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Friday Morning Session,
July 13, 2012.

EXAMINER SEE: Let's go on the record.
Scheduled for arguments today before the Chair and
Commissioners of the Public Utilities Commission of
Ohio 1s Case No. 11-346-EL-SSO, et al., being
entitled in the Matter of the Application of Columbus
Southern Power Company and Ohio Power Company for
Authority to Establish a Standard Service Offer
Pursuant to Section 4928.143, Revised Code, in the
Form of an Electric Security Plan and for Approval of
Certain Accounting Authority.

My name is Greta See. With me is Jon
Tauber. He and I are Attorney Examiners in the Legal
Department and have been assigned by the Commission
to the cases. Assisting with the oral arguments is
Elizabeth Stevens, Legal Director.

Pursuant to the entry issued June 22,
2012, for purposes of today's oral arguments the
following parties have designated counsel that will
answer the Commissioners' questions: AEP Ohio;
staff; IEU-Ohio; Duke Energy Retail and Duke Energy
Commercial Asset Management; Ohio Energy Group; Ohio

Hospital Association; the Office of Ohio's Consumers'

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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Counsel jointly with the Appalachian Peace and
Justice Network; Kroger; FirstEnergy Solutions; Ohio
Manufacturers Association Energy Group; Constellation
with Exelon; Natural Resources Defense Council with
the Ohio Environmental Council; Retail Energy Supply
Association with Direct Energy; AICUO with the City
of Grove City, Hillsboro, and Upper Arlington;
Wal-Mart with Sam's Club; Ormet; EnerNOC; the
University of Toledo Innovation Enterprise; Council
of small -- I'm sorry, Council of Smaller Enterprises
along with NFIB/Ohio; the Ohio Automobile Dealers
Association; the Ohio School Board's organizations;
and Interstate Gas Supply, Incorporated.

This morning's oral argument will Dbe
conducted by topic in accordance with the Attorney
Examiner's entry of June 22, 2012. The order of the
topics this morning will be the retail stability
rider; pool termination, generation asset divestiture
and the effects of divestiture on the auction
process; the third topic the method to conduct the
statutory test also known as the ESP-MRO test. The
fourth issue is competitive supplier issues. Next is
the distribution investment rider. And the last
issue to be addressed this morning will be the

proposed base generation rate design.

12
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At the discretion of the Commissioners we
may take a brief recess and reconvene.

EXAMINER TAUBER: For each specific topic
area, each Commissioner will call on parties in
attendance they have -- they have questions for.
Commissioners may reserve the right to pass on asking
any questions that may have already been answered or
were addressed in post-hearing briefs.

They also have the ability to recall
parties as necessary. Any party that is called on
this morning shall approach the podium to address the
Commission. Counsel should speak clearly into the
microphones so that his or her voice will be audible
as well as our court reporter and those watching on
the webcast online.

As was established in the June 22, 2012,
Attorney Examiner entry, while there's no guarantee
that all parties in attendance will be called upon to
present arguments, all post-hearing briefs are a part
of this record and will be considered by the
Commission.

As parties respond to Commissioner
questions, we ask that counsel be mindful of the
limited time constraints and answer the questions

directly with a yes or no, if appropriate, before

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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providing context to the answer. If counsel does not
know the answer or has not presented a position on
the issue, the Commission appreciates an honest
response. Counsel should avoid making assertions
that are not in the record and when possible shall
provide references in the record, if that's possible.

So the purpose of today's oral arguments
is not for parties to make speeches or to grandstand
but rather to provide well reasoned and logical
responses to questions posed by the Commissioners.

In presenting arguments counsel should assume that
all Commissioners have read the post-hearing briefs
and should avoid reciting facts or procedural
background of this proceeding.

Arguments presented by counsel must be
focused on the issue the Commission has agreed to
review, and parties will be precluded from deviating
beyond the scope of the issues this morning. Counsel
will receive a warning from the Legal Director or
Attorney Examiners if they proceed beyond the scope
of these oral arguments or if we end up running short
on time.

With that said we'll begin this morning's
oral arguments on the retail stability rider and

we'll start with Commissioner Porter who will begin

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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calling parties and we'll work our way down the row.

Commissioner Porter.

COMMISSIONER PORTER: Thank you. If we
could start with AEP Ohio on the retail stability
rider. Good morning, Mr. Nourse.

MR. NOURSE: Good morning.

COMMISSIONER PORTER: Good morning, sir.
What I would like to explore first is the legality of
the RSR rider, the challenges and assertions made
regarding its legality. In the briefs and in the --
in the testimony that's on the record the company
cited multiple reasons and rationale in support of
the RSR, one being the freeze of nonfuel generation
or temper-based rate increases. There's another
rationale supporting discounted capacity and then
finally certainty and stability.

