude that the base generation rate plan does not
benefit customers, OCC and APJN failed to justify their assertion and offer no evidence
within the record other than the fact that the modified E,SP contains several riders.
Accordingly, the modified ESP's base generation rates should be approved. In addition, as
AEP-Ohio raised the possibiiity of disproportionate rate impacts on customers when class
rates are set by auction, we direct the attorney exarruners to establish a new docket withul.
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90 days from the date of this opinion and order and issue an entry establishing a
procedural schedule to allow Staff and any interested party to consider means to mitigate
any potential adverse rate impacts for customers upon rates being set by auct.ion. Further,

the Commission reserves the right to implement a new base gene1'aue^n o the modified
revenue neutral basis for all customer classes at any time during the term

2. Fuel Ad'nistment Clause and Alternative Ener^y Rider

(a) Fuel Ad•tustment Clause

The Commission approved the current fuel adjustment clause (FAC) mechanism in
the Company's ESP 1 case pursuant to Section 4928.143(B)(2)(a), Revised Code fi In this

modified ESP application, AEP-Ohio requests cantm^ tiv {he FACy separating out the
with modifications. The Company proposes to dY
renewable energy credit (REC) expense component of the fuel clause and recovering the
REC expense through the newly proposed alternat-ive energy rider (AER) mechanism. The
Company also requests approval to urtify the CSP and OP FAC rates into a single FAC rate
effective June 2013. AEP-Ohio reasons that delaying unification of the FAC rates until
June 2013, to coincide with the implementation of the Phase-In

a net decrease in ra esRR of
limits the impact on both CSP and OP rate zones which results
$0.69 per megawatt hour (MWh) for a typical CSP transmission voltage customer and a net
increase in rates of $0.02 per MWh for a typical OP transmussion voltage customer. (AEP-

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

Begirining January 1, 2014, after corporate separation is effective, AEP-Ohio's
generation affiliate, AEP Generation Resources Inc. (GenResources), will biIl AEP-Ohio its

actual fuel costs in the same manner and detail as dAs a component of thern oodified
the costs will continue to be recovered through the FAC.
ESP, AEP-Ohio proposes that as of January 1, 2015, all energy and capacity to serve the
Company's SSO load be -supplied by auction, whereupon the pAC mechanism will no

longer be necessary. (AEP-Ohio Ex.1(1'3 at 14-20.)

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

tor
design, to avoid cost shifts between low ^va

customer, asserts that it^pays an equal share
customers. Ormet, a 98.5 percent load facto
of the FAC costs as a customer that uses all its energy on-peak. As such, Ormet contends
that the FAC rate design violates the principle of cost causation.. Ormet suggests that this

6 In re AEP-Ohio, ESP 1order at 13-15 (March 1s, 2()09)•
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modified ESP presents the Comrnission with the opportunity, as it is within the
Commission's jurisdiction,, to redesign the FAC, such that FAC costs are separated into
crarges tivhich reflect on-peak and off-peak usage. (Ormet Ex-106B at 19; Ormet Br. at 13-
15; Ormet Reply Br. at 14-16_)

The Company responds that Crmet's arguments on the FAC reflect improper
calculations and is based on forecasted FAC rates. More importantly, AEP-rOhio points
out that the FAC is ultimately based on actual FAC costs and any increases in the FAC rate
cannot appropriately be attributed to the modified ESP. Ormet is served by AEP-Ohio
pursuant to a unique arrangement and as such avoids charges that other simlarly situated
customers pay; however, the Company requests that Ormet not be perxnitted to avoid fuel

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

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

We interpret Chmet's arguments to more accurately request the institution of a fuel
rate cap on the FAC or to revise the FAC rate design. The Commission rejects Ormet's
request to review and redesign the FAC. The FAC rate mechanism is reconciled to actual
FAC costs each quarter and annually audited for accounting accuracy and prutdency.
Furthermore, as AEP-C1hio notes, Ormet's rates are set pursuant to its unique arrangement
as opposed to the Company's SSO rates paid by other high load industrial and commercial
customers. By way of tJrmet's undque arrangement, Ormet is provided some rate stability

and rate certainty and we see no need to redesign the FAC for Cyrmet's benefit No other

intervener took issue with the continuation and the proposed modificaBm of the FAC.
The Commission finds that the FAC rates should continue on a separate rate zone basis.
We note that there are a few Commission proceedings pending that will. affect the FAC
rate for each rate zone wluch the Commission believes will be better reviewed and '
adjusted if the FAC mechanisms remain distinguishable. Further, as discussed, below,
xnaintaining FAC rates on a separate basis is necessary to be consistent with our decision

regarding recovery of the PIRR.

(b) Alternative Energy Rider

As noted above, AEP=Ohio proposes to begin recovexy of REC expenses, associated
with renewable energy purchase agreements (REPAs) or REC purchases by means of the
new AER mechanism to be effective with fihis modified ESP. With the proposed
modification, the Company will. continue to recover the energy and capacity components
of renewable energy cost through the FAC, untii the FAC expires. After the FAC ends,
energy and capacity associated with REPAs will be sold into the PJM Interconnection, LLC
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(pJNi) market and offset the total cost of the REPAs, with the balance of REC expense to be
recovered from SSO customers through the AER. AEP-Ohio proposes that the AER be
bypassable for shopping customers. The Company also proposes that whered ^^E ^^
part of the REPA, the value of each component be based on the residual me^o using
monthly average PJM market price to value the energy component, the capacity will be
valued using the price at which it can be sold into the PJM market and the remauung value
would constitute the cost of the REC. TheAERCode, ana C,^°^^^°,^azo,h^

consistent with Section 4928.143(B)(2)(a), Revised
unbundling of the FAC to provide greater price visibility of prudently-incurred REC
compliance costs under Section 4928.66, Revised Code. The Company will make quarterly
filings, in conjunction with the FAC, to facilitate the audit of the AER. AEP-Ohio reasons
that the establishment of the AER for recovery of costs is uncontested,

of the FAC andshould be approved, The Cornpany argues continuation and unification
development and implementation of the AER, is reasonable and should be approved.

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

Staff endorses the Company's requests to continue and consolidate the FAC rates
for CSP and OP rate zones and to reclassify the RECs and REPA components for recovery
through the AER, as proposed by the Company. However, Staff recommends that annual
AER audit procedures be established and that the AER audit be conducted by the same

the and
auditor and in c4njunction with the FAC au ^e AER an

r d FAC mec phar^ms As to the
recoverability of costs as a part of and between
allocation of cost components, Staff agrees with ^Pan^ ^t^rpd°e^ohow to best
components of bundled products but gg
determine the cost components and how to apply the allocation to specific situations in the
context of the FAC/AER audits. Staff recommends, and the Company agrees, that the
auditor's allocation process be applied to AEP-Ohio s renewable generation from existing

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

No party took exception to . the implenc+entation of the AER mechanism. As

proposed by AEP-Ohio, continuation of the FAC and establishment of the AER, t.hrough
this modified ESP, is consistent with Section 4928.143(B)(2)(a), Revised Code, for the
recovery of prudently incurred fuel costs and fuel-related costs and alternative energy and

associated costs. We find the Company's proposal to the ^ reasonablee an
the

d
AER to better distinguish fuel and altemau energy
appropriate during the term of the ntodified ESF. We approve the continuation of the
FAC and implementation of the AER mechanisrns, consistent with the audit
recommendations made by Staff. The next audit of AIEf'-Ohio's FAC shall also include an

audit of the AER mechanisms and the allocation for classification
ixunthe oission approves

components and their respective values. In all other respects,
the continuation of the FAC rate mechanisms and the creation of the AER rate mechanism

for each rate Zone.
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3. Timber Road

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

competitively bid and secure additional renewable resbids for prajects£art ohioG, and
need for in-state rer^ewables, AEP-ohio only considered
ultimately selected the proposal from PauuldinAEP^Îts o a 99^MW pvrtio^ _Timber
Specifically, the Timber Road REPA will provide
Road's electrica! outputr capacity and envixonmental attributes for 20 years as necessary
for the Company to meet its increasing renewable energy ^CY^^ requir101 a^^ )
Section 4928.64(C)(3), Revised Code. (AEP-Ohio Ex.109 at 10-15; Paulding

AEP-Ohio testified that the 20-year agreement facilitates long-term financing^torners
developer, reduces up front costs, and allows forp^£^ t^^^° aze no fuel
Paulding offers that although the project is capital intensive
costs equates to no sigriificant cost variables creating lo^g an^^a its ^^^mers, wi h
Qhio argues that the Timber Road REPA prosndes the p y
access to affordable renewable energy from an in-stater^a^^tian ^ 0(^)^ t^^y sed
to facilitate the state's effectiveness in the global econ y,
Code. (AEP-Qhio Ex.109 at 16-18' Paulding Ex.101 at 4-5.)

Staff suPports AEP-ohio's REPA with Paulding and the Tunber R#^P-Ohio be
reasonable and prudent. Accordingly, Staff advocates its approval and
perrnitted to recover costs associated with energy, capa^ ity^and R^ ^^ ^^ ^t the

contract, subject to annual FAC and AER audits. The Cop Y^
implementation of the Timber Road REPA should beo bj A P^^^ C to acqutu^ng
offered in the testirnony of AEP-Ohio witness Nelson.

to meet its portfolio requirements on behalf of i^., a °ta2-3 Tdrtat 2438 24 9^ A.EP-
through the AER once the FAC is tex^minated. (Staff

Qhio Ex. 103 at 18.)

The Coinmission finds that the long-term Tiinber Road REPA diversrther
itY

supply, consistent with state golicies set forth o ^ch e^ b$e-r^►efiR Ohio corisumers and
based on the evidence of record, the Timber P J finds reasona
supports the C^hio economy. Accordingly, ^e C°^SeiTimbe Road REPA bthrough
appropria.te to allow the Company to recover the cost of

the bypassable FAC/AER mechanisms.

rl. Generati.on Resource Rider

AEP-Ohio requests establishment of a non-bypassable, Generation Resource Rider

(GRR) pursuant to Section 4928.143(E)(2), Revised Code, to recover the cost of new
generation resources including, but not limited to, renewable capacity that the Company
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owns or operates for the benefit of Ohio customers. At this time, the Company proposes
the rider as a placeholder and expects that the ordy project to be included in the GRR will
be the Turniuig Point facility, assuming need is established in Case Nos. 10-501-EL-FOR
and 10-502 EL-FOR.7 To be clear, although the Company provided an estimate of the
revenue requirement for the Turning Point project, as requested by the Commission, AEP-
Ohio is not-seeking recovery of any costs for the Turning Point facility in this ESP. The
Company asks that the GRR be established at zero with the am.ount of the rider to be
determined, and the remaining statutory requirements to be met, as part of a subsequent
Commission proceeding. (AEP-Ohio Ex. 103 at 20-21; AEP-Ohio Ex. 104; Tr. at 2514, 599,

1170, 2139- 214(l.)

UTIE encourages the Comrnission's approval of the GRR as a regulatory
mechanism pursuant to the authority granted under Section 4928.143(B)(2)(c), Revised
Code, to adopt a non-bypassable surcharge for new electric generation (jJTIE Br. at 1-2).
NRDC and OEC support the proposed GRR, including the Timber Road REPA and the
Tuxning Point project, with certain modifications, as perrnitEed under Section
4928.143(B)(2)(c), Revised Code. NRDC and OEC recommend that the GRR be l'united to
only renewable and alternative energy projects or qualified energy efficiency projects, and
also recommend that the Company develop a crediting system to ensure that shopping
customers do not pay twice for renewable energy. NRDC and OEC reason that AEP-Ohio
could make the RECs available to CRF.S providers based on the CRES provider's share of
the load served or by liquidating the RECs in the market and crediting the reventze to the
GRR. (NRDC Ex. 101 at 11; NRDC/OEC Reply Br. at 1.)

However, while Staff does not foresee any need for additional generation by AEP-
Ohio, Staff and UTIE acknowledge and endorse the adoption of the GRR mechanism to
facilitate the Commission's allowance for the construction of new generation facilities
(Staff Ex,110 at 7; Tr. at 4599; UTIE Reply Br. 1-2).

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

101 at 5-6).

7 A stipulation between the Company and the Staff was filed agreeiQ ►g, anmong other things, that as a result

of the requirements of Sections 4928.143(B)(2)(c) and 4928.64(B)(2), Revised Code, which require AEP
Ohio to obtain alternaiive energy resources including solar resources in Ohio, the Commission shonld
find that there is a need for the 49.9 MW Turning Point Solar praject. The Commission dedsion in the

case is pending.
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RESA and Direct contend that the GRR wi11 inhibit the growth of the competitive

retail electric market and violates the state policy through a non-bypassable
Code, which prohibits the collection of generation-based rates

rider. SimiJ.arly. IGS reasons that the GRR the GRR amounts to an anticampetitive
generation to serve SSO customers and, therefore, _ rvice, or,
subsidy on CRES providers for the benefit to p^ti^^ retail S^Q^ends that
according to Wal-Mart, requires shopping customers pay
AEP-Ohio develop renewable energy projects on its own with recovery through market
prices. RESA and Direct reason that AEP-Ohio's request is premature and creates
uncertainty for CRES providers who are also required to comply with Ohio's renewable
energy portfolio standards. RESA and Direct contend that, to the extent the Cornruni.ssion
adopts the GRR, the GRR should not be assessed to shopping customers. RESA and Direct
propose that the GRR be set at zero and incorporation of the Turning Point project or other
facilities should occur in a separate case. (RESA Ex. 102 at 12; RESA/ Direct Bx.18-21; IGS

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

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

AEP-Ohio sell the generated electricity on the market with revenues to b f=^ ^u ogm st
the GRR or the renewable energy credits used to meet the requirements
IGS notes that AEP-Ohio witnesses agree that crediting the revenues agai-nst the GRR is

reasonable. (IGS Ex.1U1 at 27-28; Tr. 599,1169-1170.)

OCC, APJN, IBU and FES contend that AEP-Ohio has inappropriately conflated

two unxelated statutes, Sections 4928.143(B)(2)(c) and 4928.64, Revised Code, in support of
the GRR. The goals of the two sections are different according to the interpretation of the
aforementioned interveners. They contend that the purpose of Section 4928.64, Revised
Code, is to require electric distribution utilities and CRES providers to comply with

of Section 4978.64, Revised Code, directs
renewable energy benchmarks and paragraph (E) le.
that costs incurred to comply with the renewable energy benchmarks shall be bytsbW the

hereas, according to IEU and FES, Section 4928.14^(B)(2)(c), Revised Code, per^
Coinn-Ltssion to implement a market safety valve under specific requirements should Ohio
require additional generation. FES notes that AII'-Ohi.° has sufficient energy and capacity
for the foreseeable future. IEU and FES interpret the two statutory provisions to
affirmatively deny non-bypassable cost recovery under Section 4928.143(B)(2)(c), Revised
Code, for renewable energy projects. IEU and FES contend that their interpretation is

confumed by the language in Section 4928.143(B), Re^d Code to the contrary
"Notwithstanding any other provision of Title XLIXPES reasons the Commission is expressly
except...division (E) of section 4928.64... ." Thus,
prohibited from authorizing a provision of an FSP which conflicts with Section 4928.64(E),

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

Further, JEU, FES, OCC, IGS and APJN argue that the statute requires, and AEP-
Ohio has failed to demonstrate, the need for and the terms and conditions of recovery for
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the Turning Point project in this proceeding pursuant to Section 4928.143(B)(2)(c), Revised
Code. Finally, IEU submits that AEP-Ohio has failed to offer any evidence as to the effect
of the GRR on govverruxnental aggregatiorti, as required in accordance with the
Commission's obligation under Section 4928.20(K), Revised Code. For these reasons, IEU,
IGS, FES, OCC and APJN request that the Company's request to implement the GRR be
denied. (Tr. 1170, 570-574, 2644-2646; FES Br. at 87-94; FES Reply Br. at 22-24, IGS Reply
Br. at 5-6; OCC/APJN Br. at 84-85; IEU Br. 74-76.)

Staff notes that there are a number of statutory requireme.nts pursuant to Section
4928.143(B)(2)(c), Revised Code, that OP has not satisfied as a part of this modified ESP
proceeding but will be addressed in a future proceeding, znduding the cost of the
proposed facility, alternatives for satisfying the in-state solar requirements, a
demonstration that Turning Point was or will be sourced by a competitive bid process, the
facility is newly used and useful on or after January 1, 2009, the facility's output is
dedicated to Ohio consumers and the cost of the facility, among other issues. Staff notes
the need for the Turning Point facility has been raised by parties in another case and a
decision by the Commission is pending 8 Staff emphasizes that the statutory requirem.ents
would need to be addressed, and a decision made by the Commission, before recovery
could commence via the GRR mechanisnL Further, Staff suggests that it is in this future
proceeding that parties should explore whether the GRR should be applied to shopping
customers. (Staff Ex.106 at 11-14.)

FES responds that the language of Section. 4928.143(B)(2)(c), Revised Code, omits
any asserted discretion of the Commission to consider the requirements to comply with
the statute outside of the ESP case, as AEP-Ohio and Staff offer. Nor is it sufficient policy
support, according to FES and IGS, that customers may transition from shopping to non-
shopping and back during the useful life of the Turning Point facility as claimed by AEP-
Ohio. T-he interveners argue AEP-Ohao overlooks that, as proposed by the Company, the
load of all its non-shopping customers will be up for bid as of June 1, 2015. With that in
mind, FES ponders why customers of AEP-Ohio competitors should pay for AEP-CGhio
facilities after May 31, 2015. (FES Reply Br. at 24-25; IGS Reply Br. at 4.)

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

GRR (UTIE Reply Br. at 2).

NRDC and OEC respond that - it is disingenuous for parties to argue that
establishing a placeholder rider as a part of an ESP is unlawfuL The Commission has
adopted placeholder riders in several previous Commission cases for AEP-Ohio, Duke

8 - Case Nos.10-507. EL-FOR and 10-502 EL-FOR.
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Energy Ohio and the FirstEnergy operating companies9
- Further, NRDC and OEC note

that no party has waived its right to participate 2subsequent GRR related proceedings

before the Commissi4n. (NRDC/OEC Reply Br. at 2.)

The Company notes that -fou.r interveners supporte
already^pr posed

the four supporters, two request modifications wlv.ch ar
components

by the Company.
First, AEP-Ohio addresses the arguments of FES and iELT that Section 4928.64(E),

Revised Code, prohibifis the use of Section 4928.143(13)(2)(c), Revised Code, for renewable

generation projects. AEI'-Oliio states that it recognizes the overlapping policies of the two

is
ojecet,

statutes and offers that each section relates to the cost reco^eh n
aspect

as the Company interprets the statutes, will be addressed
in a future praceeding. Further, AEP-Ohio reasons that IELT's and FES's arguments are

inappropriate as they would lead to the disallowance oo contends, or pei^ ^

optiort

°Ty
mexely because another option exists. In addition, AEI'
construction seeks to give all statutes meaning and, therefore, both options are availaele to

the Coinrrnssion at its discretion
done,

It is prernature, AEP-Ohio retorts, to assert as certain
ate a^ haba

ve
not been met

the statutory requirements of Section 4928.143(B)(2)(c), Revise
Revised Code,

by the Company . The statutory requirements of Section 4928.143^)(2)(G), the
will be addressed in a separate proceeding before ^ ^{^ ^^ recov

ered
disa et

via
iono

proposed GRR. AEP-Ohio asserts that the Commis sionsi
dssion

establish the GRR, as a zero-cost placeholder, as I^ has d^f as a partr a^ ture
proceedings. The Company also proposes, and Staff gr T roject
proceeding, the amount and prudency of costs associated ^^e fa

P
wable energy

and whether the GRR resuits in shopping customers p y g

compliance costs, among other issues will be determdh^^hio i SSO t^t ^^°on.
share the RECs from the Turning Point project between sh opping and

an-a-nnual- basis. IGS, NRDC and Staff endorse AII'-ahiiYs propo
sal
customers. (AEP-Ohio

the Turning Point project between shopping and non-shopp g

Reply Br. at 7-10; Tr. at 2139-2140; NRDC j OEC Reply Br. at 1; Staff Ex. 110 at 7; Staff Br. at

20)

The Commission interprets Section 4928.143(B)(2)(c), Revised Code, to permit a

reasonable allowance for construction of an electric generating ^h^e thee the

establishment of a non bypassable su^c ^gf^ for ^^^e^ the the facility through a
utility owns or operates the gener ^' for an electric
competitive bid process. Before authorizing recovery of a surcharge

generation facility
, the Commission must determine there is a need for the facility and to

In re ABP-Ohio, ESP 1 (March 18, 2009}; In re Duke Ettet'gy-Ohio, Case No. 08-920-EI-S^ ^cembeY 17,
9 M^ (^1̂ -_-y rv^A

2008); In re FirstEnsrgyr Case No, ^9hr^yL-^ `- ^^1 ^,2WJ^.
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continue recovery of the surcharge, establish that the facility is for the benefit of and
dedicated to Ohio consumers. AEP-Olv.o will be required to address each of the statutory
requirements, in a future proceeding, and to provide additional information including the
costs of the proposed facility, to justify recovery under the GRR. However, the
Comrnission notes that there shan be no aIlowances for recovery approved unless the need

and competitive requirements of this section are met.

Furthermore, we disagree with the arguments that the language in Section
4928.143(B)(2)(c), Revised Code, requires the Commission to first determine, within the
E^.SP proceeding, that there was a need for the facility. The Cornmission is vested with the
broad discretion to manage its dockets to avoid d unafue^ delay

organization ^a d^ocke#
inrluding the discretion to decide, how, in ght
considerations, it may best proceed to manage and expedite the orderly flow of its
business, avoid undue delay and elinminate unnecessary duplication of effort. Duf,j`v. Pub.

Util. Comm. (1978), 56 Ohio St. 2d 367, 379; Toledo Coaxition fnr Safe Energy v. Pub. Util.

Comm. (1982), 69 Ohio St. 2d 559, 560. Accordingly, it is acceptable for the Commission to
determine the need for the Tuming Point facility as a part of the Company s long-term
forecast case filed consistent with Section 4935.04, Revised Code, wherein the Commission
evaluates energy plans and needs. To avoid the unnecessary duplication of processes, the
Comrnission has undertaken the determination of need for the Turning Point project in the
Company's long-term forecast proceeding. The Cormnission interprets the statute not to
restrict our deternvnation of the need and cost for the facility to the time an -E5P is
approved but rather to ensure the Commission holds a proceeding before it authorizes any
allowance under the statute. FES raises the issue of whether shopping

^ should

incur charges associated with AEP-Ohio's constructiort of ge
a

Commission finds that Section 4928.143(B)(2)(c), Revised Code, specifically provides that
the surcharge be non-bypassable. However, the statute also provides that the electric
utility must dedicate the energy and capacity to Ohio consumers. AEP-Ohio has
represented that any renewable energy credits will be shared with CRES providers
proportionate with such providers' share of the load. Accordingly, as long as AEP-Ohio
takes steps to share the benefits of the project's energy and capacity, as well as the
renewabie energy credits, with all customers, we find that the GRR should be non-
bypassable. Further, in the subsequent application for any cost recovery AEP-Ohio wiIl
have the burden to demons-6rate compliance with the statutory requirements set forth in

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

Accordingly, the Commission approves the Company's request to adopt as a
component of this modified ESP the GRR mechanism, at a rate of zero. It is not
unprecedented for the Cornmdssion to adopt a mechanism, with a rate of zero, as a part of
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an ESP.10 The Commission explicitly notes that in pernTitting the creation of the GRIi, it is

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

5. Interruptible Service Ra.tes

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

separate and distinct rate (AEP--0hio Ex. 111 at 8). To make AEP-Ohio's interruptible
service options consistent with the current regulatory environunent; AEP-Olv.o proposes
that Schedule Interruptible Power-Discretionary (IIiP-D) become available to all current
customers and any potential customers seeking interruptible service (Id.). The IRP-D
credit would increase to $8.21 per kw-month upon approval of the modified ESP (AEP-
Ohio Ex. 100 at 9). AEP-Ohio proposes to collect any costs associated with the IRP-D
through the RSR to reflect reductions in AEP Ohio's base generation revenues (Id.).

fJCC believes the IRP-D proposal violates cost causation principles, as the
beneficiaries are customers with more than 1 MW of interruptible capacity, and does not

apply to residential customers. O ►CC witness Ibrahim argues it is unfair for non-
participating customers to make AEP-Ohio whole for any lost revenues associated with
the IRP-D (O+CC Ex. 110 at 11-12). Therefore, OCC recommends the IRP-D should not
allow for any lost revenue associated with IRP-D credits to be collected through the RSR

Staff suggests modifying the IRP-U credit based upon the state compensation
mechanism approved in the Capacity Case (Staff Ex. 105 at 6-9). Staff witness Scheck-
recommended lowering the IRP-D credit to $3.34/kw-month (Id.). Further, Staff notes its
preference of any interruptible service to be , offered in I conjunction with Commission
approved reasonable arrangements, as opposed to tariff service (Id). EnerNOC states that
a reasonable arrangement process is more transparent than an interruptible service credit,
and notes that a subsidized IRP-D rate may impede AEP-t7hio's transition to a competitive
market by reducing the amount of demand response resources that may participate in

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

OMAEG and OEG support the proposed IRP-D credit, but recommend it not be tied
to approval of the RSR (OMAEG Br. at 21, OEG Br. at 15). Onnet also supports the IRP-D
credit, noting that customers should be compensated for taking on an interruptible load
(Ormet Br. at 21-22). OEG explains it is reasonable and consistent with state policy

10 In re AEP-Oh io, ESP 1(March 18, 2009); In re Duke Energy-Ohio, Case No. 08-920-EL-SSO (December 17,

2008); In re FirstEnergy, Case No. 08-935-EIrSSO (Mfu'ch 25, 2009)-
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objectives under Section 4928.02, Revised Code, as it will promote econonuc development
and innovation and market access for AEP-Ohio's customers. OEG witness Stephen Baron
provides that the credit is beneficial to customers that participate in the IRP-D program
who received a discounted price for power in exchange for interruptible service, which
retains existing AEP-Ohio 'custorners and can attract new customers to benefit the state's
economic developrnent (Tr. IV at 1I25-1126, OEG Ex. 102 at 6-8). Mr. Baron notes that the
IRP-D is beneficial to AEP-Ohio as well by allowing AEI'-Ohio to have increased flexibility
in providing its service, thus increasing overall system reliability (OEG Ex. 102 at 6-8).
However, Mr. Baron believes that costs associated with the IRP-D would be more
appropriate to recover under the- EE/PDR rider (Id. at 9-10). OEG also disputes Staff's
proposal to lower the IRP-D credit to the capacity rate charged to CRES providers, as the
credit is only available to SSO customers, and not customers of. CRES providers (OEG Br.

at 1b-21).

The Conunission finds the IRP-D credit should be approved as proposed at
$$.21/kVV month. In light of the fact that customers receiving interruptible service must
be prepared to curtail their electric usage on short notice, we believe Staff's proposal to
lower the credit amount to $3.34/kW-month understates the value interruptible service
provides both AEP-Ohio and its customers. In addition, the IRP-D credit is beneficial in
that it provides flexible options for energy intensive customers to choose their quality of
service, and is also consistent with state policy under Section 4928.02(N), Revised Code, as
it furthers Ohio's effectiveness in the global economy. In addition, since AEP-Ohio may
utilize interruptible service as an additional demand response resource to meet its capacity
obligations, we direct AEP-Ohio to bid its additional capacity resources into PJM's base

residual auctions held during the ESP.

The Con-,mi.ssion agrees with several parties who correctly pointed out that the IRP-
D credit should not be tied to the RSR. As we wili discuss below, the RSR is tied to rate
certainty and stability, and while we have no qualms in finding that the IRP-D is
reasonable, it is more appropriate to allow AEP-Ohio to recover any costs. associited with
the IRP-D under the EE/PDR rider. As the IRP-D will result in reducing AEP-Ohio's peak
demand and encourage energy efficiency, it should be recovered through the EE/PDR

rider.

6. Retail Stability Rider

In its modified ESP, AEP-Ohio proposes a non-bypassable RSR. AEP-Ohio states
the RSR is justified under Section 4928.143(B)(2)(d), Revised Code, as it promotes stability
and certainty with retail electric service, and Section 4928.143(B)(2)(e), Revised Code,
which allows for automatic increases or decreases by revenue decoupling mechanisms that
relate to SSO service. AEP-Ohio provides that in addition to the RSR's promotion of rate
stabUity and certainty, it is essential to ensure the Company does not suffer severe
financial repercussions as a result of the proposed ESP's capacity pricing mechan.ism.
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AEP-Ohio witness 'U`Tilliarn Avera explains that the Commission has the duty to ensure
there is not an unconstitutional taking that may result in material harm to AEP^Ohio
(AEP-Ohio Ex. 150 at 4-6). Dr. Avera stresses that not only does the Commxssion maintain
this obligation to avoid confiscation, but in the event the rate plan is confiscatory, AEP-
Ohio's credit rating would 'tikely drop, limiting the ability to attract future capital

investments (Id.).

The proposed RSR functions as a generation revenue decoupling charge that all
shopping and non-shopping custorners would pay through June 2015. As proposed, the
RSR relies on a 10.5 percent return on equity to develop the non-fuel generation revenue
target of $929 million per year, which, throughout the term of the modified ESP, would
collect approximately $284 million in revenue (AEP-Ohio Ex. 100, 116 at WAA-6). In
establishing the 10.5 percent target, AEP-Ohio witness William Allen considered. CRES
capacity revenues as based on the proposed two-tiered capacity mechanism, auction
revenues, and credit for shopped load to determine where the RSR should be set. AEP-
Ohio notes that while the RSR is designed to produce consistent non-fuel generation
revenues, the RSR does not guarantee a company total ROE of 10.5 percent, as there are
other factors affectin.g total company earnings, which AEP-Ohio witness Sever estimated
at 9.5 percent and 7.6 percent (AEP-Ohio Ex. 151 at 2-4, AEP-Ohio Ex. 108 at OJS-2). Thus,
AEP-Ohio explairis the RSR only ensures a stable level of revenues during the term of the
ESP, not a stable ROE (Id. at 3). For every $10/MW-day decrease in the Tier 2 price for
capacity, Mr. Allen explairis the RSR would increase by $33M (or $.023/MWh) (AEP-Ohio
Ex. 116 at 14-15). Mr. Allen explains that the $3 shopped load credit is based on AEP-
Ohio's estimated margin it earns from off-system sales (OSS) made as a result of MWh
freed as a result of customer shopping. In his testimony, Mr. Allen provides that AEP-
Ohio only retains 40 percent of the OSS margins due to its participation in the AEP pool,
and of that 40 percent only 50 to 80 percent of reduced retail sales result in additional OSS,
thus demonstrating the $3/MWh credit is reasonably based on appropriate OS''s

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

In designing the ItSR, AEP-Ohio explains that a revenue target is preferable to an
earrdngs target, as decoupling will provide greater stability and certainty for customers
and is easier to objectively measure and audit as compared to earnings, which are prone to
litigation as evidenced by SEET proceedings (AEP-Ohio Ex. 116 at 13-16). AEP-Ohio
believes a revenue target provides for risks associated with generation operations to be on
AEP-Ohio while avoiding the need for evaluating returns associated with a deregulated
entity after corporate separation (Id.) As proposed, the RSR would average $2/MWh (M

at WAA-6).

AEP-Ohio believes the RSR is beneficial in that it freezes non-fuel generation rates
and allows for AEP-Ohio's transition to a fu.I1y competitive auction by June 2015 (AEP-
Ohio Ex. 119 at 2-4). AEP-Ohio opines that the RSR mechanism reflects a careful balance
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that will encourage customer shopping through discounted capacity prices while retaining

reasonable rates for SSO customers and ensure that^^^p ^ oo{oui ^^re^ase i n its
it transitions towards a competitive auction (Id.) .
interruptible service (IRP-D) credit upon approval of the RSR. AEP-Qhio witness Selwyn
Dias explains that the increase in the IRP-D credit will benefit numerous major employers
in the state of Ohio and promote economic development opportunities within AEP-Ohio's

service territory (Id. at 7).

Without the Comrni.ssion's approval of the RSR as proposed, AEP-Ohio claims that
the modified ESP would result in confiscatory rates. In his rebuttal testimony, W. Allen
argues that if the established capacity charge is below AEP-Ohio's costs, AEP-Ohio wBl
face an adverse financial impact (AEP-Ohio Ex. 151 at 9). As such, AEP-Ohio points out
that the 10.5 percent return on equity used to develop the RSR's target revenue is not only
appropriate to prevent financial harm but is also necessary to avoid violating regulatory
standards addressing a fair rate of return. Mr. Allen contends that the non-fuel generation
revenue, which the RSR addresses, is separate and distinct from the total company
earivngs, which are not addressed by the RSR. This distinction, Mr. Allen states, shows
the 10.5 percent return on equity is appropriate for the RSR because when the RSR is
combined with total company earnings, AEl'-Cldo would be looking at a total company
return on equity of 7.5 percent in 2013. Therefore, AEP-fJ'liio argues it would be
inappropriate to allow a RSR rate of return of less than 10.5 percent, as any reduction
would lower the total company return on equity downward from 7.5 percent, harming
AEP-Ohio's ability to attract capital and potentially putting the company in an adverse

financial situation (Id. at 4-5).

DER, DECAM, FES, NFIB, OCC, and IEU all contend that the RSR lacks statutory
authority to be approved. FES claims that Section 4928.143(B)(2)(d), Revised

Code, o y

authorizes charges that provide stability and certainty regarding retail electric service,
which AEP-Ohio has failed to show. OCC witness Daniel Duann argues that the RSR will
raise customer rates and cause financial uncertainty to all native load customers (OCC Ex.
111 at 10). OCC contends that even if the RSR provided certainty and stability, it does not
qualify as a term, condition, or charge pursuant to Section 4928.143(B)(2)(d), Revised Code
(OCC Br, at 40). IEU and Exeton also argue the RSR violates Section 4928.02(H) Revised

Code, as it would be tied to a distribution rate based on its charge t^^ °^P,o related costs
despite the fact it is a non bypassable charge designed to recover g

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

fEU, Ohio SchooLs, Kroger, and DECAM/DER argue that AEP-Ohio is improperly
utilizing the RSR to attempt to recover transition rEwenu nof Ee^^e bet cAEea by
attempt to recover generation-related revenue that rnay

statute is an illegal attempt to recover transition revenue 4^lEx^o r^®^e genera ^n
Kroger and Ohio Schools point out that not only has the opp ty
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transittfore costs expired with the establishumxtt of retail c^a ed^o a resolution^
Ohio waived its right to generation tr'ax'sition costs whe p
Case Nos. 99-1729 and 99-1730 (Kroger Br, at 3-5, Ohio Schao at 18-24). Exelon and
FES m.aintain the RSR is anticompetitive and would sbfle co'petition

Ormet, OCC, Ohio Schools, OEG, and Exelon indicate s th Ohio ^h^Rs reqnest ean

it should contain exemptions for certain customer classe

exemption from the RSR ► pointin8 out that not only are schools relying on limited funding,

but also that the Cornrnission has traditionally cons^hools Br^ ats?2- p cI-citing c ^^
class that is entitled to special rate treatment (Ohio 4573
90-717-EL-ATA, 95-300r-EIrAIR, 79-629-TP-CQI, Ohio Schools cu eomers and should be

4574). Exelon believes the RSR should not apply to shopping ction
bypassable. While Exelon notes it does not oppose afforeding^AEtP-O ^°g c^ome s will

transitions its business struc ^ e ^ srovderd an
Fein,

d AEP-+Dhio for ^ erati°n (Exelon Ex.
u;nfairly be forced pay both p
101 at 13-14).

