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Introduction, Purpose and Summary of Conclusions

Q. Please state your name, title and business addis
A. My name is Edward W. Hill, Ph.D. | recentlgtired as the Dean of the Maxine
Goodman Levin College of Urban Affairs at Clevela&@tate University and Professor of

Economic Development. My current address is 11@&$t Rd., Lakewood, Ohio 44107.

Q. Have you provided written testimony before irthis proceeding?

A. Yes, | provided written direct testimony on [edber 22, 2014, and supplemental
written testimony on May 11, 2015. My testimonylegbksed the policy implications that
| believe the Public Utilities Commission of Ohi&dmmission) should consider
regarding the request of Ohio Edison Company (@dason), The Cleveland Electric
llluminating Company (CEIl), and The Toledo Edisoonipany (Toledo Edison)
(collectively, the Companies) for approval of aroBomic Stability Program (Program),
which includes shifting the financial risk of optng generation plants onto their
customers through a rider and the utilization qfcaver purchase agreement (PPA) to
subsidize portions of the generation capacity owmgdthe Companies’ affiliate,
FirstEnergy Solutions. | explained that the proposafts the risk of owning and
operating generating capacity to customers, inolmdhose customers who choose to
shop and purchase their generation from alternatinpliers or generators other than the
Companies’ affiliate, FirstEnergy Solutions. l@akddressed, in response to the Attorney
Examiner’s Entries dated March 23, 2015 and May2a15, whether and how the

Commission’s factors set forth in the recent AEH0O@rder regarding AEP’s electric
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security plan and request for cost recovery assmtiaith a PPAshould be considered

in evaluating the Companies’ request for futuret cesovery associated with a PPA.

Q. What is the purpose of your second supplement&tstimony in this proceeding?

A. Pursuant to the established procedural schegduten testifying in response to the
Supplemental Stipulation and Recommendation that filed on May 28, 2015 by the
Companies and signatory parties in this procee@upplemental Stipulatiohjand the
Second Supplemental Stipulation and Recommendtitairwas filed on June 4, 2015 by
the Companies and signatory parties in this prdogedSecond Supplemental
Stipulation§ (collectively, Supplemental Stipulations). Bothpplemental Stipulations
modify and adopt the initial Stipulation and Recoemdation filed by the Companies and
signatory parties in this proceeding on December 2ZP14 (Stipulation¥. In the
Supplemental Stipulations, the Companies contirmeaise new issues, offer new
arguments, expand the carefully crafted coalitibrsupporters, and, when considered

together with the initial Stipulation, further itgttempt to influence the public policy

Yn the Matter of the Application of Ohio Power Canp for Authority to Establish a Standard Service
Offer Pursuant to R.C. 4928.143, in the Form of&ectric Security PlanCase No. 13-2385-EL-SSO, et
al., Opinion and Order at 25 (February 25, 2015 RA0hio Order).

?In the Matter of the Application of Ohio Edison Qmmy, The Cleveland Electric llluminating Company
and The Toledo Edison Company for Authority to Rleor a Standard Service Offer Pursuant to R.C. §
4928.143 in the Form of an Electric Security Rl@ase No. 14-1297-EL-SSO (ESP IV Proceeding),yEntr
at 2 (March 23, 2015) and Entry at 10 (May 1, 20t8)ng AEP Ohio Order).

3ESP IV Proceeding, Entry at 4 (July 2, 2015), riydi the schedule established at the June 2, 2015
Prehearing Conference, Transcript at 93, 95-96.

* ESP IV Proceeding, Supplemental Stipulation andoRenendation (May 28, 2015) (Supplemental
Stipulation).

> ESP IV Proceeding, Second Supplemental Stipulagiod Recommendation (June 4, 2015) (Second
Supplemental Stipulation).

® ESP IV Proceeding, Stipulation and Recommenda(izecember 22, 2014), as modified by the Errata
filed on January 21, 2015 (Stipulation).
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process in ways that are harmful for the statelmbO Accordingly, | offer an analysis of
the multiple stipulations, the supporters of thegulations, and the cumulative effect of

the multiple stipulations on the business commuinit@hio.

Q. Have you had an opportunity to review the Suppl@ental Stipulation and Second
Stipulation, both of which modify the Stipulation?

A. Yes. | have reviewed all of the stipulatidhat have been filed to date, as well as
relevant portions of the Companies’ Plan termedliierent timesPowering Ohio’s
Progress Electric Security Plan 1V, and ESP IV. | haveateviewed the supplemental
testimony of Eileen Mikkelsen (multiple filings)léd on behalf of the Companies, which

claim to support the various stipulations.

Q. Which provisions contained in the Supplementabtipulations are new to the
Companies’ initial ESP IV Plan and Stipulation?

A. The Supplemental Stipulations modify variousowsions of Rider ELR (the
interruptible program), create a new pilot progréon certain customers regarding
transmission costs, and create a new time-of-uspogal for certain customers. In
exchange for these new or modified provisions, Sapplemental Stipulations add two
additional entities to the group of 12 entitiesttvare signatory parties to the Stipulation,
all of which have agreed to either support or ngpase the Companies in their request
for approval of the Companies’ ESP IV Applicati@®ignatory or Non-opposing Parties).

These Signatory or Non-opposing Parties state they joined the Companies in

"ESP IV Proceeding, Supplemental Testimony of Filse Mikkelsen (December 22, 2014) (Mikkelsen
Supplemental Testimony), Third Supplemental Testyn®f Eileen M. Mikkelsen (June 1, 2015)
(Mikkelsen Third Supplemental Testimony), and FbuBupplemental Testimony of Eileen M. Mikkelsen
(June 4, 2015) (Mikkelsen Fourth Supplemental Tastiy).

