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BEFORE
THE PUBLIC UTILITIES COMMISSION OF OHIO

In the Matter of the Application of the Ohio Edison
Company, The Cleveland Electric [lluminating
Company, and The Toledo Edison Company For
Approval of a Competitive Bidding Process for
Standard Service Offer Electric Generation Supply,
Accounting Modifications Associated With
Reconciliation Mechanisms and Phase In, and Tariffs
for Generation Service.

Case No. 07-796-EL-ATA
Case No. 07-797-EL-AAM

LR N R L T W N S S

REPLY COMMENTS OF NUCOR STEEL MARION, INC.

Pursuant to the Entry dated September 12, 2007 in this docket, Nucor Steel Marion, Inc.

(“Nucor Marion™) submits these reply comments.

L Introduction
The initial comments filed in this proceeding reveal considerable skepticism on the part

of most parties that a competitive retail generation market exists in the FirstEnergy service

territory, and strong concerns that FirstEnergy’s SSO competitive bidding process, if approved,
could result in significantly higher and unjust and unreasonable rates for retail customers. Given
these concerns, the Commission should not approve FirstEnergy’s proposal as submitted for

FirstEnergy to use in procuring SSO supply beginning in January 2009.

IL The Commission Must Address Concerns Voiced by Most Parties That a
Competitive Generation Market Does Not Exist, and Establish a Mechanism to
Procure SSO Supply.

Most of the parties submitting initial comments in this proceeding express concern, in

one form or another, about the perceived lack of a competitive generation market in the

FirstEnergy region. For example, there is virtual unanimity among the parties that allowing a



single supplier to serve up to 75% of the load, as FirstEnergy proposes, could lead to the exercise
of market power given the lack of competitive suppliers in the region. See, e.g., The Cleveland
Foundation at 2; Direct Energy Services at 21-22; Northeast Ohio Public Energy Council at 4;
Ohio Energy Group at 2. As the Chio Partners for Affordable Energy (“OPAE™) explains,
FirstEnergy’s affiliates “are clearly destined to be the principal bidders at the auction and the
probable winners of 75% of the volume.” OPAE at 4. OPAE concludes that, “the auction is
nothing more than a method by which [FirstEnergy’s] affiliates will maximize profits at
customers’ expense.” Jd. at 5.

The most forceful case that there is no competitive market to support FirstEnergy’s
competitive bidding process is made by the Public Utilitics Commission of Ohio Staft (“Staff”).
In its initial comments, Staff urges the Commission to reject FirstEnergy’s proposal outright. In
support of its assertion that competitive retail markets do not exist in the FirstEnergy region,
Staff observes that only 15.3% of the total electricity requirements in the FirstEnergy region are
sold by Competitive Retail Electric Service (“CRES”) providers and, of this 15.3%, 13.8% are
being served by an affiliate of FirstEnergy. Staff at 2. This means that only 1.6% of the total
electricity requirements in the region are served by non-affiliate CRES providers. /d. Staff also
argues that the wholesale markets underpinning the retail markets are not competitive, and that
RTO market monitors have been ineffective in disciplining the markets. /d. at 6-12, 13,

Nucor Marion agrees with the Staff and other parties that, given the state of the markets,
FirstEnergy’s competitive bidding proposal is highly problematic. On top of that, the sand scems
to be shifting under the fect of all the players in this proceeding, as the Ohio legislature considers
legislation that, if adopted, would have a major impact on FirstEnergy’s SSO proposal. S.B. 221

seeks to write into law Governor Strickland’s Energy, Jobs, and Progress Plan. S.B. 221 would



require utilities to offer a standard service offer rate developed either through an “electric
security plan” or a “market rate option.” If a utility chooses the market rate option, the utility
would have to demonstrate that a competitive generation market actually exists as a prerequisite
to Commission approval of the plan. If the Commission were to approve the FirstEnergy
competitive bidding mechanism proposed in this proceeding, and S.B. 221 becomes law in one
form or another, FirstEnergy would need to come back to the Commission to seek approval of
the competitive bidding mechanism a second time or make an entirely new SSO proposal. This
state of affairs counsels against swift Commission action to approve FirstEnergy’s application in
this proceeding.

