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SECOND NOTICE OF APPEAL OF 
APPELLANT INDUSTRIAL ENERGY USERS-OHIO 

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

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

Section 3(B), to the Supreme Court of Ohio and Appellee, from a March 18, 2009 Opinion and 

Order (Attachment A), a March 30,2009 Entry nunc pro tunc (Attachment B), a July 23,2009 

Entry on Rehearing (Attachment C), and a November 4, 2009 Second Entry on Rehearmg 

(Attachment D) of the Public Utilities Commission of Ohio ("PUCO" or "Commission"), 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 Applications for Rehearing of Appellee's March 18, 2009 

Opinion and Order and July 23,2009 Entry on Rehearing ui accordance with R.C. 4903.10. 

Appellant's Applications for Rehearing were denied with respect to the issues on appeal herein 

by the PUCO's Entry on Rehearing dated July 23,2009 and its Second Entry on Rehearing dated 

November 4,2009. 

The PUCO's Opinion and Order and Entries 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 

Entries on Rehearing are imlawful and unreasonable 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, unreasonable, and unlawful. 
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i. The Commission's approval of 90% of AEP-Ohio's POLR 

revenue requirement is unlawful and imreasonable 

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 imlawful and unreasonable 

inasmuch as, even assuming that AEP-Ohio does have 

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

mitigate that risk through options. 

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

revenue requirement is imlawful and unreasonable 

inasmuch as, even assuming that AEP-Ohio does have 

POLR risk that carmot 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 unreasonable 

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

customers' jurisdictional share of costs associated with the Companies' 

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 unjust, 

unreasonable, unsupported by the evidence, and unlawful. 

i. The market price chosen by the Conunission 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 imlawful and 

unreasonable. 

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

within the MRO authority of the Commission is unlawful 

and mireasonable. 

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 unbundling 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 

imlawful 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 unlawful 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 unlawful 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 a FAC 

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

imbalanced inasmuch as it permits AEP-Ohio to recover a 

broad range of costs not ordinarily recovered through a 

FAC mechanism while AEP-Ohio simultaneously has none 

of the obligations that have historically been associated 

with a FAC mechanism, 

iii. The FAC mechanism authorized by the Commission is also 

unreasonable, unlawfiil, 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 Opinion and Order and Entries on Rehearing are 

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

July 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. 

H. The Commission's determination that customers served under reasonable 

arrangements are prohibited from participating in PJM Interconnection, 

LLC ("PJM") demand response programs ("DRP") is both unlawful and 

unreasonable. 

I. The Commission's failure to prohibit the Companies from accepting the 

benefits of the higher rates approved in the ESP while simultaneously 

{029116:2} 



preserving the right to withdraw and terminate the approved ESP is 

unlawful under R.C. 4928.141 and R.C. 4928.143. 

J. The Commission unreasonably and unlawfully erred by failing to issue a 

written decision in this contested proceeding that sets forth, in sufficient 

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, March 30,2009 Entry nunc pro tunc, July 23,2009 Entry on Rehearing, and 

November 4, 2009 Second Entry on Rehearing are imlawful, 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, 

iWuel C. Randazzo, C( SbAuel 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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CERTIFICATE OF SERVICE 

I hereby certify that a copy of this Second Notice of Appeal of Appellant Industrial 
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parties to the proceeding before the Public Utilities Commission of Ohio, listed below, and 
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Columbus, OH 43215 
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41 S. High Street 
Columbus, OH 43215 

ON BEHALF OF COLUMBUS SOUTHERN 

POWER AND OHIO POWER COMPANY 

David F. Boehm 
Michael L. Kurtz 
Boehm, Kurtz & Lowry 
36 East Seventh Street, Suite 1510 
Cincimiati, OH 45202 

ON BEHALF OF OHIO ENERGY GROUP 

John W. Bentine 
Mark S. Yurick 
Matthew S. White 
Chester, Willcox & Saxbe LLP 
65 East State Street, Suite 1000 
Columbus, OH 43215-4213 

ON BEHALF OF THE KROGER C O . 

Janine L. Migden-Ostrander 
Consumers' Counsel 
Maureen R. Grady, Counsel of Record 
Terry L. Etter 
Michael E. Idzkowski 
Office of the Ohio Consumers' Counsel 
10 West Broad Street, Suite 1800 
Columbus, OH 43215-3485 

ON BEHALF OF THE OFFICE OF THE OHIO 

CONSUMERS' COUNSEL 

Barth E. Royer, Counsel of Record 
Bell & Royer Co. LPA 
33 South Grant Avenue 
Columbus, OH 43215-3927 

(C29116:3 



Nolan Moser 
Air & Energy Program Manager 
The Ohio Environmental Council 
1207 Grandview Avenue, Suite 201 
Columbus, OH 43212-3449 

Trent A. Dougherty 
Staff Attorney 
The Ohio Environmental Council 
1207 Grandview Avenue, Suite 201 
Columbus, OH 43212-3449 

ON BEHALF OF THE OHIO 

ENVIRONMENTAL COUNCIL 

David C. Rinebolt 
Colleen L. Mooney 
Ohio Partners for Affordable Energy 
231 West Lima Street 
Findlay, OH 45839 

ON BEHALF OF OHIO PARTNERS FOR 

AFFORDABLE ENERGY 

Thomas J. O'Brien 
Matthew Wamock 
Bricker & Eckler 
100 South Third Street 
Columbus, OH 43215 

Richard L. Sites 
Ohio Hospital Association 
155 E. Broad Street, 15* Floor 
Columbus, OH 43215-3620 

ON BEHALF OF THE OHIO HOSPITAL 

ASSOCIATION 

David I. Fein 
Cynthia Former 
Constellation Energy Group 
550 W. Washington Street, Suite 300 
Chicago, IL 60661 

ON BEHALF OF CONSTELLATION ENERGY 

GROUP 

Bobby Singh 
Integrys Energy Services, Inc. 
300 West Wilson Bridge Road, Suite 350 
Worthington, OH 43085 

ON BEHALF OF INTEGRYS ENERGY 

SERVICES, INC. 

Howard Petricoff 
Stephen M. Howard 
Vorys, Sater, Seymour & Pease LLP 
52 E. Gay Street 
Columbus, OH 43215 

ON BEHALF OF CONSTELLATION NEW 

ENERGY AND CONSTELLATION NEW 

ENERGY COMMODITIES GROUP, DIRECT 

ENERGY SERVICES, LLC, INTEGRYS 

ENERGY SERVICES, INC., NATIONAL 

ENERGY MARKETERS ASSOCIATION, OHIO 

SCHOOL OF BUSINESS OFFICIALS, OHIO 

SCHOOL BOARDS ASSOCIATION, BUCKEYE 

ASSOCIATION OF SCHOOL 

ADMINISTRATORS, AND ENERNOC, INC. 

Craig G. Goodman 
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3333 K, Street, N.W., Suite 110 
Washington, D.C. 20007 

ON BEHALF OF NATIONAL ENERGY 

MARKETERS ASSOCIATION 

Barth Royer 
Bell & Royer Co. LPA 
33 South Grant Avenue 
Columbus, OH 43215-3927 

Gary Jeffries 
Dominion Resources Services 
501 Martindale Street, Suite 400 
Pittsburgh, PA 15212-5817 

ON BEHALF OF DOMINION RETAIL, INC. 
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Henry W. Eckhart 
50 West Broad Street #2117 
Columbus, OH 43215 

ON BEHALF OF THE SIERRA CLUB, OHIO 

CHAPTER, AND THE NATURAL RESOURCES 

DEFENSE COUNCIL 

Langdon D. Bell 
Bell & Royer Co., LPA 
33 South Grant Ave. 
Columbus, OH 43215 

Stephen J. Romeo 
Scott DeBroff 
Alicia R. Peterson 
Smigel, Anderson & Sacks 
River Chase Office Center 
4431 North Front Street 
Harrisburg, PA 17110 

Benjamin Edwards 
Law Offices of John L. Alden 
One East Livingston Ave. 
Columbus, OH 43215 

Kevin Schmidt 
The Ohio Manufacturers' Association 
33 North High Street 
Columbus, OH 43215 

ON BEHALF OF THE OHIO 

MANUFACTURERS' ASSOCIATION 

Larry Gearhardt 
Ohio Farm Bureau Federation 
280 North High Street, P.O. Box 182383 
Columbus, OH 43218 

ON BEHALF OF CONSUMERPOWERLINE 

Grace C. Wung 
McDermott Will & Emery LLP 
600 Thirteenth Street, NW 
Washington, DC 20005 

Douglas M. Mancino 
McDermott Will & Emery LLP 
2049 Century Park East 
Suite 3800 
Los Angeles, CA 90067 

ON BEHALF OF THE OHIO FARM BUREAU 

FEDERATION 

Clinton A. Vince 
Presley R. Reed 
Emma F. Hand 
Ethan E. Rii 
Sonnenschein Nath & Rosenthal 
1301 K Street NW 
Suite 600, East Tower 
Washington, DC 20005 

ON BEHALF OF ORMET PRIMARY 

ALUMINUM CORPORATION 

Steve W. Chriss 
Manager, State Rate Proceedings 
Wal-Mart Stores, Inc. 
2001 SE 10*̂  Street 
Bentonville, A R 72716 

O N BEHALF OF THE WAL-MART STORES 

EAST LP, MACY'S INC., AND SAM'S CLUB 

EAST, LP 

Sally W. Bloomfield 
Terrence O'Donnell 
Bricker & Eckler 
100 South Third Street 
Columbus, OH 43215 

O N BEHALF OF AMERICAN WIND ENERGY 

ASSOCIATION, WIND ON THE WIRES AND 

OHIO ADVANCED ENERGY 
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C. Todd Jones 
Christopher Miller 
Gregory Dunn 
Andre Porter 
Schottenstein Zox and Dunn Co. 
250 West Street 
Columbus, OH 43215 

LPA 

ON BEHALF OF THE ASSOCIATION OF 

INDEPENDENT COLLEGES AND 

UNIVERSITIES OF OHIO 

Douglas M. Mancino 
McDermott Will & Emery LLP 
2049 Century Park East 
Suite 3800 
Los Angeles, CA 90067 

Gregory K. Lawrence 
McDermott Will & Emery LLC 
28 State Street 
Boston, MA 02109 

Duane Luckey, Section Chief 
John Jones 
Thomas Lindgren 
Werner Margard 
Assistant Attorneys General 
Public Utilities Section 
180 East Broad Street 
Columbus, OH 43215 
ON BEHALF OF THE PUBLIC UTILITIES 

COMMISSION OF OHIO 

Kimberly Bojko 
Attorney Examiner 
Public Utilities Commission of Ohio 
180 East Broad Street, 12* Floor 
Columbus, OH 43215 

Greta See 
Attorney Examiner 
Public Utilities Commission of Ohio 
180 East Broad Street, 12* Floor 
Columbus. OH 43215 

Steven Huhman 
Vice President 
MSCG 
200 Westchester Ave. 
Purchase, NY 10577 

ON BEHALF OF MORGAN STANLEY 

CAPITAL GROUP, INC. 

Glenn D. Magee 
Abbott Nutrition 
6480 Busch Blvd. 
Columbus, OH 43229 

ATTORNEY EXAMINERS 

Alan R. Schriber, Chairman 
Ronda Hartman Fergus, Commissioner 
Valerie A. Lemmie, Commissioner 
Paul A. Centolella, Commissioner 
Cheryl Roberto, Commissioner 
Public Utilities Commission of Ohio 
180 East Broad Street 
Columbus, OH 43215 

ON BEHALF OF THE PUBLIC UTILITIES 

COMMISSION OF OHIO 

ON BEHALF OF ABBOTT NUTRITION 
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CERTIFICATE OF FILING 

I hereby certify that a Second Notice of Appeal of Appellant Industrial Energy 

Users-Ohio has been filed with the docketing division of the Public Utilities Commission of 

Ohio in accordance with Rules 4901-1-02(A) and 4901-1-36 of the Ohio Administrative Code, 

onNovember 17, 2009. 

]JX t̂ 1^ ( h ^ 
J o s ^ M.'Clark 
Counsel for Appellant, 
Industrial Energy Users-Ohio 
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The Commission^ considering the above-entitied applications and the record in 
these proceedings, hereby Issues its opinion axui orda: in this matter. 

APPEARANCES: 

Marvin I. Resnik and Steven T. Nourse, American Electric Power Service 
Corporation, One Riverside Plaza, Columtms, Ohio 43215, and Porter, Wright Morris & 
Arthur, by Daniel R. Conway, 41 South High Street, Odumbus, Ohio 43215, <m behalf of 
Coltimbus Soutiiem Power Company and Ohio Power Company. 

Richard Cordray, Attorney General of the State of Ohio, by Duane W, Luckey, 
Section Chiefs and Warner L. Margard^ John H. Jones, and Thomas G. Undgrerv Assistant 
Attorneys General, 180 East Broad Street, Coltunbus, Ohio 43215, on behalf of the Staff of 
the Public Utilities Commission of Ohio. 

Janine L. Migden-Ostrander, the Office of ttie Ohio Consumers' Cotmsel, by 
Maureen R. Grady, Terry L. Etter, Jacqueline lake Roberts, Midiael E. Idzkowsid and 
Richard C. Reese, Assistant Consumers' Counsel, 10 West Broad Street Columbus, Ohio 
43215-3485, on behatf of tiie residential utility consumers of Colxunbus Southern 
Company and Ohio Power Company. 

Boehm, Kwctz & Lowry, by David F, Boehm and Michael L. Kurtz, 36 East Seventh 
Street, Suite 1510, Qndnnati, Ohio 45202, on behalf of Ohio Energy Group. 

Chester, Wilcox & Saxbe, LLP, by John W. Bentine, Marit S. Yurick, and Mattiiew S. 
White, 65 East State Street, Suite 1000, Columbus, Ohio 43215-4213, on behalf of The 
Kroger Company. 

McNees, Wallace & Nurick, LLC, by Samuel C. Randazzo, Lisa G. McAlister, and 
Joseph M. Clai^, 21 East State Street, 17th FIOOT, Columbus, Ohio 43215-4228, on behalf of 
Industrial Energy Users-Ohio. 

David C. Rinebolt and Ccdleen L. Mooney, 231 West Lima Street, RO. B<»c 1793, 
Findlay, Ohio 45839-1793, on behalf of Ohio Partners for Affordable Energy. 

Bell & Royer Co., LPA, by Barth E. Royer, 33 Souti\ Grant Averaie, Columbus, (Muo 
43215-3927, on behalf of Ohio ̂ virc^nmental CouncD and Dominicm Retail, Inc. 

Vorys, Sater, Seymour & Pease, LLP, by M. Howard Petricoff, Mike Settineri and 
Betsy L Elder, 52 East Gay Street, Columbus, Ohio 43216-1008, and Bobby Sngji, Integrys 
Energy, 300 West Wilson Bridge Road, Wortiungton, Ohio 43085, on behalf of hitegrys 
Energy. 
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Vorys, Sater, Seymour & Pease, LLP, by M. Howard Petricoff, Mike Settineri and 
Betey L Elder, 52 East Gay Street, 0>lumbus, C*io 43216-lOM, and Cynthia A. Foniwr, 
Constellation Energy Group, Inc., 550 West Washington Boulevanl, Suite 3000, Chkrago, 
Illinois 60661, on behalf of Constdlation NewEnergy, hac., and Constellation Energy 
Commodities Group, Inc. 

Vorys, Sater, Seymour & Pease, LLP, by M. Howard Petricoff, Mifce Settineri and 
Betsy L Elder, 52 East Gay Street, Columbus, Ohio ̂ IL&IOOS, on behalf of EnerNoc, Inc 
and Consumer Powerline, Inc. 

Schottenstein, Zox & Dunn Co., LPA, by Gregory H. Dunn, Christopher L. Mfller, 
and Andre T, Porter, 250 West Street, Columbus, Ohio 43215, on behalf of the Association 
of Independent Colleges and Universities of Ohio. 

Bricker & Eckler, Thomas J. O'Brien, 100 Soutii Third Street, Columbus (Mo, and 
Richard L, Sites, 155 East Broad Street, 15th Floor, Columbus, Ohio 43215^20, on behalf 
of Ohio Hospital Association. 

Bell & Royer Co., LPA, by Langdon D. Bdl, 33 Soutii &ant Avenue, Columbus, 
Ohio 43215-3927, and Kevm Schmidt, 33 North H i ^ Street, Cdumbus, Ohio 43215-^)05, 
on behalf of Ohio Manufacturers' Association. 

Vorys, Sater, Seymour & Pease, I IP, by M. Howard Petricoff and St^ten M. 
Howard, 52 East Gay Street, Columbus, Ohio 43216-1008, cm behalf of I^rect Energy 
Services, LLC 

McDermott WUI & Emery, LLP, by Grace C Wung, 600 Tlurteenth Street, N.W., 
Washington, DC. 20005, on behalf of Wal-Mart Stores East, LP, and Sam's East Inc., LP, 
Macy's, Inc., and BJ's Whol^ale Club, Inc, 

Vorys, Sater, Sejmiour & Pease, LLP, by M. Howard Petricoff and Stephen M. 
Howard, 52 East Gay Street, Columbus, Oiio 43216-1008, on behalf of Ohio A^ociation <rf 
School Business Officials, Ohio School Boards Association, and Buckeye Araodaticm of 
School Administrators. 

Michael R. Smalz and Joseph E Maskovyak, Ohio State Legal Services Assodatianr 
555 Butties Avenue, Columbus, Ohio 43215, on behalf of Appalachian Pfeople's Action 
Coalition. 
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OPINION: 

I. HISTORY OF PROCEEDINGS 

On July 31, 2008, Columbus Southern Power Company (CSP) and Ohio Power 
Company (OP) {joinUy, AEP-C*uo or the Companies) filed an application for a standard 
service offer (SSO) pursuant to Section 4928.141, Revised Code. The application is for an 
electric security plan (ESP) in acconlance with Section 4928.143, Revised Code. 

By entries issued August 5, 2008, and September 5, 2008, tiie procedural schedule 
in this matter was established, including tiie scheduling of a technicd conference and tiM 
evidentiary hearing. A technical conference was held regarding AEP-Ohio's application 
on August 19,2008. A prehearing conference was held on November 10, 2008, and the 
evidentiary hearing commenced on November 17,2008, and concluded on December 10, 
2008. The Commission also scheduled Bve local public hearings tiwoug^KWit fl« 
Companies' service area. 

The following parties were granted Intervention by entries dated September 19, 
2008, and October 29,2008: CMo Energy Group (OEG); tiie Oftioe of tiie Ohio Cdnsumecs' 
Counsel (OCQ; Krog^ CcMnpany (Kroger); Ohio Environmental Council (OEQ; 
Industrial Energy Users-Ohio (lEU); Ohio I^artaers for Affordable Energy (OPAE); 
Appalachian People's Action Coalition (APAQ; Ohio Hospital Association (OHA); 
Constellation NewEnergy, Inc. and ConstellatiCBi Energy Ccanmodities Group, ITK. 
(Constellation); Dominion Retail, Inc. (Dominion); Natural Resources Defense Coundi 
(NRDC); Sierra Qub - C*io Chapter ^erra); National Energy Market©^ Association 
(NEMA); Integrys Energy Service, hie. (Integrys); Direct En^gj^ Services, LLC (Direct 
Energy); Ohio Manufacturers' Association (QMA); Ohio Farm Bureau Federaticm (OFBF); 
American Wind Energy Association, Wind cm Wires, and Ohio Advance Energy (Wind 
Riergy); Ohio Association of School Business Cffidals, Ohio Schod Boards Association, 
and Buckeye Association of School AdministratOTS (collectively. Schools); Onnet Primary 
Aluminum Corporation (Ormet); Qmsumer Powerline; Morgan Stanley Capital Group 
Inc.; Wal-Mart Stores East LP and Sam's East Inc., Macy's, hic, and BJ's Wholesale Qub, 
Inc. (collectively, Commeicial Group); EnerNoc, Inc.; and the Association of Independent 
Colleges and UnivCTSities of Ohio. 

At tiie hearing, AEP-Ohio ofered the testimony of 11 witnesses in support of tiie 
Companies' application, 22 witnesses testified cm behalf of various intervenors, and 10 
witnesses testified on behalf of Staff. At the local public hearings hdd in tfiis matter, 124 
witnesses testified. Briefs were filed on December 30,2008, and reply briefe were filed on 
January 14,2009. 
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A. Summarv erf the Local Public Hearings 

Five local public hearings were held in ord^ to allow CSPs and OFa custcmners 
the opportunity to express their opinions regardir^ Ae issues in this proceeding. The 
hearings were held in the evenings in Marietta, Canton, Lima, and Cohmibus. 
Additionally, an afternoon hearing was held in Columbus. At those hearings, public 
testimony was heard firom 21 customers in Marietta, 21 customers in C^ton, 17 
customers in Uma, 25 axstomers at tiie afternoon hearii^ in Columbus and 40 custcxaners 
at the evening hearing in Columbus. In addition to the public testimony, numerous 
letters were filed in the docket by customers stating concern about the applications. 

The principal concern expressed by customers, both at the public hearings and in 
letters, was over the increases in customer rates that would result from the approval of 
the ESP applications. Witnesses stated that any increase in rates would negatively impact 
low-income customers, the elderly, and those on fixed inccmies. CustcMtners died the 
recent downturn in the economy as the primary sotirce of their appreharision. It was 
noted by many at the hearings ti^t customers are also fadng increases in other utili^ 
charges, gasoline, food, and medical expenses and that the proposed increases would 
cause undue hardship. On the other hand, some witnesses at tiie publk hearings and in 
the letters filed in tl^ docket acknowledged AEP-Ohio as a good corporate parii^r in 
their respective communities. 

B. Procedural Matters 

-̂ Moticm to Strike 

On January 7,20O9, AEP-Ohio filed a motion to strike a secticm of tiie brkf jointiy 
filed by OCC and Sierra (collectivdy, OCEA). More specifically, AEP-Ohio filed to sb^ke 
the sentence starting on line 2 of page 63 ["In fact i through tiie first two lines rf page 64, 
including footnotes 244 to 248. AEP-Ohio argues that the al>ove-dted portion of OCEA's 
brief, regarding the deferral of fud expenses and tl^ carrying charges and tite tax ^ect 
thereof, relies upon testimony offered by OCC witness Efircot in the FirstEn^gy 
Distribution Case.̂  AEP-Ohio notes that Mr. Efferon was not a witness in this E ^ 
proceeding and, therefore, was not available for tiie Companies, or any otiier party, to 
cross-examine. Accordingly, the Con^>anies argue that consideration of Mr. l^ron's 
testimony in this matter would be a doiial of the Companies' due proce^ rights, and 
request that the specified portion of OCEA's brief be strickea On January 14,2009, OOC 
filed a memorandum contra the motion to strike. OCC agreed to witiidraw tiie second 
and third sentences on page 63, the quoted testimony of Mr, Effron on page ©, and 
footnotes 244 to 248 on pages 63 and 64. However, OCC contends that AEP-Ohio's 

In re Ohio Edison Company, The Geveltmd Elecfnc lUumitiaHng Com^my, a»d Tctedo Edhon Ojmptmy, Case 
No. D7-552-EL-AIR, et aL (FirstEnergy Dzstributicm Case). 
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motion is overly broad and the remaining portion of the brief tiiat AEP-C*io seeks to 
strike is appropriate legal argument regarding deferrals on a netK)f-tax basis and, 
therefore, should remain. AEP-Ohio filed a reply on January 16, 2009. AEP-Ohio first 
notes that because tiie memorandum contra was filed by OCC only and Sierra did not 
respond to the motic^, it is iK>t dear whether Sieira is also willing to witiidiaw the 
portions of the bief listed in the memorandum contra. AEP-Ohio also argues that the 
remaining portion of this particular argimient in OGEA's brief should be stridoen m 
removal of the footnotes. With this removal, AEP-Ohio then argues that there is no 
longer any support in the brief for such arguments. By letter docketed January 22,2009, 
Sierra confirmed that it joins OCC in OCCs witiidrawal of tiie limited portions of the 
OCEA brief a$ stated by OCC in its January 14,2009, reply. 

The Commission grants, in part, and denies, in part, AEP-Ohio's motion to strflce 
OCEA's brief. The Commission agrees witii AEP-Ohio and OOC that the use of 
Mr, Effron's testimony filed in the FirstEnergy Distribution Case in tiiis pnxreeding was 
inappropriate and, therefore, we accept OCCs and Sierra's withdrawal of that portion of 
tiieir brief. As for the remaining portion of OCEA's brief that AEP-Ohio has requested to 
be stricken, we aĝ êe with OCC that the language that discusses the cdculation of 
deferred fud expenses on a net-of-tax basis could be construed to be legal argument on 
brief, which rationalized why the issue should be dedded in OCEA's favor. Moreover, 
we can surmise that if OCEA had recognized its error in tiie drafting stage of Bie brief, 
that OCEA would have drafted similar legal argmnents without refer^idng K&. Effron's 
testimony. Accordingly, we will only strike the portions of OCEA's brief that OCC and 
Sierra have agreed to vrithdraw. 

2. Motion for AEP-Ohio to Cease and Desist 

On February 25,2009, Integrys filed a motion with the Commission requesting tiiat 
the Commission direct AEP-Ohio to cease and desist the Companies' refusal to process 
^ O retail customer applications to eiuoU in the Interruptible Load for Rdiability (ILR) 
Program of PJM Interconnection, LLC (PJM). Integrys also filed a request for an 
expedited ruling; however, Integrys represemted that counsel iac AEP-Ohio ol^ected to 
the expedited ruling request Integrys is a registered curtailment service provider witii 
PJM and as such receives notices from PJM and coordkiates with retail customers to 
ciurtail load. Integrys argues tiiat retail customer participation in PJM demand response 
programs was raised in the Companies' ESP application and has not yet been dedded by 
the Commission. For this reason, Integrys contends that AEP-CWo lacks the authority to 
refuse to process the ILR applications and the denial of the application violates the 
Comparues' tariffs. Two other curtailment service providers in die AEP-Ohio service 
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territory. Constellation and KOREnergy, Ltd., filed memoranda in s»q>pOTt of Integrys' 
motion.2 

On March 2,2009, A^-Ohio filed a memorandum contra the motion to ce^e and 
desist. AEP-Ohio affirms the arguments made in this proceeding to prdilbit retail 
customers from participating in PJMs demand response programs. Furtiier, AEP-Otdo 
argues, among other things, that despite the claims of Integrys andCbr^tellattosv AEP-
Ohio is providing, in a timely maruier, tiie load data required for customer eruxdhnent in 
the PJM ILR program, informs the customer that AEP-Ohio is not consenting to the 
customer's partidpation in the progranv ^ ^ disdoses that the matter is currentiy 
pending before the Commission. 

On March 9,2009, Integrys axKl Constellaticm filed a withdrawal of tiie motion to 
direct AEP-Ohio to cease and desist The movants state tiiat despite AEPOlio's 
assertions that the appticants were not el i^le to participate in FJM's demand response 
programs, PJM rejected AEP-Ohio's opposition to tiie ILR applications and processed the 
ILR applications. Integrys and Cbnstdktion fiirtiier state that e x c ^ for two pending 
applications, aU tiieir customers in the AEP-Ohio service territory have been certified for 
participation in the PJM programs. 

As the parties acknowledge, this matter was presented for the CcHiimissJmi's 
consideration as part of tiie ESP application. The Commission, there&xre, spedfically 
addresses and discusses the issues raised concerning SSO retail customer partidpation in 
FJM demand response prog r̂ams at Section VLC of this opinion and order. Accordingly, 
we grant Integrys' and Constellation's request to withdraw their rrwtion to cease and 
desist 

II. DISCUSSION 

A. Applicable Law 

Chapter 4928 of the Revised Code provides an Integrated system of r^ulation in 
which specific provisions were designed to advance state poUdes of ensuring access to 
adequate, reliable, and reasonably priced electric service in the context of significant 
economic and environmental challenges. In reviewing AEP-Ohio's application^ the 
Commission is cognizant of the challenges facing Ohioans and the dectric 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 that it is ti:^ policy of the states, inter alia, to: 

^ KOREnergy, Ltd., has not filed to inteivene in titis proceeding and, Aerekue, its memoranda In Sttpport 
will not be considered. 
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(1) Ensure the availability to consumers of adequate, reliable, s ^ / 
efficient, nondiscriminatory, and reasonably priced retell 
dectric service. 

(2) Enstue the availability of unbtmdled and comparable retail 
dectric service. 

(3) Ensure diversity of electric supplies and suppliers. 

(4) Encourage innovation and market access for cost-e&ctive 
supply- and demand-side retail dectric service induding, but 
not limited to, demand-dde management (DSM), time-
differentiated pricing, and implementation of advanced 
metering infi^tructure (AMI). 

(5) Enomrage cost-effecthre and effidertt access to information 
regarding the operation of t l^ transmis^n and distribution 
systems in ord^ to promote both effective custcnner choice 
and the devdopment of performazKe standards and targets for 
service quality. 

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

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

(8) Provide a means of giving incentives to technc^ogiea that can 
adapt to pK>tentia] environmental mandates. 

(9) Encourage implementetion of distributed generation across 
customer classes by reviewing and updating rules govermng 
issues such as interconnection, standby diarges, and rret 
metering. 

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

In addition, SB 221 amended Section 4928.14, Revised Oode, which, now provides 
that on January 1,2009, dectric utilities must provide consumers witii an SSO, consisting 
of dther a market rate offer (MRO) or an ESP. The SSO is to serve as tiie dectric utility's 
default SSO. The law provides that electric utilities may apply simultaneously for both an 



08-917-EL-SSO and 08-918-EL.SSO -11-

MRO and an ESP; however, at a minimum, the first 990 appltcati<»i iraist Indude an 
application for an ESP. Section 4928.141, Revised Code, specifically provides that an SSO 
shall exdude any prevknisly authorized allowances for transition costs, witii sudi 
exclusion being effective on and after tiie date that the allowance is sdieduled to end 
under tiie dectric utilit/s rate plan. In the event an SSO is not aulhorazed by January 1, 
2009, Section 4919.141, Revised Codê  provides ttiat the current rate {dan cl an dectrk 

[ utility shall continue until an SSO is autiiorized under dther Section 4928.142 or 4928.143, 
I Revised Code. 

AEP-Ohio ŝ application in this proceeding proposes an ESP, pursuant to Section 
4928143, Revised Code. Paragraph (B) of Section 4928.141, Revised Code, requires the 
Commission to hold a hearing on an application filed under Section 4928.143, Revised 
Code, to send notice of the hearing to the dectric utility, and to publish notice in a 
newspaper of general circulation in each county in tiiie dectric utility's certified territory. 

Section 4928.143, Revised Code, sets out the requirements for an ESP. Under 
paragraph (B) of Section 4928.143, Revised Code, an ESP must indude provisions rdating 
to the supply and pricing of generation service. The plan, according to paragraph (B)(2) 
of Section 4928143, Revised Code, may also provide for the automatic reoovety of certain 
costs, a reasonable allowance for certain construction work in prog r̂ess (CWIP), an 
unavoidable surcharge for the cost of certain new gerwsration tecHities, conditions or 
charges relating to customer shopping, automatic increases or decreases, providons to 
allow securitization of any phase-in of the ^ O price, provisions rdating to transmisdon-
related costs, provisions related to distritnition service, and prov^ions regarding 
economic devdopment. 

The statute provides tiiat the Commission is required to approve, or modify and 
approve the ESP, if the ESP, induding its pricing and all otiier terms and coaidition^ 
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 4928.1^ 
Revised Code. In addition, the Commission must reject an ^ F tiiat ocMiteins a surcharge 
for CWIP or for new generation facilities if the l>enefits derived for any purpose for whidi 
the surcharge is established are not reserved or made available to tfkose tiiat bear tive 
surcharge. 

The Commission may, tmder Section 4928.144, Revised Code, order any just and 
reasonable phase-in of any rate or price established under Section 4928.1ti, 4928.142̂  or 
4928143, Revised Code, including carrying charges. If tiie Commission does provide for 
a phase-in, it must also provide for the creation of regulatcay assets by authorizing the 
deferral of incurred costs equd to the amount not collected, plus canying chaige5 on tiiat 
amount and shall authorize the deferral's collection throu^ an unavoidable surcharge. 
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By finding and order issued September 17,2008, in Case No. 08-777-ELrORD ^SO 
Rules Case), the Ccmimission adopted new rides concemir^ SSO, ccnporate separation, 
and reasonable arrangements for dectric utilities pursuant to Sections 4928.06, 492814, 
4928.17, and 490531, Revised Code. The rules adopted in tiie SSO Rules Case were 
subscquentiy amended by the entry on rehearing issued February 11,2009. 

B. State Policy - Section 4928.02. Revised Code 

AEP-Ohio submits that contrary to the views of the intervenors. Section 4928.02, 
Revised Code, does not impose additional reqoir^nents on an ^ P and tiie E ^ ^otdd 
not be modified or rejected because it does not satisfy all of tiie policies oi the state 
According to tiie Compardes, "[t]he public interest is served if the ESP is moire favorable 
in the aggregate tiian the expected results of an MRO" (Cos. Br. at 15). 

OHA asserts that the Commission *'must view the 'msxe fetvoraHe in tiie 
aggregate' standard through the lens of the overriding 'public interest"' and that the 
public interest carmot be served if the result is not reasonable (OHA Br. at 10). 
OPAE/APAC seems to state that the ESP must be more favoraHe in the aggregate aiwi 
comply witii tiie stete policy, but also recognizes that stete polides are to be used to gttide 
the Commission in its approval of an ESP (OPAE/APAC Br. at 3). OEG agrees that tfie 
policy objectives are required to be met prior to the approval of an ESP (OEG Br. at 1). 
The Commercial Group submits that costs must be properly allocated to ensure that the 
policies of the stete are met to improve price signals, and to atisure efiective retail 
competition (Commercial Group Br. at 5). 

In its reply brief, AEP-Ohio maintains tiiat its proposed ESP is consistent witii ttie 
policy of the stete as delineated in Sections 4928.Q2(A) through (N), Revised Code, and is 
"worthy of approval, without modification" (Cos. Reply Br, a 7). AcccKrdiî  to tiie 
Compaiues, the ESP advances the general policy objectives of the policy of the stete (Id. at 
6-7). Furthermore, the Companies argue that the concerns raised l>y some intervenors 
regarding the impact of AEP-Ohio's ESP on ttie difficult economic corvditions would have 
the Commission ignore the stetutory standard for approving an ESP and, instead, 
esteblish rates based on the current economic conditions (Cos. Reply Br. at 7), While the 
Companies bdieve that aspects of the proposed ESP address these cwicems (e.g., fud 
deferrals), they argue that their SSO must be estebli^ed in accordance with applicable 
ESP stetutory provisions (Id.). 

As explained above, and previously in oiur opinion and order issued in the 
FirstEnergy ESP proceeding,^ the Commission believes that the stete policy codified by 
the General Assembly in Qmpter 49^, Revised Code, sets fortii important objectives. 

In re Ohio Edison Company, The Ckvehnd Electric BlumtmOmg Qmtpany, and 0ie Tokd3 EUson Compmty, 
Case No. 0&-935-EL-SSO, Opinion and Order at 12 (December 19,2008) (Fiisffinergy ESP Case). 



08-917̂ EL-SSO and 08-918-EL-SSO -13-

which the Commission must keep in mind whai considering aU cases filed pursuant to 
that chapta- of the code. As noted in the FirstEn^gy ESP case, in determining wl^tiier 
the ESP meets the requirements of Section 4928.143, Revised Code, we tate into 
consideration the policy prov^ons of Section 4928.02, Revised Code, and we use these 
polides as a guide in our implementetion of Seetirai 4928.143, Revised Code. 
Accordin^y, we agree with AEP-Ohio and will use these pdides as a guide in our 
decision-making in this case, just as we did in the FirstEnergy ESP Case (Cos. Reply Br. at 
6).* The Commission has reviewed the ESP proposal presented by AEP-CMo, as wdl as 
the issues raised by the various intervenors, and we believe that with the modificaiions 
set forth herein, we have appropriatdy readied a condusicm advancing the puldic's 
interest. 

C. Application Overview 

hi their application, the Companies are requesting authority to esteblish an SSO in 
the form of an ESP pursuant to the 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 Con^anies, pursuant to the proposed ES^ the overall, estimated 
increases in total customer rates, induding generation, traniunission, and distributioiv 
would be an average of 13.41 percent for CSP and 13 percent for OP in 2009, and 15 
percent hi 2010 and 2011 for botii CSP and OP (Cos. Ex. 1, ExhiWt DKQl-l). The 
Companies also propose a 15 percent cap per year on the total allow^Ie increases for 
each customer rate schedule diould the actual costs be higher than ê qpectect racduding 
transmission costs and costs associated with new govemm^it mandates (Cos. App. at 6). 

m. GENERATION 

A. Fud Adjustment Qause (¥ACi 

The Companies cont^d that Section 4928.143(B)(2)(a), Revised Code, authorizes 
the implementetion of a FAC mechanism to recover prud^itiy incurred costs a^odated 
with fud, including consumables related to aivironmental 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 intervenors recognize ttiat the stale poiicy objective must be used as a guide to imptemenft the £SP 
provision (lEU Br. at l9j OPAE/APAC Br. at 3). 
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1. FACCoste 

The Companies proposed to indude in the FAC mechani^n types of costs 
recovered fhrou^ the electric fud component (EFQ previously used in CWo^ (Cos. Ex. 7 
at 3-4). In addition to those types of costs, the Companies steted tiuit Sectkm 
4928143(B)(2)(a), Revised Code, provides for a broader cost-based adjustment mechanism 
that authorizes the inclusion of aQ prudentiy incurred fud, ptuxiiased power, and 
environmental components (Id. at 4). Companies' witness Nelson itemized and described 
the accounts that tiie Companies proposed to indude in thdr FAC n^chanism (Id. at 5-7), 

Staff, OCC, and Sierra support the FAC mechankm that will be updated and 
reconciled quarterly (Staff. Ex. 8 at 3-4; OCEA Br. at 47-48,67-68; OCC Ex, 11 at 4-5,31-4(9. 
Specifically, Staff witness Strom testified that tiie costs proposed to be recovo^d through 
the FAC mechanism are appropriate and recovery of those costs through a FAC 
mechanism is logical (Staff Ex. 8 at 3). OCC and Sierra also agree ttiat Section 
4928143(B)(2)(a), Revised Code, autiiorizes the enactanent of a FAC mechanism to 
automatically recover certain prudentiy incurred coste (OCEA Br. at 47), and OCC does 
not seem to oppose the list of categories of accounte proposed to be induded in tiie FAC 
by Companies witless Ndson (OCC Ex. 11 at 18-20). Additionally, Steiff recommmded 
that annual reviews of the prudency and appropriateness of the accounting of FAC costs 
be conducted (Staff Ex. 8 at 3-4), and OCC recommended tiiat an interest charge be paid 
to customers on any over-recovered fud costs in a quarterly period until the subsequent 
recondliation cKcurs, similar to the carrying charge for any under-recovery tiiat die 
believed tiie Companies were proposing to collect^ (OCC Ex. 11 at 4). Krogjsr and lEU, 
however, seem to stete that a FAC mechanism cann<^ be esteblished until a cc«t-dE-service 
or earnings test is completed (Kroger Br. at 9-10; lEU Br. at 12-15). BBU also questtoned 
the appropriate term of the pr<:q>osed FAC mechanism (lEU Br. at 13; Tr. Vol. DC at 1 ^ 
146). 

