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INTRODUCTION

PLEASE STATE YOUR NAME, ADDRESS AND POSITION,

My name is Stacia Harper. My business address is 10 West Broad Street, Suite
1800, Columbus, Olio, 43215-3485. [ am employed by the Office of the Ohio

Consumers’ Counsel (“OCC”) as a Senior Energy Policy Advisor.

PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND
PROFESSIONAL EXPERIENCE.

I have a Bachelor of Arts degrée in Political Science and Economics from West
Virginia University and a Master of Science degree in Resource and Applied
Economics, with a focus on Energy Economics from the University of Alaska
Fairbanks. I have also completed all required coursework towards a Ph.D. in
Environmental and Resource Economics at West .Virginia University. Ihave been
employed in the energy industry since 1998, first with the University of Alaska
Fairbanks {Graduate Resource Assistant, 1998-2000), then Science Applications
International Corporation (“SAIC”) and the U.S. Department of Energy National
Energy Technology Center (“DOE / NETL”) as an Eneigy Economist from 2001
to 2004. From 2004 to 2006, I was employed by American Electric Power
{“AEP”) as an Associate in Commercial Operations. Before joining the OCC, 1

was employed by Direct Energy as a Sentor Analyst from 2006 to 2008.
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PLEASE DESCRIBE YOUR EXPERIENCE DIRECTLY RELATED TO
POWER AND ENERGY MARKETS.

I have been involved with many aspects of power market operations and
energy market analysis since 2001. While at the SAIC, a subcontractor to
the DOE/NETL, I provided direct policy and economic analysis support to
the Strategic Center for Natural Gas (“SCNG”) and the Coal and
Environmental Systems programs at DOE/NETL. My areas of
specialization included valuation of environmental benefits from new
technology system implementation in coal plants, demand and supply
estimation for fossil fuel based energy, as well as price forecast for

production and delivered product. Many of my responsibilities involved

. reviewing existing energy models and working with the Energy

Information Admimstration (EIA) on the National Energy Modeling
System (NEMS) to assist in reviewing and recommended forecast
methodology used in determining forecasted demand, supply, and energy
prices for coal, natural gas, and electric power. While at AEP, my
position as an Associate was a Rotational Program created to gain in-depth
expasure to varions activities within Commercial Operations. Through
this program, I gained experience trading energy on the real-time desk,
worked on enhancing existing real-time and day ahead forecast
methodologies used by AEP. In addition I worked on the structured
contracts desk where we used various methods of structuring long-term

power deals. I also was responsible for the weekly natural gas storage
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injection forecast. Prior to joining the Ohio Consumers” Counsel (“OCC”)
I was responsible for managing the natural gas portfolio at Direct Energy
and was the in house expert on market price movements for both power

and gas.

- WHAT DOCUMENTS HAVE YOU REVIEWED IN THE

PREPARATION OF YOUR TESTIMONY?

I have reviewed the Application filed in this Case No. 09-21-EL-ATA on January
9, 2009 by the Ohic Edison Company, Cleveland Electric IHluminating Company
and Toledo Edison Company, (collectively, “Companies” or “FE”). T have
reviewed other documents such as FirstEnergy’s Request for Proposal (“Ohio
RFP”) available on First Energy Auction website' including: Load Data, and
OHIO RFP Bid Rules. Ireviewed testimony filed in FirstEnergy’s Electric
Security Plan (“ESP”) filed on July 31, 2008, including the testimonies of
FirstEnergy (“FE”) witnesses Blank, Graves, and Jones. T have also reviewed
testimony of OCC witness Yankel, in the FirstEnergy ESP case, filed on
September 29, 2008 and other testimony filed by intervening parties. I am aware
that FirstEnergy filed the testimony of three witnesses on February 21, 2009,
though I have not had sufficient time to review such testimony at this date. 1 have
reviewed the relevant responses by the Companies to OCC discovery and to

Citizens Coalition discovery pertaining to auction price determination and results.

! http://www.firstenergy-auction.coryRFP/index_html
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I have also reviewed briefs submitted in FirstEnergy’s ESP case including Ohio

Energy Group (*OEG”) and Ohio Coalition for Advanced Energy (“OCEA™).

IL. PURPOSE OF TESTIMONY

Q5. WHAT IS THE PURPOSE OF YOUR TESTIMONY?

A5, OnJanuary 14, 2009, the Commission issued an entry in Case No. 09-21-EL-
ATA, et al., that required FirstEnergy to provide “information suffictent for the
Commission to conduct a prudency review of the costs incurred in purchasing
power for customers receiving generation service pursuant to the Companies’

»3 My testimony provides a review and analysis of

power supply agreement. ..
electric generation market prices and current market trends that would support an
informed forecast of market performance resulting in a lower purchased power
price than that achieved under the RFP process used by First Energy. On this
basis, 1 dispute the competitive bid price achieved and do not believe it represents
a reasonable market price for purchased power. My testimony proposes rejection
of the RFP, proposes an alternative method of procuring energy through the day-
ahead market, and recommends refunding the difference between the delivered
cost of energy established in the RFP and the cleared results in the day-ahead

market to consumers. [ provide market information that suggests the market price

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

% See Attachment SJH-2.
* Finding and Order at 7.
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another option was available to the Companies that would have yielded lower

costs and saved the Companies’ customers money.

RFP RESULTS

WHAT WERE THE RESULTS OF THE OHIQ RFP?

The FirstEnergy’s OHIO RFP was for the procurement of energy and capacity of
the Standard Service Offer (“SSO”) retail load in their service territories for the
delivery period of Januvary 5, 2009 through March 31, 2009. The OHIO RFP was
a competitive bid, structured in “tranches” where each tranche was representative
of 1% of the hourly energy load. There were a total of one-hundred tranches
offered, with a maximum energy load of 100MW. The OHIO RFP resulted in a
retail wetghted average price, adjusted for distribution losses, of $69.48/MWh,
where accepted bids, adjusted for distribution losses, ranged from a low of

**BEGIN CONFIDENTIAL [N >

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

**BEGIN CONFIDENTIAL

(TABLE)

END CONFIDENTIAL#**
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WHAT CONCERNS DO YOU HAVE REGARDING THE OHIQ RFP
RESULTS?

Based on my analysis, I believe that the retail rate generated from FE’s RFP for
SSO retail load is unreasonably high based on a review of the information
available prior to the RFP resuits, including forward market prices at the Cinergy
Hub, and consideration of recent energy market performance for FE’s loadzone’, 1
am also concemned by FE’s results due to the current downturmn in the economy
and the concem of placing any %ncreascd and undue burden on residential

consumers during these difficult economic times.

WHY DO YOU BELIEVE THE RESULTS OF THE OHIO RFP TO BE
“UNREASONABLY HIGH”?

I have completed an analysis generating a reasonable expected price range within
which the competitive bid results should have fallen within. This analysis is
based on market fundamentals and forward market clearing poces at the Cinergy
Hub using rates for distribution losses, transmission and ancillaries, and capacity
charges established in testimony from FirstEnergy’s ESP application and recent
market performance. Per my calculations I would not expect the retail delivered
rate to exceed $58.87, nor, would 1 expect to see the results lower than $53.32.

When you compare the weighted average price of $69.48/MWh from the RFP the

! FirstEnergy Loadzone is within the Midwest Regional ISO (“MISO™) footprint. The pricing point is
FE FESRE.
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difference is significant and if accepted by the Commission will result in

increased rates to customers which may be unjustified.

METHODOLOGY

WHAT METHODOLOGY DID YOU USE TO CALCULATE AN EXPECTED
RANGE FOR THE RFP RESULTS DURING THE STATED DELIVERY
PERIOD? .

In order to provide a retail price comparison with the OHIO RFP result,
referenced the methodology outlined by Company Witness, Scott Jones’s in
testimony filed in the ESP case where Dr. Jones uses the forward market price to
provide an expected retail price that would have resulted from a competitive bid

process, adjusted for a delivered, full-requirements product5 .

As described by Witness Jones, a delivered, full-requirements product includes
generation, transmission and ancillary services, capacity, and distribution loses.
The forward market price is the current market expectation of the price for
delivery at certain period of time. Because forward prices incorporate both
capacity and margin/risk adjustments, they were not added to arrive at the retail
price®. To arrive at that price (i.e., retail), only locational adjustments,
transmission and ancillary services, distnibution losses, load shape adjustments

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 behalf of the Office of the Ohio Consumers’ Counsel, Case No.08-935-
EL-35}, September 29, 2008 at 12:00P .M,
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the expected retail rate I have calculated based on energy forwards. In addition,
there exists a locational difference between the Cinergy Hub and FirstEnergy
loadzone, thus I have used a locational adjustment factor based on recent
performance in the Day Ahead Locational Marginal Price (“DA LMP”) markets

for the months of November and December, 2008".

In order to estimate an appropriate range of market prices, for the energy
component of the market price proxy, [ used the Cinergy Hub On-Peak forward
power prices as the upper bound, and, for the lower bound, I used the load
adjusted weighted average of On-Peak and Off-Peak Cinergy Hub forwards.
I'have not included a load adjustment factor for the upper bound due to the fact
that only the on-peak prices have been used. The load adjustment factor that has
been used in the lower bound calculation is based on the percent difference
between actual load weighted average in January, 2009 and the simple average of
DA LMP for January, 2009®. After adding transmission and ancillaries,
distribution losses, and load shape adjustment factor, I arrived at an expected
range between $53.32 and $58.87, with the lower expectation bound being non-
binding®. Table 2 provides a breakout of the assumptions and resulting
calculations of my retail proxy range. As you can see, the resulting retail rate of

$69.48 produced from FE’s REP is outside of this range. This leads me to

" Refer to Attachment 7.
® Refer ta Attachment 8.

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

best interest of the rate paying consumers.

Table 2

Upper Bound $/MWh  Factor (%)
Forward On-Peak Clearing Price Jan-Mar 48.00
Loadshape Adjustment N/A

Distribution Losses 205 428%
Transmission and ancillary services 7.50
Locational Adjustment 053 383%
Total 53.09

Lower Bound

Forward ATC Clearing Price Jan-Mar 43.00
Loadshape Adjustment 165 3.83%
Distribution Losses 184  428%
Transmission and ancillary services 7.50
Locational Adjustment 0.53

Total 54.52

As you can sec, the resulting retail rate of $69.48 produced from FE’s RFP is
noticeably above this range. This leads me to conclude that the RFP generated a
higher than necessary retail rate that will ultimately place an undue burden on the
retail customer. In fact, the retail customer would have been ahead if FE simply
were required to purchase power on the DA market for the delivery period,

January 5 — March 31, 2009.

PERFORMANCE REVIEW AND RECOMMENDATIONS

DO YOU BELIEVE THE FORWARD MARKET IS A GOOD INDICATION
OF HOW ENERGY PRICES WILL PERFORM?

Yes. The forward energy markets can be good predictors of how the DA LMP
markets will perform. I answer this question using the qualifying statement, “can

be” because the predictability of forward prices to actual energy market
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performance is also correlated to the existing market fundamentals. The energy
market has gone through a recent period of adjustment shedding imbedded risk
from energy production disruption events due to weather phenomena and
international conflict, as well as responding to the downturn in the general macro

economy.

HAVE YOU PERFORMED AN ANALYSIS TO SUPPORT THE USE OF
THE FORWARD MARKET AS A PREDICTOR FOR DA LMP?

Yes. | have used cleared DA LMP prices between January 1, 2009 and February
20, 2009 to compare with the expected retail rate range | have previously
established using the forward market prices. The cleared DA LMP weighted
average for the month of January, 2009, adjusted for ancillaries and transmission,
capacity, and distribution losses is $55.33 for FE.FESR'. The cleared DA LMP
for the month of February (i.e.through February 20, 2009), applying the loadshape
adjustment factor experienced in January, 2009, is $53.10/MWh'!. The DA LMP
market results for January and February are within my calculated expected range
based on Cinergy forwards as illustrated in Table 3 which contains the

calculations and assumptions supporting the above determination.

' 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 Joadshape 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 averape 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
January (February

DA LMP Retail Proxy ($/MWh} [($/MWh)
Ancillaries 7.50 7.50
Capacity 5.89 5.89
Ditribution Loss 1.72 1.72
Welghted Ave DA LMP 40.22 N/A
Simple Average DA LMP N/A 36.59
Loadshape Adj Factor N/A 1.40
Total 55.33 53.10

IN YOUR OPINION, WERE THERE ANY OTHER VIABLE OPTIONS TO
SUPPLY POWER TO THE COMPANIES’ §50 LOAD DURING THE
DELIVERY PERIOD OF JANUARY 5, 2009, THROUGH MARCH 13, 20097
Yes. Thelieve that the purchase of power in the day-ahead (“DA”) market would
have been a viable alternative for the stated delivery penod. I am aware that the
day-ahead market may pose greater price risk to the end-use consumer than a
structured contract; however, I believe the existing market fundamentals,
mcluding energy markets, seasonality, and the overall economic performance of
the economy would have yiclded a lower cost rate of encrgy and capacity to
consumers than the rate of $69.48 achieved through the RFP. In this case, I
would have been comfortable using the forward prices as an indication of the day-
ahead market for FE.FESR and expected the DA LMP to clear below the levels
indicated by the forwards prices. With the data available, we are able to see that
this was in fact the case, and lower DA LMP prices was a rational expectation

based on available information back in December 2008.

11
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Q13. ARE YOU AWARE OF ANY OTHER BEFORE-THE-PERIOD
STATEMENTS REFLECTING COMFORT WITH USING DAY-AHEAD
MARKETS TO PRICE ELECTRICITY FOR CUSTOMERS OVER THE
JANUARY THROUGH MARCH, 2009 PERIOD?

A13. Yes. The Commission asked parties to brief the subject of how pricing might be
accomplished on a shorter term than that provided by FirstEnergy’s Application
in the ESP case. Both OCEA and the Ohio Energy Group (“OEG”) stated
comfort with using DA markets to price wholesale electricity for use in ultimate
retail prices for their customer clients. I attach the briefs submitted by OCEA
{Attachment SIH-2) and OEG (Attachment SJH-1) that show such statements'?.
The OEG brief cites the testimony of its witness in the ESP case, which is also
attached to my testimony. These statements by consumer representatives show
that consumer representatives expected superior results from this means of

obtaining wholesale electricity supplies before the period of procurement began.

2 OCEA Brief, pgs. 8-10; OEG Brief (without attachments), pgs. 3-4 (citing testimony by OEG Witness
Baron at pages 11-13). The testimony of OEG Witness Baron, upon which OEG partially relies, is also
included in SJH-1).

12
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Ql14. INTHE EVENT THAT THE COMMISSION WERE TO EXTEND THE

Al4.

AUCTION RATE THROUGH APRIL AND MAY 2009 AS CONTEMPLATED
BY THE ESP STIPULATION IN THESE CASES FILED ON FEBRUARY 19,
2009, DOES THE ARGUMENTS IN YOUR TESTIMONY ALSO APPLY TO
THE ADDITIONAL TWO MONTHS?

