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FINDING AND ORDER 

The Commission finds: 

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

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

1 By entry issued on March 7, 2012, the Commission approved and confirmed the merger of CSP into 
OP. In the Matter of the Application of Ohio Power Company and Columbus Southem Power Company for 
Authority to Merge and Related Approvals, Case No. 10-2376-EL-UNC. 

2 ESP 1 Order at 22-23. 
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establish a regulatory asset to record and defer fuel expenses 
with carrying costs, at the weighted average cost of capital 
(WACC), with recovery through a nonbypassable surcharge 
to commence in 2012 and continue through 2018.3 The ESP 1 
Order was appealed to the Ohio Supreme Court and 
subsequently remanded to the Commission for further 
proceedings. 

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

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

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

3 ESP 1 Order at 20-23; First ESP 1 Entry on Rehearing at 6-10. 
"* In the Matter of the Application of Columbus Southern Power Company and Ohio Power Company for 

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

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

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

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

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

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

(e) Section 4928.144, Revised Code, authorizes the 
Commission to approve a reasonable phase-in of any 
electric utility rate or price established, pursuant to 
4928.143, Revised Code, with carrying charges, through 
the creation of regulatory assets and collected through 
an unavoidable surcharge. Pursuant to its statutory 
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authority, the Conunission ordered such a phase-in of 
the increases approved in the ESP 1 Order. 

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

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

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

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

In the Matter of the Application of Ohio Power Company and Columbus Southern Power Company for 
Authority to Merge and Related Approvals, Case No. 10-2376-EL-UNC; In the Matter of the Application of 
Columbus Southem Power Company to Amend its Emergency Curtailment Service Riders, Case No. 10-343-
EL-ATA; In the Matter of the Application of Ohio Power Company to Amend its Emergency Curtailment 
Service Riders, Case No. 10-344-EL-ATA; In the Matter of the Commission Review of the Capacity Charges of 
Ohio Power Company and Columbus Southem Power Company, Case No. 10-2929-EL-UNC; In the Matter of 
the Application of Columbus Southern Power Company for Approval ofa Mechanism to Recover Deferred Fuel 
Costs Pursuant to Section 4928.144, Revised Code, Case No. 11-4920-EL-RDR; In the Matter of the 
Application of Ohio Power Company for Approval of a Mechanism to Recover Deferred Fuel Costs Pursuant to 
Section 4928.144, Revised Code, Case No. 11-4921-EL-RDR. 
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(9) On December 14, 2011, the Commission issued an opinion 
and order in the consolidated cases, modifying and adopting 
the ESP 2 Stipulation. The Commission did not modify the 
PIRR provisions of the ESP 2 Stipulation. 

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

^ In the Matter of the Fuel Adjustment Clauses for Columbus Southern Power Company and Ohio Power 
Company, Case No. 09-872-EL-FAC, et al. 
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(11) On February 23, 2012, the Commission issued an entry on 
rehearing in the consolidated cases, granting rehearing in 
part. Finding that the signatory parties to the ESP 2 
Stipulation had not met their burden of demonstrating that 
the stipulation, as a package, benefits ratepayers and the 
public interest, as required by the Commission's three-part 
test for the consideration of stipulations, the Commission 
rejected the ESP 2 Stipulation, on grounds uru-elated to the 
PIRR provisions. The Commission directed AEP-Ohio to file, 
no later than February 28, 2012, new proposed tariffs to 
continue the provisions, terms, and conditions of its first ESP. 

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

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

(14) On March 13, 2012, motions for admission pro hac vice were 
filed by Emma F. Hand on behalf of Ormet in Case No. 11-
4920-EL-RDR and by Dan Barnowski on behalf of Ormet in 
Case No. 11-4921-EL-RDR. No memoranda contra were filed. 
The Commission finds that the motions for admission pro hac 
vice are reasonable and should be granted. 
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(15) In accordance with the procedural schedule established in 
these cases, timely initial comments were filed by lEU-Ohio, 
OCC, OEG, Ormet, and Staff on April 2, 2012. Staff filed 
revised comments on April 3,2012. 

(16) Timely reply comments were filed by AEP-Ohio, OCC, and 
Ormet on April 17,2012. 

