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BEFC.)RE

THE PUBLIC UTILITIES COMMISSION OF OHIO

In the Matter of the Application of )
Columbus Sauthern. Power Cornpany for )
Approval of a Mechanism to Recover ) Case NQ.11-492D-EL-RDR
Deferred Fuel Costs Ordered Under Section )
4928.144, Oh.fo Revised Code. )

In the Matter of the Applicatian of Ohio )
Power Company for Approval of a )
Mechanism to Recover Deferred Fuel Costs ) Case 1VQ.11-4921-EL-R.DR
Ordered Under Section 4928.144, Ohio )
Revised Code. )

FINDING ANI? ORDER

The Comrnission finds:

(1) Columbus Southern Power Company (CSP) and Ohio Power
Company (OP) (jointly, AEP-Ohio or the Company)l are
public utilities and electric light companies within the
definition.s of Sections 4905.02 and 4905.03(A)(3), Revised
Code, and, as such, are subject to the jurisdiction of this
Commission, pursuant to Sections 4905.04, 4905.05, and
4905.06, Revised Code.

(2) On March 18, 2009, the Comrnzssion issued its opinion and
order regarding the application of CSP and OP for an electric
security plan (ESP) in Case No. 08-917-EL-SSO and 08-918--EL-
SSO (ESP 1. Order). Entries on rehearing were issued on
July 23, 2009 (First ESP 1 Entry on Rehearing) and
November 4, 2009. In the ESP 1 Order, the Commi:ssion
directed AEP-Ohir,, pursuant to Section 4928.144, Revised
Code, to phase-in a portion of the rate increase authorized
over an established percentage for each year of the ESI', in
order to mitigate the impact of the rate increase for
customers.2 The Commission authorized AEP-Ohio to

^ I3y entry issued on March 7, 2012, the Commission approved and confirmed the merger of CSP into
OP. .ira the Matter of the Application of Ohio Power Company and Columbus Sauthern Power Company for
Autltarity tvAlerge artd Related Approvals, Case No. 1(}-2376-EI,-UNC.

2 ESP 1 ®rder at 22-23.
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establish a regulatory asset to record and defer fuel expenses
with carrying costs, at the weighted average cost of cap°r,tal
(WACC), with recovery through a nonbypassable surcharge
to commence in 2012 and continue through 2028.3 The ESP 1
Order was appealed to the Ohio Supreme Court and
subsequentIy remanded to the Comrnission for further
proceed'u cgs.

(3) On January 27, 2011, in Case No. 11-346-EL-SSO, et al. (11-
346), AEP-Ohio filed an application for a standard service
offer pursuant to Section 4928.141, Revised. Code.4 The
application sought approval of a second ESP in accordance
with Section 4928.143, Revised Code, to begin on January 1,
2012.

(4) On September 1, 2011, in the above-captioned cases,
AEP-Ohio filed an application for approval of a mechanism to
recover its deferred fuel costs, as directed by the Coanrrdssion
in the ESP I Order. Specifically, AEP-Ohio requests approval
of the creation of a recovery mechanism, in the form of a
nonbypassable phase-in recovery rider (PIRR), to ensure
recovery of its accumulated deferred fuel costs, including
carrying costs, as approved by the Commission in the ESP 1
Order. AEP-tJhio proposed that the PIRR take effect with the
first bil.ling cycle of January 2012.

AEP-Ohio notes that its application includes a proposed
recovery and amortization schedule for OP's total deferral for
the period of Jantiary 2012 through December 2018.
AEP-Ohio further notes that a forecasted over-recovery for
CSP would be returned to customers pursuant to its fuel
adjustment clause (FAC) filing occurring on March 1, 2012,
with the adjusted FAC rates effective with the first billing
cycle of Apri12012.

-2-

3 ESP 1 Order at 20-23; First ESP 1 Entry on Rehearing at 6-10.

4 In the Matter of ttw Application of Colurrabus Southern Power Company and Ohio Power Company for
Authorihj to Establish a Standard Service Offer Pursuant to Section 4928.143, Revised Code, in tJm Form of an
Electric Security Plan, Case No. 11-346-EL-SSC? and 11-348-EL-SSO; In the Matter of the Application of
Columbus Southern Power Company and Ohio Power Company for Approval of Certain Accounting Authority,
Case No. 11-349-EL-AAM and 11-350-EL-AAM.
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AEP-Ohio indicates that it plans to make annual filings by
December 1 of each year, beginning in 2012, during the
planned collection period, if necessary, to adjust the PIRR rate
to recover the actual balance over the remaining term of the
recovery period. Subsequent to the end of the collection
period, AEP-Ohio notes that it intends to make a final true-up
filing. Finally, AEP-Ohio states that it will file new schedules,
if necessary, upon Commission action on the merger of CSP
and OP.

(5) In support of its application, AEP-Ohio states as follows:

(a) In the ESP 1 Order, the Commission directed AEP-Ohio
to mitigate the rate impacts of FAC increases by
deferring the portions of its FAC costs in excess of the
allowable total bill increase percentage levels.

(b) The Commission also authorized AEP-Ohio to record
and defer carrying costs on the fuel deferrals, both
during the three-year term of the ESP and during the
subsequent seven-year amortization and collection
period. The Commmission found that the carrying costs
should be calculated based an the WACC rate of 11.15
percent, as proposed by AEP-Ohio.

(c) Tlie Commission found that the fuel deferrals should
be calculated on a gross-of-tax basis to ensure that
AEP-C?hio recovers its actual fuel expenses.

(d) The Commission ordered that any deferred fuel
expenses, including associated carrying costs,
remaining at the end of 2011 would be recovered via an
unavoidable suxcharge.

(e) Section 4928.144, Revised Code, authorizes the
Cammission to approve a reasonable phase-in of any
electric utility rate or price established, pursuant to
4928,143, Revised Code, with carrying charges, through
the creation of regulatory assets and collected through
an unavoidable surcharge. Pursuant to its statutory

-3-
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authcrrity, the Comrnission ordered such a phase-in of
the increases approved in the ESP 1 Order.

(f) In the First ESP 1 Entry on Rehearing, the Comnussion
rejected the arguments of certain interven.ors regarding
AEP-Ohio's methodology, including use of the WACC
rate, and the tax treatment of the deferrals. According
to AEP-Ohio, no party appealed these issues.

(6) On September 7, 2011, a stipulation and recommendation
(ESP 2 Stipulation) was fi1ed by AEP-C)hio, Staff, and other
parties to resolve the issues raised in 11-346 and several other
cases pending before the Commission (consolidated cases),5
including the above-captioned cases. The ESP 2 Stipulation
included provisions regaxding the establishment and terms of
AEP-Ohio's PIRR, as well as the securitization of the PIRR
regulatory assets.

(7) Pursuant to an entry issued on September 16, 2011, the
consolidated cases were consolidated for the purpose of
considering the ESP 2 Stipulation. The September 16, 2011,
entry also stayed the procedural schedule in the pending
cases, including the present proceedings, until the
Commission specifically ordered otherwise. The evidentiary
hearing on the ESP 2 Stipulation conun.enced on October 4,
2011, and concluded on October 27, 2011.

(8) On October 3, 2011, the Commission issued an order on
remand (ESP 1 Remand Order), addressing the Ohio Supreme
Court`s remand of the ESP 1 Order.

-4-

In the Matter af the Application of Ohio Power Company and Coturnbus Southern Power Conzpany for
Authority to Merge and Related Approvals, Case No. 10-2376-EL-UNC; In the Matter of the Application of
C'otumbus Southern Power Company to Amend its Emergenc^f Curtailment Service IZiders, Case No. 10-343-
EL-ATA; In the Matter of the Application of Ohio Power Company to Amend its Emergency Curtailment
Service Riders, Case No. 10-344-EL-ATA; In the Matter qf the Commission Review of the Capacity Cluzrges of
Ohio Power Cornpany and Columbus Southern Power Compttny, Case No. 10-2929-EL-UNC; In the Matter of
the Application of Columbus Southern Power Company for Approval of a Mechanism to Recover Deferred Fuel
Costs Pursuant to Section 4928.144, Revised Code, Case No. 11-4920-EL-RDRp In the Matter of the
Application of Ohio Power Company for Approval of a 1Vlech.rznism to Recover Deferred F'ue! Costs Pursuant to
Section 4928.144, Revised Code, Case No. 11-4921-EL-RDR.
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(9) On December 14, 2011, the Corrunission issued an opinion
and order in the consolidated cases, modifying and adopting
the ESP 2 Stipulation. The Corn:mi.ssion did not modify the
PIRR provisions of the E5I' 2-qtipulation.