On the contrary, Ormet believes the RSR should not apply to customers like Ormet
who cannot shop, as Ormet neither causes costs associated with the RSR ^ta^ that the

receive the benefits associated with it ^usation principles ( d.). OCC and OEG suggest
RSR, as currently proposed, violates cost
that if the RSR is approved, it should not be chargto ^^ ^° ^'^^ ^stomers to
are not the cause of the RSR costs, and it would
subsidize shopping customers and CRES providers (OEG Br. at 5-6, QCC Ex. 111 at 16-17).

the
While OEG does not support the creation of the RSR, it ^

ability attract
Commission may need to provide a means to ensure AEP-Ol^o actual ea^t^ as
capital, and as such suggests that the eornnuss that the Ii ĉ's use of revenues
opposed'to revenue (OEG Ex.10'1- at 12-18). OEG ^'^es attract capital in the
does not accurately reflect a utility's financial condition or ability to

. ' s bein the foundation used by credit
way that earnings do, as evidenced b^ Q^^^s Lane Kollen points out that
agencies to determine bond ratings {)• and do not reflect a full
revenues are just a single c^F health (

Id.). Kollen suggests that if the Commission
picture of AEP-Ohio's finan () (ROE) would be
were to look at AEP-Ohio's earnings, an appropriate return on equity
between seven percent and 11 percent (OEG Ex. at 4-6). If the Commission were to use
revenues to determine AEP-Ohio's ROE, as proposed in the RSR, Mr. Kollen believes thedebt
ROE should be at seven percent, as it is still double the costb ^ ss at 7, Tr. ^^^
and falls within the Ohio Supreme Court s zone of reasona (

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

use of earnings as opposed to revenues in calculating the RSR in ^SAerialso issuggests the

avoid confiscatory rates (RESA^ . o^t o fxnoney necessary for AEP-o^o ^^ a
Commission consider projecting p, Br. at 14-16). RESA maintams
reasonable rate of return and set the RSR according1y(Rffi
that either of these alternatives may reduce the poss-ibihty

that mat rAesult from AEP-0hio
affiliate make uneconomic investments or other risks ^IB and OADA express .
receiving a guarantee of a certain l;p^o^ creates

income
for AEP-4hio to limit its

sinvlaz concerns that the RSR, as P P^
expenses (NFIB Br. at 4-6, OADA Br. at 2 3}. its

In' addition, several other parties suggest modif'icat^o excessive and, unreasonab y
proposed ROE. Urrnet - states that the 10.5 percent ROE

hig F 'tsh Ormet witness john Wilson explained that AEP-Uhio fand u ons_utilizing Staff's
showing 10.5 percent ROE was just and reasonable,based on current economic conditions
methodology in 11-351-EL-AIR, determined that, RC7E would be
and AEP-ohxo and comparable utility financial fi^'eS' an appropriate
between eight and nine percent (Ormet Ex.107 at 8-30).Krag ^a ^^d on the fact
testified that the avexage ROE for electric utilities is 10.2 peY

AEP-ohicf s proposed two tier capacity mechanism is above that AEP-41uo failed to
below 10.2 percent (ISroger 101 at 10). FES and Wal-Mart state

justify
'its 10.5 percent figure, with WaI-Mart witness Steve Chris f 79^0 tmg the ROE be

no higher than 10.2 percent (Wal-Mart Ex.101 at 8-9, FES Ex. 102

recommends that the Commission allocate the RSR ^bution to teak load,pCC as
share of the switched kWh sales as opposedis not just and reasonable {UCC Ex. 110 at
an allocation based an contribulaon to peak load share d

oresi
f

g-g . pCC. witness Ibrahim points out that the residential customer
kWh sales is only eight percent, thus, if the Commisslvn reallo at

customer increases would drop from six percent to a^t rrecovers thr: gh an ^eg&Y
argues the RSR allvcates costs to customers by demand,
cost, resulting in cross subsidies amongst customers (Krogerbased on demand gas ol^Po^d
recommends that costs and charges should be aligned and

to energy usage (Id.)

pCC, FES, and Ormet also submit modafications relat^to^ e^^^^ a

®lua's shopping credit induded^Ithin^ml^SRac cu^laa based on A^Wo'S 2011 resale

underestimates its $3 shoppmg increases to $3-75 MWh, with the total
percentage of Sp percent, the actual shopping credit
amount increasing to $78.5 m?llion (Ormet Br. at.10-12, citing to Tr^ XVII at 4905}" Ormet
also shows that AEP-ohio will not need to reduce the credit by 6U percent beginning in
2013, as AEP.phio will no longer be in the AEP pool, resulting in the credit increasing to
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$6 50 per year in 2014 and 2015 (jct.). (pCC a]so points out that the shopping credit should

increase based on AEP-C7hio's 2011 shopping percentage, as well as the termination of the
AEP pool agreement, and recommends the Commission adopt a shipping credit higher
than $3/MWh but less than $12/MWh (CJCC Br. at 49-54).

The Commission finds that, upon review of the record, it is apparent that no party
disputes that the approval of the RSR will provide AEP-4hio with sufficient revenue to
ensure it maintaix,s its financial integrity as well as its ability to attract capital. There is
dispute, however, as to whether the RSR is statutorily justified, and, if it is justified, the
amount AEP-Ohio should be entitled to recover, and how the recovery should be allocated
among customers. The Commission must first determine whether RSR mechanism is

supported by statute. Next, if we find that the Commission has the authority to approve
the RSR, we must balance how much cost recovery, if any, should be pezmitted to ensure
customers are not paying excessive costs but that the recovery is enough to allow AEP-
Ohio to freeze its base generation rates and maintain a reasonable SSO plan for its current
customers as well as for any shopping customers that may wish to return to AAII'-Ohio's

SSO plan.

In begixuzing our analysis, we first look to AEP-Ohio's justification of the RSR.

While A.EP-CUhio argues there are numerous statutory provisions that may provide
support for the RSR, the thrust of its arguments in support of the RSR pertain to Section
4928.143(B)(2)(d), Revised Code, which AEP-Ohio notes is met by the RSR's promotion of

rate stability and certainty. AEP-Ohio also suggests that Section 4928.143(B)(2)(e), Revised.

Code, which allows for automatic increases or decreases, justifies the RSR, as its design

includes a decoupling mechani.sm.

Pursuant to Section 4928.143(B)(2)(d), Revised Code, an ESP may include terms,
conditions, or charges relating to limitations on customer shopping for retail electric
generation that would have the effect of stabilizing retail electric service or provide
certainfiy regarding retail electric service. We believe the RSR meets the criteria of Section
4928.143(B)(2)(d), as it promotes stable retail electric service prices and ensures customer
certainty regarding retail electric service. Further, it also provides rate stability and
certainty through CRES services, which clearly fall under the classification of retail electric

service, by allowing customers the oppcirtunity to mxtigate any SSU increases through

increased shopping opportuni.ties that will become available as a result of the
Cominission's decision in the Capacity Case.

In addition, we find that the RSR freezes any non-fuel generation rate increase that
might not otherwise occur absent the RSR, allowing current customer rates to remain
stable throughout the term of the modified ESP. While we understand that the non-
bypassable components of the RSR will result in additional costs to customers, we believe
any costs associated with the RSR are mitigated by the effect of stabilizing non-fuel
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generation rates, as well as the guarantee that, in Iess than three years, AEP-Ohio will
establish its pricing based on energy and capacity auctions, which this Commis^on again
rnaintains is extremely beneficial by providing customers with an opport{uwnity pay less

for retail electric service than they may be paying today.

Therefore, we find that the RSR provide ccertainty
de. for 31, 2015,5AP-^?Iiia's

consistent with Section 4928.143(B)(2)(d), Revised
rate, as a result of this RSR, will remain available for aIl customers, including those

who are presently shoppin.g, as well as those who may shop in the future. The ability for
p,Ep-phio to maintain a fixed SSO rate is valuable, particularly if an uneNpeCted ►

intervening event occurs during the term of the ESP, which could have the effect o£
increasing market prices for electricity. The ability for all customers within AEP-t3hio's

oaBOWS
^eservice territory to have the option to return to AEP-ohio's certain and fixed rates

customers to explore shopping opportunities. This is an extremely beneficial aspect
and is undoubtedly consistent with legislative intent o Pana d^ esathat re ate

security plans xnay include retail electric service terms, conditi , g
to customer stability and certainty. Further, we reject the claim that the RSR allows for the
collection of inappropriate transition revenues or stranded costs that should have been
collected prior to December 2010 pursuant to Senate Bi113, as AEP-C}h.io does not argue its
ETP did not provide sufficient revenues, and., in light of events that occurred after the ETP
proceedings, including AEP-ohio's status as an FRR entity, AEP Ohio is able ta recover its
actual costs of capacity, pursuant to our decision in the Capacity Case. Therefore,
anything over RPM auction capacity prices cannot be labeled as transitiQn costs or

stranded costs.

Moreover, we find that the certainty and stability the RSR provides would be all but
erased by its design as a decoupling mechaulism.. We agree with OCC that the ability for
AEP-Ohio to decouple the RSR would cause financial uncertainty, as truing up or down
each year will create customer confusion in their rates; NFIB, OADA, and RESA correctly
rai.se concerns that the RSR design creates no incentive for AEP-Ohio to limit its expenses
and the Company xnay make uneconomic investments by its guaranteed level of annual
income. While AEP-Ohio should have the opportunity to earn a reasonable rate of return,
there is not a right to a guaranteed rate of return, and we will not allow AEP-Ohio to shift
its risks onto customers. Thus, because its design may lead to a perverse outcome of AEP-
Ohio making un.prudent decisions, we find it necessary to remove the decoupling

component from the RSR.

Although the RSR is justified by statute, AEP-4hio has failed to sustain its burden
of proving that its revenue target of $929 million is reasonable. The basis of AEP-ahio's
$929 million target is to ensure that its non-€ue1 generation revenues are stable ^dothl t

ROE.
stability may be ensured through a 10.5 percent eturnifor AEP-4hia therefvre, we
established, it is inappropriate to guarantee
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find it more appropriate to establish a revenue target that will allow AEI.'-Ohio the
opportunity to eam 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 decoupling components
but rather to determine a revenue target that adequately ensures AEP-Ohio can keep its

base generatian rates frozen and maintain its finan^^d have been through theeus of
more appropriate method to balance these factors
actual dollar figures that relate to stabi.lity, because AEP-Ohio utilized a ROE in calculating
its propposals, and parties responded with alternative ROE proposals, the record limits us
to this approach Therefore, in detexminuzg an appropriate quantification for the RSR, we
will consider a ROE of the non-fuel generatiron revenue only for the purpose of creating an
appropriate revenue target that wili ensure AEP-Ohio has sufficient capital while

main,tai.niri,g its frozen base generation rates.

On1,y three witnesses, AEP-Ohio witness Avera, OEG witness Kollen, and Ormet
witness Wilson, developed thorough testimony exploring how an appropriate revenue

all of which were driven by an analysis of AEP
target for the RSR should be established,
Ohio's ROE. Although OEG witness Kollen proposed a mechanism driven by adjusting
AEP Ohio`s ROE upward or downward if it does not fai[ within a zone of reasornableness,

Mr. Kollen established that anything between seven and
focusing on ae o

deemed
ne of

reasonable (OEG Ex. 101 at 8-9). W. Kollen pr
reasonableness, but notes that if the Commission preferred to establish a baseline revenue
target, it should be set at $689 million (Id. at 16-18). +Drnet witness Wilson utilized Staff
models from Case No. 11-351 including discounted cash flow and capital asset pricing
models, and updated calculations in the Staff models tv reflect current economic factors,
reaching a conclusion that AEP-Ohio's ROE should be between eight and nine percent
(Ormet Ex. 107 at 8-18). AEP-Ohio used witness Avera to rebut Dr. Wilson's testimony,
noting that Dr. Wilson did not consider a sufficient number of utilities in the proxy group,
and the utilities that were considered were not similarly situated to AEl'-Ohio (AEP-Ohio
Ex.15Q at 5-6). Based on this information, Dr. Avera recommended an ROE range of 10.24

percent to 11.26 percent (Id.).

The Cominission finds that all three expert,s provide credible methodologies for

determining an appropriate ROE for AEP Ohio, therefore, we find OEG witness Kollen's

zone of reasonableness of seven to 11 percent to be an appropriate starting point. We
lish

again emphasize that the Commission does not ^'e^onable revOenue targe bthat
what an appropriate ROE would be, but rather, establish
would allow AEP-Ohio an opportunity to earn somewhere within the seven to 11 percent
range. We believe AEP-ahio's starting point of $929 is tQo high, particularly in light of the
fact that AEP-Ohio is entitled to a deferral recovery pursuant to the Capacity Case but that
a baseline of $689 million would be too low to support the certainty and stability the RSR
provides. Accordingly, we find that a benchmark shaII be set in the approximate middle
of this range, and the $929 million benchmark shall be adjusted downward ta $826 million.
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While we have revised the benchmark amount down to $826 milliQrl ► we also need

to revisit the figures AEP-Ohio used in determining its RSR revenue amounts. In

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

generation revenues; CRES capacity revenues; auct'son capacity revenues; and credit for

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

figures, W. Allen relied on AEP-41uos own estimates ofshopping loads of 65 percent for
residential customers, 80 percent for commercial customers, and 90 percent for industrial

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

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

statistics may be higher than actual shopping levels. On rebuttal, FES P shopping
statistics based on actual AEP-Ohia numbers provided by Mr. Allen as of March 1, 2012,

and May 31, 2012 (FES Ex. 120). FES concluded that, based on AEP-O1uo's actual
shopping statistics to date, Mr. A11en's figures overestimated the amount of shopping by
36 percent for residential customers, 17 percent for commercial customers, and 29 percent
for industrial customers, creating a total overestimate across all customer classes of 27.54
percent. The Commission finds it is more appropriate to utilize a shopping projection

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

conservative shopping estimates offered by FFS. Therefore, we will estimate shopping in
the first year at 52 percent, and then increase the shopping projections for years two and
three to 62 percent and 72 percent, respectively. These numbers represent a reasonable
estimate and are consistent with shopping statistics of other EDUs throughout the State

(See FES Ex. 114).

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

adjustments are highlighted below.
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Retail Non-Fuel Gen Revenues

CRES Capacity Revenues

Credit for Shopped Load .

Subtotal

Revenue Target

PY 12/13

$528

$32

$75

$636

$826

PY 13/14

$419

$65

$89

$574

$$26

PY 14/15

$308

$344

$104

$757

$826

.35-

Reta ii Stability Rider Amount $189 $251 $68

All figures in miilions

To apProPn?atelY cflrrect the RSR based on more conservative shoppiung projectivns,
we begin our analYsis with retazl non-fuel generation revenues. As the figures of $402,

$309, and $182 are based on Mr. Allen's assumed shvppi ►g fi&ureS, when we adjust these

figures to 52, 62, and 72 percent shopping. AEP4hio's revenues would increase to $528

,,,&lion, $419 million, and $308 m,illion, respectively.

Conversel , as a result of decreasing the shopping statisticsandCR
72
^ pei^ ,i^

^'revenues would decrease. Assuming our shopping estimates of 52, 62,
well as the use of RPM capacity prices, the CRES capacity revenues lower to $32 million,

W rnilli.on, and $344 tnillion. Finally, we need to adjust theassume lower shopping statistics,
on the revised non-shopping assumptions. ^^m sales due to an increased load of its
A,Ep.^(?hio will have less opportunity Y million, $89 ^lionr and $104
non-shopping customers, which will lower .^Acco ding y^ pcm factoring in our revised
million for each year of the modified ESP^^t return on eq,^,^yf we find a RSR amount of
revenue benchxnark based on a nine percent
$5p8 nmillion is appropriate. The $509 million RRSR amount is limited only to the term vf the

modified ESP.

Although our corrected RSR mechanism ensures customer
market itrici

and
ng^in^ ddihon

providing a means for AEP-OhiO to mave towards competitive F
to the $5(18 millian RSR, which allows AEP-Ohia to a^^e zc pa ^ g^,ge deferral
and an accelerated auction process, we must also

develo in Capacitymechanisn^, created in the Capacity Case. As our decision c a p^eo electric
RPM priced capacity considered the i€nportanse of F gof the deferral costs thrvugh AE^

arkets, we believe it is appropriate to begin recoverym.
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Ohio's RSR mechanism, as the RSR allows for AEP-O m^k t providedev orp a
and stability for AEP-Ohio`s SSO plan while competitive
result of RPM priced capacity. Therefore we believe it is appropriate to begin collection of

the deferral within the RSR.

Based on our condusion that a $508 million RSR is reasonable, as well as our

determination that AEP-Ohio is entitled to begin recoveryo nt of $3.50 J I^Wh,I othrou h
permitted to collect its $508 million RSR by a recovery ^
May 31, 2014, and $4/MWh between June 1, 2014 and May 31, 2015. The upward
adjustment by 50 cents to $4/MWh reflects the Commission's modification to expedite the

hming and percentage of the wholesale energy auction be
giru-dzg on June 1, 2014• Of the

towards
$3.50/MWh and $4/MWh RSR recovery amounts, AEP-O^^ uAthe onc1u^ n of the
AEP-Ohio's deferral recovery, pursuant to -the Capacity ppr

modified ESP, the Commission will determi:ne the thea amount that h^beeatn
adjustments based on AEP-Ohio's actual shopping statistics and

collected towards the deferral through the RSR' as drrals, the e
althou
xtz'aogx^y

Commission is generally opposed to the creation of ^ 1 the
circumstances presented before us, which allow for AEP-Ohi.o to fully pa.^c^Pa^
market in two years and nine months as opposed to five years, necessitate that we remain
flexihle 'and utiitize a deferral to ensure we reach our fsnish line of a fully-established

competitive electric rnazket.

Any remaining balance of this deferral that remains
at the conctusion of this

ordered
modified ESP shall be amortized over a three year period ^ disincentive to shopping at
Cornmission. In order to ensure this order does not
the end of the term of the ESP, AEP-Ohio shall file its t^ shopping accn ate deferral
docket. To provide cornpiete transpare_ncy as well as
calculations, A.EP-Ohio should maintain its actual monthly shopping percentages on amonths
month by-m,onth basis throughout the term of this modified ESP^e defwell s^hall be made
June and July of 2012. All determinations for future recovery
following AEP-Ohio's filing of its actual shopping statistics. Ohio.

We believe this balance is in the best interests of both customers ^a^'wxth $ 00
For customers, this keeps the RSR costs stable at $3.50/ ^h and $4/MWh'

of the RSR being devoted towards paying back AEP-Ohi addtion, j our modifications to
paying high deferral charges for years into the future. In d
the RSR will provide customers with a stable rate thatm ^^^^the RSR._ F

the
urther, as

the ESP due to the elinwnation of the decoupling co p impacts taking
result of the Capacity Case, customers may be ab lowerer their bill ^s that may not
advantage of CRES provider offers allow^.g customers

have otherwise occurred without the development °a 1 because the RSR will ensure
addition, this mecY^anisxn is mutually beneficial for AEP^
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AEP Ohl.o has sufficient funds to maintain its operations efficiently and revise its

corporate structure, as opposed to a deferral only m sable

Finally, we find that the RSR should be collected a^e note that^sever parties
recover charges per kWh by customer class, as p p
pitched reasons as to why certain customers classes should be excluded, but we believe
these arguments are meritless. C7rrnet contends that the RSR should not apply to
customers like Ormet who cannot shop. Interestingly, ormet again tries to play both sides
of the table, forgetting that it is the beneficiary of a unique arrangement that results in
Ormet receiving a discount at the expense of other AEP-Ohio customers. We reject
Ormet's argument, and note that while Oxmet cannot shop pursuant to its urni.que
arrangement, it directly benefits from AEP-Ohio's customers receiving stability and
certainty, as these customers ultimately pay for Ormet's drscounted electricity. We also

find Ohio Schools' request to be excluded from the RSR to ^^,^dy contribute to
would result in other AEP-Qhio customers, including taxpay
the schools, paying significantly higher shares of the RSR. It is unreasonable to make AEP-

Oh.io's customers pay the schools twice.

in addition, in light of the fact that the Commission has established a revenue target
to be reached through the RSR in this proceeding, the Cornmission finds that it is also
appropriate to establish a significantly excessive earnings test (SEE'I) threshold to ensure
that the Company does not reap disproportionate benefits from the ESP. The evidence in

a reasona
the record demonstrates that a 12 percent ROE would be a1 th ^^ end ,°Ex 10 at 8 30;
range for return on equity (OEG Ex. 101 at 4-6; Kroger
Wal-IViaA Ex. 101 at 8-9, FES Ex. 102 at 79-80), and even AEP-Ohio witness Allen agreed
that a ROE of 10.5 percent is appropriate. Accordingly, for purposes of this ESP, the
Commission will establish a SEET threshold for ASP-Ohio of 12 percent.

Likewise, multiple parties argue that either shopping customers or SSO customers
should be excluded from paying the RSR 'For non shoppm.g customers, the RSR provides
rate stability and certainry, , and enswres all SSO rates will be market-based by June 2015.
For shopping customers, the RSR notI only keeps a reasonably priced SSO offer on the table
in the event market prices increase, but it also enables CRES providers to provide offers
that take advantage of current market prices, which is a benefit for shopping customers.
Accordingly, we find the RSR, as justified by Section 4928.143(b)(2)(d), Revised Code is

just and reasonable, and should be non bypassable.

Finally, the Commission notes that our determination regarding the RSR is heavily
dependent on the amount of SSQ load stiIl served by the Company. Accordingly, the
event that, du^:^ng the term of the ESP, there is a significant reduction in non-shopping
load for reasons beyond the control of the Company, other than for shopping, the
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Company
is authorized to file an application to adjust the RSR tv account for such

changes.

7, Auction Process

As part of its modified ESP, AEP-Qhio proposes a^ ^°iUa anyene^gy-only,
auction based SSO format. The first part of AEP-Ohlo s p p

slice-of system auction of five percent that will occur a c omme ^ upon af ^°rder^
auction. The energy-only slice-of-system auction ^od to extend to
this proceeding and the corporate separation plan, with the delivery P
December 31, 2014 (AEP-Ohio Ex. 101 at 20-21). AEP-Ohio^notes ^^ specific details
would be addressed upon the issuance of firual. orders ?.n. this p g

AEP-Ohio's transition proposal also includes a commitment to conduct an energy
auction for 100 percent of the SSO load for delivery in ]anu 22015. BYo^ to 2015energy
Ohi.o will conduct a competitive bid procurement (CBP) process
and capacity auction to service its entire SSO load (Id. at 19-21, AEP-Ohio Ex. 100 at 10-11).and ca ci auction. will
AEP-Ohi.v witness Powers explained June

bid 1Inta AEP-©hio's load, as its FRR
permit competitive suppliers and n^ar shnil
obligation will be terminated (Id.). AEP-Ohio anticipates CCa^s o^^ 1CBP willaz be
other Ohio utility CBP filings, and explains that spec

addressed in a future filing.

AEP-Ohio explains that the June 1, 2015, date to service its entire SSO load by

auction is based on the need for AEP's interconnection poov ^
terminated and

Nelson
Ohio's corporate separation plan being approved. ^
explains that an SSO auction occurring prior to pool tenrriina co ora^ ep^fi^^ t is
significant financial harm, and if the auction occurs prior to '^P

possible that AEP-Ohio's generation may not be utilized in ^e ^i^^^ w°u a^i°
103

at 8). Further, AEP-C3frio points out that a full auction prior
with its FRR commitrnent that continues until May 31, 2015 (AEP-OIiio Reply Br. at 46).

FES and DER/DECAM argue that AEP-Ohio coul^hol^ immediate ^ y^^^e

waiting for pool termAnatlon and corporate separatio
testified that the AEP pool agreement contains no provisions that would prevent a CBP

(FES Ex.1Q3 at 3). DER/DECAM provide that a delay ina vantap e of the currenthmarket
process harm.s customers by preventing them from taking g

rates (DECAM Ex. 101 at 5).
's

Other parties, including RESA and Exelon, propose modifications to AEP-Ohio
proposed auction process. Exelon believes the first energy to d caPa°^ ^s^®^^ {^ tak̂e
SSO load should be accelerated to June 1, 2014, in order permit
advantage of competition. Exelon witness Fein notes the June 1, 2414 date would be six
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rnonths after the date by which AEP-ahio indicated its corporate separation and pool

termination would be completed (Exelon Ex. 101 at 1 SZ^s s a^ll̂ QAeEP-4hi'i sixpro
posal, but that a june 1, 2014, auction be energy oniy, a

months to prepare for auction and provides customers with ^^eh^^ ^rzm. auctans

competitive market (RESA Br• at 1 of 2015^wauld be detrimentai to residential
to be held during the first five months pC^ Br. at 100-
103). and suggests that the Commission adopt di.ff^r^ y bPeF^gher ^ prices that
Ip33. (^CC contends that competitive n^arke ^poprices

se energy from its affiliate, and
would result from AEP-ahio continuing Puria^ s
recommends that the Commission require the agreement ^e^^ ^t ;^^o^P dOhio

affiliafie to continue during the first five months of 2015, or, Id. at 103).
should purchase SSO capacity from its generation affiliate at RPM prices (

In addition, Exelon also recomtnends that the Cv ^ssion^d^ ke ^ e gy U°h^o

conduct its CBP in a manner that is consistent with the p
and FirstEnergy used in theix most recent auctions. Exedlte AEP-C?Yu^t ansition to
details of the CBP process in a tunly manner will exp issues in later
competition and ensure there are no delays as^{a^ ^P should ^beese cansistent with
proceedings- Specifi.cally, Exelon proposes should

directives set forth in 5ection 4928.142, Revised {^dof other defaults servicestatutory
dates for procurement events do not conflict with
procurements conducted by other EDUs. Exelon warns that if esn^'^^^ s^^t ^o^

the

procurement process are left open for intergretation, there may be that
limit bidder participation and lead to less efficient prices. E^e t b having _substantive
the Comrni.ssion ensure the CBP process Exn7.0

and
1 a. 20-31). Y

details established in a timely manner ^elon

The Comirission finds that AEP-ahio's proposed competitive auction process
Ystem

should be modified. First, we believe AEP-Ohio's energY n^. slaucdon by januaiy 1,

percent of the SSO load is too low, ar, E will not Cor^ence until six rnonths after - the
2015, and the slice-of-system auctions ercenta e
corporate separation order is issued. Accordingly{ we at.^her ^ca^ tia gt° ^ full energy
to a 10 percent slice-of-system auction will facxlita

auction.

Second, this Commission understands the importanccustomersdeveloping ag ^a1^Y
take advantage of market based prices and the benefits the movement to
competitive market, thus we reject QCC's argnrnents, as slowing
competitive auctions would ultimately harm residention ^^^b^P ^^ f^gome s
from enjoying any benefits from competition. Based ex h^ ^.ansition to a full
having access to arsarket based prices ^e modified $^p moavorable than the results
energy auction, in addition to making
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that would otherwise apply under Section 4928.142, Revised Code, we find that AEP-Ohio
is capable of having an energy auction for deJivery commencing on June 1, 2014.
Therefore, we direct AEP-Ohio to conduct an energy auction for delivery commencing on
June 1, 2014, for 60 percent of its load, and delivery commencing on January 1, 2015, for
the remainder of AEP-Ohio's energy load. AEP-Olii,o's June 1, 2015, energy and capacity
auction dates are appropriate and should be maintained. In addition, nothing within this
Order precludes AEP-Ohio or any affiliate from bidding into any of these auctions.

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

to be established to maximize the number of P^cp AfiF-Ohio toOstablishaCBP through
an open and transparent auction process. We 201^ ^,e CBP should
consistent with Section 4928.142, Revised Code, by December 31,
include guidelines to ensure an independent third party is selected to ensure there is an
open and transparent solidtation process, a standard bid evaluation, and clear product
definitions. We encourage AEP-Ohio to took to recent successful CBP processes, such as
Duke Energy-Ohio's, in formulating its CBP. Further, AEP-Ohio is ordered to initiate a
stakeholder process within 30 days from the date of this opiuuon in order.

8. CRES Pxovider Issues

The modified application includes a continuation of current operational swftching
practices, charges, and minimum stay provisions' related to the process in which customers
can switch to a Competitive Retail Electric Service (CRES) provider and subsequently
return to the SSO rates (AEP-Ollitio Ex.1x1 at 4). AEP-Ohio points out that the application
includes beneficial modifications for CRES providers and customers, including

addition of peak load contribution (PLC) o^^s°^ R^^hi^ .^p.ed that AEP-Ohio
information to the master customer list. AEP hz
also eliminates the 90-day notice requirement prior to enrolling with a CRES provider, the
12 month stay requirements for commercial and industrial customen̂̂ ^1 c^t er

rates beginning January 1, 2015, and requirements for r residential n115^ of
customers that return to SSO rates be required to stay on the SSO plan until Ap
the following year, begiruling on January 1, 2015 (Id.)

Exelon argues that AEP-Ohio needs to make additional changes in order to develop
the competitive market. Specifically, Exelon requests the Comxnission implement rate and
bi.ll ready billing and a standard purchase of receivables (POR) prograni, elimi.nate the 90-
day notice requirement immediately, and implement a process to provide CRES providers
with data relating to PLC and NSPL values. Exelon witness Fein recornmends that,
consistent with the Duke ESP order, the Commission order AEP-C?hio provide via
electronic data interchange, pertinent data including historical usage and historical
interval data, NSPL and PLC data, and provide a quarterly updated list for CRES

providers to show accounts that are currently enrolled will ^^^^ providers to
Ex. 101 at 33-34). Exelon maintains that this ^o^tio
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more effectively serve customers and result in cost efficient competition (Id.) Mr. Fein

further provides that dear implexr►enta.tion Umffs vil1lawer costs for customers, plainly

describe rules and contract temis, and allow both CRES 6providers and customers to easily
understand AEP-4hio's competitive process (Id. at 35 )

RESA and IGS provide that AEP-Ohio s billing system is confusing to customers

and creates numerous problerns for CRES provide{s woâll af ^ ^{ m^^^

through the implementation of a POR program. tha provide
single bill and collection point (RESA Ex. 101 at 12-17, IGS Ex. 101 at 15). IGS witness
Parisi points out that switching statistics of natural gas utilities and Duke have increased

upon the implementation of PC3R programs (IGS Fx. 1-1 at 18-19). RESA witness
Rigenbach also recommends that the Commission direct AEP-Ohio to develop a web-

ata
based system to provide CRES providers access to custonler CA+Ie also r ommend that
May 31, 2014 (RESA Ex. 101 at 12-13). RESA and DERIDE
AEP-Ohio reduce or eliminate customer switrhing fees, as well as customer minimum

stay

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

105 at 31).

While the Commission supports AEP-Ohio's provisions that encourage tne
witness

development of competitive markets, modifications need to be made. ^ the master
Roush notes that customer PLC and NSPL information will be included
customer list, AEP Uhio fails to make any commitment to the time frasne this information

would become available, nor the specific format in which customers wouldelectranicidata
access this data. We note that recent updates have been revised to the This
interchange (EDI) standards developed by the OhioED Working Group daTds ands
Conurnission values the efforts of OEWG in developing uniform operational ^^
we expect AEP-Ohio to follow such standards and iinplement
solutions which are fair and reasonable, and do not

provider.
S

Accordingly, we direct AEP-0hio to develop an electronic system to p^v^d NSPL

providers access to pertinent customer data^i no ^^g►t^ ^y^ ^^14 ' Within 30 days
values and historical usage and interval d
from the date of this opiuuon and order, we direct representatives from AEP-Ohio to

schedule a meeting with members of the OEWG et^tate plicies
developing an EDI that will more effectively serve customers, and Promo

in accordance with Section 4928.02, Revised Code. ^ uxro er (AEP-Ohio Reply
explains

Br. atab4-
neither supports nor is opposed to the idea of a PO p gs (
66), we encourage interested stakeholders to attend a workshop ^^ase No. 12-205a-EU
five Yea^r rule review of Chapter 4901:1-10, O.A.C., as established er^s electricon P izstEnrecenour t order
dRD et al, to be held on August 31, 2012. In
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noted that this workshop would be an
security plan (See Case No. 12-1?.30-EL-SSO), we to review issues related
appropriate place of stakeholders in the FirstEnergy proceedings
to PC7R prograrns. Similarly, we believe this workshop would also ^^

provide
s^ sR programs

this proceeding an opportunity to further discuss the merits of e5 S ^
for other Ohio EDUs that are not currently using them. The Commission concludes that

the modified ESP's modification to AEP-Ohio's switcl'^' zQesazehcaoxns^stentwi mAEP-
stay provisions that are set to take effect on Januuary 1,
Ohio's previously approved tariffs. Further, as we previously ^^o^ ant with other
opinion and order in this case, these provisions are not ex
electric distribution utilities, and will further supportw e^ ae^^s^ravisions^todbe
markets begi.nning in January 1, 2015. T'herefo,

reasonable.

