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Southern Power Company and Ohio Power
Company for Authority to Establish a Standard
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Supreme Court Case No. 13-0521

Third Appeal from the Public Utilities
Commission of Ohio

PUCO Case Nos. 11-346-EL-SSO,
l l -348-EI_,-,SSO; 11-349-EL-AA1VI, and

11-350-EL-AAM.

JOINT MOTION FOR A STA^.'
BY

INDUSTRIAL ENERGY USERS-OHIO, THE KROGER COMPANY, AND
THE OFFICE OF THE OHIO CONSUMERS' COUNSEL

The Industrial Energy Users-Ohio ("IEU-Ohio"), The Kroger Company ("Kroger"), and

the Office of the Ohio Consumers' Counsel ("OCC"), (collectively, "Joint Movants")

respectfully move this Court to grant a stay, pursuant to R.C. 4903.16, of the Public Utilities

Commission of Ohio's ("PUCO" or "Commission") August 8, 2012 Opinion and Order' (see

Attachment A) and its January 30, 2013 Entry on Rehearing2 (see Attachment B). These PUCO

orders permit the Utility (AEP-Ohio) to collect a charge (through May 31, 2015) from customers

through a mechanism called the Retail Stability Rider ("RSR"). Specifically, that PUCO Order

and Entry (collectively "ESP II Order") authorized Ohio Power Company ("Utility" or "AEP-

1 In the Matter of the Application of Columbus Southern Power Company and Ohio Power
Company for Authority to Establish a Standard Service Offer Pursuant to §4928.143, Ohio Rev.
Code, in the Form of an Electric Security Plan, Case Nos. 11-346-EL-SSO, et al., Opinion and
Order (August 8, 2012) ("ESP II Order" or "ESP II Case" as the context requires).

2 ESP II Case, Entry on Rehearing (Jan. 30, 2013).



Ohio") to collect an unlawful and unreasonable charge that will cost customers $508 million over

the almost three-year term of the Electric Security Plan ("ESP") authorized in the ESP II Order.3

Pursuant to R.C. 4903.20, "[a]ll actions and proceedings in the supreme court" under the

Revised Code Chapters at issue in this appeal "shall be taken up and disposed of by the court out

of their order on the docket." Under R.C. 4903.16 and the Court's inherent powers, the Court is

authorized to grant the stay. A stay is necessary in order to prevent irreparable harm to the

Utility's customers during the pendency of Joint Movants' appeal of the PUCO's decisions in the

cases below.

For the reasons set forth in the following Memorandum in Support, the requested stay

should be granted.
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IN THE SUPREME COURT OF OHIO

In the Matter of The Application of Columbus
Southern Power Company and Ohio Power
Company for Authority to Establish a Standard
Service Offer Pursuant to § 4928.143 Ohio
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Plan.

)
)
)
)
)
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MEMORANDUM IN SUPPORT

1. INTRODUCTION

On August 8, 2012, the PUCO authorized AEP Ohio to collect a non-bypassable

generation-related charge-the Retail Stability Rider4-from its customers. Because of this

PUCO decision, AEP-Ohio will bill customers $508 million dtiring the almost three-year term of

the ESP approved in the ESP II Order. As demonstrated by the briefs of the Appellants, the

PUCO's approval of the retail stability rider was unlawful and unreasonable. OCC First Merit

Brief at 14-30; IEU-Ohio First Brief at 19-49; FirstEnergy Solutions Corp. First Brief at 15-23.

If there is no stay of the collection of these charges during the pendency of the Joint

Movants' appeals, then AEP-Ohio will continue to collect this charge from customers. And if this

Court finds that the charge is unlawful or unreasonable, then AEP-Ohio will be unjustly enriched

because the amounts it collects likely cannot be returned to customers through refunds or

adjustments to deferred balances AEP-Ohio may seek to recover. In re Application of Columbus S.

4 ("RSR")



Power Co., 138 Ohio St. 3d 448, 2014-Ohio-462, 154. Accordingly, the requested stay should be

granted to protect AEP-Ohio's customers until the PUCO rules on Joint Movants' appeals.

II. THE COURT SHOULD GRANT A STAY TO PROTECT AEP-OHIO'S
CUSTOMERS DURING THE PROCESS OF AN APPEAL

A. Joint Movants Meet The Legal Requirements For Granting A Stay Necessary
To Protect Customers From Paying Unlawful Charges.

Ohio law provides "any person who feels aggrieved by such order [an order of the

PUCO] a right to secure a stay of the collection of the new rates after posting a bond." In re

Application of Columbus S. Power Co., 128 Ohio St.3d 512, 117 (2011) ("Columbus S. Power

Co. P')(quoting Keco Industries, Inc. v. Cincinnati & Suburban Bell Tel. Co., 166 Ohio St. 254,

257 (1957)). R.C. 4903.16 provides for the issuance of a stay of execution regarding the

PUCO's final orders:

A proceeding to reverse, vacate, or modify a final order rendered by the public
utilities commission does not stay execution of such order unless the supreme
court or a judge thereof in vacation, on application and three days' notice to the
commission, allows such stay, in which event the appellant shall execute an
undertaking, payable to the state in such a sum as the supreme court prescribes,
with surety to the satisfaction of the clerk of the supreme court, conditioned for
the prompt payment by the appellant of all damages caused by the delay in the
enforcement of the order complained of, and for the repayment of all moneys paid
by any person, firm, or corporation for transportation, transmission, produce,
commodity, or service in excess of the charges fixed by the order complained of,
in the event such order is sustained.

This section imposes three conditions on the Court's exercise of its power to stay:

application to the Court; notice to the PUCO; and, upon approval by the Court, the movants'

execution of an appropriate bond. As discussed below, all three conditions are or can be met in

this case.

The first two requirements are satisfied. First, the Joint Movants have applied for a stay

from this Court by filing this Motion. Second, Joint Movants, individually, have served the

2



PUCO with the required notice. Attachment C to this Joint Motion contains a copy of that

notice, with the electronic filing confirmation. The third requirement, the posting of a bond, is

inapplicable because it is constitutionally infirm, does not apply to OCC acting as a public

officer of the state,5 or can be satisfied if the Joint Movants are directed to post a nominal bond.

1. No bond is necessary to obtain the stay that is necessary to protect
customers from paying unlawful charges.

a. The bond requirement in R.C. 4903.16 is unconstitutional
under the separation of powers doctrine. Therefore, no bond is
necessary to effect the stay that Joint Movants seek in order to
protect customers from unlawful charges.

Because R.C. 4903.16 restricts this Court's ability to exercise its inherent authority to issue a

stay, the statute violates the separation of powers under the Ohio Constitution. Accordingly, it is

unconstitutional and unenforceable, and no bond is necessary.

The Ohio Constitution embraces the separation of powers doctrine. State v. Bodyke, 126

Ohio St.3d 266,140 (2010); City of Norwood v. Homey, 110 Ohio St.3d 353, 9[114 (2006); State

v. Hochhausler, 76 Ohio St.3d 455, 466 (1996). Through this doctrine, our State Government

preserves the independence of each of the three branches of the government and prevents the

encroachment by one branch upon the powers of another. "The reason the legislative, executive, and

judicial powers are separate and balanced is to protect the people ***." State ex rel. Bray v.

Russell, 89 Ohio St.3d 132, 135 (2000)(statute authorizing parole board to try, convict, and

sentence inmates for crimes committed while in prison violated separation of powers doctrine).

The proper administration of justice requires that the judicial branch remain independent and

free from interference by other branches. State ex rel. Foster v. Bd. Of Cty. Commr. of Lucas Cty.,

16 Ohio St.2d 89, 92 (1968)(a board of county commissioners could not interfere with the

5 IEU-Ohio and The Kroger Company are not participating in this Section of the Motion.
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operations of the court by denying it essential funding). The judicial branch's power to administer

justice cannot be impeded or controlled through another branch's exercise of its respective powers.

"The legislative branch has no right to limit the inherent powers of the judicial branch of the

government." Hochhausler, 76 Ohio St.3d at 464. The judicial branch's "inherent authority

includes the power to issue or to deny stays." City of Norwood, 110 Ohio St.3d at 1118.

A stay prevents some action by temporarily suspending the authority to act. The stay power is

"`a power as old as the judicial system of the nation"' and "part of a court's `traditional equipment for

the administration of justice."' Nken v. Holder, 556 U.S. 418, 428-429, 129 S.Ct. 1749, 173

L.Ed.2d 550 (2009), quoting Scripps-Howard Radio, Inc. v. Fed. Conamunications Comm'n , 316

U.S. 4, 17, 62 S.Ct. 875, 86 L.Ed. 1229 (1942) (distinguished on other grounds). A stay prevents

irreparable injury to the parties and to the public pending the outcome of an appeal. Id. at 432

(citation omitted).

The power to grant or deny a stay is "essential to the orderly and efficient administration of

justice." Hochhausler, 76 Ohio St.3d at 464. As such, this Court has stated that the legislative

branch may not impose limitations on the judiciary's inherent power to grant or deny stays. City of

Norwood, 110 Ohio St.3d at 1117 (quoting Smothers v. Lewis, 672 S.W.2d 62, 64 (1984)("[I]t is

not within the purview of the legislature to grant or deny the power nor is it within the purview

of the legislature to shape or fashion circumstances under which this inherently judicial power

may be or may not be granted or denied.")).

In City of Norwood, this Court held that a statute's proscription on stays was unconstitutional

as it violated the separation of powers doctrine. City of Norwood, 110 Ohio St.3d at 1117. The

statute prohibited courts from issuing stays or injunctions against the taking of property pending

review of an eminent domain action. The Court noted that numerous jurisdictions recognize a court's

4



inherent power to stay the effect of a lower court's decision. Id. at 1118. The significance of "the

rights and risks implicated by eminent domain actions" also factored into the Court's order. Id. at

1125. Moreover, the Court distinguished its decision that the statute unconstitutionally violated the

separation of powers doctrine from its decisions in prior cases applying the same statute. Id. at 1128-

133. The Court noted that the prior cases had not considered whether the statute infringed on judicial

authority and violated the separation of powers doctrine. Id. at 1132.

In Hochhausler, the Court also held a statute's bar on judicial stays was unconstitutional

because it violated the separation of powers doctrine. Hochhausler, 76 Ohio St.3d at 464. The

statute's bar denied any court the ability to stay an administrative driver's license suspension imposed

for operating a motor vehicle while intoxicated. Id. at 463. Although legislation enacted by the

General Assembly is presumed constitutional, id. at 458, legislation that usurps the powers of the

judicial branch violates the separation of powers doctrine and is unconstitutional. Id. at 464. The

Court found that "[t]o the extent that [the statute] deprives the courts of their ability to grant a stay of

an administrative license suspension, it improperly interferes with the exercise of a court's judicial

functions." Id. at 463. The Court struck down the unconstitutional statute.

Even though the right to appeal a PUCO decision is a statutorily granted right under R.C.

4903.13, its creation (by the Ohio General Assembly) does not give the legislature the right to

encroach upon the constitutionally granted powers of the Supreme Court of Ohio. As this Court

recognized in City of Nonvood, the legislature may not control a subsequent judicial review once an

administrative action has ended and the right to appeal is triggered. "The statutorily granted right to

appeal under [state statutes] was [appellant's] basis for this action ***. However, the fact that the

legislature statutorily provides for this appeal does not give it the right to encroach upon the

constitutionality granted powers of thejudiciary. Once the administrative action has ended and the

5



right to appeal arises, the legislature is void of any right to control a subsequent appellate judicial

proceeding. The judicial rules have come into play and have preempted the field." City of Norwood,

110 Ohio St.3d at y[121 (quoting Smothers, 672 S.W.2d at 64-65).

Like the statutes scrutinized in City of Norwood and Hochhausler, the bond requirement of

R.C. 4903.16 prevents the Court from freely exercising its power to stay the PUCO's orders on

appeal. Under R.C. 4903.16, the Court may stay the execution of an order, only if the party seeking

the stay posts a bond undertaking sufficient to pay for damages caused by the delay of the order in the

event that the order is upheld. Essentially, the statute prohibits the Court from issuing stays if a party

fails to post a bond in an amount sufficient to pay for damages caused by the delay of the PUCO order

regardless of the lawfulness or injury caused by the Commission's order under appeal and without

consideration of the harm caused by the unlawful orders. See, e.g., Columbus S. Power Co. 1, 128

Ohio St.3d at 117; City of Columbus v. Pub. Util. Comm., 170 Ohio St. 105 (1959) syllabus.

'I'he inability or failure to post bond for the millions of dollars at stake in utility cases often

results in the unjust outcomes a stay would prevent. In Columbus Southern Power Co. I, the Court

found that parties were without a remedy for an unlawful retroactive increase in ESP charges because

the appellant did not (and could not) post the bond required by R.C. 4903.16. Columbus S. Power

Co. I, at 118. Indeed, the Court characterized the statute as the legislature attaching "a significant

requirement to the court's stay power." Id. at 120. (Emphasis added.) Similarly, in City of

Columbus, the City's application for stay was denied because the City was unwilling to furnish an

undertaking in more than a nominal amount. City of Columbus, 170 Ohio St. at 109-110. The

Court also upheld the Commission's refusal to remove the effects of an illegal charge from the

deferral balance the Commission authorized AEP-Ohio to amortize under rates on the basis that

6



appellants had not secured a stay of the Commission's order. In re Columbus S. Power Co., 138 Ohio

St.3d 448 (2014)("Columbus S. Power Co. II ").

Although Columbus Southern Power I, Columbus S. Power Co. II, and City of Columbus

consider R.C. 4903.16, none examined whether R.C. 4903.16 violated the separation of powers

doctrine. As in City of Norwood, the prior decisions considering R.C. 4903.16 do not provide

authority to continue to enforce the unconstitutional bonding requirement. As the Court stated in City

of Norwood, the legislative branch may not impose limitations on the judiciary's inherent power to

grant or deny stays. City of Norwood, 110 Ohio St.3d at 91118.

Finally, Columbus S. Power Co. I illustrates the need for judicial discretion in granting stays.

As in City of Norwood, the Court should consider the rights and risks implicated by the PUCO's

orders. Id. at 1132. In Columbus Southern Power I, this Court recognized that the public was

irreparably harmed because the bond requirement prevented the Court from issuing a stay and no

other remedy was available to protect residential utility users. See Columbus S. Power Co. I at 9[11-

21. Before the Court reversed the PUCO's order, customers paid higher rates to the utility under that

order. Id. at 115. ("The unlawful rate increase lasted until the end of 2009 and has been fully

recovered."). The no refund rule, coupled with the absence of a stay, transformed a "win on the

merits into a somewhat hollow victory." See Id. at y[17. As a result, the utility was enriched by $68

million because the Court could not protect customers even though customers prevailed on the

merits.6

6 Judge Pfeifer has highlighted the unrealistic nature of the bonds. State ex rel. Indus. Energy
Users of Ohio v. Pub. Util. Comm., 135 Ohio St.3d 367, 2013-Ohio-1472, 987 N.E.2d 645, 12
(Pfeifer and O'Neill, J., dissenting) (stating that "bond in that amount [$144 million] to stay the
rate increase pursuant to R.C. 4903.16 is unrealistic.").
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In this case, if the legislative bond requirement prevents the Court from issuing a stay and the

Court eventually reverses the ESP II Order, then AEP-Ohio's customers will once again be irreparably

harmed because they will have paid the charges without an expectation of a refund. Under the

PUCO's Order and Entry, Ohioans are required to pay higher utility bills that include charges of $508

million during the term of the ESP. Joint Movants challenge the lawfulness of the ESP II Order, and

are confident that this Court will reverse it. When that happens, Ohioans who have paid for the RSR

will be left without a remedy to recover those payments. AEP-Ohio will benefit from the windfall.

On the other hand, if the Court stays the collection of the rates and eventually reverses the PUCO

decision, then neither the customers nor the utility is harmed.

When the Ohio General Assembly enacted R.C. 4903.16, it unconstitutionally encroached

upon the Court's authority. The statute prevents the Court from exercising its judgment and

utilizing its inherent stay powers to avert irreparable injury to the public pending the outcome of

an appeal. To prevent further injury to the customers of AEP-Ohio resulting from the PUCO's

unlawful order, Joint Movants respectfully request that the Court declare the bond requirement in

R.C.4903.16 unconstitutional and stay the PUCO's order.

b. The public office exemption to the bond requirerueert. sho,wld
apply to OCC.7 Therefore, no bond is necessary to effect the
stay that OCC seeks in order to protect customers from
unlawful charges.

Ohio law provides for an exemption that relieves the OCC from having to post a bond --

or "execute an undertaking" as bonding is referred to in R.C. 4903.16 -- in furtherance of a

7 IEU and The Kroger Company are not participating in this Section of the Motion.
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requested stay. A public officer is not required to post a supersedeas bond when acting in a

representative capacity for the State.g R.C. 2505.12 provides:

An appellant is not required to give a supersedeas bond in connection with any of the
following:

(A) An appeal by any of the following:
***

(3) Any public officer of the state or of any of its political subdivisions who is suing or is
sued solely in the public officer's representative capacity as that officer. R.C. 2505.12.
(Emphasis added).

According to R.C. 4911.06, the OCC "shall be considered a state officer ***." R.C. 4911.06.

Furthermore, according to R.C. 4911.02, the OCC may "institute, intervene in, or otherwise

participate in proceedings in both state and federal courts * * * on behalf of the residential

consumers." R.C. 4911.02. Thus, in filing a request for a stay of execution, the OCC acts in a

representative capacity and, as a public officer, is not required to post a supersedeas bond. Most

recently, the Court granted a stay to OCC and other parties, without the posting of a bond. See

Ohio Sup. Ct. Case No. 2014-0328 (May 14, 2014).

In fact, the Court has even granted a stay for an entity other than a public officer without

requiring that a bond be posted by the appellant. In MCI Telecommunications Corp. v. PUCO,

(1987), a stay was granted in a utility case by the Ohio Supreme Court without the posting of a

8 It is easy to understand why the Ohio General Assembly has exempted state public officers
from having to post a bond to effect a stay pending an appeal. In this case, AEP-Ohio's
collection of nearly $508 million from its customers is the subject of this appeal. If OCC were
required to post a $508 million bond in order to obtain a stay, OCC understands that it would
have to pay an annual premium for the bond of approximately $7.62 million during the first year
the appeal is pending plus a pro-rated amount for increments of a year after the first year that the
appeal remains pending. In addition to this cost that is not affordable for OCC, in order to get a
bond OCC would be subject to an indemnification provision that would put the OCC (or possibly
the State) at risk of having to pay up to $508 million in the event the bond was forfeited. R.C.
2505.12 removes that cost and potential liability to the state when a stay is sought during an
appeal.
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bond despite the fact that the appellant was not a public entity. 31 Ohio St.3d 604, 605, 510

N.E.2d 806 (1.987). Similarly, the Court should grant OCC's request for stay of execution in this

case pursuant to R.C. 4903.16.

R.C. 2505.12 should be read in pari materia with R.C. 4903.16 as noted by Justice

Herbert in his dissent in Columbus v. Pub. Util. Comm. of Ohio, 170 Ohio St. 105, 111 (1959)

(Herbert, J., dissenting). There, Justice Herbert concluded that the city of Columbus, as a

political subdivision of the state of Ohio, should not be required to post a bond to obtain a stay,

or that a nominal bond should be sufficient.9 Thus, this Court should stay the collection of rates

pending final decision, without bond by the OCC or with only a nominal bond.10 Justice Herbert

wrote, "It is the view of the writer * * * that the Legislature never intended to handicap in this

manner a municipality seeking to protect its citizens who are consumers of public utility

products."11

The OCC is not required to post a supersedeas bond because the OCC is acting in a

representative capacity as a public officer of the State. Accordingly, no bond is necessary to

obtain a stay.

2. If this Court deterrnines that a bond is required, then the posting of a
nominal bond will meet the requirements of R.C. 4903.16 to obtain a Stay
of the collection of an unlawful rate that is being charged to customers.

If the Court determines that R.C. 4903.16 is constitutional and that the OCC is not

exempt from the bond requirement, then the Joint Movants will post a nominal bond to effect the

stay. The law in question states that bond must be "conditioned for the prompt payment by the

9Id. at 111.

^o Columbus, 170 Ohio St. at 111 (Herbert, J., dissenting).

Id. at 112.

10



appellant of all damages caused by the delay in the enforcement of the order complained of."

R.C. 4903.16. The amount AEP-Ohio may collect under the Commission's order is $508

million. There is no interest component. Whether AEP-Ohio collects $508 million over three

years or some longer period may create some lost interest, but that loss must be weighed against

the value of the funds already collected. AEP-Ohio has had nearly two years of use of ratepayer

funds. It will not be materially harmed by a stay. Thus, a nominal bond should be sufficient.

P. Under The Court's Inherent Power, The Court Should Stay Its Order
Authorizing The Utility To Collect The Retail Stability Rider From
Customers. Joint Movants Can Show A Strong Likelihood Of Prevailing On
The Merits, Consumers Will Be Irreparably Harmed If The Stay Is Not
Ordered, AEP-Ohio Will Not Be Harmed If The Stay Is Ordered, And There
Is A Strong Public Interest In Favor Of The Stay.

In further support of the Motion, the Joint Movants can demonstrate a strong likelihood

of success on the merits; they and the customers of AEP-Ohio they represent would suffer

irreparable harm if the stay is not granted; the stay would not cause irreparable harm to AEP-

Ohio; and a stay advances the public interest.12 Accordingly, the Court should grant the stay to

protect the customers of AEP-Ohio and further the public interest that the PUCO has failed to

advance by authorizing the RSR.

1. There is a strong likelihood that Joint Movants will prevail on the merits
of their positions to protect Ohio customers from paying a stability
charge that allows AEP-Ohio to transition to a competitive market.

As demonstrated by the merit briefs of the parties, the Order unlawfully and unreasonably

authorized AEP-Ohio to bill and collect the RSR from its customers.13 It allows AEP-Ohio to

12 Justice Douglas, in a dissenting opinion, endorsed the use of this same four factor test in the
context of reviewing a motion to stay a Commission decision. MCI Telecommunications Corp.
v. Pub. Util. Com., 31 Ohio St.3d 604, 606 (1987) (Douglas, J., dissenting).

13 Rather than repeat the arguments, the Joint Movants incorporate by reference the detailed
arguments demonstrating the unlawfulness of the Order contained in their first and third briefs.
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collect unlawful transition revenue and provides a subsidy for the generation-related assets held

by it and its affiliate during the term of the ESP, violating R.C. 4928.38.14 And the RSR is not

authorized by R.C. 4928.143 as a term of an ESP. As a result, there is a strong likelihood that

Joint Movants will prevail on the merits in their appeals.

a. The ESP II Order is unlawful and unreasonable because it
authorizes AEP-Ohio to increase the prices paid by customers
to compensate AEP-Ohio for transition revenues. The
stability rider provides AEP-Ohio with transition revenue or
its equivalent at a time when Ohio law commands that AEP-
Ohio's generation business be fully on its own in the
competitive market.

Over the objections of Joint Movants that recovery of the above-market generation-

related revenue violated the prohibition on transition revenue and AEP-Ohio's Electric

Transition Plan ("ETP") Stipulation,15 the PUCO approved the collection of the charges from

customers through the RSR. This authorization permits AEP-Ohio to collect transition revenue

or its equivalent. Ohio law, however, prohibits the collection of transition revenue. The

Commission's rationale for approving the collection of transition revenue boils down to the

following conclusions: the above-market charge are not transition charges because AEP-Ohio

did not claim it did not receive sufficient revenue under the electric transition plan or seek

transition revenue;16 and AEP-Ohio is entitled to collect its actual cost of capacity because of

changes that have occurred since the ETP Stipulation.l7 As demonstrated in the merit briefs of

the Appellants, these assertions do not provide a lawful basis for approving the RSR. Because

14 IEU-Ohio First Brief at 23-49.
15 In the Matter of the Application of Columbus Southern Power Company and Ohio Power
Company for Approval of their Electric Transition Plans and for Receipt of Transition Revenues,
Case Nos. 99-1729-EL-ETP, et al., Opin.ion. and Order (Sept. 28, 2000) (IEU-Ohio Supp. at 628).

16 R. 690 at 32.

1' Id.
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authorization of the RSR permits AEP-Ohio to bill and collect transition revenue, the

Commission's order is unlawful.

Under Amended Substitute Senate Bill 3 ("SB 3"), an EDU had a single opportunity to

secure transition revenue. Within 90 days of adoption of SB 3, an EDU was required to file an

ETP. 18 As part of that plan, it could request transition revenue.19 Transition revenue was based

on a determination of transition costs. Before authorizing collection of any transition revenue,

the PUCO had to find that the costs were "prudently incurred," "legitimate, net, verifiable, and

directly assignable or allocable to retail electric generation service provided to electric

consumers in this state," "the costs [were] unrecoverable in a competitive market" and the EDU

"would otherwise be entitled an opportunity to recover the costs."20

If the PUCO determined that the EDU had a legitimate claim to transition revenue, then it

could authorize the collection of transition revenue for a finite period. For certain transition

revenue recovery, the period was defined by the Market Development Period that could not

extend beyond 2005.21 For transition costs identified as regulatory assets, the collection period

could not extend beyond 2010.22 R.C. 4928.141, enacted as part of SB 221, precluded any

further recovery of transition costs "effective on and after the date that the allowance is

ig R.C. 4928.31(A).

19 Id.

20 R.C. 4928.39. OCC Appx. 506.

21 Id.

22 Id.
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scheduled to end under the utility's rate plan."23 Thus, Ohio law now bars AEP-Ohio and all

other EDUs from collecting transition revenue.24

Additionally, AEP-Ohio agreed to limit its collection of transition revenue in two

settlements. In its ETP application, AEP-Ohio presented claims for both above-market

generation-related transition revenue and regulatory assets as part of its ETP.25 It settled the

transition revenue claims in the ETP Stipulation. AEP-Ohio agreed to forego collecting above-

market transition revenue associated with its generation assets, promising it would not "impose

any lost revenue charges (generation transition charges (GTC)) on any switching customer."26

The ETP Stipulation, however, recommended that AEP-Ohio be permitted to collect a significant

amount of transition charges for regulatory assets with the transition charges ending on

December 31, 2007 for Ohio Power Company and December 31, 2008 for Columbus Southern

Power Company.27 The PUCO approved the transition revenue provisions of the ETP

Stipulation that were then reaffirmed and incorporated into AEP-Ohio's Rate Stabilization Plan

settlement ("RSP").28

23 R.C. 4928.141. OCC Appx. 494.

24 R.C. 4928.40. OCC Appx. 507. As R.C. 4928.38 states:
The utility's receipt of transition revenues shall terminate at the end of the market
development period. With the termination of that approved revenue source, the
utility shall be fully on its own in the competitive market. The commission shall
not authorize the receipt of transition revenues or any equivalent revenues by an
electric utility except as expressly authorized in sections 4928.31 to 4928.40 of
the Revised Code. (OCC Appx. 505).

25 IEU-Ohio Ex. 124 at 10 (OCC Supp. at 105).

26 Id. at 13 (OCC Supp. at 108).

27 Id.

28 IEU-Ohio Ex. 119 at 9 (IEU Supp. at 554).
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In violation of the statutory bar and the commitments of the ETP Stipulation and RSP, the

PUCO has authorized AEP-Ohio to collect above-market generation-related transition revenue or

its equivalent through the RSR. Specifically, the RSR permits AEP-Ohio to collect $508 million

in above-market transition revenue. To calculate the total revenue recoverable through the RSR,

the PUCO set an annual revenue target of $826 million to produce a desired return on equity.24

From $826 million, the PUCO subtracted the annual non-fuel generation revenue that AEP-Ohio

would receive from its competitive retail and wholesale generation lines of business.30 The

PUCO then authorized AEP-Ohio to implement the RSR to bill and collect the $508 million in

additional above-market generation-related transition revenue from its customers.

Nothing has happened over the last thirteen years that changes the legal framework that

governs what the PUCO can authorize in transition revenue. Based on Ohio law and AEP-

Ohio's ETP and RSP settlements, the PUCO is without any legal basis to authorize additional

29 ESP II Order at 34 (OCC Appx. at 57).

30 Id. at 35 (OCC Appx. at 58).
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transition revenue.31 Yet the PUCO permitted AEP-Ohio to collect transition revenue as if the

period for transitioning EDUs has not ended.32

Based on the unequivocal restriction on the PUCO's authority, the ETP and RSP

settlements, and the unrebutted testimony that the RSR authorizes the collection of above-market

generation-related transition revenue, the ESP fI Order unlawfully and unreasonably authorized

the RSR.

b. The ESP II Order is unlawful and unreasonable because it
authorizes the Retail Stability Rider as a nonbypassable
generation-related charge paid by customers which is not
included in the list of permissive provisions contained in R.C.
4928.143(B)(2).

In the ESP JI Order, the PUCO held that it could authorize the RSR under R.C.

4928.143(B)(2)(d).33 Because that section does not allow for the creation of a non-bypassable

rider, the ESP II Order is unlawful and unreasonable.

31 The Commission's authorization of the Capacity Shopping Tax also is based on the faulty
premise that AEP-Ohio is an FRR Entity. It was not contested that AEPSC made an FRR
Alternative election under the RAA for the combined pool of American Electric Power Co., Inc.
("AEP") operating companies in PJM, which includes AEP-Ohio. IEU-Ohio Ex. 125 at 23
(IEU-Ohio Supp. at 161); AEP-Ohio. Ex. 103 at 9(IEU-Ohio Supp. at 67). "Through the PJM
planning year 2014/2015 (PY14/15) AEP Ohio together with the other AEP East operating
companies, APCo, I&M, KPCo, Kingsport Power Company and WPCo, have elected as a group
(East System) to be under the FRR option in PJM. This requires the East System to provide its
own capacity resources to meet its load obligations rather than rely on the PJM RPM market to
provide capacity resources." Id. Additionally, AEP-Ohio's status as an FRR Entity, if it is one,
is irrelevant to the determination of whether the Commission has the authority to approve
additional transition revenue.

32 The Commission's misunderstanding of Ohio law continues. It opened an investigation on
June 27, 2013 to address rate impacts on AEP-Ohio's customers "during the transition to market
based rates." In the Matter of the Commission's Review of Customer Impacts from Ohio Power
Company's Transition to Market Based Rates, Case No. 13-1530-EL-UNC, Entry (June 27,
2013) (viewed at: http://dis.puc.state.oh.us/TiffToPDf/A1001001A13F27B05920I20554.pdf).

33 ESP II Order at 32 (OCC Appx. at 55); Entry on Rehearing at 58 (Jan. 30, 2013) (OCC Appx.
at 164).
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Operating as a definitional section, R.C. 4928.143(B) limits the terms of an ESP to those

specified in the section. 34 R.C. 4928.143(B)(2) provides only two instances in which the PUCO

may authorize a non-bypassable rider, divisions (b) and (c). Under those two divisions, a non-

bypassable charge is available to recover costs associated with generating facilities under

construction or constructed after 2009 that meet additional statutory requirements.

By authorizing a non-bypassable generation rider in only two instances, the General

Assembly did not provide the PUCO with authority to approve a non-bypassable rider under

R.C. 4928.143(B)(2)(d). As a general rule of statutory construction, the specific mention of one

thing implies the exclusion of another.35 This principle is especially pertinent where, as in the

cases sub judice, the statute involved is a definitional provision. Had the General Assembly

intended to allow the utilities to recapture other types of expenses through a mandatory non-

bypassable charge, it would have expanded the definitions. In addition, it is well-settled "that the

General Assembly's own construction of its language, as provided by definitions, controls in the

application of a statute."36 Despite the limitations on the PUCO's authority to authorize non-

bypassable riders, it unlawfully authorized the RSR as a non-bypassable rider.

34 Remand Case, 128 Ohio St.3d at 519-20.

35 See generally the doctrine of expressio unius est exclusion alterius, which stands for the
maxim that a statute that specifies one exception to the general rule is assumed to exclude all
other exceptions. See, e.g., Thomas v. Freeman, 79 Ohio St. 3d 221, 224-225, 680 N.E.2d 997
(1997).
36

Montgomery County Bd. of Comm'rs v. Pub. Util. Comm'n of Ohio, 28 Ohio St.3d 171, 175
(1986) (citations omitted).
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2. AEP-Ohio's collection of the Retail Stability Rider charge is causing and
wall continue to cause irreparable harm to customers.

Harm is irreparable "when there could be no plain, adequate and complete remedy at law

for its occurrence and when any attempt at monetary restitution would be `impossible, difficult,

or incomplete."' FOP v. City of Cleveland, 141 Ohio App.3d 63, 81, 749 N.E.2d 840 (8th Dist.

2001) citing Cleveland v. Cleveland Elec. Illuminating Co., 115 Ohio App.3d 1, 12, 684 N.E.2d

343 (8th Dist. 1996), appeal dismissed, 78 Ohio St.3d 1419 (1997). To determine if harm is

irreparable, this Court traditionally looks to whether there is an effective legal remedy if the

order takes effect. If there is not, the Court has approved a stay while the appeal is pending.

Although "the temporary loss of income, ultimately to be recovered, does not usually

constitute irreparable injury," Sampson v. Murray, 415 U.S. 61, 90 (1974), (emphasis added),

economic injury may be irreparable. In Tilberry v. Body, 24 Ohio St. 3d 117, 122 (1986), for

example, this Court found that the effect of a court order calling for the dissolution of a business

partnership would cause "irreparable harm" to the partners because "a reversal * * * on appeal

would require the trial court to undo the entire accounting and to return all of the asset

distributions" -- a set of circumstances that would be "virtually impossible to accomplish."

Tilberry v. Body, 24 Ohio St. 3d at 121. As a result, the Court determined that the Court order

dissolving a partnership was final and appealable. Tilberry thus illustrates that economic harm

does become irreparable if the injury to a party cannot be rectified after a successful prosecution

of an appeal.

Because of the filed rate doctrine,37 AEP-Ohio's customers affected by the PUCO's

Order and Entry are unlikely to recover their losses in the event that the PUCO's decision is

37 See, e.g., Office of Consumers' Counsel v. Pub. Util. Comm., 61 Ohio St.3d 396, 407; 575
N.E.2d 157 ( 1991).
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found to be unlawful. As noted previously the court in in Columbus S. Power Co. I determined

that customers were without a remedy to recover the amounts unlawfully billed and collected by

AEP-Ohio.

The injury from applying the filed rate doctrine has also been recognized recently by this

Court. This year it refused to adjust the deferred balance AEP-Ohio is currently collecting for

Provider of Last Resort charges that both the Court and the PUCO earlier determined were

unsupported by the record. The Court noted the harsh result of its decision was a "windfall" to

the utility and "unfair" to customers.3g And this week, in a procedural ruling issued in another

appeal from the PUCO, the court addressed once again the consequence of the filed rate doctrine.

Justice Pfeiffer in his dissent lamented that "the parties must seek to stay orders of the Public

Utilities Commission on the front end in order to prevent unreasonable fees from being collected.

Otherwise, customers cannot achieve a real remedy. A mea culpa from the commission or the

utility coupled with a statement from this court that our hands are tied is not enough."39

If the Court refuses to grant a stay but subsequently reverses the PUCO's authorization of

the RSR, the injury to customers also deprives them of a right protected by the Ohio

Constitution. Under the Ohio Constitution, "every person, for an injury done him in his land,

goods, person, or reputation, shall have remedy by due course of law, and shall have justice

administered without denial or delay."40 "When the Constitution speaks of remedy and injury to

person, property or reputation, it requires an opportunity granted at a meaningful time and in a

38 In re Columbus S. Power Co., 138 Ohio St.3d 448, 2014-Ohio-462, T 56.

39 In re Application of Duke Energy Ohio, Case No. 2014-0328, Order, Pfeiffer, J., dissenting
(July 29, 2014).

40 Ohio Constitution, Article 1, Section 16.
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meaningful manner."41 Under the Court's application of the filed rate doctrine, customers may

succeed on the merits of their claims that the rates are unlawful and unreasonable, as is the case

with the RSR, but fail to secure any meaningful remedy. Without a stay, this fundamental

constitutional protection will be denied to customers.

In this case, where the PUCO has authorized current collection of the stability charge,

AEP-Ohio has already collected two-thirds of the RSR revenues the Commission unlawfully

authorized. Under Columbus S. Power Co. I precedent, it is likely that those financial stability

charges already collected may not be returned to customers. Additional collections will likely

not be reparable as well.

3. The Stay that is needed to protect customers during the process of an
appeal will not cause irreparable harm to AEP-Ohio.

Tilberry illustrates that economic harm becomes irreparable where the loss cannot be

recovered. However, a stay of the PUCO's decision, while protecting AEP-Ohio's customers,

will not cause undue harm to the Utility. As discussed above, Justice Rehnquist observed, "the

temporary loss of income, ultimately to be recovered, does not usually constitute irreparable

injury." Sampson v. Murray, 415 U.S. 61 at 90 (1974) (emphasis added).

In this case, if the requested stay is granted, and the PUCO's decision is upheld, AEP-

Ohio's loss of income will have been only temporary because AEP-Ohio will then be authorized

to collect from customers the stability charges. In such a case, its temporary loss of income

would be ultimately recovered. As between the irreparable injury that would be imposed on the

customers of AEP-Ohio if the stay is not ordered and the delay in recovery that would be

4 1 Gaines v. Preterm-Cleveland, Inc., (1987), 33 Ohio St.3d 54, 60, 514 N.E.2d 709 (emphasis
added) (holding unconstitutional a medical malpractice statute of repose because it failed to
provide adequate time to file actions).
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affected if the stay is ordered and AEP-Ohio ultimately prevails on the merits, the balance

squarely falls in favor of granting the stay. Internat'l Diamond Exchange Jewelers, Inc. v. U.S.

Diamond and Gold Jewelers, Inc., 70 Ohio App. 3d 667, 885 (1991) (addressing the relative

harm affecting the parties in ordering that an injunction of the airing of an advertisement be

stayed pending appeal).

4. A stay to prevent AEP-Ohio from collecting increased rates from
customers during the process of an appeal would further the public
interest.

Justice Douglas, in articulating a standard for stays, emphasized that the most important

consideration is "above all in these types of cases, where lies the interest of the public" and that

"the public interest is the ultimate important consideration for this court in these types of

cases."42 Based on this well understood requirement supporting the grant of the stay, he noted

that PUCO Orders "have effect on everyone in this state -- individuals, business and industry."

MCI, 31 Ohio St.3d at 606.

In this case, the public interest supports a grant of the motion. As discussed above, the

stay would prevent irreparable harm to AEP-Ohio's customers--residential, commercial, and

industrial--and cause AEP-Ohio no irreparable harm. In addition, the stay would provide some

relief to customers who are already burdened by the fragile state of the economy. Customers can

ill afford unjustified increases in essential services. The public interest, therefore, would be

furthered by a stay of the collection of the retail stability rider.

IIL CONCLUSION

The Court has the authority to grant a stay of the PUCO's Order authorizing the RSR. In

addition to satisfying the lawful and constitutional requirements of R.C. 4903.16, Joint Movants

42 Id.
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have shown a strong likelihood of prevailing on the merits, irreparable harm to consumers if the

stay is not granted, no substantial harm to AEP-Ohio if the stay is granted, and a strong public

interest in favor of the stay. Therefore, the Court should grant the stay sought in this Joint

Motion.
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.. Commission, consi $bave,entltled app°B.oM and the record in
thme pr gs, hereby issues its op"uon and order in these ma s.

APPEARANCES.

Steven T. Nourse, Matthew J. Satterwhite, and y Electnc

Power Serv"' Co ra#ior►, One "Rrverside Floor, 1 , Oluo 43215®2.373,
and P , Wright, Moms & Arthur, I, , by Danael R. Conway and Chnsten Moore, 41
South ffi Columbus, Oluo 43215, on behalf of Ohio Power Cornpany.

°Mike I)eWme, Attorney General of the State of Ohio, by Werner L Margard IIL
John H. Jo , and Steven L. Beeler, Assistant Attonkeys GeneraL 180 Broad Sfteet,
Columbus, Ohio 43215-3793, on bebalf of of the P'ub ° Utilities Co °°oaa of
Ohio.

Bruce J. Westom Interim Ohio ConsumersCounwL Office of the Ohio Consunwxs'
eCounseL by Maureen R. Grady, Joseph P. Serio, and Terry L. Etter, AsMstant C unn

CounwL 10 West Broad , Columbus, Ofuo 4321 5 , on behalf of the rresidmtml
utitlty c ers of Ohio Power Company.

Boehxrl^ Kurtz & Lawry, by °Mxhael L Kurtz, Kurt J. Jody Kyler, 36 East
Seventh S , Sul.te 1510, Cuu' ti, Ohio 45on behalf of Ohio Energy Group.

Taft, Stettinius & HolUster, LLP, by Mark S. Y ° D. Kravitz, 65 East
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McNees, WaUace & Nurklc, LLC, by Samuel C. Randazzo, Frank P. Darr, and
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Bell & Royer Co., LPA, by Barth E. Royer, 33 South Grant Avenue, Coi u... , Ohio
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iiorys, Sater, Seymour & Pease, LLP, by M. Howard Petricoff, Lija ep k,
Howard, 52 East Gay Street, Col , Ohio 4321&1 , and Covington

& Bur ' by Wffliam Massey, 1201 Pe lv ' Avenue, W ro, D.C. 2M on
behalf of The CONEPM Coalition.

Vorys, Sater, Seym & Peam, LLP, by M. Howard Petricoff, Lija Kaleps^Clmk
and. Stephert M. Howard, 52 East Gay Street, Columbus, Ohio 43216-1 , on behalf of PJM
Power Pioviders Group.
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Ice Mdler, LLP, by °Ou-istopher L. Mdler, Gregory J. Dwin, and Asim° Z. Haque, 250
West Street, Columbus, Ohio 43215, on behaff of ° ti of Independent Collegesthe
and Universities of Ohio, the city of HMsboro, the city of Grove City and the city of Upper
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,S East, Inc.
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SNR ton US, LLP, by Eunna F. HancL Daiuel D. Barno Th ,
James Rubui," 1301 K. Street NW, Sttube 600 T . , W ' n,,. D.C. 20005, on behalfEast
of Aluminum Corporation.
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43215, on behaff of Ohio ° Association of School Business ' s, Ohio School Boards
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ChaEndsley, 280 Nord1 High Street, P.O. Box 182383, Columbus, Ohio 43218,
on behalf of the Ohio Fzarnt Bureau FederatiozL

Buckley ' by Deim N. Kaelber, 10 West Broad Shvet, Suite 1300, Columbus,
Ohlo 43215, on behalf of Olti® Restaurant ' tion.

Eizabeth Watts and Rocco D'Ascenzo, 139 East Fourth Shvet, tz, 'o
45202 and Eberly McMahon, LLC, by Robert A. McMahon, 2321 Kemper Lane, Surte° 100,
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Amy B. Spiller and j W. °Kmgery, 139 East Fourth Street, °`nnati, Oldo
43215, and Tlio n`, LLP, by Philip B. Sinenen& 41 South. I-iigh Street Suite 1700,
Columbus, Ohio 43215, on behalf of Duke Retail Sales and. Duke Energy
Co Management hv-

Charles Howard and Sarah Bruce, 655 Metro Place South, Suite 270, Dublhi, Ohio
7, on behalf of Ohio Aut ° Dealers Association.
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rudi L. So `, 1065 Woodn-Lan ' e, Dayton, Ohio 45432, on behaff of Dayton
Power Company. .

Kegler, B " & Ritter, LPA, Roger P. t State
1 , Columbus, Ohio 43215® of National ati of Inde ndera.t Business

Mo Cbapter.

Thompson , LLP, by Carolyn S. Mahive, Stephanie °el, Michaeland
, 41 Soath Hi t, Suite 1700, Ca1 ; Ohio 43215, on behaJf of Bmder

Fzwrff II °c Services, Irkc.

Law Group, LLC, by Mr. Jack D'A aa, 501 South Fii
CoI , Ohio 43215, on behalf of University of Toledo Innovation Enterprmes
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& Parks, LLP, by Randy Hart, 200 Hun ' n Buildmg,' C[ev ,
Ohio 44114, on behalf of S 't E ol, LLC d/b/a kT Bi -Lei °c and
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Jay E. Jad ' 155 West Nationwide Blvd., Suite 500, Columbus, Ohio 43215, on
Wmff of AEP Re ' Energy Partnm, LLC.

Law, Ltd., by Matthew Qw, 4145 St. Theresa Boulevard, Avon, Ohio
1, on behaff of the Council of Smallu EEnterprism

W' , wein & Moser, by Todd M. W' ' , Two Maritime Plaza, Toledo,
Ohio 43604, on behalf of the Ohio Busmess c1 for a Clean Economy.

Dic e.in Shapiro LLP, by Larry F. °Emenstat, Richard dt, and Robert L.
Kinder, 1S25 Eye St. NW, W n, D.C. 20006, on behalf of CPV Power Developnient,
Iruc.
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Q ®N:

1. . ®RY OF THIE PR DINCS

A. First IIertric 5gcmft Plan.

^

On March 18, 2009, the " °on issued its opinian and order °regardmg
Columbus Power Comparq's (CSF) and OTdo Power Company's (OP) (jointly,

-Ohio or the panies) a lica ° an electnc `ty plan 1 Order) fn
Cam Nos. 917-EL and 08-918-EL-SSO. Tlw ESP 1 Order was appealed to the
SSupnm Court of Ohio AA ° 19, 2011, Order in
nu ous respects, but remanded the proceedings to °ssion„ Thethe Conunissim
issued its order on ronand on October 3,. 1. In the order on remancL the Co ° xam
found that ^°'Jhio should be authori to continue its recovery of mcremental capital
carplingc January 1, 2009, on past env" ntal investments ( _

) that were not previously reflwted sn de Compazues' ex° ° g ra prYor to the ESP 1
Order. In adciitti.on, the Co " n found t the "der of last resort (POLR) charges
autboo ° by the 1 Order were not supporbed by the record on
the Com °es to efin-dnate the amount of the provider of last resort I.R,,. dhargm
authorized in the FSF Order and fiie revmed buiffi c ° erit with the order on remancL

B. EI

On January 27,2011, AEI'-qktio filed the instant application for a standard
offer ( ) pursuant to Section 4 _141, Revised Code. This° application is for approval of
an el°c secimty plan (ESP 2) in accordance with Section 4928.143, Revised e. As
filed, AEP-OhWs SSO application for ESP 2 would commence on January 1, 2012, and
continue through. May 31, 2014.

The foll`g partie.s were granted m ention. by entriea dated 23, 2011,
and July 8, 2011; Industrial Energy U Mo (IEU), R° es, LLC
(Duke R " ), C ►hYa gy Group (O ), Ohio Hospital " tl.on (O A), Ohio
Consume& 1(CCC), Oluo" Parums for Affordable Energy (OP AE),1 The Kroger
Coinp y(Kx ), FixstEnexgy Solutions Corporation , Pau1 ° Wind Farm 11, LLC
(1'acrl ` g), Appalwhian Peace and j Network (APJN), Ohio Man "
Aasomation Energy Group (® ), AEP R" Energy Partners LLC (AEP lt "),
Distributed Wind Energy Association (DWEA),2 PJM Power Providers Group ),
Cons tion NewEnergy, Inc. and Co tion Energy C "ties Group,

Su ant]y, (^'.^ ^iled a motion tD withdraw from the ^ '2v.^o^.^` atW t^.► request gr d in
the Co ioxes Dwmiber 14,2011 f^der.

