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~ Please state your name and business address.

My name is Richard C. Cahaan, and I am employed by the Public Utilities
Commission of Ohio, 180 E. Broad Street, Columbus, Ohio 43215 as the
Chief Economist in the Capital Recovery and Financial Analysis Division
of the Utilities Department. I have been employed by the Staff of the
Commission since 1983 and have testified in numerous rate cases and other
proceedings before this Commission. A large proportion of my testimony
before this Commission has been regarding the cost of capital and the rate
of return to be granted to regulated utilities, although I have also presented
economic analysis regarding other issues, including the rate stabilization
plans of First Energy, CG&E, and AEP. T also have testified in First-

Energy’s original SSO proceeding, Case No. 08-935-EL-SSO.

I have received a B.A. degree from Hamilton College and an ML A. degtee
in Economics from the University of Hawaii, and I have completed all
course work and passed the written and oral geileral and field examinations
th the Ph.D. 1evel at Cornell University. ‘I have been a faculty member,
either fulltime or part time, at the State University of New York --
Cortland, Eisenhower College, Ithaca Collegg, Cornell University, the Ohio

State University, and the Graduate School of Business Administration of
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Capital University. Prior to joining the Staff, I taught economics at the

Ohio State University.

What is the purpose of your testimony in this proceeding?
The purpose of this testimony is to provide the Staff’s support of the

Stipulation and Recommendation being presented to the Commission.

In what way are you supporting the stipulation?

The Staff believes that the stipulation meets the relevant tests and merits
consideration as it 1 the product of serious bargaining among knowledge-
able and capahle Signatory parties representing a wide range of interests.
Also, it violates no regulatory principle or precedent, although the rele-
vance of precedent is a bit atienuated by a lack of experience under SB 221.
Additionally, it is supported by adequate data and information. Of particu-
lar importance is the information and analysis showing that thé proposed

ESP is superior to what might be expected under an MRO.

Why is this of particular importance?
Section 4928.143(C)(1)requires that the “the electric security plan so
approved, including its pricing and all other terms and conditions, including

and deferrals and any future recovery of deferrals, is more favorable in the
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aggregate as compared to the expécted results that would otherwise apply

undér section 4928.142 of the Revised Code.”

Is, in fact, the proposed ESP superior to an MRO?
Yes. Exhibit [RCC-17] shows an aggregate net benefit of the ESP to

customers at almost 100 million dollars.

How was this net benefit calculated?

Ratepayer benefits consist of five categories. These are:

a) the elimination of apprdximately $215 million of CEI RTC’s,

b) | $25 million of economic development funds contributed by the
Companies,

c) the value of the Stipulation’s distribution rate freeze,

d)  $160.9 million of existing generation deferrals, and,

e) agreement that the Companies will not be authorized récovery of
incremental costs related to hurricane Ike storm damage, which

would have required about $19 million during the period of the ESP.

Why are you including the existing generation deferrals as benefit of the

ESP?
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10.

The real advantage to .the ratepayers lies in the fact that the Stipulated ESP
proposes to recover these deferrals over a very long peribd of time with a
debt rate carrying charge, as shown in the Ratepayer Costs section of the
exhibit. If I am to include this favorable recovety in the analysis, I also

must include the original deferrals.

And what are the Ratepayer Costs in your analysis?
There are two. One is the Generation Deferral Recovery I just mentioned.
The other is the revenues associated with the delivery service improvement

rider proposed by the Stipulation.

What discount rate did you use to evaluate these benefits and costs over
time?

I used the Companies’ cost of capital, 8.48%.

Wouldn’t this essentiaﬂy be performing the analysis from the Companies’
perspective, nbt from the customer’s perspective?

Chbosing an appropﬂate discount rate from the customer’s perspective is
always a problem. What is the time value of money to the individual con-
sumer? Should it be a very low rate, such as an individual would reccive on

a CD if the funds were invested? Or should it be about 19%, on the
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12,

assumption that the individual would have a lower charge card balance to
finance? The higher the discount rate used, the higher is the estimated net
present vélue of the Stipulated ESP. However, in the Staff’s analysis, the
conclusion that the Stipulated ESP provides a positive net benefit to cus-

tomers remains true even at very low interest rates.

Are there other reasons to accept thé proposed ESP, other than the ones you
have guantified? |

Yes. One reason is that the proposed ESP provides more predictability
regarding overall rates than would an MRO. There is another reason, and

that is one of allowing future bptibns to stay open.

