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l. INTRODUCTION AND PROCEDURAL HISTORY

On December 20, 2013, Ohio Power Company (AEP, ®B®, or the Company) filed
an application (Application) for a standard senadier (SSO) in the form of an electric security
plan (ESP) to be in effect initially from June 201Brough May 2018. The Ohio
Manufacturers’ Association Energy Group (OMAEG),iethis comprised of many members
with facilities located in AEP’s service territonyas granted intervention in the above-captioned
proceeding on April 21, 2014. A hearing on the p8éposed in the Application commenced on
June 3, 2014 and concluded on June 30, 2014. @erdeer 17, 2014, an oral argument was
held before the Commission for the limited purpos@nabling the Commission to clarify the
legal and policy implications related to the Powearchase Agreement Rider (PPA rider).

On February 25, 2015, the Commission issued ani@piand Ordéer (Order) which,
inter alia, permitted AEP “to establish a placeleolBPA rider, at an initial rate of zero, for the
term of the ESP* However, the Commission denied AEP’s requestefmver any costs,
including Ohio Valley Electric Corporation (OVECbYHsts, through the PPA rider at this time
based on the record developed in the as@he Commission also determined that the
interruptible power-discretionary rider (IRP-D) takild be modified to provide for unlimited
emergency interruptions and that the $8.21/kW-manmtdit should be available to new and

existing shopping and non-shopping customerstith regard to the IRP-D, the Commission

1 In the Matter of the Application of Ohio Power Company for Authority to Establish a Standard Service Offer
Pursuant to R.C. 4928.143, in the Form of an Electric Security Plan, Case No. 13-2385-EL-SSO, et al., Application
(December 20, 2013) (AEP Ex. 1).

2 In the Matter of the Application of Ohio Power Company for Authority to Establish a Standard Service Offer
Pursuant to R.C. 4928.143, in the Form of an Electric Security Plan, Case No. 13-2385-EL-SSO, et al., Opinion and
Order (February 25, 2015).

31d. at 25.
“1d. at 26.
°1d. at 40.



held, inter alia, that AEP should “bid the addiaboapacity resources associated with the IRP-D
into PJM’s base residual auctions held during tB& Eerm, with any resulting revenues credited
back to customers[.y” The Commission further established a $543.2 onilliotal cap on the
distribution investment rider (DIR) over the courdethe ESP, imposing the following annual
caps over the ESP period: for 2015, $124 millifor; 2016, $146.2 million; for 2017, $170
million; and for the first five months of 2018, ®Rmillion.” Moreover, the Commission
determined that AEP did not sustain its burden miop regarding it request to establish a
placeholder rider for North American Electric Réildy Corporation (NERC) compliance and
cybersecurity costs (NCCR), and that establishmeinthe NCCR would be prematuite.
Accordingly, the Commission denied AEP’s requestestablish the NCCR. Finally, the
Commission determined that AEP’s proposed ESPfigatithe statutory requirement that the
ESP be more favorable in the aggregate than a tratesoffer (MRO) (i.e., the MRO test).

On March 27, 2015, AEP, OMAEG, and numerous otleatigs filed applications for
rehearing of various aspects of the Commission’de©r AEP raised a number of specific
objections pertaining to the Commission’s deterrtiamas on the PPA rider, the DIR, the IRP-D,
the NCCR, and the MRO teSt. OMAEG hereby files its memorandum contra sevefahe

specific objections asserted in the AEP ApplicatmnRehearing.

®ld.
"1d. at 47.
81d. at 62.
°1d.
1914d. at 95.

™ In the Matter of the Application of Ohio Power Company for Authority to Establish a Standard Service Offer
Pursuant to R.C. 4928.143, in the Form of an Electric Security Plan, Case No. 13-2385-EL-SSO, et al., Application
for Rehearing of Ohio Power Company (March 27, 2qA&P Application for Rehearing).



. ARGUMENT

A. Given that the Commission established a placeholdePPA rider, it was
reasonable for the Commission to defer consideratioof including OVEC in the
PPA Rider, as the Commission determined that the word did not support
AEP’s contention that customers would sufficientlybenefit from the PPA rider's
financial hedging mechanism.

In its Application for Rehearing, AEP argues th#te" current record does adequately
support approval of the OVEC proposal at this timend requests that the Commission
reconsider ‘“its decision to defer ruling on whetherinclude [ ] OVEC” in the PPA ridéf.
Initially, AEP contends that “it cannot be disputedt the PPA Rider will promote rate stability,
especially over the long term® In support of this statement, AEP argues thdirtpally all of
the witnesses that testified regarding the PPA Rab&nowledged that PJM market rates are
volatile.”* However, acknowledgment by witnesses that PJMketaates may be volatile does
not translate into the PPA rider providing ratéogiiy for customers.

