
Hl' /6 

BEFORE 
THE PUBLIC UTILITIES COMMISSION OF OHIO 

In the Matter of the Application of 
Columbus Southem Power Company for 
Approval of its Electric Security Plan; an 
Amendment to its Corporate Separation 
Flan; 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 

•a e> 

Case No. 08-917-EL-SSO 

^ 
^ -

Case No. 08-918-EL-SSO 

POST-HEARING BRIEF 
SUBMITTED ON BEHALF OF THE STAFF OF 

THE PUBLIC UTILITIES COMMISSION OF OHIO 

Michael DeWine 
Ohio Attomey General 

William L. Wright 
Section Chief 

Werner L. Margard 
John H. Jones 
Steven Beeler 
Assistant Attorneys General 
Public Utilities Section 
180 East Broad Street, 6'̂  Floor 
Columbus, OH 43215-3793 
614.466.4397 (telephone) 
614.644,8764 (fax) 
wemer.margard@puc.state.oh.us 
john.jones@puc.state.oh,us 
steven.beeler@puc.state.oh.us 

This i s t o c e r t i S y t h a t thy iiHeiywB epp«eij:j.ug AX.*t ao 
a c c u r a t e and ooicplete r ep roduc t ion of a case f i l e 
flocument d e l i v e r ^ i n t h e r o g u l a r course of feW^t^ftQ^^ 
Vvkctmiaian .^Date Prooeased 

mailto:wemer.margard@puc.state.oh.us
mailto:steven.beeler@puc.state.oh.us


TABLE OF CONTENTS 

Introduction 1 

Provider Of Last Resort Charges 2 

Carrying Costs On Environmental Investments 6 

Conclusion 8 

Proof Of Service 9 

11 



BEFORE 
THE PUBLIC UTILITIES COMMISSION OF OHIO 

In the Matter of the Application of 
Columbus Southem Power Company for 
Approval of its Electric Security Plan; an 
Amendment to its Corporate Separation 
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Case No. 08-918-EL-SSO 

POST-HEARING BRIEF 
SUBMITTED ON BEHALF OF THE STAFF OF 

THE PUBLIC UTILITIES COMMISSION OF OHIO 

INTRODUCTION 

Columbus Southem Power Company (CSP) and the Ohio Power Company 

(OPCO), collectively the Companies, filed their application for a Standard Service Offer 

(SSO) on July 31, 2008. On March 18, 2009, the Commission issued its Opinion and 

Order (O&O) approving the application, with modifications. The Commission issued its 

Entry on Rehearing on July 23, 2009, from which appeals were taken. On April 19, 2011, 

the Ohio Supreme Court issued a decision that affirmed the Commission in part, reversed 

in part, and remanded the case for further consideration. In re Application of Columbus S. 

Power Co., 128 Ohio SL3d 512, 2011-Ohio-1788 (2011). 



specifically, the Court concluded that the Commission's decision that the 

Companies' POLR (Provider of Last Resort) charge was cost-based was against the 

manifest weight of the evidence. While the Court specifically stated that "we express no 

opinion on whether a formula-based POLR charge is per se unreasonable or unlawful," 

Id. at ]|30, the Court noted two other methods by which the Commission may establish 

the POLR charge: a non-cost-based POLR charge or evidence of AEP-Ohio's actual 

POLR costs. The Court directed the Commission to "explain its rationale, respond to 

contrary positions, and support its decision with appropriate evidence." Id. 

The Court also concluded that Ohio Rev. Code Section 4928.143(B)(2) does not 

authorize the Commission to allow recovery of items not included in the section. The 

Court remanded the case to the Commission to "determine whether any of the listed 

categories set forth in Section 4928.143(B)(2), Revised Code, authorize recovery of 

environmental carrying charges." In re Application of Columbus S. Power Co. at ̂ [35. 