The Commission bdieves that the estebiishment <̂  a FAC medianism as part of an 
ESP is authorized pursuant to Section 4928.143(B)(2)(a), Revised Code, to recover 
prudentiy incurred costs associated with fuel, including consumables related to 
environmental compliance, purchased power costs, emission allowances, and coste 
associated with cart)on-t>ased taxes and other carbon-rdated regulations. Given that the 
FAC mechanism is authorized pursuant to the ESP provisicm erf SB 221, we will limit our 
authorization, at this time, to the term of the ESP. 

See Sections 4905.01(G), 4905.66 thnm^^ 4905.69, and 4909.159, Revised Code (rerpeoled Jamuuy %, 
2001); Chapter 4901:1-11, Ohio Administrative Code (OA.C.) (resdnded November 27,2003). 
In AHPs Briefr the Companies clarified tiiat tliey did not propose to collect a canying diarge on any 
FAC under-recovery in one quarterly period until a recxmcillation in ttie subsequent period ocaxntd. 
The only carrying charge that they proposed was on the FAC defierrals that would not be collected tmtil 
2012-^28 (Cos. Br. at 27). 
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With regard to interest c h a r t s assessed on any over- or under-recoveries for FAC 
costs within the quarteriy period tmtil the sulTsequent recc»:Hiliation occurs, we agree witti 
OCC witness Medine that symmetry should exist if interest charges were assessed on any 
tmder-recoveries (Tr. Vol VI at 210). However, we do not condude that any interest 
charges on either over- or under-recoveries are necessary as a deterrent to the creation of 
over- or under-recoveries as OCC witness Medine suggeste (Id. at 210-211). M proposed 
by the Companies and supported by others, the FAC mechanism indudes a quarterly 
reconciliation to actual FAC c o ^ incurred, which will esteUish tl» new chargje for the 
subsequent quarter. These quarterly ad|ustmente combined witii the annual teview 
proposed by Staff to review the appropriateness of tiie accounting of the FAC costs and 
the prudency of decisions made are suffident to control the over- or ut^er-recoveries that 
may occur wtihm a particular qtiarter. Therefore, we find that the FAC mechanism with 
quarterly adjustments as proposed by tiie Companies, as wdl as an annual prudency and 
accounting review recommended t ^ Staff, is reasonable and should be approved and 
implemented as set forth herein. 

(a) Market Purdiases 

As part of title 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 20O9, 
10 percent in 2010, and 15 percent in 2011 (Cos. Ex. 2-A at 21). The Can^anies argue that 
while these purchases wUl be iiMduded in the FAC rr^chani^n, as ihe apt»ropriate 
recovery mechanism for these costs, tiie purdiases are permitted as a disaeelionary 
component of an ESP filing authorized by Section 4928.143(B)(2), Revised Code, which 
stetes: "The plan may provide for or indude, without limitetion. any of the fdkswing:'' 
(emphasis added) (po&. Br. at 37). To support ite proposal, AH*-C*io stetes tiiat tiie 
purchases reflect the continued transition to market rates and represent an appropriate 
recognition of the Companies' incorporation of tiie loads oi Ormet Primazy Aluminum 
Company (Ormet) and the certified territory formerly served by Monoi^^til:^ Pow&t 
Company ^onPower) (Cos. Ex. 2-A at 21-22). The Compani^ furtiiar assert tikat, during 
the ^SP, they should be able to continue to recover a market-based generation price for 
serving these loads, as was previously authorized by the Commission dttting the VSSP 
period. 

Staff supported market purdiases suffident to meet ttie additional load 
responsibilities that the CcMnpanies assumed for the addition of tiie former M«tf*ower 
customers and Ormet to the Companies' system, which equate approximatdy 73 peroertt 
of the Companies' total loads (Staff Ex. 10 at 5). However, based on the size of the 
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 2009,73 paxent 
in 2010, and 10 percent in 2011 (Id.). 
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The Companies responded to Staffs reduction in the amount of market purchases 
by adding that the Companies also intended to utilize their proposed levels of market 
purchases to encourage econ<nnic devdopmait (Cos. Ex. 2-E at 7). 

Various parties oppose the indusion of incremental "dice of the system" power 
purchases in AEP-Ohio's KP. OEG witness Kollen testified tiiat tiie Commission should 
rq'ect this provision of AEP-Ohio's ESP because the Companies have not demonstrated a 
need for the excess geiieration purchased on tiie market to meet ite existing load, arid such 
"purchases are not prudent because they will uneconomicaQy displace lower cost 
Company owned generation and cost-l)ased purdiased power that is available to meet 
their loads'' (OEG Ex. 3 at 3,9-10). lEU witness Bowser agrees that tiiis portion rf the E ^ 
should be rejected (lEU Ex, 10 at 9). Kroger witness Ifiggins also concurs, steting: "The 
only apparent purpose of these slice^tisysiem purdiases is to serve as a device for 
increasing prices charged to customers'' (Kroger Ex. 1 at 9). OCEA concurs with die 
testimony offered by tfiese intervenor witnesses (OCEA Br. at 53-55). Interv^iors also 
question this provision in lig^t of the AEP Interconnection Agreanant (OEG Ex. 3 at 10-
14; OCEA Br. at 54-55). 

Given that AEP-Cftiio has explidtiy steted that the purchased power is not a 
prerequidte for adequately serving ttie additional load requiremente assumed by AEP-
Ohio when adding Ormet and the MonPower customers to ite system (Cos. Ex. 2-B at 7), 
the Commission &ids that Staffs rationale for the support of tiie prĉ >osal« as wdl as the 
recommendation for a reduction in tiie amount of purchased power proposed to equal the 
additional load, fails. We struggle, along with the other parties, to find a rational basis to 
approve such a proposal in the absence of need. The Commission notes tiiat while vra 
appreciate AEP-Ohio's willingness and cooperation witti regard to tiie indusion of Onnet 
and MonPower customers into its system, we bdieve that the Companies have been able 
to prepare and plan for the additions to ite system under tiie current regulatory sdieme 
and have been compensated during die trandtiond period. As for the rdiance on the 
nriarket purchases to promote economic devdopment, the Commission l>elieve8 that tills 
goal can be more appropriatdy achieved tiirough other means as outiined in tids 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) Qff-SvBfem Sdes (OSS) 

Kroger and OEG contend that FAC coste must be offeet l)y a credit for OSS 
margins, steting that other jurisdictions governing other operating companies of AEP 
Corporation require such an OSS offset to revenue requiremente (Kroger Br, at 11-12; 
Kroger Ex. 1 at 3, 9,10; OEG Br. at 10; OEG Ex. 3 at 14-15,1M.7). Kroger argues tfiat it is 
incongnient to allow a rate increase based on certain costs without examining AEP-Ohio's 
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net coste to determine that AEP-Ohio's coste have actually increased (Kcogpr Br. at ll-i:^. 
OEG notes that the Companies' profite for 2007 firan off-system sales were $146.7 millu»:i 
for OP and $124.1 million for CSP (OBG Ex. 3 at 14). OEG reasons tiiat because tiie cost rf 
the power plants used to generate off-system sales are induded in rates, all revemte iwm 
the power plante should be a rate credit (OEG Br. 10). OCEA raises similar aigumente to 
tiiose of OEG and Kroger in Ite brief (OCEA Br. at 57-59). More specifically, OCEA argues 
that the Companies' proposal to diminate off-system sales expense from Ohio ts^tepsyers 
is not equivdent to providing customers the benefit of off-systan sales marja^ OCEA 
notes that, in other cases, the Cconmission has required dectric utilities to diare ttie 
benefits of off-system sales revenue vrith jurisdictiond customers (OCEA Br. at 58-59). 

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

The Companies aigue that an OSS offeet to FAC charges is not required tyy Section 
4928.143(B)(2)(a), Revised Code, or any otiier provision in SB 221 (Cos. Ex. 2-E at &'9; Cos. 
Reply Br. at 12). The Companies also stete that the regulatory or stetutory reg^znes in 
otiier states have no bearing on Ohio or Ohio's stetutoay lequiremente (M.). As to tiie 
otiier argumente raised by OEG and OCEA, the Ccmpanies argue tiiat ttie intarenors^ 
argumente ignore ttie fact tfiat tiie Companies' ESP reduces the FAC and environmental 
carrying cost expenses for AEP-Ohio customers based on tiie calculation of ttie pod 
capadty paymente in the FAC and use of ttie pool dlocation factor (Cos, Ex. 7, Exhilnte 
PJN-1, PJN-2, PJN-6 and PIN-8). 

Upon a review of the record in this case, the Commission is not persuaded by ttie 
intervenors' argumente. We do not bdieve that the testimony presented offered adequate 
justification for modifying the Companies' proposed ESP to offset OSS tnarptis from the 
FAC coste. Section 4928.143(B)(2)(a), Revised Code, spedficaUy provides for ttie 
automatic recovery, without limitetion, of prudentiy Incurred coste for fud, purdiased 
power, capadty cost, and power acquired from an affiliate. As recognized by tiie 
Companies, the pertinent stetotory provisions do not require tiiat ttiere be an offeet to H^ 
allowable fud costs for any OSS margins. Additionally, Ohio law governs the 
Companies' ESP application ,̂ and thus, we are not persuaded by the argumente of Kroger 
regarding how otiier jurisdictions handle OSS margins. Moreover, consistent witti our 
discussion in Section VII <rf our opinion and order, we do not bdieve that OSS shc^d be a 
component of the Companies' ESP, or factored into our decision in tiiis proceeding 
Intervenors cannot have it botii ways: ttiey cannot request tiiat OSS margins be credited 
against the fuel coste (i.e., offset the expenses); and, at the same time, ask us to count the 
OSS margins as earnings for purposes of tiie significantiy excessive earnings test ^BET) 
calculation. 
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(c) Alternate ifaiergv Portiolio Standards /induding Renewable 
Ener^ Credit profuaml 

Section 4928,64, Revised Code, esteblishes alternative aiergy portidio standards 
which consist of requiremente for both renewable energy and advaiured CTiergy resources. 
Section 4928.64(B)(2), Revised Code, introduces specifk annual bendimariks for renewable 
energy resources and solar energy resources beginning in 2009. 

The Companies' ESP application induded, as a part of the FAC costs, cost recovery 
for renewable energy purchases and renewable energy credite (RECs) with purchased 
power reflected in Account 555 and RECs reflected in Account 557 (Cos. Ex. 7 at 6-7,14). 
The Companies steted that they plan to purchase almost aU of the REO required for 2009. 
The Companies furtiier stete that they will enter into renewable energy purchase 
agreemente (REPAs) to meet compliance requiremente for the remainder of the ESP 
period, for which they have already conducted a request for proposd (Cos, Ex. 9 at 10-11). 
The Companies also recognized that recovery of such coste to comply witfi Section 
4928.64^, Revised Code, is, as steted in ttie stetute,avoidd?le. Therefore, the Ccrnipanies 
explained that they intend to include all of tiie renewable energy coste wittiin the FAC 
mechanism and not as part of any FAC deferral. The Companies, however, recog^nized 
that ttieir request for proposal and procurement practices for renewable energy wiQ be 
subject to a prudency review and ttie renewable purchases subject to a finandal audit 
(Cos. Br. at 96-98). 

Staff and OPAE/APAC ^press concern vritii tte Companies' plan to indude 
renewable energy purdiases and RECs as a component of ttie FAC mechcudsm (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, atKl any recovery of sudi 
coste is, as the stetute provides, bypassable. With the Companies' recognition ttiat sudi 
coste must be accounted for separatdy from fud coste, and is not to be defmed, the 
Commission finds that Sta^s and OPAE/APACs issue is adequatdy addressed. 
Accordingly, with that clarification, the Commission finds that this aspect of the 
Companies' ESP application is reasonable and should be adopted. 

2. FACBaseline 

The Companies proposed esteHishing a baseJine FAC rate by identifyirig the FAC 
components of tiie current SSO. The Companies started witii the EFC rales that were 
unbundled as part of the dectric transition plan (ETP) proceedings (those in ^ec t as of 
October 5,1999) (step #1), and then added calendar year 1999 amounte for ttie additional 
fud, purchased power, and environmentd accounts that are induded in the requested 
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FAC mechanism for this proceeding (1999 date from FERC Form 1 and ottier financial 
records were used as the base period for ttie additional componente ttiat were not in the 
fiozen EFC rates) (step #2) (Cos. Ex. 7 at 8). Tte Companies then adjusted the 1999lcozen 
EFC rates (step #1) and the 1999-levd rates devdci)ed for the additional components 
(step #2) for subsequent rate charges (step #3) to get the base FAC ccnvqionent that is 
equal to the fud-rdated coste presentiy eml>edded in the Companies most recent SSO 
(i.e., the RSP) (Id.). The subsequait rate changes tiiat oanirred during flie RSP period and 
reflected in step #3 of the Companies' calculation induded armual increases erf 7 perc^t 
for OP and 3 percent for CSP, an increase in CSFs generation rates for 2B07 by 
approximatdy 4,43 percent through the Power Acquisition Rider, and a reductkm in OFs 
base period FAC rate by the amount of the Gavin Cap and mine investm^t shutdown 
cost recovery compon^t that was in OFs 1999 EFC rate given that the Regolatoty Asset 
Charge (RAQ esteblidied in tiie ETP case expired (Id. at 9). 

Staff argued that the actud coste ̂ lould be used in determining ttie FAC basdine 
and, tiierefore, recommended using 2007 actual data, escalated by 3 percent for CSP and 7 
percent for OP, as a reasonable proxy for 2008 {Staff Ex. 10 at 3-4). Staff explained that 
utilizing actual 2007 coste and updating them to 2008 is appropriate gjven ttiat the 
resulting amounts should be the costs tiiat the Onnpanies are currentiy recovering for 
fud-rdated costs (Id.). Additicoially, Staff rwtes that tiiis |wx>posal produces a result that 
is very close to the result produced by utilizing the Companies' methodology (Staff Br. at 
3). 

OCC recommended the use of 2006 actual fud cc^ia to esteblish the FAC baseline, 
which vrill be reconciled to actual coste in tiie future FAC proceeding (OOC ©c. 10 at 11-
14). OCCs witness testified ttiat her ctmcem is that if the FAC baseline is established too 
low, the base portion of the generation rates (the non-FAC portion) will be esteMished too 
high (OCC Ex. 10 at 13). In ite Brief, OPAE/APAC c^^sed tfie Companies' use oi 1999 
rates as the basdine and seems to support OCCs recommendation to use 2OC0 fud coste 
(OPAE/APAC Br, at 11-12). The Companies' responded by expl^ning ttiat they did not 
use 1999 rates as the t>asdine, rather the 1999 levd was just the starting poix^ to 
calculating the baseline (Cos. Reply Br, at 21). The Conq?anies also stated that a variable 
baseline was not appropriate as it would result in a variable non-FAC generati<m rate as 
well since the non-FAC component of ttie current generation SSO vras determined to be 
the residual after sutttracting out the FAC component (Id.). 

As noted by OCCs witness, the 2008 actual fud coste were not known at ttie time 
of the hearing (OCC Ex, 10 at 14). Thus, the Companies and Staff proposed 
methodologies to obtain a proxy for 2008 fud costs. While both had a different starting 
point to the calculation of the 2008 prc»cy, we agree that m the absence trf known actual 
costs, a proxy is appropriate to esteb^h a basdine. Therefore, based on ttie evidence 
presented, we agree with Staffs resulting value as the appropriate FAC basdine. 
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3. FAC Deferrals 

The Companies proposed to mitigate the rate impact on customers of any FAC 
increases by phasing in tfieir new ESP rates by defdrring a portion of the annual 
incremmtal FAC c o ^ during ttie ESP (Cos, App. at 4-5; Cos. Ex. 3 at 11; Cos. Ex. 1 at 13-
15). The amount of the incremraital FAC expense that would be recovered from 
customers would be limited so that totd bill increases would not be more than 15 percent 
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 
r«w government mandates (the Companies' could apply to the Commission for recovery 
of costs incurred in cor^unction with compliance of new government mandates, induding 
any Commission rules imposed after the filing of tiie AEP-Ohio a|^lication (Cos. App. at 
6)). The Companies proposed to periodically reconcile the FAC to actual coste, s u b ^ to 
the maximum phase-in rates (Cos. Ex. 1 at 14-15). Under the Companies' proposal, any 
incremental FAC expense that &cceeds the maximum rate levds will be deferred. Tte 
Companies project the deferrals under tiie 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 pr t^ ted FAC expense in a gjvm period is less than tiie maximum phase-in 
FAC rates, the Companies proposed to give the Commission the opticm oi diarging die 
custcMner the actual FAC expense amount or increasing the FAC rates up to the maximum 
levds in order to reduce any existing deferred FAC expense balance (Id.). Any deterred 
FAC expense remaining at the end oi 2011 would be recovered, with a carryir^ cost at lite 
Wdghted Average Cost of Capital (WACQ, as an unavoiddble surdiarge from 2012 to 
2018 (Id.). 

As noted previously. Staff, OCC and S3erra support the FAC mechanism that will 
be updated and rea}nciled 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, however, oppose the creation of any long-term 
deferrals for fuel coste (Staff Ex. 10 at 5; OCEA Br. at 62), Similarly, ttie Comrnerdal 
Group recommended that "customers pay tiie full cost of fud during ttie ESP* 
(Commercial Group Ex. 1 at 9). Constdlation argued that the def^ral proposal should be 
rqected because it masks ttie true cost of the ESP ̂ neraticm, deferrals have Hme effect of 
artificially suppressing conservation, the carrying coste prĉ >osed by ttie Companies 
would be set at tiie Companies' cost of capitd, which would indude equity, and 
customers do not want to pay interest on any deferred amoimte (instead, cumtomera 
would rather pay when the coste are incurred so as to not pay the interest) (CbnsteDaticHfi 
Br. at 8-9). The Schools also questioned the need for the phase-in of rates, as wdl as the 
avoidabiHty of the surcharge tiiat would be created to collect the deferred fud coste, witti 
carrying charges, from 2012 to 2018 (Schools Br. at 3). 
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If the Commission, however, auttiorizes such deferrals to levelize rates dorir^ ttte 
ESP period. Staff, OCC, and Sleira bdieve that the deferrals should be short-term 
deferrals tiiat do not extend beyond the ESP paiod (Staff Ex. 10 at 5; OCEA Br. at 62). 
lEU also supports the iise of a phase-in to stebilize rates, but does not bdieve ttuA Section 
4928.144, Revised Code, allows the deferrals to extend beyond the ES* t^m ffSU Br. at 
27-29). 

FurthemKMre, OCC opposed the Companies' use of WACC, steting that audi an 
approach is not reasonable and resulte in ̂ cessive paymente by customers (OOC Ex. 10 
at 34). Through testimony, OCC asserts that the carrying charges on deferrals should be 
based on Oie current long-term cost of debt (OOC Ex. 10 at 34^5; Tr. Vd. VI at 157-158). 
However, in ite joint brirf, OCC seems to have modified ite position and is now arguing 
tiiat the canying charj^ diould be calculated to reflect the short-term actual cost of debt, 
excluding equity (OCEA Br, at 62). In reliance on OCCs testimwiy. Constellation submite 
that it is appropriate to use the lor^-tom cost of debt (Constellation Br. at 8). The 
Commercial Group also opposed tiie use of WACC; instKid, Comrnerdal Group witnesa 
Gorman recommended that the Companies finaiKe ttie FAC phase-in deferrals aitirdy 
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, tiie Commercial Group and OCC argued that the deferred fud 
expenses should be calculated to reflect the net of applicable deferred inccmie taxes 
(Commercial Group Ex. 1 at 9-10; OCEA Br. at 63). Commerdd Group witness Gcnman 
testified that if a company does not recover the fud expense in ttie year that it was 
incirrred, the company will reduce ite current tax expense and record a defierred tax 
obligation. The deferred tax obligation would then represent a tatiporaty recovery of tiie 
fuel expense via a reduction to the current income tax expense (Comrnerdal Group Ex. 1 
atlO), Cominercid Group vritriessGoarmanttien goes on to recognize ttiat the income tax 
will ultimately have to be paid afta- the incrementd fud cost is recovered bom 
customers, but stetes that, while deferred, the company will partially recover ite deferred 
fuel balance tiirough the reduced income tax expense (Id.). To bolst^ their argument that 
deferred fud expenses should be calculated on a net-of*tax basis, OCC and Sierra rdied, 
in their brief, on a witness' testimcmy in an unrdated proceeding, which has been 
subsequentiy withdravm as explained above. Neither OCC nor Sierra offiered any record 
evidence to support its position. 

AEP-Ohio, on the other hand, argued that the cdculation of carr3dng diarges for 
the deferrals should not be done on a net-of-tax basis, AEP-Ohio witness Assante t^tififid 
that limiting the application of the canying cost rate to a net-of-tax balance of FAC 
deferrals improperly utilizes a traditional cost-of-service ratemaking approach in a 
generation pricing proceeding (Tr- Vol. IV at 158-160). Additionally, while the Companies 
proposed the phase-in proposEd to help mitigate increases and believe that their proposal 
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is reasonable, in light of the opposition recdved from several partiesy tiie Cmzqianies 
steted that they would accept a modification to ttidr E ^ that diminaied sudi ddierrals 
(Cos. Reply Br. at 41-42). 

To ensure rate or prfce stebility for consumers. Section 4928.144, Revised Code, 
authorizes the Commission to co'der any just and reasonable phase-in of any dectric 
utility rate or price esteblished pursuant to 4928.143, Revised Code, with carrying charges;, 
through the creation of regulatory assets. Section 4928.144, Revised Code, also mandates 
that any deferrals associated witii ttie phase-in authorized by the Commission shall be 
collected throu^ an unavoidable stucharge. Section 4928.144, Revised Code, does not; 
however, Hmit the lime period of ttie phase-in or the recovery of the deferrals created by 
the phase-in through the unavoidable surcharge. 

Contrary to OCC and otiiers,!̂  v ^ txsUeve that a phase-in erf ttte increases is 
necessary to ensure rate or price stebility and to mitigate the impact on customers durir^ 
this difficult economic period, even with the modifications to the ESP that we have made 
herein. To this end, ttie Commission appreciates the Companies' recc^nition ttiat over 15 
percent rate increases on custortiets' UBs would cause a severe harddiip on customers. 
Nonethdess, given the current economic dimate, we bdieve that the 15 p^cent cap 
proposed by tihe Companies is too higtt* Therefore, we exercise our authority pursuant 
to Sectitm 4928144, Revised Code, and find ttuit the Conapanies should phased any 
authorized increase so as not to exceed, on a total bill basis, an increase of 7percent fwr 
C ^ ard 8percent for OP for 2009, an hicr^se of 6percent for CSP and 7percent fc» OP for 
2010, and an increase of 6percait for CSP and Spercent for OP for 2011 are more 
appropriate levels. 

Based on the applii^tion, as modified herdn, tiie resulting increases amount to 
approximate overall average generati<ni rates of 5.47 cente/kWh and 429 cente/kWh for 
CSP and OP, respectivdy in 2009; 6.07 cente/kWh and 4.75 cente/kWh for CSP and OP, 
respectivdy, in 2010; and 631 cente/kWh and 5.31 cente/kWh for CSP and OP, 
respectivdy, in 2011. 

Any amount over the allowable total bill increase percentage levels iviU be 
deferred pursuant to Section 4928.144, Revised Code, vrith carrying coste. li the FAC 
expense in a given period is less tiian the maximum phase-in FAC rate esteUished herein, 
the Companies shall begin amortization of the prior dderred FAC balance and increase 
the FAC rates up to the maxixmun levels allowed to reduce any existing deferred FAC 
expense balance, induding carrying coste. As required by Secticm 4928.144, Revised 
Code, any deferred FAC expense balance remaining at the end of 2011 shall be recovered 

'̂  See, eg., OCC Reply Br. at45-l6; C:c»istĉ ti<Hi Br, at 6-9. 
^ ^hlmeroal5 letters filed in the dodcet by various cDstimiersccmfiim our bdi^ 
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via an unavoidable surdiarge. We believe tiiat this approach baknces our objectives oi 
limiting the total bill increases that customers will.be charged in any csoe year witti 
minimizing the deferrals and carrying charges collected firom customers. 

Based on the record in tiiis proceeding, we do not find the intervened argumente 
concerning the calculation of the canying charges persuasive, histead, for purposes of a 
phase-in approach in which the Companies are expected to cany tiie fud expafises 
incurred for dectric service already provided to the customers,^ we find that the 
Companies have met their burden of demonstrating that the carrying cost rate calculated 
based on the WACC is reasonable as proposed t ^ the Compantes. As explained 
previously. Section 4928.144, Revised Code, provides ttie QHnmissicm witfi discretkm 
regarding tiie creation and duration of the ptiase-in of a rate or price established pursuant 
to Sections 4928.141 through 4928.143, Re^dsed Code. Tlie Commission is not otHtvinced 
by arguments that limit ttie collection of tiie dderrals to the term of t te ESP. limiting the 
phase-in to the tenn of the ESP may not ensure rate or price stebility for consumers wittUn 
that three-year period and may cr^tte excessive increases, whidi may defeat the purpose 
for esteblishing a ptiase-in. Ttw limitetion of any deferrals to tiie ESP term may also 
negate the cap established by the Commission heidn to provide stebility to ccmsunwrs. 
Therefore, we find that the coUectkm of any defenals, with carryir^ coste, created by the 
phase-in that are remaining at the end of the ESP term shall occur from 2012 to 2018 as 
necessary to recover ttie actual fod expenses incurred plus carrying costs. 

Regarding OCCs, Serra's, and the Commeidal Group's recommaidations ttiat the 
tax deductibility of the debt rate be reflected in the carrying diaxges on a net-of-tax 
basis,^^ we have recentiy explained ttiat tius recommendation accounts for the 
deductibility of the debt rate, tnit does not account for the fact ttiat the revalues collected 
are taxable.^i H we were to adopt tiie net-of-tax recommendation, the CompanieB would 
not recover the full carrying diarges on the authorized deferxab. We believe that this 
outcome would be inconsisitent with the explicit directive of Section 4928.144, Revised 

10 

11 

We agree with the Compaziies Aat fitis decision is consistent with our decision in therecGgotTCKRand 
accounting cases witii regard to the cakuktionl»8ed<m die lorig^tenn cost d debt BoRlnnCdxin^m 
Southern Power Company mtd Ohio Power Company, Case No. 08'1202-EL4JNC Findii^ and Order 
(December 17, 2006) and In r& Qdumbus Sou îem Power Camfmty mtd Ohio Ptfwer Company, Case No. 08> 
ISOl-EL-UNC, Finding and Order (December 19,2008). Howevw, we believe tiiat; witii tegixtd to the 
equity component these cases are dlsttnguishabie ^om the current ESP proceeding, where we are 
establishing the standard service of^ and requiring Ifae Companies to defer the coUection of incuned 
generation costs assodaled with fud over a longer period. We also believe &at tiiis dedsaoti is 
reasojFiable in light of our reduction to tiie Qnnpanie^ proposed FAC d^erral cap« which may have tiie 
effect of requiring ^le Companies to deler a K i g ^ peicontE^ of ?AC c o ^ than what was oitiierwise 
proposed. 

OCEA Br. al 63-64; Conuneircial Gzmip Ex. 1 at 9̂ 10. 
In re Ohio Edison Cô  The Ckodand Bectric UtundmUng Co,, Toledo Edison Cô  Case Na 07'551-EI-AIR, et 
aU Opinion and Order aft^(fannaiy 21,2009). 

http://will.be
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Code: "If the commission's order indudes such a phase-in, the order also shaO provide 
for the creation of regulatory assets pursuant to generally accepted accounting prhidfto/ 
by authorizing the deferral of incurred costs equal to ttie amount not cdleded, phis 
carrying charges on that amount.^ Theref<Mre, we find ttiat the carrying diarges on ttie 
FAC deferrals should be calculated on a gross-of-tax rather than a net-of-tax basis in order 
to ensure that the Companies recover ttieir actual fuel expenses. Accordingly, we modify 
the deferral provision of the Companieŝ ' ESP to lower ttie overall amoimt that may be 
charged to customers in any one year. 

^- Incremental Carrying Cost for 2001-2008 Environmental Investment and the 
Carrying Cost Rate 

A component of the non-FAC generaticm increase is the incremental, CHigdng 
carrying costs associated with environmental investments made during 2001-3308. The 
Companies propose to indude, as a part of tiieir ESP, costs directiy related to energy 
produced or purchased. While the CcMmpanies are not proposing to indude the recovery 
of capital carrying costs on environmental capital investments in ttie FAC, the Companies 
are requesting recovery of carrying charge for the incremental amount of the 
environmental investments made at their generating facilities bam 2001 to 2008. The 
Companies' annual capital carrying costs for tiie incremental 2001*2008 environmi^it^ 
investments not currentiy reflected in rates equals $84 million for OP and $26 million for 
CSP. The Companies' ESP indudes capital carrying costs for 2001 ttirou^ 2008 net of 
cumulative environmental capital expenditures fc»: each company multiplied t>y ttie 
carrying cost rate. 

Each company's capital expenditures in the ESP are determined by the 
^cpenditures made since the start of the market development period as offeet ^ tiie 
^timate induded in tiie Companies' rate stabilization plan (KSP) case, Case No. 04-169-
EL-UNC and the environmental expenditures induded in the Compaiues' adjustments 
received «\ the RSP 4 Percent Cases^ (Cos. Ex. 7 at 15-17, Exhibits PJN-8, PJN-12). The 
Companies calculated the canying cost rate based on levelized 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 calculate the 
carrying charges, asserting that such is con^t^it with the capital structure as of 
Maidi 31̂  2008, and consistent with the expected capital structure during the ESP 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 opa^ttng lease as 
opposed to a component of rate base. Furtiier, tfie Companies reason that the WACC 
incorporated a 10.5 percent ROE as used by the Cammission in ttie proceeding to tranter 

12 In re Columbus Southern Power Compamf and Ohio Power Compamf, Case Nos. 07-1132-EL-UNC 07-1191-
E m N C , and 07-127ft-EL-UNC ( R ^ 4 Percent Case*). 
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MonPower's certified territory to CSP (M(HiPOwer Transfer Case)^ (Cos. Ex. 7 at 16-17, 
19, Exhibit PJN-S, Exhilnts PJN-10 - PJN^13; Cos. Ex. 7-B at 7). 

Staff testified that the Companies should be allowed to recover carrying costs 
associated witii capitalized investments to comply with ^vironmental requir^nents 
made between 2001-2008 that are not currentiy lettected in rates (Staff Ex. 6 at ^ 4-5). 
Staff confirmed that AEP-Ohio's estimated revenue increases for incrran^ttal carryii^ 
costs associated with additicmal environmental investments in ttie amounts oi $% million 
for CSP and $84 million for OP are not ctirrentiy reflected in rates (Id.). 

OCEA and GBG oppose the Companies' request for recovery of environmaital 
carrying charges on investments made prior to January 1, 2009. OEG contends ttiat the 
rates in the ESP Case induded recovery for environmental capital improvements made 
tiirough December 31,2008,^ reflected m the FSP 4 Percent Cases, Further, OCEA and 
OEG argue that SB 221 only permits the recovery of carrying costs associated with 
environmental expenditures that are prud^itiy incurred and that occur on or after 
January 1, 2009, puKuant to Section 4928.143(B)(2)(b), Revised Code (OCEA Ex. 10 at 32; 
OEG Ex. 3 at 21). Thus, OCEA reasons that approval of such e3q>endituxe& r^cessltates an 
after-the-fact review, whidi cannot be conadered in this proceeding. OEG, however, is 
not opposed to the Companies' increases due to environmental capital additions made 
after January 1, 2009, in the ESP in accordance with Section 4928.143(BK^^), Revised 
Code (OEG Ex 3 at 20). OEG and Kroger argue that ttie Companies' ass^iicm that 
existing rates do not refiect environmental carrying costs ignores ttte CompaniBs' iwm-
environm^ital investment and the effects of accumulated depredation and, ttiere^or^ 
according to OEG and Kroger, fails to demraistrate any net under-recovery of generation 
costs in total by the Companies (OEG Ex. 3 at 21; idoger Ex. 1 at 10-11). OCEA and 
APAC/OPAE agree that tiie Companies have foiled to demonstrate that t h ^ lack the 
earnings to make tiie environmental investments (OCEA Ex. 10 at 33; APAC/QPAB ft-. sA 
5-6). 

Further, OCEA asserts that there are several reasons that tite Conq>anieŝ  attempt 
to recover environmental carrying cost during the ESP is unlawful. OCEA contends that 
it is retroactive ratemaking^* and Senate Bill 3, which was tiw governing law frcan 20O1 to 
2005, included rate caps pursuant to Section 4928.34(A)(6), Revised Code, and ttie RS*, 
applicable to 2006 through 2008, induded limitations on ttie rate increases. Thereface, the 
Companies can not collect now for costs incurred during those periods. Further, OCEA 

13 In the Matter of the Tnatsfer of hionongahtfa Potoer Company's Certified Temtory m Ohio to Ae Qimnbus 
Southern Paufer Compamf, Case No. 05-765-EL-UNC 

^4 Keco Industries, Inc. v. Ondnnati & Suburban B ^ Td. Co. (1957), 166 Ohfo St. 25. 
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states that allowix^ for recovery of such envircmmental canying costs would also vidate 
the Stipulaticm and the Commission's order in the ETP case.̂ ^ 

OCEA argues that, should the Commission allow AEP-Ohio to recover carrying 
costs on environmental investments, ttie Companies' carr3riiig charges diould be based on 
actual investments made, not actual and forecasted environmental exp^iditures, and the 
carrying costs should be adjusted. More specifically, OCEA recommends that because the 
Companies failed to provide any support or explariation of the calculati<m of tfie property 
taxes or general and administrative conqx>nents of the carrying cost calculation, the 
Commission should not grant recovery of these aspects of the Comĵ mieŝ  request 
Additionally, OCEA and IHU argue that the {n'oposed carrying cost rates do not reject 
actual financing for environmental investments, which could impact the calculation of the 
carrying cost rates (IE13 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, shouM be 
revised to refiect actual financing, induding the use of pollution ccmtrol bonds ttiat have 
been secured by the Companies ^d.). To support ttieir argument̂  lEU and OCEA rely on 
Staff witness Cahaan who testified at the he^ir^ that ''if specific financing mechanisms 
can be identified that would t>e appropriate and applicable to the assets being financed, 1 
see no reason why tfiose shouldn't be specifically used^i^ (lEU Br. at 21-2?; OCEA Br. at 
72-73). However, Staff witness Cahaan also stated tiiat "[AJt the time when we looked at 
the carrying cost calculations it seemed reasonable, ^ven the cc^t of debt and cost of 
equity of the company,'*^ whidi is ccmsistent witti Ids prefiied testiuKmy tiiat said: *I 
have examined ttie carrying costs rates provided to Mr. Soliman and found tiiem to be 
reasonable" (Staff Ex. 10 at 7). 

OCEA also recommends that the carrying costs for deferrals of environmental costs 
be revised to reflect actual short-term cost of debt, as opposed to WACC as proposed by 
the Companies, and that tiie calculated carrying charges should not be based on ttic 
original cost oi the environmental investinent but at cost minus depredation. Thus, 
OC^A argues that tiie Companies are se^du:^ a return on and a return of their investment 
as would be ttie case imder traditional ratemaking, but overstating the depreciation 
component. OCEA also advocates that ttie carrying cost rates, 13.98 percent for OF and 
14.94 percent for CSP, are too high in ligjit of the economic environment at this time 
(OCEA Br. at 73-74). Finally, OCEA urges tfie Commission to ofibet the Companies' 
request for carrying charges by tiie Section 199 provision of the Internal Revenue Code 
(S^on 199). Section 199 allows the Companies to take a tax deduction for "qualified 
production activities income" equal to 6 percent in 2009 and 9 percent in 2010 and 

^^ In &e Matter cf the Appltcation of Cdumbus Southern Pouxr Compamf and C^no Power Company fgr Approtnd 
cf Their Electric Transition Plans and for Receipt of Transition Revenues, Case Nee. 9^1729-EL^TP and 99-
1730-EL-HTP, Opinion and Order (^epieaab&r 28.2000). 

^6 Tr.VoIXnat237. 
17 Id. 
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thereafter. lEU, OEG, and OCEA request that the Commission adjust ttie canying costs 
for die Section 199 deduction as tlie Commission has found appropriate in the 
Companies' 07-63 Case^ and in ttie KrstiEnergy ESP Case OCEA argues that wMe 
Section 4928.143(BX2)(a), Revised Code, allows ttie Compardes to automatically recover 
the cost of federally mandated carbon or energy taxes, which will be p a s ^ on to 
customers, customers should be afforded the beniefits 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 tiieir request for carrying costs is f » ttte 
incremental carrying charges on the 2001-2008 investments that the Ccmip&nies will Incur 
post-January 1,2009. AEP-Ohio explained ttiat the carrying costs themselves are ttie costs 
that the Companies will incur after January 1,2009, and, th^efore, the Companies reason 
tiiat the "witiiout limitation" language in Section 4928.143(B)(2), Revised Code, supports 
tiieir request (Tr. Vol. XIV at 93, 114). AEP-C4iio stresses ttiat Section 4928.143(B)P), 
Revised Code, is the basis.for the carrying cost request as opposed to paragraph ^)j2)(a) 
of Section 4928.143, Revised Code, as OCEA and OEG claim and, therefore, ttie argiunents 
as to retroactive ratemaking are misplaced (Cos. Reply' Br. at 29-30). Furtiier, ttie 
Companies insist that Section 4928.143(BX2)(b), Revised Code, supports ttieir request̂  as 
the carrying charges are necessary to recover the ongoing cost of investments in 
environmental facilities and equijnnent tiiat are essential to keep the generation uruts 
operating. The Companies assert that the operating costs of tiieir generation units remain 
well below the cost of securing the 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 tot custoneis ttian 
traditional ratemaking given the rdatrve newness of ttie environmental investments (Tr. 
Vol V at 55-56; Tr. VoL VII at 22-23). The Companies also argue that the C o m p a r t 
investments in environmental compliaiKe equipment during 2001-2008 were not factored 
into the rates unbundled in 2000 and capped under the ETP case as aEeged. Hie rate 
increase approved, as part of the RSP, and the RSP 4 Percent Cases did not> acccarding to 
the Companies, provide recoveiy of ttie carrying ccsts to be incurred during ttie ESP 
period (Cos. Ex. 7, Exhibits PjNS - PJN-9 and PJN-12). The Companies reply tfiat ttie 
interveners' request to adjust carrying charges for tlw Section 199 deduction is flawed. 
AEP-Ohio states that the 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 l^ FERC and the 
Financial Accounting Standards Board. The Companies furtiier note ttiat IBU witness 
Bowser indeed confirmed that Section 199 does not reduce tiie statutory tax rate (ft. Vol. 
XI at 271-273). The Companies also argue, and lEU witness Bô ^̂ er agreed, that the 
Section 199 tax deduction is applicable to AEP Corporation as a whole and not to each 
operating subsidiary. The Companies note, therefore, that any deduction available to 

^^ In re Colitmbus Sou^iern Power Conq>amf and Ohio Power Qmpany, Case No. (^ 
Order (October 3,2007) (07-63 Case). 
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AEP-Ohio is reduced if one of the otiiex AEP Corporation oparatii^ affiliates is nxA 
digible for ttie Section 199 deduction (Cos. Br. 36; Tr. Vol. XI at 266-267). Accordingly, ttie 
Companies state that AEP-Ohio has not been able to take ttie fuE deduction (Tr. VoL XIV 
at 115-117). Further, the Companies argue that the intervenors have misinterpreted tlie 
Commission's deciskin in the FirsdEnergy ESP Case to imply that tiie Ganm^iOTi mack 
an adjustment to account for the Section 199 deduction. For these reasons, the Companies 
request that the Commission reconsider adjusting carrying charges for tiie potential 
Section 199 deduction. 