Given the undeveloped state of the markets, and the unsettled policy and regulatory
landscape, a prudent course the Commission should consider is to direct FirstEnergy to extend its
current wholesale contract with its affiliate for SSO supply at reasonable, cost-based rates for an
additional year or two (preferably two), and maintain the rate design currently in place. If
necessary, the Commission could use its emergency power under Section 4909.16 of the Ohio
Revised Code to direct FirstEnergy to extend the contract. This approach would have several
benefits. First, it would allow time for the public policy debates concerning the electric industry
occurting in the General Assembly to play out. If a new law is passed that changes FirstEnergy’s
SSO obligations in any way, FirstEnergy can develop a proposal that meets the requirements of
the new law. If no such law is passed, FirstEnergy could re-file its competitive bidding
mechanism or some other alternative to take effect following the expiration of the extended
wholesale contract. Second, it will give FirstEnergy, the Commission, and all interested parties
more time to consider improvements to FirstEnergy’s competitive bidding mechanism or io

come up with alternative ways of procuring SSO supply that might work better. Finally,



extending the status quo an additional one or two years would allow more time for the wholesale
and retail markets to develop further, which could mean that a more robust retail generation
market is in place by the time FirstEnergy starts procuring its SSO supply from the market.

If the Commission declines to direct FirstEnergy to extend its current wholesale contract,
the Commission must nevertheless address the concerns raised by numerous parties about
FirstEnergy’s competitive bidding proposal and should address alternate mechanisms to procure
SSO generation supply starting in 2009. As Nucor Marion and other parties have noted, the
Commission is not obligated to approve a competitive bidding process to secure SSO generation
supply. See, e.g, Nucor Marion at 6; OPAE at 2. There are other mechanisms that the
Commission can and should consider. The Ohio Energy Group, for example, suggests that the
SSO rate be established through an administrative process, and that a sealed competitive bidding
process alse be used to provide customers with an option between the administratively set SSO
and a competitively bid $8O. Ohio Encrgy Group at 4-6. The problem is, at this point, no one
has enough information on alternative mechanisms (or, for that matter, on FirsiEnergy’s
proposal) to determine what approach is the best for securing the most economic and secure
generation supply for 5SO customers given the state of the markets today.

If the Commission does not direct FirstEnergy to extend its current wholesale contract
and rates, the Commission should take one of two courses with respect to FirstEnergy’s proposal.
First, the Commission could reject FirstEnergy’s proposal and address the question of how
FirstEnergy should acquire generation supply to serve S30 customers in either a new proceeding
or an existing docket, Second, the Commission could continue this docket, and address the
FirstEnergy proposal and alternate proposals in a more in-depth proceeding that would include

discovery, testimony, a hearing, and briefs.



III.  Regardless of the Commission’s Approach to Obtaining System Supply, Key Rate
Design Issues Still Need to be Addressed.

Many of the rate design issues raised in this proceeding are important and need to be
addressed regardless of the mechanism ultimately approved and implemented for procuring SSO
supply. Accordingly, these issues should be addressed in this proceeding or an alternative
proceeding established by the Commisston,

A, Load Response/Interruptible Program

In its Application, FirstEnergy proposed an Optional Load Response Program (“OLRP”)
in which certain customers taking SSO service may participate. In its initial comments, Nucor
Marion welcomed FirstEnergy’s proposal to continue making interruptible service available to
SSO customers, but noted several significant shortcomings in FirstEnergy’s proposed OLRP.
Nucor Marion at 16-30. Nucor Marion made several recommendations for how the OLRP might
be improved in order to increase the value of the program to FirstEnergy, customers participating
in the program, and all retail customers served by FirstEnergy.

As explained below, a number of Nucor Marion’s recommendations on the OLRP were
echoed in other parties’ comments. However, Nucor specifically disagrees with certain
recommendations and conclusions reached by the Office of the Ohio Consumers’ Council
(“OCC™.

