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INTRODUCTION

This case will decide whether Ohioans will pay tleectric monopoly (Ohio
Power Company (“AEP Ohio”)) a half billion dollaiwr installation of so-called “smart
grid” technology* without a regulatory review of whether the insdlplant is “used and
useful,” under Ohio law, for Ohioans’ electric see: Under the approach the utility
proposed to the Public Utilities Commission of OfieUCQO”), consumers would also
become investors and assume the risk that the gmetiechnology will be prudent and
used and useful, as advertised.

The Settlement in this case, filed in April 20A%puld have 1.3 million
residential customers of AEP Ohio pay approxima$d@g2 million for the proposed
smart grid technology over 15 yedrdhe Office of the Ohio Consumers’ Counsel

(“OCC) files this brief for protection of AEP Oh®residential customers.

! SeeAEP Ohio Ex. 1 (Osterholt Direct Testimony), Exhi®SO-1 at 9.
2 Joint Ex. 1.
¥ OCC Ex. 13 (Lanzalotta Testimony) at 27, Table 5.
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This Settlement would allow AEP Ohio to deploy #iseond phase of its
gridSMART program (“Phase 2”). Among other thing&P Ohio would install
approximately 894,000 additional smart mefeatong with other smart grid technology,
over a six-year period.A “feasibility study” — whose purpose is soletydictate where,
not whether, the technology should be depl8yeis to be completed and submitted
within a year after approval of the Settlemérithe Settlement does not call for PUCO
review or approval of the feasibility study.

Further amplifying the problems with the Settleméné monetary benefits to all
customers are estimated at $410 milffoBut only $1.6 million per year — $1 per
customer per year — will initially be credited wastomers, beginning in the fourth quarter
of the first year of deploymeftThe Settlement appears to provide for a PUCGerevi
of the customer credit and the possible adopticm méw credit® However, the
Settlement does not guarantee that this will oocwpecify when it might occur and at
what level the additional credit to consumers wdddset.

The Settlement in this case does not meet the-fimag test the PUCO uses to
evaluate stipulations. The record shows that obthe Settlement was decided in a

stipulation filed in another case. Thus, the $etént was not the product of serious

* Approximately 132,000 smart meters were instafledng Phase 1SeeAEP Ohio Ex. 1 (Osterholt
Direct Testimony), Exhibit SSO-1 at 5.

5 Sedid.
6 SeeTr. Vol. | at 38.
7 Joint Ex. 1 at 4.

8 SeeAEP Ex. 1, Exhibit SSO-1 at 9. The purported liemnclude $199 million in operations and
maintenance, $210 million in energy/capacity, ahdriillion in capital. As discussed herein, the
residential share of these benefits is consideraishy

° Joint Ex. 1 at 10 (a credit of only $400,000 Wil credited in the first year given that the quérteredit
does not begin until the fourth quarter of the thyrear).
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bargaining among knowledgeable parties in this.cd$e Settlement also did not
involve diverse interests. The record further destiates that the Settlement is not in
the public interest because the costs residenisibmers would be required to pay (even
if the smart grid technology does not function @y far exceed the benefits thatght
accrue to them through the project.

The Settlement also violates important regulatenygiples and practices. The
Settlement violates prior PUCO orders, does notvgthat installing the smart grid
technology will ensure the availability of relialded non-discriminatory electric service,
and does not result in just and reasonable chéogessidential customers. The PUCO

should reject the Settlement.

Il STANDARD OF REVIEW
The standard of review for consideration of a $&pan has been discussed in a
number of PUCO cases and by the Supreme Courtiof OtnDuff, the Court stated

A stipulation entered into by the parties preseém@t @@mmission
hearing is merely a recommendation made to the dgssion and is in
no sense legally binding upon the commission. ddmmission may
take the stipulation into consideration, but mwetedmine what igust
and reasonabléom the evidence presented at the heating.

The Court inConsumers’ Counsebnsidered whether a just and reasonable result
was achieved with reference to criteria adoptetheyPUCO in evaluating settlements.
The criteria are:

1. Isthe settlement a product of serious barggiamong capable,
knowledgeable parties? In this regard, the PUC®iders

1 Duff v. Pub. Util. Comm(1978), 56 Ohio St.2d 367 (emphasis added).
12 Consumers’ Counsel v. Pub. Util. Comm(h992), 64 Ohio St.3d 123, 126.
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whether the signatory parties to the stipulatigore@sent a variety
of diverse interest§’

2. Does the settlement, as a package, benefaytes and the public
interest?

3. Does the settlement package violate any impbrégulatory
principle or practice?

The burden of proving the lawfulness and the realsi@mess of the settlement

rests with the proponents of the settlemént.

.  RECOMMENDATIONS

A. The Settlement is not the product of serious bgaining among
capable, knowledgeable parties, and the signatoryagties to the
Settlement do not represent diverse interests.

In reviewing stipulations, the PUCO considers whkethe stipulation is the
product of serious bargaining among capable, kndgdable parties. As part of this
consideration, the PUCO has looked at the natutikeeo$ignatory parties. For example,
in AEP Ohio’s 2011 Distribution Investment RideD(R”) case, the PUCO considered
the diversity of the signatory parties:

Based upon our three-prong standard of review,imeethat the first
criterion, that the settlement process involvedbssrbargaining by
knowledgeable, capable parties, is met. Counse¢h@signatory
parties have been involved in many cases befor€dmemission,
including a number of prior cases involving ratuss. Further, the
signatory parties represent a variety of diverser@sts, including the
Companies, residential customers and consumer adyagoups,

13 Seeln the Matter of the Application of Columbus SomhHeower Company and Ohio Power Company,
Individually and, if Their Proposed Merger Is Appeadl, as a Merged Company (collectively, AEP Ohio)
for an Increase in Electric Distribution RateSase No. 11-351-EL-AIR, et al., Opinion and Order
(December 14, 2014t 9.

