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BEFORE 
THE PUBLIC UTILITIES COMMISSION OF OHIO 

In the Matter of the Application of Ohio Edison 
Company, The Cleveland Electric Illuminating 
Company, and The Toledo Edison Company 
for Approval of Their Energy Efficiency and 
Peak Demand Reduction Program Portfolio 
Plans for 2013 through 2015 

Case No, 12-2190-EL-POR 
Case No. 12-2191-EL-POR 
Case No. 12-2192-EL-POR 

NUCOR STEEL MARION, INC/S OBJECTIONS TO THE APPLICATION OF THE FIRSTENERGY 
COMPANIES FOR APPROVAL OF THEIR ENERGY EFFICIENCY AND PEAK DEMAND REDUCTION 

PROGRAM PORTFOLIO PLANS FOR 2013 THROUGH 2015 

Pursuant to the Commission's August 16, 2012 Entry in the above-captioned 

proceedings, Nucor Steel Marion, Inc. submits its objections to the energy efficiency and peak 

demand reduction program portfolio plans of Ohio Edison Company ("Ohio Edison"), the 

Cleveland Electric Illuminating Company {"CEI"), and the Toledo Edison Company ("Toledo 

Edison") (collectively "FirstEnergy" or the "Companies"). 

I. INTRODUCTION AND SUMMARY 

On July 31, 2012, FirstEnergy submitted an application ("Application") pursuant to 

Section 4928.66 of the Revised Code seeking approval of the Companies' respective energy 

efficiency and peak demand reduction {"EE/PDR") program portfolio plans for the years 2013-

2015. This is FirstEnergy's second three-year EE/PDR portfolio plan intended to comply with 

the energy efficiency and peak demand reduction requirements of S.B. 221. 

Nucor is a large industrial customer of Ohio Edison that consumes hundreds of millions 

of kilowatt hours of electricity a year. As a steelmaker, Nucor participates in highly competitive 



world-wide steel markets, and is particularly price sensitive with respect to electric energy, 

since this is such a major component of Nucor's production process. For a large customer like 

Nucor, EE/PDR program costs under Ohio Edison's Demand Side Management and Energy 

Efficiency rider ("Rider DSE") can amount to hundreds of thousands of dollars a year. 

Nucor generally supports energy efficiency and peak demand reduction, and 

understands that FirstEnergy must comply with the EE/PDR requirements under Ohio law. In 

this proceeding, FirstEnergy proposes to largely continue the EE/PDR programs and cost 

recovery mechanism under the current portfolio plan. While Nucor has no objection to most of 

FirstEnergy's proposal as outlined in the Application, there are areas where the proposal should 

be improved. One area of particular concern to Nucor is the cost allocation and recovery 

mechanism for Mercantile-Utility (Large Enterprise) and Mercantile Self-Direct programs which 

apply to FirstEnergy's industrial and large commercial rate schedules, GP, GSU, and GT. After 

two years' experience with FirstEnergy's current portfolio plan, it is clear that certain 

modifications are necessary to ensure that mercantile sector program costs are fairly allocated 

and recovered from FirstEnergy's industrial and large commercial customers. 

Following is a summary of Nucor's objections to FirstEnergy's Application. We note that 

the positions reflected in these objections are preliminary, and we reserve the right to identify 

new Issues and make additional recommendations as this proceeding moves forward. 

• Nucor has no objection to FirstEnergy's general approach of directly assigning 
EE/PDR program costs to sectors for which particular programs are designed. 
FirstEnergy's existing cost allocation and recovery mechanism for mercantile 
sector EE/PDR programs, however, is flawed and should be modified in this 
proceeding. 

o The current methodology for allocating mercantile sector EE/PDR 
program costs among rate schedules GP, GSU, and GT has resulted in 



