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NOTICE OF APPEAL OF APPELLANT 
INDUSTRIAL ENERGY USERS-OHIO 

Appellant, Industrial Energy Users-Ohio ("lEU-Ohio" or "Appellant") hereby gives its 

notice of appeal, pursuant to R.C. 4903.11 and 4903.13, S.Ct.Prac.R. 10.02(A), and Ohio 

Adm.Code 4901-1-02(A) and 4901-1-36, to the Supreme Court of Ohio and Appellee, the Public 

Utilities Commission of Ohio ("Commission" or "PUCO"), from the Commission's March 7, 

2012 Entry (Attachment A); May 30, 2012 Entry (Attachment B); July 2, 2012 Opinion and 

Order (Attachment C); October 17, 2012 Entry on Rehearing (Attachment D); December 12, 

2012 Entry on Rehearing (Attachment E); and January 30, 2013 Entry on Rehearing (Attachment 

F) in Case No. 10-2929-EL-UNC (collectively, the "Capacity Case Decisions"). 

Appellant was and is a party of record in Case No. 10-2929-EL-UNC and timely filed its 

application for rehearing from the March 7, 2012 Entry on March 27, 2012; timely filed its 

application for rehearing from the May 30, 2012 Entry on June 19, 2012; timely filed its 

application for rehearing from the July 2, 2012 Opinion and Order on August 1, 2012; and timely 

filed its application for rehearing from the October 17, 2012 Entry on Rehearing on 

November 15, 2012. On December 14, 2012, lEU-Ohio filed a notice of appeal with the Court 

in Case No. 2012-2098. Subsequent to filing the notice of appeal, an application for rehearing 

was filed with the Commission seeking rehearing of the Commission's December 12, 2012 Entry 

on Rehearing. On January 18, 2013, the Commission moved to dismiss lEU-Ohio's 

December 14, 2012 appeal on grounds that it was prematurely filed. On January 30, 2013, the 

Commission denied the application for rehearing from its December 12, 2012 Entry on 

Rehearing. lEU-Ohio hereby gives its notice of appeal from the Capacity Case Decisions. 

The Capacity Case Decisions are unlawful and unreasonable for the reasons set out in the 

following Assignments of Error: 
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1. The Capacity Case Decisions are unlawful and unreasonable since any 
authority the Commission may have to approve prices for generation-
related capacity service does not permit the Commission to apply a cost-
based ratemaking methodology or resort to R.C. Chapters 4905 and 4909, 
to supervise and regulate pricing for generation-related capacity services. 
Similarly, the Capacity Case Decisions are unreasonable and unlawful to 
the extent that they state or otherwise suggest that AEP-Ohio has a right 
to establish rates for generation-related services that are based on any cost-
based ratemaking methodology, including the ratemaking methodology 
identified or referenced in R.C. Chapters 4905 and 4909. 

2. The Capacity Case Decisions are unlawful and unreasonable because the 
Commission's jurisdiction under R.C. 4905.04, 4905.05, 4905.06, and 
4905.26, extends to an electric light company, only when it is "engaged in 
the business of supplying electricity for light, heat, or power purposes to 
consumers within this state,"'̂  and does not include wholesale transactions 
between AEP-Ohio and competitive retail electric service ("CRES") 
providers. 

3. The Capacity Case Decisions are unlawful and unreasonable because the 
Commission is without authority to "adjudicate controversies between 
parties as to contract rights." The Commission's Capacity Case 
Decisions rest upon the Commission's assessment of AEP-Ohio's rights 
under PJM Interconnection, L.L.C.'s ("PJM") Reliability Assurance 
Agreement ("RAA"), a contract approved by the Federal Energy 
Regulatory Commission ("FERC"), which is subject to Delaware law. 
The Commission is without jurisdiction to determine what, if any, rights 
AEP-Ohio may have under an agreement and this is particularly true in 
this case since the RAA is subject to the exclusive jurisdiction of FERC., 

4. Assuming for purposes of argument that the Commission has authority to 
authorize the billing and collection of a generation-related capacity service 
charge pursuant to R.C. Chapters 4905 and 4909, the Capacity Case 
Decisions are unreasonable and unlawful because AEP-Ohio failed to 
present the required evidence and the Commission failed to comply with 
the substantive and procedural requirements contained in such Chapters. 

5. The Capacity Case Decisions, which claimed to set a generation-related 
capacity rate consistent with the RAA, are unlawful and unreasonable 
inasmuch as the Capacity Case Decisions violate the plain language of the 

^ As used herein, AEP-Ohio refers to Ohio Power Company, which has merged with Columbus 
Southern Power Company. 

^ R.C. 4905.05. 

^ New Bremen v. Pub. Util. Comm., 103 Ohio St. 23, 30-31 (1921). 
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RAA, which must be interpreted under Delaware law (the controlling law 
under the RAA). 

a. The administratively-determined "cost-based" rates for AEP-Ohio's 
certified electric distribution service area contained in the Capacity Case 
Decisions violate the plain language of Article 2 of the RAA that states the 
RAA has a region-wide focus and pro-competitive purpose. 

b. Even if the Commission could establish cost-based rates that were 
consistent with the RAA, the Commission unlawfully and unreasonably 
based its determination of "cosf upon the embedded cost of AEP-Ohio's 
owned and controlled generating assets based on a defective assumption 
that such generating assets are the source of capacity available to CRES 
providers serving customers in AEP-Ohio's certified electric distribution 
service area. The RAA requires that any change to the default pricing, 
PJM's Reliability Pricing Model ("RPM" or "RPM-Based Pricing"), must 
be just and reasonable and looks to the Fixed Resource Requirement 
("FRR") Entity, and the FRR Entity's Service Area and the Capacity 
Resources in the FRR Entity's Capacity Plan to establish any pricing other 
than RPM-Based Pricing. Based on the plain meaning of the word "cost," 
the Capacity Case Decisions' sanctioning of the use of embedded cost to 
establish generation-related capacity services is arbitrary and capricious. 
In addition, the uncontested evidence demonstrates that AEP-Ohio is not 
an FRR Entity, AEP-Ohio's owned and controlled generating assets are 
not dedicated to serve Ohio load or satisfy any FRR obligation and also 
demonstrates that AEP-Ohio's owned and controlled generating assets are 
not the Capacity Resources in the FRR Entity's Capacity Plan. In such 
circumstances, the Commission's reliance upon embedded cost data for 
AEP-Ohio's owned and controlled generating assets to establish the cost 
incurred to provide generation-related capacity services to CRES 
providers is arbitrary and capricious. 

6. The Capacity Case Decisions, which offer AEP-Ohio the opportunity to 
obtain above-market compensation for generation-related capacity service 
through a deferred revenue supplement [computed based upon the 
difference between RPM-Based Pricing and $188.88/megawatt-day 
("MW-day"), including interest charges], are xmlawful and unreasonable 
for the reasons detailed below. 

a. The above-market supplement is unlawful and unreasonable inasmuch as 
it allows AEP-Ohio to collect above-market compensation for generation-
related capacity service in violation of Ohio law's prohibition on 
collecting transition revenue or its equivalent. The above-market 
supplement also violates the terms of AEP-Ohio's Commission-approved 
settlement commitment to not impose lost generation-related revenue 
charges on shopping customers. 
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b. The above-market supplement conflicts with the policies contained in R.C. 
4928.02, which relies upon market forces, customer choice, and prices 
disciplined by market forces to regulate prices for competitive electric 
services. Additionally, the Capacity Case Decisions are unlawful and 
unreasonable inasmuch as the Commission authorized AEP-Ohio to 
collect above-market compensation for generation-related capacity 
service, which will provide AEP-Ohio's generation business with an 
unlawful subsidy in violation of R.C. 4928.02(H). 

c. The Commission is prohibited under R.C. 4928.05(A), from regulating or 
otherwise creating a deferral associated with a competitive retail electric 
service under R.C. 4905.13. The Commission may only authorize deferred 
collection of a generation service-related price under R.C. 4928.144, and 
any such deferral must be related to a rate established under R.C. 
4928.141 to 4928.143. 

d. The Commission unlawfully and unreasonably authorized AEP-Ohio to 
defer the collection of generation-related capacity service revenue. Under 
generally accepted accounting principles, only an incurred cost can be 
deferred for future collection. To the extent that the Capacity Case 
Decisions imply the Commission's intended use of R.C. 4928.144, that 
Section also requires the Commission to identify the incurred cost that is 
associated with any deferral, a requirement unreasonably and unlawfully 
neglected by the Capacity Case Decisions. 

e. The Commission unlawfully and unreasonably determined that allowing 
AEP-Ohio to collect above-market compensation for generation-related 
capacity service was appropriate to address AEP-Ohio's claims regarding 
the financial performance of its generation business, the competitive 
business segment under Ohio law. The Commission's deference to AEP-
Ohio's claims regarding the financial performance of its competitive 
generation business is also unlawful and unreasonable because it violates 
the Commission's prior determinations holding that such financial 
performance is irrelevant for purposes of establishing compensation for 
generation-related service. 

f The Commission unlawfully and unreasonably authorized AEP-Ohio to 
increase the above-market revenue supplement by adding carrying charges 
to the deferred supplement without any evidence that carrying charges, or 
any specific level of carrying charges, are lawful or reasonable. 

g. The Capacity Case Decisions are unlawful and unreasonable because they 
fail to recognize that the rates and charges applicable to non-shopping 
customers, ie. customers taking service under AEP-Ohio's electric 
security plan ("ESP"), are also providing AEP-Ohio with compensation 
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for generation-related capacity service, it ignores or disregards the fact 
that AEP-Ohio has maintained that non-shopping customers are, on 
average, paying nearly twice the $188.88/MW-day price, and it fails to 
establish a mechanism to credit such excess compensation obtained from 
non-shopping customers against any deferred balance the Capacity Case 
Decisions work to create by comparing RPM-Based Pricing to the 
$188.88/MW-day price. The non-symmetrical and arbitrary bias 
embedded in the Capacity Case Decisions' description of how the deferred 
revenue supplement shall be computed guarantees that AEP-Ohio shall 
collect, in the aggregate, total revenue for generation-related capacity 
service substantially in excess of the revenue produced by using the 
$188.88/MW-day price to determine AEP-Ohio's generation-related 
capacity service compensation for shopping and non-shopping customers. 

7. The Capacity Case Decisions are unlawful and unreasonable inasmuch as 
the Commission failed to restore RPM-Based Pricing as required by R.C. 
4928.143(C)(2)(b), when it rejected AEP-Ohio's ESP in its February 23, 
2012 Entry on Rehearing in AEP-Ohio's consolidated ESP proceeding 
(which included this proceeding). Additionally, the Capacity Case 
Decisions are unlawful and unreasonable because the Commission 
abrogated its February 23, 2012 Entry on Rehearing despite the fact that 
no party filed an application for rehearing from the February 23, 2012 
Entry on Rehearing challenging the appropriate level of compensation 
AEP-Ohio was to receive for generation-related capacity service during 
the pendency of the Commission's review in this proceeding. 

8. The Capacity Case Decisions are unlawful and unreasonable inasmuch as 
the temporary two-tiered rates authorized therein violate the comparability 
requirements in R.C. Chapter 4928, which require the generation-related 
capacity service rate applicable to CRES providers or otherwise to 
shopping customers to be comparable to the generation-related capacity 
service rate embedded in AEP-Ohio's standard service offer ("SSO") rates 
and are otherwise unduly discriminatory in violation of Ohio law. 

9. The Capacity Case Decisions are unlawful and unreasonable because the 
temporary two-tiered rates established by the March 7, 2012 Entry and 
May 30, 2012 Entry were not based upon the record from this proceeding. 

10. The Capacity Case Decisions are unlawful and unreasonable inasmuch as 
the Commission failed to direct AEP-Ohio to refund the above-market 
portion of capacity charges in place since January 2012 or credit the 
excess collection against regulatory asset balances otherwise eligible for 
amortization through retail rates and charges. 
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11. The Capacity Case Decisions are unlawful and unreasonable inasmuch as 
the Commission violated R.C. 4903.09, by failing to properly address all 
material issues raised by the parties. 

12. In addition to the individual errors committed by the Commission which 
are referenced or identified herein, the totality of the Commission's 
conduct throughout this proceeding is arbitrary and capricious, an abuse of 
discretion, otherwise outside the law and "... at variance with 'the 
rudiments of fair play' long known to our law. The Fourteenth 
Amendment condemns such methods and defeats them." West Ohio Gas 
Co. V. Public Utilities Commission, 294 U.S. 63, 71 (1935) (quoting 
Chicago, Milwaukee, & St. Paul Ry Co. v. Polt, 232 U.S. 165, 168 
(1917)). Additionally, the implications of the Commission's unlawful and 
unreasonable actions in the proceeding below now threaten to reach 
beyond the customers served by AEP-Ohio as both Duke Energy Ohio, 
Inc. ("Duke") and The Dayton Power and Light Company ("DP&L") have 
filed copycat applications seeking to impose hundreds of millions of 
dollars in unlawful, unreasonable, and above-market generation-related 
charges upon the customers they serve. 

13. The Capacity Case Decisions are unlawful and unreasonable because they 
unreasonably impair the value of contracts entered into with CRES 
providers by retroactively altering the capacity pricing method that was in 
place when such contracts were executed. The unlawful and unreasonable 
impairment arises, in the particular circumstances presented by this case 
(and will arise in the case of Duke's copycat application if the 
Commission grants Duke's request), because the prices established by 
PJM's RPM-Based Pricing establishes generation-related capacity service 
prices three years in advance and the Capacity Case Decisions alter the 
capacity prices that had been fixed and were known and certain at the time 
such contracts were executed. To the extent the Commission has any 
authority to approve prices for generation-related capacity services by 
altering the ratemaking methodology, that authority may not be lawfully 
exercised to affect the prices established by the capacity pricing method 
previously approved by the Commission, in force by operation of law and 
known and certain for contracts entered into prior to the effective date of 
the new capacity pricing method. 

WHEREFORE, Appellant respectfully submits that Appellee's Capacity Case Decisions 

are unlawful, unjust, and unreasonable and should be reversed. The case should be remanded to 

the Appellee with instructions to correct the errors complained of herein. 
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Respectfully submitted. 

7Mt2HJ( 
Samuel C. Randazzo (Reg. No. 0016386) 
(Counsel of Record) 

Frank P. Darr (Reg. No. 0025469) 
Joseph E. Oliker (Reg. No. 0086088) 
Matthew R. Pritchard (Reg. 0088070) 
McNees Wallace & Nurick LLC 
21 East State Street, n'^ Floor 
Columbus, OH 43215 
Telephone: (614)469-8000 
Facsimile: (614)469-4653 
sam@m wncmh. com 
fdarr@mwncmh.com 
j oliker @mwncmh. com 
mpritchard@mwncmh.com 

COUNSEL FOR APPELLANT, 
INDUSTRIAL ENERGY USERS-OHIO 

(039784:2 } 

mailto:fdarr@mwncmh.com
mailto:mpritchard@mwncmh.com


ATTACHMENT A 

BEFORE 

THE PUBLIC UnLr ra© COMMISSION OF OHIO 

In the Matter of the Applicattioti of QMo 
Power Company and Coluinbus Southern 
Power Company for Authority to Merge 
and. Related Approvals. 

In the Matter of the Application of 
Columbus Sotithem 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 Sectuit}? Plan. 

In ihe Matter of the Application of 
Columbas Southern Power Company and 
Ohio Power Company for Approval of 
Certain Accounting Authority. 

In the Matter of the Applicafion of 
Columbus Southern Power Company and 
Ohio Power Compaiiy to Ameml their 
Emergency Curtailment Service Riders. 

In the Matter of the Commission Review' of 
die Capacity Charges of Ohio Power 
Coinpany and Columbus Southern Power 
Company. 

In the Matter of the Application of 
Columbus Southern Power Company and 
Ohio Power Company for Approval of 
Mechanisms to Recover Deferred Fuel 
Costs Ordered Under Section 4928.144, 
Revised Code, 

Case No. 10-2376-EL-UNC 

Case No. 11-346-EL-SSO 
Case No. 11-348-EL-SSO 

Case No. ll-349-EL-AAM 
Case No. 11-350-EL-AAM 

Case No. 10-343-EL-ATA 
Case No. 10-344-EL-ATA 

Case No, iO-2929-EL-UNC 

Case No. 114920-EL-RDR 
Case No. 11-4921-EL-RDR 

ENIT^Y 

Ilie Commission finds: 



10'2376-ELAJNC,etal. 

(1) On January 27, 2Q11, in Case Nps. X1-346-EL-SSO, 11-348-EL-
SSO, 11-349-EL.AAM and 11-350-EL-AAM, Columbus 
&3Uthem Power Coritpany (CSP) and Ohio Power Company 
(OP) (jointly, AEP-Ohio or the Companies) filed an application 
for a standard service offer (SSO) pursuant to Section 4928.141, 
Revised Code (ESP 2). 

(2) Oh September 7, 2011, a Stipulation and Recommendation 
(Stlpiilation) was filed for the purpose of resolving all the 
issues raised in the ESP 2 cases and several other AEP-Ohio 
cases pending before the Commission, Case No, 10-2376-EL-
UNG, h the Matter of tlie Application of Ohio Power Company and 
Columbus Sou0iem Power Company for Authoriiy to Merge and 
Related Apprffoals (Merger Case); Case No. 10-343-EL-ATA, In 
the Matter of ihe Applimtion of Columbus SouOtern Power Cotnpany 
to Amend its Em&rgency Curtailment Service Riders and Case No. 
10-344-EL-ATA, In tiie Matter of the Application of Ohio Power 
Company to Amend its Emergency Curtailment Service Riders 
jointly Curtailment Casesj; Case No, 10-2929-EL-UNQ In the 
Matter of the Commission Remezv of tlig Capacity Qmrges of Ohio 
Power Com.pany and Columbus SouiJiern Power Company 
(Capacity Charges Case); and Case No, 11-4920-EL-RDR, In the 
Matter of the AppHcafion of Columbus Souihem Power Company p r 
Appfpvd of a Mechanism to Recover Deferred Fuel Costs Pursuant 
to Section 4928.144, ReTfised Code, and Case No. 11-4921-EL-RDR, 
In the Matter of the Application of Columbus Soutliem Power 
Company and Ohio Power Company for Approved of a Mechanism to 
Recover Deferred Fuel Costs Pursuant to Section 4928.144, Revised 
Code jointly Deferred Fuel Cost Cases). 

(3) On December 14,2011, the Commissipn issued its Opinion and 
Order ia the consolidated cases, finding that the Stipulation, as 
modified, be adopted and approved. 

(4) However, on February 23, 2012, the Commission issued its 
Entry on Rehearing determining that the Stipulatiprv. as a 
package, did not benefit ratepayers and the public interest and, 
thus, did not satisfy the three-part test for the consideration of 
stipulations. The Commission dhrected AEP-Ohio to file new 
proposed tariffs to continue the provisions, terms, and 
,eonditiot\s of its previous electric security plan no later than 
February 28,2012. 



IO-2376-EL-UNCetal- -3-

(5) On February 28, 2012, AEP-Ohio submitted its proposed 
compliance tariffs containing the provisioiis, terins; and 
conditions of its previous electric security plarv as approved in 
Case No. 08-917-EL-SSp (ESP 1) et al. In the Matter of the 
Application of Coluntbus Southern Power Cornpany and OMa Power 
Cornpany for Authority to EstMish a Standard Service Offer 
Pursuant to Section 4928.143, Revised Code, in the Form of an 
Electric Security Plan. AEP-Ohio further explains that the 
implementation of the phase-in recovery rider (PIRR), as 
approved in ESP 1, was recalculated on its January and 
February collections and carrying costs for those two months 
based on the long term debt rate. Therefore, AEP-Ohio states 
tiiat the new PIRR rates are: designed to collect the revised 
balance oyer the remaining 82 months of the amortization 
period. 

(6) On March 2, 2012, Industrial Energy Users-Ohio (lEU-Ohio) 
filed objections to AEP-Ohio's compliance tariffs. In its 
objections, lEU-Ohio asserts that AEP-Ohio's compliance tariffs 
contain a blended fuel adjustment clause (FAC) transmission 
cost recovery rider (TCRR) for l»th Ohio Power Company and 
Coltunbus Southern Power Company instead of individual 
provisions, improperly included the PIRR in its compliance 
tariffs, and failed to file an appropriate application of its 
capacity charges. lEU-Ohio also maintains that AEP-Ohio 
incorrectly omitted key terins and conditions of service. 

(7) On March 5, 2012, Ormet filed an objection to AEP-Ohio's 
comphance tariffs. Ormet contends that the inclusion of the 
PIRR in the compliance tariffs is improper and unauthorized. 

(8) On March 5, 2012, AEP-Ohio filed a Notice of Intent Siat it 
intends to submit a. modified ^ P pursuant to Section 4928.143, 
Revised Code, by March 30,2012. 

(9) On March 6, 2012,. the Ohio Consumers' Counsel and the 
Appalachian Peace and Justice Networik (collectively 
OCC/APJN) filed a motion to reject portions of AEP-Ohio's 
compliance filing that implemait tihe PIRR. In the alternative, 
OCC/APJN request Aat the Commission issue an order to stay 
the collection of the PIRR rates or order the PIRR rates be 
collected sub)ect to refund. 
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(10) Also on March 6, 2012, FirstEnergy Solutions. (FES) filed 
objections to AEP-Ohip's proposed tariffs. FES opines- that no 
recovery mechanism for the PIRR has been authorized, and 
AEP-Ohio failed tp include a TCRR rate for its IRP-D 
customers. 

(11) AEP-Ohio filed revised tariffs on March 6,2012, that reinserted 
terms and conditions that were omitted from the pjfoposed 
tariffs filed on February 28, 2012. Also on March 6, 2012, AEP-
Ohio filed a reply to objections filed by EEU-Ohio, Ormet, arid 
OCC/APJN. AEP-Ohio asserts that the Commission already 
merged the FAC in a separate docket in Case No. 11-5906-EL-
FAG (11-5906), and it would he impractical and uinnecessary to 
revise not only the FAC provisions, but also the TCRR 
impleiiientation. AEP-Ohio argues the inclusion of the PIRR 
was appropriate, and the capacity charges are appropriate as 
they do not relate to the implementation of the prior retail rate 
plan. Further, AEP-OMo urges the Commission to reject OCC's 
requests to stay the prior rate plan or inake the rates subject tp 
refund. 

(12) The Commission finds that, with the exception of the tariffs for 
the PIRR, FAC, and TCRR, the tariffs filed by AEP-Ohio are 
consistent with its February 23, 2012, Entry on IRehearing, do 
not appear to be unjust or unreasonable, and should be 
approved, effective March 9,2012. 

(13) Regarding tihe FAC and TCRR^ the Commission finds that, 
pursuant to AEP-Ohio's application in the Merger Case, &e 
approval of the merger wiH not affect CSP and OFs rates. 
Specifically, the application provides that CSP and OP shall 
continue service to customers within the pre-merger certified 
territories in accordance with their respective rates and terms 
and conditions in effect until such time as the Commission 
approves new rates and terms and conditions; While AEP-
Ohio is correct that its FAC rates were approved in 11-5906, the 
rates were approved in light of the Commissioh's apptoval of 
the Stipulation in the ESP 2 proceedings, which was 
subsequently disapproved on February 23, 2012. Accordingly^ 
OP shall file final uiiblended TCRR and FAC rates to be 
effective Kfarch 7, 20l2, subject to subsequent Conunission 
review. Further, FES correctly points out that AEP-Ohio failed 
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to include a TCRR rate for its IRP-D customers. Therefore, we 
direct AEP-Ohio to amend Original Sheet No, 475-1 to make it 
consistent with ESP I's terms and conditions. 

(14) With respect to the PIRR, AEP-Ohio is directed to file, in final 
form, new tariffs removing the PIRR at this time. The 
Commission will address AEPOhio's application to establish 
the PIRR by subsequent entry in the Deferred Fuel Cost Cases. 

(15) Further, as AEP-Ohio filed corrections to its compliance filing 
on March 6, 2012, we do not need to address lEU-Ohio's 
ol^'ection that. AEPOhio incorrectiy omitted key terms and 
conditions of ser\dce. 

(16) In addition, as the captioned cases were consoUdated by the 
Stipulation which the Commission disapproved, all future 
filings should be made in the appropriate case docket, as the 
consolidated case matters will no longer be docketed in all of 
the above-captioned cases. 

(17) Finally, the Commission notes that, on March 5, 2012, AEP-
Ohio filed its notice of intent to file a modified ESP appHcation. 
The Commission expects that such modified FSP application 
wiU include a thorough discussion of: any plans of AEP-Ohio 
to divest its generation assets, including provisions to ensure 
that adequate capacity will be available on an on-going basis to 
Ohio customers, notwithstanding any potential plant 
retirements; pro%dsions to address rate design concerns for 
small commercial customers and residential customers in the 
former CSP service territory using more than 800 kWh in 
winter months; provisions regarding plans to take advantage of 
a territory-wide deplo5Tnent of emerging metering technologj'^ 
to provide ample choices regarding pricing, information, and 
electric energy services for customers in a competitive market, 
including provisions that AEP-Ohio does not foreclose the 
possibility of working collaboratively with other utilities, retail 
energy suppliers, and interested stakeholders to explore cost 
saving and market development opportunities; provisions to 
take advantage of the deployment of emerging distribution 
system technologies in all locations where they can cost-
effectively improve the efficiency of the distribution system or 
enhance rehabiLity consistent with the value customers place on 
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service, reliability; provisions for reasonable support for the 
development of technologies that could provide significant 
ecoriomic benefits; provisions ensuring that AEP-Ohio has the 
ability to meet Ohio's renewable energy standards over the 
long-term^ provisions that any proposed retail stability charge 
be applied to all customers within AEP-Ohio service territory; 
provisions addressing the prompt modification or "termination 
of the AEP Interconnection Agreeinent to reflect State law and 
policies; or provisions that provide for market-based pricing for 
standard service offer customers in a manner more expeditious 
than proposed within AEp-Ohio's Notice of Intent. The 
Commission further expects that AEP-Ohio wUl look to recent 
Commission precedent for guidance in formulating its 
modified ESP in considering how to best ensure its customers 
have market-based standard service offer pricing in an efficient 
and expeditious manner. (See: In the Matter of Application of 
Duke Energy Ohio, Inc. jbr Authority to Establish a Standard Service: 
Offer Pursuant to Section 4928:143, Revised Code, Case No, 11-
3549-EL-SSO; In the Matter of Application of Ohio Edison 
Cornpany, The Clevelatid Electric Illuminating Company, and The 
Toledo Edison Cornpany for Authority to Establish a Standard 
Service Offer Pursuant to Section 4928.143, Revised Code, Case No. 
10-388-EL-$SO.) 

It is, therefore, 

ORDERED, that, with the exception o£ the tariffs for Jhe PIRR, TCRR, and FAC, the 
tariffs filed on February 28, 2012, by AEP-Ohio be approved, effective for bills rendered 
on or after March 9,2012. It is, further, 

ORDERED, That OP file unblended TCRR and FAC rates to be effective March 9, 
2012, subject to Commission review. It is, further, 

ORDERED, That OP file tariffs including a TCRR rate for IRP-D customers, 
consistent with ESP 1 's terms and conditions. It is, furtiier, 

ORDERED, That AEP-Ohio file new tariffs removing tiie PIRR at this time, t h e 
Conunission will address AEP-Ohio's applications in the Defeired Fuel Cost Cases.. It is, 
further. 
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• ORDERED^ That the Companies file in final form foiir complete copies of tariffs. 
One copy shall be filed with this case docket^ one shall be filed with each company's TRF 
docket, and the remaining two copies shall be designated for distribution io the Ra.tes and 
Tariffs Division of the Cominission's Utilities Department The Compani^ shall also 
update their: respective tariffs previously filed electronically with, the Commission's 
Docketing Division. It is, further, 

ORDERED, That the Companies shall notify their customers of the changes to the 
tariff via bill message, or bill insert within 30 days of the effective date, A copy of this 
notice shall be submitted to the Commission's Service Monitoring and Enforcement 
Department prior to its distribution to cxjstomers. It is, further, 

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

THE PUBLIC UTILITIES COMMISSION OF OHIO 

Steven D. Lesser 

--^^^£^3^73-1^ 
Cheryl L. Roberto 

JJT/sc 

Entered in the Journal 

^ f ^ r K a J 

Bancy p. McNeal, 
Secretary 



ATTACHWIEMT B 

BEFORE 

THE PUBUC UTILITIES COMMISSION OF OHIO 

In the Matter of the Commission Review of ) 

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

ENTRY 

The Commission finds: 

(1) By entry issued on March 7, 2012, the Commission granted the 
request of Coltunbus Southern Power Company and Ohio. 
Power Company (jointiy, AEP-Ohio or Company) for relief and 
implemented an interim capacity charge until May 31, 201ZT^ 

This interim capacity charge established a two-tier capacity 
pricing mechanism proposed by the Company, subject to the 
clarifications contained in our January 23, 2012, entry in this 
proceeding. More specifically, mercantile customers in 
governmental aggregations are eligible to receive capacity 
priced in accordance with PJM Interconnection's (PJM's) 
ReliabiHty Pricing Model (RPM). Further, under the two-tier 
capacity pridng mechanism, the first 21 percent of each 
customer class is entitied to tier-one RPM pricing. All 
customers of governmental aggregations approved on or before 
November 8, 2011, are entitied to receive tier-one RPM pricing. 
The second-tier charge for capacity is $255/megawatt (MW)-
day. Further, the March 7, 2012, entry placed the interim rate 
in effect until May 31,2012, at which point the rate for capacity 
imder the state compensation mechanism would revert to the 
current RPM in effect pirrsuant to the PJM base residual 
auction for the 2012/2013 delivery year. 

(2) On April 30, 2012, AEP-Ohio filed a request for an extension of 
the interim capacity pricing implemented by the Commission, 
pmrsuant to entry issued on March 7, 2012. AEP-Ohio reasons 
that, as a result of issues arising in this proceeding, the 
scheduled start of the evidentiary hearing in the Company's 

By entry issued on March 7, 2012, Hie Commission approved and confirmed the merger of Columbus 
Southern Power Company into Ohio Power Company, effective December 31, 2011. In the Matter of the 
Affljaition of Ohio Power Company and Columbus Southern Power Company for Authority to Merge and 
Related Approoab, Case No. ia-2376-EL-UNC. 
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modified electric security plan (ESP 2) cases,^ and the fact that 
Commission Staff is working on both proceedings, it is unlikely 
that an order on the merits can be issued before May 31,2012. 
Furthermore, AEP-Ohio notes that, as part of its modified ESP 
2 proceeding, it proposes an alternative two-tiered capacity 
pricing mechanism, AEP-Ohio reasons that consideration of 
the capacity charge mechanism in the modifi.ed K-P 2 
proceeding represents the potential for yet another change in 
capacity rates for shopping customers. To avoid customer 
confusion and uncertainty, undue disruption to the competitive 
Ohio retail market, and financial harm to the Company given 
the significant drop in the RPM rate effective June 1,2012, AEP-
Ohio requests that the current interim capacity charges remain 
in effect (tier one at $146/MW-day and tier two at $255/MW-
day) until the Commission issues a decision on the merits. 

(3) Memoranda contra AEP-Ohio's motion for an extension of the 
currentiy effective interim capacity rates were filed by Ohio 
Manufacturers' Association (OMA), jointiy by Duke Energy 
Commercial Asset Management (DECAM) and Duke Energy 
Retail Sales (DEI^), jointiy by FirstEnergy Solutions (FES) and 
Industrial Energy Users-Ohio (EEU-Ohio), Ohio Consmners' 
Coimsel (OCC), Exelon Generation Company (Exelon), and 
Retail Energy Supply Association (RESA). Ohio Energy Group 
(OEG) also filed a response. 

(4) In their joint memorandum contra, F K and lEU-Ohio respond 
that AEP-Ohio's motion for extension should be denied 
because it is legally and procedurally deficient Specifically, 
FES and lEU-Ohio argue that the Commission has already 
determined that the interim two-tiered capacity pricing ends on 
May 31, 2012, and that RPM-based pricing will resume on Jime 
1,2012. According to FES and lEU-Ohio, there is no reason to 
alter the Commission's determination ti:iat the interim two-
tiered capacity pricing wiU remain in place only for that limited 
period, particularly when customers and competitive retail 
electric service (CKK) providers have reUed on the 
Commission's determination in making decisions regarding 

2 In the Matter of the Application ofColumbvs Souihem Power Company and Ohio Power Contpanyfor Authority 
to Establish a Standard Service Offer and In ihe Matter of the Application of Columbus Southern Power Company 
and OMo Pooler Company for Apprwal of Certain Accounting Authority, Case Nos. 11-346-EL-SSO, 11-348-
Et-SSO, 11-349-EL-AAM, and 11-350-EL-AAM-
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shopping. Further, FES and lEU-Ohio contend that AEP-
Ohio's motion for extension constitutes an untimely appHcation 
for rehearing. FES and lEU-Ohio maintain that AEP-Ohio 
effectively seeks a substantive modification of the 
Commission's March 7, 2012, entry granting interim relief and 
that the Company should have, but did not, file an application 
for rehearing as its remedy. Because AEP-Ohio elected not to 
file an appUcation for rehearing, FES and lEU-Ohio assert that 
the Company's motion should be rejected as an untimely 
application for rehearing and a coDateral attack on the March 7, 
2012, entry. FES and LEU-Ohio also contend that the purported 
harm to AEP-Ohio from RPM-based capacity pridng is 
overstated and unsupported. FES and lEU-Ohio argue that 
AEP-Ohio has failed to establish that it is entitied to emergency 
rate relief or to offer any evidence demonstrating that fiiiancial 
peril would result fi-om a rettun to RPM-based capacity 
pricing. FES and lEU-Ohio note that, in light of the interim 
rehef granted by the Commission to date, AEP-Ohio's retum 
on eqtuty vrill exceed the 7.6 percent in 2012 formerly projected 
by the Company, which FES and lEU-Ohio contend is more 
than enough to avoid significant financial harm to the 
Company. FES and lEU-Ohio further note that AEP-Ohio will 
not be harmed by RPM-based capacity pricing, given that such 
pricing appHes to every other generator in Ohio and the rest of 
PJM. Finally, FES and lEU-Ohio assert that, at a minimum, 
AEP-Ohio's request to maintain the current pricing for 
customers in the first tier should be rejected, if the Commission 
shoidd decide to extend the interim two-tiered capacity pricing, 
FES and lEU-Ohio maintain that there is no reason to deny 
such customers the benefits of the decrease in RPM-based 
capacity pricing for the 2012/2013 delivery year. 

(5) In its memorandum contra, OMA asserts that AEP-Ohio's 
motion is not merely a request for an extension, but is actually 
a request for additional rehef in that the Company seeks to 
modify the RPM-based capacity pricing for customers in the 
first tier. Additionally, OMA notes that, although the 
Commission limited the interim relief period to May 31,2012, it 
did not guarantee that this case would be resolved by June 1, 
2012. According to OMA, the tmUkehhood of having a final 
Commission decision by that date does not warrant an 
extension of the interim capacity pricing. OMA contends that 
AEP-Ohio has failed to show good cause for its request. 
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offering nothing other than an unsubstantiated claim of 
financial harm. OMA maintains that AEP-Ohio's motion 
would harm Ohio manufacturers, noting that AEP-Ohio is 
asking for a rate increase that would unpact shopping 
customers immediately vdthout any demonstration that there 
is any harm to the Company. OMA further argues that AEP-
Ohio's motion for extension is an imlawful and untimely 
attempt at rehearing of the Commission's March 7,2012, entry. 
Finally, OMA recommends that, if tiie Commission grants 
AEP-Ohio's motion, the Commission should also require the 
Company to deposit the difference between the RPM-based 
price for capacity and the amount authorized by the 
Commission as additional or continued interim reHef into an 
escrow account ff the Commission ultimately determines that 
the state compensation mechanism should be based on RPM 
priditg, OMA requests that AEP-Ohio be directed to return the 
amount in escrow directiy to customers that paid more than the 
RPM-based price through agreements with CRES providers. 

(6) DERS and DECAM contend tiiat AEP-Ohio should not be 
permitted, even on an interim basis, to charge anything more 
than RPM-based capacity prices. DERS and DECAM beheve 
that AEPOhio's effort in this proceeding to extend capacity 
pricing that is above market rates wiU form the basis of the 
Company's attempt to gain approval of its pending modified 
ESP 2 proposal. Without the Commission's approval to extend 
AEP-Ohio's current capacity pridng, DERS and DECAM 
maintain that the Company will be imable to prove that its 
proposed ESP is more favorable than a market rate option. 
Further, DERS and DECAM note that the Commission's March 
7, 2012, entry did not direct that the capadty pricing for 
customers in the first tier should remain at the RPM price that 
was then in effect Rather, DERS and DECAM assert that, as 
tihe RPM price changes for the 2012/2013 year, the capacity 
price for customers in the first tier must likewise change. 
According to DERS and DECAM, AEP-Ohio has failed to 
demonstrate that the Commission should grant further 
extraordinary relief. DERS and DECAM note that tihe relief 
requested by AEP-Ohio would have a prejudicial impact on the 
competitive environment in Ohio by altering the business 
arrangements made by CRES providers. DERS and DECAM 
contend that AEP-Ohio has not offered verifiable, convincing 
support for its projections of revenue loss. DERS and DECAM 
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conclude that the Commission should reject AEP-Ohio's 
attempt to have the Commission prejudge the final outcome of 
this proceeding. DERS and DECAM add that, if the 
Commission elects to grant further relief, it should at least deny 
AEP-Ohio's request to maintain the current RPM-based price 
for customers in the first tier. 

(7) In its memorandum contia, RESA argues that AEP-Ohio's 
motion is an impermissible collateral attack on the March 7, 
2012, entry and tiiat the Company should have made its 
arguments in an application for rehearing. RESA contends that 
there are no new circiunstances that would warrant 
consideration of AEP-Ohio's motion, which is essentially an 
untimely appHcation for rehearing. RKA notes that the RPM-
based capacity price to take effect on June 1, 2012, was known 
on March 7, 2012, when the entry was issued, and that it was 
also foreseeable at that point that a final order may not be 
issued by May 31, 201Z RESA further notes that tiie potential 
revenue reduction and resulting financial harm that AEP-Ohio 
wiU suffer from RPM-based capadty pricing was also knovwi 
on March 7, 201?, and is, therefore, no reason to grant the 
Company's motion. Finally, RESA adds that AEP-Ohio's 
motion should be denied on equitable gromids. RESA beHeves 
that customers that shopped under a state compensation 
mechanism for capadty at RPM-based prices should be able to 
rely on the Commission's prior orders and receive the benefit 
of RPM-based capadty pridng. 

(8) Exelon Hkewise responds that there is no legitimate reason or 
set of facts that has occurred since the March 7, 2012, entry tiiat 
would warrant a delay in the retum to RPM-based capacity 
pridng. Exelon contends that AEPrOhio seeks only to restrict 
competitive market offerings and to restore an environment in 
which the Company's profits are protected at the cost of 
competition. Exelon argues that the mere fact of AEP-Ohio's 
statias as a Fixed Resource Requirement (FRR) entity does not 
justify further avoidance of RPM-based capadty pridng. 
Exelon notes that AEP-Ohio's FRR status does not excuse it 
from its responsibihty to explore lower cost capadty options in 
the market and that nothing prevents the Company from 
procuring capadty from the market to fulfill its FRR 
commitment Exelon also notes that the record reflects a 
serious disagreement as to whether any cost-based rate that 
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may be appropriate or lawful would be an embedded cost rate, 
as AEPOhio seeks, or a marginal or incremental cost-based 
rate. Further, Exelon points out that AEP-Ohio has known 
since December 8, 2010, that it is required to charge CRES 
providers RPM-based capacity prices. Finally, Exelon asserts 
that granting AEP-Ohio's motion would effectively curtail 
competition and postpone market-based pricing indefinitely. 

(9) Arguing that AEPOhio's nriotion should be denied, OCC notes 
that the Commission determined in its March 7,2012, entry that 
the state compensation mechanism would revert to RPM-based 
capadty pridng effective Jiuie 1,2012, and that some customers 
may have reHed on this entry in making decisions regarding 
shopping. OCC adds that AEP-Ohio seeks to maintain a 
capadty price for customers in the first tier tiiat will be neither 
a cost-based nor market-based rate as of June 1, 2012. 
Additionally, OCC contends that AEP-Ohio has offered no 
evidence in support of its dahn of financial harm. According to 
OCC, the Commission has no jurisdiction to reverse its finding 
in the March 7, 2012, entry that RPM-based capacity prices wiH 
take effect on June 1, 2012. OCC notes that, because AEP-Ohio 
failed to file a timdy appHcation for rehearing of the March 7, 
2012, entry, the Commission is wriihout statutory authority to 
consider the Company's requested relief. 

(10) In its memorandiun in response to AEP-Ohio's motion for 
extension, OEG asserts that the Company's request is 
reasonable, given that tiie implementation of a different pricing 
mechanism for a short period of time may only serve to 
aggravate the current uncertainty and customer confusion 
regarding capadty pricing. Specifically, OEG notes that it does 
not oppose an extension of AEP-Ohio's current capacity pricing 
structure for a 60-day period through the end of July. 