Upon review of tiie record, we ^ e e witfi Staff that AEP-Ohio should be allowed 
to recover the incremental capital carrying costs that will be incurred after January 1, 
2009, on past environmental investm&its (2001-2008) that are not presentiy refiected in the 
Companies' existir^ rales, as conten^lated in AEP-Ohlo's RSP Case. Furtiier, the 
Commission finds ttiat tius decision regarding the recovery of continuing carrying costs 
on environmental investments, based on the WACC, is consistent witti our decision in the 
07-63 Case and the RSP 4 Percent Cases. Additionally, we agree with Staff tfiat the 
levelized canying cost rates proposed by AEP-Ohio are reasonable and, ttier^^re, should 
be approved. We further find, as we conduded in tiie FirstEnergy ESP Case, tiiat 
adequate modifications to the Companies' ESP application have been made In this orcter 
to account for the possil^ity of any applicable Section 199 tax deductions. 

C Annual Non-FAC Increases 

The Companies proposed to increase the norv-FAC porticHi erf thdr generation rates 
by 3 percent for CSP and 7 percent for OP for each year of the ESP to provide a recoveiy 
mechanism for increadng costs related to matters such as carryhig costs associated witJi 
new envir(^unental investmants made during the ESP period, increases in tiie general 
costs of providing generation soivice, and unantidpated, norv-xnandated generation-
rdated cost increases. Specifically, as part of this automatic increase, the Companies 
intend to recover ttie carrying costs associated witti antidpafed environmental 
investments that vrili be necessary during ttie ESP period (2009-2011) (Cos. Br. at 27; Cos, 
Reply Br. at 46-49). The Companies argued that the annual increases are not cost-ha^d 
and are avoidable for those customers who shop. The Companies also proposed two 
exceptions to the fixed, annual increases, one for generation plant dosures and ttie other 
for OFs lease associated witii tiie scrubber at ttie Gavin Hant, idiich would require 
additional Commission approval during the ESP. After establishing the FAC coiitponent 
of the current generation SSO to get a FAC baseline, the Companies detenmned tiliat the 
remainder of the current generation ̂ O would be the non-FAC base component 

The intervenors oppose automatic annual increases in ttie non-FAC component of 
the generation rate, and argue that any generation increases should be cost-based (EBU Br. 
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at 24; OPAE/APAC Br. at 6; OEG Br. at 12; OCEA Br. 29-31). OEG contends ttiat since ttie 
Companies have not provided any support for the automatic annual increasesi, vriodi 
could result in total rate increases over ihe three-year period of $87 million ioa: CSP and 
$ 2 ^ million for OP, tiie annual increases ^M>uld be disallowed (OEG Ex. 3 at 18-19); 
Similarly, Kroger argues tiiat AEP-Ohio did not appropriately account for costs associated 
with the non-FAC component of the {proposed generation rates (Kroger Br. at 14). 

Staff opposes CSFs and OFs recommended annual, 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 component would be half of ttie 
proposed amounts; therefore, recommending annual increases of 1.5 percait for CSP and 
3.5 percent for OP (Id.). Staff witness Cahaan rationalized the proposed reaction by 
stating that "an average of 5% (or the two companies may have be^i a reasonable 
expectation of cost increases at the time that the £ ^ was contemplatect but not now. 
With the recent financial crises, we are entering a recessiOTiary, and posdbly a 
deflationary, period and any expectations of price increases need to be revised 
downward" (Id.). Furthermore, wh^e recpgrazing ttiat the ultimate balaiuiing rf interests 
lies with the Commission, Staff witness Cahaan testified that Staffs recommeruted 
reduction in the proposed increases was a reasonable balance between the Con^ani^' 
obligation and costs to serve customers and ttie current eccmomic conditions (TT, VdL XII 
at 211). The Companies rqected Staffs rationalization for tiie raiuction in thedr proposed 
non-FAC increases (Cos. Reply Br. at 49). lEU also r^ected Staffs rationalizatkxi for the 
reduction, arguing that no automatic iiKreases are warranted (lEU Br. at 24). 

Stating that it is in the public interest for the Companies to continue investing in 
environmental equipment and to be in compliance witti current and future ^wironinental 
requirements. Staff witness Soliman also recommended that AEP-Ohio be permitted to 
recover carrjong costs for anticipated environmental investments made during the ESP 
period (Staff Ex, 6 at 3). Staff recommended ttiat tiiis recovay occur ttmni^ a fiiture 
proceeding upon the request of ttie Campanies for recovery of additional carrying costs 
associated with actual environmental investment after the investments havef been made 
(Staff Br. at 6-7). Specifically, Staff suggested that tiie Commission require the Conq»anies 
to file an application in 2010 for recovery of 2009 actual environmental investment cost 
and annually thereafter for each succeecUng year to reflect actual expenditure (Tr. VoL 
Xn at 132; Staff Ex. 10 at 7). OCEA seems to agree witii Staff's recommendation (OCEA 
Br. at 71). 

The Companies further respond that Sectiwi 4928.143, Revised Code, does not 
require that the SSO price be cost-based and, instead. Section 49%.143(BX2)(e), I^ised 
Code, authorizes electric utilities to indude in their 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 Raff's approach with regard to tiie recovery of ttie carrying 
costs for antidpated environmental investments made during the E ^ to be reascmatrie, 
and, therefore, we direct the Companies to request, through an animal filingr recovery of 
additional canying costs after the inveslmraits have been made. 

We also agree with Staff that the economic conditions must l>e balanced apinst ttie 
Companies' provision of dectric service under an E ^ . In balancing these two interests, 
as well as considering all components of ttie ESP, we believe that it is appropriate to 
modify this provision of the Ctaipanies' ESP and remove the indusicHi of any automatic 
non-FAC increases. As recognized by several intervenors, the record is void of sufficient 
support to rationalize automatic, annual generation increases tiiat are not cost-based, but 
that are significant, equaling approximately $87 million for C ^ and $262 million for OP 
(see, Le., OCEA Br. at 2 9 ^ , citing Tr. Vol. XIV at 208-209). We also bdieve the 
modification is warranted in l i ^ t of the fact that we have removed one of ttie CompsaAes' 
significant costs factored into estal^idiing the proposed automatic increases. 
Accordingly, we find that the ESP should be modified to eliminate any automatic 
increases in ttie non-FAC portion of the Companies' generation rates. 

IV. DISTRIBUTION 

A. ArmugJ Distribution Increases 

To support initiatives to improve the Companies' distribution system and service 
to customers, the Companies proposed the following two plans, whidi will result in 
annual distribution rate increases of 7 percent for CSP and 6.5 percent f c»r OP: 

1. ErAancedServke Reliability Flan (ESEIP) 

The Companies proposed to impl^nent a new, three-year ESRP por^iant to 
4928.143(B)(2)^), Revised Code,̂ ^ which indudes an enhanced vegetaticwi 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 
that they are providing adequate and reliable dectric service, the Companies justify the 
need for the KRP by stating that customers' service reiiabifity expectations are increasing, 
and in order to maintain and enhance reliability, the ESRP is required (Id. at S, 8,10-14). 
AEP-Ohio further states that the three-year BSKP, consisting of the four rdiability 

^^ On page 72 o! its brief, the Companies i^y on Secticm 4928.154(B)(^(h), Revised Code, ti>9ai^^ 
request to receive cost recovery fox the incremental costs of ^ e incremental ESRP adivitiea. We ore 
assuming that the reference was a typographical error and ihat the Companies intended to die to 
Section 4928.143(B)(Z)(h), Kevised Code (see Cos. Reply Br. at 50-51). 
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programs, is designed to modernize and improve the Qxmpanles' distribution 
infrastructure (Id.). 

(a) Enhanced vegetation initiative 

The Companies state that the purpose of this new initiative is to improve the 
customer's overall service experience by reducing and/or eliminating mcmi^ttary 
interruptions and/or sustained outage caused by vegetation. The Companies {vroposed 
to accomplish this goal by balancing its performancei^^ted approadi to reflect a greater 
consideration of cycle-based factors (Id. at 26-28). The Companies state tfiat under ttieir 
proposed vegetation initiative, they will employ additional resoiuces (approximately 
double the current number of tree crews in Ohio), employ greater enq>ha^ on cyde-
based planning and scheduling, increase the level of vegetaticoi managmient wad; 
performed so that all distribution righte-(^-way can be in^>ected and maintained, and 
utilize improved technologies to collect tree inventory data to optimize planning and 
scheduling by predicting problem areas before outage occur (Id- at ^29) , 

(b) Enhanced underground cable initiative 

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

(c) Distribution autcanation ̂ DA) initiative 

The Companies explain that DA is a critical component of their proposed 
gridSMART distribution irutiative tiiat is described bdow. DA is an advanced tefhnok^ 
that improves service reliability by nunimizing, quickly identifyir^ and isolating £atil^ 
distribution line sections, and remotdy restoring service interruptions (Id at 34-35). 

(d) Enhanced overhead inspecticart and mitigatiCTi initiative 

The Companies state that the purpose of ttiis initiative is to improve tiie customer's 
overall service experience by reducing equipment-related momentary mtermptkHis aiKi 
sustained outages. The Comf^niea intend to accomplish tius goal ttircm^ a 
comprehensive overhead inspection process that will proactivdy identify equi^miKit ttiat 
is prone to fail (Id. at 18). The Companies also state that the new program will go beytaid 
the current inspection program required by the dectric service and safety (ESSS) rules, 
which is a basic visual assesan^it <rf the general condition of the distribution feidlities, 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 (Id. at 19). In 
conjunction with tiiis program, AEP-C^o proposes to focus on five targeted ovediead 
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asset initiatives, induding cutout replacement, arrester replacement, redoser replacement 
34.5 kV protection, and fault indicator ^d. at 20-22). 

Generally, numerous inta:venc»s and Staff opposed the distribution initiatives and 
cost recovery of sudi imtiatives ttuough this proceeding. Many parties advocated for 
deferral of these distribution initiatives, and th« ESRP as a whol̂ r for consideration in a 
fiature distribution base rate case (Staff Br. at 7; Staff Ex. 1 at M ; OPAE/APAC at 19; lEU 
Br- at 25-26; Kroger Br. at 18; OHA Br. at 17; OMA Br. at 6). FurttiEr, OCEA argued that 
the Companies have not demonstrated ttiat the ESRP is iiKremental to what ttie 
Companies are required to do and spend under the current ESSS rules and current 
distribution rates (OCEA 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. Tlie Commis^on 
recognizes tiiat Section 4928.143(BX2)(h), Revised Code, autticaizes ttie Companies to 
indude in its ESP provi^ons regarding single^issue ratocnaking for distribution 
infrastructure and modanization Incentives. However, while SB 221 may have allowed 
Companies to indude such provisions in its ESP, the intuit could not have been to 
provide a 'blank check' to dectric utilities. In dedding whethi^ to aj^rove an E ^ that 
contains provisions for distribution infrastructure and modernization incentives. Section 
4928.143(B)(2)(h), Revised Code, specifically requires the Commission to examine ttie 
reliability of the dectric utility's distrilmtion system and oisure that customers' and the 
electric utilities' expectations are aligned, and to eiBure ttiat the electric utiBty v& 
emphasizing and dedicating sufficient resources to the reliabslity of its distribution 
system. Given AEP-Ohio's proposed ESE5P, the only way to examine the full distribution 
system, tiie reliaMity of such system, and customers' expectations, as wdl as whether the 
programs proposed by AEP-Ohio are "enhanced" initiatives (truly incremental), is 
ttirou^ a distribution 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 ttierewith, ttie enhanced underg^xiund 
cable initiative, the distribution automation iratiative, and the enhanced overhead 
inspection and mitigation initiative. With regard to these issues, we concur witti OHA; 
"The record in this case reflects the fact ttiat ttie distribution prong of AEFs dectric 
service deserves further Commission scrutiny - but not in the context of this accelerated 
ESP proceeding" {OHA Br. at 17). 

Nonethdess, the Commission finds that AEP-Wiio has demcmstrated in tfte record 
of this proceeding that it faces increased costs for vegetation management and that a 
specific need exists for the implementation of the enhanced vegeteticMi initiative, as 
proposed as part of the three-year ESRP, to support an incremental levd of reliability 
activities in order to maintain and improve service levds. The Companies' curr^it 
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approach to its vegetation mana^ment program is mostiy reactive <JStaff Ex. 2 at 10). 
While we recognize the difficulties ftiat recent events have caused, we bdieve ttiat it is 
impo^iant to have a balanced approach that not only reacts to certain incidents and 
problems, but that also proactivdy limits or reduces the impact of weather events or 
inddents. In addition to reacting to problems that occur, it is Imperative that AEP-Ohio 
implements a cyde-based approach to maintain the overall system. To this endr ^ ^ 
Companies have demonstrated in ttie record that increased sp^idii^ earmaiiied for 
specific vegetation initiatives can rediHs tree-caused outages, resulting in better rdiabOiiy 
(Cos. Ex. 11 at 27-31), OCC witness Cleaver also recognized a problem with the current 
vegetation management program, and supported the adoption oi a new, hybrid approach 
that incorporates a cyde-based tree-trimmii^ program with a performance-based 
program (OCC Ex. 13 at 30, 35). Staff witness Robafe further suppcnted tfie move to a 
new, four-year cyde-based a{^roadi and recommended that the enhanced vegetation 
initiative indude the following: end-to-end drcuit rights-of-way inspections and 
maintenance; mid-point circuit inspections to review vegstati<Hi deatance fixnn 
conductors, equipmait, and facilities; greater dearance of all overhang above three-phase 
primary lines and single^phase lines; removal d danger trees located o u t ^ e of rigltis-crf-
ways where property owner's permission can be secured, and using technology to collect 
tree Inventory data to optimize planning and scheduling (Staff Ex. 2 at 13). 

The Commission is satisfied that ttie Companies have demonstrated in the record 
that the costs associated with tiie proposed vegetation initiative, induded as part of ttie 
proposed three-year ESRP, are incremental to ttie current WsUibution Vegetation 
Management Program and the costs embedded in distribution ratES (Cos. Ex. 11 at 26-31). 
Specifically, the Companies proposed to employ additional resources in C%io, place a 
greater emphasis on cyde-based planning and sdieduling, and increase the levd cl 
vegetation management work performed (Id. at 28-29). Although OCCs witne^ 
questions tiie incremental nature of the costs proposed to be induded in die enhanced 
vegetation irutiative, OOC offered no evidence ttiat the prqxised initiative is already 
induded in the current vegetation management program, and thus, is not incremoital 
(OCC Ex. 13 at 30-36). Rather, OCC seems to quibble with ttie definition of "enhanced." 
OCC witness Qeaver stated: "1 recomn^nd ttiat the Commission rule ttiat tiie Ccsnpany's 
proposed Vegetation Management Programs, while an improvement over its current 
performance based programs, is not an etthtmcemmt but miter a reflection cfadditiond tree 
trimming needed as a result of their prior program" (Id. at 35 {empba^ added)). 
Furthennore, we believe that the reccmi dearly reflects customers' expectations as to tree-
caused outages, service interruptions, and reliability of customers' service.^ We also 
believe that, presentiy, tiiose customer expectations are not aligned with the Companies' 
expectations. However, as required by Section 4928.143(B)C2)(h), Revised Code, we 
believe that the Companies' proposal for a new vegetation initiative more dosdy aligns 

^ A common theme trom the customers titroughout Ute local public hearings was that outages due b> 
vegetation have be î prot̂ ematic. 
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tiie customers' expectations vrith ttie Onnpanies' expectations as it relates to tree-caused 
outages, importance of relial^ty, and the increasing frustration surroonding monmdstry 
outages with the emei^ence of new techndogy. 

AccortHngly, in balancing the customers' expectations and needs with the issues 
raised by several intervenors, the Commission finds that ttie enhanced vegetation 
initiative proposed by the Companies> witii Staff's additional recommendati<»is, is a 
reasonable program that will advance the state policy. To ttim 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 
wiU indude only the incremental costs associated witti tiie Companies' proposed 
enhaiKed vegetation initiative (Cos. Ex. 11 at 31, Chart 7) as set f ortti heidn. Con^st^it 
with prior decisions,^ the Commission also bdieves that, ptursuant to the sound policy 
goals of Section 4928.02, Revised Code, a distribution rider established pursuant to 
Section 4928.143(B)(2)(h), Revised Code, diould be based upon tfie dectrk utility's 
prudentiy incurred costs. Therefore, the ESRP rider wiU be subject to Commissicai review 
and recondliation on an annual basis. 

As for the recovery of any costs associated v^ith tt^ Cosnpaxdes' remaining 
initiatives (te., ^ihanced underground cable initiative, distribution automation initiative, 
and enhanced overhead inspection and mitigaticoi initiative), ttie ESRP rider will tiot 
indude costs for any of ttiese programs until such time as the Commission has reviewed 
tiie programs, and associated costs, in coaî unction with ttie current distribution system in 
the context of a distribution rate case as explained above. If the Commi^ion, in a 
sul>sequent proceeding, determines ttiat the programs r^ardlng the remaining initiatives 
should be implemented, and thus, the assodated costs ^[lould be recovered, those costs 
may, at that time, be induded in the ESRP rider for future recovery, subject to 
reconciliation as discussed above. 

2. GridSMART 

The Companies propose, as part of their ESP, to initiate Hiase 1 of gridSMART, a 
three-year pilot, in northeast central Ohio. GridSMART will include three main 
compon^its, AMI, DA, and Home Area Network (HAN). The AMI system features 
indude smart meters, two-way communications networks, and the information 
technology systems to support system interactioa AEP-Ohio contends ihat AMI wiB use 
internal communications systems to convey real-time energy usage and load information 
to both the customs* and ttie company. Acceding to the Cĉ npardeSr AMI will provide 
the capability to monitor equipment and convey information about certain malfunctions 
and operating conditions. DA vdll provide real-time control and monitorir^ of sdect 

^ Inre Ohio Edison Co., The Ckvehmd Ei^iric Wundnatin^ Co,, ToUdo Edison Co^ Case No. (^-935-ELr6SO, 
Opinion and Order at 41 (Decemt>er 19,200^. 
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electrical components with the distribution systern, including capadtor banks, v d t ^ e 
regulators, ledosers, and automated line switd^s. HAN will be insta&ed in the 
customer's home or business and will provide the customer with information to aDow the 
customer to conserve energy. HAN indudes providing residential and business 
customers who have central air conditionii^ with a programmable communicatii^ 
thermostat (PCT) and a load control switch (LCS ,̂ which is installs ahead of a major 
electrical appliance and will turn the appliance wi and off or cyde ttte appliance on and 
off. AEP-Ohio reasons that central air conditioners are typicafly the largest piece of 
electrical equipment in the home and will yidd ttie most significant demand respwise 
benefit (Tr. Vol. Ill at 304). LCS will piovide customers who have a direct load control or 
interruptible tariff the ability to receive commands from the meter and ttie option to 
respond and signal the appropriate action to tiie meter for confirmatioa The Con^janies 
propose a phased-in implemaitation of Phase 1 grklSMART to approxhnatdy 110,000 
meters and 70 distribution circuits in an approximatdy 100 square mile area witfim CSFs 
service territory (Cos. Ex. 4 at 9,12-13; Tr. Vol III at 303-304). The Ccsnpanies further 
propose to extend the installation of DA to 20 circuits in areas beyond ttie gridSMART 
Phase 1 program. The Companies propose a phased-in approadi to fully imjiement 
gridSMART throughout their service area over tiie next 7 to 10 yearS/ if granted 
appropriate regulatory treatn^nt The CcMiqjanies estimate the net cost of grid^lART 
Phase 1 to be approximately $109 million (induding the prelected net savings of $2.7 
million) over the three-year period (Cos. &c. 4 at 15-16, KLS-1). The rate des%n for 
gridSMART indudes the projected cost of ttie program over ttie life of the equi{mient 
The Companies have requested recoveiy during the ESP of only the costs to be iz^nirred 
during the three-year term of the ESP (Cos. Ex. 1 at DMR-4). Hius, AEP-Ohio asserts that 
it is inappropriate to consider the long-term operational cost savii^ when the lon^-term 
costs of gridSMART have not been induded in the ESP for reixvecy. 

Although Staff generally supports the Companies' implementaticm of gridSMART, 
particularly the AMI and DA components. Staff raises a few concerns with tiiis aspect of 
the Companies' ESP applicatioiu Staff is concerned that the overiiead costs for meter 
purchasing is overstated and recomm^ids tliat ttie overhead costs be reviewed bef(»e 
approval to ensure that the costs are not duplicative of ttie overtead meter purchasing 
costs currentiy recovered in ttie Companies'rates (Staff Ex. 3 at 3). Staff argues that ttiere 
is no reason for the Companies to restrict ttie PCIs to customers with air conditioning 
only, and recommends that the device be offered to any customer tiiat desires to own this 
type of thermostat to control air conditicmii^ or other dectrical appliances (Staff Br. at 
12). Staff and OCC also argue that customers who have invested in advanced 
technological equipment for gridSMART will not laenefit from dynamic pricir^ and time 
differentiated rates if the Companies do not simultaneously file tstiBs for such servkes 
(Staff Ex. 3 at 5; OCEA Br. at 82). Staff recommends that the Ccnnpanies ofiier scane form 
of a critical peak pricing rebate for residential customers, and some form of hedgjed price 
for commercial customers for a fixed amount of the customers' demand ptaff Ex, 3 at 5). 
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Furfher, Staff argues ttiat the Companies' gridSMART proposal does not contain 
suMdent information regarding any risk-sharing between the ratepayers and 
shareholders, operational savings, or a cost/t>enefit analysis, and states that AEP-Cttuo 
did not quantify any customer oe sodetal bendits of tiie piopc^ed gridE^lART initiatrve 
(Staff Br. at 12-13). Staff notes that according to the Ccmpanies, DA will not be 
impleniented until 2011, tiie tiiird year of the ESP, arid that ttie ESP proposes to instaQ DA 
beyond the Phase I ^dSMART area (Tr. Vĉ . IH at 246). Staff opposes DA outside of the 
Phase I area because the Companies' cannot estimate - ^ expected rdiability 
improvements associated vtrith ttie installation of DA. Staff also argues that DA costs 
should be recovered through a DA rider. The cost of gridSMART, per AEP-Ohio's 
{î oposal, is to be recovered by adjusting distribution rates. Staff is opposed to increasic^ 
distrit>ution rates in tiiis proceeding (Staff Ex. 5 at 6). Instead, Staff recommends that a 
rider be established and set at zero, llie Staff argues that a rider has several t)enefifs over 
the proposed increase to distribution rates, induding separate accounting for grid^fART 
costs, an opportunity to approve and update the plan annually, assurance that 
expenditures are made before cost recovery occurs, and an opportunity to audit 
expenditures prior to recovery. Finally, Staff also advocates that ttie Osmpanies share the 
financial risk of gridSMART betwe^i ratepayers and diardiolders, as thare is a benefit to 
the Companies. Additionally, Staff questions whether gridSMART will meet minimum 
rdiability standards. Lastiy, Staff asserts that AEP-Ohio should conduct a study ttiat 
quantifies both customer and sodetal benefits of its gridSMART plan ̂ aff Br. at 14). 

OCC, Sierra, and OPAE/APAC argue that the Companies' ESP fails to 
demonstrate tiiat its gridSMART program is cost-effective as required by Sections 
4928.02(D) and 4928.64(E), Revised Qxle, and state that AEP-Ohioi's assumption that the 
societal and customer benefits aie self-evident is misplaced (OCEA Br, at 77-SO; 
OPAE/APAC Br. at 1748). OCC, Sierra, and OPAE/APAC note ttiat ttiere are a number 
of factors al>out the program ttiat the Companies have not determined or evahtated, 
which are essential to ttie Commission's consideration of the plaa OCC, Sierra, and 
OPAE/APAC state tiiat the Companies have failed to uidude any full gridSMART 
implementation plan or costs, the antidpated life cyde of various compon^ts of 
gridSMART, a methodology for evaluating performark^ of gridSMART Phase I, an 
estimate of a customer's Ml 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 die ESP iaSs to acknowledge that full system implementation is required before 
many of the benefits of gridSMART can actoally be realized (OCC Ex. 12 at 6), OCX: 
recommends that Phase I have its own set of performance nwasures, a more detailed 
project plan, induding l>udget, resource allocatirav and life cyde operatii^ cost 
projections for the full 7-10 year implenwntation period of gridSMART and beyond, and 
performance measures for the Commission's api»oval (OCC Ex. 12 at 18). 
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AEP-Ohio regards the Staff's proposal to <rffer PCTs to any customer as overly 
generous, particularly given that Staff is recommending that the rider be set in&ially at 
zero (Cos. Br. at 68-69). AEP-Ohio also submits ttiat it has committed to cfiering new 
service tariffs associated with Phase I of gridSMART c»ice the tedmology is installed and 
the billing functionalities available (Cos. Ex. 1 at 6; Tr. VoL in at 304-305; Cos. Br. sft 68-
69). Further, regarding Staffs policy of risk-sharing, tfie Companies contend that ttie 
assertion that the gridSMART investmait benefits CSP just as mudi as it does customers 
is not true and, given that the operational savings do not equal or exceed the cost eS ttie 
program, is without any basis presented in the neoord. Thus, AHP-Ohio argues ttiat 
discounting the net cost to be recovered by CSP is unfair and inappropriate (Cos. Reply 
Br. at 63-64). The Companies are unclear Irow the Staff expects to determine idietfier 
gridSMART meets the minimum reliabilify standards and cont̂ cid that ttiis issue was first 
raised in the Staff's tnief. Nonettidess, the Companies argue ttiat inq>o^r^ rdialrility 
standards as to gridSMART Phase 1 is inappropriate, primarily because strict 
accountability for achieving the expected rdiability impacts does not take into account the 
many dynamic factors that impact service idiahilify index performance. Moreover, 
accutrate measurement and verification of the discrete impact of gridSMART deployment 
on a particular reliability index would be difficult. Tlie Companies also explain ttiat the 
expected rdiabilify impacts povided to the Staff v^ete based on good faith estimates of 
the full implementation of gridSMART Phase 1 as proposed by the Ccnnpanies. Hms, the 
Companies would prefer ttie establistiment of deplojraient project milestones as opposed 
to specific reliability impact standards. 

Although the Companies maintain that tiieir percentage oi distributicm ir^xease is 
reasonable and an appropriate part of ttie ESP padcage, in recognition of Staffs preference 
for a distribution rider and to address various parties' concerns regjarding the accuracy of 
AEP-Ohio's cost estimates for gridSMART Phase I, the Ccanpanies would agree to a 
gridSMART Phase I rider set at the 2009 revenue requirement subject to annual true-up 
and recondliation based on CSFs prudentiy incurred net coste (Cos. Refdy Br- at TCfe Cos, 
Ex.1, Exhibit DMR-4). 

The Commission believes it is important that steps l>e taken by the dectric utilities 
to explore and implement technologic, such as AMI, ttiat will potentially provide loiig-
term benefits to customers and the elecbic utility. GridSMART Phase I will provide CSP 
with beneficial information as to implementation, equipment preferemses, customer 
expectations, and customer education requirements. A properly designed AMI system 
and DA can decrease tiie scope and duration of dectric outgoes. More rdiable service is 
clearly benefidal to CSFs customers. The Commission strongly supports the 
implementation of AMI and DA, with HAN, as we bdieve these advanced tedmologies 
are the foundation for AEP-Ohio providing its customers tiie. 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 these components erf gri^MART. While we agree 
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that additional infocmation is necessary to implement a successful Phase I progranv we 
do not believe ttiat all information is required before the Goniznission can condude ttiat 
the program is beneficial to ratepayers and should be implemented. Therefc^, we will 
approve the devdopmait of a gridSMART rider, as we agree with the Staff that a rider 
has several benefits over the proposed annual increase to distribution rates, including 
separate accounting for gridSMART, an opportunity to approve and update the plan each 
year, assurance tiiat expenditures are made l̂ efore cost recovery occurs, and an 
opportunity to audit expenditures pricnr to recovery. The Commission notes tttat recent 
federal legislation makes matdiing funds availaHe to smart grid projects. Accordki^y, 
the Companies' gridSMART proposal contained in its proposed ESP to recover $109 
million over the term of ESP, should be revised to $54.5 million^ whkh is half <̂  Q^ 
Companies' requested amount. Additionally, we direct CSP to make the necessary filing 
for federal matohlng funds under the American Recovery and Reinvestment Act of 2009 
for tfie bahmce of tiie projected costs of gridSMART Phase L The gridSMART rider shall 
be initially established at $33.6 million for the 2009 projected expenses sul^ect to annual 
true-up and reconciliation based on ttie company's prudentiy incurred costs. 

Witii the creation of the ESRP rider and the gridSMARt rider, the CominisfflUm 
finds that armual distribution rate increases in the amounts of 7 perooit for CSP and 63 
percent for OP to recover the costs for the ESRP and gridSMART programs are 
urmecessary and should be rejected. Accordin^y, the Commission finds ttiat AEF-Ohto's 
proposed ESP should be modified to indude theESRP rider and the grid^lART rider, as 
approved herein, and to eliminate tiie annual distritnition rate increases. 

B. Riders 

1. PmviVl<>r r^ T A«t Resort fPQLR) Rider 

The Companies proposed to indude in their ESP a distributicm non*ypassaWe 
POLR rider (Cos. App. at 6-8). The POUR charge was proposed to collect a POLR revenue 
requirement of $108.2 million for CSP and $60.9 million for OF (Cos. Ex, 2-A at 34; Cos. 
Ex. 1, Exhibit DMR-3). The Companies stated ttiat they have a statutory oUigatkm to be 
the POLR,22 and thus, the proposed POLR charge is based on a quantitative analysis of 
tiie cost to ttie Companies to provide to customers the optionality associated vwlh POLR 
service (Cos. Ex. 2-A at 25-2^). AEP-Otiio argued that this charge covas the cost of 
allovring a customer to remain witti the Companies, or to switch to a Ccanpetitive Retail 
Electric Service (CRES) provider and ttien return to the Companies' SSO after shopping 
(Id.). To further support the proposed increase, the Companies added that tiidr current 
POLR charge is significantiy bdow o t l ^ Ohio dectric utilities' PCM-R charges (Cos. Ex. 2 
at 8). The Companies utilized ttie Black-Sdioles Model to calculate their cost oi fulfilling 

22 See SeCt30n4928.141(A} and 4928.H Revised Code. 
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the POLR obligation, comparii^ the customers' rights to "a series of options on power" 
(Cos. Br. at 43; Cos. Ex. 2-A at 31). AEP-Ohio listed the five quantitative inputs t ^ d in 
the Black-Wholes Model: 1) the market -price oi the underlying a^et; 2) the s^ike price; 3) 
the time frame that the option covers; 4) the risk fiee interest rate;; and 5) the volatilify of 
tiie imderlying asset (Id,). The Companies assert that tiie resulting POLR diarge is 
conservativdy low (Cos. Br. at 44). 

The namerous intervenors and Staff opposed the levd of POLR diarge proposed 
by the Companies, as well as the use of the Black-Scholes Modd to cakulate ttie POLR 
charge (OPAE/APAC Br. at 14-17; OCC Ex. 11 at 8-14). Spedficalfy, OOC and ottiers 
questioned the use of the LIBOR rate as the input for ttie risk f̂iree interest rate (Tr. Vd. X 
at 165-182,188-189; Tr. VoL XI at 166-182). ^aff questioned ttie ride ttiat the POIJl darge 
was intended to compensate the Companies for, explaining ttiat there are cmly two risks 
Involved: one risk is the risk of customers returning to tile SSO and ttie ottier ri& is ttiat 
the customers leave and take service from a CBSS provider (migration risk) (Staff Ex. 10 
at 6). Staff witness Cahaan testified that ttie ride assodated wllh customss retunung to 
the SSO could be avoided by requiring ttie aistc»ner to return at a market pric«, instead of 
the SSO rate, which would esttier be paid directiy by the returning customer or any 
incremental cost of the purdiased power could be flown through ttie FAC pd.). ^aff 
witness Cahaan admitted that if customers are pennitted to return at ttie SSO rate, 
witiiout paying the market price or vnthout comp^fisating tiie Om^KUues for any 
incremental costs of the additional purchased power that ttiey would be reqiuved to 
purchase, ttien the Companies woidd be at risk (Tr. VoL XBQ at 3fr37). Thm, Staff witness 
Cahaan conduded that, if the risk of returning is addressed, then the miration risk is the 
only risk that should be compensated throu^ a POLR diarge (Id. at 7). 

The Companies responded ttiat their risk is not alleviated by customers agreeing to 
return at market price, arguing tiiat future circutmtances or polky coiisiderati<»is may 
require them to relieve custcmiers of their promises to pay maiket price when 
circumstances change (Cos. Ex. 2-A at 27-30). AEP-Ohio's witness expressed Scepticism 
as to a future Commission upholding such promises (Id). AEP-CAoo also opposed 
recovering any costs for market purchases incurred for returning customers ttiroug^ the 
FAC as an improper subsidizati<m of those customers who chose to shc^, and iiten return 
to the dectric utility, by non-shoppir^ customers (Cos. Ex. 2-E at 14-16). Furthennore, ttie 
Companies daim that their risk of being the POLR exists, regardless ot historic CMT current 
shopping levels (Id.). Nonetiieless, AEP witness Baker testified ttiat evai adopting Stait 
witness Cahaan's theory that the Companies are only at ride for migration (the right of 
customers to leave the SSO), migration risk equals approxima^y 90 percoit of the 
Companies' POLR costs pursuant to the Black-Sdioles modd (Tr. VoL XIV at 204-205; 
Cos. Ex. 2-E at 15-16). 



0&-917-EL-SSO and 08-918-EL«O -40-

As tiie POLR, the Commission believes that the Companies do have SMne risks 
associated with customers switching to CRES providers and returning to the electric 
utility's SSO rate at the condudon of CRES contracts or during times erf rising prices. 
However, we agree with the into^enors and Staff ttiat the POLR diarge as proposed l^ 
the Compaiues is too high, tmt we do not agree that there is no risk or a very minimal rid& 
as suggested by some. As noted by several intervenors and Staff, the ride of returning 
customers may be mitigated, not eliminated, by requiring customers that switch to an 
dtemative supplier (dther ttuough a governmental aggregation or inciividual CRES 
providers) to agree to return to market price, and pay market price, if they return to ttie 
dectric utility after taking service from a CRES provider, for ttie remaining period of ttie 
ESP term or until tiie customer sivitches to another alternative supplier. In exchange for 
this commitment, tiiose customers shall avoid paying the POLR charge. We bdieve ttiat 
this outcome is consistent witii the requirement in Section 4928.20(F), Revised Code, whkh 
allows govemmentd aggregations to elect not to pay standby servfce charges, in 
exchange for agreeing to pay maricet price for power if they return to the dectric utility. 
Therefore, based on the record before us, we condude that the Companies' proposed ESP 
should be modified such that 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 accepts the Companies;' vwtness' quantification of that risk to equal 90 
percent of the estimated POLR costs,̂ ^ and tiiua, finds that the POLR rider shall be 
established to coUect a POLR revenue requirement of $97.4 million for CSP and $54.8 
million for OP. Additionally, die POLR rider shall be avoidable for tiiose custcaneiB ^dio 
shop and agree to return at a market price and pay ttie market price of power incurred by 
tiie Companies to serve the returning customers. Accordingly, the Commission finds that 
ttie POLR rider, whkh is avoidable, should be approved as modified herein. 

2. Regulatory Asset Rider 

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

23 SeeCos.Ex.l,ExhilritDMR-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 
subject to review (Staff Ex. 1 at 4). AEP-Ohio responded that SB 221 autticxrizes single-
issue ratemaking related to distribution service, which is what it is propodi^, AEP-Ohfo 
also notes that the only opposition to ttie Companies' proposd is with regard to ttie 
collection of the historic regulatory assets, whkh was by Saff (Cos. Reply Br. at 94). The 
Companies submit that Staff's pr^rence to ded with this issue in a distribution rate case 
is irrelevant and inconsistent with the statute. 

The Commission finds (hat ttie Companies have not demonstrated ttiat the creation 
of the RAC rider in its proposed ESP, aa a single-issue ratemaking item for distributicm 
infrastructure and modernization incentives, fulfills the requiremaits of SB 221 or 
advances the state policy. Therefore, the Commission finds that the RAC rider should not 
be approved in this proceeding. We note, however, ttiat we agree with Staff ttiat flie 
consideration of the requested amortization of regulatory assets is nuxre appropriate 
within the context of a distribution rate case wh^e aD distribution rdated costs and bffues 
can be examined collectively. Accordingly, tiie Commissicm finds that AEP-Ohio's 
proposed ESP should be modified to eliminate tiie RAC rider. 

3. Enerev Effidencv, Peak Demand Reduction. Demand Response, 
and Interruptible CapaMitks 

(a) Fr^rgy Fjfidencv and Peak Demand Reducticm 

Section 4928.66, Revised Code, requires ttie dectric utilities to implemei^ erwxgy 
effidency programs that wHl achieve energy savings and peak demand programs 
designed to reduce the dectric utilify's peak demand. Specifically, an dectric utiUty must 
achieve energy savings in 2009, 2010, and 2011 of .3 percent, .5 percent̂  and .7 percent, 
respectively, of the normalized annual kWh sales of tl^ dectrk utility durii^ tiie 
preceding three calendar years. This savings continues to rise until the cumulative 
savings reach 22 percent by 2025. Peak demand must be reduced by one percait in 2009 
and by .75 percent annually rmtfl 2018. 

CSP and OP indude, as part of tiieir ESP, an unavoidable Energy l^dency and 
Peak Demand Reduction Cost Recovery Rider (EE/PDR rider). The estimated annual 
DSM program cost (including botti EE and PDR) is to be trued-up annually to adual cost 
and compared to the amortizaticm of the actual dderrd on an annud basis via the 
EE/PDR rider (Cos. Ex. 6 at 47-48). 

(b) Baselines and Bfflichmarks 

In the ESP, the Companies have established the baselines for meeting the 
benchmarks for statutory compliance by weather normalizing retail sdesy exduding 
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economic devdopment load, accounting for flie load of former MonPower service 
territory and the Ormet/Hannil>al Red Estate load, accounting for future load growtti 
due to the Companies' economic devdopm^it efforts, and accounting for increased load 
associated with the funds for econcHiuc devdopment purposes pursuant to ttie order in 
Case No. 04-169-ELORD (RSP Qrder)^* (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 that the methodobgy be adopted 
in this proceeding so as to provide the Companies dear guidance witii statutory 
compliance mandates. Further, the Companies reserve their ri^ to request additional 
adjustments due to regulatory, economk, or technological reasons beyond ttie ;easona1:fe 
control of the Companies. 

As to the calculation of the Cbmpani^' baseline. Staff asserts ttiat the former 
MonPower load was acquired prior to ttie three-year period (2006 to 20OS) and is not truty 
economic devdopment. Thwefor^ Staff contends that the MonPower load is not a 
reasonable adjustment to the baseline. Staff suggests that the Companies' savings and 
peak demaiid reductions for 2009 be as set forth by Staff witness Scheck (Staff Ex. 3 at 6-8, 
Ex.GCS-landEx.GCS-2). Staff recommends that CSP and OP make a ease-by-case fltoig 
with ttie Comimission to receivecreditfor tiie energy savings and peak deoiand reduction 
efforts of the dectric utility's mercantile customers. Staff argues ttiat because programs 
like PJM's demand response programs are not committed for integraticm into the dectrk 
utilities' energy effidency and peak reduction programs, such credits should not count 
towards AEP-Ohio's annual benchmarks and retail customers who have such agreements 
should not recdve an exemption from AEP-Ohio's en^gy effidency cost recovery 
mechanism (Staff Br. at 17-19; Staff Ex. 3 at 6-11). 