• 

extremely volatile DSE2 charges. FirstEnergy should not allocate program 
costs among these rate schedules on an energy basis, even if the costs 
are later reallocated based on program expenditures by rate schedule. In 
order to reduce volatility, EE/PDR program costs should be allocated 
between rate schedules GP, GSU, and GT based on distribution revenue. 
If, however, FirstEnergy continues to allocate costs to these rate 
schedules based on program expenditures by each rate schedule, then 
FirstEnergy should allocate costs based on a reasonable forecast of 
program usage by each rate schedule (as opposed to by energy usage for 
each rate schedule), and FirstEnergy should keep expenditures within 
some reasonable percentage of the estimated amount for each rate 
schedule. 

o At the rate design level, FirstEnergy should incorporate a mechanism to 
ensure that individual large rate GT customers do not shoulder EE/PDR 
costs far in excess of the benefits these customers receive. Since the 
DSE2 charge is a straight kwh charge, the customers that use the largest 
amount of energy pay disproportionate D5E2 charges. To mitigate this 
effect, FirstEnergy should incorporate a cap on the level of DSE2 charge 
that a customer must pay each month. In the alternative, some other 
modification to the rate structure (such as a declining block charge or a 
customer charge) should be incorporated to effect this mitigation. 

FirstEnergy's proposed shared savings mechanism is not adequately supported 
and should be rejected. FirstEnergy has not carried its burden of showing that a 
shared savings mechanism is necessary or just and reasonable, and has not 
addressed the concerns raised by the Commission in declining to approve a 
shared savings mechanism In FirstEnergy's initial EE/PDR proceeding. Further, 
FirstEnergy provides no support for several components of the shared savings 
proposal that are likely to lead to increased costs for customers. The 
problematic elements of the shared savings proposal include (but are not limited 
to) the proposed incentive \eve\s, the calculation of shared savings based on the 
adjusted net benefits produced by a Company's entire EE/PDR portfolio, rather 
than being limited to only the benefits over and above what the Company was 
required to achieve under the statutory benchmarks, and the lack of a cap on the 
level of incentive dollars that FirstEnergy is allowed to earn. 

In measuring the level of peak demand reduction provided by FirstEnergy's 
interruptible rates (in particular, Rider ELR), FirstEnergy should use the average 
"Curtailable Load" as provided for in Rider ELR. This would provide a more 
reasonable measure of the peak demand reduction benefit provided by Rider 
ELR customers, and likely will reduce the need to acquire more peak demand 
reduction from sources outside of ELR in order to meet the benchmarks. 
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II. OBJECTIONS 

A. FirstEnergy's Existing Mechanism for Allocating and Recovering Mercantile 
Sector EE/PDR Program Costs Under DSE2 Is Flawed and Should be Modified 
and Improved in this Proceeding 

As explained in FirstEnergy's initial EE/PDR portfolio application, EE and PDR program 

costs are assigned to the customer classes that use the programs. In the case of mercantile 

sector programs (Mercantile-Utility (Large Enterprise) and Mercantile Self-Direct programs), 

program costs were initially allocated to rate schedules GP, GSU, and GT based on the 

forecasted energy use of each rate schedule. However, program costs were to be reallocated 

based on the actual expenditures for each rate schedule. It is unclear whether the initial energy 

allocation to rates GP, GSU, and GT was a one-time occurrence, and whether FirstEnergy plans 

to allocate the costs of these mercantile sector programs based on energy at the start of the 

new portfolio plan, or at any time over the three-year term of the plan. FirstEnergy recovers 

the costs of its EE/PDR programs from customers through Rider DSE. Under this rider, 

FirstEnergy recovers the costs of its EE/PDR programs through the DSE2 charge, which is a per 

kwh charge. 

FirstEnergy devotes almost no discussion to cost allocation and recovery issues in its 

Application, other than to state that Rider DSE was approved in the first FirstEnergy ESP case 

(Case No. 08-935-EL-SSO), and that it does not seek to modify these riders in this proceeding.^ 

FirstEnergy also notes that revenues received through the PJM capacity auctions and any 

^Application at 12. 



shared savings resulting from FirstEnergy's proposed incentive mechanism would flow through 

Rider DSE.̂  

1. The current cost allocation and recovery mechanism for mercantile 
sector programs creates wildly fluctuating DSE2 charges and is skewed 
against customers that consume large amounts of energy 

Since FirstEnergy's Application for the most part does not address cost allocation and 

recovery, there is no way to assess the rate impact of FirstEnergy's EE/PDR portfolio proposals 

over the next three years. Nevertheless, the experience over the last two years demonstrates 

that there are significant flaws with FirstEnerg/s cost allocation and cost recovery approach. 

