
/fe Q 
Hi 

/^/ D̂  

IN THE SUPREME COURT OF OHIO 
% 

• % 

Sep 
^£/ 

fd 
' % 

Industrial Energy Users-Ohio 

Appellant, 

V. 

The Public Utilities Commission of Ohio. 

Appellee. 

Case No. 09-1620 
P 

^/y 
% 

Oc 
S.-

O3 

0 
Appeal from the Public 
Utilities Commission of Ohio 

Public Utilities 
Commission of Ohio 
CaseNos. 08-917-EL-SSO 

08-918-EL-SSO 

SECOND NOTICE OF APPEAL 0 ¥ 
INDUSTRIAL ENERGY USERS-OHIO 

Samuel C. Randazzo 
(Reg. No. 0016386) 
Counsel of Record 
Lisa G. McAlister 
(Reg. No. 0075043) 
Joseph M, Clark 
(Reg. No. 0080711) 
McNees Wallace & Nurick LLC 
21 East State Street, 17^ Floor 
Columbus, OH 43215 
Telephone: (614)469-8000 
Facsimile: (614)469-4653 
sam@mwncmh.com 
lmcalister@mwncmh.com 
j clark@mwncmh.com 

Lr 

m 18 2009 
CLERK OF COURT 

I SUPREME COURT OF OHIO 

COUNSEL FOR APPELLANT, 
INDUSTRIAL ENERGY USERS-OHIO 

Richard Cordray 
(Reg. No. 0038034) 
Attorney General of Ohio 
Duane L. Luckey 
(Reg. No. 0023557) 
Section Chief 
Werner L. Margard 
(Reg. No. 0024858) 
Counsel of Record 
John H. Jones 
(Reg. No. 0051913) 
Thomas G. Lindgren 
(Reg. No. 0039210) 
Assistant Attorneys General 
PubUc Utilities Section 
180 East Broad Street, 9* Floor 
Columbus, OH 43215 
Telephone: (614)466-4397 
Facsimile: (614)644-8764 
Duane.luckey@puc.state.oh.us 
wemer .margard@puc. state. oh.us 
john.jones@puc.state.oh.us 
thomas.iindgren@puc.state.oh.us 

COUNSEL FOR APPELLEE, 
PUBLIC UTILITIES COMMISSION 
OF OHIO 

{C28756:S } 

accura te and oow»lsc« .£«pioaac.<.-va >.. v„M4riess 
documer.t deliver*^ in tha regular course ot - ^^^09 

mailto:sam@mwncmh.com
mailto:lmcalister@mwncmh.com
mailto:clark@mwncmh.com
mailto:Duane.luckey@puc.state.oh.us
mailto:john.jones@puc.state.oh.us
mailto:thomas.iindgren@puc.state.oh.us


SECOND NOTICE OF APPEAL OF 
APPELLANT INDUSTRIAL ENERGY USERS-OHIO 

Appellant, Industrial Energy Users-Ohio ("lEU-Ohio" or "Appellant"), hereby gives its 

notice of its appeal, pursuant to R.C. 4903.11, 4903.13 and Supreme Court Rule of Practice 2, 

Section 3(B), to the Supreme Court of Ohio and Appellee, from an Opinion and Order 

(Attachment A) and an Entry on Rehearing (Attachment B) of the Public Utilities Commission of 

Ohio C'PUCO" or "Commission"), entered on March 18,2009 and July 23,2009, respectively, 

in PUCO Case Nos. 08-917-EL-SSO and 08-918-EL-SSO. 

Appellant was and is a party of record in PUCO Case Nos. 08-917-EL-SSO and 

08-918-EL-SSO and timely filed its Application for Rehearing of Appellee's March 18,2009 

Opinion and Order in accordance with R.C. 4903.10, Appellant's Application for Rehearing was 

denied with respect to the issues on appeal herein by the PUCO's Entry on Rehearing dated 

July 23,2009. 

The PUCO's Opinion and Order and Entry on Rehearing modifying and approving an 

electric security plan ("ESP") for Columbus Southern Power Company ("CSP") and Ohio Power 

Company ("OP") (collectively referred to as "the Companies" or "AEP-Ohio") are unlawful and 

unreasonable in multiple respects. Specifically, the Commission's Opinion and Order and Entry 

on Rehearing are unreasonable and unlawful in the following respects: 

A. The Commission's rate increase for 90% of AEP-Ohio's requested 

provider of last resort ("POLR") revenue requirement is unsupported by 

the evidence, unjust, uin*easonable, and unlawful. 

i. The Commission's approval of 90% of AEP-Ohio's POLR 

revenue requirement is imlawful and unreasonable 
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inasmuch as AEP-Ohio did not demonstrate that it has any 

POLR risk. 

ii. The Commission's approval of 90% of AEP-Ohio's POLR 

revenue requirement is unlawful and unreasonable 

inasmuch as, even assuming that AEP-Ohio does have 

POLR risk, AEP-Ohio did not demonstrate that it could not 

mitigate that risk through options. 

iii. The Commission's approval of 90% of AEP-Ohio's POLR 

revenue requirement is unlawful and unreasonable 

inasmuch as, even assuming that AEP-Ohio does have 

POLR risk that cannot be mitigated, AEP-Ohio did not 

demonstrate that there has been a change in its risk profile 

that merits substantially increasing rates for POLR. 

iv. The Commission's approval of 90% of AEP-Ohio's POLR 

revenue requirement is unlawful and umeasonable 

inasmuch as, even assuming that AEP-Ohio does have 

POLR risk that cannot be mitigated and there has been a 

change in AEP-Ohio's risk profile, there has been no 

demonstration that AEP-Ohio's estimate of the POLR 

revenue requirement is based on the prudently incurred cost 

of POLR or is otherwise reasonable or lawful. 

B. The Commission's authorization of a rate increase for recovery of Ohio 

customers' jurisdictional share of costs associated with the Companies' 
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contractual output entitlements from the Lawrenceburg Generation Station 

and Ohio Valley Electric Corporation generating facilities is unreasonable, 

unlawful, and unsupported by the evidence. 

C. The Commission's selective distribution rate increases, for gridSMART 

and an enhanced vegetation management initiative, are unjust, 

unreasonable, and unlawful under R.C. 4928.143. 

D. The choices made by the Commission in making the ESP versus market 

rate option ("MRO") comparison required by R.C. 4928,143 are imjust, 

unreasonable, unsupported by the evidence, and unlawful. 

i. The market price chosen by the Commission to conduct the 

required ESP versus MRO test is unlawful and 

unreasonable, 

ii. The Commission's use of the maximum MRO blending 

percentage in the ESP versus MRO test is unlawful and 

unreasonable, 

iii. The inclusion of costs in the MRO scenario that are not 

within the MRO authority of the Commission is imlawful 

and unreasonable, 

iv. The Commission's exclusion of gridSMART costs from the 

ESP costs used in the ESP versus MRO comparison is 

unlawful and unreasonable. 
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v. The POLR revenue requirement estimate used by the 

Commission in the ESP versus MRO test is unlawful and 

unreasonable. 

E. The Commission's luibundling of the non-fuel and fuel component of the 

retail generation rate is unjust, unreasonable, and unlawful under R.C. 

4928.143. 

i. The Commission's use of a proxy for 2008 fuel costs rather 

than 2008 actual fuel costs is unlawful and unreasonable. 

ii. The Commission's authorization for AEP-Ohio to adjust its 

fuel adjustment clause ("FAC") in 2010 and 2011 using the 

unlawful and unreasonable proxy for 2008 fuel costs as a 

baseline is unlawful and unreasonable. 

iii. Granting AEP-Ohio accounting authority to defer FAC 

costs that are based on the imlawful and unreasonable 

proxy for 2008 fuel costs is unlawful and unreasonable. 

F. The scope and design of the FAC mechanism is unreasonable and 

unlawful. 

i. The scope of the FAC is imlawful and unreasonable 

inasmuch as the fixed and non-fuel related costs AEP-Ohio 

may recover through the FAC extend far beyond the types 

of costs appropriately recoverable through an FAC 

mechanism. 
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ii. The scope of the FAC is unlawfully and unreasonably 

imbalanced inasmuch as it permits AEP-Ohio to recover a 

broad range of costs not ordinarily recovered through an 

FAC mechanism while AEP-Ohio simultaneously has none 

of the obligations that have historically been associated 

with an FAC mechanism, 

iii. The FAC mechanism authorized by the Commission is also 

unreasonable, unlawful, and contrary to the long-standing 

precedent of the Commission because it works to 

volumetrically distribute fixed costs to customers thereby 

intentionally misaligning revenue collected from customers 

with the costs incurred to serve such customers. 

G. The Commission's determination that the Companies may not count the 

interruptible portion of customers' service supplied by the Companies 

towards their respective peak demand reduction compliance obligations is 

unreasonable as well as unlawful under R.C. 4928.66(A)(1)(b). 

H. The Commission's Opinion and Order and Entry on Rehearing are 

unlawful inasmuch as the Commission lost jurisdiction over AEP-Ohio's 

August 31,2008 ESP Application filed in PUCO Case 

Nos. 08-917-EL-SSO and 08-918-EL-SSO when it failed to authorize an 

ESP within the 150-day time frame required by R.C. 4928.143. 

I, The Commission unreasonably and unlawfully erred by failing to issue a 

written decision in this contested proceeding that sets forth, in sufficient 
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detail and based on the facts and law, the reasons prompting the decision, 

as required by R.C. 4903.09. 

WHEREFORE, Appellant respectfully submits that Appellee's March 18,2009 Opinion 

and Order and Appellee's July 23,2009 Entry on Rehearing are unlawful, unjust, and 

unreasonable and should be reversed. The case should be remanded to Appellee with 

instructions to correct the errors complained of herein. 

Respectfully Submitted, 

Safetfuel C. Randazzo, Counsel of Record (0016386) 
Lisa G. McAlister (0075043) 
Joseph M.Clark (0080711) 
McNees Wallace & Nurick LLC 
Fifth Third Center 
21 East State Street, 17^ Floor 
Columbus, OH 43215 
Telephone: (614) 469-8000 
Facsimile: (614)469-4653 

COUNSEL FOR APPELLANT, 
INDUSTRIAL ENERGY USERS-OHIO 
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The Cotrurdssiorv considering the above-entitied applications and the record in 
these proceedings^ hereby issues its opinion and order in this matter. 

APPEARANCES: 
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Findlay, Ohio 45839-1793, on behalf of Ohio Partners for Affordable Energy. 

Bell & Royer Co., LPA^ by Bartii E. Royer, 33 Soutii Grant Avenue, Columbus, Cftuo 
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OPINION: 

I. HISTORY OF PROCEEDINGS 

On July 31, 2008, CoIun*us Southern Power Company (CSF̂  and Ohio Power 
Company (OP) (jointiy, AEP-Ohio or the Companies) filed an application for a standard 
service offer (SSO) pursuant to Section 4928.141, Revised Code. The application is for an 
elecb:ic security plan (ESP) in accordance with Section 4928.143, Revised Code. 

By entries issued August 5, 2008, and September 5, 2008, the procedural sdiedule 
in this matter was established, including the scheduling of a technical conference and the 
evidentiary hearing. A technical confereiKe was held regarding AEP-Ohio's application 
on August 19, 2008. A prehearing conference was held on November 10, 2008, aiwi the 
evidentiary hearing commenced on November 17, 2)08, and concluded on December 10, 
2008. The Commission also scheduled five local public hearings througjiout the 
Companies' service area. 

The following parties were granted intervention by entries dated September 19, 
2008, and October 29,2008: Ohio Energy Group (OEG); flie Office of the Ohio Consumers' 
Counsel (OCQ; Kroger Company (Kroger); Ohio Environmental Council (OEC); 
Industrial Energy Users-Ohio (lEU); Ohio Partners for Affoniablfi Energy (OPAE) 
Appalachian People's Action Coalition (APAQ; Ohio Hospital Association (OHA) 
Constellation NewEnergy, IIK. and Owistdlation Ene i^ Commodities Group, Inc. 
(Constellation); Dominion Retail, hic. (Dominion); Natural Resources Defense Council 
(NRDC); Sierra Qub - Ohio Chapter ^ierra); NatiormI Energy Marketers Association 
(NEMA); Integrys Energy Service, Inc. (Integrys); Direct Ena"gy Services, LLC (Direct 
Energy); Ohio Manufacturers' Association (OMA); Ohio Farm Bm«au Federation (OFBF); 
American Wind Energy Association, Wind on Wires, and Ohio Advance Energy (Wind 
Energy); Ohio Association of School Bushiess Officials, Ohio School Boards Assodatioa 
and Buckeye Association of School Administrators (collectively. Schools); Onnet Primary 
Aluminum Corporation (Onnet); Consumer Powerline; Morgan Stanley Capital Group 
Inc.; Wal-Mart Stores East LP and Sam's East Inc., Macy's, Inc., and BJ's Wholesale Qub, 
Inc. (collectively, Commeitial Group); EnerNoc, Inc.; and the Association of Independait 
Colleges and Universities of Ohio. 

At the hearing, AEP-Ohio offered the testimony of 11 witnesses in support of tiie 
Companies' application, 22 witnesses testified on behalf of various intervenois, and 10 
witnesses testified on behalf of Staff. At tiie local public hearings held in this matter, 124 
witnesses testified. Briefs were filed on December 30,2008, and reply briefs were filed on 
January 14,2009. 
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A. Summary of the Local Public Hearinps 

Five local public hearings were held in order to allow CSFs and O F B customers 
the opportunity to express d\eir opinions regarding the issues in this proceeding. The 
hearings were held in the everungs in Marietta, Canton, lima, and Columbus. 
Additionally, an afternoon hearing was held in Columbus. At those hearings, publk 
testimony was heard from 21 customers in Marietta, 21 customers in Cantoiv 17 
customers in Lima, 25 customers at the afternoon hearing in Columbus and 40 customers 
at the evening hearing in Columbus. In addition to the public testimony, numerous 
letters were filed in the docket by customers stating conoem about the applications. 

The principal concern repressed by customers, both at the public hearings and in 
letters, was over the Increases in customer rates that would result from tiie approval of 
the ESP applications. Witness^ stated that any increase in rates would negatively impact 
low-income customers, the elderly, and tfiose on fixed incomes. Custraners dted tfie 
recent downturn in the economy as the primary source of their apprehension. It was 
noted by many at the hearings that customers are also facing increases in other utility 
charges, gasoline, food, and medical expenses and that the proposed increases would 
cause undue hardship. On the other hand, some witnesses at the ptiblic hearings and in 
the letters filed in the docket acknowled^ AEP-Ohio as a good corporate partner in 
their respective communities. 

B. Procedural Matters 

1. Motion to Sfarike 

On January 7, 2009, AEP-Ohio filed a motion to strike a section of the brief jointiy 
filed by OCC and Sierra (collectively, OCEA), More specificaUy, AEP-C*io filed to sirikfi 
tire sentence starting on line 2 of page 63 ['Tn fact'T through die first two lines of page 64, 
includuig footnotes 244 to 248. AEP-Ohio argues fliat the above-cited portion of OCEA's 
brief, regarding the deferral of fuel expenses and the carryir\g charges and ti« tax effect 
thereof, relies upon testimony offered by OCC witne^ Effron in d:ie FirstEnergy 
Distribution Case.̂  AEP-Ohio notes tiiat Mr. Effi-on was not a witness in this ESP 
proceeding and, therefore, was not available for the Companies, or any oAes party, to 
cross-examine. Accordingly, the Companies argue that consideration of Mr. Effron's 
testimony in this matter would be a denial of the Companies' due process Hghts> and 
request that the specified portion of OCEA's brief be stridken. On January 14,2009, OCC 
filed a memorandum contra the motion to stiikfi. OCC agreed to withdraw the seccmd 
and third sentences on page 63, the quoted testimony of Mr. Effron on page 63, and 
footnotes 244 to 248 on pages 63 and 64. However, OCC contends tiiat AEP-Ohio's 

^ In re Ohio Edison Compmy, The devehmd Elecfrk ItUiminating Company, and Tokdo Edison Ompmtjf, Case 
No. 07-5&1-EL-A1R, et al. (Rrsffinergy I>istribublon Case). 
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motion is overly broad and the remaining portion of the brief that AEP-Ohio seeks to 
strike is appropriate legal argument regarding deferrals on a net-of-tax basis and, 
therefore, should remaia AEP-Ohio filed a reply on January 16, 2009, AEP-Ohio first 
notes that because the memorandum contra was filed by OCC only and Sierra did not 
respond to the motion, it is not dear wbether Sierra is also willing to withdraw the 
portions of the brief listed in the memorandum contra. AEP-Ohio also argues that the 
remaining portion of this particular argument in OCEA's brief should be stricken with the 
removal of the footnotes. Wth this removal, AEP-Ohio tiien argues that there is no 
longer any support in the brief for such arguments. By letter docketed Jartuary 22,2009, 
Sierra confirmeid that it joins OCC in OCCs withdrawal of tiie limited portions of the 
OCEA brief as stated by OCC in its January 14,2009, reply. 

The Commission grants, in part, and denies, in part, AEP-Ohio's motion to strike 
OCEA's brief. The Conmtission agrees witii AEP-Ohio and OCC tiiat the use of 
Mr. Effron's testimony filed in the FirstEnergy Distribution Case in this proceeding was 
inappropriate and, therefore, we accept OCC's and Sierra's withdrawal of that portion of 
their brief. As for the remaining portion of OCEA's brief tiiat AEP-Ohio has requested to 
be stricken, we agree with OCC that the language that discusses the calculation of 
deferred fuel expenses on a net-of-tax basis could be construed to be legal argument on 
brief, which rationalized why the issue should be decided in OCEA's favor. Moreover, 
we can sumtise that if OCEA had recognized its error in the drafting stage of tiie brief, 
that OCEA would have drafted similar legal arguments without referendi^ Mr. Effiron's 
testimony. Accordingly, we will only strike the portions of OCEA's brief that OCC and 
Sierra have agreed to withdraw. 

2. Motion for AEP-Ohio to Cease and Desist 

On February 25,2009, Integrys filed a motion with tfie Commission requesting tiiat 
the Commission direct AEP-Ohio to cease and desist the Companies' refusal to process 
SSO retail customer applications to enroll in tiie Interruptible Load for Reliability (ILR) 
Ingram of PJM Interconnection, LLC ^ M ) . Integrys also filed a request for an 
ecpedited ruling; however, Integrys represented that counsel for AEP-Ohio objected to 
the expedited ruling request. Integrys is a registered curtailment service provider witii 
PJM and as such receives notices from I ^ and coordinates with retail customers to 
curtail load. Integrys argues that retail customer participation in PJM demand respond 
programs was raised in tiie Companies' ESP application and has not yet been decided by 
the Commission. For this reason, Integrys contends that AEP-Ohio lacks the authority to 
refuse to process the ILR applications and tiie denial of the application violates tiie 
Companies' tariffs. Two otiher curtailment service providers in the AEP-Ohio service 
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territory, Coiistellation and KOREnergy, Ltd., filed manoranda in support of Integrys' 
motion.^ 

On March 2, 2009, AEP-Ohio filed a memorandum contra tine motion to cease and 
desist. AEP-Ohio affirms the arguments made in this proceeding to prohibit retail 
customers from participating in PJIvTs demand response programs. Further, AEP-Ohio 
argues, among other things, that despite the claims of Integrys andConstellation, AEP-
Ohio is providing, in a tirriely manner, ihe load data required for customer enrollment in 
flie PJM ILR program, informs tfie customer that AEP-Ohio is not consCTling lo tfie 
customer's participation in tiie prognmv and discloses ttiat the matter is currenfly 
pending before the Conunission. 

On March 9,2009, Integrys and Constellation filed a withdrawal ci Ifte motion to 
direct AEP-Ohio to cease and desist The movants state that despite AEP-Ohio's 
assertions that the applicants were not eligible to participate in PJM's demand response 
programs, PJM rejected AEP-Ohio's opposition to tihe ILR applications and processed the 
ILR applications. Integrys and Constdlation further state ihat except ior two pending 
applications, all their customers in the AEP-Ohio s&rvke territory have been certified for 
participation in tioe PJM programs. 

As the parties ^knowledge, this matter was presented for tite Commission's 
consideration as part of the ESP application. The Commission, therefore, specifically 
addresses and discusses the issues raised coiKeming SSO retail customa: participation in 
PJM demand response programs at Section VI.C of this opinion and order. Accordingly, 
we grant Integrys' and Constellation's request to wifiidraw tfieir motion to cease and 
desist. 

* 

II. DISCUSSION 

A. Applicable Law 

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

Section 4928.02, Revised Code, states tiiat it is tiie poUcy of the sfcatev inter alia, to: 

KOREnergy, Ltd., has not filed to inlervene in fltis proceeding and, therefore^ its znemozttnda in support: 
will not be considered. 
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(1) Ensure the availability to consumers of adequate, reliable^ safe, 
efficient nondiscriminatory, and reasonably priced retail 
electric service. 

(2) Ensiure tiie availability of unbundled and comparable retail 
electric service, 

(3) Ensure diversity of electric supplies and suppliers. 

(4) Encourage innovation and market access for cost-effective 
supply- and demand-side retail electric service induding, but 
not limited to, demand-side management (KM), time-
differentiated pricing, and implementation of advanced 
metering infrastructure (AMI). 

(5) Eiw:ourage cost-effectwe and effirient access to in&Mmation 
regarding the operation of tiie transmission and distribution 
systems in order to promote botii effective customer choice 
and the development of performance starwiards and taî gets for 
service quality. 

(6) Erwure effective retail competition by avoiding 
anticompetitive subsidies. 

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

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

(9) Encourage implementation of distributed generation across 
customer classes by reviewing and updating rules governing 
issues such as interconnection, staridl>y charges, and net 
metering. 

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

In additiorv SB 221 amended Section 4928.14, Revised Code, which now provides 
that on January 1,2009, electric utilities must provide consumers witii an SSO, consisting 
of either a market rate offe (MRO) or an ESP. The SSO is to serve as the electric utility's 
default SSO. The law provides that electric utilities may apply simultaneously for bofli an 
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MRO and an ESP; however, at a minunum, the first SSO application must indude an 
application for an ESP. Section 4928.141, Revised Code, specifically provides tiiat an SSO 
shall exdude any previously authorized allowances for transition costs, with sadx 
exclusion being effective on and after the date that the aOowance is schedtUed to end 
under the electric utility's rate plan. In tiie event an SSO is not authorized by January 1, 
2009, Section 4928.141, Revised Code, provides that the current rate plan ci an dectric 
utility shall continue until an SSO is autiiorized under either Section 4928.142 or 4928.143, 
Revised Code. 

AEP-Ohio's application in this proceeding proposes an ESP, pursuant to Section 
4928.143, Revised Code. Paragraph (B) of Section 4928.141, Revised C6de, requires tiie 
Commission to hold a hearing on an application filed under Section 4928.143, Revised 
Code, to send notice of the hearing to the electric utility, and to publish notice in a 
newspaper of general circulation in each county in the electric utility's certified territory. 

Section 4928.143, Revised Code, sets out tiie requirements for an ESP. Under 
paragraph (B) of Section 4928.143, Revised Code, an ESP must indude provkions relating 
to the supply and pricing of generation service. The plan, according to paragraph (B)(2) 
of Section 4928.143, Revised Code, may also provide for the automatic recovery of certain 
costs, a reasonable allowance for certain construction woric in progress (CWIP), an 
unavoidable surcharge for the cost of certain new generation facilities, conditions or 
charges relating to customer shopping, automatic increases or decreases, provisions to 
allow securitization of any phase-in of the SSO price, provisions rdating to trananissicm-
related costs, provisions related to distribution service, and provisions regarding 
economic development. 

The statute provides that the Commission is required to approve, or modify and 
approve the ESP, if the ESP, induding its pricing and all other terms and conditions, 
including deferrals and future recovery of deferrals, is more favorable in the aggregate as 
compared to the expected results tiiat would otherwise apply under Section 4928.14^ 
Revised Code. In addition, the Comirussion must reject an ^ P that contains a surcharge 
for CWIP or for new generation facilities if the benefits derived for any purpose for which 
the surcharge is established are not reserved or made available to those that bear the 
surcharge. 

The Commission may, under Section 4928.144, Revised Code, order any just and 
reasonable phase-in of any rate or price established under Section 4928.141,4928.142^ or 
4928.143, Revised Code, induding carrying charges. If the Commission does provide for 
a phase-in, it must also provide for tte creaticwi of regulatory assets by autiiorizing the 
d^erral of incurred costs equal to the amount not collected, plus carrying charges on Ihat 
amount and shall authorize the deferral's collection fhrou|^ an unavoidaHe surcharge. 
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By finding and order fesued September 17,2008, in Case No. 08-777.ELORD fSSO 
Rules Case), the Commission adopted new rul^ concerning SSO, corporate separation, 
and reasonable arrar^ments for dectric utilities pursuant to Sections 4928.06, 4928.14, 
4928.17, and 4905.31, Revised Code. The rules adopted in tiie SSO Rules Case were 
subsequentiy amended by tiie entry on rehearing issued February 11,2009. 

B. State Policy - Section 4928.02, Revised Code 

AEP-Ohio submits that contrary to flie views of the interveners. Section 4928.02, 
Revised Code, does not impose additional requirements on an ESP and the ESP should 
not be modified or rejected because it does not satisfy all of the policies of the state. 
According to the Companies, "It]he public interest is served if the ESP is more favorable 
in the aggregate than the expected results of an MRO" (Cos. Br. at 15). 

OHA asserts that the Commission ''must view tiie 'more favorable in the 
aggregate' standard through the lens of the overridh:^ 'public interrat'" and that the 
public interest caimot be served if tiie result is not reasonable (OHA Br. at 10). 
OPAE/APAC seems to state fliat tiie ESP must be more favorable in the aggregate and 
comply with the state policy, but also recognizes that state polides are to be used to guide 
the Commission m its approval of an ESP (OPAE/APAC Br. at 3). OEG agrees tiiat Ae 
policy objectives are required to be met prior to the approval of an ESP (OEG Br. at 1). 
The Commerdal Group submits that costs must be properly allocated to ensure tiiat the 
polides of the state are met to improve price signals, and to ensure effective retail 
competition (Commerdal Group Br. at 5). 

In its reply brief, AEP-Ohio maintains ttiat its proposed ESP is consistent wiBi the 
policy of the state as delineated in Sections 4928.02(A) through (N), Revised Code, and is 
"worthy of approval, without modification*' (Cos. Reply Br, a 7). Acc(»rding to tfie 
Companies, the ESP advances tfie general policy objective .<rf the policy of the state (Id. at 
6-7). Furthermore, tiie Companies argue that the concerns raised by some intervenors 
regarding the impact of AEP-Ohio's ESP on the difficult economic cooditions would have 
the Commission ignore the statutory standard for approving an ESP and, kistead, 
establish rates based on the current economic conditions (Cos. Reply Br. at 7). While the 
Companies believe tiiat aspects of the proposed ESP address tiiese concerns (e.g., fud 
deferrals), they argue that their SSO must be established in accordance witfi applicable 
ESP statutory provisions (Id.). 

As explained above, and previously in our opinion and order issued in the 
FirstEnergy ESP proceeding,^ the Commission believes that the state policy codifffid by 
the General Assembly in Chapter 4928, Revised Code, sets forth anpc»rtant objectives. 

In re Ohio Bdison Company, The Qeveland Electric Rlummatrng Company, (md the T<Mo Edison Compmt̂ , 
Case No. 08-935-EL-SSO, Opinion and Older at 12 (December \% 2008) (FirstiEnergy E ^ Case). 
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which the Commission must keep in mind whai conslderii^ all cases filed pursuant to 
that chapter of the code. As noted in the Fu^stEnergy ESP case, in determining whetfier 
the ESP meets the requh-ements of Section 4928.143, Revised Code, we take into 
consideration the policy provi^ons of Section 49^,02, Revised Code, and we use these 
polides as a guide in our implementation of Section 4928.143, Revised Code, 
Accordingly, we agree with AEP-Ohio and will use these polides as a guide in our 
decision-making in this case, just as we did in the FirstEnergy ESP Case (Cos. Reply Br. at 
6)A The Commission has reviewed the ESP proposal presented by AEP-Ohio, as wdl as 
the issues raised by the various intervenors, and we bdieve that with the modificatitms 
set forth herein, we have appropriately reached a condusion advancing tiie public's 
interest. 

C. Apj)lication Overview 

In their application, the Companies are requesting authority to estabMi an SSO in 
the form of an ESP pursuant to tiie provisions of Sections 4928.141 and 4928.143, Revised 
Code. The proposed ESP is to be effective for a three-year period commencing January 1, 
2009. According to the Companies, pursuant to tiie proposed BSP, tfie overall, estimated 
increases in total customer rates, induding generation, transmission, and distributiotv 
would be an average of 13.41 percent for CSP and 13 percent for OP in 2009, and 15 
percent in 2010 and 2011 for botfi CSP and OP (Cos. Ex. 1, ExhiWt DMR-1), The 
Companies also propose a 15 percent cap per year on the total allowable increases for 
each customer rate schediile should the actual costs be higher ttian expected, excluding 
transmission costs and costs associated with new govemm^it mandates (Cos. A|^. at 6). 

m. GENERATION 

A. Fud Adjustment aause (FAQ 

The Companies contend that Section 4928.143(B)(2)(a), Revised Code, autfiorizes 
the implementation of a FAC mechanism to recover prudentiy incurred costs assodated 
with fuel including consumables related to mvuorunental compliance, purchased power 
costs, emission allowances, and costs associated with carbon-based taxes and other 
carbon-related regulations (Cos. Ex. 7 at 4-7), 

^ Some intervemnrs rea>gnize ̂ at the state poBcy ot̂ ecfive must be vaed as a guide fo impkaaaent Ihe ESP 
provision (lEU Br. at 19; OPAE/APAC &. at 3). 
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1. FAC Costs 

The Companies proposed to indude in the FAC mechanism types of costs 
recovered throu^ the electric fuel component (EFQ previously used in Ohio® (Cos. Ex. 7 
at 34). In addition to those types of costs, the Companies stated that Sectiim 
4928.143(B)(2)(a), Revised Code, provides for a broader cost-based adjustment muechanism 
that authorizes the inclusion of all prudentiy incurred fud, purebred power, and 
environmental components (Id. at 4). Companies' witness Nelson itemized and described 
the accounts tiiat the Companies proposed to indude in tfieir FAC medianism (Id, at 5-7). 

Staff, OCC, and Sierra support the FAC niechani»m that will be updated and 
reconciled quarteriy (Staff. Ex. 8 at 34; OCEA Br. at 47-48,67-68; CKX Ex, 11 at 4-S, 31-40). 
Specifically, Staff witness Strom testified that tiie coats proposed to be recx3vered through 
the FAC mechanism are appropriate and recovery of those costs through a FAC 
mechanism is logical (Staff Ex, 8 at 3). OOC and Sierra also agree fliat Section 
4928.143(B)(2)(a), Revised Code, authorizes tiie enactment of a FAC mechanism to 
automatically recover certain prudentiy incurred costs (OCEA Br. at 47), and OCC does 
not seem to oppose the list of categories of accounts proposed to be uiduded in the FAC 
by Companies witness Ndson (OCC Ex. 11 at 18-20). Additionally, Staff rccommaided 
that annual reviews of the prudency and appropriateness of the accounting of FAC costs 
be conducted (Staff Ex. 8 at 34), and OCC recommended that an interest chaigq be paid 
to customers on any over-recovered fud costs in a quarterly period until the subselquent 
reconciliation occurs, similar to the carrying char^ for any under-recovery that she 
believed \he Companies were proposing to colled* (OCC Ex. 11 at 4). Kroger and IHU, 
however, seem to state that a FAC mechanism cannot be esteblished until a cost-of-service 
or earnings test is completed (Kroger Br. at 9-10; lEU Br. at 1245). lEU also questioned 
the appropriate term of the proposed FAC mechanism (lEU Br. at 13; Tr. Vd, DC at 143-
146). 

The Commission bdieves that the establishment of a FAC mechanism as part of an 
ESP is authorized pursuant to Section 4928143(B)(2)(a), Revised Code, to recover 
prudentiy incurred costs associated with fuel, induding consumables related to 
environmental compliance, purchased power costs, emission allowances, and costs 
assodated witii carbon-based taxes and other carbon-rdated regulations. Given that the 
FAC mechanism is authorized pursuant to the ESP provision of SB 221, we will limit otu-
authorization, at this time, to the term of the ESP. 

See Sections 4905.01(G), 4905.66 fhnmgh 4^5.69, and 4909.159, Revised Code (repe«led Jomiaiy 1, 
2001); Chapter 4901:1-11, Ohio Administrathre Code (OA.C.) (rescinded November 27,2003). 
In AEFs Brief, the Companies clarified Hiat they did not propose to collect a carryickg diaige on ai^ 
FAC under-recovery in one quarterly period axAH a Tecondlialion in fte siibsequent period occttrced. 
The only carrying charge that they proposed was on the FAC deferrals tiiat would not be collected until 
2012-2018 {C^. Br, Pt 27). 
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With regard to interest charges assessed on any over- or under-recoveries for FAC 
costs within the quarterly period tmtil tiie subsequent reconciliation occurs, we agree witii 
OCC witness Medine that symmetry should exist if interest charges were assessed on any 
under-recoveries (Tr Vol. VI at 210). However, we do not conclude tfiat any interest 
charges on either OVCT- or tmder-recoveries are necessary as a deterrent to the crration of 
over- or under-recoveries as OCC witness Medine suggests (Id. at 210-211). As proposed 
by the Companies and supported by otiiers, the FAC mechanism itrcludes a quarterly 
reconciliation to actual FAC coste incurred, which will establish the new charge for the 
subsequent quarter. These quarterly adjustments conibined with the annual review 
proposed by Staff to review the appropriateness of the accounting of the FAC costs and 
the prudency of decisions made are sufficient to control the over- or undeo'-recoveries that 
may occur within a particular quarter. Therefore, we find tiiat the FAC mechanism with 
quarterly adjustments as propc^ed by ttie Companies, as well as an annual prudency and 
accounting review recommended 1^ Staff, is reasonable and should be approved and 
implemented as set forth herein. 

(a) Market Purchases 

As part of the FAC costs, the Companies proposed to purchase incremental power 
on a "slice of the system basis" equal to 5 percent of each company's load in 2009, 
10 percent in 2010, and 15 percent in 2011 (Cos. Ex. 2-A at 21). The Companies argue ihat 
while these purchases will be induded in the FAC mechanism, as the appropriate 
recovery mechanism for these costs, the purchases are permitted as a discretionary 
component of an ESP filing authorized by Section 49281^)(2), Revised Code, ^\*ich 
states: ^The plan may provide for or indude, without limitetion. any of the followingr" 
(emphasis added) (Cos. Br. at 37). To support its proposal, AEP-Ohio states that tte 
purchases reflect the continued transition to market rates and represent an appropriate 
recognition of the Companies' incorporation of the loads erf Onnet Primary Aluminum 
Company (Ormet) and the certified fcerrffccay formerly served by Monongahela Power 
Company O^onPower) (Cos. Ex. 2-A at 21-22). The Companies further assert that, during 
the "ESP, they should be able to continue to recover a market-based generation price for 
serving these loads, as was previously autiwaized by the Commission during the RSP 
period. 

Staff supported market purdiases sufficient to meet the additional load 
responsibilities that the Companies assumed for the addition of the fonner MonPower 
customers and Ormet to the Companies' system, which equals approximatdy 7.5 percent 
of the Companies' total loads Ŝtaff Ex. 10 at 5). However, b i e d on the size of tiie 
additional load assumed by the Companies, Staff only recommended that the incremental 
power purchases equal, on average, 5 percent of each company's load in 2009,7.5 pracent 
in 2010, and 10 percent in 2011 (Id.), 
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The Companies responded to Staff's reduction in the amount of market purchases 
by adding that the Companies also intended to utilize their proposed levels oi market 
purchases to encourage economic development (Cos. Ex. 2-E at 7). 

Various parties oppose the indusion of incremental ''slice of the system" power 
purchases in AEP-Ohio's ESP. OEG witness Kollen testified tiiat tfte Commission should 
reject this provision of AEP-Ohio's ESP because die Companies have not demonstrated a 
need for the excess generation purchased on the market to meet its existiiig load, and such 
"purchases are not prudent because they will uneconomically displace lower cost 
Company owned generation and cost-baaed purchased power tiiat is available to meet 
their loads'' (OEG Ex. 3 at 3,9-10). lEU witness Bowser agrees that this portion of the ESP 
should be rejected (lEU Ex. 10 at 9). Kroger witness ffiggins also concur;d, stating: "The 
only apparent purpose of these dice-of-system purdiases is to serve as a device fcrr 
increasing prices charged to customers" (Kroger Ex. 1 at 9), OCEA concurs witii the 
testimony offered by th^e intervenor witnesses (OCEA Br. at 53-55). Intervenora also 
question tinis provision m l i ^ t of the AEP Interconnection Agreement (OEG Ex. 3 at 10-
14; OCEA Br. at 54-55). 

Given tiiat AEP-Ohio has explidtiy stated that the purchased power is not a 
prerequisite for adequately serving the additional load requirements assumed by AEP-
Ohio when adding Ormet and the MonPower customers to its system (Cos. Ex, 2-B at 7), 
the Commission finds that Staffs rationale for tiie support of the proposal, as wdl as the 
recommendation for a reduction in the amount of purchased power proposed to equal the 
additional load, fails. We struggje, along witii the other parties, to find a rational basis to 
approve such a proposal in tiie absence of need. The Commission not^ that while we 
appreciate AEP-Ohio's willingness and cooperation with regard to tiie iiKlusion of Ormet 
and MonPower customers into its 83rstem, we believe that the Companies have been able 
to prepare and plan for the additions to its system under the current regulatory scheme 
and have been compensated during the transitional period. As for the reliance on the 
n:iarket purchases to promote economic devdopment, the Commission believes that tfiis 
goal can be more appropriatdy achieved ihrougji other means as outiined in this opinion 
and order, the Commission's recentiy adopted rules, and SB 221. Accordingly, we find 
that AEP-Ohio's ESP shall be modified to exdude this provision. 

(b) Off-Svstem Sales (OSŜ  

Kroger and OEG contend that FAC costs must be offeet by a credit for OSS 
margins, stating that other jurisdictions governing other operating companies of AEP 
Corporation require such an OSS offset to revenue requirements (Kroger Br. at 11-12; 
Kroger Ex. 1 at 3, 9,10; OEG Br. at 10; OEG Ex. 3 at 14-15,16-17). Kroger argues ttiat it is 
incongruent to allow a rate increase based on certain costs without examining AEP-Ohio's 
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net costs to determine that AEP-OHo's costs have actually increased (Krogpx Br. at 11-12). 
OEG notes that the Companies' profits for 2007 from off-system sales were $146.7 million 
for OP and $124.1 million for CSP (OEG Ex. 3 at 14). OEG reasons that because tiie cost of 
the power plants i2sed to generate o&systimi sedes are induded in rates, al) revenue from 
the power plants should be a rate credit (OEG Br. 10). OCEA raises similar arguments to 
those of OEG and Kroger in its brief (OCEA Br. at 57-59). More specifically, OCEA argues 
that tiie Companies' proposal to eliminate off-«ystem sales expaises from Ohio ratepayezs 
is not equivalent to providing customers the benefit of off-system sales margins. OCEA 
notes that, in other cases, the Commission has required electric utilitifis to share the 
benefits of off-system sales revenue with jurisdictional customers (OCEA Br. at 58-59). 

Staff did not take a position in regard to tiie intervenors' argum^its to offset FAC 
costs by tiie OSS margin. Staff, however, conduded that the costs sought to be recovered 
through tiie FAC are appropriate (Staff Ex. 10 at 4; Staff Ex. 8 at 3; Staff Br.al 2). 

