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INTRODUCTION

The issue in this case is whether Appellee, the Public Utilities Commission of Ohio
(“Commission” or “PUCO”), has legal authority to force retail consumers to fund a discount on
the electric generating capacity that a utility sells to power marketers choosing to do business in its

service territory. Appellant, the Ohio Energy Group (“OEG”),' submits that it does not.

In a recent case involving Ohio Power Company and Columbus Southern Power Company
(“AEP Ohio™),” the PUCO faced an issue beyond its traditional jurisdiction — the reasonableness
of certain wholesale capacity costs. The reasonableness of wholesale electric rates is nearly
always a matter within the exclusive jurisdiction of the Federal Energy Regulatory Commission
(“FERC”)." In contrast, the PUCO enjoys exclusive jurisdiction over retail electric rates.* But the

FERC ceded its authority to determine the reasonableness of one specific wholesale rate to some

"OEGisa non-profit entity organized to represent the interests of large industrial and commercial
customers 1n electric and gas regulatory proceedings before the PUCO. The members of OEG
served by AEP Ohio are: AK Steel Corporation, Aleris International, Inc., Amsted Rail
Company, ArcelorMittal USA, E.I. DuPont de Nemours & Company, Ford Motor Company, GE
Aviation, Linde, LL.C, NorthStar BlueScope Steel, LLC, Praxair Inc., The Timken Company and
Worthington Industries.

In the Matter of the Commission Review of the Capacity Charges of Ohio Power Company and
Columbus Southern Power Company, PUCO Case No. 10-2929-EL-UNC; (“AEP Ohio Capacity
Case”). On December 31, 2011, Columbus Southern Power merged with Ohio Power Company,
with Ohio Power Company being the surviving entity. 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 Plant, PUCO Case No. 11-346-EL-SSO (“AEP Ohio ESP Case™), Opinion & Order
(August 8, 2012) at 63-64.

3 Mississippi Power & Light Company, 487 U.S. 354, 371, 108 S. Ct. 2428, 2439 (1988)
(“FERC has exclusive authority to determine the reasonableness
of wholesale rates.. FERC's exclusive jurisdiction applies not only to rates but also to power
allocations that affect wholesale rates.”).

*R.C. 4928.02 (“It is the policy of this state to do the following throughout this state: (A) Ensure
the availability to consumers of adequate, reliable, safe, efficient, nondiscriminatory, and
reasonably priced retail electric service...”); R.C. 4928.06 (A)(“Beginning on the starting date
of competitive retail electric service, the public utilities commission shall ensure that the policy
specified in section 4928.02 of the Revised Code is effectuated...”).

1
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state public utility commissions - the wholesale rate that certain utilities can charge for selling a
specific capacity product (Fixed Resource Requirement or “FRR” capacity) to for-profit power
marketers doing business within their territory.’ Capacity costs are the “bricks and mortar” costs
of power plants, as opposed to costs that vary depending upon how much energy the plants

produce (i.e. fuel costs).

AEP Ohio is one utility that sclls a wholesale FRR capacity product to for-profit power
marketers within its service territory. In order to do business in Ohio’s deregulated electricity
market, power marketers must have their own capacity or must buy capacity from another entity.
Under the FRR rules, AEP Ohio must sell capacity to all power marketers that want to buy it.° In
2010, AEP Ohio filed an application at FERC asking to increase its wholesale charge for that FRR
capacity product by selling at a rate based upon AEP Ohio’s cost of service instead of selling

capacity for the lower market-based rates that it would otherwise charge.’ Shortly thereafter, the

* The FERC ceded this authority by approving a tariff of PJM Interconnection, LLC called the
Reliability Assurance Agreement (“RAA”). Section D.8 of Schedule 8.1 of the RAA provides:

“In a state regulatory jurisdiction that has implemented retail choice, the FRR Entity
must include in its FRR Capacity Plan all load, including expected load growth, in the
FRR Service Area, notwithstanding the loss of any such load to or among alternative
retail LSEs. In the case of load reflected in the FRR Capacity Plan that switches to an
alternative retail LSE, where the state regulatory jurisdiction requires switching
customers or the LSE to compensate the FRR Entity for its FRR capacity obligations,
such state compensation mechanism will prevail. In the absence of a state compensation
mechanism, the applicable alternative retail LSE shall compensate the FRR Entity at
the capacity price in the unconstrained portions of the PJM Region, as determined in
accordance with Attachment DD to the PJM Tariff, provided that the FRR Entity may,
at any time, make a filing with FERC under Sections 205 of the Federal Power Act
proposing to change the basis for compensation to a method based on the FRR Entity's
cost or such other basis shown to be just and reasonable, and a retail LSE may at any
time exercise its rights under Section 206 of the FPA.”

® AEP Ohio Capacity Case, Opinion & Order (July 2, 2012) at 10.

7 American Electric Power Service Corporation, FERC Docket No. ER11-2183-000, Application
{November 24, 2010).
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PUCO decided to step in and exercise its own jurisdiction over how much AEP Ohio should

charge power marketers for its FRR capacity product.”

In its order deciding how much the power marketers should pay, the PUCO found that a
just and reasonable cost-based rate for the AEP Ohio’s FRR capacity product was $188.88/MW-

 But the PUCO did not allow AEP Ohio to start charging power marketers the entire

day.
$188.88/MW-day immediately. Instead, the PUCO directed AEP Ohio to continue charging the
power marketers the market-based prices for its FRR capacity, which are much lower than the
cost-based rate.'” The PUCO found that AEP Ohio could defer the difference between the higher
cost-based rate and the lower market-based rate.'! A “deferral” creates a debt that has to be repaid
sometime in the future with interest. The Commission’s decision meant that the power-marketers
received a discount on their wholesale capacity purchases from AEP Ohio for 35 months (through
May 2015). The total amount of that discount will certainly be in the hundreds of millions of
dollars and was estimated to be as high as $833 million.”* After only the first six months of the

35-month deferral period, AEP Ohio had already deferred $66 million in discounted capacity

costs. 13

Around the same time as its decision regarding the proper level of AEP Ohio’s wholesale
pricing for the FRR capacity product it sells to power marketers, the Commission had a separate
case pending (the case at issue here) in which it was asked to approve an Electric Security Plan

(“ESP’) for AEP Ohio pursuant to R.C. 4928.143. The ESP established the rates that AEP Ohio

¥ See AEP Ohio Capacity Case.

° AEP Ohio Capacity Case, Opinion & Order (July 2, 2012) at 33.

1d. at 23.

"1d. at 23-24.

2R.7/9/2012 (Reply Brief of Industrial Energy Users) at 13.

"> AEP Ohio Sccurities and Exchange Commission Form 10-K for 2012 at 174,
3



could charge retail consumers for providing electric service to those consumers. The problem
leading to the current appeal is that the Commission decided to use the pending ESP case to allow
AEP Obio to begin recovering from retail consumers part of the capacity discount awarded to the
power marketers. The question at issue in this appeal is who should pay for the 35-month power
marketer discount: the power marketers who actually purchase the FRR capacity product or retail

consumers?

In the ESP case at issue, acting outside of its legal authority, the Commission ordered AEP
Ohio to immediately begin collecting a portion of deferred costs resulting from the 35-month
power marketer discount from retail consumers through its newly established Retail Stability
Rider.'* While most of the costs to be collected through the Retail Stability Rider purportedly
were costs that AEP Ohio incurs to provide service to retail consumers, the Commission decided
that part of the Retail Stability Rider charge ($1/MWh, or $48 million annually) would be
dedicated to paying for the deferred wholesale FRR capacity costs that AEP Ohio was not yet
collecting from the power marketers.”” As a result of this decision, retail consumers are currently
paying $48 million annually to AEP Ohio to compensate it for the PUCO-ordered capacity
discount received by the power marketers and will pay a total of $144 million over the entire 35-

month discount period.'®

While the PUCO may have acted lawfully in establishing the Retail Stability Rider itself,
the portion of the Retail Stability Rider that forces retail consumers to pay costs that should
ultimately be collected from for-profit power marketers is unlawful and unreasonable. Nothing in

the ESP statute (R.C. 4928.143) allows the Commission to require retail consumers to fund a

'* AEP Ohio ESP Case, Opinion & Order (August 8, 2012) at 36.
"* 1d. at 36 and 75, fn. 32 (citing Ex. LIT-5),
' 1d. at 75, fn 36.



discount on the rates that unregulated for-profit power marketers owe to AEP Ohio. A deferral
does not change the party responsible for payment. A deferral only changes the timing of
repayment. It is a loan. The Commission’s decision to force retail consumers to pay for the
discounted capacity awarded to the power marketers was unreasonable and unlawful. Therefore,

that decision should be reversed by the Court.

STANDARD OF REVIEW

R.C. 4903.13 governs this Court's review of PUCO Orders. It provides in pertinent part:
"A final order made by the public utilities commission shall be reversed, vacated, or modified by
the supreme court on appeal, if, upon consideration of the record, such court is of the opinion that
such order was unlawful or unreasonable...." The Court has interpreted this standard as one

turning upon whether the issue presents a question of law or a question of fact,

As to questions of fact, the Court has held that it will not reverse the PUCO unless the
PUCO's findings “are manifestly against the weight of the evidence and are so clearly unsupported
by the record as to show misapprehension or mistake or willful disregard of duty.”!” Questions of
law, such as those raised by Appellant’s Proposition of Law 1, are held to a different standard of
review. The Court “has complete, independent power of review” on questions of law.'
Accordingly, legal issues are subject to a more intensive examination than are factual questions.
This is a question of law that is subject to a de novo review. With this standard of review in mind,

the Court must consider and resolve the error alleged by OEG.

"7 Cleveland Elec. Nluminating Co. v. Pub. Util. Comm. 42 Ohio St.2d 403, 403, 330 N.E.2d 1
(1975).

* Office of Consumers' Counsel v. Pub. Util. Comm. 58 Ohio St.2d 108, 110, 388 N.E.2d 1370,
1373 (1979).
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STATEMENT OF FACTS

R.C. 4928.141(A) (Appx. 286) requires clectric distribution utilities to establish a Standard
Service Offer (“SSO”) for all competitive retail electric services based on a Market-Rate Offer
under R.C. 4928.142 (Appx. 287) or on an Electric Security Plan (“ESP”) under R.C. 4928.143.
(Appx. 290). The SSO serves as the electric utility's default retail generation price for customers

who do not shop for retail generation service from other entities.

On January 27, 2011, AEP Ohio filed an application at the Commission for approval of a

proposed ESP (Appx. 18). That ESP filing was not resolved until August 8, 2012 (Appx. 1 1-96).

Meanwhile, in a separate case (the AEP Ohio Capacity Case), the Commission addressed a
different AEP Ohio-related issue — what AEP Ohio’s wholesale charge for selling FRR capacity to
for-profit power marketers should be. (Appx. 172-280). In order to do business in Ohio’s
deregulated electricity market, the power marketers must have their own capacity or must buy
capacity from another entity. Under the FRR rules, AEP Ohio must sell capacity to all power
marketers that want to buy it. It is in AEP Ohio’s interest to charge a high price for its FRR

capacity and it is in the power marketers’ interest to purchase that capacity at a low price.

In an Opinion & Order issued July 2, 2012, the Commission found that a just and
reasonable wholesale charge for the capacity AEP Ohio sells to those power marketers was
$188.88/MW-day (Appx. 204). Instead of allowing AEP Ohio to collect the entire cost-based
charge from power marketers immediately, however, the Commission instructed AEP Ohio to
charge the power marketers a discounted rate over a 35-month period (Appx. 194). AEP Ohio
would defer the difference between the $188.88/MW-day wholesale capacity charge and the
discounted rate awarded to the power marketers (Appx. 194-95). A “deferral” creates a debt that

has to be repaid sometime in the future with interest. As a result of the Commission’s decision,
6



AEP Ohio deferred $66 million in discounted capacity costs after only the first six months of the
35-month deferral period.” The Commission explained that it would “establish an appropriate
recovery mechanism for such deferred costs and address any additional financial considerations

in the [AEP Ohio ESP] proceeding.” (Appx. 194).

On August 8, 2012, the Commission issued an Opinion & Order in AEP Ohio’s ESP case
(Appx.11-96). In its Opinion & Order, the Commission found, inter alia, that AEP Ohio could
start recovering a portion of the deferred costs resulting from the 35-month power marketer
discount immediately. But instead of directing AEP Ohio to recover those deferred costs from the
for-profit power marketers, who actually purchased the FRR capacity product sold by AEP Ohio,
the Commission found that AEP Ohio could recover $48 million annually of its deferred costs
from retail consumers through its newly established Retail Stability Rider (Appx. 49 and 88). This
meant that over the course of its ESP (through May 2015), AEP Ohio could recover a total of $144
million of deferred costs resulting from the power marketer discount from retail consumers (Appx.

88).

In the same Opinion & Order, the Commission also stated that “{a]ny remaining balance of
[the FRR capacity cost] deferral that remains at the conclusion of this modified ESP shall be
amortized over a three year period unless otherwise ordered by the Commission.” (Appx.49). The
Commission stated that “[a]ll determinations for future recovery of the deferral” would be made
after the end of the term of AEP Ohio’s ESP. (Appx.49). The Commission therefore held out the

possibility that retail consumers will ultimately be held responsible for all of the costs resulting

" AEP Ohio Securities and Exchange Commission Form 10-K for 2012 at 174.
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from the power marketer discount, which one party to the ESP case estimated to be as high as

$833 million.*”

Applications for rehearing of the Commission’s decision were filed by multiple parties,
including OEG, on September 7, 2012 (Appx.294-313). In its application for rehearing, OEG
argued that the Commission did not have authority to allow AEP Ohio to collect any of the
deferred costs resulting from the 35-month power marketer discount from retail consumers (Appx.
304-06). Memoranda contra the applications for rehearing were filed September 17, 2012. The
Commission issued an Entry on Rehearing denying the applications for rehearing on January 30,
2013 (Appx. 98-162).

Subsequently, other parties to the Commission cases filed Applications for Rehearing of
Appellee’s January 30, 2013 Entry on Rehearing, which were denied by the Commission’s Second
Entry on Rehearing issued March 27, 2013 (Appx. 164-171). On May 28, 2013 OEG filed its

notice of appeal. (Appx. 1-171).

*R. 7/9/2012 (Reply Brief of Industrial Energy Users-Ohio) at 13.
8



ARGUMENT

Appellant complains and alleges that the Commission’s August 8, 2012 Opinion and Order
and January 30, 2013 Entry on Rehearing in the Commission cases are unlawful, unjust and

unreasonable in the following respects:

Proposition of Law No. 1

The Commission has no authority to require consumers to fund a discount on the
costs of capacity that was purchased by the power marketers from AEP Ohio. Such
costs are outside the scope of an ESP and, therefore, cannot be approved pursuant to
R.C. 4928.143 or deferred pursuant to R.C. 4928.144.

When it decided the AEP Ohio Capacity Case on July 2, 2012, the Commission took great
care to explicitly characterize the $188.88/MW-day cost-based capacity charge required to
compensate AEP Ohio for the FRR capacity product that it sells to for-profit power marketers
(also known as competitive retail electric service providers or “CRES” providers) as a wholesale

charge. The Commission reinforced this point throughout its order in the case, stating;

*  “We agree that the provision of capacity for CRES providers by AEP-Ohio,
pursuant to the Company’s FRR capacity obligations, is not a retail electric service
as defined by Ohio law. Accordingly, we find it unnecessary to determine whether
capacity service is considered a competitive or noncompetitive service under
Chapter 4928, Revised Code.

o “Although Chapter 4928, Revised Code, provides for market-based pricing for
retail electric generation service, those provisions do not apply because, as we
noted earlier, capacity is a wholesale rather than a retail service. ”**

®  “Given that compensation for AEP-Ohio’s FRR capacity obligations from CRES
providers is wholesale in nature, we find that AEP-Ohio’s formula rate template is
an appropriate starting point for determination of its capacity costs. "

2! AEP Ohio Capacity Case, Opinion & Order (July 2, 2012) at 13.
“1d. at 22.
¥ 1d. at 33.



The first two portions of the Commission’s order cited above also plainly indicate that the -
Commission viewed AEP Ohio’s provision of wholesale FRR capacity to power marketers as

outside the scope of Chapter 4928 of the Revised Code.

In the same order, the Commission also acknowledged that the purpose of the
$188.88/MW-day wholesale cost-based capacity charge is to compensate AEP Ohio for the FRR

capacity product it sells to for-profit power marketers (CRES providers):

® “We agree that the provision of capacity for CRES providers by AEP-Ohio,
pursuant to the Company’s FRR capacity obligations, is not a retail electric service
as defined by Ohio law. »2

¢ "Upon review of the considerable evidence in this proceeding, we find that the
record supports compensation of $188.88/MW-day as an appropriate charge to
enable AEP-Ohio to recover its capacity costs for its FRR obligations from CRES
providers. "%

* “Given that compensation for AEP-Ohio’s FRR capacity obligations from
CRES providers is wholesale in nature, we find that AEP-Ohio’s formula rate
template is an appropriate starting point for determination of its capacity costs. ">

* “..a capacity charge of $188.88/MW-day is just reasonable and should be
adopted. The Commission agrees with AEP-Ohio that the compensation received
Jrom CRES providers for the Company’s FRR capacity obligations should
reasonably and fairly compensate the Company and should not significantly
undermine the Company’s ability to earn an adequate return on its investment, ”’

The Commission’s order therefore reinforces the fact that that $188.88/MW-day FRR
capacity charge collects wholesale costs that for-profit power marketers owe to AEP Ohjo. That
the Commission ordered AEP Ohio to charge a temporarily discounted rate for the FRR capacity it

sells to power marketers, instead of $188.88/MW-day, does not alter that fact.

** AEP Ohio Capacity Case, Opinion & Order (July 2, 2012) at 13.
% 1d. at 33 (emphasis added).
%0 1d. at 33(emphasis added).
77 1d. at 36 (emphasis added).
10



Though the Commission was careful to properly characterize the exact nature and purpose
of AEP Ohio’s deferred wholesale capacity charges to power marketers in its AEP Ohio Capacity
Case order, the Commission unlawfully disregarded its own findings, and harmed retail
consumers, when it decided AEP Ohio’s ESP case. In that case, the Commission held that AEP
Ohio could collect a portion of the deferred costs resulting from the 35-month power marketer
discount from retail consumers through AEP Ohio’s newly established Retail Stability Rider.
Specifically, the Commission found that $1/MWh of the total Retail Stability Rider charge, or $48
million per year, would be collected from all retail consumers and used to pay down the deferred
costs resulting from the power marketer discount.”® This meant that power marketers would pay
discounted market prices for the wholesale FRR capacity they bought from AEP Ohio through
May 2015 while consumers would pay $144 million more over the same period to fund the power

marketers’ discount.”’

The Commission does not have authority under state law to force retail consumers in AEP
Ohio’s service territory to fund a discount on the wholesale capacity charges owed to it by for-
profit power marketers through an ESP-established charge. The Commission “is solely a creature
of the General Assembly and may exercise no jurisdiction beyond that conferred by statute.””*
The ESP statute (R.C. 4928.143) only gives the Commission authority over retail rates. Indeed,
that statute falls under Revised Code Chapter 4928, which is specifically titled “Competitive

Retail Electric Service.” As discussed above, the Commission itself stated that Chapter 4928 does

** AEP Ohio ESP Case, Opinion & Order (August 8, 2012) at 36. Id. at 75, fn. 32 (citing Ex. LIT-
5).

¥ Id. at 75, fn. 32 (citing Ex. LIT-5).

0 dkron & Barberton Belt Rd. Co. et al. v. Pub. Util. Comm. 165 Ohio St. 316, 319, 135 N.E.2d
400, 402 (1956); See also Penn Central Transportation Co. v. Pub. Util. Comm., 35 Ohio St. 2d
97, 298 N.E. 2d 587 (1973)(“The Public Utilities Commission of Ohio is a creature of the
General Assembly and may exercise no jurisdiction beyond that conferred by statute.”).
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Y 1t was therefore unlawful for the Commission to

not apply to FRR wholesale capacity costs.’
approve recovery of wholesale FRR capacity costs that power marketers owe to AEP Ohio from

retail consumers in the context of AEP Ohio’s ESP.

Moreover, this Court has held that an ESP provision is not authorized by statute if it does
not fit within one of the categories listed in R.C. 4928.143(B)(2).”* The deferred wholesale
capacity costs resulting from the power marketer discount do not fit into any of those categories.
And no reasonable interpretation of that statute would read the categories of R.C. 4928.143(B)(2)
to include a provision that forces retail consumers to pay for discounts on the wholesale charges of

for-profit power marketers.

The Retail Stability Rider itself may have been lawfully established to collect the costs
necessary for AEP Ohio to provide retail service to consumers pursuant to R.C.

4928.143(B)(2)(d), which provides that an ESP may include:

(d) Terms, conditions, or charges relating to limitations on customer shopping for retail
electric generation service, bypassability, standby, back-up, or supplemental power
service, default service, carrying costs, amortization periods, and accounting or deferrals,
including future recovery of such deferrals, as would have the effect of stabilizing or
providing certainty regarding retail electric service;

But that statute does not provide the Commission authority to set aside any portion of the
Retail Stability Rider (i.e. $48 million annually) to allow AEP Ohio to collect costs that fund a
discount to for-profit power marketers from retail consumers. The Commission cannot change the
fundamental nature and purpose of the wholesale FRR capacity costs by collecting them through

an ESP charge.

* AEP Ohio Capacity Case, Opinion & Order (July 2, 2012) at 13 and 22.
%2 In re Columbus Southern Power Co., 128 Ohio St.3d 512, 2011-Ohio-1788, 932.
12



R.C. 4928.143(B)2)(d) specifically relates to retail electric service and authorizes the
Commission to establish terms, conditions, or charges in an ESP that have the effect of stabilizing
or providing certainty regarding retail electric service. But a charge that forces retail consumers to
pay part of the wholesale electric bills of power marketers does nothing to provide stability or
certainty regarding retail electric service. Rather, it results in the subsidization of the for-profit
power marketers through an unnecessary retail rate increase of $48 million annually and $144
million through May 2015. Retail consumers could not even lawfully buy AEP Ohio’s wholesale
FRR capacity product if they wanted to do so. Only certified power marketers doing business in
Ghio can make such purchases. R.C. 4928.143(B)(2)(d) cannot and should not be read broadly
enough to require retail consumers to fund a discount to for-profit power marketers. To do so

would stretch the language of the statute beyond its reasonable bounds.

In its ESP order, the Commission even held out the possibility that retail consumers may
ultimately be held responsible for o/l of the deferred costs resulting from the power marketer
discount, which one party to the ESP case estimated to be as high as $833 million.”® The
Commission stated that “[alny remaining balance of [the FRR capacity cost] deferral that remains
at the conclusion of this modified ESP shall be amortized over a three year period unless
otherwise ordered by the Commission.”* The Commission stated that “[a]ll determinations for
future recovery of the deferral” would be made after the end of the term of AEP Ohio’s ESP.*’
Even outside of the context of an ESP, the PUCO has no legal authority to require retail

consumers to fund a discount on the wholesale capacity charges of power marketers.

*R. 7/9/2012 (Reply Brief of Industrial Energy Users-Ohio) at 13.
** AEP Ohio ESP Case, Opinion & Order (August 8, 2012) at 36.
P 1d.
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The for-profit power marketers are the entities ultimately responsible for paying the entire
$188.88/MW-day cost-based wholesale rate to AEP Ohio in exchange for the FRR capacity
product they buy. That the Commission did not approve immediate recovery of the rate from the
for-profit power marketers does not mean that those marketers are not ultimately responsible for
paying the entire costs owed to AEP-Ohio. A deferral does not change the party responsible for
payment. A deferral only changes the timing of repayment. It is a loan. And the PUCO cannot
order consumers to repay the loan owed by the power marketers. The Commission has many
roles, but one of them is not to artificially enhance the profits of the unregulated power marketers
at the expense of consumers. There is nothing “free market” or competitive about this. Instead, it
is a government-sanctioned subsidy of hundreds of millions of dollars, with no legislative

authority.

The Commission erred by allowing AEP-Ohio to collect any of the deferred wholesale
FRR capacity costs resulting from the 35-month power marketer discount from retail consumers
through an ESP-established charge. Such costs are outside the scope of the ESP and therefore,
cannot be approved under R.C. 4928.143. Further, since deferred wholesale FRR capacity costs
cannot be approved pursuant to R.C. 4928.143, they cannot be deferred pursuant to R.C.
4928.144. R.C. 4928.144 provides that the Commission may authorize a phase-in only of a “rate
or price established under Sections 4928.141 to 4928.143 of the Revised Code.” As the
Commission repeatedly stated in the AEP Ohio Capacity Case, the wholesale FRR capacity

charges were not established under Chapter 4928 of the Revised Code.

Because the Commission exceeded its statutory authority when it forced retail consumers
to fund a discount on the wholesale FRR capacity costs that for-profit power marketers owe to

AEP Ohio, the Commission’s finding is unlawful and unreasonable and should be reversed by this

14



Court. The Court should require the Commission to order a refund by AEP Ohio of the unlawful
Retail Stability Rider charges that retail consumers have already paid and should find that the
Commission does not have legal authority to allow AEP Ohio to collect any of the deferred
wholesale capacity costs resulting from the power marketer discount from retail consumers in the

future.

RELIEF REQUESTED

The Court should rule that the Commission acted outside the scope of its authority when it
allowed AEP-Ohio to begin collecting from consumers the deferred wholesale capacity costs
resulting from the power marketer discount, and that such collection from consumers in the future

is prohibited.
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CONCLUSION

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

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

and unreasonable and should be reversed.

This case should be remanded to Appellee with

instructions to correct the errors complained of herein.

August 12,2013
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INTHE SUPREME COURT OF OHIO

In the Matter of the Application of
Columbus Southern Power Company and
Ohio Power Company for Authority to
Establish a Standard Service Offer
Pursuant to §4528.143, Ohio Rev. Code,
In the Form of an Electric Security Plan

Case No. 2013-0521
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of Ohio

Public Utilities Commission of Ohio

Case Nos. 11-346-EL-8580
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In the Matter of the Application of
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Ohio Power Company for Approval of
Certain Accounting Authority
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Appellant, The Ohio Energy Group (“OEG”), a party of record in the above-styled
proceedings, hersby gives notice of its appeal, pursuant to R.C. 4903.11 and 4903.13 and
S.Ct.Prac.R. 10.02(A), to the Supreme Court of Ohio and Appellee, the Public Utilities
Commission of Ohie (“Commission”), from an Opinion and Order issued August 8, 2012
(Exhibit A), an Entry on Rehearing issued January 30, 2013 (Exhibit B), and a Second Entry on
Rehearing issued March 27, 2013 (Exhibit C) by Appellee in PUCO Case Nos. 11-346-EL-5S0,

11-348-EL-880, 11-349-EL-AAM, and 11-350-EL~-AAM (collectively, “Commission cases”),

Appellant was and is a party of record in the Commission cases, and timely filed its
Application for Rehearing of Appellee’s August 8, 2012 Opinion and Order in accordance with
R.C. 4903.10. Appellant’s Application for Rehearing was denied, with respect to the issues on
appeal herein, by Appellee’s Entry on Rehearing issued January 30, 2013, Subsequently, other

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

27, 2013.

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

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

unreasonable in the following respects, as set forth in Appellant’s Agpplication for Rehearing.

1.

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

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

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

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

with instractions to correct the errors complained of herein.

May 28, 2013
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11-346-EL-850, et al, <1-

The Commission, considering the above-entitled applications, and the ecord in
these proceedings, hereby issues its opinion and order in these matters,

APPEARANCES:

Steven T. Nourse, Matthew J. Satterwhite, and Yazen Alami, Amerdcan Electeic
Power Segvice Corpuration, One Rivargide Flaza, 298 Floor, Columbus, Ohlo 432152373,
and Porter, Wright, Morrls & Arthus, LLP, by Danial R. Conway and Christen Mocre, 41
South High Street, Columbus, Ohlo 43215, on behalf of Chio Power Company.

Mike DeWins, Attorney General of the State of Ohio, by Werner L. Margard I,
John H. Jones, and Steven L. Becler, Assistant Attomeys General, 150 Bast Broad Street,

Columbus, Ohio 432153793, on behalf of the Staff of the Public Utilities Comumission of
Ohdo,

Bruce |. Weston, Interim Ohio Constumers’ Counsel, Office of the Ohio Consumess’
Counsel, by Maureen R. Grady, Joseph P. Serio, and Terry L. Bter, Assistant Consumery’

Counzel, 10 West Broad Street, Cotumbus, Ohio 43215-3485, on behalf of the residential
utility consumens of Ohlo Power Company, : .

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

Taft, Stettinius & Hollister, LLP, by Mark 5. Yurick and Zachary D, Kravitz, 65 Bast
State Street, Suite 1000, Cohumbus, Chio 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, Ohlo 43215-4228, on behalf of
Industrial Energy Users-Ohio. - '

Bell & Royer Co,, LPA, by Barth E Royer, 33 South Grant Avenne, Columbus, Ohlo
43215-3927, on behalf of Dominion Retadl, Inc.

Varys, Sater, Seymour & Pease, LLF, by M. Howard Petricoff, Lija Kaleps-Clark,
and Stephen M. Howard, 52 Bast Gay Street, Columbus, Ohlo 43216-1008, and Cov

& Butling, by Willlam Massey, 1201 Pennaylvania Avenue, Washington, D.C. 20004, on
behalf of The COMFETE Coalition.

Votys, Sater, Seymour & Pease, LLP, by M. Howard Petricoff, Lija Kalops<lark,

wd Stephen M. Howard, 52 East Gay Street, Columbus, Ohio 43216-1008, on behalf of PIM
Power Providers Group.
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Vorye, Saber, Eeymour & Pease, LLP, by M. Hownard Petricoff and Lija Keleps-Clazk,
52 Bast Gay Street, Columbus, Ohlo 43216-1008, and Joseph M. Clark, 5641 North High
Street, Suite 200, Worthington, Ohlo 43085, on behalf of Direct Ensrgy Services, LLC and
Direct Energy Business, LLC.

Vorys, Sater, Seymous & Pease, LLP, by M. Howard Petricoff and Lija KalepsClark,
sznwsaymmmm,om&nmmmbemdwwmly
Asgocistion,

Vorys, Safer, Seymour & Pease, LLP, by M. Howard Petricoff, Lija Kaleps-Clark,
and Stephen M. Howard, 52 East Gay Street, Columbus, Ohlo 43216-1008, and Bimer,
Stahl, Klevorn & Solberg, LLF, by David Stahl and Scott Solberg, 224 South Michigan
Avenue, Saite 1100, Chicago, Winois 60604, on behalf of Exelon Generation Coapany,
Consteliation NewEnergy, Inc., and Constellation Energy Commodities Group, Ing.

kee Miller, LLP, by Christopher L. Miller, Geegory J. Dunn, and Asim 2. Haque, 250
West Street, Columbus, Ohio 43215, on behalf of the Association of

?Mﬁgo{ﬂhﬁo,&mdtyoﬂﬁﬂsbom the city of Grove Clty and the dity of Upper

Bricker & Bckder, LLP, by Lisa Gatchell McAlister and J. Thomas Skwo, 100 South
Third Street, Columbus, Ohlo 432158291, on behalf of Ohlo Marmfacturers Association.
Bnergy Group,

Bricker & Eckler, LLP, by Thomas J. O'Brien, 100 South Third Street, Colunbus,

" Ohio 432134291, and Richard L. Sites, 155 East Broad Street, 15% Floor, Columbus, Chio

43215-3620, on behalf of Ohio Hospitsl Assoclation,

Calfee, Halter & Griswold, LLP, by James F. Lang, Lavra C. McBride, and N, Trevor
Alexander, 1400 KeyBank Center, 800 Superior Avenue, Cleveland, Ohio 44114; Jones Day,
by David A. Kutik and Allison B, Haedt, 901 Lakeside Avenus, Clavelang, Chio 44114
11%,muma.ﬂqm7smmmmomm,mwo¢
FirstEneegy Solutions Corporation.

Joseph V. Maskovyek and Michasl Smalz, Ohlo Poverty Law Center, 555 Butdes
Avenne, Columbas, Ohio 43215, on behalf of Appalachian Peace and Justice Network.

Keating, Muething & Klekamp PLL, by Kenneth P. Kreider, One Bast 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 Bast, LP, and
Sam's Bast, Inc, '
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 SNRDenton US, LLP, by Emma F, Hand, Dandel D. Barnowskd, and Thomas Millar,
James Rubin, 1301 K Street NW, Suite 600 Bast Tower, Washington, D.C. 20005, on behalf
of Ormet Primary Aluminm Corporation.

Bricker & Eckler, by Christopher 1. Montgomery, Matthew Wamock, and Tesrence
ODonnall, 100 South Third Street, Columnbus, Ohlo 43218-4291, and Richard L. Sites, 155
Bast Broad Steet, 158 Floor, Columbna, Ohlo 43215-3620, on behalf of Paulding Wind
Farm I LLC, :

Gregory J. Poulos, 471 Bast Broad Street, Suite 1520, Columbus, Ohlo 43215, on
behalf of EnetNOCIne,

William, Allwein & Moser, by Cheistopher J. Allwien, 1373 Grandview Avenus,
Sulte 212, Columbus, Ohio 43212, on behalf of Natural Rescurces Dafense Council,

Matthew White, 6100 Emerald Parkway, Dublin, Ohlo 43016 and Whitt Sturtevant,
LLF, by Mack A. Wiitt, Melissa L. Thompson, and Andrew J. Campbell, 135 Bast Broad
Street, Suite 2620, Columbus, Ohio 43215, on behalf of Interstate Gas Supply, Inc.

Balley Cavalleri, LLC, by Dane Stinson, 10 West Broad Street, Columbus, Ohio
43215, on behalf of Ohlo Associetion of School Business Officials, Ohdo School Boards
Association, Buckeye Association of School Administrators, and Ohio Schools Council.

Chad A. Bndsley, 280 North High Street, P.O, Box 182383, Columbus, Ohlo 43218,
on behalf of the Ohio Parm Burean Faderation.

Buckley King, by Deim N. Kaelber, 10 West Broad Sizeat, Sulte 1300, Columbus,
Ohio 43215, on behalf of Ohio Restaurant Aseociation.

Elizabeth Watts and Rocco TV Ascenzo, 139 Bast Fourth Strest, Cinclomatl, Ohdo
45202 and Eberly McMahon, LLC, by Robert A. McMahon, 2321 Kemper Lane, Suite 100,
Cincinnatl, Ohio 45206, on behalf of Duke Energy Ohio, Inc.

Amiy B, Spiller and Jearme W. Kingery, 139 East Fourth Street, Cincinnati, Ohlo
43215, and Thompsen Hine, LLP, by Philip B. Sineneng, 41 South High Stseet, Suite 1700,
Columbus, Chio 43215, on behalf of Duke Energy Retail Sales and Duke Energy

. Comenerclal Asset Management Inc.

Charles Howard and Sarah Bruce, 653 Metro Place South, Suite 270, Dublin, Obdo -
43017, on behalf of Ohlo Automobile Dealers Association. ’
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Judi L Scbeck!, 1065 Woodman Drive, Dayton, Ohio 4542, cn bebalf of Dayton
Power and Light Company. :

Kegler, Brown, Hill & Ritter, LPA, by Roger P, Sugarman, 65 Bast State Street, Suite
1800, Columbus, Ohlo 43215, on behalf of National Federation of Independent Business -
Ohio Chapter,

Thompson Hine, LLP, by Carolyn 8. Flahive, Stephanie Chmiel, and Michasl
Dillerd, 41 South High Street, Suite 1700, Columbus, Ohio 43215, on behalf of Border
Energy Electric Services, Inc.

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

Hahn, Losser & Parks, LLF, by Randy Hart, 200 Huntington Building, Cleveland,
Ohio 44114, on behalf of Summit Ethanl, LLC d/b/a POET Biorefining-Lelpsic and
Fostoria Ethanol, LLC d/ b/a POET Biorefining-Fostoria. ‘

Jay B. Jadwin, 155 West Nationwide Blvd,, Suite 500, Cohumbus, Chio 43215, on
behalf of AEP Retafl Energy Partners, LIC.

Matthew Cox Law, L1d., by Matthew Cox, 4145 St. Theresa Boulevard, Avon, Ohio
44011, on behalf of the Council of Smaller Enterprises.

Williams, Allwein & Moser, by Todd M. Williams, Two Maritime Plaza, Toledo,
Ohio 43604, on behalf of the Ohlo Business Counxil for a Clean Economy.

, Dicksteln Shapiro LLF, by Lamry F. Eisenstat, Richard Lehfeldt, and Robert L.
. Kinder, 1825 Eye St. NW, Washington, D.C. 20006, on behalf of CPY Power Development,
inc.
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On Maxch 18, 2009, the Commission issued its opinlen and order regarding
Columbus Southern Power Company’s (CSP) and Oliio Power Company’s (OPF) (jointly,
ARP-Ohio or the Companies) application for an electric secusity plan (BSP 1 Order) in
Case Nos, 08-917-EL-8S0 end 08.918-BL-850. The ESP 1 Order was appealed to the
Supreme Court of Ohlo (Court). On Apuil 19, 2011, the Court affinmed the BSP Order in
mimerous respects, but remanded the procsedings to the Cammission, The Commission
issued its order on remand on October 3, 2011, In the order on remand, the Commission
found that AEP-Ohio should be authorized to continue its recovery of incremental capital

costs incurred after January 1, 2009, on past environmental investments (2001-
2008) that were not previously refiected in the Companied’ existing rates prior to the ESP1
Ozder. In addition, the Commission found that the provider of last resort (POLR) charges
authorized by the BSP 1 Order were not supported by the record on remand, and directed
the Companies to eliminate the amount of the provider of last resort (POLR_ charges
authorized in the ESP Order and file revised tariffs consistent with the order on remand.

OnmeW.ZUILAEP-Ohioﬁledﬂm instant application for a standard pervice
offer (850) pursuant to Section 4928.141, Revised Code, This application is for approval of
an electric security plan (BSP 2) in accordance with Section 4528.143, Revised Code, As

filed, AEP-Ohio’s 850 application for ESP 2 would commence on January 1, 2012, and
contirue through May 31, 201,

The following puheswmgxanudhmvmﬁonby entries dated March 23, 2011,
and July 8, 2011: Industrisl Energy UsersOhio ((EU), Duke Energy Retail Sales, LIC
(Duke Retail), Ohio Energy Group (OEG), Ohio Hospital Assoclation {(OHA), Ohio
Cbnaumud(&mnsaaDCC)(ﬂdo!hﬂnusﬁuJUERddﬂeEhagy«Jmmm The Kroger

Company (Kroger), FirstEnergy Solutions Corporation (FES), Paulding Wind Farm ILLLC
{Paulding), Appalachian Peace and Justice Network (APFIN), Ohlo Marwmfacturers’
A&mcmmnxﬂnzmg'Gbuu:@DhUﬂKﬁ AEP Rﬂhﬂ'&mngyihﬂman!lﬂ:ﬂuﬂ'Reuﬂ)
Distributed Wind Energy Association (DWEA)* PJM Fower Providers Group (P3),
Constellation NewEnergy, Inc. and Constellation Energy Commoditles Group, Inc.

1 wwmm.nanmmmmmzwmmmmmmﬂh
the Comunlselon’s Decomnbar 14, 2011 Order,

2 On August4, 2011, DWEA Hed a motion to willulraw Ecom e ESP 2 proceedings. DWEA'S veguest to
withdraw was gragded in the Dacember 14, 2031 Ordex,
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(Constellation), COMPETE Coalitions {(Compete), Matural Resources Defenss Council
(NRDC), The Slerra Clob {Sievra), city of Hilliard, Ohio (Filliard), Retsi] Energy Supply
Association (RESA), Rxelon Generation Company, LLC (Exelon), ity of Grave City, Ohio
{Grove City), Association of Independent Colleges and Universities of Ohio (AICUO),
Wal-Mart Stores Enst, 1P and Sam’s East, Inc, (Wal-Mart), Dominion Refail, Inc,
{Domiinion Retall), Environmentsl Law and Policy Center (ELFC), Ohio Environmental
Cnmﬂo(cc;ﬁq,%ethﬁmymmnm Corposation (Ormet) and BnesMNOC, Inc
{EneeNOC), ,

On September 7, 2011, numerous parties (Signatory Pasties) to the ESP 2
proceedings filed a Joint Stipulation and Recommendation (Stipulation). The Stipulation
proposed to resolve the ESP 2 cases as well as 8 number of other related AEP-Ohio matters
pending before the Commission® The evidentiary hearing in the ESP 2 casen was
consalidated with the related proceedings for the sole purpose of considering the
Stipulation. On December 14, 2011, the Commission issued its Opinion and Opder,
concluding that the Stipulation, as modified by the order, should be sdopted and
approved. As part of the December 14, 2011, Order, the Cornmisslon approved the merger
of CSP with and into OP, with OP as the surviving entity

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 Commission issued
its Entry on Rehearing finding that the Stipulation, as a package, did not benefit ratepayers
and was not in the public interest and, thus, did ot satisfy the three-part test for the
consideration of stipulations, AEP-Chio was directed to provide notice to tha Commission
within 30 days whether it intended to modify or withdraw its ESF.

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

3 Inchuding an emergency eurtaliment procesding bn Case Nos, 10-345-EL-ATA and 10-SI4-EL-ATA
(Emargency Curtaflment Cased); & request fo the mexger of CSP with OP in Cxte No, 10-2376-BLUNC
nmayx(hnmﬂnCmmﬂnhnnwkwofﬁudﬂhnmmumﬂbnnwdnﬁnnhn&namuﬂydquh
be msessed ou competitive yeladl electric service (CRES) providers in Case No. 10-2820-H0-UNC
(Capacity Cose); anad & request for approvel of & mechaniom to rectver deferred fued cosls and
ecopanding treatment in Case Nos. 11-4920-EL-BOR and 11-4921-EL-ROR (Fhase-in Recovesy Coses),
By entty fssued on Maxch 7, 2012, the Conmision agein approved and confirmed the merger of CSP
into OF, effective Decerbaz 31, 2011, in the Mexger Case,
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modified ESP contalns provisions addressing distribution service, economic development,
alternative energy resource requirements, and energy efficiency requirements,

The modified ESP also sets forth that AEP-Ohdo will begin an energy auction for 100
percent of its S50 load beginming in 2015, with full delivary and pricing through a
competitive auction process for AEP-Ohlo’s S50 customers beginning in June 2015,
Beginning six months after the final order in the modified BSP case, the application states
AEP-Chio will begin conducting enesgy auvctions for five percent of the 550 load. In
addition, the modified ESP provides for the elimination of Amerivan Blectric Powez
Carporation’s Egst Inferconnection Pool Agreement and describes the plan for corporate
separation of AEP-Ohio's gersration assets from its distribution and transmisaion assets,

In addition to the parties previously granted intervention in this matter, following
AEP-Chio’'s submission of its modified ESP, the following parties, were granted
intervention on April 26, 2012: Interstate Gas Supply, Inc. {(IGS); The Ohlo Association of
School Business Officials, The Ohio School Boards Association, The Buckeye Association of
Schoal Administrators, and The Ohio Schools Counul {collectively, Ohlo Schools); Ohio
Farm Bureau Federation; Ohio Restaurant Association; Duke Energy Ohio, Inc. (Duke);
Duke Energy Commercial Asset Management Inc. (DECAM); Direct Ensrgy Services, LLC
and Direct Energy Business, LLC (Direct); The Ohio Automobile Dealers Association
{OADA); The Dayton Power and Light Corapany; The Ohlo Chapter of the National
Federation of Independent Business (NFIB); Ohlo Construction Materials Coalition;
Council of Smaller Enterprises; Border Energy Fleciric Services, Inc; University of Toledo
Innovation Enterprises Corporation; Sumumit Ethanol, LIC d/b/a POET Biorefining-
Leipsic and Fostoria Bthanol, LLC d/b/a POET Biovefining-Fostoria (Summit Behanol);
city of Upper Aslington, Ohlo; Ohlo Business Council for a Cleany Beonomy;: TBEW Local
Undon 1466 (IBEW); city of Hillsboro, Ohlo; and CPV Power Development, Inc.

D.

Four local public hearings were held in order to allow AEP-Ohio’s customers the
opportunity to express their opinions regarding the issues raised within the modified
application. Public hearings were held in Canton, Columbus, Chillicothe, and Lima, At
the local hearings, a total of 67 witnesses® offered testimony: 17 witnesses in Canton, 31
witnesses in Columbus, 10 witnesses in Chillicothe, and nine witnesses in Lima. In
addition to the public testimony, nurnerous letiers weze filed in the docket regarding the
propoged ESP applications,

5 Orw witnass, Doug Leuthold, testified st both the Cobunbus and Lima public bearings,
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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 community
groups and non-profit organizations that praised AEP-Ohdo’s charitable support to their
organizations, Witnesses that testified in favor of the modified BSP slso noted that ARP-
Ohio maintains a positive corporate presence and promotes economic development
endeavors throughout its service territory, Members of local undons testified in support of
AEP-Ohiv's proposal, explaining it would not only allow ABP-Ohio to retain jobs, but also
create new jobs a8 AEP-Olio continues to expand its infrastructure throughout the reglon.

Several residential customers testified at the public hearings In opposition to AEP-
Ohio’s modified ESP, noting an increase in eustomer rates would be burdensome in light
of the current economic recession. Many of these witnesses pointed out that low-income
and fixed-income residential customers would be particulady vulnerable fo any rate

increases, Several wiinesses also urgued that the proposed application might limit
customers’ ability to shop for a CRES supplier.

In addition, many witnesses testified on behalf of small business end commercial
cusiomers, These witnesses argued the proposed rate increases wonld be Inindensome on
emall businesses who cannot take on any electric rate increases withont either Jaying off
employees or passing costs on to customers, Representatives on behalf of school districts
also testified that the modified BSP could create a financial strain on schools throughout
AHP-Obio's service territory.

2. Bvidentiary Hearlng

The evidentiary hearing comumenced on May 17, 2012. Twelve witnesses testified
on behalf of AEP-Ohio, 10 witnesses on behalf of the Staff, and 54 witnesses offered
testimony on behalf of various interveners to the cases. In additon, AEP-Ohlo offered
three witnesses on rebuttal. The evidentiary hearing concdluded on June 15, 2012. Initial

" briefs and reply briefs were due June 29, 2012, and July 9, 2012, respectively, For those

parties that filed a brief or reply brief addressing select issues, oral arguments were held
before the Commission on July 13, 2012

B Procedyzal Matters
1 Motjons to Withdraw
On May 4, 2012, the city of Hilllard filed a notice requesting to withdraw 25 an
intervenor from the modified ESP cases. Also on May 4, 2012, IBEW filed a notics stating

that it intends to withdraw as an intervenor in these proceedings. The Commission finds
IBEW's and Hilliasd's requests to withdraw reasonable and should be granted,

00021




11.-345-ELS50, et al. . s

On May 2, 2012, AEP-Ohio filed & motion for a protective order, seeking protective
treatment of supplenental testimony and corresponding exhibits of AEP-Ohio witness
Nelson containing confidential and proprictary information ralating to the Turning Point
Solar project (Twmning Point), On May 4, 2012, OMAEG filed a motion for a protective
order relating to propeistary business information of OSCO Industries, Summitville Tiles,
Belden Brick, Whirlpool Corporation, Lima Refining, and AMG Vanadiwm, Also, on May
4, 2012, IBU fled a motion for & protective order seeking o protect confidentia) and
proprietary information contained within witness Kevin Minray's testimony. FES filed a
motion for proective treatment on May 4, 2012, for confidential items contained in
atiachments to witness Jonathan Lesser’s testimony. In addition, Exelon fled 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 protecion of confidential AEP.Chio
information contained within YU witness Murray, FES witness Lesser, and Bxelon
witness Fein's testimony, Finally, on the record in these proceedings May 17, 2012, ARP-
Oldo also sought the contimuation of protective treatment of exhibits attached to AEP-Ohlo

witness Jay Godfrey, us previcusly 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 attotney examiners granted the
motions for protective arder, finding the information specified within the paties’ motions
constitutes confidential, proprictary, and trade secret information, and mests 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 ord otectt
orders prohibiting public disclosure pursuant to Rule 4901:124(D), O.AC, shall
automatically expire after 18 months. Therefore, confidential ieatment shall be afforded
for a period ending 18 months from the date of this ceder, until February 8, 2014, Untl)
that date, the Docksting Division should maintain, under seal, the conditiona! diagrams,
filed under scal. Rule 4901:1-24(F), O.AC., requires any party wishing to extend a
protective order to file an appropriate motion at least 45 days in advarce of the expiration
date, including a detailed discusalon of the need for continued protection from disclosure,
¥ 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, TEU and Ormet filed motions for protective order
reganding jtems contained within their nitial briefs. Specifically, both the information for
which [EU and Ormet's are sesking confidential traatment was already determined to be
confidential in the evidentiary hearing and was discussed in a closed record, On July 5,
2012, ABP-Ohlo filed a motion for protective order over the iterns contained within Ormet
and [EUs briefs, noting that it condaing proprietary and trade secret information. On July
9, Ormet filed an additional motion for protective order for the same information, which it
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algo included in its reply brief filed on July 9, 2012 Similarly, ABP.Ohio filed a motion for
protective arder on July 12, 2012, in suppart of Oxmet's motion, as it contains ARP-Ohio's
confidential zade secret information. As the stiomey examiners previously found the
information contained within the IEU and Ormet'a initial briefs and Ormet’s reply brief
was confidential in the evidentiary hearing we affinn this decision and find that

confidential treatment shall be afforded for a period ending 18 months from the date of
this order, until Pebruary 8, 2014. '

IEU argues that the record impropesly Includes evidence of stipulations as
Specifically, IRU argues that several witnesses relied on Duke Energy-Ohio’s

B5P to indieate that cestain proposed riders were appropriate. TEU also points ont that
witniess relied on ARP-Ohio's distribution rate case stipulation as evidence of AEP-Chio's
capital structure, IEU claims that these stipolations expressly staie that no pasty or

Commission order may cite to a stipulation as precedent, and accordingly, IEU requests
that the refarences to stipulations be struck.

The Commission finds that IRU's request to strike portions of fhe tecord shauld be
denied. We acknowledge that individual components agreed to by parties in one
proceeding should not be binding on the parties in othex proceedings, but we fivd that
references to other stipulations in this proceeding ware Himited in scope and did not create
any prejudicial impact on parties that signed the stipulations. Conaistent with our Finding

- and Order in Case No, 11-5833-BL-UNC, we also riote that, while parties may agree not to

be bound by the provisions contained within a stipulation, these limitations do not extend
to the Commission.

Inaddition, IEX claims the attorney examiners improperty denfed IEU's motions o
compel discovery. Iniis motions to compel discovery, TEU sought information related to
AXP-Ohio’s fovecasts of the RPM price for capacity, which IBU alleges wonld have

provided information relating to the transfer of ABP-Ohio’s Amos and Mitchell generating
uits,

The Commission finds the attorney examiners’ dentals of IEU's motions to compel
discovery were proper and should be upheld. As noted in AEP-Ohlo's memorandum
contra the motion to compel; the information TEU sought relates to ARP-Ohdo forecasts
beyond the period of this modified BSP. As these proceedings relate to the
appropriateness of AEP-Ohlo's modified ESP, we find that any forecasis beyond the terms
containgd within ABP-Ohio's application are imelevant and unlikely to lead to
discoverable information. Ascordingly, the attorney examiners’ ruling is affirmed.

On July 13, 2012, OCC filed & motion to strike four specific portions of ARP.Ohio's
reply brief at pages 29.30, 33-34, 68-69, 97-99, inchuding footnotes, and attachments A and
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B, 28 OCC asserts the information is not besed on the record in the modified ESP
proceeding but reflects the Commiasion’s Order issued in the Capacity Case on July 2,
2012, OCC submits that the Commiseion has previously recognized that “it is improper to
rely on clainw in the belef that are unsupported by evidence within the record.* In this
instance, OOC points out that AEP-Ohio attached to its reply brief, documents that were
not part of the vecord evidence or designated late-filed exhibits, a statement by Standard
and Poo's (Attachment A) and the Company's zecalculation of its ESP/MRO test
(Attachment B) based on the Commission’s decision in the Capacity Cage. Since neither
document is part of the modified BSP recard evidence, OCC reasons that the attachments
are hearsay which are not excused by any exception to the hearsay rule, OCC also nates
that the reply brief includes discussion of recent storms in the Midwest and the Bast Coast,
and there is nothing in the record reganding the strength of the winds or the ability of the -
Company’s system to withstand hurricane force winds Furthermore, nelther the
attachments nor AEP-Ohio’s assertions was subjected to cross-examination by the

nor the parties afforded an opportunity to rebut the essociated arguments of the

Company. For these reasons, OCC requests that Attachments A and B and the specified
portions of the reply brief be siricken, . .

In its memorandum contra, AEP-Ohio asserts that discussion of matters related to
the Commissio’s Capacity Case decision were appyopriate. AEP-Ohio notes that it is fair
to rely on s Commission opinion and order and reasonable to consider the impact of the
Capacity Case en these proceedings, as evidenced by Commission questions dusing the
oral. arguments held on July 13, 2012, In addition, ARP-Ohio points out that several
parties’ reply briefs also included significant discussion of the impact of the Capagity Case
on the modified ESP. Similarly, AEP-Ohio notes that the attachments indicate the fmancial
impact of the Capacity Case on AXP-Ohio, and that the items sre consistent with the
testimony of AEP-Ohio witness Hawkins, Finally, AEP-Ohio provides that its veferences

to major storms that occurred this summer relate o customer expsctations and AEP-
Ohlo’s need for the DIR.

The Commission finds that OCC’s motion to strike portions of AEP-Chic’s reply
brief should be denied. The Company's reply brief reporis the impact of the
Commisslon’s Order in the Capacity Case based on subject mattess and information
subjected to extensive cross-examination by the parties in the course of this proceeding,
Furthermore, several of the parties to this proceeding discuss in their respective reply
briefs the Order in the Capadity Case. For these reasans, we conclude that §t would be
improper to strike the portions of AEP.-Ohio's reply brist, including Attschment B, which
reflect ABP-Ohio’s interpretation of the Commission Capacity Order a5 requested by OCC.
We, likewise, deny OCC's request to strike the Company’s reference to recent storms,
whue&eCompmyoﬁuedmppoﬁmmpoﬁﬁmmmrdhﬁmyupeMm.
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
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Standard & Poor's regarding the effect of the Commission’s Capacity Charpe Order, and
should be stricken. We find that the Company’s Attackment A is not part of the record
and should not be considlered by the Commission in this proceading.

On July 20, 2012, OCC/ APIN filed a motion to teke adeinistative notice of savesa)
items contained within the record of the Capacity Case. Sperifically, OQOC/AFIN seek
administrative notice of pages 3, 9, and 12 of the direct testimony of AEP<Ohlo witness
Murceineki, pages 19-20 of the rebutial testimany of AEP-Ohio witness Allen, pages 304,
348-350, and 815 of the hearing transcripts, and ABP-Ohie’s post-hearing initial and reply
briefs. OCC/APIN opine that the record should be expanded to incdude these materisls in
order to have a more thorough record on issues pertaining to customes rates. Purther,
OCC/APIN state that no parties would be prejudiced as parties, pariiculardy those
involved in the Capacity Case, who had opportunities to explain and rebut these items.

AEP-Ohjo filed a memorandum contra OCC/ APJN's motion on July 24, 2012, AEP-
Ohlo argues that OCC/APIN improperly sesks to add documents into the record at this
late stage, is not only inappropriabe, but also unnecessary as there are no further actions to
these proceedings except the Commilssion opinton and order and rehearing. AEP-Ohlo
notes the Commission has broad discretion in handling its proceedings, but points out that
the small subset of information could have & prejudleial effect to parties, and due process
would require that other parties be permitted to add other items to the record.
addition, AEP-Ohio explaina that OCC/ APIN had the apportunity in the BSP

to Further explore azeas of the Capacity Case that were related to parts of the modified
BSP. .

On August 6, 2012, FES also filed a memorandum contra OCC/APIN's motion. On
August 7, 2012, OCC/APIN filed a motion to sixike FES's memorandum contea, In
support of its motion ¢ strike, OOC/APIN argues that FES filed its memorandum contra
17 days after OCC/APIN filed its motion, past the procecural deadlines established by
attomey examingr entry issued April 2, 2012, The Commission finds that OCC/AFN's
motion to strike FES's memorandum cantre OCC/ APIN's motion shonld be granted, By
entry issued April 2, 2012, the atiorney examiner set an expedited procedural schedule
mﬂbhmg&wmymmmnmbemedmmmﬁvecﬂmdudayﬂm&em
of any motions. Therelore, as FES filed ifs memorandum contra 17 days aftar OCC/APIN
filed tts motion, OCC/ AFIN’s motion to strike shall be granted.

The Commission finds that OOC's moton to take administrative notice should be
denied. ABP-Ohio correctly points out that the tming of OCC/AFN's request is
troublesome and problematic, While the Commission has broad discretion to take
administrative notice, #t must be done in a manner that does not harm or prejudice any
other parties that are participating in these proceedings. ‘Were the Comunission to take
notice of this narrow window of information, we would be allowing a party to supplement
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the record in a misleading manner. Further, while we acknowledge that parties may rely
on the Commission’s order in the Capacity Case, a3 1t speaks for itself, to show efferts on
items in this proceeding, to excdusively select narrow and focused items in an attempt to
supplement the record ia not appropriate. Accordingly, we deny OCC'a motion,

T DECUSSION

Chapter 4928 of the Revised Code provides an integrated system of regulation in
which specific pravisions were designed to advance state policles of ensuring access to
adequate, seliable, and reagonably priced electric service in the context of significant
economic and environmentsl challenges. In reviewing AEP-Ohlo's application, the
Coanamisslon is cogrdzant of the challenges facing Obloans 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 (58 221).

Section 492802, Revised Code, states that it is the policy of the state, inter alia, to:

(1)  Ensure the availability to consumers of adequate, rellable, safe,

efficient, nondiscriminatory, and reasonsbly priced retail
slecttic service,

(3 Ensure the availability of unbundled and comparable retail
electric service. .

(3)  Ensurediversity of electric supplies and suppliess.

(4} Encourage irmovetion snd market access for cost-effective
supply- and demand-side refail electric service including, but
not Hmited to, demand-side management (DSM), time
differentiated pricing, and implementation of advanced
metering infrastructure (AMI),

() EBncousage cost-effective and efficlent access to information
regarding the operation of the transmisslon and distribution
systems in ordes to promote both effective customer chojee and
the development of performance shandards and targets for
setvice quality.

(6) Ensure effective retail competition by evoiding anticompetitive
subsidies. .
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(7}  Ensure retail consumers protection against unressonable sales
practices, market deficiencies, and market power.

(8 Provide a means of giving incentives 1o technologies that can
adagt to potential envirenmental mandates,

(% Encoursge implementation of distributed generation® acroes
customer classes by reviewing and updating rules governing
fssues such us intercomnection, standby charges, and net
metering,

{10) Protect atrisk populstions including, but not limited to, when
congidering the implementation of any new advanced ensrgy
or renewahle energy resource,

In addition, SB 221 enacted Section 4928.141, Revised Code, which provides that
effective January 1, 2009, electric utilitles must provide consumers with an S50 consisting

of elther a market rate offer (MRO) or an BSP. The S50 is to serve as the electric utility’s
default 580,

AEP.Ohio’s modified application in #is 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 4923143, Revised
Code, to send notice of the hearing to the electric utlity, and to publish notice in &
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
pasagraph (B) of Section 4928.143, Revised Code an BSP must inchude provisions relating
to the supply and pricing of generation service. The ESP, actording to paragraph (BX2) of
Section 498,143, Revised Code, may also provide for the automatic recovery of ‘certain
costs, a reasonable sllowance for certzin construction wark in progress (CWIP), an
unavoldable surcharge for the cost of certain new generation facilities, conditions or
charges relating to customer shopping, automatic incresses or decreases, provisions to
allow securitization of any phase-in of the SSO price, provisions relating to transmission-
related costs, provisions related to distribution service, and provisions regarding econornic
development.

The statute provides that the Comumission 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 recavery of defecrals, s more faverable in the aggregate us
compared to the axpected results that would otherwise apply in an MRO under Saction
4928.142, Revised Code. In addition, the Commisaion must reject an ESP that contalns 2
murcharge for CWIP o7 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.

1. EDRTRLION featas

A

As part of its modifled ESP application, AEP-Ohio proposes to freeze base
genaration rates until all rates are established through a competitive tidding process,
AEP-Ohlo mainfaing that the fixed pricing i3 8 benefit to customers by providing
reasonably priced electricity in furtherance of Section 4928.0%{A), Revised Code, AEP-
Ohio explaing that while the base generation rates will remain frozen, it will relocate the
current Bvironmental Investment Carrying Cost Rider (BICCR) into the base gensration
rates, which will result in the elimination of the RIOCR. AEP-Ohio witness Roush
provides the change is merely & roll in and will be “bill neutral® for all AEP-Ohio
customers (AEP-Ohio Ex. 118 at 8; AEP-Ohio Ex. 111 at 10-11),

While AEP-Ohio’s base generation rates will be frozen under the modified BSP,
AEP-Ohlo witness Roush notes that the generation rates are based on cost o
and include cross-subsidies among tarif classes, which, upon class rates being based onan
auction, may result in cestain customer classes being disproportionately impacted by rate
changes. Mr, Roush notes that residential customers with high winter usage may face
unexpected impacts, but that a possible solution may be to phase-out lower ratea for high
winter usage customers (Id. st 14-15).

OADA supports the adoption of the base gensration rate design as proposed,
advecsting that the conalatency in'the rate design is beneficial for GS-2 customers (OADA
Br. at 2)..0QC and APJN daim that frozen base generation rates ig not a benefit to
cusiomess, as the price of electricity affered by CRES providers have declined and may .
contione to decline through the term of the ESP (OCC Bx. 111 a1 15). OCC and APIN also
point out that the inclusion of numsrous riders, including the retail stability rider (RSR)
and the deferral created in the Capacity Case will result fn increases in the rates residential |
customers continue to pay. {OCC/APIN Br. at43-44) : )

The Commission finds that AFP-Ohlo's proposed base gemeration rates are
reasonsble, We note that AEP-Ohio’s base gensration. rate design was generally
unopposed, a8 most parties supported AEP-Ohic’s proposal to keep base generation rates
frozen, Although OCC and APJN conclude that the base genetation rate plan does not
benefit cugtomers, OCC and APIN falled to justify their assertion and offer no evidence
within the record other than the fact that the modified ESP contains several rders.
Accordingly, the modified ESF’s base generation rates should be approved. In addition, 28
AEP-Ohio raised the possibility of disproportionate rate impacts on customers when class
rates are set by auction, we direct the attornay examiners to establish a new docket within
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%dxynimmﬂ%eaatecﬂhisopkﬁmmdmderandhmemamyeshbﬁs}ﬁnga
ptocedm&!sdwdﬂemmow&a&andanthmmdpaﬂywmwwmwnﬁﬁm
any potential adverse rate impacts for customers upan rates being set by auction. Further,
&e&mn&sﬁmramuﬁmﬁguwmmmanmbasemaﬁmmtedwgnma
revenua neutral basis for all customer classes at any time during the term of the modified

mmmamwwhmtmdam&m@mmh
the Company’s ESP 1 case pussuant to Section 4928.143(B)(2){a), Revised Code$ In this
mdmwayplﬁmﬁmmm:mm“ﬁmﬁmdhmFAcm
with modifications, The Company proposes to modify the FAC by separating out the
renewsble energy credit (REC) expense component of the fuel clause and recoveting the
REC expense through the newly proposed alternative energy rider (ABR) mechanism. The
Company also requests approval to unify the CIP and OP FAC rales into a single FAC rate
effective June 2013. AEP-Ohio reasons that delaying unification of the FAC rates until
June 2013, to coincide with the implementation of the Phase-In Recovery Rider (PIRR),
Limits the impact on both CSP and OP zate zones which results in a net decrease in rates of
$0.69 per megawait hour (MWH) for a typical CSP transmiasion voltage customer and a net
increase in taies of $0.02 per MWh for a typical OP transmission voltage customer, (AEP
Ohio Ex. 111 at 5-6; ABP.-Olio Bx. 103 at 14-20)

Boginning January 1, 2014, after corporate separation is effective, ARP-Ohlo's
generation effiliate, AEP Generation Resources ine. (GenResources), will bill AEP-Ohio its
actual fuel costs in the same manner and detail as currenty pesformed by ARP.Ohlo, and
the costs will continue to be recovered rough the FAC, As a component of the modified
ESP,AEP@hiupmposeat}utasoﬂmuaryl,ms,aﬂamgyandmpacitytome&p

Company's 850 load be supplied by auction, wheteupon the FAC mechardamn will no
longer be necessary. (AEP-Ohio Ex. 103 st 14-20)) )

In opposition to the FAC, Ommet argues that the FAC has caused. significant
increases in the cost of electric service, rising 22 percent for G34 customers since 2011,
OtmetashmatmeConmﬁsﬁonmaﬂwmxpmofFACkmmmdhnmwem
transparercy of the cause for increasing FAC costs, as well a8 reconsider the FAC zate
dmmammmumlmmnmmmm@mumr
customens, Ormet,a%.SPezmuloadfacth,amﬂumpaynmequds}we
of e FAC costs & a customer that uses all its energy on-peak. As such, Ormet contends
that the FAC rute design violates the principle of cost causation. Onnet suggests that this

8 Tn re AEP-Ofrio, ESF 1 Ordes ot 13-15 (Maxch 18, 2009).
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modified ESP presents the Comunission with the opportunity, as it is within the
Comunission’s jurisdiction, to redesign the FAC, such that FAC costs ame separated into

charges which reflect on-peak and off-peak usage. (Ormet Ex. 3068 at 13; Ormat Br. at 13-
15; Ormet Reply Br. at 14-16.)

. The Company responds that Ormet's srguments on the FAC reflect improper
culations and is based on forecasted FAC rates. More impostantly, AEP-Ohlo points
out that the FAC is ultimetely based on actual FAC costs and any increases in the FAC rate
cannot appropriately be attributed to the modified BSP. Ormet is served by AEF-Ohio
pursuant to a umiqua arrsngement and as such avoids charges that other similardy situated
customers pay; however, the Comparty requests that Ormet not be permitted o avoid fuel
costs. (ARP-Ohio Reply Br. at5-6) :

The Commission nofes that currently, through the FAC mechanism, AEP-Ohio
recovers prudently fncurred fuel and associated costs, including consumableg related to
environmental compllarce, purchase power costs, emission allowanwes, and costs
asaocinted with carbonbased taxes. We note that, sinne January 1, 2012, AEP-Ohio has
been collecting its full fuel expense and o further fuel expanses are being deferred.

We interpret Ommnet's srgurments to maore accexstely request the institution of a fuel
rate cap on the FAC oz t zeviee the PAC rate design. The Comunission rejects Ormet's
request to review and redesign the FAC. The FAC rate mechandsm is reconcled to actual
FAC costs each quarter and annually avdited for accounting accuracy and prodency.
Furthermore, as AB™-Ohio nobes, Osmet’s rates aze set ptirsuant to its unique arrangement
as opposed to the Compeny’s S50 rates paid by other high load industrial and commercial
customers, By way of Omet'e unique arangemant, Ormet is provided some rate stabllity
and rate certainty and we see no need to redesign the FAC for Ormet's benefit. No other
intervener took Issue with the confinuation and the proposed modification of the FAC,
‘The Commission finds thet the FAC rates should continue on a separate rate zone basis.
We note that there are a few Commission proceedings pending thet will affect the FAC -
rate for each rate xone which the Commission believes will be befter reviewed and’
adiusted if the FAC mechaniams rerain distinguishable. Purther, as discussed, below,
mairdaining FAC rates on a separate basis is necessary to be consistent with owr decision
regarding recovery of the PIRR.

®

As noted above, ABP-Ohio proposes to begin recavery of RBC expenses, associated
with renewable energy purchase agreements {REPAs) or REC purchases by means of the
new AER mechanism to be effective with this modified ESP. With the proposed
madification, the Company will continue to recover the energy and capacity components
of venwwable energy cost Grough the FAC, until the FAC expires. After the FAC ends,
energy and capacity sssodated with REPAs will be sold into the PIM Interconnection, LLC
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(EJM) market and offset the total coat of the REPAs, with the balance of REC expense to be
recovered from 880 customers through the AER, AEP.Ohio proposes that the AER be
bypassable for shopping customezs. The Company also proposes that whare the REC is
" past of the REPA, the value of each component be based on the residual method nsing the
monthly average PJM market price to velue the energy component, the capacity will be
valued using the price at which it can be sold into the PJM market and the remaining value
would congtitute the cost of the REC. The AER mechanism, acconding to AEP-Ohlo, is
consistent with Section 4928.143(B)(2){a), Revised Code, and is emgentially a partial
unbundling of the FAC to provide greater price visibility of prudentiy-incurred REC
compliance costs under Section 4928.66, Revised Code. The Company will make quartetly
filings, in corjanction with the BAC, to facilitate the andit of the AER. AEP-Ohia reasons
that the establishment of the AER for recovery of cosis is uncontested, reasonahle, and
should be approved. The Company argues continmation and wnification of the FAC and

development and implementation of the AER, ia reasonable and should be spproved.
{ABP-Ohio Ex. 103 a1 18-19.)

Staff endorses the Company's requests to continue and consolidate the FAC rates
for CEP 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
auditor and in conjunction with the FAC andit to determine the appropriateness and
recoverability of costs as a part of and between the ABR and FAC mechanisms, As to the
allocation of cost components, Staff agrees with the Company’s proposal o allocate cost
companents of bundled products but suggests that the auditor detall how to best
determine the cost components and. how to apply the allocation to specific sitnations in the
context of the FAC/ABR audite. Staff recommends, and the Company agrees, that the
auditor’s allocation process be applied to ABP-Ohio’s renewable generation from exdsting
generation faclidles, (Statf Bx. 104 at 2.3.)

No parly took exception 0.the implementation of the AER mechanismn. As
proposed by AEP-Ohio, continuation of the FAC and establishment of the AER, through
this modified ESP, is consistent with Section 4928.143(B)2)(a), Revised Code, for the
recovery of prudently incurred fuel costs and fuel-related coats and alternative enexgy and
associated costs, We find the Company’s proposal to continue the BAC and create the
AER to better distinguish fuel and alternative energy costs o be reasonable and
appropriete during the term of the modified BSP. We approve the cortinuation of the
FAC and implemertation of the AER mechanisms, corsistent with the audit
recommendations made by Staff. The next andit of AEP-Ohlo’s PAC shall also include an
audit of the AER mechanisms and the allocation method for classification of the REPA
components and thedr respective values, In all other respects, tha Commission approves

the continuation of the FAC rate mechanizms and the creation of the AER rate mechanism
for each yate zone,
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3.  TimberRoad

AEP-Ohlo states that it conducted a request for proposal (REF) process to
competitively bid and serure additional renewabla resources. As a result of AEP- Ohio’s
need for in-siate renswables, AEP.Ohio only considered bids for projects in Ohio, and
ultimately selected the proposal from Paulding for its Timber Road wind farm.
Specifically, the Timber Road REPA will provide AEP-Ohio a 99 MW partion of Timber
Road's electrical output, copacity and environmental atiributss for 20 years ag necessary
MMCmymmmmmmWMasmmdby
Section 4928.64(C)(3), Revised Code, (ABP-Ohio Bx. 109 2t 10-15; Paulding Ex. 101 at 1)

AEP-Ohio testified that the 20-year agreement facilitates long-term financing by the
developer, reduces up front costs, and allows for price certainty for ABP-Ohio customers,
Paulding offers that although the project is capital intensive the fact that there are no fuel
coste equabes to no significant cost variables creating long-term risk for customers, AEP-
Ohio argues that the Timber Road REPA provides the Company and its customers, with
aocess to affordable renewable energy from an in-state resource sipporting the state policy
10 facilitate the state’s effectiveness In the global economy, Section 492B02(N), Revised
Code. (AEP-Ohio Ex, 109 at 16-18; Paulding Ex, 107 at4-5.)

Staff supports AEP-Ohlo’s REPA with Panlding and the Timber Road contract as
peasonable and prudent. Accordingly, Staff advocates its approval and that ABP-Ohio be
permitted o recover costs sssociated with energy, capacity, and RECs ocutlined in the
contract, subject to annual FAC and AER andits. The Company agrees with Staff that the
mamﬁmamrmmmAdewbjeammmchRamu
offered in the testimony of AEP.Ohio witness Nelson. AEP-Ohio couunits to acquiring
RECs to meet {is portfolio requizernents on behulf of its SS0 load and to recover the costs

through the AER onwe the FAC is terminated, (Staff Ex, 108 at 2:3; Tr. at 2498-2499; AEP-
Ohdo Bx. 103 a£ 18)

The Commission finds that the long-term Timber Road REPA promotes diversity of
" supply, conslstent with state policies set forth in Section 4928.02, Revised Code, Further,

based on the evidence of record, the Timber Road project benefits Ohlo consumers and
supports the Ohio economy. Accordingly, the Commission finds it reasonable and
appropriate to allow the Company to recover the cost of the Timber Road REPA. through
the bypassable PAC/ ARR mechanisms.

ABP-Ohio requests establishment of a non-bypassable, Generation Resource Rider
(GRR) pursuant to Section 4928.143(B}(2), Revisad Code, t0 recover the cost of new
genaration resources including, but not limited to, venewable capacity that the Company
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owns or operates for the benefit of Ohdo customers. At this time, the Company proposes
the rider as a placcholder and expects that the only project to be included in the GRR will
be the Tumirg Point facility, sssmuming rwed is established in Case Nos. 10-501-EL-FOR
and 10-502-EL-FOR7 To be clear, althongh the Company provided an estimate of the
revenue requirement for tha Turning Point project, #8 requested by the Commission, AEP-
Ohio is not seeking recovery of any costs for the Turning Point fadlity in this BSP. The
Company asks that the GRR be established at zero with the amourd of the rider to be
determined, and the remaining statutary requirements to be met, as park of a subsequent

Cornmission proceeding, (AEP-Ohdo Ex, 108 at 20-21; AEP-Ohio Ex, 104; Tr. at 2514, 599,
1170, 2130- 2140) T

UTIE encourages the Cosmunission’s spproval of the GRR as a regulatory
mechanism pursuant to the authority granted under Section 4928.143(BX2)(c), Revised
Code, to adopt & non-bypassable surcharge for new electric generation (UTIE Br, at 1-3).
NRDC and OBC support the proposed GRR, including the Timber Road REPA and the
Tuming Point project, with cerain modifications, as permitted under Section
4928.143(B){2){c}, Revised Code. NRDC and OBC recommend that the GRR be limited to
only renewable and alternative energy projects or qualified energy efficlency projects, and
also recommend thet the Company develop a crediting system: to ensure that shopping
customers do not pay twice for renewuble energy. NRDC and OFC reason that AEP-Ohlo
could make the RECs available to CRES providers based on the CRES provider's share of
the load served or by liquidating the RECs in the market and crediting the revenue to the
GRR. (NRDC Ex. 101 at 1%; 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 Comumission’s allowance for the construction of new generation facilities
(Staff Ex. 110 at 7; Tr. st 4599; UTTE Reply Br. 1-2),

On the. other hand, numerous interveners oppose the adaption of the GRR, IGS
requests that the Commission reject the GRR or if it is not rejected, that the GRR be made
bypassable or tmodified so the benefits fiow to shopping customers (IGS Ex. 101 at 27-28),
Wal-Mast requests that the GRR not be imposed on shopping customers because approval.
of a nonvbypassable GRR would violate cost causation principles, send an incorzect price

signal, and canse shopping customers to pay twice but veceive no benefit (Wel-Mart Ex.
101 2t 5-6),

7 Astipulation between the Crmpany and the Staff was filed agreeing, among other things, tha ss a result
of the requirements of Sections 4281682} sl ATBSUBIZ), Revised Cods, which requive AEP-
Oido by obteln slternetive energy resources induding solas rescarces i Ohls, the Comuiseion should
firel that thers Is & naed for the 49.9 MW Taming Point Soler project. The Commission decision tn the
cese s panding.
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RESA and Direct ecntend that the GER will inhibit the growth of the competitive
vetail electric market and violates the state policy set forth in Section 4928.02(H), Revised
Cods, which prohibits the colfection of generation-based rates through a non-bypassable
rider. Similarly, IGS reasons that the GRR is intended to recover the cost for nsw
generation to serve S50 customers and, therefore, the GRR amounts to an anticompetitive
subsidy on CRES providers for the benefit of noncompetitive retail electrie service, or,
according to Wal-Mart, requires shopping customars to pay twice. IGS recommends that
AEP.Ohio develop renewable energy projects on its own with recovery through market
© prices. RESA and Direct reason that AEP-Ohic'a request is premature and creates
uncestainty 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 Commdssion
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 Tusning Polnt project of other

facilities should occux in a separate case. (RESA Ex, 102 at 22; RESA/ Direct Br. 18-21; IG5
Br. at 13; Wal-Mart Ex. 101 at 5.)