To begin with, the mechanism has produced wildly fluctuating DSE2 charges for class GT 

customers. The following table shows the DSE2 rates for class GT for each of the Companies; 

Table 1 - FirstEnergy Rider DSEZ Charges for Rate GT (perkwh) 

Rider Effective 
Date 

5/18/2011 

7/1/2011 

1/1/2012 

7/1/2012 

Ohio Edison 

Rate 

0.0460C 

0.2544C 

0.0410C 

0.2972C 

% Increase 
or Decrease 
over Prior 

Period 

-

453% 

(84%) 

625% 

CEI 

Rate 

0.0671C 

0.0805C 

0.1205C 

0.4244C 

% Increase 
or Decrease 
over Prior 

Period 

-

20% 

50% 

252% 

Toledo Edison 

Rate 

0.0350C 

0.1165C 

0.0874C 

0.3323C 

% Increase 
or Decrease 
over Prior 

Period 

-

233% 

(25%) 

280% 

Id. at 12-13. 



As the table demonstrates, the Companies' DSE2 charges have yo-yoed since they were 

first implemented in early 2011. This level of volatility in the DSE2 charge creates planning and 

budgeting problems for large industrial customers, given the magnitude of the charges. To 

illustrate, take a hypothetical class GT customer with average monthly usage of 10,000,000 

kwh. The following table shows what this customer would have paid per month under each of 

the DSE2 charges for each of the Companies; 

Table Z ~ DSE2 Charges for Rate GT Customer 

Rider Effective Date 

5/18/2011 

7/1/2011 

1/1/2012 

7/1/2012 

Ohio Edison 

$4,600 

$25,440 

$4,100 . 

$29,720 

CEI 

$6,710 

$8,050 

$12,050 

$42,440 

Toledo Edison 

$3,500 

$11,650 

$8,740 

$33,230 

While the monthly cost under even the lowest DSE2 charge is significant to a large commercial 

or industrial customer competing in low-margin and highly-competitive markets, when this cost 

component can suddenly Increase by over 600%, it creates a double burden for the customer 

because the costs are so high, and the increase so dramatic. Clearly, the current cost recovery 

mechanism does not reflect the principles of rate stability and gradualism in ratemaking. 

The second problem with the current cost allocation and recovery mechanism is that it 

is strongly skewed against customers that use large amounts of energy since the charge is a 

straight per kwh charge. EE/PDR costs are a different animal from the type of variable costs 

that are typically recovered through energy charges. The costs are driven by benchmarks 



established by calculating the historical average system retail distribution sales over the past 

three years, and the actual spending under the programs is often for physical improvements to 

plant and operations (such as more efficient equipment or lighting) - costs that are more 

accurately classified as fixed as opposed to variable. Consequently, the costs do not vary based 

on an individual customer's current energy use. Moreover, the portfolio programs are also 

designed to provide peak demand reduction benefits in addition to energy savings, so 

recovering these demand-related costs through an energy charge is inconsistent with cost 

causation. 

To Illustrate the disparate impacts of FirstEnergy's EE/PDR cost recovery mechanism, 

compare the hypothetical large Ohio Edison industrial customer in Table 2 with a smaller 

industrial customer that consumes 2,000,000 kwh per month. Under Ohio Edison's current 

DSE2 charge for rate GT, the smaller customer would pay $5,944 per month for EE/PDR as 

compared to $29,720 per month for the larger customer. There is no basis to assume that the 

larger customer is causing more of the costs, or enjoying more of the benefits, than the smaller 

customer, yet the larger customer has to pay five times more in DSE2 charges. 

