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Baldwin's Ohio Revised Code Annotated
Title XLIX. Public Utilities (Refs & Annos)

Chapter 4905. Public Utilities Commission--General Powers (Refs & Annos)
Definitions

R.C. § 4905.02

4905.02 “Public utility” defined; exceptions

Effective: September 29, 2017
Currentness

(A) As used in this chapter, “public utility” includes every corporation, company, copartnership, person, or association, the
lessees, trustees, or receivers of the foregoing, defined in section 4905.03 of the Revised Code, including any public utility that
operates its utility not for profit, except the following:

(1) An electric light company that operates its utility not for profit;

(2) A public utility, other than a telephone company, that is owned and operated exclusively by and solely for the utility's
customers, including any consumer or group of consumers purchasing, delivering, storing, or transporting, or seeking to
purchase, deliver, store, or transport, natural gas exclusively by and solely for the consumer's or consumers' own intended use
as the end user or end users and not for profit;

(3) A public utility that is owned or operated by any municipal corporation;

(4) A railroad as defined in sections 4907.02 and 4907.03 of the Revised Code;

(5) Any provider, including a telephone company, with respect to its provision of any of the following:

(a) Advanced services as defined in 47 C.F.R. 51.5;

(b) Broadband service, however defined or classified by the federal communications commission;

(c) Information service as defined in the “Telecommunications Act of 1996,” 110 Stat. 59, 47 U.S.C. 153(20);

(d) Subject to division (A) of section 4927.03 of the Revised Code, internet protocol-enabled services as defined in section
4927.01 of the Revised Code;

(e) Subject to division (A) of section 4927.03 of the Revised Code, any telecommunications service as defined in section 4927.01
of the Revised Code to which both of the following apply:
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(i) The service was not commercially available on September 13, 2010, the effective date of the amendment of this section by
S.B. 162 of the 128th general assembly.

(ii) The service employs technology that became available for commercial use only after September 13, 2010, the effective date
of the amendment of this section by S.B. 162 of the 128th general assembly.

(B)(1) “Public utility” includes a for-hire motor carrier even if the carrier is operated in connection with an entity described in
division (A)(1), (2), (4), or (5) of this section.

(2) Division (A) of this section shall not be construed to relieve a private motor carrier, operated in connection with an entity
described in division (A)(1), (2), (4), or (5) of this section, from compliance with either of the following:

(a) Chapter 4923. of the Revised Code;

(b) Rules governing unified carrier registration adopted under section 4921.11 of the Revised Code.

CREDIT(S)

(2017 H 49, eff. 9-29-17; 2012 H 487, eff. 6-11-12; 2010 S 162, eff. 9-13-10; 1996 H 476, eff. 9-17-96; 1988 S 337, eff. 3-29-88;
1980 H 21; 1975 H 579; 1953 H 1; GC 614-2a)

R.C. § 4905.02, OH ST § 4905.02
Current through File 48, 2020 H 160, and 2020 H 669 of the 133rd General Assembly (2019-2020)

End of Document © 2020 Thomson Reuters. No claim to original U.S. Government Works.
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Baldwin's Ohio Revised Code Annotated
Title XLIX. Public Utilities (Refs & Annos)

Chapter 4905. Public Utilities Commission--General Powers (Refs & Annos)
Definitions

R.C. § 4905.03

4905.03 Companies subject to the public utilities commission

Effective: September 10, 2012
Currentness

As used in this chapter, any person, firm, copartnership, voluntary association, joint-stock association, company, or corporation,
wherever organized or incorporated, is:

(A) A telephone company, when engaged in the business of transmitting telephonic messages to, from, through, or in this state;

(B) A for-hire motor carrier, when engaged in the business of transporting persons or property by motor vehicle for
compensation, except when engaged in any of the operations in intrastate commerce described in divisions (B)(1) to (9) of
section 4921.01 of the Revised Code, but including the carrier’s agents, officers, and representatives, as well as employees
responsible for hiring, supervising, training, assigning, or dispatching drivers and employees concerned with the installation,
inspection, and maintenance of motor-vehicle equipment and accessories;

(C) An electric light company, when engaged in the business of supplying electricity for light, heat, or power purposes to
consumers within this state, including supplying electric transmission service for electricity delivered to consumers in this state,
but excluding a regional transmission organization approved by the federal energy regulatory commission;

(D) A gas company, when engaged in the business of supplying artificial gas for lighting, power, or heating purposes to
consumers within this state or when engaged in the business of supplying artificial gas to gas companies or to natural gas
companies within this state, but a producer engaged in supplying to one or more gas or natural gas companies, only such artificial
gas as is manufactured by that producer as a by-product of some other process in which the producer is primarily engaged
within this state is not thereby a gas company. All rates, rentals, tolls, schedules, charges of any kind, or agreements between
any gas company and any other gas company or any natural gas company providing for the supplying of artificial gas and for
compensation for the same are subject to the jurisdiction of the public utilities commission.

(E) A natural gas company, when engaged in the business of supplying natural gas for lighting, power, or heating purposes to
consumers within this state. Notwithstanding the above, neither the delivery nor sale of Ohio-produced natural gas or Ohio-
produced raw natural gas liquids by a producer or gatherer under a public utilities commission-ordered exemption, adopted
before, as to producers, or after, as to producers or gatherers, January 1, 1996, or the delivery or sale of Ohio-produced natural
gas or Ohio-produced raw natural gas liquids by a producer or gatherer of Ohio-produced natural gas or Ohio-produced raw
natural gas liquids, either to a lessor under an oil and gas lease of the land on which the producer’s drilling unit is located, or the
grantor incident to a right-of-way or easement to the producer or gatherer, shall cause the producer or gatherer to be a natural
gas company for the purposes of this section.

Appx.000003
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All rates, rentals, tolls, schedules, charges of any kind, or agreements between a natural gas company and other natural gas
companies or gas companies providing for the supply of natural gas and for compensation for the same are subject to the
jurisdiction of the public utilities commission. The commission, upon application made to it, may relieve any producer or
gatherer of natural gas, defined in this section as a gas company or a natural gas company, of compliance with the obligations
imposed by this chapter and Chapters 4901., 4903., 4907., 4909., 4921., and 4923. of the Revised Code, so long as the producer
or gatherer is not affiliated with or under the control of a gas company or a natural gas company engaged in the transportation or
distribution of natural gas, or so long as the producer or gatherer does not engage in the distribution of natural gas to consumers.

Nothing in division (E) of this section limits the authority of the commission to enforce sections 4905.90 to 4905.96 of the
Revised Code.

(F) A pipe-line company, when engaged in the business of transporting natural gas, oil, or coal or its derivatives through pipes or
tubing, either wholly or partly within this state, but not when engaged in the business of the transport associated with gathering
lines, raw natural gas liquids, or finished product natural gas liquids;

(G) A water-works company, when engaged in the business of supplying water through pipes or tubing, or in a similar manner,
to consumers within this state;

(H) A heating or cooling company, when engaged in the business of supplying water, steam, or air through pipes or tubing to
consumers within this state for heating or cooling purposes;

(I) A messenger company, when engaged in the business of supplying messengers for any purpose;

(J) A street railway company, when engaged in the business of operating as a common carrier, a railway, wholly or partly
within this state, with one or more tracks upon, along, above, or below any public road, street, alleyway, or ground, within any
municipal corporation, operated by any motive power other than steam and not a part of an interurban railroad, whether the
railway is termed street, inclined-plane, elevated, or underground railway;

(K) A suburban railroad company, when engaged in the business of operating as a common carrier, whether wholly or partially
within this state, a part of a street railway constructed or extended beyond the limits of a municipal corporation, and not a part
of an interurban railroad;

(L) An interurban railroad company, when engaged in the business of operating a railroad, wholly or partially within this state,
with one or more tracks from one municipal corporation or point in this state to another municipal corporation or point in this
state, whether constructed upon the public highways or upon private rights-of-way, outside of municipal corporations, using
electricity or other motive power than steam power for the transportation of passengers, packages, express matter, United States
mail, baggage, and freight. Such an interurban railroad company is included in the term “railroad” as used in section 4907.02
of the Revised Code.

(M) A sewage disposal system company, when engaged in the business of sewage disposal services through pipes or tubing,
and treatment works, or in a similar manner, within this state.

Appx.000004
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As used in this section, “gathering lines” has the same meaning as in section 4905.90 of the Revised Code, and “raw natural
gas liquids” and “finished product natural gas liquids” have the same meanings as in section 4906.01 of the Revised Code.

CREDIT(S)

(2012 S 315, eff. 9-10-12; 2012 H 487, eff. 6-11-12; 2010 S 162, eff. 9-13-10; 1999 S 3, eff. 1-1-01; 1998 S 187, eff. 3-18-99;
1988 S 337, eff. 3-29-88; 1980 H 21; 1975 H 579; 130 v H 1; 129 v 501; 1953 H 1; GC 614-2)

Notes of Decisions (50)

R.C. § 4905.03, OH ST § 4905.03
Current through File 48, 2020 H 160, and 2020 H 669 of the 133rd General Assembly (2019-2020)

End of Document © 2020 Thomson Reuters. No claim to original U.S. Government Works.
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Baldwin's Ohio Revised Code Annotated
Title XLIX. Public Utilities (Refs & Annos)

Chapter 4905. Public Utilities Commission--General Powers (Refs & Annos)
Facilities and Services

R.C. § 4905.22

4905.22 Service and facilities required; unreasonable charge prohibited

Currentness

Every public utility shall furnish necessary and adequate service and facilities, and every public utility shall furnish and provide
with respect to its business such instrumentalities and facilities, as are adequate and in all respects just and reasonable. All
charges made or demanded for any service rendered, or to be rendered, shall be just, reasonable, and not more than the charges
allowed by law or by order of the public utilities commission, and no unjust or unreasonable charge shall be made or demanded
for, or in connection with, any service, or in excess of that allowed by law or by order of the commission.

CREDIT(S)

(1953 H 1, eff. 10-1-53; GC 614-12, 614-13)

R.C. § 4905.22, OH ST § 4905.22
Current through File 48, 2020 H 160, and 2020 H 669 of the 133rd General Assembly (2019-2020)

End of Document © 2020 Thomson Reuters. No claim to original U.S. Government Works.
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BEFORE 
THE PUBLIC OTILITIES COMMISSION OF OHIO 

In the Matter of the Application of) 
The Toledo Bdlson Company for an ) 
increase in the rates and charges ) 
to he collected for electric ) 
service, ) 

Case No. 79-143-EL-AIR 

OPIHION AND ORDER 

The commission, coming now to consider the alaove-entltled 
application, filed pursuant to Section 4909,18 of the Revised 
Code; the Staff Report of Investigation, issued pursuant to 
Section 4909,19 of the Revised Code, the testimony and exhibits 
introduced into evidence at the public hearings commencing on 
December 10, 1979 and concluding on January 15, 1980; having 
appointed its Attorney Examiner, Kennetih W. Christman, pursuant 
to Section 4901,18 of the Revised Code, to conduct the public 
hearings in this case and to certify the record directly to 
the Commission; and being otherwise fully advised in the 
premises, hereby Issues its opinion and order, in compliance 
with Section 4903.09 of the Revised Code. 

HISTORY OF THE PROCBBDIWGSt 

The Toledo Edison Company, the Applicant herein, is an 
Ohio corporation engaged in the generation, transmission, and 
distribution of electric energy to retail customers within 
this state. Applicant is therefore an electric light company 
and a public utility within the definitions set forth in 
Sections 4906.02 and 4905.03(A)(4) of the Revised Code, and as 
such, is subject to the jurisdiction of the Commission under 
Sections 4905.04, 4905,05, and 4905.06 of the Revised Code. 
The Applicant currently provides service to customers located 
in tho City of Toledo and all or part of ten northwestern Ohio 
counties. Applicant's current rates for jurisdictional electric 
service wore first established in Toledo Edison Co., caae Nos. 
76-1174-EL-AIR and 76-1061-BL-CMR (June 9, 1978) and ware 
subsequently modified in the Opinion and Order on Remand 
issued on December 19, 1979, as a result of the Supreme Court's 
decision in Consumers' Counsel v, pub. Ptll. Comm., 58 Ohio 
St. 2d 449, 3dl N.E.2d 311 ad?$j. 

On February 21, 1979, the Applicant submitted a notice of 
its intont to file a permanent rate application under Section 
4909.18 of the Revised Code, as required by Rule 4901-1-36 of 
tho Administrative Code. The Applicant requested that the 
twelve months ending September 30, 1979, be designated as the 
test period, and that April 1, 1979, be established as the 
data certain. On March 7, 1979, the Commission Issued an 
entry approving the tost period and date certain proposed by 
the Applicant. On April 18, 1979, the Commission granted 
certain waivers of the Standard Filing Requirements. 

The instant application was submitted on May 22, 1979. 
On June 20, 1979, the Commission issued an entry accepting the 
application for filing as of the date it was submitted. The 
Commission also approved the Applicant's proposed form of 
legal notice. 

In accordance with Section 4909.19 of the Revised Code, 
the Staff of the Commission conducted an investigation of the 
matters set forth in the application and subsequent filings. 
A written report of the results of the Staff's investigation 
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Case No. 79'-143-EL-AIR -2-

was filed with the Commission on November 9, 1979, and was 
served as provided by law. Objections to the Staff Report 
were timely filed by the Applicant, and by the Office of 
Consumers' Counsel and General Motors Corporation, who had 
previously been granted leave to Intervene, The City of 
Toledo and the Ohio Association of Community Action Agencies 
were also granted leave to Intervene, but the association 
later formally withdrew from the case. 

Public hearings commenced in Toledo on December 10, 1979, 
in accordance witih the Commission's entry of November 21, 
1979. The first day of hearing was primarily devoted to the 
taking of testlnoi^ from Interested members of the public. 
The hearings reconvened in Columbus on December 13, 1979, and 
concluded on January 15, 1980. The proceeding encompassed 
fourteen hearing days, during which fifteen expert witnesses 
presented testimony. The recorded transcript of the proceeding 
and the exhibits admitted into evidence have now l̂ een certified 
to the Commission by the Attorney Exfuniner. 

APPEARANCESI 

Messrs. Fuller, Henry, Hodge & Snyder, by Mr, Paul M, 
Smart and Mr. Fred J. Lange, Jr., P.O. Box 2088, 300 Madison 
Avenue, Toledo, Ohio 43603, and Mr. Thomas R. Sheets, The 
Toledo Edison Company, 300 Madison Avenue, Toleac, Ohio 43652, 
on behalf of the Applicant. 

Hr. William J. Brown, Attorney General, by Mr, Thomas L. 
Kumaw emd Kr. James R. Bacha, Assistant Attorneys General, 180 
Eaat Broad Street, Columbus, Ohio 43215, on behalf of the 
Staff of the Public OtilitieB Commission. 

Mr. William A. Spratley, Consumers' Counsel, by Ms. 
Margaret Ann Samuels and Hr. Michael A. Byers, Associate 
Consumers' Counsel, 137 East State Street, Columbus, Ohio 
43215, on behalf of the residential consumers of Toledo Edison 
Company. 

Bell & Clevenger Co., L.P.A., by Mr. Langdon D. Bell, Hr. 
Hark C. Sholander, and Mr. Samuel C. Randazzo, 21 East State 
Street, Columbus, Ohio 4321S, on Isehalf of General Motors 
Corporation, 

Hr. Joseph Goldberg, Assistant Director of Law, Regional 
Justice Center, 555 North Erie Street, Toledo, Ohio 43624, on 
behalf of the City of Toledo. 

COMMISSION REVIEW AND DISC05SI0N: 

This case comes before the Commission upon application of 
the Toledo Edison Company, filed under Section 4909,18 of the 
Revised Code, for authority to increase its rates and charges 
for electric service to jurisdictional customers. Applicant 
alleges that its existing rates are insufficient to afford it 
reasonable compensation for the service it renders, and seeks 
Commission approval of permanent rates which would yield 
approximately $38,318,000 in additional gross annual revenues, 
based on test year operations as analyzed herein. It now 
falls to the Commission to examine the evidence of record in 
order to determine whether the existing rates are inadequate, 
and in the event of such a finding, to establish rates which 
will afford the Applicant a reasonable opportunity to earn a 
fair rate of return. 
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Case No. 79-143-EL-AIR -3-

RATE BASE 

Tho Applicant, the CommisBion Staff, and the Office of 
Conoomera' Counsel each offered testimony in support of their 
rospootlve rate base proposals in this proceeding. The fol
lowing table compares the Company and Staff estimates of the 
value of tho Applicant's property used and useful in providing 
the service affected by this application, as of the date 
certain, April 1, 1979, The adjustments to these items recom
mended by the Office of Consiuners' Counsel will be discussed 
on an item by item basis below. The treatment of the net 
operating expenses asaociated with various plant items will be 
discussed in the Operating Revenues and Expenses section, 
infra. 

Jurisdictional Rate Base 
(OOO's Omitted) 

Plant in Service 
Doproclatlon Reserve 
Net Plant in Service 

CWIP 

Working Capital 

Applicant 

$876,134 
(162,781) 
713,353 

6,207 

36,661 

Staff^ 

$861,358 
(165,227) 
696,131 

1,696 

19,372 

Customer Advancas for 
Construction (109) 

Accumulated Deferred Taxes 
and Tax Credits (24,163) 

Jurisdictional Rate Base $731,929 

(109) 

(33,446) 

$683,644 

;S 

Applicant's Ex, 5, Schedule B-1. 

Staff Ex. 1, Schedule 7, p. 119; Staff Ex. 14, as revised 
during the hearings. 

Boavor Vallev Common Facilitiea 

The Staff rocommonds the exclusion from rate base of 
$5,830,043, which repreoonts the Applicant'o share of the 
common facilities at tho Boavor Valley nuclear generating 
plant (Staff Ex. 1, p. 14, Schedule 8.2, p. 122). Since the 
Applicant's ownership interest in Boavor Valley relates to 
Onlt No. 2, which is not expected to come on line until 1982, 
the Staff boliovos that the common facilities are not currently 
used and useful In providing service to tne Applicant's cus-
tomors (Staff Ex. 1, p. 14; Staff Ex. 2, p. 6). The Applicant 
objects to tho exclusion, and argues that the Staff's proposed 
treatment should be rejected. 

This issue has been litigated in a nximber of recent 
cases, including the Applicant's last general rate proceeding, 
and an extensive discussion here is obviously unnecessary. 
The Commission has consistently held that common facilities 
owned by an applicant, laut not currently l>eing used in con-*anc-
tion with a generating unit in which the applicant has an 
ownership interest, are not "used and useful" within the 
meaning of Section 4909.15 of the Revised Code, See, e.g., 

•'j^^^p 

.:J 
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Cleveland Electric Illuminating Co., Case No. 78-677-EL-AIR 
(May 2, 1979); Ohio Edison Co,, Case Ho, 77-1249-EL-AIR (Mov-
amber' 17, 19781; Toledo Edison Co.. Case No. 76-1174-EL-AIR 
(June 9, 1978), The Compaiiy has presented no compelling 
arguments which persuade us that our prior decisions In this 
area wore erroneous or should be disregarded. It is true, as 
tho Company claims, that it has utilized available capacity 
from Boavor Valley Unit No. 1 (Applicant's Ex. 6A, p. 6), and 
it is fair to infer that the common facilities have been 
useful In supplying that capacity, but the Company could 
purchase power from that unit even if it had no ownership 
Interest in tho common facilities (Tr. II, p. 51), and there 
has been no showing that the i^plicant's customers derive any 
greater benefit from the common facilities than the benefits 
provided to other purchasing utilities who have no ownership 
interest in either of the Beaver Valley generating units. 

The Company then contends that the cost of the common 
facilities should be Included in the allowance for working 
capital. That contention Is clearly without merit. As we 
said in Columbus & Southern Ohio Electric Co., Case No, 77-
545-EL-AIR (March 31, 1978): 

The purpose of the allowance for 
materials and supplies and cash 
working capital is to recognize that 
investors in a utility are required 
to provide certain funds i^ich, 
although they do not represent plant 
in service, are permanently needed in 
the ongoing operations of the company 
to toko into account the fact that a 
gap exists between the time service is 
rendered and payment is received for such 
service. 

There has been no showing that the Applicant's investment in 
the common facilitios is permanently needed in its ongoing 
operations, or that the Investment is even remotely related to 
the lag between the time ser̂ rice is rendered and the time 
payment is received. It is therefore apparent that the common 
facilities do not fall within tho traditional definition of 
working capital. Moreover, the Inclusion in the working 
capital allowance of property which is completed but not yet 
used in providing electric service would clearly contravene 
the statutes requiring that rate base property be used and 
useful. See, City of Cincinnati v. pub. Ptll. Comm., 161 Ohio 
St. 395, 119 N.E.2d 619 (1954). The Company's arguments on 
this point must therefore be rejected. 