9. Distribution Investment Rider

The Company p s modified ESP application 1^ h^ b oRevised Co e^a
(DIR), pursuant to the provisions of Section 4928. (Bj(2)t ) or (d) to
consistent with the approved settlem.ent in the 'Comp^^ distribution^stribotion ainfxastructure
provide capital funding, uncluding carrying cost on uux'em
to support customer demand and advanced technologies.s. ^ Aginiga ^ u '^EP-Oh

io
to AEP-ahio, is the primary cause of customer outages

reasons that the DIR will facilitate and encourage and the ^ e^^ of the distribution
distribution reliability, align customer expectations expectations
utility, as well as streamline recovery of the associated costs

and reduce
exnentqwill

uencYalso

base distribution rate cases. Replacement of aging distribution
.quip

support the advanced technologies of gridSMART which will Company
czstorn.er outages based on prelinvnary gridSMART Phase

1

argues that its existing capital budget forecast includes an annual investment in excess of

$150 million plus operations and maintenance in dstrib recover s taxes,mo^e ^
as proposed by the Company, includes cornponen property cent,
activity tax, and to earn a return on plant in-service a^^^n debt and 52.?.8 percentp
a return on common equity of 10.2 percent util^.zing percent
common equity capital structure. The net capital additions

ad'usted
includ

foredaccuznulaDted
reflect gross plant in-service after August 31, 2010, J most recertt
depreciatian, because August 31, 2010, is the date certain^ o^uSS ^era that date is not
distribution rate case and any increase in net plant
recovered in base rates. The Company proposes to cap the DIR mechanism at $86 million

in 2012, $104 million for 2013, $124 million for 2014 and
million. m.ec^ rn^

January 1 through May 31, 2015, for a total of $365.7 m
designed, for any year that the Company's investment would result in revenues to be

In re AEP-Ohio, Case Nos. 11-351-E et al., OPuti.on and Order at 5-6 (December 14, 2011) in11 U-AIR.
reference to paragraph IV.A.3 of the Joint Stipulation and Recoranendation filed on November 23, 2011.
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collected which exceed the cap, the overage would be recovered and be subject to the cap
in the subsequent period. Symmetricaily, for any year that the revenue collected under the
DIR i=s less than the annual cap allowance, then the difference shall be applied to increase
the cap for the subsequent period. The Company notes that the DIR revenue requirement
must recognize the $62.344 million revenue credit reflected in the Commission approved
Siipulation in the Company's distribution rate case?2 As proposed by the Company, the
DIR would be adjusted quarterly to reflect in-service net capital recl excluding

overy. The'
capital additions reflected in other riders, and reconciled for over and under

Company specifically requests through the project, the rmeter be in^c ded
the installation of smart meters, that the net book value replaced
as a regulatory asset for recovery in a future filing. __

ues. Because the D pmvides the
collected as a percentage of base distribution reven
Company with a timely cost recovery mechanism for distribution investment, AEP-Ohio
will agree not to seek a change in distribution base rates wwith an effective date earlier than

June 1, 2015. (AEP-Ohio Ex. 116 at 9-12; AEP-Ohio Ex. 110 at 18-19.)

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

this case. (Staff Ex. 106 at 5-6; Tr. at 4339, 43454346.)

Customer expectatiorLs, as determined by AEP'-Ohio, are aligned with the
Company's expectations. AEP-Ohio witness Kirkpatrick offered that the updated
customer survey results show that 19 percent of residential custornezs and 20 percent of
commercial customers expect their reliability expectations to increase twfiveith
years. AEP-Ohio points out that when those customers are considered in conjunction
the customers who expect the utility to maintain the level of reliability, customer
expectations increase to 90 percent of residential customers and 93 percent of commercial
customers. AEP-Ohio states it is currently evaluating, based or ► sever'al criteria, various

asset categories with a high probability of failure and will develop a DIR program, with
Staff input, taking into consideration the number of customers affected. (AEP-Ohio Ex. 110

at 11-19.)

OHA supports the adoption of the DIR as proposed by the Co^pan DIR, as
2). Kroger, OCC and APjN, on the other hand, ask the Commission reject the
this case is not the proper forum to consider the recovery of distribution-related costs.
Kroger, OCC and APJN reason that prudently incurred distribution costs are best
considered in the context of a base distribution rate case where such cost are more
thorougbl!y reviewed by the Conrnission. Kroger asserts that maintaining the distribution

12 Id.
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system is a fundamental responsibility of the utility and the Company should continue to
operate under the terms of its last distribution rate case until the next such proceeding. If
the Commission elects to adopt the DIR mechanism, Kroger endorses Staff's position that
the DIR be modified to account for accumulated deferred income taxes (ADITj and
accelerated tax depreciation, In addition, Kroger asserts that the DIR for the CSP rate zone
and the OP rate zone are distinct and the cost of each unique service area should be
maintained and the distribution costs assigned on the basis of cost causation. OCC and
APJN add that the Company's reason for pursuing the DIR, as a component of the ESP
rather than in the distribution case, is the expedience of cost recovery and when that
rationale is considered in conjunction with the lack of detail on the projects to be covered
within the DIR, suggest that the DIR is not needed. (Kroger Ex. 101 at 13-19; Kroger Reply

Br. at 3-4; OCC/APJN Br. at 87-89; Tr. at 1184.)

OCC and APJN argue that in determining whether the DIR complies with the
requirements of Section 4928.143(B)(2)(h), Revised Code, the Company focuses excl.usively
on the percentage of residential and commercial customers (71 percent and 73 percent,
respectively) who do not believe that their electric service reliability expectatti^^ l
increase rather than the minority of customers who expect thei.r service
expectations to increase (19 percent and 20 percent, respectively). C}CC and APJN note
that 10 percent of residential customers and seven percent of commercial customers expect
their reliability expectations to decrease over the next five years. At best,thinterveners
assert, the customer survey results are inconclusive regarding an. expectation
improvements as the majority of customers are content with the status quo. OCC and
APJN state that with the lack of project details, and without providing, an y
customer reliability expectation alignment with project cost and performance

pport the
improvements, AEP-Ohio has failed to meet its of the rnodifieduESP be xejected.
A.ccordi.n.gly, OCC and APJN request that this provision
(AEP-Ohio Ex. 110 at 11-12; OCC/APJN Br, at 987-994).

NFIB and COSE emphasize that the DIR, as AEP-Ohio witness Roush testified,
would, if approved as proposed, result in General Service tariff rate customers receiving
an increase of approximately 14.2 percent in distribution charges, about $2.00 manWy

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

Staff testified that consistent with the requirements of Rule 4901:1-10 -1()(B)(2),
O.A.C., AEP-Ohio has rate zone specific minimum reliability performance standards, as
measured by the customer average interruption duration index (CAIDI) and system
average interruption frequency index (SAIFI) j3 According to Staff, development of each
CAIDI and SAIFI takes into account the electric utility's three-year historxcal system
performance, system design, 'technological advancements, .the geography of the utility's

13 See In re
AEP-Ohio, Case No. 09-756-F1rFSS, Opinion and Order (September 8,2010).
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service territory, customer perception surveys and other relevant factors. Staff monitoxs
the utility's compliance with the reliability standards. Staff offers that based on customer
surveys, 75 to 80 percent of residential and comrnercial customers are satisfied 1^ure
the Company's service reliability. However, the CompanY s 2011
were below their reliability measures for 2010 for CSP and the SAIFI measure was worse
in 2011 than in 2010 for CP. Accordingly, Staff detennined that AEP-Ohio`s reliability
expectations are not currently aligned with the reliability expectations of its customers.
Staff further offered that a number of conditions be imposed on the Commi.ssion's

be ordered to work with Staff to develop
approval of the DIR, including that the Company
a distribution capital p1an, that the DIR mechanism include an offset for ADIT, irrespecti.ve

of the Company's asserted inconsistency with the dis^ D^R 5o as to better facilitate the
that gridSMART related cost not be recovered through ject
tracking of gridSMART expenditures and savings and

make
benefits

filings t^p^te the
Further, Staff proposes that AEP-4hio be duu^ected ^unless suspended by the Commission,
DIR mechanism, with the filed rate to be effective,
60 days after filing. The DIR mechanism. as advocated by Staff, would be subject to
annual audits after eachh May filing and, in addition, subject to a final reconciliation filing

on or about May 31, 2015. With the final reconciliation, be refunded to customers
amounts collected by AEP-Ohio in excess of the established cap
as a one-time credit on customer bills. (Staff Ex. 106 at 6-11; Staff Ex. 108 at 3-4; Tr. at

4398.)

AEP-ohi.a disagrees with the Staff's rationale that the S^ ^lie ysr on the reliability
expectations are n.ot aligned. The Company reasons that th
indices and the fact that the Company performed below the level of the preceding year.
AEP-ohio notes that in the most recent customer survey results, with the same questions

as the prior year, the Company received an 85 percent po^^^ s€or providing
customers and a 92 percent positive rating from commercial
reliable service. Further, AEP-Ohio points out that missing one of the eight applicable

'does not, unde^r the rules, constitute a
reliability standards during the two year period
vio2atlon. The Company also notes that the factors like

standards
tree-caused ou age .s (T^t

which are not defined as major storms, and other
4344-4345, 4347, 4366-4367; OCC Ex. 113, Att. JDW-2.)

AEP-Ohio also opposes Staff's recommendation to fil ethDplan in that
docket, subject to an adversarial proceeding. The Company expresses great concern
this recommendation, if adopted, will result in the Commission micromanaging and
becoming overly involved in the "day-to-day operations of the business units wrthin the

utili.ty:'

As to Staff's and Kroger's proposal to reduce the ulted in aredu ecd DIR credit
Company responds that such an adjustment would ^
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if taken into account when the distribution rate case setdement was pending• AEP-Ohio
argues that the decision on the DIR in the modified ESP should continue to mirror the

understanding of the parties to the distribution rate ^^a ^ a# change
ge would improperly

impact the overall balanced ESP package. (AEP-Ohio

As authorized by Section 4928.143(B)(2)(h), Revised Code, an FSP may include the
recovery of capital cost for dist3ribution infrastructure investment to iinprove reliability for
customers. A provision for distribution infrastructure and modemization inceRtives may,
but need not, include a long-term energy delivery infrastructu.re modersuzation,plan. We
find that the DIR is an incentive ratemaking to accelerate recovery of the Company's
investment in distribution service. In deciding whether to approve an ESP ffiat contains
any provision for distribution service, Section 4928.143(P)(2)(h), R'evised Code, directs the
Comuxtission,, as part of its determination, to examine the reliability of the electric utility's
distribution system and ensv.re that customers' and the electric utility's expectations are
aligned and that the electric utility is placing sufficient emphasis on and dedicating
sufficient resources to the reliability of its distribution system.

In thi$ modified ESP, there is some disagreement between Staff and the Company

whether or not AEP-Ohio's reliability expectations are aligned with the expectations of its
customers. The Company focuses on customer surveys to conclude that expectao
aligned while Staff interprets the slight degradation in the reliability performance

m;easures to indicate that expectations are not alignboth
Despite

the Company have
by the Company and Staff, the Comnussion finds that
demonstrated that indeed, customers have a high expectation of reliable electric service.
Given that customer surveys are one component in the factor used to establish the
reliability indices and the slight reduction in the level of ineasured perfonnance on which
the Staff concludes that reliability expectations are not aligned, we are convinced that it is

's and customers' expectatAorts. We also
merely a slight difference between the Company customer has recently
recognize that customer satisfaction is dependent on^ hW^ ithe

restored.experienced any service outages and how quickly service

Conunission finds that, adoption of the DIR and the improved service that will
come with the replacement of aging infrastructure will facilitate improved service
reliability and better align the Company's and its customers' expectations. The Company
appears to be placing sufficient proactive emphasis on and will dedicate sufficient
resources to the reliability of its distribution system. Having made such a finding, the

Weaccelerate °^ the DIRComrnission approves the DIR as an appropriate c cnot%e to
Ohi,o's prudently incurred distribution investment
mechanism shall not include any gxidSMART costs; the gridSMART projects shall be
separate and apart from the DIR mechanism and prajects. With this clarification, we
belaeve it is unnecessary to address the Company's request to allow the remaming net
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book value of removed meters to be included as a regulatory asset recoverable through the

DIR mechanism.

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

ADIT offset.

As was noted in the December 14, 2012 Order on the FSP 2, we find that granting
the DIR mechanism requires Coxnmission oversight. We believe that it is detrimental to
the state's economy to require the utility to be reactionary or allow the performance
standards to take a negative tum before we encourage the electric utility to proactively
and efficiently replace and modernize infrastructure and, therefore find it reasonable to
permit the recovery of prudently incurred distribution infrastructure investment costs.
AEP-Ohio is correct to aspire to move from a, reactive to a more proactive replacement
inaintenance program. The Company is directed to work with Staff to develop a plan to
emphasize proactive distribution maintenance that focuses spending on where it will have
the greatest impact on maintaining and xrnproving reliability for customers. Accordingly,
AEP-Ohio shall work with Staff to develop the DIR plan and file the plan for Commission

review in a separate docket by Deceinber 1, 2012.

With these modifications, we approve the DIR mechanism, and direct Staff to
monitar, as part of the prudence review, by an independent auditor for in-service net
capital additions and compliance with the proactive distribution maintenance plan
developed with the assistance of the Staff. The proactive distribution infrastructure plan
shall quantify reliability improvements expected, ensure no double recovery, and include
a demonstration of DIR expenditures over projected expenditures and recent spending
levels. The DIR mechanism wi1l be reviewed annually for accounting accuracy, prudency
and compliance with the DIR plan developed by the Staff and AEP-Ohio.

10. Pool Modification Rider

The modified ESP application includes the planned termination of the AEP East
Pool Agreement (Pool Agreement). As a provision of this FSP,. AEP-Ohio requests
approval of a Pool Termination Rider (PTR), initiall.y set at zero. f# the Company's
corporate separation plan filed in Case No.12-1126-EL-UI4TC is approved as proposed by
the Company, and the Amos and Mitchell units are transferred as proposed to AEP-Ohio
affiliates, then AEP-Ohio will not seek to implement the PTR irrespective of whether lost
revenues exceed $35 million annually. However, if the corporate separation plan is denied
or modified, then AEP-Ohio requests permission to file for the recovery of lost revenue in
association with terminnation of the Pool Agreement via a non-bypassable rider. The PTR,
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according to AEP-Ohio, is designed to offset the revenue losses caused by the terrnination

of the Pool Agreement since a significant portion of AEP-Ohio's twith the frtion o^
sales of power to other Pool members. The Company argues that
the Pool Agreement, the Company will need to find new or additional revenue to recover
the costs of operating its generating assets, or it will need to reduce the cost to Pool
with those assets. As AEP-Ohio claims the lost revenues 4 from capacity
Agreement members cannot be mitigated by off-system sales in the market alone. The
Company agrees that it will only seek to recover lost pool termination revenues in excess
of $35 million per year during the term of the ESP. (AEP-Ohio Ex. 103 at 21-23.)

OCC, APJN, FES and IEU oppose the adoption of the PTR, as they reason there is
no provision of Section 4928.143(B)(2), Revised Code, which authorizes such a charge and
no Cornmission precedent for the M. IEU asserts that approval of the PTR would

essentially be the recovery of above-market or firans5tion revenue thelintervene^rs claim
and the electric transition plan (ETP) Sfiipulations, As proposed,
that the FTR is one-sided to the benefit of the Company. FES offers that there is
insufficient information in the record to allow the Commission to evaluatê  b^^0-
conditions of the PTR, as a part of the modified ESP ► to require ratepayers

that the
$400. million over the term of the ^'• eto the,Pool Agreement for thnote e purpose
Commission has disregarded transactions related energy) as to
of considering revenue or sales margins from opportunity ^^ (capacity and
FAC costs or consideration of off-system sales in the evaluation of significantlY excessive
earnings test j6 Accordingly, OCC and APJN reason that because the Comrnission hasfair
previously disregarded transactions related to the Pool revenue lbased onbthe Pao1
and unreasonable to ensure AEI'-Clhio is compensated for̂ C and APJN believe the PTR
Agreement at the cost of ratepayers. For these reasons,

an^ge toshould be rejected or modified such that AEP-Ohio custsa
receive

Company's off-system sales. IEU says the PTR provides
GenResources and, therefore, violates corporate separation requirements. (CaCC/ APJN Br.
at 85-87; IEU Br. at 69; IEU Ex. 124 at 30-31; FES Br. at 106-109; Tr. at 582, 698.)

l
The Company dispels the assertion that there no

that#©the Commisian^s
2011, Order on the FSP 2, where theterxnination cost recovery provision in an. ESP on the

already rejected this argument in its December 14,
Commission determined a pool term^ation rider may be approved "pursuant to Section

14 AEP-Ohio would determine the amount of lost revenue by comparhig the lost pool capacity revenue for
the most recent 12 month period preceding the effective date of the change in the AEP Pool ba itzcreases
in net revenue related bo new wholesale transactions or decreases in genetation asset costs as a restilt of

terminating the Pool Agr'eement

15 In re AEP-Ohso,
Case Nos. 99-1729-EIrETP and 99-1730-ELrETP, Order (September 28, 2000).

16 :In re AEP-Ohio, ESP I Order at 17 (March 18, 2009); In re AEP-Ohia, Case No.1D-1251-ELri7NC. Order at

29 (January 11, 2011).
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4928.143(B), Revised Code," and further concluded that establishing a rider "at a zero rate
does not violate any regulatory principle or practice."17 According to the Company, the

other crificisms that these parties raise regarding the PTthrough the rider which are
extent to which, pool tennination costs should be recoverable ^^ recovery
not ripe and should be addressed if, and only if, AEP-(?hio actually pursues of
any such costs in the future as part of a separate proceeding. (AEP-Qhio Reply Br. at 59-

60.)

We find statutory support for the adoptifor AE -0hio to move to al ()()(hcampetitive
Revised Code. The PTR serves as an incentive
market to the benefit of its shvpping and non-shopping

,o o^e Poo Agreemen^'^^ the
possible loss of revenue associated with the termina
full transition to m,arket for all SSa customers by no later than June 1, 2015. Therefore, we
approve the PTR as a placeholder mechanism, initially established at a rate of zero,
contingent upon the Commission's review of an application by the Company for such
costs_ The Commission notes that in permitting the creation of the PTR, it is not
authorizing the recovery of any costs for AEP-Ohio, but is allowing for the establishment
of a placeholder mechanism, and any recovery under the PTR must be specifically
authorized by the Commission. If, and when, AEP-Ohio seeks recovery under the PTR, it
will maintain the burden set forth in Section 4928.143, Revised Code. In addition, the
Commission finds that in the event AEP-ohio seeks recovery under the PTR, AEP-Ohio
must first demonstrate the extent to which the Pool Agreement benefitted Ohio ratepayers

over the long-term and the extent to which the costsantdr fe revenuesCommiss ^^that any
to Ohio ratepayers. Further, AEP-C1hio must demo
recovery it seeks under the PTR is based upon costs which were prudently incurred and
are reasonable. hnportantly, this Commission notes that AEP-Ohio wiA only be permitted
to requests recovery should this Cornmission modify or amend its corporate separation
plan as filed in Case No. 12-1126-EL-iJNC ordy as to divestiture of the generation assets;
we specifically deny the Company`s request for recovery through the PTR based on any
other amendment or modification of the corporate separation plan by tlm Commission or
the Federal Energy Regulatory Cornmission (FERC) or FERC's denial or impediment to the

transfer of the Amos and Mitchell units to AEP-O o affiliates. ^ k°hereoft
to recover lost revenues under the PTR is based e usiy

of ttus Commission.

11. Cayacitv Plan

Pursuant to the Con^mission's Entry on Rehearing issued February 23, 2012, in the
ESP 2 cases, and the Entry issued March 7, 2012, in the Capacity Case, the Comrnission

directed that the Capacity Case proceed, txaised outside of the e tESP P tate^ the
development of the record to address the issues

17 In re AEP-Ohio, Case No.11-34:6-EL-SSO et al., Order at 50 (December 14,2011).
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While the Capacity Case continued on an expedited 1 ded,^as toa c omponent of sthis
compensation mecharosm, AEP-0hio nonetheless
modified ESP, a capacity provision different from its litigation position in the Capacity
Case, which may be sumYnarized as foilows. As a componen^mtt^e^x

►
odate^ $14j5.^

Company proposes a two-tiered, capacity pricing mechanit.sQ ^^tomers, within each
per MW-day and a-tier 2 rate o$255.00 per 1vIW-day. SlPP g
rate class, would receive tier 1 capacity rates in proportion to their relative retail-sales level
based on the Company's retail load. During 201Z 21 pexcent of the Company's total retaii
load would receive tier 1 capacity and in 2013, the percentage r^ s^ ^^^ ep^^^ge

through the end of the ESP, May 31, 2015, omerspercenk In 2014,
wou7,d, increase to 41 percent of the Company's retaila additional allotmentp mofder Z tprxced
would receive tier 2 capacity rates. For 2012,
capacity wi11 be available to non mercantile customers wĥe November 8, 2011^, even if ther,, on or beforea governYnental aggregation program ca a,^ set-aside for
set-aside has been exceeded. AEP-fJhio doe^2 Pr-0hio Ex. 101 a 15; AEPAhio Ex.
governmental aggregation prQgrams after (

116 at b-7.)

AEP-Ohio argues that its enmbedded cost-based charge for capacity is $355-72 per
M{rV-day, as supported by the Company in the Capacity Case. Further, AEP-0hio projects,

rox'smately ^
with forward energy pricing decreasing over by other Ohio electric utilities,
percent and based upon the swrtc:hing rates experienced
that by the end of 2012 shopping rates in AEP-Dhi.o territory ^^ent of indus^a^

percent of cominercial load and 90 P
resident i loadial load, 80 p
excluding one large customer). AEP-Ohio reasons that the capac ty cw ^ will
mechanism is a discount from the Company s embedded lower
provide CRFS providers headroorn, the ability to offer shoppingthe Co _mpany'ss service
competitive electric service rates and expand conzpet' capaclikely
territory and, as a component of this modified ESP, balan'c ^^e t

revenue
hat the losses pr c g

experienced by the Company. Further, AEP-Chxo sub
offered as a part of this modified ESP is intended to n-dS gt, to p ovide c pa rty at
the Company will potentially endure if the Company required
PjM's RPM based rate. (AEP-ahzo Ex. 216 at 4-5,8-9; Tr. at 332-333.)

As an alternative to the two-tiered capacity i^m^m^dac o t a ocap cit^'
component of the modified ESP, to charge CRES p ^ orners, ect a
$355.72 per MW-day with a$7.0 per MWh bill credit f^ hp would be 1'unibed to up
cap of $350 million through December 31, 2014. Shopp g credits 2013, andy
to 20 percent of the load of each customer ^ouh Ma^2014^ana thenWto 40 percent
increase to 30 percent for the period June 2013 g Y alt
for the period June 2014 through December 2014. AEP-4 ble benefit to sh p that is

ernative

is to ensure shopping customers receive a direct and ^^
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and known regardless of the CRBS provider selected.
(AEP-Ohio Ex.1T6 at 15-17; Tr. at

427,1434.)

Qn July 2, 2012" the Cvmmission issued the Order in the Capacity Case (Capacity

Order) wherein the Commission determined $185.8$ per MW-day as the appropriate
charge to enable the Company to recover its capacity costs pursuant to its Fixed Resource

Reqoirements (
FRR) obligations from CRES providers.18 However, the Capacity Order

also directed that AEP-CUhio s capacity charge to CRES providers shaIl ^^ ^
gcfinal

based rate, as deter^nined by PJl`^I via zts reliability pricing model , retail electric
zonal adjustments, on the basis that the RPM rate v+will. promote

competitionn.19

In the Capacity Order, the Commission also authorized AEP-Ohio to modify its

accounting procedures to defer the incurred ca
the
pacity

end of t^ modified
fr

owit
m

providers, commencing June 1, 2O12^ ^'°ugroceedin^
recovery mechanism to be established in tlv.s p g•

In this Order on the modified ESP, the Comxnission adopts, as part of the RSR, the
recovery of the difference between the RPM-based capacity rass^ ^PrOliio's state
compensation mechanism for capacity as deternnuced by the

Staff endorses the Company's recovery fReply B a 13) hOn the
compensation mechan.ism for capacity and the RPM rate (Staff

other hand, f'EU, OCC and APJN argue that there is no recorde^dmecceh
àmnis

tl-ds
rn too ollect

ESP case, or any other proceeding, to deterxrune an apP P^
deferred capacity charges in contradiction of the requirements in Section 4903.09, Revised
Code, and the parties were not afforded due process on the BsuIe. Furthermore,

aan ESFCa the
APJN reason that the capacity charge deferrals canno t be provision

charges do not fall within on.e of the specified categories listed in Section 4928.143(B)(2)r

Revised Code, and there is no statutory basis under Chapter 4928, Revised Code, for such

charges. OCC
and APJN also contend approval of the recovery of deferred capaeity

charges violates state policies expressed in Section 4928.a2, Revised Code, at paragraph
(A), which requires reasonably priced retail electric service; at paragraph (H), which
prohibits anticompetitive subsidies from noncompetitive retail electric service to

competitive retail service; and at paragraph (L), which requires the Comrnission to protect

at-risk populations. (OCCJAPJN Reply Br. at 18; IEU Reply Br. 6-7).

1$ In re Capacifiy Case, Order at 33-36 QuIy Z, 2Q'12)-

19 In re Capacity Case, Order at23 (Ju1y 2, 2012).

20 In re Capacity Case, Order at 23 (July 2, 2012).
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Certain parties that oppose the Commission's incorporation of the Capacity Case
deferrals in the modified ESP overlook the fact that the Capacity Case was opened prior to
each of the ESP 2 applications filed by AEP-Ohio and that each of the applications
proposed a state compensation capacity charge and plan for resolution of the issue. The
Commission rejects the Company's two-tier capacity plan and rates, proposed as a part of

this modified ESP 2.

Furthermore, in accordance with Section 4928.144, Revised Code, the Commission
may order any just and reasonable phase-in o# any rate or price established under Sections
4928.141, 4928.142, or 4928.143, Revised Code, including carrying charges. Where the
Commission establishes a phase-in, the Commisssiom must also authorize the creation of

the regulatory asset to defer the incurr ^ted and authorize the recovery of the deferral
carrying charges on the amount not co ,
and carrying charges by way of a non-bypassable surcharge.

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

are addressed in that section of the Order.

12. Phase in Recvvery Rider and Sectxritization

As part of AEP-Ohio's ESP 1 case, to mitigate the impact of the rate increase for
customers, the Commission ordered, pursuant to Section 4928.144; Revised Code, the
Company to phase-in any 9ncrease authorized over an established percentage for each year
of the ESP.21 The Commission authorized CSP and OP to establish a regulatory asset to
record and defer fuel experses, with carrying costs at the weighted average cost of capital
(WACC), with recovery through a non-bypassable surcharge to commence January 1,
2012, and continue through December 31, 2418.22 This aspect of the ESP 1 Order is final
and non-appealable. On September 1, 2011, CSP and OP filed the Phase-in Recovery Case
application to request the creation of the Phase-In Recovery Rider (PIRR), a mechanism to
recover the accumulated deferred fuel costs, including carrying costs, to be effective with
th.e. first billing cycle of January 2012. The Phase-in Recovery Case was a part of the
proposed ESP 2 Stipulation which was initially approved by the Commission on

21 E5P 1 Order at 22.
7-2 ESP 1 Order at 20-73; First ESP EOR at 6-10.



11346-EL-SSC3, et al.
-53-

December 14, 2011. Consistent with the Commission's directive in the February 23,
2012

was d
Entry on Rehearing rejecting the ESP Stipulation, a procedural ^^ On Au esta^ ^x2
for the Phase-in Recovery Case to proceed independently of any ^
the Commission issued its decision on the Campany's PIRR applicatiori.

Notwitrstanding the Phase-in Recovery Case, as a paart of this modified ESP case,
AEP-Ohio requests that recovery of the deferred fuel - expenses be delayed, whiile
continuing to accrue carrying cost at WACC, until June 2013. The Company does not
propose bo extend the recovery period. AEP-Ohio also proposes that the PIRRs of CSP and
OP be combined. The rationale presented by the Company for delaying collection of the
PIRR is to coincide with and offset the consolidation of the FAC, which the Company
reasons will rninimize customer rate impacts. According to AEP-Ohio witness Roush,
combining the PIRR rates will inCrease the rate for customers in the CSP rate zone and
reduce the rate for customers in the OP rate zone. In this modified ESP proceeding, AEP-

Ohio also requests that the Commission suspend theP^^ uEx. 111 at u5-6.j the PIRR
cases. tAEP-C}hio Ex. 118 at 8; AEP-Ohio Ex. 119 at 3; AE

AEP-Ohio witness Hawkins acknowledges that legislation permiitin.g the
securitization of the PIRR was passed in December 2011 but claims that securitization of
the PIRR regulatory asset will likely take about nine months to finalize after the issuance
of a final, non-appealable order. AEP-Ohio adxnits that securitization of the PIpi^
regulatory assets would reduce customer costs as a resuit of the reduction in carrying
and provide the Company with capital to assist with the transition to market. (AEP-Ohio

Ex.142 at 7-8.)

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

capital at WACC while the PIRR is delayed at the Company's t•as soon as^possible
APJN agree with Staff that collection of the PIRR should commence
after the Commission issues its Order, the delay in collection amounts to an additional cost
of $64.5 million. OCC and APJN argue that there is no. justification for the delay and the
delay at WACC only serves to benefit the Company. Since the delayed collection is at the

OCC and APJN advocate that no further carrying charges accrue or
Company's request,
the carrying charge be reduced to the long-tenn cost of debt. (OCC Ex. 115 at 4-7; OCC Ex.

111 at 20-22; OCC f APJN Br. at 64-72)

Similarty, IEU argues that the delay of the PIRR violates Section 4928.144, Revised
Code, which requires that the delay in collection at WACC be consistent with sound
regulatory practice, just, and reasonable. IEU estimates the additional carrying cost will be
at least an additional $40 to $45 million and reasons that AEP-Ohio was only authorized to
collect WACC ori deferred fuel costs through December 31, 2011, the end of ESP 1. (IEU

Ex. 129 at 34-31,14; Tr. at 3639, 4'r 9.)
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Ormet argues that the increased carrying charge to defer the implementation of the
issues

PIRR until June 2013 is excessive and presents e^^' ofunpgementation ofathecPIRR is
Ornaet notes that the interest to be incurred by d Y S
based on an interest rate of 11.26 percent, more than AEP-Ohio utilized to deterxnine the

RSR. Ormet encourages the C'
.omnussion to reduce the carrying cost, in light of the change

in economic and financial circumstances since the ESP a^d^ cor alemas until
debt and to delay PIRR itmplementation unt^l securitLz complete

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

Ormet and IEt3 request that the Company be directedtamaintain the o es that CSP
mechanisms for CSP and OP to reduce the impact on ^PaY
customers have contributed approximately one percent of the total PIRR Vi

b^c- ^P

notes that the deferred fuel expenses that are thb which A^^^a may rely to seek
I Order, is a final non-appealable order for

^^8^1^^ WL 21 ^^ at *3secuxitization. AEP-Ohio has argued such in th.is case in its

Qrmet coritends that pursuant to N'atianwide Ins. Co. V. Hall, No l

(Ohio App. 7 Dist. Mar. 23, 1978) AEPJUhio cai ►
not assert IELJ E x129 at 9 g1

position. (Tr. at 4543-4548; ^et ^.106B at 9; Ormet Br.

IEU Sr. at 72)

Qrr^.net asserts that blend'zng the PIRR rate for CSP and OP rate zones cu ^^ ^on.

retroactive change in fuel costs for which AEP-Q ^^r f^P and OP werejnot merged
Orm,et states that at the time the fuel cost were
and that the overwhelrning majority of the PIRR balance rate is fundamentally diff^^ t
rationale offered by -Ormet is that the blending of the FA and
from the blending of the PIRR rate, as FAC is an ongoing look defvel osts^r^1et
costs where the PIRR is the collectson of previously incurred, defe e

rr

argues that the Commission has previously concluded that the distinction between

retrospective and prospective is key to what constitu ^r^ation m the ESP 1 E^°n
Chmet asks that, consistent -wi.th the Colnmussl°n s de

Remand Order, that the Commission find the b[endirrg d^err^d fueld cOosts ^Tr. ât $,7.
equates to ehanging the rate for previously incurred but

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

The Company reasons that the PIRR regulatory andtliabilities of the former
surviving entity post merger, along with all of the other assets
CSP. Therefore, it is appropriate for all AEP-Ohio customers tompa myed t y^ d and
notes that Staff advocates that the FAC and PIRR
implemented, because CSP customers benefit from a rate impact perspective with the

merging of both rates ('I'r. at 4539-454(1).
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g}aff opposes the Company's request to delay recovery of the merged PIRR
rates

and recommends that the Commission direct recove^soe'ated w^th' theodely^. Staff notes
modified ESP to avoid increased carrying charges until June
that with a PIT^R balance of approximately $549 miUion, ion at the WAG^vFurther, Staff
2013 results in additional

PIRR at^es (Sg^ Ex 1 9 millionsupports the merger

AEP-C)hio arnswers that the difference between the Company's proposal to delaythe
collection of the PIRR in. comparison to the Staff an^o o^& mitigating pi'esen^rate
delay is essentially a balancing or prioritizing between g ,^ ^al was aimed at
impacts and reducing the total carrying charges• The Company'spr P
addressing the first goal and the Staff's pnsition prioritizes the second goal. The Campany

contends that its proposal to delay implementation of the PIu i^junee^ ratec`YOmpacts
with the unification of FAC rates is reasonable, results in m RR ^

to customers, and should be approved.

AEP.-Ohio's request to suspend the procedural schedule in the PIRR case is moot, as

it does not appear that the Company made a similar re9.ueson the PIRR pplication
Cases, and given that the Commission has issued rts decision
Consistent with the Company's limited request as to the PIRR in this modified ESP, we
wiil address the commencement of the amortization period for the PIRR, combinina^d
PIRR rates for the CSP and OP rate zones and ^ti^s^ ^^g ^

issue
, Recovery

as to the deferred fuel expense or the PIRR that is no
Order or this modified BSP Order is denied.

As AEP-Ohio correctly points out, delaying collection of the PIRR to offset against

the merged FAC rates, as opposed to imrnecliately cmm encu g to de1 y comxnencemeni
indeed the prioritizing between two goals. AEP-01u s r q
of the amoxtization period for the PTRR is denied. I b an d^^ n^ $40 to $7ldmillion, ^
charges during tkle requested delay are estimated to .t rarr} ►x •ng daxSes to
is unreasonab].e for the Comrn^sion to approve the delay and pernu
continue to accrue merely to facilitate one charge another. of fhisa
to commenoe recovery of the PIRR charges as soon as pra

Order.

We agree with the recomanendation of Ormet and IEU ta maintain separate I'TRR

rates for the CSP and OP rate zones. The PIRR balance c the b̂ aIa icle should
customers, and according to cost causation principles, the recovery of

ed above, tE^e Commission directs that FACas discussbe from OP customers. Further,
rates should be maintained on a separate basis.
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IEU argues that the PIRR fails to address the requuiremen.ts of Section 4928.20(D ►
Revised Codep that requires non-bypassable charges arising from a phase-in deferral are
applicable to customers in governmental aggregation program.s only in proportionate to
the benefit received. IEU's claim that the PIRR violates Section 4928.20(1}, Revised Code, is
misdirected. The PIRR is not part of this ESP proceeding but was the directive of the
Commission in the Companys prior ESP case. Therefore, the Commission finds that IEU
should have raised this issue in the ESP 1 case or when the Commission established the
PIRR and that Section 4928.144, Revised Code, as to the collectiun of the PIRR, is not

applicable to this modified ESP proceeding.