AEP also contends that it was inconsistent withréoerd and the Commission’s findings
for the Commission to deduce that including OVEChe PPA rider does not offer a hedge
benefit that offsets the potential short-term aafsthe rider over the ESP term, given that the
Commission concluded that the third criterion otti®m 4928.143(B)(2)(d), Revised Code, was
satisfied, in that it authorized AEP to establistplaceholder PPA ridér. Contrary to the
conclusion AEP has drawn from the Commission’s g in the order, however, OMAEG

contends that the Commission’s decision to autbodEP to establish a placeholder PPA rider,

rather than its decision not to authorize AEP tmver OVEC costs through the PPA rider, was

21d. at 15.

1d. at 16.

“1d.

151d. at 17 (citing Order at 26).



inconsistent with the record evidence submittethi case® The record establishes not only
that AEP failed to meet its burden of showing thiatvas reasonable for the Commission to
authorize AEP to recover charges related to the iRk from ratepayers, but also that the basic
establishment of the PPA rider is not authorizedheyprovisions of Section 4928.143(B)(2)(d),
Revised Codé’ AEP’s arguments on this issue are without memit should be disregarded by
the Commission.

Second, AEP argues that the Commission was mistake@oncluding that AEP “did
[not] make a long-term commitment beyond the ESR t® ensure that the projected long-term
financial benefits of the OVEC proposal would aecto the benefit of customer$” AEP
argues that witness Vegas “was clear in binding Al to a long-term commitment regarding
the PPA Rider and, in particular, keeping the OV&set for the benefit of customets.”
Contrary to AEP’s contention, however, OMAEG podiisit witness Vegas’' statement was
sufficiently vague that it neither bound AEP taad-term commitment regarding the PPA rider
nor indicated that it objected to such a long-teommitment. It is clear, however, that the
terms of the Application itself did not bind AEP &olong-term commitment for the PPA rider.
Likewise, AEP offered no concomitant commitmentt thavould refrain from discontinuing the
PPA rider at any time prior to the expiration ofoag-term commitment regarding the rider.
Given these circumstances, the record supporte@aon@mission’s conclusion that the length of

time of the proposed ESP and the proposed PPAcaecided.

16 Seeln the Matter of the Application of Ohio Power Company for Authority to Establish a Sandard Service Offer
Pursuant to R.C. 4928.143, in the Form of an Electric Security Plan, Case No. 13-2385-EL-SSO, et al., Application
for Rehearing of OMAEG at 9-12 (March 27, 2015) (BB Application for Rehearing).

7d.
18 AEP Application for Rehearing at 18.
191d. (citing Tr. Vol. I. at 264).



Third, AEP contends that it is unreasonable for @wnmission to defer approval of
OVEC in the PPA rider until there is resolution thie uncertainty relating to PJM market
reforms, environmental regulations, and federalligns, given that resolution of these items
could take considerable time and may cause whelasalrket prices to increase, rendering it
“too late for the PPA Rider to be taken up at fi@int.”° Respectfully, OMAEG contends that
approval of the PPA rider will inject risk that usi\wanted, from most ratepayers’ perspectives,
into distribution rates. Consequently, OMAEG sulsntihat resolution of the uncertainty relating
to pending PIJM market reforms, environmental reguia, and federal regulations, will provide
more clarity regarding the expected outcome of@oposed PPA rider, which is positive for all
ratepayers, given that the PPA rider has beenledtatl as a non-bypassable rider mechanism.

AEP further contends that it “is offering OVEC akedge now but there is no guarantee
that it will be available in the future, especialfymarket prices increase as a result of the
Commission waiting for the dust to settle in théseee areas®® This statement functions
largely as a warning that if the Commission doetspnovide AEP with the ability to recover its
OVEC costs through the PPA rider, that AEP mayargtits proposal. AEP goes on to suggest
that the PPA rider might not be available to cugisrfor much longer, given that it “is not
supposed to forego any reasonable opportunity westlior transfer the OVEC assét.” This
statement serves as an empty threat, however, ss A ratepayers, including OMAEG, do
not want to be saddled with the costs of a germratisset in their distribution bills, in a
competitive generation market, with no guarantesmgehits. For these reasons, the Commission

should deny AEP’s application for rehearing argutmegarding the PPA rider.