The single rationale that I could find in
the statute that may support this would be associated
with stability. The question I have is are there
components of the RSR that are allocated to rationale
other than supporting this certainty and stability
rationale?

MR. NOURSE: Your Honor, I think the RSR
is a -- what I call it, it's the glue that holds the

plan together. The RSR is designed as a revenue

15
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decoupling mechanism which is an established form of

alternative regulation. And it -- I believe it does
fall under multiple provisions in the -- in the ESP
statute -- laundry list of items in the ESP statute.

Certainly I think it's fairly
characterized as an automatic increase or decrease
which is explicitly covered in the statute by design.
The $929 million annual revenue target on fuel
generation would be reconciled through the RSR,
either a positive or a negative adjustment after the
fact. And so I think -- I think it qualifies there.

I think as you mention under (B) (2) (d),
it does —-- it does offer stability in multiple ways.
Again, it really is the glue that allows the company
to offer all the other parts of the plan.

COMMISSIONER PORTER: So let me ask you
this, so as long as there is a determination by the
Commission that the RSR supports certainty and
stability, it would be the company's position that
the RSR would be justified for only that reason, and
we not look to any of these other additional -- any
of the additional rationale that were cited.

MR. NOURSE: I think you only need one
reason, but it's always good to have belt and

suspenders. I would also add that the -- recently in

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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the Duke case the Commission approved a very similar
charge, the electric stability charge, I believe,
ESCC, I believe it's called, in that case. While
that was part of the settlement --

EXAMINER TAUBER: Mr. Nourse, let's try
to keep things on line with what Commissioner Porter
asked to the retail stability rider.

MR. NOURSE: Your Honor, the legal --
legality of the RSR based on the Commission's
precedent shows that it's not unlawful even if it was
adopted as part of the stipulation in the Duke case.

EXAMINER TAUBER: Please keep that
narrow, Mr. Nourse.

COMMISSIONER PORTER: Let's do this,
let's just address some of the other concerns --
concerns regarding RSR. Will the RSR be -- is it
proposed that the RSR be included as part of
transmission and/or distribution rates? It's one of
the concerns that -- in 4928 I think 02 (H),
there's -- there's a prohibition for inclusion of
generation-related charges within transmission or
distribution rates.

MR. NOURSE: Yeah.

COMMISSIONER PORTER: And you

characterized it as a generation revenue decoupling

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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charge so this would be an additional generation
charge that shopping customers would also pay as a
part of the generation rate --

MR. NOURSE: Correct.

COMMISSIONER PORTER: --— or C and D?

MR. NOURSE: Yes. It's definitely a
generation rate and that's -- that's why I think some
of the arguments have been characterizing it as a
distribution, some people use the term wires charge,
but it's definitely a generation rate, and it's tied
explicitly to generation revenue, nonfuel generation
revenue.

COMMISSIONER PORTER: When it's charged,
where is the assessment for consumers? How is it
charged or how will it be assessed to shopping
consumers?

MR. NOURSE: Well, it was -- it was
allocated -- per Mr. Roush's testimony it was
allocated to the classes based on demand.

COMMISSIONER PORTER: Okay. Will it be a
D —- or distribution, transmission, or
distribution -- I'm sorry, distribution,
transmission, or generation?

MR. NOURSE: It should be a -- I'm sorry.

It should be a generation charge, your Honor.

18
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COMMISSIONER PORTER: Okay.

MR. NOURSE: And I think that should be
clear. Frankly, some of the rate impact issues that
happened with the stipulation were part of that lack
of clarity but this is definitely a generation charge
and it should be clear on the bill that it's that.

COMMISSIONER PORTER: Okay. Is the RSR
also -- this is something that came up -- came --
that I first noticed in the reply briefs in the -- in
the post-hearing process, the RSR was characterized
in initial briefs as an unlawful POLR charge. 1In
your -- I believe the company responded that it was a
lawful POLR charge. Is that still what we should
understand, that this is a POLR charge?

MR. NOURSE: I think there is a component
of the POLR obligation in the RSR that's built in.

As I said, it's intended and proposed as enabling the
company to do all the things that we're doing in this
plan, we're proposing to do, and including, you know,
taking customers back if energy price goes up during
the plan and when we lose them. So there's a --
there's a stability there for customers and the
company.

COMMISSIONER PORTER: Would it be your --

the company's position that even if it is -- even

19
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if -- even if there is a component of it that may be
related to POLR, I think one -- I think what -- what
I'm looking to get to is whether it would be an
unlawful POLR charge. The Supreme Court did not say
that POLR charges were unlawful, per se.