2 On August 4,2011, DWEA a motion to withdraw fi 2 pweedhig& D 's request tD
wiffidmw was ggriuited m 146 1 Order.
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( tion), COMPETE Coalition (Compete), Natural Resources Defense Council
(NRDC), The Sierra Club (Sierra), dty of Hilliard, Ohio aiMiard), Retaff gy Supply
Ammiation Exelon Generation Company, L (Exelon), city of Crave City, Oluo
(Grove City), ° tian of Independent Colleges and LT ° iti of Oluo (AICUO),
Wal Mart S t, l[1' and 's East, , (Wal-Mart), Do on RetoL .
( ."on Retail), Pn ° tali Law and Po ° Center (ELFC), Ohio Env' fial
Council , Ormet Prknary AI ' um Corporation (Onnet) and rEnerNOC, .
(EnerNOC).

7, 2011, n 'es (Sipatory Partties) to the ESP 2
p ' gs filed a Joint Stipulation tion (Stipulation). The 'pulation
ProPosed to resolve 2 cases as well as a number of other related -Ohao matters
pe ' g before the C ' siarLs The eviden ' in the P 2 c
consoJidated with the related proceedings for the sol.e pmrpose of consid '
S1a tion. On December 14, 2011, the C,o ' ion issued its Op9nion and Order,
c lu ' g that the Sti ttion, as modified by the order, should be adopted
approved. As part of the December 14, 2011, Order, the Co ° ion approved
of CSP with and into OP, with OP as the surviving 'ty 4

Several applications for reh° g of the Co ° ion's December 14, 1, Order in
the ESP 2 and consolida were filed. February 23, 2012, the C °'on ' ed
its Entry on Rehearing finding that the Stipulation, as a package, did not benefit ratepayers
and was not in the public ° interest and, thus, did not satisfy the part test for the
consideration of stipulations. -O11io was directed to provide notice to the C ' n
within 30 days whether it intended to modify or vva aw its ESP.

C. Pendin^ M ed E1 'c gwift Man

On March - 30, 2OIZ A-Ohio fiW a modified (m ' ied ESP) for the
Co ° sion°s cormd tion. As proposed, modified ESP would c e June 1,
2OIZ and continue through May 31, 2015. proposed in the a ' tiorq, the Company
states for alU. cu t .d , cus .. . ers in the CSP rate zone wull, experaence, on average,

of two percent ann y and customers m the OP rate zone wLU' experi , on
average, an ' uKrease of four percent annually The nwdffied ESP pPO recovery of
other

Indudmg

costs through riders curtmimentd'g of the Caseelectric swidty plan. In additi

3 an emmergeng ' g m Nos. 3 BG-ATA and 10-344-EL-ATA
(Emergency C ); a request Eo= the merger of CSP with OP in Case No. 1o-2i7f-IEir[1NC
(Mager )e tle Co ° ion rerkw of the stWm conepensation mambamsin for the cap " clwge to
be aweLsed on co tive netaii ° (CRES) providers in Case No. 14 EGdINCekctric
(Capacity Case); and a reqnest for approval of a m ° m to recover d fuel c
accounfing treabnent in Case Nas.11 R and 1I -EL-RDR (Phase-in Recovery ).

4 By entry bmed on Mawh 7, 2(n2, the Commisg= a approved and coz&mwd the mwgm oOJ CSp
into OP, effective DemqWm 31,2011, in tlre Merger Case-
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modified ESP ccontams` "ons addre ° g ' 'buton :servxce, econmw° developinent,
alternative ertergy re e requxrements, and energy efficiency requiresnen#s.

The 'ed ESP forth that AEP-Oldo wiU" begin an for 100
pmxvM of its SSO load be&xrdng in 2015, wzt.i fiffl ddehvery and prkmg dirough a
competitive auction procen for AFP-ONo's ' g." June 2015.
Be "° g six months order in the modified ESP case, the app ' t;.on states

-AEP-Oluo wdl be ' conducting" energy aucfacms for five percent of load. In
additioai, the modified ESP provides for the °tion of Arrunican, FI `c Power
Co ation's East In 'on Pool A ent and d plan for corporate
separation of AFI'-ohio'a gaieration assets from its distribution and tr '°om ts.

In addition to the parties previously granted intervention in this matter, foll® ° g
AEP-Ohio`s su ' sion of its modified ESP, the following parties, wm granted
in ention on Apnl 26, 2. Int te Gas Supply, (IGS); The Ohio Ass " tion of
School Business Officials, The O&uo School Boards ° tion, The Buckeye As ' Bon of
School A `trators, ind llw C?hio Schools Council Ohio Schools); Ohio
Farin Bureau Federation; Ohio Restaurant Association; Duke Energy Ohio, Inc. (Duke);
Duke Energy Co e° Management Iic. (DEC ;. Services, LLO
and D' Energy Business, LLC (Direct); The Oldo Automobile Dealers Association
(OADA); The Daytm Power and Light y; The C3hio Cbapter of the National
Federation of Ind en.t Business (NFIB); Ohio Construction Materiats Coalition;
Council of Snaller En ^ Fl 'c 'Seivwes, Inc.r Univ 'ty of Toledo
Innovation Enterprises C tion; Sunwdt E oI, LLC d/b/a POET Bior -
Lei `c and Fostoria E oI, LLC d/b/a POET Bi -Fostoria (S "t E oI),'
crty of Upper Adington, Oluo; Ohio Business Council for a Clean Economy; IBEW

1466 (IBEW); city of ' boro, Ohio; and C"YV Power L?evelop t, Inc.

D. S v of the jkgtM on M `ed Plan

1. Local Public I€ °

Four local public heanngs were 1eld in order to a.Ifqw - Oltio's
o ty to express ° opinions re ' g the issnxes raised wi ' the modified
appllcatim Public 'hearmgs were held in Canton, Columbus, Chdlicotlki^, At
the local hearings, a total of 67 witnesses5 offered teodmony. 17 wi:tnesses in Cantori, 31
wi ses in Columbus, 10 witaessft in Chdhcothe, axbd ' wiftwsm in Luna.° Inrune
addation, to the public t` ony, n o.s letters were £"iI in the docket re
proposed app " ti .

-5 Onw w►itmw, Doug LEetlfivkt te^ at baffi " Columbts and "Lumpub* hmv4pL
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At each of the public h , numerous witnesws te ° ed in support of -
®hio's modzfied ESP. Specifically, many witnesses testified on bebalf of co ututy
groups and non-profit organizatiozLs that praised -Oluo's charitable support to ffmir
oorgaruzaborm tiVi that tesbfied in favor of the modified noted that AEP-
Ohio mai^ntains a positive corporate pr e aud promotes ec 'c development
endeavors ffiroughout its 'servwe. of local ' ed in support of

-0hio's pro it would not only allow -Uhio to ntam° jobs, but atso
create new jobs as AEP-Oldo co ' ues to ogend its ° e fluoughout the region.

AEP-Several residential" customers testifieded at the public hewmgs in sidon to
OWO's modified ESP, no ` an increase in cushmer rates would be burdemim in light
of the ament eemonuc recemon. Many of these wi out that low= e
and fixed-income residental° rs would be paruculady, vulnerable to any rate
maeasm Several witaesses also argued that the proposed applicaiaoat rni t°°t
custom ' a''ty to shop for a CRES supplier.

In additiorr, vnbxsws °°ed on behalf of smafl bussness and c
customers. These witnesses argued the proposed rate increases would be burdensonw on

who cannot take on any el °c rate increwfthout ei laymg' off
employees or passing costs on to customers. Representatives on behalf of school

"testified ffiat the modified ESP couYd create a ' on schools throughoutalso
AEP-Ohio's service teMtory.

2. Eviden ° H ' e

The evidendary hearing commmced on May 17, 2012. Twelve wi ses tesflfied
on behalf of AEP-Mo, 10 witnesses on behalf of the StaEG and 54 wi
tes ° ony on behalf of various intervmm to the s. In addition, AEP-Ohio offered
three witnesses on rebu evidenfiary he ° g concluded on June 15, 2. Ird'
brriefs and reply briefs were due June 29, 2012, d July 9, 2012, respectively. For those
pariaes that filed a bnef or reply bnef° ad ing select ' issues, oral arguments were held
before the C,.o u.' zon on July 13, 2.

E. Procedural hktters

1. ARoia to Withdraw

On y 4, 2MZ the city of °ard filed a notice requwft to wi was an
intervenor from the modified ESP casm. Also on y 4, Z IB filed a notice sta °
that mtends to withdraw as an intervenor in these ® The C ° sn
fB s and Hdliard's requests to wi w reasonable and should be granted.
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2. Motions for a Protwtive Order

-9-

On May 2, 201Z AEP-Ohio ` a motion for a proWctive order, seeking protecfte
bneahnent of supp ta1 testimony and correspo . . of AEP
NeEsm con °° g confidential and proprietary znfo 'on relating to the T ° g Point
Solar project (ruming Point). On y4, 2012, OM AEG filed a motion for a pro ' e
order relatzng to propn" business ' mformation of OSCO us ° , S ° e T' ,
Belden B° Whirlpool C tion, Lium R.° g, and AMG ii cIa Also, on May
4, 2OIZ IEU filed a nwtion for a proteLtive order see ° g to protect co d ' and
pr® ° con ' ed wi witriess in Murray's t` ony. FES filed a
motivn for pr ` e treatnent on May 4, 2MZ for confidentol° items contamed m
a ts to vvatness Jonathan Lesser's testimony. In addition, Exelon ' a motion for
prrttrecttive order seeking protection of confidential and proprietary znf tion conbdned
wi ° witness F`'s direct y. On May 11; 2, AEP-Ohio filed an additional

"on for protective order to support the protection of c 'den' JOhio
zaif tion con ° ed wf ° YEU wi Murray, FES wwibms Lesser, and Exelon
wibiess Fein's twbmmy F° y, on the record in May 17, 2OIZ
Ohi.o also sought the co ' uation of pro ° e tmerrt of extubits attached to -0lv.o
witness Jay Godfrey, as previously set forth in AEP-Ohio's July 1, 2011, mcrtim for a
protecd order (Tr. at 24).

At the evidentary' h ° g on May 17, 201Z the attorney examiners granted
motions for pro 've order, f̀mdmg the info taon specified vnthm' the parties(

meets
moti

constitu confidential, propn , and trade secret inf tion, and the
requireraents cmbdned wi ° Rule 4 -1 24, Ohio A ' atgve Code (O.A.C.) (Id. at
23-24). Rule 4901:1-24(F), O.A.C., provides that, unless otherwise ordered, pr
orders prohibiting public ° a t to Rule 4901:12 ), O.A.C., shaU
automatically 18 month& Therefore, c 'den ° trea be affowded
for a period ° g 18 date of this order, until Februmy 8, 2014. ZTntil
tlhat date, the D ° g Division should mamtam, under seal, the conditional °diagrams,
filed under seal. Rule 4901:1-2 , O.A.C, requires any party ',g to extend a
prot `ve order to file an appr ' te motion at least 45 days in advance of the expiration
date, ° u° g a d ° ed ° 'on of for continued °oaa from osure.
If no such motion to ectend co ` treatment is filed, the C ' ion may xeJease
tius info tianwidmt pnor nottee to the p°es.

In addAtion, on June 29, 2012, et filed raotions for pr ' e order
re g items conuffied° withm' their ani. ° °efs. S ° call.y, both the 'information for
which IEU and et's are see ° g corLhdentml° trea ent was already deternuned to be
coofiderr ' in the evidergary h ` g and was discussed in a closed record. Jtaly 5,
201Z AEP-Ohio filed a motion for pr ' e order over the items conuhied wi °

's brrie,fs, notmg that it conftms` propri trade secret znf tion On Julyand
9, Ormet filed an additiorW for protective order for znfo tionr which it
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also fn its reply brief 61ed on July 9, 2OIZ S' ' ly, AET-Ohio filed a motion for
pr ° e ordeT on July 1Z in support of Onnet's motion, as it contaufs -Ohio's
confidentW trade seaet ° tion As the attomey exambums previously found the
information contained the s untol' bzsefs and s replywiffm bnef
was confiderLbd in the eviden ° he °& we ' don
confidentW a be afforded for a period ending 18 months from the date of

° order, untA February 8, U

3. R Review of Prmedural R°

IEU argues t the record improperly includes evidence of stipulations as
precedent S y, argues that several wvntnesses relied on Duke Energy-Oluo's

P to and°uaibe t certmn° proposed nders were ap p° 6e. ants out that a
wibiess ort -®luo's distribution rate case stipulation as evidence of -C)liio's
capital structure. IEU cLmms that these tions expressly state that no party or
Commission order may cite to a sti tion as precedent, and aocordmgly, EEU requests
that the rdemnces to stipulations be stru&

The 'cmunmion finds that ffiVs request to stnke portions of the record slwuld be
deni We a owledge that mdividual components agreed to by parties in one
proceedzg should not be b° ° g on the parties in odier pr , but we find that
references to otber sdpulatiorLs im fl-is proceeding were in scope and did not create
any prqudxW act on p°es that signed stip ti . Cmmstmt yvitb our F° g

in Case No. 11-BI- C, we also note that, wliale 'parties may agree not to
be bound by the provisions contairied vnthin' a sta tiori, these °'tations do nat exterid
to the Co °on.

In addition, attorney examnums impr ly denied ffiU's mouons to
compel discovery. In its modom to compel discovery, IEU sought ir+f ti related to

-Oltio's forecasts of the RPM price for capacity, wluch IEU alleges would have
provided information rela ' to the tramfer of -Cluo's Amos and WtchpM generating
unifs.

The C ` ion ationiq ex' rs° denials of 's motaons to compel
o urndiscovery were proper and should be upheld. As noted in AEP-Ohio's

contra the motion to c ; the information IEU sought relates to -41do forecasts
beyond the period of P As relate to the
appropriateness of AEP-Ohio's modified ESP, we fmd that any foreents beyond the terms
con ' ed wi ° A-(Jbio's applicataon are irrelevant and ° ely to lead to

°dLscoverable inf tzan. Accordmgly, the a ey examine& ° g is affirmed.

On July 13, 201Z C filed a motion to strike four s ° c portions of -Qhio's
reply brief at pages 29-30, 9, 97-99, inclu ' g footnotes, and a ts A and
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B, as OCC amerts the inf tion is on the record in the modified
proceedmg' but reflects the Co ' on's Order issued in the Capatq Case on July 2,
2012. OCC su "ts that the C °'on has previously recopized t"it is hnproper tD
rely on claims in the brief that are by evidewe wi ° record." In this
instance, OCC points out that AEP-Oluo attached to its reply b.c3ef, d nts that were
not part of evidowe or desi ted lat,e-filed extuints, a statement by Standaid
and P s(A ent A) and the Company's tion of its ESP j O, test
(A ent B) based the Co ' i's decision in the Capadty neither
d tis pad of modified P record evvid , that the attachmentsthe
are hearsay which not excused by any e9sc ° on to the hearsay rule. notes
tha# the reply brief includes °docussion of recerLt stomis in the °dwest

is n ' g in the record reganting the strength of winds or the ability ofthe the
yCornpany's system to withstand hurricane force winds. F ore, neither the

a ts nor AEF-Oluo's assertions was subjected° to °cross-exanunation by 'esthe
nor the parties afforded an opportumty to rebut the associated arguments of the
Company. For these reasons, tCC requests that A ents A and B and the spedfied
portions of the reply brief be stricken. .

lGn its memorandum conifra, .. .-Oluo asserts that °dmmmion of ma. . . related to
the C °°on's Capacity Case d° ion were a ° te. -ohig notes that it is fair
to rely on a C 'sion opinion and order and reasonable to c °der the tinpact of the
Capacity Caw on these proceedings, as evidenced by Co ' ion questions during the
oral. az ts held on July 13, 2012. In addition, P-Ohio points out t several
p°' reply bri ° uded si '°cant ° ssion of the ampact of the Capacity Case
on the modified ffiF'. S` ' ly, AEP-Ohio notes that the attachments '° te the cial
impact of the Capacity Case on AEP-Ohio, and that the items are c ° nt with the
testun.ony of AEP-Oldo witness w°. F' y, -OYzio provides that its references
to major storms that er relate to customer expectations and AEP_
Olv.o's need for tihe DIR.

The Conmnission finds that OCCs °on to strike portions of -0tiio's reply
brief should be denied. The Company's reply impact of the

° ion's Otdcr in the Capacity Case based on subject and °information
subjected to zve cros ina#ion. by the parties in the course of this pr ° g.
Furthermore, several of the pmties to ' proc ° g discuss in ' re 've replytius thew
briefs the Order in the Capacity Case- For these reasons, we conclude that it would be
imp to strike the portions of AEP-Ohio's reply brief, including Atta t B, which
reflect AEP-Ohio's interpretation of the Co '°on.Ca 'ty Order as requested by OCC_
We, lik °, deny OCCs request to strike the Company's reference to recent stomLg,
where the Company offered support for its position on customer ''ty expectations.
Customer service ° bility was an ° wsue raised dLwussed by AEP-Oluo as well as
OCC. However, AtUtchment A to the Company's reply brief is a July 2, 2 statement by
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dard & Porn's regarding the effect of the C °°on's C'.a 'tp Charge Ordiez, and
should be shickm We find Com y's Attadmwnt A is not part of the record
and should not be considered by the Ommiission in this prmmdhig.

Ort July 20, 2012, OCIC/APIN filed a motion to take a ' ative notice of s'everal
iterm con " ed withm° the record of the C.apaczty S y, OCC/APJN
a ' ative no ° of pa 3, 9, and 12 of tes ' ony of -ohio witnm
M ` K pages 19-20 of ° ony of --0hio wi
39 Q, and 815 of the h °pts, and AEF-Obio's p- and reply
bnefs . OCC/ APJN opme that the record uld be expanded to ` mclude-diese m
order to have a more thorough record on issues perhuning to customer rates. Further,
CCC/ TAi state that no p°es would be prejudi^cced as parties, p ° ly those
involved in the Capacity Case, who had 'ties to rebut thege itom

-OIuo fIed a memorandwn contra C/ s motion on July 24, 2012. AEP-
OMo argues ffiat OCC/APJN iariproperly seeks to add docunients into the record at thLs'
late stage, is not only inappro ° be, but also unneressary as there are no to
these pr ' gs mvpt the C on opuvon and order and rehftrmg -Oluo
notes the Commissionion `on in handlmg its proc , but `points out that
the smaU ssubseit of ' mforination could have a ° dfciai effect to parties, and due process
would require that odw parties -be permitted to add other item to the record. In
addition, AEP-Ohio exp lains that OCC/APIN had the opporturtity in proceedings
to finther explore areas of the Capacity Case that were to parts of the modified

On August 6, 2012, a niemorandum contra OCC/APJWs modon® On
August 7, 2D12, OCC/ APJN filed a motion to strike 's niemorandum contra. In
support of its motion to °stnke, OCC® argues that its memoranduin contra

17 days after OOCC:/ APJN filed its motion, ural dea ° es established by
attorney examiner entry issued April 2, 2012. The -C ' ion finds that C/ 's
motion to stike FES's memorandum contra OCC/APJN's 'on should be granted. By
enbry issued A'Z 2012, the atto an expedited pproceduml schedule
estabbslung that any memoranda contra be #iled witiun°five calendar days
of any motions. Th ore, as FES filed its memorandum contra 17 days after C/ jN
filed its motion, C/ 's motion to be granted.

The C ° sion finds that OCCs modon to take adniinistrative notice should be
denied. AEP-Oluo correctly points out that the tmmng of C/ s reqaest is
troublesome and problemafac. ' e the C broad °on to take
a ° trattive n°ce, it must be done in a manner that does not harm or prejudice any
o partws are pating in these p dings. Were the Cdrnmis'ort to bke
no ° of this narrow window of inf tion, we would be allowing a party to supplement
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the record nn a misle ` . F er, ° e we aclmowledge that parties may rely
on the Co ° ion's order in the Capacity Case, as it speaks for i , to show effects on
items in this to exclussvely select narrow and focused items in an attempt to
supplement the record is not appropriabe. Acco ° gly, we deny OCC's motion.

II. T3

A. A licabYe Law

Chapter 4928 of the RevLsed Code provides an integrated system of regulation in
w'h'-. spedfic provisions were designed to advance state poli ° of ensuring access to
adequate, reliable, and ly priced el ° se ' e in the context of si ' t
eco 'c and environmental enges. In reviewing AEP-Ohio's app ° tion, the
Co on is c of the es facing Oluoans and the el °c in
wiR be guided by ''es of the state as estab °.. by the Germ-A bly inthe
Section 4 .02, RevLqed Code, mn . ded by Senate BM 221 (SB 221).

Section 4928.02, Revised e, states that it is the poiicy of the sta#e, fnteer dia, to:

(1) ure the av ° .°ty to cans:mecs of adequate, reliable, safe,
efficient non ° ° tory, and ly priced
electric service.

(2) Ensure the availability of unbundled and comparable retail
electric s 'ce.

(3) Ensure diversity of electric supplies and supp '

(4) Encourage innovation and market access for cost-effective
supply- and demand-side retwl' epecttic service inciu ' g, but
not limited to, demand-side management ,'

d,abed pricfng; and °unplerrientation of advanced
me g inhwtructum (

(5) Encourage c - e and efficient access to information
re " g the operation of the trammission and distribution
sys s.m•_-)r<'er to p 3'c,mote both effective customer choice and
the development of performance standards and targets for
seMm q quaRty.

(6) Ensure effective retad competition avoi ' g anticompefitive
subsidies.
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(7) Ensure ' commmers p 'on agaftist ble mles
p ', ket d 'es, and market er.

(8) Pxovide a mearts of `' g' mcentives to technologies that can
adapt to potmitW' environmental nwWates.

(9) lincourage ' le tataon of ' tri t g rati - a
customer dasses by r°' g and updating
issues such as in "on, standby chuges, and net
na .

(10) ProWd atdrisk populations u° but not limited to, when
c °d ° g the aanplemen#ation of any new aadvarwed g3►
or renewable energy resource.

-14-

Yn addition, SB 221 enacted Section 4928.141, Revised Code, which provides that
effective January 1, 2, electric utilitms must provide consumen with an SSO co '' g
of either a market rate offer (MRO) or an ESP. is to serve as the e1 " utility's
default SSO.

AEP-Ohic(s an ° ed application in this proceeding proposes an to
Section 4928.141, Revised C,ode. Paragraph (B) of Section 4928.141, Revised Code, requires
the Conunission to hold a hearing on an application filed under Section 4928.143, Revised.
COde, to send notice of the hearing to the e ic utility, and to publish notice in a
newspaper of general ' tqon in each county in the el °c utility's certified territory..

Section 4928.143, Revised Code sets out the r 9a for an . Under
paragraph (B) of Swdon 4928.143, Revwed Code an ESP nraast znclaade pmvisiorts ` g
to the supply and pricing of g ra ° service. The ESP, accordmg to paragmph (BX2) of
Section 4928.143,. Revised e, may also provide for th.e. automatic recovery of -ce °
costs, a reasonable allov+r for certam° c cti work in progress ( , an

void le sumharge for the cost of certam' new generation facihties, condifions or
charges rrelabng° to customer shopping, automatic increases or decreases, p ` i®rs to
allow securi ' tion of any phase-in of price, provisions relating tD trammission-
related costs, provisions related to distn tion servwe, and provisions re ` g econormc
development.

statute °des that the C on is mqwred to approve, or
approve the ESP, if the ,ESFmcluding its pricing and all other terms and conditions,
includ'uig d als and future recovery of deferrals, is more favorable in the aggregate as
compared to the expected results that would oth ' apply in an MRO under Section
4928.14Z Revised° e. In ad `'on, the Co ° ion must reject° an ]ESP that conftm a
surcharge for CWIP or for new generation facilities if the bmefits derived for any purpose
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for which sur ge is es I° not reserved or made av ' Ie to those that bear
the ge-

B. Xsis of the AMlication

1. gration Ra

As part of its modified p apphcation, -O1uo proposm to freeze base
agmerahm rates until afl rates established through a compefafave bid ° proces&

AEP-Ohio mamtms that pricing is a benefit to customers by providmg
masonably priced electricity in furtherance of Section 4928.02(A), Revised Code. AEF

-Oldo expi ° that ` e g ation rates it wiU te the
current Environmental Inv Cost °der (EICCR) into tion
rates, which result ira the '' ation of the C. AEP-Clliao witness Roush
provides the change is merely a roll in and ` be "brll neutral" for all AEP-Oko
customers ( -C3huo 118 at 8; AEP-Ohio 111 at 10-11).

° e P 'o's base generation rates wiR be frozen under the modified° ESP,
-Ohio wiftiess Roush notes that the generation rates on cost relationships,

and ude cx ubsi ° among tanff classes, wlueh, upon dass rates bemg' based on an
a'on, niay result in certon customer es ' bmng d° o °onafiely unpacted by rate
changes. Mr. Roush notes that residential customers with luglt wixnter usage may face
un unp , but that a possible solution may be to phase-out lower rates for lu
winter usage customrs (Id. at 14-15). -

OADA supports the adoption of - the base generation rate design as proposed,
advocating that the c y in the rate design is beneficial for GS-2 custo s(®AI)A
Br. at 2).. C that frozen bam tion rates is not a benefit to
custonn , as of ° electncity offered by CRES providerr have d° y
c ° ue to decline thr gh the terij, of the ESP ( C Ex. 111 at 15). C
point out that the inclusion of numerous riders, including ' stabality rider (RSR)the

deferral created in the Capacity Case wffi result ut hxmm zri the rates
customers continue to pay. (OCC/APJN Br. at )

The Co ' i finds that AEP-Olnof proposed b g ti rates
reasonable. We note that AEP-ONos base generation. rate d'gn was g y
unopposed, most parties supported AEP-Ohio's proposal to keep generation mtes
frozen- Although C and APJN c u that tion, rrate plan does
benefit m , OCC and jN failed to ° offer no evidence
wi ° the record other ffian the fact ffiat P conhuns several rad
Acc ° gly, the modified FSP`s base generation rates should be approved. In addition, as

-Ohfo raised' the possilnhty of d' °onate rate m̀ipacts on customers w
`rates are set by auction, we dzrec.̂ t the attorney ' ownurmxs to establish a new docket wiLthm
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90 days from the date of this opuuon and order and issue an ertiry estab `' g a
procedural schedule to allow Staff and any irt to coresider nx-dw to mitzg,ate
any poben ° adverse rate impacts for customers upon rates being set by auctiorL Further,
the Co=dssion reserves the right to " mnplement a new baw generation rate desVi on a
revenue neutral basis for all cus at any ' d° of modifiedtm-ie the
ESP.

2. Fuel Ad° tment Clause and Alt tive En Rider

(a) Fuel Ad,^ __ n use

The Co ° ion approved the current fuel ad' t clause (FAC) mKNmmm m
the Company's ESP 1 case p to Section 492$.1 )(2)(a), Revised Codefi In this
modified° ESP aapplication, requests con. ' bon of the current FAC mmhmstn,
with ° cations. The C y proposes to modify the FAC by separatmg out ffie
renewable energy credit (REC) expense component of the fuel clause and recovermg the

the newly proposed alfiernative energy rider (AER) mechanism. The
Company approval to OP FAC rates znto a mngle FAC rate
effective June 3. AEF-Ohio remm that delaying "umfication of tlw FAC rates until
June 2013, to co° ' e with the ° unplementation of the Phase-In Recovery Rider (PIRR),
°°ts the uatpact on OF rate zmes which results in a net decreaw in rates of

$0.69 per megawatt hour ) for a typical CSP ' slon voltage customer and a net
hicreaw in rates of $0.02 for a typical OP twisn-dssion voltage cus .( -
Oluo Ex. 111 at 5-6® AEP-Ohio Fx.103 at 14-20.)

Fe '° January 1, 2014, after corporate separation is effwtive, AEP-Ohio's
g ation affiliate, AEP Generation Rmources Ine (GenResources), ° -OlLito its
actual. fuel costs in the same manner and detail as currentiy performed by AEP-Ohio, and
the costs wiU co ' ue to be recovered through the FAC. As a component of the modified
ESP, AEP-Ohio propmm that as of January 1, 2015, aIl energy and capacity to serve the
Company's SSO load be supp ` by auction, whereupon the PAC will nomechanisin
longer be ne-Ohao Fy- 103 at 14-20.)

In opposition fia tlhe FAC, Onnet argues that the FAC has caused si ' t
increases in the cost of electric service, rising 2t percent for customers since 2011.
Ormet asks that the C 'mon tmnper the imp of FAC ° mcreases d' prove the
h-dmparewy of the cause for hiaeasing FAC costs, as well as recorus the FAC rate
desxgrt, to avoid cost shifts between low load factor customers and high load factor
customem Ormet, a 98.5 percent load factor mstomer, asserts ffiat it pays an equal sbare
of the FAC costs as a customer that uses all its energy on-peak As such, contends
that the FAC rate de ° violates the principle of cost causatioa Ormet suggests that this

6 In re AEP-Ohio, 1 Order at 13-15 O&xh 18, Z
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p ts the Commission with the oppo 'ty, as it is wi '
ion`s junsdwhon, to redesign the FAC., such that FAC cosft re separated ml.o

charges which reflect on-peak and off-peak ( et Ex- 106B at 19^ Omet Br. at 13-
15; Onnet Reply Br. at 14-16R.)

The Company responds ftmt OrneCs argammts on the FAC reflect mmiproper
calculabons and is based on f® FAC rate& More tly, AEP-Oluo posn.ts
out ffiat the FAC is ul ' tely based on actual FAC cosft and any inaeases in the FAC rate
cannot app ' tely be a°baz.ted to the nmodified ESP. Om-tet i,s served by AEP-auo
puniuint to a xmique arrangement d as such avoids charges flat offier s" " Iy situated
customers pay; however, the company requests that ormet not be pmmtted to avoid fuel
costs. ( -Uhao Reply Br. at 5-6.)

The n notes that currently, through FAC niechanmm, -Ohio
recovers d uy ' uxuxTed fuel and associated costs, ' u' g consumables related to
en ' ental comphance, purchaw power costs, 'enussion aflowances, and costs
assodated with carbon-bawd taxes. We note that, since January 1, 2D12, P-ohio has
been collecting its fuR fuel expense and no fin-ther fuel expenses being defe=edL

We in a°et s arguments to more accurately request the uis tution of a fuel
rate cap on the FAC or to revise the FAC rate desi Co ' ion rejects s
request to review and redesign the FAC. The FAC rate mechanism is rec ° ed to actual
FAC costs each quarter and annually audited for aocoun ' accuracy and prudency.
Furthermore, as AEP-Ohio notes, Chmwfs rates are set pursuant to its unique arrangement
as opposed to the Company's rates paid by other Iugh load ` ' and commercial
customers. By way of s °umque aPran t, Ormet is provided some rate stabitity
and rate we see no need to FAC for et's benefit No other
mtervener k° e with the continualaort and the proposed modification of the FAG
The Commission finds that the FAC rates should continue oxt a separate rate e basis.
We note that there are a few Co on 'proceedmgs penchng that affect the FAC
rate for each rate zone which Co °ssion believes will be betbu ed and
ad. d if the FAC mechanisms .' vishalale.. Fur, , below,
maintaining FAC rates on a separate basLs̀ is necessary to be consistent with our don
regarding recovery of the PIRK

(b) Altern,atitve er

As noted above, AEP-Oluo proposes to begiǹ recovery of REC , associated
with renewable energy P se eemenis (REPAs) or REC punhases by m of the
new AER me ° m to be effechve with this m° ed P. With the proposed
mo ' tion, the Co y° continue to recover the energy capacity components
of able energy cost tluough the FAC, until the FAC the FAC ends,
energy and ca 'ty 'usociated with REPAs wiR' be sold into the PJM 'ony LLC
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(PM and offset the t cost of the REPAs, with the balance of REC expense to be
recovered from through -Ohio propooft that the AER be
bypassable for shopP cus • I'he Company also PToP that where the RIBC is
part of the REPA, the value of each component be based on residual thethe
monthly average PJM market prrice to value the energy comp t, the ca °ty wdl be
vaiued using ifie pzice at w' it can be sold into the and the remauung value
would c °te the cost of the REC. The AER in acc ' g to AEP-Oldo, is
consistent with Section 49 .143(E)(2)(a)` Revised Code, and is essenbay a p "al
unbundlmg of the FAC to provide greater "price visibihty of prudently-maured.
comp ` e costs under Section 4928.66, RevLwd` e The Com wdl quarterly
fibngs, in conjunctim with the FAC, to fa ''tate the audit of AEP-Obio reasons
that of -the AER for recovery of costs is uncontwLud, reasonable, and
should approved. The Company argues continuation and unification of the FAC and
development and tation of the AER, is reasonable and should be approved.
( ' Ex. 103 at 18-19.)

Staff endorses the Company's requests to continue and consolidate the FAC rates
for CSP and OP rate zones and to rmWsify and REPA components for recovery
through proposed by the Company. However, t annual
AER audit procedures be established and that the AER audht be conducted by
auditor and m cm ` `on with the FAC a°t to d appropraa and
recoverability of costs as a part of and and FAC mechanisms. As to the
all tion of cost components, Staff agrees with the Compariys proposal to allocate cost
components of bundled products but suggests that the auditor detaff how to best
d ° e the cost components and how to apply the aii tion to specific situations the
context of the FAC/AER audits. Staff recommends, and the Company ees, ffiat the
audi a alloca ° be appli to AEP-Ohic(s renewable g ation from existing

eration ° `ties. (Staff Ex. 104 at 2-3.)

No party took excep ° to. the impl tation of the AER medmiism
proposed by AEP-Ohio, continuation of the FAC and es t of the AER, through
this modified ESP, is consistent with Section 4 .1 (E) )(a), Revised Code, for the
recovery of prudently kwurmd fuel costs and fuel-related costs and aI tive energy and.
wsor-iated costs. We ° the Company's proposal to con ° FAC and create the
AER to betbw dis ° ' lh fuel and alternative ermW c to be remnable and
appropriate during of the modified ESP. We approve the continuation of the
FAC and implementation of the AER mec , conszstent with the audit
recommendations made by Staff. The next audit of -Oluo's FAC shall include an
audit of the AER nnecha ' the allocation method for class' ° tion of the REPA
components their re ' e values. In all other respects, the C '°on a ves
the conti.nuation of the FAC rate mecimnisms and the creat►on of the AER rate mechm-dmn

rate zone .
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3. Tm*rtbff Road

-19-

-0hio states that it conducted a request for p process to
com 'tively bid and mmm additible resoumm As a resdt of AEP- Ohio's
need for Yn be ren bles, AEP-Ohio only considered bids for projects in Ohio, and
uI ` tely sel proposal from F'aul.ding for its T' Road ' d fam-L
S °'cally, the Tr Road REPA °de AEP-Oluo a 99 °on of TmdxwwiU
Road's e1 'cal output, capacity and envi.r attnbutes for 20 years as neemary
for Company to meet its °mcreasing renewable as requued° by
Section 4 . C)(3)® Revised Code. (AEP-Ohio Fac.109 at 10-15, Paul ' Ex.101 at 14.)

-O. testified that the 20-year agmment fiidEtates long-term ing by the
developer, reduces up front costs, and allows for price certainty for AEP-Ohio custom ,
Pauldmg' offers that alttrou project zs capital in sve the fact that there no fuel
costs equates to no si ' t cost v°bles creating long-term for customers. AEP

-Ohio argues that the Tixnber Road REPA provides the Company and its custonms, wittt
access to aff'ordable renewable energy from an in-state resource supp ' g the state policy
to f°°tate the state's °veness in the global economy, Section 4928 . , Revmed
Code. (AEP-Ohio Ex. 109 at 1Er18, Paul ' Ex. 101 at 4-5.)

Staff supports P °o's REPA witlt Paul " Tumber Roact contra& as
reasonable and prudent. Accordingly, Staff advocates its approval and that ABP-Ohio be
Pernutbed to recover costs °associated with energy, capacity, and RECs ou ° ed in tJae
con cG subf^ to annual FAC and AER audits. The Company a tthe
impl tion of the T' er Road REPA should be subject to the FA.C audit, as
offered in the testimony of AEP-Ohio witness NeLqmL -Oltio conunits to
RECs to meet its pordolio requkements on behalf of its 950 load and to er the costs
ffirOUgh ortce the FAC is tami;x. 103 at 2-3; Tr. at 24 2499; AEP

-Ohio Fx,103 at 18.)

The C ' sion finds that the llmg-term Timber Road REPA promotes diversity of
supply, consistent with state policies set forth in Section 4 . Code. Further,
based on the evidence of record, the T' r Road project benefits Ohio co s and
supports the Ohio economy. Acco ° y, the C ' n finds it reasortable and
ap '#e to all®vt the Company to recover the cost of the T' r Road REPA tbrough
the bypassable FAC/AER an .

4. Generatfoi Resource Rider

AEP-0Iuo requests estab ' t of a non b ble, G tion Resource Rides
(GRR) punuant to Seclaon 4928 .1 )(2), Rensed Code, to recaver the cost of new
generation resources incIudings but not limited to, renmable capacity that the Company
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owns or operatm for the benefit of Ohio customers . At this , the Company proposes
the rider as a placeholder and expects that the ordy project to be ' nv-duded an the GRR vnR
be the T Point '°ty, is estabhshed in Case Nos. 1 1-BIrFOR
and 1 -EL-F©R.7 To be dear, although the Coxnpany provided an estimate of the
revenue requh=mtt for the T ° g Point ect, as requested by °°am, AEPthe
Oluo is not seeking recovery of any costs for the T Point fachty, m° .
Company asks that the GRR be establish at zero witla of the rider to be
determined, remaining statutory re ' ta to be met, part of a su uexat
Commission proc ° . (AEP-Obio Ex.103 at 20-21; AEP-Ohio Ex. 104; Tr. at 2514, 5 99,
1170, 2139- 2140.)

Co ' i's approval of as a regulatory
medwlism pursuant to the au rity granted under Section 4 .1 (10)(2)(c), Revised
Code, to 'ado a non b bfle surcharge for rww electric ration Br. at 1-2).
NRDC and O support the proposed G u° g the TTunber Road REPA
Tuming Point 'ect, with certain mo ° catiors, as peradtted under Secdon
4928.143(B)(2)(c), RL-vised Code. NRDC and OEC recommend that the GRR be En-dted to
onPy renewable and al fave energy projects or q xfied wergy efficiency j , and
also recommend that the Company develop a credi ° system to ensure that shopping
customers do not pay twice for renewable and OEC reason that -Uhio
caald make the RFr-s av ' le to CRES providers based on the C p 'der's share of
the load served or by liquida ° the RECa in the market and crediting the revenue to the
GRR. (NRDC Fac.101 at 11; NR DC/OEC Reply Br. at 1.)

However, while Staff does not foresm any need for additional generation by AEP-
Ohio, ge and endorse the adoption of the GRR rn ° m to
farplitate the Co °sion's allowance for the ca ttion of new gmeration facil;ties
(Staff Px.110 at 7; Tr. at 4599; UTIE Reply Br. 1-2).

On the- other d, n rous mterveners oppose adopfaon of the G I
requests that the Comrnission ° GRR or if. it is not ' ed, that the GRR be made
b ble or nvxB&d so the benefits flow to shopping customers (I GS Ex.1(i'! at 27-28).
Wal-Mart requests that not be unposed on shopping ap al.
of a non bypa ble GRR would violate cost causation ''ples, send an incorrect price
signal, and cause shopping tDan to pay twice but receive no benefit
101 at 5-6).

'A sti the Company ' g, amongo titat as a nmh
of the req ' en#s of Sections 4.1 )(2)(c) and ), ReAsed Code, wbkb require AEP-
Ohio to obtain alternative ewW reso solar resources m Ohio, the Conunission should
find that fimse is a need for the 49.9 T ° g Point Solar pTojert The Co ian dedsion in the
case is pending.
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RESA conterid that the G "bit the growth of the competitive
r° electnc marlcet and violates the state policy set forth in Section 4928.02(H), Revised
Code, which prohibits the colt °on of gerieration-based rates drough a nor- b1e
rider. S° ° ly, IGS reasons that the GRR rs fntended to rftwer the cost for new
g tion to serve th e, the GRR amounts to an anticompetitive
subsidy on CRES providers for -t of noncoinpetitive retafl electric `ce, vr,the

raccordmg to Wai Mart uires sh® to pay ° twice. IGS reconnnends that
AEP-Ohio develop renewable energy on its own with recovery through
prices. RESA and. Direct that AEP-Ohio's request is p ture and creates
uncertainty for CRES providers who requh-ed to comply with C? °'s renewable
energy lio standards. RESA and Dn-ect° contend that, to the ectent the °Commmion
adopts the G GRR should not be asmsed to shopping s. RESA and Dh-ect
propose that the GRR be set at zero and incorporation of the T ` g Point prory"ect or other
faciliiies sh d occur in a separate caA Ex. 102 at 12; RESA/Direct Br.18m2'!; I
Br. at 13; Wal-Mart Fx° 101 at 5.)

To make the GRR ef'it sb ° g and nm-shopping° customers, ICS suggests that
AEP-Ohio seli the generated electricity on the market with revenues to be credited a°

or the renewable energy credits used to meet the r ts for ali customers.
IGS notes AEP-Ohio witnesses agree that crediting the revenues against the GRR is
reawnable. (IGS F°x.1®'1 at 27-28, Tr. 599,11691170.)

OCC, APIN, IBIJ and FES contend that AEP-Mo has ma prriately conftated
two unrelated statutes, Secdons 4928 .143(B)(2)(c) and 4928.64, Revised Code, yn support of
the GRR. of the two sections are different a ° g to the interpretation of the
aforementioned interveners. that the purpose of Section 4928.64, Reviged
Code, n to require el 'c butioan u'°ties and CRES pnmders to comply with
renewable energy benchmarks and paragraph of Section 4 .64, RevLsed Code, dhects
that costs incunned to comply with the renewable energy benchmarlm shall be bypassable.
Whereas, a ' g to FES, Section 4928°143(B)(2)(c), Revised Code, pe °fs the
tJo ° i to unpl ent a valve urkder sp ° c requirements should Ohio
requ.ire additi ge a4f notes that AEP-Oluo s°ci energy capacity
for the foreseeable future. IEU and FES interpret the two statutory provisions to
affirmatively deny non-bypassable cost recovery under Section 4928.143(B)(2)(c), Revised
Code, for renewable energy prq ® contend that th ° an tion Ls
confimied by the language in Section 4 .1 ), Revised Code, whkh states
"N ° g any other pr ° ion of `Iitle XLD( of Revised Code to the contraq
except...divis.ion (E) of section 4928.64... ." Thus, FES reasons the Commission is mcpresdy
prohibited from authmizing a provision of an ESP which conflicts with Section 4 . ,
Revised e. (FM Br. at 87-90; IEU Br. 74-76; Tr. at 226- .)

Further, ESU, FES, OCC, IGS argue that the statute zequires, and AEPL
Ghio bag ° ed to demonstrate, for and the conditions recovery for
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the Turning" Pomt prqect in this pr ing Fusuant to Secfam° 4928 l )(2)(c), Rmsed
Code. F° , t^A ;: 0; :o h--- failed to offer any evidence as to the effect
of on govenunenW a as reqwred in accordance with the
C °'on's obligation under SeLton 4 , Re ° d Code. Frn duse rreasorm IEU,
IGS, FES, OCC and APJN request that the Coirnpariy's wquest ii) unplement the GRR be
de.nied. (Tr.117D, 570-574, 2644-2646; FES Br. at $7-94; Reply Br. at 22-24, IGS Reply
Br. at 5-6; OCC/APJN Br. at 84-85; IEU Br. 74-76.)

Staff notes that a number of statutory req ' ts pummt to Secfaon
4928.143(B)(2)(c), Revised Code, t OP has not satisfied as a part of ffib °° d F
gr ° g but ° be addressed in a future proc ' g, ° u' the cost of the
proposed '°ty, aI tives for sa ° in-state soPar requirements, a
demonstration t T ° g Point was or ' be sourced by a competitive bid process, the
facility is newly on or after January 1® 2009, the faciliVs output is
dedicated to Olv.o consumers cost of the f'"ty, among other issues.
the the Turnmg Point facility by parties in anotber case and a
decision by Commission is pending.$ Stiiff emphasizes that the statutory requiremmtstfie
would need to be addressed, and a decision made by ' sion, before recoverythe
could conunence via the GRR mechamsnL Further, StiLff suggests that it is rn ' future
proceeding that parties should explore wh G should be app ° to s p.

mers. (Staff Ex. 106 at 11-14.)

responds that the language of Section 4928.143(B)(2)(c), Revised Code, ondts
any asserted edon of the C ' sion to co ' requirements to comply with
the statute outside of the ESP case, as AEF-Olhio and Staff offer. Nor is it ° ient poPicy
support, acc ° g to IGS, that customers y tr °tion from shopp° to non
shopping and bwk during the usdW life of the T ° g Point facility as dlaimed by AEP-
Ohio. The enea^s argue -Oha,o overl ks tha4 as proposed by the Company, the
load of all its nontishopping customers ' be up for bid of June 1, 2015. With that in

° cI, FES_ ponders why custoaners of AEP-Ohio c 'tors should pay for -oIvo
facilities after May 31, 2015. (FES Reply Br. at 24-25; IGS Reply Br. at 4.)

UTIE notes that parties that oppose approval o#. e G on the premise that it
require shopping customers to pay twice, overlook -Ohio's proposal to all te

will shop ' g and non-shopping customers, to energy ca.pacity
from the T ° g Point facilnty into market and credit such umnsactions ag ° t the
GRR Reply Br. at 2).

NRDC and OEC rftpond that- it is diszngenn for parLLes to argue that
estab '° a placeholder rider as a part of an ESP is unlawfuL The Co ° ion has
adopted placeholder riders in several previous C `°on cases for -Ohio, Duke

9 Nc&1 E[rFOR and 1 EGFOR.
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Energy Oluo and the Fus gy operating companies.9 Purflhff, NR OEC note
that no waived its rigia to particau^pate in subsequent GRR-related "V

' ion. R /® Reply Br: at 2°)

The any notes that four ° mterveners support the adoption of the GRR and of
the four supporters, two request ° cati which are com ts dy proposed
by the G y.

Fmo, -Ohio ad arguments of that Sechon 4 . ,
Revised Code, proN ` of Secdm 4 .1 )(2)(c), Revioed Code, for ren ble
generation projects. AEP-Ohio states that it reco ' overlapping policies of the two
statutes offers that each section relates to the cost recovery aspect of the praject, which
as the C ymte statutes, ° be addressed when cost recovery is requested
in a future pztxeedmg . Further, AEP-Oluo reasons t 's and s arguments are
° p ° te as they would lead to the ' owance of a statu ' y presaibed opti

ely because another "on emts. In additi -Ohio contends, proper statutory
c 'on seeks to give aU. statutes nieanmg and, therefore, both °ons are av ° Ie to
the ° sion at its discretion.

