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NOTICE OF APPEAL 

Appellant, the Office ofthe Ohio Consumers' Counsel ("OCC"), consistent with R.C. 

4903.11 and 4903.13, and S.Ct.Prac.R. II (3)(B), hereby gives notice to this Court and to the 

Public Utilities Commission of Ohio ("Appellee" or "PUCO") ofthis appeal from a number of 

related PUCO decisions.' These decisions are the PUCO's Opinion and Order entered in its 

Journal on March 18, 2009, its Entry Nunc Pro Tunc dated March 30, 2009, its Entry dated 

March 30, 2009, its Entry on Rehearing entered in its Journal on July 23, 2009, its Entry on 

Rehearing dated July 29, 2009, and its Entry on Rehearing, dated November 4, 2009.^ These 

decisions were issued in PUCO Case Nos. 08-917-EL-SSO and 08-918-EL-SSO.^ 

Appellant is the statutory representative, as established under R.C. Chapter 4911, ofthe 

1.2 million residential customers of Columbus Southem Power Company and Ohio Power 

Company ("AEP" or "Companies"). OCC was a party of record in the above-referenced PUCO 

cases. 

On April 17, 2009, OCC timely filed an Application for Rehearing from the March 18, 

2009 Opinion and Order (as altered in the March 30, 209 Entry Nunc Pro Tunc) and the Entry of 

March 30, 2009 in accordance with R.C. 4903.10. The PUCO issued an Entry on Rehearing 

' On September 10,2009, OCC filed its first Notice of Appeal ofthe March 18,2009 Opinion 
and Order and subsequent entries. This appeal was docketed as S.Ct. Case No. 09-1620. On 
October 29, 2009, this Court dismissed that appeal, in response to Motions to Dismiss filed by 
the Companies and the PUCO, The Motions to Dismiss alleged that the appeal was not ripe, due 
to the pending applications for rehearing. Those rehearing applications have now been mled 
upon by the Commission in its November 4, 2009 Entry on Rehearing. 

^ Copies ofthe Orders under appeal are attached hereto. 

^ In the Matter ofthe Application of Columbus Southern Power Company for Approval of its 
Electric Security Plan; an Amendment to its Corporate Separation Plan; and the Sale or 
Transfer of Certain Generation Assets, PUCO Case No. 08-917-EL-SSO, and In the Matter of 
the Application of Ohio Power Company for Approval of its Electric Security Plan; and an 
Amendment to its Corporate Separation Plan, PUCO Case No. 08-918-EL-SSO. 



dated May 13, 2009 to further consider the merits of numerous parties' applications, including 

OCC's Application for Rehearing. OCC's Application for Rehearing was denied with respect to 

all issues raised in this appeal in an Entry on Rehearing entered in the PUCO's Journal on July 

23, 2009. On August 26, 2009, the Commission granted rehearing for further consideration of 

the matters specified in other parties' Applications for Rehearing regarding the July 23, 2009 

Entry on Rehearing. On November 4, 2009, the Commission issued an Entry on Rehearing and 

denied the pending applications for rehearing. 

Appellant files this Notice of Appeal complaining of errors in the PUCO's March 18, 

2009 Opinion and Order (as aftered in the March 30, 2009 Entry Nunc Pro Tunc), its Entry of 

March 30, 2009, the July 23, 2009 Entry on Rehearing (and subsequent Finding and Order of 

July 29, 2009), and its Entry on Rehearing, dated November 4, 2009. OCC alleges that the 

Orders are unlawful and unreasonable. In particular, the PUCO erred in the following respects, 

all of which were raised in OCC's Application for Rehearing: 

I. The Commission erred by permitting the Companies to charge rates retroactively, 
in violation of statutes, established regulatory doctrine in case law, as well as 
provisions in the Ohio and U.S. Constitutions: 

A. The Commission erred by establishing the term ofthe ESP begiiming 
January 1, 2009, thereby permitting the Companies to collect retroactive 
rates for the period of January 2009 through March 2009, in violation of 
statutes ofthe Revised Code including R.C. 4928.141(A), 4905.30, and 
4905.32, established regulatory doctrine in case law, as well the Ohio and 
U.S. Constitutions; 

B. The Commission erred by allowing the Companies to collect provider-of-
last-resort ("POLR") charge revenues for January through March 2009 at 
the higher rates authorized in its Opinion and Order, even though the new 
standard service offer rates set in the Order were not in effect at that time 
and customers were already paying a provider-of-last-resort-charge for the 
earlier period; 



C. The Commission erred by failing to provide an opportunity or means for 
customers to be made whole in the event that the Commission mlings in 
these cases are reversed on appeal; and 

D. The Commission erred by permitting the Companies to apply their 
amended tariff schedules to services rendered prior to the Entry ofthe 
Commission approving such schedules, in violation of R.C. 4905.22 and 
4905.32 ofthe Revised Code. 

II. The Commission erred by requiring customers to pay, on a going forward basis, 
carrying charges on environmental investments made from 2001 through 2008 
when R.C. 4928.143(B)(2)(a) and (b) do not permit the Companies to collect 
these costs from customers through their electric service plan. 

III. The Commission erred by not compensating customers for revenues the 
Companies collect from off-system sales thereby failing to follow its own 
precedent all in violation of Cleveland Electric Illuminating Co. v. Pub. Util. 
Comm. (1975), 42 Ohio St.2d 403 and other authority. 

rv. The Commission erred by permitting the Companies to collect from customers an 
unreasonable and unjust provider-of- last-resort charge when: 

A. There was no evidence that the Companies would face POLR risks 
commensurate with the POLR charges imposed on customers. The 
PUCO's findings thus, were against the manifest weight ofthe evidence 
and unsupported by the evidence, failing to satisfy the requirements of 
R.C. 4903.09; and 

B. The Commission relied upon an unreasonable methodology to estimate the 
POLR charge and this resulted in creating unjust and unreasonable charges 
for public utility service, in violation of R.C. 4905.22. 

WHEREFORE, OCC respectfully submits that the PUCO's March 18, 2009 Opinion and 

Order (as altered in the March 30,2009 Entry Nunc Pro Tunc), its March 30,2009 Entry, its July 

23, 2009 Entry on Rehearing, and its Entry on Rehearing, dated November 4, 2009 are 

unreasonable and unlawful, and should be reversed, vacated, or modified with instmctions to the 

PUCO to correct the errors complained of herein. 
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08-917-EL-SSO and 08-918-ELSSO -4r 

The Commission, considering the above-entitled applications and the record m 
these proceedings, hereby issues its opinion and order in this matter. 

APPEARANCES: 

Marvin I. Resnik and Steven T. Nourse, American Electric Power Servke 
Corporation, One Riverside Plaza, Columbus, Ohio 43215, and Porter, Wright> Morris 4: 
Arthur, by Daniel R. Conway, 41 South High Street̂  Columbus, Ohio 43215, on behalf of 
Columbus Southem Power Company and Ohio Power Company. 

Richard Cordray, Attomey General of the State of Ohio, by CHiane W. Luckey, 
Section Chief, and Warner L. Margard, John H. Jones, and Thomas G. Lindgrerv Assistant 
Attomeys General, 180 East Broad Street, Columbus, Ohio 43215, on behalf of * e Staff of 
the Public Utilities Commission of Ohio. 

janine L. Migden-Ostrander, the Office of the Ohio Consumers' Counsel, by 
Maureen R, Grady, Terry L, Etter, Jacqueline Lake Roberts, Michael E. Idxkowski and 
Richard C. Reese, Assistant Consumers' Counsel, 10 West Broad Street ColumbiiS, Ohio 
43215-3485, on behalf of the residential utility consumers of Coltimbua Southem 
Company and Ohio Power Company. 

Boehm, Kurtz & Lowry, by David V. Boehm and Michael L. Kurtz, 36 East Seventh 
Street, Suite 1510, Cincinnati, Ohio 45202, on behalf of Ohio Energy Group. 

Chester, Wilcox & Saxbe, LLP, by Jolm W. Bentine, Mark S. Ytirick, and Matthew S. 
White, 65 East State Street, Suite 1000, Columbus, Ohio 43215-4213, on behalf of The 
Kroger Company. 

McNees, Wallace & Nurick, LLC, by Samuel C. Randazzo, Lisa G. McAlister, and 
Joseph M. Clark, 21 East State Street, 17th Floor, Columbus, Ohio 43215-4228, on behalf of 
Industrial Energy Users-Ohio. 

David C Rinebolt and Colleen L. Mooney, 231 West Lima Street, P.O. Box 1793, 
Findlay, Ohio 45839-1793, on behalf of Ohio Partners for Affordable Energy. 

Bell k Royer Co., LPA^ by Bartti E. Royer, 33 South Grant Avenue, Coltunbus, Ohio 
43215-3927, on behalf of Ohio Enviroimiental Council and Dominion Retail, Inc 

Vorys, Sater, Seymour & Pease, LLP, by M. Howard Petricoff, Mike Settineri and 
Betsy L. Elder, 52 East Gay Street, Columbus, OWo 43216-1008, and Bobby Singh, Integrys 
Energy, 300 West Wilson Bridge Road, Worthington, Ohio 43085, on behalf of Integiya 
Energy, 
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Vorys, Sater, Seymour & Pease, LLP, by M, Howard Petricoff, Mike Settineri and 
Betsy L Elder, 52 East Gay Street, Columbus, Ohio 43216-1008, and Cynthia A. Fonner, 
Constellation Energy Group, Inc., 550 West Washington Boulevard, Suite 3000, Chicago, 
Illinois 60661, on behalf of Constellation NewEnergy, Inc., and Constellation Energy 
Commodities Group, Inc. 

Vorys, Sater, Seymour & Pease, LLP, by M. Howard Petricoff, Mike Settineri and 
Betsy L. Elder, 52 East Gay Street, Columbus, Ohio 43216-1008, on behalf of EnerNoc, Inc. 
and Consumer Powerline, Inc. 

Schottenstein, Zox & Dunn Co., LPA, by Gregory H. Dunn, Christopher L. MiUer, 
and Andre T. Porter, 250 West Street, Columbiis, Ohio 43215, on behalf of the Association 
of Independent Colleges and Uruversities of Ohio, 

Bricker & EcWer, Thomas J. O'Brien, 100 South Third Street, Columbus, Ohio, and 
Richard L. Sites, 155 East Broad Street, 15th Floor, Coltunbus, Ohio 43215-3620, on behalf 
of Ohio Hospital Association. 

Bell & Royer Co., LPA, by Langdon D. Bell, 33 Soutfi Grant Avenue, Coltunbus, 
Ohio 43215-3927, and Kevin Schmidt, 33 Nordi High Street, Columbus, Ohio 43215^3005, 
on behalf of Ohio Manufacturers' Association. 

Vorys, Sater, Seymour & Pease, LLP, by M. Howard Petricoff and Stephen M. 
Howard, 52 East Gay Street, Columbus, Ohio 43216-1008, on behalf of Direct Energy 
Services, LLC. 

McDermott, Will & Emery, LLP, by Grace C Wung, 600 Thirteenth Street, N.W., 
Washington, D.C. 20005, on behalf of Wal-Mart Stores East LP, and Sam's East, Inc., LP, 
Macy's, Inc., and BJ's Wholesale Qub, Inc. 

Vorys, Sater, Seymour & Pease, LLP, by ML Howard Petricoff and Stephen M. 
Howard, 52 East Gay Street, Columbus, Ohio 43216-1008, on behalf of Ohio Association of 
School Business Officials, Ohio School Boards Association, and Buckeye Association of 
School Administrators. 

Michael R. Smalz and Joseph E. Maskovyak, Ohio State Legal Services Association, 
555 Buttles Avenue, Columbus, Ohio 43215, on behalf of Appalachian People's Action 
Coalitioi\. 
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08-917-EL-SSO and 08-918-EL-SSO -6-

OPINION: 

I. HISTORY OF PROCEEDINGS 

On July 31, 2008, Coltunbus Southem Power Company (CSP) and Ohio Power 
Company (OP) (jointly, AEP-Ohio or the Companies) filed an application for a standard 
service offer (SSO) piursuant to Section 4928.141, Revised Code. The application ia for an 
electric security plan (ESP) in accordance with Section 4928.143, Revised Code, 

By entries issued August 5, 2008, and September 5, 2008, the procedural schedule 
in this matter was established, including the scheduling of a technical conference and the 
evidentiary hearing. A technical confererwe was held regarding AEP-Ohio's application 
on August 19, 2008. A prehearing conference was held on November 10, 2008, and the 
evidentiary hearing commenced on November 17, 2008, and concluded on December 10, 
2008. The Commission also scheduled five local public hearings throughout the 
Companies' service area. 

The following parties were granted mtervention by entries dated September 19, 
2008, and October 29,2008: Ohio Energy Group (OEG); the Office of the Ohio Consumerac' 
Counsel (OCC); Kroger Company (Kroger); Ohio Environmental Coimcil (OEC) 
Industrial Energy Users-Ohio (lEU); Ohio Partners for Affordable Energy (OPAE) 
Appalachian People's Action Coalition (APAC); Ohio Hospital Association (OHA) 
Constellation NewEnergy, Inc. and Constellation Energy Commodities Group, lx\c. 
(Constellation); Dominion J^eteil, hrc, (Dominion); Natural Resources Defense Council 
(NRDC); Sierra Club - Ohio Chapter (Sierra); National Energy Marketers Association 
(NEMA); Integrys Energy Service, Inc. (Integrys); Direct Energy Services, LLC (Direct 
Energy); Ohio Manufacturers' Association (OMA); Ohio Farm Bureau Federation (OFBF); 
American Wind Energy Association, Wind on Wires, and Ohio Advance Energy (Wind 
Energy); Ohio Association of School Business Officials, Ohio School Boards Association, 
and Buckeye Association of School Administrators (collectively. Schools); Ormet Primary 
Aluminum Corporation (Ormet); Consumer Powerline; Morgan Stanley Capital Group 
Inc.; Wal-Mart Stores East IP and Sam's East Inc., Macy's, Inc., and BJ's Wholesale Qub, 
Inc. (collectively. Commercial Group); EnerNoc, Inc.; and the Association of Independent 
Colleges and Urdveraities of Ohio. 

At the hearing, AEP-Ohio offered the testimony of 11 witnesses in support of the 
Companies' application, 22 witnesses testified on behalf of various intervenors, and 10 
v r̂itnesses testtfied on behalf of Staff. At the local public hearings held in this matter, 124 
witnesses testified. Briefs were filed on December 30, 2008, and reply briefs were filed on 
January 14,2009. 
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G&-917-EL-SSO and 08-918-EL5SO -7-

A. Summarv of the Local Public Hearings 

Five local public hearings were held in order to allow GBP's and OFs customers 
the opportunity to express their opiiuons regarding the issues in this proceeding. The 
hearings were held in the evenings in Marietta, Canton, lima, and Columbus. 
Additionally, an afternoon hearing was held in Coltunbus. At those hearings, public 
testimony was heard from 21 customers in Marietta, 21 customers in Canton, 17 
customers in Lima, 25 customers at the afternoon hearing in Columbus and 40 customers 
at the evening hearing in Columbus. In addition to the public testimony, ntunerous 
letters were filed in the docket by customers stating concem about the applications. 

The principal concem expressed by customers, both at the puWic hearings and in 
letters, was over the increases in customer rates that wotild result from the approval of 
the ESP applications. Witnesses stated that any increase in rates would negatively impact 
low-income customers, the elderly, and those on fixed irKomes. Customers cited the 
recent downturn in the economy as the primary soturce of their apprehension. It was 
noted by many at the hearings that customers are also facing increases in otiiex utility 
charges, gasoline, food, and medical expenses and that the proposed increases would 
cause undue hardship. On the other hand, some witnesses at the public hearings ajid in 
the letters filed in the docket acknowledged AEP-Ohio as a good corporate partner in 
their respective communities. 

B. Procedural Matters 

1. Motion to Strike 

On January 7, 2009, AEP-Ohio filed a motion to strike a section of die brief jointiy 
filed by OCC and Sierra (collectively, OCEA). More specifically, AEP-Ohio filed to strike 
the sentence starting on line 2 of page 63 ["In fact,"] through the first two lines of page 64, 
including footnotes 244 to 248. AEP-Ohio argues that the above-cited portion of OCEA's 
brief, regarding the deferral of fuel expenses and the carrying charges and the tax effect 
thereof, relies upon testimony offered by OCC witness Eflron in the FirstEnergy 
Distribution Case.^ AEP^Dhio notes that Mr. Effron was not a witifiess in this ESP 
proceeding and, therefore, was not available for the Companies, or any other party, to 
cross-examine. Accordingly, the Companies argue that consideration of Mr. Effron's 
testimony in this matter would be a denial of the Companies' due process rights, and 
request that the specified portion of OCEA's brief be strickea On January 14,2009, OCC 
filed a memorandum contra the motion to strike. OCC agreed to witiidraw the second 
and third sentences on page 63, the quoted testimony of Mr, Effron on page 63, and 
footnotes 244 to 248 on pages 63 and 64. However, OCC contends that AEP-Ohio's 

^ In re Ohio Edison Company, The Qeveland Electric lUuminaHng Company, and Tokdo Edison Omtpttmf, Case 
No. 07-551-EL-AIR, etal p^irstEnergy Distnlnition Case). 
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08-917-EL-SSO and 0^918-EL-^O -8-

motion is overly broad and the remaining portion of the brief that AEP-Ohio seeks to 
strike is appropriate legal argument regarding deferrals on a net-of-tax basis and, 
therefore, should remain. AEP-Ohio filed a reply on January 16, 2009. AEP-Ohio firat 
notes that because the memorandum contra was filed by (XIC only and Sierra did not 
respond to the motion, it is not clear whether Sierra is also willing to withdraw the 
portions of the brief listed in the memorandum contra. AEP-Ohio also argues that the 
remaining portion of this particular argument m OCEA's brief should be stricken with the 
removal of the footnotes. With this removal, AEP-Ohio then argues that there is no 
longer any support in the brief for such arguments. By letter docketed January 22, 2009, 
Sierra confirmed that it joins CX3C in OCCs withdrawal of the limited portions of the 
OCEA brief as stated by OCC in its January 14,2009, reply. 

The Commission grants, in part, and denies, in part, AEP-Ohio's motion to strike 
OCEA's brief. The Commission agrees with AEP-Ohio and OCC that the use of 
Mr. Effron's testimony filed in the FiistEneiigy Distribution Case in this proceeding was 
inappropriate and, therefore, we accept OCCs and Sierra's withdrawal of that portion of 
their brief. As for the remaining portion of OCEA's brief that AEP-Ohio has requested to 
be stricken, we agree with OCC that the language that discusses the calculaticm of 
deferred fuel expenses on a net-of-tax basis could be construed to be legal argument on 
brief, which rationalized why the issue should be decided in OCEA's favor. Moreover, 
we can surmise that if OCEA had recognized its error in the drafting stage of the brief, 
that OCEA would have drafted similar legal arguments without referencing Mr. Effron's 
testimony. Accordingly, we will only strike the portions of OCEA's brief that OCC and 
Sierra have agreed to vtathdraw. 

2. Motion foy AEP-Ohio to Cease and Desiŝ r 

On February 25,2009, Integrys filed a motion with the Commission requesting that 
the Commission durect AEP-Ohio to cease and desist the Compaiues' refusal to process 
SSO retail customer applications to enroll in tihe Interruptible Load for Reliability (ILR) 
Program of PJM Interconnection, LLC (PJM). Integrys also filed a request for an 
expedited ruling; however, Integrys represented that counsel tor AEP-Ohio objected to 
the expedited ruling request Integrys is a registered curtailment service provider with 
PJM and as such receives notices from PJM and coordinates with retail customers to 
curtail load. Integrys argues that retail customer participation in PJM demarul resporwe 
programs was raised in the Companies' ESP application and has not yet been decided by 
the Commisaioa For this reason, Integrys contends that AEP-Ohio lacks the authority to 
refuse to process the ILR applications and the denial of the application violates the 
Companies' tariffs. Two other curtailment service providers in the AEP-Ohio service 
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territory. Constellation and KOREnergy, Ltd., filed memoranda in support of Integrys' 
motion.^ 

On March 2,2009, AEP-Ohio filed a memorandum contra the motion to cease and 
desist. AEP-Ohio affirms the arguments made in this proceeding to prohibit retail 
customers from participating in PJM's demand response programs. Further, AEP-Ohio 
argues, among other things, that despite the claims of Integrys andConstellation, ABP-
OWo is providing, in a timely manner, the load data required for customer enrollment in 
the PJM ILR program, informs the customer that AEP-Ohio is not consenting to the 
customer's participation in the program, and discloses that the matter is currentiy 
pending before the Conunissioa 

On March 9, 2009, Integrys and Constellation filed a withdrawal of ttie motion to 
durect AEP-Ohio to cease and desist The movants state that despite AEPOhio's 
assertions that the applicants were not eligible to participate in PJM's demand response 
programs, PJM rejected AEPOhio's opposition to ttie ILR applications and processed the 
ILR applications. Integrys and Constellation further state that except for two pending 
applications, all their customers in the AEPOhio service territory have been certified for 
participation in the PJM programs. 

As the parties acknowledge, this matter was presented for the Commission's 
consideration as part of the ESP application. The Commission, therefore, specifically 
addresses and discusses the issues raised concerning SSO retail customer participation in 
PJM demand response programs at Section VLC of this opinion and order. Accordingly, 
we grant Integrys' and Constellation's request to withdraw their motion to cease and 
desist 

* 

IL DISCUSSION 

A. Applicable Law 

Chapter 4928 of the Revised Code provides an integrated system of regulation in 
which specific provisions were d^gned to advance state policies of ensuring access to 
adequate, reliable, and reasonably priced electric service in the context of significant 
econonruc and environmental challenges. In reviewing AEPOhio's application, the 
Commission is cognizant of the challenges facing Ohioans and the electric industry and 
will be guided by the policies of the state as established by the General Assembly in 
Section 4928.02, Revised Code, which was amended by Senate Bill 221 (SB 221). 

Section 4928.02, Revised Code, states that it is the policy of the state, inter alia, to: 

^ KORHnergy/ ttd., has mt filed to intervene in ^ s proceeding and, therefore, its memoranda in support 
will not be considered. 
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(1) Ensure the availability to consumers of adequate, reliable, safe, 
efficient nondiscriminatory, and reasonably priced retail 
electric service. 

(2) Ensure the availability of unbtmdled and comparable retail 
electric service, 

(3) Ensure diversity of electric supplies and suppliers. 

(4) Encourage itmovation and market access for cost-effective 
supply- and demand-aide retail electric service including, but 
not limited to, demand-side management (DSM), time-
differentiated pricing, and implementation of advanced 
metering infrastructure (AMI). 

(5) Encourage cost-effective and efficient access to li\fonnation 
regarding the operation of the transmission and distribution 
systems in order to promote both effective customer choice 
and the development of performance standards and targets for 
service quality. 

(6) Ensure effective retail competition by avoiding 
anticompetitive subsidies. 

(7) Ensure retail consumers protection against tmreasonable sales 
practices, market deficieiKiea, and market power, 

(8) Provide a means of giving incentives to technologies that can 
adapt to potential environmental mandates. 

(9) Encoiirage implementation of distributed generation across 
customer classes by revievdng and updating rules goveming 
issues such as uiterconnectioiv standby charges, and net 
metering. 

(10) Protect at-risk populations including, but not limited to, when 
considering the implementation of any new advanced energy 
or renewable energy r^ource. 

In addition, SB 221 amended Section 4928.14, Revised Code, which now provides 
that on January 1, 2009, electric utilities must provide consiuners with an SSO, consisting 
of eidier a market rate offer (MRO) or an ESP. The SSO is to serve as the electric utility's 
default SSO. The law provides that electric utilities may apply simultaneously for both an 
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MRO and an ESP; however, at a minimum, the first SSO application must Include an 
application for an ESP. Section 4928141, Revised Code, specifically provides that an SSO 
shall exdude any previously authorized allowances for transition costs, with such 
exclusion being effective on and after the date that the allowance is schedtiled to end 
under the electric utility's rate plan. In the event an SSO is not authorized by January 1, 
2009, Section 4928.141, Revised Code, provides that the current rate plan of an electric 
utility shall continue until an SSO is authorized under either Section 4928.142 or 4928.143, 
Revised Code. 

AEPOhio's application in this proceeding proposes an ESP, ptu*suant to Section 
4928.143, Revised Code. Paragraph (B) of Section 4928.141, Revised Code, requires the 
Conunission to hold a hearing on an application filed under Section 4928.143, Revised 
Code, to send notice of the hearing to the electric utility, and to publish notice in a 
newspaper of general circulation in each county in the electric utility's certified territory. 

Section 4928.143, Revised Code, sets out the requirements for an BSP, Under 
paragraph (B) of Section 4928.143, Revised Code, an ESP must include provisions relating 
to the supply and pricing of generation service. The plan, according to paragraph (B)(2) 
of Section 4928.143, Revised Code, may also provide for the automatic recovery of certain 
costs, a reasoirable allowance for certain construction work in progress (CWIP), an 
unavoidable surcharge for the cost of certain new g^eration facilities, conditions or 
charges relating to customer shopping; automatic increases or decreases, provisions to 
allow securitization of any phase-in of the SSO price, provisions relating to tranamissicwi-
related costs, provisiorw related to distribution service, and provisions regarding 
economic development. 

The statute provides tiiat the Commission is required to approve, or modify and 
approve the ESP, if the ESP, including its pricing and all other terms and conditions, 
IrKluding deferrals and future recovery of dderrals, is more favorable in ftie aggregate as 
compared to the expected results that would otiiierwise apply imder Section 4928.142;, 
Revised Code. In additiorv the Commission must reject an ] ^ that contains a stircharge 
for CWIP or for new generation facilities if the benefits derived for any purpose for which 
the surcharge is established are not reserved or made available to those that bear the 
surcharge. 

The Commission may, xmder Section 4928.144, Revised Code, order any just and 
reasonable phase-in of any rate or price established under Section 4928.141, 4928.142^ or 
4928.143, Revised Code, including carrying charges. If the Commission does provide for 
a phase-in, it must also provide for the creation of regulatory assets by autiiorizing t te 
deferral of mcurred costs equal to the amoimt not collected, plus carrying charges on that 
amount and shall authorize the deferral's collection through an unavoidable surcharge. 
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By finding and order issued September 17,2008, in Case No. 08-777-ELORD (SSO 
Rules Case), the Commission adopted new rules conceming SSO, corporate separatiorv 
and reasonable arrangements for electric utilities pursuant to Sections 4928.06, 4928.14, 
4928.17, and 4905.31, Revised Code. The rules adopted in the SSO Rules Case were 
subsequentiy amended by the entry on rehearing issued February 11,2009. 

B, State Policy - Section 4928.02. Revised Code 

AEPOhio submits that contrary to tiie views of the intervenors, Section 4928.02, 
Revised Code, does not impose additional requirements on an ESP and Uie ESP should 
not be modified or rejected because it does not satisfy all of the policies of the state. 
According to the Companies, "{tjhe public interest is served if the ffiP is more favorable 
in the aggregate than the expected results of an MRC (Cos. Br. at 15). 

OHA asserts that the Commission "must view the 'more favoff-able in the 
aggregate' standard through the lens of the overriding 'public interest'" and that the 
public interest cannot be served if the result is not reasonable (OHA Br. at 10). 
OPAE/APAC seems to state that the ESP must be more favorable in the aggregate and 
comply with the state policy, but also recognizes that state policies are to be used to guide 
the Commission in its approval of an ESP (OPAE/APAC Br. at 3). OBG agrees tiiat the 
policy objectives are required to be met prior to the approval oi an ESP (OEG Br. at 1). 
The Commercial Group submita that costs must be properly allocated to ensure that the 
policies of the state are met to improve price signals, and to ensure effective retail 
competition (Commercial Group Br. at 5). 

In its reply brief, AEPOhio maintains that its proposed ESP ia consistent with the 
policy of the state as delineated in Sections 4928.02(A) through (N), Revised Code, and is 
"worthy of approval, without modification" (Cos. Reply Br. a 7). According to the 
Companies, the ESP advances the general policy objectives of the policy of the state (Id. at 
6-7). Furthermore, the Companies argue that the cofKems raised by some intervenors 
regarding the impact of AEPOhio's ESP on the difficult economic conditions would have 
the Commission Ignore tiie statutory standard for approving an ESP and, instead, 
establish rates based on the current economic conditior^s (Cos, Reply Br. at 7). While the 
Companies believe that aspects of the proposed ESP address these concerns (e.g., fuel 
deferrals), they argue that their SSO must be established in accordance witfi applicable 
ESP statutory provisions (Id.). 

As explained above, and previously in our opinion and order issued in the 
FirstEnergy ESP proceeding,^ the Commission believes that the state policy codified by 
the General Assembly in Chapter 4928, Revised Code, sets forth anportant objectives, 

In re Ohio Edison Omtpany, The Ckveland Electric Ulumituitin^ Company, and the Toledo Edison Company, 
Case No. OS-935-EL-^O, Opinion and Order at 12 (December 19,2008) (FiwtEnergy ESP Case). 
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which the Commission must keep in mind when considering all cases filed pursuant to 
that chapter of the code. As noted in the FirstEnergy ESP case, in determining whether 
the ESP meets the requirements of Section 4928.143, Revised Code, wc take into 
consideration the policy provisions of Section 4928.02, Revised Code, and we use these 
policies as a guide in our implementation of Section 4928.143, Revised Code. 
Accordingly, we agree with AEPOhio and wUl use these polidea as a guide in our 
decision-making in this case, just as we did in the FirstEnergy ESP Case (Cos. Reply Br. at 
6),* The Commission has reviewed the ESP proposal presented hy AEPOhio, as well as 
the issues raised by the various intervenors, and we believe that with the modificaticms 
set forth herein, we have appropriately reached a conclusion advancing the public's 
interest. 

C. Application Overview 

In their application, the Companies are requesting aud:iority to establish an SSO in 
ihe form of an ESP pursuant to tiie provisions of Sections 4928.141 and 4928.143, Revised 
Code. The proposed ESP is to be effective for a tiiree-year period commending January 1, 
2009. According to the Companies, piuisuant to the proposed ESP, the overall, estimated 
hficreases in total customer rates, including generation, transmission, and distribution, 
would be an average of 13.41 percent for CSP and 13 percent for OP in 20(^, and 15 
percent in 2010 and 2011 for botii CSP and OP (Cos. Ex. 1, Sdiifait DMR-1). The 
Companies also propose a 15 percent cap per year on ti\e total allowable irKxeases for 
each customer rate schedule should the actual costs be higher than ex|:«cted/ excluding 
transmission costs and costs associated with new goverrunent mandates (Cos. App. at 6). 

UL GENERATION 

A. Fuel Adjustment Qause (FAQ 

The Companies contend that Section 4928.143(B)(2)(a), Revised Code, authorizes 
the implementation of a FAC mechanism to recover prudently incurred costs associated 
with fuel, including constunables related to environmental compliaiKe, purchased power 
costs, emission allowances, and costs associated with carbon-based taxes and other 
carbon-related regulations (Cos. Ex, 7 at 4-7). 

* Some intervenors recognize that the state policy objective must be used as a guide to implement Ae ESP 
provision (lEU Br. at 19; OPAE/APAC Br. at 3). 

000013 



08-917-EL.&SO and 08-918-EL5SO -14-

^̂  FAC Costa 

The Companies proposed to include in the FAC mechaiusm types of costs 
recovered through the electric fuel component (EFC) previously used in Ohio^ (Cos. Ex. 7 
at 3-4). In addition to tiiose types of costs, the Compaiues stated that Section 
4928.143(B)(2)(a), Revised Code, provides for a broader cost-based adjustment mechanism 
that authorizes the inclusion of all prudentiy incurred fuel, ptirchased power, and 
environmental components (Id. at 4). Companies' witness Nelson itemized and described 
the accounts that the Companies proposed to include in their FAC mechanism (Id. at 5-7). 

Staff, OCC, and Sierra support the FAC mechanism that will be updated and 
reconciled quarterly (Staff. Ex. 8 at 3-4> OCEA Br, at 47-48,67-68; OCC Ex. 11 at 4-5,31-40). 
Specifically, Staff witness Strom testified that the costs proposed to be recovered through 
the FAC mechanism are appropriate and recovery of those costs through a FAC 
mechanism is logical (Staff Ex, 8 at 3). OCC and Sierra also agree that Section 
4928.143(B)(2)(a), Revised Code, autiiorizes the enactment of a PAC mechanism to 
automatically recover certam prudentiy incurred costs (<XEA Br. at 47), and (XC does 
not seem to oppose the Ust of categories of accounts proposed to be included in the FAC 
by Companies witness Nelson (OCC Ex. 11 at 18-20). Additionally, Staff recommended 
that annual reviews of the prudency and appropriateness of the accounting of FAC costs 
be conducted (Staff Ex. 8 at 3-4), and OCC recommended that an interest charge be paid 
to customers on any over-recovered fuel costs in a quarterly period until the subsequent 
reconciliation occurs, similar to the carrying charge for any under-tecovery that she 
believed die Companies were proposing to collect^ (OCC B(. 11 at 4). Kroger and lEU, 
however, seem to state that a FAC mechanism caimot be established imtil a cost-of-service 
or eamings test is completed (Kroger Br, at 9-10; lEU Br. at 12-15). lEU also questioned 
ti\Q appropriate term of the proposed FAC mechanism (IBU Br. at 13; Tr. Vol. DC at 143-
146). 

The Commission believes that the establishment of a FAC mechanism as part of an 
ESP is authorized pursuant to Section 4928.143(B)(2)(a), Revised Code, bo recover 
prudentiy incurred costs associated with fuel, including constunables related to 
environmental compliatv:e, purchased power costs, emission allowances, and costs 
associated with carbon-based taxes and other carbon-related regulations. Given that the 
FAC mechanism is authorized pursuant to the ESP provision of SB 221, we wUl limit oxu" 
authoiizatioTv at this time, to the term of the ESP. 

See Sections 4905.03 (C3), 4905.66 dirough 4905.69, and 4909.159, Reviwd Code (repealed Januaiy 1, 
2001); Chapter 4901:1-11, Ohio Administrative Code (OAC.) (rescinded November 27,2003). 
In AEP's Brief, the Companies clarified that they did not propow to collect a canning charge on any 
FAC under-recovery in one qiuurtetly period ontii a reconciliation in ihe subsequent period occurred 
The only carrying charge that they proposed was on fixe FAC deferrals that would not be collected mttii 
2012-2018 (Cos. Br. at 27). 
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With regard to interest charges assessed on any over- or under-recoveries for FAC 
costs within the quarterly period until the subsequent reconciliation occurs, we agree with 
OCC witness Medine that symmetry should exist if interest charges were assessed on any 
under-recoveries (Tr. Vol. VI at 210). However, we do not conclude that any interest 
charges on either over- or under-recoveries are necessary as a deterrent to the creation of 
over- or under-recoveries as OCC witness Medine suggests (Id. at 210-211). As proposed 
by the Companies and supported by others, die FAC mechanian includes a quarterly 
reconciliation to actual FAC costs irtcurred, which xvill establish the new charge for the 
subsequent quarter. These quarterly adjustments combined with the annual review 
proposed by Staff to review the appropriateness of the accotmting of the FAC costs and 
the prudency of decisiorts made are sufficient to control the over- or imder-recoveries that 
may occur withm a particular quarter. Therefore, we find tiiat the FAC mechanism with 
quarterly adjustments as proposed by the Companies/ as well as an armual prudency and 
accounting review reconunended by Staff, is reasoruible and shotdd be approved and 
implemented as set forth herein. 

(a) Market Purchases 

As part of the FAC costs, the Companies proposed to ptuchase incremental power 
on a "slice of the system basis" equal to 3 percent of each company's load in 2009, 
10 percent in 2010, and 15 percent in 2011 (Cos. Ex. 2-A at 21). The Companies argue that 
while these purchases wUl be included in the FAC mechanism, as the appropriate 
recovery mechanism for these costs, the purchases are permitted as a discretionary 
component of an ESP filling authorized by Section 4928.14B(B)(2), Revised Code> which 
states: "The plan may provide for or irwlude, without limitatiorL any of the following:" 
(emphasis added) (Cos. Br. at 37). To support its proposal, AEP-CMiio states that the 
ptirchases reflect the continued transition to market rates and represent an appropriate 
recognition of the Companies' incorporation of the loads of Onmet Primary Alimiinum 
Company (Ormet) and the certified territory formerly served by Monon^ela Power 
Company p^onPower) (Cos. Ex. 2-A at 21-22). The Companies further assert that diuing 
the ESP, they should be able to continue to recover a market-based generation price ior 
serving these loads, as was previously authorized by the Commission during the RSP 
period. 

Staff supported nuurket purchases sufficient to meet the additional load 
responsibilities that the Companies assumed for the addition of the former Moi^ower 
customers and Ormet to the Compaities' system, which equals approximately 7.5 percent 
of the Companies' total loads (Staff Ex. 10 at 5). However, based on the size of the 
additional load assumed by the Companies, Staff only recommended that the incremental 
power purchases equal, on average, 5 percent of each company's load in 2009,7.5 percent 
in 2010, and 10 percent tn 2011 (Id.). 
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The Companies responded to Staff's reduction in the amount of market purchases 
by adding that the Comparues also intended to utilize their proposed levels of market 
purchases to encourage economic development (Cos. Ex. 2-E at 7). 

Various parties oppose the inclusion of incremental "slice of the system" power 
purchases in AEPOhio's ESP. OEG witness KoUen testified tiiat tiie Commission should 
reject this provision of AEPOhio's ESP l^cause the Companies have not demonstrated a 
need for the excess generation purchased on the nuurket to meet its existing load, and such 
"purchases are not prudent because they will tmeconomically displace lower coat 
Company owned generation and cost-based purchased power that is available to meet 
their loads" (OEG Ex. 3 at 3,9-10). lEU witness Bowser agrees that tiitis portion of the ESP 
should be rejected (lEU Ex. 10 at 9). Kroger witness Higgins also concurs, stating: "The 
ot)ly apparent purpose of these slice-of-system purchases is to serve as a detvke tar 
increasing prices charged to customers" ^ o g e r Ex. 1 at 9). OCEA corunus with the 
testimony offered by these intervenor witnesses (OCEA Br. at 53-55). Intervenors also 
question this provision in light of the AEP Intercormection Agreement (OEG Ex. 3 at 10-
14; OCEA Br. at 54-55). 

Given that AEPOhio has explicitiy stated that tiie purchased power is not a 
prerequisite for adequately serving the additional load requirements asstuned by AEP­
Ohio when adding Ormet and die MonPower customers to its system (Cos. Ex. 2-B at 7), 
the Commission fbids that Staff's rationale for the support of the proposal, as well as the 
recotrmiendation for a reduction in the amotmt of pmthased power proposed to equal the 
additional load, fails. We struggle, along with the otiier parties, to find a rational basis to 
approve such a proposal in the absence of need. The Commission notes that while we 
appreciate AEP-Ohio's willingness and cooperation with regard to ti:\e iirclusion of Ormet 
and MonPower customers into its system, we believe that the Companies have been able 
to prepare and plan ior the additions to its system under the current regulatory scheme 
and have been compensated during the transitional period. As for the reiiartce on the 
market purchases to promote economic development the Commission believes that this 
goal can be more appropriately achieved through other means as outlined in this opiiuon 
and order, the Commission's recentiy adopted rules, and SB 221. Accordingly, we find 
that AEP-Ohio's ESP shall be modified to exclude tiiis provision. 

(b) Off-System Sales (OSS) 

Kroger and OEG contend that FAC costs must be offset by a credit for OSS 
margins, stating that other jurisdictions goveming other operating companies of AEP 
Corporation require such an OSS offset to revenue requurementa (Kroger Br. at 11-12; 
Kroger Ex. 1 at 3,9,10; OBG Br. at 10; OEG Ex. 3 at 14-15,16-17). Kroger argues that it is 
incongruent to allow a rate increase based on certain costs without examining AEPOhio's 
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net costs to detemiine that AEPOhio's costs have actually increased (Kroger Br. at 11-12). 
OEG notes tiiat the Companies' profits for 2007 from off-system sales were $146.7 million 
for OP and $124.1 million for CSP (OEG Ex. 3 at 14). OEG reasons tiiat because the cost of 
the power plants used to generate off-system sales are included in rates, all revenue from 
the power plants should be a rate credit (OEG Br. 10). OCEA raises sinular arguments to 
tiiose of OEG and Kroger in its brief (OCEA Br. at 57-59). More specifically, (XZBA argues 
that the Companies' proposal to eliminate off-system sales expenses from Ohio ratepayers 
is not equivalent to providing custonters the benefit of off-system sales margins. OCEA 
notes that in other cases, the Commission has required electric utilities to share the 
benefits of off-system sales revenue with jurisdictional customers (OCEA Br. at 58-59). 

Staff did not take a position in regard to the intervenors' arguments to offeet FAC 
costs by the OSS margin. Staff, however, concluded that the costs sought to be recovered 
through tiie FAC are appropriate (Staff Ex. 10 at 4; Staff Ex. 8 at 3; Staff Br. at 2). 

The Companies argue that an OSS offeet to FAC charges is not required by Section 
4928.143(B)(2)(a), Revised Code, or any otiier provision in SB 221 (Cos. Ex. 2-E at 8-9; Cos. 
Reply Br. at 12). The Companies also state that tiie regulatory or statutory r^imes in 
other states have no bearing on Ohio or Ohio's statutory requirements (Id.). As to the 
odier arguments raised by OEG and OCEA, the Companies argue tiiat the irrtavenors^ 
arguments ignore the fact that the Companies' ESP reduces the FAC and environmental 
carrying cost expenses for AEPOhio customers based on the calculation of the pool 
capacity payments in the FAC and use of the pool allocation factor (Cos. Ex. 7, Exhibits 
PfN-l, PJN-2, PIN-6 and PJN-8). 

Upon a review of the record in this case, the Commission ia not persuaded by the 
intervenors' arguments. We do not believe that tiie testunony presented offered adequate 
justification for modifying the Compani^' proposed ESP to offset OSS margins from the 
FAC costs. Section 4928.143(B)(2)(a), Revised Code, specifically provides for the 
automatic recovery, without limitation, of pradentiy mctured costs for fuel, purchased 
power, capacity cost and power acquired from an affiliate. As recogni^d by the 
Companies, the pertinent statutory provisions do not require that there be an offeet to die 
allowable fud. costs for any OSS margins. Additionally, Ohio law governs the 
Companies' ESP application, and thus, we are not persuaded by the arguments of Kroger 
regarding how other jurisdictions handle OSS margins. Moreover, consistent with our 
discussion in Section VII of our opinion and order, we do not believe that OSS should be a 
component of the Companies' KP, or factored into our decision in this proceeding. 
Intervenors carmot have it trath ways: they cannot request that Offi margins be credited 
against the fuel costs (i.e., offset the expenses); and, at the same time, ask us to count the 
OSS margins as eamings for pxurposes of the signiflcantiy excessive eamings test (SEET) 
calculation. 
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(c) Alternate Energy Portfolio Standards (including Renewable 
Enerp Credit program^ 

Section 4928.64, Revised Code, establishes altemative energy portfolio standards 
which consist of requirements for both renewable energy and advanced energy resoim:es. 
Section 4928.64(B)(2), Revised Code, introduces specific armual benchmarks tor renewable 
energy resources and solar energy resources beginning in 2009. 

