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1 I. INTRODUCTION 

2 QL PLEASE STA TE YOUR NAME, ADDRESS AND POSITION, 

3 AL My name is Stacia Harper. My business address is 10 West Broad Street, Suite 

4 1800, Columbus, Ohio, 43215-3485. I am employed by the Office of the Ohio 

5 Consumers' Counsel ("OCC") as a Senior Energy Policy Advisor. 

6 

7 Q2. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND 

8 PROFESSIONAL EXPERIENCE. 

9 A2, I have a Bachelor of Arts degree in Political Science and Economics fi*om West 

10 Virginia University and a Master of Science degree in Resource and Applied 

11 Economics, with a focus on Energy Economics fi'om the University of Alaska 

12 Fairbanks, I have also completed all required coursework towards a Ph.D. in 

13 Environmental and Resource Economics at West Virginia University. I have been 

14 employed in the energy industry since 1998, first with the University of Alaska 

15 Fairbanks (Graduate Resource Assistant, 1998-2000), then Science Applications 

16 International Corporation ("SAIC") and the U.S. Department of Energy National 

17 Energy Technology Center ("DOE / NETL") as an Energy Economist from 2001 

18 to 2004. From 2004 to 2006,1 was employed by American Electric Power 

19 ("AEP") as an Associate in Commercial Operations. Before joining the OCC, I 

20 was employed by Direct Energy as a Senior Analyst fi'om 2006 to 2008. 
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1 Q3. PLEASE DESCRIBE YOUR EXPERIENCE DIRECTLY RELATED TO 

2 POWER AND ENERGY MARKETS, 

3 A3, I have been involved with many aspects of power market operations and 

4 energy market analysis since 2001. While at the SAIC, a subcontractor to 

5 the DOE/NETL, I provided direct policy and economic analysis support to 

6 the Strategic Center for Natural Gas ("SCNG") and the Coal and 

7 Environmental Systems programs at DOE/NETL. My areas of 

8 specialization included valuation of environmental benefits firom new 

9 technology system implementation in coal plants, demand and supply 

10 estimation for fossil fiiel based energy, as well as price forecast for 

11 production and dehvered product. Many of my responsibilities involved 

12 reviewing existing energy models and working with the Energy 

13 Information Administration (EIA) on the National Energy Modeling 

14 System (NEMS) to assist in reviewing and recommended forecast 

15 methodology used in determining forecasted demand, supply, and energy 

16 prices for coal, natural gas, and electric power. While at AEP, my 

17 position as an Associate was a Rotational Program created to gain in-depth 

18 exposure to various activities within Commercial Operations. Through 

19 this program, I gained experience trading energy on the real-time desk, 

20 worked on enhancing existing real-time and day ahead forecast 

21 methodologies used by AEP. In addition I worked on the structured 

22 contracts desk where we used various methods of structuring long-term 

23 power deals. I also was responsible for the weekly natural gas storage 



Public Version of the Direct Testimony of Stacia J. Harper 
On Behalf of the Office of the Ohio Consumers' Counsel 

PUCO CaseNo. 08-935-EL-SSO and Case No. 09-21-EL-ATA, etal. 

1 injection forecast. Prior to joining the Ohio Consumers' Counsel ("OCC") 

2 I was responsible for managing the natural gas portfolio at Direct Energy 

3 and was the in house expert on market price movements for both power 

4 and gas. 

5 

6 Q4. WHAT DOCUMENTS HA VE YOU REVIEWED IN THE 

1 PREPARA TION OF YOUR TESTIMONY? 

8 A4, I have reviewed the Application filed in this Case No. 09-21-EL-ATA on January 

9 9, 2009 by the Ohio Edison Company, Cleveland Electric Illuminating Company 

10 and Toledo Edison Company, (collectively, "Companies" or "FE"). I have 

11 reviewed other documents such as FirstEnergy's Request for Proposal ("Ohio 

12 RFP") available on First Energy Auction website^ including: Load Data, and 

13 OHIO RFP Bid Rules. I reviewed testimony filed in FirstEnergy's Electric 

14 Security Plan ("ESP") filed on July 31, 2008, including the testimonies of 

15 FirstEnergy ("FE") witnesses Blank, Graves, and Jones. I have also reviewed 

16 testimony of OCC witness Yankel, in the FirstEnergy ESP case, filed on 

17 September 29, 2008 and other testimony filed by intervening parties. I am aware 

18 that FirstEnergy filed the testimony of three witnesses on February 21, 2009, 

19 though I have not had sufficient time to review such testimony at this date. I have 

20 reviewed the relevant responses by the Companies to OCC discovery and to 

21 Citizens Coalition discovery pertaining to auction price determination and results. 

http://www.firstenergy-auction.com/RFP/index.html 

http://www.firstenergy-auction.com/RFP/index.html


Public Version of the Direct Testimony of Stacia J. Harper 
On Behalf of the Office of the Ohio Consumers' Counsel 

PUCO Case No. 08-935-EL-SSO and Case No. 09-21-EL-ATA, et a l 

1 I have also reviewed briefs submitted in FirstEnergy's ESP case including Ohio 

2 Energy Group ("OEG") and Ohio Coalition for Advanced Energy ("OCEA")l 

3 

4 IL PURPOSE OF TESTIMONY 

5 Q5, WHA T IS THE PURPOSE OF YOUR TESTIMONY? 

6 AS. On January 14,2009, the Commission issued an entry in Case No. 09-21-EL-

7 ATA, et al., that required FirstEnergy to provide "information sufficient for the 

8 Commission to conduct a prudency review of the costs incurred in purchasing 

9 power for customers receiving generation service pursuant to the Companies' 

10 power supply agreement..." ^ My testimony provides a review and analysis of 

11 electric generation market prices and current market trends that would support an 

12 informed forecast of market performance resulting in a lower purchased power 

13 price than that achieved under the RFP process used by First Energy. On this 

14 basis, I dispute the competitive bid price achieved and do not believe it represents 

15 a reasonable market price for purchased power. My testimony proposes rejection 

16 of the RFP, proposes an alternative method of procuring energy through the day-

17 ahead market, and recommends refimding the difference between the delivered 

18 cost of energy established in the RFP and the cleared results in the day-ahead 

19 market to consumers. I provide market information that suggests the market price 

20 obtained by the Companies during this period is comparatively high, and that 

^ See Attachment SJH-2. 

^ Fmding and Order at 7. 
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1 another option was available to the Companies that would have yielded lower 

2 costs and saved the Companies' customers money. 

3 

4 IIL RFP RESULTS 

5 Q6. WHA T WERE THE RESULTS OF THE OHIO RFP? 

6 A6, The FirstEnergy's OHIO RFP was for the procurement of energy and capacity of 

7 the Standard Service Offer ("SSO") retail load in their service territories for the 

8 delivery period of January 5, 2009 through March 31, 2009. The OHIO RFP was 

9 a competitive bid, structured in "tranches" where each tranche was representative 

10 of 1% of the hourly energy load. There were a total of one-hundred tranches 

11 offered, with a maximum energy load of lOOMW. The OHIO RFP resulted in a 

12 retail weighted average price, adjusted for distribution losses, of $69.48/MWh, 

13 where accepted bids, adjusted for distribution losses, ranged fi-om a low of 

14 **BEGIN CONFIDENTL4L ^ ^ ^ ^ ^ H ^ I H H END 

15 CONFIDENTIAL*'' (See Figure 1 for the final bids). 

16 ^'^BEGIN CONFIDENTIAL 

17 

18 (TABLE) 

19 

20 END CONFIDENTIAL** 
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1 Q7. WHAT CONCERNS DO YOU HAVE REGARDING THE OHIO RFP 

2 RESULTS? 

3 A7. Based on my analysis, I believe that the retail rate generated fi-om FE's RFP for 

4 SSO retail load is unreasonably high based on a review of the information 

5 available prior to the RFP results, including forward market prices at the Cinergy 

6 Hub, and consideration of recent energy market performance for FE's loadzone , I 

7 am also concerned by FE's results due to the current downturn in the economy 

8 and the concern of placing any increased and undue burden on residential 

9 consumers during these difficult economic times. 

10 

11 Q8. WHY DO YOU BELIEVE THE RESULTS OF THE OHIO RFP TO BE 

12 "UNREASONABL Y HIGH"? 

13 A8, I have completed an analysis generating a reasonable expected price range within 

14 which the competitive bid resuhs should have fallen within. This analysis is 

15 based on market fundamentals and forward market clearing prices at the Cinergy 

16 Hub using rates for distribution losses, transmission and ancillaries, and capacity 

17 charges estabtished in testimony fi-om FirstEnergy's ESP apphcation and recent 

18 market performance. Per my calculations I would not expect the retail delivered 

19 rate to exceed $58.87, nor, would I expect to see the resuhs lower than $53.32. 

20 When you compare the weighted average price of $69.48/MWh fi'om the RFP the 

^ FirstEnergy Loadzone is within the Midwest Regional ISO ("MISO") footprint. The pricing point is 
FE.FESR. 
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1 difference is significant and if accepted by the Commission will result in 

2 increased rates to customers which may be unjustified. 

3 

4 IV. METHODOLOGY 

5 Q9. WHAT METHODOLOGY DID YOU USE TO CALCULATE AN EXPECTED 

6 RANGE FOR THE RFP RESULTS DURING THE STA TED DELIVERY 

1 PERIOD? 

8 A9, In order to provide a retail price comparison with the OHIO RFP result, I 

9 referenced the methodology outlined by Company Witness, Scott Jones's in 

10 testimony filed in the ESP case where Dr. Jones uses the forward market price to 

11 provide an expected retail price that would have resulted fi-om a competitive bid 

12 process, adjusted for a delivered, full-requirements product^. 

13 

14 As described by Witness Jones, a delivered, fiall-requirements product includes 

15 generation, transmission and ancillary services, capacity, and distribution loses. 

16 The forward market price is the current market expectation of the price for 

17 detivery at certain period of time. Because forward prices incorporate both 

18 capacity and margin/risk adjustments, they were not added to arrive at the retail 

19 price . To arrive at that price (i.e., retail), only locational adjustments, 

20 transmission and ancillary services, distribution losses, load shape adjustments 

21 were taken into consideration. Therefore, I have not included capacity costs in 

Case No. 08-935-EL-SSO, Testimony of Scott Jones, p. 26. 

Direct Testimony of A. Yankel on behali 
EL-SS), September 29, 2008 at 12:00P.M. 
^ Direct Testimony of A. Yankel on behalf of the Office of the Ohio Consumers' Counsel, Case No.08-935-
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1 the expected retail rate I have calculated based on energy forwards. In addition, 

2 there exists a locational difference between die Cinergy Hub and FirstEnergy 

3 loadzone, thus I have used a locational adjustment factor based on recent 

4 performance in the Day Ahead Locational Marginal Price ("DA LMP") markets 

5 for the months of November and December, 2008^. 

6 

7 In order to estimate an appropriate range of market prices, for the energy 

8 component of the market price proxy, I used the Cinergy Hub On-Peak forward 

9 power prices as the upper bound, and, for the lower bound, I used the load 

10 adjusted weighted average of On-Peak and Off-Peak Cinergy Hub forwards. 

11 I have not included a load adjustment factor for the upper bound due to the fact 

12 that only the on-peak prices have been used. The load adjustment factor that has 

13 been used in the lower bound calculation is based on the percent difference 

14 between actual load weighted average in January, 2009 and the simple average of 

15 DA LMP for January, 2009^. After adding transmission and ancillaries, 

16 distribution losses, and load shape adjustment factor, I arrived at an expected 

17 range between $53.32 and $58.87, with the lower expectation boimd being non-

18 binding^. Table 2 provides a breakout of the assumptions and resulting 

19 calculations of my retail proxy range. As you can see, the resulting retail rate of 

20 $69.48 produced from FE's RFP is outside of this range. This leads me to 

^ Refer to Attachment 7. 

^ Refer to Attachment 8. 

Refer to Attachment 6 for an itemized cost calculation. 
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1 conclude that the competitive bid process established in the RFP was not in the 

2 best interest of the rate paying consumers. 

Table 2 

Upper Bound $/MWh Factor (%) 
Forward On-Peak Clearing Price Jan-Mar 48.00 
Loadsliape Adjustment N/A 
Distribution Losses 2.05 4.28% 
Transmission and ancillary sen/ices 7.50 
Locational Adjustment 0.53 3.83% 
Total 58.09 

Lower Bound 
FonA/ard ATC Clearing Price Jan-Mar 43.00 
Loadshape Adjustment 1.65 3.83% 
Distribution Losses 1.84 4.28% 
Transmission and ancillary services 7.50 
Locational Adjustment 0.53 

3 Total 54.52 

4 As you can see, the resulting retail rate of $69.48 produced from FE's RFP is 

5 noticeably above this range. This leads me to conclude that the RFP generated a 

6 higher than necessary retail rate that will ultimately place an undue burden on the 

7 retail customer. In fact, the retail customer would have been ahead if FE simply 

8 were required to purchase power on the DA market for the delivery period, 

9 January 5 - March 31,2009. 

10 

11 V. PERFORJMANCE REVIEW AND RECOMMENDATIONS 

12 QIO, DO YOU BELIEVE THE FORWARD MARKET IS A GOOD INDICATION 

13 OF HOW ENERGY PRICES WILL PERFORM? 

14 AlO, Yes. The forward energy markets can be good predictors ofhow the DA LMP 

15 markets will perform. I answer this question using the qualifying statement, "can 

16 be" because the predictability of forward prices to actual energy market 
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1 performance is also correlated to the existing market fundamentals. The energy 

2 market has gone through a recent period of adjustment shedding imbedded risk 

3 from energy production disruption events due to weather phenomena and 

4 international conflict, as well as responding to the downturn in the general macro 

5 economy. 

6 

7 QIL HA VE YOU PERFORMED AN ANALYSIS TO SUPPORT THE USE OF 

8 THE FORWARD MARKET AS A PREDICTOR FOR DA LMP? 

9 Al l , Yes. I have used cleared DA LMP prices between January 1, 2009 and February 

10 20, 2009 to compare with the expected retail rate range I have previously 

11 established using the forward market prices. The cleared DA LMP weighted 

12 average for the month of January, 2009, adjusted for ancillaries and transmission, 

13 capacity, ahd distribution losses is $55.33 for FE.FESR'^ The cleared DA LMP 

14 for the month of February (i.e.through February 20, 2009), applying the loadshape 

15 adjustment factor experienced in January, 2009, is $53.10/MWh^^ The DA LMP 

16 market results for January and February are within my calculated expected range 

17 based on Cinergy forwards as illustrated in Table 3 which contains the 

18 calculations and assumptions supporting the above determination. 

10 Load for the FirstEnergy Service area was available through January 21, 2009 posted on the company 
auction website. This load was used in calculating the weighted average. 

'' The loadshape adjustment factor is achieved by taking the weighted average DA LMP at FE.FESR for 
the month of January, 2009 and dividing by the simple average of the DA LMP at FE.FESR for the same 
month, yielding 3.08%. This factor is then applied to the simple average of available DA LMP prices for 
the month of February, 2009. 

10 
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Table 3 

DA LMP Retail Proxy 
Ancillaries 
Capacity 
Ditribution Loss 
Weighted Ave DA LMP 
Simple Average DA LMP 
Loadshape Adj Factor 
Total 

January 
($/MWh) 

7.50 
5.89 
1.72 

40.22 
N/A 
N/A 

55.33 

February 
($/MWh} 

7.50 
5.89 
1.72 
N/A 

36.59 
1.40 

53.10 1 

2 

3 Q12, IN YOUR OPINION, WERE THERE ANY OTHER VIABLE OPTIONS TO 

4 SUPPLY POWER TO THE COMPANIES' SSO LOAD DURING THE 

5 DELIVERY PERIOD OF JANUARY 5, 2009, THROUGH MARCH 13, 2009? 

6 A12, Yes. I believe that the purchase of power in the day-ahead ("DA") market would 

7 have been a viable alternative for the stated delivery period. I am aware that the 

8 day-ahead market may pose greater price risk to the end-use consumer than a 

9 structured contract; however, I believe the existing market fundamentals, 

10 including energy markets, seasonality, and the overall economic performance of 

11 the economy would have yielded a lower cost rate of energy and capacity to 

12 consumers than the rate of $69.48 achieved through the RFP. In this case, I 

13 would have been comfortable using the forward prices as an indication of the day-

14 ahead market for FE.FESR and expected the DA LMP to clear below the levels 

15 indicated by the forwards prices. With the data available, we are able to see that 

16 this was in fact the case, and lower DA LMP prices was a rational expectation 

17 based on available information back in December 2008. 

