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Statement of the Case

The FirstEnergy companies, Ohio Edison Company, Cleveland Electric Illuminating
Company, and Toledo Edison Company (collectively the “Companies”™), request Commission
approval of their standard service offer ("SSO") for retail electric service from June 1, 2014
through May 31, 2016 provided under an electric security plan stipulated to by the Companies
and other signatory parties representing different customer groups and entities.' (“ESP 3””) Many
of the same signatory partics stipulated to the current electric security plan for SSO service
beginning June 1, 2011 through May 31, 2014, 2 (“ESP 2”) and the earlier electric security plan

for SSO service ending May 31, 2011. * (“ESP 17)

ESP 3 continues many provisions of ESP 2, with its provisions paraphrased from

Companies’ witness W, R. Ridmann testimony:

a. ESP 3 continues the descending-clock format Competitive Bid Process (“CBP”) to set
SSO customers’ retail generation rates for June 1, 2013 through May 31, 2016, and
blends the results of the October 2012 and January 2013 auctions with prior auctions
to set the ESP 2 price for June 1, 2013 through May 31, 2014, with results of those
auctions extended 36 months to blend currently low generation prices with potentially
higher prices during the ESP 3 period. 4 [W. R. Ridmann, Company Ex. 3, at pg. 3]

b. ESP 3 supports governmental aggregation and customer shopping for competitive
generation as in ESP 2; customers not subject to minimum default service charges,
standby charges, or shopping caps; the Companies continue to provide CBP bidders
with lower credit requirements and more customer information and data; and continue
under certain conditions an avoidable Rider GCR. [ W. R. Ridmann, Company Ex. 3,

at pg. 4]

! Case No. 12-1230-EL-SSO: The stipulated to ESP 3 provides service at ESP 3 Rates during the ESP 3 Term.
% Case No. 10-388 EL-SSO: The stipulated to ESP 2 provides service at ESP 2 Rates during the ESP 2 Term.

* Case No. 08-935-EL-SSO: The stipulated to ESP 1 provided service at ESP 1 Rates during the ESP 1 Term.

* The CBP design continues the process used in the successful, highly competitive, and Commission accepted
auctions conducted for ESP 2.



ESP 3 rate design continues the principle of gradnalism to transition certain
customers to market based pricing. Rider EDR provides bill credits for non-standard
residential customers, schools, interruptible customers, and domestic automaker
facilities; will cap for lighting and transmission customers their average annual rate
increases at one and one-half times the average increase by Company. Rider EDR
continues to recover costs associated with these credits, and the cost of infrastructure
investment supporting the economic development expansion of a large employer in
Ohio. [W. R. Ridmann, Company Ex. 3, at pg. 4-5]

. ESP 3 continues the otherwise to expire rate options under ESP 2, such as the
Economic Load Response (“ELR”) peak demand reduction rider and the time-
differentiated pricing riders approved in Case No. 09-541-EL-ATA. [W. R. Ridmann,
Company Ex. 3, at pg. 5]

Base distribution rates of the Companies remain at current levels through May 31,
2016, benefiting customers with predictable distribution rates; Rider DCR continues
to encourage the Companies to invest in their delivery systems to improve reliability
by providing for opportunities to recover costs of actual investments to their delivery
systems not included at date certain in Case No. 07-551-EL-AIR. WRR-Attachment
1 sets forth the maximum recovery through Rider DCR over the ESP 3 period. [W.
R. Ridmann, Company Ex. 3, at pg. 6]

ESP 3 contains similar provisions and similar adjustments now used under ESP 2 for
the Significantly Excessive Earnings Test (“SEET™), and provides for, on an agreed
upon basis, consideration of Rider DCR revenues as part of the SEET. [W. R.
Ridmann, Company Ex. 3, at pg. 6]

. ESP 3 continues in the current form approved ESP 2 riders with some modifications
without introducing new riders. [W. R. Ridmann, Company Ex. 3, at pg. §]

. ESP 3 potentially enables the Companies bidding of demand response resources
(adding low cost capacity supply} into the PJM 2015-2016 Basc Residual Auction.
[W. R. Ridmann, Company Ex. 3, at pg. 8]

ESP 3 modifies the ESP 2 by making October 2012 and January 2013 bids for a three
year period, rather than one, to capture historically lower generation prices for a
longer period of time. [W. R. Ridmann, Company Ex. 3, at pg. §]