Staff Comments 

(17) Staff concludes that the Commission should approve 
AEP-Ohio's application, with modifications to incorporate 
four specific recommendations contained in Staff's revised 
comments. First, Staff recommends that, once collection of 
AEP-Ohio's deferrals begins, the carrying charges should be 
calculated using the most recently approved long-term debt 
rate of 5.34 percent rather than the WACC rate proposed by 
the Company. Staff notes that, in the ESP 1 Order, the 
Commission indicated that the WACC rate is appropriate 
during the deferral period but did not address the rate that 
should be used once the collection commences. Staff agrees 
that the pre-tax WACC rate should be used to determine the 
amount that AEP-Ohio is entitled to collect from ratepayers 
during the deferral period. However, Staff believes that, once 
the principal amount is determined for the calendar year 
ending 2011, AEP-Ohio's long-term debt rate should apply, 
because the Company no longer has any collection risk. Staff 
notes that use of the long-term debt rate over the remaining 
seven-year period of OP's deferral would result in a total cost 
to customers of $642,417,274 rather than a total cost of 
$772,603,180 if the WACC rate is applied, saving ratepayers 
$130,185,906 in carrying costs. 

In its reply comments, AEP-Ohio argues, as an initial matter, 
that the Commission lacks the authority or discretion to delay 
recovery of the deferrals, modify the carrying charges, apply a 
net-of-tax recovery approach, or otherwise amend the 
Company's phase-in plan, as approved in the ESP 1 Order 
pursuant to Section 4928.144, Revised Code. AEP-Ohio 
contends that the ESP 1 Order is final, non-appealable, and 
cannot now be modified by the Commission as recommended 
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by Staff and intervenors. AEP-Ohio notes that the 
Commission adopted the phase-in plan proposed by the 
Company, with the only exception being that the Commission 
lowered the rate caps that would trigger the deferral of fuel 
expenses. AEP-Ohio further notes that the Company, in its 
modified ESP proposal filed in 11-346, recommends that the 
amortization period be modified such that recovery of the 
deferrals not begin until June 2013. According to AEP-Ohio, 
the Company only agrees to this modification if the 
Conunission adopts the modified ESP proposal in its entirety. 
AEP-Ohio asserts that, if the Commission resolves the issues 
raised in these cases apart from 11-346, it must adhere to 
Section 4928.144, Revised Code, and the ESP 1 Order, which 
authorized recovery of the deferrals with carrying costs by 
means of a nonbypassable charge beginning in 2012 and 
continuing through 2018. 

With respect to the calculation of the carrying charges, 
AEP-Ohio argues that, in the ESP 1 Order, the Commission 
specifically approved its proposal to use the WACC rate over 
the entire 10-year period of the phase-in plan. AEP-Ohio 
notes that the Commission rejected arguments against the 
WACC rate on rehearing and that no party subsequently 
challenged any aspect of the phase-in plan on appeal to the 
Ohio Supreme Court. As the ESP 1 Order is thus final and 
non-appealable, AEP-Ohio maintains that it is legally entitled 
to immediate implementation of the PIRR, which must 
incorporate a WACC rate for both the deferral and 
amortization periods as proposed by the Company and 
approved by the Commission. AEP-Ohio adds that Staff's 
recommendation ignores the true impact of applying a debt 
rate to the regulatory asset. If the long-term debt rate is used, 
AEP-Ohio argues that its capital structure should be adjusted 
to reduce the amount of long-term debt by a corresponding 
amount of the regulatory asset. Without such an adjustment, 
AEP-Ohio asserts that there would effectively be a double 
counting of the use of long-term debt as a funding source. 
AEP-Ohio notes that the necessary adjustment would result in 
a much lower percentage of long-terni debt in the capital 
structure and raise the cost of capital. Additionally, 
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AEP-Ohio contends that Staff fails to recogruze that the 
deferrals were funded with a combination of debt and equity. 
AEP-Ohio notes that, in 2009, OP received $550 million in 
equity from its parent company when it became evident that 
there would be fuel deferrals that would be recovered over a 
number of years. 

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

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

7 In the Matter of the Fuel Adjustment Clause of Columbus Southem Power Company and Ohio Power Company 
and Related Matters for 2010, Case No. 10-268-EL-FAC, et al. 
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financed but that has instead been effectively financed by the 
directly related income tax savings represented by the ADIT. 
Staff notes that, based on AEP-Ohio's ADIT for 2010, which 
was the most recent information available, OP's ratepayers 
would save an additional $34,653,615 in carrying costs at the 
long-term debt rate with even greater savings at the pre-tax 
WACC rate during the deferral period. Staff concludes that, 
at a minimum, AEP-Ohio's fuel deferral balance existing as of 
the end of 2011 should be reduced by the amount of the most 
recent ADIT reflected in the Federal Energy Regulatory 
Commission (FERC) Form 1 for 2011 for OP and CSP, which 
was not yet publicly available when Staff filed its comments, 
but was expected to be filed with FERC by April 18,2012. 