4
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supporting the proposed ESP IV Application afters&ious compromise of complex
issues.® However, the Signatory or Non-opposing Partiefraexed payments, rate
discounts, and/or customer-specific special progrdnom the Companies through
several new provisions added to the ESP IV Appbecathrough the stipulations, many
of which are on topics that did not appear in tloen@anies’ original ESP IV Application

and were not discussed in pre-filed testimony. eABuccessfully extracting benefits
from the Companies, the Signatory or Non-opposiegti€s agreed to recommend
approval of the Companies’ proposed ESP IV Applcat(as modified by the

stipulations), including the Economic Stability Bram and establishment of the Retail

Rate Stability Rider (Rider RRS) associated with BiPA°

While the Supplemental Stipulations, as well as tlheresponding third and fourth
supplemental testimony of Ms. Mikkelsen, tout tldglifional issues addressed in the
Supplemental Stipulations (that adopt the entioétihe initial Stipulatioh’) as small and
narrow,the fact of the matter is that both SupplementgbuBdtions raise additional

matters that have not been presented previously.

8 Supplemental Stipulation at 1, 5, and Second Supghtal Stipulation at 1, 2, adopting Stipulatioiits

entirety; see Stipulation at 5.

° Supplemental Stipulation at 1, 5, and Second Supghtal Stipulation at 1, 2, adopting Stipulatioiits
entirety; see Stipulation at 6.

19 Supplemental Stipulation at 1 and Second Suppleh&tipulation at 1.
5
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Q. Are the benefits extracted from the stipulationsavailable to all customers or all
parties to the proceeding?

A. No. Several benefits only pertain to the iatgs of a specific Signatory or Non-
opposing Party or are only available to specifign@tory and Non-opposing Parties, or

their members.

For example, under the Supplemental Stipulatioe, Stipulating and Non-opposing
Parties propose a new, small-scale pilot programsfmme of the Signatory and Non-
opposing Parties and their members, which allowselpilot participants to opt-out of
the Companies’ Rider NMB and obtain all transmissemd ancillary services directly
through PJM’s Open Access Transmission Tariff (OAT®r indirectly through a
certified retail electric supplier. It is not cteahether the costs associated with the
implementation of this pilot program will be passedto other customers, nor is it clear
whether any costs included in Rider NMB that ard paid for by opt-out pilot

participants will be borne by other customers.

As another example, under the latest stipulatidadfi(i.e., Second Supplemental
Stipulation), the Stipulating and Non-opposing Rarpropose to deploy a Commercial
High Load Factor (“HLF”) Experimental Time-of-Useaf® Proposal that will be
available for only commercial customers that hagadguarters located in Ohio and have
at least 30 facilities in the Companies’ serviagitigries (with each facility consuming at
least 1.5GWh annually). Refrigeration must alscabmajor portion of the customer’s

load. Furthermore, each of the customer’s padtang facilities must have interval
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metering, must have an average monthly load fadiioing the preceding 12 months of

70% or higher, and must be served under the Coraga@iS or GP rate schedufés.

The Experimental Time-of-Use Rate was not includedthe Company’s ESP IV
Application, the Stipulation, or the Supplementap&ation. It appears for the first time
in the Second Supplemental Stipulation and adds Qigeatory Party to the overall
settlement. Ms. Mikkelsen states that the prowmisigll give a customer that meets the
specified narrowly-tailored criteria an opportunityreduce its overall energy bills with
the “[rlecovery of differences, if any, between e@aues collected to provide this
generation service and the cost associated withiging this generation service” from
other customers through Rider GER.The amount or impact on Rider GCR is not

disclosed:®

Q. What are some of the other benefits that onlygrtain to the interests of specific
Signatory or Non-opposing Parties?

A. In addition to the new programs created andsthecial rate programs continued that
are, essentially, limited to only Signatory or Nopposing Parties, various payments are

promised to a few Signatory Parties associated estargy efficiency and assistance

" See Second Supplemental Stipulation at 1-2.

12 Mikkelsen Fourth Supplemental Testimony at 2;alee Response of the Companies to OCC-16-INT-
601, attached hereto at EWH Supplemental Attachiaexitl.

13 See Response of the Companies to OCC-15-INT-58R&ESA/EPSA-2-INT-16, attached hereto at
EWH Supplemental Attachment A at 2-3.
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programs:* The stipulations and supporting testimony shoat these Signatory Parties

will receive approximately $15.31 million in paymsi?

Q. Do ratepayers pay for the cumulative benefits ailable to the Signatory and
Non-signatory Parties?

A. Yes, for the most part. The costs associat@tl providing the special rate
discounts will be recoverable from ratepayers tgloRider DSE1, Rider EDR(e), Rider
EDR(i), and Rider DRR?® the costs associated with implementing and runtfiegenergy
efficiency programs or audits will be recoverahieni ratepayers through Rider DSE,
the costs associated with funding the Community réations program will be
recoverable from ratepayet$and any net costs associated with providing the ne

experimental time-of-use rate will be recoveredrfnatepayers through Rider GCR.

Q. Have you been able to quantify the costs of theumulative benefits of the
stipulations that will be paid for by ratepayers, nost of which will not be receiving
the direct benefits delineated in the stipulations?

A. The stipulations only provide partial informati about the cost shifting and payments

that are proposed during the ESP IV. | receivadessupplemental information from

14 See, e.g., Stipulation Sections B and C.
15 List of benefits compiled based upon Stipulatiod@#l5 and Mikkelsen Supplemental Testimony at 4-5.

16 Supplemental Stipulation at 2-3; Mikkelsen ThirdpBlemental Testimony, Attachment EMM-3 at 2:
Stipulation at 9-10; Mikkelsen Supplemental Testiypat 3-4.

7 stipulation at 10-12; Mikkelsen Supplemental Trestiy at 4-5.

18 Mikkelsen Supplemental Testimony at 10 (Althougst stated in the Stipulation, Ms. Mikkelsen’s
Supplemental Testimony asserts that the Companiesav seek to recover from other ratepayers thel $
million in funds designated to assist at-risk papiohs. There is no similar commitment made reigard
the recovery of the $5.1 million in payments to EIN from the Community Connections program
funding).