Yes. My observations apply to any continuation of the retail rate established by
the OHIO RFP through March, April and May 2009. Additionally, it is common
industry knowledge that April and May are shoulder months. Shoulder months
see lower demand and associated lower prices than winter and summer months.
This would allow one to infer that prices and load requirements would be less
than those experienced in the winter months. To date, the market clearing DA
LMP at FE FESR adjusted for retail comparison as previously evidenced in this
testimony have averaged $55.33/MWh for January and $53.10/MWh through
February 20, 2009. It would be expected that clearing prices in April and May
would be less than these rates and hence the OHIO RFP established retail rate
would be even more inflated and would unreasonably burden the end-use
consumer. In fact, the average on-peak Cinergy forward price for April-May,
2009 is clearing 34% lower than the average forward prices for Jamuary-March,
2009 used previously in this Testimony” . Thus, it would be unreasonable to

extend the auction rate through April and May 2009.

1 See Attachment 9

13
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DO YOU HAVE ANY OTHER OBSERVATIONS REGARDING THE BID

PRICE?

*
2
S
S
2
k|
S
3
~
N
b~

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 [ NGB

I 0 CONFIDENTIAL**

CONCLUSIONS

WHAT ARE YOUR CONCLUSIONS?

My analysis reveals that reliance on the DA FE.FESR prices was a viable option
for the Companies that could have replaced use of the OHIO RFP process.
Reliance on the DA FE.FESR prices would have been expected to provide prices
below the results obtained by means of FirstEnergy’s OHIO RFP process. Using

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

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

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

I also conclude that reliance upon the results from the OHIO RFP process for
pricing electricity for the May through April period is expected to result in even
higher percentage differences from the results of using DA markets to supply
eleciricity to the Companies. This results from these months being shoulder
months, which is normally a period of lower prices that is revealed in forward

prices for these months.

HOW SHOULD THE COMMISSION PROCEED?

The period chosen for the hearing in this case 15 not optimal for the final
determination of the degree to which FirstEnergy’s OHIO RFP process raised
rates for customers unnecessarily. The empirical evidence, as stated in my
testimony, reveals a substantial increase in rates. However, the final calculation
of the amounts actually lost by customers as the result of the OHIO RFP process
should be calculated after the end of the period in question, and refunded to the
consumers. The Commuission should consider using the cleared DA prices as the
benchmark for comparison to the RFP, refunding the difference between the
delivered cost of energy established in the RFP and the cleared results in the day-
ahead market to consumers. or should determine what the appropriate market
price would have been and disallow any cost recovery in excess of the this market

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

15
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purchases, and extends to the end of May under the stipulation filed by
FirstEnergy and other parties to the ESP case. Ideally, the Commission should
receive testimony after the end of the periods in question to determine the fair

treatment of customer pricing.

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes. However, | reserve the right to incorporate new information that may
subsequently become available through discovery or otherwise. I also reserve the
right to supplement my testimony in the event that FirstEnergy submit new or
corrected data in connection with this proceeding. Additionally, given the
unfortunate timing of the Companies’ field testimony, I reserve the right to

respond on the stand to such testimony.

16
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BEFORE THE
PUBLIC UTILITY COMMISSION OF OHIO

In The Matter Of The Application Of Chio Edison :

Company, The Cleveland Electric lluminating :  Case Nos. 08-935-EL-S8S0
Company And The Toledo Edizon Company For :

Authority To Establish A Standard Service Offer

Pursuant To R.C. §4928.143 In The Form Of An

Electric Security Plan

BRIEF OF OHIO ENERGY GROUP
ON SHORT TERM ESP

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

L COMMISSION OVERVIEW

Ohio Edison, Toledo Edison, and Cleveland Electric Illuminating (Utilities) currently purchase
generation for consumers who do not shop under a FERC-approved all-requirements contract with their
affilinte FirstEnergy Solutions (FES). That wholesale power supply agreement was for a three-year

' The members of OEG who take service from the FirstBnergy Utilitles ave: Air Products and Chemicals, Inc., AK Stoel
Corporation, Alcoa Inc., ArcelorMittal USA, BP-Husky Refining, LLC, Brush Welkmen, Inc., Charter Steel, Chrysler LLC,
Fard Motoe Company, Johns Manville, Linde, Inc., North Star BlueScope Steel, LLC, PPQ Industries, Inc., Republic
Engineered Products, Inc., Severstal Warren, Inc. (formerty WCT Steel, Inc.), Sunoco, Inc. (R&M) and Worthington




period and it expires on December 31, 2008. The maximum price FES can charge the Utilities under
that FERC-approved contract for POLR service is $53.62mWh.”

Assuming that a Long Term ESP is not in place before the end of the year, there are three likely
scenarios by which the Utilities will procure generation for non-shopping consumers for the short-term
period January 1, 2009 through April 30, 2009,

1 The Commission may accept the Severable Short Term ESP SSO Pricing proposal set
forth on pages 35-37 of the Utilities' Application in this docket. The FES Short Term ESP generation
price offer ia §77.5/mWh. Because the terms and conditions of the Long Term ESP are inoorporated,
there are several additional distribution price adjustments in the Shost Term ESP proposel. These
include a non-bypassable Uncollectible Service Rider of approximately $22.8 million per year, a non-
bypassable Delivery Service Improvement (DSI) Rider of approximately $112 miltion per year, and a
non-bypassable Minimom Defauit Service (MDS) charge of $10/mWh for consumers who shop. The
Short Term ESP offered by FES would result in maic jucreases on average of:

Qhio Edison—- 15.73%
Toledo Edison — 18.19%
CEl - 36.6%°

These are the real generation rate increases without any deferrals. While the FES Short Term ESP has
the virtue of providing relatively fixed pricing, guaranteed rate increases of 15% - 36% are » steep price
to pay for relative certainty. This is especially true since: a) FES® Short Term ESP will severely hinder
shopping through the non-hypassable $10/mWh MDS; and b) generation prices in the wholesale market

? First Energy Sohutions Corp., Ducket No. ERD6-117-000 October 17, 2006 Settlement Agreement, 117 FERC 61,278
006).
?Thorﬂincrmetn(lﬁlmmdam FES Short Term ESP was calculated sssuming thet CEI would not waive its

right te collect four months worth of RTC peyments (approximately $140 million) unless a Long Term ESP agrooment iy
reached.




have fallen by approximately 24% since the FES Short Term ESP offer was made. We recommend
against the FES Short Term ESP.

2, OEG has proposed an alternative Short Term ESP in the testimony of its witness Mr.
Baron at pages 11-15. Our proposal would require the Utilities to purchase generation for consumers
who do not shop through the FERC-regulated MISO wholesale market. Since this case was filed about
three months ago, prices in the MISO wholesale market have fallen by approximately 24%. Using the
mmhodologyadoptedbyﬂmvﬁliﬁes’ownwilness,hutumedtomtua]primasofomw,mos,
if the Utilities were to tuy power for non-shoppers. through the MISO market for the period Januvary
2009 - April 2009 the expected forward price is $55.26/mWh. The FES altemative price of
$77.50/mWh represents a 40% premium above current wholesale forward prices. Based upon forward
pricing as of October 10, 2008, the Short Term MISO Option recommended by OEG would result in
rate decreases for Ohio Edison and Toledo Edison and & small incrense to CEIL:

Ohio Bdison - (13.3%)

Toledo Edison - (13.69%)

CEI-4.38%
The contrast is sharp. Accept the above-market FES offer and guarantee 15-36% rate increases; or pay
only curtemt MISO market prices and have the opportunity for 13%-14% rate reductions for Ohio
Edison and Toledo Edison customers (about §5% of the total First Energy load), and a small increase for
the CEI customers,*

Our plan would not result in daily price changes at the retail level. Retail gencration prices
would be fixed at their current level, less RTCs as they naturally expire, and would be subject to a
monthly true-up (credit or charge) to ensure full recovery of the FERC-reguiated wholesale MISO rate.

* The small CEI increase results from the sssunption that CBI would not agree to waive its right t0 collect four months worth
of RTC payments (approximately $140 million) uniess a Long Term ESP agreement is resched. This is the same ssswoption
that was made in analyzing the Utilities' Short Term ESP offir,
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This process would result in relatively stable prices from month %0 month. The monthly MISQ true-up
is similer to a fuel adjustment charge or gas cost recovery charge. Our plan would not burden shoppers
with a non-bypassable $10/mWh MDS charge.’ Our plan would also avoid $45 million in distribution
riders over the four month period.

If Ohio and the rest of the economy continue to sink further into receszion, then the reduced
economic activity and lower demand for power may drive down wholesale market prices even further.
For the four months at issue, the total savings to consumers under OEG’s MISQ Option (based upon
October 10, 2008 forward pricing) compared to the FES offer is estimated to be $418.6 million.

3 The final scenario is & generation rate freeze for all consumers. This cannot be ordered
by the Commission, but can be agreed to by FES (subject to the same FERC approval or waiver process
as FES® Short Term ESP offer). Because the intent here would be to maintain the status quo for the
Utlities, FES and all individual conaumers during a four-month period, it would be appropriste to
impose the $10/mWh MDS charge in order o prevent customer migration through shopping. As an
incentive, it may also be appropriate to include the two distribution riders. OEG believes that the Short
Term MISO Option should be ordered, but that the generation rate freeze/status quo option should be
offered to FES as a compromise alternative. The generation rate freeze plus a 2.5% surcharge on each
custmnu’sZMﬁoMbﬂmomsedbySﬂﬁhmMmmmbhalﬁmuﬁchmﬂdhuﬁmdﬁ
FES.

! Because energy would bo procvred iu the day-akend MISO market there is w0 volumetric risk associated with customers
either leaving 830 service or retwrning from & third party markster to S50 service. Therefors, there is no need to
compengabe the Utilitica with this targe POLR charge.
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0.  DISCUSSION

L. The FES Short Term ESP Offer Guarantees Rate Increases To Non-Shoppers Of 15%-
36%, Wonld Place A Non-Bypassable $510/mWhk Burden Om Shoppers, Is
Approximately $418.6 Million Above Prevailing Wholesale Market Prices And
Therefore Should Be Rejected.

FES has offered to sell generation to the Utilities for non-shopping consumers for the period
January 1, 2009 to April 1, 2009 in order to give the Commission additional time to act on the Long
Term ESP. The Commission must choose to accept or reject the Short Term ESP by November 14,
2008 or the offer is withdrawn.® The base gencration rate under the FES Short Term ESP is
$77.5/mWh, with $10.0/mWh being deferred with interest for later recovery.” Except as otharwise
provided in its Application, the terms and conditions of the Long Term ESP would apply to the Short
Term ESP.® This means that consumers would be subject to additional rate increases for:

a)} a non-bypassable Nop-Distribution Service Uncollectible Rider of approximately $22.8
million per year;

b) recovery of a non-bypazseble Delivery Service Improvement (DSI) Rider of approximately
$112 million per year;'® and

<) ;wmryfﬁmshommofammbypmubhhﬁnimmmmmm&
10/mWh.

FES is8 currently providing all-requirements generation service to the Utilities for non-shopping
(POLR) load. The current FES wholesale supply contract expires on December 31, 2008. The FES
sales price to the Utilities under the current contract cannot exceed $53.62/mWh in 2008,

FES provides energy-related products and services to affiliated and non-affilisted companies and
is & wholly owned subsidiary of FirstEnergy Corp. FES itself has two wholly ownsd subsidiaries:

¢ Application at p, 33.

? Application at p. 37.

¥ Application at pp. 36-37.
* Application at p. 13.

' Application at p. 21.

! Application atp. 14.



FirstEnergy Generation Corp. (which owns and operates 9,395.8 MW of non-nuclear generating
facilities), and FirstEnergy Nuclear Operating Company (which operates 3,407.5 MW of muclear
generating facilities). FES’ total nuclear and non-nuclear generating capacity in 2007 was 12,803.3
MW. In 2007, these facilities generated 71,140,730 mWh. In 2007, the total fuel, operating and
production costs of the FES facilities was $35.39/mWh. In 2007, FES reported net income of $528.9

million. This resulted in a 2007 return on common equity for FES of approximately 24%.2

FES has provided no cost or market data to justify its four-month price offer of $77.50/mWh as
being just and reasonable under the Federal Power Act. To cure this legal defact, on October 24, 2008
FES filed an application at FERC seeking a waiver from the requirement that it obtain prior approval
from FERC for sales of energy or capacity to Ohio Edison, Toledo Edison, and CEL'™ FES justified its
application for waiver on the grounds that Ohio consumers are protected from affiliate abuse because: 1)
retail ratepayers in Ohio are not “captive” since they retain the right to shop competitively for
generation; and 2) the PUCQ is “fidly empowered to protect the interests of Ohio’s retail customers. ™

The assertion that the ratepayers of the Utilities are not “captive” fails to address some important
matters. First, the Commission is specifically authorized to place “limitations on customer shopping for
retail electric generation service” as part of an ESP. ORC §4928.143(2)(d). This statutory provision
specifically authotizes the Commission to make customers in an BSP “captive”. An MRO is different.
The Commission has no suthority to limit shopping in an MRO. Second, the non-bypassable $10/mWh
MDS charge for consumers who want to shop has the real world effect of making the right to shop much
more difficult, and therefore provides the opportunity for affiliate abuse.

2 Attachment 1.
13 Atachment 2.
' Attachment 2 at pp. 2-3.




As 1o the assertion that the PUCO is “fully empowered o protect the interests of Okio's retail

customers,” we hope that FES is correct. But merely accepting the above-market $77.50/mWh

generation price offer, plus the distribution riders of $45 million, plus the non-bypassshle $10VmWh

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

adequate protection from affiliate abuse. The FES Short Term ESP offer would result in above market

pricing by $418.6 million. This is only possible because of affiliate abuse.

The following tables show the ratc increases for each rate schedule for each Utility under the

FES Short Term ESP offer of $77.5/mWh without a deferral.

Table 1
Ohio Edison Compamy
Proposed Short-term ESP Increases
No Generstion Cost Defrral
Presont Proposed Percent
Revenne In Increans
Residential Service $1,050,950,746 $119,295,24% 114%
General Service - Secondary $742,018,527 $90,407,752 122%
General Servics - Primayy $274,619,326 $46,357,77¢ 16.9%
General Service - Subtransmitsion $71,549,620 $15,670,323 21.9%
(enera] Service - Transmvission $324,456,963 5115425171 35.6%
Private Outdoor Lighting Service $6,881.189 $553,280 8.0%
Strect Lighting Service ' $10,875,288 32,541,948 234%
Trafflc Lighting Service $1 3 $388.852 30.0%
Total Company $2,482,650,56D $390,640,354 18.7%
Sows Busing Sckodnis 1a.
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Table 2
The Toledo Edison Company
Proposed Short-term ESP Increnses
No Generwtion Cost Deferral

Present Proposed Percent

Revenue Tncrease
Residential Secvice $290,090,704 $41,983,659 14.5%
General Service - Secondary $279,379,142 $3,661,012 13%
General Service - Primary $112,735,395 ($350,278) 0.3%
Cleneral Service - Subtransmission $9,014,762 {$352,361) -3.9%
General Service - Tranamission $239,113,335 $125,170,341 52.3%
Private Owtdoor Lighting Service $1,538,022 $412,163 22.5%
Straet Lighting Servioe $7.062,145 $645,956 9.1%
Traffic Lighting Service $882.472 ($146.049) =18.6%
Total Company $940,112,777 $171,024,443 182%

Somox: Bassleg Schackls In.
Table 3
The Cleveland Electric Dluminsting Company
Proposed Short-ierm ESP [ncreases
No Generation Cost Deferval, Includes Current RTC Level in Proposed

Presem Proposed Peroont

Revenue Increase
Regidantial Service $642,960,054 $193,264,797 30.1%
General Service - Secondary $813,867.408 $313,216,424 38.5%
General Service - Primary $30.272.861 $12,715,039 42.0%
General Service - Subtranamission $262,511,781 $116,826,331 44.5%
General Service - Transmission $45,793,241 $21,971.984 418.0%
Private Outdoor Lighting Service 510,431,394 $3,398,267 12.56%
Street Lighting Service $17.993.022 $5,618.9071 2%
Traffic Lighting Service $1,400,081 $592,732 42.3%
CEI Contracty $101,559.051 $38,607.410 3
Totsl Compangy $1,926,78 $706,212,459 36T

Somes: Fssing Bolmdls 1n.

