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D. FRR Capacity Plans 

1. Each FRR Entity shall submit its initial FRR Capacity Plan as required by subsection C. 1 
of this Schedule, and shall annually extend and update such plan by no later than one month prior 
to the Base Residual Auction for each succeeding Delivery Year in such plan. Each FRR 
Capacity Plan shall indicate the nature and current status of each resource, including the status of 
each Planned Generation Capacity Resource or Planned Demand Resource, the planned 
deactivation or retirement of any Generation Capacity Resource or Demand Resource, and the 
status of commitments for each sale or purchase of capacity included in such plan. 

2. The FRR Capacity Plan of each FRR Entity that commits that it will not sell surplus 
Capacity Resources as a Capacity Market Seller in any auction conducted under Attachment DD 
of the PJM Tariff, or to any direct or indirect purchaser that uses such resource as the basis of 
any Sell Offer in such auction, shall designate Capacity Resources in a megawatt quantity no less 
than the Forecast Pool Requirement for each applicable Delivery Year times the FRR Entity's 
allocated share of the Preliminary Zonal Peak Load Forecast for such Delivery Year, as 
detennined in accordance with procedures set forth in the PJM Manuals. The set of Capacity 
Resources designated in the FRR Capacity Plan must meet the Minimum Annual Resource 
Requirement and the Minimum Extended Summer Resource Requirement associated with the 
FRR Entity's capacity obligation. If the FRR. Entity is not responsible for all load within a Zone, 
the Preliminary Forecast Peak Load for such entity shall be the FRR Entity's Obligation Peak 
Load last determined prior to the Base Residual Auction for such Delivery Year, times the Base 
Zonal FRR Scaling Factor. The FRR Capacity Plan of each FRR Entity that does not commit 
that it will not sell surplus Capacity Resources as set forth above shall designate Capacity 
Resources at least equal to the Threshold Quantity. To the extent the FRR Entity's allocated 
share of the Final Zonal Peak Load Forecast exceeds the FRR Entity's allocated share of the 
Preliminary Zonal Peak Load Forecast, such FRR Entity's FRR Capacity Plan shall be updated 
to designate additional Capacity Resources in an amount no less than the Forecast Pool 
Requirement times such increase; provided, however, any excess megawatts of Capacity 
Resources included in such FRR Entity's previously designated Threshold Quantity, if any, may 
be used to satisfy the capacity obligation for such increased load. To the extent the FRR Entity's 
allocated share of the Final Zonal Peak Load Forecast is less than the FRR Entity's allocated 
share of the Preliminary Zonal Peak Load Forecast, such FRR Entity's FRR Capacity Plan may. 
be updated to release previously designated Capacity Resources in an amount no greater than the 
Forecast Pool Requirement times such decrease. Peak load values referenced in this section shall 
be adjusted as necessary to take into account any applicable Nominal PRD Values approved 
pursuant to Schedule 6.1 of this Agreement. Any FRR Entity seeking an adjustment to peak load 
for Price Responsive Demand must submit a separate PRD Plan in compliance with Section 6.1 
(provided that the FRR Entity shall not specify any PRD Reservation Price), and shall register all 
PRD-eligible load needed to satisfy its PRD commitinent and be subject to compliance charges 
as set forth in that Schedule under the circumstances specified therein; provided that for non­
compliance by an FRR Entity, the compliance charge rate shall be equal to 1.20 times the 
Capacity Resource Clearing Price resultmg from all RPM Auctions for such Delivery Year for 
the LDA encompassing the FRR Entity's Zone, weight-averaged for the Delivery Year based on 
the prices established and quantities cleared in the RPM auctions for such Delivery Year; and 
provided further that an altemative PRD Provider may provide PRD in an FRR Service Area by 
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agreement with the FRR Entity responsible for the load in such FRR Service Area, subject to the 
same terms and conditions as if the FRR Entity had provided the PRD. 

3. As to any FRR Entity, the Base Zonal FRR Scaling Factor for each Zone in which it 
serves load for a Delivery Year shall equal ZPLDY/ZWNSP, where: 

ZPLDY = Preliminary Zonal Peak Load Forecast for such Zone for such Delivery Year; and 

ZWNSP = Zonal Weather-Normalized Summer Peak Load for such Zone for the summer 
concluding four years prior to the commencement of such Delivery Year. 

4. Capacity Resources identified and committed in an FRR Capacity Plan shall meet all 
requirements under this Agreement and the PJM Operating Agreement applicable to Capacity 
Resources, including, as applicable, requirements and milestones for Planned Generation 
Capacity Resources and Planned Demand Resources. A Capacity Resource submitted in an FRR 
Capacity Plan must be on a unit-specific basis, and may not include "slice of system" or similar 
agreements that are not unit specific. An FRR Capacity Plan may include bilateral transactions 
that commit capacity for less than a full Delivery Year only if the resources included in such plan 
in the aggregate satisfy all obligations for all Delivery Years. All demand response, load 
management, energy efficiency, or similar programs on which such FRR Entity intends to rely 
for a Delivery Year must be included in the FRR Capacity Plan submitted three years in advance 
of such Delivery Year and must satisfy all requirements applicable to Demand Resources or 
Energy Efficiency Resources, as applicable, including, without limitation, those set forth in 
Schedule 6 to this Agreement and the PJM Manuals; provided, however, that previously 
uncommitted Unforced Capacity from such programs may be used to satisfy any increased 
capacity obligation for such FRR Entity resulting from a Final Zonal Peak Load Forecast 
applicable to such FRR Entity. 

5. For each LDA for which the Office of the Interconnection has established a separate 
Variable Resource Requirement Curve for any Delivery Year addressed by such FRR Capacity 
Plan, the plan must include a minimum percentage of Capacity Resources for such Delivery Year 
located within such LDA. Such minimum percentage ("Percentage Intemal Resources 
Required") will be calculated as the LDA Reliability Requirement less the CETL for the 
Delivery Year, as detennined by the RTEP process as set forth in the PJM Manuals. Such 
requirement shall be expressed as a percentage of the Unforced Ciapacity Obligation based on the 
Preliminary Zonal Peak Load Forecast multiplied by the Forecast Pool Requirement. 

6. An FRR Entity may reduce such minimum percentage as to any LDA to the extent the 
FRR Entity commits to a transmission upgrade that increases the capacity emergency transfer 
limit for such LDA. Any such transmission upgrade shall adhere to all requirements for a 
Qualified Transmission Upgrade as set forth in Attachment DD to the PJM Tariff. The increase 
in CETL used in the FRR Capacity Plan shall be that approved by PJM prior to inclusion of any 
such upgrade in an FRR Capacity Plan. The FRR Entity shall designate specific additional 
Capacity Resources located in the LDA ftom which the CETL was increased, to the extent of 
such increase. 
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7. The Office of the Interconnection will review the adequacy of all submittals hereunder 
both as to timing and content. A Party that seeks to elect the FRR Altemative that submits an 
FRR Capacity Plan which, upon review by the Office of the Interconnection, is determined not to 
satisfy such Party's capacity obligations hereunder, shall not be permitted to elect the FRR 
Altemative. If a previously approved FRR Entity submits an FRR Capacity Plan that, upon 
review by the Office of the Interconnection, is determined not to satisfy such Party's capacity 
obligations hereunder, the Office of the Interconnection shall notify the FRR Entity, in writing, 
of the insufficiency within five (5) business days of the submittal of the FRR Capacity Plan. If 
the FRR Entity does not cure such insufficiency witiiin five (5) business days after receiving 
such notice of insufficiency, then such FRR Entity shall be assessed an FRR Commitment 
hisufficiency Charge, in an amount equal to two times the Cost of New Entry for the relevant 
location, in $/MW-day, times the shortfall of Capacity Resources below the FRR Entity's 
capacity obligation (including any Threshold Quantity requirement) in such FRR Capacity Plan, 
for the remaining term of such plan. 

8. In a state regulatory jurisdiction that has implemented retail choice, the FRR Entity must 
include in its FRR Capacity Plan all load, including expected load growth, in the FRR Service 
Area, notwithstanding the loss of any such load to or among altemative retail LSEs. In the case 
of load reflected in the FRR Capacity Plan that switches to an altemative retail LSE, where the 
state regulatory jurisdiction requires switching customers or the LSE to compensate the FRR 
Entity for its FRR capacity obligations, such state compensation mechanism will prevail, hi the 
absence of a state compensation mechanism, the applicable altemative retail LSE shall 
compensate the FRR Entity at the capacity price in the unconstrained portions of the PJM 
Region, as determined in accordance with Attachment DD to the PJM Tariff, provided that the 
FRR Entity may, at any time, make a filing with FERC under Sections 205 of the Federal Power 
Act proposing to change the basis for compensation to a method based on the FRR Entity's cost 
or such other basis shown to be just and reasonable, and a retail LSE may at any time exercise its 
rights under Section 206 of the FPA. 

9. Notwithstanding the foregoing, in lieu of providing the compensation described above, 
such alternative retail LSE may, for any Delivery Year subsequent to those addressed in the FRR 
Entity's then-cunent FRR Capacity Plan, provide to the FRR Entity Capacity Resources 
sufficient to meet the capacity obligation described in paragraph D.2 for the switched load. Such 
Capacity Resources shall meet all requirements applicable to Capacity Resources pursuant to this 
Agreement and the PJM Operating Agreement, all requirements applicable to resources 
committed to an FRR Capacity Plan under this Agreement, and shall be committed to service to 
the switched load under the FRR Capacity Plan of such FRR Entity. The altemative retail LSE 
shall provide the FRR Entity all information needed to fulfill these requirements and permit the 
resource to be included in the FRR Capacity Plan. The alternative retail LSE, rather than the 
FRR Entity, shall be responsible for any performance charges or compliance penalties related to 
the performance of the resources committed by such LSE to the switched load. For any Delivery 
Year, or portion thereof, the foregoing obligations apply to the altemative retail LSE serving the 
load during such time period. PJM shall manage the transfer accounting associated with such 
compensation and shall administer the collection and payment of amounts pursuant to the 
compensation mechanism. 
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Such load shall remain under the FRR Capacity Plan until the effective date of any termination 
of the FRR Altemative and, for such period, shall not be subject to Locational Reliability 
Charges under Section 7.2 of this Agreement. 

Effective Date: 5/15/2012 - Docket #: ERl 1-4628-000 
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E. Conditions on Purchases and Sales of Capacity Resources by FRR Entities 

1. An FRR Entity may not include in its FRR Capacity Plan for any Delivery Year any 
Capacity Resource that has cleared in any auction under Attachment DD of the PJM Tariff for 
such Delivery Year. Nothing herein shall preclude an FRR Entity from including in its FRR 
Capacity Plan any Capacity Resource that has not cleared such an auction for such Delivery 
Year. Furthermore, nothing herein shall preclude an FRR Entity from including in its FRR 
Capacity Plan a Capacity Resource obtained from a different FRR Entity, provided, however, 
that each FRR Entity shall be individually responsible for meeting its capacity obligations 
hereunder, and provided further that the same megawatts of Unforced Capacity shall not be 
committed to more than one FRR Capacity Plan for any given Delivery Year. 

2. An FRR Entity that designates Capacity Resources in its FRR Capacity Plan(s) for a 
Delivery Year based on the Threshold Quantity may offer to sell Capacity Resources in excess of 
that needed for the Threshold Quantity in any auction conducted under Attachment DD of the 
PJM Tariff for such Delivery Year, but may not offer to sell Capacity Resources in the auctions 
for any such Delivery Year in excess of an amount equal to the lesser of (a) 25% times the 
Unforced Capacity equivalent of the Installed Reserve Margin for such Delivery Year multiplied 
by the Preliminary Forecast Peak Load for which such FRR Entity is responsible under its FRR 
Capacity Plan(s) for such Delivery Year, or (b) 1300 MW. 

3. An FRR Entity that designates Capacity Resources in its FRR Capacity Plan(s) for a 
Delivery Year based on the Threshold Quantity may not offer to sell such resources in any 
Reliability Pricing Model auction, but may use such resources to meet any increased capacity 
obligation resulting from unanticipated growth of the loads in its FRR Capacity Plan(s), or may 
sell such resources to serve loads located outside the PJM Region, or to another FRR Entity, 
subject to subsection E.l above. 

4. A Party that has selected the FRR Altemative for only part of its load in the PJM Region 
pursuant to Section B.2 of this Schedule that designates Capacity Resources as Self-Supply in a 
Reliability Pricing Model Auction to meet such Party's expected Daily Unforced Capacity 
Obligation under Schedule 8 shall not be required, solely as a result of such designation, to 
identify Capacity Resources in its FRR Capacity Plan(s) based on the Threshold Quantity; 
provided, however, that such Party may not so designate Capacity Resources in.an amount in 
excess of the lesser of (a) 25% times such Party's total expected Unforced Capacity obligation 
(under both Schedule 8 and Schedule 8.1), or (b) 200 MW. A Party that wishes to avoid the 
foregoing limitation must identify Capacity Resources in its FRR Capacity Plan(s) based on the 
Threshold Quantity. 

Effective Date: 2/18/2012 - Docket #: ER12-636-000 
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F. FRR Daily Unforced Capacity Obligations and Deficiency Charges 

1. For each billing month during a Delivery Year, the Daily Unforced Capacity Obligation 
of an FRR Entity shall be determined on a daily basis for each Zone as follows: 

Daily Unforced Capacity Obligation = [(OPL * Final Zonal FRR Scaling Factor) - Nominal 
PRD Value committed by the FRR Entity] * FPR 

where: 

OPL =Obligation Peak Load, defined as the daily summation of the weather-adjusted coincident 
summer peak, last preceding the Delivery Year, of the end-users in such Zone (net of operating 
Behind The Meter Generation, but not to be less than zero) for which such Party was responsible 
on that billing day, as determined in accordance with the procedures set forth in the PJM 
Manuals 

Final Zonal FRR Scaling Factor = FZPLDY/FZWNSP; 

FZPLDY = Final Zonal Peak Load Forecast for such Delivery Year; and 

FZWNSP = Zonal Weather-Normalized Peak Load for the summer concluding prior to the 
commencement of such Delivery Year. 

2. An FRR Entity shall be assessed an FRR Capacity Deficiency Charge in each Zone 
addressed in such entity's FRR Capacity Plan for each day during a Delivery Year that it fails to 
satisfy its Daily Unforced Capacity Obligation in each Zone. Such FRR Capacity Deficiency 
Charge shall be in an amount equal to the deficiency below such FRR Entity's Daily Unforced 
Capacity Obligation for such Zone times (1.20 times the Capacity Resource Clearing Price 
resulting from all RPM Auctions for such Delivery Year for the LDA encompassing such Zone, 
weight-averaged for the Delivery Year based on the prices established and quantities cleared in 
such auctions). 

3. If an FRR Entity acquires load that is not included in the Preliminary Zonal Peak Load 
Forecast such acquired load shall be treated in the same maimer as provided in Sections H.l and 
H.2 of this Schedule. 

4. The shortages in meeting the minimum requirement within the constrained zones and the 
shortage in meeting the total obligation are first calculated. The shortage in the unconstrained 
area is calculated as the total shortage less shortages in constrained zones and excesses in 
consttained zones (the shortage is zero if this is a negative number). The Capacity Deficiency 
Charge is charged to the shortage in each zone and in the unconstrained area separately. This 
procedure is used to allow the use of capacity excesses from constrained zones to reduce 
shortage in the unconstrained area and to disallow the use of capacity excess from unconstrained 
area to reduce shortage in constiained zones. 
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5. The shortages in meeting the Minimum Annual Resource Requirement and the Minimum 
Extended Summer Resource Requirement associated with the FRR Entity's capacity obligation 
are calculated separately. The applicable penalty rate is calculated for Annual Resources, 
Extended Summer Demand Resources, and Limited Resources as (1.20 times the Capacity 
Resource Clearing Price resulting from all RPM Auctions for such Delivery Year for the LDA 
encompassing such Zone, weight-averaged for the Delivery Year based on the prices established 
and quantities cleared in such auctions). 

Effective Date: 5/15/2012 - Docket #: ERl 1-4628-000 
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G. Capacity Resource Performance 

Any Capacity Resource committed by an FRR Entity in an FRR Capacity Plan for a Delivery 
Year shall be subject during such Delivery Year to the charges set forth in sections 7, 9, 10, 11, 
and 13 of Attachment DD to the PJM Tariff; provided, however, the Daily Deficiency Rate 
under sections 7, 9, and 13 thereof shall be 1.20 times the Capacity Resource Clearing Price 
resulting from all RPM Auctions for such Delivery Year for the LDA encompassing the Zone of 
the FRR Entity, weight-averaged for the Delivery Year based on the prices established and 
quantities cleared in such auctions), and the charge rates under section 10 tliereof, shall be the 
Capacity Resource Clearing Price resulting from the RPM Auctions for the Delivery Year for the 
LDA encompassing the Zone of the FRR Entity, weight-averaged as described above. An FRR 
Entity shall have the same opportunities to cure deficiencies and avoid or reduce associated 
charges during the Delivery Year that a Market Seller has under Sections 7, 9, and 10 of 
Attachment DD to the PJM Tariff. An FRR Entity may cure deficiencies and avoid or reduce 
associated charges prior to the Delivery Year by procuring replacement Unforced Capacity 
outside of any RPM Auction and committing such capacity in its FRR Capacity Plan. 

Effective Date: 2/18/2012 - Docket #: ER12-636-000 
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H. Annexation of service territory by Public Power Entity 

1. In the event a Public Power Entity that is an FRR Entity annexes service tenitory to 
include new customers on sites where no load had previously existed, then the incremental load 
on such a site shall be treated as unanticipated load growth, and such FRR Entity shall be 
required to commit sufficient resources to cover such obligation in the relevant Delivery Year. 

2. In the event a Public Power Entity that is an FRR Entity annexes service territoiy to 
include load from a Party that has not elected the FRR Altemative, then: 

a. For any Delivery Year for which a Base Residual Auction already has been conducted, 
such acquiring FRR Entity shall meet its obligations for the incremental load by paying 
PJM for incremental obligations (including any additional demand curve obligation) at 
the Capacity Resource Clearing Price for the relevant location. Any such revenues shall 
be used to pay Capacity Resources that cleared in the BRA for that LDA. 

b. For any Delivery Year for which a Base Residual Auction has not been conducted, such 
acquiring FRR Entity shall include such incremental load in its FRR Capacity Plan. 

3. Annexation whereby a Party that has not elected the FRR Altemative acquires load from 
an FRR entity: 

a. For any Delivery Year for which a Base Residual Auction already has been conducted, 
PJM would consider shifted load as unanticipated load growth for purposes of 
determining whether to hold a Second Incremental Auction. If a Second Incremental 
Auction is held, FRR entity would have a must offer requirement for sufficient capacity 
to meet the load obligation of such shifted load. If no Second Incremental Auction is 
conducted, the FRR Entity may sell the associated quantity of capacity into an RPM 
Auction or bilaterally. 

b. For any Delivery Year for which a Base Residual Auction has not been conducted, the 
FRR Entity that lost such load would no longer include such load in its FRR Capacity 
Plan, and PJM would include such shifted load in fiiture BRAs. 

Effective Date: 7/14/2011 - Docket #: ERl 1-4040-000 
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I. Savings Clause for State-Wide FRR Program 

Nothing herein shall obligate or preclude a state, acting either by law or through a regulatory 
body acting within its authority, from designating the Load Serving Entity or Load Serving 
Entities that shall be responsible for the capacity obligation for all load in one or more FRR 
Service Areas within such state according to the terms and conditions of that certain Settlement 
Agreement dated September 29, 2006 in FERC Docket Nos. ER05-1410 and E105-148, the PJM 
Tariff and this Agreement. Each LSE subject to such state action shall become a Party to this 
Agreement and shall be deemed to have elected the FRR Altemative. 

Effective Date: 7/14/2011 - Docket #: ERl 1-4040-000 
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SCHEDULE 9 

PROCEDURES FOR 
ESTABLISHING THE CAPABILITY OF GENERATION CAPACITY RESOURCES 

A. Such rules and procedures as may be required to determine and demonstrate the 
capability of Generation Capacity Resources for the purposes of meeting a Load Serving 
Entity's obligations under the Agreement shall be developed by the Office of 
Interconnection and mamtained in the PJM Manuals. 

B. The rules and procedures for determining and demonstrating the capability of generating 
units to serve load in the PJM Region shall be consistent with achieving uniformity for 
planning, operating, accounting and reporting purposes. 

C The mles and procedures shall recognize the difference in types of generating units and 
the relative ability of units to maintain output at stated capability over a specified period 
of time. Factors affecting such ability include, but are not limited to, fuel availability, 
stream flow for hydro units, reservoir storage for hydro and pumped storage units, 
mechanical limitations, and system operating policies. 

Effective Date: 9/17/2010 - Docket #: ERlO-2710-006 
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SCHEDULE 10 

PROCEDURES FOR ESTABLISHING 
DELIVERABILITY OF GENERATION CAPACITY RESOURCES 

Generation Capacity Resources must be deliverable, consistent with a loss of load expectation as 
specified by the Reliability Principles and Standards, to the total system load, including 
portion(s) of the system in the PJM Region that may have a capacity deficiency at any time. 
Deliverability shall be demonstrated by either obtaining or providing for Network Transmission 
Service or Firm Point-To-Point Transmission Service within the PJM Region such that each 
Generation Capacity Resource is either a Network Resource or a Point of Receipt, respectively. 
In addition, for Generation Capacity Resources located outside the metered boundaries of the 
PJM Region that are used to meet an Unforced Capacity Obligation, the capacity and energy of 
such Generation Capacity Resources must be delivered to the metered boundaries of the PJM 
Region through firm transmission service. 

Certification of deliverability means that the physical capability of the transmission network has 
been tested by the Office of the Intercormection and found to provide that service consistent with 
the assessment of available transfer capability as set forth in the PJM Tariff and, for Generation 
Resources owned or contracted for by a Load Serving Entity, that the Load Serving Entity has 
obtained or provided for Network Transmission Service or Firm Point-to-Point Transmission 
Service to have capacity delivered on a firm basis under specified terms and conditions. 

Effective Date: 9/17/2010 - Docket #: ERlO-2710-006 
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SCHEDULE 10.1 

LOCATIONAL DELIVERABILITY AREAS AND REQUIREMENTS 

The capacity obligations imposed under this Agreement recognize the locational value of 
Capacity Resources. To ensure that such locational value is properly recognized and quantified, 
the Office of the Intercoimection shall follow the procedures in this Schedule. 

A. The Locational Deliverability Areas for the pmposes of detemiining locational capacity 
obligations hereunder, but not necessarily for the purposes of the Regional Transmission 
Expansion Planning Protocol, shall consist of the following Zones (as defined in Schedule 15), 
combinations of such Zones, and portions of such Zones: 

ATSI 
DECK 
Dominion 
Penelec 
ComEd 
AEP 
Dayton 
Duquesne 
APS 
AE 
BGE 
DPL 
PECO 
PEPCO 
PSEG 
JCPL 
MetEd 
PPL 
Mid-Atlantic Region (MAR) (consisting of all the zones listed below for Eastem MAR 
(EMAR), Westem MAR (WMAR), and Southwestem MAR (SWMAR)) 
ComEd, AEP, Dayton, APS, Duquesne, ATSI, and DECK 
EMAR (PSE&G, JCP&L, PECO, AE, DPL & RE) 
SWMAR (PEPCO & BG&E) 
WMAR (Penelec, MetEd, PPL) 
PSEG northern region (north of Linden substation); and 
DPL southern region (south of Chesapeake and Delaware Canal 

The Locational Deliverability Areas for the purposes of determining locational capacity 
obligations hereunder, but not necessarily for the purposes for the Regional Transmission 
Expansion Planning Protocol, shall also include any new Zones expected to be integrated into 
PJM prior to the commencement of the Base Residual Auction for the Delivery Year for which 
the locational capacity obligation is being determined. 
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B. For purposes of evaluating the need for any changes to the foregoing list, Locational 
Deliverability Areas shall be tiiose areas, identified by the load deliverability analyses conducted 
pursuant to the Regional Transmission Expansion Planning Protocol and the PJM Manuals that 
have a limited ability to import capacity due to physical limitations of the transmission system, 
voltage limitations or stability limitations. Such limits on import capability shall not reflect the 
effect of Qualifying Transmission Upgrades offered in the Base Residual Auction. The 
Locational Deliverability Areas identified in Paragraph A above (as it may be amended from 
time to time) for a Delivery Year shall be modeled in the Base Residual Auction and any 
Incremental Auction conducted for such Delivery Year. If the Office of the Interconnection 
includes a new Locational Deliverability Area in the Regional Transmission Expansion Planning 
Protocol, it shall make a filing with FERC to amend this Schedule to add a new Locational 
Deliverability Area (including a new aggregate LDA), if such new Locational Deliverability 
Area is projected to have a capacity emergency transfer limit less than 1.15 times the capacity 
emergency transfer objective of such area, or if wananted by other reliability concerns consistent 
with the Reliability Principles and Standards. In addition, any Party may propose, and the Office 
of the Interconnection shall evaluate, consistent with the same CETO/CETO comparison or other 
reliability concerns, possible new Locational Deliverability Areas (including aggregate LDAs) 
for inclusion under the Regional Transmission Expansion Planning Protocol and for purposes of 
detenuining locational capacity obligations hereunder. 

C For each Locational Deliverability Area for which a separate VRR Curve was established 
for a Delivery Year, the Office of the Interconnection shall determine, pursuant to procedures set 
forth in the PJM Manuals, the Percentage of Intemal Resources Required, that must be 
committed during such Delivery Year from Capacity Resources physically located in such 
Locational Deliverability Area. 

Effective Date: 7/1S/2012 - Docket #: ER12-1784-000 

Page 133 

000000134 



SCHEDULE 11 

DATA SUBMITTALS 

To perform the studies required to determine the Forecast Pool Requirement and Daily Unforced 
Capacity Obligations under this Agreement and to determine compliance with the obligations 
imposed by this Agreement, each Party and other owner of a Capacity Resource shall submit 
data to the Office of the Interconnection in confonnance with the following minimum 
requirements: 

1. All data submitted shall satisfy the requirements, as they may change from time to time, 
of any procedures adopted by the Members Committee. 

2. Data shall be submitted in an electronic format, or as otherwise specified by the Markets 
and Reliability Committee and approved by the PJM Board. 

3. Actual outage data for each month for Generator Forced Outages, Generator Maintenance 
Outages and Generator Planned Outages shall be submitted so that it is received by such 
date specified in the PJM Manuals. 

4. On or before the date specified in the PJM Manuals, planned and maintenance outage 
data for all Generation Resources shall be submitted. 

The Parties acknowledge that additional information required to detennine the Forecast Pool 
Requirement is to be obtained by the Office of the Interconnection from Electric Distributors in 
accordance with the provisions of the Operating Agreement. 

Effective Date: 2/18/2012 - Docket #: ER12-636-000 

Page 134 

000000135 



SCHEDULE 12 

DATA SUBMISSION CHARGES 

A. Data Submission Charge 

For each working day of delay in the submittal of information required to be submitted 
under this Agreement, a data submission charge of $500 shall be imposed. 

B. Distribution Of Data Submission Charge Receipts 

1. Each Party that has satisfied its obligations for data submittals pursuant to 
Schedule 11 during a Delivery Year, without incuning a data submission charge 
related to that obligation, shall share in any data submission charges paid by any 
other Party that has failed to satisfy said obligation during such Planning Period. 
Such shares shall be in proportion to the sum of the Unforced Capacity 
Obligations of each such Party entitled to share in the data submission charges for 
the most recent month. 

2. In the event all of the Parties have incuned a data submission charge during a 
Delivery Year, those data submission charges shall be distributed as approved by 
the PJM Board. 

Effective Date: 9/17/2010 - Docket #: ERlO-2710-006 
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SCHEDULE 13 

EMERGENCY PROCEDURE CHARGES 

Following an Emergency, the compliance of each Party with the instmctions of the Office 
of the Interconnection shall be evaluated as recommended by the Markets and Reliability 
Committee and directed by the PJM Board. If, based on such evaluation, it is detennined that a 
Party refiised to comply with, or otherwise failed to employ its best efforts to comply with, the 
insti'uctions of the Office of the Interconnection to implement PJM emergency procedures, that 
Party shall pay an emergency procedure charge, as set forth in Attachment DD to the PJM Tariff. 
The revenue associated with Emergency Procedure Charges shall be allocated in accordance with 
Attachment DD to the PJM Tariff 

Effective Date: 2/18/2012 - Docket #: ER12-636-000 
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SCHEDULE 14 

DELEGATION TO THE OFFICE OF THE INTERCONNECTION 

The following responsibilities shall be delegated by the Parties to the Office of the 
Interconnection: 

1. New Parties. With regard to the addition, withdrawal or removal of a Party the 
Office of the hiterconnection shall: 

(a) Receive and evaluate the information submitted by entities that plan to 
serve loads within the PJM Region, including entities whose participation 
in the Agreement will expand the boundaries of the PJM Region. Such 
evaluation shall be conducted in accordance with the requirements of the 
Agreement. 

(b) Evaluate the effects of the withdrawal or removal of a Party from this 
Agreement. 

2. hnplementation of Reliability Assurance Agreement. With regard to the 
implementation of the provisions of this Agreement the Office of the 
Interconnection shall: 

(a) Receive all required data and forecasts from the Parties and other owners 
or providers of Capacity Resources; 

(b) Perform all calculations and analyses necessary to determine the Forecast 
Pool Requirement and the capacity obligations imposed under the 
Reliability Assurance Agreement, including periodic reviews of the 
capacity benefit margin for consistency with the Reliability Principles and 
Standards; 

(c) Monitor the compliance of each Party with its obligations under the 
Agreement; 

(d) Keep cost records, and bill and collect any costs or charges due from the 
Parties and distribute those charges in accordance with the terms of the 
Agreement; 

(e) Assist with the development of mles and procedures for determining and 
demonstiating the capability of Capacity Resources; 

(f) Establish the capability and deliverability of Generation Capacity 
Resources consistent with the requirements of the Reliability Assurance 
Agreement; 
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(g) Establish standards and procedures for Planned Demand Resources; 

(h) Collect and maintain generator availability data; 

(i) Perfonn any other forecasts, studies or analyses required to administer the 
Agreement; 

(j) Coordinate maintenance schedules for generation resources operated as 
part of the PJM Region; 

(k) Determine and declare that an Emergency exists or has ceased to exist in 
all or any part of the PJM Region or announce that an Emergency exists or 
ceases to exist in a Control Area interconnected with the PJM Region; 

(1) Enter into agreements for (i) the transfer of energy in Emergencies in the 
PJM Region or in a Control Area interconnected with the PJM Region and 
(ii) mutual support in such Emergencies with other Control Areas 
interconnected with the PJM Region; and 

(m) Coordinate the curtailment or shedding of load, or other measures 
appropriate to alleviate an Emergency, to preserve reliability in 
accordance with FERC, NERC or Applicable Regional Entity principles, 
guidelines, standards, requirements and the PJM Manuals, and to ensure 
the operation of the PJM Region in accordance with Good Utility Practice. 

Effective Date: 7/18/2012 - Docket #: ER12-1784-000 
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SCHEDULE 15 
ZONES WITHIN THE PJM REGION 

J S ^ , ' . - ' 1 ; , ' , . * ' ^ S € ^ » ' > ' . s ^ ^ r i 

FULL NAME SHORT NAME 
Pennsylvania Electric Company Penelec 
Allegheny Power APS 
PPL Group PPL 
Metiopolitan Edison Company MetEd 
Jersey Central Power and Light Company JCPL 
Public Service Electric and Gas Company PSEG 
Atlantic City Electric Company AEC 
PECO Energy Company PECO 
Baltimore Gas and Electric Company BGE 
Delmarva Power and Light Company DPL 
Potomac Electric Power Company PEPCO 
Rockland Electric Company RE 
Commonwealth Edison Company ComEd 
AEP East Zone AEP 
The Dayton Power and Light Company Dayton 
Virginia Electric and Power Company Dominion 
Duquesne Light Company DL 
American Transmission Systems, Incorporated ATSI 
Duke Energy Ohio, Inc. and Duke Energy Kentucky, Inc DEOK 

Effective Date: 1/1/2012 - Docket #: ER12-91-000 
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SCHEDULE 16 

Non-Retail Behind the Meter Generation 
Maximum Generation Emergency Obligations 

1. A Non-Retail Behind The Meter Generation resource that has output that is netted 
from the Daily Unforced Capacity Obligation of a Paity pursuant to Schedule 7 of this 
Agreement shall be required to operate at its full output during the first ten times between 
November 1 and October 31 that Maximum Generation Emergency (as defined in section 1.3.13 
of Schedule 1 of the Operating Agreement) conditions occur in the zone in which the Non-Retail 
Behind The Meter Generation resource is located. 

2. The Party for which Non-Retail Behind The Meter Generation output is netted 
from its Daily Unforced Capacity Obligation shall be required to report to PJM scheduled 
outages of the resource prior to the occunence of such outage in accordance with the time 
requirements and procedures set forth in the PJM Manuals. Such Party also shall report to PJM 
the output of the Non-Retail Behind The Meter Generation resource during each Maximum 
Generation Emergency condition in which the resource is required to operate in accordance with 
the procedures set forth in PJM Manuals. 

3. Except for failures to operate due to scheduled outages during the months of 
October through May, for each instance a Non-Retail Behind The Meter Generation resource 
fails to operate, in whole or in part, as required in paragraph 1 above, the amount of operating 
Non-Retail Behind The Meter Generation from such resource that is eligible for netting will be 
reduced pursuant to the following formula: 

Adjusted 
ENRBTMG = ENRBTMG - S (10% of the Not Run NRBTMG) 

Where: 

ENRBTMG equals the operating Non-Retail Behind The Meter Generation eligible for netting as 
determined pursuant to Schedule 7 of this Agreement. 

Not Run NRBTMG is the amount in megawatts that the Non-Retail Behind The 
Meter Generation resource failed to produce during an occunence of Maximum 
Generation Emergency conditions in which the resource was required to operate. 

X (10% of the Not Run NRBTMG) is the summation of 10% megawatt 
reductions associated with the events of non-performance. 

The Adjusted ENRBTMG shall not be less than zero and shall be applicable for 
the succeeding Planning Period. 

4. If a Non-Retail Behind The Meter Generation resource that is required to operate during a 
Maximum Generation Emergency condition is an Energy Resource and injects energy into the 
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Transmission System during the Maximum Generation Emergency condition, the Network 
Customer that owns the resource shall be compensated for such injected energy in accordance 
with the PJM market rules. 

Effective Date: 9/17/2010 - Docket #: ERlO-2710-006 
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SCHEDULE 17 

PARTIES TO THE RELIABILITY ASSURANCE AGREEMENT 

This Schedule sets forth the Parties to the Agreement: 

AEP Retail Energy Partners LLC 
AES Red Oak, LLC 
Algonquin Energy Services Inc. 
Allegheny Electric Cooperative, Inc. 
Allegheny Energy Supply Company, L.L.C. 
Alpha Gas and Electric LLC 
Ambit Northeast, LLC 
Ameren Energy Marketing Company 
American Electiic Power Service Corporation on behalf of its affiliates: 

Appalachian Power Company 
Indiana Michigan Power Company 
Kentucky Power Company 
Kingsport Power Company 
Ohio Power Company 
Wheeling Power Company. 

American Municipal Power, Inc. 
American Power Partners LLC 
American PowerNet Management, L.P. 
American Transmission Systems, Inc. 
AP Gas and Electric (PA), LLC 
APN Starfirst, LP 
ArcelorMittal USA LLC 
Atlantic City Electric Company 
Baltimore Gas and Electric Company 
Bank of America, N.A. 
Barclays Bank PLC 
Barclays Capital Services, Inc 
Bativa, IL (City of) 
BBPC LLC d/b/a Great Eastern Energy 
Blackstone Wind Farm, LLC 
Blue Ridge Power Agency, Inc. 
Blue Star Energy Services, Inc. 
Border Energy Electric Services, Inc. 
Borough of Butler, Butler Electiic Division 
Borough of Chambersburg 
Borough of Lavallette, New Jersey 
Borough of Milltown 
Borough of Mont Alto, PA 
Borough of Park Ridge, New Jersey 
Borough of Pemberton 
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Borough of Pitcairn, Pennsylvania 
Borough of Seaside Heights, New Jersey 
Borough of South River, New Jersey 
BP Energy Company 
Brighten Energy LLC 
Cargill Power Markets LLC 
Castlebridge Energy Group, LLC 
CCES LLC 
Central Virginia Electric Cooperative 
Centre Lane Trading Limited 
Champion Energy Marketing LLC 
Champion Energy, LLC 
Cincinnati Bell Energy, LLC 
Citizens' Electric Company of Lewisburg, PA 
City of Cleveland, Department of Public Utilities, Division of Cleveland Public Power 
City of Dover, Delaware 
City of Naperville 
City of New Martinsville - WV 
City ofPhilippi-West VA 
CityofRochelle 
Clearview Electtic, Inc. 
Cleveland Electiic Illuminating Company (The) 
Commerce Energy, Inc. 
Commonwealth Edison Company 
Conectiv Energy Supply, Inc. 
ConEdison Energy, Inc. 
ConocoPhillips Company 
Consolidated Edison Solutions, Inc. 
Constellation Energy Commodities Group, Inc. 
Constellation NewEnergy, Inc. 
Constellation Power Source Generation, Inc. 
Corporate Services Support Corp 
Credit Suisse (USA), Inc. 
Dayton Power & Light Company (The) 
DC Energy LLC 
Delaware Municipal Electiic Corporation 
Delmarva Power & Light Company 
Denver Energy, LLC 
Devonshire Energy LLC 
Direct Energy Business, LLC 
Direct Energy Services, LLC 
Discount Energy Group, LLC 
Discount Energy, LLC 
Dominion Retail, Inc. 
Downes Associates, Inc. 
DPL Energy Resources, Inc. 
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DTE Energy Supply, Inc. 
DTE Energy Trading, Inc. 
Duke Energy Commercial Asset Management, Inc. 
Duke Energy Kentucky, Inc. 
Duke Energy Ohio, hic. 
Duke Energy Retail Sales, LLC 
Duquesne Light Company 
Duquesne Light Energy, LLC 
Dynegy Energy Services, Inc. 
Dynegy Kendall Energy, LLC 
Eagle Energy, LLC 
Easton Utilities Commission 
EDF Industiial Power Services (IL), LLC 
EDF Trading North America, LLC 
Edison Mission Marketing and Trading, Inc. 
Employers' Energy Alliance of Pennsylvania, Inc. 
Energetix, Inc. 
Energy America, LLC 
Energy Cooperative Association of Pennsylvania (The) 
Energy Cooperative of America, Inc. 
Energy International Power Marketing Corporation 
Energy Plus Holdings LLC 
Energy Services Providers, Inc. 
EnerPennUSA,LLC 
ERA MA, LLC 
Evraz Claymont Steel 
Exelon Energy Company 
Exelon Generation Co., LLC 
FirstEnergy Solutions Corp. 
First Point Power, LLC 
Front Royal (Town of) 
Gait Power Inc. 
Gateway Energy Services Corporation 
GenOn Power Midwest, LP 
Gerdau Ameristeel Energy, Inc. 
GDF Suez Retail Energy Solutions, LLC 
Glacial Energy of New Jersey, Inc. 
Great American Power, LLC 
Green Mountain Energy Company 
Hagerstown Light Department 
Hanison REA, Inc. - Clarksburg, WV 
Hess Corporation 
HIKO Energy, LLC 
Hoosier Energy REC, Inc. 
HOP Energy, LLC 
HSBC Technology & Services (USA), Inc. 
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Hudson Energy Services, LLC 
IDT Energy, Inc. 
Illinois Municipal Electric Agency 
J. Aron & Company 
J.P. Morgan Ventures Energy Corporation 
Jack Rich, Inc. d/b/a Anthracite Power & Light Company 
Jersey Central Power & Light Company 
Kuehne Chemical Company, Inc. 
L & P Electiic hic , d/b/a Leggett & Piatt Electiic hic. 
Liberty Power Corp., L.L.C. 
Liberty Power Delaware LLC 
Liberty Power Holdings LLC 
Linde Energy Services, Inc. 
Lower Electric, LLC 
Macquarie Cook Energy LLC 
Major Energy Electric Services LLC 
Manitou Energy Fund, LP 
Marathon Power, LLC 
MC Squared Energy Services, LLC 
Meadow Lake Wind Farm II LLC 
Meadow Lake Wind Farm III LLC 
Meadow Lake Wind Farm IV LLC 
Meadow Lake Wind Farm LLC 
MeadWestvaco Corporation 
Metropolitan Edison Company 
MidAmerican Energy Company 
Mint Energy, LLC 
Morgan Stanley Capital Group, Inc. 
MP2 Energy NE, LLC 
MXenergy Electiic, Inc. 
Natgasco, Inc. 
Nextera Energy Services New Jersey, LLC 
Nextera Energy Services, Illinois, LLC 
Noble Ajnericas Energy Solutions LLC 
Noble Americas Gas & Power Corp. 
Nordic Energy Services LLC 
North American Power and Gas LLC. 
North Carolina Electric Membership Corporation 
North Carolina Municipal Power Agency Number 1 
Northern Virginia Electiic Cooperative - NOVEC 
Northeastern REMC 
NRG Power Marketing, L.L.C. 
NYSEG Solutions, Inc. 
Oasis Power, LLC dba Oasis Energy 
Occidental Power Services, Inc. 
Ohio Edison Company 
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Ohms Energy Company, LLC 
Old Dominion Electric Cooperative 
Palmco Power DC, LLC 
Palmco Power IL, LLC 
Palmco Power MD, LLC 
Palmco Power NJ, LLC 
Palmco Power OH, LLC 
Palmco Power PA, LLC 
Panda Power Corporation 
Parma Energy, LLC 
PBF Power Marketing LLC 
PECO Energy Company 
Pemisylvania Electtic Company 
Pennsylvania Power Company . 
People's Power & Gas, LLC 
PEPCO Energy Services, Inc. 
Planet Energy (Maryland) Corp. 
Planet Energy (Pennsylvania) Corp. 
Planet Energy (USA) Corp. 
Plymouth Rock Energy, LLC 
Potomac Electtic Power Company 
PPL Electric Utilities Corporation d^/a PPL Utilities 
PPL Energy Plus, LLC 
Prairieland Energy, Inc. 
PSEG Energy Resources and Trade LLC 
Public Power, LLC 
Public Service Electric & Gas Company 
Realgy, LLC 
ResCom Energy, LLC 
Respond Power LLC 
RG Steel Sparrows Point, LLC 
Riverside Generating, LLC 
Rolling Hills Generating, LLC 
S.J. Energy Partners, Inc. 
Santanna Energy Services 
SMART Papers Holdings, LLC 
Solios Power Mid-Atlantic Trading LLC 
South Jersey Energy Company 
South Jersey Energy Solutions, L.L.C 
Southeastern Power Administtation 
Southern Indiana Gas & Electric 
Southern Maryland Electiic Cooperative, Inc. 
Spark Energy, L.P. 
Sperian Energy Corp 
Starion Energy PA Inc. 
Stieam Energy Columbia, LLC 
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Stream Energy Maryland, LLC 
Stream Energy Pennsylvania, LLC 
Superior Plus Energy Services Inc. 
Sustainable Star, LLC 
TC Energy Trading, LLC 
Tenaska Power Services Co. 
TERM Power & Gas, LLC 
Texas Retail Energy, LLC 
The Trustees of the University of Pennsylvania 
Thurmont Municipal Light Company 
Toledo Edison Company (The) 
Town of Berlin, Maryland 
Town of Williamsport 
TransAlta Energy Marketing (U.S.) Inc. 
TransCanada Power Marketing Ltd. 
Tri-County Rural Electric Cooperative, Inc. 
TriEagle Energy, LP 
Trinity Powerworks, Inc. 
U.S. Energy Partners dba PAETEC Energy Marketing 
UBS AG, acting through its London Branch 
UGI Energy Services, Inc. 
UGI Utilities, Inc. - Electtic Division 
Valero Power Marketing, LLC 
VCharge, Inc. 
Verde Energy USA, Inc. 
Verde Energy USA Illinois, LLC 
Verde Energy USA Ohio, LLC 
Vineland Municipal Electtic Utility (City of Vineland) 
Virginia Electric & Power Company 
Viridian Energy PA LLC 
Wabash Valley Power Association, Inc. 
Washington Gas Energy Services, Inc. 
Wellsboro Electiic Company 
West Penn Power Company d/b/a Allegheny Power 
Xoom Energy, LLC 
Xoom Energy Maryland, LLC 
Xoom Energy New Jersey, LLC 
York Generation Company, LLC 

Effective Date: 3/31/2012 - Docket #: ER12-1595-000 
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SUMMARY OF 
THE COMMISSION'S OPINION AND ORDER OF SEPTEMBER 28,2000 

IN THE COLUMBUS SOUTHERN POWER COMPANY AND OHIO POWER COMPANY 
ELECTRIC TRANSITION PLAN CASES 

CASE NOS. 99-1729-EL-ElP AND 99-1730-EL-ETP 

On June 22, 1999, the Ohio General Assembly passed legislation requiring the 
restructuring of the electric utility industry and providing for retail competition with 
regard to the generation component of electric service (Amended Substitute Senate BiU 
No. 3 of the 123'"'* General Assembly). Governor Bob Taft signed this legislation (SB 3) on 
July 6,1999, and most provisions of SB 3 became effective on October 5, 1999. Section 
4928.31, Revised Code, reqitires each electric utility to file with the Commission a 
transition plan for the company's provision of retail electric service in the state of Ohio. 

On December 30, 1999, Columbus Southern Power Company and Ohio Power 
Company (hereinafter jointly referred to as "AEP") filed transition plans, as well as 
requests for receipt of transition revenues. On May 8, 2000, a stipulation and 
recommendation on AEP's transition plans, was filed on behalf of the following 23 parties: 

AEP, 
Appalachian People's Action Coalition, 
Association for Hospitals and Health Systems, also d /b /a the 

Ohio Hospital Association, 
iBuckeye Power, Inc., 
Columbia Energy Services Corporation, 
Columbia Energy Power Marketing Corporation, 
Eruron Energy Services, Inc., 
Industrial Energy Users-Ohio, 
The BCroger Company, 
Mid-Atlantic Power Supply Association, 
National Energy Marketers Association, 
NewEnergy Midwest, LLC, 
Ohio Consumers' Counsel, 
Ohio Council of Retail Merchants, 
Ohio Department of Development, 
Ohio Manufacturers' Association, 
Ohio Partners for Affordable Energy, 
Ohio Rural Electric Cooperatives, Inc., 
Peco Energy Company, d / b / a Exelon Energy, 
Public Utilities Conunission staff. 
Strategic Energy L.L.P., 
WPS Energy Services, Inc., and 
WSOS Commuitity Action Commission, Inc. 

Dynegy, Inc. and Ohio Environmental Council have stated that they do not oppose 
the May 8,2000 stipulation. The evidentiary hearings were held on May 9, 31, and June 7, 
8, and 12, 2000. Local public hearings were held on June 5, 2000, in East Liverpool, Ohio 
and on June 22,2000, in Columbus, Ohio. On June 19, 2000, AEP and 'Ameritech New 
Media, L:ic. filed a stipulation to resolve their differences. 

This i s t o c e r t i f y t h a t tixe Images appearing a r e an 
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99-1729-EL-ETP and 99-1730-EL-ETP -u-

In the opiition and order, the Commission is approving the agreements submitted 
by the various parties listed above with certain modifications regarding the load shaping 
service, the operational support plan, and the employee assistance plan. The Commission 
defers a ruling upon the independent transmission plan, as allovved by Section 
4928.34(A)(13), Revised Code. The Commission found that the terms of the agreements, 
considered in their totality, advance the public interest and provides substantial benefits to 
all customer classes. The stipulations provide for extended rate freezes, flexibility for 
larger contract customers not otherwise available, and defined transition periods for AEP. 
The stipulations, among other things: 

(1) Provide a five-percent reduction of AEP's generation component for 
residential rate schedules; 

(2) Create shopping credits that facilitate the development of the retail 
marketplace; 

(3) Commit AEP to absorb certain costs associated with transitioning to a 
competitive marketplace; 

(4) Commit AEP to provide certain t)rpes of assistance to transmission 
users for a period of time; 

(5) Commit AEP to provide funds (up to $10 million) for reimbursement 
of certain transmission costs of suppliers and customers; 

(6) Commit AEP to develop and propose resolutions of reciprocity and 
interface/seams issues; 

(7) Provide a credit to suppliers for consolidated billing; and 
(8) Provide relief from certain charges for certain customers that switch 

suppliers between 2006 and 2007. 

The Commission also determined that AEP's transition plan filings, as amended by 
the settlement agreements and subject to the conclusions in the decision, are in compliance 
with the statutory requirements contained in SB 3. By approving the stipulations as set 
forth in this decision, the Commission also authorizes certain accounting treatments for 
AEP to create the necessary regulatory assets, defer costs, and recover those costs through 
a regulatory transition charge. 

This summaty was prepared to provide a brief statement of the Commission's 
action in these cases. It is not part of the Commission's decision and does not supersede 
the full text of the Corrmiission's opinion and order. 
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BEFORE 

THE PUBUC UTILniES COMMISSION OF OHIO 

In the Matter of the Applications of 
Columbus Southern Power Company and 
Ohio Power Company for Approval of 
Their Electric Transition Plans and for 
Receipt of Transition Revenues. 

Case Nos. 99-1729-EL-ETP 
99-1730-EL-ETP 

OPINION AND ORDER 

The Commission, coming now to consider the stipulations, testimony, and other 
evidence presented in these proceedings, hereby issues its Opinion and Order. 

APPEARANCES: 

Marvin I. Resruck, Edward J. Brady, and Kevin F. Duffy, American Electric Power 
Service Corporation, One Riverside Plaza, Columbus, Ohio 43215, and Porter, Wright, 
Morris & Arthur, LLP, by Dartiel R. Conway and Mary Kay Fenlon, 41 South High Street, 
Columbus, Ohio 43215-6194, on behalf of Columbus Southern Power Company and Ohio 
Power Company. 

Betty D. Montgomery, Attomey General of the State of Ohio, by Duane W. Luckey, 
Section Chief, and Thomas W. McNamee and Stephen A. Reilly, Assistant Attorneys 
General, Public Utihties Section, 180 East Broad Street, 9*̂  Floor, Columbus, Ohio 43215-
3793, on behalf of the staff of the Public Utilities Commission of Ohio. 

Betty D. Montgomery, Attomey General of the State of Ohio, by Jodi M. Elsass-
Locker, Assistant Attomey General, T7 South High Street, 29**" Floor, Coliunbus, Ohio 
43215, and Maureen R. Grady, 369 South Roosevelt Avenue, Columbus, Ohio 43209, on 
behalf of the Ohio Department of Development. 

Robert S. Tongren, Ohio Consumers' Counsel, and Colleen L. Mooney, Terry L. 
Etter, Ann M. Hotz, and Dirken D. Winkler, Assistant Consumers' Coixnsel, 10 West Broad 
Street, Suite 1800, Columbus, Ohio 43215-3485, on behalf of the residential customers of 
Columbus Southern Power Company and Ohio Power Company. 

McNees, Wallace & Nurick, by Samuel C. Randazzo, Gretchen J. Hummel, and 
Kimberly J. Wile, Fiftii Third Center, 21 East State Street, Suite 1700, Columbus, Ohio 
43215-4228, on behalf of Industirial Energy Users-Ohio. 

Boehm, Kurtz & Lowry, by Michael L. Kurtz, 2110 CBLD Center, 36 East Seventh 
Street, Cincumatiy Ohio 45202, on behalf of The Kroger Company. 

Chester, Willcox & Saxbe LLP, by John W. Bentine and Jeffrey L. Small, 17 South 
High Street, Sitite 900, Columbus, Ohio 43215, and WilUam T. Zigli and Ivan L. Henderson, 
601 Lakeside Avenue, Room 106, Cleveland, Ohio 44114, and Clknaco, Lefkowitz, Peca, 
Wilcox & Garfoli Co. LPA, by Anthony J. Garfoli, Joe Hegedus, and Scott Sknpkins, on 
behalf of the city of Cleveland. 
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99-1729-EL-ETP and 99-1730-EL-ETP -2-

Chester, WiUcox & Saxbe LLP, by John W. Benthie and Jeffrey L. Small, 17 South 
High Street, Suite 900, Columbus, Ohio 43215, on behalf of the Ohio Council of Retail 
Merchants and American Municipal Power-Ohio, Inc. 

Craig G. Goodman, 3333 K Street, NW, Suite 425, Washington D.C. 20007, on behalf 
of The National Energy Marketers Association. 

Calfee, Halter & Griswold LLP, by Kevin M. Sullivan, Richard J. Mattera, and Peter 
A. Rosato, 1400 McDonald Investment Center, 800 Superior Avenue, Cleveland, Ohio 
44114, on Isehalf of Ameritech New Media, Inc. 

William M. Ondrey Gruber, 2714 Leighton Road, Shaker Heights, Ohio 44120, and 
Vicki L. Deisner, 1207 Grandview Avenue, Room 201, Columbus, Ohio 43212-3449, on 
behalf of Ohio Environmental Council. 

David C. Rinebolt, 337 Soutii Main Stieet, 4* Floor, Suite 5, Findlay, Ohio 45840, on 
behalf of Ohio Partners for Affordable Energy. 

Ohio State Legal Services Association, by Michael R. Smalz, 861 North High Street, 
Columbus, Ohio 43215, on behalf of the Appalachian People's Action CoaUtion. 

Ellis Jacobs, 333 West First Street, Suite 500, Dayton, Ohio 45402, on behalf of the 
WSOS Commimity Action Commission, Inc. 

Bricker & Eckler LLP, by Sally W. Bloomfield, Elizabetii H. Watts, and Amy Straker 
Bartemes, 100 Soutii Third Street, Columbus, Ohio 43215-4291, on behalf of Mid-Atlantic 
Power Supply Association, Columbia Energy Services Corporation, Columbia Energy 
Power Marketing Corporation, and Ohio Manufacturers' Association. 

Bricker & Eckler LLP, by Sally W. Bloomfield, EILzabetii H. Watts, and Amy Straker 
Bartemes, 100 South Third Street, Columbus, Ohio 43215-4291, and David Dulick, 2600 
Monroe Boulevard, Norristown, Peimsylvania 19403, on behalf of Peco Energy d /b /a 
Exelon Energy. 

Bricker & Eckler LLP, by Sally W. Bloomfield, Elizabetir H. Watts, and Amy Straker 
Bartemes, 100 South Thhrd Street, Columbus, Ohio 43215-4291, and Wanda M. Schiller, 
Two Gateway Center, Pittsburgh, Pennsylvania 15222, on behalf of Strategic Energy 
L.L.C. 

Sutiierland AsbiU & Brennan LLP, by Paul F. Forshay, Keith McCrea, James M. 
Bushee, David A. Codevilla, and Daruel J. Oginsky, 1275 Pennsylvania, Avenue, NW, 
Washmgton D.C-. 20004-2415; and Amy Gold, P.O. Box 4402, Houston, Texas 77210, on 
behalf of Shell Energy Services Co., LLC. 

Vorys, Safer, Seymour & Pease, by M. Howard Petricoff, 52 East Gay Street, P.O. 
Box 1008, Columbus, Ohio 43216-1008, on behalf of NewEnergy Midwest, LLC and WPS 
Energy Services, Inc. 
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Vorys, Safer, Seymour & Pease, by M. Howard Petricoff, 52 East Gay Street, P.O. 
Box 1008, Columbus, Ohio 43216-1008, and Janine L. Migden, Enron Corp., 400 Metro 
Place North, Dublin, Ohio 43017-3375, on behalf of Enron Energy Services Inc. 

Vorys, Safer, Seymour & Pease, by M. Howard Petricoff and Joseph C. Blasko, 52 
East Gay Stireet, P.O. Box 1008, Columbus, Ohio 43216-1008, and David L. Cruthirds, 1000 
Louisiana Street, Suite 5800, Houston, Texas 77002-5050, on behalf of Dynegy, Inc. 

Vorys, Safer, Seymour & Pease, by Philip F. Downey and Stephen M. Howard, 52 
East Gay Street, P.O. Box 1008, Columbus, Ohio 43216-1008, on behalf of the Ohio Cable 
Telecommunications Association. 

Thompson Hine & Flory, LLP, by Robert P. Mone and Scott A. Campbell, 10 West 
Broad Street, Suite 700, Columbus, Ohio 43215, on behalf of Ohio Rural Electric 
Cooperatives, Inc. and Buckeye Power, Inc. 

Logothetis, Pence & Doll, by John R. Doll, 111 West First Street, Suite 1100, Dayton, 
Ohio 45402-1156, and Speigel & McDaimud, by Cynthia S. Bogorad, Scott H. Strauss, 
David B. Lieb, 1350 New York Avenue NW, Suite 1100, Washington D.C. 20005-4798, on 
behalf of Uruted Workers Union of America, AFL-CIO, and the Utility Workers Union of 
America, Local Union Nos. I l l , 116,296,468,478,492, and 544. 

Richard L. Sites, 155 East Broad Stieet, 15* Floor, Columbus, Ohio 43215, on behalf 
of the Association for Hospitals and Health Systems, also d /b /a Ohio Hospital 
Association. 

Taft, Stettinius & HoUister LLP, by James J. Mayer, 1800 Firstar Tower, 425 Wakiut 
Street, Cincinnati, Ohio 45202-3957, and Thomas J. Russell, Urucom Corporation, 125 Clark 
Street, Room 1535, Chicago, lUinois 60603, on behalf of Unicom Energy, Inc. and Urucom 
Energy Services, Inc. 

Thomas M. Myers, 56000 DiUes Bottom, Shadyside, Ohio 43947, on behalf of 
International Uruted Mine Workers of America (UMWA), AFL-CIO, and UMWA Distiict 
She, Local Union Nos. 1604,1857,1886, and 6362. 

OPINION: 

I. HISTORY OF THESE PROCEEDINGS 

On June 22, 1999, the Ohio General Assembly passed legislation requiring the 
restructuring of the electiic utility industry and providing for retail competition with 
regard to the generation component of electric service (Amended Substitute Senate Bill 
No. 3 of the 123"̂  General Assembly). Governor Bob Taft signed this legislation 
(hereinafter SB 3) on July 6,1999, and most provisions of SB 3 became effective on October 
5, 1999. Section 4928.31, Revised Code, requires each electric utility to file with the 
Commission a transition plan for the company's provision of retail electiic service in the 
state of Ohio. The plan must include a rate unbtmdling plan, a corporate separation plan, a 
plan to address operational support systems and any other technical implication issues 
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related to competitive retail electric service, an employee assistance plan, and a consumer 
education plan. 

On November 30,1999, as subsequently modified and/or clarified on January 4, 20, 
and 27, and February 17,2000, the Commission adopted rules for the filing and processing 
of electric transition plans and adopted a consumer education framework. In the Matter cf 
the Commission's Promulgation of Rules for Electric Transition Plans and of a Comumer Education 
Plan, Pursuatit to Chapter 4928, Revised Code, Case No. 99-1141-EL-ORD. 

On December 30, 1999, the Columbus Southern Power Company and Ohio Power 
Companyi each filed transition applications with the Commission. Each company 
requested approval of its electric transition plan and for authorization to recover transition 
revenues. Thereafter, on January 14 and February 28, 2000, AEP filed amendments to the 
transition plan applications. 

A techrucal conference was conducted on January 10, 2000, at which AEP explained 
its filing and answered questions from participants. Preliminary objections to the 
applications were submitted on February 10, 11, 14, and 15, 2000. Pursuant to Section 
4928.32(B), Revised Code, the Staff Report of Exceptions and Recommendations was filed 
on March 28,2000. A procedural/settlement conference was conducted on March 3, 2000, 
and, on March 10, 2000, the attorney examiner issued an entry sununarizing the rulings 
made during the conference and scheduling an additional prehearing conference. AEP 
filed additional supplemental testimony on April 18, 2000, in accordance with the attorney 
examiner's directive. 

Intervention was granted in this proceeding to the following parties: 

Appalachian People's Action Coalition (APAC); 
American Municipal Power-Ohio, Inc. (AMP-Ohio); 
Ameritech New Media, Inc. (ANM); 
Association for Hospitals and Health Systems, also 

d /b /a the Ohio Hospital Association (OHA); 
Buckeye Power, Inc.; 
City of Cleveland (Cleveland); 
Columbia Energy Services Corporation; 
Columbia Energy Power Marketing Corporation 

(Columbia Energy companies^); 
Dynegy, Inc. (Dynegy); 
Enron Energy Services, Inc. (Enron); 
industrial Energy Users-Ohio (lEU-Ohio); 
The Kroger Company (Kroger); 
Mid-Atlantic Power Supply Association (MAPSA); 
National Energy Marketers Association (NEMA); 

The two utilities will be referred to individually as "CSP" and "OP" or collectively as "the 
companies" or "AEP", since the utilities are operating companies within the American Electric 
Power family. 
Columbia Energy Services Corporation and Columbia Energy Power Marketing Corporation jointly 
filed a motion to intervene in these proceedings and shall be jointly referred to as "Columbia Energy 
companies". 
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NewEnergy Midwest, LLC (NewEnergy); 
Ohio Consumers' Counsel (OCC); 
Ohio Council of Retail Merchants (OCRM); 
Ohio Department of Development (ODOD); 

- Ohio Environmental Council (OEC); 
Ohio Manufacturers' Association (OMA); 
Ohio Partners for Affordable Energy (OPAE); 
Ohio Rural Electiic Cooperatives, hic. (OREC^); 
Peco Energy Company, d / b / a Exelon Energy (Exelon); 
PP&L EnergyPlus Co., LLC (EnergyPlus);* 
Shell Energy Services Company, L.L.C. (Shell); 
Strategic Energy L.L.P. (Strategic); 
Urucom Energy, Inc.; 
Unicom Energy Services, Inc. (Unicom^); 
United Mine Workers of America, AFL-CIO; 
UMWA District Sb<, Local Union Nos. 1604, 1857, 1886, 

and 6362 (UMWA^); 
Utility Workers Uruon of America, AFL-CIO; 
UtiUty Workers Union of America, Local Union Nos. 