AEP-Ohio replies that the Commission approved its proposed 
phase-in plan on a gross-of-tax basis in the ESP 1 Order, 
which is a final, non-appealable order that carmot be 
modified. AEP-Ohio also argues that Section 4928.144, 
Revised Code, requires the Commission to authorize the 
deferral of incurred costs equal to the amount not collected, 
with carrying charges, and does not permit adjustment for tax 
effects. AEP-Ohio notes that the Commission rejected 
intervenors' ADIT argument in the ESP 1 Order and instead 
approved a gross-of-tax calculation to ensure that the 
Company recovered its actual fuel expenses in compliance 
with the statute. AEP-Ohio adds that the auditor's 
identification of the ADIT issue in its audit report for 2010 is 
of no consequence, given that the audit is performed under 
Staff's direction and has no bearing on the governing statute 
or the ESP 1 Order. AEP-Ohio further argues that its phase-in 
plan, as proposed by the Company and approved by the 
Commission in the ESP 1 Order, included no ADIT 
adjustment to the regulatory asset to be recovered and no 
adjustment for the purpose of calculating the carrying charges 
to be applied. AEP-Ohio notes that Company witness 
Assante, in describing the proposed phase-in plan, explained 
that it would be inappropriate to adjust for ADIT in a 
situation not involving a traditional rate base approach to 
ratemaking. 
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(19) Staff also recommends that AEP-Ohio should be required to 
calculate its deferred fuel balance on a going-forward basis 
using annual compounding rather than monthly 
compounding, which would be consistent with the 
Commission's recognition of an annual interest rate in the 
Company's rate of return allowance. Staff notes that this 
adjustment, in combination .with Staff's proposed long-term 
debt rate and ADIT reduction, would save OP's ratepayers an 
additional $23,915,797 in carrying charges over the seven-year 
recovery period. In their reply comments, OCC and Ormet 
support Staff's recommendation. 

According to AEP-Ohio, the Commission has routinely 
approved of the calculation of carrying charges on a monthly 
basis with respect to the Company's riders, most recently its 
distribution asset recovery rider.^ AEP-Ohio contends that 
monthly compounding more accurately reflects its carrying 
costs. AEP-Ohio adds that Staff's recommendation is result-
oriented and not based on regulatory principle or practice. 

(20) Finally, Staff recommends that AEP-Ohio be directed to make 
annual informational filings detailing the deferred fuel 
recorded on its books during the seven-year recovery period. 
According to Staff, such filings should include a breakdown 
of the status of collections per rate class and by operating 
company and the corresponding ending deferral balance. 
Staff proposes that the annual informational filings be based 
on the calendar year and filed on March 15 of the succeeding 
year. OCC urges the Conunission to adopt Staff's 
recommendation and require that the annual informational 
filings be made in a docketed case. In its reply comments, 
AEP-Ohio notes that it does not oppose Staff's 
recommendation. 

In the Matter of the Application of Columbus Southern Power Company and Ohio Power Company, Individually 
and, if Their Proposed Merger is Approved, as a Merged Company (collectively, AEP Ohio) for an Increase in 
Electric Distribution Rates, Case No. 11-351-EL-AIR, et al. 
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Intervenor Comments 

OCC 

(21) OCC contends that the Commission cannot approve the PIRR 
because it is based on ESP rates that were not just and 
reasonable as required by Section 4928.143(B)(2)(a), Revised 
Code, and a phase-in plan that is likewise not just and 
reasonable, contrary to Section 4928.144, Revised Code. 
Specifically, OCC argues that the deferral balance is 
overstated because AEP-Ohio's provider of last resort 
charges, which were ultimately rejected by the Commission in 
the ESP 1 Remand Order, are embedded in the deferral. OCC 
asserts that the Conunission should reduce the unamortized 
deferral balance by $368 million, plus carrying charges, to 
account for the unlawful charges that accrued from April 2009 
through May 2011. OCC notes that this adjustment would 
also reduce carrying charges on a going forward basis. 

AEP-Ohio responds that the Conunission has already rejected 
this argument in the ESP 1 Remand Order and should do so 
again here. AEP-Ohio contends that OCC and other 
intervenors seek to use the PIRR as a means to accomplish 
unlawful retroactive ratemaking. 