MR. NOURSE: Correct.

COMMISSIONER PORTER: Just that there
needed to be some support for -- there needs to be a
record of support for the cost basis --

MR. NOURSE: Correct.

COMMISSIONER PORTER: -- of POLR; 1is
that --

MR. NOURSE: That's —-- that's my
understanding as well and that's what the Commission
found, I believe, in the remand order last fall.

COMMISSIONER PORTER: But then -- but

then the company has provided that cost basis here as

well?

MR. NOURSE: Well, again, these --
these -- this revenue decoupling mechanism is driven
by cost. They are -- basically the big driver

frankly is the capacity charge revenue from CRES --
from CRES providers, and certainly the -- as the
Commission recently found in the capacity order, the

company does incur costs in providing capacity and

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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actually that -- that deferral that was created in
the capacity charge order creates a wider berth, I
guess, for the RSR in terms of what the charge would
be, what the level of the charge should be.
COMMISSIONER PORTER: Okay. One of the

other things that is mentioned throughout the

proceeding is that there -- there is this potential
for an unlawful taking. There is -- if you'll give
me just -- give me your understanding of how there

will be an unlawful taking and whether that unlawful
taking will -- will persist in light of the recent
decision by the Commission in the 20 -- in the 2929
docket and with the potential of an RSR that was
described in that docket that would address the
deferral -- I'm sorry, the deferral and accounting
mechanisms for additional recovery for those
differences between the cost and the RPM rate. So,
there's still a taking in your eyes?

MR. NOURSE: Well, I think there's
multiple parts to the RSR. The RSR as designed, I
think, accommodates the capacity charge decision in
the way the Commission did that. What I mean by that
is that, again, 1it's taking the revenue including the
bucket of revenue from CRES providers that are

authorized for the charge that the Commission did

21
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there.

Now, the Commission said they were going
to address the delta between the 189 and the RPM rate
as part of this case, and I believe there's two ways
to do that. One is through the RSR, and the RSR

mechanism already accommodates that because it does

credit as part -- against the revenue the CRES
revenues that are paid for the capacity. So that
getting us up to 189 is -- is -- is a key part of

that but it's --

COMMISSIONER PORTER: If you get to the
189, is there still a taking?

MR. NOURSE: I believe so, your Honor, as
we showed in our reply brief based on the record, the
getting us to 189 only yields a 5.9 percent ROE in
2013, and we do believe that's unreasonably low.

COMMISSIONER PORTER: Yeah. So in order
for there to be a taking, is it your -- would it be
the company's position that there would be a lack of
just compensation so there is a compensation issue
that's within the RSR.

MR. NOURSE: Taking property without
adequate compensation.

COMMISSIONER PORTER: And so there needs

to be a determination of what the true cost is. So

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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the debate would be -- the debate would not be
whether there was an attempt to compensate; it would
be the amount of the compensation.

MR. NOURSE: Whether it's accurate,
that's right; that's right. And just by the way when
I said 5.9 ROE, that's total company. On the
generation function itself it would be much lower
and, therefore, confiscatory in our opinion of
generation.

COMMISSIONER PORTER: One of the other
things the RSR -- I believe the RSR is not designed
or proposed by the company to guarantee a certain
ROE.

MR. NOURSE: Correct.

COMMISSIONER PORTER: No guaranteed ROE.

MR. NOURSE: Correct.

COMMISSIONER PORTER: O&M as a component
used to calculate an ROE so meaning if there were --
there are greater or less expenses that the company
has, dependent upon those expenses —-- depending upon
the amount of those expenses, it would have an impact
on the ROE.

MR. NOURSE: Correct. Net income 1s what
drives return, and expenses are factored into that.

COMMISSIONER PORTER: The reason I ask

23
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the question there is no guaranteed -- there is no
guaranteed ROE, but the company probably has a
targeted ROE it would like to see; is that correct?

MR. NOURSE: Well, Witness Sever
projected the ROE based on -- based on our proposed
RSR but, of course, keep in mind our RSR also was
packaged -- part of the package with the two-tiered
capacity discount. And while the capacity decision
is still subject to rehearing, that's -- that
doesn't -- currently as it stands it doesn't play
into the cards here.

COMMISSIONER PORTER: So to get to an
RO -- a particular ROE, there could be adjustments
made by the company in operations and maintenance
expenses so that would -- in the ROE -- in the eyes

of investors, 1f there is a need to enhance the ROE

through the RSR, there could be -- there would
need -- there would be a need by the company to
adjust -- address -- adjust the operations and

maintenance expenses.