1 Seee.g, In the Matter of the Application of FirstEnergy @oon Behalf of Ohio Edison Company, The
Cleveland Electric llluminating Company, and Thdebo Edison Company for Approval of Their
Transition Plans and for Authorization to Collecgfsition Revenuge£ase No. 99-1212-EL-ETP,
Opinion and Order (July 19, 2000) at 32.



industrial and commercial customers, environmeadabcacy groups,
and Staff'®

The PUCO has long considered the diversity of itpeagory parties when
reviewing partial settlement8. In fact, the PUCO has touted the diversity ohatgry
parties to a stipulatioh. The diversity of the signatory parties to thetl®atent in this
case is a significant issue, given that only ogeatiory party represents a customer class,
and a small portion of the class. Diversity otneists should not be touted by the PUCO
when it is present in a settlement, and disregavdezh it is absent.

OCC witness Peter Lanzalotta testified that thél&eéent fails to satisfy the first
prong of the PUCO’s standard for approving stipate® The Settlement does not
represent a diversity of interests because no septative of residential customers, who

will pay more than 60 percent of the costs of Pl2adeployment, signed the

151n the Matter of the Application of Columbus SoutHeower Company and Ohio Power Company,
Individually and, if Their Proposed Merger Is Appeadl, as a Merged Company (collectively, AEP Ohio)
for an Increase in Electric Distribution RateSase No. 11-351-EL-AIR, et al., Opinion and Order
(December 14, 2011) at 9.

® See, e.gln the Matter of the Restatement of the AccoundsRecords of The Cincinnati Gas & Electric
Company, The Dayton Power and Light Company, ardrtlius & Southern Ohio Electric Company
Case No. 84-1187-EL-UNC, Opinion and Order (Noven#ife 1985), 1985 Ohio PUC LEXIS 9, [21], 71
P.U.R.4th 140, 71 P.U.R.4th 140;the Matter of the Application of Vectren Eneiglivery of Ohio, Inc.
for Approval, Pursuant to Revised Code Section 49P26f a Tariff to Recover Conservation Expensabs an
Decoupling Revenues Pursuant to Automatic Adjudtiechanisms and for Such Accounting Authority
as May Be Required to Defer Such Expenses and Bevéor Future Recovery Through Such Adjustment
MechanismsCase No. 05-1444-GA-UNC, Supplemental Opinion @ndier (June 27, 2007) at 15;the
Matter of the Application of Columbus Southern Po@empany and Ohio Power Company, Individually
and, if Their Proposed Merger Is Approved, as a déer Company (collectively, AEP Ohio) for an
Increase in Electric Distribution Rate€ase No. 11-351-EL-AIR, et al., Opinion and Or(i@ecember 14,
2011)at 9.

n the Matter of the Application of Ohio Edison GQuany, The Cleveland Electric llluminating Company
and The Toledo Edison Company for Authority to Rtea Standard Service Offer Pursuant to R.C. §
4928.143 in the Form of an Electric Security RBl&@ase No. 14-1297-EL-SSO, Opinion and Order (March
31, 2016) at 43.

18 0CC Ex. 13 (Lanzalotta Testimony) at 4-6.



Settlement® Only OCC is the statutory representative of Ohiesidential customerd,
and OCC declined to join the Settlement that wanéke consumers pay unreasonable
charges. Moreover, Ohio Partners for Affordablergy (“OPAE”) — which advocates
for affordable energy policies for low and moderatme Ohioarfs — also did not sign
the Settlement.

Under the Settlement, residential customers wilth@rged annual amounts for
smart grid programs ranging from $5 million per yigethe first year of Phase 2
deployment to almost $38 million in the seventhryaA Settlement that ignores the
interests of residential customers — particuladhewthe pre-eminent issue in this
proceeding is the amount of charges to be impoped them — cannot be found to
represent a variety of diverse interests.

In addition, there is also a question as to theeakegf seriousness inherent in
negotiations leading to the Settlement. As Mr.2aatta testified, a number of the
provisions of the Settlement were in the stipulafited in AEP Ohio’s power purchase
agreement (“PPA”) case last DecembeiThe provisions include: the doubling of the
Volt-Var Optimization (“VVO")** program from 80 circuits, as proposed in AEP Ghio’
original Application, to 160 circuits; the breakdowf costs and benefits for the VVO

program by circuit and substation; and that VVOIlagment will be prioritized for

1d. at 4-5.

?R.C. 4911.02.

%1 SeeOPAE Motion to Intervene (October 18, 2013), Meamstum in Support at 1.
#20CC Ex. 13 (Lanzalotta Testimony), Exhibit PJL-3.

% n the Matter of the Application Seeking ApproviaDhio Power Company’s Proposal to Enter into an
Affiliate Power Purchase Agreement for Inclusioritia Power Purchase Agreement Rjdease Nos. 14-
1693-EL-RDR Joint Stipulation and Recommendatioag@&@nber 14, 2015), at 14, 26-27.

24 \VO refers to technology which monitors the voktaand the reactive power needs on each segment of a
distribution circuit and adjusts each on a segrbgrgegment basis, thereby lowering the overallayer
voltage on the distribution circuit and reducingds and consumption.
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circuits serving Ohio Hospital Association (“OHAembers® Regarding these
provisions, any settlement negotiations sincelestember produced little or no change
in position by the participants.

The fact that these provisions were pre-ordainezhmther proceeding is
problematic. The expansion of the VVO programhi& Eettlement more than doubled
the cost of the Phase 2 deployment that AEP Ohigonaidly proposed. The estimated
cost per-circuit to install VVO increased from $2BI0 in the Application to $334,000 in
the Settlemerft! Although the initial $250,000 estimate was basedhe cost for the
Phase 1 circuits, this cost was increased, in badause of the need for more expensive
labor resources from outside AEP Ohio to deploytéednology on 160 circuits.