To make the GRR benefit shopping and non-shopping customers, 1G5 suggests that
AEP-Ohio s2ll the generated electricity on the market with revenues to be credited
the GRR or the renewable energy credits used to meet the requirements for all customers,
IGS notes that AEP-Ohio witnesses agree that crediting the revenues against the GER is
seasoneble, {IGS Ex. 101 at 27-28; Tr, 599, 1163-1170)

OCC, APIN, IEU and FES contend that AEP.-Ohio has inappropristely conflated
tyra unrelated statubes, Sections 4928.143(B)(2)(c) and 4928.64, Revised Cods, in support of
the GRR. The goals of the two sections ere different aceording to the interpretasion of the
aforementioned interveners. They contend that the purpose of Section 492864, Revised
Code, i to require electric distribution utilitles and CRES providers to comply with
tenewable energy berchmarks and paragraph (B) of Section 4928.64, Revised Code, directs
that costs incurred to comply with the rerewable ensrgy benchmarks shall be bypassatle.
Wheress, according to IEU and FES, Section 4928,143(B)(2){(c). Revised Code, permits the
Commission to implement a market safety valve under specific requirements showld Ohio
tequire additional generation. FES notes that AEP-Ohio has sufficlent energy and capacity
for the foresecable futwre. IEU and FES interpret the two siatutory provisions to
affirmatively deny non-bypassable cost recovery under Section 4928.143(B)(2){c), Revised
Code, for renewable ensrgy projects, TEU and FES contend that their interpretation is
confizmed by the langnage in Section 4928.143(B), Revised Code, which states
*Notwithstanding any other provislon of Tithe XLIX of the Revised Code to the contrary
except...division (B) of section 4928.64... .* Thus, FES reasons the Commission is expressly
prohibited from authorizing a provision of an ESP which conflicts with Section 4928.64(5),
Revised Code. (FES Br, at 87-90; IEU Br, 76-76; Tr. at 226-227)

Further, IEU, FES, OOC, 1GS and APJN argue that the statute requires, and AKP-
Chio hes falled to demonstrate, the need for and the terms and conditions of recovery for
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the Turning Point project in this provesding prrsuant fo Section 4928.143B)(2){c), Revised

Code. Finally, IEUsubnuﬁﬂmtAEP-OMnbasfaﬂedtooffsanyewdmceumﬂmeﬁect
of the GRR on governmental aggregation, 38 required in actordance with the
Commdssion’s obligation under Section 4928.20(K), Revised Code. For these reasons, [EU,
IGB, FES, OCC and AP]N request that the Company’s request fo tmplement 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/ APIN Br. at 84-85; EU Br. 74-76)

Staff notes that there are a number of statutory requirements pursuant to Section
4928.143(B)(2)(c), Revised Code, that OF has not satisfied as a part of this modified ESP
proceeding but will be addressed in a future proceeding, including the cost of the
proposed facility, alternatives for satisfying the instate solar requirements, a
demonstration that Turning Point was or will be sourced by a competitive bid process, the
facility is newly used and uwseful on or after Jarmary 1, 2009, the facility’s ouiput iz
dedicated to Ohdo consumers and the cost of the facility, amang other issues. Staff notes
tha need for the Turning Point facility has been raised by parties in another case and a
decision by the Comunission is pending.® Staff emphesizes that the statutory requirements
would need to be addressed, and a decision made by the Commission, before recovery
condd commence via the GRR mechanism. Further, Staff suggests that it is in this future

proceeding that partiea should explore whether the GRR should be appiied to shopping
custorers, (Staff Bx. 206 at11-14.)

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 ko comply with
the statute outside of the ESP case, as AEP-Ohlo and Staff offer. Nor is it sufficient policy
support, according to FES and 1GS, that custormers may transition from shopping to non-
shopping and beack during the useful life of the Tuming Point facility as cdaimed by AEP-
Ohio. The interveners argue AEP-Ohio overlocks that, as proposed by the Company, the .
load of ell its non-shopping customers will be up for bid s of June 1, 2015, With that in
mind, FES ponders why customers of AEP-Ohio competitors should pay for AEPOMo
facilities after May 31, 2015, (FES Reply Br, at 24-25; IGS Reply Br. at4)

UTTE notes that parties that oppose the approval of the GRR, on the premise that it
will require shopping customers to pay twice, overlock AEP-Ohla's proposal to allocate
RECs between shopping and non-shopping customers, to sell the energy and capadty
from the Tuming Polnt facllity into the market and credit such transactions againgt the
GRR (UTIB Reply Br. at 2),

NRDC and OEC respond that' it is disingenuous for parties to argue that
establighing a placeholder xider as a part of an ESP is unlawful. The Copuniasion has
mmphmmmmmmwmcmmmmm%m

8 - Case Nos. 10-501-EL-FOR snd 10-502-EL-FOR.
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Energy Ohio and the PirstEnergy opersting companies? Further, NRIX® and OEC note

that no party has waived its right to participate in subsequent GRR-related proceedings
before the Comundsston. (NRDC/OEC Reply Br. at 2.)

The Company rwtes that four interveners support the adoption of the GRR and of
méo;mmmmquuestmodiﬁmﬁomwmchmmmdmdypmpmﬁ
by the Corfipany. .

First, AEP-Ohio addresses the arguments of FES and IIU that Section 4925.64(),
Revised Code, prohibits the use of Section 4928 143(B)}2){c), Revised Code, for renewable
generation projects. AEP-Ohio states that it recogrizes the overlapping policies of the two
statutes and offers that each section relates to the oost recovery aspect of the project, which
as the Company interprets the statutes, will be addressed when cost recovery ia requested
in a future proceading. Further, AEP-Ohio reasons that JEU's and FES's arguments are
inappropriste as they would lead to the disallowance of a statutorily prescribed option
merely because another option exists. In addition, ABP-Ohio contends, proper statutory

construction secks to give all statutes meaning and, therefore, both options are available to
the Commission at its discretion.

It iz premature, ARP-Ohio retoris, to assert as certaln interveners have done, that
the statutory requirements of Section 492R.143(B)(2){c), Revised Code, have not been met
by the Company. The siatutary requirements of Section 4928.143(B){(2){c), Revised Code,
will be addressed in a separate proceeding before any costs can be recovered via the
proposed GRR. AEP-Ohio asserts that tha Commission is vested with the discretion to
establish the GRR, a3 a zero<ost placsholder, as it has done in other Commission
proceedings. The Company also proposes, and Staff agrees, that as a part of this future
proceeding, the amount and pradency of costs associated with the Turning Point project
enud whether the GRR results in shopping eustomers paying twice for renewable energy
compliance costs, among other issues will be determined. AEP-Ohio reiterates its plan to
share the RECs from the Turning Point project between shopping and 850 customers on
an annwual basls, IGS, NRDC and Staf endorse ARP-Ohlo's proposal to share the valua of
the Turning Point project between shopping and non-shopping customess, (AEP-Ohio

Reply Br. at 7.10; Tr, at 2139-2140; NRDC/OEC Reply Br.at 1; Staff Bx. 110 at 7; Staff Br. at
203 '

The Commission interprets Section 4928:143(B)(2){c), Revised Code, to permit a
reasonable allowarwe for construction of an electric generating facility and the
establishment of a non-bypassable surcharge, for the life of the facility where the electric
utility owns or operates the generation facility and sourced the facility throngh a
competitive bid process, Before authorizing recovery of a surcharge for an electric
genezation facility, the Commission must determine there is a need for the facility and to

9 Inre AEP-Ohlo, ESP 1 (Macch 18, 2009); In 72 Duke Energy-Ohlo, Case No. (8-520-BL-850 (Desemsher 17,
2006); I re FirstEnergy, Case No, 08-985-EL-S80 (March 78, 2005),
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continue Tecovery of the surcharge, establish that the facility s for the benefit of and
dedicated to Ohio consumers, AEP-Ohio will be required to address each of the statutory
requirements, in a future proceeding, and to provide additions) information Including the
costs of the proposed facility, to justify recovery under the GRR.  Howeves, the
Commission notes that there shall be no allowances for recovery approved unless the need
and competitive requirements of this section are met.

Farthermore, we dissgree with the arguments that the language in Section
4928.143(B)(2)(c), Revised Code, requires the Commission to first determine, within the
BSP proceeding, that there was a need for the facility, The Commission i3 vested with the
broad discretion to manage its dockets to avoid undue delay and the duplication of effort,
induding the discretion to decide, how, in lght of its internal organization and docket
considerations, it may best proceed to manage and expedite the oederly flow of its
business, avold undue delay and eliminate urmecessary duplication of effort. Duffv, Pub,
Utl. Comm. (1978), 56 Ohlo St. 24 367, 379; Teledo Coalition for Safe Energy v. Pub, UL,
Comum. (1982}, 69 Ohis St. 2d 559, 560, Accordingly, it is accepiable for the Commissfon to
determine the need for the Turning Point facility as & part of the Company’s longderm
forecast case filed consiatent with Section 4935.04, Revised Code, wherein the Commizsion
evaluates energy plans and needs, To avoid the wnnecessary duplication of processes, the
Cornmission has undertaken the determination of need for the Tusmning Point project in the
Company's Jong-term forecast proceeding. The Conmission intexprets the statute not to
restrict our determination of the need and cost for the facility to the me an-BSP is
approved but rather to ensure the Commission holds a proceeding before it authorizes any
allowance under the statute. FES raises the issue of whether shopping customers should
incur charges associated with AEP-Ohio's construction of genevation facilities, The
Commission finds that Section 4928.143(B){2)(c), Revised Code, specifically provides that
the swcharge be non-bypassable. However, the statute also provides that the electric
utility must dedicate the ensrgy and capadity to Ohio consumers. AFP-Ohio hag
represented that any renewable energy credits will be shared with CRES providers
proportionate with such praviders’ share of the load. Accordingly, as long as ABP.Ohio
takes steps to share the benefits of the projects energy and capacity, as well as the
renewable energy credits, with all customers, we find that the GRR should be none
bypassable. Fusther, in the subsequent application for any cost recovery AEP-Ohlo will
have the burden to demonstrate compliance with the statittory requivements set forth in
Section 4928.143(B)(2){(c), Revised Code,

Accordingly, the Commission approves the Company’s request to adopt as a

component of this modified ESP the GRR mechanism, at a rate of zero. It is not
unprecedented for the Commission to adopt a mechaniam, with a rate of zero, as a part of
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an ESP10 mConwmionapﬂciﬂy notes that in perntting the creation of the GRR, it is
nwt authorizing the recovery of any cosiz, at this thxwe. .

In its'modified BSP, AEP-Ohio suggests it would be appropriate to regructure it
curtent intexruptible service provisions to maks its offerings conalstent with the options
that will be available upon AEP-Ohio’s pasticipation in the PJM base residual suction
beginning in June 2015, AEP-Ohio wiiness Roush provides that interrupiitle service 1s
e frequently represented as an offset to standard service offer raing as opposed to &
separate and distinet rate (AEP-Ohio Bx. 111 at 8), To make AXP-Ohio's inderruptible
service oplions consistent with the current regulatory envitonment, AEP-Ohlo proposes
that Schedule Interruptible Power-Disceetionary {IRP-D) become available to &l current
cusiomers and any potential customers segking intarruptible service (Jd). The IRP-D
aeﬂtwoﬂdhmeuebﬁﬂﬂpukwm&uwnwwﬂdﬂmmdﬂmﬁ@(m
Ohio Ex. 100 at 9). ABP-Ohio proposes to collect any costs assotiated with the IRP-D
through the RSR to reflect reductions in ARP-Ohio's base generstion reversies (id).

OCC believes the IRP-D proposal viclates cost causation principles, as the
beneficiaries are customers with more than 1 MW of interruptible capacity, and does not
apply to zesidential customers, OCC witness Tbrahim argues it is unfair for non-

g customens fo make ARP-Ohio whole for any loet revenues associated with
the IRP-D (OCC Bx, 110 at 11-12). Therefore, OCC recommends the IRP-D should not

anmfmmybﬁmuummmm?-oaedmmumwdﬁm@ﬂmm
2).

Staff suggests modifying the IRP-D credit based upon the stste compensation
mechanism approved in the Capacity Case (Staff Bx. 105 at 69). Staff witness Scheck
vecormended lowering the IRP-D credit {0 53.34/kw-month {I4). Further, Staff notes its
preference of any iterruptible service th be offered in-corjunciion with Commission
approved reasonable arrangements, as opposed to taiff service (Id). BnerNOC states that
a xeasonable arrangement process is more transperent than an interruptible service credit,
and notes that a subsidized IRP-D rate may impede AEP-Ohlcs transition to s competitive

mmketbymduchgmemmddmdmpomewwﬁmtmaywﬁdpa&m
RPM auctions {(EnerNOC Br. at 69).

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

1 g re AEP-Ohio, BSP 1 (March 18, 2008); fs re Duby Energy-Oiia, Case No, 08-920-BL-850 (December 17,
2008); In ve FirsiEnargy, Case No. 08-933-81.850 (March 25, 2009).
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objectives under Section 492802, Revised Code, as it will promote economic development
and innovation and market access for AEP-Obde’s customers, OBG witness Stephen Baron
provides that the credit is benaficial to customears that participate in the IRP-D program
who recetved a discounted price for power in exchange for inkerraptible service, which
retaing existing ANP-Ohlo customers and can attract new customers 10 benefit the state’s
economic development {Tr. IV at 1125-1126, OBG Ex. 102 at 6-8). Mr. Baron notes that the
IRP-D is beneficial to ABP-Ohio as well by allowing ARP-Oldo to have increasad flexibitity
in providing its service, thus increasing overall system reliability (OBG Bx, 102 at 6-8).
However, Mr. Baron believes that costs assoclated with the IRP-D would be more
appropriste 10 recover under the EB/PDR sider (Id. at 910). OBG also disputes Staff’s
proposal to lower the IRP-D credit to the capacity rate charged to CRES providers, as the

m%boﬂyavaﬂaﬂe&%m&muﬁn&m%d%pmﬂm(oﬁch
at 16-21). .

The Comumission finds the IRP-D credit should be approved as proposed at
$8.21/kW-montie. In Hght of the fact that customers receiving interruptible service must
be prepared to curtail thelr electric usage on short notice, we believe Staff's proposal to
lowee the ceadit amount to $3.34/kW-month understates the value interraptible service
provides both AEP-Ohio and Uiy customers. In addition, the IRP-D credit is beneficial in
that it provides flexible options for energy intensive customers to choose thelr quality of
service, and Is also consistent with state policy under Section 4928.02(N), Revised Code, as
it furthess Ohio's effectiveness in the global economy. In addition, since AEP-Ohio may
uiilize interaptibie service a8 an additional demand response rescurce to meet its capacity

obligations, we direct AEP-Ohlo to bid its additional capacity vesources into PJM's base
vesidual auctions held during the ESP. )

The Commission agrees with several partes who correctly pointed out that the IRP-
D eredit should not be Hed to the RSR. As we will discuss below, the RSR is tied to rate
certeinty and stability, and whdle we have no qualms in finding that the IRP-D is
reasonable, it is more appropriate to aflow AEP-Ohio to recover any costs associated with
the IRP-D under the EE/PDR rider. As the IRP-D will result in reducing AEP.Ohio’s peak

demand and encourage enargy efficiency, it should be recovered through the EB/PDR

6 Retall Stabliit

In its modified BSP, AEP-Ohlo proposes & non-bypassable RSR, AEP.Ohio stateg
the RSR is justified wnder Section 4928.143(B)(2)(d), Revised Code, as it promiotes stability
and certainty with retafl clectric service, and Section 4928.143(B)2)(e), Revised Code,
which allows for sutomatic increases or decreases by revenue decoupling mechanisma that
relate t0 S50 service. ABP-Oldo provides that in addition to the RSR's promotion of rate
stability and certainly, it is essential to ensure the Company does not suffer severe
financial xepercussions as a result of the proposed ESP's capecity pricing mechaniem.
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ABP-Ohio witness William Avera explains that the Commission has the duty to epsure
there is not an unconstitutional taking that may yesult in material harm to AEP-Ohlo
{AEP-Ohjo Bx, 150 at 4-6). Dr, Avera stresses that not only does the Commission majntain
this obligation to avoid confiscation, but in the event the rate plan is confiscatory, ARP-

Ohio’s credit rating would likely drop, limiting the ebility to attract future capital
investmants (id). )

The proposed RSR functions as a generation revenue decoupling charge that alf
shopping and non-shopping customers would pay through June 2015. As proposed, the
RSR relies on a 10.5 percent return on equily 10 develop the non-fuel generation revenue
target of $929 million per year, which, throughout the term of the modifisd ESP, would
collect approximately §284 miition in revenue (AEP-Ohio Ex. 100, 116 at WAAG). In
establishing the 10.5 percent target, AEP-Ohlo 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 I¢ designed to produce consistent non-fuel generation
revenues, the RSR does not guarantes a company total ROE of 10.5 percent, as there are
other factors affecting total company eamings, which AEP-Ohio witness Sever estimated
& 9.5 percent and 7.6 percent (AEP-Ohio Ex. 151 at 2-4, AEP-Ohio Bx. 108 at OJS-2). Thus,
AEP-Ohio explains the RSR only ensures a stable level of revenues during the term of the
EST, not a stable ROE (Id at 3). For every $10/MW-day decrease in the Tier 2 price for
capacity, Mr. Allen explains the RSR would Incresse by $33M (or $.023/MWh) (AEP.Ohlo
Eot. 116 at 1415). Mr. Allen explains that the $3 shopped load ¢redit is based on AEP-
Ohio’s estimated margin it earns from off-system sales (O5S) made a8 & result of MWh
freed ax a result of customar shopping, In his testimony, Mr. Allen provides that AEP-
Ohio only retains 40 percent of the OSS margins due to its participation in the ARP
and of that 40 percent only 50 to 80 percent of reduced retail sales result in additional 038,
thus demonstrating the §3/MWh cxedit 18 reasonably based on appropriate OS5
assumptions (AEP-Ohlo Ex. 151 at 5-8),

In designing the RSR, ARP-Ohio explaing that a reverwe target is preferabls to an
eamnings target, 89 decoupling will provide greater siability and cettainty for customens
and is easier to objertively measure and audit a3 compared to earnings, which are prone to
litigation a evidenced by SEET proceedings (AEP.Ohio Ex. 116 at 13-16).  AEP-Ohio
believes a revenue target provides for risks asscciated with generstion operations to be on
AEP-Obio while avoiding the need for evaluating returns associated with a deregulated

mgz:fmmmmpmﬁm(m) As proposed, the RSR would average $2/MWh (12,
at WAA6),

AEP-Ohia beligves the RSR is beneficial in that it freezes non-fuel gensration rates
and allows for AEP-Ohio's trarsition 0 & fully competitive anclion by June 2015 (AEP-
Ohio Bx. 119 at 2-4). AEP-Ohla opirnies that the RSR mechanism reflects a carcful balance
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that will encourage customer shopping through discounted eapacity prices while retaining
reagonable rates for S50 customers and srgire that ARP-Ohio is not financially harmed as
it transitions towards a compelitive auction (1d). AEP.Ohlo also touts an incease in Iis
interruptible service (TRP-D) credit upon approval of the RSR. AEP-Ohio witness Badwyn
Dias explains that the inceease in the IRP-D credit will benefit numerous major esnployers
ins the state of Ohio and promote economic development opportunities within ABP-Ohbio's
service territory (I, 21 7).

Without the Commission’s approvel of the RSR as proposed, ARP-Ohio claims that
the modified ESP would result in confiscatory rates, In his rebuttal testimony, My, Allen
argues that if the established capacity charge is below ABEP-Ohie's costs, AEP-Ohic will
face an adverse financial impact (AEP-Ohlo Ex, 151 at 9). As such, ABP-Ohio peints out
that the 10.5 percent retwrn on equity used to develop the RSR's target tevenue is not only
appropriate to prevent financial harm but is also recessary to avoid violating regulatory
standards addressing a falr rate of retorn. Mr. Allen contends that the non-fuel generation
revenue, which the RSR sddresses, is separate and distinct from the total company
eamings, which are not addressed by the RSR. This distinction, Mr. Allen states, shows

+ the 10.5 parcent retum on equity Is appropriste for the RSR because when the RSR is

combined with total company earnings, AEP-Ohio would be looking at a total company
retum on equity of 7.5 percent in 2013. Therefore, AEP-Ohio argues it would be
Inappeopriate to allow a RER rate of retun of less than 10.5 percent, as eny reduction
would lower the total company return ont equity downward from 7.5 percent, harming

AERROhiv's ability to altract capital and potentially putting the company in an adverse
financial situation (Id. 2t 4-5).

DER, DECAM, FES, NFIB, OCC, and JEU all contend that the RSR lacks statutory

" authorily to be approved. FES cladms that Section 4928.143(8)(2)(d), Revised Code, only

authorizes charges that provide stability and certainty regarding rotall electric service,
which ABP-Ohio has failed to show. OCC witness Danlel Duann argues that the RSR will
raise customer rates and cause financial uncertainty to all native Inad customers (OCOC Ex.
111 at 10). OCC contends that even if the RSR provided cestainty and stability, it does not
qualify ag & texm, condition, or charge pursusnt to Section 4928,143(B)(2)(d), Revised Code
(OCC Br. at 40). IEU and Exelon also argue the RS violates Section 4928.02(H) Revised
Code, as it would be tied to a distribution rate based on its charge to shopping customens
despite the fact it is a non-bypassable charge designed to recover generation related costs
(IBU Br. at 63-64, Bxelon By, at12).

IEU, Ohie Schools, Kroger, and DECAM/DER argue that AEP-Okhio is Impropesly
utilizing the RSR to sitempt b recover ansition revenve. IEU notes that ABP-Ohio’s
atterapt to recover genevationerelated revenue that may not otherwise be collected by
statute is an illegal attempt to recover transition revenue (IEU Ex. 124 at 4-10, 24-26).
Kroger and Ohio Schools point out hat not only has the oppoertunity to recover generstion
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transition costs expired with the establishunent of electric retail competition in 2001, ARP-
Ohio waived its xight to generation transition costs when it stipulated % a resolution in
Case Nog. 99-1729 and 931730 (Kroger Br. at 3-5, Ohio Schools Br. at 18-20). Exslon and
'FES maintain the RSR is anticompetitive and would stifie competition.

Ormet, OCC, Ohlo Schbols, OBG, and Exelon indicate that, if the RSR is approved,
it should contain exemphions for certain customer classes. Ohlo Schools request an
exemption from tha RSR, pointing out that not only are schools relying on limited funding,
but slso that the Commizgion has traditionally considered schools to be a distinct customer
class that Is entitled to special rate treatment (Ohlo Schoals Br. at 22.30, citing to Case Nos.
50-717-EL-ATA, 95-300-EL-AIR, 79-629-TP-LO), Ohio Schools Ex, 103, and Tr. XVI at 4573-
4574). Exelon believes the RSR should not apply to shopping customers and should be
bypassable. While Exelon notes it does not oppose affording AEP.Ohio protection as it
travsitions its business structure, witness David Feln argues that shopping customers will

unfalrly be forced pay both the CRES provider and AEP-Ohio for generation (Exelon Bx,
101 at 13-14).

On the contrary, Ormet believes the RSR should not apply to customers like Ormat
who cannot shop, as Ormet neither causes costs ansnciated with the RSR nor can Ommet
receive the benefits associated with it {Ormet Bx. 106 at 15-17). Ormet maintaing that the
RSR, as currently proposed, violates cost causation principles {I4). OOC and OBG suggest
that if the RSR ia approved, it should not be charged to 550 customers, as these custonters
ara not the cause of the RSR costs, and # would be unfair to force these customens to
subsidize shopping customers and CRES providers (OBG Br. at 5-6, OCC Bx. 111 at 16-17).

While OBG -doss not support the creation of the RSR, it undemstands the
Commission may need to provide a means to ensure AEP-Ohio has the sbility to sttract
capital, and as such suggests that the Commission look to AEP-Ohio actual earnings as
opposed to reverme (OBG Ex. 101 at 12:16). OBG argues that the RSR's use of revenues
does not accurately reflect a utility’s financial condition or ability to attract capital in the
way that entnings do, as evidenced by eamings being the foundation wsed by aedit
agencies to determine bondd ratings (id). OEG witness Lane Kollen points out that
revenues are just a single component of AEP-Ohio’s carnings and do not reflect a full
picture of AEP-Ohio’s financial health (/4). Mr. Kollen suggests that i the Commission
were {6 look at AEP-Ohlo’s eamings, an appropriate returmn on equity (ROE) would be
between seven percent and 11 percent (OEG Ex. at 4-6). If the Commission wers to use
revennes to detevrine ABP-Ohlo’s ROB, as propoeed in the RSR, Mr. Kollen believes the
ROR should be at seven pervent, as it is still double the cost of AEP-Ohio’s long-term debt

and falls within the Ohio Supreme Coiixt's zone of reasonableness (4. at 7, Tr, X at 2877-
79). .
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In the event the Commission adopts RPM priced capacity, RESA also supports the
use of earnings as opposed 1o revenues in calcalating the RSR in the event it is necegsary to
avoid confiscatory rates (RESA Bx. et 11, Br. at 13-16). RESA also suggests the
Commission consider projecting an amount of monsy necessary for ARP.Ohio o eam a
reasonable rate of return and set the RSR accordingly (RESA Br. at 14-16). RESA maintaing
that elther of these alternatives may reduce the pousibility that AEP-Ohio and its new
affiliate make uneconomic investments or other risks that may result from AEP-Ohio
receiving a guarantes of a certain level of annual income (fd). NFIB and QOADA express.
similar concerns that the RSR, as proposed, creates no incentive for ABP-Ohio to Hmit its
expenses (NFIB Br. st 4-6, DADA Br. at 2-3).

I’ addition, several other parties suggest modifications to the RSR, indluding its
proposed ROR  Ormet states that the 105 percent ROE 15 excessive and unteasonably
high. Ormet witness John Wilson explained that AEP-Ohio failed o sustain its burden of
showing 105 percent ROE was just and reasomable, and upon utilizing Staffs
methodology in 11-353-EL-AIR, determined that, based on cusrent aconomic conditions
and AEP-Ohic and comparable utility financial figures, an appropriate ROB would be
between eight and nine percent (Ormet Ex. 107 at 8-30). Kroger witness Kevin Higging
testified that the aversge ROE for electric utilities is 10.2 percent, and based on the fact that
AEP.Qbio’s proposed two-tier capacity mechanism is above market, the ROR should be,
below 10.2 percent {Kroger 101 at 10). FES and Wal-Mart state thet AEP-Ohlo failed to
justify its 10.5 percent figure, with Wal-Mart witness Steve Cheiss suggesting the ROB be
no higher than 10.2 pescent (Wal-Mazt Ex. 101 at 8.9, FES Bx. 102 at 79-80),

OCC recommends that the Commission allocate the RSR in propoztion to each class
share of the switched kWh sales as opposed ta customer clasa contribution to peak load, as
an allocation based on contribution to peak load 18 notjust and reasonable (OOC Bx, 110 at
859). OOC witness [brshim points out that the residential customer class share of switched
KWh sales is only eight percerd, thus, if the Commission reallocates RER costs, residential
sustomer increases would drop from six percent to theee percent (I, at 24-26). Kroger
argues the RSR allocates costs to customers by demand, but recovers through an energy
cost, resulting in cross submidies amongst customers (Kroger Bx, 101 at 8). Kxoger
recommends that costs and charges should be aligned and based on demand a3 opposed
to energy usage {I4) '

OCC, FES, and Ormet also submit modifications related fo the caloulstion ARP-
Ohic's shopping eredit included within the RSR calculation. Ormet argues that AEP-Ohlo
underestimates ita $3 shopping credit. Ormet states that based on AEP-Olto’s 2011 resale
percentage of 80 percent, the actual shopping credit increases to $3.75 MWh, with the total
amount increasing to $78.5 million {Ormet Bz, at 1012, citing to Tr. XVl at 4905), Ormet
also shows that AEP-Ohlio will not need to reduce the credit by 60 petcent beginning in
2013, as ABP-Ohilo will no Jonger be In the AP pool, resulting in the credit increasing to
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$6.30 per year in 2014 and 2015 (I4). OCC also points out that the shopping credit should
increase based on AEP-Ohio’s 2011 shopping percentage, as well a2 the termination of the
AEP pool agreement, and recommends the Commission adopt a shipping credit higher
than $3/MWh but Jess than $12/MWh (OCC Br. at 4554},

The Cotranisslon finuls that, upon review of the record, it is apparent that no party
disputes that the approval of the RSR will provide AEP.-Ohio with sufficlent revenme to
ensure it maintaing its financial integrity as well a3 its abillty to attract capital. There is
dispute, however, 25 % whether the RSR is statutorily justified, and, if it Is justified, the
amount AEP-Obio 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 ststube. Next, if we find that the Comenission has the authority to approve
the RSR, we must balance how much cost recovery, if any, should be permiited 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 mairtain a reasonable SSO plan for its current
customers as well as for any shopping customers that may wish to return to AEP-Ohio’s

 SOplan

In beginning our analysis, we first look to AEP-Ohin’s justification of the RSR.
While AEP-Ohio argues there sre numerous statutory provisions that may provide
support for the RSK, the thrust of its arguments in support of the RSR pertain to Secton
4928 143(B)(2)(d), Revised Code, which AEP-Ohio notes is met by the RSR's promotion of
rate stability and certainty, AEP-Ohlo also suggests that Section 4328 143(B)(2)e), Revised
Code, which allows for automatic increases or decresses, justifies the RSR, as its design

includes a decoupling mechanism.

Pursusnt to Section 4928.143(B)2)(d), Revised Code, an ESP may indude terms,
conditions, or charges relating to Emitations on customer shopping for retail electric
generation that wonld have the effect of stabilizing retail electric service ot provide
cerfainty regarding retail electric service. We believe the RSR meets the criteria of Section
4928.143(B)(2){(d), as it promwtes stable retail electric service prices and ensures customer
certainty regarding retail electric service. Further, it alto provides rate stability and
certainty through CRES sarvices, which clearly fall under the classification, of retal electric
sezvice, by allowing custosers the oppdrtunity to mitigate any S5O increases through
increased shopping opportunities that will become avallable ay a result of the
Comumission’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 abeent the RSR, allowing curvent customer rates to remain
stable theoughout the term of the modiied BSP. While we understand that the none
bypassable components of the RSR will result in additional costs to customers, we believe
any costs assoclated with the RSR are mitigsted by the effect of stabilizing non-fuel
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generation rates, as well as the guarantee that, in less than three years, AEP.Ohio will
establish ite pricing besed on energy and capacity auctions, which this Comminsion again
maintains is extremely beneficial by providing customers with an opportunity to pay less
for reiail electric service than they may be paying today.

Therefore, we find that the RSR provides certainty for retull electric servics, o8 is
conslstent with Sectlon 4528 144(B)(2)(), Revised Code. Until May 31, 2015, AEP-Olids
850 rate, as & regult of this RSR, will remain available for all customers, indluding those
who are presently shopping, as well as those who may shop in the future, The ability for
AEP.Ohlo to maintain & fixed S50 rate is valuable, particulady if an unexpected,
intervening event oceurs during the term of the BESP, which could have the effect of
increaging market prices for electeieity, The ability for all customers within AEP-Ohic’s
sexvice territory to have the option to return to AEP-Ohio’s certain and fixed rates aflows
customers to explore shopping opportunities, This is an extremely beneficlal aspect of the
RSR and is undoubtedly corsistent with legislative intent in. providing that electric
security plans may include retail electric service terms, conditions, and charges that relate
to custome stability and certainty. Further, we reject the cladm that the RSR allows for the
collection of inappropriate teansition revenues or stranded costs that should have been
vollected prior to December 2010 pursuant to Senate Bill 3, as AEP-Ohlo does not argue its
ETP did not provide sufficient revenues, and, in light of events that occurred after the ETP
proceedings, Including AEP.Chio’s status 2s an FRR entity, AEP-Ohio is able to recover its
actual costs of capacity, pursuant o our decision in the Capacity Case. Therefore,

anything over RPM auction capacity prices cannot be labeled as tramsiion costs ar
stranded costs.

Moreover, we find that the certainty and stability the RSR provides would be all but
erased by it design 2s a decoupling mnechanism. ‘We sgree with OCC that the ability for
AEP-Ohio to decouple the RSR winild cause financis] uncertainty, as truing up or down
each year will create customer confusion in their rates; N¥IB, OADA, and RESA correctly
raige concerns that the RSR design crestes no incentive for AEP-Ohlo to litnit its expenses
and the Company may make uneconemic investments by its guarantead level of anmual
income. While AEP-Ohlo should have the opportunity to eam a reasonable rate of peturn,
there is not a right to a guaranteed rate of retum, and we will not allow AEP-Ohio to shift
its risks onto customers. Thus, becauss its design may lead to u perverse outcome of ABP-
Ohio making imprudent decisons, we find it necessary to remove the decoupling
component from the RSR.

Although the RSR is justified by statute, ABP-Ohio has failed to sustain its burden
of proving that its reverne target of $929 million is reasonsble. The basis of AEP.Ohlo's
$929 million target is to ensure that its non-fuel generation revernies are stable and that
stability may be ensured through a 105 percent ROE. However, as we previcusly
established, it is inappropriate to guarantee a rate of return for AEP-Ohlo, therefore, we
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find it more appropriste to esiablizh a revenue target that will allow AEP.Ohio the
Opportunity to eam a reasonable rate of return. We note that our analysis of an ROE is not
to guarantee & rate of return, & evidenced by the removal of the decoupling components
but rather to determine a reverue target that adequately ensures AEP-Ohio can keep its
base generation rates frozen and maintain its financiel health. Although we befieve the
more appropriate method to balance these factars would have been through the use of
actual dollas figures that relate to stability, berause ABP-Ohio utilized 2 ROB in calculating
its proposals, and parties responded with alternative ROE proposals, the record limits us
to this approach. Thezefore, in determining an appropriate quantification for the RSR, we
will consider a ROE of the non-fuel genezation revenue only for the purpose of creating an
appropriate Tevenue target that will ensure AEP-Ohio hus sufficdent capital while
maintaining ite frozen base genevation zates,

Only three witnesses, AEP-Dhio witness Avera, OEG witness Kollen, and Onmet
witness Wilsom, developed thorough testimony exploring how an appropriate vevenue
target for the RER should be established, all of which were driven by an analysis of AEP-
Ohio’s ROE. Although OEG witness Kollen proposed a mechanism driven by adjusting
AEP-Ohio’s ROE upwaxd or downward i it does not fall within & zone of ressonablensss,
Mr. Kollen established that anything between seven and 11 percent conld be deemed
reasonable (OEG Bx. 101 ot 8. Mr. Kolln prefered focusing on a zone of
reasonableness, bnt notes that if the Commission preferrad to establish a baseline revenue
target, it should be set at $689 million (Id. at 16-18). Ormet witness Wilson utilized Staff
models from Case No, 11-351 including discounted cash flow and capital asset pricing
models, end updated calculations in the Staff models fo 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 & sufficient rramber of utilities in the proxy group,
and the utilities that were considered were not similarly situated to ARP.Ohin {ABP.ONo
Bx. 150 8t 5-6). Based on this information, Dr, Avera recommended an ROE ranga of 10.24
percent to 11.26 percent (Id). .o -

The Cormmission finds that all three experts provide credible methodologles for
detexmining an appropriste ROE for AEP.Ohio, therefors, we find OEG witness Kollen’s
zane of reagorableness of seven to 11 percent to be an appropriate starting point. We
again emphasize that the Commission does not want to guaraniee a ROB nor establish
what an appropriate ROE would be, but rather, establish a ressonable revertie target that
would allow AEP.Ohio an opportunity to eamn somewhere within the seven to 11 percent
range. We believe AEP-Ohio's sterting point of $929 is too high, particulaly tn Gight of the
fasct that AEP-Ohio is entitled to & defetxsl recovery pursuant to the Capacity Case but that
& beseline of $689 million would be too low to support the certainty and siability the RSR
provides. Accordingly, we find that a benchmark shall be set in the approximate middle
of this range, and the 5929 million benchrnark shall be adjusted downward to 5826 million.
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While we have revised the benchmark amount down to $826 million, we also need
* to revisit the fAgures ARP-Ohio used in determining its RSR revenuve amounis. In
designing the RSR benchmark, Mr, Allen focused on four areas of revenue: retall non-fuel
sevenues; CRES capacity revernies; auction capadity revenues; and credit fior

shopped load (AEP-Chiio Ex. at WAAG). In calculating the inputs for these revenue
figures, Mr. Allen relied on AEP-Oldo’s own: estimates ofehopping Joads of &5 percent for

residential customers, 80 percent for commsrcial customers, and 90 percent for indusirial
customers by the end of 2012 (1. a1 5).

However, evidence within this record indicates My, Aller's projacted shopping
statistica may be higher than actusl shopping levels, On rebuttal, FES presented shopping
statistics based on actual AEP-Ohdo rumbers provided by Mr, Allen es of March 1, 2012,
and May 31, 2012 (FES Bx. 120). FES corcluded that, based on AEP-Ohios actual
shopping statistics to date, Mr. Allen’s figures overestimated the amount of shopping by
36 percent for residential custamers, 17 parcent for commerciat customers, and 29 percent
for industrial customers, creating a tota] overestimate across all customer clpsses 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 FES. Therefore, we will estimate shopping in
the first year at 52 pervent, ard then increase the shopping projections for years two and
three to 62 percent and 72 pavcens, respectively. These numbers represent a reasomable

estimate and are consistent with shopping statistics of other EDUs throughout the State
{See FBS Ex. 114),

Based upon the Commisslon’s revised shopping projections, we need to adjust the
calculation of the BSR. The record indicates that Jower shopping figives will result in

changes to retail generation revenues, CRES margins, and OS5 margins, which affects the
credit for shopped load, all resulting in an adjustment to the RSR (See FES Bx. 121), Our
a&usmmbmlﬁgmighmdbelow. - o .
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Y2018 pYiafia P 34/15

Retal Ron-Pusl Gen Hsvenues $528 $a1 $308
CRES Capecity Revenues $52 $835 §244
Cood for Shopped Load. 45 s sum
Subbetal : $538 $574 $757
Ravenue Targer $026 $a28 s26
Retall Stablity Rider Amount $189 $25 468
Al figures In milfions

To appropriately correct the RSR based on mare consesvative shopping projections,
we begin our analysis with retail non-fuel genecation revenues. As the figores of $402,
§309, and $182 axe based on Mr. Allen's assumed shopping figures, when we adjust these
figures w 52, 62, and 72 percent shopping, AEP-Ohio’s revenues would increase to $528
million, $419 million, and $308 million, respectively.

Conversely, as a result of decreasing the shopping statistics, CRES capacity
revenues wotld decrease. Assurning our shopping estimates of 52, 62, and 72 percent, as
well aa the use of RPM capacity prices, the CRES capacity revenues lower to $32 million,
$65 million, and $344 million. Finally, we need to adjust the credit for shopped foad based
on the revised non-shopping asswnptions. Because we assume kwer shopping statistics,
AEP-Ohio will have less opportunity for off-system sales due to an increased load of its
non-shopping customers, which will lower the credit to $75 miltion, $89 million, and $104
million for each yeor of the modified BSP. Accordingly, upon factoring in our revised
revenue benchmark based on a nine percent return on eqguity, we find 2 RSE amount of

$508 million is appropriste. The $508 million RSR amount is limited only to the term of the
modified BSP,

Although our corrected RSR mmechandsm ensures customer stability and certainty by
providing a means for ABP-Ohio ko move towards competitive market pricing, in addition
to the $308 milllon RSR, which allows AEP-Ohio t0 maintain frozen base generation rates
and an accelereted auction process, we must also address the capacity charge deferral
machonism, crested in the Capacity Case. As our declslon in the Capacity Case to utilize
RPM priced capacity considered the imporiance of developing competitive electde
markets, we believe it is appropriate to begin recovery of the Qeferral costs through ARP-
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Chio’s RSR mechaniam, ss the RSR aliows for AEP-Ohlo to continue to provide certainty
and etability for ABP-Ohio’s S0 plan while competitive markets continue to develop as a

result of REM priced capseity. Thevefore we believe it i appropriste o begin collection of
the deferral within the RSR. )

Based on our conclusion that a $508 million RSR is reasonable, as well as our
. determination that ABP-Ohio is entitled to begin recovery of its deferral, AEP-Dhiowill be
permitied to collect its $508 million RSR by a recovery amotns of $3.50/MWh, through
May 31, 2014, and $4/MWh between June 1, 2014 and May 31, 2015. The u
adjustrent by 50 vents to $4/MWh reflects the Commission’s modification to expedite the
timing and percentage of the wholesale ensrgy auction beginning on June 1, 2014, Of the
$3.50/MWh and $4/MWh RSR recovery ameounts, AEP-Ohdo must allocate $1.00 towards
AEP-Ohio's deferral recovery, pursuant to.the Capacity Case. At the conclusion of the
modified ESP, the Commission will determine the deferral amount and make appropriate
adjustments based on AEP-Ohlo’s achial shopping statistics and the amourd that has been
collected towards the deferral through the RSR, as necessary. Further, although this
Commission i3 generally opposed to the creaion of deferrals, the extracvdinary
circumstarwes presented before us, which allow for ABP.-Ohlo fo fully participate in the
market in two years and nine months as opposed to five years, necessitate that we remain

flexible nnd ntilize a deferral to ersure we reach our finish line of & fully-established
competitive electric market,

Any remaining balance of this deferral that remaire st the conclusgion of this
modified ESP shall be amortized over a thes year period unless otherwise ordered by the
Cormmission. In order i ensure this order does not create a disincentive to shopping, at
the end of the term of the ESP, AEP-Ohio shall file 38 actual shopping statistics in this
docket. To provide complete transparency as well as to allow for accurate deferral
calculations, ARP-Ohio should maintain its actual monthly shopping percentages on a

basis throughout the term of this modified BSP, as well as the months of
fune and July of 2012, Al determinations for future recovery of the deferral shall be made
fallowing ARP-Ohlo's filing of its actual shopping stafistica.

We believe this balance is in the best interests of both customers and AEP-Ohlo.
For customars, this keeps the RSR costs stable at $3.50/ MWh and $4/ MWh, and with $1.00
of the RSR betng devoted towards paying back AEP-Ohio's deferrals, customens will avoid
paying high deferral chaxges for years into the futare. In addition, our modifications to
the RER will provide customers with a stable rate that will not change during the term of
the ESP due to the elimination of the decoupling components of the RSR. Pusther, as
result of the Capacity Case, customens may be able to lower thelr bill impacts by taking
advantage of CRES provider offers allowing customers to realize savings that may not
have otherwise occurred without the development of a competitive retall market. In
addition, this mechanism is mutually banefichl for AEP-Ohio because the RSR will ensure
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ABP-Ohio has sufficient funds to maintain its operations efficiently and revise its
corporate structure, a8 opposed to a deferral only mechaniem,

Firally, we find that the RSR should be collected 2a 8 nonbypassable rider to
recover charges per kWh by customer class, as proposed. We note that several parties
pitched reasons g3 tv why certain customers classes should be excluded, but we believe
these arguments are meritless. Ormet contends that the RSR should not apply to
customers like Ormet who cannot shop. Interestingly, Ormet again tries to play both sides
of the table, forgetting that it is the beneficiary of a unique arrengement that resulis in
Ormet recelving a discount at the expense of other ARP-Ohio cuslomers. We reject
Omet’s argument, and note that while Ormet cannot shop pursusnt to its unique
arrengement, it directly benefits from AEP-Ohlc’s customers recelving stability and
certainty, as these customers ultimately pay for Ormet's discounted electricity. We slso
find Ohlo Schooly’ vequest 10 be excluded from the RSR to be without merit, as it too
would result in other AEP-Ohlo customers, including texpayers that alveady contribute to

the achoals, paying significantly higher shares of the RSR. [t is unreasonable to make AEP-
Ohio's custorners pay the schools twice,

In addition, in light of the fact that the Cormission has established a revenue taxget
to be reached theough the RSR in this proceeding, the Commission finds that it is also
appropriata to establish a eignificantly excessive earnings test (SEET) threshold to ensure
that the Company does not reap disproportionate benefits from the ESP, The evidence in
the record demonstrates that a 12 percent ROH wonld be at the high end of a reasonable
range for rehun on equity (OBG Ex. 101 at 446; Kroger 101 at 10; Ormet B 107 at 8-30;
Wal-Mart Ex, 107 at 8.9, FES Bx. 102 at 79-80), and even AHP-Ohlo witness Allen agreed
that & ROE of 10.5 percent is appropriste. Accordingly, for purposes of this ESP, the
Comminsion will establish a SEET threshold for AEP-Ohlo of 12 percent.

Likewise, multiple parties argue that either shopping customers or 880 customers
should be excluded from paying the BSR. For non-shopping customers, the RSR provides
rate stability and certainty, and ensures alt S50 rates will be market-based by June 2015,
For shopping custoners, the RSR not only keeps a reasonably priced S50 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,

, we find the BSR, as justified by Section 4928.143(b)(2)(d), Revised Code is
. justand reasonable, and should be non-bypassable.

Finaﬂy,&m&nmammmﬂmwdemmm:egud:ng&cmuhewﬂy
dependent on the amount of 830 load still served by the Company. Accordingly, in the
event that, during the term of the ESP, there is a significant reduction In
load for remsars beyond the control of the Company, other than for shopping, the
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Company is authorized fo file an application to adjust the RSR to account for such
changes.

7. AuciionPxocess

As part of Its modified BSP, AEP-Ohio proposes a transition to a fully-competitive
auction based 850 format. The Hrst past of AEP-Ohio’s proposal includes an energy-only,
slice-of system auction of five percent that will oecur prior to ABP-Ohio’s S50 energy
miction. The energy-only slive-of-system auction would commence upon a final order in
this proceeding and the corporate sepasation: plan, with the delivery period to edend to
December 31, 2014 (AEP-Ohio Ex. 101 at 20-21). AEP-Ohio notes that specific detalls
would be addressed upon the issuance of final orders in this proceeding (Id).

AEP-Ohdo’s transition propesal also includes a commitment to conduct an enargy
auction for 100 pescent of the S50 load for delivery in January 2015, By June 1, 2015, AEP-
Ohio will conduct a competitive bid procurement (CBP) process to commit to an
and capacity auction 0 service its entire 850 load (Td. at 19-21, ABP-Ohio Bx. 700 at 10-11).
ABP-Ohio witness Powers explained that the June 1, 2015 energy and capacity auction will
permit competitive suppliers and marketers to bid into AEP-Ohio’s {oad, as its FRR
obligation will be terminated (1d,). AEP-Ohio anticipates the CBP process will be similex fo

ather Ohlo utility CBP filings, and explains that specific details of the CBP will be
addressed in a future filing.

AEP-Ohlo explains that the June 1, 2015, date to servie its entire 5SO Ioad by
auction is based on the need for AEP's interconnection pool 1o be terminated and AEP-
Ohio’s corporate separation plan being approved. AEP.Ohio witness Philip Nelson
explains that an 550 auction occurring prios to pool tepmination may expose AEP-Ohis to
significant financial harm, and i the auction oocuxs prior 1o corporate separation, it is
possible that AEP-Ohic's generation may not be utilized in the auction (AEP-Ohio Ex. 103
at 8). Purther, ABP-Ohio points out that a full auction prior to June 1, 2015, would conflict
with its FRR commitment that continues until May 31, 2015 (AEP-Ohio Reply Br. at 46).

FES and DER/DECAM argue that AEP-Ohio could hold an immecdiate CBP without
waiting for pool termination and corporate separation. FES witness Rodney Frame
teatified that the ARP pool agreement contains no provisions that would prevent a CBP
(FES Ex 103 at 3), DER/DECAM provide that a delay in the implementation of the CBP

procesa harms customers by preventing them from taking advantage of the current market
rates (DECAM Bx, 301 at5)

Other parties, induding RESA and Exelon, propose modifications to A¥P-Ohio's
roposed auction process. Exalon beffeves the first energy and capacity auction for the
850 load should be accelerated to June 1, 2014, in order to permit customers to take
advaniage of competition. Exelon witmess Feln notes the June 1, 2014 date would be six
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montha after the date by which ARP-Ohio indicated its corporate seperation and pool
termination would be completed (Bxelon Bx. 101 at 15-20). RESA makes a similay
proposal, but that 2 June 1, 2014, auction be energy only, as this still allows AEP-Ohio six
months to prepare for auction and provides customers with the benefits associated with a
competitive market (RESA Br. at 16-17). On the contrary, OOC argues the interim auctions
to be held during the first five months of 2015 would be detrimental to residential
customers, and suggests that the Cormmdssion adopt u different approach (OOC Br. at 100-
103). OCC cuntends that competitive market prices in 2015 may be higher than prices that
would result from AEP-Ohlo continuing to purchase energy from its affiliate, and
recommends that the Commission require the agreement between AFP-Ohio and its
affitiate to continue during the firet five months of 2015, or, in the alternative, AEP.Obio
shmﬂdpwdmsessompadtyﬁnmiwmaﬁmaﬁﬂnhatmmmanm}.

In addition, xelon also recommends that the Commission direct AEP-Ohlo to
conduct its CBP In & manmer that is consistent with the processes that Duke Bnargy Ohlo
and FiretBnergy used in their most recent auctions. Exelon sets forth that establishing
detuils of the CBP process in a timely manner will expedite ABP-Ohio’s transition to
competition and enmwe there are no delays assoclated with seitling these issues in later
procesdings.  Specifically, Exelon proposes that the CBP should be consistent with
statutory directives set forth in Section 4928.142, Revised Code, andd should ensure the
dates for procurement events do not conflict with dates of other default zervice
procurements conducted by other EDUs. Bxslon warns that if the substantive issuaes of the
procurement process are left open for interpretation, there may be uncertainty that could
limit bidder participation and lead to less efficient prices. Exelon alsn recommends thet
ﬂwCamnﬁssimmmtheCBPprmiaopmandtxmpambyhvingmbmn&ve
details established in a timely manner (Exelon Bx. 101 at 20-31).

The Commission finds that ABP-Ohio's proposed competitive auction process
should be modified. First, we believe AEP.Ohio’s enprgy only slice-of-system of five
pexcent of the S50 load is too low, as ABP-Ohio will be s full ensrgy suction by January 1,
215, and the slice-of-systern. auctions will not cominence untl six months after the
corporate separation order is issued. Accordingly, we find that increasing the percentage
malﬂpumdkbofayatemumﬁcnwﬂlﬁmimeamoﬂmmiﬁcnmaﬁm«mugy
auction, )

Second, this Commission wunderstands the importance of customers being sble to
take advantage of marketbased prices and the benefits of developing a healthy
competitive market, thus we reject OCC's arguinents, as slowing the movement to
competitive auctions would ultimately harm residential customers by precluding them
from enjoying any benafits from competition. Based on the fmportence of customers
having aocess to market-besed prices and ensuring an expeditions transition to a full
enargy aucton, in addition to making the modified BSP more favorable than the results
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that would otherwise apply under Section 4928.142, Revised Code, we find that ARP-Ohlo
ia capsble of having an energy auction for delivery commencing on June 1, 2014,
Therefore, we direct ABP-Ohio to conduct an ensgy aucton for delivery commending on
June 1, 2014, for 60 percent of its load, and delivery commencing on January 1, 2015, for
the remainder of AEP-Ohio's ensrgy load, AEP-Ohiv's fune 1, 215, energy and capacity
auction dates are appropriate and should be maintained. In addition, nothing within this
Order precludes AEP-Ohlo or any effiliste from bidding into any of these auctions,

Finally, we agres with Exelon that the substantive details of the CBP process need
to be established to maximize the number of participants in AEP-Ohio’s auctions through
an open and transparent auction process, We direct ARP-Ohio to establish 2 CBP proosss
consistent with Section 4923.142, Revised Code, by December 31, 2012. The CBP should
include guidelines to ensure an independent thizd party is selected to enmure there is an
open and transparent solicitation process, a standard bid evaluation, and clesr product
definitions. We encourage AEP-Ohio to look to recent successful CBP procesaes, 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 opinion in ordex.

8.  CRESProviderlssues

. The modified appheation includes a continuation of cuzrent operational switching
practices, chavges, and mdrdmum stay provisions refated to the process in which customers
can switch to a Competitive Retall Blectric Service (CRES) provider and subsequeraly
retuen: to tha SSO rates (ABP-Ohio Ex. 111 at 4). AEP-Ohio points cut that the application
includes bensficial modifications for CRES providers and customers, including the
addition of pesk load contribubion (PIC) and network service peak load (NSPL)
information to the master customer list, AEP-Ohlo witness Roush testified that AEP-Ohlo
also eliminates the 90-day notice requirement prior o enrolling with 2 CRES pravider, the
12 month stay requiremnents for comemercial and industria) costomers that return to SS0
ratea beginning January 1, 2015, and requivements for reafdential and small commercial
sustomers that return to S50 rates be required to stay on the SSO plan untl April 15% of
the following year, beginning on January 1, 2015 (id) )

Exelon argues that AEP-Ohio needs to make additional changes in order to develop

 the competitive market, Specifically, Bxelom requests the Commonission hnplement rate and

bill resdy billing and a standard puschase of receivables (POR) program, eltinate the 90-
day notice requirement immediately, and implement a process to provide CRES providers
with data relating to PLC and NSPL values. Exelon witness Fein recommends that,
consistent with the Duke ESP arder, the Commission order ABP-Ohioc provide via
electronic data interchange, pertinent data including historical usage and historical
intervel dats, NSPL and PLC data, and provide a quariedy updated list for CRES
providers to show accounts that are currently enzolled with the CRES provider. (Exelon
Ex. 101 at 33-34). Fxelon maintaing that this information will allow CRES providers to
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more effectively serve customers and result in cost efficient competition {Jd) Me, Fein
further provides that dear Implementation tariffs will lower costs for customers, plainly
describe rules and contract terms, and allow both CRES providers and customers to easily
vnderstand AEP-Ohio's competitive process (I at 35-36).

RESA and IGS provids that AFP.Ohio’s billing system is confusing to customers
and creates numerous problems for CRES providers, all of which may be corrected
tirough the fmplementation of & POR program that wonld provide customers with a
single bill and collection point (RESA Ex. 101 at 1217, IGS Ex. 101 at 15). IGS witness
Parisi points out that switching statistics of natural gas utilities and Duke have increased
upon the implementation of POR programs (IGS Ex. 1-1 at 18-19). RESA witness
Rigenbach also recommands that the Commission direct AEP-Ohlo to develop a web-
based aystem tu provide CRES providers access to customer usage and account data by
May 31, 2014 (RESA Bx. 101 at 12-13). RESA and DER/DECAM also recommend that
AEP-Ohio reduce or eliminate cusiomer switching fees, as well as customer minimurm stay
pexiods (14, DER Ex. 101 at). FES witness Banks noted that the fees and minimum atay

Wﬁhﬁﬂmcmﬁﬁmbym&gitdﬂﬁcﬂtfmmmﬂumwhw&
105 2t 31).

While the Commission supports AEP-Ohio’s provisions that encourage the
development of competitive markets, modifications need to be made. AEP-Ohlo witness
Roush notes that customer PLC and NSPL information will be induded in the master
customer list, ARP-Ohio fails to malke any copunitment to the time frame this information
would becorne available, nor the specific format in which customers would be able to
access this data. We note that recent updaies have béen revised to the electronic data
interchange (EDI) standazds developed by the Ohio EDI Working Group (OBWG). ‘This
Comnunission values the efforts of OBWG in developing uniform operational standards and
we expect AEP-Chio to follow such standards and work within the group to implement

solutions which are fair and reasonable, and do not discriminate against any CRES
_ provider.

Accordingly, we direct AEP-Ohio to develop an electionic system to provide CRES
providers access to pertinent customer data, including, but not imited to, PLC and NSPL
values and historical usage and interval data no lates than May 31, 2014, Within 30 days
from the date of this opinion and order, we direct yepresentatives from AEP-Ohio to
schedule 2 meeting with members of the OEWG to develop a roadmap towards
developing an EDI that will more effectively serve customers, and promote state polices
in accordance with Section 4928.02, Revised Code, Further, as AEP.Ohio explaing that i
neither supports nor is apposed to the Ides of a POR program (ABP-Ohio Reply Br. at 64-
66), we encourage interested stakeholders to attend a workshop in conjfuncton with the
five year rule review of Chapter 4901:1-10, O.A.C, a3 established in Case No. 12-2050-EL-
ORD et al, to be held on August 31, 2012. In our recent order on FirstEnergy’s electric
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securhy plan {Sez Case No. 12-1230-B1-680), we noted that this workshop would be an
appropriate place of stakeholders in the FimstBnergy proceadings o review issues related
to POR programs. Simlarly, we believe this workshop would also provide stakeholders in
this proceeding an opportunity 1o further discuss the merits of establishing POR progrars
for other Ohio EDUs that are not currently using them. The Commission concludes that
the modified BSP's modification 10 ABP-Ohio's switching rules, charges, and minkmum
stay provisions that axe set to take effect on Janwary 1, 2015, are consistent with AEP-
Ohdo’s previously approved tariffs. Purther, as we previously established in our original
opinion and order in this case, these provisiena are not excessive or inconsistent with other
electric distribution ulilities, and will further support the development of competitive

matkets beginning in Januery 1, 2015, Thereforé, we find these provisions o be
reasonshle, ) .

The Company’s modified ESP application indludes a Distribution Investzent Rider
(DIR), pucsuamt to the provisions of Section 4928.143(B}(2)(h) or (d), Revised Code, and
consistent with the approved setlement in the Company’s distribution xate csse!t to
mmeammmmmmmmmmmammmm

to support customez demand and advanced technofogies. Aging infrastructure, according
to AEP-Ohio, iz the primary cause of customar outages and reliability issues. AEP.Chio
reasons that the DIR will facilitate and encourage investments to maintsin and improve
distribution reliability, align customer expectations and the expectations of the distribution
utility, as well as gtreamline recovery of the associated costs and reduce the frequency of
bage disibution rate cases, Replacement of aging distrfbution equipment Will ulso
support the advanced technologies of gridSMART which will reduce the duration of
customer outages based on preliminary gridSMART Fhase 1 information. The Company
argues that its existing capital budget forecast includes an annual investment in excess of
$150 million pius operations and maintenance in distribution assets. The DIR mechanism,
a8 proposed by the Company, includes components to yecover properly taxes, conunercial
activity fax, and to eam a retun on plant in-seevice based on a cost of debt of 5.46 percent,
2 return on common equity of 10.2 percent utilizing a 47.72 percent debt and 52.28 percent
common equity capital structure. The net capital additiona to be included in the DIR
reflect gross plant Inservice after August 31, 2010, as adjusted for accumulated
depreciation, because August 31, 2010, is the date certain in the Company’s most recent
distribution rate case and any increase in net plant that occurs after that date is not
recovered in bage rates. The Company proposes to cap the DIR mechanison at $86 million
in 2012, $104 million for 2013, $124 million for 2034 and $51.7 million for the period
Jaruary 1 through May 31, 2015, for a total of $365.7 mllier. As the DIR mechanism is
designed, for any year that the Company’s investment would result in reverues to be

R bt v ABP-Ohl, Cane Nos. 11-951-BL-AIR, ef o, Opinion snd Order st 346 (Decennber 14, 211) in
" reference to parageaph IV.AS of tha Joint Stipulation and Recommendstion filed on November 23, 2011
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collected which exceed the cap, the overage would be recovered snd be subject to the cap
in the subsequent period. Symmeirically, for any year that the revenue collected under the
DIR i less than the anmal cap aliowance, then the difference shall be applied 0 increase
the cap for the subsequent period. The Company notes that the DIR reverue requirement
fusk recognize the $62.344 million revenue credit reflected in the Commission approved
Stipulation in the Company’s distribution rate case)? As proposed by the Company, the
DIR would be adfusted quarterly to reflect in-service net capital additions, excluding
capital additions reflected in other riders, and reconciled for over and under recovery, The
Company specifically requests through the DIR project, that when mieters ave replaced by
the Installation of smart meters, that the net book value of the replaced meter be inchaded
as a regulatory asset for recovery in a futore filing. The DIR mechanism would be
collected a5 a percentage of base distribution revennes. Because the DIR provides the
Company with a timely cost recovery mechanism for distribution investment, AER.OHo
will agree niot to seck a change In distribution base rates with an effective date earlier than
Junel, 2015, (AEP-Ohio Ex. 116 at %12 AEP-Ohio Ex. 110 at 18-19)

The Company notes that Staff continuously monitors the Conpany’s distribution
system reliability by way of service complaints, electric outage reports and compliance
provisions pursuant to Chapter 4901:1-10, O.AC. In rellarce on SGif testimony, the
Compmycﬁersmat&emhabﬂﬂyofthedimﬁmﬁmsyswmwaseva}mwdmapmd
thiscase. (Staff Bx. 106 at 5-6; Tr. at 4339, 4345-4346.)

Customar expectations, as determined by AEP-Ohio, are aligned with the
Coampany’s expectations. AEP-Ohly witness Kickpatrick offerad that the updated
customer survey results show that 19 percent of residential customers ard 20 percent of
commenclel customers expect their reliability expectations to increase in the next five
yeazs. AHP-Ohlo points out that when those customers are considered in conjunetion with
%m&mwhomtdwuﬁlﬁytomahﬁhﬁwhwdrembﬂuy,w
expectations increase to 90 percent of residential customers and 93 percent of commarcial
customers. AEP-Ohio states It is corvently evaluating, based on several criteria, varigus
asset categories with a high probability of failure and will develop a DIR program, with

Staff input, taking into consideration the number of custorners affected. {AEP-Ohio Ex, 110
at 1319}

OHAmypmmeadopﬁnnofﬁwbmmpwpmdby&wcompmy@m&.at
2). w,mcmw,mmmhmmmmcmmwmmnm.u
this case is not the proper forum to consider the recovery of distributionrelated costs.
Kroger, OCC and APJN resson that prudently incumred distribution costs are best
congidered in the context of a base distribution rate case where such cost are more
thoroughly reviewed by the Commission, Kroger asserts that maintaining the distribution

2
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system ia a fundarnental responsibility of the uiility and the Company should continue to
operate under the texms of its last disizibution rate case until the next such proceoding, X
the Commission elects to adopt the DIR mechanism, Kroger endorses Staff's position that
the DIR be modified to account for accumulated defersed income taxes (ADIT) and
accelerated tax depreciation. In sddition, Kroges asseris that the DIR for the CSP rate zone
and the OP rate zore ate distinct and the cost of each unigue service area should be
maintainad and the disteibation costa assigned on the basis of cost causation. OCC end
AFJN add that the Company’s reason for pursuing the DIR, as a component of the ESP
tather than in the distribution case, is the expedience of cost recovery and when that
rationale is considered in cordunciion 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 13-15; Kroger Reply
Br. at 3-4; OCC/ APIN Bz. 2t 87-8%; Tr. at 1184))

OCC and APIN argue that in determining whether the DIR complies with the
requiremants of Section 4928.143(B){2)(h), Revised Code, the Company focuses exclusively
on the percentage of residential and commercial customers {71 percent and 73 percent,
respectively) who do not believe that their eleciric service reliability expectations will
increase tather than the minorily of customers who expect their service reliability
expectations to increase (19 pevcent and 20 percent, respectively). OCC and APIN note
that 10 percent of residential customers and seven percent of commercial customers expect
their rellability expectations to decrease over the next five years. At best, these interveners
assext, the customer survey resulis are inconclusive regarding an expectation for reliability
improvements as the majority of customeny are confent with the status quo. OCC and
APJN state that with the lack of project detalls, and without providing an analysis of
m&ummhabiﬁtyexp&hﬁmaﬁmentm&prﬁeﬂcwtaﬂpuﬁm&
improvements, AEP-Chio has failed o meet its burden of proof to support the DIK.
Accordingly, OCC and AP]N request that this provision of the modified ESP ba rejected.
{AEP-Ohio Ex, 110 st 11-1% OCC/APIN By. at 987.994).

NFIB and COSE emphasize that the DIR, as AEP-Ohio witness Roush testified,
would, if appraved as proposed, result in General Service tariff rate customers yec

elving
an increase of approximately 14.2 pexcent in distribudon charges, about $2.00 monthly
(NFIB/COSE Br. at 89;Tr, at 1162-1163).

Staff testified that consistert with the requirements of Rule 490L1-10-10(B)(2),
O0.A.C, AEP.Ohio has rate zone specific minimum performsnce standards, a8

messured by the customer average interruption duration index {CAIDY) and system
averags interruption frequency index (SAIFI)2 According to Staff, development of each
CAID] and SAIF] takes infto account the elactric utllity’s three-year historical systemn
performance, system design, technological advancements, the geography of the utility’s

15 Sea I e AEP-Ofio, Case No. 09-756-EL 58, Opinion and Order (September 8, 2010).
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service territory, customer perception surveys and other relevant factors, Staff monitors
the uiility’s compliance with the reliability stendards, Staff offers that based on customer
surveys, 75 to 80 percent of residential and commencisl custorners are satisfied overall with
the Company’s service reliability. However, the Company’s 2011 reliability measures
weze below their raliability measurea for 2010 for CSF and the SAIFI nwasure was worse
in 2011 than in 2010 for OP. Accordingly, Staff determined that ARP-Ohio's reliability
expectations are not currently aligned with the reliabllity expectations of its customers.
Staff further offered that a number of conditions be imposed on the Commission’s
approval of the DIR, inchuding that the Company be ardered to work with Staff to

a distribution capital plan, that the DIR mecharism indude an offset for ADIT, izrespactive
of the Conmpany’s asseried invonsistency with the distribution rate case settlement, and
that gridSMART related cost not be recovered through the DIR, s0 as to better facilitate the
tracking of gridSMART expenditures and savings and benefits of the gridSMART project.
Purther, Staff proposes that AER-Chio be directed to make quarterly filings to update the
DIR mechanism, with the filed rate to be effective, nnless suspended by the Conunission,
60 days after filing. The DIR mechanism, as advocated by Staff, would be subject to
annual audits after each May filing and, in addition, subject to a final reconciliaion filing
on or about May 31, 2015. With the final reconciliation, Staff recommends that any
amounts collected by ARP-Ohjo in excess of the established cap be yefunded o customers

as & one-tizne credit on customer bills, (Stalf Ex. 106 at 6-11; Staff Ex, 108 at 34; Tr, at
4398)

., ABPOhlo disagrees with the Staff's rationals that the Company’s and customer’s
expectations are not aligned. The Company reasons that the Staff relies on the reliability
indices and the fact that the Company performed below the level of the preceding year.,
AEP-Ohio niotes that in the most recent cusiomer purvey results, with the same questions
as the prior year, the Company received an 85 percent positive rating from residential
customers and a 92 percent positive rating from convnercial customers for providing
reliable service. Further, AEP.Ohlo points out that missing one of the eight applicable
reliability standards doring the two year petiod does not, under the rules, constitute a
violation. The Company also notes that the relisbility standards are affected by storms,
which are not defined as major storms, and other factors ke treecaused outages, (Tr. ot
43444345, 4347, 4366-4367; OCC Bx. 113, At JDW-2)

AEPOhla also opposes Staff's recommendation to fils the DIR plan in a separate
dacket, subject to an adversarial proceeding, The Company expresses great concemn that
this recommendation, if adopted, will result in the Commission micromaraging and
becoming overly involved in the “day-to-day operations of the business units within the
wiility.”

As to Staff's and Kroger's proposal to reduce the DIR to account for ADIT, the
Company responds that such an adjustment would have resulted in a reduced DIR credit
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ifhkmhwacwmwhmthedmdbuﬁmmmmseulemmtmpmdhg. AEP-Ohio
argues that the decision on the DIR in the modified BSP should comtinue to misror the
mdmbndingdthepuﬁeswﬂmdimibnﬁmnmmasanychmgewmidimpmpuly
impact the overall balanced BSP package. (ABP-Ohio Bx. 151 at 9-10.)

As authorized by Section 4928.143(BY2){R), Revised Code, an BSP may indude the
recovery of capital cost far distribution infrastructure investsnent to improve relisbility for
customess, A provision for distribution infrastruchure and modemization incentives may,
but need not, include a long-term energy dellvery infrastructure modernization plan. We
ﬁmi&:atﬂ!ebmisanirwxﬁvemmlakingtuamelemmrecoveryofﬂle&mpmy’s
investment in distribution service. In deciding whether to approve an ESP that contains
any provision for distribution service, Section 4928.143(B)(2)(h), Revised Code, directs the
Comrrission, as part of its determination, to examine the relinbility of the deciic utility’s
distribution system and ensure that cystomers’ and the eleciric utility's expectations are
aligned and that the electric utllity is placing sufficient emphasis on and dedicating
sufficlent resouves to the reltability of its distribution system.

In this modified ESP, there is some disagreement between Staff and the Company
whether or not AEP-Ohid's seliability expectations are aligned with the expectations of its
customers. The Company focuses on customer surveys to conclude that expectations are
aligned while Staff interprets the slight degradation in the relisbility performance
measures to indicate that expectations are not aligned. Despite the different condusions
by the Company and Staff, the Commission finds that both Staff and the Company have
demonstrated that Indeed, customers have a high expectation of reliable electric service,
Given that customer surveys are one componant in the factor used to establish the
mﬁaumymdmﬂ;d&maﬁgmmducﬁminﬂ\ehvddwmdpﬁmmmwmch
the Staff concludes that reliability expectations are not aligned, we sre convinced that it is
merely a slight difference between the Company’s and customers’ expectations. We also
mgxﬁuﬁutmshmmuﬁsfac&onisdepmdu&mwheﬂmﬁwmmmm:&mﬂy
experienced any service outages and how quickly service was restored,

The Commission 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 customen'’ expectations. The Company
" appears to be placing sufficient proactive emphasis on and will dedicate sufficient
reaources to the reliability of its distribution systers, Having made such a finding, the
Conmﬁasivnappmvesﬁxebmasmappmprhheimmﬁvebmmmwayofwf
Ohlo’s prudently incurred distribution investment costs, We emphasize that the DIR
mechanigm shall not include any gridSMART costs; the gridSMART projects shall be
Beparate and apart from the DIR mechanism and projects. With #his clarification, we
beuweithmmqmadm&ewysreqmtmaﬂwmemmngm
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book value of removed meters to be included as & regulatory asset recoverable through the
DIR mechanism,

We agree with Staff and Kroger that the DIR mechaniam be revised o account for
ADIT, The Commission finds that it is not appropriste to establish the DIR rate
mechardsm in & manner which provides the Company with, the benefit of vatepayer
supplied funds. Any benefits resulting from ADIT should be reflected in the DIR revenue

requirement. Therefore, the Commussion directs AEP-Ohio fo edjust its DIR to veflect the
ADIT offset. . '

As wag noted in the December 14, 2012 Order on the ESP 2, we find fhat granting
tha DIR mechanism requires Comunission oversight. We believe that it Is detrimental to
the state’s economy to require the utility to be reactionary or allow the pesformance
standards to teke & negative turn before we encoutage the electsie uiility to proactively
and efficlantly replace and moderrize infrastructure and, therefore find it reasonable to
pesmit the recovery of prudently incurred distribution infrastracture investment costs.
AEP-Ohlo is conrect o aspire to move from & reactive to a mone proactive replacement
maintenance program. The Company is directed to work with Staff to develop a plan to
emphasize proactive distribution maintenance that focuses spending on where it will have
the greatest Impact on maintaining and improving rellability for customers, Accordingly,
AEP-Ohio shall work with Staff to develop the DIR plan and file the plan for Commission
review in a separate docket by December 1, 2092, ,

With these smodifications, we approve the DIR mechardem, and direct Staff to
monitor, a8 part of the prudence review, by an independent auditor for insesvice net
capital additions and compliznce with the proactive disiibution maintenance plan
develaped with the assistance of the Staff. The proactive distribution Infrastructure plan
shall quantify relisbility improvements expected, ensure no doubls recovery, and include
a demovstration of DIR expenditures over projected expenditures and recent spending
levels, The DIR mechardsm will be reviewed snnually for accounting accuracy, prudency
and compliance with the DIR plen developed by the Staff and AEP-Ohio,

10.  Pool Modification Rider

The modified BSP application includes the plannad termination of the AEP Bast
Pool Agreement (Fool Agreement). As a provision of this ESP,. AEP.-Ohlo vequests
approval of a Pool Termination Rider (PTR), initially set at zero. If the Company's
corporate separation plan filed in Case No. 12-1126-EL-UNC is approved ss proposed by
the Company, and the Amos and Mitchell units ave transferred as proposed to AEP-Ohio
atfiliates, then AEP.Ohlo witl not seek to implement the PTR krespective of whether loat
revenues exceed $35 million snnually. However, if the corposate sepazetion plan ks denied
or modified, then AEP-Ohlo requests permission to Hle for the recovery of lost revenue in
association with termination of the Pool Agreement via a non-bypassable rider. The PIR,
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according to AEP-Ohio, is designed b offsst the revenue Josses caused by the temmination
of the Pool Agreement sirce a significant portion of AEP-Ohio's total revenues come from
seles of power 1o other Pool members. The Company argues that with the termination of
the Pool Agreement, the Company will need to find new or additional revenue to recover
the costs of operating its generating sssets, or 1t will need to reduce the coet associated
with those assets. As AEP-Ohilo claims the logt revenues! from csparity sales to Fool
Agreement memhers canniot be mitigated by off-aystem sales in the market alone, The
Company agrees that it will only seek to recover lost pool termination revenues in excess
of 335 million per year dining the tevm of the ESP. (AEP-Ohio Bx. 103 st 21-23.)

OCC, APJN, FES and IEU oppose the adoption of the PTR, as they reason there is
no provision of Section 4978.143(B)(2), Revised Code, which authorizes such a charge and
oo Comumission precedent for the PIR, IEU asserts that approval of the PIR would
essentially be the recavery of above-market or fransition revenue in violation of stats law
and the eleciric transition plan (ETF) Stipulstions’® As proposed, the interveness claim
that the FIR is one-sided to the benefit of the Company. FES offers that there is
insufficient information in the record to allow the Commission to evaluate the terms and
conditions of the PR, as a part of the modified BSP, to require ratepayers o submit $350-
$400 million over the term of the ESP. Furthermore, OCC and APJN note that the
Commission has disregarded transactions related to the Pool Agreement for the
of congidering revenue or sales margins from opportunity sales (capacity end enetgy) 28
?ACMaMmﬁmdoﬂaymmh&aMu&m&Wym
camings test? Accordingly, OCC and AFJN reason that because the Commission has
previcusly disregarded transactions related to the Pool Agreement, that it would be unfair
and unressonable 10 ensure ABP-Ohlo is compensated for lost revenue based on the Podl
Agreement at the coat of ratepayern. For thess reasons, OCC and APIN believe the PTR
should be rejected or modified such that AEP.Ohlo customers receive the benefits from the
Company’s off-tystem sales. 15U says the PTR provides a competitive advantage to
GenResources and, therefore, violates corporate separation requirements. (OCC/APIN Br.
ak 85-87; TBU Br. at 69; TEUS B, 124 a4 30-31; FES Br, at 106-109% Tr. 21 582, 698)

The Company dispels the assertion that there is no statutory basis for a pool
termination cost recovery provislon in an ESP on the basis thet the Commission has
alrendy rejected this argument in its December 14, 2011, Order on the ESP 2, whare the
Cornmission determined s pocl terminstion rider may be approved “pursuant to Section

1 AEP-Obdo wold determing the amount of lost revene by comparing the lost pool capacity revenua for
the most recent 12 month period preceding the effective date of e changs in the AEP Puol o ncresses
In nek vevemme related to new wholasale branssctions or detreases in genasation asset costs a2 & vesult of
ferminating the Pacl Agresment.