(10) On January 23, 2012, in Case No. .09-872-EL-FAC, et al., the
Commission issued its opinion and order regarding the
annual audit of AEP-C]hio's FAC mechanism for 2009 (FAC
Order).6 In its audit report, Energy Ventures Analysis, Inc.
recornmended that the Commissxon consider whether any
proceeds from a settlement agreement that American Electric
Power Service Corporation had executed with a coal supplier
in 2007 (settlement agreement) should be credited against
OP's FAC under-recovery for 2009. The settlement agreement
was effectively a buy-out of the contract with the coal supplier
after 2008. Pursuant to the terms of the settlement agreement,
OP received a lump sum payment (made in three equal
payments) and coal reserve in West Virginia. In the FAC
Order, the Cornmi.ssion determined that all of the realized
value from the settlement agreement should be credited
against C)P's FAC under-recovery for 2009. The Corrurissi4n
specified that the portion of the $30 xn.allion lump sum
payment not already credited to the ratepayers of OP, as well
as the $41 million value of the West Virginia coal reserve
booked when the settlement agreement was executed, should
be credited against the FAC under-recovery. Additionally,
because the present value of the West Virginia coal reserve is
unknown and the permitting process is expected to enhance
its value, the Conimission indicated that a request for
proposal would be issued by subsequent entry to hire an
auditor to examin.e the value of the West Virginia coal reserve.
The Commission noted that the auditor would be expected to
make a recommendation as to whether the increased value of
the West Virginia coal reserve, if any, above the $41 million
already required to be credited against OI'`s FAC under-
recovery should accrue to ratepayers;

-5-

6 In the Matter of the Fuel Adjusttnenf Clauses for Columbus Soutlwrn Power Company and Ohio Power
Company, Case No. 09-872-EL-FAC, et al.
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(11) On February 23, 2012, the Commission issued an entry on
rehearing in the consolidated cases, granting rehearing pn
part. Finding that the signatory 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, on grounds unrelated to the
PIRR provisions. The Comriission directed AEP-Ohio to file,
no later than February 28, 2012, new proposed tariffs to
continue the provisions, terms, and conditions of its first ESP.

(12) By entry issued on March 14, 2012, the attorney examiner
found that, in light of the Commission's rejection of the ESP 2
Stipulation, the present cases should move forward, and a
con-Lm.ent period should be established in order to assist the
Comm.zssion in its review of AEP-C7hio's application.
Pursuant to the entry, initial and reply comments were due to
be filed by A.przi 2, 2012, and April 17,2012, respectively.

(13) Motions to intervene in the above-captioned cases were filed
on various dates by Ohio Partners for Affordable Energy;
Industrial Energy Users-Ohio (IEU-Ohio); Interstate Gas
Supply, Inc.; Ohio Consumers' Counsel (©CC); Ormet
Primary Aluminum Corporation (Ormet); Ohio Association of
School Business Officials, 01-uo School Boards Association,
Buckeye Association of School Administrators, and ahio
Schools Council; Ohio Energy Group (OEG); Ohio Hospital
Association; Ohio Farm Bureau Federation; OMA Energy
Group; and The Kroger Company. No memoranda contra
were filed. The Comurni.ssion. finds that the motions to
intervene are reasonable and should be granted.

(14) On March 13, 2012, motions for admission pro hac vice were
filed by Emma F. Hand on behalf of Ormet in Case No. 11-
4920-EL-RDR and by Dan Barnowski on behalf of Ormet in
Case No.11-4421-EL-I2DR. No memoranda contra were filed.
The Commission finds that the motions for admission pro hac
vice are reasonable and should be granted.

-6-
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(15) In accordance with the procedural sched-ale established in
these cases, timely initial corzunents were filed by IEU-Ohio,
OCC, OEG, Ormet, and Staff on April 2, 2012. Staff filed
revised comments on April 3, 2012.

(16) Timely reply comments were filed by AEP-0hio, CtCC, and
Ormet on April 17, 2012.

Staff Comments

(17) Staff concludes that the Comrnission should approve
AEP-Ohro's application, with modifications to incorporate
four specific recommendations contained in Staff's revised
cornrnents. First, Staff recommend:s that, once coIlection of
AEP-Ohio's deferrals begins, the carrying charges should be
calculated using the most recently approved long-t.erm debt
rate of 5.34 percent rather than the WACC rate proposed by
the Company. Staff notes that, in the ESP 1 Order, the
ComTru.ssion indicated that the WACC rate is appropriate
during the deferral period but did not address the rate that
should be used once the collection commences. Staff agrees
that the pre-tax WACC rate should be used to determine the
amount that AEP-Ohio is entitled to collect from ratepayers
during the deferral period. However, Staff believes that, once
the principal amount is determined for the calendar year
ending 2011, AEP-Ohio's long-term debt rate should apply,
because the Company no longer has any collection risk. Staff
notes that use of the long-term debt rate over the remaining
seven-year period of OP's deferral would result in a total cost
to customers of $642,417,274 rather than atotai cost of
$772,603,1$0 if the WACC rate is applied, saving ratepayers
$130,1$5,906 in carrying costs.

In its reply comments, AEP-Ohio argues, as an initial matter,
that the Commission lacks the authority or discretion to delay
recovery of the deferrals, modify the carrying charges, apply a
net-of-tax recovery approach, or otherwise amend the
Company's phase-in plan, as approved in the ESP 1 Order
pursuant to Section 4928.144, Revised Code. AEP-Ohio
contends that the ESP 2 Order is final, non-appealable, and
cannot now be modified by the Com;niss'ron as recommended

-7-
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by Staff and intervenors, AEP-Ohio notes that the
Commission adopted the phase-in plan proposed by the
Company, with the only exception being that the Commission
lowered the rate caps that would trigger the deferral of fuel
expenses. AEP-Qhio further notes that the Company, in its
modified ESP proposal filed in 11-346, recommends that the
amortization period be modified such that recovery of the
deferrals not begin until June 2013. According to AEP-Ohio,
the Company only agrees to this modification if the
Commission adopts the modified ESP proposal in its entirety.
AEP-Ohio asserts that, if,the Commission resolves.the issues
raised in these cases apart from 11-346, it must adhere to
Section 4928.144, Revised Code, and the ESP 1 Order, which
authorized recovery of the deferrals with carrying costs by
means of a nonbypassable charge beginnzng in. 2012 and
continuing through 2018.

With respect to the calculation of the carrying charges,
AEP-Ohio argues that, in the ESP 1 Order, the Conurussion
specifically approved its proposal to use the WACC rate over
the entire 10-year period of the phase-in plan. AEP-Ohio
notes that the Comn.-dssion rejected arguments against the
WACC rate on rehearing and that no party subsequently
challenged any. aspect of the phase-in plan on appeal to the
Ohio Supreme Caurt. As the ESP 2Order is thus final and
non-appealable, AEP-Ohio maintains that it is legally entitled
to immediate irn.plementatzon of the PIRR, which must
incorporate a WACC rate for both the deferral and
amortization periods as proposed by the Company and
approved by the Comrrdssion. AEP-Ohio adds that Staff's
recommendation ignores the true impact of applying a debt
rate to the regulatory asset. If the long-term debt rate is used,
AEP-Ohio argues that its capital structure should be adjusted
to reduce the amount of long-term debt by a corresponding
amount of the regulatory asset. Without such an adjustment,
AEP-Ohio asserts that there would effectively be a double
counting of the use of long-term debt as a funding source.
AEP-Ohio notes that the necessary adjustment would result in
a much lower percentage of long-term debt in the capital
structure and raise the cost of capiW. Additionally,

-8-
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AEP-Ohio contends that Staff fails to recognize that the
deferrals were funded with a combination of debt and equity.
AEP-Ohio notes that, in 2009, OP received $550 milliort in
equity from its parent company when it became evident that
there would be fuel deferrals that would be recovered over a
number of years.

(18) Staff's second recommendation is that the deferral balance at
the end of December 2011 should be reduced for accumulated
deferred income taxes (ADIT) in the calculation of carrying
costs. Staff notes that the difference between the amount of
fuel costs deducted for income tax purposes and the amount
of fuel costs that have been deferred for regulatory accounting
ptirposes has created a temporary tax timing difference tltat
results in the deferred fuel ADIT, Staff states that the amount
of the ADIT that is directly related to the deferred fuel balance
represents net tax savings that effectively finance a portion of
the deferred fuel balance and that there are no carrying costs
associated with the ADIT. Staff contends that the ADIT are a
cost-free source of funding for the deferred fuel balance that is
provided by ratepayers and not investors. Staff concludes
that an ADIT adjustment should have been reflected as a
redtzction to the principal. deferred fuel balance for purposes
of the carrying cost calculation at the end of each year of the
ESP period of 2009 through 2011. Staff notes that its
recommendation is consistent with the financial auditor's
report in AEP-Ohio's most recent PAC case.7

Staff further notes that there is a difference between applying
a gross-of-tax WACC rate and adjustir<g the deferred fuel
balance to account for the income tax savings represented by
the ADIT in the calculation of carrying costs. Staff believes
that failure to account for the ADIT constitutes a violation of
the regulatory principle providing that investors are only
entitled to earn a return on balances that they have financed.
If the gross-of-tax WACC rate is applied to the entire deferred
fuel balance, Staff argues that investors would earn a return
on a portion of the deferred fuel balance that they have not

-9-

7 In the Matter of the Fuel Adjustment Clause of Columbus Soutlrtertz Power Company and Ohio Power Cornpany
and Related Matters for 2010, Case Nce.1Q-2b8-FL-FAC, et ttl.
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financed but that has instead been effectively financed by the
directly related income tax savings represented by the ADIT.
Staff notes that, based on. AEP-Ohio's ADIT for 2010, which
was the most recent information available, OP's ratepayers
would save an additional $34,653,615 in carrying costs at the
long-terrn debt rate with even greater savings at the pre-tax
WACC rate during the deferral period. Staff concludes that,
at a rndnimum, AEP-Ohio's fuel deferral balance existing as of
the end of 2011 should be reduced by the amount of the most
recent ADIT reflected in the Federal Energy Regulatory
Comirussion (FERC) Form 1 for 2011 for OP and C'SP, which
was not yet publicly available when Staff filed its comments,
but was expected to be filed with FERC by April 18, 2QT.2.

