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s INTRODUCTION AND CONCLUSION

In this proceeding, AEP Ohio' seeks an enormous increase in the capacity charge that it
assesses to competitive retail electric service (“CRES”) providers — from approximately
$20/MW-day (the traditional Reliability Pricing Model (“RPM™) price), to approximately
$355/MW-day (AEP Ohio’s proposed “cost-based” price). Ohio Schools’ Exhibit 101, at 5-6.
As stated in their Initial Brief filed May 23, 2012, the Ohio Schools® intervened in this
proceeding to avoid the rate shock that many school districts experienced under the order issued
December 14, 2011, which approved a stipulation resolving this case and related cases. Ohio
Schools’ Motion to Intervene, at 6. The Ohio Schools’ primary concerns are that the massive
capacity charge increase AEP Ohio is proposing in this phase of the proceeding:

A. would be passed through to school districts which currently
shop, causing similar rate shock;

B. would prevent non-shopping schools from shopping and
from realizing the benefits of a competitive marketplace,
and

C. would force schools to reduce funding for teaching and

staff positions, equipment and materials.

Unfortunately, AEP Ohio’s Initial Brief filed May 23, 2012, confirms the Ohio Schools’
fears. On brief, AEP Ohio recognizes that the capacity charge increase may be passed through to
shopping consumers and advances the incredible position that consumers’ appropriate remedy is

to terminate their CRES contracts, pay early termination fees (AEP Ohio Initial Brief, at 18-19),

' Ohio Power Company and Columbus Southern Power Company merged effective December 31, 2011,
Ohio Power Company is the surviving entity and will be referred to as AEP-Ohio.

? Joint Intervenors Buckeye Association of School Administrators, Ohio Association of School Business
Officials, Ohio School Boards Association and Ohio Schools Council are collectively referred to as the “Ohio
Schools.”
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and apparently return to AEP Ohio’s standard service offer (“SS0”). While acknowledging this
potential termination of all shopping contracts, AEP Ohio has the gall to claim that its proposed
$355.72/MW-day capacity charge actually promotes retail competition in this state. AEP Ohio
Initial Brief, at 16. AEP Ohio’s position is more galling considering that it admits in its Motion
for Relief filed February 27, 2012, that an increased capacity charge of $255/MW-day was
needed in order to keep its customers from shopping. Entry of March 7, 2012, at 5. AEP Ohio’s
position clearly violates the state policy contained in Section 4928.02(C), Ohio Rev. Code,
which is to “[e]nsure diversity of electricity supplies and suppliers, by giving consumers
cffective choices over the selection of those supplies and suppliers...”

As stated in the Ohio Schools’ Initial Brief, if the increased capacity charges are passed-
through to customers, the attendant rate shock will violate Section 4928.02(A), Ohio Rev. Code,
which requires the Commission to ensure reasonably priced electric service.

AEP Ohio has failed to show that its proposed capacity charge complies with the policies
of the State of Ohio contained in Section 4928.02, Ohio Rev. Code. Accordingly, its request to
change the state capacity compensation mechanism from RPM to its “cost-based” proposal must

be denied,

1. ARGUMENT

A. SHOPPING SCHOOLS FACE RATE SHOCK OR CRES
CONTRACT TERMINATION UNDER AEP OHIO’S COST
BASED CAPACITY CHARGE PROPOSAL IN VIOLATION OF
SECTIONS 4928.02(A) AND (C), OHIO REV. CODE.

Ohio Schools’ witness Frye testified at hearing that AEP Ohio traditionally has charged
CRES providers for capacity at RPM prices (Schools Ex. 101, at 5), and that CRES providers

had relied on AEP Ohio’s RPM pricing when setting fhe price in their contracts with Ohio’s
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schools. Id., at 8, 9. However, to protect against subsequent and material regulatory changes,
e.g., changes to capacity charges and new taxes, CRES providers inserted provisions in their
contracts that would permit them to pass through such incremental costs to consumers. Id., at 9;
Tr. X1, at 1769.

Mr. Frye’s assertion that AEP Ohio’s “cost-based” $355.72/MW-day capacity charge
could be passed through to Ohio’s schools was not disputed at hearing.3 Nor does AEP Ohio
dispute Mr. Frye’s assertion on brief. Indeed, AEP Ohio recognizes the existence of such
contract provisions and advances the incredible argument that, if the capacity charges are passed
through to consumers, the consumer’s remedy is to terminate the contract, incur early
termination fees (AEP Ohio Initial Brief, at 18-19), and apparently return to AEP Ohio’s
standard service offer (“SSO™). While acknowledging the potential termination of all shopping
contracts, AEP Ohio has the gall to claim that its proposed $355.72/MW-day capacity charge
actually promotes retail competition in this state. AEP Ohio Initial Brief, at 16. AEP Ohio’s
position clearly violates the state policy contained in Section 4928.02(C), Ohio Rev. Code,
which is to “[elnsure diversity of electricity supplies and suppliers, by giving consumers
effective choices over the selection of those supplies and suppliers...”

