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l. INTRODUCTION

The Ohio Power Company (“AEP Ohio” or “Utility”) e&s the approval of the
Public Utilities Commission of Ohio (“PUCQO” or “Camission”) for its third Electric
Security Plan (“ESP” or “Plan”). AEP Ohio is aldgacharging consumers the highest
electric rates in the state.

No issue in this case takes more precedence teaPaler Purchase Agreement
(“PPA") Rider! Here, AEP Ohio is asking the government (throilnghPUCO) to
require customers to guarantee profits on unecongemerating units that are supposed
to be deregulated. PUCO Staff Witness Choueilkifiess that AEP Ohio’s proposal
should be rejected because it's a move in the ogpdsection from Ohio’s turn to

markets for the pricing of electric servite.

1 OccC Ex. 16 (Wilson).
2 Staff Ex. 18 at 9 (Choueiki).



AEP Ohio should be “on its own,” as required in R4G28.38, with respect to the
risks and rewards of all of its generating unitst Bistead, AEP Ohio wants customers to
act as involuntary investors or guarantors in AERo@ venture with the Ohio Valley
Electric power plants. AEP Ohio wants its custaerprotect it from any losses it
might incur in the competitive marketplace relat@@®VEC. At the same time AEP
Ohio wants to be guaranteed a profit on its OVE@&iment. This is a bad deal for
customers. And it is the tip of a large icebergPAOhio wants the PUCO to approve the
PPA Rider so that it can seek approval of futur&$>With other uneconomic generation
facilities. These future PPAs could cost custonbdli®ns of dollars more over the long
term. Moreover, the Utility is using this ESP césénsulate itself from the rigors of the
market and to protect its own financial securillyis unfortunate for customers that the
electric utilities are even allowed such a thinguaselectric security plan” now that their
generation service is supposed to be deregufated.

The PPA Rider should be rejected. The Office ef@hio Consumers’ Counsel

(“OCC”) explained on Initial Brief why the PPA isiteasonable, unjust, and unlawful.

3 Seeln re: Retail Market InvestigatigrCase No. 12-3151-EL-UNC, Concurring Opinion ofaman
Snitchler at 2-3. OCC cites this Concurring Opinfor the single purpose of affirming the Chairnsgan’
conclusion that there should be no more ESPs am&bd) is procuring 100% of its SSO load through a
competitive bid process.

4 OCC Brief at 37-80.



I. ARGUMENT

A. The PUCO Should Reject AEP Ohio’s Proposed Power
Purchase Agreement (“PPA”) Rider, Which Is IntendedTo
Make Customers Of Regulated Electric Service Pay AE Ohio
For A Generation Service That Is Deregulated Undemhe 2008
And 1999 Laws.

In its Brief, the PUCO Staff states that AEP Okiptoposed PPA Rider
“conflicts with the Commission’s goal of moving adfully competitive market,” the path
paved by the General Assembly’s approval of SeB#lt8& in 1999 and Senate Bill 221
in 20082 OCC agrees. OCC also agrees with the PUCO titfadoption of a PPA
Rider would be a reversal of course, moving “AER&Jh the exact opposite direction
of market-based competition” and would “defeatwlmle point of AEP-Ohio’€SP Il

"% And AEP Ohio’s proposal has already invited ot®&io EDUs “to seek

Case
guaranteed cost recovery for generation assetat@atot committed to Ohio ratepayers
and arenot regulated by the Commissioh.Because it would constitute a dramatic and
inadvisable policy change, and for all of the remsdiscussed below, AEP Ohio’s PPA
Rider proposal would undermine the General Asseisblyjectives and harm customers.
It should not be adopted.

1. The PPA Rider would not be a reliable tool to ppmote

rate stability for customers during the term of the ESP.

Even if it promoted rate stability, its effect on rate
stability would be small.

It is telling that the electric utility with theidghest rates in the state would be
asking the regulator to approve plans premisedstabflity” instead of what Ohioans

most need now — lower electricity prices. AEP Otlmms the PPA is a tool that will

5 PUCO Staff Brief at 2.
8 PUCO Staff Brief at 4.
" PUCO Staff Brief at 4.



promote rate stability for customers when energyketgorices may be volatile. Rate
stability may be of some value to some customBig. even AEP Ohio’s own
hypothetical calculation, with a $5.00/MWh changenergy market prices in a single
year and no change in OVEC costs for the samegyendicates only a $0.35/MWh
impact on customers’ rat&sEven if AEP Ohio’s hypothetical tracked with iiggal
(which, as OCC explained in its brief is unlik§lythe annual “benefit” of this market
hedge to a typical residential retail customer gdirMWh per month would be only
$2.291° And this market hedge could be an additional tmstistomers instead of a
savings:

The more fundamental consideration, however, ssieng that consumers in
Ohio are provided “reasonably priced retail elecservice.*® That should mean lower,
more affordable electric bills. AEP Ohio’s PPA Ridvill not further this policy of the
State. Indeed, as OCC witness Wilson testified{aaers of AEP Ohio are likely to pay
dearly for the promise of rate stability.Ohioans do not need rate stability at a price of
$116 million.

Customers of AEP Ohio have already paid hundredsilbbns of dollars to AEP
Ohio in the name of rate stability. Charges foe itability started as early as 2006,
following the end of the market development peffadelectric utilities. In 2006, AEP

Ohio customers began paying rates designed togegaie certainty to customers and

8 AEP Ohio Ex. 33, Ex. WAA-R2 (Allen).

® OCC Brief at 50-52.

19 AEP Ohio Ex. 33, Ex. WAA-R2 (Allen).

M Tr. Xl at 3213, 3225 (Allen).

12R.C. 4929.02(A).

130CC Ex. 15A at 7, 25 and Ex. 17A (Wilson).



financial stability for AEP Ohid?* Under the rate stabilization plan approach, custs
collectively paid $527 million to AEP Ohio for naost based generation rate increases
over a three-year peridd.

Then in 2009, with AEP Ohio’s first electric sedyplan, customers again were
charged $368 million (plus carrying costs) of nastdbased ratédto provide certainty
(stability) for both the utility and its customéfs The stability to the Utility came in the
form of provider of last resort charges. In 20b2AEP Ohio’s second ESP, customers
were required to pay another $508 millibthrough a Retail Stability Rider to AEP Ohio
to maintain its financial integrit}? This Retail Stability Rider was approved by the
PUCO as a way to “promote stable retail electrigise prices and ensure customer

certainty.®™ And in a separate (but related) case, AEP Oliajsacity Casé

4 In the Matter of the Application of Columbus SemthPower Company and Ohio Power Company for
Approval of a Post-Market Development Period RaébiBzation Plan Case No. 04-169-EL-UNC,
Opinion and Order (Jan. 26, 2005).

151d. at 15.

® The POLR rates were determined by the Supremet@b@hio to be without evidentiary support and
the Court reversed the PUCO and remanded the loasee.Columbus S. Powet28 Ohio St.3d 512, 2011-
Ohio-1788, 1 29. The PUCO, on remand, agreedinfgnihat the POLR was not cost based and was not
supported by the recordln the Matter of the Application of Columbus Southeower Company for
Approval of its Electric Security Plan; an Amendinienits Corporate Separation Plan; and the Sale or
Transfer of Certain Generating Asse@ase No. 08-917-EL-SSO, Remand Order at 33.. @2011).

"In the Matter of the Application of Columbus SeunthPower company for Approval of its Electric
Security Plan; an Amendment to its Corporate SejiamePlan; and the Sale or Transfer of Certain
Generating Asset€ase No. 08-917—-EL-SSO, Remand Order at 18 @)2011).

18|n the Matter of the Application of Columbus Southower Company and Ohio Power Company for
Authority to Establish a Standard Service Offergtuant to Section 4928.143, Revised Code, in thenFor
of an Electric Security PlarCase No. 11-346-EL-SSO Opinion and Order at 35(&8y2012).

9n the Matter of the Application of Columbus Southower Company and Ohio Power Company for
Authority to Establish a Standard Service Offer$uamt to Section 4928.143, Revised Code, in thenFor
of an Electric Security PlarGCase No. 11-346-EL-SSO Opinion and Order at 35(&12012).

214,

2 |n the Matter of the Commission Review of the Cip&harges of Ohio Power Company and
Columbus Southern Power Compa@gse No. 10-2929-EL-UNC, Opinion and Order (Jylg@12).

5



customers were ordered to pay AEP Ohio an addit®468 millior?? (plus carrying
charges) to stabilize or provide certainty for itetkectric servicé®

With all of these hundreds of millions of dollarsrate stability payments from
customers to the Utility, one would expect AEP Otustomers to have benefitted by
receiving stable generation rates. But, instea® &Hio customers have stabilized AEP
Ohio’s profits. And residential customers are pgyion average, the highest utility rates
in the staté® During this same time frame, customers were ftept enjoying the
historically low market generation rates becaus® Amio had not fully transitioned to
100% market-based rates. And in 2009 and 2018 rasult of the ESP and the financial
stability payments customers made, Columbus Sauthewer Company was found to
have significantly excessive earnirfgs.

The PPA Rider is not about stability for customdtss about adding to AEP
Ohio’s profits. AEP Ohio asks the government (PY@require customers to
guarantee (via a subsidy) AEP Ohio’s profit onOMEC investment. And customers

would bear the risk of increased charges if theketaralue of the OVEC power sold into

%2 See AEP Ohio Ex. 7 at 12 (Allen testified that tleéerred capacity charge regulatory asset balance
$463 million as of May 31, 2015.

2 |n the Matter of the Application of Columbus SeuthPower company and Ohio Power Company for
Authority to Establish a Standard Service Offerguant to Section 4928.143, Revised Code in the Bbrm
an Electric Security PlanCase No. 11-346-EL-SO, Entry on Rehearing atWti&fe the PUCO described
the capacity deferrals as fitting within R.C. 4928(B)(2)(d) because they have the effect of priogd
certainty for retail electric service by allowindRES suppliers to purchase capacity at market pvitée
allowing AEP Ohio to continue to offer reasonabticed electric service to customers who choseaot t
shop). (Jan. 30, 2013).

24 See OCC Ex. 11 at 13.

% Seeln the Matter of the Application of Columbus SoumtHeower Company and Ohio Power Company
for Administration of the Significantly Excessivariiings Test under Section 4928.1433(F), RevisatbCo
and Rule 4901:1-35-10, Ohio Administrative Co@ase No. 10-1261-EL-UNC, Opinion and Order (Jan.
11, 2011); In the Matter of the Application of Columbus Southieower Company for Administration of
the Significantly Excessive Earnings Test undeti®@ed928.143(F), Revised Code, and Rule 4901:1-35-
10, Ohio Administrative Code, et aCase No. 11-4571-EL-UNC, Opinion and Order (Q8t.2013).

6



the market is less than AEP Ohio’s share of OVESS0oOCC Witness Wilson
estimated that the increased charges could readhiilion over three years. The PPA
Rider is AEP Ohio’s proposal for the government @) to make customers bail-out
generating plants that cannot compete on theiriawine market that Ohio deregulated.
But the government should not permit AEP Ohio +aiter how adept the Utility may
be at using regulation for a source of funds +aadform customers into involuntary
investors. AEP Ohio should bear the burden dDN&EC investment. The PUCO should
reject the PPA Rider.

Moreover, there is little basis for AEP Ohio’s ot that the PPA Rider will
benefit customers by providing rate stability. ABRio argues that PJM market rates are
volatile and that “it cannot be disputed that tlRARRIder will promote rate stability,
especially over the long termi® AEP Ohio attributes stability to the PPA Rideepthe
“long-term,” a speculative time frame that is nbissue here, where a three-year term
ESP is proposed.

AEP Ohio’s claims of rate stability are exaggeraiad without a sound basis.
First, AEP Ohio claims that the PPA Rider provitkeedinancial hedge that would move
in the opposite direction of market pricé8.’AEP Ohio emphasizes its projections that
OVEC's costs will remain stable over the ESP pe&nd that market prices may be
volatile and will fluctuate because of extreme eat But the market prices AEP Ohio
is talking about here are hourly market prices @aygltahead market prices. Those prices
have little effect on SSO customer generation ratébe rates of customers who have

selected their own generation suppliers and hagseasrha fixed price contract. The

%6 AEP Ohio Brief at 43-52.
27 AEP Ohio Brief at 45¢iting Tr. | at 28 (Vegas).



generation rates for customers who have selecese thptions will not be affected by
changes in hourly and day-ahead market prices bedheir rates are based upon long-
term wholesale contracts with terms of one, twaheoee year$®

In fact, since the PPA Rider’s net cost chargeclgiomers is calculated as the
difference between OVEC's costs and volatile PIMrlyoand day-ahead market prices,
the volatility of those market prices will actuabe reflected in the PPA Ridé&t.
Moreover, as OCC witness Wilson testified, “OVEC&al generation provides only a
partial hedge of market electric energy costs” heeaf inter-fuel competitioff. And,
as Mr. Allen admitted, and as a number of partiepleasized in their briefs, coal costs
may be substantially impacted in the future by E”@eéw proposed regulations to limit
carbon emission¥.

In seeking approval of its proposed PPA, AEP OQhakes untrue claims about
the basis for customer opposition to its plan. AB#o contends that various parties’
criticisms of AEP Ohio’s claim that “the PPA Rideould move in the opposite direction
of market prices” are “non-substantive and based patential lag issue relating to the
rider’s true-up mechanic$® AEP Ohio also claims that intervenors “do notliemaye
the premise” that the PPA Rider would mitigate ¢ffects of volatile market pricés.

As support for its position, AEP Ohio points to O@fness Wilson’s testimony that the

% OCC Brief at 49; OCC Ex. 15A at 29-30 (Wilson).
21d.
30 0CC Brief at 50-51quotingOCC Ex. 15A at 32 (Wilson).

31Ty, Il at 528; Constellation/Exelon Brief at 12LFC Brief at 11-15; OEC/EDF Brief at 17-18;
OPAE/APJN Brief at 40-41.

32 AEP Ohio Brief at 46.
33 AEP Ohio Brief at 46.



PPA Rider “may be about as likely to move in theealirection as the opposite
direction.”®*

AEP Ohio claims that OCC and other intervenorsdiochallenge whether the
PPA Rider “would mitigate the effects of volatilearket prices.” That claim is simply
untrue. Indeed, the referenced statement fromWilson directly challenges AEP
Ohio’s claims of mitigation.

And, for the first time in its brief, AEP Ohio adimiwhat OCC Witness Wilson
concluded when it states “the Company acknowletlgegffect that reconciliation
component of the rider (operating on a one-yegrdagld create® In contrast, during
the evidentiary hearing AEP Ohio’s withesses wawdticoncede this point because it
undermines AEP Ohio’s claim that the PPA Rider wauitigate volatility®

AEP Ohio claims there is a theoretical benefit thay appear over time, but not
necessarily during the ESP term. It states thet RPA Rider will produce a credit when
OVEC's . .. costs (at the time the costs are irex)rare below market prices. . . .
Conversely, if OVEC costs are above market pritesPPA Rider will produce a
charge.®” That is “what the Company meant in saying the Fder moves in the
opposite direction as market pricé&.”

But OVEC's facilities are not unique in this regarthe same could be said of

natural gas combined cycle generation facilitieseeoewable fuel facilities. There is no

evidence in this record that the costs of operaaimggeneration facilities are any more

3 AEP Ohio Brief at 46.

% AEP Ohio Brief at 46.

% Tr. 1 at 50 (Vegas); Tr. Il at 517 (Allen).
37 AEP Ohio Brief at 46.

38 AEP Ohio Brief at 46-47.



or less stable than OVEC's coal fired combustiobites. Consequently, this AEP Ohio
argument for the PPA Rider lacks a basis.

AEP Ohio also relies on its witness’ testimonyt tine “PPA Rider will be a
credit more often than a charge and so the PPArRiderall would operate to mitigate
higher market prices® This claim, however, does not address whethePE¥ Rider
will be price-stabilizingduring the ESP termAs discussed in OCC'’s Brief and below,
the PPA Rider will cost customers money over thetef the ESP. Moreover, as a
result of the PPA Rider’s undermining of incentiteontrol operational costs for
facilities participating in the PPA hand-out, itnre probable that customers will see no
or little benefit. This situation is further exaloated by the fact that this subsidized
generation could be operated (or not operatedjedénefit of the Utility’s unregulated
merchant generation not participating in the PPBsily progrant”

AEP Ohio’s next argument — that market pricesnapoee volatile on the high side
than on the low side — is equally unavailfig AEP Ohio spends a significant amount of
time discussing this proposition and how it migieet the outcome of the PPA Rider.
But it then admits what has been evident througttoatproceeding — that it has not
made the analysis to show the benefit to custofmemsits claims*? AEP Ohio

recognizes that a “probabilistic model . . . copédused to do a more sophisticated

3% AEP Ohio Brief at 47.

0 The Fourth Circuit Court of Appeals expressed lsinioncerns regarding the ability of a Maryland
utility to manipulate the market where new geneatiapacity was subsidize®PL Energy Plus, LLC v.
Hanna,No. 13-2419, 2014 WL 2445800, 2014 U.S. App. LEXE55 (June 2, 2014).

41 AEP Ohio Brief at 47-50.
42 AEP Ohio Brief at 49.
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simulation that would reflect the added value @& BPA Rider using the probability of
extreme weather during the ESP teffh."But AEP Ohio did not perform the analysi$.”

AEP Ohio thus did not carry its burden of proostmw this effect, even though it
claims an “exponential financial benefit” on theyweext pagé> While AEP Ohio
points out that none of the other parties did @rclanalysis either, no other party bears
the burden of proof for which AEP Ohio is respofesibMoreover, AEP Ohio’s claims
regarding this effect were first presented during Mlen’s cross-examination and then
in his Rebuttal Testimony, leaving little opportyriior responsé®

In addition to AEP Ohio’s failure to produce adtegidence of its claimed
weather-related benefits of the PPA Rider, AEP O¢mores again how rates are set for
most customers — SSO customers and those purchesegrice options from
marketers. Those rates are not set based upadtilerblaurly and day-ahead market
prices but on long-term contracts that do not stljastomers to that volatility. AEP
Ohio’s claims that customers will benefit from tABA Rider because their rates will be
less subject to volatility in the hourly and dayeall energy markets caused by weather
simply do not make sense in this context.

AEP Ohio also emphasizes as itgison d’etre” “long-term rate stability.” AEP
Ohio points to the Ohio Energy Group’s proposald@ ¥z year rate plai,and then
points to “the potential of an expanded PPA.” Bsitdiscussed in OCC'’s Brief, the OEG

proposal is inconsistent with the term of AEP Osiptoposed ESP, contrary to the clear

3 AEP Ohio Brief at 49.

*4 AEP Ohio Brief at 49.

> AEP Ohio Brief at 50.

8 Tr. Il at 512, 518-519 (Allen).
*” AEP Ohio Brief at 51-52.
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intent of the law and it would exacerbate the PRéeRs harm to customef&. And AEP
Ohio’s proposal for an “expanded PPA” would effeely re-regulate (but without a
prudence review) a utility-selected fleet of getieraassets without appropriate cost
controls. This would undermine the state’s godiriiging competition to generation
markets and significantly harm custom&sThe OEG proposal lacks any merit, is not
appropriately the subject of this proceeding, amll be rejected.
2. As emphasized in the PUCO Staff Brief, AEP Ohig’

proposed Power Purchase Agreement Rider would

abruptly reverse Ohio’s move to a fully competitive

market for generation. That course is intended to

ensure that all customers are provided reasonably

priced retail electric service through competitivey
supplied generation.

On Brief, the PUCO Staff reiterates the well-foaddestimony of its witness, Dr.
Choueiki®® Dr. Choueiki testified that the PUCO has been imptowards full market
competition for over a decade. And he testifieat eipproval of AEP Ohio’s proposed
PPA Rider would be reversing Ohio’s course befbee“finish line” has even been
reached. Granting a PPA Rider is a move in th@sipp direction, Dr. Choueiki
declared™ Approval of the PPA Rider would “provide a guaesetd revenue stream for
[AEP Ohio’s] generation assets, irrespective ofkeaforces” and include “a return on
equity for AEP-Ohio and the other OVEC Sponsorimgrpanies.® The PUCO Staff

notes that this government-guaranteed, cost-b&setue recovery would occur even

8 OCC Brief at 77-80.

9 0CC Brief at 79-80.

0 PUCO Staff Brief at 2-4; PUCO Staff Ex. 18 at 9.
1 PUCO Staff Ex. 18 at 9; PUCO Staff Brief at 2-4.
2 PUCO Staff Brief at 4.
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though AEP Ohio “will no longer sell electricity @hio ratepayers>® Well said. OCC
agrees.

The PUCO should not entertain AEP Ohio’s re-regoeproposal. The PUCO
should not undo the General Assembly’s processwhatinitiated in 1999. That process
was to replace cost-based regulation with competitiarket pricing in the Ohio electric
generation market. It is this process that thegB@drmAssembly envisioned as a tool to
ensure reasonably priced retail electric service@istomers in the State of Ohio. The
PUCO should carry-out the General Assembly’s divest

3. The PPA Rider is not permitted under Ohio law ad
would cause customers to bear costs that are notlaged

to providing retail electric service under the Stadard
Service Offer.

a. No provision of Senate Bill 3 or Senate Bill 221
justifies the PPA Rider.

The PUCO Staff declares that “[n]o provision in R4928.143 justifies the PPA
Rider.”™ OCC agree®> The PUCO Staff then points out that, currentligAOhio
recovers OVEC costs through its Fuel Adjustmenu&#a(“FAC”). As the PUCO Staff
notes, the fuel adjustment clause is a “bypassdtaege permitted under R.C.
4928.143(B)(2)(a)> That subsection allows EDUs to collect the “aufsfuel used to
generate the electricity under the offer” and tbest of purchased power supplied under
the offer.®” But when AEP Ohio moves to 100% auction — ambtsactually generating

electricity or using purchased power supplied “urtte offer,” there is no longer a basis

3 PUCO Staff Brief at 4.
* PUCO Staff Brief at 11.
> OCC Brief at 46-47.

0 PUCO Staff Brief at 11.
*" PUCO Staff Brief at 12.

13



to charge customers for these cd8té\nd that state of affairs will commence on June 1
2015.

The PUCO Staff is correct that after June 1, 2@iére will be no basis to charge
an SSO customer for any generation costs or fuebsather than those incurred
associated with the PUCO-administered auctfdnas the PUCO Staff also correctly
emphasizes, the PPA Rider is proposed as a norstgpia rider and would thus also
place OVEC costs on shopping customers who arpayong for such costs today.But
no customer (shopping or non-shopping) should bapay these costs.

Moreover, it is clear that R.C. 4928.143(B)(2)(e)tpins to costs that are
incurred to generate the electricity supplied uritderSSO. Here, though, the PPA Rider
attempts to collect costs that are unrelated tplgiqg power to SSO customers. The
OVEC transaction is not related to power purchastscthat are used to supply SSO
service. Because OVEC power is required to beistddthe market under the terms of
the PUCO's order in Case No. 12-1126-EL-UNC, thé& Rder would not constitute the
cost of power purchased to supply customers under4928.143(B)(2)(a). Instead, the
OVEC transaction is a financial hedge that is watesl to the physical procurement of
power that R.C. 4928.143(B)(2)(a) addresses. uhieasonable to expect captive
monopoly Utility customers to guarantee the prafitany generation in Ohio, especially
if that generation service is not provided direttifthose same customers for their

benefit.

58 pUCO Staff Brief at 12.
% OCC Brief at 46-47.
80 pyco Staff Brief at 12.
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b. AEP Onhio’s position is mistaken that it can
charge customers a PPA Rider because itis a
term, condition or charge relating to “default
service,” “bypassability” and “limitations on
customer shopping.”

To ensure reasonably priced retail electric serisanade available to consumers
in the State of Ohio, the General Assembly impdseitls on the charges that an electric
distribution utility could collect under an ESPhdse limits are contained, inter alia, in
R.C. 4928.143(B)(2). The Ohio Supreme Court hadicoed that R.C. 4928.143(B)(2)
limits what a utility may seek under an E8PThe Court ruled that if a provision does
not fit within one of the categories listed followi subsection (B)(2), it is not authorized
by statute.

As discussed in Brief, AEP Ohio never specifiedtmmrecord how the PPA
Rider qualified as a charge under R.C. 4928.142(B)And OCC argued that the PPA
Rider does not fit into any of the categories ari#eal by the lavf?