2. The cost allocation mechanism for mercantile sector programs should 

be clarified and modified 

There are several ways that the EE/PDR cost recovery mechanism for mercantile sector 

programs can be modified to address the problems discussed above. To begin with, we 

recommend allocating Mercantile-Utility (Large Enterprise) and Mercantile Self-Direct programs 

among classes GP, GSU, and GT based on distribution revenue. This would create greater 

predictability and less fluctuation in the DSE2 charge, and is a reasonable allocation approach 



that has been approved by the Commission for use by AEP Ohio.^ EE/PDR program costs are 

not driven by energy use, peak demand, or any other type of individual customer usage 

characteristic. Instead, these costs are driven by the statutory mandate for EE/PDR. Using a 

distribution allocator more accurately reflects that it is the level of retail distribution service 

provided by the Companies that determines the level of EE/PDR that the Companies must 

implement in order to comply with the statute. 

In the alternative, FirstEnergy should allocate program costs to GP, GSU, and GT based 

on reasonably projected program expenditures for each class without any initial allocation of 

program costs based on energy usage. As explained above, it is unclear how often FirstEnergy 

has allocated program costs based on energy over the past two years, and whether FirstEnergy 

plans to allocate mercantile program costs based on energy at the start of its new portfolio 

plan. Now that FirstEnergy has experience with these programs under its belt, FirstEnergy 

should be able to make a reasonable projection of program expenditures for each customer 

class. Cost should be allocated to GP, GSU, and GT based on these projections, and the costs 

should not be allocated at any point based on energy. FirstEnergy should then control its 

expenditures so as to keep spending within a reasonable percentage of the amounts initially 

allocated to each class. Although a distribution allocation would be better, allocating costs in 

this manner should help to mitigate the volatility of the DSE2 charge resulting from an initial 

energy allocation followed by a true-up of costs based on actual program expenditures. 

^ See In the Matter of the Application of Columbus Southern Power Company for Approval of its Program Portfolio 
Plan and Request for Expedited Consideration, Case 09-1089-EL-POR et al. Opinion and Order (May 13,2010). 



3. The D5E2 rate design should be modified to mitigate the 
disproportionate rate impacts on the largest Rate GT customers 

Modifications to the rate design are necessary to mitigate the impacts of the DSE2 costs 

on the largest GT customers. As demonstrated above, the largest GT customers have to 

shoulder EE/PDR costs well out of proportion to the costs these customers cause, or to the 

benefits these programs provide to these customers. 

In order to limit the program cost exposure of the largest GT customers, FirstEnergy 

could incorporate a reasonable cap on the total DSE2 charges a customer must pay each 

month. As an alternative to a cap, FirstEnergy could make other rate design modifications for 

the rate schedules comprising the mercantile sector designed to mitigate the impacts on very 

large customers. One such modification could be a declining block rate like the one used under 

the Universal Service Fund rider ("Rider USF")."* Like the low-income customer assistance 

programs whose costs are recovered under Rider USF, the EE/PDR programs are Intended to 

provide broad public and societal benefits, and all customers are expected to help pay for such 

programs. But, like the low-income programs, there is no one-to-one relationship between an 

individual customer's energy usage and the need for or the cost of EE/PDR programs. A well-

designed declining block rate such as the one used in Rider USF would help ensure that the 

burden of funding EE/PDR programs is reasonably and fairly spread among all customers. 

Alternatives to a declining block rate could include a customer charge, a charge that Is applied 

only to a fixed amount of kwh usage each month (so that a customer's usage over the fixed 

^ Under Rider USF, a charge of 0.41799 cents/kwh is applied for the first 833,000 kwh, and a charge of 0.10461 
cents/kwh is applied for all usage above 833,000 kwh. Ohio Edison Company Tariff, P.U.C.O. No. 11, Sheet 90. 



amount would not be subject to the charge), or some other reasonable rate mitigation 

mechanism. 