A.EP-Ohio replies that the Commission approved its proposed
phase-in plan on a gross-oE-tax basis in the ESP I Order,
which is a final, non-appealable order that cannot be
modified. AEP-Ohio also argues that Section 4928.144,
Revised Code, requires the ComrnissiQn to authorize the
deferral of incurred costs equal to the amcvunt not collected,
with carrying charges, and does not permit adjustment for tax
effects. AEP-Ohio notes that the Commission rejected
intervenors' ADIT argument in the ESP 1 Order and instead
approved a gross-of-tax calculation to ensure that the
Company recovered its actual fuel expenses in compliance
with the statute. AEP-Ohio adds that the auditor's
identification of the ADIT issue in its audit report for 2010 is
of no consequence, given that the audit is performed under
Staff's direction and has no bearing on the governing statute
or the ESP I Order. AEP-Ohio further argues that its phase-in
plan, as proposed by the Company and approved by the
Conumission in the ESP I Order, included no ADIT
adjustment to the regulatory asset to be recovered and no
adjustment for the purpose of calGulati:ng the carrying charges
to be applied. AEP-Ohio notes that Company `vitness
Assante, in describing the proposed phase-in p1an, explained
that it would be inappropriate to adjust for ADIT in a
situation not involving a traditional rate base approach to
ratemaking.

-10-
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(19) Staff also recommends that k:EP-C7hio should be required to
calculate its deferred fuel balance on a going-forward basis
using annual compounding rather than monthly
compounding, which would be consistent with the
Com.rnission's recognition of an annual interest rate in the
Company's rate of return ailowance. Staff notes that this
adjustment, in combination with Staff's proposed long-term
debt rate and ADIT reduction, would save OP's ratepayers an
additional $23,915,797 in carrying charges over the seven-year
recovery period. In their reply comments, OCC and Ormet
support Staff's recommendation.

According to AEP-Ohio, the Commission has routinely
approved of the calculation of carrying charges on a monti-dy
basis with respect to the Company's riders, most recently its
distribution asset recovery rider.8 AEP-Ohio contends that
monthly compounding more accurate].y reflects its carryin:g
costs. AEP-Ohio adds that Staffs recommendation is result-
oriented and not based on regulatory principle or practice.

(20) Fina.lly, Staff recommends that AEP-Ohio be directed to make
annual xnfarmational filings detailing the deferred fuel
recorded on its books du.ring the seven-year recovery pericad.
According to Staff, such filings sh<iuld include a breakdown
of the status of collections per rate class and by operating
company and the corresponding ending deferral balance.
Staff proposes that the annual informational filings be based
on the calendar year and filed on March 15 of the succeeding
year. OCC urges the Commission to adopt Staff's
recommendation and require that the annual informational
filings be made in a docketed case. In its reply cominents,
AEP-C'3hio notes that it does not oppose Staff's
recQm.zx►endation.

_11,.

In the Matter of the Application of Columbus Southern Power Company and Ohio Power Company, Individually
and, if Their Proposer11v1er$er is Approved, as a Merged Company (collectively, AEP Ohio) for an Fncrease in
Electric Distrzbutioii Rates, Case No.11-351-EL-AIR, et ai.
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Irttervenor Comrnents

Occ

(21) OCC contends that the Commission cannot approve the PIRR
because it is based on ESP rates that were not just and
reasonable as required by Section 4.928.143(B)(2)(a), Revised
Code, and a phase-in plan that is likewise not just and
reasonable, contrary to Section 4928.144, Revised Code.
Specifically, OCC argues that the deferral balance is
overstated because AEP-Ohio's provider of last resort
charges, which were ultimately rejected by the Commission in
the ESP x Remand Order, are embedded in the deferral. OeC
asserts that the Camxnission should reduce the unamortized
deferral balance by $368 million, plus carryittg charges, to
account for the unlawful charges that accrued from April 2009
through May 2011. OCC notes that this adjustment would
also reduce carrying charges on a going forward basis.

AEP-C"Jhio responds that the Commission has a.iready rejected
this argument in the PSP 1 Remand Order and should do so
again here. AEP-C.}hio contends that OOC and other
intervenors seek to use the PIRR as a meaxis to accomplish
unlawful retroactive ratemaking.

(22) OCC next argues that the annual FAC audit proceedings are
the only means by which the C'ommY.ssion can determine
whether AEEP-Ohio s fuel costs were prudently incurred and
reasonable in accordance with Section 4928.14.1(B){2}(a),
Revised Code. OOC notes that any adjustments or
disallowances resulting from these ar2nual audits must be
reflected in the PIRR rates. OCC adds that, in AEP-Oh.io's
FAC audit proceedings for 2009, the Commission ordered that
significant reductions be made to OP's fuel costs and directed
that the Company's West Virginia coal reserve be valued,
which could further reduce the deferral balance. Because the
deferral balance and carrying costs will be impacted by such
adjustments in the audit proceedings, OCC believes that, if
the PIRR is approved, it must be subject to refund or
reconciliation so as to protect consumers and provide for a
remedy in the event that OCC prevails in its appeal of the

-12-
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ESP 1 Remand Order, which is pending before the Ohio
Supreme Court.

AEP-Ohio argues that there is no need for the PIRR to be
subject to refund because the underlying regulatory asset will
be mvdified, as necessary, to reflect the Commission's orders
in the FAC audit proceedings. AEP-Ohio notes that its
application provides that, subsequent 'to the end of the
collection period, the Company will make a final true-up
filing. AEP-Ohio also points out that its FAC rates are
collected subject to the outcome of the "annual audits and that
the FAC deferrals will be properly accounted for and
reconciled writh the Commission's decision in each audit
proceeding, such as the Cornmission directed in the FAC
Order. According to AEP-Ohio, there is no practical reason to
implement the PIRR rates subject to refund, given the seven-
year recovery period, the annual PIRR filings, and the fact
that the audit for 2011, which is the final audit, is already
underway. AciditionaTly, AEP-Dhio asserts that the
Commission lacks the authority to unilaterally implement the
PIRR rates subject to refund.

(23) Additionally, OCC asserts that AEP-C?hlo's proposed
amortization schedule, which covers the timeframe from 2012
through 2018, does not comply with the ESP 1 Order, which
directed that the recovery of the deferral should occur from
2012 to 2018. CUCC notes that AEP-Ohio's proposed schedule
would result in carrying costs for an additional 12-month
period. C?CC further argues that the E5P 1('Jrder does not
require that recovery occur over the entire six-year period and
that the Commission should impose a shorter recovery period
so as to reduce the carrying charges that customers will pay.

AEP-Ohio responds that, in the ESP 1 Order, the Commission
approved a phase-in plan for a 10-year period, with a three-
year deferral period and a seven-year recovery period to
begin in the first billing cycle of 2012 and end in the last
billing cycle of 2018.

-13-

(24) Like Staff, C3CC suggests that, once collection of the deferral
balance begins, the carrying charges should be calculated
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based on AEP-C3hio's long-term cost of debt rate rather than
its WACC rate, as there is less risk of non-collection at that
point. OCC further recomrnends that the carrying costs on
the deferral balance should be calculated with a reduction to
accouzLt for ADIT. C3CC contends that these adjustments are
consistent with Commission precedent.

(25) Ei:nally, OCC argues that the ouer-colZection of CSP's fuel
costs shoLtld be retUrP7ed. with interest to customers as soon as

possible rather than through AEP-Ohio's quarterly FAC
adjustment proceeding in March. 2012. In its reply comments,
AEP-Ohio points aut that CSP actually experienced an under-
recovery of $15 rnillion at the end of 2011, which the
Conipany now see.ks to collect from customers.

IEU-Ohio

(26) As an initial matter, IEU-Ohio notes that, if the Commission
authorizes a recovery mechanism, it must also determine that
the PIRR is subject to reconciliation and provide a process for
adjusting the PIRR to account for any future orders that may
impact the deferral balance,

(27) IEU-C)hio argues that amortization of AEP-Ohio's deferral
balance should be based on a debt rate rather than the
Company's WACC rate, which is consistent with common
regulatory practice and Cortamissron precedent, given the
decreased risk associated with collection of a nonbypassable
charge. IEU-C}hio reeomrnends that 3.1 percent be used as the
debt rate, which, according to IEU-t7hio, is the approximate
interestrate for newly issued seven-year BBB rated corporate
bonds. In its reply comments, QCC agrees with IEU-Ohio's-
recommended debt rate.

(28) Like Staff, IEU-Uhio also believes that the PIRR must account
for the ADIT. IEU-tJhio asserts that, even if the Commission
does not require a recalculation of the carrying charges that
have accrued on the deferral balance to date, the Commission
should direct AEP-Ohio to calculate carrying charges net of
ADIT during the amortization period.