9 Mikkelsen Fourth Supplemental Testimony at 2;alse supra n.13.

8
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discovery responses given by the Companies. Unfatély, however, the overall
financial impact upon the customers that cannativecthe settlement benefits that are
only attainable by a few Signatory or Non-opposieyties are not made clear in the

material submitted®

From the information that we have been able toinkitadate through the testimony and
discovery responses, | have been able to quartifyesof the costs that will be borne by
the ratepayers due to the cumulative impact of ghpulations. From the special
programs, payments, and rate discounts, ratepayens be responsible for $228.2
million.?> Any projected costs assessed to ratepayers thrRiger RRS would be in

addition to the direct benefits received by theg@ating or Non-opposing Parties.

2 For example, it is not clear who will bear thesttof administrative oversight of some of the new
programs. Although the Companies claim in respaadeUCO-DR-33, Part 10, attached hereto at EWH
Supplemental Attachment A at 4-6, that they wilt seek recovery of administrative costs for the new
transmission Pilot Program that would permit certaistomers to opt out of Rider NMB, the Companies
did not include such a guarantee in the Supplerh&itpulation or filed testimony. Nonetheless, the
Companies admitted that there are administrativéviies associated with the Pilot Program’s
implementation. See response to PUCO-DR-33, Patt&hed hereto at EWH Supplemental Attachment
A at 4-6. If those activities are completed by égpes of the Companies (regulated distribution
companies) or costs are allocated to the distdbubiusiness, the labor and costs of such activitiag be
borne by ratepayers. See also supra n.13, andeblponse of the Companies to RESA/EPSA-1-INT-34,
attached hereto at EWH Supplemental Attachment A, aegarding the Experimental Time-of-Use Rate
Proposal (the participants of the Experimental Fofi@se Rate Proposal will not pay the same cosst fo
capacity as standard service customers).

2 See Stipulation at 7-8, 9-10, 10-15 and Mikkel&upplemental Testimony at 3-5; Supplemental
Stipulation at 2-3; Mikkelsen Fourth Supplementasiimony at 2; Response of the Companies to:
OMAEG-3-INT-46(b); OMAEG-4-INT-88; OCC-12-INT-296;0CC-12-INT-300; OCC-15-INT-578;
OCC-15-INT-579; OMAEG-5-INT-118; and OMAEG-5-INT-2] respectively attached hereto at EWH
Supplemental Attachment A at 8-15. See also Respai the Companies to OMAEG-3-RPD-021,
Attachment 1 (Confidential); OMAEG-4-RPD-32, Attawbnt 1 (Confidential); and PUCO-DR-30(a)
(Confidential), respectively attached hereto at EB(ibplemental Attachment B at 1-7 (Confidential).

9
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Q. Do economic development discounts and incentseprovide benefits to all
ratepayers?

A. If structured properly, yes. Economic developmmcentives can help companies
lower production costs, control or provide increhsertainty over their operating costs,
speed the opening of a plant, and influence thgded plant and equipment. Economic
development incentives can be used to bring fallowd into use and they can be used to
provide a trained workforce. In other words, almubenefit should be identifiable and
the incentive should pass the “but for” test—buttfee incentive the operation would not

have opened.

Incentives may be appropriate for economic develgmeasons, but the incentives need
to be uniformly applied and available to all simyasituated customers. The criteria for
gualifying for the incentives and discounts shondd be so narrowly tailored that they
are discriminatory or only apply to one or a fewnganies. Economic development
incentives also should be restricted to compatasgrimarily sell goods and services to
out-of-state customers or have their goods andcarbundled into these exported goods

and services. These firms are considered to lieoptre economic base of the state.

The selection of the recipients of narrowly defirszbnomic development incentives
should not be made by a private company that ia position to provide one of its
customers with a competitive advantage over anatberpany in its service territory.
This is especially true if there is a quid-pro-cagis the case in the proceeding currently

pending before the Commission. Most importantlye #tate of Ohio should not be

10
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delegating its economic development strategy atigoaity to a privately owned electric

utility.

What is presented in the stipulations is not acfetconomic development incentives.
Instead, the incentives are targeted price redustand discounts that are being offered
by the Companies through the regulatory processtp those customers or groups that
have been invited to join the exclusive club orlitoa formed by the Companies, and
the costs of such discounts and incentives argyblargely passed on to the broad pool of
ratepayers in the Companies’ service territorie® wilere not invited to join the club
formed by the Companies. Typically, in operatimgnpetitive markets, the decision to
offer a discount is up to the provider and thatvmter and its stockholders absorb the
discount in expectation of other gains, such aseased sales volumes tied to efficiencies
of scale or using slack production capacity, optevent the loss of the customer. The
cost of these discounts is not typically passe® atiher customers unless the provider
has some form of market power. Also, in compegitmarkets, cost shifting does not

occur to customers in a defined geographic aregyube regulatory powers of the state.

While incentives may reduce the expenses and pgowskociated benefits to the
Signatory or Non-opposing Parties that are recgivime incentive, such discounting
becomes problematic when the cost of the incemsitken passed on to other customers

or other classes of customers.

The value of incentives should not be shifted theotcustomers or established in a
manner that is tailored to discriminate among cditipe customers, unjustly choosing

winners and losers. Economists consider such slo$ting to be a form of cross-

11
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subsidization where parties that lack market poarer paying for incentives offered to

parties that have market power. Such cross-sussade inherently market distorting.

There is no longer an integrated generation, tréssaom, and distribution power market
in Ohio. Electric generation in Ohio is now a catifive service. The only remaining
natural monopoly is in the distribution system.gRlatory policy should be very careful
not to allow the existence of a natural monopolyha distribution system to be used as

leverage to protect non-competitive firms in thieesttwo components of electric service.