The Commission notes that AEP-Ohio witness Hawkins testified that securitization
of the PIRR regulatory assets would reduce customer costs thrc>ugh the reduction of the
carrying cost and provide AEP-Ohio with the needed capital to a^ssic^ commencetransition

competition. AEP-Ohio also states that recovery of the
securitization is complete. Ormet supports securitization of the PIRR (AEP-Ohio Ex. 102

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

Finally, while AEP-Ohio does not specifically propose securitization of the PIRR in
the modified ESP, AEP-Ohio notes that seeuritization offers a benefit to both customers
and AEP-Ohio. Further, no parties opposed the idea of securitizing the PIRR.
Accordingly, we direct AEP-Ohio to take advantage of this extremely useful tool our
General. Assembly created for electric utilities and their customers through House BiII 364
and securitize the PIRR deferral balance. Securitization not only leads to lower utility bills
for all customers as a result of reduced carrying costs, but also leads to lower borrowing
costs for AEP Ohi.o. The Commission finds it extremely important, particularly when our
State has been hit by tough econonm'c tunes, to keep customer utility bills as low as
possible, and securitization of the PIRR provides us with a means to ensure we protect
customer interests. Therefore, AEP-Ohio shaii initiate the securitization process for the

PIRR deferral balance as soon as practicable..

23 Section 4928.20(^, Revised Code, states:
Customers that are part of a governmenW aggregation under this section shall be responsible only for
such portion of a surcharge under section 4928.144 of the Revised Code that is proportionatae to the

benefits, as debera►ined by the commission, that electric load centers within the jurisdiction of the
governmental aggregation as a group receive. The proportionate surchaxge so established shall apply to
each customer of the governulental aggregation while the customer is part of that aggregation. If a
customer ceases being such a customer, the otherwise applicable surcharge shaii apply. Nothing in this
section shail result in less than full recovery by an electric distribution utility of any surcharge
authorized under section 4928.144 of the Revised Code- Nothing in this secfion shaIl result in less than
the fulY and timely irnposition, charging, collection, and adjustment by an elecEric distn'bution utiti.ty, its
assignee, or any coliection agent, of the phase-in-recovery charges authorized pursuant to a final
financing order issued pursuant to sections 4928.23 to 4928.2318 of the Revised Code.
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The Company describes, but does not request as a part of this modified ESP, its
proposed application for full corporate separation filed in Case No. 12-1126-EUUNC
(Corporate Separation Case), pursuant to the requirements of Section 4928.17, Revised
Code, and Chapter 4901:137, O.A.C.24 AEP-Ohio asserts full corporate separation is a
necessary prerequisite for generation asset divestiture and AEP-Ohi.o^s transition to an
auction-based SSO. Pursuant to the proposed modified ESP and the Company's proposed
corporate separation plan, AEP-Ohio will retain transmission and distribution-related
assets, its REPAs and the associated RECs. ABJ.'-Olv.o will transfer to its generation
affiliate, GenResources, existing generation units and contractual entitlements, fuel-related
assets and contracts and other assets and liabilities related to the generation business.25
The generation assets will be transferred at net book value. AEP-Ohio proposes to retain
senior notes and pollution control revenue bonds, as such long-term debt is not secured by
the generation assets being transferred to GenResources. The Company expects to
complete termination of the Pool Agreement and full corporate separation by January 1,

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

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

requirements of PIM Interconnection LLC (PJ1V1), and must remain an FRR until June 1,

2015. To meet its FRR obligations after full corporate separation and before the proposed
energy auctions for delivery commencing January 1, 2015, the Company states
GenResources will provide AEP-Ohio, via a full requirements wholesale agreement, its
load requirements to supply non-shopping custa.mers. Pursuant to the proposed modified
ESP, AEP-Ohio proposes that for the period January 1, 2015 through May 31, 2015,
GenResources w'iII provide AEP-Ohio onlyc u^^^ f^^e ►a#eef^fe5cph've June 1^ 2015,
the contract between AEP-Ohio and GenRe
when both energy and capacity will be provided to SSO customers through an auc#iot,"

While AEP-Ohio is an FRR entity, the Company states it will make capacity payments to
GenResources for the energy only auctions proposed in this modified ESP at $255 per
MW-day. Generation-related revenues paid to AEP-Ohio by Ohio ratepayers will be

passed through to GenResources for capacity and energy received for the SSO load, and
AEP-Ohio wi11 reimburse GenResources on a dollar-for-dollar basis for transmission,
ancillary, and other service charges billed to GenResources by PJM to serve AEP-Ohio's

24 See In the Matter of tFte Apqlication of Ohio Power CompamJ f or ApP'"aval of Full Legul C.orpor'atie Sepam'afton and

Amendment to its Corporate Separaiion Plan, Case No.12-112b-ELrUNC, filed March 30,2012.

25 AEP-Ohio notes that after transferring the generation assets and liabslities to GenResources,

GenResources will transfer Amos unat 3 and 80 percent of the Mitchell Plant to Appalachian Power

Company (APCo) and transfer the balance of the Mitchell Plan.t to Kentucky Power Compauny (KYI'), so

the utilities can meet their respective load requirement absent the AEP East Pool Agreement (AEP-Ohio

Efc.101 at 22).
76 As a part of the modified ESP, AEP-dhio requests approval for a Pool Termination Rider which is

addressed in a separate section of this Order.
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SSO load. In addition, AEP-Ohio will reinit all capacity payments ma.de by CRLIS
providers pursuant to PJWs Reliability Assurance Agreement to GenR^ of AEP-C1hio s
revenues from the Retail Stability Rider as compensation fox fixlfiUm
FRR obligations. (AEP-Ohio Ex.1U1 at 23; AEP-ohio Ex. 103 at 6-8; Tr. at 515-519.)

IEU, pCC and APJN argue that because AEP-4hio has made the modified ESP
filing contingent on receiving approval of the corporate separation plan yet failed to
request consolidation of the Corporate Separation Case, the ( Commissio B^^^ I

approve
EU Br.

the corporate separation plan as a part of this proceedin . CCC/APjN

76-77.)

In fack, IEU argues that AEP-Ohia is not the FRR entity but, American Electric
Power Service Corporation (AEPSC) is the FRR entity on behalf of all of the American
Electric Power operating companies within PJM and, thexefore, AEP-Olvo does not have

A
any FRR obligation. Nor has AEP-Uhio offered inlD a^on assets are ptark,o# th, capac
capacity plan or indicated which of AEP-Ohio s ge
plan. IEU reasons that AEP-Ohio's generation ^a are not dedicated (IEU Fx.1 5oat
distribution customers and may be replaced by o^e p dty resources.

23, A.EP.Crhi.o Ex.103 at 9.)

DER and DECAM argue that AEP-(?hio's praposal to contract wAth GenResources
to serve the SSO load at the proposed capacity price after corporate separation is an illegal

violation of the corporate separation laws and violates state policy causing T^ at 812-
813; on the ability of unaffiliated CRES providers to compete in OP territory (

813; DER/DECAM Br. at 11).

Staff opposes AEP-Uhio's request to retain $296 millithat nusel of
bonds

the
where there has not been, according to Staff, any demonstration
intercompany notes would have a substantial negative a^t to make

generatiOtl
filing ^ffi

liatthee's

cost of debt. Staff proposes that AEP-Ohio be dire
Commission within six months after the completion of corporate sepanation, to

demonstrate that there is not any substantial negative impact on AEP-Mo if the debt or
intercompany notes are not transferred to the generation afffiliate. Therefore, Staff
recommends that the Coinmission deny this aspect of the Company's ESP proposal at tlus
time. Further, Staff recommends that the Corporate C>rganization chart be updated to

reflect the legal entities that are related to Amerti.c farmat and ^m.anner
Inc.,

sinzilaic'llto tlie
reportable segments related to AEP-Ohio, in a
information American Electric Power Inc. provides in its 10K filing to the Securities and

Exchange Conunission. (Staff Ex.1p8 at 5-6; Tr. at 4:40 )

AEP-Ohao did not request consolidation of its pending corporate separation plan in
conjunction with this modified ESP application,, and as such the Conunission will consider'
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the corporate separation application in a separate docket As such, the primary issues to
be considered in this modified ESP proceeding is how the divestiture SSO a

►̂ s tion

assets and the agreement between AEP-Ohio and GenResources will impact

We find iEU$ argumnts, that AEPrOha.o is not ^^ into th^^ ^eement o^n
obligation with PJM to be form over substance. AEPSC
behalf of AEP-Ohio and other AEP-Ohio operating affiliates and the legal obligation of
ABP Ohio is no less binding than if AEl'-ohio entered into the agreement directly.

The Commission finds that sufficient irdormationin more detail
proposed

the
generation asset divestiture and corporate separation, as reflected
Corporate Separation Case, has been provided in this modified ESP case to allow theate
Comxnission to reasonably conclude that terminatio ^ f the Pool in O^a^ W

corpo
ithrthe

separation facilitate AEP-Ohio's transition to a competitive market in this Order, the
modification and adoption of the modified ESP, as presentedthe rate im act of the
Conunission may reasonably detennuie the ESP rates, including P d
generation asset divestiture, on the Company's SSO customersto a corn ^etitive bidd'zng pr^e^
FSP, where upon SSO rates will subsequently be subject p EP-
While, AEP-Ohip proposes to enter into an agreement with Ge eSoo e^eo^^^`'o `s
Ohio capacity at $255 per MW-day, we emphasize that
decision in the Capacity Case, AEP-Ohio will not receive any more than the state
compensation capacity charge of $188.88 per MW-day from Ohio customers during the

term of this ESP.

As the Conulussion understands the Company's s^$pand o^tchell ^wrill^be
divestiture, all AEP-Ohio generation facilities, except
transferred to CenResources at net book value. Amos and Ngtchell will ultirnately be

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

Staff raises some concern with the implementation medan onotes to G nResources
lack of the Company's transfer of all debt and/or inter o p Y
Despite the Staff's recommendation, the Carnrurtission approves AEP-Ohio's requests to

retain the pollution control bonds contingent upon a filing with thecosts ass^ted
demonstrating that AEP-Ohio ratepayers have not and will not incur any

with the cost of servicing the associated debrcontrol bonds, as ratepaoyersa°^'er
shail be held harmless for the cost of the pollution
generation or generation related debt or inter-compa.ny notes d _^dn^ a^ _^^^ys

Ohio shall file such information with the Cornixussion, in our
after the issuance of this Order. Accordingly, the Conumssion finds that, subjectdivest its
approval of the corporate separation plan, the elec ^^t^distribution utility assets by ^'^f'^ to
generation assets fxoa^. its noncompetitive electric repr^ented in this
its separate competitive retail generation subsidiary, ^^esources, as ,

that it has notified PJM of its intention to enter M s
modified ESP. The Company states PT
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auction process for the deilivery year 2415-2016. The Coau ^^^1 review the
remaiuiing issues presented in the Company s Corporate par

FES contends that
In regards to the contract between AEP-Ohio and̂ ^^° the '^ation revenues

after corporate separation AEPAhio cannot simp y p ^ ^
it receives without evidence that the mst aze

prudent
othin t estabiish that $255 per

4428.143(B)(2)(a), Revised Code, and AEP-Oiuo has done g^ unrelated to cost or
MW-day for capacity is prudent. The price of t

o$255 ^ell above market. Furthermore,
market rates, and according to FFS, appears
Constellation and Exelon witrLess Fein testified that Exelon^ load June 1^2014 thro gh
capacity and an offer for capacity only to serve AEP-Oh^o s

May
31, 2016, at a cost lower than the Company is proposing aoes nat prohibi an FRR

ESp. Constellation and Exelon emphasize that the P3^'j gations
entity from maldng bilateral purchases in the maiaccording testimony ofifered by
(Constellation/Exelon Ex. 101 at 1719). FES notes thath S to

AEp-Ohio witness Nelson, the $255 MW-day for capacity is not ne otiating the contract for
to the market rate. Furthermare, FBS points out that AEPSC g
both AEP-Ohio and GenResoarces. AEP-C?hio has no inten^ ^u^^ f^ seryvic^e

Mr. Nelson, to evaluate whether the cost of its contract with
could be reduced by contractixtg with another supplier. Based on ^r^e reqti ements of
argues that this aspect of the modified ESP does not c p Y
Section 4925.143(B)(2)(a), Revised Code,. and the contract ^ h^^F RC oEdg

and
+co'

GenRessoUrces, aEteY, corporate separation does not c p y
guidelines, which direct that no wholesale sale of electric energy or capacity between a

franchised public utility with captive customers anu^ ^ti ^loxethe transaction
affiliate may take place without first receiving FERC
under section 205 of the Federal Power Act. (Tr. at 523-526; FES Br. at 102-105.)

e a
re^^ ^^ EP hi^°The Commission finds, that once corporate sep ^atr^t

procures its generation from GenResources that it is apP p eC^c^ , the revenues AEP-
azrevenues to pass-through ABP-Ohio tho îs i.miementedpf'rom the R2sR which are not

flhio receives, after corporate sep P ^v^ent to the capacity charge of
allocated to recovery of the deferral, revenue eq generation-based revenues
$188.99/MW-day authorized ue for energy to shopping ^tamers, should flow to
from S5o customers, and reven Y,Y
to GenResources. We recognize, as AEP-Ohx° acknowledg

es
^ ^t to priorsFERC

brief, that the contract between AEP -Ohi o d xevienwe ^ceS is
of the Cornpany's modified ESP

approval. We do not make, as a part of
application, any expressed or implied endorsement of the terms or conditions of the AEP-

Qhio contract with GenResour'ces, as presented in this case.
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14. GridSM'ART
e

The Company's modified ESP applica Soo n F^ p^^ S ESP 1 I continuation two
gridSMART rider approved by the Comrz ►is
modifications. First, AEP-Uhio requests that the VidSMART rates for the CSP rate zone
be expanded to the OP rate zone. Second, AE,P-Ohio requests that the net book value of

meters retired as a result of the gridSMART project o^eters replaced alresult of Phase
accounting purposes. Currently, the net book value ePlaced as
1 of the gridSMART project are charged to expense net of salvage and net 'of meter
transfers and included in the over/under calculation of the rider. The Company expects to
complete the installation of gridSMART equipment in Phase 1 and to complete
gridSMART data submission to the U. S. Department of Energy on Phase 1 of the project
by December 31, 2013, with the evaluation to be completed around March 31, 2014.
Further, AEP-Ohio states that the Company intends to deploy elements of the gridSMART

program throughout the AEP-Ohio serviEx{107 a10AII'-OhiO Ex. 110a 9_D^ prograxn.
proposed in this proceeding. (AEP-Ohio

C7CC and APJN submit that, to the extent that e^ ^^'n ^d o^ addressed
gridSMART costs in the DIR, there are numerous
before the Company is authorized to proceed. Staff, C)CC, and APJN retort that the
Company's proposed expansion of the gridSMART project, before any evaluation and
analysis of the success of gridSMART Phase 1, is inconsistent with sound busin'ess

prin,ciples and should be rejected by the Commiss'ia of Phase lpiseomplete,^on odr
that the Company not proceed with Phase 2 until evaluation
about March 31, 2014. (Staff Ex. 105 at 5-6; (DCC/ AP)N Br. at 96-97.)

More specificall_y, Staff reasons that the costs of the o^the of
gridSMART -technologies have not been determined, the benefits ^
expansion defined nor customer acceptance of such technologies evaluated. In addition,
Staff clairns that the Company has stated that certain components of the aging d?stribution

the
infrastructure do not support gridSMART technologies. Despi #^'s not the
commencement of Phase 2 of the gridSMART project, Staf oppose
Company's installation, at the Company`s expense and risk of recovery, of proven
distribution technologies that can proceed independently of grid.SMART, which address
near term generation reliability concerns, such as integrated voltage variation control
(IS7VC), and do not present any security or interoperability issues or violate requirements
set forth by the National Institute of Standards and Technology Interagency Report. Staff

endorses the continuation of the SndSMAR be recoverable in the gridSMART
customers. Staff emphasizes that equipment should not
rider until it is installed, has completed and passed thorough testing, and has been placed

in-service. (Staff Ex. 105 at 3-6; Staff Ex. 107 at 3-13.)
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AEP-Ohio points out that no intervener has expressed any opposition to the
continuation and completion of gridSMART Phase 1 and, accordingly, AEP-Ohio requests
approval of thss aspect of the modzfzed ESP. AEP-O'hio also requests that the Conunission
provide some policy guidance on whether the Company should proceed with the

expansion of the gridSMART program.

As the Commission noted in AEP-Qhio's ESP 1 Order:

[T]t is important that steps be taken by the electric utilities to explore
and implement technologies... that wiIl potentially provide long-term
benefits to customers and the electric utility. GridSMART Phase 1 will
provide CSP with beneficial information as to implementation,
equipment preferences, customer expectattions, and custonier
education requirements. .. More xeliable service is clearly be O^ I the
CSP"s customers. The Commisszon strongly supP
am.plementation of AMY [advanced metering n*astructurel and DA
[distribution automation uiitiative], with HAN [home area network],

as we believe these advanced technologieS
betterma^ge their^iEP-Olhio providing its cu.stom^ the ability to

energy usage and reduce their energy costs.

(ESP I Order at 34-35.)

The Cominission is not wavering in its conviction as to the benefits of gri the
Thus, we direct AEP-Ohio to continue the gri^M^T Phase 1 project and to complete
review and evaluation of the project. We are approvTng the Company's request to uutiate
Phase 2 of the gridSMART project, prior to the March 31, 2014, completion of the
evaluation of gridSMART Phase 1, with those technologies that have to-date demonstrated
success and are cost-effective. To require the Company to delay any further the
installation of gridSMART is unnecessarily - restrictive with resp^ to
deployment of successful individual smart grid systems and technologies used in th.e
project. The Company shatt file its proposed expansion of the gridSIVIART project,

gridSMART Phase 2y as part of a new gridSMART application, incl^o
rlix^g osufhc^uate detafl

the
on the equipment and technology proposed for the Comrrus
demonstrated success, cost-effectiveness, customer acceptanceStaff recomxnends^NVC
proposed technology. However, the Company shall include,
only within the distribution investnnent rider, as IVVC is not exclusive to the gridSMART
project. IWC supports the overall electric system reliability and can be instalied without
the presence of grid sm.arE technologies, although IWC enhances or is necessarydSMART Phase
smart technology to operate properly and efficiently. Furthermore, the gri
I rider was approved with specific limitations as to the equipment for which recovery



11-346-EL-SSO, et al. -63-

could be sought, and a dollar limitation.27 Any gridSMART investment beyond the Phase
1 pilot, which is not subject to recovery through the DIR mechanism, should be recovered
through a mechanism other than the current gridSMART rider, for example, through a
gridSMART Phase 2 rider. The current gridSMART rider allows for recovery on an "as
spent" basis, with audits d.irected toward truing-up expenditures with collections through
the rider rate. Keeping subsequent non-DIR, gridSMART expenditures in a new separate
recovery mechanism facilitates enforcement and a Commission deterinination that
recovery of gridSMART investrnent occur only after the equipment is installed, tested, and
is in-service. With these clarifications, the Commission approves the Company's request
to continue, as a part of this modified ESP, the current gndSMART rider mechanism,
subject to annual true-up and reconciliation based on the Company's prudently incurred
costs, and to extend the rate to include OP as well as CSP customers.

We note that the gridSMART Phase 1 rider was last evaluated for prudency of
expenditures, reccmciled for over- and under-recoveries and the rate mechanism adjusted
in Case No.11-1353-EI.-RDR,, with the rate effective beginning Septem.ber,1, 2011. Despite
the Conunission s February 23, 2012' rejection of the application in this ESP 2 proceedin.g,
the recovery of the gridSMART rate mec,hanism continued consistent with the Entry
issued March 7, 2012. Accordingly, the gridSMART rider rate mecha.ni.sm approved in
Case No. 11-1353-EL-RDR shall continue at the current rate until revised by the
Cornmission. We also note that in Case No. 11-1353-Eii-RDR, the Commission deducted
an amount from the Company's claim for the loss on the disposal of electro-mechanical
meters. The Commission notes, as we stated in the Order issued August 4, 2011, that we
will address the meter issue in the Company's pending gridSMART rider application,
Case No. 12-509-EL-RDR, and notlling in this Order on the modified ESP should be

interpreted to the contrary.

15. Tr sion Cost F.ecoverv Rider

Parsuant to Conunission authority, as set forth in Section 4928.05(A)(2), Revised

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

transmission and transmission-related costs. Through this modified ESP, AEP-Uhio

proposes only that the transmission cost recovery rider (TCRR) mechanisms of the CSP

and OP rate zones be combined. The Company proposes no other changes to the TCRR

mechanism as a part of this ESP. (AEP-Ohio Ex. 111 at 6-7; AEP-Ohio Bx.10'7 at 8.)

The Coxnmission notes that the current TCRR process has been in place since 2009,
and operates appropriately. As structured, with the TCRR rnechanfsm any over- or under-
recovery is accounted for in the next semi-annual review of the TCRR mechanism. For this
reason, we do not expect any adverse rate impact for customers with the combining of the
CSP.and OP TCRR rate mechanisms. Given the merger of CSP into OP, effective as of

27 ESP 1 Order at 37-38; ESP 1 En[ry on Rehearing at 18-24 (Tuly 23,2009).
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December 31, 2011, the Comrnission finds AEP-Ohio's request to combi.ne the TCRR
mechanism to be reasonable. The Commission directs that any TCIZR s mecl^ian^ms,
transmission or transmission related costs, as a result of combining the
be reconciled in the over and under-recovery component of the Company's next TCRR

rider update.

16. Enhanced Service Reliabilitv Rider

As part of AEP-Ohio's ESP I case, AEf'-Ohio proposed an enhanced service
reliability rider (ESRR), program which included four components, of which only the
transition to a cycle-based vegetation m.anagemen.t program was approved by 'the
Commission. In this modified ESP, AEP-Ohio requests continuation of the ESRR and the
Company's trarLsition to a four-year, cycle-based Wnm'dng program. Further, the

rate
Company proposes the nnification of the ESRR oof the ESP, zone on
adjusted for anticipated cost increases over the term
capital assets and annual reconciaiation. AEP-Ohio admits that before the initiation of the
transitional vegetation management program, the number of tree-related circuit outages
had gradually increased. However, the Company states that with the uutiation of the new
vegetation management program, the number of tree-caused outages has been reduced
and service reliability has improved. AEP-Ohio proposes to complete the transition from a
performance-bassed program to a four-year, cycle-based trunn:►ing program for all of the

Company's distribution circuits as approved by the^ n^l w^ plemented asPa
Hc^wever, the Company notes that the vegetation manag P
five-year transition program and, as a result of the delay of thengcle-based trSimrning
increases in the expected costs to complete implementation CS'
program, it is now necessary to extend the implementation

for p^^^4 for both the completion
year into 2014. AEP-Ohio requests incremental funding
of the transition to a cycle-based vegetation management program of $1

6 miion

incremental increase of $18 million annuaily to maintain the cycle-based pro am. (AEP-

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

Staff supports the continuance of the ESRR through 2014 but not any cost incurred
thereafter. Staff reasons that after 2014, the Company's transition to a four-year, cycle-
based vegetation management program wil1 be complete and regular maintenance
pursuant to the program will be part of the Company's normal operations, the cost of
which should be recovered through base rates not through the ESRR• Further, Staff argues
that the ESRR funding level for the period 2012 through 2014 is overstated due to the
increased ESRR baseline refl.ected in the ComPany`s recent distribution rate case?8
According to Staff, to reach the rate base in the Stipulation in the distribution rate case,
Staff agreed to an increase in the revenue requirement for CSP and OP which incorporated
an annual increase in vegetation m.anagenlent operation and maintenance expense of $17.8

28 In re AEP-ahio, Opinion and Order, Case No. I1-351-ELrAIlZ, et ai. (December 14,2011).
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miIl.ion annually for 2012 through 2014 over its recommendation in the Staff Report. For
that reason, Staff- asserts that vegetation m.anagement operatiOn and maintenance expense
must be reduced by $17.8 nufflion annually for the period 2012 through 2014. Further, Staff
recommends that the Commission direct AEP-Ohio to file, pursuant to Rule 4901:1-10-
27(E)(2) and (3), O.A.C., by no later than December 31, 2013, a revised vegetation
nmanagemment program which commits the Company to complete end-to-end trimming on
all of its distribution circuits every four years beginning January 1, 2014 and beyond.

(Staff Ex. 106 at 11-14; Tr. at 4363-4365.)

AEP-Ohio retorts that Staff ignores the fact that the Stipuiation, and the
Commission C4rder approving the Stipulation, in the Company's distribution rate case do
not detail any increase in the ESRR baseline. AEP-Ohio requests that the Cominission
reject Staff's view of the rate case settlement as unsupported and improper, after the
issuance of a final, non appeafable order in the case. As to Staff's proposed termination, of
funding after 2014, the Company offers that such would undermine the benefits of the

cycle-based trimmfng. (AEP-Ohio Reply Br. at 76-77.)

The Commission concludes that while the Stipulation in the distribution rate case
reflects an increase in the baseline operations and maintenance expense from the level
recommended in the Staff Report, there is no evidence in the Stipulation or the
Comrn3ssion's Order adopting the Stipulation which specifically supports a $17.8 million
increase in operations and maintenance expense for the vegetation management program.
Accordingly, the Commission approves the continuation of the vegetation management
program, via the ESRR, and merger of the rates, as requested by the Company for the term
of the ni.odified ESP, through May 31, 2015. Within 90 days after the conclusion of the
ESRR, the Company shall make the necessary filing for the final year review and
reconc'l3.ation of the rider. We direct AEP-Ohio to file a revised vegetation managernent
program consistent with this Order and Rule 4901:1-10-27(E)(2) and (3), O.A.C., by no later
than December 31, 2012. We see no need to wait until December 2013 for the filing, as

requested by Staff, in light of our ruling in this Order.

17. Energy Efficien and Pea.1c Demand Reduction Rider

Through this modified ESP, the Company proposes the continuation of the
EE/PDR Rider, with the unification of the rates into a single rate. The EE/PDR rider
would continue to be, as it has been since its adoption in the ESP 1 cases,29 updated
annually. AEP-Ohio notes the proposed regulatory accounting for the EE/PDR rider, is
over,under accounting with no carrying charge on the investment and no carrying charge
on the over/under balance. The Company states that it has developed energy efficiency
and demand response programs for all customer segments and through the
implementation of the programs customers have the potential to save approximately $630

29 ESP 1 Order at 41-48; ESP 1 BOR at 27-31.
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million in reduced electric 5exvice cost over the life of the programs. Further, the EE/ PDR
reduced.cause power plant exrnssions to be . AEP-O^o testifiedki e

t its ener
programs ery
efficiency and peak demand response Progx`^ for 2009 thr tinue

11-12sStaff Br. at 31

continue
successful in meeting the benchmarks. Staff endorses the
the EE/PDR rider. (AEP-0hio Ex.1a7 at 8; AEP'-O^`o Ex .

118 at

The Commission appxoves the merger of the EE/ PD^a^ n of the EB/ PDR rider
UP rate zones and, for the term af this modified P ^on

the con
firmed in each of the Ccampany's

as adopted in the ESP 1 Order and subseq Y of the IRI'-Dwe established in our analys^
succeeding EE/PDR cases. in addition, as for AEP-0^a
credit, because the IRP D credit promotes energy efficiency, it is appropriate opposed to the

to recover any costs associated with the I^^o to take the appropriate steps necessary to
RSR. Further, the Commission directs AEP
bid the energy efficiency savings funded by the EE j P^e rider o

of the ESP'^t PjM base

termbi
residual auction and all subsequent auctions held during

18. Ec nomic Develo ment Ridex

AEP-Ohio's modified ESP application request approval to continue, with one

madificatim the non-bypassable Econornic Developm ^nu^dassc^E^ted ^^'ltl^n^ ar
mechanism recovers the costs, incentives, and forgone for economic development and
expanding Commission-approved special. arrange
job retention. As currently designed, the EDR rate is a component of each customer's basethe zones

distribution rates. The Company wishes to merge the ^DR
all oth^rfoespeC as aPProved by

into a single EDR rate with the EDR rate to contin u

e the Commission in the ESP 1 Order and the
subsequent

dDallYa and the
currently approved by the Commission, the EDR is updated I^̂  ,

regulatory accounting for the EDR, being over-under acco ^ tang^ Y
with^o^Q^ ^d a ange.

on the investment and a long-term interest carrying charg
AEP-Ohio states that the EDR supports: 4hio's effectiveness^r^ t

hat the proposed EDR is
required in Section 4928.02(N), Revised Code. AEF'
reasonable and should be adopted as part of the modified FSt^3(AEP-Ohio Ex.111 at 3, 7
and Ex. DMR-5; AEg-Oltio Ex. 107 at 8; AEP-(Jhio Ex. 118 at 7,13 .)

Staff supports the Company's EDR proposal (Staff Br. at 31). However, OCC and
revenues

APJN argue the Company allocates the EDR rider based and ge n ationj between the
opposed to current total revenues {distributlon,
customer classes in compliance with Rule 4901:1-38-08(A),

Q•KC30 OCC and APJN note

30 Rule 4901:1-38-08(A)(4), O.A.C., states:

The amount of the revenue zecovery rider shall be spread to all c,,stiOmerg in proportion

ent
revenue distribufion between and among classes, subject to change,

to the curr
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that the Commission approved Dayton Power & Light Company's EDR application with a
similar allocation to the one they are proposing AEP-Ohio be required to adopt 3i

The Company argues that because transmission and generation revenues are
recovered only from its nonshopping customers, that OCC's and APJN's proposal would

actually result in residential customers being responsible for a greater share of the delta
revenues than under the current allocation method based only on distribution revenues
paid by shopping and non-shopping customers. Further, AEP-Ohio notes that the

Commission rejected this same proposal by. OCC in the F1SP 1 cases and requests that the

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

Reply Br. at 78.)

The Conunission rejects OCC's and APJNs request to revise the basis for the EDR

allocation, given the fact that the EDR is a non-bypassable rider recovered from shopping
and non-shopping customers alike. We recognize that the EDR acts to attract new
business and to facilitate the expansion of existing businesses in Ohio• In order b° allow

AEP-Ohio to effectively promote economic development to customers in its service
territories, and continue its positive corporate presence in communities throughout Ohio,
as evidenced by multiple witnesses at the public hearings, we find it reasonable for AEP to

rnaintain its corporate headquarters in Columbus, Ohio, at a niinimum, for the entire term

of this ESP and the subsequent collection period associated with the deferral costs

included in the RSR. Further, the Commission finds that, the EDR• as a non-bypassable
rider, is recovered from all AEP-Ohio shopping and non-shopping customers. Therefore,

we approve the Company's request to merge the EDR rates for the C'SP and OP rate zones

into a single rate and to otherwise continue the EDR mechanism as previously approved

by the Commission in the Company's ESP 1 Ordm as revised or clar%fied in its subsequent

EDR proceedings,

Additionally, in light of the extenuating economic circumstances, the Commission

hereby orders the Company to reinstate the Ohio Growth Fund, to be funded by
shareholders at $2 million per year, or portion thereof, du.rin.g the term of this ESP. The
Ohio Growth Fund creates private sector economic development resources to support and

work in conjunction with other resources to attract new investment and improve job

growth in. Ohio.

alLration, or modificaiioll by the comtnission The electcic utihty shall fzle the projected

impact of the proposed rider on all customers, b'y custamer class.

31 See In re Dayton Power & Light Company, Case No.12-815-EirRDR, Order (Apri12S, 2012).
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19. Storm Daxna Recove Megh^

AEP-t3hio proposes a storm damage reo°very mechanism be created to recover any
incremental expenses incurred due to major storm events (ABP--0hio Ex.11U at 20). AEP
Ohio provides that the mechanism would be created in the amount of $5 million per year
in accordance with the settlement in Case Nos. 11-351-EtrAIR and 11-352-EL-AIR. In
support of the storm damage recovery mechanism, AEP-Ohio witness ICirkpatrick notes
that absent the mechanism, forecasted operation and maintenance (O&M) funds would be
constantly diverted to cover the expense of major storms, which could disrupt planned

m.aintenance activities and impact system reliability. The detennir ►ation of what a major

stvrm is or is not would be determined by methodology outlined in the IEEE Guide for

Electric Power Distribution Reliability indices fortha ir storm would either become a
(Id.) Any capital costs that would be incurred due to a mlo
component of the DIR or would be addressed in a distribution rate case (Id. at 21). Upon

l
approval of the storm damage recovery mechanis !Qn storm e willnse bergisuung ri'''ithnthe
distribution expenses above or below the $5 l^vli ^
effective date of January 1, 2012 (AEP-Ohio Ex.1Q'7 at 10).

OCC notes that while AEP-Ohio's actual storm costs expenses are currently
unknown, it is likely that AEP-ohio will incur more than $5 million based on historic data,

which indicates the average annual expenses amour ►t to approximately $8.97 million per

year (OCC Ex. 114 at 20-21). In addition, OCC explains that AEP-C)hio failed to specify the
carry charge rate for any storm damage deferrals, but suggests the carrying chaz'ges not be

calculated using AEP-Ohio's WACC, as the meclrn e^ not include
ci ng capital

d bt$ o
(OCC Br. at 97-98). OCC suggests that AEp U^
calculate carrying charges (Id.).

In establishing its storm daxnage recovery mechanism, AEP-Ohio failed to specify
how recovery of the deferred asset would actually work or would occur. As proposed, it
is unknown when AEP-Ohio would seek recovery, or whether anything over or under $5

miilion would become a deferred asset a^ should be modified ^y stands, the storm
damage recovery mechanism is open-ende

Therefore, we find that AEP-Ohio may begin deferral to the following
distribution expenses above or below $5 ^lo^ per year, subject
mod.i#ications. Further, throughout the term of the modified E,SP, AEP-Ohio shall
maintain a detailed accounting ^of all storm expenses within its storm deferral account,
including detailed records of all incidental costs and capital costs. AEP-Ohio shall provide
this information annually for Staff to audit to determine if additional proceedings are

necessary to establish recovery levels or refunds as necessary.

In the event AEP-Ohio incurs costs due ta one or re x^n by scale

31storms, AEP-Ohio shall open a new docket and file separate aFPliatf'o
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each year throughout the term of the modifie ^^ed , AEP-Ohio shall bear the burd n
application for additional storm damage reco ery reasonable• SWf ^'d
of proof of demonstrating all the costs were prudently incuned and _

any interested parties may file comments on the appeicnnot resolvedby AE -Qhio, an
Ohio dockets an application. If any objections ar conduct
evidentiary hearing will be scheduled, and parties will have the °Pportunity to
discovery and present testun.ony before the Commission.