Finally, the Company argues that the Commission should 
adopt the Staff's suggestion that it waive, for Ohio ratemaking 
purposes, the FERC accounting requirement tliat the common 
facilitios be treated aa plant In service, and that it direct 
the Company to reclassify those facilities as plant held for 
future use, for purposes of future rate proceedings. Although 
such a reclassification would not affect the rates to be 
approved in this proceeding, it would allow the Conpemy to 
stop accruing depreciation on the common facilities until the 
Beaver Valley Unit No. 2 is transferred to plant in service. 
None of the parties have opposed the Company's recommendation, 
and the Commission Is of the opinion that it is reasonable and 
should he adopted. We would note, however, that it is not the 
province of this Commission to predetermine the future rate-
making treatment of property which is not yet used and useful, 
and that the reclassification of the common facilities should 
not be considered binding on the Commission for purposes of 
determining either depreciation -expense or depreciation reserve 
in future rate proceedings. 

J.* 
• 1 

^ 
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Edlaon Plaza 

The Applicant currently leases approximately eight of the 
sixteen floors in its Edison Plaza office building to other 
tenants. Although the leased portion of the Plaza is not used 
in the Company's operations (Tr, XIV, pp. lOO-lOl), it was 
included In the rate base in the Applicant's last general rate 
proceeding, under the theory that such an inclusion would not 
place an undue burden on the Company's ratepayers. Toledo 
Bdloon Co., Case Ho. 76-1174-EL-AIR (June 9, 1978). As a 
result, the Staff conducted an analysis in this proceeding to 
determine the rate of return actually earned on the leased 
portion of the building. Finding that the return earned 
during tho tost year was only 4.31% (Staff Ex. 3, p. 4), the 
Staff concluded that the inclusion of the leased portion would 
constitute an undue burden on the ratepayers, and recommended 
that it bo excluded from rate base for purposes of this 
proceeding (Staff Ex. I, p. 15). 

The Company countered with an analysis of its own, based 
on Incronontal costs rather than the square footage allocation 
used by tho Staff, which purported to show that the return 
earned on tho leased portion of the building was actually 
7.87% (Company Ex. 11, pp. 3-5). Even that figure is signif
icantly loos than tho Con^any would consider reasonable for 
purposes of this case, but it Is slightly higher than the 
overall rato of return actually earned by tho Company during 
tho tost year, and tho revenue froia the leased portion can be 
oxpoctod to Incroaoe in the future, because the tenants' 
leases contain escalation clauses (Tr. XIV, pp. 97-98). 

Both of those analyaee, however, have largely missed the 
point. Tho relevant question, from a legal standpoint, is not 
whether tho Inclusion of the leased portion would unduly 
burden tho ratopuyors, but whether the leased portion Is "used 
and uooful" in providing servlco to the Applicant's customers. 
There is no evidence indicating that the leased portion is 
used and useful; In fact, the record clearly shows just the 
opposlto (Tr. XXV, pp. lOO-lOl). The explicit language of 
Section 4909*15 of the Revised Code therefore requires that 
the loosed portion be oxclodod from tho Applicant's rato Isase 
for purposes of this procooding. To the extent that this 
conclusion differs from tho result reached in Toledo Bdloon Co., 
supra, that decision was simply erroneous and cannot be con
sidered controlling, 

Tho Company then argues that any exclusion should be 
based on tho incremental, rather than average, cost of the 
leased portion of the building. The Staff disagrees, noting 
that any allocation of incremental costs is wholly dependent 
upon which of the parties is deemed to bo Incremental. The 
Staff's arguments are not without merit, but it is obvious 
that the principal function of the Edison Plaza is to provide 
office space for Toledo Edison, and for that reason, we might 
agree thot the tenants should he treated as the incremental 
parties, wore it not for certain deficiencies in the Company's 
analysis of incremental costs. 

In developing its incremental cost figures, the Company 
asked the architectural engineering firm that designed the 
building to estimate the cost, in 1969 dollars, of building 
both an eight story building and a sixteen story building, in 
order to determine the cost differential betweeen the two 
(Company Ex. 11, p. 4, TECo. R-3i Tr. XIV, pp. 94-95). Dslng 
the ratio of the resulting figures, the Company concluded that 
only 27,20% of the cost of the building should be allocated to 
the portion occupied by the tenants (Company Ex. 11, TBCo R-
3), Although that methodology is theoretically sound, the 
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Company's ratio was based on the architectural engineering 
firm's estimate that a sixteen story building would have cost 
^10,422,900 in 1969 dollars (Company Ex. 11, TECo R-3; Tr. 
ZIV, p. 95), The actual cost of the building, by contrast, 
was $15,878,454, an increaae of more than 50% over the estimate, 
and Company witness Busby, who sponsored the incremental cost 
calculations, was unable to explain what caused the cost 
overrun (Company Ex. 11, TECo R-3; Tr. Xiv, p, 95). It is 
certainly possible that the overrvn was fully or partially 
attributsible to the portion of the building now occupied by 
tho tenants, and if that were the case, the Company's suggested 
rate base exclusion is at least arguably understated. In any 
event, the discrepancy between the actual and estimated costs 
of the building oasts considerable doubt on the validity of 
tho Company's analysis, and the Commission is tlierefore of the 
opinion that tho Staff's proposal, which is based on a square 
footage allocation rather than incremental costs. Is preferable 
to tho Company's approach and should be adopted.. One change 
is necessary, however; tho record shows that the Staff inappro
priately excluded a portion of the Company's office furniture 
and equipment (Company Ex, 11, p, 5; Tr, XIV, pp. 98-99), and 
the Staff's figures should be adjusted accordingly. 

Tho Consumers' Counsel specifically notes that the portion 
of tho Edison Plaza to bo excluded from the rate base should 
include a portion of the Company's garage, since some of the 
parking opacea in the garage are rented to the general public. 
It is not entirely clear whether OCC is supporting the Staff's 
proposed adjustment, or suggesting that a separate exclusion 
is necessary. In any event, the record showe that the Staff 
did exclude portions of the subaccounts contained within 
Account 390 (Structures nnd Improvements), which presumably 
includes the garage (Staff Ex. 1, Schedule 8.7, p. 127; See, 
Tr. XIV, p. 94; See also. Staff Ex. 1, Schedule 9.2, p. TJT), 
and there is nothing in tho record suggesting that any further 
exolwe^on is either necessary or appropriate. 

Employee Contero 

Tho Staff recommends the exclusion from rate base of the 
land, buildings, office furniture, and general equipment 
associated with the Applicant's three employee centers (Staff 
Ex. I, p. 14, Schedule 8.4, p. 124). The Staff argues that 
these facilities are not used and useful in providing service 
to the Applicant's customers (Staff Ex. 2, p. 4). The Appli
cant disagrees, and objects to the Staff's recommended exclu
sion. 

Our prior decisions firmly establish that property held 
for the recreational use of employees is not uaed and useful 
In providing public utility service. Toledo Edison Co., Case 
Ho. 76-1174-EL-AIR (June 9, 1978); Dayton Power & Ligfit Co., 
Case Ho. 76-823-E!L-AlR (July 22, l97Tn To the extent that 
the employee centers are used for such purposee, the staff's 
exclusions are obviously correct and must be upheld. But the 
record in this case shows that at least one of the employee 
centers, the Edison Club, Is also uaed for a variety of business 
purposes, such as management meetings, meetings of professional 
organizations, amd energy seminars (Company Ex. 6A, p. 2; 
Company Ex. 11, P* I). According to Company witness Busby, 
49% of the events held at the Edison Cli^ between January 1, 
1979, and September 30, 1979, involved a business-related 
purpose (Company Ex. 11, p. 1). To that extent, the facility* 
is clearly used and useful In the Company's operations, and 
while a more precise method of allocation might be desirable, 
the Commission would agree that 49% of the cost of the Edison 
Club should be included in the Company's rate base. 

.1 
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The Company also claims that the other two employee 
centers are used for business purposes (Company Ex. 6A, p. 2 ) , 
but it was unable to present any data which would enable -the 
Commission to develop a reasonable allocation ratio (Company 
Ex. 11, pp, 1-2). Since the Company bears the burden of proof 
on this issue, Mount Vernon Telephone Co. v. P u b , Otil. Comm., 
163 Ohio St. 381, 127 N.E,2d 14 (1955), the Commission Is of 
the opinion that the Staff's recommendation should be adopted, 
and that both of those facilities should be excluded from the 
Compaziy's rate base, 

Latid and Land Rights 

After conducting a selective sampling of land parcels 
owned by the Applicant, the Staff recommends the exclusion 
from rate base of $37,144, which represents the cost of 
certain portions of various parcels, which, in the opinion of 
the Staff, are not used and useful in providing service to the 
Applicant's customers (Staff Ex. 1, p, 14, Schedule 8.3, p. 
123). The parcels in question are located at the West Fremont 
Substation, tho Prey Substation, the Silica Substation, and 
the Woodville Substation No, 2 (Company Ex. 6A, p. 3). The 
Applicant objects to tho exclusion, and argues that all four 
parcels should bo included in their entirety. 

Company witness Johnson cited a number of factors which 
led the Company to purchase the land In question (Company Ex. 
6A, pp. 3-6), and Uie Company argues that these factors support 
tho conclusion that all four parcels constitute used and 
useful property. The majority of the factors cltcid, however, 
such as aesthetic considerations (Id., pp. 3, 4 ) , the ability 
to purchase land at fair and reasonable prices (Id., pp. 4, 
6 ) , prudence of Investment (Id., p. 4 ) , and the economies of 
present planning for future needs (Id., pp, 4-S), are basically 
irrelevant in deciding whether utilTty property is used and 
useful in providing service as of the date certain. 

Tho Company also contends that our recent decision to 
include the land associated with the Aetna Substation in Ohio 
Edison's rate base (Ohio Sdlaon Co,, Case No. 78-1567-EL-AIR 
[January 30, 1980]) supports the inclusion of the land parcels 
involved in this proceeding. In that case, however, the 
applicant showed that a portion of the land in question was 
needed for security purposes, and that another part was actually 
used for the storage of equipment. Neither of those consider
ations is present in this proceeding. 

Witness Johnson further explained that some of the Company's 
lemd purchases were affected by the requirements of good 
engineering practice, and that transmission lines and under
ground distribution feeders at two of the locations would have 
necessitated the purchase of certain easements, had the Company / -
not purchased the land parcels in question (Company Ex. 6A, ^nm 
pp. 3-5). That testimony does suggest that a portion of the || 
land excluded by tho Staff is actually used in the Company's 
operations, but it does not support the inclusion of any of 
the parcels in their entirety, and the Company's testimony 
fails to quantify the portion which is actually used and 
useful. In short, the Applicant has failed to sustain its 
evidentiary burden attendant to this objection. The objection 
is therefore overruled. 

Onused or Missing Items 

The Staff recommends the exclusion from rate base of 
$9,471, which represents the cost of various items which were 
not being used, were missing, or were retired but not recorded 
(Sta*f Ex. 1, p. 15, Schedule 8.6*, p. 126). The Apt)licant did 
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not object to this exclusion, and the Commission is of the 
opinion that the Staff's recommendation should be adopted. 

Depreciation Reserve 

Section 4909.05(B) of the Revised Code requires that the 
Commission determine a proper and adequate reserve for depre
ciation, to be deducted from the original cost of the Applicant's 
used and useful property. Two significant Issues have been 
raised in this proceeding involving the depreciation reserve. 
The first relates to the Davis-Besse Unit No, 1, and the second 
involves the Bruce Mansfield Unit Ho. 2. 

The Davis-Besse Unit was first brought on line in late 
1977. From that time forward, the Company has employed the 
unit of production method of determining depreciation for the 
unit. In Deterrolnation of Depreciation charges. Case No. 77-
1369-EL-DHC (December 12, 19*^9), the Commission explicitly 
approved the Company's use of the unit of production method, 
and the Company now argues that that method should be used to 
determine the depreciation reserve for purposes of this case. 

Both the Staff and the Consumers' Counsel disagree, 
arguing that the reserve should he determined using the straight 
line method of depreciation. The Staff's argument Is based on 
its contention that the Company's use of the unit of production 
method violated tha directives set forth in Toledo Edison Co., 
Case Nos. 76-1174-EL-AIR and 76-1061-EL-CMR (June 9, 1978), 
and was therefore Improper. The Staff reasons that the Company 
should hove employed the straight line method all along, and 
that its depreciation reserve should accordingly be based upon 
that method. The Commission disagrees. Whether or not the 
Company's initial decisipn to use the unit of production 
method was erroneous, the Commission's order on rehearing in 
Case No, 77-1369-EL-DNC has effectively ratified that decision, 
and as a result, the Company's failure to employ the straight 
line method should not now serve as a basis for adjusting its 
booked reserve. The Staff's arguments on this point should 
therefore be rejected. 

The Consumers' Counsel argues that the straight line 
method should be used to determine the reserve, because the 
rates approved in the Applicant's last general rate proceeding 
were based upon that method. OCC believes that a failure to 
base the reserve on the straight line expense used in the last 
rate case will enable the Company to collect through future 
rates a portion of the plant balance "which has already been 
depreciated for ratemaking purposes" (Brief for OCC, p, 9). 

That argument is alao unpersuasive. We have twice held 
that the amount of depreciation expense which has or has not 
been recovered through prior rates is irrelevant for purposes 
of determining a proper depreciation reserve. Oxford Natural 
Gas Co., Case Nos, 78-1404-GA-AIR and 79-292-GA-CMR (January 
28, 1980); Pike Natural Gas Co., Case No. 77-61S-GA-CMR (July 
6, 1978), Our concern here is to afford the Company a reason
able future earnings opportunity, and ".,,not to second guess 
past judgments." Oxford Natural Gas Co., supra, at 3. Further
more, as Company witness Price explained. It is doubtful that 
the use of the unit of production method to determine depre
ciation expense In the last case would have made any difference 
at all in the level of rates ultimately authorized (Company 
Ex. 9, pp. 3-4), For these reasons, our prior ratemaking 
treatment of depreciation expense should not dictate the use 
of the straight line method for purposes of determining the 
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reserve*, Having previously found that the unit of production 
method constitutes the most appropriate method for determining 
the depreciation charges for Davis-Besse, Determination of 
Pepreclation Charges, supra, the Commission believes that tKe 
reserve to be determined in this case should also be based 
upon that method. 

The Bruce Hansfleld Unit No. 2 presents a somewhat dif
ferent situation. Section 4905.18 of the Revised Code states 
that the Commission "shall ascertain, determine, and prescribe 
what are proper and adequate charges for depreciation of the 
several classes of property for each public utility." Toledo 
Edison's depreciation rates (other than for the Davis-Besse 
unit) were last established by the Commission in Toledo Edison 
Co^, Case No. 75-758-EL-AIR (Hovember 30, 1976). In that 
case, the Commission approved accrual rates ranging from 2.21% 
to 2.71% for the Company steam production plant accounts. 
(See, Staff Ex. I, p. 130), Those accounts are presently 
accruing depreciation at a composite rate of 2.53% (Staff Ex, 
I, p. 16), 

Nevertheless, the Company freely aidmlts that it has 
employed a higher rate of 3,15% in determining depreciation 
for the Bruce Hansfleld Unit Ho. 2. The Company did not 
olstain prior Commission approval of the higher accrual rate, 
and unlike the situation involving the Davis-Besse unit, the 
use of the higher rate was not subsequently ratified by the 
Commission. Furthermore, for the reasons set forth in the 
Depreciation Expense section, infra, we do not believe it 
appropriate to approve the higher rate for purposes of this 
proceeding. Consequently, the Staff recommends, and the 
Commission agrees, that the reserve for the Bruce Mansfield 
Unit No. 2 should be recalculated, using the accrual rates 
previously approved for the Company's steam production plant 
accounts. 

After making the necessary adjustments for the Davis-
Besse and Bruce Hansfleld units, as well as other «uljustments 
necessary to reflect the Commission's determination with 
respect to other rate base Issues, the Commission is of the 
opinion that a depreciation reserve of $159,933,000 is proper 
and adequate. Deducting this amount from the original cost of 
includable property results in a finding of jurisdictional net 
plant in service of $702,606,000. 

Construction Work in Progress 

Section 4909,15(A)(I) of the Revised Code provides that 
the Commission may, in ita discretion. Include in its rate 

* Even if it were proper to speculate on the amount of depreci
ation expense which has been recovered through rates, there 
has been no showing in this case that the Company even had a 
reaaonable opportunity to recover depreciation expense in 
excess of Its booked reserve. In the Company's last rate 
proceeding, the Commission allowed $10,355,852 in depreciation 
expense for the Davis-Besse unit (Staff Ex, R-1, p. 4, Case 
No. 76-1174-EL-AIR), The rates approved in that case were in 
effect for 253 days, or 69.3% of a year, prior to the date 
certain in this case. Assuming, only for purposes of this 
example, that those rates afforded the Company an opportunity 
to recover depreciation expense on a uniform basis throughout 
the year, the Company would only have had the opportunity to 
recover $7,176,605, \4iiich is considerably less than its booked 
reserve of $8,969,170. 
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base determination a reasonable allowance for construction 
work in progress. The statute limits eligibility for the 
allowance to projects which are at least 75% complete, and 
furtlier provides that the allowance may not exceed 20% of the 
remainder of the rate base, in the instant case, the Applicant 
originally requested an allowance of $6,938,909, representing 
some twenty-one different projects (Company Ex. 1, Schedule B-
4.1), The Staff found that nine of those projects were eligible 
for Inclusion, and recommended that the remaining twelve be 
excluded (Staff Ex. 1, pp. 18-19, Schedules 10 and 10.1, pp. 
133-34). The Company subsequently agreed that two of the 
projects excluded by the Staff were non-jurisdlctional in 
nature (Company Ex. 6A, pp. 10-11), and the staff later con
cluded that one iidditional project (Project No. 567-7050) was 
eligible for Inclusion (Tr, IX, pp. 31-33). The dispute thus 
centers on the includabillty of the remaining nine projects. 

The Staff recommends the exclusion of three items on the 
grounds that they constitute replacement projects. That 
recommendation is consistent with prior Commission decisions 
on this point. See, e.g., Cincinnati Gas & Electric Co., Case 
No. 79-ll-EL-AIR"7January 7, 1980); Ohio Edison Co., Case No. 
77-1249-EL-AIR (November 17, 1978), On cross examination, 
however. Staff witness Hefner indicated that his only personal 
objection to the inclusion of replacement projects was premised 
on the fact that such an inclusion, without any correepondlng 
adjustment to plant in service, would result in a duplication 
of chargea to the customers <Tr. VII, pp. 11-12, 14, 24, 27-
28). As a result, the Applicant argues that the Commission 
should first remove the undepreciated portion of the items 
being replaced, and then include all three of the items char
acterized as replacement projects in the allowance for (̂ flP, 

The Commission's objections to the inclusion of replace
ment projects, however, are somewhat broader than those enun
ciated by witness Hefner. Our concerns are based, not on the 
possibility that such an inclusion might result in a duplication 
of charges, but on what we perceive to be the underlying 
purpose of the statute authorizing the inclusion of CWIP. As 
we explained in Columbus & Southern Ohio Electric Co., Case 
Ho. 77-545-BL-AIR (March 31, 1978), and recently reiterated in 
Ohio Edison Co., Case No. 78-1567-EL-Ain (January 30, 1980), 
that statute was intended to recognize that extremely expensive 
plant necessary to assure continuity of service does not 
spring into existence overnight, and that in some instances, a 
utility's authorized revenues should take that into account. 
In light of that purpose, we have consistently held that 
certain items, such as replacement projects or routine mainte
nance work, should not be Included in the CWIP allowance. 
This is not to say that replacement items are not construction 
projects, or that their inclusion la automatically barred by 
the statute. Indeed, there may well be instances in «^ich the 
Inclusion of such items would be appropriate. But under 
ordinary circumstances, we do not believe that the Commission 
should exercise ita discretion in favor of including replacement 
projects in the CWIP allowance, and the Applicant has presented 
no compelling arguments which persuade us to depart from our 
past practice on thia issue. 