Q. Will the costs of the stipulations be borne equly and fairly by all ratepayers?

A. No. From reviewing the stipulations, testimomand applicable tariff schedules, it
appears that some of the costs or charges to yeteptor the settlement programs and
rate discounts will be paid for by only certain cusrcial rate schedules, mainly the
General Service (GS) and General Primary (GP) muest® in the Companies’ service
territories, some costs will be paid for by alle@dyers in the Companies’ service
territories, and some costs will be borne by atepayers in the Companies’ service
territories except for the customers receiving direct benefit$? If this occurs, then
certain customers or classes will pay a dispropodte share of the benefits outlined in

the stipulations.

22 See generally, Ohio Edison Company, P.U.C.O. NpSheets 101 (Rider ELR, Effective June 1, 2015),

115 (Rider DSE, Effective July 1, 2015), and 116d@&R EDR, Effective June 1, 2011 and July 1, 2015,
depending on section); The Cleveland Electric lilnating Company, P.U.C.O. No. 13, Sheets 101 (Rider
ELR, Effective June 1, 2015), 115 (Rider DSE, Hifex July 1, 2015), and 116 (Rider EDR, Effective
June 1, 2011 and July 1, 2015, depending on s@raod The Toledo Edison Company, P.U.C.O. No. 8,
Sheets 101 (Rider ELR, Effective June 1, 2015), (Rifler DSE, Effective July 1, 2015), and 116 (Ride
EDR, Effective June 1, 2011 and July 1, 2015, ddjpenon section), respectively attached hereto\&$iE
Supplemental Attachment A at 16-57; see also, Respof the Companies to OCC-13-INT-345; OCC-15-
INT-580; OCC-15-INT-581, respectively attached heres EWH Supplemental Attachment A at 58-60.

12
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Q. Are there other Signatory or Non-opposing Partis that indirectly benefit from

the stipulations?

A. Yes, given that the Supplemental Stipulatiodep the Stipulation and the ESP IV
Application, as modified by the stipulatiofisheneficiaries to the stipulations include
those who benefit from the establishment of a riderecover from ratepayers all costs
associated with the generating plants subjectgorehase power agreement between the
regulated utility and unregulated affiliate. Rid®&RS provides the regulated entities’ (the
Companies’) parent company, FirstEnergy Corp., wathguaranteed return on the
generation assets owned by FirstEnergy Solutiorsg #re included in the PPA
transaction that forms the basis of Rider RRBeneficiaries of the stipulations would

include the Companies, Ohio Power, and their afé®°

Q. Are the Supplemental Stipulations in the publianterest?

A. No. In addition to the discussion above regagdiosts of incentives and the unfair
cross-subsidization of costs to a select groupustamers, the Supplemental Stipulations
are also not in the public interest because th@ptathe Companies’ Application with

regard to the Economic Stability Program and RRIBS, as well as the associated PPA.
As explained in my Supplemental Testimony, the psaol PPA requires the Companies
to purchase all of the power from uncompetitiveegating plants owned by its affiliate,

FirstEnergy Solutions, and pass on the costs ofdfiug any plant upgrades, plus a return,

to ratepayers. The output from the generating uwils be sold into the regional

% See supra n.9.
% See generally, Testimony of Stephen E. StrahSatAugust 4, 2015).
% Stipulation at 25 (Ohio Power Signature Page).
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wholesale market, and any losses or profit regyfiiom the sale will be passed on to all
customers in the Companies’ service territorieough Rider RRS. The Companies
have projected that there will be no profit in tivst three years covered by all three

stipulations.

Although the Companies assert that the Stipulatiamich is adopted by the
Supplemental Stipulations in its entiréfypreserves the competitive retail market, an
overall settlement that includes the PPA proposalgnts a completely free market from

evolving and, therefore, is not in the public ietsr

More specifically, the Supplemental Stipulations aot in the public interest for two
reasons. First, they adopt a scheme that willideowne certified retail electric supplier
in Ohio with a competitive advantage in the Ohiorke& as its uneconomic generating
plants will be subsidized by the Companies’ ratepayhrough approval of the Economic
Stability Program and associated PPA. SecondSthgplemental Stipulations and the
PPA will deter entry into the power generation ortof the market by new competitors.
Typically, if a market participant cannot competea competitive market, it will fail.
Subsidizing an existing market participant in tlopd that it may be able to compete at
some point in the future is not in the public ie&r nor is it good public policy. It will
only deter entry and keep prices higher than theylevbe in a competitive market. The
PPA can best be described as a coin-flip bet timstEhergy Corp. is making, one where

it's “heads | win and tails you lose.”

% See supra n.9.

14



10

11

12

13

14

15

16

17

18

19

20

By examining the algebra behind the logic of thepmsal, the inequities of the proposal

become apparent:

Let pc represent the price paid for by consumegs,tipe price charged by FirstEnergy

Solutions, and gis the price charged by alternative suppliers.

Also let the production cost of energy be represgrity ¢e for FirstEnergy Solutions

and g for the alternative producers.

If pc = pa= pre then the market is at a short-term equilibrium #rete is no incentive to

change suppliers. This can only be a stable solu@r time only as long as & G-¢.

However, the Companies have informed the Commisianits affiliate could not sell
the output from the generating plants covered leyRRA for a profit, implying that for
some fraction of its capacity its production casthigher than the cost of competitors.

Therefore, gz > Ca.

Now let & represent the tax or surcharge imposed by the @oiep through the

proposed regulation (Rider RRS) on all custometkédfnet costs outweigh the revenues
that the plants obtain in the market; then= f(cke — G). This equation notes that as the
cost differential increases between the plants uestjon and alternative sources of

generating capacity the tax increases automatically

There is a secondary effect to this dynamic thegrefgreater pause, which is the power
of precedent. If the PPA is approved and otheegeimg assets become uncompetitive

then the Commission has established a precedentwihde used to bring those assets

15
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under regulatory protection with an assured rateetafrn on capital. This will affect not
just the Companies’ affiliated generating assetsatlugenerating plants located in the
state of Ohio; after all, what is fair for one mbst fair for all. In this case, allotv to
represent the decimal fraction of non-competitieagrating assets expressed in terms of

kilowatt-hours and1-b) is the fraction that is competitive; thbn+(1-b) = 1.00.