It is pwu-ttum, A -Ohio retorts^ to rt as ca ` interv . . . have_d m that
the statutory requiremnts of Section 4928.143(B)(2)(c), Re ' d Code, have met
by the Company. The statutory real ° ents of Section 4 .143(B)(2)(c), Revised Code,
wM be addressed in a separate proceeding any costs can be recovered via the
proposed GRFL AEP-Oluo asserts that the Commission is vested with °on tothe
estab ° GRR, as a zero-cost p hold.er, as it has done in other Go '°on
proc . The Company also proposes, and Staff agrees, that as a part of this future
proc ° amount and prudmicy of costs assomted with the T 'g Point project
and whether the GRR results in shopping custonvrs pa . • e for renewable enerff
c ' e c , among other issues ° be determirted. AEP-Ohio rei tes its plan to
share the RECs from the T °g Point project between sh customers on
an annual basis. IGS, -Ohao's pr sal to value of
the T 'g Point project between shopping and non-shopping customers. (AEP-Ohio
Reply Br. at 7-10; Tr. at 2139-2140; N /Q C Reply Br: at 1; Staff 110 at 7; Staff Br. at
20.)

The C ' si rprets Section 4 .1 )X2)(c), Rmsed Code, to PenMt a
reasonable allow e fbr c ction. of an eI `g ra ` facility and the
estab ' ent of a non-bypassable s ge, for life of the facility where the electricthe
utility owns or operates the g t°s facility the facflity through a
competitive bid process. Before authorizing recovery of a surchaTge for an electric

tiort facility, the Co °on must d ;ne there is a need for the ffacfltty and to

9 In re AEP °, ESP 1 ch 18. ); In re DuAr Ino, Cm*No. 17,
; In re °FvstEnffgy, Case No° 08-935- 25,
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continue recovery of the s e, estab ' that the fachty is for the benefit of and
dedwated to ®hzo co rs. -Ohio ` be requned° to address each of the statatory

ts, in a future proc ° g, a-nd to provide additional tion including the
c of the proposed facility, to Justify recovery under the GRR. However, the
Conunission notes that there shaR be no allowances for recovery approved unless the need
a,nd c . "tive requiremmts of this section are rneL

F , we di.sa with the arguments that ud Sec-bon
4928.143(B)(2)(c), RevLqed Code, Commission to t d ., wi .
ESP proc ' g, that e was a need for the facility. The C ° ion is vested with the
broad ° 'on to mamge its dockets to avoid undue delay and the dup ° ti of effort,
including the discretion to decide, how, in light of its intmnd or ° tion and docket
considerations, it may best proceed to manage and expechte the orderly flow of its
bus°, avoid undue delay and `' te uxmecmary du,p ° tion of effort. Duff v. Pub.
Utzt. Comm. (1978), 56 Ohio St 2d 367, 379; Tokdo Coadi ' jbr Saft Erergy v. Pub. tliil.
Com 2), 69 Ohio St. 2d 559, 560. Acco ° y, it is acceptable for the Co °°on to
determine the need for the Turning Point f`°ty as a part of the C g y.'s long.terin
f filed co ' t with Sechon 4935.04, Revoed° Code, ° the Co onwherem
evalvates ouTgy pLims and needs. To avoid duplication of p , the
Co ®°on has und de " tion of need for the T Point project in the
Company's long-term forecast pr ' g. The Co ° ion interprets the statute not to
restrict our d ' tion of and cost for the facility to the tisrde an -ESP is
approved but rather to ensure the Comniission holds a p ° g before it auduxdzes any
allo ce under the statute. r° e of whether shop ` g customers should
ftxmr es associated with AEP-Obio°s constiuctio.n of getwation facibties. The
C °°on finds that Section 4928.143(B)(2)(c), RMsed Code, specificaUy provides ffiat
the surcharge be non-byp b1e. However, the statute also provides that the elec '
ntility must dedicate the energl ► and capacity to Ohio consumers. -Oluo has
rep ted that any renewable energy credits wdl be shared witlt CRES providers
proporti te with such providerd share of the load. Acco ° y, as long as JOhio
bdus steps to share the bew-fits of the project's energy and c oty, as well as the
renewable energy crecllits, with ali customers, we find that the GRR should be nori-
bypamble . Furffier, in the subsequent app °'on for any cost recovery -O'
have the burden to dernorstrate comphance with the statutoty req ° ts set forth in
Sectim 4 ,143 )(2)(c), R ' Code.

Accordingly, the Commission approves the Company's request to adopt as a
component of this niodified ESP the GRR at a rate of zero. it is not
unprecedented for the Co °'on to adopt a mechanism with a rate of zero, as a part of
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10 The Co `on explicitly notes that in pmnitting the creation of the GRP, it is
not authonzing the recovery of any costs, at tlvs time.

5. inkmLRAble Service Rates

In its modified ESP, AEP-Ohio suggests it would be appro ` te to resbucture its
t interruptible ' e pmvidons to make its offerings consistent with optionsthe

that ° be av ' ble upon AEP-Obios participation in the PJM bam rremdual auction
b'° ng m June 2015. AEP-Oluo mnftwm Roush provides that interruptible smace is
more frequently represented as an offset to standard service offer rates as opposed to a
sepamte and dMrbct rate ( -Ohio Ex. 111 at 8). To make -Ohio's ut ptible
servioe options consistent with the curzent regulatDry enui^ t, AEP-OYdo proposes
that Schedule Interruptible Power-Daaetionary (IRP-D) become av ° ble to all current
customers and any potenhal customers s ' g in °ble service (Id.). Tlhe IRP-D
credit would ` to 21 per kw-month upon approval of the modified ESP (merease
Ohio Ex. 100 at 9). AEP-Ohio pxop® to coll any costs as ° t with the -D
tbmugh the RSR to reflect reductions in -Obio's base generation revenues (Id.).

OCC believes the IRP-D proposal violates cost causation principles, as the
efi es are customers with m 1 of in ptible capacity, and does not

apply to residential cusWniers . OCC wi it is unfair' for non-
participating custonims to e AEP-Ohio whole for any lost revenues °® with
the IRP-D (OCC Ex. 110 at 11-12). Therefore, OCC recommends the ERP-D sh d not
allow for any lost revenue assocmted with IRP-D cr ° to be coffected through the RSR
(Id.).

Staff suggests mo ' 4ng the -D credit based upon the state compensation
nwchamm approved in the Capacity Cage (Staff Ex. 1 05 at 6°9). Staff wi ss Sdimk
rreconunended lowermg' the IRP-D crecht to $3.34/kw-month (Id.). Furffiff,-Staff notes zts
preference of any iri ° le service to -bein - c ° "on with Co ' ion
approved reasonable =angem ts, as opposed to tmiff ice (Id)® EnerNOC states that
a le an-angement process is more transparent zn uptiblr -. ^re credit,
and notes that a subadned° -D rate y° e AEP-OWS tr °° n to a e '' e
market by reducing the amount of demand response resources that may participate in
RPM auctions rAT Br. at 6-9).

OMAEG and OEG support the propowd -D aedit, but recommend it not be tied
to ap al of (OMAEG Br. at 21, OEG Br: at 15). supports the IRP-D
aedit, noting t customers should be compensated for ftking on an interruptible load
( et Br. at 21 22). OEG explains it is xeasonable and consistent with state policy

10 In rr AEF-Ohio, t (Mawh 19. 1: Ia n Dub E '. Cue No. ber 17,
• In rr FinfE , Case No_ 0B-9SrEIG5l50 (March 25, ).
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o' es under Section 4 .Q2, Revised Code, as it ' promote ec mic devel t
and ° attion and market access for -Ohio's customers. O EG witness Baron
provides that the czedit is ben ° to customers that participate in the IRP-D program
who received a discounted price for power in exdiange for ' ptible service, which

° g -Ohio 'custo and can atu-act new cusumxms to beneftt the state'sretam
econonuc develop t(Tr. IV at 1125-1126, OEG Ex.102 at 6-8). Mr. Baron notes that the
IRP-D is beneficml' to AEP-Ohao well by allo ° g -Ohio to have ° uxmwd it °. il.ity
in provi ° g its semee, thus yn ing overaU system °'ty (O Eac. 102 at 6-8).
However, i1ft. Baron believes that costs °ated with the IIRP-D would be more
a ° te to recover under the- /PDR rider (Id. at 9-10). OEG disputes Staff's
proposal to lower the IRP-D credit to the capacity rate chargW to CRES providers, as the
credit is only av ' ble to SSO customers, and not custoaners of CRES providers (OEG Br.
at 16-21).

The'Commission finds the IRP-D credit should be approved as proposed at
.21/kW rnonth In light of the fact customers receiving interruptible service must

be prepared to ' el °c usage an short no `, we °ev.e Sbffs proposal bD
lower the aedit ainount to .34/kW month understates the value ui ptible seivice
provides both -Ohio and its ctistomers. In additi.op, the ERP-D credit is beneficial in
that it provides flexible options for erwxgy in ve customers to choose their quality of

°service, and is aLso co ' t with state policcy under Sechon 4 .02 , Revised Code, as
it furthers Ohio's effectiveness in the global er®nomy. 3yi addition, since AEP-Ohio may
utilite in^ •.^pti.ble service as an additional demand res se resource to nxvt its capa:ci.ty
obligations, we direct -Ohio to bid its additiorLal capaciilr unces into 's baw

°dual auctaons held d° g the ESP.

C ° si agrees with several p° who correctly pointed out that the IRP-
D credit sihould not be tied to the R. As we ' ' uss below, the RSR is tito rate
certainty and sta `'ty, and while we have no quahns iat findmg° that the IRP-D as
zeasonable, it is n-tore appropflate to allcrw AEP-Ohio to recover any costs-associated with
the I-D under the EE/PDR rider. As the IRP-D ° result in reducing -Ohio's peak
demand and encourage energy efficiency, it should be recovered through the EE/PDR
rider.

6. Retail Rider

In its modified FSP, -Ohio proposes a non ble R. AEP-Ohic states
the RSR is justified under Section 4928.1 )(2)(d), Revised Code, as it promotes stability
and c ' ty with mtail electric service, 'on 4 .1 )(2)(e), Revised Code,and
which allows for automatic ° nuxftm or decreases by revenue decoupling mechanmms' that
relate to SSO service. AEP-Ohio provides that in addition to the 'a pro °on of rate
stability and certainty, it is esgmtml' to ensure the Company does not suffer severe
financial r ions as a result of the proposed s capacity °°prjcmg ne ' m.
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-0hio witness Walliam Avera explains° that the Co ° ion has the duty to ensure
there is not an unc titutional ° talang that may result in rna ' to A-Ohio
(AEP-Ohio Ex.150 at 4-6). Dr. Avera steises that not only does the Co ''on maintain
this ob ' ttion to avoid c t1on, but in the event the rate plan is coidLsmtory, AEP

-Ohio'scredit rating woutd 't. y drop, .'ting the °'ty to ath-act future rapital
inv nts (Id.).

The proposed RSR finwhons as a SummatLon revenue decoupling charge that ail
shoppmg and non-shoppmg custornm would pay through June 2015 As proposed, the
RSR relies on a 10.5 percent return on equity to develop the non-fuel generation revenue
tiirget of $929 °°on per year, whic,h, throughout the term of ESP, would
conect a o. tely ,.on in revenue (AEP-Ohio Ex. 100, 116 at WAA-6). In
estab °' the 10.5 percent target^ A aOhio witness W en c . CRES
capacity revenues as bawd on the p two-tiered capacity mechanisni, auction
revenues, and aedit for shopped load to d ' e where should be seL AEP-
Oha.o notes that while the RSR is designed to produce consistent° nori-fuei g tion
revenues, the RSR does a company total ROE of 10.5 percent, are
other rs affecting total company eaniings, which A -Ohio witness Sever esfimated
at 9.5 pftxw* and 7.6 pe t( -Ohio Ex. 151 at 2-4, AEP-0hio Ex.108 at 0J3-2). T-nus,
AEP-Okao explauis° the RSR only ensures a stable level of revenues during of the

,ESP, a stable ROE (Iat at 3). For every $10 f -clay demm in the Tier 2 ° e#or
capaaty, Mr. Allen RSR would ° mcrease by $33M (or $ 023/ )( -Oblo
Ex. 116 at 14-15). Mr. Allen explains, that shopped load -credit is based on -
Ohao's es it off-system sales ( ) made as a result of MWh
freed as a result of customer shopping. In his ny, Mr. Allen provides that AEP-
Ohio only '40 pem-ent of margins due to its participation Yn 1,
and of that 40 ent only 50 to 80 t of r uced result in additioral ,
thus d atang the $$3/MWh 't is reasonably based on a p° te OSS
assumptions (AEP-Ohio Ex 151 at 5-8).

In d'' g the RSR, -Olv.o exp ' that a revenue target is preferable to an
eamings tar k as decoupling ° provide greater .. °ty and certainty
and is eeisier to objectively audit compared to eandnp, which prone to
litigation as evidenced by SEET p eedin (A -Ohio Ex. 116 at 13-16). AEP-Ohio

° es a revenue target provides for ° with g era#ion opera ' to be on
AEP-Ohio while avoiding the need for eval ° g retunis associated with a dereguIated
entity after c te separation (Id.) As proposed, the RSR w d average $2/MWh (IcI,
at WAA-6).

AEP-Ohio believes the RSR is beneMil in that it hmzes non-fuel gmantion rates
and allows for AEP-Olxio°s tramtion to a fu1ly compebtive auction by June 2015 (AEP-
Ohio Ex.119 at 2-4)_ AEP-Ohio opines that the RSR mechanis m reflects a
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that ' encourage customer sh ° g through ° diwounted capacity prnces while rg
r Ie rates for SSO customers and ensum that AEP-Ohio is rnot ° ° y harmed as
it hwmtions towards a com °tive auction (Id.). AEP-Olhio also touts an °increaw m its
interruptible service ( -D) credit upon approval of AEP-Ohio wi
Dias expI ° that the increase in the UZP-D avdit ° benefit nume major employers
in the ft of ®Iuo and promote economic devel .pme . t opp . `tie$ within P-Q ''s
service territory (Id. at 7).

Without the C'.o '°on's ap aI of the RSR as proposed, AEP-Ohio clain-is that
the niodffied P would result in. confiscatory rates . In hLs̀ rebuttal " ony, Mr. Allen
argues that if the eestablished capacity dharge is below -Dhio's costs, AEP-Ohic
face an adverse cial impact ( -°Ohio Ex. 151 at 9). As sucb, AEP-Obio ° ts out
that the 10.5 percent return on equity used to develop the R's target revenue is not only
appropriate to but is also necessary to avoid viola '
standards addzessing a° rate of return .Allen. contends that the non fuel generation
revenue, whfrh the RSR addresses, is separate and dLgtmct° from the total company
earningg, °ch are not addressed by the R. This d° ' tion, Mr. en states, shows
the 10.5 percent return on equity is appropriate for the RSR because when the RSR is
combhwd with total company earrdngs, -01.: o wo•.:.̂ d :;e aoo at a total company
return on equity of 7.5 percent in 2013. Therefore, AEP-Ohio argues it would be
ina oprrabe to allow a RSR rate of return of less 10.5 perrmt, as any reduction
w d lower the total company return on equity downward from 7.5 pmmt, °harmmg

-Oh,a,o's ability to attract capital and taall.y pu ° the company an, an adverse
fftwwial situation (Id. at 4-5).

DER, DEC , FES, NFIB, C, and IECT all contend that the RSR Iacks statutory
au 'ty to be approved that Section 4928.143(B)(2)(d), Revised e, or1ly
auth ° that provide s iiity and ce ' ty regarding r' electric service,
which ^,lhio has failed to show. C witrt D'eI Duann argues that the RSR °vnU
raw customer rates and cause uncerftmty to native load m (
111 at 10). C contends that evert if pr °d c ° ty and sta '°ty, it
qualify as a condition, or charge pursuant to Section 4 .1 (B)(2)(d), RevLsed Code
( C Br. a t 40). IBU a n d E x e l o n also argue the RSR violates 49 . Revised
Code, as it would be tied to a' ° taoon rate based on its charge to s ° g customers
despite the fact it is a noaa b b1e charge designed to recover generation rdated costs
(IEU Br_ at 63-64, Exelon Br. at 12).

IEU, Schools, Kroger, and DEC /D argue that AEP-Ohio is improperly
utilming the RSR to a pt to recover tramition revenue. IEU notes that -Ohio's
attempt to recover generatuut-related revenue that may not °otherwtse be collected by
statute is an illegal attempt to recover transition rev e(IEU Ex. 124 at 4-10, 24-26).

Ohio ools point out that not only opportunity to recover gmeration
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tran.sition with the esta ° rt of eI °c retail competition in 2001, AEP
-Oluo waived its right to generation transition costs when it sfipulated to a resolution in

Cam Nos. 99-1 99-1730 (Kxogm Br. at 3-5, Ohio Schools Br. at 18-24). Exelon arkd.
° the RSR is anticompetitive and would s' e competition

Orimt, +C7CC, Ohio Schools, OEG, and Exelon ' d'cate thak if the RSR is approved,
it should con ° exexn ° ce ' customer _ Ohio Schools request an
exemption from the RSR, poin ° out that not y aTe is rel °g on .
but also that the Commission has tra ' y conddered ools to be disfitict customer
clm that is entitled to sp " rate tr o Schools Br. at 22-30, citing to Cam Nos.
90-717-EL-ATA, 9 TP-COI, Ohio Schools Bac.103, and Tr. XVI at 4573-
4574). Exelon believes the R should not apply to shopping customers and shoWd be
bypassable. While Exelon notes it does oppow affor ° AEP-Ohio pro 'omm as it
transitions its business structure, witnm David Fein argues that shopping customers

°unfmrly be forced pay provider and -Ohi.o for generation (Exelon Ec.
101 at 13-14).

On the contrary, Onnet believes should not apply to custoniffs like Om-tet
who cannot shop, as Onnet nei causes costs assmated wi`u° ►̀ the RSR
receive the benefits associated with it (Ormet Ex.1ti6 at 15-17). that the
RSR, as currently propomcL violates cost causation prmdples (Id). OCC and OEG suggest
that if the RSR is approved, it aald not be charged to SSO customers, as duse ccustonwn
are not the cause of the RSR co ts it would be unfair to force these customers to
su `° shopping customers and CRES providers (OEG Br. at 5-6, C Tx.111 at 16-17').

While OEG - does not support the creation of the RSR, it undersbuids
Comnusnon may need to provide a nwans to ensure -Ohio °ty to attract:
capital, and as such suggesta that the Co ' sion look to P °® actual earnings as
opposqd'to rev e(OFG Ex.1®1 at 12-18). OEG argues that the R!s use of revenues
does not accurately reflect a tatBlity's ° °al condition or a'°ty to attract capital in the
way that e ' gs do, as evidenced by foundation used by credit
a °es to deWmine bond ratings (Id.). OEG ICollen points out ffint
revenues are just a single compment of AEIP-Ohids ean-dngs and do not reflect a faU
picture of A-Ohio's financial (Id.). Mr. 11 suggests that if ° ionthe
were to look at A-OhBO's eamings, appro ° fie return on equity (ROE) would
betweeft seven percent and 11 perceat (OEG Ex at 4-6). If the Commission were to use
revenues to d ° e ABP-Ohio's ROE, as proposed ut the RSR, Mr. KoUen 'eves the
ROE should be at seven perce-it, as it is still double the coat of -Ohio's long-term debt
and faUs witl>3n the Ohio Supreme Court's zone of reasonablenesr. (Id. at 7, Tr. X at 2877-
79).
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In the event the C ° ion adopts RPM priced capacity, supports
use of earn#ngs as opposed to revenues in calculating the RSR in the event it is necessary fiD
avoid confiscatory rates (RESA Ex at 11, Br. at 13-16). RESA also suggests
Co ° ion consider projecting° an anwunt of money necessary for AEP-Oluo to eam a
reasonabIe rate o€ set accordingly (ROA Br. at 14-16). RESAmaintains
that either of these alt tives may reduce the possibility that AEP-Ohio arml its new
afflate make uunecononuc° inv ts or that may result from AEP-Ohio

'receivmg a guarantee of a certam° level of annual in,c e(Id.). OADA express
'smular concerns that the RSR, as proposecL creates no incenttve for AEP-Ohio to Unut its

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

In` addition, several other pm-hes suggest mochfications to the 1^ ` u° g its
proposed ROE. Omiet-states that the 10.5 percent ROE is ex ` e and bly
lugh. Ormet wri s John W° n °expLumd that AEP-Otao ° ed to sustam' its burden of
sho ° g 10.5 pmmt ROE was just and reasonable, and upon u°.. S s

olergy in 11-351-EI.- ' ed that, based on current emnmw° conditions
and AEP-Oluo and comparable utility financal figures, ap praafie ROE would, be
between eight and nhw percent (et Ex. 107 at 8-30). Kroger witness Kevin €-Ia °

° ed that the average ROb.for electrk utilities is 102 percent^ on the
-Olaio's proposed tier capacity mechanism' is above market, the ROE should be.

below 102 percent (Kroger 101 at M. FES and Wal-Mart state that AEP-Oluo fmled° to
justify its 10.5 percent , with Wal-Maft witness Steve Cbriss suggesting the ROE be
no higher than 10.2 percent (Wal-Mart Ex. 101 at 8-9, FES Ex.102 at 79-80).

OCC recommends that the Co ° ion aIlocafie the RSR in proportion to earh clm
share of the switched kWh as opposed to customer dam c ' tion to peak load, as
an allocafaon based on contribution to peak load is not just and reasonable (C Ex.1B0 at
8-9). OCC witness ° points out ffiat the residen ° of switched
kVVh sales is only eight percent, thus, if the Commission reaUocates costs, residential
customer would drop from six percent to (Id. at 24-26). Kroger
argues the RSR allocates to cus zs by d d., but an energy
cost, resulting in aws subsidies amongst costo 101 at 8). Kroger

e^ that costs and charges should be aligned and based on demand opposed
to energy usa (Id)

, . n also su °t ' ' a -° to the c a bm AEP-
Ohio's shopping credit included wid-dn the R. calculation. et argues that °o
undffestimates its shopping credit Orniet states that hawd on -ObYO`s 2011 resWe
percentage of 80 enk the actual sh p 't ° e $3.75 MWk with

t° easing to $78.5 `°on (et Br. at.10-12, ci ' to Tr. XVII at 4905), Ormet
also shows that AEP-Ohio will not need to reduce the credit by 60 percent ' g in
2013, as AEP-ONo will no longer be in the AEF t resWbng in the credit ° ing to
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$6.50 per year in 2014 and 2015 (Id.). OCC also points out that the s ' g credit should
on 'o's 1 shoppmg percentage, as well as ° tion of thethe

AEP pool agreement, and reco Co °"on adopt a shipping °t higher
$3/MWh but less tl= $12/MWh (OCC Br. at 49-54).

The Commissim ° that, upon review of the record, it is apparent That no party
disputes that the ap val of the RSR will provide -Ohio with revenue to
enmm it nuintains its ° ` integrity as we11 as its ability to a ct capitaL There is

' pute, however, as to whether ffie RSR statu ' y jusdhed, and, if it is jushfied, the
amount AEP-Ohw should be entitled recover, and how the recovery should be aBociktcd

ong custoniers. The on must ' t detem-dne whether RSR rne°1mism is
supported by statute. Next, af we find that the Commission au ®xity to approve
the ltM we must balance how much cost recovery, if any, should be pemutted to ensure
customers are not paying excessive costs but that the recovery is enough to allow F-
Ohio to fteeze its base generation rates and ` a masonable SSO p for itsmamtam mnent
customers as well as for any shopp° customers that may wish to zetum to -Oliio's
sso P

In be °° g our mnalysis, we first look to AEP-Ohio's justification of the R.
" e AEP-Ohio argues there are numerous statia provWcm t n-my pr ° e

support for the R, of its arguments in support of the RSR pertain to Section
4 .I )(2)(d), Revised Code, wluch AEP-Oluo nobes is met by the R's pr tion of
rate stability and mrtEdnty. AEP-Ohio also suggests tfrat Secdon 4928.143(B)(2)(e), RevLqed
Code, whirh allows for auto tic ' mawLseg or decreases, jus ° es the 1tSR, as its design
° udes a dec ling meduumm

Pursuant to Section 4928.143(B)(2)(d), Revised Code, an ESP y' ude ternw,
conditions, or charg" rela ° to limitations on customer sh ° g for retaft etec °
generation t would have the effect of sta `°. " g r ' electric servwe or provide

'certmnty reWdmg r° electnc° servke . We °eve the R^R meets the cri 'a of Secfaon
4928.143(B)(2)(d), as it promotes stable retail electric service ' es customer
certainty' regardmg ° el 'c 'service. Further, it aLgo provides° rate statahty and
c ` ty through CRES services, which clearly faU under the classificatiLon of retad electric
smvim, by a€i ° g customers the opportunity to r.ni.ti te any
mcremd shopping` opportumties that available° as a r t of the
C ° ion's decision in the Capacity Case.

In additioji, find that the RSR freezes any non-fuel generation rate ' e that
maght not odwfwise occur absent the RSR, allo ' g current customer rates to remam
stable throughout the of the .`'ed ESf'. WMe we und the non-
bypassable componerft of the RSR ' t in addzti costs to customers, we ' e
any cosft associated with the RSR are rnitigated by the effect of sta ° non fuel
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generation rates, as we11 as that, in less years, AEP-Ohio wiU°
establish its pri " on energy and capacity auctions, which this Commission again
mairitains is edremely beneficid° by providing° customers with an opporhmity to pay less
for r° electric service may be paying today-

Therefore, we find RSR provides c ` ty for retail electnc service, is
consistent with Section 49 .143 j(2)(d), Revised Code. L1 ° May 31, 2015, -0hio's
SSO rate, as a rewlt of this R, wdl mn available for to ,° u' g those
who are presently shopping, as weU as those who may shop m the ffutrre The a''ty for

-Ohio to ° a fixed 990 rate is valuable, particukdy if an unoqxrbed,
interv ° g event occurs d° g the term of the ESP, which could have the effect of
ftwreasing market p' for eI °°ty° The ability for all customers within -Ohio's
service territory to have the option to return to AEF-Ohio's ce ° fixed rates allows
customers to explore shopping opportunities. This is an cxfternely of the
RSR and is undoubtecffy c ° nt with legislative° in t ui provichng that electric
seamty plans may ° uidude re' electric service terms, c `tiona, that relate
to customer °'ty and c . F , we ' that aiiows for the
collectxon of ina przate tr `tion revenues or stranded costs that should have been
collected prior to December 2010 pursuant to Senate Bill 3, as AEP-Oldo does not argue its
ETP did not provide sufficient revenues, and, in light of events that occurred

^ngs® ' u' 'o°s status as an FRR entity, AEP-Ohio fs able to recover its
actual costs of capacity, pumiant to our decision in the Capacity Cmw- Therefore,

°anytbmg over RPM auction ca 'ty pnces cannot be labeled as tramifaon costs or
st. .. ded costs.

Moreover, we find that the certainty and stability the RSR pprovulft' w d be alI but
erased by ats desiR as a decoupling We agree with C that the ability for

-Ohxo to decouple the RSR w a3 cause financial uncertainty, as ftuing up or down
each year wiff' create customer c °oaa in th ° rates : , OADA, and A correctly

that the RSR design no ' ° e for -Ohao to °°t its expensft
and the Company may make unec °c mvestments by its guaranteed level of annual
moome. ' e P-Oluo should have the op 'ty to eam a reasonable rate of return,
dme is not a right toa guaranteed rate of reandwewill not allow AU-OWo '
its risks onto caasto .Th , because its design may lead to a perv outcome of AEP-
Ohio 'malang imprudent d ° , we find it necemary to r - e the d oup ' g
component from the R.

Although the RSR is jusfified by statute, AbT-Ohio has ' ed to sustam° its burden
of proving that its revenue uwget of miMon is reasonable- The ' of AEF-Ohio's

°°on target is to mm thm its non-fuel generation revenues are stable and that
stability may be ensured thriough a 10.5 peroent ROE. However, as we previously
establrshed, it is ina ' e to guarantee a rate of return for AEP-Otuo, ther , we
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find it more appropriate to establish a revenue bn-get twlUhat allow AEP-Oluo the
opportuility to earn a reasonable rate of We note tour andysis of an ROE is notreturn
to gawantee a rate of as evidmced by the ren-toval o# the . p` ia
but radwr to deternxine a revenue target that adequately ensures -Ohio can keep its
base generation rates frozen and ' its finandal health. Although we believe thenmmtam
more appropriate to balance wauld have been through of
wtual dollar figures that relate to stabihty, because -Ohio ubhzed a ROE in calculatmg
its p8°® , and parties responded with agte tive ROE p , the record I° 'ts us
to this approach. Therefore, in dehmnirLing an a o_ be quantification for the ft,, we

a ROE of non-fuel ge tion revenue ordy for of mating an
approp ' te revenue target that ' ensure AEP-Ohio has s 'ent capital whi°ie
mamtaining its frozen generation rates.

Only three wi ses, A-{)hio witntrss Av OEG witness ICollen,, and Ormet
witness Wdson, developed thorough testimny exploting how an appro ' te revenue
taro for the RSR should be esta ° hed, alI of which were driven by an analysis of AEP

-Ohio's ROE. Although OEG wi s KoIleca proposed a mechamsm dxrivert adjushng
-Ohio's ROE upward or downward if it does not faff wi ° a zone of reas bI ,

W. Kollen eestabILshed that an ° g between seven and 11 percent could be dee d
reasonable (OEG Ex° 10i at 8-9). W. ICollen preferred f ' g' on a zone of
reasonableness, but notes that if the C ° sion preferred to esta ° h a baseUne revenue
target, it should be set at 9° ion (Id at 16-18). Ormet witness W-ibm utflized Staff
mod from Case No. 11-351 including ' oun flow capital asset pricing
models, and updiited calculations the Staff models to reflect current econon-dc factors,
reachmg a c usion that AEP-Ohio's ROE should be between ei t and ° percentnme
( Ex. 107 at 8-18). -Ohio used witness Avera to rebut Dr. VV°'s testinmy,
n` that Dr. W n did not consider a sufficient number of utilities in the proxy group,
and the utilities that were corisidered were not s` ° ly situated to AEP-Ohio (-Ohio
Ex. 150 at 5-6). Based on this tion, Dr. Avera recommended an ROE range of 10.24
percent to 11.26percent (Id.). -

The Commission fmds' that all three experts provide crechble m °es for
de ' g an appa°opriate ROE for -Oha.o, ffierefore, we find OEG wi ICo 's
zone of reasonableness of seven to 11 percent to an appropriate starting point: We
agam emphasLze t the Co "•on does not want to gutarantee a ROE nor estabhsh
what an appro °te ROE would be, but rather, estab ' a reasonable revenue target that
would allow AEP-Ohio an opportunity to earr ► somewhere wi ° seven to 11 percent
range. We believe AEF-Ohiic(s s ' g point of $929 is tQo lu p' ly in light of the
fact that AEP-Ohio is entitled to a deferM recovery pursuant to the +Capacify Case but that
a basehm of 9°°on would be too low to support the cerhdnty and s
provides. Acco ° gly, we find that a be k shaU be set in the approximate middle
of this range, and the $929 '°on benchmark shall be adjusted downward to $826 nulhon.
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While we have k ammmt down to $B26 m illion, we also need
to t the figum used in °detemunmg its RSR revenue amounts. In
desi ° g the RSR bmchmark, W. Allen focused on four WWB of revenue. retRd non fuel
generation revenues; CRES capacity revenues; auction capacity revea • and credit for
shopped load (AEP-Ohio Ex. at WAA-6). In calculating the inputs for these revenue
figures, Mr. Allen relied on -Ohio's own eestimatm ofshopping loads of 65 percent for
residential custoniers, 80 percent for commercial customers, percent
customers by the end of 2012 at 5):

xowever, evidence wi • this record indicates . 's projected shopping
ca may be hi r shoppmg levels. rebuttal, FES ppresented shoppmg°

sta `'cs based on actual A-Ohio numbers provided by Mr. ARen as of March 1, 2012,
and May 31, 2012 Ex. 120). FES conrluded thak based on .-Ohio's achW
shoppmg sta '°cs to date, Allen's figures overesbmted" the anwunt of shoppmg by
36 pamnt for idest ° customeperamt for commercial customers, and 29 pacent
for ° ' customers, crea ` a toW overestimate across alY customer classes of 27.54
percenL eCo*n**'ission finds it is more appropriate to u'° a shopping projection
whir.lt is roughly the nud t between -Olhio°s shoppmg projections more
co a° e shopping es ' tes offered by FES. Therefore, we wdl es ° te shoppmg in

year at 52 percent, and then increase shopping proj ` years two and
three to 62 percent and 72 percent, r ° ely. These numbers nt a reasonable
esfimate tent w.itft shoppmg statistics of offier FI7Us dm t the State
(See FES Ex. 114).

Based upon the C ° sion°s revised shopping projections, we need to adjust the
calculation of the RSR. The record indicates that lower shop ° g fitm
dumges to retad tion revenues, ', °, which affects theCRES
credit for shopped load, all resulting in an ad` t to (See FES Ex.1.21). Our
adj ents highlighted below.
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Retail Non-Fuel Gen Rmnues

AtESCapadq Rwwnues

Credlt !or Shopped Load

Subeotal

Revenue Target

PY 12E13

$526

$32

$75

$636

$8"

PY sVi4

$+t19

$65

$29

S574

$826

PY 14/15

$308

$344

$104

$757

$826

-35-

R ! StabSity RMor ount $189 $251 $68

Ai0 figures in miirons

To ap ' tely correct the on more oo ative pping projections,
we be ° our armlyms with retail non-fuel ge ad revenues. As the figum of ,

, and $182 on Mr. AIlen's assumed shopping figures, w we adjust these
figuns t^o 52, 62, and 72 percent sh mg, P 'o's revenues would increaw to

. °on, $419 million, 'on, respectively.

Conversely, as a r t of d sing the shopp sta , CRES ca 'ty
revenues would decrease. Awun-dng our shopping estimates of 52, bZ and 72 percent, as
well as the use of RPM capacity prices, the CRES ccapacfty revenues lower to 2`'on,

and `°on. ly°ly, we iteed to adjust the ° for shopped load based
on the revised -shopping assmptions. Because we assume lower shoppzg statzstlcs,
AEP-Ohio will have less opportunity for off-system sales due to an buTeased load of its
non-shoppmg' cus , w lower the credit to $75 'milhon, $89 mghon, arkd $104
miflion for each year of the modified ESP. A ° gEy, upon fdctming in our revised
revenue bendhmark based on a' t return 'ty^ we find a RSR amotmt of

..on is appropa9ate. ' zon RSR amcnmt is ''ted ortly to of the
m ° 'ed ESP.

Although our corrected RSR mechan inn ensures castmwr stabilitp and c ' ty by
prov%.ding a mamw for AEP-Oluo to move towards competitive market p in addition
to the which allows to maintmn frozen base agmeratLon rates
arml an accelerated auction process, we must also address capacity charge deferral
Ynechanis^, mated in the Capacity Cam As our decision nn the Capacity Case to u°.
RPM priced capacity considered the unporUnwe of deveioping competitive elecinc
markets, we believe it is appr ° te to begin recovery of the deferral costs gh AEPL
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Qluo's RSR mw-hmnisni, as the RSR allows for AIEP-Ohio to c ° e to provide certainty
and stability for -0luo`s SSO plan while competitive markets continue to develop as a
result of capacity. Therefore we believe it is appropriate to begin collection of
the deferral within the 12SR

Based on our c usion that a ''on RSR is reasormble, as well as our
d ° tion that AEP-Ohio is entitled to begin v of its ddmaL AEP-Ohio wwill be
permitted to collect its $508 ` ion RSR by a recovery amount of $3.50/MWb, through
May 31, 2014, and $4/MWh between June 1, 4 and May 31, 2015. The upward
adj ent by 50 cents to $4/MWh reflects Co °°on's modification to expedite the

" g and percentage of the wholesale en a °on June 1, 2014. Of the
$$3.50/MWh and $4/MWh RSR recovuy ts, AEP-Ohio must allocate $1.00 towards
AEP-Oluo's deferral recovery, p t to -the Capacity° Casthe conclusion of the
modified ESP, the Co ° sion wffl d ° e the deferral app ° te
adj ts based on AEP-Ohio's achW shopping sta°`cs and the t that
coll ed towards the deferral through F, as neemary. Further, although
C ' sion is generally opposed to the tion of def , the eextramdmary
circumstances #ed before us, which allow for -AEP-Oluo' to y pari3cipate an the
market in years and nine mmths as opposed to five years, °tatle that we remain
d'ble 'and u°" a deferral to ensure we reach of a filfly-estabUshed
competitive electric market.

Any remaYning balarwe of this deferral that remams at the cond ' n of thLs
m°`ed ESP shall be amortized over a three year peri ° ordered by the
Co `°on. Yr► order to ensure this order d not cmate a°° entive to s p° at

of the term of the ESP, -Oliuo shaR file its whW shopping sta ''cs in this
d k. To provide complete transparency well as to allfor a ate deferral
calculations, AEP-Ohio should maintain its actual anon y sho ° percentages on a
mon n out of ' modtfied° P, w as the gmonffis oftho
June and. July of 2012. All. d ° future recovery of the deferral shaU be rnade
fo1lo ' -0fluo's ffling of its achial shopping statistics.

We believe ' balance is in the of both custmm and AEP-Ohio.
For cus , ' keeps the R costs stable at $3_50/MWh and $4/MWh, with $1.O0
of the RSR being devoted towards pa ' -+D °'s defe sy customers avoid
pa ° hi deferral charges for yews into the future. In addi&ni, our modifications to
the RSR ` provide customers with a stable rate that will not aange d ° term of
the ESP due to the el" ' of the decoup ` components of the RSIL Further, as
result af the Capacsty Case, castonums may be able to lower ' impacts by taidngtheir
advantage of CRES provider offers aff owing cnsto ta re ° savhigs that may not
have oduwwLse occun-ed without the development of a compettbve retad market. In
additim this m ' m is mu y bemficial for -Oluo because
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-0lua has s 'ent funds to ' taixz its operations efficiently and revise its
c ate structure, as opposed to a deferral only ism.

Fy, we find that the RSR ahould be collected a non b b1e rider to
recover charges per kWh by customer cLim, as proposecL We note that several °es
pitched reasons as to why certam' customers cl,asses should be ex.cIuded, but we believe
these arguments are aa `tl . Ormet contends that d not apply to
custonws t who cannot sltop. In y, Ormt a to play both mdes
of the table, forge ° that it is the beneficiary of a unique anangement that resWts in
Ormet eiving a dLwount at of odum -0hio cu . We reject

's ar ent, and note that whxle pursuant to its °que
arr g t, it dhwdy berkefits from -O2aio's custonwo rmdving stability and
c ' ,as ul ' tely pay for Ormet's discounted electricity. We also
find ®hio SchcoW request to be exduded from the Rto without ment, as it too
vor d resWt in other P-Ohio toan ,° mcludmg taxpayers that ah-eady contn-bute to
the schools, paying si ` tly higher shares of It is unreasonable to make -
CJhio's customers pay the schools twice.

In addition, in light of the fact that the CznmiMon has established a reve tuget
to be reached through the RSR in this pr '& the Co ' ion fh-ids that it is also
appro ° te to estabhsh a si ' tly excessive e °gs test ( threshold to ensure
that the Company does not reap 'disproportionate' benefits from the P. ^
the record demonsuates that a 12 percent ROE would be at end of a reasonable
range for return on equity (Q Ex. 101 at 4-6; Ym)ger 101 at 10; Ormet Ex. 107 at 8-30;
Wal-AI&A Ex. 101 at 8-9, Ex.102 at 79-80), and even AEP-Ohio witrum Allen apeed
that a ROE of 10.5 percent is appropriate. Accordingly, for purposes of this ESP, the
Cmmiimdon wiff establish a SEET threshold for AEP-Ohio of 12 percent

Likewise, multiple p° argue that eiffier shopping or SSO customers
should be exeluded from pa ' RSR. "For non pg` , the RSR provides
rate °'ty and certainty, rates market-based by June 2015.
For shopping t , the RSR not only keeps a reasonably priced SSO offer on the table
in the event market pzices , but it also enables providen to provide offers
that take advantage of current market prices, wliis°.h 3s- a benefit for shopping customers.
Ao`o ` gIy® we find as jusfLfied by Section 49 .3 (b)(2)(d), Revised Code is
just and reasonable, and should be non-bypassable.

F° y, the C ° sion notes that our d ° tion regarding the RSR is heavily
dependent on the amount of SSO load ° served by the Co any. Accordingly, in the
event that, du.' the term of the ESP, dmme is a d '. mt reduction in non-shopping
load for reasom beyond the control of the Company, for shopp°



11 ELr , et aL -38-

Company is audwdzed to file an application to adirst the RSR to account for such
changes-

7. Auction Emon

As part of its modified ESP, propoaft a 'tion to a ftilly-tom ` e
auction fo . of -®hio's proposg udes an r-only,
slice-of system auction of five percent that to -Ohio®s SSO energy
auction. The energy-only slice-of-system auction would commence upon a' ord in

corporate separation plan, with the dehvery 'od to actend to
December 31, 20P-Oluo Ex. 101 at 20-2-1). AEP-Ohio notes ffiat specific details
would be addressed upon the issuance of final o.rdePs in this p ` g(Id).

AEP-Ohio's itioat propmd also ' ud a co t to conduct an energy
auction for 100 percent of the SSO load for delivery in January 2015. fIy June 1, 5, AEP-
Ohio ' conduct a com `" e bid p t( P} procem to commit to energy
and capacity auction to servke its entire SSO load (Id, at 19-21, AEP-Ohio TuL 1 00 at 10-11).
AEP-Ohio wa s Powers expLidned that the June 1, 2015 energy and capacity auction °
pemut competitive suppli and marketers to bid into AEP-Oluo's load, as its FRR
obligati °be te ted (Id.). AEP-Ohio anfacipates CBP process ' be s` ' ar to
o Oluo utilYty CBP , and explaum° that 'speafic detads of the CBP ` be
addressed in a fatuze filing.

AEP-Ohio expWm that the June 1, 5, date to service its en ° load by
auction is based on the need for AEPs inteaco `on pool to be te ° ted and -
Oltio's corporate separatgon plan being approved. AEP-Ohio witness Philip Nelson
explains that an SSO auction occurring prior to pool te ° tfon may expose -Ofiuo to
si ° t if the auction occurs prior to corporate separatiom is
possible that A -0iuo`s generation may not be uffized in the auction (A -Ohio 103
at 8). Furffier, -Ohao points out that a fuH auction .•ar to June 1, 2DI5, would c ° t
with its FRR commitment t continues until May 31, 5( -Ohio Reply Br. at 46).

Fffi and DERIDECAM e that AEP-Oblo could hold an m=tediate P wa.thout
waiting for pool t ` tion and corporate sep tion. FES witness Rodney Frame

.ed that pool agr t con ° no ons that would prevent a CBP
103 at 3). DER/DECAM provide that a delay in ° p tatiort of the CBPthe

pr preventing them from uddng advantage of the current niarket
rates (D Ex.1a1 at 5).

Offier `es, incl:uding - A and. Fxelon4 propose Mcati.o.ns to EP-OWs
proposed auction process . Exelon believes the and capaaty auction for the
SSO load should be accelerated to June 1, 2014, rn order to Pemdt cus ers to take
aadvantap of com `tion- Exelon witmw Fein nobes the June 1, 2014 date wonld be six
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months the date by which --0hio in ' ted its corporate separation and I
° ternunatton would be completed (Exelon Ex. 101 at 15-20). RESA makes a s' °

proposaL but that a June 1, 2014, auction be energy only, as this stffi allows AEP-Ohio, six
months to prepare for auct%on and prov%des ewtonvo with the benefits assmated with a
competitive market (RESA Br. at 16-17). On the con ,OCC argues the interim auctions
t-, '^̂,^.°-. held duri ,g tbe first five mmdhs of 5 would be de im tat to residentW

mers, and suggests that the Conunission adopt a` nt approach (OCC Br. at 100-
103). C mntends that co °° e n-orket prices in 2015 may be hig pnces that
would result from -t3bi.o continumg to purchm energy its affibate, and
reco ds ffiat the Co °°on require the agreement betwem -^Ohio and its
affifiate to continue during ° tfive monffis of 2015, or, in the aI tive, -Ohio
should purchase capacity from its generation affihate at RPM ° es (Id. at 103).

In addition, Exelon also reconvmends that the Conunission direct -®hio to
conduct its CBP in a manner that is consistent with t Duke ergy ®bio
and F' in dior most recent auchons . Exelon sets forth that estabhslung
details of the CBP process in a° y arisr+nQr ' expedite A °o's transition to
comn e are no delays associated with setdmg these zssues zn later
pr yn Sp ° y, Exelon proposes that the CBP should be 'consistent with
statutmy 'v set forth in Secuon 4 .142, Revued e® and should
dates for pi°t events do not c dates of other default service

ts conducted by otber LIs. Exelon warns that if the substantive issues of theroc
procu t process are left open f®r in t,ion„ there may be une ° ty that could
limit bidder pation and lead to less effiaent °cffi. Exelon also reco ds t
the Commission° CBP process is open p by ha ° substantive
de ' b° ed in a° y manner elora Ex. 101 at 1).

The Commimion ' ds that -Ohio's proposed c '' e auction process
should be modified. First, we °ev'e -oIxio's energy oniy. 'ske-of-syswm of five

Percent of load is too low, AEP-Ohio ° be at auction by Janumy 1,
2015, slice-of-sys - auctions ° not commence until six
corporate separation order is ° mued. Accordingly, that mcreasmg the percentage
to a 10 percent slice-of-system auction wifl °tate a smoother tramition to a fuH energy
a °on.

Second, this Commission understands the finportance of customers being able to
take advantage of market-baged priees and the bftwfits of elop.ing a healthy
com °tive market, thus we reject OCCs arguments, as sl ° g the movement to
competitive auctions would ul ° tely °den ° by precludingharm dmm
from enjoying any benefits from competition. Based on the imftporWbce of customi=
having access to market-based prices and ens ° an expeditiom to a fuH
energy aucttim in addition to °malang the modified ESP more favorable d-tan the results
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t would otherwise apply under Section 4 .14Z1 Revised Code, we find that AEP-Oldo
is capable of having an energy auction for delivery commencing on June 1, 2014.
Tberefore, we direct AEP-Ohio to corkduct an energy auction for delivery commencmg on
June 1, 2014, for 60 percent of its load, delivery conmwming on Jarmary 1, 2015, for
the remainder of AEP-Ohio's energy Ioad. AEP®Ohio's June 1, 2DI5, en and capacity
auction dates are appropriate and should be In addition, nothing wi th°
Order precludes AEP-Ohio or any affiliate from bidding into any of these auctions.