Thus, C3CC's concern on the

calculation of appropriate carrying charges is premature•

2o, C1th.er Issues

(a) Curtailable Service RY.ders

In FSP 1, based on the lack of certain information in the record, the Gommission

determined that customers under reasonable arranger^ ^ an arrangements, ec vnomic
not lirnited to, energy e£ficiency/pea.k demand .
developm,ent axrangements, unique arrangements, and r^s^,e la r4bited frarxts a

that
lso

offer service discounts from the applicable fariff rates, P
participating in a PJM demand response program (DRP), unless and until the Commission

decides otherwise (First ESP EOR at 41). VVhi1e the Cornmiss^^ a^ in PJM DRFs^the
customers in reasonable arrangements with AEP-Ohio to p p
Commission did not, in the context of the ESP 1, address the ability of AEP-Ohi.o's retail

customers to participate in PJM DRPs.

pn March 19, 2010, in Case Nos. 10-343 EL-ATA and 10-344-EL-ATA t ust^ ers
filed an application to amend its emergency curtailment service riders to perzru
to be eligible to participate in AEP-Ohio's DRPs, integrate their customer-sited resources

and assign the resources to AEP-Ohio to meet with the .
Company's peak den^.nd

reduction mandates or conditional retail participation in PJM DRPs.

a part of this modified ESP, AEP-Ohio recognizes customer Qp^^P^ ti
t° omtar^iff

PJM directly or through third-party aggregators and proposes
services, Rider Emergency Curtailable Services and Rider Price Curtailable Service, as no

customer currently receives service pursuant to ei^ errider.e basis that^t suppor^ the
aspect of AEP-Ohio's modified ESP apphcation
provisions of Section 4928,02(D), Revised Code. (AEP-Ohio Ex. 100 at 9; AEP 4hio Ex.

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

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

eliminate Rider Emergency Curtailable Services and Rider and 1Q-3 -aE bA A ctvsed of
its tariff service offerings and Case Nos. 14-^3-E^
record and dismissed.
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(b) Customer Rate Im act Ca

In order to ensure no customers are und-uly burdened by any unexpeccted rate
impacts, as well as to mitigate any customer rate changes, we direct AEP-Qhio to cap
customer rate increases at 12 percent over their current ESP I rate plan bill schedules for
the entire term of the modified ESP, pursuant to our authority as set forth in Section
4928.144, Revised Code. The 12 percent limit shall be defexmdned not by overall customer
rate classes, but on an individual customer by customer basis. The customer rate impact
cap applies to items approved within this modified ESP. Any rate changes that arise as a
result of past proceedings, including. any distribution proceedings, or in subsequent
proceedings are not factored into the 12 percent cap. Further, the 12 percent cap shall be

normalized for equivalent usage to ensure that 13 ABP-Qhio should file, customer"sa separate
impacts sha11. exceed 12 percent. On May 31, 201 3,
docket, a detailed accounting of its deferral impact created by the 12 percent rate cap.

Upon AEP-Qhio's filing of its deferral calcula ons the deferral costs created, and the
procedural schedule, to consider, among other things,
Commission will maintain the discretion to adjust the 12 percent lirnit, as necessary,

throughout the term of the ESP.

(c) AEP-Qhio's Qutstand^g FERC Reauests

The ComYnission takes notice that American Electric Power Service Corporation
filed a renewed motion on AEP-Qhids behalf for expedited rulings on July 20, 2012, in
FERC docket numbers ER11-2183-(la1 and EL11-324i)0. In the event FERC takes anY
action that may significantly alter the balance of this Commission's order, the Commission
will make appropriate adjustments as necessary. Specifically, pursuant to Section
4928.143(F), Revised Code, at the end of each annual period of this modified ESP, the
Conrnmission shall consider if any sucla adjustrta.ents, ancludyng any that may arise as a
result of a FERC order, lead to significantly excessive earnings for AEP-Qhio. In the event
that the Comini.ssion finds that AEP-Ohio has significantly excessive earnings, AEP-Qhio

shall return any amount in excess to consumers.

III. IS T HE PiZ01'U5r,V r-ar .tvivi.1: -
CQMPARED TQ THE RESULTS THAT WOULD ERWISE APPLY UNDER

SECTION 492$.142 REVISED CODE.

AEP-ohio contends that the ESP, as pxoposed, includir<g its pricing and all other
teryns and conditions, is more favorable in the aggregate as compared to the expected
results that would otherwise apply under an MRO. To properly conduct the statutory test,
AEP-C3hio states that the proposed ESP must be viewed in the aggregate, which includes
the statutory price test, other quantifiable benefits, and the consideration of non-
quantifiable benefits (AEP Ex. 11A at 3-4). In evaluating all of these criteria, AEP-Ohio
witness Laura Thomas concludes that the proposed ESP, in the aggregate, is more
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favorable that the results that would otherwise apply under an MRO by approximately
$952 million (AEP-Ohio Ex. 115 at Exlii.bit LJ'T-1, page 1). in addition, Ms. Thomas states
that there are numerous benefits that are not readily quantifiable (ld•)-

In conducting the statutory price test, Ms. Thomas exPlains that she utilized Section
4928.20(J), Revised Code's interpretation of market prices for guidance in detee mAiEnP^Ma
competitive benchmark price. In establishing the competitive benchmark price,
used ten components, including the capacity component, which includes the capacity cost
that a supplier would iiuvx to serve a retail customer within AEP-Ohio's service territory
(AEP-Ohio Ex. 114 at 15)_ AEP-Ohio concluded that the capacity cost to be utilized in the
statutory price test should be $355.72/ MW-day, based on the notion that AEP-Ohio will be
operating under its FRR obligation and the full capacity cost rate for AEP-Ohio should be
utilized in the competitive benchmark price. By using $355.72/MW-day, Ms. Thomas
concludes that the statutory price test shows the ESP is more favorable than an MRO by
$256 miIli.on (AEP-O'hio Ex. 114 at LJT-1 page 3). Ms. Thomas also conducted an
alternative price test utilizing the two-tier capacity proposal numbers of $146 and $255 as
the capacity costs, and concludes that modified ESP would be more favorable than an

MRO $80 rnillion (Id. at LJT-5 page 2). in light of the Commissio result in the MRO
10-2929, AEP-Ohio indicates the use of the $188.88 capacity price would
being slightly less favorable by $12.6 million, but when factoring in AEP-Ohio's energy-
only slice-of-system auction the statutory price test comes out almost even, with the MRO
being slightly more favorable by approxi.mately 2.6 miUion (AEP-Ohio Reply Br. at 97-99,

Attachment B).

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

By taking these additional quantifiable fac s^^{ ^e Q^ ^ an.^a.able benefi^e o
results

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

(AEP-Ohio Ex. 115 at L)'T-1).

Regarding non-quantifiable benefits, AEP-,Ohio states that the modified ESP will
provide price certainty for SSO customers wlvle presenting increased customer shopping
opportm-ities. AEP-Ohio provides that the modified ESP will ensure financial stability of
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AEP-Ohio and provides for a necessary trarLsid a^^i° EP-4hio also
acknowledging AEP-Ohio's existing contractual an obligations.
opines that the modified ESP advances state policies and is consistent with Section 4928.02,

Revised Code.

In addition to the statutory test conducted by A.EP'-Ohio 4^ ^ Revised Cod^
other parties conducted the statutory test pursuant to Sect^.on ^
OCC, FES, IEU, DER and Staff allege that the statatory price test actually indicates that the
modified ESP produces results that are less favorable d-on what would otherwise apply
under an MRO by figures ranging from $50 million to $1.427 billion (See OCC Ex. 114, DER

Ex. 102, IEU Ex. 125, FF5 Ex. 104, and Staff Ex. 110). Specifically, OCC witness Hixon
points out that AEP-Ohio's assumption of a$355;7Z f MW-day capacity charge is
inappropriate, but rather, the capacity charge approved by the Commission in Case No.

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

modified ESP (Id. at 18).

FFrS and TEU raise sinvlar concerns in utilizing AII'-O the orderation of
quantifiable benefit. FFS states that the Commission previously found
discounted capacity pricing cannot be considered dt becauseovide that AEP-OhioFES
(FES Ex. 104 at 14-16, IEU Ex. at 50-53). IEU, DER,
overstated the competitive benchmark price by failing to use a market-based capacity

price, and failed to properly consider the costs assoa.ate ^9 2, DER Ex. aQ^at ^^
includMring

the RSR, GRR, and possibly the PRR (FES at 16-25, I U a
Schnitzer also concluded that the statutory test indicates that the modified ESP is worse for
customers than the Stipulation ESP, and approval of the modified ESP would harm theprovide
development of a competitive retail market^ 1^g CRES providers' abili^' to

alternative offers to customers (FES Ex. 104

IEU, DER, and OCC argue that Ms. Thomas incorrectly assumed the MRO's
blending requirement should have been accelerated, as it is unlikely the Commission
would authorize an MRO with any blending other than the fault blending provisions of 70
percent ESP pricing and 30 percent market pricing, as is consistent with Section 4928.142,

ion
Revised Code (DER Ex at 3-6, OCC Ex. 114 at 8-9). F^ of IEU

st
suggests

atutory tese anal, as
consider the June 2015 to May 2016 deliver year as part

is seeking Commission approval to conduct a CBP for the entire SSO load

beginning in June 2015 under this modified application (IEU Ex.125 at 79).



11-346-EL-SSO,et al. -73-

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

B-1).

The Commission finds that, while ABP-Ohio made multiple errors in conducting
the statutory test, we believe that these errors are correctible based on evidence contained
within the record. Under Section 4928.143(C)(1), Revised Code, we must determine
whether AEP-Ohio's has sustained its burden of proof of indicating whether the proposed
electric security plan, as we've modified it, including its pricing, other terrns and
conditions including any deferrals and future recovery of deferrals, is mare favorable in
the aggregate as compared to results that would otherwise apply under Section 4928.142,
Revised Code. Further, we must ensure our analysis looks at the entire mo ^ }^' as a
total package, as the Suprerne Court of Ohio has held that Section 4928.3.43 1, Revised
Code, does not bind the Commi.ssion to a strict price comparison, but rather, instructs the
Commission to consider other terms and conditions, as there is only one statutory test that

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

407).

Therefore, as AEP-Ohio presented its analysis of this statutory test, we first look at
the statutory pricing tesk and then will explore other prc vis3ores, terms, and conditions of

the proposed ESP that are both quantifiable ar ►d non-quantifiable. In consider3ng AEP-

Ohio's statutory price test, consistent with Section 4928-143(C)(1), Revised Code, we must
look in part at the price AEP Ohio's proposed ESP, as we've modified it, with the price of
the results that would otherwise apply under Section 4928.142, Revised Code. The way
AEP-Ohio calculated its statutory price test precludes us from accurately determining the
results that would otherwise apply under a market rate offer, as it begins its analysis on

June 1, 2012.

To accurately determine what would otherwise apply under Section 4928.142(A)(1),
Revised Code, for the purposes of comparing it with this modified ESP, we begin by
looking at the statute for guidance. Section 4928.142(A)(1), Revised Code, nzandates that
any electric distribution utility that wishes to establish its standard service offer price
through a market rate offer must ensure the competitive bidding process provides for an
open, fair, and transparent competitive solicitation process, with a dear product definition,
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third
standardized bid evaluation criteria, oversight of the p{o e^^ amde For the
party, and an evaluation of the submitted bids prior $ winner.
Commission to appropriately predict the results that during a^e°p ^.^t has
section, we cannot, in good consciertce, compare pri^ this modified
elapsed prior to the issuance of this order. Nor can we, by statute, com^^,ised Code,

ESP price with what would otherwise ap for AEP-Q^ to 4u^nmediately +esta ►blish an
beginning today, as it would be impossible that meets all the statutory criteria.
alternate plan under Section 4928.142, Revised Code,
Therefore, for the Comnv.ssion to appropriately compare Section4978142, Rev sed
modified ESP with the results that would otherwise apply under
Code, we must determine the amount of time it would take AEPd r Section 4928._142,
standard service offer price with what would otherwise apply

Revised Code.

As FES witness Banks testified, a June 1, 2013 start date would provide AEP-Ohio
sufficient time to plan for auctions, develop bidding oa^an^ ^xauctionla5 at 20).^In ligh of
which are requirements of Section ^9should , Revised ^g (FES

statutory price test analysis
this testimvny, we believe that we begin would otherwise
approximately ten months from the present, in order t{ d the results t

what
hat would otherwise

apply. Therefore, in considering this modified ESP v^n
apply under the statutory price wst, we will conduct the statutory price test for the period

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

Further, in conducting the statutory price test, Ms. Thomas erred by utilizing
^ os This

$355.72/MW-day for the capacity component of the competitive
number was unilaterally determined by AE'-Oluo and j
capacity, which is entirely inconsistent with the Cornmi _AEP-^ o's ^^o^the

Ol^io's cost of capacity being $188.88. Although we believe who e

$355.72/MW-day capacity figure is flawed, we are reflect RPM prices. p These parties fail

for itsthe capacity component should be market based and
consider that AEP-4hio, as an FRR entity, wfl^Fsupplying ^tomer or the customeer

throughout the term of this ESP, whether the customer
takes service through a CRES provider. Thus, even under the results that would otherwise
apply consistent with Section 4928.142, Revised Code, due to AEP-Ohio's remhain

2.^ 5^

obligations, it would still be supplying capacity to atl of its customers throug
find it is inappropriate to consider market prices in establishing this capacity component,AEP-
even though RPM prices are consistent with the state a^a ^fut^,nose minh^nd Cu t9ng the
Ohio is and will remain an FRR entity for the imrn
statutory price test, we shall use AEi'-Qbio's cost of capacity of $188.88, as supported by

Case 10-2929, for the competitive benchmark.
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Next, we need to address the appropriate blending method under the statutory
price test for the period of January 1, 2015 through june 1, 2015. In light of the clearly
defined statutory blending percentages contained within Section 4928.142(D), Revised
Code, as well as past Commission precedent in conducting the statutoxy price test, we do
not find it appropriate to use a 100 percent blending rate for the final five months ^Q1the

modified ESP. See Duke Energy Ohio, Case No. 1a258G-BL-SSO (February 23, ).
Accordingly, we need to adjust the percentages of the MRO pricing component that is
indicated in AEP-Ohio's reply brief to 90 percent of the generation service price and ten
percent of the expected market price for the period between June 1, 2013 to May 31, 2014,
consistent with Section 4928.142(D), Revised Code, and increase the MRO pricing
component to 80 percent of the generation service price and 20 percent of the expected

2015. By making these
market price for the period of June 1, 2014, to May 31,
modifications to the competitive benchmark price, as well as the $188.88 cost of capacity
figure, we conclude that the statutory price test indicates the modified ESP is more
favorable than the results that would otherwise occur under Section 4928.142, Revised

Code, by approximately $9.8 miffion.

Our analysis does not end here, however, as we must now consider the proposed
FSP's other provisions that are quantifiable. As we previously established in the
December 14, 2011, Opinion and Order, we believe AEP-Ohio must address costs
associated with the GRR, as it is non-bypassable pursuant to Section 4928.143(B)(2)(c),
Revised Code,. and thus would not occur under an MRO. Therefore, the costs of
approximately $8 million must be considered in our quantitative analysis. We understand
that the GRR is a placeholder rider, but we find that the costs associated with the GRR are
known and should therefore be included in the quantitative benefits. Likewise, we must
consider the costs associated with the RSR of approximately $388 million in our
quantitative analysis.32 The inclusi.on of any deferral amount does not need to be included
in our analysis, as it would still be recovered under an NMO pursuant to the Contnussion s
decision in the Capacity Case. After including the statutory price test in favor of the ESP
by $9.8 milIiQn, and the quantifiable costs of $388 million under the RSR and $8 inill.ion for
the GRR, we find an 1V1RO,is more favorable by approximately $386 million.

By statute, our analysis does not end here, however, as we must consider the non-

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

32 The RSR det;emina.tion of $388 million is calculated by tal°g the $508 million RSR recovery amount and

subtracting the $1 figure bo be devoted towards the Capacity^^^ Ex. 114,, when we cvnside tlie etotal
will occur under either an ESP or an MRO. Using L7'r-
connected load of 48 miJlion kwh and multiply it by $1 over the term of the modified ESP, we reach a
figure of $144 mAlion to be devoted towards the Capacity Case deferral. However, as the RSR recovery
amount increases to $4/MWh in the final year of the modified ESP, we also must account for an increase
in the RSR of $24 million, whi:ch is also calculated by connected load in €.JT-5. Therefore, the actual

amount which should be included in the test is $388 million-
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dSrnart and ESRR that currently are not readily quantifiable, we believe
riders and the gri

costs are significantty outweighed by the nans lassocn withanyY of these
n,odified FSP leads to. Although these xiders may end up ha^n ost
fih.em, they would support reliability iznprovements, which utilize efficiencY p ogxams
customers, as well as provide the ©pportunity for customers these costs will be mitigated
that can lead to lower usage, and e inc ud' g the slibyslice auction, as we modified
by the increase in auction percen g, test and
to ten percent each year, which will offset some ^^c costs in oe^ p^^t of ASP
moderate the impact of the modified ESP. Furt , d:van
Ohio's energy only auction by June 1, 2014, not.only env^l b ^t we^ ^^k^e not y^
of market based prices, but also creates a quahtatl
quantifiable, may well exceed the costs associated with the GRP, and RSR. the

ln addition, while the RSR and the inclusion of the tor the RSR it^would be
most significant cost associated with the ^c^ ^^'n P^ blluerieY.gy and capacity baS+'d
impossibie for AEP-Ohio to completely p p decision for A^-^'^o supports i and
auctions beguuiing in June 1, 2015. Although the
towards competitive market pricing is something this Bill ^1 f thefactnema'^ that thei s
the General Assembly anticipated in enacting "^^
decision to move towards competitive market pricing is vol ^R ^exetiseno doubt that

the event this ESP is withdrawn or even^ thecoampetiti e mazketPlace by June 1, 2015,
AEP-t?hio would not be fizlly e gage ust

The most significant of the non quantifiable the fact +^t^ket pi ces,
two and a half years, AEP-Ohio will be delivering and pricing an^'
which is si. . icantly earlier than what would otherwise occur e^t en ^ o

OPtiOn
uld be at^

AEP-Ohio were to apply for an MRO it i vQnt feasiblea^^^ ^Q cF^ were togaccelerate the
market prices prior to June 1, M15, e

42rcentages set forth under Section 4928.1,. Revisedv^ the way^f

Thirteen
utilitiesia

gerteral assembly approved legislation to begcn pa $
transition towards market-based pricir ►g, and provide consumer^sen ^ the ^ b are ^o^ dent

their electric generation supplier. ^{^e assembly. intended under both Senate
that this plan will result in the outcome general

ill 3 and Senate Bill 221, and this modified ESP is the only e^ ^^ c^this
Bill d
accomplished in less than two and a half years. Further, wYul
us towards true competition in the state of Ohio. ^^ ^m the eQmpetitivetmax'k 1s by
will have a safe harbor in the event there is any un tY
having a constant, certain, and stable option on the table, but also that AEP-ahio
rn to continue to provide adequate, safe, and

aintains its financial stability neceasazy. Accordingly, we believe these non-quantifiable ben 'ts
reliable ser vice to its customers
significantly outweigh any of the costs.
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Therefore, in weighing the statutory price test which favors the modified ESP by
^d

$9.8 miilion, as well as the quantifiable costs and benefits associated witho the modified

ESP, and the non-quantifiable benefits, as we find the modified ESP, is m
the aggregate than what would otherwise apply under an MRO.

IV. CONCLUSION

Upon consideration of the modified ESP application filed by the Company and the
provisions of Section 4928.143(C)(1), Revised Code, the Commission finds that the
rnodified ESP, including its pricing and all other terms and conditions, including deferrals
and future recovery of deferrals, as modified by this Order, is more favorable in the

aggregate as compared to the expected results thaQn finds that the pxoposed ESP s^h°u1d
4928,142, Revised Code. Therefore, the Comnu
be approved, with the modifications set forth in this Order. As modified herein,, the plan
provides rate stability for customers, revenue certainty for the Company, and facilitates a
transition to market. To the extent that interveners have proposed modifications to AEP
Ohia's modified. ESP that have not been addressed by this Opinion and Order, the
Commission concludes that the requests for such modifications are denied.

AEP-0hio is directed to file, by August 16, 2012, revised tariffs consistent with this
Order, to be effective with bills rendered as of the first billing cycle in September 2012.

V. FINDINGS UF FACT AND CONCLUSIONS OF LAW:

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

of thi.s Cornmission.

(2) Effective December 31, 2011, C.SP was merged with and into
OP consistent with the Commission`s December 14, 2t111 Order
in the ESP 2 cases. The merger was confirmed by entry issued
March 7, 2012 in Case No.10-2376-EL-UNC.

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

(4) On April 9, 2012, a technical conference was held regarding
AEP-Ohio's modified FSP applications.

(5) Notice was published and public hearin.gs were held in Canton,
Columbus, Chillicothe, and Lima where a total of 66 witnesses

offered testimony.



11-346-EL-SSO, et al.

(6) A prehearing conference on the modified ESP application was

held on May 7, 2012.

(7) 'I'he foilowing parties filed for and were granted intervention in
AEP-Qhio's modified ESP 2 proceeding: IEU, Duke Retail,
OEG, OHA, OCC, OPAE, Kroger, FES, Paulding, APJN,
OMAEG, AEP Retail, P3, Constellation, Compete, NRDC,
Sierra Club, RESA, Exelon, Grove City, AICUO, Wal-Mart,
Dominion Retail, ELPC, OEC, Ormet, Enernoc, IGS, Ohio
Schools, Ohio Faim Bureau 'Fed a^e . ^ o ^omob

Autile
Association; Duke, DECAM, Du ,
Dealera Association, Dayton Power and Light Company, NFIB,
Ohio Construction Materials Coalition, COSE, Border Energy
Elecfiric Services, Inc., UTIE; (Sulnmit Ethanol); city of Upper
Arling1ton, Ohio; Ohio Business Council for a Clean Economy;
city of Hill.sboro, Ohio; and CPV Power Development, Inc.

(8) Motions for protective orders were filed by AEP on on May
1, 2011, May 2, 20i2, by OMAEG, IEU, FES, and
4, 2012, AEP Ohio on May 11, 2012. The attorn.ey exanuners
granted the motions for protective order in the evidentzary

hearing on May 17,2012.

(9) Additional motions for protective order were filed by Ormet on
June 29, 2012, and July 9, 2012, by IEU on June 29, 2012, and by
AEP-ahio on July 5, 2012 and Ju1y 12, 2012.

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

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

2U12, respectively.

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

2012.

(13) The proposed modified ESP, as modified pursuant to this
opinion and order, including the pricing and all other terms
and conditions, deferrals and future recovery of the deferrals,
and quantitative and qualitative benefits, is mvre favorable in
the aggregate as compared to the expected results that would
otherwise apply under Section 492S.142, Revised Code.

-78-
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VVI. ORDER:

It is, therefore,

79-

ORI7ERED, That IBEVIT's and Hilliard's requests to withdraw from these

proceedings are granted. It is, further,

ORDERED, That the motions for protective order as discussed herein be granted for

18 months from the date of this Order. It is, further,

ORDERED, That the Company should eiixninate Rider Emergency Curtailable

Services (ECS) and Rider Price Curtailable Service (PCS)
of record and dismissed. It ^and Case Nos.10-343-EL-^1TA and 1{}-344-EL-ATA, closed

further,

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

further,

ORDERED, That OCC/ APJN's motion to take administrative notice be denied. It

is, fuwrther,

ORDERED, That OCC/ APjN's motion to strike AEP-Ohio's reply brief be granted

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

ORDERED, That the Company shall file proposed final tariffs consistent with fi.his
Order by August 16, 2012, sub}ect to review and approval by the Commission. It is,

further,
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ORDERED, That a copy
of this opinion and order be served on all parties of record.

THE PUBLIC [TTILITIES COR+iMISSION OF OHIO

T

Steven D. Lesser

Cheryl L. Roberto

jjT/GNSJvrm

Entered 0th
a
e lm

^►^:`hz^v^^

Barcy F. McNeal
Secretary

Chairman

'17

Andre T. Porter
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In the Matter of the Application of )
Columbus Southern Power Company and )
ohio Power Company for Approval of )
Certain Accounting Authority. )

Case No.11-349-EL-AAM
Case No.11-350-EL-AAM

I decline to join my colleagues in finding that the quantitative advantage of

$388 million dollars that an MRO would enjoy over ae P and three monthsfas er
the non-quantifiable benefit of moving to mmarket tw years
than what would have occurred under an iVIR<7. For this and order, in luding the
proposed modified ESP, as modified pursuant to opinion

deferrals and future recovery of the
pricing and all otller terms and cvnditions,
deferrals, and quantitative and qualitative benefits, ^°^^soapply under Section
as compared to the expected results that

feature of the ESPr me to discuss4928.142, Revised Code. Because of this conclusion,
further any individual conclusion witlun. the order or

eryl L. Roberto

CLR/sc

Entered in the journal

me -os=
"*,vfcj

Barcy F. McNeal
Secretary
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)
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)
)
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Cofumbus Southern Power Company and ) Case No. 11-349-EL-AAM
Ohio Power Company for Approval of ) Case No. 11-350-EL-AAM

Certain Accounting Authority. )

CONCURRING OPINION OF COMMISSIONER LYNN SLABy

I agree with the conclusions of the majority. However, I write separa.tely to
express my reservations on the use of a retail stabiIitY rider (RSR). It is my opinion
that generally the use of an RSR with decoupling components lacks certain benefits to
consumers. In addition, a company that receives that RSR has little, if any, incentive to
look for more operating efficiencies to reduce consumer costs. Consequently, these
inefficiencies could lead to additional costs to consumers in the long run. Although
these concerns led to my reservations in this present case, I am also fully aware that

certain cases present specific- circunmstances that necessitate setting aside individual

concerns for the greater good.

In Case No. 102929-EL-UNC, the Commission agreed to defer the recovery of
the difference between the market price and the companies' cost of generation. 'I'hi.s
created a need to establish a mechanism to recover those costs. Although I generally
disagree with the use of ASRs for recovering deferred costs, in this case I side with the
majority in order to meet our mission. Our mission is to ensure al1 residential and
business consumers access to adequate, safe and reliable utility services at a fair price,
while facilitating an environment that provides competitive choices. We as a Public
Utilities Commission have to balance the rights of the corESumer to ensure safe and
reliable service at a fair cost while also making sure that companies receive sufficient

revenues to provide that service in a safe and reliable manner.
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This decision will help move the companY of the state legislature since the
end of the ESP term, which has been the averall goal
adoption of Senate Bill 3 in 1999. Furthermore, by creating an RSR without
decoupling components, we are stabilizing the rate structure over the next three years.
This provides customers a stabilized rate or the °pPorhmftY to shop for a better rate,

the term of the ESP. {3verail, this
depending on what the market presents during
decision is not only important to the State statutory goal of free and open competition
in the market place, but alsa to the ph.iiosophy of this Commission. Therefore, in this
isolated case, I find the use of an RSR to be an appropriate mechanism to allow the

Company to begin to recover its deferred costs.

LS/sc

Entered the ]ournal^
08 2QIZ

Barcy F. McNeal

Secretary
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The Conunission finds:

(1} On March 30, 2012, Ohio Power Company (AEP-Ohio) filed an
application for a standard service offer, in the form of an
electric security plan (ESP), in accordance with Section

4928,143, Revised Code.

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

2012.

(3) Pursuant to Section 4903.10, Revised Code, any party who has
entered an appearance in a Commission proceeding may app1Y
for rehearing with respect to any matters determined by the
Commission, within 30 days of the entry of the Opinion and
Order upon the Commission's journal.

(4) On September 7, 2012, AEP-OhiO, The Kroger (=ompany
(Kroger), Ormet Primary Alurninurn Corporatio ^(Ormp(Ormet),

lndustrial Energy Users-Ohio (IEU), Retail Ener SupI
Association (RESA), OMA Energy Group and the Ohio
Hospital Association (OMAEG/OHA), the Ohio EnTgy G^^o
(OEG), FirstEnergy Solutions Corp. (FES),

Association of School Business Officials, The Ohio School
Boards Association, The Buckeye Association of School
Administrators, and The Ohio Schools Council (collectively,
Ohio Schools), and the Ohio Consumers` Counsel and
Appalachian Peace and justice Network (OCC/APJN) filed
applications for rehearing. Memoranda contra the various
applications for rehearing were filed by Duke Energy Ohio, Inc.
(Duke) and Duke Energy Commercial Asset Management Inc.
(DER/DECAM), FES, OCC/APJN, IEU-Ohio, OMAEG/OHA,
OEG, Ohio Schools, and AEP-Ohio on September 17, 2012.

d
(5) By entry dated October 3, 2012, the Commi^siSn in

rehearing for further consideration of the m specified
the applications for rehearing of the August 8, 2012, Opinion
and Order. The Commission has reviewed and considered all

of the arguments on re eed a herein have been enthoroughlY and
not specifically discuss

-3-
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I.

adequately considered by the Commission and are being
denied. ln considering the arguments raised, the Comrnission
will address the merits of the assignments of error by subject

matter as set forth below.

PROCEDURAL MATTERS

(6)
On September 28, 2012, OCC/ APJN moved to strike portions

of AEP Ohio s application for rehearing ofiledron
2p12, as well as portions of its memorandum contra

N allege that AEP-
Ohio 17, 2012. Specifically, OCC/ APJN
O11io improperly relies upon the provision.s of stipulations
from the AEP-Ohio Distribution Rate stipulation in Case No.
11_351-EL-SSO, et al., and the Duke ESP stipulation s ations
11-3549 EL-SSO, et al., OCC/ APJN opine that both p
preclude the use of any provisions as precedent, and that the

use of any stipulation provisions alsor contraryato publ c
inherent nature of a stipulation, but

policy.

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

the
Commission already rejected OCC/^J argument

Opinion and Order.

The Commission finds OCC/ APJN's assignment of error
should be disrnissed. OCC/APJN failed to raise its objections
to the use of stipulation references contained within AEP-
Ohio's application for rehearing in its memorandum contra to
AEP-Ohio's application for rehearing, so it is unnecessary for

us to address those references. az the
the

applications
references in AEP-O^o's memorandum contra
for rehearing, we find that, consistent with our Opinion and
Order in this proceeding, the references to other stipulations by

used to
prejudicial

AEP-Ohio were limited in scope and
impact on any parties, nor were the references revious
way bind parties to positions they had in any p
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proceeding.l In fact, OCC/ APJN referred to specific
stipulation provisions from a separate proceeding in its own
application for rehearing.2 Accordingly, we find that
OCC/ APJN's motion to strike should be denied.

(7) In its application for rehearing, IEU contertds hstrike ^p^ess
and Order was unreason by failing to
testimony that contained references to stipulations.

Specifically, IEU argues that the attomey h^o wietnesses r andla
failed to strike testimony of two AEP O
witness for Exelon.

The Commission finds that IEU fails to raise any new

arguments, and accordingly^^ts hould be denied sehearing
regarding references to stipu a

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

In its memorandum contra, FES provides that the

Commission's denial of OCC/ APJN's request to take

administrative notice was proper. FES points out that the
request for adxninistrative noticeat^^ aswas

t hear ng briefs were
evidentiary record was close p
filed. FES adds that had administrative notice been taken,

other parties would have been prejudiced.

In the Opinion and Or,a
d^^ ^,ative notice,i noting that

OCC/ APJN's request to take
administrative notice would prejudice parties and would

improperly allow OCC/ APJN to supplement the record in an

inappropriate manner.4 OCC/ APJN fail to present any

compelling arguments as to why the Commission's decision

was unreasonable, therefore, we find OCC/ APJN's request

should be denied.

(9) On September 24, 2012, Kroger filed a reply memorandum to

AEP-Ohio s
memorandum contra the various applications for

1 Opinion and Order at 10.
2 pCC/AT^'JN Application for Rehearing (AFR) at 113-114.

3 Opinion and Order at 10.

4 Id. at 12-13.

-5-
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rehearing. On September 25, 2012, Kroger filed a motion to
withdraw its reply memorandum. Kroger's request to

withdraw its reply should be granted as Rule 4901-1-35, Ohio

Administrative Code (O.A.C.), does not recognize the filing of

replies.

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

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

fI. STATUTORY TEST

(11) FES, IEU, OCC/APJN, and OMAEG/OHA argue that the
Commission improperly conducted the statutory price test by
only considering the time period between June 1, 2013, and
May 31, 2015. The parties contend that the Commission failed
to consider the first ten months of the modified ESP.
Specifically, OCC/APJN believe that the Commission has
departed from its past precedent in conducting the statutory
test, and that the Commission's test brought "a degree of
precision that is not called for under the statute"5 and,
therefore, exceeds the scope of its authority.

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

realistically be implemented was reasonable to develop an

accurate prediction of costs.

The Comnvssion notes that the General Assembly explicitly

provided, in Section 4928.143(C)(1), Revised Code, that "the

electric security plan so approved...is more favorable in the

-6_

5 OCC AFR at 7.
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aggregate as compared to the expected results that would
otherwise apply under Section 4928.142 of the Revised Code."
To properly conduct the statutory test, the Commission must,
by statute, consider what the expected results would have been
had AEP-Ohio proceeded under Section 4928.142, Revised
Code. The Commission properly followed the plain meaning
of the text contained within the statute in performing the

statutory price test.

Finally, we note that OCC/ APjN's claims about the
Colnmi.ssion departing from its precedent ignore the fact that,
since AEP-Ohio filed its original application in January of 2011,
the proceedings have taken a different course than typical
Com.m.ission precedent. After the Commission rejected AEP-
Ohio's Stipulation in February 2012, the Commission entered
unchartered waters. In light of the unique considerations
associated with his case, we looked first at the statute, and

followed it with precision.

(12) In their respective assignments of error, OMAEG/OHA, FES
and IEU argue that it was improper for the Commission to use

the state compensation ^h^as ^^t ry test, as opposed to
calculating the MRO u
using RPM capacity prices. IEU explains that the Cornrnission

should have used actual CBP
MRO. ^Furthereboth IEU and FESgeneration price under the that the

state, that Section 4928.142, Revised Code, provides
price of capacity should be market-based.

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

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

rehearing.

-7-

6 Opinion and Order at 74
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(13) OCC/APJN and IEU argue that the Cornmission miscalculated
the impact of the various riders when conducting the statutory
test. OCC/APJN and IEU state that the Commission failed to
consider the costs for the Turning Point project for the entire
life of the facility. Further, IEU believes the Commission
wrongfully set the pool termination rider (PTR) at zero, and
that the iinpact of the pool termination could be significant. In
addition, IEU argues that the Commission did not explain why
the entire RSR amount was not included in the statutory test,
nor the effect of the deferral created by the Opinion and Order
in Case No.10-2929-EL-UNC (Capacity Case).