B In re AEROlilg, Casa Noa. 99-1729-BL-HTP and 99-173-EL-BTP, Onier {Seplember 28, 2000)

16 In 7w AEP-Dihio, ESP ] Osder at 17 (March 18, 2009); Is 7 AEP-Oftis, Case No. 30126 L-EL-AINC, Ordler ot
29 (Jaomnry 11, 201%), )
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4928.143(B}, Revised Code,” and further concluded that establishing s rider “at & zero rate
does not violate any regulatory principle or practice.”” According to the Company, the
other criticisms that these parties raise regarding the PTR are objections as to how, ox the
extent to which, pool termination costs should be recoverable through the rider which are
not sipe and should be addressed if. and only ¥, AEP-Chio actually pursues recovery of

any such costs in the future as part of a separate proceeding. (AEP-Ohio Reply Br, at 59-
60)

We find statutory support for the adoption of the PTR in Section 4922, 143(B)(2)(h),
Revised Code. The PR serves aa an incentive for ABP-Ohio to move to a sompetitive
market to the benefit of its shopping and non-shopping customers, without regard to the
poasible loss of revenue associated with the tezmination of the Pool Agreement with the
full transition to market for all S50 customers by no later than June 1, 2015. Therefore, we
approve the FIR as a placshwlder mechanism, initjally established at a rate of zero,
confingent upon the Commisgions 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 ABP-Ohio, but is allowing for the establishment
of a placeholder mechanism, and any recovery under the PTR must be specifically
authorized by the Comunigsion. If, and when, ABP-Ohlo seeks recovery under the PTR, it
will maintain the burden set forth in Secton 4928143, Revised Code. In addition, the
Commission finds that in the event AEP-Ohio sesks recovery under the PIR, ABP.Ohio
must first demonstrate the extent to which the Pool Agreement benefitted Ohio ratepayers
over the Jong-tenm and the extent to which the costs and/ or revennes should be allocated
to Ohio ratepayers. Further, AEP-Ohlo must demonstrate to the Commission that any
recovery it seeks under the PTR ia based upon costs which were prudenily incurred and
ave reasonsble. Imporiandy, this Commission notes that AEP-Ohlo will only be permitted
to requests recovery should this Commission modify or amend its corporate separation
plan as filed in Case No. 12-1126-FL-UNC only as to divestiture of the generation assets;
we specifically deny the Company’s request for recavery through the PIR based on any
other amendment or modification of the corporate separation plan by this Commission or
the Pederal Ereargy Regulatory Comanission (FBRC) o FERC's derial or impediment to the
trangfer of the Amos and Mitchall units to AEP-Ohio affilistes. As such, AEP-Ohio's right

to recover Lost revenues under the PTR 13 based exclusively on the actions, or lack therecf,
of this Commdsston,

11 Capacity Plan

Pugsuant to the Commission’s Entry on Rehearing issued February 23, 20172, in the
ESP 2 cases, and the Eriry issued March 7, 2012, in the Capacity Case, the Comonission
directed that the Capacity Case proceed, without further deloy, to facilitate the
development of the record to address the issues raised, ouiside of the ESP proceeding,

V7 fuye AEP-Chdo, Case No. 11-346-BL-850 et sl Order a2 50 (December 14, 2011).
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Whila the Capacity Case continued on an expedited schedule to determine the state
compensation mechandam, ARP-Ohlo nonetheless included, a8 & component of this
randified BSP, a capacity provision different from iis Titigation position in the Capacity
Case, which may be summarized a3 follows. As & component of this modified ESP, the
Company proposes a two-tieved, capasity pricing mechanism, with a ter 1 rate of $145.79
pee MW-day and a tier 2 rate of $255.00 per MW-day. Shopping customers, within each
rate clags, would recelve tier 1 capacity rates in proportion to their relative retail sales Jevel
based on the Company’s retail load. During 2012, 21 percent of the Company’s total retail
load wonld recsive Her 3 capacity and in 2018, the percentage would incresse to 31
percent. In 2014, through the end of the ESF, May 31, 2015, the tier 1 set aside perventage
would increase 1o 41 percent of the Company’s reteil load. All other shopping customers
would receive Her 2 capacity rates. For 2012, an additionsd allotment of Her 1 priced
capacity will be available to non-mercantile customers who arve part of a commmunity that
approved a governmenta) aggregation program on or before November 8, 2011, even if the
set-sside has been exceeded. ABP-Ohio does not propose any specisl capacity set-aside for

govenmental aggregation programs after 2012. (AEP-Ohio Ex. 101 at 15; AEP-Ohio Ex,
116 at 6.7

ABP-Chio argues that its embedded cozt-based charge for capacity is $358.72 per
MW-day,asmpporbedbyﬂ!eCOmpmyinﬁleCapadtyCase. Further, ARP-Ohio projects,
with forward energy pricing decreasing over the remainder of 2012 by approximately 25
percent and based upon the switching rates experienced by other Ohio electric utilities,
that by the end of 2012 shopping rates in AEP-Ohio territory will increase to 68 percent of
residentis! load, 80 percent of commencial load and 90 pexcent of industrial load
{excluding one large customer). AEP-Ohio ressors that the two-tier capacity pricing
mechaniam 18 a discount from the Compeny’s embedded cost of capacity which will
provide CRES providers headroom, the abllity to offer ghopping customers lower
competitive electric service sates and expand competition in the Company’s servke
territory and, as a componant of this modified ESP, balances the revenue loases itkaly to be
experienced by the Company, Further, AEP-Ohlo submits that the capacity pricing
oﬁaedmapmdﬁﬂsmodiﬁedmbmmﬁmnﬂhﬂawmmwmmm

the Company will potentially endure if the Company is required to provida capacity at
FM’s RPM-bused rate. (AEPLOhlo Bx. 116 at4-5, 8-9; Tr. at 332-333)

As an altermative to the two-tleped capacity mechanism, AEP-Ohio proposes 28 2
component of the modified BSP, to charge CRES providers its embedded cost of capacity
$355.72 per MW-day with a $10 per MWh bill credit to shopping customers, subject t0 a
cap of $350 million through December 31, 2014. Shopping credits would be limited to up
mmpamud&whaddeammsmudmsbrmmwmywmmd
incrense o 30 petcent for the perod June 2013 through May 2014 and then to 40 percent
for the period June 2014 theough Decermber 2014. AEP-Ohio's rationale far the alternative
is to engare shopping customers receive a direct and tangible benefit to shop that is fixed
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#nd known regardless of the CRES provider selected. (ABP-Obio Ex. 116 ot 15-17; Tr. at
477, 1434}

On July 2, 2012, the Commisslon issued the Order in the Capacity Case (Capacity
Order) wherein the Cornmission determined $188.88 per MW-day as the appropriste
charge to enable the Company 16 recover its capacity cosis pursuant to Hs Fixed Resource
Requirements (FRR) obligations from CRES providers.® However, the Capscity Order
dlso directed that ABP-Ohio’s capacity charge to CRES providers shall be the anction-
based rate, as determined by PJM via its relisbility pricing mode! (RPM), including final
zonal adjustments, on the besis that the RPM mate will promots retail eleciric
competition.s

Inlhe(hﬁuny(kdm;ﬁw(kummhﬁunahnau&wﬁzaiAﬁP&Hdou;nmﬁﬁyﬂs

procedures to defer the incnrred capacity costs not recoveted from CRES

providers, commencing June 1, 2012, through the end of this modified ESP, with the
recovery mechanism to be established in this proczeding. 2

In this Oxder on the modified ESP, the Commission adopts, as part of the RSR, the
recovery of the differerce between the RFM-based capacity rate and AEP.Ohio's state
compensation mechanism for capacity as determined by the Commission.

Staff endorses the Company's recovery of the difference between the state
compensation mechanism for capacity and the RPM rate (Staff Reply Br. at 13). On the
other hand, TEU, OCC and AFJN argue that there i= nio record evidence in this modified
ESF cage, or any othsr proceeding, to determine an appropriate mechanism to collect
deferred capacity charges in contradiction of the requirements in Section 4903,09, Revisad
Code, and the parties were not afforded due process on the jssue, Purthenmore, OCC and
AFPJN reason that the capacity chargs deferrals carmot be a provision of an ESP as the
charges do not fall within one of the specified categorics listed in Section 4928.143(B)(Z),
Revised Code, and there Is no statutory basts under Chapter 4928, Revised Code, for snch
charges. OCC and AFN also contend approval of the recovery of deferred capacity
charges violates state policles expressed in Section 4928.02, Revised Code, at paragraph
(A), which requires ressonably priced retail electric service; st pazagraph (H), which
prohibits anticompetitive subsidies from nonoompetitive vetail electric service to
competitive retall sexvice; and ak paragraph (L), which requires the Commission to protect
at-risk populations, (OCC/AFIN Reply Br. at 18; IEUf Reply Br. 6-7).

B8 In v Capacity Case, Osdiex at 33-35 (uly 2, 2012).
¥ In re Caparity Case, Ordur 2423 (uly 2, 2012).
2 tn re Capacity Cose, Orcer st 23 (uly 2, 2012).
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Certain parties that opposa the Commission’s incorporation of the Capacity Case
deferrals in the modified BSP overlook the fact that the Capacity Case was apened prior to
each of the BSP 2 applications filed by ARP-Ohio and that each of the applications
proposed a siate compensation eapacity charge and plan for resolution of the Issue. The

Commiasion rejects the Company’s two-Her capacity plan and rates, proposed as a part of
this modified B3P 2.

Furthermore, in accordance with Section 4928.144, Revised Code, the Commission
may order any just and reasonable phasein of any rats ot price established under Sections
4928.141, 4928.142, or 4928.143, Revised Code, Including carrying charges. Where the
Commission esteblishes a phasedn, the Comunission must also authorize the creation of
the regulatory asset to defer the incurred costs equal to the amount not collected, plus
carrying charges on the amount not collected, and authorize the recovery of the deferral
ond carrying charges by way of 8 non-bypassable surcharge,

Several of the interveners argue that because the record in the modified ESP was
closed when the Capacity Order was isened, 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 weze not afforded due process on the issue. We disagres. ARP-
Ohjo proposed certain capacity charges and a plan as a part of this modified ESP and
consistent with the Commission’s anthority we may approve or modify and approve an
ESP. Nothing in the Section 49728.144, Revised Code, limits the Commisston’s authority to
modify the BSP to include deferrals on its own motion, With the Commission’s declsion to
begin collecting the deferral in part through the RSR, all other issues raised on this matter
are acldressed én that section of the Order.

12.

As part of ABP-Ohio's ESP 1 cise, to mitigate the impact of the rate increase for
customets, the Commission ordered, pursuant to Section 4928.144; Revised Code, the
Company to phiase-in any increase authorized over an established percentuge for each year
of the BSP.2 The Commission suthorized CSP and OP to establish a regulatory asset to
record and defer fuel expenses, with carrying costs a¢ the weighted average cost of capitsl
{(WACC), with recovery through a nonbypassable surchavge to commence January 1,
2012, and corttinue through December 31, 20182 This sspect 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 tequest the creation of the Phasa-In Recovery Rider (PIRE), 2 roechanism to
recover the accurnulated deferred foel costs, including carrying costs, to be effective with
the first billing cycle of Jarwary 2012, The Phase-in Recovery Case was a part of the
proposed ESP 2 Stipuletion which was initially approved by the Commission on

2 8P 10rder st 2.
2 E9P1Ovder st 20-28; First BSP EOR 08 6-10.
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December 14, 2011, Consistent with the Commission’s directive in the February 23, 2012
Entry on Rehearing vejecting the BSP Stipulation, a procedural schedule was established

for the Phase-in Recovery Case to proceed independently of any ESP. On August 2, 2012,
the Comenission issued its decision on the Company’s PIRR application.

Notwithstanding the Phase-in Recovery Case, as a part of this modified ESP case,
ABP-Chlo requests that recovery of the deferred fuel.expenses be delayed, while
continuing to acerve carrying cost st WACC, wntil June 2013, The Company does not
propose to extend the recovery period. ABP-Ohlo alse proposes that the PIRRs of CSP and
OP be combined. The rationale presented by the Company for delaying collection of the
PIRR 15 to colncide with and offset the consolidation of the FAC, which the Company
Teasons will mintmize customer rate impacts.  According to AEP-Ohio witness Roush,
combining the FIRR rates will increase the rate for customers in the CSP ate zone and
reduce the rate for cusbomers in the OP zate zons. In this modified ESP proceeding, AEP-
Chio slso requests that the Commission suspend the procedural schedule in the FIRR
¢ases. (ABP-Ohio Ex. 118 st 8; AEP-Ohio Ex, 119 at 3; AEP-Ohlo Bx, 111 2t 5-6))

AEP-Chip witmess Hawkins acknowledges that legislation permitting the
securitization of the PIRR was passed in December 2011 but claims that securitization of
the FIRR regulatory avset will likely take about nins months to fnalize after the Isevance
of a Gnal, non-appeslable order. AEP-Oblo adwits that securitization of the PIRR
regulatory assets would reduce customer costs as a vesult of the reduction in carrying costs

and provide the Company with capital to assist with the transition to masket. (AEP-Ohio
Ex. 1024t 7-8)

OCC opposes the notion that AEP-Ohlo be permitted to earn a refurn on its ewn
capital at WACC while the PIRR is delayed st the Company's request. Further, OCC and
APIN agree with Staff that collection of the PIRR should commence a8 soon aa posaible
after the Cammission lasues its Ovder, the delay in collection amounts t0 an additional cost
of 364.5 milllon. OCC and APJN srgue that there is no justification for the delay and the
delay at WACC only serves to benefit the Company. Since the delayed collection is at the
Company’s request, OCC and APIN advocate that no further carcying charges accrue or

the canrying charge be reduced to the Jong-term cost of debt. (OCCEx, 115 8t 47; OCC Ex.
111 a4 20-22; OCC/ APIN Br. 8t 64.72)

Sirnilarly, TEU argues that the delny 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 ressons that AEP-Ohio was only anthorized to
collect WACC on deferred fusel coats through December 31, 2011, the end of ESP 1. (IBU
Ex, 129 2t 30-31, 14; Tr. at 3639, 4549))
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Ormiet argues that the increased carrying charge to defer the implementation of the
PIRR until June 2013 Is exvessive and presents a number of legal and pragmatic issues.
Ormet notes that the interest to be incarred by delaying the implementation of the PIRR is
based on an interest rate of 11.26 percent, more than AEP-Ohio utilized to determine the
RSR. Ormet encourages the Comendssion to rediuce the carzying cost, in light of the change
in economic and financlal circumstances since the ESP 1 Orde, to the shost-term cost of
debt and to delay PIRR implementation un#il securitization is complete or at least until
June 2013. (Ozmet Br. at 23-24)

Ormet and IEU request that the Company be directed to maintain the separate PIRR
mechanisms for TSP and OP to reduce the impact on ratepayers. IBU notes that C5F
customers have contributed approxdmately one percent of the total PIRR balance, Ormet
notes that the deferred fuel expenses that are the basis of the PIRR, 2s provided in the ESP
1 Order, s & final noncappeslable order for which AEPOhio way sely to seek
securitization. AEF-Ohlo has argued such in this case in its filing of March 6, 2012, and
Ormet contends that pursnant to Natiorwide Ins, Co, v, Hall, No. 1258, 1978 W1 214906 at *3
(Chio App. 7 Dist. Mar. 23, 1978) AEP-Chic can nwt now assert 8 contradictory le

gol
position. (Tr. at 4543-4548; Ormet Ex, 1068 at 9; Ormet Br. at 23-27; IEU Bx. 129 at 911;
18U Be. at 72)

Ormet asserts that biending the PIRR rate for CSP and OP rate zonss constitutes a
zetroactive change in fuel costs for which AEP-Ohio has falled to offer any justification.
Ormet states that at the time the fuel cost were incurred, CSP and OP were not merged
ardd that the overwhelming majority of the PIRR balance is from the OP rate zone. The
raticmale offered by Ormet is that the blending of the RAC rate is fundamentally different
from the blending of the PIRR rate, as FAC is an ongolng look at cument and future fuel
coats whare the PIRR is the collection of previously incurred, deferved fuel costs. Ormet
argues that tha Commission has previously concluded that the distinction between
retrospective and prospective is key to what constitutes prohibited retroactive ratemaking.
Ormet asks that, comsistent with the Commission's detérmination in the ESP 1 Entry on
Remand Order, that the Commisslon find the blending of the CSP and OP PIRR balances

equates to changing the rate for previously incusved but deferred fuel costs. (Tr. at 1187,
4536-4537, 4540; Ormet Br. at 27-31.)

The Company reasons that he PIRR regulatory asset is on the books of OP, a3 the
surviving entity post-merger, along with all of the other agsets and Habilities of the former
CSP. Therefore, it i appropriate for all AEP.Ohio customers to pay the FIRR. AEP-Ohio
notes that Staff mdvocates that the FAC and PIRR be immediately unified and
implemented, because CSP customners benefit from a rate impact perspective with tha
merging of both rates (Ir. at 4539-4540),
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Staff opposes the Company’s request to delay recovery of the merged PIRR rates
apd recommends that the Commission direct recovery o commence upon approvel of the
modified BSP to avoid increased carrying charges assodiated with the dely. Stalf noies
that with a PIRR balance of approximately $549 million, delaying PIRR recovery until June
2013 results in addidonal carrying charges of 571 million at the WACC. Fusther, Staff
supports the merger of the PIRR rates. (Staff Ex. 109at45)

AEP-Ohlo answers that the difference between the Company’s proposal to delsy
collection of the PIRR in comparison to the Staff and certain interveners opposition to the
delay is essentiaily a balancing or prioritising between two goalx: mitigating present rute
impacts and reducing the tota] carrying charges. The Company’s proposal was almed at
addressing the first goal and the Staif's pasition prioritizes the second goal. The Company
contends that its proposal to delay implementation of the PIRR until Jurie 2013 to coindide
with the unification of PAC rates is reasonable, sesults in mintmal immediste rate impacts
to customers, and should be approved.

ABP.Ohio’s request to suspend the procedural schedule in the PIRR case is mook, a8
it does not appear that the Company made a similar reguest in the Fhase-in Recovery
Cases, and given that the Commission has Issued its decision on the PIRR application.
Consistent with the Company's limited request as to the PIRR in this modified ESP, we
will address the commencement of the amortization perfod for the PIRR, combining the
PIRR retes for the CSP and OP rate zones and securitization, Any remaining issue raised

a8 to the deferred fuel expense or the PIRR that is niot addressed in the Phase-in Recovery
Order or this modified BSP Order ls dended.

As AEP-Ohio correctly points out, delaying collection of the PIRR to offset
the merged FAC rates, 25 opposed to immediately commencing collection of the PIRR, is
indeed the prioritizing between two goela. AEP-Ohic’s request to delay commencement
of the amortization period for the PIRR is denied. In this caye, where the accried carrying
charges during the requested delay are estimated to be an additional $40 to §71 million, it
is unzeasomable for the Conmission to approve the delay and parmit carrying charges fo
continue to accrue merely to facilitate one charge offsetting another. AEP.Ohlo is directed

to commence recovery of the PIRR charges as soon a8 practicable after the issuance of this
Qrder. »

We agree with the recommendation of Orpiet and IEU to maintain separate PIRR
rotes for the CSP and OP rate zones. The PIRR balance was incurred primarily by OP
customers, and according to cost causation principles, the recovery of the balance should

be from OF customers. Further, as discussed above, the Conndssion divecty that FAC
rates should be maintained on & separate basls.
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IEW angues that the PIRR fails to addvess the requiremvnits of Section 4928.20(1),
Reviged Code,® that requires non-bypassable charges arising from a phase-in deferral are
applicable to customers in governmental aggregation programs cnly in proportionate to
the benefit received. IEU's claim that the PIRR violates Section 4928.20(T), Revised Code, Is
misdirected, The PIRR is not part of this BSP proceeding but was the directive of the
Commission in the Company's prior ESP case. Thezefore, the Commission finds that IEU
should have raised this issue in the BSP 1 case or when the Commission espsblished the
PIRR and that Section 4928.144, Revised Code, 43 t the collection of the PIRR, is not
applicable to this modified BSP proceeding,

The Commission notes that AEP-Ohdo witness Hawking testified that securitization
of the FIRR regulatory assets would reduce customar costs through the reduction of the
. carrylng cost and provide AEP-Ohio with the needed capltal to assist with the transition to

competiion, AEP-Ohic also states that recovery of the FIRR can commente before

securithation i complete. Ormet supports securitization of the PIRR. (AEP.Ohio Ex, 102
#t 8; Ormes Be. at 24-25.)

Finally, while AEP-Ohio does not specifically propose securitization of the PIRR in
the modified ESP, AEP-Ohio notes that securitization offers a benefit to both customers
and AEP.Ohio. Purther, no parties opposed the ides of serwritiving the PIRR.
Accordingly, we direct AEP-Ohio to take advardage of this extremely useful tool onr
General Assembly created for eleciric utilities and thebr customers through House Bill 364
and securitize the PIRR defersal balance. Securitization not only leads to Jower utllity bills
for all customers as a result of reduced cartying costs, but also leads to lower borrowing
costs for ABP-Obdo, The Conunission finds it extremely important, particulacly when oux
State has been hit by tough econcanic times, o keep customer utility bills as low a8
poazible, and securitization of the FIRR provides us with 3 means t0 ensure we protect
customer intevests, Therefore, AEP-Ohio shall inftinte the securitization process for the
PIRR deferral balance as soon as practicable.,

B Bection 4928.20(1), Revised Code, states!
Customers Hhat are past of & govemnments) sggregation under this section shall be responuible only for
swrh postion of & saccharge ander section 4928.344 of the Reviged Coda that Is proportionate to the
benefits, ae detaxined by the commisslon, that electric Joad cenbers within the juriediction of the
23 & group racive. The proportionate surharge so established hall apply to
8 while the customer & past of that sggeegution. If &
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The Company describes, but does not request as a part of this modified ESP, its
propused application for full corporate separation fled in Case No. 12-1126-EL-UNC
{Corporate Separation Case), pursuant to the requirements of Section 4928.17, Revised
Code, and Chapter 45011-37, O.AC# AEP-Ohio asserts full corporate separstion is a
necessary prerequisite for generation asset divestiture and AEP-Ohie’s tranzition to an
auctonc-based $50. Pursuant to the proposed modified ESP and the Company’s proposed
corporate separation plan, AEP-Ohio will retain transmission and distribution-velated
aseets, its REPAs and the sssodated RECs, AEP-Oho will transfer to its
affiliate, GerlResonrces, existing generation units and contractusl entilements, fuel-related
assels and contracts and other aseels and labilities related to the generatlon business®
Tha generation assets will be transfesred at net book value. AEP.Ohio proposes to refain
senior notes and pollution control revenue bonds, as such long-feem debt is not secured by
the generation aseets being transferred to GenResources. The Company expects to

termination of the Pocl Agreement and full corporate separation by Jannary 1,
2014.% (AEP.Chia Bx. 108 2t 46,8, 21-22)

AEP-Ohio is @ Fixed Resource Requirement (FRR) entity, pwsmant to the

of PIM Intesconnection LLC (PIM), and must remain an FRR umil June 1,

2018. To et its FRR obligstions after full corporate saparation and before the proposed
enrgy suctions for delivery commencing January 1, 2015, the Company states
GenResources will provide AEP-Ohlo, via a full requirements wholesale agresment, iis
load requiremants to supply non-shopping customers, Pursuant to the proposed modified
BSP, ARP-Ohio proposes that for the period Janmary 1, 2015 gwough May 31, 2015,
GenResources will provide AEPLOhio only capacity, no enetgy, a $255 per MW-day and
the contract between AEP.Ohio and GenResources will terminate effective June 1, 2015,
when both enargy and capacity will be provided o S5O customers through an auction,
While AEP-Ohio is an FRR entity, the Company states it will make capacity payments to
GenResources for the energy only auctions proposed in this modified BSP at $255 per
MW-day. Generstionelated revenues paid to ABP-Olio by Ohio ratepayers will be
passed through to GenResources for capacity and snexgy received for the S50 load, and
AEPOhio will sebmiburse GenResources on & dollarfor-dollar basis for teansmission,
ancillary, and other service charges billed to GenResources by PJM to serve AEP-Ohio's

2 See In Hie Malter of the Applicstion of Ohi Power Company for Approvel of Full Legal Comporats Separatitn and
Awendrent b its Carpomin Separation Plan, Case No. 123126 EL-UNC, tied Maech 30, 2012,

% AEP.Oblo motes that nfer tansferdng the genermtion sssels and Nablliges to GenResources,
GenBesouzoes will ansfer Amos vnit 3 and 80 percant of the Mitchell Plant to Appalachian Power
Compatty (APCo) and trarafer the balance of the MitcheRl Plant to Kentacky Power Compeny (KYP), 20

gggbz)mmmmm Tosd requiremestt absent the ARF East Pool Agreement (AEP-Ohio
® 2%,

% 45 » past of the modified BSP, AEP-Ohlio requests approval for & Pool Tesmination Ridet which o
addrussed in a sepacate soction of this Order,
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850 load. In addition, AEP-Ohio will remit all capacity payments made by CRES
providers pursuant to PYM's Rellability Assurance Agreement to GenResources a5 well a8
revenues from the Relail Stability Rider as compensation for fulfillment of ARP.Ohlo’s
FRR obligations. {AEP-Ohdo Ex. 101 at 23; AEP-Ohio Ex. 103 at 6-8; Tr. at 515-519)

IBU, OCC and APIN argue that because AEP-Ohio has made the modified RSP
filing contingent on recelving approval of the corporate separation plan yet falled to
request consolidetion of the Corporate Separvation Case, the Commission cannot approve

;hﬁ_eco;pnmheupa:aﬁmplanaupmdmhmmeding {OCC/APIN Br. at 73; IEU Br.
77.

In fact, IBY argues that AEP-Ohio is not the FRR entity bul, American Elecirdc
Power Sexvice Corporation (AHPSC) is the FRR entity on behslf of all of the American
Hlectric Power opemating companies within PJM and, therefore, ABP-Ohlo does not have
any FRR obligetion. Nor has AEP-Ohio affered into evidenre, TEU notes, AEFSC's FRR
capacity plan or indicated which of AEP-Ohio's generation assets are part of the capacity
plan. IBU reasoms that AEP-Ohic's generation assets ate not dedicated to AEP-Ohio’s
distribution customers and may be replaced by other capacity resources. (IEU Ex. 125 at
23, AEP-Ohio Bx. 163 8t 9)

DER and DECAM argue that ABP-Ohio’s proposal $o contract with GenResources
to serve the S80 load at the proposed caparity price after corporate separation is an fllegal
viclation of the corperate separation laws and violates state policy causing a negative

impact on the sbility of unaffiliated CRES providers to compete in OP tercitory (Tx. at 512-
813; DER/DECAM Br. at 11).

Staff opposes AEF-Ohlo’s request to retain $296 million in pollution control bonds,
where there has not been, according to Staff, any demonstration that use of the
intercompany notes would have a substantial negative affect on the peneration affillate’s
cost of debt Staff proposes that ARP-Ohio be directed to make a filing with the
Comunission within six months after the completion of corporate separation, to
demnonsirate that there 1s not any substantial negative impact on ABP-Ohio if the debt or

notes axe not transferred to the generaton affiliate. Therefore, Staff
recommends that the Comamission deny this aspect of the Company's ESP proposal at this
time, Further, Staff recommends that the Corporate Organization chart be updated to
reflect the legal entitles that are relsted to American Eleciric Power Inc,, as well as all
reportable segments related to AEP-Ohio, in a format and manner similar to the
information Americen Rlectric Power Ine, provides in its 10K filing to the Securities and
Exchange Commission. (Staff Ex. 108 at 56; Tr. at 4405-4406.)

AEP-Ohio did not request consolidation of its pending corporate separation plan in
conjunction with this modified BSP application, and as such the Comumission will consider

00071



11-346-E1,-850), et al. -59-

the corporate separation application In & separate docket.  As such, the primary lesues to
be eongidered in this modified BSP procesding is how the divestiture of the generation
assets and the agreement between AEP.Ohio and GenResources will impace 530 rates.

We find 1BII's arguments, that AEP-Ohio is not the entily committed to an FRR
obligation with PJM to be form over subatance. AEPSC entered into the FRR agreement on
behalf of ARP-Ohio and other ABP-Ohlo operating affiliates and the legal obligation of
AEP-Ohio is no less binding than if ABP-Ohio entered into the agreement directly.

The Commisgion finds thet sufficlent information regarding the proposed
generation asset divestifure and corporate separstion, as reflected in more detail in the
Corpaorate Separation Case, has been provided in this modified ESP case to allow the
Commission to yeasonably conclude that termination of the Pool Agreement and corporate
separation facilitate AEP-Ohio’s transition to & competitive market in Ohio. With the
modification and adoption of the modified ESP, as presented in this Order, the
Commission may reasonably defermine the ESP rates, Including the rate impact of the
generation asset divestitore, on the Company’s 550 customers for the term of the modified
ESP, where upon S0 rates will subsequently be subject to a competitive bidding process.
While, ABP-Chio proposes to enter into an agreement with GenResources to provide ABP-
Ohio capacity at $255 per MWeday, we emphasize that besed on the Comumission's
decigion in the Capadty Case, ARP-Ohio will not recelve any more than the sste

. compensstion ¢apacity charge of $188.83 par MW-day from Ohio customers during the
termn of this BSP, .

As the Commission understands the Company’s description of the generaton
divestiture, all AEP-Ohic generation facilities, except Ames and Mitchell, will be
transferred to GenResowrces at net book valve. Awmos and Mitchell will vitimately be
transferred o ABP-Ohio operating affillates at net book value,

Sinff raizes some concern with the implementation of corporate separation and the
lack of the Company’s tranafer of all debt and/or intezcompany notes to GenReagurces,
Despite the Staff's recomamendation, the Commission approves AEP-Chio’s requests to
retain the pollution control bonds contingent upon a filing with the Comunission
demonstrating that ABP-Ohlo satepayers have not and will not incur any cosis associated
with the cost of servicing the associated debt. More specifically, AEP-Ohlo tatepayers
shell be held harmless for the cost of the pollution control bonds, as well as any other
generation or generation related debt or inter-company notes retained by ARP-Oldo, ARP-
Ohio shall file such information with the Cornmission, in this docket no later than 90 days
after the issuance of this Order, Accordingly, the Commission finds that, subject to our
approval of the corporste sepasation plan, the electric disitibution wtility should divest its
generation assets from iis noncompetitive electric distribution stility assets by transfer to
its sepatate competitive retall generation subsidiary, GenResources, as represented in His
modified ESP. The Company states that it has notified PJM of its intention to enter PIM's
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auction process for the delivery year 2015-2016. The Commission will review the
remaining issues presented in the Company’s Corporate Separation Case.

In regards to the contract between ABP-Ohio and GenResources, FES contends that
after corporate separation AEP-Ohio cannot simply pass-throagh the generation reverwues
it receives without evidence that the cost are prudent consistent with Section
4928 143(B)(2)(n), Revised Code, and AEP.Ohio has done nothing to establish that $255 per
MW-day. for capasdty is prudent. The price of $255 per MW-day is unrelated to cost or
market rates, and according to FBS, appears to be well above market. Fuxthermore,
Constellation and Exelon witness Fein testified that Exelon made an offer of energy and
capacity and an offex for capacity only to serve AEP-Ohio's S50 load June 1, 2014 the
May 31, 2016, at a cost lower than the Company ls proposing &s a part of fis modified
ESP. Constellation and Exelon emphasize that the PIM tariff does not prohibit an PRR
entity from making bilaterel purchases in the market to maeet its capacity cbligations.
(Constellation/ Exelon Ex, 101 at 17-19), FES notes that according to testimony offered by
AEP-Ohio witness Nelson, the §253 MW-day for caparity is not based on costs nor indexed
to the market rate, Purthermare, FES points out that AEPSC is negotiating the contract for
both AEP-Ohio and GenResources. AEP-Obic has no intent, based on the testimony of
M. Nelson, to evaluate whether the cost of its contract with GenResources for S50 sexvira
could be reduced by contracting with another suppber, Based on the record evidencs, FES
argues that this aspect of the modified ESP does not comply with the requirements of
Section 4928.143(B)(2)(a), Revised Code, and the contract between AEP.Ohio and
GenResources, after corporate eeparation does not comply with the FEEC Edger
guidelines, which direct that no wholesale sale of electric energy or capacity between a
franchised public utility with captive customers and & markeb-regulated power sales
affiliste may take place without first recsiving FERC authorization for the transaction
under section 205 of the Federal Power Act. {Tr. at 523-526; FES Br. at102-108.)

The Commission finds, that once corporate separation is effective and AKP.Ohio
procures s generation fram GenResources that it is appropriate and reasonable for certain
Tevennes to pass-through AEP-Ohio to GenResourves, Specifically, the sevenues ARP-
Ohio receives, after corporate separation is implemented, from the RSR which are naot
allocated to secovery of the defersal, revenue equivalent to the capacity chasge of
$188.99/MW-day authorized in Case No. 10-2929-BL-UNC, generation-based revenues
from 880 customers, and revenute for energy sales to shopping customers, should How to
to GenResources. We recognize, as AEP.Ohio acknowledges and FES diacusses in its reply
brief, that the contract between ABEP-Ohio and GenResources is subject to prior FERC
approval. We do not make, a5 a part of our review of the Company’s modified BSP
application, any expressed or implied endorsement of the terms or conditions of the AEP-
Ohdo contract with GenResousces, as presented in this case.
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The Company’s modified ESP application proposes the continuation of the
gidSMART rider approved by the Comunission in the ESP 1 Onder, with two
modifications, First, AEP-Ohio requests that the gridSMART rabes for the CSP rate zone
be expanded to the OP rate zone. Second, AEP-Ohio requests thet the net book value of
meters reticed as a resnlt of the gridSMART project be deferred 28 a regulatory asset for

purposes. Currently, the net book value of meters replaced as a result of Phase
1 of the gridSMART project are charged to expense net of salvage and net 'of meber
transfers and included in the aver/under cakulation of the rider. The Company expects t
complete the installation of gridSMART equipment in Phase 1 and to complete
gridSMART data submission to the U. 8, Department of Bnergy on Phase 1 of the project
by December 31, 2013, with the evaluation to be completed sround March 31, 2014,
Fusther, AEP-Ohio states that the Company interids to deploy elements of the gridSMART
program the AEP-Ohio service territory aa past of the proposed DIR pr
proposed In this proceeding. (AEP-Ohio B, 107 at 10; AEP-Ohio Bx. 110 8t 313

O0C and APJN submit that, to the extent that the Company proposes to include
gridSMART costs in the DIR, there are numerous concerns that need to be addressed
before the Compeny is autharized to proceed. Staff, OCC, and APIN retort that the
Company's proposed expansion of the gridSMART project, before any evaluation and
analysis of the success of gridSMART Phase 1, is inconsistent with sound business

that the Company not proceed with Phase 2 until evaluation of Phase 1, is complate, on or
about March 31, 2034, (Staff Ex. 105 at 5-6; OCC/ APIN Br. at 9657.)

More specificaily, Staff reasoms that the costs of the expansion of various
‘technologies have not been determined, the benefits of the gridSMART
expansion defined nor customer acceptance of such technologies evaluated. In addition,
Staff claims that the Company has staied that certain components of the aging distribution
infrastructure do not support gridSMART technologles. Despite Staffs position on the
commencement of Phase 2 of the gridSMART project, Staff does not oppose the
Company’s installation, at the Company’s expense and risk of recavery, of proven
distribution technologies that can proceed independently of gridSMART, which address
near term generation reliability concerns, such as integrated voltage variation control
(IVVC), and do not present any security or interoperability issues or viclate requirements
zet forth by the National Institute of Standards and Technology Interagency Report. Staff
endorses the continuation of the gridSMART sider to be collected from all AEP.Ohlo
customers, Staff emphasizes that equipment should not be recoverable in the gridSMART
rider until it 15 installed, has completed and passed thorough testing, and has been placed
In-service. (Siaff Ex. 105 at 3-6; Staff Ex. 107 at 3-13.)

00074




11-346-BL-830, etal. 462~

AEP-Ohio points out that no intervensr has expressed any opposition to the
continaation and completion of gridSMART Phase 1 and, accordingly, AEP-Ohdo requests
approval of this aspert of the modified ESP. ABP-Ohio also requests that the Commission
provide some policy guidance on whether the Company should preceed with the
expansion of the gridSMART program.

As the Commission noted in ABP-Olda’s ESP 1 Order:

{0t is iopartant that steps be taken by the electric utilities to explore
and implement technologles.., that will potentially provide long-term
benefits to customers and the electric utlity. GridSMART Phase 1 will
provide CSP with beneficial informetion as to implementation,
equipment preferences, customer expeciations, and customer
education requivernents... More relisble service is dearly beneficial to
CSP's cugiomers. The Comunission strongly supports the
implemnentation of AMI [advanced metering infrastructure] and DA
Jdistribution automation initetive), with HAN [home area network],
as we believe these advanced technologies are the foundation for
AEP-Ohio providing its custorers the ability to betber manage their
energy usage and reduce their ensrgy costs.

(BSP1 Order 2t 34.35)

The Commission is not wavering in its conviction a5 to the banefits of gridSMART.
Thws, we divect ARP-Ohio to continue the gridSMART Phase 1 project and to complete the
review and evaluation of the project. We are approving the Company’s request to iniijate
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 cogt-effective. To require the Company to delay any further expansion or
installation of gridSMART Is unnecessarily- restrictive with respect to the further
deployment of successful individual smart grid systems and technologies used in the
project.  The Company shail file its proposed expansion of the gri project,
gridSMART Phase 2, as past of 8 new gridSMART epplication, including sufficient detai}
on the equipment and technology proposed for the Commission to evaluate the
demonstrated auccess, cost-effectiveness, customer acceplance and feasibility of the
proposed technology. However, the Compary shall include, as Staff recommends, [VVC
only within the distribution inveatrent sider, as IVVC I8 not exclusive to the
project. IVVC supports the overall electric system reliability and can be installed without
the presemve of grid smart technologies, although IVVC enhances or is necessary fox prid
soert fechnology to operate properly and efficlently. Furthermore, the gridSMART Phese
1 rider was approved with specific Uimitations as to the equipment for which recovery
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could be sought, and a dollar imitation¥ 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 cwrent gridSMART rider, for example, through a
gridSMART Phase 2 rider. The current gridSMART rider allows for recovery on an “as
spent” basig, with audits directed towazd truing-up expenditures with collections through
the xider rate. Keeping subsequent non-DIR, gridSMART expenditures in & new seporate
secovary mechanism facilitates enforcament and a Commission determination that
recovery of grid SMART investment occur only after the equipment is installed, tested, and
I in-setvice. With these clarifications, the Commission approves the Company’s request
to continwe, as a part of this modified BSP, the current gridSMART rider mechanistm,
subject to annwal trueup and reconcilistion based on the Company’s prudently incumved
costs, and fo extend the rate to indude OF as well as CSP customers.

We note that the gridSMART Phase 1 rider was last evaluated for prudency of
expenditiares, reconciled for over- and under-recoveries and the rate mechanism adjusted
in Cose No. 11-1353-EL-RDR, with the rate effective beginning September, 1, 2011, Despite
the Commission's Febeuary 28, 2012 rejection of the application in this ESP 2 proceeding,
the recovery of the gridSMART rate mechanism continued consistert with the Entry
issued March 7, 2012, Accordingly, the gridSMART rider rate mechanism approved in
Case No. 11-1353-Fi-RDR shall continue at the cuxrent rate unifl revised by the
Commission. We also note that in Case No, 11-1353-EL-RDR, the Commission deducted
an amount from the Company's daim for the loss on the disposal of electro-mechandeal
meters. The Commission notes, as we stated in the Ordex issued August 4, 2011, that we
will address the meter issue in the Company's pending gridSMART rider application,
Case No. 12509-EL-RDR, and nothing in this Order on the mndified ESP should be
interpreted to the contrary,

Pugeant to Commission authority, a8 set forth in Section 4928.05(A)(2), Revised
Code, and the Tules in Chapter 4901136, O.A.C., electrie utililss may seek recovery of
transmisgion and transmission-zelated costs. Through this modified ESP, AEP-Ohio
proposes only that the transmission cost recovery vder (TCRR) mechanisms of the CSP
and OF rate zones be combined. The Company proposes no other changes to the TCRR
mechanism as & paxt of this BSP, (ABP-Ohio Ex. 111 2t 6-7; AEP-Ohio Ex. 107 at6.)

The Comnission notes that the cuxrent TCRR process has been in place since 2009,
and operates appropriately. As siructured, with the TCRR mechanism any over- or undes-
recovery i ascounted 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
C5P ard OF TCRR rate mechandems. Given the merger of CSP into OP, effective as of

7 ESP1Order at37-38; ESP 1 Babry on Rebwariog 6t 18-24 (uly 23, 2009).
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December 31, 2011, the Commission finds AEP-Ohio's request to combine the TCRR
mechanism to be reasonable. The Commission directs that any over-retovery of
transmission or transmission-related costs, ag a result of combining the TCRR mechanisms,

be reconciied tn the over and under-recovery component of the Company’s next TCRR
rider update,

16. Epnhanced Service Reliability Ridex

As purt of AEP-Ohio’s ESP 1 case, AEP-Ohio proposed an enhanced service
zeliability sider (BSRR) program which induded four components, of which only the
rarsition to a cycle-besed vegetation management program was spproved by the
Commission. In this modified RSP, AEP-Ohlo requests continuation of the ESRR and the
Company’s tmansition to a four-year, cycle-based trimming program. Further, the
Company proposes the unification of the ESRR mates for each rate zone into a single rate,
adjusted for anticipated cost increases over the term of the ESP, with carrying cost on
capital assets and annual reconcliiation. ABP-Ohio admits that before the initiation of the
transitional vegetation management program, the number of tree-related circuit outages
had graduslly increased. However, the Company states that with the initiation of the new
vegetation management program, the number of tree-caused outages has been veduced
and service reliability has improved. AEP-Ohlo proposes to complete the fransition from a
performance-based program B a four-year, cycle-based krinwning program for all of the
Company's distiibution circuits 98 approved by the Conmwnission in the prior ESP.
Howeves, the Company notes that the vegetation management plan was implenented 25 a
five-year transition program and, as s vesult of the delay in adopting a second BSP and.
increases in the expected costs to complete implementation of the cycle-based trimming
program, it is now necessary to extend the implementation period to include an additional
year into 2014, AEP-Ohio requests incremental funding for 2014 for both the completion
of the teansition o a cycle-based vegetation management program of $16 million and an
incremental inerease of $18 million annually to maintain the cycle-based program. (AEP-
Ohio Bx. 107 at 8; AEP-Ohio Ex. 1102t 5-9)

Staff supports the continuance of the ESRR through 2014 but not any cost incurred
thereafter. Staff reusons that after 2014, the Company’s transition to a four-year, cycle-
based vegetation management program will be complete and regular maintensnce
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. Puirther, Stalf argues
that the ESRR funding level for the period 2012 through 2014 is ovemtated due to the
increased BSRR baseline reflected in the Company’s recent distribution rate case?
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 annwal increase in vegetation management operation and inaintenance expense of $17.8

38 In re AEP-Ovio, Opinion and Ordar, Cese No, 11-351-EL-AIR, et al. (Dssember 14, 2017).
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million annually for 2012 through 2014 over iis xecommendation in the Staff Repost. For
that reason, Staff asverts that vegetation management operation and malntenance expenss
must ke reduced by $17.8 million annually for the period 2012 through 2014, Fusther, Staff
recompnends that the Commission direct AEP-Ohdo to file, pursuant to Rule 4901:1.10-
Z7(B)(2) and (3), O.AC, by no later than December 31, 2013, a revised vegeiation

3 program which commits the Company to camplete end-to-end trimming on
all of its distribution crcuits every four years beginning January 1, 2014 and beyond.
{Staff Bx. 106 at 13-14; Tr, at 4363-4365)

ABP-Ohio retorts that Steff ignores the fact that the Sdpulation, and the
Comuission Order approving the Stipulation, in the Company’s distsibution rate cass do
not detail any increase in the ESRR baseline, AEP-Ohio requests that the Comsmission
reject Staff's view of the rate case settlement as unsupported and improper, after the
issuance of a final, non-appealable oxder in the case. As to Staff’s proposed termination of
funding efter 2014, the Company offers that such would undermine the benefits of the
cycle-based trimming, (AEPOhio Reply Br. at 76-77))

The Commission concludes that while the Stipulation in the distribution rate case
reflecis an increase in the baseline operations and maintenance expense from the level
recommended in the Staff Report, there is no eviderwe in the Stipulation or the
Commission's Ogder adopting the Stipulation which specifically supports a $17.8 million
incresse in operationa and maintenance expensa for the vegetation
Accordingly, the Commission approves the continnation of the vegetation management
program, via the ESRR, and merger of the mtes, as requested by the Company far the term
of the modifled 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
reconciliation of the rider. We direct AFP-Ohlo to file a revised vegetation management
progrean consistent with this Order and Rule 4901:1-10-27(8)(2) and (3), O.AC, by nolater
than December 31, 2012, We see no need to wait until December 2013 for the filing, as
requasted by Staff, in light of our ruling in this Oder.

17

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

23 pep 1 Order at41-48; BSP 1 BOR st 2731,

00078



11-346-EL-850, et al. -66-

million in reduced electtle service cost over the Jife of the programs. Further, the ER/PDR
programs cause power plant emissions to be reduced. AEP-Ohio testified that its energy
efficiency and peak demand resporse programs for 2009 through 2011 have been very
successful in meeting the benchmarks. Staff endomes the Company’s request to continue
the BE/PDR rider. (AEP-OhloEx. 107 at 8; AEP.Ohlo Ex. 118 at 11-12; Stakf Br, at 31)

The Commission approves the merger of the EB/PDR rider rates for the CSP and
OP rate zones and; for the term of this modified ESP, the continuation of the EB/PDR rider
a8 adopted in the B3P 1 Order and subsequently confirmed In each of fwe Company’s
succeeding EE/PDR cases. In addition, as we established in our analysis of the IRP-D
credit, because the IRP-D credit promotes encrgy efficiency, it is appropriate for AEP-Ohio
to recover any costs associated with the IRP-D under the EE/PDR rider, as opposed to the
RSR. Further, the Commission directs AEP-Ohlo to take the appropriate steps necessary to
bid the energy efficiency savings funded by the EB/PDR rider intu the next PIM base
residual auction and all subsequent auctions held dusing the texm of the ESP.

AEP-Ohio’s mwdified ESP application request approvel to continge, with one
modification, the non-bypassable Economic Development Rider (EDR). The EDR
mechanism recovers the costs, incentives, and fargdne revenues associated with new or

Commissionapproved special arrangements for economic development and
job zetention. Asmmtﬂydesigmd,themkmwisammpmdeachcmsbase
disteibution rates, The Company wishes to mexge the EDR rates for each of the rate zones
into a single EDR rate with the EDR rate to continue in all other respects as approved by
the Commission in the ESP 1 Order and the Company’s subsequent EDR cases. As
curvently approved by #he Commission, the EDR is updated periodically and the
regulatory accounting for the EDR, being over-under accourting with no carrying charge
on the investment and a long-term {nterest carrying charge on any unrecovered balance.
AEP-Ohio states that the EDR supporis, Ohic’s effectiveness in the global economy as
required in Section 4928.02(N), Revised Cods, AEP-Ohio asseris that the proposed EDR Is
reasonable and should be adopted as part of the modified ESP. (ARP.Ohio Bx. 111 283, 7
end Ex. DMR-5; AEP-Ohio ¥x. 107 at 8; AEP.-Ohio Ex. 1182t 7, 13)

Staff supports the Company’s EDR propoaal {Staff Br. at 31). However, OCC and
AFIN axgue the Company allocates the EDR rider based only on distribution revenues as
opposed to current tolal revenues {distribution, transmission and generetion) between the
customer classes in compliance with Rule 49011-38-03(A), O.A.C® OCCand APJN nota

30 Rude 45071:1-38-08{A)4), O.AL, states:

The ameunt of Bue reverae recovery rider shall be apread to all customess in proportian
to the cuttint teversss distribotion betwesn snd among ciasees, sabject b change,
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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 ABP-Oio be required to adopt™

The Company argues that because transmission and gmetaﬁm Yevenues are
recovered only from is nonshopping custoaners, thet OCC's and AFIN's proposal would
actually result in residential customens being responaible for a greater share of the delta
revenues than under the curcent allocation method based only on distribution sevenues
paid by shopping and nonshopping customers. Further, AEP-Ohlo notes that tha
Commission rejected this ssme proposal by OCC in the ESP 1 cases and requests that the

Commission again reject the proposed change in the sliccation methodology. (AEP-Ohio
Reply Br.at78.)

The Commission rejects OCC's and APTIN's request to revise the basis for the EDR
allocation, given the fact that the EDR is a non-bypassable rider recovered from shopping
and non-shopping customers alike. We recognize that the EDR acts to attract mew
business and to facilitete the expansion of exdsting businesses in Ohlo. In order to allow
AEP-Ohio to effecttvely promote economic development to customers in its service
territozies, and continue its positive corporate presence in communities throughout Ohdo,
as evidenced by multiple witnesses at the public hearings, we find it ressonable for AEP to
maintain #s corporate keadquarters In Colurnbus, Ohdo, 2t a minfwuin, for the entirve term
of this ESP and the subsaquent collection perlod associated with the deferral cosis
included in the RSR. Further, the Commisaion finds that, the EDR. as a non-bypussable
rider, s recovered from all ARP-Ohio shopping and non-shopping customers. Therefore,
wea;-provetiwCumpany‘smqmthumgemewkmm&xmcsrmommmm
into a single rate and to othawise continue the EDR mechanism 28 previously approved
hy&\eComnﬂssloninﬂmCompany'sESPl Drder,asmv!sedordmﬁedmiusubseqm
EDR proceedings.

Additionally, in Hght of the extenuating economic circumstances, theConmmion
hexeby orders the Company to reinstate the Ohio Growth Fund, to be funded by
shareholders at $2 million per year, or portion thereof, during the texm of this BSP. The
Ohlo Growth Fund creates private sector economic development resounces to support and

work In conjunciion with other resources to attract new investment and fmprove job
growth in Ohlo.

aiteeatioes, ox modification by the commission, The electrle uillity shall file the prejecied
inopact of $he proposed rides on ofl cuatomexs, by vestonss der,

31 GeaIn re Daytan Power k Light Comparny, Case No. 12-515-1L-RDR, Order {Apell 25, 201,
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19,  Storm Damage Recovery Mechanism

AEP-Ohdo proposes a storm damage recovery machanism be created to recover any
Incrernental expenses incurred due o major storxa events (AEP-Ohilo Ex, 110 at 20). AEP-
Ohio provides that the mechanistn would be created in the amount of $8 million per year
in actordance with the settfement in Case Noa, 11-351-BL-AIR and 11-352-EL-AIR. In
support of the storm damage recovery mechanism, AEP-Ohic witness Kirkpatrick notes
that absent the mechaniam, forecasted operation and maintenance (O&M) funds would be
constantly diverted to cover the expense of major storms, which could disrupt planned
maintenance getivities and impact system reliability. The determination of what & major
storm is or is not would be determined by methadology outlined in the IEEE Guide for
Electric Power Distribution Reliability Indices, as set forth in Rule 4901:1-10-10(B), O.AC.
{ld) Any capital costs that would be incurred due to a major storm would elther become a
component of the DIR or wonld be addressed in a disiribution zate case (Id, at 21). Upon
approval of the storm damage recovery machandism, AEP-Ohio will defer the incrementsl
disizibution expenses sbove or below the $5 million storm expense begirning with the
effective date of January 1, 2012 (AEP.Chio Ex. 107 at 10).

OCC notes that while ABP-Ohdo’s actunl storm costs expenses are currently
wnknown, it is likely that AEP-Ohio will incus more than $5 million based on histori dats,
which indicates the average anmual expenses amount to approximately $8.97 million per
year (OCCBx. 114 2t 20-21), In addition, OCC explains that AEP-Ohio failed to specify the
carry charge rate for any storm damage defervals, but suggests the carrying charges not be
calculated using AEP-Ohio’s WACK, as the mechanism does not include capital costs
(OCC Br. at 97.98), OCC suggests that AEP-Ohio utilize its cost of longderm debt to
- caleulste carrying charges (Id).

In establishing its storm damage recovery mechanizm, AEP-Ohlo fatled to specify
how recovery of the defesred asset would actually work or would oceur. As proposed, it
is urknown when AEP-Ohio would seek recovery, or whether anything over or under $5
million would become a deferred asset or Hability. As it cwrrently stands, the storm
damage repovery mechanism is open-ended and should be modified. -

Therefore, we find that ABP-Ohio may begin deferysl of sny incrementsl
distribution axpenses above or below $5 million, per year, subject to the following
modifications.  Further, throughout the term of the modifled BSP, AEP-Oldo shall
muintain & detailed accounting of all storm expenses within its storm deferral account,
including defailed records of all incidental costs and capital costs, AEP-Obio shall provide
this information wnnually for Staff to audit to determine if additional proceedings are
niecessary to establish recovery levels o refunds as necessary.

In the event AEP-Ohio incurs costs due to one ox more unexpected, large acale
storms, AEP-Ohio shall open a new docket and file a separate application by December 31
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each year throughout the term of the modified ESP, i necessary., In the event an
application for addiional stoen damage recovery is filed, AEP-Ohlo shall beas the burden
of proot of demonstrating all the costs were prudently incurred and reasonable, Staff and
any interested pacties may #ile conunents on the application within 60 days after AEP-
Ohiv dockets an application. If any objections sre not rescived by AEP-OMo, an
evidentiary hearing will be scheduled, and parties will have the opporturity to conduct
discovery and present testimony before the Comumission. Thus, OUC's corgemn on the
cslcu!ahana&appmpdatemrymgdmrgesbpmm

In ESP 1, based on the lack of certain information in the record, the Commission
determined that customers ynder reasonable arrangements with ABP-Chio, induding, but
not limited o, energy efficiency/peak demand. reduction arrangemnts, economic
dewlopmmtwangemm:s unjque arrangernents, and other special tariff schadules that
offer service disoounts from the applicable taeiff rates, are probibited from also
participating in a PJM demand response program (DRP), unless and wntil the Commission
deadeso&nmhe(smtns?mxata). While the Conumission opined on the ability of
. customes in reasonable arrangements with AEP-Chio to paticipate in PJM DRPy, the

Commission did not, in the sontext of the BSP 1, addrmﬁieabﬂlwdm-mﬁosrmn
customers 0 participate in PIM DRPs,

On March 19, 2010, in Case Nos. 10-343-EL-ATA and 10-344-BL-ATA, AEP-Ohdo
filed an application to amend its emergency curtailment service riders o permit customers
to be eligible to participate in AEP-Ohio’s DRPs, integrate their customer-sited yesources *
and assign the resources t0 AEP-Ohlo to meet with the Company’s peak demand
reduction mandates or conditional retall participation in FJM DRPs,

Asapmofﬂ\hmdiﬂngSP,AEP-OMomogzﬂmcusmparﬁmpabonm&e
FIM directly or throngh thixd-party aggregators and proposes to eliminste two tasiff
services, Rider Emergency Curtailable Services and Rider Price Curtajlable Service, as no
customer currenily receives sexvice pursuant to cither rider, EnerNOC endorses this
aspect of ARP-Ohlo’s modified BSP application on the busis that its supports the

of Section 4928,02(D), Revised Code. (AEP-Ohio Ex. 100 at % AEP-Ohio Bx.
111 at % EnerNOC Br. at 5:6),

We concur with the Company’s request. Accordingly. the Company should
eliminate Rider Emergency Curtailable Services and Rider Price Curtsilable Service from,

its tariff service offerings and Case Nos, 10-343-EL-ATA and 10-344-EL-ATA, closed of
record and dismissed.
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®)

In order to ensure no customers are unduly burdensd by any unexpected rate
impacts, as well as to mitigate any customer rate changes, we direct ARP-Obdo to cap
customer rate increases at 12 percent over thelr curvent ESP Y rate plen bill schedules for
the entive term of the modified BSP, pursuant to our suthority as set forth in Section
4928.144, Revised Code. The 12 percent lanit shall ba determined not by overall customes
rate classes, but on an individual customer by customer basis, The customer rale impact
cap applies to items approved within this modified BSP, Any rete changes that arise s a
result of past proceedings, including any disttibution proccedings, or in subsequent
proceadings are not factored into the 12 pexcent cap. Further, the 12 pescent cap shall be
normalized for equivalent usage to ensure that at ro point any individual customer’s bill
impacts shall exceed 12 percent. On May 31, 2013, ABP-Ohdo should file, in a sepavate
docket, a detafled accounting of its deferval impect created by the 12 petcent rate cap.
Upon AEP-Ohio’s filing of its deferral calculations, the attormey examiners shell establish a
procedural schedule, to consider, among other things, the deferral costs created, and the
Comumission will maintain the discretion to adjust the 12 percent Hmit, as necessary,
throughout the tenm of the BSP,

]

The Comunisglon takes notice that American Electric Power Service Corpozation
filed & renewed motion on AEP-Ohic's behwlf for expedited rulingn on July 20, 2012, in
FERC docket numbers ER11-2183-001 and EL11-32000. In the event FERC takes any
action that may sighificantly alter the balance of this Comwission’s cedex, the Comemission
will make appropriate adjustments as necessary, Speafkaﬂy,mwmw
4528.143(F), Revised Code, at the end of each annual period of this niwodified ESE, the
Conumission shall consider if any such adjustments, induding eny that may arise ss a
result of a FERC order, lead to significantly excessive gamnings for AEP-Oho. In the event

that the Commisaion finds that AEP-Ohio has significantly excessive earnings, ABP-Oldo
shall return any amount in excess to consumers.

ABP-Ohio contends that the ESP, as proposed, including ils pricing and all other
terms and conditions, is more favorable in the sggregate as compared to the expected
results that would otherwise apply under an MRO. To prepesly conduct the statutory test,
ABP-Ohio states that the proposed ESP must be viewed in the aggregate, which includes
the statutory price test, other quandfisble benefits, amd the consideration of non-
quantifisble benefits (AEP Ex. 114 at 34). In evaluating all of these criteria, AEP-Dhio
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 approdmately
$952 million (AEP-Ohio Ex. 115 at Extdbit LJT-1, page 1}. In addition, Ma. Thomas statea
that there are numerous benefits that are not readily quantifiable (fd.).

In conducting the statutery price test, Ma. Thomes eiplains that she utilized Section
4928,20()), Revised Code's interpretation of market prices for guidance in determining the
competitive benchomark price. In establishing the competitive benchmark price, AEP-Obio
" used ten components, including the capacity companent, which includes the capacity cost
that a supplier would incur &0 9e1ve & retail customer within ARP-Otdo’s service territory
(AEP-Ohio Ex, 114 at 15). AEP-Chio concluded that the capecity cost to be utilized in the
statutory price test should be $355.72/ MW-day, based on the notion that AEP-Ohio will ba
operating under iis FRR obligation and the full capacity cost rate for AEP-Ohio should be
utilized in the competitive benclunark price. By using $355.72/MW-day, Ms. Thomas
conchedes that the siatutory price test shows the BSP is mure favorable than en MRO by
$256 million (AEP-Ohio Ex. 114 at LjT-1 page 3). Ms Thomas also conlucted 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 en
MRO $80 million (Jd, at LJT-5 page 2), In light of the Commission’s decision in Case No.
102929, AEP-Ohdo indicates the use of the $188.38 capacity price would result in the MRO
being dlightly 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 favocable by approximately 26 million (ABP-Ohio Reply Br, at 97.99,
Attactanent B).

In addition, as AEP-Ohio explains that the statutory test requires the proposed BSP
be reviewsd 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 BSR is a benefit of the proposed modified ESF, the RSK will
cost §284 million during the term of the modified RSP. Ms, Thomas explains that the GRR
should not be comsidered in the aggregate anslysis as the results would be the same under
the proposed BSP or an MRO, but notes if the Commission determines otherwise the
consideration of GRR would reduce the quantifiable benefits by approximately $8 million.
By taking these additional quantifiable factors into consideration in addition to the yesults
under the statutory test, AEP-Ohlo asserts that the total quantifisble benefits of the

modified ESP ave $952 million based on the statutary price test using $355.72/ MW-day
(AEP-Ohio Ex. 115 at LTT.1).

Regarding non-quantifiable benefits, AEP-Ohio states that the modified ESP will
provide price certainty for SSO customers while presenting increased customer shopping
opportunities. AEP-Ohio provides that the modified ESP will ensure financial stability of
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AEP-Ohio and provides for a necessary transition towards the competition while
acknowledging AEP-Ohio's existing contraciual and FRR obligations. AEP-Ohio also

opines that the modified ESP advances state policies and is consistent with Section 492802,
Revised Code.

In addition to the statatory test conducted by ABP-Ohio witness Thomas, several
other partiey conducted the statutory test pursuant to Section 4928143, Revised Code.
OCC, FES, IBU, DER and Staff allege that the statutory price test actually indicates that the
modified ESP produces results that are less favorsble than what would otherwise apply
under an MRO by figures ranging from $50 mithom to §1.427 billion (See OOC Ex. 114, DER
Bx. 102, IEU Bx. 125, FES Ex. 104, and Staff Ex. 110), Specifically, OCC witness Hixon
points ocut that ABP.Ohlo's assumption of & $355.72/MW-day capacity charge is
inapproptiate, but rather, the capscity charge approved by the Commiseion in Case No.
10-2929-EL-UNC should be utilized. Further, OCC notes that any costs associated with the
GRR should be included in the statutory test, as the GRR would not be available under an
MRO (id 2t 14-17). In addition; OCC points out that in considering any non-quantifiable
benefits associated with the modified BSP, the aggregate test should consider additional
costs to customers’ associated with itens such a8 the DIR, ESRR, and gridSMART rider,

which, while not readily quantifiable, are cisrrently known to be costs associated with the
modified ESP {Id. at 18).

FES and IEU raise similar corverns in utilizing ARP-Ohio’s $989 million as a
quantifiable benefit. FES states that the Commission previously found the consideration of
discounted capacity pricing cammwt be conaidered a benefit becanse It is. foo speculative
(FES Ex. 104 at 14-16, I6U Ex. at 50-53). IEU, DER, and FES provide that AEP-Ohio’
overstated the competitive benchmark price by falling to use a market-based capacity
price, and falled to properly consider the costs associated with the modified BSP including
the RSR, GRR, and poasibly the PRR (PES at 16-25, TEU at 49-72, DER Ex, 102 at 3-6). Mr.
Schnitzer also concluded that the statutory test indicates that the modified BSP is worse for
custorners than the Stipulation PSP, and spproval of the modified ESP would harm the
development of a competitive vetail market by limiting CRES providers’ abllity to provide
alternative offers to customers (FES Bi. 104 at 38-41).

15U, DER, and OCC argue that Ms. Thormas incorrectly assumed the MRO's
blending requirement should have been accelerated, as # is unlikely the Commission
would authorize an MRO with any blending other than the fault blending provisions of 70
percent ESP pricing and 30 percent market pricing, as is consistent with Section 4928.142,
Revised Code (DER Ex. at 3-6, OCC Ex, 114 at 8-9). Purther, IEU suggests the Commizsion
consider the June 2015 to May 2016 deliver year as part of the statutory test analysis, as
AEP-Ollo in seeking Commission approval to conduct a CBP for the entire 550 load
beginning in June 2015 under this modified application (IBU Bx. 125 st 79).
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Saff witness Foriney conducted the statutory test by blending the market rate with
the 550 rates pursuant to Section 4928.142(D), Revised Code, but noted that the market
rate is extremely uncestein due to volatility of forward contract prices. Mr. Foriney
calculated the average rates under AEP-Ohic’s modified ESP and compared them to the
results that would oceur under an MRO on RPM price capacity, $14641, and $255. Mr.
Foriney concluded that under all shree scenarios the modified BSP is less favoruble, bt
noted there are other nor-quantifiable benefits, including ABP-Ohio’s transition to
competitive markets, which would be achieved more quickly than through an MRO (Staff
Ex. 110 at 3-7). PES revised Mr, Foriney's statutory price test uzing the $188.88 price of

capacity and concluded an MRO would be less expensive by $277 million (FES Reply Br. at
B).

The Commission finds that, while AEP-Ohio made mulitiple errors in conducting
the statutory test, we believe that these ervors are correctible based on evidence contained
within the record. Under Section 4928143(C)(1), Revised Code, we must determine
whether AEP-Ohio’s has sustained its burden of proof of indicating whether the
electric security plan, a8 we've modified It induding its pricing, other terms and
conditions including any defervals and futuse recovery of defertals, Is more favorable in
the aggregate as compared to results that would otherwise apply under Section 4928.142,
Revised Code. Further, we must ensure our analysls looks at 'the entire modified BSP as &
total package, as the Supreme Court of Ohio has held that Section 4928.143(C)(1), Revised
Code, does not bind the Commisaion to a strict price comparison, but rather, instructs the
Commission o consider other terms and conditions, as there is anly one statutory test that
i%?atanetmwmﬁmaggugate(lnnwumhus. Power Co., 128 Ohio St. 34 402,

Therefore, as ARP-Ohio presented is analysis of this statutory test, we first ook st
the statatory pricing test, and then will explore other provisions, terms, and conditions of
the proposed ESP that are both quantifisble and non-quantifisble. In considering AEP-
Ohio's statutory price test, consistent with Section 4928.143(C)(1), Revised Code, we must
look in part at the price AEP-Okic’s proposed B3P, as we've modified it, with the price of

_the results that would otherwise apply under Section 4928.142, Revised Code. The way

AEP-Ohfo caloiulated its statutory price test precludes us from accurately determining the
results that would otherwise apply under a market rate offer, as it begins its analysls on
June 1, 2012

To eccuraiely determine what would otherwise apply under Section 4928, 142{(A)(1),
Revised Code, for the purposes of comparing it with this modified BSP, we begin by
looking at the statute for guidance. Section 4928.142(A)(1), Revised Code, mandates that
any electric disteibution 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, falr, and transparent competitive solicitation process, with a clear product definition,
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standardized bid evaluation criteria, oversight of the process by an independent third
party, and an evaluation of the submitted bids prior to selecting & winner. For the
Comunission o appropriastely predict the reaults that would otherwise occur under this
section, we cannot, in good conscience, compare prices during & time pesiod that has
elapsed prior to the issuance of this order. Nor can we, by statute, compare this modified
ESP price with what would otherwise apply under Section 4928142, Revised Code,
beginning today, as it would be impossible for AEP-Ohio to immediately eatablish an
alteznate plan under Section 4928142, Revised Code, that meets all the statutory criteria.
Therefore, for the Commission o appropriately compare the price components of this
modified ESP with the results that would otherwiae apply under Section 4928.142, Revised
Code, we raust determine the amount of time it would teke AEP-Ohls to implement its

standard service offer price with what would otherwise apply under Becion 4928142,
Revised Code,

As FES witness Banks testified, a June 7, 2013 start date would provide AEP-Ohio
sufficient time to plan for anctions, develop bidding rules, and the auction structure, all of
which are requirements of Section 4928.142, Revised Cade (FES Ex. 105 at 20). In light of
this testimony, we believe thet we should begin evaluating the statutory prive test analysia
approximately ten months from the present, in arder to determine what would otherwise
apply. Therefore, in considering this modified BSP with the results that would otherwise
apply under the statutory price test, we will conduct the statubory price test for the period
between June 1, 2013, and May 31, 2015,

Further, in conducting the statutory price test, Ms. Thomas erred by utlizing
$355.72/MW-day for the capecity component of the competitive benchmark price. This
numiber was unilaterally determined by ABP-Ohio and justified a8 ARP-Ohio’s cost of
capacity, which is entively incomsistent with the Commission’s determination of ABP-
Ohlo's cost of capacity being $188.88. Although we believe AEP-Obio's use of the
$355.72/ MW-day capacity figure is flawed, we are not persuaded by parties who argue
the caparity componant should be market based and reflect RPM prices. These partes fajl
to consider that AEP-Chio, as an FRR entity, will be supplying capacity for its customens

. throughout the term of this RSP, whether the customer is ain S5O customer or the custormer

takes service through a CRES provider. Thus, even under the resuits that would otherwise
apply consistent with Section 4928.142, Revised Code, due to AEP.Ohio’s remaining FRR
chligations, it would still be supplying capacity to all of its customers through 2015, We .
find it Is inappropriate to considet market prices in establishing this capacity component,
gven though RPM prices are consistent with the state compensation mechanism, as AEP-
Ohio is and will zemain an FRR entity for the lmmediste futwre. In cordurting the
statutory price test, we shall use AEP-Ohio’s cost of capacity of $188.588, 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 pexcentages contained within Section 4528.142(D), Revised
Code, as well as past Commission precedent in conducting the statutory price test, we do
not find it appropriate 0 use a 100 percent blending rate for the final five months of the
modified BESP, See Duke Energy Ohfo, Case No. 10-2586-BL-S50 (February 23, 2011).
Accordingly, we need to adjust the percentages of the MRO pricing component that is
indicated in ARP-Ohio’s reply brief to 90 percent of the generation service price and ten
percentcf&eexpectedma:ketpﬁcefoﬂhepmdbetweenlune‘b%tomy:ﬂ.m& _
consistent with Section 4528.142(D), Revised Code, and incremse the MRO pricing
companent to 80 percent of the generation service price and X0 pexcent of the expected
market price for the period of June 1, 2014, to May 31, 2015, By making these
m&ﬁmmm&emmmﬁﬁvemmmmmweﬂaﬁmﬂsaMmudmpmty
figure, we conclude that the statutory price test indicates the modified ESP ls more
favorable than the results that would otherwise occur under Section 4928142, Revised
Code, by approximately $9.8 miftion,

Our analysis does not end hers, however, a8 we must now consider the

ESP’s other provisions that are quantifieble. As we previously established in the
December 14, 2011, Opindon and Ovder, we believe ABP-Ohic must address costs
agsociated with the GRE, as it is non-bypassable pursuant to Section 4928.143(B)(2)(c),
Revised Code, and thus would not oour 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 wa find that the costs associated with the GRR are
known and should thevefore be induded in the quarditative benefits. Likewise, we rmust
consider the costs associated with the RSR of approximately $388 million in our
quantitative analysis 32 Theincluﬁonofanydefqm&immmtdmmtmdbobei:ﬂuﬂed
in our analysis, as it would still be recovered under an MRO pussuant to the Commission’s
decision in the Capacity Case. After induding the statutory price test in favor of the BSP
by $9.8 million, and the quantifiable coste of $388 million undex the RSK and $8 million for
the GRR, we find an MRO js more favorable by approximately $386 million,

By statuts, our analysis does not end here, however, a8 we must consider the non-
quaniifisble aspects of the modifled ESP, in order to view the proposed plan in the
aggregate. We acknowledge that there may be coste associzted with distribution related

%2 ThaRSR determination of 5383 miliion Is cakulated by taking the $508 million RSR secovery amount and
subtracting the $1 Sguce to be devoted towards the Capacity Case defesyal, a5 secovery of hds defernl
will occur under either un 258 oy an MRO, Using LJT-5 in AEP-Ohigp Bx, 114, wihen weconsider the fotal
commected 1oad of 48 miflion kWh and owitiply 1 by §1 over the term of the awdified BSP, we reach s
figure of $T44 millicn to be devoied towends the Capacity Case deferml. However, a3 the RSR recovery
sanount bncreases bo $4/MWh in the final year of the msodified RSP, weals must accoont for an Incresse
i the RSR of 524 million, which bs als caleulated by convested Joad jou LIT-8. Thesefore, the sctual
rmoyrd which should ba inchuded in the fzat is 5388 million.
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riders and the gridSmart and ESRR that currently are not readily quantifisble, we believe
any of these costs are significently outweighed by the non-quantifiable benefils this
modified ESP leads to. Although these riders may end up having costs associated with
them, they would support reliability improvements, which will benefit all ABP-Ohlo
castomers, as well s provide the opportunity for customers to utilize efficiercy programs
that can lead ¢o lower usage, and thus lower costs. Further, these costs will be mitigated
by the increase in auction percentages, induding the slice-by-slice auction, as we modified
to ten percent each year, which will offset some of these costs in the statutory test and
moderate the impart of the modified BSP, Further, the scceleration to 60 percent of ABP.
Ohio's energy only auction by June 1, 2014, not only enables customers to take advaniuge
of market besed prices, but also creates a qualitative benefit which, while not yet
quantifiable, may well exceed the costs sssociated with the GRR and RSR.

In addition, while the RSR and the inclusion of the deferral within the RSR are the
most significant cost associated with the modified ESP, but for the RSR it would be
impossible for AEP-Ohio to completely participate in full energy and capacity based
auctions beginning in June 1, 2015, Although the decision for AEP-Ohlo to transition
towards competitive market pricing is something this Commission strongly supporis and
the General Assembly anticipated in enacting Senate Bill 221, the fact remains that the
decizion to move towards competitive market pricing Is voluntary under the statute and in
the event this ESP is withdrawn or even replaced with an MRO, there Is no doubt that
ARP-Ohio would not be fully engaged in the competitive marketplace by June 1, 2015.

The most significant of the non-quantifiable bencits is the fact that in just under
two and & half years, ARP.Ohio will be delivering and pricing energy at market prices,
which is eignificantly easlier than what would otherwise occur under an MRO option. ¥
A¥P-Obdo weze to apply for an MRQ it is not feasible to conclude that energy would be at
market prices prioe to June 1, 2015, even if the Commission were to accelerate the
percentages set forth under Section 4928.142, Revised Code. -Thirteen years agop our
germal assembly approved legislation to begin paving the way for eleciric utifities to

towsards marked-bazed pricing, and provide consumers with the ability to choose
mwelecukgermmwppliet While the process has not been easy, we are confident
that this plan will result in the outcome the general sssembly Intended under both Senate
Bill 3 and Senate Bill 221, arxt this madified ESP is the only means in which this can be
accomplished in lesy than two and a half years, Further, while the modified BSP will lead
us towards true competition in the state of Ohlo, it slso ensures not only that customers
will have a safe harbor in the event there is any uncertainty in the competitive markets by
having a constant, certain, and stable opton on the tsble, but also that ABP-Ohio
maintaing s financial stebility necessary to continue to provide adequate, safe, and
relisble servica to its customners. Accordingly, webdieveﬁmenmuanﬁﬁabiebu\eﬁu
significantly outweigh any of the costs. .
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Therefore, in weighing the statutory price fest schich favars the modified ESP by
$9.8 million, as well 23 the quantifisble costs and benefits associated with the modifled
ESF, and the non-quantifiable benefits, as we find the modified ESP, is more favorable in
the aggyegate than what would otherwise apply under an MRO,

V., CONCLUSION

Upon consideration of the modified ESP application filed by the Compeny and the
provigions of Section 4928,143(C)(1), Revised Code, the Commission finds thet the
modified BSP, 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
aggrepate as compared to the expected results that would otherwisé apply under Section
4928142, Revised Code. Therefore, the Commission finds that the proposed ESP should
be approved, with the modificationa set forth in this Order. As modified heredn, 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 o ABP-
Ohic’s mexdified BSP that have not been addressed by this Opindon and Order, the
Commission concludes that the requests for such modifications ave dended.

AEP-Ohio is directed to fle, by August 16, 2012, revised tariffs consistent with this
Order, to be effective with bills rendered as of the first billing cydle in September 2012.

(1)  OP iz a public utility as defined in Sectlon 4905.02, Revised

Code, and, 2s such, the Company is subject to the jusisdiction
of this Commission,

{2}  Bffective December 31, 2011, CSP was merged with and into
QP consistent with the Commdesion’s December 14, 2011 Order
in the BSP 2 cases. The merger was confinmed by entry lssued
March 7, 2012 in Case No. 10-2376-EL-UNC.

$)  On March 30, 2012, the Company filed modified applications
far an 880 in accordance with Section 4928141, Revised Code,

{4y On Apri 9, 2012, a technical conference was held regarding
ABP-Ohlo's modified BSP applications.

() Notice was published and public hearings were held in Canton,

Coknnbus,{:hﬂﬂcou\e,andumawhm & total of 66 witnesses
offered testimony.
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A prehearing conference on the modified ESP application was
held on May 7, 2012,

The following parties filed for and were granted intervention in
AEP-Obio's modified ESP 2 proceeding: 1BU, Duke Retadl,
OEG, OHA, OCC, OPAR, Kroger, FES, Paulding, AFJN,
OMAEG, AEP Retall, F3, Constellstion, Compete, NRDC,
Slerra Club, RESA, Bxelon, Grove City, AICUO, Wal-Mart,
Domirdon Retall, FLPC, OBC, Ormet, Enemoe, 1GS, Ohio
Schools, Ohio Farm Bureau Federation, Ohio Restagrant
Associatiory Duke, DECAM, Direct, The Ohio Automobile
Dealers Association, Dayton Power and Light Company, NFIB,
Ohio Construction Materials Coalition, QOSE, Border Energy
Rectric Services, Ine., UTIB; {Summit Bthanol); iy of Upper
Arlington, Ohio; Ohio Business Council for a Clean Economy;
city of Hillsboro, Ohio; and CPV Power Development, Inc,

Motions for protective orders were filed by AEP-Ohio on July
1, 2011, May 2, 2012, by OMAKG, IEU, FES, and Exelon on May
4, 2012, AEP-Chio on May 11, 2012. The attorney examiners
granied the motions for protective order in the evidentiary
hearing on May 17, 2012,

Additional motions for protective oxder were filed by Ormet on
Jane 29, 2012, and July 9, 2012, by IEU on Jusa 29, 2012, snd by
ABP-Géo on July 5, 2012 and July 12, 2012.

