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I.
INTRODUCTION


The Office of the Ohio Consumers’ Counsel (“OCC”), an intervenor in the above-referenced proceeding, hereby files these comments (“Comments”) regarding the audit report filed by Blue Ridge Consulting Services, Inc. (Blue Ridge) on April 13, 2012.
  Blue Ridge was retained by the Commission to conduct the audit review of Rider Distribution Capital Recovery (“DCR”).

II.
CASE HISTORY
On August 25, 2010, the Commission issued an Opinion and Order approving a Stipulation and Recommendation (“ESP 2 Stipulation”) authorizing Ohio Edison Company (“OE”), The Cleveland Electric Illuminating Company (“CEI”), and The Toledo Edison Company (“TE”) (collectively, FirstEnergy) to establish Rider DCR effective January 1, 2012.
  Additionally, under the terms of the Stipulation, FirstEnergy agreed to submit to an annual audit review process of Rider DCR for the purpose of determining accuracy and reasonableness of the amounts for which recovery is sought.

On December 5, 2011, OCC filed its Motion to Intervene. 

On February 2, 2012, FirstEnergy filed its Rider DCR applications for OE, CEI, and TE in Case Nos. 12-522-EL-RDR, 12-193-EL-RDR, and 12-523-EL-RDR, respectively.


On April 13, 2012, Blue Ridge filed a report (“Blue Ridge Report”) on its audit review of Rider DCR.

III.
COMMENTS
OCC has reviewed the Blue Ridge Report and encourages the Commission to adopt each of the recommendations made in the Blue Ridge Report.  The recommendations assure that FirstEnergy has implemented Rider DCR in compliance with the ESP 2 Stipulation and includes a reconciliation of collections from customers to assure that FirstEnergy does not exceed the authorized collections cap.
  The Commission should order FirstEnergy to implement the following recommendations from the Blue Ridge Report:
A.
General
These recommendations include general accounting-related recommendations addressing the spreadsheets provided by FirstEnergy in support of the DCR.  The recommendations are suggestions regarding correct formulas and hard coded numbers in the FirstEnergy spreadsheets. The Blue Ridge Report states:  “Blue Ridge had several observations that have no direct impact to Rider DCR, but are included in Appendix D.  Blue Ridge recommends that FirstEnergy review these observations to avoid any issues in future filings.”
  The issues are itemized in Appendix D. None of the observations impacts the revenue requirement in this case, but they are recommendations which -- if implemented -- may potentially avoid future revenue requirement issues.
B.
Gross Plant in Service

The Blue Ridge Report discusses certain information technology projects as being over-budget.  The Blue Ridge Report states: “Blue Ridge is concerned that a significant portion [of] IT project costs may lack project controls on spending or that the projects may be not thoroughly planned and/or include an appropriate level of budget costs resulting in project overruns.”
 Blue Ridge focused on four projects that had run more than $7.2 million or 56 percent over-budget with very brief (and in Blue Ridge’s opinion “inadequate”) explanations of these large variances. The auditor then recommended “that the Commission consider a review of FirstEnergy’s IT project planning and implementation.”

The Blue Ridge report also had a couple of additional recommendations as a result of its audit of gross plant in service. First, the Blue Ridge Report states: “Blue Ridge recommends that for future audits, FirstEnergy evaluate the lessons learned from the conduct of this audit and develop information processes that will facilitate the determination that projects in Rider DCR are properly justified, approved, and managed.”
   Second, the Blue Ridge Report states: “Blue Ridge recommends that FirstEnergy reduce the unitization backlog before the next audit to reduce the potential for over or under accrual of depreciation.”
  Because the determination of gross plant in- service figures prominently in the determination of the level of cost to be collected from customers through Rider DCR, the Commission should order FirstEnergy to implement each of these recommendations made by Blue Ridge. 
C.
Accumulated Deferred Income Taxes 