Kroger recommends an opt-out provision of the rider for ncm-iesidential custc»xiers 
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 the time 
of the opt-out request, the customer would be required to self-certify or attest to AEP-
Ohio that for each fadlify, or aggregated facilities, tiie customer has ccmducted an energy 
audit or anal3^is within ttie past three years and has implemented or plans to impl^nent 
the cost-effective measures identified In the audit or anal}rsis. Kroger argues ttiat the 
unavoidable rider penalizes customers who have implemented cost effldent DSM 
measures. Kroger contends ttiat this is consistent witii the intent erf Secti<Hi 
4928.66(A)(2)(c), Revised Code (Kroger Ex. 1 at 13-14). 

lEU notes that the C<Hnmission has previoudy rejected a proposal sLmilar to 
Kroger's opt-out proposal with a demand threshold for nwrcantile customers in Duke's 

^ Inre Cobmbus SouOiem Power Company and Ohio Power Company, Case No. (4-169-EL-QRD, Opinion and 
Orcter Oanuary 26,2005) (RSP Older). 
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ESP case.25 lEU urges ttie Commission, consistent with Section 4928.66, Revised Cod^ 
and its determination in the Duke ESP case, to r ^c t Kroger's request (MJ R^ly Bt. at 
22). 

The Commission coiKludes (hat the acquisition of tiie former 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 CS'. Therefore, we find ttiat the 
Companies' exclusion of the MonPower load in the energy effidency basdine is 
inappropriate. The Commission does not bdieve ttiat all economic devdopnwEnt should 
automatically result in an exclusion from basdine. On the other hand, we 2^ree witti the 
Companies' adjustment to the basdine for the Ormet load. We note that ttie CKxaparms 
and Staff agree tfiat ttie impact of customer-sited specific DSM resources wiU be included 
in the Companies' compliance benchmarks and adjusted for any existing resources that 
had historic implkation during the years 2006-2008. Hie Commisdon also recognizes ttiat 
Staff and the Companies agree thatttie appropriate approach would be for the Companies 
to make case-by^case filings with the cimmission to receive credit for contributions by 
mercantile customers. 

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

Any mechanism designed to recover the cost erf energy effidency and 
peak demand reduction programs under divistons (A)(lXa) and (b) of ttiis 
section may exempt mercantile custom^s ttiat commit their demand-
response or other customer-sited capabilities, whetiier existing or new, for 
integration into the dectric distribution utility's demand-reqxmse, energy 
efficiency, or peak demand reduction programs, if the commission 
determines that that exemption reasonably encourages such customer to 
commit those capabilities to those programs. 

This provision of the statute permits the Commission to approve a rider that exeix̂ >l5 
mercantile customers who commit thdr capalnUties to ttie dectric utilify. However, tiie 
statute does not chelate a minimum consumption levd. For these reasons, the 
Commission rejects Kroger's proposal. 

^ tnre Duke Energy Ohio, Inc., Case No. 0B-920-EL«O, et aL Opinion and Order (Eteceniber 17,2008) 
(t)uke ESP Order). 
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(c) Energy Effidency and Peak Demand Reduction Programs 

The Companies propose 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 working collaborative group of stakeholders. 

As part of the Companies' energy effidency and peak demand reduction plan, flie 
Companies propose to spend $178 million on the following programs: (1) Residential 
Standard Offer Program ,̂ Small Commercial and Industrial Standard Offer Program, 
Commercial and Industrial Standard Offer Program; (2) Targeted Energy Efficient 
Weatherization Program; (3) Low Income Weathsiization Program; (4) Residential and 
Small Commercial Compact Fluorescent Lighting Program; (5) Commerdd and Industrial 
Lighting Program; (6) State and Munidpd Light Emitting Diode Program; (7) Energy 
Star® New Homes Program; (8) &ergy Star® Home Appliance Program; (9) Renewat^e 
Energy Technology Program; (10) Industrid Process Partners Program (Ccs. Ex. 4 at 20-
22). OEG supports tiie Companies EE/PDR rider as a reasonable proposal (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 ttie Companies 
be required to empower the collaborative to design appropriate program?, 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 
implementetion (OPAE Ex. 1 at 16-17; OPAE/APAC Br. at 21-22). 

Staff also generally approves of ttie Companies' demand-dde 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 Ti^ ^taff 
Br. at 17-19; Staff Ex. 3 at 6-11). 

OCC makes five specific recommendations (OCC Ex. 5 at 9). First, OCC contends 
tliat the Companies D^A programs for low-income residentid customers are adequate 
but shotdd be available to dl residential customers in Ohio. Second, OCC recommends 
that AEP-Ohio work with Colimibia Gas of Cftiio, Inc., to devdop a one-stop hcxme 
performance program in year two of the ESP. Third, OCC recommends that programs for 
consumers above 175 percent erf the federal poverty levd should be competitivdy bid and 
customers charged for services according to a dichng fee scale based cat income. Fcnirtfi, 
like Staff, OCC contends that all programs should be evaluated for cost-^ectiveness 
pursuant to the Total Resource Cost Test Finaliy, OCC expresses concern regarding ttie 
administrative costs of the programs, in comparison to energy effidency programs 
offered by other Ohio utilities and recommends that the administrative cost of the DSM 
program (administrative, educational, and marketing expenses) be determined by the 
collaborative, and limited to 25 percent of the px^am costs to ensure that the majorify of 
the program dollars reach the customers (Id.). 
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The Commission directs, as the Companies submit in ihdr ESP, that the 
collaborative process be used to contain administrative cost of tfie EE/PDR progiams and 
to ensure, with the posdble exception <rf low-income vreatherization progiams> ttiat di 
programs comply with tiie Totd Resourre Cost Test We do not agree with OPAE/APAC 
that a third-party administrator is necessary to act as a liaison between ttie Companies 
and the collaborative. Thus, the Q)mpanies should proceed wifli the proposed EE/PDR 
programs proposed in its ESP as justified l>y the market project study and as r^ned by 
the collaborative. 

(d) Interruptible Capacitv 

The Companies cotmt their interruptible service towards thdr peak danand 
reduction requiremente in accordance with Section 4928.66(A)(25(b), Revised Code. Mote 
specifically, the Companies propose to ii^rrease the limit of OFs Interruptible Power-
Discretionary Schedule (Schedule IRP-D) to 450 Megawatts (MW) from the current limit 
of 256 MW and to modify CSFs Emergency Curteilable Service (BCS) and Price 
Curtailable Service (PCS) to make the services more attractive to customers. Hie 
Companies request ttiat the Commission recx^nize the Companies' abUity to curtail 
customer usage as part of the peak demand reductions (Cos. Ex. 1 at 5^). 

Staff advocates ttiat any credits awarded for ttie annual peak demaiHl reduction 
targets for the Companies' interruptible programs should cmly aipply wbiat actual 
reductions occur (Staff Ex. 3 at 11). OCEA aipies that intemiptible load diould not be 
counted toward AEP-Ohio's peak demand reduction as it is ccmtrary to ttie intent of SB 
221 to Improve grid rdiabilify and would be based on load uiKier ttie control of the 
customer rather than AEP-Ohio. Further, OCEA argues that the Companies would reap 
an inequitable benefit from interruptible load (possibly in ttie form <rf off-systan sales) 
that is not reduced at peak which would allow the Companies to seU ttie load or avc»d 
buying additiond power. OCEA conî fids that any such benefit is rKJt passed on to 
customers (OCEA Br. at 102-103; Tr. VoL DC at 68^) . 

The Companies argue that capadfy assodated with interruptible customers should 
be coimted toward compliance with the requir^nenfcs of Section 4928.66, Revised Code; as 
the ability to interrupt is a significant d^nand reduction resource to AEP-Ohio. Further, 
the Companies state ttiat interruptions have a red impact on customers and ttie 
Companies do not want to interrupt service when there is no Systran 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 dectric utilify to implement programs "designed to adiieve" a 
specified peak demand reduction levd as oppc^d to "achieve" a specified levd of energy 
savings as required by Section 4928.66(A)(1)(a), Revised Code. Staff witneES Sdieck 
admits that the plain meaning of "designed to achieve" and "achieve" are different (Tr, 
Vol. Vni at 208). The Companies argue that ttie different language in the statutory 
requirements is intended to recognize the differences between energy effid^icy programs 
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and peak demand reduction programs. As such, tfve Companies con^Kl ttiat Staff's 
position is not supported by tfie language of the stetute and it does not overcome the 
policy rationale presented by the Companies. The Companiea also note that in the 
context of integrated resource planning, interruptible capal^ties are counted as capadfy 
and evduated in the need to plan for new power facilities. Finally, ttie Qnnpanies note 
that the Comxnissitm defines native load as internal load minus interruptible load.^ For 
these reasons, the Companies ccxntend that their interruptible capadfy should be counted 
toward thdr compliance with the peak demand reduction baichmarks (Cos. Br. 114-115; 
Cos. Reply Br. at 90-93). 

Further, the Companies daim that interruptihle customers receive a benefit in the 
form of a reduced rate for taking interruptible service irrespective of whether their servke 
is actually ciui^iled. AEP-Ohio notes that it indudes such interruptttde service as a part 
of its supply portfolio, unlike the FfM demand response programs, which Is based on 
FIM's zonal load. Therefore, AEP-Ohio asserte there is no disparate treatment between 
counting interruptible capabilities as part of peak demand reduction compliance 
requirements and protulriting retail partidpation in wlK>lesale FJM d&nand reduction 
programs (Cos. Reply Br_ at 90-91). Further, as to OCEA's claims regarding interruptible 
customer load, ttie Companies argue that ttie assertions are witiiout m&tit or bads in ttie 
statute. The Companies argue tiiat counting interruptible load fits squardy wittiin ttie 
stated intent of tiie stetute that programs be ''designed to achieve" peak demand 
reduction and facilitates the abilify to avoid the construction of new power plants. As to 
ttie customer's control of interruptible load argument the Companies note ttiat the 
customer has a choice to "buy througji" to otjtain repl£«:ement power at market prices to 
avoid curteilment and in such situations ttie Companies' supply portfolio is not affiected. 
Regarding OCEA's assertion that the Companies might benefit from the associated 
interruption, AEP-Ohio adcnowledges that off-system sdes are indirectiy possibler as are 
other circumstaiKes, based on the market price. Nonettidess, AEP-Ohio argues ttiat such 
does not d t ^ the fact that AEP-Ohio's retell supply obligatfon is reduced and ttie suj^Iy 
portfolio is not accessed to serve ttie retail customer. Accordingly, AEP-Ohio asserts tiiat 
interruptible teriff capabilities should count toward ttie Companies' peak demand 
reduction compliance requirements. 

The Commission agrees witti the Staff and OCEA that interruptible load should 
not be counted in the Companies' determination of its EE/PDR complkince requirranents 
unless and imtil the load is actudly interrupted. As tiie Companies recognize, it is 
imperative, with regard to the PJM demand response programs, that the Ccnnpanies have 

^ See proposed Rule 4901:5-5-01(QJt, O.AC, In the Matter of the Ada r̂tion (f Rules fir AUermOioe and 
Renew^e Energy Tedznoh^ and Resources, and Emission Cmirol Reporting Requirements, and ArxndmeiU 
of Chapters 49(n5-l, 4^1:5-5, 49015-5, and 4901:5-7 of f}^ Ohio AdmimstratiDe Code, Pwrsmxt to Oiaplar 
4928, Revised Code, to Imj^ement Senate Sm No. 222, Case No. 08-8B8-mX>RD (Green Soles). 
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some control or commitment fiom the customer to be induded as a part (rf AEP-Qiio's 
Section 4928.66, Revised Code, compliance requirements. 

Further, the Commisdon emphasizes that we expect ttiat applications filed 
pursuant to Section 4928.66(A)^)(b), Revised Code, to be initiated by tiie dedrk utilify 
only when the circumstances are justified. At ttie time of such filing by an dectric utilify, 
the Commisdon will determine whether the dectric utillt/s continued compliance is 
possible under the circumstances. 

4. Economk Devdopment Cost Recovery Rider and ibe Partnership 
v^thOhioFimd 

The Companies' ESP appfication indudes an unavoidable Economk Devek^nnatit 
Rider as a mechanism to recover costs, incentives and foregone revenue assodated with 
new or expanding Commlsdon-approved special arrangements for economic 
development and job retention. The Companies propose quarteriy filing? to establidi 
rates based on a percenteg^ of base distribution revenue subject to a true^ip of any under-
or over-collection in subsequait quarterly filings. In addition, tiie Companies propose ttie 
development of a "Partr^rship with Ohio" fund from shaidiolders. The fund would 
consist of a $75 million commitment, $25 million psr year erf ttie ESP, from shareholders. 
The Companies' goal is for approximatdy haff of the fund to be used to provide 
assistance to low-income customers, induding ener^ ^iciency programs for audi 
customers, and the balance to be used to attract and retain business devdopment within 
tiie AEP-Ohio service area (Cos. Ex. 1 at 12; Cos, Ex. 3 at 15-16; GJS. EX. 6 at 49; Tr. Vd, m 
at 115-119). 

OCC proposes that the Commission cc»itinue Its policy of dividing the recovery of 
forgone revenue subsidies equally from AEP-Ohio's diardid(ters aiui custqim^s or 
reqtiire shareholders to pay a larger percentege. Further, OCC expresses some concern 
that the rider may be used in an anti-competitive manner as it is not likdy that Incentives 
and/or discotmts will be offered to shopping customî B. To address OCCs 
anticompetitive concerns, OCC proposes tiat the Comnusskm make the econic^nk 
development rider avoidable or esteblish the charge as a percentege of the customer's 
entire bill rather than a percentege of distritnition diarges. OCC also recommends that all 
parties partidpate in the initid and annud review of the economk devdopment contracts 
and that, at the aimud review, if tiie customer has not fulfilled its obligatTOV the 
arrangement be cancelled, the subsidy paid back, and the Conqmnies directed to credit 
the rider for the discounts (OCC Ex. 14 at 4-8; OCEA Br. at 104-106). 

The Companies contend ttiat Section 4905.31, Revised Code, as amended by SB 221, 
explidtiy provides for the recovery of foregone revenues for entering hito reasonable 
arrangements for economic devdopment and, ttius, OCCs recommendation to continue 
the Commission's previous policy is misplaced. Further, the Companies note that the 
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Commission's approval of any spedd arrangement will indude a putdk interest 
determination. Thus, the Companies argue tiiat OCC's rec(»nmendation for aQ parties to 
initially and annually review economk devdopment arran^mente is unnecessary, 
bureaucratic and burdensome, and should be rqected. The CcHnpanies contend ttiat 
economk devdopment and full recovery of the foregone revalue for economic 
development is consistent with SB 221 and a significant feature of the Q>D:q>anies' ESP, 
whkh should not be modified by the Commission (Cos, Br. at 132). 

The Commission finds that OCCs concerns are unfounded and unnecessary at this 
stege. The Commission is vested with ttie authorify to review and determine whettier or 
not econcMnic devdopment arrangements are in the public interest OCC's request is 
denied. 

OPAE and APAC argue that the Companies have not provided any assurances that 
the $75 million will be spent fi-om the Partnership with Ohio fimd if the Commiaaion 
modifies the ESP and fails to stete 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 ttie ESP is 
modified, they can then evduate the modified ESP in its entirefy to determine whether 
this fund propc^d contained in tiie ESP requires elimination or modification (Tr. Vol. Ill 
at 137-138; Tr. Vol. X at 232-233). 

While tiie Partnerdiip with C^o fund is a key component of the ecanomk 
developmait proposal in light of the modifications made to the E ^ pursuant to ttiis 
opinion and order, we find ttiat the Companies' diareholders should fund the Partnersldp 
with Ohio fund, at a minimum of $15 million, over the three-year ESP period, with 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 esteblished herein. 

C. Line Extensions 

In its ESP, AEP-Ohio proposes to modify certain existing line extendon policies 
and charges induded in its schedules (Cos. Ex. 10 at 5-14). SpedficaUy, the Companies 
requested a modifkation to their definition of line extaision &nd system Improvemeitte, a 
continuation of the up-front payment concept esteblished in Case No. 01-2708-ELCDI,27 
an increase in the up-front residentid line extension charges, implanentetion of a 
tmiform, up-front line extension charge for aH nonresidentid projects^ tiie dimination of 
tiie end use customer's monthly surcharge, and the elimination of tfie dtemative 
construction option Qd. at 3-4,6-7,10-12). 

^ In the Matter of (he Omrms^on' s Inve^gation into the Polides and Procedures cf Ohio Power Company, 
Columbus SouOiem Power Company, The Oeoehatd Electric lUumlnating Cmpany, OMo Edison Comptaty, The 
Totedo Edison Company and Monon t̂diehi Power Company R£garding the bistaBation efNeto Une Exteneions, 
Case No. ai-2708-EUCOl, et a l . Opinion and Order (November 7,2002). 
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Staff testified that distribution-rdated issues and coste, such as those idated to line 
extensions, be examined m tfie context of a distribution rate case (Staff Ex. 13 at 4). IBU 
concurred with Staff's position (lEU Br. at 25). OCC also a^^ed and added ttiat AEP-
Ohio should be required to demonstrate in ttiat rate proceeding that its costs rdated to 
line extensions have substantially increased, ttrerely justifying AEP-Ohio's proposed 
increase to flie up-fi-ont residentid line extensitm charges (OCEA Br. at 87). 

Per SB 221, the Commisdon is required to adopt uniform, ^atewide line extension 
rules for nonresidentid customers vritiiin sbc months of the e^ctive date <rf tiie law. The 
Commission adopted such rules for nonreddential and resld|entid custcmiers cm 
November 5,2008.2* Applications for rehearing were filed, which ttie Commisskm is still 
considering. Accordin^y, tiie new fine extension rules are not yet effective. 

The Commission finds ttiat AEP-Ohto has not danon^ated tiiat its pn^wed to 
continue, in its ESP, ite existing line extension polides regarding up-front paymente^ witii 
modifications, is consistent witii SB 221 or advances tiie policy of the stete, TherefoEre, in 
Ught of file SB 221 inandate that ttie Commisdon adopt statewide line extmskm rules that 
will apply to AEP-Ohio, we do not believe that it makes sense to adopt a unique policy for 
AEP-Ohio at ttiis time. As sudi, the Companies'ESP diould be modified to eliminate tfie 
provision regarding line extensions, whkh would have the effect erf also ellmhiatir^ tiie 
alternative construction option as requested by ttie Companies. AEP-Ohio is, however, 
directed to account for dl line extension expenditures, exduding premium servkes, in 
plant in service until the new line extendon rulra become effective, where the tecovery of 
such will be reviewed in tfie context of a distribution rate case. The Comp^ues may 
continue to charge custoiners for prenuum services pursuant to thdr existing practkes. 

V. TRANSMISSION 

In its ESP, the Companies requested to retain the current TCRR, except tte 
margind loss fud credit will now be reflected in ttie FAC instead of ttie TXZRR. We 
concur with the Companies' request. We find the Companies' request to be condstent 
with our determination in the Companies' recent TCRR Case,2» and tiius, approve the 
TCRR rider as proposed by tiie Companies. AdditionaUy, as contemplated ty our prior 
order in the TCRR C^se, any overrecovKy of transmission loss-related costs, wfaidi has 

28 

29 

See In the Matter of the ComraissMm's Review (^Chapters 4901:1-9,4901:1-10,4901:1-21,4901^-22, ^»01.-2-23, 
4901:1-24, and 4901:1-25 (f (he Ohio AdrmmstnAioe Code, Case No. 06-653-EL^RD, Findii^ and Order 
(November 5,2008), Entry on Rdiearirig (December 17,2008) {06-653 Case). 

In the Matter of the Application of Colwnbus SouOiem Power Company and Ohio Power Company to A ^ t 
Each Company's Transmission Cost Recovery Rider, Case No. 0S-12Q2-EWJNC, Frnding SEid Or&r 
(December 17,2008) (TCRR Case). 
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occurred due to the timing of our approvd of the Companies' ESP and proposed FAC, 
shall be reconciled in ttie over/undexrecovery process in the Con^Minies' next TCRR rider 
update filing. 

VI. OTHER ISSUES 

A. Corporate Separation 

1. Functiond Seoaration 

In its ESP application, AEP-OHo requested to remain functionaUy sejparated ior the 
term of the ESP, as was previoudy aufliorized by ttie Commisdon in the Companies' rate 
stebilization plan proceeding,̂ ® pursuant to Section 4928.17(C), Revised Code (Cos, App. 
at 14; Cos. Br. at ^ ) . The Companies also requested to modify tiieir corporate s^aratikm 
plan to dlow each company to retain its distribution and, for now, transmission assete 
and that/ upon the expiration of functional sepaiatic^ the Ct^npanies would sdi or 
transfer their generation assets to an affiliate (Id.). 

Staff testified that the Companies' generating assets have not been structurally 
separated fi:om the operating companies ^taff Ex. 7 at 2-3). ^aff also recommended that 
in accordance with the recentiy adopted corporate separaticm rules issued by ttie 
Commission in the SSO Rides Case,*^ ttie Companies should file for approval erf ttidr 
corporate separations plan within 60 days after the rules iTecome effective. Furthennore, 
Staff proposes that the Companies' corporate separaticm plan should be aucfited by an 
independent auditor within the first year of approval of ttie ESP, the audit should be 
funded l>y the Companies, but managed by Staff, and the audit should cover c(^npliance 
with the Commission's rules on corporate sc^^aration (Staff Ex. 7 at 3-4). No parfy 
opposed AEP-CMiio's request to remain functionaUy separate. 

Accordingly, the Commission finds thai;, while tiie ESP may move foorward for 
approval, as noted by ^aff, in accordance witii our recentiy adopted rules in ttie SSO 
Rules Case, the Companies must file for approvd of ttieir corporate separation plan 
within 60 days after the rules become effective. 

^ Inre Columbus Southern Power Company and Ohio Poorer Company, Case No. 0^169^E1A}NC, Optnton and 
Order at 35 Qanuary 26,2005). 

^ In the Matter of the Adoption of Rides for Standard Service Offir, Corporate Separation, ReesomdJte 
Arrangements, md TViifisintssiDfi Riders for E^:tric Utilities Purstumi to Sections 4928-14, 4$2SJ17, and 
49^M, Revised Code, as amended by Amended Substitute Senate BUI No. 223, Case No. 08-777-EL-C^D, 
Finding and Order (September 17,2006), and Entry on Rehearing (February 11,20D9) (SSO Rules Case). 
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2. Transfer of G^i^ting Assets 

The Ccrnipanies request autiiorization for CSP to sdl or transfer two recean^ 
acquired generating ferilities (Waterford Enei^ Center and the Darby Hectrk 
Generating Station) that have not been Induded in rate base for ratemaking purposes and 
tiie costs of operatbg and maintaining ttie plants are not built into tiie cunent rates) ( < ^ 
Ex. 2-A at 42; Cos. Ex. 2-E at 20). CSP purdiased the Waterford Energy C^ter, a natnrd 
gas combined cyde power plant, on S^tember 28,2005, which has a generating capadfy 
of 821 MW (Cos. App. at 14). On April 25, Wff7, CSP purdiased ttie Darby Electric 
Generating Station, a naturd gas simple cyde generating iad&iy, with a generating 
capadty of 480 MW and a summer capadfy of approximatdy 450 MW (Id.). Althou^ 
AEP-Ohio is requesting authorify to transfer these gei^rating assets pursuant to Section 
4928.17(E), Revised Code, CSP has no immediate plans to sdl or transfer the genaiatii^ 
fadlities. If AEP-Ohio obtains autiiorization to sdl these generatir^ assets through ttus 
proceeding, AEP-Ohio will notify the Commission prior to any such transaction 0d» at 
15). 

Through its application, the Companies also rw^fy ttie Commission of ttidr 
contractual entitiements/arrangements to the output from the Cttiio Valley Electric 
Corporation generating facilities and the Lawrenceburg Generation Stetion that ttie 
Companies intend to sdl or t rans^ in ttie foture^ but argae ttiat any sale or transfer of 
those entitiements do not require Commission authcalzatiim because ttie entitt^maxts do 
not represent generating assets wholly or parfly owned by the Companies pursuant to 
Section 4928.17(E), Revised Code (Id.). 

The Companies argue that, if iixQ Commission does not grant authcffization to 
transfer these plants or entitiemente, then any exp^ise rdated to tiie plants w 
entitiements not recovered in the FAC should be recovered in the non-FAC portfon of the 
generation rate (Cos. Br. at 89; Cos. Ex. 2-E at 20-21). AEPOhio stetes tiiat ttife rate 
recovery would include approximately $50 million of carrying coste and expenses related 
to the Waterford Energy Clenter and the Darby Electric (Generating Stetion annually, and 
$70 million annually for the ccmtract entitiements (Id.). 

Staff witness Buckley testified that, while Staff does not necessarify disa^se vritii 
file proposal to transfer tiie Waterford Energy Center and the Darby Electric Gaierating 
Stetion facilities. Staff believes ttiat ttie transfers could have a potential finandd and 
poiicy impact at the time of the transfer ^taff Ex. 7 at 3). Thus, StaS recommended that 
the Companies file a separation application, in accordance witii the Commiadon's SSO 
rules, at the time that flie transfer will occur (Id.). Several other parties agree tiiat, in the 
absence of a current plan to sell or transfer, the Commisdon diould not approve a future 
sale or transfer. Rather, the parties argue that the Companies should sedc approvd. 
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pursuant to Section 4928.17(E), Revised Code, at the time of ttie actod sde or transfer 
(OCEA Br. at 100; lEU Br. at 26-27; OEG Br. at 16). 

The Ccxmrnisdon agrees with Staff and the intervenors ttiat ttie request to transfer 
the Waterf<M^ Energy (Zenter and the Darby Electric Generating Stetion facilities, as wdl 
as any contractud entitiements/arrang^n^tts to the output of certain fadlities, is 
premature. AEP-Ohio diould file a separate applkaticm, in accordance with the 
Commisdon's rules, at the time that it wishes to sell or transf^ tiiese generation Ibdlities. 
The Commission, however, recognizes ttiat these gaieratir^ assets have not and are not 
iruiluded 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 ben^t of Ohio 
customers. If the Commisdon is going to require that the dectrk utilities retain these 
generating assete, then the Commission should dso allow the Companies to recover Ohio 
customers' jurisdictiond share of any costs assodated with maintaining and operating 
such facilities. Accordingly, we find ttiat while the Companies still own the generating 
facilities, they should be allowed to obtain recovery to^ ttie Ohio customer^ jurisdictional 
share of any costs assodated therewith. Thus, we believe that any expense related to 
ttiese generating fadlities and contract entitiements that are not recovered in the FAC 
diall be recoverable in the non-FAC portion of the generation rate as proposed by ttie 
Companies. The Commisdoiv ttiereforc, directs AEP-Ohio to modify its ESP ccnisistrait 
with our determination herein. 

B. Possible Earlv Hant Qosures 

The Companies indude as a part of their applkation in these cases a request for 
authority to esteblish a regulatory asset to defer any tmantidpated net cost associated 
with the early closure of a generating unit or unite. The Compaiues assert that, during the 
ESP period, gen^ating units may experience faSures or safefy issues that would prevail 
the Companies from continuing to cost-effectivdy operate the generation unit prior to the 
end of the depreciation accrud (unanticipated diut down) (Cos. App. at 18-19; Cos. Ex. 2-
A at 51-52). The Companies request authority to indude net early dosure cost in Account 
182.3, Other Regulatory Assets. In the event of an unantidp>ated shut down, tiie 
Compaiues state they will timely file a request with the Commission for recovery of »udi 
prudent early dosure costs via a non-bypassable rider over a relativdy short pericxl of 
time. The Companies are requesting that the rider indude carrying cost at the WACC rate 
(Cos. App. at 18-19; Cos. Ex 6 at 25-26). The Companies also request auttiority to come 
before the Commission to determine the appropriate treatment for stccelerated 
depreciation and oAber net early dosure coste in the event tiiat the Companies find it 
necessary to close a generation plant earlia: that otherwise expected (earlier than 
antidpated shut down) (Cos. Ex. 6 at 28), 
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OCEA posits that ttie Compaiues' request fear accounting treatment ior earfy jtoiA 
dosure is wrong and should be rejected. OCEA reasons that the plant was induded in 
rate base imder traditiond ratemaking regulation to g^e the Ctompanies the oppcrtunify 
to earn a return on the investment and the Conq>anies accepted the risk ttial the {dant 
might not be folly depredated when it was removed fixnn service. (XEA ass^ls it is not 
appropriate to guarantee the Companies recovery of ttieir investmait li ttie Commissicm 
determii^s to allow the Companies to esteblidi the requested accountir^ treatment; 
OCEA asks that the Commisdon adopt the Staffs "offset" recommendaticm (OCEA Br. at 
102), 

Staff argues that the vdue of the generation fleet was determined in ttie 
Companies' ETP cases,32 wherein, pursuant to the stipulation, AEP-Ohio agreed not to 
impose any lost generation cost on switching customers during the market devdopment 
period. Staff notes that, dttiough tiie economic vdue of ttie generaticm jAants was never 
specifically addressed by the Commisdon, it is reasonable to assume tiiat ttie net value cf 
the Companies' fleet was not stranded. AoXMrdingJy, Staff cq>poses the Companies:' 
requests to impose on customers ttie cost or risk of uneconomk plants without accounting 
for ttie offset of the positive economic vdue of the rest of the Companies' ganeration 
plants (Staff Ex.1 at 8). 

Based on the record in this proceeding, tiie Commission is not convinced that it is 
appropriate to approve the Companies' reque^ for recoveiy erf net cost associated witti an 
unantidpated shut down. Despite the argumente of the Cbmpanies to the contrary, we 
are persuaded by the argumente of ttie Staff that there may be offsetting podtive value 
associated with the Companies generation fleet Accordingly, while we will grant ttie 
Companies tiie authorify to esteblish the accounting mechanism to separate net early 
closure cost, the Companies must file an application before ttie Commission for recovery 
of such costs. Accordingly, ttiis aspect of the Companies'ESP application is denied. As to 
the Companies' request for authorify to file witti the Commission to detamlne the 
appropriate treatment assodated with an eailier-than-antidpated shut down, the 
Commission finds this aspect of ttie application to be reasonable and, accordingly, the 
request should be granted. 

C. FIM Demand Response Programs 

Through the ESP, the Companies propose to revise certain tariff providons to 
prohibit customers recdving SSO from participating in the demand respc»fise programs 
offered by PJM, dther directiy or indirectiy through a third-party. Under the PJM 
programs retail customers can recdve payment for being avaOaUe to curtail even if ttie 

32 In the Matter cfthe ApplicatUms of Columbus Sou&iem Power Company and Ohio Power Company for Appro&d 
cf Their Electric Transition Phms and for Receipt tf Tranmiion Reoenues, Case Nos. 99-1729-EI^TP and 99-
ITSO-EI^ETP, Opinion and Order at 15-15 (September 28,2000). 



08-917-EL-SSO and 08-918-EL^SO ^4-

customer's service is not actually curtailed. AEP-Ohio argues tiiat allowii^ its retail 
customers recdving SSO to dso partidpate in PJM demand response programs is a no-
win situation for AEP-Ohio and its other customers and inconslstait witii die 
requirements of SB 221. The Companies contend that FJM demand response programs 
are intended to ensure the proper price dgnd to wholesde customars, not to address 
retail rate issues (Cos. Ex, 1 at 5-7). AEP-Ohio argues that retail customers should 
partidpate through AEP-Ohio-sponsored and Commission-approved prc^ams. The 
Companies contend that FERC has granted stete commissions, or- more precisdy, the 
"rdevant dectric retail regulatory authorify,'' the authorify to predude retail customer 
partidpation in wholesale demand response programs. V%ok^ Competition in Eegfons 
wifft Organized Electric Markets (Docket Nos. RMa7-19-000 and AD(K7-7-000), 125 FERC \ 
61,071 at 18 CFR Part 35 (October 17,2008) (Fmd Rule) (Cos. Br. at 119) 

AEP-Ohio notes ttiat it has consistentiy challenged retail customers' abilify to 
participate in such programs and argued that the terms and ccHidlti<His of its tariff 
prohibited such and, therefore, demand response retail participants diould not be 
surprised by the Companies' position in this proceedii^ (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 financid risk, or added any value to ttie 
servkes for which ttiey are being compensatCNl throu^ PJM. The Companies assert, as 
steted by Staff vdtness Scheck, that the PJM demand response programs cost Ai^-Ohio's 
other customers as the load of such PfM program participants continues to count toward 
the Companies' Fixed R^oiurce Requirements (FRR) option and such cost is reflected In 
AEP^hio's retail rates (Tr. Vol. VHI at 165-166). Further, ttie PJM program 
partfcipant/customer's atdify to interrupt is of no use to AEP-Ohio, as the Companies 
claim that PJM's ciuteilment request is based on FJM's zonal 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 tiie utilify to comply with ttie peak demand 
reduction benchmarks as set forth in Section 4S^.66(AK2)(d), Revised Code. Further, 
AEP-Ohio argues that it is imdear how the interruptible capadfy of a customer 
participating in PJM's demand response program can count toward the Companies 
benchmarits without being tmder the contrtrf of the Companies and "designed to adhieve" 
peak demand reductions as required t̂ y the stetoe. As such, the Companies argue that, if 
partidpation in the PJM demand r^pcmse program is allowed, PJM will be in direct 
competition with the dectric distribution companies' efforts to compfy with energy 
effidency and peak demand reduction benchmarks and thus, render the m^cantile 
customer commitment provisions largely inelfective. For these reasons, AEP-Ohio stetes 
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 economk 
benefits associated vdth partkipation in FJM programs on to retail custom^^ ttirough 
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complementary retail tariff programs and to piusue mercaittile cu6tf»ner-dted 
arrangements to achieve benchmark compliance, thus allowing ttie Companies to av<^ 
duplicate supply costs (Cos. Br. at 124-126). 

This aspect of the Companies' ESP proposd is opposed by Int^rys, OMA, 
Commerdd Group, OEG, and lEU. Most erf the intervenors contend that AEP-Ohio, in 
essence, considers retail customer partkipation in PJM prograrrm tfie issdling of power 
provided to them by AEP-Ohio. Integrys makes tiie most compreliensive argumente 
opposing AEP-Ohio's request for appx>val to prohibit customer partkipation in the PJM 
demand response programs. Integrys argues that 18 CF.R. 35.28(g) onfy permite this 
Commission to prohibit a retail customer's partidpation in demand req>onse programs at 
the wholesde level through law or regulation. Section 18 CFiL 35.28(g) states: 

Bach Commission-approved independent system operator and regional 
transmission organization must permit a qualified aggregate of retail 
customers to bid demand resp<»ise on bdialf of retail customers directty 
into the Commission-approved independent system operator's or regional 
transmission organization's organized markets, unfess the bws and 
regulations of the relevant electric retail regulatory authority expresdy do not 
permit a retail cusUmer to partidpate, [Emphasis added.] 

Thus, Integrys reasons that a ban on {^rtidpation in wholesale demand response 
programs through AEP-Ohio's tariff is not equivdent to an act of the Generd Asseml^ 
or rule of tiie Commission. Accordingly, Integcys reasons that any attempt by t te 
Commission to prohibit partidpation in this proceeding is beyond ttie auttiority panted 
by FERC and wOl be preempted. Furtiier, hitegtys and Constdlation argue that AEP-
Ohio has failed to stete under wbat authorify the Commission could bar customer 
participation in PJM's demand response and rdialnlify programs. Constdlaticm and 
Integrys posit that it is not in the public interest for tiie Commission to approve the 
prohibition from partidpation in sudi p n ^ a m s (Constellation Br. at 20-23; Constdlation 
Ex. 2 at 18; Int^iys Ex. 2 at 15; Integrys Br. at 2). 

Even if the Comimssion condudes that it has the authorify to grant AEP-Ohlo's 
request to revise the tariff as requested, Integrys asserts that the Companfes have iKJt UMt 
their burden to justify prohibiting partidpation in PJM demand respcoise programs. 
Integrys asserts that the request is not properly a part oi the BSP applications and should 
have been part of an application not for an increase in rates pursuant to Section 4909.18, 
Revised Code. Nonethdess, Integrys condudes tiiat under Section 4928.143 or Sectksi 
4909.18, Revised Code, the burden 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 ttie Commercial Group, have foiled to 
present any demonstration that the CcHi^anies' programs are more benefidd to 
customa-s than the PJM programs. On flie other hand, Integrys asserts that tiie PJM 
programs are more favorable to customers than the programs offered by AEP-Ohio as to 
notificatioiv ttie number erf curtailmente per year, the hours of curtaHmei^, payments 
and payment options, and pendties for non-compliance (Integiys Ex. 2 at 10-12; 
Commerdd Group Br. at 9). In addition, certain interveners note, and the Con:^»anies 
agree, that PJM has not curtailed any customers since AEP-Ohfo joined PJM (Tr, Vol. DC at 
48). Furthermore, the intervenors contend that partidpation in ttie demand response 
programs provides improved grid rdialnlity and improved effidency of the market due 
to competition (Integrys Ex. 2 at 8). 

Integrys also notes that the Ohio customers receive s i g ^ c a n t financial benefits 
from load serving entities beyond Ohio (Tr. Vol. IX at 52-52,118)- Integrys ai^ues that 
AEP-Ohio wishes to ban customer partidpatiem in wholesale demand response programs 
to facilitate the increase in OSS of capadfy to the benefit of the C(»npanies' shareholders. 
Integrys reasons that because AEP-Ohio can count load enrolled in its intemiptible 
service offerings as a part of the FfM ILR demand response program, the Companies will 
receive credit against its FRR commitment The (jompanies, according to hit^gr^, hope 
that additiond load will come fi:^m the customers currentty partidpatir^ In FJM's 
demand response programs in OMo (Tr. VoL DC at 53-58; Integrys Br, at 20-22). Integrys 
proposes, as an dtemative to prohibiting customer partidpation in wholesale demand 
response programs, ihat the Commission count participation in ttie programs towards 
AH'-Ohio' s peak demand reduction gods in accordance witti the requk«nente of Section 
4928.66, Revised Code. Integrys argues that the load can be certified, as it is today witti 
the PJM demand response programs, or ttie dectric s^*vices company could be required 
to register the committed load with the Commissioa 

Furthermore, Integrys reasons that the Commisdon can not retroactivdy int^fere 
with existing contracts between custom^s and the customer's dectric servke provider in 
relation to flie commitment contracts with PJM. With that in mind and ii ttie Ccxminisdon 
deddes to grant AEP-Ohio's request to prohibit partidpation in whdesale demand 
response programs, Integrys requeste tiiat customers currentiy c(nnmitted to partidpate 
in PJM programs for ttie 2008-2009 planning period and the 2009-2010 planning period be 
permitted to honor tiieir commitments (Integrys Br. at 27-28). 

Integrys argues that the Companies' claim that taking SSO and partidpatir^ in a 
wholesde demand response jncgram is a resale of power and a vic^tion of the terms and 
conditions of thdr tariffs is misplaced. Integrys opines that there is no actual resale of 
energy, but, instead, there is a reduction in the customer's consumption of energy upon a 
call from the r ^ o n d tran^nission operator (in this case, FJKQ. The customer is not 
purchasing energy from AEP-Ohio, so any energy purchased by AEP-Ohio can be 



08-917-EL-SSO and 08-918-EL6SO -57-

transferred to anoflier purchaser. Thus, Integrys asserts ttiat AEP-Ohio's aiguxnstt 
regarding partidpation in a wholesde demand response program is fiction and not based 
on FERC's int^rpretetion of participation in such programs. Finally, Integrys contends 
that AEP-Ohio's proposal is a violation of Secticoi 4928.40(D), Revised Code, as sudi 
prohibits dectric utilities torn prohibiting tiie resde of dectric g^ieration servke. 

