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DIRECT TESTIMONY OF  

DR. DENNIS W. GOINS 
ON BEHALF OF THE OHIO ENERGY 

GROUP AND NUCOR STEEL MARION 
 

INTRODUCTION AND QUALIFICATIONS 1 

Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS 2 

ADDRESS.   3 

A. My name is Dennis W. Goins.  I operate Potomac Management Group, an 4 

economics and management consulting firm.  My business address is 5801 5 

Westchester Street, Alexandria, Virginia  22310.   6 

Q. PLEASE DESCRIBE YOUR EDUCATIONAL AND 7 

PROFESSIONAL BACKGROUND.   8 

A. I received a Ph.D. degree in economics and a Master of Economics degree 9 

from North Carolina State University.  I also earned a B.A. degree with 10 

honors in economics from Wake Forest University.  Following graduate 11 

school I worked as a staff economist at the North Carolina Utilities 12 

Commission (NCUC).  During my tenure at the NCUC, I testified in 13 

numerous cases involving electric, gas, and telephone utilities on such 14 

issues as cost of service, rate design, intercorporate transactions, and load 15 
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forecasting.  While at the NCUC I also served as a member of the 1 

Ratemaking Task Force in the national Electric Utility Rate Design Study 2 

sponsored by the Electric Power Research Institute (EPRI) and the 3 

National Association of Regulatory Utility Commissioners (NARUC).   4 

Since leaving the NCUC, I have worked as an economic and 5 

management consultant to firms and organizations in the private and 6 

public sectors.  My assignments focus primarily on market structure, 7 

policy, planning, and pricing issues involving firms that operate in energy 8 

markets. For example, I have conducted detailed analyses of product 9 

pricing, cost of service, rate design, and interutility planning, operations, 10 

and pricing issues; prepared analyses related to utility mergers, 11 

transmission access and pricing, and the emergence of competitive 12 

markets; evaluated and developed regulatory incentive mechanisms 13 

applicable to utility operations; and assisted clients in analyzing and 14 

negotiating interchange agreements and power and fuel supply contracts.  I 15 

have also assisted clients on electric power market restructuring issues in 16 

Arkansas, New Jersey, New York, South Carolina, Texas, and Virginia.   17 

I have submitted testimony and affidavits and provided technical 18 

assistance in nearly 200 proceedings before state and federal agencies as 19 

an expert in competitive market issues, regulatory policy, utility planning 20 

and operating practices, cost of service, and rate design.  These agencies 21 

include the Federal Energy Regulatory Commission (FERC), the 22 

Government Accountability Office, state courts in Iowa, Montana, and 23 

West Virginia, and regulatory agencies in Alabama, Arizona, Arkansas, 24 

Colorado, Florida, Georgia, Hawaii, Idaho, Illinois, Indiana, Kansas, 25 

Kentucky, Louisiana, Maine, Maryland, Massachusetts, Minnesota, 26 

Mississippi, Missouri, New Jersey, New York, North Carolina, Ohio, 27 

Oklahoma, South Carolina, Texas, Utah, Vermont, Virginia, West 28 

Virginia, Wyoming, and the District of Columbia.  Additional details of 29 
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my educational and professional background are presented in the 1 

Appendix.   2 

Q. ON WHOSE BEHALF ARE YOU APPEARING IN THIS 3 

PROCEEDING?   4 

A. I am appearing on behalf of the Ohio Energy Group (OEG) and Nucor 5 

Steel Marion, Inc. (Nucor).  OEG members and Nucor are large industrial 6 

consumers that purchase retail electric distribution service from one of the 7 

FirstEnergy operating companies—Ohio Edison Company, Cleveland 8 

Electric Illuminating Company (CEI), and Toledo Edison Company.   9 

Q. WHAT ASSIGNMENT WERE YOU GIVEN WHEN YOU WERE 10 

RETAINED?   11 

A. I was asked to undertake two primary tasks:   12 

1. Review the 2013-15 energy efficiency (EE) and peak demand 13 

reduction (PDR) program portfolio plans filed by Ohio Edison, 14 

CEI, and Toledo Edison (collectively, FirstEnergy), focusing on 15 

issues related to rates and service for large general service 16 

transmission (GT) customers.   17 

2. Evaluate the reasonableness of FirstEnergy’s EE and PDR 18 

proposals, and recommend necessary changes.   19 

Q. WHAT INFORMATION DID YOU REVIEW IN CONDUCTING 20 

YOUR EVALUATION?   21 

A. I reviewed FirstEnergy’s application, testimony, exhibits, and selected 22 

responses to requests for information.  I also reviewed, as necessary, 23 

relevant statutes and Commission orders and rules.  Finally, I reviewed 24 

publicly available information related to the issues in my testimony.   25 
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CONCLUSIONS 1 