In its meinorandum contra, AEP-Ohio notes that the
Commission thoroughly addressed the potential costs

associated with the GRR in its O^ ° I n draa AEF-Ohioany
adds that the Commission rationally de
speculative costs that may be associated with the RSR, and
adds that the Commission was correct in not including the

capacity deferral figures in the statutory test.

The Comrnission finds that the applications for rehearing filed
by IEU and OCC/APJN should be denied, as the calculations
contained within the statutory test do not underestimate the
costs associated with the GRR. In light of the Commission's
determination that parties failed to demonstrate the need for

the Turning Point Solar project{he GRR.^to^ test may actually
contain an overestimate cost of

Regarding IEU's other arguments, we reject the claim that the
Commission failed to explain the RSR determination of $388
million. In its Opinion and Order, the Commission explained:

The RSR deternunah ^R reco
vlery amount

calculated
a

it by $1 over the term -g-

by taking the $508 million
subtracting the $1 figure to be devoted towards the
Capacity Case deferral, as recovery of this deferral

will occux under either an ESP or an MRO. Using
LJT-5 in AEP-Ohio Ex. 114, when we consider the

total connected load o^ f^e.moaifikWh
ESP, we reach

7 See In the Matter of the Long
Term Forecast Report of Ohio Power Cornpany and Relafed Matters,.

Case No.10-

501-ETUFOR, et at. Opinion and Order (January 9, 2013).
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a figure of $144 million to be devoted towards the
Capacity Case deferral. However, as t^ee RSR
recovery amount increases to $4/MWh in final
year of the modified ESP, we also must account for
an increase in the RSR of $24 xnillion, which

Therefore,calculated by connected load in LJT-5.
the actual amount which should be included in the
test is $388 million (Opinion and Order at 75).

IEU's incorrect assertion and attempt to misrepresent the
Commi.ssion's Opin.ion and Order is inappropriate, and its
assignment of error shall be rejected. Further, the Commission

reiterates that any costs that
Case are a^noawn at this time

deferral created by the Capacity
and dependent on actu o^t o f r^^d pwe explained in our
event, as AEP-Ohio p
Opinion and Order, costs associated with the deferral would
fall on either side of the statutory test, in light of the fact that
the Commission has adopted a state compensation
mechanism,s Finally, we reject IEU's assignment of error that

costs associated with the PThe ^^ ^ ahva d ofecredible numbers
statutory test. Not only is
associated with the costs of pool termination, but also costs
associated with the PTR would only arise if AEP-Ohio's
corporate separation is amended, and would be subject to
subsequent Commission proceedings-9

(14) Ohio Schools, OMAEG/OHA, IEU, and OCC/APJN allege that
the modified ESP is not more favorable, in the aggregate, than
the results that would otherwise apply pursuant to Section
4928.142, Revised Code. OMAEG/OHA argue that there is no.
evidence that the expeditious transition to market opr

, tstatesany benefits to AEP-Ohio or its customers. Ohio Sc

that exempting Ohio`s schools from ^hhe modified ESP more
quant.ifiable benefit that would
favorable under the statuto e^T St• E landemove to a
benefits associated with the gY auctions
competitive bid process do not outweigh costs

IE^L3 alleges
with the ESP and are unsupported by the rec

-9-

8 Opinion and Order at 75

9 Id. at 49
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that the Commission failed to explain how the qualitative
benefits outweigh the costs associated with the ESP.

OCC/APJN acknowledge that qualitative benefits set forth by
the Commission may have merit, but that a MRO provides
similar, and possibly greater non-quantifiable benefits.

Specifically, OCC/APJN explain that the ESP's expedient
transition to market may be a qualitative benefit, but assert
than under a MRO, energy may also be supplied through the
market in less than two and a half years, and a MRO provides a
safe harbor for customers and financial security for an EDU.

OCC/ APJN state that Section 4928.142(D), Revised Code,
permits the Commission to accelerate the blending
requirements associated with a MRO to 100 percent after the
second year. Further, OCC/APJN provide that the
Comrnission has the ability to adjust the blending of market
prices in order to mitigate any changes in an EDU's standard

service offer (SSO). In light of these considerations,

OCC/APJN contend that the modified FSP is not more
favorable in the aggregate than the results that would
otherwise apply under a MRO.

Similarly, FES notes that the qualitative benefits of the
modified ESP do not overcome the $386 million difference
between a MRO and the modified ESP. FES reasons that AEP-
Ohio may participate in full auctions immediately, and that

AEP-Ohio must establish competitive auctions unless it can
provide that a modified ESP is more favorable than an MRO,
negating the transition to market in two and a half years as a

benefit.

In its memorandum contra, AEP-Ohio asserts that the
Commission correctly concluded that the increased energy

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

qualitative benefits.

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

-10-
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results that would otherwise apply under a MRO. As we
provided in our Opinion and Order, the fact that AEP-Ohio
will be delivering and pricing energy at market prices in two
and a half years is an invaluable benefit of this ESP, and it will
create a robust marketplace for consumers. Even IEU concedes
that the objective of accelerating the competitive bid process is
a benefit to the public.10 Our determination that the qualitative
benefits outweigh the costs associated with the modified ESP
was driven by the fact that customers will be able to benefit
from market prices immediately through the enhancement of
the competitive marketplace.

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

support this presumption.

-11-

10 Oral Argument Tr. at 46
11 Counsel for OCC and IEU have acknowledged that the Commission has broad discretion in conducting

the statutory test. See Oral Argument Transcript at 117,118. 01VIAEG/0HA affirm this as well in its

AFR at pg. 9
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ln addition, we find OCC/ APJN's assertions that a MRO
would provide the same qualitative benefits as the modified
ESP to be without merit. OCC/ APJN correctly point out that in
the Duke ESP the Commission determined that, under a MRO,
the Commission may alter the blending proportions beginning
in the second year of a MRO, pursuant to Section 4928.142,
Revised Code. However, OCC/ APJN ignore the fact that
modifications may only be made to "mitigate any effect of an
abrupt or significant change in the electric distribution utility's
standard service offer price... ." Therefore, it is entirely
speculative for OCC/ APJN to argue that a MRO option would
allow for AEP-Ohio to engage in competitive market pricing in
less than two and a half years, as it assumes that there will be
an abrupt or significant change in AEP-Ohio's SSO price. The
plain meaning of the text within. Section 4928.142(D), Revised
Code, indicates that the default provisions contained within the
statute apply, absent an exigent scenario, and we find it would
be foolish for the Commission to turn away a guarantee of
market-based pricing for AEP-Ohio customers within two and
a half years on the off chance there are abrupt or significant
changes in the market. Earlier in this proceeding, OCC
advocated that AEP-Ohio must carefully follow the blending
provision contained within Section 4928.142(D), Revised Code,
and utilize the default provisions in the statute.32 Accordingly,
we reject OCC/APJN's assignment of error. Finally, we reject
Ohio Schools' assignment of error, as the Commission
previously addressed their as to why the schools should not be
exempt from the RSR.13

(15) OMAEG/OHA argue the Commission conducted the statutory

test by relying on extra-record evidence, and that the analysis
the Commission used in conducting the statutory price test is
not verifiable or supported by any party.

In its memorandum contra, AEP-0hio responds that the
Commission only used record evidence to arrive at its
conclusion, and the fact that the Commission reached a
different result than what any party advocated is not unusual

or improper.

-12-

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

13 Opinion and Order at 37
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Commission finds OMAEG / OHA's argument to be
The' the statutory test, the
without merit. In conducting in extensive record
Commission unequivocally described,
based detail, its basis in calculating theequantitative

i h the statutory
the statutory test.14 Specifically, we b g

test created by AEP-Ohio witne{eS^S While the results
modifications to the foundat'on of the
of the test may have been diffOe^nt EG and OHA, had he
advocated, all parties, including
opportunity to cross-examine Ms. Thornas on her methodology

teSt WaS
and inputs in conducting the o^corrections to the test we e
admitted in the record, and .

explained in extensive detail Wit of our pmodific t°x^s,r we
describing the flow-through effect
find OMAEG/ OHA's assignment of error should be rejected.

AEP-Ollio contends that the
(16) In its assignment of error,

Commission underestimated the benefits of the modified 6
in the statutory test. Specifically, AEP-Ohio argues

million figure the Commission determimodified E P f ns debed
difference between an MRO and thetire term of the ESP, after the Commission concluded that
the en
it is appropriate to consider only the P^ ° wh n o o n I^g a

through May 2015. AEP_OIuo tates eriod, the
quantifiable items during just the two year P
modified ESP becomes Iess favorable ion

$266

dli{hQ
AEP-Ohio concludes that the Comnu
value of the modified ESP`

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

and FES state that AEP-O SP u^^ e a^eseexplain that
disadvantage of the modified E Pdany
even if the Commission aowould Astill ^no ,t sov gercme , the
adjusted dollar figures
quantitative disadvantage of the modif'sed ESP

The Commission finds that AEP ^ O^oss^h doogy of

should be rejected. In adopting
conducting the statutory test, the Commission evaluated three

14 Id. at 73-75
15 A,Ep-ohio Ex. 114

16 Tr. at 1260-1342
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parts: the statutory price test, other quantifiable considerations,
and non-quantifiable factors. The two year time frame pertains
only ta the statutoxy price test, which required the Commission
to determine that the ESP, as modified, is more favorable than
results that would otherwise apply. In looking at just the

pricing component, the Com►mission utilized a two year

window in order to determine, with precision, what the price
would be when the modified ESP was compared with the
results that would otherwise apply. In our next step in
conducting the statutory test, the Commission looked at

components of the modified mS onents from Septembeb12012
nature. We evaluated these co p
through the end of the term of the modified ESP, because, as

t
indicated in the Opinion and Order,

aMea^ction would be
customers will pay regardless o f

established. The Comrrussion underi aCtwo year window
considered the statutory price test
but looked at quantifiable costs over the entire term of the ESP,

because, pursuant to Section 49ESP 3(1^) resultsethato weould
are to compare the modified other terms and
otherwise apply based on (a) its pricing, (b)
conditions, including deferrals and future recovery of deferrals,
and (c) it must be viewed, in the aggregate. This is consistent
with how AEP-Ohio presented the statutory test in the record,
and that is how the Comnnission, in correcting the errors made
by AEP-Ohio, followed the statute with precision to determine
that AEP-Ohio sustained its burden in indicating that the
modified ESP was more favorable than any results that could
otherwise apply?7 Accordingly, AEP-Ohio's assignment of

error should be rejected.

III. RETAII. STABILITY RIDER

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

justified by Section 4928.143(B)(2)(d), Revised Code, as it does
not provide stability and certainty for retail electric service.

Specifically, OCC/ APjN
believe the Commission failed to

determine which of the six categories contained within Section
4928.143(B)(2)(d), Revised Code, it relied upon in approving
the RSR. Similarly, Ohio Schools, IEU, and FES assert that

17 See Opinion and Order at 73-77.
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there is no statutory basis for the RSR within Section

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

In its mernorandum contra, AEP-Ohio provides that the RSR is
clearly justified by Section 4928.143(B)(2)(d), Revised Code.
AEP Ohio points out that the statute has three distinct
inquiries. Regarding the first query, AEP-Ohio explains that
the RSR is clearly a charge as specified under the statute. In
discussing the second query, AEP-Ohio states that the RSR is
not only related to limitations on customer shopping for retail
electric generation service, but also is related to bypassibility,
default service, and amortization periods and accounting or
deferrals. However, AEP-Ohio also requests clarification from
the Commission on which items the Commission relied upon in
reaching its conclusion. Finally, AEP-Ohio argues the
Commission used extensive record-based findings to support
its finding that the RSR provides stability and certainty

regarding retail electric service.

In order to clarify the record in this proceeding, the
Commission finds that OCC/ APJN's application for rehearing
should be granted. In approving the RSR pursuant to Section
4928.143(B)(2)(d), Revised Code, the Commission found that,
the RSR, as modified, was reasonable. First, as OCC/APJN
admits in its application for rehearing,18 the RSR is indeed a
charge, meeting the first component of the statute. Next, the
RSR charge clearly falls within the default service category, as
set forth in Section 4928,143(B)(2)(d), Revised Code. The RSR,
as we specified in our Opinion and Order, freezes non-fuel
generation rates throughout the term of the ESP,19 allowing all
standard service offer customers to have rate certainty
throughout the term of the ESP that would not have occurred
absent the RSR. As a SSO is the default service plan for AEP-
Ohio customers who choose not to shop, the RSR meets the
second inquiry of the statute as it provides a charge related to
default service. While several parties analyze other sections the
RSR charge may or may not be classified in, these issues do not
need to be addressed as the RSR clearly is a charge related to

default service.

-15-
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Finally, as we discussed in extensive detail in our Opinion and
Order, the RSR promotes stable retail electric service prices by
stabilizing base generation costs at their current rates, ensuring
customers have certain and fixed rates going forward?a
Therefore, the RSR, as a charge for default service to ensure
customer stability and certainty, is consistent with Section

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

In addition, we find IEU's argument that the Commission
failed to provide any analysis in support of the RSR to be
erroneous.21 The Comm.ission devoted four pages of its
Opinion and Order to examining the RSR in determining its
compliance with the statute. In fact, IEU actually
acknowledges that the Opinion and Order made multiple

justifications for the RSR,ZZ and devoted six pages of its
application for rehearing to the Commission's justification of
the RSR. The RSR is consistent with the text contained within
Section 4928.143(B)(2)(d), Revised Code, and its rationale was
justified both in this entry on rehearing and in the
Commission's Opinion and Order?3 Accordingly, all other
assignments of error pertaining to statutory authority for the

creation of the RSR are denied.

(18) Several parties contend that the inclusion of the Capacity Case

deferral in the RSR is impermissible by deferral^ ontained,
OMAEG/OHA, and OEG believe that
within the RSR is not lawful under Section 4928.144, Revised
Code, as it does not constitute a just and reasonable phase-in.
Further, OMAEG/OHA state that a deferral is not authorized
as a wholesale charge under the Commi.ssion's regulatory
ratemaking authority pursuant to Section 4909.15, Revised
Code, as the Commission did not comply with ratemaking

requirements prior to approval of the capacity charge.

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

20 Id. at 31-32

21 IEU ApR at 38.

22 Id, at 47
23 See Opinion and Order at 31-34.
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Revised Code, the deferral recovery mechanism established
within the RSR is clearly permissible pursuant to Section
4928.144, Revised Code.

The Commission affirms its decision that the RSR deferral is
justified. In the Capacity Case, the Comrnission authorized
that, pursuant to Section 4909.15, Revised Code, AEP-Ohio
shall modify its accounting procedures to defer the difference
between the state compensation mechanism (SCM) and market
prices for capacity, which, as we reiterated in the Capacity
Entry on Rehearing, is reasonable and lawful. Further, Section
4928.143(B)(2)(d), Revised Code, allows for the establishment of
terms, conditions, or charges relating to lirnitations on
customer shopping for retail generation service, as well as
accounting or deferrals, so long as they would have the effect
of stabilizing or, providing certainty regarding retail electric
service. Therefore, the inclusion of the deferral, which is
justified by Section 4909.15, Revised Code, within the RSR is
pernv.ssible by Section 4928.143, Revised Code, as it has the
effect of providing certainty for retail electric service by
allowing CRES suppliers to purchase capacity at market prices
while allowing AEP-Ohio to continue to offer reasonably
priced electric service to customers who choose not to shop.

(19) Similarly, in their assignments of error, OEG and Ohio Schools
argue that the Commission does not have authority to allow
AEP-Ohio to recover wholesale costs associated with the SCM
from retail customers through the RSR, thus requiring that the
$1/IvIWh of the RSR that is earmarked towards the difference
in capacity costs should be elirninated. Likewise,
OIvIAEG/OHA opine that because wholesale capacity costs are
being recovered from retail customers, there is a conflict
between the 4pinion and Order and the Capacity Case order.

AEP Ohio responds that given its unique FRR status, the
wholesale provision of capacity service is necessary for
customers to be able to shop throughout the term of the ESP.
AEP-Ohio explains that the impact of wholesale revenues on
retail services offered by CRES suppliers is relevant under the

ESP statute because it ensures not SSO rates for
option to shop, but also it establishes reasonable
those who choose not to shop. AEP-Ohio opines that
regardless of how the capacity costs are classified, all CRES

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

FES also disagrees with the characterization of the RSR as a
wholesale rate. FES believes that the deferral is a charge that
provides revenue in support of all of AEP-Ohia's services,
including distribution, transmission, and competitive
generation. Therefore, FES states that because the deferral is
made available to AEP-Ohio for all of AEP-Ohio's services, it is
properly allocated to all of AEP-Ohio's customers. FES
explains that as a result of AEP-Ohio's election to become a
FRR entity, AEP-Ohio must bear the competitive obligation to

provide the capacity to its entire load.

The Cornmission finds OEG and OMAEG/ OHA's assignments
of error to be without merit. Under Section 4928.143(B)(2)(d),
Revised Code, the Commission is authorized to establish
charges that would have the effect of stabilizing retail electric

service. In its application for rehearing, OEG fails to cite to any
provision that precludes the Commission from recovering
wholesale costs through a retail charge. To the contrary, the
Commission has explicit statutory authority to include these
costs in the RSR because, although they are wholesale, they
were established to allow CRES providers access to capacity at
market prices in order to allow retail electric service providers
the ability to provide competitive offers to AEP-Ohio
customers. The fact that these costs not only open the doox to a
robust competitive retail electric market, but also stabilize retail
electric service by lowering market prices and allowing AEP-
Ohio to maintain a reasonable SSO price is clearly permissible
under Section 4928.143(B)(2)(d), Revised Code. Accordingly,
OEG and OMAEG/OHA's assignments of error shou dbe

rejected, as they narrow the plain meaning of the statute.

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

electric service.

-18-
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FES responds that CRES providers are not the cost causers, but
rather, AEP-Ohio is as a result of its FRR status. FES explains
that AEP-Ohio bears the obligation to provide capacity to its
entire load, and that capacity costs would be incurred
regardless of whether there were any CRES providers.

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

charges.

The Commission finds OCC/ APJN's argument to be without
merit. The RSR is not discriminatory in any manner, as it is
permissible pursuant to Section 4928.143(B)(2)(d), Revised
Code, and provides benefits to all customers in AEP-Ohio's
territory, regardless of whether customers are shopping or non-
shopping customers. Further, the Commission previously
rejected such arguments within in its Opinion and Order, and

accordingly, we affirm our decision.24

(21) Also in its appl'acatian for rehearing, OCC/APJN raise the
argument that the RAA does not authorize a state
compensation mechanism in which non-shopping customers
are responsible for compensating AEP-Ohio for its FRR
obligations. This, OCC/ APJN state, causes unduly preferential
and discriminatory pricing because it forces non-shopping
customers to pay twice, as they already have capacity charges

built into their rates.

AEP-Ohio disagrees with OCC/APJN's contention, explaining
that the statute explicitly allows for the creation of stability
charges pursuant to Section 4928.143(B)(2)(d), Revised Code,
and the fact that all customers benefit from the RSR makes
OCC/ APJN's assertion incorrect. FES notes that revenue

-19-
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included with the deferral cannot be considered a double-
charge because it supports all of AEP-Ohio's services, and thus
is properly allocated to all of AEP-Uhio s customers.

The Commission finds that OCC/ APJN's arguments should be
rejected. Both AEP-Ohio and FES agree that the RSR should be
collected as a non-bypassable rider, and we agree. As set forth
in our Opinion and Order, the RSR benefits all of AEPJOhio's
customers, both shopping and non-shopping in that it allows
for the competitive market to continue to develop and expand
while allowing AEP-Ohio to maintain a competitive SSO offer
for its non shopping customex's?s Accordingly, as we
previously rejected OCC/ APJN's arguments, we affirm our

decision.

(22) IEU argues that the RSR is improper because it allows for
above-rnarket pricing, which the Commission lacks statutory
jurisdiction to establish. IEU contends that the RSR's improper
collection of above-market prices for capacity violates Section
4928.02, Revised Code, which provides that state policy favors

market-based pricing.

AEP-Ohio states that the Comrnission appropriately addressed
the SCM within the Capacity Order, noting that IEU's
arguments for maxket pricing were properly ignored in the

Commission's Opinion and Order.

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

Case, we find it to be without merit.

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

-20-
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stranded costs. Ohio Schools opine that the approval of cost-
based capacity charges is irrelevant because the Corrunission's
decision in the Capacity Case was unlawful. Further, Ohio
Schools note that the non-deferral aspects of the RSR sti1l
amount to transition charges. IEU adds that the Commission is
improperly ignoring its statutory obligation by allowing AEP-
Ohio to collect transition revenue, and evade the Commission-
approved settlement in which AEP-Ohio was obligated to forgo
the collection of any lost revenues. FES and Ohio Schools
believe that it is meaningless that AEP-Ohio's status as an FRR

entity occurred after the ETP proceedings.

AEP-Ohio believes these arguments should be rejected, as the
Comn-ission explicitly dismissed the arguments in the Opinion
and Order, as well as in the Capacity Case.

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

be rejected.

(24) In their respective applications for rehearing, OCC/ APJN,
OMAEG/OHA and FES argue that even if the RSR is justified,
the Commission erred by overestimating the value of the RSR
to $508 million. OCC/ APjN and OEG believe that the
Commission improperly used assumed capacity revenues
based on RPM prices, even though AEP-Ohio is authorized to
collect capacity revenues at the SCM price. OCC/ APJN assert
that the current construct forces customers to pay twice for
capacity, and if the Commission calculated the RSR based on
the $188.88/ 1VI'tN-day figure, it would determine that the RSR is
unnecessary. Also, OCC/APJN state that the RSR should have
taken into account additional revenue AEP-Ohio will receive

-21-
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for capacity associated with the energy auctions that will occur
during the term of the ESP. OCC/APJN allege that collecting
the capacity rate from SSO customers in the energy-only
auctions will create capacity revenues that should be offset

from the $508 miliion. In dof a credit forPthe sh pp o lo a
Commission applied too low
without providing any rationale in support of its adoption.
Ormet argues the proper credit for shopped load was
$6.45/MWh, making the RSR overstated by approximately

$121 million.

In response, AEP-Ohio points out that it will not book, as
revenue, the entire $188.88/MW-day capacity cost. Rather, as
established in the Capacity Case, AEP-Ohio explains that the
regulatory asset deferral is tied to incurred costs that are not
booked as revenues throughout the term of the deferra, AEP-

Ohio provides that any revenue collected from CRES providers
is Iimited only to RPM prices and the inclusion of the deferral

does not aiter the revenue AEP-Ohio receives. Further, AEP-
Ohio notes that the Commission's rnodification of the RSR from
a ROE-based revenue decoupling mechanism to a revenue
target approach further warrants the use of RPM prices when
calculating the RSR in light of the increased risk associated

with a fixed RSR. AEP-Ohia WithS the januarye 2015 energy
capacity revenues associated
auction should no longer be applicable, as the Cornmission
does not incorporate any reductions in nonfuel generation
revenue associated with the 2014/2015 delivery yeai • Finally,
AEP-Ohio notes that the $3/MWh energy credit was
reasonable and supported by the record, and Ormet's request

to nzake an adjustment is speculativelava{ aOr ^{u rejected.

Specifically, AEP-Ohio states
termination concepts and the fact that energy sales margins
attributed to transferred plants would become unavailable after

pool termination.

The Commission finds that the applications for rehearing
should be denied. Claims that the RSR overcompensates AEP-
Ohio fail to consider the actual construct of the $188.88/ MW-
day capacity price, as the deferral established in the Capacity
Case will not be booked as a revenue during the deferral

-22-
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period.28 The revenue AEP O o of c^ collect t fTherefore^ all
lirnited only to the RPM price P 1
assertions that parties make about AEP Ohia receiving

sufficient revenue from theurtherY weeenote that are
and should be rejected.
again mischaracterize the function of the RSR, because, as we
have emphasized both in the Opinion and Order and again in
this Entry, the RSR allows for stability and certainty for AEP-
Ohio's non-shopping customer prices, while the deferral relates
to capacity, thereby making it inappropriate to claim customers

are being forced to pay twice for capacity.

pinally, we find that OCC/APJN an Ormet's be
rehearing regarding the $3/MWh energy cred
denied. In approving the RSR, we determined that off-system
sales for AEP-Ohio will be lower than anticipated based on our
estimation that AEP-Ohio's shopping statistics were
overestirn.ated. ln light of the likelihood that AEP-Ohio will not
see sigrtificant off-system sales as OCC/APJN and Ormet
allege, we found it was unreasonable ^^erdais^e ernostenergyredicredit

ble
Further, we find AEP-OhiO p
testimony about the energy credit, as it took into consideration

sales
the ixnpacts pool termination

odu es on dence
margins.29 On brief, Ormet i
that not only should be rejected, but also even if considered
fails to rebut the reasonableness of AEP-Ohio's testimony.
Therefore, we affirm our determination that the energy credit

calculation of $3/MM is reasonable.

(25) Also in its application for rehearing, OEG argues that, in the
alternative, if the Cornrnission does not use the $188.88/MW-

then the Commission
day capacity price in the RSR calculation,
should include the amount of the capacity deferral for the
purposes of enforcing the 12 percent earnings cap. OEG points
out that this appears to be consistent with what the
Cornmission intended in its Opinion and Order, and is
consistent with Comxnission precedent. OEG also suggests that
the Cammission clarify that the earnings cap was an ESP
provision adopted pursuant to Section 4928.143(B)(2)(d),

Revised Code.

-23-
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AEPJOhio responds by stating that it is not opposed to
including the deferral earnings as deferred capacity revenue
when enforcing the 12 percent earnings cap, as it is consistent
with the Commission's prior deci^ ^ n0 regarding AEP-Ohio's

fuel deferrals under AEP-Ohio(s ES

The Commission 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

AEP-Ohio's 12 percent earnings cap. We believe the inclusion
of the deferred capacity revenue is important to ensure AEP-
Ohio does not reap a disproporti.onate benefit as a result of the
modified ESP.31 Therefore, the Com.mission clarifies that, in
the 12 percent SEET threshold established

of the ^'e h ldand Order, the complete regulatory accounting
should include the entire $188.88/ MW-day capacity price as

current earnings, not just the RPM component, as well as the

$3.50 and $4.00 per MWh RSR. The $1.00/MWt
► of the RSR

charge that is to be devoted towards ethe e^P^capacity
f^1A0/ MWh•

be off-set with an amortization p
However, we reject OEG's request to include the 12 percent

threshold as a condition to the RSR, 5s e^ri ^s ^ enan and.

will adequately analyze AEP-Ohxo g
Section 4928.143(F), Revised Code, without creating an
unnecessary regulatory burden, as reiterated in our SEET
analysis below. Accordingly, OEG's application for rehearing

should be granted in part and denied in part.

OCC/ APJN assert that the
(26) In its application for rehearing,

Commission should not have found that AEP-O1uo may file an
application to adjust the RSR in the event that there is a

PJN
significant reduction in its non-s^ opp^ S^ks associat dAwith
argue that this unreasonably trans
economic downturns from AEP-Ohio and onto customers.

The Commission finds OCC/ APJN's application for rehearing
should be denied. The Coinmission has the discretion to take

appropriate action, i£ necessary, in the event there are
significant changes in the non-shopping load for reasons
beyond AEP-Ohio's control. Further, we note that in the event

3a In re AEP-Ohio, Case No.1Q-1261-EL-UNC, (Opinion and O
rder) January 11, 2011.

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

or against any adjustments.

(27) In addition, OCC/APJN argue that the Commission violated

Section 4903.09, Revised Code, by failing to allocate the RSR by
the percentage of customers shopping in each class.

OCC/APJN believe that cost causation principles dictate that
the RSR should be allocated among the different customer
classes based on their share of total switched load. To the
contrary, Kroger asserts that the Commission s Opinion and
Order unreasonably requires demand-billed customers to pay
for RSR costs through an energy charge, despite the fact that
the costs are capacity based but allocated on the basis of
demand. Kroger requests that the Commission eliminate the
RSR's improper energy charge to demand-billed customers on

rehearing.

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

The Commission rejects arguments raised by OCC/APJN and

Kroger. As AEP-Ohio correctly points out, and as we

emphasized in our Opinion and Order, all customers,

residential, commercial, and industrial, and both shopping and
non-shopping, benefit from the RSR, as it encourages
competitive offers from CRES providers while maintaining an
attractive SSO price in the event market prices rise. Were the

Commission to adopt suggestions by either party, these

benefits would be diminished, as industrial and commercial

customers would be harmed by a reall ocation of the RSR if we

took up OCC/ APJN's application, and smaller commercial and

industrial customers would face an undue burden of the RSR
were we to adopt Kroger's recommendation. We believe the
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Opirdon and Order struck 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, FES, and OCC/APJN contend that the fact
that the RSR revenues will continue to be collected after
corporate separation and flow to AEP-Ohio's generation
affiliate violates Section 4928.02(H), Revised Code. OCC/APJN
opine that when the RSR is remitted to AEP-Ohio's affiliate,
AEP-Ohio will be acting to subsidize its unregulated
generation affiliate. IEU states that the Opinion and Order will
provide an unfair competitive advantage to AEP-Ohio's
generation affiliate, evading corporate separation requirements.

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

allegations are improper.

The Commission rejects the arguments raised by IEU, FES, and
OCC/APJN, and finds their applications for rehearing should
be denied. As previously addressed in the Commission's
Opinion and Order, AEP-Ohio, as an FRR entity, must continue
to fulfill its obligations by providing adequate capacity to its
entire load. Therefore, in order for AEP-Ohio, and the newly
created generation affiliate to continue to provide capacity
consistent with its FRR obligations, we maintain our position
that AEP-Ohio is entitled to its actual cost of capacity, which
will in part, be collected through the RSR in order for AEP-
Ohio to begin paying off its capacity deferral. As we
previously established, parties cannot claim that AEP-Ohio's
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generation affiliate is receiving an improper subsidy when in

fact, it is only receiving its actual cost of service 32

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

In its memorandum contra, AEP-Ohio asserts that Ormet and
Ohio Schools second-guess the Commission's discretion and
expertise, noting that the Cornmission already dismissed such

requests in its Op'r.nion and Order.

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

justification in the Opinion and Order.33

(30) In its application for rehearing, AEP-Ohio opines that it was
unreasonable for the Commission to use nine percent as a
starting point in determining the RSR revenue target. AEP-
Ohio argues that nine percent ROE is unreasonably low, as
evidenced by the recently approved ROEs of 10 and 10.3
percent, respectively, in AEP-Ohio's distribution rate case.
AEP-Ohio also points to the recent Capacity Case decision in
which the Commission found it appropriate to establish a ROE
of 11.15 percent. AEP-Ohio states that the witness testimony
the Co 'ssion relied upon in reaching its conclusion did not
reflect any consideration of AEP-Ohio's actual cost of equity.

Ln its memorandum contra, IEU explains that AEP-Ohio has
failed to present anything new and its request should therefore
be rejected. FES argues that AEP-Ohia s request is
meaningless, as Ohio law requires AEP-Ohio's generation
service to be independent within the competitive marketplace.
OCC/ APJN state that the use of a nine percent ROE is not
unreasonable, and AEP-Ohio cannot rely on the Capacity Case
as precedent because it previously asserted that the state
compensation mechanism does not apply to SSO service or the
capacity auctions. OCC/ APJN also argue that AEPJOhio's
reliance on stipulated cases is improper.

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

additional arguments for the Commission to consider. IEU
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made
correctly points out that aEa d o

hio
n brief. lIn its Opinio and

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

rehearing should be denied.

(31) In its assignrnent of errilr,^^ e-O
recovery ofsthe deferral

Commission clarify that a
refers only to the post-ESP deferral balance process. AEP-Ohio

also seeks a clarification t^te t^Rr dur ^ the term of alance
that is not collected throug
will be collected over the three years following the ESP term.

OMAEG/ OHA responds that at a nmirumumf the Commission
should continue to make the determinations on cost recovery
when more information on the delta is available. OCC/ APJN

unecessaryalso notes that any clarification
deferrals ^could tbe

Commission unreasonably found
collected from both shopping and non-shopping customers.

As the Commission emphasized in its Opinion and Order, the

remaindex of the deferral be the
throughout the term of this ESP, and no d minations on any
future recovery will be made until AEP-Ohio provides its
actual shopping statistics.35 Accordingly, as the Com.mission
will continue to monitor the deferral process, and as set forth in
the Opinion and Order, we will review the remaining balance
of the deferral at the conclusion of the modified ESP, we find

increased risk without -zs-

that AEP-Ohio's application for rehearing has no merit and

should be denied.

(32) In addition, AEP-Ohio requests that the Commissi^ ^^1^e
a remedy in the event the Ohio Supreme Court
RSR. Specifically, AEP-Ohiu hargues

a backs p^^' and bp oposes to

34 Id. at 33.

35 Id. at 36.
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provision that CRES providers would automatically be
responsible for the entire $188.88/ MW-day capacity charge if
either the capacity deferral or deferral recovery aspect of the

RSR is reversed or vacated on appeal.

Ohio Schools, DER/DECAM, and OMAEG/OHA argue that
AEP-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 modified ESP.
OMAEG/OHA and Ohio Schools also point out that the
creation of a backstop would cause instability and uncertainty,
as CRES providers paying the delta between RPM and the cost-
based rate may pass costs on to customers. IEU asserts that the
mechanism, if approved, would result in an unlawful

retroactive rate increase.

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

denied.

IV. FUEL ADTUSTMENT CLAUSE

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

and has done so in other proceedings 36

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

-29-

36 Case No.11-3549-EL-SSO, Duke Energy Ohio Inc., Opinion and Order at 32 (November 22, 2011).
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and Columbus Southern Power Company (CSF) rate zones.

FES argues that AEP Ohio has B^ed on the testimony of FES
continue separate FAC rates.
witness Lesser and AEP-Ohio witness Roush, FES states that
OP customers will pay artificially reduced fuel costs,
discouraging competition, and beginning in 2013, OP
customers will be subject to drastic increases, as compared to
CSP customers 37 With individual FAC rates, FES reasons that
CSP customers are discriminated against in comparison to OP

customers for the same service FES
4905.33

and 4905.35, Revised Code. As such,
Opinion and Order is unreasonable in its anti-competitive and
discriminatory rate design without providing any rational

basis.

IEU offers that nothing in t^^^h rate zone c auses artificially
that separate FAC rates for
reduced fuel costs for the Of'rate e IEU

par't5'^°PP° ^dbriefing phase of these proceedings no
maintaining separate FAC rates for each rate zone.