18 

11 
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1 QI3, ARE YOU AWARE OF ANY OTHER BEFORE~THE-PERIOD 

2 STATEMENTS REFLECTING COMFORT WITH USING DAY-AHEAD 

3 MARKETS TO PRICE ELECTRICITY FOR CUSTOMERS OVER THE 

4 JANUARY THROUGH MARCH, 2009 PERIOD? 

5 A13, Yes. The Commission asked parties to brief the subject ofhow pricing might be 

6 accomplished on a shorter term than that provided by FirstEnergy's Apphcation 

7 in the ESP case. Both OCEA and the Ohio Energy Group ("OEG") stated 

8 comfort with using DA markets to price wholesale electricity for use in ultimate 

9 retail prices for their customer clients. I attach the briefs submitted by OCEA 

10 (Attachment SJH-2) and OEG (Attachment SJH-1) that show such statements'^ 

11 The OEG brief cites the testimony of its witness in the ESP case, which is also 

12 attached to my testimony. These statements by consumer representatives show 

13 that consumer representatives expected superior resuhs from this means of 

14 obtaining wholesale electricity supplies before the period of procurement began. 

'̂  OCEA Brief, pgs. 8-10; OEG Brief (without attachments), pgs. 3-4 (citing testimony by OEG Witness 
Baron at pages 11-15). The testimony of OEG Witness Baron, upon which OEG partially relies, is also 
included in SJH-1). 

12 
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1 Q14. IN THE EVENT THAT THE COMMISSION WERE TO EXTEND THE 

2 AUCTION RATE THROUGH APRIL AND MAY 2009 AS CONTEMPLATED 

3 BY THE ESP STIPULATION IN THESE CASES FILED ON FEBRUARY 19, 

4 2009, DOES THE ARGUMENTS IN YOUR TESTIMONY ALSO APPLY TO 

5 THE ADDITIONAL TWO MONTHS? 

6 A14. Yes. My observations apply to any continuation of the retail rate established by 

7 the OHIO RFP through March, April and May 2009. Additionally, it is common 

8 industry knowledge that April and May are shoulder months. Shoulder months 

9 see lower demand and associated lower prices than winter and summer months. 

10 This would allow one to infer that prices and load requirements would be less 

11 than those experienced in the winter months. To date, the market clearing DA 

12 LMP at FE.FESR adjusted for retail comparison as previously evidenced in this 

13 testimony have averaged $55.33/MWh for January and $53.10/MWh through 

14 February 20, 2009. It would be expected that clearing prices in April and May 

15 would be less than these rates and hence the OHIO RFP established retail rate 

16 would be even more inflated and would unreasonably burden the end-use 

17 consumer. In fact, the average on-peak Cinergy forward price for April-May, 

18 2009 is clearing 34% lower than the average forward prices for January-March, 

19 2009 used previously in this Testimony'^. Thus, it would be unreasonable to 

20 extend the auction rate through April and May 2009. 

'̂  See Attachment 9 

13 
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Q15, DO YOU HAVE ANY OTHER OBSERVATIONS REGARDING THE BID 

PRICE? 

A15, 'BEGIN CONFIDENTIAL 

END CONFIDENTIAL** This, and the short amount of time to conduct the bid 

process should result in the Commission reviewing as part of this proceeding 

whether FES exerted market power to the detriment of FE's captive customers. 

The numbers speak for themselves. **BEGIN CONFIDENTIAL 

^END CONFIDENTIAL** 

CONCLUSIONS 

17 Q16, WHA TARE YOUR CONCLUSIONS? 

18 A16, My analysis reveals that reliance on the DA FE.FESR prices was a viable option 

19 for the Companies that could have replaced use of the OHIO RFP process. 

20 Reliance on the DA FE.FESR prices would have been expected to provide prices 

21 below the results obtained by means of FirstEnergy's OHIO RFP process. Using 

22 the actual DA FE.FESR prices for the period ending February 20, 2009, reliance 

14 
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1 on the DA FE.FESR prices would have resulted in prices that significantly lower 

2 than those provided by means of FirstEnergy's OHIO RFP process. 

3 

4 I also conclude that reliance upon the resuhs from the OHIO RFP process for 

5 pricing electricity for the May through April period is expected to result in even 

6 higher percentage differences from the results of using DA markets to supply 

7 electricity to the Companies. This results from these months being shoulder 

8 months, which is normally a period of lower prices that is revealed in forward 

9 prices for these months. 

10 

11 Q17. HOW SHOULD THE COMMISSION PROCEED? 

12 A17, The period chosen for the hearing in this case is not optimal for the final 

13 determination of the degree to which FirstEnergy's OHIO RFP process raised 

14 rates for customers unnecessarily. The empirical evidence, as stated in my 

15 testimony, reveals a substantial increase in rates. However, the final calculation 

16 of the amoimts actually lost by customers as the result of the OHIO RFP process 

17 should be calculated after the end of the period in question, and refimded to the 

18 consumers. The Commission should consider using the cleared DA prices as the 

19 benchmark for comparison to the RFP, refunding the difference between the 

20 delivered cost of energy established in the RFP and the cleared resuhs in the day-

21 ahead market to consumers, or should determine what the appropriate market 

22 price would have been and disallow any cost recovery in excess of the this market 

23 price determination. That period ends on March 31, 2009 for the original 

15 
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1 purchases, and extends to the end of May under the stipulation filed by 

2 FirstEnergy and other parties to the ESP case. Ideally, the Commission should 

3 receive testimony after the end of the periods in question to determine the fair 

4 treatment of customer pricing. 

5 

6 Q18. DOES THIS CONCLUDE YOUR TESTIMONY? 

1 AI8, Yes. However, I reserve the right to incorporate new information that may 

8 subsequently become available through discovery or otherwise. I also reserve the 

9 right to supplement my testimony in the event that FirstEnergy submit new or 

10 corrected data in connection with this proceeding. Additionally, given the 

11 unfortunate timing of the Companies* field testimony, I reserve the right to 

12 respond on the stand to such testimony. 

16 
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BEFORETHE 

PUBUC UnUTV COMMISSION OF OHIO 

In Tbe Matter Of Ihe Application Of Ohio Edison 
Company. Thd Cleveland Electric Qluminating 
Company And The Toledo Edison Conopany For 
Authority To Establish A Standard Service 0£G» 
Pursuant To R.C. §4928.143 In The Fwrn Of An 
Electric Security Plan 

Case Nos. 08-935-BL-SSO 

BRIEF OP o m o ENERGY GROUP 

ON SHORT TERM ESP 

The Ohio Energy Group (OEO)' submits this brief on the Short Term ESP 

t COMMISSION OVERVIEW 

Ohio Edison, Toledo Edison, and Cleveland Electric lUuminating (Utilides) cucrendy purchase 

genetadon for consumers who do not shop under a FERC-^proved all-fequirements contract -with tfadr 

affiliate FirstEnergy Solutions (FES). That v^lesale power supply ŝ n êment was for a ^uree-year 

' llie members of OEG who take s e r ^ e fi»m the IlrstEneigy Utilitlei are: Ak P i ^ ^ 
Cotporation, Alraa Inc., AnelorMittal USA, BP-Ifoaky Refining, U A 
Ford Motor Conipany, Johns Manvilte, liode. Inc.. North Star BlueScope Steel, L ^ 
Digineered Products, Inc., Seveistal Wanen, IiK. (fbnnerly w a Steel, hic.X S u o ^ 
Industries. 



period and it expires on December 31, 2008. The maximum {nice PES can chai^ ^ Utilities unda 

that FERC-approved contract fiw POLR service is $53.62/mWL^ 

Assuming that a Long Term ESP is not in place befcne the end of tiie year, there are three likely 

scenarios by ^^ch the Utilities will procure gen^ation for noorshoppit^ consumers for tiie short-term 

period January 1,2009 through April 30,2009. 

1. The Commission may accept tiie Severable Short Term ESP SSO Pridng proposal set 

forth on pages 35-37 of the Utilities' Application m tins docket The FES Short Teim ESP goieration 

price ofSst is %T7SmVi/K Because the terms and conditi<ms of the Lcmg Term ESP are inooopcmded, 

there are several additional distribution price Qdjustmenta in the Short Term ESP proposal. These 

include a non-bypassable Uncollectible Service Rider of af^nosdmately S22.8 million per year, a nour 

bypassablc Delivery Service Improvement (DSI) Ridcdr of approximately SI 12 millfon per year, and a 

non-bypassable Minimum E)e&uit Service (MDS) charge of SlO^nWh for consunoers who shop. Tbe 

Short Term ESP ofSgredbv FES would result in mte mcreaaes on average of: 

Ohio Edison-15.73% 

Toledo E^scm-18.19% 

CEI-36.6%^ 

These £u« tiie real generation rate uicreases without any defonrab. While tiie FES Short Term ESP has 

tiie virtue of proving relatively fixed pricing, guaranteed rate increases of 15% • 36% are a steep price 

to pay for relative certainty. This is especially true since: a) FES' Short Tetm ESP will severe^ hinder 

shopping through the non*bypassable SlO/mWh MDS; and b) generaticm pnces in the ii^olesale maricet 

^ First Ener^S(^iomCorp.,Df3dtM}fky.mXi6-\l7^0nOOet^ 
(2006). 
^ The late itK:rease to CEI cnstOEEucs under the FE& Short Term ESP was c ^ ^ 
right te collect fiHir months woith of RTC payments (a|)prc»d^ 
readied. 



have M e n by approximately 24% since the FES Short Term ESP offer was made. We iec<munend 

against tiie FES Short Term ESP. 

2. GEO has proposed an alternative Short Term ESP in tiie testimony of its witness Mr. 

Bazon at pages 11-15. Our j^nposal would require die Utilities to purdiase ^neration for ccmsumets 

who do not shop through the FERC-regulated MISO iK^iolesale market Smce this case was filed about 

tiiree months ago, prices in tiie MISO Mtolesale market have M e n by Eq[qnoximately 24%. Using tiie 

methodology adopted by the Utilities' own witness, but i^Klated to actual {dees as of October 10,2008, 

if the Utilities were to buy power for non-sboppers tiirough tiie MISO mark^ for the period January 

2009 - April 2009 tiie expected forward price is $5S.26/mWk The FES abemative i»ice of 

S77.50/mWh represents a 40% premium above current wliolesale forward prices. Based c^on forward 

pricing as of October 10, 2008, the Short Term MISO Option recommended by OEG would resuh hi 

rate decreases for Ohio Edison and Toledo Ediaon and a janall increase to CEI: 

Ohio Edison-(13.3%) 

Toledo Edison-(13.69%) 

CEI-4 .38% 

The contrast is sharp. Accept the above-market FES ofibr and guarantee 15-36% rate increases; ox ^ey 

only current MISO market prices and have tbe opportuni^ for 13%-14% rate reductions for Ohio 

Edison and Toledo Edison customers (about 65% of tiie total F h ^ Enorgy load), and a snudl i n ^ ^ 

the CH customers.'* 

Our plan would not result in daily price changes at the retafl level Retail generation prices 

woidd be fixed at their current level, less RTCs as they naturally ejcpire^ and would be subject to a 

montiily true-up (credit or charge) to ensure foil recovery of the FERC-regulated \riiolesale MISO rate. 

^ The smaU CEI increase results fiou the assnn^ption that CBl would 
of RTC payments (8̂ >̂n>xiinate]y $ 140 miEHon) unless a Long Tenn ESP agreement is reached. This is ihe same assumption 
that was made in ana^zing the Utilities* Short T«im ESP off .̂ 
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f̂his process would result in relatively stable prices fiom montii to month. Ibe monthly MISO true-up 

is similar to a foel adjustm^t charge or gas cost recovery charge. Oiff plan would not buntoa shof^ters 

with a non-bypassable $10/mWh MDS charge.^ Our plan would also avoid S45 million in distribution 

riders over the four month period. 

If Ohio and the rest of the economy continue to rink fortiier into recession, tiien the reduced 

economic activity and lower demand for power may drive down wholesale maiket prices even fortiier. 

For the four months at issue, the total savings to consumers mukr OEG's MISO Option (baaed \xpcm 

October 10,2008 forward (Hieing) compared to tiie FES ofifer is estinoated to be S418.6 r 

3. The foial scenario is a generation rate fieeze for all ccHisumers. This cannot be ordered 

by the Commission, but can be agreed to by FBS (suliyect to the same FERC q)p!roval or waiver process 

as FBS* Short Term ESP o^Ter). Because the intoit here would be to maintahi the status quo fbr the 

Utilities, FES and all individual consumers during a four-month period, it would be appropriate to 

uBpose the SlO/mWh MDS charge in order to prevmt customer migration through shopping. As an 

incCTtive, it may also be approfniate to include the two distribution n6jsss. OEO believes that tbe Short 

Tnrn MISO Option should be ordered, but that the generation rate fi:eeze/status quo option should be 

offered to FES as a compromise alternative. Ibe generation rate fieeze plus a 2.5% surcharge on each 

customer's 2008 total bill proposed by Staff is anotiier reasonable alternative tiiat could be ofiEbred to 

FES. 

' Because energy WQiikl be procured in the day'^head MISO inaita there is no v i ^ ^ 
either leaving SSO service or returahv fiom a thfad party marketer to SSO service. Therefore, there is no need to 
compensate the Utilities with this large POLR charge. 
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1. The FES Short Term ESP Offer Guarantees Rate Increases To Nra-Shoppers Of 15%-
36%, IVonld PUoe A NoD-iSypassahk SlO/mWh Bunien On Shc^ppen, Is 
Approximately $418,6 Million Above PrevaiUng Whoksak Market Prket And 
Therefore Should Be Rejected. 

FES has o£Ga%d to sell generation to the Utilities for non-shoppmg consumna for the period 

Januaiy 1, 2009 to April 1, 2009 in order to give the Commission additional time to act on tiie Long 

Term ESP. The Commission must choose to accept or reject the Short Teem ESP by November 14, 

2008 or tiie offer is witiidrawn.^ Ihe base generation rate under tiie FES Short Term ESP is 

S77.5/mWh, witii SlO.O/mWh being defoned witii interest for later recovery.^ B x c ^ as otiienmse 

provided in its Application, tiie terms and conditions of the Long Term ESP would apply to the Short 

TermESP.' This means that consumers would be subject to additional rate increases for: 

a) a non-bypassable No!n*Distribud<»i Service Uncollectible Rider of a;»proximately ^ . 8 
million per year,' 

b) recovery of a non-bypassable Delivery Service Imi»ov^nent (DSI) Bidet of approxhnately 
$112 million per yeai;^^ aiui 

c) recovery fiom shoppers of a non-bypassable Mmimum Defauft Service (MDS) dmrge of 
$10/mWh." 

FES is ctutentiy providing all-requirements generatitm service to the Utilities for non-shoppmg 

(70LR) load. The current FES wholesale s t ^ l y contract expues cm Decemb^ 31, 2008. Tbe FES 

sales price to the Utilities under the current contract cannot exceed S53.62^Wh in 2008. 

FES provictes energy-related products and services to affiliated and ixm-affiliitfed companies and 

is a wholly owned subsidiaiy of FirstEnergy Corp. FES itself has two vAmHy owned subsidiaries: 

^ Application at p, 32. 
^Application at p. 37. 
' Aj^ylicatioa at pp. 36-37. 
'Ai^lication at p. 15. 
^Application St p. 21. 
^^Applicatiottstp. 14. 