(11) AEP-Ohio filed a reply to the memoranda confra on May 8, 
201Z AEP-Ohio asserts that most of the arguments raised in 
the memoranda confra were also made by parties w^ho opposed 
the initial request for interim relief and have been addressed 
and rejected by the Commission in the March 7, 2012, entry. 
Further, AEP-Ohio contends that assertions that the 
Commission, through the March 7, 2012, entry, affirmatively 
committed to the implementation of RPM capacity pricing as of 
Jime 1, 2012, are absttrd. According to AEP-Ohio, such a 
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decision wotdd amount to the Commission predetermining its 
decision on the merits and foreclose the possibUity that the 
Commission could conclude that RPM pricing is not 
appropriate. Further, the Company reasons that, if the 
Commission issues its order before June 1, 2012, RPM capadty 
rates would not go into effect on Jime 1, 2012, as opposing 
parties claim. In addition, AEP-Ohio submits that evidence in 
this proceeding further supports that its capacity costs are 
$355/MW-day, significantiy higher than the RPM rate of 
$20/MW-day, to be effective June 1,2012. 

(12) We reject the arguments that AEP-Ohio's request amounts to 
an imtimely appHcation for rehearing of the March 7, 2012, 
enfry. The Commission is well within its jurisdiction to 
consider a request for an extension of its previous ruling. The 
fact that the Commission indicated that AEP-Ohio's interim 
reHef would be in effect until May 31, 2012, does not prevent 
our subsequent approval of either an extension of the current 
interim reHef or another interim capadty charge mechanism, if 
warranted rnider the drcumstances. Due to various factors that 
have prolonged the course of this proceeding and precluded 
the issuance of an order by May 31, 2012, we find that AEP­
Ohio's request for further interim reHef does not constitute a 
collateral attack on the March 7, 2012, entry. Furthermore, for 
the reasons presented in the Commission's March 7, 2012, 
entry, in particular the evidence in the record that supports a 
range of capacity costs, as weU as AEP-Ohio's partidpation in 
tiie Pool Agreement, tihe Commission conduded that "as 
appHed to AEP-Ohio, ... the state compensation mechanism 
could risk an unjust and unreasonable result." The 
drcumstances faced by AEP-Ohio that prompted the 
Commission to approve the request for interim relief have not 
changed. 

The Commission adopted the interim capacity charge 
mechanism to allow for the development of the record in this 
case and to address the issues raised as to the state 
compensation mechanism for capadty charges, without the 
delay of AEPOhio's modified ESP 2 case, which had not yet 
been filed. As directed in the March 7, 2012, entry the 
evidentiary hearing in this case commenced April 17, 2012, 
continued as expeditiously as feasible, and concluded on May 
15,2012. Initial briefs were filed May 23,2012, and reply briefs 
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are due May 30,2012. Despite the schedule in this proceeding, 
it is apparent that the Commission wiU not be able to issue a 
decision on the merits before the interim capacity mechanism 
expires on May 31, 2012. To the extent tihat the Commission 
has already concluded that the circmnstances faced by AEP­
Ohio are unique and have not changed since the issuance of the 
March 7,2012, entry, and, given that the Commission has made 
significant progress to address the issues raised in the capacity 
charge proceeding, the Commission finds it reasonable and 
appropriate to extend the current interim capadty mechanism. 
The interim capacity rates put into effect by the March 7, 2012, 
entry, tier one at $146/MW-day and tier two at $255/MW-day, 
shall continue until July 2, 2012, unless the Commission issues 
its order in this case. 

It is, therefore, 

ORDERED, That AEP-Ohio's motion for an extension of the interim capadty rates is 
granted, such that the capadty rates put into effect by the March 7, 2012, entry shaU 
continue until July 2, 2012, unless the Commission issues its order in this case. It is, 
further. 
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case. 

ORDERED, That a copy of this Entry be served upon all parties of record in this 

THE PUBLIC UTILITIES COMMISSION OF OHIO 

Steven D. Lesser 

Cheryl L Roberto LynpSIaby 

GNS/SJP/vrm 

Entered in the Journal 

HAtsoMg 

Barcy F. McNeal 
Secretary 



BEFORE 

THE PUBLIC UTILITIES COMMISSION OF OHIO 

In the Matter of the Commission Review of ) 
the Capacity Charges of Ohio Power ) Case No. 10-2929-EL-UNC 
Company and Columbus Southern Power ) 
Company. ) 

CONCURRING OPINION OF COMMISSIONERS CHERYL L. ROBERTO 
AND LYNN SLABY 

In order to promote regulatory stability during the pendency of this matter, I 
concur in result only. 

Cheryl L. Roberto 

Entered in the Journal 

m 3 ̂ "^ 
€h<-KoJ 

Barcy F. McNeal 
Secretary 



BEFORE 

ITffi PUBLIC UTILmK 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. ) -

DISSENTING OPINION OF COMMISSIONER ANDRE T. PORTER 

Comirussion's March 7, 2012, entry and order made dear that the interim rate 
adopted in tihat order "-WTU he in effect tmtil May 31, 2012, at which point the rate for 
capacity under the state compensation mechanism shall revert to the current RPM in effect 
pursuant to the PJM base residual auction for the 2012/2013 year." ff this Commission is 
to adopt anything else other than RPM based rates for 100% of shopping load, in which 
case I would have significant reservations, then a record of evidence nnust be cited in 
support of the decision. At most, I beUeve that a case record could be dted to support an 
extension of the interim capadtjr price to be "RPM-based" for tier-one customers, i.e. 
approximately $20/Mw day as of June 1, 2012, with tier-two customers remaining at the 
previously approved $255 Mw day. 

On December 8, 2010, the Commission approved a state compensation mechanism 
based upon PJM Inc.'s annual base residual auction. That auction establishes annual 
capadty rates, effective dxrring the PJM delivery calendar year, i.e. from Jime 1 to May 31 
of the following year, which competitive suppliers are to pay AEP-Ohio for their capadty. 
Thus, pursuant to this Commission's decision on December 8, 2010, and based upon the 
appHcable base residual auctions, it is my understanding that AEP-Ohio charged 
$174.29/Mw day for capacity as of the date of that entry through May 31, 2011, and 
charged $110/Mw day as of June 1, 2011. No party, nor does the majority in its entry 
today, contends that the change in the state compensation mechanism as of June 1, 2011, 
was an tmjustified interpretation of the Commission's adoption of the "capacity charges 
established by the three-year [base residual auction] conducted by PJM, Inc." 

On December 7, 2011, this Commission modified and approved a Stipulation that 
was executed by AEP-Ohio and numerous other parties, many if not all of whom are 
currentiy participating in this proceeding. That Stipulation provided for a tiered capacity 
rate mechanism with 21%^ of AEP-Ohio load qualifying for tier-one rates—rates that 
would be based upon the clearing prices of PJM's base residual auction and would, 
therefore, change annually to match tihe published PJM capacity clearing price effective on 
Jime 1; those not coming under the percentage cap would receive tier-two rates of 
$255/Mw day. It should be noted here that, similar to tihe December 8, 2010, entry, no 

The percentage for tier-one capacity agreed to by AEP Ohio and oilier parties was 21% for 2012,31% for 
2013, and 41% for 2014 
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party, nor does the majority in its entry today, contends that the aimual change to match 
the pubtished PJM capacity clearing price is an imjustified interpretation of the 
Commission's December 7, 2011, enfry. The Commission later rejected aU components of 
the Stipulation, including the tiered capadty mechanism. 

However, on March 7, 2012, following a request from AEP-Ohio, the Commission 
approved, as an interim state compensation mechanism that was to last only until May 31, 
2012, a tiered approach that is virtuaUy identical in terms of its RPM-based components to 
each tile December 8, 2010; December 7, 2011; and March 7, 2012, entries. That is, tiiis 
Commission left no doubt that 21 % of shopping customers would qualify for tier-one 
capadty at RPM-based prices, with other shopping customers permitted to shop at tiie 
tier-two rate of $255/Mw day; after this interim mechanism expired on May 31, 2012, 
capadty rates for all competitive suppHers would be the RPM-based rate. 

In sum, by approving the March 7, 2012, entry, which was itself based upon a 
review of the record that began with the December 8, 2010, entry, and developed to 
support the Stipulation as per AEP Ohio's request to maintain the status quo, the 
Commission made a decision to approve a two-tier mechanism, with tier-one pridng 
based upon RPM prices with the RPM prices changing to match current prices as of each 
new PJM delivery year. In Hght of the history and record of tihis case, I caimot support this 
today's entry, and the request of AEP Ohio. 

[ A ^ 
Andre T. Porter 

Entered in the Journal 

HAY 3 0 2012 

Barcy F. McNeal 
Secretary 



ATTACHMENT C 

BEFORE 

THE PUBLIC UTILITIES COMMISSION OP OHIO 

In the Matter of the Commission Review of ) 

tiie^ Capacity Gorges ot CTdo Power ) Case ^ o . 10'2929-EL-UNC 
Company and Columbus Southern Power ) 
Company. ) 

OPINldM AND ORDER 

The Commission, coming now to consider tiie evidence presented in tiiis proceeding, 
the fran^nipte of the hearing, and briefs of the parties, hereby issues its opinion and order. 

APPEARANCES: 

Steven T. Nourse, Matthew J, Satterwhile, and Ya^n Alami, American Hecfric 
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, Coltimbtis, Ohio 43215, and Quinn, Emanuel, Urquhart & SuHivaiv LLP, by Derek L. 
Shaffer, 1299 Pennsylvania Avenue NW, Suite 825, Washington, D.C. 20004, on behalf̂  of 
Ohio Power Company. 

Mike peWine, Ohio Attorney General, by John H. Jones, Assistant Section Chief, and 
Steven L, Beeler, Assistant Attorney General, 180 East Broad Sfreet, Columbus, Ohio 43215, 
on behalf of the Staff of the PubHc UtxHties Commission of Ohio, 

Bhice J. "Weston, Ohio Consuiners' Cotmsei, by Kyle L. Kern and Melissa R. Yost, 
Assistant Consumers' Counsel, 10 West Broad Sfr^t, Suite 1800, Columbus, Ohio 43215, on 
behaff of the fesidehtiaiutflity consumers: of Ohio Power Company. 

Boehm., Kurtz & Lowry, by David F. Boehm, Michael L. Kurtz, and Jody M; Kyler, 36 
East Sevenfli Street, Suite 1510, Cincinnati, Ohio 45202, on behaff of tiie Ohio Energy Group. 

taft, Stettinius & HoUister LLP, by Mark S. Yurick and Zachary D. Kravitz, 65 East 
State Sfreet, Suite lOOO, Columbus, Ohio -^215, on behalf of The Kroger Company. 

McNees, Wallace & Nurick LLC, by Samuel C; Randazzo, Frank P, Darr;. and 
Joseph E. OHkef, 21 East State Sfreet, 17th Floor, Columbus, Ohio 43215, on behalf of 
Iridusfrial Energy Usets-Ohio. 

Vorys, Sater, Seympttr &: Pease LLP, by M, Howard Petricoff and Lija Kaleps-Clark, 
52 East Gay Sfreet, P.O. Box 1008, Columbus, Ohio 43216, on behalf of Constellation 
NeWBnergy, Inc: and Constellation Energy Commodities Group, Inc, 
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VOrys, Sater, Seymour & Pease LLP^ by M. Howard Pefricoff and Lija Kaleps-aark, 
52 East Gay Sfreet, P.O. Box. 1008, Coltunbus, Ohio 43216, on behalf of Direct Energy 
Services, LLC and. Direct Eriergy Business, LLC. 

Vorys, Salter, 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 tiie Retail Energy 
Supply Association. 

Void's, Safer, Seymour & Pease LLP, by M. Howard Petricoff and Lija Kaleps-Clark, 
52; East Gay Sfreet, P.O. Box 1008, Columbus, Ohio 43216, Eirner Stahl LLP, by David M 
Stahl, 224 South Michigan Avenue, Suite 1100, Chicago, llHnois 600)4, 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 Sfreet̂  Akron, Ohio 
44308, CaJf^, Halter & GrisWold, tLP, by James F. Lang, Laura C. McBride, and N. Trevor 
Alexander, 1400 KeyBank Center, 800 Superior Avenue, Cleveland, Ohio 44114, and Jones 
Day, hy David A. Kutik and Allison B. Haedt, 901 Lakeside Avenue, Oeveland, Ohio 44114, 
on bdhalf of FirstEnergy Solutions Corp. 

Bricker & Ecklet; LLP, by Thoinas J. O'Brien, 100 South Third Sfreet, Columbus, OMo 
43215, and Richard L. Sites, 155 East Broad Sfreet, 15th Floor,, Columbus, Ohio 43215, on 
behalf of the Ohio Hospital'Association. 

Bricker & Eckler LIP, by Lisa G. McAlister, 100 South Third Sfreet, Columbus, Ohio 
43215, on behalf of the Ohio Manufadiurers' Assodation. 

Jeahiie W. Kingery and Aiiiy B. Spiller, 139 East Fourth Sfreet, Cincinnati, Ohio 
45202, on behalf of Duke Energy Retail Sales, LLC and Duke Energy Commercial Asset 
Management, hic. 

Whitt SturteVant LLP, by Mark A- Whitt, Andrew J. Campbell, and Melissa L. 
Thompson, PNC Plaza, Suite 2020, 155 East Broad Sfreet, Columbus, Ohio 43215, and 
Matthew ^^?hite, 6100; Emerald Parkway, Dublin, Ohio 43016, on behalf of Interstate Gas 
Supply, Inc. 

Bailey Cavalieri LLC, by Dane Stinson, 10 West Bfoad Sfreet, Suite 2100, Coltunbus, 
Ohio 43215, on behalf of the- Ohio Association of School iBusiness Officials, Ohio School 
Boards Asscxiation, Buckeye Association of School Adminisfrators, and Ohio' Schools 
Council. 
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Kegler, Brovim, HiU &: Ritter,; LPA, by Roger P. Sugarman, 65 East State Sfreet, Suife 
1800, Columbus, Ohio 43215, on behaff of the National Federation of Independent Business, 
Ohio Chapter. 

BeU & Royer Co-*̂  LPA, by Barth E, Royer, 33 South Grant Aventie> Columbus, Ohio 
43215, on behalf of Dominion Retail, Inc. 

Ice Miller LLP, by Christopher L. Miller, Asim Z. Haque, and Gregory H. Dunn, 250 
West Street, Columbus, Ohio 43215, on behalf of tiie Assodation of Independent Colleges 
and Universities of Ohio. 

Ice Miller LtP, by Asiin Z. Haque, Christopher Li Miller, and Gregory H. Dunn> 250 
West Sfreet, Columbus, Ohio 43215, on behaff of the dty of Grove City, Ohio. 

OPINION: 

I. HISTORY OF THE PROCEEDING 

On November 1, 2010, American Elecfric Power Service Corporattoh {AEPSQ, on 
behaff of ColumI?us Southern Power Company (CSP) and Ohio Power Company (OP) 
0ointiy, AEP-Ohio or the Company),! filed an application with tihe Federal Energy 
Regulatory Commission (FERC) in FERC Docket No. ERll-1995. On November 24,2010, at 
the direction of FERC, AEPSC refiled tiie appHcation in FERC Docket No. ERll-2183 (FERC 
filing). The appHcation 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 
Action, D.8 of Schedule 8.1 of the ReHability 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 found that an investigation was necessary in 
order to determine the impact of the proposed change to AEP-Ohlo'a capacity charge. 
Consequentiy, the Commission sought public comments regarding the following issues: (1) 
what changes to the current state compensation mechanisih are appropriate to determine 
AEP-Ohio's fixed resource requirement (FRR) capadt}' charge to Ohio competitive retail 
electric service (CRES) providers,: which are referred to as alternative load serving entities 
ijSEf within PJM; (2) the degree to which AEP-Ohio's capadty charge is currentiy being 
recovered through retaff rates approved by the Conunission or other capacit)' charges; and 
(3) the impact of AEP-Giuo's capacity charge upon CRES providers and retail competition 
in Ohio. Ihe Commission invited all interested stakeholders to submit written comments in 

By entry issued on Marcih 7,2012, the Corhinission approved and confirmed the raergCT of CSP into OP, 
effectiye Decemlber ,31,2011. In the Msitter of the Applicaiion of OMo Poioer Coiupany. arid.Columbus. Sau0iern 
Power Company jbr Authority to Merge andRehfed Approoab, Caise No. ,10-2376-EL-UNC., 
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the proceeding within 30 days of issuahce of the entry and to submit reply comments within 
.45 days of the issuance of Ae entry.: Additionally, in: Hghf of the change proposed by AEP­
Ohio, the Commission expHcitly adopted as tihe state compensation ma±anism for the 
Com.pany, during the pendency of the review", tiie current capacity charge established by 
tiie three-year capa:city auction; conducted, by PJM based on its reliability pricing model 
(RPM). 

On January 20,2011, AEP-Ohio filed a motion to stay tiie reply comment period and 
to establish a procedural schedule for hearing. In the alternative, AEP-Ohio requested an 
extension of the deadline to file reply cornments until January 28, 2011. In support, of its 
motion, AEP-Ohio asserted that, due to the recent rejection of its appHcation by FERC based 
On the exiistence of a state compensation mechanism, it would be necessary for- the 
Commission to move forward with an evidentiary hearing process to establish the proper 
state compensation mechanism. AEPOhio argued tihat, in light of this recent development, 
the parties needed more time tofile reply comment. 

By entry issued on January 21, 2011, the attorney 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 deterniined that 
AEPOhio^s piotion for the Commission to establish a procedural schedule for hearing 
would be considered after the reply comment period had concluded. 

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

Motions to intervene in the present case were filed and Jnteirventioti was granted to 
the following parties; Ohio Energy Group (OEG); Indugfrial Energy Users-Ohio (lEU-Qhio); 
Ohio Consumers' Counsel (OCC); Ohio Partners for Affordable Eiiergy (OPAE)3; Ohio 
Manufacturers' Association (OMA); Ohio Hospital Assodatioh (OHA); Dirort Energy 
Ser^i^ces, t:iLC and Direct Energ}'̂  Business, LLC jointiy, Direct Energy); Constellation 
Energy Commodities Group, Inc. and Constellation NewEner^, Iric. (jointiy. 
Constellation); FirstEnergy Solutions Corp. (FES); Duke Energy Retail Sales, LLC and Duke 
Energy Commercial Asset Management, Inc. (jointly, Duke); Exelon Generation Company^ 
LLC (Exelon); Ifiterstate Gas Supply, Inc. (IGS); Retail Energy Supply Assodation (RESA); 

& the Ĵ Aatier '(^ the Application of Columbus. Southern Pouxr Company and Ohio Powtr Compmy far Authority to 
Establish a Standard Service Offkr Pursuant to SecUvn .4328.143, Reoised Code, in the Farm cfnn Electric Security: 
Plmii Case Ifos,. ll-M&-EL-^0 and li-SiS-EL-SSO; In ike. Matter of the Application of Columbus SOUMTI 

Power Company and Ohio Power Company for Approud of Certain Accounting Authority, Case Nos. 11-349-EL-
.AAM and ll-35a-EL-AAM. 
On November 17,2011, OPAMMed a no&e of withdrawal from ihis case. 
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Ohio Association of School Business Officials, Ohio School Boards Association, Buckeye 
Asscsciation of School Adminisfrators> and Ohio Schools Council (collectiveiy. Schools); 
Ohio Farm Bureau Federation (OFBF); t he Kroger Company (Kroger); Ohio Chapter of the 
National Federation of Independent Business (NFIB); Dominion Retail, Inc. (Dominion 
Retail); Association: of Independent Colleges and Universities of Ohio (AICUO); city of 
Grove Qty,Ohio (GroveCity); and Ohio Construction Materials Coalition (OCMC).^ 

Initial comments were filed by AEP-Ohio, lEUOhio, OMA, OHA, ConsteUation, 
Dfrect Energy, OEG, FES, OPAE, and OCC. Reply cominents were filed by AEP-Ohio, 
OEG, Constellation, OPAE, FES, and OCC. 

By entry issued on, August 11, 2011, the attorney examiner set a procedural schedule 
in order to establish an evidentiary record on a proper state compensation mechanism. The 
evidentiajy hearing was scheduled to commence on Q:tober 4, 2011, and interested parties 
were dfrected to develop an evidentiary record on the appropriate capacity cost 
pricing/recovery mechanism, including, it necessary, the appropriate componenis of any 
proposed .capacity ccst recovery mechanism. In accordance with^ the procedural schedule, 
AEP-Ohio filed direct testimony on August 31,2011. 

Oil Sepitember 7, 2011, a stipulation and recommendation (ESP 2 Stipulation) was 
filed by AEP-Ohio, Staff, and other parties to resolve the issues raised in 11-346 and several 
other cases pending before the Commission (consolidated Gases),5 including the above-
captioned ease. Pursuant to an entry issued on September 16, 2011, the consoHdated cases 
were consoHdated for the sole purpose of considering the ESP 2 Stipulatiori. The September 
16, 2011, entry also stayed the procedural schedules in the pending cases, induding this 
proceedmg, tmtil the Commission specffically 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 opiruon and order in, the 
consoHdated cases, modifymg and adopting the ESP 2 Stipulation, including its two-tier 

On, April 19, 2012, OCMC filed a corrected cover sheet to its motion for intervention, indicating- that it did 
not iiitend to seek intervention in fliis case. 
In the Matter of the Application cf OMo Power Company and Columbus Sou&iemP'ower Company for Authority to 
Merge and Related.Approvals, Case No. 10'2375-EL-UNC; In the Matter oftbeA-ppUcation of Columbus Southern 
Power Company to Amend its Emergency Cuttailnient Sendee Riders, Cafe No. 10-S43-EL-.ALTA;;IK the Matter of 
the AppUcation ofOHo Power Company to Amend its Emergency Curtailment Seroice Riders, Case No, 10-344-
EL-ATA^ In the Matter of the Cormnismn Reoiew of the Capacity. Charges of OMo Power Company and Columbus 
Smihern Power Colony, Case No. iO-2929-EL-UNC; Iri the Matter if the AppUcation-of Columbus. Southern 
Pomer Company for Appraoal of a' Mechanism io Recover Deprred Fuel Costs Pursuant to Section 4928144, 
Reoised Code, Case:No, 11-4920-EL-RDR; In tlte Matter of the Application ofObia Pamer Qmtpany for Approoal 
of a Mechanism to Recover Deftrrzd FvCd Costs Pursuant to Section 4928.144, Reoised Code, Case'No. 11-4921-
EL-RDR. , ' 
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capadty pricmg mechanism. Subsequentiy, on February 23, 2012, the Commission issued 
an entry oA rehearing in the consoUdated cases, granting rehearing in part. Findmg that the: 
signatory parties to tiie ESP 2 Stipulation had not met tiieir burden of demonstrating that 
the stipulation, as a package, benefits ratepayers and the public interest, as required by the 
Commission's three-part test for tine consideration of stiptilationS, the Coinmissioh re|ected 
the ESP 2 Stipulation. The Comrhissioh diirected 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 appHcation of capacity charges under the approved 
state compensation niechanism established in the present case. 

By entry issued on March 7, 2012, in. the above-captioned case, tiie Commission 
implemented an interim capadty pridng medianism proposed by AEP-Ohib in a motion for 
relief filed on February 27,2012. Specifically, the Commission approved a two-tier capadty 
pricing rnechanism modeled after the one recommended in the ESP 2 Stipulation. Approval 
of the interim capadty pricing mechanism was subject to the clarifications contained in tiie 
Commission's January 23,2012, entry in the cohsoBdated cases, including the clarification to 
include mercantile customers as governmental aggregation customers eligible to receive 
capadty pricing based on PJM's RPM Under ihe two-tier capadty pricing mechanism, the 
first 21 percent of each customer class was entitied to tier-one, RPM-based capacity pridng. 
All customers of governmental aggregations approved on or before November 8,2011, were 
also entitled to receive tier-one, RPM-based capacity pricmg. For all other customers, the 
second-tier charge for capacity was $25.5/megawafr-day (MW-day). In accordance with the 
March 7, 2012, entry, the interhn rate was to remain in effect until May 31, 2012, at which 
point the charge for capadty under the state compensation mechanism would revert to the 
current RPM price m effect pursuant to tiie PJM base residual auction for the 2012/2013 
deHvery year. 

By enfry issued on March 14, 2012, the attorney examiner established a procedural 
schedule, which included a deadline for AEPO)hio to revise or update its August 31, 2011, 
testimony. A prehearing conference occurred on: April 11, 2012, The evidentiary hearing 
commenced on April 17, 2012, and concluded on May 15, 2012, During the evidentiary 
hearing, AEP-Ohio offered the direct testiimony of five wtnesses and tihe rebuttal testimony 
of three witnesses. Additionally, 17 witaesses testified on behaff of various intervenors and 
three witnesses testified on behaff of Staff. 

On April 30,2012, AEP-Ohio filed a motion for extension of tiie interim reHef granted 
by the Commission in the March 7, 2012, entry. By entry issued on May 30, 2012, the 
Commission, approved extension of the interim capadty pricing mechanism through July 2, 
2012. 

Initial briefs were filed by -the parties on May 3,2012, and, reply briefs were filed on 
Mav30,2012. ^ . * 
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n . APPLICABLE LAW 

AEPOhio is an elecfric Hght company as defined by Section 4905.03(A)(3), Revised 
Code, and a public utiHty pursuant to Section 4905.02, Revised Code. AEP-Ohio is, 
therefore, subject to the jiurisdietioh of the Commission pursuant to; Sectioris 4905,04, 
4905.05, and 4905.06, Revised Code. 

In accordance with .Secfa'on 4905.22, Revised Code, all charges for service shall be just 
and reasonable and not more than allowed by law or by order of the Commission. 
Additionally, 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 slates: 

In a state regulatory jurisdiction that has implemented retail 
choice, the FRR Entity must include in its FRR Capacity Plan all 
load, induding expected load growth, in the FRR Service Area, 
notwithstanding the loss of any such load to or among 
alternative retail LSEs, In the case of load reflected in the FRR 
Capadty Plan that switches to an alternative retail LSE, where 
the state regulatory jurisdiction requfres switchmg customers or 
the LSE to compensate the FRR Entity for its FRR capadty 
obligations, such state compensation mechanism, wiH prevail. In 
tiie absence of a state compensation mechanism, the appHcable 
alternative retail LSE shall compensate the FRR Entity at the 
capacity price in the unconsfrained portions of tile PJM Region, 
as determined in aorordance witii Attachment DD to the PJM 
Tariff, provided tihat tiie FRR Entity may, at any time, make a 
filing with FERC imder Sections 205 of tiie Federal Power Act 
proposing to change the basis for compensation to a metiiod 
based on the FRR Entity's cost or such other basis shov»Ti to be 
just and reasonable, and a retail LSE may at any time exercise its 
lights under Section 206 of tiie FPA. 
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m. DISCUSSION AND CONCLUSIONS 

A. Procedural lissues 

1, Motion to Dismiss 

On April 10,2012, as corrected on April 11,2012, lEUOhio filed a motion to dismiss 
this ease. In its motion, lEU-Ohio asserts that the Commission lacks statutory authority to 
authorize cost-abased or formula-based compensation for AEP-Ohio's FRR capadty 
obligations from CRES providers serving retail customers in the Company's service 
territory. On April 13, 2012, AEP-Ohio filed a..inem.orandum in partial opposition to EEU-
Ohio's motion to dismiss. AEPOhio argues tiiat the establishment of wlwlesale rates to be 
charged tO CRES providers for the provision of capadty for resale to retail customers is a 
matter governed by federal law. AEP-Ohio notes, however, that EEUO'hio's untimely 
position in its? motion to dismiss is severely undercut by its previous argumeilts regarding 
Ohio law. AEPOhio furtiier notes that lEU-Ohio requests that the Commission order a 
retum to RPM-based capacity pricing upon concluding that it has no jurisdiction. AEP­
Ohio argues that, if the Comimssiori condudes that it lacks jurisdiction, it must revoke ihe 
state compensation mechanism established in its December 8,2010, entry, revoke its orders 
issued in this case, and leave the matter to, FERC. lEU-Ohio filed a reply to AEP-Ohio''s 
memorandum on April 16, 2012, reiterating its request for dismissal of tiKe case and 
implementation of RPM-based c&pacity pricing. On April 17, 2012, RESA filed a 
rnemorandum confra lEUOhio'̂ ^s motion to dismiss. RES A; contends that the Commission 
has jurisdiction pursuant to its general supervisory powers under Sections 4905.04,4905.05, 
and 4905.06, Revised Code, as well as pursuant to Section 4928.143, Revised Code, to 
establish at state compensation mechanism and that EEU-Ohio's motion is procedurally 
improper and should be denied. 

At the outset of the hearing on April 17,2012, the attorney examiner deferred ruling 
on lEU-Ohio's motion to dismiss (Tr. I at 21-22). Upon conclusion of AEPOhio's dfrect 
case, lEU-Ohio made an oral motion to dismiss the proceeding, asserting that the Compaiiy 
had failed to meet its burden of proof such that tiie Commission could approve the 
proposed capadty charge based on either its authority to set rates for competitive or 
noncompetitive retail electric service, or its authority to set rates pursuant to Section 
4909.16, Revised Code (Xr. V at 1056-1059). Again, the attoriiey examiner deferred ruling on 
the motion (Tr..V at 1061). 

In its brief, lEUOhio argues that the Commission should dismiss this case and 
require AEP-Ohio to reimburse all consumer representative stakeholders for the cost of 
partidpation in this proceeding and 11-346, as such costs were incurred by all consiuner 
representative stakeholders who opposed the ESP 2 Stipulation, with reimbursement 
occurring through a cash payment, lEU-Ohio contends that AEP-Ohio*s proposed capacity 
charge, is unlawful and confrary to the public interest based on the conunon law principles 
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codffied in Chapter 1331, Revised Code, which is knovra as the Valentme Act and governs 
monopolies and anticompetitive conduct lEUOHo asserts that the Valentine Act compels: 
the Commission to reject AEPOhio's anticompetitive schenie to preclude free and 
unrestricted competition among purchasers or Gonstimerg in the sale of competitive 
generation service. According to lEUOhio, if the AEP East Interconnection Agreement 
(pool agreement) and the RAA are agreements having the effect of precluding free and 
unresfricted competition betvv'̂ een the parties to such agreements, ptuchasers, or consumers, 
the agreements are void by operation of Ohio lavr. AEP-Ohio responds that lEU-Ohio urges 
the Commission to rely on a statute that it has no jurisdiction to enforce, noting that 
authorit}'' 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 lu^ustified under the drcumstances of this case, unsupported hy ariy 
statute or rule, and should be denied. 

The Commission agrees with AEPOhio that it has no autihority witii respect to 
Chapter 1331, Revised Code. However^ the Commission finds that it has jurisdiction to 
establish a state compensation mechanism, as addressed further below. lEU-OHo's motion 
to dismiss this proceeding is, therefore, witiiout merit and should be denied. In addition, 
lEUOhio's request for reimbursement of its Htigation expenses is unfounded and should 
likewise be denied. 

2. Motion for Permission to Appear Pro Hoc Vicelnstanter 

On May 9, 2012, as supplemented on May 14, 2012, a motion for permission to 
appear pro hac vice instantet on behaff of AEP-Ohio was filed by Derek Shaffer. No 
memoranda confra were: filed. The Commission finds that tiie motion for permission to 
appear pro hac viceinsUinter is reasonable and should be granted. 

B, Substantive Issues 

The key substantive issues before the Commission may be posed as the foUosving 
qnestions: (1) does the Cozmnission have jurisdiction to establish a state compensatioii 
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 tiie resulting compensation he for AEP-Ohio's FRR capacity 
obligatioris. In addressing this final question, there axe a number of related issues to be 
considered, including whether there should be an offsetting energy credit, whether AEP­
Ohio's proposed cost-based capadty pricing-mechanism constitutes a request for recover)' 
of stranded generation investinent, and whether OEG's alternate proposal should b^ 
adopted by the Commission. 

1. Does the Commission have jurisdiction to establish a state 
compensation mechanism? 
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a. AEPOhio 

Article- 2 of the RAA provides that the RAA's purpose is "to ensure that adequate 
Capacity Resources, including planned and Existing Gerieratioh Capacity" Resources, 
planned and existing Demand Resources, Energy Efficiency Resources, and Jlnterruptible 
Load for ReliabUityJ will be planned and made available to provide reHable service to loads 
within the PJM Region, to assist otiier Parties during Emergencies and to coordinate 
planning of such resources consistent with the ReliabiHty Principles and Standards." It 
further provides tiiat the RAA should be implemented "in a manner consistent with tiKe 
development of a robi;^t competitive marketplace," Under Section 7.4 of the RAA,, "[a] 
Parfy that is eligible for the [FRR] Alternative may satisfy its obligations hereunder to 
provide Unforced Capacity by submitting and adhering to an FRR Capacity Plan." 

In accoi'dance with the RAA, AEP-Ohio elected to opt out of participation in PJM's 
RPM capadty market and instead chose to become an FRR Entity that is obHgated to 
provide sifffident capadty for all connected load, induding shopping load, in its service 
territory. AEP-Ohio wiU remam 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 
resoiuCes exist -svithin its footprint during this titneframe. Under the RAA, the default 
charge for providing this service is beised on PJM's RPM capacity auction prices. According 
to AEP-Ohio, due to the decrease in RPM auction prices as reflected below and the onset of 
re-fail shopping in tiie Company's service territory in 2010, the adverse financial impact on 
the Company from supplying C R ^ providers with capacity at prices below cost has 
become significant. 

PJM DeHveiy Year 

2010/2011 

2011/2012 

2012/2013 

2013/2014 

2014/2015 

$/KfW-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 

$53.71 

$153.89 

*BRA adjustedfor final zonal capacity price, scaling factor, fojecast pool reqtuiemen^ and lossess 
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As a result, AEPOhio made the decision to seek approval, pursuant to tiie RAA, to coUect a 
cost-based capadt}^ rate from CRES providers. In its FERC fUing, 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 iauction price as the state compensation mechanism for 
AEPOhio's FRR capacity obligations. Subsequentiy, FERC rejected AEP-Ohio's proposed 
formula rate in Hght of the state compensation mechanism. 

AEP-Ohio asserts that, because FERC has jxirisdiction over wholesale electric ra t̂es 
and state commissions have jurisdicfiori over retail rate matters, it is evident that the 
reference to a state compensation mechanism in Section D.8 of Schedule 8.1 of tiie RAA 
contemplates a retail, not a wholesale, capadty pricing mechanism. AEP-Ohio beHeves that 
the provision of generation capacity to CKE3 providers is a wholesale fransaction that falls 
within the exclusive ratemaking jurisdiction of FERC. ffi its brief, AEP-Ohio states that the 
purpose of this proceeding is to eStabHsh a wholesale capadty pricing mechanism and that 
retail rates cannot change as a result of this case. AEP-Ohio notes that intervenors 
universally agreed that the compensation paid by CRES providers to the Compan^r for its 
FRR capadty obHgations is wholesale in nature (Tr. IV 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 
Corrunission lacks statutory authority to approve a cost-based rate for capacity available to 
C R E S providers serving retail Customers in AEPOhio's service territory. lEUOhio argues 
that, ff the Commission concludes that the provision of capacity to CRES providers is 
subject to the Commission's economic regulation jurisdiction, it must determine whetiier 
the service is competitive or noncompetitive. lEUOhio notes that generation service ^ 
classffied ,sts. a competitive service under Section 4928.03, Revised Code. lEU-Ohio 
emphasizes that nO party has claimed that capadty is not part of generation service,: lEU­
Ohio asserts tiiat, 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, 
49^.142, and 4928.143, Revised Code, which pertain to the estabHshment of an SSO. lEU­
Ohio notes that these sections contain Various substantive and procedural requirements that 
must be: satisfied prior to tihe lawful establishment of an ^ O , none of which has been 
satisfied in the present case, which precludes the Commission from considering or 
approving AEPOhio's proposed cost-abased capadty pricing mechanism. lEU-Ohio adds 
that Section, 4928.05^ Revised Code, prohibits the Commission from regulating competitive 
retail elecfric service under its fraditior^ cost-based ratemaking authority contadned in 
Chaptef 4909, Revised Code. lEU-Ohio continues that, ff the provision of capacity is 
nevertheless deemed a noncompetitive service, the Commission cannot approve AEPr-
Ohio's proposed capadty pricing mechanism because the Company has failed .to satisfy any 
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of the statutory requirements found in Chapter 4909, Revised Code. EEU-Ohio also argues 
that AEP-Ohio has failed to satisfy the requfremente of̂  Section 4909.16, Revised Code, 
which must be met before the Commission cart authorize a rate increase to avoid,fimandal 
harm. Finally, lEU-Qhio 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-Ohia contends that AEP-Ohio has not met the burden of proof that would 
apply pursuant to Section 4909.16,4909.18, or 4928,143, Revised Code, 

RESA and Direct Energy Qointiy, Suppliers) airgue tiiat the Commission has authority 
imder state law to establish the state compensation mechanism. The Suppliers contend that 
the Comrnission, pursuant to its general supervisory authority contained within Sections 
4905.04,4905.05, and 4905.06, Revised Code, niay initiate investigations to review rates and 
charges, as it has. done in this case to consider AEP-Ohib's capadty pridng mechanism for 
its FRR obligations. I he SuppHers point out that, in the December 8, 2010, entry, the 
Commission eveii referenced those sections and noted that it has the authority to supervise 
and regulate aU pubHc utilities within its, jmisdiction. Additionally, tiie SuppHers believe 
that tiie Commission may establish the state compensation mechanism pursuant 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 iSP. The Suppliers also assert that the 
provision of capadty is a retail electric service, as defined' hy Section 4928.01(A)(27), Revised 
Code, given that it is a service arranged for ultimate consumers in this state. 

In response to the SuppHers, lEU-Ohio argues that the ComOiission'si general 
supervisory authority does not provide it with unlimited powers to approve rates. lEU­
Ohio further disputes tiie SuppHers' claim tiiat Section 4928143(B)(2)(d), Revised Code, 
offers another statutory basis upon which to approve capacity pricmg for CRES providers, 
noting, aoiong other reasons, tihat 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 Comni., 85 Ohio St.3d 87, 
88 (1999). Thus, as an initial matter, the Cornmission must determine whether tiiere: is a 
statutory b^ i s under" Ohio law upori which it may rely to ^tablish a state compensation 
mechanism. As we noted in title December 8, 2010, enfry. Sections 4905.04, 4^5.05, and 
4905.06, Revised Code, grant the Commission authority to supervise and regulate all pubHc. 
utilities within its jurisdiction. We further noted that AEP-Ohio is an elecfric Hght company 
as defined iri Section 4905.03(A)(3), Revised Code, and a public utiHty as defined in Section 
4905.02, Revised Code, and, as such, is subject to the jurisdiction of the Conunission, We 
affirm our prior finding that Sections 4905.04,4905.05, and 4905.06, Revised Code, grant the 
Commissxon the necessary statutory authority to establish a state compensation mechanism. 
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lEU-Ohio contends that the Commtesion must determine whether capacity service is 
a coinpetitiVe or noncompetitive retail elecfric service pursuant to Chapter 49^ , Revised 
Cod.e. Section 4928.05(A)(1), Revised Code, provides that competitive retail electric service 
is, to a large extent, exempt from supervisioii and regulation by the Commission, including 
pursuant to the Commission's general supervisory authority contamed in Sections 4905.04, 
4905.05, and 4905.06, Revised Code. Section 492$.05(A)(2), Revised Code, provides that 
noncompetitive retail electric service, on the other hand, generaUy remains subject to 
supervision and regulation by the Commission. Prior to determining whether a retail 
electric service is competitive or noncompetitive, hov^ever, we must first confirm that it is 
indeed a retail elecfric service. Section 4928.01(A)(27), Revised Code, defines a retail electric 
service as "any service involved in supplying or arranging for tiie supply of elecfridty to 
ultimate cohsumers: in this state, from the point of generation to the point of coiisumption," 
In this case, the elecfric service in question (i.e., capadty service) is provided by AEPOhio 
for CRES providers, with CRES providers compensating the Company in return for its FRR 
capiadty obHgations, Such capacity service is not provided directiy by AEP-Ohio to retail 
customers. (AEP-Ohio Ex. 101 at l l ; Tr. I at 63.) Altihough the capacity service benefits 
shoppmg customers in due course, they are initially one step removed from the transaction, 
which is more appropriately characterized as an infrasfate wholesale matter between AEP­
Ohio and each CRBB provider operating in the Company's service territory. As AEP-Ohio 
notes, many of the parties, mcluding 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 that the provision of capacity for C R ^ providers 
by AEP-Ohio, pursuant to the Company's FRR capacity obHgations, is not a retail electric 
service as defined by Ohio law. Accordingly, we find it unnecessary to determine whether 
capacity service is considered a competitive or noncompetitive service under Chapter 4928, 
Revised Code. 