The cost of deploying VVO on the 80 circuits in #gplication was $20
million.?® The cost of deploying VVO on the 160 circuitdtie Settlement is $53.44
million.*® Hence, installing VVO on the additional 80 cittsuagreed to in the PPA case
will mean that consumers will pay $33.4 million rador VVO through the gridSMART
2 rider than AEP Ohio proposed in its original Aipation.

Further, residential consumers may see little imatedenergy efficiency benefit
from the VVO deployment. The stipulation in theAP¢ase required that the Settlement

allow OHA to help decide where VVO deployment waiticur first®* This will likely

% OCC Ex. 13 (Lanzalotta Testimony) at 5, n. 7.
°|d. at 5.

2 Compare AEP Ohio Ex. 2, Attachment A at 8 to ABRACEx. 1 (Osterholt Direct Testimony), Exhibit
SSO-1 at 8.See alsdr. Vol. | at 59.

% 3ee0CC Ex. 13 (Lanzalotta Testimony) at 18.
29$250,000 x 80 = $20,000,000.

%9$334,000 x 160 = $53,440,000.

31 0CC Ex. 13 (Lanzalotta Testimony) at 5, n.7.



prioritize VVO deployment to hospitals, which wouldbvide disproportionately high
benefits for OHA members (compared to benefitsdsidential consumerdj. And, as
discussed below, the $400,000 quarterly custonaglitcior operational savings from the
gridSMART deployment — which takes effect nine nisnafter deployment begins —
does not begin to offset the increased chargesmeass will pay through the rider.

Moreover, the Settlement provides for VVO deployi@nutilizing an
outstanding AEP Ohio obligation to customers forergable or similar investment
associated with AEP Ohio’s 2009 Significantly Exsies Earnings Test (“SEET”)
case®® In the 2009 SEET proceeding, AEP Ohio committegrovide $20 million in
funding to the Turning Point solar projéétin that proceeding, the PUCO directed that
if AEP Ohio did not expend the funds for Turningi®an 2012, the $20 million was to
be spent on a similar projett.

The issue of Turning Point was raised in AEP Oh940 Long Term Forecast
case. There, the PUCO determined that a needufmiriyg Point had not been shown,
and ordered the Turning Point provision strickemfrthe stipulation in that cad.
Nevertheless, the PUCO again directed AEP Ohi@%jend the $20 million to the

extent it had not already done $8.’But more importantly, the PUCO concisely

21d.
3 Joint Ex. 1 at 7.

34 In the Matter of the Application of Columbus Southeower Company and Ohio Power Company for
Administration of the Significantly Excessive Eags Test under Section 4928.143(F), Revised Codk, a
Rule 4901:1-35-10, Ohio Administrative Co@ase No 10-1261-EL-UNC, Opinion and Order (Jaypuar
11, 2011) at 26.

3d.

% |n the Matter of the 2010 Long Term Forecast Repbthe Ohio Power Company and Related Mafters
Case No. 10-501-EL-FOR, Opinion and Order (Jan@ag013) at 27.

371d. at 28.



explained that AEP Ohio was to “ensure that thesfitnof the $20 million investment
flow through to the Company’s ratepayers:® The PUCO also stated that if AEP Ohio
were unable to make the $20 million investmentumning Point or a similar project by
the end of 2013, then “the Company should submibaosal for another appropriate use
for the $20 million investment, such as applying &mount to offset major storm
damage costs that are deferred under the Compeeogsatly approved storm damage
recovery mechanisnt>

Although this $20 million expenditure was an obliga of AEP Ohio’s for
significantly excessive earnings, through the 8etdnt in this proceeding AEP Ohio will
receive a return on and of the $20 million expamdiin VVO. Thus, AEP Ohio has
really not fulfilled any outstanding obligationalt. It is requiring customers to pay it for
investing the dollars that it should have returteedustomers under the SEET test.

The PUCO has been clear in past ordersdihstomersre to benefit from the
$20 million that Ohio Power had committed to inviesTurning Point. Accordingly, if
the PUCO permits the $20 million once designatedhe Turning Point project to be
used for VVO technology, then the PUCO should ensluat this money is not included
in gridSMART charges collected from AEP Ohio’s arsers.

The fact that the Settlement substantially increassts to customers without
providing customers offsetting benefits shows thatSettlement was not the product of
serious bargaining. The Settlement fails the prsing of the reasonableness test. The

PUCO should reject the Settlement.

#d. (emphasis added).
¥d.



B. The Settlement as a package does not benefit tusers and the
public interest because customers assume all th@dincial risks
from Phase 2 deployment up-front, while there is nguarantee
that customers will realize the operational benefi from Phase 2
deployment.

1. Customers pay all the costs of Phase 2 deploymep-front,
but any operational benefits would accrue to custoers many
years down the road, if at all.

Any deployment of Phase 2 should include a balanefrrewards and risks
between AEP Ohio and its customers. But, as wighApplication, the Settlement uses
customers to bankroll the Phase 2 deployment, evith limited sharing of the financial
risks. All of the costs from the proposed Phapeagrams are paid for by customers,
regardless of whether the technology works or wérethistomers realize any financial
savings from these programs. If such technologgsdmwt result in financial savings,
then customers will receive few benefits from itgplementation.

Because AEP Ohio is receiving guaranteed incregsashues from customers
through the Phase 2 programs, it should bear nfiostt all, of the financial risk of
implementation. But instead, the Settlement pllitsfahe financial risk of the Phase 2
programs on customers.