F° y, we agrft with Exdon that the substanfive details of the CBP process
to be estabUshed to number of participants in 'o`s auctions
an open and transparent auction process. We direct AEP-Ohio to establish a CBP process
consistent with Section 4928.142, Revised Code, by December 31, 2012. CBP sh d
° mclude 'delines to ensure an ind dent 'third party vs selected to zs an
open and transp t solidtation process, a standard bid evaluation, and dear product
d °tions. We encourage -t3hio to look to recent successful CBP processes, such as
Duke En -Ohao`s, in foranula ° its CBP. F , AEP-Ohio is ordered bca unhate a
s oIder process rni ° 30 days from the date of this op` 'on in order.

8. Y^ovfder Issues

The modified app ' tion includes a con ° uatloar of cantnt operational g
practices, charges, ° um stay provisions relabed to the process in which omersand
can switch to a Competitive Retml IIectric Service (CRES) provider and su uently
return to ihe SSO rates ( -C11tio Ex. 111 at 4). A.EP-Ohio points out that the app ' tion
includes be cial m.. tions for CRES providers cv ,' mrludmg Lhe
addition of peak load contribution (PLC) and network service peak load (N SPL)
inf taorc to the -t7hio witness Roush tes° ed that AEP-Ohio
also e1° ° 90-day notice r t prior to enroUing with a CRES p ` er, the
12 month stay requuwnents for commercml and mdus biW° customers that zeturn to SSO
rates be `° January 1, 2015, and requirements for residential commiercig
custmmrs that return to SSO rates be required to stay on plan until Agzi115* of

foll ` g year, begkming on January 1, 2015

Exelon argues . t AEP-Ohio needs to make additio in order to develop
the e tiitive ket. S y, Exelon requesb Co on ' pI t rate and
bilI dy b° ` g and a standard purchase of receivables (FOR) program, e° ' te the go
day nodce requuenwnt unmediately, and im.pl t a process to provide
with data °relabng to PLC and NSPL values. Fxelon witam F' recommends that,
e t with P order, the Co ° ion order AFP-Oluo provide vi,a
elfttronic data in , pertinent data inclu ° historical usage and °
niterval data, NSPL PLC data, and °provide a quazterly updated list for CRES

'prmdm to show accounts that are currently enrofled with the CRES provider. (Exelon
Ex. 101 at 33-34). Exelon nu*ftins that information ° allow CRES providers to
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more effectively° serve custo t in cost efficient com on (Itl.) Mr. Fem
hu-thff pravides that dear impl w tion wdl cfor customers, p' yUxiffs
d ' rules and contract term, and allow both CRES providers and cus ers to easily
understand -Oluo's com. '. e proem (Id at 35-36).

RESA and IGS provide that .. -O►lvo's biliing system is confasmg to custDmers
numerous problems for CRES providers, alI of vvhicla may be correcbed
unpl tion of a R program that would provide customers with a

single bBI and collection point (RESA 10ri at 12-17, I Ex. 101 at 15). IGS wihws
Ppoints out that swi ° g statistws' of natural u°'Bes have ° numsed
upon impl tioat of R progaim (IGS Ex. 1-1 at I8-19). RESA wibum
Rigenbach recommends that the -OIiio to develop a web-
based system to provide CRES providers access to customer account data by
May 31, 2014 (RESA Ex. 101 at 12-13). RESA and DER/DECAM also rec nd that
AEP-Oluo reduce or ehmmate customer sw4 " g fem as welfl as customer stay
periods (Id., DER Ex. 101 at ). FE.S witness noted that the fees and minimum stay
req ° ts° ers compebtaon by nuldng it difficult for oaswmers to switch
105 at 31).

° e the Co on supports -OYoio's provisions that
development of competitive markets, m °' ti to be made. APP-Qhio witnm
Roush notes t customer PLC and NSPL hifornmtm ° be " mcluded in
customer list, -0Itio fails to make any c t to the ° ° irifo tion
would become av ' ble, nor the specLfic format m which customers would be able to
access this data. We note that recent updates have been revised to the electronic data
mtmhwige (EDn standards developed by the 4hio I Wor ° Group (OEWG). This
Co ° ion valuw of OEWG in developmg 'urnform o ati and
we wcpect -Gluo to fotl such sbmdards and work wi ' group to impl t
solutions which are fair and reasonable, and do not " ° ate agamst any CRES
provider.

A " gly, we direct -OItio to develop an electramc̀ system to provide CRES
providers access to pertinent custmuer data, ° u° g, but not lirrLited to, PLC and NSPL
values and hmtoncal' usage and in aI data no later May 31, 2014. Wi ° days
from the date of ° opmum° and order, we dhvd re ta " es from -Gltao tothiLs

usctmdule a sn mb. of the t? . G to develop a roa. p towards
devel ° g an EDI that ' more effectively serve mstoniers, and promote state policies
in accordarLee with Section 4 .02, Revised Code. F , as -Ohio ' that it
neither supports nor is opposed to the idea of a POR program (AEP-Ohio Reply Br. at 64-
66), we encourage intmvsted stakeholders to a d a workshop in cononction with the
five year rule review of Chapter 4 :1-10, O.A.C., as establis din Case No.12
GIZD et al, to be held on August 31, 2012. Irt our recent order Firs s electric
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°t,y plan (See Case No. 121 ), we noted that workdwp would be an
a ° te place of stakeholders in the FFiraffirwrgy procaKUnp to review ismes related
to POR progrAm S' y, we believe this workshop would also provide stakeholders in
tlus °proceedmg an o 'ty to the nients of estabhshuig° R progran-a
for odier Ohio Us that are not curr y using flumL The Commission concludes that
the an - ified EWs modification to AEP-Ohio's swii ° g ruks, char . , and '. UM
stay pr ° ioras that are set to take effect on January 1, 2DI5, are consistent with AEP-
Ohio's previomsly approved tariffs. Further, we previously established in our original
opinion and order in this case, these pTcmisions not excessive or ° t with other
el 'c bution utitlities, support development of compettive
markets be °° g in January 1, 2015. Th re, we provisions to be
re leo

9. Distribution Inves t Rider

The Company's niodified F application inrludes a°. 'bution Inv t Rider
(DIR), pursuant to the provisi of Sectim 4 _143(p)(2)(h) or (d), lt • d Code, and
co ° t with the approved setttement in the Company's • tri tion rate ,11 ba
provide capfta fundin& ° udang carrying cost on ° tal °' tion infr&structure
to su ort customer d and advanced ol °. Aging infrastructure, accmxling
to AEP-Ohio, is the pPrimary cause of customer ontases and reliability issues. -ohio
reasons that the DIR wiIl facilitate and encourage inv ents to ingprove
distribution reliability, align mstomer ex tati expectations of " tributionthe
utility, as well as str ° e recovery of costs and reduce the u of
base distn°bution rate cases. Replacement of aging distribution eqtiipment
su advanced technologtes of gridS '][` whach ° reduce the durataon ofwiU

mer outages ci on pr ' y'dSYVi 1 inf tion. The Cormpany
argues that its ex:isting capital budget forecast includes an annual investment in excess of
$ °'on plus operations and mamtenatnee in bution assets. The DIR
as proposed by the Com y, ° mdudes components to recover property taxes, c er °
activity tax, and to earn a return on p tin- a cost of debt of 5.46
a return on common equity of 102 percent uufihzing a 47.72 percent debt and 5 percent
co on equity capital structure. capital additions to be included in the DIR
reflect gross plantm-service after August 31, 2010, as ad*
dep ° tiori, because August 31, 2010, is the date catain in the Company's most recent
dmb"bution rate case and any ' nicrease m r-et p t tlhat occurs that date zs not
recovered in base rates. The Company proposes to cap the DIR mec ' m at ''on
in 2OIZ $104 °°on for 2013, $124 million for 2014 and $51.7 '°on for the period
Jartuary 1 tluough bfty 31, 2015, for a total of 5.7 mffliom As the DIR mechardsm z.s
designed, for any year that the Companys investment would result in revenues to be

11 In re AEP-0W, Case Nos. 11-351-E4AIlt, et ai., ' ° n and Order at 5-6 (Dmmber 14, 2011j in
referenm to ParagmPh IV°A.3 of the Joint Sti tioa and Reammmendation f&d on N ber 23, 2011_



11 , et aL -43-

collwhich exceed the cap, the overage would be recovered and be sutxject to the cap
in the su ent perriod. S tricaity, for any year that the revenue coUected under the
DIR is less the annual cap allovmnce, the differmce be applied to increan
the cap for the subsequent °od. The Company notes that the DIR revenue requkement

t recopm the $62,344 '`on revenue Qedit reflected in the Co on approved
Sti tion in the Com y's distri°bu ° rate 12 ®it =-,.^. by the Company, the
DIR would be adjusted quarterly to reflect in- ice riet capital additions, e:cs:Iu '
capital additions reflec in other ' ers, and reconciled for over and under recov . The
Company s ' y requests ffimugh the DIR t when meters replaced by
the ° mstaUnhon of smart meters, that the net book value of the replaced meter °. uded
as a regulatory asset far recovery in a future filing. Tlhe DIR m ` r< would be
collected a percentage of base ° tri tion revenues. Because the DIR provides the
Company with a timely cost recovery mechanism for distribution invesbnmt -Ohao

not to seek a change in ° rates with an effective date
June 1, 2015. ( -Ohio Ex.116 at 9-12; A -Ohao Ex.110 at 18-19.)

The y notes that Staff continuously nwrdbDrs the Company's distribution
system reliabgity by way of service c p°!a, e1 °c outage reports and comphance
provisions pursuant to Chapter 4:110, O.A.C. In reHance on StiLff y, the
Company offers that the reliability of °bu.teon system was evaluated as a part ofthe
this casEx.106 at 5-6; Tr. at 4339, .)

Customer expectations, as d ' ed by AEP-Ohio, are aligned with the
Company's expectations. .-Ohio witmess Kirkpatrick offered that the updated
customer survey results show that 19 percent of reside ' custoiners 20 percent of
commercial customers expect their reliability tioris to increase zn the next five
years. AEP-Ohio poants out that when those mstomers are considered in conj 'on wfth
the customers who expect the uWity to level of rebabihty, customer
expectations increase to 90 per t®f residential customers and 93 percent of c '
customers. AEP-Ohio states it is cuzrently evalua ° on several critez* varri
asset ca ories with a hi probaboiiity of failure and wdl develop a D with
Staff input, taking into consideration the number of customers affectecL ( -Ohio pvc.110
at 11-19.)

OHA supports the adoptwn' of the DIR as proposed by the Cornpany (OHA Br. at
2). Kroger, C1CC and APJN, on the other band, aak the Commission to reject the D as
this case is not the proper foram to c °der the recovery of distribution-zelated c .
Kroger, C and APJN reawn that prudently hicurred distribution costs are best
considered in the context of a base distribution rate case where such cost are more
thoxoughly reviewed by the Co on Kroger amert that niamhwung the .' tnbutwn

12 rat
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system is a fundamental °bility of the utility Company should continue to
operate urtder the tmm of its last '° tion rate case until the next such proceeding. If
the Co ° ion elects to adopt DIR m " m, Kroger endories Staffs powtion that
the DIR be mochfied to accmmt for accumuliated dekrred inccorne taxes (ADI'I') and
accelerated tax d ° tion In addition, Kroger asserts that the DIR for rate zone
a:,L7--d the OP rate zone are distnct and the cost of each unique service area should be
nmmtamed and the tion costs on ' of cost ca Bo.aL C and
APJN add that the Comparqls reason for 'pummg the D as a componerLt of
m#her than in the d° ° tion case, is the expedience of cost recovery and when that
rationale is cormdered in c• ®on wi of d° on the prqects to covered
wi ° DIP, suggest that the DIR is not needed. 101 at 13-19; Kroger Reply
Br. at 3-4; OCC/APJN Br. at 87-89; Tr. at 1184.)

OCC and APJN argue that in deternitning whether the DIR complies with the
requkwmts of Section 4928.143(B)(2)(h), Revised Code, eConnppaxzy focuses exclusively
on the percmtage of residential and commercial customers (71 percent and 73 percenk
xes °veiy) who do not be ° e t their electric savice relYabzlity expectations wdl

rather the minority of customers who ° billity
expectations incre (19 percent and 20 percent, respectively). C
that 10 percent of residentW customers seven percent of commercial customers expect
their reIiability expectatiorts to decreaw over the next five yeam At best, these in s
assert, the , customer survey results are inconclusive regar ° an mqx-ctation for reliability
zmprov ents as the majonty of content with the status quo. OCC and
APJN state that with the lack of project details, and without providing an analysis of
customer reiia °°ty expectation ala ent with project cost and p e
improvernenis, -Ohio to meet iis burden of proof to support the D
Acc ° gly® request that tius° provision of the modified ESP be rejmted.
(-OIaio Pac.110 at 11-1Z- OCC/APJN Br, at 987-994).

NFIB and COSE emphasize t the DIR, as AEP-Ohao witnm Roush teshfied,
would, if approved as proposed, result in General Se ' e ° rate custonums ei ' g
an increase of ap teIy 14.2 percent in distribution charges, about monthly
( /C E Br. at $-9;Tr. at 1162-1163).

Staff ..ed that co ' t with the requiremenis of Rule 4 :1-101 )(2).
O.A.C, AEP-Ohio has rate zone s ..c minimum r ° bility performance standards, as
measured by the customer average in ption duration index (CAIDI) and system
average interruption uency index (SAHII) u Accor ° g to Staff, development of each
CAIDI and S I Wkes into account the eI 'c utility`s three-year bistoncal• Mtem
f , system desigri, 'technological advancements, the g phy of the utility's

13 See In rr AEP-Ohi®, Cam Nv 04-756-El and ®rder ( ber 8® 207.0).
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service territory® custcnier `on surveys and odier relevant # rs. Staff rrrmnitms
the u° s comphance with the relial-Oir,y sm-w . Staff that based on custonier
surveys, 75 to 80 percent of residential and co ' customers are saf.sfied overall with
the Company's service r°ility. However, the Comparq's 2011 ° bility measures
were below their reliabdity meas far 2010 for the 5 i worw
in 2011 in 2010 for OP. Accordingiy, Staff ddetem*ied that AEP-Ohio's reliability

tataons are not cun-ently ahgned with the relia °' expectations of its cwtomers.
Staff thaconditions be unposed on ° 'sthe
approval of the DIIZ, ° u' g that the y ordeTed to work with Staff to develop
a dzstribu ' capital plan, that the DIR mechanLsm ude for ADIT, ° p've
of the Company's with the `• tion rate case settlement, and
ffiat T related cost not be recovered through DIR, so as to better '°tate the
tracking of gridSNIART exp savings and benefits of °dS T grojthe
P er, Staff proposes that -Oliio be °duvmake quarterly hhngs to update
DIR m ° m, with the filed rate to be effective, urdess suspended by the Co ` ion„
60 days afta. 'g. The I)IR mechanism, as advocated by Std subject to
annuial audits after each May in add°ata subject to a r nc" °#ion °' g
on or about May 31, 2015. Wth the final o° ° ry Staff recommends that any
ammmts col,l c . by AEP-Ohio in excess of the estab1" cap be r ded to cu wm
as a one-dme credit on customer b° (Staff Ex. 106 at 6r11; Staff Ex. 108 at 3-4<, Tr. at
4398.)

-Ohio °disagrees witjh the Staff's rationale tfiat the Company's and custo s
tioaas are not aTa . The Company reasons that the. relies on the re°..ty

indices and the fact that the Company performed below the level of the prec ' year.
A-Dhio notes that ut the most recent customer survey results, with the same questions
as the prior year, the Company received an 85 percent positive rating' from readental°
customers a'92 percent positive ra ° fmm customers for provi `

' le semce- Further, AEP-Ohio pomts out that nussmg one of the eight a ° ble
r' °ty standar& d' two year does not, under the rulm constitute a
violatiorL Company also notes that the -' bflity s affected by s ,
wliich are not d' ed as major° s , and oflux factors ° d outages. (Tr. at
4 45, 4347, 4. 6?1 C Ex.113, Att. JDW-2.)

AEP-Ohio also opposes SUff s reconunendation to e the DIR plan in a separate
docket, subject to an adve ' proceeding. Corn expresses t concem that

° re+c udation, if adopted, wiU result in the Co ° ion micromanaging
becoming overly involved in the "day-to-day operations of business units withinthe
U •{yr,

As to Staffs and s proposal to DIR to account for ADIT, the
Corn iy responds that su& an adjustment would ve resulted in a reduced D credit
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if taken ° mto t when the disftfttion rabe case settlement was p ' g, AEP-Ohlo
argues that the decision on the DIR in the nioMed ESP s,hould continue to muror the
unders ° g of the parties to the distribution rate case as any change would improperly
impact the ovi balanced ESP package. ( -0hio Ex.151 at 9-10 )

As autlto ` by Section 4928.143(B)(2)(h), Revised Code, an ESSP may include -the
recovery of capital cost for distribution ° nifiwtructure investment to improve reJia `ty for
customers. A provision for distribution infrastructure and modemization ° ° es may,
but need not< include a long- energy delivery inErastructure mod ° tion plan. We
find that the DIR is an ° dve ratemaking to accelerate recovery of the Company's
inve ent in butron service . In d°' g wheffier to approve an ESP ffiat contum
any pa,o .. for `°bution service, Section 4 .143 )(2)(h)® Revised Code, directs
Commission, as part of its detmnimtion, to emmine reliability of the electric u``ty®sthe
distribution system arkd ensure that custonterie and the electric utality°s mcpectations are
aligned and that ° utility is pla ° p Ls on and d ° ting
sufficient resources to the reHaVdity of its distdbution system.

In ° modified ESP, there is some ° nt between Staff and the Company
whether or not AEP-Ohids reliability expectations with the expectations of its
customers. The C

Staff
ompany focmses on custon-mr surveys to conclude that expectations

wlWe in ali. t de dafaon in the ' bility performance
measures to in ' te that wcpefttions not agnecL Despite usaons
by the Company and Go -'on finds that and the pany have
denc► a t° eed, customers have a high expectation of reliable electric service.
Given that customer surveys are one component zn the factor used to esftbIM the

' bility mdices and the sli t reduchon m the level of nwasured perfonnance on which
c tldes that relmWity tioIHs not all , we are cconvusced that it is

merely a sbght d` the Comparg's and tonners® expectation& We also
recogmze that customer satis `on is dependent on whether the recently
experienced any sa-vice outages clui y service was restored.

The Co ` ion finds t, adoptaon of the DIR uxaproved 'servzce that
come with the replacement of agmg h-drasftucture ' facllitate improv service
rehabihty ' Company's and its customerd ex ti , The Company
appears to be placing suffvcaent pr ctave emphasis on ° d' ate sufficient
resources to ..`ty of its distribution system. lUving made such a finding, thethe
Co ° ion approves the DIR as an appropriate incentive to accelerate recovery of AEP
Oluo's prudently ° uxmxred distribution investrnent costs. We emphasize that the DIR
m not ' ude any gridSMART c ; the gridS T pr ° be
separate and apart from the DIR mechanisin and projects- With this c' ' u, we
believe it is unnecessary to address the Company's request to allow the r ` g net
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book value of rerwved meters to be inctuded as a regulatozy asset recov le ffimugh the
DIR m ' m.

We agree with Kroger that the DIR mechanism be rev° to account for
ADIT. The Co on finds that it is not appro ' te to esffi ° h the DIR rate
mechanism in a nianner which provides the- Company with the benefit of ratepayer
su.pplids. Any benefits resulting from ADIY should be reflected in the DIR ue
requiremenL Therefore, ° i AEP-Ohio to adj t its DIR tothe
ADIT offset

As was noted in 14, 2012 Order on the ESP we ° that granting
the DIR mechanism requires Commission oversight We believe that it is detrimmtal to
the state's economy to utility to be reactionary or allow the ® e
standards to take a negative we encourage the electric utility to proactively
and efficiently replace and modemize infrashmcwm and, th ore find it reasonable to
pernut the recovery of prudently . mcurred . tion ' mfrastructure inves t c .
AEP-Ohio is correct to aspire to move from a• reactive to a more proactive replacement

Company is ed to work with Staff to develop a plan to
emp ' proactive distribution maintenance that focuses spending on where it ' have
the greatest irnpact on mainbdning and im g r °ty for etis . Accordingly,
AEP-Oluo shaU work vnttia Staff to develop the D plan and file plan for Conmdwion
review in a separate docket by December 1, 2011

With these °'cati , we a e the DIR °mechmmEn, Staff to
nnorutorr, as part of the prudence review, by independent auditor for in 'ce net
capital additions and c p° with the proa ° e '°bution plan
developed with the assLstanm of the Staff. proactive ° tion infrasbvcture plan
shaU quantify reliability ° v ts expected, ensure no double recovery, and ° ude
a demonstratLon° of DIR expenditures over projected expenditures° and recent spendmg
levels. The DIR mecbanism will be reviewed annuaUy for accounting accuracy, pradency
and compharkce with the DIR plan developed by the Staff and AEP-Ohio.

10. Pool Modification Rider

The modified" ESP application mcludes the pLumed t ° tion of the
Pool A t(1'ool Agr t). a provision of this ,. -Dhio requests
approval of a Pool T ° tion Rider ), ini ° y set at zero. If the Company's
corporate separation plan filed in Case No.1211?b-EL- C is approved as proposed by
the Company, Amos and ibfitchell units are transferred as proposed to AEP-Ohio
affUiates, then AEP-Ohio wi11 not seek to bn.pl n.t the ` 've of whe lost
revenues exceed °°on annually. However, zf the corporate separation plan is denied
or m° ed, then AEP-Ohio requests °°on to file for the recovery of Icst revenue in
ass ° tion with terinination of the Pool Agreement via a non-bypassable rider. The FTR,
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aacording to AEP-Ohio, is designed to offset the revenue lossm ccauscd by the temihution
of the Pool Agreement since a si ' t porfaon of AEP-0luo's total revenues come from
sales of power to other Pool Company argues that with the terraination of
the Pool A Company will need to find new or additional revenue to recover
the costs of o a ` its generating assets, or it ' to reduce the cost ° tecl
with those assets. As AEP-Ohio lost revensaea'-4 frorn capadty sales to Pool
Agmement m s camot be mitignbed by off-systern es in the market alone.
Company agrees that it ` only seek to recover lost p 1 terundnation revenues m excess
of million per year during the terri of the ES-Dhio Ex. 1at 21-23.)

OCC, APJN, FES oppose the adoption of the as they re is
no provision of Section 4 .143(B)(2), Revised Code, which au ° es such a charge and
no Co ` sion precedent for the that approval of w d
essenbOy be the recovery of above-market or tr °tion revenue m violation of state law

electric transition plan (ETP) °p ti 15 As proposed, the ]`n en
that is one-sided to the t of the rn y. FES off that there is
msufficient mfom-iafaorL in the record to allthe Co ' ion to evaluate and
conditions of the , as a part of the m` ESP, to requim ratepayers to submit

.on over the term of the EST. F , C and APJN note that
Commission has disregarded °on.s related to the Pool Agrmnerit
of c id ' g rev e or sales margins fr opportunity sales (capacity and energy) as to
FAC costs or consideration of of"ystem sales in the evaluation of si ° t1y excessive
e ° gs test•16 Accorchney, C and AFJN reason that because Co ` sion has
p °o y' ed transactiors related to the Pool A t, that it would be unfair
and unreasonable to enswe -®1uo is c ted for lost revenue on the Pool
A ent at the cost of ratepayers. For thege reasons, C believe
should be rejected or modified such that AEP-Ohio custonws 've the ts from the
Company's off-syshm sales. IEU says provides a co.m tattve advantage to
GenResources and, therefore, violates corporate separation requirements. (OCC/APIN Br.
at 85-87; Bn at 69; IIEU Fx.124 at 30-31; FES Br. at 106-109; Tr. at 58Z 698.)

The Company dispels the assertion ffiat there is no statutory basis for a pool
termination cost recovery provision in an . on the basis that the Commission has
already rejected in its Dewnber 19, 2011, OTder on the ESP Z
Co ° ion deteTmhied a pool tenmmtion rider may be approved "pursuant to Section

14 -Ohio would demmihie 8re amount of iost revenue by comparing the lost pool ca .tev for
the mcat recent 12 morith ' the dfwtive date of the chanp in the AEP Pod to kxmmpedod
Yn net revenue related fn new who lesak oss or deavam in gemation amiet c as a result of
terminating r^+e Pool Agmement

15 In re AEP-Olua, CLse I1Toe. 99- Etr• and 99L1 , Order (SepWmber ^
16 In re AEf'-0hso, ESP I Dzder at 17 Warrh 18, ; In r^ AEP-Ohlo, Can No.1®®1261- C, Order at

29 (famiary 1]., 2011).
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4 .143(B), Rmised Code," conclu that estab °' g a rider "at a zero rate
does nat violate any regulatory °ple or practice.717 Accordmg' to the Cormpar►y, tlve
other cri °° that these `es raise re ° g the PTR are o° `ons as to how, or the
extent tci whwJh, pool °tmmmtton coft should be recov bie through the rider which are
not ripe and should be addressed if, and only if, AEP-Ohio a y pursues recovery of
any such costs in the future as part of a separate proc ` g. ( -Ohio Reply Br. at 59-
60.)

We find statutory support for the adoption of the PTR in Section 4 .143(B)(2)(lt),
P.ev° - Code. es as incentive for AEP-Ohio to Ynove fio a corn '° e
market to the benefit of its shopping and n ' g cust® without regard to the

'pomble loss of revenue associated ° tion of the Pool Agreement with the
fu11 transition to market for customers by no tater than June 1, 2015. lberefoxe, we
approve as a placeholder m ° m, iuu ' y establia at a rate of zero,
con ' ent upon the Com•m'ssion°s review of an application by the C p y$or such
cmffi. The C on noter. that in pemuftn the crmtion of the it is not
autho °° recovery of any costs for AEP-Ohio, but is allowing for the establishment
of a placeholder and any recovery under the PTIt must be s ° cally
authonzed' by the Co ° ion. If, and when, AEP-Ohlo seeks recovery under it

burden set forffi in Sechon 4928 .143, Revmed° e. In addition,
Co ° ion fiatds that m the event P-Olua seeks recovery under the , AEP-Oluo
must first dem ate the extext to which the Pool A t 'tted Ohio ratepayers
over the long-term extent to which costs and/or revenues should be alI ted
to Ohio payers. F er, AEP-Ohio must demonstrate to the C ° sion that any
recovery it seeks under the is bakd upon costs which were d y.
are reasonable. irct y, this Commission no AEP-Ohio ' ordy be pemdtted
to requests recovery should this Co ° ion m ° or ainend its corporate separation
plan as filed in Case No.1211 C orily as to divestiture of the er ° assets;
we s ° cally deny the Company's request for recovery u the on any
odw amendment or ard ° tion of the corporate se tion plan this C `.on or
the Federal En Regulatory Commission (FERC) or FERCs denial impediment to the
transfer of the Amos and ell units to AEP-Oluo affiliates. As suck AEF-JOhios right
to recover lost revenues under the PTR is based °veiy on the actiorm, or lack thereof,
of this Co ' ion.

11. Ca

Pursuant to the Co ° sion°s Entry on 'Reheanng issued February 23, 2012, in the
ESP 2 cases, and the Entry issued March 7, , in the Capacity Case, the Commission
dawbed that the Capacity Case proceed, without further delay, to .tate the
development of the record ta address the issues raised, outside of the proceeding.ESP

17 In se.9F.!'-Ofr.ro, Case t11-346-EL-SSO et aL, CWk!r at 50 (December 146 2011^.
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° e the Capacity Case continued on an expedited schedule to d state
com tim mechanism, -Ohzo nonethdess us'Iuded, as a companerd of thts

.nuxhfied ESP, a capacity provision different from its litigation position in the Capacity
Case, which may be su*n**aT17Pd as foll . As a component of ° , the
Company proposes a two-dered. capacity pricing with a tier 1 rate of $145.79
per MW-day and a-tier 2 rate of $255.00 per MW-day. Shop ` rs, wi "
rate class, would receive tier I capacity rates in proportion to their relative '-sales level
bawd on the Company's retaff load. During 2, 21 pmtimt of the Company's total retaU
load would receive tier 1 capacity and in 3, the percentage would ' to 31increase

t In 2014, dmmgh the end of the ESP, May 31, 2015, the tier 1 se# aside percentage
wotald hwrease to 41 pmmt of ffie Company's retafl load. other shopping cuswmers
would receive tier 2 ca °ty rates. For 2012, an additional of tier I priced
capacity ' be available to non-mercantile customers who are part of a community that
approved a emme*+ a tion program on or before November 3, 2011, even if the
set-asrde exceeded. AEP-Oluo does not propose any s ° cap °ty set-aside for
gov ta1 aggregation pr 2. ( -0bfo Ex.1dI at 15; AEP-Ohio Ex.
116at6-7.)

AEP-Olhio argues its embedded for capacity is $355.72 per
MW-day, as supported by the y in the Capacity Case. F , -o' projects,
with forward energy pricing decreasing over the ren-tainder of 2012 by appr ° y 25
percent and based upon switdiing rates experienced by odw Ohio el ° utilities,
that by the end of 2012 shopping rates in AEP-Ohio territory will increase to 65 percent of
resid load, 80 percent of commmW load and 90 percent of `us ° load
(exclu ` one luge mstoriw). AEP-Ohio masons that the two-tier capa ° pricing
mechanism is a° t from the Company's embedded cost of capacity w°
provide CRES p ° ers hea ability to offer lower
competitive e1 c affvtce rates and expand competition in the Company's service
tenilmy and, as a component of ° , balances the revenue losses y to be
experimiced by the Company. P , AEP-Ohio subn-dts that the capacity pricing
offered as a part of ° modified P is in d to n-uti te, in pat, the fmamial barm
the Com y° p ° y endure if the Company is required to provide capacity at

°s RPM-bawd rate. (AEP-Ohio Ex.11b at 4-5,8-9; Tr. at 332-333.)

As an alternative to the two-tiered capacity mechanism, -ahio proposes as a
component of the m°°ed ESP, to providers its embedded cost of capacity

.72 per MW-day with a $10 bill credit to shop ° customers, subject to a
cap of '°on fluough December 31, 2014. Shopping credits would be Bmited to up
to 20 peTcent of the load of each customer for June 2 through y 2013, and
increase to 30 percent for the period June 3 through y 2014 and then to 40 percent
for the period June 2014 through December 2014. AEP-Oblo's rationale for the al tive
is to ensure shopping custamen receive a °ble benefit to shop that is fixed
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and known r of the CRES provider selectedL ( -Ohio Fx.11b at 15-17; Tr. at
427,1434.)

On July Z 2012, the C ..on issued the Order in the Capacity Case (Capacity
Order) wherein the Co `'on de ° ed $188.88 MW-day as the appropriate
charge to enable the Company to recover its capacity costs pursuant to its Pbred Resource
Requumimft° (FRR) obli tio provid ls How , the c'
a duvctedlso that AEP-Oluds capaaty° charge to CRES providers s aucti -

rate, as d ' d by a'JAA via its ° bility p8i ' gm el (RPK, zruclu '
wnal adj ts, on ' that the RPM rate wdl promote ° electnc
com °don.19

In the Capacity Order, the C ° sion also authorized ° P-ohio to modify its
avc4un ° to defer the ' uicurred capacity costs not recovered from
pracvid , co ° June 1, 201Z tliroou end of ESP,
recovery nuxhanbm to be established in this ` g.2o

In this Order on the modified ESP, the Co °°on adopts, as part of the
recovery of difference - d capac-ity rate and -Ofuo's te
compensation n► ' in for capacity as detennuied° by the Co on.

Staff endorses Coin y'a recovery of the ' the state
cmWmmtion medmibm for capacity and the RPM rate (staff Reply Br. at 13). On the
o , argue that there is no record evidence un edths
ESP case, or any other pr ' g, to determine^ an a ' te niechanism to coffect
def ca charges in contradiction of the req ' ents in Section 4 .09, Revised
Gode, and the parties were not afforded due process on the sssue, p , C and
APJN reason that tlw ca d a1s canriot be a provision of an ESP as the
charges do not fall witlvn one of ' ed cabego " in Sechon 4 .143(B)(2),
RevLqed e, and there is no statutoty basis under Chapter 4928, Revised Code, for such

. OCC and APJN also contend approval of the recovery of deferred capae7ty
dwges violates state poMes expressed in Sectim 4 . Code, at paragraph
(A), wlha.s.h reqwres reasonably priced retad eI 'c service, at paragraph , which°
prolu-bnts anticompetitive subsidies from norkcom'ti.ve retail electdc ice to
competitive r' se ' e; and at paz aph (L), w"ch r ' s 'si to protectthe
at-risk po ti.(OCCJAPJN Reply Br. at 18; TEU Reply Br. 6-7).

18 Tn re Capacity , Order at33-36 Quly 2, 2oi2)_
ig In re Capacity . Order at 23 ably 2, 2I)12)_
2D +a6 84 Capanty Cme, at 23 QuIp 2,2012).
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Ceftm' parties that ' sion°s incorporation of the Capacity Case
d als in the overlook the fact that the Capacity opened prri.or to
each of the E5P 2 applications filed by AEP-Ohio and that ewh of the applications
proposed a state com tion capacity charge and plan for resolution of the ' e. The
Co °'on rejects the C any's two-tier capacity plan and rates, proposed as a part of
this modified ESP Z

Furthermore, in accorclance with Section 4928.144, Revised Code,
raay order any just and reasonable p in of any rate or price esta ` d under
4928.141, 4928.14Z or 4928.143, lRev. Code, ` u. . g charges, Where the
C ' n establishes a p in, the Corrmn'Qsfon must A^o authorize the creation of
the regulatory to defer the °incurred costs equal to not collmted,
ca on the amount not collmted, and audionze the recovery of the defftral

' g charges way of a non,47ble suPC .

and Severdl of the mterveners argue that because the record in the modi6ed was
closed when the Capacity Order was mued, the deferral of capacity charges was not made
an issue in the modified ESP case, the remd does not support the ddeferrdl of capeca.ty
charges or tnat the "es were not aff-orded due process on the e. We d° . AEP-
Ohio proposed c ' capacity charges and a plan as a part of this modified P and
co ° t with the C on's autllority we niay approve or modify° approve an
ESP. Nothing in the Section 4928.144, Revised Code, limits . ion's authority tothe
modify the 1BSP to ' ude- deferrals on its own motion. With the C ° sxon's deci ° to
begin cm1Y ° g the deferral in part through the RSR, aiI other issues raised on this matter
are addressed in that section of the Order.

12 Phase-in E erX Rider and 'tization

As part of -®luo's F.SP 1 case, to mitigate ° pact of the rate inaease forthe
customers, the Con+*nission - o , pursuant to SeLton 4928.144, Revised Code, the
Company to p in any ° mcrease au rized over tabll,s percentage for each year
of the .21 The Co ' ion autho ° and OP to eslab ' a regulatory to
record and defer fuel expenses, with carrying costs at the weighted average cost of capital
(WACC), with recovery a non-bypassable surdwge to commewe January 1,
2012, and continue thmugh Der-ember 31, 2418.22 of the ESP 1 Order is final
and non-appealable. On September 1, 2011, CSP and OP filed the Phase-in Recovery Case
app ` tiom to request the tfon of the se-In Recovery Rider (PI ), a mechanism to
recover the accumulated deferred fuel costs, including °carrymg cosis, to be effective wlffi
the fa-st b ' g cycle of January 2012. The Phase-in Recovery Case was a part of the
pro2 Stipulation whxh was uutially approved by the C ' ion on

21 ESP 1 Order at 2?,
22 ESP 1 Order at 23® F° BOR at 6-10.



1i , et aL -53-

December 2011. Co " tent wi.th the ' sion's ° directive in the February 23, 2012
Entry on R ` g rej ' the ESP Stipulation, a procedural ule was eestabhshed
for the Phase-i Recovery Case to proceed independently of any ESP. Au ?, 2,
the Co ° ion ° ed its d` ion on the C y's PIRR applicat,ion.

N `ths in Recovery Case, as a part $ Affidws wa- d. °ed ESP case,
AEP-Ohio requests that recovery of the defen-ed fuel-expenges be delayed, while
continuing to accrue carrying cost at WACr, until June 2013. The Company does not
propose to extend the recovery period. AEF-Oluo also p that the PWRs of CSP and
OP be c ined. The rationale presented, by the Company for delaying collection of the
PIRR is to co° °de with and co lidation of the FAC, whacly the Company
reasons wili min° dae custoum rate impacts, o' to AEP-Ohio witness
combining the PIRR rates rate for custowters ub the CSP rate zone and
reduce the rate for custoniers in the OP rate zone. In this modified ESP p °g, AEP-
Oluo abo requests that the C " sion suspend procedural schedule in
cases. Ey- 118 at 8, A-Olaio Ex. 1at 3® -Oh.io Ey- 11Z at 5-6.)

AEP-Ohio wihvm Hawkins acknowledges that le ' °on permitting the
s °#ion of was passed in December 2011 but cl ° that securifiwtion of
the FIRR a ° ly take a t nane monthstD ce
of a final, non-appealable order -Oluo a °#s that ` secuntization of the PERR
regulatory would reduce ® costs as a r t of the red.uctaem in °carrying cosft
and provide the Company with capital to assist with the tr °tion to n-iarkeL ( -Ohio
Ex. 102 at 7-8.)

CCC op n ° n that AEP-Ohio be pernutted to eam a return on its own
capital at WACC while the PIRR is delayed at the Coinpany's request. Further, OCC and
APJN agree with Staff that co °on of the PIRR should co nce as n as po °b!e
afber the Cosuzuss` ion ° es its Order, the delay in collection an-iounts to addidonal cost
of 5°°on. C and JN argue that there is no ° tion. for the delay and the
delay at WACC only serves to benefit the Company. Since the delayed coll °on is at the
Company's request, C and APJN advocate that no further accrue or

° g charge be reduced to the long-term cost of debt ( C 115 at 4-7; OCCthe
111 at 20-22; OCC/APJN Br. at 64-72)

Similarly, IEU argues that the delay of the PIRR violates Section 4928.144, Revised
GDde, which requires that the delay in collection at WACC be consistent with sound

°ce, just, and reasonable. IEU es ' te.s the additional c ' g cost ' beregulatory
at least an additional fiD $45 nulhon and reasons that AEP-Ohic only authorized to
collect WACC on dden-ed fuel costs through December 31, 2011, the end of ffiP 1. (IBU
Ex. at 30-31, Tr_ at 3639, 4549.)
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Ormet argues that the increased c ' g charge to defer the implementaticm of the
PIRR until June 3 is excessive and presents a number of legal pra #ic ' es.,
Omiet notes tfiat the interest to be imurred by dela ° imp tation of the PERR is
based on an interest rate of 11.26 percent, more ffiah AEP-Ohio utilized to determine
RSR. Orniet encoura `ssion to reduce the canying cost in light the change
in ec . . c' m since the P 1 Order, to the short-term cost ofwid
debt and to delay PURR ' pl tafa un.til ' tion is complete or at least until
June 2013. (Omiet Br. at 23-24.)

Ormet and IEtT request that the Company be duwW° to separate PERR
m for OP to reduce the ° ton ra ye IEU notes t_ CSP
cusbomers have contnbuted app tely one pmmt of the
notes that the deferred fuel expenses that are the basis of the P as provided in the ESP
1 Order, is final non-appealable order for which AEP-01'do may rely to seek

tion. AEP-Ohio has ed such in ' in its '' g of Mamh 6, 201Z and
Omiet contends that pumuant to Na ° wade Ins. Co. v. lYaPf, hTo.1 ,1 214906 at *3
(Ohio App. 7Dist. Mar. 23, 1978) AEP-Ohio can not now as a contradictory legal
position. (Tr. at 4543-4548; OTmet Ex° 106B at 9; Ormet Br. at 23-27; IEU Fx. 129 at 9-11;
IEU Br. at 72)

that bI ',g the PIRR rate for CSP and OP rate zom c titufies a
re °ve change in fuel cosW for w ° A-Olu® to offer any ' pshficaborL
Onnet states du-it at the ' fuel cost were mcurred, P and OP were not merged
and that the ooverwhdnung `ority of bat e is from the OP rate
rationale offered by et is that the blen ° of the FAC rate is fumlarnentall y ent
from the blen ` of the PIRR rate, as FAC is an ongoing look at current and future fuel
coft where is the collection' of previowly " mcurred, deferred fuel costs. Ormet
argues that the C °°on has previously c uded that the das "`an between
re `ve and pno ' e is key to what constitutes protubited reuuwdve ra ° g.
Ozmet asb that, ° textt witft ` ion's determination. in the ESP I Entry onthe
Remand Order, that the Co °°on find the bi ° g of the C5P and OP PUZR es
equates to rate for prmously ° uwurred but deferred fuel costs. (Tr. at 1187,
45364537,4540, Ormet Br. at 27-31.)

The Company zeasom that the PERR re toxy asset is on of OP, as the
surviving entity post m er, along vvith aU of the other assets and liabilities of the former
CSP. Therefore, it is appro ' be for all -Otuo customers to pay the PEM AEP-Ohio
notes that Staff advocates that the FAC and PIRR be immediately unified and
impl , because CSP ccastoniers benefit frorn a rate innpact perspechve with the
mergmg of (Tr. at 453R .-. - ).
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Staff opposw the Company's request to delay recovezy of the rates
and recommends that the on direct recovery to conunence upon approval of the
modified ESP to avoid ° charges associated with the dely. Staff notes
that with a FIRR balance of app tely $549 °'on, dela.yuig PIRR recovery until June
2013 mults in addifaonal g charges of $71 °°on at the WACC F , Staff
supports the mer&w of the PERR ra & (Staff Fx. 309 at 4-5.)

AEP-Oldo a-nswen that the diff the Company's pwposal to delay
coll °on of the PIRR in companson' to the Staff and opposition to the
delay is essenWy a balancing or prioritizing between two g • nutigatzng p t rate
incapacts and reducing tD carrying duvges. The Company's proposal at
ad s° ° t goal and the S s siti prior3 ' Company
contends that its propo to delay imp3 ntation of until June 3 to coincide
with ° ataon of FAC ra is reasonable, results in mhdmal i ° te rate finpactsthe
to customers, and should be approveci

AEP4:)hio's request to suspmd the pr uxai schedule in the is moot, as
it does not appear that the Company made a similar request in the in Recovery
Cases, and given that the Co ° ion has issued its don on the FIRR application.
Consistent with Company's ' as to the PIRR in this modified ESP, we

' address acement of ° tlon period for the PMR, +covnU the
PIRR rates for the CSP and OP rate zones and s ° tion. Any remanung issue raised
as to the deferred fuel expmm or the PMR that is not ad .d in tlae Phase-in Recavery
Order ° m ° ESP Order ' .this

As AEp-Ojuo correctly points out, delaymg coll 'csn of the F to offset against
the merged FAC rates, as opposed to mmediately c 'g coli `on of the P is
iiideed the primffizing between two goals. -Oluo®s request to delay c t
of the amordmtion period for the piRR is deniecL .ln ° case, where the accrued carrying
ebarges d ' requested delay are estitnated to additional to $71 ''ost, it
is unremonable for the Co °ora to approve the delay and °t to

°con ' e to accrtie merely to fa '°tate one c ge o ° g another. AEP-Ohio is dnwted
to commence recovery of the P as soon as pra ° able of this
Order.

We agree with the rec tion of to ° numtain separate PIRR
rates for the CSP and OP rate zones. The PIRR was incurred prmwdy by OP
custarners, and accor ' to cost causatlon pruuaples, the recovery of the balance should
be from OP cus . Further, as discussed above, the Co ° n dhwts that FAC
rates should be 'maintamed on aseparabe basLs

W-M-11M
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IEU argues that the ' to ad re " ts of Section 4 ,
Revised Code,P that requires ble charges arising from a phase-in deferral are
applicable to customers ar► goverrmnental aggregation progranis anly in proporbonate to
the beriefit ° ed. s • that violates Section 4 , R • e, is
misdirectecL is not part of this ppr ° g but was the directive of the

° Cmmmlon in ffie Company's prior ESP case. Therefore, the Co that IEtJ
shoWd raised 'issue in the P 1 case or when ' a estatm ' the
FI that Section 4928.144, C , as to the coil •on of is not
applicable to ° m '®ed P proceeding.

Ilm Co ' sion notes that AEP-Ohio witwss w ' t securitization
of assets would reduce custonwr costs through reduction of flw
carrying cost and provide f'-0bao with the needed capiW to ist with the tr i^ to
c petition. AEP-Oluo also states that recovery of the conunence before
securiftation. is c pl . Onriet supports securitization of the PMX ( -Ohio Ex.1frL
at 8; Ormet Br. at 24-25.)

F° y, wliile AEP-Ohio does not s ''cally propose ' tion of the g in
the m hfied ESP, ^ EP-Mo notes that e 'tLzatti:on off a bmiefit to both cu, - uTs
and. A-Qbao. Further, no partLes idea of E
A dingiy, we direct' -C)iuo to take advantage of tius extremely useful tool our
General Ammbly created for el ° utilities and their customers House SM 364
and ° the PIRR deferral balance. ° tion not oniy leads to lower u..ty .secuntme
for atl aistomers as a result of reduced carqing costs, but also leads to lower bwmwing
costs for AEP-Ohio. The Conunission finds it extr yiinpo t, particularly when our
State iut by tough econontic times, to keep customer utality bilb as low as
p °ble, and 'secuntmtion of provides us witt► a means to ensure we pr t
customer interests. Therefore, AEP-Ohio shaU initiate securitization process forthe the
P deferrdi balance as soon as practicable..

23 Section 4978.20 , Revised Code, states:
Custunm= t are p of a ga tal a ton `vze slul be responsage only far

of a muclwge under section 4928.144 of the Revised is propordomte to the
ts, as dewnnined by the co ion, that el ° the jurisdiction of the

ggovernmenW a tion as a p recerm The proportionabe mrcharge so esubhshed apply to
each custom,er of the govmmental aggmption whde the cusbmw ®s part of that a Hon If a
cnsfo such a customer, the offierwm appliocable simbarge shaII apply IV m`this

in kss flian fnll recovery by an electric tion u'° of any surduirge
aaudiorized under sectiort 4928.144 of the Reviged Nothing in thia result in
the full and .timely impa .. . c ` and atusWmffl by an electric disUbution u'°,9s

or any coBaLidm agent, of the phase-in- ery durges an to a fnW
ang order tio sections 4928.23 to 4928?318 of the &Msed Code.