The rate increase to CEI customers under the FES $77.5/mWh proposal shown above is much
higher than for the other two Utilities because of RTC. The RTCs for Ohio Edison and Toledo Edison



cxpire at the end of 2008. But the RTCs for CEI continue at their current level until April 30, 2009, at
which time they will be reduced by approximately 30% - 35% and then continue until the end of 2010."*
In 2008, CEI collected $418.8 million in RTC charges, or approximately $34.9 miltion per month. The
above analysis assumes that CEI would not agree to waive ifs right to collect ity Janmary 2009 — April
2009 RTC payments of approximately $140 million unless a Long Term ESP agreement is reached.

The Commission should recognize that FES needs the Ohio load just as much as the Ohio load
needs the FES generation. The 56.5 million mWh that Ohio consumers currently buy from the Utilitles
cannot easily be replaced. This was recognized in FES’ October 24, 2008 waiver application at FERC:

“As explained below, under any plausibie outcome of pending regulatory proceedings in
Ohio, the FE MBR [market based rate] Seflers will have to continue supplying a material

portion of the Ohio Regulated Utilitles’ load requirements beginning in January 2009.

LA L2

And, given the magnitude of the Ohio Regulated Utilities' generation needs relative to the
amounts of uncommitted capacity in the regional bulk power market, it is virtually
certain that Applicants will be selected to provide at least a portion of this power supply.

For these same reasons, if Applicamts did not participate, the Bquidity and depth of the
markets would suffer.

L L

Given the short lead times avaiiabie prior 10 the expiration of the cirrent rate plan on
December 31, 2008, and the virtwal certainty that Applicorts' generation will be
implicated under any new plan approved by the PUCO, the Commission should apprave
the tariff Amendments proposed herein, recognizing that ihe PUCO has the abillty to
protect Okio retail customers against affiliate abuse. *1°

As the de facto purchaser of billions of dollars worth of power, the Commission needs to exercise its
buying clout for the benefit of consumers. Since the Utilities will not do it, this is necessary to protect
against affiliate abuse.

5 Cage No. 05-1125-EL-ATA (RCP Stipulation).
'€ Attachment 2 a2 pp. 2, 9 and 13-14.




Risk is a two-way street, While consumers would prefer a fixed price generation option (but not
at the above market rate offered by FES), so would FES prefer the revenue stability of a known load and
fixed pricing. On October 9, 2008 FirstEnergy Corp. took the extraordinary step of issuing a letter to the
Investment Community to calm fears about its liquidity position.”” This letier was also submitted to the
SEC through a Form 8-K filing. On October 8, 2008 FirstBnergy Corp. and FES filed another 8-K with
the SEC advising investors that “to enhance thelr liquidity position in the face of the harbulent credit
and bond markets” FirstEnergy Corp. and FES entered into a $300 million secured loan agreement with
Credit Suisse under very stringent conditions.'® These 8-K SEC filings about liquidity underscore the
value to FES of baving a secure customer base and stable pricing.

Weil before the recent credit market twmoil ccowred the rating agencies were concerned with
FirstEnergy’s exposure to volatile wholesale market pricing. On October 18, 2007, Standard & Poors
lowered FirstEnergy’s credit rating to BBB/Negative from BBB/Stable stating: “we revised the owtlook
because of the company’s aggressive efforts lo expose its generating asseis in Ohlo and Permsylvania o
market commaodity risk. ” “Commiiting to a market-based future for its generating assets covid dampen
credit quality. " Moody's Investor Services raised the same concemns earlier this week: “Power
companies that sell eleciricity at market prices face growing challenges, including fewer trading
partners, reduced electricity demand and continued volatility in commodity prices ... Moody's kept the

owutlook jor the merchant power sector @ siable, bui sees the credit crisis and a slowing economy
increasing risks for the industry. "

The FES Short Term ESP proposal is not reasonable and should be rejected. It is the product of

self dealing and affiliate abuse. It would unnccessarily cause consumers to suffer rate increases of 15%
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-~ 36% through the payment of above-market generation rates and the payment of $45 million in
distribution riders over four months. It would also unnscessarily burden shopping with a $10/mWh exit
fee. In its place the Utilities should be required to purchase generation for non-shoppers undes the Short
Temm MISO Option sponsored by OEG.

2, The Short Term MISO Market Plan Of OEG Should Be Approved.

OEG recommends that the Commission approve its Shart Term MISO Market plan. This would

allow all consumers to benefit from the 24% decline in wholesale generation prices since this case was
filed.

OEQG witness Mr. Baron tracks this decline in his updated testimony. Table 2 to his updated
testimony is reproduced below. Mr. Baron used the same methodology as the Utilities’ witnesses Mr.
vae;toc-alculatewholasalemarketpﬂcestoscrvcloadinth:Fi:xtEn:rgycontrolm This is the
wholesale encrgy and capacity price (plus reserves) without any retail premium, or mark-up, to account
for shopping risk. For the Jamuary 2009 through April 2009 period the FERC-regulated wholesale
market price has fallen from $72.40/mWh as of July 15, 2008; to $61.85/mWh as of September 19,
2008; to $55.26/mWh as of October 10, 2008.2' This is a 23.8% decline in three months.

3’f§ades¢rihadhlhll'. Graves's testimony, the merket rate was developod msing an average of Cinergy Hub and PIM West
pricas.
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Tabie 4
Average of Cinergy Hub and PJM West Forward Prices

Month July 13,2008 | Sept 19,2008 | Oct10. 2008

Ian-09 366,491,657 | son74,102 | 265,706,909

Feb-09 32,780,327 26580242 | 233,9%4477

Mar-09 279,437,902 239,778,114 213,283,427

Apr-09 282023809 | 244497973 ) 214979534
Jam-Apr Avg. 1,250,733,695 | 1,081,823.202 927,924,368
|Capacity Cost Rate (SimWrday) 69.17 69.17 e
Peak Load + Reserves 13,327 13327 13,327
{Capacity Cost (@ 120 Days) $110,619431] 8110619431 110,609,431
Total Cast §1,362,353,135| $1,162,442,633] $1,008,543,797]
MWH Sales 18794716 18794716 18,794,716
S/mWh s72.49] $61.35 $35.25

The most current wholesale market price in the record is the October 10, 2008 price of
$55.26/mWh. The FES Short Term offer represents a 40% premium over this current wholessle market
price. In dollars, the FES Short Term offer represents a $418.6 million above market overpayment by

consumers over the four month period.

The mechanics of OEG's Short Term MISO plan to avoid this $418.6 million overcharge are

steaighiforward.

First, the existing tariff or contract generation charges as of December 31, 2008 would remain in
effect during the first four months of 2009, except that the RTC charges would be removed from each
tariff or comtract as they expire? The removal of RTC charges as they expire is required by ORC

4928.141(A).

2 Baron Direct Testimony at pp. 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 become the base-rate generation revenue for purposes of calculating

future adjustments.

Finally, the Utilities would purchase generation in the MISO day-ahead market to serve non-
shopping load. The Utilities could also hedge by locking in the pricing for all or part of projected load
for one or more months, The difference between each Utility’s actual cost of wholesale MISO
generation and its average base-rate generation revenue would be added to or subtracted from each retail
tariff or contract on an equal cents per kWh besis in the following months* The monthly true-up of
base generation revenue collected in rates compared to actual purchase power cosis from MISC is

similar to a fuel adjustment clause or gas cost recovery clause.

This three step process would give the Utilities full recovery of their wholesale power costs as
required by federal law. The Utilities would suffer no loss. Retail rates would not change daily. They
would change (up or down) only monthly to reflect the MISO true up. Because existing tariff or
contract generation rates wonld be maintained (subject to the monthly MISO true-up) rate continuity for
cach customer would be achieved.

No retail risk premium would need to be added to the MISO wholesale rate. As shopping
customers come and go, the Utilities would simply buy more or less in the daily MISO market. The
Utilities would have no retail shopping or POLR risk.

Buying power for non-shoppers from the MISO administered wholezale market is operationally
feasible. In the MRO case the Utilities testified that if a winning bidder defaulted on its supply
obligations, then “the Comp%nies will procure the defauited power in MISO administered markets ot

3
I8
*




prevailing FirstEnergy zonal spot prices.™ The Utilities firther testified in the MRO case that if a
supplicr defaulted the Utilities could engage in hedging to manage MISO day ahead LMP price risk but
would only do so if ordered to by the Commission.”® Therefore, the Utilitiea obviously know how this
process works. But if the Commission has concerns shout MISO's regulations, business rules or
scheduling protocols, then MISO should be contacted directly. Presumably MISO will be very

responsive to the efforts of a state commigsion in this regard.

An additional benefit of this Shart Term MISQ plan is that no FERC approval would be peeded
#s there would be no direct affiliate sales. In coutrest, the FES Short Term ESP proposal would be
subject to FERC approval unless the October 24, 2008 FES waiver application is granted in the next two
months,

We have developed the following tables which calculate the rate changes each rate schedule
would experience under the October 10, 2008 forward price of $55.26/mWh. The tables do not include
the distribution rate changes which are & condition of the FES Short Term offer.

Table 5

Ohio Edison Company
Impact of OBG Praposed Short-term ESP
No Distribution Rate Change, Generation at $55.26 pec mWh

Present Proposed Percent

Reovae Tncreons
Residential Sexvico $1,050,950,746 {$102,398,622) -9.7%
General Sexvice - Secondary $742,018,527 {$103,2246,391) -13.9%
Cremvecal Servioe - Primary $274,619,326 ($44,027,33)) -16.0%
General Service - Subtrensmission $71,549,620 ($12,500,394) «17.5%
Genernl Sorvice - Transmission $324,435,963 (565,507,720 20.2%
Private Outdoor Lighting Sarvice $10,879.283 ($667,448) 6.1%
Street Lighting Service $1,294,903 {8377.451) -29.1%
Traffic Lighting Service $6,381,189 {$747.243) =10.9%
Total Company £2,482,650,560 ($320,452,601) =13.3%

# Case No. 08-936 Direct Testimony of Keévin Warvell atp.14.
*1d at15.
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Table 6
The Toledo Edison Company
Impact of OEG Proposed Short-term ESP
No Distribution Rats Change, Generation at $55.26 per mWh
Prmseat Proposed Percent
Revenue Incrense
Residemizl Service $290,090,704 (332,158,207 «11.1%
General Bervice - Secondery $279,379,142 (550,544,178)  -18.1%
General Service - Primary $112,735,395 (524,648.,727)  -219%
Genoral Service - Subtransmission $9,014,762 ($1,687,204) -18.7%
(eneral Service ~ Transmission £239,113,335 ($19,190,921) -3.2%
Private Qutdoor Lighting Service 57,062,145 $371,675 5.3%
Street Lighting Servica 382,072 $52. 136 6.5%
Traffio Lighting Service 313835212 584,134 4,6%
Total Company $540,112,777 ($125,115,191} -13.6%
Table 7
Tha Cleveland Electric Ilhuninating Company
TIvpact of OEG Proposed Short-ierm ESP
No Distribution Rate Change, Geneeatlon at $53_26 per mWh
Present Proposed Percent
Revenue Inirense
Residential Service $642.960,054 $24,731,073 4.0%
General Service - Secondary $813,867,408 $33.944,791 42%
General Service - Primery $30.272,861 $1,543,087 1%
General Seevice - Subtranamission $262,511,781 $14.526,127 5.5%
General Service - Tranamission $45,793,241 $3.329978 713%
Private Outdoor Lighting Service $17.993,022 $588,003 13%
Street Lighting Servioe $1,400,081 $132,463 9.5%
Traffic Lighting Service $10,431,394 $295,439 2.8%
CEI Contracts $101,559.051 0.0%
Total Company $1,926,788,893 $10,110,966 4.2%

Consistent with the prior analysis, the CEI rate impact ass

s that CEI would not agres to waive its

right to collect RTC payments of $140 milljon absent a Long Term ESP agreement. That is why CEI

customers would have a small rate increase,

15



The economic slowdown or recession this country is currently experiencing may have a silver
lining here. NYMEX natural gas futures for months January, February, March and April 2009 are all
currently trading in the $7/mmBiu range.”’ When the Thilities’ ESP was filed, these same gas futurea
were nearly double in price.”? Since natural gas generation sets the LMP clearing price in pesk hours
this indicates continued low MISO pricing during the Short Term ESP.

We have also included a graph showing the Cinergy Hub real time and day ahead prices which
actually occurred over the last twelve months.” The future will obviously be different, but from this
graph you can see that Cinergy Hub LMP pricing has been below $77.5/mWh for the vast majority of
the hours over the last year. Again, keep in mind that an economic slowdown and low natural gas prices
will tend to dampen LMP pricing even further.

Under these circumstances, reliance on the MISO market for generation for non-shoppets is a
beiter choice than the above-market FES Short Term ESP offer coupled with shopping limitations and

unnecessary distribution riders.

3 A Four Month Generation Rate Freeze Would Be A Reasonable Compromise.

Freezing the existing 2008 generation rates for the first four months of 2009 would result in an
effective generation rate for Ohio Edison of $67.92/mWh, for Toledo Edison $67.28/mWh and for CEI
$47.86/mWh.*® This rate freeze analysis takes into account the fact that the RTCs for Ohio Edison and
Toledo Edison expire at the end of 2008, but will continve for CEL The weighted average gensration
price from FES needed to freeze existing rates is $60.77/mWh. This is 2 21.6% reduction in the FES

:Att:chmmt‘.'.

id
® Artachment §.
3 Astachmens 9.
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Short Term ESP price. Considering that in the last three months wholesale generation prices have
declined by 23.8%, a price of $60.77/mWh seems reasonable,

This proposal would result in all customers, including customers currently served mnder special
contracts which expire at the end of 2008, to maintain stable rates for the first four months of 2009.
Staff witness Mr, Fortney made a similar proposal at page 10 of his direct testimony, except that he
would also add & 2.5% surcharge on each customer’s 2008 bill. A 2.5% surcharge on 2008 total bills
would yield approximatsly $44.6 million in additional revenus to the Utilities over the four month
period. Stff’s approach to impose & 2.5% rate increase on each ratepayer for four momnths is reasonable
and should be offered to the Utilities as an alternative.

In order to provide FES with a stable load the non-bypassable $10/mWh MDS charge conld be
imposed for four months to imit customer migration through shopping. Finally, an additional inceative
to consider would be to allow the two distribution surcharges to operate thus providing the Utilities with
an additional $45 million.