On May 25, 2011, the Commission issued an Entry adopting a procedural schedule 

to afford AEP-Ohio and interveners an opportunity to present testimony and additional 

evidence in regard to the POLR and environmental carrying charges remanded to the 

Commission. An evidentiary hearing commenced July 15, 2011, and concluded on July 

28,2011, 

Provider of Last Resort Charges 

In its March 18, 2009 Opinion and Order, the Commission found that "the 

Companies do have some risks associated 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 prices." O&O at 40. The Commission fiirther found "that the 

POLR rider will be based on the cost to the Companies to be the POLR and carry the 

risks associated therewith, including the migration risk." Id. It accepted the Companies' 

witness's quantification of the risk "to equal 90 percent of the estimated POLR costs". Id. 

On appeal, the Court could "find no evidence suggesting that AEP's POLR charge 

is related to any costs it will incur." In re Application of Columbus S. Power Co. at 1125. 

The Court also concluded that "[vjalue to customers (what the IBlack-Scholes] model 

shows) and cost to AEP (the purported basis of the order) are simply not the same thing." 

Id. at ^26. It did so because it could not "see how the amount a customer would be 

willing to pay for the right to shop necessarily establishes AEP's costs to bear the 

attendant risks. The order does not explain the relationship between the two." Id. at 1|27. 

Finding no evidence that the charge was based on cost, it reversed the provisions of the 

order authorizing the POLR charge. 

The Court has previously admonished the Commission to "carefully consider what 

costs it is attributing" to "POLR obligations." Ohio Consumers' Counsel v. Pub. Util. 

Comm., 114 Ohio St.3d 340, 2007-Ohio-4276, 872 N.E.2d 269, ̂  26, Consequently, it 

charged the Commission in this case to explain its rationale, and specifically to "respond 

to contrary posifions, and support its decision with appropriate evidence." In re 

Application of Columbus S. Power Co. at [̂30. 

The testimony on remand is clear. The Companies are not claiming any out of 

pocket cost relating to their POLR obligation. The Companies' claimed POLR cost is an 
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ex ante valuation of benefits that customers can claim by shopping. To the extent that 

customers are shopping because market conditions make altemative sources more 

attractive, the Companies lose a corresponding opportunity to generate revenue from 

those customers, a loss they cannot recover in the market. That potential for loss creates a 

liability for the Companies that results in a diminution in shareholder equity. 

Q: [Attomey Margard] What I'm looking for is the 
relationship between value of the option, benefit to the 
customer and cost to the company. We've had a 
number of questions and responses that discuss the 
value of the option. And I understand your testimony 
to equate the value of the option to the benefit to the 
customer, and that that benefit then is the cost to the 
company. Is that a fair characterization or do you wish 
to clarify? 

A: [Company witness LaCasse] That's correct. 

Remand Tr. Vol. V at 706-707. 

Staff believes that the Companies face risks that impose costs, and that those costs 

may properly be recovered through a POLR charge. Staff has concems, however, about 

whether the Companies have properly valued those costs. Staff has concems regarding 

the risks faced by the Companies, with the use of the Black model in general, and with 

the inputs used by the Companies in running the Black model. 

In its initial Opinion and Order, the Commission found "that the Companies do 

have some risk associated with customers switching to CRES providers and retuming to 

the electric utility's SSO rate at the conclusion of CRES contracts or during times of 

rising prices." O&O at 40. As lEU-Ohio witness Jonathan Lesser correctly noted in his 

direct remand testimony, the Supreme Court referred to POLR risk as the obligation "to 



stand ready to accept retuming customers." In re Application of Columbus S. Power Co. 

at T|23. Staff tends to agree with Dr. Lesser that migration risk "is a risk of competitive 

markets, not a risk of being a POLR provider." lEU Remand Ex. 1 at 13. 

To the extent that the Black model used by the Companies to determine customer 

benefit / option value / company cost is a reasonable model to use, its calculations 

measure both a "call" and a "put," as earlier described by Companies witness Baker. Tr. 

Vol. X (Dec. 2, 2008), page I I I . These calculations represent the modeled costs 

associated with retum risk and migration risk, respectively. 