FirstEnergy Generation Corp. (which owns and operates 9,395.8 MW of ncm-nuclear generating 

focilities); and FirstEnergy Nuclear Operating Conq)aoy (v^ch opeiates 3,407.5 MW of nuclear 

generating fecilities). FES* total nuclear and non-nuclear generating cwpscity m 2007 was 12,8033 

MW. In 2007» these facilities generated 71,140,730 mWh. In 2007, die total fuel, operating and 

production cosu of tiie FES &cilities was S35.39/mWh. in 2007, FES teportod net income of $528.9 

million. This resulted k a 2007 retum on common equity for FES of approximately 24%.'^ 

FES has provided no cost or madeet data to justify its four-month price offer of $77.50/mWh as 

being just and reasonable under the Federal Power Act To cure tiiis l^al defect, on October 24,2008 

FES filed an application at FERC seddng a waiver fiom the requrrement that it obtain prior approval 

fiom FERC for sales of energy (x opacity to Ohio Edison, Toledo Edison, and CEL ̂  FES justified its 

application for waiver on tiie grounds tiiat Ohio consumers are protected fiom affiliate abuse because: 1) 

retail ratepayers in Ohio are not '̂ ccqHM^ since tiiey retain tiie right to shop competitivdy for 

generation; and 2) the PUCO is "Jidfy eirq?awered to protect the ifOerests of (Mo's retail customers. "̂ * 

The assertion tiiat the ratepayers of tiie Utilities are not *^captive" foils to acUress sraie important 

mattos. First, the Commissiim is specifically authorized to place "Umltaiions on customer shopping for 

retail electric generation service*' as part of an ESP. ORC §4928.143(2Xd). This statutory provision 

speciticaUyautiiorizes tiie Conunission to make customers in an ESP "coiplive''. An MRO ia different 

TheConimissionhasnoautiioritytolimitshopinngmanMRO. Second, the non-bypassable $10/mWh 

MDS charge for consumers who want to shop has the real world effect of niaking the right to s ^ 

nx)re difScuh, and tiieiefoie provides the opportuni^ for affiliate abuse. 

^Attachment 1. 
Attachment 2. 

^ Attachment 2 at pp. 2-3. 



As to die assertion tiiat tiie PUCO is "̂ fidfy empofwered to protect the irUerests of Ohio's reUdl 

customers," we hope that FES is correct But merely accqyting the above-marlcet S77.50/mWh 

generation price offer, plus the distribution riders of $45 million, plus the nonrbypassaUe SlO/mWh 

MDS, plus all of the other t^ms and conditions contained in the Short Term ESP would not constitute 

adequate protection fiom affiliate abuse. Ibe FES Short Term ESP offer would resuh in above maiket 

pricing by S418.6 million. Ibis is only possible because of affiliate abuse. 

The following tables show tbe rate increases for eadi rate schedule for eadi UtiUty imder the 

FES Short Tetm BSP offer of $77.5/mWh mtiumt a deferral. 

Table 1 
Ohio Edison Cooipai^ 

Proposed Short-tenn ESP bicreases 
No Qeneration Cost Deferral 

Rfisidentittl Service 
General Service - Secondary 
General Service - Pdnuny 
General Service - Subtranamis&ioD 
General Service - TransBUSfllon 
Private Outdoor Lightii^ Service 
Street Limiting Service 
TrafRcUghting Service 
Total Company 

Freaeat Pnvosed 
Revenue bicreaae/i[Dflcreaae) 

$1,050^50,746 
$742,018^27 
$274,6X9^26 

$7X^49,620 
$324,456^3 

S6.881.189 
$10,879,288 
$1^294.903 

$2^482,650^60 

$U9;295.249 
$90,407,752 
$46357,779 
$15.670323 

$115^25,171 
$553380 

S2,S4\fiAn 
S388.852 

$390,640354 

Percent 
hcreaaa 

11.4H 
122% 
16.9% 
21.9% 
35.6% 
8.0% 

23.4% 
30.0% 
15.7% 
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Table 2 
Die Toledo Ediion Company 

Proposed Short-term ESP Incieases 
No Generation Cost Deferral 

Residential Service 
General Service - Secondaiy 
General Service - Prunaiy 
Geneial Service - Siditransmission 
General Service - Transmission 
Private Outdoor Ligtiting Service 
Street Lighting Service 
Traffic Lighdng Service 
Totai Company 

PruBid 
Revenue 
$290,090,704 
$279379,142 
$112,735395 

$9,014,762 
$239,113335 

$1,835322 
$7,062,145 

$882,072 
$940,112,777 

Proposed 
Ittcrease/tDecrease) 

$41,983,659 
$3,661/^12 
^ 5 0 3 7 8 ) 
(;$352361) 

$125,170,341 
$412,163 
$645,956 

f$146,049) 
$171,024,443 

Percent 
Increase 

14.5% 
U % 

-03% 
-3.9% 
523% 
22.5% 

9.1% 
-16.6% 
1 8 ^ 

Tables 
The Cleveland Etecdlc Illuminating ConqHanr 

Proposed Short4enn BSP bscreases 
No Qen^vtion Cost Deferral hichides Cunrent RTC Levd in Propooed 

Present 
ReventM 

Residentfal Service $642,^0.054 
General Service - Seccmdaiy $813,867,408 
General Service - Primmy $30372361 
Gewal Service - Subnttumiaftion $262311,781 
General Service - Trannnittioii $45,793341 
Private Outdoor Lighthig Service $10,431394 
StreetLislitlng Service $17,993^022 
Traffic Lighting Service $1,400,081 
CEIConlrw:t8 $101^59,051 
TotalCompany Sl.926,788393 

Proposed 
Increase/CDeciease) 

$193364.797 
$313316,424 
$12,715,039 

$116,826331 
$21,971,988 
$3398,767 
$5,618,971 

$592,732 
$38,607,410 

$706312,459 

Percent 
Incraaie 

30.1% 
38J% 
42.0% 
44.5% 
48.0% 
32.6% 
312% 
423% 
38.0% 
36.7% 

The rate mcrease to CEI customers under lite FES S77.5/mWh proposal shown above is much 

higher dian for the other two Utilities because of RTC. The RTCs for Ohio Edison and Toledo Edism 



expire at the end of 2008. But the RTCs for CEI continue at their (smoA level until Aprfl 30,2009, at 

which time tbey wiU be reduced by approximately 30% - 35% and dien continue until the end of 2010.^' 

hi 2008. CEI collected $418.8 million m RTC charges^ or ^iproxmuitely S34.9 milU<m per mondL The 

above analysis assumes that CEI would not agree to waive its right to collect its January 2009 - April 

2009 RTC payments of approxhnately $140 million unless a Long Term ESP agreement is reoched. 

The Commission should recognize that FES needs the Ohio load just as mnch as the Ohio load 

needs the FES gen^atioiL The 56.5 million mWh that Ohio consumers currently buy fix>m the Utilides 

cannot easily be replaced. Ibis was recognized m FES' October 24,2008 waiver sspĵ ceAUm at FERC: 

"As explained below, under ar^ plausible outcome ofpendingreguliaoryp'oceetSngs in 
Ohio, the FE MBR [market based rate] Sellers will have to continue st^fytng a materied 
portion of the Ohio Regulated Utilities' loi^ requirements beginning in Jarmary 2009, 

* « * 

And, given the mt^ tude of the Ohio Regulated Utilities* generation needs relative to the 
amounts of uncommitted capacity in the regional bulk power market, it is vtrtutdfy 
certain that Applicants will be selected to provide at least ap^iion of th^ power sî ppfy. 
For these same reasons, if Applicants lUd not parAcipate, the ItquieSty and depth ofAe 
markets would s^er. 

Given the short lead times available prior to the equation of the cwreni rate plan on 
December 31, 2008, and the virtual certainty tha Appiicartts' generation will be 
in^licated umkr any new plan approved by the PUCO, the Commission should c ĵprave 
the tariff Amendments proposed herein, recognizing that the PUCO has rfte ability to 
protect Ohio retail customers against cffiliate abuse. "'^ 

As the de facto purchaser of billions of dolkrs worth of power, Ae Commission needs to exercise its 

buying clom for die benefit of consumers. Shice the Utilities will not do i^ this is necessary to protect 

against afGliate abuse. 

^ Case No. 05-1125-BL-ATA (RCP St^HilatioiO. 
"̂  Aflachment 2 at pp. 2,9 and 13-14. 



Risk is a two-way street While consumers would prefer a fixed price generaticm option (but not 

at the above market rate offered by FES), so would FES prefer the revenue stability of a known load and 

fixedpricing. On October 9,2008 FirstEnergy Coxp. took the extraordmaiy step ofissning a letter to the 

Investment Community to calm fears about its liqiddity positicm.̂ ^ This letter was also sobmhted to the 

SEC through a Form 8-K filing. On October 8,2008 FustEnergy Corp. and FES filed another 8-K with 

the SEC advising investors that "to enhance their liqui^ty position in the face of the ttaMent c r e ^ 

and bond markets" FkstEnergy Corp. and FES entered into a $300 million secured loan agreem^ with 

Credit Suisse under very stringent condMons.̂ ^ These 8-K SEC i U h ^ about liquidity underscore ib» 

value to FES of having a secure customer base and stable pricing. 

Well before die recent credit maiket turmoil occurred the rating agencies yt&t concerned with 

FurstEnergy*s exposure to volatile wholesale market picing. On October 18. 2007, Standard ft Poors 

lowered FirstEnergy's credit ratmg to BBB/Niegative fiom BBB/Stablc stating: "we revised die outlook 

because of the compare's aggressive efforts to expose its generating assets in OMo and Pennsylvania to 

market commodity risk " "Committing to a market-based Jutted for its genenOif^ assets couU danq)en 

credit quality. "'^ Mooify's Investor Services raised tbe same ccmcems eariier diis week: "Power 

con^anies that sell electricity at market prices face growing challenges, induing fewer trading 

partners, reduced electricity demand and cofOirmed volatility in commodityprkes ... M>o^'s kept the 

outlook for the merchant power sector at stable, but sees the cre^t crisis and a Rawing econon^ 

increasing risks for the industry, "^ 

The FES Short Term ESP proposal is not reasonable and i^uld be rgected. R is the product of 

selfdealing and afiBliate abuse. It would unnecessarily cause consumers to sufl^ rate inoeases of 15% 

'"̂  Attachment 3. 
'*Attafdunent4. 
' 'Attachment! 
^Attachment 6. 
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" 36% through the p^rment of above-madixt gcnoation rates and the payment of $45 million in 

distribution riders over four months. It would also unnecessarily burden shopping with a $10/mWh exit 

foe. In its place the UtiUties should be required to purdiase generation for non-shoppy 

Tenn MISO Option sponsored by OEG. 

2. The Short Term MISO Market Pfaui Of OEG SSioald Be Approved. 

OEO recommends that the Commission apptove its Short Term MISO ISIaiket plan. This would 

allow all consumers to benefit fiom the 24% decline in wholesale generation prices smce this case was 

filed. 

OEG witness Mr. Baron tracks dus declme m his updated testimony. Table 2 to his updated 

testimony is reproduced helow. Nfr. Baron used the same methodology as tbe Utilities* witnesses Mr, 

Graves to calculate wholesale market prices to serve load b the FirstEnergy contnd area. This is the 

wholesale energy and capacity price (phis reserves) withom any retail premium, or mark-iq», to account 

for shopping risk. For the January 2009 dnou^ April 2009 period die FERC«gulated wholesale 

market price has Men fiom S72.49/mWh as of July 15, 2008; to $6L85/imWh as of Septendxv 19, 

2008; to $55.26/mWh as of October 10,2008.^^ This is a 23.8% decline m three numlhs. 

^̂  Aa described in Mr. Graves' B testimony, die nurkec nte was developed ushig an average of Ctaergy Hub and PJM West 
t»ioes. 
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Tabled 
Average of Cfaieray H a b and P J M West Ponvard Prices 

Month 

Jan-09 
Feb-09 
Mar49 
A p r ^ 

Jao-AprAvg. 

Cq>adiy Cost Rate i S f m W ^ ) 
P«ak Load + Reseivct 
Capacity Cost (@ 120 D i^ ) 

Total Cost 

MWHSaJet 

$/mWh 

wi?.4;ffog 

366.491.657 
322.780327 
279337302 
282323.809 

1.251.733.695 

69.17 
13,327 

$110,619,431 

$U«2,353.125 

18,794.716 

$72.49 

?w-iy.^ow 

301.7HU2 
265.802.942 
239.778.174 
244.497373 

t.051.823.202 

69.17 
13327 

$110,619,431 

$1,162,442,633 

18,794.716 

$ 6 U 5 

Qs&l^Tm 

265.706,909 
233,954.477 
213.283,427 
214379.534 

927.9243«tf 

69.17 
13,327 

SUO.619.431 

$1,038,543,797 

18.7H716 

$ 5 5 ^ 

The most current wholesale market price in the record is the Octobo: 10» 2008 price of 

S55.26/mWh. The FES Short Tenn ofGer represents a 40% premium over this cunent v^lesale maiket 

price. In dollars, the FES Shrat Tenn offer represents a $418.6 million above maricet ovnpayment by 

consumers ov«: die four month period. 

The mechanics of CEG*s Short Term MISO plan to av<nd this $418.6 million ovochaige are 

First, the existing tariff or coonact generation charges as of Decemb» 3l» 2008 would remain in 

effect durii^ the first four mondis of 2009, except that die RTC charges would be removed fiom eadi 

tariff or contract as they expire.^ The removal of RTC charges as t h ^ exphe is required by ORC 

4928.141(A). 

Baron Direct TestinKmy at ppw 12-13. 
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Next, each Utility's total average generation revenue per kWh would be calculated based on 

calendar year 2008 data* This will betxmie the base-rate generation revenue for purposes of calculating 

future adjustments.^ 

Finally, the Utilities would purchase generation in die MISO day-ahead madwt to serve nonr 

shopping load. The Utilities could also hedge by locking in the pricmg for all or part of projected load 

for one or more mondis. The difference between each Utility's actual cost of wholesale MISO 

generation and its average base-rate genaaticm revame would be added to or subtracted fiom each retail 

tariff or contract on an equal cents per kWh ba^s in tbe following months.^ The monthly tme-up of 

base generation revenue collected in rates ccunpared to actual purchase power costs fiom MESO is 

similar to a fiiel adj ustment clause or gas cost recovery clause. 

This diree step (access would give the Utilities fidl recovery of their wholesale power cosis as 

required by federal law. The Utilities would suffer no loss. Retail rates would not diange daily. They 

would change (up or down) only monfldy to reject the MISO true up. Because existing tariff or 

contract gen^ation rates would be maintained (sutrject to the monthly MISO true-up) rate continui^ fin 

each customer would be achieved. 

No retail risk premium would need to be added to die MISO wholesale rate. As shopping 

custcmiera come and go» the Utilities would simply buy more or less in dae daily MESO maiket The 

Utilities would have no retail shopping or POLR risL 

Buying power fisr non-shoppers fiom die MISO administefed ^lolesale maikeit is operationally 

feasible, hi die MRO case the Utilities testified that if a wmning Uddex de&ulted on its supply 

obligations, then "the Concordes will procure the defaulted power in MISO administered markets at 

13 



prevailing FirstEnergy zonal spot prices."^ The Utilities finlher testified in die MRO case that if a 

supplier defaulted the Utilities could engage m hedgmg to manage MISO day ahead LMP price risk but 

would only do so if ordered to by the Commission.^ Therefore, the Utiliti^ obviously know bow this 

process works. But if the Commission has concerns about MISO's regulations, busmess rules or 

scheduHng protocols, then MISO should be contacted directiy. Presumably MISO will be very 

responsive to the efforts of a state commis^km hi this regard. 

An additional benefit of this Short Term MISO plan is that no FERC [̂yproval would be needed 

as there would be no duect afOliate sales. In cootia^ the FES Short Term ESP proposal would be 

subject to FERC q^proval unless die October 2 4 , 2 0 0 8 1 ^ waiver ai^llcation is granted m the i ^ 

mondis. 

We have developed the fi^llowing tables -wbkt calculate the rate changes each rate schedule 

would experience under the October 10,2008 forward price of $55.26/mWh. The tables do not uiclude 

the distribution rate changes which are a condition of die FES Short Term ofier. 