The Settlement front-loads the expenses for marnlgeoPhase 2 projects, so that
customers will pay for these expenses and retwrnagl or even prior to, deployment.
On the other hand, customansyreceive the operational cost benefits from those
projects at some unknown point in the future. Tle&lement, therefore, treats
consumers as investors — who may or may not redelvealue of their investment. The
financial risk of the Settlement is squarely onsheulders of consumers and not the
AEP Ohio shareholders who are being financiallyaeled to bear these risks. Other
than the ill-guided settlement, nothing preventABhio from investing shareholder

10



funds to deploy gridSMART phase 2 and then seetangvery of the prudently incurred
costs in some future base rate proceeding.

The Settlement contains a nominal customer cre@#tG0,000 per quarter
beginning nine months after Phase 2 deploymerntsstdihis credit is insufficient to
materially balance the Phase 2 costs and benefitohsumers. The initial credit to
customers contained in the Settlement is less1Bgpercent of the projected annual
benefits in reduced cost$.Further, AEP Ohio has estimated a 15-year caséftvef
$194 million from the installation of the 894,00@vanced meters provided for in the
Settlement. Thus, AEP Ohio is expecting a net ghamost $13 million per yedt.

Any operational cost savings realized by AEP Ohig,not credited (or used to offset to
the Phase 2 charge) to customers becomes AEP @iib’p

The Settlement includes a discretionary processefoewing the operational cost
savings credit. The Settlement provides that tHE® Staffmayhire a consultant who
would review the Phase 1 and Phase 2 operationafite™ The Settlement also
provides that if the consultant is hired, the pssceould proceed as follows:

The consultant will evaluate and recommend an omglavel of
operational benefits to be achieved and recognizeates as part of
the annual rider filing, to the extent such operadi savings are not
already reflected in rates. The Consultant shatigete this review
using the AEP Ohio specific staffing situation aperational
processes, where applicable, rather than usinggeresl industry
standard data for these operational benefits. Alfisrassessment is
made, the Company and interveners shall endeaveati agreement

on whether the recommended level of benefits shbelddopted or
modified. If an agreement cannot be reached, therfission shall

“00CC Ex. 13 (Lanzalotta Testimony) at 14.
*'Id. at 13.

“1d.

* Joint Ex. 1 at 10.
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establish a process for the Company and interveén@dvocate their
positions regarding the estimated level of benéditse netted against
gridSMART costs in this proceeding. Upon adoptigrtte
Commission of a new operational cost savings créttCompany’s
gridSMART Phase 2 riders shall reflect the net amta@d prudently-
incurred costs reduced by an amount equal to the v the
operational benefits as adopted by the Commis$ion.

The timing of the process outlined above, howergaundefined. PUCO Staff
witness Schweitzer testified at hearing thaekpectgshe review of the credit to begin 18
months to three years after deployment be$jink.may take another six months to a year
before any consultant hired by the PUCO Staff wassde a repof Only at that point
— two to four years after deployment begins — wawddotiations among the parties to
this proceeding occur. But, as Mr. Schweitzer agledged, this process is a
recommendatiothat he would mak&. The decision regarding the process would be
made by someone else at the PUBDhere is no such timeline in the Settleni®nt.

Even assuming the timeline suggested by the PU@® 8tness would occur,
this means that customers will likely receive tioenmal $400,000 per quarter credit
during the entire deployment of Phase 2. The depémt of advanced meters is
expected to take four yeatsso at least half — and likely all — of the 894,@@¥anced
meters would be installed before the report orogherational benefits review is issued.

Further, deployment of Distribution Automation QificReconfiguration Outage

*1d.

*5Tr. Vol. Il at 593-594.

“%1d. at 595.

*71d. at 594.

B 1d.

*91d. at 593.

0 AEP Ohio Ex. 1 (Osterholt Direct Testimony), Exhi8SO-1 at 2.
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Reduction (“DACR”) technology and VVO is expectecdtake six years: so deployment
of these technologies will likely be almost compteat the time the report on the
operational benefits review is issued. Any charigeke credit will likely come only
after customers have paid for the full deploymdraldI, and possibly DACR and VVO.

Further, under the Settlement, any changes tousimer credit either will be
mutually agreed to by parties, or will be subjecsome other PUCO proce¥sUnder
the Settlement, once the report on the operatiomadfits review is issued (which may
occur two to four years after deployment beginajtips to the proceeding will negotiate
on changing the customer credit. There is no tmedb either begin or end the
negotiations. If an agreement is reached, it wbelgut before the PUC®B. In any
event, the amount of time for this process to pedogould be in addition to the two to
four years necessary to complete the review. Médawcustomers would still receive a
credit of only $400,000 per quarter while payingntéiteds of millions of dollars in Phase
2 costs.

If no agreement is reached, the Settlement woulé tize PUCO initiate a
proceeding to determine the proper customer crddits proceeding — which may
include an evidentiary hearing — would also be tamesuming. It may be an additional
year or more before the PUCO issues a decisiorhanging the customer credit. Again,
in the meantime customers would not be receivingedit reflective of the anticipated

operational benefits of Phase 2.

1d.
52 Joint Ex. 1 at 10.

S Seeid.
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The uncertainty surrounding the discretionary pssder reviewing the
operational cost savings credit and the likelihobdnly a minimal operational savings
credit provided to customers throughout Phase Bgeent is unjust, unreasonable, and
should be rejected. Nonetheless, if the PUCO doesgeject the settlement in its entirety
(despite OCC’s recommendation), the PUCO shouldifintte Settlement to require
more benefits to customers at an earlier stagdas®2 deployment. The levelization of
benefits proposed by OCC witness Wilson Gonzalezlgvonore fairly balance the risks
of Phase 2 deployment between customers and AE®. ®Mi. Gonzalez made four
recommendations to help ease the burden of the assbciated with Phase 2
deployment on customers.