The Commission noted that Companies' witoess Baker estimated that migration 

risk was equal to approximately 90 percent of the Companies' POLR costs. O&O at 39. 

Staff respectfully concurs that this "migration risk," or shopping risk, reflects a risk that 

exists for all firms operating in a competitive market. Only the retum risk represents the 

unique responsibility that electric distribution utilities are obligated to stand ready to 

provide to all customers at any time, and it is this risk which comprises the POLR 

obligation. Should the Commission determine that the Black model is indeed a 

reasonable methodology for valuing the POLR obligation. Staff believes that it 

significantly overstates the costs for which the Companies should be compensated. 

Finally, as Staff witness Benedict demonstrated, certain inputs and parameters 

used by the Companies in its application of the Black model will likely result in an 

incorrect option valuation. Specifically, Mr. Benedict showed that the assumptions for 

interest rate, market price volatility, and term of the option should be modified if the 



model is to be used to determine POLR costs. The net effect of these recommendations 

would be a reduced value of the option. Staff Remand Ex. 1. 

It is Staffs opinion that the POLR function does impose costs on the Companies. 

Staff does not reject an ex ante definition of those costs, but submits that the Black model 

as adopted by the Companies significantly overstates the extent to which the Companies 

should be compensated. 

Carrying Costs on Environmental Investments 

In its March 18, 2009 Opinion and Order, the Commission found that "AEP-Ohio 

should be allowed to recover the incremental capital carrying costs that will be incurred 

after January I, 2009, on past environmental investments (2001-2008) that are not 

presently reflected in the Companies' existing rates." O&O at 28. The Companies argued 

that the "without limitation" language in Ohio Rev. Code Section 4928.143(B)(2) 

supported recovery of these costs. 

The Supreme Court, however, disagreed. It specifically "reverse[d] the 

commission's legal determination that Ohio Rev. Code Section 4928.143(B)(2) permits 

ESPs to include unlisted items." In re Application of Columbus S. Power Co. at [̂35. The 

Court remanded the case to the Commission for further proceedings in which "the 

Commission may determine whether any of the listed categories set forth in Section 

4928.143(B)(2), Revised Code, authorize recovery of environmental carrying charges." 

Id. 



S.B. 221 does, in fact, permit the recovery of carrying charges in an ESP. Such 

costs are an explicitiy enumerated category in Ohio Rev. Code 4928.143(B)(2)(d): 

(d) Terms, conditions, or charges relating to limitations on 
customer shopping for retail electric generation 
service, bypassability, standby, back-up, or 
supplemental power service, default service, carrvins 
costs, amortization periods, and accounting or 
deferrals, including future recovery of such deferrals, 
as would have the effect of stabilizing or providing 
certainty regarding retail electric service; 

(Emphasis added.) Although the statute does not specify environmental carrying costs, 

there can be no doubt that an ESP can include charges that relate to the recovery of 

carrying charges. 

The Commission found that the Companies were incurring incremental capital 

carrying costs, incurred after January 1, 2009, on past environmental investments (2001-

2008) that were not then reflected in the Companies' existing rates. The inclusion and 

recovery of these costs are clearly permitted by Ohio Rev. Code 4928.143(B)(2)(d), and 

the Commission should so find. 



CONCLUSION 

Staff respectfully urges the Commission to adopt the recommendations Staff has 

advanced in this brief 

Respectfiilly submitted, 
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Dorothy Corbett 
Duke Energy Ohio 
139 East Fourth Street 
Suite 1303 
P.O. Box 960 
Cincinnati, OH 45201 
dorothy. corbett@duke-energ y .com 

Philip P. Sineneng 
Thompson Hine LLP 
41 South High Street, Suite 1700 
Columbus, OH 43215 
Philip.sinenene@,thompsonhine.com 

ON BEHALF OF DUKE ENERGY RETAIL 

SALES 

Michael Smalz 
Joseph Maskovyak 
Ohio Poverty Law Center 
555 Buttles Avenue 
Columbus, OH 43215-1137 
msmalz@ohiopovertylaw.org 
jmaskovyak@ohiopovertvlaw.org 