Respectfully submitted,

David F. Boehm, Esq. N
Michael L. Kurtz, Bsq.

BOEHM, KURTZ & LOWRY

36 East Seventh Street, Suite 1510
Cincinnati, Ohio 45202

Ph: 513.421.2255 Fax: 513.421.2764
E-Mail: dbochm@BKTlawfirm,com
mkwz@BELlawfimm.com

COUNSEL FOR THE OHIO ENERGY GROUP

Qctober 38, 2008
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1 L QUALIFICATIONS AND SUMMARY

2 Q. Feass piate your numwe and business address.

3 A, My name is Stephen . Baton. My business addrezs is J. Kermedy end Associates,
4 Toe. ("Kennedy end Associates"), 570 Colonial Park Drive, Suite 305, Roswell,
s Georgia 30075,

T Q. Whatisyour occupation and by who are yon employed?
8 A.  Tam the President and 8 Principal of Kennedy and Assqciates, a firin of utility rete,

- plaaning, ad economic consultants in Atlasts, Georgia,

10

H Q.  Pleasy describe briefly the nature of the comsuliing services provided by
2 Keanedyand Associates.

13 A,  Xemwdy and Associates provides convulting services in the dectric and gas wtility

14 industies. Our clieats inchude state agencies and industrial clectricity consumers.
1 " The fim provides expertise in systom planning, load forecasting, financial analysis,
16 cast-of-aarvice, and rata design. Current clieats include the Georgla and Louisiana
17 Publip Service Commissions, and itdustrial consumer groups throughoet the Unfied
18 Statea. My sducational background and professional experience are summarized on
19 Baton Exhibit__ (SJB-1).

20

K Kennedy and Asseciates, Inc. |
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1 Q. On whose behalf are you (estifying in this proceeding?
T am tesiifying on behalf of The Ohio Energy Group (“OEG™), a group of lurge

2 A

3 industrial customers of The Taledo Edison Compeny (-TE™, Ohio Bdison
4 Company (“OE”) mnd The Cleveland Flectrio Mumiinating Company (“CEP),
] hercinafter referred to 28 “the Companies™. 'The membery of OBG who take service
8 from the Companiey are: Ak?mdw&&&mhah.hn..&&ﬁtedﬂupaﬂm
7 Alcoa Inc., ArcelorMiital, BP-Husky Refining, Inc., Brush Wallman Inc., Chrysler
g LLC., B DuPont de Nemours & Co., Ford Motor Compeny, Johns Manville
8 ‘ (Berkshire Hathaway), North Star BlueScope Stecl, LLC, PPG Industries, Tac.,
10 Republic Engineeted Products, Inc., Sunoco Toledo Refinery, Severstal Warren,

1" Ine. (formerty WC] Sieel, Inc.,) Worthington Industries and Linds, Inc.

12

13 Q- Hava yom previously presented testinaony Im any of the Companion’ cases in
14 Ohlo?

18 A.  Yes 1 have previously testified in Case Noa. §8-171 and 83-170. I have also

16 testified in Case Nos. 99-1212, 59-1213, and 991214, the 2000 proceedings in
17 mem’@mmﬂhcmuwmamm
18 to implement retail competition. | slso have testified in Caso Nos. 07-551, 07-552,
18 07-553 and 07-554, and have filed testimotiy in Case Nos. 08-124 and 08-123.
20 Finally, I have teatified in the Companics’ MRO proceeding, Case No, 08-936-BL-
21 880,
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2 Q. What is the purpose of your testimony?
a A lmsﬁwngamofimmmwmecm‘medssr

4 awociated with fts requested rates and riders, First, I will be addressing the

5 Cotnpapies’ proposed Long Term and Short Term ESP S50 provurements, 1 will

8 addteuﬂ:elmpwtoflheCompaMﬂ’dhcusnﬂmmeﬂu’mpmedmm

T fmmﬁonmlyﬁumFESmddlmmaMmﬁwmmm

8 tising an active portfolio approach,!

9

10 Iamwmmdummcmu'mmsmmmwmmu

1 and the luck of a teasonable mitigation proposal i it plan. hﬁﬁlmyd,lﬂ

12 dmmommnmﬁﬁwhmemwmmww

13 : ESPs (or altemative ESPs approved by the Cominission) that will promots

14 economic development.

15

16 I will also address the Companies’ proposed Ecanomio Load Response rider

17 (ELR") and recommend appropriate adjustments that will mske the rider more

18 reasonable,

19

o T will also address the Compenies' proposed non-bypassable 1 cent per kWh

21 geacration charge associated with provider of last tegort (POLR) sisk, Thiy charge,
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4 which is lochdal in the generaion rte for each Company, i designed to
2 mmpmﬂethocnmmuiwfw_lmppliwﬂskhmﬁdfngPommdudeﬁa
3 servios. 1will reosinitnend adjustryents to this chargs.

8 Q.  Would you plemse summuyize your testimony?
B A, Yes

3 1. Asdiscussed by ORG witness Lans Kollen, the Companies’ proposcd Long
] Tearrn ESP generation rate is not reasonable. As an aemative, OEG rcoommends
10 thet the Companics issus requests for proposals for afl facots of wholesale

14 generation supply sufficient to meet their POLR requirements. The ultimste goal

12 should be & least cost porifolio of wholcsale ganerating resousces to supply those
13 consuraers who do not shop. ‘The shopping risk, or POLR tesponsibility, should be
14 retained by the Compenies.

15

18 2. The Compsnies’ Short Term: ESP propoaal is not reasonable and should be
T modified. 1falong term ESP i not in place, OEG recommends thet the Companies
18 purchase cnergy via the MISO day-shead market. The existing gencration rates lesa
19 RTCsuﬁteymﬂlyexphshuﬂ;lhemtimnd.nhjndhmﬁjmmw

! OEG witness Lans Kollon aino addresses the Compunics’ Long Tarm ESP 880 procurement proposal
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1 reflect the difference between the revemucs produced by ihc current effective

2 ganeration rates and the cost of actual purchases from the MISO day-ahead matket,
4 3, The Companies’ proposed rate increases in 2009 under the ESP do not
5 consider the state policy to Facilitate Ohin's competitiveness in the global ecanoray.
a In pasticular, The Compenies’ BSP rate proposals fail to adequetely mitigate the
7 increases to large industrial customers. Tn some cases, the Companies ave proposing
8 industrial customer increases in 2009 (versus 2008) of mre than 33%, while
] proposing rate reductions o the conimevial customer class. No matter bow
10 wholesale power for gon-shoppers s procured, the ingreases for sach Company
11 should be modificd vaing the following three principles:

12 *  Residentiol rites shonld reflect the increascs suggested by the Companks
13 (f the flled ESP rates are adypted) and not be charged any costs associated
1" with rate mitigation under this plan. If alteraative wholesals gencration
5 rites ars approved, then residcutin] rates should be adjusted sccordingly
18 to recover the residential class share of cosix, without any additional
17 mitigation charges produced under this plan.

14

18 * Na rate schedele should recelve an lucreass greater than “2 Times™ the
20 average Increste.

pa

. = No rite schedule shottld receive a rate decresse if other schiedules got am
23 increase.

24 )

2 .

20 This rate mitipstion plan moderates the full effect of wholesale price incresses by
7 imhgmemmMeBﬁmemuMwm This plan
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Stephen J. Baron
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18 revenae newtral to the utilities and promotes ecovomic development and job
retention.

4, The Companics have incorporated & 1 cent per kWh charpe in the
base genctation rates of each Company to provide compensation to the Companies
due to their obligationa 1 grovide POLR, service to customer, who may switch to an
altamnative supplier doring the taom of the ESP, Mchrgeismn—hpuuﬂemd
is included in the ESP gencration rates (via Rider GEN) snd scperately charged to
shopping cuslomers via Rider MDS. This charge should be waived for ESP
customaery who cither: 2) agres to forego their dght to shop during the thres yesr
term of the ESP; or b) agres to ot take service andet the ESP and, in the evert of a
return to POLR servios, agree o watve their right to take scrvice under the BSP and
accept market based rates.

s Tha Cowpenies have proposad an Economia Load Response (“ELR”) rider
that offers existing interuptible and special comtract interruptible customers an
option 1o receive additional interruptible credits if these custemers agree fo an
walimited nember of coonomic interruptions. OFG recommends that the proposed
ELRﬁxietbemodiﬂedbﬂows:

. Econoinic interruptions will be invoked when the day-gheed LMP
exceeds 125% of the BSP generation rate for thres consecutive hours

b.  Beonomicinterruptions are limited to 1,000 howrs aanually.
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i

2 6. The Companies are proposing a Capecity Coat Adjustment Rider (“CCA™)

3 to rccover the coats of additional vequired reserves during the months of May
4 through September, in the event that the FES capacity available to the Compaaies is

5 insufficient to provide such reserves. l:isinappmp}rhhhdwptl‘lilupwltytidﬂ'

(] to interruptible load. The requirement to obtain sufficient sanus) planning reserves

? is an obligation of the Companies, besed on their firm Joad, not interraptible load.
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1 .  LONGTERM AND SHORT TERM ESP PROCUREMENTS

3 Q. OEG witness Kollen has raised concerns regarding ths reasonableness of the

4 Companics’ propescd Long Term ESP procurement rates in kis testhnony. Do
5 . Yyou have any recommendstions for an altvrnative approach that could be used
8 by the Companies to prevure POLR supplics uader the Long Term ESP?

7 A, Yes. In my testimony in Case No. 08-936-BL-SS0, which coucerned the

3 Conpanies’ MRO procurement, ! rocommended that an active pottfolio apgroach be
a wed o obtaln the necessary wholesale generation supplies for the distribastion
10 Companies' non-shopping customers. Aﬁmﬂumwmu

1 imp!emmtedtoubtalngmuﬁioﬁaupplyﬁrtheﬁﬁ?uwen

12

13 Q. Would you describe approach that you recommend to whhnin POLR
14 geweration service for the Compamies?

16 A, The Compshies should issue requests for proposaly for all faccts of wholesale

18 - generation supply suffident o meet its POLR requirekmenty. The nhtimate goal
17 should be o leust cost portfolio of wholesale generating resources to supply those
18 consumers who do not shup. The retail shopping risk, ot POLR responsibility,
13 should be relained by the Compenies. The Companics should he fully
2 compensated for this risk by rates set by this Commission. The POLR risk should

not be outsoutced to the wholcsale genetation suppliers,
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Why are you proposing an ESP procurement process that places the POLR
risk on Toledo Edisan, Ohlo Edison and CEI, iustead of FES or other
wholesale suppliers?

A procurement process wherein the Companies obtain, via a competitive sealed
bid RFP procesy, blocks of wholesale powex, tather than full requirernents service,
places the risk of POLR supply on the Companies. As a result, the cost of
wholcsale generation should be significantly reduced. The supplier tisks inheront
in a full requiressents POLR service solicitation were quantified by the
Companiey’ witness Scott Jooes in fhia case, D, Jones expleined how third
parties wha Hdmmpplyiugmmhopphghudmust.&minmwdiﬂhem
typesof‘retnilmk"AmdinginDr. Jones, when utilities out-source tho
responsibility and rigk of POLR supplytothirdwﬁes,thnm&iinnﬁuﬂ mark-
up over the wholesals gencration prica of between 1 7% - 40%. Keep in mind that
this retsil mark-up is over and above the already high FERC regulated whelesale
market gencration priccs estublished thwough the MISO or PIM locational
marginal price (LMP) process.

Table 1 summarizes the “margins,” in excess of the wholesale cost of generation

that Dr. Jones has estimated for the years 2009 through 201} uader a competitive

full requirements solicitation. |

POLZICYEIS 'ON X¥3 ~ ASNOT % ZIHX HHIOZ WA 01:90 NOW 8002-62-d3S




Stepisen J, Baron
Page 10

Table 1
Eotlinated Procuremant Margine in Excess of FERC Regulnted Wholesale Market Price*

00 2010 a1 Toial

Direct 3442900210 $4220202509 §42381,500007 §12.084743,712
Reia Margin above Market $ TH0TA881 51485284033 $1751396935 § 3.958,506,528
Totsl Cost % Rotall Custormers  $ 6,474,935,177 $5.675460.542 §$6,142917022 § 16,992 309,541

of ookl "Exhloits B, 9 and 10

N =

3 As can be seen fom Dr. Jones' anslysis, the estimaied retail “marging™ that
4‘ custorners would have to pay over and sbove the market based wholesals
5 gencration oost arc nexly $4 billiop during the thres yesr period  This ia
] equivalent o a margin of $22.86 per mWh. This is & very substsatial payment
7 that may be reduced if the Companies procure wholesale blocks of power, usa the
a3 MISO market for load following and ahsarb the POLR risk themaelves.

10 Q.  Should the Companies be pesmitted (v recover all of their competitively bid
11 generation supply costs under your proposal?

12 A. Yo, to the extent that such costs were prudently inctured, The Companics should

12 conduct a compctitive procurement using an RFP provess foc wholesals blocks of
14 power and other necessary gencration services to meet POLR load. Based ona
15 reasonable mix of fixed block wholesale contracts and apot purchasc and sales
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1 conttacts (fo deal with load following, sales forecast varistion, shopping

2 migration, etc.) the Companies would effectively absorh the risks cited by Dr.
3 Jones. The reasonabla costs associated with these purchases lo meet customer
4 load should bo recovered from customers who take POLR service, subject to
5 Commissicn approval. Under this procurcment approach, the Coramission would
6 bave oversight ou the level and recovery of the implicit “risk premioms” baing
7 charged to customers. The Commisgion would therefore have the nbility to keep
8 the retail risk premiwn below the $4 billion amoust estimsted by Dr. Jones {an
0 average of $1.33 billion per year).

10

n Q. Have you reviewed tha Companules proposal to implement 2 Shart Term ESP,

12 in the event that the Cosunission hus not made 3 determination om the ESP
13 proposal in thine to lopbement it by January 1, 20007

14 A. Yes. The Short Term ESP, which must be approved by the Commission by
16 Novesnber 14, 2008 or it is eutomaticaily withdrawn, is an offer by the Companies
18 to the Commission for a tempotary SSO Pricing plan that will be in offect for the
17 peciod Jamary 1, 2000 through Apeil 30, 2009. If the Commission spproves fie
18 Short Term ESP, according o the Companies application, “the Commiasion will
10 have establisbed known rates that will be {n effot on Tamuary 1, 2009, in the cvent
20 that there is no apptoved ESP acceptable o the Companies within the 150 day
21 peciod peovided pursuant o Am. Sub. 8, B.221.” '
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1
2 The rates and terms of the Short Term ESP are the same 23 those of the longer term
3 ESP except that the average bags peneration rate is 7.75 couts/kWh (6.75 ceatwkWh

4 curyent changs, 1.0 conta’kWh deferred).?

] Q. How does this propused average bmse generation rute of 7.78 cent’kWh
14 compare t0 the proposed longer term ESP sverage generstion rate for 20097

8 A The longer tern ESP proposal requests a 7.5 centkWh average generation rate for
8 2009, The Short Tert ESP genetation rate is5 thus 3.3% greater than the Long Tem

10 ESP proposed base gaporation rate for 2009,
11

12 Q.  De you have auy concerms with the Companies” proposed Short Twm ESP

13 proposl?