Tables 
CHdoEdiMmCon^MQy 

finpact of OUU Proposed Short-tenn BSP 
No DistTibation Ritte Change, Qoieratkn at $55^6 per mWh 

Residential Service 
Qeneral Service - Secondary 
Oenecal Servioe - Primaiy 
General Service - Subtransmission 
General Service - Tranamissksn 
Private Outdoor Lighting Service 
Snect Lighting Service 
Traffic Lighdng Service 
Total Company 

Present 
Revenue 

$1,050,950,746 
$742,018^27 
$274,619,326 
$71,549^0 

$324^36,963 
$10,879,288 
$1094,903 
$6^181,189 

82,482,^0,360 

Propoaed 
Increaae/tDecfeese) 

($102,398,622) 
($103,226,191) 

($44,027,333) 
($12,500,394) 
($65,507,720) 

($667,448) 
($377,451) 
($747,243) 

($329,452,601) 

Percent 
IJocrease 

•9.7% 
-13.9H 
-16.0% 
-17iH 
^02% 
-6.1H 

-29.m 
-10.9H 
•133% 

^ Case No. 08-936 Direct Testhnony of Kevfai WarveU at p. 14. 
^ M a t l 5 . 
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Table 6 
The Toledo Bdiaon Company 

Inq»act of OEO Proposed Short^erm BSP 
No Distribudon Rate C h a i ^ Generation at $55:26 permWh 

Residential Service 
General Service - Secondary 
General Service - Primary 
General Service - Subtransmisskm 
General Service * Tranamiaaion 
P r iv^ Outdoor Ligbdng Service 
Street Lighting Servioe 
Traffic Lighdng Service 
Total Compiffly "" 

Praaent Proposed 
Revenue hiciease/{Decreaae) 
5290,090,704 ($32,158,707) 
$279,379,142 ($50,544,178) 
$112,735,395 ($24,648,727) 

$9,014,762 ($1,687,204) 
$239,113,335 ($19,590,921) 

$7,062,145 $371,675 
$882,072 $57,736 

$1,835,222 $84,136 
$940,112,777 ($128,116,191) 

Peroent 
Increaw 

-11.1% 
-18.1% 
-21.9% 
-18.7% 

-8.2% 
53% 
6.5% 
4.6% 

-13.6% 

Table 7 
The Cleveland Blecnic nominating Company 

Ifiapact of OBG Proposed Short^emi BSP 
No Distribudon Rate Chaise, Generadoo at $ 5 5 ^ per mWh 

Residential Service 
General Service - Secondary 
General Service - Primary 
General Service - Subtransmiasian 
General Service - Transmission 
private Outdoor Lighting Service 
Street Lighting Service 
TrafBc Lighting Service 
CEIContracta 
Total Compaay 

Preaem 
Revenue 
S642,960,054 
$813,867,408 
$30,272,861 

$2e.5n,781 
$45,793,241 
$17^3,022 
$1,400,081 

$10,431,394 
$101,559,051 

$1,926,788,893 

Proposed 
Incnaae^CDecrease) 

$25,751,073 
$33^14,791 
$1,543,087 

$14,526,127 
$3,329,978 

$588,003 
$132,468 
$295,439 

$0 
$80,110,966 

refceni 
huapMie 

4.0% 
42% 
5.1% 
5J% 
73% 
33% 
9^% 
2.8% 
0.0% 
4.2% 

Consistent with the prior analysis, the CEI rate impact assumes that CEI would not agree to waive its 

right to collect RTC payments of $140 nullion absent a Lcmg Teim ESP agreenml That is yitty CEI 

customers would have a small rate mcrease. 
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The economic slowdown or recession this cotmtiy is currently e3q)eriencing may have a silver 

lining hete. NYMEX natural gas futures for months January, February, March and April 2009 are all 

currently tradhig in die S7/mmBtu range.^ When the Utilities* ESP was filed, diese sane gas fbturea 

were nearly double in price.^ Since natural gas generation sets the LMP clearing price m peak hours 

diis indicates contmued low MISO pricmg during die Short Tom ESP. 

We have also included a g n ^ showing the Cinergy Hub real time and 6e^ ahead prices wfaitdi 

actually occurred over the last twelve mondis.^ The future will obviously be different, but frran this 

graph you can see that Cinergy Hub LMP pricmg has been below $77.5/mWh for the vast minority of 

the ho ws over the last year. Agaui,ke^ in mind that an eoononiicsbwdown and low natiual gas pricea 

will tend to dampen LMP pricmg even fiuther. 

Under these circumstances, reliance on die MISO maricet for generation ioe non-shoppers is a 

better choice than the above-market FES Short Term BSP offer coiq>]ed with shopping Ifanitations and 

unnecessary distribution riders. 

5. A Four Month Generation Rate Freeze Would Be A Reasonable Compromlae. 

Frcezii!^ die existh^ 2008 generation rates for the first four mondis of 2009 would lesult m an 

effective generation rate fbr Ohio Edison of $67.92/mWh, for Toledo Edison $67.28/mWh and ftr CEI 

S47.86/mWh.^ This rate fiiee^ analysis takes into account the fiu^t that the RTCs fbr Ohio ^ ^ 

Toledo Edison expire at die end of 2008, but will continue for CEL The weighted average generaticm 

price finm FES needed to fi:eeze existing rales is $60.77/mWh. This is a 21.6% reduction hi die FES 

"Attachments 

^Attachments. 
^'^Anaduneot9. 
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short Term ESP price. Considering that in the last diree months ^wlesale generation prices have 

declined by 23.8%, a price of $60.77/mWh seems reasonable. 

Ibis proposal would result in all customers, including customers currentiy served under spedal 

contracts which expire at tiie end of 2008, to mamtam stable rates fbr the first four mondis of 2009. 

Staff witness Mr. Foilney made a similar proposal at page 10 of Us direct testimoiiy, excqit thai be 

would also add a 2.5% surcharge on each customer's 2008 bill. A 2.5% surcharge on 2008 total bills 

would yield approximately $44.6 million m additional revenue to dw Utilities over the four month 

period. Sta£rsappn>ach to impose a 2J% rate mcrease on each ratepjQrer for fburniondis is reasonable 

and should be offered to the Utilities as an ahemative. 

In order to jnovide FES widi a stable load die non-bypassatrie $10/mWh MDS charge could be 

imposed fbr four months to limit customer migration through s h o | ^ g . Ffaially, an additionBl hicentive 

to consider would be to dtow the two distribution surcharges to operate thus provicfing the UtilitiK 

an additional $45 million. 

RespectfuUy subnutted, 

David F.Bodhm, Esq. 
\Odiael L. Kurtz, Esq. 
BOEHM, KURTZ & LOWRY 
36 East Sevend) Street, Suite 1510 
Cuichmati, Ohio 45202 
Ph: 513,421,2255 Fax: 513.421.2764 
E-Mail: dbochm<g?BKLlawfirm,com 
mkmtzigiBKLlawfimLcom 

October 30,2008 
COUNSEL FOR THE o m o ENERGY GROUP 
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s u m liio 

anKmsxtu owo 45201 
teUFHCSNB (513) 411ai55 

T ^ 

IMJUW. 
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Public Utilities Comniission of Ohio 
PUCO Docketing 
180 B. Broad Stieet.lOdi Floor 
Columbus, Ohb 43215 

In rei C I M NO. I S - ^ ^ S - ^ ^ ^ Q 

^ ^ F W 15131 4Z1'Z7M 

SeptembR29,2008 

c s 1 
0 3 ^ 
0 V? s 

0 e* *• a 

DearSiK/Madam: 

Please Hnd attached tbe DtRBCT TESTIMONY AND EXHIBITS OF STEFF1EN J. BARON on tlie 
subject of eltcmative CSP plan, rate mitigaiton plan, and intem^bie ptovisione filed ON BEHALF OF THE 
OHIO ENERGY GROUP ("OEG'^. 

ofnie. 
Copies have been Bervm) on ftll parties on the attached cettifieatc of service. Please place thia document 

mxkaw 
BneL 
Cc: CBitiflcafiB of Servioe 

Ctnimum Attn K Sdirifaer 
konda Hartmin Pcrgtn 
Valeric A. Ummle 
Paul A Centoldla 
Chctyl Roberto 
Oresory Prioci Hearing ExamiflBr 
Chrinine Pirfk. Heiring Examiner 
Stevo lABaer, Esq. 

Respectfully ypurs, 

David F.Boc}iin,Xsq. 
Michael L. Kurtz, Caq. 
BOEHM, KURTZ & lOWRY 

ThlB 1* t o c a r t l f y t h a t t h a l aagea appaar ing a w an 
aoottrat« wid •soi'^.'^te ^juproductlon of a caaa Ct io 
doeunent deliv«ww wi cHa r egu l a r courae of buainwa* 

/ : 
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CLEVELAND ELECTRIC ILLUMINATING 
COMPANY, AND THE TOLEDO EDISON 
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Stqfhen J* BwvH 
Paget 

1 L QUALIFICATIONS AND SUMMARY 

2 Q, Please atato your nimae and bmhtctinddreas. 

3 A. My name ia Stephen J. BaicfL My tmaitteaa addt^a is J. Kjmnedy and Associates, 

4 Inc. CKjermedy and Aaaodates*^, 570 Cofotiial Fade Dtive, Suite 3G5, Roswdl, 

5 Oeot^a 30075. 

e 

7 

8 

9 

10 

11 

12 

13 

14 

1S 

te 

17 

ia 

19 

20 

Q. 

A. 

Q-

A, 

Whnt la your oceii|Nitioil and by who arayiraeiufiiloyed? 

I ain tbe President and a Princtpal of Kennedy and Aasociataa» a &in of utility nile» 

planning, aikl ecwomic considtanta in Atl&Mta, Oeor^a. 

Plenflt deacribo brfefiy the nature of the crasuUng servicea ]UPovided by 

Kennedy and Asaoctatea. 

Kennedy and Asaodatea provides conaultmg services in fhe dectiic and gaa n t i % 

indttstries. Our clients indude state agendes and indushial d e d d c ^ cDnsumaSi 

Hie ikm provides expertise in system planning, load fbncastingi £uiandal analysis^ 

oos^o^servf ce, and rata design. Cunent fMeats indude the <kai^a and Louisiana 

Public Semoe Comndssiona, and industria] conaumor {groups tbrou^^iont the United 

States, MyedncationdbadK^i^imdandpro^sastonidcxped 

Baton Exhibit _(SJB- t ) . 

I, Kennedjf ondAssedates, Itke. 
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StqrhenJ.Baran 
Page2 

1 Q. On whose bdialf are you lestA^g in thU proceeding? 

2 A. I am testifying on behalf of The Ohio Enecgy Group C^EG"), a grai^ of largs 

3 industrial gustgmers of The Toledo Ediaon Coo^any CTE"), Ohio Ediaon 

4 Company ^OE**) and The Clevdaad Electrio Illuniiaating Company CCEf), 

5 herdnajftorrcfen«dto8B**didGonipaQJes". Ilieniembers of OBG wbo take servioe 

B jnmtbo Companies are: Air Produds A: Chemicahi, bo., AK Sted Corporatioti, 

7 Alcoa Inc., ArcelovMittal, BP-Kusky Refining, Inc., Brash Wdhtian be., Chrysler 

8 LLC,, EI. DuPont dc Nemours & Co., Ford Motor Compony, Johns Msnvllle 

s (Berkshire Ha&away), North Star BlueScope Sted, LLC, PPO Industries, 1nc;» 

10 Republic Engineered ProductSf Inc., Sunooo Toledo Refinery, Severstal Warren, 

11 Inc. (fbrmerb^ WCI Sted, Inc^ Woithington bdustziea and Linden Inc. 

12 

13 Q. Have yon prevlotts^ presented teatinioiiy in any of Ilia CmnpanlsB' e m n bi 

14 Okbi? 

15 A. Yes. I have previously testified in Case Noa, 88-171 and 88-170L I have also 

16 testified in Case Nos. 99-1212, 99-1213, n d 99-1214, the 2000 ptoceediogB in 

17 whidi ihe Catr^amGa* tatea were unbundled and die Companies warn restruotured 

18 to unplemeot retail campetitxnL I also have leatiflM in Case Nos. 07-551,07''552, 

19 07-553 and 07-SS4, and have filed tesdmur^ in Case Nos. OS-124 and 08-125. 

20 Finally, I have testified in (he CompanLcs' MRO proceeding, Case No. 08^936-BI> 

21 SSO. 
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St^dunJ,BaroH 
PegeJ 

1 

2 Q, What Is lAm purpose of yonr leatimomy? 

I am addressing a number of issues rdsed by die Companies^ ptoposed ESP 

assodated wito {ts requested rates and tidera. First, I will he addressing die 

Companies'laopoaedUmgTemi and Short Tetm ESP SSO piocunm IwiU 

address Ae fanpad of the Companies' discuss die Companies* pioposed oonSracts 

for generation squply from FBS and diacusa on altecn^tive pcocorement strategy 

8 using an active portfi>l]o appcoadt.^ 

9 

3 A. 

4 

5 

6 

r 

10 

11 

12 

13 

I ai« wiU also discuss the Cotnpanies* propoads on large mduatrid rato adiedules 

and fee ladc of a teasonablc mitigation proposd to It plan. In Ms regard, I will 

discuss an OEG pKipossl to ndtigde flte rate increases p ^ ^ 

ESPs {or dtemative ESPs approved by die Commlsaion) diet wUI promote 

^^ econottdcdcvdopmcnt 

15 

16 

17 

20 

21 

I will dso addnsi the Companies' proposed Economic Load Response lider 

CELR") and reoommend apinnidate ai^ustmaits dut will mid» die rider more 

10 reasonable. 

10 

I virffl abo address dM Compamea' proposed nwbypassahle I cent per kWh 

generation charge associated with provider (^lastt««oit(POUl) TMs^iiargD, 
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Stephen J, Boron 
Pegei 

1 which is induded m die generatkm rate ?tx each Compsipy, ^^ designed to 

2 compensate die Oimipanics for supplier risk in providhig POLR standard ofifor 

3 service^ I wiUreccmmicndwyustmenta to thia charge. 

4 

5 Q. WoaldynnptoastaaniunarfawyoirtcstbwHiy? 

6 A. Yes. 

7 

a 1. As discussed by OEO witness Lane KoUen, die Cotr^oanies' proposed Long 

g Term ESP generation rate ia not reascHsable. As an alteniativei OEG rcoommcsids 

1Q that die Companiea issue lequests ^ pnq^mala ftr all fincta of wholesale 

i l generation sî »p3y sufficient to meet tbetr POLR raqnirements. The uldmato goal 

12 should be a least cost portfolio of wholesale generadng resources to supply those 

13 consumras who do not shopL The sh(^ipiiig risk, <»rPOLItresponsibi]i^, should be 

14 retained by the Compuuos. 

16 

16 2. The Companies' Short Tenn ESP proposal ia not reasofis^le and shnuid be 

17 modified, Ifa long term ESP is not in place, OEO recommends dut the Companies 

18 purchase energy via die MESO daQî flheadmarkcL Ibe eidsdng generation rates lesa 

10 RTCs aa 4uy natnraUy expire should be oontinnedt sidQoct 10 an adjustment to 

' OCG wilneM Lano KoUen t h o iddrwNS tbe CompttdA* Looa Term ESP SSO proGuremeiit pnposaL 
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Stephen J» Banm 
Pages 

1 teQeot the diffbreoGe between the revenues produced by dio correat effcctivB 

2 g«iuratLonra[tesandtheoostofacteal;;mrchasesfit)m^^ 

4 3. The Companies' proposed rate increases in 2009 under die BSP do not 

5 consider die state policy to &cilitato Ohio's csompetittvcness in fiie global economy. 