The evidmﬂuy hearing on the modified ESP 2 was called on
May 17, 2012, and concluded on June 15, 2012,

Briefs and reply briefs were filed on June 29, 2012, and July 9,

2012, respectively,

Oral arguments before the Conunission weze held on July 18,
012

The proposed modified BSP, a8 modified pursuant to this
opinion and order, including the priding and &l other terms
and conditions, deferrals and future recovery of the deferrals,
and quantitative and qualitative benefits, is more favorable in
the aggregate a3 compared to the expected results that would
otherwize apply under Section 4928142, Revised Code.
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VI ORDER;
Ttis, therefore,

ORDERED, That IBEW's and Hilllard's requests to wilthdsaw from these
proceedings are granted. 1t is, further,

ORDERHD), That the motions for protective order as discussed herein be granted for
18 months from the date of this Order, Tt is, further,

ORDERED, That the Company should eliminate Rider Emergency Curtailable
Services (BCS) and Rider Price Curinilable Service (PCS) from its tariff service
and Case Nos, 10-363-EL-ATA and 10-344-EL-ATA, closed of record and dismissed. 1t is,
further,

ORDERED, That [FU's request to review the procedural rlings is denied. It is,
further,

ORDERED, That OCC/ AP’ motion to take administrative notice be dended. It
is, furthes, ° '

ORDERED, That OCC/AFJiN's motion to stzike AEP-Ohic’s reply brief be granted
In part and denfed in part. ¥ is, further,

ORDERED, That the Company shall file proposed Anal tariéfs consistent with this
Order by August 16, 2012, subject 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 &l parties of record.
THE PUBLIC UTHLITIES COMMISSION OF OHIO
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BEFORE
THE PUELIC UTTLITIRS COMMISSION OF OHIO
In the Matter of the Application of

)
Columbus Southern Power Company and )
- Ohio Power Company for Authority to )} Case No. 11-346-EL-S50

Establish a Standard Service Offer Pursuant ) Casa No. 11-348-EL-880

to Section 4928.143, Revised Code, in the )

Form of an Eleciric Security Plan. }

In the Matter of the Application of )

Cohunbus Southern Power Company and ) Case No. 11-349-EL-AAM

Ohio Power Company for Approval of | CaseMNo.11-350-EL-AAM
)

Certain Accounting Authority,

1 decline to join my colleagues in finding that the guantittive advantage of
$388 million dollars that an MRO would enjoy over the proposed ESP is overcome by
the non-quantifiable benefit of moving to market two yesrs and three montha faster
than what woald have occurred onder an MRO. For this reason, I do not find that the
proposed modified BSF, a8 modified pursuant to the opinion and order, induding the
pricing and all other terms and conditions, deferrals and future vecovery of the
deferrals, and quantitative and qualitative benefits, is more favorable in the aggregate
68 compared to the expected results that would otherwise apply under Section
4928142, Revised Code. Because of this conclusion, it is unnecessary for me to discuss
further any Individual conclusion within the order or featuse of the ESP,

. QA bt

CLR/ae

Entered in the Journal
B 08 2012
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BEFORE
"THE PUBLIC UTILITTES COMMISSION OF OHIO
In the Matter of the Application of )

Columbus Southern Power Company and ) ’
Ohio Power Company for Authority to ) CaseNo. 11-346-BL-850

Bstublish a Standerd Service Offer Pursuant j CaseNo, 11-348-EL-S50

to Bection 4928143, Revised Code, in the )

Form of an Hlectric Sacurity Plan. )

In the Matter of the Application of )

Columbus Southern Power Company and ) Case No, 11-349-EL-AAM

Ohio Power Company for Approval of )} CaseNo. 11-350-BL-AAM
)

Cestain Accounting Authority.

I agree with the conclusions of the majorlty. However, I write sepaxately to
express my resexvations on the use of a retail stability rider (RSK). It is my opinion
that generally the use of an RSR with decoupling components lacks cettaln benefits to
congumers. Inaddition, a company that receives that RSR has little, i 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, 1 am also fully aware that
certain cases present specific circumstances that neceasitate selting aside individual
conceens for the greater good,

In Case No. 10-2929-EL-UNC, the Commission agreed to defer the recovery of
the difference between the market price and the companies’ cost of generation. This
created a need to establish a mechanism to recover those costs. Although I generally
disagree with the use of RSRs for recovering deferred costs, in this case I ide with the
majority in order to meet our mission. Our mission is to ensure all residential and
business consurmers acoees to adequate, safe and reliable utility services at a fair price,
while facilitating an environment that provides competitive choloes. We as a Public
Utilities Commission have to balance the rights of the consumer to ensure sefe and
reliable sexvice at a faix cost while also making sure that companies receive sufficient
revenues to provide that service In a safe and reliable ranner,
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This decision will help move the company to a fully competitive market at the
end of the BSF term, which has been the averall goal of the state legislatute since the
adoption of Senate Bill 3 In 1999, Furthermore by creating an RSR without
decoupling components, we are stabilizing the rate structure over the next three years.
This provides customers a stabilized rate or the epportunity to shop for a betlter rate,

on what the market presents during the texm of the BSP. Overall, this
decision is not only important fo the State statutory goal of free and open competition
in the market place, but aiso to the philosophy of this Commission. Therefore, in this
isclated case, I find the use of an RSR to be an appropriate muchanizm to sllow the
Company to begin to recover its deferred costs.

g "’?

LT
En in the Journal
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BEFORE
THE PUBLIC UTILITIES COMMISSION OF OHIO

In the Matter of the Application of )
Columbus Southern Power Company and )
Ohio Power Company for Authority to ) Case No. 11-346-BL-550
Establish a Standard Service Offer Pursuant ) Case No, 11-348-EL-880
to Section 4928.143, Revised Code, in the )

Form of an Hlectric Security Plan. )

In the Matter of the Application of )

Columbus Southern Power Company and )} Case No. 11-349-EL-AAM
Ohlo Power Company for Approval of ) CaseNo, 11-350-EL-AAM
Certain Accounting Authority. )

ENTRY ON REHEARING
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The Commission finds:

o

@

&

&

On March 30, 2012, Ohio Power Company (ABP-Ohio) filed an
application for a standard service offer, in the form of an

electric security plan (BSP), in accordance with Section
4928143, Revised Code.

On August 8, 2012, the Commidssion issued its Opinion and
Order, approving AEP-Ohic’s propossd BSP, with certain
modifications, and directed ABP-Ohto to file proposed final
tariffs consistent with the Opinion and Order by August 16,
2012,

Pursuant to Section 4303.10, Revised Code, any party who has
entered an appearance in a Commission proceeding may apply
for rehearing with respect to any matters determined by the
Commmission, within 30 days of the entry of the Opinion and
Crder upon the Comendssion’s journal.

On September 7, 2012, AEP-Ohio, The Company
(Kroger), Ormet Pomary Aluminum Corporation (Ormet),
Industrial Energy Users-Ohio (IEU), Rewzl Energy Supply
Association. (RESA), OMA Energy Group and the Ohio
Hospital Association (OMAEG/OHA), the Ohio Energy Group
(OEG), FirstEnergy Solutions Corp. (FES), The Ohio
Asscciation of School Business Officials, The Ohio School
Boards Association, The Buckeye Association of School
Administrators, and The Ohlo Schools Council (coltectively,
Ohlo Schools), and the Ohio Consumers’ Coursel and
Appalachian Peace and Justice Network (OCC/AFIN) filed
applications for rehearing. Memoranda contra the various
applicatiorys for rehearing were filed by Duke Energy Ohio, Inc.
(Duke) and Duke Energy Commercial Asset Management Inc.
{DER/DECAM), FES, OCC/APIN, IEU-Ohio, OMABG/OHA,

-OEG, Ohio Schools, and AEP-Ohio on September 17, 2012,

By entry dated October 3, 2012, the Commission granted
rehearing for further consideration of the matters specified in
the applications for rehearing of the August 8, 2012, Opinion
and Order. The Commission has reviewed and considered all
of the arguments on rehearing. Any arguments on rehearing
not specifically discussed herein have been thoroughly and
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adequately considered by the Commission and are being
denied. In considering the arguments raised, the Commission
wiﬂaddressthemeri&oftheassignwtsofewbysubject
matter as set forth below.

L PROCEDURAL MATTERS

©

OnSepbemhexZB,ZDIZ,QCC/AP}waedtoshikeporﬁom
of AEP Ohio’s application for rehearing filed on September 7,
2012, as well s portions of its memorandum contrs fifed on
September 17, 2012. Specifically, OCC/APIN allege that AEP-
Ohio impropery relies upon the provisions of stipulations
from the AEP-Ohio Distribution Rate stipulation in Case No.
11-351-EL-8S0, et al, and the Duke ESP stipulation in Case No.
11-3549-BL-850, et al, OCC/ AFIN opine that both stipulations
preclude the use of any provisions #s precedent, and that the
use of any stipulation provisions is not only contrary to the
inhezent nature of » stipulation, but also contrary to public
policy.

On October 3, 2012, AEP Ohlo filed 2 memorandum contea
OCC/APIN's motion to strike. In Its memorandum contra,
ABPOlﬂoargueaﬂ:atOCC/APsthmﬂdbeestoppedﬁbm
moving to strike any provisions contained within AEP-Ohio's
application for rehearing, a8 OCC/ APIN failed to allege that
the referenves to Duke's ESP stipulation and the AEP-Ollo
distribution case were improper in its memorandum contra
AEP Ohio’s application. In addition, ABP-Ohlo notes that the
Commission already rejected OCC/AFIN's argument in the
Opinion and Order.

The Commission finds OCC/APIN's assignment of error
should be dismissed, OCC/APIN fafled to raise its objections
to the use of stipulation references contafned within AEp.
Ohio's application for rehearing in its memorandum contra to
AXP.Ohio’s application for rehearing, so it is unnecessary for
us to address those references. Regarding the stipulation
references in AEP-Ohio's memorandum contra the spplications
for rehearing, we find that, consistent with our Opinion and
Order in this proceeding, the references to other stipulations by
AHP-Ohio were limited in scope and did not create prefudiciaf
impactonmypaxﬁm,mrwmthemiamusedwinany
wayhlndparﬁmtoposiﬁomﬂwyhadhmypmvious
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proceeding?  In fact, OCC/APJN referred to specific
stipulation provisions from a separate proceeding in its own
application for rehearing?  Accordingly, we find that
OCC/ APTIN's motion to strike should be denied.

In its application for rehearing, I5U contends that the Opinion
and Order was unreasonable by failing to strike witness
testimony  that contalned references to  stpulations,
Specifically, 1EU azgues that the attorney examiners impropesty
falled to strike testimony of two AEP Ohio witnesses and a
wilness for Bxelon.

The Commission finds that IEU fails fo raise any new
arguments, and accordingly, its application for rehearing
regarding references to stipulations should be denied3

in its application for rehearing, OCC/APIN allege that the
Commission abused its discretion by denying its request to
take administrative notice of the Capacity Case materials,

In 5 memorandum contra, FES provides that the
Commission’s denial of OCC/APIN'S request to take
administrative notice was proper. FES points out that the
request for administrative notice was made after the
evidentiary record was closed and post-hearing briefs were
filed. FES adds that had administrative notice been taken,
other parties would have been prejudiced.

In the Opinion and Order, the Commission dended
OCC/APJN's request to take administrative notice, noting that
administrative notice would prejudice parties and would
impropesly allow OCC/APIN to supplement the record in an
inappropriste menner4 OCC/APJN fall to present any
compelling arguments as to why the Commission’s declsion
was unceasonable, therefore, we find OCC/APIN's request
should be denied,

On September 24, 2012, Kroger filed a reply memorandum to
AEP-Chio’s memorandum contra the various applications for

L R

Opinlon and Order at 18.

OCC/ AP Application for Rehearing (AFK) at 113-114.
Opinion and Order at 10,

Wt 1218,
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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 (3.A.C), does not recognize the filing of
replies,

{10)  On September 18, 2012, Duke Enecgy Ohio Inc. (Duke) filed a
motion to file memorandum contra instamter to file its
memorandum contra, Duke admits that it Incorrectly selled on
an out of date entry which dizected parties to file all
memoranda contra within five business days rather than a
more recent entry issued April 2, 2012, which directed fhat
memoranda contra be filed within five calendsr days. No
memorandum contra Duke’s motion was filed.

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

{11) FES, IEU, OCC/AFIN, 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 fimst ten months of the modified ESP.
Specifically, OCC/APIN 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” and,
therefore, exceeds the scope of its authority,

AEP-Ohio responds that the Commission’s decision to compare
the ESP with the resulty that would otherwise apply under a
MRO over a period when the MRO alternative could
realistically be implemented was reasonable to develop an
accirate prediction of costs,

The Commission notes that the General Assembly explicitly
provided, in Section 4928.143(C)(1), Revised Code, that *the
electric security plan 30 approved...is more favorable in the

5 ocCAFRatY.
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aggregate ag 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 contsined within the statute in performing the
statutory price test. ‘

Finally, we note that OCC/APIN's clalms about the
Commission departing from its precedent ignore the fact that,
since AEP-Ohlo filed its original application in Jarwary of 2011,
the proceedings have taken a different course than typical
Commission precedent. After the Commission rejected AEP-
Ohdo’s Stipulation in February 2012, the Commission entered
unchartered waters. In light of the unique considerations
associated with his case, we locked first at the statute, and
followed it with precision,

In their respective assignments of error, OMAEG/OHA, FES
and JEU argue that it was improper for the Commission to use
the state compensation mechanism figure of $18888 in
calculating the MRO under the statutory test, as opposed to
using RPM capacity prices, TEU explains that the Commission
should have used actual CBP results to identify the expected
generation price under the MRO. Further, both IEU and FES
state that Section 4928142, Revised Code, provides that the
price of capacity should be market-based,

AEP-Ohio responds that the Commission already addressed )

these arguments, and they should, therefore, be rejected.

The 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 wiilize its cost of capacity, as opposed fo
utilizing RPM prices5 Accordingly, we deny these requests for
rehearing,

3

5 Opinon and Order at 74
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(13) OCC/APIN and IBU argue that the Commission miscaleulated
the impact of the various riders when conducting the statutory
fest. OCC/AFIN and IEU state that the Comamission failed to
consider the costs for the Tuming Point project for the entire
life of the facility. Further, [BU believes the Commission
wrongfully set the pool termination rider (PTR) at zero, and
that the impact of the pool termination could be significant. In
addition, [EU 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 Ozder
in Case No. 10-2929-EL-UNC (Capacity Case).

In it memorandum conira, AEP.Ohic notes that the
Commission thoroughly addressed the potential costs
associated with the GRR in its Opinion and Order. AEP-Ohio
adds that the Commission rationally declined to include any
speculative costs that may be associated with the KSR, and
adds that the Commisgion was correct in not including the
capacity deferral figures in the statutory fest,

The Commission finds that the applications for rehearing filed
by IELY and OCC/APIN should be denied, as the calculations
contained within the statutory test do not underestimate the
costs associated with the GRR. In light of the Commission’s
determination that parties failed to demonstrate the need for
the Turning Point Solar project, the statutory test may actually
contain an overestimate cost of the GRR7

Regarding IEU's other arguments, we reject the clalm that the
Commission failed to explain the RSR determination of $388
million. Inits Opinion and Order, the Comission explained:

The RSR determination of $388 million is calculated
by taking the $508 million RSR recovery amount and
subtracting the $1 Hgure to be devoted towards the
Capacity Case deferral, as recovery of this deferral
will otcur under either an ESP or an MRO. Using
LjT-5 in AEP-Ohio Ex. 114, when we consider the
total connected load of 48 million k¥Wh and multiply
it by $1 over the term of the modified ESP, we reach

7 See Iy the Matter of the Long Term Forecast Repart of Ohio Porver Cowpuny and Releted Matters,. Case No. 10-
501-EL-FOR, et sl. Opinion and Order (Jarvaary 9, 2013).
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that the Commission failed to explain how the qualitative
benefits outweigh the costs associated with the RSP,

OCC/APIN acknowledge that qualitative benefits set forth by
the Commission may have merit, but that a MRO provides
similar, and possibly greater non-quantifisble benefits.
Specifically, OCC/AFJN explain that the ESP's expedient
transition to market may be a qualitative benefit, but assert
than under 8 MRO, energy may also be supplied through the
market in less than two and a half years, and a MRO provides a
safe hasbor for customers and financial security for an EDU.
OCC/APIN 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/APIN provide that the
Comunission has the ability to adjust the blending of market
prices in order to mitigate any changes in an EDU's standard
service offer (S80), In light of these considerations,
OCC/AFIN contend ¢hat the modified ESP is not more
favorable in the aggregate than the results that would
otherwise apply under a MRO,

Similarlly, FES notes that the qualitative bemefils of the
modified ESP do not overcome the $386 million difference
between a MRO and the modified ESP. FES ressons that AEP-
Ohio may participate in full auctions immediately, and that
AEP-Chio must establish competitive auctions unless it can
provide that & modified ESP is more favorable thon an MRO,
negating the transition to market in two and a half years as a
benefit.

In its memorandum contra, AEP-Ohio assests that the
Commission correctly concluded that the increased energy
auctions would offset any cost impacis associated with the
modified ESP, and that the qualitative benefits of the
accelerated pace towards a competitive market have a
significant value. AEP-Ohio notes that the statute affords the
Conunission  significant discretion, and the Comusssion
appropriately weighed the quantitative costs with the
qualitative benefits,

TheCombsimaﬁﬁmﬂ]at!mdathemxymt}w
modified BSP is more favorable, in the aggregate, than the
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results that would otherwise apply under a MRO., As we
provided In our Opinion and Order, the fact that AEP-Ohlo
will be delivering and pricing energy at market prices in two
and a half years is an invaluable benefit of this BSP, and it will
create a robust marketplace for consumers. Bven IEU concedes
that the objective of accelerating the competitive bid process is
a benefit to the public® 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 stll meintain protection from any
unfureseen risks that may arise from a developing competitive
market by having a reasonably priced 880 plan that caps zate
increases at 12 percent. In approving the modified ESP, we
strack 2 balance that guarantees reasonably priced electricity
while ellowing the markets to develop and customers to sse
future opportunities to lower their elactric costs. The General
Assembly has vested the Commission with discretion to make
these types of decisions by allowing us to view the entite
picture, in the aggregate, as to what the effects of the modified
ESP would be, going beyond just the dollars and cents aspect of
it. While parties may disagres with the Conunission’s policy
decisions, there is no doubt that we have discretion to axrive at
our conclusion that the modified ESP is more favorable than
the results that would otherwise apply? By uilizing
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 JEU 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 fncrease costs associzted with
the modified ESP, this prediction is conclusory in nature, and
IBU fails to develop any arguments based on the record to
support this presumption.

-11.

0 Orel Argument v, at 46
11 Counsel for OCC and TEU have acknowledged that the Commission has

broad discreiion in conducting

the ststutory test. See Oral Argument Transcript at 117, 118, OMAEG/OHA. affirer this 23 well in its

AFRatpy. 9
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In sddition, we find OCC/AP]N's mssertions that a MRO
would provide the same qualitative benefity as the modified
BSP 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 & 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 distibution utility’s
standard service offer price... .” Therefore, it is entirely
speculative for OOC/APIN to argue that 2 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-Ohlo’s S80 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 0 & o
advocated that AEP.Ohio must carefully follow the blending
provision contatned within Section 4928.142(D), Revised Code,
and utilive the default provisions in the statute )2 Accordingly,
wa reject OCC/APIN’s assignment of error. Finally, we reject
Ohio Schools’ assignment of error, as the Commission
previously addressed their as to why the schools shonld not be
exempt from the RSR13

(15) OMAEG/OHA argue the Commission conducted the statutory
test by relying on extra-record evidence, and that the analysis
theComnﬂssionusedinmtdunﬁﬂg&msmmmty?ﬁcemﬁs
not verifiable or supported by eny party. -

In its memorandum contra, AEP-Ohlo responds that the
Commission only used record evidence to amive at its
conclusion, and the fact that the Comuission reached a
different result than what any party advocated Is not unusaal
ar inproper.

B OCC Bx, 114 8t 67, Initisl Brief ap 10-11
13 Opinion and Order at 37
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(1)

The Commission finds OMAEG/OHA’s argument to be

without merit. In conducting the stafutory test, the
Commission unequivocally described, In extensive record
based detail, its basis in calculating the quantitative aspects of
the statutory test™ Specifically, we began with the statutory
test created by AEP-Ohio wilness Thomas and made
modifications to the foundation of the test’> While the results
of the test may have been different than what any party
advocated, all parties, including OMAEG and OHA, had the
opportunity {o cross-examine Ms. Thomas on her methodology
and inputs in conducting the statutory testl® As this test was
admitted in the record, and our corrections to the test were
explained in extensive detail within the Opinion and Order
describing the flow-through effect of our modifications, we
find OMAEG/OHA's assignment of error should be rejected,

In its assignment of error, AEP-Ohio contends that the
Commission underestimated the benefits of the modified ESP
in the statutory test. Specifically, ARP-Ohlo argues the $386
million figure the Commission determined was the quantifiable
difference between an MRO and the modified ESP considered
the entire term of the ESP, after the Commission concluded that
it is appropriate to consider ondy the period from June 2013
through May 2015. AEP-Ohlo states that when looking at
quartifisble jtems during just the two year period, the
modified BSP becomes less favarable by only $266 million,
AEP-Ohio concludes that the Commission underestimated the
value of the modified BSP.

In its memorandum contra, IEU, OOC/APJN, OMAEG/OHA,
and FBS state that AEP.Ohlo underestimates the cost
disadventage of the modified ESP. The parties explain that
even if the Commission adopted AEP-Ohlo’s suggestion, any
adjusted dollar figures would stll not overcome the
guantitative disadvantage of the modified BSP

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

18 32 sk 7375

13 ABP-Ohdo Ex. 114
16 7y st 1260930
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paris: the statutory price test, other quantifiable considerations,
and non-quantifiable factara, The two year time frame pertains
only to the statutory price test, which required the Cornmission
to determine that the ESP, as modified, is more favarable than
results that would otherwise apply. In looking at just the
pzicingcompomnt,meCommissimuﬁﬂzedahvoyear
windowhiordertodemme,wiﬂnwedsimuﬂmtthepﬁoe
would be when the modified BSP was compared with the
results that would otherwise apply. In our mext step in
conducting the statutory test, the Commission looked at
cormpenents of the modified ESP that were quantifiable in
nature. We evaluated these components from September 2012
thmughﬂteendoﬂhetmmofﬂ\snmdiﬁedm,bmuse,as
indicated in the Opindon and Order, these are costs that
customers will pay regardless of when an auction would be
established. The Convmission was not inconsistent when it
cansidered the statutory price test under a two year window
but looked at quantifiable costs aver the entire term of the ESP,
because, pursuant to Section 4928.143(C)(1), Revised Code, we
are to compare the modified E5P with vesults that would
otherwise apply based on (a) its pricing, (b) other terms and
conditions, including defetrals 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 Comunission, 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 applyl? Accordingly, ABP-Ohic’s assignment of
error should be rejected.

OL.  RETAILSTABILITY RIDER

(17} In its agsignment of error, OCC/APIN argue the RSR is not
justified by Section 4928.143(B){2)(d), Revised Code, as it does
not provide stability and certainty for retail electric service,
Specifically, OCC/APJN believe the Commission falled 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, Ohlo Schools, IEU, end FES assert that

Y Seu Opinion and Order at 7377,
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there is no statutory basis for the RSR within Seetion
4928.143(B)(2)(d), Revised Code.

In ity memorandum contra, AEP-Ohio provides that the RSR {s
clearly justified by Section 4928.143(B)(2)(d), Revised Code.
AEP-Obfo points out that the statwte has three distinct
inquiries. Regarding the first query, AEP-Ohio explains that
the RSR is clearly a charge a8 specified under the statute. In

iscussing the second query, AEP-Ohio states that the RSR Is
not ondy 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-Ohlo also requests dlarification from
the Conunission on which items the Commission relied upon in
reaching its conclusion. Finally, AEP-Okio argues the
Commission used extensive record-based findings to support
its finding that the RSR provides stability and certainty
Tegarding retail electric service.

In order to claify the record in this proceeding, the
Comis‘sionﬁndsﬂm!OCC/A?IN’aapphcaﬁmfortehearmg
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/APIN
admits in its application for rehearing18 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,
a8 we specified in our Opinion and Order, freezes non-fuel
generation rates thronghout the term of the BSP,¥ allowing all
standard service offer customers % have rate
throughout the term of the ESP that would not have occurred
absent the RSR. As a 550 is the default service plan for AEP-
Ohio customers who choose not to shop, the RSR meets the
second inquiry of the stafute 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 donot
reed to be addressed as the RSR clearly is a charge related to
default service,

¥ gee OCC/APIN AFR pg. 36-38
1% Opinion and Order 2251
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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?®
Therefore, the RSR, a8 a charge for default servics to ensure
customer stability and certainty, is consistent with Section
4928143(B)(2)(d), Revised Code.

In addition, we find TEU's argument that the Commission
falled to provide any analysis in support of the RSR to be
exroneous®  The Commission devoted four pages of its
Opinion and Order to examining the RSR in determining its
complisnce with the statute. In fact, IBU actually
acknowledges that the Opinion and Order made multiple
justifications for the RSR# 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 reheating and in the
Commission's Opinion and Order3  Accordingly, all other
assigranents of error pertaining to statutory authosity for the
creation of the RSR are denied.

Several partles contend that the inclusion of the Capacity Case
deferral in the RSR is impermissible by statute. OCC/APIN,
OMAEG/OHA, and OEG believe that the deferral contained
within the RSR is not lawful under Section 4928.144, Revised
Code, 2s it does not constitute a just and reasonable phasein,
Further, OMABG/OHA state that a defersal is not authorized
as a wholesale charge under the Commission’s tory
ratemaking authority pursuant to Section 4909.15, Revised
Code, as the Commission did not comply with ratemaking
requiremnents prior to approval of the capacity charge,

In its memorandum conira, ABP-Ohic 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 iz justified under Section 4978.143,

B0 14 at31.32

Z TEIY AFR a2 38,

2 i argr

B See Opinion and Ordes at 3184,

00112



11-346-EL.880, etal.

(19)

Revised Code, the deferrel recovery mechanism established

within the RSR is dearly permissible pursuant to Section
4928.144, Revised Code.

The Commission affirms its decision that the RSR deferral is
justified. In the Capacity Case, the Commission authorized
that, pursuant to Section 4909.15, Revised Code, AEP-Ohio
shall modify its accounting procedures to defer the difference
behwemt!mstateeommﬁonm&chnﬁsm(ﬂd)mﬂmket
prices for capacity, which, as we reiterated in the Capadity
Entry on Rehearing, is reasonable and lawful, Further, Section
4928,143(B)(2)(d), Revised Code, allows for the establishment of
terms, conditions, or charges relating to limitations on
customer shopping for retail generation service, as well as
accounting or deferrals, so long as they would have the effect
of stabilizing or providing certainty regarding reteil electric
service. Therefore, the inclusion of the deferral, which is
justified by Section 4909.15, Revised Code, within the RSR is
permisaible by Section 4928.143, Revised Code, as it has the
effectofproﬁdingcermintyformmilelechicserviceby
allowing CRES suppliers to purchase capacity et market prices
while allowing AEP-Chio to continue to offer reasonably
priced electric service to customers who choose riot to shop.

Similarly, in their assignments of error, OBG and Ohio Schools
wrgue that the Commission does riot have authority to allow
AEP-Ohio to recover wholesale costs assoctated with the SCM
from retail customers through the RSR, thus requiring that the
$1/MWh of the RSR that is earmarked towards the difference
in capacity costs should be eliminated.  Likewise,
OMAEG/OHA opine that because wholesale capacity costs are
being recovered from retail customers, there is a conflict
between the Opinion and Order and the Capacity Case arder,

AEP-Ohio responds that given its unique FRR status, the
wholessle provision of capacity service is riecessary for
customers to be able to shop throughout the term of the ESP.
AEP-Ohio explains that the impact of wholesale revenues on
retail services offered by CRES suppliers is relevant under the
ESP statute because it ensures not only that customers have the
option to shop, but also it establishes reasonable S5O rates for
those who choose not to shop. AEP-Ohio opines that
regardless of how the capacity costs are classified, all CRES

00113
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suppliers uitimately rely on AEP-Ohio’s capacity resoturces,
thereby directly affecting the retail competitive market.

FES also disagress with the characterization of the RSR as a
wholesale rate. FES believes that the deferral is a charge that
provides revenue in support of all of AEP-Ohio's services,
including  distribution, transmisslon, and competitive
generation. Therefore, FES states that because the deferral is
made available to AEP-Ohlo for all of AEP.Ohio’s services, it is
propetly allocated to all of AEP-Ohio's customers. FES
explains that as a result of AEP-ORlo's election to become a
FRR entity, AEP-Ohio must bear the competitive obligation to
provide the capacity to its entire load.

The Commission finds OBG and OMABG/OHA's assignments
of error to be without merit. Under Section 4928 M3(B)(2)(d),
Revised Code, the Commission is authorized to establish
charges that would have the effect of stabllizing retail electric
service. In its application for rebearing, OEG fails to cite to any
provision that preciudes the Commisslon from recovering
wholesale costs through a retail charge, To the contrary, the
Commission has explicit statutory authority o include these
costs in the RSR because, although they are wholesals, they
were established to allow CRES providers access to capacity at
market prices in order to allow retall electric service providers
the ability to provide competitive offers to ABP-Chio
customers, The fact that these costs not only open the door to a
robust competitive retail electric market, but also stabilize retail
electric service by lowering market prices and allowing AEP-
Ohio to maintain a reasonable SSO price is clearly permissible
under Section 4928,143(B)(2)(d), Revised Code, Accordingly,
OEG and OMAEG/OHA's assignments of error should be
rejected, as they narrow the plain meaning of the statute,

(20) Inits application for rehearing, OCC/ APJN opine that the RSR
urreasonably violates cost causation principles. Specifically,
OCC/APIN assert that retafl customers are subsidizing CRES
providers and non-shopping customers are being charged for a
service they are not receiving. OCOC/APIN note that Section
4928.02(H), Revised Code, prohibits anticompetitive subsidies
from noncompetifive retail electric service to competitive retail
electric service.
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FES responds that CRES providers are not the cost causers, but
rather, AEP-Ohio is a5 a result of its FRR status. FES explains
that ARP-Ohlo bears the obligation to provide capacity to its
entive load, and that capacity costs would be incurred
regandless of whether there were any CRES providers,

AEP.Ohio rejects OCOC/ APJN's argument that the BSR creates
a cross-subsidy, as the Commission explicitly fourd in jts
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
becayse 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 i not a distribution or
transmission rate recovering generation-related costs, and

‘points out that all Ohio EDUs have generation-related S50

charges,

The Commission finds OCC/AFJN's argument to be without
merit. The RSR is not discriminatory in any manmer, ss it is
permisslble pursvant to Section 4928.143(B)(2)(d), Revised
Code, and provides benefits to all customers in AEP-Ohio's
territory, regardiess of whether custoners are shopping or non-
shopping customers. Further, the Commission previously
rejected such arguments within in its Opinion and Order, and
accordingly, we afffvm our decision

Also in its application for rehearing, OCC/APIN raise the
argument that the RAA does not authorze 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-shapping
customers to pay twice, as they already have capacity charges
built into their rates.

AEP-Ohio disagrees with OCC/APIN’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/APIN's assertion incarrect. FES notes that revenue

% 12 at37.
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included with the deferral cannot be considered a double
charge because it supports all of AEP-Ohio’s services, and thus
is properly allocated to all of AEP-Ohio’s customers.

The Commission finds that OCC/APIN's arguments should be
rejected. Both AEP-Ohio and FES agyee that the RSK should be
collected as a non-bypassable rider, and we agree. As set forth
in our Opinion and Order, the RSR benefits all of AER-Ohio's
customers, both shopping and non-shopping in that it allows
for the competitive market to continue to develop and expand
while allowing AEP-Ohio to maintain a competitive S50 offer
for its non shopping customers®  Accordingly, as we

previously rejected OCC/APJN's arguments, we affirm our
decision.

IEU argues that the RSR is improper because it allows for
above-market pricing, which the Comumission lacks statatory
jurisdiction to establish. IEU contends that the RSR's improper
collection of above-market prices for capacity violates Section
4928.02, Revised Code, which provides that state policy favors
market-based pricing.

AEP-Ohio states that the Commission appropriately addressed
the SCM within the Capacity Order, noting that IEU's
arguments for market pricing were properly ignored in the
Commission’s Opinion and Crder.

The Commission finds TEU's arguments to be without merit. In
its Entry on Rehearing in the Capacity proceedings, the
Commission refected 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,
Purther, the intent of the Commission in adopting its capacity
deciston was to further develop the competitive marketplace by
fostering an environment that promotes retall 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.

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

B
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stranded costs. Ohio Schools opine that the approval of coste
based capacity charges Is irrelevant because the Commission’s
decision in the Capacity Case was unlawful. Further, Ohio
Schools note that the non-deferral aspects of the RSR still
amount to transitlon cherges. 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 ARP-Ohio's status as an FRR
entity occurred after the ETP proceedings.

AEP-Ollo believes these arguments should be rejected, as the
Cmmm@monaqmddydﬁmnmmdthemmunwnwin&w€hmnon
and Order, 25 well a8 in the Capacity Case.

The Commission previously rejected these arguments in its
Opinion and Order, noting that AEP-Ohlo 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.%6
We also rejected IEU's arguments again in the Entry on
Rehearing in the Capacity Case, finding that AKP-Ohio's
capacity costs do not fall within the category of wransition
costs?  As the Commission previously dismissed these
arguments, we find that all assignments of error alleging that
the RSR allows for the collection of transition revenue should
be refected.

In their respective applications for reheating, OCC/AFIN,
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/APIN and OBG 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/APIN assert
that the current construct forces customers to pay twice for
capacity, and if the Commission calculated the RSR based on
the $188.88/MW-day figure, it would determine that the RSR is
unnecessary. Also, OCC/APIN state that the RSR should have
taken into account additional revenue AEP-Ohio will receive

% atn)

2 Capacity Case BOR a2 5657
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for capacity associated with the energy auctions that will aocur
during the term of the B3P, OQC/ APJN allege that collecting
the capacity rate from SSO customers in the energy-only
auctions will create capacity revenues that should be offset
from the $508 million. In addition, OCC/ APIN argue that the
Commission applied too low of a credit for the shopped load
without providing any rationale in support of its adoption.
Ormet argues the proper credit for shopped load was
$645/MWh, making the RSR overstated by approximately

In response, AEP-Ohio points out that it will not book, as
reverwe, the entire $188,88/MW-day capacity cost. Rather, as
established in the Capacity Case, AEP-Ohlo explains that the
regulatory asset deferral is tied to incurred costs that are not
booked a8 revenues throughout the term of the deferral. ABP-
Ohdo provides that any revenue collected from CRES providers
is limited only to RPM prices and the inclusion of the deferral
does not alter the revenue AEP-Ohio receives. Further, AEP-
Ohio notes that the Commission’s modification of the RSR from
a ROE-based revenue decoupling mechanism to a revenue
target approach further warrants the use of RPM prices when
calculating the RSR in light of the increased risk sssociated
with a fixed RSR. AER.Ohio also states that the inclusion of
capacity tevenues associated with the January 2015 energy
auction should no longer be applicable, as the Commission
doeg nat incorpurate any reductions in nonfusl generation
revenue associated with the 2014/2015 delivery year. Finally,
AEP-Oblo notes that the $3/MWh energy credit was
reasonable and supported by the record, and Ormet's request
to make an adjustent s speculative and should be rejected.
Specifically, AEP-Ohio states that Ormet ignores pool
termination concepts and the fact that energy sales margins
attributed to transferred plants would become unavailable after
pool termination,

The Commission finds that the applications for rehearing
should be denied. Claims that the RSR avercompensates AEP.
Ohio fail to consider the actual construct of the $188.88/MW-
dayapadtypﬁce.uthedefenalestabﬁshedhﬂw&padty
Case will not be booked as a revenue during the deferral
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period?® The revenue AEP-Ohio will collect for capacity is
limited only to the RPM price of capacity. Therefore, all
asgertions that parties make about AEP-Ohio receiving
sufficient reverwe from the capacity deferral alone are incorrect
and should be rejected. Further, we note that OCC/APIN
again mischaracterize the function of the RSR, because, 28 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, theveby making it inappropriate to clatm customers
are being forced to pay twice for capacity.

Finally, we find that OCC/AFPIN and Ormet's applications for
rehearing regarding the $3/MWh energy credit should be
denied. In approving the RSR, we determined that off-system
sales for AEP-Ohio will be Jower than anticipated based on our
estimation that AEP-Ohio's shopping statistics were
overestimated, In light of the likelihood that ARP-Ohio will not
see significant off-system sales as OCC/APIN and Ormet
allege, we found it was unreasonable to raise the energy credit.
Further, we find AEP-Ohio presented the most credible
testimany about the energy credit. as it took into consideration
the impacts pool termination would have on energy sales
margina® On brief, Onmet introduces extra-record evidence
that not only should be rejected, but also even if considered
falls to rebut the reasonableness of AEP.Ohio's testimony.
Therefore, we affirm our determination that the energy credit
calculation of $3/MWh is reasonable.

(Z5) Also in its application for rehearing, OEG argues that, in the
altemative, if the Commission does not use the $188,88/ MW-
day capacity price in the RSR calculation, then the Conunission
should include the amount of the capacity defersal for the
puzposes of enforcing the 12 percent earnings cap. OEG points
out that this appears to be consistent with what the
Commission intended in its Opinion and Order, and is
consistent with Commission precedent. OEG also suggests that
the Commission clarify that the eamings cap was an ESP
provision adopted pumsuant to Section 4928.143(B)2)(d),
Revised Code.

L Irt re AEP-Ohio, Case No. 10-2929-EL-UNC, (Opinion. and Ordes) July 2, 2012
3 Sow AEP-Ohio Ex. 116 a2 13, Ex. WAA-6.
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AEPOhio responds by stating that it is not opposed fo
including the deferral earnings ss deferred capacity reverme
when enforcing the 12 percent earnings cap, as it is corwistent
with the Comnisgion’s prior decision regarding AEP-Ohio's
fuel deferrals under AEP-Ohlo’s ESP 130

The Commission finds that OBG’s application for rehearing
correctly indicated that it was the Commission’s intent in its
Opinton 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 impostant to ensure AEP.
Chio does not reap & disproportionate benefit aa a result of the
modified ESP1 Therefore, the Commission clarifies that, in
the 12 percent SEET threshold established within the Opinion
and Order, the complete regulatory accounting of the threshold
should include the entire §188.88/MW-day capacity price as
current earnings, not just the RPM component, as well as the
$3.50 and $4.00 per MWh RSR. The $1.00/MWh of the RSR
charge that is to be devoted towards the capacity deferral shall
be offeet with an amortization experse of $1.00/MWh.
However, we refect OEG's request fo include the 12 pervent
threshold as a condition to the RSR, as the Commission can and
will adequately analyze AEP-Ohlo’s earnings consistent with
Bection 492B.143(F), Revised Code, without creating an
unnecessary regulstory burden, as reiterated in our SEET
analysis below. Accordingly, OEG's application for rehearing
should be granted in part and dended in part.

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

The Commission finds OCC/APJN's application for rehearing
should be denfed. The Commission has the discretion to take
appropriate action, if necessary, in the event there ave
significant changes in the non-shopping load for reasons
beyond AEP-Chio’s control. Purther, we note that in the event

30 1 re AEP-Olsia, Case No. 10-1261-EL-UNC, (Opinion and Order) January 11, 2011.
N Opinion and Orderat 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,

In addition, OCC/APIN argue that the Commission violated
Section 4908.09, Revised Code, by failing to allocate the RSR by
the percentage of customers shopping in esch class.
QCC/APIN believe that cost causation principles dictate that
the RSR should be allocated among the different customer
claszes 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
rehenring,

In its memorandum contra, AEP-Ohio states that OCC/AFJN
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 tme. If the Commission were to accept
rehearing on this area, ABP-Ohio argues that the cost of the
RSR would be dramatically shifted from residential customers
to industrial and commercial customers. AEP-Olio also states
that Kroger's proposal would unduly burden smaller load
factor customezs in commercial and industrial classes. ARP-
Ohlo reiterates that the RSR benefits for all customer classes,

The Conmission rejects arguments raised by OCC/APIN and
Kroger. As AFEP-Ohio correctly points out, and as we
emphasized in our Opindon 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 S5O price in the event market prices rise. Were the
Commission to adopt suggestions by either party, these
benefits would be diminished, as industrial and commercial
customers would be harmed by a reallocation of the RSR if we
took up OCC/ APIN‘s application, and smaller commercial and
industria) customners would face an undue burden of the RSR
werg we to adopt Kroger's recommendation. We believe the
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Opinion 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, a3 all
customner ultimately benefit from its design.

Furthermore, IEU, FRS, and OCC/AP)N contend that the fact
that the RSR revenues will continue to be collected after
corporate separation and flow fo AEP-Ohio’s ‘
affiliate viclates Section 4928.02(H), Reviged Code. OCC/APJN
opine that when the RSR 1s remitted to AEP-Ohio’s affiliate,
AEP-Ohic will be acting to subsidize its unregulated
generation affillate. [EU states that the Opinion and Order will
provide an unfair competitive advantage to AEP-Ohio’s
generation affiliate, evading corporate separation requirements,

AEP-Ohlo 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 generstion
related revenues to ifs subsidiary In order to provide capadity
and energy for its S50 load, While ABP.Ohio acknowledges
that it will be legaily separated from its affiliate, the fact that it
remains obligated to provide SSO service for the term of the
EST and the S50 agreement between ARP-Ohio and its affilliate
s subject to FERC approval shows the crogs-subsidy
allegations are improper.

M'Conm\issionmjmﬂmargummrﬁaedbymu,ms,md
OCC/ APJN, and finds theix applications for rehearing shoutd
be denled. As previously addressed in the Commissior’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 ABP-Chio, 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 past, be collected through the RSR in order for AEP-
Ohio to begin paying off its capacity deferral. As we
previously established, parties carmot claim that AEP-Chio’s
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generation affiliate is recelving an improper subsidy when in
fact, it is only receiving its actwal cost of service.32

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

In its memorandum contra, ARP-Ohio asserts that Ormet and
Ohio Schools second-guess the Commigsion’s discretion and
expertise, noting that the Commission already dismissed such
requests in jts Opinion and Order,

Again, the Commission rejects arguments raised by Ormet and
Ohio Schools, a5 both have previously been rejected with ample
justification in the Opindon and Order.®

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-
Ohioarg’;xesmatnhepmmtROBisummablylow,as
evidenced by the recently approved ROEs of 10 and 103
percent, respectively, in AEP-Ohio’s distribution zate case,
AEP-Ohio also points to the recent Capadity Case decision in
which the Commission found it appropriate to establish a ROE
of 11.15 percent. AEP-Ohio states that the witness testimony
the Commission relied upon in reaching its conclusion did not
reflect any consideration of ABP-Ohio’s actual cost of equity.

In its memorandum contra, IEU explaina that AEP-Ohls has
failed to present anything new and its request should therefore
be rejected. FES argues that AEP-Ohio's request is
meaningless, a5 Ohic 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
unreagonable, and AEP-Ohlo cannot rely on the Capacity Case
as precedent because it previously asserted that the state
compensation mechanism does not apply to 3O service or the
capacity auctions. OCC/APIN also argue that AEP-Ohio's
reliance on stipulated cases is improper.

mCouunissionﬁndsthatAEP-Ohiohasfaﬂedtopreammy
additional arguments for the Commission to consider. IEU

2 14 g6
B 14 a3,
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correctly points out that AEP-Ohic previously made these
arguments both in the record and on brief. In its Opinion and
Order, the Commission determined that there was compelling
evidence in regards to an appropriate ROE, and the
Commissjon adopted its target of nine percent based on such
testimony®  Accordingly, a8 we provided sufficient
justification for our establishment of a nine percent ROE to
establish AEP-Ohio’s revenue target, we find AEP-Ohio’s
arguments to be without merit, and its application for
rehearing should be denied,

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

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

As the Commission emphasized in its Opinion and Order, the
remainder of the deferral will be reviewed by the Commission
ﬂ\mgimtmetemofﬂ\ism,andmdetermMmsonany
fum:emvetymnbemadeunﬁlAEP—Ohiopmvidesiw
actual shopping statistics38 Accordingly, as the Comnmission
will continue to monitor the deferral process, and as set forth in
the Opinion and Order, we will review the remalning balance
of the defersal at the conclusion of the modified ESP, we find
that AEP-Ohio's application for rehearing has no merit and
should be denied.

In addition, AEP-Chio requests that the Commissian establish
& remedy in the event the Ohio Supreme Court overturns the
RSR, Specifically, AEP-Ohio argues that it would be subject to
increased risk without such a backstop, and proposes a

3 jaeas
B[4 at36.
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provision that CRES providers would automatically be
responsible for the entire $183.88/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 chatges was not
determined in this procesding on the modified ESP.
OMAEG/OHA and Ohio Schools also point out that the
creation of & 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, IBU asserts that the
mechanism, i approved, would result in an unlswful
retroactive zate 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 insppropriate request for
rehearing that should have been raised in the Capacity Case,
Therefore, AEP-Ohio’s application for rehearing should be
derded.

V. FUEL ADJUSTMENT CLAUSE

(33) AEP-Ohio asserts that the Commission’s failure to establish a
final recoriciliation and true-up for the fuel adjustment clause
(BAC) was unrensonable. AEP-Ohlo notes that the Opinion
and Order spacifically 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 tetm. Regarding the FAC, AEP-Ohio contends the
Conurission failed to account for reconciliation and true-up
when the AEP-Ohio’s S50 loed is served through the auction
process. AEP-Ohlo reasons that the Commission is clearly
vested with the authority to direct reconciliation of the rider
and has done so in other proceedings%

FES contends that the Opinlon and Order ureeasonably
maintaing separate PAC rates for Ohio Power Company {OF)

% mmnmmmmmommmwmzmwmnmu
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and Columbus Southern Power Company (CSP) rate zones,
FES argues that AEP-Ohio has merged and there Is no basis to
continue separate FAC rates. Based on the testimony of FES
witness Lesser and AEP-Ohlo 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® With individual FAC rates, FES reasons that
C5P customers are discriminated against in comparison to OP
customers for the same service in violation of Sections 490533
and §90535, Revised Code. As such, PES states that the
Opinjon and Order is unreasonable In its anti-competitive and

discriminatory vate design without providing any rational
basis.

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

OCC/APIN also argue that the decision to maintain separate
FAC rates for each rate zone is arbitrary and incomsistent,
perticularly as to the projected time of consolidation for
customners in each rate zone, while approving immediate
consolidation for the transmission cost recovery rider (TCRR),
Further, OCC/APJN believes that the Commission’s failure to
consolidate the FAC rates while immediately consolidating the
TCRR rates, negatively impacts OP cuskomers. OCC/APIN
submits that the Opinion and Order does not explain why

is necesgary between the FAC and PIRR but not
with the TCRR. OCC/APIN note that delaying the merger of
the FAC rates causes OP customers to incur a $0.02/Mwh
increase in rates. OCC/AP]N state that the Corrunission failed
to offer any explanation for the inconsistent treatment in the
mezger of the various rates and continuing separats FAC and
PIRR rates, as required by Section 4903.09, Revised Code.

Pirst, we grant rehearing on two issues raised in regard to the
FAC. First, we grant OCC/AP]N's request for rehearing only
to dlarify that the Commission did not intend to establish June

% FES Ex. 1004 ot 45-46; FES Ex. 1028; Tr. at 10751077, 10821084,
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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 Ffinal
recorciliation 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-Obio’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 eamings paid by CSP rate
2one customers.>® Purther, as noted in the Opinion and Order,
in addition to delaying the consclidation of the FAC rates to be
conszistent with the recovery of the PIRR, the Commission
noted pending Commission procesdings will likely affect the
FAC rate for each rate zone® Furthermore, the Comumission
notes that the pending 2010% and 2011 SEET proceedings for
CSP and OF 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 Conunission reasoned that majntaining 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.it

Thedefmedfuelchargeswminmdpﬁormﬂmmmgerof
CSP and OP and form the basis for the PIRR rates applicable to
CSP and OP rate zane 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 daim would

38 inre AEP-Ohis, Case No, 10-1261-EL-UNC, Opinicn and Order (January 11, 2011); Entry on Rebearing
32 Opinton end Order at 17,

2 e AEP-Ohlo, Case Nos. 114571-EL-UNC and 11-4572-8L-UNC.

“« Im‘hmuu#hMAW%h&&mhmmmmemCmum
Cise No. 09.872-EL-FAC, et al, Opinion and Order (January 23, 2012).
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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 fo incur
the significant outstanding deferred fuel expense incurred by
former OP customers, particularly when possible adjustments
toﬂ\eFACandPIRRrawsforeachtatezmmpmding. The
TCRR {5 analyzed and reconciled Independent of the FAC the
PIRR for each rate zone, and is not affected by the outcome of
SERT or FAC proceedings. For these reasons, the Commission
finds it reasonable and equitsble to continue separate RAC and
PIRRmbsioreadurabemealmoughwemergedo&m
components of the CSP and OP rates where we determined the
consolidated rate did not impese an unressonsble
disadvantage or demand on customers in eithes rate zone. On
that basis, the Opinion and Oder complies with Sections
4905.33 and 4905.35, Revised Code. Accordingly, we affirm the
dexision not to merge the FAC and deny the request of FES and
OCC/AFIN to recansider this aspect of the Opinion and Order.

V.  BASEGENERATION RATES

(34 In its assigrment of error, OCC/APIN contend that the
modified ESPs base generation plan does not benefit
customers. OCC/AP]N 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/APIN opine that freezing base generation prices is
niot a benefit because the market may be producing rates at
lower prices. OCC/AF]N allege that the Comnmission failed to
ensure nondiscriminatory retall rates are available to
customers, as the base generation rates were not properly
unbnndkdintomagymdcapadkymmporm!s,maﬁngﬁte
risk of customers paying different prices for AEP.Obio’s
capacity costs.

hmmmmdmmm%mpondsmt&w
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 availeble to all cusiomers. AEP-Ohio
further explains that OCC/APIN do not present any evidence
tosuppoﬂimamﬁonﬂm&wbasegmﬁonratedw@
makes it difficult for the Commission to ensure that all S50
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customers are veceiving non-discriminatory generation service,
and points out that OCC/APIN wrongfully attempt o
extrapolate the Commisston’s Capacity order. AEP-Ohio adds
that any accusations of the base generation rates being
disceiminatory are also bmproper because AEP-Ohio offers
different services to its S50 costomers than it does to CRES
providers. Specifically, ABP-Ohlo explains that it only offers
capacity service to CRES providers, but it offers a bundled
supply of generation service to its S5O customers, thereby
eliminating any claim of AEP-Ohio providing discriminatory
services.

The Commission affirms its decision in the Opinion and Order,
23 the frozen base generation rates amount to a veasonably
priced, stable alternative that will remain available for all
customers who choose not to shop, Further, OCC/APN 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 conkrary, AEP-Ohio’s base
generation rates were almwost unanimously unopposed by all
parties who intervened In this procesding, which included
intervenora representing swmall business customers, commercial
customers, and industrlal customersA2 Further, OCC/APIN
fail to recognize that AEP-Ohio is not offering discriminatory
rates between iis non-shopping customers and those customers
who shop, as AEP-Ohio provides different services to the
shopping and nonshopping customers. Thesefore,
OCC/ APIN's arguments fail, as Section 4905.33, Revised Code,
prohibits discriminatory pricing for like and contemporanequs
service, which does not apply here. AEP-Ohio provides
capacity service to CRES providers, and provides a bundled
generation service to its 580 customers.

(35) OCC/APIN state that the Commission failed to provide that
the interruptible power-discretionary schedule (JRP-D) credit
costs should not be collected from residential customers, which
was necegsary in order for the Commission to be consistent
with the intent of the approved stipulation in Case No, 11-5568-
EL-POR Specifically, OCC/ APIN argue that the stipulation in

42 See Opinjon and Order at 1336,
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that case provides thst program costs for customers in a
nonresidential customer class will not be collected from
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 govemned by the EE/PDR
stipulation. OEG opines that the Commuission acted lawkually
and reasonably in approving the IRP-D credit.

The Commission finds OCC/AP]N's arguments should be
rejected.  As OBG comrectly points out, the IRP-D credit was
eshblishedinﬁwmdiﬁedﬁ?pmwding,ﬁmrefm,iﬁsmt
proper for OCC/AFJN to use a stipulation that is only
contemplated the programs set forth in the EE/PDR
stipulation,

VI AU i

(36) In its assignment of exvor, OBG requests that the Commission
clarify that separate energy auctions be held for each AEP-Okio
rate zone. OEG explains that this would be consistent with the
FAC and PIRR recovery mechanisms, and without separate
energy auctions, the auction may result in unreasonably high
energy charges for Ohlo Power customers. OEG also suggests
that the Commission clarify that it will not accept the results
from ARP-Ohio’s energy anctions if they lead to rate increases
for a particular rate zone, and points out that the Commission
maintains the discretion and flexibility to reject auction results.

In its memorandum contra, AEP-Chio submits that it is not
necessary to determing the details relating to the competitive
bid procurement (CBP) process, as these issues would be mare
appropriately addresged in the stakeholder process established
pursuant to the Commission’s Opinion and Order. In addition,
AEP-Ohlo opposes the proposal for the Commdssion to reject
any unfavorable auction results, as the General Assembly’s
plan for competitive markets is not based on short-term market
regults, 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 limit supplier participation and hinder
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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 Commission’s Opinion and Order® We believe that the
staksholder process will allow for a diverse group of
stakeholders with unique perspectives and expertise to
establishanopen,effec&ve,mdh‘ampaxenraucﬂanprm
However, we agree with FES and AEP-Ohio, who, In a rare
showing of unity, oppose OBG's request to reject auction
tesults, ~The Commission will not interfere with the
competitive markets, and accordingly, we belleve it is
inappropriate to establish a mechanism to reject auction results,
Accordingly, OBG's application for rehearing should be
denied.

In its application for rehearing, FBS contends that
Comunission’s Opindon and Order slows the movement of
competitive auctions by only authorizing a 10 pexcent 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
28 AEP-Ohlo cannot show any evidence of substantial harm by
earlier auction dates, and that AEP-Ohlo is capable of holding
an auction in June 2013,

' ‘The Commission zejects FES's arguments, as they have been

previously rafsed and dismissed.# Further, the Commission
reiterates that it is important for customers to be sble to benefit
from market-based prices while they are low, as evidenced by
our decision fo expand AEP-Ohio's slice-of-system auction, as
well a5 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
icipants, :

8 14 9t3940.
# 14 802800,

00131



11-346-H1.650, et al. -

(38) in Us 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 teym of the ESP, including the first five
months after the January 1, 2015, 100 percent energy auction.
AEP Ohio explaing that it would flow all energy auction
procurement costs through the FAC, Further, AEP-Ohio
believes it would be unreasonsble to adjust the SSO base
generation rates for the firat five months of 2015, as proposed in
ARP-Ohlo’s application® in light of the substantial
modifications made by the Commission {0 accelerate and
expand the scope of the energy auctions, AEP-Olio wams that
absent a clarification on rehearing, there could be adverse
financial impacts of AEP-Chio besed on the Opinlon and
Order’s auction modifications.

In its memorandum contra, FES explains that the Commission's
Opinion and Order does not allow for AEP-Ohlo to recover
additional anction costs through the FAC. FES notes thay AEP-
Ohio’s proposal would have the effect of limiting customer
opportunities to lower prices, noting that if auction results
weee lower than S5O customer generation charges, customears
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
geueration 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
bmportance of establishing a competitive electric marketplace.
ABP-Ohio's proposal is completely inconsistent with the
Commission’s mission and would preclude ABP-Ohlo
customers from realizing any potential savings that may result
from its expanded energy auctions. This is precisely the reason
why the Commiasion expanded and accelerated the CBP in the

5 In its application, AEP Ohio propreed that the 2015 100 perent energy auction costs be biended with the

cost of capacity and tse clesring price from the energy rustion, which would establish rew S50 rates.
See AEP-Ohio Ex. 1001 at19.21,
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first place. Purther, we find ARP-Ohio’s fear of adverse
ﬁﬂ&nﬁﬂlimpacbiswtfmmded,asﬂleRSRwﬂlinpartmm
AEP-Ohic has sufficient funds to efficiently maintain jts
operations. Therefore, we find AEP-Ohio’s application for
rehearing should be derded.

AEP-Ohio opines that the Opinion and Order should be
clarified to confim that the Capacity Order’s state
compensation mechanism does not apply to the 550 energy
auctions or nonshopping customers, DER/DECAM also

request further clasification 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 Comunission finds that AEP-Chiv'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
Cormission’s decision in the Capacity Case, which determined
$183.88 per MW-day would allow AEP-Ohio to recover its
embedded capacity costs without overcharging customers, it
would be unreasonable for us to permit AEP-Ohio to recover
an amount higher than its cost of service. Further, we disagrec
with AEP-Ohio’s assertion that the Commission should not rely
on the Capecity Case in detexmining the cost of capacity for
naneshopping customers beginning January 1, 2015, because, as
previously stated, the Commission was able to detersiine 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,% the use of $188.88 per MW-day allows for
AEP-Ohio to be adequately compensated and ensures
ratepayers will not face excessive charges over AEP-Ohlo's
actual costs. In addition, we reject DER/DECAM's request for
clarification, as it is not necessary bo address the difference
between market-based charges and AEP-Ohio's capacity offer
fwﬂ\e!imimdpurposeofﬂnelanmyl,zoﬁ,mergyomy
auction, since the cast of capacity is AEP-Ohio’s cost of service,

4 590 Opipionand Order st 57
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(40) In addition, AEP-Ohio argues that # was unreasonable for the

{a1)

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/APIN 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/AFIN point out that
AEP-Ohio has not indicated that the modified auction process
would Increase jis costs over the original auction proposal,
Should the Commiseion grant ARP-Ohio's request, OCC/ APJN
opine that all costs should be paid by CRES providers, as the
costs are caused by the need to accomunodate CRES providers.

We agree with OCC/APJN, as AEP-Ohio fafled to present any
p@:ﬁnaﬁveeﬁdmeﬂatﬂwoﬂdkmummﬂew
excessive costs in conducting its auction and upgrading its
electronic data systems. AEP-Ohio’s requeet 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.

ABP-Chio requests that the Commission clarify that the auction
rate docket will only incorporate revenue-neutral solutions. In
support of its request, AEP-Ohio notes that the Cormmission
resetved the rate to implement a new base generation rate
design on a revenue neutral basis for all customer classes, and
shonld therefore attach the same condition of revenue
neutzality for anction rates,

OCC/APIN argue that the Commission should reject the
requmfnrachﬁﬁcaﬁomasmeConmﬁssioncmotanﬁdpate
all issues that may arise regarding a disparate impact on
customers, and encoursges the Conunission to not box itself
inio any comers by granting AEP-Ohio's request.

The Commission rejects AEP-Ohlo’s request to Incorporate
revenue-neutral solutiors within the auction rate docket.
Howevw,mthewemitbmomappamﬁmtdwremybe
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disperate rate impacts amongst customers, the Commission
reserves that right to initiate an investigation, as necessary, as
set forth in the Opindon and Order,

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

In its memorandum contra, OMAEG/OHA oppase AEP.Ohio's
request, arguing the Corundssion should not authorize AEP-
Ohlo to recover an unspecified amount of reverue withouat 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 speeulative 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
Comimission finds that AEP-Ohio has not shown any estimates
on what the auction related costs would be, nor has it provided
any evidence 25 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,

VI CUSTOMER RATECAP

(43)

OCC/APIN  and OMABG/OHA contend that the
Commission’s Opinion and Order regarding the customer rate
cap is unlawfully vague, OOC/APIN provide that the Opinion
and Order should clarify what it intends the rate cap to cover,
and should establish a process to address situstions where a
customes’s bill is increase by greater than 12 percent. Fuxther,
OCC/AFIN request additional information on who will
mmﬁmﬁnepmﬁgeofirmase,andwhomnmﬂfy
customers that they are over the twelve percent cap.

AEP-Ohdo also suggests the Commission clarify the 12 percent
tate cap, and requests a 90 day implementation period for
programming and tfesting its customer billing system to
account for the 12 percent cap. AEP-Ohio notes if the
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Commission clarifies that AEP-Ohio shall have time to
implement it new program, AEP.Ohio will sHll run
calevlations back to September 2012 and provide customer
credits, if necessary, AEP-Ohlo also seeks clatification that s
calculation be based on the customer’s total billing under ABP-
Ohio’s 830 rate, as it does not have the rate that certain
customers pay CRES providers, and cannot perform a total bill
caleulation on any other basis other than S50 rates, Further,
AEP-Ohio seeks clarification that it be divectly suthorized to
create and collect deferrals pursuant to Section 4928144, -
Revised Code, as well as anthorization for carrying charges.

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

Further, we find that AEP-Ohio should be given 90 days to
implement its customer billing system to account for the 12
percent rate increase cap. To clarify OOC/ APJN’s concerns, by
allowing ARP-Ohio 90 days to implement its customer billing
system, AEP-Dhio will bs able to monitor customer rate
increases and provide credits, also if necessary, going back to
September 2012, Fuurther, upon AEP-Ohio’s implementation of
its updated customer billing system, we divect AEP-Ohio to
update its bill format to include a customer notification afert i
a customer’s rates increase by. more than 12 percent, and
indicate that the bill amount haa been decreased in accordance
with the customer rate cap.

If‘inany,asthemtomermteimpactcapisaprmisionofthe
ESP pursuant to Section 4928.143, Revised Code, we authorize
ﬁmdefmdofanyocpmaammdaﬁth&lemmcap
pumsuant to Section 4928.144, Revised Code, inclusive of
carrying charges, 80 we can ensure customer rates are stable for
consumers by not increasing more than 12 percent.
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X SEEITHRESHOLD

(44} In its application for rehearing, AEP-Ohio argues that the
Commission should eltminate the 12 pervent SEET threshald,
AEP-Ohio explains that the return on equity (ROE) values
contained within the record ave forward-looking estimates of
ity cost of equity, and do not reflect the ROE eamed by
companies with comparable risks to AEP.Ohjo. ARP-Ohio
provides that even if the values were from firms with
compatable risks, the SEET threshold must be significantly in
excess of the ROE earmned. Funther, AEP-Ohlo points to the
SEET threshold that the Commission approved for Duke,
where the Commission approved a stipulation establishing a
SEET threshold of 15 percent¥ In addition, AEP-Ohio
contends that the thresheld does not provide any opportunity
for the Commission to consider issues such as capital
requirements of huture committed investments, as well as other
items contained within Section 4928.143(F), Revised Code,

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

The Commission finds AEP-Ohio’s spplication for rehearing
should be denled. Under Section 492B.143(F), Revised Code,
the Comunission shall annually determine whether the
provigions contained within the modified ESP resulted in AEP-
Ohio maintaining excessive eamnings, The rule further dictates
that the.review shall consider whether the eamings are
significantly in excess of the retwrn on equity of other
comparable publicly traded companies with similar business
and financial risk. The record in the modified BSP contains
extengive testimony from three expert wiltnesses who testified
in length on what an appropriate ROE would be for ABP-Ohdo,
and all considered comparable companies with similar risk in

-41-

4 lnﬂDmh,CcuNo.MM(Opﬁonme!du)Dembuﬂ,mdeano.um
S50 (Opinion ind Order) November 22, 2011,
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reaching their conclusions.#® [n addition, three other diverse
parties also presented evidence in the record that was
consistent with the recommendations presented by the thzee
expert witnesses, which when taken as a whole, demonstrates
that 2 12 percent ROE would be at the high end of a reasorable
range for AEP-Ohio's return on equityd® Further, we believe
that the SEET threshold of 12 percent is not only consistent
with state policy provisions, including Section 4928.02(A),

Revised Code, but also reflects an appropriate rate of returnin

light of the modified ESP’s provisions that minimize AEP.
Ohdo’s rigk.50

CRES PROVIDER ISSURS

(45) In its application for rehearing, FES argues that the

Commission unweasonably authorized AEP-Ohio to continue
its antl-competitive barriers to shopping, including minimum
stay requirements and switching fees without justification. FES
asserts that both are contrary to state policies contained within
Section 4928.02, Revised Code.

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

The Commission finds FES's application for rehearing relating
to competitive barriers should be granted. Upon further
consideration, we believe AEP-Ohio's switching rules, charges,
and minimum stay provisions are inconsistent with our state
policy objectives contained within Section 4928.02, Revised
Code, as well as recent Commission precedent. The
Commission recognizes that the application eliminates the
current 90-day notice requirement, the 12-month minimum
stay requirement for large commercial and industrial
customers, and AEP-Ohio's seasonal stay requirement for
residential and smaller conumercial customers on January 1,
215, however, we find that these provisions should be

8 Opinlon and Order a:33

¥ 1 ats?,

5 In e Applicatioss of Columbus $. Powoer Ca, Stip Opinlon No. 2012-Ohin-5690, (Pfeifer, ., dissenting).
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eliminated earlier. We believe it is important to ensure healthy
retail electric sexvice competition exists in Ohio, and recognize
the importance of protecting retail eleciric sales consumers
right to choose their service providers without any market
bargiers, consistent with state policy provisions in Sections
4528.02(H) and (I), Revised Code. We are confident that these
objectives are best met by eliminating ABP-Ohio's notice and
stay requirements in 2 more expeditious manner, therefore, we
direct AEP-Ohlo to submit within 60 days, for Staff approval,
revised taciffy indicating the eltmination of AEP-Ohio’s
minjmumn 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 mirimum stay
provisions, but also it granted a reduction in Duke's switching
fee to $5.002 Accordingly, we also find that AEP-Ohic’s
switching fee should be reduced from $10.00 to $5.00, which

CRES suppliers may pay for the customer, as ia consistent with
Commission precedent.$

(46) In its application for rehearing, IEU argues the Opinion and
Order failed to ensure that AEP-Ohio’s generation capacity
service charge will be billed in accordance with a customer's
peak load contribution (PLC) factor. HU 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 tw
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-Ohio states that TEU is merely trying to rehash argumests
previously made, Further, AEP-Ohio points out that because

the PLC value is something ABP-Ohio passes on to CRES

5t In re Duke Energy Okio, Case No, 11-23845-8L-850, (November 22, 2011) Opinion and Order, In re
FisiEnergy, Case No, 12-1230-EL-SS0 (july 18, 2012) Opinton and Ordar.

g [r 1 Dude Energy Ohio, Case No. 11-3549-EL-550, (November 22, 2011) Opinion and Order at 3940,
n
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providers, IEU's concerns about fransparency in the PLC valus
allocation process is something 18U should address with any
CRES provider from which it or its customers purchase energy.

The Commission rejects IEL's arguments, as the Opinion and
Order alresdy directed AEP-Ohio to develop an electronic
system that will include PLC values, historical usage, and
interval data™  Although we did not adopt IBU's
recommendation of an immediate system, our intent in

a May 31, 2014, deadline was to allow for members of the Ohio
Electtonlc 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.AC,, by allowing interested
stakeholders to explore the possibility of a POR program, we
affirm our decision and find that these provisions are
reagonable,

(47) AEP-Ohio ssserts that the Commission's faflure 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 unveasorable. AEP-Ohio reasons that it is unable to
determine whether the DIR will have 2 zero balance upon
expiration of the rider such that final reconciliation is

to address any over-recovery or under-recovery. ARP-Ohio
adds that the Commission is clearly vested with the authority
to divect 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 tue-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

5 14 er41
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Commiasion to conduct a final review and reconciliation of the
DIR.

(48) AEP-Ohio asserts that the Opinfon and Order unreasonably
adjusted the revenue requirement for accumulated deferred
income taxes (ADIT). AEP.Ohio claims that the ADIT offset is
inconsistent with the Comumission approved stipulation filed in
the Company's latest distribution rate case, Case No. 11-351-
BL-AIR et al, (Distribution Rate Case) as the revenue credit did
not take into account an ADIT oftset which, as calculated by
AEP-Ohlo, results in the distribution rate case credit being
overstated by $21329 million. AEP-Ohfo notes that the DIR
was used to offset the rate bese increase in the distribution rate
case and included & credit for residential customers and a
oontribution to the Parinership with Ohio fund and the
Nelghbor-to-Neighbor program. AEP-Ohlo 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 fo protect itself from the risk. On rehearing, AEP.Ohio
asks that the Commission restore the balance struck In the

distribution rate case settlement by eliminating the ADIT offset
to the DIR 35 '

OCC/APIN reminds the Commission that AEP.Ohic's
distribution rate case was resolved by SHpulation and the
Stipulation does ot include any provision for ARP-Ohio to
adjust the revenue credit to customers contingent upon
Commission approval of the DIR. OCC/ APIN 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/APIN 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.

lheCommissionhascomidetedﬂteappmprhmaf
incorporating the effects of ADIT on the caloulation of a
revenue requirement and carrying charges in  several

55 AEP-OMo Bx. 151 a¢9-10, Ty, a2 2239
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proceedings. In regard to determination of the revenue
requirement for the DIR, we emphasize, as we stated in the
Opinion and Order:

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 ADIT should be reflected in the DIR
revenue requirement.

None of the arguments made by AEP-Ohic convinces the
Commission that its decision In this instance is unreasonable or

unlawful. As such, we deny AEP-Ohios request for rehearing
of this issue,

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 clalms that the DIR
casts are unique and known for each rate zone and

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,

ABP-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 belng maintained separately, Given that ARP- .
Ohio’s merger application was approved, AEP-Ohio states that
it is unreasonable for the Company to establish separate
accounts for the DIR.

ﬁmConmﬁmionmwsthatthnDIRisanewphnapprovedby
the Commission in the BSP 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 meintaining
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 2ones
or demonstrated any unreasonable disadvantage or burden to
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either rate zone. The focus of the DIR will be on r

infrastrocture, irrespective of rate zone, that will have the

greatest impact on improving reliability for customers. The
Comtnission deniea Kroger's request to reconsider adoption of

the DIR on a rate zone basis,

(50) OCC/APIN argue on rehearing that the Commission failed to
apply the appropriate statutory standard in Section
4928.143(B)(2)(h), Revised Code. As OCC/APIN interpret the -
statute, it requires the Comumnission to deterrnine that utility
and customer expectations aze aligned.

AEP-Ohio retoris that OCC/ APIN misinterpret that statute and
ignore the fachual record in the case to make the position which
was already rejected by the Comunission. AEP-Ohio ressons
that in their attempt to attack the Opinion and Order,

OCC/APIN parsed words and oversimplified the purpose of
the statute.

The Opinfon and Order discusses AEP-Ohio’s reliability
expectations and custorer expectations as well ag
OCC/AFIN's interpretation of the requirements of Section
4928.143(B)(2)(h), Revised Code5 OCC/APIN 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-
locking 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 defermine that customer expectations and
electric distribution utility expectations are aligned ta approve
an energy delivery infrastructure modemization 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 fature but to maintain, to some
degree,tkmereasmbhealigxmeztofcushomermduﬂﬁty
expectations continuously. As noted in the Opinjon and Order,
and in OCC/ AP]N's brief, over 70 percent of customers do not
believe their electric service reliability expectations will
increase and approximately 20 percent of customers expect

5 Opinion and Order at42-47,
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(1)

52)

their service reliability expectations to increase. AEP-Ohio
emphasized aging utility infrastructure and the Commission
expects that aging utility Infrastructure increases outages and
resulis in the eroding of service reliability. The Comunission
found it necessary to adopt the DIR to maintain utility
relisbility as well a5 to msintain the general alignment of
customer and utility sexrvice expeciations. Thus, the
Commission rejects the arguments of OCC/AFIN and denies
the request for rehearing, '

OCC/APIN 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/APIN contend that the
Opinion and Order failed to address details about the DIR plan
as raised by Staff, including quantity of assets, cost for cach
asset class, incremental costs and expected improvement in
reliability.

We disagree. The Opinion and Order specifically directed
AEP-Ohio to work with Staff to develop the plan, to focus
spending where it will have the greatest impact and quantify
reliability improvements expected, to ensure no double
recovery, and to incdude a demonstration of DIR expenditures
over projected expenditures and recent spending levels®”
Therefore, we also deny this aspect of OCC/APIN'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,

OCC/ APIN contend that in their initlal brief they argued that
adoption of the DIR would impact customer affordability
without the benefit of a cast benefit analysis™ With the
adoption of the DIR, OCC/APN reason that the Opindon and
Order did not address customer affordability in light of the
state policies set forth in Section 4928.02, Revised Code, and,

57 Y. a4y

% O0C/APIN Initial Brief at 96-114.
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therefore, the Opinion and Order vidlates Section 4950309,
Revised Code.

We refect the attempt by OCC/APIN 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 requizements on any given
program but simply expresses state policy and function as
guidelines for the Commission to weigh in evaluating utility
proposals® 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 ls implemented, 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
epplication; continuance of the gridSMART project so that
mare customérs will benefit from the use of various
mwum,ﬂwmtmmmmlwmgy
consumption and costs; and developing electronic systerm
Improvements to facilitate more retail competition in the AEP-
Ohio service area. Thus, while the adoption of the DIR
supports the state policy o ensure relisble and efficient vetail
electric service to consumers in AEP-Ohio service territory, the
above noted provisions of the approved BSP serve not only to
mitigate the bill impact for abaisk consumers but alt AEP-Ohio
CONSNIETS, On&atbasis,&meOgirdonandOrdetsupportsﬁw
state policies set forth in Section 4928.02, Revised Code. Thus, -
we reject OOC/APJN's atiempt to narrowly focus on the DIR
as the component of the ESP that must support the state

XU, PHASEJIN RECOVERY RIDER

(53) IBU asseris that the Opinion and Order is unlawhsl and
unressonable as it authoeized 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,

9 Iure Application of Columbus Southers Powey Co, et e, 128 Ofdo 534 512, at 28, 2011.0hio-1788
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and violated IEU's due process by approving the PIRR without
an evidentiary hearing.

AEP-Chio offers that IEU's claims ignore that the deferred fuel
expenses were established pursuant to the Comunission’s
authority under Section 4928144, 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. ARP-Ohio argues that the BSP 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 @ ABP-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, ABP-Ohio contends that IEU bhas made these
arguments numerous times and the doctrine of res judicata
estops IBU from continuing to make this argument 61

mCommisaionmmuapaﬂof&emPlpmceeding,an
evidentiary hearing was held on the application and the
Commission approved the establishment of a regulatory asset
to consist of acerued deferred fuel expenses, including interest.
IEUwasanacﬁveparﬂﬁpantin&mESPlevidmﬁaryheaﬁng
and was afforded the opportunity to exercise its due process
rights, However, thete is no statutory requirement for a
hearing on the application to initiate the PIRR mechanism to
recover the regulatory asset approved 2s a component of the
BSP 1 order, as IBU claims. Interested persons were
nonetheless afforded an opportunity to submit comments and
reply comments on the Company’s PIRR application. IEU was
alsomhﬂervminﬁxe?ﬂtk@seandﬂuhuﬂthdcogm
and reply comments. The Commission agrees, as ABP-Ohio
states, that IBU and other parties have argued and reargued
that deferred fuel expenses should accrue net of taxes, The
issue was raised but rejected by the Commission in the ESP 1
proceeding and the issue was reised, seconsidered and again
rejected by the Commission in the PIRR Case Opinion and

& Consurmers’ Counsel v. Pub UL Comare. (1956}, 70 Ohlo St3d 300, 856 N.E2d 213,
8 Offick of the Coneumars’ Counsel v. Pub. Ut Comre. (1984), 16 Oblo St3d 9.
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(34)

Order and the Fifth Entry on Rehearing, The Commission
finds, 2s 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
tates. I[EU has been afforded an opportunity to present its
position in both the ESP 1 and PIRR proceedings and, as such,
there is no need to reconsider the matter as a part of this
proceeding, Accordingly, we deny IEU's request for rehearing
of the issue, -

OCC/ APIN argue that the Opinicn: and Order is inconsistent to
the extent that it approves the request to merge the CSP and OP
tates 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/APIN emphasize that the
Stipulation initially filed in this proceeding advocated the
mezrger of the PIRR rates and in the December 14, 2011,
OphﬁmandOrde:dowmeonappmed&temgerof
the vates, The Commission’s decision not to merge the CSP and
CP PIRR rates, according to OCC/APIN, 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 s to
FAC and FIRR, is to immediately mesge the FAC and PIRR
rates, :

As OCC/APIN explain, the Commission appraved without
modification, the merger of the PIRR rider rates. However, the
Commisslon subsequently rejected the Stipulation on
rehearing. The Commission notes that in regaxd to the FAC,
ﬂzevastmajwityofdefamdﬁzelexpmwmimumdby
OP rate zone customers, and = 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 iasues, the Commission has determinad
that maintaining separate rates for the OP and CSP rate zones,
given the significant difference in the cutstanding 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 Conurdssion affirms #s decision and denies
OCC/AFJN’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 PAC rate will expire with
this ESP on May 31, 2015, OEG reasons that as of June 1, 2015,
-the rates for energy and caparity will be the same for OP and
(3P 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 bugden, increase effidency, and align the
structure of the FAC and PIRR with the cther 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 OF customers at the expense of CSP
customers. The Comimission will continue to monitor AEP-
Ohio’s outstanding deferred fuel expense balance and
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,

(56) OCC/APIN offer that the Commission adversely affected the
rights of the signatory parties to the EE/PDR Stipulation in
Case No. 11-5568-EL-FOR et al. by merging the EE/PDR rates
in this proceeding. OCC/APJN assert that the parties
envisioned separate EE/PDR rates for the C5P and OP mate
zones fter the merger of CSP and OP,

AEP-Ohio reasons that OOC/APIN's argument to maintain
separate EE/PDR rates is without merilt and notes that the
Comumission specifically stated that tariff amendments, as a
result of the merger, would be reviewed and rate matters
resolved in this proceeding$? AEP-Ohio supports the

62 Ine AEP-Ohio, Cage No. 10-2376-EL-UNC, Entry ot 7 (Masch 7, 2012),
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Commission's decision and asks that the Commiasion deny this
request for rehearing

In fight of the fact that the Commission reaffirmed AEP-Ohio's
mergeronMamh?.ZﬂIZ,OGC/APlNahmﬂdhavebeenawm
of the Comunission’s plan to consider the merging of CSP and
OP sates a8 part of the FSP proceeding. Further, the
Commission notes that nothing in the EE/PDR Stipulation or
the Opinion and Order approving the Stipulation confirms the
agsertions of OCC/ APN that the parties expected the KB/PDR
vates to be separately maintained after the merger of CSP and
OP. In addition, OCC/APJN assert in their application for
rehearing that combining the EE/PDR rates prevents the
parties from receiving the benafit of the basgain reached in the
BE/PDR Stipulation. We therefore deny the request for
rehearing,

XIV. GRIDSMART

&7

(58)

AEP-Ohio asserts that the Commisaion’s failure to establish a
final reconciliation and true-up for the gridSMART rider which
will expize prior to or in conjunction with the end of this ESP
term, May 31, 2015, was unreasonable,

We grant AEP-Ohlo’s request for rehearing. Awcordingly, the
Comnﬁssimckriﬁaanddkecbﬁ\atwiﬂﬁn%daysafw:ﬁ\e
explration of this BSF 2, ABP-Ohic shall make a filing with the
Commissionﬁorreviewmdreconcﬂiaﬁonof&\eﬁmlyw of
the Phase T grddSMARY rider,

OCC/APIN renew their request on rehearing that the
Commission Order ABP-Ohfo 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/APIN 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/APN reiterate that it is wnjust
and unreasonable for the Commission 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/APIN note that the Commission ordersd
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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 Ohlo served by AEP-
Ohjo, OCC/APIN offer that at-risk populations are o 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 berefit of residential and low-income customers, as part
of the Company’s distribution rate case® 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, a8 noted
in the Opinion and Order, the Ohlo Growth Fund, “creates
private sector economic development resources o support and
wark in conjurwtion with other resources to attract new
investment and improve job growth in Ohio” to support Chlo's
economy. For these reasons, the Commission did not revise the
Opinion and Order and we deny OCC/APJN's application for
reheating,

(5% In its application for rehearing, AEP-Ohio suggests that the

Commissiondaﬂfythabunderthestomdamagerecovery
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 Septemnber 30 of each year to be added
to the deferral balance and carried forward, AEP-Ohio notes
that absent 2 cut off date, if an incident ocours late in the
reparting year, expenses may not be accounted for at the fime
of the December 31 filing.