In its Brief, AEP Ohio claims that the charge tetato “default service and
addresses (non) bypassability” and that it “colsd &#e considered a limitation on
customer shopping to the extent it is viewed dggeh generation hedging service to
shopping customers even though they are purchgsingration service from a CRES
provider.”®

AEP Ohio’s proposed PPA Rider does not relat@égotrovision of default

service. As well established on the record in pineceeding, the proposed charge would

511n re: Columbus S. Power Gd.28 Ohio St.3d 512, 520, 2011-Ohio-1788.
52 OCC Brief at 47-48.
53 AEP Ohio Brief at 27-28.
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be a financial hedg¥. It would not specifically relate to the provisiohdefault service
because the PUCO has required that AEP Ohio’demgnt be sold into PIM’s
Reliability Pricing Model (“RPM”) auctions. And ¢hsuggestion that any proposed
charge qualifies as a charge related to bypasgabédcause the charge is either
bypassable or non-bypassable (because all chameglzer one or the other) makes
little sense. All charges are either bypassableorbypassable and the General
Assembly certainly did not intend for R.C. 4928.(B)§2)(d) to be so broadly construed
as to be meaningless.

Under Ohio rules of statutory construction, eadbssation of the law is intended
to have meanin® A reasonable interpretation of this language lditve that the charge
should be related to conditions that affect custashepping. Construing this section in
pari materia with R.C. 4928.02, the charges musst aleet the objectives of the law.
One of those objectives is to “[e]nsure the avdilgiof unbundled and comparable
retail electric service that provides consumers whe supplier, price, terms, conditions,
and quality options they elect to meet their respemeeds.*

But the PPA Rider does not pertain to the provisibanbundled services that
facilitate customer shopping. Customer shoppinglires the actual procurement of
power from market participants. The PPA Riderdsnelated to the procurement of
power. Power from OVEC is sold into the PJM markette OVEC transaction is a
financial hedge that has nothing to do with theunading of services and the structuring

of services to facilitate shopping. Nor is thergearelated to bypassability since there is

% Tr. Il at 747 (Allen).
5 R.C. 1.47 presumes that the “entire statute &nied to be effective.”
6 R.C. 4928.02(B).
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no provision of utility services that is bypasséte proposed PPA Rider is, therefore,
inconsistent with R.C. 4928.143(B)(2)(d).
C. R.C. 4928.02(H) makes it unlawful to for AEP
Ohio to collect revenues from distribution
service customers to subsidize competitive
generation service based on market prices, as

acknowledged by the PUCO Staff, IEU-Ohio,
and OCC.

Both the PUCO Staff and IEU-Ohio explain that Bf¢A Rider would violate
R.C. 4928.02(H). That law prohibits anticompe#tsubsidies running from an electric
utility’s noncompetitive distribution service tsicompetitive generation servic¥s.
OCC agree&® OCC also agrees that the Supreme Court of Olsiescafindus. Energy
Users-Ohio v. Pub. Util. Comtff andElyria Foundry Co. v. Pub. Util. Comf support
the principle articulated in R.C. 4928.02(H).

While those cases predated other changes madaate3Rill 221, R.C.
4928.02(H) was not changed. The holdings of tltases are thus, intact. Imdus.
Energy Users-Ohiahe Supreme Court of Ohio reversed a PUCO findunorizing the
use of distribution revenues to subsidize the obatgeneration facility> And inElyria
Foundry,fuel costs in a standard service offer were nottézd to be deferred for later
recovery through a non-bypassable distributiongdare. a charge applicable to all

customerg?

5 PUCO Staff Brief at 12-14; IEU-Ohio Brief at 13-15
58 SeeDCC Brief at 53.

69 2008-0hio-990, 117 Ohio St. 3d 486, 487-88, 885.12d 195, 198. The Supreme Court’s references in
the case to R.C. 4928.02(G) are to the same laeguag in R.C. 4928.02(H) due to the 2008 addition,
Senate Bill 221, of R.C. 4928.02(F).

92007-0Ohio-4164, 114 Ohio St. 3d 305, 315, 871 191176, 1188.
1 2008-0hio-990, 117 Ohio St. 3d 486, 487-88, 885.12d 195, 198.
22007-0Ohio-4164, 114 Ohio St. 3d 305, 315, 871 191176, 1188.
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Similarly, in the instant case, the costs of OMBE€the credit), which varies from
market prices, are proposed to be flowed backltoustomers through the PPA Rider.
But such a charge to customers would subsidizetili’'s generation costs. The PPA
Rider would be a subsidy of the cost of the OVE@Gegation facilities by all captive
monopoly distribution service customers. Inddrth SSO and shopping customers
would be subjected to the charge althongither is receiving the generation output from
OVEC through AEP Ohio.

OCC also agrees with the PUCO Staff and IEU-Oh& the PUCQO'’s decision in
the Sporn Cas® supports the parties’ position that the PPA Riglerot authorized by
the law. In that case the PUCO found “no statubasis within Section 4928.143,
Revised Code, or anywhere else in the Revised Ciodefie recovery of plant closure
costs. The PUCO’Sporndecision also found that collecting a generatidategl cost
such as a “plant closure cost” from all customeosii violate R.C. 4928.02(H). This
rationale applies to the hedging costs that the Rieler seeks to collect. Those OVEC
hedging costs result from generation sold to PIM funded by all of AEP Ohio’s
captive distribution customers. The PUCO shourd that AEP Ohio’s PPA Rider
would be an unauthorized charge to customers uigl&.C. 4928.143 and R.C.
4928.02(H).

4. The PPA Rider is preempted by federal law under

which the rates charged to customers for OVEC'’s
wholesale service are set.

OCC also agrees with the PUCO Staff and IEU-Ohat the PPA Rider is

preempted by the Federal Power Act, consistent thghrecent Fourth Circuit Court of

3 In the Matter of the Application of Ohio Power Camp for Approval of the Shutdown of Unit 5 of the
Philip Sporn Generating Station and to EstablisBlant Shutdown RideCase No. 10-1454-EL-RDR,
Finding and Order at 19 (January 11, 2012).
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Appeals decision iPPL Energy Plus, LLC v. Nazaridh. There, the Fourth Circuit
upheld a District Court decision finding that Mamwyt’s authorization for a new
generator to recover the difference between PIJNPBIRIearing price and the
generator’s revenue requirements was preempted tel€ederal Power A&. The
Fourth Circuit upheld the District Court’s rulinigat the Contract for Differences (CfD)
“payments had the effect of setting the ultimaiegthat CPV Commercial Power
Ventures Maryland, LLCteceives for its sales in the PIM auction, thusidibg on the
Federal Energy Regulatory Commission’s (“FERC”)lagive authority to set interstate
wholesale rates’®

There is little difference between AEP Ohio’s PPild® request and Maryland’s
contract for differences payments to an electrigéperator. The PPA Rider would
recover the difference between AEP Ohio’s shail®VEC costs and the sale of its share
of OVEC into the PIJM market. By doing this, theAFRider would be a “contract price
guaranteed” by the PUCO which “supersedes the Rids'rthat AEP Ohio would
otherwise recover for its OVEC interest — “ratembbshed through a FERC-approved
market mechanism’* As a result, it has the “potential to seriousbtatt the PIM

auction’s price signals’”® The PPA Rider would set the price received by ARt at a

" PUCO Staff Brief at 15-17; IEU-Ohio Brief at 21;2%ing PPL Energy Plus, LLC v. Nazariar63
F.3d 467, 2014 U.S. App. LEXIS 10158"(@ir. June 2, 2014).

> PPL Energy Plus, LLC v. Nazarian53 F.3d 467, 2014 U.S. App. LEXIS 10155.

" PPL Energy Plus, LLC v. Nazarian53 F.3d 467, 474, 2014 U.S. App. LEXIS 10155 &.*1
""PPL Energy Plus, LLC v. Nazarian53 F.3d 467, 477, 2014 U.S. App. LEXIS 10155 4t.*2
"8 PPL Energy Plus, LLC v. Nazarian53 F.3d 467, 478, 2014 U.S. App. LEXIS 10155 #.*2
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wholesale market and would violate the Supremaeyi€3 of the U.S. Constitutidh,
upon which FERC'’s preemptive authority is based.

In its Brief, AEP Ohio argues that “the proposedF®der would not affect
retail or wholesale competition in Ohio” becaus€eFAOhio would bid each of these
generation related items — capacity, energy, acilanies etc. — into the PIM marké&f”
AEP Ohio states that all of the revenues woulddezluo offset costs billed to AEP Ohio
by OVEC and that “[n]one of the energy or capaaggociated with the Company’s
OVEC entitlement would be bid into the auction sed to offset any of the SSO load
included in the auction®® AEP Ohio argues that, along with the non-bypassadsture
of PPA Rider, the sale of AEP Ohio’s energy andacép into the PJM market will
ensure that the PPA Rider “will have no adverseaichpn the SSO auction or the ability
of CRES providers to compete for customers on el lphaying field.”®?

But, as the Fourth Circuit’s decision makes cledrere a generator’s costs are
subsidized by a charge such as the Maryland cdnthecgenerator will naturally have
incentives to withhold energy or capacity from tharket®® That will adversely affect
the operation of the market.

The proposed PPA Rider rate violates federal, dsasehio, law and should be

rejected.

9 U.S. Const. Art. VI provides “This Constitutiomdthe laws of the United States which shall beaviad
pursuance thereof; and all treaties made, or wéheti be made, under the authority of the UnitedeSt
shall be the supreme law of the land; and the jsdgevery state shall be bound thereby, anythirtge
Constitution or laws of any State to the contrasgwithstanding.”

8 AEP Ohio Brief at 25-26.

81 AEP Ohio Brief at 26.

82 AEP Ohio Brief at 26.

8 PPL Energy Plus, LLC v. Nazarian53 F.3d 467, 478, 2014 U.S. App. LEXIS 10155 #&.*2
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5. AEP Onhio’s proposed PPA Rider would leave
customers without the protection of a prudence reeaw
and without incentives for protecting customers fran
unreasonable charges associated with inefficient
operations.

As the PUCO Staff and other parties recognized? Amio’s claim that its PPA
Rider will somehow “stabilize customer rates” isonsistent with the facts and its own
witnesses’ testimon$’. The PUCO Staff appropriately points to AEP Ohiwarious,
conflicting estimates regarding the potential castthe PPA Rider®® These estimates
range from “a $52 million cost to an $8.4 millioartefit during the term of ESP IlI” and
Mr. Allen’s decision “not to incorporate any qudiable cost or benefit regarding the
PPA Rider in his ESP v. MRO analysf§.”

The PUCO Staff also points out inconsistencies betwthe testimony of AEP
Ohio’s President’s and that of Mr. Alléh.And the PUCO Staff points out, as OCC did,
how Mr. Allen developed a fourth scenario — his traygtimistic scenario, which he
“unveiled for the parties for the first time durihg cross-examinatiorf® The PUCO
Staff appropriately asks which of these scenasa@sasonable and which one “should the
Commission rely on to determine [if?] the PPA wsliabilize rates for customers’?”

The answer, of course, is that the net cost HeaPPA Rider will impose on
customers is affected by many factors and, in exelg net cost, the PUCO must judge

which assumptions are most reasonable. The faeteithe PUCO Staff points out,

8 PUCO Staff Brief at 18-25.
8 PUCO Staff Brief at 19.
8 pUCO Staff Brief at 19-20.
87 PUCO Staff Brief at 18-21.
8 PUCO Staff Brief at 20.
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include primarily future market prices and potenttaanges in OVEC cosfs. And on
the cost side, as the PUCO Staff argues, “thera atenber of factors that could greatly
increase the costs of operating the OVEC units theenext few years,” including
“additional capital expenditures, increases in @uades, and future environmental
regulations.®
The factors contributing to different estimatesh# net cost of the PPA Rider are
discussed in numerous parties’ briefs. As IEU-Qfuncludes, “[t]he credible evidence
of the cost of the PPA, therefore, is that itkely to result in an $82 million charge to
customers. The amount it adversely affects customay range from $82 million to
$116 million.” And the PUCO Staff concludes, looking at theneates of OCC
witness Wilson and IEU-Ohio witness Murray, thdte'tPPA Rider could be extremely
costly for customers during the ESP IIl terff.”
6. AEP Ohio’s estimate of an $8.4 million benefita

customers over the ESP term should not be relied op.

OCC witness Wilson’s estimate of a cost to custonmepf

$116 million provides a reliable estimate of the duome

of the PPA Rider over the ESP term.

a. AEP Onhio’s forecast of OVEC (AEP Ohio Ex. 8)

understates the cost to consumers as it relies on
outdated market prices and incorporates

substantial cost reductions that will likely never
be realized.

OCC witness Wilson demonstrated that the cost@PPA Rider to customers

was likely to be approximately $116 million oveetterm of the ESP® He developed

8 PUCO Staff Brief at 21-22.
% PUCO Staff Brief at 22.

°1 |EU-Ohio Brief at 56.

92 PUCO Staff Brief at 19.

% OCC Brief at 56-69.
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this estimate by making appropriate adjustmentaémnly model AEP Ohio produced
in discovery which showed the net cost to custonarthe PPA Ride?* Mr. Wilson’s
adjustments are described in OCC's briefs. Thdgesaments eliminate Mr. Allen’s
projected reductions in OVEC costs due to its LEAIgrovements, use updated (May
2014) market prices, and adjust the generationubtiopbe more consistent with recent
historic levels of generation.

Although AEP Ohio initially set the PPA Rider ratezero® it apparently
realized the weakness of its claim at the timéneftiearing. At the hearing, when Mr.
Allen was cross-examined on his direct testimomyasserted for the first time that there
was an $8.4 million benefit to customers over tB@Eernt° Mr. Allen constructed a
new net cost to customers based upon OMA Ex. &cAthent 2. AEP Ohio later
presented Mr. Allen’s calculation through rebutestimony as AEP Ohio Ex. 8A
(CONFIDENTIAL). Mr. Allen described his calculatiaon cross-examination for the
first time as follows:

A. So what one would do is take the energy revefmoes,

say, Attachment 2 for 2015 and in that case a seven
twelfths estimate would be reasonable, as well ssvan-
twelfths estimate for the energy expenses. Ormaipacity
revenues it wouldn’t be appropriate to just taleeaen-
twelfths value from that exhibit because it reffetto
different capacity periods within the PIM planniyregrs.
And so you would have to isolate based on the RR&&p
for the ‘15-'16 planning year what that value is fioe first

year.

On the demand expense side it would be appropgoate a
calculation assuming seven-twelfths because theaddm

% OCC Brief at 58-69.
% AEP Ex. 12, Ex. DMR-1 (Roush); Tr. | at 47 (VegdB). Il at 917-19, 923, 930 (Roush).

% Obviously, no party had an opportunity to reviéwse numbers or test the reasonableness of Mn'alle
assumptions regarding this exhibit before presgrttieir own prepared direct testimony in this peating.
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charge is relatively constant across the year dullar per
month basis.

And so when you do that calculation, what you sisim
year 1 the PPA -- and, sorry, there’s another acheist
that would be appropriate to make on the demancheha
that you would want to look at the more recent O\E&ta
on the budget for OVEC for the demand chargeswhat
presented in OEG Set 2, Interrogatory 2-004, youla&vo
use that to come up with the demand charge.

Putting those together what you see is that im $ehe
PPA charge would be $6.2 million to customers,gary2
the PPA rider would produce a credit to customéf2ds
million, and in year 3 the PPA rider would produice
benefit to customers of $11.8 millidh.

AEP Ohio’s last minute efforts to manufacture nensito make the PPA Rider
seem like a benefit to customers is nothing shigputling a rabbit out of a hat. It relies
on Mr. Allen’s claims that it is appropriate to éak/12 of energy revenues, energy
expenses, and demand charges from 2015 (June thixegember) to calculate his new
number. It also relies on a 5/12 assumption fe@rgyrevenues, energy expenses’ and
demand charges for 2018. Mr. Allen’s concept yloat can use annual calendar data
(from two different years) to estimate effects dgran ESP period that runs three years
(from June 2015 through June 2018) is unreasonalleh electric prices being highly
seasonal, any annual estimate created to coveea year period (with partial years of
2015 and 2018) is problematic, and will likely puoeé an unreliable estimate.

Moreover, although Mr. Allen and AEP Ohio have ilad that Mr. Allen’s
analysis in AEP Ex. 8/8A is the most updated anglysthis proceeding, that analysis
utilized the September 2013 market prices and géinarforecast from OMA Ex. 3. The

only update from September 2013 is, according toAlen, OVEC’s updated budget of

% Tr. Il at 485-86 (Allen).
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O&M costs and demand charg&sHe did not update any other aspect of the fotecas
from Attachment 2. Instead he continues to relpotdated market prices and
generation output, and denies that August/Septe20E3 forward market prices are
outdated in today’s markét.

But the PUCO should not rely on AEP Ohio Ex. 8/8&%#&use it is based on
outdated market prices. Additionally, the OVEQIget estimates for LEAN
improvements are simply not credible as discuss€GC'’s brief:°> AEP Ohio’s claim
that AEP Ohio Ex. 8 is “based on the most updatebaecurate information® is
simply nonsense. Other than the OVEC budget foMCs#ad demand charges, it uses
the data from September 2013. In comparison, O@@&ss Wilson uses much more
current data --May 2014 forward market prices.

AEP Ohio also claims that AEP Ohio Ex. 8/8A prasd “reliable long-term
evaluation of the PPA Rider well beyond the ESEnt&? But this claim, in addition to
being untested, is also irrelevant to this proaegdiThis case concerns the proposed ESP
term June 2015 through May 2018. Although AEP Qidumts to OEG witness Taylor’s
proposal for a 9 %2 year term, it violates the lsMighly speculative, and would be
harmful to customers as discussed at length in @B@ef!°® There is no reasonable
basis for AEP Ohio’s suggestion for the PUCO tcelaate the long-term benefits of the

PPA Rider when considering whether to adopt thegsal.” Doing so is inconsistent

% Tr. Il at 493, 504-05 (Allen).

9 Tr. 1. at 495-496 (Allen).

199 0CC Brief at 58-62.

102 AEP Ohio Brief at 52, n.39 and at 53.
192 AEP Ohio Brief at 54.

193 0CC Brief at 77-80.
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with the three-year ESP term that AEP Ohio has@seg®* and with the two-year term
that could result if the Utility is granted its piased unilateral right to terminate its plan.
The PUCO should disregard any suggestion of a letegen PPA Rider and should not
give any credence to AEP Ohio’s or Mr. Taylor'sden-term projections given the 3-
year term of the ESP.
b. OCC Witness Wilson’s calculation of $116
million in net costs to customers should be relied

upon by the PUCO in rejecting AEP Ohio’s
proposed PPA.

Determining the cost to customers of the PPA Ridquires preparing an
estimate based upon the best information availablEC witness Wilson prepared just
such an estimate using May 2014 forward markeepriBEP Ohio did not. It failed to
re-run its August 2013 run of its dispatch modeileftect updated forward market prices
despite ready availability of this information. Mxllen could simply have asked the two
analysts who perform such modeling for AEP Ser@oeporatiori® to update the earlier
analyses. But he didn’'t. This is very tellingER Ohio only wants to reflect those
changes that would reduce the net cost of OVE®msumers. This way it is an easier
sell to the PUCO. AEP Ohio doesn’t want to refidzanges it knows will have the effect
of increasing the net cost of OVEC to customer&PADhio’s analysis is outdated and
cannot be relied upon.

Yet AEP Ohio criticizes OCC Witness Wilson becalséad to make rough

adjustments to AEP Ohio’s model to reflect the expe net cost to customers based on

104 Notably, AEP Ohio has even suggested that the Riéi&r could be in place for period of time that is
shorter (not longer) than its three-year term. &maEP Ohio’s alleged unilateral right to terminates
ESP and the PPA Rider could be ended in two years.

15Ty, 11 at 491 (Allen).
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current forward market prices and more recent his@VEC generatiod®® AEP Ohio’s
criticism is not well founded.

Mr. Wilson made reasonable adjustments to AEP @taaalysis for good
reasons. While AEP Ohio is correct that thosestdjants will not reflect the actual
dispatch for every hour under the model (becauséNilson did not have the model at
his disposal), they reflect reasonable estimateéseobverall impact of those adjustments.
OCC Witness Wilson explained the purpose of makungh an adjustment to AEP
Ohio’s counsel:

Q. Okay. Now, do you agree if inputs of a model
change significantly, then you have to rerun the
model to get a valid result?

A. | agree that if the inputs have changed sigaittly,
that to have a result that's entirely consisternhwi
all the inputs you would have to rerun the model,
but sometimes you can instead make an estimate
based on a much simpler approach.

* % %

A. ... l would say that to have dispatch modsultts
that are fully consistent with the dispatch model’s
inputs, if you change the inputs, you would then
rerun the dispatch model. But to have results that
are based on something a dispatch model did and
then some of those inputs changed, there can be
more simpler and straightforward approaches to
adjusting those results that are still valid. They’
not an exact reflection of what the dispatch model
would have said had you rerun it, but they may be
very close and they may be sufficiently valid
depending on the application of the analySfs.

Mr. Wilson acknowledged that he did not reruniiedel and that his

adjustments are not going to dispatch appropridatedvery hour. Mr. Wilson’s

196 AEP Ohio Brief at 54-57.
17Ty, X at 2451-2452 (Wilson).
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adjustments to AEP Ohio’s outdated analysis argoreble. In contrast, AEP Ohio has
chosen to approach this issue like an ostrich itsthead in the sand. When strong
support and analysis are available but not furmisbee can only suppose that the
production of strong evidence is counter to thatymobjectives. Thus, AEP Ohio has
limited the information that the PUCO has to deiemwhat the expected net cost to
customers is under the PPA Rider. Mr. Wilson (Htld witness Murray) pointed out the
effect of removing $30 million in LEAN improvemerftem AEP Ohio’s model and the
balance ($116 million - $82 million = $34 milliofgr Mr. Wilson’s other adjustments.

In addition, as OCC pointed out in its Initial 8fi Mr. Allen knows very little
about OVEC budgeting. And he made no comparisoasalysis of OVEC'’s success in
meeting its budget projections, let alone budgeticéons of the magnitude that he
included as OVEC'’s most recent projections in IBU & While AEP Ohio’s Mr.

Allen claimed that the LEAN and other OVEC costiegs are “sufficiently certain to be
used in the rider estimat&’® no demonstration was presented to this effectifmy h

While Mr. Allen is “confident” of the reasonablesesf the LEAN savings, he testified
that he has “never reviewed the accuracy of theywar operating budgets or the current
operating budget” for OVE&'® Further, his testimony on this subject about vdthers

at the company may have said to him regarding ¢haracy of OVEC budgets

108 OCC Brief at 60-61.
109 AEP Ohio Brief at 59.
HMOTr |1 at 512 (Allen).
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historically is unreliable hearsa}* His testimony should not be relied upon.
7. AEP Ohio’s argument that the PUCO should require

customers to protect it through reregulating part d its
generation is unreasonable.

OCC, the PUCO Staff, and other parties have albeated that, with the
implementation of full market-based SSO ratestthesition to a competitive market for
generation in Ohio should be at an end. Exceptfa sudden, AEP Ohio wants to pull
back so that it is protected from the market anargteed a return on its investment. It
wants to re-regulate the price customers pay foEOV And it makes a lengthy pitch to
do so by reviewing the history of implementing Serill 3 and Senate Bill 221. It
argues, in large part, that the slow pace of ttemshas been necessary to protect
customers from high market pricB8. AEP Ohio further argues that Senate Bill 221
established a new and extended transition peridgety gradually subject customers to
market rates over a period of six to 10 yeat3.AEP Ohio also points to a “cooperative
partnership between the Commission and AEP Ohiet this period, including after
Senate Bill 221 to “pull back from the market-basai@s cliff.”**

None of these AEP Ohio claims are based on amydexvidence in this
proceeding. The simple fact is that customers havg been deprived of the benefits of

competitive market prices that are below AEP Ohiegacy generation rates. Had the

M1Tr |1 at 510 (Allen). Although the PUCO has atienil hearsay into evidence in previous casessit ha
done so noting the appropriate weight to be giverh vidence is within its expertis8ee, for example,
In the Matter of the Application of Ohio Power Cang and Columbus Southern Power Company for
Authority to Merge and Related Approvals, et@ase No. 10-2376-EL-UNC, et al., 2011 Ohio PUC
LEXIS 1325, * 29, Opinion and Order (December 101.P). Mr. Allen’s lack of personal knowledge
regarding the OVEC budgeting process from whiclkdndd critically assess fellow workers’ statements
regarding the subject weighs against giving MreAl§ testimony any weight.