MR. NOURSE: To some extent, your Honor,
the reality is we do have an obligation to serve, and
when things like the storm that hit a couple of weeks
ago pop up and we have to spend tens of millions of

dollars to respond to that and there's not always an
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opportunity to reduce to that extent, so like I said,
with generation it would be a very low return. We
don't believe that's a wise move in moving into
competitive and corporate separation to have an
injured Genco that would need to be able to compete
as we spin off.

COMMISSIONER PORTER: The one I would
particularly like to explore today is the expense
related to jobs. So one of the concerns I think that
everyone has is the impact of this proceeding, you
know, on jobs going forward so we know there are

concerns about jobs so if there's a particular plan

that's approved, RSR -- if the RSR is not at a
certain level, will have that an impact on -- on
Jjobs?

MR. NOURSE: Well, it could. It
certainly could, your Honor. As Bob Powers testified
in this case, you know, our management is going to
have to look at we have part of the picture with the
capacity decision. I believe the ESP decision will
provide the rest of the picture. And our management
is going to have to look at the financial impact of
those decisions together and evaluate, you know, the
bottom line and certainly there could be significant

cuts if -- 1f they are needed.
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COMMISSIONER PORTER: Okay. There is
within the RSR included a $3 a megawatt-hour credit.

MR. NOURSE: Yes.

COMMISSIONER PORTER: Okay. In order to
get to this $3 per megawatt-hour credit, there is
consideration given to the effect of modification or
termination of the pool. So let me see 1f I can make
this more clear. I believe -- I believe based upon
the record, and tell me if I have this wrong, that
there's a 60 percent downward adjustment made to get
to in the company's eyes from a -- from a per
megawatt -- per megawatt-hour number of $11.73 down
to 4.69 and there is a 60 percent downward adjustment
made between those two numbers.

MR. NOURSE: Yes. That's intended to
reflect the reality that under the FERC-approved pool
agreement, AEP Ohio only keeps their MLR share,
member load ratio share, which is 40 percent of
off-system sales margins.

COMMISSIONER PORTER: Okay. So with
the -- when will the pool be terminated?

MR. NOURSE: Well, we don't know ,but we
plan on terminating it first of 2014.

COMMISSIONER PORTER: Okay. So within

that timeframe over the course of the three-year ESP
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period, 1is there an adjustment made in that credit,
$3 per megawatt-hour credit?

MR. NOURSE: No -- I'm sorry, your Honor.

COMMISSIONER PORTER: So what I'm looking
to find out is the $3 per megawatt-hour credit the
effect of the across -- the whole term of the RSR.

MR. NOURSE: Yes.

COMMISSIONER PORTER: And the pool will
be modified -- I'm sorry, terminated prior to the end
of this three-year period, shouldn't there be an
adjustment?

MR. NOURSE: Well, to do that I think it
would be very complicated and there's nothing in the
record to support a number. I don't think -- you
certainly could not assume that the same level of
margins like a $12 margin unadjusted for the pool and
unadjusted for the fact you can't sell all energy
that's freed up into the market; it's only about half
or up to 80 percent. That's how you get down from
the 12 down to the actually closer to $2.

We did a $3 credit as a conservative
measure but there's no reason to believe in general
or in the record that AEP Ohio's margin would be --
would be higher than that with no pool. Nobody has

assimilated that and nobody has put any evidence in
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to suggest that that would be the case.

COMMISSIONER PORTER: Okay. Just a few
final topics to address, just want to talk about the
rate design for the RSR. The company proposes that
there be an over/under -- over/under accounting
maintenance used and so there is a component of the
RSR that would depend upon the level of shopping.

MR. NOURSE: Correct.

COMMISSIONER PORTER: What I'm looking to
figure out is what the company's request or
recommendation would be regarding how -- regarding
whether it should be estimates for the numbers -- for
the levels of shopping and recovery prior to the
actual -- the actual determination of the full level
of shopping and then sort of a true-up annually, or
will that be after the three-year period? In other
words, how do we account for the level of shopping
within the RSR?

MR. NOURSE: Okay. It would be an annual
reconciliation, and the shopping projections that
were made by Company Witness Allen were used in
designing the RSR, and then the result was levelized
over the period to get to the $2 charge which, again,
just to be clear, Mr. Allen and Mr. Roush in their

testimony made clear, I think, that the $2 was just
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an example.

The actual RSR would depend on the CRES
revenues, the $3 credit, and the nonshopping
generation revenues as a bucket, whether they fall
short or exceed the $929 million. So we -- we
projected the RPM -- we projected the levels of
shopping that we believe will certainly hold true if
the capacity charge decision remains unchanged and
CRES providers are charged RPM.