The Companies argue tiiat an OSS offset to FAC charges is not required by Section 
4928.143(B)(2)(a), Revised Code, or any other provision in SB 221 (Cos. Ex. 2-E at 8-9; Cos. 
Reply Br. at 12). The Companies also state that tiie regulatwy or statutory regimes in 
other states have no bearing cn Ohio or Ohio's statutory requirements (Id). As to the 
other arguments raised by OEG and OCEA, the Ccanpanies argue that the intervenors!' 
arguments ignore the fact that the Companies' ESP reduces the FAC and environmental 
carrying cost e?q?enses for AEP-Ohio customers based on the calculation of tfie pod 
capacity payments in the FAC and use of the pool allocation factor (Cos. Ex. 7, Exhibits 
FJN-1, PfN-2, PJN-6 and PJN-^). 

Upon a review of the record in this case, the Conurussion is not persuaded t>y the 
interveners' arguments. We do not believe that the testimony presaited offered adequate 
justification for modifying the Companies' proposed ESP to offset OSS margins from tiie 
FAC costs. Section 4928.143(B)(2)(a), Revised Code, specifically provides for the 
automatic recovery, without limitation, of prudentiy incuited costs for fuel, purchased 
power, capadty cost, and power acquired from an affiliate. As recc^rdzed hy the 
Companies, the pertinent statutory provisions do not require that there be an o&et to tiie 
allowable fud costs for any OSS margins. Additionally, Ohio law governs the 
Companies' ESP apphcation, and thus, we are not persuaded by the aĵ gumcnts of Kroger 
regarding how otiuar jurisdictions handle OSS margins. Moreover, consistent with our 
discussion in Section VII of our opinion and order, we do not believe that OSS should be a 
component of the Companies' ESP, or factored into our decision in this proceeding. 
Intervenors cannot have it both ways: tiiey cannot request that OSS margins be credited 
against the fud costs (i.e., offset the expenses); and, at the same time, ask us to count the 
OSS margins as earnings for purposes of the significantiy excessive earnings test (5EET) 
calculation. 
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(c) Alternate Energy Portfblio Standards finduding RenewaMe 
Energy Credit program^ 

Section 4928,64, Revised Code, estatdishes alternative er^rgy portfcdio standards 
which consist of requirements for botii renewable energy and advanced energy resources. 
Section 4928.64(B)(2), Revised Code, introduces spedBc annual benchmarks for renewable 
energy resourtes and solar energy resources beginning in 2009, 

The Companies' ESP application induded, as a part of the FAC costs, cost recovery 
for renevi^bfe energy purchases and rene^ r̂able energy credits (RECs) witii putdiased 
power reflected in Account 555 and RECs reflected in Account 557 (Cos. Ex. 7 at 6-7,14). 
The Companies stated that they plan to purchase almost all of tiie REC^ required for 2009. 
The Companies further state that they will enter into renewable energy purchase 
agreements (REPAs) to meet compliance requirements for tiie remainder of the ESP 
period, for which they have already conducted a request for proposal (Cos. Ex. 9 at 10-11). 
The Companies also recognized that recovery of such costs to comply with Section 
4928.64(E), Revised Code, is, as steted in the statute,avoidabIe. Therefore, tiie Companies 
explained that they intend to include all of the renevrable energy costs witihin tiie FAC 
mechanism and not as part of any FAC deferral. The Companies, however, recognized 
that their request for proposal and procurement practices for renewable energy will be 
sut^ect to a prudency review and the renewable purchases subject to a financial audit 
(Cos. Br. at 96-98). 

Staff and OPAE/APAC expr^s concern with the Companies' plan to indude 
renewable energy purchases and RECs as a component of tfie FAC mechanism (Staff Ex. 4 
at 6-7; Staff Br. at 4-5; OPAE/APAC Br, at 11). 

The Commission notes that the renewable energy purchases and RECs 
requirements are based on Section 4928.64(E), Revised Code, and any recovery oi such 
costs is, as the statute provides, bypassable. Witii the Companies' recognition that such 
costs must be accounted for separatdy from fud costs, and is not to be defered, the 
Commission finds tiiat Staffs and OPAE/APACs issue is adequatdy addressed. 
Accordingly, with that clarification, the Commission finds that tiiis aspect of tfie 
Companies' ESP application is reasonable and should be adopted. 

2. FACBasdine 

The Companies proposed establishing a baseJine FAC rate by identifying the FAC 
components of the current SSO. The Companies started witii the EFC rates tfiat were 
unbundled as part of tiie dectric transition plan (ETP) proceedings (those in ^fect as of 
October 5,1999) (step #1), and tiien added calendar year 1999 amounts far tfie additional 
fud, purchased power, and envirorunental accounts that are induded in tfie requested 
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FAC mechanism for this proceeding (1999 data from FERC Form 1 and ottier financial 
records were used as tfie base period iot the additioaial components that were not in tfw 
frozen EFC rates) (step #2) (Cos. Ex. 7 at 8). Tlie Companies then adjusted the 1999 fititzen 
EFC rates (step #1) and the 1999-levd rates developed for the additional components 
(step #2) for subsequent rate charges (step #3) to get tfie base FAC component that is 
equal to the fud-related costs presentiy embedded in the Companies' most recent SSO 
(i.e., the RSP) (Id.). The subsequent rate changes that occurred during the ESP period and 
reflected in step #3 of the Companies' calculation induded annual increases of 7 perc^it 
for OP and 3 percent for CSP, an inaease in GBP's generation rates for 2007 by 
approximatdy 4.43 percent throu^ the Power Acquisition Rider, and a reduction in OFs 
base period FAC rate by the amount of tiie Gavin Cap and mine investment shutdown 
cost recovery component that was in OFs 1999 EFC rate given that the Regulatory Asset 
Charge (RAC) established in the ETP case expired (Id. at 9), 

Staff argued that the actual costs should be used in determining the FAC baseline 
and, therefore, recommended using 2007 actual data, escalated by 3 percent for CSP and 7 
percent for OP, as a reasonable proxy for 2008 ^taff Ex. 10 at 3-4), Staff explained tiiat 
utilizing actual 2007 costs and updating them to 20(^ is appropriate given tfiat the 
resulting amotmts should be the costs that the Qnnparues are currentfy recovering for 
fud-rdafed costs (Id.). Additionally, Staff notes that ihhŝ  proposal produces a result that 
is very dose to the result produced by utilizing the Companies' methodology ^taff Br. at 
3). 

OCC recommended the use of 2008 actual fud costs to establish the FAC baseline, 
which will be reconciled to actual costs in the future FAC proceeding (OCC Ex, 10 at 11-
14). OCC's witness testified that her concern is that if the FAC basdine is est^Iished too 
low, the base portion of the generation rates (the non-FAC portion) will be established too 
high (OCC Ex. 10 at 13). In its Brief, OPAE/APAC opposed tfie Companies' use of 1999 
rates as the baseline and seems to support OCCs reconunendation to use 2008 fud costs 
(OPAE/APAC Br. at 11-12), The Companies' responded by explainii^ tfiat fcbey did not 
use 1999 rates as the basdine, rather the 1999 levd was fust the starting point to 
calculating the baseline (Cos. Reply Br, at 21), The Companies also stated that a variable 
baseline was not appropriate as it would result in a variable non*FAC generatitm rate as 
well since the non-FAC component of the current generation SSO vras determined to be 
the residual after subtracting out the FAC component (Id.). 

As noted by OOC's vntness, the 2008 actual fud costs were not known at the time 
of ihe hearing (OCC Ex, 10 at 14). Thus, the Companies and Staff proposed 
methodologies to obtain a proxy for 2008 fud costs. While botii had a different starting 
point to tfie calculation of the 2008 proxy, we agree that in the absence oi known actual 
costs, a proxy is appropriate to establish a baseline, Therefcwe, based on the evidence 
presaited, we agree with Staffs resulting value as the appropriate FAC basdine. 
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3. FAC Deferralfl 

The Companies proposed to mitigate ttie rate impact on customers of any FAC 
increases by phasing in tfieir new ESP rates by deferring a porticm of tfie annual 
incremental FAC costs during ti^ ESP (Cos. App. at 4-5; Cos. Ex. 3 at 11; Cos. Ex, 1 at IS­
IS). The amount of the incremental FAC expense that would be recovered from 
customers would be limited so that total biU increases would not be more than 15 peKsnt 
for each of the three years of the ESP (Id.). The 15 percent target for FAC does not indude 
cost increases associated with the transmission cost recovery rider (TCRR) or with any 
new government mandates (the Companies' could apply to the Commission for recovery 
of costs incurred in corqunction with compliance of new government mandates, induding 
any Commission rules imposed after the filing of the AEP-Ohio applkation (Cos. App. at 
6)). The Companies proposed to periodically reconcile tfie FAC to actual costs, subject to 
the maximum phase-in rates (Cos, Ex, 1 at 14-15). Under the Companies' proposal, any 
incremental FAC expense that exceeds tfie maximum rate levels will be deferred. The 
Companies project the deferrals under tfie proposed ESP to be $146 million by December 
31,2011 for CSP and $554 million by December 31,2011 for OP (Cos. Ex. 6, Exhibit LVA-
1). If the projected FAC expense in a given period is less than ihe maximum phase-in 
FAC rates, tiie Companies proposed to give tfie Commi^on the option erf charging the 
customer the actual FAC expense amount or increasing ttve FAC rates up to the maximum 
levds in order to reduce any existing deferred FAC expense balance (Id.), Any deferred 
FAC expense rerriaining at ihe end of 2011 would be recovered, vvitfi a carrying cost at the 
Weighted Average Cost of Capital (WACQ, as an unavoidable surcharge from 2012 to 
2018 (Id.). 

As noted previously. Staff, OOC, and Sierra support the FAC mechanism that will 
be updated and reconciled quarterly (Staff. Ex. 8 at 3-4; OCC Ex. at 11 at 4-5,31-40; OCEA 
Br. at 47-48,67-68). Staff, OCC, and Sierra, hov*?ever, oppose the creation of any long-term 
deferrals for hid costs (Staff Ex. 10 at 5; OCEA Br. at 62), Simflarly, the Commercial 
Group recommended that "customers pay tiie full cost of fud during the ESP" 
(Commercial Group Ex. 1 at 9). Constellation argued that the deferral proposal should be 
rejected because it masks tfie true cost of the ESP generation, deferrals have tfie effect of 
artificially suppresauig conservation, the carrying costs proposed by the Companies 
would be set at tiie Companies' cost of capital, which would indude equity, and 
customers do not want to pay interest on any deferred amounts (instead, customers 
would ratiier pay when tfie costs are incurred so as to not pay the interest) (Constellation 
Br. at 8-9). The Schools also questioned the need for the phase-in of rates, as wdl as the 
avoidabiHty of tfie surcharge tfiat would be created to collect the deferred fud costs, with 
carrying charges, from 2012 to 2018 (Schools Br. at 3), 
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If ihe Commission, however, autiiorizes such deferrals to leveltze rates during the 
ESP period. Staff, OCC, and Sierra bdieve tfiat the defrarals should be short-term 
deferrals that do not extend beyond tiie ESP period (Staff Ex. 10 at 5; OCEA ftr. at 62). 
lEU also supports the use of a phase-in to statdtize rates, but does not believe that Sedion 
4928.144, Revised Code, allows flie deferrals to extend beyond tiie ESP term (EEU Br. at 
27^29). 

Furthermore, OCC opposed the Companies' use of WACC, stating tfiat such an 
approach is not reasonable and results in excessive payments by customers (OCC Ex. 10 
at 34). Throu^ testimony, OCC asserte that ttie canying charges on deferrals should be 
based on tfie current long-term cost of debt (OCC Ex. 10 at 34-35; Tr. Vol VI at 157-158). 
However, in its joint bri^, OCC seems to have modified its podtirai and is now arguing 
that the carrying charges should be calculated to reflect the short-term actual cost of debt, 
exduding equity (OCEA Br. at 62). In reliance on OCCs testimony. Constellation submits 
that it is appropriate to use the long-term cost of debt (Constdlation Br. at 8), The 
Commerdal Group also opposed tfie use of WACC; instead. Commercial Group witness 
Gorman recommended that the Companies finance the FAC phase-in deferrals entirdy 
with short-term debt given that tiie accruals are a temporary investment and not long* 
term capital (Commercial Group Ex. 1 at 9-11). 

Additionally, the Commercial Group and OCC argued tiiat Ihe defai^d fud 
expenses should be calculated to refiect the net of applicable deferred income taxes 
(Commercial Group Ex. 1 at 9-10; OCEA Br, at 63). Commercial Group witness Gorman 
testified that if a company does not recover the fuel expense in the y ^ r that it was 
incurred, the company will reduce its current tax expense and record a deferred tax 
obligation. The deferred tax obligation would then represent a temporary recovery of the 
fuel expense via a reduction to tl^ current income tax expense (Commercial Group Esc. 1 
atlO). Commercid Group witness Gorman tiien goes on to recognize that the inconie tax 
will ultimately have to be paid after the incremental fud cost is recovered ixom 
customers, but states that, while deferred, the company will partially recover its deferred 
fuel balance through tiie reduced ixKome tax expense (Id.), To bolster tfietr argument ttiat 
deferred fud expenses should be calculated on a net-of-tax basis, OCC and Sierra relied, 
in their brid, on a witness' testimony in an unrelated proceeding, which has been 
subsequentiy withdrawn as explained above. Neither OCC nor Sierra offered any record 
evidence to support its position. 

AEP-Ohio, on tfie otfier hand, argued thai the calculation of carrying charges for 
the dderrals should not be done on a net-of-tax basis. AEP-Ohio witness Assante t^tified 
that limiting the application of the carrying cost rate to a net-of-tax balance of FAC 
deferrals improperly utilizes a traditiond cost-of-service ratemaking approach in a 
generation pricing proceeding (Tr. Vol. IV al 158-160). Additionally, while the Companies 
proposed the phase-in proposal to help mitigate increases and believe that tfieir proposal 
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is reasonable, in light of the opposition recdved from several parties, the Companies 
stated that they would accept a modification to tiieir ESP that eliminated strch ddmals 
(Cos. Reply Br. at 41-42), 

To ensure rate or price stebility for consumers. Section 4928,144, Revised Code> 
authorizes tiie Commission to order any just and reasonable phase-in of any dectric 
utility rate or price established pursuant to 4928.143, Revised Code, with carrying charges^ 
through tiie creation of regulatory assets. Section 4^.144, Revised Code, also mandates 
that any dderrals associated witii the phase-in authorized by tfie Commission shall be 
collected throu^ an unavoidable surcharge. Section 4928.144, Revised Cod^ docs not; 
however, limit the time period of the phase-in or the recovery of tiie deferrals created by 
the phase-in through the unavoidable surcharge. 

Contrary to OCC and others,^ we believe that a phase-in <rf tfie increases is 
necessary to ensure rate or price stebility and to mitigate tfie impact on customers during 
tills difficult economic period, even with tfie modifications to tiie ESP Ihat we have made 
herein. To this end, the Commission appreciates the Companies' recognition that over 15 
percent rate increases on customers' Wis would cause a severe hardship on customers. 
Nonetheless, given the current econonuc dimate, we bdieve that the 15 percent cap 
proposed by the Companies is too hlg^* Therefore, we exercise our authfflfity pmsuant 
to Section 4928.144, Revised Code, and find that the Companies should phase4n any 
authorized increases so as not to exceed, on a total bill t>asis, an increase of 7percent for 
CSP and Spercent for OP for 2009, an increase of 6percent for CSP and 7percerrf: for OP for 
2010, and an increase of 6percent for CSP and Spercent for OF for 2011 are more 
appropriate levds. 

Based on the application, as modified herein, the resulting increases amount to 
approximate overall average generation rates of 5.47 cents/kWh and 429 cenls/kWh for 
CSP and OP, respectivdy in 2009; 6.07 cents/kWh and 4.75 cents/kWh for CSP and OP, 
respectivdy, in 2010; and 6.31 cents/kWh and 531 cents/kWh for CSP and OP, 
respectivdy, in 2011. 

Any amount over the allowable total bill mcrease percentage levels will be 
deferred pursuant to Section 4928.144, Revised Code, wifli carrying costs. If the FAC 
expense in a given period is less tiian the maximum phase-in FAC rate estaHished herein, 
tfie Companies shall begin amortization of tfie prior deferred FAC balance and increase 
the FAC rates up to the maxitnum levels allowed to reduce any existing deferred FAC 
ejqwnse balance, induding carrying costs. As required by Section 4928,144, Revised 
Code, any deferred FAC expense balance remaining at the end of 2011 shall be recovered 

^ See, e.g., OCC Reply Br. at 45-16; Consteflatiffli Br, at 6-9. 
^ Numerous letters filed jbn the dcx:ket by vaiioosciifftomer&co^^ 
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via an unavoidable surcharge. We bdieve that this appK)adi balances our objectives of 
limiting the total bill increases that customers will, be charged in any one year with 
minimizing tfie deferrals and carrying charges collected from customers. 

Based on the record in this proceeding, we do not find tfie intervenors' arguments 
concerning the calculation of the canying charges persuadve. Instead, for purposes of a 
phase-in approach in which the Companies are expected to carry flie fud expense 
incurred for electric service already provided to the customers,^ we find tfiat the 
Companies have met their biuxien of demonstrating that the carrying cost rate calculated 
based on tfie WACC is reasonable as proposed by the Companies. As explained 
previously. Section 4928.144, Revised Code, provides the Commission viitii discretion 
regarding the creation and duration of the phase-in of a rate or price established pursuant 
to Sections 4928.141 through 4928.143, Revised Code. The Commission is not convinced 
by arguments that limit tiie collection of tfie deferrals to the term of the ESP. Limiting the 
phase-in to the term of the ESP may not ensure rate or price stability for consumers witiiin 
that three-year period and may create excessive increases, whidi may defeat the purpose 
for establishing a phase-in. The limitation of any deferrals to the ESP term may also 
negate the cap established by the Coznmission herein to provide stebility to consumers. 
Therefore, we find that the collection of any deferrals, with carrying costs, created by the 
phase-in that are remaining at the end of the ESP term shall occur firom 2012 to 2018 as 
necessary to recover tfie actual fud expenses irteurred plus carrying costs. 

Regarding OCC's, Siora's, and the Commercial Group's recommendations that the 
tax deductibility of the debt rate be reflected in tfie carrying diarges on a nd:-crf-tax 
basis,̂ *' we have recentiy explained that tfiis recommendation accounts for the 
deductibility of the debt rate, but does not account for the fact that the revenues collected 
are taxable.̂ ^ If we were to adopt the net-of-tax recommendatiorv the Compaiues would 
not recover the fuU carrying charges on tfie autfiorized dderrals. We believe that this 
outcome would be inconsistent with the explicit duective of Section 4928.144, Revised 

We Sigree m ^ tiie Companies tiiat &ds decision is consistent with our decision in &e recezilTCRR «id 
accounting cases with regard to the calctilatian based cn the lozig^tenn cost of deH Sae bt n Cdundms 
Southern Power Company and Ĉ tio Power Compamff Case f̂ o. 08-1202-EL-UNC, Finding and Order 
(December 17,3008) and In re Colundms Southern PofPer Compmy md Ohio Paaxr Companŷ  Case No. 06̂  
ISOl-EL-UNC Finding and Order (December 19,2005). However, we believe that; witii regaid to the 
equity component these cases are distinguishable from the cnxrent £5f proceeding, where we are 
establishing the standard service offer and lequiiing the Companies to d ^ r the coUection of ixicuired 
generation costs associated with fuel over a kmger period. We also Ivdieve -ftiat tsas dedsion is 
reasonable in Hgtit of our reductitm to the Companies' proposed FAC ddeinal cvp, which may hove the 
effect of requiring the Companies to defer a hisl^r percentage of FAC costs than what was otherwise 
proposed. 

OCEA Br. at 63-64; Commeidal Gnmp Ex. 1 at 9-10. 
^̂  In re Ohio Edison Co., The Cfewland Bectric Hiuminating Cb., Toledo Edism Co., Case No. 07-551-EI-AIR. et 

aL, Opiition and Order af 10 (fanuary 21,2C09). 

10 
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Code: "If the commission's order indudes such a phase-in, the order also shall provide 
for the creation of regulatory assets pursuant to generally accepted accounting prindples, 
by authorizing the deferral of incurred costs equal to the amount not collected^ plus 
carryii^ charges on that amount." Therefore/ we find tiiat the carrying charges on the 
FAC deferrals should be calculated on a gross-of-tax rather tfian a net-of-tax basis in order 
to ensure that the Companies recover their actual fud expenses. Accordii^y, we modify 
the deferral provision of the Companies' ESP to lower the overall amotmt tfiat may he 
charged to customezs in any one year, 

B. Incremental Carrying Cost for 2001-20Q8 Enviromnental Investment and the 
Carrying Cost Rate 

A component of the non-FAC gpneration increase is the incremental, OI^JCHI^ 
carrying costs assodated with environmental investments made during SOOfl-WOS. The 
Companies propose b3 indude, as a part of their ESP, costs directiy related to energy 
produced or pxu-chased. While the Companies are not proposing to indude the recovery 
of capital carrying costs on environmental capital investments in the FAC^ the Con^anies 
are requesting recovery of carr3mig charges for the incremental amount rf the 
environmental investments made at their generating facilities from 2001 to 200S. The 
Companies' annual capital carrying costs few: the incremental 2001-2008 envircoimental 
investments not currentfy reflected in rates equals $S4 million for OP and $26 miQion for 
CSP. The Companies' ESP indudes capital carrying costs for 2001 tfuough 2008 net of 
cumulative environmental capital e?^ndittues for each company multiplied by tite 
carrying cost rate. 

Each company's capital expenditures in the ESP are determined by the 
expenditures made since the start of the market devdopment period as offset by the 
estimate induded in tiie Companies' rate stabilization plan (RSP) case. Case No, 04-169-
EL-UNC and the environmental expenditm^ induded in the Companies' adjustments 
recdved in the RSP 4 P ^ e n t Cases^ (Cos. Ex. 7 at 15-17, Exhibits FIN-B, PJN-12). The 
Companies calculated the carrying cost rate based on levdized investment and 
depreciation over the 25-year life of the environmental investment CSP and OP utilized a 
capital structure of 50 percent common equity and 50 percent debt to odculate the 
carrying charges, asserting that such is consistent with the capitd structure as of 
March 31,2008, and consistent witfi the expected capital structure during the E£P period. 
Short-term debt and the Gavin Lease were exduded from OFs capital structure, AEP-
Ohio asserts that such was the process in the RSP 4 Percent Cases. AEP-Ohio also argues 
that, for ratemaking purposes, the Gavin Lease is considered an opes^ting lease as 
opposed to a component of rate base. Further, the Companies reason tfiat tiie WACC 
incorporated a 10.5 percent ROE as used by tiie Commission in the proceedhig to transfer 

12 In re Columbus Sou îem Potoer Company md Ohio Potoer Company, Case Nos. 07-1132-EL-lINC 07-1191-
EL-UNQ and 07-1278-EL-UNC (R^ 4 Percent Cases}. 
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MonPower's certified territory to CSP (MOTiPower Transfer Case)^ (Cos. Ex. 7 at 16-17, 
19, Exhibit PJN-S, Exhibits PJN-10 - PJN-13; Cos. Ex. 7-B at 7). 

Staff testified that the Companies should be allowed to recova canying costs 
associated with capitalized investments to comply with environmental requir^nents 
made between 2001-2008 tfiat are not currentiy reflected m rates (Staff Ex. 6 at 2, 4-5). 
Staff confirmed that AEP-Ohio's estimated revenue increases for incremental carrying 
costs associated with additional environmental investments in the amotmts erf $26 miiUon 
for CSP and $84 million for OP are not currenfly reflected in rates (Id-), 

OCEA and OBG oppose the Companies' request for recovery of environmental 
carrying charges on investments made pricw to January 1, 2009, OEG contends tfiat the 
rates in the RSP Case induded recovery for ^ivironmental capital improvements made 
tiirough December 31,2008, as reflected in the RSP 4 Percent Cases, Further, OCEA and 
OEG argue that SB 221 only permits the recovery of carrying costs associated with 
environmental expenditures tiiat are prudentiy incurred and that occur on or after 
January 1, 2009, pursuant to Section 4928.143(B)0(b), Revised Code (OCEA Ex. 10 at 32; 
OEG Ex. 3 at 21). Thus, OCEA reasons that approval of such expenditures necessitates an 
after-tiie-fact review, which cannot be considered in this proceeding, OEG, however, is 
not opposed to the Companies' increases due to environmental capital additions made 
after January 1, 2009, in the BSP in accordance with Section 4928.143(B)(2)^), Revised 
Code (OEG Ex. 3 at 20). OEG and Kroger argue tfiat the Companies' assertion that 
existing rates do not reflect environmental canying costs ignores the Companies' non-
environmental investment and the effects of accumulated depreciation and, therefore, 
according to OEG and Kroger, fails to demonstrate any net under-recovery of gieneration 
costs in total by tiie Companies (OEG Ex. 3 at 21; Kroger Ex. 1 at 10-11). OCEA and 
APAC/OPAE agree that the Companies have failed to demonstrate that fliey lack the 
earnings to make the environmental investments (OCEA Ex. 10 at 32; APAC/OPAE Br. at 
6-6). 

Further, OCEA asserts that there are several reasons that the Con^?anies' at ten^ 
to recover environmental carrying cost during the ESP is unlawful. OCEA contaids tiit 
it is retroactive ratemakingî * and Senate Bill 3, which was &e governing law frran 2001 to 
2005, induded rate caps pursuant to Section 4928.34(A)(6), Revised Code, and the RSP, 
applicable to 2006 through 2008, induded limitations on the rate increases. Therefore, the 
Companies can not collect now for costs incurred during those periods. Further, OCEA 

^3 In the Matter of fiw T r t m ^ of MonongtiheUi Posoer Company's O r t i ^ Tenitary in Ohio to tbe Cc4$tmhus 
Southern Pmver Company, Case No. 05-76S-EL-'UNC. 

I* KecoIndustries, Inc. v, andnnoH &Suhurhm Bdl Tri. Co, (1957), 1660hioSt. 25. 
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states that allowing for recovery of such envurcmmental carrying costs would also vioiate 
the Stipulation and tfie Commission's order in tiie EIP case,l5 

OCEA argues that, should tfie Commission allow AEP-Ohio to recover carrying 
costs on environmental investments, the Companies' carrying charges should be based on 
actual investments made, not actual and forecasted envuxunmental expenditures, and the 
carrying costs should be adjusted. More specifically, OCEA recommends that because the 
Companies failed to provide any support or explanation of the calculation of the property 
taxes or general and administrative components of the carrying cc^t cdculation, the 
Commission should not grant recovery of tfiese aspects of the Companies' request. 
Additionally, OCEA and lEU argue that the proposed canying cost rates do not reflect 
actual financing for environmental investments, which could impact the cdculation of the 
carrying cost rates (lEU Br, at 21-22, citing lEU Ex. 7 at 132-133; Tr. VoL XI at 111-113; 
OCEA Br. at 71-72). The carrying cost rates, according to lEU and OCEA, should be 
revised to reflect actual financing, induding the use of pollution control bonds tfiat have 
been secured by the Companies ^d.). To support their argument^ lEU and OCEA reLy an 
Staff witness Cahaan who testified at tiie hearing that "if specific tinaruJng mechanisms 
can be identified that would be appropriate and applicable to the assets being financed^ I 
see no reason why those shouldn't be specifically used''^^ (lEU Rr. at 21-2?; OCEA Br. at 
72-73). However, Staff witness Cahaan also stated that "[A]t tfie time when we looked at 
the carrying cost calculations it seemed reasonable, given the cost of debt and cost of 
equity of tiie campany,"!^ which is consistent with his prefiled testimony fliat said: "I 
have examined the carrying costs rates provided to Mr- Soliman and found them to be 
reasonable" (Staff Ex. 10 at 7). 

OCEA also recommends that tiie carrying costs for deferrals of environmental costs 
be revised to reflect actud short-term cost of debt, as opposed to WACC as proposed by 
the Companies, and that the calculated carrying charges should not be based on tfw 
original cost of the envirorunental investment but at ccet minus deprodaticm. Thus, 
OCEA argues that the Companies are seeking a return on and a return of their investment 
as would be the case under traditional ratemaking, but overstating the depreciation 
component. OCEA also advocates that the carrying cost rates, 13.98 percent for OP and 
14.94 percent for CSP, are too high in ligjtt of tfie economic environment at tfds time 
(OCEA Br, at 5^74). Finally, OCEA urges tfie Commission to ofeet the Companies' 
request for carrying charges by the Section 199 provision of the Internal Revenue Code 
(S«:tion 199). Section 199 allows the Comp^es to take a lax deduction for "qualified 
production activities income" equal to 6 percent in 2009 and 9 percent in 2010 and 

^^ In the Matter cfihe ApplicsUon ofCohmdms Southern Power Company and Ohio Pouter Company fir Â î protxd 
ofVteir Ekctric Transition Plans and for Receipt tf Transition RevermSr Case Nos, 99-172?-BUErP and 99-
1730-EL-ETP, Opinion and Order (Septemba- 28,2000). 

^6 Tr.VoIXnat237. 
17 Id. 
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thereafter. lEU, OEG, and OCEA request that the Commi^ion adjust the carrying costs 
for the Section 199 deduction as tfie Commission has found appropriate in the 
Companies' 07-63 Casein and in tiie FirstEnergy ESP Case OCEA argues that wMe 
Section 4928.143(B)(2)(a), Revised Code, allows tfie Compaxties to automatically recover 
the cost of federally mandated carbon or ertergy taxes, which will be passed on to 
customers, customers should be afforded the benefits of the Section 199 tax deduction 
(OCEA Br. at 74-75; lEU Br. at 21; lEU Ex. 10 at 6; OEG Ex. 3 at 23). 

The Companies emphasize that tfidr request for canying costs is for tfie 
incremental canying charges on the 2001-2008 investments that tl^ Ccsnpanies will incur 
post-January 1,2009. AEP-Ohio explained that tiie carrying costs ttianselves are the costs 
tiiat the Companies will incur after January 1,2009, and, therefore, tiie Companies reasim 
tiiat tfie "witiiout limitation" language in Section 4928.143(B)(2), Revised Code, supports 
tiieir request (Tr. Vol. XIV at 93, 114). AEF-OHo stresses ttiat Section 4928-143(B)(2), 
Revised Code, is the basis.for the carrying cost request as opposed to paragraph (6)(2)(a) 
of Section 4928.143, Revised Code, as OCEA and OEG claim and, therefore, tiie arguments 
as to retroactive ratemaking are misplaced (Cos. Reply* Br, at 29-30). Purflier, the 
Companies insist tiiat Section 4928.143(BX2)(b), Revised Code, supports their request, as 
the carrying charges are necessary to recover the ongoing cost of investments in 
environmental facilities and equipment tfiat are essential to keep tf« genemticm uruts 
operating. The Companies assert that the operating costs of their generation units remain 
well below the cost of securing tiie power on the market (Cos. Ex, 7-B at 7). 

As to the claims that the carrying costs are overstated, the Companies claim that 
the levelized depreciation approach used by the Companies is better for customers tfian 
traditional ratemaking given the relative newness of tfie environmental investments (Tr. 
Vol V at 55-56; Tr. Vol. VII at 22-23). The Companies also argue that the Compairies' 
investments in environmental compliance equipment during 2001-2008 were not fectored 
into the rates unbundled in 2000 and capped under the ETP case as alleged. The rate 
increase approved, as part of the ESP, and the RSP 4 Percent Cases did not, according to 
the Companies, provide recovery of the carrying costs to be incurred during tfie ESP 
period (Cos, Ex. 7, Exhibits P|N-8 - PfN-9 and PJN-12). The Companies reply that tiie 
interveners' request to adjust carrying charges for the Section 199 deduction is flawed. 
AEP-Ohio states that tfie Section 199 deduction is not a reduction to tiie statutory tax rate 
used in the WACC, a fact which AEP-Ohio asserts has been recognized by FERC and tiie 
Financial Accounting Standards Board. The Companies further note that lEU witness 
Bowser indeed confirmed tfiat Section 199 does not reduce tfie statutory tax rate (Tr. Vol. 
XI at 271-273). The Companies dso argue, and DEU witness Bowser agreed, that the 
Section 199 tax deduction is applicable to AEP Corporation as a whole and not to eadi 
operating subsidiary. The Companies note, therefore, that any deduction available to 

^̂  In re Q>limbu8 Southern Power Company and Ofao Power Company, Cftse No. 07-63-EL-UNC^ C^inion and 
Order (October 3,2007) (07-63 Case). 
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AEP-Ohio is reduced if one of the otfi^ AEP Corporation operating afBliates is not 
eligible for the Section 199 deduction (Cos. Br. 36; Tr. Vol. XI at 266-267). Accordingly, tfie 
Companies state that AEP-Ohio has not been able to take the full deduction (Tr. VoL XIV 
at 115-117). Further, the Companies argue that the intervenors have misinterpreted the 
Commission's decision in the FirstEnergy ESP Case to imply tfiat tfie Commission made 
an adjustment to account for the Section 199 deduction. For these reasons, the Companies 
request that the Commission reconsider adjusting carrying charges for tfie potential 
Section 199 deduction. 

Upon review of the record, we agree with Staff that AEP-Ohio should be allowed 
to recover the incremental capital carrying costs that will be incurred aflo: January 1, 
2009, on past environmental investments (2001-2008) that are not presmfly reflected m tfie 
Companies' existing rates, as contemplated in AEP-C^o's RSP Case. Furtfier, tfie 
Commission finds that this decision regarding the recovery of continuing carrying costs 
on environmental investments, based on the WACC, is coa^stent witfi our dedsion in the 
07-63 C!ase and the RSP 4 Percent Cases. Additionally, we agree witti Staff tfiat the 
levelized carrying cost rates proposed by AHP-OHo are reasonable and, tfiarefore, should 
be approved. We further find, as we concluded in tiie FirstEnergy E ^ Case, ttiat 
adequate modifications to the Companies' ESP application have been made in this order 
to account for the possibility of any applicable Section 199 tax deductions. 

C. AnnualĴ JOTV-FAC Increases 

The Companies proposed to increase tfie non-FAC portion of their generation rates 
by 3 percent for CSP and 7 percent for OP for each year of the ESP to provide a recovery 
mechanism for increasing costs rdated to matters such as carrying costs associated with 
new environmental investments made during the ESP period, increases in ihe general 
costs of providing generation service, and unanticipated, non-mandated generation-
rdated cost increases. Specifically, as part of this automatic increase, the Companies 
intend to recover the carrying costs associated witti antidpated environmental 
investment that will be necessary during tfie WP period (2009-2011) (Cos. Br. at 27; Cos, 
Reply Br. at 4649). The Companies a i^ed that the annual increases are not cost-ba^d 
and are avoidable for those customers who shop. The Companies also proposed two 
exceptions to the fixed, annud increases, one for generation plant dosures and the other 
for OFs lease associated witii the scrubber at tfie Gavin Hant, w*kh wouW require 
additional Commission approval during the ESP. After establishing the FAC compcment 
of the cxjrrent generation SSO to get a FAC basdine the Companies determined fliat the 
remainder of the current generation SSO would be the non-FAC base component 

The intervenors oppose automatic annual increases in tfie non-FAC compooient of 
the generation rate, and argue that any generation increases should be cost-based (lEU Br. 
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at 24; OPAE/APAC Br. at 6; OEG Br, at 12; OCEA Br. 29^1). OEG contends tfiat since tfie 
Companies have not provided any support for the automatic aimual increases, which 
could result in total rate increases over tfie three-year period of $87 million for CH* and 
$262 million for OP, tfie annual mo^ases should be disallowed (OEG Ex. 3 at 18-19); 
Similarly, Kroger argues tfiat AEP-Ohio did not appropriatdy accotmt for costs associated 
with the non-FAC component of the proposed g^eration rates (Kroger Br, at 14), 

Staff opposes CSFs and OFs recommended amiuial, non-FAC increases of 3 and 7 
percent, respectively (Staff Ex. 10 at 4). Instead, Staff stated that it believes a more 
appropriate escalation of the non-FAC generation componisnt would be half of the 
proposed amounts; therefore, reconum^dkig armual increases of 1.5 percent for CSP and 
3.5 percent for OP (Id,). Staff witness Cahaan rationalized the proposed reduction by 
stating that "an average of 5% for tiie two companies may have been a reasonable 
expectation of cost increases at the time that the ESP was contemplated, but not now. 
With the recent financial crises, we are entering a recessionary, and possibly a 
deflationary, period and any expectations of price increases need to be revised 
downward" (Id.). Furthermore, while recognizing that the ultimate balancing of interests 
lies with the Commissiorv Staff witness Cahaan testified that Staffs recommended 
reduction in the proposed increases was a reasonable balance between the Companies' 
obligation and costs to serve customers and tfie current economic conditions (Tr. VoL Xn 
at 211). The Companies rejected Staffs raticmalization for the reduction in thdr proposed 
non-FAC increases (Cos. Reply Br. at 49). lEU also rqected Stafî s rationalizaticKi for the 
reduction, arguing that no automatic increase are warranted (lEU Br, at 24). 

Slating that it is in the public interest for the Companies to ccmtinue im^esting in 
environmental equipment and to be in compliance with current and future environinfintal 
requirements, Staff witness Soliman also recommended tiiat AEP-Ohio be permitted to 
recover carrying costs for anticipated environmentd investments made during the ESP 
period (Staff Ex. 6 at 5). Staff recommended that this recovery occur through a future 
proceeding upon the request of the Companies for recovery of additional carrying costs 
assodated with actud environmental investment after the investments hav^ been made 
(Staff Br. at 6-7). Specifically, Staff su^ested that the Commission require the Companies 
to file an application in 2010 for recovery of 2009 actual environmental investment cost 
and aimually thereafter for each succeeding year to refiect actual expenditures (Fr. VoL 
xn at 132; Staff Ex. 10 at 7). OCEA seems to agree witfi Staffs recoirunendation (OCEA 
Br. at 71). 

The Companies further respond tfiat Section 4928.143, Revised Code, does not 
require that the SSO price be cost-based and, instead, Section 492BA43(B){2){e), Revised 
Code, authorizes electric utilities to indude in thdr ESP provisions for automatic 
increases in any component of the SSO price (Cos. Reply Br. at 48-49). 
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The Commission finds Staffs approach with regard to tiie recovery of tiie carryfaig 
costs for antidpated environmental investmaits made during the ESP to be reasonable/ 
and, therefore, we direct the Companies to request, through an annual filii^ recovery cxf 
additional carrying costs after the investments have been made. 

We also agree with Staff that the economic conditions must be balanced against the 
Companies' provision of electric service under an ESP, In balancing these two interests, 
as wdl as considering all components of tfie VSP, we believe that it is appropriate to 
modify this provision of the Ccnnpanies' ESP and remove the indusion of any automatic 
non-FAC increases. As recognized by severd intervenors, the record is void of sufficient 
support to rationalize automatic, aimual gena'ation increases that are not cost-based^ but 
that are significant, equaling approximatdy $87 million for CSP and $262 million for OP 
(see, i.e„ OCEA Br. at 29-30, citing Tr. VoL XIV at 208-209). We also believe the 
modification is warranted in light of the fact that we have removed one of the Companies' 
significant costs foctored into establishing the proposed automatic increases. 
Accordingly, we find that the K P should be modified to eliminate any automatic 
increases in the non-FAC portion of the Companies' generation rates. 