I l l , 116,296,468,478,492, and 544 (UWUA^); 
WPS Energy Services, Inc. (WPS); and 
WSOS Cpmmuiuty Action Commission, Inc. (WSOS). 

The joint motion to intervene by Ohio Edison Company, The Cleveland Electiic 
Illuminating Company, and The Toledo Edison Company was denied on March 23, 2000. 
The Ohio Cable Telecommtmications Association (OCTA) filed to intervene in these 
proceedings. However, OCTA filed two days later a notice of conditional withdrawal of 
its intervention request. 

The second prehearing conference was conducted as schedtded on April 28, 2000. 
On May 8, 2000, a stipulation and recommendation (ft. Ex. 1) was filed. That stipulation 
was signed by AEP, the Commission staff, APAC, Columbia Energy companies, Enron, 
NewEnergy, WPS, Exelon, lEU-Ohio, Kroger, MAPSA, NEMA, OCC, OCRM, OHA, OPAE, 
OREC, Strategic; WSOS, ODOD, and OMA. The stipulation purports to resolve all issues in 
these proceedings, except for one issue related to AEP's proposed gross receipts/excise tax 
rider. Dynegy and OEC later stated that they do not oppose the stipulation.: On May 8, 
2000, Shell filed testimony opposing the transition plans in several respects. The hearing 

Buckeye Power, Inc. and Ohio Rural Electric Cooperatives, Inc. jointly filed a motion to intervene in 
these proceedings and shall be jointly referred to as "OREC". 
EnergyPlus was. granted intervention in these proceedings, but fUed a notice of withdrawal on 
March 13, 2000. 
Unicom Energy, Inc. and Unicom Energy Services, Inc. jointly filed a motion to intervene in these 
proceedings arid shall be jointly referred to as "Unicom". 
United Mine VsTorkers of America, AFL-CIO and UMWA District Six, Local Union Nos. 1604, 1857, 
1886, and 6362 jointly fEed a motion to intervene in these proceedings and shall be jointly referred to 
as "UMWA". 
Utility Workers Union of America, AFL-CIO, and Utility Workers Union of America, Local Union 
Nos. I l l , 116, 296,468, 478, 492, and 544, jointly filed a motion to intervene in these proceedings and 
shall be jointly referred to as "UWUA". 
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began on May 9, 2000, at which time it became clear that there was opposition to the 
proposed stipulation. At the request of the parties, the hearing was continued and, 
pursuant to oral rulings made by the attorney examiners, parties interested in the gross 
receipts/excise tax issue were given an opportunity to present evidence for the 
Commission's consideration. Additionally, parties were given the opportunity to present 
evidence tii support of and in opposition to the stipulation. The hearing then continued on 
May 31, June 7,8, and 12,2000. Only AEP, OCC, Shell, the staff, and UWUA participated bx 
the later stages of the hearing. 

On June 19,2000, AEP and ANM file an agreement to remove from AEP's transition 
plan proceedings the substantive issues related to AEP's originally proposed pole 
attachment tariff provisions. Those two parties agreed that the pole attachment issues 
should instead be addressed in two cases already pending before the Commission. In the 
Matter of Applications of Columbus Southern Power Company and Ohio Power Compaiiy for 
Approval of Pole Attachment Tariffs and Related Matters, Case Nos. 97-1568-EL-ATA and 97-
1569-EL-ATA. 

Local public hearings were conducted on Jvme 5 and 22, 2000, in East Liverpool and 
Columbus, Ohio, respectively. On July 10, 25, and 26, 2000, AEP, OCC, Shell, the staff, 
lEU-OH, and UWUA filed briefs. 

n. SUMMARY OF THE STIPULATIONS 

The stipulation submitted on May 8, 2000 provides, among other things, that the 
companies' tiansition plans (as then-supplemented and revised) should be approved, 
except as specifically modified in that stipulation. Additionally, the stipulation states that: 

(1) Neitiier company will impose any lost revenue charges 
(generation tiansition charges) on any switching customer 
(Sec. IV). 

(2) AH distiibution electric rates ki effect on December 31, 2005, 
will be frozen through December 31, 2007 for OP and through 
December 31, 2008 for CSP. Such frozen rates can, however, 
be adjusted to reflect the cost of complying with changes in 
environmental (distiibution-related), tax and regulatory laws 
or regulations, relief from storm damage expenses, in the 
event of an emergency, or to reflect changes in the 
tiansmission/distribution facilities allocation (Sec. V). 

(3) CSP will absorb the first $20 million of consumer education, 
customer choice implementation, and tiansition plan filing 
costs and will be permitted to defer the remainder of those 
actual costs (estimated to be $40.6 million), plus a-carrying 
charge and recover those costs by a rider as a cost of service in 
future distiibution rates. OP will absorb the first $20 million of 
consumer education, customer choice implementation, and 
tiansition plan filing costs and will be permitted to defer the 
remainder of those actual costs (estimated to be $45.5 mUHon), 

000000157 



99-1729-EL-ETP and 99-1730-EL-ETP 

plus a carrying charge and recover those costs by a rider as a 
cost of service in future distribution rates. Determination of 
costs to be recovered (including the carrying charge) will be 
subject to Commission review (Sec. VI). 

' (4) During the market development period (MDP), CSP will 
provide a shopping incentive of 2.5 mtUs/kilowatt-hour to the 
first 25 percent of the residential class load that switches to a 
competitor. Any unused portion of that shopping incentive 
wiU be credited to CSP's regulatory transition cost recovery. 
There wiU be no further shopping incentive for CSP and no 
shopping incentive at all for OP (Sec VU). 

(5) AEP wiU transfer, by December 15, 2001, all operational 
control of transmission fadHties to an operating regional 
transmission organization (RTO) that is approved by the 
Federal Energy Regulatory Commission (FERC). In the 
meantime, the companies will provide up to $10 million for 
certain costs imposed upon any supplier or customer 
associated with transmission charges imposed by the 
Pennsylvania-New Jersey-Maryland (PJM) Independent 
System Operator and/or Midwest Independent System 
Operator (MISO) for generation originating in those areas 
(Sec. Vin).8 

(6) The companies shall refile: (a) the unbundled residential tariffs 
so as to reflect a five percent reduction in the generation 
component, including the regulatory transition charge (RTC) 
component, and shall not seek to reduce that five percent 
during the MDP; and (b) the tariffs and UNB-8 schedules so as 
to achieve a revenue-neutral rate design and equalized biUs 
witiiin the commercial class (Sec. DC and X). 

(7) For issues being handled by the operational support plan 
(OSP) working group, the signatory parties accept any 
resolutions agreed upon by the working group. Further, the 
companies agree to abide by the determinations of the 
Commission as they relate to OSP issues (Sec. XI). 

(8) With respect to customer switching, the operating comparues 
agree that, during the MDP, customers that can take 
generation service from the companies during any part of 
May 16 through September 15 must either remain a customer 
through April 15 of the following year or choose a market-
based tariff which wiU not be lower than the generation cost 

^ The stipulation specifically noted that, if any governmental agency invalidates or imposes conditions 
upon this aspect of the stipulation, the provision is deemed withdrawn and the parties agree to 
negotiate in good faith to restore the value of the provision. 
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embedded in the standard offer. Nonaggregated residential 
customers will be permitted to shop three times during the 
MDP and to return two times to the default tariff before being 
required to choose from one of the above two options (Sec. 
xny. 

(9) The companies shall provide distribution services to each retail 
customer or supplier of electiic energy in the same quality and 
price and subject to the same terms and conditions as 
provided, by the companies to similarly situated retail 
customers, itself or any affiliate. Before participating in an 
approved RTO, the companies and/or their affiliates shall 
provide transmission services under their pro forma 
transmission tariff and in comphance with, federal conduct 
requirements (Sec. XDI). 

(10) AEP wiU provide a $1.00 credit to suppliers for each 
consolidated biU. issued by that provider during the first year 
of the MDP. The signatory parties agree to furtiier negotiate a 
similar future credit. AEP shall reasonably attempt to 
implement supplier consoUdated billing as soon as practicable 
(Sec. XIV). 

(11) Commercial and industiial customers need only provide 90 
days notice to the companies of their intent to purchase 
electiicity from another supplier, including providing such 
notice 90 days prior to January 1,2001 (Sec. XV). 

(12) The comparues' revenues from RTCs during the transition 
period and from existing frozen and unbrmdled rates 
recovered during the MDP are sufficient to recover regulatory 
assets as of the beginning of the MDP and for obligations 
required by the stipulation. The signatory parties agree that 
the Commission should direct the companies to amortize such 
regulatory assets during the MDP and thereafter, until fully 
amortized. Recorded regulator}'^ assets as of the begirming of 
the MDP should be amortized on a per-kilowatt basis dvuring 
the MDP and recovered through existing frozen and 
ttnbtmdled rates. Additionally, the signatory parties suggest 
that the Commission specifically address concerns of potential 
violations of the Intemal Revenue Code's normalization rules 
regarding amortization of liabilities related to investment tax 
credits and excess deferred incom^e taxes (Sec. XVII and Attach. 
D-

(13) Between January 1, 2006 and December 31, 2007, tiie first 20 
percent of OP residential customer load that switches from 
OP's standard offer as of December 31, 2005, to another 
provider will not be charged the RTC. Customers that remain 
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on the standard offer under Section 4928.14(A) or (B), Revised 
Code, do not count as load that switches to a new provider 
(Sec. xvni).9 

(14) AEP and the signatory marketers will further negotiate an 
AEP load shaping service. AH such marketing intervenors 
shall be notified of dates, times, and locations for such 
meetings (Sec. XIX). 

(15) The operating companies will establish Universal Service Fund 
(USF) riders and Energy Efficiency Revolving Loan Fund 
(EERLF) riders at the rates determuied by ODOD and 
approved by the Commission (Sec. XX). 

(16) The marketer intervenors' acceptance of the companies' 
corporate separation plan does not constitute acceptance of 
the companies' interpretation of Rule 4901:l-20-16(G)(4), Ohio 
Administrative Code (O.A.C.), relating to code of conduct (Sec. 
XXI). 

(17) The parties agree that the stipulation is conditioned upon 
acceptance in its entirety and without alteration. If the 
Commission rejects all or part of the agreement, or materially 
modifies its terms, any adversely affected party may file an 
application for rehearing or terminate and withdraw from the 
stipulation (Sec. XXII). 

As noted above, a second stipulation was filed in these dockets. On June 19, 2000, 
AEP and ANM filed a stipulation (hereinafter referred to as the ANM agreement, so as to 
distinguish it from the other stipulation) to remove from AEP's transition plan 
proceedings the substantive issues related to AEP's originally proposed pole attachinent 
tariff provisions. Among other things, ANM does not object to AEP's proposed 
withdrawal of the originally proposed pole attachment tariffs, while AEP agrees to not 
object to ANM's involvement (including discovery activities) in AEP's pending pole 
attachment tariff proceedings in Case Nos. 97-1568-EL-ATA and 97-1569-EL-ATA, supra, 
AEP further agrees to not include the originally proposed pole attachment tariff 
provisions in any filing in the tiansition plan proceedings. 

m. OPPOSmON T O T H E TIlANSmON P L A N S AND STIPULATIONS AND REVIEW 
OF SECTION 4928.34. REVISED CODE 

Although a large number of parties were granted intervention in this proceeding, 
only Shell and the UWUA continued to offer any opposition to AEP's tiansition plans, as 
modified by the settlement agreements entered into by the majority of parties. The 
UWUA addressed only one issue related to AEP's employee assistance plan. Shell, on the 
other hand, takes issue with several particular aspects of the tiansition plan stipulation on 

^ The stipulation specifically noted that, if this provision is rejected by the Commission or determined 
unlawful by a court, the remainder of the stipulation will remain in effect. 
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legal and conceptual grounds. Moreover, in Shell's view, it does not believe that the 
stipulation as a whole will establish the incentives for competitive suppliers to either enter 
AEP's service territory or remain there over time, all the while providing a financial 
windfaU to AEP (Shell hiitial Br. at 3-4, 61-66, 68; Shell Reply Br. at 1-2, 7,17). AEP, OCC, 
lEU-Ohio, and the staff argue that the stipulation balances the diverse interests of nearly 
all parties to these proceedings and provides a number of varied benefits that are in the 
pubhc interest, some of which are beyond what the Commission has authority to order 
(AEP Ex. 18, at 5-10; AEP hiitial Br. at 10; OCC Initial Br. at 12-13; OCC Reply Br. at 11; lEU 
Br. at 3-4; Staff Initial Br. at 5,6-8; Staff Reply Br. at 3-4). 

As noted earlier. Section 4928.31(A), Revised Code, provides that the company's 
transition plan must include a rate unbundling plan that specifies the imbundled 
components for electiic generation, tiansmission, and distiibution service components to 
be charged by the company on the start date of competitive retail electiic service. The 
transition plan must also contain a corporate separation plan, a plan to address operational 
support systems, an employee assistance plan, and a consumer education plan (Id.). AEP's 
transition plans include those, as well as other proposals. 

Section 4928.34(A), Revised Code, requires the Commission to make 
determinations with respect to 15 separate "prerequisites" prior to approving a 
company's transition plan. Each of the opposing interveners' comments and the 15 
prerequisites is discussed below. 

A. Unbtrndlkig Plan and Transition Costs 

Begirming on the start date of competitive electric service, AEP proposes two tariff 
offerings: the standard tariff for customers who do not choose an alternative electric 
suppher and the open access distiibution tariff for customers who do choose an alternative 
electric supplier. AEP's transition plan proposed that the open access distribution tariff be 
similar to the standard tariff, except that a stranded, generation transition charge (GTC) 
applies and no property tax credit applies (AEP Ex. 2, Part A). The individual components 
were derived based upon cost-of-service studies from CSP's and OP's last rate cases and 
were then functionalized (AEP Ex. 24A at 13-14). Adjustments were made to reflect the 
overall revenue level resulting from the prior rate cases and to match individual customer 
class revenues {Id.). Foi: CSP, special adjustments were made so that the adjusted 
distiibution component equaled the sum of the tmbundled distiibution and transmission 
components, less the revenue generated by the Open Access Transmission Tariff (OATT) 
(AEP Ex. 8A at 4). AEP sought recovery of stianded generation costs during the MDP and 
regulatory assets over the fuU 10-year period allowed by Section 4928.40, Revised Code 
(AEP Ex. 16, at 9-10; AEP Ex. 9A at 13). The companies also identified several transition 
costs that they requested be established as new regulatory assets (AEP Ex. 2, Part F, Sec. 
(B)(1)(a); AEP Ex.-16, at 6; AEP Ex. 9A at 8-12; AEP Ex. 9C at 6). AEP included the five-
percent reduction required by Section 4928.40(C), Revised Code, in the proposed 
residential service rates (AEP Ex. 24A at 19). 
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AEP proposed to recover the following under the transition plan as filed: 

Company 
CSP 
OP 

(AEP Ex. 2, Part F). 

Regulatory Assets Other Transition Costs Total 
$289,515,000 $73,684,000 $363',199,000 
$520,526,000 $90,260,000 $610,786,000 

AEP contends that the stipulation provides additional benefits to the proposed 
unbtmdling plan and transition charges in several ways (AEP Initial Br. at 21-22, 59, 65-67). 
First, all distiibution rates will be mostly frozen, effective December 15, 2005 through 2007 
for OP arid through 2008 for CSP (ft. Ex. 1, at 3-4). Second, the frozen distiibution rates 
can be adjusted to reflect changes in the functionalization of the tiansnaission/distribution 
facilities tmder FERC's seven-factor test {Id. at 4). Third, the companies' tariffs and UNB-8 
schedules will be revised consistent with Attachment 2 to the stipulation, in order to 
achieve revenue neutial rate designs and to equalize biU impacts for commercial 
customers {Id. at 7). Fourth, the companies will refile tmbundled residential rate schedules 
that apply a five-percent reduction of the generation component, including the RTC 
component {Id. at 6). Fifth, the stipulation shortens the period during which the 
comparues can recover stianded generation-related regulatory assets (from 10 years to 
seven years for OP and eight years for CSP) and limits the RTC levels for several years {Id. 
at 4 and Attach. 1). Next, the stipulation also specifies the levels of the RTCs for seven-
and eight-year periods {Id. at Attach. 1). Under the stipulation, the companies can recover 
the following amounts as transition costs: 

Company In RTC During MDP 
CSP $191,156,000 
OP $425,230,000 

{Id.; Tr. HI, 50,141). 

In Distiibution Rates in Later Years 
$40,526,000 
$45,533,000 

Additionally, AEP states that the companies have each foregone assessing its 
proposed GTCs on switching customers and $20 milHon in customer education, customer 
choice implementation and transition plan filing costs (Jt. Ex. 1, at 3 and 4). The remaiiider 
of customer education, customer choice implementation and transition plan filing costs 
(approximately $40.5 and $45.5 miUion) will be deferred. CSP has agreed to provide an 
additional shopping incentive of 2.5 mills/kilowatt-hour for the first 25 percent of CSP's 
residential load that switches during the MDP, with the unused portion at December 31, 
2005, being credited to the RTC {Id. at 5). Lastly, OP agreed that, for 2006 and 2007, the 
first 20 percent of OP residential customers that switch will not be charged the RTC {Id. at 
10). 

1. MDP Shopping Incentives 

AEP's transition plans proposed shopping incentives that were the lower of the 
estimated market cost of electric energy or the unbundled generation rate (AEP Ex. 9A at 
28; AEP Ex, 2 at Part H; Tr. IV, 105). AEP did not propose to increase the incentives in the 
MDP (AEP Ex. 9A at 28-29). The stipulation includes an explicit additional shopping 
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incentive of 2.5 mills/kWh for the first 25 percent of CSP's residential load that switches 
during the MDP, with the unused portion at December 31,2005, being credited to the RTC 
gt. Ex. 1, at 5). 

In AEP's view, the transition plan stipulation would increase the proposed shopping 
incentive amounts by virtue of the companies agreeing to forego the amount of the GTCs 
and by the additional 2.5 mills/kilowatt-hour for the CSP residential class (AEP Initial Br. 
at 43).^° AEP acknowledges that the stipulation states that "there will be no shopping 
incentive for [OP]", but contends that the language means there wiU be no explicit 
monetary uicentive for OP customers during the MDP beyond that set forth in the plan 
(AEP Reply Br. at 22). Additionally, AEP argues that several other provisions in the 
stipulation constitute monetary and structural incentives to encourage shopping for CSP 
and OP customers (Tr. m, 148,153,157-160,165,167; AEP Reply Br. at 20-22). 

Shell has criticized the shopping tiicentive provisions of the stipulation for several 
reasons. In Shell's opinion, the key to engendering good altematives to the standard offer 
during the MDP is an adequate shopping credit stmcture that reflects the costs of serving 
retail markets and that adjusts to reflect significant changes in underlying wholesale costs 
(Shell Initial Br. at 2).ii First, Shell argues that the shopping credit scheme does not meet 
the requirements of SB 3 since the stipulation does not provide any shopping incentive for 
CSP commercial customers or for any OP customers during the entire MDP {Id. at 13; Shell 
Ex. 7, at 4,8). In this respect. Shell states that neither the stipulation nor the transition plan 
provides a complete shopping incentive that will meet the statutory minimum switch rate 
or the Commission's reqitirements (Shell Initial Br. at 13-14; Shell Reply Br. at 9-12). Next, 
Shell states that the stipulation's terms discriminate against OP residential ratepayers since 
the CSP counterparts will have a shopping credit (Shell Ex. 7, at 4; Shell Initial Br. at 13-18). 

Also, Shell argues that the CSP shoppmg incentive is too small to produce the 20 
percent load switching during the MDP (Shell Ex. 7, at 9-10; Shell Initial Br. at 12,14,18-19). 
Shell further states that there has been no evidence to support the CSP shopping credit 
level. Additionally, Shell states that, since there is no designated shopping credit for OP, 
the credit is simply the unbundled generation component in OP's tariff (Shell Ex. 6, at 49; 
Shell Ex. 7, at 8; Shell Initial Br. at 19). Shell provides an illustiation as to why a marketer 
cannot effectively compete in AEP's territory under fhese circumstances (Shell Initial Br, at 
19-23). Shell further states that the proposed fixed shopping incentives can become less 
econontic over time, as other costs increase (Shell Initial Br. at 19-25,32; Shell Ex. 7, at 7-10). 
Moreover, Shell points out that the declining block rate aspect of the shopping credits 
makes it increasingly difficult for competitors and will frustrate achievement of SB 3's 20 
percent load switching (Shell Ex. 7, at 10; Shell Initial Br. at 23). Shell recommends that the 
Commission either: (1) direct the parties to return to the bargaining table to devise an 

10 AEP states that this level of shopping incentive could not have been achieved without CSP's consent 
because the total amount exceeds the unbundled generation component for CSP's residential 
customers, which is the highest level the Commission could require. See, Section 4928.04(A), 
Revised Code. 

11 Shell's witness Dr. Wilson distinguished between a shopping credit and a shopping incentive. He 
explained that a "shopping credit" is the "total amount by which the switching customer's bill 
would be reduced because the customer is taking service from an independent provider", while the 
"shopping incentive" is a "component of the shopping credit and is specifically designed to 
encourage 20 percent of the market to shift" during the MDP (Tr. V, 74). 

000000 



99-1729-EL-ETP and 99-1730-EL-ETP -13-

agreement that makes blocks of generation capacity (at predetermined prices) available 
for competitive suppliers (modeled after Duquesne Light Company and FirstEnergy 
Corporation arrangements); or (2) increase the shopping credits to the levels 
recommended by its expert witness (Shell Ex. 6, at 56-60; Shell Ex. 7, at 10-11; Shell Initial 
Br. at 26-28). Shell contends that those changes are necessary, not to make it more 
economical for Shell to serve customers, but to induce the 20 percent customer switching 
mandated by SB 3 (Shell Reply Br. at 17). Finally, Shell states that the Commission should 
establish a tracking mechanism to adjust the shopping credits in response to wholesale 
price increases or annually review the adequacy of the shopping credits in each service 
territory (Shell Ex. 7, at 10-11; Shell Initial Br. at 35; Shell Reply Br. at 15). 

With regard to Shell's discrimination argument, AEP states that SB 3 does not 
require all transition plans to be the same and, thus, the fact that the 2.5 mills only applies 
to CSP residential customers cannot be found improper (AEP Reply Br. at 27). AEP 
contends that nearly every other marketer in these proceedings supports the shopping 
incentives of the stipulation and that is telling of their significance {Id. at 22). AEP criticizes 
Shell's expert's suggested shopping incentives as not being based upon the companies' 
actual unbundled generation components and as violating Section 4928.40(A), Revised 
Code, because they exceed the unbundled generation cornponent (AEP Initial Br. at 44-46; 
AEP Reply Br. at 24). Moreover, AEP states that the Commission has no authority to 
order the comparues to make blocks of generation available to suppliers (AEP Reply Br. at 
18,24). Therefore, the Commission should support the voltmtary resolution that satisfied 
nearly every interested party {Id.). 

The staff contends that SB 3's 20 percent switching rate is not a mandate (Staff Reply 
Br. at 5-6). Rather, it is one basis upon which the Commission can end the MDP early {Id.). 
Also, the staff states that, since the companies' tiansition charges are so low, the large 
shopping incentives that Shell seeks are not possible because the effect of Shell's request 
would deny the companies the opportunity to collect any tiansition costs from customers 
who shop {Id. at 8-9). 

Shell argues first that the stipulation is discriminatory and violates SB 3 because it 
includes a shopping incentive during the MDP for CSP residential ratepayers, but not for 
OP residential ratepayers. Then, Shell also argues that there will be insufficient shopping 
incentives for both companies, which will be the generation shopping credit.i^ Thus, Shell 
has acknowledged that there would be an OP shopping incentive dtuing the MDP under 
the stipulation and tiansition plan. At first blush, the stipulation would leave the 
impression that there will be no shopping incentive at all during the MDP for OP 
customers. However, AEP's plan included a shopping incentive for OP customers during 
the MDP and the stipulation did not modify that incentive. The fact that the proposed 
shopping incentives during the MDP vary between CSP and OP customers does not, in 
and of itself, leadus to conclude that the proposal before us should be rejected. In fact, we 
have already approved different shopping incentives between Ohio's utilities and the fact 
that both companies are within the AEP family does not convince us that the shopping 
incentives must be the same in order to be reasonable. 

1^ We do not believe that Shell has presented consistent arguments on this point. 
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The main thrust of Shell's argument against the proposed MDP shopping incentives 
is that they will be too small to engender competition. We do not agree with Shell's 
contention that the MDP shopping incentives are unlikely to affect the market in AEP's 
territory. We believe that the stipulation's 2.5 mills/kWh (for the first 25 percent of CSP 
residential customers, which is approximately 125,000 customers) will further help ensure 
that CSP's residential customers have an incentive to shop. The remaining customers wUl 
have an adequate incentive to shop uiasmuch as the shopping incentives will equal either 
the estimated market cost of electiic energy or 100 percent of the tmbundled generation 
rate. As Shell's Dr. Wilson acknowledged, there is not going to be one number that gives 
every supplier the ability to make it in a competitive market (Tr. V, 80). We believe, 
however, the MDP shopping incentives proposed vnW. effectively foster early competition 
by providing significant motivation to CSP and OP customers to switch retail generation 
suppliers. 

2. Post-MDP Incentive for OP Residential Customers 

Section XVni of the stipulation states that, for 2006 and 2007, the first 20 percent of 
OP residential customers that switch will not be charged the RTC (Jt. Ex. 1, at 10-11). It is 
estimated that, in the first year (2006), approximately $5 million of RTC revenues will not 
be collected (Tr. HI, 117). AEP will not amortize these RTC costs for future collection; it 
wiU expense the cost {Id. at 117-118). SheU contends that this provision of the stipulation 
violates SB 3 because the transition charge is "nonbjrpassable" and is not permitted to be 
discotmted, per Sections 4928.37(A)(1)(b) and (3), Revised Code (Shell Initial Br. at 28-29). 

In response, AEP argues that the RTC carmot be "bypassable" during the MDP only 
and, since the MDP wiU not extend beyond December 31, 2005, this provision does not 
violate Section 4928.37(A)(1)(b), Revised Code (AEP Reply Br. at 28-29). As for the 
discount aspect of the provision, AEP states that, although the provision may "have the 
'effect' of discounting the RTC, [it] is no different than providing an explicit monetary 
shopping incentive which offsets, i.e. discounts, the transition charge" {Id. at 29). Also, 
AEP believes that the statutory provision's goal is to prevent unjust discrimination among 
sknilarly situated customers and that will not occur under the stipulation because all 
residential customers will be ehgible, but the discount ends when 20 percent switch {Id. at 
29-30). AEP and the staff question the consistency of Shell's arguments thus far, stating 
that Shell should be welcoming this provision because its intent is to provide additional 
encouragement to OP residential customers to switc±i away from the standard offer after 
tite MDP {Id. at 30; Staff Reply Br. at 11). 

AEP correctly points out that the "nonbypassable" restriction in Section 
4928.37(A)(1)(b), Revised Code, is limited to the MDP. Thus, we do not find that the 
reduced RTC for OP customers in 2006 and 2007 would violate tiiat aspect of SB 3. 
Additionally, Sections 4928.37(A)(1) and (3), Revised Code, specifically state that the 
tiansition charges that an electiic utility can receive between the start of electric 
competition and the expiration of the MDP shall not be discounted by any party. The 
stipulation before us would not allow the discounting of the RTC to take place during the 
MDP. For that reason, we also conclude that Section XVIII is not contrary to SB 3. 
Moreover, we believe that the effect of this provision will provide OP residential 
customers another sizeable ktcentive, after the MDP, to consider switching their 
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generation supplier. For that reason, we find it to be consistent with the pro-competitive 
goals of SB 3. 

3. Commission's Futurg Ability to Respond to the Market 

Shell contends that the stipulation (Sections VI and VTI) unreasonably restricts the 
Commission's authority to modify the shopping incentive and the collection of RTCs or to 
carry out its market morutoring functions (Shell Ex. 7, at 7^8; SheE Initial Br. at 30, 33-34). 
Shell points to Sections 4928.06, 4928.40(B)(1), and 4928.39, Revised Code, for support. 
Shell states that the Commission's ability to respond to imanticipated market changes is 
very important (particularly where a fixed shopping incentive regime applies during the 
MDP) and the signatory parties cannot agree to rewrite that authority (Shell Initial Br. at 
31-32,33). Shell believes market participants need the assurance that the Commission can 
and wiU take immediate action to safeguard the continuing viability of retail competition 
{Id. at 32-33). As in Shell's earlier recommendation. Shell suggests a tiacktiig mechanism 
to adjust the shopping credits or annual consideration of whether the credits are adequate 
or require modificatioil. 

AEP and the staff do not agree that Sections VI and VU of the stipulation violate SB 
3. AEP states that the Commission may, but is not required to, make adjustments to 
transition charges (AEP Reply Br. at 32). In AEP's view, the Commission may exercise that 
discretion and should concur with the signatory parties' conclusion that no such further 
reviews are necessary {Id.). Further, AEP states that there is virtually nothing to which the 
Commission's discretionary authority could be applied for three reasons: (1) the 
companies have waived their claims for GTCs for the MDP; (2) RTCs can only be adjusted 
prospectively and only after December 31, 2004; and (3) CSP's additional shopping 
incentive more than eliminates those customers' RTCs for the MDP {Id. at. 32-33). Staff 
states that there are a number of statutory obligations imposed upon the Commission 
that are unaffected by the stipulation and the Commission will assuredly fulfill its 
obligations under SB 3 (Staff Reply Br. at 12). 

The Commission does not believe that Sections VI and Vn of the stipulation conflict 
with Chapter 4928, Revised Code. Section 4928.40(B)(1), Revised Code, permits the 
Commission to conduct periodic reviews no more often than annually and, as it 
determines necessary, adjust the transition charges of the electiic utility. It does not 
require such reviews or adjustments. We believe that the stipulation establishes 
reasonable ttansition charges, shopping credits, and incentives for customers to shop. We 
do not believe that Section VI or Vn negate the Commission's broad authority to 
safeguard retail competition during the MDP. Various sections of SB 3 give the 
Commission continued oversight to monitor the progress of competitive retail electiic 
services, to take action where necessary, and to promote the policies of the state of Ohio 
set forth in Section 4928.02, Revised Code. The Commission is charged with analyzing the 
efficacy of the market as it progresses over time and any evidence of the abuse of market 
power will be a signal for a change in the process. 

4. Generation Transition Charges and Stranded Generation Benefits 

As noted earlier. Section IV of the stipulation states that AEP will not impose lost 
revenue charges or GTCs on any switching customer (Jt. Ex. 1, at 3). AEP's original 

000000161 



99-1729-EL-ETP and 99-1730-EL-ETP -16-

transition plan proposal included a proposed GTC of $291.43 million, representing above-
market, stranded generation costs (AEP Ex. 9A at 12 and 9C at 5-6; Shell Ex. 6, at 39; Tr. HI, 
16). This calculation was based upon the difference between the generation components 
of the historic rates and the companies' projected market price of generation (Shell Ex. 6, 
at 38, 40-41; Tr.-in, 19-21, 22). SheU states that AEP's GTC approach allows it the 
opportunity for a windfall because.there should be no GTC so long as AEP's generating 
plants are valued at a market value equal or greater than their net book value (Shell Ex. 6, 
at 41, 46-47; Tr. V, 114-115). For SheU, the correct generating plant valuations imply that 
there wiU be no GTC or stranded costs, only stranded benefits and, therefore. Section IV 
of the stipulation does not support a finding that the stipulation is reasonable {Id. at 43-44; 
SheU Reply Br. at 24-25). 

SheU argues that the stipulation and the proposed corporate separation plan wUl 
result in the transfer of generation assets to an unregulated affiliate at too low a value and 
harm ratepayers by denying them any share of the "market premiums" associated with 
the generation assets (SheU Ex. 6, at 43-44,46,83; SheU Initial Br. at 36; SheU Reply Br. at 28-
29). Shell presented evidence that the more appropriate estimate of AEP's generating 
assets is a market value of nearly $7 biUion, as opposed to the book value of 
approximately $2.2 billion (SheU Ex. 6, at 33-34; Tr. V, 114). Thus, in SheU's view, AEP's 
agreement in the stipulation to forego the GTC is meaningless because AEP had no such 
transition costs in the first place (SheU Initial Br. at 43). In particular, SheU's witness Dr. 
WUson argues that AEP utUized overly optimistic, low market prices for power, citing to 
AEP's recent higher-priced purchases in the wholesale market and third-party forecasts of 
prices in the area (Shell Ex. 6, at 15-18). Dr. WUson noted that changing only the estimated 
market price of energy, as he suggested, raised the estimated value of the generation 
assets by more than $2 bilUon and resulted in an estimate of $1.5 billion of stranded 
benefits {Id. at 21). Next, Dr. WUson noted that AEP improperly discounted by a full 12 
months (rather than by six months) and deducted office buildktg and other nongeneration 
plant construction costs from generation revenues {Id. at 22-23). Dr. Wilson then 
suggested that AEP should have assumed a 10.5 percent equity cost and a capital structure 
of 40 percent equity and 60 percent debt {Id. at 24-27). With aU five of those inputs 
modified as suggested by Dr. Wilson, the value of AEP's generating plants would raise to 
nearly $5 billion and exceed book value by more than $2.5 bUlion (Jd. at 27, 29, and JWW-
5). Dr. Wilson noted that some other adjustments could be made, but he did not attempt 
them {Id. at 24,31,36-37). 

In addition, SheU contends that AEP wiU recover over $616 mUlion in RTCs and aU 
off-system generation sales (SheU Initial Br. at 43-44). Moreover, SheU takes issue with the 
fact that, under the stipulation, AEP ratepayers continue to pay for the tiansferred 
generation assets through unbtmdled, frozen generation rates, but not receive any benefit 
from the sales that the unregulated generation affiliate might make to third parties (SheU 
hiitial Br. at 43; SheU Reply Br. at 20-21). Taken togetiier, the book value transfer of 
generation assets would not serve the public interest SheU suggests that the Commission 
provide AEP ratepayers a share by: (1) offsetting RTC recovery, and (2) funding more 
generous shopping credits for residential ratepayers with generation-related market 
premiums and tiiird-party sales revenues (Shell Ex. 6, at 46; SheU Ex. 7, at 12; Tr. V, 40-41; 
Shell Initial Br. at 44-45; SheU Reply Br. at 29). 
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AEP disagrees with Shell's argument on this issue. AEP points out that its corporate 
separation plan does not call for the transfer of its generation assets to an unregulated 
affiliate. Rather, the corporate separation plan involves the creation of new transmission 
and distribution subsidiaries; CSP and OP will continue to own and operate the generation 
assets. AEP disagrees with Shell's expert's estimate of AEP's generating assets and lists a 
number of reasons why the analysis is flawed (AEP Reply Br. at 35-37, 42-43). Specifically, 
AEP argues that the most accurate value of its generating assets is not necessarily 
measured by selling price {Id. at 35). AEP contends that Dr. WUson's proposed substitute 
market price of electricity is too high and constitutes an improperly averaged price at 
times only when the companies were pturchasing power, times of high demand and 
higher prices {Id. at 36-37). Next, AEP takes issue with SheU's reUance upon the valuation 
report and methodology of Research Data International (RDI) because it was a 
preliminary, working document for the FirstEnergy transition proceedingsi^, which 
contained incorrect or non-comparable data {Id. at 42-42). 

Moreover, AEP states that Section 4928.35(A), Revised Code, does not entitle 
ratepayers to share in market premiums, even if there were any (AEP Reply Br. at 43-44). 
AEP further argues that SheU's suggestion that any market premiums fimd larger 
shopping credits for switching customers is a violation of Section 4928.35(A), Revised 
Code, because that provision prohibits adjusting the utUity's frozen unbimdled rates 
during the MDP (AEP Reply Br. at 44). Likewise, AEP argues that SheU's suggestion to 
reduce the RTC violates Section 4928.39, Revised Code, because regulatory assets are a 
separate and distinct component of transition costs that can be adjusted only on a 
prospective basis {Id. at 44-47). 

Staff contends that SheU's GTC argument is inconsistent in saying that the 
unbundled generation charges are above market (based on old rate case data) and below 
market (based upon low market values) (Staff Reply Br. at 13-14). For this reason, staff 
says that SheU's position should be rejected {Id.). 

As noted earlier, if the stipulation is approved, AEP no longer seeks to recover a 
GTC. Therefore, the remainder of Shell's concern here is the netting of AEP's aUeged 
stranded benefits/market premiums against transition costs. The Commission is not 
convinced that Dr. WUson's analysis for determining the market value of the generating 
assets is fuUy correct. For instance, we believe Dr. Wilson's use of market price of 
electricity was overstated because it relied upon purchase data at times when electric 
prices were high and did not account for such abnormality. It also appears to improperly 
average the prices. We think AEFs criticisms, on these points, are vaUd. Changes to this 
one input in the valuation methodology, as Dr. Wilson noted, has a significant impact on 
the stranded benefits/market premiums. We also are unwilling to accept Dr. Wilson's 
reliance upon the RDI generation asset valuation methodology as grounds for rejecting 
AEP's valuation methodology. No RDI representative testified in this proceeding and the 
document was apparently a work in progress. Moreover, only parts of the working 
document ar6 part of the record in these proceedings. Dr. Wilson's apparent use of the 
same methodology (with some substituted figures) does not convince us that we must 

13 bi tfie Matter of the Application of FirstEnerg}/ Corp. on Behalf of Ohio Edison Company, T\ie Cleveland 
Electric Illuminating Company, and Tlie Toledo Edison Company for Approval of Their Transition Plans 
and for Authorization to Collect Transition Revenues, Case Nos. 99-1212-EL-ETP, 99-1213-EL-ATA, and 
99-1214-EL-AAM (July 19, 2000). 
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accept the methodology or the figures therein. In fact, AEP has raised doubt in our minds 
as to the accuracy of some comparison figures contained in the working document and 
replied upon by Dr. Wilson. For these reasons, we do not agree with Dr. WUson's analysis 
or his conclusion that any stranded benefits exceed the amount of the GTC that AEP has 
agreed to foregO-as part of the stipulation. 

Furthermore, we believe that the stipulation provides a reasonable and equitable 
resolution on this issue. AEP has agreed to forego a claim of $291.43 million. The parties 
to the agreement have agreed, based on all of the terms and conditions of the agreement 
that there is no further netting or adjustments to the transtion cost recovery during the 
MDP. Based upon the above findings, the Commission concludes that there are no 
stranded generation benefits that should either offset the RTCs or further fttnd the 
shopping incentives proposed by the stipulation. 

5. Frozen Generation Rates 

This next argument also relates to Section TV of the stipulation wherein neither 
company will impose any lost revenue charges (GTC) on any switching customer (jt. Ex. 1, 
at 3). Shell argues that, for non-switching customers, the frozen, unbundled generation 
rates only allow AEP another opportunity to coUect excessive revenues since those rates 
will be uneconomic in a competitive market (SheU Initial Br. at 45; SheU Reply Br. at 24).i4 
Shell further believes that the stipulation itself concedes an over-recovery of generation 
revenues because the signatory parties agree that RTC revenues and frozen rate revenues 
are sufficient to recover regulatory assets (Shell Initial Br. at 47). Next, Shell contends that 
these frozen generation rates represent a "de facto second RTC charge" because, under the 
stiptdation, the companies wiU amortize and recover the value of tiie regulatory assets in 
excess of the stipulated regulatory asset rates {Id. at 48). SheU aUeges that this is unlawful 
since some customers will pay it, but not others, and it wUl discourage customer switching 
{Id.). 

AEP states that SB 3's framework allows customers who do not switch to pay (as 
part of the unbundled generation component) generation costs that may be uneconomic 
(AEP Reply Br. at 48). In AEP's view, the legislature specificaUy chose to freeze rates at 
pre-SB 3 levels and did not allow, for instance, for adjustments in current costs or sales 
levels when tmbundling generation rates {Id. at 49-50). Furthermore, AEP aUeges that 
customers wUl pay the same frozen, unbundled generation rates, regardless of whether 
the companies amortize the regulatory assets over the MDP or expense them immediately 
{Id. at 51). Thus, AEP believes SheU's issue is witii the requirements of SB 3 and the 
legislature has already disagreed with Shell's position {Id. at 52). Thus, there is no 
statutory basis to contend that the stipulation is improper {Id.). AEP further points out 
that it calciUated the tmbundled generation rates in accordance with Section 4928.34, 
Revised Code, and Shell has not taken issue with them {Id. at 49). 

We carmot agree with Shell's argtunents on this point. We find that the unbundling 
plan agreed to by the stipulating parties to the transition plan stipulation is reasonable and 
consistent with Section 4928.34, Revised Code. The evidence of record shows that the 

1^ Specifically, Shell contends that the frozen, unbundled generation rates are uneconomic because they 
are not reflective of current or competitive costs and demcm.d (Shell Initial Br. at 46-47). 
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unbimdling plan proposed by AEP foUows the intent of Section 4928.34, Revised Code. In 
unbundling the rates for each customer class, AEP had to follow the requirements of SB 3, 
which not only dictated the manner in which the generation component would be 
determined, but also necessitated the use of the AEP's earlier cost-of-service studies. We 
find that AEP has followed the statutory scheme in tmbundling its rates. Further, one of 
the purposes of this proceeding is to estabUsh unbundled rates based on the already 
adopted cost-of-service studies, not to alter those studies or to determine whether more 
appropriate rates should be used when unbundling services. To do so would clearly be 
inconsistent with the mandate of Section 4928.34(A)(6), Revised Code, which requires the 
unbundling of the rates in effect on the day before the effective date of SB 3. Therefore, 
we find the generation components to be reasonable. 

6. Distribution Rate Freeze 

Section V of the stipulation states that, except in the event of certain lirnited 
changes, all distribution rates in effect on December 31,2005, will be frozen for three years 
for CSP and two years for OP (]t. Ex. 1, at 3). Shell presents two very different arguments 
against this provision. First, SheU views this provision as an anti-competitive albatross 
because, after the MDP, those frozen rates wUl recover generation-related retaU costs and 
subsidize the post-MDP, "market-based" standard offer. Essentially, SheU contends that 
the existence of the frozen distiibution rates invites the creation of a below-market rate 
for the standard offer and provides AEP an unfair competitive advantage over other 
suppliers (Shell hiitial Br. at 50). Second, SheU states that the frozen distiibution rates allow 
AEP additional opporttmity for cost over-recovery since the rates are based upon costs 
and sales levels from old base rate cases, rather than the lower costs of a competitive 
market {Id. at 50-51). SheU also states that the rate freeze would again tie the 
Commission's hands in achieving the pro-competitive policies of SB 3 {Id. at 51). 

AEP first states in response that SheU's criticism here is inconsistent with Shell's 
acceptance of a similar rate freeze provision in the FirstEnergy tiansition cases (AEP Reply 
Br. at 53). AEP acknowledges that the frozen distiibution rates are unlikely to represent 
the items and levels of expense that the companies are incurring today or will be incurring 
at the end of 2005 {Id. at 54). However, AEP states that it is speculative to conclude that 
the companies wiU be over-recovering their disfribution expenses in 2006, 2007 or 2008 
{Id.). AEP notes that it and signatory consumer representatives have weighed the risks of 
the agreed-upon rate freeze and determined that it is a reasonable agreement as part of 
the overall stipulation, and the Commission should reject Shell's claims {Id.). 

We do not agree with SheU on this point either. We believe that the distribution 
rate freeze wiU provide some certainty to customers in AEP's service territory at a time 
when they are evaluating the competitive generation market. That is to say, OP 
customers may be assured that competitive, generation-related costs are not being shifted 
to non-competitive, disfribution charges after the MDP. Furthermore, to accept SheU's 
argument on this point, we must assume that the 2005 distribution rates wiU include 
generation-related costs and will not be reflective of disfribution costs in 2006 through 
2008. We are not willing to accept those assumptions. 
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7. USF Rider and EERLF Rider 

On July 13, 2000, as amended on July 17, 2000, ODOD submitted a motion for 
approval of the USF and EERLF riders for AEP. ODOD states that the USF and EERLF 
riders were required to be effective on July 1, 2000 and January 1, 2001, respectively. 
However, due to delays in the transfer of this program, ODOD requested that the 
Commission make the USF rider effective September 1, 2000. On August 4, 2000, lEU-
Ohio filed a motion to disapprove those proposed riders. ODOD, OCC, OPAE, APAC, and 
OEC filed a memorandum in support of those riders. AEP recommended that the 
Commission adopt ODOD's calculations in its reply brief (AEP Reply Br. at 64). By entry 
issued August 17, 2000, we agreed with the rates reflected in ODOD's motion. 
Accordingly, the USF rider rates proposed by ODOD ($0.0006240 for CSP and $0.0002998 
for OP) became effective September 1, 2000. Tlte approved rates for the EERLF rider wiU 
be $0.00010758 for both operating companies, effective January 1, 2001. A request for 
rehearing of our August 17, 2000 USF/EERLF ruling was then filed by lEU-Ohio, OMA, 
and OCRM. In a separate ruling issued this same day, we have granted rehearing in order 
for the ODOD and the Commission staff to provide additional data on various 
components of the USF riders. AEP's effective USF riders shaU remain in effect pending 
the Commission's further review of this matter. 

8. Load Shaping Service 

Section XIX of the stipulation states that AEP and the signatory marketers wiU 
further negotiate an AEP load shaping service.i^ AU such marketing intervenors shaU be 
notified of dates, times, and locations for such meetings (ft. Ex. 1, at 11). 

SheU argues that the stipulation's terms relating to load shaping service are 
discriminatory much in the same way as the consolidated bUUng terms, which is fully 
addressed later (SheU Ex. 7, at 15; SheU hiitial Br. at 58, footiiote 160). SheU worries that, 
because negotiations wiU only take place with signatory marketers, the resulting load 
shaping services cotild confer benefits to only signatory parties (Tr. V, 119-120). 
Moreover, SheU argues that, since the generation affiUate(s) providing the load shaping 
service wiU be outside of the Commission's jurisdiction, there will be no means for curbing 
discriminatory actions. Shell recommends that the Commission condition any approval of 
the proposed corporate separation plan on the resulting unregulated generation 
affiliate(s)' providing services like load shaping to aU market participants in a 
nondiscriminatory manner (SheU Initial Br. at 58-59, footnote 160). 

We believe that SheU raises some valid points about the load shaping terms in the 
stipulation. Obviously, by agreeing to negotiate with stipulating marketers, AEP is not 
agreeing to negotiate with all marketers in its service territory. It is possible that any 
resulting load shaping service could then only confer benefits upon the negotiating 
marketers. However, we do not think that the entire stipulation or' this part must be 
rejected because of this possibUity. We believe that, as a condition of our approval of the 
stipulation and the transition plans, any resulting load shaping service must be provided in 
a nondiscriminatory manner. Furthermore, we direct AEP to open the negotiations to aU 

15 Load shaping service allows a marketer to better tailor its power purchases to meet customer 
demands (Tr. Ill, 121-122). 
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interested parties, not just signatory marketers, so that it is possible to develop a load 
shaping service that is based upon all interested persons' input. Not only do we think it is 
the smarter approach to take, we also think it can lead to a better end result. 

9. _ Remaining Concerns with the Unbundling Plan and Transition Costs 

Section 4928.34(A)(1), Revised Code, requires the Commission to determine 
whether the unbundled components for the electiic transmission component of retail 
electric service equal the FERC tariff rates in effect on the date of approval of the tiansition 
plan. The unbundled transmission component must include a sUding scale of charges to 
ensure that refunds determined or approved by the FERC are flowed through to retail 
electric customers. After review of the filings and testimony submitted by AEP, we find 
that the companies' tiansition plans satisfy the requirements of Section 4928.34(A)(1), 
Revised Code. 

Section 4928.34(A)(2), Revised Code, requires that the unbundled components for 
retail electric distribution service m. the rate unbundling plan equal the difference between 
the costs attiibutable to the company's transmission and distribution rates based on the 
company's most recent rate proceeding, and the tariff rates for electiic transmission 
service determined by the FERC under division (A)(1) of that code section. We find that 
the companies' filings satisfy this prerequisite. AEP's adjusted unbundled disfribution 
component is the stun of the tiansmission and distiibution components of rates in effect 
on October 5,1999, less the revenue generated by the applicable OATT (AEP Ex. 24A at 
15). AEP stated that, in identifying the costs in the operating companies' last rate cases, 
costs were assigned to functions where possible {Id. at 13-14). We believe that the 
companies' allocations are reasonable and the companies' filings, as amended by the 
stipulation (and subject to review in the companies' compliance filings), satisfy prerequisite 
(A)(2) of Section 4928.34, Revised Code. 

Section 4928.34(A)(3), Revised Code, requires that aU other unbundled components 
required by the Commission in the rate unbtmdling plan must equal the costs attributable 
to the particular service, as reflected in the company's schedule of rates and charges. In 
accordance with this provision, AEP's existing rates wiU be unbundled to separate out 
certain components that wiU be. included in several riders in the operating companies' 
tariffs. We note that the stipulation provides for USF and EERLF riders for the companies 
dt. Ex. 1, at 11), which we fuUy discussed above. Based on the evidence presented in this 
proceeding, we find that the companies' filings, as amended by the stipulation (and subject 
to review of the companies' compliance filings), satisfy prerequisite (A)(3). 

Section 4928.34(A)(4), Revised Code, requires that the imbundled components for 
retail electiic generation service in the rate unbundling plan equal the residual amount 
remaining after the determination of the transmission, distiibution, and other unbundled 
components, and after any tax related adjustments as necessary to reflect the effects of the 
amendment of Section 5727.111, Revised Code. Upon review of AEP's tiansition filings, as 
amended by the stipulation, we find that the companies have satisfied this prerequisite. In 
Rule 4901:1-20-03, Appendix A, Part (C)(1), O.A.C, the Commission proposed a formula 
for determining the residual generation component that includes tiansition charges. 
However, the Commission left open the possibiUty that companies could propose 

• altemative formulations. Rules for Electric Transition Plans, supra, Opinion and Order at 16. 
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AEP proposed such an alternative in its transition filing, but has agreed in the stipulation 
not to impose the GTC on any switching customer (AEP Exs. 2, at 15A and 15B; Jt. Ex. 1, at 
3). In addition. Section 4928.40(C), Revised Code, requires a five-percent reduction in the 
unbundled generation component for residential customers. Under the stipulation, the 
five-percent reduction is to be appUed to the generation component, including the RTC 
component (Jt. Ex. 1, at 6). In addition, as described above, the settlement requires AEP to 
forego its right to seek reduction of the discoimt for residential customers during the MDP 
{Id.). 

Section 4928.34(A)(5), Revised Code, requires that all unbtmdled components in the 
rate unbundling plan must be adjusted to reflect any rate base reductions on file with the 
Commission and as scheduled to be ut effect by December 31,2005, under rate settlements 
in effect on the effective date of this section. However, aU earnings obUgations, 
restiictions, or caps approved prior to the effective date of the statute are void. We find 
that the companies' filings, as amended by the stipulation, satisfy prerequisite (A)(5). 

Section 4928.34(A)(6), Revised Code, requires that the total of aU tmbtmdled 
components is capped and, during the MDP, wiU equal the total'of rates in effect on the 
day before the effective date of SB 3. The cap wiU be adjusted for changes in taxes, the 
universal service rider, and the temporary rider under Section 4928.61, Revised Code. 
Under AEP's filings, the total of the companies' unbtuidled rates is capped, with limited 
exceptions, during the MDP. Further, under the stipulation, distribution rates are frozen 
for additional years beyond the MDP, through the end of 2007 for OP and through 2008 
for CSP (Jt. Ex. 1, at 3). In addition, under the companies' filings, the total of aU tmbundled 
components of existing rates and contracts equals the rates and charges of the bundled 
components, except for adjustments to reflect taxation changes under SB 3 and for the USF 
fund and EERLF riders (AEP Ex. 9A at 14-15). AEP's fransition filings, as amended by the 
stipulation and taking into consideration our conclusion for the gross receipts/excise tax 
issue (discussed below), satisfy prerequisite (A)(6). 

Section 4928.34(A)(7), Revised Code, requires the rate unbundling plan to comply 
with any rules adopted by the Commission tmder Section 4928.06(A), Revised Code.i^ 
The rules adopted by the Commission regarding tmbundling of rates are set forth in Rule 
4901:1-20-03,0.A.C., Appendix A. We find that the transition filings, through the various 
schedules and testimony submitted in this proceeding, satisfy Section 4928.34(A)(7), 
Revised Code. 

Section 4928.34(A)(12), Revised Code, requires that the tiansition revenues 
authorized under Sections 4928.31 to 4928.40, Revised Code, be the allowable transition 
costs of the company pursuant to Section 4928.39, Revised Code, and that the transition 
charges for customer classes and rate schedules are the charges under Section 4928.40, 
Revised Code. Based upon the discussion above and our consideration of fhe record, we 
find that AEP's filings, subject to the modifications contained in the stipulation, satisfy the 
prerequisite set forih in Section 4928.34(A) (12), Revised Code. 

1^ Section 4928.06, Revised Code, directs the Commission to enact rules to effectuate commencement of 
competitive retail electric service. The Commission has enacted rules in compliance with this statute 
through Vcirious generic rule proceedings. 
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Section 4928.34(A)(15), Revised Code, requires that aU unbundled components be 
adjusted to reflect the elimination of the gross receipt tax imposed by Section 5727.30, 
Revised Code. The signatory parties agree that the revenues from the agreed-upon RTCs 
and from existing frozen and unbundled rates recovered during the MDP are sufficient to 
recover regulatory assets as of the begirming of the MDP and to provide for the 
stipulation's obligations (Jt. Ex. 1, at 10). We believe that this agreement is envisioned by 
and consistent with the requirements of Section 4928.34(A)(15), Revised Code, as weU as 
Section 4928.34(A)(6), Revised Code.i^ 

Section 4928.39, Revised Code, requires the Commission to determine the total 
allowable amount of the company's fransition costs to be received by the company as 
transition revenues. Such tiansition costs must meet the following criteria: 

(1) The costs were prudently incurred. 

(2) The costs are legitimate, net, verifiable, and directly assignable 
or allocable to retail electiic generation service provided to 
electric consumers in this state. 

(3) The costs are unrecoverable in a competitive market. 

(4) The utility would otherwise be entitled an opportunity to 
recover the costs. 

We believe that, under the proposed transition plans as modified by the proposed 
stipulation, fhe amount of transition costs has been determined and that it meets the 
requirements for recovery through transition charges. 

B. Corporate Separation Plan 

Under AEP's corporate separation plan, the companies have proposed to move the 
regulated transmission and distiibution functions into newly created affiHates (AEP Ex. 2, 
Part B). As a result, AEP acknowledges that the new entities will own and operate aU 
transmission and distiibution assets and be pubUc utUities, as defined in Sections 4905.02 
and 4905.03, Revised Code (AEP Ex. 9A at 19; AEP Liitial Br. at 47). AEP plans to seek the 
necessary federal authorization for the tiansfer of assets in 2000 (AEP Ex. 9A at 21). The 
corporate separation plan wUl take into consideration the overlapping financial 
arrangements that ctirrently exist and refinance substantially aU of the obligations over a 
period of time (AEP Ex. 20, at 3-7). In particular, the plan involves: (1) assigning specific 
debt that can be identified to individual assets and leaving the remaining debt and 
preferred stock obligations with the generation company; (2) retire debt and preferred 
stock obligations; and (3) replace debt and preferred stock obligations in a mamer that 
does not create or wiU eliminate future financial overlaps {Id. at 5-6). Nearly aU service 
offerings wiU remain the same; AEP identified one service (storage water heater rental 

17 Section 4928.34(A)(6), Revised Code, provides that the effect on customer rates from the tax overlap 
between the existing gross receipt tax and the new franchise tax "shall be addressed by the 
Conamission through accoimting procedures, refunds, or an aimual surcharge or credit to customers, 
or through other appropriate means, to avoid placing the financial responsibility for the difference 
upon the electric utility or its shareholders." 
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program) that will be phased out as inappropriate in a competitive market for generation 
services (AEP Ex. 9A at 20). AEP's corporate separation plan and supporting testimony 
address safeguards, separate accounting, financial arrangements, complaint procedures, 
education and training, and a cost allocation manual (AEP Ex. 2, Part B; AEP Exs. 9A at 22-
23,9B at 3,13,20). 

AEP contends that the stipulation enhances the corporate separation plan in three 
respects (AEP Initial Br. at 50). First, the cost aUocation manual (CAM) wiU definitively 
follow the uniform system of accounts, as weU as the generally accepted accounting 
principles (Jt. Ex. 1, at 11). Second, effective with the start of competition, the distribution 
affiliate wiU not provide competitive non-electric products or services to retail customers 
on a commercial basis, except under pre-existing confractual obUgations or when 
incidental to the provision of customer services and not on a commercial basis {Id. at 11-
12). Third, the stipulation requires that employees of the affiUates not have access to any 
information about the ttansmission or distribution systems that is not contemporaneously 
available in the same form and manner to nonaffiliated competitors of retail electric 
services. (Jrf.). 

SheU raises two concerns with the corporate separation plan of AEP (Shell Ex. 6, at 
83-84,86-87; SheU Initial Br. at 66-67). First, SheU states that the corporate separation plan 
allows excessive sharing of accounting services and management with affUiates {Id.). 
Second, Shell contends that "declared emergencies" under the corporate separation plan 
wiU allow AEP to violate the affiUate code of conduct {Id.). 

Shell presented no evidence on either of these points. We are not convinced that 
Shell's concerns about the language of the corporate separation plan warrant its rejection. 
As for the sharing of accounting services and management, we have previously explained 
that the corporate separation rules were not intended to prohibit aU sharing of employees 
between affiliated entities. Rules for Electric Transition Plans, supra. Second Enfry on 
Rehearing at 21. Moreover, we stated that certain centialized support functions may be 
permissible {Id.). SpecificaUy, our corporate separation rules are "intended to require 
independent work/ftmctions when the failure to maintain htdependent operations may 
have the effect of harming customers or unfairly disadvantaging unaffiUated suppUers of 
competitive retail electiic service or non-electric products or services" {Id.). Wititout any 
evidence presented, we are not convinced that the AEP's plan could have the harmful 
effect we wish to avoid. Moreover, many interested parties have agreed to the contrary. 
AdditionaUy, we are not convinced that AEP's corporate separation plan must contain a 
particular definition of "declared emeirgency". The corporate separation plan complies 
with Rule 4901:l-20-16(G)(4)(j), O.A.C., on this point and is acceptable. 

Unlike the corporate separation plans proposed by fhe FirstEnergy Corporation 
operating companies and Cincinnati Gas & Electric Company,!^ AEP has presented a 
corporate separation plan that provides for structural separation by January 1, 2001 
(expect for limited financial arrangements). Therefore, this Commission need not evaluate 
an kiterim plan under Section 4928.17(C), Revised Code. Section 4928.17(A)(2), Revised 

1^ bi_ the Matter of the Application of Cincinnati Gas & Electric Company for Approval of Its Electric 
Transition Plan, Approval of Tariff Changes and New Tariffs, Authority to Modify Current Accounting 
Procedures, and Approval to Transfer its Generating Assets to an Exempt Wholesale Generator, Case Nos. 
99-1658-EL-ETP, et al. (August 31,2000). 
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Code, requires that aU plans satisfy the public interest in preventing tmfair competitive 
advantage and abuse of market power. The plan must also be sufficient to ensure that no 
undue preference or advantage is extended to or received by the competitive retail 
affiliate from the utility affiUate. Section 4928(A)(3), Revised Code. We find that AEP has 
constructed its plan in a marmer that achieves, to the extent reasonably practical, the 
structural separation contemplated by Section 4928.17(A)(1), Revised Code, and the 
corresponding Commission rules. However, the Commission reserves the right to 
invoke its authority to preserve fair competition, for both interim and permanent 
arrangements. 

Section 4928.34(A)(8), Revised Code, states that the corporate separation plan 
required under Section 4928.31(A), Revised Code, must comply with Section 4928.17, 
Revised Code, and any rules adopted by the Commission pursuant to Section 4928.06(A), 
Revised Code. We find that fhe proposed corporate separation plan satisfies this 
prerequisite, for the reasons stated in the discussion above. We reserve the right to 
closely monitor the implementation of the plan to avoid competitive inequality, unfair 
competitive advantage or abuse of market power. We believe that through the periodic 
Commission review (i.e., through audits of the company's books and records, including 
the CAM) and the complaint process, this Commission may ensure that the corporate 
separation plan is implemented in accordance with the poUcy enunciated in SB 3. 