The Companies' ESP application included, as a part of the FAC costs, cost recovery 
for renewable energy purchases and renewable energy credits (RECs) with purchased 
power reflected in Account 555 and RECs reflected in Account 557 (Cos. Ex. 7 at 6-7,14). 
The Companies stated that they plan to purchase almost all of the RECs required for 2009. 
The Compardes further state that they will enter into renewable energy ptmrhase 
agreements (REPAs) to meet compliarKe requirements for the remainder of the ESP 
period, for which they have ahready conducted a request for proposal (Cos. Ex. 9 at 10-11), 
The Companies also recognized that recovery of such costs to comply with Section 
4928.64(E), Revised Code, is, as stated in the 3tatute,avoidable, Therefore, the Companies 
explained that they intend to include all of the renewable energy costs within the FAC 
mechanism and not as part of any FAC deferral. The Companies, however, recognized 
that their request for proposal and procurement practices for renewable energy will be 
subject to a prudency review and the renewable purchases subject to a fhiancial audit 
(Cos. Br. at 96-98). 

Staff and OPAE/APAC express concem with the Companies' plan to Include 
renewable energy purchases and RECs as a component of the FAC mechanism (Staff Ex. 4 
at 6-7; Staff Br. at 4-5; OPAE/APAC Br. at 11). 

The Commission notes that the renewable energy purchases and RECs 
requurements are based on Section 4928.64(E), Revised Code, and any recovery of such 
costs is, as the statute provides, bypassable. With the Companies' recognition that such 
costs must be accounted for separately from fuel costs, and is not to be deferred, the 
Commission finds that Staffs and OPAE/APAC's issue is adequately addressed. 
Accordingly, with tiiat clarification, the Commission finds that this aspect of tiie 
Companies' ESP application is reasonable and should be adopted. 

2. FAC Baseline 

The Companies proposed establishing a baseline FAC rate by identifying the FAC 
components of the current ^ O . The Companies started with the EFC rates tihat were 
unbundled as part of the electric transition plan (ETP) proceedings (those in effect as of 
October 5,1999) (step #1), and then added calendar year 1999 amoimts for the additional 
fuel, purchased power, and environmental accoimts that are included in the requested 
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FAC mechanism for this proceeding (1999 data from FERC Form 1 and other financial 
records were used as the base perit^ for the additional components that were not in the 
frozen EFC rates) (step #2) (Cos. Ex. 7 at 8). The Companies then adjusted tfie 1999 frozen 
EFC rates (step #1) and the 1999-level rates developed for the additional components 
(step #2) for subsequent rate changes (step #3) to get the base FAC component that is 
equal to the fuel-related costs presentiy embedded in the Companies' most recent SSO 
(i.e., the RSP) (Id.). The subsequent rate changes that occurred during the RSP period and 
reflected in step #3 of the Companies' calculation included annual increases of 7 percent 
for OP and 3 percent for CSP, an increase in CSfg generation rates for 2007 by 
approximately 4.43 percent through the Power Acqukition Rider, and a reduction in OFs 
base period FAC rate by the amount of the Gavin Cap and mine inv^tment shutdown 
cost recovery component that was in OPs 1999 EFC rate given that the Regulatory Asset 
Charge (RAC) established in the ETP case expired (Id, at 9). 

Staff argued that the actual costs should be used in detenrtining the FAC baseline 
and, therefore, recommended using 2007 actual data, escalated by 3 percent for CSP and 7 
percent for OP, as a reasonable proxy for 2008 (Staff Ex. 10 at 3-4), Staff explained that 
utilizing actual 2007 costs and updating them to 2008 is appropriate given that the 
resulting amounts should be the costs that the Companies are currentiy recovering for 
fuel-related costs (Id,). Additionally, Staff notes that tiiis proposal produces a result that 
is very close to the result produced by utilizing the Companies' methodology (Staff Br. at 
3). 

OCC reconunended the use of 2008 actual fuel costs to establish the FAC baseline, 
wtiich will be reconciled to actual costs in the future FAC proceeding (OCC Ex. 10 at 11-
14). OCC's witness testified that her ccmcem is that if the FAC baseline is established too 
low, the base portion of the generation rates (the non-FAC portion) will be establisted too 
high (OCC Ex. 10 at 13). Tn its Brief, OPAE/APAC opposed die Companies' use of 1999 
rates as the baseline and seems to support OCCs recommendation to use 2(XK fuel costs 
(OPAE/APAC Br. at 11-12). The Companies' responded by explaining that tiiey did not 
use 1999 rates as the baseline, rather the 1999 level was just the starting point to 
calculating the baseline (Cos. Reply Br. at 21), The Companies also stated that a variable 
baseline was not appropriate as it would result in a variable non-FAC generation rate as 
well since the non-FAC component of the current generation SSO was determined to be 
the residual after subtracting out the FAC component (Id.). 

As noted by OCC's witness, the 2008 actual fuel costs were not known at the time 
of the hearing (OCC Ex. 10 at 14). ThuSr the Companies and Staff proposed 
methodologies to obtain a proxy for 2008 fuel costs. While both had a different starting 
point to the calculation of the 2008 proxy, we agree that in the absa:)ce of known actual 
costs, a proxy is appropriate to establish a baseline. Therefore, based on H^ evidence 
presented, we agree with Staffs resulting value as the appropriate FAC baseline. 
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3. PAC Deferrals 

The Companies proposed to mitigate the rate impact on customers of any FAC 
increases by phasing in their new ESP rates by deferring a portion of the annual 
incremental FAC costs during tiie ESP (Cos. App. at 4-5; Cos. Ex. 3 at 11; Cos. Ex. 1 at IS­
IS). Tlie amount of the incremental FAC ©cpense that would be recovered from 
customers would be limited so that total bill irvcreases would not be more than 15 percent 
for each of the three years of the ESP (Id.). The 15 percent target for FAC does not include 
cost increases associated with the transmission cost recovery rider (TCRR) or with any 
new goverrunent mandates (the Companies' could apply to the Commission for recovea^ 
of coats incurred in conjunction with compliance of new govemment mandates, iivluding 
any Commission mles imposed after the filing of the AEPOhio application (Cos. App. at 
6)). The Companies proposed to periodically reconcile the FAC to actual costs, subject to 
the maximum phase-in rates (Cos. Ex. 1 at 14-15). Under the Comparues' proposal, any 
incremental FAC expense that exceeds the maximiun rate levels will be deferred. The 
Companies project the deferrals under the proposed ESP to be $146 million by December 
31,2011 for CSP and $554 million by December 31,2011 for OP (Cos. Ex. 6, Exhibit LVA-
1). If the projected FAC expense in a given period is less tlian the maximum phase-in 
FAC rates, tiie Companies proposed to grve the Commission the option of charging the 
customer the actual FAC expense amount or increasing the FAC rates up to the naaximum 
levels in order to reduce any existing deferred FAC expense balance (Id.). Any deferred 
FAC expense remaining at the end of 2011 would be recovered, with a carrying cost at the 
Weighted Average Coat of Capital (WACC), as an unavoidable surcharge from 2012 to 
2018 (Id.). 

As noted previously. Staff, OCC, and Sierra support the FAC mechanism that will 
be updated and reconciled quarterly (Staff. Ex. 8 at 3-4; OCC Ex. at 11 at 4-5,31-40; OCEA 
Br. at 47-48,67-68). Staff, OCC, and Sierra, however, oppose the creation of any long-term 
deferrals for fuel costs (Staff Ex. 10 at 5; (XEA Br. at 62). Similarly, the Commercial 
Group recommended that "customers pay the full cost of fuel during the ESP" 
(Commercial Group Ex, 1 at 9). Constellation argued that the deferral proposal should be 
rejected because it masks the true cost of tiie ESP generation, deferrals have the effect of 
artificially suppressing conservation, the canying costs proposed by the Companies 
would be set at the Companies' cost of capital, which would include equity, and 
customers do not want to pay interest on any deferred amounts (instead, customers 
would rather pay when the costs are incurred so as to not pay the interest) (Constellation 
Br. at 8-9). The Schools also questioned the need for the phase-in of rates, dB well as the 
avoidability of the surcharge that would be created to collect the deferred fuel costs, with 
carrying charges, from 2012 to 2018 (Schools Br. at 3). 
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If the Conunission, however, autiiorizes such deferrals to levelize rates during the 
ESP period. Staff, OCC, and Sierra believe that the deferrals should be short-term 
deferrals tiiat do not extend beyond the ESP period (Staff Ex. 10 at 5; OCEA Br. at 62). 
lEU also supports the use of a phase-in to stabtiize rates, but does not believe that Section 
4928.144, Revised Code, allows the deferrals to extend beyond the ESP term (lEU Br. at 
27-29). 

Furthermore, OCC opposed the Comparues' use of WACC stating that such an 
approach is not reasonable and results in excessive payments by otstomers (OCC Ex. 10 
at 34). Through testimony, OCC asserts that the carrying charges on deferrals should be 
based on tiie current long-term cost of debt (OCC Ex. 10 at 34^5; Tr. Vol. VI at 157-158). 
However, in its joint brief, OCC seems to have modified its position and is now arguing 
that the carrying charge should be calculated to reflect the short-term actual cost of debt, 
excluding equity (OCEA Br. at 62). In reliance on OCCs testimony, Constdlation submits 
that it is appropriate to use the long-term cost of debt (Constellation Br. at 8). The 
Commercial Group also opposed the use of WACC; instead, Commercial Group witnesa 
Gorman recommended that the Companies finance the FAC phase-in deferrals entirely 
with short-term debt given that the accruals are a temporary investment and not long-
term capital (Commercial Group Ex 1 at 9-11). 

Additionally, die Commercial Group and CXZC argued that the deferred fuel 
expenses should be calculated to refiect the net of applicable deferred iiKcnne taxes 
(Cormnercial Group Ex. 1 at 9-10; OCEA Br. at 63). Commax:ial (3roup witness Gorman 
testified that if a company does not recover tiie fuel expense in the year that it was 
incurred, the company -whl reduce its current tax expense and record a deferred tax 
obligation. The deferred tax obligation would then represent a temporary recovery of the 
fuel expense via a reduction to the current income tax expense (Commercial Grmip Ex, 1 
at 10). Commercial Group witness Gorman then ^oes on to recognize that the income tax 
will ultimately have to be paid after the incremental fuel cost is recovered from 
customers, but states that while deferred, the company vdll partially recover its defierred 
fuel balance through the reduced iiKome lax expense (Id,). To bobter tiietr argument that 
deferred fuel expenses should be calculated on a net-of-tax basis, OCC and Sierra relied, 
in their brief, on a witness' testimony in an unrelated proceeding, which has been 
subsequentiy withdrawn as explained above. Neither OCC nor Sierra offered any reccnrd 
evidence to support its position. 

AEPOhio, on the other hand, argued that the calculation of carrying charges for 
the deferrals should not be done on a net-of-tax basis. AEPOhio witness Assante testified 
that luniting the application of the carrjing cost rate to a net-of-tax balance of FAC 
deferrals improperly utilizes a traditional cost-of-service ratemaking approach in a 
generation pricing proceedmg (Tr. Vol. IV at 158-160). Additionally, while the Companies 
proposed the phase-in proposal to help mitigate increases and believe that their proposal 
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is reasonable, in light of the opposition received from several parties, the Companies 
stated that they would accept a modification to tiieir ESP that eliminated such deferrals 
(Cos. Reply Br at 4W2). 

To ensme rate or price stability for consumers. Section 4928,144, Revised Code, 
authorizes the Commission to order any just and reasonable phase-in of any electric 
utility rate or price established pursuant to 4928.143, Revised Code, with carrying charges 
through the creation of regulatory assets. Section 4928.144, Revised Code, also mandates 
that any deferrals associated with the phase-in authorized by the Commission shall be 
collected through an unavoidable surcharge. Section 4928.144, Revised Code, does not 
however, limit the time period of the phase-in or the recovery of the deferrals created by 
the phase-in through the imavoidable surcharge. 

Contrary to OCC and others,^ wc believe that a phase-in of the increases is 
necessary to ensure mte or price stability and to mitigate the Impact on customers during 
this difficult economic period, even with the modifications to the ESP that we have made 
herein. To this end, the Commission appreciates the Compani^' recognition that over 15 
percent rate increases on customers' tills would cause a severe hardship on customers. 
Nonetheless, given the current economic climate, we believe that the 15 percent cap 
proposed by the Companies is too high* Therefore, we exercise our authority pursuant 
to Section 4928144, Revised Code, and find tiiat the Companies should phase-in any 
authorized increases so as not to exceed, on a total bill basis, an increase of 7petcent for 
CSP and 8percent for OP for 2009, an increase of 6percent for CSP and 7percent for OP for 
2010, and an increase of 6percent for CSP and Spercent for OP for 2011 are more 
appropriate levels. 

Based on die application, as modified herein, the resulting increase amount to 
approximate overall average generation rates of 5.47 cents/kWh and 4.29 cents/kWh for 
CSP and OP, respectively in 2009; 6.07 cents/kWh and 4.75 cents/kWh for CSP and OP, 
respectively, in 2010; and 6.31 cents/kWh and 5.31 cents/kWh for CSP and OP, 
respectively, in 2011. 

Any amount over the allowable total bill increase percentage levels will be 
deferred pursuant to Section 4928.144, Revised Code, with carryuig costs. If the FAC 
expense in a given period is less than the maximum phase-in FAC rate established herein, 
the Companies shall begin amortization of tiie prior deferred FAC balance and increase 
the FAC rates up to the maximum levels allowed to reduce any existing deferred FAC 
expense balance, including carrying costs. As requiied by Section 4928.144, Revised 
Code, any deferred FAC expense balance remauiing at the end of 2011 shall be recovered 

^ See, e.g., OCC Reply Br, at 4&-46; ConsteilatiMi Br, at 6-9. 
S Numerous letters fUed in the docket by various customers confirm our belief. 
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via an unavoidable surcharge. We believe that this approach balances oiur objectives of 
limiting the total bill increases that customers will be charged in any one year with 
minimizing the deferrals and carrying charges collected from customers. 

Based on the record in this proceeding, we do not find the intervenors' argmxtttnts 
conceming the calculation of the carryuig charge persuasive. Instead, for purposes of a 
phase-in approach in which the Companies are expected to cany the fuel expenses 
incurred for electric service already provided to the customers,^ we find that the 
Companies have met their burden of demonstrating that the carrying cost rate calculated 
based on the WACC is reasonable as proposed by the Companies. As explained 
previously. Section 4928.144, Revised Code, provides the Commission vdth discretion 
regarding the creation and dtiration of the phase-in of a rate or price established pursuant 
to Sections 4928.141 through 4928.143, Revised Code. The Commission is not convfaiced 
by arguments that limit the collection of tiie deferrals to the term of thst ESP. limiting iivs 
pliase-in to the term of the ESP may not ensure rate or price stability for consumers within 
that three-year period and may create excessive increases, which may defeat tiie purpose 
for establishing a phase-in. The limitation of any deferrals to the ESP term may also 
negate the cap established by the Commission herein to provide stability to consimiers. 
Therefore, we find that the collection of any deferrals, witii carrying costs, created by the 
phase-in that are remaining at the end of the ESP term shaU occur from 2012 to 2018 as 
necessary to recover the actual fuel expenses incurred plus can3ring costs. 

Regarding OCC's, Sierra's, and the Commercial Group's recommendations that the 
tax deductibility of die debt rate be reflected in the carrying charges on a net-of-tax 
basis, ̂*̂  wc have recentiy explained that this recommendation accounts for the 
deductibility of the debt rate, but does not account for the fact that the revenues collected 
are taxable.̂ ^ If we were to adopt the net-of-tax recommendation, the Companies would 
not recover the full carrying charges on the authorized deferrals. We believe that this 
outcome would be inconsistent with the explicit directive of Section 4928.144, Revised 

^ We agree witii the Company that this dedalon is consistent with our dedss>n in the recent TCKK and 
accounting cases witii regaid to the calculation based on the long-tenn cost of debt See in iv ColumbuB 
Southem Power Company and Ohio Power Compamf, Case No, 0S-1202-EL-UNC Finding and Order 
(December 17,200fl) and In re Columbus Southem Power Comprnty and Ohio Power Contpamf, Case No. 08-
1301-£t-UNC Finding and Order (December 19,200S). However^ we belteve that witii regard to the 
equity component these cases axe distinguishat^ horn the cunent ESP proc^edingr where we are 
establishing the standard service offier and requiring the Companies to defer the coUectioa of incurred 
generation coats associated with fuel over a longer period. We also believe that diia decision is 
reasonable in light of our reduction to the Companies' proposed FAC deferral cap/ wbkh may have the 
effect of requiring the Comparues to defer a higher perc^tage of FAC costs than what waa otherwise 
proposed. 

0̂ OCEA Br. 2U 63-64; Commeicial Group Ex. 1 at 9-10. 
^̂  In re Ohio Edison Co., The Chvelmd Ekchic Rhiminating Q>„ Toledo Edison Co., Case No. 07-55l-EI-Aflt et 

aL, Opinion and Order at 10 (fanuary 21,2009). 
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Code: "If tiie conunission's order includes such a phase-in, the order also shall provide 
for the creation of regulatory assets pursuant to generally accepted accounting prixKipIes, 
by authorizing tiie deferral of inoirred costs equal to tiie amount not coUected, plus 
carrying charges on that amount" Therefore, we find that the carrying charges on the 
FAC deferrals should be calculated on a gross-of-tax rather than a net-of-tax basis in order 
to ensure that the Companies recover their actual fuel expenses. Accordingly, we modify 
the deferral provision of the Companies' ESP to lower the overall amount that may be 
charged to customers in any one year. 

B. Incremental Carrying Cost for 2001-2008 Environmental Investinent and tiie 
Carrying Cost Rate 

A component of the non-FAC generation increase is the incremental, ongoing 
carrying costs associated with environmental investments made during 2(X)l-2008. The 
Companies propose to include, as a part of their ESP, costs directiy related to energy 
produced or purchased. While the Companies are not proposing to include the recovery 
of capital carrying costs on environmental capital investments in the FAC, the Companies 
are requesting recovery of carrying charges for the. incremental amotrnt of the 
environmental investments made at their generating facilities from 2001 to 2008, The 
Companies' annual capital carrying costs for the incremental 2001-;S)08 environmental 
investments not currentiy reflected in rates equals $84 million for OP and $26 million for 
CSP. The Companies' ESP includes capital carrying costs for 2001 through 2008 net of 
cumulative environmental capital expenditures for each company multiplied by the 
carrying cost rate. 

Each company's capital expenditures in the ESP are determined by the 
expenditures made since the start of the tnarket development period as offset by the 
estimate included in tiie Companies' rate stabilization plan (RSP) case. Case No. 04-169-
EL-UNC, and the environmental expenditures included in t te Companies' adjustments 
received in the RSP 4 Percent Cases^^ (Cos. Ex. 7 at 15-17, Exhibits PJN-8, PJN-12). The 
Companies calculated the carrying cost rate based on levdized investment and 
depreciation over the 25-year life of the environmental inv^tment. CSP and OP utilized a 
capital stmcture of 50 percent common equity and 50 percent debt to calculate the 
carrying charges, asserting that such is consistent with the capital structure as of 
March 31, 2008, and consistent with the expected capital structure during the ESP period. 
Short-term debt and the Gavin Lease were excluded from OFs capital stmcture. AEP­
Ohio asserts that such was the process in the RSP 4 Percent Cases. AEP-Ohio also argues 
that for ratemaking piuposes, the Gavin Lease is considered an operating lease as 
opposed to a component of rate base. Further, the Companies reason that the WACC 
incorporated a 10.5 percent ROE as used by the Commission in the proceeding to transfer 

^2 In re Columbus Soutltem Power Company and Ohio Poioer Company, Case Nos. 07-1132-EI/-XJNC, 07-1191-
EL-UNC, and 07-1278-EL-UNC (RSP 4 Percent Cases). 
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MonPower's certified territory to CSP (MonPower Transfer Case)i3 (Cos. Ex. 7 at 16-17, 
19, Exhibit PJN-S, Exhibits PfN-lO - PIN~13; Cos. Ex. 7-B at 7). 

Staff testified that the Companies should be allowed to recover carrying costs 
associated with capitalized investments to comply with environn*ental requirements 
made between 2001-2008 that are not currentiy reflected in rates (Staff Ex. 6 at 2, 4-5). 
Staff confirmed that AEPOhio's estimated revenue increases for incremental carrying 
costs associated with additional environmental investments in the amotmts of $26 miOion 
for CSP and $84 million for OP are not currentiy reflected in rates (Id.). 

OCEA and OEG oppose the Companies' request for recovery of environmental 
carrying charges on investments made prior to January 1, 2009. OEG contends that the 
rates in the RSP Case included recovery for environmental capital improvements made 
tiirough December 31,2008, as reflected in ttie RSP 4 Percent Cases. Further, OCEA and 
OEG argue that SB 221 only permits the recovery of carrying costs associated with 
environmental expenditures that are pradentiy incurred and that occiur on or after 
January 1, 2009, pursuant to Section 4928.143(B)(2)(b), Revised Code (OCEA Ex. 10 at 32; 
OEG Be. 3 at 21). Thus, OCEA reasons tiiat approval of such expenditure necessitates an 
after-the-fact review, which cannot be considered in this proceeding. OEG, however, is 
not opposed to the Companies' inaeases due to environmental capital additions made 
after January 1, 2009, in tiie ESP in accordance with Section 4928.143(B)(2)(b), Revised 
Code (OEG Ex. 3 at 20). OEG and Kroger argue that the Companies' assertion that 
existing rates do not reflect environmental canying costs ignores the Companies' non-
environmental investment and the effects of acctunulated depreciation and, tiierefore, 
according to OEG and Kroger, fails to demonstrate any net under-recovery of generation 
costs in total by the Companies (OEG Ex, 3 at 21; Kroger Ex. 1 at 10-11), OCEA and 
APAC/OPAB agree that the Companies have failed to demonstrate that they lack the 
earnings to make tiie environmental mvestments (OCEA Ex. 10 at 32; APAC/OPAB Br. at 
5-6). 

Further, OCEA asserts that there are several reasons that the Compani^' attempt 
to recover environmental carrying cost during the ESP is unlawful. OCEA contends that 
it is retroactive ratemaking^^ and Senate Bill 3, which was the goveming law from 2001 to 
2005, included rate caps pursuant to Section 4928.34(A)(6), Revised Code, and tfie RSP, 
applicable to 2006 through 2008, included limitations on the rate increases. Therefore, the 
Companies can not collect now for costs incurred during those periods. Further, OCEA 

^3 In the Matter of the Transfer of Monongahela Power Company's Certified Territory in Ohio to tha Columbus 
Southem Power Company, Case No, (^765-EL-XJNC. 

"14 Keco Industries, Inc, v. aneimmH & Suburban Bdl Tel, Co. (1957), 166 Ohio St 25. 
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states that allowing for recovery of such environmental carrying costs would also violate 
the Stipulation and the Commission's order in the ETP case.̂ ^ 

OCEA argues that should the Commission allow AEP-Ohio to recover canying 
costs on environmental investments, the Companies' carrymg charges should be based on 
actual investments made, not actual and forecasted environmental expenditures, and the 
carrying costs should be adjusted. More specifically, OCEA recommends tiiat because the 
Companies failed to provide any support or explanation of the calculation of the property 
taxes or general and administrative components of the carrying coat calculation, the 
Commission should not grant recovery of these aspects of the Companies' request 
Additionally, OCEA and lEU argue that the proposed carrying cost rates do not reflect 
actual financing for environmental investments, which could impact the calculation of the 
carrying cost rates (lEU Br. at 21-22, citing lEU Ex. 7 at 132-133; Tr. VoL XI at 111-113; 
OCEA Br. at 71-72). The carrying cost rates, according to lEU and OCEA, should be 
revised to reflect actual financing, including the use of pollution control bonds that have 
been secured by the Companies (Id.), To support their argument, lEU and OCTEA rely on 
Staff witness Cahaan who testified at the hearing that "if specific financing mechanisms 
can be identified that would be appropriate and applicable to the assets being financed, I 
see no reason why those shouldn't be specifically used"^* (lEU Br. at 21-23; OCEA Br. at 
72-73). However, Staff witness Cahaan also stated that "(A]t the time when we looked at 
the carrying cost calculations it seemed reasonable, ^ven the cost of debt and cost of 
equity of the company,''^^ which is consistent with his prefiled testimony that said: "I 
have examined the carrying costs rates provided to Mr. Soliman <md found tliem to be 
reasonable" (Staff Ex. 10 at 7). 

OCEA also recommends that the carrying costs for deferrals of environmental costs 
be revised to reflect actual short-term cost of debt, as opposed to WACC as proposed by 
the Companies, and that the calculated carrying charges should not be based on the 
original cost of the envirorunental investment but at cost minus depredation. Thus, 
OCEA argues that the Companies are seeking a retum on and a retum of their investment 
as would be the case under traditional ratemaking, but overstating the depredation 
component, OCEA also advocates that the carrying cost rates, 13.98 percent for OP and 
14.94 percent for CSP, are too high in light of the economic environment at tills time 
(OCEA Br. at 73-74). Finally, OCEA urges the Commission to offset the Companies' 
request for carrying charges by the Section 199 provision of the Intemal Revalue Code 
(Section 199). Section 199 allows the Companies to take a tax deduction for "qualified 
production activities income" equal to 6 percent in 2009 and 9 percent in 2010 and 

^5 tn the Matter ofthe AppHcation of Columbus Southem Power Company and Ohio Pcfwer Company for Appropid 
of Their Electric Transition Plans and fur Receipt of Transition Revenues, Case Noe, 99-1729-EL'ErP and 99-
1730-EL-ETP, Opinion and Order (Sepi&aib& 2S, 2000). 

^6 Tr.Vol.Xnat237. 
^7 Id, 
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thereafter. lEU, OEG, and OCEA request tiiat the Commission adjust tiie carrying costs 
for the Section 199 deduction as the Commission has found appropriate in the 
Companies' 07-63 Casein and in the FirstEnergy ESP Case. OCEA argues that while 
Section 4928.143(B)(2)(aX Revised Code, allows tiie Companies to automatically recover 
the cost of federally mandated carbon or ene i^ taxes, which will be passed on to 
customers, customers should be afforded the benjefits of the Section 199 tax deduction 
(OCEA Br. at 74-75; lEU Br. at 21; lEU Ex. 10 at 6; OEG Ex. 3 at 23). 

The Companies emphasize that their request for carrying costs is for the 
incremental carrying charges on the 2001-2008 investments that the CcHnpanies will incur 
post-January 1,2009. AEPOhio explained that the carrying costs themselves are the costs 
that the Companies vwll incur after January 1,2009, and, therefore, ihe Companies reason 
that the "witiiout limitation" language in Section 4928.143(B)(2), Revised Code, supports 
their request (Tr. Vol. XIV at 93, 114). AEPOhio stresses that Section 4928.143(B)(2), 
Revised Code, is the basis.for the carrying cost request as opposed to paragraph (B)(2)(a) 
of Section 4928.143, Revised Code, as OCEA and OEG daim and, tiierefore, the arguments 
as to retroactive ratemaking are misplaced (Cos, Reply' Br. at 29-30), Further, the 
Companies insist that Section 4928.143(B)(2)(b), Revised Code, supports their request as 
the carrying charges are necessary to recover the ongoing cost of investments in 
environmental facilities and equipment that are essential to keep tiie generation units 
operating. The Companies assert that the operating costs of their generation units remain 
well below the cost oi securing the power on the market (Cos. Ex. 7-B at 7). 

As to the claims that the carrying costs are overstated, the Companies claim that 
the levelized depredation approach used by the Compaiu^ is better for customers than 
traditional ratemaking given the relative newness of ttie envirorunental investments (Tr. 
Vol. V at 55-56; Tr. Vol. VII at 22-23). The Comparties also argue tiiat the Companies' 
investments in environmental compliarKe equipment during 2001-2008 were not factored 
into the rates unbundled in 2000 and capped under the ETP case as alleged. The rate 
increase approved, as part of the RSP, and the RSP 4 Percent Cases did not according to 
the Comparues, provide recovery of the carrying costs to be UKurred during the ESP 
period (Cos. Ex. 7, Exhibits PJN-8 - PJN-9 and PJN-12), The Companies reply that tiie 
intervenors' request to adjust carrying charges for the Section 199 deduction is flawed. 
AEPOhio states that the Section 199 deduction is not a reduction to the statutory tax rate 
used Ln the WACQ a fact which AH*Ohio asserts has been recognized by FERC and tiie 
Financial Accounting Standards Board. The Companies further note that lEU witness 
Bowser indeed confirmed that SecticHi 199 does not reduce the statutory tax rate (Tr. Vol. 
XI at 271-273). The Companies also argue, and lEU witness Bowser agreed, that the 
Section 199 tax deduction is applicable to AEP Corporation as a whole and not to ^ c h 
operating subsidiary. The Companies note, therefore, that any deduction available to 

^8 In re Columbus Southem Power Qmpmiy and Ohio Power Comptnty, Case No. 07-63-EL-UNC Opinion and 
Order (October 3,2007) (07-63 Case). 
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AEPOhio is reduced if one of the other AEP Corporation operating affiliates is not 
eligible for tiie Section 199 deduction (Cos. Br. 36; Tr. Vol. XI at 266-267). Accordingly, the 
Companies state that AEPOhio has not been able to take tiie fiiU deduction (Ir. Vol. XIV 
at 115-117), Further, die Companies argue tiiat the intervenors have misinterpreted the 
Commission's decision in the FirstEnergy ESP Case to imply that the Commission made 
an adjustment to accotmt for the Section 199 deduction. For these reasons, the Companies 
request that the Commission reconsider adjusting canying charges for tiie potentla] 
Section 199 deduction. 

Upon review of the record, we agree with Staff that AEPOhio should be allowed 
to recover tiie incremental capital canying costs tiiat vwll be incurred after January 1, 
2009, on past environmental investments (2001-2008) that are not presentiy reflected in the 
Companies' existing rates, as contemplated in AEPOhio's RSP Case, Further, the 
Commission finds that this dedsion regarding the recovery of continuing carrying costs 
on environmental investments, based on the WACC, is consistent with our decision in the 
07-63 Case and the RSP 4 Percent Cases. Additionally, we agree with Staff that the 
levelized carrying cost rates proposed by AEPOhio are reasonable and^ tiierefore, should 
be approved. We further find, as we concluded in tiie FirstEnergy ESP Case, that 
adequate modifications to the Companies' ESP application have been made in this order 
to account for the possibility of any applicable Section 199 tax deductions. 

C. Annual Non-FAC Increases 

The Companies proposed to increase the non-FAC portion of their generation rates 
by 3 percent for CSP and 7 percent for OP for each year of the ESP to provide a recovery 
mechanism for increasing costs related to matters such as carrying coats associated with 
new environmental investments made during the ESP period, increases in the general 
costs of providing generation service, and unanticipated, norv-mandated generation-
related cost increases. Specifically, as part of this automatic increase, the Companies 
intend to recover the carrying costs associated with antidpated environmental 
investments that will be necessary during tiie ESP period (2009-2011) (Cos. Br. at 27; Cos, 
Reply Br. at 46-49). The Companies a i^ed that the annual increases are not cost-based 
and are avoidable for those customers who shop. The Companies also proposed two 
exceptions to the fixed, annual increases, one for generation plant closures and the other 
for OFs lease associated with the scrabber at the Gavin Hant which would require 
additional Commission approval during the ESP. After establishing the FAC component 
of the current generation ^ O to get a PAC baseline, the Companies determined liiat the 
remainder of the current generation SSO would be the non-FAC base component 

The intervenors oppose automatic annual increases in the non-FAC component of 
the generation rate, and argue that any generation increases should be cost-based (lEU Br. 
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at 24; OPAE/APAC Br. at 6; OEG Br. at 12; CXIEA Br. 29-31). OEG contends tiiat since the 
Companies have not provided any support for the automatic annual increases, which 
could result in total rate increases over tiie three-year period of $87 million for CSP and 
$262 million for OP, tiie armual increases should be disallowed (OEG Ex. 3 at 18-19); 
Similarly, Kroger argues that AEPOhio did not appropriately account for costs associated 
with the non-FAC component of the proposed generation rates (Kroger Br. at 14). 

Staff opposes CSFs and OFs recommended annual, non-FAC increases of 3 and 7 
percent respectively (Staff Ex. 10 at 4). Instead, Staff stated that it believes a more 
appropriate escalation of the non-FAC generation component would be half of the 
proposed amounts; therefore, recommending annual increases of 1.5 percent fw CSP and 
3.5 percent for OP (Id.). Staff witness Cahaan rationalized the proposed reduction by 
stating that "an average of 5% for the two companies may have been a reasonable 
expectation of cost increases at the time that the ESP was contemplated/ but not now. 
With the recent financial crises, we are entering a recessionary, and possibly a 
deflationary, period and any expectations of price irKreasea need to be revised 
downward" (Id.). Furthermore, while recognizing that the ultimate balancing of interests 
lies with the Comnussion, Staff witness Cahaan testified that Staff's recommended 
reduction in the proposed increases was a reasonable balaiKe between the Companies' 
obligation and costs to serve customers and the current economic conditions (Tr. Vol. XO 
at 211), The Companies rejected Staffs rationalization for the reduction in their proposed 
non-FAC increases (Cos. Reply Br. at 49), lEU also rejected Staff's rationalization for the 
reduction, arguing that no automatic increases are warranted (lEU Br. at 24). 

Stating that it is in the public interest for the Companies to continue investing in 
environmental equipment and to be in compliance with current and future environmental 
requirements. Staff witness Soliman also recommended tiiat AEPOhio be pennitted to 
recover carrying costs for anticipated environmental investmei^ made during the ESP 
period (Staff Ex, 6 at 5). Staff recommended that this recovery otxur through a future 
proceeding upon the request of the Companies for recovery of additional carrying costs 
assodated with actual environmental investment after the investments have been made 
(Staff Br. at 6-7). Specifically, Staff suggested that the Commission require the Companies 
to file an application in 2010 for recovery of 2009 actual environmental investment cost 
and aimuaily thereafter for each succeeding year to reflect actual expenditures (Tr. Vol. 
xn at 132; Staff Ex. 10 at 7). OCEA seems to agree witii Staffs recommendation ((XEA 
Br. at 71). 

The Companies furtiicr respond that Section 4928.143, Revised Code, does not 
require that the SSO price be cost-based and, instead. Section 4928.143(B)(2)(e), Revised 
Cede, authorizes elcxAic utilities to include in tiieir ESP provisions for automatic 
increases in any component of the SSO price (Cos. Reply Br. at 4849). 
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The Commission finds Staffs approach with regard to the recovery of the carrying 
costs for antidpated envirorunental investments made during the ESP to be reasonable, 
and, therefore, we direct the Companies to request through an annual filing, recovery of 
additional carrying costs after the investments have been made. 

We also agree with Staff that the economic conditions must be balanced against the 
Companies' provision of electric service under an ESP. In balancing these two hiterests, 
as well as considering aU components of the ESP, we lelieve that it is appropriate to 
modify this provision of the Companies' ESP and remove the inclusion of any automatic 
non-FAC increases. As recognized by several intervenors, the record is void of suffldent 
support to rationalize automatic, armual generation increases that are not cost-based, but 
that are significant equaling approximately $87 miUion for CSP and $262 million for OP 
(see, i.e„ OCEA Br. at 29-30, citing Tr. Vol. XIV at 208-209), We also believe the 
modification is warranted in light of the fact that we have removed one of the Comparues' 
significant costs factored uito establishing the proposed automatic increases. 
Accordingly, we find that the ESP should be modified to eliminate any autwnatic 
increases in the non-FAC portion of the Companies' generation rates. 

IV. DISTRIBUTION 

A. Annual Distribution Increases 

To support initiatives to improve the Companies' distribution system and service 
to customers, the Companies proposed the following two plans, which will result in 
annual distribution rate inaeases of 7 percent fcff CSP and 6.5 percent for OP: 

1. Er^ianced Service Reliability Plan (ESRH 

The Companies proposed to implement a new, tiiree-year ESRP pursuant to 
4928.143(B)(2)(h), Revised Code,^^ which indudes an enhanced vegetation initiative, an 
enhanced underground cable initiative, a distribution automation initiative, and an 
enhanced overhead inspection and mitigation initiative (Cos. Ex. 11 at 3). While noting 
tiiat tiiey are providing adequate and reliable electric service, tiie Companies justify the 
need for the ESRP by stating that customers' service reliability expectations are increasing, 
and in order to maintain and enhance reliability, the ESRP is required (Id, at 3, 8,10-14). 
AEPOhio further states that the three-year ESRP, consisting of the four reliability 

^̂  On page 72 of its brief, the Companies rely on Section 4926.154(B)(2)(h), Revised Code, to support their 
request to receive cost recovery for the Incfeznental costs of the incremental B5KP activities. We are 
assuming that the reference was a typographical error and that the Comparues intended to dte to 
Section 4928.143<B)(2)(h), Revised Code (see Cos. Reply Br. at 50-51). 
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programs/ is designed to modernize and iihprove the Companies' distribution 
infrastmcture (Id.). 

(̂ ) Enhanced vegetation initiative 

The Companies state that the purpose of this new initiative is to improve the 
customer's overall service experience l^ reducing and/or eliminating momentary 
Intermptions and/or sustained outages caused by vegetatioa The Companies proposed 
to accomplish this goal by balancing its performance-based approach to reflect a greater 
consideration of cycle-based factors (Id, at 26-28). The Companies state that under tirieir 
proposed vegetation initiative, they will employ additional resources (approximately 
double the current number of tree crews in Ohio), employ greater emphasis on cyde-
based plarming and scheduling, increase the level of vegetation management work 
perfonned so that all distribution rights-of-way can be inspected and maintained, and 
utilize improved technologies to collect tree inventory data to optimize planning and 
scheduling by predicting problem areas before outages occur (Id, at 28-29). 

(b) Enhanced underground cable initiative 

The Companies state that the purpose of this initiative is to reduce momentary 
intermptions and sustained outages due to failtues of aging imderground cable. The 
Companies' plan to target tmderground cables manufactured prior to 1992 to replace 
and/or restore the integrity of the cable msulation (Id. at 31), 

(c) Distribution automation (DA) initiative 

The Companies explain that DA is a critical component of their proposed 
gridSMART distribution initiative that is described below, DA is an advanced tedmology 
that improves service reliability by minimizing, quickly identifying and isolating faulted 
distribution line sections, and remotely restoring service intermptions (Id. at 34-35). 

(d) Enhanced overhead inspection and mitigation initiative 

The Companies state that the piurpose of this initiative is to improve the customer's 
overall service experience by reducing equipment-related momentary intemiptions and 
sustained outages. The Companies intend to accomplish this goal through a 
comprehensive overtiead inspection process that will proactively identify equipment that 
is prone to fail (Id. at 18). The Companies also state that the new program will go beyond 
the current inspection program required by the electric service and safety (^SS) mles, 
which is a basic visual assessment of the general condition of the distribution facilities, by 
conducting a comprehensive inspection of the equipment on each stmcture via walking 
the circuit lines and physically climbing or using a bucket tmck to inspect Qd* at 19). In 
conjunction with this program, AEPOhio proposes to focus on five targeted overhead 

000031 



08-917-EL-SSO and 08-918-EL-SSO -32-

asset initiatives, including cutout replacement arrester replacement recloser replacement 
34.5 kV protection, and fault indicator (Id. at 20-22). 

Generally, numerous intervenors and Staff opposed the distribution initiatives and 
cost recovery oi such initiatives through this proceeding. Many parties advocated for 
deferral of these distribution initiatives, and the ESRP as a whole, for consideration in a 
future distribution base rate case (Staff Br. at 7; Staff Ex. 1 at 6-7; OPAE/APAC at 19; lEU 
Br. at 25-26; Kroger Br. at 18; OHA Br. at 17; OMA Br. at 6). Further, OCEA argued that 
the Companies have not demonsfrated that the ESRP is incremental to what the 
Companies are required to do and spend under the ciai-ent ESBB rules and current 
distribution rates (OCEA Br, at 44; OCC Ex. 13 at 8-11). While supporting several aspects 
of the Companies' ESRP programs. Staff witness Roberts also questioned the incremental 
nature of the proposed ESRP programs (Staff Ex. 2 at 4-6,13,17,18; Tr. Vol. VIII at 70-77), 

The Conunission agrees, in part with Staff and the intervenors. The Commission 
recognizes that Section 4928.143(B)(2)(h), Revised Code, authorizes the Companies to 
include in its ESP provisions regarding single-issue ratemaking for distribution 
infrastmcture and modernization iiKentives. However, while SB 221 may have allowed 
Companies to indude such provisions in its ESP, the intent could not have been to 
provide a 'blank check' to electric utilities. In dedding whether to approve an ESP that 
contains provisions for distribution infrastructure and modernization incentives, Section 
4928.143(B)(2)(h), Revised Code, specifically requires tiie Commission to examine the 
reliability of the electric utility's distribution system and ensure that customers' and the 
electric utilities' expectations are aligned, and to ensure that the electric utility is 
emphasizing and dedicating sufficient resources to the reliability of its distribution 
system. Given AEPOhio's proposed ESRP, the only way to examine the full distribution 
system, the rdiability of such system, and customers' expectations, as well as whether the 
programs proposed by AEPOhio are "enhanced" initiatives (truly incremental), is 
through a distribution rate case where all components of distribution rates are subject to 
review. Therefore, at this time, the Commission denies the Companies' request to 
implement as well as recover costs assodated therewith, the enharKcd underground 
cable initiative, the distribution automation initiative, and the enhanced overhead 
inspection and mitigation initiative. With regard to these issues, we concur with OHA: 
"The record in this case reflects the fact that the distribution prong of AEFs electric 
service deserves further Commission scmtiny - but not in the context of this accelerated 
ESP proceeding" (OHA Br, at 17). 