OCC/,p,PJN also argue that the decision to maintain separate
FAC rates for each rate zone is arbitrary and inconsistent,
particularly as to the projected tizne of consolidation for
customers in each rate zone, while approving immediate

consolidation for the transxnission cost recovery nds failure
(TCRR).

o
Further, OCC/APJN believes that the Coxnmiss o

consolidate the FAC rates while OP e^ust me s^ OCC/ APJN
TCRR rates, negatively impacts
submits that the Opinion and Order does not explain why
consistency is necessary between the FAC and PIRR but not
with the TCRR. OCC/ APJN not^^st pedelaying ah^0 02^ Mwh
the FAC rates causes OP custo
increase in rates. OCC/ AI'JN state that the Commission failed
to offer any explanation for the inconsistent treatment in the

merger of the various rates an n^^ ^^ Revised Code.
FAC and

PIRR rates, as required by Sectio

First, we grant rehearing on two issues raised in regard to the
FAC. First, we grant OCC/ AF'TN's request for rehearing only
to clarify that the Cornmission did not intend to establish June

108237 FES Ex.1o2A. at 45-46; ^Ex.102B; Tr. at 1075-1077,-1084.
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2013, as the date by which the FAC rates of each service zone

would be merged. The Commission will continue to monitor

the deferred fuel balance of each rate zone to determine if, and

when, the FAC rates should be consolidated. Second, we grant

AEP-Ohio's request for rehearing to facilitate a final

reconciliation and true-up of the FAC upon termination of the

FAC rates. We deny the other requests for rehearing in regards

to the FAC.

It is necessary to maintain separate FAC rates until the deferred
fuel expense incurred by OP rate zone customers has been
significantly reduced. Consistent with the Commission's
decision in AEP-Ohio's prior ESP, the deferred fuel expenses
incurred by each rate zone will be collected through December
31, 2018. We note that a significant portion of the deferred fuel

expense incurred by CSP rate zone customers, over $42 million,

was offset by significantly excessive earnings paid by CSP rate
zone customers.38 Further, as noted in the Opinion and Order,
in addition to delaying the consolidation of the FAC rates to be
consistent with the recovery of the PIRR, the Commission
noted pending Comrnission proceedings will likely affect the
FAC rate for each rate zone.39 Furthermore, the Commission
notes that the pending 201040 and 2011 SEET proceedings for
CSP and OP could affect the PIRR for either rate zone. Because
of the remaining balance of deferred fuel expense was incurred
primarily by OP customers, as noted in the Opinion and Order,
the Commission reasoned that maintaining distinct and
separate FAC rates for each rate zone would facilitate
transparency and review of any ordered adjustments in the
pending FAC proceedings as well as any PIRR adjustments.41

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

-31-

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

39 Opinion and Order at 17.

40 In re AEP-Ohio, Case Nos.11-4571-EL-UNC and 11-4572-EL-UNC.

41 In the Matter of the Fuel Adjustment Clauses for Columbus Southern Power Company and Ohio Power Company,

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

V. BASE GENERATION RATES

(34) In its assignment of error, OCC/ APJN contend that the

modified ESP's base generation plan does not benefit

customers. OCC/APJN point to the testimony indicating that

auction prices have gone down and CRES providers have been

providing lower priced electric service. In light of these lower

prices, OCC/ APJN opine that freezing base generation prices is

not a benefit because the market may be producing rates at

lower prices. OCC/ APJN allege that the Commission failed to

ensure nondiscriminatory retail rates are available to
customers, as the base generation rates were not properly
unbundled into energy and capacity components, creating the
risk of customers paying different prices for AEP-Ohio's

capacity costs.

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

-32-
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customers are receiving non-discriminatory generation service,
and points out that OCC/ APJN wrongfully atternpt to
extrapolate the Commission's Capacity order. AEP-Ohio adds
that any accusations of the base generation rates being
discriminatory are also improper because AEP-Ohio offers
different services to its SSO customers than it does to CRES
providers. Specifically, AEP-Ohio explains that it only offers
capacity service to CRES providers, but it offers a bundled
supply of generation service to its SSO customers, thereby
eliminating any claim of AEP-Ohio providing discriminatory

services.

The Commission affirms its decision in the Opinion and Order,
as the frozen base generation rates amount to a reasonably
priced, stable alternative that will remain available for all
customers who choose not to shop. Further, OCC/APJN failed

to provide any foundation in the evidentiary hearing and in its
application for rehearing that the base generation rates were

not properly unbundled. To the contrary, AEP-Ohio's base

generation rates were almost unanimously unopposed by all

parties who intervened in this proceeding, which included

intervenors representing small business customers, commercial
customers, and industrial customers.42 Further, OCC/APJN

fail to recognize that AEP-Ohio is not offering discriminatory

rates between its non-shopping customers and those customers

who shop, as AEP-Ohio provides different services to the

shopping and non-shopping customers. Therefore,

OCC/ APJN's arguments fail, as Section 4905.33, Revised Code,

prohibits discriminatory pricing for like and contemporaneous

service, which does not apply here. AEP-Ohio provides

capacity service to CRFS providers, and provides a bundled
generation service to its SSO customers.

VI. INTERRUPTIBLE POWER-DISCRETIONARY SCHEDULE CREDIT

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

-33-

42 See Opinion and Order at 15-16.
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that case provide P^aSr ^^°ri
not for customers

collected from
nonresidential customers
residential customers, and residential program costs will not be
collected from non-residential customers.

In its memorandum contra, OEG argues that the credit adopted
under the IRP-D is a new credit established in this proceeding,
and therefore should not be governed by the EE/PDR
stipulation. OEG opines that the Commission acted lawfully
and reasonably in approving the IRP-D credit.

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

stipulation.

VII. AUCTION PROCESS

(36) In its assignment of error, OEG requests that the Comrnission
clarify that separate energy auctions be held for each AEP-Ohio

rate zone. OEG explains that this woulda d without separate
FAC. and PIRR recovery mechanssms,
energy auctions, the auction may result in unreasonably high
energy charges for Ohio Power customers. OEG also suggests
that the Commission clarify that it will not accept the results
from AEP-Ohio's energy auctions if they lead to rate increases
for a particular rate zone, and points out that the Comrnission
maintains the discretion and flexibility to reject auction results.

In its memorandum contra, AEP-Ohio submits 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 Commission 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
marketplace. FES notes in its memorandum contra that OEG
presented no evidence in support of its arguments, and that its
proposal would actually Iimit supplier participation and hinder

-34-
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competition. FES explains that if the Commission were to
adopt the ability to nullify auction results, it would discourage
suppliers who invest significant time and resources into the
auction from participating in any future auctions.

The Commission finds OEG's arguments on separate energy
auctions should not be addressed at this time, and are better
left to the auction stakeholder process that was established in
the Coxnmissiori s Opixiion and Order ^43 We believe that the
stakeholder process will allow for a diverse group of
stakeholders with unique perspectives and expertise to
establish an open, effective, and transparent auction process.
However, we agree with FES and AEP-Ohio, who, in a rare
showing of unity, oppose OEG's request to reject auction
results. The Commission will not interfere with the
competitive markets, and accordingly, we believe it is
inappropriate to establish a mechanism to reject auction results.
Accordingly, OEG's application for rehearing should be

denied.

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

an auction in June 2013.

The Comrnission rejects FES's arguments, as they have been
previously raised and disznissed.44 Further, the Commission
reiterates that it is important for customers to be able to benefit
from market-based prices while they are low, as evidenced by
our decision to expand AEP-Ohio's slice-of-system auction, as
well as accelerating the time frame for AEP-Ohio's energy
auctions, but it is also important to take time to establish an
effective CBP process that will maximize the number of auction

participants.

-35-
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(38) In its application for rehearing, AEP-Ohio requests a
modification to provide that, in light of the acceleration of AEP-
Ohio's proposed CBP, base generation rates will be frozen

throughout the entire term 201 e^oa' including
ent energy auction.

months after the January 1, , P
AEP Ohio explains that l^°^ IFAC.flow

Fuirther^ AEP-Ohia
procurement costs through
believes it would be unreasonable to adjust the SSO base
generation rates for the first five months of 2015, as proposed in
AEP-Ohio's application,45 in light of the substantial
modifications made by the Commission to accelerate and
expand the scope of the energy auctions. AEP-Ohio warns that
absent a clarification on rehearing, there could be adverse
financial impacts of AEP-Ohio based on the Opinion and

Order's auction rnodi.fications.

In its memorandum contra, FES explains that the Commission's
Opinion and Order does not allow for AEP-Ohio to recover
additional auction costs through the FAC. FES notes that AEP-
Ohio's proposal would have the effect of limiting customer

opportunities to lower p that
were lower than SSO customer g
would have to pay the base generation difference on top of the
auction price, making the effects of competition meaningless.
OMAEG/OHA add that costs associated with the auction are
not appropriate for the FAC because it will disproportionately

impact larger customers.

We find that AEP-Ohio's request to continue to freeze base
generation rates through the auction process is inappropriate
and should be rejected. The entire crux of the Opinion and
Order was the value in providing customers with the
opportunity to take advantage of market-based prices and the
importance of establishing a competitive electric

stent^with
marketplace.

the
AEP-Ohio's proposal is completely incons
Carnmission's mission and would

savings that may result
customers from realizing any po
from its expanded energy auctions. This is precisely the reason
why the Commission expanded and accelerated the CBP in the

-36-

^ In its applicati.on, AEP Ohio proposed that the 2015 100 percent energy auction costs be blended with t^
►e

cost of capacity and the clearing price from the energy auction, which would establish new SS4 rates.

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

rehearing should be denied.

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

The Commission finds that AEP-Ohio's application for
rehearing should be denied. In its modified ESP application,
AEP-Ohio originally offered to provide capacity for the January
1, 2015 energy auction at $255 per MW-day. In light of the
Commission's decision in the Capacity Case, which determined
$188.88 per MW-day would allow AEP-Ohio to recover its
embedded capacity costs without overcharging customers, it
would be unreasonable for us to perrnit AEP-Ohio to recover
an aznount higher than its cost of service. Further, we disagree
with AEP-Ohio's assertion that the Comrnission should not rely
on the Capacity Case in deternm.ining the cost of capacity for
non:shopping customers begh-Zning January 1, 2015, because, as
previously stated, the Commission was able to determine that
AEP-Ohio's that $188.88 per MW-day establishes a just and
reasonable rate for capacity. Therefore, consistent with our
Opinion and Order 4s the use of $188.88 per MW-day allows for
AEP-Ohio to be adequately compensated and ensures
ratepayers wi.ll not face excessive charges over AEP-Ohio's
actual costs. In addition, we reject DER/ DECAM's request for
ciarification, 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 oni.y
auction, since the cost of capacity is AEP-Ohio's cost of service.

-37-
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(40) In addition, AEP-Ohio argues that it was unreasonable for the
Commission to establish early auction requirements and to
update to its electronic systems for CRES providers without
creating a mechanism for recovery of all prudently incurred
costs associated with auctions and the electronic system

upgrades.

OCC/ APJN respond that AEP-Ohio failed to request any
recovery mechanism for these costs within its original
application in this proceeding, and that any costs associated
with conducting the auction should have been accounted for
within its application.. Further, OCC/APJN point out that
AEP-Ohio has not indicated that the modified auction process
would increase its costs over the original auction proposal.
Should the Commission grant 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 accommodate CRES providers.

We agree with OCC/APJN, as AEP-Ohio failed to present any

persuasive evidence that it would incur unreasonable and
excessive costs in conducting its auction and upgrading its
electronic data systems. AEP-Ohio's request is too vague and
ambiguous to be addressed on rehearing, and we find that

AEP-Ohio's request for an additional recovery mechanism for

auction costs should be rejected.

(41) AEP-Ohio requests that the Commission clarify that the auction
rate docket wi1l only incorporate revenue-neutral solutions. In
support of its request, AEP-Ohio notes that the Commission
reserved the rate to implement a new base generation rate
design on a revenue neutral basis for all customer classes, and
should therefore attach the same condition of revenue
neutrality for auction rates.

OCC/ APJN argue that the Commission should reject the
request for a clarification, as the Comrnission cannot anticipate
all issues that may arise regarding a disparate impact on
customers, and encourages the Commission to not box itself
into any corners by granting AEP-Ohio's request.

The Commission rejects AEP-Ohio's request to incorporate
revenue-neutral solutions within the auction rate docket.
However, in the event it becomes apparent that there may be

-38-
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disparate rate impacts amongst customers, the Commission
reserves that right to initiate an investigation, as necessary, as

set f orth in the Opinion and Order.

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

should be entitled to recover its costs incurred.

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

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

nature.

VIII. CUSTOMER RATE CAP

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

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

-39-
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Commission clarifies that AEP-Ohio shall have time to
implement its new prograrn, AEP-Ohio will still run
calculations back to September 2012 and provide customer
credits, if necessary. AEP-Ohio also seeks clarification that its
calculation be based on the custorner's total billing under AEP-
Ohio's SSO rate, as it does not have the rate that certain

customers pay CRES providers o^d c °^S^perform a Ftotal
urther,

calculation on any other basis
AEP-Ohio seeks clarification that directly 4928 d44,
create and collect deferrals pursuant to haz
Revised Code, as well as authorization for carrym̂ g cges

The Commission finds that OCC/ APJN, OMAEG/ OHA, and
AEP-Ohio's applications for rehearing should be granted in
regards to the customer rate cap in order to clarify the record.

As set forth in the Opinion and established and approved within
cap applies to items that were 1 reviously
the modified ESP, and does not app y to anY P
approved riders or tariffs that are subject to change throughout
the term of the ESP. Specifically, the riders the 12 percent cap
intends to safeguard against include the RSR, DIR^PTR aa ld
GRR. In addition, the 12 percent rate cap PP Y
throughout the entire term of the ESP.

Further, we find that AEP-OhiO should be given 9Q days to
implement its customer bi.lling system to account for the 12
percent rate increase cap. To clarify OCC/ APJN's concerns, by
allowing AEP-Ohio 90 days to implement its customer billing
system, AEP-Ohio will be able to monitor customer rate
increases and provide credits, also if necessary, going back to

Septeznber 2012. Furtf ►er, upon A.EP Ohio s implementation of

its updated customer billing system, we direct AEP-OIvo to
update its bill format to include a customer notification alert if
a customer's rates increase by. more than 12 percent, and
indicate that the bi11 amount has been decreased in accordance

with the customer rate cap.

Finally, as the customer rate impact cap is a provision of the
ESP pursuant to Section 4928.143, Revised Code, we av.thorize
the deferral of any expenses associated with the rate cap
pursuant to Section 4928.144, Revised Code, inclusive of

than 12
customer rates are stable for

carrying charges, so we can ensure
consumers by not increasing Percent
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DC. SEET THRESHOLD

(44) In its application for rehearing, ^^ PA en SEET thresho de
Commission should elurunate the p (ROE) values

AEP-Ohio explains that ae aze forward- ook g estimates of
contained within the reco
its cost of equity, and do not reflect the ROE earned by
companies with comparable risks to AEP-Ohio. AEP-Ohio
provides that even if the values were from firms with
comparable risks, the SEET threshold must be significantly in
excess of the ROE earned. Further, AEP-OhiO points to the

SEE'I' threshold that the Commission
ved a sti u ation establishing a

where the Coxnxnission appro P
SEET threshold of 15 pe In addition,
contends that the threshold does not provide any opportunitY

for the Commission to co ^vestme
investments,

such
well as other

requirements of future committedtt
items contained within Section 4928.143(F), Revised Code.

In its memorandum contra, OCC/ APJN note that the

Commission not only followed Section nothing more than a
Code, but also that the SEET threshold is
rebuttable presumption that any earnings above the threshold
would be significantly excessive. IEU argues that AEP-Ohio
unreasonably relies upon settlements in other proceedings to

attempt to resolve contested^
issues contained within the

Comxnissiori s Op^on and Orde

The Commission finds AEP-O^ n 49 8p143(F)nRe
for

vised Code,
should be denied. Under Sec
the Commission shall annually determx.ne whether the
provisions contained within the modified ESP resulted in AEP-
Ohio maintaining excessive earnings. The rule further dictates

that the review shail consider
return on equityr of g other

signaficantly in excess
comparable publicly traded companies with similar business
and financial risk. The record in the modified ESP contains
extensive testimony from three expert witnesses who testified

in length on what an appropriate ROE would be for AEP-Uh:^°,
and all considered comparable companies with simi.lar risk in

47 Iu re Duke,
Case No. 08-920-EL-SSO (OPinion and Order) December 17, 2008 and Case No. 11-3549-EL-

SSp (Opinion and Order) November 22, 2011.
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reaching their conclusions - 48 In addition, three other diverse
was

parties also presented evidencedations record the threet
consistent with the reco demonstrates
expert witnesses, which whentalcehe a^gh end of a reasonable
that a 12 percent ROE would be
range for AEP-Ohio's return on equity.49 Further, we believe
that the SEET threshold of 12 percent is not only consistent
with state policy provisions, including Section

of returnAin,
Revised Code, but also reflects an appropriate rate
light of the modified ESP's provisions that n-tinimiZe AEP-

Ohio's risk.50

X. CRES PROVIDER ISSUES

(45) In its application for rehearing, FES argues that the
Commission unreasonably authorized AEP-Ohio to continue
its anti-competitive barriers to shopping, including xninimum
stay requirements and switching fees without justification. FES
asserts that both are contrary to state policies contained within

Section 4928.02, Revised Code.

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

The Commission finds FES's application for rehearing relating
to competitive barriers should be granted. Upon further
consideration, we believe AEP-Ohio's switching rules, charges,
and minimum stay provisions are inconsistent with our state
policy objectives contained within 5ection 4928.02, Revised
Code, as well as recent Commission precedent• The
Commission recognizes that the application eliminates the
current 90-day notice requirement, the 12-month minirnum

stay requirement for large ^s ^esta 1 require ent for
custorners, and AEP-Ohio's ^ercial customers on January 1,
residential and smaller comm
2015, however, we find that these provisions should be
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eliminated earlier. We believe it is important to ensure healthy
retail electric service competition exists in Ohio, and recognize
the importance of protecting retail electric sales consumers

right to choose their service providers without any market
barriers, consistent with state policy provisions in Sections
4928.02(H) and (I), Revised Code. We are confident that these
objectives are best met by eliminating AEP-Ohio's notice and
stay requirements in a more expeditious manner, therefore, we
direct AEP-Ohio to submit within 60 days, for Staff approval,
revised tariffs indicating the elimination of AEP-Ohio's
minimum stay and notice provisions effective January 1, 2014,
from the date of this entry. Further, these changes are
consistent with provisions in both Duke and FirstEnergy's

recent ESPs.51

Further, we note that, in Duke's most recent ESP, not only did
the Commission approve a plan devoid of any minimum stay
provisions, but also it granted a reduction in Duke's switching
fee to $5.OO.52 Accordingly, we also find that AEP Ohio's
switching fee should be reduced from $10.00 to $5.00, which
CRES suppliers may pay for the customer, as is consistent with

Comrnission precedent.53

(46) In its application for xehearing, IEU argues the Opinion and
Order £ailed to ensure that AEP-Ohio's generation capacity
service charge will be billed in accordance with a customer's
peak load contribution (PLC) factor. ZEU acknowledges that
the Opinion and Order directed AEP-Ohio develop an
electronic data system that will allow CRES providers access to
PLC data by May 31, 2014, but states that Opinion and Order
will allow the PLC allocation process to be unknown for two
years until that deadline. IEU proposes that the Commission
adopt the uncontested recommendation of its witness to
require immediate disclosure of AEP-Ohio's PLC factor.

AEP-Ohhio states that IEU is merely trying to rehash arguments
previously made. Further, AEP-Ohio points out that because
the PLC value is something AEP-Ohio passes on to CRES
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providers, IEU's concerns about transparency in the PLC value
allocation process is something IEU should address with any
CRES provider from which it or its customers purchase energy.

The Commission rejects IEU's arguments, as the Opinion and
Order already directed AEP-Ohio to develop an electronic
system that will include PLC values, historical usage, and
interval data.54 Although we did not adopt IEU's
recornmendation of an immediate system, our intent in setting
a May 31, 2014, deadline was to allow for members of the Ohio
Electronic Date Interchange Working Group to develop
uniform standards for electronic data that will be beneficial for
all CRES providers. While IEU may not be pleased with the
Commission's decision to develop a uniform program to the
benefit of CRES providers, and ultimately customers, as well as
to allow for due process in accordance with our five-year rule
review of Chapter 4901:1-10, O.A.C., by allowing interested
stakeholders to explore the possibility of a POR program, we
affirrn our decision and find that these provisions are

reasonable.

XI. DISTRIBUTION INVESTMENT RIDER

(47) AEP-Ohio asserts that the Commission's failure to establish a
final reconciliation and true-up for the distribution investment
rider (DIR), which will expire with at the conclusion of the ESP,
was unreasonable. AEP-Ohio reasons that it is unable to
determine whether the DIR will have a zero balance upon
expiration of the rider such that final reconciliation is necessary
to address any over-recovery or under-recovery. AEP-Ohio
adds that the Conunission is clearly vested with the authority

to direct reconciliation of the DIR, as was done for the ESRR
and in other proceedings. Accordingly, AEP-Ohio contends
that it was unreasonable for the Commission to not provide for

reconciliation and true-up for the DIR.

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

DIR.

(48) AEP-Ohio asserts that the Opizuon and Order unreasonably
adjusted the revenue requirement for accumulated deferred
income taxes (ADIT). AEP-Ohio c3aims that the ADIT offset is
inconsistent with the Commission approved stipulation filed in
the Company's latest distribution rate case, Case No. 11-351-
EL-AIR et a1., (Distribution Rate Case) as the revenue credit did
not take into account an ADIT offset which, as calculated by
AEP-Ohio, results in the distribution rate case credit being
overstated by $21.329 million. AEP-Ohio notes that the DIR
was used to offset the rate base increase in the distribution rate
case and included a credit for residential customers and a
contribution to the Partnership with Ohio fund and the
Neighbor-to-Neighbor program. AEP-Ohio argues that it is
fundamentally unfair to retain the benefits of the distribution
rate case settlement and subsequently impose the cost of ADIT
offset through the DIR in the ESP when AEP-Ohio cannot take
action to protect itself from the risk. On rehearing, AEP-Ohio
asks that the Commission restore the balance struck in the
distribution rate case settlement by elimircating the ADIT offset

to the DIR.55

OCC/APJN remi.nds the Commission that AEP-Ohio's
distribution rate case was resolved by Stipulation and the
Stipulation does not include any provision for AEP-Ohio to
adjust the revenae credit to customers contingent upon
Conunission approval of the DIR. OCC/APJN notes that the
Distribution Rate Case Stipulation details the DIR revenues and
the distribution of the revenue credit and also specifically
provides AEP-Ohio the opportunity to withdraw from the
Stipulation if the Commission materially modifies the DIR in
this proceeding. Finally, OCC/ AP)N asserts that AEP-Ohio
was the drafter of the Distribution Rate Case Stipulation and,
pursuant to Ohio law, any ambiguities in the document must
be construed against the drafting party.

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

appropriateness of
the calculation of a
charges in several
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proceedings. In regard
requirement for the DIR,
Opinion and Order:

to determination of the revenue
we emphasize, as we stated in the

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

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

of this issue.

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

issue.

AEP-Ohio opposes Kroger's request to maintain separate DIR

rates and accounts for each rate zone. AEP-Ohio argues that

the Commission specifically noted and explained why certain

rider rates were being maintained separately. Given that AEP-

Ohio's merger application was approved, AEP-Ohio states that

it is unreasonable for the Company to establish separate

accounts for the DIR.

The Commission notes that the DIR is a new plan approved by
the Commission in the ESP and the distribution investment
plan will take into consideration the service needs of the AEP-
Ohio as a whole. Kroger's request to establish separate and
distinct DIR accounts and rates would result in maintaining
and essentially continuing CSP and OP as separate entities.
Kroger has not provided the Commission with sufficient
justification to continue the distinction between the rate zones
or demonstrated any unreasonable disadvantage or burden to
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either rate zone. The focus of the DIR will be on replacing
infrastructure, irrespective of rate zone, that will have the
greatest impact on improving reliability for customers. The
Coxnnission denies Kroger's request to reconsider adoption of
the DIR on a rate zone basis.

(50) OCC/APJN argue on rehearing that the Commission failed to
apply the appropriate statutory standard in Section
4928.143(B)(2)(h), Revised Code: As OCC/APJN interpret the
statute, it requires the Commission to determine that utility
and customer expectations are aligned.

AEP-Ohio retorts that OCC/APJN misinterpret that statute and

ignore the factua.l record in the case to make the position which

was already rejected by the Comxnission. AEP-Ohio reasons

that in their attempt to attack the Opinion and Order,
OCC/ APJN parsed words and oversimplified the purpose of

the statute.

The Opinion and Order discusses AEP-Ohio's reliability

expectations and customer expectations as well as
OCC/APJN's interpretation of the requirements of Section
4928.143(B)(2)(h), Revised Code.% OCC/APJN claim that the
statutory requirement is that customer and electric distribution
utility expectations be aligned at the present time. We reject
their claim that the Opinion and Order focused on a forward-
looking statutory standard and, therefore, did not apply the
standard set forth in Section 4928.143(B)(2)(h), Revised Code.
The Commission interprets Section 4928.143(B)(2)(h), Revised
Code, to require the Commission to examine the utility's
reliability and determine that customer expectations and
electric distribution utility expectations are aligned to approve
an energy delivery infrastructure modernization plan. The key
for the Commission is not, as OCC/APJN assert, to find that
customer and utility expectations were aligned, are currently
aligned or will be aligned in the future but to maintain, to some
degree, the reasonable alignment of customer and utility
expectations continuously. As noted in the Opinion and Order,
and in OCC/APJN's brief, over 70 percent of customers do not
believe their electric service reliability expectations will
increase and approxirnately 20 percent of customers expect
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their service reliability expectations to increase. AEP-Oh.io
emphasized aging utility infrastructure and the Cornmission
expects that aging utility infrastructure increases outages and
results in the eroding of service reliability. The Commission
found it necessary to adopt the DIR to maintain utility
reliability as well as to maintain the general alignment of
customer and utility service expectations. Thus, the
Comrnission rejects the arguments of OCC/ APJN and denies

the request for rehearing.

(51) OCC/APJN also assert that the DIR component of the Opinion

and Order violates the requirements of Section 4903.09, Revised

Code, because it did not address Staff's request for details on

the DIR plan. In addition, OCC/ APJN contend that the

Opinion and Order failed to address details about the DIR plan

as raised by Staff, including quantity of assets, cost for each
asset class, incremental costs and expected improvement in

reliability.

We disagree. The Opinion and Order specifically directed

AEP-Ohio to work with Staff to develop the plan, to focus
spending where it will have the greatest irnpact and quantify
reliability improvements expected, to ensure no double
recovery, and to include a demonstration of DIR expenditures
over projected expenditures and recent spending levels.57

Therefore, we also deny this aspect of OCC/ APJN's request for

rehearing of the Opinion and Order. Finally, the Commission

clarifies that the DIR quarterly updates shall be due, as
proposed by Staff witness McCarter, on June 30, September 30,
December 30 and May 18, with the final filing due May 31,

2015, and the DIR quarterly rate shall be effective, unless

suspended by the Commission, 60 days after the DIR update is

filed.

(52) OCC/ APJN contend that in their initial brief they argued that
adoption of the DIR would impact customer affordability
without the benefit of a cost benefit analysis.58 With the

adoption of the DIR, OCC/ APJN reason that the Opinion and
Order did not address customer affordability in light of the
state policies set forth in Section 4928.02, Revised Code, and,

57 Id. at 47
OCC/APJN Initial Brief at 96-114.
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therefore, the Opinion and Order violates Section 4903.09,

Revised Code.

We reject the attempt by OCC/APJN to focus exclusively on
the DIR as the component of the ESP that must support
selective state policies. First, we note that the Ohio Supreme

Court has ruled that the policies set forth in Section 4928.02,
Revised Code, do not impose strict requirements on any given
program but simply expresses state policy and function as

guidelines for the Commission to weigh in evaluating utility
proposals.59 Nonetheless, we note that the ESP mitigates
customer rate increases in several respects. The provisions of

which serve to mitigate customer rate increases include, but are
not limited to, stabilizing base generation rates until the auction

process `is implernented, June 1, 2015; requiring that a greater

percentage of AEP-Ohio's standard service offer load be
procured through auction sooner than proposed in the

application; continuance of the gridSMART project so that

more customers will benefit from the use of various
technologies to allow customers to better control their energy
consumption and costs; and developing electronic system
improvements to facilitate more retail competition in the AEP-

Ohio service area. Thus, while the adoption of the DIR

supports the state policy to ensure reliable and efficient retail

electric service to consumers in AEP-Ohio service territory, the

above noted provisions of the approved ESP serve not only to
mitigate the bill impact for at-risk consumers but all AEP-Ohio

consumers. On that basis, the Opinion and Order supports the

state policies set €orth in Section 4928.02, .Revised Code. Thus,

we reject OCC/APJN's attempt to narrowly focus on the DIR
as the component of the ESP that must support the state

policies and deny the request for rehearing.

XII. PH.ASE-TN RECOVERY RIDER

(53) IEU asserts that the Opinion and Order is unlawful and
unreasonable as it authorized recovery of the PIRR without
taking into consideration IEU's arguments on the effect of

ADIT. IEU argues that the decision is inconsistent with
generally accepted accounting principles, regulatory principles,
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and violated IEU's due process by approving the PIRR without
an evidentiary hearing.

AEP-Ohio offers that IEU's claims ignore that the deferred fuel
expenses were established pursuant to the Commission's
authority under Section 4928.144, Revised Code, in the
Company's prior ESP Opinion and Order. The ESP 1
proceeding afforded IEU, and other parties due process when
this component of the ESP was established. The purpose of the
PIRR Case is to establish the recovery mechanism via a non-
bypassable surcharge. AEP-Ohio argues that the ESP 1 order is
final and non-appealable on this issue. AEP-Ohio notes that
the Supreme Court of Ohio has - held that there is no
constitutional right to a hearing in rate-related matters if no
statutory right to a hearing exists 60 AEP-Ohio concludes that
hearing was not required to implement the PIRR mechanism.
Specifically as to IEU's ADIT related objections to the Opinion
and Order, AEP-Ohio contends that IEU has made these
arguments numerous times and the doctrine of res judicata
estops IEU from continuing to make this argurnent b1

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

of the issue.

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

OEG notes that continuing to maintain 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 Commission to address the issues raised on rehearing as to
FAC and PIRR, is to immediately merge the FAC and PIRR

rates.

As OCC/ APJN explain, the Commission approved without

modification, the merger of the PIRR rider rates. However, the
Commission subsequently rejected the Stipulation on

rehearing. The Commission notes that in regard to the FAC,

the vast majority of deferred fuel expenses were incurred by
OP rate zone customers, and a significant portion of the
deferred fuel expense of former CSP customers was recovered

through SEET evaluations. Upon further consideration of the

PIRR and FAC rates issues, the Commission has determined

that maintaining separate rates for the OP and CSP rate zones,
given the significant difference in the outstanding deferred fuel
expenses per rate zone, is reasonable, as discussed in the
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Opinion and Order and advocated by IEU and Ormet.

Accordingly, the Commission affirms 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, while 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 capacity 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 administrative
complexity and burden, increase efficiency, and align the
structure of the FAC and PIRR with the other AEP-Ohio rider

rates.

Simplification of the auction process for auction participants
does not justify ignoring the deferred fuel expense balance
incurred for the benefit of OP customers at the expense of CSP
customers. The Commission will continue to monitor AEP-
Ohio`s outstanding deferred fuel expense balance and may
reconsider its decision on the merger of the PIRR and FAC
rates. However, at this time, we are not convinced by the
arguments of OEG to reverse our decision in the Opinion and
Order. Accordingly, we deny the request for rehearing.

XIII. EI=IERGY EFFICJEI^TCY ANl? PE_AK DEIVIAND REDUCTION RIDER

(56) OCC/ APJN offer that the Commission adversely affected the
rights of the signatory parties to the EE/PDR Stipulation in
Case No.11-5568-EL-POR et 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
zones after the merger of CSP and OP.

AEP-Ohio reasons that OCC/ APJN's argument to maintain
separate EE/PDR rates is without merit and notes that the
Commission specifically stated that tariff amendments, as a
result of the merger, would be reviewed and rate matters
resolved in this proceeding.62 AEP-Ohio supports the
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Conzmi.ssion's decision and asks that the Comm.ission deny this

request for rehearing

In light of the fact that the Commission reaffirmed AEP-Ohio's
merger on March 7, 2012, OCC/APJN should have been aware
of the Commission's plan to consider the 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 Stipulation confirms the
assertions of OCC/.APJN that the parties expected the EE/PDR
rates to be separately maintained after the merger of CSP and
OP. In addition, OCC/APJN assert in their application for
reheaxing that combining the EE/PDR rates prevents the
parties from receiving the benefit of the bargain reached in the
EE/PDR Stipulation. We therefore deny the request for

rehearing.

XIV. GRIDSMART

(57) AEP-Ohio asserts that the Commission's failure to establish a

final reconciliation and true-up for the gridSMART rider which
will expire prior to or in conjunction with the end of this ESP

term, May 31, 2015, was unreasonable.

We grant AEP-Ohio's request for rehearing. Accordingly, the
Commission clarifies and directs that within 90 days after the
expiration of this ESP 2, AEP-Ohio shall make a filing with the
Commission for review and reconciliation of the final year of
the Phase I gridSMART rider.

XV. ECONOMIC DEVELOPMENT RIDER

(58) OCC/APJN renew their request on rehearing that the
Commission Order AEP-Ohio shareholders maintain the
Partnership with Ohio (PWO) fund at $5 million per year and
to designate $2 million for the Neighbor-to-Neighbor program.
OCC/APJN argue that the Commission's failure to address
their request to fund the PWO and Neighbor-to-Neighbor
funds, without explanation, is unlawful under Section 4903.09,
Revised Code. Further, OCC/APJN reiterate that it is unjust
and unreasonable for the Comtnission not to order AEP-Ohio
to fund the PWO program in light of the fact that the Opinion
and Order directed the Companies to reinstate the Ohio
Growth Fund. OCC/APJN note that the Commission ordered
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the funding of the Ohio Growth Fund in its December 14, 2011

order approving the Stipulation. OCC/ APjN argue that the at-

risk population is also facing extenuating economic

circumstances, particularly in southeast Ohio served by AEP-

Ohio. OCC/APJN offer that at-risk populations are to be

protected pursuant to the policy set forth in Section 4928.02(L),

Revised Code.

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

rehearing.