^a s^
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The describes, but does not request as a part of this modified ESP, its
PrOPOsed application for full corporate separation ffied in Case No. 121 EL- C
(Corporate Sep bcm Case), p ant to the mquhvments of Section 4928.17, ReAsed
C , and cbapter 4 :1-37, O.A.C.7-4 AEP-Ohio corpora te sepmtion zs a
necessary pr ` ite for g tion asset divestiture -Ohio's tr "tion to an
auctionrbased SSO. Punmmt to the proposed modified Company'sproposed
corporate afion plan, AEP-Ohio wi11 retam tr ° ion and distribution-related
assets, its REPAs and the associated AEP-Ohio will transfer to its tion
affiliate, GenRescurces, ex° ° g generation units and contractual entitlements, hiel-related
aweb and. contz-acts and other 1ia °°ties related to the gmwation 25
The generation assets ° be transfen-ed at net book value. AEP-Oluo propmw to retam°
senior n pollution control revenue bonds, as such lmg-tam debt is not secured by
the generation assets being to GenResources. The Company expects to
complete ° tion of dte Pool A t,and fufl corporate sqwation January 1,
2014.26 (AEP-Ohio Ex. 2 at 4-6,8, 21 -22.)

AEP-Oluo is a Fixed Resource Requirement ) entity, pursuant to the
trequuwwnts of P Interconnectm LLC (P , and must ° an FRR u June 1,

2015. To meet its FRR obfli tions after fuIl corporate separation and before the proposed
eriergy auctions for dehvery c ' g Jaam 1, 2015, the y states
GenResources wiÙ provide . -O ° via a full, requuvments° wbolesaie a -̂p-m. t, ats
load requirements to supply non-shopping cus . Pursuant to the proposed
ESP, AEP-Oluo proposes that for °od January 1, 2015 through May 31, 2015,the

eGmResources wiU' provide AEP-Oluo ardy capa q, no energy, at per MW-day and
the contract P-Obao and GenResources °te effective June 1, 2015,
when both capacity wdl be provided to through an aue$aora,
Wbile AEP-Oluo Ls an FRR entity, the Company states it will capacity payments to
GenResources for the erwU only auctions proposed in this .. d ESP at $255
MW-day. Gen b ted revenues paid to AEP-Oluo by Ohio ratepayers ' be
passed through to GenResources for capacity and energy recea.v for load, and
AEP-Mo on a do -for-do ° for tr on,
ancfflary, service charges billed to GenResourm by PJM to serve -Ohio's

24 See In dre MaWr of tht Appffmfim of Ohio Pmuer Cmpwtyfor AWovd of Fic1I Legal and
Ammdment to fts Catpmtc SvpmiWon Ptan, Case Na 121126-EI.rU1VC, 30, 2d12

25 AEP-Ohw noles that afbm ttramkrrmg the pnerafaon assets and habgrm' to ComRmourm,
GoWmources wffl bansfer Amos wait 3 and 80 peamt of the to Appaladdan Power
Company ( ) and humfer the b e of the MAdwU f-o Yj-ntacky Power Company , so
the ut&ties can wAnt their reqxxhve ked nrequuvment absent the Pool AgTeemat ( -Ohjo
Px- 101 at 22).

26 As a put of the modified , AEP-Oluo esb approval for a Pod 'I' w° ffi
addressedin a ofdds Order.

aw-
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SSO In ad °°on,, AEP-Oluo wffi °t rapacity payments de by CRES
providers pursuant to 's R ' Agreement to GenResources as weD as
revenues fi= the R' Stablhty Rider° as compensation for ,iffil t of -0hio`s
FRR obligations. (AEP-Ohio Ex. 101 at 23; AEP-Ohlo Ex. 103 at 6-8; Tr. at 515-519.)

IPU, argue that because AEP-Obio has made the modified ESP
filing con ° ° g approval of the corporate sepmmdon p yet failed ioo
request consohdation of the Corporate Separafaon Casei ' ivn camot approvethe
the corporate separation plan a part of this proceeding. (OCC/APJN Br. at 73; IEU Br.
76-77.)

In fac.t, IEU argues that AEP-Oluo is not the FRR entity but, American II
Power SL-rvice Co tion (AEMQ is the FRR eentIty° on behalf of all of

Ekct"C Power o a° g c ° wi ' tli fore, AEP-Ohio d have
any F oblfgation. Nor has -0hlo cff evidence, IEU notes, AEprCs FRR
capacity plan or indicated which of AEP-Ohio's gewration awets are part of the ca ty
ptan. lEU M-Ismw that AEP-Ohio(s generation amets are not ddedicated to -O '`s
distribution customer-q and may be replaced by other cap °ty Ex. 125 at
23, AEP-Ohio Bx.103 at 9.)

DER and DECAM argue that AEP-Ohids proposal to contract with GenResources
to serve load at the proposed capacity price after corporate separation is ill al
violaiion of the corporate se tion laws and violates state policy causing a negative
impact on the ability of unaffiliated providers to compete in OP territory (Tr. at 812-
813; i) Jr?EC Br. at 11).

-0hio's request to retam ' in pollubon control bonds,
where e has not beeri4 accor " g to Staff, any d tion that use of the
intercompany notes would have a substantial negative affect on the tion affiliate's
cost of debt. Staff proposes that AEP-Oluo be dnvcted° to make a fHmg with the
C:o ° ion within six the cornpletion of corporate sep 'on, to
d te that there is not any subs ° negative ° pact on AEP-Oluo if the debt or
mtercompany notes are not twisferred to the generation affibate . Therdore, Staff

oreconunends that the ° ion d y° of the y's ESP proposal at '
tirm. Further, St-aff recommends that the Corporate Orpnization be updated to
reflect the legal entities that are related to American Electnc° Power Inc., as well as all
reportable segments related to AEP-Ohio, in a f t and ' ar to thenuinner
info tion Anwrican Electric Power Irx. provides in its 10K filing to the Securities and
Exchange CommisWorL (Staff Ex 108 at 5-6; Tr. at 44054406.)

AEP-Ohio did not request consolidation of its pen ° corporate separation plan in
c° °on with ' modified ESP appli.cation, and as such the Commimon. wffi consider
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the corporate separation application zn a separate dodcet As such, issues to
be cmadered °u► ' pr ' g is how the divesti of the tion

the agreement between AEP-Ohio and eGenResourm wi]1 impact rates.

We find IEU's ar ts, that -Ohio is not the entity conwdtted to an FRR
ohligation with PJM to be form over substance. AEPSC entered irrta nt on
bebalf of AEP-Olhio and other -O1hio operating legal obligation of
AEP-Oluo is no Iess °° g than if AEP-Ohio entered agreement directly.

The C ° sion finds that suffic-Lent info tion regardmg the Mposed
tgmwxation asset diveshbire and corporate separattion, as reflected in more detail in the

Corporate Separation Case, provided in this Yn ' ed to allow the
ConmiMon to reasonably conclude that termination of the Pool Agreement and corporate
separation facilitate AEP-0hios trwisition to a competitive market in Ohio. WithV'
modification and adoption of the modified P, as presented in this Order, the
C.o `°on may reasonably determine the ESP ra , ° u ' the rate impact of the

tgeneratiLon asset divestL , on the Company's SSO customers for of the m' aed
ESP, where upon rates wiff° subsequently be subject to a eoanpetitive bidding process.
VVhAe, AEP-Ohio proposes to enter into an agreement with GenResources to provide AEP

-Ohio cap°ty at per MW-day, we emphasize that based on the Co '°on's
decmon in the Capacity Case, AEP-Oluo wffl not receive any state
compensation capacity charge of $188.88 per MW-day from Ohio customers d. ' the
term of ° ,

As the Co ° ion understands the Company's desaiption of the g ataon
div ° , ati AEP-Oluo g tion facilities, except Amos and MiL , ° bewifl
itransfmed to GmiResources at net k value. Amos wil]I u1 ° teIy be
transferred AEP-Ohio operating affiliates at rket book value.

Staff rramm sorne concern with the impl tation of corporate separation and the
lack of the CompaTiyls hansfer of all debt and/or zn om y notes to GenResources.
Despite the S s tion,, tlc C on approves 'o's requests to
r pollution control bonds contin t upon a fAmg witia ° sionthe
d ting that AEP-Ohio ratepayers have not and • any costs assocmted
with the cost of servking the associated debt. More s y, AEP-Ohio ratepayers
shaR be d harmless for the cost of the pollution control bonds, as well as any other
generation or g ation related debt or inter-company by AEP-Qlv.o. AEP-
Oluo shall fiie such information with the Conimission, in this docket no later 90 days
after the ° msuance of this Order Acc y, the Co on finds tr subject to our
approval of the corporate separation plan, the electric distribution uttility should divest its
g ation assets from its noncorn °tive electric bution utility assets by transfer to
its separate competitive retail g tion subsidiary, GenRewurces, as represented in this
modified ESP. The Company states that it has n° of its intention to entez PJMIs

^^-
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auction process for th,e dehvery year 2015-2016, The C on wdl review the
renWning issues presen in the Company's Corporate Separation Case.

In regards bD the con °o and , contends that
after corporate separation AEP-Oldo cannot simply pass-through the tion revenues
it recmves without evulence that prudent consatent with Section
4928.1 x2)(a), Revised Code, and AEP-Ohio has done nothing to establish $ 255
MW-day for capacity is prudent. The price of 5 per MW-day is unrelated to cost or
market rates, and according to FES, appears to be w above market F re,
ConsteUation and Exelon wri s Fein ed that Exelon made an offer of energy and
capacity and an offer for capacity ®rely to serve AEP-Ohiors SSO load June 1, 2014 through
May 3 2016, alower than the Companas a part of this $n "ed
ESP. llataon and Exelon emphasize ' does prohibit an FRR
entity frorn niakag bila in to meet its capacity obli t .
( tion/Fkelon ]Ex.101 at 17-19). FFS notes that acco ' to testiniony offered by
AEP-Oluo wibifts Nelson, $255 MW-day for capacity is on costs nor mdexed
to the ket rate. F , FES points out that AEPSC is negotiating tim contract for
both -Ohi.o and G es. -OIiio has no ' t, based on the testimony of
W. Nelwn, to evaluate whether cost of its contract with GenResourm for SSO service
could be reduced by core °g with another supplier. Based on the record ° e, FES
argues that aspect of the sn ' ed ESP does not comply with the req ' ents of
Section 4928.143(B)(2)(a), Revised Code,, and the cconh-act betwom AEP-Ohio and
GenRewurces, afteT corporate sepasation does not co^:^y'ly with ffie C Edgff
guidelines, which direct that no wholesale sale of electric energy or cappacity between a
franchised utility with captive customers a nwkd-regWated power sales

°° te niay take place without first receiving FERC au ° tioon for °onthe
under . 205 of the Federal Power Act. (fr. at 5 26; FES Br. at 102-105.)

The C ° si finds, that once corporate se ti is effective and -Mo
pmcures its ° pneration from GenResources that it Ls appro ° te and mawnable for oertam
revenues to pass-dirough AEp-0hi® to GenResources. 5 y, the ues AEP

-Ohio receives,after corporate separa ' is zrnpi en , RSR which are not
allocated to recovery of the deferral, revenue equivalent to the cap °ty charge of
$l .99/ y authonzed in Can No. 10- EL-UNC, generation-based revenues
froan SSO customers, and en for energy es to shopping , should flow to
to GenResources. We recognize, as AIEP-Mo acknowledges FE'S 'discusses in its reply
brief, that the c act between -Ohi.o and esources is au ' to prior FERC
approvaL We do not make, as a part of our review of the Company's nioMed ESP
application, any expressed or implied endorsement of the term or conrditions of the AEP-
Ohio contract with GenResowces, as presented in this case.
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14. G ' ART
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The Company's modified ESP application proposm the co ° tion of the
gri T rlder approved by the Commission in the ESP I Order, with two
m° cations. F'̂ rst, AEP-Ohio requests that the MuM4ART° rates for the CSP rate zone
be exp ed to the OP rate zone. Second, -0luo requests that the net book value of
meten redred as a result of the gridSMART project be deferred as a for
amounting Currently, the net book value of as a result ofPhaw
1 of the gn T project° are charged to expmw net of salvage and net -of meter
transfers and mcluded in the over/under calcuIation of the rider. The Company expects to
complete the izon of gridS Teqtiaipequ Phase 1 and to complete
gridSMART data su ' ion to the U. S. Depwwient of Energy on Phase 1 of the project
by December 31, 2013, with the evaluation to be completed March 31, 4.
Further, AEP-Ohio states that the Company ut s to deploy elements of the gddSMART
program throughout the AEP-Oluò  as part of the proposed DIR program
proposed in this proceeding. ( -Ohio Ex.107 at 10; AEF-Ohio Ex. 1at 9-13.)

OCC and APJN subm'st that to the extent that the Company proposes to include
grrdS T costs in the DIi2, numeraw comwm that need to be addressed
before the Company zs auth ' d to proceed. , C, retort that the
Company's proposed exp 'on of °dS T project, any evaluation andthe

yanalysm of the success of gndSMART Phase 1, is t't}q
pnnciples and d be °rejected by the 'ComuussiorL Therefore, ffiese °es recommend
that the Company not proceed with Phase 2 until evaluation of Phaft 1, is complete, on or
about Mazch 31, 2014. (Staff Ex. 105 at 5-6; OCC/ APJN Br. at 96-97.)

More specifically, Staff reasons that the costs of the exp ion of various
gridSMART 1°es have not been d ° ed, the benefits of the gridS T
expansion defined nor cu er acceptanm of such t'ec lo ° evaluated. In addition,

chdins that the Company has stated that certain compo ts of the aging distributionStaff
mfmstucture do riot support gri ART technologies. Despite StaWs pmemm on the
co c t of Phase 2 of `dS T project, Staff does oppose thethe
Company's ans tion, at the Company's of recovery, of proven
distribution bwbmlogies that can proceed d#ly of gridSMART, which address
near term ation °a °°ty concerns, such mtegrated voltage v' ti control
(IVVC), and do not present any security or in °'ty ° es or violate re ` nis
set forth by the National 'tute of Standards and Techrwlogy Interagency Report. Staff
endorses the continuatton of the gri T rider to be c d from all -Ohio
customers. Staff emphasizes that equipment should not be recoverable in the gd T
rider until it is installed, has completed and passed th gh testin& and placed

ice (Staff Bx.105 at 3-6; 107 at 3-13.)
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-0hio points out that no interv any o °°on to the
continuation and pleiion of gridSMART Phase 1 and, accordingly, AEF-Ohio requests
approval of this aspect of the °modified ESP. -Oluo that the C °°on
provide some policy guidwm on whether the Company should proceed with the
expansion of the ° RT pr am.

As the C °'on rioted in P-Ohio's ESP 2 Order

t is zmp that steps be takm by the electric utilities to explore
and implement teclmologies... that will potendaUy provide long-term
benefits to the el °c u°'ty° Gri RT Phase 2 wkll
provide CSP with beneficial information as to iinpl enta ° n,
equipment preferences, atsWmer "pectations, and auftmer
education requhwmts... More r ° ble . ° e is . . ly ° to
CSP's customers. The Co °ssion strongly supports
iinplem.entation of [advanced J and DA
f° ' taon au tton igaitiative], w-ith HAN Dxmw area ork],
as we °eve these advanced technologies° are the foundation for
AEP-Oluo provi ' g its customers the a°'ty to beu)er ge thek
energy and reduce their energy costs.

I Order at 34-35.)

The ° ion is not wavering in its conviction as to the benefits of ' T.
Thus, we direct AEP-Ohio bo continue °dS 1 project and to complete thethe
review arkd evaluation of the project We are approving the Company's request to uutiate
-% 2 of the gridSMART project, prior to the March 31, 2014, completion of the
evaluation of gndSMART Phase 1, witb those tteclhnologies° that have to-date demonstrated
success cost-ef 've. To require the Company to delay any further expansion or
xra.s tion of gidSMART is unn ' y- ve with respect ^ to
deployment of successful °°vfdual smart gnd systerns and teclmologies used ut the
project. The Company its proposed 'on of the T prqect,

°dS 2„ as part of a new grz.dS T applicaRon, ' mcludmg 'cient d°
on the equap t and t lo for the C ° i to evaluate the
d at success, cosf 'v , cusbDmer aaccepbmce and f ibffity of the
proposed technology. However, the CDmpany shaff include, as Staff rec , IVVC
only within the °'bution investment rider, as IVVC is not exclusive to the gri RT
project TWC supports overaU electnc° system reliability and can be installed without
the presence of grid smd technologies, although IVVC mhwxvs or is necessary for gnd°
smart logy to operate properly and e#fi+ciently. F urtimrinore, the gri T Phase
I rider was approved with °°ta ° as to the equipment for which recoveryspecific
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could be sou a dollar °°tation.27 Any gridSMART investment beyond
1 pilot, which is not subject bo very through the DIR mech ° should be recavered
dmmgh a °nwchamm o current WWSMART rrider, for exmple, through a
gridS T Pham 2 rider. The current gridSMART rider allows for recovery on an "as
s t"' basis, with audits directed toward traing-up, experKbhuvs with coll °ons dmmgh
the rider rrate: Keepmg subsequent non DIRu ° gndSMART oqmuhhuvs in a ntsv separaffi
recovery facilitates or+c ent and a Conmdssion d that
recovery of gridSMART investment occur orily after the equ instaUed, tested, and
is m-semm With these '`oatiores, the 'CommLssion approves Company's request
to continue, a part of .this° modified E , the current gridSMART rider meduvism,
subject to amual true-up and reconciliation . wd on the Company'sy's prudently hxua-ed
costs, and to "tend the rate to include OP as well as CSP s.

We note gridSMART Phase 1 rider w' evaluated for prudency of
exp di , rec ' ed for over- and undeg v°es and the rate m ° xn adjmted
in Case No.11-13 EL-RDR, with the rate effective beghudng Sep ,1, 2011. Despite
the Co on`s February 23, 2ff12 rejechon of application in` 2 p ° &
the recovery of the gridSMART rate niechanism co ° u consistent with
issued March 7, 2012 A ° ly, the gddSMART rider rate mechanism approved in
Case No. 11-1353-EL-RDR continue at the current rate until revised by theshaU
Co ''on. We aLso note that in Case No.11- RTPRDR, the Commission deducted
an amount pany's daim for the loss on of el "cal
nieters. The Co °'on notes, as we stated in the Order issued Au t4, 2411, that we
will address the meter e zn tte Company's 'pendmg gri RT rider appli4cation,
Case No. 12 EI-RDR, and no ° g in this Order on the modified ESP should be
hiterpreted to the contr

15. TransmJssigIg%LRecov= Rider

Pummt to commission au rity, as set forth u1 Sechon 4928 .0.5(A)(2), Revised
Code, and the rules in Chapter 4901:1-36, CG.A.C., electric n'°ti may seek recovery of
tr ° on and ttransmissim-related costs. Through modified ESP, AEP-Obiothis
proposes only that the b-ansnussion cost recovery rid ) meduffmms of the CSP
and OP rate zones be corn ° Company proposes no to
mecbardsm as a part of this ESP-Ohio Fac.111 at 6-7, -Oluo Ey- 1 at 8.)

The Co ° ion notes that the nt TCRR process has been in place since 2 009,
and aperafies appro ° bely. As stmehued, with the TCRR me over- or under-
recovery is acc ted for in the next semi-amual review of the TCRR m 'sm For this
reawm we do not expect any adverse rate impact for +ccsstDmers with the combitsmg of ft
CSP dOP TCRR rate m .Given the merger of CSP into OF, - ' eas of

27 1 Order at 37-38; ESP I on Rdkaring at 23°24 (ruly 23,
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December 31, 2011, the C °'on finds -O ''s request to combine the TCRR
nn ° m to be r ble. The Co ° ion directs U-tat any over-recovery of

' ion or ftarmnission-related costs, as a result of c ° g the TCRR m °sms,
be rmoncded in the over and under-recovery component of the Company's riext TCRR
rider update.

16. Enhanced SmTice R . " .tv Rider

As p of AEP-OMds ISP 1 c ® AEP-Ohio proposed an enhanced service
° bility °nder )- program which ° uwluded f co p , of .°r1i ordy the

'dora to a rycke- veg tz g approv by"the
Commission. In . ..ed ESP, -Ohio requestr, co " txataon of the the
Company's tmmtion to a four-year, cyde-based ° g program Further, the
Company proposes the unification of rates for each rate zone ' mto a snigle rate,
a&justed for antidpated over the term of the ESP, carrying cost on
capital assets °° tion. P-Ol ° °ts t before the initiation of the
ttransitional v iion management program the number of tree-related c' °t outages
had graduaRy in . However, the Comp ►any states that witl, the ar-itiadon of the new
vegetation managenient pprogram the number of bw-caused outages reduced
and reliability has improved. AEP-Ohio proposm to cornplete transition from aservice

oelfomumce-based program to a four-year, cycle- program for all of the
Company's '° tion 'circuits as approved by the Co ° i®n in the 'or P.
I-fq er® the Company notes that the vegetation g er•_= p¢rt w-ds implenciented as a
five-year transition program and, as a result of the delay in adop ' g a second ESP and
increases in the expected costs to complete imple tation of the
progani, it is now necftsary to ampl tataon penod to mclude additional
year into 2014. AEP-Oluo requests funding for 2014 for c pleb
of the transition to a cycle-based vegetation numgement program of 6°°on and an
in increase of $18 °°ors annually to cycle-based pr °(-
Ofuo 107 at 8; AEF-Ohio Ex. 110 at 5-3.)

StW supports continuance of the ESRR u 4 but not any cost
thereafter . Staff reasons that 2014,after the Company's transtion to a f ye , cycle-
based v tion mamgenwnt pr complete regtdat e
pursuant to tlw program • be part of the Company's nornW o tio ® the cost of
which should be recovered through base rates not drough the EOR Further, Staff argues
that the ESRR funding level for the period 2012 through 2014 is overstated due to the

reflected in the Cosnpany`s recent distribution rate 28
Acco ' to , to reach the rate base in the Stipulation in the '° tion rate case,
Staff agreed tv an ° nwrease fn the revenue require . t for csP and ®P wh ° rpora ed
an armual uiar in vegetation nianagement operation and ce expense of $17.8

29 Irc re AEP Ohio, Oph-don aad Order, Case No.11-351-5L et al. Peow*w 14,2011).
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''on annuaUy for 2012 dwough 2014 over its reconunendation in the Staff rt. For
that reaso4 Staff thatv °an manamxnt operation e
must be reduced by $17.8 million armuaRy for the period 2012 fl-ffough 4. F , Staff
recommends that the Co °'on dh-ect AEP-Ohio to file, p to Rule .1-10-
27(E)(2) and (3), O.A.C, by no later 31, 2013, a revised vegetation
nougemenr program wbich' co °is the Company to complete end-to-end ° g on
aU of its distnbation' ts every four years ° g January 1, 2014 and bbeyoncL

106 at 1114; Tr. at .)

AEP-Ohio ret" t'Staff i that the S#ipulation, and the
Conmdwion Order approving the Sti.p tiono in the Company's '' ti rate case do
not d° any increase in the ESRR b -Ohio requests that the °Commnsion
Mect S s view of the rate case settlement unsupported ' pr, , after the
issuartoe of a ' non-appealable order in the case. As to S's proposed ° tion of
funding after 2014, the Company offers that such would the benefits of the
cycle- ' g. (AEP-Ohio Reply Br. at 76-77.)

The C ° ion concludes that while the Stipulation in the distrnbutron rate case
refteM an °nieream xn the basehne operations and inamtenance expense from the level
recommended in R is no evidence in the Stf tion or the
Co on's Order adoptmg° the Sta taon whic,h § jfx y suppmU a$17.3 °'ora
uxTease in operations and mauitmmnce expense for the vegetation management program
Acco ` y, the C ion approves the con ' tion of vegeta tion management
pTogram via the ESM and merger of the rates, as requested by the Company for
of ''ed ESP, through May 31, 2015. VNi ° days conclusion ofthe the
ESRR, the Company shaU make the ary fding for the final year
reco °° tion of the rider. We direct' -Ohio to file a revised vegetation management
program consistent with this Order and Rule 4:1-10-27 (2) and (30A.C., by no later
ffim December 31, 2OIZ We see to w ' matd December 3 for the fihn& as
requested by Stak in light of our ruling in this Order.

17. _ r °c-i Peak Reduction Rider

Tluou modified fsP, the Company proposes con ' uadon of the
EE/P'DR Ri , with the °'cation of the ra into a smgle rate. The ]BE/PDR rider
would continue to be, as it ° e its adoption in the ESP 1 ca O updated
annually AEP-Ofuuo notes the proposed accounting for the EE/PDR rider, is
over-under acco ' g with no mn-fmg charge on the utv no mnying charge
on the over j er balance. The pany states that it bas developed energy efficiency
and demand response programs for all customer segments and tlamugh the
implementation of the pprograns customers have the potential to save a tely $630

29 X Ordw at 41 ; 2EOR at 27-31.
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'on in reduced electric ®ce cost over the li{e of E , the EE/PDR
progran-a cause power plant emissions to be reduced. AEP-ONo tesfified that its energy
effwierkcy and peak d d for 2009 gh 2011 have been very
successful in meebng the bencbrmrks. pany's request to continue
the EE/PDR rider. ( -Ohio Ex 107 at 8; AEP-Ohio Ex 118 at 11-]tZ- Staff Br. at 31.)

The C on approves the nvnZu of the EE/PDR rider rates for the
OP rate zorms and, for of flds modified ESP, the continuation of the /PDR rider
as adopted in the ESP 1 Order and su uently confirmed in each of the Com y's
succeeding EE/PDR cases. In addition, as we established in our analysis of the IRP-D
credit, IRP-D credit promotes energy e' , it is appropriate for AEP-Ohio
to recover any costs ass ° ted with the -D under the /PDR rider, as opposed bo the

R. Further, the Conunission dhects -O °o to take the ap p° te steps necewary to
bid the energy efficiency savings fimded by the EE/PDR rider into
residual auciion and aU subsequent auctions held d ° 8 of the .

18. Emnon-dc elo t Rider

-Oltio's modified ESP application requeet approval to continue, with one
m° catior1, the non byp ble Econonuc' eIo t Rider (EDR) The EDR
mechamm recovers the c ,° mcenfives, and forgone revenues with new or
exp ` g Co ' ion®ap oved specml' arrangements for economic' development and
;ob retentiorn. As currently desi d, the EDR rate is a component of eac-h custo s base
distn'bution rates. The Company wishes to merge EDR rates for each of the rate zones
into a single EDR rate with the EDR rate to continue in a1l other respects as approved by
the C ° n in the ESP I Order Company's subsequent EDR cases, As
currently approved by the Commission, the EDR is updated ` ally and the

a accounting for the R, being over-under accounting with no carrying charge
on the investment and a long-term in t on any unrecovered balance.

P-OMo states that the EDR support& Ohzo's effechveness in the eeobal economy as
required in Section 4 .02 , Revised Code. AEP-Ohio asserts that the proposed EDR is
reasonable and should be adopted as part of the m ' ed ESP. (A -Ohio Ex Y11 at 3, 7
and Ex. D -5; AEP-Ohio Ex.107 at 8; A-Ohio Ex. 118 at 7,13.)

Staff supports Company's EDR proposal (Staff Br. at 31). However,
APJN argue the Company allocatea the EDR rrider based y on dastribution revenues as
opposed to current total revenues (distribution, tr ° ion and generation) between the
customer dasses in comphance with Rule 4 :1- (A), O.A.C30 OCC and APJN note

30 Rule € :1 A)(4), ®AC., sta .

The amount of the revenuerecovery rider be spread to aIl customers in proportion
to bafion between and among . subject to chuge,
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that the Commission approved. Dayton Power & I aght Company's EDR application with a
smular' ailocation to the one they are pr ° g AEP-Ohio be required to adopO

The Company argues that because tr° ian and gmmtbon revenues are
recovered only from its nonshopping customers, ttrat OCCs and 's proposal would
adtu-illy result in residentid cus responsible for a greater gmre of the delta
revenues than under the current allocation method based ordy on distribution revenues
paid by °Aoppmg and non-shopping custmwm Further, AEP-Oluo notes that the
Co ' ion rel by, OCC in the ESP 1 cases and requests that the
ConunWon again r ° proposed change in the allocation methodology. (A . rQh.io
Reply Br. at 78.)

The Co ' sion rejects OCCs and JN's request to r basis for the EDR
allocadon, given that the EDR is a non b ble rrider recovered shopping
and non-sho ' g customers alike. We recognize that the EDR acts to attract new

to faafitate the expansion of exis ' businesses in Ohio. In order to allow
AEP-Oluo to effectively promcte econonnic development to customers in its service
territories, and continue its positive corporate presence in.co unities througbout Ohio,
as evidenced by multiple witn.esses at the public hearings, we find it reasonabIe for AEP to
mamtain its corporate headquarters in CoI ,®hio. at minimum, for
of ° ESP and the subsequent oold "on period assoaated with the deferral coft
mduded in the KSR. Further, the Commission finds that, the EDR, as a non b ble
rider, is recovered all AEP-Ohio shopping and non opp° cns^tom . Therefore,
we approve the Company's request to merge the EDR rates for the CSP and OP rate zones
into a e rate and bD otherwoe°,contin.ue the EDR mechanism as previously approved
by the Co ' sion in the Com J^s ESP 1Order, as mm^ or darified in its subsequent
EDR pr .

Additionally, in light of the ex ua ° ecmwmk , the C
hereby oard Company to 'reinstate the OIuo Growth Fund, to be funded by
shanholders at $2 ° ion per year, or portion thereof, d. ° the teim of ® . The
O' Growth Fund creates private sector econ °c development resources to support and
work in co ' "on with odier urces to attract new anvestment and mi ve j ob
growth in OIaao.

aherablom or °moddwabon by the comaossforL The ekxtw° utUfty shall fzle the propcted
fmpwt of ffie proposed ridez on all cmswmm,

31 See In re Dayton Power & ' t Com , Cam No. 12-815-EirRD& Order (Apzil 25,
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19. 5tgm D ge Recovay

-Ohio proposm a storm damage recavery mechanism be created to recover any
Mmmiental opuLses incurred due to major storm events (AEP-Ohio Fx.11Q at 20). AEPL
Ohio provides that the ' rn would be created in the amount of $5 °°on per year
in accordarice with 'Uhle- r^ Case Nos. 11-351-Str 11-352 Efr In
support of the stom ge recovery m ' m, -Qhio wiftww atrick notes
that a t the foremW operation ° t e( would be
cmstantly diverted to cover the mcpense of major s , which could disrupt planned
Mal egG#vzties and impact system reliability. The d ' tion of what a major
swrm is or is not would be detern-dned by nwdwdology ouflhied in the IEEE G` e for
Hectnc° Power L)istra tfon ReBability Indices, as set forth in Rule 4 :1-10-1 ), O.A..C.
(Id.) Any capital costs that would be incurred due to a major storm would ei become a
com t of the DIR or would be addressed in a` tribation rate case (Id. at 21). Upon
approval of the rm damage recovery mechamann, AEP-Oluo wdl defer the ` nicremental
clistsilbutio!n oqxmses e or °°on storm ° g with the
effective date of January 1, 2012 Ex.1Q? at 10).

C notes that while AEF-OWds whW storm tIy
unknown, it is likely that A -Oiiiu ° rnore ° °on based on °bistonc data,
whwh uichcates the average annual e to a tely .97 °hon per
year ( C Ex.114 at 20-21). In addition, C explains that AEP-Oldo failed to
carzy charge rate for any storm damage defexr , but su e not be
calculated using AEP-Ohio's WACC, as the mechanism does not include capital costs
(OCC Br. at 97-98). C su ts that AEP-Ohio u ° ° its cost of long-term debt to
calculate carrying charges (Id.).

In esffibi` ° g its storm damage recovery -0hio fafled to specify
how recoverY of the def would actually work or would omw. proposed, it
is unknown when AEP-Ohio would seek , or whedwr any ° g over c'r under
nilthon would become a deferred asset or ha °°ty. As it currently standg,
damage recovery medmism is open-ended and should '"ed. -

Therefore, we f°md that AEP-Oluo may be ° deferral of any mcremental
dis ° taon eqxnses above or below $5 year, subject to the foll ' g
modifications, r, throughout the of the modified ESP, AEP-Ohia shaU

' a detailed acoounting of all storm expenses wi ° its stmm deferral account,miuntam
including detailed records of all uiudental costs and capital c . AEP-Ohio shaU provide

` mf tion ann y for f to auclit to determw if additional p ` gs arettus
nnecessmy to establish reco V er; `e^^els or r as necessary.

In the event AEP-Oluo ' mcmrs r due to one or more ttnexp large scale
storms, AEP-Oluo s a new docket file a separate applicat;on by December 31
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each year throughout of the m°ied ESP, if necessary . In the event an
app ' tion for addition-at damage recovery is filed, A-Oido s the burden
of proof of demonstrating all the costs were pnxlenfly r Ie. Staff and
any ° mtemted parties may ffile co ents on the application wtftn 60 days after -
C}hio dockets an application. If any objections are not resolved by AEP-0hio, an
+svidentiary heanng ' be scheduled, and ppartws ° have the op °ty to co uct
discovery and testimony before the Co °'on. Thus, OCCs concem onpresent the

tiadculafion p ' te carrying charges is prematum

2D. Other Ism&s

(a) C ° ble Service Riders

In ESP 1, based on the lack of certain tion in the recorcL
detmmined that cmto ble arran ts with -Olzio, ° u` g, but
not lintited, to, efficierkcy/peak d d. reduction anangements, ecmwmicenergy
development ents, unique ts, and other s schedules that
offer servke °dLwounts from the appiicable Unff rates, prolubited f r
p°cipatting in a PJM demand response program (DRP), unless and until the Commission
decides otherwise P It at 41). While the Commission opined on the ability of
customers in reasonable an-angements wi.th AEP-Otuo to parbapate irt PJM DRPs, the
Con+mi4sion did not, in the context of the F'SP 1, address the ability of AEP-Obio's retail
cus to participate in PJM DRPs.

On March 19, 2010, fn Case Nos. 10-343-EL-ATA and 10-344-EL-ATA, AEP-Ohio
filed an app ° tion to amend its emergency cu ° t service riders to perrnit customers
to be eligible to participate in -Ohso's DRPs, ° ate their cmstwm-Ated
and assign the resources to AEP-Ohio to meet with the pany's peak demand
reduction mandates or co "to,o `dpation in PJM DRPs.

As a part of this modified ESP, -Oliio recognizes customer p..padon in the
PJM y or through third-party a a proposes to eliminate two tarffi
s °, Rider Emergericy Curtailable° Services and Rider Price C ° ble Service, as no
customer currently receives service pursuant to either rider. EnerNOC endorsm
aspect of ABP--0Ivo°s m°'ed ESP application on the basLs that its supports the
provisiom of Section 4928.02(D), Revised Code- (AEP-Ohio Ex. 100 at 9; AEP °o Ex.
111 at 9; ErterNOC Br. at 5-6.).

We concur with the Company's request. Accor ° gly, the Company should
el' ° te RY C ° able Services and Rider Price C ° ble Servwe° from
its ' se " off ° gs and Case Nos. 2 EL-ATA and 10-344-EL-ATA, closed oftanff
record and d° .
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(b) 9PAmff Rate imgad Cap

-70-

In order to ensure no customers unduly burdened by any urwxpected rate
impacts, as well as to rnitigate any customer rate changm we dh-ect -Olrio to cap
customer rate mcreases at 12 percent over I rate plan biU schedules for
the entire term of the modified ESP, pursuant to our authority as set forth in Section
4928.144, Revised Code. The 12 penent 't shall be detemdned not by overaR customer
rate cLusm but on an in d customer by customer °. The customer rate ' unpact
cap applies to i approved wi modified' P° Any rate changes that a
result of past ,° ffwludmg- any tn tion p ° gs, or in subsequent
proceedings are not factored into the 12 percent cap. F , the 12 percent cap shaU be
riornuihwd for eqmvalent usage to ensure that at no point any °.vidual customer's biR
impacts exceed 12 percent. On May 31, 2013, AEP-C?Itao should fi1e, in a separate
docket, a de ° ed aocoun ° of its de al impact created by the 12 percent rate cap.
Upon -Ohio's filing of its deferral c taons, the attorney establish a
procedural sch ule, to consider, ammg other things, the deferral costs created,

'oxa to adjust the 12 percent °°tm as necemary,
throughout the term of the ESP.

(c) AEP-Ohio's Quts iM FERC BgVests

The Co ° ion takes notice that American Electric Power Service Corporation
filed a renewed 'on on dOhio's behalf for wcpedited °gs on July 20, 2012, in
FERC docket numbers ER11-2183-001 and EL11-32 . In ffie event PERC bdus any
action that may si `. ntly alter balance of this C '"on's order, the Co ° sion
wfli make approprlate ad° ts as nmmary. ificaffy, pursuant to SectlQn
4928.1 , Revised Code, at the end of each amual period of this modified ESP, the
Cznnnrmm shaR c °er if any such adjus ,° uwluchng any that may anse as a
result of a FERC order, lead to si ° tly excessive e AEP-Ohio. In the event
that the Co ' ion finds that -6JIuo has si '°caantly excessive eammp, AEP-Oluo
shaU return any amount in excess to consumers.

IIL IS TBE PRC) MORE FAV®RABLE IN TBIE AGGREGATE AS
C® A TC? ilffl T5 THAT WOULD OTHERWISE APPLY VNDER
S ON 4 .142, REVISER CODE.

-0luuo contends t the ESP, as proposed, inciu ' g its prricing and all other
terms and conditions, is more favorable in the aggregate as compared to the expected
results that would oduwwLse` apply under an O. To properly conduct the statutory test,
AEP-oluo states that the proposed, ESP must be viewed in the aggregate, which includes
the statutory price test, ' ble benefits, and the consideration of noirother
q le benefits (AEP Ex. 114 at 3-4). In evaluating all of -Ohio
witrmm Laura Thomas c udes that the proposed ESP, in the a be, is more
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favorable that the results that would ofluwwise apply under an MRO by a tel.y
$952 miUion ( -C3hio Ex. 115 at Exbibit LJ'T 1, page 1). In addiBoa^ Ms. Thomas states
that numerous benefits that are not readily quantifiable (Id.).

In condu ° statutory price test, Ms. Thomas Iazns that she utdized Section
4928.200, Revised Code's ° terpretation of market prices for guidarice in de ° g the
competitive bmdmwk price. In b° ° competitive berwlmiark AEP-Ohiothe
used ten componerft u' the ca °ty ro t, wkdch mncIudes the capacity cost
that a supplier would incur to serve a re ° custDmer wi ° -O °®s se ° e terntory
(AEP-Ohio Bx.114 at 15)_ AEP-Ohio ,concluded that the capacity cost to ufihzed in the
statutory pnce best should be .72 jMW-day, based on the notion th-Ohio will
operahng under its FRR obligation and capacity cost rate for AEP-Ohm° should
u°' ed in the competitive benchnmrk price- By using .72j -d ay® . Thomas
concludes that the statutory price test shows the P is more favorable dmn an MRO by
$256 million (AEP-Ohio Ex. 114 at LJ3'-1 page 3). Ms. TTho.mas also conducted an
al tive pnce' test util° ` o®tier capacity proposal numbers of $146 and as
the capacity costs, and concludes that m ° would be more favorable

C3 million (Id at LJT-5 page 2). In liglit of the Commission's d°'on in Case No.
10-2929, AEP-Ohio indicates the use of the $1 88.88 capacity price would result in the MRO
being slightly less favorable by $12.6 °°on, but when factoring in -4Uo's energym-
ortly sliee-of-sys auction the statutory prxe test comes out almost even, with the MRO
being slightly more favorable by a ro ' taely 2.6 "'on (AEP-Ohio Reply Br. at 97-99,
A t B).

In addition, as AEF-Ohio exp ' that thestatu proposed
be reviewed in the aggregate in addition to the prke test, other quantifiable benefits need
tio be considered. 5p ' cally, AEP-Ohio points to capacity price discount from AEP-
Oluo's .72j y#o the two-tier discounted capacity ` ing for CRES provides,
which results in a benefit of $988 °on. In add°ation, in her aggregate test, Ms. Thomas
acknowledges that whale the RSR is a beriefit of the proposed Yn °°ed ESP,
cost $284 . °on d ° g the terinof . Ms . that
should not be cormdered in the aggregate analysis as the results would be the sam under
the proposed or an MRO, but notes if the Co ' sion detnudrtes o ' e the
consideration of GRR would reduce the quan °° le benefits by approximately $8 "°on
By additional quan `' ble factors into consideration in addition to the resWts
under the statutory test, AEP-Ohio asserts that ^e tOW quantifiab'e ^ nefits of the
xr► ° ed ESP are $952 ° °on based on the statutory price test using .72j -day
(AEP-Ohio Ex. 115 at LjT®1).

Regar ° g non ° able benefits, AEP-Oluo states that the modified ESP will
prmde price cerwzq for SSO customers whiie pr ting maeased customer shoppmg
oppo °ties. AEP-Ohio provides that the modified ESP ° ensure financial stability of
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-Ohio and provides for a necessary transition towards com °tion while
adawwledging -Ohio's exwting co obligations. -Ohio also
oopirwa that the ' e+d ESP advances state policies and °as consistent with Section 4 .02,
Revised Code.

In addition to the statutory test conducted by -Ohi.o witness Thomas, several
otber parties conducted tutory test pursuant to Section 4928.143, Re °
OOC, FES, IEU, aRege that the tea y in • teffi that the

irwdified ESP produces results that are less favorable than what w d offiermn apply
under an MRO by figures ranging frozn million to $1.427 billion ( See C Ex. 114, DER
Ex. 102, IEU F.x. 125, FES Ex. 104, and Staff 110). S y, C wi Hixonn
points out that -Ohio's assumption of a .72/ -day capacity charge is
° pprop ' te, but ra , the capacity charge approved by the Co ° sion in Case No.
10-2929-EL-UNC should be u'` d. Further, OCC notes that any costs 'assocmted with the
GRR should be included in the statutory test as the GRR would not be av ° ble under an

O(Id. at 14-17). In additioxi; C poinft out t in consid ' g any no .. ble
bmefits associated with the in ' , the aggregate t should consider additional
costs to customers ia with items such as the DIR, F5 , and gddSMART rider,
which, while not readiiy quantifiable,° are _n¢?y known to be costs associated with the
modified ESP (Id. at 18).

FES and IHU raise conce in utilizing -Ol°ri,®°s $989 'nuRion as a
q le benefit FES states that the C'o ° ioTt previously found the consideration of
discounted capadty pri ° be considered a benefit because it is. too speculative

Ex. 104 at 14-16, IEU Ex. at 50-53). IEU, D provide that -Oluo
overstated the competitive benchmark price by .' g to use a market-based ca 'ty
price, ' ed to properly consider the costs °assocmted with the modified ESP zncIu ' gand
the RSR, G possibly at 16-25, IEtJ at 49-72,1?ER Ex.102 at 3-6). W .

concluded that the statutory test indicat that the modified ESP is worse for
custoin the Stipaxlatioat ESP, and approval of would
development of a competitive by 1' 'ting CRES vide& ability to pr °de
alt tive offers to mstomers W Ex.104 at 3841).

IIEU, D OCC aTgue that Ms. Tlhomas inco y assurned the (Ys
blending requhvment should have been accelerated, as it is unlikely the Co ° sfon
would authorize an MRO with any blending o the fault blendmg provisions of 70
percent IESP pricing and 30 prisang, as is consistent with Section 4928.142,
Revised Code (DER Ex at 3-6, OCC Ex.114 at 8-9). F , IEU suggests the Co '°on
consider the June 2015 to May 2016 deliver year as part of the statutory test analysis, as
AEP-Oluo is seeking Conm-dssion approval to conduct a CBP for the load
be °' g in jurte 5 under this modified application (IEU Ex. 125 at 79).
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Staff vntness Fortney conducted the statutory test by blending the market rate with
the SSO rates p t to Sechon 4 .1 ), Revised Code, but noted the market
rate is extremely uncertmn° due to volatility of forward contract pri.ces. Mr. Fmhiey
cakulated the average rates under AEP-Ohio"s modified ESP and compared them to the
results that would occur under an MRO on RPM prke ca °ty, $146.41, and $255. W.
Fortney conctuded that under all diree °os the rn ` ed ESP is less favorable, but
noted are other non-qu ' ble benefits, ' u° g -O ''s tr °ta to
com °tive niarkets, °wtuch would be ac °eved more q' y an MR
Ex. 110 at 3-7). FES revised W. Fortney's statutory price test using the $188.88 price of
capacity and concluded an MRO would be less e ° e by $277 Reply Br: at
B-1).

The Commission finds tbat, while AEP-Ohio made multiple errors in condu '
the statutory test, we believe that co 'ble based on evidence contam^°
wi ' record. Under Section 4 .143(C.')(1), Revised Code, we must determine
w er A -Oliio's has ssusbmed' its burden of proof of indicadng whether the pr'oposed
electnc' security plan, as we've modif cd it, .mcluding its pricing,
conditions including any deferrals and future recovery of deferrals, is more favorable in
the aggegate as compared to results that would otlierwise apply under Section 4929.142,
Revised Code. Further, we must ensure our analysis looks at the entire modified ESP as a
total package, as the Supreme of Ohio has held that Section 4928.143(C)(1), ° ed
Code, does not bind Commission to a strict price coanp ' n, btxt rather, ' tna
Co .' sion to consider other conditions, as there is only one statutory t that
looks at an en ' ESP in the aggregate (In Te Columbus S. Power C'o.,128 Ohio St. 3d 9A2,
407).

Th ore, as P-ohio pfesented its analysis of this statutory testr we first look at
the statutory 'crng wffl explore other p , te , and condibons of
the proposed ESP that q ,. ble artd n ' ble. In c ' g AEP-
Ohiors statutory price test, consist t with Section 4.143(C)(1), Revised Code, we must
look in pa-rt at the price -Ohio's proposed ESP, as we've modified it, with the price of
the results ffiat w d® ' apply under Section 4928.14Z Revised Code, The way
AEP-Ohio calculated its skatutory price test precludes us ftom accurately d ° g the
resWts that would otherwise° apply under a market rate offer, as it begm its analyms on
June 1, 2012.

To accurately determme what would otherwLse° apply under Section 4928.142(A)(1),
Revised Code, for the purposes of comparmg° it with this m° ed ESP, we begin by
looking at the statute for guidance. Section 4928.142(A)(1), Revised Code, mandatm that
any electric '°bution utility ftt wishes to establish its standard service offer price
through a market rate offer ensure the competitive bidding process provides for an
open. fair, and trans t competitive solicitation process, with a dear product d tion,
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standardized bid evaluation cri ' oversi of the process by an independent third
party, and an eualuation of the subamitbed bids prior to select-ing swin-ier. For the
Commission to appropriately predict the results that would oth under tifis

'wction, we cannot, in good c , compare during a ° period that has
elapsed prior to the issuance of this order. Nor can we, by statute, cOmPare this m°°ed
Esp price with what would otherwLse apply under Section 4928.142, Revised CDde,
be °° g today, as it would ' p °ble for AEP-Ohio to ' unmediately establish
ai te plan under Secfion 4928.14Z Revised Code, that meets all the statutory cri°
Therefore, Co ° ion to a o° tely compare of this
modified° with the results that w d ° apply under SechOn 4 .142, RevLsedotherwim
Code, we must determine' the amount of °tune it would take P-Ohto to nnpl t its
standard service offer with what would odwrwise apply under °on 4928.142,
Revised e.