C. ^ P 

Section 4928.34(A)(9), Revised Code, provides that the company's fransition plan 
must comply with Commission requirements and rules regarding operational support 
systems and technical implementation issues pertaining to competitive retail electric 
service. The Commission's rules regarding operational support and technical 
implementation are set out in Appendix B of Rule 4901:1-20-03, O.A.C. AdditionaUy, on 
November 30, 1999, the Commission issued an entry in Case No. 99-1141-EL-ORD, 
directing Ohio's investor-owned electiic utUities and interested stakeholders to participate 
in a taskforce for the development of uniform business practices and electionic data 
interchange (EDI) standards. Pttrsuant to this directive, the Commission staff created the 
OSP taskforce (hereinafter referred to as OSPO). On May 15, 2000, numerous OSPO 
partidpants filed a pro forma certified suppUer tariff (pro forma tariff) and a stipulation 
(hereinafter referred to as the OSPO stipulation) in each utiUty's tiansition plan case. The 
pro forma tariff contains a number of service regulations on which the parties were able 
to agree. These relate to: supplier registiation and credit requirements, end-use customer 
enrollment process, supplier request for end-use customer information, end-use customer 
inquiries and requests for information, service request process, metering services and 
obligations, load profiling and scheduling, ttansmission scheduling agents, confidentiality 
of information, voluntary withdrawal by a competitive retail electiic service provider, 
UabiUty, and altemative dispute resolution. In the OSPO stipulation, the parties specificaUy 
requested the Commission to resolve issues in four general areas: (1) energy imbalance 
service, (2) minimum stay requirements for residential and small commercial customers 
returning to standard offer service, (3) consolidated billing and purchase of receivables, 
and (4) adoption of EDI standards. On May 18, 2000, the Commission issued an entry 
initiating a generic docket to establish procedures for parties desiring to file comments and 
reply comments regarding the OSPO stipulation and pro forma tariff. In the Matter of the 
Establishment of Electronic Data Exchange Standards and Uniform Business Practices for the 

000000176 



99-1729-EL-ETP and 99-1730-EL-ETP -26-

Electric Utility Industry, Case No. 00-813-EL-EDI (hereinafter 00-813). On July 20, 2000, the 
Commission issued a finding and order approving the OSPO stipulation and resolving the 
four issues left unresolved. 

AEP's operational support and technical implementation plan is described in the 
testimony of Jeffrey Lakie (AEP Ex. 14A and 14B). The OSP specificaUy addresses each 
requirement set forth in the Commission's rules (AEP Ex. 2, Part C). Specifically, as 
required by Rule 4901:1-20-03, Appendbc B, Part (A), O.A.C, AEP's operational support 
plan addresses how the company intends to utilize its existing systems and what changes 
wiU be made to implement customer choice. Further, as required by Rule 4901:1-20-03, 
Appendix B, Part (B), O.A.C, the plan includes an electionic "clearinghouse" system that 
will provide functionality such as service provider registiation, enrollment and switching, 
estimation and reconciliation, settlement, and bUl data deUvery (AEP Ex. 14B at 2). 

Under the transition plan stipulation in this case, AEP agrees to incorporate into its 
transition plan, the OSPO stipulation and pro forma tariff with the exception of certain 
terms that the stipulating parties have agreed wUl apply to AEP. According to the 
companies, the settlement modifies the companies' plans by providing minimum stay 
requirements and consolidated billing credits (AEP Initial Br. at 55). AEP contends that 
these modifications bring additional benefits to customers and suppliers and, thus, 
encourage the development of the competitive retail market {Id.). SheU takes issue with 
four OSP-related items in the fransition plans and stipulation: (1) suppUer consoUdated 
billing credit, (2) residential customer switching period (3) switching fee, and (4) additional 
certification requirements proposed by AEP. 

1. SuppUer ConsoUdated BUling Credit 

AEP did not propose a suppUer consoUdated billing credit in the fransition plans. 
Section XIV of the stipulation states that AEP wiU provide a $1.00 credit to suppliers for 
each consolidated bill issued by that provider during the first year of the MDP (Jt. Ex. 1, at 
9; Tr. IE, 101). The signatory parties agree to conduct further negotiations related to a 
shnUar future credit (Id.). Finally, that provision states that AEP shaU reasonably attempt 
to implement suppUer consolidated bUling as soon as practicable (fd.).i^ 

Shell believes that the stiptUation's terms for a consolidated bUling credit are 
inadequate to spur effective competition (Shell Ex. 7, at 16-17; SheU Initial Br. at 52). Shell, 
unlike most other marketers in these proceedings, provides consolidated billing for 
customers in Georgia and intends to do so in Ohio. First, Shell characterizes the stipulated 
credit amount as "anemic" and as requiring SheU's customers to pay twice for the billing 
service (once to Shell and a second time to AEP for costs not captured by the biUing credit) 
(Tr. in, 115-116; SheU Initial Br. at 53; SheU Reply Br. at 27). SheU fiirther states that the 
$1.00 is an arbitrary figure, while Shell's evidence supports a conclusion that CSP and OP 
residential accounting, coUections and services average $3.70 and $4.00 per customer per 
month, respectively (Shell Ex. 7, at 20; SheU Initial Br. at 54-55). For that reason, SheU 
contends that the biUing costs are virtually certain to be much higher than $1.00 (Shell Ex. 
7, at 21). Shell also presented evidence of other utilities' billing costs, which were all quite a 

19 AEP has established its target date for implementing the supplier consolidated billing credit as 
January 1, 2001, the start of competition in Ohio (Jt. Ex. 1, at 7; Tr. HI, 102,156). 
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bit higher than $1.00 {Id. at 23, JWW-IS, JWWW-2S). For these reasons, SheU contends that 
the Commission should reject Section XIV and take one of two actions. Those are: either 
adopt a higher figure, no lower than $2.00 per biU, pending completion of a separate 
proceeding to determine actual costs, or require AEP to estabUsh a separate affiUate to 
perform biUtiig functions {Id. at 23-24; Shell Initial Br. 57). 

Second, Shell also criticizes the stipulated process for modifying the credit because 
only signatory parties may participate in those future negotiations. Shell notes that even 
AEP acknowledged that, if none of the signatory parties seek such negotiations, they wiU 
not take place (Tr. IH, 106; Shell Initial Br. at 58). SheU believes that none of the signatory 
marketers have an interest in performing consoUdated biUing and, therefore, there is a 
great risk that no future consolidated biU credit negotiations wiU take place. Shell also 
states that the stipulation's terms would have anti-competitive consequences, by excluding 
certain market participants from negotiations and by only allowing AEP to petition the 
Commission if negotiations faU (Shell Initial Br. at 59). Lastly, SheU points out that the 
stipulation also fails to provide a "fail-safe" credit in the event that the future negotiations 
are not completed in the 12-month period (SheU Ex. 7, at 24). In Shell's View, not only does 
AEP not have an incentive to agree to a higher biUing credit, but the stipulation provides 
AEP with further incentive to let the 12 months expire so that the stipulated credit expires 
(SheU hiitial Br. at 59). 

AEP states that the Commission should view the stipulated consolidated biUing 
credit as an extra bonus since AEP is not statutorUy required to offer such a credit and 
since no other Ohio utiUty wUl be offering one as early as AEP (AEP Initial Br. at 54; AEP 
Reply Br. at 55). AEP also points out that the Commission did not require utUities to offer 
consolidated biUing credits in consideration of the topic as part of the OSP issues (AEP 
Reply Br. at 55). Next, AEP contends that there is evidence to support the reasonableness 
of the stipulated credit amount. For instance, AEP's witness stated that the only avoided 
costs of providing bUling services would be postage and the envelope, costs which are 
much less than $1.00 (Tr. HI, 111-112, 149; AEP Reply Br. at 57). AEP also points out that 
Shell's witness acknowledged that other utilities have credits in the $1.00 range (Tr. V, 94). 
Next, AEP contends that there is no basis in Ohio law for the Commission to adopt SheU's 
recommendation for a separate billing affiliate. AEP next noted that it has agreed to keep 
Shell involved and informed of the consoUdated biU discussions (Tr. HI, 106-108)^0, so that 
concern has already been addressed by the companies (AEP Reply Br. at 58-59). 

Staff contends that SheU's argument is premature because the stipulation is 
providing a credit only as a temporary measure during the first year (Staff Ihitiai Br. at 9). 
Since "fine-tuning" can and will be addressed in the future and there are many more 
pressing items to address during the first phase of fhe transition, SheU's concern should be 
not adopted according to the staff {Id.). AdditionaUy, the staff states that the consolidated 
biUing credit is a unique advantage of this stipulation since no other stipulation provide 
such a credit {Id.). 

We established in 00-813 a target date for consoUdated bill-ready billing of no later 
than June 1,2002, and a target date for supplier consolidated billing of no later than July 1, 

'̂ ^ AEP agreed to also allow participation by customer groups, such as the OCC, tlie staff, industrials 
(Tr. in, 106-107). 
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2002. The stipulation before us, however, includes a target date for supplier consolidated 
bUling that coincides with the start of competition. In this respect, AEP is plarming to be 
the first utility to implement the necessary systematic changes for supplier consolidated 
biUing. We find the stipulated target date by AEP to be reasonable.21 Nevertheless, the 
crux of Shell's argument is not the start date, but the amotmt of the consolidated billing 
credit. • SheU presented evidence from which it contends that the $1.00 credit is 
unreasonable. AEP presented evidence from which it contends that the $1.00 credit is 
reasonable. On balance, we conclude that, as part of an overall settlement of nearly aU 
issues in these proceedings, the stipulated credit amount is acceptable. If this issue were 
fully litigated, we might very well reach a concltision that differs from $1.00, but we 
cannot say that this provision (as part of a settlement reached with a broad range of 
interested parties and with a target of having the credit immediately available with the 
onset of competition) must be rejected. Additionally, AEP explained that, in the event that 
the system changes for suppUer-consoUdated billing are not ki place at the start of 
competition on January 1,2001, it would continue the consoUdated biUing credit on a day-
for-day basis so that it was offered for a one-year period (Tr. Hi, 156-157). Lastly, 
inasmuch as AEP has agreed to include SheU ki the future negotiations (as weU as 
customer groups), we believe that eliminates SheU's concern that those future negotiations 
might not take place (Shell itself can ensure that the negotiations take place). For these 
reasons, we do not accept either one of SheU's suggested approaches for this issue. 

2. Residential Customer Switching/Minimum Stay Requirement 

The transition plan filing provided that aU customers returning to the company 
from an alternative suppUer be required to stay on the standard service offer for 12 
montiis or the MDP, whichever is longer (AEP Ex. 2, Part A, UNB-1, Sheet Nos. 3-18D for 
OP and 3-14D for CSP; AEP Ex. 24A at 5-6). AEP has agreed to mitigate this requirement 
in the settlement (Jt. Ex 1, at 7-8). In Section XII of the stipulation, the operating companies 
agree that, during fhe MDP, customers who can take generation service from AEP 
between May 16 and September 15 must either remain a customer through April 15 of the 
following year or choose a market-based tariff which wiU not be lower than the 
generation cost embedded in the standard offer {Id. at 7). Under the stipulation, non-
aggregated residential customers wUl be permitted to shop three times during the MDP 
and to return two times to the default tariff before being required to choose from one of 
the above two options {Id. at 8). 

Shell contends that AEP's proposed mutimum stay requirement violates SB 3 
because SB 3 contemplates no limitation on a residential customer's freedom of movement 
between service options even if those movements involve a return to standard offer 
service (SheU Ex. 6, at 64; Shell Initial Br. at 60). SheU also claims that AEP's minimum stay 
provision could remove large numbers of such consumers from the competitive market 
place for substantial periods of time and reduce competition (Shell Initial Br. at 60). 

AEP points out that Section 4928.31(A)(5), Revised Code, specificaUy allows 
transition plans to create reasonable minimum stay requirements (AEP Reply Br. at 60). 
Furthermore, AEP states that it is unreaUstic for there to be no restiictiorts placed on 

^1 We note that, pursuant to Rule 4901:1-10-29CH)(1), O.A.C, the companies are still required to make 
rate-ready, electric disttribution utility-cor^solidated billing available to suppliers on January 1, 2001. 
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residential switching {Id.). Also, AEP states that the Commission has already rejected 
Shell's position in 00-813, there is no reason to alter that decision, and the Commission 
should adopt Section XII of the stipulation {Id. at 60-61). 

With respect to the issue of AEP's minimum stay requirements and SheU's criticisms 
thereof, we defer to our rulings in 00-813. In that first order (page 13), we approved the 
use of minimum stay requirements conditioned upon the development of a market-based 
"come and go" rate alternative service and only ki the event the customer voluntarily 
chooses to return to the standard offer service. We prohibited the imposition of a 
mandatory stay when a customer defaults to the utUity's standard offer service due to the 
default of the supplier of electricity. We also established a urdform penalty free return to 
standard offer service policy and a uniform period throughout Ohio in which companies 
can impose a summer/stay period of May 16* through September 15*. On August 31, 
2000, we granted rehearing with regard to the minimum stay ruling and adopted the "first 
year exemption" proposal (as opposed to the two free retums proposal) as the uniform 
rule in Ohio for residential and smaU commercial customers. This uniform rule differs 
from what AEP agreed upon in its stipulation, but AEP also agrees in that same stipulation 
to abide by our OSP determinations. Having addressed and considered SheU's arguments 
in 00-813, we conclude that no further conclusions need be expressed at this time. 
Accordingly, the Commission wUl modify the stipulation's treatment of minimum stay 
requirements so that AEP's minimum stay requirements are in fuU compliance with our 
orders in 00-813 and we reserve approval of any tariff provision relating thereto.22 We 
also note that, as stated in our enfry on rehearing in 00-813, our approval of the minimum 
stay requirements is conditioned upon the development of a uniform alternative, which 
will provide returning customers with a method of avoiding the minimum stay or which 
may eliminate the need for such requirement. 

3. Switching Fee and Altemative Metering Credit 

As part of its OSP, AEP originally proposed a $5.00 switching fee each time a 
customer-authorized change in provider occurs, except under certain limited 
circumstances (AEP Ex. 2, Part A, UNB-1, Sheet Nos. 3-3D and 3-18D for OP and Sheet 
Nos. 3-3D and 3-14D for CSP). AEP later modified its switching fee proposal, increasing it 
to $10.00 (AEP Ex. 24B at 4-5). AEP states that it proposed the increased fee because of 
certain Commission rules^s and the items being discussed in the C6PO (AEP Ex. 24B at 4-

22 

23 

We note that the stipulation's minimum stay proposal was suggested to the Commission, unisss the 
OSPO agreed upon other, less restrictive minimum stay requirements. As noted above, the OSPO 
did not agree upon minimum stay requirements and requested a Commission ruling. That has 
occurred and, thus. Section XII's prefatory clause has not been triggered. We make this statement so 
that aU interested parties fuUy understand that we expect that the conclusions we reached in 00-813 
on the minimum stay issue will be followed. We also make this statement in light of Mr. Forrester's 
testimony, which would leave one to believe that the stipulation's minimum stay provision would 
be triggered (and not the Commission's 00-813 minimum stay conclusions) if the Commission's 
conclusion in 00-813 was more restrictive than tlie stipulation (Tr. IV, 134-135). We do not accept 
the approach/interpretation set forth by Mr. Forrester and explicitly modify the stipulation on this 
issue and we reserve approval of any tariff provision relating thereto so that AEP's minimum stay 
requirements comply with our decisions in 00-813. 

AEP specifically referred to the Commission's rules in In the Matter of the Commission's Promulgation 
of Rides for Minimum Competitive Retail Electric Service Standards Pursuant to Chapter 4928, Revised 
Code and In the Matter of the Commission's Promidgation of Amendments to Rules for Electric Service and 
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5). Shell argues that the switching fee proposed is excessive (SheU Ex. 6, at 66; Shell Initial 
Br. at 66-67).24 AEP states that the Commission should deny Shell's objection, when it is 
weighed against the reasonableness of the stipulation as a package (AEP Reply Br. at 61-
62). 

Also as part of its OSP, AEP proposed an $0.11 monthly altemative metering credit 
for CSP residential customers and a $0.12 monthly altemative metering credit for OP 
residential customers (AEP Ex. 2, Part A, UNB-1, Sheet No. 10-lD). SheU states that the 
proposed alternative metering credits are too low and effectively amount to barriers for 
suppliers to undertake altemative metering (SheU Ex. 6, at 78; SheU Initial Br. at 66-67). 
Shell wants the credits to reflect the utiUties' fiUl cost, not only avoided cost (Shell Ex. 6, at 
78). AEP states that the Commission should likewise deny Shell's objection, when it is 
weighed against the reasonableness of the stipulation as a package (AEP Reply Br. at 61-
62). 

Similar to our finding for the consoUdated billing credit amount, we conclude that 
the switching fee and altemative metering credit amounts are acceptable. Although we 
might conclude, based upon a fully litigated record, that other amounts are more 
appropriate, we have no evidence in the record to do so. Shell presented no such evidence 
as to what it contends are appropriate dollar amounts. Accordingly, we conclude that the 
modified switching fee and the alternative metering credit amotmts proposed by AEP are 
acceptable, in the context of the overall settlement package presented to us. 

4. Supplier Registration Requirements 

As part of the OSP, AEP proposed a two-step certification/regisfration process. 
AEP stated that, along with the Commission's certification process, it "proposes a 
registiation process for its service territory" (AEP Ex. 2, Part A, TJNB-l, Sheet No. 3-15D -
3-16D for CSP and Sheet No. 3-19D - 3-20D for OP). The registiation process would 
require: (1) proof of certification, (2) $100 annual fee; (3) financial instrument to ensure 
against defaults and a description of the plan to meet requirements of firm service 
customers; (4) contact information; (5) dispute resolution process for supplier customer 
complaints; and (6) statement of adherence with tariffs and any agreements between AEP 
and the suppUer {Id.). SheU contends that approval of the OSP wiU allow AEP to 
improperly irnpose additional certification requirements upon suppUers, beyond the 
Commission's certification requirements (SheU Ex. 6, at 68-72; SheU Initial Br. at 66-67). 

As noted earlier, on July 19,2000, we approved of the OSPO's proposed pro forma 
tariff That tariff contained (in Section V) the following language associated with suppUer 
registration process, beyond the Commission's certification requirements: 

The- Company shaU approve or disapprove the supplier's registration 
within 30 calendar days of receipt of complete registration information from 
the supplier. The 30 day time period may be extended for up to 30 days for 

Safety Standards Pursuant to Chapter 4928, Revised Code, Case Nos. 99-1611-EL-ORD and 99-1613-EL-
ORD, respectively. 

2'* Shell referred to the $5.00 switching fee proposal. We presume that Shell considers the current, 
higher fee proposal to be excessive as well and, therefore, shall address the argument. 
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good cause shown, or until such other time as is mutiiaUy agreed to by the 
supplier and the Company. 

The approval process shall include, but is not limited to: successful 
completion of the credit requirements and receipt of the required collateral if 
any by the Company, executed EDI Trading Partner Agreement and 
Certified Supplier Service Agreement, payment and receipt of any supplier 
registration fee and completion of EDI testing for applicable transaction sets 
necessary to commence service. 

The Company wiU notify the supplier of incomplete registration 
ktformation within ten (10) calendar days of receipt. The notice to the 
suppUer shall include a description of tiie missing or incomplete information. 

Thus, we have agreed, not only that the electiic utiUties can have registration 
processes, but the regisfration processes can include some of the very items that were 
proposed by AEP in its fransition plan. However, we believe that the stipulation before us 
resolves Shell's concerns over AEP's proposed registiation requirements. In Section XI, 
the companies agree to accept resolution of issues by the OSP working group and to 
incorporate such in their transition plans (Jt Ex. 1, at 7). Registration procedtures were 
mutually resolved by the OSPO workUig group (as part of the pro forma tariff) after the 
plan was proposed and we have also approved that uniform tariff It appears to us that 
AEP has accepted to modify supplier registration terms to comply with what was adopted 
by the OSPO working group, to which SheU was also a supportutg party. We do not 
believe that there is any further disagreement on this issue. Accordingly, the Commission 
wUl approve the stipulation's treatment of supplier registration conditioned upon certain 
modifications so that AEP's supplier registration requirements are in ftUl compUance with 
our orders in 00-813. 

5. OveraU OSP Conclusion 

While the settlement provides several express modifications to the operational 
support aspects of the transition plan filing, which tiie company argues benefit customers 
and suppliers aUke, the settlement also states that AEP wiU abide by Commission 
determinations related to OSP issues when not resolved by the OSPO (]t. Ex. 1, at 7). Thus, 
the settlement sets out not only its own provisions enhancing the development of a 
competitive retail market, but expressly encompasses such measures that the Commission 
has adopted to reach the same goal. We believe the companies' OSP set forth in the 
stipulation, subject to modifications to comply with 00-813, is reasonable and 
appropriately addresses operational support systems and technical implementation 
procedures. Accordingly, we find the tiansition plan meets the statutory requirements of 
Section 4928.34(A)(9), Revised Code. The Commission directs its staff to finalize a bUl 
format that includes a "price to compare" (which is tiie price for an electric supplier to beat 
in order for the customer to save money) for residential and smaU commercial 

000000182 



99-1729-EL-ETP and 99-1730-EL-ETP -32-

customers.25 As part of our approval of AEP's transition plans, the companies must meet 
staffs requirements regarding billing format. 

D. Employee Assistance Plan (EAP) 

' AEP's EAP was presented in the testimony of MeUnda S. Ackerman, Vice President 
of Human Resources for American Electiic Power Service Corporation (AEP Ex. 5). Ms. 
Ackerman stated that, in the event of job displacement due to organizational 
restructuring, AEP's EAP consists of programs to help individuals locate new positions, a 
relocation assistance program, an educational assistance program, professional 
outplacement services, and a re-employment workshop (AEP Ex. 5, at 2-3). AdditionaUy, 
the EAP includes programs designed to help deal with the emotional and financial issues 
associated with displacement, such as, counseling, severance, extended medical and life 
benefits, and early retirement {Id. at 3). Ms. Ackerman .noted that the programs being 
sponsored as the EAP are existing already and the companies have not identified any 
eligible employees {Id.). Finally, Ms. Ackerman noted that the companies are not seeking 
cost recovery in the transition charge of any costs associated with the EAP {Id.). 

UWUA points out that the EAP is lacking a disparate/adverse impact statement in 
accordance with Rule 4901:1-20-03, Appendbc C, Part (C)(8), O.A.C. UWUA assert that, to 
the extent AEP seeks to "downsize" during the MDP, the Commission's regulations wiU 
require submission and approval of a disparate/adverse impact statement (UWUA Br. 2 
and 4). Despite the fact that AEP has proposed no staffing changes and is not seeking any 
related fransition cost, UWUA states that the filing of the statement is necessary before 
any staff downsizing takes place, not vice versa, so that the Commission can ertstire the 
availabUity of reliable, safe, and efficient electiic service {Id. at 4). Therefore, UWUA states 
that any approval of the fransition plan (including the EAP) should include a condition 
requiring AEP to file and obtain approval of a disparate/adverse impact statement prior 
to carryuig out proposed staffing changes during the MDP (Id. at 6-7). AdditionaUy, 
UWUA states that the Commission should clarify that "downsizing" during the MDP 
gives rise to the requirement of advance filing and approval of a disparate/adverse impact 
statement {Id. at 5-7). 

AEP responds by stating that, since it did not identify any positions affected by SB 3, 
no disparate/adverse impacts could be explained and, therefore, its EAP filing satisfies the 
Commission's filing requirements (AEP Reply Br. at 62). Next, AEP states that the UWUA 
would expand the requirement to apply to any downsizing, rather than just for 
employees that are adversely and directly affected by electiic restructuring {Id. at 62-63). 
Lastly, AEP states that the UWUA's suggestion should be rejected because the 
Commission should not establish procedures for addressing speculative events; rather, the 
Commission can determine what procedures, if any, are appropriate when such a change 
occurs {Id.). 

Section 4928.31(A)(4), Revised Code, requires a utUity to file, as part of its transition 
plan, an employee assistance plan "for providing severance, retraining, early retirement. 

^^ We recognize that AEP already proposed a chart that reflects the companies' prices to compare, but 
by tariff service (AEP Ex. 9D at Attach. I). This information should be helpful for finalizing the bill 

"price to compare" information. format that includes the 
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retention, outplacement, and other assistance for the utUity's employees whose 
employment is affected by electric industry restructuring...." Rule 4901:1-20-03, O.A.C, 
Appendix C, Part (B)(3), defines "employee affected by restructuring" as an employee who 
is "directly and adversely affected by electric restructuring during the [MDP]...." Part (A) 
of the rule requir-es the utiUty to explain "how it would mitigate any necessary rediictions 
in the electric utility workforce." Part (C) requires the EAP to provide the foUowing 
components: notification of employees; outplacement assistance; relocation assistance; 
employee assistance, such as counseling; early retirement programs; severance packages; 
and "other assistance." 

To the extent UWUA argues that the EAP is deficient because no disparate/adverse 
impact statement was included, we disagree. Since the companies concluded that no 
employees would be directly and adversely affected by electiic restiucturing during the 
MDP, we do not belieVe a disparate/adverse impact stater^ent Was required in the filing. 
We find that AEP's EAP satisfies tiie fiUng requirements of Rule 4901:1-20-03, O.A.C. 
UWUA does also seek a further requirement for AEP. UWUA states that any approval of 
the tiansition plan (including the EAP) should include a condition requiring AEP to file and 
obtain Commission approval of a disparate/adverse impact statement prior to carrying 
out proposed staffing changes during the MDP. On this point, UWUA is seeking a 
Commission requirement upon AEP to file, during the MDP, statements regarding what 
effect planned staffing changes wiU have on service delivery. AEP is correct in noting that 
UWUA's request would apply to any staff changes, not just those directly and adversely 
affected by electtic restructuring. For that reason, we agree that UWUA's request is 
somewhat over-broad. However, we do not believe such a condition upon approval of 
the EAP is unwarranted. Rather, we find it appropriate to reqture AEP to provide a 
disparate/adverse impact statement (in this docket) should the company subsequently 
determine that a reduction in the staffing level is necessary due to electiic resfructuring 
during the MDP. Moreover, we wiU require AEP to provide the Commission with aU 
terms and conditions related to the sale of corporate assets (including the sale of affiliate 
coal mines) that could have an impact on employment levels. We wiU of course be 
monitoring the service delivery and wUl take aU necessary steps to ensure that just, 
reasonable, reliable and safe electiic service is provided. Pursuant to Section 
4928.34(A) (10), Revised Code, the Commission finds that the companies' EAP, with the 
above-noted conditions, sufficiently provides severance, retraining, early retirement, 
retention, outplacement, and other assistance for the company's employees whose 
employment is affected by electiic industry restructuring. 

E. Consumer Education Plan 

Section 4928.31(A)(5), Revised Code, requires each utUity's fransition plan to include 
a consumer education plan consistent with Section 4928.42, Revised Code, and the 
applicable Commission rules. Section 4928.42, Revised Code, provides that, prior to the 
starting date of competitive retaU electiic service, the Commission shall prescribe and 
adopt a general plan by which each electric utiUty shaU provide during its MDP consumer 
education on electiic restiucturing. Utilities are required to spend up to $16 miUion in the 
first year on consumer education within their certified service territories and an additional 
$17 milUon in decreasktg amotmts over the remaining years of the MDP. As part of its 
fransition plan, AEP filed an education plan (AEP Ex. 2, Part E). AEP's education plan 
targets residential customers, small and mid-sized commercial ctistomers, elected officials. 
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commimity leaders, civic organizations, frade associations, and consumer groups (AEP Ex. 
9A, at 25). Industrial customers' needs wUl be addressed on an individual basis {Id.). A 
special effort will target low-income, special needs, and hard-to-reach customers {Id.). The 
plan also describes the methods, timelines, and spending that wiU be used for AEP's 
education campaign. Some opposition to AEP's education plan was raised by the 
Coalition for Choice in Electiicity (CCE) 26 and OCC 

As noted earlier, on November 30, 1999, the Commission issued rules for the 
electric transition plan proceedings. At that same time, the Commission adopted in Case 
No. 99-1141-EL-ORD a general plan for the electric utilities' consumer education. After the 
companies filed their tiansition plans, various intervenors filed preliminary objections. 
Separate staff reports were filed in each of the transition plan proceedings. In each staff 
report, the staff stated that the consumer education plans are consistent with the 
requirements issued by the Commission on November 30,1999.^7 After reviewing aU of 
the education plans filed in.aU of the fransition cases and after considering the objections 
and comments submitted, we found in our July 19, 2000 Finding and Order in these 
proceedings that AEP's education plan is in compUance with Section 4928.42, Revised 
Code, and we approved AEP's education plan subject to a few contingencies. First, we 
noted that, with regard to provisions for the funding of local community-based 
organizations (CBO), although we did not require funding of the CBOs, we did encourage 
AEP to provide CBO ftmding. Second, we required AEP to include an unaffiUated energy 
marketer representative on the advisory board (we aUowed AEP's operating companies 
to have a combined advisory group and a combined service territory-specific campaign). 
Third, we required that the plans for AEP include further details on how the territory-
specific campaign wUl be managed and operated, how materials and information wUl be 
disseminated, and how funds wUl be allocated to activities, as weU as other matters. 
Further, we conditioned our approval on the Commission staff's continuing supervision 
of the general and territory-specific plans as further details are developed for each of the 
consumer education programs. With the conditions to AEP's education plan set forth in 
our July 19, 2000 order, we find that AEP's fransition plan complies with Section 
4928.31(A)(5), Revised Code. Additionally, the Commission finds that the companies' 
consumer education plan sufficiently complies with Section 4928.34(A)(10), Revised Code, 

F. Independent Transmission Plan 

Section 4928.34(A)(13), Revised Code, requires that any ttansmission plan included 
in the fransition plan must reasonably compfy with Section 4928.12, Revised Code, and 
any rules adopted by the Commission unless the Commission, for good cause shown, 
authorizes the company to defer compUance untU an order is issued under Section 
4928.35(G), Revised Code.28 Pursuant to Section 4928.12(A), Revised Code, no entity shaU 
own or contiol tiansmission facUities (as defined by federal law) in Ohio as of the date of 
competitive retaU electtic service unless the entity is a member of, and transfers control of 

26 

27 

28 

The CCE group includes various marketers, low-income representatives, lEU, OCRM, OPAE, city of 
Cleveland, AMP-Ohio, and OMA. 
The staffs only recommendation for the AEP consumer education plan was the inclusion of an 
eriergy marketer representative in the advisory group. 
Section 4928.35(G), Revised Code, governs requirements for utilities that do not have an independent 
transmission plan with respect to transfer of control and operation of transmission facilities. 
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those facilities to, one or more qualifying transmission entities. Section 4928.12(B), Revised 
Code, sets forth the specifications that such entities must meet. 

Both existing federal^? and state requirements are designed to achieve the same 
key objectives for transmission service in the development of competitive wholesale and 
retail energy markets. These shared objectives include: corporate separation of 
generation and transmission, with decisions to provide service, pricing, and expansion of 
faciUties made on an independent basis from tite tiansmission provider's ownership of 
generation facilities; creation of RTOs with sufficient scope and configuration to increase 
economic supply options to customers; elimination of pancaked transmission charges 
within a single RTO; and improved reUability of tiansmission service. 

AEP's witiiess Craig Baker (AEP Exs. 6A, 6B, and 6C) explained that the company 
will satisfy the requirements of the Ohio statute by tra:nsferring control and operation, and 
ultimately ownership, of its tiansmission facilities to the Alliance RTO. The AUiance RTO is 
currently composed of FirstEnergy Corporation, AEP, Consumers Energy Company, The 
Detroit Edison Company, and Virginia Electiic and Power Company {AEP Ex. 6A at 4).30 
As presently configured, the AlUance RTO would serve a nine-state area with a population 
of approximately 26 million people and a cormected load of 67,000 megawatts (AEP Ex. 2, 
Part G at 8). The Alliance ttansmission system has connected generation capacity of 72,000 
megawatts and will be one of the largest RTOs in the nation {Id.). The FERC conditionally 
approved the AlUance RTO in December 1999, but required that the participants modify 
certain aspects of the entity's independence, governance configuration, and tariff design. 
89 FERC 161,298 (1999). AEP claims that, upon final operational implementation, the 
AlUance RTO wiU mimmize pancaked ttansmission rates within Ohio to the extent 
reasonably possible and be consistent with Section 4928.12(B)(3), Revised Code (AEP Ex. 
6C at 8). UntU the AUiance RTO is operational and the transfer has occurred, AEP 
proposes that retail customers or their suppliers use AEP's OATT to transmit power and 
energy from alternative suppliers to the customers' load (AEP Ex. 8B at 2). Thereafter, 
tiansmission service to retail customers wUl cease tmder AEP's OATT, but be offered by 
tite Alliance RTO OATT {Id.). 

Additionally, in March 2000, the FERC conditionally approved the merger between 
American Electric Power Corporation and Cenfral and South West Company. 90 FERC 
161,242 (2000). That merger ttansaction wUl also impact the ttansferring of control, 
operation, and ultimately ovraiership of AEP's tiansmission facilities to the AlUance RTO. 

Although the AUiance RTO may not be operational before customer choice 
commences in Ohio (January 1,2001), AEP asserts that the settlement wUl provide benefits 
to participants in the Ohio retail generation market (AEP Initial Br. at 69-71). The 
stipulation obUgates AEP to fransfer control and operation, and ultimately ownership, of 
AEP's transmission faciUties to a FERC-approved RTO no later than December 15, 2001 (Jt. 
Ex 1, at 5). AdditionaUy, AEP identified three fransmission-related benefits of the 
stipulation that are specific to the period of time before that RTO becomes operational: 

29 Order No. 888, FERC Stats. & Regs. % 31,089 (2000) and Order No. 2000, FERC Stats. & Regs., f 
31,036 (1996). 

30 The Dayton Power & Light Company and Illinois Power Company have also aimounced their 
intention to join the Alliance RTO. 
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(1) 

(2) 

(3) 

{Id. at 5, S). 

AEP wUl provide two full-time equivalent positions in the System 
Control Center to assist transmission uses with reservations, 
scheduling, and tagging; 
AEP or its affiliates will provide transmission services for aU power, 
including transmission of default service power and power for 
affiliated and nonaffUiated energy service providers only under the 
proposed pro forma transmission tariff; and 
AEP or its affUiates will comply with OASIS and conduct requirements 
promulgated by FERC. 

Next, AEP listed four other transmission-related benefits of the stipulation. First, 
AEP will account for partial megawatt-hours when the load served by imports across AEP 
interfaces does not result in whole megawatts (Jt. Ex. 1, at 5). Second, AEP is required to 
make a tmUateral filing at FERC to extend rollover rights to retail customers or their 
supplier, requesting an effective date of January 1, 2001 {Id.). Third, AEP wiU work with 
RTOs/ISOs and transmission-level customers to develop and implement resolutions for 
reciprocity and interface/seam issues and, if no other fiUng on this subject is made by 
September 1,2000, AEP wiU file a proposal witii the FERC {Id. at 5). Fourth, AEP wiU fund 
up to $10 million for costs imposed by PJM and/or the MISO on generation originating in 
tite MISO or PJM {Id. at 5-6). 

In SheU's reply brief it argues that the $10 miUion fimd wUl not promote 
competition because the commitment may not reach $10 mUIion in the short time period 
and because the dollars are available for only certain tiansmission costs (SheU Reply Br. at 
30). SheU estimates that the fund wiU only (at best) benefit 6 percent of the AEP load (Tr. 
m, 162-164; Shell Reply Br. at 31). 

Pursuant to Section 4928.34(A) (13), Revised Code, as an altemative to approving an 
independent transmission plan that compUes with Section 4928.12, Revised Code, the 
Commission may, for good cause shown, authorize a company "to defer compliance tmtU 
an order is issued under division (G) of section 4928.35 of ihe Revised Code." Because the 
Commission carmot determine, at this time, whether the Alliance ISO (or any other FERC-
approved RTO as allowed by the stipulation) is compliant with the requirements of Section 
4928.12, Revised Code, (due to changes that wiU occur as a result of the FERC's ongoing 
proceeding addressing the AUiance RTO, for instance), the Commission wiU defer 
approval of AEP's independent transmission plan untU the opportunity is available to 
address the changes to the FERC-approved RTO. The Commission wiU exercise this later 
decision process tiirough an order issued under Section 4928.35(G), Revised Code. We wUl 
authorize AEP to'defer compUance with this provision until an order is issued pursuant to 
Section 4928.35(G), Revised Code. 

We will, however, address SheU's arguments against Section VTII of the stipulation 
($10 miUion transmission fund). On balance, we find the $10 million ftmd to be a unique 
benefit offered by the stipulation. It is one of several beneficial aspects of the stipulation. 
WhUe on its own, this term of the stipulation may not create effective competition, it can 
(in conjunction with aU of the other terms of the plans and stipulation) collectively "jump 
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start" competition and spur the development of effective competition in AEP's territory. 
For these reasons, we reject Shell's criticism of the $10 million transmission fund. 

G. Section 4928.34rA)n4). Revised Code 

• Section 4928.34(A)(14), Revised Code, states that one of the findings the 
Commission must make in approving a utility's transition plan is that the utUity is in 
compliance with Sections 4928.01 through 4928.11, Revised Code, and any rules or orders 
adopted or issued by the Commission under those sections. We wish to make clear that 
we have a continuing obligation to ensure that the tiansition plan and its implementation 
are in keeping with the policy of the state, as set forth in these provisions of the statute. 
For example, through the monitoring of markets and enforcement with fair standards of 
competition, we intend to make, as a top priority, enforcement of the overarching policies 
of SB 3 to ensure open markets. We believe that this prerequisite is thereby satisfied. 

H. Accounting Authority 

The signatory parties also seek from the Commission the authority to implement 
various accounting enfries on the regulatory books. These requested accounting 
approvals have been identified either in the companies' filings or in the transition plan 
settlement agreement and include: 

(1) Requested amortization of regulatory assets during the MDP and 
thereafter until such regulatory assets are fully amortized. 

(2) Requested amortization (on a per kilowatt-hour basis) of regulatory 
assets as of the beguuiing of the MDP that exceed the amounts on the 
attachment to the stipulation. Such amortization wiU occur during the 
MDP and recovered through existing frozen and tmbundled rates. 

(3) Requested deferral of certain new regulatory assets actual costs, plus a 
carrying charge, as regulatory assets for future recovery in future 
distribution rates. 

(4) Addressing the issue of potential violations of Internal Revenue Code 
normalization rules witii respect to antortization or regulatory 
UabUities of investment tax credits and deferred income taxes. The 
signatory parties ask that the Commission adopt certain specific 
language found in the settlement. 

gt. Ex.1, at 4,10). 

The requested accotmting authority is reasonable and shaU be granted. 
Additionally, we will approve the following language contained in the agreement: 

The base rates in the [MDP] embodied in this opinion and order 
include the amortization of regulatory UabUities related to [investment tax 
credits] no more rapidly than ratably, and the amortization of "excess 
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deferred taxes" using the Average Rate Assumption Method in order to 
avoid any potential normalization violations. 

IV. THREE-PART TEST FOR EVALUATING STIPULATTONS 

Rule 4901-1-30,0.A.C., authorizes parties to Commission proceedings to enter uito 
stipulations. Although not binding on the Commission, the terms of such agreements are 
accorded substantial weight. See, Consumers Counsel v. Pub. Util. Comm. (1992), 64 Ohio 
St.3d 123, at 125, citing Akron v. Pub. Util. Comm. (1978), 55 Ohio St.2d 155. This concept is 
particularly vaUd where the stipulation is supported or unopposed by the vast majority of 
parties Ut the proceeding in which it is offered. 

The standard of review for considering the reasonableness of a stiptUation has been 
discussed in a number of prior Commission proceedings. See, e.g., Ohio-American Water 
Co.; Case No. 99-1038-WW-AIR Qune 29, 2000); Cincinnati Gas & Electric Co., Case No. ,91-
410-EL-AIR (April 14, 1994); Western Reserve Telephone Co., Case No. 93-230-TP-ALT 
(March 30, 1004); Ohio Edison Co., Case No. 91-698-EL-FOR et al. (December 30, 1993); 
Cleveland Electric Ilium. Co., Case No. 88-170-EL-AIR (January 30, 1989); Restatement of 
Accounts and Records (Zimmer Plant), Case No. 84-1187-EL-UNC (November 26,1985). The 
ultimate issue for our consideration is whether the agreement, which embodies 
considerable tune and effort by the signatory parties, is reasonable and should be 
adopted. In considering the reasonableness of a stipulation, the Commission has used the 
following criteria: 

(1) Is the settlement a product of serious bargaining among 
capable, knowledgeable parties? 

(2) Does the settlement, as a package, benefit ratepayers and the 
public interest? 

(3) Does the settlement package violate any important regulatory 
principle or practice? 

The Ohio Supreme Court has endorsed the Commission's analysis using these 
criteria to resolve issues in a manner economical to ratepayers and pubUc utUities. Indus. 
Energy Consumers of Ohio Power Co. v. Pub. Util. Comm. (1994), 68 Ohio St.3d 547 (citing 
Consumers' Counsel, supra, at 126). The court stated in that case that the Commission may 
place substantial weight on the terms of a stipulation, even though the stipulation does not 
bind the Commission. Id. 

AEP, OCC, tiie staff, and lEU-OH aU state that the stipulations comport witii this 
criteria (AEP Ex. 18, at 3; AEP Liitial Br. at 9-14, AEP Reply Br. at 64; OCC hiitial Br. at 12-
13; Staff Liitial Br. at 3-6; lEU-OH Br. at 3-4). SheU argues the stipulations are not in the 
public utterest (SheU Liitial Br. at 9-10). 

Based on our three-prong standard of review, we find that the first criterion, that 
the process involved serious bargaining by knowledgeable, capable parties, is met. 
Cotmsel for the appUcant and the staff, as weU as the numerous intervenors, have been 
involved in many cases before the Commission, including a number of prior cases 
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involving rate issues. Further, there have been few settlements in major case before this 
Commission in which the overwhelming majority of intervenors either supported or did 
not oppose the resolution of issues presented by the stipulations. 

The stipulations also meet the second criterion. The stipulated resolution of these 
proceedings advances the pubUc interest by resolving the extensive and complex issues 
raised in this proceeding without incurring the extensive time and expense of litigation 
that would otherwise have been required. In the case of the ANM stipulation, it wUl defer 
to an already pending proceeding the debate of pole attachments. We believe that such an 
agreement is in the interest of bringing the bigger restructuring issues to the forefront for 
resolution so that competitive choice can effectively begin on January 1, 2001. For that 
reason, we believe that the ANM stipulation advances the public interest. 

Adoption of the stipulations also reduce significantly the number of possible 
appeals, and provides additional lead time to put in place fhe mechanisms necessary to get 
the customer choice program up and rtmning. Additional evidence that the public interest 
is served by the stipulations is found in the support offered by representatives of 
residential, commercial, and industrial customers, including OCC and the Commission's 
staff. As indicated above, the agreement provides that certain rates wiU be decreased and 
the prior rate plan freezes extended. Some of the stipulations' tangible benefits include: 

(1) Freezing, for the most part, base distribution rates for an 
additional 2 years beyond the MDP for OP and three 
additional years beyond the MDP for CSP; 

(2) Absorption by both comparues of the first $40 million in 
consumer education, customer choice implementation, and 
transition plan filing costs; 

(3) Providing an additional shopping incentive of 2.5 
mUls/kilowatt-hour to the first 25 percent of the CSP 
residential class load that switches during the MDP, with the 
unused portion being credited to the RTC; 

(4) Providing assistance to transmission users with reservations, 
scheduling, and tagging for the period of time before AEP 
frarwfers confrol and operation, and ultimately ownership, of 
AEP's tiansmission facilities to an RTO; 

(5) Accounting for partial megawatt-hours when load imports 
across AEP interfaces does not result in whole megawatt-
hours; 

(6) Providing a fund (up to $10 miUion) for reimbursement of 
certain fransmission costs incurred by suppUers or customers; 

(7) Requiring the companies to reduce charges to residential 
customers during the MDP by 5 percent of ttansition costs; 
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(8) Revising tariffs and schedules to equaUze biU impacts within 
the commercial class; 

(9) Providing additional commitments to resolve interface, seam, 
and reciprocity issues impacting transmission; 

(10) Providing a credit to suppliers for consolidated biUs during the 
first year of the MDP; 

(11) Providing commercial and industrial customers only a 90-day 
advance notice of intent to switch suppliers; 

(12) For the first 20 percent of OP residential customers on its 
standard service offer, charging no RTC when they switch 
between 2006 and 2007; and 

(13) Negotiating with signatory marketers (as weU as Shell) 
regarding a load shaping service. 

g t E x . l ) . 

We believe that the terms of these agreements, considered in their totality, provide 
a sufficient basis for concluding that the settlement is in the pubUc interest. Although it 
wUl undoubtedly take some time for a fuUy competitive electric retail market to develop, 
the stipulations presented in this proceeding provide an opportunity to "jump start" the 
market by providing fhe resources necessary for retail customers to begin to shop for 
competitive generation services. For all these reasons, we find that the stipulations should 
be approved, subject to the modifications and clarifications described above. 

Finally, the stipulations meet the third criterion because they do not violate any 
important regulatory principle or practice. Indeed, the agreements balance the interests of 
a broad range of parties that represent a diverse specfrum of views. As indicated in the 
description of stipulations provided above, the stipulations provide substantial benefits to 
aU customer classes and shareholders. Further, the policies of the state embodied in SB 3 
will be implemented more quickly and efficiently than would otherwise be possible. 

V. GROSS RECEIPTS/EXCISE TAX ISSUE 

As part of their applications in these cases, the comparues have included a pubUc 
utilities excise tax credit rider. The companies mtend that the credit rider become effective 
on April 30,2002, the date on which the companies contend that ratepayer liabUity for the 
public utiUty excise tax ends. Prior to the effective date of the credit rider, the companies 
would coUect through their respective rates an amount, which specifically represents the 
ratepayers' obligation for this tax. On the effective date of the pubUc utiUties excise tax 
credit rider, each of the companies wiU begin crediting back to their customers that 
amount included in their respective rates representing the pubUc utiUties excise tax. The 
parties opposing the companies with regard to this issue (staff, OCC, and lEU-Ohio) argue 
that the companies wiU have recovered this tax expenditure fuUy by April 30, 2001. 
Therefore, it is the position of these parties that the pubUc utiUties excise tax credit rider 
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should become effective on AprU 30, 2001. As noted earlier, the parties signing the 
stipulation in this case have reserved this issue for Commission decision. 

The companies note that the public utilities excise tax is popularly referred to as the 
"gross receipts tax". The companies state that, contrary to this popular usage, the tax is not 
a"gross receipts" tax, but an "excise" tax. That is, the tax is not a tax on the gross receipts 
of utility companies but an assessment on the particular utiUty company for the privilege 
of doing business in a particular year, referred to as the privilege year. The amount of the 
tax is determined by the gross receipts of the particular utility for the year immediately 
prior to the privilege year, referred to as the measurement year. Because the amount of 
the gross revenues is not determined until the end of the measurement year, the 
comparues argue that it is not possible for fhe companies' customers to have paid the tax 
for a particular privilege year untU after the measurement year has expired. 

Earl Goldhammer, a witiiess for AEP, testified that SB 3 provides for the final year 
for which electiic utiUties wiU be liable for the pubHc utiUty excise tax. Mr. Goldhammer 
further testified that, under SB 3, Ohio electiic companies' final armual pubUc utiUty excise 
tax reports wiU be fUed on or before August 1, 2001. These reports are for the privilege 
year May 1,2001 through AprU 30 2002. Mr. Goldhammer notes that the last public utiUty 
excise tax Uen attaches on May 1,2001. According to Mr. Goldhammer, the report each of 
the companies files wiU indicate that company's taxable gross receipts for the preceding 
twelve months-May 1, 2000 through AprU 30, 2001. The tax the Tax Commissioner 
assesses is 4.75 percent times the taxable gross receipts during the measurement period ~ 
May 1, 2000 through AprU 30, 2001. In accordance with statutory law, in December 2001, 
any tax deficiency or refund based on the assessment wiU be paid by or to the companies 
(Tr.n,8). 

Mr. Goldhammer argues that AEP does not become exempt from the pubUc utiUty 
excise tax untU the end of the privilege year endUtg AprU 30, 2002. Further. Mr. 
Goldhammer states the companies' tax liabiUty for the last privilege year is not fixed as the 
companies receive rate payments from customers during the May 1, 2000 - April 30, 2001 
measurement period. The intent of the General Assembly that the elecfric companies' 
pubUc utiUty excise tax obligation continues through April 30, 2002 is evidenced, Mr. 
Goldhammer concludes, by the manner in which the liabiUty for the new corporate 
franchise tax was implemented. The companies contend that it is recognition of the fact 
that electric utUities wUl be paying the existing public utility excise tax for the privilege of 
doing business and owning property in Ohio through AprU 30, 2002, i.e. one third of the 
privilege year, that the payment the General Assembly requires for the 2002 franchise tax 
year equals only two-thirds of the tax liability for 2002. {Id. at 5). 

As a corollary to the above arguments, the companies cite Section 4928.34(A)(6), 
Revised Code, as follows: 

To the extent such total armual amotmt of the tax-related adjustment is 
greater than or less than the comparable amount of the total annual tax 
reduction experienced by the elecfric utUity as a result of fhe provisions of 
Sub. S.B. No. 3 of the 123rd General Assembly, such difference shaU be 
addressed by the Coirunission through accounting procedures, refunds, or 
an annual surcharge or credit to customers, or through other appropriate 
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means to avoid placing the financial responsibUity for the difference upon the 
electric utiUty or its shareholders (Emphasis added.) 

Because the companies are required to pay the public utility excise tax until April 30,2002, 
they argue, it is dear that the Ohio General Assembly intended that their shareholders be 
held harmless for the amounts the companies owe after April 30, 2001. 

In their brief, the companies note that Sections 5727.33(A) and (B), Revised Code, 
provide that the tax is based on "the entire gross receipts actually received from aU 
sources", excluding receipts derived wholly from interstate commerce, from business done 
for or with the federal government, from the sale of merchandise, and from sales to other 
pubUc utiUties. AEP argues that not only are rentals and other operating and non-
operating receipts includable gross receipts for purposes of calculating the pubUc utility 
excise tax, but not aU of the gross receipts from Ohio jurisdictional utiUty service derive 
from rates which are based, in part, on recovery of a test year level of that tax expense. 
William Forrester, a witness for the companies, testified that when the companies' electric 
fuel component (EEC) increases, that increase causes an increase in the companies' public 
utility excise tax expense, but there is no automatic change to base rates to compensate for 
this increased pubUc utUity excise tax expense (AEP Ex. 9D at 5). Consequently, the 
companies' note their EEC rates have fluctuated since a test year level of pubUc utiUty 
excise tax was determined in their most recent base rate cases, there has been a breach in 
the relationship between gross receipts from jurisdictional service and any assumed 
amount that customers pay in their rates for this tax expense. The comparues also argue 
that even the Staff recognized that the disconnect caused by EFC revenues has an impact 
on the companies' public utility excise tax obligation and is not buUt into base rates as part 
of the test year excise tax expense (Tr. II, 83,114). 

Finally, the companies cite this Commission's decision in the FirstEnergy fransition 
plan cases for the proposition that this Commission has already determined this issue in 
the companies' favor. In AEP's view, the Commission adopted in FirstEnergy, supra, a 
stipulation pursuant to which fhe companies can recover from ratepayers amounts 
representmg the public utilities excise tax through April 30,2002. 

For the most part, the three parties opposing AEP with regard to this issue, staff, 
OCC, and lEU-Ohio, find no fault with the facts as set forth above. These parties agree 
that the tax is not in reality a "giross receipts tax", but an excise tax. The parties also agree 
with the companies' description of the method used to determine and assess the tax. The 
parties agree that the tax is an appropriate expense in the privilege year. The parties 
further agree that the companies' public utiUty excise tax obligation continues through 
April 30,2002. The parties agree to the above, but consider these matters irrelevant to the 
issue at hand. According to staff, OCC, and BEU-Ohio, the issue to be resolved by the 
Commission in these proceedings is the liabUity of the companies' ratepayers for payment 
of the public utUity excise tax through AprU 30, 2002. "These parties contend that the 
ratepayer's UabiUty ends on AprU 30,2001. 

The issue as viewed by staff, OCC, and EEU-Ohio is primarily a question not of tax 
law, but of regulatory law. These parties, looking at the Commission's ratemaking 
process, argue that the ratepayers have paid through the rates charged by the companies 
in the "measurement year" amounts representing the companies' pubUc utility excise tax 
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obUgation for the subsequent privilege year. That is to say, the companies' ratepayers 
have furnished the companies' monies in the year 2001 to reflect the companies' public 
utility excise tax obligation in the privilege year ending April 30, 2002. According to staff, 
if rates were intended merely to repay the companies for current expenditures for the 
pubUc utiUty excise tax, aU that would be required would be the inclusion of the current 
year's payments in the cost of service. The ratemaking tteatment could have stopped at 
that point. It did not and so staff argues that the current payments for the tax were 
included in the cost of service calculation, but the revenue increase was also "grossed up" 
explicitly to reflect this tax. In fact, staff notes, the Commission, in arriving at the rate to 
be charged by a company seeking a rate increase, also calculates the "tax on tax" effect, le., 
the Commission recognizes that the revenues provided to a company to pay the gross 
receipts tax will themselves be subject to the tax (Staff Ex. 1, at 3). TTie Commission would 
not have made these calculations, staff argues, if the Commission's only concern was to 
recompense the company for the then-current (test year) tax expenditure since the test 
year tax expenditure was not affected, by the increase. Nor, staff argues, did the 
Commission make these calculations to reflect the next year's tax expenditture since the 
increased revenues the companies enjoyed in first year after an increase did not have an 
impact on the companies' tax payments untU the following year. Staff contends that 
because the rates are calculated to meet a company's cost of service and then grossed up 
to include the ultimate tax, the rates provide not the return of a fixed dollar value, but 
rather a percentage of whatever the revenues are. Each dollar, staff argues, includes the 
tax that wUl ultimately be owed. Staff concludes, therefore, that the ratepayers' tax 
obligation tracks the payments made dollar-for-dollar and in advance. Because the 
companies' revenues, grossed up to include the ultimate tax increase before the taxes 
increase, staff argues, it is clear, as a matter of fact, that ratepayers prepay this tax expense. 
OCC's analysis and conclusions with regard to this coincide with those of staff in regard to 
the ultimate merits of the companies' proposed specific recovery of fhe public utUity excise 
tax obligation through a tariff rider. BEU-Ohio states that, on balance, it believes staff and 
OCC have the better of the argument. 

Staff is not persuaded by the companies' arguments regarding the Commission's 
decision in the FirstEnergy ttansition plan cases. Staff notes that the FirstEnergy 
settlement is a so-caUed "blackbox" settlement. That is, FirstEnergy will obtain certain cash 
flows without agreement as to what those flows represent. In Staffs opinion, FirstEnergy 
could allocate more of these cash flows to excise taxes and lower its earnings or not. Staff 
is Uidifferent to FirstEnergy's choice because, as staff views the matter, there are no new 
monies exfracted from the ratepayers and the "blackbox" settiement values are 
reasonable, in and of themselves, without any specific recovery of the public utiUties' 
excise tax. However, staff notes, in the AEP situation, the companies seek additional cash 
flows from the ratepayers specifically for this excise tax. Staff opposes the companies 
recovering additional cash flows representing a specific recovery of this excise tax as a 
double recovery of this expense item. 

OCC argues that the companies' position regarding base rates not fuUy recovering 
the gross receipts tax associated with fuel revenues or regarding base rates not always 
fully recovering gross receipts tax expenses are not relevant to the issue with regard to the 
date ratepayer ftmding of the Ohio gross receipts tax must cease. OCC notes there is no 
dispute that the tax expense embedded in base rates does not track changes in the 
companies' respective EFC-related revenues or that base rates do not always fully recover 
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gross receipts tax expenses. However, if under-recoveries of the pubUc utilities excise tax 
had been a serious problem over the years since the companies' last rate cases, OCC 
argues, they should have sought rate relief. 

The issue-before us is purely one of fact, i.e., when does the UabiUty of the 
companies' ratepayers for the public utility excise tax end. The companies' position is that 
the obligation of ratepayers to fund this tax ends on April 30, 2002. Staffs position with 
regard to this question is that ratepayers' obligation to fund the tax terminates on April 30, 
2001. Of the two positions before us, the Commission finds staffs position to be the more 
reasonable. As staff argues the Commission's rate case process "grosses up" the revenues 
awarded in a rate proceeding to include the tax effect of the rate increase aUowed by the 
Commission. Through the rate case process, the Commission even accotmts for the 
increase in gross revenues caused by the tax itself, the so-called "tax on tax" effect. Thus, as 
argued by staff and OCC, the companies' customers pay in the measurement year 
amounts representing the companies pubUc utiUties tax obUgation in the subsequent 
privilege year. For the purposes of illustration, assume that the measurement year for the 
public utilities excise tax is 2000 and the privUege year is 2001. If the Comrrussion granted 
the comjpanies a rate increase effective January 1, 2000, the ratepayers would be paying 
for the whole year of 2000, the measurement year, an amount that represents the 
companies' pubUc utiUties tax obligation for the privilege year of 2001. It is clear the 
ratepayers are not paying the companies' pubUc utiUties tax obligation for the privilege 
year of 2000 in 2000. The measurement year for privUege year 2000 is 1999. In 1999, the 
rate increase was not in effect. 

We do not find the companies' arguments related to our adoption of the stipulation 
in the FirstEnergy tiansition plan cases to be relevant to the resolution of any issue before 
us in these cases. Stipulations are filed in a myriad of cases before this Commission for a 
number of different reasons. Sometimes a party is unsure how a particular issue wUl be 
resolved by the Commission so it wiU reach agreement with the other parties in the case 
on that issue, often giving up something in return, through the vehicle of a stipulation. 
Sometimes, in so-called "black box" stipulations, doUar figures wUl be agreed to and each 
of the parties may claim victory as to the same issue. Sometimes various issues are 
compromised just to reach settlement on issues vital to one or more of the parties. In 
adopting stipulations, the Commission views the stipulation as a whole; we do not, for the 
most part, dissect the document approying some pieces and rejecting others. If we find 
that the stipulation on balance is reasonable, we wUl generaUy adopt the stipulation. In 
making our determination, we use the three-part test delkieated earlier. 

In adopting the stipulation in the FirstEnergy fransition plan cases, we were not 
passing favorably or negatively on the resolution of any particular issue contained in the 
stipulation. We found that the stipulation as a whole met the three-part and was 
reasonable. The case before us is the first case requiring a decision on the issue of 
ratepayer responsibUity for a company's public utiUty excise tax obligation beyond April 
30, 2001. Contrary to the arguments of the companies, our decision with respect to this 
issue in the cases now before us is not influenced by our decision in the FirstEnergy 
transition plan cases. Based upon the above findings, we are directing the companies to 
implement the public utilities excise tax credit rider in their respective transition plans to be 
effective AprU 30,2001. 

000000195 



99-1729-EL-ETP and 99-1730-EL-ETP -45-

VI. FILED MOTIONS 

A. Motions to Reject Transition Plans as Inadequate 

On January 14 and 18, 2000, OCC and CCE each filed motions to reject the 
transition plans of AEP. Both argued that the plans should be rejected, pursuant to Section 
4928.31(A), Revised Code, because the plans contain a number of substantive deficiencies 
that needed to be corrected and/or require plan refiling. Section 4928.31(A), Revised 
Code, grants the Commission authority to reject a plan or to require refiling in whole or 
in part of any substantiaUy inadequate traitsition plan. Rule 4901:1-20-14, O.A.C, states 
that the Commission shall conduct an adequacy review of transition plan filings within 30 
days and notify the utiUty of any inadequacies or if refiling is deemed necessary. If no 
ruling is issued in that 30-day period, the ttansition plan application is deemed minimally 
adequate. In these proceedings, the Commission did not require AEP to refile or notify it 
of inadequacies in the first 30-day period. Thus, by virtue of the rule, the transition plan 
applications were deemed minimally adequate. We, therefore, find that the motions to 
reject the transition plans were, in effect, already ruled upon (and denied). 

B. OCTA Motion to Intervene and Subsequent Conditional Withdrawal 

As noted earlier, the OCTA filed a motion to intervene in these proceedings on the 
ground that AEP proposed pole attachment tariffs that were improper. However, OCTA 
filed two days later a notice of conditional withdrawal of its intervention request, stating 
that, if the Commission accepte AEP's subsequent request to withdraw its originally 
proposed pole attachment tariffs, OCTA wUl withdraw its motion to intervene in these 
proceedings. OCTA stated grounds for intervention in these proceedings. Inasmuch as 
we accept AEP's withdrawal of its originaUy proposed pole attachment tariffs (by virtue of 
our acceptance of the proposed stipulations and AEP's vnthdrawal of new pole attachment 
provisions), we conclude that the condition precedent to OCTA's withdrawal from these 
proceedings has taken place and, therefore, we grant OCTA's withdrawal from these 
proceedings. 

C Motion for Protective Order 

On December 30,1999, as supplemented on January 18, 2000, AEP filed a motion 
for a protective order with respect to 70 pages of its transition plan filing. AEP filed the 
utformation under seal with our docketing division. AEP argues that the information is 
highly proprietary, competitively sensitive, and confidential. Additionally, the companies 
state that the information is a trade secret, as defined in Section 1333.61(D), Revised Code. 
They request a protective order, pursuant to Rule 4901-1-24(D), O.A.C., for fhe following: 

(1) Three pages of the direct testimony of Edward Kahn (AEP Ex. 12, 
Attach. EPK-2). Those pages reveal: historic and forecasted operation 
and maintenance expenses by generating uitit and a forecast of heat 
rates by generating unit. 

(2) Projected emission allowance balances for the years ending 1999 and 
2000 (AEP Ex. 2, Part F). 
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(3) Two attachments to the direct testimony of OUver Sever (AEP Ex. 23, 
Attach. OJS-1 and OjS-2). Those pages address historic and forecasted 
fixed and variable operating and maintenance expenses by generating 
unit and projected fuel costs by generating tmit. 

(4) Study regarding customer switching (AEP Ex. 2, Part H). 