112 AEP Ohio Brief at 33-37.
113 AEP Ohio Brief at 38.
114 AEP Ohio Brief at 38-39.
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historical differential between wholesale marketgs and AEP Ohio’s base generation
rates been at issue in this proceeding, OCC arat ptrties would have demonstrated
the hundreds of millions of dollars of savings lustustomers by having to pay above-
market rates for generation — in addition to thedrads of millions paid to AEP Ohio to
encourage it to transition to competition. Theasfzace of transitioning to market based
rates has benefited AEP Ohio. The Ultility hashiuyhest residential rates in the state, on
average. But that is not the issue in this proceed

The PUCO determined in Case No. 11-346-EL-SSOAR#® Ohio’s generation
rates would be determined by market prices effeclimne 1, 2015. It is AEP Ohio’s
inability to accept that decision — and to acchptrisk associated with its generation
assets -- that has it revisiting the historic ratprdy well. Rather than honoring the
General Assembly’s directive for a competitive nedpkace, AEP Ohio seeks authority
to further defer the transition to competition. RABhio’s pitch to the PUCO is to leave
in place a system of compensation for generativastment based on a cost-plus model.
That should not be entertained.

8. The PUCO Stalff is correct that the auction desigalone

is adequate to mitigate volatility for SSO customes,
without AEP Ohio’s proposal.

ThePUCO Staff, as well as OCC and IEU-Ohio, arguedtti@ PPA Rider
would not reduce rate volatilifyy> And the Staff recommended adopting other
approaches, such as staggered and laddered apiatrurcts, to produce an appropriate
level of price stability for SSO customers. ButPABhio claimed otherwise, arguing that

Dr. Choueiki is mistaken that the use of staggewsttion procurement and laddering of

115 pyCO Staff Brief at 18-24; OCC Brief at 48-52; IEYhio Brief at 24-28.
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multiple products is a more effective approach togaite rate volatility than the PPA
Rider!®

Dr. Choueiki is right. AEP Ohio is wrong. AEP 01s claim that the PPA Rider
will somehow operate counter to the market rathan following the market was shown
by OCC witness Wilson to be unsound. And by AE#Ri& admission, the effect of the
PPA Rider on volatility is de minimus. Mr. Allentsbuttal exhibit WAA-R2 shows that
the stability effect of OVEC, even based on Mr.eilk highly speculative assumptions,
would be just $.35/MWh.

AEP Ohio argues that laddering/staggering “onlgtiplly mitigates rate volatility
and does not mitigate fundamental changes in maakes.*'’ Certainly, no approach —
hedging or otherwise -- will “completely” mitigapice changes for an indefinite period
of time. The question is not whether any volatifititigation tool is “partial” but
whether it makes sense and can be obtained asan@ale cost and under reasonable
terms. The PPA Rider does not achieve those agsct Staggering and laddering of
competitive SSO auctions are far better toolstiesé purposes. SSO auctions reflect the
fuel diversity upon which the SSO supplier’s offebased and they reflect the multi-year
products required by the auctions. And the SS@lgrs bear the risk of delivering the
required supplies to customers at the auction pyiuée remaining profitable. AEP Ohio
isn’t willing to shoulder that risk.

AEP Ohio also argues that staggering/ladderingiblelp shopping customers

or those participating in governmental aggregatimgrams*'® But it is not meant to.

118 AEP Ohio Brief at 60-63.
117 AEP Ohio Brief at 60-61.
118 AEP Ohio Brief at 60-61.
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Customers select competitive suppliers becaudeedditferent options that they offer. A
non-bypassable PPA Rider would force customersavashopping to continue to rely
on AEP Ohio’s selection of generating resourcesetdhe overall price they are paying.
Customers who are shopping are participating inrbeket because they want a different
choice — they don’t want what the electric utilitgs to offer and they certainly don’t
want to be forced to take what the electric utitigs to offer.

AEP Ohio is right about one thing though — prigasy. And the decisions that
customers make — whether to take SSO service @rata, if shopping, the rate, terms
and length of their contract, will determine theprthey pay. Choice is not intended to
eliminate the potential for risks and rewardsis ihtended to give customers the ability
to determine what risks and rewards they want sarae. AEP Ohio’s PPA Rider would
effectively take that choice away from customerstablishing a non-bypassable
subsidy for generation service that they themsehes ot choose. AEP Ohio’s proposal
is counter to the entire concept of competitivekats, would be counterproductive to
choice, and should be rejected.

AEP Ohio also argues that, in contrast to the pighnium included in marketers’
fixed price offers, “the PPA Rider involves a difatial between cost and market
without an additional premium*® This is an inane statement — the difference betwe
market price and cos the risk premium and captive customers are resiplen®r that
risk premium. In contrast, customers purchasifigesl price offer from a marketer do
not bear the risk that the market will produceféedent price than they agreed to pay.

The marketer bears that risk.

119 AEP Ohio Brief at 62.
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AEP Ohio claims that customers looking for stapvill not find it in the
market. AEP Ohio points to the fact that most4%2). offers in AEP Ohio’s service
territory are for 12 months or less and the longésts are for 36 montH3® This point
however is overstated. AEP Ohio has proposed aRBér price to change annually
(every 12 months). Thus, most offers are equldngth to the PPA Rider price and
many are longer. And customers can choose thetetlegm, 36-month contracts if they
so desire. These contracts are as long as thre &8P period. Customers cannot choose
a PPA Rider price that will not change for morenti@ months; they are stuck with a 12-
month PPA Rider and with the under- or over- coitecthat will inevitably occur.

Moreover, the fact that there can be volatilitsupplier and governmental
aggregation prices is reflective of the market.stGmers who choose not to have a
longer-term fixed price do subject themselves ¢oribk that their price will rise during
their shorter-term contract renewals, but theynaa&ing a choice of such shorter-term
contracts. While customer education is neededisare that customers are aware of the
risks they are taking and their options, competditivarkets for all products are prone to
changes/volatility in rates.

Forcing the PPA Rider on captive monopoly cust@wesuld undermine the
operation of the competitive market. And it woultdermine the objective of allowing
customers to bear the risk with which they are astable. The PUCO should reject the

PPA Rider.

120 AEP Ohio Brief at 62.

33



9. Although the PJM market for capacity and energy
continues to be imperfect, it is a substantially b&er
construct for customers than cost-based paymentsifo
OVEC under the PPA Rider.

As OCC and other parties have argued, the disciplitleeomarket provides
better value to customers than the historic cosetbaegulatory regime that AEP Ohio
would seek to perpetuate with its PPA RitférBut AEP Ohio argues that the PJM
capacity and energy markets are “far from fullydiioning, transparent and effectivé?®
AEP Onhio points to regulatory reforms that it claifwill cause the market prices to
increase over time, as compared to the largelylfased stable OVEC costs being
included in the PPA Rider proposaf®* AEP Ohio also argues that the “cost of
maintaining reliability under the PIJM constructyaky transmission fixes) is also
significant and should be consideréd*”

The PIJM market is certainly not perfect. It conés to undergo changes, as
discussed by OCC witness Wilson, and it operatesrdmg to established rules based on
an ongoing review process involving numerous stakkgis. AEP Ohio discusses many
of those rules. And it suggests that the operadfdhe market in accordance with these
administratively-determined rules and ongoing dtakder process means that reliance
on “market forces is a misnomer and a red herrifty AEP Ohio further points out that

there is an ongoing process of reform at PIM, catibg that “[a]ll of these reforms will

121 oCC Brief at 71-72.

122 AEP Ohio Brief at 64.
123 AEP Ohio Brief at 64.
124 AEP Ohio Brief at 64.
125 AEP Ohio Brief at 65.

34



likely take a significant amount of time and eitkeme with a price tag or increase PIM
market prices if successful®

But AEP Ohio provided no evidence that the PIM-adstered energy markets
and pending market reforms will dramatically affpdtes, especially during the ESP
term. These markets have been in place for somedpef time, and the ongoing
stakeholder review process will stabilize ratethenPJM market over time rather than
result in exacerbation of prices as AEP Ohio sutgges

AEP Ohio criticizes both OCC witness Wilson and®WStaff withess Choueiki
for having confidence in PJM’s ability to addressiggems in the operation of the PIM
market through the ongoing stakeholder pro¢&s8ut, as AEP Ohio acknowledges, it
is a participant in these reform effott&. More importantly for purposes of this
proceeding is that any issues in the PJM capacignergy markets are unlikely to have
any significant impact on market prices paid by ABifo’s customers during the ESP 1l
period. As AEP Ohio witness Vegas testified, beea®JM capacity prices have been
determined through the end of the ESP period (202018), any rules issues are
unlikely to have a substantial effect on capacitggs during the ESP terfd? And with
respect to energy prices, “the SSO suppliers,ddibg a specific price for a specific
period of time, bear the risk of variations in pria the day-ahead and monthly energy

markets to meet their share of . . . customer gn@guirements.”

126 AEP Ohio Brief at 65-66.
127 AEP Ohio Brief at 66-67.
128 AEP Ohio Brief at 67.
129Tr, | at 62-63 (Vegas).
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Thus, AEP Ohio’s emphasis on PJM rules changesligle significance. The
rules changes will have a limited effect on SS@gwiduring the term of the ESP. While
these issues might be worthy of debate for peri@y®nd the 2017/2018 RPM BRA
auction period, they will have limited effect irghproceeding.

10.  To the extent that any PPA Rider is approved (kich it
should not be), the PUCO should make clear that it
limited to OVEC and should end customers’ payments

for OVEC upon sale or transfer of AEP Ohio’s OVEC
interest.

If the PUCO were to approve a PPA Rider in anynfdespite the numerous legal
problems and absence of demonstrated benefitputiglprotect customers from
additional harm by making clear that the PPA Riddimited to AEP Ohio’s interest in
OVEC. The PUCO should also make clear that the RRI&r can only continue until
AEP Ohio can sell or transfer its interest in OV&@l that AEP Ohio must continue to
make good faith efforts to do so under the ternth@fCPA. Likewise, the PPA should
be limited to the term of the ESP.

AEP Ohio clearly sees approval of the PPA RideXX¥EC as a foot in the door
to re-regulate and subsidize a substantial podfadts “Ohio legacy plants*®*° Pointing
to the testimony of its witness Dr. McDermott, ABRio argues that the PUCO should
hold the PPA Rider open for expansion to othertplamthe futuré3" At the same time,
AEP Onhio’s proposed early termination provision Vdoenable AEP Ohio to take
advantage of an upswing in market prices (or faveraoal prices) by abandoning the

PPA Rider after two years.

130 AEP Ohio Brief at 67-69.
131 AEP Ohio Brief at 68¢iting AEP Ohio Ex. 32 at 10 (McDermott).
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Even if AEP Ohio could somehow get the illegal &iadmful PPA Rider
approved for OVEC, the PUCO should stop right thek&P Ohio cites to the testimony
of Dr. Choueiki acknowledging that “the OVEC cortizal entittement was unique and
could be approved as a legacy contrdtt. But AEP Ohio misrepresents Dr. Choueiki's
testimony. Dr. Choueiki only testified that the ®0’s allowance of AEP Ohio to
temporarily retain its OVEC interest is uniqtfd.He did not testify that the OVEC
generating asset is, in any way, unique. And barbf stated that he has the same
objections to both the proposed OVEC PPA and apgested PPA

And even if there is a basis for saying that tMEQ generating asset is unique,
that suggests that other generating assets atmitpte and the allowance of an
expanded PPA with respect to them would not béfipdt AEP Ohio’s argument is
inconsistent.

It should be emphasized that AEP Ohio has notqueg a PPA to address any
generation asset other than OVEC. AEP Ohio sugdglest the mere approval of a PPA
Rider provides a vehicle to consider the re-regumadnd subsidization of other legacy
assets. And AEP Ohio wants the PUCO to applyfaréift, lighter standard to such
review. But any proposal AEP Ohio submits shotéehd on its own and must meet all
of the legal and regulatory standards and requinésreegainst which the OVEC PPA is
being evaluated in this case. If anything, the PUDould ensure that any other
generation asset that AEP Ohio seeks to re-reguglatghjected to the same scrutiny

applied to the OVEC assets. Finally, if the PUCQvas forward to approve the OVEC

132 AEP Ohio Brief at 68giting Tr. XII at 3037 (Choueiki).
133Tr, XIl at 3037, 3039-3040 (Choueiki).
134Tr, XIl at 3040 (Choueiki).
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PPA, it must ensure that the charges to customersraa nonbypassable,
nondiscriminatory basiS> Moreover, to ensure the efficient operationshef facility,
the Utility should share on a 50/50 percent basimanetary risks (and alleged benefits)
associated with the facility’s operational costd aevenues*
B. Under The Terms Of The PUCQO'’s Order In Case No012-1126-
EL-UNC, AEP Ohio Has A Continuing Duty To Seek To
Transfer OVEC Assets. The PUCO Should Not Entertai AEP
Ohio’s Request For A PPA Rider Without Examining Whether
AEP Ohio Has In Good Faith Sought To Transfer The Asets.
This Is Necessary To Prevent Harm To Customers That
Follows From AEP Ohio Retaining Its Interest In OVEC And

Requesting Customers To Guarantee AEP Ohio Profit®n Its
OVEC Interest.

OCC emphasized that AEP Ohio has a continuing tutyake good faith efforts
to transfer its OVEC interest, thus preventing aagd to consider AEP Ohio’s proposed
PPA Rider and the harm it would cause custortiér&ut AEP Ohio has not made such
continuing efforts.

AEP Ohio claims that “there is no reason to tryrémsfer the OVEC contractual
entitlement again because the same conditionsatizhe OVEC owners to withhold
their consent for transferring AEP Ohio’s shareEPAGenco’s credit rating being lower
than AEP Ohio’s — continue to exist® AEP Ohio claims that these same reasons apply,
circumstances have not changed, and “there isasmrefor AEP Ohio to try agairi>®

But as discussed in OCC'’s and IEU-Ohio’s Briefgréhare numerous ways

under the terms of the Amended and Restated Irderpany Power Agreement

1350CC Brief at 75-76.
13 OCC Brief at 74-75.
1370CC Brief at 37-42.
138 AEP Ohio Brief at 25.
139 AEP Ohio Brief at 25.
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(“ICPA”) to approach this issué? As OCC and IEU-Ohio have emphasized, Section
9.182 of the ICPA allows for a transfer to a PeteditAssignee, i.e. an affiliate with an
investment grade credit rating. And Section 9.488nits AEP Ohio to assign its interest
to a third party, so long as it first provides glRiof First Refusal to the other parties to
the OVEC agreement.

AEP Ohio does not explain in its brief why eithétleese are not pursuable
options. For instance, while AEP Genco may noehav investment grade credit rating,
other operating companies of AEP Ohio might haveswch required credit ratings.
Thus, AEP Ohio’s interest could be assigned toleeToAEP operating company or an
unrelated third party. But AEP Ohio did not pursiuese options.

Instead, AEP Ohio attempts to skirt these issuliesuggests that it can do nothing
else to transfer its interest since it tried oree,could not obtain consent of the other
Sponsoring Companies. AEP Ohio’s disregard fowvdréed options to transfer its
OVEC interest under the terms of the ICPA is tellilBy not engaging in good faith
efforts to transfer its OVEC interest, it has digneled the directive of the PUCO, as
conveyed in its Opinion and Order at Case No. 1261BL-UNC*? Because AEP Ohio
has failed to demonstrate its efforts to trandkeOVEC interest, contrary to its duty to

do so, the PUCO should not entertain AEP Ohio'ppsed PPA Ridel

140 0CC Brief at 41-42; IEU-Ohio Brief at 34-36.
141 |[EU-Ohio Brief at 35; Tr. Il at 580-82.
1420CC Brief at 37-42.

1430CC Brief at 37-42.
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C. AEP Onhio Does Not Have The Unilateral Right To &minate
Its ESP One Year Early.

In its ESP Application, AEP Ohio “reserves the tigh terminate its ESP one
year early"** AEP’s unprecedented reservation would give itthiéateral power to
terminate its ESP for a number of purposes (noehath are necessarily fair for
customers). AEP Ohio can terminate if there gfg:“substantive changes in Ohio Law
(including rules or orders of the Commission) difeg standard service offer (SSO)
obligations and/or SSO rate plan options under @na928 of the Revised Code” or (2)
“a substantive change in federal law (including EERIes or order) or PJM tariffs or
rules with respect to capacity, energy or transimisgegulation or pricing that has an
impact on SSO obligations and/or rate plan optidf?s.

In its Brief OCC argued that there was no suppmrEP Ohio’s propositioni*®
No statutory authority. No case law. Other inggrars, including Constellation, Ohio
Manufacturers’ Association, and RESA recognizesd #s welt*” and similarly urged the
PUCO to reject this provision of the ESP. Yetitéinitial brief, AEP Ohio failed to
provide any support for its unilateral right tont@nate. AEP has no authority to
unilaterally terminate an ESP. AEP cannot rewthitelaw. And as a creature of statute,

the PUCO cannot eithéf®

144 ppplication at 15 (Dec. 20, 2013).

145 |d

146 OCC Brief at 154-157.

147 See Constellation Brief at 25-26; OMA Brief at 3RESA Brief at 34-36.

148 Cleveland Electric Illuminating Co. v. Pub. Utilo8@im.(1975), 42 Ohio St.2d 403, 330 N.E.2d 1, 1975
Ohio LEXIS 510, 71 Ohio Op.2d 3Bayton Communications Corp. v. Pub. Util. Con{&®80), 65 Ohio
St.2d 302, 307 [18 O.0.3d 47&pnsumers’ Counsel v. Pub. Util. Comh981), 67 Ohio St.2d 153, 166
[0.0.3d 96].Montgomery County Bd. of Comm’rs v. Pub. Util. Cor(t886), 28 Ohio St.3d 171; 503
N.E.2d 167; 1986 Ohio LEXIS 818. See aBike Natural Gas Co. v. Pub. Util. Com(i981), 68 Ohio
St.2d 181, 22 0.0.3d 410, 429 N.E.2d 4¥Merlin Corp. v. Pub. Util. Comn{1978), 53 Ohio St.2d 76, 7
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AEP Ohio insists that it needs flexibility to adapta litany of changes in rules or
laws that affect the PIM Market and/or in the stdt®hio*® AEP Ohio also claims that
the right to terminate the ESP early and reopanthe event of significant changes is
“reasonable, prudent, and necessary to protedustemers and the Company’s
interest.**°

Assuming arguendo that the PUCO has the authariglow AEP Ohio the
unilateral right to terminate the ESP, the PUCQu#thaot be persuaded by such rhetoric.
As noted by OMA, the flexibility that AEP Ohio seeWould deprive consumers of the
predictability and security associated with a thyear set term for the ESP" And the
flexibility AEP Ohio seeks may cause uncertaintytia market, adding risks and cdsts
which would likely be passed onto customers. Bateé are more reasons why AEP
Ohio’s unilateral right to terminate should be obtgel.

The PUCO Staff noted that, under the Utility’s poeal, the PUCO would not
play a role is determining whether termination armanted. And the PUCO would not
have the ability to refuse terminatibf. The PUCO Staff instead offered that if AEP

Ohio has concerns, it should bring those concertise PUCQO’s attention. This appears

to be a reasonable approach that is consistentwhigh the PUCO has recognized as its

0.0.3d 152, 372 N.E.2d 59&hio Pub Interest Action Group, Inc. v. Pub. Util. Comr1975), 43 Ohio
St.2d 175, 72 0.0.2d 98, 331 N.E.2d 730.

149 AEP Ohio Brief at138.

1%01d. at 139.

151 OMA Brief at 3-6.

152 See Constellation Brief at 25-26; Direct EnergieBat 12; RESA Brief at 34-36.
153pyUCO Brief at 68-69 (citing PUCO Staff WitnessdBt).
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continuing jurisdiction over a Utility's ESP? And under such an approach other parties
could patrticipate in the process. Such an appraeastly different from the heavy-
handed unilateral termination right AEP Ohio insisthas.

Finally, the PUCO should be mindful of the slippstgpe upon which it is
standing atop. As pointed out by OMA, if the PU@®@xe to allow AEP Ohio this early
termination right, it would set dangerous precedenthe other EDUS>® Indeed, at
least one other EDU, Duke Energy Ohio, has alreagyed AEP Ohio’s approach and
incorporated a unilateral termination provisioritinproposed ESP?

The PUCO should find that AEP Ohio’s early termiotprovision is unlawful
and unreasonable. It should be rejected.

D. AEP Onhio’s Proposed Electric Security Plan 14 ess Favorable

In The Aggregate For Customers Than A Market Rate er,
And Thus The PUCO Should Modify And Approve The Plan.

AEP Ohio concluded that its ESP passes the moredhle in the aggregate test
that is set forth under R.C. 4928.143(€).AEP Ohio stands alone in this respect. AEP
Ohio points to the PUCO Staff as supporting itschasion that its ESP passes the more
favorable in the aggregate test. But the Stafialysis does not support AEP Ohio’s

conclusion. When the PUCO Staff undertook its owalgsis, it evaluated the ESP as

154 See, e.gln the Matter of the Application of Columbus Somh@ower Company for Approval of a
Mechanism to Receive Deferred Fuel Costs OrderedktUSection 4928.144, Ohio Revised et@ase
No. 11-4920-EL-RDR. Finding and Order at 135 (fimdthat “AEP Ohio’s ESP, including its phase in
plan...is subject to the ongoing supervision andsgliction of the Commission”), (Aug. 1, 2012).

155 OMA Brief at 3-6.

156 Seeln the Matter of the Application of Duke Energy ©for Authority to Establish a Standard Service
Offer Pursuant to Section 49218.143, Revised Gadbe Form of an Electric Security Plan, Accougtin
Modifications and Tariffs for Generation Servi€zase No. 14-481-EL-SSO et al., Application atL¥6-
(May 29, 204).

157 AEP Ohio Ex. 7 at 3 (Allen Direct).
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modified by it"*® While the PUCO Staff concluded that the Staffiified ESP passed
the MRO v. ESP test, its modifications are not exteat with AEP Ohio’s proposed
ESP. Thus, to argue that the PUCO Staff agredsA#P Ohio on this point is
misleading and compares apples to oranges.

OCC Witness Kahal testifiéf that the ESP produces results that are less
favorable in the aggregate than the expected MRGIte2® IEU Ohio Witness Murray
came to the same conclusitih. AEP Ohio’s ESP does not pass the statutory fEsé
test is designed to protect customers from resuiéier government regulation (the ESP)
that are less favorable for customers than conipetibarket results (the MRO). On this
basis, the PUCO cannot approve the ESP becausHilityefailed to prove that the ESP
complies with R.C. 4928.143(C)(1).

While much has already been said in OCC'’s initrédflio counter the arguments
presented by AEP Ohio in its initial bri€¥. there are a few issues left to address. AEP
Ohio addresses a few qualitative benefits of thE BSd OCC’s $240 million calculated

price for the ESP. These arguments will be addcdessriatim.

158 Tr. IX at 2202 (Turkenton).
1590CC Ex. 13 at 24-26 (Kahal).
1%01d. at 13.

161 See IEU Ex. 1B at 27 (Murray).
162 5ee OCC Brief at 6-26.
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1. The qualitative benefits to customers should ndie
considered as part of the ESP v. MRO analysis. Bift
gualitative benefits are considered, the PUCO shodil
conclude that the qualitative benefits to customerare
either non-existent or outweighed by the significain
costs imposed upon customers.

AEP Onhio presents a new-found argument that the#&®Rdes a qualitative
benefit over an MRO by being a “more holistic agmio to address many components of
electric service” as compared to the MRO, whictprémarily a plan for power
procurement*?® AEP Ohio also claims that the “reliability bensfithat the DIR
provides to customers are likely to be deliveresheo under an ESP rider than if a
traditional rate base distribution case were usgédover the same investmetfts.

Before addressing the merits of the so-called tptale benefits of the ESP to
customers, it should be noted that using qualigafi@ctors to reduce or cancel out more
objective quantitative analysis is unreasonableaasd by OCC Witness Kah&f And
it may be determined to be unlawful as well, as@m& Supreme Court will be
addressing this very issue in the NOPEC appedieFirstEnergy ESE?®

AEP Ohio counts as a qualitative benefit to custienthe fact that it can seek to
collect money from customers that address mangrifit components of electric service,
including distribution related investments. Butiletihis may be a benefit to the utility,
it cannot be counted as a benefit to customersacky from a customer’s perspective this
“holistic” approach is detrimental to ensuring thastomers have reasonably priced

retail electric service, a policy of the State undeC. 4928.02.