As FES wi testified, a June 1, 2013 start date would provide AEP-Oldo
suf cient time to plan for auctions® develop bid ° g rules, and the auction stru , all of
which are ts of Section 492$.1 Code 105 at 20). In hght of
tius ny, we beiieve that we should begm° evatuating the statutory
approx° tely ten months from p t, in order to determine what would °otherwise
apply. Therefore, in cortisid ' g ` modified P with the resWts that would odmwise
apply under the statutory prgce t; will conduct the statutory price test for 'odthe
between June 1, 2013, and May 31, 7015.

FurOw, in condu ' g the statutory p' M. by u`..
$355.72/ y for the capacity component of the competitive bmwhmuk price. This
number was ° terally detemuned by -Ohio and justified° as AEP-Ohio's cost of
ca °ty, vw ° is en ° y inc is t with on's d ° taon ofthe AEP-
Ohio's cost of capacity being $1 .Althou we believe ®Ohao's use of the

5.72/ -day capacity figure`is flawed, not pers d by pardw who argue
the capacity component shodd based and reflect RPM pdm. These parties fail
to consider that AIEP-Olhio, as an FRR entity, ' be supplying capacity for its mstmmrs
duoughout term of this ESF, whether the customer is ' or the cus -mer
takes service through a CRES provider. Thus, even under the results that would °se
apply cons' t with Seedon 4 .142, Revised Code, due to AEP-Ohio's re °'
obligations, it would ° be suppi ° capacity to all of its customers gh 2015. We
find it is inappropriate to consider nmrket prices in estab °° g this capacity component,
even though RPM prices are consistent with the state cam tion mechardmi, as AEP-
Ohio is and wiIl rmain an FRR entity for the immediate future In conducting the
statatmy price test we shall use -Oiuo°s cost of capacity of $1 , as supparted by
Case 10-2929, for the competitive benchnwrlL
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Next, we need to address app ' fie blending method under the statutory
price test for period of Januazy 1, 2015 tluough june 1, 5. In light the clearly
defirted statutory blexhng pemmtages c ' ed mntlun° °on 4928.142(D), Revised
Code, as well as past Co ' ion precedent in conducting° statutory prrice bst we do
not find it appropriate to use a 100 pmvent b1 ' g rate for the final five months of the
modffled ESP. See Duke Energy Oluo, Case No. 10- E (February 23, 2011).
Accordmgiy, to adjust percentages of the MRO pncmg component that is
indicated in ABP-Ohio's reply brief to 90 percent of the generation 'servwe price and ten
percent of the expected market price for period between June 1, 2013 to y 31, 2014,the
co ' t with Secton 4928.1 ), RevLsed Code, and ° MRO pricing
component to 80 percent of the generation s " e price and 20 percent of the expected
market price for period of June 1, 2014, to May 31, 2015. By maldngthe these
mmodifications to the competitive benchmark as well as the $1 . of capacity
figure, we conclude that the statutory price test mchr-ates the zn ° ed ESP is more
favorable than the results that would oth under Section 4928.142, Revised
Code, by appr ` tely $9.8 million.

Our analysis does not end here, however, as we must now consider the proposed
.^^s oLhu provisions that are q .. ble. we previously essta ° h tn the
December 14, 2011, Opinion and Order, we believe AEF-Ohio address costs
assmmted with the GRR, as it is non-bypassable pursuant to Section 4 .1 )(2)(c),
Revised Code, and thus would not occur under an O. Therefore, the costs of
appro ' tely ° ion must be considered in our quantitative analysis. We understand
that the GRR is a placeholder rider, but we find that the costs associated with the G are
known and should therefore be incltaded in the qu °tative beiefft. °Likewise, we must
consider associated with the RSR of ap tely ''on in our
quantitative analysis.42 The inclusion of any def'erral amount does not need to be ° ud
in our analysis, as it would s' be recovered under an MRO pursuant to ''on`sthe
decision in the Capacity Case. After including statutor,y price test in favor of the p
by $9.8 `"on, and the qu ° ble costs of ..on under the 1R for

we find an O,is more favorable by a y

Ey statute, our analysis does here, however, as we must consider the non
quan ' able aspects of the modified ESP, in order to view plan in the
aggregate. We a owledge may costs associated with `°bution related

32 The tton of on is cakukted by 'takmg tfie rec®veiy unt and
subtr" the $1 figure to be devoted towards Ehe Capacity Cese ddftyaL as movery of this ddmral
w& occur under eedher an or an O. iJsmg LJT-5 an AM-Ohio Ex.114, when we conader the toW
c load of 48 • n kWh and multcplyy it by $1 over the term of the modified rewh a
&gare of $144 milion tv be devoted towards the Howevez, as the RSR recovery
amonnt increasm to $4/MWh in the final year of the modified BS'P, we also must accouid ior an hxreaw
in the RSR of $24 mfflwzt, which is also mkulated by comwW load in LjT-5. Thftlefore, the actual
anumnt whkh should be bwluded in the best is
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riders gndgauft and ESRR that z y are not read°zly quan ° e, we believe
any of these costs are si ° c y outweighed by the non ° ble benefits this

.ed ESP leads to. AI gkt these 'nders may end up having costs assoaated with
would support zeliability im provements, ° h wiU benefit all AEP-Ohio

cus , as well as provide the oppmWnitỳ for cuswniers to utitize effxmwy pprogwm
that can lead to lower usage, thus lower costs. Further, these co be mitigated
by zn auction percentages, ' u° -slice auction, modified
to ten percent ewh year, whiclr wM offiiet some of these costs in the statutory and
moderate the impact of ' ed ESP. F , the acceleration to 60 ent ofthe
Ohio's ftwU oniy auction by June 1, 2014, not y enables customers to take advantage
of market based prices, but abo creates a quaIitative benefit wluck while not yet
quantifiable, y well exceed the costs msocated with the GRR and RSR.

In addition, ° e and the mclusion of the deferral withm̀ the RSR are the
niost si ° t cost associated with the nn ' ed ESP, but for the RSR it would be
inipossibie for AEP-Ohio to completely partidpate in and capacity based
auctions beghuflng in June 1, 2015. Although decision for AEF-Mo to ition
towards competitive is somediing this Co '°on strongly supports and
the General Assembly antictpated ut ei-Lacting Senate Bill 221, that the
decision to move towarda competitive awket pricing is voluntary under the tute and in
the event ` is withdrawn or even replaced with an MRO, there Ls no doubt that
AEP-Ohio would not be fulty enpged in the competitive marketplace by June 1, 201&

The most si ' cant of the n °° ble benefits is fact that just under
two and a haff years, AEP-Ohio ' be deliv • g and at market prices,
whwh is si ° cantly earl'aer than what would o °se occur under an MRO option. if
AEP-Ohio were to apply for an MRO it is not feasible to conclude that energy would at
market prices prior to June 1, 2015, even if the Conumwion were to accelerate the
pexamtages set forth under Section 4.1 e: n years ago our
general assembly approved le ° tion to begm' paving the way for electnc° utdities to
tramiition towards market-based pricing, and provide consumers with the abillity to choose
ffim° electnc ation supplier. While the process has not been easy, we are confident
that this plan will result in the outcome the general assembly. in ed under both Senate
Bzl13 and Senate BilY 221, and ° ed ESP is the only means in which this can bethis
aaccomphshed in less than two and a haff y . Further, while the modffied ESP wilt lead
us towards true com 'tfon in the state of Ohio, it also emwes not only that customers
will have a safe harbor in the event there is any unc • ty in the competitive markets by
havutg a constant, certani, and stable option on the table, but aLso that AEP-Mio
mamtdm its financial, stabitity necessary to continue to provide adequate, safe, and
reliable service to its custmiias. A r" gly, we believe these non-qu ° ble benefits
si ° tly outweigh any of the costs.
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Therefore, in wei ' g the statufDry price which favors ESP by
$9.8 million, as well as °quantifiable costs and benefits associated with ° edthe the

, and the no an ' ble benefits, as we find the m' ed ESP, is mom favorable in
the aggregate dmn what would odwmw apply under an O.

IV. CONCLUSION

Upon consideration of the modified ESP application fiIed by the Co any
pro ns of secton 4928.143(C')(1), 'RevL%d cDde, the Co ° ion finds that the
m'°ed ESP, includzrcg its pri ' all other terms and c 'tions, uulu ° g dekn-als
and future of deferrals, as modified by this Order, is more favorable in the
aggregate as compared to the expected results that would otherwme apply under Secbon
4.142, Rev' Code. Therefore, the C °°on finds that the proposed ESP ah d
be approved, with the modifications° set forth in this Order. As xn '° d her ° plan
provides rate sta °°ty for cust® , rev e c ° ty for the Company, and ffachtates a
tr 'ti to markeL To theextent that nitaveners have proposed m modifications to -
Ohio's ni. ° ed ESP ffiat not been aaddrmwd by fim mion and Order, the
Commission c udes that the requests for such na ° catzons are denied.

-Oiuo directed. to file, by August 16, 2, revised tariffs cons° t with ffiis
Order, to be effeedve with bMs rendered as of cycle in Sepienn 2012°

V. EINPULG5.0F. ^^..^A.CT QO . jaUSIO tM Op LAW;

(1) OP is a public u`'iy as defined in Section 4905.02, Revised
Code, and, as su the Coinpany is subject to flw jurisdiction
of °ssimthis

(2) Effective December 31, 2011, CSP was merged with and into
OP c t wAth the Co ''ores December 14, 1 Order
fn th.e FSP 2 cases. The mmerger was co ed by enfiry issued
Ma-rch 7, 2 in Case No. 10-2376-EI,IJNC°

(3) On March 30, 2, the Company fded modified applications
for an SSO in accofdarwe with Section 4928.141, Revised Code.

(4) A ` 9, 2012, a techrdcal conference was held re ° g
AEP-Ohio's Yn ° fied F° applications.

(5) Notice was pub ' and public bear ings were held in Canton,
Columbus, CL X' e, and ' where a fiotal of 66 vabiessesLmna
offered t ` ny.
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(6) A prehearing conf cm the modified ESP app ° ttion was
held on May 7, 2012.

(7) The following parties fsled for and were granted intervention in
AEP-Ohio's m ° `ed ESP 2 ing. IEU, Duke
OEG, OHA, OCC, OP , Krogu, FES, Paui ° ,
O G, AIEP R F3, CozxsteRafim Coanpete, NRDQ,
Sierra Club, RESA, Exel Grove City, AICUO, VYaI- ,
Dominion Re ° ELPC, OEC, Ormet, Enenioc, IGS, Ohio
Schools, Obio Farm Bureau 'Federation, Ohio Resfi t

°Assmatiori, Duke, DECAK D' - Ohio Au bile
Dealers As' tion, Dayton Power and I.i t Company, NFM,
Ohio Coafftion, COSE, Border Energy
Et °c Services, Inc., UTIE, 't E oI); city of Upper
Arlin n, Ohio® Ohio Busuiess Co il for a Clean Economy;
city of HflLsboro, Obio; Power DL-velopment, Inc.

(8) Motions for proWdve orders were filed by AEP-Ohio on July
1, 1, y Z, , by ® , IEU, FES, and Exelon on May
4, 2OIZ -Obn® on y 11, 2012- The a y examiners
granted the m° for pr ' e order in the evidentiary

' g on May 17, 2.

(9) Additional motiorLs for protective order were filed by Ormet on
June 29, 2 , and July 9, 201Z by IEU on June 29, 2012, and by
AEP-Mo on July 5, 2 and July 12, 2OIZ

(10) The eviden ° on the an ' ed ESP 2 was cafled on
May 17, 201Z and c uded on June 15, 2MZ

(11) Mefs and reply briefs were fiI on June 29, 2012, and July 9,
2 res `vely.

(12) Oral arguments before the Commission were held on July 13,
2012-

(13) The proposed modified ESP, as modifi-ed pursuant to thm
opuiian and order, ituluding the °' g and all
and conditions, deferrals future recovery of the defe ,
and quantitative and qualitative benefits, is more favorable in
the aggregate as compared to the expecW ts that would
oth ' apply under Section 4929.142, Revised Code.

_78-



11 Et. , et aL

VI. ORD :

It is, the,

-79-

ORDERED, That Il$ s and Hiffiard's requests to withdraw
proceedings granted. It is, ftuther,

ORDERED, That the moti 'e order as discussed granted
18 monttis from the date of ti-is Order. It is, hxffiff,

ORDERED, That the Company should dUminate Rider Emergemy Curtailable
Services and Rider Pnce° C ' ble Service (PCS) from its bmff service offennp
and Case Nos.1Q- ATA and 10 EL A'TA, closed of record and dismissed. It is,'

®RD ia, That IEi7's request to review the procedural raUngs is denied. It is,
further,

ORDERED, That OCC/ 's mcdion to ' ' trative °ce denrued. Ittake
is, fili-ther,

® D® That C)CC® 's motion to strike -Ogum's reply brief be granted
in part and denied in part. It is, furdw,

ORDERED, I'hat the Company file p d` co ' t witlh "
Order by August 16, 2MZ subject to review and approval by ' n. It 3s,the

ehuther,
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QRD , That a copy of this opiruon and order be served on all parties of recorcL

TEE LIC LrfTLITfES CQ IC)N OF t?HIO

Chauman

Steven D. Lesser

Cheryl

IJT/GNS/vrm

Entered in oato

Barcy F.1VIcNeal
Secretary,

Andre T. Porter



BEFORE

TI^M I.IC UnlXrIES CO ON OF OHIO

In the MMatber of the Application of
Columbus Soudiern Power Com y and
Ohio Power Company for Authorfty to
F-stablish a Standard Service Offer Pursuwrt
to Section 4928.143, Revised Code, in the
Form of an Electric Security PLmt

)

)
)
)
)

Case
)

No. 11
Case No.12

In of the Application of )
Columbus Power Company and ) Case N11-349-EL-AAM
Oldo Power Company for Approval of ) Case No.11-351}-Eir
Certain A un ' Aia.t,Izoraty. )

D G OPINIf.?N OF CO IQ CHIERYL L. ROBERTO

I d ' e to join my coIleagues in finding that the quantitative advantage of
°°on dolhirs that an MRO would eryoy over the proposed ESP m overconte by

the ° ble benefit of movmg' to market two y xnontha faster
than what would have occurred under an O. For this reason, I do not find that the
proposed modified ESP, as modified pursuant to the opinion and order, znclu " g the
p' g other terms and conditi, deferrals and future recovery of the
deferrals, and quantitative and qualztative benefits, is more favorable in the a e te
as compared to the expeeW results ttat would otiterwim apply under Section
4928.142, Revised Code_ Because of d-as c usion, it is unnecessary for me to discuss
fmrther any individual conclusion wi ° the order or feature of the ESP.

^

C&ryl L. Roberto

CI...R/sc

Entered in- the joumal

08 20
.10

f:- ^

Barcy F. McNeal
Seaeb"



BEFORE

TBE PUBUC UTILITIES CO ION OF OHIO

In the Mattu of the Application of
Colum Power Cozn y and
Ohio Power Coinpany for Au °ty to
Es ' a Standard Service Offer Pursuant
to Section 49 .143, Revmd° Code, m the
Form of Electric &curity Plan.

In the Matter of the Applicatton of
Columbus Fcrwer Company and
Ohio Power Company for Approval of
Ce ` A iing Authority.

)

)
)
)
)

Case
)

No. 11
Case No.11-

Case No.11-349-EIrA
Case No. 11-350-EL-AAM

G® OPINION OF COMMLSSIONER LYNN SLABY

I agree with the conclusions of the majority. However, I write separately to
express my reservations on the use of a re ' stability rider (RSR). It is rny op ° n
that generaBy the use of an RSR with d up ° g components lacks benefits to
c rs. In addi.tion, a company that receives that RSR has little, if any, incentive to
look for more operating efficiencies to reduce consumer costs. Consequently, these
inefficiencies could lead to additiorml costs to consumers in the long run. Although
dwse conce led to my rvations in ' t case, I y awarethis that
certam cases present s '- circumstances that necess°state setting aside individual
cor9cerns for the greater good.

In Case No.10- EL- C, the C "°on aereed to defer recovery of
the ' ce price c 'es° cost of generat%om. TIUS
created a need to establish a mechanism to recover those cos Although I gmerally
disagree with the use of I^,Slts for recovering deferred costs, in this I side with the

°ority in order to meet our " ion. Our mission is to ensure all °dential and
business consumers access to adequate, safe and ' ble utility services at a fair price,
while fiKffitating an environment that provides competitive cho' . We as a Fublic
Utilities C ° sion have to balance the rights of the consumer to ensure safe and

' ble service at a' cost while sure that companies receive suffident
revenues to provide that service in a safe and reliable mamer.
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` d ' ion wiU help move the company to a fully competitive nuaimt at the
end of the which overall of the state legWature since the
adoption of Senate BfIl 3 in 1999. Furthermore, by creating an RSR without
decouplmg° components, we are stabilizing the rate structure over the next three years.
This provides customers a stabilized rate or the opporhniity to shop for a better rate,
depending on what the market presents during the term of the ESP. Overall, tius
decision is not only Wiportant to the State statutory goal of free and open competition
in the market place, but also to the philosophy of this Co ' sion. Therefore, in this
isolated case, I find the use of an RSR to be an appropriabe mechanism to aiiow the
Company to begin to oa*er its defffmd costs.

LS/sc

Entered in the joumal
D$

Barcy F. McNeal
Secretary
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The Commission finds:

(1) On March 30, 2012, Ohio Power Company (AEP-Ohio) filed an
s.pplication for a standard service offer, in the form of an
electric security plan (ESP), in accordance with Section
4929.143, Revised Code.

(2) Cfl August 8, 2012, the Co ° on issued its Opuuon and
Order, approvin^ AEP-Ohio's proposed ESP, wirth c
modifications, and directed AEP-Ohio to file proposed final
tar^s consistent w'%th the (7pinion and Order by August 16,
2012.

(3) Pa,rsuant to Section 4903.10, Revised Code, any party who has
entered an appearance in a Commission proceeddinng may apply
for mbearing with respect to any matters detemdned by the
Co ° saon, wi " 30 days of the entry of the Opinion and
Order upon the Co sion's jo .

(4) On September 7, 2012, P-®hao, The Kroger Company
(Kroger), tarm.et Pnnwy Al ° um CCorporation ( et),
In.dustruaI Energy Users-Ohfo (IEU), Retail Energy Supply
Ass ° tion (RESA), OMA Energy Group and the phio
Hospital .As ° taon (® GJO ), the Ohio Energy Group
(OEG), FirstEnergy Salutions Corp. (FES), The Oluo
Association of Srhool Businew Officials, The Ohio School
Boaxds iatiOn, The Buckeye Association of School
A trators, and The Oluo Schools Councjd (collectively,
Oluo Schools), and the Oluo Consumers' Counsel and
Appalachian Peace and. Justice Network (OCC/ ApjN) fded
applfca#ioas for reh. °g. Memoranda contra the vazious
applications for rehearing were filed by Duke Energy Ohio, Tnc.
(Duke) and Duke Energy CoanmercW Asset Management .
(DER/DECAM), FES, t7CC,/ , IEU-Ohio, O G/C7 ,
OEG, Ohio Schools, and ^.7ha.o on s"mber 17, 20Y2.

(5) By entry dated October 3, 2012, the Co ° iOn granted
rehearing for fiuthu consideration of the tters specified in
the applications for rehearing of the August 8, 2012y Opinion
and Order. The C ° r reviewed and considered aU
of the arguments on rehe 'g. Any arguments on rehearin.g
not specifically discus ' have been thoroughly and

P3m
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adequately considered by the Co ' ion and are being
denied. In considering the arguments 'raiwd, the Commission'
wdl address the merits of the asmgnments of error by subled'
znatter as set forth below.

1. PROCEDURAL MATTERS

(6) September 28, 2012, OCC/ APJN moved to strike portions
of AEP Ohio's application for reh ' g filed on September 7,
2012, as well as portions of its memorandum contra filed on
September 17, 2012. S ifi y, OCC/APJN allege that A ®
Ohio zmpro ly relies upon the provisions of stipulations
from the AEP-Ohio Distribution Rate stipulation in Case No.
11-351-EL-SSO, et al., and the Duke ESP stipulation in Case No.
11 9- , et al., OCC/APJN opine that both stipulations
preclude the use of any provisions as precedent, and that the
use of any stipulation provisions zs not only contrary to the
inherent nature of a stipulation, but also contrary to public
policy.

On October 3, 2012, AEP Ohio filed a memorandum contra
OCC/APJN's motion to s' e. In its rneyno d contra,
AEP Ohio argues that OCC/APJN should be estopped from
moving to strike any provisions contained wi ` -Ohio's
application for rehearing, as OCC/APJN failed to allege that
the references to Duke's ESP stipulation and the AEP-Oluo
distzabution case were unproper in its memorandum contra
AEP Oliio's application. In addition, AEP-Ohio notes that the
Co ° ion already rejected OCC/APJN's argument in the
Opinion and Order.

The Co ° ion finds OCC/APJN's assi ent of error
should be ° ° sed. OCC/APJN Wed to raise its objections
to the use of stipulation references con ' ed wi ' AEP-
Ohio's application for rehearing in itr, memorandum contra to
AEP-Oluo's application for rehe ° g, so it is unnecessary for
us to address those references. Re ding the stipulatYon
references in AEP-Ohio's memorandum contra the applications
for rehearing, we find that, consistent with our Opinion and
Order in this pr ° g, the references to other stipulations by
AEP-Ohio were limited in scope and did not create prejudicial
impact on any parties, nor were the references used to in any
way bmd parties to positions they had in any previous

^
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proce ' g.1 In fact, CCC/ APJN referred to specific
stipulation provisions from a sep arate proceeding in its own
application for rehearing.2 Accor ° giy, we find that
OCC/ APJN's motion to strike should be denied.

(7) In its application for reli g, IEi;3 contends that the Opinion
and Order was unreasonable by failing to strike witness
testimony that con ° ed references to stipulations.
S ° cali.y, IEU argues that the attorney °exammers improperi.y
failed to s" e testimony of two AEP (7hio witnesses and a
witness for Exelon.

The Co ion finds that IEU fails to raise any new
arguments, and accordingly, its application for rehe ` g
regarding references to stipulatioxas should be denieV

(8) In its application for reh ° g, OCC/APJN allege that the
Co ion abused its discretion by denying its request to
take administrativeatxve notice of the Capacity Case xnate '.

In its memorandum contra, FES provides that the
Co " ion's denial of OCC/APJN's request to take
,a °° trative notice was proper. FES points out that the
request for a " trailve notice was made after the
evidentiary record was closed and post-hearing bnefs were
filed. FES adds that had administrative notice been taken,
other parties would have been p rejudiced.

In the Opinion and Order, the Co " sion denied
OCC/APJI3's request to take a ° trative notice, noting that
a ' trative notice would prejudice parties and would
improperly allow OCC/APJN to supplement the record in an
inappropriate manner.4 OCC/APJN fail to present any
compelling arguments as to why the Co ° ion's decision
was unreasonable, therefore, we find OCC/APJN's request
should be denied.

(9) On September 24, 2012, Kroger filed a reply mesnorand to
AEP-Ohi0's memorandum contra the various applications for

1 Opinion and Order at 10.

2 OCC/APJN Application for Rehearing (AFR) at 113-114.
3 Opinion and Order at 10.

4 d& at 12-13.

W51-
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reh g. On Septmiber 25, 2012, Kroger filed a motion to
withdraw its reply memorandum. Krogef s request to
withdraw its reply should be Rule 4 -1-35, Ohio
Administrative Code does not reco ' e the filing of
replies.

(10) On September 18, 2012, Duke Energy Ohio Inc. (Duke) filed a
motion to file rnemo d contra instanter to file its
memorandum contra. Duke admits that it znco tly relied on
an out of date entry which directed parties to file all
memoranda contra wi ' five business days rather than a
more recent entry issued April 2® 2012® which directed that
memoranda contra be filed within five calendar days. No
memoranduna 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 wiU not prejudice any party to the
proc • g or cause undue delay.

II. STATUTORY TEST

(11) FES, IEU, OCC/APJN, and OMA /O argue that the
Co sion 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 Co ion failed
to consider the first ten months of the modified ESP.
Specifically, OCC/ APJN believe that the Compntssion has
departed from its past precedent in conducting the statutory
test, and that the Co ° sion's test brou ght "a degree of
precision that is not called for under the statute°15 and,
therefore, exceeds the scope of its authority.

AEP-Ohio responds that the Co ° ion°s decision to compare
the ESP with the results that would othe ° apply under a
MRO over a period when the MRO alte tive could
realzstiy be implemented was reasonable to develop an
accurate prediction of costs.

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

-6-

' OCC AFR at 7.
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aggregate as compared to the expected results that would
oth ° apply under Section 4928.142 of the Revised Code."
To properly conduct the statutory test, the Co xon must
by statute, consider what the expected results would have been
had A-Ohio proceeded under Section 49 .142. Revised
Code. The C ' sion properly followed the pl ' xne " g
of the text contaazned withm the statute in. perffo g the
statutory price test.

F' y, we note that CCCf .AFjI\T°s clams" about the
Co ° sion departing from its precedent ignore the fact that,
since AFsF-o1i.io filed its original app ' tion. in January of 2011,
the proc ° gs have taken a° erent course typical
Co ° saon precedent. After the Co ` sion rejected AEP-
Ohio's Stipulation in February 201Z the C " Yon entered
unchartered waters. In light of the unique considerations
associated with his case, we looked first at the statute, and
followed it with p ° ion.

(12) In their res 've assignments of error, C3MApG/ C3HA, FES
and fEU argue that it was xxnproper for the Co ` saon to use
the state compensation mechanism figure of $188.88 in
calculatang the MRO under the statutory test, as opposed to
using RPM capacity prices. EEU explains that the Co s1on
should have used actual CBP results to identify the expected
genexation prsce under the MRO. Further, both IEU and FES
sta.te. that Section 4928.142, Revised Code, provides that the
pnce of capacity should be market-based.

AEP-Ohio responds that the Co 'on already addreswd
these arguments, and they should, therefore, be rejected.

The Co ` ion finds that the p°es faii 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 Opi.niort and Order, the C ` sion
explicitly notes that AEP-Ohio's status as an F entity makes
it appropriate to utilize its cost of capacity, as opposed to
u''. g RPM prices.6 Acco ° gly, we deny these requests for
reft ° g.

_7-

^ c?pinion and ch°der at 74
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(13) OCC/APJN and IEU argue that the Co ion mLqcalculated
the impact of the various riders when conducting the statutory
test C/APJN and IEU state that the C ` sion failed to
consider the costs for the T -g Poixt.t project for the entire
life of the facility. Further, EEU believes the Co - sion
wrongfully set the pool t tion rider (PT zero, and
that the inlpact of the pool termination' could be si " t. In
add.ition, IEU argues that the Co ' ion did not eacpl ' why
the entire RSR amount was not included in the statutory test,
nor the effect of the deferral created by the Opazuon and Order
in Case No.10-2 -EL-UNC (Capacity Case).

In its metnorar►dum contra, AEP-Oluo notes that the
Co ion thorougMy addressed the potential costs
associated with the GRR in its Opinion and Order. AEP-ohio
adds that the Co "ssion rationaplly decii.ned to include any
speculative costs that may be associated with the RSR, and
adds that the Commissionion was correct i.n not including the
capacity deferral figures in the statutory test.

The Co ° sion finds that the applications for reb.earing filed
by IEU and OCC/APJN should be denied, as the cal,culatzons
contained within the statutory test do not underes ' te the
costs associated with the GRR. In light of the Co ` sion`s
de ' tion that parties failed to demonstrate the need for
the T 'g Point Solar project, the statutory test may aciualIy
con ' an overes ° fie cost of the GM7

Regarding IEU"s other az ents, we reject the claim that the
Co ''on failed to explain the RSR de ° tion of

"on. In its C?pinion and Order, the Co ° saon explained:

The RSR determination of $3 88 "°on is calculated
by tdcmg the $50$ `on RSR recovery amount and
subtractxng the $1 figure to be devoted towards the
CapacYty Caw deferra, as z°ecoveray of ' deferraltius
wiU occur under either an ESP or an O. Using
LJT-5 in AEP-Ohio Ex. 114, when rnre consider the
total connected load of 48 milhon kWh and multiply
it by $1 over the term of the modified p, we reach

^

7 See .Lta the Matkr of the Long Term pamcast Report of Ohiaa Paurer Company and Related ers,. Caw No.1D-
50I-EI,FOP, et a.i. Cpinion and Order (Jaxi.uary 9, 2013)_
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a figure of $144 miUion to be devoted towards the
Capacity Case ddeferral. However, as the RSR
recovery amount increases to $4/MWh in the final
year of the modified F.,SP, we also must account for
an increase in the RSR of $24 milhon, whw-h is also
cakulated by connected load in LJT-5. Therefore,
the achW amount which should be incTuded in the
test is xniIlion (Opinion and Order at 75).

IELT's incorrect assertion and attempt to misrepresent the
Commission's Opinion and Order is inapproprza.te, and its
assi ent of error shaU be rejectedL Further, the Co" sion
reiterates that any costs that may be associated with the
deferral created by the Capacity Case are unknown at this time
and dependent on actual customer shopping statistics. In any
event, as AEP-01-ao points out and we explained in our
Opinion and Order, costs associated with the deferral would
fall on either side of the statutory test, in light of the fact that
the C ° sion has adopted a state compensation
mec " ms F' y, we reject TEU's assi ent of error that
costs associated with the should have been included in the
statutory test. Not only is the record void of credible numbers
associated with the costs of pool te ° txon, but also costs
assocxated with the PTR would only arsse if .A EP-Olua s
corporate separation is amended, and would be subject to
subsequent Commission proceedings.9

(14) Ohio Schools, OMAEG/OHA, IEU, and OCC/APJN allege that
the modified ESP is not more favorable, in the aggregate® than
the results that would otherwise apply pu rsuant to Section
492$.142, Revised Code. C7 G/O argue that there is no
evidence that the expeditious transition to market wi1.l provide
any benefits to AEP-CDluo or its customers. Ohio Sr-hools states
ffiat exempting OhYo"s schools from the RSR could be a non-
quantifiable benefit that would make the modified ESP more
favorable under the statutory test. IEU believes that the
benefits associated with the energy auctions and move to a
competitive bid process do not outweigh the costs assmiated
with the ESP and are unsupported by the record. EBU alleges

,.g,.

13 Opinion and Chder at 75
9 Id- at 49
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that the Co ' sion failed to explain how the qualitative
benefits outweig.h the costs associated with the F.SP.

OC'C/AI'jN acknowledge that q tative benefits set forth by
the Commission may have merxt, but that a MRO provides
similar, and possibly greater nonpquantifiable benefits.
Specifi.call.y, OCC/APJN explaxn that the ESP's expedient
transition to market may be a qualitat.zve benefit, but assert
than under a MRO, energy may also be supplied through the
market in less two and a half years, and a MRO provides a
safe harbor for customers and fxna.nci.al security for an EDU.
OCC/APJAT state that Section 4928.142(D), Revised Code,
permats the Co sion to accelerate the blendmg
requirements associated with a MRO to 100 perr-ent after the
second year. Further, OCC/APJN provide that the
Co sion has the ability to adjust the blen.ding of market
prices in order to mitigate any changes in an EI7U's standard
servxce offer (SSO). In light of these considerations,
OCC/APJN contend that the modified fw.SP is not more
favorable in the aggregate than the results tfaat would
oth ° apply under a MRO.

s' " ly, FES notes that the qualitative benefits of the
modified ESP do not overcome the millron difference
between a MRO and the modified ESP. FES reasons that AEP

-Oluo may parta.cipate in full auctfons mxaed.iately, and that
AEII"-OhYo must establish competitive auctions unless it can
provide that a rnodified ESP is more favorable than an MRO,
negating the transition to market in two and a half years as a
benefit.

In its memorandum contra, AEP-Ohio asserts that the
Co ' sion co y concluded that the increased energy
auctions would offset any cost inpacts as " ted with the
modified ESF, and that the qualitative be-nefits of the
accelerated pace towards a competitive market have a
significant value. -Olaio notes that the statute affords the
Co " io.n st canfi discretion, and the Co ° aon
appropriately weighed the quantitative costs with the
qualitative benefits.

..10..

The Commission affirms that under the statutory test, the
modified ESP is more favorable, in the aggregate, ffian the
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results that would otherwise apply under a MRO. As we
provided in our Opinxon and Order, the fact that -Ol°uo
will be delivering an.d pricing energy at market prices in two
and a half years is an invaluable benefit of °s ESP, and it will
create a robust marketplace for consumers. Even IPU concedes
that the object°rve of accelerating the competitive bid process is
a benefit to the pubiic.10 Our de ° tion that the qualitat7ve
benefits outweigh the costs associated with the modified F'SP
was driven by the fact that customers will be able to benefit
from market prices immediately through the enhancement of
the competitive marketplace.

Further, customers still ° tain protection from any
unforeseen risks that may arise from a developing competitive
market by having a reasonably priced SSO plan that caps rate
increases at 12 percent In approving the modified ESP, we
struck a balance that guarantees reasonably priced electricity
while allowing the markets to develop and customers to see
future opportun%ttes to lower their electric costs. The General
Assembly has vested the Co ° ion with discretion to make
these types of decisions by allowing us to view the entire
picture, in the aggregate, as to what the effects of the m °°ed.
FSP would be, going beyond just the dollars and cents aspect of
it. While parties may disagree with the Co ion's policy
decisions, there is no doubt that we have discretion to arrive at
our conclusion that the modified F5P is more favorable than
the results that would othe ° apply.11 By u`.. g
regulatory flexibility, we are allo " the competitive markets
to continue to emerge and develop, while ng our
co "tnient of ensuring that there are stable prices for
customers, as is consistent with our state policy objectives set
forth in Section 4928.02, Revised Code. Further, we note that
while IEU predicts that the increase in slice-of-system energy
auctions and the acceleration of 60 percent AEP-Ohio's energy
auction to June 1, 2012, would increase costs associated with
the modified. ESP, this prediction is conclusory in nature, and
IEU fails to develop any arguments based on the record to
support ffiis presurnptTon.

-11-
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In addition, we find OCC/ JWs assertions that a MRO
would provide the same qualitative benefits as the m ` ed
ESP to be without merYt. OCC/APjhT co y point out that in
the Duke ESP the Co ° sion d ' ed that, under a MRO,
the Conun4ssion may alter the blending proportions be ..
in the second year of a MRO, pursuant to Section 49 .142,
Revised Code. However, OCC/APJN ignore the fact that
modifications may only be made to "mitigate any effect of an
abrupt or significant change in the electric distribution utility's
standard service offer price... o' Therefore, it is entirely
speculative for CCC/APJN to argue that a MRO option would
allow for AEP-Ohio to engage in competitive market pricing in
less than two and a half years, as it assumes that there wlfl be
an abrupt or significant change in AEP-Ohio's SSO price. The
plain meaning of the text withi.n Section 4928.142(D), Revised
Code, indicates that the default provisions contained within the
statute apply, absent an exigent scenaxa.o, and we fin.d it would
be foolish for the Co ° sion to tum 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 si " cant
changes Xn the market, EarlZer in this proc ' g, OCC
advocated that AEP-Ohio must carefu.ly foYlow the blending
provision contained within Section 4928.142(D), Revised Code,
and utilzze the default provisions in the statute.12 AccordirYgiy,
we reject OCC/APJN's assi ent of error. Finally, we reject
Ohio Schools' asszgnment of error, as the Commission
previously addressed their as to why the schools should not be
exempt frorn the RRSfi.13

(15) OMAEG/Of°iA. argue the Commission conducted the statutory
test by relying on extra-record evidence, and that the analysis
the Co ° ion used in conducting the statutory price test is
not verifiable or supported by any party.

In its memorandum contra, AEP-Oluo responds that the
Co ° sion only used record evidence to arrive at its
conclusion, and the fact that the Co ' sion reached a
different result than what any party advocated is not unusual
or ixnproper.

-12-
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13 Opinion and Order at 37
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The Co sxon finds C) s/O 's argument to be
without merit. In conducting the statutory test, the
Commission unequivocally described, in extensive record
based d', its basis in calculating the quantitative aspects of
the statutory test.14 S .caIly, we began with the statutory
test created, by AEP-Ohio witness Thonias and made
modifications to the foundation of the test15 While the results
of the test may have been °different than what any party
advocated, all parties, including OMAEG and OHA, had. the
opporhma.ty to cross-examine Ms. Thomas on her methodology
and inputs in conducting the statutory test.16 As this test was
adrra in the record, and our corrections to the test were
explain.ed in extensive detail witbin° the C?pnuon and Order
describing the flow through effect of our modifications, we
find OMAEG/OHA's assz ent of error should be rejected.

(16) In its ass't ent of error, AEP-Ohio contends that the
Co ° sion tanderes ° ted the benefits of the modified ESP
in the statutory test S ""cally, AEP--Oluo argues the 6
million figure the Co ° ion d ed was the qnantfiable
difference between an MRO and the m° ed E5f' considered
the entire term of the ESP, after the Commission' con,cluded that
it is appropriate to consider only the period from June 2013
through May 2015. AEP-Ohio states that when lool;in.g at
quantifi.able iteins durixa.g just the two year period, the
modified ESP becomes less favorable by only $266 miIlion.
AEP-Ohio concludes that the Co ° sion xxn.deresfirnated the
value of the modified ESP.

In its memorandum contra, IEU, OCC/APJN, O / C7HA,
and FFS state that AEP-Ohio underestimates the cost
disadvantage of the modified ESP. The parties explain that
even if the Co xon adopted AEP-Ohio's suggestion, any
adjusted dollar figures would still not overcome the
quantitative disadvantage of the modifi.ed ESP

The Co nu' siorc finds that AEP-Ohio's assignment of error
should be rejected. In ado ` g AEP-Ohio's methodology of
conducting the statutory test, the Co ° roxt evaluated three

-13-
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parts: the statutory pnce test, other quantifiable considerations,
and non-quan ° ble factors. The two year time frame pertains
only to the statutory pr3.ce test, which requued the C mion
to de ° e that the ESP, as modified, is more favorable than
results that would offiffwise apply. In looksng at just the
pracing component, the Co ron uthzed a two year
window in order to de ° e, with precision, what the price
would be when the znodffied ESP was compared with the
results that would oth ° e apply. In our next step in
conducting the statutory test, the Co " sion looked at
components of the m. ° ed ES'P that were quantifiable in.
nature. We evaluated these components from September 2012
through the end of the term of the modified ESP, because, as
indicated in the Opinion and Order, these are costs that
customers will pay regardless of when an auction would be
estabiished. The Co 'ion was not incons.istent when it
consi.dered the statutory price test under a two year window
but looked at quantifiable costs over the entire term of the E'SF,
because, pursuant to Section 4928.143(C)(1), Revised Code, we
are to compare the mo °"ed ESP with results that would
otherwise apply based on (a) its pricing, (b) other temis and
conditions, including deferrals and future recovery of deferrals,
and (c) it must be viewed, in the aggregate. This is consistent
with how AEP-Ohio presented the statutory test in the record,
and that is how the Co ° sa.on, in correcting the errors made
by AEI"-Oha.o, followed the statute with precision to determine
that AEP-Oluo sustaxxs.ed its burden in indicating that the
modified ESP was more favorable than any resulfs that could
otherwise apply.17 Accordingly, AEP-Ohio's assi ent of
error should be rejected.

III. RETAIL SrABILITY RIDER

(17) In its assignment of error, OCC/APJN argue the RSR is not
jusdfied by Section 4928.143(B)(2)(d), Revised Code, as it does
not provide stability and c ° ty for retail electric service.
Speci.fically, OCC/APJN believe the Commission failed to
det e which of the sfx categories contaaned withm' Section
4928.143(B)(2)(d), Revised Code, it relied upon in approving
the RSR. Sxmil..arly, Uluo Sc.hools, IEIJ, and FES assert that

-14-
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there is no statutory basLs for the RSR within Sechon
4928.143(B)(2)(d), Revised Code.

In its aneimoranduxn contra, AEP-Ohio provides that the RSR is
dearly justified by Section 4928.143(BX2)(d), Revised Code.

-ohuo points out that the statute has three distrxt
inquir.ies. R ° g the first query. AEP-Ohao explams° that
the RSR ss clearly a charge as specified under the statute. In
dscussmg the second query, AEP-Ohio states that the RSR is
not ornly related to Iimitations on customer shopping for retail
electric generation service, but also is related to bypassibility,
default service, and amortization° penods and accounting or
deferrals. However, AEP-Ohzo also requests clarification from
the Commission on which items the Co ° sYon relied upon in
reaching its conclusion. F" y, AEP-Ohio argues the
Co '%on used extensive record-based findings to support
its finding that the RSR provides stability and certainty
regarding retail electric service.

In order to cl " the record in thi.s proceedin& the
Co ' lon finds that OCC/APJN's application for reheartn.g
should be granted. In approving the RSR pursuant to Section
4928.143(B)(2)(d), Revised Code, the C'omxnission found that,
the RSR, as modified, was reasonable. First, as ®CC fA.PJN
adnxdts in its application for rehearino the RSR is indeed a
charge, meeting the first component of the statute. Next, the
RSR charge clearly falls w1 ° the default service category, as
set forth in Section 4928.143(B)(2)(d), Revised Code. The 12SR,
as we specified in our Opinion and Order, freezes non-fuel
generation rates throughout the term of the FSP,19 allowing ayl
standard service offer customers to have rate ce ' ty
throughout the term of the ESP that would not have occurred
absent the RSR. As a SSO is the default service plan for AEP-
Ohio customers who choose not to shop, the RSR meets the
second inquiry of the statute as it provides a charge related to
default service. While several parties analyze other sectioras the
RSR charge rnay or may not be classified in, these issues do not
need to be addressed as the RSR clearly is a charge related to
default service.

m15-
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Finally, as we discussed in extemive detad in our Opinion and
Order, the RSR. promotes stable retad el c service prices by
stabilizing base generation com at their current rates, ensuring
customers have certain and fixed rates going forward.20
Therefore, the RSR, as a charge for default service to ensure
customer stability and certainty, is consistent with Section
4928.143(B)(2)(d), Revised Code.

In addition, we find IEi7°s argument that the Commission
failed to provide any analysis in support of the RSR to be
erroneous.21 The Co ` ion devoted four pages of its
Opinion and Order to examindng the RSR an determining its
coznp " e with the statute. In fact, IEU acctually
acknowledges that the Qpinion and Order made multiple
justifications for the RSR,22 and devoted six pages of its
application for rehearing to the Co ion`s justification of
the RSR. The RSR is consistent with the text contained within
Section 492$.143(B)(2)(d), Revised Code, and its rationale was
austified both in this entry on reta ° g and in the
Commissfon's Opinion and Urder.23 Accordingly, aII other
assi enta of error per "" g to statutory authority for the
creation of the RSR are denied.

(18) Several parties contend that the inclusion of the Capacity Case
deferral in the RSR Ls im isslble by statute. OCC/APJN,
OMAEG/OHA, and OEG believe that the deferral contained
witlun the RSR is not lawful under Section 4928144, Revised
Code, as it does not constitute a just and reasonable phase-in.
Further, OMAEG/OHA state that a deferral is not authorized
as a witol e charge under the C.omrnission's regulatory
rate ° g authority pursuant to Secdon 4909.15, Revised
Code, as the C ° sion did not comply with ratemaking
requirements prior to approval of the capacity charge.

In its rnernorandum contra, AEP®Qhio responds that the
Co ' ion properly invoked Section 4928.144, Revised Code,
in un.plementixa.g a phase-in recovery. .AF.R-Qhio points out
that because the RSR is justified under Sectyon. 4928.143,

20 Id. at 31-32
21 rEU AFR at 38.

22 Id. at 41

23 See ®pirdon and Order at 31-34„
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Revised Code, the deferral recovery xnec ` an established
wi ° the RSR is clearly p sible pursuant to Section
492$.144, Revised Code.

The Co ° si.on affirms its decision that the RSR deferral is
justrfied. In the Capacity Case, the tro ion. authorized
that, pursuant to Section 4909.15, Revised Code, AEP-Ohio
shall modify its accountira.g procedures to defer the difference
between the state compensation rn ' zn (SCM) and nwket
prices for capacity, which, as we reiterated in the Capacity
Entry on Rehearin& is reasonable and lawful. Further, Section
4928.143(B)(2)(d), Revised Code, altows for the establishment of
terms, conditions, or charges re.latang to lua.iitations 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 retaai electric
service. Therefore, the in.clusion of the deferral, which is
f ustiEfed by Section 4909.15, Revised Code, within the RSR is
permissible by Section 492$.143, Revised Code, as it has the
effect of providing certainty for retail electr°ic service by
allowang CRES suppliers to purchase capacity at market prices
while allowing AEP-Ohio to continue to offer reasonably
priced electric service to customers who choose not to shop.

(19) Similarly, m their assignments of error, OEG and Ohio Schools
argue that the Co " s1on does not have authority to allow
AEP-Ohio to recover wholesale costs associated with the SCM
from retail customers through the RSR® thus requia°in.g that the
$$I/MWh of the RSR that is e k.ed. towards the difference
in capaczty costs should be el` ted. Likewise,
OMAEG/OHA opine that because wholesale capacity costs are
being recovered from retail" customers, there is a conflict
between the Opinion and Order and the Capacity Case order.

AEP-Ohio responds that given its unique FRR status, the
wholesale provision of capacity service is necessary for
customers to be able to shop throng t the term of the ESI'.
AEF'-Ohio explains that the ixnpact of wholesale revenues on
retad services offered by CRES suppliers is relevant under the
ESP statute because it ensures not only that customers have the
option to shop, but also it establishes reasonable SSO rates for
those who choose not to shop. AEP-Mo opines that
regardless of how the capacity costs are cLusified, all CRES

-17-
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suppliers ut ° tely rely on AEP-C3h%o's capacity reso ,
thereby directly affecting the retail competitive market.

FES aLso dLsagrees uv'rth the characterization of the RSR as a
wholesale rate. FES believes that the deferral is a diarge that
provides revenue in support of all of AEF-Ohio's -qffvices,
anclud`u'.g distribution, transmission, and competitive
generation° Therefore, FES states tlat because the deferral is
made available to AEP-C?hio for all of AEP-Ohio's services, it is
properly allocated to all of AEP-Ohio's customers. FES
exp ° that as a result of AEP-Ohio's election to become a
FRR entity, AEP-Ohio must bear the competitive obligation to
provide the capacity to its entire load.

The Commission finds OEG and OMAEG/OHA's assignments
of error to be without merit. Under Section 492$.143(P)(2)(d),
Revised Code, the Commission is authorized to establish
charges that would have the effect of stabilizing retail electric
service. In its applicata.on for rehearing, OEG fa.ils to cite to any
provision that precludes the Commission from recovering
wholesale costs through a ret•a li charge. To the contrary, the
Co ° ion has explicit statutory authority to include these
costs in the RSR because, although they are wholesale, they
were established to allow CRES providers access to capacity at
market prices in order to allow retail electric service providers
the ability to provide coinpetitive offers to AEP-Ohio
customers. The fact that these costs not only open the door to a
robust corn "tive retail electxic market, but aLso stabilize retail
el °c service by Iowering market prices and allowing AEP-
Ohao to mairitain a reasonable SSO price Ls cleaa.°ly p ible
under SecHon 4928.143(B)(2)(d), Revised Code. Accordingly,
OEG and C7 G/O `s assignments of error should be
rejected, as they narrow the plain meaning of the statute.