IV. DISIRIBUTIQN 

A. Annual EHstributicm Increases 

To support initiatives to improve the Ownpanias' distribuHon system and service 
to customers, the Companies proposed the following two plans, which wiE result in 
annual distribution rate increases ol 7 percent for CSP and 6.5 percent for OP; 

1. Enhanced Servke Rdiability Plan (ESRF) 

The Companies proposed to implement a new, three-year ESRP pursuant to 
4928.143(B)(2)(h), Revised Code,l9 which includes an enhanced vegetatiOTi initiative, an 
enhanced underground cable initiative, a distribution automation initiative, and an 
enhanced overhead inspection and mitigation initiative (Cos. Ex. 11 at 3). While noting 
tiiat tiiey are providing adequate and reliable dectric service, the G^npanies justify the 
need for the ESRP by stating that customers' s^ivice reliability expectations are increasing, 
and in order to maintain and enhance reliability, the ESRP is required (Id. at 3, 8,10-14). 
AEP-Ohio further states that the three-year ESRP, condsting of tfie four reliability 

^9 On page 72 of its brief, the Companies rely on SectJon 492S.154(B)(2)(h), Revised Code, to support fiieir 
request to receive cost recovery for ttte incremental costs of die incremental B5RP activities. We are 
assuming that Uie reference was a typograplucal enor and tiiat file Companies intended to cite to 
Section 4928.143(B)(2)(h), Revised Code (see Cos. Reply Br. at 50^1). 
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programs,̂  is desagned to modernize and improve the Companies' distribution 
infirastructure (Id.). 

(a) Enhanced ve^tation initiative 

The Companies state that the purpose of this new initiative is to improve the 
customer's overall service experience l^ reducing and/or eliminating momentary 
interruptions and/or sustained outages caused fay vegetation. The Companies proposed 
to accomplish this goal by bdancing its performance^Tased approach to reflect a greater 
consideration of cycle-based factors (Id. at 26-28). The Companies state that under tfieir 
proposed vegetation initiative, they will employ additional resource (approximatdy 
double the current number of tree crews in Ohio), employ greater emphads on cyde-
based planning and schediding, increase the level of vegetation management work 
performed so that all distribution righte-of-way can be inspected and maintali^, and 
utilize improved technologies to coUect tree inventory data to optimize plannir^ and 
scheduling by predicting problem areas befwe outages occur (Id. at 28-29). 

(b) Enhanced imderground cable initiative 

The Companies state ihat the purpose of tfiis initiative is to reduce momentary 
interruptions and sustained outages due to failures of a^ng underground cable. The 
Companies' plan to target underground cables manufactured prior to 1992 to replace 
and/or restore the integrity of the cable insulation (Id, at 31). 

(c) Distribution autcgnation (DA) mitiative 

The Companies explain that DA is a criticd component of their proposed 
gridSMART distribution initiative tiiat is described bdow, DA is an advance te<*hnolo^ 
that improves service reliability by minimizing, quickly identifying and isolating faulted 
distribution line sections, and remotdy restoring service interruptions (Id. at 34-35). 

(d) Enhanced overhead inspection and mitigatimi initiative 

The Companies state that the purpose of tfiis initiative is to inwove the customer's 
overall service experience by reducing equipment-related momentary Intemipticsis and 
sustained outages. The Companies intend to accomplish this goal througji a 
comprehensive overhead inspection process that will proactivdy identify equipment that 
is prone to fail (Id, at 18). The Companies also state that the new prc^am will go beyond 
the current inspection program required by tfie dectric servi<£ and safety (E^S) rules, 
which is a basic visual assessment <rf tfie general condition of the distribution fedlities, by 
conducting a comprehensive inspection of the equipment on each structure via waUdng 
the circuit lines and physically climbing or using a bucket truck to inspect ^d, at 19). In 
conjimction with this program, AEP-Ohio proposes to focus on five targeted overhead 
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asset initiatives, induding cutout replacem^t, arrester replacement, redoser replacement, 
54,5 kV protection, and fault indicator (Id. at a)-22). 

Generally, numerous intervenors and Staff opposed the distribution initiatives and 
cost recovery of such initiatives through this proceeding. Ivlany parties advocated for 
deferral of these distribution initiatives, and tl^ ^ R P as a whole, for consideration in a 
futui« disfaibution base rate case (Staff Br. at 7; Staff EK. 1 at 6-7; OPAE/APAC at 1.9; lEU 
Br. at 25-26; Kroger Br. at 18; OHA Br, at 17; OMA Br. at 6). Further, OCEA argued tfiat 
the Companies have not demonstrated that the ESRP is incremental to what the 
Companies are required to do and spend imder tfie current BSGB rules and current 
distribution rates {OCBA Br. at 44; OCC Ex. 13 at 8-11). While supporting several aspects 
of the Companies' ESRP programs. Staff witness Roberts also questioned the incremental 
nature of the proposed ESRP programs (Staff Ex. 2 at 4^, 13,17,18; Tr. VoL VIII at 70^77). 

The Commission agrees, in part with Staff and the intervenors. The Commission 
recognizes that Section 4928.143(B)(2)(h), Revised Code, authorizes the Companies to 
indude in its ESP provisions regarding singlfrissue ratemaking for distribution 
infrastructure and modernization Incentives. However, while SB 221 may have allowed 
Companies to Include such provisions in its ESP, the intent could not have been to 
provide a 'blank check' to dectric utilities. In dedding whetiier to approve an ESP tfiat 
contains provisions for distribution infrastructure and modemizaticm incentives, Section 
4928.143(B)(2)(h), Revised Code, specifically requires the Commission to examine tfie 
reliability of the dectric utility's distribution system and ensure that customers' and the 
electric utilities' expectations are aligned, and to ensure that the electric utQity is 
emphasizing and dedicating suffident resources to the reHabOity of its d^tribution 
system. Given AEP-Ohio's proposed ESRP, the only way to examine the full distribution 
system, tfie rdiability of such system, and customers' expectations, as wdl as whetfter tfie 
programs proposed by AEP-Ohio are "enhanced" initiatives (truly incremaitd), is 
through a dishibution rate case where all components of distribution rates are subject to 
review. Therefore, at this time, the Commission denies the Companies' request to 
implement, as well as recover costs associated therewith, the enhanced underground 
cable initiative, the distribution autcwnation initiative, and the enhanced overhead 
inspection and mitigation initiative. Witfi regard to these issues, we concur with OHA; 
"The record in this case reflects the fact tfiat the distribution prong of AEFs dectric 
service deserves further Commission scrutiny - but not in the context of this accderated 
ESP proceeding" (OHA Br. at 17). 

Nonetheless, the Commission finds tfiat AEP-Ohio has demonstrated in the record 
of this proceeding that it faces increased costs for vegetation management and that a 
specific need exists for the implementation of the enhanced vegetation initiative, as 
proposed as part of ttie three-year ESRP, to support an incremental levd of reiiabdlity 
activities in order to maintain and improve service levels. The Companies' current 
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approach to its vegetation management program is mostiy reactive (jSfcaff Ex. 2 ai 10), 
While we recognize the difficulties that recent events have caused, we believe that it is 
important to have a balanced approach tiiat not only reacts to certain inddents and 
problems, but that dso proactivdy limits or reduces the impact of v^eather events or 
inddents. In addition to reacting to problems that occur, it is imperative that AEP-Ohio 
implements a cycle-based approach to maintain the overall systert To this end, the 
Companies have demonstrated in tfie record that increased spending earmariced for 
speci^c vegetation initiatives can reduce tree-caused outages, resultir^ in better rdiabill^ 
(Cos. Ex, 11 at 27-31). OCC witness Qeaver also recognised a proWem with the current 
vegetation management program, and supported the adoption of a new, hybrid approach 
that incorporates a cyde-based tree-trimming program with a performarKfi-based 
program (OCC Ex. 13 at 30, 35). Staff witness Robots further supprated the move to a 
new, four-year cyde-based approach and recommended ihat the enhanced vegetation 
initiative include the following: end-to-end drcuit rights-of-way inspections and 
maintenance; mid-point circuit inspections to review vegetation dearance from 
conductors, equipment, and facilities; greater dearance ol all overhang above Ihiee-phase 
primary lines and single-phase lines; removal of danger trees located outside of rights-of-
ways where property OWMT'B permission can be secured, and using technology to collect 
tree inventory data lo optimize planning and scheduling (Staff Ex, 2 at 13). 

The Commission is satisfied that tfie Companies have demonstrated in tfie record 
that the costs associated vrtth the proposed v^etation initiative, induded as part of the 
proposed three-year ESRP, are incrementd to the current Distribution V^etation 
Management Program and the costs embedded in distribution rates (Cos. Ex. 11 at 26-31). 
Specifically, the Companies proposed to employ-additiwial resources in Ohio, place a 
greater emphasis on cyde-based planning and scheduling, and increase the levd of 
vegetation management work perionned (Id. at 28-29). Although OCCs witness 
questions the incrementd nature of the costs proposed to be induded in the enhanced 
vegetation initiative, OOC offered no evidence that the proposed initiative is already 
induded in the current vegdation management program, and thus^ is not incremental 
(OCC Ex. 13 at 30-36). Rather, OCC seems to quibWe witfi the definiti<Hi of "enhancei" 
OCC witness Qeaver stated; "I recommend that the Commission rule tfiat die Onr^any's 
proposed Vegetation Management Plograms, while an improvement over its current 
performance based program, is not m enhmrnnsnt but raster a refiecdm cfaddtthtud tree 
trimming needed as a result of their prior program" (Id, at 35 (emphasis added)). 
Furthermore, we believe that the record dearly reflects customers' expectations as to tree-
caused outages, service interruptions/ and reliability of custon^rs' service,̂ ^ We also 
believe that, presentiy, those customer expectations are not aligned with the Companies' 
expectations. However, as required by Section 4928.143(B)(2)(h), Revised Code, we 
believe that the Companies' proposal for a new vegetation initiative more dosdy aligrB 

^ A common theme from the customers Uiroughoot the local pd^lic hearings was that outages due to 
vegetation have been problematic. 
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the customers' expectations with the Companies' expectations as it relates to tree-caused 
outages, importance of rdiability, and the increasing frustration surrounding momaitary 
outages with tfie emergence of new technology. 

Accordingly, in balancing the customers' expectations and needs with the issues 
raised by several intervenors, the Commission finds that tfie enhanced vegetation 
initiative proposed by the Companies, with Staff's additional recc^nmendations, is a 
reasonable program that will advance the state policy. To this end, the Commission 
approves the establishment of an ESRP rider as the appropriate mechanism pursuant to 
Section 4928.143(B)(2)(h), Revised Code, to recover such costs. The ESRP rider Initially 
will include only the incremental costs associated with tfie Companies' propelled 
enhanced vegetation initiative (Cos. Ex. 11 at 31, Chart 7) as set forth herdn* Ccffisistent 
with prior decisions,^ the Commission also believes that, pursuant to the sotmd policy 
goals of Section 4928,02, Revised Code, a distribution rider establidied pursuant to 
Section 4928.143(B)(2)(h), Revised Code, should be based upon tfie dectric utility's 
prudently incurred costs. Therefore, tfie ESRP rider will be subject to Commissicm review 
and reconciliation on an annud basis. 

As for the recovery of any costs associated vrith the Companies' remaining 
initiatives (Le., enhanced underground cable initiative, distribution automation initiative, 
and enhanced overhead inspection and mitigation initiative), tiie ESRP rider will not 
indude costs for any of these programs until such time as the Commission has reviewed 
tiie programs, and associated costs, in conjunction with the current distribution system in 
the context of a distribution rate case as explained above, H the Commi^ion, in a 
subsequent proceeding, determines that the programs regarduig the remaining initiatives 
should be implemented, and tfius, tfie assodated costs should be recovered, tfiose costs 
may, at that time, be included in tfie ESRP rider for future recovery, sul^ect to 
reconciliation as discussed above. 

Z GridSMART 

The Companies propose, as part of their ^ P , to initiate Phase 1 of gridSMART, a 
three-year pilot, in northeast central Ohio, GridSMART will include tiiree main 
components, AMI, DA, and Home Area Network (HAN). The AMI system features 
include smart meters, two-way commimicationa networks, and the information 
technology systems to support sj^tem interaction. AEP-Ohio contends that AMI will use 
internal communications systems to convey red-time energy usage and load information 
to both the customer and the company. According to the Companies^ AMI will provide 
the capability to monitor equipment and convey information about certain malfiinctior^ 
and operating conditions, DA will provide real-time control and monitoring of sdect 

21 In re Ohio Edison Co., The Oeoehmd Electric mwninadng Co., Toledo Edison Cô  Case No. 0& 9̂SS-EL-SSO, 
Opinion and Order at 41 (December 19, ^)0S). 
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electricd components with the distribution systen^ induding capadtor banks, voltage 
regulators, redosers, and automated line switdies, HAN will be installed in tfie 
customer's home or business and will provide the customer witii information to allow the 
customer to conserve energy. HAN includes providing residential and business 
customers who have central air conditioning with a programmable communicating 
thermostat (PCT) and a load control switch (LCS), which is installed ahead of a major 
electrical appliance and will turn the appliance wi and off or cycle the appliance on aind 
off. AEP-Ohio reasons tfiat centrd air conditioners are typkally the largest piece of 
electrical equipment in the home and will yidd tfie most significant demand respwise 
benefit (Tr. VoL HI at 304), LCS will provide customers who have a direct load control or 
interruptible tariff the ability to recdve ccanmands from the meter and the option to 
respond and signal the appropriate action to tfie meter for confirmation. The Con^panies 
propose a phased-in implementation of Hiase 1 gridSMART to approximatdy 110,000 
meters and 70 distribution circuits in an approximatdy 100 square m^e area within CSFs 
service territory (Cos. Ex. 4 at 9,12-13; Tr. Vol. IH at 303-304). The C<Mq>anies ft«*er 
propose to extend the installation of DA to 20 circuits in areas beyond tiie gridSMART 
Phase 1 program. The Companies propose a phased-in approadi to fully implement 
gridSMART throughout their service area over the next 7 to 10 years, tf granted 
appropriate regulatory treatment The Companies estimate the net cost of gridSMART 
Phase 1 to be approximately $109 millicHi (induding the projected net savings of $2.7 
million) over the three-year period (Cos. Ex. 4 at 15-16, KLS-1). The rate design for 
gridSMART indudes the projected cost of tfie program over the life of the equipment 
The Companies have requested recovery dtuing the ESP of only the costs to be incurred 
during tiie three-year term of the ESP (Cos. Ex. 1 at DMR-4). Thus, AEP-Ohio asserts that 
it is inappropriate to consider the long-term operational cost savings when the long-term 
costs of gridSMART have not been induded in the ESP ior recovery. 

Although Staff generally supports the Companies' implementation of gritBMART, 
particularly the AMI and DA components, Staff raises a few concerns with this aspect of 
the Companies' ESP appUcatioit Staff is concerned that the overhead costs for meter 
purchasing is overstated and recommends that the overhead costs be reviewed before 
approval to ensure tiiat the costs are not duplicative of the ovetfiead meter purchasing 
costs currentiy recovered in the Companies' rates (Staff Ex. 3 at 3). Staff argues that there 
is no reason for the Companies to restrict ttie PCTs to customers with air conditioning 
only, and recommends tfiat tfie device be offered to any customer tiiat desires to own this 
type of thermostat to control air conditionii^ or other electrical appliances (Staff Br. at 
12). Staff and OCC dso argue that customers who have invested in advanced 
technological equipment for gridSMART will not benefit from dynamic pricing and time 
differentiated rates if the Companies do not simultaneously file tariffs for such services 
(Staff Ex, 3 at 5; OCEA Br. at 82). Staff recommends that the Companies offer scMne form 
of a critical peak pricing rebate for reddential customers, and some form of hedged price 
for commercial customers for a fixed amount of ttie customers' demand (Staff Ex, 3 at 5), 
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Furtfier, Staff argues tfiat the Companies' gridSMART proposd does not contain 
sufficient information regarding any risk-sharing between the ratepayers and 
shareholders, operational savings, or a cost/benefit analysis, and states tfiat AEP-Ohio 
did not quantify any customer or sodetal benefits of the proposed gridSMART initiative 
(Staff Br. at 12-13). Staff notes tiiat according to the Compaiues, DA will not be 
implemented until 2011, tiie tiiird year of the ESP, and tiiat the ESP proposes to install DA 
beyond the Phase I gridSMART area (Tr. Vd. IH at 246). Staff opposes DA outside erf tiie 
Phase I area because the Companies' cannot estimate tfie expected rdiability 
improvements assodated vwth the installation of DA. Staff also argues that DA costs 
should be recovered through a DA rider. The cost of gridSMART, per AEP-Ohio's 
proposd, is to be recovered by adjusting distribution rates. Staff is o p p o ^ to increasing 
distribution rates in this proceeding (Staff Ex. 5 at 6). Instead, Staff reconmiends tfiat a 
rider be established and set at zero. Tlie Staff argues that a rider has several benefits over 
tfie proposed increase to distribution rates, including separate accountir^ for gridSMART 
costs, an opportunity to approve and update the plan annually, assurance that 
expenditures are made before cost recovery occurs, and an opportunily to audit 
expenditures prior to recovery. Finally, Staff also advocates that the Companies share the 
financid risk of gridSMART between ratepayers arnl shareholders, as there is a benefit to 
the Companies. Additionally, Staff questions whether gridSMART will meet minimum 
reliability standards, Lastiy, Staff asserts that AEP-Ohio should conduct a study that 
quantifies both customer and sodetal benefits of its grid^lART plan (Staff Br. at 14), 

OCC, Sierra, and OPAE/APAC argue that t te Companies' ESP fails to 
demonstrate tfiat its gridSMART program is cost-effective as required by Sections 
4928.02(D) and 4928.64(]^, Revised Code, and state tfiat AEP-Ohiti's assumption tiiat tfie 
societd and customer benefits are self-evident is misplaced (OCEA Br. at 77-60; 
OPAE/APAC Br. at 17-18). OCC, Sierra, and OPAE/APAC note that fliere are a number 
of factors about tfie program that tfie Companies have not determined or evaluated, 
which are essential to the Commission's consideration of the plan. OCQ Sierra, and 
OPAE/APAC state that the Companies have failed to indude any full gridSMART 
implementation plan or costs, the anticipated life cycle of various componoits of 
gridSMART, a methodology for evaluating performance of gridSMART Ehase I, an 
estimate of a customer's bill savings, or the positive impact to the environment or job 
creation (OCEA Br. at 79-80; OPAE\APAC Br. at 17-18), Further, OCCs witness states 
that tfie ESP fails to acknowledge tfiat full system implemi^tation is required before 
many of tfie benefits of gridSMART can actually be realized (OCC Ex. 12 at 6). OCC 
recommends that Phase I have its own set of performance measures, a more detailed 
project plan, induding budget, resource diocation, and life cyde operating cost 
projections for the full 7-10 year impl^nentation period of gridSMART and beyond, and 
performance measures for the Commission's approval (OCC Ex. 12 at 18), 
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AEP-Ohio regards the Staffs proposd to offer PCTs to any custcmier as overly 
generous, particularly given that Staff is recommerKiing that the rider be set initiaUy at 
zero (Cos. Br, at 68-69). AEP-Ohio also submits tfiat it has committed to offering new 
service tariffs associated with Phase I of gridSMART once tiie technology is installed and 
file billing functionalities available (Cos. Ex. 1 at 6; Tr. Vol. lU at 304-305; Ctos. Br. at 68-
69). Further, regarding Staffs policy of risk-sharing, the Companies contend tfiat the 
assertion that the gridSMART investment benefits CSP just as much as it does custconers 
is not true and, given that the operational savings do not equal or exceed the cost of the 
program, is without any basis presented in the record. Thus, AEP-CSiio argues that 
discounting the net cost to be recovered by CSP is unfair and inappropriate (Cos. Reply 
Br. at 63-64), The Companies are unclear how the Staff expects to determine whettier 
gridSMART meets the minimum reliability standards and contend that this issue was first 
raised in the Staff's brief. Nonetfidess, the Companies argue that imposing rdiability 
standards as to gridSMART Phase 1 is inappropriate, primarily because sWct 
accountability for achieving the expected reliability impacts does not take into account the 
many dynamic factors that impact service reliability index performance. Moreover, 
accurate measurement and verification of the discrete impact of gridSMART deployment 
on a particular reliability index would be difficult The Companies also explain tiiat the 
expected reliability impacts provided to the Staff were t>ased on good faith estimates of 
the full implementation of gridSMART Phase 1 as proposed by tfie Companies. Thus, the 
Companies would prefer tfie establishment of deployment project milestones as opposed 
to specific reliability impact standards. 

Altfiough the Companies maintain that their percentage of distribution increase is 
reasonable and an appropriate part of tfie ESP package, in recognition of Staffs preference 
for a distribution rider and to address various parties' concerns regarding tfie accuracy of 
AEP-Ohio's cost estimates for gridSMART Phase I, tiie Companies would agree to a 
gridSMART Phase I rider set at the 2009 revenue requirement subject to annual true-up 
and reconciliation based on CSFs prudentiy incurred net costs (Cos. Reply Br. at 70; Cos. 
Ex.1, Exhibit DMR-4). 

The Commission believes it is invariant that steps be taken by the dectric utilities 
to explore and implement technologies, such as AMI, that will potentially provide long-
term benefits to customers and the dectric utility. GricEMART Phase I will provide CSP 
with beneficial information as to unplementation, equipment preferences, customer 
expectations^ and customer education requirements. A properly designed AMI system 
and DA can decrease tfie scope and duration of dectric outages. More reliable service is 
dearly beneficial to CSFs customers. The Commission strongly suf^ports the 
implementation of AMI and DA, with HAN, as we believe these advanced technologies 
are the foundation for AEP-Ohio providmg its customers the ability to better manage 
their energy usage and reduce their energy costs. Thus, we encourage CSP to be more 
expedient in its efforts to implement tfiese components of gridSMART. While we agree 
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that additiond information is necessary to implement a successful Phase I program, we 
do not believe tfiat all information is required before tfie Commission can condude tfiat 
the program is beneficial to ratepayers and should be implemented. Tlierefore, we will 
approve tfie devdopment of a grid^4ART rider, as we agree with the Staff that a rider 
has several benefits over the proposed aimud increase to distribution rates, including 
separate accounting for gridSMART, an opportunity to approve and update tfie plan each 
year, assurance tfiat expenditures are made before cost recovery occurs, and an 
opportunity to audit expenditures prior to recovery. The Commissifm notes that recent 
federal legislation makes matching funds available to smart grid projects. Accordingly, 
the Comparues' gridSMART proposal contained in its proposed ESP to recover $109 
million over the term of ESP, should be revised to $54.5 mUlimi, whkh is half of the 
Companies' requested amount. Additionally, we direct CSP to make the necessary fiimg 
for federal matching funds under tfie American Recovery and Reinvestment Act (rf 2009 
for tiie balance of tiie projected costs of gridSMART Phase I. The gricEMART rider shall 
be initially established at $33.6 million for the 2009 projected expenses subject to annual 
true-up and reconciliation based on the company's prudentiy incurred costs. 

Witii tfie creation of tfie ESRP rider and tfie gridSMART rider, tfie Commission 
finds that annual distribution rate iiKreases in the amounts of 7 p^^oent for CSP and 6.5 
percent for OP to recover the coats for the ESRP and gridSMART programs are 
unnecessary and should be rqected. Accordin^y, tiie Commission finds that AEP-Ohio's 
proposed ESP should be modified to indude the ESRP rider and the gridSMART rider, as 
approved herein, and to eliminate the annud distribution rate increases. 

B. Riders 

1. Provider of Last Resort fPQLR^ Rider 

The Companies proposed to indude in their ESP a distribution non-bypassable 
POLR rider (Cos. App. at 6-8). The POLR charge was proposed to collect a POLR revenue 
requirement of $108.2 miffion for CSP and $60,9 miiUon for OP (Cos. Ex. 2-A at 34; Cos. 
Ex. 1, ExhiWt DMR-5), The Conqjanies stated tiiat they have a statutory obligation to be 
the POLR,2^ and thus, the proposed POLR char^ is based on a quantitative analysis of 
the cost to the Companies to provide to customers ttie optionality assodated with POLR 
service (Cos. Ex. 2-A at 25-2te). AEP-Ohio argued that this dwrge covers the cost of 
allowing a customer to remam witfi the Companies, or to switdi to a Ctwnpetitive Retail 
Electric Service (CRES) provider and tfien return to the Companies' SSO after shopping 
(Id.). To further support the propc^ed increase, the Companies added tfiat their current 
POLR charge is significantiy bdow otfier Ohio electric utilities' POLR charges (Cos. Ex. 2 
at 8). The Companies utilized the Black-Scholes Model to cdculate thdr cost of fulfilling 

22 See Section 4928.141(A) and 4928.H Revised Code. 
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the POLR obligation, comparing tiie customers' rights to "a series erf options on power* 
(Cos. Br. at 43; Cos. Ex. 2-A at 31). AEP-Ohio listed the five quantitative inputs used in 
the Black-Scholes Model: 1) the market price of the underlying asset; 2) the strike price; 3) 
the time frame that the option covers; 4) the risk free interest rate; and 5) the volatility <̂  
die imderlying asset (Id.). Hie Companies assert that the resulting POLR charge is 
conservativdy low (Cos. Br. at 44). 

The numerous intervenors and Staff opposed the levd of POLR diarge proposed 
by tfie Companies, as well as flie use of the Black-Scholes Modd to calculate ihe POLR 
charge (OPAE/APAC Br. at 14-17; OCC E?c. 11 at 8-14). SpedficaHy, OOC and otfiers 
questioned the use of the LIBOR rate as the input for tiie ride-free interest rate (Tr. VoL X 
at 165-182,188-189; Tr. Vol. XI at 166-182). Staff questioned flie risk tfiat tfie POLR charge 
was intended to compensate the Companies for, explaining that tfiere are only two risks 
involved; one risk is the risk of customers returning to the ^ O and tfie other risk is tfiat 
the customers leave and take service from a CRES provider (migration risk) (Staff Ex. 10 
at 6). Staff vyitness Cahaan testified that the risk associated with customers retuming to 
the SSO could be avoided by requiring the customer to return at a market price, instead of 
the SSO rate, which would either be paid directiy by the retuming customer or any 
incremental cost of tfie purchased power could be flown through the FAC (Id.). Staff 
witness Cahaan admitted that if customers are permitted to return at the SSO rate, 
without paying the market price or without compensating tfie Companies for any 
incremental costs of the additional purchased power that they would be required to 
purchase, tfien tiie Companies would be at risk (Tr. VoL XIII at 36^7). Thus, Staff witness 
Cahaan coru:luded tfiat, if the risk of returning is addressed, tfien the nugration risk is the 
only risk that should be compensated throu^ a POLR charge (Id. at 7). 

The Companies responded that their risk is not alleviated by customers agreeing to 
return at market price, arguing that future circumstance or policy c<msiderations may 
require them to rdieve customers of their promises to pay market price whrn 
circumstances change (Cos. Ex. 2-A at 27-30). ABP-Ohio's witness expressed skeptidsm 
as to a future Commission upholding such promises (Id). AEP-Ohio also opposed 
recovering any costs for market purchases incurred for returning customers through the 
FAC as an improper subsidization of those customers who chose to shop, and tfien return 
to tiie dectric utility, by nonrshopping customers (Cos. Ex. 2-E at 14-16). Furthermore, ihe 
Companies daim that their risk of bdng the POLR exists, regardless <rf historic CH: current 
shopping levels (Id.). Nonetheless, AEP witness Baker testified tfial, ev«i adopting Staff 
witness Cahaan's tfieory tfiat the Companies are only at risk for migration (the right of 
customers to leave tfie SSO), migration risk equals approximatdy 90 percent of tfie 
Companies' POLR costs pursuant to tiie Black-Sdioles modd (Tr. Vol. XIV at 2^4-205; 
Cos. Ex. 2~E at 15-16). 
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As the POLR, the Commissicm believes that the Companies do have some risks 
associated with customers switching to CRES providers and retuming to the dectric 
utility's SSO rate at the condusion of CRES contracts or during times of rising prices. 
However, we agree with the intervenors and Staff tfiat the POLR charge as proposed by 
the Companies is too Wgh, but we do not agree that there is no risk or a very mirdind r i ^ 
as suggested by some. As rioted by severd intervenors and Staff, the ride of retuming 
customers may be mitigated, not eliminated, by reqiuring customers that switeh to an 
alternative supplier (either through a governmental aggregation or individual CRES 
providers) to agree to return to market price, and pay market price, if they return to the 
electric utility after taking service from a CRES provider, for tfie r^fnaining period of the 
ESP term or until the customer switches to another dtemative supplier. In exchange for 
this commitment, those customers shall avoid payit^ the POLR charge. We bdieve tfiat 
this outcome is consist^t witfi tfie requirement in Section 4928.20(f), Revised Code, which 
dlows govemmentd aggregations to dect not to pay standly service charges, in 
exchange for agreeing to pay market prke for power if they return to the dectrk utility. 
Therefore, based on the record before us, we conchide that the Companies' proposed ESP 
should t>e modified such tfiat the POLR rider will be based on the cost to the Companies 
to be the POLR and carry the risks associated therewith, induding the migration risk. 
The Commission acxepts the Companies' witness' quantification of that risk to equal 90 
percent of the estimated POLR costs,̂ ^ and tiiua, finds that the POLR rider diall be 
established to collect a POLR revenue requirement of $97.4 million for CSP and $54.8 
million for OP. Additionally, tfie POLR rid«r dtall be avoidable for those custamers v ^ 
shop and agree to retum at a market price and pay tfie market price of power incurred by 
the Companies to serve the retuming customers. Accordingly, the Commission finds that 
the POLR rider, which is avoidable, diould be approved as iriodified herein. 

2, Regulatory Asset Rider 

The Companies proposed to begin tfie recovery of a variety of regulatory ^sets 
that were authorized in various Commission proceedings regarding the Companies' 
electric transition plan (ETP), rate stabilization plan (RSP), line extension program, green 
pricing power program, and the transfer of the MonPower's service territory to CSP. In 
their application, tfie Companies proposed to begin the amortization of these regulatory 
assets in 2011 and complete the amortization over an eight-year period. The projected 
balances at the end of 2010 to amortize are $120.5 million for CSP and $803 million for 
OP. AEP-Ohio asserts tfmt these projected balances, or the value on June 30,2008, were 
not challenged by any party. To recover these regulatory assets, the Companies created a 
RAC rider to be collected from customers in 2011 through 2018. The rider revenues will 
be reconciled on an annud basis for any over- or under-recoveries. 

23 See Cos, Ex.1, Exhibit DMR-5. 
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Staff proposed that the d^t-year amortization period proposal be deferred until 
the Companies' next distribution rate case where all components of distribution rates are 
sul^ect to review (Staff Ex. 1 at 4). AEP-Ohio responded tfiat SB 221 authorizes single-
issue ratemaking related to distribution service, which is what it is proposing. AEP-Ohio 
also notes that the only opposition to the Companies' proposd is with regard to the 
collection of the historic regulatory assets, which was by Staff (Cos. Reply Br. at 94). The 
Comparues submit that Staffs pr^erence to ded with this issue in a dktribution rate c^e 
is irrelevant and inconsistent with the statute. 

The Commission finds tfiat the Companies have not demonstrated tfiat the creation 
of tiie RAC rider in its proposed ESP, as a single^issue ratemaking item for distribution 
infrastructure and modernization incentives, fulfills the requiremaits of SB 221 or 
advetnces the state policy. Therdore, tiie Commission finds that tte RAC rider should not 
be approved in this preceding. We note, however, that we ag«e witfi Staff that the 
consideration of the requested amortization of regulatory assets is more appropriate 
within the context of a distribution rate case where all distribution rdated costs and issues 
can be examined collectively. Accordingly, the Commi^ion finds that AEP-Ohio's 
proposed ESP should be modified to eliminate tfie RAC rider. 

3. Energv EEfidencv, Peak Demand Reduction. Demand Response, 
and Interruptible Capabilities 

(a) Energy Efficiency and Peak Demand Reduction 

Section 4928.66, Revised Code, requires the dectric utilities to implement energy 
effidency programs that will achieve energy savings and peak demand programs 
designed to reduce the electric utility's peak demand, ^edfically/ an dectric utility must 
achieve energy savings in 2009, 2010, and 2011 of .3 percent, .5 percent, and .7 percent, 
respectively, of the normalized annual kWh sales of the dectric utility during tfie 
preceding three cdendar years. This savings continues to rise until the cumulative 
savings reach 22 percent by 2025. Peak demand must be reduced by one percent in 2009 
and by .75 percent annually until 2018. 

CSP and OP include, as part of their ESP, an unavoidable Energy Effkdency and 
Peak Demand Reduction Cost Recovery Rider (EE/PDR rid©:). The estimated axmud 
DSM program cost (including both EE and PDR) is to be trued-up annually to actud cost 
and compared to the amortization of the actual deferrd on an annual basis via the 
EE/PDR rider (Cos, Ex. 6 at 47-48). 

(b) Baselines and Benchmarks 

In the ESP, the Companies have established the baselines for meeting the 
benchmarks for statutory compliance by weather normalizing retail sdes, exduding 
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economic devdopment load, accounting for the load of former MonPower service 
territory and the Ormet/Hannibd Red Estate load, accoimting for future load growtfi 
due to the Companies' economic devdopment efforts, and accounting for increased load 
associated with the funds for economic devdopment purposes pursuant to tiie order in 
Case No. 04-169-ELORD (RSP Order)^* (Cos, Ex. 8 at 4; Cos. Ex, 2A at 46-51), The 
Companies contend that its process is consistent with Sections 4928.64(B) and 
4928.66(A)(2)(a), Revised Code. The Companies request ihat the metfiodology be adopted 
in this proceeding so as to provide the Companies dear guidance with statutory 
compliance mandates. Further, tfie Companies reserve their ri^ to request additional 
adjustments due to regulatory, economic, or technolog^cd reasons beyond the reas(mdl:de 
control of the Companies. 

As to the cdculation of the Companies' baseline. Staff ass^ls tfiat the foxmer 
MonPower load was acquired prior to the three-year period (2006 to 2008) and is not truly 
economic devdopment. Therefore^ Staff contends that the MonPower load is not a 
reasonable adjustment to the baseline. Staff suggests that the Companies' savings and 
peak demand reductions for 2009 be as set forth by Staff witness Scheck (Staff Ex. 3 at 6-8, 
Ex. GCS-1 and Ex. GCS-2). Staff recommends that CSP and OP make a case-by-case filing 
with the Commission to recdve credit for Ihe energy savings and peak demand reduction 
efforts of the electric utility's mercantile customers. Staff argues that because prc^ams 
like PJM's demand response programs are not committed for integration into the electric 
utilities' energy effidency and peak reduction programs, such credits should not count 
towards AEP-Ohio's annud benchmarks and retail customers who have such agreements 
should not receive an exemption from AEP-Ohio's energy effidency cost recovery 
mechanism (Staff Br. at 17-19; Staff Ex. 3 at 6-11), 

Kroger recommends an opt-out provision ot the rider for non-reddentid customers 
that are above a threshold aggregate load (10 MW at a single site or aggregated at 
multiple sites) within the AEP-Ohio service territories. Kroger proposes that at tfie time 
of the opt-out request, the customer would be required to self-certify or attest to AEP-
Ohio that for each facility, or aggregated facilities, the customer has conducted an energy 
audit or analysis within the past three years and has implemented or plans to implement 
the cost-dfective measures identified in the audit or analysis. Kroger argues that the 
imavoidable rider penalizes customers who have implemented cost effident DSM 
measures. Kroger contends that this is consistent with the intent of Section 
4928.66(A)(2)(c), Revised Code (Kroger Ex. 1 at 13-14). 

lEU notes that the Commission has previously rejected a proposd similar to 
Kroger's opt-out proposd Math a demand threshold for mercantile customers in Duke's 

24 In re Cohmibus Southern Power Company and Ohio Potoer Company, Case No. 04-169-EL-ORD, Opimon and 
Order 0anua:y 26,2005) (RSP Order). 



08-917-EL-9SO and 08-916-EL-SSO -4^-

ESP case.25 lEU urges the Commissian, consistent with Section 4928.66, Revised Code;, 
and its determination in the Duke ESP case, to reject Kroger's request (ffiU Reply Br. at 
22). 

The Commission concludes that the acquidtion of the formar MonPower load 
should not be exduded from baseline. The MonPower load was not a load ttiat CSP 
served and would have lost; but for some action by CSP. Therefore, we find tiiat the 
Companies' exclusion erf the MonPower load in the energy effidency l̂ aseline is 
inappropriate. The Commission does not believe that all economic devdopment should 
automatically result in an exclusion from basdine. On the other hand, we agree with the 
Companies' adjustment to the baseline for tiie Ormet load. We note that the Companies 
and Staff agree that the impact of customer-sited specific DSM resources will be included 
in the Companies' compliance benchmarks and adjusted for any existing resources tfiat 
had histosric implication during the years 2006-2008. The Commission also recognizes that 
Staff and the Companies agree that-tfie appropriate approadi would be for the Companies 
to make case-by-case filings with the Commission to receive credit for contributions by 
mercantile customers. 

In regards to Kroger's recommendation, for an opt-out process for certain 
commerdal or industrid customers, the Commisdon finds Kroger's proposd, as 
advocated by Kroger witness Higgins, too speculative. It is best that the Commisdon 
determine the indudon or exemption of a mercantile customer's DSM on a case-by-case 
basis. We note tfiat Section 4928.66(A)(2)(c), Revised Code, provides, in pertinent part, 
the following: 

Any mechanism designed to recover the cost of energy efficiency and 
peak demand reduction programs under divisions (A)(1)(a) and (b) of this 
section may exempt mercantile customezs tfiat commit tfieir demand* 
response or other customer-sited capabilities, whether existing or new, for 
integration into the dectric distribution utility's demand-response, energy 
efficiency, or peak demand reduction programs, if the commission 
determines that that exemption reasonably encourages such customs to 
commit those capabilities to those programs. 

This provision of the statote permits the Commission to approve a rider that exempts 
mercantile customers who commit their capabilities to the dectric utiHty, However, tfie 
statute does not dictate a minimum consumption levd. For these reascms, tiie 
Commission rejects Kroger's proposal. 

^ Inre Duke Energy Ohio, Inc., Case No. 08-920-EL-SSO, et al, Optnion and Order (December 17, 2008) 
(Dulce ESP Order). 
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(c) Energy Effifĵ nry and Peak Demand Reduction Programs 

The Companies propcse ten energy effidency and peak demand reduction 
programs that will be refined and supplemented at the completion of the Market Potential 
Study through the creation of a workh^ collab(»:ative group of stakeholders. 

As part of the Companies' energy effidency and peak demand reduction pkui, the 
Companies propose to spend $178 million on the following programs: (1) Residentid 
Standard Offer Program, Small Commercial and Industrial Standard Offer Progranv 
Commercial and Industrid Standard Offer Program; (2) Targeted Energy Effident 
Weatherization Program; (3) Low Income Weath^ization Program; (4) Residential and 
Small Cbmmercid Compact Fluorescent Lighting Program; (5) Commerdd and Industrial 
Lighting Program; (6) Slate and Munidpal Light Emitting Diode Program; (7) Energy 
Star® New Homes Program; (8) Energy Star® Home Appliance Program; (9) Renewalde 
Energy Technology Program; (10) Industrid Process Partners Program (Cos, Ex, 4 at M-
22). OEG supports the Companies EE/PDR rider as a reasonable proposd (OEG Ex. 2 at 
13). OPAE generally supports the Companies proposed programs as reasonable for low-
income and moderate income customers. However, OPAE requests that the Companies 
be required to empower the collaborative to design appropriate programs, provide 
funding for existing programs that can rapidly provide energy efficiency and demand 
response reductions, and to retain a third-party administrator to manage program 
implementation (OPAE Ex. 1 at 16-17; OPAE/APAC Br. at 21-22). 