Q. WHAT CONCLUSIONS HAVE YOU REACHED?   2 

A. On the basis of my review and evaluation, I have concluded the following:   3 

1. FirstEnergy currently recovers the cost of its EE/PDR programs 4 

through its Demand Side Management and Energy Efficiency 5 

Rider (Rider DSE), a kWh charge applicable to each customer’s 6 

total monthly energy consumption.  Rider DSE has two 7 

components—a DSE1 charge that recovers PDR credits paid to 8 

interruptible customers served under Riders ELR and OLR, and a 9 

DSE2 charge that recovers the rest of FirstEnergy’s EE/PDR 10 

program costs.   11 

2. Since it was first implemented in May 2011, the DSE2 charge in 12 

Rider DSE has been extremely volatile and high.  Moreover, the 13 

current approach FirstEnergy uses to develop the DSE2 charge:   14 

� Provides no direct linkage between benefits received and 15 

program costs paid within a class—thereby creating the 16 

potential for large intraclass subsidies.   17 

� Imposes significant rate impacts on large customers—18 

particularly customers served under Rate GT—that not only 19 

are unrelated to EE/PDR benefits they receive, but also create 20 

major budget and planning problems for them.   21 

3. FirstEnergy has proposed a shared-savings incentive mechanism 22 

that provides a financial incentive to its shareholders based on the 23 

annual cost of EE/PDR programs, and the percentage of the annual 24 

energy savings target (benchmark) that FirstEnergy achieves with 25 

these programs.  Under its proposal, each FirstEnergy operating 26 

company can earn a tiered incentive on its EE/PDR programs up to 27 

13 percent of the adjusted net lifetime benefits of the company’s 28 

entire portfolio.  FirstEnergy provided no empirical justification for 29 
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its proposed shared-savings incentive mechanism.  Instead, 1 

FirstEnergy merely noted that it is allowed to request an EE/PDR 2 

portfolio incentive, other Ohio utilities have requested such 3 

incentives, and the Commission recently approved an incentive 4 

mechanism for AEP Ohio.   5 

4. FirstEnergy counts peak demand reduction from its interruptible 6 

Riders ELR towards meeting the PDR benchmarks.  However, 7 

FirstEnergy understates the level of Rider ELR demand reduction, 8 

which it defines as the planning year kW of demand resources 9 

registered for each ELR customer in PJM.  A more reasonable 10 

measure of the peak demand reduction benefits provided by Rider 11 

ELR customers is the aggregate difference between their maximum 12 

demand and firm contract demand in the peak measurement period    13 

5. FirstEnergy has not consistently bid Rider ELR interruptible load 14 

into the PJM capacity auctions.   15 

RECOMMENDATIONS 16 

Q. WHAT DO YOU RECOMMEND ON THE BASIS OF THESE 17 

CONCLUSIONS?   18 

A. I recommend that the Commission:   19 

1. Clarify and modify the method of allocating Mercantile Sector 20 

program costs, and limit the aggregate impact of DSE2 charges on 21 

FirstEnergy’s GT customers.  I recommend a monthly cap on 22 

DSE2 charges of $10,000 per GT customer ($120,000 per year) as 23 

a reasonable approach to achieve this objective.   24 

2. Reject FirstEnergy’s proposed shared-savings incentive 25 

mechanism.  FirstEnergy has provided no persuasive evidence that 26 

its proposal is reasonable, necessary, or in the public interest.   27 
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3. Require FirstEnergy to use the definition of Curtailable Load in 1 

Rider ELR in determining the PDR value of its ELR interruptible 2 

load.  That is, PDR values should reflect the difference between a 3 

customer’s maximum demand and firm contract demand measured 4 

from 11 a.m.-5 p.m. on non-holiday weekdays.   5 

4. Require FirstEnergy to bid ELR interruptible load into the annual 6 

PJM capacity auctions.  By bidding in ELR load as a price taker, 7 

the ELR load can displace higher-priced generation resources and 8 

result in lower capacity clearing prices.  In addition, payments that 9 

FirstEnergy receives from PJM for ELR load can be flowed back to 10 

customers to reduce Rider DSE charges.   11 

ALLOCATION AND RECOVERY OF 12 
EE/PDR PROGRAM COSTS 13 

Q. HOW DOES FIRSTENERGY CURRENTLY RECOVER ITS 14 

EE/PDR PROGRAM COSTS?   15 

A. FirstEnergy currently recovers these costs through Rider DSE, which has 16 

two separate kWh charges—DSE1 and DSE2—that are applicable to 17 

service under each of FirstEnergy’s rate schedules (RS, GS, GP, GSU, GT, 18 

STL, TRF, and POL).  With respect to these two charges, the:   19 

� DSE1 charge recovers credits paid to customers served under 20 

interruptible load Riders ELR (Economic Load Response) and 21 

OLR (Optional Load Response).   22 

� DSE2 charge recovers all EE/PDR program costs other than 23 

those recovered through the DSE1 charge.   24 

My testimony on cost recovery focuses on the cost allocation and rate 25 

design methodology used in developing DSE2 charges.   26 
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Q. HOW DOES FIRSTENERGY CURRENTLY DEVELOP THE DSE2 1 