2 AEP Application for Rehearing at 19.
?1d at 21.
21d.



B. The Commission should reject AEP’s arguments regaidg the DIR as
unsupported by record evidence.

AEP argues in its Application for Rehearing tha @ommission should, inter alia, adopt
the DIR annual revenue caps proposed in its Apjpdica and that the Commission should
reconsider its decision not to include general fplathe DIR. As discussed herein, AEP did not
sufficiently demonstrate that the annual caps shdwgt set at the level proposed in its
application. Moreover, as determined by the Corsiois general plant should not be included
in the DIR. Further, as discussed in Section Fd)nthe Commission should not issue an entry
on rehearing separately addressing the DIR questiader reconsideration based simply upon
AEP’s unfounded request for an expedited decisiothose issues.

1. The Commission’s decision not to include general aht in the DIR was
reasonable.

As noted in the Order, AEP sought Commission apgdra¥ an expanded DIR in the
proposed ESP, thereby requesting a total rate £&p6¥ millior?® for the DIR over the course
of the ESP* The Commission denied the requested expansidheoDIR, including AEP’s
request that the DIR be expanded to include ger@aait?®> In rendering its decision, the
Commission depended upon the fact that the “exmghbdRe for which AEP Ohio seeks approval
in these ESP Proceedings far exceeds the justifiicaffered and accepted by the Commission

in approving the original DIR?® The Commission also determined that “AEP Ohio’s

% There appears to be some disagreement betwediRheap figures referenced by the Commission inGnder
and those referenced in the AEP Application for éxing.

24 Order at 41.
% |d. at 46.
%4,



interpretation of distribution infrastructure exdsethe intent” of Section 4928.143(B)(2)(h),
Revised Codé’

In the AEP Application for Rehearing, the Compaowytends that the Commission erred
“in its broad refusal to add general plant to thiR[[}” when “the Company was seeking a
targeted addition overseen by Staff.” Howevemeated by the Commission and Staff, the types
of general plant expenses “that AEP Ohio seeksdiode in the DIR do not directly relate to the
reliability of the distribution system[;]” at besgther, they “support maintaining reliability” but

"28  The service centers and radio

do not “directly relate to distribution service iedility.
communications system which, AEP alleges, constittargeted general plant that the
Commission unreasonably excluded from the EARre prime examples of infrastructure that
may assist in maintaining the system, but do notth@ir own, directly relate to distribution
service reliability. For instance, a communicasiosystem may, with the proper integral
distribution infrastructure, help AEP to maintaits isystem; however, in and of itself, the
communications system will not promote reliability.

Numerous additional parties also asserted througtiwel case that AEP’s request to
include general plant in the DIR is further evidermé AEP’s attempt to avoid a distribution rate
case®® The Commission acknowledged the wisdom of theganaents in finding that “AEP
Ohio’s DIR investments, at the level requestedchesé proceedings, would be better considered

and reviewed in the context of a distribution raése where the costs can be evaluated in the

context of the Company’s total distribution revemiuand expenses, and the Company’s

2'1d. at 41.

81d. at 43.

29 AEP Application for Rehearing at 31.
% Order at 42.



opportunity to recover a return on and of its irnwent can be balanced against customers’ right
to reasonably priced servicg” In connection with this well-reasoned explanatidhe
Commission’s decision not to include general pianthe DIR mechanism was reasonable and
should not be reversed on rehearing.

2. The Commission should not adopt AEP’s proposed anrml revenue caps
for the DIR on rehearing.

The Commission should also decline to adopt onamhg AEP’s proposed annual
revenue caps for the DIR. As OMAEG and the Offi€ehe Ohio Consumers’ Counsel (OCC)
argued throughout the course of the proceeding,te@dCommission noted in the Order, AEP
failed to present any analysis to support its ctaihat service reliability has and will deteriorate
without the DIR* Regardless, AEP seeks DIR revenue caps at lef/éi£56 million for 2015,
$192 million for 2016, $200 million for 2017, and®3 million for the first five months of 2018.

In his direct testimony, AEP witness Dias statedt ththe capital forecast for 2015
through 2018 . . . without the General Plant ishimitthe same range as the projected 2013 and
2014 spend levels. The capital forecast for 20Xbugh 2018 is consistent with the current
Commission approved revenue caps for the existitig) &pproved for ESP II*® Given this
testimony and the Commission’s determination tleategal plant should not be included in the
DIR, the annual DIR caps and the total DIR cap dfiercourse of the ESP term should look
remarkably like the caps currently approved by @mnmission and in place. AEP’s request,
therefore, for the Commission to impose a totabnexe cap of $671 million over the course of

the proposed ESP is unreasonable, in that the asgonght to be recovered are excessive as

311d. at 46.
321d. at 43.