What do you mean?

Section 4928.142(F) states “An electric distribution utility that has received
commission approval of its first application under division (C) if this sec-
tion shall not, nor ever shall be authorized or required by the commission |
to, file an application under section 4928.143 of the Revised Code.” If we
go to an MRO now, then we cannot later have an ESP. Butif we adopt an
ESP now, we can go to an MRO 1n the future. Since the quantifiable ele-

ments demonstrate the supériority of the proposed ESP to an MRO, and



since the non-quantifiable considerations also support the superiority of the

ESP to an MRO, I think that the argument in favor of an ESP is very strong.

13. Q.  Does this conclude your testimony?

A. Yes.
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STAFF PROPOSAL FOR FIRSTENERGY ESP Exhibit RCC-1  page 1 of 4
CALCULATION OF NET BENEFITS

2008 2010 20m 2012 2013 2014 2018 201 2017 2018 2019 2020 2021

consisting
CEl RTC write-off $215 792 135.8
Economic Development 83 8.3 8.3
Value of Distribution Rate Freeza nfa 599 97.2
Generation Deferral {existing) 160.9
Forgone ke Storm Recovery 148 21 21

consisting of
DSIR 853 1154 = 1164
Generation Deferral Recovery 144 249 25.2 254 257 259 26.2 265 267 27.0 114
NET NOMINAL BENEFIT i77.5 0.7 -23.2 249 -25.2 -25.4 -257 -25.9 -26.2 -26.5 -26.7 =270 -114
years for present value calculation 05 15 25 35 45 55 6.5 75 8.5 95 105 11.5 12.6
discount factor at discount rate of
8.48% 1.04 113 1.23 1.33 1.44 1.56 1.70 1.84 200 217 235 2.55 277
DISCOUNTED PV 170.4 80.3 -18.0 -18.7 -17.5 -16.2 -15.1 -14.1 -13.1 122 -11.4 -i0.6 -4.1
CUMULATIVE PV 170.4 250.7 231.7 213.0 196.5 179.3 164.1 150.0 136.9 124.7 1133 102.8 9387

NPV 98.7




NOTES FOR NET BENEFIT CALCULATION

Exhibit RCC-1

recovery would have been through 2010,

CEl Writeoff
total writeoff 215
months in 2009 7
months in 2010 12
total months 19
benefit 2009 79.2
benefit 2010 135.8
Delivery Service Improvemant Rider
sales from ESP filing 2009
CEl 19,967
QOE ‘ 26,460
TE 10,775
sum 57,202
menths g
sales for rider 42 902
price per MW 3 2.00
85,803
858
Rate Freeze Value
08-935-EL-SSO application
V3 (pt. 2 of 3) 2009
Sch6i, p.4of 9, row6 24.822

§

so writeoff of $215 allocated between remaining months.

2010 201
20,133 20,298
26,738 27,019
10,834 10,894
57,705 58,211

12 12
57,705 58,211
200 § 200
115410 116,422
115.4 116.4

2010 2011

59.851 97.151

Hurricane ke foregone recovery per FE estimates by phone

Capital
CEl 10.1
QE B6
sum 18.7
ast annusal factor 11%
2.057

Q&M
22
10.6
12.8 Modeled as rider all in 2009
If actuality would be 1o partly defer
but to get carrying charges, then
PV is the same

Generation Deferral and Racovery data from Tuft workshaet

on CEl Fuetl and Purchased Power Deferral

page 2 of 4
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$1.224738  31B2,701,143
1,98.704 200,044,320
TATEE18  N4,685,007
1,664278 226,763,783
16326 730,041,114
12055 248,187,089
1791788 2,533,807
1 8TZ0B0 270,950,450
1652043 282,447,388
2004318 2840288
2498287 305,887,509

9.544.487 %1%“& 37 431,008
134,593.8

B3 162 E48 * Hole - Since there was no 2313 budget svalisble, 2012 couix
WS 242675 Wit be used.