XVI. STORM DAMAGE RECOVERY MECHANISM

(59) In its application for rehearing, AEP-Ohio suggests that the
Commission clarify that, under the storm damage recovery
mechanism's December 31 filing procedure, a cutoff of
September 30 be established for all expenses incurred. AEP-
Ohio opines that the clarification would allow any qualifying
expenses that occur after September 30 of each year to be added
to the deferral balance and carried forward. AEP-Ohio notes
that absent a cut off date, if an incident occurs late in the
reporting year, expenses may not be accounted for at the time
of the December 31 filing.

In its memorandum contra, OCC/ APjN point out that AEP-
Ohio's request for clarification would result in customers
accruing carrying costs for any costs that may be incurred
between October 1 and December 31. As an alternative,
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OCC/ APJN suggest the Commission consider a provision
allowing AEP-Ohio to amend its filing up to 30 days after the

December 31 deadline to include any storm costs from the
month of December that were not included in the original

filing.

The Commission finds that AEP-Ohio's application for
rehearing should be granted. We believe it is important to
account for any expenses that may occur just prior to the
December 31 filing, however, we are also sensitive to
OCC/APJN's concern about carrying costs being incurred over
a three-month period as a result of AEP-Ohio's request.
Accordingly, we find that under the storm damage recovery
mechanism, in the event any costs are incurred but not
accounted for prior to the December 31 filing deadline, AEP-
Ohio may, upon prior notification to the Commission in its
December 31 filing, amend the filing to include all incurred

costs within 30 days of the December 31 filing.

XVII. GENERATION RESOURCE RIDER

(60) FES and IEU argue, as each did in their respective briefs, that
the dictates of Sections 4928.143(B) and 4928.64(E), Revised
Code, require the GRR be established as a bypassable rider.

FES, IEU and OCC/APJN request rehearing on the approval of

the GRR on the basis that all the statutory requirements of
Section 4928.143(B)(2)(c), Revised Code, have not been met as a

part of this ESP. FES contends that Sections 4928.143(B)(2)(c)
and 4928.64(E), Revised Code, are irreconcilable and the
specialized provision of Section 4928.64, Revised Code,

prevails. OCC/APJN adds that the Commission's creation of

the GRR, even at zero, abrogated Ohio law. For these reasons,

FES, IEU, and OCC/ APJN submit that the GRR is unreasonable

and unlawful.

Each of the above-noted requests for rehearing as to the GRR
mechanism was previously considered by the Commission and
rejected in the Opinion and Order. Nothing offered in the
applications for rehearing persuades the Comm.ission that the
Opinion and Order is unreasonable or unlawful. Accordingly,
the applications for rehearing on the establishment of the GRR
are denied. Further, the Cornmission notes that we recently

-55-



11-346-EL-SSO, et al.

concluded that AEP-Ohio and Staff failed to make the requisite
demonstration of need for the Turning Point project.64

(61) IEU argues that the language in Section 4928.06(A), Revised
Code, imposes a duty on the Commission to ensure that the
state policies set forth in Section 4928.02, Revised Code, are

effectuated. Elyria Foundry v. Pubiic LIfi1. Cornrn.,114 Ohio St3d.
305 (2007). IEU contends the adoption of the GRR violates state
policy and conflicts with the Capacity Order, in which where
the Commission determined that market-based capacity pricing
will stimulate true competition among suppliers in AEP-Ohio's
service territory and incent shopping, thus, implicitly rejecting
that above-market pricing is compatible with Section 4928.02,

Revised Code ^65

The Commission notes that the Supreme Court of Ohio
determined that the policies set forth in Section 4928.02,
Revised Code, do not impose strict requirements on any given
program but simply express state policy and function as
guidelines for the Commission to weigh in evaluating utility
proposals.66 IEU does not specifically reference a particular
paragraph in Section 4928.02, Revised Code, supporting that
the GRR is unlawful. Nonetheless, the Commission reiterates,
as stated in the Opinion and Order, that AEP-Ohio would be
required to share the benefits of the project with all customers,
shopping and non-shopping to advance the policies stated in
paragraph (H), Section 4928.02, Revised Code.

XVIII. I'OOL MODIFICATIQN RIDER

(62) FES argues that the application did not include a description or
tariffs reflecting a PTR and, accordingly, did not request a PTR
to be initially established at zero. FES submits that there is no
evidence and no justification presented in support of a PTR
and, therefore, the Commission's approval of the PTR is

unreasonable.

AEP-Ohio responds that FFS's claims are misleading and
erroneous. AEP-Ohio cites the testimony of witness Nelson
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64 In re AEP-Ohio, Case Nos. 10-501-EL-FOR and 10-502-EL-FOR, Opinion and Order at 25-27 Qanuary 9,
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65 In re AEP-Ohio, Case No.10-2929-EL-UNC, Opinion and Order at 23 (july 2, 2012).

66 In re Application of Columbus Southern Power Co. et a1.,128 Ohio St.3d 512, at 525, 2011-Ohio-1788.
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which included a complete description of the PTR. AEP-Ohio
notes that the Cornmission was able to discern the structure of
the PTR and approved the request. AEP-Ohio asserts that

FES's claims do not provide a basis for rehearing.

FES' s arguments as to the description of the PTR in the
application overlook the testimony in the record and the
directives of the Corrunission. As specifically stated in the
Opinion and Order, recovery under the PTR is contingent upon
the Commissior:'s review of an application by the Company for
such costs and any recovery under the PTR must be specifically
authorized by the Commission.67 Furthermore, the Opinion
and Order emphasized that if AEP-Ohio seeks recovery under
the PTR, it will maintain the burden set forth in Section
4928.143, Revised Code.68 Accordingly, the Comrnission 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) violates corporate separation requirements in that it
operates to allow AEP-Ohio to favor its affiliate and ignore the
strict separation between competitive and non-competitive
services. Specifically, IEU contends that Section 4928.02(H),
Revised Code, prohibits the recovery of any generation-related
cost through distribution or transmission rates after corporate

separation is effective.

We find that IEU made sirnil.ar arguments as to generation
asset divestiture. For the sarne reasons stated therein, the
Conunission again denies IEU`s requests for rehearing.

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

of its electric transition plan (ETP) cases.70
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67 Opinion and Order at 49.

68 Id.
69 IEU raises the same argument as to the RSR and the capacity charge.

70 In the Matter of tlze Applications of Columbus Southern Power Company and Ohio Power Cornpany for Approaal

of Their Electric Transition Plans and for Receipt of Transition Revenues, Case Nos. 99-I729-EL-ETP and 99-

I730-EL-ETP, Opinion and Order (September 28, 2000).
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As to IEU's claim that the PTR is unlawful under the agreement
in the ETP cases, the Comxnission rejects this argument. As we
stated in the Opinion and Order, approval of the PTR
mechanism does not ensure any recovery to AEP-Ohio. AEP-
Ohio can only pursue recovery under the PTR if this
Commission modifies or amends its corporate separation plan,
filed in Case No.12-1126-EL-UNC (Corporate Separation Case),
as to divestiture of the generation assets only. Further, if the
conditions precedent for recovery under the PTR are met, AEP-

Ohio has the burden under Section 4928.143, Revised Code, to
demonstrate that the Pool Agreement benefitted Ohio

ratepayers over the long-term, any PTR costs and/or revenues
were allocated to Ohio xatepayers, and that any costs were
prudently incurred and reasonable71 IEU made substantially
sim.ilar claims regarding transition cost and the ETP cases in
the Capacity Case_72 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 permissible under Section
4928.143(B)(2)(d), Revised Code, as discussed more fully below.
Thus, we find IEU's arguments incorrect and premature. In
addition, for the same reasons we rejected these arguments by
IEU on rehearing in regard to the RSR and capacity charge, we
reject these claims as to the PTR. IEU's request for rehearing is

denied.

(65) FES, IEU and OCC/APJN reason that the Commission based its
approval of the PTR on Section 4928.143(B)(2)(h), Revised
Code, which applies only to distribution service and does not
include incentives for transitioning to the competitive market.
FES, IEU and OCC/APJN offer that the PTR is generation
based and has no relation to distribution service. Further, FES
offers that by the time the AEP Pool terminates, the generation
assets will be held by AEP-Ohio's generation affiliate and any
revenue loss experienced will be that of a competitive
generation provider. According to FES and OCC/APJN,
nothing in Section 4928.143(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
distribution utility to transition to market. Furthermore, FES
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71 Opinion and Order at 49.

72 In re AEP-Oh.io, Case No.10-2929-ELrUNC, Opinion and Order at (date).
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reasons that Section 4928.02(H.), Revised Code, specifically
prohibits cross-subsidization. IEU likewise claims that Section
4928.06, Revised Code, obligates the Commission to effectuate
the state policies in Section 4928.02, Revised Code.

AEP-Oha.o replies that despite the claims of FES, IEU and
OCC/APJN, statutory authority exists for the adoption of the
PTR falls under Section 4928.143(B)(2)(h), Revised Code, as the
Commission determined in its Opinion and Order. The PTR, is
also authorized, according to AEP-Ohio, under Section
4928.143(B)(2)(d), Revised Code. AEP-Ohio reasons that the
purpose of the Pool Agreement is to stabilize the rates of Ohio
customers, thus division (B)(2)(d) of Section 4928.143, Revised
Code, also supports the recovery of Pool Agreement cost. AEP-
Ohio states, in regards to the argument on cross-subsidies, that
a significant portion of AEP-Oh.io's revenues result from sales
of power to other AEP Pool members. With the termination of
the Pool Agreement, if there is a substantial decrease in net
revenue, under the provisions of the PTR, the Company could
be compensated for lost net revenue from retail customers.
Based upon this reasoning, AEP-Ohio argues that the PTR is an
authorized component of an ESP and was correctly approved

by the Commission.

The Commission notes that the Opinion and Order specifically
limzted AEP-Ohio's right to recover under the PTR, only in the
event this Commission modified or amended its corporate
separation plan as to the divestiture of its generation assets?3
The Opiriion and Order also directed, subject to the approval of
the corporate separation plan, that" AEP Ohio divest its
generation assets from its electric distribution utility assets by
transfer to its generation affiliate.74 Further by Finding and
Order issued on October 17, 2012, in the Corporate Separation
Case, AEP-Ohio was granted approval to amend its corporate
separation plan to reflect full structural corporate separation
and to transfer its generation assets to its generation affiliate.
Applications for rehearing of the Finding and Order in the
Corporate Separation Case were timely filed and the
Commission s decision on the applications is currently
pending. The Cornrnission reasons, however, that if we affirm
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73 Opinion and Order at 49.

74 Id. at 50.
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our decision on rehearing, as to the divestiture of the
generation assets, AEP-Ohio has no basis to pursue recovery

under the PTR.

Nonetheless, we grant rehearing regarding the statutory basis
for approval of the PTR. We find that Section 4928.143(B)(2)(d),
Revised Code, supports the adoption of the PTR.75 The
termination of the Pool Agreement is a pre-requisite to AEP-
Ohio's transition to full structural corporate separation. With
AEP-Ohio's move to full structural corporate separation and
CRES providers securing capacity in the market, the number of
service offers for SSO customers and shopping customers will
likely increase and improve. On that basis, termination of the
Pool Agreement is key to the establishment of effective
competition and authorized under the terms of Section
4928.143(B)(2)(d), Revised Code. We are not dissuaded from
this position by the claims of OCC/APJN and FES. As
OCC/ APJN correctly assert, revenues received as a result of
the Pool Agreement are not recognized in the determination of
significantly excessive earnings. However, OCC/ APJN fails to
recognize that the language of Section 4928.143(F), Revised
Code, specifically exclude such revenue. We also note, that
while effective competition is indeed the goal of the
Commission, Section 4928.02(H), Revised Code, does not
strictly prohibit cross-subsid'zzation. The Ohio

4928 02mRev^sedhas ruled that the policies set forth in Section
Code, do not impose strict requirements on any given program
but simply express state policy and function as guidelines for
the Comnmission to weigh in evaluating utility proposals.76

(66) IEU claims that Section 4928.06, Revised Code, raises the state
policies set forth in Section 4928.02, Revised Code, to

requirements. Elyria Foundry v. Public Util. Comm., 114 Ohio
St.3d 305 (2007). We note, that more recently, the Ohio
Supreme Court determined that the policies set forth in Section

75 Section 4928.143(B)(2)(d), Revised Code, states:
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Terms, conditions, or charges relating to liinitations on customer shopping for retail electric
generation service, bypassabiiity, standby, back-up, or supplemental power service, default
service, carrying costs, amortization periods, and accounting or deferrals, inciuding future
recovery of such deferrals, as would have the effect of stabilizzng or providing certainty

regarding retail electric service.

76 In re Application of Columbus Southern Power Co.
et u1.,128 Ohio St.3d 512, at 525, 2011-Ohio-1788
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4928.02, Revised Code, do not impose strict requirements on
any given program but simply express state policy and
function as guidelines for the Commission to weigh in
evaluating utility proposals.77 Consistent with the Court's
ruling we approved the establishment of the PTR subject to the
Company making a subsequent filing for the Commission's
review including the effectuation of state policies.

XIX. GENERATION ASSET DIVESTIURE

(67) In its application for rehearing, AEP-Ohio asserts that the
Commission should -have approved the corporate separation
application at the same time that it issued the Opinion and
Order or made approval of the Opinion and Order contingent
on approval of the Company's corporate separation application
filed in Corporate Separation Case. AEP-Ohio argues that
structural corporate separation is a critical component of the
ESP wh.ich is necessary for AEP-Ohio to transition to
implementing an auction-based SSO. Thus, AEP-Ohio requests
that the Commission clarify on rehearing, that the ESP will not
be effective until the Commission approves AEP-Ohio's

corporate separation application.

The Opinion and Order was issued August 8, 2012. The order
in AEP-Ohio's Corporate Separation Case was issued October
17, 2012, approving the corporate separation plan subject to
certain conditions. The Commission denies AEP-Ohio's
request to make the ESP effective upon the approval of the
corporate sepaxation plan. AEP-Ohio had the option of
designing its modified ESP application to incorporate its
corporate separation plan or to timely request consolidation of
the Corporate Separation Case and the ESP cases. AEP-Ohio
did not undertake either option. Furthermore, the rates and
tariffs in compliance with the Opinion and Order were
approved and have been effective since the first billing cycle of
September 2012. Accordingly, it would be unreasonable and
unfair to make the effective date of the ESP the date the
corporate separation case was approved. AEP-Ohio's request

for rehearing is denied.
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(68) IEU argues that the Opinion and Order is unlawful and
unreasonable to the extent that the Commission approved the
conditional transfer of the generation assets without
determi.ning that the transfer complied with Sections 4928.17,
4928.02, and 4928.18(B), Revised Code, and Chapter 4901:1-37,

O.A.C.

As we previously'acknowledged, AEP-Ohio did not request
that the Corporate Separation Case and the ESP proceedings be
consolidated. Therefore, as was noted in the Opinion and
Order, the primary considerations in the 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 customers. The requirements for corporate
separation contained in Sections 4928.17 and 4928.18(B),
Revised Code, and the applicable rules in Chapter 4901:1-37,
O.A.C., were addressed in the Corporate -Separation Case
which was issued subsequent to the Opinion and Order in this
matter. As the issues raised by IEU have subsequently been
addressed, we deny the request for rehearing.

(69) AEP-Ohio also requests that the Commission reconsider and
modify the directives as to the pollution control revenue bonds
(PCRB). AEP-Ohio requests that, at a minimum, the
Commission clarify that the 90-day filing be lirnited to a
demonstration that AEP-Ohio customers have not and will not
incur any additional costs caused by corporate separation, and
that the hold harrnless obligation pertains to the additional
costs caused by corporate separation. AEP-Ohio requests
permission to retain the PCRB or, in the alternative, authorize
AEP-Ohio to transfer the PCRB to its generation affiliate
consistent with the Corporate Separation Case. AEP-Ohio
suggest that the PCRBs be retained by AEP-Ohio until their
respective tender dates and transfer the liabilities to its
generation affiliate with inter-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 incur any additional
costs that could arise from corporate separation and elim.inate
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 Separation Case, that ratepayers be held harrnless.
In the Corporate Separation Case, in recognition of the
Company's request for rehearing in this matter and as a
condition of corporate separation, the Commission directed the
Company utilize an intercompany note between AEP-Ohio and
its generation affiliate wherein AEP-Ohio could retain the
PCRB and avoid any burden on AEP-Ohio EDU ratepayers.78
Thus, with the Commission.'s decision in the Corporate
Separation Case, the 90-day filing previously ordered in this
proceeding was no longer necessary.

(70) IEU argues that the Opinion and Order is unreasonable and
uniawful as it allows AEP-Ohio, the electric distribution utility,
to evade strict separation between competitive and non-
competitive services and, as such insulates AEP-Ohio's
generation affiliate, in violation of Section 4928.17(A)(3),
Revised Code, affording its generation affiliate an undue
preference or advantage. Similarly, FES argues that the
Opinion and Order, to the extent that it permits AEP-Ohio, to
pass revenue to AEP-Ohio's generation affiliate, violates
Section 4928.143(B)(2)(a), Revised Code, as the statute requires
that any cost recovered be prudently incurred, including
purchased power acquired from an affiliate. According to FES,
the record evidence demonstrates that the capacity price of
$188.88 per MW-day is significantly higher than the price that
can be acquired in the market and AEP-Ohio has not evaluated
the arrangement with AEP-Ohio's generation affiliate or
considered options available in the competitive market. As to
the pass-through of generation based revenues from SSO
customers, FES claims there is no record evidence to support an
"arbitrary" price for energy and capacity from SSO customers.
FES asserts that AEP-Ohio's base generation rate is not based
on cost or market and that AEP-Ohio argued that the base
generation rate reflects a$3a5 per MW-day charge for capacity.
For these reasons, FES reasons that the base generation
revenues reflect an inappropriate cross-subsidy and are a
detriment of the competitive market.

Finally, IEU, FES, and OCC/APAC submits that the pass-

through of revenues from AEP-Ohio to its generation affiliate,
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violates the state policy set forth in Section 4928.02(H), Revised

Code.

AEP-Ohio replies that AEP-Ohio is a captive seller of capacity
to support shopping load under its FRR obligations and is
required to fulfiIl that obligation during the term of this ESP
after corporate separation. AEP-Ohio states four primary
reasons why payments to its generation affiliate are not illegal
cross subsidies and should be passed to its generation affiliate

after corporate separation during this ESP. First, the
Commission approved functional separation and AEP-Ohio is
presently a vertically-integrated utility. Second, during a
portion of the term of this ESP, AEP-Ohio will be legally,
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-Ohiods generation affiliate will
be obligated to support SSO service (energy and capacity) and
AEP-Ohio reasons it is only appropriate that its generation
affiliate receive the same generation revenue streams agreed to
by AEP-Ohio for such service. Finally, there will be an SSO
agreement between AEP-Ohio and its generation affiliate for
the services, which is subject to the jurisdiction and approval
by the Federal Energy Regulatory Commission (FERC).
Furthermore, AEP-Ohio warns that without the generation
revenues the arrangement between AEP-Ohio and its
generation affiliate will not take place. AEP-Ohio also notes
that FES has supported this approach on behalf of the First
Energy operating companies for several years. AEP-Ohio
concludes that the interveners' cross-subsidy arguments are not

a basis for rehearing.

First, as we have noted at - other times in this Entry on
Rehearing, the Ohio Supreme Court has ruled that the policies
set forth in Section 4928.02, Revised Code, do not impose strict
requirements on any given program but simply expresses state
policy and function as guidelines for the Commission to weigh

in evaluating utility proposals.79

The Commission recently approved AEP-Ohio's application for
structural corporate separation to facilitate the Company's
transition to a competitive market. Given that the term of this
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ESP, corporate separation of the generation assets, and AEP-
Ohio's FRR obligations are not aligned, in the Opinion and
Ordex the Commission recognized that revenues previously
paid to AEP-Ohio for SSO 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 thru AEP-
Ohio to its generation affiliate for the services provided by no
means will we ignore Section 4928.143(B)(2)(a), Revised Code.
The costs incurred by AEP-Ohio for SSO service will be

evaluated for prudence as a part of AEP-Ohio's
FAC/ Alternative Energy Rider audit. None of the arguments
presented by FES, IEU or OCC/ APJN convince the
Commission that this decision is unreasonable or unlawful and,
therefore, we deny the requests for rehearing of this issue.

It is, therefore,

-65-

ORDERED, That Duke's motion to file memorandum contra instanter is granted. It

is, further,

ORDERED, That Kroger's request to withdraw its reply memorandum filed on

September 24, 2012, is granted. It is, further,

ORDERED, That AEP-Ohio's motion to consolidate is moot. It is, further,

ORDERED, That OCC/ APJN's motion to strike is denied. It is, further,

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

further,

ORDERED, That the applications for rehearing of the Commissi.on s August 8, 2012,
Opinion and Order, be denied, in part, and granted, in part, as set forth herein. It is,

further,
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ORDERED, That a copy of this opinion and order be served on all parties of record.

THE PUBLIC UTILITIES COMMISSION OF OHIO

.
7Tod̂ ni hler, Chairman

St even D. Lesser Andre T. Porter
A A

Lynn Slaby

GNS/JJT/vrrn

Entered in the Journal

.,JpH 3 0 ZQ13

Barcy F. McNeal
Secretary
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THE PUBLIC UTILITIES COMMISSION OF OHIO

In the Matter of the Application of
Columbus Southern Power Company and
Ohio Power Company for Authority to
Establish a Standard Service Offer Pursuant
to Section 4928.143, Revised Code, in the
Form of an Electric Security Plan.

Case No. 11-346-EL-SSO
Case N o.11-348-EL-SSO

)
)
)
)
)
)

EXHIBIT
b

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

Certain Accounting Authority. )

SECOND ENTRY ON REHEARING

The Commission finds:

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

4928.143, Revised Code.

(2) On August 8, 2012, the Commission issued its Opinion and
Order, approving AEP-Ohio's proposed ESP, with certain
modifications (Order). Further, the August 8 Order directed
AEP-Ohio to file proposed final tariffs consistent with the

Opinion and Order by August 16, 2012.

(3) On August 16, 2012, AEP-Ohio submitted its proposed
compliance rates and tariffs to be effective as of the first billing
cycle of September 2012. By entry issued on August 22, 2012,
the Commission approved the proposed tariffs and rates to be
effective with the first billing cycle of September 2012.

(4) Pursuant to Section 4903.10, Revised Code, any party who has
entered an appearance in a Commission proceeding may apply
for rehearing with respect to any matter determined by the
Commission, within 30 days of the entry of the order upon the

Commissiori s journal.

(5) On September 7, 2012, AEP-Ohio, The Kroger Company, Ormet
Prirnary Aluminum Corporation, Industrial Energy Users-Ohio
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(IEU), Retail Energy Supply Association, OMA Energy Group
(OMAEG) and the Ohio Hospital Association (OHA), the Ohio
Energy Group (OEG), FirstEnergy Solutions Corporation (FES),
jointly by The Ohio Association of School Business Officials,
The Ohio School Boards Association, The Buckeye Association
of School Administrators, and The Ohio Schools Council
(collectively the Ohio Schools), and jointly by the Ohio
Consumers' Counsel (OCC) and Appalachian Peace and Justice
Network filed applications for rehearing of the Cornmission's
August 8, 2012 Order. Memoranda contra the various
applications for rehearing were filed jointly by Duke Energy
Ohio, Inc. and Duke Energy Commercial Asset Management
Inc., FES, OCC/APJN, IEU, OMAEG/OHA, OEG, Ohio
Schools, and AEP-Ohio on September 17, 2012.

(6) By entry dated October 3, 2012, the Commission granted
rehearing for further consideration of the matters specified in

the applications for rehearing of the Order.

(7) On January 30, 2013, the Commission issued its Entry on
Rehearing addressing the merits of the various applications for

rehearing (January 30 EOR).

(8) On March 1, 2013, OCC and IEU filed applications for
rehearing of the January 30 BOR. On March 11, 2013, AEP-
Ohio filed a memorandum contra the applications for

rehearing.

(9) In its application for rehearing, IEU argues that Sectiori
4928.143(B)(2)(d), Revised Code, does not provide the
Commission authority to approve AEP-Ohio's retail stability
rider (RSR). Specifically, IEU states that the fact that the RSR
will result in a non-fuel base generation rate freeze does not
satisfy the requirements of Section 4928.143(B)(2)(d), Revised
Code, and the determination that the RSR provides certainty
and stability goes against the manifest weight of the evidence
in this proceeding. IEU also points out that the Commission
may not approve a rider that causes the modified ESP to be less
favorable in the aggregate than a market rate offer.

AEP-Ohio responds that IEU raised similar arguments in its
first application for rehearing and fails to raise any new
arguments in its second application for rehearing. AEP-Ohio

-2-
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adds that IEU's interpretation of Section 4928.143(B)(2)(d),
Revised Code, urulecessarily narrows the statute. In addition,
AEP-Ohio points out that IEU previously raised arguments
regarding the statutory test in its initial application for
rehearing and fail to provide any new arguments.

The Commission finds that IEU fails to raise any new
arguments for the Coxnrnission's consideration in its
application for rehearing. In both the order and the entry on
rehearing, the Commission determined that the RSR is justified
pursuant to Section 4928.143(B)(2)(d), Revised Code. (Order at
31-32; January 30 EOR at 15-16). Similarly, IEU previously
raised its arguments pertaining to the statutory test, which the
Commission denied in the January 30 EOR. Accordingly, IEU's
application for rehearing should be denied.

(10) In its application for rehearing, OCC claims that the
classification of the RSR as a charge related to default service is
not supported by the record, violating Section 4903.09 Revised
Code, and Section 4903.13, Revised Code.

In its memorandum contra, AEP-Ohio responds that the
Commission clearly explained how the RSR falls into default
service, and adds that even one of OCC's witnesses agreed that
the RSR relates to AEP-Ohio's generation revenues.

The Commission finds OCC's assignment of error is without
merit and should be denied. In the entry on rehearing, the
Commission emphasized that the RSR meets the statutory
criteria contained in Section 4928.143(B)(2)(d), Revised Code, as
it is a charge relating to default service that provides certainty
and stability for AEP-Ohio s customers. (January 30 EOR at 15-
16.) Specifically, the Commission explained that the RSR
allows for price certainty and stability for AEP-Ohio s standard
service offer (SSO) customers, which, is AEP-Ohio's default
service for customers who choose not to shop. (Id.)
Accordingly, OCC's assignment of error should be rejected.

(11) In its application for rehearing, IEU claims that the customer
rate impact cap fails to identify the incurred costs that may be
deferred, but rather only provides that AEP-Ohio may defer
the difference in revenue as a result of the customer rate cap.
In addition, IEU argues the Commission should identify the

-3-
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specific carrying charges that will apply to the deferred
amount. IEU states that if the Commission continues to
authorize the customer rate impact cap deferral, it should set
the level of the carrying charges on the deferral balance to a
reasonable level below AEP-Ohio's long or short term cost of
debt.

In its memorandum contra, AEP-Ohio provides that the
carrying cost rate should be the weighted average cost of
capital, consistent with Commission precedent and AEP-Ohio's
phase in recovery rider. AEP-Ohio opines that the same
regulatory principles should be applied here, and any deferrals
under the customer rate impact cap would accrue a carrying
charge during the period of deferral and a lower debt rate
charge during the recovery period.

The Commission finds that IEU's application for rehearing
should be denied, as the customer rate impact cap is
permissible pursuant to Section 4928.144, Revised Code.
Section 4928.144, Revised Code, provides the Commission with
discretion to establish a deferral to ensure rate or price stability
for customers, which the customer rate cap establishes by
limiting any customer rate increases to no more than a 12-
percent increase. The Comrnission determined this was
necessary in its order, and emphasized it again in its entry on
rehearing. (Order at 70; January 30 EOR at 40). Further, the
entry on rehearing clarified that AEP-Ohio was entitled to the
deferral of the incurred costs equal to the amount not collected,
as well as carrying costs associated with the deferral. We do
clarify, however, that these carrying costs should be set at AEP-
Ohio's long-term cost of debt rate, as recovery of these costs are
not only guaranteed but also are consistent with Commission
precedent. Finally, the collection of the deferral is on a non-
bypassable surcharge, and protects customers from any
potential rate increases associated with AEP-Ohio's newly
established non-bypassable riders, consistent with Section
4928.144, Revised Code. Therefore, as the customer rate impact
cap complies with Section 4928.144, Revised Code, IEU's
arguments should be dismissed.

(12) IEU argues that the Commission cannot lawfully authorize a
non-bypassable rider to recover lost generation revenue
pursuant to Section 4928.143(B)(2)(d), Revised Code. IEU

-4-
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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 construction costs. Therefore,
according to IEU, there is no basis under Section
4928.143(B)(2)(d), Revised Code, to approve the Pool
Termination Rider (PTR).

AEP-Ohio notes that while Section 4928.143(B)(2)(b) and (c),

Revised Code, specifically require that the charges established
there under be nonbypassable, subdivision (d) contains no such

requirement. AEP-Ohio reasons that Section 4928.143(B)(2)(d),

Revised Code, specifically grants the Commission the authority
to establish a non-bypassable charge as part of an ESP.

The Commission finds that IEU's argument is without merit.
Section 4928.143(B)(2)(d), Revised Code, specifically permits
the Cornxnission to consider the "bypassability" of the "[t]erms
conditions or charges relating to limitations on customer
shopping for retail electric generation service ... as would have

the effect of stabilizing or providing certainty regarding retail
electric service" as a component of an ESP. The Commission
interprets the language in this section to grant the Commission
the authority to approve a particular component of an ESP as
bypassable or non-bypassable. Thus, we deny IEU's request

for rehearing.

(13) IEU also argues that the Cornmission failed to make the
necessary findings to demonstrate that the PTR would have the
effect of stabilizing or providing certainty regarding retaii
electric service. IEU asserts that nothing in the record in this
case demonstrates that the Pool Agreement prevented an
auction for the provision of standard offer service (SSO) and
did not have any bearing on the Cominission's conclusion in
AEP-Ohio's Capacity Case 1 Accordingly, IEU reasons that
there is no basis for the Commission to conclude that
terrnination of the Pool Agreement is "key to the establishment
of effective competition." IEU reasserts that the PTR recovers
from retail customers lost wholesale Pool Agreement revenue
and shifts AEP-Ohio's wholesale risks to retail customers.
Therefore, IEU submits that there is no basis for the
Commission to find that the PTR has the effect of providing

-5-

1 In re AEP-Ohio, Case No. 10-2929-EL-UNC, Order {July 2, 2012).
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certainty or stability in the provision of retail electric service to

retail customers.

In its memorandum contra, AEPJOhio submits that IEU's claim
that an increase in service offers is not equivalent to certainty or
stability in service is misplaced. AEP-Ohio states, as it and
other parties to this proceeding have previously asserted, that
the nature of the Pool Agreement has historically been to
stabilize rates for Ohio ratepayers and, on that basis, AEP-Ohio
claims that the PTR, therefore, qualifies as a charge that would
have the effect of stabilizing or providing certainty regarding
retail electric service in compliance with the requirements of
Section 4928.143(B)(2)(d), Revised Code. Further, AEP-Ohio
emphasizes the rationale offered in the August 8 Order, that
the PTR serves as an incentive for AEP-Ohio to move to a
competitive market to the benefit of its shopping and non-
shopping customers. Furthermore, AEP-Ohio explains that the
rationale offered in the August 8 Order is consistent with the
reasoning offered by the Commission in the January 30 EOR,
which is essentially that termination of the Pool Agreement and
increases in service offers likely will promote price stability,
through the development of a more robust and transparent
retail electric service market. With that understanding, AEP-
Ohio reasons that the Commission properly determined that
Section 4928.143(B)(2)(d), Revised Code, authorizes the PTR
and adequately explained the basis for its decision.

We find no merit in IEU's claims that the Commission failed to
make the necessary findings to demonstrate that the PTR
would have the effect of stabilizing or providing certainty
regarding retail electric service. While the Commission
reconsidered its statutory basis for approval of the PTR in the
January 30 EOR, the rationale for approval has not changed.
As noted in the August 8 Order "the PTR serves as an incentive
for AEP-Ohio to move to a competitive market to the benefit of
its shopping and non-shopping customers, without regard to
the possible loss of revenue associated with the termination of
the Pool Agreement" (Order at 49). The basis for Ohio electric
utilities transitioning to a competitive market is to encourage
retail electric suppliers to pursue customers with a variety of
service offers. A competitive market will ultimately result in
more offers for retail electric service for shopping customers
and put pressure on AEP-Ohio to retain non-shopping

-6-
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customers with better service offers. Nonetheless, the
Commission limited AEP-Ohio's right to recover under the
PTR (January 30 EOR at 59-60), and even assuming that the
conditions for pursuing recovery under the PTR were met,
AEP-Ohio maintained the burden set forth in Section 4928.143,
Revised Code, to first file an application to "demonstrate the
extent to which the Pool Agreement benefitted Ohio ratepayers
over the long-term and the extent to which the costs and/or
revenues should be allocated to Ohio ratepayers... that any
recovery it seeks under the PTR is based upon costs which
were prudently incurred and are reasonable" (Order at 49).
Thus, at this juncture, the PTR has only been approved to
facilitate the possibility of recovery. The Commission finds
that the rationale previously offered is sufficient to allow AEP-
Ohio the possibility to file an application for recovery under the
PTR and, therefore, we deny IEU's application for rehearing.

(14) Pinally, IEU again asserts, as argued in its application for
rehearing of the August 8 Order, that the approval of the PTR,
violates Sections 4928.02(H) and 4928.17, Revised Code. iEU
submits that Section 4928.02(H), Revised Code, prohibits the
recovery of any generation-related costs through distribution
or transmission rates after corporate separation is effective.

In response, AEP-Ohio notes that the IEU made the same
arguments in its application for rehearing of the August 8
Order which were rejected by the Commission in the January
30 EOR, AEP-Ohio recoxnrnends that the Cornmission decline

to consider the argument again on rehearing.

In yet another attempt to support its arguments about Section
4928.02(H), Revised Code, IEU overstates the January 30 EOR
and the Sporn Decision.2 We thoroughly considered and
addressed these claims in the January 30 EOR. IEU fails to
raise any new arg4ments which persuade the Cornmission 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-

2 In re Ohio Power Company, Case No. 10-1454-EURDR, Finding and Order (january 11, 2012).
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ORDERED, That the applications for rehearing of the January 30 EOR filed by OCC

and IEU are denied as discussed herein. It is, further,

ORDERED, That a copy of this Second Entry on Rehearing be served on all parties

of record.

THE PUBLIC UTILITIES COMMISSION OF OHIO

Todd A. nit hler, Chairman

GNS/JJT/vrm

Entered in the Journal

t E_^^ W^ti 2

0/YV1j-1 ° 1
AT. Por r

M. Beth Trombold

Barcy F. McNeal
Secretary
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