The Commission recognizes that, pursuant to, the FPA, elecfric sales for resale and 
other wholesale fransactions are generally subject to tihe exclusive jurisdiction of FERC. In 
this case, however, our exercise of jurisdiction, 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 tiie RAA was signed on its behaff by AEPSC.^ Section b.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 esfeiblished, prevails over the other compensation methods 
that are addressed in that sectioit Additionally, FERC has found that -the RAA does, not 

In its Older rejecting the FERC ffling, FERG iioted its approval of the KAA pursuant to a setflettient 
agreement. American. Ekctrio Power Savice Corporation, 134 FERC | 61,039 (2011), dting. PJM 
Interconnection, L L C , 117 FERC f 61,3$l(pm6), order on. reh'g, 119 ¥ElLC%61^1&,reh'gd£m£d, t i l FERCf 
61,173 (2007), affd sub nom. Pnb. Sew., Eke & Gas Co. v. FERC, D.C Circmt Case. No. 07-1336 (March 17, 
2009) (oriiiublished); FERC also noted that the RAA was volontarily signed oil behalf of AEP-phio,. 
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permit AEPSC to change the state compensation mechanism In fact, JEERC rejected 
AEPSC's proposed formula rate, ^ e n the 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, AEPOhio notes that it recentiy declared that it will not continue 
its; status aŝ  an FRR Entity and instead will fully partidpate in the EPM capacity market 
auctions, beginning on June 1, 2015, which is tiie earliest possible date on wWch to 
frahsition from an FRR Entity to a fuU partidpant in the RPM capadty market. AEP-Ohio 
points out that this development narrows the scope of this proceisdmg to establishing a 
three-year fransitional, rather than permanent, form of compensation for its FRR capacity 
obHgations. 

AEP-Ohio argues that if is entitied to, fuff compensation for the capadty that it 
supplies to C R ^ providers pursuant to its FRR obligations. Specifically, AEP-OMo 
contends that Section D.8 of Schedule 8.1 of the RAA grants tiie Company the right to 
establish a rate for capadty that is based on cost. AEP-Ohio notes that, by its plain 
language, the RAA allows 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 challenges the Cominission's discretion under the RAA to establish cost-based 
capacit)^ 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.Capadty rate of $355.72/MW-day advances state 
poHcy oi^ectives enumerated in Section 4928.02, Revised Code, as well as the Commission's 
objectives: in tihis proceeding of promoting alternative competitive supply and retail 
competition, while also ensuring the Company's abiHty to attract capital investment to meet 
its FRR capadty obHgations, which were set forth by the Commission in response to the 
FERC filing (OEG Ex. 101 at 4), With respect to promoting alternative Competitive supply 
and retail competition, AEPOhio asserts that the Commission's focus shouId.be on fafrness 
and genuine competition, rather than on tiie mamffacture of artificial competition through 
subsidization. AEP-Ohio bdieves that, because shopping wiH stiff occur and CRES 
providers will stiff realize a significant margin at the Company's proposed rate (Tr, Xl at 
2330-1^33), the rate is consistent with the Commission's first objedive. AEP-Ohio also 
beHeves that its proposed rate satisfies the Commission's second objective of ensuring the 
Company's abilit}f to atfract capital investment to meet its.FRR capadty obligations. AEP­
Ohio contends tihat its proposed rate would enable the Company to continue to atfract 

•7 American Etectric.Power Service CorporaUon, 154: PBRC.'f 61,039 {lOli).. 

http://shouId.be
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capital and satisfy its FRR capadt}? obligations without harm to the Company, while 
providing customers with reliable and reasonably priced retail electric sersdceas required 
by Section 4928.02, Revised Code. AEP-Ohio .argues tihat cost-based capacity pricing would 
encoiuage investinent in generation in Ohio and thereby increase retail reHability and 
affordability, as well as adequately compensate the Company for its capacity obligations as 
an FRR Entity. 

AEP-Ohio contends that, during the period in which it remains an FRR Entitj^, RPM-
based capacity pricing is not appropriate. As an FRR Entity, AEP-Ohio notes that it does 
not procure capadt}'- for its load obHgatiohs m 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 pomts out that, under such cfrcxunstances, its auction 
partidpation is liinited to 1,300 MW. (AEP-Ohio Ex, 105 at 8; Tr. Iff at 661-662.) AEP Ohio 
argues that, as an FRR Entity, it would not recover its capadty costs, ff capacity pricing is 
based on RPM prices, and the difference is not m^de up by its SSO customers (Tr. I at 64), 
AEP-Ohio ihaintains that, because its obHgations as an FRR Entity are longer and more 
bmdmg reHabilit}'- obHgations than a CRES provider's obHgations as an alternative LSE, an 
RPM-based price for capadty would not be compensatory or allow 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 (Tr. ff at 243). According to AEP-Ohio, 
RPM-based capacit)'- pricing would also give CRES providers an unfair advantage over the 
members of the pool agreement, which pifrchase capacity based on embedded costs (Tr. I at 
59-60), and discrimmate against non-shopping customers. 

Additionally, AEPOhio claims that RPM-based capadty pricing would cause 
substantial, confiscatoiy financial harm to the Company. According to AEP-Ohio witness 
Allen, tihe Company would earn a retum on equity of 7.6 percent in 2012 and a return. On 
equity of 2.4 percent in 2013, with a $240 mfflion decrease in earnings between 2012 and 
2013, ff RPM-based capacity pricing is adopted (AEP-Ohio Ex. 104 at 3-5, Ex. WAA-l; Tr. Iff 
at 701). 

Finally, AEP-Ohio notes that RPM-based capacity pricing is, inappropriate because it 
would constitute an illegal 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 tiie form of the prevailing RPM rate in the 
unconsfrained region of PJM. Staff opposes the Company% request to establish a capacity 
rate that is significantiy atx)Ve the market rate. Staff notes that other investor-owned 
utilities in Ohio charge CRES providers RPM-based capacity pricing and that such pridng 
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should, therefore, also be appropriate for AEPOhio. Staff furtiier notes that the evidentiary 
record does not support AEP-Ohio's proposed capacity pricing of $355,72/MW-day. 

c. Inten^enois 

AH of the interveners in this case agree that tiie Commission should adopt RPM-
based capacity pricing as the state compensation mechanism. Many of the mtervenors note 
that AEP-Ohio has used RPM-based capacity pricing since 2007, vrithout mcturing financial 
hardship or compromismg Service reHabiffty for its customers. They further note that AEP­
Ohio will continue to use RPM-based capacit}'' pricing, at ihe Company's ovwi ejection, 
beginning on June 1, 2015. They believe, therefore, that the Commission should adopt 
RPM-based capadty pricing as the state compensation mechanism for the intervening three-
year period for numerous reasons, includingf or the sake of competition and continuity. 

FES argues tiiat RPM-based capacity pricing iŝ  the proper state compensation 
medianism for AEP-Ohio, VES contends that a market-based state compensation 
meehariism, specifically one that adopts tihe RPM price as the best indicator of tbe market 
price for capacity, is required because Ohio law and poHcy have established and promoted 
a competitive market for elecfric generation service;- RPM-based pridng is supported by 
sound economic principles and avoids distorted incentives for CRES providers; and AEP­
Ohio's return on equity is more than sufficient under RPM-based pricing, given that the 
Company's analysis is based on unrealistic shopping assumptions. F K adds that, even ff 
cost-based pricing were appropriate^ AEP-Ohio has drairiatically overstated its costs. WS 
argues that AEP-Ohio's proposed capadty pricmg mechanism is not based on the costs 
associated with the capacit)'̂  provided fay AEP-Ohio to Ohio customers; includes ail costs, 
rather than jtist those avoidable costs that are relevant in economic decision making; 
includes sfranded costs that may nol be recovered under Ohio law; and fails to mclude an 
appropriate offset for energy sales. FES notes that, if the Commission were to allow AEP­
Ohio to charge CRES providers any rate other than the RPM-based rate, the Company 
would be the only capacity suppHer in PJM that could charge shopping customers its full 
embedded costs for generation, which, accordirig to FES, is a concept tiiat is not found 
within the RAA, whereas there are numerous provisions referring to "avoidable costs." 

FES beHeves that .AEPOhio's proposed capadty pridng would predude customers 
from receiving the benefits of competition. Specifically, FES argues that competition is state 
law and policy, and benefits customers; AEPOhio's price of $355.72/MW-day would harm 
competition and customers; arid its proposed price wotlld provide improper, anti­
competitive benefits to Ae Company. 

lEU-Ohio contends that AEP-Ohio has failed to demonsfrate tiiat its proposed 
capadty pricing mechanism is just and reasonable, as required by Section 4905.22, Revised 
Code. lEU-Ohio asserts that RPM-based capacity pticing is the appropriate market pricing 
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for capacity. lEUOhio beHeves that RPM-based capadty pricing is consistent with state 
pohaf,' whereas AEP-Ohio's proposed capacity pridng mechanism would imlawfully 
subsidiz^e tiie Company's position with regard to the competitive generation busines<3, 
confrary to state poKcy. lEU-Ohio notes that neither AEP-Ohio's status as an FRR Entity 
nor the pool agreement is a basis for the Company's cost-based capadty pricing mechanism 
nEU-Ohio points out that AEPOhio used RPM-based capadty pricmg from 2007 through 
2011, dtiring which time the Company was an FRR Enti^'- 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 t̂he capadty price paid by 
SSO customers, contrary to state law. lEUOhio further notes tiiat AEP-Ohio has not 
identified the capadty component of its SSO rates and that it is tiius impossible to 
determine whether the proposed capadty pricing for CRES providers would be comparable 
to the capacity component of its SSO rates. (EEU-Ohio Ex: 102A at 29-32, Ex. KMM-10.) 
Regardless of the method by which the capacity pricing mechanism is established, lEU­
Ohio r^uests that ABP-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. lEU-Ohio contends 
that this infomiation is necessary to ensure that capacity compensation is being properly 
applied to shoppingandnon^shoppingcustomers. (lEU-Ohio Ex. 102Aat33-34.) 

The Suppliers argue that a capadty rate based on AEP-Ohio's embedded costs is not 
appropriate under the plam 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 filing at 
FERC under Section 2Q5 of the FPA, but only if there is no state compensation mechanism in 
place. The Suppliers 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 the 
avoided cost rate. The SuppHers dso riote that aff owing AEP-Ohio to recover its embedded 
costs would grant the Company a higher retum on equity (12.2 percent in 2013) than has 
been allowed for any of its affiHates 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 tihat AEP-Ohio's proposed cost-based capacit}'̂  pricing mechanism 
would preclude CRES providers from making attractive offers, could result in shopping 
customers subsidising non-shopping customers> and would destroy Ohio's growing 
competitive retail elecfricity irmrket 

The SuppHers also beHeve 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 aff shoppmg customers, TheSuppliers argue that the RPM price is the most fransparent, 
market-based price for capadty, 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 annual or the average 
RPM price for the next tiiree PJNl plannmg years as the price that AEP-Ohio can charge 
CRES. providers under the state compensationinechanism for its FRR capacity obligatiohs. 
OEG notes tiiat use of the three-year average RPM priceof $69.20/MW-day would friitigate 
some of the financial impact on AEP-Ohio from fluctttating future RPM prices and ease the 
Company's fransition out of FRR status. OEG adds that the two-tier capacity pricing 
mechanism shotlld not be continued and that a single price should be charged for all CRES 
providers. OEG notes tiiat its position in this case has been guided by the Commission's 
twin goals, i s expressed to FERC, of promoting competition, whffe also eiisuring that AEP­
Ohio has the necessary capital to maihtam reHabiffty. OEG beHeves that AEP-Ohio's 
proposed.capacity pricing.mechaniism represents a drastic departure from past precedent 
that Would deter shopping and tmdermme the benefits of retail competition, which is 
confrary to the Commission's goal of promoting, competition. With r^pect to OEG's 
position that a, three-Vear RPM price average could be used, AEP-Ohio notes tihat tihe 
concept was raised for ihe 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 capadty pridng as the state compensation mechanism, AEP-Ohio has the burden, as 
the entity challenging the state compensation mechanism, of ^proving that it is, unjust and 
unreasonable, OMA and OHA further assert that AEP-Ohio has failed to sustain its burden. 
OMA and OHA beHeve 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 demonstrated that'RPM-based capacity pricmg would cause substantial financial harm 
to the Company. OMA arid OHA note that AEP-Ohio's projections are based on unrealistic 
and unsubstantiated shoppmg assumptions, with 65 percent of residential customers, 80 
percent of conMuerdal customers, and 90 percent of industiiai customers switching by the 
end of 2012 (AEPOhio Ex. 104 at 4-5). OMA and OHA believe that RPM-based capadtj^ 
pricmg would not impact AEPOhio's ability 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 capadty (lEUOhio 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 substantiaffy harm customers and CRES 
providers and violate state pbhcy, as it would significantly resfrict the abiHty of customers 
to shop and enjoy savings; would unfafrly 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 ecoriomic development and recovery efforts.: OMA and OHA urge 
the Commission to ensure that aff-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 stimulate and sustain economic growth. 
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OCC contends, tihat AEP-Ohio's proposed capadty pridng mechanism: should be 
rejected because i t is confrary tô  the plain language of the RAA, which provides that, ff a, 
sta.te compensation mechanism exists, its pricing prevails. According to OCC, the 
Commission established RPM-based capacity pricing as the state compensatiori mechanism 
in ife December 8,2010, entry, OCC notes tihatFERC has afready rejected AEPSCs attempt 
to estabHsh a formula rate for capacity in Ohio in light of the Commission's adoption of 
RI '̂M-based capacity pricing as the state compensation mechanism. OCC further notes that 
AEP-Ohio's proposed capadty pricing medianism is inconsistent with, economic efficiency 
and confrary to state poHcy. 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 light of the fact that AEP-Ohio has historically 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 AEPOhio's proposed capacity pricing mechanism does not promote 
competition and would prevent smaff busmess ov^mers from taking advanta:ge of 
MstoricaHy low market prices over the next several years. NFIB beHeves that AEP-Ohio 
Would earn a healthy return oh equity under RPM-based capacity pridng and that the 
Company has failed to establish how it would be better equipped to fransition to the RPM 
market, ff its cost-based pridng mechanism is approved. 

Dominion Retail recommends.that fiie Commission continue to employ RPM-based 
capadty pridng as the state compensation mechanism, as market-based pricing is 
fundamental to the development of a robust competitive market in :AEPOhio's service 
tetritory. According to Dominion Retaff, RPM-based capadty pricing would not requfre 
AEP-Ohio, shareholders, or SSO customers to subsidize, CRES providers, as the Company 
contends. Dominion Retail notes that AEP-Ohio proposed cost-based capad^'; 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 Retail adds that AEP-Ohio's underlymg motivation is to consfrain 
shopping and that allowing the Company to charge a cost-based capadty rate isvould be 
confrary to the state poHcy of promoiing competition. Dominion RetaLl argues that Ohio 
law does not require that capacity pricmg be based on embedded ccsts. Dominloh Retail 
points out that AEP-Ohio's status as aii FRR Entity does: hot mean that the. state 
compensation mechanism must be based on embedded coste. Dominion Retail notes that 
Duke Energy Ohio, Inc. will also be an FRR Entity until mid-2015, and that it nevertheless 
uses RPM-based capadtj? pridng. Dominidn Retail further notes that Amended Substitute 
Senate Bill No. 3 (SB 3) eliminated cost-of-servicelaased ratemaking for generation service. 
Dominion Retail asserts that AEP-Ohio is unrealistic in. assuming that CRES providers 
Would be able to compete successfuUy ff AEP-Ohio''s proposed capacity pricing is adopted. 
Dominion Retail points out that e\^en AEP-Ohio witness Allen agrees tihat the Company's 
ptoposed. capacity pricing wottid stifle competition in the residential market (Tr. ffl at 669-
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670). PinaUy, Ddminion Retail points out that AEP-Ohio's proposed cost-based capacity 
pricing mechaiusm.i$ nowhere near tihe Company's capadty 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 Retail contends that this fact demonsfrates AEP-
Ohio^s willingness to provide capadty 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 pridng. 
Hie Schools argue that, ff AEP-Ohio's proposed capacity pricing mechanism is adopted, the 
rate would likely be passed through to the Ohio schools that are served by CRES providers, 
and that these schools would suffer rate shock in violation of ^ t i o n 4928.02(A), Revised 
Code (Schools Ex. 101 at 9). Additionally, tihe Schools believe that Ohio schools that do not 
currentiy receive generation service irom a CRES provider would be deprived of the 
opportunity to shop, in violation of Section 4928.02(G), Revised Code (Schools Ex. 101 atlO-
11). FmaUy, the Schools contend that approval of AEP-Ohio'a proposed capacity pricing 
mechanism xvould likely result in cuts to teaching and staff positions, materials an,d 
equipment, and programs, in violation of Section 4928.02(N), Revised Code (Schools Ex. 101 
at 10). 

Duke also contends that the Commission should adopt RPM-based capadty pricing 
as the state compensation mechanism, which, is consistent with state poHcy 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 obHgations, ff there is no state 
compensation mechanism in place. According to Duke, neither the RAA nor Ohio law 
grants AEP-Ohio the right to recover ite embedded costs. Duke notes that, under Ohio law, 
capacity is a competitive generation service that is not subject to cost-based ratemaking. 

Exelon and ConsteUation assert that, ff AEPOhio's proposed capadty pricing 
mechanism is approved, retail competitioii in the Company's service territory will be stifled 
and customers will bear the cost. Exelon and. ConsteUation cite nuraetous reasons 
supporting their, positifon that AEP-Ohio's proposal should be rejected ixi favor of RPM-
based capacity pricing: Ohio law does not requfre that the sta:te compensation mechanisih 
be based on cost; AEPOhio's status as an FRR Entity does not entitle i t to Cost-based 
capadty pricing; AEP-Ohio, even as an FRR Entity, could have elected to participate in the 
RPM auction for 2014, ratiher than seff-supply more expensive capacity, putting its own 
intereste above those of customers; RPM-based capacity pridng is consistent with state 
poHcy: promoting the development of c-ompetitive markets> whereas the Company's 
proposal is not; the Company should not be allowed to unilaterally apply better-of-cost-or-
market pricing; CRES providers are captive to AEP-Ohio, given the requirement titet 
capacity be committed more than tihrfee years in advance of delivery; OhiO: law requires 
comparable and nondiscriminatory access to CRE' and RPM-based,.Capacity pridng is used 
thiroughout 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 arbitrary estimate, of the Company's Cost of 
service for capadty and, in any event, SB 3 eltminated fuff cost-of-service analysis. Exelon 
and Constdlation note that 11-346 is the proper fprum in which to determine whether AEP­
Ohio requfres protection to maintain its financial integrity. Exelon and ConsteUation 
fiiither note that they would support reasonable rneasures that comport wfh a timely 
transition to a fully competitive market and resolution of related issues in 11-346, ff such 
measures are shmvn to be necessary. 

IGS contends that RPM-based capacity pricing is the dear choice over AEP-Ohio's 
pl:oposed capacity pridng mechanism. IGS points out that RPM-based capadty pricing 
akeady exists, was neufrafly created, appHes all Over the region, is market-based, is 
nondiscriminatory, and provide 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 tihis case only, 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 capadty pricmg fuffy comports with 
Ohio law in that it is market-based pricing and would support the contmued development 
of Ohio's competitive market; would avoid, subsidies and discriminatory pricing would 
assure adequate resources are available to provide stable electric service; and would avoid 
any legal problems associated w t h extending the fransition to competition. IGS asserts that 
AEP-Ohio's proposed capadty pricing wOuldbe confrary to Ohio law in that it would harm 
the development of competition; result in anticompetitive subsidies; and violate Ohio's 
transition laws. IGS also notes that AEPOhio's justifications for recovering embedded costs 
are refuted by the evidence and disregard state poHcy. IGS contends that RPM-based 
capacity priding does not raise reliabiHty concerns Or subsidize CRK providers. IGS argues 
that AEP-Ohio has a fundamental disagreement with state poHcy. IGS notes that. AEP­
Ohio's judgment as to the vsrisdom of state poHcy is frrelevantr given that it has been 
eodffied by the General Assembly and must be effectuated by the CoihmissiOn. 

FinaUy, Kroger asserts that the most economicaUy efficient price and the price that 
AEP-OHo should be required to charge CRES providers for capacity is the RPM price. 

d. Conclusion 

InitiaUy, the Commission notes that a state compensation mechanisna, as referenced 
in the RAA, has teen in place for AEP-Ohio for some time 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 AEPOhio's requests for mterim; relief. No party appears 
to dispute, at least in this proceeding, that the Commission has adopted a state 
compensation mechanism: for AEP-Ohio. 
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Given that there is, and has continuaHy been, a state compensatibn mechanism in 
i?lace for'AEP-Ohio from the beginning of this proceeding, the issue for our consideration is 
whether the state compensation mechanism, ort a going-forv^'ard basis, must or should be 
modified such that i t is based on cost. AEP-Ohio contends that the state compensation 
mechanism must be amended so tihat 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 in the December 8,2010, entry. 

Pursuant to Section 4905.22, Revised Code, aU charges for service shaU be just and 
reasonable and not more tihan aUowed by law or by order of the Commission. In this Case, 
AEP-Ohio asserts that its proposed compensation for its FRR capadty obHgations is just and 
reasonable and should be adopted by the Commission, SpedficaHy, AEP-Ohio asserts that 
its proposed cost-based capadty pricing is consistent with state poHcy, wHl promote 
alternative competitive supply and retaU competition, and will ensme the Company's 
abiHty to atfract capital investment to meet its FRR capacity obHgations. All of the 
intervenors and Staff, on the other hand, recommend that market-based RPM capacity 
pricing should be approved as the state compensation mechanism for AEP-Ohio. As 
discussed above, there is a general consensus among these parties tihat RPM-based capadty 
pricing is just and reasonable, easHy implemented and understood, and consistent with 
state policy. Staff and interveners further agree that RPM-based capadty pridng wiU. ftfffiU 
the Commission's stated goals of both promoting competition and ensuring that AEP-Ohio 
has the required capital to mamtain service reHabffity. 

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 found in 
Sections 4905.04, 4905.05, and 4905.06, Revised Code. We further find, pursuant to our 
regulatoty authority imder Chapter 4905, Revised Code, as weU as Chapter 4909, Revised 
Code, that It is necessary and appropriate to estabHsh a cost-based state compensation 
mechanism for AEP-Ohio, Those chapters requfre tihat tihe Commission use fraditional rate 
base/rate of return regulation fo approve rates that are based on cost, ^tith the ultimate 
objective of approving a charge that is just artd reasonable consistent with Section 4905.22, 
Revised Code. Although Chapter 4928, Revised Code, provides for market-based pricmg 
for retail electric generation service, those provisions do not apply because, as we noted 
earHer, capacity is a wholesale rather than a retail service. The Commission's obligation 
under fraditional rate regulation is to ensure that tihe jurisdictional utiHties 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 tiiat the record indicates that the RPM-based price for capadty has 
decreased greatiy since the December 8, 2010, entry was issued, and that the adjusted RPM 
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rate currentiy m effect is substantiaHy below aU estimates provided by the parties regarding 
: AEPOhio's cost of capacity (AEPOhio Ex. 102 at 2 1 22; FES Ex. 103 at 55; Staff Ex. 105 at 
Ex. ESM-4). The record further reflects that, if RPM-based capacity pridng i& adopted, AEP­
Ohio may earn, an unusuaffy low return on equity of 7.6 percent in 2012 and 2.4 percent in 
2013, with a loss of $240 mfflion between 2012 and 2013 (AEP-Ohio Ex. 104 at 3-5, Ex, WAA-
1; Tr. Ill at 701). In short, tiie record reveals that RPM-based capacity pricing would be 
irisuffitient to yield reasonable compensation for AEP-Ohio's provision of capadty to CRES 
providers in fulfillment of its FRR capadty obHgations, 

However, the Commission also recognizes that RPM-based capacity pricing wiU 
further the developrnent of competition in the market (Exelon Ex, 101 at 7; OEG Ex. 102 at 
11), which is one of our primary objectives m this proceeding. W'̂ e believe that RPM-based 
capacity pricing wUl stimulate true competition among suppHers in AEP-Ohio's service 
territory. We also beHeve that RPM-based capacity pricing will facilitate AEP-Ohio's 
frarisition to fuU partidpation In the competitive market, as weU as incent shopping. RPM-
based capadty pricing has been used successfully throughout Ohio and the rest of the PJM 
region and puts electric utffities and CRES providers on a level playing field (FES Ex, 101 at 
50-51; FES Ex. 102 at 3), RPM-based capadty pricing is thus a reasonable means of 
promoting shopping in. AEP-Ohio's sendee territory and advancing the state policy 
objectives of Section 4928,02, Revised Code, which the Commission is requfred to effectuate 
pursuant to Section 4928.06(A), Revised Code. 

Therefore, with the intention of adopting a state compensation mechanism that 
achieves a reasonable oufcome for aU stakeholders> tile Commission dfrects that the state 
compensation mechanism shaUbe based on the coste incurred by the FRR Entity for ite FRR 
capacity obHgations, as discussed ftutiher in the foUowing section. However, because the 
record in this proceeding demonsfrates tihat RPM-based capadty pricmg wiU promote retail 
elecfric competition, we find it necessary to take appropriate measures to facilitate this 
important objective. For that reason, the Commission dfrecte AEPOhio to charge CRES 
providers tihe adjusted final zonal PJM RPM rate in effect for the rest of the RTO region for 
the current PJM deHvery year (as of today, approxirnatdy $20/MW-day), and with the rate 
c h a n ^ g annually on June 1,2013, and June 1,2014, to match the then current adjusted final 
zonal PJM RPM rate in the rest of the RTO region. Further, tihe Commission wiff authorize 
AEP-Ohio to modify ite accounting procedures, pursuant to Section 4905.13, Revise:d Code, 
to defer incinred capacity posfe not recovered from CRES provider biUings during the WP 
period to the extent that the total mcurreti capadty costs do not exceed the capacity pricing 
that we approve below. Moreover, tihe Commission notes that we will estabHsh an 
appropriate recovery mechanism lor such deferred coste and address any additional 
fiiiancial considerations in the 11-346 proceeding. We also find that AEP-Ohio should be 
authorized to collect carrying charges on the deferral based on the Company's weighted, 
average cost of capitel, until such time as a recovery mechanism is approved in 11-346, in 
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order to ensure that the Company is fuUy compensated. Thereafter, AEP-Ohio shoiffd be 
autiiorized to coUect carrying dharges at ite long-term cost of debt, 

AdditionaUy, the Commission dfrecte that the state compensation meiChanism that 
we approve today shall not take effect until ovx opinion and order is issued m 11-346, or 
until August 8> 2012, whichever is sooner. Until that time, the mterim capacity pricmg 
mechanism that we approved on March 7,2012, and extended on May 30,2012, shaff remain-
in place. In further extending the interim capacity pridng mechanism, we recognize that 
11-346 and the present proceedmg are intricately related. In fact, AEPOhio has put forth an 
entfrely different capacity pridng mechanism in 11-346 as a component of its proposed ESP. 
Although this ease 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 betiveen the two proceedings". For that reason, we. find that the state 
compensation mechanism approved today should become effective tviffi the issuance of our 
order in 11-346, which wUl address AEP-Ohio's comprehensive rate package, mduding ite 
Capacity pridng proposal, or August 8,2012, whichever occurs first 

W$ note that the state compensation mechanism, once effective, shaff remam in effect 
until AEP-Ohio's fransition to full participation in the RPM market is complete and the 
Company is no longer subject to ite FRR capacity obHgations, which is expected to occur on 
or before June 1,2015, or until otherwise dfrected by the Commission. 

The Commission beHeves that the approach that we adopt today appropriately 
balances our objectives of enabling AEPOhio to recover ite costs for capacity incurred in 
fuffiUing its FRR capadty obligations, while promoting the further development of retaff 
competition in the Company's service territory. 

3. What should the resulting compensation be for AEPOhio's FRR 
capadty obligations? 

a. AEPOhio 

AEPOhio'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 baste, before consideration of 
any offsetting energy credit AEP-Ohio notes that the formula rate approach recommended 
by Company wtaess Pearce is based upon the average cost of serving tihe Company's LSE 
obligation load (both the load served dfrectly by AEP-Ohio and the load served by C R ^ 
providers) on a ddUar-per-MW-day basis. AEP-Ohio further notes that, because the 
Company suppHes its own generation resources to satisfy these load obHgations, the cost to 
provide; this capacity is th^ actual embedded capadty cost of ite generation. AEP-Ohio's 
formula rate template was modeled affer, and modffied from, the capacity portion of a 
FERC-approved template used to derive the charges appHed to wholesale sales made by 
Soutihw''estern Electric Power Company, an affiliate of the Company, to the cities of Minden, 
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.Louisiana and Prescott, Arkansas^ AEP-Ohio notes that Dr. Pearce's formula rate approach. 
is. fransparent and, ff adopted, would be updated annually by May 31 to reflect the most 
cturent input data, most of which is publicly available and taken dfrectiy from the 
Company's FERC Form 1 and audited financial statemente (AEP-Ohio Ex. 102 at 8). AEP­
Ohio adds that ite proposed formula rate template would promote rate stability and result 
in a reasonable retiun on equity of 12.2 percent in 2013, based on a capacity price, of 
$355.72/MW-day (Tr. II at 12-25; AEP-Ohio Ex. 142 at 21-22). 

AEP-Ohio contends that ite proposed cost-based capadty pricing roughly 
approximates and is, therefore, comparable to the amoimt that the Company receives froin 
ite S ^ customers for capacity through base generation rates (AEP-Ohio Ex. 142 at 19-20; Tr, 
ff at 304,350). 

b. Staff 

ff the Commission determmes that RPM-based capacity pridng is not appropriate for 
AEP-Ohio, Staff proposes an alternate capacity rate of $146.41/MW-day, which accounts for 
energy margiris as weU as certain cost adjustmente to the Company's proposed capadty 
pricing mechanism. Staff notes that itê  alternate rate m^y offer more financial stabiHty to 
AEPOhio than RPM-based capacity pricing over the liext three years, and is just and 
reasonable unlike the Company's excessive rate proposal. Staff finds that ite alternate rate 
would appropriately balance the intereste of AEP-Ohio in recovermg ite embedded coste to 
meet its FRR capacity obHgations and atfracting capital investment, wlule also promoting 
alternative competitive supply and retaff competition. 

AcGordmg 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 arid 
adjusting niunerous items, including return on equity;, rate of rettun; construction work in 
progress (CWIP); plant: held for future use (PHFFU); CaSh workmg capital (CWC); certain 
prepaymefrfe, including a prepaid pension asset and the related accumulated deferred 
income taxes; accumulated deferred mcome taxes; payroll and benefite for eliminated 
positions; 2010 severance program cost; income tax expense; domestic production activities; 
payroll tax expense; capadty equalization revenue; ancillary services revenue; and energy 
sales margin and andUary services receipfe. In terms of the return on equity. Staff witness 
Smith used ten percent for CSP and 10.3 percent for OP, because, these percentage wefe 
adopted by the Commiission in AEP-Ohio's recent distribution rate case (Staff Ex. 103 at 12-
13),^ Staff notes that CWIP was properly excluded from rate base because AEPOhio has 
not demonsfrated that the requfremenfe of S«:tion 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 Hie hiatter of the. Application of Colujnbus .Southern Power Company and Ohio Power Company, Individually 
ami, if Their Proposed Merger is Approved, as. a Merged Company (collectively, AEP Ohio) for an Increase in 
Electric DistributioHPjitesyCase'No.ll-'i51-'EL-Am,etal. 
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question is not used and useful and AEP-Ohio has given no indication as to when it •ŝ rUl 
become so (Staff Ex. 103 at 16). CWC was. exdudeid by Staff because AEP-Ohio did not 
prepare a lead-lag study or othenyise demonsfrate a need for CWC (Staff Ex. 103 at 18-21). 
Staff excluded AEP-Ohio's prepaid pension asset, for niimerous reasons, mainly because the 
Company did not demonsfrate that it; has a net prepaid pension asset and ite FERC Form 1 
for 2010 suggesfe that,there is; actuaffy a net liability; pension funding levels are the result of 
discretionary management dectelor^ regarding the fundmg of defined benefit pensions; and 
pension expense is typically induded in the determination of CWC in a lead-lag study, 
which was not provided (Staff Ex. 103 at 21-31). Staff further excluded nOnrecunring coste 
related to the significant number of positions tiiat 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 adjustmente and eHmination of 
certain coste from Dr. Pearce's calculations are fiindamentaUy Bawed 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 adjustmente made by Mi. Smith to the return on equity, 
operations and maintenance expenses attributable to severance programs, prepaid' pension 
assefe, CWC, CWIP, and PHFFU understate tihe Company's coste and confradict prior 
orders and practices of both the Commission arid FERC. With respect to the return on 
equity, AEP-Ohio notes that Mr. Smith's adjustment was inappropriafeiy taken from the 
stipulation in the Company's recent disfribution rate case and, tiiat Mr. Smitii agreed tihat 
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 the 
Commission shoiild 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 claims is 
consistent with a return on equity tihat tihe Commission has recentiy recognized for certain 
generatingassete of the Company (AEP-Ohio Ex. 142 at 17-18). ABP-Ohio further contends 
that Mr. Smith's elimination of certain severance coste and prepaid pension expenses is 
ihconsistent with the Cofrimission's -freatment of such coste in the Company's recent 
disfribution rate case, and that the $39,004 milHon in severance coste should be amortized 
over tihree years (AEP-Ohio Ex. 142 at 17), AEP-Ohio argues that Mr, Smitih's eHmination of 
CWIP and CWC is mconsistent tvith FERC practice. 

Additi'onaUy, AEP-Ohio aSserte that Staff witnesses Smith and Harter failed to 
account for nearly $66,5 miUion in certain energy coste incurred by the Company, including 
Production-Related Adrmni5frati\'̂ e &: General Expenses; Return on Production-Related 
ffivestinente, Production-Related Depreciation Expenses, and Production-Related Income, 
Taxes. Accordmg to AEP-Ohio, due to these frapped coste, Mr. Smith's' capadty charge is 
understated by $20.11/MW-day on a merge:d company basis (AEP-Ohio Ex. 143 at 3, 5-6). 
AEP-Ohio wtaess Alien incorporated this amount in his caiculation of what Staff's capacity 
rate wotdd be, as modified by his recommended energy credit and cost-of-service 
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adjusfanenfe/ and reached a resulting capacity rate of $291,58/MW-day (AEP-Ohio Ex. 142 
at 18; Tr, XI at 2311), 

c. Intervenors 

ff the Commission believes tihat it is appropriate to consider AEP-Ohio's embedded 
coste, ¥BS argues that the Company's true cost of capadty is $78.53/MW-day, after 
adjustmente are made to reflect the removal of sfranded coste and post-2001 generation 
investment, as weU as. an appropriate offeet for energy sales. At most, FES contends that it 
should be $90.83/MW-day, ff a further adjustineiit is made to credit back to AEP-Ohio the 
capacity equalization paymente for the Company's Waterford and Darby plante, which 
were acqufred in 2005 and 2007. FES also reeonunends that the Commission requfre: AEP­
Ohio to unbundle ite base generation rate into energy and capadty componente, which 
would ensure that the Company is charging the same price for shopping and non-shopping 
customers and aUow customers to compare offers from CRES providers %vith the 
Company's tariff rates (FES Ex. 103 at 22). 

The SuppHers note that, ff the Commission finds that RPM-based capacity pridng is 
confiscatory or otherwise faffs to compensate AEP-Ohio adequately, a nonbjrpassable 
stabilization charge, such as the rate stabiHty rider rate proposed by tihe 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 
reaclung a level that is high enough to ensure tihat CRES providers are able to compete with 
AEP-Ohio, framples on customer intereste and should be rejected by the Commission. 

As discussed m greater detaff below, OEG recommends that AEP-Ohio's capadty 
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 ff the Commission determines that tiie prevaUing 
RPM price is not stfffident compensation (OEG Ex. 102 a:t 9-10). OEG argues that a Capadty 
charge of $145.79/MW-day provided a more than suffident retum oii equity for AEP-Ohio, 
as weU as fostered retaff competition in ite service territory (OEG Ex. 102 at 10-11). As part 
of this recommendation, OEG urges the Commission adopt an earnings stabilization 
mechanism (ESM) in the form of an annual review to gauge whether AEP-Ohio's earnings 
are too high or too low (OEG Ex. 102 at 15-21). 

(i) Should there be ah offsetting energy credit? 

a) AEP-Ohio 

AEP-Ohio does hot recommend that tiie Conimission adopt an energy credit offset to 
the capacity price, gjyen that PJM maintains separate markefe for capacity, and energy 
(AEP-Ohio Ex, 102 at 13). AEPOhio wtness Pearce, however, offere a recommendation for 
how an energy credit should be devised, ff flie Commission determines that an energy 
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credit is appropriate. Dr. Pearce's template for the calculation of energy coste is derived 
from the same formula rate template discussed above and approved by 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 all shopping and non-
shopping load, would be valued at using locational marginal prices (LMP) that settie in the 
PJM day-ahead market, less the cost basis of this energy (AEP-Ohio Ex. 102 at Ex, KDP-1 
through KbP-5), According to Dr, Pearce, the calculation relies upon a fafr and reasonable 
proxy for the energy revenues tihat could have been obtained by CSP and OP by selling 
eqiuvalent generation into the market (AEP-Ohio Ex. 102 at 15). AEP-Ohio contends that, ff 
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 CSS that are properly 
atfributed to capacity sales to CRES providers should be shared on a 50/50 basis between 
AEP-Ohio and CRES providers (AEPOhio Ex, 102 at 18). AdditionaUy, Dr. Pearce 
recommends that any energy credit be capped at 40 percent of the capacity charge ihat 
would be appHcable with no energy credit, ais a means to ensiure that the credit does not 
grow so l̂ arge as to reduce greatiy capacity paymente from CRES'providers in times oi high 
priceS:(AEP-Ohio Ex. 102 at 18), 

b) Staff 

As discussed above. Staff recommends that AEP-Ohio's compensation for ite FRR 
capadty obHgations be based dii RPM pricing. Alternatively, Staff proposes a capadty rate 
of $146.41/MW-day, which includes an offsetting energy credit and ancUlary services 
credit. In calculating ite. proposed energy credit. Staff developed a forecast of total energy 
margins for AEP-Ohio's generating assete, using a dispatch market model known as 
AtJRORAxmp, which is licensed by Staff's consultant in this case. Energy Venttues 
Analysis, Inc. (EVA), as well as by AEPOhio and others (Staff Ex. 101 a t 6; Tr. X at 2146, 
2149; Tr. XII at 2637). 

AEPOhio contends that Staff's black-box methodology for calculation of the energy 
credit is flawed in several ways and produces unrealistic and grossly overstated resulte. 
Specifically, AEP-Ohio argues tiiaf the AURORAxmp model used by Staff witnesses Harter 
and Medine is not weU-suited for the task of computing an energy credit and that EVA 
•implemented the model in a flawed manner through use of inaccurate and inappropriate 
input data and asstimptions, which overstates gross energy margins for the period of June 
2012 through May 2015 by nearly 200 percent (AEPOhio Ex. 144 at 8-25; AEP-Ohio Ex. 142 
at 2-14). AEP-Ohio notes that, among other flav/s. Staff's proposed energy credit 
understates fuel costs for coal unite, understates the; heat rates for gas unite, overstates 
inarket prices {e.g., use of zonal rather than nodal pric^, use of forecasted LMP rather tihan 
forward energy prices), fails to account for the gross margins aUocable to the Company's 
full requfremenfe confract with Wheeling Power Company, and fails to account for the fact 
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that the pool agreement Emits the gross margins retamed by the Company. AEP-Ohio 
argues that Company witness. Allen proposed a number, of conservative adjustmente that 
shOxtid, at a minimum, be made to Staff's approach, resulting in an energy credit of 
$47.46/MW^-day (AEPOhio Ex. 142 at 4-14). AEP-OMo adds that tihe documentation of 
EVA's approach is incomplete, madequate, and cannot be sxfffidentiy tested or vaHdated; 
the data used in the model and the model ifeeff cannot be reasonably verified; BVA's quaHty 
confrol measures are deficient; and the execution of EVA's analysis contains significant 
errors and has not been,performed with requisite care (AEP-OMo Ex. 144 at 13-18). 