163 AEP Ohio Brief at 140.
1541d. at 141.

1%50CC Ex. 13 at 10 (Kahal).
1865 Ct. 13-513.
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Under the “holistic approach” the electric servedements of an ESP are only
those that the utility chooses to include, or dsledhis “selective” approach of the EDU
actually precludes a more “holistic” review by tRgCO of the utility’s distribution
rates. A “holistic” review of distribution rategcurs when a distribution rate case is
filed (i.e. a complete review of distribution revenand expenses). Another example of
the selective (not holistic) approach taken in 8 is the Utility’s PPA proposal.
Assuming that the PPA is needed and is a hedgéré&rgino OCC's position) — AEP
Ohio unilaterally chooses what “hedge” (power pldhey include in the plan. This
precludes review by the PUCO of whether the Utiiffered PPA is the best and most
cost-effective way to hedge for consumers.

Additionally, the “holistic” approach is problemativhen it allows the utility to
collect significant distribution investment throughiider mechanism, as opposed to a
base distribution rate case. OCC Witness Effratified that collecting costs through a
rider in an ESP is contrary to sound ratemakingtpre®’ This is because it is single-
issue ratemaking reduces or eliminates the incerftiva utility to control costs. And
even worse, a rider can potentially incent a ytiiit make uneconomic choices,
according to OCC Witness Effrdf’

Another matter to consider in weighing the so-chHelistic approach under the
ESP is the fact that it proliferates the use adériciechanisms. As noted by Walmart,
with no less than 23 riders in AEP Ohio’s tariffanakes it untenable for customers to

evaluate their rate’8® Walmart suggests (and OCC concurs) that the Psi@DId

1%70CC Ex. 18 at 4 (Effron).
168 Id.

169 \Walmart Brief at 2.
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evaluate ways to simplify rates, which may incluelguiring the utility to file a base
distribution rate case.

AEP Ohio also discusses the qualitative reliabiénefits that the Distribution
Investment Rider provides. The utility allegesttie reliability benefits would likely be
delivered sooner than would be the case if a toadit rate base distribution case was
used to collect the investmeritS. But, the fact remains that two years into the DIR
program, AEP Ohio has not yet provided evidenegfttie existing unexpanded (and
considerably less expensive) DIR has in fact impdoservice reliability.

The qualitative benefits that AEP Ohio allegeshdbtip the scale toward
adopting an ESP instead of an MRO. These beraftdlusory at best or outweighed by
the quantitative and significant costs. The PUGGuU# decline to use qualitative factors
to reduce or cancel out more objective quantitadivalysis. Doing so is unreasonable
and may be unlawful as well.

2. The cost to customers of the ESP is $240 milliowhich

does not even include the additional $116 millionost of
the PPA Rider.

AEP Ohio argues that OCC Witness Kahal's $240 amiltost to customers is
overstated because Witness Kahal included as dtmset change ($1.83/MWh) for the
distribution investment rider. The Ultility claintisat for purposes of the MRO test, the
revenue requirements associated with incremenrgailalition investments are considered
to be the same whether they are collected throndbSP or through a distribution rate

case conducted with an MR®. AEP Ohio cites to the PUCO’s decision in

170 AEP Ohio Brief at 141.
1711d. at 144-145.
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FirstEnergy’s ESP case, Case No. 12-1230-EL-§8®ut AEP Ohio’s arguments that
rely solely on the PUCQO'’s decisionkirstEnergyare misplaced.

In FirstEnergy,the PUCO sided with its Staff in concluding tHattthe
distribution rider and a distribution rate case ldcachieve the same result. This
conclusion was based in part on testimony by Compéitness Ridmann, who
presented an analysis showing that it would recavde amount of distribution-related
investments through a traditional rate c§eThe PUCO called it a “wash,” which came
directly from Staff Witness Fortney’s descriptiohhis analysis of the ESP v. MRO test.
But, when Mr. Fortney’s testimony is examined itlisar that he explicitly considered
his conclusion based on a “long run” analygfayhich is inconsistent with the statutory
mandate under R.C. 4928.143(C). Under R.C. 4938} the analysis is focused on
the term of the ESP? not some infinite long term period, during white wtility may
seek a distribution rate case. Thus, the undeylgasis of the PUCQO’s decision in
FirstEnergywas unlawful, and should not be followed here.

Additionally, to believe that a wash will in fact@ur because the utility can seek
to collect the distribution investment through adaate proceeding is purely speculative
and unrealistic. A distribution rate case woulibaf all parties and the PUCO an
opportunity to extensively review any rate incregsgiest, including inquiries in
discovery, the consideration of expert testimomyl the presentation of argument by all

affected persons to ensure that the resultingiloigion rates approved by the PUCO are

172 FirstEnergy Case No. 12-1230-EL-SSO, Opinion and Order g6k 18, 2012).

173 AEP Ohio has not come forward with such informaiio this case, which distinguishes it from the
FirstEnergycase.

17 Seeln re: FirstEnergy Case No. 12-1230-EL-SSO, Opinion and Order gtk 18, 2012).

175 Deferrals however, approved under an ESP musbhsidered, if approved as part of the ESP. See
R.C. 4928.143(C).
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just and reasonable. In the past, such a delilzenatocess has most often led to an
eventual reduction of a Utility’s original rate nease request with the decision being
rendered nine to twelve months after the applicasdiled.

For example, this deliberative process in theA&s® Ohio distribution rate case
considered an application filed in January of 28ad resulted in a PUCO order in
December 2011. In AEP Ohio’s distribution rateecéike first in two decades) it
requested $96.3 million in total (Ohio Power, Cohus Southern Power) annual rate
increases.’® The PUCO issued an order, based on the settlememhich it approvea
zero base distribution rate increa$€. This vividly illustrates the fact that althougte
requests may be filed, the outcome is not guardntee

While Ohio Power could certainly request a $240iamildistribution rate increase,
there is no evidence or guarantee that the PUCQdwaavard such an increase request. Even
if the PUCO were to approve an increase in thatysldistribution rates at that time, there
is no indication that the PUCO would award an iaseeof $240 million over three years.
Consequently, including a prediction of the amoufrdany, of a distribution rate increase that
Ohio Power would obtain in a potential future PU@©ceeding is speculative at best, and

should be removed from the ESP/MRO analysis.

176 Seeln the Matter of the Application of Columbus SeuthPower Company and Ohio Power Company,
Individually and, if Their Proposed Merger is Appeal, as a Merged Company (collectively, AEP Ohio)
for an Increase in Electric Distribution RatgSase No. 11-351-EL-AIR, Application, Schedule AFtb.

28, 2011).

17|d., Opinion and Order (Dec. 14, 2011).
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3. The Utility’s Proposed Residential Distributian Credit
Is Not a Quantifiable Benefit to Customers.
Additionally, the extended DIR proposed could allow
the Utility to double-recover distribution costs from
customers.

The only quantifiable benefit that AEP Ohio Witnédken could identify for the
ESP is AEP Ohio’s Proposed Continuation of the égial Distribution Credit Rider
(“DCR” or “Credit”).*"® Witness Allen testified that as part of the EBPAEP Ohio is
voluntarily extending the Credit through May 31180°° Otherwise the Credit is
currently scheduled to expire May 31, 20%% This rate Credit will reduce residential
customer bills by $14.688 million per ye&t. Thus, according to Mr. Allen, the benefit
of the Credit will amount to $44 million over th&E term or $29 million if AEP Ohio
exercises its unilateral right to terminate the B&Br two years®

OCC Witness Kahal concluded that the DCR is nava benefit of the ESP
111.*8 Mr. Kahal came to this conclusion after reviewihg origin of the Residential
DCR and analyzing its purpose. OCC Witness Kadsdlfted that the Credit was
established to fully offset the $46.7 million riterease authorized in AEP Ohio’s last
distribution rate cas®® The DCR rate credit protected customers fronpttential that

AEP Ohio would over-collect its distribution investnts through distribution rates and

178 See OCC Ex. 13 at 20, citing to AEP Ohio Respoas2CC Interrogatory No. 3-25 (Kahal).
179 AEP Ohio Ex. 7 at 4 (Allen Direct).

1800CC Ex. 13 at 19 (Kahal).

1811d. (Kahal).

182|d, at 19-20 (Kahal).

183|d. at 28 (Kahal).

1840CC Ex. 13 at 27 (Kahalln the Matter of the Application of Columbus Southeower Company and
Ohio Power Company, Individually and if Their Preged Merger is Approved, as a Merged Company
(collectively, AEP Ohio) for an Increase in ElectBistribution RatesCase No. 11-351-EL-AIR, Opinion
and Order (Dec. 14, 2011) (adopting StipulatiothvidIR revenue credit); Stipulation and
Recommendation at 6-7 (Nov. 23, 2011).
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the distribution investment ridé¥> The potential for AEP Ohio to over-collect from
customers existed due to the combination of chdrges the distribution rate case and
the DIR mechanism from the ESP at that tifffeThat potential exists now to a greater
extent because AEP Ohio has proposed an expandethBt is nearly double the size of
the prior DIR.

In its initial brief AEP Ohio summarily dismisskf. Kahal's concern that there
will be excess revenue collections under the DIRnduthe ESP 1127 But the fact
remains that a static credit for the ESP term (®illon per year) will be applied to a
offset a much larger DIR investment—one that isaexjed to nearly double the
magnitude of the prior DIR program. And withoutase rate proceeding to sort out
what distribution investment is being collectedbtigh existing base rates vs. what is
being collected through the expanded DIR, theeereal potential that the Utility is
double-recovering. Indeed, if the expanded DIRpproved, a distribution rate case

would be essential to ensure against double regover

185 See, e.g In the Matter of the Application of the ColumiSmuthern Power Company and Ohio Power
Company, Individually and, if Their Proposed MergeApproved, as a Merged Company (collectively,
AEP Ohio for an Increase in Electric Distributiormf®s,Case No. 11-351-EL-AIR, Opinion and Order at
10 (Dec. 14, 2011) (acknowledging that the crelititieates any potential for double recovery).

186 OCC Ex. 13 at 27 (Kahal).
187 AEP Ohio Brief at 144.
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E. Distribution-Related Issues

1. The Utility has not demonstrated that customersvill
benefit from its proposal to continue and expand th
Distribution Infrastructure Rider. The PUCO should
reject the proposal, or in the alternative, not incease
the DIR or expand it to include general plant.

OCC opposed continuing and almost doubling the o/ $365.7 milliort*® to
$660.1 million*®® OCC also opposed the expanding the DIR by $32lbn*° to cover
general plant®® OCC argued that even if the PUCO were to contamyeaspect of the
DIR, then it should modify the property tax caldida.**?

OCC'’s position was based on the testimony of OC@#&¥ses Effron and
Williams. OCC argued that the DIR would increastes to customers, which would be
especially hard on low-income custom&fs The OCC also argued that AEP Ohio has
failed to quantify the service reliability improvemt that customers would experience
attributable to the DIR since its inception, thudating one of the PUCO’s requirements
for the DIR progrant®® OCC pointed out that the record in this casedaskindication
of how service reliability will be improved by tfi®R program. Indeed, AEP Ohio has
not demonstrated that the existing DIR programatasmplished its goals of providing

reliability benefits for customers. There is noaw that supports doubling the DIR

spending. Customers should not be expected tohesg charges.

188 0CC Ex. 11 at 29 (Williams).

189 AEP Ohio Ex.4 at 16, Table 1 (Dias) [$241.9 + $814 $235.5 = $692.2 less general plant of $32.1 =
$660.1].

190 AEP Ohio Ex. 4 at 16, Table 1 (Dias).

191 OCC Brief at 85. No party supported AEP Ohio msgi to expand the DIR to include general plant.
1920CC Brief at 90.

193 OCC Brief at 36.

1940CC Brief at 81, See also Case No. 11-346-EL-SR@nion and Order at 46.
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Other than the PUCO Staff, all parties that addmrsse DIR opposed it°
OMAEG, OPAE, APJN, and Kroger all argued that thaity should not be allowed to
use single-issue ratemaking to fund its infrastrreenheeds. These parties pointed out
that using a distribution rate case process marly fzalances the needs of customers
with those of the Utility:®® All of those parties also echoed OCC's concetth trie
doubling of DIR spending in only three yeats.

The PUCO itself had raised a similar concern wign DIR in AEP Ohio’s first
ESP case in Case No. 08-917-EI-SSO. In that dasd&UCO rejected the DIR proposal
noting that, “while SB 221 may have allowed compartd include such provisions in its
ESP, the intent could not have been to provideakbtheck to the utilities:*® By
permitting the DIR to almost double in size aftatyahree years, without the required
service reliability improvement quantificationsetRUCO would be essentially providing
AEP Ohio with a “blank” check of over a half a h dollars.

In its Brief, AEP Ohio argued that the DIR needsaatinue, double in size, and
expand as part of its long-term strategy with nplgtiactivities on multiple fronts”

AEP Ohio argued that the DIR was reasonable aripsible under the statute
Finally, AEP Ohio alleged that the expansion of BHR to include general plant is

needed®*

195 OMAEG Brief at 6-10, OPAE and APJN Brief at 31-B8pger Brief at 4-6.

19 OMAEG Brief at 7-8, OPAE and APJN Brief at 31, i§gy Brief at 4-5.

197 OMAEG Brief at 8, OPAE and APJN Brief at 33, Krodgief at 4-5.

198|n re AEP-Ohig Case No. 08-917-EL-SSO, Opinion and Order at\vd2¢h 18, 2009).
199 AEP Ohio Brief at 73.

200 AEP Ohio Brief at 73-77.

201 AEP Ohio Brief at 7-78.
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a. Continuation and doubling of the DIR program
will impose significant costs on customers and is
not reasonable.

AEP Ohio takes the approach in this case that thigyltannot be proactive in
replacing aging infrastructure without the DIR praimg?%? The Utility cites the PUCO
Order in the 11-346 ESP case for this same argufffetowever, this claim distorts
what the PUCO said about the DIR when it approedorogram. The PUCO stated that

it is detrimental to the state’s economy to reqthesutility to

reactionary or allow the performance standardake & negative

turn before we encourage the electric utility togmtively and

efficiently replace and modernize infrastructure aherefore, find

it reasonable to permit the recovery of prudentburred

distribution infrastructure costs’
Although the PUCO did encourage proactive and iefitcreplacement of aging
infrastructure, the PUCO did not say that distitnuinfrastructure investment should
and could only occur as part of an ESP case. Wit cule that distribution
infrastructure investment could not be addresseddistribution rate case.

AEP Ohio’s argument misinterprets the PUCO Ordesuigport the claim that
without the DIR program the Utility is somehow uteato proactively address the issue
of aging infrastructure. That claim is wrong. e nothing in the distribution rate
case process that precludes any utility from adiingghe issue of aging infrastructure.
The only difference is that using the DIR Riden&asl of a distribution rate case
accelerates the Utility’s ability to charge custosaeln addition, the DIR program

isolates DIR investment from all of the Utility’sher expenses and revenues. This

prevents a complete evaluation of all of the Ut#itfinances.

202 AEP Ohio Brief at 75.
203 AEP Ohio Brief at 75.
204 case No. 11-346-EL-SSO, Opinion and Order at 47.
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The Utility argued that if it had to charge custesr infrastructure costs
through a distribution rate case instead of the Ri&er, service reliability would
decreasé® However, in making this allegation, the Utilitffered no supporting
documentation or analysis, and more importantly m@sable to offer a timeline over
which any such alleged deterioration would oc@firMoreover, in response to OCC INT
No. 13-310, AEP Ohio did not indicate that serviekability would decline if the DIR is
not continued®’ This claim was only made during cross-examinatibAEP Ohio
Witness Diag’®

The Utility, however, needs to do more than broatym that it cannot provide
reliable service if it does not get the DIR appichv&he Utility has to prove its claim,
and to that end the Utility has the burden of sufpg its claims with data and
documentation. The Ohio Supreme Court addressedntiitter recently clarifying the
utility burden of proof in a case involving an dlecutility Rider, by concluding that the
utility in that case (Duke Energy Ohio) had thedmir of demonstrating that the costs
were prudently incurred and reasonable:

soDuke had to prove a positive poirt that its expenses had been
prudently incurred. The commission did not havértd the
negative: that the expenses were imprudent. Aliagly, if the

evidence was inconclusive or questionable, the cissian could
justifiably reduce or disallow cost recovety.

2057t || at 319 (Dias).
2061t || at 320 (Dias).
270CC Ex. 11 at JDW-14 (Williams).
208Tr || at 319 (Dias).

291n re Duke Energy Ohio, Inc., to Establish and Atljihe Initial Level of its Distribution Reliabijit
Rider,131 Ohio St.3d 487,488, 2012-Ohio-1509, 967 NdE2@1, 2012 Ohio Lexis 849 (2012).
(Emphasis added).
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The Court has further clarified the type of evidemecessary to meet its burden
of proof in a PUCO railroad case where the Could teat:
We are also of the opinion that mere expressiofgdgiment by
witnesses, testifying as experts, that freightsate reasonable, do
not have such probative value as to outweigh dstadul, concrete
facts inconsistent with such expressions of judgrién
In this case, there is no documentation in the foflany analysis to support the claim
that service reliability would deteriorate withdghe DIR*! Even that claim is suspect
because the witness was not able to identify ovext\weriod of time any such alleged
service reliability deterioration might occtlf. In addition, there is no analysis or
documentation in the record to support claims phet to the implementation of the
DIR, the Utility’s was in need of additional monilesyond what was obtainable through
distribution base rate cases to improve and mairsiivice reliability’* The PUCO
approved the DIR program in order to achieve improgents in service reliabili§}*
Despite this objective, there is no documentatiothé record -- the Utility did not
guantify the service reliability improvements -attAEP Ohio achieved the promised
service reliability improvements.
AEP Ohio also seems to be making the argumentQQt&t and other parties

argued that the Utility cannot address the agifigétructure issue unless and until

performance standards declifte. Again this position mischaracterizes the argusient

#%Hocking Valley R. Co. v. Public Utilities Comril 7 Ohio St. 304, 309, 158 N.E. 648, 1927 Oéias|
237, 5 Ohio L. Abs. 700 (1927).

2117y, 11 at 319 (Dias).

22Tt || at 320 (Dias).

23T, 1l at 320 (Dias).

214 Case No. 11-346-EL-SSO, Opinion and Order at 46.
215 AEP Ohio Brief at 73-75.
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made by the parties in the case that oppose thepiggam. OCC did not take the
position that infrastructure should not be replagetl performance standards decline.
Rather, OCC and other parties took the positionittieastructure issues that are tied to
service reliability could be addressed throughritistion rate cases. In addition, Kroger
noted that the Utility DIR proposal included coniirus increases and expansion of the
DIR and the use of more new ridét§. Kroger recognized that utilities need to be able
properly maintain the distribution system, and toperly staff its workforce. However,
Kroger noted that the use of the DIR and other Rglaot the best way to collect these
charges form customef¥’ Instead the more balanced approach of chargismpers

the costs of distribution infrastructure is in atdbution rate case, where all revenue and
cost issues are examined.

OMAEG noted that the Utility did not support itachs of service reliability
deterioration with any analysis and thus that asfiditeonal DIR investment without
sufficient documentation supporting alleged besefias not a prudent investmétit.
OCC agrees.

The Utility’s DIR proposal in this case would inase the cost of the program
from $365.7 million during the last ESP period &66.1 million in this time period:®
This estimate does not include projections of atitahal $215.3 million for 2018%°
These dollar amounts far and away eclipse the rmaggbf the original DIR program

and should give the PUCO cause to re-evaluatertigrgms.

48 Kroger Brief at 5-6.
217 Kroger Brief at 6.
1 OMAEG Brief at 10.
1% OCC Brief at 80.
220 0CC Brief at 80.
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In this proceeding, AEP Ohio did not quantify tleevice reliability
improvements from the prior level of DIR spendirig.addition, the Utility provided no
documentation or analysis demonstrating that thstl doubling the magnitude of the
DIR program spending would provide customers wistinailar significant increase in
service reliability. In fact, AEP Ohio concedeattthere is no assurance of any service
reliability improvements from the DIR when it stetéThe DIR provides a streamlined
approach to recovery of costs associated withiligton investments, which will
encouragénvestments that can improve reliability.”??* It is noteworthy that the Utility
did not say that the DIR investment would improgkability and again there was no
guantification offered for this hoped for improvemhe

Even if the PUCO were to conclude that the origib® program should
continue, the increase in the magnitude of thenamgover the prior amount is also
unsupported. AEP Ohio relies on its customeresysvo argue that the Utility and
customers interests are aligned, as the statu@ @?18.143(B)(2)(d)) requiréé?
However, there is nothing in the customers’ suntbgs suggests customers want (or are
willing) to pay double for an unquantified leveliafprovement for reliability. While
customers would obviously prefer to reduce powédages, this should not be construed
as some widespread endorsement that customersrsgppag more of their hard earned
money to AEP Ohio. There must be some balancedsetthe cost of electric service

and the reliability of that service.

221 AEP Ohio Brief at 78. (Emphasis added).
222 AEP Ohio Brief at 78-79.
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The Utility’'s argument fails to address any of #egious affordability issues that
were raised in the Testimony of OCC witness Willi#/i Under the current rates, AEP
Ohio charges its customer electric bills that dreaaly 19.5 percent higher than the
statewide average electric Hiff' In addition, 21.8 percent of AEP Ohio customees a
at-risk?® of losing service. Under these circumstancesousts can ill afford the
gargantuan DIR program spending increases propogbad proceeding.

Finally, AEP Ohio argues that the proposed DIR mayis supported by the
statute and thus should be appro¥&dAgain, in making this argument, AEP Ohio
overstates the statutory support for its positigithough RC 4928.143(B)(2)(h) does
allow a DIR program, the statute does NOT make sugiogram mandatory. Rather as
AEP Ohio states, “the Commissiamay include in an ESP” provisions “regarding
distribution infrastructure and modernization intees” %’ In addition to being
discretionary, the statute (R.C. 4928.143(B)(2)(dyjuires the PUCO to determine that
the customers’ and the utility’s expectations dignad regarding service reliability.
Only after determining that those expectationsadipmned should the PUCO allow
distribution charges in the ESP.

AEP Ohio argues that it met the requirements okthtute because its survey
results show that customers’ and the Utility’s res#s are aligned. However, as noted
above, AEP Ohio’s reliance on the customer surgeshbw that its interests and those of

customers are not aligned regarding the costs iassdavith service reliability because

2220CC Ex. 11 at 10-19 (Williams).
#240CC Ex. 11 at 14 (Williams).

#250CC Ex. 11 at 19 (Williams).

226 AEP Ohio Brief at 76.

22T AEP Ohio Brief at 76 (Emphasis added).

58



of the bias in its customer survey. The Utilityédying on customer surveys that were
not designed to elicit a customer response origgatd the impact that the price of that
alleged service reliability on customer’s views amerests. Asking a customer their
views on service reliability while ignoring a pricemponent is almost guaranteed to
produce the type of results that the Utility acleiév- where the majority of customers
expect service reliability to remain about the saffieThose results do not support
continuation of the DIR, let alone doubling itsesiz

b. The PUCO should not expand the DIR to include
general plant and increase charges to customers.

In addition to almost doubling the size of the DAREP Ohio also proposed that
the DIR be expanded by another $32 mifffdio include general plant. All of the
intervenor parties to the case, including the PLU8I&¥f, unanimously opposed this
expansion. Whereas, the statute does permit a Ridehanism to address “distribution
infrastructure and modernization incentives,” ttelge does not speak to general plant
additions?®*® The Utility’s own action confirms this inasmuak AEP Ohio cites to the
statute in support of the general DIR program,dm&s not mention the statute in
discussing general plant inclusiofl. That is because R.C. 4928.143(B)(2) does not
include general plant investment as a provisiohithpermitted under an ESP.