At the hearing, the same information was placed into the record, as AEP Exhibit 4. 
We find AEP's motion for a protective order to be reasonable. In accordance with Rule 
4901-1-24(F), O.A.C, our docketing Division shall maintain these items under seal for a 
period of 18 months from the date of this decision. Any party wishing to extend this 
confidential treatment should file an appropriate motion at least 45 days in advance of the 
expiration of the protective order. 

D. Motion for CompUance Tariff Review Process 

On Jtme 27,2000, CCE filed a motion for a "compUance tariff fiUng, service, review, 
and comment procedures" in these fransition plan proceedings, as weU as the other 
pending tiansition plan dockets. The motion states that, because of the broad-sweeping 
changes that wUl be subject to the provisions of the tariffs ultimately approved in these 
proceedings, it is necessary to aUow interested parties adequate time to review and 
comment of the proposed tariffs prior to final approval. CCE requests that the 
Commission order each of the applicants in the fransition plan cases to serve tariffs and 
associated workpapers simultaneous with their filing with the Commission. CCE asks 
that a two-week period be provided after the date of receipt of the tariffs and workpapers 
in order for intervenors to review the documents and submit comments to the 
Commission for its consideration prior to approval of the tariffs. 

CCE's motion shall be granted, subject to modification. We believe that, kistead of 
receiving formal filings with respect to FirstEnergy's compliance tariffs, a more informal 
process wUl be beneficial to aU interested parties. Accordingly, the comparues and other 
interested parties should observe the following timelines for disttibuting and reviewing 
AEP's proposed tariffs pursuant to this decision: (1) within 14 days foUowing the issuance 
of this decision, AEP should distribute (via electronic mail, fax, or ovemight delivery) to aU 
intervenors a working draft of its proposed compliance tariffs, as weU as associated 
workpapers and UNB schedules that reflect the rates embodied in the compliance tariffs; 
(2) within 14 days thereafter, interested parties should circulate (via electronic maU, fax, or 
overnight delivery) comments to AEP and the staff regarding the working draft^i; and (3) 
within 14 days thereafter, AEP shaU formally fUe its proposed tariffs in the form of an 
application for approval of compliance tariffs. 

FUially, to the extent any other motions or objections have been raised and they 
were not directly addressed above, they are denied. 

2^ Neither the working draft nor the informal comments are to be filed formally in the dockets of these 
proceedings. 
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FINDINGS OF FACT AND CONCLUSIONS OF LAW: 

(1) On December 30, 1999, CSP and OP filed fransUion plan 
applications, as weU as applications for receipt of transition 
revenues. AEP supplemented those filings on January 14 and 
February 28, 2000. 

(2) A technical conference was conducted on January 10,2000, and 
preUminary objections were filed on February 10, 11, 14 and 
15,2000. 

(3) A procedural/settlement conference was conducted on March 
3,2000. On March 28,2000, the Staff Report of Exceptions and 
Recommendations was filed. AEP made a supplemental filing 
on April 18, 2000 in accordance with the attomey examiner's 
directive. A second prehearing conference was conducted on 
AprU 28,2000. 

(4) Intervention was granted to a number of parties. On May 8, 
2000, a Stipulation and Recommendation was fUed by AEP, the 
Commission staff, APAC, Columbia Energy companies, 
Enron, NewEnergy, WPS, Exelon, lEU-Ohio, Kroger, MAPSA, 
NEMA, OCC, OCRM, OHA, OPAE, OREC, Sfrategic, WSOS, 
ODOD, and OMA. The stipulation purports to resolve aU 
issues in these proceedings, except for one issue related to 
AEP's proposed gross receipts/exdse tax rider. Dynegy and 
OEC later stated that they do not oppose the stipulation. 

(5) Evidentiary hearings were conducted on May 9 and 31 and 
June 7, 8, and 12, 2000. Local pubUc hearings were held on 
June 5, 2000, in East Liverpool and on June 22, 2000, • in 
Columbus, Ohio. AEP filed proof of the newspaper notices it 
provided for the filing of the ttansition plan applications and 
for the pubUc hearings, in accordance vytith Commission 
directives. 

(6) On June 19, 2000, AEP and ANM filed a second settlement' 
agreement in these dockets. 

(7) AEP's fransition plans, as modified by the settlement 
agreement described above, satisfy the 15 prerequisites set 
fortii in Section 4928.34(A), Revised Code, to the extent set 
forth herein. 

(8) Under the stipulations, CSP can recover $191,156,000 as 
transition costs during the MDP. OP can recover $425,230,000 
as fransition costs during the MDP. 
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(9) The stipulations provide appropriate shopping incentives to 
achieve a 20 percent load switching as contemplated by 
Section 4928.40(A), Revised Code. 

(10) AEP's fransition plans, as modified by the settlement 
agreements, satisfies the requirements of SB 3, and are 
approved for the reasons and to tiie extent set forth herein. 

(11) Our docketing division shall maintain the items filed under 
seal on January 18, 2000, and AEP Exhibit 4 for a period of 18 
months from the date of this decision. Any party wishing to 
extend this confidential treatment should file an appropriate 
motion at least 45 days in advance of the expiration of the 
protective order. 

-48-

ORDER: 

It is, therefore, 

ORDERED, That AEP's transition plans and the settlement agreements filed on 
December 30,1999 and May 8, 2000, respectively, are approved, to tiie extent set forth 
herein, and subject to final approval of AEP's compliance tariffs. It is, further, 

ORDERED, That the tariff amendments and accounting authority requested by AEP 
are approved in accordance with the discussion set forth in this Opirtion and Order. It is, 
further, 

ORDERED, That CCE's motion for a compUance tariff review process is granted in 
parti AEP and other interested intervenors shall follow the timelines for informal review 
and comments with respect to the companies' compUance tariffs, and AEP shaU file an 
application for approval of compUance tariffs in accordance with the directives set forth in 
this Opinion and Order. It is, further, 

ORDERED, That AEP's request for a protective order is granted. It is, further, 

ORDERED, That our Docketing Division shall maintain the items filed under seal on 
January 18, 2000, and AEP Exhibit 4 for a period of 18 months from the date of this 
decision. Any party wishing to extend this confidential treatment should fUe an 
appropriate motion at least 45 days in advance of the expiration of fhe protective order. It 
is, further, 

ORDERED, That OCTA's request to intervene and subsequent request to withdraw 
from these proceedUigs are granted. It is, further. 
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record. 
ORDERED, That a copy of this Opinion and Order be served upon aU parties of 

THE PUBLIC iS COMMISSION OF OHIO 

. Schriber, Chairman 

^ Juditi iA.Jon^ 

/ • ' ' "V^ a ig A. Glazer — ^<^^7^.^ 

GLP/SJD;geb 

Entered in the JournSi 

SEP 2 8 2080 

GaV̂  E. VigorT 
Secretary 

000000200 



BEFORE 

THE PUBUC UTILITIES COMMISSION OF OHIO 

In fhe Matter of the Commission Review of ) 

flie Capacity Charges of Ohio Power ) Case No. 10-2929-EL-UNC 
Company and Columbus Southern Power ) 
Company. ) 

OPINION AND ORDER 

The Commission, coming now to consider the evidence presented in this proceeding, 
the franscripts of the hearing, and briefs of the parties, hereby issues its opinion and order. 

APPEARANCES: 

Steven T. Nourse, Matthew J. Satterwhite, and Yazen Alami, American Elecfric 
Power Service Corporation, One Riverside Plaza, 29th Floor, Columbus, Ohio 43215, Porter, 
Wright, Morris &. Arthur, LLP, by Daniel R Conway and Christen M. Moore, 41 South High 
Sfreet, Columbus, Ohio 43215, and Quinn, Emanuel, Urquhart & SuUivan, LLP, by Derek L. 
Shaffer, 1299 Pennsylvania Avenue NW, Suite 825, Washington, D.C. 20004, on behalf of 
Ohio Power Company. 

Mike DeWine, Ohio Attomey General, by John H. Jones, Assistant Section Chief, and 
Steven L, Beeler, Assistant Attomey General, 180 East Broad Stteet, Columbus, Ohio 43215, 
on behalf of the Staff of tite PubUc UtUities Commission of Ohio. 

Bruce J. Weston, Ohio Consumers' Counsel, by Kyle L. Kern and Melissa R. Yost, 
Assistant Consumers' Counsel, 10 West Broad Sfreet, Suite 1800, Columbus, Ohio 43215, on 
behalf of the residential utility consumers of Ohio Power Company. 

Boehm, Kurtz & Lowry, by David F. Boehm, Michael L. Kurtz, and Jody M. Kyler, 36 
East Seventh Sfreet, Suite 1510, Cincinnati, Ohio 45202, on behalf of the Ohio Energy Group. 

Taft, Stettinius & HoUister LLP, by Mark S. Yurick and Zachary D. BCravitz, 65 East 
State Sfreet, Suite 1000, Coltunbus, Ohio 43215, on behalf of The Kroger Com^pany. 

McNees, Wallace & Nurick LLC, by Samuel C. Randazzo, Frank P. Darr, and 
Joseph E. OBker, 21 East State Sfreet, T7fh Floor, Columbus, Ohio 43215, on behalf of 
Industiial Energy Users-Ohio. 

Vorys, Sater, Seymour & Pease LLP, by M. Howard Petricoff and Lija Kaleps-Qark, 
52 East Gay Sfreet, P.O. Box 1008, Columbus, Ohio 43216, on behalf of Constellation 
NewEnergy, Inc. and ConsteUation Energy Commodities Group, Inc. 
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Vorys, Sater, Seymour & Pease LLP, by M. Howard Petticoff and Lija Kaleps-Clark, 
52 East Gay Stieet, P.O. Box 1008, Columbus, Ohio 43216, on behaH of Direct Energy 
Services, LLC and Direct Energy Business, LLC. 

Vorys, Sater, Seymour & Pease LLP, by M. Howard Petricoff and Lija Kaleps-Qark, 
52 East Gay Sfreet, P.O. Box 1008, Columbus, Ohio 43216, on behalf of the RetaU Energy 
Supply Association. 

Vorys, Sater, Seymour & Pease LLP, by M. Howard Petricoff and Lija Kaleps-Clark, 
52 East Gay Sfreet, P.O. Box 1008, Columbus, Ohio 43216, Eimer Stahl LLP, by David M. 
Stahl, 224 South Michigan Avenue, Suite 1100, Chicago, Ulinois 60604, and Sandy I-ru 
Grace, 101 Constitution Avenue NW, Suite 400 East, Washington, D.C. 20001, on behalf of 
Exelon Generation Company, LLC. 

Mark A. Hayden, FirstEnergy Service Company, 76 South Main Sfreet, Akron, Ohio 
44308, Calfee, Halter & Griswold, LLP, by James F. Lang, Laura C. McBride, and N. Trevor 
Alexander, 1400 KeyBank Center, 800 Superior Avenue, Cleveland, Ohio 44114, and Jones 
Day, by David A. KutUc and Allison E. Haedt, 901 Lakeside Avenue, Qeveland, Ohio 44114, 
on behalf of FirstEnergy Solutions Corp. 

Bricker & Eckler LLP, by Thomas J. O'Brien, 100 Soutii Thhrd Sfreet, Coltunbus, Ohio 
43215, and Richard L. Sites, 155 East Broad Sfreet, 15th Floor, Columbus, Ohio 43215, on 
behalf of fhe Ohio Hospital'Association. 

Bricker & Eckler LLP, by Lisa G. McAlister, 100 South Thfrd Stieet, Coltunbus, Ohio 
43215, on behalf of the Ohio Manufacturers' Association 

Jeanne W. Kingery and Amy B. SpUler, 139 East Fourth Sfreet, Cincinnati, Ohio 
45202, on behalf of Duke Energy RetaU Sales, LLC and Duke Energy Commercial Asset 
Management, Inc. 

Whitt Sturtevant LLP, by Mark A. Whitt, Andrew J. CampbeU, and Melissa L. 
Thompson, PNC Plaza, Suite 2020, 155 East Broad Sfreet, Coltunbus, Ohio 43215, and 
Matthew White, 6100 Emerald Parkway, Dublm, Ohio 43016, on behalf of Interstate Gas 
Supply, Inc. 

BaUey CavaUeri LLC, by Dane Stinson, 10 West Broad Sfreet, Suite 2100, Columbus, 
Ohio 43215, on behalf of the Ohio Association of School Business Officials, Ohio School 
Boards Association, Buckeye Association of School Admirusfrators, and Ohio Schools 
CouncU. 
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Kegler, Brown, HUl & Ritter, LPA, by Roger P. Sugarman, 65 East State Sfreet, Suite 
1800, Columbus, Ohio 43215, on behalf of the National Federation of Independent Business, 
Ohio Chapter. 

BeU & Royer Co., LPA, by Barth E. Royer, 33 Soutii Grant Avenue, Columbus, Ohio 
43215, on behalf of Dominion RetaU, Inc. 

Ice MiUer LLP, by Christopher L. MUler, Asim Z. Haque, and Gregory H. Dunn, 250 
West Sfreet, Columbus, Ohio 43215, on behalf of the Association of Independent Colleges 
and Universities of Ohio. 

Ice MiUer LLP, by Asim Z. Haque, Christopher L. MiUer, and Gregory H. Dunn, 250 
West Sfreet, Columbus, Ohio 43215, on behalf of the city of Grove Qty, Ohio. 

OPIMION: 

L HISTORY OF THE PROCEEDING 

On November 1, 2010, American Elecfric Power Service Corporation (AEPSC), on 
behalf of Coltunbus Southern Power Company (CSP) and Ohio Power Company (OP) 
(jointly, AEP-Ohio or the Company),^ filed an appUcation with the Federal Energy 
Regulatory Commission (FERC) in FERC Docket No. ERll-1995. On November 24,2010, at 
tiie dfrection of FERC, AEPSC refUed the appUcation in FERC Docket No. ERll-2183 (FERC 
filing). The appUcation proposed to change the basis for compensation for capacity costs to 
a cost-based mechanism, pursuant to Section 205 of the Federal Power Act (FPA) and 
Section D.8 of Schedule 8.1 of the ReliabiUty Assurance Agreement (RAA) for the regional 
fransmission organization (RTO), PJM Interconnection, LLC (PJM), and included proposed 
formula rate templates under which AEP-Ohio would calculate its capacity costs. 

On December 8, 2010, the Commission fotmd that an investigation was necessary in 
order to determine the impact of the proposed change to AEP-Ohio's capacity charge. 
Consequently, the Commission sought public comments regarding the foUowing issues: (1) 
what changes to the current state compensation mechanism are appropriate to detemnine 
AEP-Ohio's fixed resource requirement (FRR) capacity^ charge to Ohio competitive retaU 
electric service (CRES) providers, which are referred to as alternative load serving entities 
(LSE) within PJM; (2) the degree to which AEP-Ohio's capacity charge is currentiy being 
recovered through retail rates approved by the Conunission or other capacity charges; and 
(3) the impact of AEP-Ohio's capacity charge upon CRK providers and retaU competition 
in Ohio. The Commission invited aU interested stakeholders to submit written comments in 

^ By entry issued on March 7, 2012, the Commission approved and confirmed the merger of CSP into OP, 
effective December 31, 2011. In the Matter of the Application of Ohio Power Company and Coliimhus Southern 
Power Company for Authority to Merge and Related Approvals, Case No. 10-2376-EL-TJNC. 
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the proceeding within 30 days of issuance of the entry and to submit reply comments within 
45 days of the issuance of the entry. AdditionaUy, in Hght of the change proposed by AEP-
Ohio, the Conunission expUdtiy adopted as the state compensation mechanism for the 
Company, during tihe pendency of the review, the current capacity charge established by 
the three-year capacity auction conducted by PJM based on its reliabiUty pricing model 
(RPM). 

On January 20,2011, AEP-Ohio filed a motion to stay the reply comment period and 
to establish a procedural schedule for hearing. In the altemative, AEP-Ohio requested an 
extension of the deadline to file reply comments until January 28, 2011. In support of its 
motion, AEP-Ohio asserted that, due to the recent rejection of its application by FERC based 
on the existence of a state compensation mechanism, it wotild be necessary for the 
Commission to move forward with an evidentiary hearing process to establish the proper 
state compensation mechanism, AEP-Ohio argued that, in fight of this recent development, 
tihe parties needed more time to file reply comments. 

By entry issued on January 21, 2011, tiie attomey examiner granted AEP-Ohio's 
motion to extend the deadline to file reply comments and established the new reply 
comment deadline as February 7, 2011. The January 21, 2011, entry also determined that 
AEP-Ohio's motion for the Commission to establish a procedural schedule for hearing 
would be coitsidered after the reply comment period had concluded. 

On January 27, 2011, in Case No. 11-346-EL-SSO, et al. (11-346), AEP-Ohio filed an 
application for a standard service offer (SSO) pursuant to Section 4928.141, Revised Code.^ 
The application was for an electiic security plan (ESP) in accordance with Section 4928.143, 
Revised Code. 

Motions to intervene in the present case were fUed and intervention was granted to 
the following parties: Ohio Energy Group (OEG); Industiial Energy Users-Ohio (lEU-Ohio); 
Ohio Consumers' Counsel (OCC); Ohio Partners for Affordable Energy (OPAE)^; Ohio 
Manufacturers' Association (OMA); Ohio Hospital Association (OHA); Direct Energy 
Services, LLC and Direct Energy Business, LLC (jointly. Direct Energy); Constellation 
Energy Commodities Group, Inc. and ConsteUation NewEnergy, Inc. (jointiy, 
ConsteUation); FirstEnergy Solutions Corp. (FES); Duke Energy RetaU Sales, LLC and Duke 
Energy Commercial Asset Management, Inc. (jointly, Duke); Exelon Generation Company, 
LLC (Exelon); Interstate Gas Supply, Inc. (IGS); RetaU Energy Supply Association (RESA); 

In the Matter of itie Application of Columbus Southern Power Company and Ohio Power Company for Authority to 
Establish a Standard Service Ojfer Pursuant to Section 4928.143, Revised Code, in the Fann of an Electric Security 
Plan, Case Nos. 11-346-EL-SSO and 11-348-EL-SSO; In the Matter of the Application of Columbus Southern 
Power Company and Ohio Power Company for Approval of Certain Accounting Authority, Case Nos. 11-349-EL-
AAM and 11-350-EL-AAM. 
On November 17,2011, OPAE filed a notice of ivithdrawal from this case. 
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Ohio Association of School Business Officials, Ohio School Boards Association, Buckeye 
Association of School Adminisfrators, and Ohio Schools CouncU (coUectively, Schools); 
OMo Farm Bureau Federation (OFBF); The Kroger Company (Kroger); Ohio Chapter of the 
National Federation of Independent Business (NFIB); Domiition RetaU, Inc. (Dominion 
RetaU); Association of Independent CoUeges and Universities of Ohio (AICUO); city of 
Grove City, Ohio (Grove City); and Ohio Construction Materials Coalition (OCMQ.^ 

Initial comments were filed by AEP-Ohio, lEU-Ohio, OMA, OHA, ConsteUation, 
Direct Energy, OEG, FES, OPAE, and OCC. Reply comments were filed by AEP-Ohio, 
OEG, ConsteUation, OPAE, FES, and OCC. 

By entry issued on August 11, 2011, the attomey examiner set a procedural schedule 
in order to establish an evidentiary record on a proper state compensation mechanism. The 
evidentiary hearing was scheduled to commence on October 4, 2011, and interested parties 
were directed to develop an evidentiary record on the appropriate capacity cost 
pricing/recovery mechanism, including, if necessary, the appropriate components of any 
proposed capacity cost recovery mechanism. In accordance with the procedural schedtUe, 
AEP-Ohio fUed direct testimony on Augtist 31,2011. 

On September 7, 2011, a stipulation and recommendation (ESP 2 Stipulation) was 
fUed by AEP-Ohio, Staff, and other parties to resolve the issues raised in 11-346 and several 
other cases pending before the Commission (consoUdated cases),^ including the above-
captioned case. Pursuant to an entry issued on September 16, 2011, the consoUdated cases 
were consolidated for the sole purpose of consideruig the ESP 2 Stipulation. The September 
16, 2011, entry also stayed the procedural schedules in the pending cases, including this 
proceeding, until the Commission specifically ordered otherwise. The evidentiary hearing 
on the ESP 2 Stipulation commenced on October 4, 2011, and concluded on October 27, 
2011. 

On December 14, 2011, the Commission issued an opinion and order in the 
consoUdated cases, modifying and adopting the ESP 2 Stipulation, including its two-tier 

On April 19, 2012, OCMC filed a corrected cover sheet to its motion for interventioiv indicating that it did 
not intend to seek intervention in this case. 
In the Matter afthe Application of Ohio Power Company and Columbus Southern Power Company for Autlwrity to 
Merge and Related Approvals, Case No. 10-2376-EL-UNC; In the Matter of the Application of Columbus Southern 
Power Company to Amend its Emergency Curtailment Sendee Riders, Case No. 10-343-EL-ATA; In the Matter of 
the AppUcation of Ohio Power Company to Amend its Emergency Curtailment Sendee Riders, Case No. 10-344r-
EL-ATA; In the Matter of the Commission Review of the Capacity Charges of Ohio Power Company and Columbus 
Souttenj Power Company, Case No. 10-2929-EL-UNC; In the Matter of the Application of Columbus Southern 
Pcfwer Company for Appraod of a Mechanism to Recover Deferred Fuel Costs Pursuant to Section 4928.144, 
Revised Code, Case No, 11-4920-EL-RDR; In the JsAatter of the Application of OMo Power Company for Approoal 
of a Mechanism to Recorder Deferred Fuel Costs Pursuant to Section 4928.144, Revised Code, Case No. 11-4921-
EL-RDR. 

000000205 



10-2929-EL-UNC • -6-

capacity pricing mechanism. Subsequentiy, on February 23, 2012, the Commission issued 
an entry on rehearing Ut the consolidated cases, granting rehearing in part. Finding that the 
signatory parties to the ESP 2 Stipulation had not met their burden of demonsfrating that 
the stipulation, as a package, benefits ratepayers and the pubHc interest, as required by the 
Commission's three-part test for the consideration of stiptUations, the Commission rejected 
the ESP 2 Stiptdation. The Commission directed AEP-Ohio to file, no later than February 
28, 2012, new proposed tariffs to continue the provisions, terms, and conditions of its 
previous ESP, including an appropriate application of capacity charges under the approved 
state compensation mechanism established in the present case. 

By enfry issued on March 7, 2012, in the above-captioned case, the Commission 
implemented an interim capacity pricing mechanism proposed by AEP-Ohio in a motion for 
reUef fUed on February 27,2012. SpecificaUy, the Commission approved a two-tier capacity 
pricing mechanism modeled after fhe one recommended in the ESP 2 Stipulation Approval 
of the interim capacity pricing mechanism was subject to the clarifications contained in the 
Commission's January 23,2012, entry ki the consolidated cases, including the clarification to 
include mercantile customers as governmental aggregation customers eligible to receive 
capacity pricing based on PJM's RPM. Under the two-tier capacity pricing mechanism, the 
first 21 percent of each customer class was entitied to tier-one, RPM-based capacity pricing. 
All customers of governmental aggregations approved on or before November 8,2011, were 
also entitied to receive tier-one, RPM-based capacity pricing. For aU other customers, the 
second-tier charge for capacity was $255/megawatt-day (MW-day). In accordance with the 
March 7, 2012, entry, the interim rate was to remain in effect until May 31,2012, at which 
point the charge for capacity under the state compensation mechanism would revert to the 
current RPM price in effect pursuant to the PJM base residual auction for the 2012/2013 
deUvery year. 

By entry issued on March 14, 2012, the attorney examiner established a procedural 
schedule, which included a deadline for AEP-Ohio to revise or update its August 31, 2011, 
testimony. A prehearing conference occurred oil AprU 11, 2012. The evidentiary hearing 
commenced on AprU 17, 2012, and concluded on May 15, 201Z During the evidentiary 
hearing, AEP-Ohio offered the direct testimony of five witnesses and the rebuttal testimony 
of three witnesses. AdditionaUy, 17 witnesses testified on behalf of various intervenors and 
three witnesses testified on behalf of Staff. 

On AprU 30,2012, AEP-Ohio fUed a motion for extension of the interim reUef granted 
by the Commission in the March 7, 2012, entry. By entry issued on May 30, 2012, the 
Commission approved extension of the interim capacity pricing mechanism through July 2, 
2012. 

Initial briefs were filed by the parties on May 23,2012, and reply briefs were filed on 
May30,201Z 
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IL APPLICABLE LAW 

AEP-Ohio is an elecfric light company as defined by Section 4905.03(A)(3), Revised 
Code, and a public utiUty pursuant to Section 4905.02, Revised Code. AEP-Ohio is, 
therefore, subject to the jurisdiction of the Commission pursuant to Sections 4905.04, 
4905.05, and 4905.06, Revised Code. 

In accordance with Section 4905.22, Revised Code, all charges for service shaU be just 
and reasonable and not more than aUowed by law or by order of the Commission, 
AdditionaUy, Section D.8 of Schedule 8.1 of the RAA, which is a portion of PJM's tariff 
approved by FERC, is informative in this case. It states: 

In a state regulatory jurisdiction that has implemented retaU 
choice, the FRR Entity must include in its FRR Capacity Plan aU 
load, including expected load growth, in the FRR Service Area, 
notwithstanding the loss of any such load to or among 
altemative retail LSEs. In the case of load reflected in the FRR 
Capacity Plan that switches to an altemative retaU LSE, where 
the state regulatory jurisdiction requires switching customers or 
the LSE to compensate the FRR Entity for its FRR capacity 
obUgations, such state compensation mechanism wUl prevaU. In 
the absence of a state compensation mechanism, the appHcable 
altemative retaU LSE shaU compensate the FRR Entity at the 
capacity price in the unconsfrained portions of the PJM Region, 
as determined in accordance with Attachment DD to the PJM 
Tariff, provided that the FRR Entity may, at any time, make a 
filing with FERC under Sections 205 of the Federal Power Act 
proposing to change the basis for compensation to a method 
based on the FRR Entity's cost or such other basis shown to be 
just and reasonable, and a retaU LSE may at any tune exercise its 
rights under Section 206 of the FPA. 
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III. DISCUSSION AKfP CONCLUSIONS 

A. Procedural Issues 

1. Motion to Dismiss 

On AprU 10, 2012, as corrected on AprU 11,2012, EEU-Ohio filed a motion to dismiss 
this case. In its motion, EEU-Ohio asserts that fhe Commission lacks statutory authority to 
authorise cost-based or formula-based compensation for AEP-Ohio's FRR capacity 
obligations from CRES providers serving retail customers in the Company's service 
territory. On April 13, 2012, AEP-Ohio filed a memorandum in partial opposition to lEU-
Ohio's motion to dismiss. AEP-Ohio argues that the establishment of wholesale rates to be 
charged to CRES providers for the provision of capacity for resale to retaU customers is a 
matter govemed by federal law. AEP-Ohio notes, however, that lEU-Ohio's untimely 
position Ui its motion to dismiss is severely undercut by its previous arguments regarding 
Ohio law. AEP-Ohio further notes that lEU-Ohio requests that the Commission order a 
return to RPM-based capacity pricing upon concluding that it has no jurisdiction. AEP-
Ohio argues that, if the Commission concludes that it lacks jtuisdiction, it must revoke the 
state compensation mechanism established in its December 8,2010, entry, revoke its orders 
issued in tius case, and leave the matter to FERC. lEU-Ohio filed a reply to AEP-Ohio's 
memorandum on AprU 16, 2012, reiterating its request for dismissal of the case and 
implementation of RPM-based capacity pricing. On AprU 17, 2012, RESA filed a 
memorandum confra lEU-Ohio's motion to dismiss. RESA contends that the Commission 
has jurisdiction pursuant to its general supervisory powers under Sections 4905.04,4905.05, 
and 4905.06, Revised Code, as weU as pursuant to Section 4928.143, Revised Code, to 
establish a state compensation mechanism and that lEU-Ohio's motion is proceduraUy 
improper and should be denied. 

At the outset of the hearing on AprU 17, 2012, the attorney examiner deferred ruling 
on lEU-Ohio's motion to dismiss (Tr. I at 21-22). Upon conclusion of AEP-Ohio's direct 
case, EEU-Ohio made an oral motion to dismiss the proceeding, asserting that the Company 
had failed to meet its burden of proof such that the Commission could approve the 
proposed capacity charge based on either its authority to set rates for competitive or 
noncompetitive retaU elecfric service, or its authority to set rates pursuant to Section 
4909.16, Revised Code (Tr. V at 1056-1059). Again, the attorney examiner deferred ruling on 
the motion (Tr. V at 1061). 

In its brief, lEU-Ohio argues that the Commission should dismiss this case and 
require AEP-Ohio to reimburse all consumer representative stakeholders for the cost of 
participation in this proceeding and 11-346, as such costs were incurred by aU consumer 
representative stakeholders who opposed the ESP 2 Stiptilation, with reimbursement 
occurring through a cash payment. EEU-Ohio contends that AEP-Ohio's proposed capacity^ 
charge is unlawful and confrary to the public interest based on the common law principles 
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codified in Chapter 1331, Revised Code, which is known as the Valentine Act and governs 
monopoUes and anticompetitive conduct lEU-Ohio asserts that the Valentine Act compels 
the Conunission to reject AEP-Ohio's anticompetitive scheme to preclude free and 
unresfricted competition among purchasers or consumers in the sale of competitive 
generation service. According to lEU-Ohio, if the AEP East Intercormection Agreement 
(pool agreement) and the RAA are agreements having the effect of precluding free and 
unrestricted competition between fhe parties to such agreements, purchasers, or consumers, 
the agreements are void by operation of Ohio law. AEP-Ohio responds that lEU-Ohio urges 
the Commission to rely on a statute that it has no jurisdiction to enforce, noting that 
authority to enforce the Valentine Act is vested in the courts of common pleas, pursuant to 
Section 1331.11, Revised Code. AEP-Ohio adds that lEU-Ohio's request for reimbursement 
of litigation costs is unjustified under the circumstances of this case, unsupported by any 
statute or rale, and should be denied. 

The Commission agrees with AEP-Ohio that it has no authority with respect to 
Chapter 1331, Revised Code. However, the Commission finds that it has jurisdiction to 
estabUsh a state compensation mechanism, as addressed further below. lEU-Ohio's motion 
to dismiss this proceeding is, therefore, without merit and should be denied. In addition, 
lEU-Ohio's request for reimbursement of its Utigation expenses is tmfotmded and should 
likewise be denied. 

2. Motion for Permission to Appear Pro Hoc Vice Instanter 

On May 9, 2012, as supplemented on May 14, 2012, a motion for permission to 
appear pro hoc vice instanter on behalf of AEP-Ohio was filed by Derek Shaffer. No 
memoranda confra were filed. The Conunission finds that the motion for permission to 
appear pro hoc vice instanter is reasonable and should be granted. 

B. Substantive Issues 

The key substantive issues before the Commission may be posed as the foUowing 
qnestioxiS: (1) does the Comirdssion have jurisdiction to esfabUsh a state compensation 
mechanism; (2) should the state compensation mechanism for AEP-Ohio be based on the 
Company's capacity costs or on another pricing mechanism such as RPM-based auction 
prices; and (3) what should the resulting compensation be for AEP-Ohio's FRR capacity 
obligations. In addressing this final question, there are a number of related issues to be 
considered, including whether tiiere shotUd be an offsetting energy credit, whether AEP-
Ohio's proposed cost-based capacity pricing mechanism constitutes a request for recovery 
of stianded generation investment, and whether OEG's alternate proposal should be 
adopted by the Commission. 

1. Does the Commission have jurisdiction to establish a state 
compensation mechanism? 
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a. AEP-Ohio 

Article 2 of the RAA provides that fhe RAA's purpose is "to ensure that adequate 
Capacity Resources, including planned and Existing Generation Capacity Resources, 
planned and existing Demand Resources, Energy Efficiency Resources, and [Interruptible 
Load for ReliabiUty] wiU be planned and made available to provide reUable service to loads 
within the PJM Region, to assist other Parties during Emergencies and to coordinate 
planning of such resources consistent with the ReUabUity Principles and Standards." It 
further provides that the RAA should be Unplemented "in a manner consistent with the 
development of a robust competitive marketplace." Under Section 7.4 of the RAA, '^[a] 
Party that is eUgible for the [FRR] Altemative may satisfy its obligations hereunder to 
provide Unforced Capacity by submitting and adhering to an FRR Capacity Plan." 

In accordance with the RAA, AEP-Ohio elected to opt out of participation in PJM's 
RPM capacity market and instead chose to become an FRR Entity that is obUgated to 
provide sufficient capacity for aU cormected load, including shopping load, in its service 
territory. AEP-Ohio wUl remaUi an FRR Entity through May 31, 2015 (AEP-Ohio Ex. 101 at 
7-8), and, accordingly, the Company has committed to ensuring that adequate capacity 
resources exist within its footprint during this timeframe. Under the RAA, fhe default 
charge for providing this service is based on PJM's RPM capacity auction prices. According 
to AEP-Ohio, due to fhe decrease in RPM auction prices as reflected below and the onset of 
retail shopping in the Company's service territory in 2010, the adverse financial impact on 
the Company from supplying CRES providers with capacity at prices below cost has 
become significant. 

PJM DeUvery Year 

2010/2011 

2011/2012 

2012/2013 

2013/2014 

2014/2015 

$/MW-day 
PJM Base Residual Auction 

(BRA) Price 

$174.29 

$110.00 

$16.46 

$27.73 

$125.99 

Capacity Charge* 

$220.96 

$145.79 

$20.01 

$33.71 

$153.89 

1 *BRA adjusted for final zonal capacity price, scaling factor, forecast pool reqtiirement, and losses 
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As a result, AEP-Ohio made the decision to seek approval, pursuant to fhe RAA, to coUect a 
cost-based capacity'' rate from CRES providers. In its FERC filing, AEP-Ohio proposed cost-
based formula tariffs that were based on its FERC Form 1 for 2009. In response to the FERC 
filing, the Commission opened this docket and, in the December 8, 2010, entry, adopted 
capacity pricing based on the RPM auction price as the state compensation mechanism for 
AEP-Ohio's FRR capacity obUgations. Subsequentiy, FERC rejected AEP-Ohio's proposed 
formtila rate in light of fhe state compensation mechanism. 

AEP-Ohio asserts that, because FERC has jurisdiction over wholesale elecfric rates 
and state commissions have jurisdiction over retaU rate matters, it is evident that the 
reference to a state compensation mechanism in Section D.8 of Schedule 8.1 of the RAA 
contemplates a retaU, not a wholesale, capacity pricing mechanism. AEP-Ohio believes that 
the provision of generation capacity to CRES providers is a wholesale fransaction that falls 
within the exclusive ratemaking jurisdiction of FERC. In its brief, AEP-Ohio states that the 
purpose of this proceeding is to establish a wholesale capacity pricing mechanism and that 
retaU rates cannot change as a result of this case. AEP-Ohio notes that intervenors 
imiversaUy agreed that the compensation paid by CRES providers to the Company for its 
FRR capacity obUgations is wholesale m nature (Tr. TV at 795; Tr. V at 1097,1125; Tr. VI at 
1246,1309). 

b. Intervenors 

As discussed above with respect to its motion to dismiss, lEU-Ohio contends that the 
Commission lacks statutory authority to approve a cost-based rate for capacity available to 
CRES providers serving retaU customers in AEP-Ohio's service territory. lEU-Ohio argues 
that, if the Commission concludes that the provision of capacity^ to CKES providers is 
subject to the Commission's economic regulation jurisdiction, it must determine whether 
the service is competitive or noncompetitive. lEU-Ohio notes that generation service is 
classified as a competitive service under Section 4928.03, Revised Code. lEU-Ohio 
emphasizes that no party has claimed that capacity is not part of generation service. lEU-
Ohio asserts that, if the provision of capacity is in fact considered a competitive generation 
service, the Commission's economic regulation jurisdiction is limited to Sections 4928.141, 
4928.142, and 4928.143, Revised Code, which pertam to the estabUshment of an SSO, EEU-
Ohio notes that fhese sections contain various substantive and procedural requirements that 
must be satisfied prior to the lawful establishment of an SSO, none of which has been 
satisfied in the present case, which precludes the Commission from considering or 
approving AEP-Ohio's proposed cost-based capacity pricing mechanism. lEU-Ohio adds 
that Section 4928.05, Revised Code, prohibits the Commission from regulating competitive 
retaU elecfric service under its tiaditional cost-based ratemaking authority contained in 
Chapter 4909, Revised Code. lEU-Ohio continues that, if fhe provision of capacity is 
nevertheless deemed a noncompetitive service, the Commission cannot approve AEP-
Ohio's proposed capacity pricing mechanism because the Company has faUed to satisfy any 
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of the statutory requirements found in Chapter 4909, Revised Code. lEU-Ohio also argues 
that AEP-Ohio has faUed to satisfy the requirements of Section 4909.16, Revised Code, 
which must be met before the Commission can authorize a rate increase to avoid financial 
harm. FinaUy, EEU-Ohio maintains that the Commission's general supervisory authority is 
not a basis for approving rates. Even aside from the question of the Commission's 
jurisdiction, lEU-OMo contends that AEP-Ohio has not met the burden of proof that would 
apply ptursuant to Section 4909.16,4909.18, or 4928.143, Revised Code. 

RESA and Direct Energy 0ouitiy, Suppliers) argue that the Commission has authority 
under state law. to establish the state compensation mechanism. The SuppUers contend that 
the Commission, pursuant to its general supervisory authority contained within Sections 
4905.04,4905.05, and 4905.06, Revised Code, may initiate investigations to review rates and 
charges, as it has done in this case to consider AEP-Ohio's capacity pricing mechanism for 
its FRR obligations. The Suppliers point out that, in the December 8, 2010, entry, the 
Commission even referenced those sections and noted that it has the authority to supervise 
and regulate aU pubUc utilities within its jtirisdiction. AdditionaUy, the SuppUers believe 
ihat the Commission may establish the state compensation mechanism puxsuant to Sections 
4928.141(A) and 4928.143(B)(2)(d), Revised Code, which enable tiie Commission to set rates 
for certain competitive services as part of an ESP. The SuppHers also assert that the 
provision of capacity is a retail electric service, as defined by Section 4928.01(A)(27), Revised 
Code, given that it is a service arranged for ultimate consumers in this state. 

In response to the SuppUers, lEU-Ohio argues that the Coimnission's general 
supervisory authority does not provide it with tmlimited powers to approve rates. lEU-
Ohio further disputes the SuppUers' claim that Section 4928.143(B)(2)(d), Revised Code, 
offers another statutory basis upon which to approve capacity pricing for CRES providers, 
noting, among other reasons, that this is not an SSO proceeding. 

c. Conclusion 

As a creature of statute, the Commission has and may exercise only the authority 
conferred upon it by the General Assembly. Tongren v. Pub. Util. Comm., 85 Ohio St.3d 87, 
88 (1999). Thus, as an initial matter, the Commission must detennine whether tiiere is a 
statutory basis tmder Ohio law upon which it may rely to establish a state compensation 
mechanism. As we noted in the December 8, 2010, entry. Sections 4905.04, 4905.05, and 
4905.06, Revised Code, grant the Commission authority to supervise and regulate all public 
utilities within its jurisdiction. We further noted that AEP-Ohio is an electric Ught company 
as defined in Section 4905.03(A)(3), Revised Code, and a public utiUty as defined in Section 
4905.02, Revised Code, and, as such, is subject to the jurisdiction of the Commission. We 
affirm our prior finding that Sections 4905,04,4905.05, and 4905.06, Revised Code, grant the 
Commission the necessary statutory authority to establish a state compensation mechanism. 
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lEU-Ohio contends that the Commission must detennine whether capacity service is 
a competitive or noncompetitive retail elecfric service pursuant to Chapter 4928, Revised 
Code. Section 4928.05(A)(1), Revised Code, provides that competitive retaU electric service 
is, to a large extent, exempt from supervision and regulation by the Comirdssion, including 
pursuant to the Commission's general supervisory authority contained in Sections 4905.04, 
4905.05, and 4905.06, Revised Code. Section 4928.05(A)(2), Revised Code, provides that 
noncompetitive retaU electric service, on the other hand, generally remains subject to 
supervision and regulation by the Commission. Prior to determining whether a retaU 
electric service is competitive or noncompetitive, however, we must first confirm that it is 
indeed a retaU elecfric service. Section 4928,01(A)(27), Revised Code, defines a retaU electric 
service as "any service involved in supplying or arranging for tiie supply of elecfricity to 
ultimate consumers in this state, from the point of generation to the point of consumption." 
In this case, the elecfric service in question (le., capacity service) is provided by AEP-Ohio 
for CRES providers, with CRES providers compensating fhe Company in return for its FRR 
capacity obUgations. Such capacity service is not provided directiy by AEP-Ohio to retaU 
customers. (AEP-Ohio Ex. 101 at 11; Tr. I at 63.) Although the capacity service benefits 
shopping customers in due course, they are initially one step removed from the fransaction, 
which is more appropriately characterized as an Uifrastate wholesale matter between AEP-
Ohio and each CRES pro^dder operating in the Company's service territory. As AEP-Ohio 
notes, many of fhe parties, including the Company, regard the capacity compensation 
assessed by the Company to CRES providers as a wholesale matter (Tr. IV at 795; Tr. V at 
1097,1125; Tr. VI at 1246,1309). We agree tiiat the provision of capacity for CRES providers 
by AEP-Ohio, pttrsuant to the Company's FRR capacity obUgations, is not a retaU electtic 
service as defined by Ohio law. Accordingly, we find it tmnecessary to determine whether 
capacity service is considered a competitive or noncompetitive service tmder Chapter 4928, 
Revised Code. 

The Commission recognizes that, pursuant to the FPA, elecfric sales for resale and 
other wholesale fransactions are generaUy subject to the exclusive jurisdiction of FERC. In 
this case, however, our exercise of jtuisdiction, for the sole purpose of establishing an 
appropriate state compensation mechanism, is consistent with the governing section of the 
RAA, which, as a part of PJM's tariffs, has been approved by FERC and was accepted by 
AEP-Ohio when the RAA was signed on its behalf by AEPSC.^ Section D.8 of Schedule 8.1 
of the RAA acknowledges the authority of a state regulatory jurisdiction, such as the 
Commission, to establish a state compensation mechanism. It further provides that a state 
compensation mechanism, once established, prevaUs over the other compensation methods 
that are addressed in that section. Additionally, FERC has fotmd that the RAA does not 

In its order rejecting fhe FERC filing, FERC noted its approval of ihe RAA pursuant to a settlement 
agreement American Electric Power Service Corporation, 134 FERC If 61,039 (2011), citing PJM 
Interconnection, L L C , 117 FERC % 61331 (2006), order on reh'g, 119 FERC 161318, reh'g denied, 121 FERC If 
61,173 (2007), aff'd sub nom. Pub. Serv. Elec. & Gas Co. v. FERC, D.C Circuit Case No. 07-1336 (March 17, 
2009) (unpublished); FERC also noted that the RAA was voluntarily signed on behalf of AEP-Ohio. 
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permit AEPSC to change the state compensation mechanism. In fact, FERC rejected 
AEPSC's proposed formula rate, given fhe existence of the state compensation mechanism 
established by the Commission in its December 8, 2010, entry.^ 

2. Should the state compensation mechanism for AEP-Ohio be based on 
the Company's capacity costs or on another pricing mechanism such as 
RPM-based auction prices? 

a. AEP-Ohio 

As an initial matter, AEP-Ohio notes that it recentiy declared that it wUl not continue 
its stattis as an FRR Entity and instead wUl fuUy participate in the RPM capacity market 
auctions, beginning on June 1, 2015, which is the earliest possible date on which to 
fransition from an FRR Entity to a fiUl participant in the RPM capacity market. AEP-Ohio 
points out that this development narrows the scope of this proceeding to establishing a 
three-year fransitional, rather than permanent, form of compensation for its FRR capacity' 
obligations. 

AEP-Ohio argues that it is entitied to fuU compensation for the capacity that it 
supplies to CKES providers pursuant to its FRR obligations. SpecificaUy, AEP-Ohio 
contends that Section D.8 of Schedule 8.1 of the RAA grants ihe Company fhe right to 
establish a rate for capacity that is based on cost. AEP-Ohio notes that, by its plain 
language, the RAA aUows an FRR Entity like AEP-Ohio to change the basis for capacity 
pricing to a cost-based method at any time. AEP-Ohio also notes that no party to this 
proceeding chaUenges the Commission's discretion under the RAA to establish cost-based 
capacity pricing as the state compensation mechanism. According to AEP-Ohio, the term 
"cost" as used in Section D.8 of Schedule 8.1 of the RAA refers to embedded cost. AEP-
Ohio adds that its proposed cost-based capacity rate of $355.72/MW-day advances state 
poUcy objectives enumerated in Section 4928.02, Revised Code, as weU as the Commission's 
objectives in this proceeding of promoting altemative competitive supply and retail 
competition, whUe also ensuring tiie Company's abUity to attract capital investment to meet 
its FRR capacity obligations, which were set forth by the Commission in response to the 
FERC filing (OEG Ex. 101 at 4). With respect to promoting altemative competitive supply 
and retaU competition, AEP-Ohio asserts that the Commission's focus should be on fairness 
and genuine competition, rather than on the manufacture of artificial competition through 
subsidization. AEP-Ohio beUeves that, because shopping will stiU occur and CRES 
providers wUl stiU realize a significant margin at the Company's proposed rate (Tr. XI at 
2330-2333), fhe rate is consistent with the Commission's first objective. AEP-Ohio also 
beUeves that its proposed rate satisfies the Commission's second objective of ensuring the 
Company's ability to atfract capital investment to meet its FRR capacity obligations. AEP-
Ohio contends that its proposed rate would enable the Com^pany to continue to atfract 

7 American Electric Power Service Corporation, 134 FERC % 61,039 (2011). 
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capital and satisfy its FRR capacity obligations without harm to the Company, whUe 
providing customers with reUable and reasonably priced retaU electric service as required 
by Section 4928.02, Revised Code. AEP-Ohio argues that cost-based capacity pricing would 
encourage investment in generation in Ohio and thereby increase retaU reUabUity and 
afrordabUity, as weU as adequately compensate the Company for its capacity obUgations as 
an FRR Entity. 

AEP-Ohio contends that, during the period in which it remains an FRR Entity, RPM-
based capacity pricing is not appropriate. As an FRR Entity, AEP-Ohio notes that it does 
not procure capacity for its load obligations in PJM's RPM auctions or even participate in 
such auctions, except to the extent that the Company has capacity that it does not need for 
its native load. AEP-Ohio points out that, under such circtimstances, its auction 
participation is limited to 1,300 MW. (AEP-Ohio Ex. 105 at 8; Tr. TEL at 661-662.) AEP Ohio 
argues that, as an FRR Entity, it would not recover its capacity costs, if capacity pricing is 
based on RPM prices, and the difference is not made up by its SSO customers (Tr. I at 64). 
AEP-Ohio maintains that, because its obligations as an FRR Entity are longer and more 
binding reUabUity obUgations than a CRES provider's obUgations as an alternative LSE, an 
RPM-based price for capacity would not be compensatory or aUow the Company to recover 
an amount even remotely approaching its embedded costs for the 2011-2012 and 2012-2013 
PJM planning years, and should thus be rejected (Ir. II at 243). According to AEP-Ohio, 
RPM-based capacity pricing would also give CRES providers an unfair advatitage over fhe 
members of the pool agreement, which purchase capacity based on embedded costs (Tr. I at 
59^0), and discriminate against non-shopping customers, 

AdditionaUy, AEP-Ohio claims that RPM-based capacity pricing would cause 
substantial, confiscatory financial harm to the Company. According to AEP-Ohio witness 
Allen, the Company would earn a return on equity of 7.6 percent in 2012 and a return on 
equity of 2.4 percent in 2013, with a $240 miUion decrease in earnings between 2012 and 
2013, if RPM-based capacity pricing is adopted (AEP-Ohio Ex. 104 at 3-5, Ex. WAA-1; Tr. IH 
at 701). 

FinaUy, AEP-Ohio notes that RPM-based capacity pricing is inappropriate because it 
would constitute an iUegal subsidy to CRES providers in violation of Section 4928.02(H), 
Revised Code. 

b. Staff 

In its brief. Staff contends that AEP-Ohio should receive compensation from CRES 
providers for the Company's FRR obligations in the form of the prevaUUig RPM rate in flie 
unconsfrained region of PJM. Staff opposes the Company's request to establish a capacity 
rate that is significantiy above the market rate. Staff notes that other investor-owned 
UtUities in Ohio charge CRES providers RPM-based capacity pricing and that such pricing 
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should, therefore, also be appropriate for AEP-Ohio. Staff furtiier notes that the evidentiary 
record does not support AEP-Ohio's proposed capacity pricing of $355.72/MW-day. 

c. Intervenors 

AU of the intervenors in this case agree that the Commission should adopt RPM-
based capacity pricing as the state compensation mechanism. Many of the intervenors note 
that AEP-Ohio has used RPM-based capacity pricing since 2007, without incurring financial 
hardship or compromising service reliabiUty for its customers. They further note that AEP-
Ohio wUI continue to use RPM-based capacity pricing, at the Company's own election^ 
beginning on Jtme 1, 2015. They beUeve, therefore, that the Commission should adopt 
RPM-based capacity pricing as the state compensation mechanism for the intervening three-
year period for numerous reasons, including for the sake of competition and continuity-

FES argues that RPM-based capacity pricing is the proper state compensation 
mechanism for AEP-Ohio. FES contends that a market-based state compensation 
mechanism, specificaUy one that adopts the RPM price as the best indicator of fhe market 
price for capacity, is required because Ohio law and poUcy have established and promoted 
a competitive market for elecfric generation service; RPM-based pricing is supported by 
sound economic principles and avoids distorted incentives for CRES providers; and AEP-
Ohio's return on equity is more than sufficient tmder RPM-based pricing, given that the 
Company's analysis is based on unrealistic shopping assumptions. FES adds that, even if 
cost-based pricing were appropriate^ AEP-Ohio has dramatically overstated its costs. FES 
argues that AEP-Ohio's proposed capacity pricing mechanism is not based on the costs 
associated with the capacity provided by AEP-Ohio to Ohio customers; includes all costs, 
rather than just those avoidable costs that are relevant in economic decision making; 
includes stianded costs that may not be recovered under Ohio law; and fails to include an 
appropriate offset for energy sales, FES notes that, if the Commission w^ere to aUow AEP-
Ohio to charge CRES providers any rate other than the RPM-based rate, the Company 
would be the only capacity suppUer in PJM that coidd charge shopping customers its full 
embedded costs for generation, which, according to FES, is a concept that is not found 
within the RAA, whereas there are numerous provisions referring to "avoidable costs." 

FES believes that AEP-Ohio's proposed capacity pricing would preclude customers 
from receiving the benefits of competition. Specifically, FES argues that competition is state 
law and policy, and benefits customers; AEP-Ohio's price of $355,72/MW-day would harm 
competition and customers; and its proposed price would provide improper, anti­
competitive benefits to the Company. 

lEU-Ohio contends that AEP-Ohio has faUed to demonsfrate that its proposed 
capacity pricing mechanism is just and reasonable, as required by Section 4905.22, Revised 
Code. lEU-Ohio asserts that RPM-based capacity pricing is the appropriate market pricing 
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for capacity. lEU-Ohio beUeves that RPM-based capacity pricing is consistent with state 
pohcy, whereas AEP-Ohio's proposed capacity pricing mechanism would imlawfuljy 
subsidize the Company's position with regard to the competitive generation business, 
confrary to state policy. lEU-Ohio notes that neither AEP-Ohio's statiis as an FRR Entity 
nor the pool agreement is a basis for the Company's cost-based capacity pricing mechanism. 
EEU-Ohio points out that AEP-Ohio used RPM-based capacity pricing from 2007 through 
2011, during which time the Company was an FRR Entity and the pool agreement was in 
effect. lEU-Ohio further argues that AEP-Ohio's proposed cost-based capacity pricing 
mechanism would produce results that are not comparable to fhe capacity price paid by 
SSO customers, confrary to state law. lEU-Ohio further notes that AEP-Ohio has not 
identified the capacity component of its SSO rates and that it is thus impossible to 
determine whether the proposed capacity pricing for CRES providers would be comparable 
to the Capacity component of its SSO rates. (lEU-Ohio Ex: 102A at 29-32, Ex. KMM-10.) 
Regardless of tiie method by which the capacity pricing mechanism is established, lEU-
Ohio requests that AEP-Ohio be directed to provide details to customers and CRES 
providers that show how the peak load confribution (PLC) that the Company assigns to a 
customer corresponds with the customer's PLC recognized by PJM. EEU-Ohio contends 
that this infomiation is necessary to ensure that capacity compensation is being properly 
applied to shopping and non-shopping custoniers. (lEU-Ohio Ex. 102 A at 33-34.) 

The Suppliers argue that a capacity rate based on AEP-Ohio's embedded costs is not 
appropriate under the plain language of the RAA, Citing Section D.8 of Schedule 8.1 of the 
RAA, the Suppliers contend that AEP-Ohio may seek a cost-based rate by making a fUing at 
FERC under Section 205 of the FPA, but only if there is no state compensation mechanism in 
place. The SuppUers add that the purpose of this proceeding is to establish the appropriate 
state compensation mechanism and that a state compensation mechanism based on AEP-
Ohio's embedded costs would be confrary to the intent of the RAA, which refers only to fhe 
avoided cost rate. The SuppUers also note that allowing AEP-Ohio to recover its embedded 
costs would grant the Company a higher return on equity (12.2 percent in 2013) than has 
been allowed for any of its affiliates in other states and that is considerably higher than 
what the Commission granted in the Company's last rate case (RESA Ex. 103). Finally, the 
Suppliers maintain that AEP-Ohio's proposed cost-based capacity pricing mechanism 
would preclude CRES providers from making attractive offers, could result in shopping 
customers subsidizing non-shopping customers, and would desfroy Ohio's growing 
competitive retaU elecfricity market. 

The SuppUers also beUeve that the two-tier capacity pricing mechanism that has been 
in effect is inequitable and inefficient and that a single RPM-based rate should be in place 
for aU shopping customers. The Suppliers argue that the RPM price is the most fransparent, 
market-based price for capacity, and is necessary as part of AEP-Ohio's three-year fransition 
to market 
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OEG argues that the Commission should establish either the aimual or the average 
RPM price for the next three PJM planning years as the price that AEP-Ohio can charge 
CRES providers under the state compensation mechanism for its FRR capacity obligations. 
OEG notes that use of the tiiree-year average RPM price of $69.20/MW-day would mitigate 
some of the financial impact on AEP-Ohio from fluctuating future RPM prices and ease the 
Company's fransition out of FRR status. OEG adds that fhe two-tier capacity pricing 
mechanism should not be continued and that a single price shoiUd be charged for all CKES 
providers. OEG notes that its position in this case has been guided by the Commission's 
twin goals, as expressed to FERC, of promoting competition, whUe also ensuring that AEP-
Ohio has the necessary capital to maintain reUabiUty. OEG beUeves that AEP-Ohio's 
proposed capacity pricing mechanism represents a drastic departure from past precedent 
that would deter shopping and undermine the benefits of retaU competition, which is 
confrary to the Commission's goal of promoting competition. With respect to OEG's 
position that a three-year RPM price average could be used, AEP-Ohio notes that the 
concept was raised for the first time in OEG's initial brief, is without evidentiary support, 
and should be rejected. 

OMA and OHA assert that, because the Commission has already established RPM-
based capacity pricing as the state compensation mechanism, AEP-Ohio has the burden, as 
the entity chaUenging the state compensation mechanism, of proving that it is unjust and 
unreasonable. OMA and OHA further assert that AEP-Ohio has faUed to sustain its biurden. 
OMA and OHA beUeve that RPM-based capacity pricing is a just, reasonable, and lawful 
basis for the state compensation mechanism. According to OMA and OHA, AEP-Ohio has 
not demonsfrated that RPM-based capacity pricing would cause substantial financial harm 
to the Company, OMA and OHA note that AEP-Ohio's projections are based on unrealistic 
and unsubstantiated shopping assumptions, with 65 percent of residential customers, 80 
percent of commercial customers, and 90 percent of indusfrial customers switching by the 
end of 2012 (AEP-Ohio Ex. 104 at 4-5). OMA and OHA believe that RPM-based capacity 
pricing would not impact AEP-Ohio's abiUty to atfract and invest capital, noting that the 
Company continues to invest capital regardless of its capacity costs for shopping customers 
and has no need or plan to atfract or invest capital in additional capacity (lEU-Ohio Ex, 104; 
Tr. I at 36,128-131; Tr. V at 868). On the other hand, OMA and OHA argue tiiat AEP-Ohio's 
proposed capacity pricing mechanism would substantiaUy harm customers and CRES 
providers and violate state poUcy, as it would significantly resfrict the abUity of custonaers 
to shop and enjoy savings; wotdd unfairly deny customers access to market rates for 
capacity when market rates are low, and subject customers to market rates when they are 
high; and would harm economic development and recovery efforts. OMA and OHA urge 
the Commission to ensure that aU customers in Ohio are able to take advantage of 
historically low capacity prices and have access to the lowest possible competitive elecfricity 
rates, as a means to stimtilate and sustain economic growth. 
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OCC contends that AEP-Ohio's proposed capacity pricing mechanism should be 
rejected because it is confrary to the plain language of the RAA, which provides that, if a 
state compensation mechanism exists, its pricing prevails. According to OCC, the 
Commission established RPM-based capacity pricing as the state corripensation mechanism 
in its December 8, 2010, entry. OCC notes that FERC has afready rejected AEPSCs attempt 
to establish a formula rate for capacity in Ohio in Ught of the Comnussion's adoption of 
RI'M-based capacity pricing as the state compensation mechanism. OCC further notes that 
AEP-Ohio's proposed capacity pricing mechanism is inconsistent with economic efficiency 
and confrary to state policy. OCC's position is that the Commission should find that RPM-
based capacity pricing is appropriate, given the precedent already established by the 
Commission and FERC, and in Ught of the fact that AEP-Ohio has historicaUy used RPM-
based pricing for capacity sales to CRES providers. 

NFIB urges the Commission to base AEP-Ohio's capacity compensation on RPM 
prices. NFIB adds that AEP-Ohio's proposed capacity pricing mechanism does not promote 
competition and would prevent small business owners from taking advantage of 
historicaUy low market prices over the next several years. NFIB believes that AEP-Ohio 
would earn a healthy return on equity under RPM-based capacity pridng and that the 
Company has faUed to establish how it wotUd be better equipped to fransition to the RPM 
market, if its cost-based pricing mechanism is approved. 

Dominion RetaU recommends that the Commission continue to employ RPM-based 
capacity pricing as the state compensation mechanism, as market-based pricing is 
fundamental to the development of a robust competitive market in AEP-Ohio's service 
territory. According to Dominion RetaU, RPM-based capacity pricing would not requfre 
AEP-Ohio, shareholders, or SSO customers to subsidize CRES providers, as the Company 
contends. Dominion RetaU notes that AEP-Ohio proposed cost-based capacity pricing only 
when it became apparent that market-based energy and capacity charges would permit 
CRES providers to compete effectively for customers in the Company's service territory for 
the fust time. Dominion RetaU adds that AEP-Ohio's underlying motivation is to consfrain 
shopping and tiiat aUowing the Company to charge a cost-based capacity rate would be 
confraiy to the state poUcy of promoting competition. Dominion RetaU argues that Ohio 
law does not require that capacity pricing be based on embedded costs. Dominion RetaU 
points out that AEP-Ohio's stattis as an FRR Entity does not mean that the state 
compensation mechanism must be based on embedded costs. Dominion Retedl notes that 
Duke Energy Ohio, Inc. wiU also be an FRR Entity tmtU mid-2015, and that it nevertheless 
uses RPM-based capacity pricing. Dominion RetaU further notes that Amended Substitute 
Senate BUl No. 3 (SB 3) eliminated cost-of-service-based ratemaking for generation service. 
Dominion RetaU asserts that AEP-Ohio is unrealistic in assuming that CRES providers 
would be able to compete successfully if AEP-Ohio's proposed capacity pricing is adopted. 
Dominion RetaU points out that even AEP-Ohio witness AUen agrees tiiat the Company's 
proposed capacity pricing would stifle competition in the residential market (Tr. EI at 669-

000000219 



10-2929-EL-UNC -20-

670). FinaUy, Dominion RetaU points out tiiat AEP-Ohio's proposed cost-based capacity 
pricing mechanism is nowhere near the Company's capacity proposal pending in 11-346, 
which would provide for a capacity rate of $146/MW-day for some shopping customers 
and $255/MW-day for the rest. Dominion RetaU contends that this fact demonsfrates AEP-
Ohio's wUlingness to provide capacity at a rate less than what it has proposed in this case 
and also undercuts the Company's confiscation argument. 

The Schools also request that the Commission retain RPM-based capacity pricing. 
The Schools argue that, if AEP-Ohio's proposed capacity pricing mechanism is adopted, the 
rate would lUsely be passed through to the Ohio schools that are served by CRES providers, 
and that fhese schools would suffer rate shock in violation of Section 4928.02(A), Revised 
Code (Schools Ex. 101 at 9). AdditionaUy, the Schools believe that Ohio schools that do not 
ciurently receive generation service from a CRES provider would be deprived of the 
opportunity to shop, in violation of Section 4928.02(C), Revised Code (Schools Ex. 101 at 10-
11). FinaUy, the Schools contend that approval of AEP-Ohio's proposed capacity pricing 
mechanism would likely result in cuts to teaching and staff positions, materials and 
equipment, and programs, m violation of Section 4928.02(N), Revised Code (Schools Ex. lOl 
at 10). 