33 Seeln the Matter of the Application of Ohio Power Company for Authority to Establish a Standard Service Offer
Pursuant to R.C. 4928.143, in the Form of an Electric Security Plan, Case No. 13-2385-EL-SSO, et al., Direct
Testimony of Selwyn J. Dias at 19 (December 203201

8



compared with those currently in place, unsuppobedhe evidencé! and, in significant part,

do not directly relate to distribution service adility.

C. The Commission should clarify that although it directed AEP to bid the capacity
resources associated with the IRP-D into PJM’s baseesidual auctions held
during the ESP term, and such base residual auctienhave already occurred,
AEP may still bid the IRP-D capacity resources intd®JM’s incremental capacity
auctions held during the ESP term.

AEP contends that the Commission must modify itealive that the Company bid its
capacity resources associated with the IRP-D intbI'® capacity auctions, and then offset
against the cost of the IRP-D credits the revemeesived from PJM, as the Commission’s
“directive is infeasible and, thus, unreasonablé anlawful.® AEP bases its position on the
fact that PIM has already conducted the base @dsathations (BRAS) into which such capacity
resources may be bid for each of the years that Smaterm of the ESP; thus, AEP contends, it
“will not be able to directly realize revenues frahe sale of IRP-D related capacity resources
into PIM” during the term of the ESP.

The Order directs that AEP “bid the additional aafyaresources associated with the
IRP-D into PIM’s [BRAS] held during the ESP termthanany resulting revenues credited back
to customers through the EE/PDR rid&r.”Although AEP contends that complying with the

Commission’s directive is not possible becauseRblB! BRAs for the ESP term have already

occurred, AEP notes the following:

% See generally, OMAEG Application for Rehearind 6+20.
%5 AEP Application for Rehearing at 47.

*1d.

3" Order at 40.



There will be additional incremental capacity aows for delivery of additional capacity

during the last two of the three delivery yeard t#@an the term of ESP Ill. However,

such incremental auctions would not likely providach revenue from IRP-D resources

not already bid into PJM in the base residualianstfor delivery during ESP 11l and, in

any event, would not achieve the Commission’s psepof offsetting all revenues

realized from sales of IRP-D interruptible capacggources against the cost of IRP-D’s

interruptible credits®

In the above passage, AEP recognizes the facattietugh the PIJM BRAs for the ESP
term have already occurred, it may still particgoat and bid the capacity resources associated
with the IRP-D into the additional PJM incremerdapacity auctions held during the last two of
the three delivery years of the proposed ESP. oéigh AEP contends that bidding the capacity
resources associated with the IRP-D into PJM inergal capacity auctions would not likely
yield much revenue, it would at least partially seff the amounts that would otherwise be
recovered from customers; thus, it is a viableapfor recovering some of the costs attributable
to IRP-D credits. OMAEG accordingly requests thia Commission clarify that AEP may
accordingly bid the capacity resources associaiéid tve IRP-D into the incremental capacity
auctions held during the ESP term in order to redine IRP-D credit amounts that must be
recovered from ratepayers.

Notwithstanding OMAEG’s position on the above iISSOMAEG agrees with AEP that
IRP-D costs should be recovered through the ecandeielopment rider (EDR). As explained
by AEP and OMAEG, the EDR is a more appropriate masm for recovery of these costs
than the energy efficiency/peak demand reductider (EE/PDR rider).

D. The Commission’s denial of the proposed NCCR waswdul and reasonable.

AEP argues that the Commission’s decision denyiriP’A request to establish a

placeholder NCCR was unreasonable in a numberspewgs. Inter alia, AEP contends that the

3 AEP Application for Rehearing at 47 (footnote 16).

10



Commission’s denial of the NCCR on the grounds thatmagnitude and allocation of NERC
compliance and cybersecurity costs are not prgs&ntwn was unreasonabf@. In support of
its argument, AEP contends that “the Company'sreuNERC compliance and cybersecurity
costs are no less speculative than the costs tocheled in other zero dollar placeholder riders
the Commission has approved” in this and other<ése

AEP makes this argument in spite of the fact tHa Commission denied the
establishment of the NCCR as a placeholder ridealme the Company had not advanced the
requisite evidence to establish the NCCR, and lsectie Commission determined that it was
not evident whether AEP, as an electric distributisility, will even incur costs for compliance
with NERC standard$. The Commission further offered the sound ratierthlat the NCCR
should not be established at the present timeheasypes of investments for which AEP would
seek recovery, the magnitude of any such invessnemtd the allocation of any such costs
between generation, transmission, and distribufiorctions are all currently unknowf. In
OMAEG'’s estimation and, seemingly, the Commissioofsnion, the above factors render
establishment of the NCCR entirely speculative;sththe Commission’s decision to deny
establishment of a placeholder NCCR rider was aeltydreasonable.

