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ATTORNEYS FOR INTERSTATE GAS SUPPLY, INC.
I.	INTRODUCTION

	The electric security plan (“ESP”) proposed by Ohio Power Company d/b/a AEP Ohio (“AEP”) is an anti-competitive package.  By requiring AEP to collect the RPM capacity from competitive retail energy service (“CRES”) suppliers, the Commission took a first and important step towards mitigating the ESP’s anticompetitive effect.  But this step should not be the last.  To promote the transition to competitive markets in AEP’s service territory, the Commission should adopt the modifications to the ESP proposed by IGS in its initial brief.
II.	ARGUMENT
A.	A retail auction would promote competition more than the wholesale auctions proposed by AEP, and it could help to fund any shortfall between the RPM price and the capacity cost determined in Case No. 10-2929-EL-UNC.

	AEP asserts that a “very significant pro-competitive aspect of the Modified ESP” is “a commitment to conduct an energy-only, slice-of-system auction for 5% of SSO load prior to the SSO energy auction.”  (AEP Init. Br. at 54.)  But AEP leaves unaddressed the option proposed by IGS that would further competition even more: a retail auction.  
[bookmark: _GoBack]AEP emphasized in its initial brief that an important element to any auction proposal is that “the Company be[] made whole financially.”  (Id. at 56.)  These financial considerations were also highlighted in the Commission’s July 2, 2012 Opinion and Order in Case No. 10-2929-EL-UNC.  There, the Commission adopted a cost-based state compensation mechanism.  Id. at 23.  Recognizing “that RPM-based capacity pricing will further the development of competition in the market,” the Commission directed AEP to charge CRES providers the PJM RPM rate for the remainder of its FRR election.  Id.  The Commission further authorized AEP, pursuant to Section 4905.13, to “modify its accounting procedures to defer the difference between the adjusted RPM rate currently in effect and AEP-Ohio’s incurred capacity costs, to the extent that such costs do not exceed the capacity charge approved today [$188.88].”  Id. at 23, 33.  The Commission noted that it would “establish an appropriate recovery mechanism for such deferred costs and address any additional financial considerations in the 11-346 proceeding.”  Id. at 23.  
	In response to AEP’s stated concerns regarding an auction’s financial considerations, as well as the 10-2929 Order’s direction to “address any additional financial considerations in the 11-346 proceeding,” id., IGS recommends adopting its proposed retail auction to defray the capacity revenue deferred under the 10-2929 Order.  A retail auction allows CRES suppliers to bid for the right to serve customers directly.  (IGS Ex. 101 at 22:4-12.)  IGS Witness Parisi proposed an “ascending clock” auction in which CRES suppliers would bid each round the number of tranches they would be willing to serve shopping customers at 99% of the default service rate.  (IGS Ex. 101 at 23:7-9.)  In an ascending clock auction, the CRES suppliers would be “putting money into the auction to ultimately determine how valuable that relationship would be with that customer.”  (Tr. XV at 4313:8-16; see also Tr. XV at 4315:11-12 (“the retail suppliers would be buying that relationship”).)  The resulting “nest egg of cash” from the retail auction could then be used for any number of purposes (Tr. XV at 4315:16 – 4316:1), including to defray the cost of the capacity charge deferral established in Case No. 10-2929.
The Commission should accordingly modify AEP’s proposed wholesale auctions and make them retail auctions.  Doing so would provide additional revenue to offset any shortfall between RPM and AEP’s approved capacity price.  Whatever recovery mechanism the Commission ultimately chooses, a retail auction would reduce the amount to be recovered.  And it would contribute to making AEP financially whole.  (See AEP Init. Br. at 56.)
For these reasons, the Commission should order that retail auctions proposed by IGS Witness Parisi be implemented and order the creation of a collaborative of interested stakeholders to explore the potential of using these auctions to reduce the deferrals created in Case No 10-2929-EL-UNC. 
B.	Even with a state capacity mechanism set to RPM pricing, the Commission should adopt a POR program to ease the transition to fully competitive markets.

	Promoting and fostering competition AEP’s service territory involves more than a just setting a reasonable capacity price.  As IGS explained in its initial brief, a critical component of fair, competitive market is a purchase of receivables (“POR”) program.  In its Initial Brief, AEP claims that its ESP provides “a balanced approach to transitioning the AEP Ohio territory to a more sustainable competitive environment.”  (AEP Init. Br. at 14.)  AEP recognizes that this end is both appropriate and legally mandated.  That is why a POR program should be ordered. 
	As explained in IGS’s initial brief, a POR program is an important consideration before any supplier enters the market.  (IGS Init. Br. at 4.)  A POR program would reduce costs for suppliers and customers by streamlining the collections process, providing customers with a single point of collection.  (Id. at 6-7.)  Without a POR program, customers pay twice for both AEP and its supplier to house collection resources.  (IGS Ex. 101 at 16; Tr. XV at 4294:6-15; Tr. XV at 4295:4-5; Tr. XV at 4296:4-9.)  And AEP would not be exposed to increased risk with the adoption of an uncollectible expense rider or other mechanisms.  (Id. at 5, 8-9.)  The success of Duke and the natural gas utilities’ POR programs further evidence the success POR programs have had in Ohio.  (Id. at 10.) 
In short, a POR program is an important foundation for building a competitive market and the Commission should adopt IGS’s recommended POR program. 