Nonetheless, tiie Commission finds that AEP-Ohio has demonstrated in the record 
of this proceeding that it faces increased costs for vegetation management and tiiat a 
specific need exists for the Implementation of the enhanced vegetation initiative, as 
proposed as part of the three-year ESRP, to support an incremental level of reliability 
activities in order to maintain and improve service levels. The Companies' current 
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approach to its vegetation management program ia mostiy reactive (Staff Ex. 2 at 10). 
While we recognize the difficulties that recent events have caused^ we believe that it is 
important to have a balanced approach that not only reacts to certain inddents and 
problems, but that also proactively limits or reduces the impact of weather events or 
incidents. In addition to reacting to problems that occtur, it is imperative that AEPOhio 
implements a cycle-based approach to maintain the overall system. To this end, the 
Companies have demonstrated in the record that increased spending earmarked for 
specijfic vegetation initiatives can reduce tree-caused outages, resulting in better reliability 
(Cos. Ex. 11 at 27-31). OCC witness Qeaver also recognized a problem with the current 
vegetation management program, and supported the adoption of a new, hybrid approach 
that incorporates a cyde-based tree-trimming program with a performance-based 
program (OCC Ex. 13 at 30, 35), Staff witness Roberts ftirther supported the move to a 
new, four-year cyde-based approach and recommended that the enhanced vegetation 
initiative include the following: end-to-end circuit rights-of-way inspections and 
maintenance; mid-point circuit inspections to review vegetation dearance fix)m 
conductors, equipment and facilities; greater clearance of all overhang above three-phase 
primary lines and single-phase lines; removal of danger trees located outside of rights-of-
ways where property owner's permission can be secured, and using technology to collect 
tree inventory data to optimize planning and scheduling (Staff Ex. 2 at 13), 

The Commission is satisfied that the Companies have demonstrated in the record 
that the costs associated with the proposed vegetation initiative, induded as part of the 
proposed three-year ESRP, are incremental to the current Distribution Vegetation 
Management Program and the costs embedded in distribution rates (Cos. Ex. 11 at 26-31). 
Specifically, the Companies proposed to employ additional i^sources in Ohio, place a 
greater emphasis on cycle-t«ised plarming and scheduling, and increase the levd of 
vegetation management work performed (Id, at 28-29). Although OCCs witness 
questions the incremental nature of the costs proposed to be included in the enhanced 
vegetation initiative, OCC offered no evidence tiiat the proposed initiative is already 
induded in the cunent vegetation management program, and thus, is not incremental 
(OCC Ex. 13 at 30-36). Ratiier, OCC seems to quibble with tiie definition of "enhanced," 
OCC witness Qeaver stated: "I recommend that the Commission rule that the Company's 
proposed Vegetation Management Programs, while an improvement over its current 
performance based program, is not tm enhancement but rather a reflection of additional tree 
trimming needed as a residt of their prior program" (Id. at 35 (emphasis added)). 
Furthermore, we believe that the record dearly reflects customers' expectations as to tree-
caused outages, service intermptions, and reliability of customers' service.̂ ® We also 
believe that presentiy, those customer expectations are not aligned with the Companies' 
expectations. However, as required by Section 4928.143(BX2)(h), Revised Code, we 
believe that the Companies' proposal for a new vegetation initiative more dosely aligns 

^ A common theme from the customers throughout the Ixal publk hearings was that outages due to 
vegetation have been problematic. 
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the customers' expectations vrtth the Companies' expectations as it relates to tree-caused 
outages, importance of reliability, and the increasing fmstration surrounding momentary 
outages with the emergence of new technology. 

Accordingly, in balancing the customers' expectations and needs with the issu^ 
raised by several intervenors, the Commission finds that the enhanced vegetation 
initiative proposed by the Companies, with Staff's additional recommendations, is a 
reasonable program that will advance the state policy. To this end, the Commission 
approves die establishment of an ESRP rider as the appropriate mechanism pursuant to 
Section 4928.143(B)(2)(h), Revised Code, to recover such costs. The ESRP rider initially 
will indude only the inaemental costs assodated with the Companies' proposed 
enhanced vegetation initiative (Cos. Ex. 11 at 31, Chart 7) as set forth herein. Consistent 
vdth prior decisions,^ the Commission also believes that pursuant to the sound policy 
goals of Section 4928.02^ Revised Code, a distribution rider esttiblished pursuant to 
Section 4928.143(B)(2)(h), Revised Code, should be based upon tiie electric utility's 
pmdentiy incuned costs. Therefore, the ESRP rider will be subject to Commission review 
and recondliation on an annual basis. 

As for the recovery of any costs associated with the Companies' remaining 
initiatives (i.e., enhanced underground cable initiative, distribution automation initiative, 
and enhanced overhead inspection and mitigation initiative), the ESRP rider will not 
include costs for any of these programs imtil such time as the Commission has reviewed 
the programs, and assodated costs, m conjimction with the current distribution system in 
the context of a distribution rate case as explained above. If the Commissiort In a 
subsequent proceeding, determines that the programs regarding the remaining initiatives 
should be implemented, and thus, the associated costs should be recovered, those costs 
may, at that time, be iiKluded in tiie ESRP rider for future recovery, subject to 
reconciliation as discussed above. 

2. GridSMART 

The Companies propose, as part of tiieir ESP, to initiate Phase 1 of gridSMART, a 
three-year pilot, in northeast central Ohio, GridSMART will indude three main 
components, AMI, DA, and Home Area Network (HAN), The AMI system features 
include smart meters, two-way communications networks, and tts mformation 
technology systems to support system interaction AEPOhio contends that AMI wiU use 
intemal commurucations systems to convey real-time energy usage and load information 
to both the customer and the company. According to the Companies, AMI wiU provide 
the capability to monitor equipment and convey information about certain malfunctions 
and operating conditions. DA will provide real-time control and monitoring of select 

21 In re Ohio Edison Co,, The Cleveland Electric Illuminating Co., Toledo Edison Cô  Case No. QS^S-ELrSSO, 
Opinion and Order at 41 (December 19,2008). 
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electrical components with the distribution system ,̂ induding capacitor banks, voltage 
regulators, reclosers, and automated line switches. HAN will be installed hi the 
customer's home or business and will provide the customer with infonnation to allow the 
customer to conserve energy. HAN includes providing residential and buainfiss 
customers who have central air conditioning with a programmable commimicating 
thermostat (PCT) and a load control switch (LCS), which is installed ahead of a major 
electrical appliance and will tum the appliance on and off or cycle the appliance on and 
off. AEPOhio reasons that central air conditioners are typically the largest piece of 
electrical equipment in tiie home and vn& yield the most significant demand response 
benefit (Tr. Vol. Ill at 304). LCS will provide customers who have a direct load control or 
intermptible tariff the ability to receive commands from the meter and the option to 
respond and signal the appropriate action to tiie meter for confinnation. The Con^anies 
propose a phased-in implementation of Phase 1 gridSMART to approximatdy 110,000 
meters and 70 distribution circuits in an approximately 100 square mile area within CSFs 
service territory (Cos. Ex. 4 at 9,12-13; Tr. Vol. IU at 303-304). The Companies ftirther 
propose to extend the installation of DA to 20 circuits in areas beyond the gridSMART 
Phase 1 program. The Companies propose a phased-in approach to fully implement 
gridSMART throughout their service area over the next 7 to 10 years, if panted 
appropriate regulatory treatment The Companies estimate the net cost of gridSMART 
Phase 1 to be approximately $109 million (induding the projected net savings of $27 
million) over the three-year period (Cos. Ex. 4 at 15-16, KLS-1). The rate design for 
gridSMART indudes the projected cost of the program over the life of the equipment. 
The Companies have requested recovery during the ESP of only the coste to be Incurred 
during the three-year term of the ESP (Cos. Ex. 1 at DMR-4), Thus, AEPOhio asserts tfiat 
it is inappropriate to consider the long-term operational cost savings when the long-term 
costs of gridSMART have not been induded in the S P for recovery. 

Although Staff generally supports the Companies' implementation of gridSMART, 
particularly the AMI and DA components. Staff raises a few corwems v«th this aspect of 
the Companies' ESP application. Staff is concerned that the overhead costs for meter 
purchasing is overstated and recommends that the overhead ct^ts be reviewed before 
approval to ensure that the costs are not duplicative of the overtiead meter purchasing 
costs currently recovered in the Companies' rates (Staff Ex. 3 at 3), Staff argues that there 
is no reason for the Companies to restrict the PCTs to customers with air conditioning 
only, and recommends that the device be offered to any customer that desires to own tiiis 
type of thermostat to control air conditioning or other electrical appliances (Staff Br. at 
12). Staff and OCC also argue that customers who have invested in advanced 
technological equipment for gridSMART will not benefit from dynamic pricing and time 
differentiated rates if the Companies do not simultaneously file tari% for such services 
(Staff Ex. 3 at 5; OCEA Br. at 82). Staff recommends that the Companies offer some form 
of a critical peak pricing rebate for residential customers, and some form of hedged price 
for conmiercial customers for a fUed amount of the customers' demand (Staff Ex. 3 at 5). 
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Turther, Staff argues that the Companies' gridSMART proposal does not contain 
sufficient information regarding any risk-sharing between the ratepayers and 
shareholders, operational savings, or a cost/benefit analysis, and states that AEPOhio 
did not quantify any customer or sodetal benefits of the proposed gridSMART initiative 
(Staff Br. at 12-13). Staff notes tiiat according to the Companies, DA will not be 
implemented until 2011, tiie tiiird year of tiie ESP, and that tiie ESP proposes to install DA 
beyond tiie Phase I gridSMART area (Tr. Vol. IH at 246). Staff opposes DA outside of the 
Phase I area becatise the Companies' cannot estimate the expected reliability 
improvements assodated with the installation of DA. Staff also argues that DA costs 
should be recovered through a DA rider. The cost of gridSMART, pet AEPOhio's 
proposal, is to be recovered by adjusting distribution rates. Staff la opposed to increasing 
distribution rates in tiiis proceeding (Staff Ex. 5 at 6). Instead, Staff recommends that a 
rider be established and set at zero. The Staff argues that a rider has several benefits over 
the proposed increase to distribution rates, including separate accounting for gridSMART 
costs, an opportunity to approve and update the plan annually, assurance that 
expenditures are made before cost recovery occurs, and an opportunity to audit 
expenditures prior to recovery. Finally, Staff also advocates that the Companies share the 
finarKial risk of gridSMART between ratepayers and shareholders, as tiiere is a benefit to 
the Companies. Additionally, Staff questions whether gridSMART will meet minimum 
reliability standards. Lastiy, Staff asserts that AEPOhio should conduct a study that 
quantifies both customer and sodetal benefits of its gridSMART plan (Staff Br. at 14). 

OCC, Siena, and OPAE/APAC argue tiiat tiie Companies' ESP fails to 
demonstrate that its gridSMART program is cost-effective as required by Sections 
4928.02(D) and 4928.64(E), Revised Code, and state tiiat AEPOhio's assumption tiiat tiie 
societal and customer benefits are self-evident is misplaced (OCEA Br. at 77-80; 
OPAE/APAC Br. at 17-18). OCC, Siena, and OPAE/APAC note tiiat tiiere are a number 
of factors about the program that the Companies have not determined or evaluated, 
which are essential to tiie Commission's consideration of the plan. OCC, Sierra, and 
OPAE/APAC state tiiat tiie Companies have failed to indude any full gridSMART 
implementation plan or costs, the anticipated life cyde of various components of 
gridSMART, a methodology for evaluating performance of gridSMART Phase I, an 
estimate of a customer's bill savings, or the positive impact to the environment or job 
creation (OCEA Br. at 79-80; OPAE\APAC Br. at 17-18). Further, OCCs witness states 
that die ESP fails to acknowledge that full system implementation is required before 
many of the benefits of gridSMART can actually be realized (OCC Ex. 12 at 6). OCC 
recommends that Phase I have its own set of performance measures, a more detailed 
project plan, induding budget, resoim:e allocation, and life cyde operating cc«t 
projections for the full 7-10 year impltanentation period of gridSMART and beyond, and 
performance measures for the Commission's approval (OCC Ex. 12 at 18). 
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AEPOhio regards the Staffs proposal to offer PCTs to any customer as overly 
generous, particularly given that Staff is reconunending that the rider be set initially at 
zero (Cos. Br. at 68-69). AEPOhio also submits that it has committed to offering new 
service tariffs associated with Phase I of gridSMART once the technology is installed and 
the billing functionalities available (Cos. Ex. 1 at 6; Tr. Vol. Ill at 304-305; Cos. Br. at 68-
69). Further, regarding Staffs policy of risk-sharing, the Companies contend that tt^ 
assertion that the gridSMART investment benefits CSP just as much as It does customers 
is not tme and, given that the operational savings do not equal or exceed the cost of the 
program, is without any basis presented in the record. Thus, AEPOhio argues that 
discounting the net cost to be recovered by CSP ia unfair and inappropriate (Cos. Reply 
Br. at 63-64). The Companies are unclear how the Staff expects to determine whether 
gridSMART meets the minimum reliability standards and contend that this issue was first 
raised in the Staffs brief. Nonetheless, the Companies argue that imposing reliability 
standards as to gridSMART Phase 1 is inappropriate, primarily because strict 
accountability for achieving the expected reliability impacts does not take into account the 
many dynamic factors that impact service reliability index performance. Moreover, 
accurate measurement and verification of the discrete impact of gridSMART deployment 
on a particular reliability index would be difficult The Companies also explain that the 
expected reliability impacts provided to the Staff were based on good faith ^timates of 
the full implementation of gridSMART Phase 1 as proposed by the Companies. Thus, the 
Companies would prefer the establishment of deployment project milestones as opposed 
to specific reliability impact standards. 

Although the Companies maintain that their percentage of distribution increase is 
reasonable and an appropriate part of the ESP package, in recognition of ^aff s preference 
for a distribution rider and to address various parties' concerns regarding the accuracy of 
AEPOhio's cost estimates for gridSMART Phase I, the Companies would agree to a 
gridSMART Phase I rider set at the 2009 revenue requirement sul^ect to annual true-up 
and reconciliation based on CSFs pmdentiy incurred net costs (Cos. Reply Br. at 70; Cos. 
Ex.1, Exhibit DMR-4). 

The Commission believes it is important that steps be takaci by the electric utilities 
to explore and implement technologies, such as AMI, that will potentially provide long-
term benefits to customers and the electric utility. GridSMART Phase I will provide CSP 
with beneficial information as to implementation, equipment preferences, customer 
expectations, and customer education requirements, A properly designed AMI systesm 
and DA can decrease the scope and duration of electric outages. More reliable service is 
clearly beneficial to CSFs customers. The Commission strongly s u | ^ r t s the 
implementation of AMI and DA, with HAN, as we believe these advanced technologies 
are the foundation for AEPOhio providing its customers the.ability to better manage 
their energy usage and reduce thefr energy costs. Thus, we erKourage CSP to be more 
expedient in its efforts to implement these components of gridSMART. While we agree 
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that additional Information is necessary to implement a successftil Phase I program, we 
do not believe that all infonnation is required before the Commission can condude tiiat 
the program is beneficial to ratepayers and should be implemented. Therefore, we will 
approve the development of a gridSMART rider, as we agree with the Staff that a rider 
has several benefits over the proposed annual increase to distribution rates, induding 
separate accounting for gridSMART, an opportunity to approve and update the plan each 
year, assurance that expenditures are made before cost recovery occurs, and an 
opportunity to audit expenditures prior to recovery. The Commission notes that recent 
federal legislation makes matching funds available to smart grid projects. Accordingly, 
the Companies' gridSMART proposal contained in its proposed ESP to recover $109 
million over the term of ESP, should be revised to $54.5 million, which is half of the 
Companies' requested amount. Additionally, we direct CSP to make the necessary filing 
for federal matching funds under the American Recovery and Reinvestment Act of 2009 
for the balance of tiie projected coats of gridSMART Phase I. The gridSMART rider shall 
l« initially established at $33.5 million for the 2009 projected expenses subject to armual 
true-up and reconciliation based on the company's prudentiy incurred costs. 

Widi the creation of tiie ESRP rider and the gridSMART rider, the Commission 
finds that armual distribution rate increases in the amotmts of 7 percent for CSP and 6.5 
percent for OP to recover the costs for the ESRP and gridSMART programs are 
urmecessary and should be rejected. Accordin^y, the Commission finds that AEPOhio's 
proposed ESP should be modifled to indude the ESRP rider and the gridSMART rider, as 
approved herein, and to eliminate the annual distribution rate increases. 

0- Riders 

1. Provider of Last Resort (PQLR) Rider 

The Comparues proposed to indude in their ESP a distribution non-bypassable 
POLR rider (Cos. App. at 6-8). The POLR charge was proposed to collect a POLR revenue 
requirement of $108.2 million for CSP and $60.9 million for OP (Cos. Ex. 2.A at 34; Cos. 
Ex. 1, Exhibit DMR-5). The Companies stated that they have a statutory obligation to be 
the POLR,22 and thus, the proptwed POLR charge is based on a quantitative analysis of 
the cost to the Companies to provide to customers the optionallly assodated with POLR 
service (Cos. Ex. 2-A at 25-26). AEPOhio argued that this charge covers the cost oi 
allowing a customer to remain with the Comparues, or to switch to a Competitive Retail 
Electric Service (CRES) provider and then retum to the Companies' SSO after shopping 
(Id.). To ftuiher support the proposed increase, the Companies added that their current 
POLR charge is sigrdficantiy below other Ohio electric utilities' POLR charges (Cos. Ex. 2 
at 8). The Companies utilized tile Black-Scholes Model to calculate their cost of fulfilling 

22 See Section 4928.141(A) and 4928.14, Revised Code. 
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the POLR obligation, comparing the customers!' rights to "a series of options on power" 
(Cos. Br. at 43; Cos. Ex. 2-A at 31). AEPOhio listed the five quantitative inputs used in 
the Black-Scholes Model: 1) the market price of the underlying asset 2) the strike price; 3) 
the time frame that the option covers; 4) the risk free interest rate; and 5) the volatility olf 
the underlying asset (Id,). The Companies assert that the resulting POLR charge is 
conservatively low (Cos. Br. at 44). 

The numerous intervenors and Staff opposed the levd of POLR charge proposed 
by the Companies, as well as die use of the Black-Scholes Model to calculate the POLR 
charge (OPAE/APAC Br. at 14-17; OCC Ex, 11 at 8-14). Specifically, OCC and otiier^ 
questioned the use of the LIBOR rate as the input for die risk-free interest rate (Tr. Vol. X 
at 165-182,188-189; Tr. Vol. XI at 166-182). Staff questioned die risk tiiat tiie POLR charge 
was intended to compensate the Companies for, explaining that there are only two risks 
involved: one risk is the risk of customers returning to the SSO and the otiier risk is that 
the customers leave and take service from a CRES provider (migration risk) (Staff Ex. 10 
at 6). Staff witness Cahaan testified that the risk assodated with customers returning to 
the SSO could be avoided by requiring the customer to retum at a market price, instead of 
the SSO rate, which would eitiier be paid directiy by the returning customer or any 
incremental cost of the purchased power could be flown through the FAC (Id.). Staff 
witness Cahaan admitted that if customers are pennitted to return at the SSO rate, 
without paying the market price or without compensating the Companies for any 
incremental costs of the additional purchased power tiiat they would be required to 
purchase, then tiie Companies would be at risk (Tr. Vol. Xin at 36-37). Thus, Staff witness 
Cahaan concluded that if the risk of returning is addressed, then the irugration risk is the 
only risk that should be compensated tiirough a POLR charge (Id, at 7). 

The Companies responded that their risk is not alleviated by customers agreeing to 
retum at market price, arguing that future circumstances or policy considerations may 
require them to relieve customers of their promises to pay market price when 
circumstances change (Cos. Ex. 2-A at 27-30). AEPOhio's witness expressed skepticism 
as to a future Commission upholding such promises (Id). AEPOhio cilso opposed 
recovering any costs for market purchases incurred for returning customers through the 
FAC as an improper subsidization of those customers who chose to shop, and then return 
to the dectric utility, by non-shopping customers (Cos. Ex. 2-E at 14-16). Furthermore, the 
Companies daim that their risk of being tiie POLR exists, regardless of historic or cunent 
shopping levels (Id.). Nonetheless, AEP witness Baker testified that even adopting Staff 
vntness Cahaan's theory that the Companies are only at risk for migration (the right of 
customers to leave the SSO), migration risk equals approximately 90 percent of the 
Companies' POLR costs pursuant to the Black-Scholes model (Tr. Vol. XTV at 204-205; 
Cos. Ex. 2~E at 15-16). 
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As the POLR, the Commission believes that the Companies do have some risks 
assodated with customers switching to CRES providers and returning to the electric 
utility's SSO rate at the conclusion of CRES contracts or during times of rising pric^. 
However, we agree vnth the intervenors and Staff that the POLR charge as proposed by 
the Companies is too high, but we do not agree that there is no risk or a very minimal r i ^ 
as suggested by some. As noted by several intervenors and Staff, the risk of returning 
customers may be mitigated, not eliminated, by requiring customers that switch to an 
altemative supplier (either through a govemmental aggregation or individual CRES 
providers) to agree to retum to market price, and pay market price, if they retum to the 
electric utility after taking service from a CRES provider, for the remaining period of the 
ESP term or until the customer switches to another altemative supplier. In exchange for 
this commitment those customers shall avoid payhig the POLR charge. We believe that 
this outcome is consistent with the requirement in Section 4928.20(f), Revised Code, which 
allows govemmental aggregations to elect not to pay standby service charges, in 
exchange for agreeing to pay market price for power if they retum to the electric utility. 
Therefore, based on the record before us, we conclude that the Companies' proposed ESP 
should be modified such that the POLR rider will be based on the cost to the Companies 
to be the POLR and carry tiie risks associated therewith, including the migration risk, 
llie Commission accepts the Companies' witness' quantification of that risk to equal 90 
percent of the estimated POLR costs,23 and thus, finds that the POLR rider shall be 
established to collect a POLR revenue requirement of $97.4 million for CSP and $54,8 
million for OP, Additionally, the POLR rider shall be avoidable for those customer who 
shop and agree to retum at a market price and pay the market price of power incurred by 
tiie Companies to serve the returning customers. Accordingly, the Commission finds that 
the POLR rider, which is avoidaWe, should be approved as modified herein. 

2. Regulatory Asset Rider 

ITie Companies proposed to begin the recovery of a variety of regulatory assets 
that were authorized in various Commission proceedings regarding the Companies' 
electric transition plan (ETP), rate stabilization plan (RSP), line extension program, green 
pricing power program, and the transfer of the MonPower's service territory to CSP. In 
their application, the Companies proposed to begin the amortization of these regulatory 
assets in 2011 and complete the amortization over an eight-year period. The projected 
balances at the end of 2010 to amortize are $120.5 rrullion for CSP and $803 million for 
OP. AEPOhio asserts that these projected balances, or the value on June 30, 2008, were 
not challenged by any party. To recover these regulatory assets, the Companies created a 
RAC rider to be collected from customers in 2011 tiirough 2018. The rider revenues will 
be reconciled on an annual basis for any over- or under-recoveries. 

23 See Cos. Ex. X Exhibit DMR^. 
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Staff proposed that the d^t-year amortization period proposal be deferred imtil 
the Companies' next distribution rate case where all components of distribution rates are 
subject to review (Staff Ex. 1 at 4). AEPOhio responded that SB 221 authorizes single-
issue ratemaking related to distribution service, which is what it is propoair^. AEPOhio 
also notes that the only opposition to the Companies' proposal is with regard to the 
collection of the historic regulatory assets, which was by Staff (Cos. Reply Br. at 94). The 
Companies submit that Staff's preference to deal with this issue in a distribution rate case 
is inelevant and inconsistent with the statute. 

The Commission finds that the Companies have not demonstrated that the creation 
of the RAC rider in its proposed ESP, as a single-issue ratemaking item for distribution 
infrastmcture and modernization incentives, fulfills the requirements of SB 221 or 
advances the state policy. Therefore, the Commission finds that the RAC rider should not 
be approved in this proceeding. We note, however, that we agree with Staff that the 
consideration of the requested amortization of regulatory assets is more appropriate 
within the context of a distribution rate case where all distribution related costs and issues 
can be examined collectively. Accordingly, the Commission finds that AEPOhio's 
proposed ESP should be modified to eliminate the RAC rider. 

3- F^prgy Kffidencv> Peak Demand Reductioru Demand Response^ 
and Intermptible Capabilities 

(a) Energy Effidency and Peak Demand Reduction 

Section 4928.66, Revised Code, requires the electric utilities to implement energy 
efficiency programs that will achieve energy savings and peak demand programs 
designed to reduce the electric utility's peak demand. Specifically, an electric utility must 
achieve energy savings in 2009, 2010, and 2011 of .3 percent .5 percent and .7 percent 
respectively, of the normalized annual kWh sales of the electric utility during the 
preceding three calendar years. This savings continues to rise until the cumulative 
savings reach 22 percent by 2025. Peak demand must be reduced by one percent in 2009 
and by .75 percent annually until 2018. 

CSP and OP include, as part of their ESP, an unavoidable Energy Efficiency and 
Peak Demand Reduction Cost Recovery Rider (EE/PDR rider). The estimated annual 
DSM program cost (including both EE and PDR) is to be tmed-up annually to actual cost 
and compared to the amortization of the actual defenal on an annual basis via the 
EE/PDR rider (Cos. Ex. 6 at 47-48). 

(b) Baselines and Benchmarks 

In the ESP, the Companies have established the baselines for meeting the 
benchmarks for statutory compliance by weather normalizing retail sales, excluding 
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economic devdopment load, accounting for the load of former MonPower service 
tenitory and tiie Ormet/Hannibal Real Estate load, accounting for future load growtili 
due to the Companies' economic devdopment efforts, and accounting for increased load 
associated with the funds for economic development purposes pursuant to the order in 
Case No. 04-169-ELORD (RSP Order)^* (Cos. Ex. 8 at 4; Cos. Ex. 2A at 46-51), The 
Companies contend tiiat its process is consistent with Sections 4928.64(B) and 
4928.66(A)(2)(a), Revised Code. The Companies request that the methodology be adopted 
in this proceeding so as to provide the Companies dear guidance witii statutory 
compliance mandates. Further, the Companies r^erve their right to request additional 
adjustments due to regulatory, economk, or technological reasons beyond the reasonaWe 
control of the Companies. 

As to tile calculation of the Companies' baseline, Staff asserts that the former 
MonPower load was acquired prior to the three-year period (2006 to 2008) and is not truly 
economic development. Therefore, Staff contends that the MonPower load ia not a 
i-easonable adjustment to the baseline. Staff suggests that the Companies' savings and 
peak demand reductions for 2009 be as set fortii by Staff witness Scheck (Staff Ex. 3 at 6-8, 
Ex. GCS-1 and Ex. GCS-2). Staff recommends tiiat CSP and OP make a case-by-case filing 
with the Commission to receive credit for the energy savings and peak demand reduction 
efforts of the electric utility's mercantile customers. Staff argues that because programs 
like PJM's demand response programs are not committed for integration into the electric 
utilities' energy efficiency and peak reduction programs, such credits should not count 
towards AEPOhio's annual benchmarks and retail customers who have such agreements 
should not receive an exemption from AEPOhio's energy effidency cost recovery 
mechanism (Staff Br. at 17-19; Staff Ex. 3 at 6-11). 

Kroger recommends an opt-out provision of the rider for non-residential customers 
that are above a threshold aggre^te load (10 MW at a single site or aggregated at 
multiple sites) within the AEP-Ohio service territories. Kroger proposes that at the time 
of the opt-out request, the customer would be required to seU-certify or attest to AEP­
Ohio that for each facility, or aggregated facilities, the customer has conducted an energy 
audit or analysis within the past three years and has implemented or plans to implement 
the cost-effective measures identified m the audit or analysis, Kroger argues that the 
unavoidable rider penalizes customers who have implemented cost efficient DSM 
measures. Kroger contends that tiiis is consistent with the intent of Section 
4928.66(A)(2)(c), Revised Code (Kroger Ex. 1 at 13-14). 

lEU notes that the Commission has previously rejected a proposal similar to 
Kroger's opt-out proposal with a demand threshold for mercantile customers in Duke's 

^ Inre Columbus Southem Power Company and Ohio Power Company, Case No. 04-169-ELORD, Opinion and 
Order (January 26,2005) (RSP Order). 
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ESP case.2S lEU urges the Commission, consistent with Section 4928.66, Revised Code, 
and its determination in the Ehike ESP case, to reject Kroger's request (lEU Reply Br. at 
22). 

The Commission concludes that the acquisition of the former MonPower load 
should not be excluded from basdine. The MonPower load was not a load that CSP 
served and would have lost but for some action by CSP. Therefore, we find that the 
Companies' exclusion of the MonPower load hi the energy efficiency baseline is 
inappropriate. The Commission does not believe that all economic development should 
automatically result in an exclusion firom baseline. On the otiier hand, we agree with the 
Companies' adjustment to the baseline for the Ormet load. We note that the Companies 
and Staff agree that the impact of customer-sited specific DSM resources will be included 
in the Companies' compliaiKe benchmarks and adjusted for any existing resources that 
had historic implication during the years 2006-2008. The Commission also recognizes that 
Staff and the Companies agree that the appropriate approach woxdd be for the Companies 
to make case-by-case filings with the Commission to receive credit for contributions by 
mercantile customers. 

In regards to Kroger's recommendation, for an opt-out process for certain 
commercial or industrial customers, the Commission finds Kroger's proposal, as 
advocated by Kroger witness Higgins, too speculative. It is best that the Commission 
determine the inclusion or exemption of a mercantile customer's E)SM on a case-by<ase 
basis. We note that Section 4928.66(A)(2)(c), Revised Code, provides, in pertinent part, 
the following: 

Any mechanism designed to recover the cost of energy effidency and 
peak demand reduction programs under divisions (A)(1)(a) and (b) of this 
.section may exempt mercantile customers that commit their demand-
response or other customier-sited capabilities, whether existing or new, for 
integration into the electric distribution utility's demand-rraponse, energy 
efficiency, or peak demand reduction programs, if the commission 
determines that that exemption reasonably encourages such customer to 
commit those capabilities to those programs. 

This provision of the statute permits the Commission to approve a rider that exanpts 
mercantile customers who commit their capabilities to the dectric utility. However, the 
statute does not dictate a minimiun consumption levd. For these reasons, the 
Commission rejects Kroger's proposal. 

^ Inre Ouke Energy Ohio, Inc., Case No. 08-920-EL-SSO, et al. Opinion and Order (Decemb^ 17, 2008) 
(Dulte ESP Order), 
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(c) Energv Effidency and Peak Demand Reduction Programs 

The Companies propose ten energy effidency and peak demand reduction 
programs that will be refined and supplemented at the completion of the Market Potential 
Study through the creation of a working collaborative group of stakeholders. 

As part of the Companies' energy efficiency and peak demand reduction plan, the 
Companies propose to spend $178 million on the following programs: (1) Residential 
Standard Offer Program, Small Conuneidal arul Industrial Standard Coffer ftogram. 
Commercial and Industrial Standard Offer Program; (2) Targeted Energy Efficient 
Weatherization Program; (3) Low Income Weatherization Program; (4) Residential and 
Small Commercial Compact Fluorescent Lighting Program; (5) Commercial and Industiial 
Dghting Program; (6) State and Munidpal Light Emitting Diode Progranv (7) "Energy 
Star® New Homes Program; (8) Energy Star<D Home Appliance Program; (9) Renewable 
Energy Technology Program; (10) Industrial Process Partners Program (Cos. Ex. 4 at 20-
22). OEG supports tiie Companies EE/PDR rider as a reasonable proposal (OEG Ex. 2 at 
13). OPAE generally supports the Companies proposed programs as reasonable for low-
income and moderate income customers. However, OPAE requests that the Companies 
be required to empower the collaborative to design appropriate programs, provide 
funding for existing programs that can rapidly provide energy efficiency and demand 
response reductions, and to retain a third-party administrator to manage program 
implementation (OPAE Ex. 1 at 16-17; OPAE/APAC Br. at 21-22). 

Staff also generally approves of the Companies' demand-side management and 
energy effidency programs. However, Staff notes that certain of AEPOhio's programs 
are expensive and should be required to comply with the Total Resources Cost Test (Staff 
Br. at 17-19; Staff Ex. 3 at 6-11), 

OCC makes five specific reconunendations (OCC Ex. 5 at 9). First OCC contends 
that the Companies DSM programs for low-income residential customers are adequate 
but should be available to all residential customers in Ohio. Second, OCC reconunenda 
that AEPOhio work with Columbia Gas of Ohio, Inc., to develop a one-stop home 
performance program in year two of the ESP. Third, OCC reconunends that programs for 
consumers above 175 percent of the federal poverty level should be competitively bid and 
customers charged for services according to a sliding fee scale based on income. Fourth, 
like Staff, OCC contends that all programs should be evaluated for cost-effectiveness 
pursuant to the Total Resoiuce Cost Test Finally, OCC expresses concem regarding the 
administrative costs of the programs, in comparison to energy efficiency programs 
offered by other Ohio utilities and recommends that the administrative cost of tiie DSM 
program (administrative, educational, and marketing expenses) be determined by the 
collaborative, and limited to 25 percent of the program costs to ensure that the m^ority of 
the program dollars reach the customers (Id.). 
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The Commission directs, as the Companies submit in tiieir ESP, that the 
collaborative process be used to contain administrative cost of the EE/PDR programs and 
to ensure, with the possible exception of low-income weatherization programs, that all 
programs comply with tiie Total Resource Cost Test We do not agree with OPAE/APAC 
that a third-party administrator is necessary to act as a liaison between the Coinpanies 
and the collaborative. Thus, the Companies should proceed witii the propc^ed EE/PDR 
programs proposed in its ESP as justified by the market project study and as refined by 
the collalx)rative. 

(d) Intermptible Capacity 

The Companies count their interruptible service towards their peak demand 
reduction requirements in accordance with Section 4928.66(A)(2)(b), Revised Code, More 
specifically, the Companies propose to increase the limit oJf OFs Intermptible Power-
Discretionary Schedule (Schedule IRP-D) to 450 Megawatts (MW) from the current limit 
of 256 MW and to modify CSFs Emergency Curtailable Service (ECS) and Price 
Curtailable Service (PCS) to make the services more attractive to customers. The 
Companies request that the Commission recognize the Companies' ability to cturtail 
customer usage as part of the peak demand reductions (Cos. Ex. 1 at 5-6). 

Staff advocates that any credits awarded for the armual peak demand reduction 
targets for the Companies' int^iruptible programs should only apply when actual 
reductions occur (Staff Ex, 3 at 11), OCEA argues that intermptible load should not be 
counted toward AEPOhio's peak demand reduction as it is contrary to the intent of SB 
221 to improve grid reliability and would be based on load under the control of the 
customer rather than AEPOhio. Further, OCEA argues that the Companies would reap 
an inequitable benefit from intermptible load (possibly in the form <rf off-system sales) 
that is not reduced at peak which would allow the Companies to sell the load or avoid 
buying additional power. OCEA contends that any such benefit ia not passed on to 
customers (OCEA Br. at 102-103; Tr, Vol, DC at 68-69), 

The Companies argue that capacity associated with intermptible customers should 
be counted toward compliance with the requirements of Section 4928.66, Revised Code, as 
the ability to intermpt is a significant demand reduction resource to AEPOhio. Further, 
the Companies state that intermptions have a real impact on customers and the 
Companies do not want to intermpt service when there is no system or market 
requirement to do so (Cos. Ex. 1 at 6). The Companies note that Section 49M.66(A)(l)(b), 
Revised Code, requires the electric utility to implement programs "designed to achieve" a 
specified peak demand reduction levd as opposed to "achieve" a specified levd of energy 
savings as required by Section 4928.66(A)(1)(a), Revised Code. Staff witness Scheck 
admits that the plain meaning of "designed to achieve" and "achieve" are different (Tr. 
Vol. Vin at 208), The Companies argue that the different language in the statutory 
requirements is intended to recognize the differences between energy effidency programs 
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and peak demand reduction programs. As such, the Companies contend that Staffs 
position is not supported by tiie language of the statute and it does not overcome the 
policy rationale presented by the Companies, The Companies also note tiiat in the 
context of integrated resource planning, intermptible capabilities are coimted as capadty 
and evaluated in the need to plan for new power facilities. Finally, the Companies note 
that the Commission defines native load as intemal load minus intermptible load.̂ fi For 
these reasons, the Companies contend that their intermptible capadty should be counted 
toward their compliance with the peak demand reduction benchmarks (Cos. Br. 114-115; 
Cos. Reply Br. at 90-93). 

Further, the Compames claim that intermptible customers receive a benefit in the 
form of a reduced rate for taking intermptible service irrespective of whether their service 
is actually curtailed. AEPOhio notes that it indudes such intermptible service as a part 
of its supply portfolio, unlike the PJM demand response programs, which is based on 
PJM's zonal load. Therefore, AEP-Ohio asserts there is no disparate treatment between 
coimting intenuptible capabilities as part of peak demand reduction compliance 
requirements and prohibiting retail partidpation in wholesale PJM demand reduction 
programs (Cos. Reply Br. at 90-91). Further, as to OCEA's daims regarding intermptible 
customer load, the Companies argue that the assertions are without merit or basis in tiie 
statute. The Companies argue that coimting intermptible load fits squarely within tiie 
stated intent of the statute that pmgrams be "designed to achieve" peak demand 
reduction and facilitates the ability to avoid the constmction of new power plants. As to 
the customer's control of interruptible load argument the Companies note that the 
customer has a choice to "buy through" to obtain replacement power at market prices to 
avoid curtailment and in such situations the Companies' supply portfolio is not affected. 
Regarding OCEA's assertion that the Compaiues might beneflt from the assodated 
intermption, AEPOhio acknowledges that off-system sales are indirectiy possible, as are 
other circumstances, based on the market price. Nonetheless, AEPOhio argues that such 
does not alter the fact that AEPOhio's retail supply obligation is reduced and the supply 
portfolio is not accessed to serve the retail customer. Accordingly, AEPOhio asserts ihat 
intermptible tariff capabilities should count toward the Companies' peak demand 
reduction compliance requirements. 

The Commission agrees with the Staff and OCEA that intermptible load should 
not be counted in the Companies' determination of its EE/PDR compliance requirements 
unless and until the load is actually intermpted. As the Comp^mies recognize, it is 
unperative, with regard to the PJM demand response programs, that the Companies have 

26 See proposed Rule 4901:5-5^1(0), 0,AC, In the MaHer of the Adoption of Rules for Altemathe and 
lienewahle Energy Technologies and Resources, and Emission Control Reporting Requirements, and Amendment 
of Chapters i9QVSA, 4901:5-3, 4901-̂ -5, and 490l'S'7 ofthe Ohio Administrative Code, Purmmt to Chapter 
4318, Revised Code, to Implement Senate Bill No. 222, Case No. OS-BSS-EL-ORD (Green Kules). 
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some control or commitment from the customer to be included as a part of AEPOhio's 
Section 4928.66, Revised Code, compliance requirements. 

Further, the Commission emphasizes that we expect that applications filed 
pursuant to Section 4928.66(A)(2)(b), Revised Code, to be initiated by tite electric utility 
only when the circumstances are justified. At the time of such filing by an dectric utility, 
the Commission will determine whether the electric utility's continued compliance is 
possible under the circumstances. 

4. Economic Development Cost Recovery Rider and tiie Partnership 
with Ohio Fund 

The Companies' ESP application includes an unavoidable Economic Development 
Rider as a mechanism to recover costs, irKentives and foregone revenue associated with 
new or expanding Commission-approved special anangements for economic 
development and job retentioit The Companies propose quarterly filings to establish 
rates based on a percentage of base distribution revenue subject ta a tme-up of any under-
or over-collection in subsequent quarterly filings. In addition, the Companies propose the 
development of a "Partnership with Ohio" fund from shareholders. The fund woitid 
consist of a $75 million commitment $25 million per year of the ESP, fmm shareholders. 
The Companies' goal is for approximately hatf of the fund to be used to provide 
assistance to low-income customers, induding energy effidency programs for such 
customers, and the balance to be used to attract and retain business devdopment within 
the AEPOhio service area (Cos. Ex. 1 at 12; Cos. Ex, 3 at 15-16; Cos. Ex. 6 at 49; Tr, Vol. Ill 
at 115-119). 

OCC proposes that the Commission continue its policy of dividing the recovery of 
forgone revenue subsidies equally from AEPOhio's shareholders and customers or 
require shareholders to pay a larger percentage. Further, OCC expr«ses some concem 
that the rider may be used in an anti-competitive manner as it is not likdy that iiKentives 
and/or discounts will be offered to shopping customers. To address OCCs 
anticompetitive concerns, OCC proposes tiiat the Commission make the economic 
development rider avoidable or establish the charge as a percentage of the customer's 
entire bill rather than a percentage of distribution charges. OCC also recommends that all 
parties participate in the initial and annual review of the economic devdopment contracts 
and that, at the annual review, if the customer has not fulfilled its obligation, the 
arrangement be cancelled, the subsidy paid back, and the Companies directed to credit 
tiie rider for the discounts (OCC Ex. 14 at 4-8; OCEA Br. at 104-1(W). 

The Companies contend that Section 4905.31, Revised Code, as amended by SB 221, 
explidtiy provides for the recovery of foregone revenues for entering into reasonable 
anangements for economic development and, thus, OCCs recommendation to continue 
the Commission's previous policy is misplaced. Further, the Companies note that the 
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Commission's approval of any special arrangement will include a public interest 
determination. Thus, the Companies argue that OCC's recommendation for all parties to 
initially and annually review economic development anangements is unnecessary, 
bureaucratic and burdensome, and should be rejected. The Companies contend tiiat 
economic development and full recovery of the foregone revenue for economic 
development is consistent with SB 221 and a significant feature of the Companies' ESP, 
which should not be modified by the Commission (Cos. Br. at 132). 

The Commission finds that OCCs concerns are unfounded and unnecessary at tills 
stage. The Commission is vested with the authority to review and determine whether or 
not economic devdopment anangements are in tiie public interest OCCs request is 
denied. 

OPAE and APAC argue that the Companies have not provided any assurances that 
the $75 million will be spent from tiie Partnership with Ohio fund if the Commission 
modifies the ESP and fails to state how much of the fund will be spent on low-income, at-
risk populations (OPAE/APAC Br. at 19-20). The Compani^ submit that if the ESP is 
modified, they can then evaluate the modified ESP in its entirety to determine whether 
this fund proposal contained in the ESP requires dimination or modification (Tr. Vol. Ill 
at 137-138; Tr. VoL X at 232-233). 