14 A, Yes. For the reasons discowssed in Mr. Kollea®s testimony regarding the proposed
15 Long Term ESP generation rates, [ believe that the Shott Term ESP proposnl bs nat
16 reasonable and should be modified.

17
18 ).  Howshould the Companiss’ Short Term ESP pricing proposal be modified?

19 A. QEG rconunends that the Companies purchase enotgy for nop-shopping customers
20 via the MISO day-ahead market. The Compenies® existing gencration rates should

1 Carbiin provisions of the loogor term ESP do ot apply related o Green Resgurces and the Economio
Development Rider,
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Q Have you made amy analysis of the estinuted cost of aequiriug saerpy on the

Stephen J. Baron .
Page 13
be continued, subject to an adjustment to reflect the difference between the ravemes
produced by the currently effective generation retes and the cost of actial purchases
from the MISO day-ahead market. In addition, the RTC should be climinated from

cixrent ratos gs it expires.?

Q.  What mechmuism should be established 1o implement this proposed Short
Torm ESP?

A,  The most wppropeiate mechanism would be to implement a purchased power
recovery rider that would compute the diffreoce between the costs each month
associaed with power purchases and the revenues produced via the existing
graecation ralcs, The Companies should be permitted to recover uli of their costy |
associatcd with obtnining the POLR supply that are not recovered via the existing
generation rates or other ridecs (such as the ransmiission cost recovery trider). This
would include ancillary eervices, capacity costs, congestion charges sid mny other
costs incurred, in excess of the revenues produced by the existing generation rates
(leas RTC a# it natura)ly expires) and the exixling ttansmission checges.

MISO day-abead market for 20097
A Yea, | have sunmerized my analysis in Table 2, which follows. Based on the July

ls.mmdlomeWeunﬂMHubwptMMbyMu

¥ The RTC will terzinuts at the end of 2008 foc OF sné TE customess.

vaL2I2hEIS ‘0N XVd ASHOT ¥ ZLHNN HHI0E Ud 03:50 HOW 8002-52-419S




Stephen J. Baron
Poge 14

1 Graves, the expected price for energy and vapucity for the four months ending April

2 2009 would be 7.249 conts’kWh. Using an updated analysis of the same PIM West
3 and Cincegy Hub forward prices as of September 19, 2008, the expected price for
4 cnergy and capacity for the four months ending April 2009 would be 6.185
4 contskWh. The difference between the 6.185 cant’kWh rate and the Companies®
e proposed Short Term ESP generation rats of 7.75 cemtkWh is $294 million for the
T four month pesiod January Yo April 2009.
8
Table 2
Avarage of Cinergy Hub and PUM Wast Farwerd Prices
Month b 10,2008 Seot. 16, 2008
Jen-09 208,401,557 31,744,912
Fab-00 120,7.207 205002962
Mar-0% 279437902 220778474
P —-28292,800 —2APLITS
g, 1250 636 1,061 222,202
Capacily Cost Rale (S/mWiday) .17 .17
Pack Lond + Resarves axr — a7
Capacky Cost {4 120 Deya) 2110819431 $110.610.431
. otal Coul $1,282.363,128 $1.162.442.07
MWH Selee 1874718 18,734,719
o | e s01ag

10

11 Q. Should the Companiss, or their agent, employ hedging to provide more sinble
12 prices duriog this four month peciod?
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My recormmendation would be to permit the Compenies, via their agent, to engage
in hedging, if that iy determined to be cost cffective,

Are you recommending that the Companiss participats directly In the MISO
day-ahead market?

Not necessarily, The Companics can either clect to participate directly in the MISO
market or issue an RFP to obtain this product from a third party. The Companies
should also svaluate the costs and benefits of purchasing financial hedges.
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1 ML OEGPROPOSED RATE MITIGATION PLAN

3 Q  Would you address the Companics® praposals to witigate rate increases nnder
4 thelr respective ESPs?

5 A.  As disoussed by various Companies® witncsses (8.g, David Blank, Gregg Hussing)

B in their testimony, the Companies have proposed a number of so-called “raie
14 mitigation™ ridexs that are designed to fidlitate n reasopable trangition fiom the
8 curetit RSP rates to the proposed rates that would otherwize prevail under their
2 respeotive ESP's.  For example, Mr. Hussing testifies at page 5, line 9 of bis
10 testimony that:

1" "The tramsition from histovie rate levels and stractwrer to proposed rates
12 must be accomplished through a reasoued and gradual approach in
13 order to sccomplish the objectiva of mitigating customer impacts,
14 Incorporating the concept of gradostism fs n useful tool in managiey

15 ovarall customer Imparts resniting from rata design objectives,
16 :

17
18 Q. Do you agree with Mr. Hussing's stated rate ouitigation objectives in this case?
19 A.  While | agree with the Companics’ stated objectives, a review of the proposcd rate

20 increases under the ESP's shows that the utilitles heve not come close lo
21 incorporating gradustism Into thoir rafo propossls and have Esiled to adequately
2 mitigute the increnses to large industrial customers.

n

80/b2 4 VBLZITHELS ‘ON Xy AHMOTT % ZLA0N UHS08 Hd O1:50 NOW B002-83~438 =




10
11
12
| 13

14

89/9¢ ‘d

Stephen X Baron
Puge 17

‘What increases are the Companics proposing for 2009 usder their respective
ESP's?
Teble 3 below summarizes the percemisge rate incromes by tate class for cach
cminzbw.mmpmmzoosmw Rate QT is the transmission
voltage rate used to amlugeindus&iﬂwmum. A3 can be seen, for some rato
schedules (for example, Ohio Edison rate GT, Cleveland Electric Mlumingting mte
GT and Toledo Edison tate GT), the proposed ESP increases are many nmultiples of
the averege retail mcreases for those Compamicy, I tho case of Tolado Edison, the
Compeny is proposing lo incrcase the OT industriel rate by 33.8%, compared to an
average rotail incroase of 6.96%. At the same tims, Tolede Edison i3 proposing
stgnificant rate reduetions for the commercial customer classes. The GT industtial
mimmuhmlySﬂmuulugeuﬂiemmm This cannnt possbly
be consistent with the concept of gradualism supported by M. Hussing,
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Table 3
Companies' Proposad Rate Increases

2008 / 2008 Percentage Incressss
-3

GATE CODE Lk , &
RS % AT 5.7%
o8 2.93% 47T% -2.02%|
ap 5.37% 2.29% A0.27%
G5l aoe% 1.74% 14.00%
L 19.82% 13.80% saea)

. POL 2% 28.20% 18.147%
L 11.53% 17.20% 1.82%

J TRF 12.35% 2.3% 2000

CONTRAGTS |.82%

TOTAL COMPANY 5.23% 402% aeu!tl

Do the foereases shown in Table 3 reficet all of the Companics’ proposed
sslgation assistance?

Yes. These inotude the full extent of the Comparies’ Himited atempts at mitigation.
It should be obvious that these rate mitigation proposals are simply insufficient to
accomplish sny reasonable gradualism cbjective, contrary to the stated objectives of
the Companies that 1 quoted earlier.

Are fus tocreases proposed (n the ESP's consistent with Ohio siate policy, s
required in Ohlo Revised Coda §4928.02 and 5B 2217

No, oot in my opinion. ORC §4928.02(A) and (N) provide clear guidsnce io the
Comsnission fn cvahuting the Companies® ESP, Thesc policy objectives are:
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Stephen J. Baron
Page 19

(A) Ensurc the availubility to comsumers of sdequate, relisble, safs,

; efficient, nondiscrimipatory, and ressomably priced retail clectric
a service; .
: ; (N} Facilitate the state’s effectiveness in the plobul econony.
L,
ii 8 nercases for the Companies® largest industrinl manufsctoing firms in the range of
| 9 25% to 34%, compared to retail average increases in the 5% range, do not comport
‘ 10 with Ohio state policy requiring reasonably priced electric service and clearly do nat
1 “facilitate the state’s effectiveneas in the global econamy.” A more substantial and
12 reasanable mitigetion plan is required.

‘ 13

| 14 While retsonsbly priced :ledﬁcpowerwillnutmﬁhlp’smm&onmm
5 by ttelf, it will help. From Jenuary 2000 o the first quarter of 2008, Ohio"s goods-
18 producing industries (maoufacturing, construction, natural resources, and mining)
17 lost 23.3% of their ecmployment. [n the Isst cight months this rate of decline has
18 acceleated. From Janusry 2008 to Angust 2008, Ohlo’s uncmployment rate
18 increased by 34.5% (from 5.5% to 7.4%). This is 115,388 additional unemployed

workers.  Heavy manufctwing is conceotreted in the Companies® service

2 teritories. Acoondig bo the Obilo Depeitinent of Development, in 2007, Ohio had
22 201 lzrge mamufacturing plants, Of this total, 161 are located in counties servad by
23 the Compatics.
24
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Can the Copwmimlon improve the rate witigation plan propossd by the
Companies to accomplish the xtatutory objecitves?
Yes. The Commission can improve the proposed rate mitigation plan to more
reasonahly spply the coocepty of gradualism to the ESP mtes jn order to promate
state policies, especially economic development. In a mmbar of prior cages, the
PUCO has adopted the regulatory concept of graduslism in approving increases to
rate classes,

Has OEG developed an alteruxtive rate sllocation methodelogy that promoies
the policy obiectives of the state ?

Yea, OEG recommends that the approved ESP revenue increases for non-shopping
mhmuhdlocmdwwuﬂmwhﬂﬂuusiqthﬂfdhwhuﬂmpdmiplm

1. Residentizl rotes showld reflect the increnses suggested by the
Compuniss (If the filed ESP rates xre adopted) and not be charged
any costs associsted with rate mitigation mmder this plas.
alternative wholesils generation raies sre spproved, thew residential
rates should be adjusted accerdingly to recover ihe residontial class
shave of eosts, without any additional mitigation charges prodoced
ander this pian.

2. No rate schedule should recvive an incresse greater than “2 Tintes”
the retall xvernge nerense.

3. No rate schednle should receive o rats deersase if ether schednies
get an increase.
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Those three principles should be sdopted by the Commission no matter how
wbnlsalagenenﬁmﬂpplyisublaiﬂedﬁrm—ﬂoppinshaﬂ.muathm
principles can and should be applied even if the wholeselc supply proposal from

FES is rejectsd.

Baron Exhibit _(S1B-2) presents the results of the OEG Rate Mitigation Plan as

applied 1o the FES offer, This Table is for illustrative purposes only, as [ believe the

FES generation supply proposal i not reasonable and shovld be rejected. Table 4

summarizes the 2009 (versus 2008) increases for cach rete schedule under the FES

offier.
~ Tabled
OEG Mitigsted Proposed Rete Inoresses
2000/ niage incre
BATECODE -] & IE
RS 200 1™ BIT%
E31% amn 414
oF B.16% 209% n
asy 1047% 1.00% B
ar 104T% ".20% 12.53%
POL 8.23% B24% 12.09%
n 10.47% 24% 13.77%
”e 047% 0.24% 9.00%
[cowTracrs 0.00%
[TOTAL COMPANY A% 4820 8.56%|
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1 Q. Would you describe the methodelogy used to mitignte the incresges for exch of
2 the Compaules’ rate scheduies?
3 A.  Yes, First, a5 siated dbove, OEG is not proposing any changes for residential rube

- 4 schedules* ‘The OBG mitigation analysis bogins by first determining the mexinm
5 increase for each nou-residentinl rate schachile, based on the “2 Times™ the average
8 retail incresse criterion. The hext step is to reallocale the revenue deficiency
7 . Mbyﬁe‘?ﬁnm“ limitation to all non-residential rate schedules. Finally,
8 tute schodules that continue to show a rate decreass are adjusted mych that thare ia a
8 “Q" inorease for thet rate, with the reyulfing exceas revenuss used to reduce the

10 increages fot all non-residential rates.

"

Have you mde nlyspenlnln#nﬂuuh for the CEI Contract rata clasn?

2 Q

18 A No. At this point, I have trestod this rato clasa similady to sl otber CEI non-
“ residential classes. To the extent that all, oc a portion or (he revenne sdjusizent
18 shown for this rete class in my alysia are prechuded by the terms of the contrac,
® sty recommendation is to allocate tha shortfall to ol non-resldential clataes in the
17 macnet thet T have followed in my analysis,

18
19 Q. Do you have s recommendation tu speeifically intplement the OEG Economic
P ‘ Developmwat Plan?

¥ Of conzve, o the extenit at the Conmisxion suthorizes 3 Jower overall ESP incrowse, rosidentinl rtes
wonld be adjusted 10 reficot thess changes.
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Yos. The mitigation should be accomplished via the charges and oredity in the
Companies propased Economic Development Rider (“EDR™). As stated in the
Direct Testimony of Companics’ witness Huselng at page 8, line 17, “[TTha putposa
of the Economic Development Rider is to promote graduatism and mitigate oversll
bill impacts to customers through a Series of credits and cherges.” I agree fully with
Mr. Hussing’s lestimony wherein he states: *...it is better 10 proactively address
disproportionate rate impacts typically felt by those costomers previously served on
tariffy below average rates in onder lo promote economic stability”® The OEG
Mitigation Plan is consistent with this objestive end OEG recomnends that each
Company’s EDR be modified to incorporate the provisions of the OEG plan. T
add.iﬁonmﬁe‘ﬁdmmemﬁmﬂehrmaommmﬁﬂﬁmplmisbwm
Okio state policy, amounts charged to euch rats schedule via the EDR should be
non-bypassable, which will fcilitats the implementation of the mitigation plan and
engure that eny revenue shortfalls ace fislly recovered by the Compunies.

‘What effect will these proposed changes to the non-bypassble EDR rider have
on shopping and POLR risk to the udlitlos?

QEQ's plmn modetates the full effect of wholesale coat increases to the industrial
class by increasing the non<bypassable EDR charge on non-residential customery.
trehustrial custorners will have s inceative to temaln on staodurd offer servics. This
will reduce POLR risks to the utilities, This will bencfik all non-shopping customers

* Huseing Divect at page 9, line 2,

B8/1€ 'd
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1 customers by minimizing the rctail risk premium that must be added to the
2 wholcsale generation mrice, By reducing the utilities’ POLR risk, OEG's proposal
3 will tend to drive down the $4 billion retall risk premium Company withess Dr.
4 Jones has forecasted.
5
8 1 believe this plan promotes the overall ccomomic interests of Ohio. The
7 Cornmission has a choice: numeroun high cost shopping options, or low rates.