The Company further argues that the items in question are 
not properly considered replacement projects. With respect to 
two of the projects, we disagree. Project 569-6016 clearly 
involves the replacement of a transmission line, and Project 
No. 567-7059 clearly Involves the replacement of a swltchgear 
(Company Ex. 6A, pp. 18-19). It is true, as Company witness 
Johnson explained, that neither of these projects represents a 
"true one for one" replacement, where one item is Iseing replaced 
with another, identical, or even substantially identical, piece 
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of equipment (Company Ex. 6A, p. 18), But that factor is not 
necessarily dispositive of the issue. Past experience has 
shown the Commission that "true" replacement projects are rare 
indeed, and we have never limited our definition of replacement 
projects to such items. Although the record shows that the 
new swltchgear will be able to handle increased load, and that 
the new transmission line will provide additional capacity, as 
well as greater service reliability (Company Ex. 6R, pp. IS
IS), there has been no showing that the basic function of 
either piece of equipment has been altered. For this reason, 
we see nothing improper about characterizing these items as 
replac^nent projects. 

The third item. Project No. 651-6022, presents a sc»aewhat 
different situation. Technically, that project involves the 
replac^nont of a rotor at the Acme generating station, Imt the 
inotallatlon of the new rotor was only part of a much more 
extensive project (Company Ex. 6A, p. 19). when the Company's 
Acme Unit No. 5 was first Installed, it was designed to serve 
as a base load unit (Id.). The unit has since been reduced to 
cycling operations, as a result of changes in the make-up of 
the Company's generating system (Id.). However, the unit was 
not designed to handle the thermaT~stress Involved in cycling 
and peaking operations, and that stress was the primary cause 
of the extensive cracking which necessitated the removal of 
the old rotor { I d ,). Although the Company could have simply 
replaced the rotor, it chose instead to undertake an extensive 
modification of the unit, including the installation of a 
newly designed rotor and a new high pressure cylinder, as well 
as an upgrading of the unit's turbine* blading (Id., pp. 19-
20). In effect, the unit was redesigned to operate as a 
cycling unit (Id.). Since these modifications have obviously 
produced a basic change in the function of the unit, the 
Comrrisslon believes it Inappropriate to characterize this item 
as a replacement project. The record clearly shows that this 
project is more than 75% complete, both in terms of elapsed 
time and dollars expended (Company Bx. 5, Schedule B-4.1), and 
tho Commission is therefore of the opinion that this item is 
pr^erly Includable in the Company's allowance for CWIP, 

The Staff recommends the exclusion of Project 565-5529, 
which involves the installation of a load dispatch computer 
system, for a variety of reasons. Staff witness Hefner indi
cated that the project was not 75% complete under the elapsed 
time test (Tr. VII, p. 31; Staff Ex. 1, Schedule 10,1, p. 
134), and Staff witness Fox added that the bulk of the project 
was actually a purchase of computer equipment, and not a 
construction project (Tr, IX, p. 37). Ho also suggested that 
the project would benefit other CAPCO companies, and that 
those companies should accordingly share in the cost (Tr. IX, 
p. 38). 

In rebuttal testimony. Company witness Johnson explained 
that the Company had considered the purchase of a package 
computer system, which would require only set up and wiring, 
and had rejected faat alternative (Company Ex. 10, jro. 2-3). 
Instead, the Company chose to design the system itself (Id., 
p. 2). Large commitments of engineering and technical manpower 
were required to determine the system's hardware and software 
needs, and to assemble the necessary components into a reliable 
and workable unit (Id., p. 3), He also testified that the 
system will not directly provide any information to CAPCO 
(Id., p, 6). Por these reasons, the Commission believes it 
inappropriate to characterize this item as a purchase, rather 
than a construction project, or to assume that other CAPCO 
companies should share in the cost of the project. 
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Witness Johnson further explained that the project In 
question actually consists of two separate projects, the first 
involving the construction of a system allowing for the dispatch 
of generation owned by Toledo Edison, and the second involving 
the design and installation of software components needed to 
evaluate the cost of transactions with other utilities (Company 
Ex, 6A, p. 4). Although Staff witness Fox characterized both 
elements as one project (Tr. IX, p. 36), the Staff concedes on 
brief that it is not unreasonable to taake that distinction, 
since the two items axe functionally Independent of each other 
(Staff's Reply Brief, p. 2). In light of the testimony of 
witness Jolinson, the commission believes that the two elements 
should be treated as two separate projects for purposes of 
this case. 

The former project, which involves the dispatch of Toledo 
Edison's generation, plainly meets requisite criteria for 
inclusion as CWIP. It was clearly 75% complete as of the date 
c ctaln, in terms of both elapsed time and dollars expended 
(Company Ex. 10, pp, 4, 5; Tr. XIV, pp. 78-80), Furthermore, 
tho project was in operation at the time of the Staff's inspec
tion (Company Ex. 10, p. 4), Nevertheless, the Staff suggests 
that tho Commission should weigh two additional, competing 
considerations in deciding whether to Include the project. On 
the one hand, the Staff argues, and we agree, that the Company 
should not be discouraged from converting to newer computer 
technology, as it has done with the construction of this 
project. On the other hand, however, the Staff asserts that 
the load dispatch computer offers the Company the potential 
for tremendous cost savings. The Staff then suggests that the 
inclusion of the project, without any consideration of the 
potential savings, might result in some type of mismatching 
problem. In cur opinion, the latter consideration does not 
support the exclusion of the project In question. In the 
first place, there is nothing in the record that either quan
tifies any anticipated level of savings, or demonstrates that 
a significant mismatching problem is likely to occtir. But 
more Importantly, we would assume that the most significant 
savings resulting from improved load dispatching would Involve 
fuel and purchased power expenses, and the bulk of any savings 
in that area will be flowed through to the Company's customers 
through reduced fuel adjustment charges. The Commission Is 
therefore of the opinion that the computer project involving 
the dispatch of Toledo Edison's generation should be included 
in the Company's allowance for CWIP, 

The other computer project, involving the evaluation of 
the cost of transactions with other utilities, was clearly not 
75% complete under the elapsed time test, even if we were to 
ignore our recent decision in Cincinnati Gas & Electric Co., 
Case No. 79-ll-EL-AIR (January 7, 1980), and compute elapsed 
time using the date the design specifications were complete, 
instead of the date physical construction commenced (Company 
Bx. 10, pp. 5-6), An elapsed time computation using the 
latter date shows that the project was only 62.5% complete as 
of the date certain (Id., p. 5). As a result, this project 
should not be considered eligil̂ le for inclusion as CWIP, 

The Staff recommends the exclusion of Project No. 721-
6462 on the grounds that it was not 75% complete in terms of 
either elapsed time or dollars expended (Staff Ex. 1, Schedule 
10,1, p, 134). The Company first argues that the elapsed time 
test should be applied more flexibly, because the project 
would have been 75% c<»aplete had the Staff calculated elapsed 
time using days rather than months (Company Ex. 6A, pp. 15-
16). Although the Staff's application of the elapsed time test 
does appear to have been somewhat rigid, the fact remains that 
the project also fails to meet the dollars expended test. The 
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Company then argues that the Project would have met the dollars 
expended test, had the Company been required to spend an 
additional $92,000 ̂ or two new tra-rsformers for the project, 
instead of using two transformers it already owned { Id , , p. 
16). The only relevant figure, however, is the amount that 
the Company actually spent on the project, and while it night 
be proper to consider the original cost of the transformers In 
computing dollars expended. See, Ohio Edison Co., Case No. 78-
1567-EL-AIR (January 30, 1980), their replacement cost should 
have no bearing whatsoever on the calculation. This project 
is clearly not eligible for inclusion. 

Finally, the Staff recommends the exclusion of the four 
remaining projects because of their failure to meet the elapsed 
time test. The Company argues that it is inappropriate to 
exclude a project for failure to meet a single test, citing 
our decision in Ohio Edison Co., Case No. 7e-1567-BL-AIR 
(January 30, ISSlSJZ It is true, as we said in that case, that 
a project need not meet "every conceivable test that might he 
formulated for determining 75% completion," but we have con
sistently required that CWIP projects meet the elapsed time 
standard, unless there are special circumstances which warrant 
a relaxation of that test. See, Ohio Edison, supra. There 
are no such circumstances present here, and the Commission is 
therefore of the opinion that the remaining projects should 
not be considered eligible for inclusion as CWIP. 

In light of the foregoing consideration, and in view of 
all of the relevant evidence presented, the Commission finds 
the proper allowance for construction work in progress in this 
case to be $4,551,287. 

Working Capital 

Tho Applicant, the Staff, and the Consumers' Counsel have 
each proposed an allowance for working capital to be included 
in the rate base valuation in accordance with the provisions 
of Section 4909.15(A)(1) of the Revised Code. The Company 
requests an allowance for $36,661,250, based on its version of 
the formula method (Company Bx. 5, Schedule B-5). The Staff 
recommends an allowance of $19,206,078, also based on the 
formula method, but calculated In a manner more consistent 
with the Commission's recent decisions than that of the Appli
cant (Staff Ex. 1, p. 19, Schedule 11, p. 135), The Consumers' 
CouASvl basically supports the calculation sponsored by the 
Staff, but argues that one additional item should be included 
in the tax offset. 

The principal differences between the Applicant's and the 
Staff's methods lie in the following areas. The Company 
requests on allowance of $6,889,788 for what it categorizes as 
"prepayments" (Company Ex. 5, Schedule B-5). Approximately 
10% of that amount represents prepaid insurance, and the 
remainder represents the Applicant's payments of the state 
excise tax (Tr, III, pp, 69-70; Staff Ex. 4, p. 8). The 
Applicant's contention that the state excise tax is prepaid is 
apparently based on the fact that the tax is paid in one year 
for the privilege of doing business in the future. However, 
as Staff witness Hanna explained, the excise tcuc actually paid 
represents the prior year's liability (Staff Ex. 4, p. 8). In 
fact, there is a significant lag between the beginning of the 
annual period covered by the Company's excise 'ax return and 
the time the first payment is made, and an even greater lag 
between the beginning of that period and the time the final, 
reconciling payment is due (OCC Ex. 1). The Comnission is 
therefore of the opinion that the excise tax should be treated, 
not as a prepayment, but as part of the offset for accrued 
taxes required- by Cleveland Electric Illuminating Co., 42 Ohio 
St. 2d 403, 330 N.E.2d 1 (IS75). 

'» 
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The insurance payments, by contrast, do constitute a 
prepaid expense, and in some past cases. Including the Appli
cant's last.general rate proceeding, the Commission has per
mitted a separate allowance for items of that nature. See, 
e.g., Ohio Edison Co., Case No, 77-1249-EL-AIR (Hovember 17, 
197?);~gbledo EdisoiPCo., Case No, 76-1174-EL-AIR (June 9, 
1978). More recently, however, the Commission has accepted 
the Staff's contention that a separate allowance for prepayments 
should not he permitted. See, e.g., Ohio Edison Co., Case No. 
78-1567-EL-AIR (January 30, 1980), Cleveland Electric 
Illunlnatinq Co., Case No- 78-677-EL-AIR (May 2, 1979). As 
Staff witness Hanna explained in this proceeding, there are 
many factors that affect a company's working capital needs, 
and in the ahaence of a detailed study encompassing all of 
those factors, selective adjustments to the formula are unjusti
fied (Staff Ex, 4, p. 6). The formula approach necessarily 
provides an approximation of the working capital requirement, 
' v̂d any artificial "tacking on" of individual items ascribes a 
precision to the formula method Which does not exist (Id.), 
In any event, it would be improper to allow companies to 
deviate from the formula only with respect to items requiring 
cash, such as prepayments, while ignorinc other items such as 
accounts payable, which constitute non-investor sources of 
funds (Id., p. 7). For these reasons, the Commission believes 
that a separate allowance for prepayments should not he per
mitted in this proceeding. 

The Applicant also requests a separate allowance for 
compensating and minimum bank balances (Company Ex. 5, Schdule 
6-5). The Staff opposes this request for the same reasons it 
opposed a separate allowance for prepayments (Staff Ex. 4, p. 
9), In addition. Staff witness Canna notes that compensating 
bank balances are not part of the cash flow requirements 
needed for day to day operations; they are required to compen
sate banks for extending lines of credit necessary for short 
term loans (Id.). To the extent that the Company Is required 
to maintain such balances under the terms of a written agreement, 
the cost of maintaining the balances might properly be considered 
in determining the Company's authorized rate of return, or 
more appropriately, in fixing the proper accrual rate for 
AFUDC (Id.), but we see no need, in this proceeding, to permit 
a selectTvo euljustmont to the working capital formula for 
compensating bank balances. 

The Applicant also objects to the Staff's deduction of 
customer deposits in determining the working capital allowance. 
However, the Supreme Court's decision in Consumers' Counsel v. 
Pub. Otil. Comm., 58 Ohio St. 2d 108, 388 N.E.2d 1370 (1979), 
clearly requires that customer deposits either be used as an 
offset to working capital or deducted directly from rate base, 
and the Staff's recommended treatment is fully consistent with 
the Commission's recent decisions on this point. See, e.g., 
Ohio Bdlson Co., Case No. 78-1567-BL-AIR (January 30, 1980); 
Columbus & Southern Ohio Electric Company, Case No. 78-1438-
EL-AIR (December 12, 1979). The Applicant's objection is 
therefore overruled. 

The Applicant further objects to the Staff's failure to 
provide an allowance for materials and supplies held for 
construction. It is clear, however, that such an allowance is 
not permitted under Ohio law. City of Cincinnati v. Pub. 
Util. Comm., 161 Ohio St. 395, 119 N.E.2d 619 (1954). Wiis 
objection is also overruled. 

The final difference between the Applicant's and the 
Staff's proposals relates to the determination of an appro
priate allowance for fuel Inventory. The Applicant's recom
mended allowance is based on a thirteen month average of month 
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Flnally, OCC objects to the Staff's failure to treat 
taxes withheld from employees as a part of the tax offset. 
Witness Effron argues that the Company has the use of these 
funds until the withholdings are actually disbursed (OCC Ex. 
7, p. 10). Both the Company and the Staff contend that this 
adjustment should be rejected. 

The Staff believes that the use of the formula method 
eliminates the need to seek out specific balance sheet items, 
such as tsuces withheld, for use as additional offsets to the 
working capital allowance (Staff Ex. 4, pp. 24-25). Although 
we fully agree with the Staff's analysis, we believe the OCC 
pr<90sal should bo rejected for another reason. Taxes withheld 
from employees are "... held to be a special fund in trust for 
the United States." 26 U.S.C. Sec. 7501 (emphasis supplied). 
For this reason, it would be inappropriate for the Commission 
to assume that these funds are available to ttie Applicant for 
use as working capital, OCC's objection on this point should 
therefore be overruled. 

The following schedule presents in summary form the 
Commission's determination of the allowance for working capital 
to be included in the rate base for purposes of this proceeding. 
These figures take into account revisions necessary to reflect 
the disposition of other Issues which affect the allowar.-,e. 

r, f 

\ 

end balances, which represents about an 30 to 85 day supply \ 
(Company Ex. 6C, p. 7; Tr, III, p. 40), That method is similar i 
to iAe method recently approved in Ohio Edison Co., Case Mo. | 
78-1567-BL-AIR (January 30, 1980), The Staff's proposal, by , ( 
contrast, approximates a 75 day supply, i^ich the Staff believes v 
to be representative of a normal level for tha Applicant 
(Staff Ex, 2, p, 7). The Applicant, however, through the 
testimony of witness Busby, has shown that a normal level of 
fuel supplies is slightly higher than the allowance proposed ^ 
by the Staff, ! 

Tho ^pllcant is currently operating with two distinct 
coal piles, as a result of environmental requirements (Company 
Ex. 6C, p. 7). That situation has limited the Applicant's ^ 
storage space to approximately 75% to 80% of what it would : 
normally have, and has kept its inventory levels down (Id.). f 
In addition, the Applicant's generating facilities are located 
farther from the coal mines than those of any other electric ' 
utility in the state, and environmental requirements have \ 
f o r c e d the Company to purchase low sulfur coal from mines I 
which are even farther away than the sources it previously I, 
used (Id,). As a result, the time needed to transport coal > 
from tHe mines to the Company's plants has increased signifi
cantly (Xd.). These and other factors cited by witness Busby 
demonstrate that an 80 to 85 day supply is reasonably repre
sentative of a normal level of fuel Inventory for the Applicant 
(Id., p. 8). Tho Commission therefore sustains the Appllcant*8 
objection on this point, and will adopt the Applicant's recom
mended allowance for fuel inventory. 
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Jurisdictional Working Capital Allowance 
(OOO's Omitted) 

Materials and Supplies 

1/6 of Adjusted Operation and Maintenance 
Expense, excluding Fuel and Purchased Power 

Fuel Inventory 

Customer Deposits 

1/4 of Operating Taxes excluding F.I.C.A. 
and Deferred Taxes 

Jurisdictional Working Capital Allowance 

Accumulated Deferred Taxes and Tax Credits 

$ 5,332 

7,210 

17,556 

(375) 

8,382 

$21,341 

The Staff recommends that the Applicant's rate base be 
reduced by $33,46B,0'33, ̂ Ich represents the jurisdictional 
portion of accumulated deferred taxes resulting from accelerated 
depreciation and accelerated amortization associated with 
emergency and pollution control facilities, as well as the 
Investment tax credit associated with the 1962, 1964 and 1971 
Revenue Acta, and the 4% portion of the 1975 Act (Staff Bx. 1, 
p. 19; Staff Bx. 14). The recommended deduction should be 
revised to $33,494,208, to reflect changes In the allocation 
factor resulting from the Commission's decisions with respect 
to various rate base Items. 

The Company originally objected to the staff's calculation 
of the adjustment for accelerated depreciation, arguing that 
the adjustment should be based on the laalance existing as of 
the date certain, and not an amount computed in accordance 
with Treasury Regulation l.l67(l)-l(h)(Company Ex. 6B, p, 13). 
Tho Staff agreed, and revised its calculations accordingly 
(Staff Ex. 4, pp. 19-21; Staff Ex. 14). 

The Company also objects to any rate base deduction for 
the investment tax credit. In essence, the Company argues 
that a rate base deduction, in addition to the ratable flow 
through recommended by the Staff, would effectively deny the 
Company the benefits of the credit, thereby frustrating the 
intent of Congress. This argument is without merit. In the 
first place, It is by no means clear that the Staff's recommended 
treatment would effectively deny the Company all or even most 
of the benefits of the tax credit. As Staff witness Hanna 
explained, the Commission has permitted the Company to normalize 
the credit when it could have required an Immediate flow 
through, and that normalization will clearly benflt the Company's 
cash flow (Tr. IX, pp. 4-5), Furthermore, the arguments 
relating to Congressional intent are largely unconvincing. In 
view of the fact that Congress provided no specific restrictions 
on the ratemaking treatment of these items, even though it has 
provided such restrictions in other Instances. Finally, it Is 
obvious that the investment tax credits are associated with 
specific items of depreciable plant, and therefore constitute 
sums received in partial defrayal of the cost of that property 
(See, Company Ex. 6B, p, 10; See also, Tr. IX, p. 3). As a 
result, the t a x credits are clearly proper rate base deductions 
under Section 4909.05(1) of the Revised Code. The Company's 
objection is therefore overruled. 

I 
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Other Rate Base Deductions 

The Consumers' Counsel recommends the deduction from rate 
base of the Applicant's injuries and damages reserve, the 
accrued Ohio Coal Consumption Tax, the accrued Pennsylvania 
Gross Receipts Tax, and the pro-forma accrued nuclear fuel 
disposal costs (OCC Ex, 7, p. 9). OCC witness Effron argues 
that these items constitute "non-investor" sources of funds, 
which are available for use by the Company until they are 
actually paid out (OCC Ex. 7, pp, 11-15). OCC also objects to 
the Staff's failure to deduct from rate base the accrual Cor 
the expenses associated with the Davis-Besse refueling outage. 

Both the Company and the Staff argue that such deductions 
would be improper. As Staff witness Hanna explained, OCC has 
identified a nuiiber of items which represent non-investor 
sources of funds, i^ile ignoring numerous other items which 
create significant demands on capital, such as cash, working 
funds, and prepayments (Staff Ex, 4, pp. 25-26). The aggregate 
amounts of the accruals for the Ohio Coal Consumption t a x , the 
Pennsylvania Gross Receipts Tax, and the injuries and damages 
rossrvo should bo more than offset by other items from the 
asset side of the balance sheet (Tr. IX, pp, 26-27). Further
more, tho items identified by OCC are essentially working 
capital items, and there Is no need, in determining the working 
capital allowance, to moke selective balance sheet deductions, 
because the formula method employed by the Commission already 
provides a reasonable approximation of the working capital 
roqulremont (Tr. IX, pp. 26-27). It is difficult to see how 
OCC can oppose an adjustment to the formula to permit a separ
ate allowance for prepayments, while failing to recognize that 
its proposed rate base deductions involve precisely the same 
principle. For these reasons, the Commission would agree that 
the accrued Ohio Coal Consumption Tax, the accrued Peiuisylvanla 
Gross Receipts Tax, and the Injuries and damages should not tie 
deducted from the Applicant's rate h a s e . 