1. FirstEnergy Should Be Required to Offer Separate Reliability and
Economic Interruptible Programs; the Commission Should Set the
Terms and Conditions of Such Programs in this Proceeding and/or
Establish a Proceeding or Other Forum to Address these Issmes as
Soon as Possible.

The Ohio Energy Group suggests that a working group be established so that interested

parties can work with FirstEnergy and Staff to more fully develop load response programs. Ohio



Energy Group at 13, Nucor Marion agrees that the Commission should establish a process to
specifically address interruptible issues and urges that such a process be established as soon as
possible. As to the specific process, Nucor is uncertain whether a working group would be the
best approach, but would support establishing the most efficient and effective process available
to promptly address and resolve these issues. There is certainly no need to delay on these issues
since most of the details of such a program are generally not dependent on the source of SSO
supply. Furthermore, it is important to give existing interruptible customers some degree of
planning certainty as to the availability of such options in the future.

The Cleveland Foundation (at 8) advocates dividing the OLRP into separate reliability
and economic programs, a position that Nucor Marion also supported in its initial comments on
grounds that it would provide more options for participants, thereby increasing participation in
the program overall. The Ohio Energy Group (at 12) argues that “[FirstEnergy] should offer a
menu of interruptible rates so that customers have options in selecting the interruption rules that
they can live with,” which is also consistent with Nucor Marion’s position.

In its initial comments, the OCC points out certain shortcomings with the proposed
OLRP. The QCC observes that a “fundamental proeblem” of the OLRP is that it combines two
separate programs - an economic program and a reliability program — and provides a single
credit to both situations. OCC at 14. The OCC also faults FirstEnergy’s proposal to not make
the level of the Program Credit known until next year. Id. at 16. Nucor Marion agrees with the
OCC on these points and advocates establishing separate economic and reliability interruptible
load programs with separate credits, and the setting of the Program Credit (or credits if the
Comumission agrees that more than one credit should be established) in this proceeding as soon as

possible. Nucor Marion also agrees with the OCC that FirstEnergy should not be permitted to



change the terms of the QLRP without Commission authorization. OCC at 14-15.
2 An OLRP Customer Should Receive the Interruptible Credit
Regardless of Whether the Customer Interrupts or Buys Through an
Economic Buy Through Event.

The OCC also makes some arguments with which Nucor Marion disagrees. The OCC
states that under FirstEnergy’s proposal, “a customer’s lack of actual participation in the
interruptible program would permit customers to benefit from an interruptible service credit and
utilize the pricing that is also available to participants in the hourly program withowt providing
load reduction benefits and without sacrificing the credit gained as part of the proposed LRP
program.” OCC at 13-14 (emphasis in the original, footnotes omitted). The OCC argues that
customers wha buy through rather than interrupting when economic interruptions are called
should sacrifice the interruptible service credits that were earned during the previous twelve
months. Id. at 14. The OCC’s arguments in this regard are in error for several reasons.

a. The OCC’s proposal would eviscerate the interruptible rate.

If the Commission approves a single OLRP rather than establishing separate economic
and reliability programs, the OCC’s proposal would eviscerate the OLRP. Under the OCC’s
proposal, any customer that buys through an Economic Buy Through Event would forfeit its
interruptible service credits for the pervious twelve months. This means that an OLRP customer
would effectively be subject to 1000 hours of mandatory economic interruptions, along with
required reliability interruptions, if the customer wanted to keep its program credit payments.
Practically speaking, it is hard to believe any customer would be willing to subject themselves to
this level of mandatory interruption.

Further, the OCC’s proposal would punish OLRP customers that are willing to curtail for

reliability reasons, but not for economic reasons. Under the OCC proposal, a customer that



curtails for reliability reasons but chooses to buy through an Economic Buy Through Event
would have to forfeit its program credits, despite the fact that the customer provided reliability
interruptions. The OCC’s proposal would throw the baby out with the bathwater by eliminating
the incentive for customers to provide both economic interruptions and reliability interruptions.