(20) In its application for rehearing, OCC/ AF'JN opine that the RSR
unreasonably violates cost causation prYnciples. SpecifYcally,
OCC/APJN assert that retail customers are subsi g CRES
providers and non shopping co.stomers are being charged for a
service they are not recezvYng. OCC/APJN note that Secfaon
4 , Revised Code, prohibits anticompetitive subsidies
from noncompetitive r' electric service to competitive r°
electric service.

m18-
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FES responds that CRES providers are not the cost causers, but
rather, -Ohao is as a result of its FRR status. FES expl "
that AEP-Ohio bears the obligation to provide capacity to its
entire load, and that ca ty costs would be incun-ed
regardless of whether there were any CRES providers.

A.EP-Ohio rejects OCC/ APJN's argument that the RSR creates
a cross-subsidy, as the C sion explicitly found in its
Opinion and Order that all customers benefit from RPM
pricing and the other features the RSR contains. By its very
nature, AEP-Ohio asserts, the RSR cannot cause a cross-subsidy
because all customers ultimately benefit from the RSR. A.EP-
Oluo also provides that the RSR does not violate Section
4928.02(H), Revised Code, because it is not a distribution or
transmission rate recovenng generation-related costs, and
points out that all Ohio EDUs have generation-related SSO
charges.

The Commisslon finds OCC/APJN's argument to be without
rnerit. The RSR is not di ' atory in any manner, as it is
permissible pursuant to Section 4928.143(B)(2)(d), Revised
Code, and provides benefits to all customers i.n. AEP-Ohio's
territory, regardless of whether customers are shopping or non-
shopping customers. Further, the Commissgon previously
rejected such arguments within in its Opinlon and Order, and
accordingly, we affirm our decision.24

(21) Also in its application for rehearsn& OCC/APJN raise the
argument that the RAA does not authorize a state
compensation mechanism in which non-shopping customers
are responsible for compensating AEP-Oluo for its FRR
obligations. 'I1us, OCC/APJN state, causes unduly preferential
and discriminatory pricuig becau-se it forces nont shopping
customers to pay twice, as they already have capacity charges
bcul.t into their rates.

AEP-Ohao disagrees with OCC/ J3's contention, exp ". g
that the statute explicitly allows for the creation of stability
charges pursuant to Section 4928.143(B)(2)(d), Revised Code,
and the fact that all customers benefit from the RSR makes
OCC/APJN's assertion l.ncorrect notes that revenue

-19-
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included with the deferral cannot be considered a double-
charge because it supports all of AEP-Ohio's services, and thus
is properly allocated to ail of -Ohici s customers.

The Co " fon finds that f7CC/ A 's arguments should be
rejected. Both AEP-ohio and FES agree ttaat the RSR should be
collected as a non-bypassable rider, and we agree. As set forth
in our Opinion and Crder, the RSR ler ►.efits all of AEP-Ohio's
customers, both shopping and non-shopping in that it allows
for the competitive market to continue to develop and expand
while all.owing -0hio to m,aintain a competitive SSO offer
for its non shopping customers.25 Accordingly, as we
previously rejected OCC/APJN's arguments, we affirm our
decision.

(22) IEU argues that the RSR is ianproper because it allows for
above-market pricing, whi.ch the Co ' sion lacks statutory
jurisdiction to establish. IEU contends that the RSWs improper
collection of above-market prices for capacity violates Section
4928.a2, Revised Code, which provides t1.at state policy favors
market-based pricing.

AEP-Ohio states that the Co ' ion appropriately addressed
the SCM within the CCa.paci.ty Order, noting that IEU's
arguments for market pricing were properly ignored in the
Commission's Opinion and Order.

The Commission finds IEU's arguments to be without merit. In
its Entry on. Reh ' g in the Capacity proceedings, the
Co ° sion rejected these arguments, expl "` g that one of
the key considerations was the impact of AEP-Ohio's capacity
charges on CRES providers and the competitive retail markets.
Further, the intent of the Commission in adopting its capacm.ty
decision was to further develop the competitive marketplace by
fost " g an environrnent that promotes retail competitxon,
consistent with Section 4928.02, Revised Code. Accordingly, as
IEU's argument has already been dismissed in the Capacity
Case, we find it to be without merit

(23) Ohio Schools, IEU, and FES aITege that the RSR wron y
allows for AEP-Ohio to collect transition revenue by recovering

-20-
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stranded costs. Ohio Sr-hools opine that the approval of cost-
based diarges is irreievant because the Co °.io,n's
dec.ision an the Capacity Case was unia . F e.r, tahio
Schools note that the non-deferral aspects of the RSR stilt
amount to transition dharges. IEU adds that the Co ssion is
improperly ignoring its statutory obligation by allowing AEf'-
Ohio to collect transition revenue, and evade the Co 's'a.on
approved settIernent in which AEP-Ohio was obligated to forgo
the collecEion of any lost revenues. FES and Ohio Schools
believe that it is xn ° gless that AF.P-Ohio's status as an FRR
entity occurred after the ETP proc ' gs.

AEP-Ohio believes these arguments should be rejected, as the
Co sion explicitly dismissed the az en.ts in the Opinion
and Order, as well as in the Capacity Case.

The Co ion previously rejected these arguments in its
Opinion and. Cdrder, noting that A.EF-(?Eio did not seek
transition revenues, and that costs associated with the RSR are
permissible in light of AEP-t?hio's status as an FRR entity.26
We aLso rejected IEU's arguments again in the Entry on
Reh " g gn the Capacity Case, fnding that -Jtiio`s
capacity costs do not fall within the category of transition
costs.27 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 rejected.

(24) In their respective applications for rehearing, OCC/APJN,
OMAEG/OHA and FES argue that even if the RSR is j .°ed,
the Co ' sion erred by overes ' ting the value of the RSR
to million. OCC/APJN and OEG believe that the
Co ` sion itnpro Iy used assumed capacity revenues
based on RPM prices, even though AEP-Ohio is authorized to
collect capacity revenues at the SCM price. OCC/APJN assert
that the ccurent construct forces customers to pay twice for
capacity, and if the Co " ion calculated the RSR based on
the $188.$8/ -day fi ,it would determine that the RSR is
unnecessary. Also, OCC/APJN state that the RSR should have
taken into account additionaI revenue AEP-Otao wffl receive

-21-
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for ca.pa.city assoaated with the energy auctions that wi1l occur
during the term of the ESP. OCC/APJN allege that coll
the capacity rate from SSO customers in the energy-only
auctions w-M create capacity revenues that should be offset
from the million. In addition„ OCC/APJN argue that the
Co ° sion 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
$6.45/MWli, making the RSR overstated by appro ° tely
$121 mi11%on.

In response, AEP-Ohio points out that it will. not book, as
revenue, the entire $188.88/MW-day capacity cost. Rather, as
established in the Capacity Case, AEF-Ohlo expl ° that the
regulatory asset deferral is tied to incurred costs that are not
booked as revenues throughout the term of the deferral. AEP-
Ohao provides that any revenue collected from CRES providers
is Iimited only to RPM prices and the inclusion of the deferral
does not alter the revenue .AEP-Ohio receives. Further, AEP-
Ohio notes that the Comnv.ssion's m° cation of the RSR from
a ROE-based revenue decoupling mechanism to a revenue
target approach further warrants the use of RPM prices wheii
cal.culatmg the RSR in light of the increased risk associated
with a fixed RSR. AEP-Ohio also states that the inclusion of
capacity revenues associated with the January 2015 energy
auction should no longer be applicable, as the Co `on
does not incorporate any reductions in nonfuel generation
revenue associated with the 2014/2015 delivery year. F° y,
AEP-Ohio notes that the $3/MWh energy aedit was
reasonable and supported by the record, and Ormefs requ
to make an adjustment is speculative and should be rejected_
Sp ° caliy, AEP-Ohio states that On-net ignores pool
t ° tion concepts and the fact that energy sales margins
attributed to transferred plants would become unavailable after
pool tion.

The Commission finds that the applications for rehearing
AEP-should be denied. Cl ° that the RSR overcompensates

Ohio fail to consider the actual construct of the $188. /
day ca.paci.ty price, as the deferral established in the Capacity
Case will not be booked as a revenue during the deferral
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periodA T'h.e revenue AEP-Ohio ° collect for capaclty is
limited ortly to the RPM pxice of caparity. Therefore, all
assertions that parties make about AEF-Ohao receiving
sufficient revenue from the capacity deferral alone are incorrect
and should be rejected. Further, we note that OCC/ APJN
agam racterize the function of the RSR, because, as we
have emp ° ed both in the Opinion and Order and again in
this Entry, the RSR allows for stability and c ty for AEP-
Ohio!s non-shopping customer prices, while the deferral relates
to capacity, thereby making it inappropr.iate to claun customers
are being forced to pay twice for capacity.

Finally, we find that OCC/APJN and Chmet's applfcations for
rehearing regarding the $3/MWh energy credit should be
denied. In approving the RSR, we de ed that off systern
sales for AEP-Ohio will be lower than anticipated based on our
estimation that AEP-Ohxo's shopping statistics were
overestima.ted. In light of the lalcelihood that AEP-Ohlo will not
see sl.gnifacant off-system sales as OCC/APJN and Orinet
allege, we founcllt was unreasonable to raase the energy credit.
Further, we find AEP-Ohio presented the most credible
testimony about the energy credit, as it took into consideration
the impacts pool termination would have on energy sales
margins.29 On brief, Oranet introduces extra record evidence
that not only should be rejected, but also even if considered
fails to rebut the reasonableness of R.EP-Ohio's te ° ony.
Therefore, we affirm our d nati.on that the energy credit
caictulation of $3/MWh is reasonable.

(25) Also in its application for rehe ' g< OEG argues that, in the
alternatlve, if the Co szon does not use the $188.88/MW-
day capacity price a.n the RSR calculation, then the Co "ssion
should include the amount of the capacity deferral for the
p s+ss of enforcing the 12 percent e ° gs cap. OEG paints
out that thLs appears to be conslstent with what the
Co " sion 1nten.ded in its Opirtion and Order, and is
consistent with Co ' aon precedent. OEG al.so suggests that
the CCo sron clanfy that the earnings cap was an ESP
provision adopted pursuant to Section 4928.143(B)(2)(d),
Revised Code.
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AEP-Ohio responds by stating that it is not opposed to
including the deferral earnings as deferred capacity revenue
when enforcing the 12 percent earmngs cap, as it is consistent
with the Co ' ion's prior don regardiLng AEP-OhYO's
fuel deferrals under AEP-Ohio's ESP 1.30

The Co ' sYon finds that OEG's application for rehearing
correctly indicated that it was the Co ° sion°s intent i.n its
Opinion and Order to include the deferred capacity revenue in
AEP-Ohio's 12 percent eamings cap. We believe the inclusion
of the deferred capacity revenue is unportant to ensure AEP-
Ohio does not reap a disproportionate benefit as a result of the
modified ESP.31 Therefore, the Co ' ion clarifies that, in
the 12 percent SEET threshold established wi ° the Opinion
and Order, the complete regulatory accounting of the threshold
should include the entire $188. j -day capacity price as
current e ' gs, 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 off-set with an amortization expense of $1.00/MWL
However, we reject OEG's request to include the 12 percent
threshold as a condition to the RSR, as the C " sion can and
wi31. adequately analyze ABP-Ohio's e gs consistent with
Section 4928.143(F), Revised Code, without creating an
unnecessary regulatory burden, as reiterated in our SEET
analysis below. Accordingly, OEG's applzcat.ion for rehearing
should be granted in part and denied in part.

(26) In its appli.cation for reh ' g, OCC/APJN assert that the
C " sion should not have found that AEP-Ohio may fi1e an
application to adjust the RSR in the event that there is a
significant reduction in its non-shopping load. OCC/APJN
argue that this unreasonably transfers the risks associated with
economic downturns from AEP-Jhio and onto customers.

The Co ° sion finds OCC/APJMs application for rehearing
should be denied. The Commission has the discxetion to take
appropriate action, if neces , in the event there are
significant changes in the non-shopping load for reasons
beyond AEP-Ohio's control. Further, we note that in the event

-24-

30 In re AEP-oW, Case No.10-M1-EUZJNC, (Opinion and Order) Januargr 11, 2011.
31 Opinion and Order at 37.



21 pI,SSO, et aI.

there are si ° ca.nt changes fn the non-shhopping load, any
adjusstaienis to the RSR are stdl subject to an applica,ti.on
process where parties will be able to appropriately advocate for
or against any ad° ents.

(27) In addition, OCC/APJN argue that the Co ° i.on violated
Section 4903.09, Revised Code, by failing to allocate the RSR by
the percentage of customers shoppixa.g in each dass.
OCC/APJN believe that cost causation principles dictate that
the RSR should be ailocafied among the different customer
classes based on their share of total switched load. To the
contrary, Kroger asserts that the Co ° sion's Opiraion and
Order unreasonably requires de d 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
de d. Kroger requests that the Co ° sion e° ° te the
RSR's improper energy charge to demand-balled customers on
rehearing.

In its memorandum contra, AEP-Ohio states that OCC/ AI'f N
are mfsgoYded in their approach, as shopping customers are not
the only cost-causers of the RSR, because all customers have the
right to shop at any time. yf the Commission were to accept
rehearing on this area, AEP-Ohio argues that the cost of the
RSR would be dramatically shifted from residential customers
to industral and commercial customers. AEP-OMo also states
that Kroger's proposal would unduly burden smalle.r load
factor customers ira. coznmercial and industrial classes. AEF-
Ohio reiterates that the RSR benefits for all customer classes.

The Co ° sion rejects arguments raised by OCC/APIN and
Kroger. As AEP-Ohio correctly points out, and as we
emphasized 7n. our C?puuon and Order, all customers,
residential, commercial, and industrial, and both shopping and
non-shopping, benefit from the RSR, as it encourages
competitive offers from CRES providers while maintaining an
attractive SSO price in the event market prices rise. Were the
Commission to adopt suggestions by either p , these
benefits would be d' '. hed., as indtzsstriafl and commercial
customers would be harmed by a reall txon of the RSR if we
took up OCC/ APJMs applycation, and s er co erraal and
indus ` customers would face an undue burden of the RSR
were we to adopt Krogef s reco endation. We believe the
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®pixuon and. Order struck the appropri.ate balance through
recovery per kWh by customer class, as it spreads costs
associated with the RSR. charge among all customers, as alI
customer ult3mately benefit from its design.

(28) Furthermore, IEU, FES, and OCC/APJN contend that the fact
that the RSR revenues witl continu.e to be collected
corporate separation and flow to AEP-Ohio's generation
affiliate violates Section 492$.02(H), Revised Code. t7CCf APJN
opine that when the RSR is remitted to AEP-ohi&s affiliate,
AEPdOIuo will be acting to subsidize its unregulated
generation affiliate. IETJ states that the Opinion and Order will
provide an unfair competitive advantage to AEP-Ohio's
generation affiliate, evading corporate separation requirements.

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

The Co " sion rejects the arguments rai.sed by IEU, FES, and
OCC/APJN, and finds their applications for rehearing should
be denied. As previously addressed in the Co ` sion's
Opinion and Order, AEP-Ohio, as an FRR entity, must continue
to fuffill its obligations by providing adequate capacity to its
entire load. Therefore, in order for AEP-Ohio, and the newly
created generation affiliate to continue to provide capacity
consistent with its FRR obligations, we mamtam° our position
that AEP-Ohio is entitled to its actual cost of capacity, which
will in part, be collected through the RSR in order for AEP-
Ohio to begm paying off its capacity deferral. As we
previously established, parties cannot clain that AEP-Ohio's
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generation affdlate is receivzng an improper subsidy when in
fact, it is only receiving its acttW cost of service.32

(29) In addition, Orxnet and Ohio Schools renew their request for
exemptions from the RSR in their applications for reh ° g.

In its memorandum contra, AEP-0hio asserts that Onnet and
Ohio Schools second-guess the Co ° ron's disc-etion and
expertise, noting that the Co ' ion already dismissed such
requests in its Opinion and Order.

Again, the Co zon rejects arguments raised by Ormet and
Ohio Schools, as both have previously been rejected with ample
justification in the Opinion and Order.33

(30) In its application for rehearing, AEP-Oha.o opines that it was
unreasonable for the Commission to use nine percent as a
s g point in det " g the RSR revenue target. AEP-
Ohio argues that nine percent ROE is unreasonably low, as
evidenced by the recently approved ROEs of 10 and 10.3
percent, res °veiy, in AEP-Ohxo"s distribution rate case.
AEP-Ohio also pomts to the recent Capacity Case decision in
which the Co ° ion found it appropriate to establish a ROE
of 11.15 percent. AEP-Ohio states that the witness testimony
the Co " ion relied upon in reaching its conclusion did not
reflect any consideration of AEP-Ohio's actual cost of equity.

In its memorandum contra, IEi,T explains that AEP-OhYo has
failed to present an ° g new and its request should therefore
be rejected. FES argues that AEP-Ohio's request is
meaningless, as Ohio law requires AEP-Ohio's generation
service to be independent wi ° the competitive marketplace.
GCC/APJN state that the use of a rairre percent ROE is not
unreasonable, and AEP-Ohio camot rely on the Capacity Case
as precedent because it previously asserted that the state
compensation mechanism does not apply to SSO service or the
capacity auctions. OCC/APJN also argue that AEP-Ohio's
reiiance on stipulated cases is improper.

The Co ° ion finds that AEP-Ohio has fail.ed to pr t any
additional ar ts for the Co io.n to consider. IEU
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correctly points out that AEP-Ohio previously made these
arguments both in the record and on brief. In its Opinion and
Order, the Co ion de ed that there was compelling
evidence in regards to an appropriate ROE, and the
Commission adopted its target of nine percent based on such
testimony.34 Accordingly, as we provrded suffi.ci.en.t
Justificataon 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 deraied.

(31) In its assignxnent of error, AEP-Ohio requests that the
Co ' ion clarify° that all future recovery of the deferral
refers only to the post ESP deferral balance process. AEP-Ohio
also seeks a clarification that the resnairiira.g deferral balance
that is not collected through the RSR during the term of the ESP
wal.l be collected over the three years followng the ESP terrrL

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

As the Co ° ion emphasized in its Opinion and Order, the
remainder of the deferral wall be reviewed by the Co ion.
t.hroughout the tersm of this FSP, and no dete ° tions on any
future recovery wall be made until AEP ®hio provides its
actual shopping statssticcs.35 Accordingly, as the Co ° aon
will continue to monitor the deferral process, and as set forth in
the tJpinion and Order, we wIl review the re ' g balance
of the deferral at the conclusion of the modified ESP, we find
that AEP-Ohzo's application for rehearing has no merit and
should be denied.

(32) In addition, AEP-Oliio requests that the Co ° ion establish
a remedy in the event the Ohio Supreme Court overhu-ns the
RrR° Specificall.y, ApP-0hio argues that it would be subject to
mcreased risk without such a backstop, and proposes a
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provision that CRES providers would automatically be
responsible for the entire $188.88/MW-day capacity charge if
either the capacity deferral or deferral recovery aspect of the
RSR is reversed or vacated on appeal.

Oliia Schools, DER/DECAM, and O G/O argue that
AEP-0hio's request is an unlawful request for rehearing of the
Capacity Case, as the level of capacity charges was not
det ed in this prac ' g on the modified ESP.
OMAEG/OHA and Ohio Schools also point out that the
creation of a backstop would cause instability and unc ° ty,
as CRES providers paying the delta between RPM and the cost-
based rate may pass costs on to customers. IEU asserts that the
mer ° m, if approved, would result .in an unlawful
retroactive rate increase.

The Co 'ssion agrees with Ohio Schools, DER/ DE ,
OMAEG/OHA, and IEU, and finds that AEI''-Ohi.o"s request
for a backstop in the event the Co ' ion.'s deferral
m.ec ° m is overturned to be an inappropriate request for
rehearing that should have been raised in the Capacity Case.
Therefore, AEP-Ohio's application for re ' g should be
dexti.ed.

IV. FUEL ADTUSrMEN'I° CLAUSE

(33) AEP-Ohio asserts that the Co ° iori s failure to estabHsh a
final reconcilration and true-up for the fuel adjustinennt clause
(FAC) was unreasonable. AF..P'-Ohio notes that the Opiiaion
and Order s °`cally °duvded reconciiation 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 tern-L Regarding the FAC, AEP-Ohio contends the
Co °°on failed to account for reconciHation and true-up
when the AFP-Ofuo°s SSO load is served through the auction
process. AEP-Ohio reasons that the Co ion is clearly
vested with the authority to direct reconciliation of the rider
and has done so in other proceedings.36

FES contends that the Opinion and Order unreasonably
mamtuns separate FAC rates for Ohio Power Company (OP)
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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 te ' ony of FFS
witness Lesser and AEP-Ohio wibiess Roush, FES states that
OP customers will pay '"cially reduced fuel costs,
discouraging coinpetition, and be " g in 2013, OP
customers wiU be subject to drastic increases, as compared to
CSP c erss 37 With individual FAC rates, FES reasons that
CgP customers are discriminated a,g ° t in comparison to OP
customers for the same service in violation of Sections 4905.33
and 4905.35, Revised Code. As such, FES states that the
Upinion and Order is unreasonable in its anti-com 'tive and
dxscrixninatory rate design without providing any ratiortal
basis.

TFU offers that nothing in the record of supports FES' clain
that separate FAC. rates for each rate zone causes arafi.ciaUy
reduced fuel costs for the OP rate zone. IEU notes that at the
briefing phase of these proceedin,gs no party opposed.
maintaining separate FAC rates for each rate zone.

OCC/APJN also argue that the decision to maintain separate
FAC. rates for each rate zone is arbitrary and inconsistent,
particularly as to the projected time of consolidation for
customers in each rate zone, while approving im-mediate
consolidation for the transmission cost recovery rider (T ).
Further, OCC/ APJN believes that the Co ° ion's failure to
c obdate the FAC rates whi.te mmediately c °datang dw
TCRR rates, negatively im.pacts OP customers. OCC/ APJN
submits that the Opinion and Order does not explain why
consistency is necessary between the FAC and PIRR but not
with the TCRR. CCC/ APJN note that delaying the merger of
the FAC rates causes OP customers to incur a .02/Mwh
mcrease in rates. OCC/APJN state that the Co ° sion failed
to offer any exp tzon for the inco ` tent treatment in the
merger of the various rates and continuing separate FAC and
PIRR rates, as required by Section 4 .09, Revised Code.

First, we grant re ° g on two issues raised in regard to the
FAC. First, we grant OCC/ fN's request for reh ° g only
to clarify that the Commission did not intend to establish June
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2013, as the date by which the FAC rates of each service zone
would be anerged. The Co "ssion will continue to monitor
the deferred fuel bgmce of each rate zone to detem-dne if, and
when, the FAC rates should be conolidat . Second, we grant
AEP-Ohio's request for reh ° g to facilitate a final
reconciliation and true-up of the FAC upon termination of the
FAC rates. We deny the other requests for rehearing in regards
to the FAC.

It is necessary to nu-dntain separate FAC rates until the deferred
fuel expmse incurred by OP rate zone customers has been
significantly reduced. Consistent with the Co ion's
deczsion m AEP-Ohio's prior ESP, the deferred fuel expenses
incurred by each rate zone wwili. be collected through December
31, 201$. We note that a significant portion of the deferred fuel
expense incarrred by CSP rate zone customers, over $42 '°on,
was offset by significantly excessive e " gs paid by CSP rate
zone customers.38 Further, as noted in the Opinion and Order,
in addition to delaying the consolidation of the FAC rates to be
consistent with the recovery of the P , the Co ion
noted pending Co " ion proceedings will lakely affect the
FAC rate for each rate zone.39 F ermore, the Co ° sion
notes that the pending 201040 and 2011 SEET proc ` g;s for
CSP and OP could affect the PIRR for either rate zone. Because
of the r ° g balance of deferred fuel expense was incurred
p° ° y by OP customers, as noted in the Opinion and Order,
the Co ° ion reasoned that maintairdng distinct and
separate FAC rates for each rate zone would facilitate
tr arency and review of any ordered adjustments in the
pending FAC proceedings as weil as any PIRR adjustments.41

The deferred fuel charges were incurred prior to the merger of
CSP and. OP and form the basi,s for the PIRR rates applicable to
CSP and OP rate zone customers. ff FES believes that the
deferred fuel charges incurred by CSP or OP were

..natory or imposed an undue or unreasonable
prejudice, the appropriate time to address the claim would
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have been in the FAC audit p ' gs. In this proc ° g the
Co ° on has de ° ed that it would be an unreasonable
disadvantage for former CSP customers to be required to incccxr
the si ''cant ou ding deferred fuel expense incurred by
fonner OP customers, particularly when possible adjustments
to the FAC and PIRR rates for each rate zone are pen ' g. The
TCRRzs analyzed and reconciled independent of the FAC the
PIRR for each rate zone, and is not affected by the outcome of
SEE"i` or FAC proceedings. For these reasons, the Commission
finds it reasonable and equitable to continue separate FAC and
PIRR rates for each rate zone although we merged other
components of the CSP and OP rates where we dete ed the
conssohdated rate did not iinpose an unreasonable

' dLsadvantage or demand on customers in either rate zone. On
that basxs, the Opuuon and Order complies with Sections
4905.33 and 4905.35, Revised Code. Accordingly, we affirm the
decision not to merge the FAC and deny the request of FES and
OCC/APJN to reconsider this aspect of the Opinion and Order.

V. BASE GENERATION RATES

(34) In its assignment of error, OCC/ APJN contend that the
modified ESP's base generation plan does not benefit
customers. OCC/APJN point to the testimony andicating that
auction prices have gone down and CRES providers have been
providing lower priced electric service. In light of these lower
prices, OCC/APJN opine that fivezing base generation prices is
not a benefit because the market may be producing rates at
lower prices. OCC/APJN allege that the Co ' sion faifled to
ensure nondLscr° tory retml rates are available to
customers, as the base generation rates were not properly
unbundled in.to energy and capacity components, creatxng the
risk of customers paying different prices for -Ohica s
capacity costs.

In its memorandum contra, AEP-OhYo responds that the
Co " sion properly de ° ed that freezing base generation
rates for non-shopping SSO customers is beneficial because it
allows for a stable and reasonably priced default generation
service that will be available to aU customers. AEP®Ohuo
further exp " that 0CC/APJN do not present any evidence
to support its assertion that the base generation rate desigi
makes it °difficult for the C ° sion to ensure tihat all SSO
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customers are receiving non ° " atory gen eration service,
and points out that OCO/ APJN wrongfully attempt to
extrapolate the Co ` sion's Capacity order. AEP-Ohia adds
that any accusations of the base generation rates being
di " tory are also axnproper because AEP-Otuo offers
different services to its SSO customers than it does to CRES
providers. Specifically, AE1'-Ohio explaim that it only offers
capacity service to CRES providers, but it offers a bundled
supply of generation service to its SSO customers, thereby
e° ° ating any claim of AEP-Ohio providing discriminatory
services.

The Commission affirms its decision in the Opinion and Order,
as the frozen base generation rates amount to a r nably
priced, stable alternative that wM remain available for all
customers who choose not to shop. Further, C/APjN failed
to provide any foundation in the evidentiary hearing and in its
application for rehearing that the base generation rates were
not property ura.bundled. To the contrary, AEP-Ohio's base
generation rates were ahnost unanirnously unopposed by all
parties who intervened in this proc ° g,, which included
intervenors representing smaH business customers, conunexial
customers, and industrial customers 42 F er, OCC/APJN
fail to recognize that AEP-Ohio is not offering discriminatory
rates between its non shopping customers and those customers
who shop, as AEP-Ohio provides different services to the
shopping and non-shopping customers. Therefore,
f^C/ 's arguments fail, as Seefaon 4905.33, Revised Code,
prohibiia discriminatory pricing for Iike and contemporaneous
service, which does not apply here. AEP-Obio provides
capacity service to CRES providers, and provides a bundled
generation service to its SSO customers.

VI. IN'IERRLTPTIBIE PO -I?ISCRETIONA.R'Y SCHEDULE CREDIT

(35) OCC/APJN state that the Co ° ion. failed to provide that
the interrra.ptible power-discretionary schedule (IRP'-I)} credit
costs should not be coli from residential customers, which
was necessaTy in order for the C ° 2on to be consistent
with the intent of the approved stipulation in Case No.12-5
E'LwFOR. Specifically, OCC/ APJN argue that the stipuiation in
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that case provides that program costs for customers in a
nottrresiden ' customer class will not be collected from
z°esidentYat customers, and residential program costs will not be
coftected from non-residential customers.

In its memorandum contra, OEG argues that the credit adopted
under the IRP-I7 is a new credit established in this proc `,g,
and therefore should not be governed by the EE/PDR
stipulaaorL OEG opin.es that the Commission acted lawfully
and reasonably in approvi.rtg the IRP-D credit.

The Co ° sion finds CCC/A.Pj.N`s arguments should be
rejected. As OEG correctly points out, the IRP-D credit was
established in the modified ESP proceeding, therefore, it is not
proper for OCC/APJN to use as#zpulation that is only
contemplated the programs set forth in the EE/PDR
stipulation.

VII. AUCTncaN PROCESS

(36) In its assignment of error, OEG requests that the Co ' ion
ciarify that separate energy auctions be held for each AEP-Ohio
rate zone. OEG explains that this would be consistent with the
FAC and PIRR recovery mechanisms, and without separate
energy auctions, the auction may result in unreasonably high
energy charges for Ohio Power customers. OEG also suggests
that the Co ion clarify that it will not accept the results
from AEP-Ohio's energy aurtcons if they lead to rate increases
for a particular rate zone, and points out that the Co ° sion
naain ° the discretion and flexibility to reject auction results.

In its m.einoranduan contra, AEP-0Iuo subxruts that it is not
necessary to de ` e the details relating to the competitive
bid procurement (CBP) process, as these issues would be more
appropriately addressed in the stakeholder process established
pursuant to the Co ' ion's Opinion and Order. In addition,
AEP-Ohio opposes the proposal for the Co ion to reject
any unfavorable auction resulis, as the General Assembly's
plan for competitive markets is not based on short-term market
results, but rather based on fui.1 development of the competitive
marketplace. FES notes in its memorandum contra that
presented no evidence in su pport of its arguments, and that its
proposal would actually limit supplier participation and hinder
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com. °tion. FES expLuns' that if the Co ° sfon were to
adopt the abfEty to nullify auction results, it would discourage
suppliers who znvest sa °°cant 'time and resources into the
auction from pardcipating in any future auctions.

The Co ° io.n 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 btished in
the Co " ion's Opirdon and Order O We believe that the
stakeholder process will. allow for a diverse group of
stakeholders with uzuque perspectives and expertise to
establish an open, effective, and transparent auction, process.
However, we agree with FES and AEP-Ohio, who, in a rare
showing of unity, oppose OEG's request to reject auction
results. The Coxyunissron wilI not interfere with the
competitive mazkets, and accordzngly, we believe it is
inappropriate to establish a mechanism to reject auction results.
Accordingly, OEG's application for rehearing should be
denied.

(37) In its application for rehearing, FES contends that
Co sion's Opfruon and Order slows the movement of
competitive auctions by only authorizing a 10 percent slice of
system of auction and an energy only auction for 60 percent of
its load in June 2014. FES argues that this delay is unnecessary
as AEf'-Oluo cannot show any evidence of substan.tiafl harm by
earlier auction dates, and that AEP-Ohio is capable of holding
an auction in June 2013.

The Commission rejects 's ar ents, as they have been
previously raised and ° ° sed.44 Further, the Co ' ron
reiterates that it is ixnportarit for customers to be able to benefit
from market-based prices while they are low, as evidenced by
our decision to expand AEF'-Ohio's slice-of-system auction, as
well as accelerating the time frame for -Ohio's energy
auctions, but it is also important to take time to establish an
effective CBP process that witl maximize the number of auction
participants.

_35v.
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(38) In its application for rehe ° g, AEP-Ohio requests a
m°"cation to provide that, in lxght of the ac.ccaecation of A.EP-
Ohi.o's proposed CBP, base generation rates vvslf be frozen
throughout the entire term of the ESP, r,ncluding the first five
months after the January 1, 2015, 100 percent energy auct.i.on,
AEP OMo explains that it would flow aI1 energy auction
procurement costs through the FAC. Further, AEP-Oluo
believes it would be unreasonable to adjust the SSO base
generation rates for the first five months of 2015, as proposed in
AEP-Ohio's application,45 in light of the substantial
modifications made by the Co sion to accelerate and
expand the scope of the energy auctions. AEP-Ohio wams that
absent a clarification on rehearing, there could be adverse
finamW impactr, of AEF'-Ohio based on the Opinion and
Order's auction modifications.

In its memoran.dum contra, FES exp ° that the Co ion's
Opinion and Order does not allow for AEP-Ohio to recover
additional auction costs through the FAC. FES notes that AEP-
Ohio's proposal would have the effect of Lrritxng customer
opportunities to lower prices, noting that if auction results
were lower than SSO customer generation charges, customers
would have to pay the base generation difference on top of the
auction price, making the effects of competition meaningless.
OMAEG/OHA add that costs associated with the auction are
not appropriate for the FAC because it vatU disproportionately
arnpact larger customers.

We find that AEP-Ohio's request to continue to fteeze base
generation rates tbxough the auction process is inappropriate
and should be rejected. filte entire' crux of the Opirnfon and
Order was the value in providing customers with the
oppo °ty to take advantage of market-based prfces and the
iznpo e of establishirr.g a competitive electric marketplace.
AEP-Ohio's proposal is completely inconsLstent with the
Co ° sion's mission and would preclude AEP-Ohio
customers from reahzLng any potentml` savings that may result
frorn its expanded energy auctions. This is precisely the reason
why the Co ° fon expanded and accelerated the CBF' in the
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first place. Further, we find -Ohio's fear of adverse
fmancml impacts is unfounded, as the RSR w°d1 in part ensure

-Uhio has sufficient funds to efficiently ' taan its
operations. Therefore, we find AEP-Ohlo's application for
rehearing should be denied.

(39) AEP-Ohio opines that the Opinimn and Order should be
clarified to co ' that the Capacity Order's state
compensation mec " xn does not apply to the SSO energy
auctions or non-shopping customers. DER/DECAM
request finther clarification that auctions conducted during the
term of the ESP pertain to full service requirements, with any
difference between market-based charges and the cost-based
state compensation rn. • ° m to be included in the deferral
that will be recovered from alll customers.

The Co ion finds that AEF-Ohio's apphcation for
rehearing should be denied. In its modified ESP application,
AEP-Ohio ora ° y offered to provide capacity for the January
1, 2015 energy auction at $255 per MW-day. In light of the
Commission's' decision in the Capacity Case, which detennruned
$188.88 per MWvday would allow AEF`-Ohio to recover i.ts
embedded capacity costs without overcharging customers, it
would be unreasonable for us to pem-dt AEP-Ohio to recover
an amount higher than its cost of service. Further, we disagree
with. .AEp-Ohia's assertion that the Co ' ion should not rely
on the Capacity Case in de " g the cost of capacity for
non-shopping customers be ° g January 1, 2015, because, as
previously stated, the Co ° 2on was able to de ` e that
AEP-Ohio's that $188.88 per -day establishes a just and
reasonable rate for capacity. Therefore, consistent with our
Opinion and C3rder;46 the use of $188.88 per MW-day allows for
AEP-Uhao to be adequately compensated and ensures
ratepayers will not face excessive ch.arges over AEP-Ohio's
actual costs_ In addition, we reject DER/ DECAMs request for
clarffi.cation, as it is not necessary to address the difference
between market-based cbarges and AEP-Ohio's capacity offer
for the Umuted purpose of the January 1, 2015, energy onfy
auction, since the cost of capacity is -Ohi.o's cost of service.

-37-
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(40) In addition, AEP-Ohio argues that it was unreasonable for the
C.o .sa.on to establish early axxcctaon r ents and to
update to its el.ectroraic systems for CRES providers without
creating a mechanism for recovery of all prudently incurred
costs assoczated with auctions and the electronic system
upgrades.

OC.C/ APjN respond that AEP-Ohio failed to request any
recovery mech " for these costs within fts ori ° I
application in this proceeding, and that any costs associated
with conducting the auction should have been accounted for
within its application. _ Further, OCC/ APJN point out that
AEP-Ohio has not mdicated that the modified auction process
would increase its costs over the orai " auction proposal.
Should the Co ° 'on grant AEP-C71uo's request, OCC/^''JN
opine that ai1 costs should be paid by CRES providers, as the
costs are caused by the need to accommodate CRES providers.

We agree with OCC/APJN, as AEP-Ohio failed to present any
persuasive evidence that it would incur unreasonable and
excessive costs in conducting its auction and upgrading its
electronic data systems. AEP-C7hios request is too vague and
ambiguous to be addressed on rehearing, and we find that
AEP-Ohio's request for an additional recovery mechanism for
auction costs should be rejected .

(41) AEP-Ohio requests that the Co ' sion " that the auction
rate docket wfll only incorporate revenue-neutral solutions. In
support of its request, AEP-Ohio .. notes that the Commission
reserved the rate to isnple t a new base generation rate
design on a revenue neutral basis for aft customer cl , and
should therefore attach the same condition of revenue
r`eutrality for auction rates.

OCC/APJN argue that the Co sion should reject the
request for a cl °"cation, as the Commission cannot anticipate
all issues that may arise regarding a disparate ixn.pact on
customers, and encourages the Co ' siore to not box itseff
into any corners by granting AEP-Ohio's request.

°38-
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disparate rate irnpacts amongst customers, the Co ion
reserves that right to initiate an investigation, as necessary, as
set forth in the Opinion and Order.

(42) In addition, AEP-Ohio seeks clarification re ` g costs
associated with the CBP process. -C-0hio believes that
because it is required update its CRES supplier i,nforxxia.tion as
weii as the fact that it will. need to hire an independent bid
nianager for its, auction process, among other costs, AEP-Mo
should be entitled to recover its costs incurred .

In its memorandum contra, OMAEG/OHA oppose AEP-Ohio's
AEp-request, arguing " the Co ° ion should not authorize

Ohio to recover an unspecified amount of revenue without an
estimate as to whether any costs a y exzst. OMAEG/OHA
state that it is not necessary for the Co ° s%on to make a
preernptive determination about speculative costs.

As we previously d ' ed. with AEP-Ohio's previous
request for auction related costs associated with electronic
system data and the expanded auction process, the
Commission finds that AEP-Ohio has not shown any es " tes
on what the auction related costs would be® nor has it provided
any evidence as to what the costs may be. We agree with
® C/OI1Aa and find it is premature for the Coxnmission to
permit recovery on costs that are unknown and speculative in
nature.

iYIII. CUSTOMER RATE CAP

(43) OCC/APJN and OMAEG/OHA contend that the
Co ` ion's Opinion and Order regarding the customer rate
cap is unla y vague. OCC/APJN provide that the Opinion
and Order should chirify what it intends the rate cap to cover,
and should establish a process to address situations where a
customer's bi.H is increase by greater than 12 percent. Further,
OCC/APJN request additional inforrnation on who wiI
monitor the percentage of increase, and who wiU notify
customers that they are over the twelve percent cap.

AEP-OWo also suggests the C sion cl ° the 12 percent
rate cap, and requests a 90 day implementation period for
pro g and °testmg its customer 'bfllmg system to
account for the 12 percent cap. A-Ohio notes if the

-39-
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Co ' on cl 'es that AEP-Oluo shaU have taxne to
implexnent its new prograai, AEP-C71uo will still run
calculations back to September 2012 and provide customer
credits, if necessary. AEP-Ohio also seeks clarification that its
calculation be based on the customer's total billing under AFP-
Ohio's SSO rate, as it does not have the rate that certain
customers pay CRES providers, and cannot perform a total bill
calculation on any other basis other than SSO rates. Further,
AEP-Ohio seeks clarification that it be directly authorized to
create and collect deferrals pursuant to Section 4928.144,
Revised Code, as well as authorization for carrying charges.

The Co ' sion finds that OCC/APJN, C?MAEG/ OT-IA, and
AfaP-Ohio's applications for reh ° g should be granted zn
regards to the customer rate cap in order to clarify the record.
As set forth in the Opinion and Order, the customer rate impact
cap applies to items that were established and approved wit'hm'
the modified ESP, and does not apply to any previously
approved riders or tarfffs that are subject to cbange throughout
the term of the ESP. Specifically, the riders the 12 percent cap
intends to safeguard a tmclude the RSR, DR P"T"ft and
GRFL In addition, the 12 percent rate cap shall apply
throughout the entire term of the ESP.

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

F° y, as the customer rate impact cap is a provision of the
ESP pursuant to Section 4928.143, Revised Code, we authorize
the defm-ral of any expenses ass(xiated with the rate cap
pursuant to Section 4928.144, Revised Code, inclusive of
carrying cbarges, so we can ensure customer rates are stable for
consumers by not increasing more tharz.12 perceret.

-9)-
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IX. SEET f-K3LD

(44) In its application for reh gr AEP-Ohio argues that the
Co on should e' te the 12 percent SEET threshold.
AEP-Ohio expli-tins that the return on equity (ROE) values
contamed' wrthl.n the record are forward Ioo ' es ` tes of
its cost of equity, and do not reflect the ROE earned by
cornpames with comparable nsks to AEP-OhIo. A-Oluo
provides that even if the values were from firms with
comparable risks, the SEET threshold must be significantly in
excess of the ROE eamed. Further, AEP-Ohio points to the
SEET threshold that the Conumssion approved for Duke,
where the Co " i.on approved a stipulation establishing a
SEET threshold of 15 percent.47 In add°rtion, AE.P-Ohio
contends that the threshold does not provide any opportunity
for the CCo ion to consider issues such as capital
requirements of fuwre coxnmxtted investments, as well as other
items contained wz " Section 4928.143(fi), Revised Code.

In its memorandum contra, OCC/APJN note that the
Co ° ion not only followed Sechon 4928.143(F), Revised
Code, but also that the SEET threshold is no g more than a
rebuttable presumption that any eamings above the threshold
would be significantly excessive. IEU argues that AEP-Ohio
unreasonably relies upon settlements in other proceedings to
attempt to resolve contested issues contained wYkhhin the
Co " i.on's Opinion and Order.

The Commission finds AEP-Ohio`s application for rehearing
should be deriied. Under Section 4928.143(F), Revised Code,
the Co fon shaU annually detemun" e whether the
provisions contained within the mo " ed ESP resulted in -
Ohio ° tainmg excessive earnings. The rule further dictates
that the review shall.a consider whether the °ean-tmgs are
sigrsi.ficantly zn excess of the return on equity of other
comparable publicty traded cornpani.es with siui'ilar busmess
and financial rsslr. The record in the modified ESP contams°
extensive testimony° from three expert witnesses who testfied
ixa length on what an apprropra.ate ROE would be for -Ohi.o,
and all. considered comparable companies with s" ar° in

41-

47 In ne Duke, Case No. 08-920-ELSSO { n and Order) December 17, 2008 and Cse No.11-3549-EI,-
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rea ' g their conclusrons.48 In add'ztion, three other diverse
p°es also presented evidence in the record that was
consi t with the recorunendations presented by the flu-ee
expert witnesses, whfch when taken as a whole, dexnonstr°at.es
that a 12 percent ROE would be at the high end of a reasonable
range for AEP-Ohio's return on equity ¢9 Further, we believe
that the SEEt° ffireshold of 12 percent is not only consistent
with state policy provisions, ir ►cludang Section 4928.02(A),
Revised Code, but also reflects an appropriate rate of return in
light of the modified ESP's provisions that minin-dze
t3hio's risk.50

X. CRES PROVIDER ISSUES

(45) In its application for reh ' g, FES argues that the
Commissionion unreasonably authorized AEP-Ohio to continue
its anti-competitive barrr.ers to shopping, including mirdmum
stay requirements and swwrtching fees without justification. FES
asserts that both are contrarTy to state policies contained withron
Section 4928.02, Revised Code.

AEP-Ohio responds that FES's assertions present no new
arguments, and the record faaEy supports the findings by the
CQmvaission. Further, AEP-Qhio explams' that the modif.g.ed.
ESP actuafly offered zmprovenxents to CRES providers, fmther
inclicatirig that reh g is not warranted on thi.s issue.

The Commission finds FES°s application for rehearing relating
to competitive barriers should be granted. Upon further
consideration, we believe AEP-®hio's svri ' g rules, charges,
and 'muumum stay provisions are mconsisten.t with our state
policy ol^ectaves contained within Section 4928.02, Revised
Code, as well as recent Co on precederr.t. The
Co ° ion. recognizes that the application e° ° ates the
current 90-day notice requirement, the 12-month 'mnumum
stay requirement for large comnercLal and industrial
customers, and AEP-Oluo's seasonal stay requirement for
resa.den.tial and s er commercial customers on January 1,
2015, however, we find that these provisions should be

-42-
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50 In rx AWimtirsx of Cofxranbus S. Pouw Co., Slip Opinion No. 2012-Ohio-5690, (Pfeifer, j., ' ting).



11- EL- , et al.

ehminated earlier. We believe it is important to ensure healthy
retail el °c service competition exis#s in Ohio, and recognim°
the unpo e of pro ° g re ' electric sales consumers
right to choose their service providers without any market
barriers, co.ns' t with state policy provisions in Sections
4928.02(1i_) and (1), RevLwd Code. We are confident that these
objectives are best met by e" ' tin.g AEP-Ohao's notice and
stay req ° ents in a more expeditious manner, therefore, we
direct AEP-ohio to subxnit wwi " 60 days, for Staff approval,
revised s indicating the e' tion of AEP-Ohlos
niinimum stay and notice provisions effective January 1, 2014,
from the date of this entry. Further, these changes are
consistent with provisions m both Duke and FirstEnergy's
recent ESPs.51

Further, we note that, in Duke's most recent ESP, not only did
the Co ion approve a plan devoid of any mirdmum stay
provisions, but also it granted a reduction in Duke's swi ` g
fee to $5.00.52 Accordingly, we also find that AEP-iJhio's
switching fee should be reduced from $10.00 to $5.00, which
CRES suppliers may pay for the customer, as is consxstent with
Commission precedent.53

(46) In its application for rehearing, iEU argues the Opinion and
Order failed to ensure that AEP-Ohio's generation capacity
service charge wfll be billed in accordance with a customer's
peak load contribution (PLC) factor. IELJ acknowledges that
the Opiriion and Order directed AEP-Ohio develop an
eiectronic data system tilat will aliow C providers access to
PLC data by May 31, 2014, but states that Opinion and Order
will allow the PLC allocation process to be unknown for two
years until that deadline. MLJ proposes that the Co ° ion
adopt the uncontested recoxnnlendation of its witness to
require ixnmediate disdosure of AEP-Ohio`s PLC factor.