OCC'’s Witness argued that the general plant praptsee included in the DIR

expansion was not appropriate for inclusion bec#@usas by definition not

228 AEP Ohio Ex.4 at 5, Exhibit SID-1(Dias).
229 AEP Ohio Ex. 4 at 16, Table 1 (Dias).
Z0R.C. 4928.143(B)(2)(h).

231 AEP Ohio Brief at 75-76.
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infrastructure>> PUCO Staff recommended that the PUCO shouldireafhat “DIR
spending should be focused on those componentwilhaest improve or maintain
reliability.”?** The PUCO Staff concluded that general plant espesupport
maintaining reliability but does not directly redab it>** The PUCO Staff Witness
emphasized that the radio system (which is theergomponent of the general plant)
would be used for a multitude of purposes, manytdth are not directly related to
reliability.?*> Moreover, PUCO Staff noted that the AEP Ohio esagreed that under
the Utility’s interpretation virtually all expensésat support distribution functions could
be recovered through the Df#. This view contradicts the intent of the statuthjch
limits distribution provisions in an ESP to infragtture and modernization incentives.
AEP Ohio argued that general plant should be ireddud the DIR because the
Staff might have supported inclusion of certaineistynents categorized as general plant
(the radio system) in the DIR if they had beenyfuliviewed by the PUCO Stft’
Essentially the Utility argument is based on whahthhave happened under different
circumstances. That argument ignores the factinhifie circumstances present in this
case, the PUCO Staff recommended that general @hahiding the radio system)
should not be included in the Df# Regardless of what the PUCO Staff may have

recommended at a another time under different gistances, the fact is that under the

$20CC Ex. 18 at 14 (Effron).

23pyYCO Staff Brief at 45.

#4PUCO Staff Brief at 45.

235 staff Brief at 45-46.

236 Staff Brief at 46 citing Tr. Il at 437-438 (Dias).
237 AEP Ohio Brief at 82, citing Tr. IX at 2295.
Z8Tr, IX at 2292 (McCarter).
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circumstances presented in this case, the PUC®Oc®tadluded that it was inappropriate
to expand the DIR to include general plant.

AEP Ohio pledged in Brief that it would continuework with Staff and any
outside auditor to ensure that any necessary sli@@vided to ensure a transparent
understanding of the DIR spendiffg. This pledge is nothing more than an
acknowledgement that the Utility will do what ithas been required to do in the past.
The more serious issue is that the pledge doeaduyess is how the Utility will show a
guantifiable benefit to customers by improved serveliability.

C. If the PUCO approves the DIR program, the

property tax calculation should be modified to
protect customers.

OCC Witness Effron proposed a property tax modifcato the DIR if the
PUCO determines that the DIR program should cogefiffu Mr. Effron noted that a
modification of the depreciation reserve used toudate property taxes was necessary to
eliminate the cumulative amortization if the excdspreciation reserve and the net plant
to which the property tax is appliétf. The PUCO Staff agreed with the OCC-proposed
modification?*?

AEP Ohio argued on Brief that neither the OCC rtaffvitness determined if
the property tax rate had increased since 2¢" Although AEP Ohio raised this

concern, the Utility offered no proof -- eitherdaross-examination of OCC Witness

239 AEP Ohio Brief at 82.

#90CC Ex. 18 at 11(Effron).

#10CC Ex. 18 at 11 (Effron).

242pyCO Staff Ex. 18 at 4-5 (McCarter).
243 AEP Brief at 83.
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Effron or PUCO Staff Witness McCarter, or in anputtal presentation -- that the
property tax rate had in fact increased since 2011.

In addition, although the Utility is implying thr. Effron did not look back into
the existing tax rates to make his determinaticuaBEP Ohio’s plant and changes in
policies when the Utility cross-examined the OCQGnAfs, the cross-examination was
asking about the effect of changes in capitaliragiolicy and not the property tax
modification®** Thus the question and answer was regarding aatepnd completely
unrelated issue.

Moreover, AEP Ohio’s argument against the Stafitmossuggests that the DIR
should cover changes in the property tax rate,edsas the effect of plant additions.
When making this suggestion, AEP Ohio offered rshifigation for this position. In
addition, there is no basis for including tax chesgs part of infrastructure facilities that
are the subject of R.C. 4928.143(B)(2)(d).

If the PUCO approves the DIR then it should motlify tax rate as recommended
by OCC and the PUCO Staff.

2. AEP Ohio did not demonstrate a need to charge
customers for the unlawful Sustained and Skilled
Workforce Rider. The PUCO should protect customers

from the negative impacts of this unsupported Rideby
rejecting the Sustained and Skilled Workforce Rider

OCC argued that the PUCO should reject the $14lbnfi*> SSWR because
AEP Ohio did not demonstrate the need to chargeess for it. Also, the proposed

SSWR is not a proper charge under R.C. 4928.143)BY{ The PUCO Staff also

2447, XIl at 2747 (Effron).
245 AEP Ohio Ex.4 at 27 at Table 5 (Dias).
246 OCC Brief at 101-102.
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opposed the inclusion of the SSWR in an ESP praegéd Instead, Staff
recommended that the issue be addressed in @disrni rate cas&'® The Staff also
agreed with OCC Witness Effr6fi that the retirement of employees could offset the
costs of new employees. That means the resultldmiho actual increase in the total
number of employees or actual labor expéneind that means customers should not
be paying AEP Ohio more money for, in essence,ingth

OPAE and the APJN also opposed the SSWR, notindhtbé&ESWR does not
meet the criteria for costs that should be chatgemlistomers through a rid&'-and that
the costs are more appropriately reviewed as fartdéstribution rate casg? In
addition, OMAEG also opposed the SSWR because AP Ikas the alternative of
using a distribution rate case to charge custofoetfiese costs. Using a distribution
rate case to charge these costs to customersixsigy that other businesses -- like the
members of OMAEG -- do not hat®

Although AEP Ohio agreed that any SSWR-relatedscastl customer charges
could be recovered in a distribution rate casel|Mildy argued that the SSWR was
needed as a part of an overall long-term serviiabibty plan.>* AEP Ohio also argues

that the Legislature allowed recovery of SSWR-gglatosts in an ESP proceeding.

247 staff Brief at 27.

248 Staff Brief at 27, see also Staff Ex. 8 at 4 (Wl
29 0CC Ex. 18 at 22 (Effron).

20 staff Brief at 27-28.

1 OPAE and APJN Brief at 37.

#2OPAE and APJN Brief at 37.

%3 OMA Brief at 19.

%54 AEP Ohio Brief at 99.
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But, the Utility identified no specific section tife law that would allow such a
charge. Instead, a review of the statute indiddtaisit protects customers from such
payments as SSWR charges. For example, SSWR shamg@ot costs related to fuel
used to generate electricity, not the cost of paseld power, and not the costs associated
with emission allowances or federally mandated mardr energy taxesS> In addition,
SSWR are not construction work in progress costsived with construction of a
generation facility’>® They are not costs associated with the estabéishof a non-
bypassable surcharge for the life of an electricegating facility that is owned or
operated by the electric distribution utilfty/,or charges relating to limitations on
customer shopping for retail electric generatiawise, bypassability, standby, back-up,
or supplemental power servic®.

Moreover, these costs are not related to autonmatieases or decreases in any
component of the SSO prié&, or associated with carrying costs of the utisitgost of
securitizatior?®® SSWR costs are not related to transmission,langilcongestion, or
any related service required for the standard semifer®* or provisions regarding the

Utility’s distribution servicé?®® Finally, the costs have nothing to do with ecoitom

development®®

5R.C. 4928.143(B)(2)(a).
26 R.C. 4928.143(B)(2)(b).
TR.C. 4928.143(B)(2)(c).
258 R.C. 4928.143(B)(2)(d).
29R.C. 4928.143(B)(2)(e).
0 R C. 4928.143(B)(2)(f).
%1 R.C. 4928.143(B)(2)(9).
262 R.C. 4928.143(B)(2)(h).
263 R.C. 4928.143(B)(2)(i).
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The Ohio Supreme Court has previously ruled thatscoot listed under R.C.
4928.143 are not appropriate for charging to custsrin an ESP case:
In its sixth proposition of law, OCC argues thaCR.
4928.143(B)(2) does not permit AEP to recover @ertarrying
costs associated with environmental investmentsat $ection
states, “the [electric security] plan may provide dr include,
without limitations, any of the following,” and théists nine
categories of cost recovery. OCC argues thasttion permits

plans to only includenly listeditems; the commission and AEP
argue that B(2) permits unlisted items. We agrite @CC.?**

AEP Ohio argues that the SSWR is needed as afpamtaverall long-term
service reliability plarf®® In addition to the lack of statutory supporRrC. 4928.143,
there is no precedent for such a rider in Ohioe @hly other utility to even propose such
a rider was Vectren Energy of Ohio (“VectreR®. In the Vectren case, the PUCO Staff
took the position that the costs associated wighhihing of new employees to address the
issue of an aging workforce “should be subjectdomal regulation practices for test year
expenses?’ In other words any increase in expenses assdoveith the hiring or
training of additional employees would be offsediagt other increases or decreases in
other expenses or revenues. The case was seftteitincluding the ridef®® AEP

Ohio did not demonstrate that a distribution rateecusing normal regulation and the test

year standard could not address any need for neaptacement employees.

%410 Re Application of Columbus Southern Power Corgpral, 128 Ohio St.3d 512,519, 520 (2011).
265 AEP Ohio Brief at 99.
%8| the Matter of Vectren Energy of Ohio In€ase No. 07-1080-GA-AIR.

%7|n the Matter of Vectren Energy of Ohio In€ase No. 07-1080-GA-AIR, Staff Report at 10 (J@ne
2008).

%8| the Matter of Vectren Energy of Ohio In€ase No. 07-1080-GA-AIR, Opinion and Order at 3-5
(January 7, 2009).
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SSWR costs are not authorized by the law. And tailoligion rate case is
available for the Utility to propose such chargesustomers. The PUCO should reject
the SSWR proposal in this case.

3. AEP Ohio did not demonstrate a need for the rideto
charge customers for NERC and Cybersecurity costs
that the Utility might not ever incur. The PUCO slould
protect customers from the unsupported and completg

speculative NERC and Cybersecurity cost rider by
rejecting the rider.

OCC argued that the North American Electric ReligbCorporation (“NERC”)
and Cybersecurity Rider was not a proper chargemi@ law. This is because NERC
and Cybersecurity costs are not one of the itestesdifor recovery under R.C.
4928.143(B)(2), and the Ohio Supreme Court haglriliat utility’s ESP is limited to
provisions explicitly set forth under RC. 4928.18Kp). ®° The PUCO Staff agreed that
the NERC and Cybersecurity Rider was not an apatgpcharge for this case, but for
other reasons.

The PUCO Staff opposed the riders because of tigmio@e of the uncertainty
associated with those chardé%.PUCO Staff argued that AEP Ohio did not demotsstra
that it would incur NERC and Cybersecurity comptiarcharges because the NERC did
not have the authority to establish standardsigiridution companies, like AEP Ohf4*

The PUCO Staff also argued that there was too mackrtainty associated with any

#90CC Brief at 104.
270 Staff Brief at 29.
271 Staff Brief at 29.
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future NERC and Cybersecurity costs to approveer iin this proceedint/? OPAE and
APJN also argued that the NERC and CybersecurilgiRs premature at this timé&

In addition, OMAEG noted that AEP Ohio admittedtttree NERC and
Cybersecurity costs are anticipatory in nature, stralld not be approved for recovery
unless or until the alleged “significant futurerieases” in costs that the Utility predicted
actually come to fruitioA’* OMAEG noted that by waiting to approve a chargé! u
there are actual NERC and Cybersecurity charge®RthHCO can ensure that customers
will not pay for any costs that might not need éoificurred by the Utility”> AEP Ohio
argued that the NERC and Cybersecurity Rider wascassary placeholder to enable the
Utility to charge customers for NERC and Cybersiégosts in the futuré’®

On one hand AEP Ohio argued that NERC and Cybenisgcosts could not be
absorbed within existing budgéts. Yet at the same time, AEP Ohio did not providg an
quantification or estimation of the type and maguhét of the potential chargé$. Thus
AEP Ohio is arguing that costs that are unknowmoahe absorbed into existing
budgets. Because the costs are unknown, it isseiple to say that they cannot be
absorbed into existing budgets. This is especialiy in light of the fact that it is not

clear that AEP Ohio as a distribution utility whilave to even comply with the NERC

272 5taff Brief at 29.

23 OPAE and APJN Brief at 38.
27 OMAEG Brief at 20.

2> OMAEG Brief at 20-21.

27® AEP Ohio Brief at 102.

27T AEP EX. 2 at 17-18 (Vegas).
28Tt VI at 1423 (Pearce).

67



standard$’® As a result, the Staff rejected the Utility prepf®® AEP Ohio argued that
the PUCO should approve the NERC and CybersedRiitgr because the PUCO Staff
Witness noted that the Staff would not oppose NEB@pliance charged?!

But AEP Ohio’s claim of PUCO Staff support is otated. The PUCO Staff
Witness stated that the Staff did not “desire AERrmoy company to be in a position of
noncompliance with regards to NERC, especially NERE.?®? This is not the ringing
endorsement that the Utility is alleging. Rathendicates that Staff did not want the
Utility to be noncompliant®® But because the NERC requirements have not et be
established, the concern over noncompliance isstatexd and premature.

AEP Ohio also argued that because the PUCO has\agpother Riders at an
initial level of $0.00, there is precedent for gproval of the NERC and Cybersecurity
Rider at $0.06%* AEP Ohio pointed to the Generation Resource RitiZRR”) as an
example of such precedéefit. However, that example is easily distinguishedabse of
the level of uncertainty surrounding the NERC anythé&@security Rider components. As
the PUCO Staff witness noted not only was thereosd estimate in the record, but there
was no firm standard in place that AEP Ohio hacoimply?®® Thus, with the NERC
and Cybersecurity Rider, AEP Ohio is asking foridglRto collect unknown costs from

customers associated with an unknown standardrthgtor may not be applicable to the

279 staff Brief at 29.

20 gtaff Ex. 11 at 4-5.

21 AEP Ohio Brief at 103; Tr. VI at 1424 (Pearce).
22Ty VI at 1424 (Pearce).

23T, V| at 1423, 1425 (Pearce).

284 AEP Ohio Brief at 103.

285 AEP Ohio Brief at 103.

26Tt V| at 1432 (Pearce).
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Utility at some unknown time in the future. In ¢@st the GRR Rider costs, although
not incurred at the time when the GRR Rider was@amal, were at least known as far as
to the type of costs that would be included andmthey might be incurred’

AEP Ohio is best positioned to estimate the NER& @ybersecurity costs that
would be charged to customers in the Rider. Yspite bearing the burden of proof in
this case, the Utility provided no cost quantificator estimate. As a result of AEP
Ohio’s unwillingness or inability to quantify or en estimate the NERC and
Cybersecurity costs, the PUCO should reject theRidrailing to quantify or estimate
any costs associated with the NERC and Cybersgaa#ts enables the Utility to “game
the system” by setting up future charges for custsmnwhile at the same time precluding
all of the parties and the PUCO from fully evalagtall aspects of the proposed Rider
before it is approved.

Moreover, as a matter of policy, the PUCO shoulddrgcerned with creating
even more Riders, especially in light of the siigaiit number of riders that already
burden customerd® Creating more Riders with associated higher awstsd further
exacerbate the unaffordability of electric ratest éire the highest in the Staf. This
would impede the PUCO from carrying out the pol€yR.C. 4928.02(A) -- ensuring

that reasonably priced electric service is maddata to customers in Ohio.

287 Case No. 11-346-EL-SSO, Opinion and Order at 2resthe PUCO noted that the GRR would be
used to recover costs associated with the Turimgt Facility. The PUCO also noted that AEP Ohio
provided an estimate for the revenue requiremerthfofacility. Such an estimate is missing witlgairds
to NERC and Cybersecurity costs.

28 Kroger brief at 6, Walmart and Sam Club Brief at 2
890CC Ex. 11 at 4-7 (Williams).
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Although the PUCO has noted that it is not unpreoéet for it to adopt a
mechanism, with a rate of zero as part of an E3fose instances can be distinguished
from this case. The Duk¥ and FirstEnergfy” cases cited were both stipulated c&8es,
whereas this case has been litigated. Because tlasgs were stipulated, they cannot
serve as precedent for this case because of laaguaige Stipulations that expressly
prohibits using the Stipulation provisions as pdert in other cases?

Because of the uncertainty regarding the NERC aise(Security costs, and the
availability of a distribution rate case when, @ndhose costs are actually incurred, the

PUCO should reject AEP Ohio’s proposal for a NER@G &ybersecurity Rider.

290 Case No. 11-346 Opinion and Order at 24-25.
291 |n re Duke Energy-OhicCase No. 08-921-EL-SSO, Opinion and Order (Deeerid, 2008).
292|n re FirstEnergy Case No. 08-935-EI-SSO, Opinion and Order (Mafgh2P09).

293|n re Duke Energy-OhicCase No. 08-902-EL-SSO, Stipulation (October20D8), Stipulation
Addendum (October 27, 208), Letter Supporting Séifon (November 10, 2008), Letter Supporting
Stipulation (November 19, 2008)) re FirstEnergy Case No. 08-935-EL-SSO, Stipulation (February 19,
2009).

24|n the Matter of the Commission’s Investigatiorolttie Modification of Intrastate Access Charges; In
the Matter of the Application of United Telephorenany of Ohio d/b/a Sprint for Authority to Fileda
Make Effective Revised Tariff Sheets to its Gertexahange Service Tariff, P.U.C.O. No. 5, to Essibh
Late Payment Charg€ase No. 00-127-TP-COlI, Opinion and Order at‘Ribfeover, a stipulation from
one case cannot serve as precedent and is nohfiadithe Commission in a separate contested
case.”)(June 28, 2001lp the Matter of the Application of Columbus Southower Company for
Authority to Amend its Filed Tariffs to Increase tRates and Charges for Electric SeryiCase No. 91-
418-EL-AIR at 12 (“Clearly, a stipulation in a pexding is never considered as precedent for oHsssc
The parties to the Dayton Power & Light stipulatgpecifically provided that the stipulation is tahding
in any other proceeding, nor is it to be offeredeadied upon in any other proceeding.”) (July 2928 In

the Matter of the Inclusion of Take-or-Pay Costthia Gas Cost Recovery Clause of the Waterville&as
Oil Company and Related Matters; In the Matterhd tnclusion of Take-or-Pay Costs in the Gas Cost
Recovery Clause of The Waterville Gas Company afatétl MattersCase No. 88-1308-GA-UNC,
Opinion at 8 (June 6, 1989).

70



4. Under the PUCO'’s criteria the AEP Ohio retail narket
is competitive. AEP Ohio did not demonstrate a nek
for, or the benefits of a Purchase of ReceivablePQOR)
Program with a Bad Debt Rider that would force
customers to pay higher rates. The PUCO should
protect customers by rejecting the Purchase of
Receivables Program and the Bad Debt Rider that are
an anticompetitive subsidy.

OCC opposed the POR and Bad Debt Rider propos@dEPByOhio because the
program does not provide customers with any quahté benefits, but it would cause
them to bear increased co$ts.In addition, the POR and accompanying Bad DebeRi
would require the captive customers of a regulatéily to guarantee the uncollectible
costs that marketers would otherwise incur as eabcost of doing business in an
unregulated competitive marketplac@. That is not consistent with Ohio law that
precludes subsidi€s’ Requiring all customers to pay the bad debt cofstsarketers
who compete in an unregulated market would be aigulfrom the regulated business to
an unregulated one.

IEU-Ohio also opposed the POR and Bad Debt Rideslme= AEP Ohio did not
demonstrate the need for, or the benefits of, efffielEU-Ohio also noted that the AEP
Ohio proposal violated the terms of the Duke ESpugttion in Case No. 11-349-EL-
SSO, because the Utility was using the Duke Sttjmriaas precedent to support its

proposal, even though such use was specificallyipited in the Duke Stipulatiof?®

295 0CC Brief at 90-96.
29 OCC Brief at 100.
297TR.C. 4928.02(H).

298 |EU-Ohio Brief at 45.

299 |EU-Ohio Brief at 45, 49-50. Se#so In the Matter of the Application of Duke Engef@hio for
Authority to Establish a Standard Service Offer$uamt to Section 4928.143, Revised Code in the le6rm
An Electric Security Plan, Accounting Modificaticausd Tariffs for Generation Servic€ase No. 11-349-
EL-SSO et al., Stipulation and Recommendation(@d@ober 24, 2011). See also OCC footnote 261.
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a. The AEP Ohio retail electric market is
competitive. Thus there is no need for the
Purchase of Receivables program and a Bad
Debt Rider.

In their Briefs, the marketers argued that the laick POR is a barrier to entf}’

In other words, marketers argued that the AEP @dtail electric market was not
competitive because the lack of a POR limited thelmer of marketers participatifi):
Despite these claims, the fact remains that tHedha POR was not a barrier to entry for
IGS, Direct Energy, and Constellation (who paritein the AEP Ohio retail market and
have intervened in this case) and the other nursar@iketers that currently participate
in the AEP Ohio retail electric market. The recdainonstrates that 69 marketers are
certified, 46 marketers have more than one custame29 are listed on the PUCO'’s
apples-to-apples chaft? Thus for all of these marketers the lack of a R@R NOT a
barrier to entry. It does not even make sensetigahon-availability of a customer-paid
subsidy in the form of a POR is a barrier to emtrg competitive market.

Some of the marketers argued that the AEP Ohid ed¢&tric market was not
competitive because of the lack of a P88RHowever, in making the argument, the
marketers and AEP Ohio disregard the prevailinghdefn of effective competition,
recently adopted by the PUCO in its retail markgestigation. The PUCO defined
effective competition as measured by certain charatics recommended by the PUCO

Staff:

30 RESA Brief at 5, Constellation and Exelon BrieRat
30LTr, X1 at 2675 (Bennett).

3027t 111 at 869 (Gabbard).

303 T, XI at 2682-2683 (Bennett).
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1. Participation in the market byultiple sellers so that an
individual seller is not able to influence signértly the
market price of the commodity;

2. Participation in the market bgformed buyers;

3. Lack ofsubstantial barriers to supplier entry into the
market;

4. Lack of substantial barriers that may discouragaamers

participation in the market; and
5.  Sellers offering buyers a variety of CRES prodi®s.

According to PUCO standards for judging effectieenpetition, all of the characteristics
needed for effective competition exist in the AERdretail electric market today,
without a POR and a Bad Debt Rider. First, asdhetelier, there are multiple CRES
providers participating in the market. The fdtt69 marketers have been certified to
participate in the AEP Ohio retail market withole texistence of a POR is proof that the
lack of POR is not a barrier to entry. Also, thexao indication that any one marketer
acting alone has the market power to significamtiijpence the commodity price of
electricity. Second, there has been no claimearétord that the customers in AEP
Ohio’s electric retail market are not informed brsye

Third, there has been no demonstration that theraray “substantial” barriers to
entry for marketers. Marketers argued that thke & POR is a barrier to entry, but in
making this claim, it is noteworthy that no markdtked testimony on that matter.
Indeed, Witness Bennett acknowledged that therenwasidence presented in this case
that differed from evidence presented in the Fimstl§y ESP case. In that case, the

PUCO concluded that the lack of a POR was not adodo entry>®> Without any new

30%|n the Matter of the Commission’s InvestigatiorOtiio’s Retail Electric Service&ase No. 12-3151-
EL-COI, Finding and Order at 6, 9. (“RMI Case"nfghasis added).

30%|n the Matter of Ohio Edison Company, The ClevelBrattric llluminating Company, and Toledo
Edison Company for Authority to Provide for a StamttiService Offer Pursuant to Section 4928.143,
Revised Code, in the Form of an Electric SecurighPCase No. 12-1230-EL-SSO, Opinion and Order at
40 (July 18, 2012). (“FirstEnergy ESP Case”) (langis added).
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or different evidence presented in this case, taerano grounds for the PUCO to reach a
different decision. Moreover, even assuming angoehat the lack of POR is a factor in
preventing some marketers from participating inAR# Ohio retail market, there has
been no demonstration that it is a “substantiali®drto entry, which is part of the
PUCOQ's criterion for determining effective compietit.

b. The PUCO Staff proposed an alternative that

would cost customers less while still addressing
the marketer concerns.

The PUCO also noted in its Retail Market InvestmaOrder that no individual
metric is determinative and that the collectivautssare merely intended to help monitor
the evolution of the marké® When taken in their entirety, it is clear thasée on the
PUCOQO'’s own standards, the AEP Ohio retail electracket is competitive, and the lack
of a POR is not a barrier to entry. Thus, suguarents cannot justify imposing a POR
through which customers of AEP Ohio would havernderwrite marketers bad debts via
a non-bypassable surcharge to captive monopolpcgss.