CHARGE?   2 

A. FirstEnergy first assigns EE and PDR sector costs by company to related 3 

rate schedules.  For example, Ohio Edison’s Residential sector EE/PDR 4 

costs are assigned to Ohio Edison’s Rate RS, and the Small Enterprise 5 

sector program costs are assigned to Rate GS.  Mercantile-Utility (Large 6 

Enterprise) and Mercantile Self-Direct programs (collectively, Mercantile 7 

Sector Programs) are assigned to Rates GP, GSU, and GT.1  After 8 

allocating EE/PDR program costs by rate schedule, FirstEnergy develops a 9 

per kWh DSE2 charge for each rate schedule that is updated semiannually.   10 

Q. IN THIS CASE, DID FIRSTENERGY PROPOSE CHANGING 11 

HOW IT DEVELOPS THE DSE2 CHARGE?   12 

A. No.  FirstEnergy proposed no changes in the calculation and design of the 13 

DSE2 charge.  However, FirstEnergy has proposed using Rider DSE to 14 

flow through any revenue it receives for EE and PDR resources bid into 15 

the PJM capacity auctions, as well as the incentives that FirstEnergy could 16 

get under its proposed shared savings mechanism.   17 

Q. DO FIRSTENERGY’S COST ALLOCATION AND RATE DESIGN  18 

FOR DSE2 CHARGES CREATE PROBLEMS FOR GT 19 

CUSTOMERS?   20 

A. Yes.  Although I agree with FirstEnergy that EE/PDR program costs 21 

should be assigned to the sectors for which particular programs are 22 

designed,2 FirstEnergy’s cost allocation and rate design approach for 23 

Mercantile Sector programs is seriously flawed.  As I explain later, the 24 

                                                           
1 In developing the DSE2 charges that first went into effect in May 2011, FirstEnergy initially 
allocated Mercantile Sector Program costs to Rates GP, GSU, and GT based on forecasted kWh 
sales by rate schedule.  My understanding is that the Mercantile Sector Program costs were 
subsequently reallocated among these rate schedules based on the actual usage of the sector 
programs by rate schedule.   
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approach FirstEnergy uses to allocate and recover Mercantile Sector 1 

program costs from GT customers results in DSE2 charges that are highly 2 

volatile, do not reflect cost causation, create potential intraclass subsidy 3 

problems, and may harm economic development.   4 

 Q. DO YOU HAVE EVIDENCE REGARDING THE VOLATILITY O F 5 

DSE2 CHARGES FOR GT CUSTOMERS?   6 

A. Yes.  DSE2 charges for FirstEnergy’s Mercantile Sector programs have 7 

been inordinately high and volatile since May 2011 when they were first 8 

put in place for GT customers.  For example, Ohio Edison’s DSE2 charge 9 

for GT customers that went into effect in July 2011 was more than 450 10 

percent higher than the DSE2 charge it replaced.  (See Table 1 below.)  11 

When the DSE2 charge was reset six months later in January 2012, it fell 12 

nearly 85 percent relative to the July 2011 charge.  The volatility continued 13 

when the DSE2 charge was reset in July 2012—rising 625 percent above 14 

the January 2012 charge.  Similar volatility has occurred in DSE2 charges 15 

for GT customers served by CEI and Toledo Edison.   16 

Effective Charge Incr (Decr) Charge Incr (Decr) Charge Incr (Decr)

05/18/11 0.0460 0.0671 0.035

07/01/11 0.2544 453% 0.0805 20% 0.1165 233%

01/01/12 0.0410 -84% 0.1205 50% 0.0874 -25%

07/01/12 0.2972 625% 0.4244 252% 0.3323 280%

CEI Toledo EdisonOhio Edison

  Table 1.  FirstEnergy DSE2 Charges - Rate GT (cents per kwh)

 17 

In addition to their volatility, the magnitude of FirstEnergy’s DSE2 18 

charges for GT customers has been large enough to cause significant bill 19 

impacts.  For example, since July of this year, an Ohio Edison GT 20 

customer using 10,000 MWh month would have paid nearly $30,000 a 21 

                                                                                                                                                               
2 For example, assigning the cost of residential EE programs to Rate RS simply makes sense.   
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month in DSE2 charges, and a similar customer served by CEI or Toledo 1 

Edison would have paid an even higher DSE2 charge.  For a very large GT 2 

customer, the bill impact would have been significantly greater.   3 

Q. DO VOLATILE AND HIGH DSE2 CHARGES CAUSE PROBLEMS  4 

FOR LARGE GT CUSTOMERS? 5 

A. Yes.  The volatility impedes annual budget planning and cash flow 6 

management.  Large commercial and industrial customers need some 7 

reasonable level of rate stability—particularly in a non-bypassable rate 8 

component that can unexpectedly increase by more than 600 percent.   9 

The cost burden imposed by the DSE2 charge is even more important.  10 

The current magnitude of DSE2 charges eats into already stressed 11 

operating margins.  The annualized DSE2 cost burden can potentially 12 

exceed $1 million annually for FirstEnergy’s largest GT customers.  13 

Moreover, DSE2 costs will likely get even higher as the statutory EE/PDR 14 

benchmarks increase each year.  Many large industrial customers operate 15 

in highly-competitive and low margin industries.  Large annual DSE2 16 

costs can have negative impacts on a company’s competitiveness and 17 

profitability by directly competing with other investment projects for 18 

limited capital funds, reducing capital available for business expansion 19 

and hiring new workers, and directly reducing a company’s profit.   20 

Q SHOULD THE COMMISSION ADDRESS THE DSE2 21 

VOLATILITY ISSUE AT THE CLASS COST ALLOCATION 22 

LEVEL?   23 

A. Yes.  The Commission should not allow FirstEnergy to allocate Mercantile 24 

Sector program costs based on energy because, in my opinion, this 25 

allocation method has contributed to volatility in DSE2 charges.  In 26 

FirstEnergy’s initial EE/PDR portfolio plan, Mercantile Sector programs 27 

were first allocated based on energy, but were supposed to be subsequently 28 
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trued-up based on actual program expenditures by rate schedule.  1 

