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I.
INTRODUCTION
Ohioans should be protected when competitive electric service suppliers (“Marketers”) rely upon electric distribution companies to bill and collect for their services.  Although customers may receive some benefit from having a single bill for generation and distribution, there are also risks involved.  Those risks should not be borne by consumers.  Consumers should be assured that protections provided for by Public Utilities Commission of Ohio (“PUCO”) rules remain in place and that bills are collected fairly.

The PUCO has authorized Ohio Power Company (“AEP Ohio”) to implement a Purchase of Receivables (“POR”) program.
  Under the POR program, AEP Ohio may provide billing for Marketers, as it currently does.  But unlike its current practice, AEP Ohio would pay Marketers the amount customers owe them for electric generation service, less a discount.  AEP Ohio thus would assume full financial responsibility for collecting Marketers’ charges.  Marketers would face no business risk regarding the collection of their accounts receivable from customers.

In the ESP 3 decision, the PUCO established the following requirements for an AEP Ohio POR program: (1) receivables must be purchased at a single discount rate that applies to all Marketers; (2) only commodity-related charges may be included in the POR program; (3) participation in the POR program by Marketers that elect consolidated billing must not be mandatory; and (4) discussion of a detailed implementation plan within the Market Development Working Group (“Working Group”), with a proposal subsequently filed for the PUCO’s consideration.
  As a result of those discussions, on November 16, 2015 the PUCO Staff docketed a Report proposing the substance of a POR program for AEP Ohio.  The PUCO has sought comments on the PUCO Staff’s proposal.
  

In the ESP 3 case, the Office of the Ohio Consumers’ Counsel (“OCC”) expressed concerns about adverse effects that POR programs may have on consumers.
  OCC still has those concerns.  Nevertheless, if a purchase of receivables plan is to be implemented, the PUCO should adopt the PUCO Staff’s proposal, as modified in these Comments.  The PUCO Staff’s proposal provides significant consumer protections.  
II.
COMMENTS

The PUCO permits consolidated billing for electric service that would allow customers to receive one bill containing both distribution charges (from the electric utility) and generation charges (from Marketers).
  Although regulated distribution charges and unregulated Marketer charges are contained on one bill, they are subject to different laws, rules, and implementation requirements.  For example, customers cannot be denied electric service from a distribution utility because they have not paid Marketers’ charges for generation.
  In such an instance, the customer’s contract with the Marketer may be cancelled, and the customer would return to the distribution utility’s standard-offer generation service.
  

Under AEP Ohio’s present consolidated billing plan, AEP Ohio credits customer payments first to the generation (Marketer’s) portion of the bill.  If a customer does not pay the Marketer’s charges, the Marketer may pursue collection activities, with the costs of collection being a normal cost of business.  The customer’s electric service is not disconnected.  Instead, the customer receives service from AEP Ohio’s standard service offer, as provided in the PUCO’s rules.

With a POR agreement, however, AEP Ohio would assume the full financial responsibility for collecting Marketer charges on customers’ consolidated bills.  Marketers are held financially harmless regardless of whether customers pay their bills.  So, the implementation details of a POR agreement are extremely important in preventing regulated customers from subsidizing (through a non-competitive retail charge) the unregulated competitive costs of a Marketer – costs that rightfully should be paid by the unregulated Marketers.
 
In approving a POR program for AEP Ohio, the PUCO directed that discussions regarding the program’s implementation were to take place as part of the Working Group.  Specifically, the discussions centered on the details regarding program rules, calculation of the discount rate(s), initial and on-going costs, collection rates and procedures, and the timing for AEP Ohio to purchase Marketers’ receivables.  

As a result of those discussions, the PUCO Staff docketed a Report proposing the substance of an AEP Ohio POR program on November 16, 2015.  In its Report, the PUCO Staff made the following recommendations:

· POR implementation costs should be collected from customers on a monthly basis over a five-year period based on the number of consolidated bills from all Marketers using the consolidated billing program.

· Ongoing costs of the POR should be collected from customers with a discount rate that includes a bad debt component, an operations and maintenance (“O&M”) component, a working capital component, and a credit for the $12.2 million in shopping generation bad debt currently collected by Ohio Power through base distribution rates.

· The discount rate should be assigned by class (residential, commercial, and industrial), with the residential rate being approximately 0.5 percent and the commercial and industrial rates being near zero percent.

· The bad debt rider should remain, but as a collection mechanism of last resort for generation-related expenses, as well as a mechanism to alleviate an extreme economic situation (micro or macro) that may overwhelm a POR program.

· AEP Ohio’s Day Sales Outstanding model should be used as a payment mechanism.

· There should be a one-year POR term with an evergreen provision (i.e., it may be renewable each year).