8 ht psidedar, The Companiea' ESP rsfte proposals M to adeqosA^y n ^ ^ ihc 

7 increasee to large iodufitriatqustomera. bt some cases, the Companies are proposing 

8 industrial customer iiiGreaaes hx 2009 (versus 2008) of more dsan 33H, while 

0 proposing rote reductions to the oommeioiBl custotner dasa. No nistitcc how 

10 whî Qsale power for non-shoppers is procured^ the increases for eedi Compai^ 

11 sboidd be modified u ^ dw following daree principles: 

12 • Readdoitlfll r^tes shonid reflect the biereasca augpated by Om QmipanJaa 
13 (if the fDed ESP rates are adopted) and net be charge any eestsaiseefieted 
14 willt mte mit^tiott umkr tiUa pilanu If akematlva wholesale gmeratton 
16 mtea ar t ai^reved, Ibm restdcntbil rates should be edjested aceintlliigj^ 
10 te reeevcr the resfdcottel clam share of costs, whfaont any addhteoal 
17 mitigadoii chars^ produced wkder Ais pleu. 
18 
10 " Nd rate sdiedolc ihoold raealve an teereeie greater than **1 Tfana^ the 
20 rnvrage Increaie^ 
21 
22 " N o n t e schedttle should reeatve a rate decrease if odur schedules s i t an 
23 (tMrease* 
24 
2S 
20 This rate mitigation plan nuxterates die fUll eiSbct of wlwlesale price increaaes by 

27 increa6fflgfoenon-l'ypas8aMeBDRchai:getonoiM:e6idet^idcustoinei5. Hiisplaa 
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Stqfhen J* Beron 
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1 is tevenue neotral to die utilhies and promotes economic development and job 

2 rctentioa 

3 

4 4, The Compatdes have inootporatod a 1 cent per kWh dhargie in the 

8 base geodiation rates of esdi Gompacry to provide oompcnsadon to fhe Contpanks 

6 due to dieirobligationa to provide POLR service to customer, who may switeh to an 

7 alternative s i ^ i e r daring die tenn of fire ESP. This chnigeb non-bypassable and 

8 is induded in die BSP generation rates (via Rider GEN) and scparatdy charged to 

9 shopping customen via Rider MDS. l U s charge slundd be waived f(V ESP 

10 customers who either a) agree to forego dudr tight to shop during dw diree year 

11 tenn of d» ESP; orb) agree to not telce service under die BSP and, tn die event of a 

12 return to POLR service^ agree to waive dictr right to take service under die ESP and 

13 accept market based rotes. 

14 

15 5. Ibe Con^anies have proposed en Bconomle Load Respuue (""ELR") rider 

18 that o£fors existhig intemiptible and ^wdal contract intcmiptibte customera an 

17 option to receive addidonal intemiptible credits if these customers agree to an 

IB imlimitednucnber of economic interruptions. OEC recommends diat dw proposed 

10 ELR rider be modified as follows: 

20 a„ Economic mterruptions will be invoked when dw day-ahead LMP 
21 exceeds 125% ofdw BSP generationiate for three oonsecotlve boms 
22 
23 b. ficQnofflicinterrupdonaarelimitedtol,OOOhouraaflnuany. 
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1 

2 6. The Companies are proposing a Capachy Cost Adjustment Rider C'CCA") 

3 to recover the coats of additional ceciuired reserves during foe monfos of May 

4 throu^ September̂  in dw event foat dw FES capacity avaHable to the C!ompGuues is 

5 insnfScient to provide such reserves. It is inappropriate to charga dds c^ncity rider 

6 to inteiTuptible load. The requuement to obtain sufficient annual planmng reserves 

7 is an obHg^onofthe Companies, based on dwir firm ]oad» not intcrruptible load. 
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1 IL LONGTERMAN0SHORTTERMESPPROCUREMENTS 

2 

3 Q. OEO witness Koflan has rahed ceneents r^nntlng the reeSmiabteAess ef tbe 

4 Companiea* proposed Long Term ESF procurenent rates hi his testimony* Do 

5 yon have any reeommendntions for an attemetlve approach Ihet oeuld be esed 

8 by the Conqianies to preenite POLR supplies under the LoiQ Term ESP? 

7 A. Yes. to my testimony in Case No. 08'93&'EL-SSO, wMdh conoened foe 

8 Coft^panies' NfRO procurement, I recommended diat an octtve portfoUo agptoedb. be 

9 used to obtain the neoee$ary wholesale generadon suppEes for the distribution 

Id Companies' non-shopping customera. A sbnilar procurement qspnwch should be 

11 implemented to obtain generadon supi^y for the ESP as welL 

12 

13 Q. Woald yon describe approach that you recommend te ebtnbt POLR 

14 generation service for the Companies? 

15 A. The ComptRtdes should issue loqucsts for proposals for all focets of wholesale 

18 generadon supply aufBdent to meet its POLR requirements. The uhhnate goal 

17 should be a least cost portfolio of wholesale g«wrating resources to supply diose 

18 oomumers who do not shop. The retail flopping iisk» or POLR respoasibili^, 

19 should be retained by foe Conywnies. The Campanies should be folly 

20 conqi^SAted for dua risk by rates set by dus Commission. The POLR risk shouki 

21 not be outsourced to the wholesale getwradonsuppHenL 
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1 

2 Q« Why ere ymi proposing an ESP procurement procete that places the POLR 

3 risk on Toledo EcHson) Ohto Edison and CEI, instead of FES or other 

4 wholesala suppliers? 

5 A. A procurement process wherein the Ckmipanies obtam, via a competitive sealed 

6 bid RFP process, blocks of wholesale power, rsthar than foil requirements service, 

7 pUoes the risk of POLR supply on foe Companies. As a result^ the coat of 

8 wholesale genendon shotdd be signjidcantly reduoed. The supplier risks irdwretd 

0 in a foil requitemente POLR aervice solicitation were quantified by dw 

10 Companies' witness Scott Jones in this case. Dr. Jones explained how thnd 

11 parties who bid on supplying non-shopping load must foctor m many difKsent 

12 types of retad risk. According to Dr. Jones, «4wn utilities out-source dw 

13 responsibility and risk of POLR supply to third parties, the resuk is a retail maric'* 

14 up over dwwholesab generation price of between 17%-40H. Keep in mind that 

15 this retail mark-up is over and above the abeady h i ^ FERC regulated wholesale 

18 market genervtion prices established through dw MI30 or PJM locational 

17 marginal price (LMP) process. 

18 

10 Table 1 summarizes foe '^arghis,'' m excess of the wholesale cost of generation 

20 diat Dr. Jones haa estimated for the years 2009 tbrou^ 2011 imder a competitive 

21 foil requirements fiolidtation. 
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3 

4 

6 

6 

7 

a 

d 

10 

11 

12 

13 

14 

15 

T i b i a l 
Estimatsd Procure mart Nfarnina In Excsn of FERC RiOiihtad Whohsala flSsrlDrt Prtct* 

20Qj 201Q 3011 ToM 

CNrsd |4,422,9Q0;2ie $4^;UI2,aQ9 $4,391,560,987 $13,034,743,712 

Retail Margin above i M i t $ 731,974,981 (1.4S834,033 (1.751,336.938 I 9,981,586,921 

TDlBlGosttO Retail Customefi $6,174,935,177 $5,675,458,342 $8,142,917,922 $19,993,309,841 

*ScKiTO:DirictTaitimeiiyQf5fttfJories.Exlilfaiba9endl0' 

As can be $eeA &om Dr. Jones' analysis^ the estimated retail '^margins" dut 

customers would have to pay over and above dw maiket based wholesale 

generation cost arc nearly S4 bullion during die three year period This is 

equivalent lo a margin of S22.86 per mWh. This is a very substaoHal payment 

dist msy be reduced if the CTompanies procure wholesale bk)ck3 of power, use the 

MISO mAiket for load Mowing and abaoib the POLR risk diemsdves-

Q. Should the Companies be permitted to recover all of their competitive^ bid 

gmeratlon supply costa undor yoor proposal? 

A. Yes, to dse extent diat 3udi costs wore prudently mcutied. The Companiea rixmld 

conduct a competitive procurement usmg an RFP process for wholessle blocks of 

power and other neoessaty generation services bo meet POLR load. Based on a 

reasonable mix of fixed Uock wholesale oontanda and spot purchase and sales 
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1 contracts (to deal widi load foUowingi sales forecast variation. shofi|nng 

2 migration, rtc) dw Companiea would eQbctively absorb dm risks cited by Dr. 

8 Jones. The reasonable costa associated widi these purchases to meet customer 

4 load should be recovered ttom oustomers «dio take POLR sendee subject to 

8 Commission spproval. Under dds procurement e^i^ach, die Conomission would 

8 have oversight on the level and recovery of die unpUdt "risk prendumflT' being 

7 charged to customers- Ihe Comntission would therefi»e have the oblHty to keep 

8 die tetail risk premium below du $4 billion amount esthnated by Dr. Jones {an 

0 average of SI .33 billion per year), 

10 

11 Q, Hnve yon reviewed the Conopenlea proposal to tanpl^uant n ShertTerm ESP, 

12 fai the errant thnt the Omimisakm bes not made a determhuitlen on the £SP 

13 proposal bitlnie to bnpilement it by Janoery 1,2009? 

14 A. Yea. The Short Term ESP, wbldk nnist be approved by the Commission by 

15 November 14,2008 or it ia automntically withdrawn, is an otOa by die Companies 

10 to die Commisaton for a tomporary SSO Pricing plan that will be in effect fbr die 

17 pcdod January 1, 2009 duougb ^ 1 30, 2009. If die Commission appioves die 

18 Short Term ESP, according to die Compsnies s^plication, 'Hhe Commlanon will 

10 have esuybllshed known ratea dud will be in efifect on January 1,2009, in die event 

20 diat thore is no approved ESF acceptable to die Campanies widtin die ISO day 

21 period provided pursnaid to Am. Sub. S. B.221 / ' 
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1 

2 The rates and terms offhe Short Term £SP sre die same as those ofthe longer term 

3 ESP except that d » average base generation rate is 7.75 centa/kWh (8.75 cents/kWh 

4 cunrent dKGrgOi, 1.0 ccnts/kWh deferred).^ 

5 

8 Q. How does thb proposed averaqes base generation rate ef 7.75 eenis/kWb 

7 Gompwe to the proposed longer term ESP aven^ginieration rale for 2009? 

8 A. The longer temt ESP proposal tetiuests a 7J0cent/kWhavenigegeneratlan rate j ^ 

a 2009. The Short Tetm ESP geoeration rote is duis 3.3% greater than tbe LomgTcrai 

10 ESF proposed base generation rate fi?r2D09. 

11 

12 Q. Do yon have any eonecma witli the Companies* propoaed Shu l Term ESP 

13 proposel? 

14 A. Yes. For die reasons discussed in Mr. Koiln*s testimony legardkig die proposed 

15 Umg Teim ESP genoration ratea, I believe that die Short Temi ESP proposd 

16 reasonable and shouki be modified. 

17 

18 Q. How shovtd the Companies' Short Tcrni ESP prtdn% proposal be modUM? 

19 A. OEG recommends that fhe Companies pardiasc energy ftrnon^bopphigettstomecs 

20 via die MISO da)hdiead madcBt The Companies'ensting geoemtion rales should 

' CirfHinpRyvi«knsof tl»1imeortBimESP doDOtatiplynlitadto 
Devekiponat Rider. 
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1 be contimied, subject to an odiustroent to reflect the difElerence between Ute revenues 

2 pnxluced by the currentiy eflbctive generation rates and tbe cost of actual purchases 

3 fiom die MISO day-^headmadocL In addition, du: RTC should be eliminated fttxn 

4 current rates as it eicpues.^ 

8 

8 Q. What mechanism should be establtabed to hnplcmeat thb proposed Short 

7 Term ESP? 

a A. The most appropriate mechanism would be te Implement a p u n n e d power 

0 recovery rider tiiat would compute die difSbreoce between dw costs each ffioodi 

10 assodated with powa purchases and die itvenues produged via tbe existing 

11 generatkm ratea. The Companies should be pemuttcd to recover all of dieh'costs 

12 associated with obtaining die POLR supply diat ate not recovered via tbe edating 

13 generati<m rates or odierrideri (such as the transrnisslon coat RCovecyrider>i TMs 

14 would bdude andllary services, capacity costa, oongeetiw diarges snd any odwr 

15 costs mouned, hi excess of die revenues produced by die existing generation rates 

IB (less RTC as it naturally empires) and the e?cisling transmission chacgSB. 

17 

18 Q« Halve yon made any anailydB of tlit estimated cost «f acqujbrhig snergy on tike 

10 MISQ day-ah«i^ market for 2009? 

20 A. Yes, I have summariased my analysis in Table 2, which fttUowa. Based on die July 

21 13, 2008 analysis of PJM West and CuKiiy Hub forwanlprioespraaeated by ^^^ 

^ The RTC WiU temviiide at tte end of 200S lot o£ and TE cuitooNM. 
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Graves, the e3q)ected price for energy and capsctty for the four mondia ending April 

2009 wouki be 7.249 ccntalcWh. Ush)g an i^Klatedanfibsisofdie same PJM West 

and Cmcrgy Hub forward prices as of September \9, 2008, the expected price for 

energy and capacity for DM four mondia eodmg April 2009 would be &18S 

cents/kWh. The diflEfariaioebetweao die 6J8j«iit/kWh rate and die C o n q ^ 

proposed Short Tenn ESP g^eration rate of 7.75 ccots/kWh is S294 million for die 

four momh pcdod January to April 2009. 

Table2 
AMraoe of Clnofgy HUb and PJH Waet PcMward Prteee 

Mgntfa 

J a r t ^ 

len^AwQ. 

Capody CoBfcftate (VknWMay) 

CmwalVCMt(9f20Diyi) 

toMCoat 

MWHSiNe 

SAnWh 

3flft4»l.e57 
322.780.32T 

i;rai.7a3.6ae 

W.1T 

. l \W 
$V0fi\9.43l 

S1.3aS.3S3.12S 

ia,794,7ie 

t a t $ 

Surf. iflL gfloa 

301,T44,il2 
2e5M2JMa 
zM.7re.i74 
2A4A9rm 

1.051 ,a2a;2i»E 

6a.i7 
1X317 

«1fO.S1A43t 

S1.1S2.442,a33 

18,794,719 

SBias 

Q, Should the Companies, or their agen^ empfay bcdgiag to provide 

prkea dnrlng this four nmnth period? 

stable 
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1 A. My recommendation would be to permit the Companies, via didr agent, to engage 

2 in hedgmg, if that ia determined to be cost cfBxtive. 

3 

4 Q. Are yea recommending that Ike Companies participate dhractly in the MISO 

5 day-ahead market? 

8 A. Not necessarily. The Companies can eidierdect to partidpatn directly in foe MISO 

7 market or issue an RFP to obtain diis product firom a diird party. The Conipaniea 

8 should also evaluate die costs and benefits ofpurchaangSnaDdal hedges. 
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1 DL OEG PROPOSED RATE MITIGATION PLAN 

2 

3 Q. WouM yon address the Companies' prepossis to mitlg;ata rate bicreases under 

4 their respecth^ESrs? 

8 A. Aa dtsoussed by various Compames' witnesses (e.g., Dav)d Blank, Gregg HusEung) 

8 in their testimony, the Cmi^anles have proposed a nunfoer of so-called **tMn 

7 mitigation** ridets diat are designed to fidlitate a leasenable transition 8x>m the 

8 cnomt RSP rotes to die pr̂ ^yosed m ^ diat would otiierwtae prevail under dieff 

9 teqpeotive ESP's. For eKemple, Mr. Hussb% testifies at pajpe 5, line 9 of Ids 

10 testimony that* 

11 Tbe transition from histoHe rate levda and sinutwes to proposed ratea 
12 must l» accompUihed ttiraugh a reasoned and gradmit appnmdt In 
13 order to aeoompKsh Qie objective of mitigating cuatomer b^iaela. 
14 iBcorporatfaig the concept of gradaalisni is a nscAii tool In nunagbig 
15 overaUeustoanerln^wettreaaitiiigfniBirtttodasl^obJeetivea. 
18 

17 

18 Q. Do yea agree with Mr. Rusaing's stated rate raitigatkNiobJectivaatntMk case? 

19 A. While 1 agree widi the ContpBcdes' stated ot]jectives, a leview of die proposed mte 

20 mowaaea under die ESP*s shows dut the utilities have not come c^ose to 

21 mcorpOFBtitig gradimHam into dieir mte proposals and have foiled to adequahdy 

22 mitigate die increases to large industrial customers. 