) Q. Wil the OEG Rate Mitigation Flan produce State-wide cconomsle benefits by
10 lowerlng the industrial power rate? . |
1 A.  Yes. The primary effect of the OBG rate mitipation vlen is a reduction in what

12 otherwise would be very large clectric mte increases to Ohip manufacturing
12 fusilitios. Such increnses will adversely affect the econgmic visbility of these
14 customers atsd potentially load to increnses it the declina of the Ohio manufachuring
15 base, and cmployment. When an anto mannfacturing oc steel plant closes, those
16 jobs are likely gone Forcvet. The market shate that was served by the closed auto or
17 steel plant is then sbsorbed by a manufscturer in enother stete or encther coundry.
m Uniike commmciel customers, industrial cusiomers in Ohio face national and
18 iatetnational competition. Therefiore, growitig and maintsining industrial operations
2 through rensoneble cleciric matse s consistent With SB 221's policy goal to

24 “facilitate the state’s effectiveness In the global aconcmy.”
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1 IV. MINIMUM DEFAULT SERVICE CHARGE

3 Q. Have yom reviewed the Companics’ propossl te Incorporate 3 1 cent per kWh
4 non-bypassable minimum default charge in their generation vates?
s A, Yos. Asdescribed by Companies’ witnesy Kevin Warvell on pags & of his Direct

B Testimony, the Compenies have incorporated a | ceat per kWh charge in the base
7 genetation rates of each Compeny o provide compensation to the Compenies due to
3 their obligations to provide POLR service to customers, who mey awitch to an
g alternative supplier during the tenm of the ESP. In patticular, if the Compeanice
10 procure generation for ESP load and a portion of this load elocts to shop during the
1n ESP (presumably duc to lower market prices), the Companics would face exouss
12 capeacity for which thay would reonlve insufficlent revenues. Alternstively, if more
13 cugtomers take POLR service than expected dus io higher masket prices, the
14 Compunies would be required to make market putcheses at higher prices, To
18 mitigate thin market risk, according 1o Mr. Warvell, the Comipaties itvst ptirchase
16 , hedges.

17
18 Q.  How s this cost being recavered under the Companies’ ESP?
10 A.  This charge is notr-bypassable and is included in the ESP peneration rates (via Rider
0 QEN) and separately charged to shopping customers via Rider MDS,

a1
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Q. Do you oppose the inclusion of this charge In the ESP generation rate?

Page 26

A

No. However, as I wili discuss, it should be waived for ESP customets who either:
a} Agree to forego their right to shop during the three year torm of the
ESP
OR
b) Agree to siot take service under the ESP and, in the event of a return

to POLR service, agree to watve thelr right to take service under the
ESP and accept market based rates.

Wwﬂmphﬁcmldnyourpmpmﬁmdﬁuﬂuhthﬂompnﬁu’
minimum defanlt service charge?

The MDS charge is esseatially designed to compensate the Compenies for the
volumctric risk incurred to provide POLR service that is subject to shopping
rhigration {either to or from an alternative supplier). mnmplié!fwo!hisn'sk
for the reasons cited by Mr. Warvell and [ do not dispute his testimony on this issue.
However, to the extent that the ESP can be modified to eliminate this risk for soms
ESP customers, these customers shoald not be chargnd the costs associated with

volumetric risk,

Would you expishs your specific proposal?
Yes. Accarding to Mr. Warvell’s tastimony, the Companies have determined that |
cent por kWh of the overall goneration refe is associsted with compensating the

¥94212vELS ON K4
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1 distribution utilities for shopping risk. If & customer, by clection, agrees to either

2 termain an ESP customer fur the extics three year plen tesm, or agrees to not teke the
3 ESP POLR gencrstion rato dusing the threo year plan because the customer electy to -
4 shop, and further agrees to take market priced service in the event of a retum to
5 POLR service, the Companley would not incur any of the risks identified by Mr.
8 Warvell in support of the 1 cent per kWh minimum default service charge.
7 Therefore, Gicse customers should sot be charged the 1 cent sate, For customers
3 agrecing to remain ESP custonters for the eitite thtes year ESP tetts, the genetation
o . tate (Rider GEN) should be rediced by 1 cont pee kWh. For customeny that shop
10 ax] agree not do teke the ESP POLR rate if thcy retum to POLR service during the

b three year period, the Companies® proposed Rider MDS should be waived.

12

13 Q.  Wonld your recomumendation regarding the spplicabliity of POLR charges to
14 shopping and nosrsheppiag customers apply suly in the cvent that the
18 Commission adopls the Companies’ proposed ESP plan?

16 A, No. Asa matter of principle, the recommendation that I am making reganding the

17 application of POLR chargey to ESP customers who elect to weive their option to
18 shop during the term of the ESP or agres 1o shop and only return to POLR sarvice st
19 market prices would apply, regardless of the final struoture of the Commission
20 approved ESP plan for the Companics,
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1 V. ECONOMIC LOAD RESPONSE RIDER
3 Q. Would you please brisfly deseribe the Ecomomic Load Respomse rider

4 CELR™)?
B A.  The ELR rider offers existing interruptible and specisl contrect intemruptible

8 cistomets an option to receive additional interruptible credits if these customers
4 ggree to an unlimited number of economic imtemruptions. These cconomic
8 intertuptions ‘would be triggered when the marknt price of power excocds the BSP
9 genaration rate. At this point, customers would be pamitted to buy-ihrough the
0 interruption of market prices. Effectively, if a customer elacty the ELR rider, the
1 - customer would pay market based ratea when oiatcet prices exoeed the ESP
12 geacration rate and the ESP generation rate otherwise.

13
14 Q. Do you helicvs that the terum of the ELR rider are rearzonahile?
13 A.  No. While OEG supports the ELR rider and it gnals of refc mitigation, the tecma of

18 the rider aye not reasonable and would tikely result in customers foregoing the rider,
17 . thus causing polential benefits to these customers and to the Companics’ firm
18 customers from being achicved, In the Companies® July 2007 Application to
19 Establish a Competitive Bidding Procass (“CBP”, Case No, 07-796-EL-ATA), the
20 Compraniey proposed a sitnilar ELR rider, yet one with more reasonuble terms.

21
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1 Q.  Would you deseribe the tesms of the Companies 2007 CBP Economic Load
2 Response Program (“LRP7)?
3 A The optional LRP proposal in the 2007 CBP case was stmiler to the ELR rider

4 provisions in this case except for two very important differences. Firat, ecoapmic
5 interfuptions would only be cafled in the cvent that the day-shead locational
8 marginal peice (“LMP”) cxcoeded 125% of the competitive bid price This is in
7 mnmmmecomaﬂu;dehﬁsmethltMMmmmﬁc
s interraption in the event that the day-dbcad LMP exceeds the ESP generation rete
0 (GEN rider and GPI rider).

10

1 The second very important difference betweea the 2007 proposal and the cumment

12 ESP ELR rider is that the 2007 proposal limited the mumber of economic
13 interruptions to 1000 hours amually, The curent ELR proposal has no limitation
14 on the maximunt annual houes of economic infeeupticn. For latgs ndustial
18 manfichuring customers, this 1000 hour Himitation, witlle significant, 18 & risk that
18 cin be assessed by the customer. The ESP ELR proposal, with no limitation
17 (sffectively 8,760 hours limitation}, is highly risky fir customers, which creates a
18 significant barrior 1o perticipation. .

19

20 Q. Domhweammmdnﬂuﬁmdﬂyﬁemmmm
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1 A.  Yes. OEQ recommends that the two tertns that | just discussed from the 2007 CHP

N

case be adopied for the ELR. These two modifications to the ELR are:

L Economic interruptions will be invoked when the day-shead LMP exceads
125% of the ESY generation rate for three congecxttive hours

2, Economic interruptions are limited to 1,000 hours annually.

-~ & P

5 Q. Do you have any concerns about the proposed basic 31.95 per kW month
10 lni;nwpuhlemditmnﬂwtthnlmn!wdhdnpum
1 A.  Yes In the Direct Testimotty of Compatiics’ witness Scott Jones at page 13, line 9,

12 he testifies that the appropeiate capacity cost for the Companies i 52.20 pet kW
13 month. This cost, whent adjusted by a 13.5% factor (as used by Dr. Jones in his
14 ~ Exhibit 4) equates to a $2.50 per kW month intermuptible credit. ‘The Compeanies
18 should be required to justify why a $1.95 cradit is just ad reasonabie in Hght of Dr.
18 Jones' tostimony.

17

18 Q- Do you have any comments on the Companier’ propesed tcthodology to

19 determine the amoanat of interruptible load each imonth that will recelve an
2 7 interruptible credit?

24 A Yes. The Companies have proposed % calculate the mouthly interruptible cradit
z on the basis of Realizable (hm:ilabl'e Load ("RCL"), which is determined

23 manually by the difference between a customer’s firm load and its average hourly
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1 demand (“AHD"} during the houss of noon to 6:00 pm during the montha of Juse
2 through August.  Effectively, the RCL om which customers will receive

3 intcrruptible credits in limited to a customer's gyerage on-peak load (lesy firm

4 load), rather than & customer's on-pesk load (leas firm load). Notwithstanding

5 this calculation, customers aro required to curtail down to their finm load during
8 any hour required by the Cam]uniu", if they request either an emergency or

7 economic interruption. To the extont that a oustomer has a peak: lowd in the on-
8 peak period thet may substantially exceed the customer’s AHD (aversge on-pesk

9 load), the Companies are not providing compensation for this interruptible load.

10

1 Q. Do you agree with this method of calculating the RCL?
12 A, No. The RCL should be computed based on the difference betwoen a cusiomer’s

13 ot~peak load (used for billing purposes) and its firm load. From a planning
14 siandpoint, a utility would be required to provide capacity sufficient 10 moet its
15 fim load requirements, To the extent that an interruptible customer has an on-
18 peak load that i subject to curteilment down to a firm foad levcl, the customer
17 should receive crodit for the full amount of ity load that is subject to curtailment.

18

19 Q.  Are there any additional issucs that you woukd like to address rogarding the
2 Companles’ ESP riders?
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1 A, Yes. The Compunies are proposing a Capacity Cost Adjustment Rider (“CCA") to

2 recover the costs of additional required reservey during the months of May through
3 Sopomber, in the cvent that the FES capacity svailable 1o the Companiss is
4 insufficient to provids such resetves, The costs associated with such purchases are
5 t be tacovered from POLR customers via a bypassshle chargs.

7 Q.  Doysu oppose the Companies proposed Capacity Cost Adjustanent Rider?
a A, Yes, in part. Though I do not oppose the proposed rider ag it would apply to firm

9 POLR load, it is inappropriate to charge this capacity rider to intermuptible load. The
10 requirement to obtain sufficient annual planning reserves is an obligation of the
1 Companics, based on thelr firm load, not interruptibie Joad. As a result, it would bo
12 inapproprrinte to apply this charge to intettuptible load, for which the Companies do
13 not need to obtain plenning reserves, mmlu,purmwﬂaeFERC'sO:&um
14 the MISO Resource Adequacy Proposal (Onder in FERC Docket No. ER0B-394-
1. 000, issued March 26, 2008), planning reserve requitoments for MISO members
18 will be based on Load Scrving Entily peak loads, excluding “Load Modifying
1" Resomrces.”  Inteeruptible Joad represents one of the designated Load Modifying
18 Resources. The Companies will not be required to obtain planning reserves for
19 m@ummmwﬁmmmmmmwwm

2 custotmets.

2t
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Q.  Does that complete your Direct Testimony?

A

Yes.
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Professional Qualifications
of
Stephea J. Baroa

Mr. Baron graduated from the University of Flotida in 1972 with 2 B.A. degree with high
boners in Political Secionce and significant coursework in Mathematica and Computer
Science. In 1974, he rcecived a Mastsr of Ants Degree in Economics, also from the
University of Florkla. tlis areas of specislization wete aconometrics, stutistics, and public
utility economivs. His thesis concerned the development of an goonometric model o
forecast clectricity aales in the State of Florida, for which be reccived a grant from the Public
Utility Resenrch Cester of tha University of Florids, Tn addition, he as advancod smdy and
coursework in time series anslysis and dynamic model butlding.

M. Baron has more than thirty years of expegienor in the slectric utility induetry in the aress
of cost and rate analysis, forecasting, planning, and econcmic anelysis.

Following the complotion of ory graduate work in economics, he joined ibe staff of the
th;hPubHuSmiuConmiﬁmiﬂAugmoflﬁﬂasaMEmmht. His
responsibilities inciudad the analysia of mto cases for cleciric, telophone, and gas utilities, as
well a3 the preparstion of cross-examination meterial md the proparation of staff
rocommendations,

In Decemthber 1975, he joined the Utifity Rate Consulting Divislon of Ebasco Sarvices, Ine,

i .

J, KENNEDY AND ASSOCIATES, INC.
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88 ot Asgooiate Consultant. In the seven years he worked for Ebasco, he reccived successive
profations, ultimately o the position of Vice President of Encgy Manegement Scrvices of
Ebesco Business Copsulting Compeny. Hkmmmumwofa
staff of consultants engaged in providing services in the urees of econometric modeting, load

and energy forecasting, production cost modeling, planning, costofsscrvice analysis,

copeneration, and load menagement.

Hg joincd (he pablic accounting firm of Coopers & Lybtaod in 1982 as a Manager of tho
Atheoia Office of the Utitity Regulatory sod Advisocy Services Gronp. In this capacity be
was rcaponsible for the operation and management of the Atimita office, His duties ineludad
the iechnical and admirsistretive supervision of the stafl, budgeting, recruiting, e tarketing
as well 63 project memagement on client engagements. At Coopers & Lybrand, he
specialized in utility cost annlysis, forecasting, load analysis, cconomic anabysis, and
planning.

I Jamiecy 1984, he joinod. the consultitg firtm of Kegnedy and Associstes as & Vice
President and Principal. Mr. Baron becere President of the firm in January 1991,

During the course of my caresr, he has provided conmiting services #0 more than thirty

utility, industrial, and Public Service Commission cliends, ineluding three temational urility

clicaty.
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Ho has presented ruzmerous papers aod publistied en article entided "How to Raje Load
Managouent Progruns® In the March 1979 edition of "Electrical World*  His asticle o
“Standby Electric Rafes” was published in tho Novcaber 8, 1984 isue of "Public Utllities
Fornightly” In February of 1984, b completed a detiled analyshs ectitled "Load Dain
Tranafer Techuiques” on behwif of the Electric Power Research Instiute, which pobtished
the study.

Mr. Barog has presenied testhmony 48 en cxpert wiwess in Arizans, Ardansas, Colorado,
Comnecticut, Florida, Goorgia, Indiana, Kemtucky, Louisisns, Maine Michigan,
Minnesots, Maryland, Misscurl, New Jerscy, New Mezico, New York, North Carolina,
Obhia, Pennyyfvamia, Texas, Virgi?ﬁa. Wesat Virginla, Wisconsin, Wyoming, the Federal
Energy Regulatory Commission and in United States Bankruptoy Court. A list of his
specific regulatory appearances follows,
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HEFORE
THE PUBLIC UTILITIES COMMISSION OF OHIO

In the Matter of the Application of Ohio
Edison Company, The Cleveland Blectric
uminating Company and The Toledo
Bdison Company for Anthority to
Establish a Standard Service Offer
Pursuent to R.C. 4928 143 in the Form of

Case No. 08-935-EL-8S0

S Nt et Vet ' Swit! st

an Electric Security Plan,
BRIEF REGARDING A
SHORT-TERM ELECTRIC SECURITY PLAN
BY

THE OHIO CONSUMER AND ENVIRONMENTAL ADVOCATES

| 8 INTRODUCTION AND STATEMENT OF THE ISSUE

A Introduoction

On July 31, 2008, Ohio Edison Compary, the Cleveland Electric NMuminating
Company, and the Toledo Edison Company, (collectively, “FirstEnergy” or the
“Companies”) filed in this case their first-ever application (“Application™) for approval of
an electric security plan (“ESP”). If granted by the Public Utitities Commission of Ohio
(*PUCO" or “Commission™), the Application will result in a significant increase in the
rates paid by FirstEnergy’s customers,

This brief by the undersigned members of the Ohio Consumer and Environmental
Advocates (“OCEA”) responds to the PUCO’s request for argnments on the matter of
whether a shori-lerm ESP should be instituted while a longer-term standerd service offer
(“SS0”) proposal is considered by the PUCO, The Companies included a “Severable
Short Term ESP SSO Pricing”™ proposal (“Short-Term ESP Proposal™) in paragraph 8 of




its Application.' According to the Short-Term ESP Proposal, the Commission must act
by November 14, 2008.2 The Application states that its Short-Term ESP Proposal would
apply until March §, 2009, at which time the SSO would be offered either on ESP terms
acceptable to FirstEnergy or according to the Companies” market rate offer (“MRO”
proposed in Case No. 08-936-EL-SS0) proposal as modified by surviving terms from the
Short-Term ESP Proposal.’ FirstEnergy’s terms include an increase in the generation
rate consumers would pay over FirstEnergy’s three-year ESP proposal, from an overall
rate of 7.5 cents per kilowatt-hour* for the three-year plan to 7.75 cents ﬁer kilowatt-hour
for the Short-Term ESP Proposat.’