Staff also generally approves of the Companies' demand-side management and 
energy efficiency programs. However, Staff notes that certain of AEP-Ohio's programs 
are expensive and should be required to comply with the Totd Resources Cost Test (Staff 
Br. at 17-19; Staff Ex, 3 at 6-11). 

OCC makes five specific recommendations (OCC Ex, 5 at 9). First, OCC contends 
that the Companies DSM programs for low-income residentid customers are adequate 
but should be available to dl residentid customers in Ohio. Second, OCC recommends 
that AEP-Ohio work with Columbia Gas of Ohio, Inc., to devdop a one-stop home 
performance program in year two of the E P . Third, OCC recommends that programs for 
consumers above 175 percent erf the federd poverty levd diould be competitivdy bid and 
customers charged for services according to a sli(&:^ fee scale based on income. Fourth, 
like Staff, OCC contends that all programs should be evduated for cost-effectiven^s 
pursuant to the Total Resource Cost Test, Finally, OCC expresses concern regarding the 
administrative costs of the programs, in comparison to energy efficiency programs 
offered by other Ohio utilities and recommends that the administrative cost of the DSM 
program (administrative, educaticmd, and marketing expenses) be determined by the 
collaborative, and limited to 25 percrait of the program costs to ensure that the maqority of 
the program dollars reach the customers (Id.). 



08-917-EL-SSO and 0&-918-EL«O - ^ 

The Commission directs, as the Companies submit in thdr ESP, that Ifae 
collaborative process be used to contain administrative cost of tfie EE/PDR programs and 
to ensure, with the possible exception of low-income weatherization programs, tfiat all 
prog;ram5 comply witii the Totd Resource Cost Test We do not agree witii OPAE/APAC 
that a third-party administrator is necessary to act as a liaison between the Companies 
and the collaborative. Thus, the Companies should proceed with the prc^Tosed EE/PDR 
programs proposed in its ESP as justified by the market project study and as refii^d by 
tfie collabcarative. 

(d) Intermptible Capacitv 

The Companies count tiieir interruptible service towards their peak demand 
reduction requirements in accordance with Section 4928.66(A)(2)(b), Revised Code. More 
specifically, tfie Companies propose to increase the limit oif OFs Interruptible Power-
Discretionary Schedule (Schedule IRP-D) to 450 Megawatts (MW) from tfie current limit 
of 256 MW and to modify CSFs Emergency Curtailable Service (BCS) and Frfce 
Curtailable Service (PCS) to make iJie services more attractive to cust<Hn6rs. The 
Companies request tiiat the Commission recognize the Companies' ability to curtail 
customer usage as part of tfie peak demand reductions (Cos. Ex, 1 at 5-6). 

Staff advocates that any credits awarded for the aimual peak demand reduction 
targets for the Companies' interruptible programs should only apply when actud 
reductions occur (Staff Ex. 3 at 11). OCEA argues tiiat interruptible load should not be 
counted toward AEP-Ohio's peak demand reduction as it is ccMitrary to the intent of SB 
221 to improve grid rdiability and would be based on load under the control erf the 
customer rather than AEP-Ohio. Further, OCEA argues tfiat the Companies would reap 
an inequitable benefit from interruptible load (possibly in the form of off-S3rstem sdes) 
that is not reduced at peak which would allow tfie Companies to sdl the load or avoid 
buying additiond power. OCEA contends that any such benefit is not passed on to 
customers (CXIEA Br. at 102-103; Tr, VoL DC at 68-69). 

The Companies argue that capadty assodated witfi interruptible custamers should 
be counted toward compliance with the requirements of Section 4928.66, Revised Code, as 
the ability to interrupt is a significant demand reduction resource to AEP-Ohio. Further, 
the Companies state that intermptions have a real impad on customers and the 
Companies do not want to interrupt service when there is no system or market 
requirement to do so (Cos. Ex. 1 at 6), The Companies note that Section 4928.66(A)(1)(b), 
Revised Code, requires the electric utility to implement programs "designed to achieve" a 
spedf led peak demand reduction levd as opposed to "achieve" a specified levd of energy 
savings as required by Section 4928,66(A)(l)(a), Revised Code. Staff witness Scheck 
admits that the plahi meaning of "designed to achieve" and "achieve" are different (Tr. 
Vol. Vin at 208). The Companies argue that tfie different language in the statutory 
requirements is intended to recognize the differences between energy effidency programs 
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and peak demand reduction programs. As such, the Companies contend tfiat Staff's 
position is not supported hy the language of the stelute and it does not overcome the 
policy rationale presented by the Companies. The Companies also note tfiat, in the 
context of integrated resource planning, interruptible capabilities are counted sis capadty 
and evduated in the need to plan for new power fadfities. Finally, the Companies note 
that the Commission defines native load as intemd load minus interruptible load.2^ For 
these reasons, the Companies contend that their interruptible capadty should be counted 
toward their compliance with the peak demand reduction benchmarks (Cos. 1^, 114-115; 
Cos. Reply Br. at 90-93). 

Further, the Companies claim that interruptible custom^s receive a benefit in tfie 
form of a reduced rate for taking interruptible service irrespective of wtether their servke 
is actually curtailed. AEP-Ohio notes that it indudes such interruptible service as a part 
of its supply portfolio, unlike the PJM demand response programs, which is based on 
PJM's zonal load. Therefore, AEP-Ohio asserte there is no di^?arate treatment between 
counting interruptible capabilities as part oi peak demand reduction compliance 
requirements and prohibiting retail partidpation in wholesde FJM demand reduction 
programs (Cos. Reply Br. at 90-91). Further, as to OCEA's claims regardii^ intermptible 
customer load, the Campanies argue that tfie assertions are without m^rit or basis in the 
statute. The Companies argue tiiat counting interruptible load fits squardy within the 
stated intent of the statute that programs be "designed to achieve" peak demand 
reduction and facilitates the ability to avoid the construction of new power plants. As to 
the customer's control of interruptible load argument, the Companies note that the 
customer has a choice to "buy through" to obtain replacement power at market prices to 
avoid curtailment and in such situations tfie Companies' supply portfolio is not affected. 
Regarding CX;:EA'S assertion that the Companies might benefit from the associated 
interruption, AEP-Ohio acknowledges that off-system sales are indirectly possible, as are 
otfier circumstances, based on the market price. Nonethdess, AEP-Ohio argues that such 
does not dter tiie fact that AEP-Ohio's retail supply obligation is reduced and the supply 
portfolio is not accessed to serve tfie retail customer. Accordingly, AEP-Ohio assets tfiat 
interruptible tariff capabilities should count toward the Companies' peak donand 
reduction compliance requirements. 

The Commission agrees witii tfie Staff and OCEA that interruptible load should 
not be counted in the Compaiues' determination of its EE/PDR complkince requiremaits 
unless and until the load is actually mterrupted. As the Companies recognize, it is 
imperative, with regard to the PJM demand response programs, that the Companies have 

2*5 See proposed Rule 4901:5-5-01(0), O.A.C, In the Matter cf ftp Adoption of Rules firr AUenu^e and 
'Renemi}3k Energy Technologies md Resources, and Emis9ion O m M Reporting Re/fuirem0Jts, tmdAmen^aent 
of Chapters 4901-^1, 4901:5-S, 4901£'5, and 4901S-7€fihe Ohio AdministrtUive Code, Pursuant io Chapter 
4928, Retnsed Code, to Implement Senate BiU No, 222, Case No. OB-SSB-ELORD (Gieen Rules). 
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some control or commitment from tfie custorr^r to be induded as a part of AEP-Ohio's 
Section 4928.66, Revised Code, compliance requirements. 

Further, the Commission emphasizes that we expect ti\at applications filed 
pursuant to Section 4928.66(A)P)(b), Revised Code, to be initiated by tfie dectric utility 
only when the circumstances are justified. At the time of such filing by an electric utility, 
the Commission will determine i^iether the dectric utility's continued compliaiice is 
possible under the circumstances. 

4. Economic Devdopment Cost Recovery Rider and the Partnership 
with Ohio Fund 

The Companies' ESP application includes an unavoidable Economic Devdopment 
Rider as a mechanism to recover costs, incentives and fore^ne revenue associated with 
new or expanding Commission-approved spedal arrangements for economic 
development and job retention. The Companies propose quarterly filings to establidi 
rates based on a percentage of base distribution revenue subject to a true-up of any under-
or over-collection in subsequent quarterly filings. In addition, the Companies popose the 
devdopment of a "Partnership with Ohio" fund from shareholders. The fund would 
consist of a $75 million commitment, $25 million per year of the ESP, from shareholda^. 
The Companies' goal is for approximately half of tfie fund to be used to provide 
assistance to low-income custoiners, induding energy efficiency programs for such 
customers, and the bdance to be used to attract and retain business devdopment within 
tfie AEP-Ohio service area (Cos. Ex. 1 at 12; Cos. Ex, 3 at 15-16; Cos. Ex. 6 at 49; Tr. VoL III 
at 115-119). 

OCC proposes that the Ctomnussion continue its policy of dividing the recovery of 
forgone revenue subsidies equally from AEP-Ohio's sharehdders and custamers or 
require shareholders to pay a larger parentage. Further, OCC expresses some concern 
that the rider may be used in an anti-competitive maimer as it is not likdy that liK^entives 
and/or discounts will be offered to shopping customers. To address OCCs 
anticompetitive concerns, OCC proposes tfiat the Commission make the eccmomic 
development rider avoidable or establish the charge as a percentage of the customer's 
entire bill rather ttian a percentage of distribution charges. OCC also recommends that all 
parties partiripate in the initial and arniud review of the economic devdopment contracts 
and that, at the annud review, if the customer has not fulfilled its obligation, the 
arrangement be cancelled, the subsidy paid back, and the Companies directed to credit 
tiie rider for the discounts (OCC Ex. 14 at 4-8; OCEA BT. at 104-106). 

The Companies contend ttiat Section 4905.31, Revised Code, as amended by SB 221, 
explidtiy provides for tfie recovery of foregone revenues for entering into reasonable 
arrangements for economic development and, thus, OCCs recommendation to continue 
the Commission's previous policy is misplaced. Further, the Companies note that the 
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Conmiission's approvd of any spedd arrangement will indude a public interest 
determfaiation. Thus, the Companies argue that OCC's recommendation foar all parties to 
initidly and annually review economic devdopment arrangements is unnecessary, 
bureaucratic and burdensome, and should be rt^ected. The Companies contend that 
economic devdopment and full recovery of tfie foregone revenue for economic 
devdopment is consistent with SB 221 and a significant feature of the CcHXipanies' ESP, 
which should not be modified by the Commission (Cos. Br. at 132), 

The Commission finds that OCCs concerns are unfounded and unnecessary at this 
stage. The Commission is vested with tfie authority to review and determine whether or 
not economic devdopment arrangements are in tfie public interest. OCCs request is 
denied. 

OPAE and APAC argue that the Companies have not provided any assurances that 
the $75 million will be spent firom the Partnership with Ohio fund if the Commission 
modifies the ESP and fails to state how much of the fund will be spent on low-income, at-
risk populations (OPAE/APAC Br. at 19-20). The Companies submit that, if the ESP is 
modified, they can then evduate the modified ESP in its entirety to determine whether 
this fund proposd contained in the ESP requires elimination or modification (Tr. Vol. Ill 
at 137-138; Tr. VoL X at 232-233). 

While the Partnership with Ohio fund is a key component erf the economic 
development proposal, in light of the modifications made to the ESP pursuant to this 
opinion and order, we find that the Companies' diareholders should fund the Partnership 
with Ohio fund, at a minimum of $15 million, over the tiiree-year ESP period, witfi all of 
the funds going to low-income, at-risk customer programs. Accordingly, we direct AEP-
Ohio to consult with Staff to administer the program established herein. 

C. Line Bctensions 

In its ESP, AEP-Ohio proposes to modify certain existing line extension policies 
and charges induded in its schedules (Cos. Ex. 10 at 5-14). Specifically, the Companies 
requested a modification to their definition of line extension and system improvements, a 
continuation of the up-front payment concept established in Case No. 01-2708-EL-COI,27 
an increase in the up-front residentid line extendon charges, implementation of a 
uniform, up-front line extension charge for all nonresidentid projects, tfie elimiiiation of 
the end use customer's monthly surcharge, and the elimination of the dtemative 
construction option (Id. at 3-4,6-7,10-12). 

"^ In the Matter of the Commisdon' s Investigation into the Potides and Procedures cf Ohio Power Ccmpaay, 
Columhus Southern Power Company, Tfa Oeoehmd Electric Slumnating Qmtpany, Ohio E^on Company, 77ir 
Toledo Edison Company and Monong^h Power Company Regarding the bistaOaiion cfNew line '^tensions, 
Case No. 01-2708-BL-COI, et a l . Opdnion and Order (November 7,2002). 
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Staff testified that distribution-related issues and costa, sudi as those related to line 
extensions, be examined in the context of a distribution rate case (Staff Ex. 13 at 4). lEU 
concurred with Staff's position (lEU Br. at 25). CXZC also agreed and added tiiat AEP-
Ohio should be required to demonstrate in that rate proceeding tfiat its costs related to 
line extensions have substantially increased, thereby justifying AEP-Ohio's im>posed 
increase to the up-front residentid line extensicm charges (OCEA Br, at 87), 

Per SB 221, the Commission is required to adopt uniform, statewide line extension 
rules for nonresidentid customers witfiin she months of the effective date of the law. The 
Commission adopted such rules for nonreddentid and residentid customers on 
November 5,2008.2^ Applications for rehearing were filed, which the Commissicni is still 
considering. Accordin^y, the new line extension rules are not yet effective. 

The Commission finds that AEP-Ohio has not demonstrated that its proposd to 
continue, in its ESP̂  its existing line extension polides regarding up-fixmt payments, wifli 
modifications, is consistent witfi SB 221 or advances the policy of tiie state. Therefore, in 
light of the SB 221 mandate that the Commission adopt statewide fine extension rules that 
will apply to AEP-Ohio, we do not bdieve that it makes sense to adopt a unique policy for 
AEP-Ohio at this time. As such, the Companies' ESP should be modified to diminate the 
provision regarding line extensions, whidh would have the effect of also eliminating the 
dtemative construction option as requested by tfie Comparues. AEP-Ohio is, however, 
directed to account for aU line extension expenditures, excluding premium servkes, in 
plant in service until the new line extension rules become effective, where the recovery of 
such will be reviewed m the context of a distribution rate case. The Companies may 
continue to charge customers for premium services pursuant to tfieir existing practfces. . 

V. TRANSMISSION 

In its ESP, the Companies requested to retain the current TCRR, except ttie 
margind loss fud credit will now be reflected in tfie FAC instead of tfie TCRR. We 
concur with the Companies' request. We find the Companies' request to be consistent 
with our determination in the Companies' recent TCRR Case,29 and thus, approve the 
TCRR rider as proposed by the Companies. Additionally, as contemplated hy our prior 
order in the TCRR Case, any overrecov^ of transmission loss-related costs, whidi has 

^ SeQlnthe Matter cf the Commission's Review <f Chapters 4901:2-9,4901:1-19,4901.1-23,49W;l-22,49t?I;I-23, 
4901:1-24, and 4901:2-25 of the Ohio Admmstra^oe Code, Case No. 06-653-EL-ORD, Finding and Ord^-
(November 5,2008), Entry on Rehearing (E)ecember 17,2008) (06-653 Case). 

'^ In ihe Matter of the Application of Columhus Southern Power Company and Ohio Power Company to Ae^ust 
Each Company'̂  Transmission Cost Recovery Rider, Case No. Oft-1202-ELAUNC, Bnding and Order 
(Decembar 17,2008) (TCRR Case). 



08-917-EL-S9O and 08-918-ELrSSO -50-

occucred due to the timing of our approvd of the Companies' ESP and proposed FAC, 
shall be reconciled in the over/underrecovery process in the Companies' next TCRR rider 
update filing. 

VI. OTHER ISSUES 

A. Corporate Separation 

1, Functiond Separation 

In its ESP application, AEP-Ohio requested to remain functionaUy separated for the 
term of the ESP, as was previously aufliorbced by the Commission in the Companies' rate 
stabilization plan proceeding,^^ pursuant to Section 4928.17(C), Revised Code (Cos, App. 
at 14; Cos. Br. at 86). The Companies also requested to modify their corporate separation 
plan to allow each company to retain its distritmtion and, for now, transmission assets 
and that, upon the expiration of functiond separation, the Companies would sdl or 
transfer their generation assets to an affiliate (Id,). 

Staff testified that the Companies' generating assete have ru)t beai structurally 
separated from the operating compaiues (Staff Ex. 7 at 2-3). Staff also recommended that, 
in accordance with the recently adopted corporate separation rules issued by tfie 
Commission in tiie SSO Rules Case,^ the Companies should file for approval of thdr 
corporate separations plan within 60 days after tfie rules become effective. Furthermore, 
Staff proposes that the Companies' coqwnrafe separation plan should be audited by an 
independent auditor within the first year of approval of tfie ESP, tfie audit should be 
funded by the Companies, but managed by Staff, and the audit should cover cc»iq)liance 
wifli tfie Commission's rules on corporate separation (Staff Ex, 7 at 3-4). No party 
opposed AEP-Ohio's request to remain functiondly separate. 

Accordingly, ttie Commission finds that, while the ESP may move ftxrward fen: 
approval, as no t^ by Staff, in accordance with our recentiy adopted rules in tfie SSO 
Rules Case, the Companies must file for approvd of tfieb corporate separation plan 
within 60 days after tfi^ rules l>ecome effective. 

^ Inre Columbus Southern Power Company and Ohio Paaxr Company, Case No. 04rl69-EUJNC, Oplnfam wad 
Order at 35 (January 26,2005). 

3^ In the Matter of the Adoption qf Rides for Standard Service Offer, Corporate SeparaHon, Reason^fk 
Arrangements, and Transmission Riders for Electric UtHitks Pursuant to Secdons 4928.14, 4928,17, and 
4905.d2, Revised Code, as amended by Am^tded Substitute Senate M l No. 221, Case N a 08-777-EL-ORD, 
Finding and Order ^ p t e m b e r 17, ZOOS), and Entry on Rdieoring (F^xraary 11,2009} (SSO Rules Quw). 
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2. Trar̂ f&r of Generating Assets 

The Companies request authorization for CSP to sdl or transfer two recentiy 
acquired generating facilities (Waterford Energy Center and the Darby Hectric 
Generating Station) that have not been included in rate base for ratemaking purposes and 
the costs of operating and mamtaining the plants are not Iniiit into tfie current rates) (Cos. 
Ex. 2-A at 42; Cos. Ex. 2-E at 20). CSP purchased the Waterford "Energy Center, a naturd 
gas combined cyde power plant, on Sq>tember 28,2(H35, whidi has a generating capadty 
of 821 MW (Cos. App. at 14). On April 25, 2007, CSP purchased the Darby Electric 
Generating Station, a natural ^ simple cyde generating facility, with a generating 
capadty of 480 MW and a summer capadty of approximatdy 450 MW (Id,). Although 
AEP-Ohio is requesting authority to transfer these generating assets pursuant to Section 
4928.17(E), Revised Code, CSP has no immediate plans to sell or transfier the generatir^ 
facilities. If AEP-Ohio obtains authorization to sdl these generating assets tiirough this 
proceeding, AEP-Ohio will notify the Commission pricff to any such transaction (Id. at 
15). 

Through its application, the Companies also notify the Commisdon of their 
contractual entitfements/airangements to the output from the Ohio Valley Electric 
Corporation generating facilities and the Lawrencebui^ Generation Station tfiat the 
Companies intend to sdl or transfer in the futture, but argue that any sale or transfer of 
those entitiements do not require Commission authorization because the entiticanents do 
not represent generating assets wholly or partly owned by ihe Companies pursuant to 
Section 4928.17(E), Revised Code (Id.). 

The Companies argue that, if tfie Commission does not grant authorization to 
transfer these plants or entitiranenls, then any expense rdated to the plants or 
entitiements not recovered in the FAC should be recova^d in the non-FAC portion of the 
generation rate (Cos. Br, at 89; Cos. Ex, 2-E at 20-21). AEP-Ohio states that tftis rate 
recovery would indude approximatdy $50 million of canying costa and expenses related 
to the Waterford Energy Center and the Darby Electric Gaieratii^ Station annually, and 
$70 million annudly for the contract entitiements (Id.). 

Staff witness Buckley testified that, while Staff does not necessarily disagree with 
the proposal to transfer the Waterford Enargy Center and the Darby Electric Genemting 
Station facilities, Staff bdieve tiiat the trai^iers could have a potentid finandd and 
policy impact at the time of the transfer (Staff Ex. 7 at 3). Urns, Staff recommended that 
the Companies file a separation application, in accordance with tfie Commission's SSO 
rules, at the time that the transfer will occur (Id.). Several other parties agree that̂  in the 
absence of a current plan to sell or transfer, the Commission should not approve a future 
sale or transfer. Ratiier, the parties argue that the Companies should sedc approval. 
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pursuant to Section 4928.17(E), Revised Code, at the time of tfie actud sde or transfer 
(OCEA Br. at 100; lEU Br. at 26-27; OEG Br. at 16). 

The Commission agrees with Staff and the intervenors ttiat the request to transfer 
the Waterford Energy Center and the Daiby Electric Generating Station facilities, as wdl 
as any contractud entitfements/arrangements to the output of certain fadliti^, is 
premature. AEP-Ohio should file a separate application, in accordance with the 
Commission's rules, at the time that it wishes to sell or transfer tfiese generation fiicilities. 
The Commission, however, recognizes that tiiese generating assete have not and are not 
included in rate base and, thus, the Companies cannot collect any expenses rdated 
thereto, even if the facilities or contractud outputs have been used for the benefit of Ohio 
customers. If the Commission is going to require that the dectric utilities retain these 
generating assets, then the Commission should dso allow the Companies to recover Ohio 
customers' jurisdictional share of any costa assodated with maintaining and operating 
such facilities. Accordingly, we find that while tfie Companies still own the ^lerating 
facilities, they should be allowed to obtain recovery for the Ohio customers' jurisdkrtional 
share of any costs associated therewith. Thus, we bdieve that any expense related to 
these generating facilities and contract entitfemente that are not recovered in the FAC 
shall be recoverable in the non-FAC portion of the generation rate as proposed by tfie 
Companies. The CormnissioA, therefore, directs AEP-Ohio to modify ite E9P condstent 
with our determination herein. 

B. Possible Early Plant Qosures 

The Companies indude as a part of their applicaticm in these cases a request for 
authority to establish a regulatory asset to defer any unantidpated net cost associated 
with the early closure of a generatk^ unit or unite. The Companies assert that, during the 
ESP period, generating units may experience failures or safety issues that would prevent 
the Companies from continuing to cost-effectivdy operate the generation unit prior to tfie 
end of the depreciation accrud (unanticipated shut down) (Cos. App. at 18-19; Cos. fee 2-
A at 51-52). The Companies request authority to indude net early dosure cost in Account 
182.3, Other Regulatory Assets. In the evMit of an unantidpated shut dowrv ihe 
Companies state they will timely file a request with tiie Cc»nrnission for recovery of sudi 
prudent early dosure costs via a non-bj^assable rider over a rdativdy short period of 
time. The Companies are requesting that the rider include carrying cost at tfie WACC rate 
(Cos. App. at 18-19; Cos. Ex 6 at 25-26), The Companies also request authority to come 
before the Comnussion to determine the appropriate treatment for accderated 
depredation and other net early dosure costs in the event that the Cranpanies find it 
necessary to close a generation plant eariier that otherwise expected (earlier than 
antidpated shut down) (Cos. Ex. 6 at 28). 
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CXZEA posits tiiat the Companies' request for accounting treatment for early plant 
dosure is wrong and should be rejected. OCEA reas<»is that the plant was induded in 
rate base tmder traditional ratemaking regulation to give the Companies tfie opportunity 
to earn a retum on the investment and the Companies accepted the risk that the plant 
might not be fully depreciated when it was removed from service. OCEA asserts it is not 
appropriate to guarantee tfie Companies recovery of their investment ff the Commission 
determines to allow the Companies to ^tablish the requested accounting treatment; 
OCEA asks tfiat tfie Commission adopt the Staff's "offset" recommendation (OCEA Br. at 
102). 

Staff argues that the vdue of the generation fleet was determined in the 
Companies' ETP cases,32 whorein, pursuant to the stipulatiorv AEP-Ohio agreed not to 
impose any lost generation cost on switching customers during the market devdopment 
period. Staff notes that, altfiough the economic vdue of the generation plants was never 
specifically addressed by the Commission, it is reasonable to assume that the net value of 
the Companies' fleet was not stranded. Accordingjy, Staff <q>poses the Companies' 
requests to impose on customers the cost or risk of uneconomic plants witfiout accounting 
for the offset of the positive economic vdue of the rest of tiie Companies' gafieration 
plants (Staff Ex. 1 at 8). 

Based on the record ki this proceeding, the Commission is not convinced tfiat it is 
appropriate to approve the Qmipanies' request for recovery of net cost associated with an 
unantidpated shut down. Despite the argumenta of the Companies to the contrary, we 
are persuaded by the arguments of tfie Staff that there may be oftaetting positive value 
associated with the Companies generation fleet Accordingly, while we will grant the 
Companies the autfiority to establish the accounting medianism to separate net early 
closure cost, the Companies must file an application before the Commission for recovery 
of such costs, Accordii^y, this aspect of the Companies' ESP application is denied. As to 
the Companies' request for authority to file witfi the Comirdssicfli to detaanine the 
appropriate treatment associated with an earlier-than-antidpated shut down, the 
Commission finds this aspect of the application to be reasonable and, accordingly, the 
request shoidd be granted. 

C. PJM Demand Response Programs 

Through the ESP, the Companies propose to revise certain tariff providons to 
prohibit customers recdving SSO from participating in the demand response programs 
offered by PJM, either directfy or indirectiy through a tfiird-party. Under the PJM 
programs retail customers can recdve payment for being available to curtail even If ihe 

^2 In ihe Matter of the Applications ofCohtn^us Sou îem Power Company and Ohio Power Comptfnyfor Approval 
of Their Electric Transition Phms and for Receipt vf Transition Revenues, Case Nos. 99-172^0-EIP and 99-
1730-El^ETP, Opinion and Order at 15-18 September 28, 2000). 
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customer's service is not actually curtailed. AEP-Ohio argues that allowing its retail 
customers receiving SSO to dso partidpate in PJM demand response programs is a no-
win situation for AEP-Ohio and its other customers and inconsistent with tfie 
requirementa of SB 221. The Companies contend that PJM demand response programs 
are intended to ensure the proper price signal to wholesde customers, not to address 
retail rate issues (Cos. Ex. 1 at 5-7). AEP-Ohio argues that retail custoiners should 
participate through ABP-Otuo-sponsored and Conunission-approved programs. The 
Companies contend that FERC has granted state commissions, or- more piec^efy, the 
"rdevant electric retail regulatory authority," the authority to predude retail customer 
partidpation in wholesde demand response programs. Wholesak Campetitian in Regions 
with Organized Ekctric Mar^ts (Docket Nos. RMa7-19-000 and AD07-7-000), 125 FERC 1 
61,071 at 18 CFR Part 35 (October 17,2008) (Find Rule) (Cos. Br. at 119) 

ABP-Ohio notes that it has consistentfy challenged retaO customers' ability to 
participate in such programs and argued that the terms and conditions of ita tariff 
prohibited such and, therefore, demand response retail partidpanta should not be 
surprised by the Companies' position in this proceeding (Tr. Vol. DC at 212). AEP-Ohio 
argues that Ohio businesses partidpating in I ^ ' s demand response programs have not 
invested their own capitd or assets, taken any finandd risk, or added any vdue to the 
services for which thc^ are being compensated through PJM. The Companies assert, as 
steted by Staff witness Scheck, that the PJM demand response programs cost AEP-Ohio's 
other customers as the load of such PJM program partidpanta continues to count toward 
the Companies' Fixed Resource Requirementa (FIU )̂ option and such cost is reflected in 
AEP-Ohio's retail rates (Tr. Vd. VIII at 165-166). Further, tfie PJM prc^am 
partidpant/customer's ability to interrupt is of no tise to AEP-Ohio, as tfie Companies 
claim that PJM's curtailment request is based on PJM's zond load and not AEP-Ohio's 
peak load (Cos. Br. at 122-123). 

The Companies reason that SB 221 indudes a process whereby mercantile 
customer-sited resources can be committed to the utility to comply with the peak demand 
reduction benchmarks as set forth in Section 4928.66(A)(2)(d), Revised Code, Further, 
AEP-Ohio argues that it is undear how the interruptible capacity of a customer 
participating in PJM's demand response program can count toward the Companies^ 
benchmarks without being under the control of the Compani^ and "designed to adiieve" 
peak demand reductions as required by the statoe. As such, the Companies aigue that, if 
partidpation in the PJM demand response program is allowed, PJM will be in direct 
competition with the dectric distribution conq^anies' efforts to comply with aiergy 
efficiency and peak demand reduction benchmarks and thus, render the manrantile 
customer commitment provisions largdy ineffective. For these reasons, AEP-Ohto states 
that it should incorporate partidpation in PJM's demand response programs through 
AEP-Ohio and AEP-Ohio would then be in a position to pass some of the eoonomic 
benefite assodated with participation in FJM programs on to retail customers through 
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complementary retail tariff programs and to piursue mercantile customer-^ted 
arrangements to achieve benchmark compliance!, thus allowing the Companies to avoid 
duplicate supply costa (Cos. Br. at 124-126). 

This aspect of the Companies' ESP proposd is opposed by bitegrj^s, OMA, 
Commerdal Group, OEG, and lEU, Most of the intervenors contend that AEP-Ohio, in 
essence, considers retail customer partidpation in iPJM progiams tfie reselling (rf power 
provided to them by AEP-Ohio. Integrys makes the most comprehensive argumenta 
opposing AEP-Ohio's request for approval to prohibit customer partidpation in the PJM 
demand response programs. Integrys argues that 18 CFJR, 35.28(g) only permite this 
Commission to prohibit a retail customer's partidpation in demand response programs at 
ttie wholesale level through law or regulation. Section 18 CF.R. 35.28(g) states: 

Each Commission-approved independ^it system operator and regional 
transmission organization must permit a qualified aggregator of retail 
customers to bid demand response on behalf of retail customers directiy 
into the Commission-approved independent system operator's or regional 
transmission organization's organized marketa, unless the laws and 
regulations of ihe relevant ekctric retail reguhkm/ auSumfy expressly do not 
permit a retail customer to participate, [Emphasis added.] 

Thus, Integrys reasons that a ban on partkipation in wholesale demand response 
programs through AEP-Ohio's tariff is not equivdent to an act of tfie Generd Assembly 
or rule of the Commission, Accordingly, Integrys reasons tfiat any attempt by the 
Commission to prohibit partidpation in this proceeding Is l>eyond the authority granted 
by FERC and will be preempted. Further, Integrys and Constdlation argue that AEP-
Ohio has failed to state under wliat autfiority the Commission could bar customer 
participation in PJM's demand response and rdiaWlity programs. Constellation and 
Integrys posit that it is not in the public interest for the Commissian to approve the 
prohibition from participation in such programs (Constellation Br, at 2D-23; Constdlation 
Ex. 2 at 18; Integrys Ex. 2 at 15; Integrys Br. at 2). 

Even if the Commission condudes that it has the authority to grant AEP-Ohio's 
request to revise the tariff as requested, Integrys asserte that the Campanies have not met 
their burden to justify prohibiting partidpation in F|M demand response programs. 
Integrys asserts that the request is not properiy a part of the ESP applications and should 
have been part of an application not for an increase in rates pursuant to Section 4909,18, 
Revised Code. Nonetheless, Integrys condudes that under Section 4928.143 or Section 
4909.18, Revised Code, the tnirden of proof is on the electric utility company to show that 
its proposal is just and reasonable. 
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The Companies, according to Integrys and the Commercial Group, have foiled to 
present any demonstration tfiat the Companies' programs are more beneficial to 
customers than the PJM programs. On the other hand, Integrys asserts that the PJM 
programs are more favorable to customers tfian the programs offered by AEP-Ohio as to 
notification, tfie number of curtailmente per year, the howcs of curtaihneiita, paymenta 
and payment options, and penalties for non-compliance (Integrys Ex, 2 at 10-12; 
Commercial Group Br, at 9). In addition, certain interveners note, and tiie C<»npanie5 
agree, that PJM has not curtailed any customers since AEP-Ohio joined PJM (Tr. Vol. IX at 
48). Furthermore, the intervenors contend that partidpation in the demand response 
programs provides improved grid reliability and improved effidency of the market due 
to competition (Integrys Ex. 2 at 8). 

Integrys also notes that the Ohio customers receive significant financial benefite 
from load serving entities beyond Ohio (Tr. Vol IX at 52-52,118). Integrys argues that 
AEP-Ohio wishes to ban custon^ partidpation in wholesale demand response programs 
to facilitate the increase in OSS of capadty to the benefit of the Companies' shareholders. 
Integrys reasons that because AEP-Ohio can count load enrolled in ita interruptible 
service offerings as a part of the PJM ILR demand response program, die Companies will 
receive credit against ite FRR commitment The Companies, according to Int^g;rys, hope 
that additiond load will come from the customers currentfy partidpating fai PJM's 
demand response programs in Ohio (Tr. Vol. DC at 53-58; Integrys Br. at 20-22). Integrjrs 
proposes, as an dtemative to prohibiting customer partidpation in wholesale demand 
response programs, that the Commission count partidpation in the programs towards 
AEP-Ohio's peak demand reduction goals in accordance with the requirementa of Section 
4928.66, Revised Code. Integrys argues that the load can be certified, as it is today with 
the PfM demand response programs, or tfie dectric services company could be required 
to register the committed load with the Commission. ' . 

Furthermore, Integrys reasons that the Commission can not retroactivdy interfere 
with existing contracte between customers and the customer's dectric service provider in 
relation to the commitment contracte witfi PJM. Wtfi that in mind and if tfie Commission 
deddes to grant AEP-Ohio's request to pndiibit participation in wholesale demand 
response programs, Integrys requesta ihat customers currentiy conunitted to jrartidpate 
in PJM programs for tfie 2<K}8-2009 planning period and tfie 2009-2310 planning period be 
permitted to honor thebr commitmente (Integrys Br, at 27-28). 

Integrys argues that the Companies' claim that taking SSO and partidpating in a 
wholesale demand response program is a resde of powo: and a violation of the terms and 
conditions of their tariffs is misplaced, integrys opines that there is no actual resale of 
energy, but, instead, there is a reduction in the customer's consumption ol energy upon a 
cdl from the regiond transmission operator (in this case, PJM). The customer is not 
purchasing energy from AEP-Ohio, so any energy purchased by AEP-Ohio can be 
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transferred to anotfier purchaser. Thus, Integrys asserte tfiat AEP-Ohio's argument 
regarding partidpation in a wholesale demand response program s fiction and not based 
on FERC's interpretation of partidpation in such programs. FinaUy, Integrys contends 
that AEP-Ohio's proposal is a violation of SectiCHi 4928.40(D), Revised Code, as sudi 
prohibite electric utilities from prohibiting the resde of electric generation servfce. 

The Commerdd Group asserte, that because AEP-Ohio has not performed any 
studies or andyses, the Companies' asserticHi that wholesde demands response programs 
must be different from a demand response program offered by AEP-Ohio is unsupported 
by the record (Tr. Vol. DC at 47). The Commerdd Group requesta ttiat tfie Companies be 
directed to design energy effidency and demand response programs tfiat incorporate all 
available programs (Commercial Group at Br, 9). 

OEG argues that, to the extent there are real benefite to tfie Companies as wdl as to 
their retail customers in the form of improved grid reliability, AEP-Ohio should be 
required to offer PJM demand response programs to ite large industrid customers by way 
of a tariff rider or through a tiiird-party supplier (OEG Ex. 2 at 13), lEU adds tfiat the 
Companies currently use the capabilities of their interruptible customers to assist the 
Companies in satisfying their generation capacity requirementa to PJM. According to 
lEU, SB 221 gives mercantile customers the option of whether or not to dedicate their 
customer-sited capabilities to tiie Campanies for integration into the Companies' portfolio 
(IEUEx.latl2). 

Clonstdlation argues that AEP-Ohio's proposal violates Section 4928.20, Revised 
Code, and the dear intent of SB 221. FurthCT, Constellation argues that approving AEP-
Ohio's request to prohibit Ohio businesses from conservation programs during this 
period of economic hardship is ill-advised, especially considering that otfier busmesses 
with which Ohio businesses' must compete are able to partidpate in the PJM programs. 
As such, consistent with tfie Commission's decision in Duke's ESP case (Case No. 08-920-
EL-SSO, et al.). Constellation encourages tfie Commission to reject A^Ohio 's request to 
prohibit SSO customers from partidpating in PJM demand response programs and give 
Ohio's business customers all available opportunities to reduce demand, conserve energy, 
and invest in conservation equipment (Constellation Br. at 23). OMA supports the daims 
of Constellation (OMA Br, at 10). 

First, we will address the claims regarding the C^ommission's authority, or as 
claimed by Integrys, the lack of autfiority, for the Commission to determine wtetto: CM* 
not Ohio's retail customers are permitted to partidpate in wholesde demand response 
programs. The Commission finds that the CJeneral Assembly has vested the Commission 
with broad autfiority to address the rate, charges, and service issues of Ohio's public 
utilities as evidenced in Titie 49 of the Revised Code, Accordingly, we consider this 
Commission the entity to which FERC was referring in the Final Rule when it referred to 
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the "relevant dectric retail regulatory authority." We are not convinced by Integrys' 
argumenta that a specific act of the General Assembly is necessary to grant tfie 
Commission the authority to determine î rihether or not Ohio's retail customers are 
permitted to participate in the RTO's demand response programs. 

Next, the Commission acknowledges that the PJM programs oHer benefite to 
program partidpanta. We are, however, concerned that the record indicates that PJM 
demand response programs cost AEP-Ohio's other customers as tfie load of AEP-Ohio's 
FRR and the cost of meeting that requirement is reflected in AEPOhio's retail rates. 
Findly, we are not convinced, as Al^-Ohio argues that a customer's partidpation in 
demand response programs is the resale of energy provided by AEP-Ohio. For tfiese 
reasons, we find that we do not have suffident information to consider both the potentid 
benefite to program participants and the costa to Ohio ratepayers to detemune whetha* 
this provision of tfie ESP will produce a significant net benefit to AEPOhio consumers. 
The Commission, therefore, concludes that tills issue must be deferred and addressed in a 
separate proceeding, which will be esteblished pursuant to a subsequent entry. Although 
we are not making a determination at this time as to the appropriateness of such a 
provision, we direct AEP to modify ite ESP to elinunate the provision that prohibite 
partidpation in PJM demand response programs. 