377 407 062
30,650,316
201,997,547
374.423,170
420,694,003
2558070
452,230,600
§ae5002.17

4,108
A4
45,710
8037
UBA1D
149,778
151,190
151,594
153,970

Princips

36,377,720
36,408087
49,656435
4748014
A5.0ETOTH
47 413,107
49,628 488
62,267,854
5,002 857
ST9T 51T

Iy

[T Ay

Bandy
Intareat Balance
(20 o1
12,474,840 420834207
16,374,078
18,247,558 349590026
13,597,528 308842307
M.720034  201,875238
RA22,60 M4,792088
782079 165,133,508
5,TEATI 12815044
331901 STATRENT
1402758 ]
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Exhibit RCC-1 paged of s
The Cleveland Eisctrie Iluminating Company
[ Fusl and Purchase Powrer Daferral ]
{A} 8) <€) (L)) {E)}_ iF) lﬁ)_l
] Ne. [ | Dalcllpﬂon | 123108 ‘ 2009 l 2010 l 211
1
2
3 Monthly Carrying Charges 0.T067% 10,845,738 14903110 8,591,038
4 Estimated Annual Balencs $10,945 739 §14 903,110 $6,591 038
6 Eatimatad Cumutative BalARcs (8] I [€469,017,322 | $183930,832
Meonih Year Deferral interest {b! Balance
a Janb@ 531,614 417 $1t1,704 $31,728 121
7 Fab-08 31,614,417 336,502 63,678,439
3 Mar-09 31,614 477 561,654 95,8682 640
9 Apr-09 N B14A4T 789,082 128256019
10 May-D4 331,614,417 1,018,047 160,880,492 ESF BENEFTY
i1 Jun-09 0 1138945 162,006,427
12 Jul-08 4] 1,144,080 183,170,407
13 Aug-09 4] 1,163,071 164,323,473
14 Sap-09 1} 1,181,218 165,484,857
15 Oct-08 [1] 1,168,425 166,654,122
16 Nov-09 0 1,177,888 167,831,811
17 Dec-ug Q 1,188011  $109.017 822
18 Tota! 2000 $153,072.083 §10.945739
19 Jan-10 80 194383 BITON225
20 Fab-10 0 1,202,833 171,415,048
21 Mar-1G [i] 1.211,333 172,826,387
2 Apr-1i0 o 1,219,893 173,846,274
3 May-10 0 1228514 175074783
24 Jun-10 0 1237185 176311983
25 Sul-10 0 1246938 177,557,921
20 Aug0o [+] 1,254,743 178,872,084
F{) Bep-10 [+] 1,263,609 180,076,273
28 Oet-10 0 1,272,539 161,148,812
9 Now-10 Q 1,281,532 182,630,344
30 Dec-t0 0 1,200,568 $1683,920,982
3 Total 2010 $0  $14,803.110
32 Jan-11 $1,290,708  $186,220,640
33 Fap-11 1,308,692 164,526,633
M Mar-11 1,218,142 187,847 675
35 Apr-11 1397457 189,175,132
%8 May-H1 1,336,828 190,511,970
k1 Jun-11 0 160,511,970 canylng dharge
8 $0  38,501.038
i Proposad Recovery Fattors
39 Estimsated Deferral Balanca as of 123110 $190,511,970
40 Recovery Perigd (Years) 10
41 Eetimated Embadded Cost of /T Debt as of 123110 8.54%
42 CAT Tax Rate 0.26%
T RS G e |
fol Balance
Year Sales Revenus GAT Tax Principal Intarest Balanca
45 {gwh) $  OBDEIE $190,611,49T0
(CI={BFkWN  (D}={CFCAT (Fi={(Prev GHC [G}=Prev (G}
W &) Price Taxfate  (OSEHOHF T p rim ®
44 201 20,258 14,395,799 31,428 1,383615 6,904,157 183,148,358
45 2012 20,501 24,924,259 64,8303 13,684 458 11,164,988 169,453 B98
46 2013 20708 26,171,602 B5.451 14,846,799 10,261,252 154,607 098
47 2014 20913 25438,2%7 65,106 16,077,474 9,262,051 138,530,027
48 2015 21,122 28,678,480 68,767  17,3090.395 8222328 121,130,632
49 2018 21,333 25,938,284 67,434 18,792,229 7.076821 102,347 403
50 2017 21,547 26,195,847 68 19 20,268,389 5,836,160 82,058,014
51 2018 21,762 26,467 504 68 780 21,885,069 4,503,745 60,173,846
52 2019 21,080 26,722,180 6R 478 23,588 809 3,063,832 36,565,076
53 2020 2200 26,969,401 70172 25,406,824 1,512,405 11,178,252
54 2021 22422 11,368,040 20831 11,178,252 160,258 ©
ESP COSTS
(a)

(o)
fe)

Cumulative Osferres Balance x Monthly Camying Charge Rate
Recovery Rate is $0.00121575041474648 per KWh
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