First, Mr. Gonzalez recommended that the PUCO aipéte Settlement’s
process for determining the scope and magnitudgefational cost savings. One way
to do that would be to have a mandatory review bgresultant, and for the consultant’s
review of the Phase 1 and Phase 2 operational ietebegin within one year after
Phase 2 deployment begins.

Second, Mr. Gonzalez recommended that the PUC@aserthe amount of
operational cost savings credit to customers i \Wwth AEP Ohio’s updated estimate of
operational savings, while taking into account®mase 1 investment and the benefits
achieved through Phasé°l Customers have not yet received the full openatisavings
benefit from Phase 1. As OCC witness Lanzalog#fied, the advanced meters already

installed in Phase 1 have resulted in savings c@per meter® Because AEP Ohio

** OCC Ex. 18 (Gonzalez Testimony) at 7.
*®Id.
* OCC Ex. 13 (Lanzalotta Testimony) at 13.
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installed 132,000 advanced meters to resident&tbaoers in Phase 1, AEP Ohio has
realized approximately $860,000 per year in openaii savings over the past six ye#rs.
This means that $5.2 million in operational saviagsuld have been returned to
customers in the form of a customer credit or gM&RT charge offset® But these
savings have not been passed on to customergaththey have benefitted only AEP
Ohio and its shareholders. The PUCO should ertkateeustomers receive these
benefits sooner rather than later.

Third, Mr. Gonzalez recommended that the PUCO iegeal greater amount of
the operational cost savings to customers to redust®mer risk and better balance the
benefits and costs of AEP Ohio’s Phase 2 (and Phaseployment? Mr. Gonzalez
noted that the customer credit in the Settlemeauresents only 1.5 percent of the Phase 2
project costs over the first three ye#tsMir. Gonzalez calculated that the customer credit
should be increased from $400,000 per quarter @ ®dlion per quartef! By adopting
Mr. Gonzalez’ recommendation, the PUCO would ehsétirden of Phase 2
deployment costs on customers and shift some dirthacial risk to AEP Ohio.

Fourth, the PUCO should proscribe a deadline ferfittng of a post-deployment
base distribution rate case as a condition of sgrattinvestment approvaf. As
discussed in more detail below, the Settlementlshoeirejected because it does not

require AEP Ohio to file a post-deployment rateed@sensure that the operational

*1d.

®d.

*OCC Ex. 18 (Gonzalez Testimony) at 7.

®01d. at 20.

®11d. at 21.

2 OCC Ex. 13 (Lanzalotta Testimony) at 17; OCC BEX(Gonzalez Testimony) at 8; OCC Ex. 21
(Williams Testimony) at 24-25.
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benefits from smart grid deployment are reflectedast of service reductions. A post-
deployment base distribution rate case would caghe full operational cost savings
when the project is completed. This would enshat tustomers receive the full
operational benefits from Phase 2.
2. The Settlement requires residential customers tpay more
than 60 percent of the Phase 2 costs while they eaee less than

20 percent of the benefits from Phase 2 deploymenthis is
unreasonable.

The purported benefits of Phase 2 are made up ymafstéliability benefits
Using data taken from the “Cost of Power Interroipsi to Electricity Consumers in the
United States, Ernest Orlando Lawrence BerkeleyoNal Laboratory,” AEP Ohio
estimates that Phase 2 will result in $1,016 milljoe., $1.016illion) in reliability
benefits over 15 yeaPé. Reliability benefits thus make up 77 percenthef tlaimed cash
view total benefits, and 76 percent of the netgmesalue view benefits.

The allocation of Phase 2 costs among customeseadds found in AEP Ohio’s
original Application®® AEP Ohio proposes that Phase 2 costs be allobatedten
residential and non-residential customers accorttirizase distribution revenue billed to
residential customers and to non-residential custerduring 2012’ Under this
allocation, residential customers would pay 62 .« @et of the Phase 2 costs and non-

residential customers would pay 37.6 percent ottsts®

%3 SeeAEP Ohio Ex. 1 (Osterholt Direct Testimony), Exhi8SO-1 at 9.
®seeid

5 OCC Ex. 13 (Lanzalotta Testimony) at 23.

®®|d. at 21.

*71d.

*1d.
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But instead of getting 62.4 percent of the religplbenefits, residential customers
can expect to get less than two percent of theneldireliability benefits under the
Settlement. Mr. Lanzalotta demonstrated this digpen his testimony. Based on a
review of the customer benefits from avoided ousadlr. Lanzalotta determined that
residential customers would receive only 1.6 peroéthe Phase 2 reliability beneffts.

Most of the claimed benefits for residential custosifrom the Settlement would
come from operations and maintenance and from gfapgacity’® Even then,
residential customers would receive only $272 onillin total benefits over the 15-year
period’* This is approximately only 19 percent of the tataimed benefitg?

In addition, residential customers would pay $32%on in costs’® Thus, under
AEP Ohio’s allocation of costs and benefits betwessidential and non-residential
classes, the costs allocated to residential customeuld exceed the benefits allocated to
them by $50 millio’* The allocation would result in a negative beredist ratio for
residential customers. Hence, under the Settlement residential customeusd pay far
too much for the benefits they receive.

The cost allocation of Phase 2 proposed by AEP @hébincorporated into the

Settlement, is unfair to residential consumerss linjust, unreasonable, and not in the

%1d. at 24, Table 3.
0d. at 27, Table 5.
1d.

21d. Mr. Lanzalotta explained that the residential costoclass’s share of the total benefits, $272 omili
divided by $1.426 billion equals 0.191, or abou¥i9

=d.
1d. at 28.
d.
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public interest for residential customers to payertban 60 percent of the hundreds of
millions of dollars projected for Phase 2 but reeednly about 19 percent of the benefits.
3. The Settlement fails to benefit customers or theublic interest

because it allows costs for Volt-Var Optimization ® be

collected through the gridSMART 2 rider instead ofthe

distribution investment rider, as directed by the RJCO. This

would unnecessarily increase the already-enormousrount

AEP Ohio customers pay for electric service and cad lead to

more residential customers being disconnected forampayment
of service.