ON BEHALF OF THE APPALACHIAN 

PEACE AND JUSTICE NETWORK 

mailto:stnourse@aep.com
mailto:mjsatterwhite@aep.com
http://ght.com
mailto:msmalz@ohiopovertylaw.org
mailto:jmaskovyak@ohiopovertvlaw.org


David Boehm 
Michael L. Kurtz 
Boehm Kurtz &Lowry 
36 East Seventh Street 
Suite 1510 
Cincinnati, OH 45202 
dboehm@bkllawfirmxQm 
mkurtz@bkllawfirm.com 

ON BEHALF OF THE OHIO ENERGY 

GROUP 

Terry Etter 
Maureen R, Grady 
Assistant Consumers' Counsel 
Office of the Ohio Consumers' Counsel 
10 West Broad Street, Suite 1800 
Columbus, OH 43215 
etter@occ.state.oh.us 
grad v@occ. state .oh. us 

ON BEHALF OF THE OFFICE OF THE 

OHIO CONSUMERS' COUNSEL 

John Bentine 
Mark Yurick 
Chester Willcox & Saxbe 
65 East State Street 
Suite 100 
Columbus, OH 43215 
ibentine@,cwslaw.com 
mvurick@cwslaw.com 

ON BEHALF OF THE KROGER Co. 

Lisa G. McAlister 
Matthew W. Warnock 
Bricker & Eckler 
100 South Third Street 
Columbus, OH 43215-4291 
lmcalister@bricker.com 
mwamock@,bricker.com 

ON BEHALF OF OMA ENERGY GROUP 

Richard L. Sites 
Ohio Hospital Association 
155 East Broad Street, 15"̂  Floor 
Columbus, OH 43215 
ricks@ohanet.org 

Thomas J. O'Brien 
Bricker & Eckler 
100 South Third Street 
Columbus, OH 43215-4291 
tobrien@bricker.com 

ON BEHALF OF OHIO HOSPITAL 

ASSOCIATION 

Terrence O'Donnell 
Christopher Montgomery 
Bricker & Eckler 
100 South Third Street 
Columbus, OH 43215 
todonnell@bricker.com 
cmontgomerv@bricker.com 

ON BEHALF OF PAULDING WIND FARM II 

AND THE DISTRIBUTED WIND ENERGY 

ASSOCIATION 

10 

mailto:mkurtz@bkllawfirm.com
mailto:etter@occ.state.oh.us
mailto:mvurick@cwslaw.com
mailto:lmcalister@bricker.com
mailto:ricks@ohanet.org
mailto:tobrien@bricker.com
mailto:todonnell@bricker.com
mailto:cmontgomerv@bricker.com


Jay E . Jadwin 
American Electric Power Service Corp. 
1 Riverside Plaza, 29 '̂' Floor 
Columbus, OH 43215 
Jedjadwin@aep.coni 

O N BEHALF OF AEP RETAIL ENERGY 

PARTNERS 

Gregory Poulos 
EnerNOC, Inc. 
101 Federal Street 
Suite 1100 
Boston, MA 02110 
gpoulos@enemoc.com 

ON BEHALF OF E N E R N O C , INC. 

Tara Santarelli 
Environmental Law & Policy Center 
1207 Grandview Avenue 
Suite 201 
Columbus, OH 43212 
tsantarell i @elpc. org 

ON BEHALF OF THE ENVIRONMENTAL 
LAW & POLICY CENTER 

Glen Thomas 
1060 First Avenue 
Suite 400 
KingofPmssia, PA 19406 
gthomas@gtpowergroup.com 

O N BEHALF OF PJM POWER PROVIDERS 

GROUP 

Mark A, Hayden 
FirstEnergy Corp. 
76 South Main Street 
Akron, OH 44308 
haydenm@firstenergvcorp.com 

James F. Lang 
Laura McBride 
N. Trevor Alexander 
Calfee Halter & Griswold 
800 Superior Avenue 
Cleveland, OH 44114 
jlang@calfee.com 
lmcbride@calfee.com 
talexander@cal fee .com 

David Kutik 
Jones Day 
North Point 
901 Lakeside Avenue 
Cleveland, OH 44114 
dakutik@ionesdav.com 

Allison E. Haedt 
Jones Day 
P.O. Box 165017 
Columbus, OH 43216-5017 
aehaedt@ionesdav.com 

ON BEHALF OF FIRSTENERGY 

SOLUTIONS CORP. 