Tho some considerations apply with equal force to the 
accruals for nuclear fuel disposal expense and the refueling 
outage expense, Intt there are other, more compelling, reasons 
why those items should not he deducted from rate base. The 
refueling outage is currently scheduled to Isegin on March 15, 
1980, which is only a short time after the rates approved in 
this proceeding will go into effect (Staff Ex. 4, p. 27). As 
a result, the Compjuiy will collect only a small fraction of i 
the refueling outage expense before the expense is actually 
incurred (Staff Ex. 4, p. 27), and it will have the use of 
those funds for only a brief period of time. Under these 
circumstances, a rate base deduction would obviously be inappro
priate. 

The accrual for nuclear fuel disposal, unlike the refueling 
outage expense, will Isegin to be collected long before the 
expense is actually incurred, but virtually all of the parties 
agree that that accrual should be based on the figures contained 
in the DOE study, which are expressed in 1978 dollars. Staff 
witness Hanna and Company wltneas Busby recommended that the ^ 
DOB figures be restated in 1979 dollars, but none of the If 
parties have recommended the approval of an inflation factor | 
to account for any Increase in costs which occurs between now | J 
and 1987, when the first disposal coats are expected to be I ' -: 
Incurred. The underlying theory, at least frtwi the viewpoint 
of the Staff, is that the return vAiich the Company can earn on | 
the revenues it will ultimately collect will hopefully be I *̂  
sufficient to off&at the effects of future Inflation (Staff g 
Ex. 4, pp. 26-27), A rate base deduction would obviously be | 
inconsistent with that theory, and would effectively deny the | 
Company the opportunity to earn such a return (Id.). 
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It is possible, as OCC suggests, that the ultimate cost 
of nuclear fuel disposal will be less than the estimate con
tained in the DOE study. There is obviously a great deal of 
uncertainty in this area. Nevertheless, the DOE study clearly 
represents the best estimate which is currently available, and 
the testimony of Staff economist Wlssman indicates that double 
digit Inflation is likely to continue in the near term future 
(Tr. K l , p. 13). Even OCC witness Effron appeared to concede 
that the ultimate cost of nuclear fuel disposal is "more 
llJtoly" to be higher rather than lower (Tr. XII, pp- 120-21). 
For these reasons, we deem it Inappropriate to deny the Company 
a reasonable opportunity to earn a return which could offset 
the effects of future inflation. 

Finally, OCC st^ggests that the accrued nuclear fuel 
disposal costs should bo deducted from the rate base because 
they are analogous to the decommissioning costs associated 
with the Davis-Besso nuclear generating facility. The Commis
sion frankly falls to see the relevance of this analogy. It 
is true, of course, that the accrued decommissioning costs are 
ultimately deducted from the rate base, since these costs are 
treated as a part of the Company's depreciation expense, which 
is periodically added to the depreciation reserve. It does 
not follow, however, that tho nuclear fuel disposal costs, 
which have nothing to do with the recovery of invested capital 
o r the depreciation of a physical asset, should effectively be 
treated as a doproclatlon expense. Admittedly, there may be a 
theoretical inconsistency l^etwoen the treatment of these two 
items, but If anything, this suggests that we should reconsider 
the treatment of decommissioning costs, and not that nuclear 
fuel disposal costs should be deducted from the Applicant's 
rate base.* OCC's arguments on this point should therefore be 
rejected. 

Rate Base Sumni£ry 

In light of the foregoing, the Commission finds the 
jurisdictional statutory rate base, as of the date certain, 
April 1, 1979, to bo as follows: 

(OOO's Omit .£*d) 

ol 
{Si 

v,̂  

*̂  

Plant in Service $862,539 
Depreciation Reserve (159,933) 
Not Plant in Service 162,4^6 

CWIP 4,551 

Working Capital 21,341 

Customer Advances for Construction (108) 

Accumulated Deferred Taxes and Tax Credits (33,494) 

Jurisdictional Rate Base $694,896 

OPERATING REVENUES AND EXPENSES 

The Applicant and the Staff each submitted an analysis of 
test year accounts, reflecting the results of the Company's 
operations under the permanent rates in effect at the time the 

* The appropriate treatment of the decommissioning costs la 
not properly before the Commission in thia proceeding. Con
sequently, there is'no need to address that iĵ sue at the 
present time. 
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case was filed. These analyses were primarily based upon six 
months of actual data and six months of forecasted, or budget, 
data. The adjustments to test year expenses recommended by 
the Staff and the Consumer's' Counsel are discussed on an Item 
by item basis in the following sections, 

Annualization of Fuel Costs and Revenues 

Both tho Applicant and the Staff have recommended the 
annualization of fuel costs and revenues, and none of the 
parties have objected to tliat reccnmendation. The Applicant 
should therefore be directed to file base (or non-fuel) rates 
sufficient to compensate the Company for test year operating 
expenses, exclusive of fuel costs Includable under Rule 26, 
and yield the authorized return on rate base, based on test 
year operations as analyzed herein. Dayton Power & Light Co., 
Case No. 78-92-BL-AIR (March 9, 1979). 

Purchased Power Expense 

The Consumers' Counsel argues that the Applicant Incurred 
abnormally high purchased power expenses during the test year, 
which should be reduced through the use of a normalization 
adjusluttont. The Applicant and the Staff both contend that 
such an adjustment is unnecessary, and should be rejected. 

At tho outset, it should probably be noted that it is 
difficult to determine what. If anything, constitutes a "normal" 
level of purchased power expense, since the level fluctuates 
from month to month and from year to year, and since the 
expense level dependo upon a number of different factors, 
including current cost levels and the occurrence of unit 
outages (Tr. Ill, p. 76). Nevertheless, an analysis of the 
need for a normalization adjustment would ordinarily Isegln 
with a comparison of test year expense levels with those 
experioncod in tho past. Witness Effron mzide such a c<»)parlson, 
and found that the level of pu.rchased power expanse Incurred 
during the tost year was not greater than level experienced 
during prior years (Tr. XIX, p. 143-44). Such a conclusion 
would ordinarily bring the inquiry to an end. However, 
witness Effron suggests that the comparison is not partlcul«urly 
relevant, because the Davis-Besse unit was not on line for all • 
or part of the years he examined (Tr. XII, p. 144). Instead, 
OCC cites a number of occurrences during the test year which 
assertodly resulted in abnormally high purchased power expenses. 

The first factor cited by witness Effron is the "low 
capaolty factor" for the Davis-Besse unit for three months 
during the first part of the test year (OCC Ex. 7, p. 17). 
The relevant factor, however, is the overall level of purchased 
power expense for the test year, and in determining that 
level, the Applicant used a capacity factor of approximately 
60% for the DavisBesse unit (Tr, V, p. 5). There is no basis 
in the record for assuming that that factor was abnormally 
low, 

OCC also cites the 74 day outage at the Applicant's Bay 
Shore unit, and suggests that that outage led to abnomal 
purchased power expenses (See, OCC Ex, 7, p. 17). However, 
the Staff has proposed an adjustment to test year revenues and 
expenses to reflect the anticipated Insurance recovery of the 
costs occasioned by last fourteen days of that outage (Staff 
Ex. 10; Staff Ex. 3, p. 11; Tr. VIIl, p. 75). Although the 
Applicant originally opposed that adjustment, it has all but 
iOaandoned that argument on brief, and even cites the Staff's 
adjustment as a reason for rejecting OCC's proposed normaliza'-
tion. The Commission believes that the Staff's adjustment 
should be adopted, and that adjustment effectively reduces the 
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Bay Shore outage from 74 days to 60 days (Tr. VIII, pp. 75-
77a). Furthermore, the Staff witness Hefner testified that 
the Bay Shore outages during the test year were less than. 
would be statistically expected in the average four unit plant 
(Staff Ex. 9, p. 3). The record clearly fails to shows that 
the Bay Shore outage should be treated as an abnormal event. 

OCC further cites the 31% capacity factor for the Bruce 
Hansfleld Unit No. 2 during the first six months of the test 
year. Here again, however, the relevant factor is the capacity 
factor for the entire year, since it is the overall level of 
purchased power expense which must be examined. Moreover, as 
Staff witness Hefner explained, the Bruce Mansfield unit could 
be e;^ectod to have a lower capacity factor than the Applicant's 
other base load units, since it has the highest operating 
cost, and would therefore be loaded last (Tr. XIV, p. 47). 

OCC also cites certain other factors in support of its 
proposed adjustment, but the record similarly falls to show 
that those Items should be considered abnormal, or that those 
factors produced an overall level of purchased power expense 
which should be reduced through the use of a normalization 
adjustment. Furthermore, OCC*s reliance on the Applicant's 
Energy Supply Model to determine a normalized level of purchased 
power expense (OCC Ex, 7, p. 18) was clearly Improper, since 
the model basically assumes that there will be no forced 
outages (Tr. XXV, p. 43), A party proposing departure from 
strict application of tlie test year has the burden of demonstra
ting the propriety of that departure, Columbia Gas of Ohio, 
Case No. 76-704-GA-CMR (June 29, 1977), and the Commission is 
of the opinion that OCC has failed to sustain that burden with 
respect to tost year purchased power expenses. The proposed 
normalization tidjustment must therefore be refjected. 

The Applicant objects to the Staff*s failure to annualize 
purchased power costs to test year end levels. The same 
considerations which make it difficult to normalize purchased 
power costs also make it inappropriate to annualize these 
expenses. Specifically, these expenses fluctuate significantly 
from month to month and from year to year for a variety of 
reasons (staff Ex. 3, p. 3; Tr. Ill, p. 76). The Applicant's 
objection is therefore overruled. 

Depreciation Expense 

The Applicant argues that depreciation expense for the 
Davis-Besse unit should be based on the unit of EHToduction 
method. The Staff agrees, Isut its calculation differs slightly 
from that proposed by the Applicant. OCC argues that this 
expense should be based on the straight line method of deprecia
tion. 

In Determination of Depreciation Charges, Case No. 77-
1369-BLUNC (December 12, 1979), the Commission found that the 
unit of production method constitutes the most appropriate 
method of determining depreciation charges for Davis-Besse. 
Although we expressly indicated that that decision would not 
be binding for ratemaking purposes, consistency would seem to 
require the use of the same method, in the absence of sound 
reasons for doing otherwise. 

Witness Effron argues that the straight line method 
should be uaed, on the grounds that that method would eliminate 
the under or over-recovery of depreciation expense which might 
result from the unit of production method (OCC Ex. 8, p. 1). 
As an example, he noted that if the plant were to operate at 
an average capacity factor of 59% over the next ten years, and 
if*a capacity factor of 63% were uaed in each rate proceeding-
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durlng that period of time, the Applicant's rates would reflect 
approximately $910,000 per year more than the amount actually 
charged.to depreciation expense (OCC Ex. 8, pp. 1-2). .He 
conceded, however, that if the plant were to operate at an 
average capacity factor of 67%, the opposite would be true 
(Tr. XII, pp. 64-65). Moreover, this argiiment largely overlooks 
the fact that intervening rate cases would provide the Commis
sion with am opportunity to adjust the capacity factor to a 
level which more reasonably represents the unit's normal 
operations. Finally, the periodic addition and retirement of 
various plant items makes it impossible to achieve a precise 
matching between the level of depreciation expense reflected 
in rates and the amounts actually charged to depreciation 
expense. In short, we ore not persuaded that the straight 
line method should be used to determine depreciation expense 
for the Davis-Besse unit. 

The only difference between the depreciation expense 
calculations submitted by the Applicant and the Staff relates 
to the capacity factor. The Staff uaed the generation level 
contained in Applicant's six and six filing, which represents 
a capacity factor of approximately 60% (Staff Ex. 5, p. Tr. 
IV, p. 134), vdiile the Applicant used a normalized capacity 
factor of approximately 63%, even though it used the 60% 
factor in determining test year purchased power expense (Tr. 
IV, p. 134; Tr, V, p. 5), Although the Applicant suggests 
that this is not inconsistent, we disagree. Having rejected 
OCC's contention that test year purchased power expense should 
be normalized, it would be somewhat incongruous to approve an 
allowance for depreciation expense which assumes an Increase 
in future generation from Davis-Besse. The Staff's proposal 
should therefore be adopted. 

The Applicant objects to the Staff's recommendation that 
the existing accrual rates for its steam production accounts 
be applied to the Bruce Hansfleld Unit No. 2, The Applicant 
presented a great deal of testimony attempting to show that a 
3.15% accrual rate should be applied to that unit (Company Ex. 
6B, p. 3; Company Ex. 8, pp. 3-6). 

The Applicant's testimony on this issue has largely 
missed the point of the Staff's eurgument. The Staff is not 
really arguing that a higher rate would be inappropriate for 
the Bruce Hansfleld Unitfn the Staff is simply suggesting that 
the Commission should approve no changes in the existing steam 
production accrual rates without considering all of the plant 
items affected by those rates. The Commission agrees with the 
Staff on this point, since an examination of all of the plant 
items in question might show that the existing rates should be 
decreased rather than increased. Furthermore, despite requests 
dating back to the summer of 1979 (Staff Ex. 5, pp. 10-11, 
Attachment 1), the Applicant did not supply the Staff with ita 
most recent depreciation study, which was essentially completed 
on October I, 1979 (Tr, XIII, pp. 6-7), until January 3, 1980 
(Tr, VII, p. 65), midway through the hearings in this proceeding. 
It is therefore obvious that the Staff has not had am opportunity 
to adequately review that study (Staff Ex. 5, p. H ) . Under 
these circumstances, the Commission believes that it would be 
inappropriate to approve a new, higher accrual rate for the 
Bruce Kansfleld unit. The Applicant's objection is therefore 
overruled. 

Finally, the Applicant argues that it should be permitted 
to depreciate land rights over a period of seventy-five years. 
The Staff basically contends that depreciation of land rights 
should be permitted only when a term of years is specified in 
the Instrument conveying tha interest (See, Staff Ex, 2, p. 
8). The Commission believes the Staff position on this issue 
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is reasonable, and in any event, the record fails to justify 
the seventy-five year depreciable life recommended by the 
App'llcant. The Applicant's argument should therefore be 
rejected. 

Edison Plaza and Employee Centers 

In the Rate Base sectloi«, supra, we concluded that a 
portion of the Edison Plaza should be excluded from the Appli-
catnt's rate base. Since the excluded portion is not used and 
useful in providing electric service to the public, the expenses 
associated with that portion should also be excluded from the 
Applicant's test year expenses. The Applicant and the Staff 
have presented alternative methods of determining the proper 
amount to be excluded. 

The Staff's analysis was based on a square footage 
allocation, except in Instances where direct assignments were 
possible (Tr. VIII, pp, 5-6), The Company's proposal, by 
contrast, was based on Incremental costs; expenses which would 
have been Incurred regardless of tenant occupancy were allocated 
solely to the Conqpany's portion of the building (Company Ex, 
11, pp. 4-5). For exaunple, the Company allocated none of the 
gar£̂ re cleaning expenses to the tenants' portion, under the 
theory that it would have to clean the garage whether or not 
it was used by anyone outside the Company (Tr. XIV, pp. 91-
92). Similarly, the Company allocated none of its property 
protection expenses to the tenants' portion (Company Ex. 11, 
TECo R-3), apparently under the theory that It would have to 
employ a security guard even if it had no tenants (See, Tr. 
VIII, p. 5). This reasoning is unpersuasive. The point is 
that the Company does have tenants, and the Company has not 
suggested that the tenants derive no benefit from the expenses 
in question. Under these circumstances, we see nothing unfair 
or unreasonable about allocating a proportionate share of 
those es^enses to the tenants' portion of the building. The 
Staff's proposal should therefore be adopted. 

We also concluded that a portion of the Applicant's 
investment in its employee centers should be excluded from the 
rate base for purposes of this proceeding. Under these circum
stances, our prior decisions would suggest that a proportionate 
share of the revenues and expenses associated with those 
facilities should also be excluded. Dayton Power & Light Co., 
Case No. 76-823-EL-AIR (July 22, 1977). However, the testimony 
of witness Busby in this proceeding clearly indicates that the 
use of the en̂ l̂oyee centers is regarded as a fringe benefit 
for the emploŷ aes (Company Ex. 6C, p. 4), and we see no reason 
why these expenses should be treated any differently than 
health insurance or any other fringe benefit. The net operating 
expenses associated with the three employee centers should 
therefore be included in the Applicant's test year expenses. 

Payroll Expense, Employee Benefits, and F.I.C.A, 

Three significant issues have been raised in this proceed
ing involving the determination of test year payroll expense. 
The first involves the number of employees used in calculating 
that expense, and the other two involve the annualization of 
nonunion wages and overtime expense. The allowance for employee 
benefits and F.I.C.A. should otiviously track our decisions 
with respect to these three issues. 

The Consumers' Counsel, noting that the Applicant over
estimated the number of employees it would have during the 
forecasted portion of the test year, argues that test year 
payroll expenses should be adjusted downward. The Applicant 
disagrees, arguing that such an adjustment ifould be inappro-
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priate. The Applicant does not deny that it overestimated the 
number of test year employees, but it suggests that there may 
be a number of instances in which the six and six figures (six 
months of actual data and six months of forecasted, or budget, 
data) differ from actual experience, and argues that the 
Commission should not adopt OCC's adjustment unless it is 
prepared to decide the entire case on the basis of actual 
data. 

We would agree that the six and six figurea should not be 
lightly discarded. Most cases are decided on the basis of six 
and six figures because time constraints make it impractical 
to use twelve months of actual data, and it is certainly not 
our intent to encourage an endless flow of requests for minute 
adjustments to eliminate every minor discrepancy between the 
two sets of figures. That would defeat the whole purpose of 
using the six and six figures in the first place. 

We cannot agree, however, that we must either accept the 
six and sis: figures in their entirety, no matter how inaccurate 
the forecasted data may be, or rely soley on actual data, 
which would be impractical in most major cases. Where the 
record shows that a specific item contained In the six and six 
figures la not reasonably representative of a utility's normal 
operations, there is no sound reason why an appropriate adjust
ment should not be made. 

The record shmrs that the Applicant's actual level of 
employees was relatively constant throughout the first half of 
the test year, but that It projected an unexplained Increase 
of more than one hundred employees for the second, or forecasted, 
half of the year (OCC Ex. 4). For whatever reasons, it is 
apparent that most of the additional employees were not actually 
hired (Tr. ill, pp. 96-99). The total number of employees the 
Company actually had at the end of the test year was 124 less 
than the number it had projected (Tr, III, p. 99). Furthermore, 
unlike the situation present in Colutt&us & Southern Ohio Electric 
Co., Case No. 7B-1438-BL-AIR (December 12, 1979), the Applicant 
does not contend that its test year labor force was reduced as 
a result of its financial position, or even that it intends to 
hire the additional employees in the near term future. It 
would therefore appear that the test year employee figure is 
not reasonably representative of the Applicant's normal opera
tions, and since that figure was used to develop test year 
payroll expense (Tr, III, p. 90), it is ol>vious that some 
adjustment would be appropriate. 

The Applicant argues that its proposed allowance ie 
nonetheleas reasonable, because the annualized increase in 
payroll expense between 1978 and the test year is only 2.51%, 
compared with a compound growth rate of 12.20% from 1972 to 
the test year (Company Ex, 11, p. 6). However, the Applicant 
has presented no detailed explanation of the factors which 
produced the growth which occurred between 1972 and the test 
year, and in light of the Applicant's actual experience during 
the test year, we are not persuaded that its payroll expense 
figure is reasonably representative. 

OCC witness Effron proposes an adjustment of $969,000, to 
eliminate the effect of overestimating the number of test year 
employees (Tr. XIV, pp. 120-121a; OCC Ex. IIB). That adjust
ment was calculated by applying an adjustment factor, based on 
the actual number of employees at the end of the test year, to 
the actual 1978 direct payroll costs (Tr. XIV, pp. 121-121a). 
Adrittedly, that adjustment does not present a perfect solution 
to the problem. It assumes that the difference between the 
projected and actual level of employees was constant throughout 
the latter six months of the test year (Tr. XIV, pp. 123-4), 

' ^ . 