C.	The Commission should reject AEP’s claims of the GRR’s benefits, and adopt IGS’s recommendations.

	AEP argues that IGS misunderstands “how the [Generation Resource Rider] mechanism is intended to work.”  (AEP Init. Br. at 29.)  AEP further claims that IGS’s concern with the GRR is based on the “flawed assumption” that shopping customers will receive no benefit from the GRR.  (AEP Init. Br. at 29.)  But AEP fails to show any flaw in IGS’s reasoning.  
	AEP recites the testimony of AEP witnesses Roush and Dias that shopping customers receive a benefit from the GRR because they may at some point be a non-shopping customer.  (AEP Init Br. at 29-30 (AEP writes “because a customer can periodically switch between shopping and not shopping, it is likely that all customers will at some point benefit from projects recovered through the GRR”).)  This is a remarkably overbroad position.  It would support eliminating any distinctions in the costs shopping and non-shopping customers must pay.  For example, it would support making all charges bypassable—since a shopping customer “at some point” may come back to SSO service and then pay “some” share of those costs.  Presumably AEP would not support that application of its reasoning.  AEP has not shown what it must: that it is appropriate to charge shopping customers for resources dedicated to SSO service.  
	AEP next claims that the “energy and capacity associated with the TPS facility [will] be sold in the market and the revenues from those sales credited against the cost of the facility recovered through the GRR, thereby reducing the costs to be recovered under the GRR.”  (AEP Init. Br. at 30.)  AEP further claims that the RECs coming out of the project “will be divided each year between SSO customers and those customers that shopped….” (AEP Init. Br. at 30.)  This language, however, is not found within AEP’s application or exhibits.  AEP does not cite any direct testimony to support these statements regarding energy, capacity and RECs from the Turning Point facility.  AEP’s “plain vanilla placeholder” GRR rider, as admitted by AEP Witness Roush, contains no such commitment. (Tr. IV at 1170:9-14 (“When looking at the [GRR rider] language proposed by AEP, is there any language concerning the renewable energy credits?  Not in this language because this language is kind of a placeholder like the whole rider itself.”).)  These benefits to the GRR, therefore, are illusory unless the Commission modifies the GRR to include them.
	Even with these deficiencies, the GRR has a fatal flaw – it is not authorized by law.  AEP acknowledges that GRR is “statutorily permitted under R.C. 4928.143(B)(2)(c) so long as certain requirements enumerated in that section are met.”  (AEP Init. Br. at 30 (emphasis added).)  Importantly, AEP never cites to any evidence in its Initial Brief that it has met the requirements enumerated by R.C. 4928.143(B)(2)(c).  (AEP Init. Br. at 29-32.)  There is a reason for this – AEP has not met the statute.
As explained by multiple parties on brief (e.g. FirstEnergy Solutions, IEU-Ohio, OCC, etc.), R.C. 4928.143(B)(2)(c) sets forth criteria that must be satisfied before an EDU establishes a nonbypassable surcharge for generation.  The project must be “sourced through a competitive bid process,” “used and useful on or after January 1, 2009,” and determined by the Commission “in the proceeding that there is need for the facility based on resource planning projections submitted by the electric distribution utility.”  R.C. 4928.143(B)(2)(c).  AEP never presented evidence that Turning Point “was sourced through a competitive bidding process….”  Instead, AEP Witness Nelson testified that he didn’t know whether the Turning Point as a solar resource had been competitively bid.  (Tr. II at 574:2-5.)  Moreover NRDC witness Lyle, who testified in support of the Turning Point project, admitted that he did not know whether it had been competitively bid.  (Tr. IX at 2644:8-12.)  Similarly, AEP has not presented, in this proceeding, that there is need for the Turning Point project based on resource planning projections.  AEP Witness Nelson admitted that he was unsure whether Turning Point would be needed during the ESP period.  (Tr. II at 569:7-8.)  Any approval of the GRR prior to meeting the statutory criteria is premature and unlawful.
III.	CONCLUSION
	For the foregoing reasons, the Commission should adopt the recommendations of IGS and modify the AEP ESP accordingly.
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