In its memorandum contra, OCC/APIN 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 en alternative,

& Inre AEP-Ohio, Cawe No. 11-351-EL-AIR, Opinion and Order at 6, 9 (December 14, 2011).
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OCC/APIN suggest the Conumission consider 2 provision
allowing AEP-Ohio to amend its filing up to 30 days after the
December 31 deadline o 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 oocur just prior to the
December 31 filing, however, we are also sensitive to
OCC/ APIN's concern sbout carrying costs being incurred over
a threesmonth 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, ARP-
Ohio may, upon prior notification to the Commission in jts
December 31 filing, amend the filing to include all incurred
costs within 30 days of the December 31 filing,

(60) FES and IEU argue, a3 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/APN request rehearing on the approval of
the GRR on the basis that all the statutory requivements of
Section 4928.143(B)(2)(c), Revised Code, have not been metas a
past of this ESP, FES contends that Sections ¢928.143@)2){(c)
and 492864(E), Revised Code, are irreconcilgble and the
specialized provision of Section 492864, Revised Code,
prevails. OCC/APIN audds that the Commission’s creation of
the GRR, even at zero, abrogated Ohio law. For these reasons,

FES,IEU,:MOOC/AP}N 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 Opirdon and Order. Nothing offeved in the
applications for rehearing persuades the Commission that the
Opinion and Order is unreasonable or unlawful. Accordingly,
the applications for rehearing on the establishment of the GRR
are denied. Further, the Commission notes that we recently
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concluded that AEP-Ohio and Staff failed to make the requisite
demonstration of need for the Twming Point project.4

{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 492802, Revised Code, are
effectuated. Elyriz Foundry v. Public UL Conmm., 114 Oho S13d.
305 (2007). IBU contends the adoption of the GRR violates state
policy and conflicts with the Capacity Order, in which where
the Commission determined that market-based aapacity pricing
will stimulate true competition among suppliers in AEP-Ohic’s
service tecritory and incent shopping, thus, implicitly rejecting
that above-market pricing is compatible with Section 4928.02,
Revised Code 63

The Commission notes that the Supreme Court of Ohio
determined that the policles set forth in Section 492802,
Revised Code, do not impose strict requirements on any given
program but simply express state policy and Function es
guidelines for the Commission to weigh in evsinating utility
proposala$ JEU 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 banefits of the project with all customers,
shopping and non-shopping to advance the policies stated in
paragraph (H), Section 4928.02, Revised Code.

(62) FES argues that the application did notinclude a descrigtion or
tariffs reflecting a PTR and, accordingly, did not request a PTR
to be initially established at zero. PES submits that there is no
evidence and no justification presented in support of a PTR
and, therefore, the Coounission’s approval of the PTR is
unreasonable.

AEP-Ohjo responds that FES's claims are migleading and
erroneous. AEP-Ohlo cites the testimony of witness Nelson

&4 In re AEP-Okio, Case Nos. 10-501-BL-FOR and 10-502-EL-FOR, Opinion and Order at 2527 (January %,
2013},

55 I r2 AEP-Okio, Case No. 10-2929-BL-UNC, Opinton and Order ki 23 (uly 2, 2012).
6 Inve Application of Calumbus Stethern Power Co. ef al,, 128 Ol SE34 512, 58 575, 2011-Ohio-1783.
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which included a complete description of the PTR. ARP-Ohio
notes that the Commission was able to discern the structure of
the PTR and approved the request, ABP-Ohio asserts that
FES's claims do not provide a basis for rehearing.

FES's arguments as to the description of the PIR in the
application overlook the testimony in the record and the
directives of the Comumission. As specifically stated in the

_ Opirﬂommerder,recovezyunder&ePTRisconﬁngentupm
the Commission’s review of an application by the Company for
such costs and any recovery under the PTR must be specifically
authorized by the Commission.” Furthermare, the Opinion
andOrderemphasizedthatifAEP-Ohioseeksmovayunder
the FIR, it will maintain the burden set forth i Section
4928.143, Revised Code.® Accordingly, the Commission derdes
the request of FES for reheariag on this issue.

(63) IBU 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 affillate and ignore the
strict separation between competitive and non-competitive
services. Specifically, TEU contends that Section 4928.02(H),
Revised Code, prokibits the recovery of any generation-related
cost through distribution or transmission rates after corporate
separation is effective,

Weﬁndthatlﬁllmadesimilarargmmntsasmgenemﬁon
asset divestiture. For the same reasons stated therein, the
Commission again denjes IEU's requests for rehearing,

{64) IEU also contends that the FTRS? 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 torgo
recovery of such costs in its Commission-approved settlement
of its electric wansition plan (ETP) cases.”

67 Opinion and Order at49.

68 1

& TEU rniscs the same azgument a8 to the RSK and the capacity charge.

b4 ruwmqawmqmmmmmmgﬂommwﬁAW

of Their Elactric Transition Plaoes aud for Receipt of Transition Revenuzs, Case Nos. 99-1729-BLETP and 95-
1730-EL-ETP, Opinion and Ordar (Septembar 25, 2000).
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(65)

As to IBU’s claim that the PTR is unlawful under the agreement
in the ETP cases, the Commission 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
Comnmission modifies or amends its corporate separation plan,
filed in Case No. 12-1126-BL-UNC (Corporate Separation Case),
a8 to diveatiture of the generation assets only. Fusther, if the
conditions precedent for recovery under the PTR are met, ARP-
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 ratepayers, and that any costs were
prudently incurred and reasonable”? IEU made substantially
similar claims regarding transition cost and the ETP cases in
the Capacity Case” The type of transition costs at issue in the
BTP 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
addiﬂon,fo:ﬁxemreasomwere}gmd&tmargummby
1IEU on rehearing in regard to the RSR and capacity charge, we

seject these claimis a to the PTR. TEU'S request for rehearing is

dended,

FES, IBU and OCC/ APJN reason that the Commission based jts
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, IBU and OCC/AFIN offer that the PIR is generation
based and has no relation to distribution service. Furthes, FES
offers that by the tme the AEP Pool terminates, the generation
assets will be held by AEP-Ohio's generation affiliate and any
revenue Jogs experienced will be that of a competitive
generation provider. According to FES and OCC/APN,
nothing in Section 4928,143(B)2), Revised Code, or any other

provision of Ohlo law, permits a competitive generation

provider to recover lost revenue or to incent the alectric
distribution uhbty to transition to market. Furthermore, FES

71 Opinten and Order sk 49,
72 Fa re AEP-Ohtio, Case No. 10-2929-ELUNC, Optrdon and Order at (date).
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reagons that Section 4928.02(H), Revised Code, specifically
prohibits cross-subsidization. TEU likewise claims that Section
4928.06, Revised Code, obligates the Commission to effectuate
the state policies in Section 4928.02, Revised Code,

AEP-Ohio replies that despite the claims of FES, TEU and
OCC/APN, statutory authority exiats for the adoption of the
PIR falls under Section 4928.143(B)2)(h), Revised Code, as the
Conunission determined in its Opinion and Order. The PR, is
also authorized, according to AEP-Ohlo, under Secon
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 Pocl Agreement cost. ABP-
Ohlo states, in regards to the argument on cross-subsidies, that
a significant portion of AEP-Ohio’s revenues result from sales
of power to other AEP Pool members, With the termination of
the Pool Agreemient, if there is a substantial decresse in net
revenue, under the provisions of the FIR, 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 componert of an BSP and was correctly approved
by the Commission.

The Commission notes that the Opinion and Order specifically
limited AEP-Ohic's right to recover under the PTR, only in the
event this Commission modified or amended its corporate
separation plan 28 to the divestiture of its generation assets.?3
The Opirilon and Order also directed, subject to the approval of
the corporate separation plan, that AEP-Ohlo divest ils
generation assets from its electric distribution utility assets by
transfer $o its generation affiliate” Purther by Finding and
Oxderﬁsuedonccmbeﬂ?,mmﬁm&rporm&puaﬁm
Case, AEP-Ohio was granted approval to amend its corporate
separation plan to reflect full structural corporate separation
and to transier its generation assets to its generation affiliate,
Applications for rehearing of the Finding and Order in the
Corporate Separation Case were timely fled and the
Commission’s decision on the applications is currently
pending. The Comumission reasons, however, that if we affirm

73 Opinion and Order at 45,

7% ¢ et50.

00155

5%



11-346-EL-850, et al. (-

our decision on rehearing 28 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%® The
termination of the Pool Agreement i3 a pre-requisite to AEP-
Ohdo’s transition to full structural corporate separation. With
AEP-Chio’s move to full structural corporate separation and
CRES providers securing capacity in the market, the number of
service offers for 850 customers and shopping customers will
likely increase and improve. On that basis, termination of the
Pool Agreement is key to the estsblishment 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/APIN and FES. As
OCC/APIN correctly assert, revenues received as a result of
the Pool Agreement are not recognized in the determination of
significantly excessive earnings. However, OCC/APN fails to
recognize that the language of Section 4928.143(F), Revised
Code, specifically exclude such revenne. We also note, that
while effective competition is indeed the gosl of the
Commission, Section 4928.02(H), Revised Code, does not
stricily prohibit cross-subsidization. The Ohio Supreme Court
has ruled that the policies set forth in Section 4928.02, Revised
Code, do not impaose strict requirements on any given program
but simply express state policy and function as guidelines for
the Cotnmission to weigh in evaluating utility proposals

(66) IBU claims that Section 4928.06, Revised Code, raises the state
policies set forth in Section 492802, Revised Code, to
requirements. Elyria Foundry v. Public Utd. Comm., 114 Ohio
St3d 305 (2007), We note, that more recently, the Ohio
Suprems Court determined that the policies set forth in Section

75 Section 4928.183(B)(2)(d), Revised Code, siates:

Terms, conditions, of charges relating to lmitations on customer shopping for retail electric
ganeration sevvice, bypassability, standby, back-1p, ot supplemenial powsr service, dafault
sezvice, carrying costs, amortization perlods, and accounting or defesrals, including future
mmd%d&h&umm:mm&m;mmmw
regarding ratail elerivic sevvice.

76 Inve Application of Columbus Southern Power Cs, et al,, 128 Ohlo St3d 512, £ 575, 2011-Oblo-1786
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492802, Revised Code, do not impose strict requirements on
any given program but simply express state policy and
function as guldelines for the Commission to weigh in
evaluating utility proposals.”7 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.

(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 mads approval of the Opinion and Order contingant
on approva) of the Company’s corporate separation application
filed in Corporate Separation Case. AEP-Ohle argues that
structural corporate separation 19 a critical component of the
ESP which is necessary for AEP-Ohio to transition to
implementing an auction-based SS0. Thus, AEP-Ohio requests
that the Commission clarify on rehearing, that the ESP will not
be effective untl the Commission approves AEP-Ohdo's
corporate separation application.

The Opinion and Order was issued August 8, 2012, The order
in ABP-Ohio’s Corporate Separation Case was issued October
17, 2012, approving the corporate sepsration plan subject to
certain conditions. The Commission denles AEP-Ohio’s
request to make the ESP effective upon the approval of the
corporate separation plan. AEP-Ohio had the option of
designing its modified 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 nor undertake either option. Fusthermore, the rates and
tariffs in compliance with the Opinion and Owder were
approved and have been effective since the first billing cycle of
September 2012, Accardingly, it would be unreasonable and
unfair to make the effective date of the BSP the date the
corporate separation case was approved. AEP-Ohio’s request
for rehearing is dended.

77 nve Application of Cofumeiuus Souihers: Powsy Co, ot al,, 128 Ohlo 534 512 » 84523, 2011-Ohlo-1753.
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(68) ' TEU argues that the Opinion and Order 15 unlawful and

(69)

twreasonable 1o the extent that the Commission approved the
conditional transfer of the generation assets without
determining that the transfer complied with Sections 492817,

4928.02, and 4928.18(B), Revised Code, and Chapter 4901137,
OAC. »

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
Ordet, the primary considerations in the ESP proceeding was
how the divestiture of the generation assets and the agreement
between ABP-Ohio and lts generation affiliate would impact
SSO rates and customers. The requirements for corperate
separation contzined in Sections 492817 and 4928.15(B),
Revised Code, and the epplicable rules in Chapter 4901:1-37,
O.AC, were addressed in the Corparate- Separation Case
which was issued subsequent to the Opinion and Oxder in this
matter. As the issues raised by IEU have subsequently been
addressed, we deny the request for rehearing.

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 limited to a
demonstration that AEP-Ohlo customers have not and will not
incur any additional costs caused by corporate separation, and
that the hold harmless obligation pertains to the additional
costs caunsed by corporate separation. AEP.Ohio requests
permission to retain the PCRB or, in the alternative, authorize
AEPOhio to transfer the PCRB to its generation afiliate
consistent with the Corporate Separation Case, AEP-Ohio
suggest that the PCRBs be retained by AEP-Ohdo until thejr
respective tender dates and transfer the Habilitles 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 eliminate
the need for any 90-day filing.

We grant rehearing on the issue of the PCRB to darify and
reiterate, consistent with the Commission’s decision in the
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Corporate Separation Case, that ratepayers be held harmless,
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 affiliste wherein ABP-Ohio could retain the
PCRB and avoid any burden on AEP-Ohic EDV ratepayers.’s
Thus, with the Commission’s decision in the Corporate
Separation Cass, the %0-day filing previously ordered in this
proceeding was no longer necessary, -

TEU argues that the Opinion and Order is unreasonable and
unlawful as it allows AEP-Ohio, the electric distribution utility,
to evade strict separation between competiive and non-
competitive services and, as such insulstes AEP-Ohio's
generation affiliste, in viclaion of Secton 4928.17(A)(3),
Revised Code, affording its generation affiliate an undue
preference or advantage. Similarly,FES argues that the
Opindon and Order, to the extent that it permits AEP-Ohio, to
pass revenue to ABP.Ohio’s generation affiliate, violates
Section 4928.143(B)(2){a}, Revised Code, &3 the statute requires
that any cost recovered be prudently incurred, including
purchased power acquired from an affiliate, According to FES,
the record evidence demonstrates that the capadty price of
$188.88 per MW-day is significantly higher than the price that
can be acquired in the market and AEP-Ohio has not evaluated
the arrangement with AEP-Ohlo’s generstion 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 o supportan
“arbitrary” price for energy and capacity from S5O customers,
FES asserts that ABP-Ohio’s base generation rate s not based
on cost or market and that AEP-Ohio argued that the base
generation: rate reflects a $355 per MW-day charge for capacity.
For these reasons, FES reasons that the base generation
revenues reflect an inappropriate cross-subsidy and are a
detriment of the competitive market.

Finally, IBU, FES, and OCC/APAC submits that the pass-
through of revenues from AEP-Ohio to its generation affiliate,

78 re Okis Power Compny, Cave No, 12-1126-BL-UNC, Order 22 1718 (Octobez 17, 2012),
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violates the state policy set forth in Section 4928.02(H), Revised
Code,

AEP-Ohio replies that AEP-Ohio is a captive seller of capacity
to support shopping load under its FRR obligations and s
required to fulfill 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
c7oss subsidies and should be passed to its generation affiliate
after corporate separation during this ESP.  First, the
Commission approved functioral 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 $SO
service at the tariff rates for the full term of the BSP. Third,
after corporate separation, AEP-Ohio’s generation affiliate will
be obligated to support S50 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 850
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 arangement between AEP-Ohlo and its
generation affiliate will not take place. AEP-Ohio also notes
that FES has supparted 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 Botry on
Rehearing, the Ohlo Supreme Court has ruled that the policies
set forth in Section 4928.02, Revised Code, do not impose strict
Tequiremenis on any given program but simply expresses state
poﬁ:yandfmmﬁmasglﬂdelkmfo:the&mﬁssimmweigh
in evaluating utility proposals.”®

The Commdssion recenfly 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

79 In re Apphication of Calumbus Sauthern Power Co. et al,, 125 Ohlo St3d 512, 64525, 2011-Chto-1788,
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BSP, corporate separation of the generation assets, and AEP-
Ohie’s FRR obligations are not aligned, in the Opinion and
Order the Commission recognized that revenues previ

paid to AEP-Ohia for 850 service will be paid to its generation
aftilinte 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-Ohdo for SSO service will be
evaluated for prudence as a part of AFP-Ohio's
FAC/ Alternative Energy Rider audit. None of the arguments
presented by FES, IEU or OCC/APJN convirce the
Comunission that this decision i urweasonable or unlawful and,
therefore, we deny the requests for rehearing of this issue.

1t is, therefore,

ORDERED, That Duke's motion to file memorandum contra instanter is granted. 1t
is, further,

ORDERED, That Kroger's request to withdraw its reply memarandum filed on
September 24, 2012, is granted. Itis, fuxther,

ORDERED, That AEP-Ohio’s motion to consolidate is moot, It is, further,
ORDERED, That OCC/ APJN's motion to strike is denied. Itis, further,

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

ORDERED, That the applications for rehearing of the Commission’s August 8, 2012,
Opidon and Order, be denled, 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 UTTUTIES COMMISSION OF OHIO
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BEFORE
THE PUBLIC UTILITIES COMMISSION OF OHIO

In the Maiter of the Application of )
Columbus Southern Power Company and )
Ohlo Power Company for Authority to )} Case No.11-346-BL-SS0
Establish a Standard Service Offer Pursuant ) Case No, 11-348-EL-550
t0 Section 4928.143, Revised Code, in the )
Form of an Electric Security Plan. }

‘In the Matter of the Application

)

of
Coliumbus Southern Power Company and ) Case No. 11-349-EL-AAM
Olio Power Company for Approval of ) CaseNo.11-350-EL-AAM
Certain Accounting Authority. ) . .

SECOND ENTRY ON REHEARING

The Commission finds:

)

&)

@

®)

On Maxch 30, 2012, Ohio Power Company {(AEP-Ohio) filed an
application for a standerd service offer, in the form of an

electric secwity plan (ESP), in accordance with Section
4928143, Revised Code.

On August 8, 2012, the Comnission issued its Opinion and
Order, approving AEP-Dhio’s proposed ESP, with certain
modifications (Order). Further, the August 8 Order directed
ABP-Ohfo to flle proposed final tariffs consistert with the
Opinien and Order by August 16, 2012,

On August 16, 2012, AEP-Ohio submitted ity 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
effectiye with the first billing cycle of September 2012.

Pursuant to Section 4903.10, Revised Code, any party who has
entered an appearance ina Commission proceeding may apply
fmmaﬁngvﬁthmpxtwmymﬂudem\hmdbytl\e
Commission, within 30 days of the entry of the order upon the
Commission’s jomal,

On September 7, 2012, ABP-Ohio, The Kroger Compary, Ormet
Primary Aluminum Corporation, Industrial Energy Users-Ohio
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&

{IBU), Retail Energy Supply Association, OMA Energy Group
(OMAEG) and the Ohio Hospital Assoclation (OHA), the Ohio
Energy Group (OEG), FiretHnergy Solutions Corporation (FES),
jointly by The Ohio Association of Schocl Business Officials,
The Qhie School Boards Association, The Buckeye Association
of School Administrators, and The Ohio Schools Council
{collectively the Ohlo Schools), and jeintly by the Ohio
Cansumers’ Counsel (OCC) and Appalachian Peace and Justice
Network filed applications for rehearing of the Commission’s
August 8, 2012 Order. Memoranda contra the various
applications for rehearing were filed jointly by Duke Energy
Ohio, Ine. and Duke Energy Commercial Asset Management
Inc, FES, OCC/APIN, IEU, OMAEG/OHA, OEG, Ohio
Schools, and AEP-Ohio on September 17, 2012,

By entry dated October 3, 2012, the Conunission granted
rehearing for further consideration of the matters specified in
the applications for rehearing of the Order,

On January 30, 2013, the Commission issued its Entry on
Rehearing addressing the merits of the various applications for
rehearing (Jarnary 30 EOR).

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.

In its application for rehearing, IEU argues that Section
4928.143(B)(2)(d), Revised Code, does not provide the
Commission authority to approve AEP-Ohio’s retail stability
rider (RSR). Specifically, IEU states that the fact that the RSR
will zesult in a non-fuel base generation rate fresze does not
satisfy the requirements of Section 4928.143(B)(2)(d), Revised
Code, and the determination that the RSR provides certainty
ard stability goes against the manifest weight of the evidence
in this proceeding. TEU also pointa out that the Commission
may not approve a rider that causes the modified ESP o 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 snd falls to raise any new
arguments in its secornul application for rehearing. AEP-Ohio
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(a1

adds that IBU's inferpretation of Section 4928.143(B){(2)(d),
Revised Code, unnecessarily narrows the statute, In addition,
AEP-Ohio points out that IEU previously raised arguments
regarding the statutory test in its initial application for
rehearing and fail to provide any new arguments.

The Commission finds that IEU fails to rake any new
arguments for the Commission’s consideration in its
application for rehearing. In both the arder and the entry on
rehearing, the Commission deteemined that the RSR 18 justified
pussuant to Section 4928.143(B)(2)(d), Revised Code. (Order at
31-32; January 30 EOR at 15:16). Similary, IEU previously
raised its arguments pertaining ¢o the statutory test, which the
Commission denfed in the January 30 BOR. Accordingly, IEU's
application for rehearing should be denied.

In its application for rehesring, OCC claims that the
classification of the RSR as a charge related to default service i
not supported by the record, violating Section 4903.09 Revised
Code, and Section 4903.13, Revised Code.

In its memorandum conira, AEP-Ohio responds that the
Conenission clearly explained how the RSR falls into default
service, and adds that even one of OOC's witnesses agreed that
the RSR relates to AFP-Chio's generation revenues,

The Commission finds OCC's assignment of error is without
marit and should be denied. In the entry on rehearing, the
Commission emphasized that the RSR meeis the statu

cyiteria contained in Section 4928.143(B)(2)(d), Revised Code, as
it is a charge relating to defatdt service that provides certajity
and stability for AEP-Ohio’s customers. (January 30 BOR at 15-
16) Specifically, the Commission explained that the RSR
allows for price cextainty and stability for AEP-Ohio's standard
service offer (S50) custommers, which, is AEP-Ohio’s default
service for customers who choose not to shop. (Id)
Accordingly, OCC's assignment of error should be rejected,

In its application for vehearing, JEU claims that the customer
rate impact cap fails to identify the incurred costs that may be
deferred, but tather only provides that AEP.Ohio may defer
the difference in revenue as a result of the customer rate cap.
In addition, IBU argues the Commission should identify the
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specific carrying charges that will apply to the deferred
amount 1BU 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-Ohlo’s long or short tezm 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. ARP.Olio opines that the same
regulatory principles should be applied here, and any deferrals
under the customer rate impact cap would accrue & carrying
charge during the period of deferral and a lower debt rate
charge during the recovery period,

The Comumission finds that IEU's application for rehearing
should be denled, as the customer rate impact cap is
permissible pursuant to Section 4928144, Revised Code.
Section 4928.144, Revised Code, provides the Conmmission 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 incresses to no more than a 12-
percent increase. The Commission determined this was
necessary in its order, and emphasized it again in jts 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 collerted,
as well as cartying costs associated with the deferral. We do
clarify, however, that these carrying costs should be set at ARP-
Ohdo’s long-termi cost of debt rate, as recovery of these costs are
not only guaranieed 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-Ohin's newly
established non-bypassable riders, consistent with Section
4923.144, Revised Code. Therefore, as the customer rate

cap complies with Section 4928144, Revised Code, IEUs
arguments should be dismissed.

IEU argues that the Commission carnot lawfully authorize a

nonbypassable rider to recover lost gemeration revenue
pursuant to Section 4928.143(B)(2)(d), Revised Code. IEUJ
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argues that only divisions (b} and {c) of Section 4928.143(B)(2),
Revigsed Code, allow for a generation-related, non-bypassable
charge for the recovery of comstruction costs. Therefore,
according to IEU, there iz no -basis under Sectin
4928.145(B)(2)(d), Revised Code, to approve the Pool
Termination Rider (PIR).

AEP-Ohio notes that while Section 4928.143(B)Y(2)(b) and (0,
Revised Code, specifically require that the charges established
there under be nonbypassable, subdivision (d) contains no such
requirement. ABP-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 BSP.

The Commission finds that IEU's argument is without merit.
Section 4928.143(B)(2){d), Revised Code, spacifically permits
the Commission to consider the “bypassability” of the “[tlerms
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
interpreta the language in this section to grant the Commission
the authority to approve o pasticular component of an ESP as

bypassable or non-bypassable. Thus, we deny IEU's request
for rehearing.

IEU also argues that the Commission fafled to make the
necessary findings to demonstrate that the PTR would have the
effect of stabilizing or providing certainty regarding retail
eleciric service. IEU asserts that nothing in the record in this
cage demonstyates that the Pool Agreement prevented an
auction for the provision of standatd offer service (950) und
did not have any bearing on the Commission’s conclusion in
AEP-Ohio’s Caparity Case! Accordingly, IBU reasons that
there is no basis for the Commission to conclude that
termination of the Pool Agreement is “key to the establishment
of effective competition.” IBU reasserts that the PTR recovess
from retail customers lost wholesale Pool Agreement revenue
and shifts AEP-Ohio’s wholesale risks to retail customess,
Therefore, [EU submits that there is no basis for the
Commission to find that the PTR has the effect of providing

t In re AEP-Obio, Case No. 10-2029-E1-UNC, Order (uly 2, 2012).
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certainty or stability in the provision of retail electric service to
retail customers.

In its memorandum contra, AEP-Ohio submits that 1EU's claim
that an increase in service offers ia not equivalent to certainty or
stability in service is misplaced. AEP-Ohio states, as it and
other parties to this proceeding have previously usserted, that
the nature of the Pool Agreement has historically bezn to
stabilize rates for Ohio ratepayers and, on that basis, AEP-Ohlo
damw&xatﬂwe?mmemfore,quaﬂﬂesasadmgeﬂmwmm
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, ARP.-Chio
emphasizes the rationale offered in the August 8 Order, that
the PTR serves as an incentive for AEP-Chis to move & a
competitive market to the benefit of its shopping and non-
shopping customers, Furthermore, AEP-Ohic explains that the
rationale offered in the August 8 Order is consigtent with the
reasoning offered by the Commission in the January 30 BOR,
which is esgentially that termination of the Pool Agreement and
increases in service offers likely will promote price stability,
thiough 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 PIR
and adequately explained the basis for its decision.

We find no merit in IEU's claims that the Commission fatled to
make the necessary findings to demonstrate that the PTR
would have the effect of stabilizing or providing certainty -
regarding retail eleckric service. While the i

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 assoctated with the termination of
the Pool Agreement” (Order at 49). The basis for Ohlo 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 elettric service for shopping customers
and put pressure on AEP-Ohic to retain ron-shopping
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customers with better service offers.  Nonetheless, the
Commission limited AEP-Ohio’s right to recover under the
PIR {January 30 BOR at 53-60), and even assuming that the
conditions for pursuing recovery under the PTR were met,
AEP-Ohio maintained the burden set forth in Sectinn 4928143,
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 seeka under the PIR 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-
Oldo the possibility to file an application for recovery under the
PTR and, therefore, we deny TEU's application for rehearing,

Finally, IEU again asserts, as argued in its application for
rehearing of the August 8 Order, that the approval of the PTR,
viclates Sections 4928.02(H) and 4928.17, Revised Code. 1B
submits that Section 4928.02(H), Revised Code, prohibits the
recovery of any generation-related costs through distribution
or fransmission rates after corporate separation is effective,

In response, AEP-Ohio notes that the TEU made the same
arguments in its application for rehearing of the August B
Order which were rejected by the Commission in the January
30 EOR. AEP-Ohio recommends that the Commission decline

to consider the argument again on rehearing,

In yet another atternpt to support its axguments about Section
4928.02(H), Revised Code, IEU overstates the January 30 BOR
and the Sporn Decision? We thoroughly considered and
addressed these claims in the January 30 EOR. IBU fails io
raise any new arguments which persuade the Commission that
approval of the PTR violates Sections 4928.02(H) and 492817,
Revised Code. Thus, we must again deny IEU's request for
rehearing,

It is, therefore,

2 mumpmammy.Cmm.w-lﬂm.-xnn.rmdingmmomryn,m
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ORDERED, That the applications for rehearing of the January 30 EOR fied by OCC

. ORDERED, That a copy of this Second Entry on Rehearing be served on all parties
of record.

THE PUBLIC UTILITIES COMMISSION OF OHIO

Lyna Slab ¥ 1. Beth Trombold

GNS/JIT/ vrm

Entered in the Journal
AR 27 7012

WM'KM

Barcy F. McNeal
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BEFORE
THE PUBLIC UTILITIES COMMISSION OF OHIO

In the Matter of the Commission Review of )

the Capacity Charges of Ohio Power ) QYT .
Company and Columbus Southern Power ) Case No. 10-2925-EL-UNC
Company. )

. OPINION AND ORDER

The Commission, coming now to consider the evidence presented in this proceeding,
the transcripts of the hearing, and briefs of the parties, hereby issues its opinion and order.

APPEARANCES:

Steven T. Nourse, Matthew ]. Satterwhite, and Yazen Alami, American Electric
Power Service Corporation, One Riverside Plaza, 2%h Floor, Columbus, Ohio 43215, Porter,
Wright, Morzis & Arthur, LLP, by Daniel R. Conway and Christen M. Moore, 41 South High
Street, Columbus, Ohio 43215, and Quinn, Emanuel, Urquhart & Sullivan, LLP, by Derek L.
Shatfer, 1299 Pennsylvania Avenue NW, Suite 825, Washington, D.C. 20004, on behalf of
Ohio Power Company.

Mike DeWine, Ohio Attorney General, by John H. Jones, Assistant Section Chief, and
Steven L. Beeler, Assistant Attorney General, 180 East Broad Street, Columbus, Ohio 43215,
on behalf of the Staff of the Public Utilities Commission of Ohio.

Bruce J. Weston, Ohio Consumers’ Counsel, by Kyle L. Kern and Melissa R. Yost,
Assistant Conswmers’ Counsel, 10 West Broad Street, Suite 1800, Columbus, Ohio 43215, on
behalf of the residential utility consumers of Ohio Power Company.

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

Taft, Stettinius & Hollister LLP, by Mark S. Yurick and Zachary D. Kravitz, 65 East
State Street, Suite 1000, Columbus, Ohio 43215, 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, 17th Floor, Columbus, Ohio 43215, on behalf of
Industrial Energy Users-Ohio.

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

52 East Gay Street, P.O. Box 1008, Columbus, Ohio 43216, on behalf of Constellation
NewEnergy, Inc. and Constellation Energy Commodities Group, Inc.
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Vorys, Sater, Seymour & Pease LLP, by M. Howard Petricoff and Lija Kaleps-Clark,
52 East Gay Street, P.O. Box 1008, Columbus, Ohio 43216, on behalf of Direct Energy
Services, LLC and Direct Energy Business, LLC.

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

Vorys, Sater, Seymour & Pease LLP, by M. Howard Petricoff and Lija Kaleps-Clark,
52 East Gay Street, P.O, Box 1008, Columbus, Ohio 43216, Eimer Stahl LLP, by David M.
Stahl, 224 South Michigan Avenue, Suite 1100, Chicago, Hllinois 60604, and Sandy I-rn
Grace, 101 Constitution Avenue NW, Suite 400 East, Washington, D.C. 20001, on behalf of
Exelon Generation Company, LLC.

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

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

Bricker & Eckler LLP, by Lisa G. McAlister, 100 South Third Street, Columbus, Ohio
43215, on behalf of the Ohio Manufacturers” Association.

Jeanne W. Kingery and Amy B. Spiller, 139 East Fourth Street, Cincinnati, Ohio
45202, on behalf of Duke Energy Retail Sales, LLC and Duke Energy Commercial Asset
Management, Inc.

Whitt Sturtevant LLP, by Mark A. Whitt, Andrew J. Campbell, and Melissa L.
Thompson, PNC Plaza, Suite 2020, 155 East Broad Street, Columbus, Ohio 43215, and
Matthew White, 6100 Emerald Parkway, Dublin, Ohio 43016, on behalf of Interstate Gas
Supply, Inc.

Bailey Cavalieri LLC, by Dane Stinson, 10 West Broad Street, Suite 2100, Columbus,
Ohio 43215, on behalf of the Ohio Association of School Business Officials, Ohio School

Boards Association, Buckeye Association of School Administrators, and Ohie Schools
Council.
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Kegler, Brown, Hill & Ritter, LPA, by Roger P. Sugarman, 65 East State Street, Suite
1800, Columbus, Ohio 43215, on behalf of the National Federation of Independent Business,
Ohio Chapter.

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

lce Miller LLP, by Christopher L. Miller, Asim Z. Haque, and Gregory H. Dunn, 250
West Street, Columbus, Ohio 43215, on behalf of the Association of Independent Colleges
and Universities of Ohio.

Ice Miller LLP, by Asim Z. Haque, Christopher L. Miller, and Gregory H. Dunn, 250
West Street, Columbus, Ohio 43215, on behalf of the city of Grove City, Ohio.

OPINION:

L HISTORY OF THE PROCEEDING

On November 1, 2010, American Electric Power Service Corporation (AEPSC), on
behalf of Columbus Southern Power Company (CSF) and Ohio Power Company (OP)
(jointly, AEP-Ohio or the Company)! filed an application with the Federal Energy
Regulatory Commission (FERC) in FERC Docket No, ER11-1995. On November 24, 2010, at
the direction of FERC, AEPSC refiled the application in FERC Docket No. ER11-2183 (FERC
filing). The application proposed to change the basis for compensation for capacity costs to
a cost-based mechanism, pursuant to Section 205 of the Federal Power Act (FPA) and
Section D.8 of Schedule 8.1 of the Reliability Assurance Agreement (RAA) for the regional
transmission organization (RTO), PJM Interconnection, LLC (PJM), and included proposed
formula rate temnplates under which AEP-Ohio would calculate its capacity costs.

On December 8, 2010, the Commission found that an investigation was necessary in
order to determine the impact of the proposed change to AEP-Ohio’s capacity charge.
Consequently, the Commission sought public comments regarding the following issues: (1)
what changes to the current state compensation mechanism are appropriate to determine
AEP-Ohio's fixed resource requirement {(FRR) capacity charge to Ohio competitive retail
electric service (CRES) providers, which are referred to as alternative load serving entities
(LSE) within PJM; (2) the degree to which AEP-Ohio's capacity charge is currently being
recovered through retail rates approved by the Commission or other capacity charges; and
(3) the impact of AEP-Ohio’s capacity charge upon CRES providers and retail competition
in Ohio. The Commission invited all interested stakeholders to submit written comments in

1 By entry issued on March 7, 2012, the Commission approved and confirmed the merger of CSP into OP,

effective Deceber 31, 2011. In the Matter of the Application of Ohio Power Company and Columbus Southern
Power Company for Authority to Merge and Related Approvals, Case No. 10-2376-EL-UNC.
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the proceeding within 30 days of issuance of the entry and to subut reply comuments within
45 days of the issuance of the entry. Additionally, in light of the change proposed by AEP-
Ohio, the Commission explicitly adopted as the state compensation mechanism for the
Company, during the pendency of the review, the current capacity charge established by
the three-year capacity auction conducted by PJM based on its reliability pricing model
(RPM).

On January 20, 2011, AEP-Ohic filed a motion to stay the reply comment period and
to establish a procedural schedule for hearing. In the alternative, AEP-Ohio requested an
extension of the deadline to file reply comments until January 28, 2011. In support of its
motion, AEP-Ohio asserted that, due to the recent rejection of its application by FERC based
on the existence of a state compensation mechanism, it would be necessary for the
Commission to move forward with an evidentiary hearing process to establish the proper
state compensation mechanism. AEP-Chio argued that, in light of this recent development,
the parties needed more time to file reply comments.

By entry issued on January 21, 2011, the attorney examiner granted AEP-Ohio’s
motion to extend the deadline to file reply comments and established the new reply
comment deadline as February 7, 2011. The January 21, 2011, entry also determined that
AEP-Ohio’s motion for the Comumission to establish a procedural schedule for hearing
would be considered after the reply comment period had concluded.

On January 27, 2011, in Case No. 11-346-EL-SSO, ef al. (11-346), AEP-Ohio filed an
application for a standard service offer (S50) pursuant to Section 4928.141, Revised Code 2
The application was for an electric security plan (ESP) in accordance with Section 4928.143,
Revised Code,

Motions to intervene in the present case were filed and intervention was granted to
the following parties: Ohio Energy Group (OEG); Industrial Energy Users-Ohio {IEU-Ohio);
Chio Consummers” Counsel {OCC); Ohio Partners for Affordable Energy (OPAE)3; Ohio
Manufacturers’ Association (OMA); Ohio Hospital Association (OHA); Direct Energy
Services, LLC and Direct Energy Business, LLC (jointly, Direct Energy); Constellation
Energy Commodities Group, Inc. and Constellation NewEnergy, Inc. (jointly,
Constellation); FirstEnergy Solutions Corp. (FES); Duke Energy Retail Sales, LLC and Duke
Energy Commercial Asset Management, Inc. (jointly, Duke); Exelon Generation Company,
LLC (Exelon); Interstate Gas Supply, Inc. (IG5); Retail Energy Supply Association (RESA});

2 In the Matter of the Application of Columbus Southern Power Company and Ohio Power Company for Authority to
Establish a Standard Service Offer Pursuant fo Section 4928.143, Revised Code, in the Form of an Electric Security
Plan, Case Nos, 11-346-EL-550 and 11-348-EL-S50; In the Matter of the Application of Columbus Sowthern
Power Company and Ohis Power Company for Approval of Certain Accounting Authority, Case Nos. 11-349-EL-
AAM and 11-350-EL-AAM.

3 OnNovember 17, 2011, OPAE filed a notice of withdrawal from this case.
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Ohio Association of School Business Officials, Ohio School Boards Association, Buckeye
Association of School Administrators, and Ohio Schools Council (collectively, Schools);
Ohio Farm Bureau Federation (OFBF); The Kroger Company (Kroger); Ohio Chapter of the
National Federation of Independent Business {(NFIB); Dominion Retail, Inc. (Dominion
Retail); Association of Independent Colleges and Universities of Ohio (AICUOQ); city of
Grove City, Ohio (Grove City); and Ohio Construction Materials Coalition (OCMC).4

Initial comments were filed by AEP-Ohio, [EU-Ohio, OMA, OHA, Constellation,
Direct Energy, OEG, FES, OPAE, and OCC. Reply commerts were filed by AEP-Ohio,
OEG, Constellation, OPAE, FES, and OCC.

By entry issued on August 11, 2011, the attorney examiner set a procedural schedule
in order to establish an evidentiary record on a proper state compensation mechanism. The
evidentiary hearing was scheduled to commence on October 4, 2011, and interested parties
were directed to develop an evidentiary record on the appropriate capacity cost
pricing/recovery mechanism, including, if necessary, the appropriate components of any
proposed capacity cost recovery mechanism. In accordance with the procedural schedule,
AEP-Ohio filed direct testimony on August 31, 2011. :

, On September 7, 2011, a stipulation and recommendation (ESP 2 Stipulation) was
filed by AEP-Ohio, Staff, and other parties to resolve the issues raised in 11-346 and several
other cases pending before the Commission (consolidated cases)® including the above-
captioned case. Pursuant to an entry issued on September 16, 2011, the consolidated cases
were consoljdated for the sole purpose of considering the ESP 2 Stipulation. The September
16, 2011, entry also stayed the procedural schedules in the pending cases, including this
proceeding, until the Commission specifically ordered otherwise. The evidentiary hearing
on the ESP 2 Stipulation commenced on October 4, 2011, and concluded on October 27,
2011.

On December 14, 2011, the Commission issued an opinion and order in the
consolidated cases, modifying and adopting the ESP 2 Stipulation, including its two-tier

4 On April 19, 2012, OCMC filed a corrected cover sheet to its motion for intervention, indicating that it did
notintend to seek intervention in this case.

In the Matter of the Application of Ohio Power Comparny and Columbus Southern Power Company Sfor Authority to
Merge and Reluted Approvals, Case No. 10-2376-EL-UNC; In the Matter of the Application of Columbus Southern
Power Company to Amend its Emergency Curtailment Service Riders, Case No. 10-343-EL-ATA; In the Matier of
the Application of Ohio Power Company to Amend its Emergency Curtailment Service Riders, Case No. 10-344-
EL-ATA; In the Matter of the Commission Review of the Capacity Charges of Ohio Power Company and Columbus
Southern Power Company, Case No, 10-2929-EL-UNG; In the Matter of the Application of Columbus Southern
Power Company for Approval of a Mechanism to Recover Deferred Fuel Costs Pursuant fo Section 4928.144,
Revised Code, Case No, 11-4920-EL-RDR; In the Matier of the Application of Ohio Power Company for Approval

of & Mechanism o Recover Deferred Fuel Costs Pursuant fo Section 4928.144, Revised Code, Case No. 11-4921-
EL-RDR.

5
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capacity pricing mechanism. Subsequently, on February 23, 2012, the Commission issued
an entry on rehearing in the consolidated cases, granting rehearing in part. Finding that the
signatary parties to the ESP 2 Stipulation had not met their burden of demonstrating that
the stipulation, as a package, benefits ratepayers and the public interest, as required by the
Commission’s three-part test for the consideration of stipulations, the Commission rejected
the ESP 2 Stipulation. The Commission directed AEP-Ohio to file, no later than February
28, 2012, new proposed tariffs to continue the provisions, terms, and conditions of its
previous ESP, including an appropriate application of capacity charges under the approved
state compensation mechanism established in the present case. )

By entry issued on March 7, 2012, in the above-captioned case, the Commission
implemented an interim capacity pricing mechanism proposed by AEP-Ohio in a motion for
relief filed on February 27, 2012. Specifically, the Commission approved a two-tier capacity
pricing mechanism modeled after the one recommended in the ESP 2 Stipulation. Approval
of the interim capacity pricing mechanism was subject to the clarifications contained in the
Conumission’s January 23, 2012, entry in the consolidated cases, including the clarification to
include mercantile customers as governmental aggregation customers eligible to receive
capacity pricing based on PJM’s RPM. Under the two-ter capacity pricing mechanism, the
first 21 percent of each customer class was entitled to tier-one, RPM-based capacity pricing.
All customers of governmental aggregations approved on or before November 8, 2011, were
also entitled to receive tier-one, RPM-based capacity pricing. For all other customers, the
second-tier charge for capacity was $255/ megawatt-day (MW-day). In accordance with the
March 7, 2012, entry, the interim rate was to remain in effect until May 31, 2012, at which
point the charge for capacity under the state compensation mechanism would revert to the

current RPM price in effect pursuant to the PJM base residual auction for the 2012/2013
delivery year.

By entry issued on March 14, 2012, the attorney examiner established a procedural
schedule, which included a deadline for AEP-Ohio to revise or update its August 31, 2011,
testimony. A prehearing conference occurred on April 11, 2012. The evidentiary hearing
commenced on April 17, 2012, and concluded on May 15, 2012. During the evidentiary
hearing, AEP-Ohio offered the direct testimony of five witnesses and the rebuttal testimony
of three witnesses. Additionally, 17 witnesses testified on behalf of various intervenors and
three witnesses testified on behalf of Staff.

On April 30, 2012, AEP-Ohio filed a motion for extension of the interim relief granted
by the Comnmission in the March 7, 2012, entry. By entry issued on May 30, 2012, the

Commission approved extension of the interim capacity pricing mechanism through July 2,
2012,

Initial briefs were filed by the parties on May 23, 2012, and reply briefs were filed on
May 30, 2012. .
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1. APPLICABLE LAW

AEP-Ohio is an electric light company as defined by Section 4905.03(A)(3), Revised
Code, and a public utility pursuant to Section 4905.02, Revised Code. AEP-Ohio is,
therefore, subject to the jurisdiction of the Commission pursuant to Sections 4905.04,
4905.05, and 4905.06, Revised Code.

In accordance with Section 4905.22, Revised Code, all charges for service shall be just
and reasonable and not more than allowed by law or by order of the Commission.
Additionally, Section D.8 of Schedule 8.1 of the RAA, which is a portion of P]M's tariff
approved by FERC, is informative in this case. It states:

In a state regulatory jurisdiction that has implemented retail
choice, the FRR Entity must include in its FRR Capacity Plan all
load, including expected load growth, in the FRR Service Area,
notwithstanding the loss of any such load to or among
alternative retail LSEs. In the case of load reflected in the FRR
Capacity Plan that switches to an alternative retail LSE, where
the state regulatory jurisdiction requires switching customers or
the LSE to compensate the FRR Entity for its FRR capacity
obligations, such state compensation mechanism will prevail, In
the absence of a state compensation mechanism, the applicable
alternative retail LSE shall compensate the FRR Entity at the
capacity price in the unconstrained portions of the PJM Region,
as determined in accordance with Attachment DD to the PJM
Tariff, provided that the FRR Entity may, at any time, make a
filing with FERC under Sections 205 of the Federal Power Act
proposing to change the basis for compensation to a method
based on the FRR Entity’s cost or such other basis shown to be
just and reasonable, and a retail LSE may at any time exercise its
rights under Section 206 of the FPA.
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. DISCUSSION AND CONCLUSIONS

A. Procedural Issues

1. Motion to Dismiss

On April 10, 2012, as corrected on April 11, 2012, IEU-Ohio filed a motion to dismiss
this case. In its motion, IEU-Ohio asserts that the Commission lacks statutory authority to
authorize cost-based or formula-based compensation for AEP-Ohio’s FRR capacity
obligations from CRES providers serving retail customers in the Company’s service
territory. On April 13, 2012, AEP-Ohio filed a memorandum in partial opposition to IEU-
Chio’s motion to dismiss. AEP-Ohio argues that the establishment of wholesale rates to be
charged to CRES providers for the provision of capacity for resale to retail customers is a
matter governed by federal law. AEP-Ohio notes, however, that IEU-Ohio’s untimely
position in its motion to dismiss is severely undercut by its previous arguments regarding
Ohio law. AEP-Ohio further notes that IEU-Ohio requests that the Commission order a
return to RPM-based capacity pricing upon concluding that it has no jurisdiction. AEP-
Ohio argues that, if the Commission concludes that it lacks jurisdiction, it must revoke the
state compensation mechanism established in its December 8, 2010, entry, revoke its orders
issued in this case, and leave the matter to FERC. IEU-Ohio filed a reply to AEP-Ohio’s
memorandum on April 16, 2012, reiterating its request for dismissal of the case and
implementation of RPM-based capacity pricing. On April 17, 2012, RESA filed a
memorandum contra IEU-Chio’s motion to dismiss. RESA contends that the Commission
has jurisdiction pursuant to its general supervisory powers under Sections 4905.04, 4905.05,
and 4905.06, Revised Code, as well as pursuant to Section 4928.143, Revised Code, to
establish a state compensation mechanism and that IEU-Ohic’s motion is procedurally
improper and should be denied.

At the outset of the hearing on April 17, 2012, the attorney examiner deferred ruling
on IEU-Ohio’s motion to dismiss (Tr. I at 21-22). Upon conclusion of AEP-Ohic’s direct
case, IEU-Ohio made an oral motion to dismiss the proceeding, asserting that the Company
had failed to meet its burden of proof such that the Commission could approve the
proposed capacity charge based on either its authority to set rates for competitive or
noncompetitive retail eleciric service, or its authority to set rates pursuant to Section
4909.16, Revised Code (Tr. V at 1056-1059). Again, the attorney examiner deferred ruling on
the motion (Tr. V at 1061).

In its brief, IEU-Ohio argues that the Commission should dismiss this case and
require AEP-Ohio to reimburse all consumer representative stakeholders for the cost of
participation in this proceeding and 11-346, as such costs were incurred by all consumer
representative stakeholders who opposed the ESP 2 Stipulation, with reimbursement
occurring through a cash payment. IEU-Ohio contends that AEP-Ohio’s proposed capacity
charge is unlawful and contrary to the public interest based on the common law principles
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codified in Chapter 1331, Revised Code, which is known as the Valentine Act and governs
monepolies and anticompetitive conduct. IEU-Ohio asserts that the Valentine Act compels
the Commission to reject AEP-Ohio's anticompetitive scheme to preclude free and
unrestricted competition among purchasers or consumers in the sale of competitive
generation service. According to IEU-Ohio, if the AEP East Interconnection Agreement
(pool agreement) and the RAA are agreements having the effect of precluding free and
unrestricted competition between the parties to such agreements, purchasers, or consumers,
the agreements are void by operation of Ohio law. AEP-Ohio responds that IEU-Ohio urges

the Commission to rely on a statute that it has no jurisdiction to enforce, noting that
authority to enforce the Valentine Act is vested in the courts of common pleas, pursuant to
Section 1331.11, Revised Code. AEP-Ohio adds that IEU-Ohic’s request for reimbursement
of litigation costs is unjustified under the circumstances of this case, unsupported by any
statute or rule, and should be denied.

The Commission agrees with AEP-Ohio that it has no authority with respect to
Chapter 1331, Revised Code. However, the Commission finds that it has jurisdiction to
establish a state compensation mechanism, as addressed further below. [EU-Ohio’s motion
to dismiss this proceeding is, therefore, without merit and should be denied. In addition,
1EU-Ohio’s request for reimbursement of its litigation expenses is unfounded and should
likewise be denied.

2. Motion for Permission to Appear Pre Hac Vice Instanter

On May 9, 2012, as supplemented on May 14, 2012, a motion for permission to
appear pro hac vice instanter on behalf of AEP-Ohio was filed by Derek Shaffer. No
memoranda contra were filed. The Commission finds that the motion for permission to
appear pro hac vice instanter is reasonable and should be granted.

B. Substantive Issues

The key substantive jssues before the Commission may be posed as the following
questions: (1) does the Corunission have jurisdiction to establish a state compensation
mechanismy; (2) should the state compensation mechanism for AEP-Ohio be based on the
Company’s capacity costs or on another pricing mechanism such as RPM-based auction
prices; and (3) what should the resulting compensation be for AEP-Ohio’s FRR capacity
obligations. In addressing this final question, there are a number of related issues to be
considered, including whether there should be an offsetting energy credit, whether AEP-
Ohio’s proposed cost-based capacity pricing mechanism constitutes a request for recovery
of stranded generation investment, and whether OEG's alternate proposal should be
adopted by the Commission.

1. Does the Commission have jurisdiction to establish a state

compensation mechanism?
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a. AEP-Ohio

Article 2 of the RAA provides that the RAA’s purpose is “to ensure that adequate
Capacity Resources, including planned and Existing Generation Capacity Resources,
planned and existing Demand Resources, Energy Efficiency Resources, and [Interruptible -
Load for Reliability] will be planned and made available to provide reliable service to loads
within the PJM Region, to assist other Parties during Emergencies and to coordinate
planning of such resources consistent with the Reliability Principles and Standards.” It
further provides that the RAA should be implemented “in a manner consistent with the
development of a robust competitive marketplace.” Under Section 74 of the RAA, “[a]
Party that is eligible for the [FRR] Alternative may satisfy its obligations hereunder to
provide Unforced Capacity by submitting and adhering to an FRR Capacity Plan.”

In accordance with the RAA, AEP-Ohio elected to opt out of participation in PJM's
RPM capacity market and instead chose to become an FRR Entity that is obligated to
provide sufficient capacity for all connected load, including shopping load, in its service
territory. AEP-Ohio will remain an FRR Entity through May 31, 2015 (AEP-Ohio Ex. 101 at
7-8), and, accordingly, the Company has committed to ensuring that adequate capacity
resources exist within its f00tpnnt during this timeframe. Under the RAA, the default
charge for providing this service is based on PfM’s RPM capacity auction prices. According
to AEP-Ohio, due to the decrease in RPM auction prices as reflected below and the onset of
retail shopping in the Company’s service territory in 2010, the adverse financial impact on
the Company from supplying CRES providers with capacity at prices below cost has
become significant.

$/MW-day
PJM Delivery Year PJM Base Residual Auction Capacity Charge*
{BRA) Price

2010/2011 $174.29 $220.96

201172012 $110.00 $145.79

201272013 $16.46 $20.01

201372014 - $27.73 $33.71

201472015 $125.99 $153.89
*BRA adjusted for final zonal capacity price, scaling factor, forecast pool requirement, and losses
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As a result, AEP-Ohio made the decision to seek approval, pursuant to the RAA, to collect 2
cost-based capacity rate from CRES providers. In its FERC filing, AEP-Ohio proposed cost-
based formula tariffs that were based on its FERC Form 1 for 2009. In response to the FERC
filing, the Commission opened this docket and, in the December 8, 2010, entry, adopted
capacity pricing based on the RPM auction price as the state compensation mechanism for
AEP-Ohio’s FRR capacity obligations, Subsequently, FERC rejected AEP-Ohio’s proposed
formula rate in light of the state compensation mechanism,

AEP-Ohio asserts that, because FERC has jurisdiction over wholesale electric rates
and state commissions have jurisdiction over retail rate matters, it is evident that the
reference to a state compensation mechanism in Section D.8 of Schedule 8.1 of the RAA
conternplates a retail, not a wholesale, capacity pricing mechanism. AEP-Ohio believes that
the provision of generation capacity to CRES providers is a wholesale transaction that falls
within the exclusive ratemaking jurisdiction of FERC. In its brief, AEP-Ohio states that the
purpose of this proceeding is to establish a wholesale capacity pricing mechanism and that
retail rates cannot change as a result of this case. AFP-Ohio notes that intervenors
universally agreed that the compensation paid by CRES providers to the Company for its
FRR capacity obligations is wholesale in nature (Tr. IV at 795; Tr. V at 1097, 1125; Tr. V1 at
1246, 1309).

b. Intervenors

As discussed above with respect to its motion to dismiss, IEU-Ohio contends that the
Commission lacks statutory authority to approve a cost-based rate for capacity available to
CRES providers serving retail customers in AEP-Ohio's service territory. IEU-Ohio argues
that, if the Commission concludes that the provision of capacity to CRES providers is
subject to the Commission’s economic regulation jurisdiction, it must determine whether
the service is competitive or noncompetitive. IEU-Ohio notes that generation service is
classified as a competitive service under Section 4928.03, Revised Code. IEU-Ohio
emphasizes that no party has claimed that capacity is not part of generation service. IEU-
Ohio asserts that, if the provision of capacity is in fact considered a competitive generation
service, the Commission’s economic regulation jurisdiction is limited to Sections 4928.141,
4928142, and 4928.143, Revised Code, which pertain to the establishment of an SSO. [EU-
Ohio notes that these sections contain various substantive and procedural requirements that
must be satisfied prior to the lawful establishment of an S50, none of which has been
satisfied in the present case, which precludes the Commission from considering or
approving AEP-Ohio’s proposed cost-based capacity pricing mechanism. IEU-Ohio adds
that Section 4928.05, Revised Code, prohibits the Commission from regulating competitive
retail electric service under its traditional cost-based ratemaking authority contained in
Chapter 4909, Revised Code. IEU-Ohio continues that, if the provision of capacity is
nevertheless deemed a noncompetitive service, the Commission cannot apptove AEP-
Ohio’s proposed capacity pricing mechanism because the Company has failed to satisfy any
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of the statutory requirements found in Chapter 4909, Revised Code. IEU-Ohio also argues
that AEP-Ohio has failed to satisfy the requirements of Section 4909.16, Revised Code,
which must be met before the Commission can authorize a rate increase to avoid financial
harm. Finally, JEU-Ohio maintains that the Commission’s general supervisory authority is
not a basis for approving rates. Even aside from the question of the Commission’s
jurisdiction, IEU-Ohio contends that AEP-Ohio has not met the burden of proof that would
apply pursuant to Section 4909.16, 4909.18, or 4928.143, Revised Code.

RESA and Direct Energy (jointly, Suppliers) argue that the Commission has authority
under state law to establish the state compensation mechanism. The Suppliers contend that
the Commission, pursuant to its general supervisory authority contained within Sections
4905.04, 4905.05, and 4905.05, Revised Code, may initiate investigations to review rates and
charges, as it has done in this case to consider AEP-Ohio’s capacity pricing mechanism for
its FRR obligations. The Suppliers point out that, in the December 8, 2010, entry, the
Comunission even referenced those sections and noted that it has the authority to supervise
and regulate all public utilities within its jurisdiction. Additionally, the Suppliers believe
that the Commission may establish the state compensation mechanism pursuant to Sections
4928.141(A) and 4928.143(B)(2)(d), Revised Code, which enable the Communission to set rates
for certain competitive services as part of an ESP. The Suppliers also assert that the
provision of capacity is a retail electric service, as defined by Section 4928.01(A)(27), Revised
Code, given that it is a service arranged for ultimate consumers in this state,

In response to the Suppliers, [EU-Ohio argues that the Commission’s general
supervisory authority does not provide it with unlimited powers to approve rates. [EU-
Ohio further disputes the Suppliers’ claim that Section 4928.143(B)(2){d), Revised Code,
offers another statutory basis upon which to approve capacity pricing for CRES providers,
noting, among other reasons, that this is not an S50 proceeding,.

¢, Conclusion

As a creature of statute, the Commission has and may exercise only the authority
conferred upon it by the General Assembly. Tongren v. Pub. Util, Comm., 85 Ohio St.3d 87,
88 (1999). Thus, as an initial matter, the Comunission must determine whether there is a
statutory basis under Ohio law upon which it may rely to establish a state compensation
mechanism. As we noted in the December 8, 2010, entry, Sections 4905.04, 4905.05, and
4905.06, Revised Code, grant the Commission authority to supervise and regulate all public
utilities within its jurisdiction. We further noted that AEP-Ohio is an electric light company
as defined in Section 4905.03(A)(3), Revised Code, and a public utility as defined in Section
4905.02, Revised Code, and, as such, is subject to the jurisdiction of the Commission. We
affirm our prior finding that Sections 4905.04, 4905.05, and 4905.06, Revised Code, grant the
Commission the necessary statutory authority to establish a state compensation mechanism.
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IEU-Ohio contends that the Commission must determine whether capacity service is
a competitive or noncompetitive retail electric service pursuant to Chapter 4928, Revised
Code. Section 4928.05(A)(1), Revised Code, provides that competitive retail electric service
is, to a large extent, exempt from supervision and regulation by the Commission, including
pursuant to the Commission’s general supervisory authority contained in Sections 4905.04,
4905.05, and 4905.06, Revised Code. Section 4928.05(A)(2), Revised Code, provides that
noncompetitive retail electric service, on the other hand, generally remains subject to
supervision and regulation by the Commission. Prior to determining whether a retail
electric service is competitive or noncompetitive, however, we must first confirm that it is
indeed a retail electric service. Section 4928.01(A)(27), Revised Code, defines a retail electric
service as “any service involved in supplying or arranging for the supply of electricity to
ultimate consumers in this state, from the point of generation to the point of consumption.”
In this case, the electric service in question (i.e., capacity service) is provided by AEP-Ohio
for CRES providers, with CRES providers compensating the Company in return for its FRR
capacity obligations. Such capacity service is not provided directly by AEP-Ohio to retail
customers. (AEP-Ohioc Ex. 101 at 11; Tr. I at 63.) Although the capacity service benefits
shopping customers in due course, they are initially one step removed from the transaction,
which is more appropriately characterized as an intrastate wholesale matter between AEP-
Ohio and each CRES provider operating in the Company‘s service territory. As AEP-Ohio
notes, many of the parties, including the Company, regard the capacity compensation
assessed by the Company to CRES providers as a wholesale matter (Tr. IV at 795; Tr. V at
1097, 1125; Tr. VI at 1246, 1309). We agree that the provision of capacity for CRES providers
by AEP-Ohio, pursuant to the Company’s FRR capacity obligations, is not a retail electric
service as defined by Ohio law. Accordingly, we find it unnecessary to determine whether
capacity service is considered a competitive or noncompetitive service under Chapter 4928,
Revised Code. '

The Comumission recognizes that, pursuant to the FPA, electric sales for resale and
other wholesale transactions are generally subject to the exclusive jurisdiction of FERC. In
this case, however, our exercise of jurisdiction, for the sole purpose of establishing an
appropriate state compensation mechanism, is consistent with the governing section of the
RAA, which, as a part of PJM's tariffs, has been approved by FERC and was accepted by
AEP-Ohio when the RAA was signed on its behalf by AEPSC.6 Section D.8 of Schedule 8.1
of the RAA acknowledges the authority of a state regulatory jurisdiction, such as the
Commission, to establish a state compensation mechanism. It further provides that a state
compensation mechanism, once established, prevails over the other compensation methods
that are addressed in that section. Additionally, FERC has found that the RAA does not

6 In its order rejecting the FERC filing, FERC noted ifs approval of the RAA pursuant to a settlement
agreement.  American Electric Power Service Corporation, 134 FERC ¥ 61,039 (2011), citing PJM
Interconnection, L.L.C,, 117 FERC § 61,331 (2006}, order on rek’g, 119 FERC ¥ 61,318, rek'g denied, 121 FERC §
61,173 (2007), aff'd sub nom. Pub. Sero. Elec. & Gas Co. v. FERC, D.C. Circuit Case No. 07-1336 (March 17,
2009) (unpublished). FERC also noted that the RAA was voluntarily signed on behalf of AEP-Ohio.
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permit AEPSC to change the state compensation mechanism. In fact, FERC rejected
AEPSC's proposed formula rate, given the existence of the state compensation mechanism
established by the Comumission in its December 8, 2010, entry.”

2. Should the state compensation mechanism for AEP-Ohio be based on
the Company’s capacity costs or on another pricing mechanism such as
RPM-based auction prices?

a. AEP-Ohio

As an initial matter, AEP-Ohio notes that it recently declared that it will not continue
its status as an FRR Entity and instead will fully participate in the RPM capacity market
auctions, beginning on June 1, 2015, which is the earliest possible date on which to
transition from an FRR Entity to a full participant in the RPM capacity market. AEP-Ohio
points out that this development narrows the scope of this proceeding to establishing a
three-year transitional, rather than permanent, form of compensation for its FRR capacity
obligations.

AEP-Ohio argues that it is entitled to full compensation for the capacity that it
supplies to CRES providers pursuant to its FRR obligations. Specifically, AEP-Ohio
contends that Section D.8 of Schedule 8.1 of the RAA grants the Company the right to
establish a rate for capacity that is based on cost. AEP-Ohio notes that, by its plain
language, the RAA allows an FRR Entity like AEP-Ohio to change the basis for capacity
pricing to a cost-based method at any time. AEP-Ohio also notes that no party to this
proceeding challenges the Commission’s discretion under the RAA to establish cost-based
capacity pricing as the state compensation mechanism. According to AEP-Ohio, the term
“cost” as used in Section D.8 of Schedule 81 of the RAA refers to embedded cost. AEP-
Ohio adds that its proposed cost-based capacity rate of $355.72/ MW-day advances state
policy objectives enumerated in Section 4928.02, Revised Code, as well as the Commission’s
objectives in this proceeding of promoting alternative competitive supply and retail
competition, while also ensuring the Company’s ability to attract capital investment to meet
its FRR capacity obligations, which were set forth by the Commission in response to the
FERC filing (OEG Ex. 101 at 4). With respect to promoting alternative competitive supply
and retail competition, AEP-Ohio asserts that the Commission’s focus should be on fairness
and genuine competition, rather than on the manufacture of artificial competition through
subsidization. AEP-Ohio believes that, because shopping will still occur and CRES
providers will still realize a significant margin at the Company’s proposed rate (Tr. XI at
2330-2333), the rate is consistent with the Commission’s first objective. AEP-Ohio also
believes that its proposed rate satisfies the Commission’s second objective of ensuring the
Company’s ability to attract capital investment to meet its FRR capacity obligations. AEP-
Ohio contends that its proposed rate would enable the Company to continue to attract

7 American Electric Power Service Corporation, 134 FERC § 61,039 (2011).
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capital and satisfy its FRR capacity obligations without harm to the Company, while
providing customers with reliable and reasonably priced retail electric service as required
by Section 4928.02, Revised Code. AEP-Ohio argues that cost-based capacity pricing would
encourage investment in generation in Ohio and thereby increase retail reliability and
affordability, as well as adequately compensate the Company for its capacity obligations as
an FRR Entity.

AEP-Ohio contends that, during the period in which it remains an FRR Entity, RPM-
based capacity pricing is not appropriate. As an FRR Entity, AEP-Chio notes that it does
not procure capacity for its load obligations in PJM’s RPM auctions or even participate in
such auctions, except to the extent that the Company has capacity that it does not need for
its native load. © AEP-Ohio points out that, under such circumstances, its auction
participation is limited to 1,300 MW. (AEP-Ohio BEx. 105 at 8; Tr. Il at 661-662.) AEP Ohio
argues that, as an FRR Entity, it would not recover its capacity costs, if capacity pricing is
based on RPM prices, and the difference is not made up by its SO customers (Tr. I at 64).
AFEP-Ohio maintains that, becaise its obligations as an FRR Entity are longer and more
binding reliability obligations than a CRES provider’s obligations as an alternative LSE, an
RPM-based price for capacity would not be compensatory or allow the Company to recover
an amount even remotely approaching its embedded costs for the 2011-2012 and 2012-2013
PJM planning years, and should thus be rejected (Tr. II at 243). According to AEP-Ohio,
RPM-based capacity pricing would also give CRES providers an unfair advantage over the
mernbers of the pool agreement, which purchase capacity based on embedded costs (Tr. I at
59-60), and discriminate against non-shopping customers,

Additionally, AEP-Ohio claims that RPM-based capacity pricing would cause
substantial, confiscatory financial harm to the Company. According to AEP-Ohio witness
Allen, the Company would earn a return on equity of 7.6 percent in 2012 and a return on
equity of 2.4 percent in 2013, with a $240 million decrease in earnings between 2012 and
2013, if RPM-based capacity pricing is adopted (AEP-Ohio Ex. 104 at 3-5, Ex. WAA-1; Tr. Il
at 701).

Finally, AEP-Ohio notes that RPM-based capacity pricing is inappropriate because it
would constitute an illegal subsidy to CRES providers in violation of Section 4928.02(H),
Revised Code.

b. Staff

In its brief, Staff contends that AEP-Ohio should receive compensation from CRES
providers for the Company’s FRR obligations in the form of the prevailing RPM rate in the
unconstrained region of PJM. Staff opposes the Company’s request to establish a capacity
rate that is significantly above the market rate. Staff notes that other investor-owned
utilities in Ohio charge CRES providers RPM-based capacity pricing and that such pricing
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should, therefore, also be appropriate for AEP-Ohio. Staff further notes that the evidentiary
record does not support AEP-Ohio’s proposed capacity pricing of $355.72/ MW-day.

¢. Intervenors

All of the intervenors in this case agree that the Commission should adopt RPM-
based capacity pricing as the state compensation mechanism. Many of the intervenors note
that AEP-Ohio has used RPM-based capacity pricing since 2007, without incurring financial
hardship or comprormising service reliability for its customers. They further note that AEP-
Ohio will continue to use RPM-based capacity pricing, at the Company’s own election,
beginning on June 1, 2015, They believe, therefore, that the Commission should adopt
RPM-based capacity pricing as the state compensation mechanism for the intervening three-
year period for numerous reasons, including for the sake of competition and continuity.

FES argues that RPM-based capacity pricing is the proper state compensation
mechanism for AEP-Ohio. FES contends that a market-based state compensation
mechanism, specifically one that adopts the RPM price as the best indicator of the market
price for capacity, is required because Ohio law and policy have established and promoted
a competitive market for electric generation service; RPM-based pricing is supported by
sound economic principles and avoids distotted incentives for CRES providers; and AEP-
Ohio’s return on equity is more than sufficient under RPM-based pricing, given that the
Company’s analysis is based on unrealistic shopping assumptions. FES adds that, even if
cost-based pricing were appropriate, AEP-Ohio has dramatically overstated its costs. FES
argues that AEP-Ohio’s proposed capacity pricing mechanism is not based on the costs
associated with the capacity provided by AEP-Ohio to Ohio customers; includes all costs,
rather than just those avoidable costs that are relevant in economic decision making;
includes stranded costs that may not be recovered under Ohio law; and fails to include an
appropriate offset for energy sales. FES notes that, if the Commission were to allow AEP-
Ohio to charge CRES providers any rate other than the RPM-based rate, the Company
would be the only capacity supplier in PJM that could charge shopping customers its full
embedded costs for generation, which, according to FES, is a concept that is not found
within the RAA, whereas there are numerous provisions referring to “avoidable costs.”

FES believes that AEP-Ohio’s proposed capacity pricing would preclude customers
from receiving the benefits of competition. Specifically, FES argues that competition is state
law and policy, and benefits customers; AEP-Ohio's price of $355.72/ MW-day would harm
cormipetition and customers; and its proposed price would provide improper, anti-
competitive benefits to the Company.

IEU-Ohio contends that AEP-Ohio has failed to demonstrate that its proposed

capacity pricing mechanism is just and reasonable, as required by Section 4905.22, Revised
Code. IEU-Ohio asserts that RPM-based capacity pricing is the appropriate market pricing
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for capacity, IEU-Ohio believes that RPM-based capacity pricing is consistent with state
policy, whereas AEP-Ohio’s proposed capacity pricing mechanism would urdawfully
subsidize the Company’s position with regard to the competitive generation business,
contrary to state policy. IEU-Ohio notes that neither AEP-Ohio's status as an FRR Entity
nor the pool agreement is a basis for the Company’s cost-based capacity pricing mechanism.
JEU-Ohio points out that AEP-Chio used RPM-based capacity pricing from 2007 through
2011, during which time the Company was an FRR Entity and the pool agreement was in
effect. TEU-Ohio further argues that AEP-Ohio’s proposed cost-based capacity pricing
mechanism would produce results that are not comparable to the capacity price paid by
SSO customers, contrary to state law., IEU-Ohio further notes that AEP-Ohio has not
identified the capacity component of its S50 rates and that it is thus impossible to
determine whether the proposed capacity pricing for CRES providers would be comparable
to the capacity component of its SSO rates. {IEU-Ohio Ex. 102A at 29-32, Ex. KMM-10.)
Regardless of the method by which the capacity pricing mechanism is established, IEU-
Ohio requests that AEP-Ohio be directed to provide details to customers and CRES
providers that show how the peak load contribution (PLC) that the Company assigns to a
customer corresponds with the customer’s PLC recognized by PJM. IEU-Ohioc contends
that this information is necessary to ensure that capacity compensation is being properly
applied to shopping and non-shopping customers. (IEU-Ohio Ex. 1024 at 33-34.)

The Suppliers argue that a capacity rate based on AEP-Ohio’s embedded costs is not
appropriate under the plain language of the RAA. Citing Section D.8 of Schedule 8.1 of the
RAA, the Suppliers contend that AEP-Ohio may seek a cost-based rate by making a filing at
FERC under Section 205 of the FPA, but only if there is no state compensation mecharism in
place. The Suppliers add that the purpose of this proceeding is to establish the appropriate
State compensation mechanism and that a state compensation mechanism based on AEP-
Ohio’s embedded costs would be contrary to the intent of the RAA, which refers only to the
avoided cost rate. The Suppliers also note that allowing AEP-Ohio to recover its embedded
costs would grant the Company a higher return on equity (12.2 percent in 2013) than has
been allowed for any of its affiliates in other states and that is considerably higher than
what the Commission granted in the Company’s last rate case (RESA Ex. 103). Finally, the -
Suppliers maintain that AEP-Ohio’s proposed cost-based capacity pricing mechanism
would preclude CRES providers from making attractive offers, could resulf in shopping
customers subsidizing non-shopping customers, and would destroy Ohio's growing
competitive retail electricity market.

The Suppliers also believe that the two-tier capacity pricing mechanism that has been
in effect is inequitable and inefficient and that a single RPM-based rate should be in place
for all shopping customers. The Suppliers argue that the RPM price is the most transparent,

market-based price for capacity, and is necessary as part of AEP-Ohio’s three-year transition
to market.
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OEG argues that the Commission should establish either the annual or the average
RPM. price for the next three PJM planning years as the price that AEP-Ohio can charge
CRES providers under the state compensation mechanism for its FRR capacity obligations.
OEG notes that use of the three-year average RPM price of $69.20/MW-day would mitigate
some of the financial impact on AEP-Ohio from fluctuating future RPM prices and ease the
Company’s transition out of FRR status. OEG adds that the two-tier capacity pricing
mechanism should not be continued and that a single price should be charged for all CRES
providers. OEG notes that its position in this case has been guided by the Comunission’s
twin goals, as expressed to FERC, of promoting competition, while also ensuring that AEP-
Ohio has the necessary capital to maintain reliability, OEG believes that AEP-Ohio’s
proposed capacity pricing mechanism represents a drastic departure from past precedent
that would deter shopping and undermine the benefits of retail competition, which is
contrary to the Comumission’s goal of promoting competition. With respect to OEG’s
position that a three-year RPM price average could be used, AEP-Ohio notes that the
concept was raised for the first time in OEG's initial brief, is without evidentiary support,
and should be rejected.

OMA and OHA assert that, because the Commission has already established RPM-
based capacity pricing as the state compensation mechanism, AEP-Ohio has the burden, as
the entity challenging the state compensation mechanism, of proving that it is unjust and
unreasonable. OMA and OHA further assert that AEP-Ohio has failed to sustain its burden.
OMA and OHA believe that RPM-based capacity pricing is a just, reasonable, and lawful
basis for the state compensation mechanism. According to OMA and OHA, AEP-Ohio has
not demonstrated that RPM-based capacity pricing would cause substantial financial harm
to the Company. OMA and OHA note that AEP-Ohio’s projections are based on unrealistic
and unsubstantiated shopping assumptions, with 65 percent of residential customers, 80
percent of commercial customers, and 90 percent of industrial customers switching by the
end of 2012 (AEP-Ohio Ex. 104 at 4-5), OMA and OHA believe that RPM-based capacity
pricing would not impact AEP-Ohio’s ability to attract and invest capital, noting that the
Company continues to invest capital regardless of its capacity costs for shopping customers
and has no need or plan to attract or invest capital in additional capacity (IEU-Ohio Ex. 104;
Tr. 1 at 36, 128-131; Tr. V at 868). On the other hand, OMA and OHA' argue that AEP-Ohio’s
proposed capacity pricing mechanism would substantially harm customers and CRES
providers and violate state policy, as it would significantly restrict the ability of customers
to shop and enjoy savings; would unfairly deny customers access to market rates for
capacity when market rates are low, and subject customers to market rates when they are
high; and would harm economic development and recovery efforts. OMA and OHA urge
the Comunission to ensure that all customers in Ohio are able to take advantage of
historically low capacity prices and have access to the lowest possible competitive electricity
rates, as a means to stimulate and sustain economic growth,
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OCC contends that AEP-Ohio’s proposed capacity pricing mechanism should be
rejected because it is contrary to the plain language of the RAA, which provides that, if a
state compensation mechanism exists, its pricing prevails. According to OCC, the
Commission established RPM-based capacity pricing as the state compensation mechanism
in its Decemnber 8, 2010, entry. OCC notes that FERC has already rejected AEPSC's attempt
to establish a formula rate for capacity in Ohio in light of the Commission’s adoption of
RPM-based capacity pricing as the state compensation mechanism. OCC further notes that
AEP-Ohio’s proposed capacity pricing mechanism is inconsistent with economic efficiency
and contraty to state policy. OCC's position is that the Commission should find that RPM-
based capacity pricing is appropriate, given the precedent already established by the
Commission and FERC, and in light of the fact that AEP-Ohio has historically used RPM-
based pricing for capacity sales o CRES providers.

NFIB urges the Commission to base AEP-Ohio’s capacity compensation on RPM
prices. NFIB adds that AEP-Ohio’s proposed capacity pricing mechanism does not promote
competition and would prevent small business owners from teking advantage of
historically low market prices over the next several years. NFIB believes that AEP-Ohio
Would earn a healthy return on equity under RPM-based capacity pricing and that the
Company has failed to establish how it would be better equipped to transition to the RPM
market, if its cost-based pricing mechanism is approved.