Then:tge = f(b) meaning that the tax (or costs) imposed by the fizomes, and others in
similar situations, will be a function of the port of generating capacity that falls under
a PPA and its successors and as b increases, sa€oke In other words, ab increases,
or as the portion of the state’s generating fldwtt is not price competitive in the
wholesale markets increases, the tax will increaBais will effectively deter entry and

investments by competitors in generating capacity.

Then: g =pa + ke = pre.

The algebra states that as the production costrdiffial increases compared to that of
alternative producers, the imposed tax increasepoptionately, thereby redistributing
income from customers located in the Companiesviserterritories to FirstEnergy
Solutions and FirstEnergy Corp.’s shareholdersaddeFirstEnergy Solutions wins; tails
FirstEnergy Solutions’ competitors lose. No mattghat, FirstEnergy Solutions’
customers will have, at best, market electric rabes more likely, they will have higher
electric rates than if a competitive generating keaexisted. The second conclusion |

reach is that entry into the state by alternativergy producers will be deterred because

2" The actual function is nestetke = f(b) with b = g(G — G.), where ¢ is the operating cost at power plant

16
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the precedent provided by the PPA will eliminateitipricing advantage held by new
entrants. The PPA is a way of using the regulapmyer of the state to create political
market power in the electric market for the lega®nerators. Deterring entry and

investment in the state of Ohio is not in the paiblinterest.

Q. Have you been able to quantify the costs of thedirect benefits attributed to the
Signatory or Non-opposing Parties that benefit fromthe establishment of Rider
RRS, which was adopted by the Supplemental Stipul&ins?

A. No. As explained in my previous testimdiiyyis. Mikkelsen appears to value the
PPA provision of the ESP IV Application at $2.0libih in favor of customers, but
recognizes that that benefit may not come to toitiand if it does, it will not occur
during the term of ESP I¥. The stipulations appear to adopt the Companiegigsed
Rider RRS in its entirety with one modificationhd Supplemental Stipulations’ blanket
adoption of the Companies’ Application with regéodthe Economic Stability Program
and Rider RRS, as well as the associated PPA @miémodification), adds costs to the
proposed overall settlement that will be borne dtgpayers, and, as explained above, is

not in the public interest.

2 Hill Supplemental Testimony at 16.
23ee Mikkelsen Supplemental Testimony at 2.

¥See, e.g., Supplemental Testimony of Ramteen Sissla 2; Supplemental Testimony of James F.
Wilson at 3-4; Direct Testimony of Steven FerreyL2at(all filed May 11, 2015).

17
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Q. Why do you believe the Companies, through theupplemental Stipulations,
increased the size of what you have termed a “redrgutive coalition”?

A. In my previous testimony, | explained how t&gpulation formed a redistributive
coalition, which is a relatively small group thatomotes policies for their mutual

financial benefit!

The redistributive coalition was assembled to prese the Commission and to the
public the facade not only of broad support for E®P IV, but of a broad range of
benefits flowing to the classes of customers represl by the Signatory or Non-
opposing Parties. The stipulations and testimaaycareful to state that the participation
of the members of the redistributive coalition tates broad support and benefits
flowing to the classes that they represent. Unfately, the benefits only flow to the

Signatory or Non-opposing Parties.

While the Companies imply that the outcome wasensial, the stipulations are clear
that the provisions only apply to the entities tvate involved in the negotiations and
the benefits derived only apply to the SignatorjNon-opposing Parties. In her
testimony, Ms. Mikkelsen asserts: “As can be deam this list, the Signatory Parties
represent varied and diverse interests includirgglandustrial customers, small and
medium businesses, mercantile customers, collegksrversities, low income
residential customers, organized labor and a langeicipality.”? The facade of

universality, however, is apparent later in hetitesny: “The Signatory Parties represent

3L Hill Supplemental Testimony at 14.

32 Mikkelsen Supplemental Testimony at 6.
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a broad range of interests including the Compamiesther Ohio electric distribution
utility, organized labor, various consumer groupeifselves representing a broad range

of customer classes and varied interests), andya taunicipality.”?

Ms. Mikkelsen then concludes that given the grougignatory Parties that make up the
coalition, the stipulation as a package benefistamers and the public interéstAs |
have stated before, this is a carefully craftedittoa designed to look as if it represents

broad groups, rather than the specific entitiesttiey actually represent.

The Supplemental Stipulations merely add two monéties to that redistributive
coalition by adding additional provisions that &vethe benefit of the Signatory or Non-

opposing Parties.

Q. How does the concept of a redistributive coéibn apply?

A. Here, the Companies have assembled a coalitiggromote a policy that benefits
their affiliate, FirstEnergy Solutions, and the etlcoalition members. The benefit to the
Companies consists of a subsidy to pay for itdiatiid company’s underperforming
generation. This benefit to the Companies has lakred at $3 billion by one expert

witness for a non-signatory party, the Office & thhio Consumers’ Counsgl.

The large heterogeneous group that has to pajéomijority of this proposed policy, as

well as the other costs embedded in the stipulatiazonsists of the remaining

®1d. at 7.
¥1d. at 8.
% See Direct Testimony of James F. Wilson at 12 (b 22, 2014).
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commercial, industrial, and residential ratepaydgrsorthern Ohio who are not members
of the redistributive coalition. This large raagpr group would be very difficult and

expensive to organize for purposes of advocatiagtbup’s interests.