Additionally, AEP-OMo pointe out that Staff's proposed energy credit Wrongly 
mcorporates OSS margins not related to capacity sales to CRES providers and also fails to 
properly reflect the impact, of the pool agreement SpecificaUy, AEP-Ohio contends that, ff 
an energjr credit is adopted, xt should reflect only the OSS margins attributable to energy 
that is freed up due to capacity sales to CRES providers. AEP-Ohio further notes that Staff 
inappropriately assumes that 100 percent of the margins assodated with retaff sales to S ^ 
customers are available to be offset against the cost of capacity sold to CRES providers, 
which is inconsistent with the terms of tiie pool agreement, pursuant to w^Mch the 
Company's member load ratio share is. 40 percent AEP-OMo beHeves tihat there is no 
reason to mdude margins associated with retaff sales to S O customers m an energy credit 
calculation mtended to price capadty ior shopping load. In accordance with Mr. Allen's 
recommendations, AEPOMo concludes that, ff Staff's proposed energy credit is adopted by 
the Corrunission, it should be adjusted to $47.46/MW-day. Alternatively, AEP-OMo notes 
that Mr. Affen's proposed adjustmente (AEP-OMo Ex. 142 at 14) to Staffs energy credit 
could be made inditdduaUy or in combination to the extent that the Commission agrees 
with the basis for each adjustment AEP-Ohio adds that Company witaess Nelson also 
offered additional options for an energy credit calculation, with the various methods 
converging around $66/MW-day for the energy credit (AEP-OMo Ex. 143 at 8,12-13,17). 
As a final option, AEPOhio states that the Commission could direct Staff to; calculate an 
energy credit that is consistent vwth the forward prices recommended by Staff for use in the 
market rate option price eomparisoh test in 11-346, wMch the Company believes would 
reduce Staff's energy credit by approximately $50/MW-day. 

c) Intervenors 

FES argues that AEP-OMo's formula rate should indude an offset for ehergy-related 
sales or else tihe Company would double recover ite capadty coste. FES notes that an energy 
credit is appropriate because AEP-Ohio recovers a portion of ite fixed coste through energy-
related sales for resale, and is also neCessaty to avoid an above-market retiim on equity* for 
tiie Company. (FES Ex. 103 at:45.-46,49-50.) FES adds that aU of AEP-Ohio's OSS revenues 
shotdd be mduded 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 tp account for retaff shDpping> as weff as that tiie Company proposes to recover ite 
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embedded capacity, coste both from shopping customers and off-system Energy sales (FBS 
Ex. 103 at 47; Tr. I at 29^30). At minimum, PES beHeves. tiiat AEP-Ohio should account for 
ite portion of OSS revenues, after pool sharing; ia ite capacity price. (FES Ex, 103 at 48-49.) 
ff RPM-^based capadty pricmg is not requfred by the Comnrdssiori, FES recommends that 
FES wimess Lesser's energy credit, wMch simply uses AEP-OMo's FERC account 
information without adjustmente to account for the pool agreement, be adopted. FES notes 
that Dr. Lesser determined that AEP-OMo overstated ite capacity coste by $178.1 rmlHon by 
faffing to include an offset for energy sales, 

OCC notes that it would be unjust and unreasonable for AEP-OMo to be permitted to 
recover any of ite embedded generation coste from customers, particularly without any 
offset for energy sales. OCC argues that, ff the Coiiimission adopte a cost-based capadty 
pricing mechanism, an energy crecHt that accounfe for profite front CSS is warranted to 
ensure that AEPOMo does not recover embedded capacity coste from CRES providers, as 
well as recover some of those same coste from off-system energy sales, r^ulting iri double 
recovery. 

(ii) 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 requfred that all generation plant mvestment occturing affeC: 
January 1,2001, be recovered solely in the inarket FES notes that AEP-OMo admite, in ite 
recentiy filed corporate separation plan,^ that it can no longer recover sfranded coste, as the 
fransition period for recovety of. such coste is long over. FES adds that AEPOMo vdtness 
Pearce faffed to exclude sfranded costs from his calculation of capacity coste, FES pointe out 
that, pursuant to the stipulation approved by the Commission m AEP-OMo's electric 
transition plan (ETP) case, the Company waived recovery of ite sfranded generation coste 
and, in any event, through depredation accruals, has afready fuUy recovered such coste. 
FES also notes that Dr. Pearce's ealculation inappropriately frldudes coste for generation 
plant investmente made after December- 31, 20CX), and also seeks to recover the coste of 
assete that wiU no longer be owned by tihe Company as of January 1,2014, but will rather be 
owned by AEP Generation Resources. 

lEUOMo. agrees with FES that AEP-Ohio agreed to forgo any daim for sfranded 
generation coste, wMch bars the Company's tmtimdy claim to generation plant-related 
fransition revenues. lEU-OMo contends that AEPOMo seeks to impose what lEU-OMo 
coiisiders fo be a lost revenue charge on CRES suppHers: serving shopping customers. 

^ In the Matter of the AppUcation ef OMo Power Company for Approvd of Full tegd Corporate Separation and 
Amendment to its Corporate Separation Phm.CaseNo. 12-1126-EL-UNC 
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Citing Sections 4928.141,4928-38, and 4928.40, Revised Code, as weH as AEP-OMo's-
agreement to forgo recovety of generation fransition revenues in ite ETP case (Tr, I at 49-50; 
FES Ex. 106; FES Ex. 107), OMA and OHA Hkewise contend that OMp, law prohibits the 
Commission from establishing a state compensation mechanism that would authorize the 
rieceipt of transition, revenues or any equivalent revenues by AEP-OMo as a means to 
recover ite above-market capacity coste. 

Kroger argues that AEP-Ohio, through its requested compensation for ife FRR 
capadty obHgations, seeks recovery of sfranded generation transition coste m this case, 
Kroger contends that such cosfe must be recovered in the market and that AEP-OMo should 
not be permifijed to renege on the stipulation in the ETP case. Domimon Retail likewise 
argues that AEP-OMo should not be permitted to violate the terms of the ETP stiptilation 
afrd recover sfranded above-market generation investment cc^te after the statutory period 
for such recovery has expfred. Dominion RetaU believes that AEP-OMo is effectively 
seeking a second fransition plan m this case. IGS adds that the law is frieaningless ff utiHties 
may continue to requfre all customers to pay embedded generation coste after the fransition 
period has ended and that approval, of AEPOMo's proposed capacity pridng mechamsm 
woiffd be confrary to the statutory requfrements found in Sections 492S.38, -4928.39, and 
4928.4C, Revised Code. 

b) AEP-OMo 

A E P O M O responds tihat neitiier the provisions of SB 3 nor the ETP stipulation are 
appHcable to tMs case. AEP-OMo notes that the purpose of this proceedmg is to establish a 
wholesale capadty jpricing mechamsm based on the Company's embedded capacity costs, 
as opposed to tihe retail generation tiansition charges authorized by Section 4928.40, 
Revised Code, wMchis what the Company agreed to forgo durmg the market development 
period as. part of the ETP stipulation. AEP-OHo asserts that the issue of whether the 
Company could recover sfranded asset value from retail, customers ifrider SB 3 is a separate 
matter from establishing a wholesale price that permite the Company's competitors to use 
that same capadty, AEP-Ohio adds that a conclusion that SB 3 precludes the Company 
from recoveririg its capadty coste through a wholesale rate would conflict witih the RAA 
and be preempted under the FPA. 

(iii) Should OEG's alternate proposal he adopted? 

a) OEG 

OEG recommends that AEP-OMo's capacity pridng mechanism should be based on 
RPM prices. As an alternative recommendation, ff the Conunission determines that AEP-
OMo's capacity pridng should be Mgher than tihe prevailing RPM price, OEG suggeste that 
the capacity price should be no Mgher than $145.79/MW-day,. which was the RPM-based 
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price for the 2011/2012 PJM delivexy year. OEG believes tihat such price has proven 
effective in providing a more than sufficient retuni on equity ior AEP-Ohio, whffe stUl 
fostering retail coiripetition in the Company's service territory, (OEG Ex. 102 at 10-11). 
AddititonaUy,, OEG wimess KoUen recommends that the Commission adopt an ESM to 
ertetfre that AEP-OMo's earnings are neither too high lior too low and instead are 
maintained within a Commission-determined zone of reasonableness. OEG beHeves that 
such an approach is appropriate, given thc:- significant uncertainty regardmg both the 
proper compensation for AEPOMo's FRR capacity obHgations and the impact of various 
charges on the Company's earnings, hi: particular. Mi". Kollen suggesfe that an̂  earnings 
bandwidth be established. With a lower threshold return on equity of seven percent and an 
upper threshold retum on equity of 11 percent ff AEP-OMo's earnings faU below the lower 
threshold of seven percent, then the Company wotffd be aUowed to increase ite ra t^ 
through a nonbypassable ESM charge sufficient to mcrease ife earnings to the seven percent 
level, ff earnings exceed the upper thresffold of 11 percent, then AEP- OMo would return 
the excess earnings to cnstomers through a nonbypassable ESM credit ff AEP-OMo's 
earnings are Within the earnings bandwidth, there would be no rate changes other than 
those that operate to recover defined coste such as tihrough the fuel adjustment clause. 
Einaffy, Mr. Kollen notes that the Commission wojffd have, the discretion to make 
modifications as cfrcumstances warrant (OEG. Ex. 102 at 15-21.) OEG beHeves that ife 
recommended lower threshold is reasonable as confirmed by the recent actual earned 
returns of the AEP East affffiates, wMch averaged 6.8 percent in 2010 and 7.8 percent m 2011 
(OEG Ex. 102 at 13). AdditionaUy, AEP-OMo's adjusted retum in 2011 was 11.42 percent, 
just above ite suggested upper threshold (OEG Ex, 102 at Ex. LK-3). Mr, KoUen explained 
that AEP-OMo's earned return, on equity would be computed in the same manner as tmder 
the signfficantly excessive earnings test (SEET) of Section 492S.143(F), Revised Code, 
although he beHeves that C ^ margins shotffd be, included m the computation to be 
consistent With certain other parties' fecommended approach of accounting for energy 
margins, m tihe calculation of a cost-based Capacity price (OEG Ex. 102 at 10,15,18; Tr. VI at 
12?a) 

b) AEP-OMo 

AEP-Ohio urges tihe Commission to reject OEG's alternate proposal. AEPOhio notes 
that, the upper threshold of 11 percent is significantiy lower than any SEET threshold 
previously applied to the Company and that the proposal woxffd esseritiaUy render the 
statutory SEET oteolete. According to AEP-Ohio, tiie Commission is without jurisdiction,to 
impose another, more sfringent, excessive eammgs test on the Company. AEP-OMo also 
argues tiiat OEG's proposal would preclude the Company from exerctekig ite right imder 
Section D.8 of SdieduleS.l of the RAA to establish a cost-based compensation nietihod. 
AEP-Ohio beHeves tiiat Mr. Kollen's excessive earnings test would offer no material 
protection to the Company from undercompensation of ite: coste: incurred to furnish 
capacity to CRES providers, and. that the test would be difficult to administer, cause 
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prolonged Htigation on an annual basis, and create sul^tantial uncertainty for the Company 
and customers. 

• d. Conclusion 

As discussed above, the Commission beHeves that AEP-OMo's capadty coste, rather 
than RPM-based pricing, shoiffd form the basis of the state compensation mechanism 
established in tMs proceeding. Upon review of the considerable evidence In this 
proceedmg, we find that the record supporte compensation of $188.88/MW-day as ^ . 
appropriate charge to enable AEP-OMo to recover ite capadty cosfe for ife FRR obHgations 
from CRES providers. We also find that, as a means to encourage the further development 
of retail competition in AEP-OMo's service territory, the Company should modify ife 
accounting procedures to defer the difference between the adjusted RPM rate currentiy in 
effect and AEPOMo's inoirred capacity coste, to the extent that such coste do not exceed 
the capadty charge approved today. We beHeve that this approach successfuffy balances 
the Cominission's objectives and the intereste of themany parties to this proceeding. 

The record reflecte a range in AEPOMo's cost of capacity from a low of $78.53/MW-
day, put forth by FES, to tiie Company's Mgh of $355.72/MW-day, as a merged entity, with 
Staff and OEG offering recommendations more in the rmddle of the range, (AEPOMo Ex. 
102 at 21; FES Ex. 103 at 55; Staff Ex.. lOS at Ex. ESMA; OEG Ex. 102 at 10-11). The 
Commission finds that Staff's determination of AEP-OMo's capacity coste is reasonable^ 
supported by the evidence of record, and should be adopted as modified m tMs order. 
Initially, we note that no party other than AEP-OMo appears to seriously challenge Staff's 
recommended cost-based capacity pricing mechantem in this case. Additionally, we do not 
believe that AEP-OMo has demonsfrated that ife proposed charge of $355.72/MW-day faffs 
Within the zone of reasonableness, nor do we beHeve that FES'' proposed charge of 
$78.53/MW-day xvould restfft in reasonable compensation for tiie Company's FRR capadty 
obHgations, 

The Commission believes that the approach used by Staff is an appropriate method 
for determining AEP-OMo's capacity cbste. In deriving ite recommended charge. Staff 
followed ite fraditional process of making reasonable adjustmente to AEP-OMo's proposed 
capadty pricing mechanism, wMch is based on the capadty portion of a formula rate 
template approved by FERC for one of the Company's affiHates and was modified by the 
Company for use in tMs case vwth data from ite FERC Form 1 (Staff Ex. 103 at 10-12; AEP­
OMo Ex. 102 at 8, 9). As AEP-Ohio notes, FERC-approved formiffa rates are routinely used 
by tiie Company's affiliates in other states (AEPrOhio Ex. 102 at 8; Tr. H at 253), Given that 
compensation for AEP-OMo's FRR capacity obligations, from CRES providers is wholesale 
in nature,, we find that AEP-Ohio's formula rate template is an appropriate starting: point for 
detennination of ite capadty coste. From that starting pdint. Staff made a number of 
reasonable adjustmente to AEPOMo's proposal in order to be consistent with the: 
Commission's ratemaking practices. Staff further adjusted AEP-OMo's proposed capacity 
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pridng to account for margins from off-system energy sales and anciUary reeeipte (Staff Ex. 
lOl at 4). We agree with Staff, FES, and OCC that an pffset for energy-related sales is 
necessary to ensure that AEP-OMo does not over recover ife capacity coste tMough recovery 
of ite, embedded Coste as weU as OSS tnargins (FES Ex. 103 at 45-46). 

AEP-OMo takes issue with the adjustmente made by Staff witaess Smith as well as 
with EVA's calculation oi the energy credit The Commission believes that the adjustniente. 
to AEP-OMo's proposed capacity pricing mechantem that were made by Staff witness Smith 
are, for the most part, reasonable and consistent with oifr ratemaking practices iii OMo. 
With regard to AEP-OMo's prepaid pension asset, however, we agree with the Company 
that Mr. Smith's exclusion of this item was inconstetent vrith Staffs reconimendation in the 
Company's recent disfribution rate case (AEP-OMo Ex. 129A; AEP-OMo Ex, 129B), as well 
as ^vith our freatment of pension expense in other pr(x:eedings.^'^ We see no reason to vary 
.dxfr practice in the present case and, therefore, find that AEP-OMo's prepaid pension asset 
should not have been excluded. The result of oui; adjustment mcreases Staff's 
recommendation by $3.20/MW-day (AEPOMo Ex. 142 at 16, Ex. WAA-R7). Similarly, with 
respect to AEP-OMo's severance program'cosfe, we find that Mr. Smith's exdxision of such 
Coste was inconsistent with tfaefr freatment in tihe Company's distribution rate case. 
Amortization of the severance program coste over a three-year period increases Staff's 
recommendation by $4.07/MW-day. (AEP-Ohio Ex. 142 at 16-17.) Further, upon 
consideration of the argumente with respect to the appropriate return on equity, we find 
that AEPOMo's recommendation of 11.15 percent is reasonable and should be adopted. As 
AEPOMo notes. Staff's recommended return on equity was solely based onthe negotiated 
return on equity in the Company's disfribution rate case (Staff Ex. 103 at 12-13), wMch has 
no precedential effect pursuant to the express terms of the stipulation adopted by the 
Commtesion in that case. Our adoption of a return on equity of 11.15 percent increases 
Staffs recommendation by $10.09/MW-day (AEP-OMo Ex. 142 at 17), We also agree with 
AEP-OMo that certain energy coste were frapped m Staff's calculation of ite recommended 
capacity charge, m that Steff witaess Smith regarded such coste as energy related and thus 
excluded them from his calculations, while EVA dteregarded them in ite determination of 
the energy credit Accordingly, we find that Staff's recommendation should be increased by 
$20.11/MW-day to account for tiiese frapped coste. (AEP-QMo Ex. 143 at 5-6.) 

AdditionaUy, tiie Commission finds, on the whole, that Staff's recommended energy 
credit, as put forth by EVA, is reasonable. AEP-OMo raises a number of argtunente as to 
why Staff's energy credit, as calculated by EVA, should not be adopted by the Commission. 
In essence, AEP-OMo. fundamentaUy di^grees with the methodology used by EVA. 
Although we find that EVA's methodology should be adopted, we agree with AEPOMo 

10 See, e.g.. In the Matter of the Applimtion ofOtao Edison Company, TheCkmlanA Electric lUuhmatiiag Cornpany, 
end The Toledo Edison Company for Authority, to Increase- Rates for. Distribution Service, Modify Certain 
Accouniing Practices, and for Tariff Approvds, Case No. 07-551-EL-AIR, et al., Opinion and Order (faimary 
21,2009),atl6. 
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that EVA's calculation: should have accounted for the Company's full requfremente 
obligation to serve "̂ 'Vheeling Power Company, a point that Staff didi not dispute in ite-briefs. 
As AEP-OMo witness Aflen testified, the Company's sales to Wheeling Power Company 
reduce the quantity of generation available for OSS and thus should have beenrefled:ed in 
EVA's Calculation of OSS margins. (AEP-OMo Ex. 142 at 10-11, Ex. WAA-R5). The result of 
tMs adjustment reduces Staff's recommended energy credit by $5/MW-day (AEP-OMo Ex. 
142 at 11, Ex, WAA-R5): to $147:41/MW-day. The overall effect of tMs adjustinent, m: 
combmation with the adjustmente for AEP-OMo's prepaid pension asset, severance 
program coste, return on equity, and frapped coste> resulte in a capacity charge of 
$188.88/MW-day. 

We note tihat a cb.arge of $188.88/MW-day is fafrly in line with OEG's alternate 
recommendation that the capacity charge not exceed, $145.79/MW-day, wMch was the 
adjusted RPM rate in effect in the prior PJM delivery year that recentiy concluded (OEG Ex. 
102 at 10-11). The Close proximity of our approved charge with OEG's recommendation is 
further confirmation that the approved charge falls v^ifhin the zone of reasonableness. 
Additionally, as OEG notes, a charge of $H5.79/MW-day afforded AEP-OMo an adequate 
return on equity. In 2011> AEP-OMo earned a per books, unadjusted retum of 10.21 percent, 
or an adjusted return of li.42 percent after adjustmente 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 Mgh as to hinder retaff competition in AEPOMo's service territory. In 
tihe ffrst quarter of 2011, the RPM price was $220.96/MW-day and Only 71 percent of AEP­
OMo's total load had switched to a CRES provider. However, by the end of the year, with a 
lower RPM price of $145.7$/MW-day in effect, shopping had signfficantly increased in 
AEP-OMo's service territoty, with 19.10 percent of the Company's total load havmg elected 
to shop (specifically, 5.53 percent of the residential class, 33.88 percent of the comraerdal 
class, and 18.26 percent of the industrial class). (OEG Ex. 102 at 11.) We expect tihat the 
approved compensation of $188.88/MW-day for AEP-OMo's FRR capadty obligations wUI 
likewise ensure that the Company earns an appropriate return on equity, as weU as enable 
the further development of competition in the CompcUiy '̂s service territor}''. 

Although AEP-OMo cxiti'dzes Staff's proposed capadty pridng mechanism for 
various reasons, the Corrunission fmds that none of these argtunente has merit Finst, as a 
general matter, AEP-OM.o argues that Staff failed to foDow FERC practices and pra:edent. 
We agree with Staff that FERC has different requfremenfe for items such as CWC and CWIP 
than are found m OMo, As Staff notes, the outcome of tMs case should not be dictated by 
FERC practices or precedent but should instead be constetent with Ohio ratemaking 
principles. Alfliough FERC practices and precedent may be informative in some instances, 
the Commission is bound by OMo law in establishing an appropriate state compensation 
mechanism, tri response to AEPOMo's specific argument regarding the exclusion of O'VIP, 
Staff explained that Section 4909.15(A)(1), Revised Codes, reqitires that construction projecte 
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must be at least 75 percent complete m order to qualify for a CWIP aUowance and that AEP­
OMo failed to demonstrate coinpliance with this reqmrement. 

As: previously mentioned above, AEP-OMo raises numerous Concerns regarding 
Staff's proposed energy credit and offered the rebuttal testimony of Company witaess 
Meehan in an effort to critique EVA's testimony. Upon review of aff of the testimony, the 
Commission finds that it is clear that the dispute between AEP-OMo and Staff amounte to a 
fundamental difference in rnethodology in everytMng from the calculation of gross energy 
margiris to accounting for operation of the pool agreement. AEP-OMo daims-.that Staff's 
mpute to the AURORAxmp model result in an overstated energy credit, .wMle Staff argues 
that the Company's energy credit is fer too low. EssentiaUy, AEP-OMo and Staff have 
simply offered two quite dffferent approaches m thefr attempt to forecast market prices for 
energy. The Commission concludes that AEP-OMo has not shown that the process used by 
Staff was erroneous or unreasonable. We further find ffiat the approach put forth by EVA is 
a proper means of determining the energy credit and produces an energy credit that wiU 
ensure that AEP-OMo does not over recover its capacity coste. 

Accordirigiy, we adopt Staff's proposed energy credit, as modified above to account 
for AEP-OMo's fuU requfremente confract witih Wheeling Power Company, and find that a 
capacity charge of $188.S8/MW-day is just, reasonable, and should be adopted. The 
Cornmission agrees with AEPOMo tihat the compensation received from CRIK providers 
for the Company's FRR capacity obHgations should reasonably and fafrly compensate the 
Company and should not signfficantiy undermine the Company'Js ability to earn an 
adequate return on ite investment. The Commission beHeves that, by adopting a cost-based 
state compensation mechanism for AEP-OMo, with a capacity charge of $188.88/MW-day, 
in conjunction with tihe authori2ed deferral of the Company's incurred capacity coste, to the 
extent that the total mcurred capadty coste do not exceed $188.88/MW-day not recovered 
from CRES provider billings reflecting the adjusted RPM-based price, we have 
accomplished those objectives, while also protecting the intereste of all stakeholders. 

FINDDsTGS OF FACT AND CONCLUSIONS OF LAW: 

(1) AEP-OMo is a public utility as defined in Section 4905.02, 
Revised Code, and, as such, is subject to the jurtediction of tMs 
Commission 

(2) On November 1, 2Q10, AEPSC, on behaff of AEP-OMo, filed an 
application witii FERC m FERC Docket No. ERll-1995, and on 
November 24, 2010, refiled ite application, at the direction of 
FERC, in FERC Docket No. ERll-2183. The application 
proposed to change the basis for compensation for capacity cosfe 
to a cost-based mechantem and included proposed formula rate 
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templates under wMch AEPOMo would calculate its: capadty 
coste imder Section D.8 of ScheduleS.l 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 
AEP-Ohio's proposed change to ite capacity charge. 

(4) The foUowing parties were granted mtervention m this 
proceeding: OEG, lEUOMo, OCC, OPAE, OMA, OHA, Dfrect 
Energ}^, Constellation, FES, Duke, B<don, IGS, RESA, Schools, 
OFBF, Kroger, NFIB, Dominion Retail, AICUO, Grove City, and 
OCMC. 

(5) On September 7, 2011, tiie ESP 2 Stipulation was filed by AEP­
OMo, Staff, and other parties to' resplve the tesues raised in the 
consoHdated 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 ife prior approval of the ESP 2 Stiputlati'on, 
finding that the signatory parties had not met tihefr burden of 
demonsfratirig that the stipulation, as a package, benefits 
ratepayers and the pubHc interest 

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

(9) A prehearing conference occurred Oh April 11,2012. 

(10) A hearing comfrienced on April 17, 2012, and conduded on May 
15, 2012. AEPOMo offered the dfrect testimony of five 
witaesses and the rebuttal testimony of tiMee witaesses, 
AdditionaUy, 17 witaesses t^tffied on behaff of various 
intervenors and three witaesses testified on behaff of Staff.. 

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

(1,2) By entry issued on May 30, 2012, the Commtesion approved an 
extension of AEPOMo's interim capadty pricing mechantem 
through July 2,2012. 
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(13) The Commtesion has jurtediction in tHs matter pursuant to 
Sections 4905.04,4905.05, and 4905.06, Revised Code. 

(14) The state compensation mechantem for AEP-OMo, as set forth 
herein, is just and reasonable and should be adopted. 

ORDER: 

It te, therefore, 

ORDERED, That lEUOMo's motion to dteintes tMs case be denied. It is, further, 

ORDERED, That the motion for permission to appear pro hue vice instanter Bled by 
Derek Slmffer be granted. It is, further, 

ORDERED, That the state compensation mechantem for AEP-OMo be adopted as set 
forth herein. It te, further, 

ORDERED, That AEP-OMo be authorized to defer ite incurred capadty coste not 
recovered from CRES provider billmgs to the extent the total incmred Capadty coste do not 
exceed $188.88/M^V-day. ft te, furthery 

ORDERED, That the interim capacity pricing mechanism approved on March 7,2012, 
and extended on May 30, 2012, shaU remain in place" tmtiLl the earHer of August 8, 2012, or 
such time as the Commtesion issues its opinion and order m 11-346, at wMch point tihe state 
compensation mechanism approved herein shall be mcorporated mto the rates to be 
effective pursuant to thatordef- ft te, further, 

ORDERED, That nothing in tMs opinion and order shaff be binding upon tMs 
Commtesion in any future proceedrng or mvestigation involvmg the justaess or 
reasonableness of ariy rate, charge, rule, or regulation. It te, further, 
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ORDERED, That a copy of fMs opimon and order be served uponaU parties of record 
in tMs case. 

THE PUBLIC UTILITiES COMMISSION OFOHIO 

i^l C w ^ ^ ^ ^ 

Andre T, Porter 

Cheryl L. Roberto Lynn-^aby 

SJP/GNS/sc 

Entered in the Journal 
f ^ " 

Barcy F. McNeal 
Secretary 

k 



BEFORE 

THE PUBLIC UTiLnTK COMMISSION OF OFffO 

frv the Matter of tihe Commtesion Review of ) 

&e Capacity Charges of OMo Power ) c ^ , ^ o , 10:2929-EL-UNC ' 
Company and Columbus Southern Power ) 
Company. ) 

CONCURRING OPINION 
OF COMMISSIONERS ANDRE T. PORTER AND LYNN SLABY 

The majority opinion and Order balarices the intereste of consumers, suppHers, and 
AEP-OMo. It provides certamty for consumers and suppHers by resolving questions about 
whether there wUl be a competitive elecfricity market m the AEPOMo territory, 
specifically, and across tiite state, generaUy. It does so by establisMng a state compensaticai 
mechanism pursuant to wMch competitive retail electric suppliers have access to RPM-
based market capadty pricing, wMch wiU encottrage competition among those suppHers, 
resulting in the benefit to consumers of the lowest and best possible electric generation rates 
m the AEP-OMo territory. 

Moreover, it recognizes the important function and commitment of AEP-OMo as a 
fixed resource requirement entity having dedicated capadty to serve consumers in its 
service teirritory. However, these resources are not without cost Accordingly, the order 
aUows AEP-OMo to receive ife actual coste of providing the capadty through the deferral 
m^hanism described therein, wMch we have determined, after thorough consideration of 
the record in thte proceeding, to be $188.88/MW-day. TMs result te a fair balance of aU 
intereste because rather than subjecting AEP-OMo to RPM capacity rates that were deriv^ed 
from a market process in which AEP-OMo did not participate, the order aUows AEP-OMo 
to recover the costs oi the agreement to wMch it was a participant—dedicating ite capadty 
to serve consumers in ite service territorj^ Our opinion of tMs result, iri tMs case> should not 
be mteunderstood as it relates to RPM; by joining 0-ie majorit}/ opinion, we do not, in any way, 
agree to any description of RPM-based capacity rates as being unjust or unreasonabte. 

FinaUy, wMle 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 comcide 
v 0 h our as-yet unissued opiraon and order in Docket No, 11-346-EL-SSO/ whichever te 
earHer. ,fft an attempt to balance the deferral authorization created in thte proceeding and 
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the anticipated mechantem to be considered as part of Docket No. 11-346-EL-^O to 
adminteter the deferral, we agree that it te equitable to tie the dedsion. being made in tMs 
order to that in 11-346-EL-^O. Hdwever, we caution that the balance te only acMeved 
within an expeditious resolution of the 11-346-EL-SSO docket by August 8,2012. 

Andre ff. Porter 

ATP/LS/sc 

Entered in the Journal 

JUL 0 2 2012 

Barcy F. McNeal 
Secretary 



BEFORE 

IHE PUBUC UTILmES COMMISSION OF OHIO 

fri the Matter of the Commtesion Review of ) 

ffie Capadt)^ Charges of Ohio Power ) case No. 10-2929-EL-UNC 
Company and Columbus Southern Power ) 
Company. ) 

CONCURRING AND DISSENTEKiG OPINION 
OF COMMISSIONER CHERYL L. ROBERTO 

I join my coUeagues in updating the state compensation method for tiie Fixed 
Resource Requfrement from, that originaUy adopted implicitiy in AEP-OMo's first ESP case. 
Case No. 08-917-EL-SSO, et al, and explicitiy in thte matter to a cost-based rate of 
$188.88/M^Y-day. 

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

Additionally, I dtesent from those portions of the majority opiraon creating a deferral 
of a portion of the authorized cost-based Fixed Resource Requfrement rate adopted today. 

What te a Fixed Resource Requfrement? 

In order to assfrce that the fransmission system te reHable, PJKl requfres any one who 
wishes to fransiMt elecfridty over the system to thefr customersi to provide reliabiHty 
assurance that they have the wherewithal - or capacity - to Use the fransmtesion system 
without crashing it or othenvise destabiHzing it for everyone else.2 The protocote for 
making thte dembnsfration are contained in the ReHability Assurance Agreement Each 
fransmtesion system user must show that they possess Capadty Resources siffficient to 
xneet there own needs plus a margin for safety. These Capadty Resources may indude a 
combination of gerieration faciHties> demand resources, energy efflciency, and Intexfuptible 

These fransmission users are known as a.''Load ferving Entfty^ or "LSE.'' LSE shall mean any entity (or 
the duly designated agent of such an entity), indilding a,load aggregator or power marketer, (i) serraig 
end-users within the FJM Region, and (n) Siiat has been granted iise authority or has an obligation 
.pursuant to state or local law, tegulation or franduse to seE deetric energy to end-users located "wittiin the 
PJM Region. Reliability Assurance Agreement Among. Load Serving Entities .in Oie PJM Region, PJM 
.Interconnection, L.L.C, Kate Schedule FERC No. 44 (effective date May 29, 2012) j^ereinafter Reliability 
Assurance Agreeinent), Section 1.44. 

Section 5, Capacity Resource Commitoetit, PJM Open Access TransmtssicKX Taiig (^ed ive date June 8, 
2012), at 2395-2443. 
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Load for ReliabiHty.3 Capacity Resources may even indude a fransmtesion upgrade.* t he 
Fixed Resource Requfrementte nothing more tiian an enforceable agreement that for a finite 
period one fransmission user wffl demonstrate onbehalf of other fransmtesion users within 
a specified territoty that sufficient Capacity Resources exist to meet all of thefr respective 
reliabiHty heeds. During thte period, the fransmission user offering to provide the Fixed 
Resource Requirement te the sole authorized means by wMch a fransmissicn user who opte 
to use tMs service may demoiisfrate the adequacy of thefr Capacity Resources.^ Thte 
demonsfration is embodied in a Fbced Resource Requfrement Capacity Plan that describes a 
portfoHo of the generation, demand resources, energy efficiency ,̂ friterruptible Load for 
ReliabiHty, and fransmtesion upgrades it plans to use to meet the Capacity Resource 
reqiuremenfa for the territqr}^^ The OMo Supreme Court has noted that regional 
transmfesion organizations, such as PJM, provide fransmission services through FERC 
approved rates and taritfs.'' Thus, the Fixed Resource Requfrement te a cornmitment to 
provide a fransmtesion service pursuant to the tariffs filed by PJM with FERC. 

As established in thte matter, AEPrOMo has committed to provide the Fixed 
Resource Requfrement for aU fransintesion users offeruig elecfricity for sale to retail 
customers witMn the footprint of ife system. No other entity rnay provide thte service 
during the term of the current AEP-OMo Fixed Resource Requfrement Capacity Plan. 

Commtesion Authority to EstabHsh State Compensation Method 
for tiie Fbced Resoruce Requfrement Service 

Chapter 4928, Revfeed Code, defines "retail electric sendee" to meari any service 
involved in the supply or arranging for the supply of elecfricity to ultimate Consumers in 
thte state, from the point of generation to the point of consumption. For purposes of 
Chapter 4928, Revteed Code, retail el«:fric service includes, among otiier tilings, 
fransmtesion service.^ As discussed,; strpra, AEP-OMo is the sole provider of the Fixed 
Resource Requfrement service for other fransmtesion users operating within ife footprint 
until tiie expfration of its obHgation on June 1, 2015. As sucM thte service te a 
"noncompetitive retail electric service" pmsuant to Sections 4928.01 (A)(21) and 4928,03, 
Revised Code. Thte Coinmtesion is empowered to set rates for noncompetitive retail elecfric 
services. While PJM could certainly propose a tariff for FERC adoption dfrecting PJM to 

3 Reliability Assurance Agreement, Schedule 6, Procedures for Demand Resources, lUR, and Energy 
Efficiency. 

^ Reliability Assurance Agxeenient. Schedule B J , Section p.6. 

^ Reliability Assiirarice AgreemerLt, Section 1.2$ defines flie Fixed Respurce Requireinent Capacity Plan to 
mean a long-term plan for the tptninitment of Capacity Resources to satisfy the capadty obligations of a 
Par^' that has elected the FRR Alternative, as more fully set forth in Schedule 8.1 to {ids Agreement 

° Reliability Assurance Agreement Bedtion 7.4, Fixed Resource Requiremssnt Alternative, 
7 Ohio Consumers' Counsel v. f UCO/l l l Ohip St5d. 3 8 ^ $56:N.E2d 940 (2006). 

Section 49^.01 (;A)(27), Revised Code. 8 
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establish a compensation method for Fixed Resource Requfrernent service/ it has opted not 
to do ;So in faVor of a state compensa.tion method wbert a sl^te chooses to establfeh one, 
'When this Conunission chooses to establish a state compensation method for a 
noncompetitive retail elecfric service, the adopted rate must be just and reasonable based 
upori fraditional cost-of-service principles. 

TMs Commtesion previously establtehed a state compensation method for AEP­
OMo's Fpced Resoiirce Requfrement service witiiin AEP-OMo's initial ^ P . AEP-OMo 
ra:eived compensation for ite Fixed Resource Reqtifrement service tiiroUgh both the 
provider of last resort charges to certain retail shopping customers and a capacity charge 
levied on com.petitive. retail providers that was established by the three-year capacity 
auction conducfed by FJM.̂  Since the Commtesion adopted tMs compensation method, the 
OMo Supreme Court reversed the authorized provider of last resort charges,!^^ and the 
auction value of the capacity charges has fallen precipitously, as has the relative proportion 
of shoppers to non-shoppers. 

I agree With the majority that the Commtesion te empowered pursuant to ite general 
supervteOty authority found m Sections 4905.04, 4905,05, and 4905.06, Revised. Code to 
establish an appropriate rate for the Fixed Resource Requfrement service. I also a^ee that 
piu:suant to regulatoty authority under Chapter 4905, Revteed Code, as well as: Chapter 
4909, Revteed Code a cost-based compensation method te necessary and appropriate. 
Additionally, I find that because the Fbced Resource Requirement is a noncompetitive retail 
elecfric service, the Commtesion must establish the appropriate rate based upon fraditional 
cost of service principles. Finally, I find specific authority witMn Section 4909.13, Revised 
Code, for a process by wMch the: Commission may cause further hearings and 
investigations and may examine into all matters wMch may change, modify, or affect any 
finding of fact previously made. Given the change in cfrcmnstances since the Commtesion 
adopted the imtial state compensation for AEP-OMo's Fixed Resource Requirement service, 
it is appropriate for the Commtesion to revteit and adjust that rate to reflect current 
cfrcumstances as w® have today. 

"Deferral" 

fri prior cases, thte Commtesion has levied a.rate or tariff on a group of customers but 
deferred coUection of revenues due from that group until a later date. In tMs instance, the 
majority proposes.to estabHsh a rate for the Fixed Resource Requfrement service provided 

^ In the Matter of the Apphaiiion cfCotumhts Southern Pow& Camparry for Approoal of an Elecbic Seai'niy. Plan}. 
an Amendment to its Corporate Separation Plan;; and Hie Sale or Transfer of Certain Generating Assets, Case No. 
05-917-EL-SSO, et sL, Opinion and Gider (March 18,2009), Entry on Rehearmg 0uiy 23,2009); In the Matter 
of the Qmtmission Reoiew {f the Capadiy Charges of Ohio Power Company and Columbus Southertt Pomr 
Company, Case Ho, 10-2929-EL-lJNC, Entry (December 8,2010). 

^^' In.reApplicaiionofColumbus S..PmverCo.,l2BOUo.St3d512{10lV}. 
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by AEP-OMo to other fransmtesion users but then to discount that rate such that the 
fransmtesion users will never pay it. The difference between the authorized rate and that 
paid by the otiier fransmtesion users wiU be boolced for future payment not by tiie. 
fransmission users but by retail elecfricity customers. Tlie stated purpose of this device is to 
promote competition. 

As an iratial matter, I am notconvmced on tiie record before us that competition has 
suffered sufficiently or wHl suffer sufficiently during tiie remairung term of the Fixed 
Resource Requfrement as the result of the state compensation method to warrant 
mtervention m the market. If it did, the Commission could consider regulatory options 
such as shopping cxedite granted to the cortsumers to promote consumet, entry frito the 
market With more buyers in the market, in theory, more sellers should enter and prices 
should fall. The method selected by the majority, however, attempte to entice more sellers 
to the market by offering, a significant, no-sfrings-attached, unearned benefit Thte poHcy 
choice operates on faith alone that seHers will compete at levels that drop energy prices 
wMle fransferring the unearned discount to consumers. If the retail providers do not pass 
along the entirety of tiie discount, then consuiners wiH certainly and inevitably pay twice 
for tiie dtecount today granted to the retail suppliers. To be clear, unless every retail 
provider disgorges 100 percent of the discount to consumers in the form of lower prices, 
shopping consumers wiH pay more for Fixed Resource Requfremente service than the retail 
provider did. TMs represente the ffrst payment by the consumer for the service. Then the 
deferral, wdth carr}';ing costs, will come due and the consumer will pay for it all over again — 
plus interest 

I find that that the mechamsm labeled a "deferral" in the majority opimon is ^ 
ifrinecessary, inefreetive, and costly intervention into the market that I cannot support 
Thus, I dissent from those portions of the majority opinion adopting this mechamsm. 

Cheryl L. Roberto 

CLR/sc; 

Entered in the Journal. 

^M-KaJ'^^ 
n.M\t 

Barcy F. McNeal. 
Secretary 



ATTACHMENT D 

BEFORE 

THE PUBLIC UnLmES COMMISSION OF OHIO: 

In the Matter of the Commtesion Review ) 
of the Capacity Charges of OMo Power ) 
Company and Columbus Southern Power ) 
Company. ) 

Case No, 10-2929-ELiUNC 

ENTRY ON REHEARING 

The Commission finds: 

(1) 

(2) 

On March 18, 2009, in Case No. 08-917-EL-SSO, et a l , tiie 
Commtesion issued its opiraon and order regarding the 
appHcation for an electric sectirity plan (ESP) for Coltm:bus 
Southern Powder Company (CSP) and OMo Power 
Company (OP) (jomtiy, AEP-OMo or the Compary),! 
pursuant to Section 4928.143, Revteed Code (ESP 1 Ordfer).^ 
The ESP 1 Order was appealed to the OMo Supreme Cdurt 
and subsequentiy remanded to the Commission for further 
proceedmgs. 

On November 1, 2010, American Elecfric IPower Service 
Corporation (AEPSC), on behalf of AEP-OMo, filed an 
appHcation with the Federal Energy Regulatory 
Commission (FERC) in FERC Docket No. ERll-1995. | On 
November 24, 2010, at the dfrection of FERC, AEJ'SC 
refiled the appHcation in FERC Docket No. ERll-^183 
(FERC filmg). The appHcation proposed to change j the 
basis for compensation for capacity coste to a cost-bdsed 
mechantem, ptusuant to Section 205 of the Federal Pofvi'̂ er 
Act and Section D.8 of Schedule 8.1 of the ReHabfHty 
Asstirance Agreement (RAA) for the regional fransmis$ion 
organization, FJM Interconnection, LLC (PJM), and 
included proposed' formula rate templates under wMch 
AEP-OMo would calculate ite capacity' costs. 

the 
Cpmpflj 

l O 

By entry issued on March 7,2012, the Commission approved and confirmed 
OP, effective December 31,2011. In the Matter of ihe AppUmtion of Ohio Povxr 
Southern Power Company far Authority to Merge and Related Approvals, Case No. 
In the Matter of the AppUcation of Cohunbus Southern Pauxr Company for Approval 
Plan; an Amendment to its Corporate Separation Plan; and the Sale or Transfer of Ceri / 
Case No. 08-917-EL-SSO; In the Matter of the Application cf Ohio Power Company fa) 
Electric Security Plan; and an Amendment to its Corporate Separation Plan, Case No 

merger of CSP into 
ny and Columbus 

i-2376-EL-UNC. 
of an Electric Security 
ain Generating Assets, 

>r Approvd of its 
08-918-EL-SSO. 
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(3) By enfry issued on December 8, 2010, m the ab^ve-
captioned case, the Commission found that an 
investigation was necessary in order to determine the 
impact of the proposed change to AEP-OMo's capacity 
charge (frutial Enfry). Consequently, the Commission 
sought pubHc commente regarding the foHowing issued: (1) 
what changes to the current state compensation mechanism 
(SCM) w^ere appropriate to determine AEP-OMo's fixed 
resource requfrement (FRR) capacity charge to OMo 
competitive retail electric service (CRlffi) providers, wjiich 
are referred to as alternative load serving entities witMn 
PJM; (2) the degree to wMch AEP-OMo's capadty charge 
was currentiy being recovered tiirough retail mtes 
approved by the Commtesion or other capacity chaises; 
and (3) the impact of AEP-OMo's capacity charge upon 
CRES providers and retail competition in OMo. 
AdditionaHy, in Hght of the change proposed by AEP-QMo, 
the Commtesion expHdtiy adopted as the SCM for the 
Company, during the pendency of the review, the current 
capacity- charge estabHshed by the three-year cape dty 
auction conducted by PJM based on its reHabiHty pri'ing 
model (RPM). 