FirstEnergy has provided no information or data regarding whether it 2 

allocated Mercantile Sector program costs based on energy in developing 3 

DSE2 charges subsequent to the initial charge.  FirstEnergy also has not 4 

explained whether it intends to allocate Mercantile Sector program costs 5 

based on energy during the three-year portfolio plan proposed in this case.3   6 

Given the ambiguity regarding how FirstEnergy plans to allocate 7 

Mercantile Sector program costs going forward, the Commission should 8 

direct FirstEnergy not to allocate these costs on the basis of energy, even if 9 

the costs are later trued-up based on actual energy use by rate schedule.  10 

Because energy use by rate schedule is unrelated to the actual or potential 11 

use of Mercantile Sector programs by rate schedule, there is no compelling 12 

reason to allocate Mercantile Sector program costs based on energy use by 13 

rate schedule, and then reallocate these costs based on actual program 14 

usage by rate schedule.   15 

Q. HOW SHOULD MERCANTILE SECTOR PROGRAM COSTS BE 16 

ALLOCATED?   17 

A. I recommend making the initial allocation based on projected program 18 

expenditures by rate schedule (that is, Rates GP, GSU, and GT).  In 19 

addition, as an added protection against severe volatility in DSE2 charges, 20 

the Commission should require FirstEnergy to limit actual program costs 21 

to no more than 10 percent above projected expenditures.  The DSE2 22 

charge has been in effect more than two years.  During this period, 23 

FirstEnergy should have developed reasonable methods to forecast 24 

program usage by rate schedule.  As a result, I do not foresee any major 25 

                                                           
3 At the time I prepared this testimony, FirstEnergy had not responded to numerous discovery 
requests asking for details on the cost allocation and rate design of the current and forecast DSE2 
charges.  See Exhibit DWG-1, FirstEnergy’s responses to Nucor 1-3 through 1-8.   



 

Case No. 12-2190 et al. 
Dennis W. Goins - Direct 
Page 11 

problem in changing how FirstEnergy allocates Mercantile Sector program 1 

costs among rates GP, GSU, and GT.4   2 

Q. SHOULD THE COMMISSION ALSO ADDRESS THE BILL 3 

IMPACT ISSUE FOR RATE GT CUSTOMERS?   4 

A. Yes.  To mitigate severe and abrupt rate changes when DSE2 charges are 5 

reset and to ensure that the largest customers do not pay a disproportionate 6 

share of EE/PDR program costs, I recommend that the Commission 7 

require FirstEnergy to cap DSE2 monthly charges at a maximum of 8 

$10,000 per customer.  This monthly cap would ensure that the largest GT 9 

customers continue to bear a significant share of FirstEnergy’s EE/PDR 10 

program costs (up to $120,000 per customer per year), while also 11 

protecting those customers against DSE2 charges far in excess of potential 12 

benefits from the EE/PDR programs.   13 

Q. DID YOU RECOMMEND A SIMILAR CAP IN FIRSTENERGY’S  14 

INITIAL EE/PDR PORTFOLIO PROCEEDING?   15 

A. Yes.  In my direct testimony in Case No. 09-1947-EL-POR, I 16 

recommended a monthly cap of $3,000 per customer.  If a $3,000 per 17 

month cap were adopted in this current case, it would result in the largest 18 

customers paying a reasonable share of FirstEnergy’s EE/PDR program 19 

costs.  However, in this case I am recommending a $10,000 per month cap, 20 

in part based on experience gained under the current portfolio and the 21 

magnitude of projected program costs under FirstEnergy’s proposed 22 

portfolio plan.   23 

                                                           
4 Alternatively, FirstEnergy could allocate Mercantile Sector program costs among these three rate 
schedules based on distribution revenue.  This allocation approach would also result in more 
stable, less volatile DSE2 charges.   
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Q. WHY IS A DSE2 CAP NECESSARY?   1 

A. A cap is necessary because FirstEnergy uses a kWh rate design to recover 2 

DSE2-related program costs.  Volumetric charges are generally used to 3 

recover costs that vary with energy use.  However, FirstEnergy’s EE/PDR 4 

program costs do not vary with changes in energy use.  In fact, these 5 

program costs do not vary with changes in any indicator of customer 6 

consumption or load.5  As a result, a kWh-based recovery of EE/PDR 7 

program costs imposes a disproportionate share of the costs on 8 

FirstEnergy’s largest customers, and does not reflect program costs 9 

directly attributable to customers classified by load characteristics.  10 

Furthermore, the current kWh rate design simply creates the potential for 11 

intraclass rate subsidies.  In discussing potential DSE2 bill impacts earlier, 12 