E>uke also contends that the Commission should adopt RPM-based capacity pricing 
as the state compensation mechanism, which is consistent vrifh state policy supporting 
competition. Duke asserts that, pursuant to the RAA, an FRR Entity may only apply to 
FERC for cost-based compensation for its FRR capacity obUgations, if there is no state 
compensation mechanism in place. According to Duke, neither the RAA nor Ohio law 
grants AEP-Ohio the right to recover its embedded costs. DtUce notes that, under Ohio law, 
capacity is a competitive generation service that is not subject to cost-based ratemaking. 

Exelon and ConsteUation assert that, if AEP-Ohio's proposed capacity pridng 
mechanism is approved, retaUcompetitioii in the Company's service territory will be stifled 
and customers wUl bear the cost. Exelon and ConsteUation cite numerous reasons 
supporting thefr position that AEP-Ohio's proposal shotild be rejected in favor of RPM-
based capacity pricing: Ohio law does not require that the state compensation mechanism 
be based on cost; AEP-Ohio's status as an FRR Entity does not entitie it to cost-based 
capacity pridng; AEP-Ohio, even as an FRR Entity, cotUd have elected to participate in the 
RPM auction for 2014, rather than self-supply more expensive capacity, putting its o^vn 
interests above those of customers; RPM-based capacity pricing is consistent with state 
poUcy promoting the development of competitive markets, whereas the Company's 
proposal is not; the Company should not be aUowed to urulaterally apply better-of-cost-or-
market pricing; CRES providers are captive to AEP-Ohio, given the requirement that 
capacity be committed more than three years in advance of deUvery; Ohio law requires 
comparable and nondiscriminatory access to CRES and RPM-based capacity pricing is used 
throughout Ohio except in AEP-Ohio's service territory; and adopting RPM-based capacity 
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pricing would avoid the need to determine an arbifrary estimate of the Company's cost of 
service for capacity and, in any event, SB 3 eliminated fuU cost-of-service analysis. Exelon 
and ConsteUation note that 11-346 is the proper forum in which to determine whether AEP-
Ohio requires protection to maintain its financial integrity. Exelon and ConsteUation 
further note that they would support reasonable measures that comport with a timely 
fransition to a fully competitive market and resolution of related issues in 11-346, if such 
measures are shown to be necessary. 

IGS contends that RPM-based capacity pricing is the clear choice over AEP-Ohio's 
proposed capacity pricing mechanism. IGS points out that RPM-based capadty pricing 
already exists, was neufraUy created, appUes all over the region, is market-based, is 
nondiscriminatory, cuid provides the correct incentives to assure investment in generation 
resources. On the other hand, AEP-Ohio's proposal, according to IGS, was devised by the 
Company, for this case and this case orUy, returns Ohio to a cost-based generation 
regulatory regime, shows no relationship to short- or long-term generation adequacy, and 
could stifle competition. IGS notes that RPM-based capacity pricing fuUy comports with 
Ohio law in that it is market-based pricing and would support the continued development 
of Ohio's competitive market; would avoid subsidies and discriminatory pricing; would 
assure adequate resources are avaUable to provide stable electric service; and would avoid 
any legal problems associated with extending the fransition to competition. IGS asserts that 
AEP-Ohio's proposed capadty pricing would be confrary to Ohio law in that it would harm 
the development of competition; result in anticompetitive subsidies; and violate Ohio's 
fransition laws. IGS also notes that AEP-Ohio's justifications for recovering embedded costs 
are refuted by fhe evidence and disregard state policy. IGS contends that RPM-based 
capacity pricing does not raise reUabUity concerns or subsidize CRES providers. IGS argues 
that AEP-Ohio has a fundamental disagreement with state poUcy. IGS notes that AEP-
Ohio's judgment as to the wdsdom of state poUcy is irrelevant, given that it has been 
codified by the General Assembly and must be effectuated by the Commission. 

FinaUy, Kroger asserts that the most economically effident price and the price that 
AEP-Ohio should be required to charge CRES providers for capacity is the RPM price. 

d. Conclusion 

InitiaUy, the Commission notes that a state compensation mechanism, as referenced 
in the RAA, has been in place for AEP-Ohio for some tune now, at least since issuance of the 
December 8, 2010, entry, which expressly adopted RPM-based capacity pricing as the state 
compensation mechanism for the Company during the pendency of this case. The state 
compensation mechanism was subsequentiy modified by the Commission's March 7, 2012, 
and May 30,2012, entries granting AEP-Ohio's requests for interim relief No party appears 
to dispute, at least in this proceeding, that the Commission has adopted a state 
compensation mecheinism for AEP-Ohio. 
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Given that there is, and has continuaUy been, a state compensation mechanism in 
place for AEP-Ohio from the beginning of this proceeding, the issue for our consideration is 
whether the state compensation mechanism, on a going-forward basis, must or should be 
modified such that it is based on cost. AEP-Ohio contends that the state compensation 
mechanism must be amended so that the Company is able to recover its embedded costs of 
capacity, AU of the intervenors and Staff oppose AEP-Ohio's request and advocate instead 
that the Commission retain the RPM-based state compensation mechanism, as it was 
established tn the December 8,2010, entry. 

Pursuant to Section 4905.22, Revised Code, aU charges for service shaU be just and 
reasonable and not more than aUowed by law or by order of the Commission. In this case, 
AEP-Ohio asserts that its proposed compensation for its FRR capacity obUgations is just and 
reasonable and should be adopted by the Commission. SpecificaUy, AEP-Ohio asserts that 
its proposed cost-based capacity pricing is consistent with state policy, wUl promote 
alternative competitive supply and retaU competition, and wiU ensture the Company's 
abUity to atfract capital investment to meet its FRR capacity obUgations. AU of the 
intervenors and Stafif, on the other hand, recommend that market-based RPM capacity 
pricing should be approved as fhe state compensation mechanism for AEP-Ohio. As 
discussed above, there is a general consensus among these parties that RPM-based capadty 
pricing is just and reasonable, easUy implemented and understood, and consistent with 
state policy. Staff and intervenors further agree that RPM-based capadty pridng wUl fiUfill 
the Commission's stated goals of both promoting competition and ensuring that AEP-Ohio 
has the required capital to maintain service reUabUity. 

As discussed above, the Commission finds that it has jurisdiction to establish a state 
compensation mechanism in this case pursuant to its general supervisory authority fotmd in 
Sections 4905.04, 4905.05, and 4905.06, Revised Code. We furtiier find, ptursuant to our 
regulatory authority under Chapter 4905, Revised Code, as weU as Chapter 4909, Revised 
Code, that it is necessary and appropriate to estabUsh a cost-based state compensation 
mechanism for AEP-Ohio. Those chapters requfre that the Commission use fraditional rate 
base/rate of return regtUation to approve rates that are based on cost, with the ultimate 
objective of approving a charge that is just and reasonable consistent with Section 4905.22, 
Revised Code. Although Chapter 4928, Revised Code, provides for market-based pricing 
for retail elecfric generation service, those provisions do not apply because, as we noted 
earUer, capacity is a wholesale rather than a retaU service. The Commission's obUgation 
under fraditional rate regulation is to ensure that the jurisdictional utUities receive 
reasonable compensation for the services that they render. We conclude that the state 
compensation mechanism for AEP-Ohio should be based on the Company's costs. 
Although Staff and intervenors contend that RPM-based capacity pricing is just and 
reasonable, we note that the record indicates that the RPM-based price for capadty has 
decreased greatiy since the December 8, 2010, entry was issued, and that fhe adjusted RPM 
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rate currentiy in effect is substantiaUy below aU estimates provided by the parties regarding 
AEP-Ohio's cost of capacity (AEP-Ohio Ex. 102 at 21, 22; FES Ex. 103 at 55; Staff Ex. 105 at 
Ex. ESM-4). The record further reflects that, if RPM-based capadty pricing is adopted, AEP-
Ohio may earn an unusuaUy low return on equity of 7.6 percent in 2012 and 2.4 percent in 
2013, with a loss of $240 mUUon between 2012 and 2013 (AEP-Ohio Ex. 104 at 3-5, Ex, WAA-
1; Tr. m at 701). In short, the record reveals that RPM-based capadty pricing wotdd be 
insuffident to yield reasonable compensation for AEP-Ohio's provision of capacity to CRES 
providers in ftdfiUment of its FRR capacity obUgations. 

However, the Commission also recognizes that RPM-based capacity pricing wiU 
further the development of competition in fhe market (Exelon Ex. 101 at 7; OEG Ex. 102 at 
11), which is one of our primary objectives in this proceeding. We believe that RPM-based 
capacity pricing wiU stimulate frue competition among suppUers in AEP-Ohio's service 
tenitory. We also beUeve that RPM-based capacity pricing wUl facUitate AEP-Ohio's 
fransition to full participation in the competitive market, as weU as incent shopping. RPM-
based capacity pricing has been used successfully throughout Ohio and the rest of the PJM 
region and puts elecfric utilities and CRES providers on a level playing field (FES Ex. 101 at 
50-51; FES Ex. 102 at 3). RPM-based capacity pridng is thus a reasonable means of 
promoting shopping in AEP-Ohio's service territory and advancing the state policy 
objectives of Section 4928,02, Revised Code, which the Commission is required to effectuate 
puxsuant to Section 4928.06(A), Revised Code, 

Therefore, with the intention of adopting a state compensation mecharusm that 
achieves a reasonable outcome for all stakeholders, the Commission directs that the state 
compensation mechanism shaU be based on the costs inctirred by the FRR Entity for its FRR 
capadty obligations, as discussed further in the foUowing section. However, because fhe 
record in this proceeding demonsfrates that RPM-based capadty pridng wiU promote retaU 
elecfric competition, we find it necessary to take appropriate measures to facUitate this 
important objective. For that reason, the Commission dfrects AEP-Ohio to charge CRES 
providers fhe adjusted fmal zonal PJM RPM rate in effect for the rest of the RTO region for 
the current PJM delivery year (as of today, approxUnately $20/MW-day), and with the rate 
changing annuaUy on June 1,2013, and June 1,2014, to match the then current adjtisted final 
zonal PJM RPM rate in the rest of the RTO region. Further, the Commission wUl authorize 
AEP-Ohio to modify its accounting procedures, pursuant to Section 4905.13, Revised Code, 
to defer inctured capacity costs not recovered from CRES provider billings during the ESP 
period to the extent that the total incurred capacity costs do not exceed the capacity pricing 
that we approve below. Moreover, the Commission notes that we will estabUsh an 
appropriate recovery mechanism for such deferred costs and address any additional 
financial considerations in the 11-346 proceeding. We also find that AEP-Ohio should be 
authorized to coUect carryuig charges on the deferral based on the Company's weighted 
average cost of capital, untU such time as a recovery mechanism is approved tn 11-346, in 
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order to ensure that ihe Company is fuUy compensated. Thereafter, AEP-Ohio should be 
authorized to coUect carrying charges at its long-term cost of debt. 

AdditionaUy, the Commission directs that the state compensation mecharusm that 
we approve today shaU not take effect until our opinion and order is issued in 11-346, or 
until August 8, 2012, whichever is sooner. UntU that time, the interim capacity pridng 
mechanism that we approved on March 7,2012, and extended on May 30,2012, shaU remain 
in place. In further extending the interim capacity pricing mechanism, we recognize that 
11-346 and the present proceeding are intricately related. In fart, AEP-Ohio has put forth an 
entirely different capacity pridng mechanism tn 11-346 as a component of its proposed ESP. 
Although this case has proceeded separately so that an evidentiary record on the 
appropriate capacity cost pricing/recovety mechanism could be developed, there is an 
overlap of issues between the two proceedings". For that reason, we find that.the state 
compensation mechanism approved today should become effective witii the issuance of our 
order in 11-346, which wiU address AEP-Ohio's comprehensive rate package, including its 
capacity pridng proposal, or August 8,2012, whichever occurs ffrst. 

We note that the state compensation mechanism, once effective, shall remain in effect 
untU AEP-Ohio's fransition to full participation in the RPM market is complete and the 
Company is no longer subject to its FRR capacity obligations, which is expected to occur on 
or before June 1,2015, or until otherwise directed by the Commission. 

The Conunission beUeves that the approach that we adopt today appropriately 
balances our objectives of enabling AEP-Ohio to recover its costs for capacity incurred in 
fulfUUng its FRR capacity obligations, whUe promoting the further development of retail 
competition in the Company's service territory, 

3. What should the restilting compensation be for AEP-Ohio's FRR 
capadty obligations? 

a. AEP-Ohio 

AEP-Ohio's position is that the appropriate cost-based capadty price to be charged to 
CRES providers is $355,72/MW-day, on a merged company basis, before consideration of 
any offsetting energy credit. AEP-Ohio notes that the formula rate approach recommended 
by Company witness Pearce is based upon the average cost of serving the Company's LSE 
obligation load (both the load served directiy by AEP-Ohio and the load served by CRES 
providers) on a dollar-per-MW-day basis. AEP-Ohio further notes that, because the 
Company suppUes its own generation resources to satisfy these load obUgations, the cost to 
provide this capacity is the actual embedded capacity cost of its generation. AEP-Ohio's 
formula rate template was modeled afrer, and modified from, the capadty portion of a 
FERC-approved template used to derive the charges appUed to wholesale sales made by 
Southwestern Elecfric Power Company, an affUiate of the Company, to the cities of Minden, 

000000224 



10-2929-EL-UNC -25-

Louisiana and Prescott, Arkansas. AEP-Ohio notes that Dr. Pearce's formula rate approach 
is fransparent and, if adopted, would be updated annuaUy by May 31 to reflect the most 
current input data, most of which is pubUcly avaUable and taken dfrectiy from the 
Company's FERC Form 1 and audited financial statements (AEP-Ohio Ex. 102 at 8). AEP-
Ohio adds that its proposed formula rate template would promote rate stabUity and result 
in a reasonable return on equity of 12.2 percent in 2013, based on a capacity price of 
$355.72/MW-day (Tr. U at 12-25; AEP-Ohio Ex. 142 at 21-22). 

AEP-Ohio contends that its proposed cost-based capadty pricing roughly 
approximates and is, therefore, comparable to the amount that the Company receives from 
its SSO customers for capacity through bcise generation rates (AEP-Ohio Ex. 142 at 19-20; Tr. 
Hat 304,350). 

b. Staff 

If the Commission determines that RPM-based capadty pridng is not appropriate for 
AEP-Ohio, Staff proposes an alternate capacity rate of $146.41/MW-day, which accounts for 
energy margins as weU as certain cost adjustments to the Company's proposed capadty 
pricuig mechanism. Staff notes that its alternate rate may offer more financial stability to 
AEP-Ohio than RPM-based capadty pricing over the next three years, and is just and 
reasonable tmUke the Company's excessive rate proposal. Staff finds that its alternate rate 
would appropriately balance the interests of AEP-Ohio in recovering its embedded costs to 
meet its FRR capacity obUgations and attracting capital investment, whUe also promoting 
ailtemative competitive supply and retaU competition. 

According to Staff, the reduction of AEP-Ohio's proposed rate of $355.72/MW-day to 
Staff's alternative recommendation of $146.41/MW-day is a result of removing and 
adjusting numerous items, including return on equity; rate of return; construction work in 
progress (CWIP); plant held for future use (PHFFU); cash working capital (CWC); certain 
prepayments, including a prepaid pension asset and the related accumulated deferred 
income taxes; accumulated deferred income taxes; payroU and benefits for eliminated 
positions; 2010 severance program cost; income tax expense; domestic production activities; 
payroll tax expense; capacity equalization revenue; ancUlary services revenue; and energy 
sales margin and andUary services receipts. In terms of the return on eqiuty. Staff witness 
Smith used ten percent for CSP and 10.3 percent for OP, because these percentages were 
adopted by the Commission in AEP-Ohio's recent distribution rate case (Staff Ex. 103 at 12-
13),* Staff notes that CWEP was properly excluded from rate base because AEP-Ohio has 
not demonsfrated that the requfrements of Section 4909.15 or 4928.143, Revised Code, have 
been met (Staff Ex. 103 at 14-15). Staff also exduded PHFFU from rate base, as the plant in 

In tlie Matter of the Application of Columbus Southern Power Company and Ohio Power Company, Individually 
and, if Their Proposed Merger is Approved, as a Merged Company (collectively, AEP Ohio) for an Increase in 
Electric Distribution Rates, Case No. 11-351-EL-AIR, et id. 
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question is not used and useful and AEP-Ohio has given no indication as to when it wdU 
become so (Staff Ex. 103 at 16). CWC was exduded hy Staff because AEP-Ohio did not 
prepare a lead-lag study or otherwise demonsfrate a need for CWC (Staff Ex. 103 at 18-21). 
Staff excluded AEP-Ohio's prepaid pension asset for numerous reasons, mainly becatise the 
Company did not demonsfrate that it has a net prepaid pension asset and its FERC Form 1 
for 2010 suggests that there is actually a net UabUity; pension funding levels are the result of 
discretionary management decisions regarding the ftmding of defined benefit pensions; and 
pension expense is typicaUy included in the determination oi CWC in a lead-lag study, 
which was not provided (Staff Ex. 103 at 21-31). Staff further excluded nonrecurring costs 
related to the significant number of positions that were permanentiy eliminated as a result 
of AEP-Ohio's severance program in 2010 (Staff Ex. 1-3 at 43-52). 

AEP-Ohio responds that Mr. Smith's downward adjustments and elimination of 
certain costs from Dr. Pearce's calculations are fundamentaUy flawed in that Dr. Pearce's 
formula rate approach is based on a formula rate template that was approved by FERC. 
AEP-Ohio also counters that adjustments made by Mr. Smith to the return on equity, 
operations and maintenance expenses attributable to severance programs, prepaid pension 
assets, CWC, CWIP, and PHFFU understate the Company's costs and confradict prior 
orders and practices of both the Commission and FERC, With respect to the return on 
equity, AEP-Ohio notes that Mr, Smith's adjustment was inappropriately taken from the 
stipulation in the Company's recent disfribution rate case and that Mr. Smith agreed that 
the competitive generation business is more risky than the distribution business (Staff Ex, 
103 at 12-13;-Tr. IX at 1991,1993; AEP-Ohio Ex. 142 at 17). AEP-Ohio contends that tiie 
Commission should adopt a return on equity of 11.15 percent as recommended by 
Dr. Pearce or, at a minimum, a return on equity of 10.5 percent, which AEP-Ohio daims is 
consistent with a return on equity that the Commission has recently recognized for certain 
generating assets of the Company (AEP-Ohio Ex. 142 at 17-18). AEP-Ohio fturther contends 
that Mr. Smith's elimination of certain severance costs and prepaid pension expenses is 
inconsistent with the Commission's freafanent of such costs in the Company's recent 
distribution rate case, arid that the $39,004 miUion in severance costs should be amortized 
over three years (AEP-Ohio Ex. 142 at 17). AEP-Ohio argues that Mr. Smith's elimination of 
CWEP and CWC is mconsistent with FERC practice. 

AdditionaUy, AEP-Ohio asserts that Staff witnesses Smith and Harter faUed to 
account for nearly $66.5 nuUion in certain energy costs incurred by the Company, including 
Production-Related Adminisfrative & General Expenses, Return on Production-Related 
Investments, Production-Related Depreciation Expenses, and Production-Related Income 
Taxes. According to AEP-Ohio, due to these frapped costs, Mr. Smith's capadty charge is 
understated by $20.11/MW-day on a merged company basis (AEP-Ohio Ex. 143 at 3, 5-6), 
AEP-Ohio wtitness AUen incorporated this amount in his calculation of what Staffs capacity 
rate would be, as modified by his recommended energy credit and cost-of-service 
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adjusfanenis, and reached a resulting capacity rate of $291.58/MW-day (AEP-Ohio Ex. 142 
at 18; Tr. XI at 2311), 

c. Intervenors 

If the Commission believes that it is appropriate to consider AEP-Ohio's embedded 
costs, FES argues that the Company's true cost of capacity is $78.53/MW-day, after 
adjustments are made to reflect the removal of sfranded costs and post-2001 generation 
investment, as weU as an appropriate offset for energy sales. At most, FES contends that it 
should be $90.83/MW-day, if a further adjustment is made to credit back to AEP-Ohio the 
capacity equalization payments for the Company's Waterford and Darby plants, which 
were acquired in 2005 and 2007. FES also recommends that the Conmussion requfre AEP-
Ohio to unbundle its base generation rate into energy and capadty components, which 
would ensure that the Company is charging the same price for shopping and non-shopping 
customers and allow customers to compare offers from CRES providers with the 
Company's tariff rates (FES Ex. 103 at 22). 

The SuppUers note that, if the Commission finds that RPM-based capacity pricing is 
confiscatoty or otherwise faUs to compensate AEP-Ohio adequately, a nonbypassable 
stabUization charge, such as the rate stabUity rider rate proposed by fhe Company in 11-346, 
would be appropriate and should be considered in that case. OMA and OHA respond by 
arguing that any suggestion that rates should be raised without any justification, other than 
reaching alevel that is high enough to ensure that CRES providers are able to compete with 
AEP-Ohio, framples on customer interests and should be rejected by the Commission. 

As discussed in greater detaU below, OEG recommends that AEP-Ohio's capacity 
charge should be no higher than $145.79/MW-day, which was the RPM-based price for the 
2011/2012 PJM delivery year, and only if the Commission determines that tiie prevaUing 
RPM price is not sufficient compensation (OEG Ex. 102 at 9-10). OEG argues that a capadty 
charge of $145.79/MW-day provided a more than sufficient retiun on equity for AEP-Ohio, 
as weU as fostered retail competition in its service tenitory (OEG Ex. 102 at 10-11), As part 
of this recommendation, OEG urges the Commission adopt an earnings stabUization 
mechanism (ESM) in the form of an aimual review to gauge whether AEP-Ohio's earnings 
are too high or too low (OEG Ex, 102 at 15-21). 

(i) Should there be an offsetting energy credit? 

a) AEPOhio 

AEPOhio does not recommend that the Commission adopt an energy credit offset to 
the capadty price, given that PJM maintains separate markets for capacity and energy 
(AEPOhio Ex. 102 at 13). AEPOhio witness Pearce, however, offers a recommendation for 
how an energy credit should be devised, if the Commission determines that an energy 
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credit is appropriate. Dr. Pearce's template for the calculation of energy costs is derived 
from the same formula rate template discussed above and approved hy FERC (AEP-Ohio 
Ex. 102 at 14). The energy credit would be calculated as the difference between the 
revenues that the historic load shapes for. CSP and OP, including aU shopping and non-
shopping load, would be valued at using locational marginal prices (LMP) that settle in the 
PJM day-ahead market, less the cost basis of this energy (AEPOhio Ex. 102 at Ex. KDP-1 
through KDP-5). According to Dr. Pearce, the calculation relies upon a fair and reasonable 
proxy for the energy revenues that could have been obtained by CSP and OP by selling 
equivalent generation into fhe market (AEPOhio Ex. 102 at 15). AEPOhio contends that, if 
an energy credit is used to partiaUy offset the demand charge, it should reflect actual energy 
margins for 2010 in order to best match the corresponding cost basis for calculating the 
demand charge. Dr. Pearce recommends that energy margins from OSS that are properly 
attributed to capadty sales to CRES providers should be shared on a 50/50 basis between 
AEP-Ohio and CRES providers (AEPOhio Ex. 102 at 18). Additionally, Dr. Pearce 
recommends that any energy credit be capped at 40 percent of the capacity charge that 
would be appUcable with no energy credit, as a meaits to ensure that the credit does not 
grow so large as to reduce greatly capadty payments from CRES providers in times of high 
prices (AEP-Ohio Ex. 102 at 18). 

b) Staff 

As discussed above. Staff recommends that AEPOhio's compensation for its FRR 
capacity obUgations be based on RPM pridng. Alternatively, Staff proposes a capacity rate 
of $146.41/MW-day, which includes an offsetting energy credit and andUary services 
credit. In calculating its proposed energy credit. Staff developed a forecast of total energy 
margins for AEP-Ohio's generating assets, using a dispatch market model known as 
AURORAxmp, which is Ucensed by Staff's consultant in this case. Energy Ventures 
Analysis, Inc. (EVA), as weU as by AEPOhio and others (Staff Ex. 101 at 6; Tr. X at 2146, 
2149; Tr. XII at 2637). 

AEP-Ohio contends that Staff's black-box methodology for calculation of fhe energy 
credit is flawed in several ways and produces unreaUstic and grossly overstated results. 
SpecificaUy, AEP-Ohio argues that the AURORAxmp model used by Staff witnesses Harter 
and Medine is not well-suited for the task of computing an energy credit and that EVA 
•implemented the model in a flawed mcinner through use of inaccurate and inappropriate 
input data and assumptions, which overstates gross energy margins for the period of June 
2012 tiirough May 2015 by nearly 200 percent (AEPOhio Ex. 144 at 8-25; AEPOhio Ex. 142 
at 2-14). AEPOhio notes that, among other flaws. Staff's proposed energy credit 
understates fuel costs for coal units, understates the heat rates for gas units, overstates 
market prices {e.g., use of zonal rather than nodal prices, use of forecasted LMP rather than 
forward energy prices), faUs to account for the gross margins aUocable to the Company's 
full requfrements conttact with WheeUng Power Company, and faUs to account for the fact 
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that the pool agreement limits the gross margins retained by the Company. AEP-Ohio 
argues that Company witness Allen proposed a number of conservative adjustments that 
should, at a minimum, be made to Staff's approach, restUting tn an energy credit of 
$47.46/MW-day (AEPOhio Ex. 142 at 4-14). AEPOhio adds that the documentation oi 
EVA's approach is incomplete, inadequate, and cannot be stifficientiy tested or validated; 
the data used in the model and the model itself cannot be reasonably verified; EVA's quaUty 
confrol measures are deficient; and the execution of EVA's analysis contains significant 
errors and has not been performed with requisite care (AEPOhio Ex. 144 at 13-18). 

Additionally, AEP-Ohio points out that Staff's proposed energy credit wrongly 
incorporates OSS margins not related to capacity sales to CRES providers and also faUs to 
properly reflect the impact of the pool agreement. SpecificaUy, AEP-Ohio contends that, if 
an energy credit is adopted, it should reflect only the OSS margins attributable to energy 
that is freed up due to capacity sales to CRES providers. AEPOhio further notes that Staff 
inappropriately assumes that 100 percent of the margins assodated with retaU sales to SSO 
customers are avaUable to be offset against the cost of capacity sold to CRES providers, 
which is inconsistent with the terms of the pool agreement, pursuant to which the 
Company's member load ratio share is 40 percent AEPOliio believes that there is no 
reason to include margins associated with retail sales to SSO customers in an energy credit 
calculation intended to price capadty for shopping load. In accordance with Mr. AUen's 
recommendations, AEP-Ohio concludes fhat, if Staff's proposed energy credit is adopted by 
the Commission, it should be adjusted to $47.46/MW-day. Alternatively, AEPOhio notes 
that Mr. Allen's proposed adjustments (AEPOhio Ex. 142 at 14) to Staff's energy credit 
could be made individually or in combination to the extent that fhe Commission agrees 
with the basis for each adjustment AEP-Ohio adds that Company vdtness Nelson also 
offered additional options for an energy credit calculation, with the various methods 
converging around $66/MW-day for the energy credit (AEP-Ohio Ex. 143 at 8,12-13,17). 
As a final option, AEPOhio states that the Commission could direct Staff to calculate an 
energy credit fhat is consistent with the forward prices recommended by Staff for use in the 
market rate option price comparison test in, 11-346, which the Company believes wotUd 
reduce Staff's energy credit by approximately $50/MW-day. 

c) Intervenors 

FES argues that AEP-Ohio's formula rate should include an offset for energy-related 
sales or else the Company. wotUd double recover its capacity costs. FES notes that an energy 
credit is appropriate because AEPOhio recovers a portion of its fixed costs through energy-
related sales for resale, and is also necessary to avoid an above-market return on equity for 
the Company. (FES Ex. 103 at 45-46,49-50.) FES adds that aU of AEPOhio's OSS revenues 
should be included as a credit against capacity costs and that no adjustment should be 
made to account for the pool agreement, given that the pool agreement could have been 
modified to account for retail shopping, as well as that the Company proposes to recover its 
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embedded capacity costs both from shopping customers and off-system energy sales (FES 
Ex. 103 at 47; Tr. I at 29-30). At minimum, FES beUeves fhat AEPOhio should account for 
its portion of OSS revenues, after pool sharing, in its capacity price. (FES Ex. 103 at 48-49.) 
If RPM-based capacity pricing is not required hy the Commission, FES recommends that 
FES witness Lesser's energy credit, which simply uses AEP-Ohio's FERC account 
information without adjustments to account for the pool agreement, be adopted. FES notes 
that Dr. Lesser determined that AEPOhio overstated its capacity costs by $178.1 miUion by 
faUing to include an offset for energy sales. 

OCC notes that it would be unjust and unreasonable for AEPOhio to be permitted to 
recover any of its embedded generation costs from customers, particularly without any 
offset for energy sales. OCC argues that, if the Commission adopts a cost-based capadty 
pricing mecharusm, an energy credit that accounts for profits from OSS is warranted to 
ensure that AEPOhio does not recover embedded capacity costs from. CRES providers, as 
well as recover some of those same costs from off-system energy sales, resulting in double 
recovery. 

(U) Does the Company's proposed cost-based capacity pricing 
mechanism constitute a request for recovery of sfranded 
generation investment? 

a) Intervenors 

FES argues that SB 3 required that aU generation plant investment occurring after 
January 1, 2001, be recovered solely in the market. FES notes that AEPOhio admits, in its 
recentiy fUed corporate separation plan,^ that it can no longer recover sfranded costs, as the 
fransition period for recovery of such costs is long over. FES adds that AEP-Ohio witness 
Pearce faUed to exclude sfranded costs from his calculation of capacity costs. FES points out 
that, pursuant to the stipulation approved by the Commission in AEP-Ohio's electric 
fransition plan (ETP) case, the Company waived recovery of its stianded generation costs 
and, in any event, through depreciation accruals, has already fuUy recovered such costs. 
FES also notes that Dr. Pearce's calculation inappropriately indudes costs for generation 
plant investments made after December 31, 2000, and also seeks to recover the costs of 
assets that wiU no longer be owned by the Company as of January 1,2014, but wUl rather be 
owned by AEP Generation Resotuces. 

lEU-Ohio agrees with FES that AEP-Ohio agreed to forgo any claim for sfranded 
generation costs, which bars the Company's untimely claim to generation plant-related 
fransition revenues. lEUOhio contends that AEPOhio seeks to impose what lEU-Ohio 
considers to be a lost revenue charge on CRES suppUers serving shopping customers. 

^ In the Matter of the Application of Ohio Power Company for Approval af Full Legal Corporate Separation and 
Amendment to its Corporate Separation Plan, Case No. 12-1126-EL-XJNC. 
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Citing Sections 4928.141, 4928.38, and 4928.40, Revised Code, as weU as AEPOhio's 
agreement to forgo recovery of generation fransition revenues in its ETP case (Tr. I at 49-50; 
FES Ex. 106; FES Ex. 107), OMA and OHA lUcewise contend that Ohio law prohibits the 
Commission from establishing a state compensation mechanism that would authorize the 
receipt of fransition revenues or any equivalent revenues by AEPOhio as a means to 
recover its above-market capadty costs. 

Kroger argues that AEPOhio, through its requested compensation for its FRR 
capadty obligations, seeks recovery of sfranded generation fransition costs in this case. 
Kroger contends that such costs must be recovered in the market and that AEPOhio should 
not be permitted to renege on the stipulation in the ETP case. Dominion RetaU likewise 
argues that AEPOhio should not be permitted to violate fhe terms of the ETP stipulation 
and recover sfranded above-market generation investment costs after the statutory period 
for such recovery has expired. Dominion RetaU beUeves that AEPOhio is effectively 
seeking a second fransition plan in this case. IGS adds that the law is riieaningless if utUities 
may continue to reqture all customers to pay embedded generation costs after the fransition 
period has ended and that approval of AEP-Ohio's proposed capacity pridng mechanism 
wotUd be confrary to the statutory requfrements found in Sections 4928.38, 4928.39, and 
4928.40, Revised Code. 

b) AEP-Ohio 

AEPOhio responds that neither the provisions of SB 3 nor the ETP stipulation are 
appUcable to this case. AEP-Ohio notes that the purpose of this proceeding is to establish a 
wholesale capadty pricing mechanism based on fhe Company's embedded capacity costs, 
as opposed to the retaU generation fransition charges authorized by Section 4928.40, 
Revised Code, which is what the Company agreed to forgo during the market development 
period as part of the ETP stipulation. AEP-Ohio asserts that the issue of whether the 
Company could recover sfranded asset value from retaU customers under SB 3 is a separate 
matter from establishing a wholesale price that permits the Company's competitors to use 
that same capacity. AEP-Ohio adds that a conclusion that SB 3 precludes the Company 
from recovering its capadty costs through a wholesale rate would conflict with the RAA 
and be preempted under the FPA. 

(ui) Should OEG's alternate proposal be adopted? 

a) OEG 

OEG recommends that AEP-Ohio's capadty pricing mechanism should be based on 
RPM prices. As an altemative recommendation, if the Commission determines that AEP­
Ohio's capadty pricing should be higher than the prevaUing RPM price, OEG suggests that 
the capacity price should be no higher than $145.79/MW-day, which was the RPM-based 
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price for the 2011/2012 PJM deUvery year. OEG beUeves that such price has proven 
effective in providing a more than sufficient return on equity for AEP-Ohio, whUe stUl 
fostering retaU competition in the Company's service territory. (OEG Ex. 102 at 10-11). 
AdditionaUy, OEG witiiess Kollen recommends that the Commission adopt an ESM to 
ensure that AEPOhio's earnings are ndther too high nor too low and instead are 
maintained within a Commission-determined zone of reasonableness. OEG beUeves that 
such an approach is appropriate, given the significant uncertainty regarding both the 
proper compensation for AEPOhio's FRR capacity obligations and the impact of various 
charges on the Company's earnings. In particular, Mr, Kollen suggests that an earnings 
bandwidth be established, with a lower threshold return on equity of seven percent and an 
upper threshold return on equity of 11 percent If AEPOhio's earnings faU below the lower 
threshold of seven percent, then the Company would be aUowed to increase its rates 
through a nonbypassable ESM charge sufficient to increase its earnings to the seven percent 
level. If earnings exceed the upper threshold of 11 percent, then AEP- Ohio would return 
the excess earnings to customers through a nonbypassable ESM credit If AEPOhio's 
earnings are within the earnings bandwidth, there would be no rate changes other than 
those that operate to recover defined costs such as through fhe fuel adjustment clause. 
Firmily, Mr. Kollen notes that the Commission would have the discretion to make 
modifications as cfrcumstances warrant. (OEG. Ex, 102 at 15-21.) OEG beUeves that its 
recommended lower threshold is reasonable as confirmed by fhe recent actual earned 
retums of the AEP East affiliates, which averaged 6.8 percent in 2010 and 7,8 percent in 2011 
(OEG Ex. 102 at 13). AdditionaUy, AEPOhio's adjusted return in 2011 was 11.42 percent, 
just above its suggested upper threshold (OEG Ex. 102 at Ex. LK-3). Mr. KoUen explained 
that AEP-Ohio's earned return on equity wotUd be computed in the same manner as under 
the significantiy excessive earnings test (SEET) of Section 4928.143(F), Revised Code, 
although he beUeves that OSS margins should be included in the computation to be 
consistent with certain other parties' recommended approach of accounting for energy 
margins in the calculation of a cost-based capacity price (OEG Ex. 102 at 10,15,18; Tr, VI at 
1290.) 

b) AEPOhio 

AEP-Ohio urges the Commission to reject OEG's alternate proposal. AEP-Ohio notes 
that the upper threshold of I I percent is significantiy lower than any SEET threshold 
previously applied to the Company and that the proposal would essentially render the 
statutory SEET obsolete. According to AEPOhio, the Commission is without jurisdiction to 
impose another, more sfringent, excessive earnings test on fhe Company. AEP-Ohio also 
argues fhat OEG's proposal would preclude the Company from exercising its right under 
Section D.8 of Schedule 8.1 of the RAA to establish a cost-based compensation method. 
AEP-Ohio believes fhat Mr. Kollen's excessive earnings test would offer no material 
protection to the Company from undercompensation of its costs incurred to furnish 
capacity to CRES providers, and that the test would be difficult to administer, cause 
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prolonged Utigation on an annual basis, and create substantial tmcertainty for tiie Company 
and customers. 

• d. Conclusion 

As discussed above, fhe Commission beUeves that AEPOhio's capacity costs, rather 
than RPM-based pricfrig, should form the basis of the state compensation mechanism 
established in this proceeding. Upon review of the considerable evidence in this 
proceeding, we find that the record supports compensation of $188.88/MW-day as an 
appropriate charge to enable AEPOhio to recover its capacity costs for its FRR. obligations 
from CRES providers. We also find that, as a means to encourage the further development 
of retaU competition in AEPOhio's service territory, the Company should modify its 
accounting procedures to defer the difference between the adjusted RPM rate currentiy in 
effect and AEPOhio's incuned capacity costs, to the extent that such costs do not exceed 
the capadty charge approved today. We believe that this approach successfuUy balances 
the Commission's objectives and the uiterests of the many parties to this proceeding. 

The record reflects a range in AEPOhio's cost of capacity from a low of $78.53/MW-
day, put forth by FES, to the Company's high of $355,72/MW-day, as a merged entity, with 
Staff and OEG offering recommendations more tn the middle of the range (AEPOhio Ex, 
102 at 21; FES Ex. 103 at 55; Staff Ex. 105 at Ex. ESM-4; OEG Ex. 102 at 10-11). The 
Commission finds that Staff's determination of AEPOhio's capacity costs is reasonable, 
supported by the evidence of record, and should be adopted as modified in this order. 
Initially, we note fhat no party other than AEP-Ohio appears to seriously chaUenge Staff's 
recommended cost-based capacity pricing mechanism in this case. AdditionaUy, we do not 
believe that AEP-Ohio has demonsfrated that its proposed charge of $355,72/MW-day falls 
within the zone of reasonableness, nor do we beUeve that FES' proposed charge of 
$78.53/MW~day would result in reasonable compensation for the Company's FRR capadty 
obUgations. 

The Commission believes that the approach used by Staff is an appropriate method 
for determining AEP-Ohio's capadty costs. In deriving its recommended charge. Staff 
followed its fraditional process of making reasonable adjustments to AEP-Ohio's proposed 
capacity pricing mechanism, which is based on the capacity portion of a formula rate 
template approved by FERC for one of the Company's affiUates and was modified by the 
Company for use in tiiis case with data from its FERC Form 1 (Staff Ex. 103 at 10-12; AEP­
Ohio Ex. 102 at 8, 9), As AEPOhio notes, FERC-approved formiUa rates are routinely used 
by fhe Company's affiliates in other states (AEP-Ohio Ex. 102 at 8; Tr. II at 253). Given that 
compensation for AEP-Ohio's FRR capacity obUgations from CRES providers is wholesale 
in nature, we find that AEPOhio's formula rate template is an appropriate starting point for 
determination of its capacity costs. From that starting point. Staff made a number of 
reasonable adjustments to AEP-Ohio's proposal in order to be consistent with the 
Commission's ratemaking practices. Staff further adjusted AEP-Ohio's proposed capacity 
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pricing to account for margins from off-system energy sales and andUary receipts (Staff Ex. 
101 at 4). We agree with Staff, FES, and OCC that an offset for energy-related sales is 
necessary to ensure that AEP-Ohio does not over recover its capacity costs tiurbugh recovery 
of its embedded costs as weU as OSS margms (FK Ex. 103 at 45-46), 

AEPOhio takes issue \vith the adjustments made by Staff witness Smith as weU as 
with EVA's calculation of the energy credit The Commission believes that the adjustments 
to AEPOhio's proposed capadty pricing mechanism that were made by Staff witness Smith 
are, for the most par t reasonable and consistent with our ratemaking practices in Ohio. 
With regard to AEP-Ohio's prepaid pension asset, however, we agree with fhe Company 
that JVfr. Smith's exclusion of this item was inconsistent with Staff's recommendation in the 
Company's recent disfribution rate case (AEP-Ohio Ex. 129A; AEP-Ohio Ex. 129B), as well 
as with our tteatment of pension expense in other proceedings.^" We see no reason to vary 
our practice in the present case and, therefore, find that AEP-Ohio's prepaid pension asset 
shotild not have been excluded. The result of our adjustment increases Staffs 
recommendation by $3.20/MW-day (AEPOhio Ex. 142 at 16, Ex. WAA-R7). Snmlarly, with 
respect to AEPOhio's severance program costs, we find that Mr. Smith's exdusion of such 
costs was inconsistent with thefr freatment in the Company's disfribution rate case. 
Amortisation of the severance program costs over a three-year period increases Staff's 
recommendation by $4.07/MW-day. (AEPOhio Ex. 142 at 16-17.) Furtiier, upon 
consideration of the arguments with respert to the appropriate return on equity, we find 
that AEPOhio's recommendation of 11.15 percent is reasonable and should be adopted. As 
AEPOhio notes. Staffs recommended return on equity was solely based on the negotiated 
return on equity in the Company's disfribution rate case (Staff Ex. 103 at 12-13), which has 
no precedential effect pursuant to the express terms of the stipulation adopted by the 
Cormnission in that case. Our adoption of a return on equity of 11.15 percent increases 
Staff's recommendation by $10.09/MW-day (AEP-Ohio Ex. 142 at 17), We also agree with 
AEPOhio that certain energy costs were frapped in Staff's calculation of its recommended 
capadty charge, in that Staff witness Smith regarded such costs as energy related and thus 
excluded them from his calculations, whUe EVA disregarded them in its determination of 
the energy credit Accordingly, we find that Staff's recommendation should be increased by 
$20.11/MW-day to account for these frapped costs. (AEP-Ohio Ex. 143 at 5-6.) 

Additionally, fhe Commission finds, on the whole, fhat Staff's recommended energy 
credit, as put forth by EVA, is reasonable. AEPOhio raises a number of arguments as to 
why Staff's energy credit, as calculated by EVA, should not be adopted by the Commission. 
In essence, AEPOhio ftmdamentaUy disagrees with the methodology tised by EVA. 
Although we find that EVA's methodology should be adopted, we agree with AEPOhio 

^^ See, e.g.. In the Matter of the Application of Ohio Edison Company, The Cleveland Electric Illuminating Company, 
and The Toledo Edison Company for Autiiority to Increase Rates for Distribution Service, Modify Certain 
Accounting Practices, and for Tariff Approvals, Case No. 07-551-EL-AIR, et al.. Opinion and Order (fanuary 

' 21,2009), at 16. 
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that EVA's calculation should have accoimted for the Company's fuU requfrements 
obligation to serve Wheeling Power Company, a pokit fhat Staff did not dispute in its briefs. 
As AEPOhio witness AUen testified, the Company's sales to Wheeling Power Company 
reduce the quantity of generation avaUable for OSS and thus should have been reflected in 
EVA's calculation of OSS margins. (AEPOhio Ex. 142 at 10-11, Ex. WAA-R5). The result of 
this adjustment reduces Staff's recommended energy credit by $5/MW-day (AEP-Ohio Ex. 
142 at 11, Ex. WAA-R5) to $147.41/MW-day- The overall effect of this adjusfanent, in 
combination with the adjustments for AEP-Ohio's prepaid pension asset, severance 
program costs, return on equity, and frapped costs, results in a capacity charge of 
$188.88/MW-day. 

We note that a charge of $188.88/MW-day is fafrly in fine with OEG's alternate 
recommendation that the capacity charge not exceed $145.79/MW-day, which was the 
adjusted RPM rate in effect in the prior PJM delivery year that recentiy concluded (OEG Ex. 
102 at 10-11). The dose proximity of our approved charge with OEG's recommendation is 
further confirmation that the approved charge falls witlun the zone of reasonableness. 
AdditionaUy, as OEG notes, a charge of $145.79/MW-day afforded AEP-Ohio an adequate 
return on eqtdty\ In 2011, AEP-Ohio earned a per books, unadjusted return of 10.21 percent, 
or an adjusted return of 11.42 percent after adjustments for plant impairment expense and 
certain non-recurring revenue (OEG Ex. 102 at 11, Ex. LK-3). At the same time, the capacity 
charge was not so high as to hinder retaU competition in AEPOhio's service tenitory. In 
the ffrst quarter of 2011, the RPM price was $220.96/MW-day and only 7.1 percent of AEP­
Ohio's total load had switched to a CRES provider. However, by the end of the year, with a 
lower RPM price of $145.79/MW-day in effect, shopping had significantly increased in 
AEP-Ohio's service tenitory, with 19.10 percent of fhe Company's total load having elected 
to shop (specifically, 5.53 percent of the residential class, 33.88 percent of the commercial 
class, and 18.26 percent of the industrial class). (OEG Ex. 102 at 11.) We expect that the 
approved compensation of $188.88/MW-day for AEP-Ohio's FRR capacity obUgations wUl 
likewise ensure that the Company earns an appropriate return on equity, as weU as enable 
the further development of competition in the Company's service territory. 

Although AEPOhio criticizes Staff's proposed capacity pricing mechanism for 
various reasons, the Commission finds that none of these arguments has merit. First, as a 
general matter, AEPOhio argues that Staff faUed to foUow FERC practices and precedent. 
We agree with Staff that FERC has different requirements for items such as CWC and CWIP 
than are found in Ohio. As Staff notes, the outcome of this case should not be dictated by 
FERC practices or precedent but should instead be consistent ^vith Ohio ratemaking 
principles. Although FERC practices and precedent may be informative in some instances, 
the Commission is bound by Ohio law tn establishing an appropriate state compensation 
mechanism. In response to AEP-Ohio's specffic argtunent regarding the exclusion of CWIP, 
Staff explained that Section 4909.15(A)(1), Revised Codes, requires that constmction projects 
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must be at least 75 percent complete in order to qualify for a C\A/IP aUowance and that AEP­
Ohio faUed to demonsfrate compliance with this reqturement 

As previously mentioned above, AEP-Ohio raises numerous concerns regarding 
Staff's proposed energy credit and offered the rebuttal testimony of Company witness 
Meehan ki an effort to critique EVA's testimony. Upon review of aU of the testimony, the 
Commission finds that it is dear that the dispute between AEP-Ohio and Staff amounts to a 
fundamental difference fri methodology in everything from the calculation of gross energy 
margins to accounting for operation of the pool agreement AEP-Ohio claims that Staff's 
inputs to the AURORAxmp model result in an overstated energy credit whUe Staff argues 
that the Company's energy credit is far too low. EssentiaUy, AEPOhio and Staff have 
simply offered two quite different approaches in thefr attempt to forecast market prices for 
energy. The Commission concludes that AEP-Ohio has not shown that the process used by 
Staff was enoneous or unreasonable. We further find that the approach put forth by EVA is 
a proper means of determining the energy credit and produces an energy credit that wUl 
ensure that AEP-Ohio does not over recover its capacity costs. 

Accordingly, we adopt Staff's proposed energy credit as modified above to account 
for AEPOhio's fuU requfrements confract with Wheeling Power Company, and find that a 
capacity charge of $188.88/MW-day is just, reasonable, and should be adopted. The 
Commission agrees with AEP-Ohio that the compensation received from CRES providers 
for the Company's FRR capacity obUgations should reasonably and fairly compensate the 
Company and should not significantiy undermine the Company's abUity to earn an 
adequate return on its investment. The Commission beUeves that, by adopting a cost-based 
state compensation mechanism for AEP-Ohio, vwth a capacity charge of $188.88/MW-day, 
in conjunction with the authorized deferral of the Company's incurred capacity costs, to the 
extent that the total incurred capacity costs do not exceed $188.88/MW-day not recovered 
from CRES provider bUIings reflecting the adjusted RPM-based price, we have 
accomplished those objectives, whUe also protecting the interests of aU stakeholders. 

FINDINGS OF FACT AND CONCLUSIONS OF LAW: 

(1) AEP-Ohio is a public utility as defined in Section 4905.02, 
Revised Code, and, as such, is subject to the jurisdiction of this 
Commission. 

(2) On November 1, 2010, AEPSC, on behaff of AEPOhio, filed an 
application with FERC ui FERC Docket No. ERll-1995, and on 
November 24, 2010, refiled its application, at the dfrection of 
FERC, in FERC Docket No. ERll-2183. The appUcation 
proposed to change the basis for compensation for capacity costs 
to a cost-based mechanism and included proposed formula rate 
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templates under which AEP-Ohio wotUd calculate its capacity 
costs under Section D.8 of Schedule 8.1 of the RAA. 

(3) By entry issued on December 8, 2010, the Commission initiated 
an investigation in the present case to determine the impact of 
AEPOhio's proposed change to its capacity charge. 

(4) The foUowing parties were granted intervention in this 
proceeding: OEG, lEUOhio, OCC, OPAE, OMA, OHA, Dfrect 
Energy, ConsteUation, FES, Duke, Exelon, IGS, RESA, Schools, 
OFBF, Kroger, NFIB, Dominion RetaU, AICUO, Grove City, and 
OCMC. 

(5) On September 7, 2011, tiie ESP 2 Stipulation was fUed by AEP­
Ohio, Staff, and other parties to resolve the issues raised in the 
consolidated cases, including the present case. 

(6) On December 14, 2011, the Commission adopted the ESP 2 
Stipulation with modifications. 

(7) By entry on rehearing issued on February 23, 2012, the 
Commission revoked its prior approval of the ESP 2 Stipulation, 
finding that the signatory parties had not met thefr burden of 
demonsttating fhat the stipulation, as a package, benefits 
ratepayers and the pubUc interest 

(8) By entry issued on March 7, 2012, the Commission approved, 
with modifications, AEP-Ohio's proposed interim capacity 
pricing mechanism. 

(9) A prehearing conference occurred on AprU 11,2012. 

(10) A hearing commenced on April 17,2012, and conduded on May 
15, 2012. AEPOhio offered tiie dfrect testimony of five 
witnesses and the rebuttal testimony of three witaesses, 
AdditionaUy, 17 witaesses testified on behalf of various 
intervenors and three wtaesses testified on behalf of Staff. 

(11) Initial briefs and reply briefs were filed on May 23, 2012, and 
May 30,2012, respectively. 

(12) By entry issued on May 30, 2012, the Commission approved an 
extension of AEP-Ohio's interim capacity pricing mechanism 
through July 2,2012. 
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(13) The Commission has jurisdiction in this matter pursuant to 
Sections 4905.04,4905.05, and 4905,06, Revised Code. 

(14) The state compensation mechanism for AEPOhio, as set forth 
herein, is just and reasonable and should be adopted, 

ORDER: 

It is, therefore, 

ORDERED, That lEU-Ohio's motion to dismiss this case be denied. It is, further, 

ORDERED, That flie motion for permission to appear pro hoc vice instanter fUed by 
Derek Shaffer be granted. It is, further, 

ORDERED, That the state compensation mechanism for AEP-Ohio be adopted as set 
forth herein. It is, further, 

ORDERED, That AEP-Ohio be authorized to defer its incurred capacity costs not 
recovered from CRES provider bUlings to the extent the total incuned capadty costs do not 
exceed $188.88/MW-day. It is, further, 

ORDERED, That the interim capacity pricing mechanism approved on March 7,2012, 
and extended on May 30, 2012, shall remain in place untU the earUer of August 8, 2012, or 
such time as the Commission issues its opinion and order in 11-346, at which point the state 
compensation mechanism approved herein shall be incorporated into the rates to be 
effective pursuant to fhat order. It is, fturther, 

ORDERED, That nofhiitg in this opinion and order shaU be binding upon this 
Commission in any future proceeding or investigation involving fhe justness or 
reasonableness of any rate, charge, rule, or regulation. It is, further. 
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ORDERED, That a copy of this opinion and order be served upon aU parties of record 
in this case. 

THEPUBLf MMISSIONOFOHIO 

Cheryl L, Roberto 

SJP/GNS/sc 

Entered in the Journal 

Barcy F. McNeal 
Secretary 

\^j C T ^ " ^ ^ ^ 

Andre T. Porter 
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BEFORE 

THE PUBLIC UTTLrriES COMMISSION OF OHIO 

In the Matter of the Commission Review of ) 

tiie Capadty Charges of Ohio Power ) case No. 10:2929-EL-UNC ' 
Company and Columbus Southern Power ) 
Company. ) 

COiSICURRING OPINION 
OF COMMISSIONERS ANDRE T, PORTER AND LYNN SLABY 

The majority opinion and order balances the interests of consumers, suppUers, and 
AEPOhio, It provides certainty for consumers and suppUers by resolving questions about 
whether there wiU be a competitive elecfricity market in the AEP-Ohio territory, 
SpecificaUy, and across this state, generaUy. It does so by establishing a state compensation 
mechanism pursuant to which competitive retaU electric supplieis have access to RPM-
based market capadty pricing, which wiU encourage competition among those suppUers, 
resulting in the benefit to constuners of fhe lowest and best possible elecfric generation rates 
in the AEP-Ohio territory. 

Moreover, it recognizes the important function and commitment of AEPOhio as a 
fixed resource requfrement entity having dedicated capacity to serve consumers in its 
service territory. However, these resources are not without cost Accordingly, the order 
allows AEPOhio to receive its actual costs of providing the capadty through the deferral 
mechanism described therein, which we have determined, after thorough consideration of 
the record in this proceeding, to be $188.88/MW-day. This result is a fafr balance of aU 
interests because rather than subjecting AEP-Ohio to RPM capadty rates that were derived 
from a market process in which AEP-Ohio did not participate, the order aUows AEP-Ohio 
to recover the costs of the agreement to which it was a participant—dedicating Us capadty 
to serve consumers in its service territory. Our opinion of this result, in this case, should not 
be misunderstood as it relates to RPM; by joining the majority opinion, we do not, in any way, 
agree to any description of RPM-based capacity rates as being unjust or unreasonable. 

Finally, while we prefer to have the state compensation mechanism effective as of 
today, we join with the majority in setting the effective date of August 8,2012, or to coincide 
vvLth our as~yet unissued opinion and order in Docket No. 11-346-EL-SSO, whichever is 
earUer. In an attempt to balance the deferral authorization created in this proceeding and 
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fhe anticipated mechanism to be considered as part of Docket No. 11-346-EL-SSO to 
administer the deferral, we agree that it is equitable to tie the decision being made in this 
order to that in 11-346-EL-SSO. However, we caution that the balance is only achieved 
within an expeditious resolution of the 11-346-EL-SSO docket by August 8,2012. 

^ ^ Andre ^.Porter 

ATP/LS/sc 

Entered in the Journal 

m.nmi 

Barcy F. McNeal 
Secretary 
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BEFORE 

THE PUBLIC UTILriTES COMMISSION OF OHIO 

In the Matter of the Commission Review of ) 

tiie Capacity Charges of Ohio Power ) c^3e N ^ . io-2929-EL-UNC 
Company and Columbus Southern Power } 
Company. ) 

CONCURRING AND DISSENTING OPINION 
OF COMMISSIONER CHERYL L. ROBERTO 

I join my coUeagues in updating the state com^pensation method for the Fixed 
Resource Requfrement from that originally adopted implicitiy in AEP-Ohio's ffrst ESP case. 
Case No. 08-917-EL-SSO, et al., and explicitly in tiiis matter to a cost-based rate of 
$188.88/MW-day. 

I depart from the majority, however, in the analysis of the nature of the Fixed 
Resource Requirement and, as a result, the basis for the Commission's authority to update 
the state compensation method for the Fixed Resource Requfrement 

AdditionaUy, I dissent from those portions of the majority opinion creating a deferral 
of a portion of the authorized cost-based Fixed Resource Requfrement rate adopted today. 

What is a Fixed Resource Requfrement? 

fri order to assure that the fransmission system is reUable, PJM requfres any one who 
wishes to fransmit elecfridty over the system to fliefr customers! to provide reliabiUty 
assurance that they have the wherewithal - or capacity - to use the fransmission system 
without crashing it or otherwise destabUizing it for everyone else.^ The protodols for 
making this demonsfration are contained in the ReliabiUty Assurance Agreement Each 
fransmission system user must show that they possess Capacity Resources sufficient to 
meet thefr own needs plus a margin for safety. These Capadty Resources may include a 
combination of generation faciUties, demand resources, energy efficiency, and Interruptible 

These transmission users are known as a "Load Serving Entity" or "LSE." LSE shall mean any entity (or 
the duly designated agent of such an entiiy), including a load aggregator or power marketer, (i) serving 
end-users within the PJM Region, and (ii) ihat has been granted the authority or has an obligation 
ptursuant to state or local law, regulation or franchise to sell electric energy to end-users located within the 
PJM Regioiu Reliability Assurance Agreement Among Load Sewing Entities in the PJM Regiojt, PJM 
Interconnection, L L C , Rate Schedxde EERC No. 44 (effective date May 29, 2012) (hereinaftei Reliability 
Assurance Agreement), Section 1.44. 

Section 5, Capacity Resource Commitment, PJM Open Access Transmission Tariff (effective date June 8, 
2012), at 2395-2443. 
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Load for ReUabUity.^ Capacity Resotirces may even include a fransmission upgrade.* The 
Fixed Resource Requfrement is nothing more than an enforceable agreement that for a finite 
period one fransmission user wiU demonsfrate on behalf of other fransmission users within 
a specified territory that sufficient Capacity Resources exist to meet aU of thefr respective 
reUabUity needs. During this period, the fransmission user offering to provide the Fixed 
Resource Requfrement is the sole authorised means by which a fransmission user who opts 
to use this service may demonsfrate the adequacy of thefr Capacity Resources.5 This 
demonsttation is embodied in a Fixed Resoturce Requfrement Capadty Plan that describes a 
portfolio of the generati'on, demand resources, energy efficiency, Interruptible Load for 
ReliabUity, and fransmission upgrades it plans to use to meet fhe Capacity Resource 
requfrements for the territory.^ The Ohio Supreme Court has noted that regional 
fransmission organizations, such as PJM, provide fransmission services through FERC 
approved rates and tariffs.'' Thus, the Fixed Resource Requfrement is a commitment to 
provide a fransmission service pursuant to the tariffs fUed by PJM with FERC. 

As established in this matter, AEP-Ohio has committed to provide the Fixed 
Resource Requfrement for aU fransmission users offering electticity for sale to retaU 
customers within ihe footprint of its system.. No other entity may provide this service 
during the term of the current AEP-Ohio Fixed Resource Requfrement Capadty Plan, 

Commission Authority to EstabUsh State Compensation Method 
for the Fixed Resource Requfrement Service 

Chapter 4928, Revised Code, defines "retaU electric service" to mean any service 
involved in the supply or arranging for the supply of elecfricity to ultimate consumers in 
this state, from the point of generation to fhe point of consumption. For purposes of 
Chapter 4928, Revised Code, retaO elecfric service includes, among other things, 
fransmission service.^ As discussed, supra, AEPOhio is the sole provider of the Fixed 
Resource Requfrement service for other fransmission users operating within its footprint 
until the expfration of its obUgation on Jtme 1, 2015. As such, this service is a 
"noncompetitive retaU elecfric service" pursuant to Sections 4928.0l(A)(21) and 4928,03, 
Revised Code. This Commission is empowered to set rates for noncompetitive retaU elecfric 
services. WhUe PJM could certainly propose a tariff for FERC adoption directing PJM to 

5 Reliability Assurance Agreement, Schedule 6, Procedures for Demand Resources, ILR, and Energy 
Efficiency. 

^ Reliability Assurance Agreement;. Schedule 8.1, Section D.6. 
^ Reliability Assurance Agreement, Section 1.29 defines the Fixed Resource Requirement Capacity Plan to 

mean a long-term plan for the commitment of Capacity Resources to satisfy the capacity obligations of a 
Party fliat has elected the FRR Altemative, as more fuUy set forth in Schedule 8.1 to this Agreement 

^ Reliability Assurance Agreement, Section 7.4, Fixed Resource Requirement Altemative. 

7 Ohio Consumers' Counsel v. PUCO, 111 Ohio St3d. $84,856 N.E.2d 940 (2006). 

8 Section 4^28.01(A){27), Revised Code. 
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establish a compensation method for Fixed Resource Requfrement service, it has opted not 
to do so in favor of a state compensation method when a state chooses to estabfish one. 
When this Commission chooses to establish a state compensation method for a 
noncompetitive retaU elecfric service, the adopted rate must be just and reasonable based 
upon fraditional cost-of-service principles. 

This Commission previously established a state compensation method for AEP­
Ohio's Fixed Resource Requfrement service tvithrn AEPOhio's initial ESP. AEPOhio 
received compensation for its Fixed Resource Requfrement service through both the 
provider of last resort charges to certain retaU shopping customers and a capadty charge 
levied on competitive retaU providers that was established by the three-year capacity 
auction conducted by PJM.^ Since the Commission adopted this compensation method, the 
Ohio Supreme Court reversed the authorized provider of last resort charges,!*^ and the 
auction value of the capadty charges has fallen precipitously, as has the relative proportion 
of shoppers to non-shoppers. 

I agree with the majority fhat the Commission is empowered pursuant to its general 
supervisory authority found frt Sections 4905.04, 4905.05, and 4905.06, Revised Code to 
establish an appropriate rate for the Fbced Resource Requfrement service. I also agree fhat 
pursuant to regulatory authority tmder Chapter 4905, Revised Code, as well as Chapter 
4909, Revised Code a cost-based compensation method is necessary and appropriate. 
Additionally, I find that because the Fbced Resource Requirement is a noncompetitive retaU 
elecfric service, the Commission must establish the appropriate rate based upon fraditional 
cost of service principles. FinaUy, I find specific authority within Section 4909.13, Revised 
Code, for a process by which the Commission may cause further hearings and 
investigations and may examine into aU matters which may change, modify, or affect any 
finding of fact previously made. Given the change in cfrcumstances sfrice the Commission 
adopted the initial state compensation for AEPOhio's Fixed Resource Requfrement service, 
it is appropriate for the Commission to revisit and adjust that rate to reflect current 
cfrcumstances as we have today. 