The Commercial Group asserts, that because AEP-Ohio has not performed any 
studies or andyses, the Companies' ass^tion that wholesale demancb response programs 
must be different bom a demand response program offered by AEP-Ohto is unsupported 
by the record (Tr. Vol. DC at 47). The Commercial Group requeste that ^le Conqpanies be 
directed to design energy effidency and demand response programs ttiat incarpc^ate all 
available programs (Commerdd Ckoup at Br. 9). 

OEG argues that, to the extent ttiere are real benefite to ttie Companies as wdl as to 
tiieir retaU customers in the form of improved grid rdiabilify> AEP-Ohio diould be 
required to offer FfM demand response programs to ite l a i ^ industrial customers by way 
of a tariff rider or ttirough a ttiird-party supplier (OEG Ex. 2 at 13). lEU adds ttiat ttie 
Companies currentiy use flie ca|Mibilities of their interruptilde customers to asdst the 
Companies in satisfying their generation capadfy requirements to PJM, According to 
lEU, SB 221 gives mercantile customera the option of whether or not to dedkate their 
customer-sited capabilities to the QnnfKmies for integration into the Companies' pcHrtfodfo 
(IBU Ex.1 at 12). 

Constellation argues tfiat AEP-Ohio's proposd violates S^rtion 4928.20, Revised 
Code, and the dear intent of SB 221. FUI^CT, Constellation ai^es that approvii^ AEP-
Ohio's request to prohibit Ohio businesses fiom conservation programs during this 
period of economic hardship is ill-advised, especially considering that oflier bustnesses 
with which Ohio businesses' must compete are able to partidpate in the PJM progfams. 
As such, consistent witii tiie Commisdon's dedsim in Duke's ESP case (Case No. CB-920-
EL-SSO, et al.). Constellation encourages ttie Commission to rqect AEP-Ohto's request to 
prohibit SSO customers from partidpating in PJM demand lespor^e programs and give 
Ohio's business customers all availatde opportunities to reduce demand, conserve energy, 
and invest in conservation equipment (Constdlation Br. at 23). OMA SUJ^HHIS the daims 
of ConsteUation (OMA Br. at 10). 

First, we will address the claims regarding the Commission's authority, or as 
daimed by Integrys, the lack of authorify, for flie Commissicm to determine whett« or 
not Ohio's retell customers are permitted to partidpate in wtiolesale demand response 
programs. The Commisdon finds that ttie Generd Assembly has vested the C m u n ^ o n 
with broad authority to address the rate^ charges, and servke issues of Ohio's public 
utilities as evidenced in Titie 49 of tiie Revised Code. Accordingly, we consider this 
Commission the entity to which FERC was referring in ttie Find Rule when it referred to 
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ihe "relevant dectric retail regulatory authority." We are not convinced by Integrys' 
arguments that a specific act of the General Assembly is necessary to grant the 
CZommisdon the autiiorify to determine wtietiier or not C^o's retell customers are 
permitted to participate in the RTX ŝ demand respcmse programs. 

Next the Commisdon acknowledges tiiat the PJM programs offer benefite to 
program partidpants. We are, however, concerned that the record indkates that FJM 
demand response programs cost AEP-C^o's ottier custcnners as the load of AEP-Ohio's 
FRR and ttie cost of meetii^ that requirement is refiected in AEP-Oito's retail rates. 
Finally, we are not convinced, as AEP-Ohio argues that a customer's partidpation in 
demand response programs is the resde of energy provided by AEP-Ohio- For these 
reasons, we find that we do not have suffident information to consider both the potentid 
benefits to program partkipants and tlie costs to Ohio rat^)ayers to determine whether 
tills provision of the ESP yfUl produce a dgnificant net bendit to AEP-Ohio consumers. 
The Commission, therefore, condudes that thds issue must be deferred and addressed in a 
separate proceedii^ whkh will be esteblished pursuant to a subsequent entry. Alttioug^ 
we are not making a detennination at this time as to the appropriateness of such a 
provision, we direct AEP to modify Ite ESP to diminate the proviston that prohiliits 
partkipation in PJM demand response programs. 

D, Integrated Gasification Combined Cvde aGCO 

In Case No. d5-376-EL-UNC; the Commission conduded that it was vested with 
the authorify to esteblish a mechanism for recovery of the coste 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 mecharusm 
induded in the Companies' applkation.^ Applications for leheEoing of die 
Commission's IGCC C^der were timely filed and by entry on rehearing issued June 28, 
2006, the Commission denied eadi of the applkations for rehearing (DGCC Rehearing 
Entry). Further, the IGCC Rehearing Entry conditioned the Commission's approval of the 
application, steting that (a) all Hiase I costs would t>e sul^ect to subs^uent audit(s) to 
determine whether such expenditures were reasonable and prudentiy incurred to 
construct tiie proposed IC^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 1 charges collected must l>e refunded to Ohto ratepayers with interest 

In this ESP proceeding, AEP-Ohio witness Baker testified ttiat, alttiougji ttie 
Companies have not abandoned their interest in constructing and operating an ICJCC 
facility in Meigs County, Ohio, certain provisions of SB 221 are a barrier to c<mstructi<Hi 
and operation of an IGCC facility. As AEP-Ohio interprets SB 221, tiie Companies may be 

^ Inre Columbus Southern Power Company and Ohio Potoer Company, Case No. 05-376-EL-UNC Opinion and 
Order (April 10,2006) (IGCC Order). 
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required to remain in an ESP to assure an opportunity for cost recovery for an IGCC 
facility; the construction work in process (CWIP) providon which requires the fadlify to 
be at least 75 percent complete bdore it can be included in rate base; the limit cm CWIP as 
a percentage of totd rate base which the vntness contends causes particular unoertainties 
since the concept of a generation rate base has no applicability undar SB 221; and the 
effect of "mirror CWIP" (Cos. Ex. 2-A at 52-56). The Companies assert ihat not onfy are 
these barriers to the construction of an IGCC facility but dso to any base load generation 
facility in Ohio. Nonethdess, tiie Companies stete that they are encouraged by the fact 
that SB 221 recognizes the need for advanced energy resources and dean coal technology, 
such as an IGCC. Finally, ttie Ccwnpanieŝ  witness notes that, since the time the 
Companies proposed the IGCC facility, CSP has acquired additiond generating capadty. 
According to Company witness Baker, tiie Companies hope to work with the Govemor'a 
administration, the CSteneral Assembly, and otiier interested parties to enact legMs t̂ion 
that will make an ICXIC facility in Mdgs Cimnty a reality (CIos. Ex. 2-A at 55-56). 

OCEA opines tiiat SB 221 did not eliminate the existir^ requirement that dectric 
utilities must satisfy to earn a return on CWIP and, since the Companies do not adc ior the 
Commission to make any determination in this proceeding or at any definite time in the 
future as to the IGCC fadlify, tlie Commission diould take no action on ttus issue (OCEA 
Br. at 98-99). 

The Commission notes ttiat the Oluo Supreme Court remanded, in par^ ttie 
Commission's IGCXZ OHICT, for hirther proceedings and, accordingly, the matter is 
currentiy pendii^ bdore the CZommission. Further, as OCEA asserts, ttiere does not 
appear to be any request from the Companies as to ttie IGCC facility in ^m jnxiceeding. 
Accordingly, we find it inappropriate to rule, at this time, on any matter reprding tt^ 
Meigs County ICXIC facility in this proceeding. We will address the matter as part of ttie 
pending IGCC proceeding. 

E. Alternate Feed Service 

As part of the ESP, the Companies propose a new dfcernate feed servke (AF^ 
schedule. For customers who desire a higher levd erf rdiability, a second distribttticm 
feed, in addition to the customer's bask service, will be offered. Existing AEP-^Suo 
customers that are currentiy paying for AFS wiU continue to recdve ttw service at the 
same cost under the proposed taiiff. Existing customers who have AFS and ate ryot 
paying for the service will continue to receive such service until AE?«Ohio uj^rades or 
otherwise makes a new investment in the facilities that provide APS to that custcnner. At 
such time, the customer will have 6 months to dedde to discontinue AFS, take portid 
AFS, or continue AFS and pay for tt^ service in accoxdance with ttie effective tariff 
schedule (Cos, Ex. 1 at 8). While OHA supporte the implemoitetion of an AFS schedule 
offering witii clearly defined terms and conditions, OHA takes issue with two aq>ects erf 
the AFS proposd. OHA witness Solpnick testified ttiat it is his tmderstanding ttiat the 
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customer wiU have six months after the customer is notified by the cranpany to make a 
decision (OHA Ex, 4 at 15). However, OHA witness Sdganick advocated tiiat sbc monttis 
was insufficient because criticd-use customers, like hospitals, require mc«:e lead time to 
evaluate their dectric supply infrastructure and needs ^ . ) . As such, he argued that 24 
months would be more appropriate for planning purposes (Id,), Moreover, OHA argued 
that, because this issue involves the overall management and cost trf qperatir^ AEP-
Ohio's distribution system, the Commission diould defer consideration of the proposed 
AFS until AEP-Ohio's next distribution rate case vdiere there will be a more delit)er^ 
treatntent of the issue as opposed to tiiis 150-day proceeding (OHA Br. at 23), OHA 
bdieves that a distrilmtian rate proceeding would better ensure that tiie underiying rate 
structore for AFS is correct similar to the argument for deforring decision on other 
distribution rate issues presented in this ESP proceeding (Id.). Staff and MJ also agree 
ttiat die issue sheuld be addressed in a distribution rate case (Staff Ex. 1 at 4; lEU Ex. 10 at 
11). However, lEU further recommwids that the Commission deny the Companies' 
request because it is not based on prudentiy incurred costs (lEU Br. at 25-26). 

The Companies retort tiia^ while they may have some flexibility as to ttie notice 
provided customers, such notice is limited by the Companies' plarming horizon for 
distribution facilities and the lead time required to c<nnplete construction of upgraded 
AFS fadlities (Cos. R^ly Br. at 122). The Companies reason that, while more than 6 
months may be feadble, anyfliii^ more than 12 months would not Î e prudait and, in 
certain rare drcumstances, would not fadlitete the construction of complex facilities (Id.). 
Nonethdess, the Companies steted that they will commit to 12 months notice to existing 
AFS customers for the need to make an dection of service (Id.). However, ttie Companies 
vehementiy opposed deferring approvd of thdr proposed AJFS sdiedule to scone future 
proceeding, steting that the proposed AFS tariff codifies existing practices currentiy being 
addressed on a custcaner-by-customer contrad addendum basis (Id.), Further, ttie 
Ct̂ tnpanies argue ttiat lEU has not presented any basis to support the tmpllcaticm ttuit tt^^ 
AFS schedule will recover imprudentty incurred costs (Id. at 123). Thus, AEP-Ohio 
contends there is no good reason to delay implementetion of ttie AFS sdiedule witti ttie 
understanding that the Companies vrill 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 esteblishment of various distribution riders and rates, 
including the proposed new AFS schedule, is best reviewed in a distribution rate case 
where all components of distribution rates are subject to review. 

F. Net Energy Metering Service 

The Companies' ESP application indudes several tariff revisions. More 
specifically, tiie Companies propose todiminate the one percent limitetion on the total 
rated generation capacity for customer-g^erators on tiie Companies' Net Energy 
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Metering Servke (NEMS) and add a new Net Energy Metering Service for Hospitals 
(NEMS-H). The Companies note that, at the time the ESP application was filed, they had 
filed a proposed tariff modification to the NEMS and Minimum Requiranoits for 
Distribution System Interconnection and Standby Servke in Case No. (5-1500-HLCOLW 
The Companies stete that upon approvd of the modifications filed in 054500, the 
approved modificatioi^ will be incorporated into the tariOs filed in the ESP case (Cos. Ex, 
1 at 8-9). 

OHA identifies two issues with the (Companies' prcqx36ed NEh@-H sdiedute. 
First, OHA asserts the conditions of service are unduly restrictive to the detent that 
NEMS-H requires tiie hospital customer-generator's fadlity must be owned and <q>e£ated 
by tiie customer and located on the ctastomer-generatot's premises. OHA asserts tfiat ttiis 
requirement prevents hospitals from benefiting from economies of scale Iq̂  utiliaong the 
expertise of distributed generation or cogeneration companies, centralized operati<m and 
maintenance of such facilities, and shared expertise and expenses. Further, OHA asserts 
that the requirement that tiie facility be located on the hospital's premises is a barrio 
because space limitetions and legd and/or financing requkements may suggest that a 
generation facility be located on property not owned by the hospitd. OHA argues that 
the Companies do not dte any regulatory, operationd, financid, or other reason " v ^ the 
ownership requirement is necessary. Therefore, OHA requests that the Commisdon 
ddete this condition of service and require only ttiat ttie hospital contract lor service and 
comply with the Companies' interccHinection requirements (OHA Ex. 4 at 8-10), 

AEP-Ohio responds that the requirement ttiat the generation facility be on-site aaad 
owned and operated by the customer is a provision of the currentty effective NEMS 
schedule. Further, the Companies argue that economies erf scale may be accomplidied 
with multiple hospitals contracting with a ttdrd-parfy to operate and maintain the 
generation fadlities of each hospitaL Furttwr, AEP-CHiio argues that ttiere is no supp<»t 
for the claim that effidendes can not be had if the hc^pitd, rattier tlian a ttiird-i»ufy 
developer, is the ultimate owner erf such fodltties (Cos. Br. at 128). As to OHA's 
opposition to the requirement ttiat the hospital own and operate the generation fadlity on 
its premises, AEP-C^o contends that such is required t>ased on the language in the 
definitions of a customer-g^ierator, net metering system, and self-generator at Section 
4928.02(A)(29) to p2). Revised Code (Cos. Reply Br. at 124rl25). 

Second, OHA argues that the payment ior net detiveries cf energy should indude 
credits for tmnsmission costs tiiat are avoided and energy losses on the subtransmisdan 
and distributicm systems that are avoided or reduced. Further, OHA requests that such 
payments for net ddiveries diould be made monttily wittiout a reqmrement for the 

^ In the Matter of ^ Applicathn of dm Qmm^shn's Reui^o to Protmkms <^ the Fedetvd Energy P 
2005 Regarding Net Metering, Smart Metering, Demand Response, Cogeneration, and Pawo' Production, Case 
No. 05-150a-EL<X)I (05-1500). 
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customei^generator to request any net payment. The Campanies propose to make such 
payment annually upon the customer's request (OHA Ex. 4 at 11-1^. The Companies 
assert that OHA assumes that the customer-generator's activities will reduce 
transmission, subtransmlssion, and distritnition line losses and there is no support for 
OHA's contention. Fturtha-, AEP-Ohio argues that annud payment is in compliance with 
Rule 4901:1-10-28(E)(3), Ohio Admmistrative Code (aA.C) (Cos, Reply Br. at 124). OHA 
witness Solganick conceded that ttie annud pajonent requirement is in compliance with 
the Commission's rule (Tr. Vol. X at 118-119). 

Staff submite ttiat tiie Ccxmpanies' proposed NEMS-H tariff is premature g^ven ttiat 
requiremente for hospitd net metering are currentiy pending rehearing before the 
Commission in the 06-653 C!ase. Thus, Staff proposes, and OHA supports, ttiat ttie 
Companies withdraw thdr proposed NEMB-H and refile flie tariff onoe the new 
requirements are effective or with the Companies' next base rate proceeding, whichever 
occurs first (Staff Ex. 5 at 9; OHA Reply Br. at 9). AEP-Cfeio argues that the status of tfie 
06'€53 Case should not pos^ne the implementatitm erf one of the objectives of SB 221 
and notes that, if the final requirements adopted in the 06-653 Case Impact the 
Companies' NEMS-H, ttie adopted requiranents can be incarporated into ttie NEMS-H 
schedule at that time. 

As ttie Commission is in the process of determining the net energy meter service 
requirements pursuant to SB 221 in the 06-653 Case, the Commission finds AEP-Ohio's 
revisions to ite net energy metering service schedules premature. Thereiore, ifae 
Commission finds, as proposed by Staff and supported by OHA, the Companies should 
refile Ihdr net metering taxiSs to t>e consistent witti the requirements adopted by the 
Commission in the 06-653 Case or vdth the Companies' next base rate proceeding, 

G. Green Pricing arid Renewable EnerfnrCZredit Purchase Proparns 

OCEA proposes that ttie Commission order AEP-Ohio to continue;, with the input 
of ttie DSM collaborative, ttie Companies' Gre^i Pricing Program and to require the 
Companies to develop a separate residentid and small conur^rcial net-metering customer 
renewable energy credit ^REQ purchase program- OCC witness Gonzdez recommended 
a market-based pricing for RECs. On brief, OCIEA proposes an Ohio mandatary market-
based rate for in-stete solar dectric applkation and a different rate for irv^tate wind and 
other renewable resources. OCEA asserts that the pr(^;rams will assist customeis with 
the cost of owning and using renewable energy and ass^ tiie Companies in meeting ttie 
renewable energy requhements (OCC Ex, 5 at 10-11; Tr. VoL IV at 232-234; OCEA Br. at 
97-98). 
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The Companies argue that, pursuant to ttie stipulation agreement approved by ttie 
Conunission in Case No, 06-1153-EL-UNC,35 ttie Green Pricing Program expired 
December 31, 2008. Further, the Companies note that tiie Commisdon approved the 
expiration of the Green Pricing Program by the Finding and Order issued in Case No. 08-
1302-EL-ATA.3S However, the Companies state that tfi^ intend to offer a new green 
tariff option during the ESP term (Cos. Ex. 3 at 13). Accordingfy, ttie CcHi^anies request 
tiiat the Commission OCEA's request to detail or adopt a new green tariff option at this 
time. In regards to OCEA's REC proposd, tiie Companies assert that ttie prescriptive 
pricing recommendation presented on brief is at odds with ttie testimony of OOCs 
witness. Further, ttie Companies note that OCCs witnera adknowledged ttie 
administrative and cost-effective issues associated with the proposaL Thus, ttie 
Companies note that, as OCCs witness acknowledged, the proposal requires further 
study before behig implemaited. 

While the Commisdon bdieves there is merit to green pricing and REC programs 
and, therefore, encourages ttie Companies to evduate the feadlnlify and benefits to 
implementing such programs as soon as practicable, we decline to order the C3ampanies 
to initiate such programs as part of ttiis ESP proceeding, as it is not necessary that ttiese 
optional requests be pursued ty the Companies at this time. According, we find that it 
is unnecessary to modify AEP-Ohio's ESP to indude any green prking and REC 
programs, and we dedine to do such modification at this time. 

H Gavin 5cnibt?er Lease 

The Companies note that in the Gavin Scrubbo* Casep^ the Cammission 
authorized OP to enter into a lease agreement with JMG Funding, L.P. (JIVK) for a 
scrubber/solid waste disposd faciHties (scrubber) at ttie C^vin Power Hant Uiuler tte 
terms of the lease agreement, the agreement may not be cancelled for the liutial 15-year 
term. After the uiitid 15-year period, under the Gavin lease agreement, OP has the opticm 
to renew or extend ttie lease for an additiond 19 years. OP entered into the lease on 
January 25,1995. Therefore, ttie initid lease period ends in 2010, and at ttiat time, OP will 
have tiie option of r^ewing ttie Gavin scrubber lease for an additional 19 years, until 
2029. On April 4,2008, OP filed an application for authorify to assume the obligaticms of 
JMG and restructure tiie finandng for certain JMG obligations m the OP and JMG case.̂ * 
In the OP and JMG case, the C:onmiission approved OFs request subject to two 
conditions: OP must seek Commission approvd to exerdse ttie option to purchase the 

35 In re CoUmbus Southern Power Company and Olno Power Company, Oae No. 06-1153-EL-UNC (May 2, 
2007). 

^ In re Columbus Southern Power Company and Ohio Power Company, Case No. 0&43t^-ELATA 
(December 19,2008). 

5^ In re Ohio Power Company, Case No. 93-793-ELrAI5, Opinion and Order (Deceml>er 9,1993). 
^ In re OfaoPou^rCbiBpflny, Case No. 08-498-EL-̂ AIS. Finding arid Or<^ 
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Gavin scrubbers or terminate the lease agreement; and OP must provide ttie Commission 
with details of how the company intends to incorporate the p r o ^ into its ESP (Cos. Ex. 
2-A at 56-58). 

As part of the Companies' ESP application, OP requests authorify to return to flie 
Conunission to recover any increased costs associated with ibe Gavin lease (Cos, Ex. 2-A 
at 56-58). The Companies stete ttiat a decision on the Gavin scrubl)er lease has not been 
made because the market value of the scrubbers and the andysis to determine the least 
cost option is not available at ttiis time. 

The Commission recognizes that additional information is necessary for ttie 
Companies to evduate the options of ttie Gavin lease agreement and, to that end, we 
believe that AEP-Ohio should be permitted to file an applkation to request recognition of 
the Gavin lease at the time that it makes its decision as to purchadng or terminating the 
lease. Once the Companies have made thdr dection, they should conduct a cost-b^iefit 
analysis and file it with the Commission prior to seeking recovery of any Inoremental 
costs assodated with the Gavin scrubtier lease. 

L Section V.E (Interim Planl 

The Companies assert that this provision is part of ttie total ESP padcage and 
should be adopted. The Companies requested that ttie Commission auttiorize a rider to 
collect the difference l)etween the ESP approved rates and ttie rates under tt« Companies' 
current SSO for the lengtii of time between the ^ d of the December 2008 l»lling montti 
and the effective date of the new E ^ rates. 

We find Section I.E of tiie proposed l̂ aP to be moot with this opinion and order. 
The Ojmmission issued finding and orders on December 19,2008, and February 25,2009, 
interpreting the stetotory provision in Secticm 492S.14(C)(1), Revised Code, and 
approving rates for an interim period until such time as tiie Commission issues ite order 
on AEFs proposed KP.^^ Those rates have been in effect wtii the first bilUng cyde in 
January 2009. Consistent witti Section 4928.141, Revised Code, which requires an dectric 
utility to provide consumers, beginning on January 1, 2009, a SSO esteblidied in 
accordance with Section 4928.142 or 4928.143, Revised Code, and given tiiat AEP-Ohio's 
proposed ESP term begins on January 1,2009, and continues ttirou^ December 31,2011, 
we are authorizing the approvd erf AEFs ESP, as modified herein, effective Jamiary 1, 
2009. However, any revenues collected firom customers during the interim period must 
be recognized and offset by the new rates and charges approved by ttiis opinion and 
order. 

3^ In re Columbus Souihem Power Company and Ohio Power Company, Case No, a8-1302-BL-ATA, Findn^ 
and Order at 2-3 (December 19,2006) and Finding and Order at 2 ̂ bruary 25,2009). 
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VIL SIGNIFICANTLY EXCESSIVE EARNINGS TEST (SEED 

Section 4928.143(F), Revised Code, requires that, at the end of each year of the ESP, 
the Commission shall consider if any adjustments provided for in ttie E ^ . 

...resulted in excessive earnings as measured by whether the 
earned retom c^ common equity of the dectric distributicm 
utility is significantiy in exc^s of the return on common equity 
that was earned dimng ttie same period by publidy traded 
companies, induding utilities, that face comparable business 
and finandal risk, with such adjustmenfe for capitd structure 
as may be appropriate. 

AEP-Ohio's proposed ESP ̂ EET process may be summarized as follows; The book 
measure of earnings for CSP and OP is determined by cdculating net inccHne divided by 
beginning tx>ok equity. The Companies then propose ttiat the ROE for CSP and OP 
should be blended as ttie book equity amounts for AEP-Ohio is more meaningful since 
CSP and OP are supported by AEP Coipc^ation. To devdop a comparable ride peer 
group, induding public utilities, with similar business and finandal rid;; AHP-Ohio's 
process includes evduating all publicly traded US. firms. By using date from botti Vahie 
Line and Compustet, AEP-C^o applies the standard decile portfolio technique, to divide 
flie firms into 10 different busmess ride groups and 10 d^ren t finandal risk groups 
(lowest to highest). AEP-Ohio would then sdect the cell which hKiudes AEP 
Corporation. To account for the fact that the business and financial risks of CSP and OP 
may differ horn AEP Corporation, this aspect of the process is repeated for CSP and OP 
and taken into consideration in determining whether CSFs or OFs ROEs are excesdve. 
The ESP evaluates business risk by using unievered Capitd Asset Pricing Modd betea (or 
asset beta^) and the finandd risk by evduating the book equity ratio. The Ccmapanies 
assert that the book equity ratio is more stable from y^r to year and, therefore, is 
considered by fbced-income investors and credit rating agencies. The ESP utilized two 
standard deviations (which is equivdent to the traditiomd 95 percent confidence levd) 
about the mean ROEs of the comparable risk peer group and ttie 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, AEP-Ohio advocates ttiat the earnings for each year the 
SEET is applied should be adjust^ to exdude the margins assodated with OSS and 
accounting earnings for fud adjustment dause deferrals for which the Companies will not 
have collected revenues (Cos. Ex. 2-A at 37-38; Cbs. Ex. 6 at 16-17; Cos. Ex. 2 at 394(9. 

OCC, OEG, and ttie Commercial Group each take issue with the devdopmofit of 
the comparable firms and the threstiold of significantiy excessive earnings. Kroger and 
OCEA argue that the Companies' stetisticd process for determining when CSP and OP 
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have earned significantiy excessive earnings improperly shifts the burden of procrf set 
fortti in the stetote from the company to otb^ parties, 

OCC witness Woolridge devdoped a proxy group of dectric utilities to establish 
the business and financial risk indicators, then uses Value Line to devdop a date base of 
companies with business and financid risk indicators within the range oi ttie dc^±rk 
utility proxy group. Woohidge suggeste ccmqiuting ttie benchmark ROE for ttie 
comparable companies and adjusting ihe bendimark ROE for the capitd structure of 
Ohio's electric utility companies and adjusting the benchmark by tiie FERC 150 bads 
points ROE adder to determine significantiy excessive earnings (OCC Ex. 2 at 5-6, 20), 
AEP-Ohio argues that OCCs process is ccmtrary to the language and spirit of Section 
4928.143(F), Revised Code, as ttie stetute requires the comparable firms Include non-
utOity firms. The SEET proposed by CXX: mtness Woolridge results in ttie same 
ccanparable list of firms for each Ohio dectric utihfy evaluated (Cos, Ex. 5-A at 5-6). 

OEG proposes a rnettiod to esteblish flie ccxmparable group of finiis by utilizing the 
entire list of publidy traded electric utilities in Vdue Line's Datafile,^ and one group of 
non-utility firms. The comparable non-utility group is composed of Companies' with 
^oss plant to revenue l^etw^n 1.2 and 5.0, gross plant in excess of $1 Inllion and 
companies for which Value Une has a b^a (OEG Ex. 4 at 4-6), OEG then cdculates ttie 
difference in the average bete of dectric utility group and the non-utility group and adjust 
it by the average historicd risk premmm for the period 1926 to 2008, whkh equals 7.0 
percent to determine the adjustment to account for the reduced risk associated with 
utilities. Thus, for example, for iba year 2007 OEG determined ttiat ttie av^age non-
utility earned return of 14.14 percent yields a risk-adjusted return of 12.82 pm:«it. OEG 
then applies an adjustment to recognize the financid risk differences of AEP-Ohio to the 
utility and non-utility comparison groups. Finally, to determine the levd at which 
earnings are "significantiy excessive," OEG suggests an adder of the 200 basis points to 
encourage investments (OEG Ex. 4 at 7-9). OEG argues tiiat the use of stetistical 
confidence ranges as proposed by AEP-Ohio would severely limit any findhig erf 
excessive earnings as a two-teiled 95 percent confideiKre intervd would mean that miy 
2.5 percent of dl observaticHis erf all tiie sample company groups would be deemed to 
tiave excessive earnings. Further, OEG argues that as a stetistkal analysis the AEP-Ohio-
proposed method elirninates most, if trot aU, of the Commission's flexitality to adjust to 
economic circumstances and determine whether the utility company's earrdng$ are 
significantiy excessive (OEG Ex. 4 at 9-10). 

AEP-Ohio contends that OECs SEET method fails to ccmiply with ttie stetute^ 
requirements for the SEET, fails to control for financid risk of the comparatde sample 
groups, faUs to account for business risk and will, like the process proposed by OCC, 

40 OEG would eUorunate one company with a significant negative return on equity for 2007. 
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produce the same comparable nonrutility and utility group for each of the CSifo dectrk 
utilities (Cos. Ex. 5-A at 8-9). 

The Commerdd Group asserts that AJBP-OUo's proposed SEET mettiodology wiQ 
produce volatile earned return on equity thresholds and, therefore, does not meet ttie 
primary objective of an ESP*which is to stebHize rates and suppcnt ttie eccmomk 
devdopment of the state. Furtiier, AEP-Ohio's SEET method, according to ttie 
Commercial Group, fails to compose a comparable proxy group with business risk sdznilar 
to CSP and OP, induding rmr^ulated nudear subddiaries and deregulated generation 
subsidiaries. Thus, Commercial Group recommends a comparable group cons^ of 
publicly traded regulated utility companies as determined by the Edison dectrk Institute 
(EEI). Commerdd Group vntness Gorman notes that using EEI's designated group of 
regulated entities and Value Lines earned return on common equity shows that the 
regulated companies had an average return on eqiuty of approximatdy 9 percent ior the 
period 20(5 throu^ 2008, Witness Gorman contends that over the period 20(^ ttirough 
2008 and projected over the n^ct 3 to 5 years, approximatdy 85 percent <rf the eam^ 
return on equity observations for the designated regulated dectrk utilify conqsaiues will 
be at 12.5 percent return on equity or less. Therefore, Commerdal Group reccMDnmends 
that the S^T test be based cm the Cc»ninission-approved return on equify fdus a spread 
of 200 basis points. Commerdd Group witness Gorman reasons ttiat the average ride, 
extreme risk and bete spread over AEP-Ohio's proxy group suggest ttiat a 2 perceiit/200 
basis points is a conservative determination of the recessive earnings ttiredicdd 
(Commerdd Group Ex, 1 at 3,12-17). 

AEP-Ohio argues that the Commercial Group's proposed SEET fails to devdop a 
comparable group as required by the SEET and ignores ttie fad ttiat the rate of return Is a 
forward-looking analysis and the SEET is retrospective. Thus, AEP-Ohio ccmcludes that 
this method does not address the measurement of finandal and business ride (Cos. Ex. 
5-A at 9-10). 

OCC opposes the exdusion of accounting earnings for fuel a^usbnent dause 
deferrals and the deduction of revenues associated witMSS, as OSS are not one-time 
write-offs or non-recurring items (OCC Ex. 2 at 21). OCX contends that revCTues 
associated witii the deferrals are reported dtiring the same period with the Companies 
foel-related expenses and to dinunate the defarals, as AEP-Ohio proposes, would reduce 
the revenues for the period without deducting for the underlying expense (OCC Reply Br. 
69-70). Similarly, Kroger proposes that AEP-Ohio credit ttie fud adjustment dause 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 metiiodology for all electric distribution utHittes as to 
the selection of comparable firms and, further, proposes a workshop <^ technicd 
conference to devdop the process to detemiine the "comparable grot;^ earnings" tor the 
SEET. Staff witness Cahaan reasons that the SEET propc«ed by AEP-Cftdo as a technical, 
stetistical analyds, if incorrectiy formulated shifts the burden of proof firom the onnpany 
to the other parties. Staff also contends tiiat the Companies'SEET proposal is based upon 
a definitian of significance whkh would create internal inconsistencies ii applied to the 
stetute. Further, Staff believes the "zone of reasonable" earning can be framed 1^ a 
return on equify with an adder in the range of 200 to 400 basis pcmts. Furtiier, ^aff 
recognizes that if, as AEP-Ohio suggests, revenues from OSS are exduded bom. ^ET, 
other adjustments would be required. Staff t)elieves it would be luireasonalide to 
predetermine those other adjustments as this time. Thus, Staff proposes tiiat this 
proceeding determine the mettiod of esteblishing tiie comparable group ami specify the 
basis points that will be used to determine "significantiy excessive eantings." &ait dsdsm 
that under its proposed process, at the end of the year, the ROE of the comparable group 
could be compared to ttie dectric utilit/s 10-K or FERC-1 and, if ttie electric utility's ROE 
is less than that of the sum of the comparable group's ROE plus tl^ adder, it will be 
presumed that the dectric utilitjr's earnings were not sigmficantiy excessive. Further, 
Staff asserts ttiat any parfy that wishes to chdienge tiie presumptiCQi wouM be required to 
demonstrate otherwise, ff, however, the dectric utility's earned ROE is greater than ttie 
average of ttie comparable group plus the adder, the dectric utility would be required to 
demonstrate that its earnings are not sig îificantty e^oressive ̂ taff Ex. 10 at 8,16,19,21-24, 
26-27; Staff Br. at Z7). 

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

The Commis&ion bdieves that the determination of the appropriate methodolo^ 
for the SEET is extremdy important Aa evidenced by ttie extensive testimmiy in this case 
concerning the test, there are many different views concerning what is intended by the 
stetute and what methodology should be utilized. However, as pointed out by severd 
parties, whatever the ultimate determination of what the methodology diould be for ttie 
test, the test itself will not be actudly applied until 2010 and, as proposed by the 
Companies, will not commence until August 2010, after Compustet information is made 
publicly available (Cos. Ex, 5 at 11-12). 'Hierefore, consistent with our opinion and order 
issued in the FirstEnergy ESP Case,̂ ^ ttie Commission agrees with Staff that it would be 
wise to examine ttie methodology for the excessive earnings test set fc»th in the stetute 
within the framework of a wor^op . This is consistent with the Commisdon's finding 
that the goal of the workshop will l>e for Staff to devdop a common mettiodology ior the 

^^ In re Ohio Edison Company, The Qeodand Electric Hhtminating Company, and 0u Toledo E^son Company, 
Case No. 08-935-EL-SBO, Opinion and Order (December 19,2008). 
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excessive earnings test that should be adopted for all of the dectrk utOities and ttsn for 
Staff to report back to the ClommissicHi on its findings. Despite AHP-C4iio's assertfons ttiat 
FirstEnergy's K P is no longer applicable since the FirstEr^rgy ccnnpanies rqected the 
modified ESP, the Commisskm finds tliat a common methodology for s^nificantiy 
excessive earnings continues to be appropiate given that ottier ESP applkaticms are 
currentiy pending and, even under AEP-Ohio's ESP application, the SEET infcmnaticm is 
not available until the July of the foEowing year. According, the Commission finds that 
Staff should convene a workshop consistent witti this determination. Howevo', 
notwithstanding the CcHnmission's coivJusion that a workshop process is the metiuxl by 
which the SEET will be devdoped, we recognize ttiat AEP-Ohio must evaluate and 
determine whether to accept tiie ESP as modified herein or rqect tfie modified JSSP and, 
therefore, require darification of our decidon as to OSS and deferrals (Cos. Refdy Br, at 
134). We find that a determination erf tt« Companies' earnings as "dgrdficantty 
excessive" in accordance with Section 4928,143(F), Revised Code, necessarify exdudes 
OSS and deferrds, as well as tiie related expenses associated w ^ ttie deferrals, consislraiit 
with our decision regar^ng an offeet to fod costs ior any OSS margins in Section ni,A,l,b 
of this order. The Commission bdieves that deferrals should not have an hx^^act c»ti ttie 
SEET until the revenues assodated with defarrals are received. Furtti^, d t t i o u ^ we 
corKlude that it is appropriate to exdude off-system sdes from the SEET calculation, we 
do not wish to discourage ttie effident use of OFs generation fadlities and, to the extent 
that the Companies' earnings result from whdesde sources, they should not be 
considered in the SEET calculation. 

VIII. MRO V. ESP 

The Companies argue that *[t)he publk interest is served if ttie ESP is more 
favorable in the aggregate than the eq>ected results of an MRO" (Cbs. Br. at 15), The 
Companies' further argue that ttie stete policy set forth in Section 4928.02(A), Itevised 
Code, is satisfied if the price for dectrk service, as part of the ESP as a whole, is more 
favorable than the expected results of an MRO (Id.). The Companies aver Itmt ncrt only Is 
the SSO proposed imder the K P more attractive than the ^ O resulting ircaiian MRO, 
other non-SSO factors exist adding to ttie favorability of tiie ESP over ttie 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 dectridty supply for retail dectric gemeration SSO 
customers in the Companies' service territories for the next tfiree years as $88.15 per 
MWH for CSP and $85.32 per MWH for OP for full requirements service (Cos. Ex. 2-A at 
5). These competitive benchmark prices were calculated by AEP using market date from 
the first five days of each of ttie first three quarters of ^)08, and averaging the date (Id. at 
15). 

AEPOhio witness Baker tiien compared tiie ESP-based SSO witii the MRO-based 
SSO, analyzing the following compor^nte: market prices for 2009 ttirough 2011; ttie 
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phase-in of the MRO over a period of time pursuant to Section 4928.142, Revised CbdCr at 
10 percent, 20 perc^it; and 30 percent; the full requirements pricing ccnxqxHicsYts of the 
states of Ddaware and Maryland; FJM costs; incremental environmentd cosIS/ POLR 
costs, and other non-market portions of an MRO-t>ased SSO (Cos. Ex. 2-A at 3-17). AEP-
Ohio witness Baker also consid^ed non-SSO costs in the comparison, sudi as the 
distribution-rdated coste of $150 million for CSP and $133 million for OP (Id, at 16-17). 
AEP-Ohio conduded ttiat the cost of the ESP is $1.2 billion and ttie cost of flie MRO is $1.5 
biUion for CSP, while ttie cost of ttie ESP is $1.4 billion and ttie cost of ttie MRO is $1.7 
billion for OP (Cos. Ex. 2-B, Revised Exhibit JCB-2). Therefore, AEP-Ohio stetes that the 
ESP for the Companies in the aggregate and for e ^ individual company is dearfy more 
favorable for customers, and would result in a net benefit to tte customers under the ESP 
as compared to the MRO of $ 292 million for CSP and 1^2 millicm for OP (Id.; Cos. Br. at 
135). 

The Companies stete that, in addition to the gena*ation component the E ^ has 
ottier dements that, when taken in the aggregate, make ttie E ^ coi^derably more 
favorable to customers ttian an MRO alternative (Cos. Ex. 2-A at 17-18). AEP-Ohio 
explains that the benefits in the ESP that are not available in an MRO, iiKlude: a 
sharehold^-funded commitment focused on economic devdopment and low-income 
customer assistance programs; price certainty and stetnlity for generation s^vice for a 
specified tiiree-year period; £uid 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 Commisdon determines that the ESP is more 
favorable in the aggregate, then the Commission is required to approve the ESP. If ttie 
Commission determines that the ESP is not more favcvable in the aggregate, then ttie 
Commission may modify ttie ESP to make it more favorable or it may disapprove the ESP 
application. 

Staff states that, as a generd prindple. Staff bdieves that the Companies' proposed 
ESP is more favorable than vdiat would be expected under an MRO ^taff Br. at 2). 
However, Staff explains ihat modifications to the proposed ESP are necessary to make the 
ESP reasonable (Id.). With Staff's proposed adjustments to the E ^ rates. Staff witness 
Hess testified that the Companies' proposed ESP "resulte in very reasonable rafceŜ  (Staff 
Ex. 1 at 10). Fiu'tiiermore, 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 ecpected results of an MRO (Staff Ex. 1-A, Revised Exhibit JEH-1; Staff 
Br. at 26). 