COMMISSIONER PORTER: Let me just
quickly --

EXAMINER TAUBER: Mr. Porter, I'm going
to limit you to one or two more questions.

COMMISSIONER PORTER: I have exactly two
more questions for you, sir.

EXAMINER TAUBER: Thank you.

COMMISSIONER PORTER: There -- there were
requests made for the exceptions from the RSR. How
do you -- how do you address whether certain entities

benefit from the RSR? For example, a request for an
exception from the RSR. What benefits do all
customers receive from the RSR?

MR. NOURSE: Yeah. I think -- I think it
should definitely be a nonbypassable charge because

if you go -- 1f you go bypassable, then it becomes a
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death spiral. And the last customer left gets to pay
the $300 million which probably wouldn't work out to
well for us.

And then if you go -- if you go with the
suggestion that was made by I believe OCC that says
you should just only charge shopping customers, you
know, again, that really doesn't match the cost
causation principles and the reality that as the
Commission found in the capacity charge decision,
that stimulating competition, I believe this
Commission finds value for that for all customers,
all customers get -- get to choose to shop and can
benefit from that in the marketplace.

Now, with respect to format specifically,
you know, I think it's turnabout is fair play
relative to Ormet gets a most favored nation's status
with their hundreds of millions of dollars they are
getting under their contract. So they -- everybody
else pays for that and so I think this is just
another --

COMMISSIONER PORTER: That's sufficient
and let me just -- this will be the last question,
securitization, is the RSR the type of charge that
could eventually be securitized by a utility?

MR. NOURSE: Yes, I think so, your Honor,
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especially with the capacity decision coming out the
way it did. If the RSR is -- raises above a level
that the Commission i1s comfortable with on rate
impacts, they could implement their 4928.144
authority and do a phase-in, and as part of that, the
carrying charge could be -- could be reduced to a
securitized carrying charge.

COMMISSIONER PORTER: Thank you.

EXAMINER TAUBER: Commissioner Lesser, do
you have any questions for Mr. Nourse?

COMMISSIONER LESSER: Yes, I do.

Mr. Nourse, I would like to ask you this
question. I would like Office of Consumers' Counsel
to follow you, and I would ask other parties to also
to the extent that they could supplement the answer.
In the RSR you discuss the idea of jobs and discuss
investment. Do you believe the Commission would have
jurisdiction and would be appropriate to link and
make the RSR contingent on actual investment and job
retention in the State of Ohio?

MR. NOURSE: You know, I hadn't thought
about the jurisdictional issue. I mean, I don't
think it's -- in general I don't think -- my reaction
is I don't think that would be necessary or

appropriate. You know, we haven't promised to
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eliminate jobs, and I don't think we would have to
promise to keep jobs. There are a lot of other --
there are a lot of other factors that go into the
ultimate job count, especially with AEP being
headquartered in Ohio, even though we operate in 11
states so there are definitely other factors that
affect that.

Now, again, we could be headquartered
somewhere else in another state and then that would
reduce all the Ohio jobs associated with One
Riverside Plaza, but I think those are management
decisions and --

COMMISSIONER LESSER: Well, on the legal
side do you believe we have the jurisdiction, No. 1,
during the pendency of the ESP and, No. 2, do you
also link the RSR to the capacity deferral? Could
this contingency extend beyond the ESP?

MR. NOURSE: Well, the -- again, during
the ESP the -- I suppose the only way I could see is
if there is an indirect link to jobs by saying
your —-- your labor expenses, we assume we are setting
this charge based on a particular labor expense
level, O&M level, and i1if that goes down below a
certain band of tolerance, then we have to come back

in and talk about it or show -- show why the RSR
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shouldn't be reduced or something like that.

But we did not propose an earnings
based -- for a lot of reasons, but the big one 1is
that I think it would turn into a perpetual
litigation. It would be like the mother of all SEET
proceedings.

COMMISSIONER LESSER: But that's not
really my question but thank you, Mr. Nourse.

Ms. Grady.

MS. GRADY: Thank you. Commissioner
Lesser, with respect to your question on job
investment, whether it would be appropriate and the
Commission has Jjurisdiction to link the job
investment to the RSR, respectfully, your Honor, we
would submit the Commission does not. The RSR is a
revenue guarantee, and we do not believe that if
there is a legal basis for the RSR under
4928.143(B) (2) (d), which is what the company relies
upon, we do not believe that that provision is
sufficient. That provision provides for stability
and certainty for retail electric service. It does
not provide for stability and certainty with respect
to the company's earnings.