Further, the costs of learning about and understgnithe impact of the proposals set
forth in the various stipulations and the ESP IVpAgation are substantial because these
costs are opaque, buried in a series of riders dhatbeyond the ability of a typical
ratepayer to understand, and provided through atvieg regulatory process that needs
to be constantly monitored. Non-members of thestedutive coalition are further
disadvantaged by the large, complicated, last rairutbmittals to the Commission.
Additionally, many of the provisions embedded ie tipulations are written in ways
that are extremely difficult to disentangle, indhgl the wholesale adoption of the

Companies’ large ESP IV Application with limiteda®ptions.

Economists and political theorists who have devatopublic choice theory anticipated
the dense and opaque nature of these sorts of galsmwith another conceptational
ignorance® A redistributive coalition can raise the costobfaining and understanding
information that relates to their proposed actibgsmaking submittals as opaque and
technical as possible. The term *“rational ignoednwas coined to describe the
reasonable disengagement of the public from trygngnderstand technical information
and expert testimony where the cost of obtainimgkimowledge is high and the return to
individuals from their effort is low, even if theoltective impact is large. Rational

ignorance also explains how members of a redigtvibwwoalition will focus on the direct

% Downs, AnthonyAn Economic Theory of Democradyew York: Harper Row, 1957.
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impact of payments and benefits to them or theimimers without acknowledging the
full impact of the proposed redistribution on théofic at large. This is a point to keep in
mind when the Commission’s three part test of thasonableness of the multiple
stipulations is discussed below: the calculatioedusy the members of a redistributive

coalition is their net benefit, not society’s nehiefit.

Q. Does the expansion of the redistributive coalin through the Supplemental
Stipulations improve the overall settlement or addess your previously stated
concerns?

A. No. The cost of organizing the group and addwg more parties to the group is
small relative to the benefits received by the 8igry or Non-opposing Parties. The
costs associated with providing incentives to augrof parties, much of which are
funded by ratepayers that have been excluded fnenséttlement, are far outweighed by

the returns.

The actual cost of organizing the redistributiveltmn will not be borne significantly
by the organizer, the Companies. These costsngiléad be passed on to ratepayers in
the form of various costs or expenses of the regdlatility. Therefore, the direct or
lasting expense incurred by the organizer, the Gones, is minimal. Some of the
coalition members receive cost reductions, a ptablie financial benefit, some obtain
benefits that will be passed on to the memberseir torganizations, and others find
funds to support their organizations’ missions. nilaoalition members may be able to
use the windfalls to pay for their administrativgpenses. Nonetheless, while many of
these pass-through benefits may be socially baaktic meritorious to a relatively small

group of beneficiaries, it is at the expense of @cimlarger group. Accordingly, the
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overall settlement, as a package, does not baneft ratepayers and is not in the public

interest.

Q. How do you think the coalition members were setéed?

A. The list of signatories was carefully consteat The Companies stated that the
members of the redistributive coalition “represeatied and diverse interests including
large customers, small and medium businesses, nigec&ustomers, colleges and

universities, low income residential customers, aoiged labor, and a large

municipality.”®’

However, the list also raises a series of questidiow are they

representative? Did they represent their peerssamidr organizations in the negotiation
process? Were they able to obtain similar ben&ditsheir peers or at the exclusion of
their peers? Generally speaking, the answers tdattetwo questions are no: they

represented themselves and the incentives theyneltare for their organizations or

companies alone.

For example, why is the City of Akron a direct biciary while other communities with

low-income populations, such as Toledo, are excd@daNhy are private colleges and
universities beneficiaries, while public collegasdauniversities are excluded? Why are
COSE's members eligible for audits, while smallibess members of other chambers of
commerce or organizations are left out? Why waulgtocer that is able to meet certain

requirements receive an operating cost advantageitsvcompetitors?

37 See Mikkelsen Supplemental Testimony at 2.
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The simple answer is that not all customers weutdd to become members of the
coalition. This is a political coalition assemblkedprovide a veneer of inclusion and the
image of universal support in exchange for a licthget of pre-defined financial benefits.
In exchange, the members of the coalition (i.egn&tory or Non-opposing Parties) have
committed to endorse the totality of the ESP IV Kggiion, including Rider RRS. The
Supplemental Stipulations adopted the Stipulationts entirety, which includes the
statement: “each Signatory Party agrees to andswlport the reasonableness of the ESP
IV and this Stipulation before the Commission, a@odcause its counsel to do the

same.?®

The redistributive coalition is being used by thenanies, and their parent company,
FirstEnergy Corp., as a broad representation oetleomy in a political process. The
Commission, however, is being asked to adopt des®tht that chooses winners and

losers among competitors. Why is this good putdilecy?

Q. From your perspective is there anything illegalabout creating and using a
“redistributive coalition” to your benefit?

A. There is nothing illegal about forming a redlsative coalition; it is a political
coalition designed to extract a favorable outcomammf a regulatory or legislative
proceeding for its members. It just has to be reagl for what it is, and for what it is
not. It is not a bargaining body that represefitefathe Companies’ ratepayers or the

public interest.

3 Stipulation at 18.
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The Companies imply that the negotiations that tplaice between the members of its
redistributive coalition were “fair.” However, tteeis nothing supporting this conclusion
in the record. Ms. Mikkelsen’s Testimony suppaytthe Supplemental Stipulations does
not address the negotiations of the Signatory an-dlaposing Parities or fairness. The
testimony supporting the Supplemental Stipulatioresely asserts that each stipulation
continues to meet the Commission’s criteria anérseto the Supplemental Testimony
supporting the initial Stipulation. In the refeced Supplemental Testimony, Ms.
Mikkelsen references the Commission’s criteria wbensidering the reasonableness of a
stipulation: “a stipulation must satisfy threeteria: (1) the stipulation must be the
product of serious bargaining among capable, knidygdable parties; (2) the stipulation
must not violate any important regulatory principle practice; and (3) the stipulation
must, as a package, benefit ratepayers and thécpnterest.* Ms. Mikkelsen then
explains how she believes that the initial Stipalameets those criteria. Ms. Mikkelsen,
however, fails to address the Commission’s criteriaer Third and Fourth Supplemental

Testimony as they relate to the Supplemental Sttpmris.