(4) Section 4903.10, Revised Code, states that any party who 
has entered an appearance m a Commtesion proceeding 
may apply for a rehearing with respect to any matters 
determined therein by fiHng an application within 30 c ays 
after the entry of the order upon the Commission's journal. 

(5) On January 7, 2011, AEP-OMo filed an appHcation for 
rehearing of the Imtial Entry. Memoranda confra î ^EP-
OMo's appHcation for rehearmg were filed by Indus rial 
Energy Users-OMo (lEU-OMo); FfrstEnergy Solutons 
Corp. (FES); OMo Partners for Affordable Energy (OPAE)^; 
and Constellation Energy Commodities Group, Inc. knd 
ConsteUation NewEnergy, Inc. (jomtiy. Constellation). 

(6) On Januar>^ 27, 2011, in Case No. 11-346-EL-SSO, et al, 
AEP-OMo filed an appHcation for a standard service offer 

^ On November 17,2011, OPAE filed a notice of withdrawal from this case. 
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(SSO) in the form of a new ESP, pursuant to Sec ion 
4928.143, Revteed Code (ESP 2 Case).^ 

(7) By entry dated February 2, 2011, the Commission graiited 
rehearing of the Imtial Entty for furtiier consideratioh of 
the matters specified in AEP-OMo's appHcation for 
rehearing. The Commission noted that the SCM adopted 
in the Initial Entry would remain in effect during the 
pendency of ite review, 

(8) By entry issued on August 11, 2011, the attorney exammer 
set a procedural schedule in order to estabHsh an 
evidentiary record on a proper SCM. The evidentiary 
hearmg was scheduled to commence on October 4, 2011, 
and mterested parties were dfrected to develop an 
evidentiary record on the appropriate capadty :ost 
pricing/recovery mechantem, mdudmg, if necessary, I the 
appropriate components of any proposed capadty host 
recovery mechantem. 

(9) On September 7, 2011, a stipulation and recommendation 
(ESP 2 Stipulation) was filed by AEP-OMo, Staff, and ojher 
parties to resolve the tesues raised in the ESP 2 Case knd 
several other cases pending before the Commission 
(consoHdated cases),^ induding the above-captioned dase. 
Pursuant to an entry tesued on September 16, 2011, the 
consoHdated cases were consoUdated for the sole ptupose 
of considering the ESP 2 Stipulation. The September 16, 
2011, entry also stayed the procedural schedules in the 

In the Matter of the Application of Columbus Southern Power Company and OhtJ Power Company far 
Authority to EstabHsh 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 and 11-348-EL-SSO; In the Mtter of the AppUcation 
of Columbus Southern Power Company and Ohio Power Company far Approval if Certain Accounting 
Authority, Case No. 11-349-EL-AAM and 11-350-EL-AAM. 

In the Matter of the AppUcation of Ohio Power Company and Columbus Southerp. Pozoer Company for 
Authority to Merge and Related Approoals, Case No. 10-2376-EL-UNC; In the Matter of the Application of 
Columbus Southern Power Company to Amend its Emergency Curtailment Service iRiders, Case No. 10-
343-EL-ATA; In the Matter of tiie Application of Ohm Power Company to Amend its Emergency 
Curtailment Service Riders, Case No. 10-344-EL-ATA; In the Matter of the Commission Review of the 
Capacity Charges of Ohio Power Company and Columbus Southern Power Company, Case No. 10-2929-EL-
UNC; In ihe Matter cf the Application of Columbus Southern Power Company for Approval cfa Mechanism 
to Recover Deferred Fuel Costs Pursuant to Section 4928.144, Revised Code, Case No[ 11-4920-EL-RDR; In 
the ySatter of the Application of Ohio Pozoer Company for Approval cfa Mechanism tdRecover Deferred Fuel 
Costs Pursuant to Section 4928.144, Revised Code, Case No. 11-4921-EL-RDR. 
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pendmg cases, mdudmg thte proceeding, until the 
Commission spedfically ordered otherwise. The 
evidentiary heaaiig on the ESP 2 Stipulation commenced 
on Ortober 4,2011, and conduded on Odober 27,2011,1 

(10) On December 14, 2011, the Coinmtesion issued an opufiion 
and order in the consoHdated cases, modifying land 
adopting the ESP 2 Stipulation, induding its twoi-tier 
capadty pricing mechantem (friitial ESP 2 Order). On 
January 23, 2012, the Comrmssion tesued an entry 
darifying certain aspecte of the Initial ESP 2 Order (Initial 
ESP 2 Qarification Entry). Subsequentiy, on February 23, 
2012, the Commission tesued an entry on rehearing in the 
consoHdated cases, grantmg rehearing in part (Imtial ESP 2 
Entry on Rehearmg). Fmdmg that the signatoty par t i^ to 
the ESP 2 Stipulation had not met their burden of 
demonsfrating that the stipulation, as a package, benefite 
ratepayers and the public interest, as requfred by the 
Commtesion's three-part test for the consideration of 
stipulations, the Commission rqeded the ESP 2 Stipulation. 
The Commission dfreded AEP-OMo to file, no later 'han 
Februaty 28, 2012, new proposed tariffe to continue the 
provisions, terms, and conditions of its previous tSP, 
indudmg an appropriate appHcation of capadty changes 
under the approved SCM estabHshed in the present cas^. 

(11) By entry issued on March 7, 2012, in the above-captioned 
case, the Commission implemented an uiterim capadty 
pricing mechantem proposed by AEP-OMo in a motion for 
reHef filed on February 27, 2012 (Interim ReHef Enfry). 
SpedficaUy, the Commtesion approved a two-tier capadty 
pricing mechamsm modeled after the one recommended in 
the ESP 2 Stipulation. Approval of the mterim capAdty 
pridng mechantem was subjed to the clarifications 
contained in the Iratial ESP 2 Clarification Entry issue|d in 
the consoHdated cases, induding the clarification to indude 
mercantile customers as governmental aggregation 
customers eUgible to receive capadty pridng based on 
PJM's RPM. Under the two-tier capadty pricing 
mechantem, the first 21 percent of each customer dass was 
entitied to tier-one, RPM-based capadty pridng. All 
customers of governmental aggregations approved oh or 
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(12) 

(15) 

(16) 

(17) 

before November 8, 2011, were ako entitied to receive tier-
one, RPM-based capadty pricing. For all other customers, 
the second-tier charge for capacity was $255/megavratt-
day (MW-^day). In accordance with the Interim RjHef 
Entry, the mterim rate was to remain m effect until Ma]?- 31, 
2012, at wMch point the diarge for capadty tmder the S CM 
would revert to the current RPM price in effect pursuant to 
the PJM base residual auction for the 2012/2013 delivery 
year. 

On March 14, 2012, an appHcation for rehearmg of the 
Interim ReHef Entiy was filed by the Retail Energy Supply 
Assodation (RESA). AppHcations for rehearing were 
filed by FES and lEU-OMo on March 21, 2012, and M.irch 
27, 2012, respectively. Memoranda contra the appHcations 
for rehearing were filed by AEP-OMo. 

(13) By entry tesued on April 11, 2012, the Commission grafited 
rehearing of the Interim ReHef Entry for further 
consideration of the matters specified in the appHcations 
for rehearing filed by RESA, FES, and lEU-OMo. 

(14) The evidentiary hearing in tMs case commenced on î Lpril 
17,2012, and conduded on May 15, 2012. 

On April 30, 2012, AEP-OMo filed a motion for extensidn of 
the mterim reHef granted by the Commission in the Int(;rim 
ReHef Enfry. By entry issued on May 30, 2012, the 
Commission approved an extension of the interim capadty 
pridng mechamsm through July 2, 2012 (Interim RsHef 
Extension Entiy). 

On Jime 15, 2012, an application for rehearing of the 
Interim ReHef Extension Entry was filed by PES. 
AppHcations for rehearing were ako filed by lEU-OMo and 
the OMo Manufacturers' Assodation (OMA) on June 19, 
2012, and June 20, 2012, respectively. A memorandum 
confra the appHcations for rehearing was filed by AEP­
OMo on June 25,2012. 

By opiMon and order tesued on July 2, 2012, the 
Commtesion approved a capadty pridng mechanism for 
AEP-OMo (Capadty Order). The Commission estabHihed 
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$188.88/MW-day as the appropriate charge to enable AjEP-
OMo to recover its capadty coste pursuant to ite tKR 
obHgations from CRES providers. However, the 
Commtesion also dfrected that AEP-OMo's capadty charge 
to CRES providers should be the RPM-based rate, 
including final zonal adjustmente, on the baste that;the 
RPM-based rate wR promote retail electric competition. 
The Commtesion authorized AEP-OMo to modify^ its 
accounting procedures to defer the incurred capadty cpsts 
not recovered from CRES providers, with the reooVery 
mechantem to be estabHshed in the ESP 2 Case, 

(18) By entry on rehearmg tesued on July 11, 2012, the 
Commission granted rehearmg of the Interim Relief 
Extension Entry for further consideration of the matlters 
specified in the appHcations for rehearing filed by lES, 
lEU-OMo, and OMA. 

(19) On July 20, 2012, AEP-OMo filed an appHcation for 
rehearing of the Capadty Order. The OMo Energy Griup 
(OEG) filed an appHcation for rehearing and a corrected 
appHcation for rehearmg of the Capacity Order on July 26, 
2012, and July 27, 2012, respectively. On August 1, 2012, 
appHcations for rehearing of the Capacity Order were fled 
by lEU-OMo; FES; OMo Assodation of School Business 
Offidate, OMo School Boards Assodation, Budteye 
Assodation of School AdmiMsfrators, and OMo Schoote 
Coxuidl (coUectively, Schoote); and the OMo Consumers' 
Coimsel (OCC). OMA and the OMo Hospital Assodalion 
(OHLA) filed a jomt appHcation for rehearing on August 1, 
2012. Memoranda confra the various appHcations j for 
rehearing were filed by Duke Energy Retail Sales, LLC 
(Duke); lEU-OMo; FES; Schoote; OMA; OCC; OEG; AEP­
OMo; RESA; and Interstate Gas Supply, Inc. (IGS). Joint 
memoranda confra were filed by ConsteUation and Exelon 
Generation Company, LLC (Exelon)^; and by E>frert Endrgy 
Services, LLC and Dfred Energy Business, LLC (joiritiy, 
Dfrect Energy), along with RESA. 

Hve joint memorandum contra was also signed on behalf of Exelon Energy Company, Inc., which 
has not s o u ^ t intervention in this proceeding. As a non-party, its participation in the joint 
memorandum oxitra was improper and, therefore, will not be afforded 
Commission. 

lany weight by the 
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(20) On August 7, 2012, OEG filed a motion for leave to reply 
and reply to the memorandum confra filed by AEP-OMo 
on August 6, 2012. On that same date, AEP-OMo filed a 
motion to strike OEG's motion and reply on the groujnds 
that Rule 4901-1-35, OMo Admintefrative Code ( 0 .AJC. ) , 

does not provide for the filing of a reply to a memoranqiun 
confra an appHcation for rehearing. 

The Commission finds that OEG's motion te proceduraUy 
defident in several respeds. Ffrst, as we have recognized 
in prior cases. Rule 4901-1-35,0.A.C., does not contemplate 
the filing of a reply to a memorandum confra an 
appHcation for rehearing.'' Additionally, although OEG's 
filmg is styled as a motion and reply, the filing te 
essentiaUy a reply only, lacking a motion and 
memorandum m support. OEG, therefore, also faHel to 
comply with the requfremenfe for a proper motion, as 
specified in Rule 4901-1-12, O.A.C. In any event, the 
Commtesion has reviewed OEG's filing and finds that OEG 
merely rdterates argumente that it has afready raised 
eteewhere m thte proceeding. Accordingly, OEG's motion 
for leave to file a reply should be demed and ife r2ply 
should not be considered as part of the record in tMs 
proceedmg. Further, AEP-OMo's motion to sfrike should 
be denied as moot. 

(21) On August 15, 2012, the Commission issued an entrr on 
rehearmg, granting rehearing of the Capadty Ordei? for 
further consideration of the matters specified in the 
appHcations for rehearing filed by AEP-Ohio, OEG, LEU­
OMo, FES, Schoote, OMA, OHA, and OCC. 

(22) The Commission has reviewed and considered all oi' the 
argumente raised in the appHcations for rehearmg or the 
Initial Entty, Interim ReHef Entry, Interim ReHef Exterision 
Entiy, and Capadty Order. In thte entry on rehearing, the 
Commission wiH address aU of the assignments of error by 
subject matter as set forth below. Any argumente on 
rehearing not spedficaUy discussed herein have been 

See, e.g.. In the Matter of ihe Commismon Investigation of the Intrastate Universal Service Discounts, Case 
No. 97-632-TP-COL Entry on Rehearing Ouly 8,2CX)9). 
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thoroughly and adequately considered by the Commtesion 
and are being demed. j 

Initial Enfry 

Jxurisdiction and Preemption 

(23) AEP-OMo asserts that the Iratial Entry is unreasonable and 
unlawful because the Commission, as a creature of statute, 
lacks jurtediction under both federal and state law to issue 
an order that affecte wholesale rates regulated by F^RC. 
Accordmg to AEP-OMo, the provteion of generation 
capadty to CRES providers is a wholesale fransaction that 
falte withm the exdusive ratemaking jurtediction of FERC. 
AEP-OMo adds that no provteion of Title 49, Revised Cbde, 
authorizes the Commtesion to estabHsh wholesale prices 
for the Company's provision of capadty to CjRES 
providers. AdditionaUy, AEP-OMo beHeves that Sedtion 
D.8 of Sdtedule 8.1 of the RAA does not aUow^ the 
Commtesion to adopt RPM-based capadty pridng as the 
SCM. AEP-OMo argues that RPM-based capadty pridng, 
as the default option, te an avaUable pridng option only if 
there is no SCM. 

(24) On a related note, AEP-OMo also contends that the 
portions of the friitial Enty relating to the estabHshmeht of 
an SCM are m dfred conflict with, and preempted by, 
federal law. AEP-OMo notes that Section D.8 of &;hedule 
8.1 of the RAA te a provteion of a FERC-approved fariff 
that te subject to FERC's exdusive jurtediction. AEP-OMo 
further notes that the provteion of capadty serx'ice to CRES 
providers is a wholesale fransaction that faUs exduslvely 
witMn FERCte jurisdiction. Accordmgly, AEP-OMo a r ^ e s 
that the Commtesion's iratiation of tMs proceeding wis an 
attempt to delay or derail FERC's review of tiie Company's 
FERC filing and to usurp FERC's role in resolvmgj tMs 
matter, and that the Commission has aded without regard 
for the supremacy of federal law. | 

(25) fri ite memorandum confra, lEU-OMo contends that the 
Commission has not exerdsed jurisdiction over any subjed 
that te within FERC's exdusive jurtediction. According to 
lEU-OMo, because AEP-OMo's POLR charge was proposed 
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alid approved as, a disfribution diarge and dtetribuion 
service te subject to the exclusive jtirtedictioh o i . the 
Commission, the Comfinission's determination as to what 
compensation is provided by the POLR charge raises no 
issue that is subject to FERC's jurtediction, lEU-OMo ako 
notes that the Comtnission has previously rejeded: the 
argument that a specific grant Of authority from j the 
General Assem^bly te requfred before it can mak^ a 
determination that has sfgiificance for purposesl of 
implementing a requfrement approved by IvERC. \ 

(26) FES argues that, pursuant to Section D.S of Schedule 8.T of 
the RAA, AEP-OMo, as an FRR Entity, has no option to 
seek wholesale recovery of capadty costs assodated with 
retail switchmg, if an SCM is in place. AdditionaUy, FES 
asserfe that the Commission has jurtedictiori to re\'iew 
AEP-OMo's rates. FES emphasizes that AEP-OMo admife 
that the Commission has broad authority to. investigate 
matters involving OMo utiHties and that the Commtesion 
may explore such matters even as an adjunct to ite own 
partidpation in FERC proceedings^ 

(27) As stated in tiie Imtial Entry, Sections 4905.04, 4905.05,iand 
4905.06, Revteed Code, grant the Commission authority to 
supervise and regulate all pubHc utilities within its 
jurisdiction. The Commission's expKdf adoption of an 
SCM for AEP-OMo was weU within the boimds of thte 
broad statutoty authority. Additionally, we stated in the 
frutial Entry that, in Hght of A E I ^ ' s FERC filing, a re\'iew 
%vas necessaty to evaluate the unpad of the proposed 
change to AEP-Ohio's existing capadty charge. Se<tion 
4905.25, Revteed Code, provides the Coifronission mth 
considerable authority to iratiate proceedings to invest gate 
tiie reasonableness of any rate or diarge rendereli or 
proposed to be reridered by a pubHc utiHty, wMdi the QMo 
Suprem.e Court has affirmed on several occasions.^ ' We 
therefore, grant rehearing for the limited pxurposje of 
darityfrig that the frivestigation iratiated by j the 
Commission in tMs proceedmg was constetent with Sel:tion 

See,, e,g., Ohio Consumers' Counsel v. Pub. UW. Comni., 110 OWo St.3d 3 ^ , 400 (2006); Allnet 
Communications Services, Inc. v, Pub. Util, Comm,, 32 Ohio St.3d 115,117 (198^; Ohio Utilities Co, v. 
Pub: Utd.Comm.,5SOHoStldl53;lS6-lSB079). \ 
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4905.26, Revised Code, as weU as with our authority urtder 
Sections 4905.04,4905.05, and 4905.06, Revised Code. \ 

The Commtesion disagrees with AEP-OMo that we have 
acted m an area that te reserved exclusively to FERC or that 
our actions are preempted by federal law. Although 
wholesale fransadions are generally subject to 'the 
exdtteive jurtediction of FERC, the Commission exercised 
jurisdiction in thte case for the sole ptirpose of establteljlng 
an appropriate SCM upon review^ of AEP-OMo's projKJsed 
capadty charge, fri doing so, the Commission ai±ed 
consistent with the governing section of the RAA, wMdk, as 
a part of PJM's tariffs, has been approved by FERC. Section 
D.8 of Schedule 8.1 of the RAA acknowledges the authority 
of the Commtesion to estabHsh an SCM that, once 
estabHshed, prevaUs over the other compensation methods 
addressed in that sedion. In fad, foUowing issuance of the 
Iratial Entry, FERC rejeded AEPSC's proposed forrhula 
rate m light of the fact that the Commtesion had estabHshed 
the SCM.9 Therefore, we do not agree that ŵ e have 
intruded upon FERC's domain. i 

Provider of Last Resort (POLR) Charge i 

(28) AEP-OMo contends that the Iratial Entry is unlawful and 
unreasonable in finding that the POLR charge approved m 
the ESP 1 Order refleded the Company's cost of supplymg 
capadty for retail loads served by CRES pro\dders and! that 
the POLR charge was based upon the continued usie of 
RPM pridng to set the capadty charge for CRES providers. 
AEP-OMo notes that the POLR charge related to an entirely 
different service and was based on an entfrely different set 
of coste than the capadty rates provided for under Section 
D.8 of Schedule 8.1 of tiie RAA. SpedficaUy, AEP-OMo 
pomte out that the POLR charge was based on the right of 
retaU customers to switch to a CRES provider • and 
subsequently return to the Company for generation service 
imder SSO rates, whereas the capadty charge compensates 
the Company for its wholesale FRR capadty obHgatiohs to 
CRES providers that serve shoppmg customers. AEP-OMo 
argues that its retaU POLR charge was not the SCM 

American Electric Power Service Corporation, 134 FERC 161,039 (2011). 
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envteioned under the RAA and did not compensate I the 
Company for the wholesale capadty that it makes available 
as an FRR Entity under the RAA. j 

(29) In its memorandum confra, lEU-OMo argues that AEP­
OMo's POLR charge, as it was proposed by the Company 
and largely approved by the Commission in the ESP 1 
Order, induded compensation for capadty coste. iFES 
agrees with lEU-OMo that the POLR charge recovered 
capadty costs assodated with retaU switching. Both 1|EU-
OMo and FES note that AEP-OMo's testimony in support 
of the POLR charge indicated that the charge w^uld 
compensate the Company for the chaUenges of proviiiimg 
capadty and energy on short notice. FES adds that AEP­
OMo's POLR charge and ite wholesale capadty charge 
were both intended to recover capadty costs ^sodated 
with accommodatmg retail dioice and ultimately pay for 
the same generating capadty. FES and ConsteUation assert 
that AEP-OMo's POLR charge was the SCM, contrary to 
the Company's daim. 

(30) In the friitial Entry, the Commtesion noted that it-had 
approved retail rates for AEP-OMo, induding recovery of 
capadty coste through the POLR charge to certain retaU 
shopping customers, based upon the contmuation of the 
current capadty charges estabHshed by PJM's capadty 
auction. We find no error in havmg made tMs finding. The 
Commission approved AEP-OMo's retaU rates, induding 
the POLR charge, in the ESP 1 Order. For the most part, 
the POLR charge was approved by the Commtesion las it 
was proposed by AEP-OMo.lo AEP-OMo's testimoriy in 
support of the POLR charge indicates that various irtpufe 
were used by the Company to calctdate the propHOsed 
charge.ii One of these inpufe was the market price, a large 
component of %vMch was mtended to refled AEP-C^o's 
capadty obHgations as a member of PJM. Although the 
purpose of the FOLR diarge was to compensate AEP-QMo 
for ihe risk assodated with ite POLR obligation^ we 
nonetheless find that the POLR charge was approve^!, in 

10 ESP 1 Order at 38-40. 
11 Cos. Ex. 2-A at 12-14,31-32; Tr. XI at 76-77; Tr. XTV at 245. 



10^929-EL-UNC |: -12-

part, to recover capadty costs assodated with custoiner 
shopping. Ac5CprdingIy, we find that AEPOMo's request 
for rehearing should be deiiied. 

Due Process 

(31) AEP-OMo argues that the friitial Entry was i^ued in a 
tnanner that denied the Company due process and violated 
various statutes, indudmg SeCtiotis 4903.09, 4905.26, and 
4909.16, Revised Code. AEP-OMo notes that, absent an 
emergency situation under Sedion 4909.16> Revised Code, 
the Commi^ion must provide notice and a hearing bel̂ ore 
setting a rate. AEP-OMo argues that there is no emerg^ucy 
in the present case and that the Commtesion was, therefore, 
requfred to provide notice and a hearmg pursuant to! the 
procedural requiremenfe of Sediori 4905J26, Revised Code, 
prior to iffiposmg a capadty pricing mechantem th4̂ t is 
different from the mechantem proposed by the Company in 
ife FERC fUmg. AdditionaU5r, AEP-OMo argues that the 
Imtial Entty was isstied in the absence of any record jand 
that it provides Httle explanation as to. how the 
Goinmission arrived at its dedsion to establish a capacity 
rate, confraty to Section 4903.09, Revised Code. • 

(32) lEU-OMo responds that the friitial Enfry did not estabHsh 
or alter any of AEP-OMo's rates or charges and that the 
ertiry merely confirmed what the Commission 'had 
previously determined. 

(33) The Commission finds no merit in AEP-OMo's due process 
claims. The Initial Entry upheld a charge that had been 
previously estabHshed in the ESP 1 Order. The Imtial Entiy 
did not institute or even modify AEP-OMo's capadty 
charge, wMdi was based on RPM pridng both beforej and 
after issuance of the enfry. The purpose of the Initial J^fry 
was to expressly establish the SCM and maintain RPM 
pridng as the baste for the SCM during the pendency of the 
review of AEP-Ohio's proposed change to ite capadty 
diarge, AdditionaUy, we find that the rationale behm4 the 
friitial Entry -was sufficientiy explained, c»nstetent with, the 
requfremente of Section 4903.09, Revteed Code. :The 
Commtesidn dearly indicated that it Was necessary to 
expHdtly estabHsh the SCN4 based on RPM capadty pricing 
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in Hght of AEPSC's FERC fiHng proposing, a cost-b^sed 
capadty charge. Thus, AEP-OMo's request for rehea^ng 
should be denied. 

friterim ReHef Entry 

Jurisdiction 

(34) lEU-OMo argues that the Interim ReHef Enby is uiila\lrfui 
because the Commtesion is without subjed matter 
jurisdiction to estabHsh a cost-based capadty charge in thte 
proceeding. lEU-OMo notes that the Commission's 
ratemakmg authority under state ia:w te gOveriied; by 
statute. According to lEU-OMo, tMs case te hot properly 
before the Commission, regardless of whether capddty 
service te considered a competitive or noncompetitive ritail 
electric service. i 

(35) As dtecussed above with r e ^ e d to the Initial Entiy and 
addressed further below in regard to the Capacity Order; 
the Commtesion finds that it has jurisdiction under state 
law to estabHsh an SCM, ptusuant to the genJeral 
supervteoty authority granted by Sections 4905.04, 490^,05, 
and 4905.06, Revised Code, and that our review Was 
consistent with our broad investigative authority uiider 
Section 4905-26, Re\dsed Code. The OMo Supreme Court 
has recognized the Commtesion's authority fo investigate 
an exteting rate and, foUowing a hearing, to order a new 
rate.l2 AdditionaUy, we beHeve that a cost-based SCM inay 
be establtehed for AEP-OMo's FRR capadty obHgations, 
pursuant to our regulatory authority under Chapter 4905, 
Revised Code, as weU as Chapter 4909, Revised Code, 
wMch enable the Commission to use ite fraditional 
regulafor '̂̂  authority to approve rates that are based on 
cost. We find, therefore, that jEU-OMote request for 
r^earing should be daiied. 

12 Ohio Consumers' Counsel v. Pub, Util. Comm., 110 Ohio St3d 394, WS (2W6y,Ohfa Utilities Co. v. Pub. 
UtUr Cmtin.. 58Cte)St2d 153,156-158(1979). J 
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Process 

(36) I ^ and lEU-QMo contend that the Interim Relief Entty is 
unreasonable, unlawfub and proceduraUy defective 
because it efredively aUowed AEP-OMo to avoid .the 
statutoty procedifres to seek the reHef granted by I the 
entiy.13 FES and EEU-OMo argue that there te no remjedy 
or procedure to seek rehef from a Commtesion order other 
than to file an application for rehearing pursuant to Section 
4903.10, Revteed Code, and that the Cominission, in 
granting AEP-OMo's motion for reHef, aUowed 'the 
Company to bypass the rehearing proces, lEU-Ohio ^ i^s 
that the Cornmfesion abrogated ife prior order dfrecting the 
Company to implement RPM-based capadty pridng tipon 
rejection of the ESP 2 Stipulation, without determining that 
the prior order was unjust or unw^arranted. 

(37) lEU-OMo ateo asserts that the Interim ReHef Entry is 
unlawful and imreasonable because the Ccanmtesiori fajUed 
to comply with the emergency rate relief provisiorte found 
m Sedion 4909.16, Revteed Code. lEU-Ohio adds tiiat AEP­
OMo has not invoked the Cornmission's emergency 
authority pursuant to that statute and, in any event, tiie 
Company failed to present a case supporting emergency 
rate reHef. 

(38) AEP-OMo responds that ite motion for relief did not set fc to 
revise the Initial ESP 2 Entry on Rehearing, wMch reeded 
the ESP 2 Stipulation. Rather, AEP-OMo submits that the 
motion was fUed, pursuant to Rule 4901-1-12, OA.C , for 
the purpose of seeking mterim reHef during tile pendency 
of the ESP 2 Case and the present proceedings. AEP-OMo 
adds that the motion for reHef was properly granted based 
oil the evidence and tiiat arguments to the confraty |lave 
already been considered and rg"ected by the Commtesidn. 

(39) The Commtesion finds that no new arguments have l>een 
raised regarding the process by which AEF-Ohio spisght, 
and the Commission granted, interim reHef. Although W:e 
recognized iri the Interim ReHef Entry that AEP-Ohib may 

1^ lEU-Oliio joins in; the application for rehearing filed by HBS, in additicai to raising its own 
assignments of error. 
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have other means to challenge or seek reHef fromi an 
interim SCM based on RPM capadty pridng, we Mso 
found that the Commission is vested with the authority to 
modify the SCM that ŵ e estabHshed m the Imtial Entry, 
We continue to beHeve that, just as we have the necessary 
authority to estabHsh the SCM, as discussed elsewhere in 
thte entty, so too may we modify the SCM, Accordingly, 
FES' and lEU-OMo's assignments of error should be 
deraed. 

Evidentiaty Record and Basis for Commtesion's Etedsio^ 

(40) FES asserte that the friterim ReHef Entiy is unlawful and 
unreasonable in that it authorized AEPOMo to recover a 
capadty rate aUegedly based on its fuU embedded cosfe, 
wMch coste are not authorized by the RAA, are not 
recoverable under OMo law, and do not refled an offset for 
energy revenues, FES contends that, because the E S P 2 
Stipulation was rejeded, the Commtesion lacks a re4ord 
baste to approve the negotiated rate of $255/MW-day a^ an 
element of the interim SCM. 

(41) FES further argues that the Interim ReHef Entiy is jnot 
based on probative evidence that AEPOMo would siiffer 
immediate or frreparable finandal harm imder RPM-bcsed 
capadty pricing. FES adds that the Comintesion erred in 
relying on AEPOMo's loss of revenues from ite vidawhA 
POLR charge as further justification for the tier-two ratJe of 
$255/MW-day. ! 

(42) AEPOMo replies that FES' arguments regarding the tjwo-
tiered capadty pridng sfructure have afready been 
considered and rejeded by the Commtesion on more than 
one occasion-

(43) lEUOMo asserts that the Interim ReHef Enfry is unlawful 
and unreasonable because there te no record to supporij the 
Commission's finding that the SCM could rtek an urijust 
and imreasonable result. Like FES, lEUOMo argues th^t it 
was unreasonable for the Commtesion to rely on the ifad 
that AEPOMo is no longer recovering ife POLR cosfe as 
support for the interim SCM, when the Commission 
previously determined that the POLR charge was not 
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justified. Further, lEUOMo contends that the Commisjion 
Uttrea:sonabIy reHed on evidence supportfrig the ESP 2 
Stipulation, given that the Commission rejeded ; the 
stipulation and eleded instead to restart tMs proceeding.. 
FinaUy, regarding tiie Comimssion's reasoning that AEP­
OMo must shcire off-system sales (OSS) revenues wi th its 
affiHates pursuant to the AEP East friteroirmection 
Agreement (pool agr^ment), lEU-OMo notes that there te 
no evidence addressing any shortiall that may occur. 

(44) AEPOMo contends that its motion for reHef was profjerly 
made and properly granted by the Commission base<i on 
probative evidence in the record. According to AEP-OMo, 
the Commission recogruzed that the Cornp^y's abUify to 
mitigate capadty costs m t h off-system energy sales is 
Hmited. AEPOMo adds that the Commtesion's evetitual 
determination that the Company may not assess a POLR 
charge does not contradict the fact that the Commtesion 
imtiaUy reHed upon the Company's POLR charge in settmg 
RPM-based capadty pridng as the SCM m the frutial Er try, 

(45) lEU-Ohio also argues that the Interim ReHef Enfryr is 
unlaviirful and unreasonable because the rate increase is not 
based on any economic justification as requfred by 
Gomfrd^ion precedent. According to lEU-OMo, I the 
Commission stated, m the ESP 1 Order, that AEP-(l)Mo 
must demonstrate the econoihic basis for a rate increaie in 
the context of a fuU rate review- lEUOMo argues hat, 
corifraty to this precedent, AEP-OMo made no shovving, 
and the Commission made no findlhg, that the Company 
was suffering an economic shortfall. 

(46) The Commission again rejeds claims that the reHef gra ited 
in the Interiin ReHef Entty was not based ori re:ord 
evidence. The present case was consoHdated with the 
ESP 2 Case and the other consoHdated eases for' the 
purpose of considering the ESP 2 Stipulation. As we noted 
fri the Interim ReHef Fntiy, the testimony arid exhibits 
admitted mto the record for that purpose remain a pajrt of 
the record in thte proceeding. Although the Comnu^ion 
subsequently rejeded the ESP 2 Stipulation, that actio4 did 
not purge the evidence from the record in tMs case. Itiwas 
thus appropriate for the Commission to rely upon that 
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evidehce as a b ^ i s for granting AEPOMo's motiofr fOr 
mterim reHef. -• 

fri the friternn ReHef Enfry, the Commtesion dted tiree 
reasons justifying the interim reHef grainted, specificall)!^ the 
elixhination of AEP-OMo's POLR chairge, the operation of 
the pool agreement, and evidence indicating that RfM-
based capadty pridng is below the Company's capidty 
cosfe. With respect to the POLR charge, we merely ribted 
that AEPOMo was no longer receiving a revenue stneam 
that Was intended, in part, to enable the Company to 
recover capadty coste. Although the Commi^ion 
determined tiiat AEPOhio's POLR charge was jnot 
siipported by the record on remand, nothing in that tM d̂er 
negated the fad that there are capadty <x>ste assodated 
with an elecfric dtetributioti utUity's POLR obHgation and 
that such coste rnay be properly recoverable upon a proper 
record.i* Having noted that AEPOMo was no longer 
receivmg recovery of capadty coisfe through the POLR 
charge, the Commission next pointed to evidence inj the 
record of the consolidated cases hidicatfrig that the 
Company's capadty cosfe faU somewhere within the nirtge 
of $57.35/MW-day to $355.72/MW-day, as a merged 
entity. Finally, we noted that, although AEPOMo ma) - sell 
ite excess supply into the wholesale market when retail 
customers switch to CRES providers, the pcwl agreement 
Hmite the' Company's abiHty to fuUy benefit from tjhese 
sales, as the margins must be shared w:ith its affiHates.̂ 5 
Although lEU-OMo argues tiiat AEPOMo faUeci to 
demonstrate any shortfell resulting from the operatic n of 
the pool agreement or any other ecoriomic justification for 
the interim rate reHef, lEUOMo offers insuffident support 
for its theoty that the Company must make sudi a 
l owing . We have previously rejeded lEU-Ouo's 
argument that the Commission broadly stated in the ESP I 

1^ In the Matter cfthe Application of Columbus Southern Power Company for Approva I of an Electric Security 
. Pian; an Amendrmrd to its Corporate Separation Plan; and the Sale or Transfer of Certain Generating Assets, 

Case No, 08-917-EL-SSO, ef a/:. Order oil Remaiid (October 3,2011). : 
IS AEP-QMo Ex. 7 at 17. 
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(47) 

m 

Order that AEPOMo must demohsfriate the economic bksis 
for a rate increase in the context of a full rate review.i^ 

In Hght of the evidence discussed above, the Commission 
reasonably conduded that art SCM based on the current 
RPM pridng could risk an unjust and xfrireasonable result 
for AEPOhio, We detennmed that the two-tier capa,dty 
pridng mechamsm, as proposed by AEP-OMo and 
modified by the Commtesion, should be approved on an 
mterim basis^ With the first tier based on RPM pricmg, and 
the second tier fixed at $255/'h&f-day, representing a 
reasonable charge m the hiid portion of the range refled:ed 
m the record. Upon review of the arguments rateed| on 
rehearing, we contmue to beHeve that otu rationale j for 
granting AEPOMo's interim reHef was thorou^Wy 
explcdned, warranted under the uiiique cfrcurnstances., ^ d 
supported by the evidence of record in the consolidated 
eases. Accordingly, FES' and lEUOMo's requeste for 
rehearing should be demed. 

Discriminatoty Pridng 

FES argues that the Interim Relief Entiy establtehed 
mterim SCM that imposed on certain customers a 
price that Was two times more than other customers 
contrary to the Commission's duty to 
nondtecriminatory pridng and an effective com 
marketj and in violation of Sections 4905.33, 490^ 
4928.02, and 4928.17, Revteed Code. 

an 
capaldty 

paid, 
eruiure. 

petitive 
.35, 

Similarly, lEU-OMo contends that the Interim ReHef Eiitry 
is imlawful because the resulting rates were un4uiy 
discriminatory and not comparable. lEUOMo notes jhat 
the interim SCM authorized two different capacity ifetes 
•without any demorisfration that the difference was 
justified. lEU-OMo adds that there has been no showing 
that the capacity rates for CRES providers were comparable 
to the capadty coste paid by SSO customers. 

1^ In the Matter of the Application of Columbus Southern Power Company for Approval] of an Elecirie Security 
Plan; an Arnendmerit to its Corporate Separation Plan; and the Sale or Transfer of Certain Generating Assets, 
Case No. 08-917-Ei,-SSO, et a t . Entry on Rehearing (Deceinber 14,2Q11), al 5H6. ; 
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(49) In response to many of lEUOMo's various argumente, 
induding ite discrimination daim, AEPOMo contends that 
lEUOMo improperly attempfe to reHtigate issues that l)ave 
afready been considered and rejected by the Commissidn. 

(50) The Commission does not agree that the interim capadty 
pricing authorized by the Interim ReHef Entry was uncjuly 
disariminatoty or otherwise unlawful. We recognize Ithat 
customers who aded earHer than others to switch :o a 
CRES provider benefitted from their prompt action. 
However, as we have deterrmned on prior occasions, tMs 
does not amount to undue preference nor create a.ca^ of 
discrimfriation, given that all customers had an e(jual 
opportunity to take advantage of the aUotted RPM-based 
capadty pridng.17 Rehearing on thte issue should thds be 
demed. 

-19-

Transition Costs 

(51) lEUOMo maintains that the Interim ReHef Entiy is 
unlawful and unreasonable because it permitted AEP-OMo 
to recover fransition coste in violation of state law .̂ 
According to lEUOMo, AEP-OMo's opportunity to rec >ver 
fransition cosfe has ended, pursuant to Section 492J.38, 
Revised Code. AEP-OMo responete that lEUOMo merely 
repeate an argument that the Commtesion has previously 
rejeded. 

(52) The Commtesion dteagrees that the Interim ReHef Entry 
authorized the recovety of fransition coste. We do not 
beHeve that the capadty costs assodated with AEPOhio's 
FRR obHgations constitute fransition costs. Pursua4t to 
Section 4928.39, Revteed Code, fransition coste are tests 
that, among meeting other criteria, are dfrectly assignjable 
or aUocable to retaU elecfric generation service provided to 
electric consumers in tMs state. AEP-OMo's provteion of 
capadty to CRES providers, as requfred by the Company's 
FRR capadty obHgations, is not a retaU elecfric service as 

17 See, e.g.. In ihe Matter cf ihe Application of The Cincinnati Gas & Electric Compkny fa; 
Electric Transition Plan, Approval of Tariff Changes and New Tariffs, Authority 
Accounting Procedures, and Approval to Transfer its Generating Assets to an Exem\'t 
Case No. 99-1658-EL-ETP, et al , Opinion and Order (August 31,2CXX)), at 41. 

r Approval of its 
to Modify Current 

Wholesale Generator, 
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defined by Sedion 4928.0l!(A)(27), Revteed Code. The 
capadty sMvice in questioii te not provided dfredlyl by 
AEP-OMo to retail customers, but te rather a, whol^ale 
fransaction between the Company and CRES proviciers. 
Because AEPOhio's capadty cosfe are not direjctly 
assignable or allocable to retaU elecfric generation senice, 
they are not fransition coste by defimtion. lEUOliio's 
assignment of error shofrld be deraed. 

Allocation of RPM-Based Capadty Pricmg 

(53) RESA requeste that the Commtesion grant rehearing fori the 
purpose of dariiying that the Interim Relief Entty did-not 
authorize AEPOMo to revoke RPM-based capadty pridng 
to any customer who received such pricing pursuant to the 
Commtesion's approval of the ESP 2 Stipulation. R E S A 

asserts that, in order to maintain the status quo, 
commerdal customers fiiat have been receiving RPM-b^ sed 
capadty pridng should have continued to receive such 
pridng. Accordmg to RESA the Interim ReHef Entiy did 
not direct AEPOMo to decrease the number of commerdal 
customers tiiat were receiving RPM-based capacity pricing. 
RESA notes that the Interim ReHef Entiy states that the jEfrst 
21 percent of each dass shaU receive. RPM-based Capajdty 
pridng, but it did not requfre that only 21 percent can 
receive such pricing. ; 

RESA argues that it would be unjust and unreasonable to 
charge distdmers that were shoppmg and receiving K'M-
b a ^ d capadty pricing prior to the Comtmssion's rejection 
of the ESP 2 Stipulation, and wMle the ESP 2 Stipulation 
was in place, the tier-two price for capadty: RESA also 
argues that it is unjust arid unreasonable to decrease; tiie 
amount of RPM-based capadty pricing for the commerdal 
dass from flie level authorized in the Initial l ^ ' 2 Ordejr, in 
light of the fart that the Cornmission ordered an expaiiaon 
of RPM-based capadty priding for govonmental 
aggregation. RESA <»ndudes that the Commtesion she uld 
darify that any distdmer that began shopping prio:r to 
September 7, 2012, and recdved RPM-based capadty 
pricing shaU be charged such pricing during the period 
covered by the Interim Relief Entry. 
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(54) Like RESA, FES also notes that AEPOhio has interpreted 
the interim ReHef Entry to allow RPM-based capadty 
pricing, to he taken away from a sigraficant numbei? of 
customers that were shopping as of September 7, 2011, 
when the ESP 2 Stipulation was filed. EES notes that both 
the ESP 2 Stipulation and tiie Initial ESP 2 Order 
recognized tiiat all shopping customers qualifying for 
RPM-based capadty pridng as of September 7,2011, would 
be entitled to continue to receive such pridng, FES argues 
that the Commtesion should have establtehed an interim 
SCM based On RPM prices or, alternatively, should confirm 
that, during the interim period, aU customers that tyere 
shopping as of September 7, 2011, should receive RPM-
based capadty pridng. 