While the Partnership with Ohio fund is a key component of the economic 
development proposal, in light of the modifications made to the BSP pursuant to this 
opinion and order, we find that the Companies' shareholders should fund the Partnership 
with Ohio fund, at a minimum of $15 million, over the tiiree-year ESP period, with all of 
the funds going to low-income, at-risk customer programs. Accordingly, we dfrect AEP­
Ohio to consult with Staff to administer the program established herein, 

C. Line Extensions 

In its ESP, AEPOhio proposes to modify certain existing line extension polides 
and charges induded in its schedules (Cos. Ex, 10 at 5-14), Specifically, the Companies 
requested a modification to their definition of line extension and system improvements, a 
continuation of the up-front payment concept established in Case No. 01-^08-EL-CDI,27 
an increase in the up-front residential line extension charges, implementation of a 
tmiform, up-front line extension charge for all nonresidential projects, the ellnunation of 
the end use customer's monthly surcharge, and the elimination of the altemative 
constmction option (Id. at 34,6-7,10-12). 

^ In the Matter of the Commission* s Investigation into the Policies and Procedures of Ohio Pouxr Conrpany, 
Columbus Southem Power Company, Tfa Cleveland Electric Uluminafing Company, Ohio Edison Companyr The 
Toledo Edison Company and MoTum âhek Power Company Regarding the Instaliaiion ofUew Une ExUneions, 
Case No. 01-2708-EL-COI, e ta l . C ^ o n and Order (November 7,2002). 
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Staff testified that distribution-related issues and costs, such as tiiose related to line 
extensions, be examined in the context of a distribution rate case (Staff Ex. 13 at 4). lEU 
concuned with Staff's position (lEU Br. at 25), OCC also agreed and added that AEP­
Ohio shotdd be required to demonstrate in that rate proceeding tfiat its costs related to 
line extensions have substantially increased, thereby justifying AEPOhio's proposed 
increase to the up-front residential line extension charges (OCEA Br, at 87). 

Per SB 221, the Commission is required to adopt unifonn, statewide line extension 
rules for noruesidential customers within six months of the effective date of the law. The 
Commission adopted such mles for nonresidential and residential customers on 
November 5,2008.2* Applications for rehearing were filed, which tiie Commission is stiJl 
considering, Accordin^y, the new line extension mles are not yet effective. 

The Commission finds tiiat AEPOhio has not demjonstrated that its proposal to 
continue, in its ESP, its existing line extension polides regarding up-front payments, with 
modifications, is consistent with SB 221 or advances the policy of the state. Therefore, ui 
light of the SB 221 mandate that the Comnussion adopt statev r̂ide line extension rules that 
wOl apply to AEP-Ohio, we do not believe that it makes sense to adopt a unique policy for 
AEP-Ohio at this time. As such, the Companies' ESP should be modified to eliminate the 
provision regarding line extensions, whidi would have the effect of also eliminating the 
altemative constmction option as requested by the Companies. AEPOhio is, however, 
directed to account for all luie extension expenditures, excluding premium services, in 
plant in service until the new line extension rul^ become effective, where the recovery of 
such will be reviewed in the context of a distribution rate case. The Companies may 
continue to charge customers for premium services pursuant to their existing practices. . 

V. TRANSMISSION 

In its ESP, the Companies requested to retain the current TCRR, except the 
marginal loss fuel credit wUl now be reflected in the FAC instead of the TCRR. We 
concur with die Companies' request. We find the Compani^' request to be consistent 
with our determination in the Companies' recent TCRR Case,29 and thus, approve the 
TCRR rider as proposed by the Companies. AdditionaUy, as contemplated hy our prior 
order in the TCRR Case, any overrecovery of transmission loss-rdated costs, which has 

28 See In the Matter of dte Commission's Review ofOutpters 4901:1-9^ 4901:1-10,4901:1-21,4901:1-22,4901:1-23, 
4901:1-24, and 4901:1-25 of ihe Ohio AdministratiDe Code, Case No. 06-653-ELORD, Fhiding and Order 
(November 5,2008), Entry on Rdiearing (December 17,2008) (06^53 Case). 

^ In ihe Matter of the Application of Columbus Southem Power Company and Ohio Power Company to Adjust 
Each Cwmpony's Transmission Cost Recovery Rider, Case No. 0S-1202-EL"tJNC, Finding and Ordet 
(December 17,2008) (TCRR Case). 
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occuned due to the timing of our approval of the Companies' ESP and proposed FAC, 
shall be reconciled in the over/undenecovery process in the Companies' next TCRR rider 
update filing. 

VI. OTHER ISSUES 

A. Corporate Separation 

1- Functional Separation 

In its ESP application, AEPOhio requested to remain functionally separated for the 
term of the ESP, as was previously authorized by the Commission in the Companies' rate 
stabilization plan proceeding,^ pursuant to Section 4928.17(C), Revised Code (Cos, App. 
at 14; Cos. Br. at 86). The Companies also requested to modify their corporate separation 
plan to allow each company to retain its distribution and, for now, transmission assets 
and that upon the expiration of functional separation, the Companies would sell or 
transfer their generation assets to an affiliate (Id.). 

Staff testified that the Companies' generating assets have not been structurally 
separated from the operating companies (Staff Ex. 7 at 2-3). Staff also recommended that 
in accordance with the recentiy adopted corporate separation rules issued by the 
Commission in the SSO Rules Case,̂ ^ the Companies should file for appmval of their 
corporate separations plan within 60 days after tiie rules become effective, Furthennore, 
Staff proposes that the Companies' corporate separation plan should be audited by an 
independent auditor within the first year of approval of the ESP, the audit should be 
funded by the Companies, but managed by Staff, and the audit should cover compliance 
with the Commission's rules on corporate separation (Staff Ex. 7 at 34), No party 
opposed AEPOhio's request to remain ftuictionaily separate. 

Accordingly, the Commission finds that while tiie ESP may move forward for 
approval, as noted by Staff, in accordance with our recentiy adopted mles in the SSO 
Rules Case, the Companies must file for approval of their corporate separation plan 
within 60 days after the rules become effective. 

^ Inre Columbus Southern Power Company and Ohio Power Company, Case No. 04-169-ElrlJNC, Opfadon and 
Order at 35 (January 26,2005). 

31 In the Matter of the Adoption of Rides for Standard Service Offer, Corporate Separation, Reasonable 
Arrangements, and Transmission Riders for Electric Utilities Pursuant to Section* 4928.14, 4928 J7, and 
4905.̂ 1, Reui$ed Code, as ammded hy Amended Substitute Senate Bill Î o. 222, Case No. 08-777-ELORD, 
Finding and Order (September 17,2006), and Entry on Rehearing (February 11,2009) (SSO Rules Cose). 
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2. Transfer of Generating Assets 

The Companies request authorization for CSP to sell or transfer two recentiy 
acquired generating facilities (Waterford Energy Center and the Darby Electric 
Generating Station) that have not been irKluded in rate base for ratemaking purposes and 
the costs of operating and maintaining the plants are not built into tiie current rates) (Cos. 
Ex. 2-A at 42; Cos. Ex. 2-E at 20). CSP purchased the Waterford Energy Center, a natural 
gas combined cycle power plant on September 28,2005, which has a generating capadty 
of 821 MW (Cos. App. at 14). On April 25, 2007, CSP purchased tiie Darby Electric 
Generating Station, a natural gas simple cyde generating fadhty, with a generating 
capacity of 480 MW and a summer capadty of approximately 450 MW (Id,). Although 
AEPOhio is requesting authority to transfer these generating assets pursuant to Section 
4928.17(E), Revised Code, CSP has no immediate plans to sell or transfer the generating 
facilities. If AEPOhio obtains authorization to seU these generating assets through this 
proceeding, AEPOhio will notify the Commission prior to any such transaction (Id, at 
15). 

Through its application, the Companies also notify the Commission of their 
contractual entitiements/anangements to the output from the Ohio Valley Electric 
Corporation generating facilities and the LawrerKeburg Generation Station that the 
Companies intend to sell or transfer in the future, but argue that any sale or ti-ansfer of 
those entitiements do not require Commission authorization t̂ ecause the entitiements do 
not represent generating assets wholly or partly owned by the Companies pursuant to 
Section 4928.17(E), Revised Code (Id,). 

The Comparues argue that if the Commission does not grant authorization to 
transfer these plants or entitiements, then any expense rdated to the plants or 
entitiements not recovered in the FAC should be recovered in the non-FAC portion of the 
generation rate (Cos. Br. at 89; Cos. Ex. 2-E at 20-21). AEPOhio states that this rate 
recovery would include approximatdy $50 milUon of carrying costs and expenses rdated 
to the Waterford Energy Center and the Darby Electric Gerwrating Station aimuaily, and 
$70 milUon annually for the contract entitiements (Id.), 

Staff witness Buckley testified that while Staff does not necessarily disagree witii 
the proposal to transfer the Waterford Energy Center and the Darby Electric Generating 
Station facilities. Staff believes that the transfers could have a potential financial and 
policy impact at the time of the transfer (Staff Ex. 7 at 3), Thus, Staff recommended that 
the Companies file a separation application, in accordance with the Commission's SSO 
mles, at the time that tiie transfer vM occur (Id,), Several other parties agree that in tiie 
absence of a cunent plan to sell or transfer, the Commission should not approve a future 
sale or transfer. Rather, the parties argue that the Companies should seek approval. 
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pursuant to Section 4928.17(E), Revised Code, at the time of the actual sale or transfer 
(OCEA Br. at 100; lEU Br. at 26-27; OEG Br. at 16). 

The Commission agrees with Staff and the intervenors that the request to transfer 
the Waterford Energy Center and the Darby Electric Generating Station facilities, as well 
as any contractual entitiements/anangements to the output of certain facilities, is 
premature, AEPOhio should file a separate application, in accordance with the 
Commission's rules, at the time that it wishes to sell or transfer these generation facilities. 
The Commission, however, recognizes that these generating assets have not and are not 
included in rate base and, thus, the Companies cannot collect any expenses rdated 
thereto, even if the facilities or contractual outputs have been used for the benefit of Ohio 
customers. If the Commission is going to require that the dectric utilities retain these 
generating assets, tiien tiie Commission should also allow the Companies to recover Ohio 
customers' jurisdictional share of any costs associated with maintaining and operating 
such facilities, Accordingly, we find that while the Companies still own the generating 
facilities, they should be allowed to obtain recovery for the Ohio customers' jurisdictional 
share of any costs associated therewith. Thus, we believe that any expense related to 
these generating facilities and contract entitiements that are not recovered in the FAC 
shall be recoverable in the non-FAC portion of the generation rate as proposed by the 
Companies. The Commission, therefore, directs AEPOhio to modify its K P consistent 
with our determination herein. 

B. Possible Early Plant Closures 

The Companies include as a part of their application in these cases a request for 
authority to establish a regulatory asset to defer any unanticipated net cost assodated 
with the early closure of a generating unit or units. The Companies assert that during the 
ESP period, generating units may experierKe failures or safety issues that would prevent 
the Companies from continuing to cost-effectivdy operate the generation unit prior to tiie 
end of the depredation accrual (unanticipated shut down) (Cos. App. at 18-19; Cos. Ex. 2-
A at 51-52). The Companies request authority to indude net early closure cost in Account 
182.3, Other Regulatory Assets. In the event of an unanticipated shut down, tiie 
Companies state they will timely file a request with the Commission for recovery of such 
pmdent early closure costs via a non-bypassable rider over a relativdy short period of 
time. The Companies are requesting that the rider include carrying cost at the WACC rate 
(Cos. App, at 18-19; Cos. Ex 6 at 25-26), The Companies also request authority to come 
before the Commission to determine the appropriate treatment for accderated 
depredation and other net early dosure costs in the event that the Companies find it 
necessary to dose a generation plant earlier that otherwise expected (earlier than 
anticipated shut down) (Cos. Ex. 6 at 28). 
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OCEA posits that the Companies' request for accounting treatment for early plant 
closure is wrong arul should be rejected. OCEA reasons that the plant was included in 
rate base under traditional ratemaking regulation to give tl^ Companies the opportunity 
to earn a retum on the investment and the Companies accepted the risk that the plant 
might not be fully depreciated when it was removed from service. OCEA asserts it is not 
appropriate to guarantee the Companies recovery of their investment ff the Commission 
determines to allow the Companies to esteblish the requested accountuig treatment 
CX:EA asks tiiat the Commission adopt tiie Staff's "offset" recommendation (OCEA Br, at 
102). 

Staff argues that the value of the generation fleet was detennined in the 
Companies' ETP cases,32 wherein, pursuant to the stipulatiorv AEPOhio agreed not to 
impose any lost generation cost on switehing customers during the market devdopment 
period. Staff notes that although the economic value of the generation plants was never 
specifically addressed by the Commission, it is reasonable to assume that the net value erf 
the Companies' fleet was not stranded. Accordingly, Staff opp<^es the Companies' 
requests to impose on customers the cost or risk of uneconomic plants without accounting 
for the offset of the positive economic value of the rest of the Companies' generation 
plants (Staff Ex. l a t 8). 

Based on the record in this proceeding, the Commission is not convinced tiiat it is 
appropriate to approve the Companies' request for recovery oi net cost associated with an 
unantidpated shut down. Despite the arguments of tiw Companies to the coirtrary, we 
are persuaded by the arguments of the Staff that there may be offsetting positive value 
associated with the Companies generation fleet Accordingly, while we will grant the 
Companies the authority to establish the accounting mechanism to separate net early 
closure cost the Companies must file an application before the Commission for recovery 
of such costs. Accordin^y, this aspect of the Companies'ESP application is denied. As to 
the Companies' request for authority to file with the Coinmission to determine the 
appropriate treatment associated with an earlier-than-antidpated shut down, the 
Commission finds this aspect of the application to be reasonable and, accordingly, the 
request should be granted. 

C. PIM Demand Response Programs 

Through the ESP, the Companies propose to revise certain tariff provisicms to 
prohibit customers receiving SSO from participating in the demand response programs 
offered by PJM, either directiy or mdirecfly through a third-party. Under the PJM 
programs retail customers can receive payment for being available to curtail even if the 

32 In the Matter ofthe Applications ofColumbm Southem Power Company and Ohio Power Company for Approod 
of Their Electric Transition Plans and for Receipt of Transition Revenues, Case Nos, 99-1729-a-ErP and 99-
1730-EL-FrP, Opinion and Order al 15-18 (September 28,2000). 
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customer's service is not actually curtailed. AEPOhio argues that allowing its retail 
customers receiving SSO to also partidpate in PJM demand response programs is a no-
win situation for AEPOhio and its other customers and itKonsistent with the 
requirements of SB 221. The Companies contend that PJM demand response programs 
are intended to ensure the proper price signal to wholesale customers, not to address 
retail rate issues (Cos. Ex. 1 at 5-7), AEP-Ohio argues that retail customers should 
participate through ABPOhio-sponsored and Commission-approved programs. The 
Companies contend that FERC has granted state commissions, or- more precisely, the 
"relevant electric retail regulatory authority," the authority to preclude retail customer 
participation in wholesale demand response programs. VVhoksak Competition in Regions 
with Organized Electric Markets (Docket Nos. RM07-19-000 and AD07-7-000), 125 FERC % 
61,071 at 18 CFR Part 35 (October 17,2008) (Final Rule) (Cos. Br. at 119) 

AEPOhio notes that it has consistentiy challenged retail custoniers' ability to 
participate in such programs and argued that the terms and conditions of its tariff 
prohibited such and, therefore, demand response retail participants should not be 
surprised by the Companies' position in this proceeding (Tt. Vol, DC at 212). AEPOhio 
argues that Ohio businesses partidpating hi PJM's demand r^ponse programs have not 
invested their own capital or assets, taken any financial risk, or added any value to the 
services for which they are being compensated through PJM. The Compani^ assert, as 
stated by Staff witness Scheck, that the PJM demand response programs cost AEPOhio's 
other customers as tiie load of such PJM program partidpants continues to count toward 
the Companies' Fixed Resource Requirements (FRR) option and such cost is reflected in 
AEPOhio's retaU rates (Tr. Vol. Vni at 165-166). Further, tiie PJM program 
partidpant/customer'a ability to intermpt is of no use to AEPOhio, as the Companies 
claim that PJM's curtailment request is based on PJM's zonal load and not AEPOhio's 
peak load (Cos, Br. at 122-123). 

The Companies reason that SB 221 indudes a process whereby mercantile 
customer-sited resources can be conunitted to the utility to comply with the peak demand 
reduction benchmarks as set forth in Section 4928.66(A)(2)(d), Revised Code, Further, 
AEPOhio argues that it is undear how the intermptible capacity of a customer 
partidpating in PJM's demand response program can count toward the Compani^' 
benchmarks without being xmder the control of the (Companies and "designed to achieve" 
peak demand reductions as required by the statue. As such, the Companies argue that if 
participation in the PJM demand response program is allowed, PJM will be in direct 
competition with the electric distribution companies' efforts to comply with ^ergy 
efficiency and peak demand reduction benchmarks and thus, render the mercantile 
customer commitment provisions largely ineffective. For these reasons, AEPOhio states 
that it should incorporate partidpation in PJM's demand response programs through 
AEPOhio and AEP-Ohio would then be in a position to pass some of tiie economic 
benefits associated vnth participation in PJM programs on to retail customers through 
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complementary retail tariff programs and to pursue mercantile customer-sited 
anangements to achieve benchmark compliance, thus allowing the Companies to avoid 
duplicate supply costs (Cos, Br. at 124-126). 

This aspect of the Companies' ESP proposal is opposed by Integrys, OMA, 
Commerdal Group, OEG, and lEU. Most of the intervenors contend that AEPOhio, in 
essence, considers retail customer partidpation in PJM programs the reselling of power 
provided to them by AEPOhio. Integrys makes tiie most comprehensive arguments 
opposing AEPOhio's request for approval to prohibit customer partidpation in the PJM 
demand response programs. Integrys argues that 18 CF.R. 35.28(g) only permits this 
Commission to prohibit a retail customer's partidpation in demand response programs at 
the wholesale level through law or regulation. Section 18 CF.R* 35.28(g) states: 

Each Commission-approved independent system operator and regionai 
transmission organization must permit a qualified aggregator of retail 
customers to bid demand response on b e h ^ of retail customers directiy 
into the Commission-approved independent system operator's or regional 
transmission organization's organized markets, unless the Urws and 
regulations of the relevant electric retail regulatory authority expressly do not 
permit a retail customer to participate, [Emphasis added.] 

Thus, Integrys reasons that a ban on partidpation in wholesale demand response 
programs throu^ AEPOhio's tariff is not equivalent to an act of the (General A^embly 
or rule of the Commission. Accordingly, Integrys reasons that any attempt by tiie 
Commission to prohibit partidpation in this proceeding is beyond the authori^ granted 
by FERC and will be preempted. Further, Integrys and Constellation argue that AEP­
Ohio has failed to state under what authority the Commission could bar customs 
participation in PJM's demand response and rdiability programs. ConsteUation and 
Integrys posit that it is not in tiie public interest for ihe Commission to approve the 
prohibition from participation in such programs (Constellation Br. at 20-23; Constellation 
Ex. 2 at 18; Integrys Ex. 2 at 15; Integrys Br. at 2). 

Even if the Commission condudes that it has the authority to grant AEPOhio's 
request to revise the tariff as requested, Integrys asserts that the Companies have not met 
their burden to justify prohibiting partidpation in PJM demand response programs. 
Integrys asserts that the request is not properiy a part of the ESP applicaticffis and should 
have been part of an application not for an increase in rates pursuant to Section 4909,18, 
Revised Code. Nonetfieless, Integrys condudes tiiat under Section 4928,143 or Section 
4909.18, Revised Code, the burden of proof is on the electric utility company to show that 
its proposal is just and reasonable. 
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The Companies, according to Integrys and the Commercial Group, have failed to 
present any demonstration that the Companies' programs are more benefldal to 
customers than the PJM programs. On the other hand, Integrys asserts that the PJM 
programs are more favorable to customers than the programs offered by AEPOhio as to 
notification, the number of curtailments per year, tiie hours of curtaihnents, pajonents 
and payment options, and penalties for non-compliance (Integrys Ex, 2 at 10-12; 
Commercial Group Br, at 9), In addition, certain interveners note, and the Companies 
agree, that PJM has not curtailed any customers since AEPOhio joined PJM (Tr. Vol. DC at 
48). Furthermore, the intervenors contend that participation in the demand response 
programs provides improved grid reliability and improved effidency of the market due 
to competition (Integrys Ex. 2 at 8). 

Integrys also notes that the Ohio customers receive significant finandal benefits 
from load serving entities beyond Ohio (Tr. Vol. IX at 52-52,118), Integrys argues that 
AEPOhio wishes to ban customer partidpation in wholesale demand response programs 
to facilitate the increase in OSS of capadty to the benefit of the Companies' shareholders, 
Integrys reasons that because AEPOhio can count load enrolled in its intermptible 
service offerings ^ a part of the PJM ILR demand response program, the Companies wiU 
receive credit against its FRR commitment. The Companies, according to Integrys, hope 
that additional load will come from the customers cunentiy partidpating in PJM's 
demand response programs in Ohio (Tr, Vol IX at 53-58; Integrys Br, at 20-22). Integrys 
proposes, as an altemative to prohibiting customer participation in wholesale demand 
response programs, that the Commission count participation in the programs towards 
AEPOhio's peak demand reduction goals in accordance with the requirements of Section 
49^.66, Revised Code, Integrys argues that the load can be certified, as it is today with 
the PJM demand response programs, or tiie electric services company could be required 
to register the committed load with the Commission, 

Furthermore, Integrys reasons that the Commission can not retroactivdy interfere 
with existing contracts between customers and die customer's electric service provider in 
relation to the commitment contracts with PJM, With that in mind and if the Conunission 
decides to grant AEP-Ohio's request to prohibit partidpation in wholesale demand 
response programs, Integrjrs requests that customers currentiy committed to partidpate 
in PJM programs for tiie 2008-2009 planning period and flie 2009-:M10 planning period be 
permitted to honor their commitments (Integrys Br. at 27-28). 

Integrys argues tiiat the Companies' claim tiiat taking SSO and partidpating in a 
wholesale demand response program is a resale of power and a violation of the terms and 
conditions of their tariffs is rrusplaced. Integrys opines that there is no actual resale of 
energy, but instead, there is a reduction in the customer's consumption of energy upon a 
call from the regional transmission operator (in this case, PJM). The customer is not 
purchasing energy from AEPOhio, so any energy purchased by AEPOhio can be 

000056 



08^917-EL-SSO and 08-918-EL-SSO -̂ 57-

fransferred to another purchaser. Thus, Integrys asserts that AEPOhio's argument 
regarding participation in a wholesale demand response program is fiction and not based 
on FERCs interpretation of participation in such programs. Finally, Integrys contends 
that AEP-Ohio's proposal is a violation of Section 4928.40(D), Revised Code, as such 
prohibits electric utilities from prohibiting the resale of electric generation service 

The Commercial Group asserts, that because AEPOhio has not perfonned any 
studies or analyses, the Companies' assertion that wholesale demands response programs 
must be different from a demand response program offered by AEPOhio is tuisupported 
by the record (Tr. Vol, DC at 47). The Commercial Group requests that the Companies be 
directed to design energy effidency and demand r^ponse programs that incorporate all 
available programs (Commercial Group at Br. 9). 

OEG argues that to the extent there are real benefite to the Companies as well as to 
their reteU customers in the form of improved grid reliability, AHPOhio should be 
required to offer PJM demand response programs to its large industrial customers by way 
of a tariff rider or tiirough a tiiird-party supplier (OEG Ex. 2 at 13). lEU adds tiiat the 
Companies cunentiy use the capabilities of their intermptible customers to assist the 
Companies in satisfying their generation capacity requirements to PJM. According to 
lEU, SB 221 gives mercantile customers the option of whether or not to dedicate their 
customer-sited capabilities to tiie Comparues for integration into the Companies' portfolio 
(IEUEx.latl2). 

Constellation argues that AEPOhio's proposal violates Section 492820, Revised 
Code, and the dear intent of SB 221. Further, ConsteUation argues that approving AEP­
Ohio's request to prohibit Ohio businesses from conservation programs during this 
period of economic hardship is ill-advised, especially considering that other businesses 
with which Ohio businesses' must compete are able to partidpate in the PJM programs. 
As such, consistent with the Commission's decision in Duke's ESP case (Case No. C8-920-
EL-SSO, et al.). Constellation encourages the Commission to reject AEP-Ohio's request to 
prohibit SSO customers from partidpating in PJM demand response programs and give 
Ohio's business customers all available opportunities to reduce demand, conserve energy, 
and invest in conservation equipment (Constellation Br. at 23). OMA supports the daims 
of Constellation (OMA Br. at 10). 

First we will address the daims regarding the Commission's authority, or as 
claimed by Integrys, the lack of authority, for the Commission to determine whether or 
not Ohio's retail customers are permitted to partidpate in wholesale demand response 
programs. The Commission fincLs that the Geiieral Assembly has vested the Commission 
with broad authority to address the rate, charges, and service issues of Ohio's puWic 
utilities as evidenced in Titie 49 of the Revised Code. Accordingly, we consider this 
Conunission the entity to which FERC was referring in the Final Rule when it referred to 
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tiie "relevant electric retail regulatory authority." We are not convinced by Integrys' 
arguments that a specific act of the General Assembly is necessary to grant tite 
Commission the authority to determine whether or not Ohio's retail customers are 
permitted to participate in the RTO's demand response programs. 

Next the Conunission acknowledges that the PJM programs offer benefits to 
program participants. We are, however, concemed that the record indicates that PJM 
demand response programs cost AEPOhio's other customers as the load of AEPOhio's 
FRR and the cost of meeting that requirement is reflected in AEPOhio's retail rates. 
Finally, we are not convinced, as AEPOhio argues that a customer's participation in 
demand response programs is the resale of energy provided by AEPOhio. For these 
reasons, we find that we do not have sufficient information to consider both the potential 
benefits to program participants and the costs to Ohio ratepayers to determine whether 
this provision of the ESP will produce a significant net benefit to AEPOhio consumers. 
The Commission, therefore, condudes that tills issue must be deferred and addressed tn a 
separate proceeding, which will be established pursuant to a subsequent entry. Although 
we are not making a determination at this time as to the appropriateness of such a 
provision, we direct AEP to modify its ESP to diminate the provision that prohibits 
participation in PJM demand response programs, 

D. Integrated Gasification Combined Cvde (ICXQ 

In Case No. 05-376-EL-UNC;:, the C:ommission concluded that it was vested with 
the authority to establish a mechanism for recovery of the costs related to the design, 
constmction, and operation of an IGCC generating plant where that plant fulfills AEP­
Ohio's POLR obligation and, therefore, approved the Phase I cost recovery mechanism 
included in the Comparties' application^^ Applications for rehearing of the 
Commission's IGCC Order were timely filed and by entry on rehearing issued Jime 28, 
2006, the Conunission denied each of tiie applications for rehearing <J.CCC Rehearing 
Entry). Further, the IGCC Rehearing Entry conditioned tiie Commission's approval of the 
application, stating that: (a) all Phase I costs would be subject to subsequent audit(s) to 
determine whether such expenditiues were reasonable and prudentiy incurred to 
constmct the proposed IGCCi; facility; and (b) if the proposed ICJCC facility was not 
constmcted and in operation v^nthin five years after the date of the entry on rehearing, all 
Phase I charges collected must be refimded to Ohio ratepayers with interest 

In this ESP proceeding, AEPOhio witness Baker testified that, al thou^ the 
Compaiues have not abandoned their interest in constmcting and operating an ICCXl 
facility in Meigs Coimty, Ohio, certain provisions of SB 221 are a barrier to constmction 
and operation of an IGCC facility. As AEPOhio interprets SB 221, the Companies may be 

^ Inre Columbus Southern Power Company and Ohio Power Company, Case No. 05-376-EIrUNC, Opinion and 
Order (April 10,2006) (IGCC Order). 
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required to remain in an ESP to assure an opportunity for cost recovery for an ICJCC 
facility; the constmction work in process (CWIP) provision which requfres the facility to 
be at least 75 percent complete before it can be induded in rate base; the limit on CWIP as 
a percentage of total rate base which the witness contends causes particular uiKertainties 
since the concept of a generation rate base has no applicability under SB 221; and the 
effect of "minor CWIP" (Cos. Ex. 2-A at 52-56), The Companies assert that not only are 
these baniers to the constmction of an IGCC facility but also to any base load generation 
facility in Ohio. Nonetheless, the Companies state that they are encouraged by the fact 
that SB 221 recognizes the need for advanced energy resources and dean coal technology, 
such as an IGCC. Finally, the Companies' witness notes that since the time the 
Companies proposed the IGCC facility, CSP has acquired additional g^erating capadty. 
According to Company witness Baker, the Companies hope to work with the Govemor^s 
administration, the General Assembly, and other interested parties to enact legislation 
tiiat will make an IGCC facility hi Meigs County a reality (Cos. Ex. 2-A at 55-56). 

OCEA opines that SB 221 did not eliminate tiie existing requirement that dectric 
utilities must satisfy to earn a return on CWIP and, sLnce the Compaities do not ask for the 
Commission to make any determination in this proceeding or at any definite time in the 
future as to the IGCC tadllty, the Conunission should take no acticm on this issue (OCEA 
Br. at 98-99). 

The Commission notes that the Ohio Supreme Court remanded, in part, the 
Commission's IGCC Order, for fturther proceedings and, accordingly, the matter is 
cunentiy pending before the Commission. Further, as OCEA asserts, there does not 
appear to be any request from the Compsmies as to the ICiCC fticility in this proceeding. 
Accordingly, we find it inappropriate to rule, at this time, on any matter regarding the 
Meigs Coimty IGCC facility in this proceeding. We will address the matter as part of the 
pending IGCC proceeding. 

E. Alternate Feed Service 

As part of the ESP, the Companies propose a new alternate feed service (AFS) 
schedule. For customers who desire a higher level of reliability, a second distribution 
feed, in addition to the customer's bask service, will be offered. Existing AEPOhio 
customers that are currentiy pajring for AFS will continue to receive the service at the 
same cost under the proposed tariff. Existing customers who have ABS and are not 
paying for the service wiU continue to receive such service until AEPOhio upgrades or 
otherwise makes a new investment in the faciUties that provide AFS to that customer. At 
such time, the customer wiU have 6 months to dedde to discontinue APS, take partial 
AFS, or continue AFS and pay for the service in accordance with the effective tariff 
schedule (Cos. Ex. 1 at 8). While OHA supports the implementation of an AFS schedule 
offering with clearly defined terms and conditions, OHA takes issue with two aspects of 
the AFS proposal. OHA witness Solganick testified that it is his understanding that the 
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customer will have six months after the customer is notified by the company to make a 
dedsion (OHA Ex. 4 at 15). However, OHA witness Solganick advocated that sbc months 
was insufficient because critical-use customers, like hospitals, require more lead time to 
evaluate their electric supply infrastmcture and needs (Id.). As such, he argued that 24 
months would be more appropriate for plarming pturposes (Id.). Moreover, OHA argued 
that because this issue involves the overaU management and cost of operating AEP­
Ohio's distribution system, the Commission should defer consideration of the proposed 
AFS until AEPOhio's next distribution rate case where there vtriU be a more deliberate 
treatment of the issue as opposed to this 150-day proceeding (OHA Br. at 23). OHA 
believes that a distribution rate proceeding would better ensure that the tmderlying rate 
stmctore for AFS is conect, similar to the argument for defenlng dedsion on other 
distribution rate issues presented in this K P proceeding (Id.)* Staff and lEU also agree 
that the issue should be addressed in a distribution rate case (Staff Ex. 1 at 4; lEU Ex. 10 at 
11). However, lEU further recommends that the Conunission deny the Companies' 
request because it is not based on pradentiy incurred costs (lEU Br. at 25-26). 

The Companies retort that whUe they may have some flexibiUty as to the notice 
provided customers, such notice ia limited by the Companies' plarming horizon for 
distribution faciUties and the lead time required to complete construction of upgraded 
AFS facilities (Cos. Reply Br. at 122). The Companies reason that while more than 6 
months may be feasible, anything more than 12 months woidd not be pmdent and, in 
certain rare circumstances, would not facilitate the constmction of complex fadUties (Id.). 
Nonetheless, the Companies stated that they wiU commit to 12 montiis notice to existing 
AFS customers for the need to make an election of service (Id.). However, the Companies 
vehementiy opposed deferring approval of their proposed AFS schedule to some future 
proceeding; statuig that the proposed AFS tariff codifies existing practices currentiy being 
addressed on a customer-by-customer contract addendum basis (Id.). Further, the 
Companies argue that lEU has not presented any basis to support the implication tiiat the 
AFS schedule wUl recover impmdentiy incurred costs (Id, at 123). Thus, AEPOhio 
contends there is no good reason to delay implementation of the AFS schedule witii the 
understanding that the Companies wiU provide up to 12 months notice to existing 
customers (Id. at 122-123). 

As previously noted in this order in regards to other distribution rate issues, the 
Conunission believes that the establishment of various distribution riders and rates, 
including the proposed new AFS schedule, is best reviewed in a distribution rate case 
where all components of distribution rates are subject to review. 

F. Net Energy Metering Service 

The Companies' ESP appUcation includes several tariff revisions. More 
specifically, the Companies propose toeliminate the one percent limitation on the total 
rated generation capacity for customer-generators on the Companies' Net Energy 
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Metering Service (NEMS) and add a new Net Energy Metering Service for Hospitals 
(NEMS-H). Tlie Companies note that at the time the ESP application was filed, they had 
fUed a proposed tariff modification to the NEMS and Minimum Requirements for 
Distribution System Intercormection and Standby Service in Case No. 05-1500-BLOOL^ 
The Compaiues state that upon approval of the modifications filed in 05-1500, the 
approved modffications will be incorporated into the tariffs fUed in the ESP case (Cos. Ex, 
l a t 8-9). 

OHA identifies two issues with the Companies' proposed NEMS-H schedule. 
First OHA asserts the conditions of service are unduly restrictive to the extent that 
NEMS-H requires the hospital customer-generator's facility must be owned and operated 
by the customer and located on the customeivgenerator's premises. OHA asserts that this 
requirement prevents hospitals from benefiting from economic of scale by utilizing the 
expertise of distributed generation or cogeneration companies, centralized operation and 
maintenance of such facilities, and shared expertise and expenses. Further, OHA asserts 
that the requirement that the facility be located on the hospital's premises is a harrier 
because space limitations and legal and/or financing requirements may suggest that a 
generation facility be located on property not owned by the hospital. OHA argues that 
the Companies do not dte any regulatory, operational, financial, or other reason why the 
ownership requirement is necessary. Therefore, OHA requests that the Commission 
delete this condition of service and require only tfiat the hospital contract for service and 
comply with the Companies' interconnection requirements (OHA Ex. 4 at 8-10). 

AEPOhio responds that the requirement tiiat tiie generation faciUty be on-site and 
owned and operated t^ the customer is a provision of the currentiy effective NEMS 
schedule. Further, the Companies argue that economies of scale may be accomplished 
with multiple hospitals confracting with a third-party to operate and maintain the 
generation facilities of each hospital. Further, AEP-Ohio argues that there is no support 
for the claim that efficiencies can not be had if the hospital, rather than a third-party 
developer, is the ultimate owner of such tadHties (CTos. Br. at 128). As to OHA's 
opposition to the requirement that the hospital own and operate the generation fecility on 
its premises, AEPOhio contends that such is required based on the language in tiie 
defmitions of a customer-generator, net metering system, and self-geiwrator at Section 
4928.02(A)(29) to (32), Revised Code (Cos. Reply Br, at 124-125), 

Second, OHA argues that the payment for net ddiveries of energy should indude 
credits for transmission costs that are avoided and energy losses on the subtransmission 
and distribution systems that are avoided or reduced. Further, OHA requests that such 
payments for net deliveries should be made montiily without a requirement for the 

^ in the Matter af the Application of the Commission's Reuiem to Prooisioms af &te Pederd Energy PoHof Act of 
2005 Regarding Net Metering, Smart Metering, Demand Response, Co^neration, and Power Production, Case 
No. 054500-EL-COI (05-1500). 
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customer-generator to request any net payment The Comparues propose to make such 
payment annuaUy upon tiie customer's request (OHA Ex. 4 at 11-12). The Companies 
assert that OHA assumes that the customer-generator's activities wUI reduce 
transmission, subtransmission, and distribution line losses and there is no support for 
OHA's contention. Furtiier, AEPOhio argues that annual payment ia in compliance with 
Rule 4901:1-10.28(E)(3), Ohio Admmistrative Code (O.A.C.) (Cos. Reply Br. at 124). OHA 
witness Solganick conceded that die annual payment requirement is in compliance with 
the Conunission's rule (Jr. Vol. X at 118-119). 

Staff submits that the Companies' proposed NEMS-H tariff is premature given that 
requirements for hospital net metering are currentiy pending rehearing before the 
Commission in the 06-653 Case. Thus, Staff proposes, and OHA supports, that the 
Companies withdraw their proposed NEMS-H and refile die tariff once the new 
requirements are effective or with the Companies' next base rate proceeding, whichever 
occurs first (Staff Ex. 5 at 9; OHA Reply Br. at 9). AEPOhio argu^ tiiat tiie status of tiie 
06-653 Case should not postpone the hnplemepitation of one of tiie objectives of SB 221 
and notes tiiat ff the final requiremente adopted in the 06-653 Case impact tiie 
Companies' NEMS-H, the adopted requirements can be incorporated into the NEMS-H 
schedule at that time. 

As the Commission is in the process of determining the net energy meter service 
requirements pursuant to SB 221 in tiie 06-653 Case, the Commission finds AEPOhio's 
revisions to its net energy metering service schedules premature. Therefore, the 
Commission finds, as proposed by Staff and supported by OHA, the Compaities should 
refile thdr net metering tariffs to be consistent with tiie requirements adopted by the 
Commission in the 06-653 Case or with the Companies' next base rate proceeding. 

G. Green Pricing and Renewalple Enerpf CIredit Purchase Programs 

CXZEA proposes that the Commission order AEPOhio to continue, with the input 
of the DSM collaborative, the Companies' Green Pricing Program and to require the 
Companies to develop a separate residential and small commercial net-metering customer 
renewable energy credit (REC) purchase program- OCC witness Gonzalez recommended 
a market-based pricing for RECs. On brief, OCEA proposes an Ohio mandatory market-
based rate for in-state solar electric application and a different rate for in-state wind and 
other renewable resources. OCEA asserts that the programs will assist customeis with 
the cost of owning and using renewable energy and assist the Comparues in meeting the 
renewable energy requirements (OCC Ex. 5 at 10-11; Tr. Vol. IV at 232-234; OCEA Br. at 
97-98). 
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The Companies argue that pursuant to the stipulation agr^ment approved by the 
Conunission in Case No, 06-1153-EL-UNC,35 the Green Pricing Program expired 
December 31, 2008. Further, the Companies note that the Commission approved the 
expiration of the Green Pricing Program by the Finding and Order issued in C!ase No. 08-
1302-EL-ATA,3* However, the Companies state that they intend to offer a new green 
tariff option during the ESP term (Cos. Ex. 3 at 13), Accordingly, tihe Companies request 
that the Commission OCEA's request to detaU or adopt a new green tariff option at this 
time. In regards to OCEA's REC proposal, the Companies assert that the prescriptive 
pricing recommendation presented on brief is at odds with the testimony of OCCs 
witness. Further, the Companies note that OCCs witness acknowledged the 
administrative and cost-effective issues associated with the proposal. Thus, the 
Companies note that as OCCs witness acknowledged, the proposal requires further 
study before being implemented. 

WhUe the Commission beUeves there is merit to green pricing and REC programs 
and, therefore, encourages the Companies to evaluate the feasibiUty and benefite to 
implementing such programs as soon as practicable, we decline to order the Companies 
to initiate such programs as part of this ESP proceeding, as it is not necessary that these 
optional requests be pursued by the Companies at this time. Accordingly, we find that it 
is unnecessary to modify AEPOhio's ESP to indude any green pricing and REC 
programs, and we decline to do such modification at this time. 

FI- Gavin Scrubber Lease 

The Companies note that in the Gavin Scmbber Case,̂ ^̂  the Commission 
authorized OP to enter into a lease agreement with JMG Funding, L.P. (JMG) for a 
scrubber/solid waste disposal faciUties (scmbber) at the (Savin Power Plant. Under the 
terms of the lease agreement the agreement may not be canceUed for tiie initial 15-year 
term. After the initial 15-year period, under the Gavin lease agreement OP has the option 
to renew or extend the lease for an additional 19 years, OP entered into the lease on 
January 25,1995. Therefore, the initial lease period ends in 2010, and at that time, OP will 
have the option of renewing the Gavin scmbber lease for an additional 19 years, until 
2029. On AprU 4, 2008, OP filed an application for authority to assume the obUgations of 
JMG and restmcture the finaiKing for certain JMG obUgations in the OP and JMG case.^ 
In the OP and JMG case, the Commission approved OFs request subject to two 
conditions: OP must seek Commission approval to exerdse the option to purchase the 

35 In re Columbus Southem Power Company and Ohio Power Compam ,̂ Case No. 06-1153-EL-UNC (May 2, 
2007), 

^ In re Columbus Southem Power Conrpany and Ohio Power Company, Case No. {^1302-EL-ATA 
(December 19,2008). 

'̂̂  In re Ohio Power Company, ( jse No. 93.793-EL-AIS, Opinion and Order (December 9,199S), 
^ In re Ohio Power Company, Case No. 0849&-EL-AIS, Finding and Order (June 4,2008), 
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Gavin scrubbers or terminate the lease agreement and OP must provide the Commission 
with details of how the company intends to incorporate the project into its ESP (Coa Ex. 
2-A at 56-58). 

As part of the Companies' ESP appUcation, OP requests authority to return to tiie 
Commission to recover any increased costs associated with the Gavin lease (Cos. Ex. 2-A 
at 56-58). The Companies state that a decision on the Gavin scmbber lease has not been 
made because the market value of the scmbbers and the analysis to determine the least 
cost option is not available at this time. 

The Commission recognizes that additional information is necessary for the 
Companies to evaluate the options of the Gavin lease agreement and, to tiiat end, we 
believe that AEPOhio should be permitted to file an application to request recognition of 
the Gavin lease at the time that it makes its decision as to purchasing or terminating the 
lease. Once the Companies have made their election, they should conduct a cost-b«iefit 
analysis and fUe it with the Commission prior to seeking recovery of any incremental 
costs associated with the Gavin scmbber lease. 

I. Section V.E (Interim Flan^ 

The Companies assert that this provision is part of the total ESP package and 
should be adopted. The Companies requested that the Commission authorize a rider to 
coUect the difference between the ESP approved rates and the rates under the Companies' 
current SSO for the length of time between the end of the December 2008 biUing month 
and the effective date of the new ESP rates. 