Q. Do you agree with Ms. Mikkelsen’s conclusion?

A. No. There is no evidence in the record that$upplemental Stipulations satisfy the
Commission’s three-prong test. First, in my regdaf the Supplemental Stipulations,
which adopt the Stipulation and supporting testiyndhere is no evidence that the first

criterion has been met, as there is no evidendeathar most of the Signatory or Non-

% See Supplemental Testimony of Eileen M. Mikkelser2; see also Third Supplemental Testimony of
Eileen M. Mikkelsen at 3 and Fourth Supplementastingony of Eileen M. Mikkelsen (referencing the
above-mentioned factors).
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opposing Parties were knowledgeable of all promsiof the Companies’ ESP IV

Application that they have agreed to through thputtions.

Furthermore, there is no evidence in the recordttieclaimed additional supporters of
the Companies’ ESP IV Application are actual supgysrof the Application and/or the
stipulations or that they are even knowledgeabli@fcontents of the Application and/or
multiple stipulation$® For instance, the President and CEO of FirstBn€ap., Chuck
Jones, published an article in the Cleveland Faler, stating that “the supporters ...
include many residential, commercial, industriatl dow-income customers, as well as
organized labor, communities and schools.” Manyhefcited “supporters” in the article
are not Signatory or Non-opposing Parties to théipte stipulations, and it is unknown
what, if any, incentives or benefits that any statipporters” may have received to voice
their support for the Companies’ proposal. ltisbainknown what the “support” is truly
based upon. For instance, did those “supportardérstand that the Companies’ motive

came at an expense to the Companies’ ratepayers?

Mr. Jones explained the purpose of the Companiegpgsal and settlement pending
before the Commission in his July 27, 2015 intewvigith Plain Dealerreporter John
Funk: “Jones said FirstEnergy’s future is at riEk icannot persuade the state’s Public

Utilities Commission tdorce ratepayerso cover the full costs of electricity from two of

“0“powering Ohio’s Progress’ rate plan is about gresg vital power plants for Ohio customers: Chuc
Jones (Opinion),"Cleveland Plain Dealer(August 2, 2015), attached hereto at EWH Supplémhen
Attachment A at 61-63; see also list of claimed parers in the Companies’ cover letter filed with
Stipulation (December 22, 2014) and Response o€tirapanies to OMAEG-3-INT-27; OMAEG-3-INT-
28; OMAEG-3-INT-29; OMAEG-3-INT-30; OMAEG-3-INT-310MAEG-3-INT-32; OMAEG-3-INT-33;
OMAEG-3-INT-34; OMAEG-3-INT-35; OMAEG-3-INT-36; OMAEG-4-INT-68; OMAEG-4-INT-69;
OMAEG-4-INT-72; OMAEG-3-INT-25; OMAEG-4-INT-73; OMEG-4-INT-74; and OMAEG-4-INT-
75, attached hereto as EWH Supplemental Attachiextt64-80.
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its huge coal and nuclear plangsen if other sources of electricity, such as reltgas,
would be cheaper for consumérd-unk reported that in an interview with the

newspaper’s editorial board Jones stated: “| gindrto save a company”

Second, the parties did not represent a diversepgod customers or certain classes of
customers as they only represented themselves mi understanding that the second
criteria fails as the Commission has recently stakat it disfavors direct payments of
funds to intervenors, even if those funds are todiended to ratepayets. This appears

to be the case with many of the funds providedrt@awizations in the stipulations. This
policy position would also apply to the provisiomsntained in the Supplemental
Stipulations, as well as the Stipulation, that andy available to one or more of the

Signatory or Non-signatory parties at the exclusibather customers.

Finally, it is clear that the Supplemental Stipuas do not meet the third criterion of
benefiting ratepayers and the public interest. Bupplemental Stipulations do not
benefit ratepayers as a whole and are not in thdicpinterest. Providing benefits to
carefully selected members of a redistributive itioal cannot be deemed to benefit all

ratepayers, similarly-situated ratepayers who wetdncluded in the bargaining process,

“L Funk, John, “FirstEnergy wants Ohio to end deraguh, return to state-controlled rate§feveland
Plain Dealer (July 28, 2015, updated July 29, 2015) (emphaside@dd attached hereto at EWH
Supplemental Attachment A at 81-83.

2 Seeln the Matter of the Application of Columbus SouthRower Company and Ohio Power Company
for Authority to Recover Costs Associated with Whigmate Construction and Operation of an Integiate
Gasification Combined Cycle Electric Generation Higc, Case No. 05-376-EL-UNC, Order on Remand
at 11-12 (February 11, 2015) (“The Commission ndtes provision I.b. of the Stipulation includesedit
payments to intervenors of funds to be refundedhtepayers. * * * However, the Signatory Partieshis
Stipulation and parties to future stipulations dtobe forewarned that such provisions are strongly
disfavored by this Commission and are highly likedybe stricken from any future stipulation subettto

the Commission for approval.”)
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or the public interest as a whole. The bargaimackt will result in most of the

redistributive coalition’s benefits being paid foy the vast majority of ratepayers: those
who were not part of the bargaining and those whibnat receive the direct payments
and other benefits extracted by the members ofdtestributive coalition. If enacted,

the broad pool of electricity users will payda factotax enabled and enforced by the
Commission to benefit the redistributive coaliti@ssembled by the Companies,
including the organizer, the Companies, which & largest beneficiaries, as well as

their affiliate.

Q. Why is such a redistributive coalition a problen for policy makers?
A. The problem is that those who stand to losemfrpolicies promoted by a
redistributive coalition are part of a large, heggneous group, one that is difficult and

expensive to organize in opposition to the propasddstribution.