Finally, even if some customers were willing to participate in the OLRP under the
conditions the OCC proposes, the effect on industrial productivity for participants would be
grim. Requiring OLRP customers to be willing to curtail their operations for over 1000 hours a
year (approximately 11% of all the available hours in the year and 25% of all on-peak hours)
would seriously reduce productivity of large commercial and industrial businesses in Ohio that
patticipate in the program. The OCC’s proposal rnuns exactly counter to Ohio’s economic
development efforts and would be an impediment to Governor Strickland’s goal of “keep[ing]
and creat[ing] jobs that grow from Ohio’s strengths and that are worthy of Ohio’s workers.™'

b. Interruptible load provides benefits to the system regardless of
whether OLRP customers buy through Economic Buy
Through Events or interrupt.

A second problem with the OCC’s argument is that it ignores the cost benefits provided
by interruptible load, even if some OLRP customers choose to buy through Economic Buy
Through Events. Interruptible load generally provides a capacity benefit because the utility does
not have to procure capacity to serve the interruptible customer, and this is the case under
FirstEnergy’s proposal. Under FirstEnergy’s proposed mechanism, an SSC supplier would have
to provide energy requirements to the customers in the OLRP, but, in formulating its bid, the
SSO supplier will estimate the level of load that will be interrupted for capacity or economic

reasons and will not account for such load in its bid. In effect, therefore, FirstEnergy will not be
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procuring capacity to serve the portion of the load ﬁat interrupts when an Economic Buy
Through Event or a reliability curtailment is called. The effect of a supplier not including this
load in its bid will be to reduce the bid and, consequently, the clearing price and the ultimate
S80 rate paid by FirstEnergy’s customers.
c. Under FirstEnergy’s proposal, all SSO customers would
benefit when OLRP customers buy through an Economic Buy
Through Event.

Under FirstEnergy’s proposal, when an QLRP customer buys through an Economic Buy
Through Event, the difference between the LMP and the SSO rate (which the customer would
have paid) is not given to FirstEnergy or the supplier. As FirstEnergy notes, the supplier is paid
the clearing price. The “excess revenues” produced by the buy through will be passed back to all
customers to offset the cost of the Service Credit received by participants in the LRP. As
FirstEnergy also notes, “[d]epending on the level of hourly LMPs and the decisions by
participating customers as to whether to curtail their consumption, the LRP can potentially be
self funding or even provide a net credit to all other customers.” Application at 23.

The economic buy through option, therefore, does not provide an OLRP customer with
some sort of double payment as the OCC suggests — instead, it functions to reduce the cost of the
OLRP program overall to all SSO custemers not participating in the OLRP. The program would
provide additional system benefits because customers that choose to curtail their usage in
response to a buy through event will lower the LMPs.

d. The OCC inappropriately compares OLRP customers with
hourly pricing customers rather than customers on fixed 380
rates.

The OCC compares a customer in the QLRP with a customer in the hourly program, and

determines that the customer in the OLRP that buys through an Economic Buy Through Event



somehow gets a benefit that the hourly customer does not get because the OLRP customer
receives a credit even if it does not interrupt. But this is not a valid comparison. Although an
SSO supplier will be obligated to provide the energy requirements of the customers in the OLRP,
suppliers will adjust their bids downward based on the amount of anticipated interruptible load.
The SSO rate, therefore, will be lower as a result of the OLRP. The hourly pricing program, on
the other hand, is a totally separate program with a different set of potential risks and benefits for
a participating customer (e.g., under the hourly program, while the customer will be subject to
potentially higher than SSO prices in on-peak hours, the customer will also receive the benefit of
lower-cost off-peak hours). As FirstEnergy makes clear, FirstEnergy will not include hourly
pricing load in the competitive generation procurement process. See Application, Exhibit F at 1.