Adoption of the Companies’ Short-Term ESP Proposal would include approval of
many parts of the Companies’ longer-term ESP proposal. Such action would defeat the
purpese of permitting additional time to work on an acceptable longer-term $SO.

B. The Companles® Short-Term ESP Proposal

FirstEnergy's Short-termn ESP Proposal provides for the survivel (i.e. approval) of
many of the provisions in its longer-term ESP proposal, including some of the provigions
of the longer-term propozal that are most troubling for consumers. The Companies
propose to resolve issues in the distribution rate case (i.e. Cases 07-551-EL-ATA, et al.,

the “Distribution Rate Case™) -- including the rate of return on equity, rate design, and

! Application at 35,
21d. at 35, 8.2
}1d. at 36, 98.c.
‘1d. ats.

*Id. at 37.




tariff provisions -- according to the terms of the proposed longer-term ESP proposal.®
These provisions conflict, however, with the Commission’s severance of distribution rate
case issues from the above-captioned case.’

FirstBnergy also proposes (hat provisions in the Short-Term ESP Proposal
regarding distribution service would survive the expiration of that proposal that, while
not at issne in the Distribution Rate Case, would increase distribution rates by means not
previously approved by the Cr'munissiun. The Delivery Service Improvement (“DSI™)
rider, additional distribution daferrals, and distribution riders would increase distribution
rates that custorners would pay and provide additional benefits to FirsiBnergy.* These
~ provisions are only distingnishable from the Companies aim to resolve the Distribution
Rate Case on terms favorable to FirstBoergy by the fact that these distribution service
terms are not al issue in that case.

FirstEnergy proposes the survival of provisions related to the determination of
transmission rates.’ The Companies propose the approval of their methodology regarding
how significantly excess retumns on commeon equity would be determined as part of its
Short-Term ESP Proposal.® In the event of slterations to the Companies” terms or a

successful appeal to the Supreme Court of Ohio, the Short-Term ESP Proposal would,

®1d. at 37, approval of §A3.b and A.3.4.

7 Tr. Vol. L{October 16, 2008) (Attommey Examiner Price).
$1d., approval of JA.3.c. through A3 k.

?1d., approval of JA.5.2 and A.5.b.

" 1d., approval of JA.7.4




according to the Companies, require adjustment such that the Companies’ profitability
would be maintained."

Finally, the Companies” Short-Term ESP Proposal provides that the bidding
procedure contained in the proposed 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 éought 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-Term ESP Proposal
would be harmful to customers and is impossible to implement at this juncture. The
Commission's decision to resolve the Distribution Rate Case apart from the instant case
conflicts with the terms of the Short-Term ESP Proposal. Approval of the Companies’
other terms would require the adoption of proposals in FirstEnergy’s longer-term ESP,
and would defeat the purpose of pennitling additional time to develop an acceptable SSO
plan.

" 1d., approval of A7 0
"? 1d., approval of JA.7.i.

P R.C. 4928.142(B). The application of the “00-day statutory timeframe expronsly provided for in Section
4928.142(B), Revised Code™ has heen addressed in this proceeding. Entry at 4, §{8) (September 12, 2008).
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IL. ARGUMENT

A.  The PUCO Shonld Protect Customers by Rejecting
FirstEnergy’s Terms for a Short-Term ESP.

A short-term ESP may have advantages, but the Companics’ proposal would be
counter-productive as a meana towards providing reasonably priced electric generation
service for FirstEnergy’s customers.” As stated above, FirstEnergy’s proposal requires
acceptance of too many components from the Companies’ longer-term ESP that are
contentious as part of the hearings before the PUCQ.

The Commission has already rejected at least one of the fandamental planks in the
Companies proposed Short-Term ESP Proposal. The rates customers pay for distribution
service will be determined in the Distribution Rate Case and not according to the
Companies' filing in the above-captioned case.” Also, the Companies’ MRO proposal
has not won approvat afier the ninety-day period provided for such approval.* For all
practical purposes, FirstEnergy's Short-Term ESP Proposal has already been rejected by
the Commission.

The other planks of the Short-Term ESP Proposat are also unreasonable. The DSI
rider, additional distribution deferrals, and distribution riders would increass distribution

“R.C, 4528.02(A).

*Tr. Vol. I (October 16, 2008) (Atiorney Examiner Price). Staff Witness Fortmey proposed a course for &
short-term ESP (Testimony at 10) that would require that the rate design proposed by FirstEnergy in the
Distribution Rate Case, supported by Suff, not be ndopted and placed into effect an January 1, 2009. Mr.
Fortncy was concerned about the “mismatch™ of rate designs in the Distribwtion Rate Case and the ESP
proceeding. Tr. Vol. VIII (October 27, 2008) (Foriney). He concluded, however, that the recommendation
contained in his October 6, 2008 testimony was no longer possible, Id. The slteration of billing systems
required by implemeniation of elecfric restructuring legisiation cnacted in 1999 (ie. *S.B. 3™) should
accommeodate different rate designa for distribution (non-competitive service) and gencration service (a
sepatate compaetitive service).

'SR.C. 4928.142(B).




rates"” in a manner that is inconsistent with protections for customers in narmal
distribution ratemaking. These provisions also increase 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 from 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 FirsiEnergy -- increased distribution rates. Staff Witmesz Fortney's
recommendation -- that distribution rates should be adjusted in comprehensive
distribution rate proceedings conducted according to R.C. Chapter 4905 -- should be
adopted.”

The Companies propose to determine how significantly excess camings would be
tested under the provisions in S.B. 221 as part of its Short-Term ESP Proposal.” The test
for whether utilities are making significantly cxcess carnings is a key element of
customer protection in S.B. 221. As stated by Staff Witness Cahaan, the complete
determination of the method by which Ohio utilities have a return on common equity

“gignificantly in excess” of those companies having “comparable business and financial

17 Application, approval of JA.1.e. through A 3k,
*1d. at21,9A3.e

% S1aff Witness Fortney Testimeny at 6 {Fortney).
® Application, approval of JA.7.d.




risk”™* would be premature as part of an injtial ESP reviewed during 20082 A testisnot
needed immediately since it would first be applied in 2010 for the annual evaluation of
ESP results from 2009, The matter requires additional study and evaluation by the
Commission, as stated by Staff Witness Cahaan,” and should certainly not be approved
as part of a short-term ESP,

FirstEnergy is impertinent in its demand that any adjustment to the ESP, in the
event of alterations to the Compamies’ terms or a successful appeel to the Supreme Court
of Ohio, must maintain the Companies’ profitability.® The Companies essentially ask
that the Commission agree at this sarly juncture that opinions by the PUCQ and/or the
Court should bow to the Companies® demands. The Companies® demands could
ultimately result in asking the PUCO to defy an opinion by the Supreme Court of Ohio in
an appeal, a direction that cannot be lawfuily undertaken by the Commission.

B. An Effective Short-Term ESP Requires the Commission

to Set Reasonable Terms for SSO Service and ta Fully
Compensate FirstEnergy.

The modification of FirstEnergy's ESP should provide rates until such time that
FirstEnergy makes further application for PUCO approval to meet its obligation to
“provide consumers, on a comparable and nondiscriminatory basis . . . a standard service

offer of all campetitive retail electric services necessary to maintain essential electric

3 R.C. 4928.143(F).

2 Staff Withess Cahamn Testimony st 5-6 (“bad venue™).

B R.C. 4928.143(F) (“following the end of each annvsl period of the plan™).

# Staff Witness Cahaan Testimony at 5-6 {“workshop or technical conference”).

- application, approvel of JA.7h.




service to consumers, including a firm supply of electric generation service.™
Distribution service will be provided according to rates determined in FirstEnergy's
pending Distribution Rate Case.

FirstEnergy has proposed high 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 the overall ESP Application. FirstEnergy’s customers atready have the dubious
distinction of paying the highest clectricity rates in Ohio, and the Companies’ proposals
would exacerbate that situation. Additionally, great diversity in rate changes within
customer classes would resolt from FirstEnergy’s BESP proposal.” These rate design
concerns further support establishing a longer period during which FirstEnergy’s
proposals can be reviewed under requirements set in the Commission’s recently approved
mles.” The Commission should, for many reasons, modify the proposals set out in the
Companies’ Application,

One means by which the Commission can effectively provide for the required
gencration service is to modify BirstBnergy’s ESP proposal to require FirstEnergy to
purchase generation and related services required by R.C. 4928.141¢(A) from the day-
ahead Midwest Independent System Operator (“MISO™) market. The trend line for day-
ahead generation prices shows that averaging short-nm results would result in reasonable

short-term rates even without the recent declines in energy prices.” Reteil rates based

% R.C. 4928.141(A).

¥ Tr. Vol §V {October 21, 2008) (Higgins).

# MRO and ESP Rulemaking, Case No. 08-777-EL-SS0, Order (September 17, 2008).
® OCC Ex. 3 at 17-20 (Yankel).




upon purchases in the day-ahead market should be acceptable, in part because of the
decline in electricity prices. OEG Witness Baron reports that prices have declined
congiderahly fram those on July 15, 2008 (i.e. from the base daie used by FirstEnergy
Witnesses Graves and Jones), trending lower along with generally lower energy prices.”
Short-term generation rates should therefore result in prices 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 FirstEnergy’s customers should be the

270-day pericd o permit consideration of a second ESP application® or the

.implementation date following Commission approval of a S30 plan for FirstBnergy,

whichever is sooner.®
The modified ESP could provide rates for all FirstEnergy cusiomers by means of

a Purchased Power Adjustment (“PPA™) mechanism. A PPA would be calcnlated ona

% OEG Witness Baron Testimony at 13-14 (OEG Ex. 1). Accerding to OEG Witneas Baron, prices
dropped approximately 15 percent using forward prices on September 19, 2008 rather than July 15, 2008,
The updated forwand prices presented by OEG Witness Barom for October, the latest available in the
record, axe approximately 24 percent below those for July 15, 2008. 1d., Updated Bxibits (OEG Ex. 1-A).

3 Application at 37. The updated tables rom OEG Witness Kollen revise FirstEnergy Ex. 1-A, Alterete
Aitachment 1, page 1 of 4 (an artachment to FirstEnergy Witnoss Blank Testimony) vsing updated price
information for October 2008. The resolis — which do not include other criticisms of FirstEnergy’s
cvahations -- show that the ESP is less favorable in the aggregate than the aliernative by $452.2 million
campared to a net benefii of $1,008.3 miltion in FirstBnergy's caloulations based upon Joly 15 prices.
Attachments to QEG Witness Kollen Testimony, OEG Ex. 2-A (LK-9A).

2 R.C.4928.143(CK1).

# Staff Witness Jobnson offered his view on generstion peicing for the tima period proposed by
FirstBoergy in its Short-Ternm ESP Proposal, Tr. VoL X (Ociober 29, 2008). Mr. Jolmson opined that
FirstEnergy should charge 5.75 cents per kilowagt-hour during the first few months of 2009. Id. Mr.
Jobnsan did not, however, provide an opinicn regarding important implementation matters. Id. While Mr.
Johnsan stated that bis opinion reflecied recent daclines snergy prices, the stated basia for his 6.75 cent
figure involved the refationship between the Companies’ rate plan offer in 2004 compared with suction
prices in 2004 . 1d. Energy prices had not similarly declined befare the time when the 2004 auction was
conducted, 30 a decline in prices was apparently not 2 factor upon which Mr. Johason's opinion was based.
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monthly basis and applied using the existing FirstEnergy rate structure® with equal
petcentage changes to all rates (i.¢. initially for decreases) as needed to provide the funds
to compensate FirstEnergy for the purchases. FirstEnergy’s reasonable and prudent
expenditures to administer the modified SSO program would be reimbursed as part of the
PPA. The costs of the program could be monitored and audited by the PUCO Staff or by
an outside auditor.” |
The Revised Code provides for the contingencies involved in the modification of
FirstEnergy’s ESP proposal. One contingency involves FirstEnergy’s acceptance of the
medified pﬁn. Under those circumsiances, a plan roast be placed into effect to provide
clectric service by the end of the 270-day period for the short-term ESP. While short, this
period is sufficiently long to permit Commission consideration of a SSO proposalina
form proposed by FirstEnergy.
In the event FirstEnergy rejects the modified plan, the Revised Code provides for
that contingency:
If the commission modifies and approves an application . . . the
electric distribution utility may withdraw the application, thereby
terminating it, and may file a new standard service offer under this
section [4928.143 ESP] or a standard service offer under sestion
4928.142 [MRO] of the Revised Code.*
Further, the Revised Code provides for rates in conjunction with FirstEnergy’s

termination of the Cominission’s modifications.

3 OCEA does not argue or concede that FirstEnergy’s existing rate structure is appropriate.

3 The PPA mechanism is similar to the methodology recommended as a shart-term approsch by OEG
Witness Baron. OEG Witness Baron Testimony at 12-13. Some differences exist. For example, there does
not appear to be any compelling need to start with existing prices. Id. at 12-13. The lower leve} of prices
in the day-alwad MISO market shonid be recognized in the Commission's order,

¥ R.C. 4928.143(C)(2)(n).

10



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 standard service offer, along with any expected increases or
decreases in firel costs from those contained in that offer, until a
subsequent offer is authorized pursuant to this section or section
4928.141 of the Revised Cods, respectively.”
Since FirstEnergy has no generating units and therefore has no fuel costs, no adjustnents
to current rates should be made in the event FirstEnergy terminates the modified rate
plan. The resulting rates would fully compensate FirstEnergy since the rates would result
from the Companies’ choice over a PPA procedure that fully compensates the electric
distribution utilities for their coats of operation.® The result iz again shori-term rates for

a period that would not exceed 270 days.

OL CONCLUSION
Customers would be harmed by adoption of the Companies’ Short-Term ESP
Proposal because it would require the approval of many undesirable parts of the

Companies’ longer-term ESP proposal. Such action would defeat any purpose for a

short-term ESP. An important term in FirstEnergy's Short-Term ESP Proposal - the

Commission’s determination that distribution rates be decided in the ESP proceeding and
not in the Distribution Rate Case — has already been rejected by the Commission.