4. The proposed cost allocation and rate design modifications for the 
mercantile sector are warranted in this proceeding even though the 
Commission did not order any modifications In FirstEnergy's initial 
portfolio proceeding 

Nucor acknowledges that the Commission declined to adopt cost allocation and rate 

design recommendations made by Nucor in FirstEnergy's initial portfolio proceeding intended 

to address some of the same concerns Nucor now raises. Nevertheless, there are several 

reasons why the case for these changes is much stronger today than it was in the last 

proceeding. To begin with, we now have experience with the EE/PDR programs and Rider DSE. 

The concerns expressed by Nucor and other parties in the initial portfolio proceeding about the 

extreme volatility of the DSE2 charge have been borne out, as demonstrated by Table 1. Also, 

while EE/PDR portfolio costs have been significant over the past two years, these costs will get 

much higher each year as the statutory benchmarks increase. The rate impacts on all 

customers, but large industrial customers in particular, will continue to become more severe, 

unless reasonable limits are put in place. 

Finally, FirstEnergy's shared savings proposal drives home the need for DSE2 rate 

mitigation for the largest customers. Nucor opposes the shared savings mechanism as 

proposed, and believes that the cost allocation and rate design modifications discussed above 

would be necessary even if the Commission does not approve the shared savings proposal. If 

the shared savings proposal is approved and implemented, however, the need to limit the rate 

impact on the largest customers would be even greater. FirstEnergy will have an incentive to 

spend more on EE/PDR programs in order to achieve EE/PDR results in excess of the 
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benchmarks, and this will translate into higher DSE2 costs. This is the case even if all the 

additional EE/PDR is considered "cost effective." As FirstEnergy's witness Fitzpatrick explains, 

even if the Companies' programs are cost effective overall, customers who do not participate in 

programs will have no savings but additional costs, and even customers who participate in 

programs might end up paying more through Rider DSE than they save through their 

participation in a program.^ If FirstEnergy has an incentive to implement EE/PDR well in excess 

of its statutory benchmark, customers would face unlimited cost exposure (with no 

corresponding benefit or savings) in the absence of some reasonable per-customer cap, or 

some other rate mechanism designed to mitigate costs, 

B. FirstEnerg/s Proposed Shared Savings Mechanism is Not Adequately 

Supported and Should be Rejected 

FirstEnergy proposes a shared savings incentive that will trigger if a company exceeds 

both its annual and cumulative energy savings as set forth in Section 4928.66(A)(1)(a) of the 

Revised Code. Under the proposal, a company could earn an enormous incentive of up to 13% 

of the adjusted net lifetime benefits of the programs for exceeding the benchmarks. These 

incentive costs would be recovered from customers under the DSE2 charge. 

FirstEnergy's shared savings proposal should be rejected because FirstEnergy has not 

demonstrated why the incentive is necessary or appropriate. According to FirstEnergy's Energy 

Efficiency and Peak Demand Reduction Program Portfolio Status Report for the year 2011, CEI 

and Toledo Edison have already far surpassed their cumulative energy savings benchmarks.^ 

^ Application, Direct Testimony of George L. Fitzpatrick at 13-14. 

^ Docket No. 12-1533-EL-EEC et ai. Energy Efficiency and Peak Demand Reduction Program Portfolio Status Report 
to the Public Utilities Commission of Ohio for the Period January 1, 2011 to December 31, 2011 at 5 (May 15, 
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These additional savings were generated under FirstEnergy's existing programs without any 

extra monetary incentive for FirstEnergy through a shared savings mechanism. Also, 

FirstEnergy has ignored the concerns raised by the Commission in rejecting the proposed 

shared savings mechanism in the first portfolio proceeding. The Commission noted that 

although FirstEnergy contended their shared savings mechanism is similar to those proposed by 

other Ohio utilities, "key distinctions" had to be explored further, "including but not limited to 

ownership of generation and the combination of an incentive with other program cost recovery 

mechanisms."^ 

Nowhere in the Application or supporting testimony does FirstEnergy address these 

concerns, or make a positive demonstration that a shared savings incentive will provide 

tangible benefits to customers that exceed the increased costs that customers will have to bear. 