-14-
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(29) IEU-Ohio further argues that the PIRR must be adjusted to
account for the effects of other proceedings. According to
IEU-Oh.eo, AEP-Ohio should be directed to reduce the deferral
balance and the associated carrying charges that have accrued
with respect to the lump sum payment and West Virginia coal
reserve, as the Comrnission ordered in its opinion and order
in the annual audit proceedings for 2009. Ormet agrees that
AEP-Ohio must reduce the deferral balance in compliance
with the Conlxnission`s order. Additionally, IEU-0hio
contends that the PIRR must account for the flow through
effects of the Court's remand of the ESP 1 Order, as well as
the amounts that the Company temporarily collected
pursuant to the'ESP 2 Stipulation before it was rejected by the
Comsnassion. In its reply comments, Ormet argues that the
PIRR should be subject to refund pending the outcomes of the
various proceedings that could affect the deferral balance.

(30) Finally, IEU-Qhio notes that CSP's customers should not be
subject to the PIRR, given that there is no deferral balance for
CSP. IEU-CJhio agrees with AEP-Ohio's proposal to assign
revenue responsibility for the PIRR exclusively to OP's
customers, which IEU-Ohio contends is consistent with the
regulatory principle of aligning costs and benefits.

OEG

(31) OEG argues that AEP-flhio should be required to reduce its
deferred fuel Losts by the relevant ADIT amount in
calculating its inonthIy carrying costs during the recovery
period. OEG notes that AEP-Ohio',s failure to account for
ADIT would require customers to pay more than the
Company's actual financing costs on the deferred fuel costs by
ignoring the aV()ld+ed financing costs from the tax sa'Vings.
OEG further notes that its recommendation that AEP-Ohio
subtract the related ADIT from the Company's deferred fuel
costs is consistent with standard regulatory practice and
genera].Iy accepted accounting principles, as well as Section
4928,144, Revised Code. Although OEG believes that
AEP-Ohio's failure to account for ADIT during the deferral
period was inconsistent with the ESP 1 Order, OEG seeks only
to correct the calculation prospectively during the recovery

-15-
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period. According to OEG, AEP-Ohio has recognized in other
proceedings that it is appropriate to subtract ADIT in the
deterrni.n.ation of cost-based rates. OEG adds that, in
AEP-Ohio's recent FAC proceedings, the auditor found that
the Company should have reduced the fuel deferrals by the
amount of ADIT.

(32) OEG further argues that the Comrnission should clarify that
AEP-Ohio can securitize its deferred fuel expenses as soon as
possible, pursuant to Section 4928.231, Revised Code, to
ensure that customers benefit from the significant savings that
would result from securitization over the seven-year recovery
period. OCC disagrees, noting that OEG's recommendation is
premature at this point because AEP-Ohio cannot comply
with the filing requirements of Section 4928.231(B), Revised
Code, until the Commission decides these cases and other
related pending matters. Addressing the issue of
securitization, AEP-Ohio points out that its right to begin
recovery of the deferrals is independent of any initiative to
recover any remaining deferred costs through securitization.

(33) Einally, OEG asserts that, if the Comrni.ssion establishes a
blended FAC rate in light of the merger of OP and CSP, all of
AEP-Ohio's customers should pay for the deferred fuel costs.
OEG believes that al1 custoaxters should pay the same EAC
rate and the same deferred fuel cost recovery. In its reply
comments, Ormet disag-rees with OEG's position and argues
that a blended PIRR rate would violate the principle of cost
causation. According to Ormet, the deferral balance relates to
costs caused by OP's customers prior to the merger, which
CSP's customers should not have to pay.

Ormet

(34) Like the other intervenors, Orn.zet maintains that the carrying
charges on the deferral balance should reflect AEP-Ohio's
long-term cost of debt, once amortization begins, consistent

with ComrnLssion precedent. Ormet argues that the
Commission's approval of the WACC rate was limited to the
ESP period of 2009 through 2011, and that AEP-Ohio has less
risk of recovery once collection of the deferral is underway.

-16-
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Ormet believes that the Commission should exercise its
discretion pursuant to Section 4928.144, Revised. Code, to
reduce the carrying charges and avoid a harmfu2 rate increase
to customers, including Ormet, that continue to struggle in
the poor economic climate. Orrn.et also contends that the
deferral balance should be reduced to reflect the ADIT.
Ormet believes that this ad)ustment would ensure that
AEP-Ohio recovers its actual costs as welt as provide
significant relief to ratepayers. In its reply corn.znents, Ormet
adds that, if collection of the P'IRR is deferred, carrying
charges should be calculated on the basis of AEP-C)hio's long-
term cost of debt.

Conclusion

(35) Upon review, the Coimmission finds that AER4hio's
application for a mechanism to recover its deferred fuel costs
is, for the most part, consistent with the phase-in plan
author.zzed in the ESP 1 C}rder9 and should, therefore, be
approved, to the extent set forth herein. Accordingly, the
Commissiorr finds that AEP-Ohio's proposed. PIRR should be
established, consistent with the phase-in plan authorized in
the ESP I Order and this finding and order, pursuant to
Section 4928.144, Revised Code.

In the ESP I Order, the Comzni.ssion directed AEP-Ohio,
pursuant to Section 4928.144, Revised Code, to phase in any
increase authorized over an established percentage for each
year of the ESP as a means to mitigate the impact of the rate
increase for customers. The Corn.mission authorized
AEP-Ohio to estabiish a regulatory asset to record and defer
fuel expenses, with carrying costs at the pre-tax WACC rate of
11.15 percent, and recovery through a nonbypassable
surcharge to commence on January 1, 2012, and continue
through. December 31, 2018. As required by the statute, the
Cornrnission ordered that any deferred FAC expense balance
remaining at the end of 2011 would be recovered through the
unavoida.ble surcharge, thereby approving recovery of the
regulatory asset. The Cornr.ussion, however, does not agree

-17-

9 E ,P I Order at 20-24.
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with AEP-Ohto that the ESP 1 Order cannot be modified in
any way by the Commission.. On tl^te contrary, AEf'-tJhio's
.ESP, including the phase-in plan, is subject to the ongoing
supervision and jurisdiction of the Coznl,nission. Although
the Commission generally approved AEP-Ohio's proposed
phase-in plan and authorized recovery of its deferred fuel
expenses in the ESP 1 Order, the order also contemplated that
the Company would file a separate application to establish a
recovery rnechanism, which the Company in fact filed in these
cases on September 1, 2011, and is presently the subject of our
review.

In response to the recommendations made by Staff and
intervenors, the Comrrdssion finds that AEP-Ohio should be
authorized to collect carrying charges on the deferral balance
based on the WACC rate, but ordy until such time: as the
recovery period begins. Thereafter, AEP-Ohio should be
authorized to collect carrying charges at its 7ang-term cost of
debt rate. A:EP-C?hio argues that, in the ESP 1 Order, the
Commission effectively approved its use of the WACC rate
during both the deferral and collection periods, as proposed
by the Company in those proceedings, because the
Comrnission expressly modified only the rate caps and no
other component of the Company's proposed phase-in plan.
However, the Comzni,ssion agrees with Staff and intervenors
that it is unreasonable for the WACC rate to be imposed on
the deferral balance after collection begins, particularly
during this period of lingering econamic recession. Once
collection begins, the risk of non-collection is significantly
reduced and, as such, it is more appropriate to use the long-
term cost of debt rate, which is consistent with sound
regulatory practice and longstanding Cornmzsszon
precedentoza Further, since the ESP 1 Order, the General

-1g-

1a In the Matter of the Application of Coturnbus Southern Power Company and Olzio Power Company to Adjust
Each Compan.y's Transmission Cost Recovery Rider, Case No. 08-1202-EL-UNC, Finding and Order
(December 17, 2.008); In the Mratter of the Apptication of Columbus Southeris Power Company and Ohio Power
Company for Authority to Modify Their Accounting Procedure for Certain Storrn-Related Services Restoration
Costs, Case No. 08-1301-EL-AAM, Finding and Order (December 19, 2008); In the Matter of the
Commission Reviezv of the Capacity Charges of Ohio Penuer Company and Columbus Southern Power Company,
Case No.10-2923-.EL-UNC, Opinion and Order (July 2, 2012).
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Assembly has provided electric utilities with new authority to
securitize regulatory assets to reduce long-term borrowing
costs to be recovered from ratepayers. See Sections 4928.23
through 4928_2318, Revised Code. The Commission
encourages AEF-Ohio to pursue these options as
expeditiously as possible. For these reasons, the Commission
finds it necessary to depart from our approval in the ESP 1
Order of AEP-Ohio's proposed carryin.g cost rate. The
Cammission may change course, provided that it justifies the
reversal. As the Ohio Supreme Court has often stated, the
Commission may change or modify earlier orders as long as it
justifies any chan.ges.11

In addition, the Commission finds that AEP-Ohio should use
ann.ual compounding to calculate its deferred fuel balance on
a going-for-vvard basis, which, as Staff notes, is consistent with
our recognition of an annual interest rate in the Company's
rate of return allowance. The Commission further finds that
AEP-Ohio should file annual updates to provide detailed
information regarding the status of the deferrals during the
recovery period, in accordance with Staff's recommendation.

The Com.rnzssion declines to adopt the recommendation of
Staff and intervenors to adjust for ADIT, as #his issue was
already considered and addressed in the ESP 2 Order in
which the Coznrnission found that the carrying charges on the
deferrals should be calculated without an adjustnnent for
ADIT in order to ensure that AEP-Ohio recovers its actual fuel
expenses, as required by Section 4928.144, Revised Code.12 In
the ESP 1 Order, the Con.-irrdssion authorized the deferral of
incurred costs equal to the amount not collected, plus carrying
charges, and did not require an adjustment for tax effects.
Intervenors and Staff have not persuaded the Comm:ission.
that our approach in the ESP 1 Order was inconsistent iAtith
prior Comrnission precedent or sound regulatory practice.