Appx.000029



Case No. 79-143-EL-AIR -24-

and as the Applicant points out, the record fails to substantiate 
that assumption. However, the Applicant has not shown that 
assumption to be unreasonable, nor has it presented a reasonable 
alternative of its own. Furthermore, the general accuracy of 
witness Effron's adjustment was confirmed by an alternative 
calculation he used as a "reasonability" check (occ Ex. IIA; 
Tr. XIV, pp. 122, 124). Finally, the Applicant's complaints 
about the imprecision of OCC's proposed adjustment must be 
viewed in light of the fact that the nature of the Applicant's 
budgeting process makes It impossible to identify the precise 
number of payroll dollars included in test year expenses (Tr. 
Ill, p. 91). The figures contained in revised Schedule C-10 
are only estimates (Tr. Ill, p. 91; Applicant's Ex. 11, p. 6). 
The Commission is therefore of the opinion that OCC's proposed 
adjustment represents the most reasonable disposition of thia 
issue, and should accordingly be adopted. The corresponding 
adjustments to employee benefits and F.x.c.A. expense should 
also be approved (See, OCC Ex. IIB). 

OCC objects to the Staff's annualization of non-union 
wages, citing a number of past decisions indicating that such 
annualIzations would not be permitted. See, e.g. Cleveland 
Electric illuminating Co., Case No, 78-677-EL-AIR (May 2, 
1979), Dayton Power & Light Co., Case No. 7a-92-EL-AIR (March 
9, 1979). The Applicant and the Staff argue that the annuali
zation of non-union wages should be allowed. In view of the 
arguments presented in this proceeding, we believe that a 
reexamination of our prior decisions on this point is warranted. 

As a general rule, the Commission will only permit the 
annualization of expenses which are known, measurable, and 
beyond the control of the company. According to the uncontra
dicted testimony of Staff witness Montgomery, increases in 
non-union wages meet this test (Staff Ex, 3, p, 13). It is 
true, of course, that such Increases are not normally governed 
by the terms of a signed contract which Imposes a fixed legal 
obligation, and a number of our past decisions have Indicated 
that that distinction should be considered controlling. See, 
e.g., Cleveland Electric Illuminating Co.. supra. Moreover, 
the Supreme Court recently held that it was not unreasonable 
for the Commission to deny the annualization of labor Increases 
which were not contractually required. Dayton Power & Light 
Co. V. Pub. Util. Comm., 61 Ohio St. 2d 215, 217-218 (1980). 
Upon reconsideration, however, we are not persuaded tliat the 
absence of a signed, union contract should be considered 
determinative of thia issue. 

The purpose of annualizing expenses is to create a 
representative picture of the costs which the utility will 
incur in the near term future. Once a wage increase has been 
granted, whether it relates to union or nonunion employees. It 
is highly unrealistic to assume that the higher wage rate will 
not be incurred in the future, simply because it is not 
governed by a fixed legal obligation. The failure to recognize 
such Increases in costs will simply make it more difficult for 
the utility to attain its authorized rate of return. Further
more, none of the accounting witnesses testifying in this 
proceeding have even suggested that the annualization of non
union wages cannot be readily reconciled to the test year 
analysis of accounts, or that such an adjustment would result 
in a serious mismatching of revenues and expenses. In fact, 
none of the experts testifying in this proceeding have presented 
any sound reasons why the annualization of non-union wages 
should not be allowed. The Commission is therefore of the 
opinion that the Staff'a recommendation on this issue should 
be adopted, and that the annualization of non-union wages 
should be permitted in this proceeding. 
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Finally, the Applicant objects to the Staff's failure to 
annualize overtime expenscf. The Staff did not eliminate the 
actual overtime costs Incurred during the test year, but it 
argues that these expenses should not be annualized to year 
end levels. As Staff witness Montgomery explained, the amount 
of overtime hours allowed is, to a certain degree, subject to 
the discretion and control of the Applicant (Staff Ex. 3, p. 
5). Furthermore, the amount of overtime tends to fluctuate 
from year to year (Applicant's Ex, 11, TECo R-1), and the 
Staff believes that Increases In overtime costs are not known 
and measurable (Staff Ex. 3, p. 5), Finally, the Applicant 
was unable to supply a breakdown between time and a half and 
double time hours for the test year (Tr. Ill, p. 27). That 
information would certainly l>e essential in determining a 
proper annualization adjustment. The Applicant's objection on 
this issue is therefore overruled. 

Nuclear Fuel Disposal Expense 

The Applicant has proposed an adjustment to account for 
the costs which will eventually be incurred in connection with 
the disposal of spent nuclear fuel (Company Ex. 5, Schedule C-
3.5). The adjustment is based on the $232 per kilogram estimate 
contained in a 1978 study by the Department of Energy (OCC Ex. 
3). Although these costs are not expected to be incurred for 
a number of years, the Applicant argues that they should t>e 
included in current rates under the theory that the customers 
who receive the benefits of nuclear generation should be 
required to poy the costs associated with that generation 
(Company Ex. 3C, p. 14). The Staff agrees that such an adjust
ment should be permitted (Staff Ex. I, pp. 8-9). 

There is, however, one significant difference between the 
proposals submitted by the Applicant and the Staff. The Staff 
recommends that the Commission disallow that portion of the 
adjustment which relates to the disposal costs of fuel which 
has already been consumed (Staff Ex. 1, p. 9; Company Ex. 6C, 
p. 1). The Staff contends that the Applicant's proposal would 
permit a retroactive recovery of those expenses (Staff EX. 3, 
p. 4). The Applicant objects to this recommendation, and has 
offered a number of aijumei.ts in favor of its own proposal. 

The Applicant first suggests that its proposal would not 
really result in a retroactive recovery, because the expenses 
in question will lae Incurred at some time in the future. That 
argument Ignores the fact that these expenses are properly 
attributable to service rendered in the past, irrespective of 
when they are incurred. The Applicant next contends that the 
expenses should be i*.llowed, because the uncertainties regarding 
these items which existed at the time of its last rate case 
made it Impossible to request their inclusion in that proceeding. 
In our opinion, that consideration is insufficient to require 
that future rates reflect what is essentially an unrecovered 
past expense. Finally, the Company argues that the denial of 
the retroactive portion of the expense in this proceeding may 
result in future customers being required to pay those costs. 
That contention is too speculative to warrant consideration. 
The Company's objection is therefore overruled. 

Staff witness Heinna and Company witness Busby recommended 
that the estimates contained the 1978 DOE study be restated in 
1979 dollars, using an index supplied by the Federal Reserve 
Bank ITr. IX, pp. 9-9a, 21-22; Applicant's Ex. 11, p. 3). 
Although OCC objects to the use of a general Inflation factor 
in connection with this particular >:>xpense, witness Busby 
explained that the Company had been unable to locate any index 
which would more closely track the costs of nuclear fuel 
disposal (Tr. XIV, p. 103). It is undisputed that significant 
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Inflation has occurred since 1978 (Tr. IX, p. 9), and the 
Commission believes that the adjustment proposed by witnesses 
Hanna and Busby represents a reasonable step toward recognition 
of t h e actual cost of nuclear fuel disposal, and should there
fore be adopted. The Applicant will, however, be required to 
accurately maintain accruals on its books for this item. In 
order to facilitate any adjustment which may become necessary 
in future proceedings. 

Charitable Contributions 

The Applicant originally requested an allowance of $193,581 
for charitable contributions (Company Ex. 5, Schedule C-7). 
The Staff recommended an allowance of $187,883, which was 
based on a different jurisdictional allocation factor than 
that employed by the Applicant (Staff Ex. 1, p. 91), and the 
Applicant did not object to the Staff's recommendation. OCC 
reiterates its familiar objection to any allowance for this 
item. That objection requires only brief discussion. 

It is now well established that a utility's operating 
expenses may Include a reasonable amount for charitable 
contributions. City of Cincinnati v. Pub. Util. Comm., 55 Ohio 
St. 2d 168, 378 N.E.2a 729 (1978), and the Commission has 
consistently permitted a reasonable allowance for such contribu
tions, provided that the allowance does not exceed .1% of the 
utility's total gross revenues- Cleveland Electric Illuminating 
Co., Case No. 7I-634-y (November 28, 1973). There is notliing 
in the record which persuades us to depart from our established 
policy. 

OCC specifically objects to a contribution to the Americans 
for Energy Independence, on the grounds that it provided no 
benefit to Toledo Edison's ratepayers or their community. 
However, the record Indicates that this is a national organiza
tion which provides information on nuclear energy to the 
public at large, including residents of the Applicant's service 
territory (Tr. Ill, pp. 100-101; Tr, VIII, p. 115-16), The 
Staff believes that this item constitutes an appropriate 
charitable contribution (Tr, VIII, p. 116) and the Commission 
sees no reason to disagree. OCC's objection on this issue is 
therefore overruled. 

Advertising Expense 

The Applicant's proposed test year expenses Include an 
allowance of $276,000 for advertising (Company Ex. 5, Schedule 
C-S). OCC objects to the inclusion of any allowance for this 
item. 

The Commission has consistently permitted a reasonable 
allowance for non-promotional advertising, and sees no need to 
depart from that practice in thlp case. The allowance proposed 
by the Applicant falls within the guidelines established by 
the Commission in Cleveland Electric Illuminating Co., Case 
78-677-EL-AIR (May 2, 1979)(Staff Ex. 3, p. 14). 

OCC specifically objects to an advertisement entitled 
"Three Mile Island, Davis-Besse, and you," on the grounds that 
it is promotional in nature. However, Company witness Busby 
described the advertisement as "informational" (Tr. Ill, p. 
104), and em examination of the ad (which was offered as 
Toledo Coalition for safe Energy Ex. 1 during the public 
statements in Toledo) leads us to the same conclusion. OCC's 
objection is therefore overruled. 
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Area Development Expenses 

The Staff recommends the exclusion of a portion of the 
Applicant's Area Development expenses, on the grounds that 
they relate to promotional, demonstrating, and selling activities 
(Staff Ex. 1, p. 11; Staff Ex. 3, p. 8). The Applicant objects 
to this exclusion, and argues thet tJiese costa are properly 
Included in its test year cost of service (Company Ex. 6C, p. 
6). 

According to Company witness Busby, the Area Development 
activities are designed to encourage new businessea to come 
into the Company's service territory, to encourage existing 
businesses to expand, and also to encourage existing businesses 
to remain in the area (Company Ex. 6C, p, 6). He further 
explained that historically and traditionally, utility companies 
have been a prime source of contact for prospective new industry, 
since most industries prefer to work with one group that can 
show them an entire region, instead of working with several 
organizations and individuals during the early stages of their 
search for an appropriate site (Id.}. The area developement 
activity thus helps to improve the economic climate of the 
service territory for the ratepayers by providing jobs, increasing 
the tax base, and providing stability for the area's overall 
economic well being (Id.). The Commission is therefore of the 
opinion that the expenses in question are reasonable, and are 
properly included in the Applicant's test year cost of service. 
See, Cincinnati Gas & Electric Co., Case No, 79-11-EL-AIR 
(January 7, 1980), 

Rate Case Expense 

The Applicant proposes an allowance of $146,000 for rate 
case expense, to be amortized over a period of two years 
(Company Ex. 5, Schedule C-9). The Staff concurs in that 
recommendation (staff Ex. 1, Schedule 3.10, p 92), OCC 
raises its now fairlliar objection to any allowance for this 
item. 

The Commission has consistently held that the preparation, 
filing, and prosecution of rate cases consltute a normal and 
necessary port of a utility's operations, and must therefore 
be reflected in the cost of service. Cleveland Electric 
Illuminating Co., Casj No. 78-677-EL-AIR (May 2, 1979)- There 
is nothing in the record which indicates that the Applicant's 
proposal is unreasonable. OCC's objection is therefore over
ruled. 

Federal Income Tax 

The Applicant has raised a number of objections to the 
Staff's calculation of federal income tsuc expense. The Staff's 
recommendations, however, are consistent with the Commission's 
recent decisions in this area, and for the most part, the 
Applicant's objections require only brief discussion. 

The Applicant first objects to the Staff's method of 
determining interest expense. That method consists of applying 
the weighted cost of debt used in the rate of return determina
tion to the Applicant's jurisdictional rate base. The Appli
cant argues l^at the Commission should Instead use test year 
interest expense, less the amount of interest which was attrib
utable to CWIP and non-electric operations (Company Ex, 6B, p. 
6). However, as Staff witness Hanna explained, interest costs 
provide a tax benefit, and for that reason, test year operating 
expenses, in order to be consistent with capital structure, 
should reflect the tax benefits associated with the interest 
costs used in determining the cost of debt included in the 
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I* 
overall rate of return calculation (Staff Ex. 4, p, 1 4 ) . ^ 
Since the ratepayers are required to provide a rate of return i 
which reflects the interest costs associated with the debt f 
portion of the capital structure, they should also receive the i 
tax benefits associated with those coats (Id^). Furthermore, 
the Staff's methodology achieves the desired matching and 
consistency between operating income and capital structure, 
and between operating income and rate bass. (Id., pp. 14-15), ri 
The Applicant's objection on this point is therefore overruled, i* 

The Applicant also contends that straight line deprecia
tion for deferred tax purposes should be calculated using book 
lives, rather than guidelines lives. The Staff recommends the [. 
use of guideline lives, because the guideline life represents V 
the maximum period over vdiich the depreciation deduction is 
available (Staff Ex. 4, p. 1 6 ) . The use of guideline lives ^ 
therefore assures that all of the beneflta are recognized 
during that period (Id.). Moreover, that method of calculation L 
is consistent with tSe method specified In Treasury Regulations I 
1.167(1)-1 and l,167(l)-l(h) (IcL). The Commission believes I 
the Staff's methodology is appropriate and should be approved. 

In the alternative, the Applicant argues that the Commis
sion should approve comprehensive interperiod tax allocation. 
The Staff recommends the continuation of partial interperiod 
tax allocation, including (1) normalization of accelerated 
depreciation on an additions forward basis, (2) normalization 
of interest costs associated with construction not included in 
the rate base, and (3) normalization of investment tax credits 
based on ratable flow-through (Staff Ex. 4, pp. 1 7 - 1 8 ) , The 
Staff's recommendation is consistent with a number of recent 
Commission decisions, and the Commission continues to believe 
that It strikes the fairest balance between the interests of 
the Applicant and those of its customers. The Applicant's 
arguments on these Issues sJiould therefore be rejected. 

The Applicant further objects to the Staff's treatment of 
the excess of property tax deductible over book. As witness 
Hanna explained, a timing difference normally exists for this 
item, because the Isook accruals for property tax are based on 
a prior period's liability, while the tax deduction is based 
on year-end property valuation (Staff Ex. 4, pp. 15-16). This 
timing difference is of short duration and non-cumulative, but 
it does result in the property tax deductible for income tax 
purposes in a given period being higher than the property 
taxes accrued for book purposes during the same period (Id., 
p. 1 5 ) , Under the Staff's proposal, the excess of property 
tax deductible over the adjusted test year proftrty taxes is 
taken as a teuc deduction for purposes of calculating federal 
income tax expense (Id., pp. 1 5 - 1 6 ) . This treatment results 
in a flow through of the timing difference, and is consistent 
with the Commission's position on normalization (Id., p. 1 6 ) , 
The Commission believes that the staff's proposal on this 
point is reasonable and should be adopted. This objection is 
therefore overruled. ^ 

Finally, the Applicant objected to the Staff's inclusion | 
of tax depreciation asaociated with CWIP in the calculation of I 
federal income tax. The Staff agreed with this objection 1 
(Staff Ex. 4, p. 16) and revised its calculations accordingly '̂• 
(Staff Ex. 1 2 ) . 

Ohio coal Consumption Tax and PORTA Surcharge 

In the Applicant's last rate proceeding, the Commission 
included an allowance for the Ohio Coal Consumption Tax. The 
Tax was subsequently declared unconstitutional in Dayton Power 
& Light Co. v. Lindley, 58 Ohio St; 2d 465, 391 N.E.2d 716 
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(1979), and as a result, the Applicant never actually had to 
pay the tax. t 

Both the Staff and the Consumers' Counsel argue that the .!i 
Commission should order the Applicant to refund the Coal ' 
Consumption Tax to Its customers. The Applicant argues that 
such an order would bo improper. After carefully reviewing 
the testimony and arguments on this point, the Commission 
fixids itself in agreement with the Applicant. > 

In the first place, the inclusion of the Coal Consumption 
Tax had absolutely no impact on the rates approved in the last ^ 
proceeding, since the rate of return authorized by the Commis
sion would have produced authorized revenues substantially in L 
excess of the amount actually requested by Applicant, in ' 
other words, the same level of rate relief would have been 
granted even If the Coal Consumption Tax had been excluded 
(Tr. IX, p. 15), But more importantly, that order, unlike the 
orders in other cases involving the same issue, did not require 
the Applicant to create a reserve, the disposition of which 
was subject to Commission approval. As a result, the Coal 
Consumption Tax can be treated no differently than any other 
expense included In tho Appllcetnt's last rate proceeding. 

It is well established that the Commission's ratemaking 
powers î re prospoctivo In nature. The Commission establishes 
rates on the basis of expense levels that are reasonably 
representative of tho utility's normal operations at the time 
the rates are approved. But unless a special provision is 
Included in the order approving tho rates, the Commission 
cannot subsequently order the refund of rates collected from 
customers simply because an anticipated expense is not actually 
Incurred. This would clearly constitute retroactive ratemaking, 
and would bo improper on that basis alone, Tho Applicant's 
position on this issue must therefore bo sustained. 

Tho arguments against retroactive ratemaking cut both 
ways, and tho PORTA surcharge represents the other side of the 
same coin. Tho Commonwealth of Pennsylvania levied a one-time 
property tax surcharge on the Applicant, by virtue of its 
ownership interest in tho Bruce Hansfleld Unit No. 2 (Company 
Bx. 6B, p. 5). This item was not included In the Applicant's 
last rate proceeding, and the Applicant proposes to amortize 
the surcharge over a period of two years (^.), The fact 
remains, however, that this item represents a one-time charge 
which cannot properly bo reflected in future rates. Ohio 
Bdloon Co., Case No. 78-1567-EL-AlR (January 30, 198071! Just 
as the commission will not order the refund of anticipated 
expenses which are not actually Incurred, It will not Increase 
future rates to reflect unanticipated expenses which have been 
Incurred in the past. Tho Applicant's arguments on this point 
must therefore be rejected. 

i 

Pennsylvania Gross Receipts Tax I 

The Consumers' Counsel objects to any allowance for the | 
Pennsyx-v-anla Gross Receipts Tax, and the Staff agrees that l 
this item should be eliminated, since the tax has recently f. 
been repealed (Staff Ex. 3, p. 14). Since this item will not | 
represent an ongoing charge in the future, the Commission | 
agrees that it should be eliminated from test year expenses. i 

PUCO Maintenance Tax and Consumers' Counsel Assessment 

The Applicant objects to the Staff's calculations of the 
PUCO Maintenance Tax and the Consumers* Counsel Assessment, 
arguing that 100% of these expenses should be allocated to 
this proceeding. The basis of this argument is that only.the 
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jurisdlctional customers derive a benefit from either of these 
two assessments. 

We have consistently rejected this argument in the past, 
and we do so again in the context of this proceeding. As we 
said In Cleveland Electric Illuminating Co., Case No, 78-677-
EL-AIR (Hay 2, 1979), these two assessments are in the form of 
a tax, and should be allocated as such. The jurisdictional 
portion of these items should therefore l̂e determined in 
accordance with the taxing basis on which the assessments are 
determined, and not the benefits which the two agencies 
provide (Staff Ex. 3, p. 11). A review of the record indicates 
that this is precisely what the Staff has done (Staff Ex. 3, 
pp. 10-11). 

The Applicant's proposal, by contrast, would require the 
jurisdictional eloctric customers to pay that portion of the 
two assessmonts which is occasioned by the revenues derived 
from other facets of the Company's business, such as its gas 
and steam operations (See, Applicant's Ex. 6E, p. 11, Tr. 
VIII, p. 46), This would obviously be Improper. The Applicant's 
objection is therefore overruled. 

Property Tax 

The Applicant originally objected to the Staff's failure 
to use the 1979 property tax rates, 2md the staff subsequently 
agreed that the latest known rates should be used (Staff Ex. 
3, p. 9). During the hearings, the Company supplied the 
latest property tax rates available as of January 8, :3980 
(Company Ex. 12), and the Commission would agree that those 
rates ajfiould bo used in determining test year expenses. 