I noted how a very large GT customer could pay several times more than a 13 

smaller GT customer.  There is no rational basis to assume (and 14 

FirstEnergy has provided no evidence) that FirstEnergy’s EE/PDR 15 

programs benefit a very large GT customer several times more than a 16 

smaller GT customer.  In my opinion, because smaller industrial customers 17 

are more likely than very large industrial customers to take advantage of 18 

FirstEnergy’s Mercantile Sector programs (such as lighting or HVAC 19 

programs), it is reasonable to assume that smaller use customers get more 20 

benefit from the EE/PDR programs than large customers.   21 

Fairness and the general ratemaking principle of linking prices to cost 22 

responsibility imply that a customer’s share of FirstEnergy’s EE/PDR 23 

program costs should correspond to the program-related system benefits 24 

the customer receives.  FirstEnergy has not shown any direct linkage 25 

between a customer’s energy use and benefits from EE/PDR programs.  26 

Consequently, a cap on monthly DSE2 charges is necessary to ensure that 27 

                                                           
5 The EE/PDR programs are put in place to meet benchmarks prescribed by statute, and are 
intended to provide broad public and societal benefits.   
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the largest GT customers do not pay EE/PDR program costs far in excess 1 

of program-related benefits they receive.   2 

Q. HOW WOULD THE CAP WORK?   3 

A. Under my proposal, FirstEnergy would continue to apply DSE2 charges to 4 

each customer’s total monthly kWh use.  However, if a customer’s 5 

calculated monthly DSE2 charge exceeds $10,000, the customer’s billed 6 

DSE2 charge would be reduced to $10,000.  The excess above the cap 7 

(calculated DSE2 charge less $10,000) would be deferred until the next 8 

DSE2 reset, and added to projected EE/PDR program costs for the 9 

mercantile sector (that is, Rates GP, GSU, and GT).  Spreading the 10 

deferred DSE2 charges among these three rate groups should minimize 11 

potential bill impacts on individual customers.   12 

As a complement to a cap on monthly DSE2 charges, the Commission 13 

might also consider limiting annual EE/PDR program spending for a 14 

single customer to $120,000.  This is an annual spending cap per 15 

customer—not a cap on spending for a particular project.  For example, 16 

under this annual spending cap, a mercantile self-direct customer could 17 

still qualify for an EE project rebate that exceeded $120,000—but the 18 

rebate would be spread over two or more years to keep from exceeding the 19 

$120,000 annual spending cap.   20 

Q ARE THERE ALTERNATIVES TO A CAP ON DSE2 CHARGES?   21 

A. Yes.  For example, FirstEnergy could use a declining block DSE2 rate to 22 

mitigate potential DSE2 bill impacts on large customers.  This approach is 23 

comparable to the declining block rate in the Universal Service Fund rider 24 

that Ohio utilities currently use to collect the costs of low-income 25 

customer assistance programs.  Other rate design approaches include 26 

capping the monthly kWh per customer to which the DSE2 charge is 27 

applied, or making the DSE2 charge a monthly customer charge.  28 
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Although these alternatives could be used to address the DSE2 bill impact 1 

problem, I do not consider them superior to my recommended $10,000 cap 2 

on monthly DSE2 charges.  The monthly DSE2 cap would provide large 3 

customers reasonable protection against excessive DSE2 bill impacts 4 

without the need for major changes in the rate design of DSE2 charges.   5 

SHARED SAVINGS 6 

Q. HAS FIRSTENERGY PROPOSED INCENTIVE PAYMENTS 7 

RELATED TO EACH OPERATING COMPANY’S EE/PDR 8 

PROGRAMS?   9 

A. Yes.  FirstEnergy has proposed allowing each operating company to earn 10 

an incentive on its EE/PDR programs for exceeding its statutory 11 

benchmarks.  These incentive payments will be treated as EE/PDR 12 

program costs and recovered through Rider DSE.   13 

Q. DID FIRSTENERGY PROVIDE ANY EMPIRICAL SUPPORT FO R 14 

ITS SHARED SAVINGS INCENTIVE?   15 

A. No.  FirstEnergy offered no empirical analysis or justification to support 16 

its proposed shared-savings incentive mechanism.  FirstEnergy simply 17 

noted that other Ohio utilities have requested incentives linked to their 18 

EE/PDR portfolios, and that the Commission recently approved a shared 19 

savings EE/PDR incentive mechanism for AEP Ohio.6  In addition, 20 

FirstEnergy did not explain why a shared savings mechanism is necessary 21 

to achieve performance above the benchmarks.   22 

                                                           
6 See Erin G. DeMiray, direct testimony at 6:21-7:4.   
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Q. IN YOUR VIEW, IS A SHARED SAVINGS MECHANISM 1 