23 
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1 Q. 'What increases ore the Companies propoatng fbr 2009 under their respective 

2 ESP's? 

3 A. TaUe 3 below summarizes dae percentage rate mcteasca by rate class for eadi 

4 Comparer in 2009, compared to 2008 rate kveU. Rate QT Is Ibe transmisdon 

5 voltage rate used to serve Isrge industrial cushsmera. As can be seeo, for some rate 

e schedtdes (for exantple, Ohio Edison rate OT, Cleveland Electric lUumuuting rate 

7 OT and Toledo Edison mte QT), die proposed ESP hicreases are many nniltiples of 

8 the average retail increaaea for diose Con^panies. h the esse ofToIedoEdison^ die 

0 Company is proposmg to mcrease die GT Industrial rate by 33-8%, compared to m 

10 average retail increase of d.98%. At die same tioie^ Toledo Edi8<Hi is proposing 

11 sigpifioant rate reductions for the oommodal customer dasses* Ibe GT industrial 

12 rate inoea&e is nearly 5 times as large as die average increase^ This cannot possibly 

13 be conaistcnt with die concqjt of gradualism sopportedhy Mr. Husnng, 

14 
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" Tabte3 
Companiea' Propoeod Rate incieaeee 

1 R9 
08 
QP 

osu 
QT-

. POL 
STL 
TRP 

CONTRACTS 

TOn-ALCOWPANY 

2009/2008 

2^% 
2.SSH 

3.3» 
8.60% 

19.83% 
2.48% 

wjsytk 
12.36% 

5.23% 

PetoentHfle 

SI 
* 

ftl7% 
4.77% 
223% 
1.74% 

i3wSa% 
2829% 
17.20% 
21.3S% 
-892% 

4.02% 

•tcraassa 1 

Ik 

5.73% 
-a.82% 

-10t27% 
-14.68% 
33.03% 
18.17% 

1.SS% 
-2&6G% 

098% 

Q. Do the teereases shown Ui Table 3 reffcet all of the Companies' proposed 

midgation assistance? 

A. Yes. Tbese include the foil extent of the Companies* hnuted attempts at mitigatfon. 

R should be obvious diat these rate miligRtion proposals are sunply msuffictent to 

accoD l̂ish any reasonable gradualism objective contrary to die staled oljectrves of 

the Companies diat I quoted earlier. 

Q« Are the tecreaaea proposed tn the ESFs oonsiitent with Oblo state pottcyi aa 

rcqnind in Ohb Revised C o ^ §4928.02 and SB 2217 

A. No,notinmyopiman. ORC §4928.02(A) and (N) provide dear guidance te the 

Commission hi cvahiating die Cotnpamea'ESP. These poU^oljectives are: 
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1 (A) Ensure the availabttlQr to comamers of adequate^ reliable^ safo» 
2 efficient^ mmdlBcrlmtaatory, and reasmiably priced retell clectrie 
3 sendee; 
4 
5 (N) Facilitate the staters eCfectlviness In the s^bideeottomy* 

7 

8 hicrcBses for the CcHnpaniea' largest industrial manufactuting tirms in die range of 

0 2 S% to 34%, ooropared to retail s v e n ^ increases In die 5% range, do not comport 

10 witii Ohto state policy lequiringxeasonably priced deotric service and cleaity do not 

11 '"^siliiate die state's efieetiveneas in die ^obal ecoskamy" A more substantial and 

12 reasonable nutigetioti planis teqcured. 

13 

14 VfhiU ivasonably priced eledrie power will iu7t save Ohio's manufocturmg sector 

16 byitseL^itwillhdp. From January 2000 to foe first quarter of 2008, Ohio*a goods-

18 producmg mdusbles (manufoctuiingi construction, natural resourcea, sod mining) 

17 lost 2^,5% of didr employment tn the last eight mondis tins nte of decline has 

18 accelerated. From January 2008 to August 2001^ C^o's unnnpkymeat lata 

19 increased by 34.3% (fiom 5.5% to 7.4%), Hiis is 115,888 additicmal uncmpfoyed 

20 woricera. Heavy manu&oturteg is oorMcohated in die Coo^amea^ service 

21 teiritoriea. Aocordinftfo tbe Ohio Dcpattmem of Davdopmeot, in 2007, Ohio had 

22 201 large manufacturing plants. Ofdna total, 161 ate located hi counties served by 

23 

24 
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1 Q. Can tiie ComnUssion Improve the rate xKidtigatfra pbm proposed by the 

2 Compaaies te accompiisb the statntery objedivcst 

3 A. Yes. The Commission can untaove die proposed rate mitigetioD {dan to more 

4 reaaondbly £#iy die ooncepts of gradualism to die ESP xates In order to promote 

8 state policiea» espedaliy economic developmeiit I n a numberof pdor oaseŝ  di9 

0 PUCO baa adopted the regotetoty concept of graduadism in sppvoving incieases to 

7 rateclasseSi 

8 

9 Q. Haa OEG devcieped an altenntiw rate alhicatloiB methodology that piomotee 

10 the pol i^ ol^ecthrsfl of the state 7 

11 A. Yea. OBG recommmis tint dw approved ESP ivvemie hicreases for mjh rdb ;^^ 

12 customers be aUocated to retail rate sdiedulea using the folfowingtfaiM prim 

18 1. Reaidenttel rates shonid reflect tide increases suggested by fhe 
14 CoB^anica (If the fUed ESP ratea are adopted) and not be idtarged 
15 any coste associated widi rate niitigafion andsor Ihte plan. Iff 
IB alternative wholesategisiiicratiaa rates are approved, then resideiittel 
17 rates shooM be adjhisted aeeordfaicbr to reeorar the reridenttel ctess 
18 sliare of eoatey wftiyout any additional mitl^Btlmi dhargea prodneed 
19 under tlilipiuL 
20 
21 % No rate sehcduteshoaJdreeeire an inenise greater tbian "2 Thues^ 
22 the retail avetitge hierease. 
23 
24 3. No rate schcdote shonid reeenre a rate decrease if edier sdMdnlaa 

28 getaninerease. 
28 
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1 

2 

3 

4 

8 

8 

7 

8 

9 

10 

These du:ee principles should be sdopted by die Commission no matter how 

wholesale generation supply is obteined for non-chopping load. These three 

principles can and should be applied even if die whoteaalo supply proposal fiwn 

FHS is rqfectod. 

Baron E9dubit__(SJB-2) preaenta die results of tbe OEG Rato Mitigation Pltti aa 

applied to the FES offer* This Table is for illustrative purposes only, as I bdieve die 

FES generation s i ^ y proposal Is not rcasnuble and slunild be rejected. Talde 4 

summarizes die 2009 (versus 2008) increases fbr each rate schedule under the FES 

offer. 

11 

12 

tabla4 
0E!0 Mtttgaked Propoaed f tete men 

RS 
68 
OP 

OSU 
OT 
POt 
3U 
TW 

CONTRACTS 

TUTA COMPANY 

2009/2008 Peroentaae 

£28 

2.38% 
e.31% 
s.ie% 

10.47% 
1WT% 
5.23% 

ID.47% 
10^7% 

a.23% 

OL 

fl»1T% 
4.B1% 
2.00% 
i.ao% 
9.M% 
g ^ % 
9 ^ % 
e.24% 
0.00% 

^SSL 

BBSCe 

Inereasoa 

IE 

8.73% 
4.74% 
aM% 
0.00% 

13.93% 
13.93% 
1}.77% 

Aoa% 

flLS6% 
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Q. 

A. 

Q-

A, 

Q-
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Would yen describe die methodology used to mitigate the tnereases Ibr ea«A of 

the Companies* rate schednies? 

Yes. First, as staled above^ OEG is not piopo^og any changes for resideiitial mte 

schedules.^ The OBQ mitigation analysis begun 1^ first detmninitig die tnaxinmm 

increase tbr eedi noo-reaidentie] rate schedule, based on tbe '*2 TJmea" die average 

retail increasa critedon. The texKt step is to reallocate the revenue defickocy 

produced by die'*2 Times*'limitatiQa to all non-residential rate schedules, finally, 

rate sdiodules that continue to show a rate decrease are adjusted such that dicce ia a 

*V mcrease for dud rate^ widi die resulting excess revenues used to reduce the 

increases fht all non-rceldeatial rates. 

Have yon nuide any spcetel adye^tmente for the CRT Contract rate cfaui? 

No. At dds pohit, I have treated this rate daaa similar^ lo all other CEI nm-

reaidential dasses. To die entent tiiat all, or a portion or OK revenue aifustment 

shown &r tbia rate class in my analysia are precluded by die terms of die contract, 

my recommendation is to allocate die shottM to aU non-residential classes m the 

manner dud I have followed in my analysis. 

De you have a racommendatioa te qMcUkaUly inqdement the OEG JEemMMnte 

Davelopraent Plan? 

* o f iMMOff, to Chs extent d» t tfaa CeoKUwiott a u t ^ ^ 
VVODM be Mtioaled to reOcol llieee cfaaesea 
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1 A. Yes. The mitigation should be accomplished via die chargea and credits m the 

2 Companies' {noposed Ecaaomjo Devdopment Rider CHDR'^. As stated hi the 

3 Direct Testimor^ofCompanics'witness Husslng at page 8, tine 17, I T P H purpose 

4 of the Bcononiic Devetopmect Rkter is to promote gradu^lsm and ndtlgate overall 

5 bill iflipacts to customers dirough a series of credits GBid«̂ iBrgB&'* lagreeMlywidi 

8 Mr. Hussing's testimony wherein he states: "...it is better to proactively addreaa 

7 disproportionate rate unpacts typically fdt by those customen previously served on 

8 lariffii below average rates in order \o promote eoonmnic s^lity."^. The OEG 

9 Mitlgption Plan is consistent widi diis objactive and OEG recommends that each 

10 Coa^pany'a EDR be modified to Incorporate die proviaiona of die OEG plarL In 

11 addition te die &Gt diet die rationale for die OEO Rate Mitigation pUm is to &cilitate 

12 Ohio state poller, amounlB charged to eadh rate schedule via tin BDR should be 

13 nan4>ypas8ah]e^ whidi will ftcOhsto die imptonentation of die mitigstioo plan and 

14 ecsurediatanyrevenueahortHIaareMyrecoveFedbydieConrpBmes. 

15 

18 Q. IVhat effect will these pnvosed changes te the noupbypasabte £ 0 R rfater have 

17 onshopiilngaiMiPOIJRrlslrtothetttllhtes? 

18 A. OEG's plan modetates the tbil eftet of whcdeaate oMt moreases te die jndusbial 

19 dass by oicceaateg die non-bypassable EDR d i a v '̂î  nonHresidendal customeis. 

20 hidusbial customers will have an iiioentive to rcmate on standard offer servi^ This 

21 will reduce POLR risks to die utilities. Tins will benefit all non-^iOppmg customers 

^ Hussina t)&wl at psfe 9p line 2. 
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1 customers by mhiimizing the retail risk premhun diat must be added to die 

2 wholesale genetatioa pncc By reducing die utilities' POLR r i ^ OEG's proposal 

3 will tend te drive down die $4 Inllion retail risk premium Company witness Dr. 

4 Jones has forecasted. 

fi 

8 I bdieve tins plan promotes die overall economio interests of Ohio. The 

7 Commission has a choice: numerous high cost shopping options^ or low rates. 

8 

9 Q. WW tbe OEG Rate Mltlgathm Plaa prodnee Stele-wide eeonoaile beneflte by 

10 lowerlagtbe tednstrial power rate? 

11 A. Yes. The prinuny effisct of die OEG rate mitigation phm is a reduction in what 

12 otherwise would be veiy large electric rate hicreases to Ohio manu&cbiring 

13 fiboiHde& S u ^ increases will adversely afBsct tbe economic viability of tiuae 

14 customers and potentially t e ^ to Increases in die decHna of die Ohio manu&chiring 

15 base, and employment Wh«] an auto manofiictering or sted plant closes^ diose 

10 jobs are likdy gone forever. The maiket share diat was served by the dosed auto or 

17 sted plant is then ^soibed Vy a manufoimuer m sxrther state or anodier oouitfy. 

18 Unlike commercial ciMomersi indushM customers in Ohio ihce nationd and 

18 intemadonaloompetidon. Therefore^ growing and mdntahdng industrid opoations 

20 dirough teasonabltf dectrte ratea is consistent widi SB 22rs pcdicy god to 

21 "fsciUtate the state's ^gectiv&iess in (he globtd economy," 
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1 IV. MINIMUM DEFAULT SERVICE CHARGE 

2 

3 Q* Have yon reviewed tlie Companiea'ptroposaltetecofponte a I cent per kWb 

4 noBrbypassabte ndnhmun default diarge te thdr generadon ratea? 

8 A. Yes. As described by Companies' witeess Kevin WarveHl on paga 8 of his Dtioct 

8 Testimony, die Companies have incotporated a I cent per k^Vb diarge hi die base 

7 generatioH ratea of eadi Company to provide oompensaHcm te the CompaniBS due to 

a their d>ligationa to provide POLR service te custDmera, who may switch to an 

2 dtemstive si^plier dnrjing dw (eim of dte fiSP. £n pattieuiar, if die Companies 

10 procure generation for ESP load and a portion of this load deda to shop during the 

11 HSP (presumably due to lower maricet prices), die Companies would lace excess 

12 capadtyifar whidi they would reodvehisufEidentrevemiea. Alternatively, if more 

t3 cni$tciniers take POLR service dian expected dtia to higtser maiket prioea, die 

14 Conopuiiea would bo nqdred to make market pucdiaaea at higher prices. To 

18 mitigate dds maricet risk, accoidmg to Mr. Warvdl, d» Companiea nmst purdiase 

10 hedges. 

17 

18 Q. How la dib cost befaig roeoveted nnder tiha Companies* ESP? 

10 A. This diarge is iion-bypasssbtc and is uiduded in the ESP genendionr^ 

20 0£N) and separately charged te shopping oustottinrs via Rider \fDS. 

21 
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1 Q. De you oppose the bichaslim of ttdacharp hi the ESP generatien rate? 

2 A. Mo. However, as I will ifiscuss, it should be waived ibr ESP customers who dther: 

3 a) Agree te forego tiielr r ^ te shop dnrtag Hie three year term of the 
4 ESP 

6 
7 b) Agree to not taicB sarvtoe ander the ESP a n ^ te the event of a return 
8 to POLR serviea^ agree to watve tibidr right to taJu service under the 
9 ESP and accept market based rates* 

10 

11 

12 Q, Would yon please exptein year proposed DHKUGteatton to tha Companies* 

13 miainnim dcfanlt service charge? 

14 A. The MDS charge Is essentially designed to oompensate die Companiea for die 

IB volumetric risk incumd to provide POLR service durt is subject to shopinng 

18 migndioa (either to or finm an dlernuitive supplier). PQLR supfdiem ftoe this risk 

17 for the reasons cited by Mr. WarveU and I do not dispute his testhnony on this issue, 

18 However, to die extent thai OK ESP can be modified to diminate diia risk ^ some 

19 ESP customecs, these customers shonid not be diarged die costs associated widi 

20 vohrni^crisL 

21 

22 9- Would yon exptete yonr spedSc proposal? 

23 A. Yes. Accordhig to Mr. Warvdl*3tefltimony,1iw Companies hove determbied diat I 

24 cent per kWh of the overall generation rate is assodatod widi oompensatiDg the 
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1 distribution utilities for sho^htg risk. If a customer, by dection, agrees to ddier 

2 remain an ESP customer for tbe entire duee year plan term, or agrees to not take die 

3 ESP POLR generation rate dming die direc year plan because the customer dects to 

4 shop, and fortiier agreea to lake market priced service In the event of a return to 

5 POLR servicfii die Coti^ianles would not uicuf ar^ of ttie risks identified by Nfr. 

0 Warvell in siq>port of die 1 cent per kWh mmimum delault service charge 

7 Tberefoie, tiwse customers should not be diariged the 1 cent late. Por custxnners 

8 agredflg to remain ESP customers for dm entire duM year BSP term, the genemtioo 

9 rate (Rider GEN) shouki be reduced by 1 cent per kWh. For cnstqmecs that ihop 

10 and agree not to talce die ESP POLR rate if dicy return to POLR servioe during die 

11 three year period, die Companies* jxopowd Rider MDS should be waived. 