D. Integrated Gasification Combined Cvde gOCQ 

In Case No. 05-376-EL-UNC, the Clommission conduded that it was vested with 
the authority to establish a mechanism for recovery of the costa related to the design, 
construction, and operation of an IGCC generating plant where ttiat plant fulfills AEP-
Ohio's POLR obligation and, therefore, approved the Phase I cost recovery mechanism 
included in the Companies' application.^ AppHcations for rehearing of the 
Commission's IGCC Order were timely filed and by entry on rehearing issued June 28, 
2006, the Commission denied each of the applications f6r rehearing (tGCC Rehearing 
Entry), Fiuther, the ICXIC Rehearing Entry conditioned the Commission's approvd of ttie 
application, stating that (a) all Phase I costa would be subject to subsequent aiKlit(s) to 
determine whether such expenditures were reasonable and prudentiy incurred to 
construct the proposed ICX:C facility; and (b) if the proposed IGCC facility was not 
constructed and in operation within five years after the date of the entry on rehearing, all 
Phase I charges collected must be refunded to Ohio ratepayers with interest 

In this ESP proceeding, AEPOhio witness Baker testified tfiat, aithou^ tfie 
Companies have not abandoned their interest in constructing and operating an IC50C 
facility in Meigs County, Ohio, certain provisions of SB 221 are a barrier to construction 
and operaticm of an IGCC facility. As AEP-Ohio uiterprete SB 221, the Cwnpanies may be 

^ Inre Columbus Southern Power Company and Ohio Power Company, Case No. 05-376-EL-UNC, O^nnion and 
Ordei (April 10,2006) QGCC Order), 
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required to remain in an ESP to assure an opportunity for cost recovery for an ICXX! 
facility; the construction work in process (CWIP) provision which requires tiie facility to 
be at least 75 percent complete bdore it can be induded in rate base; the limit on CWIP as 
a percentage of totd rate base which the witness contends causes particular uiKertainties 
since the concept of a generation rate base has no applicability und^ SB 221; and the 
effect of "mirror CWIP" (Clos. Ex. 2-A at 52-56). Tlte Comparues assert that not only are 
these barriers to the construction of an IC3CC facility but dso to any base load generation 
facility in Ohio, Nonetheless, tiie Companies state that they are encouraged by the fact 
that SB 221 recognizes the need for advanced e n ^ ^ resources and dean cod technology, 
such as an IGCC. Finally, the Companies' witness notes that, since the time the 
Companies proposed the IGCC facility, CSP has acquired additiond generating capadty. 
According to Company witness Baker, the Companies hope to work with the Governor's 
administration, the General Assembly, and other interested parties to enact legidation 
ttiat will make an ICSCC facility in Mdgs County a redity (Cos. Ex. 2-A at 55-56). 

OCEA opuies that SB 221 did not eliminate the existing requirement that electric 
utilities must satisfy to earn a retum on CWIP and, since the Companies do not ask for tfie 
Commission to make any determination in this proceeding or at any definite time in tfie 
future as to tiie IC5CC facility, tfie Commission should take no action on tills issue (OCEA 
Br. at 98-99). 

The Commission notes that tfie Ohio Supreme Court remanded, in part, the 
Commission's ICXIC Order, for further proceedings and, accordii^y, the matter is 
currentiy pending bdore tfie Commisdon, Further, as CKZEA asserte, there does not 
appear to be any request from the Companies as to the ICSCC fadlity in this proceeding. 
Accordingly, we find it inappropriate to rule, at this time, on any matter regarding the 
Meigs Coxmty IGCC facility in this proceeding. We will address the matter as part of the 
pending IGCC proceeding. 

E. Alternate Feed Service 

As part of the KP, the Companies propose a new dtemate feed service (AFS) 
schedule. For customers who desire a higher level of rdiability, a second distribution 
feed, in addition to the customer's basic service, will be offered. Existing AEPOhio 
customers that are currentiy paying for AFS will continue to recdve the service at the 
same cost under the proposed tariff. Existing customers who have APS and are not 
paying for the service will continue to receive such service imtil AEPOhio upgrades OT 
otherwise makes a new investment in the facilities that provide AFS to that customer. At 
such time, flie customer will have 6 months to dedde to discontinue AFS, take partid 
AFS, or continue AFS and pay for the service in accordance with the effective tariff 
schedule (Cos. Ex. 1 at 8). While OHA supporte the implementation of an AFS schedule 
offering with clearly defined terms and conditions, OHA takes issue with two aspecta of 
the AFS proposd. OHA witness Solganick testified ihat it is his tmderstanding that tfie 
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customer will have six months after the customer is notified by the company to make a 
decision (OHA Ex. 4 at 15). However, OHA witness Sdganick advocated that sbc months 
was insufficient because criticd-use customers, like hospitak, require more lead time to 
evaluate their dectric supply infrastructure and needs (Id.). As such, he argued ttiat 24 
months would be more appropriate for planning purposes (Id,). Moreover, OHA argued 
that, because this issue involves the overall management and cost of operating AEP-
Ohio's distribution system, the Commission should defer consideration of the proposed 
AFS until AEPOhio's next distribution rate case where there wll be a more deliberate 
treatment of the issue as opposed to this 150-day proceedu^ (OHA Br. at 23). OHA 
believes that a distribution rate proceeding would better ensure that the underiying rate 
structore for AFS is correct, similar to tiie argument for deferring decision on otfier 
distribution rate issues presented in this ESP proceeding (Id.), Staff and lEU also ̂ ;iee 
that the issue should be addressed in a distribution rate case (Staff Ex. 1 at 4; lEU Ex. 10 at 
11). However, lEU further recommends that the Conunission deny the Companies' 
request because it is not based on prudentiy incurred costa (lEU Br, at 25-26). 

The Companies retort that, while they may have some flexibility as to tfie notice 
provided customers, such notice is limited by the Ccmnpanies' plaiming horizon for 
distritmtion fadlities and the lead time required to coii4?lete construction ol upgraded 
AFS facilities (Cos. Reply Br. at 122). The Companies reason that, while more than 6 
months may be feasible, anything more than 12 months would not be prudent and, in 
certain rare circumstances, would not facilitate tfie construction of complex fedlities (Id). 
Nonethdess, ihe Companies stated that they wiD commit to 12 months notice to existing 
AFS customers for the need to make an dection of service (Id.). However, the Cmnpaaiies 
vehementiy opposed dderring approval of thdr proposed AFS schedule to some future 
proceeding, stating that the p r o p o ^ AFS tariff codifies existing practices currentfy being 
addressed on a customer^by-customer contract addendum basis (Id.). Furtiter, the 
Companies argue that lEU has not presented any basis to support the implication ttiat the 
AFS schedule wHi recover imprudentfy incurred costa (Id. at 123). Thus, AEPOhio 
contends there is no good reason to delay implementation of the AFS schedule witii the 
understanding that the Companies will provide up to 12 months notice to existing 
customers (Id. at 122-123), 

As previously noted in this order in regards to other distribution rate issues, the 
Commission believes that the establishment of various distribution riders and rates, 
including the proposed new AFS schedule, is best reviewed in a distribution rate case 
where all componente of distribution rates are sul^ect to review. 

F. Net Energy Metering Service 

The Companies' ESP apptication includes several tariff revidons. More 
specifically, the Companies propose toeliminate the one percent limitation cai the totd 
rated generation capacity for customer-gtaierators on the Companies' Net Bn^gy 
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Metering Service (NEMS) and add a new Net Energy Metering Service for Hospitals 
(NEMS-H). The Companies note that at the time flie ESP applkatton was filed, tiiey had 
filed a proposed tariff modification to the NEtAS and Minimum Requirementa for 
Distribution System Interconnection and Standby Service in Case No. 05-1500-BLCDI.^ 
The Companies state that upon approvd of the modifications filed in 05-1500, the 
approved modifications will be incorporated into tfie tariffs filed in the ESP case (Cos. Ex. 
1 at 8-9), 

OHA identifies two issues with tiie Companies' proposed NEMS-H schedule. 
First OHA asserte the conditions of service are unduly restrictive to the detent ttiat 
NEMS-H requires tfie hospital customer-generator's facility must be owned and operated 
by the customer arui located on the customer-generator's premises. OHA asserts that tfiis 
requirement prevente hospitals from benefiting from economies of scde hy utilizing the 
expertise of distributed generation or cogeneration companies, centralized operation and 
maintenance of such fadlities, and shared expertise and expenses. Further, OHA asserts 
tiiat the requirement that die fedlity be located on the hospitd's premises is a h&xrier 
because space limitations and legd and/or financing requirementa may suggest that a 
generation fecflity be located on property not owned by the lujspital, OHA argues that 
the Companies do not dte any regulatory, operational, finandd, or oflier reason i^*y the 
ownership requirement is necessary. Therefore, OHA requesta tfiat the Commisdon 
ddete this condition of service and require only tfiat the hospital contract for service and 
comply with the Companies' interconnection requirementa (OHA Ex. 4 at 8-10), 

AEPOhio responds tfiat the requirement that tfie generation fadlity be on^te and 
owned and operated by the customer is a provision of the currentiy effective NENG 
schedule. Further, the Companies argue that economies of scale may be accomplished 
witii multiple hospitals contracting witti a third-party to operate and maintain the 
generation facilities of each hospitd. Further, AEPOhio argues that there is no suppOTt 
for the daim that effidencies can not be had if ttie hospital, rattier than a third-party 
developer, is the ultimate owner of such fadlities (Cos. Br. at 128), As to OHA's 
opposition to the requirement that the hospitd own and operate the generation facility on 
ita premises, AEPOhio contends tiiat such is required based on the language in the 
definitions of a customer-generator, net metering system, and self-generator at Section 
4928.02(A)(29) to (32), Revised Code (Cos. Reply Br. at 124.125). 

Second, OHA argues that the payment for net delrveries of energy should hidude 
credita for transmission costa that are avoided and energy losses on the subtransmisdon 
and distribution systems that are avoided or reduced. Further, OHA requesta that such 
paymenta for net deliveries diouid be made monthly without a requirement for the 

^ In the M a i ^ of ̂ Af^^ l ica twni f^ COmmieshn's Review ^Fnjoisiora 
2005 Regarding Net Metering, Smart Metering, Demand Response, Cogeneration, and Power Production, Case 
No, 05-1500-EL<X>I (05-1500). 
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customer-generator to request any net payment The Companies propose to make such 
payment annually upon the customer's request (OHA Ex. 4 at 11-12). The Companies 
assert that OHA assumes that the customer-generatOT's activities will reduce 
transmission, subtransmissiori, and distribution line losses and there is no support for 
OHA's contention. Further, AEPOhio argues that aimual paynwnt is in compliance with 
Rule 4901:1-10-28(E)(3), Ohio Administrative Code (O. A.C.) (Cos. Reply Br. at 124). OHA 
vtdtness Solganick conceded that the annud payment requirement is in compliance with 
the Commission's rule (Ir, Vol. X at 118-119). 

Staff submite tfiat the Companies' proposed NEMS-H tariff is premature given tfiat 
requirementa for hospitd net metering are currentiy pending rehearing before the 
Commission in the 06-653 Case. Thus, Staff proposes, and OHA supports, that the 
Companies withdraw their proposed NEMS-H and refile the tariff once the new 
requirementa are effective or with the Companies' next base rate proceeding, whichever 
occurs first (Staff Ex. 5 at 9; OHA Reply Br. at 9). AEPOhio argues that the status of tfie 
06-653 Case should not postpone the implementation of one of tfie objectives of SB 221 
and notes that if the final requirementa adopted in tfie 06-653 Case impact the 
Companies' NEMS-H, the adopted requirementa can be incorporated into the NEMS-H 
schedule at that time. 

As tiie Commission is in the process of determining tfie net energy meter service 
requirementa pursuant to SB 221 in the 06-653 Case, the Commission finds AEPOhio's 
revisions to ite net energy metering service schedules premature. Therefore, the 
C^ommission finds, as proposed by Staff and supported by OHA, the Companies should 
refile tiieir net metering tariffs to be consistent with the requirementa adopted by the 
Commission in the 06-653 Case or with the Companies' next base rate proceeding. 

G. Green Pricir^ and Renfiwdide Energy Credit Purdiase Programs 

OCEA proposes that flie Commission order AEPOhio to continue, with ihe input 
of the DSM collaborative, the Companies' Green Pricing Program and to require the 
Companies to devdop a separate residentid and smaU commercial net-metering customer 
renewable energy credit (REC) purchase program- CX3C witness Gonzdez recommended 
a market-based pridng for RECfs. On brief, OCEA proposes an Ohio mandatory market-
based rate for in-state solar dectric application and a different rate for irirstate wind and 
otfier renewable resources. OCEA asserte that the programs will asdst customers with 
the cost of owning and using renewable energy and a s ^ the Companies in meeting the 
renewable energy requirementa (OCC Ex. 5 at 10-11; Tr. Vol, IV at 232-234; CX3BA Br. at 
97^98). 
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The Companies argue that pursuant to the stipulation agreement approved by Ihe 
Commission in Case No. 06-1153-EL-UNC,35 tfie Green Pricing Program expked 
December 31, 2008. Further, the Companies note that the Commission approved the 
expiration of the Green Pricing Program by the Finding and Order issued in Case No. 08-
1302-EL-ATA.3* However, the Companies state that tiiey intend to offer a new green 
tariff option during the ESP term (Cos. Ex. 3 at 13). Accordingly, tfie Companies request 
that the Commission OCEA's request to detail or adopt a new green tariff option at this 
time. In regards to OCEA's REC proposd, the Companies assert that the prescriptive 
pricing recommendation presented on brief is at odds with tfie testimony of OCCs 
witness. Further, the Companies note that OCCs witness acknowledged ttie 
administrative and cost-effective issues associated with the proposaL Thus, the 
Companies note that as CXICs witness acknowledged, the proposd requires further 
study before bdng implemented. 

While the Commission believes there is merit to green pridng and REC programs 
and, therefore, encourages the Companies to evduate the feasibility and benefite to 
implementing such programs as soon as practicable, we decline to order the Companies 
to initiate such programs as part of tfiis ^ P proceeding, as it is not necessary tfiat these 
optional requesta be pursued by the Companies at tiiis time. Accordingly, we find tfiat it 
is unnecessary to modify AEPOhio's ESP to indude any green pridng and REC 
programs, and we decline to do such modification at tfiis time. 

H Gavin Scrubber Lease 

The Companies note that in the Gavin Scrubber Case,^ the Commission 
authorized OP to enter into a lease agreement with JMG Funding, LP. (JMG) tot a 
scrubber/solid waste disposd facilities (scrubber) at the C^vin Power Plant. Under the 
terms of the lease agreement the agreement may not be cancdkd for the initid 15-year 
term. Affer the initid 15-year period, under the Gavin lease agreement, OP has the option 
to renew or extend the lease for an additiond 19 years. OP entered into the lease on 
January 25,1995. Therefore, the initid lease period ends in 2010, and at that tiraev OP will 
have the option of renewing the Gavin scrubber lease for an additional 19 years, until 
2029. On April 4,2008, OP filed an application for authority to assume the obligations of 
JMG and restructure the financing for certain JMG obligations in the OP and JMG case.» 
In the OP and JMG case, the Commission approved OFs request subject to two 
conditions: OP must seek Commission approvd to exerdse tfie option to purdiase the 

^ Inre Columbus Southern Power Company and Ohio Power Company, Case No, 06-1153-EL-UNC (May 2, 
2007). 

^ In re CoUmtbus Southern Power Company and Ohio Power Company, Case No. (»-13D2-EL-ATA 
(December 19,2006). 

^ In7ieOMc»PoK^C£mrpwny,CaseNo.93-^793^L-AB,C?|anion^ 
^ JnreO/rioPoa?erCo»Tipany,GaseNo.08.498-EL-AlSvFindiiiga^ 
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Gavin scrubbers or terminate the lease agreement; and OP must provide tfie CommissicMi 
with details of how the company intends to incorporate the project into ita ESP (Cos. Ex. 
2-A at 5638). 

As part of the Companies' ESP apptication, OF requesta authority to retum to the 
Commission to recover any increased costa associated with the Gavin lease (Cos. Ex. 2-A 
at 56-58). The Companies state that a decision on tiie CSavin scrubber lease has not been 
made because the market vdue of the scrubbers and the analysis to determuie the least 
cost option is not available at this time. 

The Commission recognizes that additional information is necessary for the 
Companies to evduate the options of ttie Gavin lease agreement and, to tfmt end, we 
believe that AEPOhio should be permitted to file an application to request recognition of 
tfie C5avin lease at ihe tirrte that it makes ite decision as to purchasing or terminating the 
lease. Once the Companies have made thdr dection, tfiey should ccnduct a cost-benefit 
analysis and file it with tfie Commission prior to seeking recovery of any incremental 
costa associated witfi the Gavin scrubber lease. 

I. Section V.E (Interim Plan) 

The Companies assert that this provision is part oi the totd ESP package and 
should be adopted. The Companies requested that the Commission autfiorize a rider to 
collect the difference between the ESP approved rates and tfie rates under the Companies' 
current SSO for flie lengtii of time between the end of the December 2008 tniling montfi 
and the effective date of the new ESP rates. 

We find Section I.E of tfie proposed ESP to be moot witfi this opinion and order. 
The Commission issued finding and orders on December 19,2008, and February 25,2009, 
interpreting the statutory provision in Section 4928.14(C)(1), Revised Code, and 
approving rates for an interim period until such time as the Commisdon issues ite order 
on AEFs proposed ESP,^ Those rates have been in effect with the first billing cyde in 
January 2009. Consistent with Section 4928.141, Revised Cbde, which requires an dectrk 
utility to provide consumers, beginning on January 1, 2009, a SSO established in 
accordance with Section 4928.142 or 4928.143, Revised Code, and given ihat AEPOhio's 
proposed ESP term begins on January 1,2009, and continues tfirough December 31,2011, 
we are authorizing the approval of AEFs ESP, as modified herein, effective January 1, 
2009. However, any revenues collected irom customers during the interim period must 
be recognized and offset by the new rates and charges approved by tiiis opinion and 
order. 

3^ In re Columbus Sou&tem Power Company and Ohio Power Company, Case No. 08-1302-Eb-ATAr Findtag 
and Order at 2-3 (December 19,2008) and Finding and Order at 2 ^elaniaiy 25,2009). 
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VII. SIGNIFICANTLY EXCESSIVE EARNINGS TEST (SEEn 

Section 4928.143(F), Revised Code, requires tfiat at the end of each year of tiie ESP, 
the Commission shall consider if any adjustmenta provided for in the ESR 

...restdted in excessive earnings as measured by whether the 
earned retum cm common equity of tiie dectric distribution 
utility is significantiy in excess of the retum on common equity 
tiiat was earned during the same period by publidy traded 
companies, induding utilities, that face comparable business 
and financial risk, with sudi adjustmenta for capital structure 
as may be appropriate, 

AEPOhio's proposed KIP SEET process may be summariased as follows: The book 
measure of earnings for CSP and OP is determined by cdculating net incame divided by 
beginning book equity. The Companies then propose that the ROE for CSP and OP 
should be blended as the book equity amounta for AEPOhio is more meaningful since 
CSP and OP are supported by AEP Corporation. To develop a comparable rids peer 
group, including public utilities, with similar business and finandd risk, AEPOhio's 
process includes evduating all publkly traded U.S. firms. By using data from both Vdue 
line and Compustat, AEPOhio applies the standard decile portfolio technique, to divide 
the firms into 10 different business risk groups and 10 different financial risk groups 
(lowest to hi^est). AEPOhio would then sdect the cdl which indudes AEP 
Corporation. To account for tfie fact tfiat the business and financial risks of CSP and OP 
may differ from AEP Corporation, this aspect of the process ta repeated for CSP and OF 
and taken into consideration in determining whether CSFs or OFs ROEs are excessive. 
The ESP evduates business risk by using unlevered Capital Asset Pricing Modd betas (or 
asset betas) and the finandd risk by evaluating the book equity ratio. The Companies 
assert that the book equity ratio is more stable from year to year and, therefore, is 
considered by fixed-income investors and credit rating agendes. The ESP utilized two 
standard deviations (which is equivdent to the traditional 95 percent confidence levd) 
about the mean ROEs of the comparable risk peer group and tfie utility peer group to 
determine the starting point for which CSFs or OFs ROE may be considered exce^ve 
(Cos. Ex. 5 at 13-42). Finally, AEPOhio advocates that the earnings for each year tfie 
SEET is applied should be adjusted to exdude the margins associated with OSS and 
accounting earnings for fud adjustment dause defeaals for which the Companies will not 
have collected revenues (Cos, Ex, 2-A at 37-38; Cos. Ex. 6 at 16-17; Cos. Ex. 2 at 39-40). 

OCC, OEG, and the Commereid Group each take issue with the devdopment of 
the comparable firms and the threshold of signiflcantfy excessive earnings. Rro^r and 
OCEA argue that the Companies' statistical process for determining when CSP and OP 
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have earned significantiy excessive earnings improperly shifis tfie burden of proof set 
forth in the statote from the company to other parties, 

OCC witness Woolridge devdoped a proxy group of dectric utilittea to establish 
the business and financial risk indicators, then uses Value Line to devdop a data base of 
companies with business and financial risk indicators witfiin the range of the dectric 
utility proxy group. Woolridge suggesta computing tfie benchmark ROE for the 
comparable companies and adjusting the benchinark ROE for the capitd structure of 
Ohio's dectric utility companies a i^ adjusting the bendimark by the FERC 150 basis 
pointa ROE adder to determine signiflcantfy excessive earnings (OCC Ex, 2 at 5-6, 20), 
AEP-Ohio argues that OCC's pocess is contrary to the language and spirit of Section 
4928.143(F), Revised Code, as the statute requires the comparable firms indude nan-
utility firms. The SEET proposed by OCC witness Woolridge resulte in tfie same 
comparable list of firms for each Ohio electric utiHty evduated (Cos. Ex. 5-A at 5-6). 

OEG proposes a method to establish the comparable group of firms by utilizing tilie 
entire list of publidy traded electric utilities in Value Line's Datafile,*' and one group of 
non-utility firms. The comparable nonrutility group is cranposed of Companies' witii 
gross plant to revenue between 1.2 and 5.0, gross plant in excess of $1 Hllion and 
companies for which Vdue Une has a beta (OEG Ex. 4 at 4-6), OEG then cdculates ttie 
dlBTerence in the average beta of dectric utility group and the non-utility group and adjust 
it by the average historicd risk premium for the period 1926 to 2008, which equals 7.0 
percent to determine the adjustment to account for the reduced risk associated witii 
utiUties. Thus, for example, for the year 2007 OEG determined that tfie av«Bge non-
utility earned retum of 14.14 percent yields a risk-adjusted retum of 12.82 percent. OEG 
then applies an adjustment to recog^iize the finandd risk differaices of AEPOhio to the 
utility and non-utility comparison groups. Finally, to determine the levd at whidi 
earnings are "significantiy excessive," OEG suggesta an adder of tfie 200 leasts pointa to 
encourage investmente (OEG Ex. 4 at 7-9). OEG argues tfiat the use of statisticd 
confidence ranges as proposed by AEPOhio would severely limit any finding of 
excessive earnings as a two-tailed ^ percent confidence intervd would mean that only 
2.5 percent of dl observations of all tfie sample company groups would be deemed to 
have excessive earnings, Furttier, OEG argues that as a statistical analysis tfie AEPOhio-
proposed method eliminates most if not all, of the Commission's flexibility to adjust to 
economic circumstances and determine whefha* the utility compan/s eami i^ are 
significantiy excessive (OEG Ex. 4 at 9-10). 

AEPOhio contends that OECs SEET method fails to ccKnply with tfie statutory 
requirementa for the SEET, fails to control for finandd risk of ttie comparatde sample 
groups, fails to account for business risk and will, like the proems proposed by OCC, 

^ OHG would eliminate one company with a significant negative retuxn on eqni^ for 2007. 
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produce the same comparable non-utility and utility group for each of the Ohio dectric 
utitities (Cos. Ex. 5-A at 8-9). 

The Commerdd Group assarta that AEPOhio's proposed SBFT methodology will 
produce volatile earned retum on equity tfiresholds and, therefore, does not meet the 
primary objective of an ESP'which is to statnlize rates and support the economic 
development of the state. Further, AEPOhio's SEET mfitfiod, accxxrding to the 
CommerdaJ Group, fails to compete a comparable proxy group with business risk similar 
to CSP and OP, induding unr^ulated nudear subsidiaries and deregulated generation 
subsidiaries, Thus, Commerdal Group recommends a comparable group consist of 
publidy traded regulated utility companies as determined by the Edison Electric Institute 
(EEI). Commercid Group witness Gorman notes that usir^ EETs designated group of 
regulated entities and Value Lines earned retum on common equity shows that the 
regulated companies had an average retum on equity of approximatdy 9 percent for the 
period 2005 through 2008. Witness Gorman contends that over ttie period 20(S through 
2008 and projected over the next 3 to 5 years, approximatdy 85 percent of the earned 
retum on equity observations for the designated regulated dectric utility companies wiU 
be at 12.5 percent retum on equity or less. Therefore, Commercial Group recammends 
that the SEET test be based on the Commission-approved retum on equity pJus a spread 
of 200 basis pointa. Cammerdd Group witness Gorman reasons that the average risk, 
extreme risk and beta spread over AEPOhio's proxy group s u g ^ t that a 2 pGicent/200 
basis pointa is a conservative determination of the excesdve earning threshold 
(Commercid Group Ex. 1 at 3,12-17). 

AEPOhio argues that the Commerdal Group's proposed SEET fails to devdop a 
comparable group as required by the SEET a i^ ignores the fact that tfie rate of retum Is a 
forward-lootong analysis and the SEKT is retrospective. Thus, AEPOhio coiKludes that 
this method does not address the measur^nait of financial and business risk (Cos. Ex. 
5-A at 9-10). 

OCC opposes the exdusion of accounting earnings for fuel adjustment clause 
deferrals and tfie deduction of revenues associated withOSS, as OSS are not one-time 
write-offs or non-recmring items (OCC Ex. 2 at 21). OOC contends tfiat revenues 
associated witfi the deferrals are reported during the same period with the Companies 
fuel-rdated expenses and to diminate the deferrals, as AEPOhio proposes, would reduce 
the revenues for tfie period without deducting for the underlying expense (OCC Reply Br, 
69-70), Similarly, Kroger proposes that AEPOhio credit the fud adjustmait clause for the 
margin generated by OSS and notes that AEP Corporation's West Virginia and Virginia 
electric distribution subsidiaries currentiy do so despite AEPOhio's assertion that such is 
in violation of federd law (Kroger Ex. 1 at 9). 
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Staff advocates a single SEET methoddogy for all electric distribution utilities as to 
the selection of comparable firms and, further, proposes a workshop or t^chnicd 
conference to devdop the process to determine the "comparable group earnings" for the 
SEET. Staff witness Cahaan reasons ttiat the SEET proposed by ABP-Ohio as a technicd, 
statistical analysis, if incorrectiy formulated shifta the burden of proof firom the company 
to the other parties. Staff also contends tfiat the Companies'SEET proposd is based upcm 
a definition of significance which would create internal inconsistencies if applied to tfie 
statute. Further, Staff believes the "zone of reasonable" earnings can be framed t^ a 
retum on equity vritii an adder m the range of 200 to 400 basis pcnnta. Furtfier, aaff 
recognizes that if, as AEPOhio suggesta, revenues from OSS are exduded from ^ET, 
other adjustmenta would be required. Staff believes it would be unreasonable to 
predetermine those other adjustmenta as this time. Thus, SkaS proposes tfiat this 
proceeding determine the metfiod of establishing the comparable ^ u p and specify the 
basis pointa that will be used to determine "s^nificantf y excessive earnings.'' Staff claims 
that under ita proposed process, at the end oi the year, the ROE of the comparable group 
could be compared to the dectric utility's 10-K or FERC-1 and, ff the dectrk utility's ROB 
is less than that of tiie sum of the comparable group's ROE plus the adder, it will be 
presumed that the electric utility's earnings were not significantiy excessive. Further, 
Staff asserte that any party that wishes to dmllenge the presumption would be required to 
demonstrate otherwise, ff, however, the dectric utility's eamed ROE is greater than tfie 
average of the comparable group plus the adder, the dectric utiHty would be required to 
demonstrate that ite earnings are not significantiy excessive (Staff Ex. 10 at 8,16,19,21-24, 
26-27; Staff Br. at 27). 

OCEA, OMA, and the Commercid Group recommend that tiie comparable firm 
process for the SEET be determined, as Staff proposes, as part of a workshop (OCEA Br. at 
110; OMA Br, at 13; Conunerdd Group Br. at 9). 

The Commission believes that tfie determination of the appropriate methodology 
for the SEET is extremdy important As evidenced by the extensive testimony in this case 
concerning the test t h ^ are many different views concerning what is intended by the 
statute and what methodology should be utilized. However, as pointed out by several 
parties, whatever the ultimate determination of what the methcxlology should be for tfie 
test the test itself will not be actually applied until 2010 and, as proposed by the 
Companies, will not commence until August 2010, after Compustat infannation is made 
publicly available (Cos. Ex. 5 at 11-12). iSierefore, omsistent with our opinion and order 
issued in the FirstEnergy ESP Case,̂ ^ tfie Commission agrees witfi Staff that it would be 
wise to examine the methodology for the excessive earnings test set forth in the statute 
witiiin the framework of a workshop. This is consistent with the Commisdon's finding 
that the god of the workshop will be for Staff to devdop a common methodology for the 

'̂̂  In re Ohio Edison Company, The Oeoehmd Electric lUuminating Company, and ^ Toledo Edison Company, 
Case No. OS-935-ELrSSO, Opinion and Order (December 19,2008). 
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excessive earnings test that should be adopted for all of the dectric utilities and tf«n fur 
Staff to report back to the Commission on ita findings. Despite AEPOhfo's assertions tfiat 
FirstEnergy's ESP is no longer applicat4e since the FirstEnergy companies rqected ttie 
modified ESP, the Commission finds that a common methodology for signiflcantiy 
excessive earnings continues to be appropriate ^ven tfiat otfier ESP applications are 
cxirrentiy pending and, even under AEPOhio's ESP application, the SEET information is 
not available until the July of tfie following year. Accordingjy, the Commission finds that 
Staff should convene a workshop consistent witfi this determination. However, 
notwithstanding the Commission's coiKludon tiiat a workshop process is the metfiod by 
which the SEET vwll be devdoped, we recognize that AEP-Ohio must evduate and 
determine whether to accept the ESP as modified herein or rqect the modified ESP and, 
therefore, require darification of our decision as to OSS and deferrals (Cos. Reply Br. at 
134). We find that a determination of tfie Companies' earnings as "si^iificantfy 
excessive" in accordance with Section 4928.143(F), Revised Code, necessarily exdudes 
OSS and deferrds, as well as the related expenses associated with the deferrab, consistent 
with our dedsion regarding an offset to fud costa for any OSS margins in Section in.A.l.b 
of tfiis order. The Commissian believes that deferrals should not have an impact on the 
SEET until the revenues associated with deferrals are received. Further, dtfum^ we 
conclude that it is appropriate to exclude off-system sdes from the SEET calculatiort we 
do not wish to discourage tfie effident use of OFs generation facilities and, to the extent 
that the Companies' earnings resuk from wholesde sources, they diould not be 
considered in the SEET calculation. 

VIII. MRO V. ESP 

The Companies aigue that "Whe public interest is served if the ESP is more 
favorable in the aggregate tfian the expected resulte of an MRO" (Cos. Br. at 15). The 
Companies' further argue that the state policy set forth in Section 4928.02(A), Revised 
Code, is satisfied if the price for dectric service, as part of the ESP as a whole, is more 
favorable than the expected resulte of an MRO (Id.). The Companies aver ttiat iwt only is 
the SSO proposed under tite ESP more attractive than the SSO resulting froman MRO, 
other non-SSO factors exist adding to the favorability of the ESP over the MRO (Cos. Ex. 
2-A at 4,8; Cos. Ex. 3 at 14-19). Specifically, AEP cdculated the market price competitive 
benchmark for the expected cost of electridty supply for retail dectric generation SSO 
customers in the Companies' service territories for ttie next three years as $88,15 per 
MWH for CSP and $85.32 per MWH for OP for full requirementa service (Cos. Ex. 2-A at 
5). These competitive benchmark prices were calculated by AEP using market data from 
the first five days of each of the first three quarters of 2006, and averaging the data (Id. at 
15). 

AEPOhio witness Baker then compared the ESP-based SSO witti the MRO-based 
SSO, analyzing the following componenta: market prices for 2009 ttirouj^ 2011; the 
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phase-in of the MRO over a period of time pursuant to Section 4928.142, Revised Code, at 
10 percent 20 percent, and 30 percent; ttie full requirementa pricing compcmenta of the 
states of I>daware and Maryland; FJM cc^te; incrementd environmentd costa, POLR 
costa, and other non-market portions of an MRO-based SSO (Cos. Ex. 2-A at 3-17), AEP­
Ohio witness Baker dso conddered non-SSO costs in the comparison, sudi as tfie 
distribution-rdated costa of $150 rnillion for CSP and $133 million for OP (Id. at 16-17). 
AEPOhio concluded that the cost of tfie ESP is $1.2 billion and the cost <rf tfie MRO is $1.5 
billion for CSP, while tiie cost of tfie ESP is $1.4 billion and tiie cost <rf the MRO is $1.7 
billion for OP (Cos. Ex. 2-B, Revised Exhibit JCB-2). Therefore, AEPOhio states tiiat the 
ESP for the Companies in the aggregate and for eadi individual company is dearly more 
favorable for customers, and would result in a net benefit to tfie customers under the ESP 
as compared to tiie MRO of $ 292 milUon for CSP and $262 million for OF (Id.; Cos. Br. at 
135). 

The Companies state that in addition to the generation compcment, the K P has 
other demente that when taken in the aggregate, make the ESP condderably more 
favorable to customers tfian an MRO altmiatn^e (Cos. Ex. 2-A at 1748), AEPOhio 
explains that the benefita in the ESP that are not available in an MRO, indude: a 
shareholder-funded commitment focused on economic devdopment and low-income 
customer assistance programs; price certainty and stability for generation service for a 
specified three-year period; and gridSMART and enhanced distribution rdiability 
initiatives (Cos. Ex. 2-A at 17-18; Cos. Ex, 3 at 16-18; Cos. Br. at 135-137). 

The Companies contend that once the Commission determines that the ESP is more 
favorable in the aggregate, then the Commission is required to approve tfie ESP. If the 
Commission determines that the ESP is not more favorable in the aggr^ te , then the 
Commission may modify tfie ESP to make it more favorable cff it may diiipprove the ESP 
application. 

Staff states that, as a generd prindple. Staff bdieves that the Companies' proposed 
ESP is more favorable than what would be expected under an MRO (Staff Br. at 2). 
However, Staff explains tfiat modifications to the proposed ESP are necessary to make the 
ESP reasonable (Id.). With Staff's proposed adjustmenta to the ESP rates. Staff witness 
Hess testified that the Companies' proposed ESP "resulte in very reasonable rates" ()Staff 
Ex. 1 at 10). Fiurthermore, Staff witness Hess demonstrated, utilizing Staff witness 
Johnson's estimated market rates, that the ESP is more favorable in the aggregate as 
compared to the expected resulte of an MRO (Staff Ex, 1-A, Revised Exhibit JEH-1; Staff 
Br. at 26). 

Severd interveners are criticd of various componenta of AEPOhio's proposed ESP 
and thus conclude that the ESP, as proposed, is not more favorable in tfie aggregate and 
should ho rejected or substantially modified, or that AEPOhio has failed to meet ita 
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burden of proof under the statute that the proposed ESP, in the aggregate, is more 
favorable tfian an MRO (OPAE Br. at 3, 22-23; OMA Br. at 3; Kroger Br. at 4; OHA Br. at 
11; Commercial Group Br. at 2-3; OEG Br. at 2-3; Constellation Br. at 16-18). More 
spedficdly, OHA contends tfiat the Commission must take into aGcx>uiit all terms and 
conditions of the proposed ESP, not just pricing (OHA Br. at 8-9). OHA further explains 
that the Conunission must wdgh the totality of the circumstances presetted in the 
proposed ESP witii tfie totality of the expected resulte of an MRO (Id. at 9). C»1A also 
states that the proposed ESP fails to mitigate the harmful effecta of new regidatory assete, 
proposed deferrds, and rate increases on hospitds and, therefore, the ESP does not 
provide benefite that make it more favorable than a simple MRO (id. at 11), lEU asserts 
that botii the Companies' and Staffs comparison of the ESP to an MRO are flawed 
because the comparisons fail to refiect tfie pni^ected costa of deferrals, assume the 
maximum blending percentages diowed under 4928.142, Revised Code, and fail to 
demonstrate the incrementd effecta of the maximum blending percentages on the FAC 
costa (lEU Br. at 33, dting Cos. Ex. 2-A, Staff Ex. 1, Exhibit JEH-1, Tr. VoL XI at 5^-82, and 
Tr. Vol. Xm at 87-88), 

OCEA disputes the Companies'comparison of the ESP to tfie MRO, stating that the 
Companies have overstated the competitive benchmark prices (OCC Ex, 10 at 15; OCEA 
Br. at 19-24). Based on data from the fourth quarter 2008, and taking in consideration 
adjustmenta for load shaping and distribution losses, OCC cdcubtes that the updated 
competitive benchmark prices should be $73.94 for CSP and $71.07 for OP (OCC Ex. 10 at 
15-24). OCEA also questioned other undertying componente of AEP witness Baker's 
comparison of the MRO to the ESP regarding the proposed ESP, as well as the exdusion 
of certain costa in the MRO calculation (Id. at 37-40). Nonetheless, OCEA ultima^y 
condudes that AEFs ESP, if appropriately modified, is more favorable than an MRO 
(OCEA Br. at 19-24; OCC Ex, 10 at 39). Constellation also sutenita that tfie forward 
market prices for energy have fallen significantiy since the Companies' filed tiidr 
application and submitted their supporting testimony (Cdnstdlaticm Ex. 2 at 16). 

Contrary to the position taken by Constdlation and OCEA,^ AEP-OMo contends 
that the market price andysis supplied in support of the ESP does not need to be updated 
in order for the Commission to determine whether the ESP is more favorable that the 
expected result of the MRO. Furthermore, AEPOhio responds ttiat tfie appropriate 
method is to look over a longer period of time, and not just fbcus on the recent dedine in 
forward market prices. (Cos. Reply Br, at 130-131). 

Contrary to argumenta raised by various intervenors, AEPOhio avers that the 
legal standard to approve tfie ESP is not whether the Commission can make the ESP even 
more favorable, whether the rat^ are just and reasonable, whetiier the costa are prudenfly 

^^ Constellation Br. at 17; OCEA Br. at 19-24. 
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incurred, whether the plan providons are cost-based, or whether eadi provision erf the 
plan is more favorable than an MRO (Cos. Reply Br. at 1-6), The Companies contend that 
the Commission only has authority to modify a proposed ESP if the Commission 
determines that the J^P is not more favorable than tfie expected resulte of an MRO (Id. at 
4). As some intervenors have recognized,^ the Commission does not ^ ree tfiat our 
autfiority to make modifications is limited to an after-the-fact determination ol whetfier 
the proposed ESP is more favorable in the aggr^ate, Rather, the Commission finds that 
our statutory autfiority includes the authority to make modifications supported by the 
evidence in the record in this case. Based upon oiu* opinion and order and usir^ Staff 
witness Hess' metfiodology of the quantification of the ESP v. MRO camparisoiv as 
modified herein, we bdieve tiiat ttie cost of tfie ESP is $673 miUion for CSP and $747 
million for OP, and tfie cost of tfie MRO is $1.3 biUion for CSP and $1,6 billion for OP. 

Accordingly, upon consideration of the application in this case and the provisions 
of Section 4928.143(C)(1), Revised Code, the Commission finds that the ESP, induding ite 
pricing and all other terms and conditions, including deferrals and future recovay of 
deferrals, as modified by this order, is more favorable in the ag^ga te as compared to the 
expected resulta that would otherwise apply under Section 4928.142, Revised Code. 