As part of the RMI Case Staff Report, the PUCOfStadposed that electric
utilities provide marketers with the total custorpayment amount, amount billed by the
supplier, amount of payment allocated to the sepptiate applied, and a payment plan
flag.*°" This alternative would cost customers less thB®®&, and would help marketers
obtain more payment information in order to deahwheir bad debt issues. The PUCO
adopted the Staff's proposal and ordered the &tadilities to provide this information

to marketers by September 26, 23%%.

306 RMI Case Finding and Order at 10.
307RMI Case Finding and Order at 20.
308 RMI Case Finding and Order at 21-22.
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Adopting the AEP Ohio proposed POR is not in theligunterest especially
when a solution that would cost customers lessalvaady been adopted by the PUCO.
In addition to costing customers less, this altevedetter preserves the separation
between unregulated prices of the market and datgglUPOR solution involving charges
to monopoly customers intended to subsidize sewcooapetitive entry. It is antithetical
to the concept of free markets to require captie@opoly customers to subsidize such
markets.

C. A Purchase of Receivables Program would
benefit the marketers’ bottom line at customers’
expense. A POR is not needed by marketers to
compete in the AEP Ohio retail electric market.

Customers should not have to underwrite the
Marketers’ bad debts.

A review of the record shows that a POR is notedrfer marketers. The PUCO

recognized this in the last FirstEnergy ESP casewiconcluded that,

the marketers have demonstrated that the purcliaseevables

by the utilityis their preferred business modelthere is no

record in these proceedings demonstrating that thabsence of

the purchase of receivables has inhibited competith.**®
This is evident from the fact that most of the #sd¢or marketers from a POR with a
Bad Debt Rider are real, substantial, and a cae haignificant and quantifiable impact
on the marketers’ bottom line. For example, ifarketer today has a 5% bad debt rate
that requires the bad debt to eventually be writ#nthen for every $10,000,000 in
billings, the marketer would have to write off $50003*°

Under the AEP Ohio POR proposal the marketer waootcheed to pursue

through collections its bad debt expense becawsHltility could collect these charges

309 FirstEnergy ESP Cas@®©pinion and Order at 40 (July 18, 2012). (Emjshadded).
3197t X| at 2688 (Bennett).
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for the marketer from all of its captive custome®&ich a savings for the marketer is
significant, especially when the savings would gedlly to the marketer’'s bottom

line 3! Moreover, these guaranteed payments to markieteBad Debt would promote
inefficient operations because the service provigledld be incented not to go through
the expense of pursuing collections because theegw@aranteed paid by the Utility’s
captive distribution customers. This inefficiembgram can only result in higher non-
payment and uncollectables. Moreover, this higitidhe difference between the POR
being a want (to improve the bottom line) and notead (because the lack of a POR is a
barrier to entry).

In addition, under the AEP Ohio proposal, the miatsewould no longer have
the ordinary business risk associated with bad.tféhinstead, marketers would be
uniquely positioned in the business world by haviegulatory certainty in a market
where there is no regulatory pricing control. Tharketers own witness could not point
to any other non-commodity utility business that kach regulatory protectidf Such
protection is simply a subsidy from all of AEP OBigustomers -- shopping and SSO
customers -- to the marketers. This is unlawfual eontrary to R.C. 4928.02(H) which
prohibits anticompetitive subsidies flowing fronrmancompetitive retail electric service

(distribution customers) to a competitive retadatic service (generation).

31Tr, X at 2688 (Bennett).
32Tt XI at 2691-2692 (Bennett).
313Tr. X at 2692 (Bennett).
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d. Under AEP Ohio’s Purchase of Receivables
Program, customers could be disconnected for
not paying bills from marketers. This proposal
will likely cause more customers to be
disconnected.

Also concerning is the AEP Ohio proposal to walve PUCO rules to permit
residential customers to be disconnected for ngmagat of unregulated marketer
charges* Currently Rule 4901:1-10-19(A) prohibits a utilfrom disconnecting a
customer due to nonpayment of a non-commodityedlaharge. The AEP Ohio
proposal can only be expected to result in moreodisections for non-payment and
additional charges for reconnection and other fiegsmake the AEP Ohio electric
services even more unaffordaBte.

Moreover, as noted by IEU-Ohio, the imposition &#@R with a Bad Debt Rider
would eliminate the market discipline that comethwie business risk of not being able
to collect the bad deBt® with no market risk, there is no incentive forrieters to
follow sound business principles in marketing tlsgirvices to customers because there is
no down side risk once they get customers to buy, buy. This end result might be
beneficial for marketers but it is not for AEP OBicustomers who would get stuck
paying the bill for bad debt associated with tratisas where sound business principles
were set aside. Again, this would also have thgarhof further negatively impacting
the affordability of basic electric service for lomcome and at-risk customers.

IEU-Ohio also noted that internally, AEP Ohio adies purchase of receivables

by having AEP Credit purchase the receivables ®ftrious AEP operating companies

3140CC Ex. 11 at 22 (Williams).
35 0CC Ex. 11 at 23 (Williams).
318 |EU-Ohio Brief at 50.

3170CC Ex. 11 at 4-20 (Williams).
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and then reselling them to banks or other thirdypiastitutions®'® When AEP Credit
purchases the receivables from AEP operating corapaih purchases them without
recourse, but at a discouti®. Thus through its own actions, AEP Ohio demonsttahat
it is unwilling to pay the full cost of the thirdagy’s debt. But yet it would expect its
customers to pay the full cost of marketers’ baok deder AEP Ohio’s proposal.

Another aspect of the AEP Ohio POR proposal thasesa customers’ concerns is
that it could result in some customers having tpamditional unlawful deposit§® AEP
Ohio will impose additional deposits on shoppingtomers who have already paid a
deposit to a marketer or is paying a rate thaecgdl their specific credit risk> Such
collections are not permitted under the law. Revi€ode 4933.17 expressly prohibits
the collection of a security deposit if the depasitot requested within thirty days of the
initiation of service®?

When the considerable marketer benefits from a B@Rompared to the
speculative and unquantifiable benefits for custsniiee. more marketers might enter the
already sufficiently competitive retail market,raarketers might offer more options) the
balance tips far in favor of the marketers. Altgounarketer€® and AEP Ohit** claim
that some additional suppliers will participatehie AEP Ohio retail electric market for
residential customers if a POR with a Bad Debt Risi@nplemented -- no marketer

testified that it would enter the market if a PORswput in place. No marketer

318 |EU-Ohio Brief at 50.

319 |EU-Ohio Brief at 50.

3200CC Ex. 11 at 24-25 (Williams).
321 OCC Ex. 11 at 24-25 (Williams).
322R. C. 4933.17(B).

323 RESA Ex. 3 at 7 (Bennett).

324 AEP Ohio Ex.11 at 4 (Gabbard).
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witness>?° or AEP Ohio witnes&?® was able to provide any assurance that a single

additional marketer would enter the market if a P@d# implemented. Thus, the
customer benefit of even a single additional mankit the AEP Ohio retail market is
pure speculation.

Moreover, even if additional marketers enter thekeia-- for whatever reason --
after a POR with a Bad Debt Rider is implementbdre is no way to measure the
benefit, if any, that the additional market entraould have on the price that customers
pay. Thus, there is no way to compare the actstlaf a POR to any potential benefit.
This is a bad deal for customers.

Another alleged benefit from a POR is that marlseetevuld offer more services
than they would without a POR’ Yet no marketer witne$$ or AEP Ohid? witness
could identify any additional or different servioered in the Duke service territory —
which has a POR and Bad Debt Rider -- than thoseeaf in the AEP Ohio service
territory -- without a POR and Bad Debt Rider.inifact the existence of a POR would
bring the benefit of more services -- then one wWaxpect Duke’s customers would have
the option of more and different service choicel®wever, Duke’s customers have no
more or different options than AEP Ohio custoné?s.

The marketers’ claim of the lack of a POR bein@aibr to entry is also

contradicted by the actions of PPL Energy Plus.witness supported the POR on behalf

325Tr. X| at 2683 (Bennett).
325Tr. 11l at 854-855 (Gabbard).
32T RESA Ex. 3 at 7 (Bennett).
328 Tr, XI at 2694 (Bennett).
329Tr. 111 at 830 (Gabbard)
30Tt X at 2694 (Bennett).
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of RESA. The PPL Energy Plus employee was the witlyess who testified on behalf
of the POR for marketers in this case. The PPLdnBlus employee claimed that his
company was participating in the Ohio marRebut not making offers to residential
customers because of the lack of a P&RHowever, he also acknowledged that PPL
Energy Plus was not making offers to residentiat@mers in the Duke service territory
which has a POR® If in fact the lack of a POR was the reason Bfat. Energy Plus
was not making offers to residential customerhismAEP Ohio service territory, then
PPL Energy Plus should be making offers to resideatistomers in the Duke service
territory which has a POR. Yet, PPL Energy Plusasmaking offers in the Duke
service territory. This is an example of PPL EgdpPtus speaking louder through its
actions, than through its words.
5. The IGS proposal to alter the Standard Service fier is
unlawful and unreasonable. The proposal would
artificially raise the price of the Standard Servie Offer

that non-shopping customers pay. The PUCO should
reject the IGS proposal.

In Brief, OCC argued that the PUCO should réféthe IGS proposal to
fundamentally alter the SSO, which is an integeat pf S.B. 221. The modifications
proposed by IGS are not lawful and are contrafg.f0. 4928.141(A), whichequires
the Utility to provide customers with a standard/se offer of all competitive retail

electric services. Similarly, OPAE and APJN alppased the IGS proposal noting that

3BLTr, XI at 2689 (Bennett).
3327, XI at 2689-2690 (Bennett).
33T, XI at 2689-2690 (Bennett).
$340CC Brief at 123.
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Marketers were seeking an unlawful end -- wher¢orners would be forced into
bilateral contracts with marketets.

In addition, OPAE and APJN argued that the IG$psal would artificially
increase the SSO price, thus forcing customerayaore for the default service that a
significant number of residential customers relpm®® This price increase in the form
of a retail auction adder is intended to force @aonrs out of the SSO and into contracts
with marketers®” In addition to directly raising prices, this wdidlso have the effect of
forcing the elimination of the SSO. This couldrthedirectly increase prices further
because it would reduce the number of options ausite would otherwise have. OCC
agrees with OPAE and APJN that IGS’ proposal undermthe law (R.C. 4928.141),
which requires the EDU'’s to offer an SSO.

The IGS proposal would exacerbate the current tages that AEP Ohio
customers pay’° by adding additional unwarranted charges to custehiills. AEP
Ohio also opposed the IGS proposal noting thaptbposal was at the investigatory
stage and would benefit from further discussion @enklopment®® The PUCO should

reject the IGS proposal.

3% OPAE and APJN Brief at 48.
33 OPAE and APJN Brief at 49.
%37 OPAE and APJN Brief at 49.
380CC Ex. 11 at 4-20 (Williams).
339 AEP Ohio Brief at 148.
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6. RESA's proposed Marketer Energy Plan is inadequa
and exposes customers to potentially higher eleatri
costs. The PUCO should reject the RESA proposal.

OCC opposed the RESA proposal for a marketer enaegybecause it could
confuse customers and lead to higher prices faomers®*® RESA's proposal would
require the Utility to market the MEP program tbalstomers who contact the Utility
except for emergency or disconnectidis As contemplated by RESA, the MEP would
represent a product that is an “approved produth&yPUCO in order to give the
customer the “theoretical level of security wheaythe engaging in the competitive
market.®*? This approval by the PUCO could easily be takerah endorsement of the
product, where customers might only sign up forNti&P program because they thought
that the regulator was encouraging them to doSah approval could be an issue if the
customer then had a problem with the program aaché&dl the PUCO, because the
PUCO approved the product. This could resultluaring of the line between the
regulator and a product that the regulator regslate

In addition, the RESA proposal was overly genenal lacked sufficient detail
and customer benefits. Instead of a well thoughpooposal that could provide real
benefits to customers, RESA’s proposal lacked méiron on key aspects such as terms

and condition¥" and the process for how a working group wouldiilthose blank&**

349 0CC Brief at 125.

341Tr, VIl at 1996-1997 (Pickett).
34271, VIl at 1958-1959 (Pickett).
343 Tr. VIl at 1949 (Pickett).
34T, VIl at 1949, 1951 (Pickett).
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Even the aspects of the RESA proposal that wersepted as firm lacked any
explanation or basis for why the proposal incluttezse term3*> AEP Ohio opposed
the RESA proposal noting that the proposal needadiderable further discussion and
development?®®

OPAE and APJN noted that a key problem with theppsal is how customers
would be treated at the end of the initial six-nhorerm3*’ OPAE and APJN opposed
the proposal for its use of a teaser rate thatdceasily turn into higher rates at the end of
the original six-month terii® if customers were automatically renewed without
affirmative action from the customer. Equally disting is the fact that the three percent
teaser rate could be inferior to better offers thaght be available in the market. And
Marketers are relying on a PUCO endorsement ofr&eter plan®*® The marketers
view this approval and sanctioning as being diffietban the offers that are listed on the
PUCO Apples-to-Apples chaft’ The PUCO should be wary of as endorsing such a
product. Finally, pursuant to PUCO rules, new aongrs are not even informed about
their rights and responsibilities to participatehoice until they receive the Customer
Rights and Obligations Summaty/.

OPAE and APJN also argued that RESA’s proposalumésnful because it

violates R.C. 48928.02(H). That statute prohibitbsidies from flowing from regulated

345Tr. VIl at 1943-1944 (Pickett).
346 AEP Ohio Brief at 148.

347 OPAE and APJN Brief at 50.
348 OPAE and APJN Brief at 50.
3497, VIl at 1958 (Pickett).

30T, VIl at 1962-1963 (Pickett).
%1 0Ohio Adm. Code 4901:1-10-12.
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service to unregulated servit&. The AEP Ohio call center, whose costs are cugrent
charged to all customers as part of distributida bmse rates, would be used to market
the marketer plan to non-shopping customers. Utidemarketer plan the Utility call
center would engage in action to directly benefirkers by encouraging and expediting
customers to take service from market&fsThe law does not permit AEP Ohio to
collect the costs associated with a third partmestketing efforts from distribution
customers>*
7. AEP Ohio’s charges to customers for riders DIR,
ESRR, SDRR and SSWR should be allocated fairly
among customers according to cost-causation prindigs

rather than over-allocating costs to residential
consumers based on AEP Ohio’s proposal.

To the extent the PUCO authorizes AEP Ohio to ahamnsumers for any of its
proposed riders, OCC proposed that the PUCO a#dbatriders among customer
classes according to cost causation principfe$DCC'’s Brief describes OCC witness
Jonathan Wallach’s proposed allocation method deheider’® AEP Ohio did not
rebut Mr. Wallach'’s testimony or file a brief on Miallach’s recommendation. The
only party addressing OCC witness Wallach’s propasa the Ohio Energy Group
("OEG”). OEG argued that these costs should leeated based on distribution

revenues, as they are currently allocated, bedheyeare “related to the provision of

%52 OPAE and APJN Brief at 51.
33 OPAE and APJNJ Brief at 51.
34 OPAE and APJN Brief at 51.
35 0CC Brief at 107-109.
¥°0CC Brief at 108.
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distribution service” and the PUCO has previouglgraved this allocation
methodology>’
As OCC witness Wallach testified, an allocation moetblogy, which is not based
on cost-causation principles, should not be coetinuHe stated:
A. Yes. It's fair to say that I'm shining a ligit this

issue and asking the Commission to consider an

alternative cost allocation approach which | bediev

is more consistent with cost causation principtés.

OEG calls Mr. Wallach'’s allocation “a completelgwn formula that would

require a fresh review of the cost of service diwtation methodology determined in
AEP Ohio’s last ESP casé&® Not so. Mr. Wallach’s recommendations are spetif
the four riders — DIR, SSWR, SDRR, and ESSR -- @inatbeing addressed in this
proceeding. Allocation of costs within these rgldoes not affect the allocation of base
distribution revenues. And Mr. Wallach’s allocatonake eminent sense rather than the
current allocation based on distribution revenudsch is unrelated to the reasons for
which these costs are incurred. As Mr. Wallachifted, DIR and the ESRR capital costs
should be assigned in proportion to the allocatibnet electric plant in service because
they relate to capital spending on distributioBSRR O&M costs should be allocated in
proportion to the allocation of distribution O&M genses because these costs relate to
distribution O&M. This includes spending for dibution plant O&M, but excludes
customer account expenses, customer services Esdespenses, and administrative and

general expenses. SDRR expenses should be atiacgproportion to the allocation of

distribution O&M expenses as well for the samewoeas And SSWR costs should be

357 OEG Brief at 27.
3581, X at 2407.
359 OEG Brief at 27.
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allocated in proportion to the allocation of distriion O&M labor expenses because they
involve O&M labor costs.

Contrary to OEG’s position, prescribing a differafiocator for these costs would
not constitute &mini rate case”3*® These riders pertain to discrete costs recovered
apart from costs included in base distributiongatd&n appropriate record has been
established in this case based on Mr. Wallachtsntesy. The PUCO should adopt Mr.
Wallach’s recommendations.

8. AEP Onhio’s time-of-use rates, which provide samps to
many customers, should not be eliminated.

AEP Ohio’s time-of-use (“TOU”) rates allow custoreéo benefit from using
energy at times of the day when system usage antesdie prices are typically lower.
OCC supports the continuation of utility TOU ratespecially in the absence of marketer
offers of a comparable time-of-use servite AEP Ohio’s proposal to eliminate these
services is supported by several market&r9AEP Ohio claims that “[flew customers
take service” under the TOU tariffs and “those th@can more appropriately obtain
comparable services in the market from CRES prosidéo are better positioned to
offer them under the current market constrdét.”

But neither AEP Ohio nor any other party provideg avidence that marketers
are offering TOU services or are prepared to dm gkEP Ohio’s service territory. As

discussed in OCC'’s Brief, OCC witness Williams ifesd there were no marketer TOU

360 OEG Brief at 27.

%1 0CC Brief at 109-112.

362 AEP Ohio Brief at 70-71; IGS Brief at 21-22; Caelkttion/Exelon Brief at 23; RESA Brief at 32-33.
363 AEP Ohio Brief at 70citing AEP Ohio Ex. 3 at 12-13 (Spitznogle).
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offers and AEP Ohio witness Vegas confirmed thistwas the cas€’ Indeed, Mr.
Vegas testified that he did not even know whetharketers had the Smart Meter data
necessary to offer such servic&s.The Environmental Law & Policy Center (“ELPC”)
also pointed to the absence of TOU rate offers byketers as indicating that customer
demand to TOU offers will not be served in the eatrmarketplace if these tariffs were
to be eliminated®®

Currently, there are 915 customers on the staritatd offering and there are
9,000 customers on AEP Ohio’s experimental dynanittime-differentiated pricing
options offered through its gridSMART Phase 1 &titie*®” As emphasized by ELPC,
Smart Meters may provide both AEP Ohio and itsamustrs with greater usage
information, making the offering of dynamic and éirdifferentiated pricing easié?®
Neither service should be eliminated, especiallgmvtnere are no alternatives. These
rates provide clear savings to customers, and Svetdrs may enhance the information
that can be gathered so that customers have opg@suto efficiently use electricity.

As was stated by OCC witness Williams, time-différated pricing by the
utilities, with a level of PUCO oversight that aogeanies a tariffed program, is
appropriate as the market emerges for these comgiexrograma® In fact, the PUCO

has encouraged EDUs with Advanced Metering Infaastire/Smartgrid deployments to

364 0CC Brief at 110¢iting Tr. | at 79 (Vegas); OCC Ex. 11 at 33, Ex. JDW(Hlliams).
357r. | at 79 (Vegas).

3°ELPC Brief at 5-6.

%70CC Ex. 11 at 33-34 (Williams).

38 ELPC Brief at 6.

%90CC Ex. 11 at 34 (Williams).
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implement pilot time-differentiated rate prograros this very reasof’ AEP Ohio’s
proposal to eliminate programs that may help custereave money and to help further
develop the market offerings of such programs igremy to PUCO guidance.
Moreover, continuing this time of use rate pilobgram may assist to promote further
customer understanding of these service offerings.
RESA argues that since the TOU rate would not ineirehted until June 2015,
TOU offers from CRES suppliers may arise before twed, if not, the issue could be
addressed theli® If a market develops by that time (which certgisl not guaranteed),
RESA or another party could petition for the eliation of these rates as unnecessary.
The record as it exists now does not support elting these tariffs.
9. AEP Ohio’s proposal that it be allowed to charge
customers for GridSmart Phase Il costs through the
Phase | pilot rider is premature, prior to the PUCOand

parties reviewing the costs and benefits to customseof
the GridSMART Phase | pilot.

AEP Ohio has proposed that its customers payrfdSYIART Phase Il costs through
continuation of the gridSMART Ridéf> AEP Ohio also proposed that any remaining
gridSMART Phase | costs be included in the Distidoulnvestment Rider for recovet(’

OCC recommended that it is premature for the PU&&uthorize a mechanism to charge
customers for gridSMART Phase Il costs. This isdose the costs and benefits to customers of
the gridSMART pilot program -- Phase | — and ththatization of Phase Il is currently being

reviewed by the PUCO in a different case, CasellSa1939-EL-RDR’* Notwithstanding that

37 RMI Order at 37-38.

371 RESA Brief at 33.

372 AEP Ohio Brief at 87-88.
373 AEP Ohio Brief at 87-88.
374 OCC Brief at 112-113.
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gridSMART Phase Il has not yet been approved, AlBi» Proposed that the existing
gridSMART Rider be used to charge customers fogfdSMART Phase Il costs.

The Ohio Environmental Counsel (“OEC”) and Envirantal Defense Fund (“EDF"),
argued that certain issues “relating to whethese¢hmsts are prudent and all benefits accounted
should be addressed” in this cd5eThose issues include netting of operational sasings of
Phase Il deployment against the costs of deploymasestannual reporting of performance metrics
to be developed through a collaborative stakehgidzzess’®

As discussed in OCC's brief, issues related tovery of costs associated with
gridSMART Phase | and Phase |l should be considerednjunction with the evaluation of the
Phase | pilot and AEP Ohio’s proposal for Phasauthorization. The PUCO should consider the
comments filed in Case No. 13-1939-EL-RDR prioruiing on any aspect of gridSMART Phase
II. As discussed at that docket, AEP Ohio failegtovide an appropriate cost-benefit analysis or
any real assurance that consumers will receivetianitdge benefits from deployment of
gridSMART technologies for the considerable casés/twould be asked to pay. This presents
significant issues regarding continuing authoriatiet alone expansion of gridSMART.

Until those issues are addressed, discussion baseRl rider is premature and should not be
entertained in this proceeding. A cost recovergimaism should be tailored to ensure that

gridSMART is operated efficiently and effectivelyrfthe benefit of customers.

375 Joint OEC and EDF Brief at 6.
376 Joint OEC and EDF Brief at 7-9.

37 In the Matter of Ohio Power Company to Initiate B of Its gridSMART Project and to Establish the
gridSMART Phase 2 RideCase No. 13-1939-EL-RDR, Comments By The OfficehefOhio Consumers’
Counsel (November 1, 2013).

89



10. AEP Ohio’s proposal to extend the Pilot Througput
Balancing Adjustment Rider (“PTBAR”) through the
term of the ESP is contrary to the PUCQO'’s requiremat
that it be evaluated before it is extended and codlbe
harmful to customers.

AEP Ohio’s Pilot Throughput Balancing Adjustmend®& (“PTBAR”), or
“revenue decoupling mechanism,” should not be oot through the term of the ESP
as discussed in OCC'’s brief, without evaluatingdbsts and benefits of the rider to
customers’® Because there has been no evaluation presenteis itese, the PUCO
should not extend the rider through May 2018.

The rider is experimental and was established pifoabasis, through a
Stipulation reached in AEP Ohio’s last distributimite casé’® The PUCO specifically
“established reporting requirements regarding hmmeasure the success of the pilot
program” with a clear statement that it was not¢moted to be permanent and should only
continue until a program evaluation is compf&fe.