12 

13 Q. Would yonr rccemmendatifHi regardhig the appHcal^ity of POLR eharges te 

14 ilioppteg and nei^ehappteg eustaoMn apply only te d u event d n i (he 

16 Commission adopte tlie Con^ianias^ proposed ESP plan? 

18 A. Na Aa a matter ofprmdple, the recommcndetion dud I am making regarding die 

17 apphcation of POLR charges te ESP customen who ded to waive thdr option to 

18 shop during the term ofthe ESP or agree to shop and only retum to POLR sarvteo at 

19 imukec prices wouM appty, regardlesa of fhe find structure of die Commission 

20 fl^ipmved ESP plan for die Companies. 
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1 V. ECONOMIC LOAD RESPONSE Rn>£R 

2 

3 Q« Woaid yoB please briefly describe die Ectmomfc Load Response rider 

4 ("ELR*")? 

8 A. The ELR rider offers existizig intemiptible and spedd oontraol mtemqrtible 

8 customers an option to receive additiond intcm^tde credits if these customers 

7 agree to an unlimited number of economio udem^itiQns. These eocnomic 

8 intetruptions wodd be triggered wh«i die marbd price of pow^ exceeds die ESP 

9 generation rate. At this point, customers would be permitted to bi^-dnou^ die 

10 tetemqition at markd prices. EfFectivdy, if a customer dects the ELR rider, die 

11 customs would ja^ maricet based ratea when madint prices exceed die ESP 

12 generation rate and die ESP generation rate odwrwise. 

13 

14 Q. Do you belteva tiiat the terms of tlie ELRrider are reasonalde? 

15 A. No. White OBG supports fhe ELR rider and its godaofratcmitigatijoii, die terms of 

18 tbe rider are not reaaoiuible and wodd likdyresdtm customera ftvegotng die r u ^ 

17 thus causing potentid t>enedta to dMse oistomets and to die Companies' firm 

18 eustcnners finm being achieved. In dw Companies* Jdy 2007 Application to 

18 Establish a Competitive Bidding Pmceea C*CBP", Case No* 07-79d-EL-ATAX die 

20 Compffldes ptoposed a dmikr @LR rider, yet one with more reasonable terms. 

21 
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1 Q« WeuU you describe die terms of the Companies 2007 CBP Economic Load 

2 Respmm Program ("LRF*)? 

3 A. Tbe optiond LRP pfopoad m die 2007 CBP case was similar to die ELR rider 

4 providona in this case except for two very important difTerencss. Fbat, economic 

8 interruptions woidd only be called in the event diat die day^aheed looationd 

9 margind price ("LMP") exceeded 125% of die cctnpetitive bid price Ihia la hi 

7 contrast to the Companies' ELR proposd in dds case diat mitiates an economic 

8 i f ten^(Hi in tbe evcsit tiut dw day-abcad LMP exceeds die ESP generatioa rate 

9 (OEN rider and OPi rider). 

10 

11 The second very important difference between dw 2007 proposal and die current 

12 BSP BLR rider is dist die 2007 proposd limited die number of ecotuxmie 

13 interruptions to 1000 hours annually. The cunent BLR proposd has no limitation 

14 on die maximum annual hours of economic intemipttoiL For large mdnstrid 

15 manu&cturing cnstomeis, this 1000 hour limitation, while significant, is a risk that 

18 can be assessol by the customer. The ESP ELR proposal, widi no Imutation 

17 (ef&ctively 8,760 houxa Umitation), is M^ily risky Ibr customers, which creates a 

18 significant barrier to partidpation. 

19 

20 Q. Do you have a recommendntton te modHy tlie ESF ELR rider? 
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1 A. Yes. OEO reconmiends thd dw two teonsduitl just discussed ftoro die 2007 CBP 

2 case be adopted Ibr die ELEL These two tnodifications to die ELR are: 

3 I. Economic inteinq^ns will be Invoked whoi die day-ahead LMP exceeds 
4 125% ofthcESP generationrateforthree cmisecutivehours 
8 
8 2* Economic intennptioiis arc limited to 1,000 houn annually. 
7 

8 

0 Q. Do you have any concerns about the proposed bade %iX per kW month 

10 tetenrnptibte credit te reflect the vdoe of avoldad eapnc l^ 

11 A. Yes. te die Direct Testimony ofCkiaipanlcs*vritness Scott Jones at page 13, tine 9, 

12 he tastifiea did die ^{nopriate capadly cost for die CompBmes ia S2.20 per kW 

13 tnondt This coat, when adjusted by a 13.5% &ctor (aa used by Dr. Jones in his 

14 Exhibit 4) equates to a $2 JO per kW montb intemiptible credit Ibc Companies 

18 should be tequiFod to justify why a $1.95 credit is Just and reasondite in tig^ of Dr. 

18 Jones'testimoK^. 

17 

18 Q, Do yon have any MMnmcnte on the Companies' jiropoacd methodology to 

19 determtet die amoant of intermptifale toad eadi month tiiat will receive an 

20 intemiptible credit? 

21 A. Yes. The Companies have proposed to cdculato die monthly intemiptible credit 

22 on the bads of Redizable Cuitailable Load rRCL*"), which is determined 

23 annually by die difference between a customer's firm load and ite average hoorly 
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1 demand C'AHD'') during die hours of noon to 6:00 pm during tiie months of June 

2 throu^ August E^ctivdy, the RCL on which customers will receive 

3 intoTuptible credite is lunited to a customer's avaraias on-pcak load (less fimi 

4 load), rsdier tiian a customer's on-peak load O^ss firm load), Notwitiistanding 

5 dus cdcdation» customers are leqvirsd to curtail down to tiieu- firm toad during 

0 <iny hour required by the Companie8\ If duy request dther an emeigenx^ or 

7 economic tetemiption. To die extent that a customer has a peak load m die on-

8 peak period tiiat m ^ substantially exceed dw customer's AHD (average on-pedc 

9 load), die Companies are not providteg compensation tbr dds in tem^ble load. 

10 

11 Q« Do yon agree with thb mediod of calcnladng the RCL? 

12 A. No. The RCL should be computed based on diediflforence between a customer's 

13 on-peak load (used fin- billing putposes) and its finn load. From a planning 

14 standpoint, a utility would be required to provide capadty suffident to meet its 

15 Stm load requiremente. To the extent diat an biterr^itible cuatomer has an on-

I8i pedL load that ia subject to cuttdbnem down to a firm load Icvd, die customer 

17 should recdve credhfiir die fidl amount ofits load diat is subject to Gorteihneiit 

18 

19 Q. Are there any addldousi bsnca that you wouki Ilka te address regarding the 

20 Companies' ESP ridcn? 
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1 A. Yes. Tbe Companies aie proposing a Ccpidfy Cost Adjustment RJder CtXIA") to 

2 recover the coste of additiond required reserves during the modbs of May dtrough 

3 Stfrtembcff; in fhe event that the FES cifmdty avallabte to die Companies is 

4 inauffident to ptovide $nch reserves. Hie ooste associated widi sudi purchases are 

8 to be recovered fiom POLR customers via a bypassablechacgeL 

e 

7 Q. Do you oppose tbe Companies proposed Cqiacity Cost Adjuaiment Rider? 

8 A. Yes,inpait Ihoughldonotopposedieproposedrider a a i t w o d d ^ l y t o firm 

9 POUl load, it is inti^ipropriate to chatgeilda capacity rider to mterniptibtel^ Ibe 

10 reqdTement to obtain suffident annud plandng reaervea is an ddlgation of tbe 

11 Companiea, based on didr firm toad, not intemqitibte load. As a result, it wodd be 

12 inaf^noptiate to 3 $ ^ diis charge to intettuptibk load, ihrwfaidi the C o a ^ ^ 

18 not need to obtain planning reserves. In particular, pursuani to die FERC's Order on 

14 die MISO Resource Adeqmu^ Proposd (Order in FERC Docket No. BR08'^94' 

18 000, issued March 28, 2008X planning reserve reqtdtements for MISO members 

18 will be based oo Load Servii^ Entity peak loads, exdudhig "Load Modtigdng 

17 Reaaucoes." Intemiptible load represents one of tbe dedgnated Load Modi^ing 

18 RNOuices. The Companies will not be required to obtain plannmg reserves fiff 

19 mtenruptiblc toad, and dierefore duwhl not charge die CCA rider to hxtem^tible 

20 customers. 

21 
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1 Q. Doea that complete your Direct Tcsdmeny? 

2 A, Yes, 
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Professionel QniUncatlons 

Of 

Stephen J . Baron 

Mr. Bmon graduated from the Univeraily of FJorida in 1972 widi a B.A. degree with faiaJi 

kmnrs in Political Sojeooe and rignifioant conrsework in Matfienttdes and Conputar 

Science, bi 1974, he received a Maater of Arts Degree in Econamics» alw from the 

University of Flonda. His areas of s^ecsalizattoi wore economebica, slaiisdca, and p u ^ 

utility econondoa. His diesis ocmcemed die develoiaiiB&t of an eoonofliKtriQ model to 

forecast electricity ades in du State of Florida, far wfaic^ he teceivod a giam fiom dw 

Utility Researcb Center of die Universily of Florida. In addidon, he has advanced s m ^ and 

coursew^ in time series analysis and dynamic niidid bnlldltts. 

Mr. Baro n has mctfe than diirty yeacs of expadenoc in dw Mectdc uliU^ 

of crat and rate analysis^ foncasdng, pbuudngp and eccmomic analysis. 

FollQwizig dw oomplcdon of my guduatc woHc in ecooondea, he joined dM 8ts£f of die 

Florida PubHo Service CcanmissMm in August of 1974 ae a Rate Economist Mia 

responsibiHties induded die analysts of rate cases Kv d e ^ ^ 

well as dw preparation of cn^sfrexammation matBiial and fbn prapaFadon of staff 

rocommeodations. 

tn December 1975, he Joined die Utility Rate Consuldng Division ef Ebasco SdrviceSp Inc. 

J , KENNEDY AND A ^ S O O A T E S , INC. 
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as sn Associate ConsullBiit In die seven years he woricBd for Ebasco, be received successive 

promotions, idtimatdy to die position of Vice Fiesidcot of Energy Manasonnrnt Services of 

Ebasco Business Consulting Company. His lesponsibibties induded ttie management of a 

staff of coesuhama engaged in pnyviding aervicea fai die areas of econometric modeling load 

and etwigy ferecasting, production cost modeling, planning; O05t-of«scrvioc analysis, 

cogentndon, and load management. 

He joined dn pnblio aocgunimg &m of Cbopen A Lybtand in 1982 as a Manager of dio 

Adsnla Office of die (JdUiyReguhrtory and Advisoty Services O n n ^ In dus capacily be 

was responsible for the operation and management of die AdantBafiace; Hia duties induded 

d e tocfanical and admbtistrative supervision of ibe staf^ budgeting; ncndting, ondmailtediig 

as wdl IB ptoject manegenieni on cUrat oDgagemBOtSL At Cocipers A Lybrand, he 

^MdaJizcd in utilily cost analyala, forecasdngp load anaJyns^ oconondc analyslB, and 

ptatmlng. 

bi January 1984, he joined die consulting Grm of Kennedy and AsaodabBi as a Vice 

Presidentand Principal Mr. BaionbecamePiesidentofdie firm in January 199L 

During die course of xqy career^ he has provided consulting services to msm dian ddrty 

utiti^, indnslrial, and Public S«rvice ConuniasioftcUenb, hidudfaig duec intenuiional udUty 

dieala. 

J. KENNEDY A N H ASSOCIATES^ INC. 
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He bos presemed numerous papen and published en artide entitled "How to EBIB Load 

ManasscHot ftograms^ fai die March t979 edition of "Electrical Worid.** His ottide on 

^̂ Standby Bleciric Rotes" was published in dw November 8» 1984 issue of "Publk UdHtin 

Foimigbdy.'* M Febniaiy of 1984^ he completed a detailed analyab endded ""Load Data 

TiaDBibr Todmiques" on behalf of fhe Electric Power Keseardi Insdmte, wbidi pnbtidhed 

die study. 

Mr. Bwm has presented tssdmony as an expert witness in Arizona, Aiicsiisss, Colorado, 

Connecticut, Florida, QocMrgia, Indtaoa, Kjoutndcy, Louisiana, Mauu^ Middgan, 

Mhmesota, Maryland, Missoiul, New Jersey, New Mexico, New Yoric, Nordi Caroluia, 

Ohio, Ptmisyhrama, Texas, Vbginia, West Virgnua, Wisconsin, Wyoming, dw Federal 

Energy Regulatoiy CommissKm and in United States Banknqytcy Court A list of hhi 

apeddc legulabocy appeamnces &11DW8. 

J. KENNEDY AND ASSOCIATES, INC. 
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BEFORE 
THE PUBLIC imLITIES COMMISSION OF OHIO 

In the Matter of the Application of Ohio 
Bdison Company, The Cleveland Electric 
Uluminating Company and The Toledo 
Edison Company for Authority to 
Establish a Standard Service Offer 
Pursuant to R.C. 4928.143 in the Form of 
an Electric Security Plan. 

Case No, 08-935-EL-SSO 

BRIEF REGARDING A 
SHORT-TERM ELECTRIC SECURITY PLAN 

BY 
THE OHIO CONSUMER AND ENVIRONMENTAL ADVOCATES 

L INTRODUCTION AND STATEMENT OF THE ISSUE 

A. Introdnctioa 

On July 31,2008, Ohio Bdison Con^>any, the Cleveland Electric muminating 

Company, and the Toledo Edison Company, (collectively, ''FirstBnergy^ ot the 

''Companies'^ filed in this case their first-ever application (**A[^lication'0 for approval of 

an electric security plan ("ESF"). If granted by the Public Utilities Commiasion of Ohio 

CTUCO" or "Commission"}, the Ai^lication will resuh in a significant increase m the 

rates paid by FirstEnergy's customers. 

This brief by the undersigned members of the Ohio Consume* and Environmental 

Advocates (''OCEA'*) responds to the PUC0*8 request for arguments on die matter of 

wheth^ a short-term ESP should be instituted vfi^k a longer-term standard service offer 

("SSO") proposal is considered by the PUCO. The Companies included a 'Severable 

Short Term ESP SSO Pricing"* proposal C*Short-Tcrai ESP Proposal'^ in paragr^h 8 of 

1 



its Application.^ According to the Short-Tenn ESP Proposal* the Conmussion must act 

by November 14,2008.^ The Application states that its Short-Term ESP Proposal would 

apply until March 5,2009, at which time the SSO would be offered either on ESP tenns 

acceptable to FirstEner^ or according to the Companies' market rate offer CMRO^' 

proposed m Case No. 08-936-EL-SSO) proposal as modified by surviving tenns fiom ^ 

Short-Term ESP Proposal.^ FirstEncrgy^s terms include an increase in tbe gencfation 

rate consumers would pay over FirstEnergy's three-year ESP proposal, firom an overall 

rate of 7.5 cents per kilowatt-hour^ fbr the three-year plan to 7.75 cents pec kilowatt-hour 

for the Short-Teim ESP Proposal.' 

Adoption of the Companies' Shcfft-Term ESP Proposal would include ai^noval of 

many parts of the Companies' longer-term BSP prc^saL Such action would defeat the 

purpose of permittmg additional time to work on an acceptable longer-term SSO. 

B. Tbe Companies* Short-Term ESP Proposal 

FirstEnergy's Short-t«m ESP Proposal provides fbr the survival (i.e. q̂ifHoval) of 

many of the provisions in its kmger-tenn ESP proposal, including some of the iMtkviaions 

of the longer-term proposal that arc most troubling for consumers. The Companies 

propose to resolve issues in the distribution rate case (i.e. Cases 07-551-BL-ATA, et al., 

the "Distribution Rate Case'*) — including the rate of retum on equity, rate design, and 

' Application at SŜ  

^ldat35,l|8.a. 

Md.at36,1|8.c. 

* Id at 5. 

^ Id at 37. 



tariff provisions - accoiding to the tenns of ^ e proposed longer-term ESP proposal.^ 

These provisions conflict, however, with the Commission's severance of distribution rate 

case issues from the above-captioned case.' 