IX. CONCLUSION 

The Commission bdieves that it is essentid that the plan we approve be one that 
provides rate stability for the Companies, provides future revenue certainty for tfie 
Companies, and affords rate predictability for the custamers. Upon consideration of the 
application hi this case and the provisions of Section 49K.143(C)(1), Revised Code, the 
Commission finds that the ESP, induding ite pridng and all other terms aikl ccmditions, 
including deferrals and future recovery of dderrals, as modified by tiiis order, ta more 
favorable in the aggregate as compared to the expected resulta that would otfierwise 
apply under Section 4928,142, Revised Code. Therefore, the Commission finds tiiat the 
proposed tfiree-year ESP should be approved with tfie modifications set forth in tfiis 
order. To the extent that intervenors have proposed modifications to the Companies^ ESP 
that have not been addressed by this opinion and order, ihe Commission coridudes that 
the requesta for such modifications are denied. 

Furihermore, the Commi^on finds tiiat the Companies' should file revised tariffe 
consistent with tfiis order, to be effective with bills rendered January 1,2009. In light of 
the timing of the effective date of the tariffs, the Commission finds that the revised tariffe 
shall be approved upon filing, effective January 1,2009, as set forth herein, and contingent 
upon final review by the Commission. 

*3 OEG Br. at 3, 
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FINDINGS OP FACT AND CONCLUSIONS OF LAW: 

(1) CSP and OP are public utilities as defined in Section 49C6.02, 
Revised Code, aivd, as siKh, the companies are subject to the 
jurisdiction of this Commission. 

(2) On July 31, 2008, CSP and OP filed applications for an SSO fai 
accordance with Section 4928.141, Revised Code. 

(3) On August 19,2008, a technicd conference was held regarding 
AEPOhio's applications and on November 10, 2008, a 
prehearing conference was held in these matters. 

(4) On September 19,2008, and October 29,2008, intervaition was 
granted to: OEG; OCC; Kroger; OEC; lEUOhio; OPAE; APAQ 
OHA; Constdlation; Dominion; NRDC; Sierra; NEMA; 
Integrys; Direct Biergy; OMA; OFBF; Wind Energy; 
OASBO/OSBA/BASA; Ormet; Consumer Powerline; Morgan 
Stanley Capitd Group Inc.; Commeidal Group; EnerNoc, Inc.; 
and AICUO. 

(5) The hearing in these proceedings commenced on 
November 17, 2008, and conduded on December 10, 2008. 
Eleven witnesses testified on behalf of AEPOhio, 22 witnesses 
testified on behaff pf various intervenors, and 10 witnesses 
testified on behalf of the Commissicffi Staff. 

(6) Five locd hearings were hdd in these matters at which a totd 
of 124 witnesses testified. 

(7) Briefe and reply briefs were filed on December 30, 2008, airf 
January 14,2009, respectivdy. 

(8) AEPOhio's applications were filed pursuant to Section 
4928.143, Revised Code, which authorizes the dectric utilities 
to file an ESP as their SSO, 

(9) The proposed ESP, as modified by this opmion and order, 
including ita pricing and all other terms and conditions, 
including deferrals and future recovery of deferrals, is more 
favorable in the aggregate as compared to the ^pected resulta 
that would otherwise apply under Section 4928.142, Revised 
Code. 
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QRDER: 

It is, therefore, 

ORDERED, That the Companies' applfcation for approvd of an ESP, pursuant to 
Sections 4928.141 and 4928.143, Revised Code, be modified and approved, to the extent 
set forth herein. It is, further, 

ORDERED, That ihe Companies file tiieir revised tariffs consistent with this 
opinion and order and that the revised tariffs be approved effective January 1,2009, on a 
bills-rendered basis, contingent upon find review and approvd by the Commission. It is 
furtiier, 

ORDERED, That each company is autfiorized to file in final form four complete, 
printed copies of ite tariffs consistent with this opinion and (nrder, and to cancel and 
withdraw ite superseded tariffs. The Companies shall file one copy in this case docket 
and one copy in each Company's TRF dodtet (or may make such filing dectrorucally, as 
directed in Case No. 06-900-AU-WVR). The remaining two copies shall be designated for 
distribution to Staff. It is, further, 

ORDERED, That the Campanies notify all affected custamers of the changes to the 
tariff via bili message or bill insert within 45 days of the effective date of the tariffs. A 
copy of this customer notice shall be submitted to the Commission's Servke Monitorii^ 
and Enforcement Department RdiabiHty and Service Andyds Division at least 10 days 
prior to ite distribution to customers. It is, further. 
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ORDERED, That a copy of this opinion and order be served an all parties of record. 

THE PUBUC^UnUTIES COMMISSION OF OHIO 

Alan R, Schriber, Oiairman 

^ 4 < C ^ ^ ^ 

Valerie A. Lemmie 

KWB/GNS-.vrm/ct 

Entered in tiie Joumd 

Rene^ J. Jenkins 
Secretary 

Ronda Hartman Fergus 

Cheryl L. Roberto ~ 
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Case No. 08-918-EL-SSO 

CONCURRING OPINION OP CHAIRMAN ALAN R. SCHRIBER 

AND COMMIffilONER PAUL A. CENTOLELLA 

We agree with the Commissicm's decision and write this concurring opinion to 
express additional rationales siqjporting the Commission's dedsion in two areas, 

^dSMART Rider 

The Order sets the initial amount to be recovered through the gridSMART rider 
based on the availability of federd matdiing funds for smart grid demonstrations and 
d^loyments under the American Recovery and Reinvestment Act of 2009, AEPOhio 
should promptiy take the necessary steps to apply for available federal funding. 
Additionally, AEPOhio should work witii staff and tfie ooUaborative established under 
tiie Order to refine ite Hiase 1 plan and initiate deploymente in a timety and reasonable 
manner. 

The foimdation of a smart grid is an open-ardiitecture communications system 
which, first provides a commori pfatform for implementing distribution automation, 
advanced metering, time-differentiated and dynamic pricing, home area networks, and 
other applications and, second, integrates these applications with existing systems to 
improve rdiability, reduce costa, and enable consumers to better control thdr dectric bills. 

These capabilities can provide significant consumer and sodetd benefita. In the 
near term, partidpating consumers will have new capabilities for managing their energy 
usage to take advantage of lower power costa and reduce their electric biUs. AEPOhio 
will be able to provide consumers feedback regarding their dectric usage patterns and 
improved customer service. And, the coml^nation of distribution automation and 
advanced metering should «:iable AEPOhio to rapidly locate damaged and degraded 
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distribution equipment, reduce outages, and minimize the duration of any service 
interruptions. We expert that consumers will experience a material improvement in 
service and reliability. 

SB 221 made it state policy to encourage time-diffierentiated pridng, 
implementation of advanced metering infi-astructure, develc^nnent of performance 
standards and targete for service qudity for all consumers, and Implementation of 
distributed generation. Section 4928.02 of tfie Revised Code. The Commission's Order 
advances these polides. 

AEPOhio and ite customers are likely to face significant challenges over flie next 
decade from rising costa, requirementa for improved relialwlity, and environmentd 
constraints. Our C^er wiU enable AEPOhio to take a first step in devdoping a modem 
grid capable of providing affordable, reliable, and environmentally sustainable dectric 
service into the future. 

PTM Demand Response Program 

First, we wish to emphasize that the Commisdon supporta dennand response 
initiatives. 

Second, it is essentid tfiat consumers benefit from demand response in terms of a 
reduction in the capadty for whidi AEPOhio customers are responsible. We encourage 
AEPOhio to work with P|M, the Commission, and interested stakdiolders to ensure that 
predictable consumer demand response is recognized as a reduction in capacity that it 
must carry under PJM market rules. 

Finally, consumers should have the opportunity to see and respond to dianges in 
the cost of the power that they use. While an ESP may set the overall levd of prices, 
consumers should have additional opportunities to bariefit by reducing consumption 
when wholesale power prices are high. We would encourage tfie companies to work with 
staff to devdop additional dynamic pricing options for commercial and industrial SSO 
customers who have the interval metering needed to support such rates. Sudi options 
should enabl^^gible cor^um^s to directiy manage risk and optimize thdr energy usage. cor^um^ to aire 

>7vr ^ ^£^4 diĵ ^e 
Alan R. Schriber Paul A. Centolella 



ATTACHMENT B 

BEFORE 

THE PUBUC UTILniES COMMI^ION OF OHIO 

In the Matter of the Application of Columbus 
Southern Power Company for Approvd of 
an Electric Security Plan; an Amendment to 
its Corporate Separation Plan; and the Sale or 
Transfer of Certain Generating A^ets. 

In the Matter of ihe Application of Ohio 
Power Company for Approval of its Electric 
Security Plan; and an Amendment to ite 
Corporate Separation Plan. 

Case No. 08-917-EL-SSO 

Case No. 08-916-EL-SSO 

ENTRY ON REHEARING 

The Commission finds: 

(1) On July 31, 2008, The Columbus Southem Power Company 
(CSP) and Ohio Power Company (OP) (jointiy, AEPOhio or the 
Companies) filed an application for a standard service offer 
(SSO) pursuant to Section 4928.141, Revised Code. The 
application is for an dectric security plan (ESP) in accordance 
with Section 4928.143, Revised Code. 

(2) On March 18, 2009, the Commission issued ite opinion and 
order (Order) in these matters approving, with modifications, 
AEP-Ohio's proposed ESP. On March 30,2009, tiie Commission 
amended, nxmc pro tunc, ita Order. 

(3) Section 4903.10, Revised Code, states tiiat any party to a 
Commission proceeding may apply for rehearing with respect 
to any matters determined by the Commission, within 30 days 
of the entry of tiie order upon the Commission's journal. 

(4) On April 16, 2009, Ohio Energy Group (OEG) and Industrial 
Energy UsersOhio (lEU) each filed applications for rehearing. 
Applications for rehearing were also filed by the Office of the 
Ohio Consumers' Counsel (OCC); Ohio Association of School 
Business Officials, Ohio School Boards Assodation, and 
Buckeye Assodation of School Administrators (collectively. 
Schools); Ohio Hospital Assodation (OHA); Ohio 
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Manufacturers' Association (OMA); BCroger Company (Kroger); 
and AEPOhio on April 17, 2009. Memoranda contra the 
various applications for rehearing were filed by Krpger, OCC, 
AEPOhio, lEU, OEG, Integrys Energy Service, Inc. (Integrys), 
and Ohio Partners for Affordable Energy (OPAE). In their 
applications for rehearing, the various intervenors raised a 
number of assignments of error, alleging that the Order is 
unreasonable and unlawful. 

(5) By entry dated May 13,2009, the Commission granted rehearing 
for further consideration of the matters specified in the 
applications for rehearing. In this entry, the Commission will 
address the assignmenta of error by subject matte* as set forth 
below. 

(6) The Commission has reviewed and considered all of the 
argumenta on rehearing. Any arguments on rehearing not 
specifically discussed herein have been thoroughly and 
adequately considered by the Commission and are being 
denied. 

(7) lEU filed a motion for immediate relief from electric rate 
increases on April 20,2009, and AEP-Ohio filed a memorandum 
conti-a on April 23, 2009. lEU filed a reply on April 24, 2009. 
Further, on June 5, 2009, OCC, OMA, K r o ^ , and OEG filed a 
motion for a refund to AEP-Ohio's customers and a motion for 
AEPOhio to cease and desist future collections rdated to ita 
arrangement with Ormet Primary Aluminum Corporation 
(Ormet) from ita customers. AEPOhio and Ormet filed 
memoranda contra the motions on June 12, 2009, and June 23, 
2O09, respectively, and the movanta replied on June 17, 2009, 
and June 30, 2009. OCC also indicates in ite application for 
rehearing that it is seeking rehearing on the two March 30,2009, 
orders issued by the Commission, which indudes the Entry 
Nunc Pro Time that amended the Order in this proceeding, as 
well as the order issued denying a motion for a stay. The 
Commission will address the substance of all of the motions, 
and all responsive pleadings, witfiin our discussion of and 
decision on the merits of the applications for rehearii^ as set 
forth below. Accordingly, with the consideration herein of the 
issues raised in the motions, the motions are granted or denied 
as discussed herein. 
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I. GENERATION 

A. Fuel Adjustment Clause fFAĈ  

(8) AEP-Ohio asserts that limiting the FAC to only three years (the 
term of the ESP) is unreasonably restrictive (Cos, App. at 37-38). 
AEP-Ohio argues that it is unreasonable to allow ihe FAC to 
expire given that a PAC may be required in a future SSO 
established in accordance with Section 4928.141, Revised Code. 

(9) lEU and OCC disagree witii AEP-Ohio and submit that there is 
no valid reason for the FAC mechanism to extend beyond the 
life of the ESP (lEU Memo Contra at 13; OCC Memo Contra at 6-
7). 

(10) The Commission finds that AEPOhio's argument lacks merit, 
and therefore AEPOhio's rehearing request on this groimd 
should be denied. The Commission limited the authorized FAC 
mechanism, established as part of the proposed ESP, to the term 
of the ESP approved by the Commission. U a FAC medianism 
is proposed in a subsequent SSO appHcation filed pursuant to 
Section 4928.141, Revised Code, the Commission will determine 
the appropriateness of the SSO proposd, including all of ite 
terms, at that time. It is imnecessary, at this time, to extend this 
provision of the ESP beyond the term of tfie approved ESP. 

1. FAC Costs 

(a) Off-Sv5tem Sales ^OSS) 

(11) OCC contends that the Conunission erred by not crediting 
customers for revenues from OSS and for not following ite own 
precedent (OCC App, at 16). OCC rdies on past Commission 
decisions concerning electric fud clause (EFC) proceedings. 

(12) lEU also disagrees with the exdusion of an offset to the FAC 
costa for revenues associated with OSS, claiming that the 
Commission did not explain the basis for ita decision (lEU App. 
at 11). 
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(13) AEPOhio notes that OCC's argumenta were already rejected by 
the Commission in its Order, and that the Commission's 
decision is not inconsistent with any of ite precedente regarding 
the sharing of profife from OSS between a utility and ita 
customers (Cos. Memo Contra at 40). AEP-Ohio distinguishes 
previous EFC proceedings from proceedings filed pursuant to 
SB 221. 

(14) The Commission first explains that tills is not an EFC 
proceeding. While some aspecta of the automatic recovery 
mechanism contained in Section 4928.143(B)(2)(a), Revised 
Code, may be analogous to the EFC mechanism, the statutory 
provisions regarding the EFC were repeded many years ago. 
Thus, OCCs cited precedent is irrelevant to our ruling in this 
case witii respect to the OSS. Secondly, contrary to lEU's 
assertion, the Commission has already fully considered and 
addressed, in the Order at pages 16-17, dl of the arguments 
raised on rehearirig by OCC, as well as tfiose raised by otfier 
intervenors in the proceeding. The Commission explained that 
Section 4928.143(B)(2)(a), Revised Code, specifically provides 
for the automatic recovery, without limitation, of certain 
prudentiy incurred costa: the cost of fuel used to generate the 
electricity supplied under the SSO; the cost of purchased power 
supplied under the SSO, including the cost of energy and 
capacity and power acquired from an affiliate; the cost of 
emission allowances; and the cost of federally mandated carbon 
or energy taxes. Given that OCC and lEU have failed to raise 
any new argumenta regarding this issue, rehearuig on these 
grounds should be denied. However, we emphasize that FAC 
costa are to continue to be allocated on a least cost basis to 
POLR customers and then to otfier types of sale customers. 
Allocating the lowest fuel cost to POLR service customers is 
consistent with the dectric utilities' obligation to POLR 
customers and will minimize the burden on most ratepayers. 

2. FACBasdine 

(15) OCC's first assignment of error is that the Commission's 
adoption of the FAC baseline was not based on actual data in 
the record, and that the Company bears the burden of creating 
such a record in order to collect fuel costa pursuant to Section 
4928.143(B)(2)(a), Revised Code (OCC App. at 12). OCC 
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recognizes that an ESP may recover the costa of fud, but argues 
that these costa must be "prudentiy incurred" (Id.). OOC adds 
that "[t]he dear language [of SB 221] must be read to indude 
recovery of only actud costa as anything more would not be 
prudent to recover from customers" (Id.). Nonetfidess, OCC 
then admits that the actual 2008 fud coste were not known at 
the time of the hearing,* but requesta that the Cbminission order 
the Companies to produce actud fuel costa for 2008, after the 
record of the case has been closed, for purposes of establishing 
the baseline. Thus, OCC would have the Commission do 
exactly what its first assignment of error is critidzing the 
Commission's order for doing, which is use data that is not in 
the record. 

(16) Similarly, lEU argues that, based on information and reports 
that have been subsequentiy developed and filed in other 
jurisdictions. Staffs methodology was incorrect. Therdore, lEU 
requesta that the Commission adopt a methodology that sets the 
baseline based on 2008 actual costa (lEU App. at 12-13), 

(17) AEP-Ohio responds that tfie Commission's dedsion must be 
based on the record before it and it is not feasible to do what 
OCC and lEU request (Cos. Memo Contra at 39). Nonetfidess, 
AEPOhio states that, even if the 2008 data was available in the 
record, it woidd be inappropriate to use absent substantid 
adjustmenta due to the volatility of fuel coste in 2008 and the 
extraordinary procurement activities that occurred (Id., dting 
Cos. Ex. 7B at 2-3; Tr. XIV at 74-75). 

AEPOhio further argues that the Commission's modification of 
the Companies' basdine contained in its proposed ESP was 
unreasonable. AEPOhio argues that ite methodology was the 
appropriate methodology because ite methodology identifies 
the portion of tiie 2008 SSO rate tfiat correlates to the new FAC 
rate, and is not a proxy for 2008 fuel coste (Cos. App. at 38-39). 
OCC disagrees and urges the Commission to reject AEPOhio's 
methodology, as well as Staff's, and adopt the actual 2008 fud 
costs (OCC Memo Contra at 8). 

We win assume that OCOs reference to 20D9 actud data was a typographical error and the reference 
should be to 2O08 (see OCC App. al 13). 
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(18) As explained in the Order, the actud 2008 fuel coste were not 
known at the time of the hearing (Order at 19, citing OCC Ex. 10 
at 14). Therefore, based on the evidence presented in the record, 
the Commission determined tfiat a proxy should be used to 
calculate the appropriate baseline. After making this 
determination, the Commission reviewed dl evidence in the 
record and dl parties' arguments, and adopted Staff's 
methodology and resulting vdue as the appropriate FAC 
baseline. AEPOhio, OCC, and lEU have raised no new 
argumenta regarding this issue. Accordingly, rehearing on this 
ground is denied. 

3. FAC Deferrals 

(19) OCC argues that the Commission erred by not requiring 
deferrals and carrying costs to be calculated on a net-of-tax 
basis, and the Commission's reliance on Section 4928.144, 
Revised Code, was misplaced because the FAC deferral 
approved by the Commission is not a phase-in of rates 
authorized by SB 221 (OCC App, at 14). The Schools, however, 
conclude that the Commission exercised ite authority pursuant 
to Section 4928.144, Revised Code, when it found that AEPOhio 
should phase-in any authorized increases, and that those 
amounts over the allowable increase percentage levds wotild be 
deferred pursuant to Section 4928.144, Revised Code, with 
carrying costa (Schools App. at 4). Notwithstanding the 
Commission's statutory authority to phase-in increases through 
deferrals, the Schools assert that School Pool partidpanta who 
buy generation service from competitive retail electric service 
(CRES) providers should receive a credit on their bills during 
the ESP equal to the fuel that is being deferred (even though 
FAC deferrals will not be recovered via an unavoidable 
surcharge until 2012, if necessary) (Id. at 5). The Schools 
rationalize that any other outcome would violate the policy of 
the state, spedficdly Section 4928,02(H), Revised Code (Id. at 6). 

(20) OCC dso argues that the Commission failed to follow ita own 
precedent and that deferrals are incompatible with Section 
4928.143(B)(2)(d), Revised Code, inasmuch as the deferrds 
destabilize customer prices, introduce uncertainty, arid are 
unfair and unreasonable (OCC App. at 14, 42-44). OCC 
recognizes that SB 221 dlows deferrals imder an ESP, but states 
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that those deferrals are limited to those that stabilize or provide 
certainty (Id. at 42). OCC explains that defends will cause 
future rate increases and add carrying coste to the total amount 
that customers will pay. OCC adds that the record is void of 
any projection that electric rates will decrease following the ESP 
period, and, therefore, concludes that the deferrals will have a 
de-stabilizing effect on customers' electric bills beginning in 
2012 (Id. at 42-43). The Commission notes that based on ita 
analysis of the Companies' KP, as approved in the Order and 
modified in this entry on rehearing, our projections indicate that 
deferred fuel cost will likdy be fully amortized by the end of 
this ESP for CSP and within two to three years after the end of 
this ESP for OP. 

(21) OCC further contraids that the use of a weighted average cost of 
capital (WACC) to calculate tfie carrying coste associated with 
the FAC deferrals is unreasonable and will result in excessive 
paymenta by customers. OCC asserts that the carrying charges 
should instead be based on the actud financing required to 
carry the deferrds during the short-toro period (Id. at 45), 

(22) lEU suhmita that the Commission failed to require AEPOhio to 
limit the total biQ increases to the percentage amounta specified 
in the Order (lEU App. at 40), 

(23) AEPOhio supports the Commission's dedsion authorizing 
FAC deferrals, with canying casta, and contends tfiat tfie 
authorized phase-in of rate increases, and associated FAC 
deferrals, comply with Section 4928.144, Revised Code, and are 
compatible with Section 4928.143(B)(2)(d), Revised Code (Cos. 
Memo Contra at 42). AEP-Ohio also supports tfie use of WACC, 
ratfier than a short-term debt interest rate, given that the period 
of cost deferrals and their subsequent recovery will take place 
over the next ten years (Id, at 43). 

(24) AEP-Ohio, however, argues that the Commission's adjustment 
to ita phase-in proposd and 15 percent cap on the ESP rate 
increases were unreasonable, disrupting the balance between 
up-front revenue recovery and subsequent recovery of deferrds 
(Cos. App. at 12). To tiiis end, AEPOhio contends that tiie 
Commission's authority imder Section 4928.144, Revised Code, 
"must be exerdsed in the total context of Chapter 4928, Ohio 
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Rev. Code, particularly in the context of the standard for 
approval of an ESP without modification" (Id., n.6), AEPOhio 
adds that the Commission's modification of ita 15 percent cap 
was "too severe," and requesta that the Commission rebalance 
the amount of the authorized increases and the size of the 
deferrals to reflect, at a minimum, annud 10 percent iru:reases 
during the ESP term (Id. at 12-13). While agreeing with AEP­
Ohio that the Order is urgust and unreasonable, lEU disagrees 
that the balance favors customers. lEU argues that the 
Commission's imposition of limite on the total percentage 
increases on customers' bills has not been followed (lEU Memo 
Contra at 8-9). 

(25) Furthermore, AEP-Ohio requesta that, if the Commission does 
not modify the total percentage increases allowed, the 
Commission should clarify the intended scope of the limitations 
that it has imposed, and specify that tfie 15 percent cap does not 
include revenue increases associated with a distribution base 
rate case or the revenues associated with the Energy Efficiency 
and Peak Demand Reduction Cost Recovery (EE/PDR) Rider 
(Cos. App. at 13). OEG supports AEPOhio's clarification, while 
lEU urges the Commission to rejert AEPOhio's requested 
clarification, and find that the limitations on the percentage 
increases imposed by the Commission in the Order apply on a 
total bill basis (OEG Memo Contra at 3; lEU Memo Contra at 9). 

(26) Section 4928.144, Revised Code, authorizes the Commission to 
order any just and reasonable phase-in of any electric utility rate 
or price established pursuant to an ESP, with carrying charges, 
and requires that any deferrals associated with the authorized 
phase-in be collected through an unavoidable surcharge. The 
Commission continues to believe that a phase-in of the ESP 
increases, as authorized by Section 4928.144, Revised Code, is 
necessary to ensure rate or price stability and to mitigate the 
hnpact on customers. We further bdieve that our esteblished 
limits on the total percentage increases on customers' biUs in 
each year were just and reasonable and remain appropriate. 
Nonethdess, upon further review of the workpapers filed with 
the tariffs and the cpmmente received from parties concerning 
the practicd application of the totd percentage increases on 
customers' bills, it has come to the Commission's attention that 
the Companies induded in the total dlowable revenue increase 
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an amount that equals the revenue shortfall associated with 
their joint service territory customer, Ormet. In their 
calculation, the Companies assumed that the joint service 
territory customer would continue paying the amount that it 
was paying on December 31, 2008 (established pursuant to a 
prior settfement), which was above the approved tariff rate for 
that rate schedule. Instead, the Companies should have 
calculated the dlowable total revenue increase based on that 
customer paying the December 31,2008, approved tariff rate for 
its rate schedule. Additionally, the Companies' calculation 
should have been levelized and not reflected any variations in 
customers' bills for tariff/voltage adjustmenta. Accordingly, we 
direct the Compaiues to recalculate the totd allowable revenue 
increase approved by our Order issued on March 18, 2009, as 
darified by the Entry Nunc Pro Tunc issued on March 30,2009, 
and as modified herein, and file revised tariffs consistent with 
such calculation. 

(27) Additionally, the Commission clarifies that the Transmission 
Cost Recovery (TCR) rider should not impact the allowable totd 
percentage increase. As approved in the Order, the TCR rider 
will continue to be a pass-through of actual transmission coste 
incurred by the Companies that is reconciled quarterly. 
Similarly, any future adjustments to the EE/PDR Rider are 
exduded from the allowable total percentage increases. As 
explained in the Order, tfie EE/PDR Rider was designed to 
recover costs assodated with the Companies' implementation of 
energy efficiency programs tiiat will achieve energy savings and 
peak demand programs designed to reduce the Companies' 
peak demand pursuant to Section 4928,66, Revised Code (Order 
at 41), The costs induded in the EE/PDR Rider will be trued-up 
annually to reflect actual costs. 

(28) We further clarify that the phase-in/deferral structure does not 
include revenue increases associated with any distribution base 
rate case that may occur in the future. Any distribution rates 
established pursuant to a separate proceeding, outside of an 
SSO proceeding, will be considered separatdy. Section 
4928,144, Revised Code, authorizes phase-in of rates or prices 
established pursuant to Sections 4928.141 to 4928.143, Revised 
Code, not distribution rates established pursuant to Section 
4909.18, Revised Code. 
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(29) With respect to OCCs and the Schools' issues regarding the 
FAC deferrals and carrying charges, we fuid that those issues 
were thoroughly addressed in our Order at pages 20-24, and 
that the parties have raised no new argumenta regarding those 
issues. Accordingly, the Commission finds that rehearing on 
those assignmenta of error are denied. 

(30) Similarly, the Commission finds that AEP-Ohio's argumenta 
regarding ite proposed 15 percent cap were fully addressed in 
our Order, and AEPOhio has raised no new arguments to 
support ite position. Additionally, AEPOhio's alternative 
proposal of an annual 10 percent cap fails on similar grotmds. 
The Companies have offered no justification or support for its 
adjusted proposal. As such, the Commission finds that 
rehearing on this ground is denied. 

(31) With respect to the otfier assignmenta of error raised, the 
Commission emphasizes that it was the intent of our Order to 
phase-in the authorized increases and to limit the totd 
percentage increases on customers' bills to an increase of 7 
percent for CSP and 8 percent for OF for 2009, an increase of 6 
percent for CSP and 7 percent for OP for 20JO, and an increase 
of 6 percent for CSP and 8 percent for OP for 2011, as explained 
herein. To the extent that the Commission's intent was not 
memorialized in the Companies' tariffs, or the application of 
those tariffs, we grant rehearing to correct the errors or darify 
our Order as delineated above. 

B. Incremental Carrying Cost for 2001-2008 Environmental 
Investment and tiie Carrying Cost Rate 

(32) In the Order, the Commission concluded that AEPOhio should 
be allowed to recover the incremental capitd carrying costs that 
will be incurred after January 1, 2009, on past environmental 
investmente (2001-2008) tfiat are not presentiy reflected in the 
Companies' existing rates, as contemplated in AEPOhio's RSP 
Case. Further, the Commission found that the recovery of 
continuing carrying costs on environmentd investmente, based 
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on WACC, is consistent with our decision in the 07-63 Case^ and 
the RSP 4 Percent Cases,̂  The Commission agreed with the 
rationale presented by the Companies that the levdized 
canying cost rates were reasonable and should be approved. 

(33) First, lEU argues that the Commission's dedsion fails to comply 
with the requirementa of Section 4903.09, Revised Code, to 
suffidentiy set forth the reasons prompting tfie Commission's 
decision based upon the findings of fact in regards to carrying 
costs and severd other issues (lEU App. at 4-26). 

(34) lEU and OCC argue that Section 4928.143(B)(2)(b), Revised 
Code, Ihrdts any allowance for an environmental expenditure or 
cost to those incurred on or after January 1,2009. lEU and OCC 
interpret Section 4928.143(B)(2)(b), Revised Code, to only allow 
the electric utility to recover a reasonable allowance for 
construction work tn progress for any of the electric utility's 
costa for environmentd expenditures for any electric generating 
facility, provided the costa are incurred or the expenditures 
occur on or after January 1, 2009 (lEU App. at 14; OCC App. at 
38-39). OCC argues, as it did in ite brief,* that both divisions 
(B)(2)(a) and (B)(2)(b) of Section 4928.143, Revised Code, require 
an after-the-fact determination that the expenditures were 
prudent and are, therefore, inappropriate for the Commission's 
consideration in this ESP proceeding (OCC App. at 38), OCC 
contends that the Order failed to address whether it was proper 
under the statute to collect carrying coste on the environmentd 
investment as the Commission merely accepted Staff's position 
(OCC App. at 38-39). OCC concludes that the prudence of flie 
environmental investment should be examined in a subsequent 
proceeding. 

(35) Further, lEU and OCC also daim that tfie Commission failed to 
calculate the carrying charges on the various types of specid 
financing available to finance envirorunental or pollution 
control asseta, including the cost of short-term debt, consistent 

In re Columbus Southem Power Company and Ohio Power Company, Case No. 07-63-El̂ UNC, Opinion and 
Order (October 3,2007) (U7-63 Case). 
In re Columhus Southem Power Company and Ohio Power Company, Case Nos. 07-1132-EL-UNC, 07-1191-
EL-UNC and 07-1278-EL-UNC(RSP4Percent Cases). 
OCC and the Sierra Qub-Ohio Ctiapter joined together to file its brief in this matter and referred to 
themselves jointly as the Ohio Consumer and Environmental Advocates (OCEA). 
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with the Commission's rulings in other proceedings (lEU App. 
atl5;OCCApp.at46).5 

(36) AEP-Ohio argues that to comply with tiie requirementa of 
Section 4903.09, Revised Code, the Order must show, in 
sufficient detail, the facts in the record upon which the order is 
based, and the reasoning followed by the Commission in 
reaching ita conclusion^ Thus, AEP-Ohio condudes that as 
long as there is a basic rationde and record evidence supporting 
the Order, no violation of Section 4903.09, Revised Code, exista 
(Cos. Memo Contra at 8-9)7 

(37) Further, AEP-Ohio argues that OCC is mischaracferizing tiie 
Companies' request for environmental carrying costa pursuant 
to Section 4928.143(B)(2)(b), Revised Code. AEP-Ohio argues 
that its requesta for environmental carrying coste incurred 
during the ESP period are based on the broader Ismguage of 
Section 4928,143(B)(2), Revised Code. AEP-Ohio notes that 
Section 4928.143(B)(2), Revised Code, states tfiat a company's 
ESP may provide for or indude, without limitation, any of the 
provisions itemized in paragraphs (a) through (i) of Section 
4928.143(B)(2), Revised Code (Cos. Memo Contra at 45-46). 

(38) The Commission affirms ite decision to permit AEP-Ohio to 
recover the carrying coste to be incurred affer January 1, 2009, 
on environmental investmente made prior to 2008. The 
Commission interprete Section 4928.143(B)(2), Revised Code, 
like the Companies, to permit AEP-Ohio to include as a part of 
ite ESP the carrying costs on environmentd investmente that are 
incurred January 1, 2009, through December 31, 2011, the ESP 
period. The carrying coste on the environmental investmente 
fall within the ESP period and, therefore, may be induded in the 
ESP pursuant to the broad language of Section 4928.143(B)(2), 
Revised Code, pennitting recovery for unenumerated expenses. 

See In the Matter of the Application of Columbus Southern Power Company and Ohio Power Company to Adjust 
Each Company's Transmission Cost Recooery Rider, Case No. 08-1202-EL-UNQ Finding and Order at 4 
(December 17,2008); In ihe Matter of the ApplicaUon ofTheDayton Power and Light Company for Authority to 
Modify i ts Accounting Procedure for Certain Storm-Related Services Restoration Costs, Case No. 08-1332-EL-
AAM, Finding and Order at 1 Qsamaiy 14,2009). 
Indus. Energy Users-Ohio v. Public UtU. Comm. (2008), 117 Ohio St3d 486, 493, quoting MCl 
Telecommunications Corp. v. Pub. Util. Comm. (1987), 32 Ohio StSd 306,312. 
Tongren v. Pub. UUl Comm. (1999), 85 Ohio St.3d 87,90. 
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As noted in tiie Order, approvd of the continuing 
environmentd carrying costs is consistent with the 
Commission's decisions in the 07-63 and the RSP 4 percent 
cases. Given our prior orders, we find that indusion of these 
expenses is reasonable. lEU and OCC have not raised any new 
claims that the Commission have not previously considered 
regarding the carrying coste on AEP-Ohio's envirorunental 
investments. Accordingly, lEU's and OCC's requesta for 
rehearing on this issue are denied. 

C, Annual NQÎ FAC Increases 

(39) AEP-Ohio asserta that the Commission's rejection of the 
proposed automatic annual increases to the non-FAC portion of 
the generation rates is unlawful and unreasonable (Cos. App. at 
14-17). AEP-Ohio claims that the proposed aimud increases of 
3 percent for CSP and 7 percent for OP were intended to recover 
costa during the ESP period associated with environmentd 
investmente made during that period, as wdl as cost increases 
rdated to unanticipated, non-mandated, generation-related cost 
increases (Id. at 14). AEP-Ohio notes that, although the Order 
adopted Staffs proposal regarding recovery of carrying charges 
on new environmentd investmente, the Commission's failure to 
adopt any automatic, annud increases was uru:easonable and 
unlawful pursuant to Section 4928,143(B)(2)(e), Revised Code 
(Id. at 15), The Companies spedficdly request that the 
Ck^mmission authorize the 3 and 7 percent automatic, annud 
increases, offset by whatever revenue increase is granted in 
relation to the recovery of carrying costa related to new 
environmentd Investment (Id. at 15-16). At one point, however, 
AEP-Ohio seems to be arguing that the Cbmmission should 
adopt any automatic, annud increases, regardless as to whetiier 
it is the amount of increases proposed by AEP-Ohio or the 
amount recommended by Staff (Id. at 15). 

(40) As noted by lEU and OCC, the Companies do not raise any new 
argumenta with regard to allowing automatic, annual increases 
(lEU Memo Contra at 9-10; OCC Memo Contra at 10). Just as 
we concluded in the Order, the Companies have failed to 
sufficiently support the inclusion of such automatic uicreases, 
and the record is void of any justification for the increases. 
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AEP-Ohio has raised no new argumenta, and thus, its request 
for rehearing on this ground is denied. 

(41) With regard to tiie recovery of carrying charges on new 
environmentd investmente, AEP-Ohio questions the timing of 
when it may sedc recovery of the carrying coste associated with 
the new investmente made during the ESP (Cos. App. at 16). 

(42) In our Order, we adopted Staff's approach regarding the 
recovery of ihe carrying costa for environmentd investmente 
made during the ESP period, and found that the Companies 
could request, through an annud filing, recovery, of carrying 
costs after the investinente have been made to reflect actud 
expenditures (Order at 29-30). The Commission cited Staffs 
example, which envisioned an application in 2010 for recovery 
of 2009 actual environmental investment coste and annually 
thereafter for each succeeding year to reflect the actual 
expenditures (Id., citing Tr. Vol. XII at 132; Staff Ex. 10 at 7). To 
clarify, we conclude that Staffs approach, requiring an 
application to request recovery of actual environmentd 
investment expenditures after those expenditures have been 
incurred, is reasonabl e. 

II. DISTRIBUTION 

A- Annud Distribution Increases 

(43) The Companies proposed two plans, an Enhanced Service 
Reliability Plan (ESRP) and gridSMART, to support initiatives 
to improve AEP-Ohio's distribution system and service to its 
customers. The Companies requested annud distribution rate 
increases of 7 percent for CSP and 6.5 percent for OP to 
implement the two plans. In the Order, the Commission 
considered the two plans separately and found that tfie annual 
distribution rate increases were unnecessary in light of the 
Commission's findings on the ESRP and gridSMART plans, and 
consequently eliminated the annual distribution rate increases 
from the ESP (Order at 30-38). 

(44) Kroger maintains that the Commission properly rejected AEP­
Ohio's annual distribution rate increases (Kroger Memo Contra 
at 7). 
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1. ESRP 

(45) AEP-Ohio asserte that the Commission's deferment of certain 
aspects of ite ESRP to a distribution rate case where all 
componente of distribution rates would be subject to review is 
unreasonable and unlawful in violation of Section 
4928.143(B)(2)(h), Revised Code (Cos. App. at 27). AEP-Ohio 
posite that the Commission's conclusion conflicte with the 
express provisions of SB 221, which permit single-issue 
ratemaking proposds for distribution infrastructure and 
modernization initiatives within ESP proposals (Id. at 27-28), 
AEPOhio further claims that it "merely sought incremental 
funding to support an incrementd.level of reliability activities 
designed to maintain and enhance service reliability levds" (Id. 
at 27), 

(46) AEP-Ohio argues that the Commission erred by failing to find 
that three of the four ESRP initiatives met tfie statutory 
requirementa of Section 4928.143(B)(2)(h), Revised Code (Id. at 
28). While AEP-Ohio commends the Commission on ite finding 
that the enhanced vegetation management program did meet 
the statutory requirementa, it believes that the Commission 
should have reached similar condusions on the other ESRP 
programs (Id.). 

(47) Conversely, Kroger and OPAE contend that the Commission 
lawfully and reasonably deferred the dedsion to implement dl 
but one of the ESRP initiatives to a distribution rate case (Kroger 
Memo Contra at 7-8; OPAE Memo Contra at 5). Kroger explains 
that, while Section 4928.143(B)(2)(h), Revised Code, allows an 
ESP to indude provisions regarding single-issue ratemaking, it 
does not mandate that the Commission approve sudi 
provisions, and it especially does not require the Commission to 
authorize dl distribution proposals included in an ESP (Id.). 

(48) OCC opines that, although it agrees with the decision to defer 
ruling on the three ESRP initiatives, it bdieves that tfie 
Companies failed to meet their burden of proof in 
demonstrating that the vegetation management program 
complies with Ohio law and is in the public interest (OCC App. 
at 57-59). CXC dso disputes the Commission's application of 
Section 4928.143(B)(2)(h), Revised Code, and stat^ that ttie 
Commission erred in finding that the vegetation management 
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initiatives met the statutory requirementa. OCC also submite 
that the Commission erred when it characterized the proposed 
vegetation initiative as "cycle-based" (OCC App. at 61). 

(49) Moreover, OCC alleges that the Commission acted unlawfully 
when it approved an ESRP rider without specifying an 
identified amount and without recdving testimony on the need 
for the riders (Id. at 55). 

(50) As stated in the Order, the Commission recognizes that Section 
4928.143(B)(2)(h), Revised Code, authorizes the Companies to 
include in ite proposed ESP provisions regarding single-issue 
ratemaking for distribution infrastructure and modernization 
incentives. However, the statote dso dictate what the 
Commission must do as part of ite determination as to whether 
to allow an ESP to include such provisions. Section 
4928.143(B)(2)(h), Revised Code, states, in pertinent part: 

As part of its determination as to whether to allow in an 
dectric distribution utility's electric security plan 
inclusion of any provision described in division (B)(2)(h) 
of this section, the commission shall examine the 
reliability of the dectric distribution utility's 
distribution system and ensure that customers' and the 
dectric distribution utility's expectations are aligned 
and that the dectric distribution utility is placing 
sufficient emphasis on and dedicating sufficient 
resources to the reliability of its distribution system. 