Dominion Retail recommends that the Commission continue to employ RPM-based
capacity pricing as the state compensation mechanism, as market-based pricing is
fundamental to the development of a robust competitive market in AEP-Ohio’s service
territory. According to Dominion Retail, RPM-based capacity pricing would not Tequire
AEP-Ohio, shareholders, or S5O customers to subsidize CRES providers, as the Company
contends. Dominion Retail notes that AEP-Ohio proposed cost-based capacity pricing only
When it became apparent that market-based energy and capacity charges would permit
CRES providers to compete effectively for customers in the Company's service territory for
the first time. Dominion Retail adds that AEP-Ohio’s underlying motivation is to constrain
shopping and that allowing the Company to charge a cost-based capacity rate would be
Contrary to the state policy of promoting competition. Dominion Retail argues that Ohio
law does not require that capacity pricing be based on embedded costs. Dominion Retail
points out that AEP-Ohio’s status as an FRR Entity does not mean that the state
compensation mechanism must be based on embedded costs. Dominion Retail notes that
Duke Energy Ohio, Inc. will also be an FRR Entity until mid-2015, and that it nevertheless
uses RPM-based capacity pricing. Dominion Retail further notes that Amended Substitute
Senate Bill No. 3 (SB 3) eliminated cost-of-service-based ratemaking for generation service,
Dominion Retail asserts that AEP-Ohio is unrealistic in assuming that CRES providers
would be able to compete successfully if AEP-Ohio’s proposed capacity pricing is adopted.
Dominion Retail points out that even AEP-Ohio witness Allen agrees that the Company’s
proposed capacity pricing would stifle competition in the residential market (Tr. IIf at 669-
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670). Finally, Dominion Retail points out that AEP-Ohio’s proposed cost-based capacity
pricing mechanism is nowhere near the Company’s capacity proposal pending in 11-346,
which would provide for a capacity rate of $146/ MW-day for some shopping customers
and $255/ MW-day for the rest. Dominion Retail contends that this fact demonstrates AEP-
Ohio’s willingness to provide capacity at a rate less than what it has proposed in this case
and also undercuts the Company's confiscation argument.

The Schools also request that the Commission retain RPM-based capacity pricing.
The Schools argue that, if AEP-Ohio’s proposed capacity pricing mechanism is adopted, the
rate would likely be passed through to the Ohio schools that are served by CRES providers,
and that these schools would suffer rate shock in violation of Section 4928.02(A), Revised
Code (Schools Ex. 101 at 9). Additionally, the Schools believe that Ohio schools that do not
currently receive generation service from a CRES provider would be deprived of the
opportunity to shop, in violation of Section 4928.02(C), Revised Code (Schools Ex. 101 at 10-
11). Finally, the Schools contend that approval of AEP-Ohio’s proposed capacity pricing
mechanism would likely result in cuts to teaching and staff positions, materials and
equipment, and programs, in violation of Section 4928.02(N), Revised Code (Schools Ex, 101
at10).

Duke also contends that the Commission should adopt RPM-based capacity pricing
as the state compensation mechanism, which is consistent with state policy supporting
competition. Duke asserts that, pursuant to the RAA, an FRR Entity may only apply to
FERC for cost-based compensation for its FRR capacity obligations, if there is no state
compensation mechanism in place. According to Duke, neither the RAA nor Ohio law
grants AEP-Ohio the right to recover its embedded costs. Duke notes that, under Ohio law,
capacity is a competitive generation service that is not subject to cost-based ratemaking,

Exelon and Constellation assert that, if AEP-Ohio’s proposed capacity pricing
mechanism is approved, retail competition in the Company’s service territory will be stifled
and customers will bear the cost. Exelon and Constellation cite numerous reasons
supporting their pasition that AEP-Ohio’s proposal should be rejected in favor of RPM-
based capacity pricing: Ohio law does not require that the state compensation mecharism
be based on cost; AEP-Ohic’s status as an FRR Entity does not entitle it to cost-based
capacity pricing; AEP-Ohio, even as an FRR Entity, could have elected to participate in the
RPM auction for 2014, rather than self-supply more expensive capacity, putting its own
interests above those of customers; RPM-based capacity pricing is consistent with state
policy promoting the development of competitive markets, whereas the Company’s
proposal is not; the Company should not be allowed to unilaterally apply better-of-cost-or-
market pricing; CRES providers are captive to ABP-Ohio, given the requirement that
capacity be committed more than three years in advance of delivery; Ohio law requires
comparable and nondiscriminatory access to CRES and RPM-based capacity pricing is used
throughout Ohio except in AEP-Ohio’s service territory; and adopting RPM-based capacity
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pricing would avoid the need to determine an arbitrary estimate of the Company’s cost of
service for capacity and, in any event, SB 3 eliminated full cost-of-service analysis. Exelon
and Constellation note that 11-346 is the proper forum in which to determine whether AEP-
Ohio requires protection to maintain its financial integrity. Exelon and Constellation
further note that they would support reasonable measures that comport with a timely
transition to a fully competitive market and resolution of related issues in 11-346, if such
measures are shown to be necessary.

IGS contends that RPM-based capacity pricing is the clear choice over AEP-Ohio’s
proposed capacity pricing mechanism. IGS points out that RPM-based capacity pricing
already exists, was neutrally created, applies all over the region, is market-based, is
nondiscriminatory, and provides the correct incentives to assure investment in generation
resources. On the other hand, AEP-Ohio’s proposal, according to IGS, was devised by the
Company, for this case and this case only, returns Ohio to a cost-based generation
regulatory regime, shows no relationship to short- or long-term generation adequacy, and
could stifle competition. IGS notes that RPM-based capacity pricing fully comports with
Ohio law in that it is market-based pricing and would support the continued development
of Ohio’s competitive market; would avoid subsidies and discriminatory pricing; would
assure adequate resources are available to provide stable electric service; and would avoid
any legal problems associated with extending the transition to competition. IGS asserts that
AEP-Ohio’s proposed capacity pricing would be contrary to Ohio law in that it would harm
the development of competition; result in anticompetitive subsidies; and viclate Ohio’s
transition laws. IGS also notes that AEP-Ohio’s justifications for recovering embedded costs
are refuted by the evidence and disregard state policy. IGS contends that RPM-based
capacity pricing does not raise reliability concerns or subsidize CRES providers. 1GS argues
that AEP-Ohio has a fundamental disagreement with state policy. IGS notes that AEP-
Ohio’s judgment as to the wisdom of state policy is irrelevant, given that it has been
codified by the General Assembly and must be effectuated by the Commission.

Finally, Kroger asserts that the most economically efficient price and the price that
AEP-Ohio should be required to charge CRES providers for capacity is the RPM price.

d. Conclusion

Initially, the Commission notes that a state compensation mechanism, as referenced
in the RAA, has been in place for AEP-Ohio for some time now, at least since issuance of the
December 8, 2010, entry, which expressly adopted RPM-based capacity pricing as the state
compensation mechanism for the Company during the pendency of this case. The state
cornpensation mechanism was subsequently modified by the Commission’s March 7, 2012,
and May 30, 2012, entries granting AEP-Ohio’s requests for interim relief. No party appears
to dispute, at least in this proceeding, that the Commission has adopted a state
compensation mechanism for AEP-Ohio. ‘
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Given that there js, and has continually been, a state compensation mechanism in
place for AEP-Ohio from the beginning of this proceeding, the issue for our consideration is
whether the state compensation mechanism, on a going-forward basis, must or should be
modified such that it is based on cost. AEP-Ohio contends that the state compensation
mechanism must be amended so that the Company is able to recover its embedded costs of
capacity. All of the intervenors and Staff oppose AEP-Ohio’s request and advocate instead
that the Commission retain the RPM-based state compensation mechanism, as it was
established in the December 8, 2010, entry.

Pursuant to Section 4905.22, Revised Code, all charges for service shall be just and
reasonable and not more than allowed by law or by order of the Commission. In this case,
AEP-Ohio asserts that its proposed compensation for its FRR capacity obligations is just and
reasonable and should be adopted by the Commission. Specifically, AEP-Ohio asserts that
its proposed cost-based capacity pricing is consistent with state policy, will promote
alternative competitive supply and retail competition, and will ensure the Company's
ability to attract capital investment to meet its FRR capacity obligations. All of the
intervenors and Staff, on the other hand, recommend that market-based RPM capacity
pricing should be approved as the state compensation mechanism for AEP-Chio. As
discussed above, there is a general consensus among these parties that RPM-based capacity
pricing is just and reasonable, easily implemented and understood, and consistent with
state policy. Staff and intervenors further agree that RPM-based capacity pricing will fulfill
the Commission’s stated goals of both promoting competition and ensuring that AEP-Ohio
has the required capital to maintain service reliability.

As discussed above, the Commission finds that it has jurisdiction to establish a state
compensation mechanism in this case pursuant to its general supervisory authority found in
Sections 4905.04, 4905.05, and 4905.06, Revised Code. We further find, pursuant to our
regulatory authority under Chapter 4905, Revised Code, as well as Chapter 4909, Revised
Code, that it is necessary and appropriate to establish a cost-based state compensation
mechanism for AEP-Ohio. Those chapters require that the Commission use traditional rate
base/rate of return regulation to approve rates that are based on cost, with the ultimate
objective of approving a charge that is just and reasonable consistent with Section 4905.22,
Revised Code. Although Chapter 4928, Revised Code, provides for market-based pricing
for retail electric generation service, those provisions do not apply because, as we noted
earlier, capacity is a wholesale rather than a retail service, The Commission’s obligation
under traditional rate regulation is to ensure that the jurisdictional utilities receive
reasonable compensation for the services that they render. We conclude that the state
compensation mechanism for AEP-Ohio should be based on the Company’s costs.
Although Staff and intervenors contend that RPM-based capacity pricing is just and
reasonable, we note that the record indicates that the RPM-based price for capacity has
decreased greatly since the December 8, 2010, entry was issued, and that the adjusted RPM
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rate currently in effect is substantially below all estimates provided by the parties regarding
AEP-Ohio’s cost of capacity (AEP-Ohio Ex. 102 at 21, 22; FES Ex. 103 at 55; Staff Ex. 105 at
Ex. BSM-4). The record further reflects that, if RPM-based capacity pricing is adopted, AEP-
Ohio may earn an unusually low return on equity of 7.6 percent in 2012 and 2.4 percent in
2013, with 2 loss of $240 million between 2012 and 2013 (AEP-Ohio Ex. 104 at 3-5, Ex. WAA-
1; Tr. Il at 701). In short, the record reveals that RPM-based capacity pricing would be
insufficient to yield reasonable compensation for AEP-Ohio’s provision of capacity to CRES
providers in fulfillment of its FRR capacity obligations.

However, the Commission also recognizes that RPM-based capacity pricing will
further the development of competition in the market (Exelon Ex. 101 at 7; OEG Ex. 102 at
11), which is one of our primary objectives in this proceeding. We believe that RPM-based
capacity pricing will stimulate true competition among suppliers in AEP-Ohio’s service
territory. We also believe that RPM-based capacity pricing will facilitate AEP-Ohio’s
transition to full participation in the competitive market, as well as incent shopping. RPM-
based capacity pricing has been used successfully throughout Ohio and the rest of the PJM
region and puts electric utilities and CRES providers on a level playing field (FES Ex. 101 at
50-51; FE5 Ex. 102 at 3). RPM-based capacity pricing is thus a reasonable means of
promoting shopping in AEP-Ohio’s service tertitory and advancing the state policy
objectives of Section 4928.02, Revised Code, which the Commission is required to effectuate
pursuant to Section 4928.06(A), Revised Code.

Therefore, with the intention of adopting a state compensation mechamism that
achieves a reasonable outcome for all stakeholders, the Commission directs that the state
compensation mechanism shall be based on the costs incurred by the FRR Entity for its FRR
capacity obligations, as discussed further in the following section. However, because the
record in this proceeding demonstrates that RPM-based capacity pricing will promote retail
electric competition, we find it necessary to take appropriate measures to facilitate this
important objective. For that reason, the Commission directs AEP-Ohio to charge CRES
providers the adjusted final zonal PJM RPM rate in effect for the rest of the RTO region for
the current PJM delivery year (as of today, approximately $20/ MW-day), and with the rate
changing annually on June 1, 2013, and June 1, 2014, to match the then current adjusted final
zonal PJM RPM rate in the rest of the RTO region. Further, the Commission will authorize
AEP-Ohio to modify its accounting procedures, pursuant to Section 4905.13, Revised Code,
to defer incurred capacity costs not recovered from CRES provider billings during the ESP
period to the extent that the total incurred capacity costs do not exceed the capacity pricing
that we approve below. Moreover, the Commission notes that we will establish an
appropriate recovery mechanism for such deferred costs and address any additional
financial considerations in the 11-346 proceeding. We also find that AEP-Ohio should be
authorized to collect carrying charges on the deferral based on the Company’s weighted
average cost of capital, until such time as a recovery mechanism is approved in 11-346, in
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order to ensure that the Company is fully compensated. Thereafter, AEP-Ohio should be
authorized to collect carrying charges at its long-term cost of debt.

Additionally, the Commission directs that the state compensation mechanism that
we approve today shall not take effect until our opinion and order is issued in 11-346, or
until August 8, 2012, whichever is sooner. Until that time, the interim capacity pricing
mechanism that we approved on March 7, 2012, and extended on May 30, 2012, shall remain
in place. In further extending the interim capacity pricing mechanism, we recognize that
11-346 and the present proceeding are intricately related. In fact, AEP-Ohio has put forth an
entirely different capacity pricing mechanism in 11-346 as a component of its proposed ESP.
Although this case has proceeded separately so that an evidentiary record on .the
appropriate capacity cost pricing/recovery mechanism could be developed, there is an
overlap of issues between the two proceedings. For that reason, we find that. the state
compensation mechanism approved today should become effective with the issuance of our
order in 11-346, which will address AEP-Ohic’s comprehensive rate package, including its
capacity pricing proposal, or August 8, 2012, whichever occurs first.

We note that the state compensation mechanism, once effective, shall remain in effect
until AEP-Ohio’s transition to full participation in the RPM market is complete and the
Company is no longer subject to its FRR capacity obligations, which is expected to occur on
or before June 1, 2015, or until otherwise directed by the Commission.

The Commission believes that the approach that we adopt today appropriately
balances our objectives of enabling AEP-Ohio to recover its costs for capacity incurred in
fulfilling its FRR capacity obligations, while promoting the further development of retail
competition in the Company’s service territory.

3. What should the resulting compensation be for AEP-Ohio’s FRR
capacity obligations?

a. AEP-Ohio

AEP-Ohio’s position is that the appropriate cost-based capacity price to be charged to
CRES providers is $355.72/ MW-day, on a merged company basis, before consideration of
any offsetting energy credit. AEP-Ohio notes that the formula rate approach recommended
by Company witness Pearce is based upon the average cost of serving the Company’s LSE
obligation load (both the load served directly by AEP-Ohio and the load served by CRES
providers) on a dollar-per-MW-day basis. AEP-Ohio further notes that, because the
Company supplies its own generation resources to satisfy these load obligations, the cost to
provide this capacity is the actual embedded capacity cost of its generation. AEP-Ohio’s
formula rate template was modeled after, and modified from, the capacity portion of a
FERC-approved template used to derive the charges applied to wholesale sales made by
Southwestern Electric Power Company, an affiliate of the Company, to the cities of Minden,
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Louisiana and Prescott, Arkansas. AEP-Ohio notes that Dr. Pearce’s formula rate approach
is transparent and, if adopted, would be updated annually by May 31 to reflect the most
current input data, most of which is publicly available and taken directly from the
Company’s FERC Form 1 and audited financial statements (AEP-Ohio Ex. 102 at 8). AEP-
Ohio adds that its proposed formula rate template would promote rate stability and result
in a reasonable return on equity of 12.2 percent in 2013, based on a capacity price of
$355.72/ MW-day (Tr. Il at 12-25; AEP-Ohio Ex. 142 at 21-22).

AEP-Ohio contends that its proposed cost-based capacity pricing roughly
approximates and is, therefore, comparable to the amount that the Company receives from
its 550 customers for capacity through base generation rates (AEP-Ohio Ex. 142 at 19-20; Tr.
I at 304, 350).

b. Staff

If the Commission determines that RPM-based capacity pricing is not appropriate for
AEP-Ohio, Staff proposes an alternate capacity rate of $146.41/ MW-day, which accounts for
energy margins as well as certain cost adjustments to the Company's proposed capacity
pricing mechanism. Staff notes that its alternate rate may offer more financial stability to
AEP-Ohio than RPM-based capacity pricing over the next three years, and is just and
reasonable unlike the Company’s excessive rate proposal. Staff finds that its alternate rate
would appropriately balarce the interests of AEP-Ohio in recovering its embedded costs to
meet its FRR capacity obligations and attracting capital investment, while also promoting
alternative competitive supply and retail competition.

According to Staff, the reduction of AEP-Ohio’s proposed rate of $355.72/ MW-day to
Staff’s alternative recommendation of $14641/MW-day is a result of removing and
adjusting numerous items, including return on equity; rate of return; construction work in
progress (CWIP); plant held for future use (PHFFU); cash working capital (CWC); certain
prepayments, including a prepaid pension asset and the related accumulated deferred
income taxes; accumulated deferred income taxes; payroll and benefits for eliminated
positions; 2010 severance program cost; income tax expense; domestic production activities;
payroll tax expense; capacity equalization revenue; ancillary services revenue; and energy
sales margin and ancillary services receipts. In terms of the return on equity, Staff witness
Smith used ten percent for CSP and 10.3 percent for OP, because these percentages were
adopted by the Commission in AEP-Chio’s recent distribution rate case (Staff Ex. 103 at 12-
13)8 Staff notes that CWIP was properly excluded from rate base because AEP-Ohio has
not demonstrated that the requirements of Section 4909.15 or 4928.143, Revised Code, have
been met (Staff Ex. 103 at 14-15), Staff also excluded PHFFU from rate base, as the plant in

8 In the Maiter of the Application of Columbus Southern Power Company and Ohio Power Contpany, Individually
and, if Thiir Proposed Merger is Approved, as a Merged Company (callectively, AEP Ohio} for an Increase in
Electric Distribution Rates, Case No. 11-351-EL-AIR, ef al.
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question is not used and useful and AEP-Ohio has given no indication as to when it will
become so (Staff Ex. 103 at 16). CWC was excluded by Staff because AEP-Ohio did not
prepare a lead-lag study or otherwise demonstrate a need for CWC (Staff Ex. 103 at 18-21).
Staff excluded AEP-Ohio’s prepaid pension asset for numerous reasons, mainly because the
Company did not demonstrate that it has a net prepaid pension asset and its FERC Form 1
for 2010 suggests that there is actually a net liability; pension funding levels are the result of
discretionary management decisions regarding the funding of defined benefit pensions; and
pension expense is typically included in the determination of CWC in a lead-lag study,
which was not provided (Staff Ex. 103 at 21-31). Staff further excluded nonrecurring costs
related to the significant number of positions that were permanently eliminated as a result
of AEP-Ohio’s severance program in 2010 (Staff Ex. 1-3 at 43-52).

AEP-Ohio responds that Mr. Smith’s downward adjustments and elimination of
certain costs from Dr. Pearce’s calculations are fundamentally flawed in that Dr. Pearce’s
formula rate approach is based on a formula rate template that was approved by FERC.
AEP-Ohio also counters that adjustments made by Mr. Smith to the return on equity,
operations and maintenance expenses attributable to severance programs, prepaid pension
assets, CWC, CWIP, and PHFFU understate the Company’s costs and contradict prior
orders and practices of both the Commission and FERC. With respect to the return on
equity, AEP-Ohio notes that Mr. Smith’s adjustment was inappropriately taken from the
stipulation in the Company’s recent distribution rate case and that Mr. Smith agreed that
the competitive generation business is more risky than the distribution business {Staff Ex.
103 at 12-13; Tr. IX at 1991, 1993; AEP-Ohio Bx. 142 at 17). AEP-Ohio contends that the
Commission should adopt a retwrn on equity of 11.15 percent as recommended by
Dr. Pearce or, at a minimum, a return on equity of 10.5 percent, which AEP-Ohio claims is
consistent with a return o equity that the Commission has recently recognized for certain
generating assets of the Company (AEP-Ohio Ex. 142 at 17-18). AFP-Ohio further contends
that Mr. Smith’s elimination of certain severance costs and prepaid pension expenses is
inconsistent with the Cornmission’s -treatment of such costs in the Company’s recent
distribution rate case, and that the $39.004 million in severance costs should be amortized -
over three years (AEP-Ohio Ex. 142 at 17). AEP-Ohio argues that Mr. Smith’s elimination of
CWIP and CWC is inconsistent with FERC practice.

Additionally, AEP-Ohio asserts that Staff witnesses Smith and Harter failed to
account for nearly $66.5 million in certain energy costs incurred by the Company, including
Production-Related Administrative & General Bxpenses, Rehun on Production-Related
Investments, Production-Related Depreciation Expenses, and Production-Related Income
Taxes. According to AEP-Ohio, due to these trapped costs, Mr. Smith's capacity charge is
understated by $20.11/MW-day on a merged company basis (AEP-Ohio Ex. 143 at 3, 5-6).
AEP-Ohio witness Allen incorporated this amount in his calculation of what Staff's capacity
rate would be, as modified by his recommended energy credit and cost-of-service
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adjustments, and reached a resulting capacity rate of $291.58/MW.-day {(AEP-Ohio Ex. 142
at 18; Tr. X1 at 2311).

¢. Intervenors

If the Commission believes that it is appropriate to consider AEP-Ohio’s embedded
costs, FES argues that the Company’s true cost of capacity is $78.53/ MW-day, after
adjustments are made to reflect the removal of stranded costs and post-2001 generation
investment, as well as an appropriate offset for energy sales. At most, FES contends that it
should be $90.83/MW-day, if a further adjustment is made to credit back to AEP-Ohio the
capacity equalization payments for the Company’s Waterford and Darby plants, which
were acquired in 2005 and 2007. FES also recommends that the Commission require AEP-
Ohio to unbundle its base generation rate into energy and capacity components, which
~ would ensure that the Company is charging the same price for shopping and non-shopping
customers and allow customers to compare offers from CRES providers with the
Compary’s tariff rates (FES Ex. 103 at 22).

The Suppliers note that, if the Commission finds that RPM-based capacity pricing is
confiscatory or otherwise fails to compensate AEP-Ohio adequately, a nonbypassable
stabilization charge, such as the rate stability rider rate proposed by the Company in 11-346,
would be appropriate and should be considered in that case. OMA and OHA respond by
arguing that any suggestion that rates should be raised without any justification, other than
reaching alevel that is high enough to ensure that CRES providers are able to compete with
AEP-Ohio, tramples on customer interests and should be rejected by the Commission.

As discussed in greater detail below, OEG recommends that AEP-Ohio’s capacity
charge should be no higher than $145.79/ MW-day, which was the RPM-based price for the
2011/2012 PIM delivery year, and only if the Comumission determines that the prevailing
RPM price is not sufficient compensation (OEG Ex. 102 at 9-10). OEG argues that a capacity
charge of $145.79/MW-day provided a more than sufficient return on equity for AEP-Ohio,
as well as fostered retail competition in its service territory (OEG Ex. 102 at 10-1 1). As part
of this recommendation, OEG urges the Commission adopt an earnings stabilization
mechanism (ESM) in the form of an annual review to gauge whether AEP-Ohio’s earnings
are too high or too low (OEG Ex. 102 at 15-21). :

(i)  Should there be an offsetting energy credit?
a) AEP-Ohio
AEP-Chio does not recommend that the Commission adopt an energy credit offset to
the capacity price, given that PJM maintains separate markets for capacity and energy

(AEP-Ohio Ex. 102 at 13). AEP-Ohio witness Pearce, however, offers a recommendation for
how an energy credit should be devised, if the Commission determines that an energy
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credit is appropriate. Dr. Pearce’s template for the caleulation of energy costs is derived
from the same formula rate template discussed above and approved by FERC (AEP-Ohio
Ex. 102 at 14). The energy credit would be calculated as the difference between the
revenues that the historic load shapes for CSP and OF, including all shopping and non-
shopping load, would be valued at using locational marginal prices (LMP) that seitle in the
PJM day-ahead market, less the cost basis of this energy {AEP-Chio Ex. 102 at Ex. KDP-1
through KDP-5). According to Dr. Pearce, the calculation relies upon a fair and reasonable
proxy for the energy revenues that could have been obtained by CSP and OP by selling
equivalent generation into the market (AEP-Chio Ex. 102 at 15). AEP-Ohio contends that, if
an energy credit is used to partially offset the demand charge, it should refléct actual energy
margins for 2010 in order to best match the corresponding cost basis for calculating the
demand charge, Dr, Pearce recommends that energy margins from 0SS that are properly
attributed to capacity sales to CRES providers should be shared on a 50/50 basis between
AEP-Ohio and CRES providers (AEP-Ohio Ex. 102 at 18). Additionally, Dr. Pearce
recommends that any energy credit be capped at 40 percent of the capacity charge that
would be applicable with no energy credit, as a means to ensure that the credit does not
grow so large as to reduce greatly capacity payments from CRES providers in times of high
prices (AEP-Ohio Ex. 102 at 18).

b) Staff

As discussed above, Staff recommends that AEP-Ohio’s compensation for its FRR
capacity obligations be based on RFM pricing. Alternatively, Staff proposes a capacity rate
of $146.41/MW-day, which includes an offsetting energy credit and ancillary services
credit. In calculating its proposed energy credit, Staff developed a forecast of total energy
margins for AEP-Ohio’s generating assets, using a dispatch market model known as
AURORAxmp, which is licensed by Staff's consultant in this case, Energy Ventures
Analysis, Inc. (EVA), as well as by AEP-Ohio and others (Staff Ex. 101 at 6; Tr. X at 2146,
2149; Tr. X11 at 2637).

AEP-Ohio contends that Staff's black-box methodology for calculation of the energy
credit is flawed in several ways and produces unrealistic and grossly overstated results.
Specifically, AEP-Ohio argues that the AURORAxmp model used by Staff witnesses Harter
and Medine is not well-snited for the task of computing an energy credit and that EVA
implemented the model in a flawed manner through use of inaccurate and inappropriate
input data and assumptions, which overstates gross energy margins for the period of June
2012 through May 2015 by nearly 200 percent {AEP-Ohio Ex. 144 at 8-25; AEP-Ohio Ex. 142
at 2-14). AEP-Ohio notes that, among other flaws, Staff’s proposed energy credit
understates fuel costs for coal units, understates the heat rates for gas units, overstates
market prices (e.g., use of zonal rather than nodal prices, use of forecasted LMP rather than
forward energy prices), fails to account for the gross margins allocable to the Company’s
full requirements contract with Wheeling Power Company, and fails to account for the fact
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that the pool agreement limits the gross margins retained by the Company. AEP-Ohio
argues that Company witness Allen proposed a number of conservative adjustments that
should, at a minimum, be made to Staff’s approach, resulting in an energy credit of
$47.46/ MW-day (AEP-Ohio Ex. 142 at 4-14). AEP-Ohio adds that the documentation of
EVA’s approach is incomplete, inadequate, and cannot be sufficiently tested or validated;
the data used in the model and the model itself cannot be reasonably verified; EVA’s quality
control measures are deficient; and the execution of EVA’s analysis contains significant
errors and has not been performed with requisite care {AEP-Ohio Ex. 144 at 13-18).

Additionally, AEP-Ohio points out that Staff's proposed energy credit wrongly
incorporates O35 margins not related to capacity sales to CRES providers and also fails to
properly reflect the impact of the pool agreement, Specifically, AEP-Ohio contends that, if
an energy credit is adopted, it should reflect only the 0SS margins attributable to energy
that is freed up due to capacity sales to CRES praviders. AEP-Ohio further notes that Staff
inappropriately assumes that 100 percent of the margins associated with retail sales to S50
customers are available to be offset against the cost of capacity sold to CRES providers,
which is inconsistent with the terms of the pool agreement, pursuant to which the
Company’s member load ratio share is 40 percent. AEP-Ohio believes that there is no
reason to include margins associated with retail sales to S50 customers in an energy credit
calculation intended to price capacity for shopping load. In accordance with Mr. Allen's
recommendations, AEP-Ohio concludes that, if Staff's proposed energy credit is adopted by
the Commission, it should be adjusted to $47.46/ MW-day. Alternatively, ABP-Ohio notes
that Mr. Allen’s proposed adjustments (AEP-Ohio Ex. 142 at 14) to Staff’s energy credit
could be made individually or in combination to the extent that the Commission agrees
with the basis for each adjustment. AEP-Chic adds that Company witness Nelson also
offered additional options for an energy credit caleulation, with the various methods
converging around $66/ MW-day for the energy credit (AEP-Ohio Ex. 143 at 8, 12-13, 17).
As a final option, AEP-Ohio states that the Commission could direct Staff to calenlate an
energy credit that is consistent with the forward prices recommended by Staff for use in the
market rate option price comparison test in 11-346, which the Company believes would
reduce Staff's energy credit by approximately $50/ MW-day.

¢) Intervenors

FES argues that AEP-Ohio’s formula rate should include an offset for energy-related
sales or else the Company. would double recover its capacity costs. FES notes that an energy
credit is appropriate because AEP-Ohio recovers a portion of its fixed costs through energy-
related sales for resale, and is also necessary to avoid an above-market return on equity for
the Company. (FES Ex. 103 at 4546, 49-50.) FES adds that all of AEP-Ohio’s OSS revenues
should be included as a credit against capacity costs and that no adjustment should be
made to account for the pool agreement, given that the pool agreement could have been
modified to account for retail shopping, as well as that the Company proposes to recover its
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embedded capacity costs both from shopping customers and off-system energy sales (FES
Ex. 103 at 47; Tr. I at 29-30). At minimum, FES believes that AEP-Ohio should account for
its portion of OSS revenues, after pool sharing, in its capacity price. (FES Ex. 103 at 48-49.)
If RPM-based capacity pricing is not required by the Commission, FES recommends that
FES witness Lesser’s energy credit, which simply uses AEP-Ohio’s FERC - account
information without adjustments to account for the pool agreement, be adopted. FES notes
that Dr. Lesser determined that AEP-Ohio overstated its capacity costs by $178.1 million by
failing to include an offset for energy sales.

OCC notes that it would be unjust and unreasonable for AEP-Ohio to be permitted to
recover any of its embedded generation costs from customers, particularly without any
offset for energy sales. OCC argues that, if the Commission adopts a cost-based capacity
pricing mechanism, an energy credit that accounts for profits from OSS is warranted to
ensure that AEP-Ohio does not recover embedded capacity costs from CRES providers, as
well as recover some of those same costs from off-system energy sales, resulting in double

recovery.
(i)  Doesthe Company’s proposed cost-based capacity pricing

mechanism constitute a request for recovery of stranded
generation investment?

a) Intervenors

FES argues that SB 3 required that all generation plant investment occurring after
January 1, 2001, be recovered solely in the market. FES notes that AEP-Ohio admits, in its
recently filed corporate separation plan,? that it can no longer recover stranded costs, as the
transition period for recovery of such costs is long over. FES adds that AEP-Ohio witness
Pearce failed to exclude stranded costs from his calculation of capacity costs. FES points out
that, pursuant to the stipulation approved by the Commission in AEP-Ohio’s electric
transition plan (ETF) case, the Company waived recovery of its stranded generation costs
and, in any event, through depreciation accruals, has already fully recovered such costs,
FES also notes that Dr. Pearce’s calculation inappropriately includes costs for generation
plant investments made after December 31, 2000, and also seeks to recover the costs of
assets that will no longer be owned by the Company as of January 1, 2014, but will rather be
owned by AEP Generation Resources.

IEU-Ohio agrees with FES that AEP-Ohio agreed to forgo any claim for stranded
generation costs, which bars the Company’s untimely claim to generation plant-related
transition revenues. IEU-Ohio contends that AEP-Ohio seeks to impose what IEU-Ohio
considers to be a lost revenue charge on CRES suppliers serving shopping customers.

7 In the Matter of the Application of Ohio Power Company for Approval of Full Legal Corporate Separation and
Armendment to its Corporate Separation Plan, Case No. 12-1126-EL-UNC.
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Citing Sections 4928.141, 4928.38, and 4928.40, Revised Code, as well as AEP-Ohio’s
agreement to forgo recovery of generation transition revenues in its ETP case (Tr. I at 49-50;
FES Ex. 106; FES Ex. 107), OMA and OHA likewise contend that Ohio law prohibits the
Commission from establishing a state compensation mechanism that would authorize the
receipt of transition revenues or any equivalent revenues by AEP-Ohio as a means to
recover its above-market capacity costs.

Kroger argues that AEP-Ohio, through its requested compensation for its FRR
capacity obligations, seeks recovery of stranded generation transition costs in this case.
Kroger contends that such costs must be recovered in the market and that AEP-Ohio should
not be permitted to renege on the stipulation in the ETP case. Dorninion Retail likewise
argues that AEP-Ohio should not be permitted to violate the terms of the ETP stipulation
and recover stranded above-market generation investment costs after the statutory period
for such recovery has expired. Dominion Retail believes that AEP-Ohio is effectively
seeking a second transition plan in this case. IG5 adds that the law is theaningless if utilities
may continue to require all customers to pay embedded generation costs after the transition
period has ended and that approval of AEP-Ohio’s proposed capacity pricing mechanism

would be contrary to the statutory requirements found in Sections 4928.38,4928.39, and
4928.40, Revised Code.

b} AEP-Ohio

AFP-Ohio responds that neither the provisions of SB 3 nor the ETP stipulation are
applicable to this case. AEP-Ohio notes that the purpose of this proceeding is to establish a
wholesale capacity pricing mechanism based on the Company’s embedded capacity costs,
as opposed to the retail generation transition charges authorized by Section 492840,
Revised Code, which is what the Company agreed to forgo during the market development
period as part of the ETP stipulation. AEP-Ohio asserts that the issue of whether the
Company could recover stranded asset value from retail customers under SB 3 is a separate
matter from establishing a wholesale price that permits the Company’s competitors to use
that same capacity. AEP-Ohio adds that a conclusion that SB 3 precludes the Company
from recovering its capacity costs through a wholesale rate would conflict with the RAA
and be preempted under the FPA.

(i) Should OEG's alternate proposal be adopted?
a) QEG

OEG recommends that AEP-Ohio’s capacity pricing mechanism should be based on
RPM prices. As an alternative recommendation, if the Commission determines that AEP-
Ohio’s capacity pricing should be higher than the prevailing RPM price, OEG suggests that
the capacity price should be no higher than $145.79/ MW-day, which was the RPM-based
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price for the 2011/2012 PJM delivery year. OEG believes that such price has proven
effective in providing a more than sufficient return on equity for AEP-Ohio, while still
fostering retail competition in the Company’s service territory. (OEG Ex. 102 at 10-11).
Additionally, OEG witness Kollen recommends that the Commission adopt an ESM to
ensure that AEP-Ohic’s earnings are neither too high nor too low and instead are
maintained within a Commission-determined zone of reasonableness. OEG believes that
such an approach is appropriate, given the significant uncertainty regarding both the
proper compensation for AEP-Ohjo’s FRR capacity obligations and the impact of various
charges on the Company’s earnings. In particular, Mr. Kollen suggests that an earnings
bandwidth be established, with a lower threshold return on equity of seven percent and an
upper threshold return on equity of 11 percent. If AEP-Ohio’s earnings fall below the lower
threshold of seven percent, then the Company would be allowed to increase its rates
through a nonbypassable ESM charge sufficient to increase its earnings to the seven percent
level. If earnings exceed the upper threshold of 11 percent, then AEP- Ohio would return
the excess earnings to customers through a nonbypassable ESM credit. If AEP-Ohio's
earnings are within the earnings bandwidth, there would be no rate changes other than
those that operate to recover defined costs such as through the fuel adjustment clause.
Finally, Mr. Kollen notes that the Commission would have the discretion to make
modifications as circumstances warrant. (OEG. Ex. 102 at 15-21.) OEG believes that its
recommended lower threshold is reasonable as confirmed by the recent actual earned
returns of the AEP East affiliates, which averaged 6.8 percent in 2010 and 7.8 percent in 2011
(OEG Ex. 102 at 13). Additionally, AEP-Ohio’s adjusted return in 2011 was 11.42 percent,
just above its suggested upper threshold (OEG Ex. 102 at Ex. LX-3). Mr. Kollen explained
that AEP-Ohio’s earned return on equity would be computed in the same manner as under
the significaritly excessive earnings test (SEET) of Section 4928.143(F), Revised Code,
although he believes that OSS margins should be included in the computation to be
consistent with certain other parties’ recommended approach of accounting for energy
margins in the calculation of a cost-based capacity price (OEG Ex. 102 at 10, 15, 18; Tr. VI at
1290.)

b) AEP-Ohio

AEP-Ohio urges the Commission to reject OEG's alternate proposal. AEP-Ohio notes
that the upper threshold of 11 percent is significantly lower than any SEET threshold
previously applied to the Company and that the proposal would essentially render the
statutory SEET obsolete. According to AEP-Ohio, the Commission is without jurisdiction to
impose another, more stringent, excessive earnings test on the Company. AEP-Ohio also
argues that OEG’s proposal would preclude the Company from exercising its right under
Section D.8 of Schedule 8.1 of the RAA to establish a cost-based compensation method.
AEP-Ohio believes that Mr. Kollens excessive earnings test would offer no material
protection to the Company from undercompensation of its costs incurred to furnish
capacity to CRES providers, and that the test would be difficult to administer, cause
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prolonged litigation on an annual basis, and create substantial uncertainty for the Company
and customers.

- d. Conclusion

As discussed above, the Commission believes that AEP-Ohio’s capacity costs, rather
than RPM-based pricing, should form the basis of the state compensation mechanism
established in this proceeding. Upon review of the considerable evidence in this
proceeding, we find that the record supports compensation of $188.88/ MW-day as an
appropriate charge to enable AEP-Ohdo to recover its capacity costs for its FRR obligations
from CRES providers. We also find that, as a means to encourage the further development
of retail competition in AEP-Ohio’s service territory, the Company should modify its
accounting procedures to defer the difference between the adjusted RPM rate currently in
effect and AEP-Ohio’s incurred capacity costs, to the extent that such costs do not exceed
the capacity charge approved today. We believe that this approach successfully balances
the Commission’s objectives and the interests of the many parties to this proceeding,

The record reflects a range in AEP-Ohio’s cost of capacity from a low of $78.53/ MW-
day, put forth by FES, to the Company’s high of $355.72/ MW-day, as a merged entity, with
Staff and OEG offering recommendations more in the middle of the range (AEP-Ohio Ex.
102 at 21; FES Ex. 103 at 55; Staff Ex. 105 at Ex. ESM-4; OFG Ex. 102 at 10-11). The
Commission finds that Staff’s determination of AEP-Ohio's capacity costs is reasonable,
supported by the evidence of record, and should be adopted as modified in this order.
Initially, we note that no party other than AEP-Ohio appears to seriously challenge Staff's
recormunended cost-based capacity pricing mechanism in this case. Additionally, we do not
believe that AEP-Ohio has demonstrated that its proposed charge of $355.72/ MW-day falls
within the zone of reasonableness, nor do we believe that FES' proposed charge of
$78.53/ MW-day would result in reasonable compensation for the Company’s FRR capacity
obligations.

The Commission believes that the approach used by Staff is an appropriate method
for determining AEP-Ohio's capacity costs. In deriving its recommended charge, Staff
followed its traditional process of making reasonable adjustments to AEP-Ohio's proposed
capacity pricing mechanism, which is based on the capacity portion of a formula rate
template approved by FERC for one of the Company’s affiliates and was modified by the
Company for use in this case with data from its FERC Form 1 (Staff Ex. 103 at 10-12; AEP-
Ohic Ex. 102 at 8, 9). As AEP-Ohio notes, FERC-approved formula rates are routinely used
by the Company’s affiliates in other states (AEP-Ohio Ex. 102 at 8; Tr. I at 253). Given that
compensation for AEP-Ohio’s FRR capacity obligations from CRES providers is wholesale
in nature, we find that AEP-Ohio’s formula rate template is an appropriate starting point for
determination of its capacity costs, From that starting point, Staff made a number of
reasonable adjustments to AEP-Ohio’s proposal in order to be consistent with the
Comumission’s ratemaking practices. Staff further adjusted AEP-Ohio’s proposed capacity
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pricing to account for margins from off-system energy sales and ancillary receipts (Staff Ex.
101 at 4). We agree with Staff, FES, and OCC that an offset for energy-related sales is
necessary to ensure that AEP-Ohio does not over recover its capacity costs through recovery
of its embedded costs as well as 0SS margins (FES Ex. 103 at 45-46).

AEP-Ohio takes issue with the adjustments made by Staff witness Smith as well as
with EVA’s calculation of the energy credit. The Commission believes that the adjustments
to AEP-Ohio’s proposed capacity pricing mechanism that were made by Staff witness Smith
are, for the most part, reasonable and consistent with our ratemaking practices in Ohio,
With regard to AEP-Ohio’s prepaid pension asset, however, we agree with the Company
that Mr. Smith's exclusion of this item was inconsistent with Staff’s recommendation in the
Company’s recent distribution rate case (AEP-Ohio Ex. 129A; AEP-Ohio Ex, 129B), as well
as with our treatment of pension expense in other proceedings.l We see no reason to vary
our practice in the present case and, therefore, find that AEP-Ohio’s prepaid pension asset
should not have been excluded. The result of our adjustment increases Staff's
recommendation by $3.20/ MW-day (AEP-Ohio Ex. 142 at 16, Ex. WAA-R?). Similarly, with
respect to AEP-Ohio’s severance program costs, we find that Mr. Smith’s exclusion of such
costs was inconsistent with their treatment in the Company's distribution rate case.
Amortization of the severance program costs over a three-year period ircreases Staff's
recommendation by $4.07/MW-day. (AEP-Chio Ex. 142 at 16-17) Further, upon
consideration of the arguments with respect to the appropriate return on equity, we find
that AEP-Ohio’s recommendation of 11.15 percent is reasonable and should be adopted. As
AEP-Ohio notes, Staff's recommended refurn on equity was solely based on the negotiated
return on equity in the Company’s distribution rate case (Staff Ex. 103 at 12-13), which has
no precedential effect pursuant to the express terms of the stipulation adopted by the
Commission in that case. Our adoption of a return on equity of 11.15 percent increases
Staff’s recommendation by $10.09/ MW-day (AEP-Ohio Ex. 142 at 17). We also agree with
AEP-Ohio that certain energy costs were trapped in Staff’s calculation of its recommended
capacity charge, in that Staff witness Smith regarded such costs as energy related and thus
excluded them from his calculations, while EVA disregarded them in its determination of
the energy credit. Accordingly, we find that Staff’s recommendation should be increased by
$20.11/ MW-day to account for these trapped costs. (AEP-Ohio Ex. 143 at 5-6.)

Additionally, the Commission finds, on the whole, that Staff's recommended energy
credit, as put forth by EVA, is reasonable. AEP-Ohio raises a number of arguments as to
why Staff’s energy credit, as calculated by EVA, should not be adopted by the Comumission.
In essence, AEP-Ohio fundamentally disagrees with the methodology used by EVA.
Although we find that EVA's methodology should be adopted, we agree with AEP-Ohio

10 See, e.g., In the Matter of the Application of Ohio Edison Company, The Cleveland Electric Muminating Company,
and The Toledo Edison Company for Authority to Increase Rates for Distribution Service, Modify Certain
Accounting Practices, and for Tariff Approvals, Case No. 07-551-EL-AIR, et al,, Opinion and Order (January

' 21, 2009), at 16.
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that EVA's calculation should have accounted for the Company’s full requirements
obligation to serve Wheeling Power Company, a point that Staff did not dispute in its briefs.
As AEP-Ohio witness Allen testified, the Company’s sales to Wheeling Power Company
reduce the quantity of generation available for OSS and thus should have been reflected in
EVA's calculation of OSS margins. (AEP-Chio Ex. 142 at 10-11, Ex. WAA-RS). The result of
this adjustment reduces Staff's recommended energy credit by $5/ MW.-day (AEP-Ohio Ex.
142 at 11, Ex. WAA-R5) to $14741/MW-day. The overall effect of this adjustment, in
combination with the adjustments for AEP-Ohio’s prepaid pension asset, severance

program costs, return on equity, and trapped costs, results in a capacity charge of
$188.88/MW-day.

We note that a charge of $188.88/MW-day is fairly in line with OEG’s alternate
recommendation that the capacity charge not exceed $145.79/ MW-day, which was the
adjusted RPM rate in effect in the prior PJM delivery year that recently concluded (OEG Ex.
102 at 10-11). The close proximity of our approved charge with OEG’s recommendation is
further confirmation that the approved charge falls within the zone of reasonableness.
Additionally, as OEG notes, a charge of $145.79/MW-day afforded AEP-Ohio an adequate
return on equity. In 2011, AEP-Ohio earned a per books, unadjusted return of 10.21 percent,
or an adjusted return of 11.42 percent after adjustments for plant impairment expense and
certain non-recurring revenue (OEG Ex. 102 at 11, Ex. LK-3), At the same time, the capacity
charge was not so high as to hinder retail competition in AEP-Ohio’s service territory. In
the first quarter of 2011, the RFM price was $220.96/MW-day and only 7.1 percent of AEP-
Ohio’s total load had switched to a CRES provider. However, by the end of the year, with a
lower RPM price of $145.79/MW-day in effect, shopping had significantly increased in
AEP-Ohio’s service territory, with 19.10 percent of the Company’s total load having elected
to shop (specifically, 5.53 percent of the residential class, 33.88 percent of the commercial
class, and 18.26 percent of the industrial class). (OEG Ex. 102 at 11.) We expect that the
approved compensation of $188.88/MW-day for AEP-Ohio’s FRR capacity obligations will
likewise ensure that the Company earns an appropriate return on equity, as well as enable
the further development of competition in the Company’s service territory.

Although AEP-Ohio criticizes Staff's proposed capacity pricing mechanism for
various reasons, the Commission finds that none of these arguments has merit. First, as a
general matter, AEP-Ohio argues that Staff failed to follow FERC practices and precedent.
We agree with Staff that FERC has different requirements for items such as CWC and CWIP
than are found in Ohio. As Staff notes, the outcome of this case should not be dictated by
FERC practices or precedent but should instead be consistent with Ohio ratemaking
principles. Although FERC practices and precedent may be informative in some instances,
the Commission is bound by Ohio law in establishing an appropriate state compensation
mechanism. In response to AEP-Ohio’s specific argument regarding the exclusion of CWIP,
Staff explained that Section 4909.15(A)(1), Revised Codes, requires that construction projects
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musst be at least 75 percent complete in order to qualify for a CWIP allowance and that AEP-
Ohio failed to demonstrate compliance with this requirement.

As previously mentioned above, AEP-Chio raises numerous concerns regarding
Staff’s proposed energy credit and offered the rebuttal testimony of Company witness
Meehan in an effort to critique EVA's testimony. Upon review of all of the testimony, the
Commission finds that it is clear that the dispute between AEP-Ohio and Staff amounts to a
fundamental difference in methodology in everything from the calculation of gross energy
margins to accounting for operation of the pool agreement. AEP-Ohio claims that Staffs
inputs to the AURORAxmp model result in an overstated energy credit, while Staff argues
that the Company’s energy credit is far too low. Essentially, AEP-Ohio and Staff have
simply offered two quite different approaches in their attempt to forecast market prices for
energy. The Cormnmission concludes that AEP-Ohio has not shown that the process used by
Staff was erroneous or unreasonable. We further find that the approach put forth by EVA is
a proper means of determining the energy credit and produces an energy credit that will
ensure that AEP-Ohio does not over recover its capacity costs.

Accordingly, we adopt Staff’s proposed energy credit, as modified above to account
for AEP-Ohio’s full requiremnents contract with Wheeling Power Company, and find that a
capacity charge of $188.88/MW-day is just, reasonable, and should be adopted. The
Commission agrees with AEP-Chio that the compensation received from CRES providers
for the Company's FRR capacity obligations should reasonably and fairly compensate the
Company and should not significantly undermine the Company’s ability to earn an
adequate return on its investment. The Commission believes that, by adopting a cost-based
state compensation mechanism for AEP-Ohio, with a capacity charge of $188.88/ MW-day,
in conjunction with the authorized deferral of the Company’s incurred capacity costs, to the
extent that the total incurred capacity costs do not exceed $188.88/ MW-day not recovered
from CRES provider billings reflecting the adjusted RPM-based price, we have
accomplished those objectives, while also protecting the interests of all stakeholders.

FINDINGS OF FACT AND CONCLUSIONS OF LAW:

(1)  AEP-Ohio is a public utility as defined in Section 4905.02,
Revised Code, and, as such, is subject to the jurisdiction of this
Conwmission,

(2}  On November 1, 2010, AEPSC, on behalf of AEP-Chio, filed an
application with FERC in FERC Docket No. ER11-1995, and on
November 24, 2010, refiled its application, at the direction of
FERC, in FERC Docket No. ER11-2183. The application
proposed to charige the basis for compensation for capacity costs
to a cost-based mechanism and included proposed formula rate
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templates under which AEP-Ohio would calculate its capacity
costs under Section D.8 of Schedule 8.1 of the RAA.

By entry issued on December 8, 2010, the Commission initiated
an investigation in the present case to determine the impact of
AEP-Ohio’s proposed change to its capacity charge.

The following parties were granted intervention in this
proceeding: OEG, IEU-Ohio, OCC, OPAE, OMA, OHA, Direct
Energy, Constellation, FES, Duke, Exelon, IG5, RESA, Schools,
OFEF, Kroger, NFIB, Dominion Retail, AICUO, Grove City, and
OCMC.

On September 7, 2011, the ESP 2 Stipulation was filed by AEP-

Ohio, Staff, and other parties to resolve the issues raised in the

consolidated cases, including the present case.

On December 14, 2011, the Conurission adopted the ESP 2
Stipulation with modifications.

By entry on rehearing issued on February 23, 2012, the
Commission revoked its prior approval of the ESP 2 Stipulation,
finding that the signatory parties had not met their burden of
demonstrating that the stipulation, as a package, benefits
ratepayers and the public interest.

By entry issued on March 7, 2012, the Commission approved,
with modifications, AEP-Ohio’s proposed interim capacity
pricing mechanism.

A prehearing conference occurred on April 11, 2012,

A hearing commenced on April 17, 2012, and concluded on May
15, 2012. AEP-Ohio offered the direct testimony of five
witnesses and the rebuttal testimony of three witnesses.
Additionally, 17 witnesses testified on behalf of various
intervenors and three witnesses testified on behalf of Staff.

Initial briefs and reply briefs were filed on May 23, 2012, and
May 30, 2012, respectively,

By entry issued on May 30, 2012, the Comumission approved an

extension of AEP-Ohio’s interim capacity pricing mechanism
through July 2, 2012,
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(13) + The Commission has jurisdiction in this matter pursuant to
Sections 4905.04, 4905.05, and 4905.06, Revised Code.

{(14) The state compensation mechanism for AEP-Ohio, as set forth
herein, is just and reasonable and should be adopted.

ORDER:

it is, therefore,
ORDERED, That IEU-Ohio’s motion to dismiss this case be denied, It is, further,

ORDERED, That the motion for permission to appear pro hac vice instanter filed by
Derek Shaffer be granted, 1t is, further,

ORDERED, That the state compensation mechanism for AEP-Ohio be adopted as set
forth herein. Itis, further,

ORDERED, That AEP-Ohio be authorized to defer its incurred capacity costs not
recovered from CRES provider billings to the extent the total incurred capacity costs do not
exceed $188.88/ MW-day. Itis, further,

ORDERED, That the interim capacity pricing mechanism approved on March 7, 2012,
and extended on May 30, 2012, shall remain in place until the earlier of August 8, 2012, or
such time as the Commission issues its opinion and order in 11-346, at which point the state
compensation mechanism approved herein shall be incorporated into the rates to be
effective pursuant to that order. It is, further,

ORDERED, That nothing in this opinion and order shall be binding upon this

Commission in any future proceeding or investigation involving the justness or
reasonableness of any rate, charge, rule, or regulation. Itis, further, '
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ORDERED, That a copy of this opinion and order be served upon all parties of record
in this case.

. Co~ | | é/bﬁ f Consrnd

/Steven D. Lesser Andre T. Porter

Cheryt L. Roberto ‘ / Lymzsilaby

SJP/GNS/sc

Entered in the }oumal '

Barcy F. MicNeal
Secretary
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BEFORE
THE PUBLIC UTILITIES COMMISSION OF OHIO

In the Matter of the Commission Review of )
the Capacity Charges of Ohio Power )
Company and Columbus Southern Power )
Company. )

Case No. 10:2929-EL-UNC

CONCURRING OPINION
OF COMMISSIONERS ANDRE T. PORTER AND LYNN SLABY

The majority opinion and order balances the interests of consumers, suppliers, and
AEP-Ohio. It provides certainty for consumers and suppliers by resolving questions about
whether there will be a competitive electricity market in the AEP-Ohio territory,
specifically, and across this state, generally. It does so by establishing a state compensation
mechanism pursuant to which competitive retail electric suppliers have access to RPM-
based market capacity pricing, which will encourage competition among those suppliers,
resulting in the benefit to consumers of the lowest and best possible electric generation rates
in the AEP-Ohio territory.

Moreover, it recognizes the important function and commitment of AEP-Ohio as a
fixed resource requirement entity having dedicated capacity to serve consumers in its
service territory. However, these resources are not without cost. Accordingly, the order
allows AEP-Ohio to receive its actual costs of providing the capacity through the deferral
mechanism described therein, which we have determined, after thorough consideration of
the record in this proceeding, to be $188.88/MW-day. This result is a fair balance of all
interests because rather than subjecting AEP-Ohio to RPM capacity rates that were derived
from a market process in which AEP-Ohio did not participate, the order allows AEP-Ohio
to recover the costs of the agreement to which it was a participant —dedicating its capacity
to serve consumers in its service territory. Our opinion of this result, in this case, should not
be misunderstood as it relates to RPM; by joining the majority opinion, we do not, in any way,
agree to any description of RPM-based capacity rates as being unjust or unreasonable,

Finally, while we prefer to have the state compensation mechanism effective as of
today, we join with the majority in setting the effective date of August 8, 2012, or to coincide
with our as-yet unissued opinion and order in Docket No. 11-346-EL-SSO, whichever is
earlier. In an attempt to balance the deferral authorization created in this proceeding and
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the anticipated mechanism to be considered as part of Docket No. 11-346-EL-SSO to
administer the deferral, we agree that it is equitable to tie the decision being made in this

order to that in 11-346-EL-S50. However, we caution that the balance is only achieved
within an expeditious resclution of the 11-346-EL-550 docket by August 8, 2072,

Andre if.. Porter . v/ Lynn SlaV ‘
{

Entered in the ]oumai

JUL 02 20

ATP/1S/sc

G Neald

Barcy F. McNeal
Secretary
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BEFORE

THE PUBLIC UTILITIES COMMISSION OF OHIO

In the Matter of the Commission Review of )
the Capacity Charges of Ohio Power )

Company and Columbus Southern Power )
Company. )

Case No. 10-2929-EL-UNC

CONCURRING AND DISSENTING OPINION
OF COMMISSIONER CHERYL L. ROBERTO

I join my colleagues in updating the state compensation method for the Fixed
Resource Requirement from that originally adopted implicitly in AEP-Ohio's first ESP case,
Case No. 08-917-BL-850, et al., and explicitly in this matter to a cost-based rate of
$188.88/ MW-day.

I depart from the majority, however, in the analysis of the nature of the Fixed
Resource Requirement and, as a result, the basis for the Commission’s authority to update
the state compensation method for the Fixed Resource Requirement.

Additionally, I dissent from those portions of the majority opinion creating a deferral
of a portion of the authorized cost-based Fixed Resource Requirement rate adopted today.

What is a Fixed Resource Requirement?

In order to assure that the transmission system is reliable, PJM requires any one who
wishes to transmit eleciricity over the system to their customers! to provide reliability
assurance that they have the wherewithal - or capacity ~ to use the transmission system
without crashing it or otherwise destabilizing it for everyone elseZ The protocols for
making this demonstration are contained in the Reliability Assurance Agreement. Each
transmission system user must show that they possess Capacity Resources sufficient to
meet their own needs plus a margin for safety. These Capacity Resources may include a
combination of generation facilities, demand resources, energy efficiency, and Interruptible

1 These transmission users are known as a “Load Serving Entity” or “LSE.” LSE shall mean any entity (or
the duly designated agent of such an entity), including a load aggregator or power marketer, (i) serving
end-users within the PJM Region, and (i) that has been granted the authority or has an obligation
pursuant to state or Jocal law, regulation or franchise to sell electric energy to end-users located within the
PIM Region.  Relishility Assurance Agreement Among Load Serving Entities in the PJM Region, PJM
Interconnection, L1.C., Rate Schedule FERC No. 44 (effective date May 29, 2012) (hereinafter Reliability
Assurance Agreement), Section 1.44,

?  Section 5, Capacity Resource Commitment, PJM Open Access Transmission Taziff {effective date June 8,
2012), at 2395-2443,
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Load for Reliability3 Capacity Resources may even include a transmission upgrade? The
Fixed Resource Requirement is nothing more than an enforceable agreement that for a finite
period one transmission user will demonstrate on behalf of other fransmission users within
a specified territory that sufficient Capacity Resources exist to meet all of their respective
reliability needs. During this period, the transmission user offering to provide the Fixed
Resource Requirement is the sole authorized means by which a transmission user who opts
to use this service may demonstrate the adequacy of their Capacity Resources5 This
demonstration is embodied in a Fixed Resource Requirement Capacity Plan that describes a
portfolio of the generation, demand resources, energy efficiency, Interruptible Load for
Reliability, and transmission upgrades it plans to use to meet the Capacity Resource
requirements for the territory® The Ohio Supreme Court has noted that regional
transmission organizations, such as PJM, provide transmission services through FERC
approved rates and tariffs.? Thus, the Fixed Resource Requirement is a coramitment to
provide a transmission service pursnant to the tariffs filed by PJM with FERC.

As established in this matter, AEP-Ohio has committed to provide the PFixed
Resource Requirement for all transmission users offering electricity for sale to retail
customers within the footprint of its system.. No other entity may provide this service
during the term of the current AEP-Ohio Fixed Resource Requirement Capacity Plan.

Comimission Authority to Establish State Compensation Method
for the Fixed Resource Requirement Service

Chapter 4928, Revised Code, defines “retail electric service” to mean any service
involved in the supply or arranging for the supply of electricity to ultimate consumers in
this state, from the point of generation to the point of consumption. For purposes of
Chapter 4928, Revised Code, retail electric service includes, among other things,
transmission service® As discussed, supra, AEP-Ohio is the sole provider of the Fixed
Resource Requirement service for other transmission users operating within its footprint
until the expiration of its obligation on June 1, 2015. As such, this service is a
“noncompetitive retail electric service” pursuant to Sections 4928.01(A)(21) and 492803,
Revised Code. This Commission is empowered to set rates for noncompetitive retail electric
services. ‘While PJM could certainly propose a tariff for FERC adoption directing PIM to

3 Reliability Assurance Agreement, Schedule 6, Procedures for Demand Resources, ILR, and Energy
Efficiency.

4 Reliability Assurance Agreement, Schedule 8.1, Section D.6.

5 Reliability Assurance Agreement, Section 1.29 defines the Fixed Resource Requirement Capacity Plan to
mean & Jong-term plan for the commitment of Capacity Resources to satisfy the capacity obligations of a
Party that has elected the FRR Alternative, as more fully set forth in Schedule 8.1 to this Agreement.
Reliability Assurance Agreement, Section 7.4, Fixed Resource Requizement Alternative,

Okio Consumers’ Counsel p. PUCO, 111 Ohio St.3d. 384, 856 N.E.2d 940 {2006).

8 Section 4928.01(A)(27), Revised Code.
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establish 2 compensation method for Fixed Resource Requiremert service, it has opted not
to do so in favor of a state compensation method when a state chooses to establish one.
When this Commission chooses to establish a state compensation method for a
noncompetitive retail electric service, the adopted rate must be just and reasonable based
upon traditional cost-of-service principles.

This Commission previously established a state compensation method for AEP-
Ohio’s Fixed Resource Requirement service within AEP-Ohio’s initial ESP. AEP-Chio
received compensation for its Fixed Resource Requirement service through both the
provider of last resort charges to certain retail shopping customers and a capacity charge
levied on competitive retail providers that was established by the three-year capacity
auction conducted by PJM.? Since the Commission adopted this compensation method, the
Ohio Supreme Court reversed the authorized provider of last resort charges,)¢ and the
auction value of the capacity charges has fallen precipitously, as has the relative proportion
of shoppers to non-shoppers.

I agree with the majority that the Commission is empowered pursuant to its general
supervisory authority found in Sections 4905.04, 4905.05, and 4905.06, Revised Code to
establish an appropriate rate for the Fixed Resource Requirement service. I also agree that
pursuant to regulatory authority under Chapter 4905, Revised Code, as well as Chapter
4909, Revised Code a cost-based compensation method is necessary and appropriate.
Additionally, I find that because the Fixed Resource Requirement is a noncompetitive retail
electric service, the Commission must establish the appropriate rate based upon traditional
cost of service principles. Finally, I find specific authority within Section 4909.13, Revised
Code, for a process by which the Commission may cause further hearings and
investigations and may examine into all matters which may change, modify, or affect any
finding of fact previously made. Given the change in circumstances since the Comumission
adopted the initial state compensation for AEP-Ohio’s Fixed Resource Requirement service,
it is appropriate for the Commission to revisit and adjust that rate to reflect current
circumstances as we have today.

"Deferral”
In prior cases, this Commission has levied a rate or tariff on a group of customers but

deferred collection of revenues due from that group until a later date, In this instance, the
majority proposes to establish a rate for the Fixed Resource Requirement service provided

In the Matter of the Application of Columbus Southern Power Company for Approval of an Electric Security Plan;
an Amendment to its Corparate Separation Plan; and the Sale or Transfer of Certain Generating Assets, Case No,
08-917-EL-580, et al., Opinion and Order (March 18, 2009), Entry on Rehearing (J uly 23, 2009); In the Matter
of the Commission Review of the Capacity Charges of Ohio Power Company aud Columbus Southern Power
Company, Case No. 10-2925-EL-UNC, Entry (Decenber 8, 2010).

18 I e Application of Columbus 5. Power Co., 128 Ohio St3d 512 (2011).

00215



10-2929-EL-UNC 4

by AEP-Ohio to other transmission users but then to discount that rate such that the
transmission users will never pay it. The difference between the authorized rate and that
paid by the other transmission users will be booked for future payment not by the
transmission users but by retail electricity customers. The stated purpose of this device is to
promote competition.

As an initial matter, I am not convinced on the record before us that competition has
suffered sufficiently or will suffer sufficiently during the remaining term of the Fixed
Resource Requirement as the result of the state compensation method to warrant
intervention in the market. If it did, the Commission could consider regulatory options
such as shopping credits granted to the consumers to promote consumer entry into the
market. With more buyers in the market, in theory, more sellers should enter and prices
should fall. The method selected by the majority, however, attempts to entice more sellers
to the market by offering a significant, no-strings-attached, unearned benefit. This policy
choice operates on faith alone that sellers will compete at levels that drop energy prices
while transferring the unearned discount to consumers, If the retail providers do not pass
along the entirety of the discount, then consumers will certainly and inevitably pay twice
for the discount today granted to the retail suppliers. To be clear, unless every retail
provider disgorges 100 percent of the discount to consumers in the form of lower prices,
shopping consumers will pay more for Fixed Resource Requirements service than the retail
provider did. This represents the first payment by the consumer for the service. Then the
deferral, with carrying costs, will come due and the consumer will pay for it all over again —
plus interest,

I find that that the mechanism labeled a “deferral” in the majority opinion is an
unnecessary, ineffective, and costly intervention into the market that I cannot support.
Thus, I dissent from those portions of the majority opinion adopting this mechanism.

ol D T Aen o

Ch”eryl L. Roberto

CLR/sc

Entered in the Journ
G Meald

Barcy F, McNeal
Secretary
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THE PUBLIC UTILITIES COMMISSION OF OHIO

In the Matter of the Commission Review )

of the Capacity Charges of Ohio Power )
Company and Columbus Southern Power )

Case No, 10-2929-EL-UNC

Company. )

ENTRY ON REHEARING

The Commission finds:

(1)  On March 18, 2009, in Case No. 08-917-EL-SSO, et al., the
Comumission issued its opinion and order regarding the
application for an electric security plan (ESP) for Columbus
Southern Power Company (CSP) and Ohic Power
Company (OP) (jointly, AEP-Ohio or the Company),
pursuant to Section 4928.143, Revised Code (ESP 1 Order).2
The ESP 1 Order was appealed to the Ohio Supreme Court
and subsequently remanded to the Commission for further
proceedings.

(2)  On November 1, 2010, American Electric Power Service
Corporation (AEPSC), on behalf of AEP-Ohio, filed an
application with the Federal Energy Regulatory
Commission (FERC) in FERC Docket No. ER11-1995. On
November 74, 2010, at the direction of FERC, AEPSC
refiled the application in FERC Docket No. ER11-2183
(FERC filing). The application proposed to change the
basis for compensation for capacity costs to a cost-based
mechanism, pursuant to Section 205 of the Federal Power
Act and Section D.8 of Schedule 8.1 of the Reliability
Assurance Agreement (RAA) for the regional transmission
organization, PJM Interconnection, LLC (PJM), and
included proposed formula rate templates under which
AEP-Ohio would calculate its capacity costs.

1

By entry issued on March 7, 2012, the Commission approved and confirmed the merger of CSP into
OF, etfective December 31, 2011, In the Matter of the Application of Ohio Power Company and Columbus
Southern Power Company for Authority to Merge and Relaizd Approvals, Case No. 10-2376-EL-UNC.

In the Matter of the Application of Columbus Southern Power Company for Approval of an Electric Security
Plan; an Amendment to its Corporate Separation Plan; and the Sale ov Transfer of Certain Generating Asscts,
Case No. 08-917-BL-SS0; In the Matter of the Application of Ohio Power Company for Approval of its
Electric Security Plan; and an Amendment to its Corporate Separation Plan, Case No. 08-918-EL-S50.
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By enfry issued on December 8, 2010, in the above-
captioned case, the Commission found that an

“investigation was necessary in order to determine the

impact of the proposed change to AEP-Ohio’s capacity
charge (Initial Entry). Consequently, the Commission
sought public comments regarding the following issues: (1)
what changes to the current state compensation mechanism
(SCM) were appropriate to determine AEP-Ohio’s fixed
resource requirement (FRR) capacity charge to Ohio
competitive retail electric service (CRES) providers, which
are referred to as alternative load serving entities within
PIM; (2) the degree to which AEP-Ohio’s capacity charge
was currently being recovered through retail rates
approved by the Commission or other capacity charges;
and (3) the impact of AEP-Ohio’s capacity charge upon
CRES providers and retail competition in Ohio.
Additionally, in light of the change proposed by AEP-Ohio,
the Commission explicitly adopted as the SCM for the
Company, during the pendency of the review, the current
capacity charge established by the three-year capacity
auction conducted by PJM based on its reliability pricing
model {REM),

Section 4903.10, Revised Code, states that any party who
has entered an appearance in a Commission proceeding
may apply for a rehearing with respect to any matters
determined therein by filing an application within 30 days
after the entry of the order upon the Commission’s journal,

On January 7, 2011, AEP-Ohio filed an application for
rehearing of the Initial Entry. Memoranda contra AEP-
Ohio’s application for rehearing were filed by Industrial
Energy Users-Ohio (IEU-Ohio); FirstEnergy Solutions
Corp. (FES); Ohio Pariners for Affordable Energy (OPAE);
and Constellation Energy Commodities Group, Inc. and
Constellation NewEnergy, Inc. (jointly, Constellation).

On January 27, 2011, in Case No. 11-346-EL-S50, ef al.,
AEP-Ohio filed an application for a standard service offer

3

On November 17, 2011, OPAE filed a notice of withdrawal from this case,
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{(S80) in the form of a new ESP, pursuant to Section
4928.143, Revised Code (ESP 2 Case).4

(7) By entry dated February 2, 2011, the Commission granted
rehearing of the Initial Entry for further consideration of
the matters specified in AEP-Ohio’s application for
rehearing. The Commission noted that the SCM adopted
in the Initial Entry would remain in effect during the
pendency of its review.

(8) By entry issued on August 11, 2011, the attorney examiner
set a procedural schedule in order to establish an
evidentiary record on a proper SCM. The evidentiary
hearing was scheduled to commence on October 4, 2011,
and interested parties were directed to develop an
evidentiary record on the appropriate capacity cost
pricing/recovery mechanism, including, if necessary, the
appropriate components of any proposed capacity cost
recovery mechanism,

9  On September 7, 2011, a stipulation and recommendation
(ESF 2 Stipulation) was filed by AEP-Ohio, Staff, and other
parties to resolve the issues raised in the ESP 2 Case and
several other cases pending before the Commission
(consolidated cases),5 including the above-captioned case.
Pursuant to an entry issued on September 16, 2011, the
consolidated cases were consolidated for the sole purpose
of considering the ESP 2 Stipulation. The September 16,
2011, entry also stayed the procedural schedules in the

4

In the Malter of the Application of Columbus Southern Power Company and Chio 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 and 11-348-EL-8S0; In the Matier of the Application
of Columbus Southern Power Company and Ohio Power Company for Approval of Certain Accounting
Authority, Case No. 11-349-EL-AAM and 11-350-EL-AAM.

In the Matter of the Application of Ohio Power Company and Columbus Southern Power Company for
Authority to Merge and Related Approvals, Case No. 10-2376-BEL-UNC; In the Matter of the Application of
Columbus Southern Power Company to Amend its Emergency Curtailment Service Riders, Case No. 10-
B43-EL-ATA; In the Matter of the Application of Ohio Power Company to Amend its Emergency
Curiailment Service Riders, Case No. 10-344-EL-ATA; In the Matter of the Commission Review of the
Capacity Charges of Ohio Power Company and Columbus Southern Power Conpany, Case No. 10-2929-EL-
UNCG; In the Matter of the Application of Cofumbus Southern Power Company for Approval af a Mechanism
to Recover Deferred Fuel Costs Pursuant to Section 4928.144, Revised Code, Case No. 11-4920-EL-RDR; In
the Matter of the Application of Ohio Power Company for Approval of a Mechanism to Recover Deferred Fuel
Costs Pursuant to Section. 4928.144, Revised Code, Case No. 11-4921-EL-RDR,
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pending cases, including this proceeding, until the
Commission specifically ordered otherwise. The
evidentiary hearing on the ESP 2 Stipulation commenced
on October 4, 2011, and concluded on October 27, 2011.

On December 14, 2011, the Commission issued an opinion
and order in the consolidated cases, modifying and
adopting the ESP 2 Stipulation, including its two-tier
capacity pricing mechanism (Initial ESP 2 Order). On
January 23, 2012, the Commission issued an entry
clarifying certain aspects of the Initial ESP 2 QOrder (Initial
ESP 2 Clarification Entry). Subsequently, on February 23,
2012, the Commission issued an entry on rehearing in the
consolidated cases, granting rehearing in part (Initial ESP 2
Entry on Rehearing). Finding that the signatory parties o
the ESP 2 Stipulation had not met their burden of
demonstrating that the stipulation, as a package, benefits
ratepayers and the public interest, as required by the
Commission’s three-part test for the consideration of
stipulations, the Comumission rejected the ESP 2 Stipulation.
The Commission directed AEP-Ohio to file, no later than
February 28, 2012, new proposed tariffs to continue the
provisions, terms, and conditions of its previous ESP,
including an appropriate application of capacity charges
under the approved SCM established in the present case.

By entry issued on March 7, 2012, in the above-captioned
case, the Commission implemented an interim capacity
pricing mechanism proposed by AEP-Ohio in a motion for
relief filed on February 27, 2012 (Interim Relief Entry).
Specifically, the Comumission approved a two-tier capacity
pricing mechanism modeled after the one recommended in
the ESP 2 Stipulation. Approval of the interim capacity
pricing mechanism was subject to the dlarifications
contained in the Initial ESP 2 Clarification Entry issued in
the consolidated cases, including the clarification to include
mercantile customers as governmental aggregation
customers eligible to receive capacity pricing based on
PJM’s RPM.  Under the two-tier capacity pricing
mechanism, the first 21 percent of each customer class was
entitled to tier-one, RPM-based capacity pricing. All
customers of governmental aggregations approved on or
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(12)

(13)

(14)

(15)

(16)

(17)

before November 8, 2011, were also entitled to receive tier-
one, RPM-based capacity pricing. For all other customers,
the second-tier charge for capacity was $255/megawatt-
day (MW-day). In accordance with the Interim Relief
Entry, the interim rate was to remain in effect until May 31,
2012, at which point the charge for capacity under the SCM
would revert to the current RPM price in effect pursuant to
the PIM base residual auction for the 2012/2013 delivery
year.

On March 14, 2012, an application for rehearing of the
Interim Relief Entry was filed by the Retail Energy Supply
Association (RESA). Applications for rehearing were also
filed by FES and IEU-Ohio on March 21, 2012, and March
27, 2012, respectively. Memoranda contra the applications
for rehearing were filed by AEP-Ohio.

By entry issued on April 11, 2012, the Commission granted
rehearing of the Interim Relief Entry for further
consideration of the matters specified in the applications
for rehearing filed by RESA, FES, and JIEU-Ohio.

The evidentiary hearing in this case commenced on April
17, 2012, and concluded on May 15, 2012.

On April 30, 2012, AEP-Ohio filed a motion for extension of
the interim relief granted by the Commission in the Interim
Relief Entry. By entry issued on May 30, 2012, the
Commission approved an extension of the interim capacity
pricing mechanism through July 2, 2012 (Interim Relief
Extension Entry).

On June 15, 2012, an application for rehearing of the
Interim Relief Extension Entry was filed by FES.
Applications for rehearing were also filed by IEU-Ohio and
the Ohio Manufacturers’ Association (OMA) on June 19,
2012, and June 20, 2012, respectively. A memorandum
conira the applications for rehearing was filed by AEP-
Ohio on June 25, 2012,

By opinion and order issued on July 2, 2012, the

Commission approved a capacity pricing mechanism for
AEP-Ohio (Capacity Order). The Commission established
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$188.88/MW-day as the appropriate charge to enable AEP-
Ohio to recover its capacity costs pursuant to its FRR
obligations from CRES providers,  However, the
Commission also directed that AEP-Ohio’s capacity charge
to CRES providers should be the RPM-based rate,
including final zonal adjustments, on the basis that the
RPM-based rate will promote retail electric competition.
The Commission authorized AEP-Ohioc to modify its
accounting procedures to defer the incurred capacity costs
not recovered from CRES providers, with the recovery
mechanism to be established in the ESP 2 Case.

(18) By entry on rehearing issued on July 11, 2012, the
Commission granted rehearing of the Interim Relief
Extension Entry for further consideration of the matters
specified in the applications for rehearing filed by FES,
IEU-Ohio, and OMA.

(19) On July 20, 2012, AEP-Ohio filed an application for
rehearing of the Capacity Order. The Ohio Energy Group
(OEG]) filed an application for rehearing and a corrected
application for rehearing of the Capacity Order on July 26,
2012, and July 27, 2012, respectively. On August 1, 2012,
applications for rehearing of the Capacity Order were filed
by IEU-Ohio; FES; Ohio Association of School Business
Officials, Ohio School Boards Association, Buckeye
Association of School Administrators, and Ohio Schools
Council (collectively, Schools); and the Ohio Consumers’
Counsel (OCC). OMA and the Ohio Hospital Association
(OHA) filed a joint application for rehearing on August 1,
2012, Memoranda contra the various applications for
rehearing were filed by Duke Energy Retail Sales, LLC
(Duke); IEU-Ohio; FES; Schools; OMA; OCC; OEG; AEP-
Ohio; RESA; and Interstate Gas Supply, Inc, (IGS). Joint
memoranda contra were filed by Constellation and Exelon
Generation Company, LLC (Exelon)$; and by Direct Energy
Services, LLC and Direct Energy Business, LLC (jointly,
Direct Energy), along with RESA.

6 The joint memorandum contra was also signed or behalf of Exelon Energy Company, Inc,, which
has not sought intervention in this proceeding. As a non-party, its participation in the joint

memorandum contra was improper and, therefore, will not be afforded any weight by the
Commission.
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(20) On August 7, 2012, OEG filed a motion for leave to reply
and reply to the memorandum contra filed by AEP-Ohic
on August 6, 2012, On that same date, AEP-Ohio filed a
motion to strike OEG's motion and reply on the grounds
that Rule 4901-1-35, Ohio Administrative Code Q.AL),
does not provide for the filing of a reply to a memorandum
contra an application for rehearing.