Sev«:d intervenors are critical of various componente of AEPOhio's proposed ESP 
and thus conclude that the ESP, as proposed, is not more favoraMe in ttie aggregate and 
should be rejected or sutTStantially modified, or that AEPOhio has failed to meet ite 
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burden of proof under the stetute that the proposed ESP, in tiie aggregate, is more 
favorable flian an MRO (OPAE Br. at 3,22-23; OMA Br. at 3; Kroger Br. at 4; OHA Br. at 
11; Commerdal Group Br. at 2-3; OEG Rr. at 2-3; Ci>nsteIIatiOTi Br. at 16-18). More 
specificdly, OHA contends that the Commission must take into account all terms and 
conditions of ttie proposed ESP, not just pridng (OHA Br. at 8-9). OHA further explains 
fliat tiie Commission must weigh the totality of the circumstances presented in tiie 
proposed ESP witti tiie totality of the expected results of an MRO (Id. at 9). OHA also 
states ttiat the proposed ESP fails to mitigate the harmfid effects of new regdatory assets, 
proposed dderrals, and rate increases on hospitals and, ttierefcHre, the ^ P does not 
provide benefits that make it more favorable ttian a simple MRO (Id. at 11). lEU assete 
that botii tiie Companies' and Staffs comparison of ttie ESP to an MRO are flawed 
because the comparisons fail to refiect the projected costs of de^rrals, assume ttie 
maximum blending percenteges allowed under 4928.14?, Revised Code, and fail to 
demonstrate the incrementd effects of the maximum blending percenteges on die FAC 
costs (lEU Br. at 33, dting Cos. Ex. 2-A, Staff Ex. 1, Exhibit JEH-1, Tr. VoL XI at TO-82, and 
Tr.VoLXin at 87-88). 

(XE A disputes the Companies'comparison of ttie ESP to the MRO, steting that the 
Companies have oversteted the competitive benchmarie prices (OCC Ex. 10 at 15; OCEA 
Br. at 19-24). Based on date from the fourth quarter 2008, and taking in consideration 
adjustments for load shaping and distribution losses, (XC cdculates that tiie updated 
competitive benchmark prices should be $73.94 for C ^ and $71.07 for OP (OCC Ec 10 at 
15-24). OCEA also questioned other underlying compemente of AEP witness Baker's 
comparison of the MRO to tiie ESP regarding the proposed ESP, as wdl as the exdusion 
of certain costs in the MRO cafculation (Id. al 37-40). Nonetiidess, OCEA ultimatdy 
condudes tiiat AEFs ESP, if appropriately modified, is more favorable than an MRO 
(OCEA Br. at 19-24; OCC Ex. 10 at 39). Constdlation also submite ttiat ttie forward 
niarket prices for energy have fallen significantiy sir^e the Con^janies' filed flidr 
application and submitted ttieir supporting testimony (Constdlation Ex. 2 at 16). 

Contrary to tiie position taken by Constellation and OCEA,^ AEPOhio contends 
that tiie market price andysis supplied in support of ttie ESP does not need to be updated 
in order for flie Commission to determine whettier the ESP is more favOTable that ttie 
expected result of flae MRO. Furthennore, AEPOhio responds ttiat the appro{niate 
method is to look over a longer period of time, and not just focus on the recent dedine In 
forward market prices. (Cos. Reply Br. at 130-131). 

Contrary to argumente raised t>y various intervenors, AEP-CSiio avers that the 
legal standard to approve the ESP is not whether ttie Cammission can make ttie ESP even 
more favorable, whether the rates are just and reasonably whether the costs are prudentty 

^^ Constellation Br. at 17; OCEA Br. at 19^24. 
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incurred, whether the plan providons are cost-based, or whether each provision of the 
plan is more favoralrfe than an MRO (Cos. Reply Br, at 1-6). The Companies contend tttat 
the Q^nmissicn only has authmty to modify a proposed ESP if the Commisdon 
determines that the ESP is not more ^vorable than the expected results erf an MRO (Id. at 
4). As some intervenors have recognized,-^ the Conunission does not agree tfiat oar 
autfiorify to make modificatior^ is limited to an after-the-fact determination of whether 
the proposed ESP is more favorable in tiie aggregate Rather, ttie Commission finds that 
our statutory authority includes the au thor^ to make modifications supported by ttie 
evidence in the record in this case. Based upon our opinion and order and using Staff 
witness Hess' methodology of the quantification of ttie ESP v. MRO comparison^ as 
modified herein, we beUeve that the cost of the ESP is $673 million for CSP and $747 
tnillion for OP, and tiie cost of the MRO is $13 tMlKon for CSP and $1.6 billian for OP. 

Accorefingly, upon consieleration of the application In this case and ttie provisicms 
of Section 4928.143(Q(1), Revised Code, the Commission finds titiat ttie ESP, indudir^ its 
pricing and all other terms and cemditions, including deferrals and future receyvery of 
deferrals, as modified by this order, is more favorable in the aggregate as compared to the 
expected results that would otherwise apply under Section 4928.142, Revised Code. 

IX. CONCLUSION 

The Commission believes that it is essentid that the plan we approve be one that 
provides rate stebility for the Campanies, provides future revenue certainty fOT the 
Companies, and affords rate predictebility for tfie custCHoners. Upcm ccxnsideratkai erf tiie 
application in this case and the provisions of Section 4928.143(C)(1), Revised Code, the 
Commission finds that the E ^ , induding ite prking and all other terms and conditions, 
including deferrals and future recovery of dderrals, as modified by this order. Is inc»e 
favorable in the aggregate as compared to the expected resulte that would othioivise 
apply under Section 4928.142, Revised Code. Therefore, the Ccnnmission finds that the 
proposed three-year ESP should be approved with the modificatiCHis set forth in this 
order. To the extent that intervenors have proposed modifications to ttie Coixq>anies^ ESP 
that have not been addressed by tiiis opinion and order, ttie Commission condudes that 
the requests for such modificatie>ns are denied. 

Furthermcxre, the Commi^on finds that the Companies' shcmld file revised tariffs 
consistent with this 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 ttiat the revised tariffa 
shall be approved upon filing, effective January 1,2009, as set forth herein, and contingent 
upon final review by the Conunission. 

^ OEG Br. at 3. 
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FINDINGS OF FACT AND CONCLUSIONS OF LAW: 

(1) CSP and OP are public utilities as d e f i i ^ in Section A9Q5X12, 
Revised Code, arul, as such, the companies are subfect to ttie 
jurisdiction of this Commisdon. 

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

(̂ ) On August 19,2008, a tedinkd conference was held regarding 
AEPOhio's applications and on November 10, 2008, a 
prehearing conference was hdd In ttiese matters^ 

(4) On September 19,2008, and October 29,2008, intervatition was 
granted to: OEG; OCC; Kroger; OEC; lEUOhio; OPAE; APAC; 
OHA; Constdlation; Dominion; NRDC; Sierra; NEMA; 
Integrys; Direct Energy; OMA; OFBF; Wind Energy; 
OASBO/OSBA/BASA; Onnet Consumer Powerline; Morgan 
Stanley Capital Group Inc.; Conunerdal Qxnip; EnerNoc, Inc.; 
andAICUO. 

(5) The hearing in ttiese proceedings ccHiimenced on 
November 17, 2008, and conduded on December 10, 2008. 

. Eleven witnesses testified on bdialf (rf AEPOhio, 22 witnesses 
testified on behalf of various intervenors, and 10 witnesses 
testified on behalf of the Ccnnmissiem Staff. 

(6) Five local hearings were hdd In tiiese matters at which a totd 
of 124 witnesses testified. 

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

(8) AEP-Ohio's applications were filed pursuant to Section 
4928,143, Revised Code, which auttiorizes the dectric utilities 
to file an ESP as their SSO, 

(9) The proposed ESP, as modified by this opirdem and order, 
induding its prichig and all other terms and conditions, 
including deferrals and future recovery of deferrals, is mesre 
favorable in the a^regate as compared to the expected resulte 
that would otherwise apply under Secticm 4928,142, Revised 
Code. 
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QEa>ER: 

Itis,therefcn-e, 

ORDERED, That the Companies' application for approval of an ESP, pursuant to 
Sectiems 4928.141 and 4928.143, Revised Code, be modified and approved, to the extent 
set forth herein. Itis,forther, 

ORDERED, That ttie Ccnnpanies file ttieir revised tariffs consistent witti ttiis 
opinion and order and that the revised tariffe be approved effective January 1/ 2009, on a 
bills-rendered basis, contingent upcm find review and approvd by the Ccnnmission. It is 
further, 

ORDERED, That each company is aufliorized to file in find fenrm four compile, 
printed copies of its tariffe consistent with this opinion and order, and to caned and 
wittidraw its superseded tariffe. Hie Ccm^Danies shall file one copy in this case docket 
and one copy in each Company's TRF dodcet (or may make such fifing dectrOTiicaOy, as 
directed in Case No. 06-900-AU-WVR). The remaining two copies shall be desdgnated for 
distributie>atoSteff. It is, further, 

ORDERED, That the C<Mipanies notify all affected customers of the changes to die 
tariff via bill message or bill insert within ^ days of the effective date of the taanOB. A 
copy of tills customer notice diall be submitted to ttie Commisdem's Service Monitoring 
aiul Enf otcemerit Department, Rcilial^ty and Servke Anafyds Division at least 10 days 
prior to its distribution to customers. It is, further. 
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ORDERED, That a copy of this opinion and cmler be served em all parties of record. 

THE PUBUCUnLmES COMMISSION OF OHIO 

Alan R. Sdiriber, Chairman 

Paul A. Centolella 

'muu mm ^MMLL 
Valerie A. Lemmie 

KWB/GNS:vrm/ct 

Entered in the Jotimal 

HAR182009 

Rene$ |. Jeitois 
Secretary 

Ronda Hartman Fergus 

C h ^ I L . Roberto ~ 



BEFORE 

THE PUBLIC UTILniES COMMISSION OF OHIO 

In the Matter of the Application of 
Columbus Southern Bswer Company for 
Approvd of ite Electric Security Plan; an 
Amendment to its Corporate Separation 
Han; and the Sde or Transfer of Certain 
Generating Assete. 

In the Matter of the A^lication of 
Ohio Power Company fcxr Approval of 
its Electric Security Plan; and an 
Amendment to ite Corpexrate S^aration 
Plan. 

CaseNo.0a-917.EL-SSO 

Case No, 06-918-EL-SSO 

CONCURRING OFINIQN OF CHAIRMAN ALAN R. SCHRIBER 

AND COMMISSIONER PAUL A. CENTOLELLA 

We agree with the Commisdon's decision and write tius concurring ofrfnion to 
express additiond rationales supporting t l ^ Commisdon's dedsicm in two areas, 

gridSMART Rider 

The Order sete the initial amount to be recovered through the gridSMART r id^ 
based on flie availability of federd matching funds for smart grid demonstrations and 
deployments under the American Recovery and Reinvestment Act of 2009. AEP-OhIo 
should promptiy take the necessary s t ^a to apply for available federal funding. 
Additioiially, AEPOhio should work with staff and the collaborative esteblished u n d ^ 
the Orda* to refine its Phase 1 plan and initiate deplo3anents in a timefy and reascsnable 
manner. 

The foundation of a smart grid Is an open-architecture communications Systran 
which, first, provides a common platform for implementing distribution automation, 
advanced meterings time-differ^itiated and dynamic pricing, home area networks, and 
other applications and, second, integrates these applications with existing systons to 
improve rdiability, reduce costs, and enable consumers to better control their dectrk bills. 

These capabilities can provide significant consumer and sodetal benefits. In tiie 
near term, partidpating consumers will have new capatnlities for mana^ i^ tiieir energy 
usage to teke advantege of lower power coste and reduce their electric bills. AEP-Ohto 
will be able to provide consumers feedback regarding thdr dectric usage patterns and 
improved customer service. And, the combinatian of elistribution automaticm and 
advanced meterii^ should enable AEP-Ohio to rapidly locate damaged and degraded 
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distribution equipment, reduce outages, and minimize the duration erf any service 
interruptions. We expect that consumers will eiqperience a material improvement in 
service and reliability. 

SB 221 made it state policy to encourage time-differentiated pridng, 
implementetion of advanced metering infrastructure, devdc^pment of p^^c^manoe 
standards and targets for service quality fen: all consumers, and implementation of 
distributed generation. Section 4928.02 oi ttie Revised Code. The Conunisslon's Order 
advances tiiese polides. 

AEPOhio and its customers are likely to face significant challenges over tiiw next 
decade fi^om rising coste, requiremente for improved reUat^ty, and environmental 
constraints. Our Order will enable AEPOhio to take a first s t ^ in devdoi»ng a modem 
grid capable of providing affordable, reliable, and environmaitally sustainable dectric 
service into the foture. 

PIM Demand Response Program 

First, we wish to emphasLae ttiat the Commisdon supporte demand respewise 
initiatives. 

Second, it is essentid that consumers benefit from demand response in terms of a 
reduction in the capadty for whicih AEPOhio customers are lesponsii?^. We «auour^;e 
AEPOhio to work witii PJM, the Commission, and interested stakeholders to ensure that 
predictable consumer demand response is recognized as a reduction in capadfy that it 
must carry under PJM market rules. 

Finally, consumers diould have the opportunity to see and respond to changes In 
ttie cost of flie power that they use. Wtule an ESP may set the overall levd of prices, 
consumers should have additie>nd opportunities to Ixoiefit by reducing consumption 
when wholesde power prices are high. We would ^icourage the compaiues to work with 
steff to develop additional dynamic pridng options for ex>inmercial and industrial SSO 
customers who have the interval metering needed to support such mtes. Such options 
should enabl^fligible owMumers to directiy manage ride and optimize their ^targy usage. 

, fC^4 <::vcr^ 
Alan R. Schriber Paul A. Centolella 



ATTACHMENT B 

BEFORE 

THE PUBLIC UTILITIES COMMISSION OF OHIO 

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

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

CaseNo. 08-917-EL^SSO 

Case No. 08-918-EL-SSO 

ENTRY NUNC PRO TUNC 

The Commission finds: 

(1) Section 4928.141, Revised Code, provides that electric utilities 
shall provide consumers a standard service offer (SSO) of all 
competitive retell electric services in accordance witfi Section 
4928142 or 4928.143, Revised Code. 

(2) On July 31, 2008, Columbus Southern Power Company and 
Ohio Power Company jointly, the Companies) filed an 
application for an SSO, in the form of an dectric security plan 
(ESP) in accordance wifli Section 4928.143, Revised Code. 

(3) On March 18, 2009, the Commission issued an opinion and 
order that approved the Companies' proposed three-year ESP 
0anuary 1, 2009, through December 31, 2009) vritii certain 
modifications, and directed each company to file revised tariffe 
consistent with the opinion and order and sul>ject to final 
review and approval by the Commissioru 

(4) Upon review of the opinion and order, the Commission finds 
that inadvertent inconsistendes exist and mtist be corrected. 
The second paragraph under section IX on page 72 incorrectly 
reference January 1,2009, as tiie effective date of tiie tariffe. As 
steted on page 62, the reference to the January 1, 2009, date 
should be to the ESP temv not to the tariffs. It was not the 
Coininission's intent to allow the Companies to re-bill 
customers at a higher rate for their first quarter usage. The new 

Wiia i s t o ce r t i fy tha t the images aooearing are an 
accurate aad complata reproSuctdon of a case £ i l0 
oocuaaeat fleliverea in thei regular aoursa of busiae&s. 
•^^ ' '"^iai^ / t ^ ^ , .J?ate Processed 3 / 2 0 ^ 0 ^ 
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rates established pursuant to the ESP were not to go into effect 
until final review and approval by the Commission of the 
Companies' compliance tariffs. Given that our order was issued 
on March 18, 2009, and tiiat the Companies' existing tariffs 
approved by the Commission were scheduled to expire no later 
than the last billing cycle of March 2009, it was anticipated that 
the new rates would not become effective until the ftrst billing 
cycle of April. Accc r̂dingly, the second paragraph should state: 

Furthermore, the Commission finds fliat the Companies' 
should file revised tariffe consistent with this order, to be 
effective on a date not earlier than both the 
commencement of the Companies' April 2009 billuig 
cycle, and the date upon which final teriffs are filed with 
the Commission. In light of the 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 tiie 
Commission. 

(5) Similarly, the second ordering paragraph cxn page 74 should 
stete; 

ORDERED, That the Companies file their revised tariffe 
consistent with this opinion and order and that the 
effective date of the new teriffs be a date not earlier than 
both the commencement of the Companies' April 2009 
billing cycle, and the date upon which four complete 
copies of final tariffs are filed wifli the Commission. The 
new tariffe shall be effective for bills rendered on or after 
the effective date. 

(6) Lastiy, the second paragraph under section I on page 64 
incorrectiy references Section LE of the proposed ESP and 
Section 4928.14(C)(1) of tiie Revised Code. Instead, tiie first two 
sentences should stete: "We find Section V.E of the proposed 
ESP to be moot with this opinion and order. The Commission 
issued finding and orders on December 19, 2008, and 
February 25, 2009, interpreting the stetutory provision in 
Section 492S.141(A), Revised Code, and approving rates for an 
interim period until such time as the Commission issues ite 
order on AEFs proposed ESP.'̂  
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It is, therefore, 

ORDEl̂ ED, That the opinion and order dated March 18,2009, be amearided, nunc pro 
tuncj as set forfli above. It is, further, 

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

THE PUBueOtrLrriES COMMISSION OF OHIO 

Alan R, Scteiber, Chairman 

Paul A. Centolella 

Valerie A. Lemmie 

iW^^ /̂tlZ, 
Ronda Hartman Per; 

Cheryl L. Roberto 

KWBxt 

Entered in the Journal 

MAR 3 0 2009 

/Q^TuJu 9 i - 9 ^ -̂ Ji:^ 

Renee J. Jenkins 
Secretary 
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^ ATTACHMENT C 

BEFORE 

THE PUBUC UTILITIES COMMISSION OF OHIO 

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

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

Case No. 08-917-EL-SSO 

Case No. 08-918-EL.^O 

ENTRY ON REHEARING 

The Comimssion finds: 

(1) On July 31, 2008, The Columbus Southern Power Company 
(CSP) and Ohio Power Company (OP) (jointiy, AEP-Ohio or the 
Companies) filed an application for a standard service offer 
(SSO) pursuant to Section ^^8 .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 its opinion and 
order (Order) in these matters approving, with modifications, 
AEP-Ohio's proposed ESP. On March 30,2009, the Commission 
amended, nunc pro tunc, its 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 the 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 Association of School Administrators (collectively. 
Schools); Ohio Hospital Association (OHA); Ohio 
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Manufacturers' Association (OMA); Kroger Company (Kroger); 
and AEPOhio on April 17, 2009. Memoranda contra tiie 
various applications for rehearing were filed by Kroger, 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 unlawfol. 

(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 v«ll 
address the assignments of error by subj'ect matter as set forth 
below. 

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

(7) lEU filed a motion for immediate rd id from electric rate 
increases on April 20,2009, and AEP-Ohio filed a memorandum 
contra on April 23, 2009. lEU filed a reply on April 24, 2009. 
Further, on June 5, 2009, OCC, OMA, Kroger, 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 its 
arrangement with Ormet Primary Aluminum Corporaticoi 
(Ormet) from its customers. AEPOhio and Ormet filed 
memoranda contra the motions on Jime 12, 2009, and June 7^, 
2009, respectively, and the movants replied on June 17, 2009, 
and June 30, 2 ( ^ . OCC also indicates in its application for 
rehearing that it is seeking rehearing on flie two March 30,2009, 
orders issued by the Commission, which indudes the Entry 
Nunc Pro Tunc that amended the Order in this proceeding, as 
wdl 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, within our discussion of and 
decision on the merits of the applications for rdiearing 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 (FAC) 

(8) AEP-Ohio asserts tiiat Ihniting the FAC to only three years (the 
term of the ESP) is unreasonably resh-ictive (Cos. App. at 37-38). 
AEP-Ohio argues that it is imreasonable to allow the FAC to 
expire given that a FAC may be required in a foture SSO 
established in accordance with Section 4928.141, Revised Code. 

(9) lEU and OCC disagree witii AEP-Ohio and submit fliat tiiere is 
no valid reason for tiie FAC mechanism to extend beyond the 
life of tile 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 ground 
should be denied. The Commission limited ttie authorized FAC 
mechanism, esteblished as part of ^:\e proposed ESP, to the term 
of the ESP approved by the Commission. U a FAC mechanism 
is proposed in a subsequent SSO application filed pursuant to 
Section 4928.141, Revised Code, tiie Commission will determine 
tiie appropriateness of the SSO proposal, including ail of its 
terms, at that time. It is unnecessary, at this time, to extend this 
provision of the ESP beyond the term of the approved ESP. 

1. FAC Costs 

(a) Off-SvstemSal^fO^) 

(11) OCC contends that the Commission erred by not crediting 
customers for revenues from OSS and for not following its own 
precedent (OCC App. at 16). OCC rdies cai past Cammission 
decisions concerning electric foel clause (EFC) proceedings. 

(12) lEU also disagrees witii the exclusion of an offset to tiie FAC 
costs for revenues associated with OSS, daiming that the 
Commission did not explain the basis for its decision (lEU App. 
at 11). 
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(13) AEPOhio notes that OCCs arguments were already rejected by 
the Commission in its Order, and fliat the Commisdon's 
decision is not inconsistent with any of its precedents regarding 
the sharing of profits from O ^ tietween a utility and its 
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 ttiis is not an EFC 
proceeding. While some aspects of the automatic recovery 
mechanism contained in Section 4928.143(B)(2)j(a), Revised 
Code, may be analogous to the EFC mechanism, the statutory 
provisions regarding the EFC were repeded many years ago. 
Thus, OCCs dted precedent is irrelevant to our ruling in this 
case with 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, all of the argumoite 
raised on rehearing by OCC, as well as those raised by other 
intervenors in the proceeding. The Commission explained that 
Section 4928.143(B)(2)(a), Revised Code, specifically provides 
for the automatic recovery, without limitetion, of certain 
prudenfly incurred costs: the cost of fud used to generate the 
dectridty 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 arguments regarding this Issue, rehearing on these 
grounds should be denied. However, we emphasize that FAC 
costs are to continue to be dlocated on a least cost t>asis to 
POLR customers and then to other types of sde 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. FACBaseline 

(15) OCC's first assignment of error is that the Commission's 
adoption of the FAC baseline was not based on actual date in 
the record, and that the Company bears the burd^i of creating 
such a record in order to collect fuel costs 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 costs of foel, but argues 
that these costs must be "prudently incurred" (Id.). OOC adds 
that "[t]he dear language lof SB 221] must be read to indude 
recovery of only actud coste as anything more would not be 
prudent to recover from customers" (Id,). Nonetiidess, OCC 
then admits that the actoal 2008 fod costs were not known at 
the time of the hearing,^ but requests that the Commission order 
the Companies to produce actud fod costs for 2008, after the 
record of the case has been dosed, for purposes of esteblishing 
the baseline. Thus, OCC would have the Commission do 
exacfly what its first assignment of error is critidzing the 
Commission's order for doing, whkh is use date ttiat is not in 
the record. 

(16) Similarly, lEU argues that, based on information and rqx)rts 
that have been subsequentiy developed and filed in other 
jurisdictions. Staffs methodology was incorrect. Therdore, lEU 
requests that the Commission adopt a methodology fliat sets the 
baseline based on 2008 actoal costs (IBU App. at 12-13). 

(17) AEP-Ohio responds that the 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). Nonethdess, 
AEP-Ohio states that, even if tiie 2008 data was available in the 
record, it would be inappropriate to use absent substantid 
adjustments due to the volatility of foel costs in 2(K)8 and the 
extraordinary procurement activities fliat occurred (Id., dting 
Cos. Ex. 7B at 2^; Tr. XIV at 74-75). 

AEPOhio further argues that tiie Commission's modification oi 
the Companies' baseline contained in its proposed ESP was 
unreasonable. AEPOhio argues that its methodology was the 
appropriate methodology because its methodology identifies 
the portion of the 2008 SSO rate that correlates to the new FAC 
rate, and is not a proxy for 2(K)8 fod coste (Cos. App. at 38-39). 
OCC disagrees and urges the Commission to reject AEP-CSiio's 
methodology, as well as Staff's, and adopt the actual 2008 foel 
costs (OCC Memo Contra at 8). 

We will assume that OCCs reference to 2009 actual data was a tjrpographical error and the reference 
should be to 2008 (see OCC App. at 13). 
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(18) As explained in the Order, the actual 2008 fod costs were not 
known at the time of the hearing (Order at 19, citing OCC Ex, 10 
at 14). Therdore, based on the evidence presented in the record, 
ihe Commission determined that a proxy should be used to 
calculate the appropriate basdine. After making this 
determination, the Commission reviewed all evidence in the 
record and all parties' arguments, and adopted Staff's 
methodology and resulting vdue as the appropriate FAC 
baseline. AEPOhio, CXIC, and lEU have raised no new 
arguments regarding this issue. Accordingly, rehearing on this 
ground is denied. 

3. FAC Dderrals 

(19) OCC argues that the Commission erred by not requiring 
deferrals and carrying costs to be cdculated on a net-of-tax 
basis, and the Commissicm's rdiance on Section 4928.144, 
Revised Code, was misplaced because the FAC deferrd 
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 its authority pursuant 
to Section 4928.144, Revised Code, when it found that AEPOhio 
should phase-in any authorized increases, and that tlKJSe 
amounts over the dlowable increase percentage levds would be 
deferred pursuant to Section 4928.144, Revised Code, with 
carrying costs (Schools App. at 4). Notwithstanding the 
Commission's statutory authority to phase-in increases through 
deferrds, the Schools assert that Sdiool Pool participants who 
buy generation service from competitive retail dectric service 
(CRES) providers should receive a credit on thdr bills during 
the ESP equal to the foel that is being deferred (even though 
FAC deferrals wiD 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, specificdly Section 4928.02(H), Revised Code (Id. at 6). 

(20) OCC also argues that the Commissic«Ei failed to follow ite own 
precedent and that deferrals are incompatible with Section 
4928.143(B)(2)(d), Revised Code, inasmuch as the deferrds 
destebilize customer prices, introduce uncertainty, arid are 
unfair and unreasonable (OCC App. at 14, 42-44). OCC 
recognizes that SB 221 allows deferrals under an ESP, but stetes 
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that those deferrals are limited to those that stabilize or provide 
certainty (Id. at 42). OCC explains that deferrds vrill cause 
future rate increase and add carrying costs to the total amount 
that customers will pay. OCC adds that the record is void of 
any projection that electric rates will decrease following ttie ESP 
period, and, therefore, concludes that the deferrals will have a 
de-steMizing effect on customers' electric bills beginning in 
2012 (Id. at 42-43). The Commission notes that based on Its 
andysis of the Companies' ESP, as approved in the Ordar and 
modified in this entiy on rehearing, our projections indicate that 
deferred fud cost virifll 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 OF. 

(21) OCC forther contends that the use of a weighted average cost of 
capital (WACC) to calculate the carrying costs associated with 
the FAC deferrds is unreasonable and will result in excessive 
payments by custonners. OCC asserte that the carrying charges 
should instead be based on the actud finaiidng required to 
carry the deferrds during tiie short-ta:m period (Id. at 45), 

(22) lEU submits that the Commission failed to require AEPOhio to 
limit the totd bill increases to the percentege amounts specified 
in the Order (lEU App. at 40). 

(23) AEPOhio supports the Commission's decision authorizing 
FAC deferrals, with carrying costs, and contends that the 
authorized phase-in of rate increases, and associated FAC 
deferrds, comply with Section 4928.144, Revised Code, and are 
compatible with Section 4928.143(B)(2)(d), Revised Code (Cos. 
Memo Contra at 42). AEPOhio also supports the use of WACC, 
rather than a short-term debt interest rate, given ttiat the p^iod 
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 its phase-in proposal 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 this end, AEPOhio contends that ttie 
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 flie standard for 
approval of an ESP without modification" (Id., n.6). AEP-OhIo 
adds that the Commission's modification of its 15 percent cap 
was ''too severe," and requests that the Commisdon rebalance 
the amount of the authorized increases and the size of the 
deferrals to reflect, at a minimiun, armual 10 percent increases 
during the ESP term (Id. at 12-13). While agreeing with AEP-
C ^ o fliat the Order is u i ^ s t and unreasonable, lEU disagrees 
that the balance favors customers. lEU argues that the 
Commission's imposition of limits on the total percentege 
increases on customers' bills has not been followed (lEU Memo 
Contra at 8-9). 

(25) Furthermore, AEP-Ohio requests that, if the Commission does 
not modify the total percentage increases allowed, the 
Commission should clarify the intended scope of the limitations 
tiiat it has imposed, and specify that the 15 percent cap does not 
include revenue increases associated vntfa a distribution base 
rate case or the revenues associated with the Energy Effidency 
and Peak Demand Reduction Cost Recovery (EE/PDR) Rider 
(Cos. App. at 13). OEG supports AEPOhio's darifkation, while 
lEU urges the Commission to reject AEPOhio's requested 
clarification, and find that the limitetions on the percentage 
increases i r r^sed 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 flie Commission to 
order any just and reasonable phase-in of any electric utility rate 
or price esteblished pursuant to an ESP, with carrying diarg^, 
and require that any deferrals associated with the aufliorized 
ptiase-in be collected through an unavoidable surcharge. The 
Commission continues to bdieve that a phase-in of the ESP 
increases, as authorized by Section 4928.144, Revised Code, is 
necessary to ensure rate or price stebility and to mitigate the 
impact on customers. We further believe that our esteblished 
limits on the total percentage increases on customers' bills in 
each year were just and reasonable and remain appropriate. 
Nonetheless, upon forther review of the workpapers filed with 
the tariffs and the comments received from parties concerning 
the practicd application of the total percentage increases on 
customers' bills, it has come to the Commission's attention that 
the Companies induded in the total allowable revenue increase 
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an amount that equals the revenue shortfall assodated 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 (esteblished pursuant to a 
prior setflement), which w ^ above the approved tariff rate for 
that rate schedule. Instead, the Companies should have 
calculated the allowable 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/voltege adjustments. Accordingly, we 
direct the Companies to recalculate flie total 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 tariffe consistent with 
such cdculation. 

(27) Additionally, the Commission clarifies that tiie Transmission 
Cost Recovery (TCR) rider should not impact the dIowaWe totd 
percentege increase. As approved in the Order, the TCR rider 
will contuiue to be a pass-through of actoal transmission costs 
incurred by the Companies that is reconciled quarterly. 
Similarly, any future adjustments to the EE/PDR Rider are 
exduded firom the allowable totd percentege increases. As 
explained in the Order, the EE/PDR Rider was designed to 
recover costs assodated with the Companies' implementetion of 
energy dficiency programs that will achieve energy s a v i i ^ and 
peak demand programs designed to reduce the Companies' 
peak demand pursuant to Section 4928.66, Revised Code (Order 
at 41), Hie costs induded in the EE/PDR Rider will be fa^ed-up 
annually to reflect actual costs. 

(28) We further clarify that the phase-in/deferral structure does not 
indude revenue increases associated with any distribution base 
rate case that may occur in the foture. 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 
esteblished pursuant to Sections 4928.141 to 4928.143, Revised 
Code, not distribution rates esteblished 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 find that ttic^e issues 
were thoroughly addr^sed in our Order at pages 20-24, and 
fliat the parties have raised no new arguments regarding those 
issues. Accordingly, the Commission finds that rehearing on 
those assignments oi error are denied. 

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

(31) Wifli respect to the oflier assignments of error raised, the 
Commission emphasizes that it was the intent of our Order to 
phase-in the authorized increases and to limit the total 
percentege increases on customers' bills to an increase of 7 
percent for CSP and 8 percent for OP for 2009, an increase of 6 
percent for CSP and 7 percent for OP for 2010, 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 flie errors or darify 
our Order as delineated above. 

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

(32) In the Order, the Commission conduded that AEP-Ohio should 
be allowed to recover the incremental capital carrying costs that 
will be incurred after January 1, 2009, on past environmental 
investments (2001-2008) that 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 carr5dng costs on environmentd investments, 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 t l^ Companies that the levelized 
carrying cost rates were reasonable and should be approved. 

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

(34) lEU and OCC argue ttiat Section 4928.143(B)(2)(b), Revised 
Code, limits any allowance for an environmental expenditure or 
cost to those incurred on or after January 1,2009, BBU and OCC 
interpret Section 4928.143(B)(2)(b), Revised Code, to only dlow 
the electric utility to recover a reasonable allowance for 
construction work in progress for any of the electric utility's 
costs for environmental expenditures for any electric generating 
facility, provided the costs 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 its 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 
prud^it 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 costs on the environmentd 
investment as the Commission merely accepted Staff's position 
(OCC App. at 38-39). OCC concludes ihat the prudence erf the 
environmentd investment should be examined in a subsequent 
proceeding. 

(35) Further, lEU and OCC dso claim ttiat flie Commission fdled to 
calculate the carrying charges on the various types of special 
financing available to finance environmentd or pollution 
control assets, induding the cost of short-term debt, consistent 

In re Columbus Southern Power Company and Ohio Power Company, Case No. 07-63-ElyUNC, Opmion and 
Order (October 3,2007) (07-63 Case). 
In re Columbus Southern Power Company and Ohio Power Company, Case Nos. 07-1132-EL-UNC, 07-1191-
EL-UNC and 07-2278-EL-lMC (KSP 4 Percent Cases). 
OCC and the Sierra Qub-Ohio Chapter 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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witti the Commission's rulings in other proceedings (lEU App. 
atl5;OCCApp.at46).5 

(36) AEP-Ohio argues that to comply with ttie requirements of 
Section 4903.09, Revised Code, tiie Order must show, in 
sufficient detail, the facts in flie record upon which ttie order is 
based, and the reasoning followed by the Commission in 
reaching its conclusioru^ Thus, AEPOhio condudes that as 
long as there is a basic rationde and record evidence supporting 
the Order, no violation of SK:tion 49(B.09, Revised Code, exists 
(Cos. Memo Contra at 8-9).? 

(37) Further, AEP-Ohio argues tiiat OCC is mischaracterizing ttie 
Companies' requ^t for environmentd carrying costs pursuant 
to Section 4928.143(B)(2)(b), Revised Code. AEPOhio argues 
that its requests for environmental carrjong costs incuned 
during the ESP period are based on the broader language of 
Section 492ai43(B)(2), Revised Code. AEPOhio notes fliat 
Section 4928.143(B)(2), Revised Code, stetes tiiat a company's 
ESP may provide for or indude, without limitetion, any of the 
provisions itemized in paragraphs (a) through (i) of Section 
4928.143(B)(2), Revised Code (Cos. Memo Contra at 45^6). 

(38) The Commission affirms its decision to permit AEP-Ohio to 
recover the carrying costs to be mcorred after January 1, 2009, 
on environmental investments made prior to 2008. The 
Commission interprete Section 4928.143(B)(2), Revised Code, 
like the Companies, to permit AEPOhio to indude as a part of 
its ESP the carryii^ costs on environmenfcal investments ttiat are 
incurred January 1, 2009, through December 31, 2011, the BSP 
period. The carrying costs on the environmental investments 
fall within the E ^ period and, therefore, may be included in the 
ESP pursuant to tiie broad language of Section 4928.1^(B)(2), 
Revised Code, permitting recoveiy for unenumerated expenses. 

See In the Matter offHe Application of Columbus Southern Power Company and Ohio Poioer Company to Adjust 
Each Company's Transmission Cost Recovery Rider, Case No. 08-1202'EL-UNC Finding and Order at 4 
(December 17,2008); In the Matter of the Application (fThe Dayton Power and Ught Company foir Authority to 
Modify, its Accounting Procedure for Certain Storm-Related ServiccB Rjestoration Costs, Case No. 08-1332-ELr 
AAM, Hnding and Order at 1 Oanuary 14,2(H)9). 
Indus. Energy Users-Ohio tr. Public Util. Comm, (2008), 117 Ohio Sfc3d 486, 493, quoting M O 
Telecommunications Corp, v. Pub, Util. Comm. (1987), 32 Otdo St3d 306,312. 
Tonp'en v. Pub. Util, Comm, (1999), 85 Ohio St.3d 87,90. 
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As noted in the Order, approval of the continuing 
environmental carrying costs is consistent with the 
Commission's decisions in the W-6^ and the RSP 4 percent 
cases. Given our prior orders, we find that inclusion of these 
expei^es is reasonable. lEU and OCC have not raised any new 
daims that flie Commission have not previously considered 
regarding the carrying costs on AEP-Ohio's environmental 
investments. Accordingly, lEU's and OCC's requests for 
rehearing on this issue are denied. 

C. Annual Non-FAC Increases 

(39) AEPOhio asserts that the Commission's rejection of the 
proposed automatic armud increases to the non-FAC portion of 
the generation rates is imlavrful and imreasonable (Cos. App. at 
14-17). AEP-Ohio daims that flie proposed annual increases of 
3 percent for CSP and 7 percent for OP were intended to recover 
costs during the ESP period assodated with environmental 
investmente made dtiring that period, as wdl as cost increases 
related to unanticipated, non-mandated, generation-related cost 
increases Q.d. at 14). AEPOhio notes that, although the Order 
adopted Staffs proposd regarding recovery of carrying charges 
cm new environmental investments, the Commission's failure to 
adopt any automatic, annual increases was unreasonable and 
unlawful pursuant to Section 4928.143(B)(2)(e), Revised Code 
(Id. at 15). The Companies specificdly request that flie 
Commission authorize the 3 and 7 percent automatic, annud 
increases, o^e t by whatever revenue increase is granted in 
relation to the recovery of carrying costs related to new 
environmentd investment (Id. at 15-16). At one point, however, 
AEP-Ohio seems to be arguing that the Commission should 
adopt any automatic, annual increases, regardless as to whether 
it is the amount of increases proposed by AEPOhio or the 
amount recommended by Staff (Id. at 15). 

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

(41) With regard to the recovery of carrying charges on new 
environmental investments, AEP-Ohio questi<ms the timing of 
when it may seek recovery of the carrying costs associated with 
the new investments made during the ESP (Cos. App. at 16). 

(42) In our Order, we adopted Staffs approach regarding the 
recovery of tiie carrying coste for environmentd investments 
made during the ESP period, and fotmd that the Companies 
could request, through an aimud filing, recovery, of carrying 
costs after the investments have been made to rdlect actud 
expenditures (Order at 29-30). The Commission cited Staffs 
example, which envisioned an application in 2010 for recovery 
of 2009 actual environmentel investment costs and annudly 
thereafter for each succeeding year to reflect the actual 
expenditures (Id., citing Tr. Vol. Xn at 132; Staff Ex. 10 at 7). To 
clarify, we condude that Staffs approach, requiring an 
application to request recovery of actual environmentd 
investment expenditures after those expenditures have been 
incurred, is reasonable. 

IL DISTRIBUTION 

A. Annud Distribution Increases 

(43) The Companies proposed two plans, an Enhanced Service 
Reliability Plan (ESRP) and gridSMART, to support initiatives 
to improve AEPOhio's distribution ^stem 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 separatdy and foimd that the annual 
distribution rate increases were unnecessary in light of the 
Commission's findings on the ESRP and gridSMART plans, and 
consequenfly eliminated the armual distritnition 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) AEPOhio asserts that the Commission's deferment of certain 
aspects oi its ESRP to a distribution rate case where all 
components of distribution rates would be sutgect to review is 
unreasonable and unlawful in violation of Section 
4928.143(B)(2)(h), Revised Code (Cos. App. at 27). AEP-Ohio 
posits that the Commission's conclusion conflicts with the 
express provisions of SB 221, which permit single-issue 
ratemaking proposds for distribution infirastructure and 
modernization initiatives within ESP proposals (Id. at 27-28). 
AEPOhio further claims that it "merely sought incremental 
funding to support an incrementel level of reliability activities 
designed to maintain and enhance service reliability levds" (Id. 
at 27). 