Gain on tho Sale of Property 

OCC witness Effron proposed an $18,000 adjustment to 
operating income to reflect a normalized (5 year average) gain 
on the sale of property (OCC Sx, 7, p. 32). However, as Staff 
witness Hanna explained, there were no gains from tlie disposi
tion of utility property during the test period (Staff Ex. 4, 
p. 23). For this reason, the Commission believes that OCC's 
recommended adjustment should be rejected. 

Summary of Revenues and Expanses 

upon review of the record, and consistent with the fore
going discussion, the Commission finds the Applicant's adjusted 
revenues and expenses for the test year to be as follows: 

(OOO's Omitted) 

109 

W 

J^i. 

Operating Revenues 

Operating Expenses 
operation and Maintenance 
Depreciation 
Taxes other than Income Taxes 

Federal Income Taxes 

Total Operating Expenses 

Net Operating Income 

$329,108 

181,923 
28,258 
28,258 
28,780 

267,219 

S 61,889 
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PROPOSED INCREASE 

A comparison of jurisdictional test year opera t ing revenues 
of $329,108,000 with allowable jurisdictional expenses of 
$267,219,000 indicates that under the permanent rates in 
effect when this case was filed, the Applicant realized income 
available for fixed charges in the amount of $61,869, based on 
adjusted test year operations. Applying this dollar return to 
the jurisdictional rate base of $694,896,000 results in a rate 
of return of 8,91%, This rate of return is below that recom
mended as reasonable by any of the expert witnesses testifying 
on this subject, and the Commission therefore finds that the 
rates in effect at the time the case was filed (and hence the 
present permanent rates, which are lower than the rates in 
effect when the case was filed) are insufficient to provide 
the Applicant reasonable compensation and return for the 
electric service it renders to customers affected by this 
application. Rate relief is clearly required. 

Under the rates proposed by the Applicant, additional 
gross annual revenues of $38,318,000 would have been realized 
based on test year (^orations as analyzed herein. On a proforma 
basis, which assumes necessary expense adjustments calculated 
in a manner consistent with the Commission's findings, this 
increase in gross revenues would have yielded an Increase in 
net operating income of $19,827,000, resulting in income 
available for fixed charges of $81,716,000. Applyincj this 
dollar return to the jurisdictional rate base results in a 
rate of return of 11.76%. Although it is apparent that the 
present rates are inadequate, the increase proposed by the 
Applicant results In a rate of return higher than that recom
mended by any of the expert witnesses testifying on the subject. 
The Commission must therefore examine the various rate of 
return proposals submitted In this proceeding In order to 
determine a fair rate of return for th>» purpose of establishing 
just and reasonable rates* 

RATS OF RETURN 

Four witnesses presented testimony to assist the Commis
sion in its rote of return determination, and each recommenda
tion was based on a cost of capital analysis. Applicant's 
witness Nicholson recommended a rate of return of 10.94% 
(Company Ex. 60, pp. 2-3), Witness Mount, also testifying on 
behalf of the Applicant, recoimnended a coat of equity of 15% 
to 15,5% (Company Ex. 4, p. 39), t^ich would yield an overall 
rate of return in the range of 10.85% to 11.03%, when applied 
to the cost of capital analysis presented by witness Nicholson, 
Staff witness Wlssman found the cost of capital to be in the 
range of 10.45% to 10.77% (Staff Ex. 8, p. 2), and OCC witness 
Parcell recommended a rate of return in the range of 9.79% to 
10.31% (OCC Ex. 6, p. 46). 

Capital Structure 

The first step in a cost of capital analysis is to deter
mine the appropriate capital structure to be employed. The 
Staff recommends the use of the Company's capital structure as 
of the end of the test year, and none of the parties have 
taken issue with that recommendation. The Commission therefore 
finds that a capitalization ratio of 49.93% long term debt, 
14.94% preferred stock, and 35.13% common equity should be 
used for purposes of the cost of capital analysis (Staff Ex. 
8, p. 2). 
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Cost of Debt and Preferred Stock 

Having adopted the Staff's recommended capital structure 
for purposes of this proceeding, the Coimnisslon finds the 
emlsedded cost of debt to l3e 8.69%, and the embedded cost of 
preferred stock to be 8.30% (Staff Ex. 8, p. 2). 

Cost of Equity 

Unlike the cost of debt and preferred stock, which can be 
readily computed, the cost of common equity can only be esti
mated. There are a variety of methods of determining the cost 
of common equity, and several different approaches have been 
advanced in this proceeding. Applicant's witness Nicholson, 
using a discounted cash flow (DCF) analysis, a comparison of 
earnings/price ratios and bond yields, and cm analysis of 
earnings to net proceeds of past stock issuances, recommended 
a cost of equity of 15.25% (Company Ex, 6D, p. 3). Applicant's 
witness Mount, using a ccxnparable earnings approach, a DCF 
analysis, and a risk spread analysis, found the cost of equity 
to be in the range of 15% to 15.5% (Company Ex. 4, p. 39). 
Staff witness Wlssman, using the DCF approach familiar to the 
Commission and approved in most past cases, recommended a 
range of 13.36% to 14.77% (Staff Ex, 8, p. 2). OCC witness 
Parcell, using a comparable earnings approach, a DCF analysis, 
and a Capital Asset Pricing Model, which was used primarily as 
a check on the comparable earnings analysis, proposed a cost 
of equity In the range of 12% to 13.5% (OCC Ex. 6, pp. 38, 
45). 

As we have noted in the past, the comparable earnings 
approach, used by witnesses Mount and Parcell, contains signif
icant shortcomings. The fundamental problem with that approach 
is determining whether the companies included in the comprison 
are in fact truly comparable. Cleveland Electric Illuminating 
Co,, Case Ho. 78-677-EL-AIR (Hay 2, 1979), Witness Mount's 
analysis was based on Standard & Poor's 400 Industrials, and 
on two specific groups of electric utilities (one group of 
eleven, and a second group of seven) selected from an overall 
universe of ninety-one companies (Company Ex. 4, pp. 24-28), 
The first group was limited to companies who had achieved a 
positive compound growth of 2% or more in earnings per share 
in each of two five year periods, and hod year end common 
stock prices which averaged at least 90% of book value from 
1974 through 1978 (Company Ex, 4, p. 24). The second group 
was limited to companies who had achieved a 5% annual sustain
able growth in earnings per share for the years 1974 through 
1978 (Company Ex. 4, pp. 25-26), He admitted, however, that 
Toledo Edison would not qualify for inclusion in either group 
(Tr. IV, pp. 13-14). Although witness Mount argues that most 
utilities are not earning adequate returns under today's 
economic conditions, and that equity investors now believe 
that electric utilities have greater investment risk that 
industrial concerns (Company Ex. 4, pp. 18, 23), it is diffi
cult to see how the companies used in his analysis can be 
considered comparable to Toledo Edison. 

Witness Parcell also considered the experience of a large 
number of industrial concerns and public utilities, but he did 
not contend that theae firms were comparable to Toledo Bdlson 
(OCC Ex. 6, pp. 14-19), The purpoae of that comparison was to 
ahow the risk differential between industrial concerns and 
utilities, and among the various classea of utilities (OCC Ex, 
6, p. 19). His comparable earninga analysis was primarily 
baaed on a group of twelve combination gas and electric util
ities, which were roughly similar to Toledo Ediaon in tejrms of 
electric operating revenues, net utility plant, percentage of 
equity capital, electric revenues as a percentage of total 
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revenues, and Standard & Poor's stock rankings (occ Ex. 6, p. 
23). Although that sample is arguably more appropriate that 
that employed by witness Hount, since Toledo Edison meets the 
criteria necessary for inclusion in the sample, it is obvious 
that that {uialysls fails to consider a number of factors, such 
as generation mix and geographic location, which are clearly 
relevant to a determination of risk. Here again, we are not 
persuaded that the companies included in the sample are truly 
comparable to Toledo Edison, or that any significant differences 
have effectively been eliminated. Furthermore, Staff witness 
Wlssman argues that the comparable earnings approach, which is 
based on historic returns, fails to equate the coat of capital 
with the return vrtiich can be earned on new, additional invest
ments, and is therefore inconsistent with the principles of 
economic efficiency (Staff Ex. 8, p. 7). In view of these 
considerations, the Commission believes that the comparable 
earnings analyses presented by witnesses Mount and Parcell 
provide an inappropriate basis for determining the cost of 
equity in this proceeding. 

All four rate of return witnesses presented DCF calcula
tions. The DCF method is a market measure, which assumes that 
the cost of equity equals the sum of the current dividend 
yield and the expected rate of growth in dividends (Staff Ex. 
1, p* 39; Staff Ex, 8, p. 4). In applying that method, however, 
it is Important to use market data relating to the specific 
firm whose cost of equity is being determined. As a result, 
witness Mount's DCF analysis, which employed market data 
relating to his sample of eleven electric companies, and not 
Toledo Bdlson, is clearly improper and must therefore be 
rejected (Staff Ex. 8, pp. 15-16), 

Witness Hount also offered certain criticisms of the DCF 
method. For example, he argues that the formula is mathe
matically consistent only when market value is equal to book 
value, and that it assumes that the growth rate will be "con
stant to perpetuity" (Company Ex. 4, p. 32). However, as 
Staff witness Wlssman explained, the validity of the DCF 
methodology is simply not dependent upon the market to book 
ratio, although the resulting cost of equity will be greater 
than the expected return when that ratio is less than one 
(Staff Ex. 8, pp. 14-15). Furthermore, the DCF calculation 
assumes a stable, not a constant, rate of growth, and short 
term fluctuations do not destroy the assumption of long-run 
stability (Staff Ex. 8, p. 15). Consequently, these criticisms 
provide no basis for rejecting the DCF methdology in this 
proceeding. 

The remaining three witness have presented three different 
recommendations concerning the dividend yield portion of the 
DCF calculation. Witness Nicholson recommends a yield of 
10.93%, which is based on the current dividend of $2.20 and 
the average stock price during the third quarter of 1979 
(Company Ex. 6D, OGN-3, p. 2 of 2). witness Wissman's recom
mended yield of 10.43% was also based or the current dividend, 
but his calculation used the average stt»ck price for the 
twelve month period ending September 30, 1979 (Staff Ex. 1, p. 
25; Tr. XI, p. 14). Witness Parcell's proposed yield of 9% to 
10% was based on the past experience of Toledo Edison and 
Moody's twenty-four utilities (OCC Bx, 6, pp. 32-33). 

It would appear that witness Parcell's recommendation 
fails to adequately consider relatively recent market conditions 
(See, occ Bx. 6, p. 33, See also. Schedule 25). Furthermore, 
to~Ehe extent that his proposal is based on market data for 
utilities other than Toledo Edison (OCC Ex. 6, pp. 32-33), it 
suffers from the same infirmities contained in witness Mount's 
analysis. The question, then, is whether the dividend yield 
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should be based on stock prices for one quarter, as the Company 
recommends, or prices for an entire year, as the staff proposes. 
The Ccxnpany suggests that the Commission should use prices 
from a recent quarter in order to adequately reflect 'Current 
economic data. However, Staff witness wlssman explained that 
the use of twelve month period would be much more representa
tive, because It would eliminate the effects of short term 
fluctuations (Tr. XI, pp. 18, 23). The Company further implies 
that the Commission should use more recent stock prices in 
order to give scxne consideration to the recent actions of the 
Federal Reserve Board, which significantly restricted the 
money supply. In Cincinnati Gas & Electric Co., Case No. 79-
11-EL-AIR (January 7, 1980), the Commission approved the use 
of a dividend yield based on stock prices from one recent 
quarter in order to give adequate effect to the Federal Reserve's 
action, and we continue to twlleve that those actions constitute 
a significant financial event. However, the arguments of 
witness Wlssman in this proceeding persuade us that it is 
unnecessary, in determining a fair cost of equity for Toledo 
Edison, to rely solely on market data from a recent three 
month period. As Mr. Wlssman explained, if the staff's recom
mended yield were increased to reflect the recent actions of 
the Federal Reserve, It would also be appropriate to lower the 
expected growth rate to reflect lower dividend expectations 
resulting from the Board's actions (Tr, XI, pp. 15-17a). The 
Commission therefore believes that the use of the Staff's 
recommended dividend yield is appropriate for purposes of this 
case. 

The three witnesses also differed on the other major 
ccmiponent of the DCF calculation; the expected growth rate. 
Witness Nicholson recommended a growth rate of 3.73%, which is 
based on the Company's average growth rate since 1970 (Company 
Ex. 6D, DGH-3, p. 1 of 2). There has been no showing, hiowever, 
that that growth rate Is likely to continue in the future. 
Witness Parcell proposed a growth rate of 2% to 3%, which was 
based on variety of data involving Toledo Edison and Moody's 
24 utilities (OCC Ex. 6, pp. 33-35), Staff witness Wlssman 
recommended a growth rate of 3%, which he developed on the 
basis of judgment, after considering the b x r calculation, 
the growth in dividends per share, and the growth in earnings 
per share (Tr. XI, pp. 5-6). 

The Company argues that the Commission should at least 
use a growth rate of 3.42%, which results from the b x r 
calculation, without consideration of the other two factors. 
However, witness Wissman's recommendation appears more reason
able in light of the other two factors: the growth rate in 
dividends per share of 2.24%, and the growth rate in earnings 
per share of negative 2.13% (Staff Ex. 8, p. 9). Furthermore, 
that recommendation is consistent with the upper end of the 
range proposed by witness Parcell. The Commission therefore 
concludes that the Staff's recommended growth rate is reason
able for purposes of this caae. 

The Staff further recommends that its baseline cost of 
equity be multiplied by factors of 1.032 and 1.1, in order to 
reflect Issuance costs and dilution due to market pressure, 
and to allow general flexibility in future financings (staff 
Ex. 8, p. 10). Witness Mount suggested using similar factors 
of 1.05 and 1.1 (Company Ex. 4, p. 37), and Company witness 
Nicholson advocated factors of 1.0419 and 1.1 (Company Ex. 6D, 
DGN-3, p. 2 of 2). Witness Parcell argues that a case could 
be made for applying no adjustment, but that if such an adjust
ment is to be made, it should be limited to a mzucimum factor 
of 1,02 (OCC Ex. 6, pp, 35-36). 
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Wltness Parcell argues that an adjustment for issuance 
costs should apply only to new stock Issues, and not to all of 
the Company's existing common equity (OCC Ex. 6, pp. 35-36).- " 
However, as witness Wlssman explained, the Company has incurred 
Issuance costs in connection with all past issues at the time 
they were made (Tr- XI, pp. 51-52). witness Parcell further 
challenges the assumption that new Issuances result in market 
pressure on the selling company (OCC Ex. 6, pp. 36-37). 
Although he performed a study which tends to support that 
conclusion (OCC Ex. 6, pp. 36-37), Staff witness Wlssman cited 
other studios which indicate that the Staff's adjustment 
factors are reasonable (Staff Ex. 12, pp, 1012). The Commis
sion therefore believes that the use of those factors in 
determining the cost of equity is appropriate. 

In view of the foregoing considerations, the Commission 
believes that the Staff's recommended cost of equity is reason
able and should be adopted. However, in view of a number of 
factors, including the magnitude of the Company's construction 
program (anticipated expenditures of $973 million between 1979 
and 1933) (Company Ex. 3D, p. 4), the Company's ongoing need 
to issue additional equity capital [Company Ex. 3D, p. 24), 
the Company's cash flow position, including its negative 
internal generation of funds in recent years (Staff Ex. 1, p. 
26), the recent drop in the price of the Company's common 
stock (Tr. IV, pp. 59-60; Tr. XI, p. 19), the anticipated rate 
of inflation in the near term future (Tr. XI, p. 13), and 
current market conditions, including the fact that risk free 
treasury bills are now yielding 12.3% (Staff Ex. 8, p. 13, as 
corrected at Tr. XI, p. 4), the Commission believes that the 
upper bound of the Staff's recommended range should be approved. 
Applying a cost of equity of 14.77% to our findings concerning 
the cost fo debt and preferred stock yields a weighted cost of 
capital of 10.77%. We conclude that a rate of return of 
10.77% is sufficient to provide the Applicant reasonable 
compensation for the electric service it renders to the cus
tomers affected by this application. 

Attrition Adjustment 

Company witness Nicholson recommends that the return on 
equity be increased by .5% to offset earnings erosion caused 
by rising costs (Company Ex. 6D, pp. 30-31). The Staff 2urgues 
that this adjustment should IK denied, and after reviewing the 
record in this case, the Commission finds Itself in agreement 
with the Staff. 

The Commission has already permitted the annualization of 
certain known cost increases which occurred during the test 
year, and these adjustments should partially offset the effects 
of earnings erosion. Furthermore, although the Company has 
had to seek emergency rate relief on various occasions in 
recent years, it is not now operating under emergency rates. 
Finally, the Commission has approved the upper bound of the 
Staff's recommended rate of return. In view of these consider
ations, we do not believe It necessary to approve a specific 
adjustment to offset the effects of earnings erosion. 

AOTHORIZED INCREASE 

A rate of return of 10.77% applied to the jurisdictional 
rate laase of $694,896,000 approved for purposes of this proceed
ing results in an allowable return of $74,840,000. Certain 
expenses must be adjusted if the gross revenues authorized are 
to produce this dollar return. These adjustments, which have 
been calculated in a manner consistent with the findings 
herein, result in an increaae in federal income tax of $11,033,000, 
in state excise tax of $996,000', and in the allowance for 
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uncollectibles of $50,000. The net effect of these adjustments 
is to Increase allowable expenses to $279,298,000. Adding the 
approved dollar return to.these allowable expenses results in 
a finding that the Applicant is entitled to place rates in 
effect which will generate $354,138,000 in gross annual opera
ting revenue. This represents an Increase of $25,030,000 over 
the rates in effect when the application was filed, and an 
increase of $30,738,000 over the rates which are presently in 
effect. 

X. 

On January 17, 1980, the Applicant submitted calculations 
showing that tiie proposed increase, which was somewhat larger 
than the authorized increase, would comply with the anti-
inflation guidelines adopted by the Council on W;̂ ge and Price 
Stability. We reiterate, however, that these guidelines 
cannot relieve the Commission of its atatutoiry duty to decide 
each case In accordance with the applicable provisions of 
state law. 

POWERPLAHT PRODUCTIVITY 

The Staff has entered into a cooperative agreement with 
the United States Department of Energy to investigate the 
costs and benefits associated with approving powerplant produc
tivity (Staff Ex. 1, p. 30). Preliminary results of this 
investigation have led the Staff to conclude that this issue 
merits further study (Id,)- As Staff witness Hunt explained, 
improved powerplant productivity could result in significant 
benefits for the company and its consumers, including (1) a 
more reliable generating system, (2) reduced fuel and purchased 
power expenses, (3) better control of operations and mainte
nance expenses, and (4) a possible reduction or deferral in 
the need for new capacity (Staff Ex. 7, p. 11). She recommends 
that the Applicant he required to submit quarterly reports, in 
a form agreed upon by the Applicant and the Staff, detailing 
the immediate past performance of its generating units, Isegin-
nlng with the base-loaded units 40 days after the end of the 
fourth quarter of 1980, and the entire Toledo Edison system 40 
days after the end of the first quarter of 1981 (Id., p. 12). 
The Commission will require the Company to submit such reports. 

RATES AND TARIFFS 

§ 

Certain questions remain for the Commission's determina
tion relating to the appropriate assignment of revenue responsi
bility, the design of specific rates, and certain other tariff 
provisions. These issues will be discussed under appropriate 
subheadings below. 

Revenue Responsibility and Rate Design 

The Applicant, the Staff, the Consumers' Counsel, and 
General Motors Corporation have entered into a stipulation, 
recommending that the Commission adopt the allocation of 
revenue responsibility and the rate structures proposed by the 
Applicant, including the consolidation of the PV-43 and PV-45 
schedules into a new PV-44 schedule (Tr. VI, pp. 3-7). The 
stipulation further recommends that if the Commission should 
(as it has) authorize revenues which are less than those 
requested by the Applicant, class revenue responsibility 
should be assigned proportionately, and the Applicant's proposed 
rate structures should be approved, except that the tail block 
energy charge for each schedule should not be reduced, and any 
reduction in authorized revenues should be reflected primarily 
in the demand component, where applicable (Tr. VI, pp. 34). 
The stipulation does not deal wlti the proper amount of the 
customer charge or the proposed account activation charge, or 
•the issue of whether any account activation charge should be 
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approved (Tr. VI, pp. 5-7). Applicant's witness Huepenbecker 
testified that the proposed rates and allocation of revt̂ nue 
responsibility .contained in the stipulation are based on the 
embedded costs reflected in a cost of service study conducted 
by the Applicant (Tr. VI, p. 30). He added that the proposed 
PV-44 schedule is more reflective of cost incurrence than the 
PV-43 and PV-45 schedules originally filed by the Applicant 
(Tr. VI, pp. 30-31). The Cormnisaion is of the opinion that 
the stipulation is reasonable and should be approved. 