As stated in the Ohio Schools’ Initial Brief, if the increased capacity charges are passed-
through to customers, the attendant rate shock will violate Section 4928.02(A}, Ohio Rev. Code,

which requires the Commission to ensure reasonably priced electric service.

3 Indeed, CRES providers confirmed that such pass-through would occur. See, e.g., Tr. IV, at 784;
Tr. VIII, at 1693.
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B. NON-SHOPPING SCHOOLS WILL BE DENIED THE BENEFITS OF
SHOPPING UNDER AEP OHIO’S COST BASED CAPACITY CHARGE
PROPOSAL IN VIOLATION OF SECTION 4928.02(C), OHIO REYV.,
CODE.

Similar to his analysis with shopping schools, Ohio School’s witness Frye testified that
non-shopping schools would be harmed by AEP Ohio’s proposed capacity charge increase, as it
would increase CRES providers’ price of service and impair shopping. Schools Ex. 101, at 10-
11. Mr. Frye testified that even a partial pass-through of the costs would impair shopping. Tr.
X1, at 1769-1770.

On brief, AEP Ohio claims that the $355.72/MW-day capacity charge will not impair
shopping, vet bases its argument largely on the fact that some CRES providers could make
contract offers to some customers based on the current second tier $255/MW-day capacity
charge. AEP Ohio Initial Brief, at 17-18. Shopping at the $255 capacity price clearly is not
probative of the shopping that will occur at the $355.72 level.

AEP Ohio also argues that “some™ CRES providers could provide some contracts at the
$355.72 price (AEP Ohio Initial Brief at 17-18); however, in doing so it misrepresents the
testimony of the Retail Energy Suppliers Association (“RESA”). RESA’s testimony makes clear
that CRES providers generally could not make such offers because the “financials” wouldn’t
support the contract. Tr. IV, at 820-821. The only situation in which such contracts would be
offered would be where a CRES provider was serving a customer in other states and included the
customers’ Ohio facilities as part of national account. Id. Multiple intervenors, including RESA,
testified that shopping would be severely impaired or non-existent at the $355.72 level. See Tr.
VIIL, at 1564; Tr. IV, at 784; RESA Exhibit 101, at S, 12; IGS Exhibit 101, at 5; NFIB Exhibit

101, at 3;
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AEP Ohio’s intent to impair shopping is made evident by its Motion for Relief filed in
this proceeding on February 27, 2012, in which it asked the Commission for an interim two-
tiered capacity charge, with the Tier 1 charge of approximately $145.79/MW-day available only
to the first 21% of load in each customer class, and the Tier 2 charge of $255 available to all
other shopping customers. AEP Ohio sought the two-tiered charge claiming that, if the charge
were based solely on RPM pricing (currently at $145.79/MW-day), it would lose a majority of its
customers to shopping. Entry of March 7, 2012, at 5. The impairment will be much more
significant if the Commission were to approve AEP-Ohio’s proposed capacity charge of
$355.72/MW-day in this phase of the proceeding. AEP Ohio clearly intends to economically
require a substantial portion of its distribution customers to remain on its standard service offer.
Thus, the proposed charge violates Section 4928.02(C), Ohio Rev. Code, because it deprives
consumers of effective choices over their electric supplies and suppliers.

C. STANDARD OF REVIEW

Conspicuously absent from AEP Ohio’s brief is the statutory standard of review under
which the Commission is to determine this proceeding. Instead, AEP Ohio relies on PJM’s
Reliability Assurance Agreement (“RAA™) to support its “right” to cost-based capacity pricing,
and specifically Section D.8 of Schedule 8.1, which provides:

In the case of load reflected in the FRR Capacity Plan that switches
to fa CRES], where the state regulatory jurisdiction requires
switching customers or the {CRES] to compensate the FRR Entity
Jor its FRR capacity obligations, such state compensation
mechanism will prevail. In the absence of a state compensation
mechanism, the applicable [CRES] shall compensate the FRR
Entity at [rest-of-pool or “RTO” clearing prices], provided that the
FRR Entity may, at any time, make a filing with FERC under
Sections 205 of the Federal Power Act proposing fo change the
basis for compensation to a method based on the FRR Entity’s

costs or such other basis shown to be just and reasonable.
(Emphasis supplied.)
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It is settled that the Commission has adopted RPM pricing as the state compensation
mechanism for capacity. See Opinion and Order, December 8, 2010. Under the above language,
Ohio’s RPM compensation mechanism prevails, and precludes AEP Ohio from seeking cost
based capacity rates at the FERC. Rather, Ohio’s statutory provisions apply. In this instance, the
applicable statutory provisions are contained in the state policies set forth in Section 4928.02,
Ohio Rev. Code. The Ohio Schools, and other intervenors in this proceeding, have shown that
AEP Ohio’s proposed changes to the state compensation mechanism for capacity miserably fails
these state policies and must be denied.

11, CONCLUSION

For the foregoing reasons, the Ohio Schools respectfully request the Commission to order

AEP Ohio to continue its traditional, competitively-based, RPM pricing.

Respectfully submitted,

Yoo
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