-19-

11 In re,4ppIicatfion of Columbus S. Power CQ.,128 Ohio St„3d 512, 523 (2011); Ohio Consumers' Counsel v. Pub,
UtiL Comm., 114 Ohio St.3d 340, 343 {2007), Ohio Consumers' Counsel v. Pub. t,ltit. Camm., 110 Ohio St.3d
394,399 (2006).

12 ESP 1 Order at 23-24.
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Additionally, for the reasons set forth in the ESP 1 Remand
Order?s the Commission declines to adjust the deferral
balance to account for the flow through effects of the Ohio
Supreme Court's remand of the ESP 1 Order or the rejected
FSP 2 Stipulation. As addressed in the FSP 1 Remand Order,
the adjustments proposed by C3CC and IE[T t3hio would be
tantarnount to unlaurful retroactive ratemaking. The
Commission notes, however, that the deferral balance is
subject to adjustment as a result of the annual FAC audit
proceedings, including those adjustments required by the
recent FAC Order, which is consistent with the ESP 1, Order.14

In its application, AEP-Qhio projected that only OP would
have a deferral balance as of the end of 2011. However,
A:EP Ohio's reply comments indicate that both CSP and C3P
have deferral balances to be recovered through the PIRR.
AEP-Ohio should, therefore, file, in final form, new tariffs for
the CSP and OP rate zones, subject to Cornsnzssion review.
Such tariffs should reflect any adju.stments to the deferral
balance that are required as a result of the Cammission`s
orders in AEP--Ghio's annual audit proceedings for 2009.

The Cornnussion will address whether the PIRR rates should
be blended in its opinion and order to be issued in 1_1-346.
AEP-Ohio is directed to irnplexnent tfie PIRR and commence
recovery of the associated regulatory asset, beginning
concurrently with the new ESP rates that will take effect after
the issuance of the Commission`s forthcoming opinion and
order in 11-346.

It is, therefore,

-2t?,

C?RDERED, That the motions to intervene filed by various parties be granted. It is,
further,

ORDERED, That the motions for admission pro hac vice filed on behalf of Emma F.
Han.d and Dan Barnowski be granted. It is, further,

13 ESP 1 Remand Order at 34-36.
14 ESP I Order at 15.
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ORDEREI?, That AEP-Ohio's application be approved as modified herein. It is,
further,

ORDERED, That AEP-Ohio file unblend.ed PIRR rates for the CSP and OP rate
zones, subject to Commzssion review, to take effect with the new ESP rates approved in
11-346. It is, further,

ORDERED, That AEPpOhio file, in fiml form, four complete copies of its tariffs.
One copy shall be filed with these case dockets, one shall be filed with AEP-0hio's TRF
dockets, and the remaining two copies shall be designated for distribution to the Rates
and Tariffs Division of the Commission's Utilities Department. AEP-Ohio shall also
update its tariffs previously filed electronically with the Comrnission's Docketing
Division. It is, further,

ORDERED, I'hat AEP-C?hio shall notify its customers of the changes to the tari.ff
via bill message or bill insert within 30 days of the effective date. A copy of this notice
shall be sularnitted to the Coxnmission's Service Monitoring and Enforcement Depaxtment
prior to its distribution to customers. It is, further,

ORDERED, That nothing in this finding 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. It is, further,
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C7RDEItED, That a copy of this finding and order be served upon all parties of
record.

THE PUBLIC LTI'ILI'TIES COMMISSION OF OHIO

41Tod S 'fchler, Chairman

Sfeve . Lesser

Cheryl t.1Roberfo

SjP f sc

Entered in the Journal

AU6 0 1 ZO1^

4A---c7.4°'* 1Ke0-P

Barcy F. McNeal
Secretary
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TkIE PUBLIC UTILITIES COMMISSION OF OHIO

In the Matter of the Application of )
Columbus Southern Power Company for )
Ap'proval of a Mechanism to Recover ) Case No.11-4920-EI..-RI:}R
Deferred Fuel Costs Ordered Under Section )
4928.144, Ohio Revised Code. j

In the Matter of the Application of Ohio )
Po-wer Company for Approval of a}
2t4echarusm to Recover Deferred Fuel Costs ) Case No.11-4921-EL-RPP
Ordered Under Section 4928.144, Ohio )
Revised Code. )

FIFTH ENTRY OIV REIIEARING

The Conunission finds:

(1) Colunzbus Southern Power Company (CSP) and Ohio Power
Company (C}P) (jointly, AEP-Ohio or the Company)1 are public
utilities and electric light companies within the definitions of
Sections 4905.02 and 4905.03, Revised Code, and, as such, are
subject to the jurisdiction of this Commission, pursuant to
Sections 4905.04, 49()5.Q5, and 4905.06, Revised Code.

(2) On March 18, 2009, in Case No. 08-917-EL-SSO, et at. (08-917), the
Conirn.i:ssion issued its opinion and order regarding the
application for an electric security plan (ESP) for CSP and OP
(ESP 1 Order). Entries on rehearing were issued oii July 23, 2009
(First ESP 1 Entry on Rehearing) and November 4, 2009. In the
ESP 1 Order, the Cn=ussion directed AEP-Ohio, pursuant to
Section 4928.144, Revised Code, to phase-in a portion of the rate
increase authorized over an established percentage for each year
of the FSP, in order to mitigate the impact of the rate increase for
customers.z The Com.mission authorized AEP-Ohio to establish
a regulatory asset to record and defer fuei expenses with
carrying costs, at the weighted average cost of capital (WACC),

^ By entry issued on March 7, 2012, the Commission approved and confirmed the merger of CSP into OP.
In tdze Matter of the Application of Ohio Power Company and Columbus Sout}tern. Power Comparay forAuthorit7̀ / to
Merge and Related Approvals, Case Nca.10-2375-EL-f.JNC.

2 ESP 1 Order at 22-23.
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with recovery through a nonbypassabie surcharge to commence
in 2012 and continue through 201$,3 The ESP 1 Order was
appo-aled to the Ohio Supreme Court and subsequently
remanded to the Commission for fzzrther proceedings.

(3) On January 27, 2011, in Case No. 11-346-E'L-SSC.^, et zal. (11-346),
AEP-Ohio filed an application for a standard service offer
pursuant to Section 4928.141, Revised Code.4 The application
sought approval of a second ESP in accordance with Section
4928.143, Revised Code, to begin on January 1, 2012.

(4) On September 1, 2011, in the above-captioned cases, AEP-Ohio
filed an application, for approval of a mechariism to recover its
deferred fuel costs, as directed by the Comzalission in the ESP 1
Order. Specifically, AEP-Ohzo requested approval of the
creation of a recovery mechanism, in the form of a
nonbypassabie phase-in recovery rider (PIRR), to ensure
recovery of its accumtilated deferred fuel costs, including
carrying costs, as approved by the Cammission in the ESP I
Order. AEP-Ohio proposed that the PIRR take effect with the
first billing cycle of January 2012.

(5) 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
pen4ling before the Commission (consolidated cases),5 including
the above-captioned cases. The ESP 2 Stipulation included

-2_

3 EST 1 Order at 20-23; First ESP I Entry on Rehearing at 6-10.

4 In the Matter of the Appticatiori of Columbus Southern I'ozuer Contpany arr.d Ohio Power Coinparty fo' rAuthority to
Establish a Standard Service Offer Pursuant to Section 4928,143, Revised Code, in the Form of ari Etectsic Secatrithj
Plan, Case No. 11-346-EL-SSfl and 17-348-EL-SSC); In the Matter of the Application of Columbus Soutltern
Power Company and Ohio Power Companyfcsr Approval of Certain Accounting rluthoritlf, Case No. 11-349-EL-
AAM artc11.1-350-EL-AAM.

5 In the Matter of t1zQ Applicrrtion of Ohio Powe.r Company and Coturnbtts Soutltern Poz.oer Carttpurry for Authority to
Merge atnd Related Approvals, Case No. 10-2376-EL-UNC; In the Iblatter of the ArpIication of Columbus Southertz
Power Company tcr A"tsn.d its Errzergenc;y Curtailment Service Riders, Case No, 10,',43-EL-ATA; In the Matter of
the Application of Ohio Power Compuriy to Amend its Emergency CurtA.ilment Service Riders, Case No. 10-344-
EL-ATA; In the Matter of tFze Comnzission .IZevzew of the Capacity Charges of Olxio Power Company and Colu.ntbus
Soutl3errt Pawer Company, Case No. 10-2929-EL-LiiNC, In the Matter of the Application of Colatmbus Southern
Pozoer Coinpanf for Appronctl of a Mectianisna tn Recover Deferred Fuel Costs Pursuant to Sectic,rt 4928.144,
Revised Code, Case No. 11-4920=EL-RI7R,- In the Matter of the Application of Ohio Power Cornpa7zy for Approval
of a Mechanism to Recover Deferred Fuel Costs Pursuant to Sectiori 4928.144, Revised Code, Case No. 114921-
EL-RDR.
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provisions regarding the establishment artd terms of AEP-Ohio's
PIRR, as well as the securitization of the PIRR regulatory assets.