(55) AEPOMo contends that the appHcations for rehearing of 
RESA and FES should be deraed, becaiase they are 

' essentiaUy untimely appHcations for rehearing of the Irdtial 
ESP 2 Clarification Entiy in the consoHdated cases. AEP­
OMo asserte that the Interim ReHef Entiy merely conffrined 
that the capadty pricing requiremerite of the Imtial E$P 2 
Qarification Bnfay were to continue on an interim bfeste, 
even though tiie Confrntesion rejeded the ESP 2 
Stipulation. AEPOhio beHeves that RESA and FES should 
have raised thefr objections to the capadty pridng 
requfremenfe by seeking rehearing of the Initial ! ^P 2 
ClEfrification Enfry. AEP-OMo further argues that RESA 
and FES ignore the fad that the ESP 2 Stipulation Was 
rejected by the Commtesion in ife entfrety, wjuch . 
elimmated aU of the benefife of the stipulation, ^ d , 
therefore, RESA and FES have no baste upon wMdji to 
daim that CRES providers should receive those benefit^. 

Next, AEPOMo dteputes RESA's characterization of the 
status quo, and argues that the Commtesion maintained the 
status quo by retairdng the capadty pridng set forth iri the 
friitial ESP 2 Clarification Entty. FmaUy, AEPOMo asserts 
that tiie Imtial ESP 2 Clarification Entty, wMch remained in 
effect pursuant to the Interim Relief Enby, requfred [that 
each customer dass receive an aUocation of RPM-b^ed 
capadty pridng for 21 percent of ite load, and did: not 
permit the reaUocation of capadty from one citetomer ilass 
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to another. AEPOMo argues that RESA has misconstttied 
the friterim Relief Entry in representing the 21 percent as a 
nruiiimum, not a maximum. i 

•I. 

(56) friitiaUy, the Commtesion dteagrees with AEPOMo's 
argument that RESA's and FES' appHcations for reheaing 
of the Interim Relief Entiy are essentiaUy uritirnefy 
appHcations for rehearing of the frutial ESP 2 Clarification 
&itry. Although the Interim ReHef Entiy was subjed tcl the 
darificatioiis in the friitial ESP 2 Clarification Enfry, the 
entries are otherwise entfrely dtetind and were tesued for 
different piarposes. Whereas the Initial ESP 2 Clarification 
Entiy was tesUed to darify the terms of our approval of the 
ESP 2 Stipulation, the Interim ReHef Entiy was tesued to 
approve an interim SCM in Hght of our subsequent 
rejection of the ESP 2 Stipulation. We find that the 
appHcations for rehearing of RESA and FES were 
appropriate under the cfrcumstances. 

Further/ the Commission darifies that aU customers that 
were shoppfrig as of September 7, 2011, should Lave 
continued to receive RPM-frased capadty pridng dudng 
the period in wMch the interim SCM w âs in ef'ert. 
Pursuant to the terms of the ESP 2 StipxUation as apprc ved 
by the Commission in the Iratial ESP 2 Order, custoriers 
that were taking generation service from a CRES provider 
as of the date of the ESP 2 Stipulation (te., September 7, 
2011) were to continue to be served under the RPM rate 
appHcable for tiie remainder of the confrad term, induding 
renewate.1^ In the friitial ESP 2 Clarification Entiy, the 
Comrnission confirmed that it had modified the ESP 2 
Stipulation to proMbit the aUocation of RPM-bfised 
capadty pricmg from one customer d ^ s to another and 
that thte modification dated back to the imtial aUocation 
among the customer classes based on, the September 7, 
2011, data. Thte darification was not intended to advei^ly 
impact customers afready shopping as of September 7, 
2011., Likewise, the Interim Relief Entiy, wMch was sul)ject 
to the clarifications in the friitial ESP 2 Clarification Eijitty, 
was not intended to dtecontinue RPM-based capadty 

1̂  lDitialKP20rdej-at25,54. 
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pridng for customers shopping as of Septernber 7, 2011. 
AEPOhio te dfreded to make any necessaty adjustmente to 
CRES bilHrigs that occifrted during the mterim period, 
consistent with thte darification. : 

Interim ReHef Extension Enfry 

Evidentiary Record and Basis for Commission's Dedsioi»i 

(57) FES argues that the Interim ReHef Extension Entry te 
unreasonable and unlawful because it te not based.; on 
probative or credible evidence that. AEPOMo W Ôuld sujffer 
immediate: Or irreparable finandal harm under RPM-ba sed 
capadty pridng. FES asserts that AEPOMo's daims 
r^a rdmg the purported harm that wotild result from 
RPM-based capadty pridng are overstated and 
unsupported by any evidence in the record. FES adds that 
AEP-OMo made no attempt to comply with the 
requirements for emergency rate reHef. 

AdditionaUy, HES contends that the Interim ReHef 
Extension Enfry te unreasonable and imlawful because [tis 
in cifred conflid with the; RAA and RPM, pursuani: to 
wMch capadty pridng te not based on a fraditional cost-of-
service ratemaking methodology, but te instead intended 
only to compensate RPM partidpante;^ induding l̂ RR 
Entities, for ensuring reHabUity. According to PES, 
capadty pricing te not mtended to compeiteate AEPOMo 
for the cost of ite generating assets and only the Company's 
avoidable costs are relevant. 

FES also argues that the Interim ReHef Extension Enfrf is 
unreasonable and unlawful because it imposed capajdty 
pricing above the RPM-based price Ofr tier-one custoniiers 
that have always been entitied to RPM-based capadty 
pridng> without any explanation or supporting evidence. 
FES adds tiiat tier-one customers and C R E S providers wiU 
be severely prejudiced by the Commtesion's modification. 

FmaUy, FES argues that the friterim ReHef Extension Eijifay 
te unreasonable and unlawful because it extended; an 
improper interim SCM without suffident justification afe to 
why the Commtesion eleded to continue above-market 
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capadty pricing, despite its earHer determination that | the 
mterim rates should only remain in effed though May 31, 
2012. FES contends that the Comrmssion reHed on 
tracHtional cost-of-service concepts that have no relevance 
m thte proceeding. 

(58) OMA argues that the Commission's approval of AJEP-
OMo's proposal to mcrease and extend the Company's 
mterim capadty pricing is not supported by record 
evidence. OMA adcte that a majority of the Commission 
was unable to agree on a rationale for granting ithe 
extension. OMA condudes that the Conunission should 
reverse ite dedsion to grant the extension or, m the 
alternative, retain the mterim capadty pricmg adopted m 
the Interim ReHef Entiy. i 

(59) AEPOMo responds that the majority of the arguments 
raised by FES and OMA have afready been considered land 
rejected by the Commtesion on numerous occasions during 
the course of the proceeding and should agam be rejected. 
Regarding the remaining argumente, AEPOMo notes that 
the Commission thorougMy adcfressed aU of the arguments 
that were rateed in response to the Company's motion) for 
extension. 

(60) As discussed above, the Commission finds that we 
thorougWy explained the baste for otu dedsion to grant 
mterim reHef and approve an mterim capadty pri'ing 
mechamsm as compensation for AEPOMo's ^̂ RR 
obligations, fri granting an extension of the interim reHef, 
the Commtesion found that the same rationale continued to 
apply, fri the friterhn ReHef Extension Entiy, we explained 
that, because the cfrcumstances promptmg us to grant the 
interiin reHef had not changed, it was appropriati; to 
contmue the mterim reHef, in its current form, for an 
additional period wMle the case remained pending. The 
Commission also spedficaUy noted that various fadorslhad 
prolonged the course of the proceecHng and delayed a final 
resolution, despite the Commtesion's considerable eflorte 
to maintain an expecHtious schedule. We uphold our beHef 
that it was reasonable and appropriate to extend ^ the 
interim capadty pricing mechanism under these 
cfrcumstances. Therefore, rehearing should be deraed. 
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Extension of Interim SCM 

(61) FES argues that the Interim ReHef Extension Enfry te 
imreasonable and unlawful because it authoriized the 
extension of an inteidm S C M that is unlawful, as 
demonsfrate;d in. FES' appUcation for rehearing of the 
Interim ReHef Entiy. Sinularly, lEUOMo reiterates i the 
arguments rateed m ife briefs and appHcation for rehearing 
oi the Interim ReHef Eritty. AEP-OMo repHes that the 
Commtesion has afready addressed intervenors' argtim mte 
in the course of thte proceeding. 

-25-

reawns 
Ertty,: 

of 

(62) Asi addressed above, the Commissipn does riot agree Itiiat 
the interim SCM was unlawful. For the same 
enumerated above with resped to the friterim ReHef 
the Commissioii finds nothmg improper in our exterteioln 
the mterim SCM fOr a brief period. 

Due Process 

(63) EEUOMo contends that the totaHty of the Commtesiiri''^ 
adioite during the course of tMs proceeding violated lEU­
OMo's due process righte under the Fourte«aith 
Amendment. lEU-pMo beHeves the Commission's cortdud 
tifroughout thte proceeding has subjeded the positions of 
parties objedtng to AEPOMo's demands to condemnation 
without trial, fri ife memorandum confra, AEPOMo 
argues that I E U O M Q ' S lengthy description of the 
procedural htetoty of tMs proceeding negates its due 
process daim. 

(64) The Commission finds no merit in lEU-OMo's due process 
daim. Pursuant to the procedural schedule, all parties, 
indudmg lEUOMo, were afforded ample oppOrturat^r to 
partidpate in tMs proceedmg through means of dtecovery, 
a lengthy evidentiaty'^ hearing with cross-examinatioh of 
witnesses and presentation of exMMte, and briefing. lEU­
OMo was ateo afforded the opportunity to respond to AEP-
OM^^s inotion for mterim reHef, as well as its motion fojr an 
extension of the mterim reHef As the record reflecte, lEU-
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OMo took fuU advantage of ite opportunities ^ d , 
accordmgly, ite request for rehearing should be demed. 

Requeste for Escrow Account or Refund 

(65) OMA assarfe that the friterim ReHef Extension Bitty 
imdermined customer expectations and suhstanti|ally 
harmed OMo manufacturers and other customers. OMA 
notes that, as a result of the Interim Relief Extension Eijfry, 
all customers, indudirtg customers in tier one. Were 
requfred to pay capadty rates that were substantially 
Mgher than the current RPM-based capadty price, confraty 
to thefr reasonable expectations, and to the detrimenjt of 
thefr business arTangemente iand the competitive niaiket. 
OMA adds that the Commtesion faUed to conside3| ife 
recommendation tiiat AEP-OMo deposit the difference 
between the two-tiered mterim reHef arid the RPM^b^sed 
capacity price in an ^crow account. 

( ^ ) EEUOMo asserfe that the Comrrassion should dfred AEP­
OMo to refund aU revenue coUeded above RPM-based 
capadty pricing, or at least to credit the excess coUedion 
against regulatory asset balances otherwise eHgiblei for 
amortization through retail rates arid charges. 

(67) In response to lEUOMo, AEP-OMo asserte that many of 
LEU-OMo's arguments are frrelevant to the interim R^ief 
Extension Entty and thus inappropriate for an appHcation 
for rehearing. Further, AEPOMo disagrees with OMA that 
there te no evidence that the Company would siifrer harm 
from RPM-based capadty pricing. AEPOMo also corite nds 
that neither customers nor CRES providers can cdaiin a 
continuing expedation of such pridng or rely upon the 
now rejeded ESP 2 Stipulation. } 

i; 

(68) Foi" the reasons previously dtecussed, the Cofriniis;aC)n 
finds that the brief extension of the interim capadty priiing 
mechantem, without modification, was reasonable under 
the drcumstances. Accordingly, we do not beHeve that 
lEUOMote request for a refund of any amoimt in excess of 
RPM-based capadty pricihg and OMA's request that an 
escrow account be establtehed are necessaty or appropriate. 
Further, if intervenors beHeved that exfraordinaty reHef 
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from the Interim ReHef Extension Entty was requfred/l the 
appropriate course qf action would have been to s e # a 
stay of the entry. 

We do not agree that tiie Interim. ReHef Extension Ehtty 
undermfried customer expectations or caused substantial 
harm to customers. This ca^ was iratiated by the 
Commtesion nearly two years ago for the purpose? of 
reviewing AEPOMo's capadty charge and deteriiui|urig 
whether the SCM should be modified in: order to pror^ote 
competition and to enable the Compariy to recover ithe 
costs assodated witii its FRR capadty obHgations. In lany 
event, as with any rate, there is no guarantee that the rate 
WdU remain unchanged in ihe fiiture. We find that the 
Interim ReHef Extension Enfry appropriately balanced: the: 
intereste of AEPOMo, CRES providers, and custorrers, 
wMch has been the Comrntesion's objective throughout thte 
proceeding. 

Capadty Order 

Turisdiction ; 
I 

(69) lEUOMo argues that the Capadty Order is unlawfiil Nuid 
unreasonable because the Commission te proMbited itpnx 
applying cost-based ratemaking prmdples or resortmg to 
Chapters 4905 and 4909, Revteed Code, to supervtee jand 
regulate generation capadty service from the poin| of 
generation to the point pf consumption. lEU-OMo 
contends that it makes no difference whetiier the service te 
termed wholesale or retaU, because retaU electric service 
includes any service from tiie point of generation to | the 
point of consumption. lEU-OMo asserts that j the 
Commission's authority with resped to generation service 
te limited to the authorizatioii of retail SSO rates that are 
establtehed m conformance with the requfrernenfe of 
Sections 4928.141 to 4928.144, Revteed Code. i 

(70) The Sdioob contend that the Corruriission lacks authority 
to set cost-based capadty r a t ^ because AEPObio'^s 
capadty service is a deregulated generation-related seni'ice. 
The Schools beHeve the Cofrimtesion's authority regarding 
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capacity service te Hmited to effectuating the state's energy 
poHcy found in Section 4928.02, Revteed Code, ! 

(71) In the Capadty Order, the Commission detennmed thit it 
has authority pursuant to Sections 4905.04, 4905.05, ^ d 
4905-06, Revteed Code, to estabHsh tiie SCM. We 
determined that AEP-OMo's provteion of capadty to CRES 
providers is appropriately characterized as a wholesale 
fransaction rather than a retaU electric service. We noted 
that, although wholesale fransactions are generaUy subjed 
to the exdusive jurtediction of FERC, our exerdse of 
jurisdiction in thte case was for the sole purpose! of 
establtehing an appropriate SCM and te constetent with 
Section D.8 of Schedule 8.1 of the FERC-approved RIA. 
AdditionaUy, we noted that FERC had rejeded AEPSC's 
proposed formula rate in Hght of the fad that the 
Commission had establtehed an SCM m the Initial Entry .1^ 
The Commission further determined, within ife discretion, 
that it was necessaty and appropriate to estabiteh a qost-
based SCM for AEP-OMo, pursuant to our regulatoty 
authority under Chapter 4905, Revteed Code, as well as 
Chapter 4909, Revised Code, wMch authorized Ithe 
Commtesion to use ife fraditional regulatory authoritjr to 
approve rates that are based on cost, such that the resiilting 
rates are just and reasonable, in accordance with Secjtion 
4905.22, Revised Code. Because the capadty service at 
issue is a wholesale rather than retaU electric service,; we 
found that, although market-based pridng te contemplated 
in Chapter 4928, Revised Code, that chapter pertains sclely 
to retaU electric service and is thus inappHcable under the 
cfrcumstances. The Commtesion concluded that we lave 
an obHgation under fraditional rate regulation to eruiure 
that the juriscHdional utiHties receive just and reasonable 
compensation for the services that they render. However, 
rehearing te granted to darify that the Commtesiori te 
under no obHgation with regard to the specific mechanism 
used to adcfress capadty costs. Such costs may be 
addressed through an SCM that is spedficaUy crafted to 
meet the stated needs of a particular utiHty or through a 
rider or other mechamsm. 

1^ American Electric Power Service Corporation, 134 FERC 161,039 (2011). 
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The Cprhmtesiori carefuUy considered the question; of 
whether we have the requisite statutory authority iri {thte 
matter. We affirm our findings in the Capacify Order that 
capadty service te a wholesale generation service between 
AEPOMo and CRES providers and that the provteioite of 
Chapter 4928, Revised^ Code> that restrid tiie Commission's 
regulation of competitive rdail electric services are 
inapplicable. The defimtion of retail electric service fo md 
in Section 4928.01 (A)(27), Revised Code, te more nar*ow 
thari lEUOMo would have it. As we discussed m the 
Capadty Order, retaU electric service te ''any serrice 
involved in supplying or arranging for the supply of 
eledridty to ultimate consumers in tMs state, from the 
point of generation to the point of consumption." Because 
AEPOMo suppHes the capadty service fri questiori to 
C R E S providers, rather than dfrectiy to retaU customers, it 
te not a retaU electric service, as lEUOhio appears to 

contend, or a deregulated service, as the Schools assert. | 
i 

AdditionaUy, as dtecussed above> we note that Secjdon 
4905.26, Revteed Code, grants the Commtesion 
considerable authority to review rates^O and authorizes! our 
investigation in thte case. The Commission proj^rly 
iratiated thte proceedmg, constetent with that statute, to 
examfrie AEPOMo's exteting capadty charge fpr ite ERR 
obHgations and to establish an appropriate SCM upon 
completion of our review. We grant rehearing for the 
limited purpose of darifymg that the Capadty Order 'mas 
issued in accordance with the Commission's authority 
found in. S^lion 4905.26, Revised Code, as weU as Sections 
4905.04,4905.05, arid 4905.06, Revised Code. 

Cost-Based SCM 

(72): OCC argues that the Commtesion erred in adopting a dost-
based ^ZM rather'than firiding that the SCM should be 
based on RPM pricing. Sinularly, the Schools argue jthat 
the Commission faUed to find that RPM-based capadty 

20' See, e.g., Ohio Consumers' Counsel v. Pub. UtU. Comm., 110 Ohio St3d 3 ^ , 400 (2006); AMnet 
Communications Services, Inc. v. Pub. Util. Comm., 32 Ohio St.3d 115,117 (19871); Ohio Utilities Co. v. 
Pub, Util, Omm., 58 Ohio St2d 153,156-158 (1979). ; 
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pridng is reasonable and lawful and should be reinstated 
as the SCM, AEPOMo repHes that the argumente raised 
by OCC and the Schoote are unsupported and have alreiidy 
been considered and r^ected by the Comrrassion. AEP­
OMo notes that the Cominission determined that it has the 
authority to estabiteh an SCM based on the coste assodated 
with the Company's FRR capadty obligations. i 

1 

(73) FES contends that the Capadty Order unlawfuUy imd 
unreasonably ^tabltehed an SCM based on embedded 
costs. SpecificaUy, FES argues that, pursuant to Ithe 
language and purpose of the RAA, the only costs tiiat jean 
possibly be considered for pricing capadty in PJM j are 
avoidable, not embedded, costs and that AEPOMo's 
avoidable cosfe would be fuUy recovered using RPM-based 
pricmg. FES asserts that AEPOMo's FRR capajdty 
obHgations are not defined by the cost of ife fijxed 
generation assets but are instead valued based on PJ[p4's 
reliabiHty requfremenfe. FES beHeves that the Capddty 
Order provides a competitive advantage to AEPOMo in 
that the Company wiU be the only capadty suppHer m PJM 
that te guaranteed to recover ife fuU embedded coste' for 
generation. FES notes that AEPOMo's status as an FRR 
Entity does not justify different freatment, as there te no 
material difference between the FRR election bnd 
partidpation m PJM's base residual auction, : 

(74) AEPOMo argues that the Commission appropriately 
determined that cost, as the term is used in Section D.8 of 
Schedule 8.1 of the RAA, refers to embedded cost. AEP­
OMo notes that no reference to avoided cost te contained 
within Section D.S of Schedule 8.1 of the RAA and that, as a 
partidpant m the drafting of the RAA, the Company 
understood that the reference to cost was intended to n^ean 
embedded cost. AEP-OMo contends that, because avoided 
costs are bid mto the RPM's base residual auction, EES' 
argument renders the option to establish a cost-bised 
capadty rate under Section D.S of Schedule 8.1 of the RAA 
meaningless. 

(75) Like FES, lEUOMo argues that the Capadty Order is m 
conflid with tiie RAA for numerous reasons, induding that 
the order does not account for Delaware law; ignore$ the 
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(76) 

m) 

RAA's focus on the entfre PJM region and the i<A{As 
objective to support the development of a robust 
competitive marketplace; finds that use of the term "cost" 
in the RAA means embedded cost; and te based on A | 
OMo's flawed assumptions that the Company is an 
Entity with owned and confroUed generatmg assets that 
are the source of capadty provided to CRES providers 
serving retaU customers m the Company's certified electric 
dtetribution service area. 

fri ife memorandum cxjnfra, AEPOMo notes that lEUOMo 
faUs to explain how the appHcation of Delaware law would 
make any practical difference with respect to ithe 
Commtesion's mterpretation of the RAA. AEP-OMo argues 
that the RAA cannot be interpreted to mean that state 
commissions are consframed by Delaware law ki 
establtehing an SCM. AEPOMo ateo contends that, if the 
reference to cost in Section D.S of Schedule 8.1 of the RAA 
is interpreted as avoidable cost, it would render the 
provteion meaningless. AEPOMo adds that DEUOMo 
reHes on inappHcable US. Supreme Court precedent in 
support of its argtunent that cost does not mean embedded 
cost. 

The Commtesion finds that the argumente rateed by the 
Schools, CXHC, FES, and EEUOMo have afready been 
thorougMy considered by the Commission and shduld 
agam be deraed- As discussed above, the Commtesion |has 
an obHgation to ensure that AEPOMo receives reasonable , 
compensation for the capadty service that it provides, j We 
continue to beHeve that the SCM for AEPOMo should be 
based on the Company's costs and that RPM-b£sed 
capadty pridng would prove insuffident to yield 
reasonable compensation for the Company's provteion of 
capadty to CRES providers in fulfillment of its WS. 
capadty obHgatioi«. 

lEUOlio InitiaUy, the Commission finds no merit in 
claim that AEPOMo te not an FRR Entity. 
AEPSC signed the RAA, it did so on behalf of 
Company. The Commission ako disagrees with 
contention that the Capadty Order affords an undue 
competitive advantage to AEPOMo over other capadty 

Although 
the 

FES' 
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(78) 

suppHers m PJM. The Commtesion mitiated jthte 
proceeding solely to review AEPOMo's capadty coste md 
determine an appropriate capadty charge for its FRR 
obligations. We have not considered the coste of any oiher 
capadty supplier subjed to our jurisdiction nor do we find 
it appropriate to do so in tMs proceedmg. Further, the 
Commtesion does not agree that the SCM that we have 
adopted te inconstetent with the RAA. Section D.l oi 
Schedule 8,1 of the RAA provides only that, where the state 
regulatoty jurisdiction requfres that the FRR Entity be 
compensated for its FRR capadty obHgations, such SCM 
wUl prevail. There are no requfremente or limitations for 
the ^ZM m that section or eteewhere m the RAA. Although 
Section D.S of Schedule 8.1 of the RAA specifically 
contemplates that an SCM may be establtehed by the state 
regulatoty jurtediction, neither that section nor any oher 
addresses whether the SCM may provide for the recovety 
of embedded costs, nor would we exped it to do so, given 
that the FRR Entity's compensation te to be providec by 
way of a state mecitantem. The Commission finds thai we 
appropriately adopted an SCM that is consistent ivith 
Section D.8 of Schedule 8.1 of the RAA and state law^ and 
that notMng in the Capadty Order te otherwise confrary to 
the RAA. 

Energy Credit 

AEPOMo raises numerous tesues with resped to • the 
energy credit recommended by Staff's consultant in ithte 
case. Energy Ventures Analyste, fric. (EVA), wMch was 
adopted by the Commission in the Capadty Order, i i ite 

tiie 
of 

first assignment of error, AEPOMo contends that 
Commission's adoption of an energy credit 
$147.41/MW-day was flawed, given that EVA assumed a 
static shopping level of 26.1 percent throughout the 
relevant timeframe. AEPOMo notes that, according to 
Staff's own witness, the energy credit should be lower 
based upon the establtehed shopping level of thirty percent 
as of April 30,2012. AEPOMo adds that the energy cfedit 
should be substantially lower based upon the increased 
levels of shoppmg that wiU occur with RPM-based capadty 
pricmg. AEPOMo beHeves that there is an inconstetency 
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between the Commtesion's recognitibn in the Capaify 
Order that RPM-based pridrig wUl cause shopping to 
increase and the Comrmssion's adoption of EvA's 
methodology without an adjustment to reflect a Mgher 
level of shopping. At a rninimtmi, AEPOhio argues ihat 
the Commission should account for the actual shopifJing 
level as of the date of the Capadty Order. 

(79) lEUOMo responds that the argumente raised by AEPOMo 
in its appHcation for rehearing assume that 'tiie 
Commtesion inay a d beyond its statutoty jurisdidic)n to set 
gaieratibn rates and that the Commtesion may unlawfuUy 
authorize the Company to cbUed fransition revenue. lEU­
OMo also contends that aU of AEPOMo's assignmenfe of 
error that relate to the energy credit are based on the 
flawed assumption that the Company identified and 
estabHshed the incurred cost of satisfying the FRR Entity's 
capadty obHgations. lEU-OMo notes that AEP-OMo's cost-
based methodology reHes on the fatee assumption that the 
Company's owned and controUed generating assets are the 
source of capadty aVaUable to CRES providers ser\mg 
customers in the Company's dtetributiori service territory. 

(80) AEPOhio also argues that there are a number of errors in 
EVA's energy crecHt, resulting in an energy credit ihnt te 
unreasonable and against the manifest weight of the 
evidence. AEPOMo contends that the Commteiiiori 
a:dopted EVA's energy credit without meaningful 
explanation or analyste and abdicated ite statutoty dut yr to 
rnake reasonable findings and condusions, m violation of 
Section 4903.09, Revised Code. 

SpecificaUy, AEPOhio asserts that EVA's methodology 
does not withstand basic scrutiny and te largely a.black box 
that cannot be meaningfuUy tested or evaluated by otiters; 
EVA faUed to caHbrate ite model or otherwise account for 
the impad of zofral rather than nodal prices; EVA erted in 
forecasting locational marginal prices (IMP) instead of 
using available forward energy prices, wMch were used by 
Staff in the ESP 2 Case;: EVA used inaccurate and 
understated fuel cosfe; EVA failed to use corred heat i^ies 

i . 

, to capture nimunum and start time Operating consframfe 
and assodated cost impacfe; EVA wrongly incorporated 
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fraditional O ^ margins and otherwise failed to propsrly 
refled the impad of the pool agreement,' and EVA's 
estimate of gross margins that AEP-OMo vAU earn fi-om 
June 2012 through May 2015 are overstated by nearly 1200 
percent. AEP-OMo argues that, at a miramum, the 
Commission should condud an evidentiaty hearmg; on 
rehearing to evaluate the- accuracy Of EVA's energy credit 
compared to actual resulfe. In support of ite request, AEP­
Ohio proffers that EVA's forecasted energy margins for 
June 2012 were more than three frmes higher than the 
Company's actual margins, resulting in an energy credit 
that te overstated by $91.52/MW-day, arid that provteioiial 
data for July 2012 confirms a sitriUaf degree of error in 
EVA's projections. 

AEPOMo also pointe out that Staff admitted to sigruficant/ 
inadvertent errors in Staff witness Harter's testimony 
regarding caldilation of the energy credit and that Staff 
Vfas granted additional time to present the supplemental 
testimony of Staff witaess Medine in an attempt to correct 
the errors. AEPOMo notes that Staff presented tiuree 
different versions of EVA's calculation of the energy credit, 
which was revised twice in Order to address errors in the 
calculation. AEPOMo asserte that the Commtesion 
nevertheless adopted EVA's energy credit without mention 
of these procedural frregularities. fri any event, AEP-OMo 
beHeves tiiat Ms, Medine's testimony only partially bid 
sUperfidaUy addressed Mr, Harter's errors. According to 
AEPOMo, the Commission should grant the Compariy's 
appHcation for rehearing and address the remainmg 
fundamental defidendes in EVA's methodology m order to 
avoid a reversal and remand from the OMo Supreme 
Court. 

(81) FES responds that the Gommtesion afready considered and 
rejeded each of AEPOMo's argumente. lES adds that 
thiere are flaws in the energy crecHt calculated by A(EP-
OMo's owm witness and that the Company's criticism^ of 
EVA's approach lack merit. 

(82) The Conttrussion finds that AEPOhio's assignmenfe of 
error regarding the energy credit should be demed. Ffrst, 
with resped to EVA's shopping assumption, we find 
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nothing inappropriate in EVA's use of a static shopping 
level of 26 percent, wMch reflecte the actual level of 
shopping m AEPOMo's service territoty as of March 31, 
2012, wMch was around the time of EVA's analysis. jWe 
recognize that the level of shopping wiU continuMly 
fluctuate in both directions. For that reason, ŵ e beHeve 
that it was appropriate for EVA to use the actual level of 
shopping as of a recent date, rather than a projection, and 
find that EVA's figure te a reasonable approximation. 
EVA's use of a static shopping level provides certainty to 
the energy credit and capadty rate. The alternative would 
be to review^ the level of shoppmg at regular mtervalst an 
option that would unreasonably necessitate contiijiual 
recalculations of the energy crecHt to refled the shopping 
level of the moment, while infroductng uncertainty into the 
capadty rate. The Commission also notes that, confraty to 
AEPOMo's assertion. Staff witness Medine did not testify 
that the energy crecHt should be adjusted to refled the 
current level of shopping. Rather, Ms, Medine testijfied 
only that EVA assumed a shopping level of 26 percent, 
wMch was the level of shoppmg as of March 31, 2012, and 
that thte figure was used as a conservative approach.21 

Regarding the aUeged errors m EVA's approach, the 
Commtesion notes irdtiaUy that we explained the baste for 
our adoption of EVA's energy credit in the Capadty Order, 
constetent with the requfrements of Section 4903.09, 
Revised Code. A review of the testimony of Staff witaesses 
Medme and Harter refleds that EVA suffidentiy described 
ife methodology, indudmg the fuel coste and heat i|ates 
appHed m thte case; ite decision to use zonal prices land 
forecasted LMP; and ite accounting for OSS margins jand 
operation of the pool agreement.22 We affirm our finding 
that, as a whole, EVA's energy decfrt, as adjusted by the 
Commission, is reasonable. Although AEPOMo contencte 
that EVA should have used different inpute in a number of 
respecte, we do not beHeve that the Company has 
demonsfrated that the mputs actaaUy used by EVA, are 
unreasonable. AEPOMo's preference for other inpute that 

21 Tr. X at 2189,2194; Staff Ex. 105 at 19. 
22 Staff Ex. 101 at 6-11,105 at 4-19. 
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would result in an outcome more to ife Hkmg te not a 
suffident ground for rehearing. Neither do we find any 
relevance in AEP-OMo's daimed procedural itregularities 
with respect to EVA's testimony. EssentiaUy, the 
Commtesion was presented with two different 
methodologies for calculating the energy crecHt, both of 
wMch were questioned and criticized by the parties. 
OveraU, the Commtesion beHeves that EVA's approach te 
the more reasonable of the two in projectmg AEPOMo's 
future energy margins and that it wiU best ensizre that the 
Company does not over rec»ver ite capadty cosfe. 

Authorized Compensation 

(83) OCC argues that the Conunission erred m finding that 
compensation of $188.88/MW-day te an appropriate charge 
to enable AEPOMo to recover ite capadty coste for its ERR 
obHgations from CRES providers. OCC notes that there te 
no evidence to support the Commtesion's findmg, given 
that no party recommended a charge of $188.88/MW-day. 
OCC further notes that the Comintesion adopted AEP­
OMo's imsupported retum on equity (ROE), witiiout 
explanation, in violation of Section 4903.09, Revteed Code. 

(84) ta response to OCC, as weU as simUar argumente from 
OMA and OHA, AEPOMo asserte that the ROE apprdved 
by the Commission te supported by relevant and 
competent evidence and that the ROE is appropriate for the 
mcreased risk assodated with generation service. Given 
the considerable evidence m the record, AEP-OMo 
contends that the rationale for the Cominission's rejecjtion 
of Staffs proposed dov>mward adjustment to ithe 
Company's proposed ROE is evident. 

(85) In tiie Capadty Order, the Commtesion explained 
thorougMy based on the evidence m the record how it 
determined taat $188.88/MW-day is an appropriate 
capadty charge for AEPOMo's FRR obligations. We also 
explamed that we decHned to adopt Staff's recommended 
ROE, given that it was solely based on a stipulated ROE 
from an unrelated case, and conduded that the ROE 
proposed by AEPOMo w âs reasonable under the 
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cfrcumstances in the present case. The evidence of record 
reflecte that AEPOMo's proposed ROE te consistent wita 
the ROEs that are in effed for the Company's affiHates 
wholesale fransadions m other states.23 
requeste for rehearing should be denied. 

for 
Therefore, jthe 

-37-

Eteferral of E)ifierence Between Cost and RPM 

Deferral Authority 

(86) EEUOMo argues that the Commission is proMbited under 
Section 4928.05(A), Revised Code, from regulating or 
otherwise creatmg a deferral assodated with a competitive 
retaU elecfric service under Section 4905.13, Revised Code, 
and that the Commission may only authorize a defqrral 
resulting from a phase-in of an SSO rate piursuam: to 
Sedion 4928.144, Revised Code. lEUOMo furtiier n^ t^ 
that, under generaUy accepted accountmg prindples 
(GAAP), only an incurred cost can be deferred for frirare 
coUection, and not the difference between two rates. lEU­
OMo also asserte that the Commtesion unreasonably and 
unlawfuUy determined that AEPOMo might stffer 
finandal harm if it charged RPM-based capacity pricing 
and estabHshed c»mpensation for generation cape dty 
service designed to address the finandal performance of 
the Company's competitive generation busmess, desjpite 
the Commtesion's prior confirmation that the Compariy's 
earnings do not matter for purposes of establteliiing 
generation rates. 

(87) AEPOho asserte that it was unreasonable and unlawful for 
the Commission to adopt a cost-based SCM and then order 
the Company to charge CRES providers the lower RPM-
based capadty pricing. SpecificaUy, AEPOMo contends 
that it was unreasonable and unlawful to requfre the 
Company to charge any price other than $188.8S/MW-day, 
wMch the Commission estabHshed as the just and 
reasonable cost-based rate. AEPOMo argues that the 
Commtesion has no statutoty authority to require the 
Company to charge CRES providers less than the cost-

23 Tr.Hat305. 
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(89) 

(90) 

(91) 

(92) 

based ciapacity rate that the Cofrmitesion determined 
just and reasonable. 

Was 

(88) fri ite memorandum Confra, lEUOMo argues that AJEP-
Ohio assumes that the Comrmssion may a d beyond its 
statutoty jurtediction to set generation rates and that | the 
Commission may unlawfuUy authorize tae Company to 
collect fransition revenue. lEUOMo adcte that customer 
dioice wUl be frustrated if the Commission grante the reHef 
requested by AEPOMo in its appHcation for rehearing. \ 

The Schools respond that AEPOMo should not complam 
that the Coromissiori lacks authority to order a deferral, 
givert that the Company has refused to accept the 
ratemaking formula arid related f>rocess contained in 
Sedions 4909.15, 4909.18, and 4909.19, Revised Code. The 
Schoote add, however, that the Comrrassion has wide 
discretion to issue accpuntmg orders under Section 4905.13, 
Revised Code, m eases where the Commtesion is not setting 
rates pursuant to Section 4909.15, Revised Code. 

RESA and Dfred Energy argue that the Commtesibhte 
approadi is constetent with OMo's energy policy, 
supported by the record, and reasonable and lawful. RESA 
and Dfred Energy believe that the Commtefeion 
pragmaticaUy balariced the various competmg mteresis of 
the parties m esfeibHsMng a just and reasonable SCM-

Nottag that nothing proMbite the Commtesion :^om 
bifurcating the means of recovety of a just and reasonable 
rate, Duke repHes that AEPOMo's arguirient is riot well 
iowxded, given that the Company will be made whole 
through the deferral mechantem to be estabHshed in the 
ESP 2 Case. 

In the Capadty Order, the Commission aufhorized .̂ i.EP-
OMo to modify its accounting procedures to defer the 
incurred capacity coste not recovered from CRES providers 
and indicated that a recovety mechantem for the defejrred 
capadty costs would be estabHshed in the ESP 2 Case. We 
End notMng unlawfril or unreasonable m tMs apprc>ach. 
We contmue to beHeve that it appropriately balances our 
objectives of enablmg AEPOMo to fuUy recover its 



10-2929-EL-UNC I -39-

capadty costs mcurred in carrying out ife FRR obUgatiipns, 
wMle encouraging retaU competition m the Compariy's 
service territoty. ; 

i 

The Commission finds no merit in the argumente thati we 
lack the authority to order the deferral. As we noted in the 
Capadty Order, the Cominission reHed upon the authority 
granted to us by Section 4905.13, Revised Code, m dfrecting 
AEPOMo to modify ite accounting procedures to defbr a 
portion of its capadty costs. Having found taat | tae 
capadty service at issue is not a retaU electric service land 
taus not a competitive retaU electric service, lEUOMo's 
argument taat tae Commtesion may not rely on Section 
4905.13, Revised Code, te unavaiHng. Neitaer do we find 
taat autaorization of tae deferral was confraty to GAAP or 
prior Commission precedent, as EEUOMo contends. The 
requeste for rehearing of lEUOMo and AEPOMo should, 
taerefore, be deraed. | 

I 
Competition \ 

(93) AEPOMo contends taat it was unreasonable and unlawful 
for tae Commtesion to recjufre tae Company to supply 
capadty to CRES providers at a below-cost rate to promote 
artifidal, uneconomic, and subsidized competition ta^t te 
unsustainable and Hkely to harm customers and tae jtate 
economy, as weU as the Company. 

(94) Duke dteagrees, notmg that tae evidence is to the conti;aty. 
Duke adds that tae otaer OMo utiHties use RPM-based 
capadty pricing witaout causmg a flood of unsustainable 
competition or damage to tae economy in tae state. .FES 
responete that tae deferral autaorized by tae Commission is 
an appropriate way to spur real competition and to prevent 
tae chilling effed on competition taat would result from 
above-market capadty pridng. FES contends taat taere te 
notMng artifidal in aUowing customers to purchase 
capadty from wiUing seUers at market rates. RESA iand 
Dfred Energy agree, noting taat tae Capadty Order wiU 
promote real competition among CRK providers to tiie 
benefit of customers. 
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(95) As the Commtesion taorougMy addressed in the: Capacity 
Order/ we beHeve taat a capadty charge assessed to C ^ S 
providers on tae biaste of RPM pridng will advance} thie 
development of frue competitiori in AEPOMo's seryice 
territory. We do not agree wita AEPOMo that there is 
anything artifidal in charging CRES providers the same 
market-based pricing taat is used throughout PjM. 
Lacking any merit, AEPOMo's assignment of error shduld 
be demed. 

Exteting Confracfe -, 
I 

(96) AEPOMo argues that it was unreasoriabie and unla\yful^ 
as weU as unnecessary, for the Commtesion to extend RPM-
based pricing to customers taat switched to a CRES 
provider at a capadty price of $255/MW-day. AEP-OMo 
asserte that CRES providers wiU enpy a significant 
windfaU to tae Company's finaridal detriment. According 
to AEPOMo, tae Capadty Order should not apply to 
exteting confracts witii a capadty price of $255/MW-day. 

(97) Duke responds taat AEPOMo offers no evidence that t iese 
confrads proMbit renegotiation of pricing for gienen.tiori 
supply. lEUOMo asserte that AEPOhio's argument must 
be rejeded because the Company may not charge a rate 
that has not been autiiorized by the Commission, and the 
Company has hot demoHsfrated that it has any vaHd |>aste 
to charge $255/MW-day for capacity suppHed to GRES 
providers. lEUOMo adds that there te likewise no basis to 
condude that CRES providers.wiU enjoy a wtndfaU, given 
the fad that tae Conunission earlier indicated taat RPM-
based Gapa.dty pricing would be restored arid such pridng 
comprised tae ffrst tier of the interim capadty prjcing 
mechantem. FES also contends taat taere is no justification 
for discrirrunating against customers formerly ch^ged 
$255/MW-day for capadty by requiring them to continue 
to pay above-market ra t^ . RESA and Direct Energy, add 
that customers that were charged $255/MW-day eleded to 
shop wita tae expectation that they would eventuaUy be 
charged RPM-based capacity pricing. OMA agrees i that 
customers had a reasonable expedation of RPM-based 
capadty pricing, regardless of when they eleded to shop. 