There is no provision in the statutes

that allow for financial stability or certainty to be
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guaranteed for the company under an electric security
plan.

COMMISSIONER LESSER: So you're saying
because there's no basis for the RSR there's no basis
for a contingency.

MS. GRADY: That is correct.

COMMISSIONER LESSER: Okay. Well, T
appreciate -- I appreciate the argument. I would
also ask if there is other parties that would like to
address it.

MS. GRADY: Thank vyou.

COMMISSIONER LESSER: Thank you. I
hope -- I would like to apologize for my abruptness,
but the Examiners made it clear that we have to stay
in line too.

MR. RANDAZZO: My name 1is Sam Randazzo on
behalf of the Industrial Energy Users of Ohio and
thanks for the opportunity to respond to the question
in an argument context.

First of all, as I think you know, you
only have so much jurisdiction as AEP will give you
with regard to the ESP. AEP has the unilateral
right -- right to veto the ESP i1if it doesn't like the
ESP and there is no justification whatsoever. So

ultimately your linkage in an ESP context, whatever
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it may be under the law, is a function of whatever
ESP will agree to. That is fundamentally the case.

With regard to the RSR, you may have some
linkage as long as I don't make it a nonbypassable
charge. When you make it a nonbypassable charge, I
think that's when you destroy your jurisdiction based
upon the provisions that are in the statute.

So to the extent that you were to say we
are willing to allow you to have this level of
generation-related revenue for standard service offer
and that is bypassable by customers who have access
to the marketplace and AEP accepts it, I believe that
could be an acceptable ESP if there were conditions
in it also that dealt with levels of employment and
job retention, Jjob creation, and that sort of thing.
I think the problem is the bypassability.

COMMISSIONER LESSER: Thank you.

MR. YURICK: Good morning, Mark Yurick on
behalf of the Kroger Company. I think it's a great
question in terms of the MRO sort of ESP test,
whether it is more favorable in the aggregate than an
MRO, and I don't think that provision is necessarily
flushed out, but I do think that the company has made
time and time again the argument that without the

RSR, they are going to be subject to financial harm.
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In fact, they say that without the RSR the Commission
would be acting in confiscatory way. I think if the
Commission is going to accept that argument on behalf
of AEP and determine that to be a legitimate
argument, that certainly the Commission would have
the jurisdiction.

And Mr. Randazzo makes a good point about
bypassability, but I think the Commission would have
jurisdiction to say that -- look at it and say, you
know, if the company is going to agree to create X,
Y, and Z jobs, that that can be taken into
consideration in the ESP/MRO context.

COMMISSIONER LESSER: Thank you.

MR. YURICK: Thank you very much.

COMMISSIONER LESSER: Mr. Petricoff.

MR. PETRICOFF: Thank you, your Honor.

On behalf of RESA we just want to add one point on
this. The counsel for OCC brought up the point that
you are limited in Section (B) (2) (d) to just retail
electric service and I would like to point out to the
Commission the definition of retail electric service
in 4928.01 and it is very broad. And I think that
probably when you look at that -- because it talks
about, you know, not only just the standard service

but also the CRES service. So —-- and quite a bit 1is
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taken under there.

So if the Commission was tying Jjobs to
the benefits under the MRO-ESP test and then looking
to that authority which allows it to defer charges
for stability, that could be part of the -- part of
the game given the large definition of retail
electric service.

COMMISSIONER LESSER: Thank you.

My next question, I believe counsel for
Ormet is here, Dan Barnowski.

MR. BARNOWSKI: Yes, your Honor.

COMMISSIONER LESSER: I'm asking you up

here mainly to help me and make sure I got your

position correct. 1In your testimony you describe an
interesting scenario that -- that I could not
necessarily find the answer. It described a scenario

unfortunately in which Ormet terminated business, and
the issue was that if the RSR was decoupled revenue,
AEP with Ormet out of business would continue to
collect the same amount of revenue and have that --
that energy available for off-system sales.

MR. BARNOWSKI: That's correct.

COMMISSIONER LESSER: Would you like to
either add to that or clarify that?

MR. BARNOWSKI: Sure.
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COMMISSIONER LESSER: But did I describe
that correctly?

MR. BARNOWSKI: You did, your Honor, and
here's why, under the recommendation made by AEP,
they've set this RSR target, and if they don't get to
those revenues, I think the number is 929 million,
then they collect the rest of the RSR. Ormet is
right now contributing somewhere in the order of $105
million, I believe, per year to that target. And if
Ormet goes out of business, that target will
obviously go down by 100 -- the target won't go down;
the ability to achieve it will go down $105 million
and that will be collected by -- from the rest of the
ratepayers if Ormet goes away.