The appropriate comparison, therefore, is not between the OLRP customer and a
customer in the hourly program, but between the OLRP customer and a customer on a fixed
price SSO rate. An OLRP customer that decides to buy through when an Economic Buy
Through Event is called will pay a higher rate than other non-OLRP SSO customers will pay. In
other words, the OLRP customer will forgo its ability to pay the lower SSO rate for up to 1000
hours by participating in the OLRP, and agreeing to pay the LMP if it elects to buy through an
Economic Buy Through Event in exchange for an advance economic interruption credit. In
effect, the customer is selling “call option” to FirstEnergy where FirstEnergy pays the customer
up front for the right to call the customer and have the customer shift off of SSO supply to
marginal cost supply or curtail under certain circumstances. This is no different than existing
FirstEnergy interruptible programs that allow economic curtailments and buy-throughs.

In summary, the OCC’s proposal to deny the Program Credit to OLRP customers that

buy through Economic Buy Through Events simply does not take into account the benefits
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interruptible load provides, both in terms of capacity and energy savings. The Commission
should recognize the OCC proposal for what it is — a proposal that would eliminate interruptible
rates. The Commission should reject the OCC’s proposal.

3. The OCC’s Arguments Hlustrate Why Establishing Separate
Reliability and Economic Programs Makes Sense.

The OCC’s concerns about OLRP customers getting paid the Program Credit even
though they are not required to curtail when Economic Buy Through Events are called are
invalid. Nevertheless, Nucor agrees with the OCC that a fault of the OLRP as proposed is that it
combines two programs — an economic program and a reliability program — that should be
separate. Establishing separate economic and reliability programs would allow FirstEnergy to
establish credits for each program that more accurately reflect the benefits and avoided costs
associated with the respective programs.

A reliability program should incorporate a credit for reliability interruptions that reflect at
least long run avoided generation and transmission costs, along with any operating reserve
savings, since reliability interruptions can be called to respond to any threat to system reliability,
and the customer is required to interrupt. The basis of the credit for the reliability program,
therefore, would be capacity costs rather than avoided energy costs. As Nucor Marion noted in
its initial comments, the U.S. Department of Energy has estimated avoided generation costs for
interruptible load to be more than $6/kW month, which does not include additional avoided
transmission and distribution capacity costs associated with interruptible load, Nucor Marion at
24-25.

Unlike the reliability program, an economic interruption program would allow the
customer to decide whether to interrupt when FirstEnergy calls for economic interruptions. An

economic program credit should still reflect some level of avoided capacity costs, since some
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percentage of the load in the economic program will interrupt when economic interruptions are
called, and this percentage will increase as the LMPs increase. In addition, an economic
program credit should also reflect a reasonable estimate of avoided energy costs.

Establishing separate reliability and economic programs would result in éredits that are
tailored to reflect the different benefits that each program provides. It would also give customers
more options for participating in the OLRP by allowing them to participate in one or both
programs. If, for example, a customer was willing to provide reliability interruptions only, it
could do so by participating only in the reliability program.

Separate programs would also provide FirstEnergy with more resource dispatch options,
allowing FirstEnergy to call only reliability program load or only economic program load as
needed. As currently proposed, the OLRP is a blunt instrument, since it requires FirstEnergy to
call all load in the OLRP regardless of the situation. By contrast, establishing separate reliability
and economic programs would give FirstEnergy a more finely tuned set of instruments with
which to operate its system. FirstEnergy should be required, therefore, to establish separate
reliability and economic interruptible load programs.

On a final note, if the Commission approves a single QLRP that includes a single
Program Credit for both reliability and economic interruptions, the Program Credit should reflect
both capacity and energy cost savings.

4, Interruptible Load Provides Important Reliability and Economic
Benefits Across All Customer Classes.

The OCC expresses concern that residential customers will be required to pay for the
OLRP even though they cannot participate in the program and also complains that FirstEnergy
has provided no back-up evidence to support the claim that the benefits and costs to non-

interruptible customers of interruptible programs have been roughly equal. OCC at 15-16. The

12



OCC appears to be concerned that the cost of interruptible rates will outweigh the benefits, but a
more valid concern is that interruptible customers might be under-compensated given the
benefits their interruptible load provides,