ESP 3 extends the renewable energy credit costs recovery period over the life of the
plan to mitigate impacts on customer rates for compliance with statutory benchmarks
for renewable energy resources. [W.R. Ridmann, Company Ex. 3, at pg. 8]



k. ESP 3, under a new provision for Economic Development and Job Retention, 3
authorizes Toledo Edison to bill and collect a charge of $6.00 per kVa of billing
demand under Rider EDR Sheet 116, subpart (d), General Service-Transmission
(Rate GT) under the current ESP 2 ending May 31,2014, and then under ESP 3
ending May 31, 2016, for rendered services to Material Sciences Corporation to
promote economic development in the Toledo, Ohio region and support MSC
retention of existing manufacturing jobs in this state. [ESP 3 Stipulation, Company
Ex. 1, FN 11, pg. 37, H. Other Issues, provision 9, pg. 42-43; Supplemental
Information Filing, Company Ex. 2, pgs. 11-12]

The signatory parties support the ESP 3 stipulation that justly and reasonably resolve the
issues, violates no regulatory principle or precedent, and results from lengthy, serious bargaining
among knowledgeable and capable parties. [ESP 3 Stipulation, Company Ex. 1, pgs. 1-3]
Compromises reached by signatory parties reasonably resolve all issues, while not reflecting

individual views of parties acting unilaterally. Accordingly, the Stipulation is entitled to careful

Commission consideration. [ESP 3 Stipulation, Company Ex. 1, pg. 5]

The evidence in the record supports approval of the ESP 3 stipulation under the
Commission’s three-part test, and the statutory finding “that the electric security plan so
approved, including its pricing and all other terms and conditions, including any deferrals and
any future recovery of deferrals, is more favorable in the aggregate as compared to the expected

results that would otherwise apply under section 4928.142 of the Revised Code.” ¢

SESP 3 EN 11 reads: In an effort to provide economic development support and retain existing manufacturing jobs
in Ohio that otherwise may be at risk of being lost, Commission approval of the ESP Stipulation authorizes Toledo
Edison to bill and collect, commencing the first billing period following Commission approval of this Stipulation
and the Companies acceptance of such approval, a charge of $6.00 per kVa of billing demand under Rider EDR
Sheet 116, part d., General Service-Transmission (Rate GT) Provision, under the current ESP ending May 31,2014,
and then under ESP 3 ending May 31, 2016, for service rendered to Material Sciences Corporation, an existing large
industrial customer that utilizes a unique manufacturing process. [ESP 3 Stipulation, Company Ex. 1, pg. 37] Under
provision H-9, MSC agrees to dismiss its complaint against Toledo Edison in Case No. 12-919-EL-CSS upon
receiving TE service billed at that $6.00 per kVa. [ESP 3 Stipulation, Company Ex. |, pgs. 42-43]

S RC 4928.143 (C)(1)



Argument

The three-part test used to evaluate stipulations requires the Commission to decide:
whether the settlement is a product of serious bargaining among capable, knowledgeable parties;
whether the settlement, as a package, benefits ratepayers and the public interest; and whether the
settlement package violates any important regulatory principles or practices. Consumers’
Counsel v. Pub. Util. Comm. (1992), 64 Ohio St.3d 123, 126, 592 N.E.2d 1370. See, also, AKX

Steel Corp. v. Pub. Util. Comm. (2002), 95 Chio St.3d 81, 82-83, 765 N.E.2d 862,

1. The ESP 3 settlement is a product of serious bargaining among capable,
knowledgeable parties
The ESP 3 stipulation resulted from serious bargaining among numerous capable,
knowledgeable parties, representing wide range of interests. The signatory parties, very familiar
with the issues, record, and components of the electric security plan under consideration from
involvement in the Companies’ ESP 1 and ESP 2 cases, encompassed different customer groups,
having broad range of experience in receiving energy services, including municipal consumers
and competitive suppliers, and were represented by counsel experienced in these matters.” [W R

Ridmann, Company Ex. 3, pg. 10-11]