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

(47) Conversely, Kroger and OPAE contend that the Commission 
lawfully and reasonably deferred the dedsion to implement d l 
but one of tiie 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 ratemakingr it 
does not mandate fliat the Commission approve such 
provisions, and it especially does not require the Commission to 
authorize all distribution proposals included in an ESP (Id.). 

(48) OCC opines that, dthough it agrees with the dedsion to defer 
ruling on the tturee ESRP initiatives, it bdieves that the 
Companies failed to meet their burden of proof in 
demonstrating that the vegetetion management program 
complies with Ohio law and is in the public interest (OCC App. 
at 57-59). OCC dso disputes the Commission's application of 
Section 4928.143(B)(2)(h), Revised Code, and states that tiie 
Commission erred in finding that the vegetetion management 
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initiatives met the statotory requirements. OCC dso submits 
that the Commission erred when it characterized the proposed 
vegetation initiative as "cyde-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 steted in the Order, the Commission recognizes that Section 
4928.143(B)(2)(h), Revised Code, authorizes the Companies to 
include in its proposed ESP provisions regarding single-issue 
ratemaking for distribution infrastructure and modernization 
incentives. However, the stetute also dictetes what the 
Commission must do as part of its determination as to whether 
to allow an ESP to include such provisions. Section 
4928.143(B)(2)(h), Revised C:ode, states, in pertinent parf. 

As part of its determination as to whether to allow in an 
dectric distribution utility's electric security plan 
indusion of any provision described in division (B)(2)(h) 
of this section, the commission shall exatnine flie 
rdiability of the dectric distribution utility's 
distribution system atid ensure that customers' and the 
electric distribution utility's expectetions are aligned 
and that the dectric distribution utOity is placing 
suffident emphasis on and dedicating strffident 
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 vegetetion irutiative, met these criteria. Contrary to 
AEPOhio's assertion,^ the Commission did consider and 
evaluate each irutiative and found that ttie enhanced vegetetion 
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 o th^ fliree initiatives 
and, thus, the Commission declined to implement the programs 
within the context of ttie ESP; however, the Commission steted 
that it would consider the initiatives further in the context of a 
distribution rate case. 

(51) The Commission continues to l^lieve ttiat the appropriate 
vehicle to review, consider, and make a detennination on the 
remaining initiatives, as well as the recovery of any costs 
associated with those initiatives, is through a distribution base 
rate case. Accordingly, AEPOhio's request for rehearing on 
this issue is denied. 

(52) The Commission agrees with OCC with regard to the three 
initiatives rderenced above. The Commission did not bdfeve 
that the record supported the need for tiiose programs and, 
thus, the Commission dedii^d 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 the vegetation 
management program and costs associated ttierewith. Several 
individuds, including an OCC witness, testifiKl on the 
propose plan, as well as the Companies' current practices (Cos. 
Ex. 11; OCC Ex. 13; StaflF Ex. 2; Tr. VoL VII 64-65, 84, 87-88; Tr. 
VoL Vin at 60-62). Testimony was also heard on flie 
expenditures associated with the proposed vegetetion initiative 
and the recovery of those costs (Staff Ex. 2 at 9-13). Tlie 
Commission created the ESRP Rider as a mechanism to recover 
the actud costs incurred so that the expenditures could be 
tracked, reviewed to determine that they were prudent and 
incrementel to costs included in base rates, and recondled 
annually. As fully discussed in the Order at pages 30-34, the 
Commission finds that the Companies did meet their burden of 
proof to demonstrate that the vegetetion management program, 
with Staffs additiond recommendations, was reasonable, in the 
public interest, and in compliance with the stetutory 
requirements. OCC raises no new arguments on rehearing and, 
therefore, rehearing on this ground is denied. 

(53) AEPOhio 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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(54) The Commission fotmd that tiie enharrced vegetetion initiative, 
with Staff's additional recommendations, was a reasonaMe 
program that will advance the stete poKcy. The Commission 
emphasized the importance of a bdanced approach that not 
only reacts to problems that occur, but that dso maintains the 
overall system. To achieve this god, the Conmnission fully 
expects the Companies to work witii Staff to strike the correct 
balance within the cost level esteblished by our Order, which is 
based on the Companies' proposed ESRP prc^am. 

(55) AEPOhio also seeks clarification on the find paragraph in ttie 
Order that discusses cost recovery assodated vnlh the ttiree 
remaining initiatives proposed through the ESRP (Cos. App. at 
32). 

(56) The Commission further clarifies that the language regarding 
cost recovery and the Indusion of costs associated with ttie 
remaining initiatives in the ESRP rider is pramissive and 
conditioned on subsequent Commission approval for including 
such costs. Specifically, the Commission steted; "If the 
Commission, in a subsequent proceeding, detemiines that the 
programs regarding the remaining initiatives should be 
implemented, and flius, the associated costs should be 
recovered, those costs may, at that time, be included In the ESRP 
rider for future recovery, subject to reconciliation as discussed 
at>ove" (Cfe-der 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 AEPOhio to make the necessary filing to request the 
federal funds. Given the availability of federd funds, the 
Commission reduced the Companies' request for gridSMART 
I^iase 1 from $109 million (over the term of ttie ESI^ by half to 
$54.5 million for flie term of the ESP. Further, the Order 
esteblished the gridSMART rider for 2009 at $33.6 nullion based 
on projected expenses, subject to an annud true-up and 
reconciliation of CSP ŝ prudentiy incurred costs. 
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(58) In its application for rehearing, AEP-Ohio notes that C ^ 
develops an incremental 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 oi flie Order, half oi the incremraital 
revenue requirement. According to AEPOhio, as reflected in 
the Companies' compliance tariff filing, the initial gridSMART 
rider rate is designed to recover approximately ^ 2 million or 
half of the gridSMART Phase I incrementd revenue 
requirement (Cos- App. at 35, n.l3). 

(59) However, AEPOhio argues that the Commission's discussion 
of flie ARR Act and the Hkdihood of AEP-Ohio obteining such 
funds are beyond the scope oi the record. Further, AEPOhio 
asserts that the deteils 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 
will secure federal matehing funds for each dollar invested by 
the Companies and their customers, the Order is unreascaiable 
and imlawful. AEPOhio stetes tiiat the Commission's decision 
as to gridSMART places CSP in an unfunded mandate situation 
to the extent that CSP receives less than 50 percent for its 
gridSMART project or the U.S. Department of Energy institutes 
a cap of $20 million on each gridSMART project. For this 
reason, AEPOhio 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 l ad s 
the authority to order enhancement programs wifliout recovery 
for the utility as to improvements ordered. Forest Hills Utility 
O), V. Ptib. Util Comm, (1972), 31 Ohio St.2d 46,57 (Cos. App. at 
35-37). 

(60) OCC contends that AEPOhio's assertion that the directive to 
proceed with gridSMART Phase 1 without commensurate rate 
relief contradicts Forest Hills and will be subject to reversal by 
the Supreme Court of Ohio is inappropriate at ttiis time and 
unfounded. CXXZ reminds tiie Companies that, pureuant to ttie 
Order, the initid rider is esteblished to provide AEPOhio $33.6 
million for its 2009 gridSMART expenditores. 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 wiQ 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 tiie request for 
rehearing should be denied (OCC Memo Contra at 23-2^. 

(61) First, the Commis&ion acknowledges that the Order 
uiadvertentiy based the gridSMART component of tiie 
Companies' ESP on $109 miQion, which is tiie totd projected 
investment costs, including operations and maintenance 
expenses, for the Companies' proposed gridSMART Phase I 
project. As the Companies explaiiv CSFs ESP application 
included a request for the incremaital revenue requirement for 
gridSMART during the ESP of approximatdy $64 million (Cos. 
Ex. 1 DMR-4). As recognized by AEPOhio and implemented in 
its teriff filing^ it was our intent to approve recovery of half of 
the gridSMART Phase I incrementel revuene requirement, $32 
million. Accordingly, rehearing is granted to correct this error 
in our Order. 

(62) Next, the situation before tiie Supreme Court in Forest Hills, is 
factadly different from the situation for CSP as to gridSMART 
Phase I. In Forest HUh, the court hdd that the utility had not 
been awarded funding to adequatdy maintein utility service 
much less the iron removal equipment and water storage tanks 
ordered by the Commission. In this instance, the initial 
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 presetted at Cos. Ex. 1 
DMR-4, $32 million represents suffident revenues for CSP to 
commence its gridSMART program. As noted in the Order, the 
Commission wishes to erurourage the expedtent implementetion 
of gridSMART. However, the Commission will not let the 
desire for the expedient implementetion of gridSMART doud 
the financial soundness of the costs to ultimatdy be incurred by 
Ohio's ratepayers. Consistent with our dedsion to approve the 
gridSMART Phase I project, we clarify that, once CSP properly 
applies for and otherwise meets ite obligations to receive federal 
funds to ofiset the total costs of gridSMART Phase I, the 
Commission will review its gridSMART Phase I expenditures 
and, once the Commission concludes that such expenditures 
were prudentiy incurred by CSP, the Commission intends to 
approve recovery of CSFs gridSMART Phase I costs. 
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(63) lEU, OCX, and OPAE argue tfiat the Order approved, in part, 
tiie Companies' request for gridSMART without addressing the 
interveners' arguments that the gridSMART proposd was not 
cost-effective as required by Sections 4928.02(D) and 4^8.64(E), 
Revised Code (lEU App. at 22,3940; OPAE Memo Contra at 6; 
OCC App. at 49-51). Aceordmg to OCC, because AEPOhio 
failed to present a deteiled cost/benefit analysis of gridSMART 
Phase I, the full deployment of costs of gridSMART, a risk 
sharing plan between ratepayers and shareholders, or the 
expected operationd savings associated with the 
implementation of gridSMART, AEPOhio failed to meet its 
burden of proof that gridSMART is cost-eiiecUve (OCC App. at 
49-51). OCC also argues that AEP-Ohio failed to present any 
evidence that gridSMART will benefit AEPOhio customers or 
society (OCC App. at 51-52). lEU and OCC argue that tiie 
Order fails to set forth the Commission's reastming for its 
approval of the Companies' gridSMART proposd (lEU App. at 
22, 39-40; OCC App. at 4849). Furtiier, OCC argues that tfie 
Order does not include in ttie findings of fact or concludons of 
law any support for the Commission's adoption of ^idSMART 
Phase 1, in violation of Section 49(6.09, Revised Code (OCC 
App. at 4849). lEU argues that ^ e Commission's approvd of 
these aspects of the ESP can not be reconciled with the goal of 
keeping rate increases "as dose to zero as possible" (lEU App. 
at 22, 3940). For these reasons, lEU and OCC argue that tiie 
Order is unreasonable and unlawful. 

(64) Regarding lEU's and OCC's claims that the Order fails to 
comply with Section 4903.09, Revised Code, AEPOhio retorts 
that lEU's and OCCs disagreement with the Commission's 
decision is not equivalent to a violation of Section 4903.09, 
Revised Code. The Companies note that the Order specifically 
recognized the features and bendits of proposed gridSMART 
Phase I, based on the record. Accordingly, AEP-Ohio argues 
fliat the Order presents the Commission's basic rationale and 
record support for gridSMART Phase I and, therefore, flie Order 
meets the requirements of Section 4903.09, Revised Code (Cos. 
Memo Contra at 25-27). 

(65) As to OCCs and lEU's daims fliat gridSMART has not been 
shown to be cost-effective in accordance ivith Sections 
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4928.02(D) and 4928.64(E), Revised Code, AEPOhio answers 
that these code provisions are policy arguments ttiat are not 
binding on the Commission and, therdore, the arguments of 
OCC and lEU on the basis of Sections 4928.04(^ and 4928.64(E), 
Revised Code, are misguided. The Companies note that sev^al 
stetutes of the Ohio Revised Code promote the deployment of 
advanced metering infrastructure (AMI). Notebly, AEPOhio 
points 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 tiie 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 included in an ESP under Section 
4928.143(B)(2)(h), Revised Code. Based on the potentid of 
gridSMART technologies to significantiy enhance custoixa^ 
energy management capabilities, AEP-Ohio reasons that the 
legislature mandated the requirements in Section 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 eicdusivdy on one aspect of the 
stated policy, cost-effectiveness, the Commission has a 
responsilwlity to consider afl of the policies presented in Section 
4928.02, Revised Code. Cost-effective, as defined by AEPOhio, 
does not mean that a network component (or group of 
components like gridSMART) pays for itself but, raflier that it is 
a reasonable and prudent approach to deploying needed 
functiondlties and features. (Cos^ Memo Contra at 27). 

(66) In the Order, the Commission summarized the key components 
of CSFs gridSMART proposal and emphasized its support of 
smart grid technologies. The Commission noted the potential 
for a wdl-designed smart grid system to provide customers and 
the electric utility long-term benefits, including decreasing the 
scope and duration of electric outeges, improvements in electric 
service reliability, and the ability to provide customers tiie 
opportonity to better manage their energy consumption and 
reduce their energy costs (C^der at 34-^, 37), 

The Commission's endorsement of gridSmart Phase I is based on 
the projects' ability to drive a broad range of potential economic 



08-917-ELSSO,etal. -^• 

benefits both to consumers and the utilities. While consumers 
are given the capabilities to reduce ttieir bills, utilities earn the 
capability to manage tiieir systems. 

For customers, the ability to have red-time price information and 
the ability to respond to such prices means that they may 
devdop consumption patterns ttiat both save them dollars while 
helping 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 components. The essence of 
this project is an infrastructure that embraces the following 
dements: 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 aaoss 
all seasons. 

From the utility infrastructore side, gridSmart may lead to 
much-needed improvements in reliability. In the digitel world 
that presentiy exists, and in the technology-driven world into 
which we are moving, the demand for precise and rdiable 
power delivery systems is imperative. As we move forward, 
there will be new demands placed upon the grid to 
accommodate variable and intermittent inputs, such as the 
various forms of dtemative energy generators. One can hardly 
imagine what the technologies of the future vwll bring us; we 
understand, however, ttiat they must be adapteble to oru: ne»ls. 
This is the essence of the smart grid. 

(67) Further, the statutes referenced by AEPOhio in its 
memorandum contra indicate the legislature'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 advancements to enhance service efficiencies and 
improve electric usage, the Commission modified and adopted 
the Compctfiies' gridSMART proposd. The Commission 
specifically directed AEP-Ohio to pursue federal funds, in an 
effort to reduce the gridSMART Phase I cost that could be 
passed on to Ohio ratepayers. We also, 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 enunciated 
stete policies for reasonable electric rates and the requiranents 
of SB 221 that encourage the implementetion of AMI, the 
Commission approved the adoption of a gridSMART rider. Our 
Order requires separate accounting 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 
prudentiy made prior to flie Companies' recovery of any 
gridSMART costs. 

For these reasons, the Commission concludes fliat the adopted 
gridSMART component of AEPOhio's ESP best nwets tiie 
requirements of SB 221, and meets the Commission's.obligation 
to flie dtizens of Ohio to encourage the implementation of AMI 
and ensure the availability of adequate, reliable, safe, effident 
and reasonably priced electric service. As noted in the Order, 
we bdieve it is important that electric utilities take tiie necessary 
steps "to explore and implement technologies such as AMI that 
will potentially provide long-term Ijenefits to customers and ttie 
dectric utility." Thus, ttie Commission denies lEU's, OCCs, 
and OPAE's applications for rehearing as to the gridSMART 
component of ttie Companies' ordered ESP. 

Because of the compelling need to alter the paradigm that has 
traditiondly governed the relationship between the customer 
and the utility, we are ordering AEP to implement no later than 
June 30, 2010 a transition to an integrated smart grid within its 
Phase I project area. The goal should be to maximize benefits to 
consumers consistent with the aforementioned objectives. 

B. Riders 

1. Provider of Last Resort (P0LR;\ Rider 

(68) OCC and Kroger dlege that the Commission's approval of the 
POLR charge to allow AEPOhio to collect 90 percent of the 
revenues that AEP-Ohio proposed in its POLR rider was 
unreasonable and unlawful given ttiat the charge was calculated 
incorrectiy and was esteblished unreasonably high (CXTC App. 
at 29-34; Kroger App. at 3-6). Kroger submits ttiat reducing the 
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requested POLR amotmt by 10 percent to account for the 
reduction in risk l>y requiring shopping customers to pay 
market rates if they return to the Companies is insuffikdent. 
Kroger agrees that the POLR risk is reduced if returning 
customers are required to pay market prices, but Kroger 
believes that the reduction in the POLR risk to the Companies is 
greater flian 10 percent (Kroger App. at 4-5). Krc^er dso 
opposes the use of the Black-Scholes model to cdctdate the 
amount of the POLR risk, stating that the Black-Scholes modd 
exaggerates the Companies' POLR risk (Id.). 

(69) OHA and OMA raise similar argumentSv adding that the limJted 
shopping that has occurred and the unlikelihood that it will 
occur in the future further reduces AEPOhio'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 properly found that the POLR 
rider should be avoidable for those customers who shop and 
agree to return at a market price; however, OEG befieves that 
the Commission did not go far enough. OEG requeste that the 
Commission grant rehearing to allow the POLR rider to be 
avoidable by those customers who agree not to shop during flie 
ESP through a legally binding commitment (OEG App. at 6). 

(71) OCC further contends that the Commisdon's actions 
authorizing the collection of POLR charge revenues for January 
through March 2009 at the higher rates authorized by the C3rder, 
even though the new SSO rates were not in effect at that time, 
and customers w ^ e already paying a POLR charge, violated 
Section 4905.22, Revised Code, and case precedent (OCC App. 
at 34-36). 

(72) Additionally, OCC aUeges that the Commission violated Section 
4928.20(1), Revised Code, when it required residential customers 
of governmentd aggregators to pay a stand-by charge. OCC 
explains that tf^ statute permits governmental aggregators to 
elect not to receive standby service on behalf erf their residentid 
customers, in exchange for electing to pay the market price for 
power if the residential customers retiun to the electric utility 
(OCC App. at 36-37). 
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(73) AEPOhio disagrees with the Intervenors and argues that the 
POLR rider approved by the Cominisdon was lawful and 
reasonable (Cos. Memo Contra at 3-8). AEPOhio asserts that 
the parties are raising issues that were fully litigated in the 
proceeding and have not raised any new arguments and thus 
the grounds for rehearing on the POLR-related issues should be 
denied. 

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

f;^) First, as explained by AEP and recognized by others,' we 
explidtiy steted in our Order that customers in govemmentd 
aggregation programs and those who switch to an individud 
CRES provider can avoid paying the POLR charge if the 
customers agree to pay tiie market price upon retom to the 
dectric utility after taking service from a CRES provider (see 
Order at 40). As such, OCCs request for rehearmg on this 
matter is denied, 

(76) With regard to the amoimt of the POLR charge, the Commission 
carefully considered dl of the arguments, testimony, and 
evidence in the proceeding and determined tiiat the Companies 
should be compensated for the cost of canying the risk 
assodated with being the POLR provider, including the 
migration risk. Based on the evidence pres^ited, the 
Commission adopted the Companies' witness' testimony who 
quantified that risk at 90 percent of the estimated POLR costs, 
using the Black-Scholes modd (see Tr. Vol. XIV at 204-205; Cos. 
Ex. 2-E at 15-16; Cos. Ex. 1, Exhibit DMR-5). The parties 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 5. 
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(̂ 77) As for the argument of double-recovery of POLR charges or 
retroactive ratemaking, the Commission finds tiiat ttiis 
argument is comparable to OCCs arguments concerning aU 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 d l charges embedded in 
the ESP, induding the POLR charge, to reflect the 2009 revenue 
levels approved by the Commission. However, our Order also 
directed the Compaiues to offset any revenues that had been 
collected from customers in the first quarter to specifically 
prevent any double recovery. As such, rdiearing on this issue is 
also denied. 

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

(a) Baselines and Benchmarks 

(78) The Companies proposed that the load of the former 
Monongahda Power Company's (MonPower) customers be 
exduded fi-om the cdculation of CSFs EE basdine to be 
esteblished pursuant to Sections 4928.64 and 4928.66, Revised 
Code.̂ 0 In (jtie Order, flie Commission conduded that the 
MonPower customer load shdl l>e induded in ttie 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 requests rdiearing on this aspect of the Order. AEP
Ohio, in its sixth assignment of error, argues that flie Order 
erroneously failed to address the Companies' d^nonstration 
that the record in the MonPower Transfer Case reflected the 
Commission's concerns for MonPower's customers if they wrae 
not served under a rate stebilization plan (RSP). CSP notes that 
Staff witness Scheck acknowledged that MonPower customers 
were fadng dectridty prices directiy based on wholesde 
market prices that far exceeded the level of retail prices offered 
by MonPower (Tr. Vol. VII at 201-202). C^P reminds ttie 
Commission that, in this proceeding. Staff recognized that there 

In the Matter of the Transfer of hionongahda Power Company's Certified Territory in Ohio to &je Cdlmnbus 
Southern Potoer Company, Case No. 05~7te-n^UNC, Opinion and cirder (November 9,2005) ^tonPower 
Transfer Case). 
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were important "economic devdopment" issues in ttie 
MonPower Transfer Case (Cos. Ex. 2A at 48). Farther, CSP 
notes that, in the MonPower Transfer Case, the Commission 
conduded that "economic benefits will inure to all dtizens and 
businesses in both regions by helping to sustain economic 
development in southeastern Ohio."^^ The Companies argue 
fliat it is not fair 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 
flie HE baseline. In the alternative, CSP requests that, should the 
Commission affirm its dedsion that the MonPower load was not 
economic devdopment, t l^ EE and PDR basdines be adjusted 
to ensure that the compliance measurement is not unduly 
influenced by other factors beyond CSFs control as requited in 
the Companies' Brief (See Cos. Br. at 103; Cos. App. at 17-20). 

(80) The Commission affirms its decision to indude the former 
MonPower customer load in the calculation of CSFs EE 
baseline to be esteblished pursuant to Sections 4928.64 and 
4928.66, Revised Cbde. While the Commission appreciates that 
CSP entered into an agreement to serve the former service 
territory of MonPower, as discussed in the Order, ttie transfer of 
such customer load was not economic devdopment given that it 
was not a load CSP served and would have otherwise lost but 
for some action by CSP. We acknowledge tiiat pursuant to 
Section 4928.66(A)(2)(b), Revised Code, the Commission may 
amend an dectric utility's EE and PDR benchmarks if the 
Commission determine that an amendment is necessary 
because the dectric utility cannot reasonably achieve the 
benchmarks due to regulatory, economic, or technological 
reasons beyond its reasonable control. We also acknowledge 
that Section 4928.66(A)(2)(c), Revised Code, requires the 
baseline to be normalized for certain changes including 
appropriate factors to ensure that the compliance measurement 
is not unduly influenced by factors outside the control of the 
electric utility. The Commission vrill consider such request for 
adjustments to the basdine by AEPOhio and other dectric 
utility companies when appropriate. 

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

(81) As a part of the ESP, tiie Companies' requested that ttieir 
interruptible service load be counted towards their PDR 
requirements to comply v«th 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 Megawatts (MW) from the current limit of 256 MW 
and to modify CSFs Emergency Curtailable Service (ECS) and 
Price Curtailable Service (PCS) to make the service more 
attractive to customers. Tlie 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 OGEA fliat 
interruptible load should not be counted in ttie Companies' 
determination of its EE/PDR compliance requirements unless 
and until the load is actually interrupted. lEU argues that the 
Commission failed to present suffident reasoning to support 
this position. lEU states that the Clommission's rdiance on tt^ 
testimony of Staff and OCEA's discussion of the issue is limited 
(lEUApp.atSl). 

(83) As noted in the Ord^, OCEA argued that coimting interruptible 
load is contrary to ttie objectives of SB 221 and, because the 
customer controls part of the load when non-mandatory 
reductions are requested, interruptible load shcmld not be 
counted (Order at 46). lEU proffers that OCEA's arguments arc 
contrary to the record evidence and common sense (lEU App. at 
51). The Companies and lEU reason that Section 
4928.66(A)(1)(b), Revised Code, dictates that ttie 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 witress Schedc 
acknowledged that "designed to achieve" is fundamentafly 
different from a requirement to "achieve" as is required in 
Section 4928.66(A)(1)(a), Revised Code, regarding EE prog^'ams 
(Cos. App. at 21; lEU App. at 52). lEU agrees with tiie 
Companies' arguments on brief that interruptible service 
arrangements provide an on-system capability to satisfy 
rdiability and efficiency objectives as part of a larger planning 
process (Cos. Brief at 112-115), and dies the regional 
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transmission organizations (RTO) programs as an example (lEU 
App. at 52). The Companies contend that, unlike unused 
energy savings capabilities, FDR programs create a capability to 
reduce peak demand that can either be exerdsed or reserved for 
future use as needed and, if the PDR resource or capability is 
not needed for operationd reasons or because weather is mild, 
PDR capability is fully reserved for future use wifliout depletioii 
or diminishing its value as a resource (Cos. App. at 22). lEU 
also contends that an interruptible customer's buy-through of a 
non-mandatory interruptible event is not a reason 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 stetes that excluding interruptible 
capadty will require the Companies to offer a program inferior 
to the programs available firom flie RTO (lEU App. at 52-53). 
Finally, AEPOhio 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-
5-01(R), O.A.C.12 (Cos. Br. at 115; Cos. App. at 22-23). Hius, flie 
apphcanfe for rehearing reason that induding interruptible load 
as a part of the Companies' EE/PDR compliance program is 
consistent with the goals of SB 221. 

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

(85) Upon further consideration of the issues raised, the Commission 
has determined that it is more appropriate to address 
interruptible capadty issues in AEPOhio'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 Altemutive and Renewable 
Energy Technologieŝ  Resources, and Qtmate Regulations, and Reoiew cfOutpters 43015-t 4901:5-3, 4901:5-5, 
and 4901:5-7 of &te Ohio Adrmnistrative Code, Pursuant to Section 4925.66, Revised Code, as Amended by 
Amended Substitute Senate BUI No, 221, Case No. 08-888-ELORD (Grerai Rules) (Apiil 15,2009). 
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(c) EE/PDR Rider 

(86) In its fourth assignment (rf error, AEPOhio requests, among 
ottier things, that the Commisdon darify ihat the phase-in of 
the approved rate increase and deferrd of totd bill increases 
over the esteblished cap do not indude revenue increases 
associated with a distribution base rate case or tiie revenue 
associated with the energy efficiency and peak demand 
reduction cost recovery (EE/PDR) rider (Cos. App. at 13-14). 

{Q7) As discussed in findings (27) and (28) above in regard to the 
TCR, we clarify that the percentage cap increase on total 
customer bills does not indude the EE/PDR rider or future 
distribution base rates estebfished pursuant to a separate 
proceeding. 

3. Economic Efevdopment Cost Recovery Rider 

(a) Shared recovery of forgone economic 
devdopment revenue 

(88) In its application for reheaihig, OCC argues that the 
Commission Order is unreasonable to ttie extent that the Order 
fails to require the Companies to share a portion of the revenues 
foregone due to economic development programs (OCC App. at 
39-41). OCC recognizes that Section 4928.143(B)(2)(i), Revised 
Code, permits an dectric utility to file an ESP with provisions to 
implement econcmiic devdopment programs and to request that 
program costs be recovered from, and aUocated to, all customer 
classes. OCC repeats the stetemente made in its briefs and 
rejected by the Commission in the Order that it has been the 
Commission's long-stending policy to equally divide the cost of 
the foregone revenue subsidies between the utility's 
shareholders and customers. OCC claims the Commission's 
ruling on this issue ccmstitutes an unreasonable shift in 
established regulatory policy to the prejudice of AEPOhio's 
residential customers and a rejection of OCC's request to 
annually review each approved economic devdopment 
arrangement. OCC interprets the Order to foreclose any such 
annual review and, except for flie Companies and the 
Commission, to bar any other parties an opportunity to review 
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economic development contracts initially and periodically 
thereafter (OCC App. at 3941). 

(89) AEP-Ohio opposes OCCs request for rehearing on this matter. 
AEPOhio argues that, although OCC acknowledges that it is 
within the Commission's discretion to determine "ttie amount 
and allocation of the costs to be recovered" for foregone 
economic development revenue, at the same time, OCC daims 
that revenue sharing is within the Commission's discretion. 
AEP-Ohio asserts that despite OCCs claim that revenue sharing 
is an established Commission policy, the practice is not reflected 
in any of its special arrangenients pricar to the implementetion of 
SB 221. The Companies proffer that, to the extent the alleged 
change in policy requires a reason, in SB 221, ttie Generd 
Assembly explidtiy induded recoveiy of foregone revenue as a 
part of economic devdopment contracts in ttie 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 initiaUy review and/or to annually review the econotnic 
development arrangements. Consistent with the current 
practice, the Commisdon wfll review economic devdopment 
arrangements on a case-by-case basis which will afiord 
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 faUs to evaluate the 
Companies' or the customer's compliance with tiieir respective 
obligations. OCC states that the EDR approved in the Order 
does not require that recovery be limited to AEPOhio's costs 
net of benefits of the economic development program. Further, 
OCC claims that, wittiout any review or accountebOity of tiie 
customers receiving the economic devdopment benefits of such 
approved arrangements, costs carmof be determined. OCC 
argues that the Commission failed to make any provisions for 
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recipients of economic devdopment contracts to be hdd 
accountable for their obligations under the economic 
development arrangements. Furtiier, OCC asserts ttiat this 
absence of accountability of the customer-recipient is 
unreasonable because it dlows anyone to receive an economic 
development discoimt with nothing more than representations 
that it virill make investments 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 actudly occurs (OCC App. at 65-66). 

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

(93) The Compaiues state ttiat OCCs arguments are premature. In 
defense of the Commissi<m's dedsion, the Companies remind 
OCC that the Commission will review and address the specific 
circumstances of each economic devdopment arrangement as it 
is presented for approvd and, that if there are any enforcement 
issues in flie future, the Commission's continuing jurisdiction 
over economic devdopment arrangements can be used to 
address any issues that arise. Regarding OCCs claims that the 
non-bypassable nature of the EDR is unlawful, abusive, and 
anticompetitive, the Companies reason that flie fact that the 
EDR is non-bypassable ensures that it ia competitively neutral. 
AEPOhio explains that a bypassable EDR would give CRES 
providers an xmdue advantage and emphasizes that CRES 
provider rates do not reflect recovery of "public interest" 
discounts in comparison to the dectric utility's regulated SSO 
rates, which reflect forgone economic devdopment discounts. 
Further, the Companies reason that all customers and the 
community benefit from ^ronomic devdopment (Cos. Memo 
Contra at 37-38). 
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(94) The Commission finds that OCC has not presented any new 
arguments that the Commission has not previously considered 
regarding review of economic devdopment arrangements or 
the sharing of foregone revalues for economic development 
We agree with the Companies that d l 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 finds that its current 
procedure to review and analyze each proposed economic 
devdopment arrangement is suffident to address OCC's 
concerns regarding accountability and the dectric utilit/s and 
economic devdopment customer's contract compliance 
obligations. For these reasons, we deny OCC's request for 
rehearing. 

C. Line Extensions 

(95) AEPOhio avers that the Commission's rejection of its proposed 
line extension provisions is unlawful and unreasonal^e, and 
states that the Commission should authorize AEPOhio to 
implement up-front payments contemplated in the 
Commission's Novemt^r 5, 2008, Finding and Order issued in 
Case No. 06-653-ELORD (Cos. App. at &9)P 

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

(97) As stated in our Order, the Commission 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-ELORD. Although the rules are not yet effective, the 
Commission adopted modified line extension rules in its Entry 

^ The Ohio Home Builder's Association (OHBA) requested leave to fUe a limited memoranduin contra 
AEP-Ohio's application for rehearing on April 27,2B09. 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 wiU not be 
considered because OHBA is not a party to these cases and because OHBA has not shown tiiat Its failxare 
to enter a prior appearance is due to just cause and that its inter^te were not already adequately 
considered by the Commission. However, even if we were to consider the request and permit OHBA's 
memorandum contra, OHBA's arguments would not modify our dedsion regarding the line extension 
issue. 
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on Rehearing issued on May 6, 2009. AEP-Ohio was an active 
participant in the administrative rulemaldng and concerns that 
it has regarding the matters included in that rulemaking process 
are not appropriate for these proceedings, AEPOhio has failed 
to raise any new arguments regarding fliis issue. Accordingly, 
rehearing on this ground is denied. 

III. OTHER ISSUES 

A- Corporate Separation 

1. Transfer of Generating Assets 

(98) IBU aUeges fliat flie Commission erred by allowing AEPOhio to 
recover, through the non-FAC portion of the generation rate, the 
Ohio customers' jurisdictiond share of any costs associated with 
maintaining and operating the Waterford Energy Center and 
the Darby Electric Generating Station ^EU App. at 19-21), lEU 
states that flie Commission's determination was witiiout record 
evidence and a demonstration of need (Id.). 

(99) AEPOhio responds that the Commission's actions were 
reasonable in light of SB 221 and the requirement that tiie 
Commission placed on AEPOhio to retain the generating 
fadlities. AEP-Ohio also submits 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 assodated with maintaining and operating flie 
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 their current 
revenue is inadeqxiate to cover flie costs associated with the 
generating facilities, and that those costs should be recoverable 
through the non-FAC portion of flie generation rate from Ohio 
customers. We, therdore, direct AEPOhio to modify its ESP 
and remove flie annud recovery of $51 million of expenses 
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induding associated carrying charges rdated to these 
g^ieration facilities. 

B. PIM Demand Response Programs 

(101) As a part of the ESP, the Companies proposed to revise certain 
tariff provisions to prohibit SSO customers ft^m partidpating in 
the demand response programs (DRP) offered by PJM, both 
directiy and indirecfly through a fliird-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 utflities as 
evidenced in Title 49 of the Revised Code and, therefore, 
reasoned that this Commission is flie entity to which the Federal 
Energy Regulatory Commission (FERC) was referring in the 
Find Rule.̂ ^ However, the Commission ultimatdy determined 
that the record lacked suffident information for the Commission 
to consider both the potentid benefits to program participants 
and the costs to Ohio ratepayers to determine whether this 
provision of the ESP will produce a significant net benefit to 
AEPOhio consumers. As a result, the Commission deferred tiie 
issue to be addressed in a separate proceeding and requested 
that AEP-Ohio modify its E ^ to elhninate the provision that 
prohibite partidpation in PJM DRP. 

(102) TTie Companies request rehearing of the Commission's decision, 
arguing that deferring this matter to a subsequent proceeding 
and dlowing continued partidpation in DRP is unreasonable 
and against the manifest wdght of the evidence in the record. 
AEPOhio points to what it cdls ''exhaustive treatment'' of the 
issue by the parties in tiieir l?riefs, motions, memoranda, written 
testimony and hearing transcripts. AEP-Ohio submits that the 
Order dlows current DRP participants to continue partidpation 
in such programs through mid-2010, halfway through the tenn 
of the ESP, but also permits other customers to register to 
participate since FERC has re-opened registration until May 1, 
2009.̂ 5 -phe Companies view the re-opening of registration by 
FERC as an opportunity for the Commission to prohibit cuirent 

14 Wftotesfl/e Competition in Regions with Organized Electric Maiiiets (Dodcet Nos. RM07-19-000 and AD07-7-
000), 125 FERC fl 61,071 at 18 CFR Part 35 (October 17,200^ (Final Rule). 

15 PJM Interconnection, l i e FERC 161,275, O i ^ ^ at 1[89 (March 26,2009). 
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registrants' partidpation 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 requ^t by an AEPOhio 
affiliate to continue ttie Commission's default prohibition 
against retail participation in the PJM DRP while that 
Commission continues to consider a more permanent resolution 
to this issue. However, the Indiana URC ivill consider 
individual customer requests to partidpate in DRP on a case-by-
case basis.^* AEPOhio advocates, flie Indiana URC's approach, 
which the Companies assert will facilitate the use of demand 
resources within Ohio and allow AEPOhio to refine its retail 
DRP to meet the mandates for PDR. AEPOhio contends that 
the Order creates uncerteinty for the Companies and additional 
costs for ratepayers in two respects: (a) AEPOhio's PDR 
compliance costs increase with the exportation of Ohio's 
demand response resources through retail partidpation in the 
PJM programs; and (b) nonparticipating customers will incur 
additional long-term capacity costs due to AEPOhio's 
obligation to continue to provide firm service even t h o u ^ the 
partidpating customers are using their load in a manner that is 
akin to interruptible service. AEP-Ohio stetes that It is the 
Companies' goal to emulate the PJM DRP at the retail level to 
the extent possible. Further, AEPOhio proposes that, if the 
Commission restricts retell partidpation on rehearing and 
orders the Compardes to modify their programs to the 
maximum extent possible, AEPOhio's customers would benefit 
from d^rmnd response in terms of a reduction in the capacity 
for which AEPOhio customers are responsible. According to 
AEP-Ohio, such a dedsion would also encourage AEP-Ohio to 
work with stakeholders to ensure that predicteble consumer 
demand response is recognized as a reduction in capacity tiiat 
CSP and OP carry imder PJM market rules and support AEP
Ohio's PDR obligations (Cos. App. at 23-26). 

(104) lEU, OCC, and Integrys each filed a memorandum contra this 
aspect of the Companies' request for rehearing. Like AEPOhio, 
lEU agrees that the Commission had suffident information to 

^̂  In the Matter of the Commission's Investigation Into Any ondAU Matters Related to Demtmd R^ponse Programs 
Offered by the Midwest ISO and PJM Interconnection, Cause No. 43566 (FelwuaTy 25,2009 Oder). 
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decide this issuer but supports the Commission's condusion to 
allow retail participation in DRP until a dedsion is ultimately 
made. Fturther, EEU asserts that the bases AEPOhio dtes for 
support of its request for rehearing are inaccurate and/or 
misleading (lEU Memo Contra at 10-11). lEU and OCC stete 
that AEPOhio has mischaracterized the Indiana URCs ruling. 
lEU contends that the Indiana URCs position is irrdevant as 
Indiana operates imder a cost-based ratemakit^ regime unlike 
Ohio (lEU Memo Contra at 11). Further, OCC dtes and DEU 
quotes the Indiana URC's order to state, in part: 

The initiation of the Commission's investigation in 
this Cause did not alter the Commission's existing 
regulatory practice of requiring approval prior to 
direct participation by a reteO customer in an 
[regional transmission organization demand response 
program]. Nor did the Commission's investigation 
prohibit Indiana end-use customers desiring to partidpide 
in P]M's DRPs from filing a petition seeking approval 
from the Commission, Instead, the Commission 
commenced this investigation to determine whether, 
and in what manner, the Commission's regulatory 
procedure should be modified or streamlined to address 
reijitests hy end-use customers based on the itnporhmce of 
demand response and the increased interest in partidpation 
in RTO DRPs. [Emphasis added.̂ -̂  

lEU and OCC note that of the five Indiana customei^ tiiat 
requested approval to partidpate in the RTO DRP, as of the 
filing of the memoranda, three requests had been approved and 
two were pending (lEU Memo Contra at 12, n.5; OCC Memo 
Contra at 13). In other words, lEU concludes that tiiere is in fact 
no prohibition on customer partidpation 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 ite 
PDR requirements under Section 4928.66, Revised Code 
(Integrys Memo Contra at 8; OCC Memo Contra at 12). Integrys 

1̂  W.at5. 
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explains that the stetute does not require the use of in-stete 
demand response resources, prohibit participation in RTO DRP 
or require the mercantile customer to integrate or commit tiieir 
DRPs to AEPOhio. Commitment is at the mercantile 
customer's option. Furtiier, Integrys interprets the 
Commission's decision in the Duke Energy of Ohio ESP case to 
affirm its interpretetioni® (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 representetion that customer 
partidpation in DRP will not benefit AEP-Ohio's customers by 
decreasing AEPOhio's load. OCC reasons, and Integrys agrees, 
that DRP improve grid reliability and make markets more 
efficient by avoiding the cost associated with new generation to 
service load and, as such, the intervenors reason that DEtP are a 
benefit to all customers participating in the RTO's market (OCC 
Memo Contra at 12; Integrys Memo Contra at 9). Integrys 
rationalizes ihat customers partidpating in the PJM DRP tmder 
AEPOhio Schedules C^2, GS-3 and GS-4 pay demand charges 
for firm capacity irrespective of whether the customer takes 
service or service is curteiled (Integrys Memo Contra at 9). lEU 
claims that AEP-Ohio's arguments Implidfly concede that FJM's 
DRP are more valuable to custom^s than the interruptible 
service ofiered 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 wiU cause additional long-term 
capadty costs for nonpartidpating customers is misleading at 
best. lEU explains that, should any additional long-term 
capadty costs be incurred, it would not be tiie result of 
customers participating in RTO DRP, but ABPOhio's 
commitment to meet the generation resource adequacy 
requirement of all retell suppliers within its 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). 