The Comunission finds that OEG’s motion is procedurally
deficient in several respects. First, as we have recognized
in prior cases, Rule 4901-1-35, O.A.C,, does not contemplate
the filing of a reply to a memorandum contra an
application for rehearing” Additionally, although OEG's
filing is styled as a motion and reply, the filing is
essentially a reply only, lacking a motion and
memorandum in support. OEG, therefore, also failed to
comply with the requirements for a proper motion, as
specified in Rule 4901-1-12, O.A.C. In any event, the
Commission has reviewed OEG’s filing and finds that OEG
merely reiterates arguments that it has already raised
elsewhere in this proceeding. Accordingly, OEG’s motion
for leave to file a reply should be demied and its reply
should not be considered as part of the record in this
proceeding. Further, AEP-Ohio’s motion to strike should
be denied as moot,

(21) On August 15, 2012, the Commission issued an entry on
rehearing, granting rehearing of the Capacity Order for
further consideration of the matters specified in the
applications for rehearing filed by AEP-Chio, OEG, IEU-
Ohio, FES, Schools, OMA, OHA, and OCC.

(22) 'The Comunission has reviewed and considered all of the
arguments raised in the applications for rehearing of the
Initial Eniry, Interim Relief Entry, Interim Relief Extension
Entry, and Capacity Order. In this entry on rehearing, the
Commission will address all of the assignments of error by
subject matter as set forth below. Any arguments on
rehearing not specifically discussed herein have been

7 See, e.g.. In the Matter of the Commission Investigation of the Intrastate Universal Service Discounts, Case
No. 97-632-TP-CO}, Entry on Rehearing (July 8, 2009).
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thoroughly and adequately considered by the Commission
and are being denied.

Initial Entry

(23)

24

(25)

Turisdiction and Preemption

AEP-Ohio asserts that the Initial Entry i$ unreasonable and
unlawful because the Commission, as a creature of statute,
lacks jurisdiction under both federal and state law to issue
an order that affects wholesale rates regulated by FERC.
According to AEP-Ohio, the provision of generation
capacity to CRES providers is a wholesale transaction that
falls within the exclusive ratemaking jurisdiction of FERC,
AEP-Ohio adds that no provision of Title 49, Revised Code,
authorizes the Commission to establish wholesale prices
for the Company’s provision of capacity to CRES
providers. Additionally, AEP-Ohio believes that Section
D.8 of Schedule 8.1 of the RAA does not allow the
Commission to adopt RPM-based capacity pricing as the
SCM. AEP-Ohio argues that RPM-based capacity pricing,
as the default option, is an available pricing option only if
there is no SCM. ‘

On a related note, AEP-Ohio also contends that the
portions of the Initial Entry relating to the establishment of
an 5CM are in direct conflict with, and preempted by,
federal law. AEP-Ohio notes that Section D.8 of Schedule
8.1 of the RAA is a provision of a FERC-approved tariff
that is subject to FERC's exclusive jurisdiction. AEP-Ohio
further notes that the provision of capacity service to CRES
providers is 2 wholesale transaction that falls exclusively
within FERC's jurisdiction. Accordingly, AEP-Ohio argues
that the Commission’s initiation of this proceeding was an
attempt to delay or derail FERC's review of the Company’s
BERC filing and to usurp FERC’s role in resolving this
matter, and that the Commission has acted without regard
for the supremacy of federal law.

In its memorandum contra, IEU-Ohio contends that the
Commission has not exercised jurisdiction over any subject
that is within FERC's exclusive jurisdiction. According to
IEU-Ohio, because AEP-Ohio’s POLR charge was proposed
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and approved as a distribution charge and distribution
service is subject to the exclusive jurisdiction of the
Commission, the Commission’s determination as to what
compensation is provided by the POLR charge raises no
issue that is subject to FERC's jurisdiction. IEU-Chio also
notes that the Comumission has previously rejected the
argument that a specific grant of authority from the
General Assembly is required before it can make a
determination that has significance for purposes of
implementing a requirement approved by FERC.

(26)  FES argues that, pursuant to Section D.8 of Schedule 8.1 of
the RAA, AEP-Ohio, as an FRR Entity, has no option to
seek wholesale recovery of capacity costs associated with
retail switching, if an SCM is in place. Additionally, FES
asserts that the Commission has jurisdiction to review
AEP-Chio's rates. FES emphasizes that AEP-Ohio admits
that the Commission has broad authority to investigate
matters involving Ohio utilities and that the Commission
may explore such matters even as an adjunct to its own
participation in FERC proceedings.

(27)  As stated in the Initial Entry, Sections 4905.04, 4905.05, and
4905.06, Revised Code, grant the Commission authority to
supervise and regulate all public utilities within its
jurisdiction. The Commission’s explicit adoption of an
SCM for AEP-Ohio was well within the bounds of this
broad statutory authority. Additionally, we stated in the
Initial Entry that, in light of AEPSC's FERC filing, a review
was necessary to evaluate the impact of the proposed
change to AEP-Ohio’s existing capacity charge. Section
4905.26, Revised Code, provides the Commission with
considerable authority to initiate proceedings to investigate
the reasonableness of any rate or charge rendered or
proposed to be rendered by a public utility, which the Ohio
Supreme Court has affirmed on several occasions8 We
therefore, grant rehearing for the limited purpose of
clarifying that the investigation initiated by the
Commission in this proceeding was consistent with Section

8 Se, ¢.g., Ohio Consumers' Counisel v. Pub, Util. Comm., 110 Ohio St.3d 394, 400 (2006); Allnet
Communications Services, Inc. v. Pub. Uil Comm., 32 Ohio 5t.3d 115, 117 (1987); Ohio Utilities Co. v.
Fub. Util. Cemm., 58 Ohio St.2d 153, 156-158 (1979).
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(28)

4905.26, Revised Code, as well as with our authority under
Sections 4905.04, 4905.05, and 4905.06, Revised Code.

The Commission disagrees with AEP-Ohio that we have
acted in an area that is reserved exclusively to FERC or that
our actions are preempted by federal law. Although
wholesale fransactions are generally subject to the
exclusive jurisdiction of FERC, the Commission exercised
jurisdiction in this case for the sole purpose of establishing
an appropriate 5CM upon review of AEP-Ohio’s proposed
capacity charge. In doing so, the Commission acted
consistent with the governing section of the RAA, which, as
a part of PJM's tariffs, has been approved by FERC. Section
D.8 of Schedule 8.1 of the RAA acknowledges the authority
of the Commission to establish an SCM that, once
established, prevails over the other compensation methods
addressed in that section. In fact, following issuance of the
Initial Entry, FERC rejected AEPSC’s proposed formula
rate in light of the fact that the Commission had established
the 5CM.? Therefore, we do not agree that we have
intruded upon FERC's domain.

Provider of Last Resort (POLR) Charge

AEP-Ohio contends that the Initial Entry is unlawful and
unreasonable in finding that the POLR charge approved in
the ESP 1 Order reflected the Company’s cost of supplying
capacity for retail loads served by CRES providers and that
the POLR charge was based upon the continued use of
RPM pricing to set the capacity charge for CRES providers.
AEP-Ohio notes that the POLR charge related to an entirely
different service and was based on an entirely different set
of costs than the capacity rates provided for under Section
D.8 of Schedule 8.1 of the RAA. Specifically, AEP-Ohio
points out that the POLR charge was based on the right of
retail customers to switch to a CRES provider and
subsequently return to the Company for generation service
under S50 rates, whereas the capacity charge compensates
the Company for its wholesale FRR capacity obligations to
CRES providers that serve shopping customers. AEP-Ohio
argues that its retail POLR cdharge was not the SCM

9 American Electric Power Service Corporation, 134 FERC 9§ 61,039 (2011).
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envisioned under the RAA and did not compensate the
Company for the wholesale capacity that it makes available
as an FRR Entity under the RAA. '

(29} In its memorandum contra, IEU-Ohio argues that AEP-
Ohio’s POLR charge, as it was proposed by the Company
and largely approved by the Commission in the ESP 1
Order, included compensation for capacity costs. FES
agrees with IEU-Ohio that the POLR charge recovered
capacity costs associated with retail switching. Both IEU-
Ohio and FES note that AEP-Ohio’s testimony in support
of the POLR charge indicated that the charge would
compensate the Company for the challenges of providing
capacity and energy on short notice, FES adds that AEP-
Ohio’s POLR charge and its wholesale capacity charge
were both intended to recover capacity costs associated
with accommodating retail choice and ultimately pay for
the same generating capacity. FES and Constellation assert
that AEP-Ohio’s POLR charge was the SCM, contrary to
the Company’s claim.

(30) In the Initial Entry, the Commission noted that it had
approved retail rates for AEP-Ohio, including recovery of
capacity costs through the POLR charge to certain retail
shopping customers, based upon the continuation of the
current capacity charges established by PJM's capacity
auction. We find no error in having made this finding, The
Commission approved AEP-Ohio’s retail rates, including
the POLR charge, in the ESF 1 Order. For the most part,
the POLR charge was approved by the Commission as it
was proposed by AEP-Ohio.l0 AEP-Ohio’s testimony in
support of the POLR charge indicates that various inputs
were used by the Company to calculate the proposed
charge.ll. One of these inputs was the market price, a large
component of which was intended to reflect AEP-Ohio’s
capacity obligations as a member of PJM. Although the
purpose of the POLR charge was to compensate AEP-Chio
for the risk associated with its POLR obligation, we
nonetheless find that the POLR charge was approved, in

10 BSP 1 Order at 38-40.
11 Cos, Ex, 2-A at 12-34, 31-32; Tr. XI at 76-77; Tr. XIV at 245.
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(32)

(33)

part, to recover capacity costs assbciated with customer
shopping. Accordingly, we find that AEP-Ohio’s request
for rehearing should be denied.

Dhue Process

AEP-Ohio argues that the Initial Entry was issued in a
manner that denied the Company due process and violated
various statutes, including Sections 4903.09, 4905.26, and

1 4909.16, Revised Code. AEP-Ohio notes that, absent an

emergency situation under Section 4909.16, Revised Code,
the Commission must provide notice and a hearing before
setting a rate. AEP-Ohio argues that there is no emergency
in the present case and that the Commission was, therefore,
required to provide notice and a hearing pursuant to the
procedural requirements of Section 4905.26, Revised Code,
prior to imposing a capacity pricing mechanism that is
different from the mechanism proposed by the Company in
its FERC filing. Additionally, AEP-Ohio argues that the
Initial Entry was issued in the absence of any record and
that it provides little explanation as to how the
Commission arrived at its decision to establish a capacity
rate, contrary to Section 4903.09, Revised Code.

IEU-Ohio responds that the Initial Entry did not establish
or alter any of AEP-Ohio’s rates or charges and that the
entry merely confirmed what the Commission had
previously determined.

The Commission finds no merit in AEP-Ohio's due process
claims. The Initial Entry upheld a charge that had been
previously established in the ESP 1 Order. The Initial Entry
did not institute or even modify AEP-Ohio's capacity
charge, which was based on RPM pricing both before and
after issuance of the entry. The purpose of the Initial Entry
was to expressly establish the SCM and maintain RPM
pricing as the basis for the SCM during the pendency of the
review of AEP-Ohio’s proposed change to its capacity
charge. Additionally, we find that the rationale behind the
Initial Entry was sufficiently explained, consistent with. the
requirements of Section 4903.09, Revised Code. The
Commission clearly indicated that it was necessary to
explicitly establish the SCM based on RPM capacity pricing
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in light of AEPSC’s FERC filing proposing a cost-based
capacity charge. Thus, AEP-Ohio’s request for rehearing .
should be denied.

Interim Relief Entry
furisdiction

(34) 1EU-Ohio argues that the Interim Relief Entry is unlawful
because the Commission is without subject matter
jurisdiction to establish a cost-based capacity charge in this
proceeding.  IEU-Ohio notes that the Commission’s
ratemaking authority under state law is governed by
statute. According to TEU-Ohio, this case is not properly
before the Commission, regardiess of whether capacity
service is considered a competitive or noncompetitive retail
electric service.

(35)  As discussed above with respect to the Initial Entry and
addressed further below in regard to the Capacity Order,
the Commission finds that it has jurisdiction under state
law to establish an SCM, pursuant to the general
supervisory authority granted by Sections 4905.04, 4905.05,
and 4905.06, Revised Code, and that our review was
consistent with our broad investigative authority under
Section 4905.26, Revised Code. The Ohio Supreme Court
has recognized the Commission’s authority to investigate
an existing rate and, following a hearing, to order a new
rate.1? Additionally, we believe that a cost-based SCM may
be established for AEP-Ohio’s FRR capacity obligations,
pursuant to our regulatory authority under Chapter 4905,
Revised Code, as well as Chapter 4909, Revised Code,
which enable the Commission to use its traditional
regulatory authority to approve rates that are based on
cost. We find, therefore, that IEU-Ohio’s request for
rehearing should be denied.

12 Ohio Consumers’ Counsel v, Pub. Util. Comm., 110 Ohio St.3d 394, 400 (2006); Ohio Utilities Co. v. Pub.
Liti, Comm., 58 Ohio St.2d 153, 156-158 (1979).
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(36)  FES and IEU-Ohio contend that the Interim Relief Entry is
unreasonable, unlawful, and procedurally defective
because it effectively allowed AEP-Ohio to avoid the
statutory procedures to seek the relief granted by the
entry.® FES and IEU-Ohio argue that there is no remedy
or procedure to seek relief from a Commission order other
than to file an application for rehearing pursuant to Section
4903.10, Revised Code, and that the Commission, in
granting AEP-Ohio’s motion for relief, allowed the
Company to bypass the rehearing process. IEU-Ohio adds
that the Commission abrogated its prior order directing the
Company to implement RPM-based capacity pricing upon
rejection of the ESP 2 Stipulation, without determining that
the prior order was unjust or unwarranted,

(37) IEU-Ohio also asserts that the Interim Relief Entry is
unlawful and unreasonable because the Commission failed
to comply with the emergency rate relief provisions found
in Section 4909.16, Revised Code. IEU-Ohio adds that AEP-
Ohio has mot invoked the Commission’s emergency
authority pursuant to that statute and, in any event, the

Company failed to present a case supporting emergency
rate relief.

(38)  AEP-Ohio responds that its motion for relief did not seek to
revise the Initial ESP 2 Entry on Rehearing, which rejected
the ESP 2 Stipulation. Rather, AEP-Ohio submits that the
motion was filed, pursuant to Rule 4901-1-12, Q.A.C,, for
the purpose of seeking interim relief during the pendency
of the ESP 2 Case and the present proceedings. AEP-Ohio
adds that the motion for relief was properly granted based
on the evidence and that arguments to the contrary have
already been considered and rejected by the Commission.

(39)  The Commission finds that no new arguments have been
raised regarding the process by which AEP-Ohio sought,
and the Commission granted, interim relief. Although we
recognized in the Interim Relief Entry that AEP-Ohio may

13 IEU-Ohio joins in the application for rehearing filed by FES, in addition to raising ils own
assignments of error.
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(40)

(41)

(42)

#3)

have other means to challenge or seek relief from an
interim SCM based on RPM capacity pricing, we also
found that the Commission is vested with the authority to
modify the SCM that we established in the Initial Entry,
We continue to believe that, just as we have the necessary
authority to establish the SCM, as discussed elsewhere in
this entry, so too may we modify the SCM. Accordingly,
FES' and IEU-Ohio’s assignments of error should be
denied. :

Evidentiary Record and Basis for Commission’s Decision

FES asserts that the Interim Relief Entry is unlawful and
unreasonable in that it authorized AEP-Ohio to recover a
capacity rate allegedly based on its full embedded costs,
which costs are not authorized by the RAA, are not
recoverable under Ohio law, and do not reflect an offset for
energy revenues. FES contends that, because the ESP 2
Stipulation was rejected, the Commission lacks a record
basis to approve the negotiated rate of $255/MW-day as an
element of the interim SCM.

FES further argues that the Interim Relief Entry is not
based on probative evidence that AEP-Chio would suffer
immediate or irreparable financial harm under RPM-based
capacity pricing. FES adds that the Commission erred in
relying on AEP-Ohio’s loss of revenues from its unlawful
POLR charge as further justification for the tier-two rate of
$255/MW-day.

AEP-Ohio replies that FES' arguments regarding the two-
tiered capacity pricing structure have already been
considered and rejected by the Commission on more than
one occasion,

IEU-Ohio asserts that the Interim Relief Entry is unlawful
and unreasonable because there is no record to support the
Commission’s finding that the SCM could risk an unjust
and unreasonable result. Like FES, IEU-Ohio argues that it
was unreasonable for the Commission to rely on the fact
that AEP-Ohio is no longer recovering its POLR costs as
support for .the interim SCM, when the Commission
previously determined that the POLR charge was not
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(44)

(45)

(46)

justified. Further, IEU-Chio contends that the Commission
unreasonably relied on evidence supporting the ESP 2
Stipulation, given that the Commission rejected the
stipulation and elected instead to restart this proceeding.
Finally, regarding the Commission's reasoning that AEP-
Ohio must share off-system sales (0SS) revenues with its
affiliates pursuant to the AEP East Interconnection
Agreement (pool agreement), IEU-Ohio notes that there is
no evidence addressing any shortfall that may occur.

AEP-Ohio contends that its motion for relief was properly
made and properly granted by the Commission based on
probative evidence in the record. According to AEP-Ohio,
the Commission recognized that the Company’s ability to
mitigate capacity costs with off-system energy sales is
limited. AEP-Ohio adds that the Commission’s eventual
determination that the Company may not assess a POLR
charge does not contradict the fact that the Commission
initially relied upon the Company’s POLR charge in setting
RPM-based capacity pricing as the SCM in the Initial Entry.

IEU-Ohio also argues that the Interim Relief Entry is
unlawful and unreasonable because the rate increase is not
based on any economic justification as required by
Commission precedent.  According to IEU-Ohio, the
Commission stated, in the ESP 1 Order, that AEP-Ohio
must demonstrate the economic basis for a rate increase in
the context of a full rate review, IEU-Ohio argues that,
contrary to this precedent, AEP-Ohio made no showing,
and the Commission made no finding, that the Company
was suffering an economic shortfall.

The Commission again rejects claims that the relief granted
in the Interim Relief Entry was not based on record
evidence. The present case was consolidated with the
E5P2 Case and the other consolidated cases for the
purpose of considering the ESP 2 Stipulation. As we noted
in the Interim Relief Entry, the testimony and exhibits
admitted into the record for that purpose remain a part of
the record in this proceeding. Although the Commission
subsequently rejected the ESP 2 Stipulation, that action did
not purge the evidence from the record in this case. It was
thus appropriate for the Commission to rely upon that
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evidence as a basis for granting AEP-Ohio’s motion for
interim relief.

In the Interim Relief Entry, the Commission cited three
reasons justifying the interim relief granted, specifically the
elimination of AEP-Ohio’s POLR charge, the operation of
the pool agreement, and evidence indicating that RPM-
based capacity pricing is below the Company’s capacity
costs. With respect to the POLR charge, we merely noted
that AEP-Ohio was no longer receiving a revenue stream
that was intended, in part, to enable the Company to
recover capacity costs,  Although the Commission
determined that AEP-Ohio’s POLR charge was not
supported by the record on remand, nothing in that order
negated the fact that there are capacity costs associated
with an electric distribution utility’s POLR obligation and
that such costs may be properly recoverable upon a proper
record.}¥ Having noted that AEP-Ohic was no longer
receiving recovery of capacity costs through the POLR
charge, the Commission next pointed to evidence in the
record of the consolidated cases indicating that the
Company's capacity costs fall somewhere within the range
of $57.35/MW-day to $355.72/MW-day, as a merged
entity, Finally, we noted that, although AEP-Ohio may sell
its excess supply into the wholesale market when retail
customers switch to CRES providers, the pool agreement
limits the’ Company’s ability to fully benefit from these
sales, as the margins must be shared with its affiliates.15
Although IEU-Chio argues that AFP-Ohio failed to
demonstrate any shortfall resulting from the operation of
the pool agreement or any other economic justification for
the interim rate relief, IEU-Ohio offers insufficient support
for its theory that the Company must make such a
showing. We have previously rejected IEU-Ohio’s
argument that the Commission broadly stated in the ESP 1

14 Iy the Matter of the Application of Columbus Southern Power Company for Approval of an Electric Security
Plan; an Amendment to its Corporate Separation Plan; and the Sale or Transfer of Certain Generating Assets,
Case No. 08-917-EL-8SQ, et al., Order on Remand (October 3, 2011}

15 AEP-OhioEx.7at 17,
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Order that AEP-Ohio must demonstrate the economic basis
for a rate increase in the context of a full rate review.16

In light of the evidence discussed above, the Commission
reasonably concluded that an SCM based on the current
RPM pricing could risk an unjust and unreasonable result
for AEP-Ohjo. We determined that the two-tier capacity
pricing mechanism, as proposed by AEP-Ohio and
modified by the Commission, should be approved on an
interim basis, with the first tier based on RPM pricing, and
the second tier fixed at $255/MW-day, representing a
reasonable charge in the mid portion of the range reflected
in the record. Upon review of the arguments raised on
rehearing, we continue to believe that our rationale for
granting AEP-Ohio’s interim relief was thoroughly
explained, warranted under the unique circumstances, and
supported by the evidence of record in the consolidated
cases, Accordingly, FES' and IEU-Ohios requests for
rehearing should be denied.

Discriminatory Pricing

(47) FES argues that the Interim Relief Entry established an
interim SCM that imposed on certain castomers a capacity
price that was two times more than other customers paid,
contrary to the Commission’s duty to ensure
nondiscriminatory pricing and an effective competitive
market, and in violation of Sections 4905.33, 4905.35,
4928.02, and 4928.17, Revised Code.

(48) Similarly, IEU-Ohio contends that the Interim Relief Entry
is unlawful because the resulting rates were unduly
discriminatory and not comparable. IEU-Ohio notes that
the interim SCM authorized two different capacity rates
without any demonstration that the difference was
justified. IEU-Ohio adds that there has been no showing
that the capacity rates for CRES providers were comparable
to the capacity costs paid by S50 customers.

16 In the Matler of the Application of Columbus Southern Power Company for Approval of an Electric Security
Plan; ann Amendment to fts Corporate Separation Plan; and the Sale or Transfer of Certain Getierating Assels,
Case No. 08-917-EL-SS0, et al., Entry on Rehearing (December 14, 2011), at 5-6,
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(49) In response to many of IEU-Ohio’s various arguments,
including its discrimination claim, AEP-Ohio contends that
IEU-Ohio improperly attempts to relitigate issues that have
already been considered and rejected by the Commission,

(56) The Commission does not agree that the interim capacity
pricing authorized by the Interim Relief Entry was unduly
discriminatory or otherwise unlawful. We recognize that
customers who acted earlier than others to switch to a
CRES provider benefitted from their prompt action.
However, as we have determined on prior occasions, this
does not amount to undue preference nor create a case of
discrimination, given that all customers had an equal
opportunity to take advantage of the allotted RPM-based
capacity pricing.l? Rehearing on this issue should thus be
denied.

Transition Costs

(51) IEU-Ohio maintains that the Interim Relief Entry is
unlawful and unreasonable because it permitted AEP-Ohio
to recover transition costs in violation of state law.
According to IEU-Ohio, AEP-Ohio’s opportunity to recover
transition costs has ended, pursuant to Section 4928.38,
Revised Code. AEP-Ohio responds that IEU-Ohio merely
repeats an argument that the Commission has previously
rejected.

(52) The Commission disagrees that the Interim Relief Entry
authorized the recovery of transition costs. We do not
believe that the capacity costs associated with AEP-Ohio’s
FRR obligations constitute transition costs. Pursuant to
Section 4928.39, Revised Code, transition costs are costs
that, among meeting other criteria, are directly assignable
or allocable to retail electric generation service provided to
electric consumers in this state. AEP-Ohio’s provision of
capacity to CRES providers, as required by the Company’s
FRR capacity obligations, is not a retail electric service as

17 See, e.g., In the Matter of the Application of The Cincinnati Gas & Electric Company for Approval of its
Electric Transition Plan, Approval of Tariff Changes and New Tariffs, Authotity to Modify Current
Accounting Procedures, and Approval to Transfer its Generating Assets to an Exempt Wholesale Generator,
Case No. 99-1658-EL-ETP, ¢f af., Opinion and Order (August 31, 2000), at 41.
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defined by Section 4928.01(A)(27), Revised Code. The
capacity service in question is not provided directly by
AEP-Ohio to retail customers, but is rather a wholesale
transaction between the Company and CRES providers.
Because AEP-Ohio’s capacity costs are not directly
assignable or allocable to retail electric generation service,
they are not transition costs by definition. IEU-Ohio’s
assignment of error should be denied.

Allocation of RPM-Based Capacity Pricing

(53) RESA requests that the Commission grant rehearing for the
purpose of clarifying that the Interim Relief Entry did not
authorize AEP-Ohio to revoke RPM-based capacity pricing
to any customer who received such pricing pursuant to the
Commission’s approval of the ESP 2 Stipulation. RESA
asserts that, in order to maintain the status quo,
commercial customers that have been receiving RPM-based
capacity pricing should have continued to receive such
pricing. According to RESA, the Interim Relief Entry did
not direct AEP-Ohio to decrease the number of commercial
customers that were receiving RPM-based capacity pricing,.
RESA notes that the Interim Relief Entry states that the first
21 percent of each class shall receive RPM-based capacity
pricing, but it did not require that only 21 percent can
receive such pricing.

RESA argues that it would be unjust and unreasonable to
charge customers that were shopping and receiving RPM-
based capacity pricing prior to the Commission’s rejection
of the ESP 2 Stipulation, and while the ESP 2 Stipulation
was in place, the tier-two price for capacity. RESA also
argues that it is unjust and unreasonable to decrease the
amount of RPM-based capacity pricing for the commercial
class from the level authorized in the Initial ESP 2 Order, in
light of the fact that the Commission ordered an expansion
of RPM-based capacity pricing for governmental
aggregation. RESA concludes that the Commission should
clarify that any customer that began shopping prior to
September 7, 2012, and received RPM-based capacity
pricing shall be charged such pricing during the period
covered by the Interim Relief Entry.
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(54) Like RESA, FES also notes that AEP-Ohio has interpreted

(85}

the Interim Relief Entry to allow RPM-based capacity
pricing to be taken away from a significant number of
customers that were shopping as of September 7, 2011,
when the ESP 2 Stipulation was filed. FES notes that both
the ESP 2 Stipulation and the Initial ESP 2 Order
recognized that all shopping customers qualifying for
RPM-based capacity pricing as of September 7, 2011, would
be entitled to continue to receive such pricing. FES argues
that the Commission should have established an interim
SCM based on RPM prices or, alternatively, should confirm
that, during the interim period, all customers that were
shopping as of September 7, 2011, should receive RPM-
based capacity pricing.

AEP-Ohio contends that the applications for rehearing of
RESA and FES should be denied, because they are
essentially untimely applications for rehearing of the Initial
ESP 2 Clarification Entry in the consolidated cases. AEP-
Ohio asserts that the Interim Relief Entry merely confirmed
that the capacity pricing requirements of the Initial ESP 2
Clarification Entry were to continue on an interim basis,
even though the Commission rejected the ESP 2
Stipulation. AEP-Ohio believes that RESA and FES should
have raised their objections to the capacity pricing
requirements by seeking rehearing of the Initial ESP 2
Clarification Entry. AEP-Ohio further argues that RESA
and FES ignore the fact that the ESP 2 Stipulation was
rejected by the Commission in its entirety, which
eliminated all of the benefits of the stipulation, and,
therefore, RESA and FES have no basis upon which to
claim that CRES providers should receive those benefits.

Next, AEP-Ohio disputes RESA’s characterization of the
status quo, and argues that the Commission maintained the
status quo by retaining the capacity pricing set forth in the
Initial ESP 2 Clarification Entry. Finally, AEP-Ohio asserts
that the Initial ESP 2 Clarification Entry, which remained in
effect pursuant to the Interim Relief Entry, required that
each customer class receive an allocation of RPM-based
capacity pricing for 21 percent of its load, and did not
permit the reallocation of capacity from one customer class
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(56)

to another. AEP-Ohio argues that RESA has misconstrued
the Interim Relief Entry in representing the 21 percent as a
minimum, not a maximum.

Initially, the Commission disagrees with AEP-Ohio’s
argument that RESA’s and FES’ applications for rehearing
of the Interim Relief Entry are essentially untimely
applications for rehearing of the Initial ESP 2 Clarification
Entry. Although the Interim Relief Entry was subject to the

clarifications in the Initial ESP 2 Clarification Entry, the

entries are otherwise entirely distinct and were issued for
different purposes. Whereas the Initial ESP 2 Clarification
Entry was issued to clarify the terms of our approval of the
ESP 2 Stipulation, the Interim Relief Entry was issued to
approve an interim SCM in light of our subsequent
rejection of the ESP 2 Stipulation. We find that the
applications for rehearing of RESA and FES were
appropriate under the circumstances.

Further, the Commission clarifies that all customers that
were shopping as of September 7, 2011, should have
continued to receive RPM-based capacity pricing during
the period in which the interim SCM was in effect
Pursuant to the terms of the ESP 2 Stipulation as approved
by the Commission in the Initial ESP 2 Order, customers
that were taking generation service from a CRES provider
as of the date of the BSP 2 Stipulation (i.e, September 7,
2011) were to continue to be served under the RPM rate
applicable for the remainder of the contract term, induding
renewals1 In the Initial ESP 2 Clarification Entry, the
Commission confirmed that it had modified the ESP 2
Stipulation to prohibit the allocation of RPM-based
capacity pricing from one customer class to another and
that this modification dated back to the initial allocation
among the customer classes based on the September 7,
2011, data. This clarification was not intended to adversely
impact customers already shopping as of September 7,
2011. Likewise, the Interim Relief Entry, which was subject
to the clarifications in the Initial ESP 2 Clarification Eniry,
was not intended to discontinue RPM-based capacity

18 Initial ESP 2 Order at 25, 54.
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pricing for customers shopping as of September 7, 2011,
AEP-Ohio is directed to make any necessary adjustments to
CRES billings that occurred during the interim period,
consistent with this clarification.

Interim Relief Extension Entry

(57)

Evidentiary Record and Basis for Commission’s Decision

FES argues that the Interim Relief Extension Entry is
unreasonable and unlawful because it is not based on
probative or credible evidence that AEP-Ohio would suffer
immediate or irreparable financial harm under RPM-based
capacity pricing. FES asserts that AEP-Ohio’s claims
regarding the purported harm that would resuit from
RPM-based capacity pricing are overstated and
unsupported by any evidence in the record. FES adds that
AEP-Ohio made no attempt to comply with the
requirements for emergency rate relief.

Additionally, FES contends that the Interim Relief
Extension Entry is unreasonable and unlawful because it is
in direct conflict with the RAA and RPM, pursuant to
which capacity pricing is not based on a traditional cost-of-
service ratemaking methodology, but is instead intended
only to compensate RPM participants, including FRR
Entities, for ensuring reliability. According to FES,
capacity pricing is not intended to compensate AEP-Ohio
for the cost of its generating assets and only the Company’s
avoidable costs are relevant.

FES also argues that the Interim Relief Extension Entry is
unreasonable and unlawful because it imposed capacity
pricing above the RPM-based price on tier-one customers
that have always been entitled to RPM-based capacity
pricing, without any explanation or supporting evidence.
FES adds that tier-one customers and CRES providers will
be severely prejudiced by the Commission’s modification.

Finally, FES argues that the Interim Relief Extension Entry
is unreasonable and unlawful because it extended an
improper interim SCM without sufficient justification as to
why the Commission elected to continue above-market
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(38)

(59)

(60)

capacity pricing, despite its earlier determination that the
interim rates should only remain in effect though May 31,
2012. FES contends that the Commission relied on
traditional cost-of-service concepts that have no relevance
in this proceeding. '

OMA argues that the Commission’s approval of AEP-
Ohio’s proposal to increase and extend the Company's
interim capacity pricing is not supported by record
evidence. OMA adds that a majority of the Commission
was unable to agree on a rationale for granting the
extension. OMA concludes that the Commission should
reverse its decision to grant the extension or, in the
alternative, retain the interim capacity pricing adopted in
the Interim Relief Entry.

AEP-Ohio responds that the majority of the arguments
raised by FES and OMA have already been considered and
rejected by the Commission on numerous occasions during
the course of the proceeding and should again be rejected.
Regarding the remaining arguments, AEP-Ohio notes that
the Commission thoroughly addressed all of the arguments

that were raised in response to the Company’s motion for
extension.

As discussed above, the Commission finds that we
thoroughly explained the basis for our decision to grant
interim relief and approve an interim capacity pricing
mechanism as compensation for AEP-Ohio’s FRR
obligations. In granting an extension of the interim relief,
the Commission found that the same rationale continued to
apply. In the Interim Relief Extension Entry, we explained
that, because the circumstances prompting us to grant the
interim relief had not changed, it was appropriate to
continue the interim relief, in its current form, for an
additional period while the case remained pending. The
Commission also specifically noted that various factors had
prolonged the course of the proceeding and delayed a final
resolution, despite the Commission’s considerable efforts
to maintain an expeditious schedule. We uphold our belief
that it was reasonable and appropriate to extend the
interim  capacity pricing mechanism under these
circumstances. Therefore, rehearing should be denied.
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(61)

(62)

(63)

{64)

Extension of Interim SCM

FES argues that the Interim Relief Extension Entry is
unreasonable and urnlawful because it authorized the
extension of an interim SCM that is unlawful, as
demonstrated in FES' application for rehearing of the
Interim Relief Entry. Similarly, IEU-Ohio reiterates the
arguments raised in its briefs and application for reheating
of the Interim Relief Entry. AEP-Ohio replies that the
Commission has already addressed intervenors’ arguments
in the course of this proceeding.

As addressed above, the Commission does not agree that
the interim SCM was unlawful. For the same reasons
enumerated above with respect to the Interim Relief Entry,
the Commission finds nothing improper in our extension of
the interim SCM for a brief period.

Due Process

IEU-Ohio contends that the totality of the Commission’s
actions during the course of this proceeding violated IEU-
Ohio’s due process rights under the Fourteenth
Amendment. IEU-Ohio believes the Commission’s conduct
throughout this proceeding has subjected the positions of
parties objecting to AEP-Ohio’s demands to condemnation
without frial. In its memorandum contra, AEP-Ohio
argues that IEU-Ohio’s lengthy description of the
procedural history of this proceeding negates its due
process claim.

The Commission finds no merit in IEU-Ohio’s due process
claim. Pursuant to the procedural schedule, all parties,
including IEU-Ohio, were afforded ample opportunity to
participate in this proceeding through means of discovery,
a lengthy evidentiary hearing with cross-examination of
witnesses and presentation of exhibits, and briefing, IEU-
Ohio was also afforded the opportunity to respond to AEP-
Ohio’s motion for interim relief, as well as its motion for an
extension of the interim relief. As the record reflects, IEU-
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(65)

(66)

(67)

(68)

Ohio took full advantage of its opportunities and,
accordingly, its request for rehearing should be denied.

Requests for Escrow Account or Refund

OMA. asserts that the Interim Relief Extension Entry
undermined customer expectations and substantially
harmed Ohio manufacturers and other customers. OMA
notes that, as a result of the Interim Relief Extension Entry,
all customers, including customers in tier one, were
required to pay capacity rates that were substantially
higher than the current RPM-based capacity price, contrary
to their reasonable expectations, and to the detriment of
their business arrangements and the competitive market.
OMA adds that the Comumission failed to consider its
recommendation that AEP-Ohio deposit the difference
between the two-tiered interim relief and the RPM-based
capacity price in an escrow account,

IEU-Ohio asserts that the Commission should direct AEP-
Ohio to refund all revenue collected above RPM-based
capacity pricing, or at least to credit the excess collection
against regulatory asset balances otherwise eligible for
amortization through retail rates and charges.

In response to JEU-Ohio, AEP-Ohio asserts that many of
IEU-Ohio’s arguments are irrelevant to the Interim Relief
Extension Entry and thus inappropriate for an application
for rehearing. Further, AEP-Ohio disagrees with OMA that
there is no evidence that the Company would suffer harm
from RPM-based capacity pricing. AEP-Ohio also contends
that neither customers nor CRES providers can claim a
continuing expectation of such pricing or rely upon the
now rejected ESP 2 Stipulation.

For the reasons previously discussed, the Comunission
finds that the brief extension of the interim capacity pricing
mechanism, without modification, was reasonable under
the circumstances. Accordingly, we do not believe that
IEU-Ohio’s request for a refund of any amount in excess of
RPM-based capacity pricing and OMA’s request that an
escrow account be established are necessary or appropriate.
Further, if intervenors believed that extraordinary relief
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from the Interim Relief Extension Entry was required, the
appropriate course of action would have been to seek a
stay of the entry.

We do not agree that the Interim Relief Extension Entry
undermined customer expectations or caused substantial
harm to customers. This case was initiated by the
Commission nearly two years ago for the purposes of

reviewing AEP-Ohio’s capacity charge and determining

whether the SCM should be modified in order to promote
competition and to enable the Company to recover the
costs associated with its FRR capacity obligations, In any
event, as with any rate, there is no guarantee that the rate
will remain unchanged in the future. We find that the
Interim Relief Extension Entry appropriately balanced the
interests of AEP-Ohio, CRES providers, and customers,
which has been the Commission’s objective throughout this
proceeding,.

Capacity Order

(69)

(70

urisdiction

IEU-Ohio argues that the Capacity Order is unlawful and
unreasonable because the Commission is prohibited from
applying cost-based ratemaking principles or resorting to
Chapters 4905 and 4909, Revised Code, to supervise and
regulate generation capacity service from the point of
generation to the point of consumption. IEU-Ohio
contends that it makes no difference whether the service is
termed wholesale or retail, because retail electric service
includes any service from the point of generation to the
point of consumption. IEU-Ohic asserts that the
Commission’s authority with respect to generation service
is limited to the authorization of retail S50 rates that are
established in conformance with the requirements of
Sections 4928.141 to 4928.144, Revised Code.

The Schools contend that the Commission lacks authority
to set cost-based capacity rates, because AEP-Ohio’s
capacity service is a deregulated generation-related service.
The Schools believe the Commission’s authority regarding
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1)

capacity service is limited to effectuating the state’s energy
policy found in Section 4928.02, Revised Code.

In the Capacity Order, the Commission determined that it
has authority pursuant to Sections 4905.04, 4905.05, and
490506, Revised Code, to establish the SCM. We
determined that AEP-Ohio’s provision of capacity to CRES
providers is appropriately characterized as a wholesale
transaction rather than a retail electric service. We noted
that, although wholesale transactions are generally subject
to the exclusive jurisdiction of FERC, our exercise of
jurisdiction in this case was for the sole purpose of
establishing an appropriate SCM and is consistent with
Section D.8 of Schedule 8.1 of the FERC-approved RAA.
Additionally, we noted that FERC had rejected AEPSC’s
proposed formula rate in light of the fact that the
Cominission had established an SCM in the Initial Entry.1?
The Commission further determined, within its discretion,
that it was necessary and appropriate to establish a cost-
based SCM for AEP-Ohio, pursuant to our regulatory
authority under Chapter 4905, Revised Code, as well as
Chapter 4909, Revised Code, which authorized the
Commission to use its traditional regulatory authority to
approve rates that are based on cost, such that the resulting
rates are just and reasonable, in accordance with Section
4905.22, Revised Code. Because the capacity service at
issue is a wholesale rather than retail electric service, we
found that, although market-based pricing is contemplated
in Chapter 4928, Revised Code, that chapter pertains solely
to retail electric service and is thus inapplicable under the
circumstances. The Commission concluded that we have
an obligation under traditional rate regulation to ensure
that the jurisdictional utilities receive just and reasonable
compensation for the services that they render. However,
rehearing is granted to clarify that the Commission is
under no obligation with regard to the specific mechanism
used to address capacity costs, Such costs may be
addressed through an SCM that is specifically crafted to
meet the stated needs of a particular utility or through a
rider or other mechanism.

13 American Electric Power Service Corporation, 134 FERC § 61,039 (2011).
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The Commission carefully considered the question of
whether we have the requisite statutory authority in this
matter. We affirm our findings in the Capacity Order that
capacity service is a wholesale generation service between
AEP-Ohio and CRES providers and that the provisions of
Chapter 4928, Revised Code, that restrict the Commission’s
regulation of competitive retail electric services are
inapplicable. The definition of retail electric service found
in Section 4928.01(A)(27), Revised Code, is more narrow
than IEU-Ohio would have it. As we discussed in the
Capacity Order, retail electric service is “any service
involved in supplying or arranging for the supply of
electricity to ultimate consumers in this state, from the
point of generation to the point of consumption.” Because
AEP-Ohio supplies the capacity service in question to
CRES providers, rather than directly to retail customers, it
is not a retail electric service, as IEU-Ohio appears to
contend, or a deregulated service, as the Schools assert.

Additionally, as discussed above, we note that Section
4905.26,  Revised Code, grants the Commission
considerable authority to review rates?0 and authorizes our
investigation in this case. The Commission properly
initiated this proceeding, consistent with that statute, to
examine AEP-Ohio’s existing capacity charge for its FRR
obligations and to establish an appropriate SCM upon
completion of our review. We grant rehearing for the
limited purpose of clarifying that the Capacity Order was
issued in accordance with the Commission’s authority
found in Section 4905.26, Revised Code, as well as Sections
4905.04, 4905.05, and 4905.06, Revised Code.

Cost-Based SCM

(72) OCC argues that the Commission erred in adopting a cost-
based SCM rather than finding that the SCM should be
based on RPM pricing. Similarly, the Schools argue that
the Commission failed to find that RPM-based capacity

20 See, eg., Chio Consumers’ Counsel v. Pub, Uil Comm., 130 Ohio St3d 394, 400 (2006); Allnet
Communications Services, Inc. v. Pub. Uiil. Comm., 32 Ohio $t.3d 115, 117 {1987); Ohio Utilities Co. v.
Pub, Uiil. Comm., 58 Ohio St.2d 153, 156-158 (1979).
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(73)

(74)

(75)

pricing is reasonable and Jawful and should be reinstated
as the SCM. AEP-Chio replies that the arguments raised
by OCC and the Schools are unsupported and have already
been considered and rejected by the Commission. AEP-
Ohio notes that the Commission determined that it has the
authority to establish an SCM based on the costs associated
with the Company’s FRR capacity obligations.

FES contends that the Capacity Order unlawfully and
unreasonably established an SCM based on embedded
costs,  Specifically, FES argues that, pursuant to the
language and purpose of the RAA, the only costs that can
possibly be considered for pricing capacity in PJM are
avoidable, not embedded, costs and that AFP-Ohio's
avoidable costs would be fully recovered using RPM-based
pricing. FES asserts that AEP-Ohio’s FRR capacity
obligations are not defined by the cost of its fixed
generation assets but are instead valued based on PJM's
reliability requirements, FES believes that the Capacity
Order provides a competitive advantage to AEP-Ohio in
that the Company will be the only capacity supplier in PJM
that is guaranteed to recover its full embedded costs for
generation. FES notes that AEP-Ohio’s status as an FRR
Entity does not justify different treatment, as there is no
material difference between the FRR election and
participation in PJM’s base residual auction.

AEP-Ohio argues that the Commission appropriately
determined that cost, as the term is used in Section D.8 of
Schedule 8.1 of the RAA, refers to embedded cost. AEP-
Ohio notes that no reference to avoided cost is contained
within Section D.8 of Schedule 8.1 of the RAA and that, asa
patticipant in the drafting of the RAA, the Company
understood that the reference to cost was intended to mean
embedded cost. AEP-Ohio contends that, because avoided
costs are bid into the RPM’s base residual auction, FES
argument renders the option to establish a cost-based
capacity rate under Section D.8 of Schedule 8.1 of the RAA
meaningless,

Like FES, IEU-Ohio argues that the Capacity Order is in
conflict with the RAA for numerous reasans, including that
the order does not account for Delaware law; ignores the
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(76)

77

RAA’s focus on the entire PJM region and the RAA's
objective to support the development of a rtobust
competitive marketplace; finds that use of the term “cost”
in the RAA means embedded cost; and is based on AEP-
Ohio’s flawed assumptions that the Company is an FRR
Entity with owned and controlled generating assets that
are the source of capacity provided to CRES providers
serving retail customers in the Company's certified electric
distribution service area.

In its memorandum contra, AEP-Ohio notes that IEU-Chio
fails to explain how the application of Delaware law would
make any practical difference with respect to the
Commission’s interpretation of the RAA. AEP-Ohio argues
that the RAA cannot be interpreted to mean that state
commissions are constrained by Delaware law in
establishing an SCM, AEP-Ohio also contends that, if the
reference to cost in Section D.8 of Schedule 8.1 of the RAA
is interpreted as avoidable cost, it would render the
provision meaningless. AEP-Ohio adds that IEU-Ohio
relies on inapplicable US. Supreme Court precedent in

support of its argument that cost does not mean embedded
cost.

The Commission finds that the arguments raised by the
Schools, OCC, FES, and IEU-Ohio have already been
thoroughly considered by the Commission and should
again be denied. As discussed above, the Commission has
an obligation to ensure that AEP-Ohio receives reasonable
compensation for the capacity service that it provides. We
continue to believe that the SCM for AEP-Ohio should be
based on the Company’s costs and that RPM-based
capacity pricing would prove insufficent to yield
reasonable compensation for the Company’s provision of
capacity to CRES providers in fulfillment of its FRR
capacity obligations.

Initially, the Commission finds no merit in IEU-Ohio’s
claim that AEP-Ohio is not an FRR Entity. Although
AEPSC signed the RAA, it did so on behalf of the
Company.  The Commission also disagrees with FES’
contention that the Capacity Order affords an undue
competitive advantage to AEP-Ohio over other capacity
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(78)

suppliers in PJM. The Commission initiated this
proceeding solely to review AEP-Ohio’s capacity costs and
determine an appropriate capacity charge for its FRR
obligations. We have not considered the costs of any other

capacity supplier subject to our jurisdiction nor do we find

it appropriate to do so in this proceeding. Further, the
Commission does not agree that the SCM that we have
adopted is inconsistent with the RAA. Section D8 of
Schedule 8.1 of the RAA provides only that, where the state
regulatory jurisdiction requires that the FRR Entity be
compensated for its FRR capacity obligations, such SCM
will prevail. There are no requirements or limitations for
the SCM in that section or elsewhere in the RAA. Although
Section D.8 of Schedule 8.1 of the RAA specifically
contemplates that an SCM may be established by the state
regulatory jurisdiction, neither that section nor any other
addresses whether the SCM may provide for the recovery
of embedded costs, nor would we expect it to do so, given
that the FRR Entity’s compensation is to be provided by
way of a state mechanism. The Commission finds that we
appropriately adopted an SCM that is consistent with
Section D.8 of Schedule 8.1 of the RAA and state law and
that nothing in the Capacity Order is otherwise contrary to
the RAA.

Energy Credit

AEP-Ohio raises numerous issues with respect to the
energy credit recommended by Staff's consultant in this
case, Energy Ventures Analysis, Inc. (EVA), which was
adopted by the Commission in the Capacity Order. In its
first assigmunent of error, AEP-Ohié contends that the
Commission’s adoption of an energy credit of
$147.41/MW-day was flawed, given that EVA assumed a
static shopping level of 26,1 percent throughout the
relevant timeframe. AEP-Ohio notes that, according to
Staff's own witness, the energy credit should be lower
based upon the established shopping level of thirty percent
as of April 30, 2012. AEP-Ohio adds that the energy credit
should be substantially lower based upon the increased
levels of shopping that will occur with RPM-based capacity
pricing. AEP-Ohio believes that there is an inconsistency
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(79)

(80)

between the Commission’s recognition in the Capacity
Order that RPM-based pricing will cause shopping to
increase and the Commission’s adoption of EVA's
methodology without an adjustment to reflect a higher
level of shopping. At a minimum, AEP-Ohio argues that
the Commission should account for the actual shopping
level as of the date of the Capacity Order.

IEU-Ohio responds that the arguments raised by AEP-Ohio
in its application for rehearing assume that the
Commission may act beyond its statutory jurisdiction to set
generation rates and that the Commission may unlawfully
authorize the Company to collect transition revenue. IEU-
Ohio also contends that all of AEP-Ohio’s assignments of
error that relate to the energy credit are based on the
flawed assumption that the Company identified and
established the incurred cost of satisfying the FRR Entity’s
capacity obligations. IEU-Ohio notes that AEP-Ohio’s cost-
based methodology relies on the false assumption that the
Company’s owned and controlled generating assets are the
source of capacity available to CRES providers serving
customers in the Company’s distribution service territory.

AEP-Ohio also argues that there are a number of errors in
EVA’s energy credit, resulting in an energy credit that is
unreasonable and against the manifest weight of the
evidence. AEP-Ohio contends that the Commission
adopted EVA’s energy credit without meaningful
explanation or analysis and abdicated its statutory duty to
make reasonable findings and conclusions, in violation of
Section 4903.09, Revised Code.

Specifically, AEP-Ohio asserts that EVA’s methodology
does not withstand basic scrutiny and is largely a black box
that cannot be meaningfully tested or evaluated by others;
EVA failed to calibrate its model or otherwise account for
the impact of zonal rather than nodal prices; EVA erred in
forecasting locational marginal prices (LMP) instead of
using available forward energy prices, which were used by
Staff in the ESP 2 Case; EVA used inaccurate and
understated fuel costs; EVA failed to use correct heat rates
to capture minimum and start time operating constraints
and associated cost impacts; EVA wrongly incorporated
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(81)

(62)

traditional OSS margins and otherwise failed to properly
reflect the impact of the pool agreement; and EVA's
estimate of gross margins that AEP-Ohio will earn from
June 2012 through May 2015 are overstated by nearly 200
percent. AEP-Ohio argues that, at a minimum, the
Commission should conduct an evidentiary hearing on
rehearing to evaluate the accuracy of EVA’s energy credit
compared to actual results. In support of its request, AEP-
Ohio proffers that EVA’s forecasted energy margins for
June 2012 were more than three times higher than the
Company’s actual margins, resulting in an energy credit
that is overstated by $91.52/MW-day, and that provisional
data for July 2012 confirms a similar degree of error in
EVA's projections.

AEP-Ohio also points out that Staff admitted to significant,
inadvertent errors in Staff witness -Harter’s testimony
regarding calculation of the energy credit and that Staff
was granted additional time to present the supplemental
testimony of Staff witness Medine in an attempt 1o correct
the errors. AFEP-Ohio notes that Staff presented three
different versions of EVA’s calculation of the energy credit,
which was revised twice in order to address errors in the
calculation.  AEP-Ohio asserts that the Commission
nevertheless adopted EVA’s energy credit without mention
of these procedural irregularities. In any event, AEP-Chio
believes that Ms. Medine’s testimony only partially and
superficially addressed Mr, Harter’s errors. According to
AEP-Ohio, the Commission should grant the Company’s
application for rehearing and address the remaining
fundamental deficiencies in EVA's methodology in order to
avoid a reversal and remand from the Ohio Supreme
Court.

FES responds that the Commission already considered and
rejected each of AEP-Ohio's arguments. FES adds that
there are flaws in the energy credit calculated by AEP-
Ohio’s own witness and that the Company's criticisms of
EVA’s approach lack merit.

The Commission finds that AEP-Ohio’s assignments of
error regarding the energy credit should be denied. First,
with respect to EVA's shopping assumption, we find
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nothing inappropriate in EVA's use of a static shopping
level of 26 percent, which reflects the actual level of
shopping in AEP-Ohio’s service territory as of March 31,
2012, which was around the time of EVA's analysis, We
recognize that the level of shopping will continually
fluctuate in both directions. For that reason, we believe
that it was appropriate for EVA to use the actual level of
shopping as of a recent date, rather than a projection, and
find that EVA’s figure is a reasonable approximation,
EVA’s use of a static shopping level provides certainty to
the energy credit and capacity rate. The alternative would
be to review the level of shopping at regular intervals, an
option that would unreasonably necessitate continual
recalculations of the energy credit to reflect the shopping
level of the moment, while introducing uncertainty into the
capacity rate. The Comamission also notes that, contrary to
AEP-Ohio’s assertion, Staff witness Medine did not testify

.that the energy credit should be adjusted to reflect the
current level of shopping. Rather, Ms. Medine testified
only that EVA assumed a shopping level of 26 percent,
which was the level of shopping as of March 31, 2012, and
that this figure was used as a conservative approach.2!

Regarding the alleged errors in EVA’s approach, the
Conunission notes initially that we explained the basis for
our adoption of EVA's energy credit in the Capacity Order,
consistent with the requirements of Section 4903.09,
Revised Code. A review of the testimony of Staff witnesses
Medine and Harter reflects that EVA sufficiently described
its methodology, including the fuel costs and heat rates
applied in this case; its decision to use zonal prices and
forecasted LMP; and its accounting for OSS margins and
operation of the pool agreement22 We affirm our finding
that, as a whole, EVA’s energy credit, as adjusted by the
Commission, is reasonable. Although AEP-Ohio contends
that EVA should have used different inputs in a number of
respects, we do not believe that the Company has
demonstrated that the inputs actually used by EVA are
unreasonable. AEP-Ohio’s preference for other inputs that

21 Tr X at 2189, 2194; Staff Ex. 105 at 19.
22 Staff Ex, 101 at 6-11, 105 at 4-19,
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would result in an outcome more to its liking is not a
sufficient ground for rehearing. Neither do we find any
relevance in AEP-Ohio’s claimed procedural irregularities
with respect to EVA’s testimony. Essentially, the
Commission was presented with two different
methodologies for calculating the energy credit, both of
which were questioned and criticized by the parties.
Overall, the Commission believes that EVA’s approach is
the more reasonable of the two in projecting AEP-Ohio’s
future energy margins and that it will best ensure that the
Company does not over recover its capacity costs.

Authorized Compensation

(83) OCC argues that the Commission erred in finding that

(84)

(85)

compensation of $188.88/MW-day is an appropriate charge
to enable AEP-Ohio to recover its capacity costs for its FRR
obligations from CRES providers, OCC notes that there is
no evidence to support the Commission's finding, given
that no party recommended a charge of $188.88/MW-day.
OCC further notes that the Commission adopted AEP-
Ohio’s unsupported return on equity (ROE), without
explanation, in violation of Section 4903.09, Revised Code.

In response to OCC, as well as similar arguments from
OMA and OHA, AEP-Ohio asserts that the ROE approved
by the Commission is supported by relevant and
competent evidence and that the ROE is appropriate for the
increased risk associated with generation service. Given
the considerable evidence in the record, AFEP-Chio
contends that the rationale for the Commission’s rejection
of Staff's proposed downward adjustment to the
Company’s proposed ROE is evident.

In the Capacity Order, the Commission explained
thoroughly based on the evidence in the record how it
determined that $188.88/MW-day is an appropriate
capacity charge for AEP-Ohio’s FRR obligations. We also
explained that we declined to adopt Staff's recommended
ROE, given that it was solely based on a stipulated ROE
from an unrelated case, and concluded that the ROE
proposed by AEP-Ohio was reasonable under the
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circumstances in the present case. The evidence of record
reflects that AEP-Ohio’s proposed ROE is consistent with
the ROEs that are in effect for the Company’s affiliates for
wholesale transactions in other states2® Therefore, the
requests for rehearing should be denied.

Deferral of Difference Between Cost and RPM

Deferral Authority

IEU-Ohio argues that the Commission is prohibited under
Section 4928.05(A), Revised Code, from regulating or
otherwise creating a deferral associated with a competitive
retail electric service under Section 4905.13, Revised Code,
and that the Commission may only authorize a deferral
resulting from a phase-in of an SSO rate pursuant to
Section 4928.144, Revised Code. IEU-Ohio further notes
that, under generally accepted accounting principles
(GAAP), only an incurred cost can be deferred for future
collection, and not the difference between two rates. IEU-
Ohio also asserts that the Commission unreasonably and
unlawfully determined that AEP-Ohio might suffer
financial harm if it charged RPM-based capacity pricing
and established compensation for generation capacity
service designed to address the financial performance of
the Company’s competitive generation business, despite
the Commission’s prior confirmation that the Company's
earnings do not matter for purposes of establishing
generation rates.

AEP-Uho asserts that it was unreasonable and unlawful for
the Commission to adopt a cost-based SCM and then order
the Company to charge CRES providers the lower RPM-
based capacity pricing. Specifically, AEP-Ohio contends
that it was unreasonable and unlawful to require the
Company to charge any price other than $188.88/MW-day,
which the Commission established as the just and
reasonable cost-based rate. AEP-Ohio argues that the
Commission has no statutory authority to require the
Company to charge CRES providers less than the cost-

23 Ty M at 305,
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(90)

o1

(2)

based capacity rate that the Commission determined was
just and reasonable,

In its memorandum contra, IEU-Ohic argues that AEP-
Ohio assumes that the Commission may act beyond its
statutory jurisdiction to set generation rates and that the
Commission may unlawfully authorize the Company to
collect transition revenue. IEU-Ohio adds that customer
choice will be frustrated if the Commission grants the relief
requested by AEP-Ohio in its application for rehearing.

The Schools respond that AEP-Ohio should not complain
that the Commission lacks authority to order a deferra),
given that the Company has refused to accept the
ratemaking formula and related process contained in
Sections 4909.15, 4909.18, and 4909.19, Revised Code. The
Schools add, however, that the Commission has wide
discretion to issue accounting orders under Section 4905.13,
Revised Code, in cases where the Commission is not setting
rates pursuant to Section 4909.15, Revised Code.

RESA and Direct Energy argue that the Conunission’s
approach is consistent with Ohio's energy policy,
supported by the record, and reasonable and lawful. RESA
and Direct Energy believe that the Commission
pragmatically balanced the various competing interests of
the parties in establishing a just and reasonable SCM.

Noting that nothing prohibits the Commission from
bifurcating the means of recovery of a just and reasonable
tate, Duke teplies that AEP-Ohio’s argument is not well
founded, given that the Company will be made whole
through the deferral mechanism to be established in the
ESP 2 Case.

In the Capacity Order, the Commission authorized AEP-
Ohio to modify its accounting procedures to defer the
incurred capacity costs not recovered from CRES providers
and indicated that a recovery mechanism for the deferred
capacity costs would be established in the ESP 2 Case. We
find nothing unlawful or unreasonable in this approach,
We continue to believe that it appropriately balances our
objectives of enabling AEP-Ohio to fully recover its
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capacity costs incurred in carrying out its FRR obligations,
while encouraging retail competition in the Company’s
service territory.

The Commission finds no merit in the arguments that we
lack the authority to order the deferral. As we noted in the
Capacity Order, the Commission relied upon the authority
granted to us by Section 4905.13, Revised Code, in directing
AEP-Ohio to modify its accounting procedures to defer a
portion of its capacity costs. Having found that the
capacity service at issue is not a retail electric service and
thus not a competitive retail electric service, IEU-Ohio’s
argument that the Commission may not rely on Section
4905.13, Revised Code, is unavailing. Neither do we find
that authorization of the deferral was contrary to GAAP or
prior Commission precedent, as IEU-Ohio contends. The
requests for rehearing of IEU-Ohio and AEP-Ohis should,
therefore, be denied.

Competition

AEP-Ohio contends that it was unreasonable and unlawful
for the Commission to require the Company to supply
capacity to CRES providers at a below-cost rate to promote
artifidal, uneconomic, and subsidized competition that is
unsustainable and likely to harm customers and the state
economy, as well as the Company.

Duke disagrees, noting that the evidence'is to the contrary.
Duke adds that the other Ohio utilities use RPM-based
capacity pricing without causing a flood of unsustainable
competition or damage {o the economy in the state. FES
responds that the deferral authorized by the Commission is
an appropriate way to spur real competition and to prevent
the chilling effect on competition that would resuit from
above-market capacity pricing, FES contends that there is
nothing artificial in allowing customers to purchase
capacity from willing sellers at market rates. RESA and
Direct Energy agree, noting that the Capacity Order will
promote real competition among CRES providers to the
benefit of customers.
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As the Corumission thoroughly addressed in the Capacity
Order, we believe that a capacity charge assessed to CRES
providers on the basis of RPM pricing will advance the
development of true competition in AEP-Ohio’s service
territory, We do not agree with AEP-Ohio that there is
anything artificial in charging CRES providers the same
market-based pricing that is used throughout PJM.
Lacking any merit, AEP-Ohio’s assignment of error should
be denied. :

Existing Contracts

AEP-Ohio argues that it was unreasonable and unlawful,
as well as unnecessary, for the Commission to extend RPM-
based pricing to customers that switched to a CRES
provider at a capacity price of $255/MW-day. AEP-Ohio
asserts that CRES providers will enjoy a significant
windfall to the Company’s financial defriment. According
to AEP-Ohio, the Capacity Order should not apply to
existing contracts with a capacity price of $255/MW-day.

Duke responds that AEP-Ohio offers no evidence that these
contracts prohibit renegotiation of pricing for generation
supply. IEU-Ohio asserts that AEP-Ohio’s argument must
be rejected because the Company may not charge a rate
that has not been authorized by the Commission, and the
Company has not demonstrated that it has any valid basis
to charge $255/MW-day for capacity supplied to CRES
providers. IEU-Ohio adds that there is likewise no basis to
conclude that CRES providers will enjoy a windfall, given
the fact that the Commission earlier indicated that RPM-
based capacity pricing would be restored and such pricing
comprised the first tier of the interim capacity pricing
mechanism. FES also contends that there is no justification
for discriminating against customers formerly charged
$255/MW-day for capacity by requiring them to continue
to pay above-market rates. RESA and Direct Energy add
that customers that were charged $255/MW-day elected to
shop with the expectation that they would eventually be
charged RPM-based capacity pricing. OMA agrees that
customers had a reasonable expectation of RPM-based
capacity pricing, regardless of when they elected to shop.
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OMA notes that AEP-Ohio’s argument is contrary to state
policy, which requires that nondiscriminatory retail electric
service be available to consumers.

The Commission finds no merit in AEP-Ohio’s argument
and its request for rehearing should, therefore, be denied.
The contracts in question are between CRES providers and
their customers, not AEP-Ohio. It is for the parties to each
contract to determine whether the contract pricing will be
renegotiated in light of the Capacity Order. As between
AEP-Ohic and CRES providers, the Company should
charge the applicable RPM-based capacity pricing as
required by the Capacity Order.

State Policy

IEU-Ohio believes the deferral mechanism is in conflict
with the state policy found in Section 4928.02, Revised
Code, which generally supports reliance on market-based
approaches to set prices for competitive services such as
generation service and strongly favors competition to
discipline prices of competitive services.

AEP-Ohio asserts that it was unreasonable and unlawful
for the Commission to rely on the state policies set forth in
Sections 492802 and 4928.06(A), Revised Code, as
justification for reducing CRES providers’ price of capacity
to RPM-based pricing, after the Commission determined
that Chapter 4928, Revised Code, does not apply to the
capacity charge paid by CRES providers to the Company.
AEP-Ohio argues that the Commission determined that the
chapter is inapplicable to the Company’s capacity service
but then unreasonably relied upon it anyway.

Duke disagrees, noting that the impact of AEP-Ohio’s
capacity charge on retail competition in Ohdo is an issue for
Commission review in this proceeding and that the issue
cannot be considered without reference to state policy.
IEU-Ohic adds that AEP-Ohio has urged the Commission
in this proceeding to rely on the state policy found in
Section 4928.02, Revised Code. IEU-Ohio also points out
that the Commission is required to apply the state policy in
making decisions regarding generation capacity service.
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FES contends that, if the Commission has the authority to
create a cost-based SCM, then it also has the authority to
follow the express guidance of Chapter 4928, Revised
Code, and encourage competition through the use of
market pricing. RESA and Direct Energy note that Section
4928.02, Revised Code, contains the state’s energy policy,
parts of which are not limited to retail electric services.
RESA and Direct Energy contend that the Capacity Order
is consistent with Section 4928.02(C), Revised Code, which
requires a diversity of electricity supplies and suppliers.

Initially, the Comunission notes that, although we
determined that Chapter 4928, Revised Code, has no
application in terms of the Commission’s authority to
establish the SCM, we have made it clear from the outset
that one of the objectives in this proceeding was to
determine the impact of AEP-Ohio’s capacity charge on
CRES providers and retail competition in Ohio. The
Commission cannot accomplish that objective without
reference to the state policy found in Section 4928.02,
Revised Code. Further, as the Commission stated in the
Capacity Order, we believe that RPM-based capacity
pricing is a reasonable means to promote retail
competition, consistent with the state policy objectives
enumerated in Section 4928.02, Revised Code. We do not
agree with IEU-Ohio that the deferral of a portion of AEP-
Ohio’s capacity costs is contrary to any of the state policy
objectives identified in that section. The assignments of
error raised by AEP-Ohio and JEU-Ohio should be denied.

Evidentiary Record and Basis for Commission’s
Decision

OCC contends that there is no evidence in the record that
supports or even addresses a deferral of capacity costs and
that the Commission, therefore, did not base its decision on
facts in the record, contrary to Section 4903.09, Revised
Code. OCC also asserts that the Commission erred in
authorizing carrying charges based on the weighted
average cost of capital (WACC) until such time as a
recovery mechanisin was approved in the ESP 2 Case.
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OCC believes that any carrying charges should be
calculated based on AEP-Ohio’s long-term cost of debt.

(104) AEP-Ohio responds that OCC’s argument is moot. AEP-
Ohio explains that the SCM and associated deferral did not
take effect until August 8, 2012, which was the date on
which the Commission approved a recovery mechanism in
the ESP 2 Case, and, therefore, the WACC rate did not

apply.

(105) Like OCC, IEU-Ohio contends that the Commission’s
authorization of carrying charges lacks any supporting
evidence in the record and that the carrying charge rates
approved are excessive, arbitrary, capricious, and contrary
to Commission precedent.

(106) The Commission notes that QCC appears to assert that the
Commission may not authorize a deferral unless it has first
been proposed by a party to the proceeding. We find no
basis for OCC’s apparent contention that the Commission
may not authorize a deferral on our own initiative. As
discussed above, the Commission has the requisite
authority pursuant to Section 4905.13, Revised Code,
Further, the reasons prompting our decision were
thoroughly explained in the Capacity Order and supported
with evidence in the record, as reflected in the order. We
thus find no violation of Section 4903.09, Revised Code.

Regarding the specific carrying cost rates authorized, the
Commission finds that it was appropriate to approve the
WACKC rate until such time as the recovery mechanism was
established in the ESP 2 Case, in order to ensure that AEP-
Ohio was fully compensated, and to approve the long-term
debt rate from that point forward. As we have noted in
other proceedings, once collection of the deferred costs
begins, the risk of non-collection is significantly reduced.
At that point, it is more appropriate to use the long-term
- cost of debt rate, which is consistent with sound regulatory
practice and Commission precedent2* In any event, as

2 In the Matter of the Application of Columbus Southern Power Company and Ohie Power Company to Adjust
Each Company's Transmission Cost Recovery Rider, Case No. 08-1202-EL-UNC, Finding and Order
(December 17, 2008); In the Matter of the Application of Columbus Southern Power Company and Ohio
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AEP-Ohio notes, OCC's argument is moot, Because the
SCM took effect on the same date on which the deferral
recovery mechanism was approved in the ESP 2 Case, there
was no period in which the WACC rate applied.
Accordingly, OCC’s and IEU-Ohio’s assignments of error
should be denied.

Recovery of Deferred Capacity Costs

(107) OCC argues that the Commission erred in allowing
wholesale capacity costs, which should be the
responsibility of CRES providers, to be deferred for
potential collection from customers through  the
Company’s rates for retail electric service established as
part of its ESP. OCC asserts that the Commission has no
jurisdiction to authorize AEP-Ohio to collect wholesale
costs for capacity service from retail SSO customers. OCC
contends that nothing in either Chapter 4905 or 4909,
Revised Code, enables the Commission to authorize a
deferral of wholesale capacity costs that are to be recovered
by AEP-Ohio through an ESP approved for retail electric
service pursuant to Section 4928.143, Revised Code.

(108) IGS responds that OCC's argument should be addressed in
the ESP 2 Case, which IGS believes is the appropriate
venue in which to determine whether the deferred capacity
costs may be collected through an ESP,

(109) OEG argues that the Commission has no legal authority to
order future retail customers to repay the wholesale
capacity cost obligations that unregulated CRES providers
owe to AEP-Ohio. OMA and OHA agree with OEG that
the Commission has neither general ratetnaking authority
nor any specific statutory authority that applies under the
circumstances to order the deferral of costs that the utility
is authorized to recover, and that retail customers may not
lawfully be required to pay the wholesale costs owed by

Power Company for Authority to Modify Their Accounting Procedure for Certain Storm-Related Services
Restoration Costs, Case No, 08-1301-EL-AAM, Finding and Order {December 19, 2008); In the Matter
of the Application of Columbus Southern Power Company for Approval of a Mechanism to Recover Deferred
Fuel Costs Ordered Under Section 4928.144, Ohio Revised Code, Case No. 11-4920-EL-RDR, ¢! al.,
Finding and Order (August 1, 2012},
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CRES providers to AEP-Ohio. OEG contends that the
deferral authorized by the Commission will result in future
customers paying hundreds of millions of dollars in above-
market capacity rates as well as interest on the deferral.
According to OEG, CRES providers should pay the full
cost-based capacity price of $188.88/MW-day as AEP-Ohio

incurs its capacity costs, Noting that shopping occurred in -

AEP-Ohio’s service territory with a capacity charge of
$255/MW-day, OEG asserts that the record does not
indicate that a capacity charge of $188.88/MW-day will
hinder retail competition and, therefore, there is no reason
to transfer the wholesale capacity payment obligation from
CRES providers to future retail customers.

Alternatively, OEG requests that the Commission clarify
that customers that have reasonable arrangements and
certify that they did not shop during the three-year ESP
period are exempt from repayment of AEP-Ohio’s deferred
capacity costs; any deferred capacity costs will be allocated
and recovered on the same basis as if the CRES providers
were charged the full capacity rate in the first place (i.e., on
the basis of demand); and the Company is required to
reduce any deferred capacity costs by the relevant
accumulated deferred income tax during the recovery
period so that the interest expense reflects its actual
carrying costs. OEG asserts that payment of the deferred
capacity costs should be collected only from CRES
providers or shopping customers, which are the entities
that will have benefitted from the initial RPM-based
capacity pricing.

AEP-Ohio and numerous intervenors disagree with OEG's
characterization of the Capacity Order as having
represented that the deferral is an amount owed by CRES
providers to the Company. AEP-Ohio asserts that the
Commission clearly indicated that all customers, including
customers with reasonable arrangements, should pay for
the deferral because they benefit from the opportunity to
shop that is afforded by RPM-based capacity pricing. AEP-
Ohio offers a similar response to the contentions of OCC
and OMA/OHA that the deferral is solely the obligation of
CRES providers. AEP-Ohio notes that all customers benefit
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from the provided capacity, which was developed or
obtained years ago for all connected load based on the
Company’s FRR obligations. AEP-Ohio argues that, if the
Commission cdoes not permit recovery of the deferred
capacity costs from retail customers, the deferred amount
should be recovered from CRES providers. AEP-Ohio also
requests that the Commission create a backstop remedy to
ensure that the full deferred amount is collected from CRES
providers, in the event the Company is not able to recover
the deferred costs from retail customers as a result of an

appeal,

In response to arguments that the Commission lacks
statutory authority to approve the deferral, AEP-Chio
asserts, as an initial matter, that such arguments should be
raised in the ESP 2 Case, because recovery of the deferral is
to be addressed in those proceedings. AEP-Ohio adds that
the Commission explained in the Capacity Order that it
may authorize an accounting deferral, pursuant to Section
4905.13, Revised Code, and also noted, in the ESP 2 Case,
that it may order a just and reasonable phase-in, pursuant
to Section 4928.144, Revised Code, for rates established
under Section 4928.141, 4928.142, or 4928.143, Revised
Code.

FES responds to OEG that the only amount that AEP-Ohio
can charge CRES providers for capacity is the RPM-based
price and that the deferral does not reflect any cost
obligation on the part of CRES providers. FES adds that
the deferral authorized by the Commission is an above-
market subsidy intended to provide financial benefits to
AEP-Ohio and that should thus be paid for by all of the
Company’s customers, if it is maintained as part of the
SCM. TES also asserts that OEG’s argument regarding the
Commission’s lack of statutory authority to order the
deferral is flawed, because the Commission’s authority to
establish the SCM is not based on Chapter 4909, Revised
Code, but rather on the RAA.

RESA agrees with FES that the deferred amount is not
owed by CRES providers and that the Commission clearly
indicated that CRES providers should only be charged
RPM-based capacity pricing. RESA notes that, practically
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speaking, the deferral authorized by the Commission is the
only way in which to maintain RPM-based capacity pricing
in AEP-Ohio’s service territory, while also ensuring the
Company recovers its embedded costs until corporate
separation occurs. RESA adds that all customers should
pay for the deferral, because all customers have the
opportunity to shop and receive the benefit of the RPM-
based capacity pricing. RESA contends that the fact that
some level of competition may still occur is not justification
alone to charge CRES providers $188.88/MW-day.
According to RESA, the Commission has the necessary
authority to establish the deferral and design the SCM as it
did.

According to Duke, OEG misconstrues the nature of a
deferral.  Duke points out that OEG incorrectly
characterizes the deferral as an amount owed to the FRR
Entity, rather than an amount reflecting costs incurred but
not recovered. Duke also notes that the Commission has
specifically directed that CRES providers not be charged
more than the RPM-based price. Duke argues that the
deferred amount is, therefore, not the obligation of CRES
providers. Duke disagrees with OEG’s argument that the
Commission has no authority to authorize a deferral,
noting that, although the Ohio Supreme Court has held
that the Commission must fix rates that will provide a
utility with appropriate annual revenues, it has not
determined that the Commission is barred from ordering a
deferral.

The Schools contend that collection of the deferral from
CRES providers or customers would cause Ohio’s schools
serious financial harm. The Schools believe that CRES
providers may pass the increase through to their shopping
customers under existing contracts or terminate the
contracts altogether. The Schools add that, pursuant to
AEP-Ohio’s proposal for a retail stability rider (RSR) in the
ESP 2 Case, the capacity charge adopted by the
Commission in this case could result in an increase to the
RSR of approximately $550 million, which could lead to
rate shock for Ohio’s schools.
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OMA and OHA contend that the authorized deferral is so
large that it will substantially harm customers. They assert
that, if AEP-Ohio’s shopping projections come to fruition,
the amount of the deferral will be approximately $726
million, plus carrying charges, which renders the capacity
charge unjust and unreasonable, contrary to Section
4905.22, Revised Code. OMA and OHA conclude that, on
rehearing, the Commission should revoke the deferral
authority granted to AEP-Ohio or, at a minimum, find that
Staff's recommended ROE is reasonable and reduce the
cost of the Company’s capacity charge by $10.09/MW-day.

AEP-Ohio replies that the arguments of the Schools and
OMA and OHA regarding the size and impact of the
deferral are premature and speculative, given that their
projections are based on a number of variables that are
uncertain, such as future energy prices, future shopping
levels, and the ultimate outcome in the ESP 2 Case,

FES asserts that, if AEP-Ohio is permitted to recover its full
embedded costs, the Commission should clarify that the
deferral recovery mechanism is nonbypassable because the
excess cost recovery serves only as a subsidy to the
Company and, therefore, all of its customers should be
required to pay for it. FES believes that a nonbypassable
recovery mechanism is necessary to fulfill the
Commission’s goal of promoting competition. FES also
asserts that the Commission should recognize AEP-Ohio’s
impending corporate separation and direct that the SCM
will rerain in place only until January 1, 2014, or transfer
of the Company’s generating assets to its affiliate, in order
to avoid an improper cross-subsidy to a competitive,
unregulated supplier.

OEG asserts that FES mischaracterizes the Capacity Order
in describing the deferral as an above-market subsidy.
OEG also contends that the SCM established by the
Commission does not consist of a wholesale market-based
charge and a cost-based retail charge, as FES believes.
According to OEG, the Capacity Order explicitly states that
$188.88/MW-day is an appropriate charge to enable AEP-
Ohio to recover its capacity costs for its FRR obligations
from CRES providers. OEG also notes that the RAA does
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not permit capacity costs to be recovered from non-
shopping customers pursuant to the SCM. Because the
Commission established a wholesale cost-based capacity
charge of §188.88/MW-day, OEG believes that the charge
must be paid by CRES providers. OEG argues that state
law does not authorize the Commission to assess a
wholesale charge directly to shopping customers. OEG
concludes that the SCM can only apply to CRES providers
and that the Commission has no authority to direct that
deferred capacity costs be recovered on a nonbypassable
basis. OCC agrees with the arguments made by OEG and
notes that there is no statutory basis upon which the
Commission may order recovery of the deferred capacity
costs from all customers under the provisions of an ESP.

OCC also argues that FES’ argument for a nonbypassable
cost recovery mechanism should be rejected because CRES
providers should be responsible for paying capacity costs.
OCC notes that, if a wholesale charge applies to retail
customers, the result will be unfair competition, double
payments, and discrimination in violation of Sections
490533, 4905.35, 4928.02(A), 4928.02(L), and 4928.141,
Revised Code. OCC argues that non-shopping customers
should not have to pay for an anticompetitive subsidy for
the sake of competition, which is contrary to Section
4928.02(H]), Revised Code. OCC also disagrees with FES’
characterization of, the Capacity Order as providing a
subsidy to AEP-Ohio. According to OCC, there can be no
subsidy where AEP-Ohio is receiving compensation for its
cost of capacity, as determined by the Commission,

[EU-Ohio also urges the Commission to reject FES request
for clarification and argues that an unlawful and
unreasonable charge cannot be made lawful and
reasonable simply by making it a nonbypassable charge.