COMMISSIONER LESSER: And how much power
does Ormet actually use?

MR. BARNOWSKI: It's around 4.2 million
megawatt-hours per year. That -- all of that power
would then be freed up for off-system sales and/or as
it stands right now, AEP is not sharing the benefits
of those off-system sales with any of the customers
pursuant to this plan.

COMMISSIONER LESSER: Thank you.

MR. BARNOWSKI: Thank you, your Honor.

COMMISSIONER LESSER: Mr. Nourse.
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MR. NOURSE: Thank you. Your Honor, with
respect to your scenario, I guess the -- there is
nothing today if Ormet had gone out of business today
that would require off-system sales to be shared, be
flowed back to SSO customers or retail customers of
AEP Ohio, so I think that scenario could happen
today, but I will note that the record also supports
the conclusion Mr. Allen, Company Witness Allen, made
it clear that just -- when energy is freed up from
competition or from lack of retail sales, there's
not -- there's not a one for one. Usually it's about
50 percent up to 80 percent that can even be sold in
general into the market. Now --

COMMISSIONER LESSER: What do you mean?
You mean there would be no -- there would be no
demand for the power?

MR. NOURSE: That -- it's all a matter of
the demand and the price point, but in general
historically, that's been the experience over -- over
a number of years. But, again, in Ohio based on the
SEET test, based on the SSO from the ESP I, there is
not any linkage between wholesale sales and
especially as they operate under the FERC-approved
pool and -- and retail rates but, you know, I think

the Ormet going-out-of-business scenario is extreme
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and 1s not something that any of us wants to see.
And so I don't know if that's some sort of
contingency, or if that happens, maybe we should come
back in and look at things. I think that's a better
way of dealing with it than trying to, you know,
design -- redesign the RSR based on, I think, a
remote scenario.

COMMISSIONER LESSER: Any other party
wish to add to that?

Thank you, Mr. Nourse.

Those were all my questions.

EXAMINER TAUBER: Chairman Snitchler.

CHAIRMAN SNITCHLER: Thank you. My
question will start for Mr. Stahl with regard to some
comments that were made or suggestions with regard to
the auction and how soon AEP can get to a full
auction which would impact the RSR. I believe as I
read the brief, it indicated that your target for
them would be June of 2014. 1It's my understanding
that not everyone agrees that that's even achievable.
I'm interested to get your thoughts on why you
believe that's achievable and why you believe that
would impact the RSR amount and to what extent.

MR. STAHL: Thank you, Mr. Chairman. I

appreciate the opportunity to answer that question.
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Yes, our proposal is to accelerate that
auction to June 1, 2014. We selected that date
because we are accepting at face value, unlike some
other parties, the AEP Ohio claim that they cannot go
to auction until two things happen, the termination
of the pool, the corporate separation which they
anticipate will be done by January 1, 2014.

There are other parties to this
proceeding who believe those contingencies do not
stand in the way of an auction. We have not gotten
involved in that debate. We think 1f that's their
position, we'll accept that. But June 1, 2014,
sounds realistic.

They are going to do it on June 1, 2015,
anyway. They are going to have an energy-only
auction by January 1, 2015, so we see no reason they
can't move this auction up by another six or seven
months.

AEP has said in its reply brief there are
really two reasons why the Exelon proposal is not a
sound one. The first one being that it's somehow
inconsistent with their FRR status. There is
absolutely no support for that in the record. 1In
fact, that claim is contradicted by the record, and I

can provide citations. Mr. Powers testified on
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cross—examination that there was no impediment as far
as he was aware to holding that auction early. And
that citation appears at page 368 of the transcript.
And I know that FES's, FirstEnergy Solutions, reply
brief page 27, footnote 99, provides I believe three
other record citations that are inconsistent with the
idea that somehow FRR stands in the way.

Only one other point I would like to
make, AEP is also said in its reply brief the auction
should not be held on June 1, 2014, because even
though the record doesn't contain any evidence of
financial harm resulting to AEP Ohio from doing that,
that doesn't mean there won't be financial harm. I
think that's a very strange way to T up this issue
for the Commission.

We have had days and days of hearings and
plenty of opportunity, and AEP Ohio knew of that
proposal, didn't introduce any evidence. And, again,
in fact, the record is clear from the
cross-examination of Mr. Allen and Mr. Powers that
AEP Ohio hasn't done any analysis or study or
consideration of what kind of harm, if any, might
result from moving that auction up.