Additionally, OMAEG submits that AEP’s above-citedmment, stating that the costs to
be collected pursuant to the proposed NCCR aressdpeculative than the costs to be included

in other zero dollar placeholder riders, such asRRA rider, that the Commission has approved,

%¥1d. at 63.

401d. at 64.
41 Order at 62.

21d.

11



bolsters OMAEG’s argument that the PPA rider matylaafully or reasonably be establish&d.
AEP’s comparison of the proposed NCCR rider to tilaceholder PPA rider that the
Commission authorized AEP to establish further destrates the lack of certainty regarding any
potential stabilizing effect of such a mechanisis such, OMAEG submits, the Commission
should reconsider its decision to authorize thealdishment of the PPA rider, as it is

unreasonable and unlawful.

E. The proposed ESP does not pass the MRO test.

AEP argues that the quantifiable benefits of theppsed ESP actually amount to
$53,060,000, rather than the previously-determiiéd, 064,000, over the course of the ESP
term. In support of its argument, AEP notes that€@ommission made two modifications to the
Company’s proposed ESP that together add an additg® million of costs to the Company and
guantitative benefits to the ESP: (1) additionahwal funding of the Neighbor-to-Neighbor
program, in the amount of $1 million annually otlee three-year ESP terfhand (2) funding of
the Ohio Growth Fund at the level of $2 million aafly over the term of the ESP.

As discussed in OMAEG's Application for Rehearimg,evaluating the ESP under the
MRO test, the Commission failed to take into acc¢otne fact that only one class of AEP
customers, residential customers, will benefit frira continuation of the RDCR. Although
the Commission’s modification of the ESP to includle million in annual funding for the
Neighbor-to-Neighbor program over the term of ttf&PEwill provide bill payment assistance for

at-risk customers, it does nothing to alleviate disparate treatment of customer classes when

3 See OMAEG Application for Rehearing at 9-12.
4 AEP Application for Rehearing at 66.

**1d. at 67.

“ OMAEG Application for Rehearing at 21.
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considering any potential quantitative benefitshaf ESP. Further, while the $2 million annual
funding for the Ohio Growth Fund over the term bé tESP, made possible pursuant to the
Commission’s modification, may provide some ecorobenefit for non-residential customers,
the ratio of residential to non-residential quaative benefits is still considerably skewed. For
this reason, the Commission should find that tlegpsed ESP does not provide more customer

benefits than would be available under an MRO.

F. The request for the Commission to issue an expediteehearing decision on the
DIR issues raised in the AEP Application for Reheang is unreasonable and
should be denied.

Finally, the Company contends that the Commisslwukl issue an expedited decision
on rehearing pertaining to the DIR issues raisatiénAEP Application for Rehearing, due to the
Order’'s “immediate and substantial impact on them@any's capital commitments and
investment in Ohio® AEP cites the timing of the Commission’s issuant¢he Order as a
factor that has rendered expedited reconsiderafidnis issue necessary. OMAEG respectfully
submits that AEP’s motion for oral argument waselyk a factor in the timing of the
Commission’s issuance of its opinion. The Commoisggranted the motion for oral argument
based on AEP’s request, and the Commission’s aectsi grant oral argument, in all likelihood,
extended the period of time necessary for the Casion to render its Order. Accordingly,
AEP cannot now complain in good faith about theirngnof the Commission’s decision.
OMAEG also submits that, in spite of AEP’s repreaagan, the confusion attending the issuance
of an expedited entry on rehearing solely addrgsia DIR issues raised by AEP is not in most

parties’ interests and, further, is not in the Cadssion’'s best interests. The procedural

confusion that may result from this awkward, ad legproach to an entry on rehearing

" AEP Application for Rehearing at 40.

13



outweighs the alleged urgency of Commission actiegarding the DIR. Accordingly, the
Commission should deny the Company’s request.
1. CONCLUSION
As discussed at length supra, OMAEG respectfuljuests that the Commission deny
AEP’s request for rehearing of the previously idfead issues, and grant rehearing of the issues

outlined in OMAEG's Application for Rehearing.
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