"Deferral" 

In prior cases, this Commission has levied a.rate or tariff on a group of customers but 
deferred coUection of revenues due from that group untU a later date. In this instance, the 
majority proposes to establish a rate for the Fixed Resource Requfrement service provided 

^ In the Matter of the Application of Columbus Southern Power Company for Approval cf an Electric Security Plan; 
an Amendment to its Corporate Separation Plan; and the Sale or Transfor of Certain Generating Assets, Case No, 
0S-917-EL-SSO, et al.. Opinion and Order (March 18,2009), Entry on Rehearing (July 23,2009); In the Matter 
of the Commission Review cf the Capadty Charges of Ohio Power Company and Columbus Southern Power 
Company, Case No. 10-2929-EL-UNC, Entry (December 8,2010). 

1" In re AppUcation of Columbus S. Pamer Co., 128 Ohio SL3d 512 (2011). 
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by AEPOhio to other fransmission users but then to discount that rate such that the 
ttansmission users wiU never pay i t The difference between the authorized rate and that 
paid by the other fransmission users wUI be booked for futiure payment not by the 
fransmission users but by retail elecfricity customers. The stated purpose of this device is to 
promote competition 

As an initial matter, I am not convinced on the record before us that competition has 
suffered sufficientiy or wUl suffer sufficiently during the remaining term of the Fbced 
Resource Requfrement as the result of the state compensation method to warrant 
intervention in the market, ff it did, fhe Commission could consider regulatory options 
such as shopping credits granted to fhe consumers to promote consumer entry into the 
market With more buyers in fhe market, in theory, more seUexs should enter and prices 
should faU. The method selected by the majority, however, attempts to entice more seUers 
to the market by offering a significant, no-strings-attached, tmeamed benefit This poUcy 
choice operates on faith alone fhat seUers wUl compete at levels that drop energy prices 
whUe fransferring the unearned discount to consumers, ff the retaU providers do not pass 
along the entfrety of the discount, then consumers wiU certainly and inevitably pay twice 
for the discoimt today granted to the retaU suppliers. To be clear, unless every retaU 
provider disgorges 100 percent of the discount to consumers in the form of lower prices, 
shopping consumers wiU pay more for Fixed Resource Requfrements service than the retaU 
provider did. This represents the ffrst payment by the consumer for the service. Then the 
deferral, with carrying costs, wUl come due and the consumer vdll pay for it aU over again — 
plus interest. 

I find that that the mecharusm labeled a "deferral" in the majority opinion is an 
unnecessary, ineffective, and costiy intervention into the market that I cannot support 
Thus, I dissent from those portions of the majority opinion adopting this mechanism. 

Cheryl L. Roberto 

CLR/sc 

Entered in the Joum^ 

^ l ^ ' K e j J ••• 

Barcy F. McNeal 
Secretary 

000000245 



BEFORE 

THE PUBLIC UTILmES COMMISSION OF OHIO 

In the Matter of the Application of Ohio 
Power Company for Approval of the 
Shutdown of Unit 5 of the PhiUp Spom 
Generating Station and to EstabUsh a Plant 
Shutdown Rider. 

Case No. 10-1454-EL-RDR 

FINDING AND ORDER 

The Commission finds: 

(1) Ohio Power Company (OP or the Company) is a pubUc utUity 
and an electric Ught company within the definitions of Sections 
4905.02 and 4905.03(A)(3), Revised Code, and, as such, is 
subject to the jurisdiction of this Commission pursuant to 
Sections 4905.04,4905.05, and 4905.06, Revised Code. 

(2) On October 1,2010, OP filed an appUcation requesting that the 
Commission approve the closure of Unit 5 of the PhUip Spom 
Generating Station (Spom Unit 5) to the extent such approval is 
requfred by Sections 4905.20 and 4905.21, Revised Code. OP 
explains that the plant is located on the Ohio River and is 
comprised of five generation units placed into service between 
1950 and 1960. OP states that it owns Spom Units 2, 4, and 5, 
while Appalachian Power Company, which operates the plant 
owns Spom Units 1 and 3. According to OP, Spom Unit 5 is an 
early supercritical tmit fhat currentiy has a winter capabiUty of 
450 megawatts, 

OP further requests that the Commission simultaneously 
approve the estabUshment of a Plant Closure Cost Recovery 
Rider (PCCRR) to coUect the costs associated v^dth the dosure 
of Spom Urut 5. As proposed by OP, the nonbypassable 
disfribution rider would enable ffie Company to recover 
incurred dosure costs as of December 2010, which include the 
unam^ortized plant balance remaining on OP's books 
(approxUnately $56.1 miUion) and unique materials and 
supplies fhat cannot be used at other plants (approximately 
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$2.6 million). The proposed PCCRR would also permit OP to 
recover closure costs incurred after December 2010, which are 
expected to include any legaUy requfred asset retfrement 
obligations (such as asbestos removal, fly ash pond dosure, 
and disposal of fransformer-rectifier set fluids) and any net 
salvage to be incurred related to the Sporn Unit 5 assets (such 
as unique materials and supplies). OP requests accounting 
authority to record the future costs in a regulatory 
asset/UabUity account, with such costs being induded in the 
PCCRR when incurred. OP further requests that a weighted 
average cost of capital carrying charge on the future cost 
deferrals be recovered through the PCCRR. Finally, OP 
proposes that the PCCiy^ rate be implemented outside of the 
rate caps established in the case approving, as modified, fhe 
Company's electric seciurity plan (ESP 1) for 2009 through 2011 
(ESPlCase).^ 

ff the Commission should determine liiat it is appropriate to 
mitigate the rate impact of the PCCRR, OP alternatively 
requests fhat the Commission amortize recovery of the Spom 
Urut 5 dosure costs over a 36-month period, v^dth carrying 
charges bekig included over the extended recovery period. 

(3) In support of its application, OP states: 

(a) Effective December 10, 2007, a New Source 
Review (NSR) Consent Decree, resolving aU 
complaints related to NSR requfrements filed 
against American Elecfric Power (AEP) and its 
affiUates, fricludirtg OP, was entered with the 
United States Department of Justice. As part of 
the NSR Consent Decree, Spom Unit 5 is requfred 
to be retired, repowered, or refrofitted by 
December 31, 2013. AEFs plan to comply with 
the NSR Consent Decree included retfrement of 
Spom Unit 5 at the end of 2013. 

^ bt the Matter of fhe Application of Ohio Power Company for Approval of its Electric Security Plan; and an 
Amendment to its Corporate Separation Plan, Case No. 08-918-EL-5SO, Opinion and Order (March 18,2009) 
(ESP 1 Order) 
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(b) Aside from the planned retfrement at the end of 
2013, AEFs integrated resource planning process 
had projected the retfrem.ent and removal of 
Spom Unit 5 as a capadty resource in 2010. As a 
result, AEP did not bid Spom Unit 5 into the PJM 
Interconnection, LLC (PJM) base residual capacity 
auction for the 2010-2011 plarming year, which 
was conducted in early 2008. Spom Unit 5 was 
thus no longer a PJM capadty resource as of 
June 1, 2010, but was expected to be avaUable to 
produce power for tiie PJM energy market 
through the end of 2013. 

(c) During the period prior to OFs ESP 1 application, 
revenues from Spom Unit 5, less aU operating 
and maintenance expenses, resulted in an 
approximately $36.3 mUUon contribution to other 
costs of the Company and were expected to 
continue to be available to produce such 
contributions during fhe term of ESP 1. Current 
projections based on economic conditions, 
however, indicate operating losses of $8.4 miUion 
and $6.8 mUUon for 2011 and 2012, respectively, 
for Spom Unit 5. The results for 2013 are 
expected to be simUar. For this reason, OP plans 
to close Spom Unit 5 earUer than previously 
expected, contingent upon Commission approval. 

(d) In the ESP 1 Case, the Commissioii approved 
OFs request for authority to come before tiie 
Commission during the term of ESP 1 to 
determine the appropriate freatment for 
accelerated depreciation and otiier net early 
closure costs in the event it becomes necessary to 
dose a generation plant earlier than previously 
antidpated,^ OP submits that the ESP 1 Order 
thus SpecificaUy contemplated the Company's 
recovery of early closure costs. 

2 K P l Order at 52-53. 
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(e) Noting that Sporn Unit 5 has served and 
benefitted OFs ratepayers during the life of the 
asset, the Company asserts that shareholders 
shotild not be expected to absorb the early closure 
costs, which represent doUars invested during a 
regtUatory regime in which OP was permitted to 
recover aU prudentiy incurred costs, including 
plant dosure costs. OP further contends that it 
would have absorbed such early closure costs, if it 
had been permitted to fransition to market-based 
generation rates by 2006, as originally 
contemplated under Amended Substitute Senate 
BUl 3 (SB 3). Therefore, OP beUeves that it is 
reasonable under the cfrcumstances for the 
Company to recover the costs associated vnth the 
early dosure of Spom Unit 5. 

(4) Motions to intervene were filed on various dates by Ohio 
Partners for Affordable Energy (OPAE); Indusfrial Energy 
UsersOhio (IEUOhio)3; Ohio Consumers' Counsel (OCQ; 
Ohio Envfronmental Coundl (OEC); Ohio Energy Group 
(OEG); Wal-Mart Stores East, LP and Sam's East hic. (jointiy, 
Walmart); Sierra Qub of Ohio (Sierra Qub); and OMA Energy 
Group (OMAEG). No memoranda confra were filed. The 
Commission finds that the motions to intervene are reasonable 
and shotUd be granted. 

(5) On October 5, 2010, and December 17, 2010, respectively, 
motions for admission pro hoc vice were filed on behalf of 
DavidC. Rfriebolt for OPAE arid HoUy Rachel Smith for . 
Walmart.4 No memoranda confra were filed. The Commission 
finds that the motions for admission pro hoc vice are reasonable 
and should be granted. 

On February 18, 2011, lEU-Ohio filed a motion to consoUdafe this case witli numerous other cases 
pending before the Commission. This finding and order does not address lEU-Ohio's motion to 
consolidate. 
The motions to practice pro hoc vice were filed prior to the recent amendment of Rule XII, Section 2 of the 
Government of the Bar of Ohio, which provides new procedures for requesting pro hoc vice admission. 
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(6) By entry of March 9, 2011, the Commission established a 
procedural schedule for the filing of comments and reply 
comments. 

(7) Upon the filing of its application, OP provided PJM, as 
requfred, an advance 90-day notification of ihe planned closure 
of Spom Unit 5, contingent upon Commission approval. 
Subsequentiy, on March 30, 2011, OP filed notice with the 
Commission that it was informed by PJM on October 29, 2010, 
that PJM had identified no reUabiUty violations resulting frona 
the proposed shutdown and that Spom Unit 5 could be 
deactivated at any time from PJM's perspective. OP further 
reported that Morutoring Artalytics, LLC, which is known as 
the Market Monitoring Unit in PJM's Open Access 
Transmission Tariff, notified the Company on February 1,2011, 
that it had identified no market power issue with respect to the 
proposed dosure of Spom Unit 5. 

(8) In accordance with the procedural schedule estabUshed in this 
case, timely initial comments were fUed by lEU-Ohio, OEG, 
OCC, OMAEG, OPAE, Wahnart, and Staff on April 8,2011.5 

(9) On April 14,2011, OP filed a motion for a four-day extension of 
the deadline for reply conunents, which was granted by the 
attorney examiner by entry issued AprU 15,2011. 

(10) On AprU 20,2011, OCC filed supplemental comments, as weU 
as a motion for leave to file supplemental comments instanter, 
pursuant to Rule 4901-1-12, Ohio Adminisfrative Code, fri 
support of its motion, OCC states fhat it seeks to fUe 
supplemental comments in Ught of a recent decision of the 
Supreme Court of Ohio that impacts this case. Further, OCC 
notes that its supplemental conunents were included with the 
motion in order to afford the other parties fhe opportunity to 
respond in thefr reply comments. OCC, therefore, concludes 
that granting its motion wiU not adversely affect a substantial 
right of any party. No memoranda confra CXZC's motion were 

OCC, OEC, and Sierra Qub also provided comments on OFs application along with their motions to 
intervene. Subsequently, OF filed comments in response to CKZC and OEC. The Conunission will 
consider these filings in addition to the initial conunents and reply comments filed in accordance with 
the procedural schedule. 
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fUed. The Commission finds fhat OCC's motion for leave to file 
supplemental comments instanter is reasonable and should be 
granted. 

(11) Tfrnely reply comments were filed by OP on April 21,2011, and 
by FfrstEnergy Solutions Corp. (FES), lEUOhio, and OPAE on 
April 22,2011. 

Staff Comments 

(12) In its comments. Staff argues that the Commission should not 
approve OFs request for recovery of costs associated with the 
closure of Spom Unit 5, as there is no statutory basis for 
recovery of such costs. Staff asserts that Amended Substitute 
Senate BUl 221 (SB 221) contaiits no provision allowing for 
recovery of costs related to the dosure of a generating unit 
Staff points out tiiat, although Section 4928.143(B)(2)(c), 
Revised Code, provides for the establishment of a 
nonbypassable siurcharge for the life of a generating faciUty ff 
specific conditions are met those conditions have not been met 
with respect to Sporn Unit 5, because it was constructed prior 
to January 1, 2009, not competitively bid, and not subjed to a 
determination of need by the Commission. Staff condudes that 
the only provision under current law that would pennit the 
sort of charge sought by OP does not apply under the 
drcumstances. 

Staff fturther argues that OFs requested reUef would conflict 
with the mandatory policy provision of Section 4928.02(H), 
Revised Code, which requfres the Commission to avoid 
subsidies flowing from a noncompetitive retail electric service 
to a competitive retail elecbAc service, induding by prohibiting 
the recovery of any generation-related costs through 
disfribution or fransmission rates. Staff notes ihat generation 
service is a competitive retaU electric service in Ohio pursuant 
to Section 4928.03, Revised Code; OP seeks to establish a 
nonbypassable charge that would be coUeded from aU 
distribution customers; and competitive suppUers cannot 
coUect dosure costs from thefr customers. Staff contends that 
OP would have a competitive advantage in its generation 
service business ff it were permitted to colled closure costs. 

000000251 



10-1454-EL-RDR 

(13) In its reply comments, FES agrees with Staff. OP, however, 
responds that Section 4928.143, Revised Code, enables the 
Commission to aUow recovety of plant dosure costs. Citing 
Section 4928.143(C)(1), Revised Code, OP argues that the only 
determination for the Commission to make vdth respect to a 
proposed electric security plan (ESP) is whether it is more 
favorable in the aggregate as compared to the expected results 
of a market rate offer. OP also disputes Staff's position that 
SB 221 does not address plant retfrement OP points to Section 
4928.143(B)(2)(c), Revised Code, which provides that the 
Commission may consider, as appUcable, the effects of any 
decommissioning, deratfrigs, and retirements before it 
authorizes a surcharge puxsuant to that provision. OP asserts 
that this provision is an integral part of attempting to 
encourage construction of new generating capacity in Ohio. 
OP submits that, in order to effectively address such 
construction in a comprehensive manner as envisioned by the 
General Assembly, the Commission should address the entfre 
investment cycle, indudkig retfrement of existing plants, or 
else capadty wiU not be buUt in Ohio. In further support of its 
request, OP notes that Section 4928.143(B)(2)(d), Revised Code, 
authorizes recovery of carrying costs and deferrals. 

AdditionaUy, OP asserts that, in the ESP 1 Order, the 
Commission expUdtiy permitted the Company to request 
recovery of early plant dosure costs during the term of ESP 1.^ 
Because no party challenged tihe Conunission's determination 
on this point, OP states that it is a final and non-appealable 
order. OP contends that the Commission retains discretion to 
grant or deny its request, but that no party can reasonably 
daim that the Commission lacks the legal abUity to implement 
this provision of ESP 1. OP believes that the argtunent that 
SB221 precludes recovery of closure costs is a coUateral attack 
on flie ESP 1 Order. 

Further, OP points out that the Commission has recentiy 
represented fri comments to the United States Envfroimiental 
Protection Agency that certain proposed envfronmental 
regulations would accelerate the retfrement of coal-fired 

6 ESP 1 Order at 52-53. 
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generating plants and that the cost of premature retirements 
would have a direct impact on rates, in part due to 
amortization and other closure costs. OP argues that the 
Conunission's comments undercut Staff's position in this case 
and instead support the Company's policy arguments 
regarding its request for recovery of early closiure costs. OP 
believes that the Connmission has afready indicated that 
ratepayers wUl pay for early plant retfrements and that the 
Commission may not now claim that such a result is unlawful 
or uiureasonable. 

(14) In its conunents. Staff fturther notes that, during the market 
development period from 2000 through 2005, OP had the 
opportunity to receive fransition revenues, including revenues 
assodated witit regtilatory assets, to assist the Company in 
making the fransition to a fuUy competitive retaU electric 
generation market Staff points out fhat revenues assodated 
with regulatory assets were to end no later than December 31, 
2010, pursuant to Section 4928.40(A), Revised Code, and that, 
in any event, OP elected to forgo recovery of any sfranded 
generation fransition charges pursuant to the stipulation 
reached in its elecfric fransition plan case.^ 

(15) In its reply comments, FES agrees vrfth Staff, adding that, even 
if OFs request were timdy, the Company has faUed to meet the 
criteria of Section 4928.39, Revised Code. According to FES, 
these criteria would reqture that the closure costs be prudentiy 
incurred; legitimate, net, verifiable, and dfrecfly aUocable to 
retaU electric generation service; and unrecoverable in a 
competitive market; and also requfre that the Company 
othenvise be entitied an opportunity to recover the costs. 

For its part, OP repUes fhat its request for recovery of the net 
book value of the plant and other closure costs is not the same 
as a request for recovery of sfranded generation investment. 
OP further notes that, ff it had been permitted to fransition to 
market rates by 2006, it could have absorbed its early plant 

7 In the Matter of the Applications of Columbus Southern Power Company and Ohio Power Company fir Approval 
of Their Electric Transition Plans and for Receipt of Transition Revenues, Case No. 99-1729-EL-ErP, et aL, 
Opinion and Order (September 28,2000), at 15-18. 

000000253 



10-1454-EL-RDR -9-

closure costs through market prices. Because OP was not 
permitted to fransition to market-based generation pricing, fhe 
Company submits fhat it is reasonable under the cfrcumstances 
to recover its early plant closure costs. OP also maintains that 
current law aUows the Commission to authorize recovery of the 
Company's early plant closure costs. OP concludes that 
arguments regarding recovery of sfranded investment costs are 
neither relevant nor dispositive in light of changed factual and 
legal cfrcumstances. 

(16) Additionally, Staff argues that OP has already been 
compensated for the costs that it seeks to recover, as Spom Unit 
5 should have been fuUy depredated in 2010, based on the 
depreciation rates established in Case No. 94-996-EL-AIR.8 
According to Staff, tiiese rates included 17 percent closure costs 
and an escalator of 3.6 percent each year to account for 
increased costs over time. 

(17) In reply, OP disagrees with Staff that the Company's 
investment frt Spom Unit 5 has been fuU recovered, noting that 
depredation rates established more than 15 years ago should 
not be used to override the Company's accounting books. OP 
asserts that Staff's position reUes on outdated information and 
does not conform to established regulatory accounting and 
ratemaking principles regarding updating depreciation rates 
when cfrcumstances change. OP admits that some partial 
adjustment to recovety of future dosure costs may be 
appropriate, given that at least a portion of the dosure costs 
may have been reflected in the previously authorized rates. OP 
contends that it is nevertheless entitied to recovety of the net 
book value, which is driven by approximately $70 mUUon in 
capital plant additions that occurred after the disfribution rate 
case fri 1994. OP maintains tJiat the closure costs reflected in its 
depredation rates substantially underestimated the actual 
closure costs that apply to Spom Unit 5, in light of the dramatic 
intervening increase in environmental regulations that apply to 
coal-burning power plants. 

* In the Matter of the Application of Ohio Power Company for Autliority to Amend its Filed Tariffs to Increase the 
Rates and Charges for Electric Service and Related Matters, Case No. 94-996-EL-AIR, et al . Opinion and 
Order (March 23,1995), at 36-37. 
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(18) FinaUy, Staff notes that, fri a recent case, the Commission 
denied a request for recovery of expenses related to several 
retfred generation facUities, rejecting Ohio Edison Company's 
claim that the plants remained assets of the elecfric disfribution 
UtUity, although they were no longer used for generation.^ OP 
repUes that fhe case dted by Staff is inappUcable, as the retfred 
generation facUities did not support the distribution service 
being priced in the case. 

Intervenor Comments 

Walmart 

(19) Walmart argues that if the Commission determines that the 
PCCRR is appropriate, it should be bypassable for customers 
taking generation service from a competitive suppUer, because 
it would be inconsistent with cost-of-service principles to 
impose OFs generation costs on such customers. In its reply 
commente, OPAE disagrees, contending that the costs 
associated with the dosure of Spom Unit 5 were incurred in the 
past, prior to shopping in OFs service territoty. 

(20) Wahnart further contends fhat the charge for the PCCRR 
should be calculated based on the annual kUowatt demand for 
customer dasses with demand meters. OPAE disagrees, 
asserting that generation in wholesale markets is priced on a 
per kflowatt hour basis and that cost recovery should foUow 
the market 

(21) FfriaUy, Walmart states fhat the Commission should accept 
OFs offer to mitigate the rate impact of the PCCRR by 
amortizing recovery of dosure costs over a 36-month period. 
OPAE again disagrees, noting that O F s customers are afready 
facing substantial fuel cost deferrals. OPAE suggests that the 
deferral should be amortized over a single year or the 
Commission should deny recovety of carrying charges and 

In the Matter of the Application of Ohio Edison Company, The deoeland Electric Rlumirmting Company, and The 
Toledo Edison Company for Authority to Increase Rates for Distribution Service, Modify Certain Accounting 
Practices, and for Tariff Approvals, Case No. 07-551-EL-AIR, et al . Opinion and Order January 21,2009), at 
14. 
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amortize recovery over an appropriate period to be determined 
by the Commission. 

OPAE 

(22) OPAE argues that as a result of the deregulation of dectric 
UtiUties pursuant to SB 3, ratepayers have no legal 
responsibiUty for plant closure costs, just as they have no claim 
on the output of Spom Unit 5, which OP may utilize as it sees 
fit According to OPAE, the fart that Spom Unit 5 was once 
used and useful in providing service to OP's disfribution 
customers is no longer rdevant because that former regulatory 
regime no longer exists. OPAE asserts that customers are no 
longer responsible for financing the generation owned by any 
UtiUty; rather, they are responsible only for paying for 
generation at a price set through the market or an ESP. OPAE 
notes that no provision was made in ESP 1 for the recovery of 
exfraordinaty costs such as for the early dosure of a plant, frt 
response, OP contends that SB 221 imposed a hybrid form of 
re-regulation, which includes cost-based rate adjustinents in an 
ESP that are more akin to single issue ratemaking usfrig 
fraditional regulatoty prindples. 

(23) LUce Staff, OPAE also points to the fact tiiat retaUi elecfric 
generation is a competitive retail elecfric service under Section 
4928.03, Revised Code, and argues that charging customers for 
OP's business decision to dose Spom Unit 5 would run afoul of 
the prohibition against anticompetitive subsidies found in 
Section 4928.02(H), Revised Code. 

(24) FinaUy, OPAE argues that OP has afready been compensated 
for plant closure costs by way of its recovery of regulatoty 
fransition costs dming the market development period. 

OMAEG 

(25) In its conunents, OMAEG asserts fliat OP does not dte any 
legal authority that would permit recovety of plant dosure 
costs. With respect to OFs argument fhat Spom Unit 5 has 
served ratepayers during the life of the asset and that it would 
thus be unreasonable to requfre shareholders to absorb the 
closture costs, OMAEG states that this argument may be 
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appropriate under cost-based regulation but that such 
regulation no longer determines generation rates. 

(26) OMAEG also argues that OP has failed to provide evidence of 
the offsetting positive value of the remainder of its generation 
fleet, as addressed by the Commission in the ESP 1 Case.io 
FinaUy, OMAEG contends that OP has been fafrly compensated 
by its customers, citing the Commission's review of the 
Company's annual earnings for 2009.^1 

OEG 

(27) OEG argues that OP cites no statutoty provision fri support of 
ite request for cost recovety. OEG contends that OFs request 
to recover depreciation on the undepredated remainder of 
Spom Unit 5 should be denied as it rdates to a rate base and 
regulatoty regime that no longer exist OEG notes that ESP 1 
was approved without regard to cost of service. 

(28) OEG further asserts that Spom Unit 5 does not represent a 
sfranded cost for which OP should be compensated and that 
fhe time for recovery of such costs is past OEG beUeves that 
OFs attempt to recover the tmdepreciated value of Sporn Unit 
5 from ratepayers is inconsistent with the stipulation in the 
Company's elecfric fransition plan case, pursuant to which OP 
agreed that it woiUd not impose lost generation charges on 
switching customers during the market devdopment period.12 
OEG also maintains that the plant dosure costs are generation 
costs, which should thus not be assessed to shopping 
customers. In its reply comments, FES agrees with OEG on 
these points. 

^0 ESP 1 Order at 53. 
^̂  In the Matter of the Application of Columbus Southern Power Company and Ohio Power Company for 

Administration of ihe Significantly Excessive Earnings Test under Section 49Z8.143(F), Reuised Code, and Rule 
4901:1-35-10, Ohio Administrative Code, Case No. 10-1261-EL-UNC, Opinion and Order January 11,2011), 
at 22-23. 

^^ In the Matter of the Applications of Columbus Southern Power Company and Ohio Power Company for Approval 
cf Their Electric Transition Plans and for Recdpt of Transition Revenues, Case No. 99-T7Z9-EL-t:if, et al.. 
Opinion and Order (September 28,2000), at 15-18. 
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(29) FinaUy, OEG argues that if OP is permitted to recover plant 
closure costs, the Commission wiU have established a poor 
precedent that other electric utiUties wiU seek to rely on and 
that UtUity rates and shopping wHl he adversely affected. 

OCC 

(30) OCC argues that OP should not be permitted to recover plant 
closure costs because such costs are not recoverable under an 
ESP. OCC points out that Section 4928.143(B)(2), Revised Code, 
does not authorize recovety of closure costs for plants that 
existed before SB 3 was enacted. AdditionaUy, OCC asserts 
that OP is not entitied to recovery of such costs based on its 
receipt of regtilatory asset fransition revenues pursuant to 
Sections 4928.38 and 4928.40, Revised Code, which more than 
fuUy compensated the Company for closure costs of 
uneconomic plants. OCC maintains fhat, in receiving fransition 
revenues, OP has forgone any cost recovery after the market 
devdopment period, which has now ended. 

(31) As an additional ground for denying recovery of plant dosure 
costs, OCC states that OP retains, pursuant to ESP 1, aU of the 
profits from off-system sales associated with its 
nonjurisdictional unite, such as Sporn Unit 5, which benefits its 
shareholders. OCC furtiier argues that OP should show fhat 
the value of flie rest of its fleet does not offset the loss 
assodated with Spom Unit 5 before it is permitted to coUed 
closure costs, as addressed by the Commission in the ESP 1 
Case.i3 In its reply comments, FES agrees with OCC that OP 
should offset its profits from its generation fleet and off-system 
sales. OP responds, however, that OCC improperly attempts to 
adjust the balance achieved by the package deal adopted in the 
ESP 1 Order. 

(32) FinaUy, OCC points out that, even ff OP were requesting 
recovety of plant dosure costs during the cost-of-service 
regulatoty regime that existed prior to SB 3, it wotUd be 
unlikdy that such cost recovety would be permitted pursuant 
to Section 4909.15(A), Revised Code, given fhat Spom Unit 5 is 

13 ESP 1 Order at 53. 
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no longer used and usefiil. OCC notes that the Commission 
rarely permitted utiUties to coUect plant closure costs under 
cost-of-service ratemaking. OP repUes that fraditional, 
cost-based regulation principles support its recovery of early 
plant closure costs. Under such principles, OP contends that, in 
order to recover any net book value, induding additions, on 
retfred property, the net book value of the retfred asset, which 
is included in accumulated depredation, is induded in the next 
depreciation study in the next rate case and recovered in future 
rates. OP notes tihat it is a routine matter of utUity accounting 
and ratemaking tihat plant-in-service is retfred and replaced. 
OP argues that the Commission shoiUd follow these established 
regulatory accounting and ratemaking prindples and authorize 
recovety of its early plant closure costs. 

(33) In its supplemental comments, OCC argues that the Supreme 
Cotui: of Ohio recentiy held that, pursuant to Section 
4928.143(B)(2), Revised Code, an ESP may fridude only tite 
items listed in the section.^^ In Ught of this dedsion, OCC 
contends that OFs request for recovety of plant dosttre costs 
should be denied, as such costs are not listed within the section. 
In thefr reply comments, FES, OPAE, and lEUOhio agree with 
OCC. EEU-Ohio notes that OF has identified no provision 
under Section 4928.143(B)(2), Revised Code, fhat aUows 
recovety of plant closure costs. OP responds that the Court's 
dedsion cannot be refroactively appUed to modify a portion of 
fhe ESP 1 Order that was not chaUenged on rehearing and 
appeal. According to OP, neither OCC nor the Commission 
can use the Court's limited remand wifli respect to the 
aUowance of envfronrnental carrying charges tmder Section 
4928.143(B)(2), Revised Code, to open up other aspects of 
ESP 1, which were not the subject of rehearing and appeal. 

UEUOhio 

(34) lEUOhio corranents that neither SB 221 nor ESP 1 provides a 
basis for cost recovery. SpecificaUy, lEUOhio points out ihat 
Section 4928.143, Revised Code, provides no legal basis for 
recovery of plant dosure costs. Regarding the ESP 1 Order, 

14 In re Application of Columbus S. Pmer Co. (2011), 128 OMo St3d 512. 
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lEU-Ohio states that, although the Commission offered OP the 
opportunity to request recovery of plant closure costs, the 
Commission did not address in the order whether such costs 
are in fact recoverable. lEU-Ohio argues that even under cost-
of-service regulation, O F s request would be denied pursuant 
to Section 4909.15(A), Revised Code, because Spom Unit 5 is 
not used and useful. 

(35) lEUOhio fturther asserts that OFs right to recover sfranded 
costs is long over and that the Company agreed to forgo 
recovety of sfranded generation costs during the market 
development period pursuant to the stipulation in its elecfric 
fransition plan case.^^ 

(36) FinaUy, lEUOhio contends that OP has faUed to show an 
economic basis for recovety of its closure costs. Although OP 
reports that Spom Unit 5 is being operated at a loss, lEU-Ohio 
notes that the Company does not argue that these operational 
losses are causing financial disfress, nor could it successfuUy 
make such an argument given the Commission's review of its 
annual earnings for 2009.̂ ^ 

OEC 

(37) OEC argues that recovety of plant closure costs should only be 
permitted if the generation will be replaced with energy 
effidency or altemative energy resources and that cost recovety 
in ihe amount requested may not be appropriate ff the 
shutdown of Sporn Unit 5 does not produce afr quaUty or other 
consumer and envfronmental benefits. 

(38) In response, OP states fhat it is Ulogical to presume, from a 
resource planning perspective, that an equal amount of 
capadty wUl need to be replaced upon the retfrement of Sporn 

1^ In ihe Matter of the Applications of Columbus Southern Power Company and Ohio Power Company for Appraoal 
of Their Electric Transition Plans and for Receipt o/ Transition Revenues, Case No. 99-1729-EL-ETP, et at.. 
Opinion and Order (September 28.2000), at 15-lS. 

1^ In the Matter cf the Application of Columbus Southern Power Company and Ohio Power Company for 
Administration of ihe Significantly Excessive Earnings Test under Section 49Z8.143(F), Reoised Code, and Rule 
4901:1-35-10, Ohio Adminish-ative Code, Case No. 1(>-1261-EL-UNC, Opinion and Order (January 11,2011), 
at 22-23. 
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Unit 5, OP contends fhat the retfrement of a given amotmt of 
megawatts of capacity does not automaticaUy mean 
replacement of the same amount of megawatts during the 
immediate timeframe of tihe retfrement given that projected 
load growth or decline is a naajor factor that drives the need for 
new capadty. Further, OP argues that it is unreasonable to 
condition recovety of plant closure costs on the deployment of 
an equal amount of new altemative energy resource capacity. 

Sierra Club 

(39) Sierra Qub notes that it supports the accelerated closure of 
Spom Unit 5, but questions how a 50-year-old plant continues 
to carty unamortized debt for which ratepayers are responsible. 

Conclusion 

The Commission has reviewed OFs appUcation, as weU as the 
comments, supplemental comments, and reply comments fUed 
by the parties and Staff. Ffrst, OP requests that the 
Connmission approve the closure of Spom Unit 5 to liie extent 
such approval is requfred by Sections 4905.20 and 4905.21, 
Revised Code. Upon consideration of this request, ihe 
Commission concludes that the closure of Spom Unit 5 is not 
subjed to our approval. Pursuant to Sections 4928.03 and 
4928.05(A)(1), Revised Code, retaU electric generation service is 
a competitive retaU elecfric service and, therefore, not subject to 
Commission regulation, except as otherwise provided frt 
Chapter 4928, Revised Code. Just as the consfruction and 
maintenance of an electric generating facUity are ftmdamental 
to the generation component of elecfric service,!-^ we find that 
so too is the dosure of an elecfric generating facUity; 
AdditionaUy, although there are exceptions in Section 
4928.05(A)(1), Revised Code, that permit Commission 
regulation of competitive services in some drcumstances, the 
enumerated statutory exceptions do not include Sections 
490520 and 4905,21, Revised Code, which otherwise govern 
appUcations to abandon or close certain facUities. 

I'' Indus, Energy Users-Ohio v. Pub. Util Comm. (2008), 117 Ohio St.3d 486 (finding that the classification of a 
proposed electric generation faciKty as a distribution-ancillary service, rather than a generation service, 
w<is contrary to law). 
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Ftuther, although Section 4928.17(E), Revised Code, expressly 
prohibits the sale or transfer of any generating asset owned by 
an electric distribution utiUty in the absence of prior 
Commission approval, we find no similar provision in Chapter 
4928, Revised Code, with respect to the closure of generating 
assets. Accordingly, flie closure of Spom Unit 5 is not subject 
to approval by the Commission and we thus decline to rule on 
OFs request for approval of the plant shutdown. 

(40) OP also requests approval of a rider to collect the costs 
associated with the dosure of Spom Unit 5. As discussed 
above. Section 4928.05(A)(1), Revised Code, generaUy prohibits 
Commission regulation of retaU electric generation service. 
However, that section expressly provides that it does not limit 
tite Commission's authority under Sections 4928.141 to 
4928.144, Revised Code. Pursuant to one such section, 
specificaUy Section 4928.143(B), Revised Code, flie Commission 
is authorized to approve an ESP, which must contain 
provisions relating to fhe supply and pridng of electric 
generation service and may include certain other components. 
Pursuant to that section, fhe Commission approved ESP 1 for 
2009 through 2011, and recentiy approved O F s new ESP fliat 
took effect on January 1,2012.^* 

In the ESP 1 Order, we approved OFs request to come before 
the Commission to determine the appropriate freatment for 
accelerated depredation and other net early closure costs in the 
event the Company finds it necessaty to close a generation 
plant earUer than otherwise expected, as is the case with Spom 
Unit 5.̂ ^ In its appUcation and rejply comments, OP argues that 
the Commission specificaUy contemplated the Compan5^s 
recovery of early closure costs in the ESP 1 Order. The 
Commission disagrees. Although we approved OFs request 
for authority to come before the Commission during the term 
of ESP 1 to determine the appropriate freatment for accderated 
depredation and other net early dosure costs, nothing in fhe 

^^ In the Matter of the AppUcation 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, Case No. 11-346-EL-SSO, et al.. Opinion and Order (December 14,2011). 

19 ESP 1 Order at 52-53. 
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ESP 1 Order contemplated fhe Company's recovery of early 
closure costs or passed upon the legaUty of such costs, as OP 
suggests. Rather, the Commission only approved what fhe 
Company requested, which was essentially to postpone the 
issue and address it in a future appUcation. 

Having now reviewed that application and the comments in 
the present case, the Commission finds that there is no 
statutoty basis upon which to grant recovety of the closure 
costs for Spom Unit 5, As Staff and most of the intervenors 
note, the costs assodated with the closure of Spom Unit 5 do 
not fall within any of the provisions of Section 4928.143, 
Revised Code. Although OP implies that a broad 
friterpretation of Section 4928.143(B)(2)(c), Revised Code, is 
warranted, that section provides for the estabUshment of a 
nonb)rpassable surcharge for the Iffe of an electric generating 
facUity, only if certain criteria are met. Upon consideration of 
these criteria, we find that Section 4928.143(B)(2)(c), Revised 
Code, does not authorize recovety of costs associated with the 
dosure of Spom Unit 5. Spom Unit 5 was constructed long ago 
and, therefore, was not newly used and useful on or after 
Januaty 1, 2009, as requfred by the statute. Neither was Spom 
Unit 5 sourced through a competitive bid process or subject to a 
determination of need by the Commission, which are 
additional criteria found in Section 4928.143(B)(2)(c), Revised 
Code, 

Although Section 4928.143(B)(2)(c), Revised Code, provides 
that the Commission may consider the effects of any 
decommissioning, deratings, and retfrements, the Commission 
is permitted to do so only before a surcharge is authorized 
pursuant to that section, rather than under any cfrctmistances. 
We agree with OP that the nonbypassable surcharge 
authorized fri Section 4928.143(B)(2)(c), Revised Code, is a way 
in which to encourage construction of new generating capacity 
in the state, and that the entire investment cycle, including 
retirement, is important We cannot agree, however, that any 
provision of Section 4928.143, Revised Code, authorizes 
recovety of the dosure costs for Spom Unit 5, or that the only 
determination for the Commission to make with respect to a 
proposed ESP is whether it is more favorable in the aggregate 
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than the expected results of a market rate offer. The 
Commission must also determine whether the costs to be 
recovered under the ESP are authorized by statute.20 With 
respert to the closure costs for Spom Unit 5, we find no 
statutory basis within Section 4928.143, Revised Code, or 
anywhere else in the Revised Code. 

AdditionaUy, the Commission notes that OP's recovery of fhe 
closure costs would be confrary to the state poUcy found in 
Section 4928.02(H), Revised Code. That policy requfres the 
Commission to avoid subsidies flowing from a noncompetitive 
retaU elecfric service to a competitive retaU electric service. OP 
seeks to establish a nonbypassable charge that would be 
coUerted from aU distribution ctistomers by way of the PCCRR. 
Approval of such a charge would effectively aUow the 
Company to recover competitive, generation-related costs 
through its noncompetitive, distribution rates, in confravention 
of the statute. Accordingly, we find that O F s request for cost 
recovery should be denied. 

(41) In light of the Commission's finding that the closure of Spom 
Unit 5 is not subject to our approval, and that there is no 
statutory basis for recovery of the closure costs, we find no 
need to hold a hearing in this matter and condude ihat OFs 
appUcation should be dismissed. 

It is, therefore, 

ORDERED, That the motions to intervene filed by various parties be granted. It is, 
further, 

ORDERED, That the motions for admission pro hoc vice filed on behaff of 
David C Rinebolt and HoUy Rachd Smith be granted. It is, further, 

ORDERED, That OCC's motion for leave to fUe supplemental comments instanter be 
granted. It is, further, 

ORDERED, That OFs appUcation be dismissed. It is, fiirther. 

20 In re Application of Columbus S. Power Co. (2011), 128 Ohio St3d 512. 
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ORDERED, That a copy of this findfrig and order be served upon aU parties of 
record in this case. 

THE PUBUC UTILITIES COMMISSION OF OHIO 

z ^ ^ , ^ - . ^ ^ . 
PaulA.Ceniel 

AndSre T. Porter 

Cff^^ Steven D. Lesser 

Cheryl L. Roberto 

SJP/sc 

Entered in the Jomnal 

m i l mi 

Betty McCauley 
Secretaty 
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The Commission, considering the above-enfltied applications, and the record in 
these proceedings, hereby issues its opinion and order in these matters. 

APPEARANCES: 

Steven T. Noiurse, Matthew J. Satterwhite, and Yazen Alami, American Electric 
Power Service Corporation, One Riverside Plaza, 29* Floor, Colmnbus, Ohio 43215-2373, 
and Porter, Wright Morris & Arthur, LLP, by Daniel R. Conway and Christen Moore, 41 
South High Sfreet Columbus, Ohio 43215, on behaff of Ohio Power Company. 

Mike DeWine, Attomey General of the State of Ohio, by Werner L. Margard HI, 
John H. Jones, and Steven L. Beeler, Assistant Attorneys GeneraL 180 East Broad Sfreet, 
Columbus, Ohio 43215-3793, on behalf of the Staff of the Public UtiUties Coinmission of 
Ohio. 

Bruce J. Weston, Interim Ohio Consumers' Counsel, Office of the Ohio Consumers' 
Cotmsd, by Maureen R. Grady, Joseph P. Serio, and Tenry L. Etter, Assistant Consimaers' 
Cotmsd, 10 West Broad Sfreet Columbus, Ohio 43215-3485, on behalf of the residential 
UtiUty consimiers of Ohio Power Com^pany. 

Boehm, Kurtz & Lowty, by Michael L. Kurtz, Kurt J. Boehm and Jody Kyler, 36 East 
Seventii Street, Stiite 1510, Cindimati, Ohio ̂ 202, on behalf of Ohio Energy Group. 

Taft, Stettinius & HoUister, LLP, by Mark S. Yurick and Zachaty D. Kravitz, 65 East 
State Sfreet, Suite 1000, Columbus, Ohio 43215-4213, on behaff of The Kroger Company. 

McNees, WaUace & Nurick, LLC, by Samuel C. Randazzo, Frank P. Daxr, and 
Joseph E. Oliker, 21 East State Sfreet Suite.l700,.CoIumbus, Ohio 4321S4228, on behaff of 
Industrial Energy Users-Ohio. 

BeU & Royer Co., LPA, by Barfli E. Royer, 33 South Grant Avenue, Columbus, Ohio 
43215-3927, on behaff of Dominion RetaU, Inc. 

Votys, Sater, Seymour «fe Pease, LLP, by M. Howard Petricoff, Lija Kaleps-Qark, 
and Stephen M, Howard, 52 East Gay Sfreet Columbus, Ohio 43216-1008, and Covington 
& Burlfrtg, by WUUam Massey, 1201 Pennsylvania Avenue, Washington, D.C. 20004, on 
behaff of The COMPETE Coalition. 

Votys, Sater, Seymour & Pease, LLP, by M. Howard Petricoff, lija Kaleps-Clark, 
and Stephen M. Howard, 52 East Gay Sfreet Coltmcibus, Ohio 43216-1008, on behalf of PJM 
Power Providers Group. 
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Vorys, Sater, Seymour & Pease, LLP, by M. Howard Petricoff and Lija Kaleps-Clark, 
52 East Gay Street Columbus, Ohio 43216-1008, and Joseph M. Qark, 6641 North High 
Sfreet Suite TSX), Wortiiington, Ohio 43085, on behaff of Dired Energy Service, LUC and 
Direct Energy Business, LLC 

Votys, Sater, Seymour & Pease, LLP, by M. Howard Petricoff and Lija Kaleps-Qark, 
52 East Gay Sfreet, Columbus, Ohio 43216-1008, on behaff of Retail Energy Supply 
Association. 

Vorys, Sater, Seymour & Pease, LLP, by M. Howard Petricoff, Lija Kaleps-Qark, 
and Stephen M. Howard, 52 East Gay Sfreet Columbus, Ohio 43216-1008, and Eimer, 
Stahl, Klevorn & Solbeig, LLP̂  by David Stahl and Scott Solberg, 224 Soutii Michigan 
Avenue, Suite 1100, Chicago, Dlinois 60604, on behaff of Exelon Generation Company, 
ConsteUation NewEnergy, Inc., and ConsteUation Energy Commodities Group, Inc. 

Ice Miller, LLP, by Christopher L. Miller, Gregoty J. Dtmn, and Asim Z. Haque, 250 
West Sfreet, Coliunbus, Ohio 43215, on behaff cf the Assodation of Independent Colleges 
and Universities of Ohio, the dty of Hillsboro, the dty of Grove City and the dty of Upper 
ArUngton. 

Bricker & Eckler, LLP, by Lisa GafcheU McAlister and J. Thomas Shvo, 100 South 
Thfrd Sfreet Columbus, Ohio 43215-4291, on behaff of Ohio Manufactiurers Assodation-
Energy Group, 

Bricker & Eckler, LLP, by Thomas j . O'Brien, 100 South Thfrd Sfreet Columbus, 
Ohio 43215^291, and Richard L. Sites, 155 East Broad Stii^et 15* Floor, Columbus, Ohio 
43215-3620, on behalf of Ohio Hospital Association. 

Caffee, Halter & Griswold, LLP, by James F. Lang, Laura C. McBride, and N. Trevor 
Alexander, 1400 KeyBank Center, 800 Superior Avenue, Qeveiand, Ohio 44114; Jones Day, 
by David A. Kutik and Allison E. Haedt 901 Lakeside Avenue, Qeveland, Ohio 44114-
1190, and Mark A. Hayden, 76 Soutii Main Sfreet, Akron, Ohio 44308, on behalf of 
FirstEnergy Solutions Corporation. 

Joseph V, Maskovyak and Michael Smalz, Ohio Poverty Law Center, 555 Butfles 
Avenue, Columbus, Ohio 43215, on behaff of Appalachian Peace and Justice Network. 

Keating, Muething & Klekamp PLL, by Kennefli P. Kreider, One East Fourth Sfreet 
Suite 1400, Cincinnati, Ohio 45202 and HoUy Rachel Smithy HITT Business Center, 3803 
Redortown Road, Marshall, Vfrginia 20115, on behaff of Wal-Mart Stores East LP, and 
Sam's East, Inc. 
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SNR Denton US, LLP, by Emma F. Hand, Daniel D. Bamowski, and Thomas MUlar, 
James Rubin, 1301K Sfreet NW, Suite 600 East Tower, Washingtoiv D.C. 20005, on behaff 
of Ormet Primaty Aluminum Corporation. 

Bricker & Eckler, by Christopher L. Montgomety, Matthew Wamock, and Terrence 
O'Donnell, 100 Soutii Thfrd Stireet Columbus, Ohio 43215-4291, and Richard L. Sites, 155 
East Broad Sfreet 15* Hoor, Columbus, Ohio 43215-3620, on behaff of Paulding Wind 
Farm II, LLC 

GregOty J. Poulos, 471 East Broad Stireet Suite 1520, Columbus, Ohio 43215, on 
behaff of EnerNOC fric. 

WUliam, AUwein & Moser, by Christopher J. AUwien, 1373 Grandview Avenue, 
Suite 212, Columbus, Ohio 43212, on behaff of Nahiral Resources Defense CouncU. 

Matthew White, 6100 Emerald Parkway, DubUn, Ohio 43016 and Whitt Sturtevant 
LLP, by Mark A. Whitt, Melissa L. Thompson, and Andrew J. CampbeU, 155 East Broad 
Sfreet Suite 2020, Columbus, Ohio 43215, on behaff of Lnttersfate Gas Supply, Inc. 

BaUey CavaUeri, LLC, by Dane Siinson, 10 West Broad Sfreet Columbus, Ohio 
43215, on behaff of Ohio Assodation of School Business Officials, Ohio School Boards 
Association, Buckeye Association of School Adminisfrators, and Ohio Schools Council 

Chad A. Endsley, 280 Norfli High Sfreet FO. Box 182383, Columbus, Ohio 43218, 
on behaff of the Ohio Farm Bureau Federatioit 

Buckley Kfrig, by Defrn N. Kaelber, 10 West Broad Sfreet, Suite 1300, Columbus, 
Ohio 43215, on behaff of Ohio Restamant Association. 

Elizabeth Watts and Rocco D'Ascenzo, 139 East Fourth Sfreet Cfridnnati, Ohio 
45202 and Eberly McMahon, LLC, by Robert A. McMahon, 2321 Kemper Lane, Suite 100, 
Cincinnati, Ohio 45206, on behaff of Duke Energy Ohio, Inc. 

Amy B. SpiUer and Jeaime W. Kingety, 139 East Fourth Sfreet Qnciiinati, Ohio 
43215, and Thompson Hine, LLP, by PhUip B. Sineneng, 41 South High Sfreet Suite 1700, 
Columbus, Ohio 43215, on behaff of Duke Energy RetaU Sales and Duke Energy 
Commerdal Asset Management Inc. 

Charles Howard and Sarah Bruce, 655 Metro Place South, Suite 270, DubUn, Ohio 
43017, on behaff of Ohio AufomobUe Dealers Association. 
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Judi L. Sobecki, 1065 Woodman Drive, Dayton, Ohio 45432, on behaff of Dajrton 
Power and Light Company. 

Keg^er, Brown, HiU & Ritter, LPA, by Roger P. Sugarman, 65 East State Sfreet Suite 
1800, Columbus, Ohio 43215, on behaff of National Federation of Independent Business -
Ohio Chapter. 

Thompson Hine, LLP, by Carolyn S. Flahive, Stephanie Chmiel, and Michael 
DiUard, 41 Soutii High Sfreet Suite 1700, Columbus, Ohio 43215, on behaff of Border 
Energy Electric Services, Iric. 

The Behal Law Group, LLC, by Mr. Jack D'Aurora, 501 South High Sfreet 
Columbus, Ohio 43215, on behaff of University of Toledo Innovation Enterprises 
Corporation. 

Hahn, Loeser & Parks, LLP, by Randy Hart, 200 Htmtington BuUding, Qevdand, 
Ohio 44114, on behaff of Summit Ethanol, LLC d/b/a POET Biorefirung-Leipsic and 
Fostoria Ethanot LLC d/ b/a POET Biorefining-Fostoria. 

Jay E. Jadwin, 155 West Nationwide Blvd., Suite 500, Colmnbus, Ohio 43215, on 
behaff of AEP Retafl Energy Partners, LLC. 

Matthew Cox Law, Ltd., by Matthew Cox, 4145 St, Theresa Boulevard, Avon, Ohio 
44011, on behaff of the CouncU of Smaller Enterprises, 

Williams, AUwein & Moser, by Todd M. WUUams, Two Maritime Plaza, Toledo, 
Ohio 43604, on behaff of the Ohio Business Coundl for a Qean Economy. 

Dickstein Shapfro LLP, by Lany F. Eisenstat Richard Lehfddt, and Robert L, 
Kfrider, 1825 Eye St NW, Washington, D.C. 20006, on behaff of CPV Power Development 
Inc. 
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OPINION: 

L , HISTORY OF THE PROCEEDINGS 

A. Ffrst Electric Security Plan 

On March 18, 2009, the Commission issued its opinion and order regarding 
Columbus Southern Power Company's (CSP) and Ohio Power Company's (OI^ (jointiy, 
AEP-Ohio or the Companies) appUcation for an electric security plan (ESP 1 Order) in 
Case Nos. 08-917-EL-SSO and 08-918-EL-SSO. Tlie ESP 1 Order was appealed to the 
Supreme Court of Ohio (Court). On April 19, 2011, tiie Court afffrmed the ESP Order frv 
numerous respects, but remanded the proceedings to the Commission. The Commission 
issued its order on remand on Ortober 3,2011. In the order on remand, the Commission 
found fhat AEP-Ohio should be aufliorized to continue its recovety of incremental capital 
carrying costs incurred after Januaty 1, 2009, on past envfronmental investments (2001-
2008) that were not previously reflected in the Companies' existing rates prior to flie ESP 1 
Order. In addition, the Commission found that the provider of last resort (POLR) charges 
authorized by iiie ESP 1 Order were not supported by the record on remand, and directed 
the Companies to eliminate the amount of the provider of last resort (POLR_ charges 
authorized ui the ESP Order and fUe revised tariffs consistent with the order on remand. 

B, Initial Proposed Elecfric Security Flan 

On January 27,2011, AEP-Ohio filed the instant appUcation for a standard service 
offer (SSO) pursuant to Section 4928.141, Revised Code. This appUcation is for approval of 
an dectric security plan (ESP 2) in accordance with Section 4928.143, Revised Code. As 
fUed, AEP-Ohio's SSO appUcation for ESP 2 would commence on Januaty 1, 2012, and 
continue through May 31,2014. 

The foUowing parties were granted intervention by entries dated March 23, 2011, 
and July 8, 2011: Indusfrial Energy Users-Ohio (lEU), Duke Energy RetaU Sales, LLC 
(Duke Retail), Ohio Energy Group (OEG), Ohio Hospital Association (OHA), Ohio 
Consumers' Counsel (OCC), Ohio Partners for Affordable Energy (OPAE),i The Kroger 
Company (Kroger), FfrstEnergy Solutions Corporation (FES), Paulding Wind Farm II.LLC 
(Paulding), Appalachian Peace and Justice Network (APJN), Ohio Manufacturers' 
Assodation Energy Group (OMAEG), AEP RetaU Energy Partners LLC (AEP Retail), 
Disfributed Wind Energy Association (DWEA),̂  PJM Power Providers Group (P3), 
ConsteUation NewEnergy, Inc. and ConsteUation Energy Commodities Group, Inc. 

^ Subsequently, OPAE filed a motion to withdraw from the ESP 2 proceedings and ttie request granted in 
the Commission's December 14,2011 Order. 

^ On August 4, 2011, DWEA filed a motion to withdraw from fhe ESP 2 proceedings. DWEA's request fo 
withdraw was granted in the December 14,2011 Order. 
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(Consteflation), COMPETE Coalition (Compete), Natural Resources Defense CouncU 
(NRDC), The Sierra Qub (Sierra), dty of HiUiard, Ohio (HiUiard), Retail Energy Supply 
Assodation (RESA), Exelon Generation Company, LLC (Exdon), dty of Grove City, Ohio 
(Grove City), Association of Independent CoUeges and Universities of Ohio (AICUO), 
Wal-Mart Stores East LP and Sam's East Inc., (Wal-Mart), Dominion RetaU, Inc. 
(Dominion Retail), Envfronmental Law and Policy Center (ELPC), Ohio Envfronmental 
Coundl (OEQ, Ormet Primaty Almninum Corporation (Ormet) and EnerNOC, Inc. 
(EnerNOC). 

On September 7, 2011, ntunerous parties (Signatory Parties) to the ESP 2 
proceedings filed a Joint Stipulation and Recommendation (Stipulation). The Stipxdation 
proposed to resolve the ESP 2 cases as weU as a ntunber of oflier related AEP-Ohio matters 
pending before the Commission.^ The evidentiaty hearing in the JESP 2 cases was 
consoUdated with the related proceedings for the sole purpose of considering the 
Stipulation. On December 14/ 2011, the Commission issued its Opinion and Order, 
concluding that fhe StiptUation, as modified by the order, should be adopted and 
approved. As part of the December 14,2011, Order, the Commission approved the merger 
of CSP with and into OP, vidth OP as the surviving entity.* 

Several applications for rehearing of the Commission's December 14,2011, Order in 
tiie ESP 2 and consoUdated cases were filed. On February 23,2012, the Commission issued 
its Entty on Rehearing findfrig that fhe Stipulation, as a padcage, did not benefit ratepayers 
and was not in fhe pubUc interest and, ilius, did not satisfy the three-part test for the 
consideration of stipulations. AEP-Ohio was dfrected to provide notice to the Commission 
within 30 days whether it intended to modify or withdraw its ESP, 

C. Pending Modified Elecfric Security Plan 

On Maix:h 30, 2012, AEP-Ohio filed a modffied ESP (modffied ESP) for the 
Commtssion's consideration. As proposed, the modified ESP would commence Jtme 1, 
2012, and continue through May 31,2015. As proposed in the application, the Company 
states for aU customer dasses, customers in the CSP rate zone wUl experience, on average, 
an increase of two percent annuaUy and customers in the OP rate zone wUl experience, on 
average, an increase of four percent annuaUy. The modified ESP proposes the recovety of 
other costs through riders during the tarm of the electric security plan, fri addition, the 

Including an emergency curtailment proceeding in Case Ntjs. 10-343-EL-ATA and 10-344-EL-ATA 
(Emergency Curtailment Cases); a request for fee merger of CSP with OP in Case No, 10-2376-EL-UNC 
(Merger Case); the Commission review of the state compensation mechanism for the capacity charge to 
be assessed on competitive retail electric service (CKES) providers in Case No, 1&-2929-EL-UNC 
(Capacity Case); and a request for approval of a mechanism to recover deferred fuel costs and 
accounting treatment in Case Nos. 11^920-EL-RDR and 11-4921-EL-RDR (Phase-in Recovery Cases). 
By entry issued on Mardi 7, 2012, the Commission again approved and confirmed the merger of CSEP 
info OP, effective December 31,2011, in the Merger Case. 
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modified ESP contains provisions addressing distribution service, economic devdopment, 
alternative energy resotirce requfrements, and energy effidency requfrements. 

The modified ESP also sets forth tibat AEP-Ohio will begin an energy auction for 100 
percent of its SSO load beginning in 2015, with fuU deHvety and pricing through a 
competitive auction process for AEP-Ohio's ^ O customers beginning in Jtme 2015. 
Beginning six months after the final order in ihe modified ESP case, the appUcation states 
AEP-Ohio WiU begin conducting energy auctions for five percent of the SSO load. Ln 
addition, the modified ESP provides for the eUmination of American Electtic Power 
Corporation's East Interconnection Pool Agreement and describes the plan for corporate 
separation of AEP-Ohio's generation assets from its disfribution and fransmission assets. 

In addition to the parties previously granted intervention in this matter, foUowing 
AEP-Ohio's submission of its modified KP, the foUowing parties, were granted 
intervention on April 26,2012: Interstate Gas Supply, Inc. (IGS); The Ohio Assodation of 
School Business Officials, The Ohio School Boards Association, The Buckeye Assodation of 
School Adminisfrators, and The Ohio Schools Coundl (coUectivdy, Ohio Schools); Ohio 
Farm Bureau Federation; Ohio Restaurant Assodation; Duke Energy Ohio, Inc. (Duke); 
Duke Energy Commerdal Asset Management Inc. (DECAM); Dfrect Energy Services, LLC 
and Dired Energy Business, LLC (Dfred); The Ohio AutomobUe Dealers Associatian 
(OADA); The Dayton Power and light Company; The Ohio Chapter oi the National 
Federation of Independent Business (NFIB); Ohio Construction Materials Coalition; 
Council of Smaller Biterprises; Border Energy Electric Services, Inc.; University of Toledo 
Innovation Enterprises Corporation; Summit Eihanot LLC d/b/a POET Biorefining-
Ldpsic and Fostoria Ethanol, LLC d/b/a POET Biorefining-Fostoria (Summit Ethanol); 
city of Upper Arlington, Ohio; Ohio Business Coimdl for a Qean Economy; IBEW Local 
Union 1466 (IBEW); dty of HiHsboro, Ohio; and CPV Power Development hic. 

D. Summaty of the Hearings on ModiEied Flan 

1- Local Public Hearings 

Four local public hearings were hdd in order to aUow AEP-Ohio's customers the 
opportunity to express thefr opinions regarding flie issues raised within the modified 
application. PubUc hearings were held in Canton, Columbus, ChiUicothe, and lima. At 
fhe local hearings, a total of 67 witnesses^ offered testimony: 17 witnesses ia Canton, 31 
witnesses in Columbus, 10 witnesses in ChUHcothe, and nine witoesses in Lima. In 
addition to the pubhc testimony, mmiercus letters were filai in the docket regarding the 
proposed ESP appUcatioris. 

One witness, Doug Leuthold, testified at both the Columbus and Lima public hearings. 
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At each of the public hearings, numerous vwtnesses testified in support of AEP­
Ohio's modified ESP. SpecificaUy, many vdtaesses testified on behalf of community 
groups and non-profit organizations that praised AEP-Ohio's charitable support to tihefr 
organizations. Witnesses that testified in favor of the modified K P also noted that AEP­
Ohio maintains a positive corporate presence and promotes economic development 
endeavors throughout its service territoty. Meanbers of local tmions t^tified in support of 
AEP-Ohio's proposal, explaining it would not only allow AEP-Ohio to retain jobs, but also 
create new jobs as AEP-Ohio continues to expand its infrasfructure throughout the region. 

Several residential customers testified at the pubUc hearings in opposition to AEP­
Ohio's modified ESP, noting an increase in customer rates would be burdensomte in Ught 
of fhe ciurrent economic recession. Many of these witnesses pointed out fhat low-income 
and fixed-income residential customers wotUd be particularly vulnerable to any rate 
increases. Several witnesses also argued that the proposed application might limit 
customers' abiUty to shop for a CRES supplier. 

In addition, many witnesses testified on behalf of smaU business and commercial 
customers. These witnesses argued the proposed rate increases would be burdensom.e on 
smaU businesses who cannot take on any electric rate increases without either laying off 
employees or passing costs on to customers. Representatives on behalf of school disfricfe 
also testified ihat the modified ESP could create a financial sfrain on schools throughout 
AEP-Ohio's service territory. 