We find Section LE of the proposed ESP to be moot witii this opinion and order. 
The Commission issued finding and orders on December 19,2008, and February 25,2009, 
interpreting the statutory provision in Section 4928,14(C)(1), Revised Code, and 
approving rates for an interim period untU such time as the Commission issues its order 
on AEFs proposed ESP.39 Those rates have been in effect with the first billing cyde in 
January 2009. Consistent with Section 4928.141, Revised Code, which requires an electric 
utiUty to provide consumers, beginning on January 1, 2009, a SSO establisl^ in 
accordance with Section 4928.142 or 4928.143, Revised Code, and given tiiat AEPOhio's 
proposed ESP term begins on January 1, 2009, and continues through December 31, 2011, 
we are authorizing the approval of AEFs ESP, as modified herein, effective January 1, 
2009. However, any revenues coUected from customers during the interim period must 
be recognized and offset by die new rates and charge approved by this opinion and 
order. 

39 In re Columbus Southem Power Company and Ohio Power Company, Case No. 08.1302^EL.ATAr Pinding 
and Order at 2-3 (December 19,2008) and Finding and Order at 2 (February 25,2009). 
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VII. SIGNIFICANTLY EXCESSIVE EARNINGS TEST (SEED 

Section 4928.143(F), Revised Code, requires that at the end of each year of the ESP, 
the Commission shaU consider if any adjustmenta provided for in the ESP: 

...resulted in excessive eamings as measured by whetfier tiie 
eamed retum on common equity of the dectric distribution 
utility is signiflcantiy in excess of the retum on common equity 
that was eamed during the same period by publicly traded 
companies, including utitities, that face comparable business 
and financial risk, with such adjustments for capital structure 
as may be appropriate. 

AEPOhio's proposed ESP SEET process may be summarized as foUows; The book 
mea3m*e of eamings for CSP and OP is detennined by calculating net income divided by 
beginning book equity. The Companies then propose that the ROE for CSP and OP 
should be blended as the book equity amounts for AEPOhio is more meaningful since 
CSP and OP are supported by AEP Corporation, To develop a comparable risk peer 
group, including public utUities, with simflar business and financial risk, AEPOhio's 
process indudes evaluating aU publicly traded U.S. firms. By using data from both Value 
Line and Compustat AEPOhio applies the standard dedle portfolio technique, to divide 
tiie firms into 10 different busmess risk groups and 10 different finandal risk groups 
(lowest to highest). AEPOhio would then sdect the ceU which indudes AEP 
Corporation.. To account for the fact that the business and financial risks of CSP and OP 
may differ from AEP Corporation, this aspect of the process is repeated for CSP and OP 
and taken into consideration in determining whether CSFs or OFs ROEs are excessive. 
The ESP evaluates business risk by using unlevered Capital Asset Pricing Model betas (or 
asset betas) and the financial risk by evaluating the book equity ratio. The Companies 
assert that the book equity ratio is more stable from year to year and, therefore, is 
considered by fbced-income investors and credit rating ag^Kies, The ESP utilized two 
standard deviations (which is equivalent to the traditional 95 percent confidence levd) 
about the mean ROEs of the comparable risk peer group and the utiUty peer group to 
determine the starting point for which CSFs or OFs ROE may t>e considered exce^ve 
(Cos. Ex. 5 at 13-42). FinaUy, AEPOhio advocates that the earning^ for each year the 
SEET is applied should be adjusted to exclude the margins assodated with OSS and 
accounting eamings for fud adjustment clause defends for which the Companies wiU not 
have collected revenues (Cos. Ex, 2-A at 37-38; Cos. Ex. 6 at 16-17; Cos. Ex. 2 at 3940). 

OCC, OEG, and the Cbmmerdal Group each take issue with tile devdopment of 
the comparable firms and the threshold of significantiy excessive eamings. Kroger and 
OCEA argue that the Companies' statistical process for determining when CSP and OP 
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have eamed significantiy excessive earnings improperly shifts the burden of proof set 
forth in the statute from the company to other parties. 

CXC witness Woolridge developed a proxy group of dectric utiUtiea to establish 
the business and financial risk indicators, then uses Value Line to develop a data base of 
companies with business and financial risk indicators within the range of the electric 
utility proxy group. Woobridge suggesta computing the benchmark ROE for the 
comparable companies and adjusting ^ e benchmark ROE for the capital stmcture of 
Ohio's electric utility companies and adjusting the benchmark by tiie FERC 150 basis 
points ROE adder to determine significantly excessive eamings (OCC Ex. 2 at 5-6, 20). 
AEPOhio argues that OCC's process is contrary to the language and spirit of Section 
4928.143(F), Revised Code, as the statute requires the comparable firnis indude non-
UtiUty finns. The SEET proposed by OCC witness Woolridge results in the same 
comparable list of firms for each Ohio electric utility evaluated (Cos, Ex. 5-A at 5^). 

OEG proposes a method to establish the comparable group of firms by utiUzing the 
entire list of pubUcly traded electric utilities in Value Line's Dataflle,^ and one group of 
non-utility firms. The comparable non-utility group is composed of Companies' with 
gross plant to revenue between 1.2 and 5.0, gross plant in excess of $1 biUion and 
companies for which Value Line has a beta (OEG Ex. 4 at 4-6). OEG then calculates the 
difference in the average beta of dectric utiUty group and the non-utiUty group and adjust 
it by the average historical risk premium for the period 1926 to 2008, whkh equals 7.0 
percent to determine the adjustment to account for the reduced risk assodated with 
utilities. Thus, for example, for the year 2007 OEG detennined that the average non-
utility eamed retum of 14.14 percent yields a risk-adjusted retum of 12.82 percent. OEG 
then applies an adjustment to recognize the financial risk differences of AEPOhio to the 
utUity and non-utiUty comparison groups. FInaUy, to determine the levd at which 
eamings are "sigruficantiy excessive," OEG suggests an adder of the 200 basis points to 
encourage investments (OEG Ex. 4 at 7-9). OEG argues that the lase of statistical 
confidence ranges as proposed by AEPOhio would severely limit any finding of 
excessive eamings as a two-tailed 95 percent confidence interval would mean that only 
2.5 percent of all observations of aU the sample company groups would be deemed to 
have excessive eamings. Further, OEG argues that as a statistical analysis the AHPOhio-
proposed method eliminates most if not all, of the Commission's flexibility to adjust to 
economic circumstances and determine whether the utiUty company's eamings are 
significantiy excessive (OEG Ex. 4 at 9-10). 

AEPOhio contends that OEG's SEET method fails to comply with the statutory 
requirements for the SEET, fails to control for finarKial risk of the comparable sample 
groups, fails to account for business risk and wUl, like the process proposed by OCC, 

*̂  OEG would eliminate one company with a significant negative retum on equity for 2007. 
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produce the same comparable non-utiUty and utility group for each of the Ohio dectric 
utilities (Cos. Ex. 5-A at 8-9). 

The Commercial Group asserts that AEPOhio's proposed SEET methodology wiU 
produce volatile eamed retum on equity thresholds and, therefore, does not meet the 
primary objective of an ESP'which is to stabUize rates and support the economic 
development of the state. Further, AEPOhio's SEET method, according to the 
Commerdal Group, fails to compose a comparable proxy group with business risk similar 
to CBP and OP, induding unregulated nudear subsidiaries and deregulated generation 
subsidiaries. Thus, Commercial Group recommends a comparable group consist of 
publicly traded regulated utility companies as determined by the Edison Electric Institute 
(EEI), Commercial Group witness (Sorman notes that using EEI's designated group of 
regulated entities and Value Lines eamed retum on common equity shows that the 
regulated companies had an average retum on equity of approximately 9 percent for the 
period 2005 through 2008. Witness Gorman contends that over the period 2005 through 
2008 and projected over the next 3 to 5 years, approximately 85 percent of the eamed 
retum on equity observations for the designated regulated dectric utiUty companies wiU 
be at 12.5 percent retum on equity or less. Therefore, Commercial Group recommends 
that the SEET test be based on the Commission-approved rettun on equity plus a spread 
of 200 basis points. Commercial Group witness Gorman reasons that the average risk, 
extreme risk and beta spread over AEPOhio's proxy group suggest that a 2 percent/200 
basis points is a conservative detennination of the excessive eamings threshold 
(Commercial Group Ex, 1 at 3,12-17). 

AEPOhio argues that the Cormnercial Group's proposed SEET fails to devdop a 
comparable group as required by the SEET and ignores the fact that the rate of return is a 
forward-looking analysis and the SEET is retrospective. Thus, AEPOhio concludes that 
this method does not address the measurement of finandal and busdness risk {Ccm. Ex. 
5-A at 9-10). 

OCC opposes the exdusion of accotmting eamings for fuel adjustment clause 
defends and the deduction of revenues assodated ivifhOSS, as OSS are not one-time 
write-offs or non-recurring items (OCC Ex. 2 at 21). OCC contends that revenues 
assodated with the deferrals are reported during the same period with the Companies 
fuel-related expenses and to eliminate the defenals, as AEPOhio proposes, would reduce 
the revenues for the period vrithout deducting for the underlying expense (OCZC Reply Br. 
69-70). Similarly, Kroger proposes that AEPOhio credit the fud adjustment clause for the 
margin generated by OSS and notes that AEP Corporation's West Virginia and Virginia 
electric distribution subsidiaries currentiy do so despite AEPOhio's assertion that such is 
in violation of federal law (Kroger Ex. 1 at 9), 
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Staff advocates a single SEET methodology for aU dectric distribution utihties as to 
the selection of comparable firms and, further, proposes a workshop or technical 
conference to develop the process to determine the "comparable group earnings' for the 
SEET. Staff witness Cahaan reasons that tiie SEET proposed by AEPOhio as a technical, 
statistical analysis, ff incorrectiy formulated shifts the burden of proof from the company 
to the other parties. Staff also contends that the Companies' SEET proposal is based upon 
a definition of significance which woiald create intemal inconsistencies if applied to the 
statute. Further, Staff beUeves the "zone of reasonable" eamings can be framed by a 
retum on equity with an adder in the range of 200 to 400 basis points* Further, Staff 
recognizes that if, as AEPOhio suggests, revenues from OSS are excluded from SEET, 
other adjustments would be required. Staff believes It would be unreasonable to 
predetermine those other adjustments as this time. Thus, Staff proposes that this 
proceeding determine the method of establishing the comparable group and specify the 
basis points that will be used to determine "significantiy excessive eamings." Staff claims 
that under its proposed process, at the end of the year, the ROB of the comparable group 
could be compared to the electric utiUty's 10-K or FERC-1 and, if the electric utiUty's ROB 
is less than that of the sum of the comparable group's ROE plus the adder, it wiU be 
presumed that the electric utility's eamings were not significantiy excessive. Further, 
Staff asserts that any party that wishes to challenge the presumption would be required to 
demonstrate otherwise. K, however, the dectric utiUt/s eamed ROB is greater tiian the 
average of the comparable group plus the adder, the electric utiUty would be required to 
demonstrate that its eamings are not significantiy excessive (Staff Ex. 10 at 8,16,19,21-24, 
26-27; Staff Br. at 27). 

OCEA, OMA, and the Commercial Group r8Commend that the comparable firm 
process for the SEET be determined, as Staff proposes, as part of a workshop (OĈ BA Br. at 
110; OMA Br. at 13; Commercial Group Br. at 9), 

The Commission believes that the determination of the appropriate methodology 
for the SEET is extremdy important. As evidenced by the extensive testimony in this case 
conceming the test there are many different views conceming what is intended by the 
statute and what methodology should be utilized. However, as pointed out by several 
parties, whatever the ultimate determination of what the methodology should be for the 
test the test itself will not be actuaUy appUed untU 2010 and, as proposed by the 
Companies, will not commence until August 2010, after Compustat information is made 
publicly available (Cos. Ex. 5 at 11-12), Therefore, consistent with our opinion and order 
issued in the FirstEnergy ESP Case,*^ the Commission agrees with Staff that it would be 
wise to examine the methodology for the excessive eamings test set forth in the statute 
within the framework of a workshop. This is consistent with the Conunission's finding 
that the goal of the workshop wUl be for Staff to devdop a common metiiodology for the 

41 In re Ohio Edison Company, The Clevehmd Electric lUuminaHng Company, and the Toledo Edison Company, 
Case No. 08-935-EL-SSO, <>pinlon and Order O^ecembcr 19,2008). 
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excessive eamings test that should be adopted for aU of the electric utilities and then for 
Staff to report back to the Commission on its findings. Despite AEPOhio's assertions that 
FirstEnergy's ESP is no longer applicable since the FirstEnergy companies rejected the 
modified ESP, the Commission finds that a common methodology for signiflcantiy 
excessive eamings continues to be appropriate given that other K P applications are 
currentiy pending and, even under AEPOhio's ESP appUcation, the SEET information is 
not available until the July of the following year. Accordingly, the Commission finds that 
Staff should convene a workshop consistent with this determinatioa However, 
notwithstanding the Commission's condusion that a workshop proems is the method by 
which the SEET wUl be devdoped, we recognize that AEP-Ohio must evaluate and 
determine whether to accept the ESP as modified herein or reject the modifled ESP and, 
therefore, require clarification of our decision as to OSS and deferrals (Cos. Reply Br. at 
134). We find that a determination of the Companies' eamings as "si^iificantiy 
excessive" in accordance with Section 4928,143(F), Revised Code, necessarily exdudes 
OSS and deferrals, as weU as the retated expenses associated with the deferrals, consistent 
with our decision regarding an offset to fud costs for any OSS margins in Section UIA.l.b 
of this order. The Commission believes that defenals should not have an impact on the 
SEET until the revenues associated with defenals are recdved. Further, althou^ we 
conclude that it is appropriate to exdude off-system sales from the SEET calculation, we 
do not wish to discourage the effident use of OFs generation faciUties and, to the extent 
that the Companies' eamings result from wholesale source, tiiey should not be 
considered in the SEET calculation. 

VIII. MROV.ESP 

The Comparues argue that "It]he public interest is served if the ESP is more 
favorable in the aggregate than the expected results of an MRO" (Ciw. Br. at 15), The 
Companies' further argue that the state poUcy set forth in Section 4928,02(A), Revised 
Code, is satisfied if the price for dectric service, as part of the ESP as a whole, is more 
favorable than the expected results of an MRO (Id,). The Companies aver that not only is 
the SSO proposed under the ESP more attractive than the SSO resultijig froman MRO, 
other non-SSO factors exist adding to the favorabiUty of the ESP over the MRO (Cos. Ex. 
2-A at 4,8; Cos. Ex. 3 at 14rl9). SpecificaUy, AEP calculated tiie market price competitive 
benchmark for the expected cost of dectricity supply for retail electric generation SSO 
customers in the Companies' service territories for the next three years as $88.15 per 
MWH for CSP and $85.32 per MWH for OP for fiiU requirements service (Cos. Ex. 2-A at 
5). These competitive benchmark prices were calculated by AEP using market data from 
the first five days of each of tiie first three quarters of 2008, and averag^g the data (Id. at 
15). 

AEPOhio witness Baker tiien compared tiie ESP-based SSO with the MRO-based 
^ O , analyzing the foUowing components: market prices for 2009 througji 2011; titie 
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phase-in of the MRO over a period of time pursuant to Section 4928.142, Revised Code, at 
10 percent, 20 percent and 30 percent; the fuU requirements pricing componente of the 
states of Delaware and Maryland; PJM costs; incremental environmental costs, POLR 
costs, and other non-market portions of an MRO-based SSO (Cos. Ex. 2-A at 3-17). AEP­
Ohio witness Baker also considered non-SSO costs in the comparison, such as the 
distribution-rdated costs of $150 niiUion for CSP and $133 miUion for OP (Id. at 16-17). 
AEPOhio concluded tiiat tiie cost of die ESP Is $1.2 biUion and tiie cost of tiie MRO is $1.5 
billion for CSP, while tiie cost of tiie ESP is $1,4 billion and tiie cost of the MRO is $1.7 
billion for OP (Cos. Ex. 2-B, Revised Exhibit JCB.2). Therefore, AEPOhio states that tiie 
ESP for the Companies in tiie aggregate and for each individual company is dearly more 
favorable for customers, and would result in a net beneflt to the customers under the iffiP 
as compared to tiie MRO of $ 292 miUion for CSP and $262 miUion for OP (Id.; Cos. Br. at 
135). 

The Companies state that in addition to the generation component the ESP has 
other elements that when taken in the aggregate, make the ESP considerably more 
favorable to customers tiian an MRO altemative (Cos. Ex. 2-A at 17-18), AEPOhio 
explains that the benefits in the ESP that are not available in an MRO, include: a 
shareholder-funded commitment focused on economic development and low-income 
customer assistance programs; price certainty and stebUity for generation service for a 
specified three-year period; and gridSMART and enhanced distribution rdtabiUty 
initiatives (Cos. Ex. 2-A at 17-18; Cos. Ex, 3 at 16-18; Cbs. Br. at 135-137), 

The Companies contend that once the Commission determines that the ESP is more 
favorable in the aggregate, then the Commission is required to approve tiie ESP. If tiie 
Commission determines that the ESP is not more favorable in tiie aggregate, then the 
Commission may modify the ESP to make it more favorable or it may disapprove the ESP 
application. 

Staff states that as a general principle. Staff believes that the Companies' proposed 
EBP is more favorable than what would be expected under an MRO (Staff Br, at 2). 
However, Staff explains that modifications to the proposed ESP are necessary to make the 
ESP reasonable (Id.), With Staff's proposed adjustments to the ESP rates. Staff witness 
Hess testified that the Companies' proposed ESP "results in very reasonable rates" (Staff 
Ex. 1 at 10). Furthermore, Staff witness Hess demonsfrated, utilizing Staff witness 
Johnson's estimated market rates, that the ESP is more favorable in the aggregate as 
compared to the expected results of an MRO (Staff Ex, 1-A, Revised Exhibit JEH-l; Staff 
Br. at 26). 

Several intervenors are critical of various components of AEPOhio's proposed ESP 
and thus conclude that the ESP, as proposed, is not more favorable in the aggregate and 
should be rejected or substantiaUy modified, or that AEPOhio has failed to meet its 

000070 



08-917-EL-SSO and 08.918-EL-SSO -71-

burden of proof under the statute tfiat the proposed ESP, in the aggregate, ia more 
favorable tiian an MRO (OPAE Br. at 3, 22-23; OMA Br. at 3; Krogier Br. at 4; OHA Br. at 
11; Conmiercial Group Br, at 2-3; OEG Br. at 2-3; ConsteUation Br. at 16-18), More 
specifically, OHA contends that the Commission must take into account aU terms and 
conditions of the proposed ESP, not just pricing (OHA Br. at 8-9). OHA further explains 
that the Commission must wdgh the totaUty of the circumstances presented in the 
proposed ESP with the totaUty of the expected results of an MRO (Id, at 9). OHA also 
states that the proposed ESP fails to mitigate the harmful effects of new regidatory assets, 
proposed defenals, and rate increases on hospitals and, therefore, the ESP does not 
provide benefits that make it more favorable than a simple MRO (id. at 11). lEU asserts 
that both the Companies' and Staffs comparison of tiie ESP to an MRO are flawed 
because the comparisons fail to refiect the projected costs of deferrals, assume the 
maximum blending percentages aUowed under 4928.142, Revised Code, and fall to 
demonstrate the incremental effects of the maximum blending percentages on the FAC 
coste (lEU Br. at 33, dting Cos. Ex, 2-A, Staff Ex. 1, Exhibit JEH-l, Tr. Vol. XI at 78-82, and 
Tr. Vol. Xm at 87-88). 

OCEA disputes the Companies' comparison of the ESF to the MRO, stating that the 
Companies have overstated the competitive benchmark prices (OCC Ex, 10 at 15; OCEA 
Br. at 19-24). Based on data from the fourth quarter 2008, and taking in ccmsideration 
adjustments for load shaping and distribution losses, CXTC calculates that the updated 
competitive benchmark prices should be $73.94 for CSP and $71.07 for OP (OCC Ex. 10 at 
15-24), 0C;EA also questioned other underljrtng components of AEP witness Baker's 
comparison of the MRO to the ESP regarding the proposed ESP, as weU as the exdusion 
of certain costs in the MRO calculation (Id. at 37-40). Nonetheless, OCEA ultimatdy 
condudes that AEFs IBSF, if appropriately modified, is more favorable than an MRO 
(OCEA Br. at 19-24; OCC Ex. 10 at 39). Constellation also submits tiiat the forward 
market prices for energy have fallen significantiy since the Companies' filed their 
application and submitted thefr supporting testimony (Constellation Ex. 2 at 16). 

Contrary to the position taken by ConsteUation and OCEA,^ AEPOhio contends 
that the market price analysis supplied in support of the ESP does not need to te updated 
in order for the Commission to determine wlrether the ESP is more favorable that the 
expected result of tiie MRO. Furthermore, AEPOhio responds that the appropriate 
method is to look over a longer period of time, and not just focus on the recent dedine in 
forward market prices. (Cos, Reply Br. at 130-131). 

Contrary to argumente raised by various intervenors, AEPOhio avers that the 
legal standard to approve the ESP is not whether the Commission can make the ESP even 
more favorable, whether the rates are just and reasonable, whether the costs are pmdentiy 

^^ Constellation Br. at 17; OCEA Br. at 19-24. 
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incuned, whether the plan provisions are cost-based, or whether each provision of the 
plan is more favorable than an MRO (Cos. Reply Br. at 1-6), The Companies contend that 
the Commission only has authority to modify a proposed ESP if the Ck^mmission 
determines that the ESP is not more favorable tiian the expected results of an MRO (Id. at 
4). As some intervenors have recognized,'*^ the Commission d o ^ not agree that our 
authority to make modifications is limited to an after-the-fact determination of whether 
the proposed ESP is more favorable in the aggregate Rather, the Commission finds tiiat 
our statutory authority includes the authority to make modifications supported by the 
evidence in the record in this case. Based upon our opinion and order and using Staff 
witness Hess' methodology of the quantification of Ihe ESP v. MRO comparison, as 
modified herein, we beUeve tiiat tiie cost of the ESP is $673 nuUion for CSP and $747 
miUion for OP, and the cost of the MRO is $1.3 biUion for CSP and $1.6 bUUon for OP. 

Accordingly, upon consideration of the appUcation in this case and tiie provisions 
of Section 4928.143(C:)(1), Revised Code, tiie Commission fmds tiiat tiie ESP, including its 
pricing and all other terms and conditions, induding defenals and future recovery of 
deferrals, as modified by this order, is more favorable in the aggregate as compared to the 
expected results tiiat would otherwise apply under Section 4928,142, Revised Code. 

IX. CONCLUSION 

The Commission believes that it is essential that the plan we approve be one that 
provides rate stability for the Companies, povides future revenue certainty for the 
Companies, and affords rate predictability for the customers. Upon consideration of tiie 
application in this case and the provisions of Section 4928.143(C)(1), Revised Code, tiie 
Commission finds that the ESP, induding its pricing and all other terms and conditions, 
including defenals and future recovery of defenals, as modified by this order, is more 
favorable in the aggregate as compared to the expected results that would otherwise 
apply under Section 4928.142, Revised Code. Therefore, tiie Commission finds that tiie 
proposed three-year ESP should be approved with the modifications set forth in tfiis 
order. To the extent that intervenors have proposed modifications to tiie Companies' ESP 
that have not been addressed by this opinion and order, the Commission condudes that 
the requests for such modifications are denied. 

Furthermore, the Commission finds that the Companies' should file revised tariffs 
consistent with this order, to be effective with bills rendered January 1, 2009. In Ught of 
the timing of the effective date of the tariffs, the Commission finds that the revised tariffs 
shall be approved upon fUing, effective January 1,2009, as set forth herein, and contingent 
upon final review by the Commission. 

« OEG Br. at 3. 
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FINDINGS OF FACT AND CONCLUSIONS OF LAW: 

(1) CSP and OP are public utilities as defmed in Section 4905.02, 
Revised Code, and, as such, the compaiues are subject to the 
jurisdiction of this Commission. 

(2) On July 31,2008, CSP and OP filed applications for an SSO in 
accordance with Section 4928.141, Revised Code. 

(3) On August 19,2008, a technical conference was held regarding 
AEPOhio's applications and on November 10, 2008, a 
prehearing conference was held in these matters. 

(4) On September 19, 2008, and October 29,2008, intervention was 
granted to: OEG; CXIC; Kroger; OEQ lEUOhio; OPAE; APAC; 
OHA; Constellation; Dominion; NRDC; Siena; NEMA; 
Integrys; Direct Energy; OMA; OFBF; Wind Energy; 
OASBO/OSBA/BASA; Ormet Consumer PowerUne; Morgan 
Stanley Capital Group Inc.; Commerdal Group; EnerNoc, Inc.; 
andAICUO. 

(5) The hearing in these proceedings commenced on 
November 17, 2008, and concluded on December 10, 2(X». 
Eleven witnesses testified on behalf of AEPOliio, 22 witnesses 
testified on behaff Q( various intervenors, and 10 witn^ses 
testffied on behaff of the Commission Staff. 

(6) Five local hearings were held in these matters at which a total 
of 124 vritnesses testified. 

(7) Briefs and reply briefa were filed on December 30, 2008, and 
January 14,2009, respectively. 

(8) AEPOhio's appUcations were filed pursuant to Section 
4928.143, Revised Code, which authorizes the electric utiUties 
to tile an ESP as tiiefr SSO. 

(9) The proposed ESP, as modified by this opinion and order, 
including its pricing and all other terms and conditions, 
including deferrals and future recovery of deferrals, is more 
favorable in the aggregate as compared to the ecpected results 
that would otherwise apply under Section 4928.142, Revised 
Code, 
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ORDER: 

It is, therefore, 

ORDERED, That the Companies' appUcation for approval ot an KP, pursuant to 
Sections 4928.141 and 4928.143, Revised Code, be modifled and approved, to tiie extent 
set forth herein. It is, further, 

ORDERED, That the Companies fUe thefr revised tariffs consistent with this 
opinion and order and that the revised tariffs be approved effective January 1,2009, on a 
biUs-rendered basis, contingent upon final review and approval by the Commissioru It is 
further, 

ORDERED, That each company is authorized to file in final form four complete^ 
printed copies of its tariffs consistent with this opinion and order, and to cancel and 
withdraw its superseded tariffs. The Companies shaU file one copy in this case docket 
and one copy in each Company's TRF docket (or may make such filing electronicaUy, as 
directed in Case No. 06-900-AU-WVR), The remaining two copies shaU be designated for 
disfribution to Staff. It is, further, 

ORDERED, That the Companies notify aU affected customers of the changes to the 
tariff via bill message or bUl insert within 45 days of the effective date of the tariffs. A 
copy of this customer notice shaU be submitted to the Commission's Service Monitoring 
and Enforcement Department Rdiability and Service Analysis Division at least 10 days 
prior to its distribution to customers. It is, further. 
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ORDERED, That a copy of tlus opinion and order be served on aU parties of record. 

THE PUBUC JJTlLrnES COMMISSION OF OHIO 

lAhJl 
Alan R. Schriber, Chairman 

Paul A. Centolella 

ihiu M/TUA. 
Valerie A. Lemmie 

KWB/GNS;vrm/ct 

Entered in the Journal 
MAR 1 8 2009 

jQ.iuJu gbu^i 'B^a^ 

Rene6 J. Jenkins 
Secretary 

Ronda Hartman Fergus 

Cheryl L. Roberto 
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BEFORE 

THE PUBLIC UnLmES COMMISSION OF OHIO 

In the Matter of the AppUcation of 
Columbus Southem Power Company for 
Approval of its Elecfric Security Plan; an 
Amendment to its Corporate Separation 
Plan; and the Sale or Transfer of Certain 
Generating Assete. 

In the Matter of the Application of 
Ohio Power Company for Approval of 
its Electric Security Plan; and an 
Amendment to its Corporate Separation 
Plan. 

Case No. 08-917-EL-SSO 

C:aseNo.t»-918-EL-SSO 

CONCURRING QPINIQNQF CHAIRMAN ALAN R. SCHRIBER 

AND COMMISSIONER PAUL A. CENTOLELLA 

We agree with the Commission's decision and write this concurring opinion to 
express additional rationales supporting the Commission's dedsion in two areas. 

gridSMART Rider 

The Order sets the initial amount to be recovered through the gridSMART rider 
based on the availability of federal matching funds for smart grid demonstrations and 
deployments under the American Recovery and Reinvestment Act of 2009. AEPOhio 
should promptly take the necessary steps to apply for available federal funding. 
AdditionaUy, AEPOhio should work with staff and the coUaborative established imder 
the Order to refine its Phase 1 plan and initiate deployments in a timely and reasonable 
manner. 

The foimdation of a smart grid is an open-architecture communications system 
which, first, provides a commori platform for implementing distribution automation, 
advanced metering, time-differentiated and dynamic pricing, home area networks, and 
other applications and, second, integrates these applications with existing systems to 
improve reliabUity, reduce costs, and enable consumers to better control thefr electric bills. 

These capabiUtiea can provide significant consiaiier and sodetal benefite. In the 
near term, partidpating consumers wiU have new capabiUties for managing their energy 
usage to take advantage of lower power coste and reduce thefr electric bUIs. AEPOhio 
wiU be able to provide consumers feedback regarding thefr electric usage patterns and 
improved customer service. And, the combination of distribution automation and 
advanced metering should enable AEP-Ohio to rapidly locate damaged and degraded 
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distribution equipment reduce outages, and minimize the duration of any service 
intermptions. We expect that consumers will experience a material improvement in 
service and reUability. 

SB 221 made it state poUcy to encourage time-differentiated pridng, 
implementation of advanced metering infrastructure, development of performance 
standards and targets for service quality for aU consumers, and implementation of 
disfributed generation. Section 4928.02 ol the Revised Code. The Commission's Order 
advances these polides. 

AEPOhio and its customers are Ukely to face significant challenges over the next 
decade from rising costs, requfrements for improved reUabiUty, and envfronmental 
constraints. Our Order wiU enable AEPOhio to take a first step in devdoping a modem 
grid capable of providing affordable, reUable, and environmentaUy sustainable electric 
service mto the future, 

PIM Demand Response Program 

First, we wish to emphasize that the Commission supports demand response 
initiatives. 

Second, it is essential that consumers benefit from demand response in terms of a 
reduction in the capadty for which AEPOhio customers are responsible. We encourage 
AEPOhio to work with PJM, the Commission, and interested stakeholders to ensure that 
predictable consumer demand response is recognized as a reduction in capadty that it 
must carry under PJM market mles, 

FinaUy, consumers should have the opportimity to see and respond to changes in 
the cost of the power that they use. While an ESP may set the overaU level of prices, 
consumers should have additional opportunities to beariefit by reducing consumption 
when wholesale power prices are high. We would encourage the companies to work with 
staff to develop additional djmamic pridng options for commerdal and industrial SSO 
customers who have the interval metering needed to support such rates. Such options 
should enablMiigible consumers to directly manage risk and optimize thefr energy usage. 

Alan R. Schriber Paul A. CentoleUa 
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BEFORE 

THE PUBLIC UTILITIES COMMISSION OF OHIO 

In the Matter of the Application of Columbus 
Southern Power Company for Approval of 
iin Efectrrc Security Plan; an Amendment to 
its Corporate Separation Plan; and the Sale or 
Transfer of Certain Generating Assets. 

In the Matter of the Application of Ohio 
Power Company for Approval of its Electric 
Security Plan; and an Amendment to its 
Corporate Separation Plan. 

Case No. 08-917-EL^SO 

Case No. 08-918-EL-SSO 

ENTRY NUNC PRO TUNC 

The Commission finds: 

(1) Section 4928.141, Revised Code, provides that electric utilities 
shall provide consumers a standard service offer (SSO) of all 
competitive retail electric services in accordance with Section 
4928.142 or 4928.143, Revised Code. 

(2) On July 31, 2008, Columbus Southern Power Company and 
Ohio Power Company (jointly, the Companies) fUed an 
application for an SSO, in the form of an dectric security plan 
(ESP) in accordance vnth Section 4928.143, Revised Code. 

(3) On March 18, 2009, the Commission issued an opiruon and 
order tiiat approved the Companies' proposed three-year ESP 
January 1, 2009, through December 31, 2009) with certain 
modifications, and directed each company to file revised tariffs 
consistent with the opinion and order and subject to final 
review and approval by the Commission. 

(4) Upon review of the opiruon and order, the Commission finds 
that inadvertent inconsistendes exist and must be conected. 
The second paragraph under section IX on page 72 incorrectiy 
references January 1,2009, as the effective date of the tariffs. As 
stated on page 62, the reference to the January 1, 2009, date 
should be to the ESP term> not to the tariffs. It was not the 
Commission's intent to allow the Companies to re-bill 
customers at a Wgher rate for thefr first quarter usage. The new 

Thia i s t o ce r t i fy fchat the images annearing are an 
accurate and completa reprofiisi^tion oi" a c^m 5Jla 
<JGcm»at d a l ' i v e : ^ in th« regular ccis.rfl,9 of bm^iueaa. 
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rates established pursuant to the ESP were not to go into effect 
until final review and approval by the Commission of the 
Companies' compliance tariffs. Given that our order was issued 
on March 18, 2009, and that the Companies' existing tariffs 
approved by the Commission were scheduled to expire no later 
than the last billing cycle of March 2009, it was anticipated that 
the new rates would not become effective until the ffrst billing 
cycle ot April. Accordingly, the second paragraph should state: 

Furthermore, the Cottimission finds that the Companies' 
should file revised tariffs consistent with this order, to be 
effective on a date not earlier than both the 
commencement of the Companies' April 2009 bUling 
cycle, and the date upon wliich final tariffs are filed with 
the Commission, In light of the timing of the effective 
date of the new tariffs, the Commission finds that the 
tariffs shaU be effective for biUs rendered on or after the 
effective date, and contingent upon final review by the 
Commission. 

(5) Similarly, the second ordering paragraph on page 74 should 
state: 

ORDERED, That the Companies file their revised tariffs 
consistent with this opinion and order and that the 
effective date of the new tariffs be a date not earUer than 
both the commencement of the Companies' April 2009 
billing cycle, and the date upon which four complete 
copies of final tariffs are filed with the Commission. The 
new tariffs shall be effective for bills rendered on or after 
the effective date, 

(6) Lastiy, the second paragraph under section I on page 64 
incorrectiy references Section I.E of the proposed ESP and 
Section 4928.14(C)(1) of the Revised Code. Instead, the first two 
sentences should state: "We find Section V.E of the proposed 
ESP to be moot with this opinion and order. The Commission 
issued finding and orders on December 19, 2008, and 
February 25, 2009, interpreting the statutory provision in 
Section 4928,141(A), Revised Code, and approving rates for an 
interim period until such time as the Commission issues its 
order on AEFs proposed ESP." 
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It is, therefore, 

ORDERED, That the opinion and order dated March 18, 2009, be amended, nunc pro 
tunc, as set forth above. It is, further, 

ORDERED, That a copy of this entry be served on all parties of record. 

THE PUBLIGOTILITIES COMMISSION OF OHIO 

Valerie A. Lemmie 

^Ac^^ilU^h 
Cheryl L. Roberto 

KWBict 

Entered in the Journal 

MAR 3 0 2009 

Rene^l-Jenkins 
Secretary 
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BEFORE 

THE PUBLIC UTILITIES COMMISSION OF OHIO 

Case No. 08-917-EL-SSO 

Case No. 08-918-EL-SSO 

In the Matter of the Application of Columbus 
Southern Power Company for Approval of 
an Electric Security Flan; an Amendment to 
its Corporate Separation Plan; and the Sale or 
Transfer of Certain Generating Assets. 

In the Matter of the Application of Ohio 
t^wer Company for Approval of its Electric 
Secutity Plan; and an Amendment to its 
Corporate Separation Plan. 

ENTRY 

The Commission finds: 

(1) On July 31, 2008, Columbus Southem Power Company and 
Ohio Power Company (jointly, the Companies) filed an 
application for a standard service offer (SSO), in the form of an 
electric security plan (ESP) in accordance with Section 4928.143, 
Revised Code. 

(2) On March 18, 2009, the Commission issued an opinion and 
order that approved the Companies' proposed three-year ESP 
(January 1, 2009, through December 31, 2009) witii certain 
modifications, and directed each company to file revised tariffs 
consistent with the opinion and order and subject to final 
review and approval by the Commission. 

(3) On March 23, 2009, each company filed in final form four 
complete copies of its revised tariffs. 

(4) On March 25, 2009, the Office of the Ohio Consumers' Counsel 
(OCC) and the Appalachian People's Action Coalition (APAC) 
(jointiy; Movants) filed a motion for stay or, alternatively, a 
motion to make rates subject to refund. The Industrial Energy 
Users-Ohio (lEU) filed a memorandum in support of the motion 
on the same day. Movants characterized the Commission's 
decision as retroactive ratemaking and argued that the stay is 
necessary to prevent irreparable harm to the Companies' 
residential customers during the pendency of any rehearing 
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and/or appeal of the Commission's order. Alternatively, 
Movants argued that the Companies' retroactive collection of 
rates should be subject to refund. 

(5) Specifically, Movants argued that the four-factor test goveriung 
a stay is applicable to the facts of this case, and the test is met by 
the Movants. Movants claim that there is a .strong likelihood 
that they wUl prevail on the merits, retroactive application of 
the new rates would cause irreparable harm to the Companies' 
customers, a stay would not cause substantial harm to the 
Companies, and a stay would further the public interest. 
Alternatively, Movants requested that the retroactive rate 
collections be .subject to refund in order to protect customers in 
the event that the Commission's decision is modified by the 
Commission on rehearing or subsequentiy overtiumed by the 
Supreme Court of Ohio. Movants noted that retroactive 
ratemaking is not permitted by Keco Indus, v, Cincinnati & 
Suburban Bell Tel Co, (1957), 166 Ohio St 254, and lEU added 
that the Commission's March 18, 2009, order violates the 
longstanding principle established in Keco. 

(6) The Companies filed a memorandum contra the Movants' 
motion on March 27, 2009. The Companies oppose the motion 
for a stay as well as Movants' altemative. While recognizing the 
importance of due process and the extraordmary demands 
placed upon the Commission and all parties during the Section 
4928.141, Revised Code, filuigs, the Companies noted that the 
150-day statutory period for approving an ESP as the SSO 
pursuant to Section 4928.143(C)(1), Revised Code, was not met 
While not assessing blame, the Companies expressed thefr 
disappointment with parties' positions articulated on this issue 
and .stated that the Companies' right to receive a ruling on their 
nSP application within the statutory timeframe cannot be 
sacrlEiced. The Companies also argued that the Commission's 
resolution of this issue was lawful and reasonable under the 
circumstances. The Companies further contend that Movants 
have not satisfied their burden of demonstrating that a stay is 
justified. 

(7) SpecificaUy, the Companies argued that the Commission's order 
approved a three-year ESP, which aUowed for a prospective rate 
mechanism to implement the term of the ESP. The Companies 
also explained that under their propo.sed tariffs, customers are 
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not being re-billed at a higher rate for their first quarter usage. 
The Companies added that the allowance for prospective rates 
to effectively enable the collection of twelve months of revenue 
increase over a nine-month period is a modification to their 
proposed ESP, which still must meet the applicable statutory 
standard, which is that the modified ESP must be more 
favorable in the aggregate than the expected results of a market 
rate option established pursuant to Section 4928.142, Revised 
Code. The Companies added that lEU misapplies Keco and that 
contrary to the Movants' claim, they will be substantially 
harmed by a stay. Lastly, the Companies contend that Movants' 
reliance on the Commission's November 17, 1982, decision in 
Zintmer (Case No. 81-1058-EL-AIR) is misplaced, and that 
granting the refund alternative proposed by Movants would 
unreasonably place any component of any future order 
approving a rate increase under a refund obligation. 

(8) On March 30, 2009, OCC fUed its reply to the Companies' 
memorandum contra. 

(9) The Commission is not persuaded by the Movants or lEU that a 
stay is warranted under the circumstances of this proceeding, 
and cannot find that the Movants or lEU have demonstrated 
that the four-factor test governing a stay has been met. 
Additionally, the Commission does not agree with Movants' 
characterization of our action as aUowing the Companies to 
retroactively collect rates. The new rates estabUshed pursuant 
to the ESP were not to go into effect until final review and 
approval by the Commission of the Companies' compliance 
tariffs. Therefore, it was anticipated that the new rates would 
not become effective until the first biUing cycle of April (the 
Companies' existing tariffs approved by the Commission are 
scheduled to expire no later than the last billing cycle of March 
2009). 

(10) Furthermore, the Commission finds no merit in lEU's argument 
regarding the Conunission's December 19, 2008, and 
February 25, 2009, orders issued in Case No. 08-1302-EL-ATA, 
approving rates for the interim period. Our order issued on 
December 19, 2008, specifically directed that the rates in effect 
on July 31, 2008, would continue until an SSO is approved in 
accordance with Section 4928.142 or 4928.143, Revised Code. 
Consistent with our December 19, 2008, order, the Companies 
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filed tariffs to implement those rates. Subsequentiy, on 
March 18, 2009, the Commission approved the Companies' ESP, 
with modifications, pursuant to Sections 4928.141 and 4928.143, 
Revised Code, which requfred that a SSO be established 
pursuant to Section 4928.142 or 4928,143, Revised Code, by 
January 1,2009. 

(11) The Companies' proposed tariff filing on March 23, 2009, 
implementing our March 18, 2009, order approving the ESP, 
with modifications, was reasonable and consistent with that 
order. Accordingly, the new rates should be implemented with 
the first billing cycle of AprU. 

(12) The Commission finds that the revised tariffs are reasonable 
and shall be approved, effective for bills rendered beginning the 
first biUing cycle of April. 

It is, therefore, 

ORDERED, That the motion filed by OCC and APAC on March 25,2009, is denied. 
It is, further, 

ORDERED, That the revised tariffs fUed by the Companies on March 23, 2009, are 
approved and effective for bills rendered beginning the first bUling cyde of April. It is, 
further, 
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ORDERED, That a copy of this entry be served on all parties of record. 

THE PUBLICIJTILmES COMMISSION OF OHIO 

Alan R. Schriber, Chairman 

Paul A. Centolella 

mkix I fl 
Valerie A. Lemmie 

KWB:ct 

Entered In the Journal 

t^AR 3 0 2QQ9 

Rene^ J, Jenkins 
Secretary 

Ronda Hartman FeiS?gua 

Cheryl L, Roberto 
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BEFORE 

THE PUBLIC UFILITIES COMMISSION OF OHIO 

In the Matter of the Application of Columbus 
Southern Power Company for Approval of 
an Electric Security Plan; an Amendment to 
its Corporate Separation Plan; and the Sale or 
Transfer of Certain Generating Assets. 

In the Matter of the AppUcation of Ohio 
Power Company for Approval of its Electric 
Security Plan; and an Amendment to its 
Corporate Separation Plan. 