JUSTIFIED FOR FIRSTENERGY IN THIS CASE?   2 

A. No.  As noted above, FirstEnergy has provided no clear explanation of or 3 

empirical support for its proposed shared savings mechanism.  Shared 4 

savings is not mentioned in the statute establishing EE/PDR requirements 5 

for Ohio utilities, nor is an incentive mechanism required under the 6 

Commission’s rules.  In other words, FirstEnergy should not be allowed to 7 

implement a shared savings mechanism simply because it asked.  Because 8 

its EE/PDR program costs are passed directly through to customers, 9 

FirstEnergy assumes no real financial risk for EE/PDR program costs that 10 

produce benefits exceeding the statutory performance benchmarks.  11 

Moreover, FirstEnergy already is compensated for lost distribution 12 

revenues associated with its EE/PDR programs.  Finally, FirstEnergy’s 13 

past performance indicates that its proposed shared savings mechanism is 14 

unnecessary to beat the benchmarks.  For example, both CEI and Toledo 15 

Edison far exceeded their cumulative EE and PDR benchmarks in 2011, 16 

even though no shared savings mechanism was in place.   17 

Q. COULD A SHARED SAVINGS MECHANISM HAVE NEGATIVE 18 

IMPACTS ON FIRSTENERGY’S CUSTOMERS?   19 

A. Yes.  FirstEnergy’s proposed shared savings mechanism has the potential 20 

to increase EE/PDR-related costs significantly for customers.  More 21 

specifically, FirstEnergy’s proposed incentive mechanism puts no cap on 22 

the level of potential annual incentive payments.  As a result, FirstEnergy 23 

would have an incentive to spend as much as possible to exceed the 24 

statutory benchmarks—even if the excess spending created significant 25 

financial hardship for customers.  Although the cost of achieving 26 

additional EE/PDR savings might be cost effective based on a measure of 27 

lifetime benefits, the incremental cost imposed on individual customers 28 
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could far exceed the incremental benefit—if any--that they get.  As 1 

FirstEnergy witness George Fitzpatrick observed, customers that do not 2 

participate in EE/PDR programs will incur EE/PDR program costs even if 3 

they have no program-related reduction in electricity costs.7   Moreover, 4 

witness Fitzpatrick seemed to acknowledge that incremental DSE2 charges 5 

may exceed savings even for program participants.  The likelihood of such 6 

adverse cost consequences for FirstEnergy’s customers will increase if 7 

FirstEnergy has a financial incentive to exceed its statutory benchmarks.   8 

Q. DO YOU HAVE SPECIFIC CONCERNS ABOUT THE PROPOSED 9 

SHARED SAVINGS MECHANISM?   10 

A. Yes.  FirstEnergy’s proposal raises several serious concerns.  For example, 11 

it:   12 

� Includes no cap on annual incentive payments FirstEnergy can 13 

earn.   14 

� Includes tiered incentive levels that appear arbitrary and lack 15 

any empirical justification—including the 13 percent incentive 16 

applicable to costs incurred in achieving savings that exceed 17 

the benchmark by at least 115 percent.   18 

� Allows a company to earn an incentive simply for meeting 19 

(not just exceeding) the statutory benchmarks.  Moreover, the 20 

incentive is calculated based on the adjusted net lifetime 21 

benefits of a company’s entire portfolio—not just the portion 22 

of savings above the benchmarks.   23 

� Appears to apply to mercantile self-direct projects installed 24 

after March 23, 2011, even though savings produced by these 25 

projects result from the customer’s own efforts—not from a 26 

program operated by FirstEnergy.   27 

                                                           
7 See George L. Fitzpatrick, direct testimony at 13-14.  
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� Lacks details regarding how incentive payments earned by a 1 

FirstEnergy company would be allocated and recovered from 2 

customers.   3 

Q. SHOULD FIRSTENERGY’S SHARED SAVINGS INCENTIVE BE  4 

APPROVED?   5 

A. No.  FirstEnergy has provided no evidence that a shared savings incentive 6 

is necessary, or that such an incentive would provide material benefits to 7 

retail customers if it were approved and implemented.  The Commission 8 

should reject FirstEnergy’s proposed shared savings incentive mechanism.   9 

Q. IF THE COMMISSION DECIDES TO APPROVE A SHARED 10 

SAVINGS MECHANISM, WHAT MODIFICATIONS SHOULD BE 11 

MADE TO FIRSTENERGY’S PROPOSAL?   12 

A. If the Commission decides to approve a shared savings mechanism, I 13 

recommend at least four major changes to FirstEnergy’s proposal that 14 

would mitigate potential cost risk to customers.  In particular, the 15 

Commission should:   16 

� Cap the annual incentive payment at no more than 8 percent of 17 

prudent program spending per FirstEnergy company.8   18 

� Reduce FirstEnergy’s proposed percentage incentive levels.   19 

� Apply incentives only to EE/PDR expenses incurred in 20 

exceeding the statutory savings benchmarks.   21 

� Remove the effects of mercantile self direct projects, 22 

transmission and distribution projects, and behavioral 23 

programs from the shared savings calculation.   24 

                                                           
8 This recommendation was included in the objections filed in this case by the Ohio Consumers 
Counsel.   
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Q. WHAT LEVEL OF TIERED INCENTIVES WOULD BE 1 

REASONABLE IF THE COMMISSION APPROVES A SHARED 2 

SAVINGS MECHANISM?   3 

A. As I noted, the tiered incentives proposed by FirstEnergy should be 4 

reduced.  In addition, in my opinion, incentives should apply only if the 5 

statutory benchmarks are exceeded.  The incentives shown in Table 2 6 

reflect what I consider a reasonable alternative to the tiered incentive 7 

structure proposed by FirstEnergy.   8 

Tier Compliance (%) FirstEnergy Modified

1 <100 0 0

2 100 - 105 5 0

3 106 - 110 7.5 2

4 111 - 115 10 4

5 >115 13 6

Incentive (%)