The benefits of interruptible load are well documented and these benefits apply across
all customer classes. Nucor Marion’s initial comments discuss a small sampling of the reports
and studies addressing the benefits of demand response (Nucor Marion at 16-17) and there are
other examples as well, including PJM’s use of demand response in the summer of 2006. PIM
reported that demand reductions in August of 2006 produced $650 million in system energy
savings, and reduced wholesale energy prices by more than $300 per megawatt hour during the
highest usage hours. See PJM News Release, “Early Aug. Demand Response Produced $650
Million Savings in PJM” (August 17, 2006). PIM’s vice-president explained that, “all customers
will benefit from the dramatic price reductions because future longer-term electricity sales are
based on prices set in the real-time market, where prices were lower as a result of demand
response.” Id. Participants in PJM’s demand response programs during this period were paid $5
million, or less than 1% of the total system savings, meaning that the vast majority of the
benefits went to customers who did not participate in the programs. /d.

Granted, these are figures from PJM’s wholesale demand response program, but the
example nevertheless illustrates that the benefits provided by even a small amount of
interruptible load vastly outweigh the costs, and that the benefits are shared by all customers.
The OCC’s concern that interruptible rates might be a bad deal for customers that are not on

interruptible rates is misplaced.

13



B. Other Rate Design and Competitive Bidding Process Issues

1. More Analysis Must be Done Before Deciding Whether to Adopt the
Load Class or Slice of System Approach.

Most parties express support for the “load class” auction mechanism, arguing that this
approach will be more reflective of the costs of serving particular customer classes and will
result in better price signals. See, e.g., Northeast Ohio Public Energy Council at 4; Direct
Energy Services at 19-20. A customer group representing large industrial customers, however,
stakes out a different position, advocating the “slice of system” approach because it would allow
the Commission to use class-specific allocation factors in order to send proper price signals,
avoid rate shocks, and provide economic development incentives. Ohio Energy Group at 9-10.

Nucor Marion sees merit in the arguments advanced in favor of both the load class and
slice of system mechanisms. The problem is that the arguments are purely theoretical. No one
knows (or can even make a reasonable guess) what the impact of using one mechanism as
opposed to the other will be on the various customer classes, because FirstEnergy provided no
analysis of the impacts of either mechanism in its Application. If the decision is to be made on a
theoretical basis, then we would be inclined to pick the slice of system approach, since utilities
typically acquire resources to meet system needs, not individual class needs, and a load class
approach creates a risk that there may not be adequate bidders for all classes.

In short, before making a determination on whether to adopt the load class or slice of
system approach, the parties and the Commission need to have more information. This is
another reason why the Commission should consider establishing a hearing and discovery

process in this proceeding.
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2, More Information Needs to be Known Before the Commission
Determines Whether to Approve the Elimination of Demand Charges.

FirstEnergy proposes the elimination of demand charges and declining block rates. This
proposal is a major change to FirstEnergy’s standard rate design, and some parties in this
proceeding support the change (see Cleveland Foundation at 5-6), while others oppose it (see
Industrial Energy Users at 5-6; OCC at 2-4). As is the case with the choice between the load
class or slice of system approaches, not enough information is known about the effects of the
elimination of demand charges at this point for the Commission to make an informed decision
ahout whether this is a good idea.

Elimination of demand charges seems to make sense in the context of FirstEnergy's
competitive bidding proposal, because it would align FirstEnergy’s method of charging its retail
customers for SSO supply with FirstEnergy’s method of procuring SSP supply from wholesale
suppliers. FirstEnergy proposes to procure supply, under both the load class and slice of system
approaches, on a per kwh (or energy only) basis. There will be no demand component to a
supplier’s bid, so billing retail customers based on both demand and energy, when FirstEnergy is
procuring supply based only on energy, could lead to inaccurate price signals. Nevertheless, it is
unclear what mechanism will ultimately be adopted to procure SSO supply, and the decision
whether to eliminate demand charges should depend, in part, on what the final SSO procurement
mechanism looks like. The Commission should refrain from making a determination on the
elimination of demand charges until more information is known.

