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INTRODUCTION

The Public Utilities Commission of Ohio (“PUCO"Javed Ohio Power
Company (“AEP Ohio” or “Utility”) to implement thBistribution Investment Rider
(“DIR”) intended to be a proactive infrastructudampto “facilitate improved service
reliability.”* As stated by the PUCO, the DIR was intended “piaee aging distribution
infrastructure in order to maintain aimdproveservice reliability.?

AEP Ohio has charged and plans to continue chartgrig4d million residential
customers for this program even though it hasmetoved reliability. AEP has spent
over $1 billion on the DIR program from 2010 throu@P16° yet customers have
experienced more frequent and longer outages esatsince the DIR was initially

approved:

! Entry at 1 (April 13, 2017).

2 In the Matter of the Application of Ohio Power Quamy for Authority to Establish a Standard Service
Offer Pursuant to R.C. 4928.143, in the Form oEdectric Security Plan, Case No. 13-2385-EL-SSO
Opinion and Order at 47 (Feb. 25, 2015)(emphasiea)

% In the Matter of the Commission’s Review of theo@tower Company’s Distribution Investment Rider
Work Plan for 2017Case No. 17-0045-EL-UNC, Notice at 5 (Jan. 6,701

* OCC Comments at 7 (May 15, 2017).



The Office of the Ohio Consumers’ Counsel (“*OCEI8s these Reply
Comments to address the Comments filed in thisetldek AEP Ohio. OCC asks the
PUCO to consider its Initial and Reply Comments addpt the recommendations made.
Those Initial Comments recommended that the PUCIBra prudency review of the
DIR investments to protect customers from payingeasonable and unlawful charges.
OCC'’s recommendations are made to protect thetyiilcustomers from paying charges

that were not prudently incurred and have not imedoservice reliability.

Il. RECOMMENDATIONS

A. The PUCO should not permit AEP to charge customs for any
incentive pay compensation that may be included whin its
DIR costs.

The Blue Ridge Compliance Audit report, on pagg@83, recommends that work
order costs associated with cost elements 141,1545,and 155 be removed from the
DIR plant balances. As described in the Audit Refbese cost elements represent
incentive compensation paid to Ohio Power Compangleyees. On page 4 of its
comments, Ohio Power disagrees with this recomntengastating that “[tlhe charges
listed are part of the [Utility’s] competitive compsation plan and in totality make up the
total compensation package.”

The PUCO has determined that incentive compensaideast as it pertains to
financial goals, should not be collected from costcs: “To the extent that financial

incentives are awarded for achieving financial gptide primary benefit of such financial

> AEP Ohio Comments at 4 (May 5, 2017).



incentives accrues to shareholders and that poofiorcentive compensation should not
be recovered from [customers).”

The work orders in the sample reviewed in thatandiuded cost elements of
only $63,000 related to incentive compensatiomweler, as Blue Ridge stated “[w]hile
the $63,000 observed by Blue Ridge would be imnadter the Company’s DIR, it is
likely that these cost elements are included wittiver work orders included within the
overall work order population and are, therefoetng recovered through the DIR. Blue
Ridge recommends that the [Utility] review the cdstail for the total population of
work orders included in the DIR and remove thego$the four identified cost elements
from the DIR.”

Consistent with the Commission’s precedent findhng the portion of incentive
compensation related to attaining financial gohlsuéd not be collected from customers,
OCC agrees with the Auditor that such costs shoatde included in the calculation of
the DIR revenue requirement. Cost Element 14%essmts Stock-based compensation,
and Cost Element 154 represents Restricted Staentives. By definition, these cost
elements represent incentive compensation bas#tkeachievement of financial goals
for the Utility and should be removed from the cofsplant included in the DIR. Cost
elements 141 and 155 also represent incentive aosagien, and to the extent that
incentive compensation in those cost elementsssdan the achievement of financial

goals, such costs should also be removed fromdsieof plant included in the DIR.

® In the Matter of the Application of Ohio Edison Qmany, The Cleveland Electric llluminating Company,
and The Toledo Edison Company for Authority to éase Rates for Distribution Service, Modify Certain
Accounting Practices, and for Tariff Approvaase No. 07-551-EL-AIR, et. al. at 17 (Jan. 209.

" Blue Ridge Compliance at 52 (Aug. 5, 2016).



B. The PUCO should order AEP Ohio to provide documetation
that provides an audit trail in order to allow a review of DIR
expenditures.

Blue Ridge stated in the Compliance Report thatetlivere instances where the
documentation was incomplete for both blanket gretidic work orders and that in
some documentation there was no work order appmreaess. Blue Ridge recommends
that AEP Ohio should have attached the project mhecuation to support approval,
providing an audit trail. AEP Ohio’s response, in its entirety was “[t]hengi@ny no
longer uses the Lotus Notes database for approtfals.

Before collecting money from customers for disttibn investment, AEP should
be required to prove that the investment is uselduseful and was prudently incurred.
AEP, not OCC, bears the burden of proof in thipees Part of such a review would
necessarily include a review of expenditures. &upointed out by the auditor
documentation was incomplete in certain respetlss is reason for the PUCO to reject
AEP’s DIR charge to customers. Furthermore, AER®Mas the burden of proof to
demonstrate that its management has reviewed qrdwagal various project work orders.
Absent management’s involvement in this process|ility has failed to meet its
burden of proof and the PUCO should consider disalhces associated with these

project costs.

8 Blue Ridge Compliance Report at 37.
°1d.
19 AEP Ohio Comments at 3 (May 15, 2017).



lll.  CONCLUSION

OCC asks the PUCO to adopt the recommendatiomoped by OCC in its
Comments and Reply Comments and order a prudensweef the DIR investments to
protect customers from paying unreasonable chdhgeé$ave not led to improved
service reliability. OCC appreciates the opporttotmake these recommendations to

assist the PUCO in its annual review of AEP Ohistamer-funded DIR.
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