A ghort-term ESP should be established on more reasonable grounds than is
proposed in the Companies’ Application. One means of proceeding would be for the
PUCOQ to order the PPA as a modification to FirstEnergy’s ESP proposal. The PPA

Y R.C. 4928.143(CX2)(b).

% This feature is missing, for exargple, by the Commission ordering an aggregate gencration reio of 6.75
cents per kilowatt-hour, as proposed by Staff Witness Johason. Tr. Vol, X (October 29, 2008) (Johnson).
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would permit the collection of sufficient revenues 1o prevent any unconstitutional
“taking”™ from the Companies. Rejection of the shori-ierm ESP by FirstEnergy would
result in the 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 880 plan could be analyzed and refined for approval by the Commission.

Respectfully submiited,

JANINE L. MIGDEN-OSTRANDER
CONSUMERS’ COUNSEL

Jacqueline Lake Roberts
Richard C. Reese

Gregory J. Poulos

Assistant Consumers’ Counsel

Office of the Ohio Consumers’ Connsel

10 West Broad Street, Suite 1800
Columbus, Ohio 432135-3485
{614) 466-8574 (Telephone)
C. R
roberts@loce. siate.oh.us
reese@oce.state.oh ug
poulos@oce state.oh.us
Y war
O’ ’IM« /9(/@ _f. Mm «A Oﬂ
i f ! o
Gregory 1. Dunn Theodore S. Robinson
Andre T. Porter Citizen Power
Schottenstein, Zox & Dunn Co., LPA 2121 Murray Avenue
250 West Street Pittsburgh, PA 15217

Columbus, OH 43215

Attorney for the City of Cleveland Attorney for Citizen Power

12



mailto:robals@occ.atate.oh.iis
mailto:poulos@occ.state.oh.us

N YAV

David C. Rinebolt

Ohio Partners for Affordable Encrgy

231 West Lima St., P.O. Box 1793
Findlay, OH 45839-1793
419-425-8860 (Telephone)

Ohio Pariners for Affordable Energy

}/m“z é/ Zi

Henry W. Eckhart
50 W. Broad 5t., #2117
Columbus, OH 432135

Attorney for The Sierra Club Ohio Chapter

WY

Leslie A. Kovacik

Dept. of Law

420 Madison Ave., 4" Fl,
Toledo, OH 43604 1219

Attomey for NOAC

13

) Hlins_ 45 (17
Joseph Ii[dsissner
The Legal Aid Society of Cleveland

1223 West 6° St.
Cleveland, OH 44113

Attormey for Citizens Coalition,

Citizens for Fair Utility Raies,
Neighborhood Environmental Coalition,
Cleveland Housing Network, and
Empowerment Center for Greater Cleveland

Lamce M. Keiffer, . Prosecutor
711 Adams Street, 2nd Floor
Toledo, OH 43624-1680

Attorney for NOAC

y l frnt
Glenn Krassen
Bricker & Eckler LLP

1375 East Ninth St., Ste. 1500
Cleveland, OH 44114

Attomey for Northeast Ohio Public Energy Council



ER

1 hereby certify that a copy of the foregoing the OCEA’s Brief Regarding 2 Short-

Term Electric Security Plan was served by first class United States Mail, postage prepaid,

ATE OF §

to the persons listed below, on this 31* day of October 2008.

7 At

Teffrey IL{5méll

Assistant Consumers’ Counsel
PERSONS SERVED
David F. Boehm John Jones
Bochm, Kurtz & Lowry Williarm Wright
36 East Seventh St., Ste. 1510 Assistant Attorneys Generzl
Cincinnati, OH 45202 Public Utilities Commission of Ohio
180 E. Broad St 9" FL.
Attorney for Ohio Energy Group Columbus, OH 43215
John W. Bentine Samuel C. Randezzo
Chester, Willcox & Saxbe LLP Lisa McAlister
65 East State St., Ste. 1000 Daniel Neilsen
Columbus, OH 43215-4213 Joseph Clark
McNees, Wallace & Nurick LLC
Attomey for The Kroger Company, Inc. 21 East State St., 17th Fl.
Columbus, OH 43215

Barth E. Royer

Bell & Royer Co. LPA

33 South Grant Avenue
Columbus, OH 43215-3927

Attomey for The Ohio Environmental
Council and Dominion Retail, Inc,

Attorney for Industrial Energy Users-Ohio

Christopher Miller
Schottenstein, Zox & Dunn Co., LPA
250 West Street

Colambus, OH 43215

Attomoy for The AICUO

14



James W, Burk
Arthur B. Korkosz
Mark A. Hayden
Ebony L. Miller
FirstEnergy Cormp.

76 South Main Street
Akron, OH 44308

Douglas M. Mancino

McDermott, Will & Emery LLP
2049 Century Park East, Ste. 3800
Los Angeles, CA 90067-3218

Attorney for Morgan Stanley Capital
Group, Inc.

M. Howard Petricoff

VYorys, Sater, Seymour And Pease LLP
52 East Gay S., P. O. Box 1008
Columbus, OH 43216-1008

Attorney for Constellation NewEnergy,
Inc. and Constellation Bnergy
Commeodities Group, Ing., Direct Energy
Services, LLC and Integrys Energy
Services, Inc.

Mark A. Whitt

Jones Day

P.O. Box 165017
Columbus, OH 43216-5017

Gregory K. Lawrence
McDermott, Will & Emery LLP
28 State Street

Boston, MA 02109

Attorney for Morgan Stanley Capital
Group, Inc.

Craig L. Smith
2824 Coventry Road
Cleveland, OH 44120

Attorney for Material Sciences Corporation

Garrett Stone

Brickfield, Burchette, Ritts & Stone
1025 Thomae Jefferson St., N.W.
8 West Tower

Waghington, D.C. 20007

Attorney for Nucor Steel Marion, Inc.

Cynthia A. Fonner

David Fein

Constellation Energy Group, Inc.
550 W. Washington St., Suite 300

Chicago, IL 60661

Attorney for Constellation NewEnergy,
Inc. and Constellation Energy
Commodities Group, Inc.

Richard .. Sites

General Counsel and Senior Director of
Health Policy

Ohio Hospital Association

155 East Broad Street, 15th Floor
Columbus, OH 432135-3620

Craig G. Goodman

National Energy Marketers Azsociation
3333 K St, N.W,, Ste. 110
Washington, D.C. 20007

15



Sean W. Vollman

David A. Muntcan

Aassistant Directors of Law
161 S. High Street, Suite 202
Akron, OH 44308

Attorney for City of Akron

Dane Stinson

Bailey Cavalieri LLC

10 West Broad St. Ste. 2100
Columbus, OH 43215

Attorney for FPL Energy Power
Marketing, Inc., and Gexa Energy
Holdings, LLC

Damon E. Xenopoulos

Brickfield, Burchette, Ritts & Stone, PC.

1025 Thomas Jefferson Street, M. W.
Eighth Floor, West Tower
Washington, DC 20007

Attorney for OmniSource Corporation

R. Mitchell Dutton

FPL Energy Power Marketing, Inc.
700 Universe Boulevard

CTR/IB

Juno Beach, FL 33408

Attorney for FPL Energy Power
Marketing, Inc., and Gexa Energy

Holdings, LLC

Eric D. Weldele

Tucker Ellis & West LLP
1225 Huntington Cemter
41 South High Street
Columbus, OH 43215

Attorney for Council of Smaller
Enterprises

Larry Gearhardt

Chief Legal Counsel

Ohio Farm Bureau Federation

280 North High 5t,, P.O. Box 182383
Columbus, OH 43218-2383

Grace C. Wung

McDermott Will & Emery, LLP
600 Thirteenth Street, N.W.
Washington, DC 20005

Attorney for the Commercial Group
Langdon D. Bell

Bell & Royer Co., LPA

33 South Grant Ave.

Columbus OH 43215-3927

Attomey for Ohio Manufaciurer’s
Association

16



sam@mwnemh.com
john.jones(@puc.state.oh.us
william wright@puc state oh.us
drinebolt(@aol.com
dbochm@bkllawfirm com
BarthRq |.com
jbentine@ewslaw.com
mhpetricoff@lvssp.com
gas@bbrslaw.com
leslie.kovac .0l
Ikeiffer@co.lucas.oh.ug

mitch.dution@fpl.com
LBell3 l.com

Stinsg jeri.com

17



http://samfaimwn6mh.com
http://drineboltfSiaol.com
mailto:BaithRover@aol.com
mailto:ibentine@cwslaw.com
mailto:lfisHe.kQvacik@toledo.oh.gov
mailto:mitch.dutton@fpl.com
http://lmcali5tertgmwncmh.com
mailto:DaDe.Stinson@BailevCavaHeri.com
http://gdunnfgiszd.com
mailto:eric.weldele@tucfcBrems.com
http://flWungigaBwe.com

- Attachment SJH-3
* 1S
CONFIDENTIAL




- Attachment SJH-4
1S
- CONFIDENTIAL




Attachment SJH-5
; 1S
~ CONFIDENTIAL




9-HIr'S wewyoeny

2 swydeny ‘JadeH
G HQIX3 'ssuor 11095

2 juswiyoeyy 1adieH
800Z '9Z Jequwiadaq ‘XIWAN

2 uswgoey adeH
§ AqIX3 'sauor noas

8002 ‘gz Joquedaq YIWAN

eainog (o) Jo1oe4

%82
%EQE

%BCY

ZE'ES el

£S°0 Juswsnipy [BUCHEDOT
0s'. s90I1A88 AJIouR pUB UOJSSIWISUe) |
64’1 S8€§07 uoinNqLIsIa
09’} Juawsnipy adeyspeoy
68 LY Jepy-uer aolid Bulea|g D LY pieMmIod
punog 1omo7

L18'8G ejo]
£6°0 Jueunsnipy jeuoneso
0s°Z seoiss Asejioue pue uoissilusuelj
60°2 SASSOT LONNGILSI]
VIN waysnipy adeyspeo
S8y lepy-uer asug Buueain yead-ud piesmod
UMIN/S punog seddpy
Zeqe]



L-HI'S ustuyoe)y

€60 FOVHIAV

100 80-%e(

20| 80-AON
(UMI/$) @auaiagip jeuoi220] Jo abeioAy yjuow

19ppY JUaWSNIpY UoREa0 ADJAUT 18114 ADIauUID




8-HI'S juswyoeny

%E8 € ‘foy adeyspeo]
89°'8¢ (UMIN/S) oBelaay ajdwis 4N Aenuer
AN 4 (UMIN/S)

dN vQ abelaay payybiapn Alenuer

Jojae4 juawisnipy adeyspeo




6-HI'S juswiyoeny

‘

0,1 € Aep-diy pue Jey-uer woul sbueyd usolad
oo 7e abelany
G2'€2 Gl LE Aely AbBisuiD «xB6M WX
G0'GT 06°2¢ Idy ABisul B WX
600Z'€Z 924
Sl'gt abelany
Bl vE A HYN ABsaulD LBHWAX
¥y GE 05’69 g3 Abteu) «B6ONIX
py'GE 0S'6% NV ABleu1d R EN
¥ead uQ|g0-00a-9z jJuiod buioud

Hesq-40

|OQWIAS

sS)Nsay 19YJe| plemio




CERTIFICATE OF SERVICE

It is hereby certified that a true copy of the foregoing the Public Version of the

Direct Testimony of Stacia Harper on behalf of the Office of the Ohio Consumers’ Counsel

has been served via electronic transmission this 23" day of February, 2009,

Assistant Consumers’ Counsel

PERSONS SERVED

sam@mwncmh.com
john.jones@puc.state.oh.us
william wright@puc state oh.us
dninebolt@aol.com
dboehm@bkllawfirm.com
BarthRoyer{@aol.com
jbentine@cwslaw.com

Cynthia. A Fonner@constellation.com
mhpetricoif@vssp.com
gas{@bbrslaw.com

leshe. kovacik(@toledo.oh.gov
Lkeiffer@co.lucas.oh.us

mitch. dution@fpl.com
LBell33@aol.com
robinson@citizenpower.com

Imcalisterf@mwncemh.com

jclark@mwncmh.com
Dane.Stinson@BaileyCavalieri.com
cmooney2@columbus.rr.com
mkurtz@bkllawfirm.com

duane.luckev@puc.state.oh.us
BBreitschwerdt@bricker.com
aporter@szd.com
arke(@firstenergycorp.com
beitin firstenergycorp.com
smhoward@vorys.com
bsingh@integrysenergy.com

burkj@firstenergycorp.com

korkosza@firstenergycorp.com
haydenm(a firstenergycorp.com
elmiller@firstenergycorp.com
dakutik{@jonesday.com
jlang@calfee.com
ricks@ohanet.org
henryeckhart(@aol.com
cgoodman@energymarketers.com
Vollmse(@ci.akron.oh.us
jpmeissn{@lasclev.org
LGearhardt@ofbforg
gkrassen(@bricker.com
odunnf@szd.com
dex@bbrslaw.com
wis29@vahoo.com
eric.weldele@tuckerellis.com
david.fein@constellation.com
gwung@mwe.com
cmillerf@szd.com
mkl@bbrslaw.com
myvurick@cwslaw.com
mwhite@cwslaw.com
thomas.mcnamee(@puc.state.oh.us
Christine. Pirik{@puc.state.oh.us
Gregory.Price(@puc.state.oh.us



mailto:sam@mwncmh.com
mailto:iohn.iones@puc.state.oh.us
mailto:wiUiam.wright@puc.state.oh.us
mailto:drinebQlt@aol.com
mailto:dboehm@bkllawfirm.com
mailto:BarthRovcr@aol.com
mailto:ibentine@cwslaw.com
mailto:Cynthia.A.FQnner@constellation.CQm
mailto:etricoff@vssp.com
mailto:gas@bbrslaw.com
mailto:leslie.kovacik@toledQ.oh.gov
mailto:lkeiffer@co.lucas.oh.us
mailto:mitch.dntton@fpl.com
mailto:LBell33@aol.com
mailto:robinson@citizenpower.com
mailto:lmcalister@mwncmh.CQm
mailto:Dane.Stinson@BailevCavalieri.com
mailto:cmoonev2@columbus.rr.CQm
mailto:mkurtz@bkllawfirm.com
mailto:duane.luckev@puc.state.oh.us
mailto:BBreitschwerdt@bricker.com
mailto:mparke@firstencrgvcorp.com
mailto:bsingh@integrvsenergv.com
mailto:korkosza@firstenergvcorp.com
mailto:haydenm@firstenergvcorp.com
mailto:elmiller@firstenergvcorp.com
mailto:dakutik@ionesdav.com
mailto:jlang@calfee.com
mailto:ricks@ohanet.org
mailto:henrveckhart@aol.com
mailto:cgoodman@energymarketers.com
mailto:Volimse@ci.akron.oh.us
mailto:jpmeissn@lasclev.org
mailto:gkrassen@bricker.com
mailto:gdunn@szd.com
mailto:dex@bbrslaw.com
mailto:wis29@vahoo.com
mailto:eric.weldele@tuckereJlis.com
mailto:gwung@mwe.com
mailto:cmiller@szd.com
mailto:mkl@bbrslaw.com
mailto:mwhite@cwslaw.com
mailto:thomas.mcnamee@puc.state.oh.us
mailto:Christine.Pirik@puc.state.oh.us
mailto:Gregorv.Price@puc.state.oh.us