(6) Pursuant to an entry issued on September 16, 2011, the
consolidated cases were consolidated for the purpose of
cori.sidering the ESP 2 Stipulation. The September 16, 2011, entry
also stayed the procedural schedule in the pending cases,
including the preserit proceedings, until the CorruxYissiort
specifically ordered otherwise. The evidentiary hearing on the-
ESP 2 Stipulation commenced on October 4, 2011, afi.d concluded
on October 27, 2011.

(7) On October 3, 2011, the Commission issued an order on remand
(ESI' 1 Remand Order), addressing the CJltio Supreme Court's
remanc.^. of the ESP I Order.

(8) On December 14, 2011, the Coinrr.zissian issued an opinion and
order in the consolidated cases, modifying and adopting the ESP
2 Stipulation. The Commission did not modify the PIRR
provisions of the ESP 2 Stipulation.

(9) On February 23, 2012, the Conum.ission issued an entry on
rehearing in the consolidated cases, granting rehearing in part.
Find;ing that the signatory 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 tl-te Contrnission's three-part test for the consideration of
stipulations, the Commission rejected the ESP 2 Stipulation, on
grotznds unrelated to the PIRR provisions. The Comrr.ission
directed AEP-Ohio to file, no later than February 28, 2012, new
proposed tariffs to continue the provisions, terrns, and
conditions of its first ESP.

(10) By entry issued on March 14, 2012, the attorney examiner found
that, in light of the Commiss?.on:'s rejection of the ESP 2
Stipulation, the preseaxt cases should move forward, and a
comx-iient period should be established in order to assist the
Cor,n.mission in its review of AEP-Ohio's application. Pursuant
to the entry, initial and reply com.ments were due to be filed by
April 2, 201.2, and Aprg 17, 2012, respectively.

-3-

(11) In accordance with tlze procedural schedule established in these
cases, timely initial comments were filed by IEU-Ohio, QCC,
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OEG, Ormet, and Staff on April 2, 2012. Staff filed revised
comments on April 3, 2012. Timely reply comments were filed
by AE:I?-Ohio, OCC, and Ormet on Apri117, 2012.

(12) By finding and order issued on August 1, 2012, the Comrn:%ssion
approved AEP-Ohio's application for a mechanism to recover its
deferred fuel costs to the extent set forth in the finding at.-Ld order
and authorized the Company to establish the PIRR (PIRR
Order),

(13) 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 fi:lii7g an application within 30 days after the entzy of the
order upon the Comznission's journal.

(14) Qri Augczst 31, 2f112r applications for rehearing of the PIRR Order
were filed b^z AEP-QhiQ, C}CC, and IEU-C^hi:o.

(15) On September 10, 2012, memoranda contra AEP-Ohio's
application for rehearing were filed by C7CC and IEI3-C?hio. On
that same date, AEP-Ohio filed a memorandum contra C>CC's
and IEU-Ohio`s applications for rehearing.

(16) By entry on, rehearing issued on September 26, 2012, the
Coax►n7issiort granted the applications for rehearing to allow
further consideration of the matters specified in the applications.

(17) The Comm.ission has - reviewed and considered all of the
arguments or4 rehea^.•ing. Any arguments on rehearing not
specifically discussed herein have been thoro-ughly and
adequately considered by the Con-Ln-i.ission and should be
denied.

Flow-Through Effects of Remand

(18) In its first ground for rehearing, t3CC argues that the
Commission unreasonably and unlawfully failed to reduce
AEP-Ohio's fuel deferral balance to account for the flow-through
effects of the Ohio Supreme Court's remand of the ESP 1 Order
and the rejected ESP 2 Stipulation. OCC contends that the PIRR
is a mechanism that permits the Conzmissioz-► to rnake future rate
adjustriiertts in order to fully remedy the provider of last resort
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charges that were the subject of the remand. OCC asserts that, in
relying on the Court`s prohibition against retroactive
ratemaking, the Commission has misunderstood the Court`s
precedent and #ailed to recognize that retroactive ratemaking
does not occur if a mechanism in the rates allows for prospective
rate ad.justnients.

JEU-Qhio, in its third ground for rehearing, also contends that
the Commission's failure to reduce the deferral balance to
account for the flow-through effects of the remand of theESP 1
Order is urzlawful and unreasonable.

(19) AFP-Qhio responds that the Comn-iission appropriately declined
to account for the flow-through effects of the rernand of the ESP
I Order because it would violate the prohibition agaiz-ist
tetroaeti.ve ratemaking, as ex:plaii-Led by the Commission in the
ESP 1 Remand Order. AEP-Ohio also contends that this issue is
not a proper subject for consideration in the present proceedings,
which pertain only to a recovery Ynechanisrn for the deferral that
was already authorized by the Ccanumission in the ESP 1 Order.
Additionally, AEP-Ohio points out that TEU" C'1hio admits that it
has appealed the Commission's decision in the ESP 1 R.emand
C?rder regarding the flow-through effects of the remand.
AEP-Ohio concludes that IEI_F-Ohio should not be permitted to
raise the argument again here, given that the matter has been
previously deterrni.n.ed by the Cozrinvssion and is now under
review by the Qhzo Supreme Court.

(20) The Commission finds that OCC and IEU-Ohio have raised no
new arguments regarding the purported flow-through effects of
the Court's remand of the ESP 1 Qrder. We again decline to
order the adjustment to the deferral balance that OCC and
:IEU-Ohio request. As we stated in the ESP 1 Remazi.d Order,
consistent tarith the Court's precedent prohibiting retroactive
ratemaking and refunds, we cannot order a prospective
adjustment to account for past rates that have already been
collected from customers and subsequently found to be
unjustified. Accordingly, we find that C)CC's and IEU-Ohio's
requests for rehearing on this issue should be denied,

-5-
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Collection of Rates Subject to Refund

(21) In its second ground for rehearing, C3CC asserts that the
Commission violated Section 4903.09, Revised. Code, because it
failed to explain why the PIRR rates should not be collected
subject to refund, as tJCC recommended. C?CC contends that the
Commission is required to comply with the statute so that the
Ohio Supreme Court is able to review the Comnlission's
reasonilig in an order on appeal.

(22) AEP-Ohio po7iats out, as a general matter, that an evidentiary
hearing was not required under the circum.starices, given that
the factual matters were already adjudicated in 08-917.
Al.though the Commission solicited comn.zents from the parties,
AEP-Ohio argues that Section 4903.09, Revised Code, does not
require the Corzunission to znake findings on the
Zecco2:lrTlel'tdations IX1ade by the parties in theAX cpnlSnents.
AEP-Ohio adds that a Commission order generaliy takes effect
upon issuance, and, therefore, there is no expectation that the
order should be implemented subject to refund unless clearly
indicated by the Com.-ri.ssion in the order. According to AEP-
Ohio, Comni:ission orders are presumed lawful until such time
as they are setas'rde by the Ohio Supreme Court, and there is
thus no need for the Commission to issue an order subject to
refund or to entertain such requests from. C7CC.

(23) The Corn.mission finds that the PIRR Order clearly stated the
basis for our determinations in response to the comments filed
by the parties, OCC's re^.^uest that the PIRR rates be subject to
refund is unnecessary under the clrcumstances. As we
explained in the PIRR Order, the deferral balance is subject to
adjustment as a result of the annual fuel adjustment clause
(FAC) audit proceedi.ngs. In fact, the Commission ordered
adjustments with respect to the annual audit of AEP-Ohio's FAC
znechanism for 2009.6 Additionally, we note that OCC's request
is contrary to past precedent.7 Therefore, the Commission finds

-6-

6 In t)ze Matter of the Fitet Adjustment Ctauses far Coluanbus Southern Power Cornpany and t?iaio Power Company,
Case No. 09-872-EL-FAC, et at., Opinion and Order (January 23, 2012).

' See, e.g., In the Matter of the Application of Columbus Southern Power Company and C}hio I'awer C ornpzrny for
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that the PIRR Order does not violate Section 4903.09, Revised
Code, and that OCC's second assignment of error lacks merit
and should be denied.

Accumulated Deferred Income Taxes (ADIT)

(24) OCC's third ground for rehearing is that, in dtclining to reduce
the deferral to account for ADIT, the Comm ission authorized
AEP-Ohio to collect unreasonable carrying charges from
customers in violation of 5ection-s 490L' ).2Z and 4928.02(A),
Revised Code. OCC contends that the Commission has departed
from sound ratemaking theory and Commission precedent
without adequate explanation. Sin-dlarly, in its first ground for
rehearing, IEU-Ohio argues that the PIRR Order is unlawful and
urlreasortable because the Com1.-nission failed to require
AEP-Ohio to adjust for ADIT in calculating the carrying charges
on the deferral balance, which violated generally accepted
accounting principles, state policy, and sound regulatory
principles and precedent.

(25) AEP-Ohio responds that the Caznmxssion reasonably and
lawfully upheld a prior adjudicated finding from the ESP 1
Order by declining to order an adjustment for ADIT. AEP-Ohio
contends that this matter is the subject of a final, non-appealable
order that is not open to recortsicleration at this point. AEP-Ohio
asserts that the doctrines of res judicata and collateral estoppel
bar attempts by OCC and IEU-Ohio to relitigate the issue.
AEP-Ohio urges the Commission to clarify that final adjudicated
factual matters are not subject to reconsideration. AEP-Ohio
argues that a practice of reconsideration and modification of
prior factual determinations by the Commission would
eviscerate the concept of finality.