10-2929-EL-UNC -41-

OMA notes tiiat AEPOMo's argument te confraty to state; 
poHcy, wMch requfres that npndiscriiriiriatoty retail electric 
service be:available to consumers, 

r 

(98) The Commtesiori firids no merit iri AEPOMo's argument 
and its request for rehearing should, taerefore, be deftjed. 
The confrads in question are between CRES providers and 
thefr custorners, not AEPOMo. It te for tae parties fo ^ c h 
confrad to determine whetaer the confract pricing wiU be 
raiegotiated in Hght of tae Capadty Order, As between 
AEPOMo and CRES providers, tae Company shquld 
charge the appHcable RPM-based capadty pricing as 
requfred by the Capadty Order. 

State PoHcy 

(99) DEUOMo beHeves tae deferral meehariism te in eoqflid 
wita the state poHcy foim^d in Section 4928.02, Revteed 
Code, wMch generaUy supports reliance on markef-baseti 
approaches to set prices for competitive services such as 
generation service and sfrongly favors competition to 
disdpHne prices of competitive ser%dces. 

(100) AEPOMo asserfe tlmt it was Unreasonable and unlawful 
for tae Commtesion to rely on the state poHdes set forih in 
Sections 4928.02 and 4928.06(A), Revised Code, as 
justification for redudng CRES providers' price of capadty 
to RPM-based pridng, after the Commission determjined 
taat Chaipter 4928, Revised Code, does not apply tc tae 
capadty charge paid by CRES providers to tae Company. 
AEPOMo argues taat tae Commtesion determined taat the 
chapter te inappHcable to the Company's capadty service 
but taen unreasonably reHed upon it anjrway. 

(101) Duke disagrees, noting taat tae impad of AEPOMo's 
capadty charge on retail competition m OMo te an issuje for 
Commission review m thte proceeding and that the issue 
cannot be considered witiiout reference to state pcsHty, 
lEUOMo adds taat AEPOMo has ifrged the Commission 
in tMs proceeding to rely on tae state poHcy found iri 
Section 4928,02, Revised Code. lEUOMo also points out 
that tae Coinmtesion te requfred tq apply tae state poHty in 
making dedsions regardirig generation capadty setyice. 
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FES contends taat, if tae Commtesion has tae autaority to 
create a cost-based SCM, taen it also has tae autaority to 
foUow tae express guidance of Chapter 4928, Revijsed 
Code, and encourage competition through the use! of 
market pridng. RESA and Dfrect Energy note taat Section 
4928.02, Revised Code, contains tae state's energy policy, 
parte of wMch are not Hmited to retail electric services. 
RESA and Dfrect Energy contend taat tae Capadty Order 
is constetent wita Section 4928.02(C), Revteed Code, which 
requfres a diversity of elecfridty suppHes and suppHers. 

(102) friitiaUy, the Commtesion notes taat, although we 
determined that Chapter 4928, Revteed Code, has no 
appHcation m terms of tae Commtesion's autaorit) to 
estabiteh tae SCM, we have made it dear from the ovtset 
that one of the objectives in tate proceeding was to 
determine tae impact of AEPOMo's capadty charge on 
CRES providers and retail competition in OMo. The 
Commtesion caimot acxx>mplteh that objective without 
reference to the state poHcy found in Section 4928.02, 
Revised Code. Further, as the Commtesion stated in tae 
Capadty Order, we beHeve that RPM-based capadty 
pridng te a reasonable means to promote retail 
competition, constetent wita the state poHcy objectives 
entunerated in Section 4928.02, Revteed Code. We da not 
agree vnth lEUOMd that tae deferral of a portiori of AEP­
OMo's capadty costs is confrary to any of the state poHcy 
objectives identified in that section. The assignments of 
error rateed by AEPOMo and lEU-OMo should be denied. 

Evidentiary Re(X)rd and B^is for Commtesion's 
Decision 

(103) OCC contends that taere te no evidence m the record that 
supporte or even addresses a deferral of capacity costs and 
that the Commtesion, taerefore, did not base ite dedsion on 
fads in tae record, confraty to Se<:tion 4903.09, Revteed 
Code. OCC also asserte taat tae Commission e r r ^ m 
authorizing cartykig charges based on the weighted 
average cost of capital (WACC) until such time ias, a 
recovety mecharasm was approved in tae ESP 2 Case, 
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OCC beHeves that any carrying charges should' he 
calculated based on AEPOMo's long-term cost of debt. 

(104) AEP-OMo responds tiiat OCC's argument te moot. AEP­
OMo explains that tae SCM and associated deferral did -not 
take effed untU August 8, 2012, wMch was the datei on 
wMch the Commtesion approved a recovety mechanterh in 
the ESP 2 Case, and, taerefore, the WACC rate did not 
apply. 

(105) Like OCC, EEUOMo contends that tae Commtesion's 
autaorization of carrymg charges lacks any supporting 
evidence in tae record and that the cartying charge rates 
approved are excessive, arbifraty, capridous, and confrary 
to Comrrassion precedent. 

(106) The Commtesion notes that OCC appears to assert tiiat the 
Commtesion may not autaorize a deferral unless it has ffrst 
been proposed by a party to tae proceedmg. We find no 
baste for CXÎ C's apparent contention that tae Coinmtesion 
may not autaorize a deferral on our own frutiative. j As 
discuased above, tae Commission has the requisite 
autaority pursuant to Section 4905.13, Revteed Code. 
Further, the reasons promptmg our dedsion were 
thorougWy explamed m tae Capadty Order and supported 
with evidence in tae record, as reflected in the order. jWe 
thus find no violation of Section 4903.09, Revised Code. 

Regardmg tae spedfic cartying cost rates autaorized, the 
Commtesion finds taat it w âs appropriate to approve tae 
WACC rate until such time as the recovety mechanism Aras 
estabHshed m tae ESP 2 Case, m order to ensure that i^EP-
OMo was fuUy compensated, and to approve the long-term 
debt rate from taat pomt forward. As we have noted in 
otaer proceedings, once coUection of tae deferred cpste 
begins, tae rtek of non-coUection is significantiy reduped. 
At that point, it is more appropriate to use the long-tferm 

- cost of debt rate, wMch is constetent wita sound regulatoty 
practice and Commission precedent.^* In any eventj, as 

24 In the Matter of the Application cf Columbus Southern Power Company and Ohio PoUKr Company to Adjust 
Each Company's Transmission Cost Recovery Rider, Case No. OS-1202-EL-UNCi Finding and Order 
(IJecember 17, 2008); In the Matter of the Application of Columbus Southern Power Company and Ohio 
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AEPOMo notes, OCC's argument te moot. Because -tae 
SCM took effed on the same date on wMch tae defe|Tal 
recovety mechantem was approved in the ESP 2 Case, tl|ere 

, was no period m wMch tae WACC rate appled. 
Accordingly, CXIC's and BEU-OMo's assignmente of eirbr 
should be demed. 

Recovery of Deferred Capadty Costs 

(107) OCC argues taat tae Commtesion erred m aUowing 
wholesale capadty coste, wMch should be tae 
responsibUity of CRES providers, to be deferred for 
potential coUection from customers through tae 
Company's rates for retail elecrtric service establtehed as 
part of ite ESP. OCC asserte taat tae Commtesion ha£ no 
jurisdiction to autaorize AEPOMo to coUed wholesale 
coste for capadty service from retaU S ^ customers. CiCC 
contends that notMng m either Chapter 4905 or 4909,-
Revised Code, enables the Commission to autaorize a 
deferral of wholesale capadty costs that are to be recovered 
by AEP-OMo through an ESP approved for retail eie<±ric 
service pursuant to Section 4928.143, Revised Code. 

(108) IGS responds that OCC's argument should be adcfresseji m 
the ESP 2 Case, wMch IGS beHeves is the appropriate 
venue m wMch to determine whetaer the deferred cape dty 
coste may be coUeded through an ESP. 

to (109) OEG argues taat tae Commission has no legal autaority 
order future retaU customers to repay tae whc 
capadty cost obHgations taat unregulated CRES providers 
owe to AEPOMo. OMA and OHA agree wita OEG taat 
tae Conunission has neitaer general ratemaking autac»rity 
nor any specific statutoty autaority that appHes under the 
drcumstances to order the deferral of cosfe taat tae utiHty 
is autaorized to recover, and that retail customers may not 
lawfuUy be requfred to pay the wholesale cosfe owed by 

Power Company far Authority to Modify Their Accounting Procedure for Certain ^torm-Related Services 
Restoration Costs, Case No. 08-1301-EL-AAl^l, Finding and Order (December If, 2008); In the Matter 
of the AppHcation of Columbus Southern Power Company for Approval of a Mechanism to Recover Deferred 
Fuel Costs Ordered Under Section 4928.144, Ohio Revised Code, Case No. Ili4920-EL-EDR, et ah. 
Finding and Order (August 1,2012). 
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CRES providers to AEPOMo. OEG contends taat tae 
deferral authorized by the Commission wUl result m future 
customers paying huridreds of miUipns of doUars in above-
market capadty rates as weU as interest on tae defefral. 
Accordfrig to OEG, CRES providers should pay the jfuU 
cost-based capadty price Of $188.88/MW-day as AEP-QMo 
mcnirs ite capiadty costs. Noting that shoppmg occurred m • 
AEPOMo's service territoty wita a capadty charge of 
$255/MW-day, OEG asserts that tae record does not 
indicate that a capadty charge of $l88.88/MW-day wiU 
hinder retail competition and, therefore, there te no reason 
to fransfer the wholesale capadty payment obHgation from 
GRES providers to future retail customers. 

Alterriatively, OEG requests that the Cofrmitesion darify 
that customers taat have reasonable arrarigemehts and 
certify that taey did not shop during tae three-year ESP 
period are exempt from repayment of AEP-OMo's deierred 
capadty costs; any deferred capadty txtste wiU be aUocated 
and recovered ori the same baste as if tae CSES providers 
wiere charged the fuU capadty rate iri tae first place (i.e, Ori 
the baste of demand);' and the Company te requfred to 
reduce any deferred capadty coste by tae releyant 
accumulated deferred income tax during tae recpvety 
period sO that the interest expense reflecte ite actual 
carrying cosfe. OEG asserfe that payment of tae defetred 
capadty- Coste should be coUected only from ORES 
providers or shopping customers> wMch are the entities 
that wiU have benefitted from tae iratial RPM-based 
capadty pricing, 

(110) AEPOMo and numerous mtervenors dteagree with OEG's 
charaderizatiori of the Capadty C5rder as having 
represented taat the; deferral te an amount oWed by CRES 
provider to tae Company. AEP-OMo asserts taat the 
Commissiori dearly indicated that aU dtetomers, indujiing 
customers with reasonable arrangements, should pay for 
tae deferral because, taey benefit from tae opportimity to 
shop taat is afforded by RPM-based capadty pridng. AEP­
OMo offers a simflar response to the contentions of OCC 
and OMA/OHA taat tae deferral te solely the obligation of 
CRES providers. AEPOMo notes taat all customers benefit 
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frorh tae provided c^apadty, wMch was developed or 
obtained years ago for aU corineded load; based ori the 
Compariy's FRR obHgations. AEPOMo argues taat, if | tae 
Commission does not peruiit recovety of the deferred 
capadty cosfe from retaU customers, tae deferred amcjunt 
should be recovered from CRES providers. AEPOMo lUsO 
requeste that the Corruntesion create a backstop remedy to 
ensure taat tae fuU deferred amount te coUeded from C^ES 
providers, in the event the Company te not able to recover 
the deferred cosfe from retaU customers as a result of an 
appeal, ' 

In response to argumente that tae Commission lacks 
statutoty autaority to approve tae deferral, AEPOMo 
asserts, as an initial matter, that such argumente should be 
rateed m tae ESP 2 Case, because recovety of tae deferral is 
to be addressed in those proceedings. AEP-OMo adds that 
the Commtesion explained iri tae Capadty Order taat it 
may autaorize ari accounting deferral, pursuant to Sec don 
4905.13, Revised Code, and alsc?-noted, in tae ESP 2 Case, 
taat it may order a jtist and reasonable phase-in, pursuant 
to Section 4928.144, Revised Code, for rates established 
under Section 4928.141, 4928.142, or 4928.143, Revised 
Code. 

( I l l ) FES responds to OEG taat tae only amount taat AEP-OMO 

Can charge CRES providers for capadty te the RPM-based 
price and that the deferral does not refled any cost 
obligation on tae part of CRES proyiders. FES adds ithat 
tae deferral authorized by fce Commission te an above-
market Subsidy intended to provide financial benefitis to 
AH^-OMo and that should taus be paid fdr by aU of the 
Company's customers, if it te maintained as part of tae 
SCM. FES dso asserfe that GEG*̂ s argument regarding; tae 
Commtesion's lack of statutoty autaority to order tae 
deferral is flawed, because tae Cdmmissiori:'s autaority to 
estabHsh tae SCM is not based on, Chapter 4909, Revised 
Code, but rather on tae RAA. 

(112) RESA agrees Wita FES that tae defeired amount tej not 
owed by CRES providers and taat tae Commission dearly 
indicated that CRES providers should only be charged 
RPM-based capadty pricing. RESA riotes that, practically 
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speaking, tae deferral authorized by tae Commtesion isthe 
only way in wMch to maintain RPM-based capadty pridng 
in AEP-OMo's service territoty, while also ensuring j the 
Company recovers ife embedded costs until corporate 
separation occurs. RESA adds taat aU customers should 
pay for tae deferral, because aU cnistomers have : tae 
opportunity to shop and receive tae benefit of the RJM-
based capadty pridng. EESA contends taat the fad that 
some level of competition may stiU occur te not justification 
alone to charge CRES providers $188.88/MW-day. 
According to RESA, tae Commission has tae necessaty 
autaority to estabHsh tae deferral and design the SCM as it 
did. ^ 

(113) According to Duke, OEG misconstrues tae nature Of a 
deferral. Ehike pointe out that OEG incorrectiy 
charaderizes tae deferral as an amount owed to the FRR 
Entity, rataer than an amount reflecting coste incurred but 
not recovered, IDuke ateo notes that tae Comintesion has 
SpecificaUy dfreded that CRES providers not be charged 
more than tae RPM-based price. Ehike argues that: tae 
deferred amount te, therefore, not tae obHgation of GRES 
providers. Ehike dteagrees wita OEG's argument that tae 
Commtesion has no autaority to autaorize a defdrral, 
noting taat, altaough tae OMo Supreme Court has field 
that tae Commission must fix rates that wiU provide a 
utiHty with appropriate annual revenues, it has not 
determined that tae Commission is barred from ordering a 
deferral. 

(114) The Schoote contend that collection of tae deferral from 
CRES providers or customers would cause OMo's schools 
serious finandal harm. The Schoote beHeve taat CRES 
providers may pass tae increase through to taefr shopoing 
customers under exteting confracts or terminate tae 
confrads altogetaer. The Schoote add that, pursuant to 
AEPOMo's proposal for a retaU stabiHty rider (RSR) in the 
ESP 2 Ceise, tae capadty charge adopted by tae 
Commtesion in thte case could result in an increase tq tae 
RSR of approximately $550 milHon, wMdi could lead to 
rate shock for Ohio's schoote. 



10-2929-EL-UNC -48-

(115) OMA and OHA contend that tae autaorized deferral is so 
large taat it wUl substantially harm customers. They assert 
taat, if AEPOMo's shopping projections come to fruition, 
the amount of tae deferral wiU be approximately $726 
milHon, plus carrying charges, wMch renders tae capadty 
charge unjust and unreasonable, confrarj'̂  to Section 
4905.22, Revteed Code. OMA and OFIA condude thatj on 
rehearing, the Commtesion should revoke tae deferral 
autaority granted to AEPOMo or, at a minimum, find that 
Staff's recommended ROE is reasonable and reduce 'tae 
cost of the Company's capadty charge by $10.09/MW-d!ay. 

(116) AEPOMo replies taat tae argumente of tae Schoote and 
OMA and OHA regardmg the size and impad of tae 
deferral are premature and speculative, given that tiefr 
projections are based on a number of variables that are 
uncertain, such as future energy prices, future shoppmg 
levels, and tae ultimate outcome in tae ESP 2 Case. ' 

(117) FES asserte taat, if AEPOMo te permitted to recover its fuU 
embedded coste, tae Commission should clarify that the 
deferral recovety mechantem is nonbypassable because tae 
excess cost recovery serves only as a subsidy to i tae 
Company and, taerefore, aU of ife customers shoulci be 
requfred to pay for it. FES beHeves taat a nonb3rpassable 
recovety mechamsm te nece^ary to fulfill ithe 
Commission's goal of promoting competition. FES ateo 
asserte that tae Commission should recognize AEPOMo's 
impendmg corporate separation and dfred that the SCM 
wiU remain in place only until January 1, 2014, or frarlsfer 
of tae Company's generating assets to ife affiliate, in order 
to avoid an improper cross-subsidy to a competitive, 
unregulated suppHer. 

(118) OEG asserfe that FES mischaraderizes tae Capadty Ojrder 
m describing tae deferral as an above-market subsidy. 
OEG ateo contencte taat tae SCM estabHshed by '• tae 
Commtesion does not constet of a wholesale market-bised 
charge and a cost-based retaU charge, as FES beHeves. 
According to OEG, tae Capadty Order expHdtiy states taat 
$188.88/MW-day te an appropriate charge to enable ĵ JEP-
OMo to recover ite capadty coste for ife FRR obHgations 
from CRES providers. OEG also notes taat tae RAA does 
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riot permit capadty costs to be recovered from ikon-
shopping customers pursuant to tae SCM, Because tae 
Commtesion estabHshed a wholesale cost-based capadty 
charge of $188.88/MW-day, OEG beHeves taat tae ch^ge 
must be paid by CRES providers. OEG argues taat ^ate 
law does not autaorize tae Cominission to assesjs a 
wholesale charge dfrectiy to shoppmg customers. C>EG 
concludes that tae SCM can only apply to CRES providers 
and taat tae Commission has no autaority to dfred that 
deferred capadty cosfe be recovered on a nonbypassable 
baste. OCC agrees wita tae arguments made by OEG and 
notes taat taere is no statutoty baste upon.wMch tae 
Commission may order recovety of tae deferred capadty 
costs from aU customers under tae provteions of an ESP; 

(119) OCC also argues taat FES' argtiment for a nonbypass;ible 
cost recovery mechantem should be rejeded because C^ES 
providers should be responsible for paying capadty cosfe. 
OCC notes that, if a wholesale charge appHes to ri»taU 
customers, the result wiU be imfafr competition, doiible 
paymenfe, and discrirmnation in violation of Sedons 
4905.33, 4905.35, 4928.02(A), 4928.02(L), and 4928.141, 
Revteed Code. OCC argues taat non-shopping customers 
should not have to pay for an anticompetitive subsidy for 
tae sake of competition, wMch te confraty to Secjtion 
4928.02(H), Revised Code. OCC also dteagrees with fES' 
charaderization of tae Capadty Order as provicHng a 
subsidy to AEPOMo. Accordmg to OCC, taere can b ; no 
subsidy where AEPOMo is receiving compensation for ife 
cost of capadty, as determined by tae Commtesion. 

(120) lEUOMo also urges tae Commission to rejed FES' request 
for darification and argues taat an unlawful and 
unreasonable cfharge cannot be made lawful and 
reasonable simply by mcdkmg it a nonbypassable charge, 

(121) AEPOMo argues, in response to FES, that it te lawful and 
reasonable to continue recovety of tae deferral ^ e r 
corporate separation occurs. AEPOMo notes that:tae 
Coinmtesion afready reeded FES' argumente m the E^P 2 
Case. AEPOMo notes taat, because its generation affiliate 
wiU be obHgated to support SSO service through ^ tae 
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provteion of adequate capadty and energy, it te appropriate 
that tae affiHate receive tae associated revenues. 

(122) lEUOMo asserte that tae Capadty Order does not ensure 
comparable and non-cHscriininatoty capadty rates for 
shoppmg and non-shoppmg customers, confraty to 
Sections 4928,02(B), 4928,15, and 4928.35(C), Revised Code. 
According to lEUOMo, tae Commtesion must recognize 
taat AEP-OMo has maintamed that non-shopping 
customers are, on average, pa5ing nearly twice tae 
$188,88/MW-day price for generation capadty service. 
lEUOMo contends that the Commtesion must elinniriate 
tae excessive compensation embedded in tae SSO or credit 
the amount of such compensation above $188.88/MW-day 
against any amount deferred based on tae difference 
between RPM-based capadty pricing and $188,88/IVW-
day. lEUOMo also beHeves that tae Commission's 

. approval of an above-markd rate for generation capajdity 
service wiU unlawfuUy subsidize AEPOMo's competitive 
generation business by aUowing tae Company to recover 
competitive generation costs through ite noncompetiive 
dtefribution rates, wMch is confrary to Section 4928.02iH), 
Revised Code. 

(123) Similarly, OCC argues taat bota shopping and rion-
shopping customers wiU be forced to pay twice for capadty 
in violation of Sections 4928.141, 4928.02(A), and 
4928.02(L), Revised Code, and that non-shopping 
customers wiU pay more for capadty than shopping 
customers in violation of Sections 4928.141, 4928.02(A), 
4905.33, and 4905.35, Revised Code. OCC beHeves th^t, if 
tae deferral te coUeded from retaU customers, tae 
Coinmtesion wiU have granted an unlawful and 
anticompetitive subsidy to CRES providers m violation of 
Section 492B.02(H), Revised Code. 

(124) In response to (XIC, IGS repHes taat tae Capadty Ofder 
does not result in a subsidy to CRES providers. IGS notes 
that tae capadty compensation autaorized by the 
Comintesion te for AEPOMo, not CRES providers. 

(125) The Comintesion notes that several of tae parties have, 
spent Considerable effort m addressing tae mechanics of 
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(126) 

tae deferral recovery mediamsm, such as whetiier CRES 
providers or retaU customers should be resporisible for 
payment of AEF-Ohio's deferred capadty cosfe, whetiier 
siich coste should be paid by iion-shoppmg customers as 
WeU as shopping customers, and whether the defejrral 
results in subsidies or cHscriminatoty pricing between non-
shopping and shopping customers. Vfe find that al. of 
these argumente were prematurely raised m fMs case. The 
Capadty Order did not address tae deferrial recoyety 
mechantem. Rataer, tae Commission merely noted that an 
appropriate recovety mechantem would be established in 
the ESP 2 Case and that any otaer finandal considerations 
would also be addressed by tae Commission in that case. 
The Commtesion firids it urmecessaty to address argumente 
taat Were rateed in thte proceeding merely as an attempt to 
antidpate tae Commtesionte decteion in the ESP 2 Case. 
Accordirigiy, the requeste for rehearing or dalificaion 
should be deraed. 

Process 

AEPOMo asserts taat it w âs unre^onable and unla\rful 
for tae Commtesion to authorize the Company to co.lect 
only RPM-based pricing and requfre deferral of expelses 
up to $188.88/MW-day witaout simtUtaneoUsly providing 
for recovety of the shortfaU. AEPOMo argues taat the 
Commtesion's dedsion to estabHsh an appropriate recoyety 
mechanism for the deferral in tae ESP 2 Case rataer thajn in 
tae present case Was unreasonable, because tae two 
proceedmgs involve unrelated tesues and each wiU be 
subjed to a separate rehearing and appeal process. 

(127) OCC agrees taat the Coriimission's decteion to address tae 
tesue of recbvety of tae deferral m the ESP 2 Case was 
unreasonable and unlawful. OCC argues that taere. te no 
evidence in tae ESP 2 Case related fo an appropriate 
recovety mechaMsm, wMch is a separate and distinct 
proceeding, and taat it was partidilarly urfreasonablie to 
defer the tesue for decteion just one week prior to the fllfrig 
of reply briefs in tae ESP 2 Case. 
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(128) IGS disagrees with OCC and argues taat tae Commtesion's 
dedsion to address the deferral in the ESP 2 Case was not 
unreasonable. IGS points out that the Commtesion has 
discretion to dedde how to manage ite dockete and that it 
should consider tae deferral in the contoct Of AEPOMo's 
total package of rates, wMch is at issue in the ESP 2 Case. 

(129) ConsteUation and Exelon respond taat AEPOMo's 
argument is confraty to ite position in September 2011, 
when tae Company sought to consoHdate thte case and) tae 
ESP 2 Case for tae purpose of hearing m light of related 
tesues. Duke agrees taat AEPOMo has invited tae review 
of one issue in multiple docicets and adds that the 
Conunlssiori te required to consider the defKral 
mecharitem in the ESP 2 Case. 

(130) RESA and E&rect Energy argue taat taere te no statute or 
rule that requfres tae Commission to estabiteh a deferral 
and corresponding recovery mechantem in tiie SEime 
proceeding. They add that, because recovety of tae 
deferral wiU requfre an amendment to AEPOMo's retail 
tariffs, the proper forum to estabiteh the recoyety 
mechanism is tae ESP 2 Case. I 

• • • • • • j 

(131) AdditionaUy, tae Schoote argue that tae Capadty O d ^ r te 
unlawful, because tae Cominission failed to foUow tae 
fraditional ratemaking formula and related processes 
prescribed by Sections: 4909.Q5, 4909.15, 4909.18, and 
4909.19, Revised Code. The Schoote add tiiat • neitaer 
Section 4905.22, Revised Code, nor the Coriuntesion's 
general supervisoty autaority contained in Sections 
4905-04,4905.05, and 4905.06, Revteed Code, autaorizes; tae 
Coromission to estabHsh cost-based rates, F ^ and lEU­
OMo raise similar argiaments, 

(132) AEP-OMo responds that arguments taat the Commission • 
and tae Company were requfred to condud a traditional 
base rate case, followmg aU of the procediual iand 
Substantive requfremente in Chapter 4909, Revised C6de, 
relevant to appHcations for an increase in rates, are without 
support, giv^i taat the Commtesion was acting under its 
gerieral supervisoty autaority found in Sections 4905.04, 
49Q5.Q5, and 4905.06, Revised Code, and pursuant to 
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Section D.8 of Schedule 8.1 of the RAA. AEPOMo a s s ^ s 
that tae adjucHcatoty process used by tae Cominission Was 
more than sufficient, consistmg of extensive discovery, 
written and oral testimony, cross-examination, 
presentation of evidence through exhibits, and briete. AEP­
OMo adds that, even if tae ratemaking requfrements were 
strictiy appHcable, tae Commtesion could have determined 
that taese proceedings involve a first fiHng of rates fqr a 
service not previously addressed in a Commtesion-
approved tariff, pursuant to Section 4909.18, Revised Cc de. 
AEPOMo argues taat tae process adopted by tae 
Commtesion in thte case far exceeded the requfrements for 
a ffrst fiHng. 

(133) EEUOMo argues that tae Comrmssion faUed to restore 
RPM-based capadty pricing, as requfred by Section 
4928.143(Q(2)(b), Revised Code, due to ife rejedion of; tae 
ESP 2 Stipulation. lEUOMo contends that tae Commtesion 
was requfred to restore tae prior provteions, terms, md 
concHtions of AEPOMo's prior SSO, mdudmg RPM-based 
capadty pridng, untU such time as a new SSO was 
authorized for the Company. ' 

On a related note, lEU-OMo asserfe taat, because • tae 
Commtesion was obHgated to restore RPM-based capadty 
pricing upon rejedion of tae ESP 2 Stipulation, ,'tae 
Commission should have dfreded AEPOMo to refund aU 
revenue coUeded above RPM-based capadty pricing, or at 
least to crecHt the excess coUection against regulatoty asset 
balances otaerwise eUgible for amortization through retaU 
rates and charges. AEPOMo responete taat the 
Commtesion has recently rejeded simUar argument! i in 
otaer proceedmgs, 

(134) Upon review of tae parties' argumente, the Commtesion 
fincte taat rehearing should be deraed. The Commtesion 
beUeves taat tae process foUowed in thte proceeding has 
been proper and weU within the boimds of our discreiiion. 
As the OMo Supreme Court has recognized, tae 
Cominission te vested with broad discretion to managfe ite 
dockefe so as to avoid undue delay and tae dupHcation of 
effort, indudmg tae discretion to dedde how, m Hght of ite 
internal organization and docket considerations, it may 
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best proceed to manage and expedite tae orderly flow of its 
business, avoid imdue delay, and eliminate unnecessary 
dupHcation of effort.25 We, taerefore, find no error m our 
dedsion to address tae recovety mechanism for tae 
deferral in tae ESP 2 Case, as a means to effectively 
consider how tae deferral recovery mechanism woulc^ fit 
within the mechanics of AEPOMo's ESP. 

AdditionaUy, we find no merit m the various argumente 
that tae Commission or AEPOMo failed to comply vi ta 
Chapters 4905 and 4909, Revised Code. Thte proceeding is 
not a fraditional rate case requiring an appHcation fiom 
AEPOMo under Section 4909.18, Revised Code. Rather, 
tMs proceeding was initiated by the Commtesion m 
response to AEPSC's FERC filing for tae purpose of 
reviewing tae capadty charge assodated with AEPOMo's 
FRR obHgations. As darified above, tae Coinintesi(|>n's 
iratiation of tMs proceecHng was constetent wita Sedion 
4905.26, Revteed Code, wMch requfres only that the 
Commtesion hold a hearing and provide notice to tae 
appHcable parties. The Comintesion has fuUy compaed 
with tae requfremente of the statute. We ako note that tae 
OMo Supreme Court has recognized that Section 490^ .26, 
Revteed Code, enables tae Commission to change a rate or 
charge, witaout compelling tae pubHc utility to apply fsr a 
rate mcrease pursuant to Section 4909.18, Revised Code. 26 

FinaUy, the Commission does not agree wita lEUOMo's 
arguments that tae rejection of tae ESP 2 Stipulation 
necessitated tae-restoration of RPM-based capadty pridng 
until such time as a new SSO was authorized for AEP­
OMo, or taat tae Company should have been direded to 
refund any revenue coUeded above RPM-based capadty 
pricmg. As addressed elsewhere in tMs enfry on rehearing, 
tae Commission finds taat we have the requisite auth4rity 
to modify tae SCM and the rejection of the ESP 2 
Stipulation has no bearing on that authority. 

25 Duff V. Pub. Util. Comm., 56 Ohio St2d 367, 379 (1978); Tdedo Coalition far Safe Energy v. Pub. UtU. 
Comm., 69 Ohio St2d 559,560 (1982). 

26 Ohio Consumers' Counsel v. Pub. Util. Comm., 110 Ohio St3d 394,400 (2006). 
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Constitutional Claims 

(135) AEPOMo argues that the SCM, particularly wita resped to 
tae energy crecHt adopted by tae Commtesion, te 
unconstitutionaUy confiscatoty and constitutes , an 
unconstitutional taking of property witaout just 
compensation, given that tae energy credit incorporites 
actual costs for the test period and taen imputes rever ues 
that have no baste Hi actual coste. AEPOMo pointe out hat 
tae Cominission has recognized taat fraditional 
constitutional law questions are beyond ite authority to 
determine; however, tae Company ratees tae argumenfe so 
as to preserve ite righte on appeal. 

(136) fri ite memorandtun confra, OMA argues that tae Capadty 
Order does not result m confiscration or an unconstitutional 
taking and that AEPOMo has not made tae requisite 
showing for dther daim. lEU-OMo responds that neither 
tae appHcable law nor tae recx>rd or non-record evidence 
cited by AEPOMo supporte tae Company's daims. FES 
pointe out taat FERC has determined that RPM-based 
capadty pricing is just and reasonable and, taerefore, such 
pridng te not confiscatoty or a taking witaout just 
compensation. The Sdioote argue taat AEPOMo's 
constitutional tesues would be avoided if tae Commtesion 
were to recognize taat capadty service is a compettive 
generation service and that market-based rates should 
apply. The Schoote also note that AEP-OMo, in making its 
partial takings daim, reHes on exfra-record evidence from 
tae ESP 2 Case and taat tae Company's reference to such 
evidence should be sfricken, OCC argues that tae 
Commission does not have jurisdiction to resolve 
constitutional daims and taat, in any event, AEPOMo's 
arguments are witaout merit and should be demed. 

(137) lEUOMo also asserfe a constitutional daim, spedfitaUy 
contending that tae Capadty Order unreasonably imjjafrs 
tae value of contracts entered into between CRES providers 
and customers under a justified assumption taat RPM-
based capadty pricing would remain in effect EEUOMo 
beHeves taat tae capadty pricing adopted in tae Capadty 
Order should not apply to such confracte. 
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(138) AEPOMo repHes taat it is notewortay taat neitaer the 
intervenors taat are actuaUy parties to tae confracfe nor 
OCC seeks rehearing on thte tesue. AEPOMo further notes 
taat lEU-OMo identifies no specific contract that has 
aUegedly been unconstitutionaUy impafred. According to 
AEP-OMo, tae lack of any such confrad in tae record te 
fatal to lEUOMo's impafrment daim. AEPOMo adcte that 
customers and CRES providers have long been aware taat 
tae Commtesion was in tae process of establteMng an S t M 
that might be based on sometMng otaer than RPM pricing. 
FinaUy, AEPOMo pointe out that lEUOMo makes no 
attempt to sattefy tae test used to analyze impairment 
daims. 

(139) The Comintesion agrees taat it te tae province of tae courfe, 
and not tae Commission, to judge constitutional daims. As 
tae OMo Supreme Court te tae appropriate forum for tae 
constitutional chaUenges raised by AEPOhio and EEU­
OMo, taey wiU not be considered here. 

Transition Costs 

(140) lEU contends taat tae Commtesion, in approving an above-
market rate for generation capadty service, authoriJzed 
AEPOMo to coUed fransition revenue or" its equivalent, 
confraty to Section 4928.40, Revteed Code, and the 
stipulation approved by tae Commtesion in the Company's 
electric fransition plan case. AEPOMo responds taat tMs 
argument has afready been considered and rejeded byjtae 
Commtesion. 

(141) As previously dtecussed, tae Comintesion does not believe 
that AEP-OMo's capadty cosfe faU within tae categoty of 
fransition cosfe. Section 4928.39, Revised Code, deffries 
fransition coste as coste that, among meeting otaer criteria, 
are dfrectiy assignable or aUocable to retaU electric 
generation service provided to electric consumers m tMs 
state. As we have determined, AEPOMo's provisioii of 
capadty to CRES providers is not a retaU electric service as 
defined by Section 4928.01 (A)(27), Revteed Code. It fs a 
wholesale transaction between AEPOMo and CRES 
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providers. lEUOMo's request for rehearing shoiild taus be 
deraed. i 

Peak Load Contribution (PLC) ; 
i 

(142) EEUOMo coritQids that tae Conunission unlawfully kid 
unreasonably faUed to ensure that AEP-OWote generation 
capadty service te charged in accordance wita a c^ustomer's 
PLC fador taat te the confrcjUing billing determinant urder 
tae RAA. lEUOMo argues that AEPOMo should be 
requfred to disdose pubHdy the means by wMch the PLC 
te disaggregated from AEP East down to AEPOMo and 
taen down to each customer of tae Company. lEU-C>Mo 
adds that calculation of the difference between RPM-bcsed 
capadty pricing and $188.88/MW-day WiU recjuire a 
frai%>arent and proper ideritification of the PLC. 

(143) The Comniission notes that lEUOhio is the only party tiiat 
has identified or even addressed the PLC fador as a 
potential tesue requiring resolution in thte proceedmg. 
AdditionaUy, tae Commission fincte taat EEUOMo has! not 
provided any indication that taere: are inconsistendes or 
errors in capadty biUings. In the absence of anything other 
taan lEUOMo's mere conclusion that the issue requfres tae 
Commission's attention, we firid no baste upon wMcii to 
consider the issue at this time. If EEUOMo beHeves that 
bUling inaccuracies have occurred, it may file a coiftplaint 
pursuant to Section 4905.26, Revised Code. Therefore; lEU­
OMo's requtet for rehearmg should be demed. i 

Due Process 

(144) lEU-OMo argues taat tae totaHty of the Cornmtes^n's 
actions during tae course of thte proceeding violated | E U -
OMo's due process righte under the Fourteenta 
Amendmsit. SpecificaUy, lEUOMo beHeves that the 
Commission has repeatedly granted appHcations; for 
rehearing, indefihitdy toUirig them to prevent parties from 
taking an unobstruded appeal to tae OMo Supreme Court; 
repeatedly granted AEPOMo autaority to tempormly 
impose various forms of ite two-tiered, shopping-blodking 
capadty charges witaout record support; failed to adcfress 
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inajor issues raised by parties in violation of Secficki 
4903.09, Revised Code; autaorized a deferral mechantem 
without record support: ^rid then addressed the detail; of 
the deferral mecharasm in a separate proceecHng where the 
evidentiary record had afready dosed; and authorized 
carrying charges on the deferral at tae WACC rate without 
record support. AEPOMo responds that tae various due 
process arguments rateed by EEU-OMo are generaUy 
mteguided. 

(145) fri a simUar vein, lEUOhio conterids that tae Cofrurussion 
violated Sedion 4903.09, Revised Code, in taat it faUed to 
adcfress aU of the material issues raised by IEUOhio> 
mdudmg ife argumente related to fransition revenue; PLC 
frarijsparenc}'; non-comparabiHty and dtecrifrtiriationi in 
capadty ra t^ ; tae Commtesion's lack of jurtediction tojuse 
cost-based ratemaking to increase rates for generabon 
service or tiirough tae exercdse of general supervi^oty 
autaority; tae anticompetitive subsidy resulting from .^EP-
OMo's above-market capadty pridng; and the cOnflid 
between tae Company's cost-based ratemaking proposal 
and tae plam language of tae RAA. AEPOMo disagrees, 
rioting that tae Commtesion has afready resporided to I|EU-
OMo's arguments on numerous occasions and has done sq 
in compliance with Section 4903.09, Revteed Code. 

(146) The Gommtesiori again finds no merit in lEUOMo's due 
process claim. TMs proceeding was iratiated by the 
Commtesion for tae purpose of reviewing AEPOMo's 
capadty charge for ite FRR obHgatiorte. From the 
beginning, I E U O M Q was afforded tae opporturiify to 
partidpate, and did partidpate, in thte proceeding, 
induding the evidentiary hearmg, Confraty to lEUOHio's 
daims, the Commissiori has, at no pomt, intended to delay 
this proceeding, but has rataer proceeded carefuUy to 
estabHsh a taorough record addressing tae SCM and AEP­
OMo's capadty coste. Additionally^ as disatesed, 
throughout thte entity on rehearing, the Commission Was 
weU within ife authority to initiate and csrty out ife 
investigation of AEPOMo's capadty charge iti 'thte 
proceedmg. We find no merit in lEUOMo's daim taat we 
aded without evidence m tae record. The evidence in thte 
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(147) 

(148) 

proceeding te quite extensive, consteting of considerable 
testimony and exMbits submitted in tMs proceeding! as 
weU as tae consoHdated cases. Finally, we do not agree 
taat we have faUed to address any of the material issues m 
violation of Section 4903.09, Revised Code. The 
Commtesion beHeves that tae findings of fad and written 
opiraon found in tae Capadty Order provide a sufficent 
baste for our decision. The Commtesion condudes that we 
.have appropriately explained tae basis for each of our 
orders m thte case based on tae evidence of record and 'hat 
lEUOMo has been afforded ample process. Ite request for 
rehearing should be deraed. 

Pending AppHcation for Rehearing 

AEPOMo argues that it was unreasonable and unlav^ful 
for tae Commission to faU to adcfress in tae Capadty Older 
the merite of tae Company's appHcation for rehearing of 
tae Imtial Entry. 

In Hgbt of the fad taat tae Commission has addressed AEP­
OMo's appHcation for rehearing of tae Iratial Enby in thte 
entty on rehearing, we find taat tae Company's assigrmient 
of error is moot and should, taerefore, be deraed. 

It te, taerefore. 

ORDERED, That OEG's motion for leave to reply filed on August 7, 2012, be 
denied. Itte, furtaer. 

ORDERED, That tae appHcations for rehearing of tae friitiiJ 
ReHef Entiy, and Capadty Order be granted, in part, and denied, in 
herem. Itte,further. 

ORDERED, That tae appHcations for rehearing of the Interim 
Entty be deraed. It te, further. 

Enfry, Interim 
part, as set forth 

ReHef Extension 
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ORDERED, That a copy of thte entty on rehearing be served u|>on aU parties of 
record in tMs case. 