11 

mailto:Jedjadwin@aep.coni
mailto:gpoulos@enemoc.com
mailto:gthomas@gtpowergroup.com
mailto:haydenm@firstenergvcorp.com
mailto:jlang@calfee.com
mailto:lmcbride@calfee.com
mailto:dakutik@ionesdav.com
mailto:aehaedt@ionesdav.com


William L, Massey 
Covington & Burling 
1201 Peimsylvania Avenue, N.W. 
Washington, D.C. 20004 
wmassey@cov.com 

Joel Malina 
Compete Coalition 
1317 F Street, N.W. 
Washington, D.C. 2004 
malina@wexlerwalker.com 

O N BEHALF OF T H E COMPLETE 

COALITION 

Douglas G. Bonner 
Emma F. Hand 
Keith C. Nusbaum 
SNR Denton US LLP 
1301 K Street, N.W. 
Suite 600 East Tower 
Washington, D.C, 20005 
doug.bonner@snrdenton.com 
emma.hand@snrdenton.com 
keith.nusbaum@snrdenton.com 

ON BEHALF OF ORMET PRIMARY 

ALUMINUM CORPORATION 

M. Howard Petricoff 
Stephen M. Howard 
Vorys, Sater, Seymour and Pease 
52 East Gay Street 
P.O. Box 1008 
Columbus, OH 43215-1008 
mhpetricoff@vorvs.com 
smhoward@,vorvs.com 

ON BEHALF OF PJM POWER PROVIDERS 

GROUP AND THE RETAIL ENERGY 

SUPPLY ASSOCLVTION 

Henry W. Eckhart 
1200 Chambers Road 
Suite 106 
Columbus, OH 43212 
henryeckhart@aol.com 

Shannon Fisk 
Natural Resources Defense Council 
2 North Riverside Plaza, Suite 2250 
Chicago, IL 60606 
sfisk@nrdc.org 

ON BEHALF OF THE NATURAL 

RESOURCES DEFENSE COUNCIL AND THE 

SIERRA CLUB 

M. Howard Petricoff 
Michael J. Settineri 
Vorys, Sater, Seymour and Pease 
52 East Gay Street 
P.O. Box 1008 
Columbus, OH 43215-1008 
mhpetricoff@vorvs.com 
mjsettineri@vorys.CQm 

ON BEHALF OF CONSTELLATION 

NEWENERGY, INC., CONSTELLATION 

ENERGY COMMODITIES GROUP, INC., 

AND THE COMPETE COALITION 

David Fein 
Cynthia Fonner Brady 
Constellation Energy Resources 
550 West Washington Boulevard 
Suite 300 
Chicago, IL 60661 
david.fein@constellation.com 
cynthia.brady@consteliation.com 

ON BEHALF OF CONSTELLATION 

NEWENERGY, INC, AND CONSTELLATION 

ENERGY COMMODITIES GROUP, INC. 

12 

mailto:wmassey@cov.com
mailto:malina@wexlerwalker.com
mailto:doug.bonner@snrdenton.com
mailto:emma.hand@snrdenton.com
mailto:keith.nusbaum@snrdenton.com
mailto:mhpetricoff@vorvs.com
mailto:henryeckhart@aol.com
mailto:sfisk@nrdc.org
mailto:mhpetricoff@vorvs.com
mailto:mjsettineri@vorys.CQm
mailto:david.fein@constellation.com
mailto:cynthia.brady@consteliation.com