(26) The Comznission thoroughly considered the arguments raised by
the parties in their comnlents and declined to order an
adjustment for ADIT. As explained in the PIRR Order, the
parties failed to persuade the Commission that our approach in
the ESP 1 Order with respect to this issue was inconsistent with

..7_

Request to Iinpterner::t a Bitling Cost Recovery Rider, Case No. 05-792-EL-ATE1..r Opinion and Order (March 1,
2006); In the Matter of the Application of 77u Dayton Po'•u}er and Light ConzpAny for Approval of Tariff Changes
Associated with a Request to Irrtplerrzerit a PJM: Administrative F'ee, Case N4. 05-$44-EL-ATA, Finding and
Order (January 25, 2006).
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prior Co.m.rni,ssion precedent or sound regulatory practice, We
also noted that, in the ESP 2 Order, the Conuiussioal found that
the carrying charges on the deferral should be calculated
without an adjustment for ADIT in order to ensure that
AEP-E?hio recovers its actual fuel expenses, as required by
Section 4928.144, Revised Code. We again affirm fihis finding, as
it is consistent 1with the statute's requirement that, if the
Corrunission orders a phase-in of rates, it must also authorize the
deferral. of incurred costs equal to the amount not collected, plus
carrying charges on that amount. The statute makes no rnention
oi ad_justrn.ents to account for tax effects. Given our finding that
we have authorized a phase-in plan that is consistent with the
directives of the statute, we firid no merit in the arguments that
the Commission has violated state policy or sound regulatory
practice or precedetit.

Additionally, with respect to generally accepted accounting
principles (GAAP), Section 492$.144, Revised Code, provides
that, if the Conunission orders a phase-in, the order must
provide for the creation of regulatory assets pursuant to GAAP.
Although IEU-Ohio alleges that the PIRR Order does not comply
with this statutory provision, IEU-Ohio does not explain how the
creation of the regulatory asset associated with AEP-Ohiofs
deferred fuel expenses, which was actually authorized by the
Commission in the ESP 1 Order, was contrary tca GAAP. In fact,
IEU-Ohio argues that AEP-C?hio must account for ADIT on its
books as a regulatory liability and makes no claim that the
Compa.aly's creation of the regulatory asset was in some way
improper. In any event, the Corrunission believes that the
question of whether ADIT should be reflected in the calculation
of carrying charges to be included in the PIRR is a matter
separate and apart from how AEP-Ohio xnaintains its books
pursuant to GAAP. Therefore, we find that OCC's and
l_EU-Ohio's assignznents of error on the issue of ADIT should be
denied.

CSP's Deferral Balance

(27) In its fourth ground for rehearing, OCC maintains that the
ConumissiorE erred in authorizing AEP-Ohio to collect PIRR rates
from CSP's cust-oz-ners. OCC notes that the Commission stated
that AEP-Ohio's reply comments ind:icate that both C3P and CSP
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have deferral balances to be recovered through the PIRR.
According to OCC, however, AEI'-Ohio's reply comments do
r-tot refer to a deferral balance for CSP`s customers. OCC points
out that AEP-Ohio's application projected an over-recovery for
CSP. As a related issue, in its fifth ground for rehearing, flCC
c.ontercds that the Corrunission violated Section 4903.09, Revised
Code, because it did not explain why it failed to order AEP-Qhio
to refund to CSP's customers the amount of the over-recovery,
plus accrued interest calculated at the same interest rate that the
Company used to calculate carrying charges on its deferred fuel
(^osts.

(28) In its memorandum contra, AEP-Ohio explains that, on page five
of its reply comments, the Company clearly stated that there is a
deferral balance far CSl''s customers. AEP-Ohio asserts that
OCC's arguments are, therefore, without merit.

(29) AEP-Ohio plainly indicated that CSP does in fact have a deferral
balance to be collected from customers at page five of the
Company's reply conlm:ents. As the factual premise underlying
OCC's arguments is wrong, the Commission finds that OCC's
fourth and fifth assigYunents of error lack merit and should be
denied.

Due Pr.ocess

(30) In its second ground for rehearing, IEU-Ohio asserts that the
PIRR Order is unlaw'fuI and unreasonable because the
Commissiort arbitrarily and capriciously authorized AEP-Ohio
to increase rates without affording due process to intervenors.
Specifically, IEU-0hio contends that it was denied the
opportunity to develop its arguments through testiz3iony and
exhibits and to subject AEP-Ohio's positions to cross-
examination. IEU-Ohio adds that the Commission. failed to hold
a hearing, even though the intervenors contested the fact that
carrying charges have not been adjusted to account for ADIT.
IEU-4hin also notes that it offered testimony in 11-346 regarding
ADIT but that the Corrunission elected to strike the testirnan3j
and instead instructed IEU-Oh.io to present its arguments in the
current proceedings. IEIJ-Ohics asserts that it was nevertheless
denied a meaningful opportunity to demonstrate that the
calculation of carrying charges should account for A.DiT.
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(31) AEP-Ohro replies that there is no statutory right to a hearing,
given that recovery of the deferred fuel expenses was authorized
by the Canunission in the ESP 1 C?rder, as required by Section
4928.144, Revised Code. AEP-Ohio argues that tl-iese
proceedings do not involve a rate increase and are intended only
to fortnalize t1-ie Company's collection of a charge that was
established in the ESP 1 Order and delayed for the public good.
AEP-Ohio contends that IEU-Ohio improperly clai_r ►s that the
cl-iarge is the matter at issue, when it was actually estabiished in
the ESP 1Order, consistent with the requirements of Section
4928.144, Revised Code. AEP-Ohio notes that IEU-Ohio was
afforded ample due process in 08-917 and, in fact, raised many of
the same arguments in those proceedings. AEP-Ohio requests
that the CQmxru.ssion deny IEU-Ohio's attempt to use the present
cases as another chance to reiterate its prior argz.iznents.

(32) The Commission finds that IEU-Ohio was fully afforded the
opportunity to develop its arguments through testimony and
exhibits and to subject AEP-Ohio's positions to iross-
exa.iYiination during the evidentiary hearing 1-teld in 08-917. As
we noted in the PIRR Order, AEP-Ohio's recovery of the
regulatory asset by rnearts of a nonbypassable surcharge was
approved in the ESP I Order, as xequired by Section 4928.144,
Revised Cod.e. Accordingly, AEP-Ohio's application in the
present proceedings is an applicatiozi not for an increase in rates.
Therefore, no hearing is required, and no due process violation
has occurred. IEU-Ohia`s second assignment of error should be
denied.

Modi.Eicati!2n of .Phase-In Plan

(33) In its first ground for rehearing, AEI'-Ohio maintains that the
PIRR Order is unreasonable and unlawful because it modified
previously adjudicated matters, contrary to the doctrine of res
judicata. Specifically, AEP-Ohio argues that, in the PIRR Order,
the Coi3uztission unreasonably azid urclawfully modified its prior
determinations in the ESP 1 Order and directed that the
Company's carrying charges should be calculated based on its
long-term cost of debt rate during the recovery period and that
annual compoundhig should be used to calculate the deferral
balance: AEP-Ohio contends that, pursuant to Ohio Supreme
Court precedent, the Conzrnission has only limited authority to
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modify prior orders and that the Commission may not reverse
an adjudicatory determination made in a prior final order that
was undisturbed on appeal. AEP-Ohio notes that, once art
appeal is filed, jurisdiction over the case passes from the
Commission to the Court andj absent a rernand, the Commission
never regains jurisdiction over the issues deternzined in the case.

AEP-Ohio asserts that the Commission has misinterpreted Court
precedent and that there is no general rule allowing the
Commission to reverse prior orders as long as it justifies the
reversal. According to AEP-Ohio, the Comrnission's
deterrtlinatio.n in the ESP 1Order that the carrying charges on
the deferral would be calculated using a WACC rate is an
adjudicated firidirtg that cannot be changed after the fact, as
opposed to a general position that the Coznrrission may revisit
under circumstances of prior error. Further, AEP--Ohio believes
the Cornmission lost jurisdiction over th^.x issue of the proper
carrying cost rate after it was finally adjudicated at the
cc►nclusion of the appeal of the ESP 1 Order. Fina.lly, AEP-C)hio
argues that the Commission's modification of the carrying cost
rate ignores the irrt_pact of applying a debt rate to the regulatory
asset and fails to recognize that the Cornpany's deferred fuel
costs were already funded with a combination of debt and
equity. AEP-Ohio adds that its capital structure should be
adjusted to reduce the amount of long-term debt by a
corresponding amount of the regulatory asset in order to avoid
double counting the use of long-term debt as a funding source.

AEP-Ohio further contends that the Commission's directive to
calculate the deferral using annual, rather than nlonthly,
compounding financially harms the Compaaly without
justification. AEP-0hics notes that all of its other riders with
carrying costs are calculated on a monthly basis, which more
accurately reflects the Company's carrying costs on a
contemporaneous basis.