FirstEnergy describes its proposal, but fails to carry its burden of proof to show that its shared 

savings mechanism is just and reasonable. 

FirstEnergy also fails to provide support for key components of the proposed shared 

savings mechanism. For example, there is no justification provided for the proposed 

compliance percentages and for the overall tiered incentive structure. FirstEnergy also does 

not provide a rationale for the percentage incentives applied to each tier, or for the maximum 

13% incentive. FirstEnergy does not explain why a smaller shared savings percentage would 

not incentivize an adequate level of energy efficiency beyond that required under the statute. 

2012). According to the report, Ohio Edison met its incremental EE benchmark in 2011 and made a significant 
contribution towards its cumulative goal. 

^ In the Matter of the Application of The Cleveland Electric Illuminating Company, Ohio Edison Company, and The 
Toledo Edison Company for Approval of Their Energy Efficiency and Peak Demand Reduction Program Portfolio 
Plans for 2010 through 2012 and Associated Cost Recovery Mechanism, Case No. 09-1947-EL-POR et al. Opinion 
and Order at 15 (March 23, 2011). 
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FirstEnergy also does not explain why it should receive an incentive applied to the total 

adjusted net lifetime benefits of the programs, instead of limiting the incentive to the portion 

of the benefits above and beyond what FirstEnergy is required to achieve to meet its 

benchmarks. 

Although a cap on the incentive amount would provide some protection for customers 

against excessive costs, FirstEnergy rejects a cap as an artificial and arbitrary limit on the 

amount of shared savings available^ (even though such a cap would be no more arbitrary and 

artificial than the incentive percentages that FirstEnergy proposes). It is also unclear how the 

incentive dollars would be allocated and recovered from customers, and the Application 

contains no estimate of the rate impacts on customers from the shared savings mechanism. 

In summary, FirstEnergy's shared savings proposal should be rejected because 

FirstEnergy has not carried its burden to show that the shared savings mechanism Is necessary 

and reasonable. At a minimum, the shared savings proposal should be significantly modified to 

reduce the potential negative rate impacts on customers. 

C. FirstEnergy Should Calculate the Peak Demand Reduction Savings Provided by 

Rider ELR Customers Based on the "Curtailable Load" as Defined in Rider ELR 

Rider ELR provides most of the peak demand reduction FirstEnergy needs to meet its 

statutory benchmarks. Despite the large amount of peak demand reduction from ELR reflected 

in the Application,^ it appears that the PDR provided by customers under this rider Is 

understated. While it is unclear from the Application how FirstEnergy measured the PDR 

Application, Direct Testimony of Eren G. Demiray at 12. 

^ FirstEnergy estimates 31,778 kW of savings for CEI, 42,139 kW of savings for Ohio Edison, and 125,671 kW of 
savings for Toledo Edison from those companies' respective Rider ELR customers. Application Attachment A, Ohio 
Edison Company Energy Efficiency & Peak Demand Reduction Portfolio Plan, Appendix C-1: EE8tC/DR Program 
Measure Assumptions. 
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benefit provided by Rider ELR, using a methodology based on the definition of "Curtailable 

Load" In Rider ELR likely would produce a reasonable measure of PDR benefit provided by Rider 

ELR customers. We recommend that the "Curtailable Load" for each Interruptible customer be 

added up to produce a total monthly Curtailable Load for each company. FirstEnergy could 

then average these monthly Curtailable Loads to calculate the PDR value. 

Calculating peak demand reduction based on "Curtailable Load" would provide a 

reasonable measure of the load that FirstEnergy avoids when a capacity interruption Is called, 

either through actual reduction in load, or through the prevention of a customer putting load 

on the system in excess of its designated firm load. 

ril. CONCLUSION 

Nucor requests that the Commission take these objections into consideration when 

evaluating FirstEnergy's Application. 

Respectfully submitted. 
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