Samuel C. Randazzo 
Frank P. Darr 
Joseph E. Oliker 
McNees Wallace & Nurick 
21 East State Street, 17'̂  Floor 
Columbus, OH 43215 
sam@mwncmh.com 
fdarr@mwncmh.com 
joliker@mwncmh.com 

ON BEHALF OF INDUSTRIAL ENERGY 

USERS-OHIO 

Barth Royer 
Bell & Royer 
33 South Grant Avenue 
Columbus, OH 43215-3927 
barthro ver@aol. com 

Gary A. Jeffries 
Dominion Resources Services, Inc. 
501 Martindale Street, Suite 400 
Pittsburgh, PA 15212-5817 
garv.a.jeffries@dom.cQm 

Pamela A. Fox/C. Todd Jones 
Steven J. Smith/Christopher Miller 
Gregory Dunn/Asim Haque 
Schottenstein Zox and Dunn 
250 West Street, Suite 500 
Columbus, OH 43215 
pfox@szd.com 
cmiller@szd.com 
gdunn@szd.com 
ahaque@szd.com 

ON BEHALF OF THE CITY OF HILLLVRD, 

OHIO, THE CITY OF GROVE CITY, OHIO, 

AND THE ASSOCIATION OF INDEPENDENT 

COLLEGES AND UNIVERSITIES OF OHIO 

ON BEHALF OF DOMINION RETAIL 

Nolan Moser 
Trent A. Dougherty 
Ohio Environmental Council 
1207 Grandview Avenue 
Suite 201 
Columbus, OH 43212-3449 
nolan@theoec,org 
trent@theoec.org 

ON BEHALF OF THE OHIO 

ENVIRONMENTAL COUNCIL 

13 

mailto:sam@mwncmh.com
mailto:fdarr@mwncmh.com
mailto:joliker@mwncmh.com
mailto:garv.a.jeffries@dom.cQm
mailto:pfox@szd.com
mailto:cmiller@szd.com
mailto:gdunn@szd.com
mailto:ahaque@szd.com
mailto:trent@theoec.org


Kenneth P. Kreider 
Keafing Muething & Klekamp 
One East Fourth Street 
Suite 1400 
Cincinnati, OH 45202 
kpkreidcr@kmklaw.com 

Holly Rachel Smith 
Holly Rachel Smith, PLLC 
Hitt Business Center 
3803 Rectortown Road 
Marshall, VA 20115-3338 
hollv@ravsmithlaw.com 

Steve W. Chriss 
Wal-Mart Stores, Inc. 
Bentonville, AR 72716-0550 
stephen.chriss@wal-mart.com 

O N BEHALF OF WAL-MART STORES EAST 

AND SAM'S EAST 

Sandy Grace 
Exelon Business Services Company 
101 Constitution Avenue, N.W. 
Suite 400 East 
Washington, D.C. 20001 
sandv.grace@exeloncQrp.com 

Jesse A. Rodriguez 
Exelon Generation Company 
300 Exelon Way 
Kennett Square, PA 19348 
iesse.rodriguez@exeloncorp.com 

M. Howard Petricoff 
Vorys, Sater, Seymour and Pease 
52 East Gay Street 
P.O. Box 1008 
Columbus, OH 43215-1008 
mhpetricoff@vorvs.com 

David M. Stahl 
Arin C. Aragona 
Scott C. Solberg 
Elmer Stahl Klevom & Solberg 
224 South Michigan Avenue 
Suite 1100 
Chicago, IL 60604 
dstahl@eimerstahLcom 
aaragona@eimerstahl .com 
ssolberg@,eimerstahl.com 

Anastasia Polek-O'Brien 
Exelon Generation Company 
10 South Dearbom Street, 49"̂  Floor 
Chicago, IL 60603 

ON BEHALF OF EXELON GENERATION 

COMPANY 

14 

mailto:kpkreidcr@kmklaw.com
mailto:hollv@ravsmithlaw.com
mailto:stephen.chriss@wal-mart.com
mailto:sandv.grace@exeloncQrp.com
mailto:iesse.rodriguez@exeloncorp.com
mailto:mhpetricoff@vorvs.com