On brief, OCC argues that the effect of the Applicant's 
employee discounts should be assigned to all classes of cus
tomers, and not just to the residential class, as the Applicant 
proposes. Despite OCC's assertions to the contrary, we belive 
this Issue was clearly resolved by the stipulation, as OCC's 
own witness appeared to recognize (Tr. XII, pp. 5-6). This 
argument must therefore be rejected. 

Customer Charge and Account Activation Charge 

All of the Applicant's proposed rate schedules except 
Schedule GS-18 (Outdoor Security Lighting) contain a separate 
customer charge (Staff Ex. 1, p. 47). The proposed monthly 
customer charge for the residential rate schedule (R-01) is 
$4.00 (Company Ex. 1, Schedule E-l, p. 1 of 39). None of the 
parties have specifically (Ejected to that charge, and the 
Staff's analysis shows that the Company's proposal is cost 
justified (Staff Ex. 1, p. 61). In fact, the Staff specifically 
argues that the proposed customer charge should not be reduced, 
because such charges are not only based on costs; they also 
provide an element of revenue stability (Staff Ex. 1, p. 60), 

The Consumers' Counsel, however, suggests that such 
charges are inappropriate, because they reduce the incentive 
to conserve. The Commission disagrees. The purpose of such a 
charge is to identify the costs associated with having customers 
on the system, irrespective of the level of consumption, and 
to require each customer to pay an appropriate share of those 
costs (See, Staff Ex, 6, p. 9). The need for conservation 
must be weighed against other considerations, such as the 
desirability of charging cost-based rates, and that need 
clearly fails to justify rejection of the customer charge 
proposed In this proceeding. 

The Applicant also proposes an account activation charge 
of $6,00 for its residential 2Uid "widely used" small general 
service rates (Company Ex, 1, Schedule E-3, p. 1 of 7). The 
charge would apply to the first bill rendered to a new customer 
or a customer at a new location (Company Bx. 1, Schedule E-l, 
p. 1 of 39). The underlying rationale is that the "substantial 
expenses" incurred in establishing new accounts should be 
charged directly to the customer creating those costs (Company 
Ex. I, Schedule B-3, p. 1 of 7). 

The Staff agreed with this proposal in principle, but 
argued in the Staff Report that the Applicant should "fully 
justify" the magnitude of the proposed charge in the context 
of the hearing process (Staff Ex. 1, p. 48). Company witness 
Huepenbecker testified that only the administrative costs 
(office, labor, and equipment) of "customer contact Involvement" 
would justify a charge of nearly $7.00 for account activation 
(Company Ex. 6E, p. 10). He was unable, however, to Identify 
tho account numbers for thoae expenses, and he further Indicated 
that the derivation of those costs was essentially based on 
the judgment of the supervisors in the cuatomer service area 
(Tr. VI, pp. 23-24). Furthermore, the Staff suggests on brief 
that acme of the costs included in the Company's proposed 
account activation charge may have been included in the Staff's 
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calculation of the customer charge (Staff's Brief, p. 24). 
Although the Staff maintains that any duplication of costs 
would be relatively insignificant, the .record is not really 
conclusive on this point. We are cognizant, of course, that 
any cost of service study is necessarily dependent upon a 
certain degree of judgment, but upon review of the evidence 
relating to this issue, we ore not convinced that the record 
justifies the approval of a $6.00 account activation charge at 
this time. This provision should therefore be rejected. 

Terms of Payment 

Under the Applicant's existing rate schedules, customers 
are subject to a 5% late payment charge if their bills are not 
paid within fourteen days after they are rendered (Staff Ex. 
1, p. 46). The Staff recommends that that period be extended 
to twenty days, OCC supports the Staff proposal, and the 
Applicant opposes any extension of the current payment period. 

In theory, the Staff's proposal appears to be reasonable, 
but the Applicant argues that the proposed extension would 
create significant problems for the Company. According to 
Company witness Huepenbecker, the Company has determined that 
it cannot lengthen the current payment period at all without 
extensive revision of Its billing and collection procedures 
(Company Ex. 6E, p. 5; Tr. VI, p. 14), He also argues that an 
extension of the payment period would increase the Company's 
accounts receivable and adversely affect its cash flow (Id^, 
p. 3). 

The considerations cited by the Company would not, in and 
of themselves, necessarily require the rejection of the Staff's 
proposal, but the record in this case falls to demonstrate any 
compelling need for such an extension. Of the twenty-one 
public witnesses Who testified at the hearings in Toledo, only 
two suggested that an extension of the payment period would 
provide any personal benefit (Tr. I, pp. 11-12, 24), and two 
others indicated that it would not (Tr. I, pp, 27-8, 33). 
Perhaps this is not surprising; during the twelve month period 
ending in March, 1978, 66.5% of the Company^s residential 
customers were not assessed any late payment charges, and 7.7% 
were assessed a late payment charge only once (Tr. VI, p. 35), 
It is true that a customer might technically become subject to 
the late payment charge as a result of being away from home on 
a two week vacation, but the Company's present policy is not 
to assess the penalty the first time a customer makes a late 
payment each year (Tr. VI, p. 35). As a result, we are not 
persuaded that the record justifies an extension of the payment 
period in thia proceeding. We do believe, however, that the 
Company's unwritten policies of allowing customers one additional 
day tjefore imposing the late payment charge (Tr. VI, p. 14) 
and Imposing the charge only upon the second Instance of late 
payment within a twelve month period (Tr, VI, p. 35) should be 
incorporated in the Company's tariffs to be filed as a result 
of this proceeding. We would also note that our decision on 
this issue should not be considered binding in any future 
generic proceedings in which this issue is considered. 

Both the Staff and the Consumers' Counsel argue that if 
the payment period is not to be extended, the current 5% late 
payment charge should be eliminated for residential customers. 
That proposal is not supported by the record, and muat there
fore be rejected. 

The Public Utility Regulatory Policies Act (PURPA) 

In November, 1978, Congress enacted, and the President 
signed into law, The Public Utility Regulatory Policies Act 
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(PURPA) as one of five pieces of legislation which comprised 
the National Energy Act, PURPA requires that >ach state 
utility regulatory agency review and consider certain electric 
and natural gas utility rate and regulation standards whî -h 
are intended to encourage conservation of energy, efficieuc 
use of utility resources, and equitable rates and charges to 
customers. 

The Commission must consider, for each regulated electric 
utility covered under PURPA, the cost of providing service to 
each class of customers, and determine rates which are, as 
nearly as practicable, commensurate with those costs. The 
adoption of specific rates will include determining the appro
priateness of declining block, time of use rates, seasonal 
rates, interruptlble rates, load management techniques, and a 
review of lifeline type schedules. In addition, consideration 
must be given to the restriction of master metering service, 
automatic adjustment clauses, information which is to be 
provided by the utility to its customers, service termination 
procedures, and review of advertising expenses. , g 

The specific standards to be considered under PURPA have 
been segregated into two procedural categories: generic and 
case specific. Prohibitions on master metering, procedures t 
for providing adequate information to consumers, procedures to 
protect ratepayers from abrupt termination, and lifeline rates [ 
will be generic in nature. Various proceedings have been [| 
initiated to eiddress the propriety of those standards. The |{ 
remaining standards of advertising expenses, cost of service, |̂  
declining block rates, time-of-day rates, seasonal rates, ;. 
interruptlble rates, and load management techniques, have been '•f^'i 
addressed and reviewed in this proceeding. (See, Company Ex. { c 
3E, pp. 21-23; Staff Ex. 6, pp. 2-4). The discussions contained 
in this Opinion and Order and the rate schedules approved 
herein reflect the extent to which the Commission has determined | Q$ 
these standards to be appropriate. 

Effective Date: 

l a 

It has been the customary practice of the Commission to 
provide in its rate orders that tariffs filed pursuant to such g^ 
orders shall be applicable to service rendered 30 days follow- ĵ ^̂ ;̂  
ing the issuance of the entry accepting those tariffs for 
filing. The purpose of delaying the effective date of the 
tariffs has been to afford the customers affected by the rate 
case notice of the increase authorized, prior to the time 
those rates go into effect. The Commission continues to 
believes that this is a reasonable practice, but finds that g 
there are circumstances presented by the instant case ̂ ^ich I p 
compel a departure from this policy. 

'" mmam 
Section 4909,42 of the Revised Code provides that If tlie 

Commission has not acted upon a rate application within 275 
days of the filing, the applicant utility, upon the filing of 
an underteUcing in an amount determined by the Commission, may 
place the proposed rates in effect, subject to the condition 
that amounts charged and collected in excess of those finally 
determined to be reaaonable by the Commisalon shall be refunded. 
The Ĉ tamisslon makes every effort to Issues its rate orders in 
advance of the expiration of the 275 day time period, in order 
to avoid the customer confusion which might result under the 
refund provision. This was not possible in the instant -̂ ase, 
due to the number and complexity of the issues involved-
However, the Applicant has made no attempt to place its pro
posed rates in effect, and the Commission believes that basic 
principles of fairness dictate that the Applicant should not 
be penalized for its forebearance. The Commission therefore 
finds that the appropriate course in this case is to establish 
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the effective date of the tariffs filed pursuant to this order 
as the date thsy are approved by Commisson entry. The cus
tomary notification requirement will-of course, be retained, 
and such notice should be mailed to customers upon approval of 
its form by the Commission. 

FINpIHGS OF FACT; 

From the evidence of record in this proceeding, the Com
mission now makes the following findings: 

1) The value of all of Applicant's property used and 
useful for the rendition of electric service to the 
customers affected by this application, determined 
in accordance with Sections 4909.05 and 4909.15 of 
the Revised Code, as of the date certain of April 1, 
1979, is not less than $694,896,000. 

2) For the twelve month period ending September 30, 
1979, the test period in this proceeding, the 
revenues, e;q>enses, and income available for fixed 
charges realized by Applicant under the permanent 
rate schedules in effect when the case was filed 
were $329,108,000, $267,219,000, and $61,889,000, 
respectively. 

3) This net annual compensation of $61,889,000 represents 
a rate of return of 8.91% percent on the juris
dictional rate base of $694,896,000. 

4) A rate of return of 8.91 percent is insufficient to 
provide Applicemt reasonable compensation for the 
electric service rendered to customers affected by 
this application. 

5) A rate of return of 10.77 percent is fair and reason
able under the circumstances presented by this case 
and is sufficient to provide Applicant just compensa
tion and return on the value of its property used 
and useful in furnishing the service described in 
the application. 

6) A rate of return of 10.77 percent applied to the 
rate base of $694,896,000 will result in income 
available for fixed charges in the amount of $74,840,000. 

7) The allowable annual expenses of applicant for 
purposes of this proceeding are $279,296,000. 

8) The allowable gross annual revenue to which Applicant 
is entitled for purposes of this proceeding is the 
sum of the amounts stated in Findings 6 and 7, or 
$354,138,000, 

9) Applicant's present permanent tariffs ahould be 
withdrawn and cancelled and Applicant should submit 
new tariffs consistent in all respects with the 
discussion and findings set forth above. 

10) The tariffs submitted by Applicant shall contain 
base (or non-fuel) rates and charges sufficient to 
yield gross revenuea which will compenaate the 
Company for allowable test period operating expenses, 
exclusive of fuel costs includable in its fuel 
adjustment clause calculation, and yield a 10,77 
percent rate of return on its rate base of $694,896,000. 

tA 

•Tl 
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11) The Beaver Valley common facilities should be reclass
ified for ratemaking purposes as plant held for 
future use. , 

12) Applicant should l̂ e required to submit quarterly 
reports, in a form to be agreed upon by the Applicant 
and the Staff, detailing the immediate past per
formance of its generating units. 

CONCLUSIONS OF LAWt [ 

1) The application herein Is filed pursuemt to, and 
this Commission has jurisdiction thereof, under 
the provisions of Sections 4909.17, 4909.18, and 
4909.19 of the Revised Code; further. Applicant has 
complied with the requirements of the aforesaid 
statutes. 

2) A staff investigation has been conducted and a 
report duly filed and mailed and public hearings 
have been held herein, the written notice thereof 
having complied with the requirements of Section 
4909.19 of the Revised Code. 

3) The existing rates and charges as set forth in 
Applicant's permanent tariffs governing service to 
customers affected by this application are Insuffi
cient to provide the Company with adequate net 
annual compensation and return on its property used 
and uooful in the rendition of electric service. 

4) A rate of return of 10.77 percent is fair and 
reasonable under the circumstances of this case and 
is sufficient to provide Applicant just compensation 
and return on its property used and useful In tlie 
rendition of electric service to its customers, ,| 

5) Applicant should be authorized to cancel and withdraw [' 
its present permarent tariffs on file with t}ie | 
Commission and to file tarlf'cs consistent in all [ 
respects with the discussion and findings set forth 
above. 

It is, therefore, 
i-

ORDERED, That the application of the Toledo Bdlson Company 
for authority to increase its rates and charges for electric I 
service be granted to the extert provided In this Opinion and [; : 
Order. It is, further, | ii 

ORDERED, That the Applicant be, and hereby is, authorized I 
to file new tariffs consistent with the discussion and findings 
set forth above. Upon receipt of three (3) complete copies of 
tariffs comformlng to this Opinion and Order, the Commission 
will review and approve those tariffs by entry. It is, further, 

ORDERED, That the effective date of the new tariffs shall 
be the date those tariffs are accepted for filing. The rates 
Included therein shall h e applicable to all service rendered 
on or after the effective date. Applicant shall immediately 
commence notification of customers of the increaae in rates 
authorized herein by insert or attachment to its billings, by 
special mailing, or by a combination of the above. Applicant 
shall submit a proposed form of notice to the Conmission when 
it files its tariffs for approval and the Comnission will 
review that notice, and if proper, approve it by entry. It 
is, further. 

Appx.000047



Case No. 79-143-EL-AIR -42-

r 
' I ? U 

ORDERED, That the Beaver Valley common facilities be 
reclassified for ratemaking purposes as plant held for future 
use. It is, further,-

ORDERED, That the Applicant submit quarterly reports in a 
form agreed upon by tho Applicant and the Staff, detailing the 
immediate post performance of its generating units, beginning 
with the baso-loaded units forty (40) days after the end of 
the fourth quarter of 1980, and the entire Toledo Edison 
system forty (40) days after the end of the first quarter of 
1981, It is, further, 

ORDERED, That all objections and motions not specifically 
discussed in this Opinion and Order or rendered moot thereby 
be, and heroby are, overruled and denied, it is, further, 

ORDERED, That a copy of this Opinion and Order be served 
upon all parties of record, 

THE PUBLIC UTILITIES C0B1HISSI0N OF OHIO 

L̂, 

tr. 

. m 

Commissioners 

Entered in the Joumal 
FEB 291960 

< < : X i r ' ^ ^ ^ -
David H. Polk 
Secrscsry 

KWC/los 

ha 
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SUMMARY OF 
THE COMMISSION'S OPINION AND ORDER OF AUGUST 16, 1990 

IN THE OHIO EDISON COMPANY'S RATE CASE 
CASE NO. 89-1001-EL-AIR 

s- On August 1, 1989, the Ohio Edison Company filed an appli
cation to increase by $216,346,022 the rates that it charges for 
electric service. The company proposed to reduce the first year's 

*B increase by a credit of $93,687,164, if its full rate request was 
granted by the Commission. Thus, under the company's proposal, 
the rate increase in the first year would be $122,658,858, or 7.41 
percent. Near the conclusion of the hearings, the company and the 
Commission's staff entered into an agreement whereby those parties 
recommended that, should the Commission authorize a rate increase 
of at least $198.5 million, the Commission should adopt a speci
fied three-year phase-in of the established rate increase. 

The Commission has determined that the company is entitled to 
an increase of approximately $142,376,000, which represents an 
increase of approximately 8.5 percent over current total operating 
revenues. Since the authorized revenue increase is less than the 
amount which would trigger the recommended phase-in treatment 

; under the terms of the company and staff's agreement, the Commis-
î  sion will not adopt the stipulation, and no phase-in of rates will 
I be required. The company had requested an overall rate of return 
|: of 11.68 percent. The Commission authorized a return of 11.20 
'I percent including a return on equity of 13.21 percent. 

I In its Opinion and Order, the Commission authorized, for the 
I first time, inclusion of the Beaver Valley 2 nuclear plant in the 
I company's plant-in-service. Beaver valley 2 began commercial 
|{ operation in November 1987. The Commission concluded that, while 
i Ohio Edison's reserve margin in 1989 through 1991 slightly exceed-
£ ed the 20 percent standard established in the Commission's generic 
I investigation of excess capacity, no excess capacity adjustment 

was warranted in this proceeding primarily because the deviation 
from the 20 percent benchmark is extremely small and the reserve 
margin falls below the benchmark after 1991. The Commission also 
considered the likely impact of acid rain legislation in the near 
future; the company's efforts and long-term ratepayer benefits 
resulting from t'le P£:?CO sale; and the capacity used for experi
mental programs such as coal research and development. 

This summary was prepared to provide a brief statement of the 
Commission's action. It is not a part of the Commission's de
cision and does not supersede the full text of the Commission's 
Opinion and Order. 
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BEFORF: 

THE PUBLIC UTILITIES COMMISSION OF OHIO 

In the Matter of the Application of) 
Ohio Edison Company for Authority ) 
to Change Certain of Its Filed ) Case No. 89-1001-EL-AIR 
Schedules Fixing Rates and Charges ) 
for Electric Service. ) 

OPINION AND ORDER 

The Commi ssion, coming now to consider the above-entitled 
p.atter, specifically the application of Ohio Edison Company filed 
pursuant to Section 4909.18, Revised Code; the Staff Report of 
investigation issued pursuant to Section 4909.19, Revised Code; 
having appointed its attorney examiners, Ann K. Reinhard and 
Dwight D. Nodes, pursuant to Section 4901.18, Revised Code, to 
conduct the public hearings and to certify the record directly to 
the Commission; having reviewed the testimony and exhibits intro
duced into evidence at the public hearings; and being otherwise 
fully advised of the facts and issues in this case, heieby issues 
its opinion and order. 

APPEARANCES: 

Michael R, Beiting, Leila L. Vespoli, and Kathy J. Kolich, 76 
South Main Street, Akron, Ohio 44308, and Porter, Wright, Morris & 
Arthur, by Samuel H. Porter, Daniel R. Conway, and Kathleen Mc-
Manus Trafford, 41 South High Street, Columbus, Ohio 43215, on 
behalf of Ohio Edison Company. 

Anthony J. Celebrezze, Jr., Attorney General of Ohio, by 
Robert S. Tongren, Section Chief, and James B. Gainer, Ralph D. 
Clark, William L. Wright, Thomas w. McNamee, and Michael C. 
Regulinski, Assistant Attorneys General, 180 East Broad Street, 
Columbus, Ohio 43266-0573, on behalf of the staff of the Public 
Utilities Commission of Ohio. 

Bricker & Eckler, by Kirk N. Guy and Mary R. Brandt, 100 
South Third Street, Columbus, Ohio 43215, on behalf of RMI Com
pany and Ohio Cable Television Association. 
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Ritts, Brickfield & Kaufman, by Jill M. Barker and Elizabeth 
L. Taylor, Watergate 600 Building, Suite 915, Washington, D. C. 
20037-2474, on behalf of North Star Steel Ohio. 

Bell & Bentine Co., LPA, by Langdon D. Bell, Judith B. 
Sanders, and Barth E. Royer, 33 South Grant Avenue, Columbus, Ohio 
43215, on behalf of the Industrial Energy Consumers. 