The Settlement is also unjust and unreasonablenainith the public interest,
because it allows the costs associated with VV@etaollected through the wrong rider.
The PUCO has already determined that costs assdaath VVO should be collected
through AEP Ohio’s DIR® As a protection to customers, the PUCO cappeddhts
that customers must pay through the DifRlacing the costs of VVO in the DIR, where
they belong, would help limit the amount customeosild pay through the Phase 2 rider.
This consumer protection to limit the costs thagtomers are required to pay in any one
year would potentially save customers money.

This is important because the various riders AER @hs implemented through
the years have substantially increased customiis’ s OCC witness James Williams

discussed, the proposed rate increase in the Bettlewould be a further burden to AEP

®In AEP Ohio’s second electric security plan célse,PUCO directed AEP Ohio to “include, as Staff
recommends, IVVC only within the distribution inte®ent rider, as IVVC is not exclusive to the
gridSMART project.” OCC Ex. 13 (Lanzalotta Testiny) at 19, citingn the Matter of the Application of
Columbus Southern Power Company and Ohio Power @oynfor Authority to Establish a Standard
Service Offer Pursuant to 8§4928.143, Ohio Rev. Cindine Form of an Electric Security Pla@ase No.
11-346-EL-SSO, et al, Opinion and Order (Augu2®.,2) at 62. The term “IVVC” is defined in the
Order (at 61) as “integrated voltage variation oolit This is the same as VVC5eeOCC Ex. 13
(Lanzalotta Testimony) at 19.

"In the Matter of the Application of Ohio Power Caanp for Authority to Establish a Standard Service
Offer Pursuant to R.C. 4928.143, in the Form oEdectric Security PlanCase No. 13-2385-EL-SSO,
Opinion and Order (February 25, 2015) at 47. Qusts pay no more than $146.2 million in 2016, $170
million in 2017, and $103 million for the first 'vmonths of 2018 through that rider.
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Ohio’s customers. Mr. Williams showed that in M2316 the average electric bill for
residential customers using 750 kWh in AEP Ohioduthbus Southern Power rate zone
was $103.93% At that time, the average electric bill for remitial customers in AEP
Ohio’s Ohio Power rate zone who use 750kWh was $B07But in May 2009, the
average bill for a Columbus Southern Power resideatistomer using 750 kWh was
$80.65'° For an Ohio Power residential customer using A8 khe average bill was
$63.90 in May 2008°

Mr. Williams noted that part of the reason AEP Obiis have increased so
substantially since 2009 is the imposition of angigant number of new riders. In July
2016, an AEP Ohio residential customer in the tower rate zone using 750 kWh was
billed $106.78" This bill now includes a $1.01 charge for thel§IART Phase | rider,
includes $6.00 for the DIR, $1.62 for the EnhanBedvice Reliability Rider, plus
charges for 23 other ride?s.

Combined, these distribution riders, many of whelve already been
implemented to upgrade or ostensibly improve AEROGHistribution system,
contribute to excessively high bills. This resuttshe overall unaffordability of AEP
Ohio distribution service. The Settlement woulsluliein even higher residential electric
bills, which would not be beneficial to customers.

AEP Ohio’s most recent report regarding the disection of residential

customers for nonpayment demonstrates the unafititgaof AEP Ohio’s distribution

8 OCC Ex. 21 (Williams Testimony) at 14.
Id. at 15.

.

#d.

%2 1d. at 15-16.
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service. Mr. Williams testified that AEP Ohio’sni2016 report shows that between

June 1, 2015 and May 31, 2016, AEP Ohio discondek38,872 residential customers
for nonpayment® This number was 23.3 to 55.9 percent higher 20, 2012, 2013,

2014, 2015, and nearly double the 2011 ¥ate.

Mr. Williams also noted that the Settlement advgrsepacts the rates AEP Ohio
customers pay for the low-income assistance Pagerdf Income Payment Plan (“PIPP
Plus”) program funded through the Universal Serdaoad (“USF”). Mr. Williams
explained that Ohioans on PIPP Plus pay a percemtateir income towards their
electric bill and the balance is paid by all otbestomers through the USF ridérMr.
Williams testified that the substantial increasethe rates AEP Ohio’s residential
customers have paid since 2009 have also subdaim@aeased the costs collected from
customers through the USE.Mr. Williams pointed out that AEP Ohio customars
paying more than triple the amount for the USF ttieary did in the 2009 USF case. In
2009, AEP Ohio customers paid approximately $54lkam for the USF, but this year
they will pay approximately $176 million towardstb)SF®’

Further, Mr. Williams stated that the Settlementlgdovipe out the anticipated
savings from the PUCOQ'’s recent move to conductuati@n process to supply PIPP Plus
customers. The intent of the auction process wa®lp reduce the cost of PIPP Plus and

the overall impact on customers paying the USF ridér. Williams noted that the

8 See idat 19.

8 See id. In addition, residential customers in the PHaseea were disconnected at an extremely
disproportionately high ratdd. at 21.

81d. at 16-17.
81d. at 17.
81d.
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results of the first auction process would savePPfRus customers who use 750 kWh per
month $3.96 the first ye&f. But the Settlement would increase all residemtistomers’
bills by $0.33 per month, or $3.96 on an annuaisfdsBy negating the USF savings
achieved in the PIPP Plus auction, the Settlensembt beneficial to customers.

As demonstrated herein, the Settlement is notarptiblic interest. Accordingly,
the Settlement does not pass the second prong &fUICO’s test for stipulations and
should be rejected.