(22) OCC next argues that the annual FAC audit proceedings are 
the only means by which the Commission can determine 
whether AEP-Ohio's fuel costs were prudently incurred and 
reasonable in accordance with Section 4928.143(B)(2)(a), 
Revised Code. OCC notes that any adjustments or 
disallowances resulting from these annual audits must be 
reflected in the PIRR rates. OCC adds that, in AEP-Ohio's 
FAC audit proceedings for 2009, the Commission ordered that 
significant reductions be made to OP's fuel costs and directed 
that the Company's West Virginia coal reserve be valued, 

' which could further reduce the deferral balance. Because the 
deferral balance and carrying costs will be impacted by such 
adjustments in the audit proceedings, OCC believes that, if 
the PIRR is approved, it must be subject to refund or 
reconciliation so as to protect consumers and provide for a 
remedy in the event that OCC prevails in its appeal of the 
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ESPl Remand Order, which is pending before the Ohio 
Supreme Court. 

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

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

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

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

(25) Finally, OCC argues that the over-collection of CSP's fuel 
costs should be returned with interest to customers as soon as 
possible rather than through AEP-Ohio's quarterly FAC 
adjustment proceeding in March 2012. In its reply comments, 
AEP-Ohio points out that CSP actually experienced an under-
recovery of $15 million at the end of 2011, which the 
Company now seeks to collect from customers. 

lEU-Ohio 

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

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

(28) Like Staff, lEU-Ohio also believes that the PIRR must account 
for the ADIT. lEU-Ohio asserts that, even if the Commission 
does not require a recalculation of the carrying charges that 
have accrued on the deferral balance to date, the Commission 
should direct AEP-Ohio to calculate carrying charges net of 
ADIT during the amortization period. 
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(29) lEU-Ohio further argues that the PIRR must be adjusted to 
account for the effects of other proceedings. According to 
lEU-Ohio, AEP-Ohio should be directed to reduce the deferral 
balance and the associated carrying charges that have accrued 
with respect to the lump sum payment and West Virgirua coal 
reserve, as the Commission ordered in its opinion and order 
in the annual audit proceedings for 2009. Ormet agrees that 
AEP-Ohio must reduce the deferral balance in compliance 
with the Commission's order. Additionally, lEU-Ohio 
contends that the PIRR must account for the flow through 
effects of the Court's remand of the ESP 1 Order, as well as 
the amounts that the Company teniporarily collected 
pursuant to the ESP 2 Stipulation before it was rejected by the 
Commission. In its reply comments, Ormet argues that the 
PIRR should be subject to refund pending the outcomes of the 
various proceedings that could affect the deferral balance. 

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

OEG 

(31) OEG argues that AEP-Ohio should be required to reduce its 
deferred fuel costs by the relevant ADIT amount in 
calculating its monthly carrying costs during the recovery 
period. OEG notes that AEP-Ohio's failure to account for 
ADIT would require customers to pay more than the 
Company's actual financing costs on the deferred fuel costs by 
ignoring the avoided financing costs from the tax savings. 
OEG further notes that its reconunendation that AEP-Ohio 
subtract the related ADIT from the Company's deferred fuel 
costs is consistent with standard regulatory practice and 
generally accepted accounting principles, as well as Section 
4928.144, Revised Code. Although OEG believes that 
AEP-Ohio's failure to account for ADIT during the deferral 
period was inconsistent with the ESP 1 Order, OEG seeks only 
to correct the calculation prospectively during the recovery 
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period. According to OEG, AEP-Ohio has recognized in other 
proceedings that it is appropriate to subtract ADIT in the 
determination of cost-based rates. OEG adds that, in 
AEP-Ohio's recent FAC proceedings, the auditor found that 
the Company should have reduced the fuel deferrals by the 
amount of ADIT. 

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

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

Ormet 

(34) Like the other intervenors, Ormet maintains that the carrying 
charges on the deferral balance should reflect AEP-Ohio's 
long-term cost of debt, once amortization begins, consistent 
with Commission precedent. Ormet argues that the 
Commission's approval of the WACC rate was limited to the 
ESP period of 2009 through 2011, and that AEP-Ohio has less 
risk of recovery once collection of the deferral is underway. 
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Ormet believes that the Commission should exercise its 
discretion pursuant to Section 4928.144, Revised Code, to 
reduce the carrying charges and avoid a harmful rate increase 
to customers, including Ormet, that continue to struggle in 
the poor economic climate. Ormet also contends that the 
deferral balance should be reduced to reflect the ADIT. 
Ormet believes that this adjustment would ensure that 
AEP-Ohio recovers its actual costs as well as provide 
significant relief to ratepayers. In its reply comments, Ormet 
adds that, if collection of the PIRR is deferred, carrying 
charges should be calculated on the basis of AEP-Ohio's long-
term cost of debt. 