FirstEnergy also proposes that provisions in the Short-Term ESP Proposal 

regarding distribution service would survive the expiration of that proposal tftat, while 

not at issue in tbe Distribution Rate Case, would increase distiibution ratea by means not 

previously approved by the Commissioti. The Delivery Service Improvement (**DSr') 

rider, additional distribution deferrals, and distribution riders would increase distribution 

rates that customers would pay and provide additional benefits to FirstEnergy.' These 

provisions are only distinguishable from the Con^anies aim to resolve the Distribution 

Rate Case on terms favorable to FirstEnergy by the fact that these distribution service 

terms are not at issue in that case. 

FirstEnergy proposes the survival of provisions related to the detomination of 

transmission rates.^ The Companies propose the ap]»X3val of then* methodology regarding 

how significantly excess returns on coirmKm equity would be determined as part of its 

Short-Term ESP Proposal.*^ In the ev^ot of alterations to the Companies' terms or a 

successfid ^peal to the Supreme Court of Ohio» the Short-Term ESP Proposal would. 

^ Id. at 37, approval of 1A.3b and A.3.d 

^ Tr. Vol. I (October 1^, 2008) (Attotneiy Examinei Price). 

' Id, approval <^|A.3.e. through A.3.k 

' Id, approval of 1|A.5.a and A.5.b. 

'*Id, approval of 1|A.7.d 



according to the Companies, require adjustment such that the Companies' profitabihty 

would be maintained." 

Finally, the Companies' Short-Term BSP Proposal provides tiiat the bidding 

procedure contained in the jmsposed MRO be accepted as the means of setting SSO rates 

upon termination of the electric security plan determination of SSO rates." The 

Commission, however, has not approved FirstEnergy's MRO proposal as sought by the 

Companies within ninety days of the date when the MRO proposal was submitted to the 

Commission." 

The foregoing shows that adoption of the Companies' Short-Tram ESP Propoaal 

would be harmful to customers and is impossible to implement at this jutKturo. Tbe 

Commission's decision to resolve the Distribution Rate Case apart fixim the instant case 

conflicts with the terms of the Short-Term ESP Proposal. Approval of die Con^anies' 

other terms would require the adoption of proposals in FirstEnergy's longer-term ESP, 

and would defeat the purpose of permitting additional time to develc^ an acceptable SSO 

plan. 

" Id., approval ofTIA.7.h. 

" Id, approval of 1|A.7.i. 

" R.C. 4928.142(B). The applicatioii<^diB'iK)-day statutory thnefiameeoqpresslypnn^^ 
4928.142(B), Revised Code" haa been addressed in this ptQce«dtng« Enlryat4,f(S)(SqpteDnbeTl2,2(X)^ 



IL ARGUMENT 

A. The PUCO Should Protect Customers by Rejecting 
FirstEnergy*s Terms for a Short-Term ESP. 

A short-term ESP may have advantage, but the Companies' proposal would be 

counter-productive as a means towards providing reasonably priced electric generation 

service for FirstEnergy's customers,'^ As stated above, FirstEnergy's proposal requires 

acceptance of too many components fiom the Companies' longer-term ESP that are 

contentious as part of the hearings before the PUCO. 

The Commission has ah'eady rejected at least one of the fundamental planks in the 

Companies proposed Short-Term ESP Proposal* The rates customers pay for d i^bu t ion 

service will be determined m the Distribution Rate Case and not according to the 

Companies' filing in the above-cqnioned case.^' Also, die Companies' MRO proposal 

has not won approval after the ninety-day period provided (or such £q>prova].'̂  For aU 

practical purposes, FirstEnergy's Shojt-Term ESP Proposal has already been rejected by 

the Coimnissioa 

The other planks of the Short-Term ESP Proposai are also unreasonable. The DSI 

rider, additional distribution deferrals, and distribution riders would nKrease distribution 

"RC4928.(>2(A). 

*' Tr. Vol I (October 16,2008) (Attotsey ExamineT Price). Sttff Wimeas Fortney proposed a cooiae for a 
sbon-tenn ESP (TestinKmy at 10) that would require that tbe rate design proposed iy FirstEinefay in tfie 
IHstribution RaU Case, siqiported by Staff, not be adopted and placed into effect on lanuary 1,2009. K&, 
FoTtocy was concerned about tiie **iiusinatcli" of late designs in tbe Distributitm Rate Case and the ESP 
proceeding. Tr. Vol v m (October 27,2008) (Fortney). He concluded, however, tiiat Hbt tecommendation 
contained ia his October 6,2008 testiinany was no kmger possible. Id. The ahmaticm of billing systems 
required by implemenaitifm of etectric restructuring legislation enacted in 1999 (ie. *'5B. 3") ahoold 
accotnmodate different late designs fbr distribotioD (noo-conipetiiive service) and geoeiatioa service (a 
separate con^titive service). 

"*R.C. 4928.142(B). 



rates'^ in a manner that is inconsistent with protections for customers in normal 

distribution ratemaking. These provisions also iiKrease distribution rates for existing 

distribution service that were not under consideration in the Distribution Rate Case and 

cannot result from the record in that case. Money is fungible. FirstEnergy's 

categorization of some money as resulting &om the resolution of the Distribution Rate 

Case and other money, such as that resulting from the DSI rider, as resulting from 

additional needs to provide distribution service^ does not change the practical result 

sought by FirstEnergy -- iiKreased distribution rates. Staff Witness Fortney's 

recommendation ~ that distribution rates should be »i)\LStcd in comprehensive 

distribution rate proceedings conducted according to R.C. Chapter 4905 » should be 

adopted." 

The Companies propose to determme how sigruficantiy excess earnings would be 

tested under the provisions in SJB, 221 as part of its Short-Term ESP Proposid.^ The test 

fbr whetiier utilities are making significantly excess earnings is a key element of 

customer protection m S.6.221. As stated by StaffWitness Cahaan, the complete 

determination of the method by which Ohio utilities have a retum on common equity 

"significantiy in excess" of those companies having **compar^le business and financial 

*̂  AppHcatioQ, qsproval of 1A.3.e. thcoveh A.3ic 

" lda t2MA.3 .e . 

** Staff Wimess Fortney Testimony at 6 (Fortney). 

^ Application, ai^oval of TA.7.d. 



risk**" would be premature as part of an initial ESP reviewed during 2008.^ A test is not 

needed immediately since it would first be applied in 2010 for the annual evaluation of 

ESP resuhs from 2009.̂ * The matter requires additional study and evaluation by tiie 

Commission, as stated by Staff Witness Cahaan,^ and should certainly not be approved 

as part of a jAo^t'tcrm ESP. 

FirstEnergy is impertinent in its demand tiiat any adjustmoit to the ESP, in Ifae 

event of alterations to the Companies' terms or a successful appeal to the Sufnreme Court 

of Ohio, must maintain the Companies' profitability.^ The Companies essentially ask 

that the Commission agree at tiiis early juncture tiuit opim<ms by die PUCO and/or the 

Court should bow to tiie Companies' demands. The Companies' demands could 

ultimately result in asking the PUCO to defy an opinicm by the Siq)reme Court of Ohio in 

an appeal, a direction tiiat cannot be lawfully undertake by tiie Commission. 

B. An Effective Short-ToiD ESP Requires the CommlsaioB 
to Set Reasonable Terms for SSO Service and to Fully 
Compensate FirstEnergy. 

The modification of FirstEnerg/a ESP ^ould provide ratea until such time that 

FirstEnergy makes fiuther application for PUCO q>prova] to meet its obligation to 

'̂ provide consumers, on a comparable and nondiBcriminatory basis. . . a standard service 

offer of aU competitive retail electric services necessary to maintain essmtial electric 

" R.C. 4928.143(F). 

^ Staff Witness Cahaan Testimony at 5-6 ("bad venae"), 

^ R.C. 492B.J43(F) ("foUowing fbe end of each annuai period of the plan"). 

^ Staff Witness Cahsan Testimony at S-6 C^votkahop or technical conference**). 

^ ApplicatioD. approval of 1|A.7JL 



service to consumers, including a firm supply of electric goieration service.**^ 

Distribution service will be provided according to rates detemiined in FirstEnergy's 

pending ̂ i^^zAu/ion Rate Case, 

FirstEnergy has proposed h i ^ generation rates in its ESP Application, and even 

higher rates for the beginning of 2009 in the Companies' Short-Term ESP Proposal that 

is part of tiie overall ESP Application. FiistiBnergy's customers already have tiw dubious 

distinction of paying the highest electricity rates in Ohio, and tiie Companiea' proposals 

would exacerbate tiiat situation. Additionally, great diversity in rate changes within 

customer classes would result from FirstEnergy's ESP proposal.^ These rale design 

concerns furtiier support establishing a longer period during which FirstEnerg/s 

proposals can be reviewed under requirements set in the Commission's recently sqiproved 

rules." The Commission should, for many reasons, modiQi' die proposals set out m tiie 

Companies' Application. 

One means by which the Commission can effectively provide fbr the required 

generation service is to modify FirstEnergy's ESP proposal to require FirstEnergy to 

purchase generation and rotated services required by R.C. 4928.141(A) from the day^ 

ahead Midwest hidependent System Operator ("IdlSO") market The trend line for day-

ahead generation prices showa that averaging short-run results would result in reascMiable 

short-term rates even without the recent declines in energy prices.^ Retail rates based 

26 R.C.4928,141(A). 

"TV. Vol IV(October21,2008) (HigginB). 

"* MRO and ESP Rulemaking, Case No. 08-777.EL-SSO, Order (Septembw 17,2008). 

^ OCC Ex. 3 at 17-20 (Yankel). 



upon purchases in die day-ahead market should be acceptable, in part because of the 

decline in electricity prices. OEG Witness Baron reports that prices have declined 

considerably from those on July 15,2008 (i.e. t o r n the base dale used b y FirstEnergy 

Witnesses Graves and Jones), trending lower along with generally lower energy prices." 

Short-term generation rates should thereibre result in pricea considerably lower than the 

7.75 cents per kilowatt-hour offered in FirstEnergy's Short-Term ESP Proposal." The 

duration of such purchases and related charges for FurstEnergy's customers should be the 

270-day period to permit consideration of a s eco i^ ESP application^^ or the 

implementation date following Commission approval of a SSO plan fbr FirstEnergy, 

whichever is sooner." 

The modified ESP could provide rates for all FhrstEnergy customers by means of 

a Purchased Power Adjustment (**PPA") mechanism. A PPA would be calculated oa a 

^ OEG Witness Baron Testimony at 13-14 (OEO Ex. 1). Aocording to OBG Witness Baton, prices 
dropped approximately 15 percent using funvard prices on Septeoiber 19,2008 rather than July 15,2008. 
The updated forward prices presented by OEG Witness Banm for October, the latest available in die 
record, ace appiaxiEnately 24 percent below those for iuly 15,2008. Id, Updated Exhibits (OEG Ex. 1-A). 

'* .^Kcation at 37. The updated tables torn OEG Witness KoUen revise FirstEnergy Ex. 1-A, Alternate 
Attachment 1, page 1 <^ 4 (an attachment to FirstEnecgy Witness Blank Te8thimny)iising updated price 
information for October 2008. The resottt - which do not inchide other crtticjsins of FiislEDecsy's 
evahiationa - show that Ifae ESP is less favorable in tbe aggregate than the ahemative by S452.2 ndDioQ 
compared to a net benefit of $1,008.3 tnillioa in FirstEnergy's calculations based upon July 15 pvices. 
Attachments to OEG Witness KoUen Testimony, OEG Ex. 2-A (LK-9A). 

32 R.C.4928.143{CKl). 

^ Stair Witness Johnson offered his view on generation pricing for flie time period pnpoaed by 
FirstEnergy in its Shon-Temi ESP Proposal Tr. VoL X (October 29,2008). Kfr. Jolmstm opined that 
FirstEnergy should charge 6.75 cents per kilowatt-hour during die lirst few inoaths of Id. Mr, 
Jctoson did not, however, provide an opinion legaiding impotlaiit implementation matters. Id. While Mr. 
Jf^mson stated that his opinion reflected recent declines energy prices, Ihe stated basts ibr his 6.75 ceol 
figure involved dw relationship between the OHUpames' rate plan ofiEfer in 2004 conopared with ancdom 
prices in 2004. Id. Eiiergyphces had not sinadlarly declined befbro die time when tte 2004 auction was 
conducted, so a decline in prices was apparently not a f̂ Mtor upon which }4T, Johnson's ophnon was based. 



monthly basis and applied using the existing FirstEnergy rate stmcture^ widi equal 

percentage changes to all rates (i.e. initially for decreases) as needed to provide the funda 

to compensate FirstEnergy for the purchases. FirstEnergy's reasonable and prudent 

expenditures to administer the modified SSO program would be reimbursed as part of die 

PPA, The costa of the program could he monitored and audited by the PUCO Staff or by 

an outside auditor." 

The Revised Code provides fbr the contingencies involved in the modification of 

FirstEnergy's ESP proposal. One contmgency uivolves FhrstEnergy's acceptance of die 

modified plan. Under those circumstances, a plan must be placed into effect to provide 

electric service by the end of die 270-day period for the short-term ESP. While short, Una 

period is sufficiently long to permit Commission consideration of a SSO propoaal in a 

form proposed by FirstEnergy. 

In die event FirstEnergy rejects the modified plan, the Etevised Code provides Ibr 

that contingency: 

If the commission modifies and approves an application... fhe 
electric distribution utility may wididraw the application, thereby 
terminating it, and may file a new standard service ofier under this 
section [4928.143 ESP] or a standard service offer und^ sectbn 
4928.142 [MROl of die Revised Code,** 

Furdier, the Revised Code provides for ratea m conjunction with FbstEnergy's 

termination of the Commission's modifications. 

^ OCEA does not argne or concede that FirstEthergy's exisdng rate structure isqipiDpriate. 

^ The PPA mechanism is similar to the methodology recommended as a ahart-term approach by OEO 
Witness Baron. OEG Witness Baron Testimony at 12-13. Some difiiuences exisl. Por example, there does 
not appear to be any compelling need to start with existing prices. Id. at 12-13. The lower level of prices 
in the day-ahead MISO maiket should be mcognized in the Conmnssion's order. 

^R.C4928.143(C)(2Ka). 
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If the utility terminates an application pursuant to (C^ (2) (a) of this 
section... the commission shall issue such order as is necessary to 
continue the provisions, terms, and condition of the utility's most 
recent standaipd service offer, along with any expected bcreases or 
decreases in fiiel costs fiom those contained in that offer, until a 
subsequent ofEer is authorized pursuant to this section or section 
4928.141 of the Revised Code, respectively." 

Since FirstEnergy has no generating units and therefore has no fiiel costs, no adjustments 

to current rates should be made in the event FirstEnergy terminates the modified rato 

plan. The resulting rates would fully compensate FirstExmgy dnce the rates would result 

fifom the Companies' choice over a PPA procedure that fully compensates the electric 

distribution utilities for fheir costs of operation.^ The result is again short-term rates for 

a period that would not exceed 270 days. 

m . CONCLUSION 

customers would be harmed by adoption of the Companies' Short-Term ESP 

Proposal because it would require fhe q>|ROval of many undesirable parts of the 

Companies* longer-term ESP proposal. Such action would defeat any purpose for a 

short-term ESP. An hnportant term in FirstEnergy's Short-Term ESF Proposal - the 

Commission's determination that distiibution rates be decided in the ESP proceeding and 

not in die Distribution Rate Case — has already been ito'ected by the Conumssian. 

A short-term ESP should be established on more reastmable grounds than is 

proposed in the Companies' Application. One means of proceeding would be for the 

PUCO to order the PPA as a modification to FkstEnergy's ESP proposal The PPA 

"R.C4928.]43(CX2)(b). 

' ' This feature is missing, lor example, by the Commission ordering an aggregate generation rate of 6.7S 
cents per kilowatt-hour, as proposed by StaffWitness Johnson. Tr Vol. X (October 29,2006) (Johnson). 
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would permit the collection of suificietit revenues to prevent any unconstitutional 

'*takuig" from the Companies. Rejection of the short-tram ESP by FirstEnei;gy would 

result in die short-term continuation of existing rates, which would be preferable to 

FirstEnergy's Short-Term ESP Proposal. With additional time, an improved and longer-

term SSO plan could be analyzed and refined for approval by the Commission. 

Respectfully submitted. 
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