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I. INTRODUCTION 

In the July 2 Order in this case (“the 10-2929 Order”), the Commission established a new 

state compensation mechanism applicable in the Ohio Power Company d/b/a AEP Ohio (“AEP”) 

service area.  The Office of the Ohio Consumers’ Counsel (“OCC”) filed an application for 

rehearing of the Order on August 1, 2012.  In accordance with Rule 4901-1-35(B), Interstate Gas 

Supply (“IGS”) files it memorandum contra portions of OCC’s application for rehearing. 

II. ARGUMENT 

IGS supports OCC’s arguments to the extent they advocate RPM pricing for capacity.  

Several of OCC’s arguments, however, propose unreasonable and unsupportable remedies for 

any excessive recovery that may occur under the 10-2929 Order.  OCC, who apparently favors 

the interests of residential customers who do not shop over the interests of those who do, 

proposes that shopping customers should bear the full load of a charge designed to compensate 

AEP for its embedded costs of generation.  IGS opposes OCC’s arguments for the following 

reasons. 

A. The ESP proceeding is the appropriate place to determine whether the capacity 
deferrals may be collected through an ESP. 

Many of OCC’s arguments are premised on the notion that capacity charges are not for 

“retail electric service” and therefore that the deferrals cannot be collected through an ESP.  
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(OCC Memo. in Supp. at 6.)  Given that the Commission stated that issues regarding the deferral 

mechanism would be addressed in the ESP case, see 10-2929 Order at 23, this is not the 

appropriate venue to raise issues regarding collection through an ESP. 

B. The state compensation mechanism is applicable to CRES Suppliers and does not 
subsidize CRES suppliers.  

OCC claims that the state compensation mechanism is “not applicable to CRES 

providers” and thus that they are being subsidized.  (OCC Memo. in Supp. at 12; see also id. at 

14.)  

The notion that the compensation mechanism is not applicable to CRES providers is 

simply false.  Obviously, it is applicable: AEP must offer RPM-priced capacity to CRES 

suppliers pursuant to the state compensation mechanism approved in this case.  As for the 

deferral, IGS agrees with OCC that AEP did not demonstrate that it was entitled to collect the 

embedded costs of its generation fleet.  (See, e.g., Graves Dir. 6.)  But OCC has no basis for 

suggesting that shopping customers should be the exclusive payors of those costs.  Shopping 

customers are already paying market prices for energy and capacity; the real cause for complaint 

is requiring them also to pay AEP’s embedded generation costs.  So OCC has no basis for 

complaining on behalf of default-service customers: the assistance they receive from shopping 

customers in paying AEP’s embedded generation costs is a boon to them, not a burden. 

This is why OCC is incorrect that the 10-2929 Order results in a “subsidy to 

competitors.”  (OCC Memo. in Supp. at 13.)  The costs at issue are not CRES suppliers’ costs, 

but AEP’s.  Again, IGS agrees with OCC that the capacity charge hearing was not the 

appropriate place to deal with larger questions of AEP’s financial condition and system stability.  

But the Commission took those issues on—and the compensation it ordered was not to CRES 

providers, but to AEP, and it was for the sake of default-service benefits.  As those benefits 
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accrue to non-shopping customers, it is fair for such customers to pay them.  CRES suppliers are 

not receiving any subsidy.   

Finally, OCC’s arguments on this score ultimately miss the larger point.  If AEP’s 

compensation is too great, or if it is collecting costs already being collected in rates, the remedy 

is not to foist the excessive balance on CRES suppliers or shopping customers.  It is to reduce the 

overcollection.1   

C. OCC’s arguments regarding the introduction of the deferral mechanism into the 
ESP proceeding lack merit. 

OCC argues that “[i]t was unreasonable for [the deferral mechanism] issue to be thrust 

into the AEP ESP proceeding at such a late date to determine the appropriate mechanism for 

collections, with no evidence or record on the issue.”  (OCC Memo. in Supp. at 23.)   

Whether or not the deferral mechanism is reasonable, the decision to address it in the ESP 

case was not unreasonable.  “It is well-settled that . . . the commission has the discretion to 

decide how, in light of its internal organization and docket considerations, it may best proceed to 

manage and expedite the orderly flow of its business, avoid undue delay and eliminate 

unnecessary duplication of effort.”  Toledo Coalition for Safe Energy v. Pub. Util. Comm., 69 

Ohio St. 2d 559, 560 (1982) (footnote omitted).  OCC has not demonstrated how dealing with 

the deferral mechanism in the ESP case was an abuse of discretion.  Indeed, OCC itself points 

out elsewhere the dangers of overcollection if the capacity deferrals are not considered alongside 

AEP’s other rates.  (See, e.g., OCC Memo. in Supp. at 21 (arguing that “[u]nless the Commission 

orders the Company to reduce these base generation rates for non-shopping customers, [they] 

will be overpaying . . . compared to what the PUCO determined was AEP’s capacity cost”).)  

Given the need to deal with the deferrals in the context of AEP’s total package of rates, it made 
	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  
1 OCC repeats variations on the subsidy-and-double-collection argument in pages 17 to 21 of its 
memorandum; IGS would offer the same responses as here. 
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abundant sense to address the deferral mechanism and related costs in the ESP—where those 

rates are presently at issue.   

D. The record supports the Commission’s decision to promote the development of 
retail competition. 

OCC also argues that “the record does not establish (1) a connection between the 

deferrals and the development of retail competition or (2) the need for development of retail 

competition beyond what is currently occurring.”  (OCC Memo. in Supp. at 24.)  This argument 

does not establish error. 

Regarding the first point, the record does establish that the state compensation 

mechanism will promote the development of retail competition.  As IGS’s brief and several 

others explained in detail, the record abounds with evidence that RPM pricing will foster the 

development of retail competition and, conversely, that failing to charge RPM will have 

deleterious effects on competition.  (See IGS Init. Br., 6-7, 9-10.)  In light of this record 

evidence, the Commission plainly viewed the deferrals as a necessary tool to enable the 

provision of RPM capacity pricing.   

As to OCC’s second point, whether retail competition “needs” to develop “beyond what 

is currently occurring” is fundamentally a policy question, and it is a policy question already 

answered by the General Assembly.  See, e.g., AK Steel Corp. v. Pub. Util. Comm., 95 Ohio St. 

3d 81, 81 (2002) (Ohio policy is “to facilitate and encourage development of competition in the 

retail electric market”).  Given this overarching policy directive, the Commission is not required 

to engage in fact-finding to determine whether competition should be promoted.   

III. CONCLUSION 

For these reasons, IGS requests the Commission deny in part OCC’s application for 

rehearing. 
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