? Signatory Parties besides the Companies include the Staff, Ohio Manufacturers’ Association, Ohio Partners for
Affordable Energy, Ohio Hospital Association, Industrial Energy Users of Ohio, Ohio Energy Group, The
Association of Independent Colleges and Universities of Ohio, Council of Smaller Enterprises, Nucor Steel Marion
Inc., the City of Akron, the Empowerment Center of Greater Cleveland, Cleveland Housing Network, Consumer
Protection Association, Material Sciences Corporation, Morgan Stanley Capital Group Inc., FirstEnergy Solutions
Corp., and parties not opposing the Stipulation include Kroger Company, GEXA-Energy Ohio, LLC, EnerNoc,
Duke Energy Retail Sales, LLC and Duke Energy Commercial Asset Management.
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The signatory partics, which represent varied and diverse interests including large
industrial customers, small and medium sized manufacturers, small businesses, hospitals,
colleges and universities, low income residential customers, power marketers, and a large
municipality, include the Companies, Commission Staff, Ohio Manufacturers’ Association,
Industrial Energy Users of Ohio, Ohio Energy Group, Nucor Steel Marion Inc., and Material
Sciences Corporation (“MSC™). Some parties who participated in the ESP 3 discussions

ultimately declined to sign the stipulation. [W R Ridmann, Company Ex. 3, pg. 10-11]

2. The settlement as a package benefits ratepayers and the public interest

The ESP 3 stipulation benefits ratepayers and the public interest with more stable and
certain pricing by continuing ESP 2 offerings, such as Rider ELR for large industrial customers,
and the Rider EDR billing credits for non-standard residential customers, schools, interruptible
customers, and domestic automaker facilities. [W.R. Ridmann, Company Ex. 3, at pgs. 4, 5, 8]

The ESP 3 stipulation further benefits ratepayers and the public interest by providing for
Material Sciences Corporation a [oad factor adjustment that bills kVa demand under Rider EDR
subpart (d) at $6.00/kVa, rather than the current $8.00/kVa charge, to promote economic
development in the Toledo, Ohio region and support MSC retention of existing manufacturing
jobs in this state,® for Toledo Edison service rendered under the ESP 2 ending May 31, 2014, and
then under ESP 3 ending May 31, 2016. [ESP 3 Stipulation, Company Ex. 1, FN 11, pg. 37,

Provision H-9, pg. 42-43]

® Refer to Footnote 5 for language of ESP 3 FN 11 and H-9.
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The load factor adjustment charges MSC less per kVa under subpart (d) of Rider EDR
reflecting that operational changes result in higher monthly peak demand consumption; GT
customers, signatories to the ESP 3 stipulation, agreed with this adjustment, as an economic
development effort to assist MSC, finding it’s reasonably small in the scheme of things for the
GT class’. This Rider EDR subpart {(d) provision for MSC, as revenue neutral to the Companies,
is recovered from all GT class customers of the Companies (OE, CEI, and TE). Residential, GS,
and GP customers of the Companies (OE, CEI, and TE) are not affected by this MSC
adjustment. | W.R. Ridmann, Tr. I, pg. 42 line 25; pg. 43 lines 1-9, 25; pg. pg. 44, lines 1-7; pg.
45, lines 11-14; pg. 232, lines 1-10, 13, 16-20]

The load factor adjustment for MSC under Rider EDR subpart (d), as a reasonable
economi¢ development and job retention program, benefits ratepayers and furthers the public
interest since it promotes the Toledo, Ohio region; supports within that region and the state
existing MSC manufacturing jobs; conforms to the guidelines of state policy under RC 4928.02;
and presents a timely and reasonable settlement of the pending complaint filed against Toledo
Edison in Case No. 12-919-EL-CSS now held in abeyance pending Commission approval of FN

11 and H-9 of the ESP 3 stipulation.

3. The settlement package does not violate any important regulatory principle or

practice

® The load factor adjustment equals the $2.00/kVa difference times the monthly metered demand usage at the
Walbridge, Ohio facility. [W. R. Ridmann, Tr. L. pg. 45, lines 11-14] Mr. Ridmann testified it’s difficult to compare
this $2.00/kVa load factor adjustment relative to other GT customers because it’s a function of load factors achieved
by separate GT rate customers. [W.R. Ridmann, Tr. I. pg. 43, lines18-22]



ESP 3 settlement as a package does not violate any important regulatory principle or
practice, particularly with regards to the load factor adjustment under Rider EDR, subpart (d), for
MSC provided for under explicit statutory authority and conforming to the guidelines of state
policies under RC 4928.02.

The MSC load factor adjustment under Rider EDR subpart (d) furthers state policy under
RC 4928.02 by providing for (A) adequate, reliable safe, efficient, nondiscriminatory, and
reasonably priced electric service; (B) unbundled and comparable retail electric service options,
and a choice of supplier, price, terms, conditions, and quality to meet their respective needs; and
(N) ensures the rendition of retail electric service that facilitates the State's effectiveness in the
global economy.