AEP-Ohio also asserts, as part of its first assignment of error,
that the PIRR Order is unlawful and unreasonable in that the
Comfn%ssion retroactively modified the terms of the Company's
expired ESP, which denied the Company its statutory right to
withdraw from the ESP, pursuant to Section 492$.143(C)(2),
Revised Code. According to AEP-Ohio, the Conun7.ission`s
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retroactive modifications have a significant financial impacE on
the Company of approximately $129 miilion, which would have
justi.fzed the Company's withdrawal from the ESP at its outset.
Because the ESP has now expired and AEP-Ohio cannot
withdraw from it, the Company contends that the Canu-nission
is estopped by Section 4928,143(C)(2), Revised Code, from
uiuiaterally changing its prior findings in the ESP I Order.

(34) C3CC responds that the cases presently before the Comm.ission
are separate and distinct proceedings conducted for the purpose
of approving A.EP-Uhio`s mechanism to recover its deferred fuel
cost,s. OCC emphasizes that the ESP 1 Order only authorized the
creation of the fuel deferral and not a recovery mechanism. In
any event, OCC notes that the Commission must justify a change
to a Iawfui order and that the Comrnission offered a reasoz-Led
explanation for its decision that a long-term debt rate is more
appropriate for calculating carrying chaxges during the
collection period. Additionally, OCC contends that AEP-Ohio
failed to explain the supposed financial harm that would result
from annual compounding. C7CC also argties that the PIRR
Order has no bearing on AEP-C?hio's statutory right to withdraw
from an ESP, as these proceedings have the separate and distinct
purpose of addressing the recovery mechanism. OCC cancludes
that the Commission is not estopped from directing AEP-Ohio to
in-iplement an appropriate recovery mechanism.

(35) IEU-Ohio contends that the doctrine of res judicata does not
apply because the F,SP 1 Order did not address the carrying
charge rate to be applied by the Company during the
amortization period or the amount of the deferral balance that
would be eligible for recovery. Like OCC, IEU-Ohio argues that
the present proceedings involve separate issues from those
addressed in the ESP I CX-der. iEU-Uhio notes that AEP-C)hio
xras required to file an application for approval of a recovery
mechanism to commence amortization of the deferral balance.
IEU-t.7hio adds that the Oh.io Supreme Court has previously
determined that the CQmmission may modify the phase-in of
rates authorized in the ESP 1 C7rder. IEU-Ohio avers that the
Contmission has broad discretion regarding the terms of a
phase-iri of rates, pursuant to Section 4928.144, Revised Code.

-12-



11:-4920-EL-R DR
11-4921-EL.-RDR

Regarding AEP-Ohio's right to withdraw.from its E aP, IEU-Ohirr
notes that the Company cites no suppctrting precedent and that
the Company's argument is meritiess, as the Coznmission did
not modify the ESP I Order, IEU-Ohio points out that the ESP 1
Order contemplated that AEP-Ohio would seek approval of a
recovery rn.echanism at the end of the ESP term and that the
Commission's approval, therefore, could not have occurred at a
time when the Company's right to withdraw from the ESP still
existed. IEU-Ohio adds that AEP-Ohio has not actually claimed
that it would have exercised its right to withdraw from the ESP
based on the Commission's directive that carrying charges
accrue at a long-term debt rate. Finally, IEU-Ohio urges the
Commission to reject AEP-Qhia's argument that its actual capital
structure should be adjusted in light of the fact that the carrying
charges during thc recovery period will be calculated based. on
the long-term de'ot rate, IEU-Ohio argues that AEP-Ohio's
request is inconsistent with past Commission practice, as the
Commission does not allow acijustments to a utility's capital
structure to reflect itern-by-item treatment of regulatory assets.
IEU-Ohio also notes that any equity infusion from AEP-0hio's
parent company is reflected in its actual capital structure.

(36) The Commission finds no merit in AEP-Ohio's argument that
our modification of the ESP 1 Order was unreasonable or
unlawful. For the reasons enumerated in the PIRR Order, the
Commission finds that it is appropriate for AEP-Ohio to
calculate its carrying charges during the recovery period using a
long-term cost of debt rate, as well as to use annual
compounding to calculate its deferral balance on a going-
forward basis, The C:omxnission explained that it would be
unreasonable fox AEP-Ohio to apply the WACC rate to the
deferral balance after collection begins, given that the risk of
non-collection at that point is sign.ificant7v reduced and in light
of the ongoing economic difficulties that continue to impact
ratepayers. We further noted that use of the long-term debt rate
during the period in which the deferred fuel expenses are
collected is rn. accordance with sound regulatorlr practice and
established C.ommission precedent.8 With respect to Staff's
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recom.mendatioTi that AEP-Ohio should use annual
compounding to calculate its deferral balance, the Commission
explained that Staff's recomxnended approach is in keeping with
our recognition of an annual in.terest rate in the Company's rate
of return allowance. The Corrum:ission, therefore, justified its
modifications to AEP-Ohio's phase-in plan.

We do not agree with AEI'-Ohio's assertions that the
Conxrnission has misinterpreted 0hio Supreme Court precedent.
As we stated in the PIRR Order, the Court has continually
recognized the C4mmissiori s authority to revisit earlier orders
as long as the Cornmission justifies its modifications.9 As
discussed above, the Commission explained the reasoning for its
adjustrnents to AEP-Ohio's phase-in plan. Additionally, as
iEU-Ohio points out, the Court recently addressed a similar
question in a decision that ernphasized the Cozlzmission's
considerable discretion to detertnine the details of a phase-in of
rates pursuant to Section 49128.144, Revised Code. The Court
found no error in the Comrrussion's modification of AEP-Ohio's
phase-in plan to exempt the Company's economic d.evelop:rx~tent
cost recovery rider from the FSP's rate caps. The Court
specifically stated that, as a general rule, the Commission has
discretion to revisit earlier regulatory decisions and rnodify, them
prospectively.10 We also agree with IEU-Ohia that there is no
reason to adjust AEP-Ohio's actual capital structure, as the
Company contends, in response to the modification of its phase-
in plan. The Corrunission has consistently rejected the use of a
hypothetical capital structure in cost of capital determinatzons.11

We also find no merit in AEP-Ohio's argument that the
Company was deprived of its right to withdraw from its ESP,
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pursuant to Section 4928.143(C)(2), Revised Code. AEP-Ollio
offers no support for its theory that the Commission is estopped
from modifying a phase-in plan that continues past the
expiration of the E sl': As noted in the I'IRR Order, AEP-Ohio's
phase-in plaia is subject to the ongoing supervision and
jurisdiction of the Coznixzission. Additionally, Section.
4928.143(C)(2), Revised Code, specifically pertains to the
Cerzunission.'s approval and modification of an application for
an ESP. The present proceedings concern AEP-Ohio's
application for approval of a.m:echanism to recover its deferred
fuel costs. As these cases do not involve approval of art ESP,
Section 4928.148(C)(2), Revised Code, has no bearing on the
outcome. Accordingly, AEP-Ohio's first assignment of error
should be denied.

Securitization

(37) In its second ground for rehearing, AEP-0hio argues that the
PIRR Order is unreasonable and unlawful to the extent that it
und:erniines the securitization efforts that the Commission
encourages pursuant to Sections 4928.23 througll 49281318,
Revised Code. Citing Section 4928.23(j), Revised Code,
AEP-Ohio asserts that a basic prerequisite for securitization of a
regulatory asset is that it be the subject of a final, non-appealable
order. AEI'-C7hin contends that no regulatory asset will ever be
considered fin.al and eligible for securitization, if the
Commission is able to modify the terms of its approval of the
asset, three years later, and subsequent to an appeal to the Court:

(38) In its memorandum contra, OCC asserts that the present
proceedings are the proper point of reference for determinin.g
whether the appeals process has beer-i exhausted and thus
whether phase-in costs may be securitized. OCC believes that
AEP-Ohio's phase-in costs will be eligible for securitization only
after any appeals of the present cases have been resolved. C)CC
concludes, therefore, that the PIRR Order does not undermine
AEP-CQhio's securitization efforts. IEU-Ohio agrees, noting that
there are several ongoing proceedings that must be decided by
the Cornrnissian and the Ohio Supreme Court before the
securitization process may move forward.
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(39) Ttie ConirnissiUn recognizes that the General Assembly has
provfded electric utilities with new authority to securitize
regulatory assets to reduce long-term borrowing costs to be
recovered from ratepayers, as provided in Sections 4928.23
through 4928.2318, Revised Code. In the PIRR Order, the
Corrunission encouraged AEP-Ohio to pursue securitization of
the regulatory asset associated with its deferred fuel expenses as
expeditiously as possible. We do not agree with AEP-Ohio that
the Comndssion's modifications to the Company's phase-in plan
for the recovery period will undermine the Company's
securitization efforts in any respect. AEP-Uhio offers no support
for its claim that the PIRR Order will impede or delay its ability
to pursue and achieve securitizatipn. We find, therefore, that
AEP-Ohio's second assignment of error lacks merit and should
be denied.

It is, therefore,
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ORDEIRED, That the applications for rehearing filed by AEP-Ohio, C3CC, and
IEU-C}hio be derded. It is, further,

ORDERED, That a copy of this fifth entry on rehearing be served upon all parties of
record.

THE

Todd ^. Sz

Steven D. Lesser

Cheryl L. Roberto

SJP/sc

Entered in the Journal
OCT 0 3 2012
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