2. Evidentiaty Hearing 

The evidentiaty hearing commenced on Ivlay 17,2012. Twelve witaesses testified 
on behalf of AEP-Ohio, 10 witaesses on behalf of the Staff, and 54 witaesses offered 
testimony on behalf of various interveners to tiie cases. In addition, AEP-Ohio offered 
three witaesses on rebuttal. The evidentiaty hearing conduded on June 15,2012. Initial 
briefs and reply briefs were due Jmie 29, 2012, and July 9, 2012, respectively. For those 
parties that filed a brief or reply brief addressing sded issues, oral arguments were held 
before tiie Commission on July 13,201Z 

E. Procedural Matters 

1, Motions to Withdraw 

On May 4, 2012, the dty of HiUiard filed a notice requesting to withdraw as an 
intervenor from the modified ^ P cases. Also on May 4,2012, IBEW fUed a notice stating 
that it intends to withdraw as an intervenor in these proceedings. The Commission finds 
IBEW's and HiUiard's requests to withdraw reasonable and should be granted. 
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2. Motions for a Protective Order 

On May 2,2012, AEP-Ohio filed a motion for a protective order, seeking protective 
freatment of supplemental testimony and corresponding exhibits of AEP-Ohio witaess 
Nelson containing confidential and proprietary information relating to the Turning Point 
Solar project (Turning Point). On May 4, 2012, OMAEG filed a motion for a protective 
order relating to proprietaty business information of OSCO Industries, SummitviUe TUes, 
Belden Brick, Whfrlpool Corporation, Lima Refining, and AMG Vanaditmi. Also, on May 
4, 2012, lEU filed a motion for a protective order seeking to protect confidential and 
proprietary information contamed within witness Kevin Murray's testimony. FES filed a 
motion for protective freatment on May 4, 2012, for confidential items contained fri 
attachments to witaess Jonathan Lesser's testimony, fri addition, Exelon filed a motion for 
protective order seeking protection of confidential and proprietaty information contained 
within witaess Fein's dfred testimony. On May 11, 2012, AEPOhio filed an additional 
motion for protective order to support the protection of confidential AEP-Ohio 
information contained within DEU witaess Murray, FES witaess Lesser, and Exelon 
witaess Fein's testimony. Finally, on the record in these proceedings May 17, 2012, AEP­
Ohio also sought the continuation of protective freatment of exhibits attached to AEP-Ohio 
witness Jay Godfrey, as previously set forth in AEP-Ohio's July 1, 2011, motion for a 
protective order (Tr, at 24). 

At the evidentiaty hearing on May 17, 2012, the attomey examiners granted the 
motions for protective order, finding the information specified within the parties' motions 
constitates confidential, proprietaty, and frade secret information, and meets the 
requfrements contained within Rule 4901-1-24, Ohio Adminisfrative Code (0,A,C.) (Id. at 
23-24). Rule 4901:1-24(F), O.A.C, provides that unless otherwise ordered, protective 
orders prohibiting public disdosure pursuant to Rule 4901:1-24(D), O.A.C., shall 
automaticaUy expfre after 18 months. Therefore, confidential freatment shaU be afforded 
for a period ending 18 months from the date of this cnrder, untU February 8, 2014 UntU 
that date, the Docketing Division should maintain, under seal, the conditional diagrams, 
filed under seal. Rule 4901:1-24(F), O.A.C, requfres any party wishing to extend a 
protective order to file an appropriate motion at least 45 days in advance of the expfration 
date, mdudfrig a detailed discussion of the need for contmued protection from disdosiu-e. 
If no such motion to extend confidential freatment is filed, the Commission may release 
this information without prior notice to the parties. 

In addition, on June 29, 2012, lEU and Ormet filed motions for protective order 
regarding items contained within thefr initial briefs. SpecificaUy, both the information for 
which lEU and Ormef s are seeking confidential freatment was afready determined to be 
confidential in the evidentiaty hearing and was discussed in a dosed record. On Jtily 5, 
2012, AEP-Ohio filed a motion for protective order over the items contained within Ormet 
and lEU's briefs, noting that it contains proprietaty and frade secret information- On July 
9, Ormet fUed an additional motion for protective order for the same information, which it 
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also induded in its reply brief filed on July 9,201Z SimUarly, AEP-Ohio filed a motion for 
protective order on Jtily 12,2012, in support of Ormefs motion, as it contains AEP-Ohio's 
confidential frade secret information. As the attomey examiners previously found the 
information contained within the lEU and Ormefs initial briefe and Ormet's reply brief 
was confidential fri the evidentiary hearing, we affirm this dedsion and fmd that 
confidential freatment shall be afforded for a period ending 18 months from the date of 
this order, until February 8,2014. 

3. Requests for Review of Procedural Rulingg 

lEU argues that the record improperly indudes evidence of stipulations as 
precedent SpecificaUy, lEU argues that several witaesses rdied on I>uke Energy-Ohio's 
ESP to indicate that certain proposed riders were appropriate. lEU also points put fhat a 
witness reUed on AEP-Ohio's distribution rate case stipulation as evidence of AEP-Ohio's 
capital structure. lEU daicns that these stipulations expressly state that no party or 
Commission order may cite to a stipulation as precedent and accordingly, BEU requests 
that fhe references to stipulations be struck. 

The Commission finds that lEU's request to strike portions of the record should be 
denied. We acknowledge that individual components agreed to by parties in one 
proceeding should not be binding on the parties in oflier proceedings, but we find that 
references to other stipulations in fliis proceeding were limited in scope and did not create 
any prejudidal impart on parties fliat signed the stipulations. Consistent with our Finding 
and Order fri Case No. 11-5333-EL-UNC, we also note that whUe parties may agree not to 
be bound by the provisions contained within a stipulation, these limitations do not extend 
to fhe Commissioru 

In addition, lEU claims the attomey examiners improperly denied lEU's motions to 
compel discovety. frt its motions to compel discovery, lEU sought information related to 
AEP-Ohio's forecasts of the RPM price for capadty, which lEU aUeges would have 
provided information relating to the fransfer of AEP-Ohio's Amos and MitcheU generating 
units. 

The Commission finds the attomey examiners' denials of lEU's motions to compel 
discovety were proper and should be upheld. As noted in AEP-Ohio's memorandum 
confra the motion to compel, the information lEU sought relates to AEP-Ohio forecasts 
beyond flie period of this modified ESP. As these proceedings relate to fhe 
appropriateness of AEP-Ohio's modified K P , we find that any forecasts beyond the terms 
contained within AEP-Ohio's appUcation are irrelevant and unlikdy to lead to 
discoverable information. Accordin^y, the attomey examiners' ruling is affiimed. 

On July 13,2012, OCC fUed a motion to sfrike four specific portions of AEP-Ohio's 
reply brief at pages 29-30,33-54,68-69,97-99, including footaotes, and attachments A and 
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B, as OCC asserts the information is not based on the record in the modified ESP 
proceedfrig but reflects the Commission's Order issued in the Capacity Case on July 2, 
2012. OCC submits that the Commission has previously recognized that "it is improper to 
rely on daims in the brief that are unsupported by evidence within the record." In this 
instance, OCC points out that AEP-Ohio attached to its reply briet docimients that were 
not part of the record evidence or designated late-filed exhibits, a statement by Standard 
and Poor's (Attachment A) and the Company's recalculation of its ESP/MRO test 
(Attachment B) based on the Commission's decision in fhe Capadty Case. Since neither 
document is part of the modified ESP record evidence, OCC reasons that the attachments 
are hearsay which are not excused by any exception to the hearsay rule. OCC also notes 
that the reply brief includes discussion of recent storms in the Midwest and the East Coast, 
and there is nothing in the record regarding the sfrength of the wands or flie ability of the 
Company's system to withstand hurricane force winds. Furthermore, neither the 
attachments nor AEP-Ohio's assertions was sul^'eded to cross-examination by the parties 
nor the parties afforded an opportunity to rebut the associated arguments of the 
Company. For these reasons, OCC requests that Attachments A and B and the specified 
portions of fhe reply brief be sfricken. . 

In its memorandum confra, AEPOhio asserts that discussion of matters related to 
fhe Commission's Capacity Case decision were appropriate. AEP-Ohio notes tfiat it is fafr 
to rely on a Commission opinion and order and reasonable to consider the impact of the 
Capadty Case on these proceedings, as evidenced by Commission questions during the 
oral.arguments hdd on July 13, 2012. fri addition, AEPOhio points out fhat several 
parties' reply briefs ako induded significant discussion of flie impart of the Capadty Case 
on the modified ESP. Similarly, AEPOhio notes fhat the attachments indicate the finandal 
impart of fhe Capadty Case on AEP-Ohio, and that the items are consistent with the 
testimony of AEPOhio witaess Hawkins. FinaUy, AEPOhio provides that its references 
to major storms that occiurred this siunmer relate to customer expectations and AEP­
Ohio's need for the DIR. 

The Commission finds that OCC's motion to strike portions of AEPOhio's reply 
brief should be denied. The Company's reply brief reports the impact of the 
Commission's Order in the Capacity Case based on subject matters and information 
subjerted to extensive cross-examination by the parties in the course of this proceeding. 
Furthermore, several of the parties to this proceeding discuss in thefr respective reply 
briefs the Order in the Capacity Case. For these reasons, we conclude that it would be 
improper to sfrike the portions of AEP-Ohio's reply brief, including Attachment B, which 
reflect AEPOhio's interpretation of the Commission .Capadty Order as requested by OCC. 
We, likewise, deny OCCs request to strike the Company's reference to recent storms, 
where the Company offered support for its position on customer reUabUity expectations. 
Customer service reUabUity was an issue raised and discussed by AEPOhio as weU as 
OCC. However, Attachment A to the Company's reply brief is a July 2,2012 statement by 
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Standard & Poor's regarding fhe effect of the Commission's Capadty Charge Order, and 
should be stricken. We find fliat the Company's Attachment A is not part of the record 
and should not be considered by the Conunission m this proceeding. 

On July 20,2012, OCC/APJN filed a motion to take adminisfrative notice of several 
items contained within the record of the Capadty Case. Specifically, OCC/APJN seek 
adminisfrative notice of pages 3, 9, and 12 of fhe direct testimony of AEPOhio witaess 
Mtmczinski, pages 19-20 of the rebuttal testimony of AEPOhio ivitaess Allen, pages 304, 
348-350, and 815 of the hearing franscripts, and AEPOhio's post-hearing initial and reply 
briefs. OCC/APJN opme fhat tiie record shoiUd be expanded to indude these materials in 
order to have a more thorough record on issues pertaining to customer rates. Fmrther, 
OCC/APJN state that no parties would be prejudiced as parties, particularly those 
involved in the Capadty Case, who had opportunities to explain and rebut these items. 

AEPOhio filed a memorandtmi confra OCC/APJN's motion on July 24,2012. AEP­
Ohio argues that OCC/APJN iniproperly seeks to add documents into the record at this 
late stage, is not only inappropriate, but also unnecessary as there are no further actions to 
these proceedings except the Commission opinion and order and rehearing. AEPOhio 
notes the Commission has broad discretion fri handling its proceedings, but points out that 
the smaU subset of information could have a prejudicial effect to parties, and due process 
would require that other parties be permitted to add other items to the record, fri 
addition, AEPOhio explains that OCC/APJN had the opportunity in flie ESP proceeding 
to further explore areas of the Capadty Case tiiat were related to parts of the m^odified 
ESP. 

On August 6,2012, FES also fUed a memorandum confra OCC/APJN's motion. On 
August 7, 2012, OCC/APJN filed a motion to strike FES's memorandum confra. In 
support of its motion to strike, OCC/APJN argues that FES filed its memorandtmi confra 
17 days after OCC/APJN filed its motion, past the procedmal deadlines established by 
attomey examfrier entiry issued April 2, 2012. The Commission finds that OCC/APJN's 
motion to sfrike FES's memorandum confra OCC/APJN's motion should be granted. By 
entty issued April 2, 2012, the attomey examiner set an expedited procedural schedule 
establishing that any memoranda confra be filed within five calendar days after the service 
of any motions. Therefore, as FES filed its memorandum confra 17 days after OCC/APJN 
filed its motion, OCC/APJN's motion to strike shaU be granted. 

The Commission finds that OCCs motion to take adminisfrative notice should be 
denied. AEPOhio correcfly points out that the timfrig of OCC/APJN's reqtiest is 
frofublesome and problematic. WhUe fhe Commission has broad discretion to take 
adminisfrative notice, it must be done in a manner that does not harm or prejudice any 
other parties that are partidpating in these proceedmgs. Were the Commission to take 
notice cf this narrow window of information, we woifld be aUovdng a party to supplement 
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ihe record in a misleading manner. Further, whUe we acknowledge that parties may rely 
on the Commission's order in the Capacity Case, as it speaks for itself, to show effects on 
items in this proceeding, to exdusively select narrow and focused items in an attempt to 
supplement the record is not appropriate. Accordingly, we deny OCC's motion, 

n. DISCUSSION 

A. Applicable Law 

Chapter 492B of the Revised Code provides an integrated system of regulation in 
which specific provisions were designed to advance state poUdes of ensuring access to 
adequate, reliable, and reasonably priced elecfric service in flie context of significant 
economic and envfronmental challenges. In reviewing AEPOhio's application, the 
Commission is cogni2ant of the challenges facmg Ohioans and the electric industiy and 
wUl be guided by the poUdes of the state as established by the General Assembly in 
Section 4928.02, Revised Code, amended by Senate BUl 221 (SB 221). 

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

(1) Ensure the avaUabUity to consumers of adequate, reUable, safe, 
effident nondiscriminatoty, and reasonably priced retail 
elecfric service. 

(2) Ensure the availabiUty of tmbundled and comparable retail 
elecfric service. 

(3) Ensme diversity of dectric supplies and suppliers. 

(4) Encourage innovation and markrt access for cost-effective 
supply- and demand-side retaU elecfric service including, Imf 
not limited to, demand-side management (DSM), time-
differentiated pricing, and implementation of advanced 
metering infrastructure (AMI). 

(5) Encourage cost-effective and effident access to information 
regarding the operation of the fransmission and disfribution 
systems in order to promote both effective customer choice and 
ihe development tx£ performance standards and targets for 
service quality. 

(6) Ensure effective retaU competition by avoiding anticompetitive 
subsidies. 
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(7) Ensure retail consumers protection against tmreasonable sales 
practices, market defidendes, and market power. 

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

(9) Encourage implementation of disfributed generation across 
customer dasses by revievmig and updating rules governing 
issues such as mterconnection, standby charges, and net 
metering. 

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

In addition, SB 221 enacted Section 4928.141, Revised Code, which provides that 
effective Januaty 1,2009, electric utiUties must provide constmiers with an SSO consisting 
of either a market rate offer (MRO) or an ESP. The SSO is to serve as the dectric utiUty's 
default SSO. 

AEPOhio's modified appUcation in this proceeding proposes an ESP pursuant to 
Section 4928.141, Revised Code. Paragraph (B) of Section 4928.141, Revised Code, requfres 
the Commission to hold a hearing on an appUcation fUed under Section 4928.143, Revised 
Code, to send notice of the hearing to the elecfric utility, and to publish notice in a 
newspaper of general drculation in each county in ihe elecfric utUity's certified territoty. • 

Section 4928.143, Revised Code sets out the requfrements for an ESP. Under 
paragraph (B) of Section 4928.143, Revised Code an ESP must include provisions relating 
to fhe supply and pridng of generation service. The ESP, according to paragraph (B)(2) of 
Section 4928.143, Revised Code, may also provide for the automatic recovety of certain 
costs, a reasonable aUowance for certain consfruction work in progress (CWIP), an 
unavoidable surcharge for tiie cost of certain new generation fadUties, conditions or 
charges relating to customer shopping, automatic increasKi or decreases, provisions to 
allow securitization of any phase-in of the SSO price, provisions relating to fransmission-
related costs, provisions related to distribution service, and provisions regarding economic 
development 

The statate provides that ihe Commission is requfred to approve, or modify and 
approve the ESP, if the KP, including its pricing and all other terms and conditions, 
friduding deferrals and futixre recovety of deferrals, is more favorable in the aggregate as 
compared to the expeded results that would otherwise apply in an MRO tmder Section 
4928.142, Revised Code. In addition, the Commission must rejert an ESP that contains a 
surcharge for CWIP or for new generation facUities if the benefits derived for any purpose 
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for which the surcharge is established are not reserved or made available to those fliat bear 
the surcharge. 

B. Analysis of the AppUcation 

1. Base Generation Rates 

As part of its modified ESP appUcation, AEPOhio proposes to freeze base 
generation rates until aU rates ate established through a competitive bidding process. 
AEPOhio maintains that the fixed pridng is a benefit to customers hy providmg 
reasonably priced electricity fri furtherance of Section 4928.02(A), Revised Code. AEP­
Ohio explains that while the base generation rates will remain frozen, it wUI rdocate the 
current Envfronmental Investment Cartying Cost Rider (EICCR) into the base generation 
rates, which vdll result in fhe eUmfriation of the EICCR. AEP-Ohio witaess Roush 
provides flie change is merely a roU in and wUl be "bUl neufral" for aU AEPOhio 
customers (AEP-Ohio Ex. 118 at 8; AEPOhio Ex. I l l at 10-11). 

WhUe AEP-Ohio's base generation rates wUl be frozen tmder the modified ESP, 
AEPOhio witaess Roush notes that the generation rates are based on cost relationships, 
and indude cross-subsidies among tariff classes, which, upon class rates being based on an 
auction, may result in certain customer dasses being disproportionately impacted by rate 
changes. Mr. Roush notes that residential customers with high winter usage may face 
unexpeded impacts, but that a possible solution may be to phase-out lower rates for high 
winter usage customers {Id. at 14-15). 

OADA supports the adoption of the base generation rate design as proposed, 
advocating that the consistency m the rate design is beneficial for GS-2 customers (OADA 
Br. at 2).. OCC and APJN daim fliat frozen base generation rates is not a benefit to 
customers, as the price of electricity offered by CRES providers have decUned and may 
continue to dedine flurough tiie term of flie ESP (OCC Ex. I l l at 15). OCC and APJN also 
pomt out that the mdusion of numerous riders, induding flie retafl stabihty rider (RSR) 
and fhe deferral created in the Capadty Case wUl restflt in increases m the rates residential. 
customers continue to pay. (OCC/APJNBr.at43-44.) 

The Commission finds tiiat AEPOhio's proposed base generation rates are 
reasonable. We note that AEP-Ohio's base generation rate design was generaUy 
unopposed, as most parties supported AEPOhio's proposal to keep base generation rates 
frozen- Alfliough OCC and APJN condude fhat the base generation rate plan does not 
benefit customers, OCC and APJN faUed to justify thefr assertion and offer no evidence 
within fhe record other than the fact fliat tine modified ESP contafris several riders. 
Accordingly, the modified ISP's base generation rates should be approved, ta addition, as 
AEPOhio raised the possibiUty of disproportionate rate impacts on customers when dass 
rates are set by auction, we dfrert the attorney examiners to establish a new docket within 
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90 days from fhe date of this opinion and order and issue an entiry establishing a 
procedural schedule to allow Staff and any interested party to consider means to mitigate 
any potential adverse rate impacts for customers upon ratra being set by auction. Fturther, 
the Commission reserves the right to implement a new base generation rate design on a 
revenue neufral basis for aU ctistomer dasses at any time during the term of the modified 
ESP. 

2. Fuel Adjustment Clause and Altemative Ener»gy Rider 

(a) Fud Adjustment Clause 

The Coonanission approved the cimrent fuel adjustment clause (FAC) mechanism in 
the Company's ESP 1 case pursuant to Section 4928.143(B)(2)(a), Revised Code.^ In this 
modified ESP appUcation, AEPOhio requests continuation of ihe current FAC mechanism, 
with modifications. The Company proposes to modify the FAC by separating out the 
renewable energy credit (REC) expense component of the fud dause and recovering the 
REC expense through ihe newly proposed altemative energy rider (AER) mechanism. The 
Company also requests approval to unify the CSP and OP FAC rates into a single FAC rate 
effective June 2013. AEPOhio reasons fhat ddaying unification of fhe FAC rates untU 
Jtme 2013, to coincide with the implementation of ihe Phase-In Recovety Rider (PIRR), 
limits the impact on both CSP and OP rate zones which results in a net decrease in rates of 
$0,69 per megawatt hour (MWh) for a tjinpical CSP transmission voltage customer and a net 
mcrease in rates of $0.(G per MWh for a typical OP transmission voltage ctistomer. (AEP­
Ohio Ex. I l l at 5-6; AEPOhio Ex. 103 at 14-20.) 

Beginning Januaty 1, 2014, after corporate separation is effective, AEPOhio's 
generation affiliate, AEP Generation Resources Inc. (GenResources), wiU blR AEPOhio its 
actual fud costs in the same manner and detail as currenfly performed by AEPOhio, and 
the costs wUI continue to be recovered through the FAC As a component of the modified 
ESP, AEP-Ohio proposes that as of Januaty 1, 2015, aU energy and capadty to serve the 
Company's SSO load be supplied by auction, whereupon fhe FAC mechanism wiU no 
longer be necessaty. (AEPOhio Ex. 103 at 14-20.) 

In opposition to fhe FAC, Ormet argues that the FAC has caused significant 
increases Ui the cost of elecfric service, rising 22 percent for GS4 customers since 2011. 
Ormet asks that the Commission temper fhe impact of FAC increases and improve the 
fransparency of the cause for increasing FAC costs, as weU as reconsider the FAC rate 
design, to avoid cost shifts between low load factor customers and high load factor 
customers. Ormet, a 98.5 percent load fador customer, asserts that it pays an equal share 
of the FAC costs as a customer that uses aU its energy on-peak. As such, Ormet contends 
that the FAC rate design violates the principle of cost causation. Ormet suggests that this 

In re AEP-OMo, ESP 1 Order at 13-15 (March 18,2009). 
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modified ESP presents the Commission with the opportimity, as it is within flie 
Commission's jurisdiction, to redesign the FAC, such that FAC costs are separated into 
charges which reflect on-peak and off-peak usage. (Ormet Ex. 106B at 19; Ormet Br. at IS­
IS; Ormet Reply Br. at 14-16.) 

The Company responds that Ormet's argtunents on the FAC refled improper 
calculations and is based on forecasted FAC rates. More importanfly, AEPOhio points 
out that the FAC is ultimately based on actaal FAC costs and any increases in tiie FAC rate 
cannot appropriatdy be attributed to the modified ESP. Ormet is served by AEPOhio 
pursuant to a unique arrangement and as such avoids charges that other simUarly sitaated 
ctistomers pay; however, the Company requests that Ormet not be permitted to avoid fud 
costs. (AEPOhio Reply Br. at 5-6.) 

The Commission notes that currentiy, through the FAC mechanism, AEPOhio 
recovers prudenfly mcurred fuel and associated costs, including consumables rdated to 
envfronmental compUance, purchase power costs, emission allowances, and costs 
assodated with carbon-based taxes. We note that since Januaty 1, 2012, AEPOhio has 
been coUecting its full fud expense and no further fud expenses are being deferred. 

We interpret Ormet's arguments to more accurately request the institation of a fud 
rate cap on the FAC or to revise the FAC rate design. The Commission rejects Ormet's 
request to review and redesign the FAC. The FAC rate mechanism is recoiKfled to actual 
FAC costs each quarter and annually audited for accounting accuracy and prudency. 
Furthermore, as AEPOhio notes, Ormet's rates are set pursuant to its unique arrangement 
as opposed to the Company's SSO rates paid by other high load industrial and commerdal 
customers. By way of Ormet's unique arrangement Ormet is provided some rate stabiUty 
and rate certainty and we see no need to redesign the FAC for Onnet's benefit No other 
intervener took issue with the continuation and the proposed modification of the FAC 
The Commissicai finds that the FAC rates should continue on a separate rate zone basis. 
We note that there are a few Commission proceedings pendmg that will.affect the FAC 
rate for each rate zone which the Commission believes wiU be better reviewed and 
adjtisted if the FAC mechanisms remain distinguishable. Frurflier, as discussed, below, 
maintaining FAC rates on a separate basis is necessaty to be consistent with our decision 
regarding recovety of flie PIRR. 

(b) Altemative Energy Rider 

As noted above, AEPOhio propose to begin recovety of REC expenses, associated 
with renewable energy purchase agreements (REPAs) or REC pturchases by means of the 
new^ AER mechanism to be effective with this modified ESP. With the proposed 
modification, the Company wUl continue to recover the energy and capadty components 
of renewable energy cost throu^ the FAC, tmtil the FAC expires. After the FAC ends, 
energy and capadty assodated with REPAs wiU be sold into the PJM Interconnection, LLC 
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(PJM) market and offset the total cost of the REPAs, with the balance of REC expense to be 
recovered from SSO customers through the AER. AEPOhio proposes that the AER be 
bypassable for shopping customers. The Company also proposes that where the REC is 
part of the REP A, the value of each component be based on the residual method using the 
monthly average PJM market price to value fhe energy component, the capacity will be 
valued using the price at which it can be sold into the PJM market and the remaining value 
would coristitute the cost of the REC. The AER mechanism, according to AEPOhio, is 
consistent with Section 4928.143(B)(2)(a), Revised Code, and is essentially a partial 
unbundling of the FAC to provide greater price visibUity of prudenfly-incurred REC 
compUance costs under Section 4928.66, Revised Code. The Company wUl make quarterly 
filings, in conjunction with the FAC, to facUitate the audit of the AER. AEPOhio reasons 
that the establishment of the AER for recovety of costs is imcontested, reasonable, and 
should be approved. The Company argues continuation and tmification of the FAC and 
development and implementation of the AER, is reasonable and should be approved. 
(AEPOhio Ex. 103 at 18-19.) 

Staff endorses the Company's requests to continue and consoUdate fhe FAC rates 
for CSP and OP rate zones and to reclassify the RECs and REPA components for recovety 
through the AER, as proposed by the Company. However, Staff recommends that annual 
AER audit procedures be established and that the AER audit be conducted by the same 
auditor and in conjimction with the FAC audit to determine the appropriateness and 
recoverabiUty of costs as a part of and between the AER and FAC medianisms. As to the 
aUocation of cost components. Staff agrees with the Company's proposal to aUocate cost 
components of btmdled products but suggests that the auditor detaU how to best 
determine the cost components and how to apply the aUocation to specific sitaations in the 
context of the FAC/AER audits. Staff recommends, and the Company agrees, that fhe 
auditor's aUocation process be applied to AEPOhio's renewable generation from existing 
generation fadUties. (Staff Ex. 104 at 2-3.) 

No party took exception to fhe implementation of the AER mechanism. As 
proposed by AEPOhio, contuiuation of the FAC and establishment of the AER, flirough 
this modified ESP, is consistent with Section 4928.143(B)(2)(a), Revised Code, for fhe 
recovery of prudentiy incurred fuel costs and fuel-related costs and altemative energy and 
associated costs. We ffrid the Company's proposal to continue the FAC and create the 
AER to better distinguish fud and alternative energy costs to be reasonable and 
appropriate during the term of the modified ESP. We approve tiie continuation of the 
FAC and implementation of the AER mechanisms, consistent vnth. the audit 
recommendations made by Staff. The next audit of AEPOhio's FAC shaU also indude an 
audit of the AER niechanisms and the allocation method for classification of the REPA 
components and thefr respective values, frt all other respects, the Commission approves 
the continuation of the FAC rate mechanisms and the creation of the AER rate mechanism 
for each rate zone. 
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3. Timber Road 

AEPOhio states that it conduded a request for proposal (RFP) process to 
competitively bid and secure additional renewable resources. As a result of AEP- Ohio's 
need for in-state renewables, AEPOhio only considered bids for projects in Ohio, and 
ultimatdy selected the proposal from Paulding for its Timber Road wind farm-
Specifically, the Timber Road REPA wUl provide AEPOhio a 99 MW portion of Timber 
Road's elecfrical output capadty and envfronmental attributes for 20 years as necessaty 
for the Company to meet its increasing renewable energy benchmarks as requfred by 
Section 4928.64(q(3), Revised Code. (AEPOhio Ex. 109 at 10-15; Paulding Ex. 101 at 1-4.) 

AEPOhio testified that the 20-year agreement fadUtates long-term financmg by the 
devdoper, reduces up front costs, and aUows for price certainty for AEPOhio customers. 
Paulding offers that although the project is capital intensive the fact that there are no fud 
costs equates to no significant cost variables creating long-term risk for customers, AEP­
Ohio argues that the Timber Road REPA provides flie Company and its customers, wilh 
access to affordable renewable energy from an m-state resource supportmg the state poHcy 
to facihtate the state's effectiveness in the global economy. Section 4928.02(N), Revised 
Code. (AEPOhio Ex. 109 at 16-18; Pauldfrig Be. 101 at 4r5.) 

Staff supports AEPOhio's REPA with Paulding and the Timber Road confrart as 
reasonable and prudent Accordingly, Staff advocates its approval and that AEPOhio be 
permitted to recover cosfe associated with energy, capacity, and RECs ouidfried ki the 
confrart, subject to annual FAC and AER audits. The Company agrees with Staff that the 
implementation of the Timber Road REPA should be subjed to the FAC and AER audit, as 
offered in the testimony of AEPOhio witaess Nelson. AEPOhio commits to acquiring 
RECs to meet its portfolio requirements on behalf of its SSO load and to recover the costs 
fluough tiie AER once tiie FAC is termfriated. (Staff Ex. 103 at 2-3; Tr. at 2498-2499; AEP­
Ohio Ex. 103 at 18.) 

The Commission finds that the long-term Timber Road REPA promotes diversity of 
supply, consistent with state poUcies set forth in Section 4928.02, Revised Code. Fturther, 
based on the evidence of record, the Timber Road project benefits Ohio consumers and 
supports the Ohio economy. Accordingly, the Commission finds it reasonable and 
appropriate to allow fhe Company to recover the cost of the Timber Road REPA through 
the bypassable FAC/AER mechanisms. 

4. Generation R^om-ce Rider 

AEPOhio requests establishment of a non-bypassable. Generation Resource Rider 
(GRR) pursuant to Section 4928.143(B)(2), Revised Code, to recover the cost of new 
generation resources induding, but not limited to, renewable capacity that the Company 
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owns or operates for the benefit of Ohio customers. At this time, the Company proposes 
flie rider as a placeholder and expects that the only project to be included in the GRR wiU 
be the Turning Point faciUty, assuming need is estabUshed in Case Nos. 10-501-EL-FOR 
and 10-5CG-EL-FOR.7 To be dear, although the Company provided an estimate of the 
revenue requfrement for the Turning Point project as requested by flie Commission, AEP­
Ohio is not seeking recovety of any costs for the Ttuming Point fadUty in this ESP. The 
Company asks that the GRR be estabUshed at zero with the amotmt of the rider to be 
detennined, and the remaining statatory requirements to be met, as part of a subsequent 
Commission proceedfrig, (AEPOhio Ex. 103 at 20-21; AEPOhio Ex. 104; Tr. at 2514, 599, 
1170,2139-2140.) 

UTIE encourages the Commission's approval of the GRR as a regulatoty 
mechanism pursuant to fhe authority granted tmder Section 4928.143(B)(2)(c), Revised 
Code, to adopt a non-bypassable surcharge for new elecfric generation (UTIE Br. at 1-2). 
NRDC and OEC support the proposed GRR, including the Timber Road REPA and fhe 
Ttuming Point project, with certain modifications, as permitted under Section 
4928.143(B)(2)(c), Revised Code. NRDC and OEC recommend fliat the GRR be Umited to 
only renewable and altemative energy projects or qualified energy efficiency projects, and 
also recommend that the Company devdop a crediting system to ensture that shopping 
customers do not pay twice for renewable energy. NRDC and OEC reason that AEPOhio 
could make fhe RECs available to CRES providers based on the CRES provider's share of 
the load served or by Uquidating the RECs in the markrt and crediting fhe revenue to the 
GRR. (NRDC Ex. 101 at 11; NRDC/OEC Reply Br. at 1.) 

However, whUe Staff does not foresee any need for additional generation by AEP­
Ohio, Staff and UTIE acknowledge and endorse the adoption of the GRR mechanism to 
facUitate the Commission's allowance for the construction of new generation fadUties 
(Staff Ex. 110 at 7; Tr. at 4599; UTIE Reply Br. 1-2). 

On the other hand, numerous interveners oppose the adoption of the GRR. IGS 
requests that fhe Commission reject the GRR or if it is not rejerted, fhat the GRR be made 
bypassable or modified so tiie benefits flow to shopping customers (IGS Ex. 101 at 27-28). 
Wal-Mart requests that the GRR not be imposed on shopping customers because approval, 
of a non-bypassable GRR would violate cost causation prmdples, send an incorrect price 
signal, and cause shopping customers to pay tvn.ce but receive no benefit (Wal-Mart Ex. 
101 at 5-6). 

A stipulation between the Company and the Staff was filed agreeing, among other things, that as a result 
of the requirements of Sections 4928.143(B)(2)(c) and 4928.64(B)(2), Revised Code, which require AEP­
Ohio to obtain alternative energy resources including solar resooiices in Ohio, the Commission should 
find that there is a need for ihe 49.9 MW Tunung Point Solar prefect The Commission dedsion in fhe 
case is pending. 
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RESA and Dfrect contend that flie GRR wiU inhibit the growth of the competitive 
retafl dectric market and violates fhe state policy set forth in Section 4928.02(H), Revised 
Code, which prohibits the coUection of generation-based rates through a non-bypiassable 
rider. SimUarly, IGS reasons that the GRR is intended to recover flie cost for new 
generation to serve SSO customers and, therefore, the GRR amounts to an anticompetitive 
subsidy on CRES providers for the benefit of noncompetitive retaU dectric service, or, 
according to Wal-Mart, requfres shopping customers to pay tvrice. IGS recommends that 
AEPOhio develop renewable energy projeds on its own with recovery through market 
prices. RE5A and Dfrect reason that AEPOhio's request is prematm-e and creates 
tmcertainty for CRES providers who are also required to comply wiih. Ohio's renewable 
energy portfoUo standards. RESA and Diied contend that, to the extent the Commission 
adopts the GRR, the GRR should not be assessed to shopping customers. RESA and Dfrect 
propose that the GRR be set at zero and incorporation of the Turning Point project or other 
fadlities should occur in a separate case. (RESA Ex. 102 at 12; RESA/Dfrect Br. 18-21; IGS 
Br. at 13; Wal-Mart Ex. 101 at 5.) 

To make the GRR benefit shopping and non-shopping customers, IGS suggests that 
AEPOhio sell the generated elecfridty on the market with revenues to be credited against 
the GRR or the renewable energy credits used to meet the requfrements for aU customers. 
IGS notes that AEPOhio witaesses agree that crediting the revenues against the GRR is 
reasonable. (IGS Ex. 101 at 27-28; Tr. 599,1169-1170.) 

OCC, APJN, lEU and F ^ contend that AEP-Ohio has inappropriatdy conflated 
two tmrelated statates. Sections 4928.143(B)(2)(c) and 4928.64, Revised Code, in support of 
the GRR. The goals of the two sections are different according to flie interpretation of the 
aforementioned interveners. They contend that the purpose of Section 4928.64, Revised 
Code, is to requfre electric distribution utiUties and CRES providers to comply with 
renewable energy benchmarks and paragraph (E) of Section 4928,64, Revised Code, dfrects 
fliat costs incurred to comply with the renewable energy benchmarks shall be bypassable. 
Whereas, accordfrtg to ffiU and FES, Section 4928,143(B)(2)(c), Revised Code, permits fhe 
Commission to implement a market safety valve under specific requirements should Ohio 
requfre additional generation. FES notes that AEPOhio has sufficient energy and capacity 
for flie foreseeable future. lEU and FES interpret the two statatoty provisions to 
affirmatively deny non-bypassable cost recovety tmder Section 4928,143(B)(2)(c), Revised 
Code, for renewable energy prc '̂ects. lEU and FES contend that thefr mterpretation is 
confirmed by the language in Section 4928.143(B), Revised Code, which states 
"Notwithstanding any other provision of Tifle XLDC of the Revised Code to the comfraty 
except. ..division (E) of section 4928.64...." Thus, Fl^ reasons the Commission is expressly 
prohibited from autiiorizing a provision of an ESP which conflicts with Section 4928.64(E), 
Revised Code. (FES Br. at 87-90; lEU Br. 74-76; Tr. at 226-227.) 

Furtiier, lEU, FES, OCC, IGS and APJN aigue fliat the statate requfres, and AEP­
Ohio has failed to demonsfrate, the need for and the terms and conditions of recovety for 
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the Turning Point project in this proceedfrig pursuant to Section 4928.143(B)(2)(c), Revised 
Code. FinaUy, lEU submits that AEPOhio has failed to offer any evidence as to the effect 
of the GRR on governmental aggregation, as required in accordance with flie 
Commission's obUgation under Section 4928.20(K), Revised Code. For taese reasons, lEU, 
IGS, FES, OCC and APJN request that the Company's request to implement the GRR be 
denied. (Tr. 1170,570-574, 2644-2646; FES Br. at 87-94; FES Reply Br. at 22-24, IGS Reply 
Br. at 5-6; OCC/APJN Br. at 84-85; lEU Br. 74-76.) 

Staff notes that there are a ntunber of statatoty requfrements pttrsuant to Section 
4928.143(B)(2)(c), Revised Code, fhat OP has not satisfied as a part of this modified ESP 
proceeding but wiU be addressed in a future proceeding, induding the cost of the 
proposed fadlity, altematives for satisfying the in-state solar requfrements, a 
demonsfration that Ttuming Point was or will be sourced by a competitive bid process, the 
facUity is newly used and useful on or after Januaty 1, 2009, the facUity's output is 
dedicated to Ohio consumers and the cost of the facUity, among other issues. Staff notes 
the need for the Turning Point faciUty has been raised by parties in another case and a 
decision hy the Commission is pending.^ Staff emphasizes that the statatoty requirements 
would need to be addressed, and a dedsion made by the Commission, before recovery 
could commence via the GRR mechanism. Fturther, Staff suggests that it is in this future 
proceeding that parties should explore whether the GRR should be appUed to shopping 
customers. (Staff Ex. 106 at 11-14.) 

FES responds that the language of Section 4928.143(B)(2)(c), Revised Code, omits 
any asserted discretion of the Commission to consider the requirements to comply with 
the statate outside of the ESP case, as AEPOhio and Staff offer. Nor is it sufficient poUcy 
support, according to FES and IGS, that customers may fransition from shopping to non-
shoppfrig and back during the useful life of the Turning Point fadUty as claimed by AEP­
Ohio. The interveners argue AEPOhio overlooks that as proposed Ity the Company, the 
load of all its non-shopping customers wUl be up for bid as of June 1, 2015. With that frt 
mind, FES ponders why customers of AEPOhio competitors should pay for AEPOhio 
facilities after May 31,2015. (FES Reply Br. at 24-25; IGS Reply Br. at 4.) 

UTIE not® that parties that oppose flie approval of. the GRR, on fhe premise that it 
wUl requfre shopping customers to pay twice, overlook AEPOhio's proposal to allocate 
RECs between shopping and non-shopping customers, to sdl the energy and capadty 
from ihe Turning Point facility into the market and credit such transactions against the 
GRR (UTIE Reply Br. at 2). 

NRDC and OEC respond that it is disingenuous for parties to argue that 
establishing a placeholder rider as a part of an ESP is unlavrftd. The Commission has 
adopted placeholder riders in several previous Commission cases for AEPOhio, Duke 

8 Case Nos. 10-501-EL-POR and 10-502-EL-FOR. 
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Energy Ohio and the FfrstEnergy operating companies.' Further, NRDC and OEC note 
that no party has waived its right to participate in subsequent GRR-related proceedings 
before the Commission. (NRDC/OEC Reply Br. at 1) 

The Company notes that four interveners support flie adoption of fhe GRR and of 
the four supporters, two request modifications which are components afready proposed 
by the Company. 

First AEPOhio addresses the arguments of FES and EBU that Section 4928.64(E), 
Revised Code, prohiHts flie use of Section 4928.143(B)(2)(c), Revised Code, for renewable 
generation projects. AEPOhio states that it recognizes the overlapping policies of the two 
statates and offers that each section relates to the cost recovety aspect of the project, which 
as the Company interprets the statates, wUl be addressed when cost recovety is requested 
in a futiure prbceeding. Further, AEPOhio reasons that lEU's and FES's argtmients are 
inappropriate as they would lead to the disaUowance of a statatorily prescribed option 
merdy because another option exists, ta addition, AEP-Ohio contends, proper statatory 
constmction seeks to give aU statates meaning and, therefore, both options are avaUable to 
the Commission at its discretion. 

It is prematare, AEPOhio retorts, to assert as certain interveners have done, that 
the statatoty requfrements of Section 4928.143(B)(2)(c), Revised Code, have not been met 
by fhe Company. The statatoty requfrements of Section 4928.143(B)(2)(c), Revised Code, 
wiU be addressed in a separate proceeding before any costs can be recovered via the 
proposed GRR. AEPOhio asserts that the Commission is vested with the discretion to 
establish the GRR, as a zero-cost placeholder, as it has done in otiier Commission 
proceedings. The Company also proposes, and Staff agrees, that as a part of this future 
proceeding, the amount and prudency of costs associated with the Turning Point project 
and whether the GRR results in shopping customers paying twice for renewable energy 
compliance costs, among oflier issues will be determined^ AEPOhio reiterates its plan to 
share the RECs from the Turning Point project between shoppmg and SSO customers on 
an annual basis. IGS, NRDC and Staff endorse AEP-Ohio's proposal to share the value of 
tiie Turning Pofrit project between shopping and non-shopping customears. (AEPOhio 
Reply Br. at 7-10; Tr. at 2139-2140; NRDC/OEC Reply Br. at 1; Staff Ex. 110 at 7; Staff Br. at 
20.) 

The Commission interprets Section 4^28.143(B)(2)(c), Revised Code, to permit a 
reasonable aUowance for construction of an electric generating fadfity and the 
establishment of a non-bypassable surcharge, for the life of ihe faciUty where the electric 
UtiUty owns or operates the generation facUity and sourced the faciUty through a 
competitive bid process. Bdore authorizing recovety of a surcharge for an elecfric 
generation facility, the Commission must determine there is a need for the faciUty and to 

hi re AEP-Ohio, ESP 1 (March 18.2009;,- In re Duke Energy^hio, Case No. 08-920-EL-SSO (December 17, 
2008); In re FirstEnergy, Case No. 08-^5-EL-SSO (Mairh 25,2009). 
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continue recovety of the surcharge, estabUsh that flie fadUty is for the benefit of and 
dedicated to Ohio consttmers. AEPOhio will be requited to address each of the statatory 
requfrements, in a futare proceeding, and to provide additional information indudmg the 
costs of the proposed fadlity, to justify recovery under the GRR. However, the 
Commission notes that there shaU be no aUowances for recovety approved unless the need 
and competitive requfrements of this secfion are met. 

Furthermore, we disagree with the arguments fhat the language in Section 
4928.143(B)(2)(c), Revised Code, requfres fhe Commission to first determine, wifliin the 
ESP proceeding, that there was a need for the facility. The Commission is vested with fhe 
broad discretion to manage its dockets to avoid undue delay and the dupUcation of effort, 
mduding the discretion to decide, how, m light of its intemal organization and docket 
considerations, it may best proceed to manage and expedite the orderly flow of its 
business, avoid undue delay and eliminate unnecessaty dupUcation of effort Duff v. Pub. 
Util. Comm. (1978), 56 Ohio St 2d 367, 379; Toledo Coalition for Safe Energy v. Pub. Util 
Comm. (1982), 69 OMo St 2d 559, 560. Accordingly, it is acceptable for the Commission to 
determine the need for the Turning Point faciUty as a part of the Company's long-term 
forecast case filed consistent with Section 4935.04, Revised Code, wherein the Comumission 
evaluates energy plans and needs. To avoid the tmnecessaty dupUcation of processes, the 
Commission has tmdertaken the determination of need for the Turning Point project in the 
Company's long-term forecast proceeding. The Commission interprets the statate not fo 
restrict our determination of flie need and cost for the facUity to the time an ESP is 
approved but rather to ensure the Commission holds a proceeding before it authorizes any 
aUowance under the statate. VFS raises the issue of whether shopping customers shotild 
mcur charges associated with AEPOhio's construction of generation facUities. The 
Commission finds that Section 4928.143(B)(2)(c), Revised Code, specificaUy provides that 
the surcharge be non-bypassable. However, the statate also provides fliat the electric 
UtUity must dedicate fhe energy and capacity to Ohio consumers. AEPOhio has 
represented that any renewable energy credits wUl be shared with CRES providers 
proportionate with such providers' share of the load. Accordingly, as long as AEPOhio 
takes steps to share the benefits of the project's energy and capadty, as weU as the 
renewable energy credits, with aU ctistomers, we find that the GRR should be non­
bypassable. Further, in the subsequent application for any cost recovery AEPOhio wiU 
have the burden to demonsfrate compliance with fhe statatoty requirements s d forfli in 
Section 4928.143(B)(2)(c), Revised Code. 

Accordingly, ihe Commi^ion approves the Company's request to adopt as a 
component of this modified ESP the GRR mechanism, at a rate of zero. It is not 
unprecedented for the Commission to adopt a mechanism, with a rate of zero, as a part of 
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an FSP.io i^e Commission expUdtiy notes that m permitting tiie creation of the GRR, it is 
not authorizing the recovery of any costs, at this time. 

5. Interruptible Sorvice Rates 

In its modified ESP, AEP-Ohio suggests it would be appropriate to resfructure its 
current mterruptible service provisions to make its offerings consistent with the options 
that will be avaUable upon AEPOhio's partidpation fri the PJM base residual auction 
beginning in June 2015. AEPOhio witaess Roush provides that intermptible service is 
more frequentiy represented as an offset to standard service offer rates as opposed to a 
sq>arate and distinct rate (AEPOhio Ex. I l l at 8). To make AEPOhio's mtermptible 
service options consistent with fhe current regiflatoty envfronment AEPOhio proposes 
that Schedule Intermptible Power-Discretionaty (IRP-D) become avaUable to aU cttrrent 
customers and any potential customers seeking interruptible service (Id.). The ERP-D 
credit would increase to $8.21 per kw-month upon approval of the modified ESP (AEP­
Ohio Ex. 100 at 9). AEPOhio proposes to colled any costs assodated vdth the IRP-D 
through tiie RSR to reflect reductions in AEP-Ohio's base generation revenues {Id.). 

OCC bdieves the IRP-D proposal violates cost causation prindples, as the 
beneficiaries are customers with more than 1 MW of interruptible capadty, and does not 
apply to residential customers. OCC witness Ibrahim argues it is unfafr for non-
participating customers to make AEPOhio whole for any lost revenues associated wifli 
flie IRP-D (OCC Ex. 110 at 11-12), Therefore, OCC recommends the ERP-D should not 
aUow for any lost revenue assodated vkdth IRP-D credits to be collected through the RSR 
(Id.). 

Staff suggests modifying fhe IRP-D credit based upon the state compensation 
mechanism approved in the Capacity Case (Staff Ex. 105 at 6-9). Staff witaess Scheck. 
recommended lowering the IRP-D credit to $3.34/kw-month (Id.). Further, Staff notes its 
preference of any interruptible service to be offered in conjunction with Commission 
approved reasonable arrangements, as opposed to tariff service {Id). EnerNOC states that 
a reasonable arrangement process is more fransparent than an intermptible service credit, 
and notes that a subsidized IRP-D rate may impede AEPOhio's fransition to a competitive 
market by reducing the amoimt of demand response resomrces that may partidpate in 
RPM auctions (EnerNOC Br. at 6-9). 

OMAEG and OEG support the proposed IRF-D credit but recommend it not be tied 
to approval of flie RSR (OMAEG Br. at 21, OEG Br. at 15). Ormet also supports, the IRP-D 
credit notit^ fliat customers should be compensated for taking on an intermptible load 
(Ormet Br. at 21-22). OEG explafris it is reasonable and consistent with state poKcy 

0̂ In re AEP-Ohio, ESP 1 (March 18,2009;; In tt Duke Energy-Ohio, Case No. 08-92a-EL-SSO (December 17, 
2008); In i« FirefEna ,̂ Case No. 08-935-EL-SSO (March 25,2009). 

000000293 



11-346-EL-SSO, etal. • -26-

objedives under Section 4928.02, Revised Code, as it wiU promote economic development 
and innovation and market access for AEPOhio's customers. OEG witaess Stephen Baron 
provides that the credit is beneficial to customers that partidpate in the IRP-D program 
who received a discounted price for power in exchange for interruptible service, which 
retcuns existing AEPOhio customers and can atfract new customers to benefit the state's 
economic development (Tr. IV at 1125-1126, OEG Ex. 102 at 6-8). Mr. Baron notes fliat the 
IRP-D is beneficial to AEP-Ohio as well by aUowing AEPOhio to have increased flexibility 
in providing its service, thus increasing overaU system reliabiUty (OEG Ex. 102 at 6-8). 
However, Mr. Baron beUeves that costs associated with the IRP-D would be more 
appropriate to recover under the EE/PDR rider {Id. at 9-10), OEG also disputes Staff's 
proposal to lower the IRP-D credit to the capacity rate charged to CRES providers, as the 
credit is only available to SSO customers, and not customers of CRES providers (OEG Br. 
at 16-21). 

The Commission finds the IRP-D credit should be approved as proposed at 
$8.21/kW-month. In Ught of the fad ihat customers receiving interruptible service must 
be prepared to curtail thefr dectric usage on short notice, we beUeve Staffs proposal to 
lower the credit amount to $3.34/kW-month tmderstates the value interruptible service 
provides both AEPOhio and its customers. In addition, the IRP-D credit is beneficial fri 
that it provides flexible options for energy intensive customers to choose thefr qiuility of 
service, and is also consistent wifli state poUcy tmder Section 4928,02(N), Revised Code, as 
it furthers Ohio's effectiveness fri the global economy. In addition, since AEPOhio may 
utilize interruptible service as an additional demand response resource to meet its capacity 
obligations, we dfrect AEPOhio to bid its additional capadty resources into PJM's base 
residual auctions h d d during the ESP. 

The Commission agrees with several parties who correcfly pomted out fliat fhe IRP-
D credit should not be tied to the RSR. As we wiU discuss below, the RSR is tied to rate 
certainty and stabiUty, and while we have no qualms in finding that the IRP-D is 
reasonable, it is more appropriate to aUow AEP-Ohio to recover any costs assodated with 
the IRP-D under the EE/PDR rider. As the ZRP-D will result in redudng AEPOhio's peak 
demand and encourage energy effidency, it should be recovered through fhe EE/PDR 
rider. 

6. RetaU StabUity Rider 

In its modified ESP, AEPOhio proposes a non-bypassable RSR. AEPOhio states 
the RSR is justified under Section 4928.143(B)(2)(d), Revised Code, as it promote stabUity 
and certainty with retafl decfric service, and Section 49:^.143(B)(2)(e), Revised Code, 
which aUows for automatic increases or decreases by revenue decoupling mechanisms that 
relate to SSO service. AEPOhio provides that in addition to fhe RSR's promotion of rate 
stabiUty and certainty, it is essential fo ensure the Company does not suffer severe 
financial repercussions as a result of the proposed FSP's capadty pridng mechanism. 
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AEPOhio witaess WUUam Avera explains that the Commission has the duty to enstu*e 
there is not an unconstitational taking fhat may result m material harm to AEPOhio 
(AEPOhio Ex. 150 at 4-6). Dr. Avera sfresses fhat not only does the Commission maintain 
this obUgation to avoid confiscation, but in the event the rate plan is confiscatoty, AEP­
Ohio's credit rating wotild likdy drop, Umiting the abUity to atfract future capital 
investments {Id.). 

The proposed RSR functions as a generation revenue decoupling charge that all 
shopping and non-shopping customers wotUd pay through June 2015. As proposed, the 
RSR relies on a 10.5 percent rettun on equity to develop the non-fuel generation revenue 
target of $929 miUion per year, whidt, throughout the term of the modified ESP, would 
coUect approximatdy $284 miUion fri revenue (AEP-Ohio Ex. 100, 116 at WAA-6). hi 
establishing fhe 10.5 percent target AEP-Ohio witaess WiUiam AUen considered. CRES 
capacity revenues as based on the proposed two-tiered capadty mechanism, auction 
revenues, and credit for shopped load to determine where the RSR should be set AEP­
Ohio notes that while the RSR is designed to produce consistent non-fud generation 
revenues, the RSR does not guarantee a company total ROE of 10.5 percent as there are 
other factors affecting total company earnings, which AEPOhio witaess Sever estimated 
at 9.5 percent and 7.6 percent (AEPOhio Ex. 151 at 2-4, AEPOhio Ex. 108 at OJS-2). Thus, 
AEP-Ohio explains the RSR oiily ensures a stable level of revenues during the term of the 
ESP, not a stable ROE {Id. at 3). For evety $10/MW-day decrease in the Tier 2 price for 
capadty, Mr. Allen explafris flie RSR would increase by $33M (or $.023/MWh) (AEPOhio 
Ex. 116 at 14-15). Mr. AUen explains that the $3 shopped load credit is based on AEP­
Ohio's estimated margin it earns from off-system sales (O^) made as a result of MWh 
freed as a result of customer shopping. In his testimony, Mr. AUen provides fliat AEP­
Ohio only retains 40 percent of the OSS margins due to its partidpation fri the AEP pool, 
and of that 40 percent only 50 to 80 percent of reduced retaU sales result in additional OSS, 
thus demonsttating the $3/MWh credit is reasonably based on appropriate OSS 
assumptions (AEP-Ohio Ex. 151 at 5-8). 

In designing the RSR, AEPOhio explains that a revenue target is preferable to an 
earnings target as decoupling wtS. provide greater stability and certamty for customers 
and is easier to objectively measure and audit as compared to earnings, which are prone to 
Utigation as evidenced by SEET proceedings (AEPOhio Ex. 116 at 13-16). AEPOhio 
beUeves a revenue target provides for risks associated with generation operations to be on 
AEPOhio whUe avoiding ihe need for evaluating retams associated with a deregulated 
entity after corporate separation {Id.) As proposed, the RSR would average $2/MVVh {Id. 
at WAA-6). 

AEPOhio bdieves the RSR is beneficial in that it freezes non-fud generation rates 
and aUows for AEPOhio's fransition to a fully competitive auction by June 2015 (AEP­
Ohio Ex. 119 at 2-4). AEPOhio opines that the RSR mechanism reflects a careful balance 
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fhat vdll encourage customer shopping through discounted capacity prices whUe retaining 
reasonable rates for SSO customers and ensure that AEPOhio is not finandaUy harmed as 
it fransitions towards a competitive auction {Id.). AEPOhio also touts an increase in its 
mterruptible service (IRP-D) credit upon approval of the RSR. AEP-Ohio wita^s Sdwyn 
Dias explains that the increase in the IRP-D credit wiU benefit numerous major employers 
in tiie state of Ohio and promote economic development opportunities within'AEPOhio's 
service territoty {Id. at 7). 

Without the Commission's approval of the RSR as proposed, AEPOhio claims that 
the modified ESP would result in confiscatoty rates. In his rebuttal testimony, Mr. Allen 
argues that if the established capadty charge is below AEPOhio's costs, AEPOhio wiU 
face an adverse financial impact (AEPOhio Ex, 151 at 9). As such, AEP-Ohio points out 
that the 10.5 percent retium on equity used to develop the RSR's target revenue is not only 
appropriate to prevent finandal harm but is also necessaty to avoid violating regulatoty 
standards addressing a fafr rate of rettu'n. Mr. AUen contends fliat the non-fud generation 
revenue, which the RSR addresses, is separate and distinct from the total company 
earnings, which are not addressed by the RSR. This distinction^ Mr. AUen states, shows 
the 10.5 percent return on equity is appropriate for the RSR because when ihe RSR is 
combined with total company earnings, AEPOhio would be looking at a total company 
return on equity of 7.5 percent in 2013. Therefore, AEP-Ohio argues it would be 
inappropriate to aUow a RSR rate of return of less than 10.5 percent as any reduction 
wotfld lower the total company return on equity downward from 7.5 percent harming 
AEPOhio's abiUty to atfract capital and potentiaUy putting the company in an adverse 
fmandal situation {Id. at 4-5). 

DER, DECAM, FES, NFIB, OCC, and lEU aU contend that flie RSR lacks statatoty 
auihority to be approved. FES daims fliat Section 4928.143(B)(2)(d), Revised Code, only 
authorizes charges that provide stabUity and certainty regarding retaU dectric service, 
which AEPOhio has faUed to show. OCC witaess Daniel Duann argues that the RSR wUl 
raise customer rates and cause financial luicertainty to aU native load customers (OCC Ex. 
I l l at 10). OCC contends that even if ihe RSR provided certainty and stabUity, it does not 
qualify as a temi, condition, or charge pursuant to Section 4928.143(B)(2)(d), Revised Code 
(OCC Br. at 40). lEU and Exelon also argue flie RSR violates Section 4928.02(H) Revised 
Code, as it would be tied to a disfribution rate based on its charge to shopping customers 
despite the fact it is a non-bjrpassable charge designed to recover generation related costs 
(EEU Br. at 63-64, Exelon Br. at 12). 

DSU, Ohio Schools, Ffroger, and DECAM/DER argue that AEPOhio is improperly 
utilizing the RSR to attempt to recover transition revenue. lEU notes that AEPOhio's 
attempt to recover generatiorir-rdated revenue that may not otherwise be coUected by 
statate is an iUegal attempt to recover fransition revenue (lEU Ex. 124 at 4-10, 24-26). 
iCroger and Ohio Schools point out that not only has the opportunity to recover generation 
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transition costs expired with the establishment of elecfric retaU competition in 2001, AEP­
Ohio waived its right to generation fransition costs when it stiptUated to a resolution m 
Case Nos. 99-1729 and 99-1730 (Kroger Br. at 3-5, Ohio Schools Br. at 18-20). Exelon and 
FES maintain the RSR is anticompetitive and would stifle competition. 

Ormet OCC, Ohio Schools, OEG, and Exelon fridicate tiiat if iiie RSR is approved, 
it should contain exemptions for certain customer classes. Ohio Schools request an 
exemption from the RSR, pointing out that not only are schools relying on limited funding, 
but also that the Commission has fraditionaUy considered schools to be a distinct customer 
dass that is entitied to special rate freatment (Ohio Schools Br. at 22-30, citing to Case Nos. 
90-717-EI^ATA, 95-300-EL-Am, 79-629-TP-COL Ohio Schools Ex. 103, and Tr. XVI at 4573-
4574). Exelon believes the RSR should not apply to shopping customers and should be 
bypassable. While Exdon notes it does not oppose affording AEPOhio protection as it 
fransitions its business stmcture, witaess David Fefri argues that shopping customers wUl 
unfafrly be forced pay both the CRES provider and AEPOhio for generation (Exelon Ex. 
101 at 13-14). 

On the confraty, Ormet believes the RSR should not apply to customers like Ormet 
who carmot shop, as Ormet ndther causes costs associated with the RSR nor can Ormet 
receive the benefits assodated with it (Ormet Ex. 106 at 15-17). Ormet maintains that the 
RSR, as currenfly proposed, violates cost causation principles {Id.). OCC and OEG suggest 
that if the RSR is approved, it should not be charged to SSO customers, as these customers 
are not the cause of the RSR costs, and it would be imfafr to force these customers to 
subsidize shopping customers and CRES providers (OEG Br. at 5-6, OCC Ex. I l l at 16-17). 

WhUe OEG does not support the creation of the RSR, it imderstands the 
Commission may need to provide a means to ensure AEP-Ohio has the ability to atfract 
capital, and as such suggests that the Commission look to AEP-Ohio actual earning as 
opposed to revenue (OEG Ex. 101 at 12-18). OEG argues that the RSR's use of revenues 
does not accurately reflect a utUity's finandal condition or ability to atfract capital in the 
way that earnings do, as evidenced by earnings being the foundation used by credit 
agencies to determme bond ratings {Id.). OEG witaess Lane Kollen points out fliat 
revenues are just a single component of AEPOhio's earnings and do not reflect a fuU 
picture of AEPOhio's financial health {Id.). Mr. KoUen suggests that i£ ihe Commission 
were to look at AEPOhio's earnings, an appropriate return on equity (ROE) would be 
between seven percent and 11 percent (OEG Ex. at 4-6). ff the Commission were to use 
revenues to determine AEPOhio's ROE, as proposed in the RSR, Mr. KoUen beUeves the 
ROE should be at seven percent, as it is stUl double the cost of AEPOhio's long-term debt 
and faUs wiflun the Ohio Supreme Court's zone of reasonableness {Id. at 7, Tr. X at 2877-
79). 
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In the event flie Commission adopts RPM priced capacity, RESA also supports the 
use of eammgs as opposed to revenues in calculating the RSR in the event it is necessary to 
avoid confiscatory rates (RESA Ex. at 11, Br. at 13-16). RESA also suggests the 
Commission consider projecting an amount of money necessaty for AEP-Ohio to earn a 
reasonable rate of return and set the RSR accordii^ly (RESA Br. at 14-16). RIKA maintafris 
that either of fhese altematives may reduce the possibUity that AEPOhio and its new 
affiliate make uneconomic mvestments or other risks that may result from AEPOhio 
receiving a guarantee of a certain level of annual income {Id.). NFIB and OADA express. 
simUar concerns fliat the RSR, as proposed, creates no incentive for AEPOhio to Ifrnit its 
expenses (NFIB Br. at 4r6, OADA Br. at 2-3). 