Explicit statutory authority provides for the MSC load factor adjustment under Rider
EDR subpart (d) since RC 4928.143 (B) (2) (i) provides that an: “electric distribution utility may
implement economic development, job retention, and energy efficiency programs, which
provisions may allocate program costs across all classes of customers of the utility and those of
electric distribution utilities in the same holding company system.”

The Commission applied that authority when approving the bill credits under Rider EDR
for the domestic automaker facilities. /n Re Application for Authority to Establish a Standard
Service Offer Pursuant to Section 4928.143, Revised Code, in the Form of an Electric Security
Plan, Case No. 10-388-EL-SSO, Opinion and Order, dated August 25, 2010, at pg. 39.

Further, MSC agreeing to dismiss its complaint against Toledo Edison in Case No. 12-

919-EL-CSS conforms to language approved by the Commission in ESP 1 requiring dismissal of



complaints upon approval of stipulated to language.'” In Re Application for Authority to
Establish a Standard Service Offer Pursuant to Section 4928.143, Revised Code, in the Form of

an Electric Security Plan, Case No. 08-935-EL-SSO, Opinion and Order, dated March 4, 2009,

at pg. 6, par. 14; p. 8)

4. The proposed ESP is more favorable in the aggregate as compared to the expected

results that would otherwise apply under Section 4928.142, Revised Code

RC 4928.143(C) (1) provides for Commission approval of an ESP upon determining
“that the electric security plan so approved, including its pricing and all other terms and
conditions, including any deferrals and any future recovery of deferrals, is more favorable in the
aggregate as compared to the expected results that would otherwise apply under section
4928.142 of the Revised Code.”

The ESP 3 stipulation is more favorable in the aggregate than the expected results of a
more narrowly focused MRO from both a qualitative and quantitative perspective. [W. R.
Ridmann, Company Ex. 3, at pg. 14]

The Companies used the same approach for quantitative evaluation for ESP 3 as in the
ESP 2 accepted by the Commission. [W. R. Ridmann, Company Ex. 3, at pg. 19]

Analysis of compared quantitative benefits of ESP 3 to a MRO, attached as WRR-
Aftachment 1, shows that ESP 3 provides over its duration, at a minimum, present value benefits

to customers of $200.6 million based on compared differences between the present value

1 OAC Sec. 4901-9-01 (F) encourages settlement of complaints which in this case occurred through extensive
negotiations to resolve all issues with, as a condition of settlement, provisions of the ESP 3 stipulation at FN 11 and
H-9 require Commission approval for Toledo Edison to bill MSC the lower rate.
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amounts calculated on a vear to year basis for the ESP and MRO. [W. R. Ridmann, Company
Ex. 3, at pgs. 16, 17, 19] ! A positive difference between the two present value amounts means
greater ESP quantitative benefits to customers than under a MRO.

There are also substantial qualitative benefits of an ESP 3 Stipulation compared to a
MRO not reflected in the $200.6 million present value benefits. [W. R. Ridmann, Company Ex.
3, at pgs. 16,]

Qualitative benefits include: bidding October 2012 and January 2013 products for three
years instead of for one year to smooth out generation prices and mitigate for customers
generation price volatility; extending over its term the recovery period for renewable energy
credit costs to lower rates charged for compliance; more predictable pricing from the Companies
not recovering MISO exit fees, PIJM integration costs, and RTEP charges for periods specified;
continuing to support competitive electric generation markets, governmental aggregation, and
shopping; and continuing a number of rate design issues and programs to preserve and enhance
the rate options and programs the Companies offer to customers under ESP 2. [W R Ridmann,
Company Ex. 3, at pgs. 15-16]

Based on the record presented, the Commission should find ESP 3 benefits customers
over a MRO by at least $200 million dollars on a present value basis, and that the Companies

met the statutory standard for approval under RC 4928.143(C) (1).

Conclusion

"' W .R. Ridmann’s supplemental testimony demonstrated by excluding an adjustment for DCR related regulatory
lag that ESP 3 benefits compared to a MRO increased from $200.6 million to $226.5 million upon which to
conclude under either analysis the Commission should approve the ESP 3 stipulation.[W. R. Ridmann, Company
Ex. 4, at pgs. 7, 8]
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The ESP 3 stipulation mects the three prong test and the required statutory showing under
RC 4928.143 (C) (1), for Commission approval, including approval of the load factor adjustment
for Toledo Edison service to MSC under Rider EDR, subpart (d), provided for at FN 11, page 37,
that also settles the pending complaint case against Toledo Edison in Case No. 12-919-EL-CSS

provided for at H-9, pages 42-43, of the stipulation.
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