4. The Settlement does not require a post-deploymebase
distribution rate case and thus does not ensure tha@ustomers

receive all operational benefits obtained through Rase 2
deployment.

In addition to and separate from this financiak irmposed on customers for
Phase 2 deployment, there is no commitment by ARi® €r a rate case as part of the
Phase 2 deployment. Without such a rate cases th@&o opportunity for customers to
receive many of the benefits anticipated to refsaih Phase 2 deployment. This is
because many of the benefits are reflected in @cesticost of service that customers can
only receive if there is rate case which reflebese reduced costs.

Given the nominal operational savings credit predidbr in the Settlement and
the failure to require a base rate case at the lstiop of Phase 2, the Settlement fails to
capture all the operational cost savings and revemhancemeritspurported to be

experienced by AEP Ohio from its Phase 2 proj@tte nominal $400,000 quarterly

8 4.

81d. at 17-18, citing AEP Ohio Ex.3 (Moore Testimony)Jummarked Attachment gridSMART Phase 2,
AMI, VWO, DACR.

% Revenue enhancements can be earlier theft daiggtieater billing accuracy from “slow meters” and
may include the reduction in lost revenue due tages. SeeOCC Ex. 18 (Gonzalez Testimony) at 15, n.
20.
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operational savings provided for in the Settlemgmsufficient and appears to be
limited to meter reading and meter operatin&urther, it reflects these operations for
only for one year (not the four years) of meterldgment®® The $400,000 quarterly
credit is a far cry from the $200 million in opecetal cost savings expected by AEP
Ohio?®

In contrast, the operational cost savings the P@@@oved in the Duke smart
grid casé’ not only included meter reading and meter opematgavings, but also
included other credits, collections, and revenusanement®®> AEP Ohio estimates the
latter savings and revenue enhancements at $84li0ma year, but they are not being
credited back to customet’.

The operational cost savings credit provided custsim the Settlement amount
to $400,000 per quarter starting in the third cgraof the first year. This amount
represents $3.6 million in customer credits overfirst three years of the Phase 2
deployment’ AEP Ohio expects to spend $238 million over itst three year$® The
operational cost savings credit in the Settlemeertefore represents only 1.5 percent of

the Phase 2 project costs over the first threesy@ar

H1d. at 15.
92 AEP Ohio Ex. 1 (Osterholt Direct Testimony), Exhi8SO-1 at 5.

9 AEP Ohio Ex. 1 (Osterholt Direct Testimony) atAlthough a vast improvement from the Settlement,
the $2.9 million quarterly credit recommended by EMonzalez would still not capture all the openagio
savings.

% n the Matter of the Application of Duke Energy @Hnc. to Adjust Rider DR-IM and Rider AU for
2010 SmartGrid Costs and Mid-Deployment Reyiéase No. 10-2326-GE-RDR.

% SeeOCC Ex. 18 (Gonzalez Testimony) at 16.

% AEP Ohio Ex. 1 (Osterholt Direct Testimony), Exhi8SO-1 at 5.
" Nine quarters at $400,000 per quarter.

% OCC Ex. 18 (Gonzalez Testimony) at 20.

*1d. at 20.
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Although the customer credit may be adjusted thinahg PUCO'’s review
provided for in the Settlemeft’ that review may be speculative. A post-deployment
base distribution rate case will provide more getyaregarding the operational benefits
that should be reflected in the rates customers pay

Additionally, a base distribution rate case is vehiire bearing of financial risks
can be fully examined and resolved. AEP Ohio’'salhalders should bear the risks of
investment until the Phase 2 technology is proedmetused and useful for consumers.

5. There is no guarantee that customers will realezthe

technological benefits from Phase 2 deployment, avéhough
customers will pay all the costs associated with ¢hdeployment.

There are technological risks that the technolagyeulying one or more of the
Phase 2 programs will not produce the benefitsal@being projected. If the expected
operational and/or investment benefits from thesetaprograms do not materialize, or
are smaller than what was assumed in the deteriminat expected benefits, then
consumers will not receive the benefits projecteAEP Ohio’s Application. This
approach puts all the financial risk for the Phaggograms on consumers. There is also
a risk that by deploying the technology now, timeetiwhen the equipment could become
obsolete will be sooner. This would advance tiveetihat the equipment would need to
be replaced in order to properly interface with $istems scheduled to be deployed to
provide customers with the tools to monitor andtaarheir usage. These benefits
claimed by AEP Ohio cannot come to fruition if teehnology becomes obsolete.

The Settlement doubles the number of circuits whthhave VVO technology

installed as proposed in AEP Ohio’s Applicationstead of 80 circuits, the Settlement

100 30int Ex. 1 at 10.
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would install VVO on 160 circuits. This deploymgehbwever, is based on studies of
only 17 circuits with VVO technology installed im&se 1" It is likely that AEP
Ohio’s 17-circuit pilot program did not result irER Ohio learning everything it needs to
know about installing this technology and operattrgystem-wide. One example of this
is reflected in the study of the 17-circuit pilotgee if VVO had an effect on maintenance
costs of distribution circuit equipment. The studgched the following conclusion:
There is no evidence of impact on maintenance chstgo the
installation and operation of VVO. A longer terihodservation

would be necessary to determine definitively if V¥A@s a measurable
impact on maintenancé?

Another reflection of the effects of doubling theesof the proposed VVO
installation is the increase in the capital cognefalling VVO technology from $250,000
per distribution circuit in the Application to $3800 per circuit. While the initial
$250,000 estimate was based on the cost for theePhaircuits, this cost was increased,
in part, due to the need to use more expensive fatsm outside AEP Ohio to deploy the
technology on 160 circuits, as compared with PAaslich used less expensive internal
labor®?