THE PUBLIC UTTLITIES COMMISSION OF OHIO 

tchler. Chairman 

Steven D. Lesser ^ 

Cheryl L. Roberto 

SJP/sc 

Entered in tiie Toumal 
U13—1 7 "ZUiZ 

Hf 
S^dre T. Porter 

/ / Lynn Slaby/ 

Barcy F. McNeal 
Secretary 



BEFORE 

THE PUBLIC UTELITIES COMMISSION OF OHIO 

In tae Matter of tae Commtesion Review ) 

c^ tiie Capadty Charges of Olio Power ) Case No. 10-2929-EL-ijNC 
Company and Columbus Soutaem Power ) 
Company. ) 

CONCURROSIG OPINION j 
OF COMMI^IONER ANDRE T PORTER 

I concur wita tae majority on the reasoning and result on aU 
thte opiraon and entiy on rehearing except to tae extent that 
statement stanck. 

issues adcfressed in 
my May 30, 2012 

Andre T. Peter 

ATP/sc 

En|«wdjn|tlgy^umal 

Barcy F. McNeal 
Secretary 



BEFORE 

THE PUBLIC UTILITIES COMMISSION OF OHIO 

fri the Matter of tae Coinmtesion Review ) 
of tae Capadty Charges of OMo Power ) 
Company and Columbus Soutaem Power ) 
Company. ) 

Case No. 10-2929-EI^UNC 

CONCURRUSIG AND DISSENTING OPINION 
OF COMMISSIONER CHERYL L. ROBERTO 

I dissent from tae findmgs and conclusions m tae foUowing jjaragraphs of tae 
rehearing order 71,92,95,98,102,106,125, and 134, j 

I 
1 

As I have expressed previously, to tae extent that tae Commtesion has autaority 
to determine capacity cosfe it te because these coste compensate noncompetitive retaU 
elecfric service. Chapter 4928, Revised Code, defines "retaU electric service" to mean 
any service involved in tae supply or arranging for tae supply of elecfridty to ultimate 
consumers m thte state, from tae point of generation to the pomt of consumption. For 
purposes of Chapter 4928, Revteed Code, retaU electric service mdudes, among otaer 
things, fransmtesion service.^ As discussed, supra, AEP-OMo te tae, sole provider of 

operating within 
such, thte service 

tae Fixed Resource Requfrement service for otaer fransmission users 
ite footprint until tae expfration of ite obUgation on June 1,2015. As 
te a "noncompetitive retail elecfric service" pursuant to S«:tions 4S'28.01 (A)(21) and 
4928.03, Revised Code. Thte Commtesion te empowered to set rates for 
noncompetitive retaU electric services. While PJM could certainly propose a tariff for 
FERC adoption dfrecting PJM to estabiteh a compensation metaod fcr Fixed Resource 
Reqmrement service, it has opted not to do so in favor of a state com|i?ensation method 
when a state chooses to estabiteh one. When thte Commtesion chooses to estabiteh a 
state compensation metaod for a noncompetitive retaU electric service, tae adopted 
rate must be just and reasonable based upon tiaditional cost-of-service prindples. 

Thte Commtesion previously establtehed a state compensation metaod for AEP­
OMo's Fixed Resource Requfrement service witMn AEPOMo's iratidl ESP. AEPOMo 
received compensation for ite Fixed Resource Requirement service Ithrough bota tae 
provider of last resort charges to certain retaU shopping customers and a capacity 
charge levied on competitive retaU providers that was establtehed by tae three-year 

Section 4928.01(A)(27), Revised Code. 
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capacity auction conducted by PJM.2 Since tae Commtesion adopted thte 
compensation method, tae OMo Supreme Court reversed tae autaorized provider of 
last resort charges,^ and the auction value of the capacity charges has fallen 
precipitously, as has the relative proportion of shoppers to non-shoppers. 

I agree ^vith tae majority that tae Comintesion te empowered pursuant to ife 
general supervisory autaority found fri Sections 4905.04, 4905.05, and J4905.06, Revised 
Code to estabiteh an appropriate rate for tae Fixed Resource Requfrement service. I 
ateo agree that pursuant to regulatoty autaority under Chapter 4905, Revised Code, as 
weU as Chapter 4909, Revised Code a cost-based compensation method te necessary 
and appropriate. AdditionaUy, I find that because tae Fixed Resource Requfrement is 
a noncompetitive retaU electric service, tae Commtesion must establish tae appropriate 
rate based upon fracHtional cost of service principles. FinaUy, I find specific autaority 
witMn Section 4909.13, Revteed Code, for a process by wMch tae Cominission may 
cause furtaer hearings and investigations and may examine into aU matters wMch 
may change, modify, or afreet any finding oi fact previously made. Given tae change 
in cfrcumstances smce tae Comrnission adopted tae imtial state compensation for 
AEPOMo's Fixed Resoiarce Requfrement service, it te appropriate for tae Commtesion 
to revteit and adjust taat rate to refled current circumstances. 

taj-iff 
AdcHtionaUy, I continue to find that tae "deferral" i$ 

inappropriate. In prior cases, thte Commtesion has levied a rate or 
customers but deferred coUection of revenues due from taat group 
In thte instance, tae majority proposes to estabiteh a rate for tae 
Requfrement service provided by AEP-OMo to otaer fransmtesion 
discount taat rate such that the fransmission users wUl never pay it 
between the authorized rate and taat paid by tae otaer frani 
booked for future payment not by tae fransmission users but by 
customers. The stated purpose of thte device te to promote competitioiL 

unlawful and 
on a group of 

ilmtil a later date. 
Fixed Resource 

lasers but taen to 
The difference 

)n users wiU be 
retail elecfridtv 

As an iratial matter, I am not convinced on tae recorcl before us that 
competition has sufrered suffidentiy or wiU suffer suffidentiy duriiig the remaining 

In the Matter of ihe AppHcation of Columbus Southern Power Company for Approoal pf an Electric Security 
Plan; an Amendment to its Corporate Separation Plan; and the Sale or Transfer ofCertfdn Generating Assets, 
Case No. 08-917-EL-SSO, et at.. Opinion and Order (March 18, 2009), Entry oil Rehearing Qviy 23, 
2009); In the Matter of the Commission Review of the Capacity Charges of Ohio' Power Company and 
Cohmbus Southern Power Company, Case No. 10-2929-EL-UNC, Entry (DM:ember 8,2010). 
In re Application of Columbus S. Power Co., 128 Ohio SL3d 512 (2011). 
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term of tae Fixed Resource Requfrement as tae result of the stat^ compensation 
metaod to warrant intervention m the market If it did, tae Cotnmission could 
consider regulatory options such as shopping credife granted to tae consumers to 
promote consumer entry into tae market With more buyers in the market, in taeory, 
more sellers should enter and prices should fall. The metaod selected by tae majority, 
however, attempts to entice more seUers to tae market by offermg 4 significant, no-
strings-attached, unearned benefit. This policy choice operates on;faith alone taat 
seUers wiU compete at levels taat drop energy prices wMle fransferrijig tae unearned 
cHscount to consumere. If tae retaU providers do not pass along tae entirety of tae 
discount, taen consumers wiU certainly and inevitably pay twice ior tae dtecount 
today granted to tae retaU suppHers. To be clear, unless evety retaU provider 
dtegorges 100 percent of tae discount to consumers in tae form of lower prices, 
shopping consumers wiU pay more for Fixed Resource Requfrements service taan tae 
retail provider did. TMs represente tae ffrst payment by tae consumer for tae service. 
Then tae deferral, wita carrying coste, wiU come due and the consumer wiU pay for it 
aU over a ^ i n —plus interest 

I find that taat tae mechantem labeled a "deferral" in the majority opiraon te an 

urmecessaty, ineffective, and costiy intervention mto tae market for wMch no 

autaority existe and taat I carmot support-

To the extent taat taese tesues were chaUenged in rehearing, I would grant 

rehearing. i 

Cheryl L. Roberto 

fC.^-^i_JfD 

CLR/sc 

Barcy F. McNeal 
Secretaty 



BEFORE ATTACHMENT E 

THE PUBLIC UTILITIES COMMISSION OF OHIO 

fri tae Matter oi the Commission Review ) 

of the Capadty Charges of OMo Power ) Case No. 10-2929-EL-UNC 
Company and Columbus Southern Power ) 
Company. ) 

ENTRY ON REHEARUSlG 

The Commission finds: 

(1) On November 1, 2010, American Elecfric Power Service 
Corporation (AEPSC), on behalf of Columbus Southern 
Power Company (CSP) and OMo Power Company (OP) 
(jomtiy, AEP-OMo or the Company),^ filed an appHcation 
with tiie Federal Energy Regulatory Commission (FERC) in 
FERC Docket No. ERn-1995. On November 24, 2010, at 
the direction of FERC, AEPSC refiled the appHcation in 
FERC Docket No. ERll-2183 (FERC fiHng). The application 
proposed to change tae basis for compensation for capadty 
coste to a cost-based mechantem, pursuant to Section 205 of 
the Federal Power A d and Section D.S of Schedule 8.1 of 
tae ReHabiHty Assurance Agreement (RAA) for the 
regional fransmission orgarazation, PJM Interconnection, 
LLC (PJM), and included proposed formula rate templates 
under wMch AEP-OMo would calculate its capadty costs. 

(2) By entty issued on December 8, 2010, m the above-
captioned case, the Comniission found taat an 
mvestigation was necessary in order to determme the 
impad of tae proposed change to AEP-OMo's capadty 
charge (Iratial Entry). Consequently, tae Commtesion 
sought pubHc comments regardmg tae following issues: 
(1) what changes to tae current state compensation 
mechanism (SCM) were appropriate to determine AEP­
OMo's fixed resource requfrement (FRR) capadty charge to 
OMo competitive retail electric service (CRES) providers, 
wMch are referred to as alternative load serving entities 
witMn PJM; (2) the degree to wMch AEP-OMo's capadty 

1 By aatry issued on March 7,2012, the Cominission approved and confirmed the merger of CSP into 
OP, effective December 31,2011. In the Matter of the Application of Ohio Pomer Comparvy and Columbus 
Southern Power Company for Authority to Merge and Related Approvals, Case No. 10-2376-EL-UNC. 
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charge was currently being recovered through retail rates 
approved by the Commission or otaer capadty charges; 
and (3) tae impad of AEPOMo's capadty charge upon 
CRES providers and retaU competition m OMo. 
Additionally, in Hght of tae change proposed by AEP-OMo 
m the FERC fiHng, the Commission expHdtiy adopted as 
tae SCM for tae Company, durmg tae pendency of the 
review, tae current capacity charge estabHshed by the 
three-year capadty audion conduded by PJM based on its 
reHability pridng model (RPM). 

(3) On January 27, 2011, m Case No. 11-346-EL-SSO, et a l , 
AEPOMo filed an appHcation for a standard service offer 
m the form of a new electric security plan (ESP), pursuant 
to Section 4928,143, Revised Code (ESP 2 Case),2 

(4) By entry issued on March 7, 2012, m tae above-captioned 
case, the Commission implemented an mterim capadty 
pricing mechantem proposed by AEPOMo in a motion for 
reHef filed on February 27,2012 (Interim ReHef Entty), 

(5) By entty issued on May 30, 2012, the Commtesion 
approved an extension of the mterim capadty pridng 
mechanism through July 2, 2012 (Interim Relief Extension 
Enfry), 

(6) By opfriion and order issued on July 2, 2012, the 
Commission approved a capadty pricing mecharasm for 
AEP-OMo (Capadty Order), The Commission estabHshed 
$188,88/megawatt-day as the appropriate charge to enable 
AEP-OMo to recover ite capadty coste pursuant to its FRR 
obHgations from CRES providers. However, the 
Commission also dfreded that AEP-OMo's capadty charge 
to CRES providers should be the RPM-based rate, 
induding final zonal adjustments, on tae baste that the 
RPM-based rate wUl promote retaU electric competition. 
The Commission authorized AEP-OMo to modify its 
accounting procedures to defer tae mcurred capadty coste 

In the Matter cf ihe Application of Columbus Souihem Pomer Company and Ohio Power Company for 
Authority lo 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 and 11-348-EL-SSO; In the Matter of the AppUcation 
of Columbus Souihem Power Company and Ohio Pozoer Company for Approval of Certain Accounting 
Authority, Case No. 11-349-EL-AAM and 11-350-EL-AAM. 
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not recovered from CRES providers, with the recovety 
mechantem to be estabHshed in the ESP 2 Case. 

(7) Section 4903.10, Revised Code, states that any party who' 
has entered an appearance in a Commission proceedmg 
may apply for a rehearmg with resped to any matters 
determined taerem by filing an appHcation within 30 days 
after tae enfry of the order upon tae Commtesion's journal. 

(8) By entty on rehearing issued on Odober 17, 2012, tae 
Commtesion granted, m part, and deraed, m part, 
appHcations for rehearing of the Iratial Enby, Interim ReHef 
Entry, and Capadty Order, and deraed applications for 
rehearing of the Interim ReHef Extension Entry (Capadty 
Entry on Rehearing). 

(9) On November 15, 2012, Industiiai Energy UsersOMo 
(lEU-OMo) filed an appHcation for rehearing of tae 
Capadty Entty on Rehearing. The OMo Consumers' 
Counsel (CX2C) and FirstEnergy Solutions Corp. (FES) filed 
applications for rehearing on November 16, 2012. 
AEPOMo filed a memorandum contta the appHcations for 
rehearing on November 26,2012. 

(10) fri its ffrst assignment of error, lEU-OMo daims that tae 
Capadty Entry on Rehearing is unlawful and 
unreasonable, because the Commission cannot rely on 
Sedion 4905.26, Revised Code, to apply a cost-based 
ratemakmg methodology in estabHshing AEPOMo's 
capadty charge for ite FRR obligations. Citing Section 
4928.05(A)(1), Revised Code, lEUOMo contends that 
AEP-OMo's capadty service is a competitive retail eledric 
service taat cannot be regulated by the Commission under 
Chapter 4905, Revised Code. lEUOMo adds that tae OMo 
Supreme Court has determmed that the Commission 
cannot use its general supervisoty powers to cfrcumvent 
tae statutory ratemaking process enaded by the General 
Assembly. lEUOMo also notes that Section 4905.26, 
Revised Code, is a procedural statute that does not delegate 
substantive authority to tae Commission to increase a 
utUity's rates. lEUOMo asserts that the Commission has 
found that rates can only be estabHshed under Sedion 
4905.26, Revteed Code, in limited cfrcnimstances, and m 
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accordance with other ratemaking statutes. Accordmg to 
EEU-OMo, the determination as to whetaer a particular rate 
is unjust or unreasonable can only be made by reference to 
otaer provisions of Title 49, Revised Code, lEUOMo 
argues that tae Commission negleded to identify any 
statutoty ratemakmg criteria for determining whether 
AEP-OMo's prior capadty compensation was unjust or 
unreasonable. lEUOMo contends that there is no statute 
taat autaorizes the Commtesion to apply a cost-based 
ratemakmg methodolog}'- to increase rates for a competitive 
retail electric service. 

(11) Similarly, OCC's first assignment of error te taat the 
Commission erred in fmdmg that it had autaority under 
Section 4905.26, Revised Code, to iratiate tMs proceedmg 
and mvestigate AEPOhio 's wholesale capadty charge. 
OCC points out taat Sedion 4905.26, Revised Code, 
governs complaint proceedmgs taat faU v^itMn the 
Commtesion's general autaority under Chapter 4905, 
Revteed Code. OCC contends that Chapter 4905, Revised 
Code, does not permit tae Comrrassion to establish a 
wholesale capacity charge or an SCM and, taerefore. 
Section 4905.26, Revteed Code, is not a source of authority 
that enables tae Commission to mvestigate and fix 
AEPOMo's wholesale capacity rate. OCC adds that tae 
various procedural requirements of Section 4905.26, 
Revised Code, were not followed by the Commission m the 
course of tMs proceedmg, Spedfically, OCC notes that the 
Commission did not find that taere were reasonable 
grounds for complamt prior to the hearmg, nor did it fmd 
that AEPOMo's exteting capacity charge was unjust, 
unreasonable, unjustly discriminatory, imjustly 
preferential, or m violation of law. 

(12) Like lEUOhio and OCC, FES asserts taat the Capadty 
Enfry on Rehearmg is unlawful and unreasonable, because 
it reHed on Section 4905.26, Revised Code, as a soiuce of 
authority to establish a cost-based SCM. FES contends that, 
although Section 4905.26, Revised Code, provides tae 
Comrrassion Vvrith authority to investigate and set a hearmg 
to review a rate or charge that may be unjust or 
unreasonable, tae statute does not confer jurisdiction to 
estabHsh a cost-based rate. FES ateo dteputes the 
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Commission's darification in tae Capadty Entty on 
Rehearing that tae Commission te under no obligation with 
regard to the spedfic mecharasm used to address capadty 
cosfe. 

(13) In ite memorandum confra, AEPOMo notes taat the OMo 
Supreme Court has repeatedly held taat the Commission 
has broad authority to change utiHty rates in proceedmgs 
imder Section 490526, Revised Code. In response to 
lEU-OMo's argument taat tae Commission authorizes rates 
imder Section 4905.26, Revised Code, only m limited 
drcumstances, AEPOMo asserts that Commission 
precedent mdicates that is the case for self-complaint 
proceedings, but not for Commission-initiated 
investigations. AEPOMo ateo pomts out that lEU-OMo 
and OCC ofrer no autaority m support of thefr contention 
taat Chapter 4905, Revteed Code, does not permit tae 
Commission to set wholesale rates. AEP-OMo notes taat 
nothmg m Chapter 4905, Revised Code, limits its 
appHcation to retail rates. AEP-OMo further notes taat the 
Commission has often regulated wholesale rates and that 
its orders have been upheld by tae OMo Supreme Court. 

(14) With resped to OCC's argument taat tae Commission 
failed to find that reasonable grounds for complamt exist in 
tMs case, AEPOMo replies taat OCC's position is overly 
techracal and witaout basis m precedent. AEPOMo notes 
that there is no requirement that the Commission must 
make a rote finding of reasonable grounds for complaint in 
proceedings friitiated pursuant to Section 4905.26, Revised 
Code. AEPOMo beHeves that, in iratiating this 
proceeding, tae Commtesion impHdtly found that taere 
were reasonable grounds for complaint. Similarly, in 
response to OCC's and lEUOMo's argument that tae 
Commission did not comply with Section 4905.26, Revised 
Code, because it faUed to find taat RPM-based capadty 
pridng is unjust or unreasonable, AEPOhio notes that tae 
statute does not require the Commtesion to make such a 
finding. Accordmg to AEPOhio, the statute requfres tae 
Commission to condud a hearmg, if there are reasonable 
grounds for complamt that a rate is unreasonable, unjust, 
unduly discriminatory or preferential, or otherwise in 
violation of law. AEPOMo adds taat tae Commission 
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found in the Capacity Order and the Capadty Entry on 
Reliearmg taat RPM-based capacity pridng ivould produce 
unjust and unreasonable results. 

(15) fri its second assignment of error, lEU-OMo asserts taat the 
Capacity Entry on Rehearmg is unlawful and 
unreasonable, because the Commission cannot regulate a 
wholesale rate, piarsuant to Sedion 4905.04, 4905.05, 
4905.06, or 4905.26, Revteed Code. SpedficaUy, lEU-OMo 
contends that the Commission's regulatory authority under 
Chapter 4905, Revised Code, extends only to the retail 
services provided by an electric Hght company, when it te 
engaged m the business of supplying eledridty for light, 
heat, or power purposes to consuiners withm tae state. 
lEUOMo notes taat tae Commtesiori determmed m tae 
Capadty Order that the capadty service provided by 
AEPOMo to CRES providers is a wholesale fransaction 
rataer taan a retail service. 

(16) In its memorandum confra, AEPOMo notes taat 
lEUOMo's argument is confrary to its iratial position in 
tMs case, wMch was that the Commission does have 
jurisdiction to estabHsh capadty rates, pursuant to the 
option for an SCM under Section D.S of Schedule 8.1 of tae 
FERC-approved RAA. AEPOMo argues that lEU-OMo's 
current position is based on an overly restridive statutory 
interpretation. AEPOMo points out that the characteristics 
of an entity that determine whetaer it is a public utility 
subject to the Commission's jurisdiction do not necessarily 
estabHsh tae extent of, or Hmitations on, tae Commission's 
jurisdiction over the entity's activities, wHch is a separate 
matter. AEP-OMo reiterates that tae Commission's 
autaority under Section 4905.26, Revised Code, is 
considerable and encompasses regulation of wholesale 
rates m OMo. 

(17) In ite second assignment of error, FES argues that, even if 
the Commission has autaority under Chapter 4905, Revised 
Code, to estabHsh an SCM, the Commtesion must 
nonetaeless observe the procedural requfremente of 
Chapter 4909, Revteed Code. FES asserfe that the Capadty 
Entry on Rehearing is unreasonable and unlawful, because 
tae Commission upheld a cost-based SCM without 
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acUierence to tae mandatoty ratemaldng formula of Section 
4909.15, Revteed Code, wMch requfres determinations 
regardmg property valuation, rate of retum, and so forth. 

(18) AEPOMo responds that the Commission already rejeded, 
in the Capadty Enfry on Rehearmg, tae argument taat a 
fraditional base rate case was requfred under tae 
cfrcumstances. AEP-OMo notes taat, altaough the 
Commission may eled to apply Chapter 4909, Revised 
Code, foUowing a complamt proceeding, there is no 
requirement taat it must do so. AEP-OMo also pomts out 
that tae Commission has not adjusted retaU rates m tliis 
case. 

(19) fri its second assignment of error, OCC contends that tae 
Commission unlawfully and unreeisonably determmed that 
OCC's argumente in opposition to tae deferral of capadty 
costs were prematurely raised m tMs proceedmg and 
should instead be addressed m tae ESP 2 Case. OCC 
asserts that, in decluung to resolve OCC's arguments in tae 
present case, the Commission violated Section 4903.09, 
Revised Code, and unreasonably impeded OCC's right to 
take an appeal. OCC notes that the Comintesion has not 
yet ruled on ite appHcation for rehearing in tae ESP 2 Case, 
wMch has delayed the appeUate review^ process, wMle 
AEP-OMo has nevertheless begun to account for tae 
deferred capadty cosfe on its books to tae detriment of 
customers. 

(20) In response, AEP-OMo notes taat the Commission has 
afready rejeded OCC's argument and found taat issues 
related to the creation and recovety of tae deferral are more 
appropriate for consideration m tae ESP 2 Case, m wMch 
tae Comintesion adopted the retaU stabiHty rider (RSR), in 
part to compensate the Company for its deferred capadty 
costs. AEPOMo adds that, because tae Commission did 
not adjust retail rates in the present case, and the RSR was 
adopted m the ESP 2 Case, taere te no harm resulting from 
the Commtesion's dedsion in tiiis docket, 

(21) fri tae Capacity Entiy on Rehearing, tae Commission 
darified that our iratiation of tMs proceeding for the 
purpose of reviewmg AEPOMo's capacity charge was 
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consistent with Section 4905.26, Revised Code.3 In relevant 
part, tae statute provides that, upon the iratiative or 
complaint of tae Commission that any rate or charge is in 
any respect unjust, unreasonable, unjustly discriminatoty, 
unjustly preferential, or m violation of law, if it appears 
that reasonable grounds for complaint are stated, the 
Comintesion must schedule, and provide notice of, a 
hearing. The OMo Supreme Court has found taat the 
Commission has considerable discretion under the statute, 
mdudmg the authority to conduct an investigation and fix 
new utility rates, if the existmg rates are unjust and 
unreasonable. See, e.g., Ohio Consumers' Counsel v. Pub. Util 
Comm., 110 OMo St3d .394, 400 (2006); Allnet 
Communications Services, Inc. v. Pub. Util. Comm., 32 OMo 
St.3d 115, 117 (1987); Ohio Utilities Co. v. Pub. Util Comm., 
58 OMo St.2d 153,156-158 (1979). The Court has also stated 
that utiHty rates may be changed by tae Commission in a 
complaint proceedmg under Section 4905.26, Revised 
Code, witaout compeUmg tae utiHty to apply for a rate 
increase under Section 4909.18, Revised Code. Ohio 
Consumers' Counsel v. Pub. Util Comm., 110 OMo St.3d 394, 
400 (2006). The Commission, taerefore, dteagrees with the 
argumente of EEU-OMo, FES, and OCC taat are counter to 
tMs precedent. 

(22) Further, we find no requfrement in Ohio Supreme Court 
precedent or anyvsrhere else that the Commission must first 
mvoke Chapter 4909, Revteed Code, or some other 
ratemaking authority, prior to fixing new utility rates, if the 
Commission finds taat the existmg rates are unjust and 
unreasonable foUowing a proceeding under Section 
490526, Revised Code. As noted above, precedent is to tae 
confraty, 

(23) Wita resped to lEU-OMo's interpretation of Cominission 
precedent, we disagree that rates can only be established 
under Section 4905.26, Revised Code, m limited 
drcumstances. The Comrmssion precedent cited by 
lEU-OMo is inappHcable here, as it specifically pertains to 
self-complaint proceedmgs iratiated by a public utiHty. In 
the Matter of ihe Self-Complaint of Suburban Natural Gas 

Capacitj' Entry on Rehearing at 9-10,13,29,54, 
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Company Concerning its Existing Tariff Promsions, Case No. 
11-58460A-SLF, Opiraon and Order, at 6 (August 15, 
2012). 

(24) AdditionaUy, we find no merit m tae argument that tae 
procedural requfrements of Section 4905.26, Revteed Code, 
were not foUowed in tMs case, which was iratiated by tae 
Commtesion in response to AEPOMo's FERC filing. In the 
Initial Entry, the Commtesion noted that tMs proceeding 
was necessary to review and determme the impact of the 
proposed change to AEP-OMo's capadty charge.'* We 
believe that the Iratial Entry provided suffident indication 
of tae Commission's findmg of reasonable grounds for 
complaint that AEPOMo's capadty charge may be unjust 
or unreasonable. We agree wita AEP-OMo that there te no 
precedent requiring the Commission to use rote words 
tracldng the exad language of tae statute m evety 
complaint proceeding. In any event, to the extent 
necessary, the Coinmtesion clarifies that there were 
reasonable grounds for complaint taat AEPOMo's 
proposed capacity charge may have been unjust or 
unreasonable. Also, as previously discussed, tae 
Commission may establish new rates under Section 
4905.26, Revised Code, if the exteting rates are unjust and 
unreasonable, wMch is exactly what has occurred in tae 
present case, fri the Interim Relief Entty, the Coinmtesion 
determined taat RPM-based capadty pricing could risk an 
unjust and unreasonable result for AEP-OMo and 
subsequently confirmed, m the Capadty Order, taat such 
pr idng would be insuffident to yield reasonable 
compensation for the Company's capacity service.^ 

(25) We find no merit in tae parties' arguments that the 
Commission is preduded from regulating w^holesale rates 
under Chapter 4905, Revised Code, or Section 4905.26, 
Revised Code, in particular, and the parties offer no 
precedent m support of taefr position. Neither Section 
4905.26, Revised Code, nor any otaer provteion of Chapter 
4905, Revised Code, proMbite the Commission from 
iratiating a review of a wholesale rate. For its part, EBU-

IniSal Entry at 2. 
Interim Relief Entry at 16-17; Capacity Order at 23; Capacitj' Entry on Rehearing at 18,31. 



10-2929-EL-UNC -10-

OMo contends that tae Commtesion's regulatory autaority 
under Chapter 4905, Revised Code, is limited to an electric 
Hght company engaged in the busmess of suppl)ing 
elecfridty to consumers (ie., as a retaU service). Because 
fce Commission determined that tae capadty service 
provided by AEPOMo to CRES providers is a wholesale, 
not retail, transaction, lEU-OMo believes taat the 
Commission's reHance on Sedion 4905.26, Revteed Code, as 
weU as Sections 4905.04, 4905.05, 4905.06, Revteed Code, is 
imreasonable and unlawful. However, from tae outset of 
thte proceeding, tae Cominission dearly indicated that tae 
review of AEP-OMo's proposed capadty charge would be 
comprehensive m scope and mdude consideration of other 
related issues, including the impad on retail competition 
and the degree to wMch tae Company's capadty costs 
were afready being recovered through retaU rates.^ 

(26) Next, we find no error m our clarification taat, altaough the 
Commtesion must ensiue that tae jurtedictional utiHties 
receive just and reasonable compensation for the services 
that taey render, tae Commission te under no obHgation 
with regard to the specific mecharasm used to address 
capadty cosfe.^ We did not find, as FES contends, that the 
Commtesion's ratemaking powers are unbounded by any 
law. Rather, we clarified only that the Commission has 
dtecretion to determine the type of mechanism 
implemented to enable a utUity to recover ite capacity costs, 
and that the recovety mechamsm may take the form of an 
SCM, rider, or some other mecharasm. 

(27) In its remaining argumente, lEUOMo contends that 
AEP-OMo's capadty service is a competitive retail eledric 
service, rataer taan a w^holesale fransaction, and again 
cHsputes our reliance on the Cominission's general 
supervisory powers under Sections 4905.04, 4905.05, and 
4906.06, Revteed Code, as autaority to estabiteh the SCM. 
These argumente were already rejected by the Commtesion 
m the Capadty Enfry on Rehearing,^ and EEUOMo has 

6 Initial Entry at 2. 
'̂  Capadty Entry on Rehearing at 28, 
^ Capacity Entry on Rehearmg at 28-29. 
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rateed nothing new for our consideration with resped to 
these issues. 

(28) FinaUy, we do not agree with OCC that it was 
imreasonable and unlawful, or in violation of Section 
4903.09, Revised Code, to find that argumenfe regarding 
tae mechanics of the deferral recovery mecharasm should 
be raised and addressed in tae ESP 2 Case. The 
Commission did not outlme the mecharacs of, or even 
estabiteh, the deferral recovery mechanism in the Capadty 
Order. Rather, we mdicated taat an appropriate recovety 
mecharasm for AEPOMo's deferred costs would be 
estabHshed, and any additional finandal considerations 
addressed, m the ESP 2 Case.^ Although numerous parties, 
mdud ing OCC, attempted to predid how the deferral 
mecharasm would be implemented and what ife impad 
ViTould be on ratepayers, the Commission contmues to find 
that it would have been mearangless to address such 
antidpatory arguments m tae Capadty Entiy on 
Rehearmg. We, therefore, find no error m having 
determined that OCC's daims of unfafr competition, 
unlawful subsidies, double payments, and dtecriminatoty 
p r idng v/ere premature, given that the Coinmtesion had 
not yet determined how and from whom AEPOMo's 
deferred capadty costs would be recovered, lo The 
Commission notes that we taorougMy adcfressed OCC's 
otaer numerous argumenfe with resped to the deferral of 
capadty costs m tae Capadty Entry on Rehearing. 

(29) For the above reasons, we find no error in our darifications 
m the Capadty Entry on Rehearing, or in determirang taat 
arguments related to the mechanics of the deferral recovety 
mechantem should be resolved in the ESP 2 Case. Any 
other arguments rateed on rehearmg that are not 
SpecificaUy discussed herem have been taorougMy and 
adequately considered by the Cominission and are being 
deraed. Accordingly, tae Commtesion finds that the 
applications for rehearmg filed by lEUOMo, OCC, and FES 
should be deraed m thefr entirety. 

9 Capacity Order at 23. 
10 Capacity Entry on Rehearing at 50-51. 
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It is, tberafore, 

ORDERED, That the applications for rehearing filed by lEUOMo, OCC, and 
FES be deraed m taeir entirety. It is, further, 

ORDERED, That a copy of thte entiy on rehearing be served upon aU parties of 
record m tMs case. 

THE PUBLIC UTILITIES COMMISSION OF OHIO 

Steven D. Lesser Andre T. Porter 

Chetyl L. Roberto L3mn Slaby 

SJP/sc 

Entered m tae Journal fViT* 1 ;,2 2012 

Barty F. McNeal 
Secretary 



ATTACHMENT F 

BEFORE 

THE PUBUC UTILHIES COMMISSION OF OHIO 

In tae Matter of tiie Commission Review ) 
of tiie Capaaty O i a ^ of Cjuo P o ^ ^ ) ^ ^ NO. 10-2929-EL-UNC 
Company and Columbtis Soutaem Power ) 
Company. ) 

ENTRy ON REHEARING 

The Commtesion finds: 

(1) On November 1, 2010, American Electric Power Service 
Corporation (AEPSC), on behalf of Columbus Southern 
Power Cotapany (CSP) and OMo Power Company (OP) 
Qointly, AEPOMo or tae Company),i fUed an application 
whh the Federal Biergy Regulatoty Comintesion (FERQ in 
FERC Docket No. ERll-1995. On November 24, 2010, at 
tae cfrrection of FERC, AEPSC refiled tae appHcation in 
FERC Docket No. ERll-2183 (FERC filing). The application 
proposed to change tae baste for compensation for capacity* 
cc«te to a cost-based meciiantem, pursuant to Section 205 of 
the. Federal Power Act and Section D.8 of Schi^ule 8.1 of 
tae ReHabiHty Assfrrance Agreement for tae regional 
fransmtesion organization, PJM Intercormection, LLC 
(PJM), and included proposed formula rate templates 
under wMch AEPOMo would calculate ite capacity coste. 

(2) By entty issued on Decemter 8, 2010, in tiie abOVe-̂  .. 
captioned case, tae Commission found that an 
mvestigation was necessary in order to determine tae 
impad of tae proposed change to AEPOMo's capadty 
charge (Iratial Entty). Corteequentiy, tae Commission 
sought pubUc commente riegardMg tae foUowihg. tesu^:: 
(l)what changes tO tae current stale compensation 
mechantem (SCM) we:re appiopriate to determine AEP­
OMo's fixed resqurce requfrement (FRR) capacity charge to 
OMo eon^etitive tetaU elecfric service (CRES) providers, 
wMch are referreid to as alternative load ser\ing entities 

1 By erttry issued on March, 7̂  2012, Ihe Coimni^bn approved and confibDKied the merger of C ^ -into 
OT, effective December 31,2911. In the Matter of the Application of OMo Power Company and Cobanbus 
Southern PowerOmpany far Authority ti? Merge wnd Related. ApP^'^^r Case No. 1(1T237&-EL-UNC 
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Within PjM; (2) the degree to wMch AEP-OMo's capacity-
chirge was currehtly being recovered through retaU rales 
approved by tae Commtesion or other capacity charges; 
and (3) the impact of AJEP-OMp's capacity charge upon 
CRES providers and retaU Gompetition in OMo. 
AdcHtionaUy, in light of thechange proposed by AEPOMo 
in tae FERC filing, tae Commtesion expHdtiy adopted as 
tae SCM for the Company, during the pehdency of tae 
review, tae current capacity charge establtehed by the 
three-year capacity auction conducted by PJM based on ite 
reUabflity pricing model fRPM). 

(3) On January 27, 2011, m Case No. 11-346-EL-SSO, et at, 
AEPOhio fUed an appHcation for a standard service offer 
in the form of a new eledriG security plan (]KP), pursuant 
to Section 4928.143, Revised Code (ESP 2 Case).2 

(4) By enby tesued ort March 7> 2012, in tae above-captioned 
case, the Commission implemented an mterim capadty 
pricing mechanism proposed by AEPOMo m a motion for 
reHef filed on February 27,2012 (friterim ReHef Entty'). 

(5) By entry tesued on May 30, 2012, the Commtesion 
approved an extension of the interim capacity pricing 
mechantem through July 2, M12 (Interim Relief Extension 
Entty). 

(6) By opinion and order tesued on July 2> 2012, the 
Commtesion approved a capadty pridng mechantem for 
AEPOhio (Capacity Order). The Commtesion estabHshed 
$188.88/mega%vatt-day as the appropriate charge to enable 
AEPOMo to recover ite capacity cosfe pursuant to ife FRR 
obHgations from CRES providers. However, tae 
Commission also dfreded taat AEPOMo^s capacity charge 
to CRES providers should be tae RPM-based rate, 
including final, zonal adjustmenfe, on tae baste taat tae 
RPM-based rate wiU promote retaU elecfric coinpetition. 
The Commtesion authorized AEPOMo to modify ite 

In the Matter of the Application of Columbus Southern Poam- Company and OMo Power Company for 
Authority to Esiablisha Standard Service Offer Pursuant to Section 4928.143, Rsoised Code, in the Fbrm (f 
an Electric Seamty PZatt, Case No,: 11-346-EL-SSO and 11-348-EL-SSO; In the Matter of the Application 
of Cobmilms Souihem Power Company and OMo Power Ojmpany for Approval of Certain Accounting 
Aafforit^, Case No, ll-349-EL-AMi* an.d 11-3^^ 
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acGOunting procedures: to defer tae mcurred capacity cosfe 
not recovered frorn CRES providers, with tae recovety 
medhanisrn to be establtehed in tae ESP 2 Case. 

(7) Secticth 4903.10^ Revteed Code, states that any party who 
has entered an appearance in a Coihmission proceeding 
may apply for a rehearing wita resped to any matters 
deterrnined therein by fUing an appHcation witMn 30 days 
after the entiy of the order upon the Commtesion's journal. 

(8) By entty on rehearing tesued on Cktober 17, 2012, tae 
Commtesion granted, in part, and denied, in part, 
applications for rehearing of tae Iratial Entty, friterim ReHef 
Entity, and Capadty Order, arid demed appHcations for 
rehearing of tae friterim Relief Extension Entty (October 
Capacity Enfry ori Rehearing). 

(9) On December 12, 2012^ tae Commtesion tesued an entty on 
rehearing, denying appHcations for rehearing of the 
Odober Capadty Ehtty on Rehearmg that were filed by tae 
OMo Consumers' Counsel (OCC), Industiiai Energy Users­
OMo (lEUOMo), and FirstEnergy Solutions Corp. (FES) 
(December Capadty Entiy on Rehearing). 

(10) On januaty 11,2013, OCC fUed an application for rehearing 
of tae Da;ember Capadty Entty on Rehearing, AEPOMo 
filed a memorandum confra on Januaty 22,2013. 

(11) In ite single assignment of error, OCC as^rte taat the 
Commi^ion unlawfully and unreasonably clarified in tae 
December Capacity Entiy on Rehearing that taere were 
reasonable grouncte for complaint, pursuant to Section 
4^5.26, Revised Code, that AEPOMo's proposed capacity 
charge in thte case may have been imjust or unreasonable. 
OCC contencte taat tae Commission's darification attempte 
to cure an errpr after the fact, te not supported by sufficient 
evidence, and is proceduraUy flawed, According to OCC, 
the Commtesion'^s clarification te not suppprted by ife 
findings in tae Iratial Entiy. OGC afgiies that tae 
Comiintesion has not satisfied tae requfremente of Section 
4905.26, Revised Code^ and, feus, has no juriscUetion in tMs 
case to alter AEP-OMo's capacity charge. 
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CX^C also- notes that: reasonable grounds for complaint 
must exist before tae Commission orders a hearing, 
pursuant to Seciion 4905.26, RevisM Code. OCC 
emphasizes taat tae Cofruntesioti did not find: reasonable 
grounds for complaint in the Initial Entry, but rather made 
ife darifiGation two years later in the December Capacity 
Entty on Rehearing. OCC adds taat tae Commtesion's 
clarification te inconsistent -with ife earHer procedural 
ruling dfrecting tae parties to develop an evidentiaty 
record on tae appropriate capadty pricing mecharasm for 
AEP-OMo. OCC believes that reasonable grounds for 
complaint were intended to be developed through tae 
evidentiaty' hearing, 

OCC furtaer argues that the Commtesion did not properly 
determine, upon iratiation of fMs proceeding, that AEP-
OMote; capacity charge may be unjust and unreasonable. 
Accordin^y, OCC believes taat tae Commtesion lacked 
jurtediction to modify AEPOMo's capacity charge- FinaUy, 
OCC asserte that tae Commtesion faUed to find that RPM-
based capacity pricing te tmjust and unreasonable, as 
requfred before a rate change te implemented, pursuant to 
Section 4905.26, Revised Code. 

(12) In ite memorandunri contta, AEPOMo responds that OCC's 
application for rehearing merely raises argumente that 
have afready been considered and rejected by tae 
Commission. AEPOMo adds that tae Commtesion 
properly clarified in tae Etecember Capadty Entiy on 
Rehearing that there were reasonable gromicte for 
complamt under Section 4905.26, Revteed Code, in thte 
proceecHng. 

(13) hi tae December Capacity Enfry on Rehearing, fee 
Commission denied, in taefr entirety, the applicatioite for 
rehearing of tae October Capacity Entty on Rehearmg that 
were fUed by OCC^ lEU-OMo, and FES (December Capadty 
Entty on Rdiearing at 11-12). Sectior^ 4903,10, Revised 
Code, does not allow parties to repeat, in a second 
appHcation for rehearing, argumente feat have already 
been considered and rejeded by the Corhmtesion. In the 
Mutter of ihe Applications of The East Ohio Gas Company d.b.a. 
Donitnion East Ohio and Cohmimi Gas of Ohio Inc for 
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Adjustment of tJieir Interim Emergency: and Ternporary 
Percentage of Inwme Paytnent Plan Riders, Case No.. 05-1421-
GA-PIP, et al . Second, Enfry on Rehearing (May 3,20p6), at 
4. The December Capadty Bifay on Rehearing deraed 
rehearing on all assignments of error arvd modified no 
sulwtantive aspect of the October Capadty' Enfry on 
Rehearing, and OCC te not entitied to anotaer attempt at 
rehearing. Accordirigiy, tae application for rehearing filed 
by OCC OU. Januaty 11> 2013, should be deraed as 
ptoceduraUy improper. 

It te, taerefore, 

ORDERED, That tae appHcation for rehearing; filed by OCC on January 11, 
2013, be deraed. It te, further, 

ORDERED, That a copy of thte enfry oh rehearmg be served upon all parties of 
record in tMs case. 

THE PUBLIC UTILmES COMMISSION OF OHIO 

SJP/sc 

Entered in the Journal 

'.^m^^e^ 

Barcy F. McNeal 
Secretaty 
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