Table 2. Alternative Incentive Mechanisms

 9 

PEAK DEMAND REDUCTIONS 10 
ATTRIBUTABLE TO INTERRUPTIBLE RATES 11 

Q. IN ITS EE/PDR PLAN, DID FIRSTENERGY ESTIMATE PDR  12 

SAVINGS ATTRIBUTABLE TO INTERRUPTIBLE LOAD 13 

SERVED UNDER RIDER ELR?   14 

A. Yes.  According to FirstEnergy, in 2013 Rider ELR interruptible load will 15 

provide the following PDR savings: approximately 32 MW for CEI, 42 16 

MW for Ohio Edison, and 126 MW for Toledo Edison.9  FirstEnergy 17 

currently does not have a forecast estimate of ELR resources for 2014-15.10   18 

                                                           
9 Application at Attachment A, Ohio Edison Company Energy Efficiency & Peak Demand 
Reduction Portfolio Plan, Appendix C-1: EE&C/DR Program Measure Assumptions; also see 
FirstEnergy’s response to Nucor 1-19(a) in Exhibit DWG-1.   
10 See FirstEnergy’s response to Nucor 1-19(a) in Exhibit DWG-1.   
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Q. HOW DID FIRSTENERGY CALCULATE PDR SAVINGS 1 

PROVIDED BY ELR LOAD?   2 

A. FirstEnergy set the PDR value for each Rider ELR customer equal to the 3 

planning year kW of demand resources registered for each customer in 4 

PJM.11   5 

Q. IS FIRSTENERGY’S CALCULATION REASONABLE?   6 

A. No.  FirstEnergy’s use of ELR load registered in PJM appears to 7 

understate substantially the PDR value of Rider ELR interruptible load, 8 

and is inconsistent with the period used to determine Curtailable Load 9 

under Rider ELR.  Under Rider ELR, each customer’s Curtailable Load is 10 

the difference between the customer’s maximum demand and firm 11 

contract demand in the peak measurement period of 11 a.m.-5 p.m. EST 12 

(12 p.m.-6 p.m. EDST) on non-holiday weekdays.  In my opinion, 13 

FirstEnergy should use the Curtailable Load measurement provided in 14 

Rider ELR to calculate PDR savings provided by ELR customers.  The 15 

Curtailable Load measurement in Rider ELR recognizes that during a 16 

curtailment, ELR customers must reduce demand down to or below 17 

contract firm demand, and may not increase load above contract firm 18 

demand at any time during the curtailment event.  Regardless of the 19 

amount of ELR interruptible load registered in PJM, the level of Rider 20 

ELR interruptible load available for curtailment equals maximum demand 21 

less firm contract demand.  FirstEnergy’s use of registered PJM 22 

interruptible load significantly understates the full benefit that Rider ELR 23 

customers provide.   24 

                                                           
11 See FirstEnergy’s response to Nucor 1-20(a) in Exhibit DWG-1.   
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Q. HOW CAN FIRSTENERGY’S ESTIMATION TECHNIQUE BE 1 

IMPROVED?   2 

A. I recommend that the Commission require FirstEnergy to use the 3 

definition of Curtailable Load in Rider ELR in estimating the PDR value 4 

of its ELR interruptible load.  That is, available PDR interruptible load 5 

should reflect the difference between an interruptible customer’s 6 

maximum demand and firm contract demand in the peak measurement 7 

period of 11 a.m.-5 p.m. EST (12 p.m.-6 p.m. EDST) on non-holiday 8 

weekdays.  To implement this change, I recommend calculating the PDR 9 

value for Rider ELR interruptible load for a given year as follows:   10 

� Sum the Curtailable Load for each Rider ELR customer to 11 

produce a total monthly Rider ELR Curtailable Load.   12 

� Average the monthly Curtailable Load for the summer months 13 

(June, July, and August).   14 

� Set the PDR value equal to the average monthly summer 15 

Curtailable Load.   16 

Calculating PDR value in this way more accurately reflects the level of 17 

PDR benefit Rider ELR actually provides, and likely will reduce 18 

FirstEnergy’s need to acquire additional demand response resources to 19 

meet its benchmarks.   20 

BIDDING RIDER ELR LOAD IN 21 
PJM CAPACITY AUCTIONS 22 

Q. DOES FIRSTENERGY INTEND TO BID ITS EE AND PDR 23 

PROGRAMS INTO PJM’S CAPACITY AUCTIONS?   24 

A.  Yes.  According to FirstEnergy, it intends to bid eligible installed energy 25 

efficiency credits for which it has ownership rights into the PJM 26 
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auctions.12  However, FirstEnergy is silent regarding its plans to bid Rider 1 