While OCC continues to oppose the need for an AEP Ohio POR program,
 several of the recommendations in the Staff Report can help reduce the impacts that the POR program can have on consumers.  Specifically, the PUCO Staff has proposed that Marketers pay the approximately $1.5 million in implementation costs.  The costs would be collected as a charge to each Marketer based on the number of consolidated bills that AEP Ohio renders for Marketers.  OCC supports Marketers paying for all POR program implementation costs. 
OCC also supports the PUCO Staff’s conclusion that non-commodity charges should not be included on customers’ bills for electric service through the POR program.
  Including charges for products and services other than electric service on customers’ electric bills often confuses customers regarding the amount that is due to retain electric service.  The practice also opens the door for billing customers for products and services that the customers did not order (also known as “cramming”).  Customers’ electric bills should contain only charges for electric service. 
In addition, the PUCO Staff recommended that AEP Ohio purchase the Marketers’ accounts receivables at a discount.  This discount will be reflected as rates assigned by customer class.  The discount will result in AEP Ohio being made whole when it purchases the Marketers’ accounts receivable.  This is an important protection for consumers because it helps prevent customers of regulated electric service from paying for debt AEP Ohio incurs from non-regulated Marketers’ service.

There are different components of the discount rates, including collection of incremental O&M costs that AEP Ohio claims it will incur to administer the POR program, and adjustments for working capital.  AEP Ohio estimates the first year’s O&M costs will be $207,600.  The PUCO Staff’s proposed POR program would update these costs annually through the discount rate.  
The PUCO Staff’s recommended discount rates also include a component for Marketers’ bad debt.  The Marketers’ bad debt component is calculated based on the “normal” and expected level of Marketers’ uncollectable debt that AEP Ohio incurred from the previous year.  The bad debt component of the discount rates is updated on an annual basis.  This is another way to help ensure that customers of regulated electric service do not pay for debt AEP Ohio incurs from non-regulated Marketers’ service.

Because AEP Ohio’s base rates include costs associated with uncollectable expenses, the PUCO Staff’s recommended discount rates are adjusted to credit the portion of the uncollectable expense associated with Marketers’ generation.  In AEP Ohio’s last base rate case, the PUCO approved a level of uncollectable expense of approximately $12.2 million.  The credit to the discount rates proposed by the PUCO Staff recognizes that a portion of the $12.2 million AEP Ohio collects from customers is related to generation charges that are supplied by Marketers.  OCC supports the PUCO Staff’s recommendation for implementing discount rates that are assigned by class and updated annually as part of the POR program.  Reviewing the discounts annually will provide periodic adjustments to the discount rates to reflect actual experience with the program.

Because the POR discount rates include a bad debt component as described above, there is not a need for the bad debt rider approved by the PUCO.  Otherwise, customers would be charged twice for bad debt.  Nevertheless, the PUCO Staff recommended that the rider remains as a collection mechanism of last resort for generation-related expenses, and as a mechanism to address extreme economic situations that might greatly exceed the discount rate in the POR program.  But the PUCO Staff’s proposal would have all the captive customers of AEP Ohio’s regulated service make AEP Ohio whole for the financial problems of a Marketer.  That is neither just nor reasonable.  

PUCO rules specifically require Marketers to maintain sufficient financial security to protect the electric distribution utility against potential default by a Marketer.
  Furthermore, PUCO rules require an electric distribution utility to establish a supplier tariff that includes requirements for creditworthiness and defaults.
  Therefore, collecting default costs through the bad debt rider (even as a mechanism of last resort) means that customers will assume financial risks that rightfully are the Marketers’ responsibility.  Customers might also pay twice for this protection because the Marketers’ security costs would also be passed on to customers.
AEP Ohio must ensure that Marketers have sufficient financial wherewithal and collateral to protect it and its customers from default by a Marketer.  Because the current bad debt rider is set at zero, there is no immediate financial impact to customers.  However, as long as the bad debt rider exists, there is a potential for financial harm to customers.  Hence, the PUCO should eliminate the bad debt rider as part of AEP Ohio’s next ESP.  Alternatively, the PUCO could eliminate the bad debt rider in AEP Ohio’s current ESP case (Case No. 16-1852-EL-SSO), where AEP Ohio is seeking a multi-year continuation of the existing ESP.
OCC also supports the PUCO Staff’s recommendation for a one-year POR program for AEP Ohio that may be renewable each year.  This is AEP Ohio’s first foray into establishing a POR program, and there should be the ability to reopen the program on an annual basis to evaluate the merits of the program.  Renewal of the POR program, however, should not be automatic.  If AEP Ohio seeks to renew the POR program, it should file an application so that interested parties may examine the program and provide input on it. 

III.
CONCLUSION
The PUCO should ensure that consumers do not lose much-needed protections when electric distribution companies purchase Marketers’ receivables.  Although a POR program poses risks for customers, and the OCC is against such a program, if the program is implemented it should only be implemented with the PUCO Staff’s proposed modifications, as discussed in these Comments.  These modifications provide some protections for consumers – protections that were missing under AEP Ohio’s initial proposal.  The PUCO should adopt the PUCO Staff’s proposal, but without the unnecessary bad debt rider that could harm consumers.
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