In' addition, several other parties suggest modifications to the RSR, including its 
proposed ROE. Ormet states that the 10.5 percent ROE is excessive and unreasonably 
high. Ormet witaess John WUson explained that AEP-Ohio faUed to sustain its bturden of 
showmg 10.5 percent ROE was just and reasonable, and upon utilizing Staff's 
methodology in 11-351-EL-AIR, determined that, based on current economic conditions 
and AEPOhio and comparable utiUty finandal figures, an appropriate ROE would be 
between eight and nine percent (Ormet Ex. 107 at 8-30). Kroger witaess Kevin Higgins 
testified fhat the average ROE for decfric utiUties is 10.2 percent, and based on fhe fact that 
AEPOhio's proposed two-tier capadty mechanism is above market the ROB should be 
below 10.2 percent (Kioger 101 at 10). FES and Wal-Mart state fliat AEPOhio failed to 
justify its 10.5 percent figure, vrith Wal-Mart witaess Steve Chriss suggesting the ROE be 
no higher than 10.2 percent (Wal-Mart Ex. 101 at 8-9, FES Ex. 102 at 79-80). 

OCC recommends that the Commission aUocate the RSR in proportion to each class 
share of the switdied kWh sales as opposed to customer class contribution to peak load, as 
an aUocation based on confribution to peak load is not just and reasonable (OCC Ex. 110 at 
8-9). OCC witaess Ibrahim points out that the residential customer class share of switehed 
kWh sales is only eight percent, thus, if tiie Commission reaUocates RSR costs, residential 
customer increases would drop from sbc percent to three percent {Id. at 24-26). Kroger 
argues the RSR aUocates costs to customers by demand, but recovers through an energy 
cost, resulting m cross subsidies amongst customers (Kroger Ex. 101 at 8). Kroger 
recommends that costs and charges should be aUgned and based on demand as opposed 
to energy usage {Id.) 

OCC, FES, and Ormet also submit modifications rdated to the calculation AEP­
Ohio's shopping credit induded within the RSR calculation. Ormet argues that AEPOhio 
underestimates its $3 shopping credit Ormet states that based on AEPOhio's 2011 resale 
percentage of 80 percent the actaal shopping credit increases to $3.75 MWh, with the total 
amount fricreasuig to $78.5 milUon (Ormet Br. at 10-12, dtUig to Tr. XVII at 4905)- Ormet 
also shows that AEPOhio wUl not need to reduce the credit by 60 percent beginning in 
2013, as AEPOhio wiU no longer be in the AEP pool, resiUting in the credit increasing to 
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$6.50 per year in 2014 and 2015 {Id). OCC also points out that the shoppmg credit shotild 
increase based on AEPOhio's 2011 shoppmg percentage, as weU as fhe termination of the 
AEP pool agreement and recommends the Commission adopt a shipping credit higher 
flian $3/MWh but less flian$12/MWh (OCC Br. at 49-54). 

The Commission finds fliat upon review of the record, it is apparent that no party 
disputes that the approval of the RSR vdll provide AEPOhio wifli suffident revenue to 
ensure it maintains its finandal integrity as weU as its abiUty to attrad capital There is 
dispute, however, as to whether the RSR is statatorily justified, and, if it is justified, fhe 
amount AEPOhio should be entitied to recover, and how the recovery should be allocated 
among customers. The Commission must first determine whether RSR mechanism is 
supported by statate. Next, if we find that the Commission has the authority to approve 
the RSR, we must balance how much cost recovery, if any, should be permitted to ensure 
customers are not paying excessive costs but that flie recovery is enough to aUow AEP­
Ohio to freeze its base generation rates and maintain a reasonable SSO plan for its current 
customers as well as for any shopping customers that may wish to return to AEPOhio's 
SSO plan. 

In beginning otur analysis, we first look to AEP-Ohio's justification of flie RSR. 
WhUe AEPOhio argues there are numerous statatoty provisions that may provide 
support for the RSR, the thrust of its argtmients in support of the RSR pertain to Section 
4928.143(B)(2)(d), Revised Code, which AEP-Ohio notes is met by flie RSR's promotion of 
rate StabUity and certainty. AEPOhio also suggests that Section 4928.143(B)(2)(e), Revised 
Code, which aUows for automatic increases or decreases, justifies the RSR, as its design 
indudes a decoupUng mechanism. 

Pursuant to Section 4928.143(B)(2)(d), Revised Code, an ESP may include terms, 
conditions, or charges relating to limitations on customer shopping for retafl elecfric 
generation that would have flie effed of stabilizing retaU elecfric service or provide 
certainty regarding retail dectric service. We believe the RSR meets the criteria of Section 
4928.143(B)(2)(d), as it promotes stable retail decfric service prices and ensures customer 
certainty regarding retafl decfric service. Further, it also provides rate stability and 
certainty through CRES services, which clearly fall tmder the dassification of retaU dectric 
service, by aUowing customers the opportimity to mitigate any SSO increases through 
increased shopping opportunities that wUl become available as a result of the 
Commission's dedsion in the Capadty Case. 

In addition, we find that the RSR freezes any non-fud generation rate increase that 
might not otherwise occur absent the RSR, allovring current customer rates to remain 
stable throughout the term of the modified ESP. While we understand that the non­
bypassable components of the RSR wiU result in additional costs to customers, we beUeve 
any costs associated with the RSR are mitigated by the effed of stabilizing non-fud 
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generation rates, as weU as the guarantee fhat, in less than three years, AEPOhio wiU 
estabUsh its pricing based on energy and capadty auctions, which this Commission again 
maintains is exfremdy beneficial by providing customers with an opporttmity to pay less 
for retaU electric service than fliey may be paying today. 

Therefore, we find that the RSR provides certainty for retaU electric service, as is 
consistent wifli Section 4928.143(B)(2)(d), Revised Code. Until May 31, 2015, AEPOhio's 
SSO rate, as a result of this RSR, wiU remain avaUable for all customers, induding those 
who are presenfly shopping, as weU as those who may shop m the future. The abUity for 
AEPOhio to maintairi a Gxed SSO rate is valuable, particularly if an unexpeded, 
intervening event occurs dimng the term of ihe ESP, which could have the effed of 
increasing market prices for elecfridty. The abUity for aU customers within AEPOhio's 
service territory to have the option to return to AEPOhio's certain and fixed rates aUows 
customers to explore shopping opporttmities. This is an extaemely beneficial asped of the 
RSR and is undoubtedly consistent with legislative intent in providing that elecfric 
security plans may include retafl elecfric service terms, conditions, and charges fhat rdate 
to customer stability and certainty. Further, we rejed the claim that the RSR aUows for the 
coUection of inappropriate fransition revenues or sfranded costs that should have been 
coUecfed prior to December 2010 pursuant to Senate BiU 3, as AEPOhio do^ not argue its 
ETP did not provide sufficient revenues, and, in Ught of events that occurred after the ETP 
proceedings, induding AEP-Ohio's statiis as an FRR entity, AEPOhio is able to recover its 
actaal costs of capacity, pursuant to our decision in the Capacity Case. Therefore, 
anything over RPM auction capacity prices cannot be labded as fransition costs or 
stranded costs. 

Moreover, we find that the certainty and stabUity the RSR provides would be aU but 
erased by its design as a decoupling mechanism. We agree with OCC ihat the abUity for 
AEP-Ohio to decouple the RSR wotild cause financial uncertainty, as truing up or down 
each year will create costom^er confusion in thefr rates. NFIB, OADA, and RESA correcfly 
raise concerns that the RSR design creates no incentive for AEPOhio to limit its expenses 
and the Company may make uneconomic investments by its guaranteed levd of annual 
income. WhUe AEPOhio should have the opportunity to earn a reasonable rate of return, 
there is not a ri^t to a guaranteed rate of return, and we wUl not aUow AEPOhio to shift 
its risks onto customers. Thus, because its design may lead to a perverse outcome of AEP­
Ohio making impmdent decisions, we find it necessary to remove the decoupling 
component from the RSR 

Although the RSR is justified by statate, AEPOhio has failed to sustain its burden 
of proving that its revenue target of $929 mUlion is reasonable. The basis of AEPOhio's 
$929 miUion target is to ensture that its non-fud generation revenues are stable and that 
StabiUty may be enstured through a 10.5 percent ROE. However, as we previously 
established, it is inappropriate to guarantee a rate of rettum for AEP-Ohio, therefore, we 
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find it more appropriate to establish a revenue target that wUl aUow AEPOhio liie 
opportunity to earn a reasonable rate of return. We note that otu* analysis of an ROE is not 
to guarantee a rate of return, as evidenced by fhe removal of the decoupling components 
but rather to determine a revenue target that adequately ensures AEP-Ohio can keep its 
base generation rates frozen and maintain its financial health. Although we bdieve the 
more appropriate method fo balance these factors would have been through the use of 
actaal doUar figures that rdate to stabiUty, because AEP-Ohio utilized a ROE in calculating 
its proposals, and parties responded with altemative ROE proposals, the record limits us 
to this approach. Therefore, m determining an appropriate quantification for the RSR, we 
wfll consider a ROE of the non-fuel generation revenue only for the purpose of creating an 
appropriate revenue target that wiU ensure AEPOhio has sufficient capital while 
maintaining its frozen base generation rates. 

Only three witaesses, AEPOhio witaess Avera, OEG witaess KoUen, and Ormet 
witaess WUson, developed thorough testimony exploring how an appropriate revenue 
target for the RSR should be established, aU of which wexe driven by an analysis of AEP­
Ohio's ROE. Although OEG witaess KoUen proposed a mechanism driven by adjusting 
AEP-Ohio's ROE upward or downw2U'd if it does not faU within a zone of reasonableness, 
Mr. KoUen established that anything betweai seven and 11 percent could be deemed 
reasonable (OEG Ex. 101 at 8-9). Mr. KoUen preferred focusing on a zone of 
reasonableness, but notes that if the Commission preferred to establish a baseline revenue 
target, it should be set at $689 million {Id. at 16-18). Ormet witaess Wilson utilized Staff 
models from Case No. 11-351 induding discounted cash flow and capital asset pricing 
models, and updated calculations in the Staff models to refled- current economic fadors, 
reaching a conclusion tiiat AEPOhio's ROE should be between dght and nine percent 
(Ormet Ex. 107 at 8-18). AEPOhio used v^dtaess Avera to rebut Dr. Wilson's testimony, 
noting that Dr. Wilson did not consider a sufficient number of utilities in the proxy group, 
and the utilities that were considered were not similarly sitaated to AEPOhio (AEPOhio 
Ex. 150 at 5-6). Based on this information. Dr. Avera recommended an ROE range of 10.24 
percent to 11.26 percent (IdL). 

The Commission fmds that aU three experts provide credible methodologies for 
detemiining an appropriate ROE for AEP-Ohio, therefore, we find OEG votaess KoUen's 
zone of reasonableness of seven to 11 percent to be an appropriate starting point We 
again emphasize that the Commission does not want to guarantee a ROE nor establish 
what an appropriate ROE would be, but rather, establish a reasonable revenue target that 
would aUow AEPOhio an opportimity to earn somewhere within the seven to 11 percent 
range. We bdieve AEP-Ohio's starting point of $929 is too high, particularly in lig^t of the 
fad that AEPOhio is entitied to a deferral recovety pursuant to the Capacity Case but that 
a baseline of $689 miUion would be too low to support iiie certainty and stability the RSR 
provides. Accordingly, we find that a benchmark shaU be set in the approximate middle 
of this range, and tiie $929 miUion benchmark shaU be adjusted downward to $826 million. 

000000301 



11-346-EL-SSO, et al. -34-

While we have revised the benchmark amount down to $826 mitUon, we also need 
to revisit the figures AEPOhio used in determining its RSR revenue amounts, frt 
designing the RSR benchmark, Mr. Allen focused on fotur areas of revenue; retafl non-fud 
generation revenues; CRES capadty revenues; auction capacity revenues; and credit for 
shopped load (AEP-Ohio Ex. at WAA-6). In calculating the inputs for these revenue 
figures, Mr. Allen relied on AEPOhio's own estimates ofshopping loads of 65 percent for 
residential customers, 80 percent for commercial customers, and 90 percent for indusfrial 
customers by the end of 2012 {Id. at 5): 

However, evidence vdthin this record indicates Mr. AUen's projeded shopping 
statistics may be higher than actaal shopping levds. On rebuttal, FES presented shopping 
statistics based on actaal AEPOhio numbers provided by Mr. Allen as of March 1, 2012, 
and May 31, 2012 (FES Ex. 120). FES concluded fliat based on AEP-Ohio's actaal 
shopping statistics to date, Mr. AUen's figures overestimated the amoimt of shopping by 
36 percent for residential customers, 17 percent for commerdal customers, and 29 percent 
for mdustrial customers, creating a total overestimate across aU customer classes of 27.54 
percent The Commission finds it is more appropriate to utUize a shoppmg projection 
which is roughly the midpoint between AEP-Ohio's shopping projections and the more 
conservative shopping estimates offered by FES. Therefore, we wUl estunate shopping in 
the first year at 52 percent and then increase flie shopping projections for years two and 
three to 62 percent and 72 percent, respectively. These numbers represent a reasonable 
estfrnafe and are consistent with shopping statistics of oflier EDUs fliroughout ihe State 
(See FES Ex. 114). 

Based upon the Commission's revised shopping projections, we need to adjust the 
calculation of flie RSR. The record indicates that lower shopping figures wUl result fri 
changes to retafl generation revenues, CRES margins, and O ^ margins, which affects the 
credit for shopped load, aU resulting in an adjustment to the RSR {See FES Ex. 121). Our 
adjustments are highlighted bdow. 
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Retail Non-Fuel Gen Revenues 

CRES Capacity Revenues 

Credit for Shopped Load 

Subtotal 

Revenue Tanget 

PY12/13 

$528 

$32 

S75 

$636 

$826 

PY 13/14 

$419 

$55 

$89 

$574 

$826 

PY14 

$308 

$344 

$104 

$757 

$826 

Retail Stability Rider Amount $189 $Z51 $68 

All figures in millions 

To appropriately correct the RSR based on more conservative shopping projections, 
we begin our analysis with retaU non-tad generation revenues. As the figures of $402, 
$3(W, and $182 are based on Mr. AUen's assumed shopping figures, when we adjust these 
figures to 52, 62, and 72 percent shoppmg, AEPOhio's revenues would increase to $528 
milUon, $419 miUion, and $308 miUion, respectively. 

Conversdy, as a result of decreasing the shopping statistics, CRES capadty 
revenues would decrease. Asstuning otur shoppii^ estimates of 52, 62, and 72 percent, as 
weU as die use of RPM capacity prices, the CRES capacity revenues lower to $32 miUion, 
$65 miUiorv and $344 miUion. Ffrially, we need to adjust the credit for shopped load based 
on the revised non-shopping a^um.ptions. Because we assume lower shopping statistics, 
AEPOhio vwU have less opportunity for off-system sales due fo an increased load of its 
non-shopping customers, which wiU lower the credit to $75 miUion, $89 milUon, and $104 
miUion for each year of the modified ESP. Accordingly, upon factoring in our revised 
revenue benchmark based on a nine percent retum on equity, we find a RSR amount of 
$508 miUion is appropriate. The $508 miUion RSR amount is limited only to the term of fhe 
modified ESP. 

Although OUT corrected RSR mechanism ensures customer stabiUty and certainty by 
providing a means for AEPOhio to move towards competitive market pridng, in addition 
to the $508 mUUon RSR, which aUows AEP-Ohio to maintain frozen base generation rates 
and an accelerated auction process, we must also address the capadty charge deferral 
mechanism, created in fhe Capadty Case. As our decision in the Capadty Case to utUize 
RPM priced capacity ccmsidered the importance of devdoping competitive electric 
markets, we beUeve it is appropriate to begin recovery of the deferral costs through AEP-
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Ohio's RSR mechanism, as the RSR allows for AEPOhio to continue to provide certainty 
and StabUity for AEP-Ohio's SSO plan whUe competitive markets continue to develop as a 
result of RPM priced capadty. Therefore we beUeve it is appropriate to begin coUection of 
flie deferral within the RSR. 

Based on otur condusion fhat a $508 miUion RSR is reasonable, as weU as our 
determination that AEPOhdo is entitied to begin recovety of its deferral, AEPOhio wiU be 
permitted to coUed its $508 miUion RSR by a recovety amotmt of $3.50/MWh, through 
May 31, 2014, and $4/MWh between June 1, 2014 and May 31, 2015. The upward 
adjustment by 50 cents to $4/MWh reflects the Commission's modification to expedite the 
timing and percentage of the wholesale energy auction beginning on June 1,2014. Of the 
$3.50/MWh and $4/MWh RSR recovety amounts, AEPOhio must allocate $1.00 towards 
AEPOhio's dderral recovery, pursuant to the Capadty Case. At the conclusion of the 
modified ESP, the Commission wiU detennine the deferral amount and make appropriate 
adjustments based on AEPOhio's actual shopping statistics and the amount that has been 
collected towards the deferral fhrougji the RSR, as necessaty. Further, although this 
Commission is generaUy opposed to the creation of deferrals, the exfraordinaty 
cfrcmnstances presented before us, which allow for AEPOhio to fuUy partidpate in the 
market in two years and nine months as opposed to five years, necessitate that we remain 
flexible and utUize a deferral to ensure we reach otu* finish Une of a ftdly-established 
competitive elecfric market 

Any remaining balance of this deferral that remains at the conclusion of this 
modified ESP shaU be amortized over a three year period unless otherwise ordered by the 
Commission, ta order to ensure this order does not create a disincentive to shopping, at 
fhe end of the term of the ESP, AEPOhio shall file its actual shopping statistics in this 
docket To provide complete fransparency as well as to aUow for accurate dderral 
calculations, AEP-Ohio should mamtain its actaal monthly shopping percentages on a 
month-by-month basis throughout the term of this modified ESP, as weU as the months of 
June and Jtily of 2012. AU determinations for future recovety of the deferral shaU be made 
foUowing AEPOhio's filing of its actaal shopping statistics. 

We beUeve this balance is in the best interests of both customers and AEPOhio. 
For customers, this keeps flie RSR costs stable at $3.50/MWh and $4/MWh, and with $1.00 
of the RSR being devoted towards paying back AEPOhio's deferrals, customers wiU avoid 
paying high deferral charges for years into the future. In addition, our modifications to 
the RSR wUl provide customers with a stable rate that wUl not charge during the term of 
the ESP due to the elimination of the decoupling components of the RSR. Further, as 
restflt of flie Capacity Case, customers may be able to lower thefr bUl frnpacts hy taking 
advantage of CRES provider offers aUowing customers to reaUze savings that may not 
have otherwise occurred without the devdopment of a competitive retaU market, fri 
addition, this mechanism is mutaaUy beneficial for AEPOhio because the RSR will ensure 
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AEP-Ohio has sufficient fimds to maintain its operations effidenfly and revise its 
corporate structare, as opposed to a deferral only mechanism. 

FinaUy, we flnd fhat the RSR shotfld be coUerted as a non-bj^assable rider to 
recover charges per kWh by customer dass, as proposed. We note that several parties 
pitched reasons as to why certain customers classes should be excluded, but we believe 
these arguments are merifless. Ormet contends that the RSR should not apply to 
customers like Ormet who cannot shop, taterestingly, Ormet again fries to play boih sides 
of fhe table, forgetting that it is the beneficiaty of a unique arrangement ihat results in 
Ormet recdving a discount at the expense of other AEPOhio customers. We reject 
Ormet's argument and note that whUe Ormet cannot shop pursuant to its imique 
arrangement it direcfly benefits from AEPOhio's customers recdving stabiUty and 
certainty, as these customers tfltimately pay for Ormet's discounted electricity. We also 
find Ohio Schools' request to be exduded from the RSR to be without merit, as it too 
would result in other AEPOhio customers, including taxpayers that afready contribute to 
the schools, paying significantiy higher shares of the RSR, It is tmreasonable to make AEP­
Ohio's customers pay the schools twice. 

In addition, in Ught of the fact that the Commission has established a revenue target 
to be reached through the RSR in this proceeding, the Commission finds that it is also 
appropriate to establish a significantly excessive earnings test (SEET) threshold to ensure 
that flie Company does not reap disproportionate benefits from ihe ESP. The evidence in 
the record demonsfrates that a 12 percent ROE would be at the high end of a reasonable 
range for rehim on equity (OEG Ex. 101 at 4-6; Kroger 101 at 10; Ormet Ex. 107 at 8-30; 
Wal-Mart Ex. 101 at 8-9, FES Ex. 102 at 79-80), and even AEP-Ohio witaess Allen agreed 
that a ROE of 10.5 percent is appropriate. Accordingly, for purposes of this ESP, ihe 
Commission will establish a SEET threshold for AEPOhio of 12 percent 

Likewise, multiple parties argue that either shopping custom^s or SSO customers 
shotfld be exduded from paying the RSR. For non-shopping customers, the RSR provides 
rate StabiUty and certainty, and ensures all SSO rates wfll be market-based by Jtme 2015. 
For shopping custooners, the RSR not only keeps a reasonably priced SSO offer on the table 
fri ihe event market prices increase, but it also enables CRES providers to provide offers 
that take advantage of current market prices, whidt is a benefit for shopping customers. 
Accordingly, we find the RSR, as justified by Section 4928.143(b)(2)(d), Revised Code is 
just and reasonable, and should be non-bypassable. 

Fuiafly, the Commission notes that our determination regarding Ae RSR is heavily 
dependent on the amount of SSO load stiU served by flie Company. Accordingly, in the 
event that, during the term of the ESP, there is a s^nificant reduction in non-shoppifrg 
load for reasons beyond the control of fhe Company, crther than for shopping, the 
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Company is authorized to file an application to adjust the RSR to account for such 
changes. 

7. Auction Process 

As part of its modified ESP, AEPOhio proposes a transition to a fuUy-competitive 
auction based SSO format The first part of AEPOhio's proposal indudes an energy-only, 
slice-of system auction of five percent that wiU occur prior to AEPOhio's SSO energy 
auction. The energy-only sUce-of-system auction would commence upon a final order m 
this proceeding and the corporate separation plan, with the delivery period to extend to 
December 31, 2014 (AEP-Ohio Ex. 101 at 20-21). AEPOhio notes fliat specific detaUs 
would be addressed upon the issuance of final orders in this proceeding {Id). 

AEPOhio's fransition proposal also mcludes a commitment to conduct an energy 
auction for 1(X) percent of flie SSO load for deUvery fri January 2015. By June 1,2015, AEP­
Ohio wUl conduct a competitive bid procurement (CBP) process to commit to an energy 
and capadty auction to service its entire SSO load {Id. at 19-21, AEPOhio Bx. 100 at 10-11). 
AEPOhio witness Powers explained that the June 1,2015 energy and capacity auction wiU 
permit competitive suppUers and marketers to bid mto AEPOhio's load, as its FRR 
obligation wiU be terminated {Id.). AEPOhio anticipates the CBP process will be similar to 
other Ohio utility CBP filings, and explains that specific details of the CBP wiU be 
addressed in a tature f Uing. 

AEPOhio explains that the June 1, 2015, date to service its entire SSO load by 
auction is based on fhe need for AEP's interconnection pool to be terminated and AEP­
Ohio's corporate separation plan being approved. AEPOhio witaess Philip Nelson 
explains that an SSO auction occurring prior fo pool termination may expose AEPOhio to 
significant financial harm, and if the auction occurs prior to corporate separation, it is 
possible that AEP-Ohio's generation may not be utilized in the auction (AEP-Ohio Ex. 103 
at 8). Fturther, AEPOhio points out that a fifll auction prior to June 1,2015, would conflict 
vnth its FRR commitment that continues until May 31,2015 (AEPOhio Reply Br. at 46). 

FES and DER/DECAM a i ^ e that AEPOhio could hold an unmediate CBP without 
waiting for pool termination and corporate separation. FES witaess Rodney Frame 
testified that the AEP pool agreement contains no provisions that would prevent a CBP 
(FES Ex. 103 at 3). DER/DECAM provide that a dday in the hnplementation of the CBP 
process harms customers by preventing them from takmg advantage of the current market 
rates (DECAM Ex. 101 at 5). 

Other parties, induding RIKA and Exelon, propose modifications to AEPOhio's 
proposed auction process. Exdon beUeves the first energy and capadty auction for the 
SSO load should be accelerated to June 1, 2014, in order to permit customers to take 
advantage of competitioru Exdon witaess Fein notes the Jtme 1, 2014 date would be six 
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months after the date by which AEP-Ohio indicated its corporate separation and pool 
termination would be completed (Exdon Ex. 101 at 15-20). RESA makes a similar 
proposal, but that a Jtme 1, ̂ 14, auction be energy only, as this stiU aUows AEPOhio sbc 
months to prepare for auction and provides customers with ihe benefits associated with a 
competitive market (RESA Br. at 16-17). On flie confraty, OCC argues Ihe interim auctions 
to be held dming the first five months of 2015 wotfld be defrfrnental to residential 
customers, and suggests that the Commission adopt a different approach (OCC Br. at 100-
103). OCC contends that competitive market prices in 2015 may be higher than prices that 
wotfld result from AEP-Ohio continuing to ptnrhase energy from its affiliate, and 
recommends that the Commission requfre the agreement between AEPOhio and its 
affiliate to continue during fhe first five months of 2015, or, in the altemative, AEPOhio 
should pturchase SSO capadty from its generation affiUate at RPM prices {Id. at 103), 

fri addition, Exdon also recommends that tae Commission dfrect AEPOhio to 
conduct its CBP in a manner that is consistent with the processes that Duke Energy Ohio 
and FfrstEnergy used in thefr most recent auctions. Exdon sets forth fliat establishing 
details of the CBP process fri a timely manner wUl expedite AEPOhio's fransition to 
competition and ensure there are no delays associated with settling these issues m later 
proceedings. SpecificaUy, Exdon proposes fliat the CBP shotfld be consistent with 
statatoty dfrectives set forth m Section 4928.142, Revised Code, and should ensure the 
dates for procurement events do not conflid with dates of other defaiflt service 
procurements conducted by other EDUs. Exelon warns fhat ff the substantive issues of the 
procurement process are left open for interprdaticn, there may be uncertainty that could 
Umit bidder partidpation amd lead to less effident prices. Exelon also recommends fhat 
the Commission ensure the CBP process is open and fransparent by having substantive 
details established in a timely manner (Exelon Ex. 101 at 20^1). 

The Commission finds that AEPOhio's proposed competitive auction process 
should be modified. Ffrst we believe AEPOhio's energy only sUce-of-system of five 
percent of the SSO load is too low, as AEP-Ohio will be at fuU energy auction by Januaty 1, 
2015, and the sUce-of-system auctions wiU not commence untfl six months after the 
corporate separation order is issued. Accordingly, we find that increasmg the percentage 
to a 10 percent sUce-of-system auction vriU fadUtate a smoother fransition to a full energy 
auction. 

Second, this Commission understands the importance of customers being able to 
take advantage of market-based prices and the benefits of devdoping a healfliy 
competitive market ihus we r^ect OCCs arguments, as slowing the movement to 
competitive auctions would tfltimately harm residential customers by precluding them 
from enjoying any benefits from competition. Based on iiie importance of customers 
having access to market-based prices and ensuring an expeditious fransition to a fidl 
energy auction, fri addition to makmg the modified ESP more favorable than the results 
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that would otherwise apply under Section 4928.142, Revised Code, we find that AEPOhio 
is capable of havmg an energy auction for ddivety commencing on Jtme 1, 2014. 
Therefore, we dfred AEP-Ohio to conduct an energy auction for deUvety commencing on 
June 1, 2014, for 60 percent of its load, and deUvety commencing on Januaty 1, 2015, for 
the remainder of AEP-Ohio's energy load. AEPOhio's June 1,2015, energy and capacity 
auction dates are appropriate and shotfld be maintained. In addition, nothing within this 
Order precludes AEPOhio or any affiliate from bidding info any of these auctions. 

FinaUy, we agree with Exelon that fhe substantive details of the CBP process need 
to be established to nciaximize the number of participants in AEPOhio's auctions through 
an open and fransparent auction process. We dfred AEPOhio to establish a CBP process 
consistent v^ntii Section 4928.142, Revised Code, by December 31, 2012. The CBP should 
mdude guidelines to ensure an independent thfrd party is selected to ensure there is an 
open and fransparent solidtation process, a standard bid evaluation, and clear produd 
definitions. We encourage AEP-Ohio to look to recent successful CBP processes, such as 
Duke EnergyOhio's, in formulating its CBP. Further, AEP-Ohio is ordered to initiate a 
stakeholder process within 30 days from the date of this opinion in order. 

8. CRl^ Provider Issues 

The modified appUcation includes a continuation of current operational switching 
practices, charges, and minimtun stay provisions related to the process in which customers 
can switch to a Competitive Rdafl Electric Service (CRES) provider and subsequentiy 
retum to the SSO rates (AEP-Ohio Ex. I l l at 4). AEPOhio points out tiiat the appUcation 
indudes beneficial modifications for CRES providers and customers, indudmg the 
addition of peak load confribution (PLC) and network service peak load (NSPL) 
information to the master customer list AEPOhio witaess Roush testified ihat AEPOhio 
also eliminates the 90-day notice requfrement prior to enrolling with a CBFS provider, flie 
12 month stay requfrements for commercial and industrial customers that retum to SSO 
rates beginning Januaty 1, 2015, and requirements for residential and smaU commerdal 
customers fhat retum to SSO rates be requfred to stay on the SSO plan until April 15* of 
the foUowing year, beginning on Januaty 1,2015 {Id.) 

Bcdon argues that AEPOhio needs to make additional changes m order to develop 
the competitive market SpedficaUy, Exelon requests the Commission implement rate and 
bUl ready billing and a standard purchase of recdvables (POR) program, eliminate ihe 90-
day notice reqturement immediately, and implement a process to provide CRES providers 
with data rdating to PLC and NSPL values. Exelon witaess Fefri recommends that, 
consistent with the Duke ESP order, fhe Commission order AEPOhio provide via 
decfronic date interchange, pertinent data induding historical usage and historical 
interval data, NSPL and PLC data, and provide a quarterly updated list for CRES 
providers to show accounts that are currenfly enrolled with the CRES provider, (Exdon 
Ex. 101 at 33-34). Exelon maintains that this information wUl aUow CRES providers to 
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more effectively serve customers and result m cost efficient competition {Id.) Mr. Fein 
further provides that dear implementation tariffs wiU lower costs for customers, plainly 
describe rides and confract terms, and aUow both CRES providers and customers to easily 
tmderstand AEPOhio's competitive process {Id. at 35-36). 

RESA and IGS provide that AEPOhio's bfllmg system is confusing to customers 
and creates numerous problems for CRES providers, all of which may be corrected 
through the implementation of a POR program that would provide customers with a 
single bffl and coUection point (RESA Ex. 101 at 12-17, IGS Ex. 101 at 15). IGS witaess 
Parisi points out that switching statistics of natural gas utiUties and Duke have increased 
upon the hnplementation of POR programs (IGS Ex. 1-1 at 18-19). RESA witaess 
Rigenbach also recommends that the Commission dfred AEPOhio to devdop a web-
based system to provide CRES providers access to customer usage and accoimt data by 
May 31, 2014 (RESA Ex. 101 at 12-13). RESA and DER/DECAM also recommend fliat 
AEP-Ohio reduce or eUnunate customer switching fees, as weU as customer minimum stay 
periods {Id., DER Ex. 101 at), FES witaess Banks noted that the fees and mfrumimi stay 
reqturements hinders competition by makmg it difficult for customers to swifch (FES Ex, 
105 at 31). 

Whfle the Commission supports AEPOhio's provisions fhat encourage the 
devdopment of competitive markets, modifications need to be made. AEPOhio witaess 
Roush notes that customer PLC and NSPL information wUl be induded in the master 
customer Ust, AEPOhio fails to make any commitment to the time firame this information 
woifld become avaUable, nor the specific format m which customers wotfld be able to 
access this data. We note that recent updates have been revised to the elecfronic data 
interchange (EDI) standards developed by flie Ohio EDI Workmg Group (OEWG). This 
Comnussion values the efforts of OEWG in devdoping uniform operatiooial standards and 
we expect AEPOhio to follow such standards and work withm ihe group to implement 
solutions whidi are fafr and reasonable, and do not discriminate against any CRES 
provider. 

Accordingly, we dfrect AEPOhio to develop an decfronic system to provide CRES 
providers access to pertinent customer data, including, but not limited to, PLC and NSPL 
values and historical usage and mterval data no later than May 31, 2014. Within 30 days 
from the date of this opinion and order, we dfred representatives from AEPOhio to 
schedule a meeting with members of the OEWG to devdop a roadmap towards 
developing an EDI that wUl more effectivdy serve customers, and promote state poHdes 
in accordance with Section 4928.02, Revised Code. Further, as AEP-Ohio explains that it 
neither supports nor is opposed to the idea of a POR program (AEPOhio Reply Br. at 64-
66), we encourage interested stakeholders to attend a workshop in corqunction with the 
five year rule review of Chapter 4901:1-10,0.A.C., as estabUshed in Case No, 12-2050-EI^ 
ORD et al, to be hdd on August 31, 2012. In our recent order on FfrstEnergy's electric 
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security plan {See Case No, 12-1230-EL-SSO), we noted that this workshop would be an 
appropriate place of stakeholders in the FfrstEnergy proceedings to review issues related 
to POR programs. Similarly, we bdieve this workshop would also provide stakeholders in 
this proceeding an opporttmity to further discuss the merits of establishing POR programs 
for other Ohio EDUs that are not currenfly using them. The Commission concludes that 
the modified ESP's modification to AEP-Ohio's switching rules, charges, and miramum 
stay provisions that are set to take effect on Januaty 1, 2015, are consistent with AEP­
Ohio's previously approved tarfffa. Further, as we previously established in our original 
opinion and order m this case, these provisions are not excessive or inconsistent with other 
electric distribution utilities, and will further support the development of competitive 
markets beginrdng in January 1, 2015. Therdore, we find these provisions to be 
reasonable. 

9. Distribution Investment Rider 

The Company's modified ESP application indudes a Distribution Investment Rider 
(DIR), pursuant to the provisions of Section 4928.143(B)(2)(h) or (d). Revised Code, and 
consistent with the approved settlement in the Company's distribution rate case,ii to 
provide capital funding, induding carrying cost on incremental distribution frifrasfructiure 
to support customer demand and advanced technologies. Aging infrastructure, according 
to AEP-Ohio, is the primaty cattse of customer outages and reliabiUty issues. AEP-Ohio 
reasons that the DIR vnU facUitate and encourage investments to maintam and improve 
disfribution reliabUity, aUgn customer expectations and the expectations of the disfribution 
UtUity, as weU as sfreamline recovety of the associated costs and reduce the frequency of 
base disfribution rate cases. Replacement of aging disfribution equipment wiU also 
support the advanced technologies of gridSMART which wifl reduce the duration of 
customer outages based on preUminaty gridSMART Phase 1 information. The Company 
argues that its existing capital budget forecast includes an annual investment in excess of 
$150 mUlion plus operations and mamtenance in distribution assets. The DIR mechanism, 
as proposed by the Company, indudes components to recover property taxes, commerdal 
activity tax, and to earn a retium on plant in-service based on a cost of debt of 5.46 percent, 
a retUm on common equity of 10.2 percent utilizing a 47.72 percent debt and 52.28 percent 
common equity capital stmctare. The net capital additions to be induded in the DIR 
reflect gross plant in-service after August 31, 2010, as adjusted for accumulated 
depreciation, because August 31, 2010, is the date certain in the Company's most recent 
distribution rate case and any increase in net plant that occurs after that date is not 
recovered in base rates. The Company proposes to cap the DIR mechanism at $86 miUion 
fri 2012, $104 mUHon for 2013, $124 miUion for 2014 and $51.7 mUUon for the period 
Januaty 1 through May 31, 2015, for a total of $365.7 milUon. As the DIR mechanism is 
designed, for any year that the Company's investment would result in revenues to be 

^̂  In re AEP-Ohio, Case Nos. 11-351-El̂ AIR, et aL, Opinion and Order at 5-6 (December 14, 2011) in 
reference fo paragraph IV.A.3 of foe Joint Stipulation and Rec»imnendation ffled on November 23,2011-
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coUected which exceed the cap, the overage wotfld be recovered and be subject to fhe cap 
in the subsequent period. Symmetrically, for any year that the revenue collected under flie 
DIR is less than the annual cap allowance, then the difference shall be applied to increase 
the cap for the subsequent period. The Company notes that the DIR revenue requfrement 
must recognize the $62,344 million revenue credit reflected in the Commission approved 
Stipulation in the Company's disfribution rate case.12 As proposed by the Company, the 
DIR wotfld be adjusted quarterly to refled fri-service net capital additions, excluding 
capital additions reflected in other riders, and reconciled for over and tmder recovery. The 
Company spedf icaUy requests through the DIR project, that when meters are replaced by 
the installation of smart meters, fliat the net book valtie of the replaced meter be included 
as a regulatoty assd for recovety in a future filing. The DIR mechanism wotild be 
collected as a percentage of base distribution revenues. Because the DIR provides fhe 
Company with a timdy cost recovety mechanism for distribution investment, AEPOhio 
wifl agree not to seek a change in disfribution base rates with an effective date earlier than 
June 1,2015. (AEPOhio Ex. 116 at 9-12; AEPOhio Ex. 110 at 18-19.) 

The Company notes that Staff continuously monitors the Company's distribution 
system reliabUity by way of service complamts, decfric outage reports and compliance 
provisions pursuant to Chapter 4901:1-10, O.A.C. In reUance on Staff testimony, the 
Company offers that the reliabiUty of the distribution system was evaluated as a part of 
fliis case. (Staff Ex. 106 at 5-6; Tr. at 4339,4345-4346.) 

Customer expectations, as determined by AEPOhio, are aUgned with the 
Company's expectations. AEPOhio witaess Kirkpatrick offered that ihe updated 
customer survey results show that 19 percent of residential customers and 20 percent of 
commercial customers expect thefr rdiabiUty expectations to increase in the next five 
years. AEP-Ohio points out that when those customers are considered in conjunction with 
the customers who expect the utUity to maintain the levd of rdiabiUty, customer 
expectations increase to 90 percent of residential customers and 93 percent of commerdal 
customers. AEPOhio states it is currently evaluating, based on several criteria, various 
asset categories vrith a high probability of faUture and wiU develop a DER program, with 
Staff input, taking mto consideration the number of customers afferted. (AEPOhio Ex. 110 
at 11-19.) 

OHA supports tiie adoption of the DIR as proposed by the Company (OHA Br. at 
2). Kroger, OCC and APJN, on the other hand, ask the Commission to rejed the DIR, as 
tfiis case is not the proper forum to consider the recovety cf distribution-related costs. 
Kroger, OCC and APJN reason that prudentiy incurred distribution costs are best 
considered in tae context of a base disfribution rate case where such cost are more 
thoroughly reviewed by the Commission. Kroger asserts tiiat maintaining the distribution 

12 Id. 
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system is a fundamental responsibUity of the utiUty and the Company should conlmue fo 
operate tmder the terms of its last distribution rate case tmtil the next such proceeding. If 
the Commission elects to adopt the DIR mechanism, Kroger endorses Staff's position that 
the DIR be modified to account for accumulated deferred income taxes (ADIT) and 
accelerated tax depredation. In addition, Krog^ asserts fliat the DIR for fhe CSP rate zone 
and the OP rate zone are distinct and the cost of each unique service area should be 
mamtained and the distribution costs assigned on the basis of cost causation. OCC and 
APJN add that the Company's reason for purstung the DIR, as a component of fhe ESP 
rather than in the disfribution case, is the expedience of cost recovety and when that 
rationale is considered in conjunction with fhe lack of detafl on the projects to be covered 
within the DIR, suggest tiiat the DIR is not needed. (Kroger Ex. 101 at 13-19; Kroger Reply 
Br. at 3-4; OCC/APJN Br. at 87-89; Tr. at 1184.) 

OCC and APJN argue that in determining whether the DIR complies with the 
requfrements of Section 4928.143(B)(2)(h), Revised Code, the Company focuses exclusively 
on the percentage of residential and commercial customers (71 percent and 73 percent, 
respectively) who do not believe that thefr dectric service reliabUity expedations wUl 
increase raflier flian the minority of customers who expect thefr service reUalaUty 
expedations to increase (19 percent and 20 percent respectively). OCC and APJN note 
that 10 percent of residential customers and seven percent of commercial customers expect 
thefr reliabiUty expectations to decrease over the next five years. At best these interveners 
assert, the customer survey results are inconclusive regarding an expectation for reUabiUty 
improvements as the majority of customers are content with the sfatas quo. OCC and 
APJN state that vidth the lack of project detaUs, and without providing an analysis of 
customer reUabUity expectation aUgnment with project cost and performance 
improvements, AEP-Ohio has faUed to meet its biuden of proof to support fhe DIR, 
Accordmgly, OCC and APJN request that this provision of the modified ESP be rejected. 
(AEPOhio Ex. 110 at 11-1^ OCC/APJN Br. at 987-994). 

NFIB and COSE emphasice 1ha.t the DIR, as AEP-Ohio witaess Roush testified, 
would, if approved as proposed, result in General Service tariff rate customers receiving 
an increase of approximately 14.2 percent in disfribution charges, about $2.00 monthly 
(NHB/COSE Br. at 8-9;Tr. at 1162-1163). 

Staff testified that consistent wifli flie requfrements of Rule 4901:1-10-10(B)(2), 
O.A.C, AEPOhio has rate zone specific minimtun reliabiUty performance standards, as 
measured by the customer average interruption duration mdex (CAIDl^ and system 
average intermption frequency index (SAIFI).̂ ^ According to Staff, development of each 
CAIDI and SAJFI takes into accoimt the electric utUity's three-year historical system 
performance, system design, technological advancements, the geography of the utUity's 

13 See bt re AEP-OMo, Case No. D9-7^E1,-E9S, Opinion and Order (September 8,2010). 
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service territory, customer perception surveys and other rdevant factors. Staff monitors 
the UtiUty's compliance with the reUabiUty standards. Staff offers that based on customer 
surveys, 75 to 80 percent of residential and commercial customers are satisfied overall with 
ihe Company's service reliability. However, flie Company's 2011 reUabiUty measures 
were bdow thefr reliabiUty measures for 2010 for CSP and the SAIFI measure was worse 
in 2011 than in 2010 for OP. Accordingly, Staff determined that AEPOhio's reUabUity 
expectations are not currenfly aUgned with the reUabiUty expectations of its customers. 
Staff further offered that a number of conditions be imposed on the Commission's 
approval of the DIR, friduding that the Company be ordered to work with Staff to devdop 
a disfribution capital plan, that the DIR mechanism indude an offset for ADIT, irrespective 
of the Company^s asserted inconsistency with the distribution rate case settiement, and 
that gridSMART related cost not be recovered through the DIR, so as to better facilitate the 
fraddng of gridSMART expendituxes and savings and benefits of the gridSMART project 
Further, Staff proposes ihat AEPOhio be dfreded to make quarterly filings to update the 
DIR mechanism, wilii the filed rate to be effective, unless suspended by the Commission, 
60 days after filing. The DIR mechanism, as advocated by Staff, would be subject to 
annual audits after each May filing and, in addition, subject to a final reconciliation filing 
on or about May 31, 2015. V^th the final recondUation, Staff recommends fhat any 
amounts coUected by AEPOhio in excess of the estabUshed cap be refunded to customers 
as a one-time credit on customer bUls. (Staff Ex. 106 at 6-11; Staff Ex. 108 at 3 ^ ; Tr. at 
4398.) 

AEPOhio disagrees with the Staff's rationale that the Compan/s and customer's 
expectations are not aligned. The Company reasons that the Staff reUes on the reliabUity 
indices and the fact that ihe Company performed below the levd of the preceding year. 
AEP-Ohio notes that in the most recait customer survey residts, with the same questions 
as file prior year, the Company received an 85 percent positive rating from residaitial 
customers and a 92 percent positive rating from commercial customers for providing 
reUable service. Further, AEPOhio points out fhat missmg one of the eight applicable 
reUabflity standards dtuing fhe two year period does not, under the mles, constitafo a 
violation. The Company also notes that flie reJiabiUty standards are affeded by storms, 
which are not ddined as major storms, and other f adore like free-caused outages. (Tr. at 
4344-4345,4347,4366-4367; OCC Ex. 113, Att. JDW-2.) 

AEPOhio also opposes Staff's recommendation to file the DIR plan in a separate 
docket subiect to an adversarial proceeding. The Company expresses great concern that 
this recommendation, if adopted, wiU result in the Commission micromanaging and 
becoming overly involved fri the "day-to-day operations of the business units vwfhfri the 
UtUity." 

As to Staff's and Kroger's proposal to reduce the DIR to accotmt for ADIT, the 
Company responds that such an adjustment would have residted in a reduced DER credit 
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ff taken into account when the distribution rate case settiement was pending. AEPOhio 
argues that the dedsion on the DIR in the modified ESP should contfriue to mirror fhe 
tmderstanding of flie parties to the distribution rate case as any change would improperly 
impact ihe overaU balanced ESP package. (AEPOhio Ex. 151 at 9-10.) 

As authorized by Section 4928.143(B)(2)(h), Revised Code, an ESP may include the 
recovety of capital cost for disfribution infrastmcture investment to improve rdiabiUty for 
customers. A provision lor distribution frifrastructture and modernization inceiitives may, 
but need not indude a long-term energy delivety infrastmcture modernization plan. We 
find that the DIR is an incentive ratemaking to accderate recovety of the Company's 
investment in distribution service. In dedding whether to approve an FSP that contains 
any provision for distribution service. Section 4928.143(B)(2)^), Revised Code, directs the 
Commission, as part of its determination, to examine the reliabiUty of the dectric utiUty's 
disfribution system and ensure that customers' and the decfric utUity^s expectations are 
aUgned and that flie dectric utUity is placing sufficient emphasis on and dedicating 
sufficient resources to the reliabiUty of its disfribution system. 

In tftis modified ESP, there is some disagreement between Staff and the Company 
whether or not AEPOhio's reliabiUty expectations are aUgned with fhe expectations of its 
customers. The Company focuses on customer surveys to condude fliat expectations are 
aUgned whfle Staff interprets the sUght degradation in the reUabifrty performance 
measures to indicate that expectations are not aligned. Despite the different condusions 
by fhe Oampany and Staft the Commission finds that both Staff and the Company have 
demonsfrated that indeed, customers have a high expectation of rdiable elecfric service. 
Given that customer siurveys are one component in the factor used to establish the 
reUabUity indices and the slight reduction in the levd of measured performance on which 
the Staff condudes that reliability expedations are not aUgned, we are convinced that it is 
merdy a sUght diEference between the Company's and customers' expectations. We also 
recognize that customer satisfaction is dependent on whether the customer has recentiy 
experienced any service outages and how qtdddy service was restored. 

The Commission finds that adoption oi the DIR and the improved service that wiU 
come with the replacement of aging infrastructure wfll faciUtate improved service 
reliabiUty and better aUgn the Company's and its customers' expectations. The Company 
appears to be placing sufficient proactive emphasis on and wiU dedicate sufficient 
resources to fhe reliabiUty of its disfribution system. Having made such a finding, the 
Commission approves the DIR as an appropriate incentive to accderate recovety of AEP­
Ohio's pmdenfly mcmred disfribution investment costs. We emphasize that the DIR 
mechanism shaU not indude any gridSMART costs; the gridSMART projects shall be 
separate and apart from fhe DIR mechanism and projects. With this clarification, we 
beheve it is tmnecessaty to address fhe Company's request to allow the remaining net 
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book value of removed meters fo be induded as a regulatoty asset recoverable through the 
DIR mechanism. 

We agree with Staff and Kroger that the DIR mecharusm be revised to accoimt for 
ADIT. The Commission finds that it is not appropriate to establish flie DIR rate 
medianism in a manner which provides fhe- Company with the benefit of ratepayer 
supplied funds. Any benefits resulting from ADIT should be reflected m the DIR revenue 
requfrement Therefore, the Commission dfrects AEP-Ohio to adjust its DIR to reflect the 
ADrroffeet 

As was noted in fhe December 14,2012 Order on the ESP 2, we find that granting 
the DIR mechanism requfres Commission oversight We bdieve that it is defrimental to 
the state's economy to requfre the utUity to be reactionaty or aUow fhe performance 
standards to take a negative ttum before we encourage fhe dectric utiUty to proactivdy 
and effidenfly replace and modernize infrastmctare and, therefore find it reasonable to 
permit the recovery of prudenfly incurred distribution infrastmcture investment costs. 
AEP-Ohio is correct to aspfre to move from a reactive to a more proactive replacement 
maintenance program. The Company is direded to work with Staff to devdop a plan to 
emphasize proactive distribution mamtenance that foctises spending on where it will have 
the greatest impact on maintaining and improving reliabUity for customers. Accordingly, 
AEPOhio shall work with Staff to develop flie DIR plan and file the plan for Commission 
review in a separate docket by December 1,201Z 

With these modifications, we approve the DIR mechanism, and dired Staff to 
monitor, as part of tiie prudence review, by an independent auditor for in-service net 
capital additions and compliance with the proactive distribution maintenance plan 
developed witii the assistance of the Staff. The proactive disfribution infrastmcture plan 
shaU quantify reUabiUty improvements expected, ensure no double recovety, and mdude 
a demonsfration of DIR expenditures over projected expenditures and recent spending 
leveb. The DIR mechanism wUl be reviewed annually for accounting accuracy^ pmdency 
and compUance with the DIR plan developed by the Staff and AEPOhio, 

10. Pool Modification Rider 

The modified ESP appUcation includes the planned termination of the AEP East 
Pool Agreement (Pool Agreanent). As a provision of this ESP,. AEP-Ohio requests 
approval of a Pool Termination Rider (PTR), initially set at zero. H titie Company's 
corporate separation plan filed fri Case No. 12-1126-EL-UNC is approved as proposed by 
the Company, and the Amos and MitcheU. units are teansferred as proposed to AEPOhio 
affiliates, then AEP-Ohio vtiU not seek to implement the PTR irrespective of whether lost 
revenues exceed $35 miUion annually. However, if the corporate separation plan is denied 
or modified, iiien AEPOhio requests permission to ffle for the recovety of lost revenue in 
assodation with termination of the Pool Agreement via a non-bypassable rider. The FIR, 
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according to AEP-Ohio, is designed to offeet the revenue losses caused by the termination 
of the Pool Agreement since a significant portion of AEP-Ohio's total revenues come from 
sales of power to other Pool members. The Company argues tliat with the termination of 
ihe Pool Agreement, the Company wfll need to find new or additional revenue to recover 
the costs of operatmg its generating assets, or it wiU need to reduce the cost assodated 
with those assets. As AEPOhio claims the lost revenues^'* from capadty sales to Pool 
Agreement members cannot be mitigated by off-system sales in the market alone. The 
Company agrees that it will only seek fo recover lost pool termination revenues in excess 
of $35 mUIion per year dmrfrig the term of flie ESP. (AEPOhio Ex. 103 at 21-23.) 

OCC, APJN, FES and lEU oppose the adoption of fhe PTR, as they reason there is 
no provision of Section 4928.143(B)(2), Revised Code, which authorizes such a charge and 
no Commission precedent for the PTR. EEU asserts that approval of flie PTR wotfld 
essentiaUy be the recovery of above-market or fransition revenue in violation of state law 
and the elecfric fransition plan (ETP) Stipulations,^^ ji^ proposed, the interveners daim 
that the PTR is one-sided to the benefit of flie Company. FES offers that there is 
insufficient information in the record to aUow fhe Commission to evaluate the terms and 
conditions of the PTR, as a part of fhe modified ESP, to require ratepayers to submit $350-
$400 mfflion over the term of ihe ESP. Furthermore, OCC and APJN note that the 
Commission has disregarded fransactions related to the Pool Agreement for the purpose 
of considering revenue or sales margins from opportunity sales (capadty and energy) as to 
FAC costs or consideration of off-system sales in the evaluation of significantiy excessive 
earnings test^^ Accordingly, OCC and APJN reason that because tiie Commission has 
previously disregarded fransactions related to the Pool Agreement that it woifld be unfafr 
and unreasonable to ensure AEPOhio is compensated for lost revenue based on the Pool 
Agreement at tae cost of ratepayers. Fox these reasons, OCC and APJN beUeve the PTR 
should be rejeded or modified such that AEPOhio customers recdve the benefits from the 
Company's off-system sales. IHU says the PTR provides a competitive advantage to 
GenResources and, therefore, violates corporate separation requfrements. (OCC/APJN Br. 
at 85-87; lEU Br. at 69; lEU Ex. 124 at 30-31; FES Br. at 106-109; Tr. at 582,698.) 

The Company dispels the assertion that there is no statatoty basis for a pool 
termination cost recovety provision in an ESP on the basis fhat the Commission has 
afready rejected this argument in its December 14, 2011, Order on the ESP 2, where the 
Commission determined a pool termination rider may be approved "pursuant to Section 

'̂ ^ AEP-Otiio TvoTild determine &e amount of lost revenue by comparing the lost pool capacity revenue for 
the most recent 12 month period preceding the effective date of the change in fhe AEP Fool to inaeases 
in net revenue related to new wholesale transactions or decreases in generation asset costs as a result of 
terminating liie Pool Agreement 

15 In re AEP-OMo, Case Nos. 99-1729-EL-ErP and 99-1730-EL-ETP, Order (Septemter 28,2000). 
1̂  In re AEP-Ohio, ESP I Order at 17 (March 18,2009); In re. AEP-Ohio, Case No. 10-1261-EL-lINC, Order at 

29 (January 11,2011). 
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4928.143(B), Revised Code," and further conduded that establishing a rider "at a zero rate 
does not violate any regulatoty principle or practice."^^ According to the Company, the 
other criticisms fhat these parties raise regarding the PTR are objections as to how, or the 
extent to which, pool termination costs should be recoverable through the rider which are 
not ripe and should be addressed if, and only if, AEPOhio actually pursues recovety of 
any such costs fri the future as part of a separate proceedfrig. (AEPOhio Reply Br. at 59-
60.) 

We find statutoty support for the adoption of the PTR in Section 4928.143(B)(2)(h), 
Revised Code. The PTR serves as an uicentive for AEPOhio to move to a competitive 
market to the benefit of its shopping and non-shopping customers, without regard to the 
possible loss of revenue associated with fhe termination of ihe Pool Agreement with fhe 
full fransition to market for aU SSO customers by no later flian Jtme 1,2015. Therefore, we 
approve the PTR as a placeholder mechanism, initially estabUshed at a rate of zero, 
contingent upon the Commission's review of an application by ihe Company for such 
costs. The Commission notes that in permitting the creation of fhe PTR, it is not 
authorizing the recovety of any costs for AEPOhio, but is allowing for the establishment 
of a placeholder medianism, and any recovety under the PTR must be specifically 
aufliorized by the Commission, If, and when, AEP-Ohio seeks recovety under the PTR, it 
wiU maintain the burden set forfli fri Section 4928.143, Revised Code. In addition, the 
Commission finds that in the event AEPOhio seeks recovety tmder the PTR, AEPOhio 
must ffrst demonsfrate the extent to which the Pool Agreement benefitted Ohio ratepayers 
over the long-term and the extent to which the costs and/or revenues should be allocated 
to Ohio ratepayers. Further, AEP-Ohio must demcmsfrate to the Commission that any 
recovety it seeks tmder the PTR is based upon costs which were pmdenfly incurred and 
are reasonable. Importanfly, this Commission notes that AEPOhio vrfll only be permitted 
to requests recovety should this Commission modify or amend its corporate separation 
plan as filed in Case No. 12-1126-EL-UNC only as to divestiture of the generation assets; 
we specifically deny ihe Company's request for recovety through the PTR based on any 
other amendment or modification of the corporate separation plan by this Commission or 
the Federal Eneargy Regtflatoty Commission (FERC) or FERC's denial or impediment to the 
fransfer of the Amos and Mitchell units to AEPOhio affiliates. As such, AEP-Ohio's right 
to recover lost revenues under the PTR is based exdusively on the actions, or lack thereof, 
of this Commission. 

11. Capadty Flan 

Pursuant to tiie Commission's Entty on Rehearing issued Febmaty 23, 2012, in the 
ESP 2 cases, and the Enfry issued March 7, 2012, in the Capadty Case, the Commission 
dfrected that flie Capacity Case proceed, without fturther dday, to £adlitate the 
development of the record to address ihe issues raised, outside of the ESP proceeding. 

17 inre AEP-Ohjo, Case No. 11-346-EL-SSO et al. Order at 50 (Decaaaber 14,2011). 
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Whfle the Capacity Case continued on an expedited schedule to determine the state 
compensation mechanism, AEPOhio nonetheless included, as a component of ihis 
modified ESP, a capacity provision different from its fitigation position in the Capacity 
Case, which may be summarized as follows. As a component of this modified ESP, the 
Company proposes a two-tiered, capadty pricing mechanism, with a tier 1 rate of $145.79 
per MW-day and a tier 2 rate of $255.00 per MW-day. Shopping customers, within each 
rate class, wotfld receive tier 1 capadty rates in proportion to iliefr rdative refedl sales level 
based on the Company's retafl load. During 2012^ 21 percent of the Company's total retafl 
load w^ould receive tier 1 capadty and frt 2013, the percentage wotfld increase to 31 
percent In 2014, through Ihe end of fhe ESP, May 31,2015, the tier 1 set aside percentage 
would increase to 41 percent of the Company's retafl load. AU other shopping customers 
would recdve tier 2 capadty rates. For 2012, an additional allotment of tier 1 priced 
capadty will be available to non-mercantile customers who are part of a community that 
approved a governmental aggregation program on or before November 8,2011, even if the 
set-aside has been exceeded. AEPOhio does not propose any special capadty set-aside for 
governmental aggregation programs after 2012, (AEPOhio Ex. 101 at 15; AEPOhio Ex. 
116 at 6-7.) 

AEPOhio argues that its embedded cost-based charge for capadty is ^55.72 per 
MVV-day, as supported hy the Company in the Capacity Case. Further, AEPOhio projects, 
with forward energy pricing decreasing over the remainder of 2012 by approximatdy 25 
percent and based upon the switching rates experienced by other Ohio electric utilities, 
that by the end of 2012 shopping rates in AEP-Ohio territoty will increase to 65 percent of 
residential load, 80 percent of commercial load and 90 percent of indusfrial load 
(excluding one large customer). AEPOhio reasons that the two-tier capacity pricing 
mechanism is a discount from the Company's embedded cost of capacity which wfll 
provide CBJES providers headroom, the abflity to offer shopping customers lower 
competitive elecfric service rates and expand competition in the Company's service 
territoty and, as a component of this modified ESP, balances the revenue losses likely to be 
experienced by the Company. Further, AEPOhio submits that the capacity pricing 
offered as a part of this modified ESP is intended to mitigate, in part, the financial harm 
tiie Company will potentially endure if the Company is reqtifred to provide capadty at 
PJM's RPM-based rate. (AEP-Ohio Ex. 116 at 4-5,8-9} Tr. at 332-333.) 

As an altemative to ihe two-tiered capacity mechanism, AEPOhio proposes as a 
component of the modified ESP, to charge CRES providers its embedded cost of capadty 
$355.72 per MW-day with a $10 per MWh bfll credit to shopping customers, subjed to a 
cap of $350 milHon through December 31, 2014. Shopping credits wotfld be limited to up 
to 20 percent of the load of each customer class for Jtme 2012 through May 2013, and 
increase to 30 percent for the period June 2013 through May 2014 and then to 40 percent 
for the period June 2014 through December 2014. AEPOhio's rationale for the alternative 
is to ensure shopping customers receive a dired and tangible benefit to shop that is fixed 
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and known regardless of the CRES provider selected. (AEPOhio Ex, 116 at 15-17; Tr. at 
427,1434.) 

On July 2,2012, the Commission issued the Order in the Capadty Case (Capadty 
Order) wherein the Commission determined $188.88 per MW-day as flie appropriate 
charge to enable the Company to recover its capadty costs pursuant to its Fixed Resource 
Requfrements (FRR) obligations firom CRES providers.i^ However, the Capacity Order 
also direded that AEPOhio's capadty charge to CRES providers shall be the auction-
based rate, as determined by PJM via its rdiability pricing model (RPM), including final 
zonal adjustments, on the basis that the RPM rate wfll promote retafl electric 
competition.!^ 

In the Capacity Order, fhe Commission also authorized AEP-Ohio to modify its 
accounting procedures to defer fhe incturred capacity costs not recovered from CRES 
providers, commencing June 1, 2012, through the end of this modified ESP, with the 
recovery mechanism to be established in this proceeding.2o 

In this Order on the modified ESP, the Commission adopts, as part of the RSR, the 
recovety of flie difference between the RPM-based capadty rate and AEPOhio's state 
compensation mechanism for capadty as determined by the Commission. 

Staff endorses the Company's recovery of the diEference between the state 
compensation mechanism for capacity and the RPM rate (Staff Reply Br. at 13). On the 
other hand, lEU, OCC and APJN argue that there is no record evidence in this modified 
ESP case, or any other proceeding, to determine an appropriate mechanism to coUect 
deferred capadty chaises in confradiction of tiie requfrements in Section 4903.09, Revised 
Code, and flie parties were not afforded due process on the issue. Fturthermore, OCC and 
APJN reason that fhe capacity charge deferrals cannot be a provision of an ESP as the 
charges do not faU within one of the specified categories listed in Section 4928.143(B)(2), 
Revised Code, and there is no statutoty basis under Chapter 4928, Revised Code, for such 
charges. OCC and APJN also contend approval of the recovety of deferred capadty 
charges violates state polides expressed in Section 4928.02, Revised Code, at paragraph 
(A), which requfres reasonably priced retafl electric service; at paragraph (H), which 
prohibits anticompetitive subsidies from noncompetitive retail dectric service to 
competitive rdafl service; and at paragraph (L), which requfres the Commission to protect 
at-risk populations. (OCC/APJN Reply Br. at 18; lEU Reply Br. 6-7). 

^̂  fo re Capadty Case, Order at 33-36 duly 2,2012). 
19 In re Capadty Case, Order at 23 fluly 2,2012). 
20 In re Capadty Case, Order at 23 fluly 2,2012). 
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