Conclusion 

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

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

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

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

^0 In the Matter of the Application of Columbus Southem Power Company and Ohio Power Company to Adjust 
Each Company's Transmission Cost Recovery Rider, Case No. 08-1202-EL-UNC, Finding and Order 
(December 17, 2008); In the Matter of the Application of Columbus Southern Power Company and Ohio Power 
Company for Authority to Modify Their Accounting Procedure for Certain Storm-Related Services Restoration 
Costs, Case No. 08-1301-EL-AAM, Finding and Order (December 19, 2008); In the Matter of the 
Commission Review of the Capacity Charges of Ohio Power Company and Columbus Southem Power Company, 
Case No. 10-2929-EL-UNC, Opinion and Order (July 1, 2012). 
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Assembly has provided electric utilities with new authority to 
securitize regulatory assets to reduce long-term borrowing 
costs to be recovered from ratepayers. See Sections 4928.23 
through 4928.2318, Revised Code. The Commission 
encourages AEP-Ohio to pursue these options as 
expeditiously as possible. For these reasons, the Commission 
finds it necessary to depart from our approval in the ESP 1 
Order of AEP-Ohio's proposed carrying cost rate. The 
Conunission may change course, provided that it justifies the 
reversal. As the Ohio Supreme Court has often stated, the 
Commission may change or modify earlier orders as long as it 
justifies any changes.!^ 

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

The Commission declines to adopt the recommendation of 
Staff and intervenors to adjust for ADIT, as this issue was 
already considered and addressed in the ESP 1 Order in 
which the Commission found that the carrying charges on the 
deferrals should be calculated without an adjustment for 
ADIT in order to ensure that AEP-Ohio recovers its actual fuel 
expenses, as required by Section 4928.144, Revised Code.^^ jn 
the ESP 1 Order, the Commission authorized the deferral of 
incurred costs equal to the amount not collected, plus carrying 
charges, and did not require an adjustment for tax effects. 
Intervenors and Staff have not persuaded the Commission 
that our approach in the ESP 1 Order was inconsistent with 
prior Commission precedent or sound regulatory practice. 

^̂  In re Application of Columbus S. Power Co., 128 Ohio St.3d 512, 523 (2011); Ohio Consumers' Counsel v. Pub. 
Util. Comm., 114 Ohio St.3d 340, 343 (2007); Ohio Consumers' Counsel v. Pub. Util. Comm., 110 Ohio St3d 
394,399 (2006). 

12 ESP 1 Order at 23-24. 
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Additionally, for the reasons set forth in the ESP 1 Remand 
Order,i3 the Commission declines to adjust the deferral 
balance to account for the flow through effects of the Ohio 
Supreme Court's remand of the ESP 1 Order or the rejected 
ESP 2 Stipulation. As addressed in the ESP 1 Remand Order, 
the adjustments proposed by OCC and lEU-Ohio would be 
tantamount to unlawful retroactive ratemaking. The 
Commission notes, however, that the deferral balance is 
subject to adjustment as a result of the annual FAC audit 
proceedings, including those adjustments required by the 
recent FAC Order, which is consistent with the ESP 1 Order.^4 

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

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

It is, therefore, 

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

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

13 ESP 1 Remand Order at 34-36. 

14 ESP 1 Order at 15. 
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ORDERED, That AEP-Ohio's application be approved as modified herein. It is, 
further, 

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

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

ORDERED, That AEP-Ohio shall notify its customers of the changes to the tariff 
via bill message or bill insert within 30 days of the effective date. A copy of this notice 
shall be submitted to the Commission's Service Monitoring and Enforcement Department 
prior to its distribution to customers. It is, further, 

ORDERED, That nothing in this finding and order shall be binding upon this 
Commission in any future proceeding or investigation involving the justness or 
reasonableness of any rate, charge, rule, or regulation. It is, further. 
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ORDERED, That a copy of this finding and order be served upon all parties of 
record. 
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