ELR interruptible load into the capacity auctions.   2 

Q. SHOULD INTERRUPTIBLE LOAD UNDER RIDER ELR BE BID  3 

INTO THE PJM CAPACITY MARKETS? 4 

A. Yes.  In addition to the other benefits it provides, Rider ELR interruptible 5 

load is an ideal capacity resource.  By bidding in the ELR load as a “price 6 

taker,” the ELR load can displace higher-priced generation resources and 7 

result in lower capacity clearing prices.  In addition, payments that 8 

FirstEnergy receives from PJM for the ELR load can be flowed back to 9 

customers to reduce the Rider DSE charges.  FirstEnergy has experience 10 

bidding ELR interruptible load into the PJM capacity auctions.  For 11 

example, it bid its Rider ELR load into the PJM capacity auction for the 12 

2011-12 delivery year.13   13 

Q. WHY DOES FIRSTENERGY ONLY OCCASIONALLY BID RIDER  14 

ELR LOAD INTO THE PJM CAPACITY AUCTIONS?   15 

A. My understanding is that FirstEnergy’s occasional participation in the PJM 16 

demand response auctions is largely a timing issue.  PJM holds its annual 17 

base residual auction (BRA) each spring for capacity delivered three years 18 

ahead.  For example, capacity bought or sold during the May 2012 BRA 19 

will be delivered during the June 2015-May 2016 capacity year.  However, 20 

the term of Rider ELR is currently tied to the term of FirstEnergy’s three-21 

year ESPs.  As a result, FirstEnergy has been unwilling to bid Rider ELR 22 

load into capacity auctions for delivery years extending beyond the term of 23 

                                                           
12 See John C. Dargie, direct testimony at 15.    
13 In the Matter of the Commission’s Review of the Participation of The Cleveland Electric 
Illuminating Company, the Ohio Edison Company, and The Toledo Edison Company in the May 
2012 PJM Reliability Pricing Model Auction, Case No. 12-814-EL-UNC, Report of Ohio Edison 
Company, The Cleveland Electric Illuminating Company and The Toledo Edison Company at 3-4 
(March 29, 2012) (explaining that FirstEnergy offered ELR load into PJM’s capacity auction for 
the 2011-12 delivery year).   
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its then-current ESP since it could not know with certainty whether the 1 

ELR load would be available in the delivery year.14  Earlier this year, 2 

FirstEnergy proposed to extend its existing ESP through May 2016, in part 3 

so that it could bid Rider ELR load into PJM’s May 2012 capacity auction 4 

for the 2015-16 capacity year.15  However, the Commission did not 5 

approve the ESP extension until well after the May capacity auction.  6 

Since FirstEnergy did not know whether it would have the Rider ELR load 7 

available in 2015-16, FirstEnergy did not bid the ELR load into the May 8 

2012 BRA.   9 

Q. HAS RIDER ELR PROVIDED FIRSTENERGY WITH A SOURCE  10 

OF STABLE, LONG-TERM INTERRUPTIBLE LOAD?   11 

A. Yes.  FirstEnergy has sold interruptible service to most ELR customers for 12 

many years.  Rider ELR customers provide FirstEnergy with a long-term, 13 

stable supply of interruptible load.  As long as the basic terms and 14 

conditions of Rider ELR remain unchanged (or ideally, are improved), 15 

FirstEnergy should continue to have a stable supply of interruptible load—16 

even beyond the term of the current ESP.   17 

Q. SHOULD THE COMMISSION DO ANYTHING IN THIS 18 

PROCEEDING TO ENSURE THAT FIRSTENERGY BIDS RIDER 19 

ELR LOAD INTO THE 2013 BRA AND FUTURE AUCTIONS?   20 

A. Yes.  The Commission should require FirstEnergy to bid ELR interruptible 21 

load into the BRA notwithstanding the timing issue related to the 22 

termination of a particular ESP.  Because of its longstanding customer-23 

supplier relationship with ELR customers, FirstEnergy can be reasonably 24 

assured that most ELR customers will continue to take interruptible 25 

                                                           
14 Id. at 4.   
15 See In the Matter of the Application of the Ohio Edison Company, The Cleveland Electric 
Illuminating Company and The Toledo Edison Company for Authority to Provide for a Standard 



 

Case No. 12-2190 et al. 
Dennis W. Goins - Direct 
Page 23 

service under Rider ELR or a similar rate offered by FirstEnergy.  1 

Moreover, the Commission can allay part of FirstEnergy’s concern that 2 

some ELR interruptible load may not be available three years hence by 3 

finding in this case that FirstEnergy has acted prudently in bidding ELR 4 

load into PJM’s capacity auctions based on a reasonable and prudent 5 

forecast of interruptible load that will be available on its system.  The 6 

Commission should also consider explicitly finding that FirstEnergy may 7 

recover reasonable costs associated with PJM penalties or shortfalls 8 

incurred if interruptible load is not available in a particular capacity 9 

delivery year.  This latter finding would minimize the financial risk to both 10 

FirstEnergy and ELR customers.    11 

Q. DOES THIS COMPLETE YOUR DIRECT TESTIMONY?   12 

A. Yes.   13 

                                                                                                                                                               
Service Offer Pursuant to R.C. § 4928.143 in the Form of an Electric Security Plan, Case No. 12-
1230-EL-SSO, Stipulation and Recommendation at 2-3 (April 13, 2012).   
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