Section 4928.143(B)(2)(h), Revised Code (emphasis added). 

The Commission examined the four initiatives included as part 
of the Companies' ESRP and determined that only one, the 
enhanced vegetation initiative, met these criteria. Contrary to 
AEP-Ohio's assertiorv^ the Commission did consider and 
evduate each initiative and found that the enhanced vegetation 
initiative was the only initiative that was supported by the 
record in this proceeding (see Order at 30-32). The Commission 
concluded that, at the time of the Order, the record did not 

Cos. App. at 30. 
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contain sufficient evidence to support the other three initiatives 
and, thus, the Commission declined to implement the programs 
within the context of the ESP; however, the Commission stated 
that it would consider the initiatives further in the context of a 
distribution rate case. 

(51) The Commission continues to believe that the appropriate 
vehicle to review, consider, and make a determination on the 
remaining initiatives, as well as the recovery of any costs 
associated with those initiatives, is tiirough a distribution base 
rate case. Accordingly, AEP-Ohio's request for rehearing on 
this issue is denied. 

(52) The Commission agrees with OCC with regard to the three 
initiatives referenced above. The Commission did not bdieve 
that the record supported the need for those prc^rams and, 
thus, the Commission declined to indude those programs in the 
ESRP, and declined to indude any recovery for such programs 
in the ESRP rider. The Commission disagrees, however, that 
the record was void of any evidence regarding tiie vegetation 
management program and coste assodated therewith. Severd 
individuals, induding an OCC witness, testified on the 
proposed plan, as well as the Companies' current practices (Cos. 
Ex. 11; OCC Ex. 13; Staff Ex. 2; Tr. Vol. VH 64-65, 84, 87-88; Tr. 
Vol. VIII at 60-62). Testimony was also heard on the 
expenditures associated with the proposed vegetation initiative 
and the recovery of those coste (Staff Ex. 2 at 9-13). The 
Commission created the ESRP Rider as a mechanism to recover 
the actod coste incurred so that the expenditures could be 
tracked, reviewed to determine that they were prudent and 
incremental to costa induded in base rates, and reconciled 
armually. As fully discussed in the Order at pages 30-34, the 
Commission finds that the Compani^ did meet their burden of 
proof to demonstrate that the vegetation management program, 
with Staffs additiond recommendations, was reasonable, in the 
public interest, and in compliance witfi the statutory 
requirementa. OCC raises no new argumenta on rehearing and, 
therefore, rehearing on this ground is denied. 

(53) AEP-Ohio seeks clarification on the additional Staff 
recommendations that the Commission approved as part of the 
enhanced vegetation initiative (Cos. App. at 34). 
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(pi) The Commission foimd that the enhanced vegetation initiative, 
with Staffs additiond recommendations, was a reasonaHe 
program that will advance the state policy. The Commission 
emphasized the importance of a balanced approach that not 
only reacts to problems that occur, but that dso maintains the 
overall system. To achieve this goal, the Commission fully 
expects the Companies to work with Staff to strike the correct 
balance within the cost level established by our Order, which is 
based on the Companies' proposed ESRP program. 

(55) AEP-Ohio also seeks clarification on the find paragraph in the 
Order that discusses cost recovery associated with the three 
remaining initiatives proposed through the ESRF (Cos. App. at 
32). 

(56) The Commission further clarifies that the language regarding 
cost recovery and the inclusion of costa associated with the 
remaining initiatives in the ESRP rider is permissive and 
conditioned on subsequent Commission approvd for including 
such costs. Specifically, the Commission stated; ''If the 
Commission, in a subsequent proceeding, determines that tfie 
programs regarding the remaining initiatives should be 
implemented, and thus, the associated costa should be 
recovered, those coste may, at that time, be included in tiie ESRP 
rider for future recovery, subject to reconciliation as discussed 
above" (Order at 34 (emphasis added)). 

2. GridSMART 

{57} The Order recognized that federd matching funds under the 
American Recovery and Reinvestment Act of 2009 (ARR Act) 
are available for the instdlation of gridSMART Phase I and 
directed AEP-Ohio to make the necessary filing to request the 
federal funds. Given the availability of federal funds, the 
Commission reduced the Companies' request for gridSMART 
Phase I from $109 million (over the term of the ESP) by half to 
$54.5 million for tiie term of the ESP. Furtiier, the Order 
established the gridSMART rider for 2009 at $33.6 milUon based 
on projected expenses, subject to an annual true-up and 
reconciliation of CSP's prudentiy incurred coste. 
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(58) In ita application for rehearing, AEP-Ohio notes that CSP 
developed an incrementd revenue requirement for gridSMART 
Phase I of approximatdy $64 million during the ESP term (Cos. 
Ex. 1 DMR-4) and, therefore, CSFs compliance tariffs reflect, 
consistent with the intent of the Order, half of the incremental 
revenue requirement. According fo AEP-Ohio, as reflected in 
the Companies' compliance tariff filing, the initial gridSMART 
rider rate is designed to recover approximately $32 million or 
half of the gridSMART Phase I incrementd revenue 
requirement (Cos. App. at 35, n.l3). 

(59) However, AEP-Ohio argues that the Commission's discussion 
of the ARR Act and the likdihood of AEP-Ohio obtaining such 
funds are beyond the scope of the record. Further, AEP-Ohio 
asserte that the details for federd funding of smart grid projects 
have not been fully developed. The Companies argue that, to 
the extent that the Order conclusively presumes that AEP-Ohio 
win secure federd matching funds for each dollar invested by 
the Companies and their customers, tfie Order is unreasonable 
and unlawful. AEP-Ohio states that the Commission's decision 
as to gridSMART places CSP in an unfunded mandate situation 
to the extent tiiat C ^ recdves less than 50 percent for its 
gridSMART project or tfie U.S, Department of Energy institutes 
a cap of $20 rriillion on each gridSMART project. For this 
reason, AEP-Ohio requests that the Commission clarify that it 
intends to fully fund the gridSMART Phase I project through 
rates. Otherwise, AEP-Ohio reasons that the Commission lacks 
the authority to order enhancement programs without recovery 
for the utility as to improvements ordered. Forest Hills Utility 
Co, V. Pub. UHl Comm. (1972), 31 Ohio St2d 46, 57 (Cos. App. at 
35-37). 

(60) OCC contends that AEP-Ohio's assertion that the directive to 
proceed with gridSMART Phase I without commensurate rate* 
relief contradicts Forest Hills and will be subject to reversal by 
the Supreme Court of Ohio is inappropriate at this time and 
unfounded. OCC reminds the Companies that, pursuant to tiie 
Order, the Initid rider is established to provide AEP-Ohio $33.6 
million for ita 2009 gridSMART expenditures. Accordingly, 
OCC states that AEP-Ohio has not been denied funding and 
there has been no determination that AEP-Ohio's prudentiy 
incurred gridSMART coste will not be fully covered in the 
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future. Thus, OCC reasons that the Companies' claim of an 
unfunded mandate situation is premature^ and the request for 
rehearing should be denied (OCC Memo Contra at 23-25). 

(61) First, the Commission acknowledges that the Order 
inadvertentiy based the gridSMART component of the 
Companies' ESP on $109 million, which is the totd projected 
investment coste, including operations and maintenance 
expenses, for the Companies' proposed gridSMART Phase I 
project. As the Companies explain, CSFs ESP application 
induded a request for the incremental revenue requirement for 
gridSMART during the ESP of approximatdy $64 million (Cos. 
Ex. 1 DMR-4). As recognized by AEP-Ohio and implemented ui 
its tariff filing^ it was our intent to approve recovery of half of 
the gridSMART Phase I incremental revuene requirement, $32 
million. Accordii^y, rehearing is granted to correct this error 
in our Order. 

(62) Next, the situation before the Supreme Court in Forest Hills, is 
factually different from the situation for CSP as to gridSMART 
Phase I. In Forest Hills, the court hdd that the utility had not 
been awarded funding to adequately maintain utility service 
much less the iron removal equipment and water storage tanks 
ordered by the Commissian. In this instance, the initid 
gridSMART rider is set at $32 million for 2009 projected 
expenses, subject to annual true-up and reconciliation based on 
CSFs prudently incurred costs and application for federal 
funding. Based on the information presented at Cos, Ex. 1 
DMR-4, $32 million represente sufficient revenues for CSP to 
commence its gridSMART program. As noted in the Order, the 
Commission wishes to encourage the expedient implementation 
of gridSMART. However, the Comnussion will not let the 
desire for the expedient implementation of gridSMART cloud 
the financial soundness of the costs to ultimatdy be incurred by 
Ohio's ratepayers. Consistent with oiu: decision to approve the 
gridSMART Phase I project, we clarify that, once CSP properly 
applies for and otherwise meete ita obligations to receive federd 
funds to offset the total coste of gridSMART Phase 1, the 
Commission will review ite gridSMART Phase I expenditures 
and, once the Commission concludes that such expenditures 
were prudentfy incurred by CSP, the Commission intends to 
approve recovery of CSFs gridSMART Phase I coste. 
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(63) lEU, OCC, and OPAE argue that the Order approved, in part, 
the Companies' request for gridSMART without addressing the 
intervenors' argumenta that the gridSMART proposd was not 
cost-effective as required by Sections 492S.02(D) and 4928.64(E), 
Revised Code (lEU App. at 22,39-40; OPAE Memo Contra at 6; 
OCC App. at 49-51). According to OCC, because AEP-Ohio 
failed to present a detailed cost/benefit andysis of gridSMART 
Phase I, the full deployment of costs of gridSMART, a risk 
sharing plan between ratepayers and shareholders, or the 
expected operational savings associated with the 
implementation of gridSMART, AEP-Ohio failed to meet ite 
burden of proof that gridSMART is cost-effective (OCC App. at 
49-51). OCC also argues that AEP-Ohio failed to present any 
evidence that gridSMART will benefit AEP-Ohio customers or 
society (OCC App. at 51-52). lEU and OCC argue tfiat the 
Order fails to set forth the Commission's reasoning for ita 
approval of the Companies' gridSMART proposd fJEU App. at 
22, 39-40; OCC App, at 48-49). Furtfier, OCC argues tfiat the 
Order does not include in the findings of fact or condusions of 
law any support for the Commission's adoption of gridSMART 
Phase I, in violation of Section 4903.09, Revised Code (OCC 
App. at 4849). lEU argues tiiat the Commission's approvd of 
these aspecta of the ESP can not be reconciled with tfie god of 
keeping rate increases "as dose to zero as possible" (lEU App. 
at 22, 39-40). For these reasons, lEU and CXTC argue that the 
Order is unreasonable and unlawful. 

(64) Regarding lEU's and OCC's dauns that the Order fails to 
comply with Section 4903.09, Revised Code, AEP-Ohio retorte 
that lEU's and CX^C's disagreement with the Commission's 
decision is not equivalent to a violation of Section 4903.09, 
Revised Code. The Ci)mpanies note that the Order specifically 
recognized the features and benefite of proposed gridSMART 
Phase I, based on the record. Accordingly, AEP-Ohio argues 
that the Order presents the Commission's basic rationale and 
record support for gridSMART Phase I and, therefore, tiie Order 
meets the requirementa of Section 4903.09, Revised Code (Cos. 
Memo Contra at 25-27). 

(65) As to OCCs and lEU's daims tfiat gridSMART has not been 
shown to be cost-effective in accordance witfi Sections 
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4928.02P) and 4928.64(E), Revised Code, AEP-Ohio answers 
that these code provisions are policy argumenta that are not 
binding on the Commission and, therefore, the argumenta of 
OCC and lEU on the basis of Sections 4928.04(E) and 4928.64(E), 
Revised Code, are misguided. The Companies note that several 
statotes of the Ohio Revised Code promote the deplojrment of 
advanced metering infrastructure (AMI). Notably, AEP-Ohio 
pointa out that Section 4928.02(D), Revised Code, encourages 
the deployment of AMI as an example of cost-effective, 
demand-side, retail dectric service; that Section 4905.31(E), 
Revised Code, in the context of an ESP, creates a specific cost 
recovery mechanism opportunity for the deployment of 
advanced meters; and that the General Assembly induded a 
long-term energy delivery infrastructure modernization plan as 
an item that can be induded in an ESP under Section 
4928.143(B)(2)(h), Revised Code. Based on the potential of 
gridSMART technologies to significantiy enhance custoniiers' 
energy management capabilities, AEP-Ohio reasons that the 
legislators mandated the requirements in Sectton 4928.66, 
Revised Code, for energy effidency and peak demand 
reductions (Cos. Memo Contra at 27-29). The Companies argue 
that, while OCC and lEU focus exdusivdy on one aspect of the 
stated policy, cost-effectiveness, the Commission has a 
responsibility to consider dl of the policies presented in Section 
4928.02, Revised Code. Cost-effective, as ddined by AEP-Ohio, 
does not mean that a network component (or group of 
componenta like gridSMART) pays for itsdf but, rather that it is 
a reasonable and prudent approach to deploying needed 
functionalities and features. (Cos. Memo Contra at 27). 

(66) In the Order, the Commission summarized the key componente 
of CSFs gridSMART proposd and emphasized ite support of 
smart grid technologies. The Commission noted the potential 
for a well-designed smart grid system to provide customers and 
the electric utility long-term benefite, induding decreasing the 
scope and duration of dectric outages, improvemente in dectric 
service reliability, and the ability to provide customers the 
opportunity to better manage their energy consumption and 
reduce their energy costs (Order at 34-35,37). 

The Commission's endorsement of gridSmart Phase I is based on 
the projects' ability to drive a broad range of potential economic 
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benefita both to consumers and the utiKtira. While consumers 
are given the capabilities to reduce their bills, utilities earn the 
capability to manage tiieir systems. 

For customers, the ability to have real-time price information and 
the ability to respond to such prices means that they may 
develop consumption patterns that both save them dollars while 
hdping the utilities shave their peaks. This price-responsive 
demand not only reduces the need for high-cost generation 
capacity, but also reduces the need to continually expand the 
costiy transmission and distribution componente. The essence of 
this project is an infrastructure that embraces the following 
elemente; advanced metering, dynamic pricing, information 
feedback to consumers, automation hardware, education, and 
energy efficiency programs. If executed appropriatdy, 
customers will recdve the benefite of demand reduction across 
all seasons. 

From the utility infrastructore side, gridSmart may lead to 
much-needed improvemente in reliability. In the digital world 
that presentiy exista, and in the technology-driven world into 
which we are moving, the demand for precise and reliable 
power delivery systems is imperative. As we move forward, 
there will be new demands placed upon the grid to 
accommodate variable and Intermittent inputa, sudi as the 
various forms of dtemative energy generators. One can hardly 
imagine what the technologies of the futore will bring us; we 
understand, however, that they must be adaptable to our needs. 
This is the essaice of the smart grid. 

(67) Further, the statute referenced by AEP-Ohio in its 
memorandum contra indicate the legislatore's endorsement of 
AMI. Furthermore, to the extent that SB 221 encourages the 
deployment of AMI and clarifies the legislature's policy 
directives at Section 4928.02, Revised Code, and in light of the 
Commission's desire to implement infrastructure and 
technological advancemente to enhance service efficiencies and 
improve dectric usage, the Commission modified and adopted 
the Companies' gridSMART proposal. The Commission 
specifically direct^ AEP-Ohio to pursue federd funds, in an 
effort to reduce the gridSMART Phase I cost that could be 
passed on to Ohio ratepayers. We dso, as suggested by Staff, 
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implemented a rider as opposed to the automatic increase 
proposed by the Companies. In keeping with the enundafed 
state policies for reasonable electric rates and the requirementa 
of SB 221 that encourage the implementation of AMI, the 
Commission approved the adoption of a gridSMART rider. Our 
Order requires separate accoimting for gridSMART, an 
opportunity for the gridSMART plan to be reviewed and 
updated annually and an opportunity for the Commission to 
review the gridSMART expenditures to ensure that they were 
prudentfy made prior to the Companies' recovery of any 
gridSMART coste. 

For these reasons, the Commission concludes that the adopted 
gridSMART component of AEP-Ohio's ESP best meefe tiie 
requirementa of SB 221, and meete the Commission's, obligation 
to the citizens of Ohio to encourage the implementation of AMI 
and ensure the availability of adequate, reliable, safe, efficient 
and reasonably priced electric service. As noted in the Order, 
we believe it is important that electric utilities take the necessary 
steps "to explore and implement technologies such as AMI that 
will potentially provide long-tenn benefita to customers and the 
electric utility." Thus, the Commisdon denies lEU's, OCC's, 
and OPAE's applications for rehearing as to the gridSMART 
component of the Companies' ordered ESP, 

Because of the compelling need to dter the paradigm that has 
traditionally governed the relationship between the customer 
and the utOity, we are ordering AEP to implement no later than 
June 30, 2010 a transition to an integrated smart grid witfiin ita 
Phase I project area. The god should be to maximize benefita to 
consumers consistent with the aforementioned objectives. 

B. Riders 

1. Provider of Last Resort (POLR;) Rider 

(68) OCC and Kroger dlege tfiat the Commission's approvd of the 
POLR charge to allow AEP-Ohio to collect 90 percent of the 
revenues that AEP-Ohio proposed in its POLR rider was 
unreasonable and unlawful given that the charge was calculated 
incorrectiy and was established unreasonably high (OCC App. 
at 29-34; Kroger App. at 3-6). Kroger submite that reducing the 
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requested POLR amount by 10 percent to account for the 
reduction in risk by requiring shopping customers to pay 
market rates if they retum to the Comparues is insufficient. 
Kroger agrees that the POLR risk is reduced if retuming 
customers are required to pay market prices, but Kroger 
believes that the reduction in tfie POLR risk to the Companies is 
greater tfian 10 percent (Kroger App. at 4-5). Kroger also 
opposes the use of the Black-Scholes model to cdculate the 
amount of the POLR risk, stating that the Black-Scholes model 
exaggerates the Companies' POLR risk (Id.). 

(69) OHA and OMA raise similar argumenta, adding that the limited 
shopping that has occurred and the unlikelihood that it will 
occur in the future further reduces AEP-Ohio's risk and the 
need to compensate for that risk (OHA App. at 6-8; OMA App. 
at 5-6). 

(70) OEG states that the Commission properiy fotmd that the POLR 
rider should be avoidable for those customers who shop and 
agree to retom at a market price; however, OEG believes that 
the Commission did not go far enough. OEG requesta that the 
Commission grant rehearing to allow the POLR rider to be 
avoidable by those customers who agree not to shop during tfie 
ESP through a legally binding commitment (OEG App. at 6). 

(71) OCC further contends that the Commission's actions 
authorizing the collection of POLR charge revenues for January 
through March 2009 at the higher rates authorized by the (Drder, 
even though the new SSO rates were not in effect at that time, 
and customers were dready paying a POLR charge, violated 
Section 4905.22, Revised Code, and case precedent (CXX! App. 
at 34-36). 

(72) Additionally, OCC alleges that the Commission violated Section 
4928.20(f)/ Revised Code, when it required residential customers 
of governmental aggregators to pay a stand-by diarge. OCC 
explains that the statute permita govemmentd aggregators to 
dect not to receive standby service on behalf of tfieir residential 
customers, in exchange for decting to pay the market price for 
power if the residentid customers retum to the electric utility 
(OCC App. at 36-37). 
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(73) AEP-Ohio disagrees with the mtervenors and argues that the 
POLR rider approved by the Commission was lawful and 
reasonable (Cos. Memo Contra at 3-8). AEP-Ohio asserte that 
the parties are raising issues that were fully litigated hi the 
proceeding and have not raised any new argumenta and thus 
the grounds for rehearing on the POLR-related issues should be 
denied. 

(74) AEP-Ohio also explains that OCC mispercdves the risk 
associated with the POLR obligation and argues that, as with 
other rate componente that are part of the ESP, there is no 
double-recovery (Cos. Memo Qjntra at 24), Rather, the 
Companies' increased all charges embedded in the ESP, 
including the POLR charge, to reflect the 2009 revenue levds 
authorized by the Commission, and then offset tfie revenues 
that had been collected dready in the first quarter (Id,). 

(75) First, as explained by AEP and recognized ty otfiers,̂  we 
explidtiy stated in our Order that customers in governmental 
aggregation programs and those who switeh to an individual 
CRES provider can avoid paymg the POLR charge if the 
customers agree to pay tfie market price upon retom to the 
electric utility after taking service from a CRES provider (see 
Order at 40). As such, OCCs request for rehearing on this 
matter is denied. 

(76) With regard to the amount of the POLR charge, the Commission 
carefully considered dl of the arguments, testimony, and 
evidence in the proceeding and determined that the Companies 
should be compensated for the cost of carrying tfie risk 
associated witfi being the POLR provider, including the 
migration risk. Based on the evidence presented, the 
Commission adopted the Companies' witness' testimony who 
quantified that risk at 90 percent of the estimated POLR coste, 
using the Black-Scholes model (see Tr. VoL XIV at 204-205; Cos, 
Ex. 2-E at 15-16; Cos. Ex. 1, Exhibit DMR-5). The partira have 
not raised any new issues for the Commission's consideration. 
Therefore, we deny rehearing regarding the various POLR 
issues that have been raised. 

See Cos. Memo Contra at 2-3; OEG App. at 6. 
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(77) As for the argument of double-recovery of POLR charges or 
retroactive ratemaking, the Commission finds that tfiis 
argument is comparable to OCCs argumenta concerning all of 
the ESP charges and finds similarly. As discussed in 
subsequent section III.C (Effective Date of the ESP), our Order 
authorized the Companies' to increase all charges embedded in 
the ESP, including the POLR charge, to reflect the 2009 revenue 
levels approved by the Commission. However, our Order also 
directed the Companies to offset any revenues that had been 
collected from customers in the first quarter to specifically 
prevent any double recovery. As such, rehearing on tfiis issue is 
also denied. 

2. Energy Efficiency, Peak Demand Reductioru Demand 
Response, and Interruptible Capabilities 

(a) Baselines and Benchmarks 

(78) The Companies proposed that the load of the former 
Monongahela Power Company's (MonPower) customers be 
excluded from the cdculation of CSFs EE baseline to be 
established pursuant to Sections 4928.64 and 4928.66, Revised 
Code.it' In the Order, the Commission conduded that the 
MonPower customer load shall t>e induded in the Companies' 
EE baseline because the MonPower load was not a load that 
CSP served and would have lost but for some action by CSP 
(Order at 43). 

(79) AEP-Ohio requesta rehearing on this aspect of the Order. AEP­
Ohio, in ita sixth assignment of error, argues that the Order 
erroneously failed to address the Companies' demonstration 
that the record in the MonPower Transfer Case reflected the 
Commission's concerns for MonPower's customers if they ware 
not served under a rate stabilization plan (RSP). CSP notes that 
Staff witness Scheck acknowledged that MonPower customers 
were facing electricity prices directly based on wholesde 
market prices that far exceeded the level of retail prices offered 
by MonPower (Tr. Vol VII at 201-202). CSP reminds the 
Commission that, in this proceeding, Staff recognized tfiat there 

'0 In the Matter of the Transfer of Monongahela Power Company's Certified Territory in Ohio to the Cohmibus 
Southem Power Company, Case No. 05-765-EmNC, Opinion and Order (November 9,2005) (MonPower 
Traiisfer Case). 



08-917-EL-SSO, etd. -28-

were important "economic devdopment" issues in the 
MonPower Transfer Case (Cos. Ex. 2A at 48). Further, CSP 
notes that, m the MonPower Transfer Case, tfie Commission 
conduded that "economic benefita will inure to all dtizens and 
businesses in both regions by helping to sustain econonwc 
development in southeastern Ohio."^^ The Companies argue 
that it is not fate or reasonable for the Commission to now take 
such a narrow and technical view of economic devdopment and 
request that the Commission exclude the MonPower load from 
the EE baseline. In the alternative, CSP requests that, should the 
Commission affirm its decision that the MonPower load was not 
economic devdopment, the EE and PDR baselines be adjusted 
to ensure that the compliance measurement is not unduly 
influenced by other factors beyond CSFs control as requested in 
the Companies' Brief (See Cos. Br. at 103; Cos. App. at 17-20). 

(80) The Commission affirms ite decision to uidude the former 
MonPower customer load in the calculation of CSFs EE 
baseline to be established pursuant to Sections 4928.64 and 
4928.66, Revised Code. While the Commission appreciates that 
CSP entered into an agreement to serve the former service 
territory of MonPower, as discussed in the Order, the transfer of 
such customer load was not economic development given that it 
was not a load CSP served and would have otherwise lost but 
for some action by CSP. We acknowledge that pursuant to 
Section 4928.66(A)(2)(b), Revised Code, the Commission may 
amend an dectric utility's EE and PDR benchmarks ii the 
Commission determines that an amendment is necessary 
because the dectric utility cannot reasonably achieve the 
benchmarks due to regulatory, economic, or technological 
reasons beyond ite reasonable control. We also acknowledge 
that Section 4928.66(A)(2)(c), Revised Code, requires the 
baseline to be normdized for certain changes including 
appropriate factors to ensure that the compliance measurement 
is not unduly influenced by factors outeide the control of the 
electric utility. The Commission will consider such request for 

• adjustments to the baseline by AEP-Ohio and other electric 
utility companies when appropriate. 

11 MonPower Transfer Case, Opinion and Order at 11. 
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(b) Interruptible Capadty 

(81) As a part of the ESP, the Companies' requested that their 
interruptible service load be counted towards their PDR 
requirements to comply with Section 4928.66(A)(2)(b), Revised 
Code. The Companies also proposed to increase the limit of 
OFs Interruptible Power-Discretionary Schedule (Schedule IRP-
D) to 450 Megawatta (MW) from the current limit of 256 MW 
and to modify CSP's Emergency Curtailable Service (ECS) and 
Price Curtailable Service (PCS) to make the services more 
attractive to customers. The Companies request that the 
Commission recognize the Companies' ability to curtail 
customer usage as part oi the PDR compliance (Cos. Ex. 1 at 5-
6). 

(82) In the Order, the Commission agreed with Staff and OCEA that 
interruptible load should not be counted in the Companies' 
determination of ite EE/PDR compliance requirementa unless 
and imtil the load is actually interrupted. lEU argues that the 
Coimnission failed to present sufficient reasoning to support 
this position. lEU states that the Commission's reliance on the 
testimony of Staff and (X^EA's disctxssion of the issue is limited 
(IEUApp.at51). 

(83) As noted ih the Order, OCEA argued that counting interruptible 
load is contrary to the objectives of SB 221 and, because the 
customer controls part oi the load when non-mandatory 
reductions are requested, interruptible load should not be 
counted (Order at 46). lEU proffers that OCEA's argumenta are 
contrary to the record evidence and common sense (TEU App. at 
51). The Companies and lEU reason that Section 
4928.66(A)(1)(b), Revised Code, dictates tfiat tfie peak demand 
reduction programs merdy be "designed to achieve" a 
reduction in peak demand (Cos. App. at 21; lEU App. at 52). 
The applicants for rehearing note that Staff witness Scheck 
acknowledged that "designed to achieve" is fundamentally 
different from a requirement to "achieve" as is required in 
Section 4928.66(A)(1)(a), Revised Code, regarding EE programs 
(Cos. App. at 21; lEU App. at 52). lEU agrees with tiie 
Companies' argumenta on brief tfiat interruptible service 
arrangemente provide an on-system capability to satisfy 
rdiability and efficiency objectives as part of a larger planning 
process (Cos. Brief at 112-115), and dtes the regional 
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transmission organizations (RTO) programs as an example (BBU 
App, at 52). The Companies contend that, unlike unused 
energy savings capabilities, PDR programs create a capability to 
reduce peak demand that can eitiier be exercised or reserved for 
future use as needed and, if the PDR resource or capability is 
not needed for operational reasons or because weather is mild, 
PDR capability is fully reserved" for future use without depletion 
or diminishing ite value as a resource (Cos, App. at 22). lEU 
also contends that an interruptible custcttner's buy-through of a 
non-mandatory interruptible event is not a re^on to reject it as 
a part of an electric utility PDR program under Section 
4928.66(A)(2)(c), Revised Code, and the Commission should 
reverse its decision. lEU states that excluding interruptible 
capacity will require the Companies to offer a program inferior 
to the programs available from the RTO (lEU App. at 52-53). 
Findly, AEP-Ohio emphasizes, as noted in the Companies' 
brief, that the Commission's Integrated Resource Plan (IRP) 
rules, as proposed by Staff, define "native load" of a system to 
mean the intemd load minus interruptible loads at Rule 4901:5-
5'̂ 1(R), O.A.C.̂ 2 (Cos. Br. at 115; Cos. App. at 22-23). Thus, tiie 
applicanfe for rehearing reason that induding intermptible load 
as a part of the Companies' EE/PDR compliance program is 
consistent vritfi the goals of SB 221. 

(84) OCC states that the Commission previously considered and 
rejected certain of the Companies' argumenta on this issue. In 
light of the fact that the Commission has previously given this 
issue due consideration and rejected the Companies' arguments, 
OCC argues that the Companies' application for rehearing of 
this issued should be denied (OCC Memo Contra at 22-23). 

(85) Upon further consideration of the issues raised, the Commission 
has determined tfiat it is more appropriate to address 
interruptible capadty issues in AEP-Ohio's PDR portfolio plan 
proceeding docketed at Case Nos. 09-578-EL-EEC and 09-579-
EL-EEC. 

2̂ See adopted Rule 4901:5-5-01(R), O.A.C., In the Matter of the Adoption of Rules for AliemaHve and Renewable 
Energy Technologies, Resources, and Climate Regulations, and Review cf Chapters 4901:5-1, 49Q15-3, 4901:5-5, 
and 4901:5-7 of the Ohio Administrativs Code, Pursuant to Section 4923,66, Revised Code, as Amended hy 
Amended SubsUtuf̂  Senate Bill No. 221, Case No. 08-S68-EL-ORD (Green Rules) (April 15,20D9). 
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(c) EE/PDR Rider 

(86) In ita fourth assignment of error, AEP-Ohio requesta, among 
other things, that the Commissian darify that the phase-in of 
the approved rate increase and deferral of totd bill increases 
over the established cap do not indude revenue increases 
associated with a distribution base rate case or the revenue 
associated with the energy efficiency and peak demand 
reduction cost recovery (EE/PDR) rider (Cos. App. at 13-14). 

(87) As discussed in findings (27) and (28) above in regard to tfie 
TCR, we darify that the percentage cap increase on total 
customer bills does not include the EE/PDR rider or futore 
distribution base rates established pursuant to a separate 
proceeding. 

3. Economic Devdopment Cost Recovery Rider 

(a) Shared recovery of forgone econo^c 
devdopment revenue 

(88) In its application for rehearing, OCC argues that the 
Commission Order is unreasonable to the extent that the Order 
fails to require the Companies to share a portion of the revenues 
foregone due to economic devdopment programs (OCC App. at 
39-41). OCC recogmzes ihat SecHon 4928.143(B)(2)(i), Revised 
Code, permita an electric utility to file an ESP witii provisions to 
unplement economic development programs and to request that 
program coste be recovered from, and allocated to, dl customer 
classes. OCC repeate the statementa made in its briefs and 
rejected by the Commission in the Order that it has been ihe 
Commission's long-standing policy to equdly divide the cost of 
the foregone revenue subsidies between the utility's 
shareholders and customers. OCC claims the Commission's 
ruling on this issue constitutes an unreasonable shift in 
established regulatory policy to the prejudice of AEP-Ohio's 
residential customers and a rejection of OCC's request to 
annually review each approved economic devdopment 
arrangement. OCC interprete the Order to foreclose any such 
annual review and, except for the Companies and the 
Comnussion, to bar any other parties an opportunity to review 
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economic development contracts initially and periodically 
thereafter (OCC App. at 39-41). 

(89) AEP-Ohio opposes OCCs request for rehearing on this matter. 
AEP-Ohio argues that, although OCC acknowledges that it is 
within the Commission's discretion to determine "the amount 
and allocation of the costs to be recovered" for foregone 
economic devdopment revenue, at the same time, OCC claims 
that revenue sharing is within the Commission's discretion. 
AEP-Ohio asserte that despite OCCs daim that revenue sharing 
is an established Commission policy, the practice is not reflected 
in any of ita special arrangements prior to the implementation of 
SB 221. The Companies proffer that, to the extent the dleged 
change in policy requires a reason, in SB 221, the Generd 
Assembly explidtiy induded recovery of foregone revenue as a 
part of economic devdopment contracts in tfie amendments to 
Section 4905.31(E), Revised Code (Cos. Memo Contra at 36-37). 

(90) The Commission finds that OCC has failed to present any new 
arguments for the Commission's consideration on this issue. 
We do not find it necessary or appropriate to require all parties 
to initially review and/or to armually review the economic 
development arrangemente. Consistent with the current 
practice, the Commission will review economic development 
arrangemente on a case-by-case basis which will afford 
interested parties an opportonity to be heard in individud 
economic arrangement cases. Accordingly, we deny OCCs 
request for rehearing. 

(b) Economic development contract customer compliance 
review 

(91) OCC also argues that the Economic Development Rider (EDR) 
is unfair, lacks accountability and fails to evaluate the 
Companies' or the customer's compliance with their respective 
obligations. OCC states that the EDR approved in the Order 
does not require that recovery be limited to AEP-Ohio's coste 
net of benefita of the economic development program. Further, 
OCC claims that, without any review or accountability of the 
customers recdving the economic devdopment benefits oi such 
approved arrangements, costa cannot be determined. OCC 
argues that the Commission failed to make any provisions for 
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recipiente of economic devdopment contracte to be hdd 
accountable for their obligations under the economic 
development arrangements. Further, OCC asserte that this 
absence of accountability of the customer-recipient is 
unreasonable because it allows anyone to recdve an economic 
devdopment discotmt with nothing more than representations 
that it wiU make investmente in the state of Ohio. OCC 
contends that the Commission should only approve discounted 
economic devdopment rates, recovery by the electric utility and 
EDRs if investment in Ohio actually occurs (OCC App. at 65-66). 

(92) OCC also argues that the non-bypassable EDR is also 
unreasonable and unlawful because it is abusive, 
anticompetitive, and not proper. OCC states that AEP-Ohio 
does not intend to offer economic devdopment rates to 
shopping customers, but will impose the EDR charges on 
shopping customers, OCC asserts that the lack of symmetry 
between the availability of the bendit, and who pays for the 
benefit, renders the EDR unlawful and imreasonable, as 
approved by the Commission (OCC App. at 66). 

(93) The Companies state that OCCs argumenta are prematore. In 
defense of the Commission's decision, the Clompaniea remind 
OCC that the Commission will review and address the specific 
circumstances of each economic devdopment arrangement as it 
is presented for approval and, that if there are any enforcement 
issues in the future, the Commission's continuing jurisdiction 
over economic devdopment arrangemente can be used to 
address any issues that arise. Regarding OCCs claims tiiat the 
non-bypassable nature of the EDR is unlawful, abusive, and 
anticompetitive, the Companies reason that tfie fact that the 
EDR is non-bypassable ensures that it is competitively neutral. 
AEP-Ohio explains that a bypassable EDR would give CRES 
providers an undue advantage and emphasizes that CRES 
provider rates do not reflect recovery of "public interest" 
discounte in comparison to the electric utilit/s regulated SSO 
rates, which reflect forgone economic devdopment discounte. 
Further, the Companies reason that aU customers and the 
community benefit from economic devdopment (Cos. Memo 
Contra at 37-38). 
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(94) The Commission finds that OCC has not presented any new 
argumenta that the Commission has not previously considered 
regarding review of economic devdopment arrangemente or 
the sharing of foregone revenues for economic devdopment. 
We agree with the Companies that dl customers and the 
community benefit from economic development and, therefore, 
find it is reasonable for the EDR to be non-bypassable as 
permitted by law. The Commission fhids that its current 
procedure to review and analyze each proposed economic 
development arrangement is suffident to address OCC's 
concerns regarding accountability and the dectric utility's and 
economic development customer's contract con^liance 
obligations. For these reasons, we deny OCC's request for 
rehearing. 

C Line Extensions 

(95) AEP-Ohio avers that the Commission's rejection of ite proposed 
line extension provisions is unlawful and unreasonable, and 
states that the Commission should authorize AEP-Ohio to 
implement up-fi-ont paymenta contemplated in the 
Commission's November 5, 2008, Finding and Order issued in 
Case No. 06-653-BL-ORD (Cos. App. at 6-9).̂ 3 

(96) Recognizing that the line extension polides were still being 
considered at the time of the rehearing applications, OCC 
argues that AEP-Ohio's rehearing request is without support 
and should be denied (OCC Memo Contra at 19-20). 

(97) As stated in our Order, the Cammission is required to adopt 
uniform, statewide line extension rules for nonresidential 
customers pursuant to SB 221, which it has done in Case No. 06-
653-EL-ORD. Although the rules are not yet effective, the 
Commission adopted modified line extension rules in its Entry 

3̂ The Ohio Home Builder's Association (OHBA) requested leave to file a limited memorandum contra 
AEP-Ohio's application for rehearing on April 27,2009. AEP-Ohio responded to the request on May 5, 
2009, and moved to strike the pleading. We find OHBA's motion to be improper and will not be 
considered because OHBA is not a party to these cases and because OHBA has not shown that its failure 
to enter a prior appearance is due to just cause and £hat its interests were not already adequate^ 
considered by the Commission. However, even if we were to consider the request and permit OHBA's 
memorandum contra, OHBA's arguments would not modiiy our dedsion regarding the line extension 
issue. 
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on Rdiearing issued on May 6, 2009. AEP-Ohio was an active 
participant in the administrative rulemaking and concerns that 
it has regarding the matters included in that rulemaking process 
are not appropriate for these proceedings. AEP-Ohio has failed 
to raise any new argumente regarding this issue. Accordingly, 
rehearing on this ground is denied. 

in. OTHER ISSUES 

A. Corporate Separation 

1. Transfer of Generating Assets 

(98) IBU alleges tfiat the Commission erred by allowing AEP-Ohio to 
recover, through the non-FAC portion oi tfie generation rate, the 
Ohio customers' jurisdictional share of any coste associated with 
mainteining and operating the Waterford Energy Center and 
the Darby Electric Generating Station (lEU App. at 19-21). lEU 
states that the Commission's determination was without record 
evidence and a demonstration of need (Id.). 

(99) AEP-Ohio responds that the Commission's actions were 
reasonable in light of SB 221 and the requirement that tiie 
Commission placed on AEP-Ohio to retain the generating 
facilities. AEP-Ohio also submite that the Commission's 
decision was lawful pursuant to Section 4928.143, Revised Code, 
which allows such flexibility in approving an ESP (AEP Memo 
Contra at 11-12). 

(100) After further consideration, the Commission finds lEU's 
arguments persuasive and grants rehearing on the issue of 
recovery of costs associated with maintaining and operating the 
Waterford Energy Center and the Darby Electric Generating 
Station facilities through the non-FAC portion of the generation 
rate. The Companies have not demonstrated that tiieir current 
revenue is inadequate to cover the costs associated with the 
generating facilities, and that tfiose costs should be recoverable 
through the non-FAC portion of the generation rate from Ohio 
customers. We, therefore, direct AEP-Ohio to modify its ESP 
and remove tiie annual recovery of $51 million of expenses 
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including associated carrying charges related to these 
geieration facilities. 