Case No. 08-917-EL-SSO 

Case No. 08-918-EL-SSO 

ENTRY ON REHEARING 

The Commission finds: 

(1) On July 31, 2008, The Columbus Southem Power Company 
(CSP) and Ohio Power Company (OP) Oointly, AEPOhio or the 
Companies) fUed an application for a standard service offer 
(SSO) pursuant to Section 4928.141, Revised Code. The 
application is for an electric security plan (ESP) in accordance 
with Section 4928.143, Revised Code. 

(2) On March 18, 2009, the Commission issued its opinion and 
order (Order) in these matters approving, with modifications, 
AEPOhio's proposed K P . On March 30, 2009, the Commission 
amended, nunc pro time, its Order. 

(3) Section 4903.10, Revised Code, states tiiat any party to a 
Commission proceeding may apply for rehearing with respect 
to any matters determined by the Commission, within 30 days 
of the entry of the order upon the Commission's journal. 

(4) On April 16, 2009, Ohio Energy Gnjup (OEG) and Indusfrial 
Energy UsersOhio (lEU) each filed applications for rehearing. 
Applications for rehearing were also filed by the Office of the 
Ohio Consumers' Counsel (OCC); Ohio Association of School 
Business Officials, Ohio School Boards Association, and 
Buckeye Association of School Administrators (coUectively, 
Schools); Ohio Hospital Association (OHA); Ohio 
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Manufacturers' Association (OMA); Kroger Company (BCroger); 
and AEPOhio on AprU 17, 2009. Memoranda contra tiie 
various applications for rehearing were fUed by Kroger, OCC, 
AEPOhio, lEU, OEG, Integrys Energy Service, Inc. (Integrys), 
and Ohio Partners for Affordable Energy (OPAE). In thefr 
applications for rehearing, the various intervenors raised a 
number of assignments of enor, alleging that the Order is 
unreasonable and unlawful. 

(5) By entry dated May 13,2009, the Commission granted rehearing 
for further consideration of the matters specified in the 
applications for rehearing. In this entry, the Commission will 
address the assignments of error by subject matter as set forth 
below. 

(6) llie Commission has reviewed and considered all of the 
arguments on rehearing. Any argimients on rehearing not 
SpecificaUy discussed herein have been thoroughly and 
adequately considered by the Commission and are being 
denied. 

(7) lEU filed a motion for immediate reUef from electric rate 
increases on AprU 20,2009, and AEP-Ohio fUed a memorandum 
confra on AprU 23, 2009. lEU fUed a reply on April 24, 2009. 
Further, on June 5, 2009, OCC, OMA, Kroger, and OEG filed a 
motion for a refund to AEP-Ohio's customers and a motion for 
AEPOhio to cease and desist future collections related to its 
arrangement with Ormet Primary Aluminum Corporation 
(Ormet) from its customers, AEP-Ohio and Ormet fUed 
memoranda contra the motions on June 12, 2009, and June 23, 
2009, respectively, and the movants replied on June 17, 2009, 
and June 30, 2009. OCC also indicates in its application for 
rehearing that it is seeking rehearing on the two March 30,2009, 
orders issued by the Commission, which includes the Entry 
Nunc Pro Time that amended the Order in this proceeding, as 
weU as the order issued denying a motion for a stay. The 
Commission will address the substance of all of the motions, 
and all responsive pleadings, within our discussion of and 
decision on the merits of the applications for rehearing as set 
forth below. Accordingly, with the consideration herein of the 
issues raised in the motions, the motions are granted or denied 
as discussed herein. 
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L GENERATION 

A. Fuel Adjustment Qause fFAC) 

(8) AEPOhio asserts that limiting the FAC to only three years (the 
term of the ESP) is unreasonably resfrictive (Cos. App. at 37-38). 
AEPOhio argues that it is unreasonable to allow the FAC to 
expire given that a FAC may be requfred in a futore SSO 
established in accordance with Section 4928.141, Revised Code. 

(9) lEU and OCC disagree with AEPOhio and submit that there is 
no valid reason for the FAC mechanism to extend beyond the 
life of the ESP (lEU Memo Contra at 13; OCC Memo Contra at 6-
7). 

(10) The Commission finds that AEPOhio's argument lacks merit, 
and therefore AEPOhio's rehearing request on this ground 
should be denied. The Coinmission limited the authorized FAC 
mechanism, estabUshed as part of the proposed ESP, to the term 
of the ESP approved by the Coinmission. ff a FAC mechanism 
is proposed in a subsequent SSO application filed pursuant to 
Section 4928.141, Revised Code, the Coinmission wiU detemiine 
the appropriateness of the SSO proposal, including all of its 
terms, at that time. It is unnecessary, at this time, to extend this 
provision of the ESP beyond the term of the approved ESP. 

1. FAC Costs 

(a) Off-Svstem Sales ^OSS) 

(11) OCC contends tiiat the Coinmission erred by not crediting 
customers for revenues from OSS and for not foUowing its ovm. 
precedent (OCC App. at 16). OCC reUes on past Commission 
decisions concerning electric fuel clause (EFC) proceedings. 

(12) IEU also disagrees with the exdusion of an offset to the FAC 
costs for revenues assodated with CGS, claiming that the 
Commission did not explain the basis for its decision (IEU App, 
at 11). 
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(13) AEP-Ohio notes that OCC's arguments were afready rejected by 
the Conunission in its Order, and that the Commission's 
decision is not inconsistent with any of its precedents regarding 
the sharing of profits from OSS between a utUity and its 
customers (Cos. Memo Contra at 40). AEP-Ohio distinguishes 
previous EFC proceedings from proceedings fUed pursuant to 
SB 221. 

(14) The Commission first explains that tWs is not an EFC 
proceeding. While some aspects of the automatic recovery 
mechanism contained in Section 4928.143(B)(2){a), Revised 
Code, may be analogous to the EFC mechanism, the statutory 
provisions regarding tiie EFC were repealed many years ago. 
Thus, OCCs cited precedent is irrelevant to otir ruling in this 
case with respect to the OSS. SeconcUy, contrary to lEU's 
assertion, the Commission has already fully considered and 
addressed, in the Order at pages 16-17, all of the arguments 
raised on rehearing by OCC, as weU as those raised by other 
interveners in the proceeding. The Commission explained that 
Section 4928.143(B)(2)(a), Revised Code, spedficaUy provides 
for the automatic recovery, without limitation, of certain 
prudentiy incurred costs: the cost of fuel used to generate the 
electricity supplied under the SSO; the cost of purchased power 
supplied under the SSO, including the cost of energy and 
capacity and power acqufred from an affUiate; the cost of 
emission allowances; and the cost of federally mandated carbon 
or energy taxes. Given that OCC and IEU have faUed to raise 
any new arguments regarding this issue, rehearing on these 
grounds should be denied. However, we emphasize that FAC 
costs are to continue to be allocated on a least cost basis to 
IX3LR customers and then to other types of sale customers. 
Allocating the lowest fuel cost to POLR service customers is 
consistent with the electric utiUties' obligation to POLR 
customers and wiU minimize the burden on most ratepayers. 

2. FAC Baseline 

(15) OCC's first assignment of error is that the Commission's 
adoption of the FAC baseUne was not based on actual data in 
the record, and that the Company bears the burden of creating 
such a record in order to coUect fuel costs pursuant to Section 
4928143(B)(2)(a), Revised Code (OCC App. at 12). OCC 
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recognizes that an ESP may recover the costs of fuel, but argues 
that these costs must be "prudently incuned" (Id.). OCC adds 
that "{tjhe clear language [of SB 221] must be read to indude 
recovery of only actual costs as anything more would not be 
prudent to recover from customers" (Id.). Nonetheless, OCC 
then admits that the actual 2008 fuel costs were not known at 
the time of the hearing,^ but requests that the Commission order 
the Companies to produce actual fuel costs for 2008, after the 
record of the case has been closed, for purposes of establishing 
the baseline. Thus, OCC would have the Commission do 
exactiy what its first assignment of error is criticizing the 
Commission's order for doing, which is use data that is not in 
the record, 

(16) Similarly, IEU argues that based on infonnation and reports 
that have been subsequentiy developed and filed in other 
jurisdictions. Staff's methodology was inconect Therefore, IEU 
requests that the Commission adopt a methodology that sets the 
baselme based on 2008 actual costs (IEU App. at 12-13). 

(17) AEP-Ohio responds that the Commission's decision must be 
based on the record before it and it is not feasible to do what 
OCC and IEU request (Cos, Memo Contra at 39). Nonetheless, 
AEP-Ohio states that even if the 2008 data was avaUable in the 
record, it would be inappropriate to use absent substantial 
adjustments due to the volatUity of fuel costs in 2008 and the 
extraordinary procurement activities that occurred (Id., citing 
Cos. Ex. 7B at 2-3; Tr. XIV at 74-75). 

AEPOhio further argues that the Commission's modification of 
the Companies' baseline contained in its proposed ESP was 
unreasonable. AEP-Ohio argues that its methodology was the 
appropriate methodology because its methodology identifies 
the portion of the 2008 SSO rate that condates to the new FAC 
rate, and is not a proxy for 2008 fuel costs (Cos. App. at 38-39), 
OCC disagrees and urges the Commission to reject AEPOhio's 
methodology, as well as Staff's, and adopt the actual 2008 fuel 
costs (OCC Memo Contra at 8). 

» We will assume that OCCa reference to 2009 actual data was a typographical error and the reference 
should be to 2008 (see OCC App. at 13). 
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(18) As explained in the Order, the actual 2008 fuel costs were not 
known at the time of the hearing (Order at 19, cituig OCC Ex. 10 
at 14). Therefore, based on the evidence presented in the record, 
the Commission detennined that a proxy should be used to 
calculate the appropriate baseline. After making this 
determination, the Commission reviewed all evidence in the 
record and all parties' arguments, and adopted Staff's 
methodology and resulting value as the appropriate FAC 
baseline. AEPOhio, OCC, and IEU have raised no new 
arguments regarding tiiis issue. Accordingly, rehearing on this 
ground ia denied. 

3. FAC Deferral!? 

(19) OCC argues that the Commission erred by not requiring 
deferrals and carrying costs to be calculated on a net-of-tax 
basis, and the Commission's reliance on Section 4928.144, 
Revised Code, was misplaced because the FAC defenal 
approved by the Commission is not a phase-in of rates 
authorized by SB 221 (OCC App. at 14). Ihe Schools, however, 
conclude that the Coinmission exercised its authority pursuant 
to Section 4928.144, Revised Code, when it found that AEPOhio 
should phase-in any authorized increases, and that tiiose 
amounts over the allowable increase percentage levels would be 
deferred pursuant to Section 4928.144, Revised Code, with 
carrying costs (Schools App. at 4). Notwithstanding the 
Commission's statutory authority to phase-in increases through 
deferrals, the Schools assert that School Pool partidpants who 
buy generation service from competitive retaU electric service 
(CRES) providers should receive a credit on their bills during 
the ESP equal to the fuel that is being deferred (even though 
FAC deferrals wiU not be recovered via an unavoidable 
surcharge until 2012, if necessary) (Id. at 5). The Schools 
rationalize that any other outcome would violate the policy of 
the state, specifically Section 4928.02(H), Revised Code (Id. at 6). 

(20) OCC also argues that the Commission faUed to foUow its own 
precedent and that deferrals are incompatible with Section 
4928.143(B)(2)(d), Revised Code, inasmuch as the defenals 
destabilize customer prices, introduce uncertainty, and are 
unfair and unreasonable (OCC App. at 14, 42-44). OCC 
recognizes that SB 221 allows deferrals xmder an ESP, but states 
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that those deferrals are limited to those that stabUize or provide 
certainty (Id. at 42). OCC explains that deferrals wUI cause 
future rate increases and add carrying costs to the total amount 
that customers will pay. OCC adds that the record is void of 
any projection that electric rates will decrease following the ESP 
period, and, therefore, condudes that the deferrals will have a 
de-atabUizing effect on customers' electric bUls beginning in 
2012 (Id. at 42-43). The Commission notes that based on its 
analysis of the Companies' ESP, as approved in the Order and 
modified in this entry on rehearing, our projections indicate that 
defened fuel cost wiU likely be fully amortized by the end of 
this ESP for CSP and within two to three years after the end of 
this ESP for OP. 

(21) OCC further contends that the use of a weighted average cost of 
capital (WACC) to calculate the carrying costs associated with 
the FAC deferrals is unreasonable and wiU result in excessive 
payments by customers. OCC asserts that the carrying charges 
should instead be based on the actual financing required to 
carry the deferrals during the short-term period (Id. at 45). 

(22) IEU submits that the Commission faUed to requfre AEPOhio to 
limit the total biU increases to the percentage amounts specified 
in the Order (IEU App. at 40). 

(23) AEP-Ohio supports the Commission's decision authorizing 
FAC defenals, with canying costs, and contends that the 
authorized phase-in of rate increases, and assodated FAC 
deferral.s, comply with Section 4928.144, Revised Code, and are 
compatible with Section 4928.143(B)(2)(d), Revised Code (Cos. 
Memo Contra at 42). AEPOhio also supporfe the use of WACC, 
rather than a short-term debt interest rate, given that the period 
of cost defenals and thefr subsequent recovery wiU take place 
over the next ten years (Id. at 43). 

(24) AEP-Ohio, however, argues that the Commission's adjustment 
to its phase-in proposal and 15 percent cap on the ESP rate 
increases were unreasonable, disrupting the balance between 
up-front revenue recovery and subsequent recovery of deferrals 
(Cos. App. at 12). To this end, AEP-Ohio contends that tile 
Commission's authority under Section 4928.144, Revised Code, 
"must be exercised in the total context of Chapter 4928, Ohio 
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Rev. Code, particularly in the context of the standard for 
approval of an ESP without modification" (Id., n.6), AEPOhio 
adds that the Commission's modification of its 15 percent cap 
was "too severe," and requests that the Commission rebalance 
the amount of the authorized increases and the size of the 
deferrals to reflect at a minimum, annual 10 percent increases 
during the ESP term (Id. at 12-13). WhUe agreeing with AEP­
Ohio that the Order is unjust and unreasonable, IEU disagrees 
that the balance favors customers. IEU argues that the 
Commission's imposition of limits on the total percentage 
increases on customers' bUls has not been foUowed (IEU Memo 
Contra at 8-9). 

(25) Furthermore, AEP-Ohio requeste that if the Commission does 
not modify the total percentage increases allowed, the 
Comnussion should clarify the intended scope of the limitations 
that it has imposed, and specify that the 15 percent cap does not 
include revenue increases associated with a distribution base 
rate case or the revenues associated with the Energy Efficiency 
and Peak Demand Reduction Cost Recovery (EE/PDR) Rider 
(Cos. App. at 13). OEG supports AEPOhio's clarification, whUe 
IEU urges the Commission to reject AEPOhio's requested 
clarification, and find that the limitations on the percentage 
increases imposed by the Commission in the Order apply on a 
total bill basis (OEG Memo Contra at 3; IEU Memo Contra at 9). 

(26) Section 4928.144, Revised Code, authorizes the Commission to 
order any just and reasonable phase-in of any electric utUity rate 
or price estabUshed pursuant to an ESP, with carrying charges, 
and requires that any deferrals associated with the authorized 
phase-in be collected through an unavoidable surcharge. The 
Commission continues to believe that a phase-in of the ESP 
increases, as authorized by Section 4928.144, Revised Code, is 
necessary to ensure rate or price stabUity and to mitigate the 
impact on customers. We further believe that our established 
limits on the total percentage increases on customers' biUs in 
each year were just and reasonable and remain appropriate. 
Nonetheless, upon further review of the workpapers filed with 
the tariffs and the comments received from parties concerning 
the practical application of the total percentage increases on 
customers' bills, it has come to the Commission's attention that 
the Companies included in the total aUowable revenue increase 
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an amount that equals the revenue shortfall associated with 
their joint service territory customer, Ormet In thefr 
calculation, the Companies assumed that the joint service 
territory customer would continue paying the amount that it 
was paying on December 31, 2008 (established pursuant to a 
prior settlement), which was above the approved tariff rate for 
that rate schedule. Instead, the Companies should have 
calculated the allowable total revenue increase based on that 
customer paying the December 31,2008, approved tariff rate for 
its rate schedule. Additionally, the Companies' calculation 
should have been levelized and not reflected any variations in 
customers' biUs for tariff/voltage adjustments. Accordingly, we 
direct the Companies to recalculate the total allowable revenue 
increase approved by our Order issued on March 18, 2009, as 
clarified by the Entry Nunc Pro Tunc issued on March 30,2009, 
and as modified herein, and file revised tariffs consistent with 
such calculation, 

(27) Additionally, the Commission clarifies that the Transmission 
Cost Recovery (TCR) rider should not impact the allowable total 
percentage increase. As approved in the Order, the TCR rider 
will continue to be a pass-through of actual transmission costs 
incurred by the Companies that is reconcUed quarterly. 
Similarly, any future adjustments to the EE/PDR Rider are 
excluded from the allowable total percentage increases. As 
explained in the Order, the EE/PDR Rider was designed to 
recover costs associated with the Companies' unplementation of 
energy efficiency programs that wUl achieve energy savings and 
peak demand programs designed to reduce the Companies' 
peak demand pursuant to Section 4928.66, Revised Code (Order 
at 41), llie costs included In the EE/PDR Rider wUl be tmed-up 
annually to reflect actual costs. 

(28) We further clarify that the phase-in/defenal stmcture does not 
include revenue increases associated with any distribution base 
rate case that may occur in the future. Any disfribution rates 
established pursuant to a separate proceeding, outside of an 
SSO proceeding, wUl be considered separatdy. Section 
4928.144, Revised Code, authorizes phase-in of rates or prices 
established pursuant to Sections 4928.141 to 4928.143, Revised 
Code, not disfribution rates established pursuant to Section 
4909.18, Revised Code. 
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(29) With respect to OCC's and the Schools' issues regarding the 
FAC defenals and carrying charges, we find that those issues 
were thoroughly addressed in our Order at pages 20-24, and 
that the parties have raised no new arguments regarding those 
issues. Accordingly, the Commission finds that rehearing on 
those assignments of error are denied. 

(30) SimUarly, the Commission finds that AEP-Ohio's arguments 
regarding its proposed 15 percent cap were fully addressed in 
our Order, and AEP-Ohio has raised no new arguments to 
support its position. Additionally, AEPOhio's altemative 
proposal of an annual 10 percent cap fails on similar grounds. 
The Companies have offered no justification or support for its 
adjusted proposal. As such, the Commission finds that 
rehearing on this ground is denied. 

(31) With respect to the other assignments of error raised, the 
Commission emphasizes that it was the intent of our Order to 
phase-in the authorized increases and to limit the total 
percentage increases on customers' biUs to an increase of 7 
percent for CSP and 8 percent for OP for 2009, an increase of 6 
percent for CSP and 7 percent for OP for 2010, and an increase 
of 6 percent for CSF and 8 percent for OP for 2011, as explained 
herein. To the extent that the Commission's intent was not 
memorialized in the Companies' tariffs, or the application of 
those tariffs, we grant rehearing to correct the errors or clarify 
our Order as delineated above. 

B. Incremental Carryine; Cost for 2001-2008 Environmental 
Investment and the Carrying Cost Rate 

(32) In the Order, the Commission concluded that AEP-Ohio should 
be allowed to recover the incremental capital carrying costs that 
wUl be incurred after January 1, 2009, on past environmental 
investments (2001-2008) that are not presentiy refiected in the 
Companies' existing rates, as contemplated in AEPOhio's RSP 
Case. Further, the Commission found that the recovery of 
continuing carrying costs on envfronmental investments, based 
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cm WACC, is consistent with our decision in the 07-63 Case^ and 
the RSP 4 Percent Cases,̂  The Commission agreed with the 
rationale presented by the Companies that the levelized 
carrying cost rates were reasonable and should be approved. 

(33) First IEU argues that the Conunission's decision faUs to comply 
with the requirements of Section 4903.09, Revised Code, to 
sufficiently set forth the reasons prompting the Commission's 
decision based upon the findings of fact in regards to carrying 
costs and several other issues (IEU App. at 4-26). 

(34) IEU and OCC argue that Section 4928,143(B)(2)(b), Revised 
Code, limits any allowance for an envfronmental expenditure or 
cost to those incurred on or after January 1,2009, IEU and OCC 
interpret Section 4928.143(B)(2)(b), Revised Code, to only allow 
the electric utUity to recover a reasonable aUowance for 
construction work in progress for any of the electric utility's 
costs for envfronmental expenditures for any electric generating 
facUity, provided the coste are incurred or the expenditures 
occur on or after January 1, 2009 (IEU App. at 14; OCC App. at 
38-39). OCC argues, as it did in its brief,* that both divisions 
(B)(2)(a) and (B)(2)(b) of Action 4928.143, Revised Code, requfre 
an after-the-fact determination that the expenditures were 
prudent and are, therefore, inappropriate for the Commission's 
consideration in this ESP proceeding (OCC App. at 38). OCC 
contends that the Order failed to address whether it was proper 
under the statute to coUect carrying costs on the envfronmental 
investment as the Commission merely accepted Staff's position 
(OCC App. at 38-39). OCC concludes that the pmdence of the 
environmental investment should be examined in a subsequent 
proceeding. 

(35) Further, IEU and OCC also claim that tiie Commission failed to 
calculate the carrying charges on the various types of special 
financing avaUable to finance environmental or pollution 
control assets, inducUng the cost of short-term debt, consistent 

In re Columbus Southern Power Company and Ohio Power Company, Case No. 07-63-ELrUNC, Opinion and 
Order (October 3,2007) (07-63 Case). 
In re Columbus Southem Power Company and Ohio Power Company, Case Noa. 07-1132-EL-UNC, 07-1191-
EL-UNC and 07-1278-EWJNC (RSP 4 Percent Cases). 
OCC and the Sierra Club-Ohio Chapter joined together to file its brit*f in this matter and referred to 
themselves jointly as the Ohio Consumer and Environmental Advocates (OCEA). 
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with the Commission's rulings in other proceedings (IEU App. 
at 15; OCC App. at 46).5 

(36) AEPOhio argues that to comply with the requirements of 
Section 4903.09, Revised Code, the Order must show, in 
sufficient detail, the facts in the record upon which the order is 
based, and the reasoning followed by the Commission in 
reaching its conclusion.^ Thus, AEP-Ohio condudes that as 
long as there is a basic rationale and record evidence supportfrig 
the Order, no violation of Section 4903.09, Revised Code, exists 
(Cos. Memo Contra at 8-9).7 

(37) Further, AEP-Ohlo argues that OCC is mischaracterizing the 
Companies' request for envfronmental carrying costs pursuant 
lo Section 4928.143(B)(2)(b), Revised Code. AEP-Ohio argues 
that its requests for envirorunental caiTying costs incuned 
during the ESP period are based on the broader language of 
Section 4928.143(B)(2), Revised Code. AEPOhio notes tiiat 
Section 4928,143(B)(2), Revised Code, states that a compan/s 
FSP may provide for or include, without limitation, any of the 
provisions itemized in paragraphs (a) through (i) of Section 
4928.143(B)(2), Revised Code (Cos. Memo Confra at 45-46). 

(38) The Commission affirms its decision to permit AEP-Ohio to 
recover the carrying casts to be incuned after January 1, 2009, 
on envfronmental investments made prior to 2008. The 
Commission interprets Section 4928.143(B)(2), Revised Code, 
like the Companies, to permit AEPOhio to include as a part of 
its ESP the carrying costs on environmental investments that are 
incurred January 1, 2009, tiuough December 31, 2011, tiie ESP 
period. The canying costs on the envfronmental investments 
fall within the ESP period and, therefore, may he included in the 
ESP pursuant to the broad language of Section 4928.143(B)(2), 
Revised Code, permitting recovery for unenumerated expenses. 

See In the Matter of the Application of Columbus Southem Pmver Company and Ohio Power Company to Adjust 
Each Company's Transmission Cost Recovery Rider, Case No. 08-1202-EL-X;NC, Finding and Order at 4 
(December 17,2D0S); In the Matter (f the Application of Vie Dayton Power and Light Company for A u ihonty to 
Modify, its Accounting Procedure for Certain Storm-Related Services Restoration Costs, Case No. 08-1332-EU 
A AM, Finding and Order at 1 (fanuary 14,2009). 
Indus. Energy Users-Ohio v. Public Util Comm, (2008), 117 Ohio St.3d 4 ^ , 493, quoting MCI 
Telecommunications Corp, v. Pub. Util. Comm. (1987), 32 Ohio St3d 306,312. 
Tongren v. Pub. Util Comm, (1999), 85 Ohio St.3d 87,90. 
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As noted in the Order, approval of the continuing 
environmental carrying costs is consistent with the 
Commission's decisions in the 07-63 and the RSP 4 percent 
cases. Given our prior orders, we find that inclusion of these 
expenses is reasonable, IEU and OCC have not raised any new 
claims that the Commission have not previously considered 
regarding the carrying costs on AEP-Ohio's environmental 
investments. Accordingly, lEU's and CXZC's requests for 
rehearing on this issue are denied. 

C. Annual Non-FAC Increases 

(39) AEPOhio asserts that the Commission's rejection of the 
proposed automatic annual increases to the non-FAC portion of 
the generation rates is unlawful and unreasonable (Cos. App. at 
14-17). AEP-Ohio claims that the proposed annual increases of 
3 percent for CSP and 7 percent for OF were intended to recover 
costs during the ESP period associated with environmental 
investments made during that period, as well as cost increases 
related to unanticipated, non-mandated, generation-related cost 
increases (Id. at 14). AEP-Ohio notes that although the Order 
adopted Staffs proposal regarding recovery of carrying charges 
on new environmental investments, the Conunission's faUure to 
adopt any automatic, annual increases was unreasonable and 
unlawful pursuant to Section 4928.143(B)(2)(e), Revised Code 
(Id. at 15). The Companies specifically request that the 
Commission authorize the 3 and 7 percent automatic, annual 
increcises, offset by whatever revenue increase is granted in 
relation to the recovery of carrying costs related to new 
envfronmental investment (Id. at 15-16). At one point, however, 
AEP-Ohio seems to be arguing that the Commission should 
adopt any automatic, armual increases, regarcUess as to whether 
it is the amount of increases proposed by AEP-Ohio or the 
amount recommended by Staff (Id. at 15). 

(40) As noted by IEU and OCC, the Companies do not raise any new 
arguments with regard to aUowing automatic, annual increases 
(IEU Memo Contra at 9-10; OCC Memo Contra at 10). Just as 
we concluded in the Order, the Companies have faUed to 
sufficiently support the inclusion of such automatic kicreases, 
and the record is void of any justification for the increases. 
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AEP-Ohio has raised no new arguments, and thus, its request 
for rehearing on this ground is denied, 

(41) With regard to the recovery of carrying charges on new 
environmental investments, AEP-Ohio questions the timing of 
when it may seek recovery of the carrying costs associated with 
the new investments made during the ¥SP (Cos. App. at 16). 

(42) In our Order, we adopted Staff's approach regarding the 
recovery of the carrying costs for envfronmental investments 
made during the ESP period, and found that the Companies 
could request through an annual fUing, recovery, of carrying 
costs after the investments have been made to reflect actual 
expenditures (Order at 29-30). The Commission dted Staff's 
example, which envisioned an application in 2010 for recovery 
of 20O9 actual envfronmental investment costs and annually 
thereafter for each succeeding year to refiect the actual 
expenditures (Id., citing Tr. Vol. XII at 132; Staff Ex, 10 at 7). To 
clarify, we conclude that Staff's approach, requiring an 
application to request recovery of actual envfronmental 
investment expenditures after those expenditures have been 
incurred, is reasonable. 

IL DISTRIBUTION 

A. Annucd Distribution Increases 

(43) The Companies proposed two plans, an Enhanced Service 
RdiabiUty Plan (ESRP) and gridSMAi^T, to support initiatives 
to improve AEP-Ohio's distribution system and service to its 
customers. The Companies requested annual distribution rate 
increases of 7 percent for CSP and 6.5 percent for OP to 
implement the two plans. In the Order, the Commission 
considered the two plans separately and found that the annual 
distribution rate increases were unnecessary in light of the 
Commission's findings on the ESRP and gridSMART plans, and 
consequentiy eliminated the annual distribution rate increases 
from the FSP (Order at 30-38). 

(44) Kroger maintains that the Commission properly rejected AEP­
Ohio's annual distribution rate increases (Kroger Memo Contra 
at 7), 
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1. R5RP 

(45) AEP-Ohio asserts that the Commission's deferment of certain 
aspects of its ESRP to a distribution rate case where all 
components of distribution rates would be subject to review is 
unreasonable and unlawful in violation of Section 
4928.143(B)(2)(h), Revised Code (Cos. App. at 27). AEP-Ohio 
posits that the Commission's conclusion conflicts with the 
express provisions of SB 221, which permit single-issue 
ratemaking proposals for distribution infrastmcture and 
modernization initiatives within ESP proposals (Id. at 27-28). 
AEPOhio further claims that it "merely sought incremental 
funding to support an incremental level of reUabUity activities 
designed to maintain and enhance service reliabUity levels" (Id. 
at 27), 

(46) AEPOhio argues that the Commission erred by faUing to find 
that three of the four ESRP initiatives met the statutory 
requirements of Section 4928.143(B)(2)(h), Revised Code (Id. at 
28). While AEP-Ohio commends the Commission on its finding 
that the enhanced vegetation inanagement program did meet 
the statutory requirements, it believes that the Commission 
should have reached simUar condusions on the other ESRP 
programs (Id.), 

(47) Conversely, Kroger and OPAE contend that the Commission 
lawfully and reasonably defened the decision to implement aU 
but one of the ESRP initiatives to a distribution rate case (Kroger 
Memo Contra at 7-8; OPAE Memo Confra at 5). Kroger explains 
that whUe Section 4928,143(B)(2)(h), Revised Code, aUows an 
ESP to indude provisions regarding single-issue ratemaking, it 
does not mandate that the Commission approve such 
provisions, and it especially does not requfre the Commission to 
authorize all distribution proposals included in an ESP (Id.). 

(48) OCC opines that although it agrees with the decision to defer 
mling on the three ESRP initiatives, it believes that the 
Compaiues failed to meet thefr burden of proof in 
demonstrating that the vegetation management program 
complies with Ohio law and is in the public interest (OCC App. 
at 57-59). OCC also disputes the Commission's application of 
Section 4928.143(B)(2)(h), Revised Code, and states tiiat the 
Commission erred in finding that the vegetation management 
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initiatives met the statutory requirements. OCC also submits 
that the Commission erred when it characterized the proposed 
vegetation initiative as "cyde-based" (OCC App. at 61). 

(49) Moreover, OCC alleges that the Commission acted unlawfuUy 
when it approved an ESRP rider without specifying an 
identified amount and without receiving testimony on the need 
for the riders (Id. at 55). 

(50) As stated in the Order, the Commission recognizes that Section 
4928,143(B)(2)(h), Revised Code, authorizes the Companies to 
include in its proposed ESP provisions regarding single-issue 
ratemaking for distribution infrastructure and modernization 
incentives. However, the statute also dictates what the 
Commission must do as part of its determination as to whether 
to allow an ESP to include such provisions. Section 
4928.143(B)(2)(h), Revised Code, states, in pertinent part: 

As part of its determination as to whether to allow in an 
electric distribution utility's electric security plan 
inclusion of any provision described in division (B)(2)(h) 
of this section, the commission shall examine the 
reliability of the electric distribution utility's 
disfribution system and ensure that customers' and the 
electric distribution utility's expectations are aUgned 
and that the elecfric distribution utUity is placing 
sufficient emphasis on and dedicating sufficient 
resources to the reliability of its distribution system. 

Section 4928.143(B)(2)(h), Revised Code (emphasis added). 

Tlie Commission examined the four initiatives included as part 
of the Companies' ESRP and detennined that only one, the 
enhanced vegetation initiative, met these criteria. Contrary to 
AEP-Ohio's assertion,^ the Commission did consider and 
evaluate each initiative and found that the enhanced vegetation 
initiative was the only initiative that was supported by the 
record in this proceeding (see Order at 30-32). The Commission 
concluded that at the time of the Order, the record did not 

Cos. App. at 30, 
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contain sufficient evidence to support the other three initiatives 
and, thus, the Commission declined to implement the programs 
within the context of the ESP; however, the Commission stated 
that it would consider the initiatives further in the context of a 
distribution rate case. 

(51) The Commission continues to believe that the appropriate 
vehicle to review, consider, and make a determination on the 
remaining initiatives, as well as the recovery of any costs 
associated with those initiatives, is through a distribution base 
rate case. Accordingly, AEP-Ohio's request for rehearing on 
this issue is denied. 

(52) The Conunission agrees with OCC with regard to the three 
initiatives referenced above. The Commission did not believe 
that the record supported the need for those programs and, 
thus, the Commission declined to indude those programs in the 
ESRP, and declined to include any recovery for such programs 
in the ESRP rider. The Commission disagrees, however, that 
the record was void of any evidence regarding the vegetation 
management program and costs associated therewith. Several 
individuals, induding an OCC witness, testified on the 
proposed plan, as well as the Companies' cunent practices (Cos. 
Ex, 11; OCC Ex. 13; Staff Ex. 2; Tr. Vol. VH 64-65, 84, 87-88; Tr. 
Vol, VIII at 60-62). Testimony was also heard on the 
expenditures associated with the proposed vegetation initiative 
and the recovery of those costs (Staff Ex. 2 at 9-13). The 
Commission created the ESRP Rider as a mechanism to recover 
the actual costs incuned so that the expenditores could be 
tracked, reviewed to determine that they were prudent and 
incremental to costs included in base rates, and reconcUed 
annuaUy. As fully discussed in the Order at pages 30-34, tiie 
Commission finds that the Companies did meet thefr burden of 
proof to demonstrate that the vegetation management program, 
with Staff's additional recommendations, was reasonable, in the 
public interest, and in compliance witii the statutory 
requirements. OCC raises no new arguments on rehearing and, 
therefore, rehearing on this ground is denied. 

(53) AEP-Ohio seeks clarification on the additional Staff 
recommendations that the Commission approved as part of the 
enhanced vegetation initiative (Cos. App. at 34). 
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(54) The Commission found that the enhanced vegetation initiative, 
with Staffs additional recommendations, was a reasonable 
program that wUl advance the state policy. The Commission 
emphasized the importance of a balanced approach that not 
only reacts to problems that occur, but that also maintains the 
overall system. To achieve this goal, the Commission fully 
expects the Companies to work with Staff to strike the conect 
balance within the cost level established by our Order, which is 
based on the Companies' proposed ESRP program. 

(55) AEP-Ohio also seeks clarification on the final paragraph in the 
Order that discusses cost recovery associated with the three 
remaining initiatives proposed through the ESRP (Cos. App. at 
32). 

(56) The Commission further clarifies that the language regarding 
cost recovery and the inclusion of costs associated with the 
remairung initiatives in the ESRP rider is permissive and 
conditioned on subsequent Commission approval for including 
such costs, SpecificaUy, the Commission stated: "// the 
Commission, in a subsequent proceeding, determines that the 
programs regarding the remaining initiatives should be 
implemented, and thus, the associated costs should be 
recovered, those costs may, at that time, be included Ln the ESRP 
rider for future recovery, subject to reconcUiation as discussed 
above" (Order at 34 (emphasis added)). 

2. GridSMART 

(57) The Order recognized that federal matching funds under the 
American Recovery and Reinvestment Act of 2009 (ARR Act) 
are avaUable for the installation of gridSMART Phase I and 
directed AEPOhio to make the necessary fUing to request the 
federal funds. Given the avaUability of federal funds, the 
Commission reduced the Companies' request for gridSMART 
Phase I from $109 million (over the term of tiie ESP) by half to 
$54.5 million for the term of the ESP. Further, the Order 
established the gridSMART rider for 2009 at $33.6 mUUon based 
on projected expenses, subject to an annual tme-up and 
reconcUiation of CSFs prudently incurred costs. 
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(58) In its application for rehearuig, AEP-Ohio notes that CSP 
developed an incremental revenue requfrement for gridSMART 
Phase I of approximatdy $64 miUion diuing the ESP term (Cos. 
Ex. 1 DMR-4) and, therefore, CSFs compliance tariffs reflect 
consistent with the intent of the Order, half of the incremental 
revenue requirement. According to AEP-Ohio, as reflected in 
the Companies' compliance tariff fUing, the initial gridSMART 
rider rate is designed to recover approximately $32 miUion or 
half of the gridSMART Phase I incremental revenue 
requirement (Cos. App. at 35, n,13). 

(59) However, AEP-Ohio argues that the Commission's discussion 
of the ARR Act and the lU<dUiood of AEPOhio obtaining such 
funds are beyond the scope of the record. Further, AEPOhio 
asserts that the details for federal funding of smart grid projects 
have not been fuUy developed. The Companies argue that to 
the extent that the Order conclusively presumes that AEP-Ohio 
wUl secure federal matching funds for each dollar invested by 
the Companies and their customers, the Order is unreasonable 
and unlawful- AEP-Ohio states that the Commission's decision 
as to gridSMART places CSP in an unfunded mandate situation 
to the extent that CSP receives less than 50 percent for its 
gridSMART project or the U.S. Department of Energy institutes 
a cap of $20 mUlion on each gridSMART project For this 
reason, AEPOhio requests that the Commission clarify that it 
intends to fully fund the gridSMART Phase I project through 
rates. Otherwise, AEP-Ohio reasons that the Commission lacks 
the authority to order enhancement programs without recovery 
for the utility as to improvements ordered. Forest Hills Utility 
Co. V. Pub, Util. Comm. (1972), 31 Ohio St.2d 46,57 (Cos. App. at 
35-37). 

(60) OCC contends tiiat AEPOhio's assertion that the directive fo 
proceed with gridSMART Phase I without commensurate rate 
reUef contradicts Forest Hills and wUl be subject to reversal by 
the Supreme Court of Ohio is inappropriate at this time and 
unfounded. OCC reminds the Companies that pursuant to the 
Order, the initid rider is estabUshed to provide AEP-Ohio $33.6 
miUion for its 2009 gridSMART expenditures. Accordingly, 
OCC states that AEPOhio has not been denied funding and 
there has been no determination that AEP-Ohio's prudently 
incurred gridSMART costs wUl not be fully covered in the 
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future. Thus, OCC reasons that the Companies' claim of an 
unfunded mandate situation is premature, and the request for 
rehearing should be denied (OCC Memo Confra at 23-25). 

(61) First the Commission acknowledges that the Order 
inadvertently based the gridSMART component of the 
Companies' ESP on $109 mUlion, which is the total projected 
investment costs, including operations and maintenance 
expenses, for the Companies' proposed gridSMART Phase 1 
project As the Companies explain, CSFs ESP application 
induded a request for the incremental revenue requfrement for 
gridSMART during the ESP of approximately $64 mUlion (Cos. 
Ex. 1 DMR-4). As recognized by AEPOhio and implemented in 
its tariff fUingi it was our intent to approve recovery of half of 
the gridSMART Phase I incremental revuene requfrement $32 
mUlion. Accordingly, rehearing is granted to correct this enor 
in our Order. 

(62) Next, the situation before the Supreme Court in Forest Hills, is 
factually different from the sihiation for CSP as to gridSMART 
Phase L In Forest Hills, the court hdd that the utUity had not 
been awarded funding to adequately maintain utility service 
much less the iron removal equipment and water storage tanks 
ordered by the Commission. In this instance, the initial 
gridSMART rider is set at $32 mUlion for 2009 projected 
expenses, subject to annual true-up and reconcUiation based on 
CSFs pmdentiy incurred costs and appUcation for federal 
funding. Based on the information presented at Cos. Ex. 1 
DMR-4, $32 mUlion represents sufficient revenues for CSP to 
commence its gridSMART program. As noted in the Order, tiie 
Commission wishes to encourage the expedient implementation 
of gridSMART. However, the Commission wUl not let the 
desire for the expedient implementation of gridSMART cloud 
the financial soundness of the costs to ultimately be incurred by 
Ohio's ratepayers. Consistent with our decision to approve the 
gridSMART Phase I project we clarify that once CSP properly 
applies for and otherwise meets its obligations to receive federal 
funds to offset the total costs of gridSMART Phase I, the 
Commission wUl review its gridSMART Phase I expenditures 
and, once the Commission concludes that such expenditures 
were prudentiy incuned by CSP, the Commission intends to 
approve recoveiy of CSFs gridSMART Phase I costs. 

000105 



08-917-EL-5SO, et al. -21-

(63) IEU, OCC, and OPAE argue that tiie Order approved, in part 
the Companies' request for gridSMART without addressing the 
interveners' arguments that the gridSMART proposal was not 
cost-effective as required by Sections 4928,02(D) and 4928.64(E), 
Revised Code (IEU App. at 22, 39-40; OPAE Memo Conti-a at 6; 
OCC App. at 49-51). According to OCC, because AEP-Ohio 
failed to present a detailed cost/benefit analysis of gridSMART 
Phase I, the full deployment of costs of gridSMART, a risk 
sharing plan between ratepayers and shareholders, or the 
expected operational savings associated with the 
implementation of gridSMART, AEP-Ohio failed to meet its 
burden of proof that gridSMART is cost-effective (OCC App. at 
49-51). OCC also argues tiiat AEPOhio faUed to present any 
evidence that gridSMART will benefit AEPOhio customers or 
society (OCC App. at 51-52). IEU and OCC argue that the 
Order fails to set forth the Commission's reasoning for its 
approval of the Companies' gridSMART proposal (IEU App. at 
22, 39-40; OCC App, at 4849). Furtiier, OCC argues that the 
Order does not include in the findings of fact or conclusions of 
law any support for the Commission's adoption of gridSMART 
Phase 1, in violation of Section 4903.09, Revised Code (OCC 
App. at 48-49). IBU argues that the Commission's approval of 
these aspects of the ESP can not be reconcUed with the goal of 
keeping rate increases "as close to zero as possible" (IEU App. 
at 22, 39-40). For these reasons, IEU and OCC argue that the 
Order is unreasonable and unlawful. 

(64) Regarding lEU's and OCC's claims that the Order faUs to 
comply with Section 4903.09, Revised Code, AEPOhio retorts 
that lEU's and OCC's disagreement with the Commission's 
decision is not equivalent to a violation of Section 4903.09, 
Revised Code. The Companies note that the Order specifically 
recognized the features and benefite of proposed gridSMART 
Phase I, based on the record. Accordingly, AEP-Ohio argues 
that the Order presents the Commission's basic rationale and 
record support for gridSMART Phase I and, therefore, the Order 
meets the requfrements of Section 4903.09, Revised Code (Cos, 
Memo Confra at 25-27). 