Regardless of what SSO procurement mechanism is eventually adopted, if the
Commission decides to retain demand charges, then the Commission should direct FirstEnergy
to measure customer demand on an hourly basis, rather than some shorter time period, such as a

half-hour. Measuring demand on an hourly basis would align demand measurement at the retail
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level with how demand is measured in the wholesale markets, and would therefore provide more
accurate prices and price signals.

3. The Commission Should Reject Limits on the Ability of Customers to
Move Between Rates.

The OCC states that, to eliminate risk for suppliers under the slice of system approach,
customers should not be permitted to move between average and real time pricing throughout the
service period of an auction. OCC at 9-10. If the Commission eventually approves a slice of
system auction mechanism, the Commission should reject this proposal as an unnecessary
restriction on customer choice. The proposal is unnecessary to shield bidders from excessive
risk because customers will chose the SSO average price offerings if they are not willing to
accept the volatility of hourly pricing, so it is unlikely that these customers will choose to switch
to hourly pricing based on short term fluctuations in the hourly price. Further, longer term price
trends will be reflected in supplier bids in the auction and in the final SSO average price rates. It
is highly unlikely, therefore, that customers will switch between the SSO average price rates and
real time pricing with a level of frequency that would result in suppliers being subject to
“excessive risk.,” The better course would be to allow customers to switch between average
prices and real time prices based on reasonable notice, so that customers can tailor their electric
service to meet their changing needs and operating characteristics.

4. The Commission Should Reject Calls for Mandatory Hourly Pricing
for Large Customers.

The OCC urges FirstEnergy to consider mandatory real time pricing for large customers
as an alternative to demand charges. OCC at 4. The Commission should reject this proposal.
First, it is unnecessary as long as FirstEnergy offers an hourly pricing option. Large customers

that have the ability and willingness to monitor prices and alter their consumption in response to
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real time prices will be able to do so through this option. Second, forcing large customers — and
only large customers — to take mandatory real time pricing is unfair. Requiring large customers
to take mandatory real time pricing would effectively deprive these customers of an SSO rate,
and of their ability to hedge against price volatility through a utility-offered supply option. If the
Commission imposes mandatory real time pricing, it should impose it for all customer classes,
not just large customers.

S. The Benefits Large Customers Provide to the System Qutweigh the
Burdens Such Customers Place on the System.

On a final note, Nucor Marion wishes to address the OCC’s statement that “[d]emand
components are charges that take into consideration the large load for generation or heavy
burden large customers place upon a generation system at a single point or points in time.” OCC
at 2. As noted above, Nucor Marion has not taken a position on FirstEnergy’s proposal to
eliminate demand charges, because there has not been enough information and analysis provided
for Nucor Marion to fully assess the effects of the proposal. Nevertheless, Nucor Marion wishes
to point out that the OCC’s statement that large customers place a “heavy burden” on the
generation system leaves the impression that the burdens large customers impose on the system
outweigh the benefits such customers provide. In reality, the opposite is true.

Large customers that are interruptible provide significant reliability benefits by providing
operating reserves and regulation. As discussed above in the section addressing the interruptible
program, large interruptible customers also provide capacity cost savings that translate into lower
rates for all customers. Further, unlike other customer classes, large industrial customers tend to
operate steadily in both on-peak and off-peak periods, and at higher load factors than the other
customer classes. Accordingly, it is actually more efficient and less expensive for a utility to

serve large customers than it is to serve the other customer classes. While it is true that large

17



customers generally consume more kWhs on a per customer basis than the other customer

classes, it is also true that the benefits large customers provide to the system generally far

outweigh the burdens such customers impose on the system.

V. Conclusion

Nucor Marion respectfully requests that the Commission consider these comments and

recommendations in evaluating FirstEnergy’s SSO proposal.
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Garrett A. Stone

Michael K, Lavanga

E-Mail: gas@bbrslaw.com

E-Mail: mkl@bbrslaw.com

Brickfield, Burchette, Ritts & Stone, P.C.
1025 Thomas Jefferson Street, N.W.

8™ Floor, West Tower

Washington, D.C. 20007

(202) 342-0800 (Main Number)

(202) 342-0807 (Facsimile)

Attorneys for Nucor Steel Marion, Inc.
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