Information that is missing from the cumulative teghent, including testimony
supporting the Supplemental Stipulations that adloptStipulation, include models and
estimates on the losses that will be incurred bmpmanies that are not part of the
redistributive coalition when faced with higher qas triggered by the redistributive
features of the stipulations and Economic StabRitggram; deterred investment by new
power generators; the impact of embargoing the magon of power from out-of-state
generators; cost-shifting that will take place frahee members of the redistributive
coalition to those not invited to join the coalitjoand the expected net benefits to be
enjoyed by the Companies or their parent compammy fthe increase in revenues versus
the costs it will incur during the three-year pdrimovered by the stipulations and the 15-

year period covered by the PPA.
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One loss will be indirect, but it will directly &€t the economy of the state of Ohio. This
is the loss in Gross State Product and employmssudcaated with operating and sales
cost increases that are part of the elasticitissaated with the cost of electricity. The
price elasticity of demand for electricity that Wwibe experienced by all other
manufacturers in the region with the increasedentec prices that will be necessary to
fund the provisions of the stipulations, includiRgder RRS, has not been considered.
My concerns about the price elasticity of demanddiectricity among manufacturers
generally were addressed in my previous testimomy will not be repeated here.
However, it is important to note that the additiopaovisions of the Supplemental

Stipulations exacerbate my original concerns.

Q. Do the Supplemental Stipulations include progras for demand reduction and
energy efficiency programs that could reduce eledtity demand in Northern Ohio?

A. Yes, the Supplemental Stipulations include desni@eduction programs, including an
interruptible program and a time-of-use rate prap8s These are in addition to the
amounts of money promised to support the administraf energy efficiency programs,

which will benefit a small number of ratepayersthe Stipulation.

The Companies were proponents of legislation in@he General Assembly to revise

and/or freeze energy efficiency and peak demandctemh programs that were part of

*3The elasticity associated with Gross Product & flkrcent change in value added in a manufacturing
sector divided by the percent change in the coslexftricity. The elasticity in the number of joinsthe
manufacturing sector is the percent change in timeber of jobs divided by the percent change incibst

of electricity. These can also be expressed i thetantaneous forms, the ration of the naturgaighms

of each variable.

“ Supplemental Stipulation at 1-2; Second Suppleatei@tipulation at 1-2; Mikkelsen Fourth
Supplemental Testimony at 2.
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the energy efficiency portfolio in Ohi. Proponents of the legislation argued that
energy efficiency should compete without subsidthvather forms of generation in an
open, unsubsidized market. Through the varioysulstiions and ESP IV Application,
the Companies propose additional energy efficiemryl peak demand reduction
programs and argue for a generation subsidy beaarsgn generation facilities cannot

compete in the open market.

The Companies also argue that its affiliated substtgeneration can be complemented
with a modest and highly selective subsidy to prmenergy efficiency and peak
demand reduction programs. The Companies wanteptace independent public
administration and a broader efficiency mandaté wértain administrators running a far

smaller funding vehicle for the efficiency plans.

The energy efficiency programs included in the wddpons have been carved out to
entice specific signatories to join the redistribatcoalition and provide political support
for the package of rates and riders that are the substance oPowering Ohio’s
Progress Plan The efficiencies gained through the serieadhocsmall initiatives will
not make a serious difference in the regional dehfanelectricity. But they will result
in shifting costs to the ratepayers who were nloiwad to become signatory parties, if
the redistributive coalition persuades the Commarsso adopt the stipulations and ESP

V.

*5 See testimony submitted to the Senate PublictigsliCommittee regarding SB 58 (the predecessSBto

310) by Leila L. Vespoli on behalf of FirstEnergpr@. in support of Revisiting Ohio’s Energy Effinigy
Mandates (April 9, 2013), attached hereto at EWkflamental Attachment A at 84-90; see also “No
retreat: the governor enters the energy debatesands the right message to lawmakefdion Beacon
Journal (May 3, 2014) and “Kasich should work against dedlawed Ohio Senate Bill 310: editorial,”
Cleveland Plain DealefMay 2, 2014), attached hereto at EWH Supplemeittathment A at 91-93.
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Q. What is the cumulative effect of the stipulatias on energy policy?

A. The submission of the stipulations has effestivconfused the order of public policy
making in regard to the future of electric energgduction and cost, and serves only to
distract the Commission (and the State) from ansygethe most important questions

about Ohio’s energy future:

* What is the proper energy-producing footprint?t lsnergy produced within the

borders of the state or is it the PJM footprint?

* What is the best and least cost way of resolvingcanomic power generating
assets to ensure the integrity of the power trassion and distribution systems
and truly guarantee reliable power? This has tobggond the Companies’

service territories.

* How can Ohio and the PJM footprint accommodate strgescale proof of
concept energy experiments to comply with mandatedower CQ and

particulate emissions in power generation?

* Should low-income utility voucher programs or spécinterest programs
provide for statewide access and equity? Shoulg tiee tax-based programs
voted on by the Ohio General Assembly, as oppoeefdragrams and costs
embedded in utility specific rates for select gepdpic areas of the state and only

for a select group of beneficiaries?

The de factotaxation and redistribution measures that are ggeg in the stipulations

properly belong to the Ohio General Assembly, het€ommission.
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Conclusion

Q. Have your prior recommendations to the Commissin with regard to the
Companies’ “Powering Ohio’s Progress” strategy, seforth in its Fourth Electric
Security Plan, changed in any way as a result of hSupplemental Stipulations?

A. No. | continue to recommend that the Commissigect the Companies’ request for
the establishment of a rider and the utilization aofpower purchase agreement to
subsidize portions of the aging, inefficient powgants owned by their affiliate,
FirstEnergy Solutions. | also continue to recomchémat the Commission reject any
proposals that are detrimental to Ohio businessdssaonomic growth, and that are not
in the public interest, including incentives theg aeither uniformly applied nor available
to all similarly situated customers. The redisttibe features of the stipulations that shift
costs to companies that are not part of the rdligive coalition will cause those

companies to face higher operating costs and Bectanpetitive.

Q. Does this conclude your second supplemental tasbny?

A. Yes.
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