AEP-Ohio argues, in response to FES, that it is lawful and
reasonable to continue recovery of the deferral after
corporate separation occurs, AEP-Ohio notes that the
Commission already rejected FES' arguments in the ESP 2
Case. AEP-Ohio notes that, because its generation affiliate
will be obligated to support SSO service through the
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provision of adequate capacity and energy, it is appropriate
that the affiliate receive the associated revenues.

IEU-Ohio asserts that the Capacity Order does not ensure
comparable and non-discriminatory capacity rates for
shopping and non-shopping customers, contrary to
Sections 4928.02(B), 4928.15, and 4928.35(C), Revised Code.
According to IEU-Ohio, the Commission must recognize
that AEP-Ohio has maintained that non-shopping
customers are, on average, paying nearly twice the
$188.88/MW-day price for generation capacity service.
IEU-Ohio contends that the Commission must eliminate
the excessive compensation embedded in the SSO or credit
the amount of such compensation above $188.88/MW-day
against any amount deferred based on the difference
between RPM-based capacity pricing and $188.88/MW-
day. IEU-Ohio also believes that the Commission’s
approval of an above-market rate for generation capacity
service will unlawfully subsidize AEP-Ohio’s competitive
generation business by allowing the Company to recover
competitive generation costs through its noncompetitive
distribution rates, which is contrary to Section 4928.02(),
Revised Code.

Similarly, OCC argues that both shopping and non-
shopping customers will be forced to pay twice for capacity
in violation of Sections 4928.141, 4928.02(A), and
4928.02(L), Revised Code, and that non-shopping
customers will pay more for capacity than shopping
customers in violation of Sections 4928.141, 4928.02(A),
4905.33, and 4905.35, Revised Code. OCC believes that, if
the deferral is collected from retail customers, the
Commission will have granted an unlawful and
anticompetitive subsidy to CRES providers in violation of
Section 4928.02(H), Revised Code.

In response to OCC, IGS replies that the Capacity Order
does not result in a subsidy to CRES providers. IGS notes
that the capacity compensation authorized by the
Commission is for AEP-Ohio, not CRES providers.

The Commission notes that several of the parties have
spent considerable effort in addressing the mechanics of
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the deferral recovery mechanism, such as whether CRES
providers or retail customers should be responsible for
payment of AEP-Ohio’s deferred capacity costs, whether
such costs should be paid by non-shopping customers as
well as shopping customers, and whether the deferral
results in subsidies or discriminatory pricing between non-
shopping and shopping customers. We find that all of
these arguments were prematurely raised in this case. The
Capacity Order did not address the deferral recovery
mechanism. Rather, the Commission merely noted that an
appropriate recovery mechanism would be established in
the ESP 2 Case and that any other financial considerations
would also be addressed by the Commission in that case.
The Commission finds it unnecessary to address arguments
that were raised in this proceeding merely as an attempt to
anticipate the Commission’s decision in the ESP 2 Case.
Accordingly, the requests for rehearing or darification
should be denied.

Process

AEP-Ohio asserts that it was unreasonable and unlawful
for the Commission to authorize the Company to collect
only RPM-based pricing and require deferral of expenses
up to $188.88/MW-day without simultaneously providing
for recovery of the shortfall. AEP-Ohio argues that the
Commission’s decision to establish an appropriate recovery
mechanism for the deferral in the ESP 2 Case rather than in
the present case was unreasonable, because the two
proceedings involve unrelated issues and each will be
subject to a separate rehearing and appeal process.

OCC agrees that the Commission’s decision to address the
issue of recovery of the deferral in the ESP 2 Case was
unreasonable and unlawful. OCC argues that there is no
evidence in the ESP 2 Case related to an appropriate
recovery mechanism, which is a separate and distinct
proceeding, and that it was particularly unreasonable to
defer the issue for decision just one week prior to the filing
of reply briefs in the ESP 2 Case.
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(128) IGS disagrees with OCC and argues that the Commission’s

(129)

{130}

{(131)

(132)

decision to address the deferral in the ESP 2 Case was not
unreasonable. IGS points out that the Commission has
discretion to decide how to manage its dockets and that it
should consider the deferral in the context of AEP-Ohio’s
total package of rates, which is at issue in the ESP 2 Case,

Constellation and Exelon respond that AEP-Ohio’s
argument is contrary to its position in September 2011,
when the Company sought to consolidate this case and the
ESP 2 Case for the purpose of hearing in light of related
issues. Duke agrees that AEP-Ohio has invited the review
of one issue in multiple dockets and adds that the
Commission is required to consider the deferral
mechanism in the ESP 2 Case.

RESA and Direct Energy argue that there is no statute or
rule that requires the Commission to establish a deferral
and corresponding recovery mechanism in the same
proceeding. They add that, because recovery of the
deferral will require an amendment to AEP-Ohio’s retail
tariffs, the proper forum to establish the recovery
mechanism is the ESP 2 Case.

Additionally, the Schools argue that the Capacity Order is
unlawful, because the Commission failed to follow the
traditional ratemaking formula and related processes
prescribed by Sections 4909.05, 4909.15, 4909.18, and
4909.19, Revised Code. The Schools add that neither
Section 4905.22, Revised Code, nor the Commission's
general supervisory authority contained in Sections
4905.04, 4905.05, and 4905.06, Revised Code, authorizes the
Commission to establish cost-based rates. FES and IEU-
Ohio raise similar arguments.

AEP-Ohio responds that arguments that the Commission
and the Company were required to conduct a traditional
base rate case, following all of the procedural and
substantive requirements in Chapter 4909, Revised Code,
relevant to applications for an increase in rates, are without
support, given that the Commission was acting under its
general supervisory authority found in Sections 4905.04,
4905.05, and 4905.06, Revised Code, and pursuant to
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Section 1.8 of Schedule 8.1 of the RAA. AEP-Ohio asserts
that the adjudicatory process used by the Commission was
more than sufficent, consisting of extensive discovery,
writtenn and oral testimony, cross-examination,
presentation of evidence through exhibits, and briefs. AEP-
Ohio adds that, even if the ratemaking requirements were
strictly applicable, the Commission could have determined
that these proceedings involve a first filing of rates for a
service not previously addressed in a Commission-
approved tariff, pursuant to Section 4909.18, Revised Code.
AEP-Ohio argues that the process adopted by the
Commission in this case far exceeded the requirements for
a first filing,

IEU-Ohio argues that the Commission failed to restore
RPM-based capacity pricing, as required by Section
4928.143(C)(2)(b), Revised Code, due to its rejection of the
ESP 2 Stipulation. IEU-Ohio contends that the Commission
was required to restore the prior provisions, terms, and
conditions of AEP-Ohio’s prior $50, including RPM-based
capacity pricing, until such time as a new 580 was
authorized for the Company.,

On a related note, IEU-Ohio asserts that, because the
Commission was obligated to restore RPM-based capacity
pricing upon rejection of the ESP 2 Stipulation, the
Commission should have directed AEP-Ohio to refund all
revenue collected above RPM-based capacity pricing, or at
least to credit the excess collection against regulatory asset
balances otherwise eligible for amortization through retail
rates and charges. = AEP-Ohio responds that the
Commission has recently rejected similar arguments in
other proceedings.

Upon review of the parties’ arguments, the Commission
finds that rehearing should be denied. The Commission
believes that the process followed in this proceeding has
been proper and well within the bounds of our discretion.
As the Ohic Supreme Court has recognized, the
Commission is vested with broad discretion to manage its
dockets s0 as to avoid undue delay and the duplication of
effort, induding the discretion to decide how, in light of its
internal organization and docket considerations, it may
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best proceed to manage and expedite the orderly flow of its
business, avoid undue delay, and eliminate unnecessary
duplication of effort?> We, therefore, find no error in our
decision to address the recovery mechanism for the
deferral in the ESP 2 Case, as a means to effectively
consider how the deferral recovery mechanism would fit
within the mechanics of AEP-Ohio’s ESP.

Additionally, we find no merit in the various arguments
that the Commission or AEP-Ohio failed to comply with
Chapters 4905 and 4909, Revised Code. This proceeding is
not a traditional rate case requiring an application from
AEP-Ohio under Section 4909.18, Revised Code. Rather,
this proceeding was initiated by the Commission in
response to AEPSC’s FERC filing for the purpose of
reviewing the capacity charge associated with AEP-Ohio’s
FRR obligations. As clarified above, the Commission’s
initiation of this proceeding was consistent with Section
4905.26, Revised Code, which requires only that the
Commission hold a hearing and provide notice to the
applicable parties. The Commission has fully complied
with the requirements of the statute: ‘We also note that the
Ohio Supreme Cowrt has recognized that Section 4905.26,
Revised Code, enables the Commission to change a rate or
charge, without compelling the public utility to apply for a
rate increase pursuant to Section 4909.18, Revised Code.26

Finally, the Commission does not agree with IEU-Ohio’s
arguments that the rejection of the ESP 2 Stipulation
necessitated the restoration of RPM-based capacity pricing
until such time as a new S50 was authorized for AEP-
Ohio, or that the Company should have been directed to
refund any revenue collected above RPM-based capacity
pricing. As addressed elsewhere in this entry on rehearing,
the Commission finds that we have the requisite authority
to modify the SCM and the rejection of the ESP 2
Stipulation has no bearing on that authority.

25 Duff v, Pub. Util. Comm., 56 Ohio St.2d 367, 379 (1978); Toledo Coalition for Safe Energy v. Pub. Uil
Comm.,, 69 Ohio St.2d 559, 560 (1982).

26 Ohio Consumers’ Counsel v. Pub. Util, Comms., 110 Ohio St.3d 394, 400 (2005).
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Constitutional Claims

AEP-Ohio argues that the SCM, particularly with respect to
the energy credit adopted by the Commission, is
unconstitutionally  confiscatory and constitutes an
unconstitutional taking of property without just
compensation, given that the energy credit incorporates
actual costs for the test period and then imputes revenues
that have no basis in actual costs, AEP-Chio points out that
the Commission has recognized that traditional
constitutional law questions are beyond its authority to
determine; however, the Company raises the arguments so
as to preserve its rights on appeal.

In its memorandum contra, OMA argues that the Capacity
Order does not result in confiscation or an unconstitutional
taking and that AEP-Ohio has not made the requisite
showing for either claim. IEU-Ohio responds that neither
the applicable law nor the record or non-record evidence
cited by AEP-Ohio supports the Company’s claims. FES
points out that FERC has determined that RPM-based
capacity pricing is just and reasonable and, therefore, such
pricing is not confiscatory or a taking without just
compensation.  The Schools argue that AEP-Ohio’s
constitutional issues would be avoided if the Commission
were to recognize that capacity service is a competitive
generation service and that market-based rates should
apply. The Schools also note that AEP-Ohio, in making its
partial takings claim, relies on extra-record evidence from
the ESP 2 Case and that the Company’s reference to such
evidence should be stricken. OCC argues that the
Commission does not have jurisdiction to resolve
constitutional claims and that, in any event, AEP-Ohio’s
argumernts are without merit and should be denied.

IEU-Ohio also asserts a constitutional claim, specifically
contending that the Capacity Order unreasonably impairs
the value of contracts entered into between CRES providers
and customers under a justified assumption that RPM-
based capacity pricing would remain in effect. IEU-Ohio
believes that the capacity pricing adopted in the Capacity
Order should not apply to such contracts.
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AEP-Ohio replies that it is noteworthy that neither the
intervenors that are actually parties to the contracts nor
OCC seeks rehearing on this issue. AEP-Ohio further notes
that IEU-Ohio identifies no specific contract that has
allegedly been unconstitutionally impaired. According to
AEP-Ohio, the lack of any such contract in the record is
fatal to IEU-Ohio’s impairment claim. AEP-Ohio adds that
customers and CRES providers have long been aware that
the Commission was in the process of establishing an SCM
that might be based on something other than RPM pricing.
Finally, AEP-Ohio points out that IEU-Ohio makes no
attempt to satisfy the test used to analyze impairment
claims.

The Commission agrees that it is the province of the courts,
and not the Commission, to judge constitutional claims. As
the Ohio Supreme Court is the appropriate forum for the
constitutional challenges raised by AEP-Ohio and IEU-
Ohio, they will not be considered here.

IEU contends that the Commission, in approving an above-
market rate for generation capacity service, authorized
AEP-Ohio to collect transition revenue or its equivalent,
contrary to Section 4928.40, Revised Code, and the
stipulation approved by the Commission in the Company’s
electric transition plan case. AEP-Ohio responds that this
argument has already been considered and rejected by the
Commission.

As previously discussed, the Commission does not believe
that AEP-Ohio’s capacity costs fall within the category of
transition costs. Section 492839, Revised Code, defines
trangition costs as costs that, among meeting other criteria,
are directly assignable or allocable to retail electric
generation service provided to electric consumers in this
state. As we have determined, AEP-Ohio’s provision of
capacity to CRES providers is not a retail electric service as
defined by Section 4928.01(A)(27), Revised Code. It is a
wholesale transaction between AEP-Ohio and CRES
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providers. IEU-Ohio’s request for rehearing should thus be
denied.

Peak Load Contribution (PLC)

[EU-Ohio contends that the Commission unlawfully and
unreasonably failed to ensure that AEP-Ohio’s generation
capacity service is charged in accordance with a customer’s
PLC factor that is the controlling billing determinant under
the RAA. IEU-Ohio argues that AEP-Ohio should be
required to disclose publicly the means by which the PLC
is disaggregated from AEP East down to AEP-Ohio and
then down to each customer of the Company. IEU-Ohio
adds that calculation of the difference between RPM-based
capacity pricing and $188.88/MW-day will require a
transparent and proper identification of the PLC,

The Commission notes that IEU-Ohio is the only party that
has identified or even addressed the PLC factor as a
potential issue requiring resolution in this proceeding.
Additionally, the Commission finds that IEU-Ohio has not
provided any indication that there are inconsistencies or
errors in capacity billings. In the absence of anything other
than TEU-Ohio’s mere conclusion that the issue requires the
Commission’s attention, we find no basis upon which to
consider the issue at this time. If IEU-Ohio believes that
billing inaccuracies have occurred, it may file a complaint
pursuant to Section 4905.26, Revised Code. Therefore, IEU-
Ohio’s request for rehearing should be denied.

Due Process

IEU-Ohioc argues that the totality of the Commission’s
actions during the course of this proceeding violated IEU-
Ohio's due process rights under the Fourteenth
Amendment. Specifically, IEU-Ohio believes that the
Commission has repeatedly granted applications for
rehearing, indefinitely tolling them to prevent parties from
taking an unobstructed appeal to the Ohio Supreme Court;
repeatedly granted AEP-Ohio authority to temporarily
impose various forms of its two-tiered, shopping-blocking
capacity charges without record support; failed to address
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major issues raised by parties in violation of Section
4903.09, Revised Code; authorized a deferral mechanism
without record support and then addressed the details of
the deferral mechanism in a separate proceeding where the
evidentiary record had already closed; and authorized
carrying charges on the deferral at the WACC rate without
record support. AEP-Ohio responds that the various due
process arguments raised by IEU-Ohio are generally
misguided.

In a similar vein, IEU-Ohio contends that the Commission
violated Section 4903.09, Revised Code, in that it failed to
address all of the material issues raised by IEU-Ohio,
including its arguments related to transition revenue; PLC
transparency; non-comparability and discrimination in
capacity rates; the Commission’s lack of jurisdiction to use
cost-based ratemaking to increase rates for generation
service or through the exercise of general supervisory
authority; the anticompetitive subsidy resulting from AEP-
Ohio’s above-market capacity pricing; and the conflict
between the Company’s cost-based ratemaking proposal
and the plain language of the RAA. AEP-Ohio disagrees,
noting that the Commission has already responded to IEU-
Ohio’s arguments on numerous occasions and has done so
in compliance with Section 4903.09, Revised Code.

The Commission again finds no merit in IEU-Ohio’s due
process claim. This proceeding was initiated by the
Commission for the purpose of reviewing AEP-Ohio’s
capacity charge for its FRR obligations. From the
beginning, IEU-Ohio was afforded the opportunity to
participate, and did participate, in this proceeding,
including the evidentiary hearing. Contrary to IEU-Chio‘s
daims, the Commission has, at no point, intended to delay
this proceeding, but has rather proceeded carefully to
establish a thorough record addressing the SCM and AEP-
Ohio’s capacity costs, Additionally, as discussed
throughout this entry on rehearing, the Commission was
well within its authority to initiate and carry out its
investigation of AEP-Ohio’s capacity charge in this
proceeding. We find no merit in IEU-Ohio’s claim that we
acted without evidence in the record. The evidence in this
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proceeding is quite extensive, consisting of considerable
testimony and exhibits submitted in this proceeding, as
well as the consolidated cases. Finally, we do not agree
that we have failed to address any of the material issues in
violation of Section 4903.09, Revised Code. The
Commission believes that the findings of fact and written
opinion found in the Capacity Order provide a sufficient
basis for our decision. The Commission concludes that we
have appropriately explained the basis for each of our
orders in this case based on the evidence of record and that
IEU-Ohio has been afforded ample process. Its request for
rehearing should be denied.

Pending Application for Rehearing

(147) AEP-Ohic argues that it was unreasonable and unlawful
for the Commission to fail to address in the Capacity Order
the merits of the Company’s application for rehearing of
the Initial Entry.

(148) Inlight of the fact that the Commission has addressed AEP-
Chio’s application for rehearing of the Initial Entry in this
entry on rehearing, we find that the Company’s assignment
of error is moot and should, therefore, be denied.

It is, therefore,

ORDERED, That OEG’s motion for leave to reply filed on August 7, 2012, be
denied. Itis, further,

ORDERED, That the applications for rehearing of the Initial Entry, Interim
Relief Entry, and Capacity Order be granted, in part, and denied, in part, as set forth
herein. It is, further,

ORDERED, That the applications for rehearing of the Interim Relief Extension
Entry be denied. It is, further,
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ORDERED, That a copy of this entry on rehearing be served upon all parties of
record in this case.

THE PUBLIC UTILITIES COMMISSION OF OHIO

B o )

Steven D. Lesser © /Andre T. Porter
Cheryl L. Roberto a Lynn SW

SJP/sc

Eiﬁﬁ in the {ournal
g{f;w,ym W HNead

Barcy F. McNeal
Secretary
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BEFORE
THE PUBLIC UTILITIES COMMISSION OF OHIO

In the Matter of the Commission Review )
of the Capacity Charges of Ohio Power )
Company and Columbus Southern Power )
Company. )

Case No. 10-2929-EL-UUNC

CONCURRING OPINION
OF COMMISSIONER ANDRE T. PORTER

Iconcur with the majority on the reasoning and result on all issues addressed in
this opinion and entry on rehearing except to the extent that my May 30, 2012

statement stands.
. /
LA i ‘
Andre T. Porter
ATP/sc
Enmd inztlﬁﬂ@umal

,5;&74«?/%%@49

Barcy F. McNeal
Secretary
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BEFORE
THE PUBLIC UTILITIES COMMISSION OF OHIO

In the Matter of the Commission Review )
of the Capacity Charges of Ohio Power )
Company and Columbus Southern Power )
Company. )

Case No. 10-2929-EL-UNC

CONCURRING AND DISSENTING OPINION
OF COMMISSIONER CHERYL L. ROBERTO

I dissent from the findings and conclusions in the following paragraphs of the
rehearing order: 71, 92, 95,98, 102, 106, 125, and 134.

As I have expressed previously, to the extent that the Commission has authority
to determine capacity costs it is because these costs compensate noncompetitive retail
electric service. Chapter 4928, Revised Code, defines “retail electric service” to mean
any service involved in the supply or arranging for the supply of electricity to ultimate
consumers in this state, from the point of generation to the point of consumption. For
purposes of Chapter 4928, Revised Code, retail electric service includes, among other
things, transmission service! As discussed, supra, AEP-Ohio is the sole provider of
the Fixed Resource Requirement service for other transmission users operating within
its footprint until the expiration of its obligation on June 1, 2015. As such, this service
Is a “noncompetitive retail electric service” pursuant to Sections 4928.01(A)(21) and
4928.03, Revised Code. This Commission is empowered to set rates for
noncompetitive retail electric services. While PJM could certainly propose a tariff for
FERC adoption directing PJM to establish a compensation method for Fixed Resource
Requiremnent service, it has opted not to do so in favor of a state compensation method
when a state chooses to establish one. When this Commission chooses to establish a
state compensation method for a noncompetitive retail electric service, the adopted
rate must be just and reasonable based upon traditional cost-of-service principles,

This Commission previously established a state compensation method for AEP-
Ohio’s Fixed Resource Requirement service within AEP-Ohio’s initial ESP. AEP-Ohio
received compensation for its Fixed Resource Requirement service through both the
provider of last resort charges to certain retail shopping customers and a capacity
charge levied on competitive retail providers that was established by the three-year

1 Section 4928.01(A)(27), Revised Code.
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capacity auction conducted by PJM2  Since the Comunission adopted this
compensation method, the Ohio Supreme Court reversed the authorized provider of
last resort charges?® and the auction value of the capacity charges has fallen
precipitously, as has the relative proportion of shoppers to non-shoppers.

I agree with the majority that the Commission is empowered pursuant to its
" general supervisory authority found in Sections 4905.04, 4905.05, and 4905.06, Revised
Code to establish an appropriate rate for the Fixed Resource Requirement service, 1
also agree that pursuant to regulatory authority under Chapter 4905, Revised Code, as
well as Chapter 4909, Revised Code a cost-based compensation method is necessary
and appropriate. Additionally, I find that because the Fixed Resource Requirement is
a noncompetitive retail electric service, the Commission must establish the appropriate
rate based upon traditional cost of service principles. Finally, I find specific authority
within Section 4909.13, Revised Code, for a process by which the Commission may
cause further hearings and investigations and may examine into all matters which
may change, modify, or affect any finding of fact previously made. Given the change
in circumstances since the Commission adopted the initial state compensation for
AEP-Ohio’s Fixed Resource Requirement service, it is appropriate for the Commission
to revisit and adjust that rate to reflect current circumstances.

Additionally, I continue to find that the “deferral” is unlawful and
inappropriate, In prior cases, this Corrunission has levied a rate or tariff on a group of
customers but deferred collection of revenues due from that group until a later date.
In this instance, the majority proposes to establish a rate for the Fixed Resource
Requirement service provided by AEP-Ohio to other transmission users but then to
discount that rate such that the transmission users will never pay it. The difference
between the authorized rate and that paid by the other transmission users will be
booked for future payment not by the transmission users but by retail electricity
customers. The stated purpose of this device is to promote competition.

As an initial matter, I am not convinced on the record before us that
competition has suffered sufficiently or will suffer sufficiently during the remaining

2 In the Matter of the Application of Columbus Southern Power Company for Approval of an Electric Security

Plan; an Amendment to its Corporate Separation Plan; and the Sale or Transfer of Certain Generating Assels,
Case No. 08-917-EL-850, et al., Opinion and Order (March 18, 2009}, Entry on Rehearing (July 23,
2009); In the Matter of the Commission Review of the Capacity Charges of Ohio Power Company and
Columbys Southern Power Company, Case No, 10-2929-EL-UNC, Entry (December 8, 2010).

3 Inre Application of Columbus S. Power Co., 128 Ohio St.3d 512 (2011).
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term of the Fixed Resource Requirement as the result of the state compensation
method to warrant intervention in the market. If it did, the Commission could
consider regulatory options such as shopping credits granted to the consumers to
promote consumer entry into the market. With more buyers in the market, in theory,
more sellers should enter and prices should fall. The method selected by the majority,
however, attempts to entice more sellers to the market by offering a significant, no-
strings-attached, unearned benefit. This policy choice operates on faith alone that
sellers will compete at levels that drop energy prices while transferring the unearned
discount to consumers. If the retail providers do not pass along the entirety of the
discount, then consumers will certainly and inevitably pay twice for the discount
today granted to the retail suppliers. To be clear, unless every retail provider
disgorges 100 percent of the discount to consumers in the form of lower prices,
shopping consumers will pay more for Fixed Resource Requirements service than the
retail provider did. This represents the first payment by the consumer for the service.
Then the deferral, with carrying costs, will come due and the consumer will pay for it
all over again —plus interest.

I find that that the mechanism labeled a “deferral” in the majority opinion is an
unnecessary, ineffective, and costly intervention into the market for which no
authority exists and that I cannot support.

To the extent that these issues were challenged in rehearing, I would grant
rehearing.

- Chece f 3. ot tfo

Cheryl L. Roberto

CLR/s¢
b
G M el

Barcy F. McNeal
Secretary
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4903.13 Reversal of final order - notice of appeal.

A final order made by the public utifities commission shall be reversed, vacated, or modified by the
supreme court on appeal, if, upon consideration of the record, such court is of the opinion that such
order was unlawful or unreasonable. The proceeding to obtain such reversal, vacation, or modification
shall be by notice of appeal, filed with the public utilities commission by any party to the proceeding
before it, against the commission, setting forth the order appealed from and the errors complained of.
The notice of appeal shall be served, unless waived, upon the chairman of the commission, or, in the
event of his absence, upon any public utilities commissioner, or by leaving a copy at the office of the
commission at Columbus. The court may permit any interested party to intervene by cross-appeal.

Effective Date: 10-01-1953

codes chio.govorc/4503.13
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4928.02 State policy.

It is the policy of this state to do the following throughout this state:

(A) Ensure the avallability to consumers of adequate, reliable, safe, efficient, nondiscriminatory, and
reasonably priced retall electric service;

(B) Ensure the avallability of unbundled and comparable retail electric service that provides consumers
with the supplier, price, terms, conditions, and guality options they elect to meet their respective
needs;

(C) Ensure diversity of electricity supplies and suppliers, by giving consumers effective choices over
the selection of those supplies and suppliers and by encouraging the development of distributed and
small generation facilities; ’

(D) Encourage innovation and market access for cost-effective supply- and demand-side retail
electric service including, but not limited to, denand-side management, time-differentiated pricing,
waste energy recovery systems, smart grid programs, and implementation of advanced metering
infrastructure;

(E) Encourage cost-effective and efficient access to information regarding the operation of the
transmission and distribution systems of electric utilities in order to promote both effective customer
choice of retail electric service and the development of performance standards and targets for service
quality for all consumers, including annual achievement reports written in plain language;

(F) Ensure that an electric utility's transmission and distribution systems are available to a customer-
generator or owner of distributed generation, so that the customer-generator or owner can market
and deliver the electricity it produces;

(G) Recognize the continuing emergence of competitive electricity markets through the development
and implementation of flexible regulatory treatment;

(H) Ensure effective competition in the provision of retail electric service by avoiding anticompetitive
subsidies flowing from a noncompetitive retail electric service to a competitive retail electric service
or to a product or service other than retail electric service, and vice versa, including by prohibiting
the recovery of any generation-related costs through distribution or transmission rates;

(1) Ensure retall electric service consumers protection against unreasonable sales practices, market
deficiencies, and market power;

(3) Provide coherent, transparent means of giving appropriate incentives to technologies that can
adapt successfully to potential environmental mandates;

(K) Encourage implementation of distributed generation across customer classes through regular
review and updating of administrative rules governing critical issues such as, but not limited to,
interconnection standards, standby charges, and net metering;

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

(M) Encourage the education of small business owners in this state regarding the use of, and
encourage the use of, energy efficiency programs and alternative energy resources in their
codes.ohio.govorc/4928.02 12
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businesses;

(N) Facilitate the state's effectiveness in the global economy,

In carrying out this policy, the commission shall consider rules as they apply to the costs of electric
distribution infrastructure, including, but not limited to, line extensions, for the purpose of
development in this state.

Amended by 129th General AssemblyFile No.125,SB 315, §101.01, eff. 9/10/2012,

Effective Date: 10-05-1999; 2008 SB221 07-31-2008

codes chiv.govore/4028.02
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4928.06 Commission to ensure competitive retail electric service.

(A) Beginning on the starting date of competitive retall electric service, the public utilities commission
shall ensure that the policy specified in section 4928.02 of the Revised Code is effectuated. To the
extent necessary, the commission shall adopt rules to carry out this chapter. Initial rules necessary
for the commencement of the competitive retail electric service under this chapter shall be adopted
within one hundred eighty days after the effective date of this section, Except as otherwise provided
in this chapter, the proceedings and orders of the commission under the chapter shall be subject to
and governed by Chapter 4903, of the Revised Code.

(B) If the commission determines, on or after the starting date of competitive retail electric service,
that there is a decline or loss of effective competition with respect to a competitive retail electric
service of an electric utility, which service was declared competitive by commission order issued
pursuant to division (A) of section 4928.04 of the Revised Code, the commission shall ensure that
that service is provided at compensatory, fair, and nondiscriminatory prices and terms and conditions.

(€) In addition to its authority under section 4928,04 of the Revised Code and divisions {A) and (B) of
this section, the commission, on an ongoing basis, shall monitor and evaluate the provision of retail
electric service in this state for the purpose of discerning any noncompetitive retail electric service
that should be available on a competitive basis on or after the starting date of competitive retail
electric service pursuant to a declaration in the Revised Code, and for the purpose of discerning any
competitive retail electric service that is no longer subject to effective competition on or after that
date. Upon such evaluation, the commission periodically shall report its findings and any
recommendations for legislation to the standing committees of both houses of the general assembly
that have primary jurisdiction regarding public utility legislation. Until 2008, the commission and the
consumer's counsel also shall provide biennial reports to those standing committees, regarding the
effectiveness of competition in the supply of competitive retail electric services in this state. In
addition, until the end of all market development periods as determined by the commissien under
section 4928.40 of the Revised Code, those standing committees shall meet at least biennially to
consider the effect on this state of electric service restructuring and to receive reports from the
commission, consumers' counsel, and director of development.

{D) In determining, for purposes of division (B) or (C) of this section, whether there is effective
competition in the provision of a retail electric service or reasonably available alternatives for that
service, the commission shall consider factors including, but not limited to, all of the following:

(1) The number and size of alternative providers of that service;
{2) The extent to which the service is available from alternative suppliers in the relevant market;

(3) The ability of alternative suppliers to make functionally equivalent or substitute services readily
available at competitive prices, terms, and conditions;

(4) Other indicators of market power, which may include market share, growth in market share, ease
of entry, and the affiliation of suppliers of services. The burden of proof shall be on any entity
requesting, under division (B) or {C) of this section, a determination by the commission of the
existence of or a lack of effective competition or reasonably avalilable alteratives,

(E)
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(1) Beginning on the starting date of competitive retall electric service, the commission has authority
under Chapters 4901, to 4908. of the Revised Code, and shall exercise that authority, to resolve

abuses of market power by any electric utility that interfere with effective competition in the
provision of retail electric service,

{2) In addition to the commission's authority under division (E){1) of this section, the commission,
beginning the first year after the market development period of a particular electric utility and after
reasonable notice and opportunity for hearing, may take such measures within a transmission
constrained area in the utility's certified territory as are necessary to ensure that retail electric
generation service is provided at reasonable rates within that area. The commission may exercise this
authority only upon findings that an electric utility is or has engaged in the abuse of market power
and that that sbuse is not adequately mitigated by rules and practices of any independent
transmission entity controlling the transmission facilities. Any such measure shall be taken only to the
axtent necessary to protect customers in the area from the particular abuse of market power and to
the extent the commission’s authority is not preempted by federal law. The measure shall remain the
commission, after reasonable notice and opportunity for hearing, determines that the particular abuse
of market power has been mitigated.

(F) An electric utility, electric services company, electric cooperative, or governmental aggregator
subject to certification under section 4928.08 of the Revised Code shall provide the commission with
such information, regarding a competitive retail electric service for which it is subject to certification,
as the commission considers necessary to carry out this chapter. An electric utility shall provide the
commission with such information as the commission considers necessary to carry out divisions (B) to
(E) of this section. The commission shall take such measures as it considers necessary to protect the
confidentiality of any such information. The commission shall require each electric utility to file with
the commission on and after the starting date of competitive retail electric service an annual report of
its intrastate gross receipts and sales of kilowatt hours of electricity, and shall require each electric
services company, electric cooperative, and governmental aggregator subject to certification to file
an annual report on and after that starting date of such receipts and sales from the provision of
those retail electric services for which it is subject to certification. For the purpose of the reports,
sales of kilowatt hours of electricity are deemed to occur at the meter of the retail customer.

Effective Date: 10-05-1999
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4928.141 Distribution utility to provide standard service offer.

(A} Beginning January 1, 2009, an electric distribution utility shall provide consumers, on a comparable
and nondiscriminatory basis within its certified territory, a standard service offer of all competitive
retail electric services necessary to maintain essential electric service to consumers, including a firm
supply of electric generation service. To that end, the electric distribution utility shall apply to the
public utilities commission to establish the standard service offer in accordance with section 4928.142
or 4928,143 of the Revised Code and, at its discretion, may apply simultaneously under both sections,
except that the utility’s first standard service offer application at minimum shall include a filing under
section 4928.143 of the Revised Code. Only a standard service offer authorized in accordance with
section 4928.142 or 4928,143 of the Revised Code, shall serve as the utility's standard service offer
for the purpose of compliance with this section; and that standard service offer shall serve as the
utility's default standard service offer for the purpose of section 4928.14 of the Revised Code.
Notwithstanding the foregoing provision, the rate plan of an electric distribution utility shall continue
for the purpose of the utility's compliance with this division until a standard service offer is first
authorized under section 4928,142 or 4928.143 of the Revised Code, and, as applicable, pursuant to
division (D) of section 4928.143 of the Revised Code, any rate plan that extends beyond December
31, 2008, shall continue to be in effect for the subject electric distribution utility for the duration of
the plan's term. A standard service offer under section 4928.142 or 4928.143 of the Revised Code
shall exclude any previously authorized allowances for transition costs, with such exclusion being
effective on and after the date that the allowance is scheduled to end under the utility's rate plan.

(B) The commission shall set the time for hearing of a filing under section 4928.142 or 4928, 143 of the
Revised Code, send written notice of the hearing to the electric distribution utility, and publish notice
in a newspaper of general circulation in each county in the utility's certified territory. The commission
shall adopt rules regarding filings under those sections.

Effective Date: 2008 SB221 07-31-2008
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4928.142 Standard generation service offer price - competitive
bidding.

(A) For the purpose of complying with section 4928.141 of the Revised Code and subject to division
(D) of this section and, as applicable, subject to the rate plan requirement of division (A) of section
4928.141 of the Revised Cede, an electric distribution utility may establish a standard service offer
price for retail electric generation service that is delivered to the utifity under a market-rate offer.

(1) The market-rate offer shall be determined through a competitive bidding process that provides for
all of the following:

{a) Open, fair, and transparent competitive solicitation;
(b} Clear product definition;
(c) Standardized bid evaluation criteris;

(d) Oversight by an independent third party that shall design the solicitation, administer the bidding,
and ensure that the criteria specified in division (A)(1)(a) to (¢} of this section are met;

(e) Evaluation of the submitted bids prior to the selection of the least-cost bid winner or winners. No
generation supplier shall be prohibited from participating in the bidding process.

(2) The public utilities commission shall modify rules, or adopt new rules as necessary, concerning the
conduct of the competitive bidding process and the qualifications of bidders, which rules shall foster
supplier participation in the bidding process and shall be consistent with the requirements of division
(A}(1) of this section.

(B) Prior to initiating a competitive bidding process for a market-rate offer under division {A) of this
section, the electric distribution utility shall file an application with the commission. An electric
distribution utility may file its application with the commission prior to the effective date of the
commission rules required under division (A)(2) of this section, and, as the commission determines
necessary, the utility shall immediately conform its filing to the rules upon their taking effect. An
application under this division shall detail the electric distribution utility's proposed compliance with
the requirements of division (A)(1} of this section and with commission rules under division {AY(2) of
this section and demonstrate that all of the following requirements are met:

(1) The electric distribution utility or its transmission service affiliate belongs to at least one regional
transmission organization that has been approved by the federal energy regulatory commission; or
there otherwise is comparable and nondiscriminatory access to the electric transmission grid.

(2) Any such regional transmission organization has a market-monitor function and the ability to take
actions to identify and mitigate market power or the electric distribution utility’s market conduct; or a
similar market monitoring function exists with commensurate ability to identify and monitor market
conditions and mitigate conduct associated with the exercise of market power.

(3) A published source of information is available publicly or through subscription that identifies pricing
information for traded electricity on- and off-peak energy products that are contracts for delivery
beginning at least two years from the date of the publication and is updated on a regular basis. The
commission shall initiate a proceeding and, within ninety days after the application’s filing date, shall
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determine by order whether the electric distribution utiity and its market-rate offer meet all of the
foregoing requirements. If the finding is positive, the electric distribution utility may initiate its
competitive bidding process, If the finding is negative as to one or more requirements, the commission
in the order shall direct the electric distribution utility regarding how any deficiency may be remedied
in a timely manner to the commission's satisfaction; otherwise, the electric distribution utility shall
withdraw the application. However, if such remedy Is made and the subsequent finding is positive and
also if the electric distribution utility made a simultaneous filing under this section and section
4928.143 of the Revised Code, the utility shall not initiate its competitive bid until at least one
hundred fifty days after the filing date of those applications,

(C) Upon the completion of the competitive bidding process authorized by divislons (A} and (B) of this
section, including for the purpose of division (D) of this section, the commission shall select the Jeast-
cost bid winner or winners of that process, and such selected bid or bids, as prescribed as retail rates
by the commission, shall be the electric distribution utility's standard service offer unless the
commission, by order issued before the third calendar day following the conclusion of the competitive
bidding process for the market rate offer, determines that one or more of the following criteria were
not met:

(1) Each portion of the bidding process was oversubscribed, such that the amount of supply bid upon
was greater than the amount of the load bid out,

{2) There were four or more bidders,

{3) At least twenty-five per cent of the load is bid upon by one or nore persons other than the
electric distribution utility. All costs incurred by the electric distribution utility as a result of or related
to the competitive bidding process or to procuring generation service to provide the standard service
offer, including the costs of energy and capacity and the costs of all other products and services
procured as a result of the competitive bidding process, shall be timely recovered through the
standard service offer price, and, for that purpose, the commission shall approve a reconciliation
mechanism, other recovery mechanism, or a combination of such mechanisms for the utifity.

(D) The first application filed under this section by an electric distribution utility that, as of July 31,
2008, directly owns, in whole or in part, operating electric generating facilities that had been used
and useful in this state shall require that a portion of that utility's standard service offer load for the
first five years of the market rate offer be competitively bid under division (A) of this section as
follows: ten per cent of the load in year one, not more than twenty per cent in year two, thirty per
cent in year three, forty per cent in year four, and fifty per cent in year five. Consistent with those
percentages, the commission shall determine the actual percentages for each year of years one
through five. The standard service offer price for retail electric generation service under this first
application shall be a proportionate blend of the bid price and the generation service price for the
remaining standard service offer load, which latter price shall be equal to the electric distribution
utility's most recent standard service offer price, adjusted upward or downward as the commission
determines reasonable, relative to the jurisdictional portion of any known and measurable changes
from the ievel of any one or more of the following costs as reflected in that most recent standard
service offer price:

(1) The electric distribution utility’s prudently incurred cost of fuel used to produce electricity;

(2) Its prudently incurred purchased power costs;
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(3) Its prudently incurred costs of satisfying the supply and demand portfolio requirements of this
state, including, but not limited to, renewable energy resource and energy efficiency requirements;

(4) Its costs prudently incurred to comply with environmental laws and regulations, with consideration
of the derating of any facility associated with those costs, In making any adjustment to the most
recent standard service offer price on the basis of costs described in division {D} of this section, the
commission shall include the benefits that may become available to the electric distribution utility as a
result of or in connection with the costs included in the adjustment, including, but not limited to, the
utility's receipt of emissions credits or its receipt of tax benefits or of other benefits, and,
accordingly, the commission may impose such conditions on the adjustment to ensure that any such
benefits are properly aligned with the associated cost responsibility, The commission shall also
determine how such adjustments will affect the electric distribution utility’s return on common equity
that may be achieved by those adjustments. The commission shall not apply its consideration of the
return on common equity to reduce any adjustments authorized under this division unless the
adjustments will cause the electric distribution utifity to earn a return on common equity that is
significantly in excess of the return on common equity that is earned by publicly traded companies,
including utilities, that face comparable business and financial risk, with such adjustments for capital
structure as may be appropriate, The burden of proof for demonstrating that significantly excessive
earings will not occur shall be on the electric distribution utility. Additionally, the commission may
adjust the electric distribution utility’s most recent standard service offer price by such just and
reasonable amount that the commission determines necessary to address any emergency that
threatens the utility's financial integrity or to ensure that the resulting revenue available to the utility
for providing the standard service offer is not so inadequate as to result, directly or indirectly, in a
taking of property without compensation pursuant to Section 19 of Article I, Ohio Constitution. The
electric distribution utility has the burden of demonstrating that any adjustment to its most recent
standard service offer price is proper in accordance with this division.

(E) Beginning in the second year of a blended price under division {D) of this section and
notwithstanding any other requirement of this section, the commission may alter prospectively the
proportions specified in that division to mitigate any effect of an abrupt or significant change in the
electric distribution utility's standard service offer price that would otherwise result in general or with
respect to any rate group or rate schedule but for such alteration. Any such alteration shall be made
not more often than annually, and the commission shall not, by altering those proportions and in any
event, including because of the length of time, as authorized under division (C} of this section, taken
to approve the market rate offer, cause the duration of the blending period to exceed ten years as
counted from the effective date of the approved market rate offer. Additionally, any such alteration
shall be limited to an alteration affecting the prospective proportions used during the blending period
and shall not affect any blending proportion previously approved and applied by the commission under
this division.

(F) An electric distribution utility that has received commission approval of its first application under
division {C) of this section shall not, nor ever shall be authorized or required by the commission to, file
an application under section 4928.143 of the Revised Code.

Effective Date: 2008 SB221 07-31-2008; 2008 HB562 09-22-2008
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4928.143 Application for approval of electric security plan -
testing.

{(A) For the purpose of complying with section 4928.141 of the Revised Code, an electric distribution
utility may file an application for public utilities commission approval of an electric security plan as
prescribed under division (B) of this section. The utility may file that application prior to the effective
date of any rules the commission may adopt for the purpose of this section, and, as the commission

determines necessary, the utility immediately shall conform its filing to those rules upon their taking
effect.

(B) Notwithstanding any other provision of Title XLIX of the Revised Code to the contrary except
division (D) of this section, divisions (I), (3), and (K) of section 4928,20, division (E) of section
4928.64, and section 4928.69 of the Revised Code: '

(1) An electric security plan shall include provisions relating to the supply and pricing of electric
generation service. In addition, if the proposed electric security plan has a term longer than three
years, it may include provisions in the plan to permit the commission to test the plan pursuant to
division (E) of this section and any transitional conditions that should be adopted by the commission if
the commission terminates the plan as authorized under that division.

(2) The plan may provide for or include, without limitation, any of the following:

{a) Automatic recovery of any of the following costs of the electric distribution utility, provided the
cost is prudently incurred: the cost of fuel used to generate the electricity supplied under the offer;
the cost of purchased power supplied under the offer, including the cost of energy and capacity, and
including purchased power acquired from an affiliate; the cost of emission allowances; and the cost of
federally mandated carbon or energy taxes;

{b) A reasonable allowance for construction work in progress for any of the electric distribution
utility's cost of constructing an electric generating facility or for an environmental expenditure for any
electric generating facility of the electric distribution utility, provided the cost is incurred or the
expenditure occurs on or after January 1, 2009. Any such allowance shall be subject to the
construction work in progress allowance limitations of division (A} of section 4909.15 of the Revised
Code, except that the commission may authorize such an allowance upon the incurrence of the cost
or occurrence of the expenditure. No such allowance for generating facllity construction shall be
authorized, however, unless the commission first determines in the proceeding that there is need for
the facility based on resource planning projections submitted by the electric distribution utility.
Further, no such allowance shall be authorized unless the facility’s construction was sourced through
a competitive bid process, regarding which process the commission may adopt rules. An allowance
approved under division (B)(2){b) of this section shall be established as a nonbypassable surcharge
for the life of the facility.

(c) The establishment of a nonbypassable surcharge for the life of an electric generating facility that
is owned or operated by the electric distribution utility, was sourced through a competitive bid
process subject to any such rules as the commission adopts under division (B){2){b) of this section,
and is newly used and useful on or after January 1, 2009, which surcharge shall cover all costs of the
utility specified in the application, excluding costs recovered through a surcharge under division (B)(2)
(b) of this section. However, no surcharge shall be authorized unless the commission first determines
in the proceeding that there is need for the facility based on resource planning projections submitted
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by the electric distribution utility. Additionally, if a surcharge is authorized for a facility pursuant to
plan approval under division (C) of this section and as a condition of the continuation of the
surcharge, the electric distribution utility shall dedicate to Ohio consumers the capacity and energy
and the rate associated with the cost of that facility. Before the commission authorizes any
surcharge pursuant to this division, it may consider, as applicable, the effects of any
decommissioning, deratings, and retirements. '

{d) Terms, conditions, or charges relating to limitations on customer shopping for retail electric
generation service, bypassability, standby, back-up, or supplemental power service, default service,
carrying costs, amortization periods, and accounting or deferrals, including future recovery of such
deferrals, as would have the effect of stabilizing or providing certainty regarding retail electric
service;

(e) Automatic increases or decreases in any component of the standard service offer price;
(f) Consistent with sections 4928,23 to 4928.2318 of the Revised Code, both of the following:

(i} Provisions for the electric distribution utility to securitize any phase-in, inclusive of carrying
charges, of the utility's standard service offer price, which phase-in is authorized in accordance with
section 4928.144 of the Revised Code;

(i) Provisions for the recovery of the utility’s cost of securitization.

(g) Provisions relating to transmission, ancillary, congestion, or any related service required for the
standard service offer, including provisions for the recovery of any cost of such service that the
electric distribution utility incurs on or after that date pursuant to the standard service offer;

(h) Provisions regarding the utility's distribution service, including, without limitation and
notwithstanding any provision of Title XLIX of the Revised Code to the contrary, provisions regarding
single issue ratemaking, a revenue decoupling mechanism or any other incentive ratemaking, and
provisions regarding distribution infrastructure and modernization Incentives for the electric
distribution utility. The latter may include a long-term energy delivery infrastructure modernization
plan for that utility or any plan providing for the utility's recovery of costs, including lost revenue,
shared savings, and avoided costs, and a just and reasonable rate of return on such infrastructure
modernization. As part of its determination as to whether to allow in an electric distribution utility's
electric security plan inclusion of any provision described in division (B)(2)(h) of this section, the
commission shall examirie the reliability of the electric distribution utility’s distribution system and
ensure that customers' and the electric distribution utility's expectations are aligned and that the
electric distribution utility is placing sufficient emphasis on and dedicating sufficient resources to the
reliability of its distribution system.

(i) Provisions under which the electric distribution utility may implement economic development, job
retention, and energy efficiency programs, which provisions may allocate program costs across all
classes of customers of the utility and those of electric distribution utilities in the same holding
company system,

(©)

(1) The burden of proof in the proceeding shall be on the electric distribution utility. The commission
shall issue an order under this division for an initial application under this section not later than one
hundred fifty days after the application’s filing date and, for any subsequent application by the utility
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under this section, not later than two hundred seventy-five days after the application's filing date.
Subject to division (D) of this section, the commission by order shall approve or modify and approve
an application filed under division (A) of this section if it finds that the eleckric security plan so
approved, including its pricing and all other terms and conditions, including any deferrals and any
future recovery of deferrals, Is more favorable in the aggregate as compared to the expected results
that would otherwise apply under section 48928.142 of the Revised Code. Additionally, if the
commission so approves an application that contains a surcharge under division (B}(2)(b) or (c) of
this section, the commission shall ensure that the benefits derived for any purpose for which the
surcharge is established are reserved and made available to those that bear the surcharge.
Otherwise, the commission by order shall disapprove the application,

(2)

(a) If the commission modifies and approves an application under division {C)(1) of this section, the -
electric distribution utifity may withdraw the application, thereby terminating it, and may file a new
standard service offer under this section or a standard service offer under saction 4928.142 of the
Revised Code.

(b) If the utility terminates an application pursuant to division {C)(2)(a) of this section or if the
commission disapproves an application under division (C)(1) of this section, the commission shall issue
such order as is necessary to continue the provisions, ternms, and conditions of the utility’s most
recent standard service offer, along with any expected increases or decreases in fue! costs from
those contained in that offer, untll a subsequent offer is authorized pursuant to this section or
section 4928.142 of the Revised Code, respectively.

(D) Regarding the rate plan requirement of division (A) of section 4928.141 of the Revised Code, if an
electric distribution utility that has a rate plan that extends beyond December 31, 2008, files an
application under this section for the purpose of its compliance with division (A) of section 4528.141
of the Revised Code, that rate plan and its terms and conditions are hereby incorporated into its
proposed electric security plan and shall continue in effect until the date scheduled under the rate
plan for its explration, and that portion of the electric security plan shall not be subject to commission
approval or disapproval under division (C) of this section, and the earnings test provided for in division
(F) of this section shall not apply until after the expiration of the rate plan. However, that utility may
include in its electric security plan under this section, and the commission may approve, modify and
approve, or disapprove subject to division (C) of this section, provisions for the incremental recovery
or the deferral of any costs that are not being recovered under the rate plan and that the utility
incurs during that continuation period to comply with section 4928.141, division (B) of section
4928.64, or division (A) of section 4928.66 of the Revised Code.

(E) If an electric security plan approved under division (C) of this section, except one withdrawn by
the utility as authorized under that division, has a term, exclusive of phase-ins or deferrals, that
exceeds three years from the effective date of the plan, the commission shall test the plan in the
fourth year, and if applicable, every fourth year thereafter, to determine whether the plan, including
its then-existing pricing and all other terms and conditions, including any deferrals and any future
recovery of deferrais, continues to be more favorable in the aggregate and during the remaining term
of the plan as compared to the expected results that would otherwise apply under section 4928.142
of the Revised Code. The commission shall also determine the prospective effect of the electric
security plan to determine if that effect is substantially fikely to provide the electric distribution utility
with a return on common equity that is significantly in excess of the return on common equity that is
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likely to be earned by publicly traded companies, including utilities, that face comparable business and
financial risk, with such adjustments for capital structure as may be appropriate, The burden of praof
for demonstrating that significantly excessive earnings will not occur shall be on the electric
distribution utility, If the test results are in the negative or the commission finds that continuation of
the electric security plan will result in a return on equity that is significantly in excess of the return on
common equity that is likely to be earned by publicly traded companies, including utilities, that will
face comparable business and financial risk, with such adjustments for capital structure as may be
appropriate, during the balance of the plan, the commission may terminate the electric security plan,
but not until it shall have provided interested parties with notice and an opportunity to be heard. The
commission may impose such conditions on the plan's termination as it considers reasonable and
necessary to accommodate the transition from an approved plan to the more advantageous
alternative. In the event of an electric security plan's termination pursuant to this division, the
commission shalf permit the continued deferral and phase-in of any amounts that occurred prior to
that termination and the recovery of those amounts as contemplated under that electric security
plan.

(F) With regard to the provisions that are included in an electric security plan under this section, the
commission shall consider, following the end of each annual period of the plan, if any such
adjustments resulted in excessive earnings as measured by whether the eamed return on cornmon
equity of the electric distribution utility is significantly in excess of the retum on commoen equity that
was earned during the same period by publicly traded companies, including utilities, that face
comparable business and financial risk, with such adjustments for capital structure as may be
appropriate. Consideration also shall be given to the capital requirements of future committed
investments in this state. The burden of proof for demonstrating that significantly excessive earnings
did not occur shall be on the electric distribution utility. If the commission finds that such
adjustments, in the aggregate, did result in significantly excessive earnings, it shall require the
electric distribution utility to return to consumers the amount of the excess by prospective
adjustments; ;Srovided that, upon making such prospective adjustments, the electric distribution
utility shall have the right to terminate the plan and immediately file an application pursuant to
section 4928.142 of the Revised Code. Upon termination of a plan under this division, rates shall be
set on the same basis as specified in division (C)(2)(b) of this section, and the commission shall
permit the continued deferral and phase-in of any amounts that occurred prior to that termination and
the recovery of those amounts as contemplated under that electric security plan. In making its
determination of significantly excessive earnings under this division, the commission shall not consider,
directly or indirectly, the revenue, expenses, or earnings of any affiliate or parent company.

Amended by 125th General AssemblyFile No.61,HB 364, §1, eff. 3/22/2012.

Effective Date: 2008 $B221 07-31-2008
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Deferred Revenue Could Result In Ohis Power Earning Above 12%. 5

The Commission Shonld Clarify That Separate Energy-Only Auctions Will Be Held For

Each AEP-Ohio Rate Zone In Order To Maintain Consistency With The Manner In

Which The Fuel Adjustment Clause And Phase-In Recovery Rider Rates Will Be

Recovered. Separate Energy-Only Auctions For Each Rate Zone Are Required Because

The “Price To Beat” Is Significantly Higher In The Columbus Southern Power Hate

Zone Than In The Ohis Power Rate Zone. 6

The Commission Should Leave Qpen The Possibility Of Blending The Phase-In
Recovery Rider Rates After The ESP Expires Because The Energy And Capacity Rates
For Both Rate Zones Will Be Determined On A Combined Basis At That Time, .eusnn JO— |

The Order Violates the PIM Reliability Assurance Agreement (RAA). The PIM RAA
Requires That The State Compensation Mechanism Be Recovered From Either CRES
Providers Or Shopping Customers. The PIM RAA Is Central To The Commission’s
Jurisdiction, And It Does Not Allow For Non-Shopping Retail Customers To Be

Charged For The Wholesale Capacity Costs Incurred by CRES Providers to Serve

Switched Load. 8

The Commission Has No Authority Under State Law To Allow Any Of The Deferred

Wholesale Capacity Costs Which CRES Providers Owe To AEP-Ohio To Be Recovered

From Retail Customers (Either Shopping Or Non-Shopping) Through The RSR. Such

Costs Are Outside The Scope Of The ESP And Thercfore Cannot Be Approved Under

R.C. 4928.13 Or Deferred Under R.C, 4928.144. 9
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BEFORE THE
PUBLIC UTILITIES COMMISSION OF OHIO

In the Matter of the Applicaticn of Columbus Southern ¢ Case No. 11-346-EL-880
Power Company and Ohio Power Company for Authorityto :  Case No. 11-348-EL-8S0
Establish a Standard Service Offer Pursuant to §4928.143,
Ohio Rev. Code, in the Form of an Electric Security Plan.

In the Matter of the Application of Columbus Southern :  CaseNo. 11-349-EL-AAM

Power Company and Ohio Power Company for Approvalof :  CaseNo. 11-350-EL-AAM
Certain Accounting Authority :

APPLICATION FOR REHEARING OF
THE OHIO ENERGY GROUP

Pursuant to R.C. 4903.10 and Ohic Adm. Code 4901-1-35, the Ohio Energy Group {("OEG")
submits this Application for Rehearing of the August 8, 2012 Opinion and Order (“Order”) of the Public

Utilities Commission of Ohio (*Commission”). OEG submits that the Order is unreasonable and

unlawful because:

1. 1t Was Unreasonable To Characterize The 12% Earnings Cap As A Significantly Excessive
Earnings Test (“SEET") Threshold Rather Than As An Electric Security Plan (“ESP”)
Provision Providing Rate Stability And Certainty Pursuant To R.C. 4928.143(B)(2%d). By
Characterizing The 12% Famings Cap As An ESP Provision, The Commission Can Achieve
The Same Result And Avoid Legal Tssues Related To Whether The Proper Procedures For
Establishing A Formal SEET Thresheld Were Followed,

2. The Commission Erred By Using An Improper Competitive Retail Electric Service
(“CRES”) Capacity Pricing Assumption When Calculating The Level Of The Retail Stability
Rider (“"RSR”). The Commission Used Current Adjusted RPM Capacity Prices To
Determine CRES Revenues For Purposes Of The RSR Calculation, But Should Have Used
The Entire $188.88/MW-Day Capacity Price To Calculate The RSR.

3. If The $188.88/MW-Day Capacity Price Is Not Used In The RSR Calculation, Then The
Amount Of The Capacity Deferral (5188.88/MW-Day Less RPM) Should Be Included For
Purposes Of Enforcing The 12% Earnings Cap. Counting The Deferral Is Consistent With
Commission Precedent And In Conformity With How Ohio Power’s SEC 10-K And FERC

Form 1 Financial Statements Will Be Filed. Ignoring The Deferred Revenue Could Result In
Ohio Power Earning Above 12%,
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4. The Commission Should Clarify That Separate Energy-Only Auctions Will Be Held For
Each AEP-Ohio Rate Zone In Order To Maintain Consistency With The Manner In Which
The Fuel Adjustment Clause And Phase-In Recovery Rider Rates Will Be Recovered.
Separate Energy-Only Auctions For Each Rate Zone Are Required Because The “Price To

Beat” Is Significantly Higher In The Columbus Southern Power Rate Zone Than It The Ohio
Power Rate Zone,

5. The Commission Should Leave Open The Possibility Of Blending The Phase-In Recovery
Rider Rates After The ESP Expires Because The Energy And Capacity Rates For Both Rate
Zones Will Be Determined On A Combined Basis At That Time.

6. The Order Violates the PIM Reliability Assurance Agreement (RAA). The PIM RAA
Requires That The State Compensation Mechanism Be Recovered From Either CRES
Providers Or Shopping Customers. The PIM RAA Is Central To The Commission’s
Jurisdiction, And It Does Not Allow For Non-Shopping Retail Customers To Be Charged For
The Wholesale Capacity Costs Incurred by CRES Providers to Serve Switched Load.

7. The Commission Has No Authority Under State Law To Allow Any Of The Deferred
Wholesale Capacity Costs Which CRES Providers Owe To AEP-Ohio To Be Recovered
From Retail Customers (Either Shopping Or Non-Shopping) Through The RSR. Such Costs
Are Outside The Scope Of The ESP And Therefore Cannot Be Approved Under R.C.
4928.13 Or Deferred Under R.C. 4928.144.

A memorandum in support of this Application for Rehearing is attached.

Respectiully Submitted,

) et LT

David F. Boehm, Esq.

Michael L. Kurtz, Esg.

Kurt J. Bochm, Esq.

BOEEM, KURTZ & LOWRY

36 East Seventh Street, Suite 1510
Cincinnati, OH 45202

Ph: 513.421,2255 Fax: 513.421.2764
DBoehm@BKLlawfinn.com

MEuwtz@BKLlawfirm.com
KBoehm@BKLlawfirm.com

COUNSEL FOR THE OHIO ENERGY GROUP
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MEMORANDUM IN SUPPORT

1. It Was Unreasonable To Characterize The 12% Earnings Cap As A Significantly Excessive
Earnings Test (“SEET”) Threshald Rather Than As An Flectric Security Plan (“ESP")
Provision Providing Rate Stability And Certainty Pursuant To R.C. 4928.143(B)(2)(d). By
Characterizing The 12% Earnings Cap As An ESP Provision, The Commission Can
Achieve The Same Result And Avoid Legal Issues Related To Whether The Proper
Procedures For Establishing A Formal SEET Threshold Were Followed.

To ensure that AEP-Ohio does not reap disproportionate benefits as a result of the RSR and/or
other components of the ESP, the Commission established for the three year term of this ESP a return on
equity SEET threshold for AEP-Ohio of 12%.' But the establishment of a three year 12% SEET
threshold in this proceeding may give rise to concerns about whether the Commission properly followed
the procedure required under R.C. 4928.143(F) for each annual SEET review. For example, some may
argue that the Commission must determine the return on equity of a comparable group of companies or
undertake other analytical steps each year before establishing a formal SEET threshold. To quell such

concerns, the Commission should claﬁfy that the 12% earnings cap was an ESP provision adopted

pursuant to R.C. 4928.143(B)(2)(d).

R.C. 4528.143(B)(2)(d) provides that an ESP may include terms, conditions, or charges ...as
would have the effect of stabilizing or providing certainty regarding retail clectric service.” A 12%
carnings cap stabilizes retail rates that may otherwise fluctuate too far upward and provides certainty
that AEP-Ohio will not substantially overearn as a result of the approved ESP. Hence, the Commission
may properly adopt a 12% earnings cap as an ESP provision, while allowing the formal SEET threshold
to be adopted independently of the 12% earnings cap. A similar approach was recommended by OEG

witness Kollen with regard to the Eamings Stabilization Mechanism proposed in his testimony.? The

Y Order at 37,

? Direct Testimony of Lane Kollen (May 4, 2012} at 10:6-11:3; See also Direct Testimony of Lane Kollen (April 4, 2012) in
the Capacity Case,

3
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Commission should therefore clarify that the 12% earnings cap was adopted as an ESP provision

pursuant to R.C. 4928.143(B)(2)(d) rather than as a formal SEET threshold,

2. The Commission Erred By Using An improper Competitive Retail Electric Service
(“CRES”) Capacity Pricing Assumption When Calculating The Level Of The Retail
Stability Rider (“RSR™). The Commission Used Current Adjusted RPM Capacity Prices
To Determine CRES Revenues For Purpeses Of The RSR Calculation, But Should Have
Used The Entire $188.88/MW-Day Capacity Price To Calculate the RSR,

The Commission erred by using RPM capacity prices to determine the CRES capacity revenues
when calculating the level of the Retail Stability Rider (“RSR™). As indicated on page 35 of the Order,
the Commission used RPM prices to project that AEP-Ohio would receive CRES capacity revenues of
$32 million in 2012/13, $65 million in 2013/ 14, and $344 million in 2014/15. But the use of RPM
significantly understates the compensation that AEP-Ohio will actually receive for its costs of supplying

capacity to CRES providers. -

Under the state compensation mechanism established in Case No. 10-2929-EL-UNC (the
“Capacity Case"), AEP-Ohio will ultimately receive a cost-based rate of $188.88/MW-day as
compensation for its Fixed Resource Requirement (“FRR”) capacity obligations. Though a portion of
the $188.88/MW-day cost-based capacity rate is to be deferred for collection at a later date, AEP-Chio
will book as revenue the entire $188.88/MW-day as capacity service is provided to the CRES providers,
The Commission’s use of RPM prices to calculate CRES revenues Fails to account for this fact, leading

to an unreasonable increase in the level of the ESR charge.

The calculation of the RSR by the Commission results in AEP-Ohio being compensated twice
for its FRR capacity obligations — once through an increased RSR charge and then again when AEP-
Ohio’s deferred capacity costs are recovered. Instead of using the RPM capacity prices to calculate
CRES capacity revenues for purposes of the RSR, the Commission should use the full $188.88/MW-day
cost-based rate that AEP-Ohio will ultimately recover. This approach avoids double compensation to

AEP-Ohio and accurately reflects the true economics of the Commission’s Orders.

4
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If the Commission does not adopt this recommendation, then at a minimum the Commission

should recognize the deferred capacity revenue when enforcing the 12% earnings cap. This is discussed

in Section 3 below.

3. If The $188.88/MW.-Day Capacity Price Is Not Used In The RSR Caleulation, Then The
Amount Of The Capacity Deferral ($188.88/MW-Day Less RPM) Should Be Included For
Purposes Of Enforcing The 12% Earnings Cap. Counting The Deferral Is Consistent With
Commission Precedent And In Conformity With How Qhio Power’s SEC 10-K And FERC

Form 1 Financial Statements Will Be Filed, Ignoring The Deferred Revenue Could Result
In Ohio Power Earning Above 12%.

Even if the Commission does not use the full cost-based rate of $188.88/MW-day to calculate
CRES revenues in the RSR calculation, at minimum, the Commission should explicitly confirm that the
full cost-based rate of $188.88/MW-day, including the deferred capacity revenues, will be considered
for purposes of enforcing the 12% earnings cap. The inclusion of deferred revenues for purposes of
enforcing the 12% earnings cap is consistent with Commission precedent.” The inclusion of deferred
capacity revenue is also consistent with how Ohio Power’s earnings will be reported to the SEC on the
10-K and to the FERC on the Form 1. Recognizing the deferred capacity revenue reflects the economic
reality that customiers will pay the deferred revenue and AEP-Ohio will receive it. Failing to recognize
the deferral will improperly push the revenue out to the years after the ESP is over when the 12%
earnings cap will not apply. Recognizing the deferral properly protects customers in the event that the

ESP is too generous to AEP-Ohio, in accordance with the language and intent of the Order.*

When enforcing the 12% eamings cap, the complete regulatory accounting for the capacity
deferral and related issues should be: 1) recognize the entire $188.88/MW-day as current earnings {not

just the RPM component); 2) recognize the entire $3.50 — $4.00 per MWh RSR as eamnings; and 3) the

3 Opinion & Order, Case No. 10-1261-EL-UNC {Jan. 11, 201 1) at 31.
4 See Order at 37 and 70,

5
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$1.00/MWh of the RSR earmarked for deferral repayment should be off-set with an amortization
expense of $1.00/MWh.*

4. The Commission Should Clarify That Separate Energy-Only Auctions Will Be Held For
Kach AEP-Ohio Rate Zone In Order To Maintain Consistency With The Manner In Which
The Fuel Adjustment Clause And Phase-In Recovery Rider Rates Will Be Recovered,
Separate Energy-Only Auctions For Each Rate Zone Are Required Because The “Price Te

Beat” Is Sigpificantly Higher In The Columbus Southern Power Rate Zone Than In The
Ohio Power Rate Zone,

As part of the ESP, the Commission approved the holding of multiple energy-only anctions.®
The Commission should clarify that these auctions will be held on a separate rate zone basis - one for

the Ohio Power Company (*OP”) rate zone and one for the Columbus Southern Power Company

{"CSP”) rate zone.

The Commission decided to maintain separate Fuel Adjustment Clause (“FAC) rates for the OP
and CSP rate zones.! Because FAC rates will be maintained separately for each rate zone during the
ESP, the energy-only auctions approved by the Commission should likewise be held separately for each
rate zone. The FAC rate for the OP rate zone is $32.43/MWh. The FAC rate for the CSP rate zone is
$38.69/MWh. Hence, CSP’s FAC rate is approximately $6/MWh higher than OP’s rate.® Because the
“price to beat” for energy is different in each rate zone, the energy-only auctions should be held

separately for each rate zone. Otherwise, the auction may result in unreasonably high energy charges to

OP customers.

In addition, the Commission should explicitly state that it will not accept the energy-only auction
results if those results lead to rate increases for a particular rate zone. The Commission has the authority

to reject auction results. If the Commission exercises this authority, AEP-Ohio will be able to provide

¥ This regulatory accounting assumes no changes to the August 8, 2012 ESP Oxder. However, as discussed in Section 6, we
believe that charging non-shopping customers for the 51/MWh deferral repaviment violates the PIM RAA; and as discussed

in Section 7, we believe that charging any customer {(shupping or non-shoppiag) for the $1/MWh deferral fepayment is not
authorized under state law.

® Order at 39-40.
" Order st 17,
% The rates listed are for Subtransmission/Transmission customers.

6
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service to impacted customers as the provider-of-last resort, an obligation for which AEP-Ohio is
compensated through SSO rates. Therefore, the Commission should keep in mind that it has the

flexibility to reject auction results that are higher than SSO rates for the same sarvice.

Maintaining the flexibility to reject energy-only auctions which would result in rate increases is
especially important given the inherent mismatch that will be created. 88O customers pay averape
embedded cost for capacity through the legacy cost-based rate structure. SSO energy costs are based on
OP/CSP’s actual costs, Historically, this has meant high capacity costs associated with AEP-Ohio’s
predominately base Idad coal generation, but off-set by low coal-based energy prices. An energy-only
auction will be based upon locational marginal price (market pricing). The result of the engrgy-only
auction will be that SSO customers will pay the utility’s average embedded cost for capacity and
marginal or market rates for energy. Marginal energy prices in PJM are now low. But all it would take
is an increase in natural gas prices to tumn that around. The worst case scenario for SSO customers
would be if they are required to pay high average embedded capacity costs based upon base load coal
generation and high marginal (market) energy rates. Maintaining the flexibility to reject energy-only

auctions results by rate zone which would result in rate increases greatly reduces that risk,

2. The Commission Should Leave Open The Possibility Of Blending The Phase-In Recovery
Rider Rates After The ESP Expires Because The Energy And Capacity Rates For Both
Rate Zones Will Be Determined On A Combined Basis At That Time.

The Commission determined that the PIRR rates should be maintained separately for the CSP
and OP rate zones.® Part of the rationale for recovering PIRR. costs on a separate rate zone basis is that
this approach is consistent with the FAC Tecavery on a separate rate zone basis. The nonbypassable
PIRR runs through December 31, 2018.'" But the FAC rates expire with AEP-Ohio’s ESP on May 31,

2015. At that point, all rates for energy and capacity will be the same for both zones. It may be

° Order at 55.
* Order at 52.
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appropriate to blend the PIRR rates at that time. Therefore, the Commission should state that it is not

precluding the possibility of blending the PIRR rates afier the ESP expires.

6. The Order Violates the PIM Reliability Assurance Agreement (RAA). The PIM RAA
Requires That The State Compensation Mechanism Be Recovered From Either CRES
Providers Or Shopping Customers. The PJM RAA Is Central To The Commission’s
Jurisdiction, And It Does Not Allow For Non-Shopping Retail Customers To Be Charged
For The Wholesale Capacity Costs Incurred by CRES Providers to Serve Switched Load.

The Commission ordered that, of the $3.50/MWh and $4/MWh nonbypassable RSR, AEP-Ohio

must allocate $1/MWh toward repayment of the capacity costs deferred by the Commission in the

Capacity Case.”’ However, the PIM Relinbility Assurance Agreement ("RAA”) does not provide the

Commission authority to impose such a charge on non-shopping retail customers. Therefore, the
31/MWh of the RSR charge that is earmarked to pay AEP-Ohio part of the capacity costs owed to it by

CRES providers cannot be assessed to SSO load.

The language of the RAA explicitly limits the parties that can be held responsible for
compensating AEP-Ohio under the state compensation mechanism. The RAA contemplates only two
categories of entities that could be responsible for compensating AEP-Ohio for its FRR capacity
obligations: 1) “switching customers,” aka shopping customers; or 2) “the LSE,” aka CRES providers.
Section 1.8 of Schedule 8.1 of the RAA provides that “filn the case of load reflected in the FRR
Capacity Plan that switches to an alternative retail LSE, where the state regulatory jurisdiction
requires switching customers or the LSE to compensate the FRE Ewmtity for its FRR capacity
obligasions, such state compensation mechanism will prevail™? The PIM RAA does not provide the
Commission authority to hold non-shopping retail customers responsible for compensating AEP-Chio

for its FRR capacity obligations under the state compensation mechanism,

! Order a1 36.
2 Emphasis ndded,
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The Commission must ahide by the explicit terms of the PJM RAA in setting rates under the
state compensation mechanism. OEG urges the Commission not to exceed its authority under the plain
language of the PIM RAA by recovering any portion of the state compensation mechanism through a
charge to non-shopping retail customers. For to do so would, as the PIM RAA recognizes, improperly

charge non-shopping customers for a service they are not using,

The PIM RAA is central to the Commission’s jurisdiction to establish a cost-based rate for a
competitive retail electric service. The delegation of such authority by PIM and FERC to this
Commission will be a critical jurisdictional element on appeal. The PIM RAA is already a critical
jurisdictional element in the August 3 1, 2012 Complaint for Writs of Prohibition and Mandamus filed by

1EU at the Supreme Court of Ohio {Case No. 12-1494).

The PJM RAA may be the Commission’s ultimate trump card for Justifying the establishment of
a cost-based rate for a competitive service. Therefore, it is essential that PTM RAA be complied with,

including the provision which dictates that the state compensation mechanism must be paid by either the

CRES providers or switched load.

7. The Commission Has No Authority Under State Law To Allow Any Of The Deferred
Wholesale Capacity Costs Which CRES Providers Owe To AEP-Ohis To Be Recovered
From Retail Customers (Either Shopping Or Non-Shopping) Through The RSR. Such
Costs Are Qutside The Scope Of The ESP And Therefore Cannot Be Approved Under R.C.
4928.13 Or Deferred Under R.C. 4928.144.

The Commission does not have authority under state law to allow AEP-Ohio to recover any of
the wholesale costs established under the state compensation mechanism from retail customers (either
shopping or non-shopping) through the RSR. Such costs are outside the scope of the ESP and cannot be
approved under R.C. 4928.143 or deferred under R.C. 4928.144. Therefore, the $1/MWh of the RSR

that is earmarked to pay AEP-Ohio for capacity utilized by CRES providers should be eliminated.
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In its Order in the Capacity Case, the Commission took great care to explicitly characterize the
state compensation mechanism as 2 wholesale cost-based rate not covered by Chapter 4928 of the

* Revised Code. Throughout the Capacity Case Order, the Commission reinforces this point, stating:

e “We agree that the provision of capacity for CRES providers by AEP-Ohio, pursuant
to the Company's FRR capacity obligations, is not a retail electric service as defined
by Ohio law. Accordingly, we Sind it wnnecessary to determine whether capacity
service is considered a competitive or noncompetitive service under Chapter 4918,
Revised Code. ""?

o “Although Chapter 4928, Revised Code, provides for market-based pricing for retail
electric generation service, those provisions do not apply because, as we noted
earlier, capacity is a wholesale rather than a retail service,

¢ "We conclude that the state compensation mechanism Jor AEP-Ohio should be based
on the Company's costs, "’

s “Therefore, with the intention of adopling a state compensation mechanism that
achieves a reasonable outcome for all stakeholders, the Commission directs that the
state compensation mechanism shall be based on the costs incurred by the FRR Entity
Jor its FRR ecapacity obligations.*®

% “Upon review of the considerable evidence in this proceeding, we find that the record
Supports compensation of 3188.88/MW-day as an approprinte charge to enable AEP-
Ohio to recover its capacity costs for its FRR obligations from CRES providers.”"’

®  “Given that compensation for AEP-Ohic's FRR capacily obligations from CRES
providers is wholesale in nature, we Sind that AEP-Ohio’s formula rate template is an
appropriate starting point for determination of its capacity costs, "'

Because the costs established under the state compensation mechanism are wholesale costs not
covered by Chapter 4928, those costs are ouiside of the scope of the ESP and are not properly
recoverable from any retail customers through the RSR. The Supreme Court of Ohio has held that an
ESP provisien is not authorized by statute if it does not fit within one of the categories listed in R.C,
4928.143(B)(2)."® These categories in the ESP statute are all for costs that consumers may owe the

utility for providing retail electric service. The wholesale capacity costs that CRES providers owe the

Y Capacity Case Order at 13.
" Capacity Case Order at 22.
15 Capacity Case Order at 22,
¥ Capacity Case Order at 23.
7 Capacity Case Order at 33,
18 Capacity Case Order at 33,
® In re Columbus Southern Power Co., 128 Ohio St.3d 512, 2011-Ohio-1788, §32.
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utility do not fit into any of those categories. There is no provision of the ESP statute whereby AEP-
Ohio’s retail customers can be held responsible for wholesale costs that CRES providers owe to AEP-
Ohio. Because such costs are not properly recoverable through an ESP, the Commission cannot
authorizec AEP-Ohio to collect any of the wholesale capacity costs established under the state

compensation mechanism from retail customers through the RSR.

Because the wholesale capacity costs which the CRES providers owe AEP-Ohio are not properly
recoverable in an ESP, deferred recovery under R.C. 4928.144 is also improper. R.C. 4928.144
provides that the Commission may authorize a phase-in only of a “rate or price established under
Sections 4928.141 to 4928 143 of the Revised Code,” As discussed above, in the Capacity Case the
Commission repeatedly stated that the wholesale cost-based state compensation mechanism of

$188.88/MW-day was not established under Chapter 4928 of the Revised Code,

The proper solution is to charge CRES providers the full wholesale cost-based capacity rate of
$188.88/MW-day. This is what they owe AEP-Ohio and is this is what they should pay. Accordingly,
the Commission should modify the portion of the Order allowing AEP-Chio to recover any of the
wholesale capacity costs that CRES providers owe the utility from retail customers through the RSR.
Requiring the CRES providers to pay what they owe will:

e Make the Commission’s Orders consistent with the PIM RAA, which is the fundamental

jurisdictional foundation that allows AEP-Ohio to charge a cost-based rate for a competitive
retail electric service;

® Make the Commission’s Orders consistent with R.C. 4928.143 and 4928.144, which
authorize current or deferred recovery only of certain enumerated costs which do not include
wholesale capacity costs owed by CRES providers to the utility;

*  Greatly reduce the ratemaking complexity and associated consumer confusion;

» Avoid the accrual of a multi-hundred million deferral balance (plus interest) which will result
in consumers paying above market rates once the repayment comes due,
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CONCLUSION

WHEREFORE, for the foregoing reasons, the Commission should adopt the Ohio Enerpy

Group’s recommendations in this proceeding.

September 7, 2012

Respectfully Submitted,

David F. Bochm, Esg.

Michael L. Kurtz, Esq,

Kurt J. Boehm, Esqg.

BOEHM, KURTZ & LOWRY

36 East Seventh Street, Suite 1510
Cincinnati, OH 45202

Ph: 513,421.2255 Fax: 513.421.2764
DBochm@BKLlawfirm.com
MKurtzz BK Liawfirm.com
KBoehm@BK Llawfirm.com

COUNSEL FOR THE OHIO ENERGY GROUP
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