B. PTM Demand Response Programs 

(101) As a part of the ESP, the Companies proposed to revise certain 
tariff provisions to prohibit SSO customers from participating in 
the demand response programs (DRP) offered by PJM, both 
directiy and indbrectfy through a tfurd-party. The Commission 
conduded that, despite Integrys' arguments to the contrary, the 
Commission was vested with the broad authority to address the 
rate, charges, and service issues of Ohio's public utilities as 
evidenced in Title 49 of the Revised Code and, therefore, 
reasoned that this Commission is the entity to which the Federal 
Energy Regulatory Commission (FERC) was referring in the 
Final Rule.*̂ ^ However, the Commission ultimately detarmined 
that the record lacked sufficient information for the Commission 
to consider both the potential benefits to program participants 
and the coste to Ohio ratepayers to determine whether this 
provision of the ESP will produce a significant net benefit to 
AEP-Ohio consumers, As a result, the Commission deferred the 
issue to be addressed in a separate proceeding and requested 
that AEP-Ohio modify its ESP to eliminate tfie provision that 
prohibits participation in PJM DRP. 

(102) The Companies request rehearing of tfie Commission's decision, 
arguing that deferring this matter to a subsequent proceeding 
and allowing continued participation in DRP is unreasonable 
and against the manifest weight of tfie evidence in the record. 
AEP-Ohio pointe to what it calls "exhaustive treatment" of the 
issue by the parties in their briefs, motions, memoranda, written 
testimony and hearing transcripts, AEP-Ohio submits that the 
Order allows current DRP participants to continue partidpation 
in such programs through mid-2010, halfway through the term 
of the ESP, but also permits other customers to register to 
participate since FERC has re-opened registration tmtil May 1, 
2009,̂ 5 The Companies view the re-opening of registration by 
FERC as an opportunity for the Commission to prohibit current 

i4 Wholesale Competition in Regions with Organized Electric Markets (Docket Nos. KJW07-19-000 and AD07-7-
000), 125 FERC f 61,071 at 18 CFR Part 35 (October 17,2008) (Final Rule), 

15 PJM Interconnection, 126 FERC ^61,275, Order at 1[89 (March 26,2009). 
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registrants' participation in DRP, without prejudice, by way of a 
timely decision to restrict retail participation. 

(103) The Companies also argue that the Indiana Utility Regulatory 
Commission (URC) recentiy granted a request by an ABP-Ohio 
affiliate to continue the Commission's default prohibition 
against retail participation in the PJM DPP while that 
Commission continues to consider a more permanent resolution 
to this issue. However, the Indiana URC will consider 
individual customer requests to participate in DRP on a case-by-
case basis.̂ ^ AEP-Ohio advocates, tfie Indiana URC's approach, 
which the Companies assert will facilitate the use of demand 
resources within Ohio and allow AEP-Ohio to refine its retail 
DRP to meet the mandates for PDK AEP-OMo contends that 
the Order creates uncerteinty for the Companies and additional 
costs for ratepayers in two respects: (a) AEP-Ohio's PDR 
compliance costs increase with the exportation of Ohio's 
demand response resources throu^ retail participation in the 
PJM programs; and (b) nonparticipating customers will incur 
additional long-term capacity costs due to AEP-Ohio's 
obligation to continue to provide firm service even tfiough the 
participating customers are using their load in a manner that is 
akin to interruptible service. AEP-Ohio states that it is the 
Companies' goal to emulate the FJM DRP at the retail level to 
the extent possible. Further, AEP-Ohio proposes that, if the 
Commission restricte retell participation on rehearing and 
orders the Companies to modify their programs to the 
maximum extent possible, AEP-Ohio's customers would benefit 
from demand response in terms of a reduction in the capacity 
for which AEP-Ohio customers are responsible. According to 
AEP-Ohio, such a decision would also encourage AEP-Ohio fo 
work with stakeholders to ensure that predicteble consumer 
demand response is recognized as a reduction in capacity that 
CSP and OP carry under PJM market rules and support AEP­
Ohio's PDR obligations (Cos. App. at 23-26). 

(104) IBU, OCC, and Integrys each filed a memorandum contra this 
aspect of tfie Companies' request for rehearing. Like AEP-Ohio, 
lEU agrees that the Commission had sufficient information to 

f̂i In the Matter of the Commission's Investigation Into Any and All Matters Related to Demand Response Programs 
Offered by the Midwest ISO and PJM Interconnection, Cause No. 43566 (Febmary 25,2009 Order). 
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decide this issue, but supports the Commission's condusion to 
allow retell participation in DRP until a decision is tdtimately 
made. Further, lEU asserts that the bases AEP-Ohio cites for 
support of its request for rehearing are inaccmrate and/or 
misleading (lEU Memo Contm at 10-11). lEU and OCC state 
that AEP-Ohio has mischaracterized ihe Indiana URCs ruling. 
lEU contends that the Indiana URCs position is irrelevant as 
Indiana operates under a cost-based ratemaking regime unlike 
Ohio (lEU Memo Contra at 11). Further, OCC cites and lEU 
quotes the Indiana URCs order to stete, in part: . 

The initiation of tiie Commission's investigation in 
this Cause did not alter the Commission's existing 
regulatory practice of requiring approval prior to 
direct participation by a retail customer in an 
[regional transmission organization demand response 
program]. Nor did the Commission's itwestigation 
prohibit Indiana end-use customers desiring to partidpate 
in PJM's DRPs from filing a petition seeking approual 
from the Commission. Instead, the Commission 
commenced this investigation to determine whetiier, 
and in what manner, the Commission's regulatory 
procedure should be modified or streamlined to address 
requests hy end-use customers based on the importance of 
demand response and the increased interest in participation 
in RTO DRPs. [Emphasis added.]*^ 

lEU and OCC note that of the five Indiana customers that 
requested approval to participate in the RTO DRP, as of the 
filing of the memoranda, three requests had been approved and 
two were pending (IBU Memo Contra at 12, n.5; OCC Memo 
Contra at 13). In other words, lEU concludes that there is in fact 
no prohibition on customer participation in RTO DRP in 
Indiana (lEU Memo Contra at 11-12). 

(105) Integrys and OCC state that there is no evidence in the record to 
support AEP-Ohio's claims that continued participation in RTO 
DRP will increase the Companies' compliance cost to meet its 
PDR requirements under Section 4928.66, Revised Code 
(Integrys Memo Contra at 8; OCC Memo Contra at 12). Integrys 

7̂ Jrf.atS. 
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explains tfiat the statute does not require the use of in-state 
demand response resources, prohibit participation in RTO DRP 
or require the mercantile customer to integrate or commit their 
DRPs to AEP-OMo. Commitment is at the mercantile 
customer's option. Further, Integrys interprets the 
Commission's decision in the Duke Energy of OMo ESP case to 
affirm its interpretation^^ (Integrys Memo Contra at 5-6,8; OCC 
Memo Contra at 12). OCC also argues that there is no evidence 
in the record to support the representation that customer 
participation in DRP will not benefit AEP-OMo's customers by 
decreasing AEP-OMo's load. OCC reasons, and Integrys agrees, 
that DRP improve grid reliability and make markets more 
efficient by avoiding the cost associated witfi new generation to 
service load and, as such, the intervenors reason that DRP are a 
benefit to all custoiners participating in the RTO's market (OCC 
Memo Contra at 12; Integrys Memo Contra at 9). Integrys 
rationalizes tfiat customers participating in the PJM DRP under 
AEP-OMo Schedules GS-2, GS-3 and GS-4 pay demand charges 
for firm capacity irrespective of whetha: the customer takes 
service or service is curtailed (Integrys Memo Contra at 9). lEU 
claims that AEP-OMo's argumente implicitfy concede that P[M's 
DRP are more valuable to customers than the interruptible 
service offered by CSP and OP, and lEU emphasizes that it is 
the mercantile customer's choice to dedicate customer-sited 
capabilities tmder SB 221. Also, lEU asserts that the Companies' 
assertion that the Order will cause additional long-term 
capacity costs for nonparticipating customers is misleading at 
best. lEU explains that, shoxdd any additional long-term 
capacity costs be incurred, it would not be the result of 
customers participating in RTO DRP, but AEP-OMo's 
commitment to meet the generation resource adequacy 
requirement of all retail suppliers within ite PJM zone for a 
period of five years through PJM's fixed resource requirement 
program (lEU Memo Contra at 12-13). Finally, OCC asks that 
the Commission retain an SSO customer's option to participate 
in a variety of competitive DRP as such is supported by the 
goals of SB 221 (OCC Memo Contra at 11). 

'9 In the Matter of the Application ofDtfke Energy Ohio, Inc., for Approval of an Electric Security Plan, Case No. 
08-920-EL-SSO, et al. Opinion and Order at 35 Pecember 17,2008). 
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(106) Integrys and lEU assert that any failure of AEP-OMo to comply 
with the PDR requirements of Section 4928.66, Revised Code, 
are not because of customer participation in PJM's DRP but the 
lack of attractive programs offered by AEP-OMo (MJ Memo 
Contra at 13; Integrys Memo Contra at 7). Further, Integrys 
notes that the Companies' three interruptible service offerir^ 
(Schedule IRP-D, ECS Rider and PCS Rider) have only 8 AEP-
OMo customers (Integrys Memo Contra at 7). Further, Integrys 
suggests that, if the Companies t>elieve that the DRP are 
affecting the Companies' PDR compliance plans. Section 
4928.66(A)(2)(b), Revised Code, permits AEP-OMo to request 
that its PDR goals be revised (Integrys Memo Contra at 7-8). 

(107) As to the Companies' alleged desire to emulate RTO DRP, OCC 
argues that the Compaiues could have developed and filed DRP 
that mirrored PJM's programs as a part of their ESP application 
(OCC Memo Contra at 12). For these reasons, lEU, Integrys, 
and OCC request that the Commission deny AEP-OMo's 
application for rehearing as to the PJM DRPs. 

(108) The Commission rejects AEP-OMo's proposal to direct DRP 
participants to withdraw from PJM programs at this time. The 
registration deadline of May 1, 2009, has passed and we 
consider this request to be moot Furthermore, the Commission 
is not convinced by AEP-OMo's claims that an abrupt change in 
the Commission's decision would not harm customers already 
registered to participate in PJM's DRP, given that customers 
may have entered into contractual arrangemente, invested tn 
new equipment, and agreed to operational commitments in 
reliance on the Commission's Order. Thus, we affirm our 
decision not to proMbit AEP-OMo's SSO customers' from 
participating in PJM's DRP at this time and will reconsider our 
decision in a subsequent proceeding. Finally, the Commission 
notes that AEP-OMo, lEU, Integrys nor OCC presented, in their 
respective briefe or memoranda, quantification of record 
evidence to address the Commission's primary concern with 
this provision of the ESP. The Commission requires additional 
information to consider the costs incurred by various customers 
to balance the interest of AEP-OMo customers participating in 
PJM's DRP and the cost AEP-OMo's other customers incur via 
the Companies' retail rates. Moreover, none of the argumente 
presented in the applications for rehearing or the memoranda 
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contra sufficientiy address this aspect of the PJM DRP and, 
therefore, fail to persuade the Commission to reconsider its 
decision regarding PJM DRP partidpation. In further 
consideration of the need to balance the potential benefits to 
PJM DRP participants and the costs to AEP-OMo ratepayers, the 
Commission clarifies tfiat AEF-OMo customers under 
reasonable arrangements with AEP-OMo, including, but not 
limited to, EE/EDR, economic development arrangements, 
unique arrangements, and other special tariff schedules that 
offer service discoimts from the applicable tariff rates, are 
proMbited from also participating in PJM DRP, unless and until 
the Commission decides otherwise in a subsequent proceeding. 
The remaining issues in the applications for rehearing on PfM 
DRP participation are denied. 

C. Effective Date of tfie ESP 

(109) OCC claims that tfie Commission erred by permitting AEP-OMo 
to apply their amended tariff schedules to services rendered 
prior to the entry of tiie Commission approving such schedules, 
in violation of Sections 4905.22, 4905.32, and 4905.30, Revised 
Code, and the OMo and Urated States Constitutions (OCC App. 
at 18-19, 24-25). OCC recognizes tiiat tfie effective date of the 
tariffs, as corrected by the Entry Nunc Pro Time issued on 
March 30, 2009, was "not earlier than both the commencement 
of the Companies' April 2009 billing cycle and the date upon 
wMch the final tariffs are filed with the Commission" (Id.), 
However, OCC asserts that permitting the increased rates to be 
effective on a "bills-rendered" basis, instead of a "services-
rendered" basis, authorizes increased rates prior to the approval 
of the new rates, wMch includes charges for electric energy 
already consumed. OCC opines that applying amended tariff 
schedules to services rendered prior to the Commission's entry 
that approves such schedules violates Sections 4905.22 and 
4905.32, Revised Code (Id.). 

(110) OCC also asserte that the Commission erred by establishing tfie 
term of the ESP beginning January 1,2009, wMdi equates to tf\e 
Companies coEecting retroactive rates for the period January 
2009 tiuough March 2009, in violation of OMo law and case 
precedent (Id. at 20-24), 
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(111) OCC further alleges tfiat the Order violates Section 4928.141(A), 
Revised Code, which OCC interprets to require an electric 
utiliiy's rates in effect January 1,2009, to continue if an SSO has 
not been approved by the Commission. OCC argues that, to the 
extent that, the Order replaced the rates in effect at January 1, 
2009 without an approved SSO, it violates Section 4928.141(A), 
Revised Code (Id. at 25-26). 

(112) Similar arguments were raised by several other intervenors 
(OMA App. at 3-4; OHA App. at 2-6; Kroger App. at 8-9). 

(113) AEP-OMo opposes the intervenors' claims regarding retroactive 
ratemaking, stating that the various claims are without merit 
and should be rejected (Cos. Memo Contra at 14-25). AEP-OMo 
explains that the Commission's Order, as clarified by the Entry 
Nunc Pro Tunc, approved a modified ESP with a term 
commencing January 1,2009, and ending December 31,2011 (Id, 
at 14). AEP-OMo filed compliance tariffs implementing the new 
rates adopted in the ESP, commencing with the first billing cycle 
of April 2009, wMch included an offset of the revenues collected 
from customers during tfie interim period (Id.). The Companies 
argue that Actions 4905.22 and 490532, Revisfed Code, require 
public utilities to charge rates that are autfiorized by the 
Commission, as reflected in approved tariffs at the time of the 
billing, wMch AEP-OMo properly did, and OCCs general 
disagreement with adopting rate increases on a bills-rendered 
basis is not an issue unique to tMs proceeding (Id. at 16). 

(114) AEP-OMo further responds that the Commission authorized a 
three-year ESP with a term of January 1, 2009, through 
December 31, 2011, and required that ihe revenues that were 
collected during the interim period, pursuant to Case No. 08-
13C2'-EL-ATA, be offset by the new rates (Id. at 17), AEP-OMo 
states that the Cammission did not establish retroactive rates 
but, instead, used a prospective rate mechanism to implement 
the full term of the KP. The Companies also note that the 
Commission's dedsion did not provide for new rates during the 
first quarter of 2009 and did not require the Companies to 
backbill individual customers for service already provided and 
paid for. 
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(115) It has been a long standing Commission policy to approve the 
effective date of tariffs on either a bUls-rendered or services-
rendered basis depending on the specific facts of each case. As 
noted by the CompaMes, "[o]rdering rate increases effective on 
a bills-rendered basis is a widely used and established practice 
in various types of rate cases" (Cos. Memo Contra at 16). 

(116) We also agree with AEP-OMo tfiat our decision does not 
constitote retroactive ratemaking in violation of Keco Industries, 
Inc. V. CindnnaH & Suburban BeU Tel Co. (1957), 166 OMo St 254 
(Cos. Memo Contra at 18). During the interim period (first 
quarter of 2009), the Commission approved rates pursuant to 
Section 4928.141(A), Revised Code,i9 and, subsequentiy, 
through our Order in this proceeding, we authorized the 
revenues collected during the interim period to be offset against 
the total allowable revenues that the Companies are authorized 
to receive purstiant to their ESP, as modified by the 
Comnussion (Order at 64, corrected by Entry Nunc Pro Tunc at 
2). The Commission did not permit the Companies to go back 
to January 1, 2009, and re-biU customers for the consumption 
that they used during the first quarter of 2009 at the Mgher rate 
established by our Order. Had our Order allowed the 
Companies to re-bill customers at the Mgher rate based on 
actual consumption from January 1, 2009, through March 31, 
2009, wMch it did not, we would agree tfiat an order 
authorizing such rebHliiig would constitote retroactive 
ratemaking. 

(117) As explained previously, our Order remains consistent witfi 
Section 4928.141, Revised Code, wMch requires an electric 
utility to provide consumers, beginning on January 1, 2009, a 
SSO established in accordance with Section 4928.142 or 
4928.143, Revised Code (Order at 64, corrected by Entry Nunc 
Pro Time at 2). The Commission approved AEP-OMo's tMee-
year ESP, with modifications, but did not allow AEP to collect 
Mgher rates associated with that approved ESP until the first 
billing cycle of April 2009. We darified our intent to this effect 
in our Entry Nunc Pro Tunc, pages 1- 2: 

In re Columbus Sothem Power Ca and Ohio Power Co., Case No. 08-1302-EL-ATA, Finding and Order at 2-3 
(December 19,2008) and Finding and Order at 2 (February 25,2009). 
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It was not the Commission's intent to allow the 
Companies to re-biU customers at a Mgher rate for 
their first quarter usage. The new rates esteblished 
pursuant to the ESP were not to go into effect xmtil 
final review and approval by the Commission of the 
Companies' compliance tariffs. Given that our order 
was issued on March 18, 2009, and that the 
Companies' existing tariffs approved by the 
Commission were scheduled to expire no later than 
the last billing cyde of March 2009, it was anticipated 
that the new rates would not become effective xmtil 
the first billing cycle of April. 

(118) We further addressed these issues in our entry issued on 
March 30, 2009, when we demed the request for a stay 
(March 30 Entry), In that March 30 Entry, we specifically stated 
that we disagree with the characterization that our action 
allowed AEP-OMo to retroactively collect rates (March 30 Entry 
at 3). In that same March 30 Entry, we also addressed the daim 
that the Order violated Section 4928.141(A), Revised Code. We 
explained that in our finding and order issued on December 19, 
2008, in Case No. 08-'1302-EL-ATA, the Commission established 
rates for the interim period, stating that "the rat^ in effect on 
July 31, 2CK)8, would continue until an SSO is approved in 
accordance witii Section 4928.142 or 4928.143, Revised Code" 
(March 30 Entry at 3). Moreover, we agree with AEP-OMo's 
understanding of the offset required hy our Order (Cos. Memo 
Contra' at 22). The offset was an adjustment that the 
Commission believed to be fair in calculating the incrementally 
Mgher revenue autiiorized for 2009, in light of the tioung of the 
Commission's decision on the ESP and tfie need for an interim 
plan. The Commission has considered all of the arguments 
raised siuroimding these issues several times in multiple 
proceedings and has specifically addressed the arguments in its 
previous dedsions. The parties have raised nothing new for the 
Commission's consideration. Accordingly, the Commission 
finds that its Order does not constitute retroactive ratemaking, 
and does not violate any statute or constitotional provision. 
Therefore, we deny rehearing on all grotmds associated with the 
effective date of the new ESP rates. 
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(119) Furthermore, the Commission finds that the Companies' should 
file revised tarife consistent with this entry, to be effective on a 
date not earlier than both the commencement of the Companies' 
August 2009 billing cycle, and the date upon wMch final tariiis 
are filed with the Commission. In light of ihe timing of the 
effective date of the new tariffs, the Commission finds that the 
tariffs shall be effective for bills rendered on or after the 
effective date, and contingent upon final review by the 
Commission. 

IV. SIGNIFICANTLY EXC^SIVE EARNINGS TEST (SEET] 

(120) In the Order, the Commissian conduded that the SEET would 
be established within the framework of a workshop to develop 
a common methodology for all OMo electric utilities. The 
Commission reasoned that, pursuant to Section 4928,143 (F), 
Revised Code, there is time to develop a common methodology 
for all OMo dectric utiUties because the SEET will not actually 
be applied until 2010 for the year 2009, consistent witfi the 
Conunission's dedsion in the FirstEnergy ESP Case.20 
However, the Commission recognized that AEP-OMo required 
certain information to evaluate the modified ESP. The 
Commission noted that the Companies' earnings from off-
system sales would be exduded from fuel costs and, consistait 
with that decision, also exduded off-system sales margins from 
any SEET. 

A. AEF-OMo as a single-entity for SEET 

(121) AEP-OMo, in its tMrteenth assignment of error, requests that 
the Commission provide further clarification of the SEET and 
the scope of tfie issues to be addressed at the SEET workshop. 
AEP-OMo requests that tfie SEET apply to CSP and OP as a 
single entity because investments in the electric utilities are 
made and their operations are conducted on a combined basis. 
The Campanies argue that the "single entity" approach was 
supported by Staff (Staff Ex. 10 at 25). The Companies also 
argue that a common SEET methodology does not require an 

20 In re Ohio Edison Company, The OeueUmd Electric Illuminating Company, and the Toledo Edison Company, 
Case No. 08-935-EL-SSO, Opinion and Order (December 19,2008). 
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identical SEET methodology for each OMo electric utility (Cos. 
App. at 4041). 

(122) WMle lEU does not take a position, at this time, on the merits of 
AEP-OMo's request, lEU argues that the clarification need not 
be addressed as a part of the entry on rehearing and the issue is 
more appropriately deferred to the workshop (lEU Memo at 15). 
On tiie otfier hand, OCC opposes AEP-OMo's request. OCC 
proffers that despite Staff's belief that the consolidated 
evaluation of the Companies' earnings for purposes of the SEET 
would help mitigate "asymmetrical" risk, Staff was reluctant to 
address the issue of whetfier such practice was permitted 
pursuant to SB 221. OCC argues fliat combining CSP and OP 
for SEET purposes is proMbited by the statote. OCC notes that 
paragraphs (Q and (E) of Section 4928.143, Revised Code, each 
refer to "the electric distribution utility" and that Section 
4828.01(A)(6), Revised Code, defines electric distribution utility 
as "an electric utility that supplies at least retail electric 
distribution service." As such, OCC contends that the statote 
clearly expresses the legislative intent and the statote must be 
applied accordingly.̂ ^ Thus, OCC reasons that the earnings of 
C5P and OP cannot be combined for calculation of the SEET 
pursuant to the statute (OCC Memo at 14-15). 

(123) The Commission condudes that consideration of whetiier CSP 
and OP should be considered a single-entity, AEP-OMo, for 
purposes of the SEET is an issue more appropriately addressed 
as a part of the SETT workshop. 

B. O ^ 

(124) Kroger reasons that the Order is unreasonable and unlawful to 
the extent that the Order excluded OSS margins from the SEET 
and did not share OSS margins with customers as an offset to 
FAC. Kroger daims that the Order does not explain why OSS 
margins are excluded from the SEET (Kroger App. at 8). 
Further, Kroger clarifies that its request as to OSS was in the 
alternative. More precisely, Kroger requested that should the 

Time Warrter v. Pub UtiL Comm. (1996), 75 Ohio St3d 229, 237, dting Provident Bank v. Wood (1973), 36 
Ohio St2d 101. 
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Commission exclude OSS margins as an offset to the FAC, then 
the Commission should then indude (DSS margins in the SEET. 
Kroger argues that tiie Order inappropriately allows AEP-OMo 
to retain all of the benefits of OSS margins and AEP-OMo's 
distinction between SB 221's focus on retail sales as opposed to 
whol^ale transactions is unsupported by legal authority and 
contrary to OMo law. Kroger reasons that AEP-OMo's 
generating assets, wMch produce dectricity for OSS, are 
included in the calculation of the CTompames' common equity 
and, therefore, OSS should be induded in tfie SEET. Further, 
according to Kroger, neither Section 4928.143(F), Revised Code, 
nor any other provision of the Revised Code exdudes OSS from 
the calculation of the return on common equity, Thus, Kroger 
requests tfiat the Cbmmission reconsider the Order to at least 
share OSS margins with AEP-OMo's customers (Kroger App. at 
6-8). 

(125) OCC argues that recognizing OSS profits and sharing the profits 
between customers and the dectric utility is consistent with tiie 
Commission's decision in a prior CEI Rate Case.22 Further, OCC 
asserts that the Commission has previously determined that 
providing OSS revenue to jurisdictional customers can assist in 
acMeving the goal of providing reliable and safe service and is 
consistent with the state policy set forth in Section 4928.02(A), 
Revised Code.̂ ^ OCC argues that, although the law does not 
explicitf y require an allocation of OSS to customers, the law also 
does not explicitfy proMbit it. Thus, OCC reasons that the 
Commission has failed to follow it own precedent^* (OCC App. 
at 16-17). Further, OCC reasons that the order fails to offer any 
justification for changing its position on this issue or to 
demonstrate why its prior dedsions were in error. For this 
reason, OCC alleges that the Commission's Order yidds an 
unreasonable and unlawful result as to the SEET (OCC App. at 
18). 

22 In the Matter of the Application of the Cleveland Electric Ulumirmting Company for Authority to Amend and to 
Increase Certain of it Pikd Schedules Fixing Rates and Charges for Electric Service, Case No. 84-188-Elr^AIR, 
Opinion and Order at 21 (Mardi 7,1985). 

^ In the Matter of the Apptication of the Cincinnati Gas & Electric Company for an Increase in its Rates for Gas 
Service to All Jurisdictional Customers, Case No. 95-656-GA-AIR, Entry on Kehearii^ at 6-7 (February 12, 
1997). 

2« Cleueland Elec, Illuminating (1975), 42 Ohio St2d 403 at 431. 
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(126) OEG and OMA argue that the exclusion of OSS creates a 
fundamental asymmetry by comparing only part of the earnings 
of AEP-OMo with the full earnings of the comparable 
comparues (OEG App, at 2-4; OMA App. at 4-5). OEG argues 
that the "retum on common equity that was eamed" by the 
Companies includes profits from OSS. OEG contends there is 
no statutory basis for comparing only part of the earnings of 
AEP-OMo with basis full earrangs of tiie comparable companies 
and such a comparison distorts the analysis. As a key consumer 
protection provision of SB 221, OEG asserts that failing to 
indude all of the Companies' earnings undermines the 
intentions of and the plain meaning of the statue. OEG not^ 
that the record reveals that, during the term of the ESP, 
projected OSS profits are $431 million for OP and $360 million 
for CSP and ignoring such earnings misconstrues the statoe and 
fails to provide meaningful consumer protection as intended by 
SB 221. On such basis, OEG and OMA argue tiiat tfie SEET set 
forth in the Order is unlawful (OEG App. at 2-4; OMA App. at 
4-5). 

(127) As interpreted by OCC, Section 4928.143(F), Revised Code, 
requires the Commission to determine whfether AEP-OMo's ESP 
results in excessive earnings and indudes all provisions of the 
ESP, induding deferrals. OCC bdieves that eliminating 
deferrals from the SEET is an unauthorized adjustment and 
opines ttiat the dimination of the deferrals is imlawful as it is 
not authorized by the statoe. OCC argues that eliminating 
deferrals from the SEET will misstate the Companies' earnings, 
distorting the match between expenses and revenues and 
distorting the SEET. OCC asserts that the exclusion of the 
deferrals unlawfully gives AEP-OMo a margin and virtually 
ensures that the Companies vdll not violate the SEET {OCQ 
App. at 67-68). 

(128) OEG agrees with the Commission's dedsion to exdude 
deferrals and the related expenses from the SEET so that 
deferrals are matched with revenues when revenues are 
received by the Companies. However, OEG seeks clarification 
of the Order to the extent that the Compames' armual earnings 
for purposes of the SEET will exdude all deferral of expenses 
and, once recovery of the deferral actually begins, all 
amortization expenses associated with amounts previously 
deferred (OEG App. at 4-6). 
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(129) We grant the interveners' requests to reconsider the exdusion 
of OSS margins from the SEET calculation. We have decided 
that like our consideration of whether to treat AEP-OMo as a 
single-entity for purposes of the SEET, OSS is an issue more 
appropriately addressed in the SEET workshop. Similarly, the 
Commission concludes that to further explore the issues of 
deferrals and related expenses, in regards to the SEET, we will 
also address th^e components of tfie SEET as part of the 
workshop. 

MARKET-RATE OFFER (MROl v. ESP 

(130) AEP-OMo argues that the Order is imlawful and unreasonable 
because Section 4928.143(C)(1), Revised Code, does not permit 
the Commission to modify the ESP if the proposed ESP is more: 
favorable than the MRO (Cos. App, at. 4-5). OCC disagrees and 
states that the Cbmmission properly applied the statutory test 
when it compared the modified E ^ to the resulte that would 
otherwise apply under a MRO (OCC Memo Contra at 9). 
Similarly, Kroger, OPAE, lEU, and OEG assert that the 
Commission properly exercised its statutory authority to 
modify the proposed ESP to make it more favorable than the 
expected results of a MRO (Kroger Memo Contra at 4; OPAE 
Memo Contra at 4-5; lEU Memo Contra at 7; OEG Memo Contra 
at 3). 

(131) We agree with the interveners. The statute contemplates 
modification of a proposed ESP by the Commission, and tfien a 
comparison of the modified ESP, as approved, to the resulte that 
would otfierwise apply under a MRO. As explained in our 
Order, our statotory authority is not limited to an after-the-fact 
determination, but rather, includes the authority to make 
modifications to a proposed ESP that are supported by the 
record. Therefore, AEP-OMo's rehearing request is denied on 
this ground. 

(132) lEU argues that the costs assodated with the POLR obligation 
should not be induded in the MRO portion of the ESP versus 
MRO comparison (lEU App. at 43-44). lEU contends that the 
Commission lacks the authority to approve a POLR charge in a 
Section 4928.142, Revised Code, proceeding (Id. at 44). 
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(133) The Companies interpret lEU's argument as an erroneous belief 
that the Companies' POLR obligation terminates in the MRO 
context (Cos. Memo Centra at 13). AEP-OMo contends that its 
risk associated with the POLR obligation under SB 221 
continues regarding the non-market portion of the MRO, and 
that it is unrealistic to evaluate the cost of an MRO without 
including tfie POLR obligation (Id.). 

(134) lEU also appears to be requesting rehearing claiming that the 
Order does not provide adequate justification or offer even the 
"slightest due" for its decision as required by Section 4903.09, 
Revised Code (lEU App. at 22-26). However, lEU tiien argues 
that the market price that the Commission used in its 
comparison is too Mgh and that, since testimony was filed in the 
proceeding, market prices have declined. lEU Us suggesting that 
the Commission do on rehearing exactiy what it criticizes the 
Commission's Order for doing, wMch is base its opinion on 
information and data that is not in the record of the proceeding. 
AEP-OMo objects to lEU's approach of using extra-record 
information to state that the Commission's analysis was flawed 
(Cos, Memo Contra at 12). 

(135) There was no need for lEU to search for dues in the 
workpapers. The Commission weighed the evidence in the 
record and adopted Staffs estimated market prices, as well as 
Staff's methodology, in the Order. At page 72, the Commission 
stated its basis: "Based upon our opinion and order and using 
Staff witness Hess' methodology of the quantification of the ESP v. 
MRO comparison , . ." (emphasis added). Prior to explidtiy 
stating wMch quantification analysis that it used, the 
Commission explained that Staff witoess Hess' methodology 
included the utilization of Staff witness Johnson's estimated 
market rates to demonstrate that the ESP is more favorable in 
the aggregate as compared to the expected results of an MRO 
(Order at 70). The Order also explained that tfie Companies 
calculated the estimated market prices to be $88.15 per MWH 
for CSP and $85.32 per MWH for OP. OCC provided testimony 
of estimated market prices of $73.94 per MWH and $71.07 per 
MWH for CSP and OP, respectively (OCC Ex. 10 at 15-24), while 
Staff offered testimony of estimated market prices of $74.71 per 
MWH and $73.59 per MWH for CSP and OP, respectively. 
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wMch were then utilized by Staff in an MRO v, ESP comparison 
(Staff Ex. 1-A, Revised ExMbit JEH-1). Utilizing tiieir respective 
estimated market prices, both OCEA (wMch indudes (Xfc) and 
Staff conduded that the ESP, if modified, was more favorable in 
the aggregate than an MRO (see Order at 70-71). Based on the 
record before it, it was reasonable for the Commission to adopt 
Staffs estimated market rates and Staff's methodology to 
quantify the ESP v. MRO comparison. lEU's argument to the 
contrary lacks merit and, tfius, is rejected. 

(136) With regard to the MRO versus ESP comparison, our analysis 
did not end with the rehearing requests. Upon review of the 
record in tMs case and all argumente raised on rehearing, the 
Commission does in fact find that the ESP, induding deferrals 
and futore recovery of deferrals, as modified by the Order and 
as further modified by this entry, is more favorable in the 
aggregate as compared to the expected results that would 
otherwise apply under Section 4928.142, Revised Code. 

(137) The Commission notes that, with tMs entry, it is further 
modffying AEP-OMo's ESP to reduce the rate impacts on 
customers. The Commission bdieves that the modifications 
made in tMs entry increase the value of the Compames' ESP. 
Nonetheless, even if we do not indude the POLR obligation in 
the calculation of the MRO versus ESP comparison, the 
Commission finds that the ESP is still more tavorable in the 
aggregate as compared to the expected resulte tfiat would 
otherwise apply under Section 4928.142, Revised Code. 

VI. SECTION 4903.09, REVISED CODE 

(138) lEU generally argues tiiat the Commission's dedsion fails to 
comply with the requirements of Section 4903.09, Revised Code, 
to suffidentiy set forth the reasons prompting the Commission's 
decision based upon the findings of fact in regards to carrying 
coste, FAC, tiie rate increase limitation, POLR, the transfer of 
generation assete, gridSMART and other distribution rate 
increases, and the comparison of the ESP to the MRO (lEU App. 
at 4-26). 
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(139) Similarly, CXIC argued that tfie (Commission failed to meet the 
sufficiency requirements of Section 4903.09, Revised Code, 
when it denied OCC's motion for stay in its March 30, 2009, 
Entry Nunc Pro Tunc, and failed to make the Companies' 
collection of rates subject to refund, and when it approved the 
ESRP rider (OCC App. at 27-29,55-57). 

(140) AEP disagrees, stating that the Commission explained the bases 
for its determination of the issues raised in tMs proceeding in a 
manner ihat satisfies Section 4903.09, Revised Code, as w ^ as 
Supreme Court precedent (AEP Memo Contra at 8-10). 

(141) As discussed more fully in the individual sections dealing with 
each subject matter, the Commission finds that it fully and 
adequately set forth its decisions in its Order, consistent with 
Section 4903,09, Revised Code, and long standing precedent. 
See Industrial Energy Users-Ohio v. Pub. UUl Comm. (2008), 117 
OMo St.3d 486, 493, 2O08 OMo 990; MCI Tekcom. Corp. v. Pub. 
UHl Comm. (1987), 32 OMo St.3d 306,513 N.E.2d 337; Tongren v. 
Pub. UHl Com. (1999), 85 OMo St3d 87,1999 OMo 206. 

It is, therefore, 

ORDERED, That the applications for rehearing be granted, in part, and deraed, in 
part, as set forth herein, It is, further, 

ORDERED, That the Compaiues file, for Commission review and approval, tfieir 
revised tariffs consistent with tMs entry. It is, further. 
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ORDERED, That a copy of this entry on rehearing t?e served upon all parties and 
other interested persons of record. 

THEPUBU JTIBS COMMISSION OF OHIO 

Alan R. Schriber, Chairman 

Paul A. Centolella' 

Valerie A. 

Ronda Hartman Fergus 

- O u Y Z'^^a^ ^cuu.^ 
Cheryl L. Roberto 

KWB/GNS:ct 

Entered in the Journal 

JUL ?-g 2°M. 

Rene6 J. Jenkins 
Secretary 
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THE PUBLIC UTILITIES COMMISSION OF OHIO 

In the Matter of the Application of Columbus 
Southem Power Company for Approval of 
an Electric Security Plan; an Amendment to 
its Corporate Separation Plan; and the Sale or 
Transfer of Certain Generating Assets. 

In the Matter of the Application of OMo 
Power Company for Approval of its Electric 
Security Plan; and an Amendment to its 
Corporate Separation Plan. 

Case No. 08-917-EL5SO 

CaseNo.08-918-EL-S5O 

CONCURRING OPINION OF COMMISSIONER CHERYL L. ROBERTO 

It is the Commission's responsibility to promote the policy of tMs state to "ensure 
the availability to consumers of ... reasonably priced retail electric service." R.C. 
4928.02(A). We are mandated to approve or modify and approve an electric security 
plan (ESP) when we fmd that the plan or modified plan, including its pricing and all 
other terms and conditions, induding any deferrals and future recovery of deferrals, is 
more favorable in the aggregate as compared to the expected results that would 
otherwise apply under R.C. 4928.142. R,C. 4928.143(Q(1). 

WMIe an ESP may include components described hi R.C. 4928.143(B)(2), nothing 
in S.B. 221 requires that it be built on a component by component basis. In fact, given 
that the ESP is not cost based, focusing on any component in wMch a cost increase is 
expected or demonstrated obscures the failure to conduct the corollary examination of 
components of the base rate in wMch savings have occurred or in wMch revenue has 
increased. Thus, we are practically limited in our examination of an ESP or modified 
ESP to the aggregate impact. 

While I concur that the modified ESP is more favorable in the aggregate than 
what would be expected under an MRO, I do not agree with the underlying policy 
decisions expressed in paragraphs 18, 38, and 76 ot the order and write separately to 
MgWight that, wMle 1 do not agree as to these policy decisions, i do concur in the result. 
As to the FAC basdine, in a cost-based matter it would be unacceptable to sacrifice 
accuracy when, alternatively, the Commission could order tfie record to be reopened for 
the sole purpose of receiving updated testimony as is appropriate for information that 
could not have been known at the time of the hearing pursuant to Rule 4901-1-34 of the 
OMo Administrative Code, or order that the baseline be trued-up to account for actual 
2008 fuel costs during armual reconciliation. Further, I specifically do not agree that R.C. 
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4928,143(B)(2) contemplates recovery for pre-January 1, 2009 environmental 
expenditures or that carrying costs for enviroronental expenditures should be accrued 
at the weighted average cost of capital when there has beai no finding that the debt has 
been prudentfy incurred takmg into account the availability of pollution control funds. 
Nor can I find, as to the iiKremental increase in the provider of last resori cost, that the 
Black Scholes model is an appropriate tool to determine an appropriate POLR charge, 
or that an increased risk of migration existe wMch requires an incremental increase in 
POLR, as a POLR component was already induded within the Companies' existing 
base rates. 

The ultimate result of these policy dedsions, however, is to increase the 
Companies' authorized revenue wMch, when combined with revenue realized from 
other components of the ESP, results in a particular price for retail dectric service. It is 
tMs price, together with all the terms and conditions of the modified ESP, that must be 
more favorable in the aggregate than the results otherwise to be expected pursuant to 
R.C 4928.142 in order for the modified ESP to be approved. 

Evaluating the "expected" results that would otherwise apply under R.C. 
4928.142 when compared to tMs price is of necessity speculative. The calculation must 
indude a prelected market cost Within the ©dsting record, I concur that the proj^rted 
market cost has been appropriately defined.^ I do, however, find that, as argued t y lEU 
and as summarized in paragraph 132, such a calculation may not properly include an 
incremental POLR increase. However, as stated in paragraph 137, even when 
correcting for tMs error by eliminating the incremental POLR increase from the MRO 
cost, I specifically concur that the modified ESP is still more favorable in the aggregate 
as compared to the expected results of an MRO. 

Cheryl^Roberto, Commissioner 

Given the significantly different economic conditions which existed between ttie time of the record 
testimony and iiie time at which the Commission considered this matter (both as to the original entry 
and upon rehearing), 1 would, however, have supported reopening the record for the limited purpose 
oi refreshing flie marlcet price projections as this information was not available at ihe time of the 
hearing. 