The majority of accumulated deferred income tax (“ADIT”) is related to book-to-tax depreciation differences related to utility plant-in-service.  However, Blue Ridge noted ADIT instances that were non-plant in service-related.
  The Blue Ridge Report made the following recommendation: “Blue Ridge recommends that the Commission clarify whether the inclusion of these non plant-in-service ADIT meet the criteria for inclusion within Rider DCR.  In addition, each ADIT account should be reviewed to determine whether it is an Ohio jurisdiction item.”
  The burden of proof should be placed on FirstEnergy to demonstrate why it is just and reasonable for the non-plant-in-service ADIT to be included in the calculation of Rider DCR.  
D.
Property Tax Expense 

FirstEnergy is authorized to collect property tax expense based upon gross plant through Rider DCR.  Blue Ridge found several items related to property tax expense that impact Rider DCR revenue requirements.  The Blue Ridge Report makes the following recommendations with regard to property tax expense: First, Blue Ridge recommends an adjustment to correct errors in the calculation of property tax expense which would decrease the total revenue requirement for all three companies by $179,344.
  Second, “Blue Ridge recommends that the workpapers supporting the Rider DCR property tax be cleaned up and fully referenced to minimize the opportunity for error.”
  Finally, Blue Ridge recommends that “Since property tax is an actual expense that can be validated against third-party filings, Blue Ridge recommends that a reconciliation and adjustment to actual be done for each Rider DCR annual filing.” 
  The Commission should require FirstEnergy to implement the recommendations pertaining to property tax expense.

E.
Rider DCR Calculation 

The ESP 2 Stipulation established a cap for FirstEnergy’s collection from Rider DCR.  To assure the Rider DCR collection cap is not exceeded, the Blue Ridge Report stated: “Blue Ridge recommends that the actual amount collected under Rider DCR be included as part of the quarterly Compliance Filing to ensure that the $150 million annual cap of collected revenue is not exceeded.”
  The Commission should order FirstEnergy to implement this important recommendation to protect customers from over-collection through Rider DCR.
IV.
CONCLUSION


For all the reasons discussed above, the Commission should order FirstEnergy to implement each of the recommendations made in the Blue Ridge Report to assure that Rider DCR implementation is done in compliance with the ESP 2 Stipulation and that FirstEnergy’s collections do not exceed the authorized cap.  
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� OCC was not a signatory party to the Stipulation and Recommendation (“ESP 2 Stipulation”) that resulted in the implementation of Rider DCR.  As such, OCC’s filing of these Comments is not acquiescence to the ESP 2 Stipulation nor is it a withdrawal of OCC’s opposition to the ESP 2 Stipulation generally or to the Rider DCR specifically.


� Entry at 1 (November 22, 2011).


� In the Matter of the Application of Ohio Edison Company, The Cleveland Electric Illuminating Company, and the Toledo Edison Company for Authority to Establish a Standard Service Offer Pursuant to Section 4928.143, Revised Code, in the Form of an Electric Security Plan (“ESP 2”), Case No. 10-388-EL-SSO, Opinion and Order at 11 (August 25, 2011).


�In re FirstEnergy ESP 2 Case, Case No. 10-388-EL-SSO, Stipulation at 16 (March 23, 2010); see also Opinion and Order at 25 (August 25, 2010).


� For the term of the audit, the collections cap for FirstEnergy is $150 million.





� Blue Ridge Report at 26 (April 13, 2012).


� Blue Ridge Report at 26 (April 13, 2012).


� Blue Ridge Report at 14 and 42 (April 13, 2012).





� Blue Ridge Report at 14 and 44 (April 13, 2012).


� Blue Ridge Report at 15 and 46 (April 13, 2012).


� Blue Ridge Report at 49 (“ESOP Dividends; FAS 123R-Performance Shares, Restricted Stock, and Stock Options-Cap Portion; Life Insurance; Other Post Employment Benefits- Capitalized Portion; Pensions expense- Capitalized Portion.”). 


� Blue Ridge Report at 50 (April 13, 2012).





� Blue Ridge Report at 17, 55-56 (April 13, 2012).


� Blue Ridge Report at 56 (April 13, 2012).


� Blue Ridge Report at 58 (April 13, 2012).





� Blue Ridge Report at 63 (April 13, 2012).
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