So the short answer is we think it's pro

competitive; we know it's pro competitive. And there
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1s no reason based on the record not to do it.

I think the Chairman also asked the
question about how this relates to the RSR charge.
And I think it does directly relate to the RSR
charge. Exelon's position on the RSR charge is that
it ought to be collected only from nonshopping
customers.

We believe there are a variety of reasons
for that. One of the reasons being that I think
Mr. Nourse said earlier that all customers are going
to benefit, he says, from the RSR. I would prefer to
say customers will benefit from RPM pricing that this
Commission has now made available. And the auction,
holding that auction earlier will be able to bring to
SSO customers not only the opportunity to take
advantage of RPM pricing through shopping but the
reality and the fact of RPM or competitive market
pricing through moving this auction up earlier.

And we believe that in the final analysis
the availability of competitive market pricing, the
availability of nonshopping customers to move to
shopping to take advantage of competitive pricing, is
a benefit to them which justifies imposing on
nonshopping customers the RSR charge.

I hope I've answered your question.
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CHAIRMAN SNITCHLER: I think so.

Any other parties want to respond to
that?

Mr. Nourse, we'll start with you and work
down the aisle or do you want to go last?

MR. NOURSE: Do you want to have them to
speak first?

CHAIRMAN SNITCHLER: Have Mr. Randazzo
and work back this way. Go ahead.

MR. RANDAZZO: Just a couple of points
very quickly. There's been a lot of discussion about
the corporate separation-related aspects to this. I
will remind the Commission because 1t was here that
the original corporate separation plan approved for
AEP Ohio called for them to transfer their
distribution assets. They were to transfer their
distribution assets to a separate entity. That's
what was approved by the Commission.

Subsequent to that the Commission granted
delays and extensions in pulling the trigger on that.
But if you were to implement that originally approved
corporate separation strategy, there is absolutely no
implication to the pool and you can proceed with a
competitive bid with regard -- without regard to the

FRR election.
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The second point as a matter of history
also AEP has actually used competitive bidding to set
the standard service offer prices. It used the
competitive bid when it acquired the Monongahela
Power customers to establish the market-based price
that would be paid for providing default generation
supplied to that population of customers.

It also used a competitive bid process to
establish the market-based price that was the
reference price for Ormet to determine -- determine
the delta revenue.

At that point in time oddly AEP said it
didn't have enough generation to serve Ormet, and so
it had to go to the market to procure the generation
supply that was made available to Ormet through the
reasonable arrangement. All of that stuff occurred
after the FRR election, I might add, as well.

So I agree with the objective of getting
to a competitive bid process fundamentally as a means
of not only helping the customers who do not shop but
the customers who cannot shop such as the universal
service fund customers. That is a way to bring down
the burden on them as well as other customers who pay
that.

I strongly suggest that you look at your
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own determinations and the history here to test this
claim that we can't do a competitive bid process
sooner because AEP did, in fact, use competitive
bidding in the two instances that I described and its
original corporate separation plan approved by this
Commission was to push the distribution assets, not
the generation assets, into a separate entity.

And i1if you were to act on that already
approved corporate separation plan, I believe that
you could accelerate the introduction of competitive
bid process and benefit the public interest as well.

Thank you very much.

MR. KURTZ: Mr. Chairman, thank you.

Mr. Chairman, the RSR is a formula rate. It is not a
set number. It's a formula rate that will undue,
make irrelevant, make moot everything you've done in
the capacity case and here's why, it's a formula rate
that looks at a target level of generation revenue,
$929 million. 1It's made up of four components, the
base generation rate that nonshoppers pay, auction
revenues once there is an auction, this $3 per
megawatt-hour credit for shopped load that is -- that
is part of the formula, and the final piece of the
formula is the CRES capacity revenue.

So if -- the $189 per megawatt-day order

46
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that came out, i1t wouldn't make any difference 1if it
was $18 a megawatt-day or zero. The RSR will just go
up to make up the difference. It renders the
capacity case moot.

AEP's testimony, this is Allen Exhibit 6,
shows that -- an example under their two-tiered
capacity pricing of 146 and 255, they estimated that
the RSR would be $2 a megawatt-hour on all of their
load, $90 million a year on average.

Now, we have 188. That's -- that's the
law. The RSR will just go up to make up the
difference. It will go up to $5 a megawatt-hour on
average to make up the difference. You charge zero,
RSR will go to $20 a megawatt-hour to make up the
difference. It renders everything you've done in the
capacity case moot because you have given with one
hand and taking away with the other. That's the
insidious nature of this formula rate.

Now, the RSR is fundamentally
conceptually flawed. There have been two items that
brought up --