Mr. Lanzalotta testified that a more moderate sideployment of VVO would
have permitted AEP Ohio to learn more about insgind operating the technolotfy/.
Mr. Lanzalotta also noted that a less ambitious \W&ployment could permit AEP Ohio

to use less expensive internal labor for its daplent, as was done in Phase 1.

191 5ee0CC Ex. 13 (Lanzalotta Testimony) at 17.
19214, at 18.
103 Id

104 Id
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Expanding deployment of VVO to 160 circuits, asyided in the Settlement, is
speculative, unduly ambitious, and could needless$y customers millions of dollars.

AEP Ohio also uses increased electric servicehiétiaas its justification for a
large portion of its proposed Phase 2 costs it svamtharge to customer$. It is
reasonable to expect that such increased eleettacs reliability will, at some point, be
reflected in AEP Ohio’s defined electric servickatgility index performance. But that it
is not the case.

As Mr. Lanzalotta testified there have been inageas the number of customer
interruptions, as reflected in AEP Ohio’s Systenmerage Interruption Frequency Index
(“SAIFI"), *%in the Phase 1 DACR circuits after they were ivise a year or two. Such
performance calls into question the projectionbafefits from increased reliability for
the Phase 2 projects.

Mr. Lanzalotta’s testimony also shows the Phasé@CR feeders, excluding
major events, became less reliable over the 2013-8fheframe?®’ In 2014, the SAIFI
of the Phase 1 DACR circuits increased (and the<itttuits became less reliable) by
more than 50 percent compared to 2013. And in 2BESSAIFI of these circuits
increased (became less reliable) by another spepéfrom 2014. In fact, the SAIFI of
the Phase 1 circuits was higher (less reliable) thaP Ohio’s system as a whole.

The data presented by Mr. Lanzalotta (provided EyAhio) contradict
assertions made in AEP Ohio’s Application. The Wgagtion claimed that the 2013

performance of the DACR circuits as having initedults more favorable than 2012,

195 5eeAEP Ohio Ex. 1 (Osterholt Direct Testimony), Exhi®SO-1 at 9, showing that reliability accounts
for $1.016 billion of the $1.426 billion of the gected customer benefits for Phase 2.

1% SAIFI is a measure of the number of outages arageecustomer experiences in a year.
970CC Ex. 13 (Lanzalotta Testimony) at 31, Table 6.
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which also was improved over the previous Y8ArAEP Ohio based its predictions of
future DACR performance on the claims in its Apation. But, as Mr. Lanzalotta noted,
AEP Ohio’s predictions were faulty.

The Settlement does not guarantee that Ohioanseggive better and more
reliable service from AEP Ohio in exchange for tisedreds of millions of dollars they
will pay. The alleged benefits in the Settlemaetspeculative and overstated. The
Settlement fails to pass the second prong of the®¥d test for considering stipulations.

C. The Settlement violates important regulatory prnciples and
practices.

The Stipulation violates prior PUCO orders, andsdioet show that the
implementation of Phase 2 will ensure the avaiigbdf reliable and non-discriminatory
electric service. The state policy related to teleaitility regulation is to, “[e]nsure the
availability to consumers of adequate, reliablée safficient, nondiscriminatory, and
reasonably priced retail electric servi¢&® The Settlement would violate state policy to
the extent that some Phase 2 programs, notablyodiSbn automation, are based on
Phase 1 programs that have experienced increasegensi of customer interruptions in
2014 and 2015.

In addition, the economic justification of Phasgrg@jects is discriminatory. The
estimated reliability benefits, which make up mtiven 75 percent of the total 15-year

cash benefits projected for the Phase 2 projectsua primarily to commercial and

108 SeeAEP Ohio Ex. 2, Attachment A at 4.
19R.C. 4928.02(A).
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industrial customer class&S. But more than 60 percent of the costs of the ®Bas
projects are allocated to residential customers.

And the Settlement violates the important regulafminciple of cost causation.
The web portal proposed to be used by competiétaslrelectric service (“CRES”)
providers is there only because the CRES provideesl access to customer information
in order to offer and provide their time-of-use @JU”) products to customers: AEP
Ohio witness Osterholt stated that the CRES datialgiprovides an important tool for
CRES providers in identifying which customers dre best candidates for TOU
rates.*!? Yet, the CRES providers will not pay any of tlsts associated with this tool.
Instead, the costs will be borne by residentiatamers®— even those who are not are
not on a TOU rate or cannot even participate it0&Jprogrant>* This is unjust and

unreasonable, and the PUCO should reject it.

IV.  CONCLUSION

Ohioans in AEP Ohio’s service territory are findibhghcreasingly more difficult
to pay their electric bills. More than 11 percehAEP Ohio’s residential customers had
their electric service disconnected for nonpaynietite year ending May 31, 2016.
Now, the signatories to the Settlement — none awinepresent residential customers —

want these Ohioans to pay hundreds of millionsaliads more for a smart grid.

1105ee0CC Ex. 13 (Lanzalotta Testimony) at 8.

1 seeDirect Energy Ex. 1 (Ringenbach Testimony) at 4wbBere she notes that the products and services
planned by Direct Energy would be available wheadei? is complete and the revised AMI portal is
available to offer interval data).

112 AEP Ohio Ex. 1 (Osterholt Direct Testimony) at Zee alsdoint Ex. 1 at 9 (referring to the “CRES
AMI interval data portal”).

113 5eeTr. Vol. | at 78.
M4Tr vol. Il at 249.
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But the smart grid technology has not been showgrduide benefits to
residential customers that outweigh the costs thestomers will pay. Further, to the
extent there are operational benefits as AEP Oasodstimated, those operational
benefits are not being passed back to consumersinmely manner. The PUCO should
not allow this to happen. The PUCO should rejeet3ettlement.
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