AEP Ohio and NRDC argue for continuation of theerithrough the ESP period.
The ESP period runs through May 2018. That wouekmthat the PTBAR program
would run for six years total. In arguing for tbentinuation of the rider through the
ESP, AEP Ohio asserts that the PUCO “authorize@ttension of the rider in Case Nos.
11-351-EL-AIR,et al.until otherwise ordered.”

AEP Ohio misconstrues the PUCQO'’s order in its distribution rate case. The

PUCAO clarified in its Entry on Rehearing that “ty@nion and order provides that the

378 OCC Brief at 113-114.
379 0CC Ex. 11 at 37 (Williams).

380 OCC Brief at 113-114;iting In the Matter of the Application of ColumbBeuthern Power Company
and Ohio Power Company, individually and, if theipposed merger is approved, as a merged company
(collectively AEP Ohio) for an increase in electdistribution rates11-351-EL-AIR, Entry on Rehearing
at 3 (Feb.14, 2012)
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throughput balancing rider should be extended tearpy until such evaluation can be
completedpunless otherwise ordered by the Commis&i8h Thus, the PUCO intended
only an extension of the rider until the evaluatieas completed, stating that the pilot
wasnot intended to be permanent. With no evaluatiorhefrider in the context of this
proceeding, there is no basis to continue the PTBARnother four years.

Because the PTBAR was authorized for calendar &8, 2013, and 2014, the
pilot evaluation should be completed and submittethe time AEP Ohio submits its
PTBAR true-up for 2014, the last year of the pil&EP Ohio has filed its PTBAR true-
up at the beginning of March in each of the pastyears and should submit its
evaluation at the beginning of March 2015. If toatinuation of the Rider is to be
considered outside of a rate case, it should blei@teal either in conjunction with the
PTBAR update or in EE/PDR proceedings during tmeesameframe, as recommended
by OCC witness Williams.

AEP Ohio witness Spitznogle acknowledged on ceossnination that the
PTBAR was “designed to be assessed before it ilemmgnted any further” and that no
assessment was provided in AEP Ohio’s applicatichis proceedind®? And, despite
the requirement that the program be evaluated éefntinuing the pilot, Mr. Spitznogle
testified that “until we hear otherwise” from the@mission, AEP Ohio has “no

intention of changing this programt?

31 |n the Matter of the Application of Columbus Southieower Company and Ohio Power Company,
individually and, if their proposed merger is appea, as a merged company (collectively AEP Ohio) fo
an increase in electric distribution ratek]-351-EL-AIR, Entry on Rehearing at 3 (Feb.14,
2012)(emphasis added).

38271 | at 229 - 230.
383 Tr. | at 231.
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The PUCO was very clear that the rider was implgegkon a pilot, not a long-
term, basis. The entire purpose of a pilot it Wwhether the program achieves the
intended objectives for customers, for which it wasigned. Indeed, in the PUCO’s
Opinion and Order at Case No. 11-351-EL-AIR, iseal concerns that the PTBAR “is
not the unmitigated benefit to customers portraygthe signatory parties™ The
PUCO, directed “the signatory parties to prepadetailed proposal regarding the type of
data proposed to be obtained, how that data witidiaeined, and metrics to evaluate the
success of the pilot program.” It directed thetiparto file these metrics in Case No. 10-
3126-EL-UNC “within six months of the issuance lftOpinion and Order®> And
the signatory parties did just that, filing propdseetrics on June 14, 203%.

The PUCO should follow the terms of the Stipulatémd its order in the 2011
rate proceeding. In addition to evaluating thetgirogram based on the metrics agreed
to by the signatory parties, the PUCO should atggement the additional requirements
it established in that proceeding. There, it stdtat “it is necessary to take additional

steps, beyond the Stipulation, to ensure that aquate record is established to review

341n the Matter of the Application of Columbus Southieower Company and Ohio Power Company,
individually and, if their proposed merger is appea, as a merged company (collectively AEP Ohio) fo
an increase in electric distribution ratek]-351-EL-AIR, Opinion and Order, at 9 (Dec. 14120

33| the Matter of the Application of Columbus SouthiRower Company and Ohio Power Company,
individually and, if their proposed merger is appea, as a merged company (collectively AEP Ohio) fo
an increase in electric distribution ratek]-351-EL-AIR, Opinion and Order at 10 (Dec. 14120

388 |n Matter of Aligning Electric Distribution UtilityjRate Structure with Ohio's Public Policies to Paim
Competition, Energy Efficiency and Distributed Gestien, Case No. 10-3126-EL-UNC, Proposal Of
Ohio Power Company And The Signatory Parties To Higlic Utilities Commission Of Ohio’s Opinion
And Order In Case No. 11-351-EL-AIR, et al. dateztBmber 14, 2011 (June 14, 2012). Although the
PUCO acknowledged the signatory parties’ proposékiFinding and Order of August 21, 2013 at Case
No. 10-3126-EL-UNC, the PUCO did not specificaljoat the metrics proposed by the signatory parties.
Instead, the PUCO found that the problems withmaeedecoupling were such that “if the Commission
determines that a decoupling rate design shoulthpkEemented, such action should only be implemented
during an electric utility's rate caselh Matter of Aligning Electric Distribution UtilityRate Structure

with Ohio's Public Policies to Promote Competiti@mergy Efficiency and Distributed Generati@@gse

No. 10-3126-EL-UNC, Finding and Order at 20 (Aug 2213).
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residential rate design at the conclusion of theelyear pilot program.” The PUCO

specified:
First, AEP-Ohio is directed to update its costervice
study, prior to the final year of the pilot prograamd file
the updated study in this proceeding. Interestetgs will
then be provided with an opportunity to commentrutiee
updated cost of service study. Second, unlesswiter
ordered by the Commission, AEP-Ohio's residential
distribution rates will be adjusted, on a reveneaetral
basis, to rates which are consistent with thedasign
recommended by Staff in the Staff Reports and whiith
produce the annual revenue requirement agreedthe in
Stipulation®®’

The PUCO was plainly concerned about whether Ti&2AR would be harmful or
helpful to customers, especially residential cugienand it wanted to ensure that the
PTBAR could be fairly evaluated and rates setydot the future based upon an updated
cost-of-service study. Thus, it not only directied parties to develop metrics for
evaluation of the PTBAR but imposed a requirememevisit rates in setting any future
charges. The PUCO should ensure that its directive followed.

OCC notes that the metrics developed by the signaiarties (that included OCC
and AEP Ohio) to the distribution rate case Stipoaare designed to address key issues
with the PTBAR. These issues include (1) the nmtaghei of the rate adjustments; (2)
whether rate adjustments result in credits, as agltharges to customers; (3) whether
the use of actual revenues, rather than weatheasi&dj revenues, produced appropriate

results; (4) whether the mechanism did in fact ceddEP Ohio’s disincentive to

promote energy efficiency; (5) whether energy @&ficy benefits, in terms of use per

37 |n the Matter of the Application of Columbus Southieower Company and Ohio Power Company,
individually and, if their proposed merger is appeal, as a merged company (collectively AEP Ohio) fo
an increase in electric distribution ratek]-351-EL-AIR, Opinion and Order at 10 (Dec. 14120
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customer, were demonstrated; (6) comparison to¢hést revenue approach; and (7)
operation of the 3% cap on increases to distributawenues in each ye&f.

These metrics attest to the significant issuessihauld be addressed if any
extension of the PTBAR is to be considered by tHE® in conjunction with the pilot
evaluation. In particular, OCC notes its conceitinthe use of actual revenues rather
than weather-adjusted revenues to set the PTBARWdition, the PUCQO'’s requirements
that AEP Ohio produce an updated cost-of-serviggysand revisit residential
distribution rates in particular speaks to the PUsCg@ncern with the appropriate cost
allocation of PTBAR. OCC would emphasize in thiganel its concern with the use of
actual 2012 revenues to establish the baselindéoPTBAR when 2012 revenues may
not be an appropriate baseline for any revenueug#iogg mechanism.

In this light, if the PTBAR is to be extended, fAgCO should — as it clearly
intended- revisit the details of the PTBAR. If PlgCO determines to extend the
PTBAR, it should do so only with the aid of the net agreed to by the signatory parties
(that included OCC and AEP Ohio). And it shoulguadPTBAR annual revenues for
normal weather, and compare those revenues tothevazgormalized baseline consistent
with AEP Ohio’s authorized distribution revenuesnfrits last rate case, excluding any
riders. The PUCO should also utilize the resuit&BP Ohio’s updated cost-of-service
study — to be submitted before the end of 2014impdement a cost-based allocation of

any throughput adjustment among customer cladsésrested parties should, of course,

38 |n Matter of Aligning Electric Distribution UtilityjRate Structure with Ohio's Public Policies to Paim
Competition, Energy Efficiency and Distributed Gatien, Case No. 10-3126-EL-UNC, Proposal Of
Ohio Power Company And The Signatory Parties ToHtiglic Utilities Commission Of Ohio’s Opinion
And Order In Case No. 11-351-EL-AIR, et al. dateetBmber 14, 2011 (June 14, 2012).
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be given the opportunity to make a record on tihesees before the PUCO determines to
implement any extension of the PTBAR.

NRDC supports the extension of the PTBAR “as &tmoemove AEP’s
throughput incentive, which thereby frees the iytilo help its customers save energy
through energy efficiency and peak demand resp¢/E&PDR”) programs.3° NRDC
claims that the rider “is an important componenthaf ESP, as it addresses AEP’s
ongoing efforts to comply with the S.B. 221 eneegficiency requirements®*®> NRDC
claims that the “[r]ider is working” based upontatement to that effect in Comments
filed by the PUCO Staff at Case No. 13-568-EL-RBR.

But there is not testimony in this proceeding thatPTBAR is working for the
benefit of customers. And NRDC's claims that AERds exceeding its energy
efficiency targets should be evaluated, as shdwddPTBAR, in AEP Ohio’s energy
efficiency proceedings, not in this proceedingdaagpon a proper record. This was the
purpose of the metrics agreed to by the signatarigs (including OCC and AEP Ohio)
in the distribution rate case. We would look forvéo working with AEP Ohio and
NRDC and others in the proper process contemplatdee distribution case Order. The
PUCO should not base its consideration of AEP Ghiequest on information that is not
part of this record and has not been subjectedosseexamination or the opportunity for
responsive testimony. The purpose of the metvars to facilitate a review of the
PTBAR based on evidence. The PUCO should onlyidenan extension of the PTBAR

in conjunction with such evaluation.

389 NRDC Brief at 2-3.
390 NRDC Brief at 3.
31 NRDC Brief at 3.
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11. This case began with AEP Ohio filing an applidan to,
among other things, eliminate the interruptible crelit
that non-interruptible customers (including residertial
customers) subsidize. Now, one-half year later dorief,
AEP Ohio changed its original position to state itsion-
objection to continuing its current credit for
interruptible customers (meaning other customers
would continue to pay AEP Ohio for the credit).
Consistent with AEP’s original application positionand
Ohio’s movement to market pricing, the PUCO should
seek ways to protect other customers that are payinfor
the credit.

After filing its application on December 20, 20BEP Ohio waited until its brief
on July 23, 2014 to change its proposal on theitcf@dinterruptible rate customers that
all customers (including residential customers) foaty In its Brief, AEP Ohio says that
due to changed circumstances, including a D.C u@idecision, “the Company would
not object to the Commission authorizing it to doué¢ offering a modified version of
schedule IRP-D3%? AEP Ohio’s late position supplement is unfaittte process of
parties presenting evidence and recommendatiaietBUCO on these issues, given
that the utility’s application is a focus of its E8ase. And it does not well serve the
PUCO that depends upon the parties for providifgmed recommendations for
effective PUCO decision-making.

AEP Ohio provides a credit of $8.21/kW-day to caostos under Rate
Interruptible Power — Discretionary (Rate IRP-[&s of August 30, 2013, Mr.
Spitznogle testified that there were only thred@mers receiving a credit under Rate

IRP-D. Lost revenue from the IRP-D is currentlgaeered through AEP Ohio’s Energy

392 AEP Ohio Brief at 72-73.
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Efficiency/Peak Demand Response RittérThat means that all customers make the
utility whole for the lost revenue from the inteptible rate credit.

AEP Onhio initially proposed, in its Application, &iminate this tariff, stating that
“the market can provide comparable offering&.” AEP Ohio witness Moore further
explained:

.. . the Company will be procuring the generasgervice
needs of SSO customers through a full auction aal A
Ohio, as a wires company, may not be the entity &lage
to provide an interruptible service product (thotigbre
may be some limited opportunities to receive payfen
load curtailment from the Company in connectiorhviig
peak demand reduction mandat&s).

OEG objected to AEP eliminating Rate IRP-D, arguimat AEP Ohio is not a
wires-only company as long as it maintains OVECegation. OEG further noted that
another EDU, FirstEnergy, has maintained its ingtible program even though it has
been a wires-only company since the mid-2080<DEG also argued that the PUCO
approved an interruptible credit for Duke’s custosna its last ESP case even while
ordering Duke to divest its generatidi. OEG also pointed out that all of the PIJM Base

Residual Auctions for the period through the tefrthe ESP have already occurred and

customers “cannot now bid their interruptible loai these PIM auction$?®

393|n the Matter of the Application of Columbus Southieower Company and Ohio Power Company for
Authority to Establish a Standard Service Offer$uamt to Section 4928.143, Revised Code, in thenFor
of an Electric Security Plan; In the Matter of tApplication of Columbus Southern Power Company and
Ohio Power Company for Approval of Certain AccongtAuthority,Case No. 11-346-EL-SSO, et al.,
Opinion and Order of August 8, 2012 at 26.

394 AEP Ohio Ex. 3 at 12 (Spitznogle).
39 AEP Ohio Ex. 13 at 9 (Moore).

39° OEG Brief at 18.

%97 OEG Brief at 18-19.

398 OEG Brief at 19.
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AEP Ohio responded to OEG in discovery that custsroould either seek to
replace a Curtailment Service Provider that didawdtially sign up its load or bid its
interruptible load into an incremental auctidh.However, OEG pointed to the
unreasonableness of the first option and the Idwesafor capacity achieved in previous
incremental auctions as significantly impairing ttaéue which could be realizé8’

OEG also pointed to the D.C. Circuit Court’s demisin Electric Power Supply
Association v. Federal Energy Regulatory Commis&lbfinding that states have
exclusive jurisdiction to regulate retail demansip@nse in the energy markets. OEG
states that this calls into question whether dermasplonse resources can be bid into
PJM capacity auctiorf§?

In its Brief, AEP Ohio says that due to changeduwnstances, including the
above-referenced D.C. Circuit decision, “the Conypaould not object to the
Commission authorizing it to continue offering adified version of schedule IRP-0%

Consistent with AEP’s original application positiand Ohio’s movement to
market pricing, the PUCO should seek ways to ptatéwer customers (including
residential customers) that are paying for thisvabmarket credit. The current IRP-D
rate of $8.21/kW-day (that other customers areidi#dsg) is significantly higher than
the current RPM rates for demand response. On@agp for protecting other
customers (who are paying the subsidized aboveeharices) would be continuing the

IRP-D for only as long as customers cannot bidrttiemand response into the PIJM

399 OEG Brief at 19.

9 OEG Brief at 19-20.

401753 F.3d 216, 2014 U.S. App. LEXIS 9585 (D.C. ®lay 23, 2014).
92 OEG Brief at 20.

93 AEP Ohio Brief at 72-73.
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auction or cannot sign up their demand respondeanmitexisting Curtailment Service
Provider.

F. Auction Issues

1. The PUCO should reject AEP Ohio’s proposal to
charge residential consumers a $30 million cost
premium (or more) for capacity procured in the full
requirements auction for SSO load.

AEP Ohio proposes adjustments to the blended csst$ to derive the customer
class SSO retail auction rates, including thosedsidential customers. The effect of
the adjustment is to assign a substantial costiprarfor capacity supplied to residential
SSO customers as compared to other classes. duss<the implicit capacity
component of the SSO prices for residential SS@oousrs to be different and more
expensive than the capacity for non-residential 8&€domers. Under AEP Ohio’s
approach this $30 million annual cost premium wapgly to each all of the auctions
over the three year ESP term. That means thattbgderm of the ESP the cost of the
premium could be as high as $90 million for rest@gmrustomers.

OCC Witness Kahal testified that such a premiunmisjustified because it is
based on an incomplete consideration of the cdstsruing the residential SSO lo&d"
First, AEP Ohio’s adjustment is administrativelytetenined and is not derived from the
market or wholesale bidder behavi8t. As noted by Mr. Kahal, there is nothing in the
behavior of bidders in the wholesale auction tlehdnstrates there must be such a price

premium for residential customers. If wholesalpmiers do not require a premium price

404 0CC Ex. 13 at 56-57 (Kahal).
40514, at 56 (Kahal).
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to serve residential customers under their fulunremments contract, then there can be no
justification for AEP Ohio’s contrived resident@dst penalty.

Second, the residential customer class has all@age - accounting for about
62% of total SSO loatf® As also confirmed by Dr. LaCasse, a large lo&ets more
bidders and therefore a more competitive biddisgltd’” Third, as compared to the
highly market-sensitive nonresidential customegsidential customers have less of a
tendency to shop, with less abrupt movement tortagket?°® This suggests that
wholesale full requirements contract suppliers péfceive less migration risk (i.e., load
uncertainty that cannot be effectively hedged) eissed with residential load than non-
residential load.

In AEP Ohio’s Initial Brief it claims that OCC Wi#iss Kahal’'s recommendations
should not be accepté® First, AEP Ohio notes that Witness Roush’s adjesit is
consistent with the methodology the PUCO has amatder other unnamed Ohio
utilities.*'° Additionally, AEP Ohio characterizes Mr. Kahabssition as “overstated”
and “selective.”** According to AEP Ohio, Mr. Kahal fails to accodat the heightened
risk that the residential class presents as atreabrupt migration of significant
amounts of load to CRES through local governmegtegatior*** AEP Ohio also

criticizes Mr. Kahal for not conducting any anas/g demonstrate his conclusion. AEP

46 OCC Ex. 13 at 57 (Kahal).

407 AEP Ohio Witness LaCasse discusses the imporirite size of the SSO load in auctions. AEP Ohio
Ex. 15 at 11.

408 OCC Ex. 13 at 57 (Kahal).
99 AEP Ohio Brief at 21.
“19 AEP Ex. 12 at 5 (Roush).

411 AEP Ohio Brief at 21.
412 |d.
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Ohio also argues that Mr. Kahal fails to consid#eorisks associated with residential
customers such as the weather-sensitive natuesiofential usage. AEP Ohio argues
that Mr. Kahal’s alternative recommendation foeparate auction for residential SSO
customers would introduce an undue and unnecessarglexity (and thus cost) into the
competitive bid procest?

But AEP Ohio has not convincingly demonstrateddbsts of providing capacity
to residential SSO customers is greater than thes @ providing capacity to other SSO
customers. It must do so in order to justify claggesidential SSO customers more for
capacity. This is because Ohio law prohibits disiratory pricing of utility services.
R.C. 4928.02(A) requires ensuring that consumevs haondiscriminatory” retail
electric service. R.C. 4905.33 prohibits a pultitity from charging greater or lesser
compensation for services rendered for “like antkemporaneous service under
substantially the same circumstances and conditidR<C. 4905.35 prohibits a utility
from giving any “undue or unreasonable preferencadeantage” to any person.

The capacity that is to be provided through whd&sappliers to non-shopping
residential customers is no different than the cipavholesale suppliers provide to non-
shopping commercial and industrial customers. #esy where residential SSO (non-
shopping) customers could pay $30 million morecfpacity, per year for three years,
contrasted with industrial and commercial SSO austs is discriminatory. It violates
R.C. 4928.02(A), and R.C. 4905.33 and 4905.35. ddeer, this new unwarranted
charge would have the overall effect of increasimegchant generator offerings because

SSO auction rate prices are used as the benchorachrhparison to marketer offerings.

413 AEP Ohio Brief at 22.
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AEP Ohio tries to differentiate the capacity seevstipplied to residential
customers from capacity service supplied to nordesdial customers by pointing to
risks that wholesale suppliers face from residéotiatomer behavior. It alleges that
residential customers cause greater risks becdusgregation and weather-sensitive
usage''® But these alleged risks do not demonstrate tteatsits AEP Ohio more to
secure capacity through the competitive bid audiboresidential customers than non-
residential customers. AEP Ohio has not shown these alleged risks equate to costs
to provide capacity to residential SSO customdworeover, municipal aggregation has
been available as an option for several yearsdasdite this market feature, residential
SSO load has remained far more stable than noder@sal load. It is implausible that
wholesale full requirements contract suppliers waeluire a premium to supply the
very large, stable, and relatively low risk resit@road.

And even assuming arguendo that AEP Ohio could dstrate that the risks
from residential customers translate into costhi¢owholesale suppliers (which it has not
done in this proceeding), it fails to consider toeintervailing risks that OCC Witness
Kahal identified. Importantly, Mr. Kahal testifiegdat that migration risk (away from
SSO) is far greater on non-residential side th@&oh the residential side,
notwithstanding municipal aggregatié?. And Mr. Kahal noted that the other half of the
equation is that migration risk (back to the utiBtSSO) presents a large risk, caused

primarily by commercial and industrial customerst residential customers. This is a

consequence of the significant amount of switctupghe industrial and commercial

414 AEP Ohio Brief at 21-22.
“5Tr. IX at 2106 (Kahal).
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customers as opposed to the much lower switchingsigential customefs® And

with aggregation customers, the migration risk bacthe utility is, by statufé’ the
market price of power incurred by the utility towethe customer. Thus, aggregation
customers do not pose any migration risk in coniagk to the utility.

OCC witness Kahal offers an empirical alternativeliminating this penalty:
when conducting the auctions (as proposed by DZakae) simply allows bidders to bid
separately to serve residential and non-residelogals. Doing so is a market-based
approach that creates no administrative or techpradlems for the auctions. AEP Ohio
attempts to portray this alternative as one whschinduly complex. This is not correct
and reflects a misunderstanding of the auctiongs®that AEP itself proposes.

It is true that Mr. Kahal’s primary recommendatimfrsimply eliminating the
pricing penalty would be simpler. In fact, it ispler than even AEP Ohio’s proposal.
But if the PUCO rules that a pricing penalty iss@aable, the alternative of a separate
residential full requirements contract productnsirely feasible. It does not require a
separate auction. It would require, however, AERo@nd the PUCO deciding whether
to have multiple or single non-residential productthe auction. That is the only
“complication.” In fact, AEP Ohio in its brief reals its true concern with OCC’s
proposal. That concern seems to be that non-rastiébads may appear to be less
attractive to suppliers due to their small sizer{pared to the very large and stable
residential load).

The PUCO should decline to impose a cost premiun®foo’s residential

electric customers. There is no cost basis to stipipis charge. Charging residential

416 See, e.g., AEP Ohio Ex. 7 at 13 (Allen Direct).
7T R.C. 4928.20(J).
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SSO customers $30 million a year more for capdhiy non-residential SSO customers
is discriminatory. It violates 4928.02(A), and R4905.33 and 4905.35.
2. The auction procurement process for SSO supply
should be modified to provide the opportunity for
potentially lower prices for consumers through a mt of

one-and two-year full requirements contracts
throughout the six scheduled auctions.

Dr. LaCasse testified that there should be a mipna-year and two-year full
requirements contracts (“FRCs”) for the first tvalhveduled auctions (September 2014
and March 2015}'® However, Dr. LaCasse did not propose any two-#&Es for the
remaining four auctions. According to Dr. LaCasi<#)% of the procurement during
those auctions will be through one-year FREs.

OCC Witness Kahal testified that Dr. LaCasse’s psapis unduly skewed
toward one-year contracts. AEP Ohio’s plan is eweimingly one year contracts, all
expiring in May 2018. Because one year contragtsised, the auction may be limiting
the opportunity potentially lower prices for consm This is because more suppliers
are likely to participate if there are varied caatrterms'?°

Witness Kahal also explained that AEP Ohio’s desigtihe auction provides the
potential for greater rate volatility than is nesay. Mr. Kahal proposed that the PUCO
could accomplish a 50/50 mix of one and two-yeartiaets by changing the
procurement in the fifth and sixth auctidiiS.Instead of procuring via 100% one-year

contracts in those two auctions, the solicited potslcould be a 50/50 mix of one-year

and two-year contracts. This would allow the S8&ulto be served by a reasonable mix

“18 AEP Ohio Ex. 15 at 11-12 (LaCasse).
“191d. at CL-10 (LaCasse).

4200CC Ex. 13 at 50 (Kahal).