(65) As to OCCs and lEU's daims that gridSMART has not been 
shown to be cost-effective in accordance with Sections 
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4928.02(D) and 4928.64(E), Revised Code, AEPOhio answers 
that these code provisions are policy arguments that are not 
binding on the Commission and, therefore, the arguments of 
OCC and IEU on the basis of Sections 4928,04(E) and 4928.64(E), 
Revised Code, are misguided. The Comparues note that several 
statutes of the Ohio Revised Code promote the deployment of 
advanced metering infrastmcture (AMI). Notably, AEPOhio 
points out that Section 4928.02(D), Revised Code, encourages 
the deployment of AMI as an example of cost-effective, 
demand-side, retaU elecfric service; that Section 4905,31(E), 
Revised Code, in the context of an ESP, creates a specific cost 
recovery mechanism opportunity for the deployment of 
advanced meters; and that the General Assembly included a 
long-term energy delivery infrastmctiu'e modernization plan as 
an item that can be included in an ESP under Section 
4928.143(B)(2)(h), Revised Code, Based on the potential of 
gridSMART technologies to significantiy enhance customers' 
energy management capabUlties, AEP-Ohio reasons that the 
legislature mandated the requirements in Section 4928.66, 
Revised Code, for energy efficiency and peak demand 
reductions (Cos. Memo Contra at 27-29). The Companies argue 
that while OCC and IEU focus exclusively on one aspect of the 
stated policy, cost-effectiveness, the Commission has a 
responsilxUity to consider all of the policies presented in Section 
4928.02, Revised Code. Cost-effective, as defined by AEPOhio, 
does not mean that a network component (or group of 
components like gridSMART) pays for itseff but rather that it is 
a reasonable and prudent approach to deploying needed 
functionalities and features. (Cos, Memo Confra at 27). 

(66) In the Order, the Commission summarized the key components 
of CSFs gridSMART proposal and emphasized its support of 
smart grid technologies. The Commi.ssion noted the potential 
for a well-designed smart grid system to provide customers and 
the electric utility long-term benefits, including decreasing the 
scope and duration of electric outages, improvements in electric 
service reliability, and the ability to provide customers the 
opportunity to better manage thefr energy consumption and 
reduce thefr energy costs (Order at 34-35,37). 

The Commission's endorsement of gridSmart Phase I is based on 
the projects' abUity to drive a broad range of potential economic 
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benefits both to consumers and the utiUties. WhUe consumers 
are given the capabUlties to reduce thefr bUls, utUities earn the 
capabUity to manage thefr systems. 

For customers, the abUity to have real-time price information and 
the ability to respond to such prices means that they may 
develop consumption patterns that both save them dollars while 
helping the utilities shave thefr peaks. This price-responsive 
demand not only reduces the need for high-cost generation 
capacity, but also reduces the need to continually expand the 
costly transmission and distribution components. The essence of 
this project is an infrastmcture that embraces the foUowing 
elements: advanced metering, dynamic pricing, information 
feedback to consumers, automation hardware, education, and 
energy effidency programs. If executed appropriatdy, 
customers wUl receive the benefits of demand reduction across 
all seasons. 

From the utility infrastmcture side, gridSmart may lead to 
much-needed improvements in reliabiUty. In the digital world 
that presentiy exists, and in the technology-driven world into 
which we are moving, the demand for precise and reliable 
power deUvery systems is imperative. As we move forward, 
there wiU be new demands placed upon the grid to 
accommodate variable and intermittent inputs, such as the 
various forms of altemative energy generators. One can hardly 
imagine what the technologies of the future vnll bring us; we 
understand, however, that they must be adaptable to our needs. 
This is ttie essence of the smart grid. 

(67) Further, the statutes referenced by AEPOhio in its 
memorandum contra indicate the legislature's endorsement of 
AMI. Furthermore, to the extent that SB 221 encourages the 
deployment of AMI and clarifies the legislature's policy 
directives at Section 4928.02, Revised Code, and in light of the 
Commission's desfre to implement infrastructure and 
technological advancements to enhance service efficiencies and 
improve electric usage, the Coinmission modified and adopted 
the Companies' gridSMART proposal. The Commission 
specifically dfrected AEP-Ohio to pursue federal funds, in an 
effort to reduce the gridSMART Phase I cost that could be 
passed on to Ohio ratepayers. We also, as suggested by Staff, 
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implemented a rider as opposed to the automatic increase 
proposed by the Companies, In keeping with the enundated 
state polides for reasonable elecfric rates and the requfrements 
of SB 221 that encourage the implementation of AMI, the 
Commission approved the adoption of a gridSMART rider. Our 
Order requires separate accounting for gridSMART, an 
opportunity for the gridSMART plan to be reviewed and 
updated annually and an opportunity for the Commission to 
review the gridSMART expenditures to ensure that they were 
pmdentiy made prior to the Companies' recovery of any 
gridSMART costs. 

For these reasons, the Commission concludes that the adopted 
gridSMART component of AEPOhio's ESP best meets the 
requirements of SB 221, and meets the Commission's, obligation 
to the citizens of Ohio to encourage the implementation of AMI 
and erasure the availabUity of adequate, reliable, safe, efficient 
and reasonably priced elecfric service. As noted in the Order, 
we believe it is important that electric utilities take the necessary 
steps "to explore and implement technologies such as AMI that 
will potentiaUy provide long-tenn benefite to customers and the 
electric utUity." Tlius, the Commission denies lEU's, OCC's, 
and OPAE's appUcations for rehearing as to die gridSMART 
component of the Companies' ordered ESP. 

Because of the compelling need to alter the paradigm that has 
traditionally governed the relationship between the customer 
and the utility, we are ordermg AEP to implement no later than 
June 30, 2010 a transition to an integrated smart grid within its 
Phase I project area. The goal should be to maximize benefits to 
consumers consistent with the aforementioned objectives. 

B. Riders 

1. Provider of Last Resort (POLR;) Rider 

(68) OCC and Kroger allege that the Commission's approval of the 
POLR charge to allow AEPOhio to collect 90 percent of the 
revenues that AEPOhio proposed in its POLR rider was 
unreasonable and unlawful given that the charge was calculated 
inconectly and was established unreasonably high (OCC App. 
at 29-34; Kroger App. at 3-6). Kroger submits that reducing the 
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requested POLR amount by 10 percent to account for the 
reduction in risk by requiring shopping customers to pay 
market rates if they retum to the Companies is insufficient. 
Kroger agrees that the POLR risk is reduced if returning 
customers are required to pay market prices, but Kroger 
believes that the reduction in the POLR risk to the Companies is 
greater than 10 percent (Kroger App. at 4-5). Kroger also 
opposes the use of the Black-Scholes model to calculate the 
amoimt of the POLR risk, stating that the Black-Scholes model 
exaggerates the Companies' POLR risk (Id.). 

(69) OHA and OMA raise simUar argumente, adding that the limited 
shopping that has occuned and the unlikelihood that it will 
occur in the future further reduces AEP-Ohio's risk and the 
need to compensate for that risk (OHA App. at 6-8; OMA App, 
at 5-6). 

(70) OEG states that tiie Commission properly found that the POLR 
rider should be avoidable for those customers who shop and 
agree to retum at a market price; however, OEG believes that 
the Commission did not go far enough. OEG requests that the 
Commission grant rehearing to aUow tiie POLR rider to be 
avoidable by those customers who agree not to shop during the 
ESP through a legally binding commitment (OEG App, at 6). 

(71) OCC further contends that the Commission's actions 
authorizing the collection of POLR charge revenues for January 
through March 2009 at the higher rates authorized by the Order, 
even though the new SSO rates were not in effect at that time, 
and customers were already pa3dng a POLR charge, violated 
Section 4905,22, Revised Code, and case precedent (OCC App. 
at 34-36), 

(72) AdditionaUy, OCC alleges that the Commission violated Section 
4928.20(1), Revised Code, when it requfred residential customers 
of governmental aggregators to pay a stand-by charge. OCC 
explains that the statute permits govemmental aggregators to 
elect not to receive standby service on behalf of thefr residential 
customers, in exchange for electing to pay the market price for 
power if the residential customers retum to the electric utUity 
(OCC App. at 36-37). 
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(73) AEP-Ohio disagrees with the intervenors and argues that the 
POLR rider approved by the Commission was lawful and 
reasonable (Cos. Memo Contra at 3-8). AEPOhio asserts that 
the parties are raising issues that were fully litigated in the 
proceeding and have not raised any new arguments and thus 
the grounds for rehearing on the POLR-rdated issues should be 
denied. 

(74) AEPOhio also explains that OCC misperceives the risk 
associated with the POLR obligation and argues that as with 
otiier rate components that are part of the ESP, there is no 
double-recovery (Cos. Memo Contra at 24). Rather, the 
Companies' increased all charges embedded in the F5P, 
including the POLR charge, to reflect the 2009 revenue levels 
authorized by the Conunission, and then offset the revenues 
that had been collected already in the first quarter (Id,). 

(75) First as explained by AEP and recognized by others,' we 
explicitiy stated in our Order that customers in governmental 
aggregation programs and those who .switch to an individual 
CKES provider can avoid paying the POLR charge if the 
customers agree to pay the market price upon return to the 
electric utility after taking service from a CRES provider (see 
Order at 40), As such, OCCs request for rehearing on this 
matter is denied, 

(76) With regard to the amount of the POLR charge, the Coinmission 
carefuUy considered all of the arguments, testimony, and 
evidence in the proceeding and determined that the Companies 
should be compensated for the cost oi carrying the risk 
associated with being the POLR provider, including the 
migration risk. Based on the evidence presented, the 
Commission adopted the Companies' witness' testimony who 
quantified that risk at 90 percent of the estimated POLR costs, 
using the Black-Scholes model (see Tr. Vol. XIV at 204-205; Cos, 
Ex. 2-E at 15-16; Cos. Ex. 1, Exhibit DMR-5). The parties have 
not raised any new issues for the Commission's consideration. 
Therefore, we deny rehearing regarding the various POLR 
issues that have been raised. 

See Cos. Memo Contra at 2-3; OEG App. at 6. 
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(77) As for the argument of double-recovery of POLR charges or 
retroactive ratemaking, the Commission finds that this 
argument is comparable to OCC's arguments conceming aU of 
the ESP charges and finds simUarly. As discussed in 
subsequent section III.C (Effective Date of the ESP), our Order 
authorized the Companies' to increase all charges embedded in 
the ESP, including tiie POLR charge, to reflect the 2009 revenue 
levels approved by the Commission, However, our Order also 
directed the Companies to offset any revenues that had been 
coUected from customers in the first quarter to specifically 
prevent any double recovery. As such, rehearing on this issue is 
also denied. 

2. Energy Efficiencv, Peak Demand Reduction. Demand 
Response, and Intenuptible CapabUlties 

(a) Baselines and Benchmarks 

(78) The Companies proposed that the load of the former 
Mcmongahela Power Company's (MonPower) customers be 
excluded from the calculation of CSFs EE baseline to be 
established pursuant to Sections 4928.64 and 4928.66, Revised 
Code.^o In the Order, the Commission concluded that the 
MonPower customer load shall be included in the Companies' 
EE baseline because the MonPower load was not a load that 
CSP served and would have lost but for some action by CSP 
(Order at 43). 

(79) AEP-Ohio requests rehearing on this aspect of the Order. AEP­
Ohio, in its sixth assignment of enor, argues that the Order 
erroneously faUed to address the Companies' demonstration 
that the record in the MonPower Transfer Case reflected the 
Commission's concerns for MonPower's customers if they were 
not served under a rate stabUization plan (RSP). CSP notes that 
Staff witness Scheck acknowledged that MonPower customers 
were facing electricity prices dfrectly based on wholesale 
market prices that far exceeded the level of retaU prices offered 
by MonPower (Tr. Vol, VII at 201-202). CSP reminds the 
Coinmission that m this proceeding. Staff recognized that there 

'0 In the Matter of Uie Transfer of Monongahela Power Company's Certified Territory in Ohio to the Columbus 
Southem Power Company, Case No. 05-765-EL-UNC, Opinion and Order (November 9,2005) (MonPower 
Transfer Case). 
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were important "economic development" issues in the 
MonPower Transfer Case (Cos. Ex. 2A at 48), Further, CSP 
notes that in the MonPower Transfer Case, the Commission 
concluded that "economic benefits wiU inure to all citizens and 
businesses in both regions by helping to sustain economic 
development in southeastern Ohio."ii The Companies argue 
that it is not fair or reasonable for the Commission to now take 
such a narrow and technical view of economic development and 
request that the Commission exdude the MonPower load from 
the EH baseline. In the alternative, CSP requests that should the 
Commission afffrm its decision that the MonPower load was not 
economic development the EE and PDR baselines be adjusted 
to ensure that the compliance measurement is not unduly 
influenced by other factors beyond CSFs control as requested in 
the Companies' Brief (See Cos. Br, at 103; Cos. App. at 17-20). 

(80) The Commission affirms its dedsion to include the former 
MonPower customer load in the calculation of CSP's EE 
baseline to be established pursuant to Sections 4928.64 and 
4928.66, Revised Code. WhUe the Commission appreciates that 
CSP entered into an agreement to serve the former service 
territory of MonPower, as discussed in the Order, the transfer of 
such customer load was not economic development given that it 
was not a load CSP served and would have otherwise lost but 
for some action by CSP. We acknowledge that pursuant to 
Section 4928.66(A)(2)(b), Revised Code, tiie Commission may 
amend an electric utUity's EE and PDR benchmarks if the 
Commission determines that an amendment is necessary 
because the elecfric utiUty cannot reasonably achieve the 
benchmarks due to regulatory, economic, or technological 
reasons beyond its reasonable control. We also acknowledge 
that Section 4928.66(A)(2)(c), Revised Code, requires the 
baseline to be normalized for certain changes including 
appropriate factors to ensure that the compliance measurement 
is not unduly influenced by factors outside the confrol of the 
decfric utility. The Commission wUl consider such request for 
adjustments to the baseline by AEP-Ohio and other electric 
utility companies when appropriate. 

MonPower Transfer Case, Opinion and Order at 11. 
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(b) Intenuptible Capadty 

(81) As a part of the BSP, the Companies' requested that thefr 
interruptible service load be counted towards thefr PDR 
requirements to comply with Section 4928.66(A)(2)(b), Revised 
Code. The Companies also proposed to increase the limit of 
OFs Interruptible Power-Discretionary SchediUe (Schedule IRP-
D) to 450 Megawatta (MW) from the current limit of 256 MW 
and to modify CSFs Emergency Curtailable Service (ECS) and 
Price Curtailable Service (PCS) to make the services more 
attractive to customers, llie Companies request that the 
Commission recognize the Companies' ability to curtaU 
customer usage as part of the PDR compliance (Cos. Ex, 1 at 5-
6). 

(82) In the Order, the Commission agreed with Staff and OCEA that 
interruptible load should not be counted in the Companies' 
determination of its EE/PDR compliance requfrements unless 
and until the load is actuaUy intenupted. IEU argues that the 
Commission faUed to present sufficient reasoning to support 
this position. IEU states that the Commission's reliance on the 
testimony of Staff and OCEA's discussion of the issue is limited 
(IEU App. at 51), 

(83) As noted in the Order, OCEA argued that counting intenuptible 
load is contrary to the objectives of SB 221 and, because the 
customer controls part of the load when non-mandatory 
reductions are requested, bitermptible load should not be 
counted (Order at 46). IEU proffers that OCEA's arguments are 
contrary to the record evidence and common sense (IEU App. at 
51). The Comparues and IEU reason that Section 
4928.66(A)(1)(b), Revised Code, dictates tiiat the peak demand 
reduction programs merely be "designed to achieve" a 
reduction in peak demand (Cos. App. at 21; IEU App. at 52). 
The applicants for rehearing note that Staff witness Scheck 
acknowledged that "designed to achieve" is fundamentaUy 
different from a requirement to "achieve" as is required in 
Section 4928.66(A)(1)(a), Revised Code, regarding EE programs 
(Cos. App. at 21; IEU App. at 52). IEU agrees with the 
Companies' arguments on brief that interruptible service 
anangements provide an on-system capability to satisfy 
reliability and efficiency objectives as part of a larger planning 
process (Cos. Brief at 112-115), and dtes the regional 
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transmission organizations (RTO) programs as an example (IEU 
App, at 52). Tlie Companies contend that unlike unused 
energy savings capabilities, PDR programs create a capabUity to 
reduce peak demand that can either be exerdsed or reserved for 
future use as needed and, if the PDR resource or capabiUty is 
not needed for operational reasons or t>ecause weather is mUd, 
PDR capabUity ia fully reserved for future use without depletion 
or diminishing its value as a resource (Cos. App. at 22). IEU 
also contends that an intermptible customer's buy-through of a 
non-mandatory intermptible event is not a reason to reject it as 
a part of an elecfric utUity PDR program under Section 
4928.66(A)(2)(c), Revised Code, and the Commission should 
reverse its decision. IEU states that excluding interruptible 
capacity wiU require the Companies to offer a program inferior 
to the programs avaUable from the RTO (IEU App, at 52-53). 
Finally, AEP-Ohio emphasizes, as noted in tiie Companies' 
brief, that the Commission's Integrated Resource Plan (IRP) 
rules, as proposed by Staff, define "native load" of a system to 
mean the intemal load minus intenuptible loads at Rule 4901:5-
5-01(R), O.A.C.12 (Cos. Br, at 115; Cos. App. at 22-23). Thus, tiie 
applicants for rehearing reason that including intermptible load 
as a part of the Companies' EE/PDR compliance program is 
consistent with the goals of SB 221. 

(84) OCC states that the Commission previously considered and 
rejected certain of the Companies' arguments on this issue. In 
light of the fact that the Commission has previously given this 
issue due consideration and rejected the Companies' arguments, 
OCC argues that the Companies' application for rehearing of 
this issued should be denied (OCC Memo Confra at 22-23). 

(85) Upon further consideration of the issues raised, the Commission 
has determined that it is more appropriate to address 
interruptible capacity issues in AEPOhio's PDR portfolio plan 
proceeding docketed at Case Nos. 09-578-EL-EEC and 09-579-
EL-EEC. 

'2 See adopted Rule 4901;5-5-01(R), OA.C, In the Matter ofthe Adoption of Rules for Alternative and Renewable 
Energy Teclmologies, Resources, and Climate Regulations, and Review of Chapters 4901:5-1, 4901:5-3, 4901:5-5, 
ami 4901:5-7 of the Ohio Administrative Code, Pursuant to Section 4928M, Revised Code, as Amended hy 
Amended SubsHtuU Senate Bill Mo. 221, Case No. 08-888-EL-ORD (Green Rules) (April 15. 2009). 
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(c) EE/PDR Rider 

(86) In its fourth assignment of enor, AEPOhio requests, among 
other things, that the Commission clarffy that the phase-in of 
the approved rate increase and defenal of total biU increases 
over the established cap do not include revenue increases 
associated with a distribution base rate case or the revenue 
associated with the energy efficiency and peak demand 
reduction cost recovery (EE/PDR) rider (Cos. App. at 13-14). 

î T) As discussed in findings (27) and (28) above in regard to the 
TCR, we clarify that the percentage cap increase on total 
customer bills does not include the EE/PDR rider or future 
disfribution base rates established pursuant to a separate 
proceeding. 

3, Economic Development Cost Recovery Rider 

(a) Shared recovery of forgone economic 
development revenue 

(88) In its application for rehearing, OCC argues that the 
Commission Order is unreasonable to the extent that the Order 
fails to require the Companies to share a portion of the revenues 
foregone due to economic development programs (OCC App. at 
39-41). OCC recognizes that Section 4928.143(B)(2)(i), Revised 
Code, permits an electric utUity to f Ue an ESP with provisions to 
implement economic development programs and to request that 
program costs be recovered from, and allocated to, all customer 
classes. OCC repeats the statementa made in its briefs and 
rejected by the Commission in the Order that it has been the 
Commission's long-standing poUcy to equaUy divide the cost of 
the foregone revenue subsidies between the utflity's 
shareholders and customers. OCC claims the Commission's 
ruUng on this issue constitutes an unreasonable shfft in 
established regulatory poUcy to the prejudice of AEP-Ohio's 
residential customers and a rejection of OCC's request to 
annually review each approved economic development 
arrangement. OCC interprets the Order to foreclose any such 
annual review and, except for the Companies and the 
Commission, to bar any other parties an opportunity to review 
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economic development confracts initially and periodically 
thereafter (OCC App, at 39-41). 

(89) AEP-Ohio opposes OCCs request for rehearing on this matter, 
AEPOhio argues that although OCC acknowledges tiiat it is 
within the Commission's discretion to determine "the amount 
and allocation of the costs to be recovered" for foregone 
economic development revenue, at the same time, OCC claims 
that revenue sharing is within the Commission's discretion. 
AEPOhio asserts that despite OCC's claim that revenue sharing 
is an established Commission policy, the practice is not reflected 
in any of its special arrangements prior to the implementation of 
SB 221. Tlie Companies proffer that to the extent the alleged 
change in policy requfres a reason, in SB 221, the General 
Assembly explicitiy included recovery of foregone revenue as a 
part of economic development confracts in the amendments to 
Section 4905.31(E), Revised Code (Cos. Memo Contra at 36-37). 

(90) The Commission finds that OCC has faUed to present any new 
arguments for the Cominission's consideration on this issue. 
We do not find it necessary or appropriate to requfre all parties 
to initiaUy review and/or to annually review the economic 
development arrangements. Consistent with the current 
practice, the Commission will review economic development 
arrangements on a case-by-case basis which v̂ dU afford 
interested parties an opportunity to be heard in individual 
economic arrangement cases. Accordingly, we deny OCCs 
request for rehearing. 

(b) Economic dev_elopment contract customer compliance 
review 

(91) OCC also argues that tiie Economic Development Rider (EDR) 
is unfafr, lacks accountabUity and faUs to evaluate the 
Companies' or the customer's compliance with thefr respective 
obligations. OCC states that the EDR approved in the Order 
does not requfre that recovery be limited to AEPOhio's costs 
net oi benefits of the economic development program. Further, 
OCC claims that, without any review or accountabUity of the 
customers receiving the economic development benefits of such 
approved arrangements, costs cannof be detennined, OCC 
argues that the Commission faUed to make any provisions for 

000117 



08-917-EL-SSO, etal. -33-

recipients of economic development contracts to be held 
accountable for thefr obligations under the economic 
development anangements. Further, OCC asserts that this 
absence of accountabUity of the customer-recipient is 
unreasonable because it allows anyone to receive an economic 
development discount with nothing more than representations 
that it will make investments in the state of Ohio. OCC 
contends that the Commission should only approve discounted 
economic development rates, recovery by the electric utility and 
EDRs it investment in Ohio actually occurs (OCC App. at 65-66). 

(92) OCC also argues that the non-bypassable EDR is dso 
unreasonable and unlawful because it is abusive, 
anticompetitive, and not proper. OCC states that AEPOhio 
does not intend to offer economic development rates to 
shopping customers, but wiU impose the EDR charges on 
shopping customers. OCC asserts that the lack of symmetry 
between the avaUabUity of the benefit and who pays for the 
benefit renders the EDR unlawful and unreasonable, as 
approved by the Commission (OCC App. at 66). 

(93) The Companies state that OCC's arguments are premature. In 
defense of the Commission's decision, the Companies remind 
OCC that the Commission wUl review and address the specific 
cfrcumstances of each economic development anangement as it 
is presented for approval and, that if there are any enforcement 
issues in the future, the Commission's continuing jurisdiction 
over economic development anangements can be used to 
address any issues that arise. Regarding OCCs claims that the 
non-bypassable nature of the EDR is unlawful, abusive, and 
anticompetitive, the Companies reason that the fact that the 
EDR is non-bypassable ensures that it is competitively neutral. 
AEPOhio explains that a bypassable EDR would give CRES 
providers an undue advantage and emphasizes that CRES 
provider rates do not reflect recovery of "public interest" 
discounts in comparison to the electric utUitys regulated SSO 
rates, which reflect forgone economic devdopment discounts. 
Further, the Companies reason that aU customers and the 
conununity benefit from economic devdopment (Cos. Memo 
Contra at 37-38). 
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(94) The Commission finds that OCC has not presented any new 
arguments that the Conunission has not previously considered 
regarding review of economic development arrangements or 
the sharing of foregone revenues for economic devdopment. 
We agree with the Companies that all customers and the 
community benefit from economic development and, therefore, 
find it is reasonable for the EDR to be non-bypassable as 
permitted by law. The Commission fUids that its cunent 
procedure to review and analyze each proposed economic 
development arrangement is sufficient to address OCCa 
concerns regarding accountabiUty and the electric utUity's and 
economic development customer's contract compliance 
obligations. For these reasons, we deny OCCs request for 
rehearing. 

C. Line Extensions 

(95) AEP-Ohio avers that the Commission's rejection oi its proposed 
line extension provisions is unlawful and unreasonable, and 
states that the Commission should authorize AEP-Ohio to 
implement up-front payments contemplated in the 
Commission's November 5, 2008, Finding and Order issued in 
Case No. 06-653-ELORD (Cos. App. at 6-9).i3 

(96) Recognizing that the line extension policies were still being 
considered at the time of the rehearing applications, OCC 
argues that AEP-Ohio's rehearing request is without support 
and should be denied (OCC Memo Contra at 19-20). 

(97) As stated in our Order, the Commission ia requfred to adopt 
uniform, statewide line extension mles for nonresidential 
customers pursuant to SB 221, which it has done in Case No. 06-
653-EL-ORD. Although tiie rules are not yet effective, the 
Commission adopted modified line extension rules in its Entry 

ITie Ohio Home Builder's Association (OHBA) requested leave to file a limited memorandum contra 
AEP-Ohio's appUcation for rehearing on April 27, 2009. AEP-Ohio responded to the request on May 5, 
2009, and moved to strike the pleading. We find OHBA's motion to be improper and will not be 
considered because OHBA is not a parly to these cases and because OHBA has not shown that its failure 
to enter a prior appearance is due to just cause and that its interests were not already adequately 
considered by the Commission. However, even if we were to consider the request and permit OHBA's 
memorandum contra, OHBA's arguments would not modify our decision regarding the line extension 
issue. 
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on Rehearing issued on May 6, 2009, AEP-Ohio was an active 
partidpant in the administrative rulemaking and concerns that 
it has regarding the matters included in that rulemaking process 
are not appropriate for these proceedings. AEPOhio has faUed 
to raise any new arguments regarding this issue. Accordingly, 
rehearing on this ground Is denied. 

III. OIHER ISSUES 

A. Corporate Separation 

1. Transfer of Generating Assets 

(98) IEU alleges that the Commission ened by aUowing AEPOhio to 
recover, through the non-FAC portion oJ? the generation rate, the 
Ohio customers' jurisdictional share of any costs associated with 
maintaining and operating the Waterford Energy Center and 
the Darby Electric Generating Station (IEU App, at 19-21). IEU 
states that the Commission's determination was without record 
evidence and a demonstration of need (Id.). 

(99) AEP-Ohio responds that the Commission's actions were 
reasonable in light of SB 221 and the requfrement that the 
Commission placed on AEPOhio to retain the generating 
facilities. AEP-Ohio also submits that the Commission's 
decision was lawful pursuant to Section 4928.143, Revised Code, 
which allows such flexibUity in approving an ESP (AEP Memo 
Contra at 11-12), 

(100) After further consideration, the Commission finds lEU's 
arguments persuasive and grants rehearing on the issue of 
recovery of costs associated vnth maintaining and operating the 
Waterford Energy Center and the Darby Electric Generating 
Station facilities through the non-FAC portion of the generation 
rate. The Companies have not demonsfrated that thefr current 
revenue is inadequate to cover the costs assodated with the 
generating facUities, and that those costs should be recoverable 
through the non-FAC portion of the generation rate from Ohio 
customers. We, therefore, dfrect AEP-Ohio to modify its K P 
and remove the annual recovery of $51 mUlion of expenses 
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including associated canying charges rdated to these 
generation facUities. 

B. PJM Demand Response Programs 

(101) As a part of the ESP, the Companies proposed to revise certain 
tariff provisions to prohibit SSO customers from participating in 
the demand response programs (DRP) offered by PJM, both 
directiy and indirectly through a thfrd-party. The Commission 
concluded that despite Integrys' arguments to the contrary, the 
Commission was vested with the broad authority to address the 
rate, charges, and service issues of Ohio's pubKc utilities as 
evidenced in Titie 49 of the Revised Code and, therefore, 
reasoned that this Commission is the entity to which the Federal 
Energy Regulatory Commission (FERC) was referring in the 
Final Rule.̂ 'i However, the Commission ultimately determined 
that the record lacked sufficient information for the Commission 
to consider both the potential benefits to program participants 
and the costs to Ohio ratepayers to determine whether this 
provision of the ESP will produce a significant net benefit to 
AEP-Ohio consumers. As a resuU, the Commission deferred the 
issue to be addressed in a separate proceeding and requested 
that AEP-Ohio modUy its ESP to eliminate the provision that 
prohibits participation in PJM DRP, 

(102) The Comparues request rehearing of the Commission's decision, 
arguing that defenfrig this matter to a subsequent proceeding 
and allowing continued participation in DRP is unreasonable 
and against the manifest weight of the evidence in the record. 
AEPOhio points to what it calls "exhaustive treatment" of the 
issue by the parties in thefr briefs, motions, memoranda, written 
testimony and hearing transcripts. AEPOhio submits that the 
Order allows current DRP participants to continue partidpation 
in such programs llirough mid-2010, halfway through the term 
of the ESP, but also permits other customers to register to 
participate since FERC has re-opened regisfration untU May 1, 
2009.•'s The Comparues view the re-opening of regisfration by 
FERC as an opportunity for the Commission to prohibit cunent 

Wholesale Competition in Regions with Organized Electric Markets (Docket Nos. RM07-19-000 and Ar)07-7-
000), 125 FERC ^ 61,071 at 18 CFR Part 35 (October 17,2008) (Final Rule). 
PJM Interconnection, 126 FERC 1161,275, Order at P 9 (March 26,2009). 
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registrants' partidpation in DRP, without prejudice, by way of a 
timely decision to restrict retaU participation. 

(103) The Companies also argue that the Indiana UtUity Regulatory 
Commission (URC) recentiy granted a request by an AEP-Ohio 
affUiate to continue the Commission's default prohibition 
against retail partidpation in the PJM DRP whUe that 
Commission continues to consider a more permanent resolution 
to this issue. However, the Indiana URC will consider 
individual customer requests to participate in DRP on a case-by-
case basis.̂ ^ AEP-Ohio advocates the Indiana URC's approach, 
which the Companies assert wUl facUitate the use of demand 
resources within Ohio and aUow AEPOhio to refine its retail 
DRP to meet the mandates for PDR. AEPOhio contends that 
the Order creates uncertainty for the Companies and additional 
costs for ratepayers in two respects: (a) AEP-Ohio's PDR 
compliance costs increase with the exportation of Ohio's 
demand response resources through retail partidpation in the 
PJM programs; and (b) nonparticipating customers will incur 
additional long-term capacity costs due to AEPOhio's 
obUgation to continue to provide firm service even though the 
participating customers are using thefr load in a maimer that is 
akin to intermptible service. AEPOhio states that it is the 
Companies' goal to emulate the PJM DRP at the retaU level to 
the extent possible. Further, AEPOhio proposes that if the 
Commission restricts retaU participation on rehearing and 
orders the Companies to modify their programs to the 
maximum extent possible, AEP-Ohio's customers would benefit 
from demand response in terms of a reduction in the capadty 
for which AEP-Ohio customers are responsible. According to 
AEP-Ohio, such a decision would also encourage AEPOhio to 
work with stakeholders to ensure that predictable consumer 
demand response is recognized as a reduction in capacity that 
CSP and OP carry under PJM market mles and support AEP­
Ohio's PDR obligations (Cos. App. at 23-26). 

(104) IEU, OCC, and Integrys each fUed a memorandum contra this 
aspect of the Companies' request for rehearing. Like AEPOhio, 
IEU agrees that the Coinmission had sufficient information to 

In the Matter of the Commission's Investigation Into Any and AU Matters Related to Demand Response Programs 
Offered by the Midwest ISO and PJM Interconnection, Cause No. 43566 (February 25,2009 C^der). 
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decide this issue, but supports the Commission s conclusion to 
aUow retail participation in DRP until a decision is ultimately 
made. Further, IEU asserts that the bases AEPOhio cites for 
support of its request for rehearing are inaccurate and/or 
misleadmg (IEU Memo Contt-a at 10-11), IEU and OCC state 
that AEP-Ohio has mischaracterized the Indiana URC's ruling. 
IEU contends that the Indiana URC's position is inelevant as 
Indiana operates under a cost-based ratemaking regime unlike 
Ohio (IBU Memo Confra at 11). Further, OCC cites and IEU 
quotes the Indiana URC's order to state, in part: 

The initiation of the Commission's investigation in 
this Cause did not alter the Commission's existing 
regulatory practice of requiring approval prior to 
direct participation by a retaU customer in an 
[regional fransmission organization demand response 
program]. Nor did the Commission's investigation 
prohibit Indiana end-use customers desiring to participate 
in PJM's DRPs front filing a petition seeking approval 
from the Commission. Instead, the Commission 
commenced this investigation to determine whether, 
and in what manner, the Commission's regulatory 
procedure should be modified or streamlined to address 
requests by end-use customers based on ihe importance of 
demand response and the increased interest in participation 
in RTO DRPs. [Emphasis added.]̂ '̂  

IEU and OCC note that of the five Indiana customers that 
requested approval to participate in the RTO DRP, as of the 
filing of the memoranda, three requests had been approved and 
two were pending (IEU Memo Confra at 12, n.5; OCC Memo 
Contra at 13). In other words, IEU concludes that there is in fact 
no prohibition on customer partidpation in RTO DRP in 
Indiana (IEU Memo Contra at 11-12). 

(105) Integrys and OCC state that there is no evidence in the record to 
support AEP-Ohio's daims that continued participation in RTO 
DRP wUl increase the Companies' compliance cost to meet its 
PDR requirements under Section 4928.66, Revised Code 
(Integrys Memo Contra at 8; OCC Memo Confra at 12). Integrys 

7̂ /rf.atS. 
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explains that the statute does not requfre the use of in-state 
demand response resources, prohibit partidpation in RTO DRP 
or require the mercantile customer to integrate or commit thefr 
DRPs to AEPOhio. Commitment is at the mercantile 
customer's option. Further, Integrys interprets the 
Commission's dedsion in the Duke Energy of Ohio ESP case to 
affirm its interpretation^^ (Integrys Memo Contra at 5-6, 8; CXZC 
Memo Contra at 12), OCC also argues that there is no evidence 
in the record to support the representation that customer 
participation in DRP will not benefit AEP-Ohio's customers by 
decreasing AEP-Ohio's load. OCC reasons, and Integrys agrees, 
that DRP improve grid reUabUity and make markets more 
effident by avoiding the cost associated witii new generation to 
service load and, as such, the intervenors reason that DRP are a 
benefit to all customers participating in the RTO's market (OCC 
Memo Contra at 12; Integrys Memo Contra at 9). Integrys 
rationaUzes that customers participating in the PJM DRP under 
AEP-Ohio Schedules GS-2, GS-3 and GS-4 pay demand charges 
for firm capacity frrespective of whether the customer takes 
service or service is curtaUed (Integrys Memo Contra at 9). IEU 
claims that AEP-Ohio's arguments implicitiy concede that PJM's 
DRP are more valuable to customers than the intermptible 
service offered by CSP and OP, and IEU emphasizes that it is 
the mercantile customer's choice to dedicate customer-sited 
capabUlties under SB 221, Also, IEU asserts that the Companies' 
assertion that the Order wiU cause additional long-term 
capadty costs for nonparticipating customers is misleading at 
best. IEU explains that should any additional long-term 
capacity costs be incuned, it would not be the result of 
customers participating in RTO DRP, but AEPOhio's 
commitment to meet the generation resource adequacy 
requfrement of all retaU suppliers vnthin its PJM zone for a 
period of five years through PJM's fixed resource requfrement 
program (IEU Memo Contra at 12-13). Finally, OCC asks that 
the Commission retain an SSO customer's option to participate 
in a variety of competitive DRP as such is supported by the 
goals of SB 221 (OCC Memo Contra at 11). 

In the Matter of the Application of Duke Energy Ohio, Inc, for Approval of an Electric Security Plan, Case No. 
08-92a-EL^O, et al.. Opinion and Order at 35 (December 17,2008). 
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(106) Integrys and IEU assert that any faUure of AEP-Ohio to comply 
with the PDR requfrements of Section 4928.66, Revised Code, 
are not because of customer participation in PJM's DRP but the 
lack oi attractive programs offered by AEPOhio (IEU Memo 
Contta at 13; Integrys Memo Confra at 7). Further, Integrys 
notes that the Companies' three interruptible service offerings 
(Schedule IRP-D, ECS Rider and PCS Rider) have only 8 AEP­
Ohio customers (Integrys Memo Confra at 7). Further, Integrys 
suggests that, if the Companies believe that the DRP are 
affecting the Companies' PDR compliance plans. Section 
4928.66(A)(2)(b), Revised Code, pennits AEPOhio to request 
that its PDR goals be revised (Integrys Memo Contra at 7-8). 

(107) As to the Companies' alleged desfre to emulate RTO DRP, OCC 
argues that the Companies could have devdoped and fUed DRP 
that mirrored PJM's programs as a part of their ESP appUcation 
(OCC Memo Contra at 12). For these reasons, IEU, Integrys, 
and OCC request that the Commission deny AEP-Ohio's 
application for rehearing as to the PJM DRPs. 

(108) The Commission rejects AEPOhio's proposal to dfrect DRP 
participants to withdraw from PJM programs at this time. The 
registration deadline of May 1, 2009, has passed and we 
consider this request to be moot Furthermore, the Commission 
is not convinced by AEPOhio's daims that an abmpt change in 
the Commission's dedsion would not harm customers afready 
registered to participate in PJM's DRP, given that customers 
may have entered into contractual arrangements, invested in 
new equipment and agreed to operational commitments in 
reliance on the Commission's Order. Thus, we affirm our 
decision not to prohibit AEP-Ohio's SSO customers' from 
participating in PJM's DRP at this time and wUl reconsider our 
decision in a subsequent proceeding. Finally, the Commission 
notes that AEP-Ohio, IEU, Integrys nor OCC presented, in thefr 
respective briefs or memoranda, quantification of record 
evidence to address the Commission's primary concem with 
tills provision of the ESP. The Commission requfres additional 
information to consider the costs incurred by various customers 
to balance the interest of AEPOhio customers participating in 
PJM's DRP and the cost AEPOhio's other customers incur via 
the Companies' retaU rates. Moreover, none of the arguments 
presented in the applications for rehearing or the memoranda 
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contta sufficientiy address this aspect of the PJM DRP and, 
therefore, fail to persuade the Coinmission to reconsider its 
decision regarding PJM DRP participation. In further 
consideration of the need to balance the potential benefits to 
PJM DRP participants and the costs to AEP-Ohio ratepayers, the 
Commission clarifies tiiat AEP-Ohio customers under 
reasonable anangements v^th AEPOhio, including, but not 
limited to, EE/EDR, economic development arrangements, 
unique anangements, and other special tariff schedules that 
offer service discounts from the applicable tariff rates, are 
prohibited from also participating in PJM DRP, unless and until 
the Commission decides otherwise in a subsequent proceeding, 
rhe remaining issues in the applications for rehearing on PJM 
DRP participation are denied. 

C. Effective Date of the ESP 

(109) OCC daims that the Coinmission erred by permitting AEP-Ohio 
to apply their amended tariff schedules to services rendered 
prior to the entry of the Commission approving such schedules, 
in violation of Sections 4905.22, 4905.32, and 4905.30, Revised 
Code, and the Ohio and United States Constitutions (OCC App. 
at 18-19, 24-25), OCC recognizes tiiat the effective date of the 
tariffs, as conected by the Entry Nunc Pro Tunc issued on 
March 30, 2009, was "not earlier than both the commencement 
of the Companies' April 2009 bUling cycle and the date upon 
which the final tariffs are filed with the Commission" (Id.), 
However, OCC asserts that permitting the increased rates to be 
effective on a "biUs-rendered" basis, instead of a "services-
rendered" basis, authorizes increased rates prior to the approval 
of the new rates, which includes charges for electric energy 
already consumed. OCC opines that applying amended tariff 
schedules to services rendered prior to the Commission's entry 
that approves such schedules violates Sections 4905.22 and 
4905.32, Revised Code (Id.), 

(110) OCC also asserts that the Commission erred by establishing the 
term of the ESP beginning January 1,2009, which equates to the 
Companies collecting retroactive rates for the period January 
2009 through March 2009, in violation of Ohio law and case 
precedent (Id. at 20-24), 
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(111) OCC further alleges that the Order violates Section 4928.141(A), 
Revised Code, which OCC interprets to require an electric 
utility's rates in effect January 1, 2009, to continue if an SSO has 
not been approved by the Commission, OCC argues that to the 
extent that the Order replaced the rates in effect at January 1, 
2009 without an approved SSO, it violates Section 4928.141(A), 
Revised Code (Id. at 25-26). 

(112) Similar arguments were raised by several other intervenors 
(OMA App. at 3-4; OHA App. at 2-6; Kroger App. at 8-9). 

(113) AEPOhio opposes the interveners' claims regarding retroactive 
ratemaking, stating that the various claims are without merit 
and should be rejected (Cos. Memo Confra at 14-25). AEP-Ohio 
explains that the Conunission's Order, as clarified by the Entry 
Nunc Pro Tunc, approved a modified ESP with a term 
commencing January 1,2009, and ending December 31,2011 (Id. 
at 14). AEP-Ohio filed compliance tariffs implementing the new 
rates adopted in the ESP, commencing with the ffrst bUling cyde 
of AprU 2009, which included an offset of the revenues coUected 
from customers during the interim period (Id.). The Companies 
argue that Sections 4905.22 and 4905.32, Revised Code, require 
public utilities to charge rates that are authorized by the 
Commission, as reflected in approved tariffs at the time of the 
bUling, which AEPOhio properiy did, and OCCs general 
disagreement with adopting rate increases on a bills-rendered 
basis is not an issue unique to this proceeding (Id, at 16). 

(114) AEPOhio further responds that the Commission authorized a 
three-year ESP with a term of January 1, 2009, through 
December 31, 2011, and required that the revenues that were 
coUected duruig the interim period, pursuant to Case No. 08-
1302-EL-ATA, be offset by the new rates (Id. at 17). AEPOhio 
states that the Commission did not establish rettoactive rates 
but instead, used a prospective rate mechanism to implement 
the full term of the ESP, The Companies also note that the 
Commission's decision did not provide for new rates during the 
first quarter of 2009 and cUd not require the Companies to 
backbill individual customers for service already provided and 
paid for. 
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(115) It has been a long standing Commission policy to approve the 
effective date of tariffs on either a bUls-rendered or services-
rendered basis depending on the specific facts of each case. As 
noted by the Companies, "[ojrdering rate Increases effective on 
a bUls-rendered basis is a widdy used and established practice 
in various types of rate cases" (Cos. Memo Contra at 16). 