AEP-C7hao states that IEU is merely trying to rehash arguments
previously made. Further, AEP-Oluo points out that because
the PLC value is someffiing AEP-O1a.io passes on to CRES

43-

51 In re Duke Energy Ohio, C'.aw No. 11-3549-EI.-SSf7, (November 22, 2011) Opinion and Order, dn re
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52 In re Duke Ereergy Ohio, C&e No.11-3544-EI.-SSO, (November 22, 2011) Opinion and Order at 39-40.
53 Id.



11-346-EL-S'SO, et a1.

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

The Cornanissl.on rejects IPU's arguments, as the Opinion and
Order already directed AEP-Ohio to develop an electronzc
system that will include PLC values, Yustorical usage, and
interval data.54 Although we did not adopt IEU's
recommendati.on of an immediate system, our intent in setting
a May 31, 2014, deadline was to allow for meinbers of the Ohio
Electronic Date Interchange Working Group to develop
uniform standards for electronic data that will be beneficial for
all CRES providers. ° e IEU may not be pleased with the
Co ° sion's decision to develop a uniform program to the
benefit of CRES providers, and ul " tely customers, as well as
to allow for due process in accordance with our five-year rule
review of Cba.pter 4901:1-10, O.A.C., by allowing interested
stakeholders to explore the possibility of a POR prograni, we
afffi-rn our decision and find that these provisions are
reasonable.

XI. DISTRIBUTION 'TMEIV"T" RIDER

(47) AEP-Ohio asserts that the Co ` ion's failure to establish a
final reconciliation and true-up for the distribution 3nvestxnent
rider (DIR), which wall expire with at the conclusion of the ESP,
was unreasonable. AFRP-Ohio reasons that it is unable to
det " e whether the DIR wlll have a zero balance upon
expiration of the rider such that final reconcil.Aatiort is necessary
to address any over-recovery or under-recovery. AEP-Ohio
adds that the Co ` sion is clearly vested with the authority
to direct reconciliation of the DIR, as was done for the ES RR
and in other proceedings. Accordingly, AEP-Ohio contends
that it was unreasonable for the C °ssion to not provide for
reconciliatiori and true-up for the DIR.

We grant -Oluo's request for rehearing to facili.tate final
reco '° iion and true-up of the DIR at the end of the ESP.
Accordingly, within days after the exph°a#ion of thLs ISP,

-C)hio is directed to file the necessary info tioxt for the

-44-

54 fai. at 41



11° E, °-SSOF et aL

Co ° ron to conduct final review and reco '°a.tion of the
DIR.

(48) AEP-Ohio asserts that the Opinion and Order unreasonably
adjusted the revenue requirement for accumulated defen-ed
zncoxne taxes (ADI'I). AEP-Ohio clairns that the ADIT offset is
incorsfstent with the Commission approved stipulation filed in
the Company's latest d2stributron rate case, Case No. 11-351-
EL-AIR et al., (Distribution Rate Case) as the revenue credit did
not take fnto account an ADIT offset wha.ch, as calculated by
AEP-Ohio, results in the distribution rate case credit being
overstated by $2I.329 m.illiotY. AEP-Ohio notes that the DIR
was used to offset the rate base increase in the dlstribution rate
case and included a credit for residential customers and a
contrYbution to the P hip with C7hIo fund and the
Neighbor-to-Neighbor prograxn. AEP-(Jhao argues that it is
b..un entally 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 -Oh.i.o cannot take
actaon to protect itself from the rzsk. {3n reheaxu7.g, AEP-47hio
asks that the Cominission restore the bahmxe strack in the
dis 'tion rate case settlement by eliniinatrng the ADIT offset
to the DIR 5s

OCC/APJN remands the Coxrtn7a.ssaon that -Ohlo's
distribution rate case was resolved by Stipulation and the
Stipulation does not include any provision for -Ohio to
adjust the revenue credit to customers contingent upon
C ' ion approval of the DIR. OCC/ APJN notes that the
Distribution Rate Case Stipulation d ° the DIR revenues and
the distrtribu#Ion of the revenue credit and also specifically
provides AEP-Ohi.o the oppo °ty to withdraw from the
Stipulation if the Co ° sion mat ' y modifies the DIR in
this proceeding. P° y, 4CC/APJN asserts that AEP-Ohio
was the drafter of the Distribution Rate Case Stipulation and,
pursuant to Ohio law, any ambiguities in the d ent must
be construed ag " t the dr " g party.

The Commission" has considered the appropriateness of
incorporating the effects of ADIT on the calculation of a
revenue requirernent and carrying charges in several

^5-
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proc ' gs. In regard to d ° tion of the revenue
requirement for the DIR, we emphasize, as we sta.ted in the
Opinion and C?rder:

The Co ° sion 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 ar ents made by ,ApP-0Itio convinces the
Co ion that its decision in tltis ins e is unreasonable or
unlawful. As such, we deny ApF-0Itios request for reh ` g
of this issue.

(49) Kroger contends that the Opinion and Order notes, but does
not directly address or incorporate, Krogees argument not to
combine the DIR for the CSP and OP rate zones without
offering any rationale. Kroger reiterates its claims that the DIR
costs are unique and known for each rate zone and blending
the DIR rates will ial ° tely require one rate zone to subsidize
the costs of service for the other. Kroger requests that the
Commission grant reh g and reverse its decision on thas
issue.

AEP-Ohao opposes Kroger's request to maintain separate DIR
rates and accounts for each rate zone. AEP-Ohio argues that
the Co "'on specifically noted and explained why ce `
rider rates were being rraaintazned separately. Given ffiat AEP-
OWo's merger application was approved, AEP-Ohio states that
it is unreasonable for the Company to establish separate
accounts for the DIR.

The Co " ion notes that the DIR. is a new plan approved by
the Co ' on in the ESP a.nd the distribution investment
plan will take in.to consideration the service nee.s of the AEP-
OMo as a whole. Kroger's request to establish separate and
distinct DIR. accounts and rates would result in maintaining
and essentially continuing CSP and OP as separate entities.
Kroger has not provided the Commission with sufficient
justification to continue the distinction between the rate zones
or demonstrated any unreasonable disadvantage or burden to

-46-
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either rate zone. The focus of the DIR wM be on replacing
uc , irrespective of rate zone, that will. have the

greatest impact on iinprowing reiia "°ty for custom . The
Commission denies Krogers request to recorasrder adoption of
the DIR on a rate zone basis.

(50) OCC/APJ1V argue on rehearing that the Commission failed to
apply the appropriate statutory standard in Section
4928.143(B)(2)(h), Revised Code.- As OCC/APJN interpret the
statute, it requires the Co ° ion to determine that utility
and customer ex dons are aligraed.

AEF-Oluo retorts that OCC/APJN rnismterpret that statute and
ignore the factual record in the case to make the position which
was already rejected by the Co ° sion. AEP-0hio reasons
that Yn. their attempt to attack the C)pa.naon and Order,
OCC/APJN parsed words and oversizn.plified the purpose of
the statute.

The Opinion and Order discusses APP-Uiuo°s reliability
expectations and customer expectations as well as
OCC/ 's interpretattion of the requirements of Section
4928.143(B)(2)(h), Revised Code.-% OCC/APJN clairn that the
statutory requixesnent is that customer and electric distribution
utility expectations be aligned at the present time. We reject
their claim that the opa.xion and Order focused on a forward-
looking statutory standard and, therefore, did not apply the
standard set foA in Section 4 .143(B)(2)(h), Revised. Code.
The Co ° ion interprets Section 4928.143(B)(2)(h), Revised
Code, to require the Co ° sion to ex ° e the utility"s
relxabxlity and dete ' e that customer exp tions and
eiectnc dzstribution utility expectations are aligned to approve
an energy delivery infrastructure Ynod ° tion plan. The key
for the Co ° ion is not, as OCC/APJN assert, to find that
customer and utility expectations were aligned, are currently
aligned or wiU be aligned in the future but to maintain, to some
degree, the reasonable ali en.t of customer and utihty
ex tions continuously. As noted in the Opinron and Order,
and in OCC/ 's brief, over 70 percent of customers do not
beheve their electrac service reliabiJ.ity expectations will
increase and appro " tely 20 pemmt of customers expect

-4?s
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their service rel°aability expectatioas to ancease. -Qhio
exnplasized agRng utility ' trcxcture and the Co on
expects that aging utility " tru.cture increases outages and
results in the eroding of sexwice reliability. The Commission
found it necessary to adopt the DiR to maintain utdity
reliability as well as to taa.n the general a1i ent of
customer and utitity service expectations. Thus, the
Commission rejects the arguments of OCC/APJN and demes
the request for rehearing.

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

We disagree. The Opinnuon and Order specifically dnwted'
AEP-Ohio to work with Staff to develop the plan, to focus
spending where it w3I1 have the greatest .ixnpact and quantify
reliability improvements expected, to ensure no double
recovery, and to include a demonstration of DIR expenditures
over projected expenditures and recent spending Ievels.57
Therefore, we also deny this aspect of OCC/APJN°s request for
rehearing of the Opinion and Order. Finat[y, the Coxrunissxon

.es that the DIR quarterly updates shall be due, as
proposed by Staff witness McCarter, on June 30, September 30,
Decmber 30 and May 18, with the final ' g due May 31,
2015, and the DIR. quarterly rate shall be effective, urdess
suspended by the Co ' ion, 60 days aftex the DIR update is
filed.

(52) OCC/APJN contend that in their initial brief they argued that
adoption of the DIR would impact customer affordability
without the benefit of a cost benefit yszs.% With the
adoption of the DkR, OCC/APJN reason that the irion and
Order did not address customer affordabidity m Izgh.t of the
state policies set forth in Section 4 . Reviseed Code, and,

'`7 Id. a.t 47
58 OCC/APJN In.itial Brief at 96-11t
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tlierefore, the Opinion and Order violates Section 4903.09,
Revised Code.

We roect the attempt by OCC/APIN to focus exclusively on
the DIR as the component of the F.SF that must support
selective state policaes. First, we note that the Ohio Supreme
Court has ruled that the policies set forth in Section 49213.02,
Revised Code, do not %xnpose strict req ° ents on any given
program but simply expresses state policy and function as
guidelines for the Commission to weigh in evaluating utility
p.ropo .519 Nonetheless, we note that the E,',P mitigates
customer rate increases in several respects. The provisions of
which serve to mitigate customer rate increases include, but are
not limited to, stabilizing base generation rates until the auction
process is implementedB June 1, 2015; r °° g that a,greater
percentage of -Ohio`s standard service offer load be
procured through auction sooner than proposed in the
application; continuance of th.e gridSMART project so that
more customers wxil benefit from the use of various
technologies to allow customers to better control their energy
consumption and costs; and developing electronic system
lxnprovexnents to facilitate more retail competition in the AEP-
Ohio service area. I'hus, whil.e the adoption of the DIR
supports the state policy to ensure reliable and efficient retad
electric service to consumers in AEP-OWo seruzce territory, the
above noted provisions of the approved ESP serve not only to
n°titigate the bill impact for at-risk consumers but all AEP-Ohio
consumers. On that basis, the Opinion and Order supports the
state policies set forth in Section 4928.02,17.e' ' Code. Thus,
we reject OCC/APJN's attempt to narrowly focus on the DIY2.
as the component of the ffiP that must support the state
policies and deny the request for rehearing.

XII. PHASE-IN RECOVERY RIDER

(53) lEU amerts that the Opinion and Order as urdawful and
unreasonable as it authorized recovery of the PIRR without
taking into consideration IEU's arguments on the effect of
.A.DIT. IEU argues that the deczs.ion is ' istent with
generally accepted accountin.g `prmciples, r tory princi.ples,

.4..^""
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and violated IEU's due process by approving the PIRR without
an evidentiary h " g.

AEP-Ohio offers that 's daims ignore that the deferred fuel
expenws were established pursuant to the Co saon's
authority under Section 4928.144, Revised Code, in the
Company's prior ESP Opinion and Order. The ESP 1
proc ° g 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-
bypaswble surcharge. AEP-Ohio argues that the ESP 1 order is

non-appealable on this issue. -Ohao 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 ex.ists.fi0 AEP-Ohio concludes that
hearing was not required to implement the PIRR. mechanism.
Specifical.ly as to IEU's ADIT related objecti.ons to the Opinion
and Order, AEP-Ohuo contends that IEU has made these
arguments numerous times and the doctrine of re,.s judicata
estops IEU from continuing to make tlais argument.61

The Co -' ion notes as a part of the ESP 1 proceeding, an
evidentiary hearing was held on the application and the
Co fon approved the establislur►ent of a regulatory asset
to consist of accrued deferred fuel expenses, utcIuding infierest.
IEU was an active participant in the ESP 1 evidentiary hearing
and was afforded the opportunity to exexcise its due process
rights. However, there is no statutory re ° ent for a
h " g on the application to initiate the PIRR m " m to
recover the regulatory asset approved as a component of the
ESP 1 order, as IEU claixns. Interested persons were
nonetheless afforded an opportunity to subrnit conunents and
reply comments on the Company's PIRR application. IEU was
aiso an intervener in the PIRR Case and suubrnitted comments
and reply comments. The Co ° ion agrees, as AEP-Ohio
states, that IEU and other parties have argued and reargued
that deferred fuel expenses should accrue net of taxes. The
issue was raised but rejected by the Co ° sion in the ESP 1
proceeding and the issue was " , reconsidered and agan
rejected by the Co °°on in the PIRR Case Opinion and
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Order and the Fifth Entry on Reh g. The Co st.on
finds, as it relates to the PMF, that the issues tn this modified
ESP 2 proc ° gs were appropriately lin-dted to the merger of
the PIRR rates and the effective date for collection of the PIRR
rates. 7ELT has been afford.ed an oppo °ty to present its
position in both the ESP 1 and PIRR proc ° gs and, as suc11,
there is no need to reconsider the rnatter as a part of this
proceeding. A.ccordingly, we deny IEL1's request for rehearing
of the issue.

(54) OCC/APJN argue that the Opinion and Order is inconsistent to
the extent that it approves the request to merge the CSP and OP
rates for several of the other riders under consideration in the
ESP application but maintained separate PIRR riders for the
CSP and OP rate zones. OCC/ APJN emphasize that the
Stipulation initially filed xn this proceeding advocated the
merger of the PIRR rates and in the December 14, 2011,
Opinion and Order the Co " sion approved the merger of
the rates. The Co ° ion's decision not to merge the CSP and
OP PIRR rates, according to OCC/APJN, is a reversal of its
earlier rulsng 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 Co .m . sion to address the issues raised ort reh ' g as to
FAC and PIRR, is to immediately merge the FAC and PIRR
rates.

As OCC/ APJN explarn, the Co ° sion approved without
m" cation, the merger of the PIRR rider rates. However, the
Corxnussion subsequently rejected the Stipuladon on
rehearrn.g. The Commission' notes that in regard to the FAC,
the vast majority of deferred fuel expenses were incurred by
OP rate zone customers, and a sx ''c t portion of the
deferred fuel expense of former CSP customers was recovered
through SEET evaluations. Upon fin-ther consideration of the
PIRR and FAC rates zssues, the Commission has dete ° ed
that ° mamtaumg separate rates for the OP and CSP rate zones,
given the si ° ant difference in the ou ding deferred fuel
expenws per rate zone, is reasonable, as discussed in the

-51-



11w346-Efa-SSO, et al.

Opinion and Order and advocated by IEU and Ormet.
Accordingly, the Co sion affirms its decision and deraies
OCC/APJN's request for reh ° g as to the merger of the
PIRR rates.

(55) OEG expresses cortcern that the FIRR rates will be in effect
until December 31, 2018, while the FAC rate will expire with
this ESP on May 31, 2015. OEG reasons that as of June 1, 2015,
the rates for energy and capacity wilt be the same for OP and
CSP rate zones. OEG requests that the Co sion clari.fy that
it is not precluding the merging of the PIRR rates after the
cun-ent expires. OEG reasons that Tmer°g8ng the FAC and
PIRR rates for each rate zone would reduce the a " trative
coxnplexaty and burden, ancrease efficiency, and align the
structure of the FAC and PIRR with the other AEP-Ohio rider
rates.

Sizxap b̀f°xcateon of the auction process for auction participants
does not jusfify ignoring the deferred fuel expense balance
incurred for the benefit of OP customers at the expense of CSP
customers. The Commission will continue to monitor AEP-
Ohio's outstanding deferred fuel expense balance and may
reconsider its decision on the merger of the PIRR and FAC
rates. However, at tbis time, we are not convinced by the
arguments of OEG to reverse our decision in the Opinion and
Order. Accordingly, we deny the request for rehearing.

XIII. ENERGY EPFICIE . f? PEAK P ND REDP-CUM RIPER

(5b) OCC/APJN offer that the Commission" adversely affected the
righ#.s of the signatory parties to the EE/PDR Stipulation in
Case fifo.11-5 EL-POR et aI. by merging the EE/PDR rates
an this proce ° g. OCC/APJN assert that the parties
envisioned separate EE/PDR rates for the CSP and OP rate
zones after the merger of CSP and OP.

AEP-Ohio reasons that C)CC/A Ws argument tO maintain
separate EE/PDR rates is without merit and notes that the
Commission sp .' ally stated that tariff amendments, as a
result of the merger, would be reviewed and rate rnatters
resolved in thLs proc ' g.62 AEP-Ofluo supports the
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Commission's decision and asks that the Commission deny this
request for rekt i. g

Tn light of the fact that the Co xon reaffirmed AEP-Ohio's
merger on March 7, 2012, OCC/APJN should have been aware
of the Co ° ion's pian to consider the merging of CSP and
OP rates as part of the ESP proceeding. Further, the
Commission notes that no " g in the EE/PDR Stipulation or
the Opinion and. Order approving the Stipulation confirms the
assertions of CCC/APjN that the parties expected the EE/PDR
rates to be separately maintained after the merger of CSP and
OP. In addition, OCC/APJN assert in their application for
rehearing that combining the EE/PDR rates prevents the
parties from receiving the benefit of the bargarna reached in the
EE/PDR Stipulation. We therefore deny the request for
rehearing.

XIV. GRIDSMART

(57) AEF-C?hio asserts that the Co " ion's failure to establish a
final reconciliation and true-up for the gridS T rider which
wiU expire prior to or in conjunction with the end of this ESP
term, May 31, 2015, was unreasonable.

We grant AEP-Ohio's request for rehearing. Accordingly, the
Com,massion ciarifies and directs that withan 90 days after the
expiration of this ESP 2, AEP-Ohio shall make a filing with the
Commission for review and reconciliation of the final year of
the Phase I,gridS RT rider.

XV. EC4JNOMIC DEVELOPNT2,TT ER

(58) OCC/APJN renew their request on rehearing that the
Comxmssion Order -ohio shareholders main ° the
Partnership with Ohio (PWO) fund at $5 million per year and
to designate $2 milion for the NeI rato-Nei bor pr am.
OCC/APJN argue that the Co ' saon's fadure to address
therr' request to fund the C) and Neighbor-tomleIea.ghbor
frmds® without explanation, is unlawful under Section 4903.09,
Rewised. Code. Further, OCC/APJN reiterate that it is unjust
and unreasonable for the Co ° sron. not to order AEP-Ohio
to fund the PWO program in light of the fact that the C}pimon
and Order directed the CornpanYes to reznsstate the Ohio
Growth Fund. OCC/APJN note that the C.o " ion ordered
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the funding of the Ohio Growth Fund in its December 14, 2()11
order approving the Stipulation. OCC/ APJN argue that the at
nsk population is also facan.g extenuating econonuc
c° tances, particularly i.n southeast Ohao served by -
Ob.ao, OCC/ AAPJN offer that at-rask populations are to be
protected pursuant to the policy set forth in Section 4928.02(L),
Revised Code.

The Co " sion notes that provisions were made for the PWO
to the benefit of residential and low-income customers, as part
of the Company's distributaon rate case.63 The PWO fund
directiy supports low-income residential customers with bill
payment assistance. The Co ° i.on concluded, therefore,
that the fund°mg in the da.stribution rate proceeding was
adequate and additional fundfng of the PWO fund, as
requested by OCC/APJN was unnecessary. However, as noted
in the Opinion and Orde.r, the Ohio Growth Fund, "creates
private sector econontic development resources to support and
work in co " ction with other resources to attract new
investment and improve job growth in Ohio" to support Ohio's
economy. For these reasons, the Co ° Yon did not revise the
Opinion and Order and we deny OCC/APJN's application for
rehearing.

XVI. STORM DAMAGE RECOVERY ME f.SNi

(59) In its application for rehearing, AEP-Ohio suggests that the
Co " sion clan£y that, under the storm damage recovery
rn. ' m's December 31 filxng procedure, a cutoff of
September 30 be established for all expenses incurred. AEP-
Ohio opines that the darification wouid ailow any qualifying
expenses that occur after mber 30 of each year to be added
to the deferral balance and carried forward. AEP-Ohio notes
that absent a cut off date, if an incident occurs late xn the
reporting year, expenses may not be accounted for at the time
of the December 31 filing.

In its memoranduin contra, OCC/APJN point out that AEP-
Ohio's request for clarification would result in customers
accruing carnling cosis for any costs that may be incurred
between October 1 and December 31. As an alternative,
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OCC/APJN suggest the C ion consider a provision
allowing AEP-Ohio to amend its fzlfng up to 30 days after the
Decernber 31 deadline to include any storm costs from the
month of December that were not ancluded zn the ori '
filing.

The Co ° ion finds that AEP-Ohio`s application for
rehe ° should be granted. We believe it is important to
account for any expenses that may occur just prior to the
December 31 filing, however, we are also sensitive to
OCC/APJN`s concern about carrying costs being incurred over
a three-month period as a result of AEPaOhi.o°s request,
Accordingly, we find that under the storm damage recovery
nlech ° m, in the event any costs are incurred but not
accounted for prior to the December 31 filing deadline, AEP-
Ohio may, upon prior notification to the C ' sion in its
December 31 fiIing, amend the `' g to include all incurred
costs wzttun 30 days of the December 31 fil.ing.

XVf'I. GENERATION RESOUIttCE RIDER

(60) FES and JEU argue, as each did in their res °ve briefs, that
the dictates of Sections 4928,143(B) and 492$. , Revised
Code, re^=,,^.$re t^D IGRR be established as a bypassable rider.
FES, IEU and OCC/ APJN request rehearing on the approval of
the GRR on the basis that all the statutory requirements of
Section 4928.143(B)(2)(c), Revised Code, have not been met as a
part of this ESP. FF.'S contends that Sections 4 .1 )(2)(c)
and 4928.64(E), Revised Code, are irreconcilable and the
specialized provision of Section 4928.64, Revised Code,
prevails. OCC J A.PJN adds that the Co ' sxon s creation of
the GRR, even at zero, abroga ted Ohio law. For these reasons,
FES, IEU, and OCCf APJiV subnut 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 Co ' ion and
rejected in the Opudon and Order. No ' g offered in the
applications for rehe ' persuades the Co sion that the
Opinion and Order is unreasonable or urdawful. Accor " gly,
the applicatioxrs for reheu ^.x ° g on the establishment of the GRR
are derued. Further, the Co ` ion notes that we recently
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conclu.ded that AEP-•Ohio and Staff failed to make the requisite
demonstration of need for the Turning Point project."

(61) IEL7 argues that the language in Section 4928.06(A), Revised
Code, imposes a duty on the Co ' fon to ensure that the
state pollQes set forth in Section 4928.02, Revised Code, are
effectuated. Elyria .i"oundry v. Public Util. C'orrtrrt.,1x4 Ohio St3d.
305 (2007). IEU contends the adoption of the GRR violates state
poIicy and confli.cts with the Capacity Order, .in which where
the Co ° ion de " ed that .rnarlCet ]ased capacity pricing
wsll sdmulate true competition among suppliers in AEP-Ohio's
service territory and °zncent shopping, thus, implicitly re;ectYng
that above-n7arket pricing is compatible with Section 4928.02,
Revised Code.65

The Conimission notes that the Supreme Court of bhio
deter:ov.ned that the policies set forth in Section 4928.02,
Revised Code, do not impose strict requirements on any given
program but simply express state policy and function as
guidelines for the Co ° ion to weigh in evaluating utility
proposals.66 IEU does not specifi.caily reference a particular
paragraph in Section 4928.02, Revised Code, supporting that
the GRR is untawfui. Nonetheless, the Commission reiterates,
as stated in the Opinion and Order, that AEP-Ohio would be
required to share the benefits of the project with all customers,
shopping and non-shopping to advance the policies stated in
paragraph (H), Sechon 4928.0Z Revised Code.

XVIII, POOL MIJDIFICATION RIDER

(62) pES argues that the application did not include a description or
Lirffs reflecting a PTR and, accordingly, did not request a PTR
to be initially estabh,shed at zero. FES subgnl.ts that there is no
evidence and no justification presented in support of a PTR
and, therefore, the Co ° sxon's approval of the is
unreasor'able.

AEP-0kuo responds that °s clan-ns" are znisleadix,.g and
erroneous. AEP-Ohio cites the testsrnony of witness Nelson

-56-

64 In re AEP-Ohio, Case Nos.10-5o1-EL-FC?R and 10-502 EL-FOOR, Opinion and Order at 25-27 (January 9,
2013).

65 In re AEP-Ohio, Case No.10- EL-LINC, Opktion and Order at 23 Qulp Z. 2012}.
66 In re Appticataorz of Codumbus Southern Paoer Co. et at.,128 Ohio St.3d. 512, at 525, 2o11-Ohio-17s8.



11-346-EL-SSO, et al.

which mcluded a complete description of the P'TR. AEP-Ohlo
notes that the Co m ° ion was able to dzscern the s#rmture of
the PTR and approved the request. AEF-Oluo asserts that
FES`s claims do not provide a basis for rehearing.

FF9 s arguments as to the description of the in the
applicatzon overlook the testimony zn the record and the
directives of the Co ion. As specifically stated in the
Opinion and Order, recovery under the PTR is contingent upon
the Co °"on s review of an application by the Company for
such costs and any recovery under the PTR rnaxsst be specifically
authorized by the Commission.67 F ermore, the Opznion
and Order enlp ° ed that if AEP-Ohio seeks recovery under
the PTR, it wfI1 maintain the bux°den set forth in Section
492$.143, Revised Code.68 Accordingly, the Co " zon denies
the request of FES for rehearing on this issue.

(63) IEU also submits that the FTR (as, well as the capacity deferral
and RSR) violates corporate separation requirements in that it
operates to allow AEP-Ohio to favor its affiliate and ignore the
strict separation between competitive and non-competitive
services. S ''cally, contends that Section 4928.02(H),
Revised Code, prohibits the recovery of any generation-xelated
cost through distribution or transnussion rates after corporate
separation is effective.

We find that IEU made sirnilar arguments as to generation
asset divestiWre. For the same reasons stated therein, the
Co ° xon again denies IEU's requests for rehearing.

(64) IEU also contends that the f''I'R69 is unreasonable and urdawful
as its approval permits A,E.P-C}hio to recovery generation-
related transition revenue when the time period for recovery of
such costs as passed, and where the Company agreed to forgo
recovery of such costs in its Co ` sxon-approved settlement
of its electric transition plan (ETP) .70

67 Opinion and Order at 49.
68 Id
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As to LPU's claarn that the PTR is unlawful under the agreement
in the ETP cases, the Co °ssion rejects this argument As we
stated %n the Opinion and Order, approval of the PTR
m ' m. does not ensure any recovery to AEP-Ohio. AEP-
Ohio can only pursue recovery under the P°T°ft if this
Co °on modifies or amends its corporate separation ph-un,
filed in Case No.12-1126-PL-UNC (Corporate Separation Case),
as to divestiture of the generation assets only. Further, if the
conditions precedent for recovery under the PTZ are met, AEP-
Ohio has the burden under Section 4928.143, Revised Code, to
demonstrate that the Pool Agreement benefitted Ohio
ratepayers over the long-term, any PTR costs and/or revenues
were allocated to Ohio ratepayers, and that any costs were
prudently incurred and reasonable.n TEU made scxbstantially
smular ctairns regarding transition cost and the ETP cases in
the Capacity Case.72 The type of transition costs at issue in the
ETP cases are set forth in Section 4 ,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 y below.
Thus, we find IEU"s arguments incorrect and premature. In
addftiorn, for the same reasons we rejected these arguments by
IEU on rehearing in regard to the RSR and capacity charge, we
reject these claims as to the PTR. LEU°s request for rehearing is
denied.

(65) PES, IEU and OCC/APJN reason that the C ° sion based its
approval of the PTR. on Section 4928.143(B)(2)(ka), Revised
Code, which applies only to distribution service and does not
inciude incentives for transitioning to the competitive market.
FES, IEU and 0CC/APJN offer that the PTR is generation
based and has no relation to distribution service. Further, FES
offers that by the time the AEP Pool tem-dnates, the generation
assets wiII be held by -C,7hxo's generation afffiliate and any
revenue loss ex °enced wffl be that of a cornpetative
generation provider. According to FES and OCC/APJN,
nothing in Section 4928.143(B)(2), Revised Code, or any other
provision of Ohio law, permits a competitive generation
provider to recover lost revenue or to incent the eiectric
distribution ut.s,laty to transition to niarket Furthermore, FES
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reasons that Section 4928.02 , Revised Code, spedfically
prohibits cross-subsid°xzatiorL IELT ka'kewise clamis that Section
4928.06, Revised Code, obligates the Co °°on to effectuate
the state policies in Section 4928.02, Revised Code.

AEP-Oh.io replies that despite the cl ' of FES, IEU and
OCC/APJN, statutory authority exists for the adoption of the
PTR falls under Section 4 .143(B)(2)(h.), Revised Code, as the
Co " ion deterrstined m its Opinion and Order. The PTR, is
also authorized, according to AEP-Ohio, under Section
4928.143(B)(2)(d), Revised Code. AEP-Ohio reasons that the
purpose of the Pool Agreement is to stabilize the rates of Ohio
customers, thus division ($)(2)(d) of Section 4928.143, Revised
Code, also supports the recovery of Pool Agreement cost. AEP-
Ohio states, in regards to the argument on cross-subsidies, that
a significant portion of AEP-0hio's revenues result from sales
of power to other AEP Pool members. With the terrnination of
the Pool Agreement, if there is a substantial decrease in net
revenue, under the provisions of the P'I°R, the Company could
be compensated for lost net revenue from retail customers.
Based upon this rea.soning, AEP-Ohio argues that the PTR is an
authorized component of an ESP and was correctly approved
by the Co ° sion.

The Co ' sion notes that the Opuuon and Order s °ca.liy
limited AEP-Ohio's right to recover under the PTR, only in the
event this Commission modified or amended its corporate
separation plan as to the divestiture of its generation assets.73
The Opirdon and Order also directed, subject to the approval of
the corporate separation pian, that' AEP-Ohio divest its
generation assets from its electric distribution utility assets by
transfer to its generation affiliate.74 Further by Findxng and
Order issued on October 17, 2012, in the Corporate Separation
Case, AEP-Ohio was granted approval to amend its corporate
separation plan to reflect full structural corporate separation
and to transfer its generation assets to its generation affiliate.
Applications for rehearmg" of the Finding and Order in the
Corporate Separataon Case were timely filed and the
Co ' ion's decision on the applica.tiox's is currently
pending. The Co ion reasons, however, that if we affirin

73 Opinion and Order at 49.

74 Id, at 5o.
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our decision on reh ' g, as to the da.vestiture of the
generation assets, -Ohio has no basis to pursue recovery
under the PTR.

Nonetheless, we grant reh ` g regarding the statutory basis
for approval of the PM. We find that Section 4928.143(B)(2)(d),
Revised Code, supports the adoption of the .75 The
terniination of the Pool Agreement is a pre-requisite to AEP-
Ohio`s trarasition to full structural corporate separation. With
AEP-Ohio's move to fiall structural corporate separation and
CRES providers securing capacity zn the market, the number of
service offers for SSO customers and shopping customers will
likely increase and improve. On that basis, te ° tion of the
Pool Agreement is key to the establishment of effectzve
competition and authorized under the te of Section
4928.143(B)(2)(d), Revised Code. We are not dissuaded from
this position by the claims of OCC/APJN and FES. As
OCC/ APJN correctly assert, revenues received as a result of
the Pool Agreement are not recogrsized in the determination of
si °cantly excessive earrdngs. However, OCC/AP)N fails to
recognize that the language of Section 4928.143(F), Revised
Code, specificall.y exclude such revenue. We also note, that
while effec#ve conz.petiti.on is indeed the goal of the
Co ion, Section 4928.02(I-f), Revised Code, does not
strictly prohj.bit cross-subsidz'zation. The Ohio Supreme Court
has ruled that the policies set forth in Section 4928.0.2, Revised
Code, do not impose strict requirements on any given progxam
but simply express state policy and bmction as guidelines for
the Commiss.ton to weigh in evaluating utility proposals.76

(66) IEU c1 " that Section 4928.06, Revised Code, raises the state
policaes set forth in Section 4928.02, Revised Code, to
requirements. falyria Foundry v. Public Util. Comm., 114 Ohio
St.3d 305 (2 .'6Ve note, that more recently, the Ohio
Supreme Court dete ° ed ffiat the policies set forth in Section

75 Sectim 492S.143(g)(2)(d), Revised Code, states:

T'ernes, condi.tionss, or charges rektr,g to '° tiorras on customer shopping for
geceration seavice, byp ,s by, back-up, or supplemental power service, c[ehult
service, carrymg costs, amoriimtioxx periods, and accounting or deferrals, inciuding future
recovery of such deferrals, as would have the effect of siab' .' g or prova. ° certainty
regareiing semce.

76 In reApphcation of Columir8es Southern Pouer Co. et aZ.,17S Ohio St.3d 514 at 575, ?.(}11-{?hio-1i 8$
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4 .(i2, Revised Code, do not impose strict req ° ents on
any given program but simply express state policy and
function as gwdelines for the Co on to weigh in
evaluating utility prop .77 Consistent with the Court's
ruling we approved the establishment of the PTR subject to the
Company makmg a subsequent filbng for the Co ° sion's
review including the effectuation of state policies.

XIX. GENERATION ASSET DIVESTIURE

(67) In its application for rehearing, AEP-Ohio asserts that the
Co ° sion should -have approved the corporate separation
application at the same time that it issued the Opinion and
Order or made approval of the Opi.nion and Order contingent
on approval of the Company's corporate separation appplicatior:
filed irw. Corporate Separation Case. AEP-Ohio argues that
structural corporate separati.on is a cxitical component of the
ESP which is necessary for AEP-Ohio to transition to
implementing an auction-based SSO. Thus, AEP-Ohio requests
that the Commission clarify on rehearirag, that the ESP will not
be effective until the Co ° ion approves AEP-Ohio's
corporate separation apphcati.on.

The Oppinion and Order was asued August 8, 2012. The order
in AEP-Ohio's Corporate Separation Case was issued October
17, 2012, approving the corporate separation plan subject to
certain conditions. The Commission denies AEF-Ohio's
request to make the ESP effective upon the approval of the
corporate separation plan.. AEP-Oiuo had the option of
desi ° g its modified ESP applicata.on to incorporate its
corporate separation plan or to timely request consolidation of
the Corporate Separation Case and the ESP cases. AEP-Ohio
did not undertake either option. F ore, the rates and

°tanffs in compliance with the t3puion and Order were
approved and have been ef# ° e since the fint bi.llircg cycle of
September 2312 Accordingly, it would be unreasonable and
unfair to make the effect.ave date of the ESP the date the
corporate separation case was approved. AEP-Ohio's request
for rehearing is denied.

-6I-

''7 In rr Appplicaiion ofCzEumbus Southem Pawr Co. et aai.,128 Ohio 512, at 525, 2o11-0h%o-1'7$8.
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(68) IEU argues that the C7puuon and Order is urdawful and
unreasonable to the extent that the Commission approved the
conditional tramfer of the generation assets without
d.etermmmg that the transfer complied with Sections 492$.17,
4928.02® and 4 .18(B), Revised Code, and Chapter 4 :1-37,
O.A.C.

As we previousfy- acknowledged, AEP-Ohio did not request
that the Corporate Separation Case and the ESP proc ' gs be
consolidated. Therefore, as was noted in the Opinion and
Order, the priniazy considerations in the ESP proceeding was
how the divestiture of the generation assets and the agreement
between A.ET'-(3hio and its generation affiliate wouId unpact
SSO rates and customers. The requxrements for corporate
separation contained in Secttions 4928.17 and 4928.18(B),
Revised Code, and the applicable rules in Chapter 4901:1-37,
O.A.C., were addressed in the Corporate - Separation Case
which was issued subsequent to the °"on and Order in this
matter. As the issues raised by IEU have subsequently been
addressed, we deny the request for rehearing.

(69) AEP-Ohio also requests that the Co ` ion reconsider and
modify the directives as to the pollution control revenue bonds
(PCRB). AEP-Ohio requests that, at a ' um, the
Co " ion clarify that the 90-day filing be limited to a
demonstration that AEP-Oluo customers have not and wM not
incur any additional costs caused by corporate separation, and
that the hold harrrdess obhgation pertams to the additional
costs caused by corporate separation. AEP-Ohio requests
permission to retain the PCRB or, in the alternative, authorize
AEP-Ohao to transfer the PCRB to its generation affiliate
corisistent wj.tlx the Corporate Separation Case. -p}u,o
suggest that the PCRBs be retained by AEP-Ohio until their
respective tender dates and transfer the Iiabilities to its
generation affiliate w1th .r.n:ter-compan.y notes d. g the penod
betweert 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 addltioral
costs that could arise from corporate separation and e" te
the need for any 90-day filing.

-62-

We grant reh " g on the issue of the PCRB to darify and
reiterate, consistent with the Co ° ion"s decision in the
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Corporate Separation Case, that ratepayers be held harmless.
In the Corporate Separation Case, in rec 'tion. of the
Company's request for rehearing in ° matter and as athLs
condition of corporate separation, the Commission directed the
Coxn y u'' an intercompany note between AEP-Ohio and
its generation affiliate wherein AEP-Ohio could re ° the
PCRB and avoid any burden on AflT'-C)hio EDU ratepayers.78
Thus, with the C ' ion's decision in the Corporate
Separation. Case, the 90-day filing previously ordered in this
proceeding was no longer necessary. -

(70) IEU argues that the Upgnion and Order is unreasonable and
unlawful as it allows AEP-Ohio, the electric distribution utility,
to evade strict separation between competitive and non-
competitive services and, as such insulates AEP-Ohio's
generation affiliate, in violation of Section 4928.17(A)(3),
Revssed. Code, affording its generation affiliate an undue
preference or advantage. S" ° arIy, = FES argues that the
Opzxuon and Order, to the extent that it permits AEP-Ohio, to
pass revenue to AEP-Oluo's generation affiliate, violates
Section 4928.143(B)(2)(a), Revised Code, as the statute requires
that any cost recovered be prudently incurred, including
pu d power acquired from an affiliate. According to FES,
the record evidence demonstrates tbe.t the capacity pnce of
$188.88 per MW-day is significantly higher than the price that
can be acquired in the market and AEP-Ohio has not evaluated
the arrangement with AEP-Ohio's generation affiliate or
considered options available in the competitive market. As to
the pass-through of generation based revenues from SSO
customers, FES cI " there is no record evidence to support an
"arbitrary" price for energy and capacity from SSO customers.
FES asserts that -Oha.o's base generation rate is not based
on cost or market and that AEP-C)hio argued that the base
generation rate reflects a$e355 per MW-day charge for capacity.
For these reasons, FFS reasons that the base generation
revenues reflect an inappropriate cross-subsidy and are a
detrzYnent of the competitive inarket.

Finally, Ifli1, , and OCC/APAC su °ts that the pass-
through of revenues from AEP-Ohio to its generation afffliate,

-63-

78 In re (7hio Power Conguny, Case teTo.121].2Fr-EL-UIdC, Order at 17-18 (Ccbrber 17, 2012).



11-346-EL-SSO, et al.

violates the state policy set forth in Sechon 492$.02", Revised
Code.

mt?faio replies that AEP-Ohio is a captive seller of capacity
to support shopping load under its FRR obligations and is
required to fuffffi that obligabon d g the terzn of this E,SP
after corporate separation. AEP-Ohio states four primary
reasons why payments to its generation affiliate are not ill.egal
cross subsidies and should be passed to its generation affiliate
a£ter corporate separation during this ESP. First, the
Commission approved frxn.ctior'al separation and AEP-Ohio is
presently a verdcaYly-integra utility. Second, during a
portion of the term of °ESP, AEP-L7hrf.o will be legally,tlus
struchxrally separated but r ° oblxgated to provide SSO
service at the tariff rates for the full term of the ESP. Third,
after corporate separation, AEI:'-Ohio's generation affiliate will
be obligated to support SSO service (energy and capacity) and
AEP-Ohio reasons it is only appropriate that its generation

.° te receive the same generation revenue strearns agreed to
by AEP-Ohio for such service. Finally, there will be an SSO
agreement between AEP-Ohio and its generation afffliate for
the services, which is subject to the jurisdiction and approval
by the Federal Energy Regulatory Co ' sion (FERC).
Furthermore, AEP-C?hio warns that without the generation
revenues the arrangement between AEP®C)fuo and its
generation affxIiate will not take place. ,ARP-C7hi.o also notes
that FES has supported this approach on behalf of the First
Energy operating companies for several years. AEP-Obio
concludes that the interveners' cross-subsidy arguments are not
a basis for rehearing.

First, as we have noted at - other times in this Entry on
Rehearing, the fJhio Supreme Court has ruled that the policies
set forth in Section 49213.02, Revised Code, do not impose strict
requireinents on any given program but simply expresses state
policy and function as gus.de ° for the Commission to weigh
in evaluatzng utility prop ,71

The Commi,sszon recently approved ,A:EP-C}hia's application for
struchu-al corporate separation to facilitate the Company's
trans.ition to a competitive rnarket. Given that the term of this

_64.

79 Irc rx Applacfftian of Colurai,ses Soectlxtrn Power Co. ct ,ai.,128 Ohio St3d SIZ A525, 2o1I-4Jhio-178$.
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, corporate separabon of the generation assets^, and AEP-
Ohio's FRR obligations are not aligned, in the Opinion and
Order the Co ° zon recognized that revenues previously
paid to AEF-ObiO for SSO service will be paid to its gmffation
affiliate for the services provided. However, whiie we beheve
it is appropriate and mawnable for revenues to pass
Ohao to its generation affiliate for the services provided by no
means will we i.gnore SectiOn 4928.143(B)(2)(a), Revised Code.
The costs incurred by -,Ohio for SSo service will be
evaluated for prudence as a part of AEP-OhEO's
F.A.C/AI tive Energy Rider audit. None of the arguments
presented by FES, IEU or (7CC/ APJN convYnce the
Co ssion that this decision is unreasonable or unlawful and,
therefore, we deny the requests for rehe ° g of this issue.

It is, therefore,

-65-

ORDERED, That Duke's motion to file memorandum contra instanter is granted. It
is, finther,

ORDERED, That Kroger's request to withdraw its reply memorandum filed on
September 24, 2012, is granted. It is, further,

ORDERED, That AEP-Ohio's motion to corisolidate is moot. It is, fiuther,

ORDERED, That OCC/ APJN's motion to strike is derried. It is, further,

ORDERED, That tEt3's request to review the procedural rulings is denied. It is,
further,

ORDERED, That the applications for rehearing of the Co ' siori s August 8, 2Q22,
Opinion and Order, be denied, in part, and granted, in part, as set forth herein. It is,
fin-ther,
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C7RDE.RED, That a copy of this opinion and order be served on all parties of record.

THE PIJBLIG UMMES C® SSION OF OHIO

---------------------------------___^-___-
T'odd ^Sru hl.er, Cbainnan

^
D. Lesser Andre T. Porter

Lynn Slaby

GNS/jJT/vxm

Entered in the joumal
3 4 2013

^nt'Kea,P

Barcy F. McNeal
Secretary



Attachment C

Office of the Ohio ^^^^^^ers' CounseI ^^ ^^^^^^^^ Utilp^ ^^^^^ Adweate
.. ^,;':?r,^

3,^ i.;i• e . -

]uly 31, 2014

Barcy F. McNea, Secretary
Docketing Division
Public Utffifies Commission of Ohio
180 East Broad Sfteet^ .t 1* Floor
C'o , Ohio 43215-3793

Re: In the Matter of the
YdY A^

Appliceat^on of fy Colwnbus Southern Power Company and Ohio Power
^sL4m 6Jr AbH6ib to .6dqY^6.A0./8^C6)A6 a Standard SF+O' 6'65re Offer Pursuant to 4928.143, Ohio

Rev. Codes in the ^orm of an ElecMc ty Plan, Case No. 11 --346-EL-SSO et aL

Dear lkb. McNeal:

Without ^^^ or conceding any arguments with respect to the notice provision in R„C. 4903.16,
the Industrial Enagy LTsers-Ohuo, and The Kroger Company, and the Of.^ce of the Olio C'^ ene
Co 1(°`OCC")F C^Joint Movants") no#^ the Public Uthtiea Co aon of Ohio ("PUGC3-) of
their intent to request that the Supreme CoLut of Ohio stay the PUCO's Au t'7g 2012 Opinion and
Order ("Order"), its January 30g 2013 Entry on Re ^("^^^^g Entry"), and i#s, h 27,
2013 Second Entry on Rehearing C'Second tteheaxing En 4'^ose PUCO decisions authorize the
Ohio Power Company to coff=t a^^^ fi-am ccustomem tbrough the Rate Stabi^ lbdm

The Joint Movants intead to request, on or after August 5, 2014, that the Supreme Court of Ohio stay
that PUCO Orcer^ Rehearing Entry, and Second Reheanng Entry `pendmg the outcome of 7a^^
Movants' appeals. Please consider this letter to be the notice required '#y R...C. 4903.16.

Sinemly,

r`sl Frank P. Darr
Frank F. Darr
Cs^^ for IEU-Ohio

Is/'^^k S. Yttt°ick
Mark S. Yurick
Counml for The Kroger Company

/sI Maureen k grczt^
Mamvm R- Grady
Anistant C® ' +Counsel

cc: Parties of record

1#B. BMW ^ lm Fko€ 4= :

(634) 4664WI4 (694) 4W 9415 W-m_-SO waw -a%
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This fo€e i^^ document was eW. - oni ily filed with Public Utilities

C+^^^^^ion of r^^^a ww"',o tgng I.f^^^adon S. ^wi on

713112014 1. :15 PM

in

Ca" No(s). ^ i -0 .^EL4SO, I I -Et„ -^ ^ ^^^ 11 ^ ^-EL- , 11 ^^^ -EL-AA. .

Summary: Cormspcxr€^^nce Coffes,^^dence notifying the Public Ut^lib^^ Commission of Ohio
of the Joint ^ovents°Intent to request that the Supreme Court of Ohio Stay the PUCO°s
8t7/12 Opinion and Order, 1/30/13 Entry on Rehearing and the 3/27113 Second Entry on
Rehearing electronically filed by Ms. Deb J. Bingham on '^^aff of G , Maureen R. Ms.
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