" In the Matter of the Aj^lication of Duke Energy Ohio, lnc.,f6r Approval of an Electric Seamt}f Plan, Ovse No. 
08-920-EL-SSO, et al, Opinion and Order at 35 (December 17,2008). 
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(106) Integrys and lEU assert that any faflure of AEPOhio to comply 
with the FDR requirements of Section 4928.66, Revised Cede, 
are not because of customer partidpation in PJM's DRP but the 
lack of attractive programs offered by AEPOhio (lEU Memo 
Contra at 13; Integrys Memo Contra at 7). Furtiier, Integrys 
notes that the Companies' three interruptible service offerings 
(Schedule IRP-D, ECS Rider and PCS Rider) have only 8 AEP
Ohio customers (Integrys Memo Contra at 7). Further, Integrys 
suggests that, if the Companies beHeve that the DRP are 
affecting the Companies' PDR compliance plans. Section 
4928.66(A)(2)(b), Revised Code, permits AEPOhio 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 Companies 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-Ohio's 
application for rehearing as to the PJM DRPs. 

(108) The Commission rejects AEPOhio'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 CommissicHi 
is not convinced by AEPOhio's daims that an abrupt change in 
the Commission's decision would not harm customers already 
registered to partidpate in PJM's DRP, given that customers 
may have entered into contractual arrangements, invested in 
new equipment, and agreed to operational commitaents in 
reliance on the Commission's Order. Thus, we affirm our 
decision not to prohibit AEPOhio's SSO customers' from 
partidpating in PJM's DRP at this time and wfll reconsider our 
decision in a subsequent proceedii^. Finally, flie Commission 
notes that AEPOhio, lEU, Integrys nor OCC presented, in their 
respective briefs or memoranda, quantification of record 
evidence to address the Commission's primary corKem with 
this provision of the ESP. The Commission requires additional 
information to consider the costs incurred by various customars 
to balance the interest of AEPOhio customers participating in 
PJM's DRP and the cost AEPOhio's other customers incur via 
the Companies' retell rates. Moreover, none of the arguments 
presented in the applications for rehearing or the memoranda 
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contra suffidentiy address this aspect of the PIM DRP and, 
therefore, fail to persuade the Commission to reconsider its 
dedsion regarding PJM DRP partidpation. In further 
consideration of the need to balance the potential benefits to 
PJM DRP participanfe and tfie costs to AEPOhio ratepayers, the 
Commission clarifies that AEP-Ohio customers under 
reasonable arrangements with AEPOhio, induding, but not 
limited to, EE/EDR, economic devdopment arrangements, 
unique arrangements, and other special tariff schedules that 
offer service discotmts from the applicable tariff rates, are 
prohibited from also partidpating in PJM DRP, unless and until 
the Commission decides otherwise in a subsequent proceeding. 
The remaining issues in the applications for rehearing on PJM 
DRP partidpation are denied. 

C. Effective Date of the ESP 

(109) OCC clahns that the Commission erred by peimitting AEPOhio 
to apply thdr amended tariff schedules to services rendered 
prior to the entry of the Commission approving such schedules, 
in violation of Sections 4905.22, 4905.32, and 4905.30, Revised 
Code, and the Ohio and United States Constitutions (OCC App. 
at 18-19, 24-25). OCC recognizes that ttie effective date of the 
tarifis, as corrected by the Entry Nunc Pro Tunc issued on 
March 30, 2009, was ""not earlier than both the commencement 
of the Companies' Aprfl 2009 bOling cycle and the date upon 
which the final tariffs are filed with the Commission" (Id.), 
However, OCC asserts tiiat 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, which 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 asserts that the Commission erred by esteblishing the 
term of flie ESP beginning January 1,2DQ9, which equates to the 
Companies collecting retroactive rates for the period January 
2009 through March 2009, in violation of Ohio law and case 
precedent (Id. at 20-24). 
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(111) OCC further alleges fliat the Order violates Section 4928.141(A), 
Revised Code, which OCC interprets to require an dectric 
utility's rates in effect January 1,2()09, 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) AEPOhio opposes the intervenors' claims regarding retroactive 
ratanaking, stating that the various daims are without merit 
and should be rejected (Cos. Memo Contra at 14-25). AEPOhio 
explains that the Cominission's Order, as darified by the Entry 
Nimc Pro Tunc, approved a modified ESP with a term 
commencing January 1,2009, and ending December 31,2011 (Id. 
at 14). AEPOhio filed compliance tariffs implementing the new 
rates adopted in the ESP, cominendng with the first billing cyde 
of Aprfl 2009, which induded an offset of the revenues collected 
from customers during the interim period (Id.). The Companies 
argue that Sections 4905.22 and 4905.32, Revised Code, require 
public utilities to charge rates that are authorized by the 
Commission, as reflected in approved tariffs at the time of the 
bflling, which AEPOhio properly did, and OCC's general 
disagreement with adopting rate increases on a bills-rendered 
basis is not an issue unique to this proceeding (Id. at 16). 

(114) AEPOhio furtiier responds that the Commission authorized a 
three-year ESP with a term of January 1, 2(X)9, through 
Decernber 31, 2011, and required that the revenues that were 
collected during the interim period, pursuant to Case No. 08-
1302-EL-ATA, be offset by the new rates (Id. at 17). AEPOhio 
states that the Commission did not esteblish retroactive rates 
tnit, instead, used a prospective rate mechanism to implement 
the full term of the ESP. The Compardes also note that the 
Commission's decision did not provide for new rates during the 
first quartet of ^)09 and did not require the Companies to 
backt^l individual customers for service already provided and 
paid for. 
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(115) It has been a long standbig Commission policy to approve the 
effective date of tariffs on either a bills-rendered or services-
rendered basis depending on the specific facts of each case. As 
noted by the Companies, "folrdering rate increases effective on 
a bills-rendered basis is a widdy used and esteblished practice 
in various types of rate cases" (Cos, Memo Contra at 16). 

(116) We also agree with AEPOhio that our dedsion does not 
constitute retroactive ratemaking in violation of Keco Industries, 
Inc, V. andnnati & Suburhm Bell Tel Co, (1957), 166 Ohio St 254 
(Cos. Memo Contra at 18). Durbig the interim period (first 
quarter of 2009), the Commission approved rates pursuant to 
Section 4928.141(A), Revised Code,^^ and, subsequentiy, 
through our Order in this proceeding, we authorized the 
revenue collected during the interim period to be offset against 
the total allowable revenues that the Companies are authorized 
to recdve pursuant to their ESP, as modified by the 
Commission (Order at 64, corrected by Entry Nunc Pro Tunc at 
2), The Commission did not permit flie Companies to go back 
to January 1, 2009, and re-bfll customers for the consumption 
that they used during the first quarter of 2009 at the higher rate 
established by our Order. Had our Order allowed the 
Companies to re-bill customa:s at the higher rate based on 
actual consumption horn January 1, 2009, flurough March 31, 
2009, which it did not, we would agree fliat an order 
authorizing such rebillihg would constitute retroactive 
ratemaking, 

(117) As explained previously, our Order remains consistent with 
Section 4928.141, Revised Code, which 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 Tunc at 2). The Commission approved ABPOhio's three-
year ESP, with modifications, but cfid not allow AEP to collect 
higher rates associated ivith that approved ESP imtil the first 
billing cycle of April 2009. We darified our intent to this effect 
in our Entry Nunc Pro Time, pages 1- 2: 

In re Columbus Sothem Power Co. and Ohio Pouxr Co,, Case No. D8-1302-El^ATA, Finding and Order at 2-3 
(December 19, 2008) and Fmding and Order at2 (February 25,2009). 
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It was not the Commission's intent to altow the 
Companies to re-bfll customers at a higher rate for 
their first quarter usage. The new rates esteblished 
pursuant to tiie ESP were not to go into effect tmtil 
final review and approval by the Commission of the 
Companies' compliance tarifiis. Given that our order 
was issued on March 18, 2009, and that the 
Companies' existing tariffs approved by the 
Commission were scheduled to ecpire no later than 
the last bming cycie of March 2009, it was anticipated 
that the new rates would not become effective until 
the first billing cycle of April. 

(118) We further addressed these issues in our entry issued on 
March 30, 2009, when we denied the request for a stay 
(March 30 Entry). In tiiat March 30 Entry, we specifically steted 
that we disagree with the characterization that our action 
allowed AEP-Ohio to retroactivdy 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 fmding and order issued on December 19, 
2008, in <::ase No. 08-1302-EL-ATA, the Comnti^on established 
rates for the interim period, steting that "the rates in effect on 
July 31, 2008, would continue until an SSO is approved in 
accordance with Section 4928.142 or 4928.143, Revised Code" 
(March 30 Entry at 3). Moreover, we agree witii ABPOhio's 
understanding of the offset required by our Order (Cos. Memo 
Contra at 22). The ofiset was an adjustment that the 
Commission believed to be fair in calculating the incrementally 
higher revenue authorized for 2009, in light of the timing of tiie 
Commission's decision on the ESP and tiie need for an interim 
plan. The Commission has considered all of the arguments 
raised siu-rounding 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. Accordmgly, the Corrunission 
finds that its Order does not constitute retroactive ratemaking, 
and does not violate any statute or constitutional provision. 
Therefore, we deny rehearing on all grounds associated with the 
effective date of the new ESP rates. 
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(119) Furthermore, the Cbmmission finds that the Companies' should 
file revised tariffe 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 which final tariffe 
are filed vdfli the Commission. In l i ^ t of the timing of the 
dfective date of the new tariffs, the Commission finds that the 
tariffs shall be effective for bills rendered on or after tiie 
effective date, and contingait upon final review by the 
Commission. 

IV. SIGNIFICANTLY EXCESSIVE EARNINGS TEST (SBET) 

(120) In the Order, the Commission concluded tiiat flie SEET would 
be esteblished within the framework of a workshop to develop 
a common methodology for all Ohio electric utilities. The 
Commission reasoned that, pursuant to Section 4928.143(F), 
Revised Code, there is time to develop a ccHnmon methodology 
for all Ohio dectric utilities because the SEET will not actually 
be applied until 2010 for the year 2009, o^isistent with tiie 
Commission's dedsion in tiie FirstEnergy ESP Case.20 
However, the Cammission recognized that AEPOhio required 
certain information to evaluate the modified ESP. The 
Commission noted that the Companies' earnings from off-
system sales would be exduded from fuel c<^ts and, consistent 
v/ith that decision, also excluded off-system sales margins from 
any SEET. 

A. AEPOhio as a single-entity for SEET 

(121) AEP-Ohio, in its thirteenth assignment of error, requeste that 
the Commission provide further darification of the SEET and 
the scope of the issues to be addressed at the SEET workshop. 
AEP-Ohio requests tiiat flie SEET apply to CSP and OP as a 
single entity because investments in the dectric utiUties are 
made and their operations are conducted on a comtnned basis. 
The Companies 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 

2" In re Oho Edison Company, The Qeoeland Ekctric Wuminating Company, and tiie Tofedfl Edison Company, 
Case No. 08~935-EL.SSO, Opinion and Order (December 19,2008). 
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identical SEET methodology for each Ohio electric utility (Cos. 
App. at 40-41). 

(122) Whfle lEU does not take a position, at this time, on the merits of 
AEPOhio'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 the otiier hand, OCX opposes AEPOhio's request. OCC 
profiers that despite Stafi's belief that the consolidated 
evaluation of the Companies' earnings for purposes of the SEET 
would help mitigate "asjnmmetrical" risk. Staff was reluctant to 
address the issue ol whether such practice was permitted 
pursuant to SB 221. OCC argues that combining CSP and OP 
for SEET purposes is prohibited by the stetute. OCC notes that 
paragraphs (C) 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 retell dectric 
distribution service," As such, (DCC contends that the statate 
dearly expresses the legislative intent and tiie stetute must be 
applied accordingly.^^ Thus, OCC reasons that the earnings of 
CSP and OP cannot be combined for calculation of ihe SEET 
pursuant to the stetute (OCC Memo at 14-15). 

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

B. ^ 

(124) Kroger reasons that the Order is unreasonable and imlawful 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 claims that the Order does not explain why OSS 
margins are excluded from the SBET (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 Warner v. Pub. Util Comm. (1996), 75 Ohio St3d 229, 237, dting Provident Bank v. VJood (1973), 36 
Ohio St.2d 101. 
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Commission exdude OSS margins as an offset to the FAQ flien 
the Commission should then include OSS margins in the SEET. 
Kroger argues that the Order inappropriately allows AEPOhio 
to retain all o£ the benefits of OSS margins and AEPOhio's 
distinction between SB 221's focus on retail sales as opposed to 
wholesale transactions is unsupported by legal aufliority and 
contrary to Ohio law. Kroger reasons that AEPOhio's 
generating assets, which produce dectridty for OSS, are 
induded in the calculation of the Companies' common equity 
and, therefore, OSS should be included in the SEET. Furtiier, 
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 that the Commission reconsider the Chrder to at least 
share OSS margins with AEPOhio'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 dedsion in a prior CEI Rate Case.^ Further, OCC 
asserts that the Commission has previously determined that 
providing OSS revenue to jurisdictional customers can assist in 
achieving the goal of providing reliable and safe service and is 
consistent with the stete policy set forth in Section 492S,02(A), 
Revised Code.^^ OCC argues that, although flie law does not 
explidtiy require an allocation of OSS to customers, flie law also 
does not explicitly prohibit it. Thus, OCC reasons tfiat 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 decisions were in error. For this 
reason, OCC alleges that the Commission's Order yields an 
unreasonable and unlawful result as to the SEET (OCC App. at 
18). 

22 In the M a t t e r of the Application of the Cleveland Electric I l luminating Company fo r Author i ty to Amend and to 
Increase Certain of it Filed Schedules Fixmg Rates a n d Charges for Electric Service, C a s e N o . 84-1S8-EL-AIR, 
Opinion and Order at 21 (March 7,19B5). 

23 In the Mat te r of the Application <f the Cincinnat i Gas & Electric Company for an Increase in its Rates Jbr Gas 
Seruice to AH Jurisdictional Customers, C a s e N o . 95-656-GA-AIK, E n t i y o n Re t i ea r ing a t 6-7 (Fe lmia ry 12, 
1997). 

24 Cieoeltrnd Elec. I l luminating (1975), 42 C»iio St .2d 4 0 3 a t 4 3 1 . 
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(126) OEG and OMA argue that the exdusion of OSS create a 
fundamental asymmetry by comparing only part of flie earnings 
of ABP-CSiio with the full earnings of the comparable 
companies (OEG App. at 2-4; OMA App. at 4-5). OEG argues 
that the "return on common equity that was earned" by the 
Companies indudes profits from OSS. OEG contends there is 
no stetutory basis for comparing only part of the earnings of 
AEPOhio with basis full earnings of the comparable compardes 
and such a comparison distorts the analysis. As a key consumer 
protection provision of SB 221, OEG asserts that fafling to 
indude ail of the Companies' earnings undermines the 
intentions of and the plain meaning of the statue. OEG notes 
that the record reveals that, during the term of the ESP, 
projected OSS profits are $431 mfllion for OP and $360 million 
for CSP and ignoring such earnings misconstrues the stetoe and 
fails to provide meaningful consumer protection as intended by 
SB 221. On such basis, OEG and OMA argue that tiie 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 whether AEPOhio's ESP 
results in excessive earnings and includes all provisions of the 
ESP, induding deferrals. OCC believes that eliminating 
deferrals from the SEET is an imautiiorized adjustment and 
opines that the elimination of the deferrals is unlawful as it is 
not authorized by the stetue. OCC argues that diminating 
deferrals from the SEET will misstete the Companies' earnings, 
distorting the match between expenses and revenues and 
distorting the SEET, OCC asserts that the exclusion of the 
deferrals unlawfully gives AEPOhio a margin and virtudly 
ensures tiiat the Companies will not violate the SEET (CX:C 
App. at 67-68). 

(128) OEG agrees with the Commission's decision to exdude 
def^xals and the rdated expenses from the SEET so that 
deferrals are matched with revenues when revenues are 
received by the Companies. However, OEG seeks darification 
of the Order to the extent that the Companies' armual earnings 
for purposes of the SEET will exclude 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 intervenors' requests to reconsider the exdusion 
of OSS margins from the SEET calculation. We have dedded 
that like our ccmsideration of whetiier to treat AEPOhio as a 
single-entity for purposes of the SEET, OSS is an issue more 
appropriately addressed in the SEET workshop. Similarly, the 
Commission condudes ihat to further explore the issues of 
deferrals and related expenses, in regards to the SEET, we will 
also address these components of the SEET as part of the 
workshop. 

V. MARKET-RATE OFFER (MRO) v. ESP 

(130) AEP-Ohio argues that the Order is unlawful and unreasonable 
because Section 4928.143(C)(1), Revised Code, does not permit 
the Commission to modify the ^ P if tfie proposed ESP is more 
favorable than the MRO (Cos. App. at. 4-5). OCC disagrees and 
states that the Commission properly applied the stetutory test 
when it compared the modified ESP to the results tiiat would 
otherwise apply under a MRO (OCC ^temo Contra at 9). 
Similarly, Kroger, OPAE, lEU, and OEG assert that the 
Commission properly exercised ite stetutory authority to 
modify the proposed ESP to make it more favorable flian the 
expected results of a MRO {Kn>ger Memo Contra at 4; OPAE 
Memo Contra at 4-5; IBU Memo Contra at 7; OEG Memo Contra 
at 3). 

(131) We agree with the intervenors. The stetute contemplates 
modification of a proposed "BSP by the Commission, and flien a 
comparison of the modified ESP, as approved, to the results that 
would otherwise apply under a MRO. As explained in our 
Order, our statotory aufliority 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, AEPOhio's rehearing request is denied on 
this ground. 

(132) lEU argues that the costs associated with the POLR obligation 
should not be induded in the MRO portion of flie ESP versx^ 
MRO comparison (lEU App. at 43-44). lEU cont^ids 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 Contra at 13). AEP-Ohio contends that its 
risk assodated 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 witiiout 
including the POLR obligation (Id.). 

(134) lEU also appears to be requesting rehearing daiming that the 
Order does not provide adequate justification or ofier even the 
"slightest due" for its decision as required by Section 4903.09, 
Revised Code (lEU App. at 22-26). However, lEU then argues 
that the market price that the Commission used in its 
comparison is too high and that, since testimony was ffled in the 
proceeding, market prices have declined, lEU is su^esting that 
the Commission do on rehearing exacfly what it criticizes the 
Commission's Order for doing, which is base its opinion on 
information and date that is not in the record of the proceeding. 
AEPOhio objects to lEU's approach of using extra-record 
information to stete 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 w e i r e d the evideiKe in the 
record and adopted Staffs estimated market prices, as wefl as 
Staffs 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 expHcitiy 
stating which quantification analysis that it used, the 
Commission explained that Staff witness Hess' methodcrfogy 
induded 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 the 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 ofiered testimony of estimated market prices of $74.71 per 
MWH and $73.59 per MWH for CSP and OP, respectively. 
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which were then utilized by Staff in an MRO v. ESP comparison 
(Staff Ex. 1-A, Revised Exhibit JEH-1). Utilizing tiiek respective 
estimated market pric^, both OOEA (which indudes OCQ and 
Staff concluded that the ESP, if modified, was mcare fevorable 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, thus, 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 this case and all arguments raised on rehearing, the 
Commission does in fact find that the E ^ , induding deferrals 
and future recovery of deferrals, as modified by the Order and 
as further modifi^ 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 this entry, it is further 
modifying AEPOhio's ESP to reduce the rate impacts on 
customers. The Commission bdieves that the modifications 
made in this entry increase the value of the Companies' 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 favorable in the 
aggregate as compared to the expected results that would 
otherwise apply under Section 4928.142, Revised Code. 

VI. SECnON 4903.09. REVISED CODE 

(138) lEU generally argues that the Commission's decision fails to 
comply with the requirements of Section 49(B.09, Revised Code, 
to suffidently set forth the reasons proinpting the Commission's 
dedsion based upon the finding ot fact in regards to carrying 
costs, FAC, flie rate increase limitetion, POLR, the transfer of 
generation assets, 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, OCC argued that the Ccanmission fafled to meet the 
sufficiency requirements of Section 4903.09, Revised Code, 
when it denied OCC's moticm for stey in its March 30, W09, 
Entry Nunc Pro Tunc, and fafled 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, steting fliat the Commission explained the bases 
for its determination of the issues raised in this proceecfing in a 
manner that satisfies Section 4903.09, Revised Code, as well 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 Cammission finds that it fully and 
ad^juately set forth its dedsions in its Order, consistent with 
Section 4903.09, Revised Code, and long standing precedent. 
See Industrial Energy Users-Ohio v. Pub. Util Comm, (200S), 117 
Ohio Si3d 486, 493, 2008 Ohio 990; M Q Telecom, Corp. v. Pub. 
Util Comm. (1987), 32 Ohio SL3d 306,513 N,E.2d 337; Tongren v. 
Pub. urn. Com, (1999), 85 Ohio St.3d 87,1999 Ohio 206. 

It is, tiierefore, 

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

ORDERED, That the Companies file, for Commission review and approval, their 
revised tarifis consistent with this entry. It is, further. 
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ORDERED, That a copy of this entry on rehearing be served upon all parties and 
other interested persons of record. 

THE PUBLIGOTIUTIK COMMISSION OF OHIO 

Alan R. Schriber, Chainnan 

Paul A. cfentoldla Ronda Hartman Fergus 

-tAuyt ^yg/:^ l^c^— 
Cheryl L Roberto 

KWB/GNS:ct 

Entered in the Journal 
JUL ?̂ 3 2089. 

fjŷ UtĴ  9 ,̂̂ ^^^"^^ 
Rene6 J. Jenkins 
Secretary 



BEFORE 

THE PUBLIC UTILITIES COMMISSION OF OHIO 

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

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

CaseNo. 08-917.HL-SSO 

Case No. (^-918-EL-SSO 

CONCURRING OPINION OF COMMI^IONER CfiERYL L ROBERTO 

It is the Commission's responsibility to promote the policy of this stete to "ensure 
the availability to consumers of ... reasonably priced retefl el^itric service." R.C. 
4928,01(A). We are mandated to approve or modify and approve an electric security 
plan (ESP) when we find that the plan or modified plan, including its pricing and all 
other terms and conditions, including any deferrals and future recovery of deferrals, is 
more favorable in the aggregate as compared to the expected results tiiat would 
otiierwise apply under RC. 4928.142. R.C. 4928.143(0(1). 

While an ESP may include components described in R.C. 4928.143(B)p), 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 which a cost increase is 
expected or demonstrated obscures the failure to conduct the cor<^ary examination of 
components of the base rate in which savings have occurred or in which revenue has 
increased. Thus, we are practicaUy 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 
dedsions expressed in paragraphs 18, 38, and 76 of the order and write separately to 
highlight that, while I do not agree as to these policy decisions, I do concur in the result. 
As to the FAC baseline, in a cost-based matter it would be unacceptable to sacrifice 
accuracy when, alternatively, the Commission could order tiie record to be reopened for 
the sole purpose of recdving updated testimony as is appropriate for information that 
could not have been known at the time of the hearing pursuant to Rule 4W1-1-34 of the 
Ohio Administrative Code, or order that the basdine be trued-up to account for actoal 
2008 fud costs during annual recondliaticai. 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 carr3dng costs for environmental expenditures should be accrued 
at the weighted average cost of capital when tiiere has been no fmding that the debt has 
been prudently incurred taking into account the avaflability of pollution control funds. 
Nor can I find, as to the incremental iiKrease in the provider of last resort cost, iliat the 
Black Scholes model is an appropriate tool to determine an appropriate POLR char^, 
or that an increased risk of migration exists which 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 
Clompanies' authorized revenue which, when combined with revenue realized from 
other components of the ESP, results in a particular price for retell dectric service. It is 
this price, together with all the terms and conditions of the modified ESP, fliat must be 
more favorable in the aggregate ttian 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 otiierwise apply under R.C. 
4928.142 when compared to this price is of neces^ty speculative. The calculation must 
indude a projected market cost. Within tiie existing record, I concur that the project^ 
market cost has been appropriately defined,^ I do, however, find fliat, as argued by lEU 
and as summarized in paragraph 132, such a calculation may not properly indude an 
incremental POLR increase. However, as stated in paragraph 137, even when 
correcting for this error by eliminating the incremental POLR increase firom the MRO 
cost, I spedficaUy concur that the modified ESP is stfll more favorable in the aggregate 
as compared to the expected results of an MRO. 

C h e r y l ^ Roberto, Conurdssioner 

Given the significantly different ecoiKXEnic conditions whkh existed between the time of the record 
testimony and the time at which the Commission considered this matter (bofii as to the original entry 
and upon rehearing), I would, however, have supported reopening the record for the limited purpose 
of refreshing the market price projections as this inforznatzon w&s not available at the time of flw 
hearing. 



4 ATTACHMENT D 

BEFORE 

THE PUBLIC UTILITIES COMMI^ION OF OHIO 

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

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

Case No. 08-917-EL-SSO 

Case No. 08-918-EL-SSO 

SECOND ENTRY ON REHEARING 

The Commission finds: 

(1) On July 31, 2008, Columbus Southern Power Company (CSP) 
and Ohio Power Company (Ohio Power) (joinfly, AEP-Ohio or 
the Companies) filed an application for a standard service offer 
(SSO) pursuant to Section 4928.141, Revised Code. The 
application was for an electric security plan (ESP) in 
accordance with Section 4928.143, Revised Code. 

(2) On March 18, 2009, the Commission issued its opinion and 
order (March Order) in these matters approving, with 
modifications, AEP-Ohio's proposed ESP. Tlie Commission 
amended, nunc pro tunc, its March Order on March 30,2(M)9. 

(3) Pursuant to Section 4903.10, Revised Code, any party who has 
entered an appearance in a Commission proceeding may apply 
for rehearing with respect to any matters determined by the 
Commission, within 30 days of the entry of the order upon the 
Commission's journal. 

(4) On April 16, 2009, and April 17, 2009, applications for 
rehearing of the March Order were ffled by numerous parties. 
On May 13,2009, the Comniission granted rehearing for further 
consideration of the matters specified in the applications for 
rehearing. By entry on rehearing issued July 23, 2009, the 
Commission granted, in part, and denied, in part, the various 
applications for rehearing of the March Order 0uly Entry). 
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(5) The Companies and Industrial Energy Users-Ohio (lEU) filed 
applications for rehearing of the Commission's July Entry on 
July 31, 2009, and August 17, 2009, respectivdy. lEU and tiie 
Ohio Consumers' Counsel (OCQ filed memoranda contra the 
Companies' request for rehearing on August 10, 2009. The 
Companies filed a memorandum contra lEU's application for 
rehearing on August 27,2009. 

(6) By entry issued August 26, 2009, the Commission determined 
that the applications for rehearing presented sufficient reason 
to warrant furtiier consideration of the issues raised therein. 
Furthermore, to facflitate the concurrent consideration of the 
applications for rehearing filed by AEP-Ohio and lEU, the 
Commission granted the applications for rehearing. In this 
entry on rehearing, the Commission addresses the merits of the 
issues raised by AEP-Ohio and lEU. 

Waterford and Darby Generating Assets 

(7) in its March Order, the Commission found AEP-Ohio's request 
to transfer the Waterford Energy Center (Waterford) and the 
Darby Electric Generating Stetion (Darby) facilities premature 
and directed CSP to file a separate application for authority to 
sell or transfer the generating assets. However, the 
Commission conduded that CSP should be allowed to recover 
Ohio customers' jurisdictional share of costs associated with 
the maintenance and operation of Waterford and Darby (March 
Order at 51-52). lEU argued on rehearing that the 
Commission's decision to allow CSP to recover costs for the 
Waterford and Darby facilities lacked record evidence arid the 
record lacked any demonstration of need. Upon further review 
of the issue, the Commission concluded that the Companies 
had not demonstrated that their revenue is inadequate to cover 
the costs associated with the Darby and Waterford facilities and 
directed the Companies to reduce the annual recovery of 
expenses in the ESP by $51 mfllion including associated 
carrying charges related to the facilities Quly Entry at 35-36). 

(8) AEPOhio argues that the July Entry is unlawful and 
unreasonable to the extent that the Commission revoked the 
Companies' ability to recover the costs a^odated with the 
Waterford and Darby plants without reconsidering the 
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Companies' authority to sell or transfer the plante pursuant to 
Section 4928.17(E), Revised Code. 

The Companies note that the fadlities were purchased in 
anticipation of generation rates being market-based under 
Amended Substitute Senate Bill No. 3 (SB 3) and have never 
been induded in CSFs rate base. Further, the Companies 
offered testimony which states that Ohio customers' generation 
rates do not reflect CSFs investment in the plants or the 
expense of operating and maintaining tiie plants. The 
Companies argue that in light of the Commission's revocation 
of CSFs authority to recover Ohio customers' jurisdictional 
share of the costs associated with the Darby and Waterford 
facilities, the Commission should authorize CSP to seU or 
transfer the facilities in accordance with Section 4928.17(E), 
Revised Code. Further, the Companies claim that the 
Commission is legally required to authorize the sale or transfer 
of the generating assets if the Commission will not allow cost 
recovery for the generating assets (Cos. App. 2-4). 

(9) In response, lEU argues that, as the party seeking an increase in 
the total amount of allowable revenue, AEP-Ohio has the 
burden of proof to demonstrate that the existing rates fail to 
produce adequate revenue. lEU adds tiiat a mere 
demonstration that a particular cost is not currentiy reflected in 
the electric utilit5^s existing rates may suggest, but is not 
evidence, that the revenues do not provide adequate 
compensation. Furthermore, lEU argues that Amended 
Substitute Senate Bill No. 221 (SB 221) does not esteblish or 
maintain a cost-of-service, least cost service, or just and 
reasonable service standard as was done with traditional 
ratemaking or bundled rate regulation pursuant to SB 3. lEU 
reasons, therefore, that AEP-Ohio's claim that it is entifled to 
some sort of cost-based recovery for the generating assets is 
contrary to Ohio law and other claims made by the Companies 
(lEU Memo Contra at 3-6). 

OCC, in its memorandum contra, argues that the July Entry 
merely recognized that under Section 4928.143(C)(1), Revised 
Code, the Companies bear the burden of proof in this case and 
have failed to meet that burden of proof. OCC argues the 
Companies' request for authorization to sell or transfer the 
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Waterford and Darby facilities at some future date, without 
f fling or complying with the applicable rules that govern such a 
transfer, is inappropriate. OCC reasons that, if and when the 
Companies have developed a plan to sell or transfer, rather 
than just a request for pre-approval, it should file the plan 
pursuant to the rules adopted by the Commission. OCC 
contends that following the rules enacted on this very issue will 
give interested parties the opportunity to fuUy explore the 
implications of the sale or transfer (OCC Memo Contra at 1-3). 
Accordingly, lEU and OCC argue that the Companies' 
application for rehearing should be denied. 

(10) Whfle the Commission tdtimately concluded that the 
Companies fafled to demonstrate that the revenue to be 
received was inadequate to cover the costs assodated with the 
Darby and Waterford facilities and, therefore, the ESP was 
modified, the Commission did not prohibit the Companies 
from selling or transferring the facilities. The Commission 
directed the Companies to make a separate application for 
approval to seU or transfer the facflities, consistent with the 
requirements of Section 4928.17(E), Revised Code. Our 
decision in the March Order and the July Entry was based on 
the Companies' testimony that there was not a "present plan to 
exercise" the aufliority to sell or transfer the Darby or 
Waterford plants and the Staff's observation that tiie transfer or 
sale of the facilities could have a potential financial and policy 
impact at the time of the transfer (Cos. Ex. 2-A at 42; Staff Ex. 7 
at 3). AEP-Ohio has not presented any reason in its request for 
rehearing that convinces the Comniission to reverse its March 
Order or the Jtdy Entry to the extent that the Commission 
concluded that the Companies' request for authority to transfer 
or sell the facilities is premature. When the Companies have 
established a plan to exerdse their authority to sell or transfer 
the facilities, they should fOe such plan with the Commission 
for our consideration as required by Section 4928.17(E), Revised 
Code. Accordingly, AEP-Ohio's application for rehearing is 
denied. 

PIM Demand Response Program 

(11) In its application for rehearing, lEU asserts that the July Entry 
unlawfully and unreasonably prohibits AEP-Ohio customers, 
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taking service pursuant to reasonable airangemente, fixim 
participating in the PJM demand response program (DRP). 
lEU argues that it is unreasonable for the Commission to 
prohibit customers under reasonable arrangemente from 
participating in the PJM DRP until the Commission considers 
the issue, as a whole, in a separate proceeding, because the 
Commission believes that it lacks suffident information or a 
reasonable basis to make such a determination. Further, lEU 
recommends that the Commission address any concerns that it 
has about customers with reasonable arrangements 
participating in the PJM DRP on a case-by-case basis, pursuant 
to the Conunission's authority under Section 4905.31, Revised 
Code (lEU App. at 5-7). 

lEU also argues that the Commission's July Entry violates 
Section 4903.09, Revised Code, to the extent that it faUs to 
provide any citation to record evidence or to provide an 
explanation for the Commission's decision to prohibit 
customers with reasonable arrangements from participating in 
the PJM DRP (U at 7-9). 

(12) AEP-Ohio notes that the July Entry explains the Comniission's 
rationale regarding PJM DRP partidpation as a need to further 
balance the potential benefits to PJM DRP partidpants and the 
costs to AEP-Ohio's ratepayers. In the context of the numerous 
pages of testimony, the summation of the arguments, and 
rationale included in the July Entry at 36-41, AEP-Ohio posits 
that the explanation is adequate to support the temporary, 
partial restriction on retail participation in the PJM DRP in light 
of the multitude of concerns raised in this matter. Further, 
AEP-Ohio reiterates, as Staff testified, that the Companies and 
AEP-Ohio's customers incur costs assodated with retell 
customer participation in the PJM DRP, as the Companies 
count the customer's load as firm under the Companies' Fixed 
Resource Requirements (FRR) that is reflected in AEP-Ohio's 
retail rates. Thus, AEP-Ohio requests that lEU's application for 
rehearing of this issue be denied (Cos. Memo Contra at 2-6). 

(13) The March Order relies on Staffs testimony, which states that 
the PJM DRP cost AEP-Ohio's other customers as the load of 
such PJM program participants continues to count toward the 
Companies' FRR option and such cost is reflected in AEP-
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Ohio's retafl rates (Tr. Vol. VIII at 165-166; March Order at 54). 
The March Order and the July Entry ^pla in the factors that the 
Commission relied upon to reach its dedsion on this issue, as 
well as to support the refinement of the dedsion in the July 
Entry. Recognizing that the FJM DRP offers a benefit to Ohio 
program partidpants, in the March Order, the Commission also 
recognized that the record indicated that the PJM DRP costs 
AEP-Ohio's other customers. It is indeed reasonable, upon 
recognition of these facts that, upon further consideration of the 
issue, the Comniission extended its directive to prohibit AEP
Ohio's customers taking service pursuant to reasonable 
arrangements, which reflect a discount of the retafl tariffed rate, 
from also participating in and receiving additional benefits 
from the PJM DRP at the expense of AEP-Ohio's other 
customers. Although the Commission cannot, at this time, 
quantify the costs and benefits of the PJM DRP to AEP-Ohio's 
customers, until the Commission further evaluates and 
addresses the issue, we cannot ignore the fact that reasonable 
arrangement customers, who already receive service at a 
discounted rate, are also securing ber^fits from the PJM DRP at 
the expense of otiier customers. As lEU acknowledges, the 
Commission is vested with the authority to approve such 
reasonable arrangements pursuant to Section 4905.31, Revised 
Code. It is pursuant to such authority, and based on certain 
evidence cited in this entry, that the Conunission finds it 
necessary and appropriate, at this time, to continue to limit 
reasonable arrangement customers from partidpating in the 
PJM DRPr until the Commission further evaluates the issue. 
For these reasons the Commission finds that the March Order 
and the July Entry satisfy the requirements oi Section 49[B.09, 
Revised Code, and, thus, we affirm our decision in the July 
Entry and deny lEU's request for rehearing on this issue. 

"Acceptance" of Modified ESP Rates 

(14) In its last assignment of error, lEU contends that the July Entry 
unlawfuUy failed to prohibit AEP-Ohio from accepting the 
benefits of the rates approved in the K P while simultaneously 
preserving its right to withdraw the ESP. On April 20, 2009^ 
lEU filed an application for immediate rate rdief on the basis 
that AEP-Ohio had filed an application for rehearing asserting 
that various aspects of the March Order were unreasonable and 



08-917-EL-SSO -7-
08-918-EL-5SO 

unlawful and had began billing customers, in accordance with 
the Commission's March 30, 2009 entry approving revised 
tariffs, whfle reserving judgment on whether to withdraw or 
accept the ESP as modified by the Commission. lEU asserts 
that Section 4928.141, Revised Code, requires the prior rate 
plan to continue until a MRO or ESP is approved by the 
Commission and accepted by the electric utility (lEU App, at 9-
12). 

(15) AEP-Ohio responds fliat nothing in Chapter 4928, Revised 
Code, dictetes that an electric utility must forego its right to file 
an application for rehearing of an order modifying its ESP and 
continue to charge its pre-ESP rates whfle the Commission 
considers the argiiments raised by the oflier applications for 
rehearing. By entry issued March 30, 2009, flie Conunission 
authorized AEP-Ohio to charge and collect tariffed rates in 
compliance with the modified ESP, as amended by the March 
Order. Thus, the Companies contend that, by law, it was 
required to charge and collect the authorized SSO rates under 
Section 4905.32, Revised Code. To chaUenge the rates 
implemented pursuant to the March Order, AEP-Ohio states 
IpU was required to file an application for rehearing of the 
March 30, 2009 entry and since lEU did not file an application 
for rehearing of the March 30, 2009 entry and did not raise the 
issue in its application for rehearing ffled on April 16, 2009, 
AEP-Ohio states that the argument is moot and shoifld be 
denied (Cos. Memo Contra at 7-9). 

(16) Given that AEP-Ohio has not filed notice with the Commission 
that it wishes to withdraw its ESP, as modified and approved, 
it is unnecessary to address this issue on rehearing. 
Accordingly, lEU's request for rehearing on this issue is 
denied. 

It is, therefore, 

ORDERED, That the applications for rehearing are denied. It is, further. 
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ORDBRED, That a copy of this entry on rehearing be served upon all parties and 
other interested persons of record. 
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