“211d. at 52 (Kahal).
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of one and two-year contracts in all three yearS®® IIl. In addition, this would allow
the contracts to overlap during the post May 31,8me period'?

Staff Witness Strom similarly expressed conceras ttte proposed restructuring
of AEP Ohio’s auctions would subject SSO custonerscertainty and potential rate
volatility for 2017 and 2018%® He offered a number of options to address tisisds
including rejecting the early termination provisi@md extending the ESP for a five-year
period, as opposed to a three-year petfdd.

In AEP Ohio’s Brief, AEP Ohio claims that Kahal (aStrom’s) criticisms are
overstated. AEP Ohio argues that there is no eeelbeyond the witness’ conjecture
that rate volatility will be increased materiallgder the Utility’s laddering propos&:
AEP Ohio also links the structure of auctions $oeiarly termination right€® In other
words, because AEP Ohio believes it has the rghntlaterally terminate its ESP; it
cannot adopt the laddering approach recommend€&idsy and the PUCO Staff.

But AEP Ohio ignores the fact that the PUCO (atietiojurisdiction&?’) have
recognized the importance of laddering productsttmoth generation rates and provide

rate stability.*?® To characterize it as conjecture is simply wrong.

4220CC Ex. 13 at 52 (Kahal).
“28pyCO Staff Ex. 16 at 2-3 (Strom).
“241d. at 3-4.

425 AEP Ohio Brief at 12.

426 Id

42T OCC Witness Kahal testified that both Maryland &feiv Jersey use overlapping supply contracts to
lessen potential rate volatility. OCC Ex. 13 at(Bahal).

28 |n the Matter of Ohio Edison Company, the Clevel&tettric llluminating Company, and the Toledo
Edison Company for Authority to Provide for a StamtiService Offer Pursuant to Section 4928.143,
Revised Code, in the form of an Electric SecurignPOpinion and Order at 56 (July 18, 2012).
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Moreover, it would appear that the biggest impedinte the laddering approach
is AEP Ohio’s belief that it has a unilateral rigbtterminate after a two-year period.
But, as discussed supra, AEP has no authorityitaterally terminate its ESP. If the
PUCO correctly rules that AEP Ohio does not haeeuthilateral right to terminate, then
there will be no reason that the auctions cannaipeopriately structured (with
laddering) to address volatility in rates that ntigtherwise detrimentally affect
customers.

After all, AEP Ohio acknowledges that generatiogipg volatility is a
problem??° That is the purported reason AEP Ohio propose®®A Rider. So if
mitigation of rate volatility in the generation rkat is a vitally important policy
objective for the PUCO, as AEP Ohio argues, the® &tio should not advocate for a
SSO contract portfolio that contributes to thatatidity.

OCC has proposed a relatively simple and non-inteusx to AEP Ohio’s
portfolio. OCC proposes moving to a very reasoa&l/50 mix of one year and two
year contracts in place of the mostly yearly casttra This will significantly improve
contract laddering, mitigate rate volatility for @8ustomers, and reduce market-timing
risk without in any way disrupting AEP Ohio’s contiige bid process framework. The

PUCO should adopt OCC’s recommendation.

42 See, e.g., AEP Ohio Ex. 2 at 13 (Vegas).
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G. Financial Issues

1. AEP Ohio’s proposed equity cost of 10.65% is
unreasonable for charging to customers and shouldat
be adopted. Instead, an equity cost of 9% shouldeb
used as recommended by OCC Witness Woolridge.

AEP Ohio requested authority to charge custonwerprfit at a rate of return
based on a 10.65% equity cost réfeThe 10.65% return on equity was derived from a
discounted cash flow (“DCF”"), Empirical Capital &s$’ricing Model (“ECAPM”), and
Utility Risk Premium (“URP”) analyses conductedby Avera’>!

OCC instead proposed a return on equity rate cA9¥&commended by OCC
Witness Woolridgé®? Dr. Woolridge’s return on equity (‘ROE”) was déwged under a
discounted cash flow analysis and the traditioragdial Asset Pricing Model (“CAPM”").
Accepting Dr. Woolridge’s recommendation would meadopting a weighted cost of
capital (or rate of return) of 7.45% as opposetied3.24% proposed by Dr. Avera.

Dr. Woolridge testified that there are a numbeareakons why a 9% ROE is
appropriate and fair for AEP Ohio in this case. sMmportantly, after the completion of
corporate separation and transfer of its generassets to an affiliate on December 31,
2013, AEP Ohio is now a distribution-only electidity. As a wires-only entity, AEP has
lower risk than it had as an integrated generatransmission, and distribution owner.

In its Brief, OCC also presented legal argumemipport its filed recommended
return on equity. These legal arguments includétence to the windfall to AEP Ohio,

from the Ohio Supreme Court decision earlier tieiar§*> That windfall permitted AEP

439 AEP Ohio Ex. 19 at 5 (Avera).

431 AEP Ohio Ex. 19 (Avera).

320CC Ex. 12A (Woolridge).

“33|n re: Application of Columbus S. Power CB014-Ohio-462, {56.
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Ohio to keep $368 million in Provider of Last RegtiPOLR’) charges collected from its
customers. OCC argued that the windfall to AEPoQhinded by customers, should be re
recognized by the PUCO as a factor for reducingtbét that the PUCO sets for AEP
Ohio to charge customers (and for maximizing thierreto customers of any
significantly excessive profit§}*

In AEP Ohio’s Brief, AEP Ohio claims that OCC’'soenmendations should be
rejected™®® AEP Ohio characterizes Dr. Woolridge’s recomméindas producing an
inordinately low ROE result, and concludes thatrésilt stems from his taking a different
approach from Dr. Avera on a number of issti€sAnd while AEP Ohio then goes on to
explain Dr. Avera’'s approach, it does not say hawMZoolridge’s approach is wrong.

AEP Ohio defends Dr. Avera’s exclusion of 25%lwf tesults under his discounted
cash flow analysis. OCC Witness Woolridge describedapproach as a “very significant
error.*®” According to AEP Ohio Dr. Avera was just followithe procedure that the
FERC prescribe®® Additionally, AEP Ohio claims it would be illogitto include DCF
results in the analysis that are at or below thg-kerm corporate bond rates.

Apart from the fact that FERC does not control lbe/PUCO should conduct its
discounted cash flow analysis, AEP Ohio’s repregant is not correct. In FERC’s

discounted cash flow analysis FERC uses the cuntdity interest rate plus 100 basis

434 See, e.gln the Matter of the Application of The Cincinn@s & Electric Company for an Increase in
Electric Rates in its Service Are@ase No. 91-410-EL-AIR, Opinion & Order at 206 (M2, 1992).

3% AEP Ohio Brief at 11-112.

436 |d

70CC Ex. 12 at 62 (Woolridge).
38 AEP Ohio Brief at 112.
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points to establish the low-end outlier t88tDr. Avera, on the other hand uses projected
utility interest rate plus 100 basis points to lslssh low-end outliers. Further it is not
illogical to include in the DCF results that are@abelow long term corporate bond rate.
When a median is used, as Dr. Woolridge recommenidedmpact of outliers is
minimized?*® With the use of a median, there is no asymmikeythat which occurs when
Dr. Avera excludes the results of 25% of his DC&lysis.

AEP Ohio also defends the earnings per share ()EfP@wth rates that Dr. Avera
used in his DCF analyst&' Dr. Avera used Wall Street analysts and Value léstimates
of earnings per share in his DCF analysis. AER@Iaims that analysts’ and Value Lines’
estimates of EPS growth rates proved to be thesbaste for estimating investor growth
rates**?

But Dr. Avera provides no evidence to back up¢hasn. Additionally, most data
on Value Line and Yahoo is historical data. By Brera’s own admission, investors

ignore this!*?

Dr. Woolridge alternatively testified that the B@odel should incorporate
the dividend growth rate, not the earnings growtb¥* And Dr. Woolridge presented
evidence, in the form of studies that concludetrglging on analysts’ growth rate

forecasts leads to an upward bias in cost of eqaitjtal estimate¥®

439 See, e.gMartha Coakley, Massachusetts Attorney General.at. 8angor Hyrdro-Electric Cogt al.,
Docket No. EL11-66-01, Opinion No. 531, Order oitidhdecision at §122 (June 19, 2014).

#00CC Ex. 12 at 62 (Woolridge).

441 AEP Ohio Brief at 112.

442 |d

443 AEP Ohio Ex. 19 at 25. (Avera).

44 0CC Ex. 12 at 6 (Woolridge).

4% 5ee OCC Ex. 12, Appendix B (Woolridge).
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AEP Ohio also defends Dr. Avera’s equity risk pi@mapproach, which it offers
as an alternative benchmark to show that his digealcash flow analysis is reasonable.
AEP Ohio describes Dr. Avera’s approach as “stitiigward.” **° AEP admits that Dr.
Avera’s analysis is based on historic authorizedRQvhich then serve as a basis for the
future expected growth rate. But, as Dr. Woolritiestified, Dr. Avera’s approach
overstates the equity cost rate in several Wayg.he base yield is in excess of investor
return requirements. Dr. Avera’s method producemfiated measure of risk premium

because it relies on historic yields and not prej@gields’*®

Most importantly, the risk
premium approach used by Dr. Avera measures conamibghavior and not investor
behavior**®

AEP Ohio also supports Dr. Avera’s flotation cestimate, describing it as being
derived from a “very conventional and conservativethod.**® Dr. Avera’s flotation
cost estimate is part of the risk premium apprdheh Dr. Avera uses as a benchmark to
show that his recommended ROE is reasonable. @aAmade an upward adjustment
to the cost of equity of 0.12%. This unreasonattyeased the cost of equity under the
risk premium approach.

Dr. Woolridge testified that such an adjustmerd@ri®neous for a number of

reason$>! First, Dr. Avera did not identify any flotatiomsts for AEP Ohio. Second,

Dr. Woolridge testified that the market-to-booki@atfor electric companies suggest a

446 AEP Ohio Brief at 112.

47 OCC Ex. 12 at 76-77 (Woolridge).
448 |d

449|d.

450 AEP Ohio Brief at 113.
1 OCC Ex. 12 at 78 (Woolridge).

110



flotation cost reduction (not an increase) to theity cost raté>?

Third, there is no need
for flotation costs when shareholders are realizingncrease in the book value per share
of their investment, not a decrease. Fourth, filmtacosts are not expenses that must be
collected through the regulatory proc&ss And while AEP Ohio believes it should be
compensated for transaction costs like flotatiostgadt has not accounted for other
transaction costs (i.e. like brokerage fees) ttamitld/lead to downward adjustments to
the equity cost rate’

Finally, AEP Ohio’s contention that Dr. Woolridgescommendation is
“inordinately low” is inconsistent with the curremtarket data. There are three facts that
support this observation. First, as Dr. Woolridigenonstrates, there has been a
downward trend in authorized ROEs for electricitid in recent years. In 2013, the
average ROE for electric utilities was 9.8%.Second, Dr. Woolridge highlights that his
recommendation of 9.0% is in line with the averR§2Es earned by the Electric and
Avera Proxy Groups. These groups are currentlyiegi9.1% and 8.2%, respectivéfy.
Finally, Dr. Woolridge also demonstrates that ttie have been the best performing
sector in the S&P 500 in 2014, with returns in escef 11% while the S&P 500 has been
relative flat*®’ The earned ROEs for the proxy groups, in comhinawith the

outstanding stock market performance of utiliteearly demonstrates the

reasonableness of the 9.0% ROE recommended by @ulridge. A 9.0%

%520CC Ex. 12 at 79(Woolridge).
#531d. at 79-80.

454 |d

*°|d. at 56.

48 1d. at 59.

*7|d. at 58.
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recommendation is “more than adequate” and mee¢siars’ expectations. AEP Ohio
has not refuted any of these observations.
2. If a carrying charge is approved for AEP Ohio’sriders,
customers should be protected from paying excessive
charges by basing the carrying charge on the most

recent PUCO-determined cost of long-term debt, nadn
the weighted average cost of capital.

OCC recommends the PUCO adopt a carrying cosofd&ie34% for all riders
(except the DIR, if approved) approved by the PUR@is proceeding with capital
investments and deferral balané®s. The 5.34% is the cost of long-term debt for the
AEP Ohio approved by the PUCO in its most recestriiution rate cas&’ The 5.34%
carrying charge is applicable to the following reld they are approved by the
Commission: the gridSMART Rider, the ESSR, the NC@IRR SDR, and the NCCR.

OCC's recommended 5.34% carrying charge rate isthas PUCO precedeff®
Accepting a lower carrying charge than that proddseAEP Ohio will lower the
amount of money the utility is collecting from costers who are already paying the
highest electricity bills in Ohio. OCC'’s recomngition in setting the carrying charge
at the approved cost of long-term debt is reasenaidl should be approved. OCC'’s
recommendation is consistent with what the PUCQdeecin AEP Ohio’s last ESP case.
And, the PUCO’s own Staff also recommended setingrrying charge based on the

latest approved cost of long-term débt.

458 OCC Brief at 146.
459d. at 143.

60 5ee, e.g./n the Matter of the Application of The Dayton Powrd Light Company for Authority to
Modify its Accounting Procedure for Certain Storrali®ed Service Restoration CosBase No. 12-3281-
EL-AAM, Finding and Order at {7 (Dec. 19, 2012).

461 pyCO Staff Brief at 57.

112



AEP Ohio’s request that a WACC (Weighted Averagst®f Capital) be used as
for riders designed to recover capital investmants$ deferred expenses is unreasonable
and should be rejected by the PU® First of all, it is contrary to precedent estahéd
in numerous PUCO casé®&® While AEP Ohio seeks to distinguish this casenfits
ESP Il case (where the PUCO ruled that the financosts should be based on long-term
debt), it does not succeed in doing so. Its asseithat a lingering recession is the only
reason that the PUCO adopted the cost of long-tiefoh as the carrying charge in the
ESP Il case is simply not trd& In many cases before and after the AEP Ohio’s ESP
case, the PUCO routinely ordered the carrying aeabg set at the most recently
approved cost of long-term debt

Second, AEP Ohio completely ignored the signifigaatiditional costs that
customers would pay if the carrying charge raiagseased from 5.34% to 10.86%. This
is especially troublesome given that AEP Ohio’steorers are already paying the highest
monthly electricity bill in Ohid'®®
It would appear that AEP Ohio is not concerned abmeidetrimental effect of its

proposed carrying charge rate for its customems.ekample, AEP Ohio argued that the

impact of the proposed ESP will have on custontetal bills should be ignored in

462 AEP Ohio Brief at 105.
463 0CC Brief at 143-145.
464 AEP Ohio Brief at 114.

%% See, e.g./n the Matter of the Application of The Dayton Powrd Light Company for Authority to
Modify its Accounting Procedure for Certain Storralded Service Restoration CosBase No. 12-3281-
EL-AAM, Finding and Order at 17 (Dec. 19, 2012)d&mthe Matter of the Application of Duke Energy
Ohio, Inc., for an Increase in its Electric Disttitton RatesCase No. 12-1682-EL-AIR et al., Opinion and
Order at 6 (May 1, 2013).

466 OCC Brief at 144.
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setting the ROE, a component of the weighted aeetagt of capital’®’ According to
AEP Ohio, under the calculation provided by AEP @Witness Roush, this is a non-
issue because customers’ total bills would actuadlgleclining in most cas&®. This is
a half-truth given that many new cost items (sustha Purchase Power Agreement
Rider) are ignored in his analy$fS. AEP Ohio’s estimated total bill impact also does
include any estimate of any final reconciliationowkr/under recoveries (as of May 31,
2015) for any riders that will be ending such asREAC or the Transmission Cost
Recovery Rider (“TCRR"}’°

Nevertheless, assuming there is a decline in cues®grills, it cannot be ignored
that the decline comes from moving to market-bagm®uder procurement. As a result of a
significantly lower market rate for power, a custoia total monthly bill may be
declining. This is forecasted by AEP Ohio to ocdespite the numerous cost increases
associated with the many riders it proposes. ABER @ssentially seeks to deny
customers the cost savings from a lower markes tayeproposing a higher financing
costs through a carrying charge of 10.86%. AER@Iso argues that a higher ROE,
which is used to calculate the carrying charggjssfied because “the incremental cost
of the Company’s proposed ROE compared to OCC’sqwal (of a lower ROE) is not
large.”"* This is another half-truth because the quoterdEssthe impact of the higher

ROE on only one rider. The fact of the mattehet twvhen the weighted average cost of

467 AEP Ohio Brief at 110.

468 |d

69 AEP Ohio Exhibit 12 at 3; DMR-1 (Roush).
“01d. at 3.

71 AEP Ohio Brief at 110.
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capital ("WACC?") is applied to the numerous ridarsd to untold amount of deferred
expenses, the additional costs to AEP Ohio’s custsmwould be quite significafit?

Third, AEP Ohio’s citation to two U.S. Supreme Qazases and various financial
theories in its brief does not support its posifithThese two U.S. Supreme Court cases
address the return on and return of the rate b@ses i(or permanent properties or assets).
They have nothing to do with the setting of a reaste return (or carrying charge) on
the regulatory assets created through deferredhsege

AEP Ohio apparently does not understand that datgy asset created though a
deferral of expenses is not a rate base item aes ot earn a return equal to the
WACC. In other words, the risk to an investor fooviding funds for approved deferred
expenses is significantly less than the risk fading the construction of a power plant.
Consequently, the allowed returns on deferred esggeshould be much lower than the
allowed return on the construction of a power pla# reasonable WACC can be
applied to the permanent properties (or asset86f Ohio. But an approved cost of
long-term debt is appropriate for calculating therging charge of deferred expenses.

OCC'’s recommendation to use a 5.34% carrying @stshould be adopted by
the PUCO. It makes sense and will not burden oosts with undue and unwarranted

financing costs.

472 0CC Brief at 144.
473 AEP Ohio Brief at 114-116.
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3. The threshold for protecting customers from
Significantly Excessive Earnings should remain at2%
or be lowered, not raised to 15% as requested by AE
Ohio.

R.C. 4928.143(F) allows utilities to keep excesgamings. Customers are
protecting from paying “significantly excessive mags.” The PUCO has generally
established, on a case by case basis, a methedttorg a threshold that measures
whether the earnings are significantly excessi¥¢he earnings (as measured by ROE)
are above the adopted threshold, they must beneztuo customers. On the other hand,
if the earnings are below the ROE threshold thayugets to keep them. The higher the
SEET threshold the greater earnings the Utilitgiret. But from a customer’s
perspective the lower the SEET threshold, the mpportunity customers have for
getting a refund back from the utility.

In its brief, AEP Ohio claims that a 15% SEET tlm@d (as measured by ROE)
would be consistent with the SEET threshold thatRkCO set for AEP Ohio in
previous proceedings and at least one other EDWeBmergy Ohid’* However, AEP
Ohio conveniently ignored the fact that the PUC® $&t acurrent SEET threshold of
12% for AEP Ohio that applies to 2013 to 2315 AEP Ohio also has ignored the fact
another Ohio EDU, Dayton Power and Light Compamg, &current SEET threshold of

12%. This was approved in DP&L’s most recent E&R@eding, PUCO Case No. 12-

474 AEP Ohio Brief at 146-147.

"% |n the Matter of the Application of Columbus Southieower Company and Ohio Power Company for
Authority to Establish a Standard Service Offergtuant to Section 4928.143, Revised Code, in thenFor
of an Electric Security PlgrCase No. 11-346-EL-SSO, Opinion and Order atARig( 8, 2012).
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0426-EL-SSO et &’° In the DP&L ESP decision, the PUCO specificalted to the
12% threshold established in AEP Ohio’s ESP Il £a5e
And, AEP Ohio has not demonstrated that a 12% SBEEEhold should be
increased to 15%. Instead, given that AEP Ohiocbhaspleted its corporate separation
and transferred all its generation assets (witleteeption OVEC), its SEET threshold
should be reduced. AEP Ohio is now a wires-ordgteic utility. Therefore, its business
and financial risk have decreased considerablyjtargsk should decrease further in the
future®’® Given AEP Ohio’s lower risk exposure now andha future, any SEET
threshold applicable to the proposed ESP shouldveered from, or at most, kept at its
current level of 12947°
AEP Ohio has not demonstrated that an increaseei®SEET threshold from 12%
to 15% is warranted. AEP Ohio’s proposed SEETsthokl should be rejected.
Otherwise, AEP Ohio would be given a “much-too-exg@e opportunity to charge
customers for excessive profit&®
H. AEP Ohio Did Not Prove A Need For A Late PaymenCharge
That Would Impose More Costs On Customers, Making Rtail
Electric Service Even More Expensive For Customers,

Especially Low Income And At-Risk Customers. The BCO
Should Reject The Late Payment Charge.

OCC opposed the AEP Ohio’s first-ever proposalharge its customers a late

payment charge. There were a number of reasonghelyUCO should reject the

“’®|n the Matter of the Application of The Dayton Powrd Light Company for Approval of its Electric
Security PlanPUCO Case No. 12-426-EL-SSO et al., Opinion ardefat 26 (Sept. 4, 2013) .

477 |d

478 |d

47 OCC Brief at 148.
80 |d.at 147.
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proposal. First, AEP Ohio did not demonstrate edrfer the charge. OCC pointed out
that AEP Ohio did not provide any supporting docotaBon to demonstrate the number
of customers that paid their bills late, how ldtese customers’ payments were, or the
financial impact caused by such late payméfits.

Additionally, OCC noted its concerns that the jadgment charge would have a
negative impact on low income and at-risk custorbersause it would increase their
electric rates that are already the highest ratése staté®? Customers that already
struggle to afford their electric service wouldybk further negatively impacted by the
addition of a late payment charge. This would el impact low income and at risk
customers that struggle to pay their bills on toime to financial constraints.

OPAE and APJN also opposed the late payment clmgpuse it would be
detrimental for customers on the Graduate PIPPramdf they were not expressly
exempted from paying this char§&. OPAE and APJN explained the purpose for the
Graduate PIPP program was to help low income cust®imansition out of the PIPP
program to a point where they do not need assistampaying their utility bil®* The
Graduate PIPP program serves an important publicypgoal as well as helping to
provide customers with affordable service. As ddig OCC Witness Williams, a late
payment charge would only add to the already higteg electric service that AEP Ohio

provides (the highest priced electric service i $tate)®°

81 OCC Brief at 150.

820CC Brief at 150.

83 OPAE and APJN Brief at 22.

84 OPAE and APJN Brief at 22-23.

85 0CC Ex. 11 at 4-7, 27-28 (Williams).
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Although AEP Ohio proposed the late payment chargrect testimony?° the
Utility did not address the late payment chargigsiBrief, and did not demonstrate a
need for such a charge in this case. The lackmbart for the Late Payment Charge in
the Utility’s brief illustrates the absence of bakfor its proposal. AEP Ohio did not
present any information regarding the number ofausrs that allegedly pay their bills
late, how late those payments might be and thedtmgany, on the Utility’s finances.

The PUCO should reject the Late Payment Charge.

.  CONCLUSION

The overwhelming evidence adduced at the evidsgniiearing shows that
AEP Ohio’s Modified ESP does not pass the statuist Because of this, the
Commission should modify the ESP and approve ite Tommission can also modify
the ESP even if it determines that the statut@syitemet, so long as the modifications
are supported by the record.

OCC recommends numerous modifications to Ohio PeviE3P. These
modifications include, but are not limited to, i&@jag the PPA, declining to adopt
the excessive charges associated with generaties sach as the Distribution
Investment Rider, the Bad Debt Rider, NERC, Cylmrsty Rider, and the
Sustained and Skilled Workforce Rider. The PUCGu#thalso decline to
impose on customers a late payment charge anddRecRarge.

The PUCO should also reject excessive financingsaegated to an
overstated return on equity (10.65%) and a weigbtet of capital for carrying

cost on investment and deferrals should be rejected the PUCO should reject

86 AEP Ohio Ex.3 (Spitznogle).
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the Utility’s proposed 15% threshold for the sigeahtly excessive earnings test.
There should be no cost premium assigned to resadlenstomers from the SSO
auction. If the PUCO approves the Utility’s propdsiew distribution riders, it
should allocate them according to tested and &t causation factors.

The modifications proposed by OCC are intendedhtuee that the base
generation rates of residential customers are nadubp priced, consistent with this policy
objective under R.C. 4928.02(A). Reasonably preledtric service, in keeping with

R.C. 4928.02(A), should be the end goal.
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