(116) We also agree with AEPOhio tiiat our dedsion does not 
constitute retroactive ratemaking in violation of Keco Industries, 
Inc, V, Cincinnati 6* Suburban Bell Tel Co. (1957), 166 Ohio St 254 
(Cos. Memo Contra at 18), Durbig the interim period (ffrst 
quarter of 2009), the Commission approved rates pursuant to 
Section 4928.141(A), Revised Code,i9 and, subsequently, 
through our Order in this proceeding, we authorized the 
revenues coUected during the interim period to be offset against 
the total aUowable revenues that the Companies are authorized 
to receive pursuant to their ESP, as modified by the 
Commission (Order at 64, conected by Entry Nunc Pro Tunc at 
2). The Commission did not permit the Companies to go back 
to January 1, 2009, and re-biU customers for the consumption 
that they used during the ffrst quarter of 2009 at the higher rate 
estabUshed by our Order, Had our Order aUowed the 
Companies to re-bUl customers at the higher rate based on 
actual consumption from January 1, 2009, through March 31, 
2009, which it did not we would agree that an order 
authorizing such rebUlihg would constitute rettoactive 
ratemaking. 

(117) As explained previously, our Order remains consistent with 
Section 4928.141, Revised Code, which requfres an electric 
UtUity to provide consumers, beginning on January 1, 2009, a 
SSO established in accordance with Section 4928,142 or 
4928.143, Revised Code (Order at 64, conected by Enfry Nimc 
Pro Tunc at 2). The Coinmission approved AEP-Ohio's three-
year ESP, with modifications, but did not allow AEP to collect 
higher rates associated with that approved ESP until the ffrst 
billing cycle of AprU 2009. We clarified our intent to this effect 
in our Entry Nunc Pro Tunc, pages 1- 2: 

In re Columbus Soihem Power Co. and Ohio Power Co., Case No, 08-1302-EL-ATA, Finding and Order at 2-3 
(December 19,2008) and Finding and Order at 2 (February 25,2009). 
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It was not the Commission's intent to allow the 
Companies to re-biU customers at a higher rate for 
their ffrst quarter usage. The new rates established 
pursuant to the ESP were not to go into effect until 
final review and approval by the Commission of the 
Companies' compliance tariffs, Given that our order 
was i.ssued on March 18, 2009, and that the 
Companies' existing tariffs approved by the 
Commission were scheduled to expfre no later than 
the last bUling cyde of March 2009, it was anticipated 
that the new rates would not become effective until 
the first bUUng cycle of AprU. 

(118) We further addressed these issues in our entry issued on 
March 30, 2009, when we denied the request for a stay 
(March 30 Entty). In that March 30 Entry, we specifically stated 
that we disagree with the characterization that our action 
allowed AEP-Ohio to retroactively collect rates (March 30 Enfry 
at 3). In that same March 30 Entry, we also addressed the claim 
that the Order violated Section 4928.141(A), Revised Code. We 
explained that in our finding and order issued on December 19, 
2008, in Case No. 08-1302-EL-ATA, the Commission estabUshed 
rates for the interim period, stating that "the rates in effect on 
July 31, 2008, would continue until an SSO is approved in 
accordance with Section 4928.142 or 4928.143, Revised Code" 
(March 30 Enfry at 3). Moreover, we agree with AEPOhio's 
understanding of the offset requfred by our Order (Cos, Memo 
Contta at 22), The offset was an adjustment that the 
Commission believed to be fafr in calculating the incrementally 
higher revenue authorized for 2009, in light of the timing of the 
Commission's decision on the ESP and the need for an interim 
plan. The Commission has considered all of the arguments 
raised surrounding these issues several times in mtUtipIe 
proceedings and has specifically addressed the arguments in its 
previous decisions, The parties have raised nothing new for the 
Commission's consideration. Accordingly, the Commission 
finds that its Order does not constitute rettoactive ratemaking, 
and does not violate any statute or constitutional provision. 
Therefore, we deny rehearing on aU grounds associated with the 
eitective date of the new ESP rates. 
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(119) Furthermore, the Coinmission finds that the Companies' should 
file revised tariffs consistent with this entry, to be effective on a 
date not earlier than both the commencement of the Companies' 
August 2009 billing cycle, and the date upon which final tariffs 
are fUed with the Commission. In light of the timing of the 
effective date of the new tariffs, the Commission finds that the 
tariffs shall be effective for bUls rendered on or after the 
effective date, and contingent upon final review by the 
Commission. 

IV. SIGNIFICANTLY EXCESSIVE EARNINGS TEST (SEET) 

(120) In the Order, the Commission concluded that the SEET would 
be established within the framework of a workshop to develop 
a common methodology for all Ohio elecfric utilities. The 
Commission reasoned that, pursuant to Section 4928.143(F), 
Revised Code, there is time to develop a coinmon methodology 
for all Ohio electtic utUities because the SEET wiU not actually 
be applied untU 2010 for the year 2009, consistent with the 
Commission's decision in the FfrstEnergy ESP Case.20 
However, the Commission recognized that AEPOhio requfred 
certain infonnation to evaluate the modified ESP. The 
Commission noted that the Companies' eamings from off-
system sales would be excluded from fuel costs and, consistent 
with that dedsion, also excluded off-system sales margins from 
any SEET. 

A. AEPOhio as a single-entity for SEET 

(121) AEP-Ohio, in its thfrteenth assignment of error, requests that 
the Commission provide further clarification of the SEET and 
the scope of the issues to be addressed at the SEET workshop. 
AEP-Ohio requests tiiat the SEET apply to CSP and OP as a 
single entity because investments in the elecfric utUities are 
made and thefr operations are conducted on a combined basis. 
The Companies argue that the "single entity" approach was 
supported by Staff (Staff Ex. 10 at 25). The Companies also 
argue that a common SEET methodology does not requfre an 

20 In re Ohio Edison Company, Tlte Cleveland Electric lUuminating Company, and the Toledo Edison Company, 
Case No. 08-935-EL-SSO, Opinion and Order (December 19,2008). 
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identical SEET methodology for each Ohio electric utUity (Cos. 
App. at 40-41). 

(122) While IEU does not take a position, at this time, on the merits of 
AEPOhio's request IEU argues that the clarification need not 
be addressed as a part of the entry on rehearing and the issue is 
more appropriately deferred to the workshop (IEU Memo at 15). 
On the other hand, OCC opposes AEPOhio's request. OCC 
proffers that despite Staff's belief that the consolidated 
evaluation of the Companies' eamings for purposes of the SEET 
would help mitigate "asymmetrical" risk. Staff was reluctant to 
address the issue ot whether such practice was permitted 
pursuant to SB 221. OCC argues tiiat combining CSP and OP 
for SEET purposes is prohibited by the statute. OCC notes that 
paragraphs (Q and (E) of Section 4928.143, Revised Code, each 
refer to "the elecfric distribution utility" and tiiat Section 
4828.01(A)(6), Revised Code, defines electtic distribution utUity 
as "an electric utUity that supplies at least retail electtic 
disttibution service." As such, OCC contends that the statute 
clearly expresses the legislative intent and the statute must be 
applied accordingly.^ Thus, OCC reasons that the eamings of 
CSP and OP cannot be combined for calculation of the SEET 
pursuant to the statute (OCC Memo at 14-15). 

(123) The Commission concludes that consideration of whether CSP 
and OP should be considered a single-entity, AEP-Ohio, for 
purposes of the SEET is an issue more appropriately addressed 
as a part of the SETT workshop. 

B. O ^ 

(124) Kroger reasons that the Order is unreasonable and unlawful to 
the extent that the Order excluded OSS margins from tiie SEET 
and did not share OSS margins with customers as an offset to 
FAC. Kroger claims that the Order does not explain why OSS 
margins are excluded from the SEET (Kroger App. at 8). 
Further, Kroger clarifies that its request as to OSS was in the 
alternative. More predsely, Kroger requested that should the 

1̂ Time Wamer v. Pub Util Comm. [19%), 75 Ohio St3d 229, 237, citing Provident Bank v. Wood (1973), 36 
Ohio St.2d 101. 
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Commission exclude OSS margins as an offset to the FAC, then 
the Commission should then include OSS margins in the SEET. 
Kroger argues that the Order inappropriately allows AEPOhio 
to retain all of the benefits of OSS margins and AEPOhio's 
distinction between SB 221's focus on retaU sales as opposed to 
wholesale ttansactions is unsupported by legal authority and 
conttary to Ohio law. Kroger reasons that AEPOhio's 
generating assets, which produce decfricity for C ^ , are 
included in the calculation of the Companies' conunon equity 
and, therefore, OSS should be induded in the SEET, Further, 
according to Kroger, neither Section 4928.143(F), Revised Code, 
nor any other provision of the Revised Code excludes OSS from 
the calculation of the return on common equity. Thus, Kroger 
requests that the Commission reconsider the Order to at least 
share OSS margins with AEPOhio's customers (Kroger App. at 
6-8), 

(125) OCC argues that recognizing OSS profits and sharing the profits 
between customers and the electtic utUity is consistent with the 
Commission's dedsion in a prior CEI Rate Case.^ Further, OCC 
asserts that the Commission has previously determined that 
providing OSS revenue to jurisdictional customers can assist in 
achieving the goal of providing reliable and safe service and is 
consistent with the state policy set forth in Section 4928.02(A), 
Revised Code.^ OCC argues that although the law does not 
explicitly require an aUocation of OSS to customers, the law also 
does not explicitiy prohibit it. Thus, OCC reasons that the 
Commission has faUed to follow it own precedent^ (OCC App. 
at 16-17). Further, OCC reasons that the order faUs to offer any 
justification for changing its position on this issue or to 
demonsttate why its prior decisions were in enor. For this 
reason, OCC alleges that the Commission's Order yidds an 
unreasonable and unlawful result as to the SEET (OCC App. at 
18). 

22 In the Matter oftlte Application ofthe Cleveland Electric Illuminating Company far Autliority to Amend and to 
Increase Certain of it FUed Scltedules Fixing Rates and Charges for Electric Service, Case No. 84-188-El^AIR, 
Opinion and Order at 21 (March 7,1985). 

w In the Matter ofthe Application oftlte Cincinnati Gas & Electric Company for an Increase in its Rates for Gas 
Service to Ail Jurisdictional Customers, Case No. 95-656-GA-AIR, Entry on Rehearing at 6-7 (February 12, 
1997). 

^̂  Cleveland Elec. Illuminating (1975), 42 Ohio St.2d 403 at 431. 
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(126) OEG and OMA argue that the exclusion of OSS creates a 
fundamental asymmetty by comparing only part of the eamings 
of AEP-Ohio with the full earnings of the comparable 
companies (OEG App. at 2-4; OMA App. at 4-5). OEG argues 
that the "return on common equity that was earned" by the 
Companies indudes profits from OSS. OEG contends there is 
no statutory basis for comparing only part of the earnings of 
AEPOhio with basis full earnings of the comparable companies 
and such a comparison distorts the analysis. As a key consumer 
protection provision of SB 221, OEG asserts that faUing to 
include all of the Companies' earnings undermines the 
intentions of and the plain meaning of the stahte. OEG notes 
that the record reveals that during the term of the ESP, 
projected OSS profits are $431 mUlion for OP and $360 miUion 
for CSP and ignoring such eamings misconstmes the statue and 
fails to provide meaningful consumer protection as intended by 
SB 221. On such basis, OEG and OMA argue that the SEET set 
forth in the Order is unlawful (OEG App, at 2-4; OMA App. at 
4-3). 

(127) As interpreted by OCC, Section 4928.143(F), Revised Code, 
requires the Commission to determine whether AEPOhio's ESP 
results in excessive earnings and includes all provisions of the 
FSP, including deferrals. OCC believes that eliminating 
defenals from the SEET is an unauthorized adjustment and 
opines that the elimination of the deferrals is unlawful as it is 
not authorized by the statue. OCC argues that eliminating 
defenals from the SEET wiU misstate the Companies' earnings, 
distorting the match between expenses and revenues and 
distorting the SEET. OCC asserts that the exclusion of the 
deferrals unlawfully gives AEPOhio a margin and virtually 
ensures that the Companies wUl not violate the SEET (OCC 
App. at 67-68). 

(128) OEG agrees with the Commission's decision to exclude 
defenals and the related expenses from the SEET so that 
deferrals are matched with revenues when revenues are 
received by the Companies. However, OEG seeks clarification 
of the Order to the extent that the Companies' annual earnings 
for purposes of the SEET wiU exclude aU deferral of expenses 
and, once recovery of the defenal actually begins, aU 
amortization expenses associated with amounts previously 
deferred (OEG App. at 4-6). 
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(129) We grant the intervenors' requests to reconsider the exclusion 
(̂ f OSS margins from the SEET calculation. We have decided 
that lUce our consideration of whether to tteat AEPOhio as a 
single-entity for purposes of the SEET, OSS is an issue more 
appropriately addressed in the SEET workshop. Similarly, the 
Commission concludes that to further explore the issues of 
deferrals and related expenses, in regards to the SEET, we wiU 
also address these components of the SEET as part of the 
workshop. 

MARKET-RATE OFFER (MRO^ v. ESP 

(130) AEP-Ohio argues that the Order is unlawful and unreasonable 
because Section 4928.143(C)(1), Revised Code, does not permit 
the Commission to modify the ESP ff the proposed ESP is more 
favorable than the MRO (Cos. App, at. 4-5). OCC disagrees and 
states that the Commission properly applied the statutory test 
when it compared the modified ESP to the results that would 
otherwise apply under a MRO (OCC Memo Contta at 9). 
Similarly, Kroger, OPAE, IEU, and OEG assert that the 
Commission properly exercised its statutory authority to 
modify the proposed ESP to make it more favorable than the 
expected results of a MRO (Kroger Memo Contta at 4; OPAE 
Memo Contta at 4-5; IEU Memo Contta at 7; OEG Memo Confra 
at 3), 

(131) We agree with the intervenors. The statute contemplates 
modification of a proposed ESP by the Commission, and tfien a 
comparison of the modffied ESP, as approved, to the results that 
would otherwise apply under a MRO. As explained in our 
Order, our statutory authority is not limited to an after-the-fact 
determination, but rather, includes the authority to make 
modifications to a proposed ESP that are supported by the 
record. Therefore, AEP-Ohio's rehearing request is denied on 
this ground. 

(132) IEU argues that the costs associated with the POLR obligation 
should not be induded in the MRO portion of the ESP versus 
MRO comparison (IEU App. at 43-44). IEU contends that the 
Commission lacks the authority to approve a POLR charge in a 
Section 4928.142, Revised Code, proceeding (Id. at 44). 
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(133) The Companies interpret lEU's argument as an enoneous belief 
that the Companies' POLR obligation terminates in the MRO 
context (Cos. Memo Contta at 13), AEP-Ohio contends that its 
risk associated with the POLR obUgation under SB 221 
continues regarding the non-market portion of the MRO, and 
that it is unrealistic to evaluate the cost of an MRO without 
including the POLR obligation (Id*). 

(134) IEU also appears to be requesting rehearing claiming that the 
Order does not provide adequate justification or offer even the 
"slightest clue" for its decision as required by Section 4903.09, 
Revised Code (IEU App. at 22-26). However, IEU then argues 
that the market price that the Commission used in its 
comparison is too high and that since testimony was fUed in the 
proceeding, market prices have declined. IEU iis suggesting that 
the Commission do on rehearing exactiy what it criticizes the 
Commission's Order for doing, which is base its opinion on 
information and data that is not m the record of the proceeding, 
AEP-Ohio objects to lEU's approach of using exfra-record 
information to state that the Conunission's analysis was flawed 
(Cos. Memo Contta at 12). 

(135) There was no need for IEU to search for clues in the 
workpapers. The Commission weighed the evidence in the 
record and adopted Staffs estimated market prices, as wdl as 
Staff's methodology, in the Order. At page 72, the Commission 
stated its basis: "Based upon our opinion and order and using 
Staff witness Hess' methodology oi the quantification of the ESP v. 
MRO comparison . . ." (emphasis added). Prior to explicitly 
stating which quantification analysis that it used, the 
Commission explained that Staff witness Hess' methodology 
included the utilization of Staff witness Johnson's estimated 
market rates to demonsttate that the ESP is more favorable in 
the aggregate as compared to the expected results of an MRO 
(Order at 70). The Order also explained that the Companies 
calculated the estimated market prices to be $88.15 per iMWH 
for CSP and $85.32 per MWH for OP. OCC provided testimony 
of estimated market prices of $73.94 per MWH and $71.07 per 
MWH for CSP and OP, respectively (OCC Ex. 10 at 15-24), whUe 
Staff offered testimony of estimated market prices of $74.71 per 
MWH and $73.59 per MWH for CSP and OP, respectively. 
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which were then utUized by Staff in an MRO v. ESP comparison 
(Staff Ex, 1-A, Revised Exhibit JEH-l). Utilizing tiiefr respective 
estimated market prices, both OCEA (which includes OCC) and 
Staff concluded that the ESP, ff modified, was more favorable in 
the aggregate than an MRO (see Order at 70-71). Based on the 
record before it it was reasonable for the Commission to adopt 
Staff's estimated market rates and Staff's methodology to 
ciuantify the ESP v. MRO comparison. lEU's argument to the 
contrary lacks merit and, thus, is rejected. 

(136) With regard to the MRO versus ESP comparison, our analysis 
did not end with the rehearing requests. Upon review of the 
record in this case and aU arguments raised on rehearing, the 
Commission does in fact find that the ESP, including defenals 
and future recovery of deferrals, as modified by the Order and 
as further modffied by this entry, is more favorable in the 
aggregate as compared to the expected results that would 
otherwise apply xmder Section 4928.142, Revised Code. 

(137) The Commission notes that with this entry, it is further 
modifying AEP-Ohio's ESP to reduce the rate impacts on 
customers. The Commission bdieves that the modifications 
made in this entty increase the value of the Companies' ESP. 
Nonetheless, even if we do not include the POLR obligation in 
the calculation of the MRO versus ESP comparison, the 
Commission finds that the ESP is stiU more favorable in the 
aggregate as compared to the expected results that would 
otherwise apply imder Section4928.142, Revised Code. 

VI. SECTION 4903.09, REVISED CODE 

(138) IEU generally argues that the Commission's decision faUs to 
comply with the requfrements of Section 4903.09, Revised Code, 
to sufficiently set forth the reasons prompting the Commission's 
dedsion based upon the findings of fact in regards to carrying 
costs, FAC, the rate increase limitation, POLR, the ttansfer of 
generation assets, gridSMART and other disttibution rate 
increases, and the comparison of the ESP to the MRO (IEU App. 
at 4-26). 
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(139) SimUarly, OCC argued that the Coinmission faUed to meet the 
sufficiency requfrements of Section 4903.09, Revised Code, 
when it denied OCC's motion for stay in its March 30, 2009, 
Entty Nunc Fro Tunc, and faUed to make the Companies' 
collection of rates subject to refund, and when it approved the 
ESRP rider (OCC App. at 27-29,55-57), 

(140) AEP disagrees, stating that the Commission explained the bases 
for its determination of the issues raised in this proceeding in a 
manner that satisfies Section 4903,09, Revised Code, as weU as 
Supreme Court precedent (AEP Memo Confra at 8-10), 

(141) As discussed more fuUy in the individual sections dealing with 
each subject matter, the Commission finds that it fuUy and 
adequately set forth its decisions in its Order, consistent with 
Section 4903.09, Revised Code, and long standing precedent 
See Industrial Energy Users-Ohio v. Pub, Util Comm. (2008), 117 
Ohio St.3d 486, 493, 2008 Ohio 990; MCI Telecom. Corp. v. Pub. 
UUl Comm. (1987), 32 Ohio St.3d 306, 513 N.E.2d 337; Tongren u. 
Pub. Util Com. (1999), 85 Ohio St.3d 87,1999 Ohio 206. 

It is, therefore, 

ORDEl^D, That the applications for rehearing be granted, in part and denied, in 
part as set forth herein, It is, further, 

ORDERED, That the Companies fUe, for Commission review and approval, thefr 
revised tariffs consistent with this entry. It is, further, 
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ORDERED, That a copy of this entry on rehearing be served upon all parties and 
other interested persons of record. 

TFIE PUBLIQWILITIBS COMMISSION OF OHIO 

Alan R. Schriber, Chafrman 

Valerie A. Lemmie 

Ronda Hartman Fergus 

- ^ M y l Z^̂ Z^̂ tOo ^cuA^ 
Cheryl L, Roberto 

KWB/GNS:ct 

Entered in the Journal 

JUL a 3 2ooa. 

Rene6 J, Jenkins 
Secretary 
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BEFORE 

THE PUBLIC UTILITIES COMMISSION OF OHIO 

In the Matter of the Application of Columbus 
Southern Power Company for Approval of 
an Electtic Security Plan; an Amendment to 
its Corporate Separation Plan; and the Sale or 
Transfer of Certain Generating Assets. 

In the Matter of the Application of Ohio 
Power Company for Approval of its Electtic 
Security Plan; and an Amendment to its 
Corporate Separation Plan. 

Cas6No,08-917.EL-SSO 

Case No. 08-918-EL-SSO 

CONCURRING OPINION OF COMMISSIONER CHERYL L. ROBERTO 

It is the Cominission's responsibUity to promote the policy of this state to "ensure 
the availabUity to consumers of ... reasonably priced retaU decfric service," R.C. 
4928.02(A). We are mandated to approve or modify and approve an electtic security 
plan (ESP) when we find that the plan or modified plan, including its pricing and all 
other terms and conditions, including any defenals and future recovery of defenals, is 
more favorable in the aggregate as compared to the expected results that would 
otherwise apply under R.C. 4928.142, R C 4928.143(C)(1). 

While an ESP may include components described in R.C. 4928.143(B)(2), nothing 
in S.B. 221 requires that it be buUt on a component by component basis. In fact given 
that the ESP is not cost based, focusing on any component in which a cost increase is 
expected or demonsttated obscures the failure to conduct the corollary examination of 
components of the base rate in which savings have occurred or in which revenue has 
increased. Thus, we are practically limited in our examination of an ESP or modified 
ESP to the aggregate impact. 

While I concur that the modified ESP is more favorable in the aggregate than 
what would be expected under an MRO, I do not agree with the underlying policy 
decisions expressed in paragraphs 18, 38, and 76 of the order and write separately io 
highlight that whUe I do not agree as to these policy decisions. I do concur in the result, 
As to the FAC baseline, in a cost-based matter it would be unacceptable to sacrifice 
accuracy when, alternatively, the Commission could order the record to be reopened for 
the sole purpose of receiving updated testimony as is appropriate for information that 
could not have been known at the time of the hearing pursuant to Rule 4901-1-34 of the 
Ohio Administtative Code, or order that the baseline be trued-up to account for actual 
2008 fuel costs during armual reconcUiation. Further, I specifically do not agree that R.C, 
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4928.143(B)(2) contemplates recovery for pre-January 1, 2009 environmental 
expenditures or that carrying costs for envfronmental expenditures should be accrued 
at the weighted average cost of capital when there has been no finding that the debt has 
been prudentiy incurred taking into account the availabUity of pollution control funds. 
Nor can 1 find, as to the incremental increase in the provider of last resort cost that the 
Black Scholes model is an appropriate tool to determine an appropriate POLR charge, 
or that an increased risk of migration exists which requires an incremental increase in 
POLR, as a POLR component was afready induded within the Companies' existing 
base rates. 

The ultimate result of these policy decisions, however, is to Increase the 
Companies' authorized revenue which, when combined with revenue reaUzed from 
other components of the ESP, results in a particular price for retaU electric service. It is 
this price, together with all the terms and conditions of the modified ESP, that must be 
more favorable in the aggregate than the results otiierwise to be expected pursuant to 
R.C. 4928,142 in order for the modUied ESP to be approved. 

Evaluating the "expected" results that would otherwise apply under R.C 
4928.142 when compared to this price is of necessity speculative. The calculation must 
include a projected market cost Within the existing record, I concur that the projected 
market cost has been appropriately defined.^ 1 do, however, find that as argued by IEU 
and as summarized in paragraph 132, such a calculation may not properly include an 
incremental POLR increase. However, as stated in paragraph 137, even when 
correcting for this error by eliminating the incremental POLR increase from the MRO 
cost 1 specifically concur that the mociified ESP is stiU more favorable in the aggregate 
as compared to the expected results of an MRO. 

C h e r y l ^ Roberto, Commissioner 

Given the significantly different economic conditions which existed between the time of the record 
testimony and the time at which the Commission considered this matter (both as to the original entry 
and upon rehearing), I would, however, have supported reopening tiie record for the limited purpose 
oi refreshing the marlcet price projections as this infonnation was not available at the time of the 
hearing. 
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BEFORE 

THE PUBLIC UTILITIES COMMISSION OF OHIO 

In the Matter ol the Application of Columbus 
Southern Power Company for Approval of 
an Electtic Security Plan; an Amendment to 
its Corporate Separation Plan; and the Sale or 
Fransfer of Certain Generating Assets. 

In the Matter of the Application of Ohio 
Power Company for Approval of its Electric 
Security Plan; and an Amendment to its 
Corporate Separation Plan, 

Case No. 08-917-EL-SSO 

CaseNo. 08-918-EL-SSO 

FINDING AND ORDER 

The Commission finds; 

(1) On July 31, 2008, Columbus Southern Power Company (CSP) 
and Ohio Power Company (OP) (jointiy/ the Companies) filed 
an application for a standard service offer, in the form of an 
electric security plan (ESP) in accordance with Section 4928.143, 
Revised Code. 

(2) On March 18, 2009, the Commission issued an opinion and 
order that approved the Companies' proposed ESP with certain 
modifications, and dfrected each company to file revised tariffs 
consistent with the opinion and order. On July 23, 2009, the 
Commission issued an entry on rehearing, further rriodifying 
the Companies' ESP. The Commission dfrected the Companies 
to file revised tariffs in compliance vnth the opiruon and order, 
as modified by the entty on rehearing. 

(3) On July 28, 2009, each company filed in final form four 
complete, printed copies of its revised tariffs. The revised rates 
reflect a five month recovery of the remaining total allowable 
revenues that the Companies were authorized to receive 
pursuant to their modified ESP for calendar year 2009. 

(4) Upon review of the entry on rehearing, the Commission finds 
that finding (139) incorrectly references the entry nunc pro tunc 
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issued on March 30, 2009, instead of another entry Lssued the 
same day. The conect reference should be to the "March 30 
Entty." 

(5) In the entty on rehearing at finding (100), the Commission 
eliminated the recovery of costs assodated with maintaining 
and operating the Waterford Energy Center and the Darby 
Klecttic Generating Station facUities, including carrying costs. 
Specifically, the Commission dfrected the Companies to modify 
its ESP to remove the annual recovery by CSP of $51 mUIion of 
expenses, including carrying costs, associated with the 
generating facUities, The revised tariffs fUed by the Companies 
refiect this modification to the ESP and estimate that 
approximately $22,666,667 has already been collected from CSP 
customers (see CSP workpaper titied "Summary of Requested 
Rate Increase" at 7). Consistent with our prior decisions 
regarding the total allowable revenues for 2009, the 
Commission dfrects the Companies to offset the deferrals that 
have been created by phasing in the incremental costs 
associated with the fuel adjustment clause (FAC) by the 
revenues related to the generating facUities that have already 
been collected from CSP customers. 

(6) The Commission finds that the revised tariffs are reasonable 
and shall be approved, effective for bUls rendered beginning the 
first bUUng cycle of August. 

It is, therefore, 

ORDERED, That the entty on rehearing dated Juiy 23, 2009, be amended, nunc pro 
tunc, as set forth above. It is, further, 

ORDERED, That the Companies comply with the dfrective in finding (5). It ia, 
further, 

ORDERED, That the revised tariffs filed by the Companies on July 28, 2009, be 
approved and effective for bUls rendered beginning the ffrst biUing cycle of August It is, 
further. 
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ORDERED, That a copy of this finding an order be served on all parties of record. 

THE PUBLIC UTILITIES COMMISSION OF OHIO 

Alan R. Schriber, Chairman 

^ ^ _ _ ^ _ _ < ^ . ^ C £ . ^ 
Paul A. Centolella 

mi^ 
Valerie A. Lefrimie Cheryl L. Roberto 

KWB:ct 

Entered in the Journal 
^ 2 9 2009 

Rene6 J. Jenkins 
Secretary 
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BEFORE 

THE PUBLIC UTILITIES COMMISSION OF OHIO 

In the Matter of the Application of Columbus 
Southern Power Company for Approval of 
an Electtic Security Plan; an Amendment to 
its Corporate Separation Plan; and the Sale or 
Transfer of Certain Generating Assets. 

In the Matter of the Application of Ohio 
Power Company for Approval of its Electtic 
Security Plan; and an Amendment to its 
Corporate Separation Plan. 

CaseNo.08-917-EL-^O 

Case No. 08-918-EL-SSO 

SECOND ENTRY ON REHEARING 

The Commission finds: 

(1) On July 31, 2008, Columbus Southern Power Company (CSP) 
and Ohio Power Company (Ohio Power) (jointly, AEP-Ohio or 
the Companies) filed an application for a standard service offer 
(SSO) pursuant to Section 4928.141, Revised Code. The 
application was for an electtic security plan (ESP) in 
accordance with Section 4928.143, Revised Code. 

(2) On March 18, 2009, the Commission issued its opinion and 
order (March Order) in these matters approving, with 
modifications, AEP-Ohio's proposed ESP. The Commission 
amended, nunc pro tunc, its March Order on March 30,2009. 

(3) Pursuant to Section 4903.10, Revised Code, any party who has 
entered an appearance in a Commission proceeding may apply 
for rehearing with respect to any matters determined by the 
Commission, within 30 days of the entry of the order upon the 
Commission's journal, 

(4) On April 16, 2009, and April 17, 2009, applications for 
rehearing of the March Order were fUed by numerous parties. 
On May 13, 2009, the Commission granted rehearing for further 
consideration of the matters specified in the applications for 
rehearing. By entry on rehearing issued July 23, 2009, the 
Commission granted, in part and denied, in part, the various 
applications for rehearing of the March Order (July Entty). 
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(5) The Companies and Industtial Energy Users-Oliio (IEU) filed 
applications for rehearing of the Commission's July Bntty on 
July 31, 2009, and August 17, 2009, respectivdy. IEU and the 
Ohio Consumers' Coimsel (OCC) filed memoranda contta the 
Companies' request for rehearing on August 10, 2009. The 
Companies filed a memorandum contta lEU's application for 
rehearing on August 27, 2009. 

(6) Dy entty issued August 26, 2009, the Commission determined 
that the applications for rehearing presented sufficient reason 
to warrant further consideration of the issues raised therein. 
Furthermore, to facUitate the concurrent consideration of the 
applications for rehearing filed by AEP-Ohio and IEU, the 
Commission granted the applications for rehearing. In this 
entty on rehearing, the Commission addresses the merits of the 
issues raised by AEP-Ohio and IEU. 

Waterford and Darby Generating Assets 

(7) In its March Order, the Comnussion found AF.P-Ohio's request 
to transfer the Waterford Energy Center (Waterford) and the 
Darby Electtic Generating Station (Darby) faciUties prematore 
and directed CSF toTile a separate appUcation for authority to 
sell or ttansfer the generating assets. Plowever, the 
Commission concluded that CSP should be allowed to recover 
Ohio customers' jurisdictional share of costs associated with 
the maintenance and operation of Waterford and Darby (March 
Order at 51-52). IEU argued on rehearing that the 
Commission's decision to allow CSP to recover costs for the 
Waterford and Darby facilities lacked record evidence and the 
record lacked any demonsttation of need. Upon further review 
of the issue, the Commission concluded that the Companies 
had not demonsttated that thefr revenue is inadequate to cover 
the costs associated with the Darby and Waterford facilities and 
directed the Compardes to reduce the annual recovery of 
expenses in the ESP by $51 mUlion including assodated 
carrying charges related to the facUities (July Entty at 35-36). 

(8) AEP-Ohio argues that the July Entry is unlawful and 
unreasonable to the extent that the Commission revoked the 
Companies' abUity to recover the costs associated with the 
Waterford and Darby plants without reconsidering the 
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Companies' authority to seU or ttansfer the plants pursuant to 
Section 4928.17(E), Revised Code. 

I'he Companies note that the facUities were purchased in 
anticipation of generation rates being market-based under 
Amended Substitute Senate BUI No. 3 (SB 3) and have never 
been induded in CSFs rate base. Further, the Companies 
offered testimony which states that Ohio customers' generation 
rates do not reflect CSP's investment in the plants or the 
expense of operating and maintaining the plants. The 
Companies argue that in light of the Commission's revocation 
of CSP's authority to recover Ohio customers' jurisdictional 
share of the costs associated with the Darby and Waterford 
facilities, the Commission should authorize CSP to sell or 
ttansfer the facUities in accordance with Section 4928.17(E), 
Revised Code. Further, the Companies claim that the 
Commission is legally required to authorize the sale or ttansfer 
of the generating assets if the Commission will not allow cost 
recovery for the generating assets (Cos. App, 2-4). 

(9) In response, IEU argues that, as the party seeking an increase in 
the total amount of allowable revenue, AEP-Ohio has the 
burden of proof to demonsttate that the existing rates faU to 
produce adequate revenue, IEU adds that a mere 
demonsttation that a particular cost is not cunentiy reflected in 
the electtic utility's existing rates may suggest but is not 
evidence, that the revenues do not provide adequate 
compensation. Furthermore, IEU argues that Amended 
Substitute Senate BUI No. 221 (SB 221) does not establish or 
maintain a cost-of-service, least cost service, or just and 
reasonable service standard as was done with ttaditional 
ratemaking or bundled rate regxUation pursuant to SB 3. IEU 
reasons, therefore, that AEP-Ohio's claim that it is entitled to 
some sort of cost-based recovery for the generating assets is 
conttary to Ohio law and other daims made by the Companies 
(IEU Memo Contta at 3-6). 

OCC, in its memorandum contta, argues tiiat the July Entry 
merely recognized that under Section 4928.143(C)(1), Revised 
Code, the Companies bear the burden of proof in this case and 
have failed to meet that burden of proof. OCC argues the 
Companies' request for authorization to sell or ttansfer the 
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Waterford and Darby facUities at some future date, without 
filmg or complying with the applicable rules Uiat govem such a 
ttansfer, is inappropriate, OCC reasons that if and when the 
Companies have developed a plan to seU or ttansfer, rather 
than just a request for pre-approval, it should file the plan 
pursuant to the rules adopted by the Commission. OCC 
contends that following the rules enacted on this very issue wUl 
give interested parties the opportunity to fully explore the 
implications of the sale or ttansfer (OCC Memo Contta at 1-3). 
Accordingly, IEU and OCC argue that the Companies' 
application for rehearing should be denied. 

(10) While the Commission ultimately concluded that the 
Companies faUed to demonsttate that the revenue to be 
received was inadequate to cover the costs associated vAth the 
Darby and Waterford facUities and, therefore, the ESP was 
modified, tiie Commission did not prohibit the Companies 
from selling or ttansferring the faciUties. The Commission 
directed the Companies to make a separate application for 
approval to sell or ttansfer the facUities, consistent with the 
requirements of Section 4928,17(E), Revised Code. Our 
decision in the March Order and the July Entry was based on 
the Companies' testimony that there was not a "present plan to 
exerdse" the authority to sell or ttansfer the Darby or 
Waterford plants and the Staff's observation that the ttansfer or 
sale of the facilities could have a potential financial and policy 
impact at the time of the ttansfer (Cos. Ex. 2-A at 42; Staff Ex. 7 
at 3). AEPOhio has not presented any reason in its request for 
rehearing that convinces the Commission to reverse its March 
Order or the July Entry to the extent that the Commission 
concluded that the Companies' request for authority to ttansfer 
or sell the facilities is premature. When the Companies have 
established a plan to exerdse their authority to sell or ttansfer 
the facilities, they should fUe such plan with the Commission 
for our consideration as required by Section 4928.17(E), Revised 
Code. Accordingly, AEP-Ohio's application for rehearing is 
denied, 

PIM Demand Response Program 

(11) In its application for rehearing, IEU asserts that the July Entty 
unlawfully and unreasonably prohibits AEP-Ohio customers. 
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taking service pursuant to reasonable anangements, from 
participating in the PJM demand response program (DRP). 
IEU argues that it is unreasonable for the Commission to 
prohibit customers under reasonable anangements from 
participating in the PJM DRP until the Commission considers 
the issue, as a whole, in a separate proceeding, because the 
Commission bdieves that it lacks sufficient infonnation or a 
reasonable basis to make such a determination. Further, IEU 
recommends that the Commission address any concerns that it 
has about customers with reasonable arrangements 
participating in the PJM DRP on a case-by-case basis, pursuant 
to the Commission's authority under Section 4905.31, Revised 
Code (IEU App. at 5-7). 

IEU also argues that the Conunission's July Entry violates 
Section 4903.09, Revised Code, to tiie extent that it fails to 
provide any citation to record evidence or to provide an 
explanation for the Commission's decision to prohibit 
customers with reasonable anangements from participating in 
the PJM DRP (W. at 7-9). 

(12) AEP-Ohio notes that the July Entty explains the Commission's 
rationale regarding PJM DRP participation as a need to further 
balance the potential benefits to PJM DRP participants and the 
costs to AEP-Ohio's ratepayers. In the context of the numerous 
pages of testimony, the summation of the arguments, and 
rationale mduded in the July Entry at 36-41, AEP-Ohio posits 
that the explanation is adequate to support the temporary, 
partial resttiction on retaU participation in the PJM DRP in light 
of the multitude of concerns raised in this matter. Further, 
AEPOhio reiterates, as Staff testUied, that the Companies and 
AEP-Ohio's customers incur costs assodated with retaU 
customer participation in the PJM DRP, as the Companies 
count the customer's load as firm imder the Companies' Fixed 
Resource Requttemenls (FRR) that is reflected in AEPOhio's 
retaU rates. Thus, AEPOhio requests that lEU's application for 
rehearing of this issue be denied (Cos. Memo Contta at 2-6). 

(13) The March Order relies on Staffs testimony, which states that 
the PJM DRP cost AEP-Ohio's other customers as the load of 
such PJM program participants continues to count toward the 
Comparues' FRR option and such cost is reflected in AEP-
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Ohio's retail rates (Tr, Vol. VIII at 165-166; March Order at 54). 
The March Order and the July Entry explain the factors that the 
Commission relied upon to reach its decision on this issue, as 
well as to support the refinement of the decision in the July 
Entty. Recognizing that the PJM DRP offers a benefit to Ohio 
program participants, in the March Order, the Comnussion also 
recognized that the record indicated that the P]M DRP costs 
AEPOhio's other customers. It is indeed reasonable, upon 
recognition of these facta that upon further consideration of the 
issue, the Commission extended its directive to prohibit AEP­
Ohio's customers taking service pursuant to reasonable 
arrangements, which reflect a discpunt of the retail tariffed rate, 
from also participating in and receiving additional benefits 
from the PJM DRP at the expense of AEPOhio's other 
customers, AUhough the Commission cannot at this time, 
quantify the costs and bandits of tiie PJM DRP to AEPOhio's 
customers, until the Commission further evaluates and 
addresses the issue, we cannot ignore the fact that reasonable 
arrangement customers, who afready receive service at a 
discounted rate, are also securing benefits from the PJM DRP at 
the expense of other customers. As IEU acknowledges, the 
Commission is vested with the authority to approve such 
reasonable arrangements pursuant to Section 4905.31, Revised 
Code. It is pursuant to such authority, and based on certain 
evidence cited in this entty, that the Commission finds it 
necessary and appropriate, at this time, to continue to limit 
reasonable arrangement customers from participating in the 
PJM DRP, until the Commission further evaluates the issue. 
For these reasons the Commission finds that the March Order 
and the July Enhy satisfy the requirements of Section 4903.09, 
Revised Code, and, thus, we affirm our decision in the July 
Entry and deny lEU's request for rehearing on this issue. 

"Acceptance" of Modified ESP Rates 

(14) In its last assignment of error, IEU contends that the July Entry 
unlawfully failed to prohibit AEP-Ohio from accepting the 
benefits of the rates approved in the ESP while simultaneously 
preserving its right to withdraw the ESP. On AprU 20, 2009, 
IEU filed an application for immediate rate relief on the basis 
that AEP-Ohio had filed an application for rehearing asserting 
that various aspects of the March Order were unreasonable and 
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unlawful and had began billing customers, in accordance with 
the Commission's March 30, 2009 entry approving revised 
tariffs, whUe reserving judgment on whetiier to withdraw or 
accept the ESP as modified by the Commission. IEU asserts 
that Section 4928.141, Revised Code, requires the prior rate 
plan to continue until a MRO or ESP is approved by the 
Commission and accepted by the electtic utUity (IEU App. at 9-
12). 

(15) AEP-Ohio responds tiiat nothing in Chapter 4928, Revised 
Code, dictates that an electtic utility must forego its right to file 
an application for rehearing of an order modifying its ESP and 
continue to charge its pre-ESP rates whUe the Commission 
considers the arguments raised by the other applications for 
rehearing. By entty issued March 30, 2009, the Commission 
authorized AEP-Ohio to charge and coUect tariffed rates in 
compliance with the modified ESP, as amended by the March 
Order. Thus, the Companies contend that by law, it was 
required to charge and collect the authorized SSO rates under 
Section 4905.32, Revised Code. , To challenge the rates 
implemented pursuant to the March Order, AEP-Ohio states 
IEU was required to file an application for rehearing of the 
March 30, 2009 entry and since IEU did not fUe an appUcation 
for rehearing of the March 30, 2009 entry and did not raise the 
issue in its application for rehearing filed on AprU 16, 2009, 
AEP-Ohio states that the argument is moot and should be 
denied (Cos. Memo Contta at 7-9). 

(16) Given that AEPOhio has not filed notice with the Commission 
that it wishes to withdraw its ESP, as modified and approved, 
it is unnecessary to address this issue on rehearing. 
Accordingly, lEU's request for rehearing on this issue is 
denied. 

It is, therefore, 

ORDERED, That the applications for rehearing are denied. It is, further. 
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ORDERED, That a copy of this entty on rehearing be served upon all parties and 
other interested persons of record. 

THE PUBLIC UTILITIES COMMISSION OF OHIO 

Alan R. Schriber, Qiairman 

aul A, Centolella 

IIIML Mmjj^ 
Valerie A, Lemmie Cheryl L. Roberto 

GNS/vrm 

Entered in the Journal 

Rene^ J. Jenkins 
Secretary. 
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