HISTORY OF THE PROCEEDINGS: 

Ohio Edison Company (Ohio Edison, the applicant, or the com
pany) is an Ohio corporation engaged in the business of supplying 
electric service in this state. Applicant is a public utility and 
an electric light company within the definitions of Sections 
4905.02 and 4905.03(A)(4), Revised Code, and, as such, is subject 
to the jurisdiction of this Commission pursuant to Sections; 
4905.04, 4905.05, and 4905.06, Revised Code. The company provides 
retail electric service to approximately 859,000 customers. Its 
service territory covers approximately 7,500 square miles and en
compasses all or a part of 35 Ohio counties. This service terri
tory ranges generally from the Pennsylvania border on the east 
through north-central Ohio, and also includes a non-contiguous 
area in the west-central portion of the state. The company also 
provides service to approximately 128,000 customers in western 
Pennsylvania through its wholly-owned subsidiary, the Pennsylvania 
Power Company. Applicant's present rates and charges for electric 
service were established by order of this Commission in Ohio 
Edison Company, Case No. 87-689-EL-AIR (January 26, 1988), 

On June 30, 1989, Ohio Edison served and filed a notice of 
its intent to submit a permanent electric rate increase applica
tion pursuant to Section 4909.18, Revised Code, as required by 
Section 4909,43(B), Revised Code, and Rule 4901-7-01, Ohio Admini
strative Code (O.A.C). As a part of this prefiling notification, 
the company requested that June 30, 1989, be fixed as the date 
certain for the valuation of property and that the 12 months end
ing December 31, 1989, be established as the test period for the 
analysis of accounts. By entry dated August 1, 1989, the Commis
sion approved the date certain and test year proposed by the com
pany. Ohio Edison's application was submitted on August 1, 1989, 
and was accepted for filing as of that date by entry of October 
31, 1989. The form of legal notice proposed by the company was 
also approved by this entry. Updated information for the test 
year was provided by OhiD Edison on September 29, 1989. 

In accordance with the provisions of Section 4909.19, Revised 
Code, the staff of the Commission conducted an investigation of 
the matters set forth in the application and the related filings. 
A written report of the results of the staff investigation was 
filed on February 9, 1990, and was served as provided by law. Ob
jections to the Staff Report of Investigation (S.R.) were timely 
filed by the applicant and by interveners Office of Consumers' 
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Counsel (OCC), the Industrial Energy Consumers (lEC), North Star 
Steel Ohio (North Star), RMI Company, and Ohio Cable Television 
Association. intervener city of Massillon filed no objections and 
did not participate in the hearings. 

Pursuant to entry dat?d February 15, i.990, the public hearing 
in this matter commenced on April 3, 1990, at the offices of the 
Commission, 180 East Broad Street, Columbus, Ohio. The Columbus 
hearing concluded on May 14, 1990. Pursuant to entry dated April 
17, 1990, local sessions of the hearing were conducted on May 14, 
1990, in Akron, Ohio; May 15, 1990, in Massillon and Salem, Ohio; 
May 17, 1990, in Marion, Ohio; May 21, 1990, in Sandusky and 
Eiyria, Ohio; Hay 24, 1990, in Mansfield, Ohio; May 25, 1990, in 
Springfield, Ohio; and May 29, 1990, in Warren and Youngstown, 
Ohio, to afford members of tne public affected by this application 
the opportunity to present statements concerning the proposed rate 
increase. Notice of the application and of the local public heat
ings was published by the -ompany in accordance with Sections 
4903.083 and 4909.19, Revised Code, and the April 17, 1990 entry 
(Company Exs. 3A and 3B). Post-hearing briefs and replies were 
submitted en May 25, June 4, June 8, and June 18, 1990. In the 
February 15, 1990 entry, the parties were instructed to address 
their objections to the Staff Report in their initial briefs. Any 
objection which was not discussed was to be deemed withdrawn. The 
examiners have certified the recorded transcript of the proceeding 
and the exhibits admitted into evidence to the Commission for its 
conside cation. 

COMMISSION REVIEW AND DISCUSSION: 

Case No, 89-10 01-EL-AIR comes before the Commission upon the 
application of Ohio Edison Company, pursuant to Section 4909.18, 
Revised Cede, for authority to increase its rates and charges for 
electric service to jurisdictional customers. The applicant 
alleges that its existing base rates are insufficient to provide 
it reasonable compensation for the service it renders, and seeks 
Commission approval of base rate schedules which would yield 
$216,346,022, as indicated in the company's two-month update, in 
additional gross annual base rate revenues based on the company's 
analysis of test-year operations (Co. Ex. 5A, 5ched. A-1). This 
is an increase of approximately 13.07 percent over staff's ad
justed total current revenues. The company proposes to reduce the 
first year's increase by a credit of $93,687,164 (Co. Ex, 5A, 
Sched. A-1). Thus, the base rate increase in the first year would 
be $122,658,858, or approximately 7,41 percent over staff's ad
justed total currt-nt revenues. It now falls to the Commission to 
determine if the existing rates are inadequate and, in the event 
of such a finding, to establish rates which will afford the com
pany a reasonable earnings opportunity. 

Three stipulations were offered at the hearing for the Com-
mission's consideration in this case. The first stipulation (Jt. 
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Ex. 1), entered into between Ohio Edison, the Ohio Cable Televi
sion Association, and the staff, concerns pole attachment matters 
and will be discussed in the rates and tariffs section of this 
opinion and order. The second stipulation ;Jt. Ex. 2), entered 
into between Ohio Edison and the staff, deals with the staff's 
management and operations review and the consumer services review 
and will be addressed in those sections of this opinion and order. 
The third stipulation (Jt, Ex. 3), entered into between Ohio Edi
son and the staff, concerns an alternative phase-in plan for the 
Commission's consideration. This stipulation will be dî r.cussed in 
the section of this opinion and order regarding the authorized 
rate increase. Rule 4901-1-30, O.A.C., provides for stipulations 
of the type presented in these cases. Although not binding upon 
the Commission, such stipulations are entitled to careful consid
eration. See Cincinnati Gas & Electric Company, Case No. 76-302-
EL-AIR (May 4, 1977). 

Before turning to the substance of applicant's rate proposal, 
an evidentiary matter will be addressed. At the commencement of 
the hearing, the attorney examiner granted Ohio Edison's motion to 
strike lEC's objections to the Staff Report on the traffic and 
street lighting tariff, the partial service tariff, and certain 
port i ons of I îC witness Knoblcch' s testimony concerning rate com-
parisons, lEC filed a motion to certify an interlocutory appeal 
from the examiner's ruling. By entry dated April 25, 1990, the 
examiner denied the motion to certify on the grounds that the 
appeal did not present a new or novel question of interpretation, 
law, or policy. On brief, lEC requested that the Commission con
sider this matter and reverse the attorney examiner's ruling. 

In the company's application, costs attributable tu the 
traffic and street lighting customers were excluded in the juris
dictional allocations, and the company proposed no change in rates 
for these customers. These allocations are not disputed. Fur
ther, the company did not propose any changes to its partial ser
vice tariff. lEC objected that the staff unreasonably failed to 
attribute responsibility for any of the proposed increase in reve
nue requirements to the traffic and street lighting class, lEC's 
objection on the partial service tariff was that the staff failed 
to recommend that Ohio Edison be required to offer a partial ser
vice tariff similar to the tariff offerings of The Cleveland Elec
tric Illuminating Company and The Toledo Ediscn Company. The 
examiner struck the objections on the grounds that these were 
matters not put in issue by the applicant and not related to the 
rates which are the subject of the application. 

lEC argued that revenues generated by the traffic and street 
lighting tariff and the partial service tariff affect Ohio Edi
son's financial condition and are at issue in this case. Accord
ing to lEC, Ohio Edison's decision not to change the rates under 
these tariffs affects the rates under consideration and are prop
erly considered by the Commission. 
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The Commission is of the opinion that it has considerable 
discretion in determining which matters are proper for considera
tion in rate proceedings. In this instance, the Commission be
lieves that the examiner's ruling was proper. The staff's in
vestigation in this case was comprehensive and included all of the 
company's services and revenues. The staff concluded that it was 
reasonable for the company to exclude the street and traffic 
lighting service from the application. According to the staff, 
the exclusion of street and traffic lighting does not adversely 
affect the process of establishing rates for those services sub
ject to this application (S.R. at 13). Under these circumstances, 
the Commission believes that the examiner properly ruled that 
these matters, which were not put in issue by the application, 
were not related to the rates which are the subject of this appli
cation. Accordingly, the examiner's ruling shall be affirmed. 

lEC's final alle^'ition of error goes to the examiner's pre
clusion of lEC evidence on comparative rate analysis. lEC witness 
Knobloch presented prefiled testimony regarding the rate.s of elec
tric companies throughout the United States. He also presented 
the results of a comparison of the rates for typical industrial 
loads based on several midwestern utilities' rates. These studies 
show Ohio Edison to be one of the highest priced electric util
ities in the nation. The examiner found this evidence to be ir
relevant. ISC argues that this testimony is relevant to show the 
effect of Ohio Edison's proposed rates on its industrial sales and 
to the evaluation of competitive forces at work in the company's 
service territory^ 

Again, the Commission agrees with the examiner's ruling. 
Rate comparisons are not a part of the formula by which the Com
mission is obliged to set rates under Section 4909.15, Revised 
Code. Further, while the Commission is concerned about the impact 
of utility rates on the company's customers, the proposed compara
tive rate analysis does not assist the Commission in addressing 
this concern. The rate comparisons do not give any indication of 
the impact of Ohio Edison's proposed rates on its customers; nor 
do they address competitive forces in the company's service terri
tory. The Commission finds the comparative rate information to be 
irrelevant. 

RATE BASE 

The following table compares the original company (Co. Ex, 
5A, Sched. B-1) and staff (S.R., Sched. 7) estimates of the value 
of applicant's property used and useful in rendering electric ser
vice to jurisdictional customers as of the date certain of June 
30, 1989. Objections to the staff's rate base valuation are 
discussed below. 
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Jurisdictional Rate Base 
(OOO's omitted) 

AppiI cant Staff 

Plant in Service $ 5,213,179 $ 5,196,252 
Less: Depreciation Reserve 1,308,808 1,308,044 
Net Plant in Service $ 3~,904,371 $ 3,888,208 

Plus; CWIP 0 0 
Working Capital 537,979 325,525 

Less: Other Items 275,975 215,512 
Mirrored CWIP Allowance 26,837 26,837 

Jurisdictional Rate Base $ 4,139,538 $ 3,971,384 

Plant in Service: 

In this case, Ohio Edison seeks for the first time recogni
tion of its share of Beaver Valley 2 in plant in service. The 
date certain amount requested is $964,132,493 (Co. Ex. 5A, Sched. 
B-3.2), Beaver Valley 2 has been generating electricity to serve 
Ohio Edison's load since Novembei 1987, During its first full 
year of operation in 1988, it had a capacity factor of approxi
mately 88 percent. Further, Beaver Valley 2 is one of the first 
units dispatched in an economic dispatch order of operations (Co, 
Ex. 8A, at 23). Thus, there is no question that Beaver Valley 2 
was providing service to customers at the date certain of June 30, 
1989, and should be included in rate base. 

Perry and Beaver Valley 2 Lease Payments 

The staff adjusted plant in service and excluded from the 
plant accounts $16,941,431 representing the Perry and Beaver 
Valley 2 lease payments capitalized prior to the respective unit's 
in-service date (S.R. at 15-17). The company objected to the 
staff s adjustment contending that the lease payments represent 
preoperational operation and n^aintenance expenses properly capi
talized and included in the plant in service accounts. As an 
alternative to inclusion in plant in service, the company recom
mended that the sale/leaseback payments prior to the in-service 
date of the units be added to the deferred operation and main
tenance costs and amortized over the appropriate period. In addi
tion, under the company's alternative, these costs would also be 
included in the working capital allowance (Co. Ex. 9C, at 13). 
The staff accepts the company's alternative (Si;aff Ex. 12, at 
9-10). 

The company argues that the staff's adjustment is contrary to 
normal utility accounting procedures provided for in the FERC uni
form system of recounts. The uniform system of accounts does not 
specifically address lease payments made under sale/leaseback ar
rangements; however, it does establish criteria that determine 
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what costs should be capitalized in connection wjth a project be
fore it is placed in service (Co. Ex. 9C, at 8-9). The company 
points to an electric plant instruction of the uniform system of 
accounts as support for including the lease payments in the plant 
accounts. Electric plant instruction 3A(18)(b) provides as 
-ollows: 

(18) Earnings and expenses during construction. 
The earnings and expenses during construction 
shall constitute a component of construction 
costs. 

(b) The expenses shall consist of the cost of 
operating the power plant, and other costs in
cident to the production and delivery of the 
power for which construction is credited under 
paragraph (a), above, including the costs of 
repairs and other expenses of operating and 
maintaining lands, buildings, and other prop
erty, and other miscellaneous and like ex
penses not properly includable in other 
accounts, 

(Co. Ex. 9C, Ex. B), The company contends that the lease payments 
are "incident to" the generation or delivery of power because 
without making the lease payments, the company would not have been 
entitled to the power associated with its respective leasehold 
interest (Co. Ex, 9C, at 9). 

Tho -?.nsA'Cir tc I no question presented is not at all clear cut. 
However, tne Cominj.ssion in inclined to agree with its staff on 
this isbue. The iOt?̂:-:; payments are not a cost of operating the 
power plant, and chey are not costs incident to the production and 
dt̂ livery of power. They have nothing to do with the production 
and delivery of power. The sale/leaseback payments were incurred 
as a result of a financing technique, and they would have been 
payable even if the generating stations in question had never 
generated any pov;er p i.or to their in-service date (Staff Ex» 12, 
at 9;, The Commissiion finds the company's alternative treatment, 
with which the staff concurs, is appropriate in this instance. 
The amount of the lease payments in question should be included in 
workin^, capital anu amortized over the same period as other de
ferred operating and maintenance expenses for each of the plants. 

Land Costs 

The staff recommended an adjustment of $6,512 to plant in 
service associated with the cost of certain excess acr'̂ age asso
ciated vith five substations that the staff believes is not used 
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and useful in providing service (S.P., Sched. 8.2a). This exclu
sion was based on the staff's investigation which included on-site 
physical inspections of the land parcels to determine their used 
and useful status as of the date certain. In valuing tkie land to 
be excluded, the staff took an average price per acre for an 
entire lot and applied the average to the amount excluded (Staff 
Ex. 5, at 3; S.R., Sched. 8.2a). 

Company witness Daniels objected to the staff's exclusion of 
these costs because the portions of the parcels identified by the 
staff represent unmarketable segments. When the parcels were 
purchased, a portion of the parcels were not able to be used for 
anything; they were merely part of the whole. Because the market
able portions of the parcels are being used for utility service, 
Mr, Daniels believes that the full price paid by the company 
should be included in rate base. The fair market value would not 
have been inflated due to the additional land which is unmarket
able. Accordingly, the inclusion of the full price represents 
what had to be paid to provide service to customers {Co, Ex. 9C, 
at 14). 

The company's argument is two-fold. First, the company 
argues that the entire parcels had to be purchased in order to 
obtain the portions which are used and useful. Thus, the neces
sary portion of the properties could not have been acquired with
out also purchasing the portions excluded by the staff. This 
argument has been rejected by the Commission on numerous occa
sions. The Commission has held that land purchased by a utility, 
which is not used and useful in the provision of utility service, 
must be excluded from rate base even thouch the utility had no 
choice but to purchase a larger parcel than required for utility 
purposes. Cleveland Electric Illuminating Company, Case No. 81-
146-EL-AIR (March 17, 1982) at 7; Cleveland Electric Illuminating 
Company, Case No. 86-2025-EL-AIR (December 15, 1987) at 8. 

The second part of the company's argument goes to the value 
of the land excluded. Essentially, the company contends that 
since the land is unmarketable, it has no value. In Case No. 
81-146-EL-AlR, the Commission indicated that perhaps the unused 
land should not be valued on an average price basis; however, in 
that case there was no evidence to substantiate a different basis 
of valuing the land. Here, the company contends that it has 
provided sufficient evidence to show that the price of the land 
was not inflated by the unmarketable portions and that the entire 
purchase price of the parcels should be included in rate base. 

The company raises a valid argument; however, the Commission 
would require additional evidence on this point before finding it 
persuasive. There are five separate portions of land involved in 
the staff's exclusion. The company has simply said that they are 
all unmarketable. However, no evidence was presented to show how 
each land portion is unmarketable. Without sufficient facts to 
support the company's CDnclusion of marketability, the Commission 
has no way of determiniiig whether the land is marketable or not. 
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The company's objection is overruled. The Commission concludes 
that the staff's exclusion is proper. 

Completed Const ruetion Projects 

The company oL.;2Cted to the staff's failure to include in 
rate base $6,003,841 of completed construction projects which were 
used and useful in providing service at date certain. According 
to company witness Daniels, the projects had not been cleared from 
construction work in progress to utility plant in service accounts 
as of the date certain because of the time it takes to receive and 
process completion reports from the various divisions and generat
ing plants (Co. Ex. 9C, at 15-16). 

The staff did not include these projects in plant in service 
because they were not a part of the company's application. Fur
ther, they were not included in the company's two-month update 
filing. The staff opposes the inclusion of any of the projects. 
Staff witness Kotting testified that the purpose of the staffs 
audit is to determine whether the figures contained in the appli
cant's filings represent plant us:;d and useful in providing ser
vice to customers. It is not the staff's mission to seek out any 
and all plant which might conceivably be used and useful to rate
payers (Staff Ex. 12, at 12), The company made no mention of the 
projects until its post-staff report testimony filed on March 12, 
1990. 

The crux of the company's argument is that the staff should 
have discovered the company's error and included the projects 
which the company overlooked in its application and its update 
filing. The failure of the company to advise the staff of these 
projects before the filing of its testimony, however, effectively 
precluded the staff from conducting an investigation on the status 
of these projects. The company contends that in Columbia Gas of 
Ohio, et al., Case No. 8e-716-GA-AIR, et al. (October 17, 1989) 
(Columbia Gas I), the Commission found that a staff audit is not 
required, and that reliable property records and the representa
tion that the property is used and useful are sufficient. The 
Commission did make this finding, but went on to state that while 
the lack of a subsequent inspection of the additional plant does 
not prevent its inclusion in rate base, it is the better practice 
for staff to make such supplemental investigations and that the 
staff should do so in future cases involving similar circum
stances. In the subsequent Columbia rate cases, a situation arose 
similar to the one presented by this Ohio Edison case. However, 
in the Columbia cases, the company provided its information to the 
staff in time for the staff to conduct the requisite supplemental 
investigation. Columbia Ga'̂  of Ohio, et al.. Case No. 89-616-GA-
AIR, et al, (April 5, 1990) (Columbia Gas II) at 10. In this 
case, there was no time for the staff to conduct a supplemental 
investigation. 
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A f t e r due consideration of this m a t t e r , the Commi ssion does 
not believe that Ohio Edison should be able to sit back and wait 
to p r o v i d e information in its post-staff report testimony and then 
complain that the staff did net do its job. The staff cannot be 
expected to be responsible for detecting omissions to the com
pany's application. The company was certainly awace that certain 
construction work had been completed but not yet transferred tc 
the plant accounts. There is no reason why the company could not 
have provided an estimate in its application and supplemented this 
with updated in/iormation in testimony. The company's awareness is 
demonstrated by Mr. Daniels' testimony that even though a com
pleted project remains in the construction work in progress ac
count, AFUDC does not continue to be capitalized. Mr. Daniels 
stated that "[wje are usually notified that a project is ready for 
service before the actual completion report is prepared; there
fore, we do not capitalize AFUDC even though the project is still 
included i n account 107" (Co. Ex. 9Cr at 16). Thus, it is clear 
to the Commi ssion that the company could have provided estimates 
on this completed construction well in advance of its post-staff 
report testimony. The company's objection is overruled. The 
company may consider the Commission's determination to be harsh. 
Nevertheless, the Commission believes that it is required so that 
L ci tf? appi i cant s do not wa i t un t: i I the l a n t minute to raise an 
issue thereby precluding staff review. 

Before leaving this subject, one final matter needs to be 
discussed. At the hearing, the examiners denied OCC's motion to 
strike Mr. Daniels' post-staff report testimony on this subject on 
the grounds that the information should have been presented 
sooner. On btief, OCC requests that the Commission reverse the 
examiners' ruling. The Commission declines to do so. The Commis
sion believes, as did the examiners, that the company should at 
least have the opportunity to explain its position and provide an 
explanation on why the information was not presented sooner. The 
company was appropriately provided with this opportunity. 

Other Items 

OCC objected that the staff erred in including costs for 
post-in-service accrual of AFUDC for Perry and Beaver Valley 2 in 
that AFUDC accrual should cease as of the plants' in-service 
dates. However, OCC did not pursue this objection either in 
testimony or on brief, and it is deemed withdrawn. 

The staff excluded $2,798,049 from plant in service related 
to Perry prudence audit costs incurred in connection with Case No. 
85-521-EL-COI. Instead, the staff recommended that these costs be 
amortized and recovered in a manner similar to rate case expense 
(S.R. at 16). The company objected to this exclusion from plant 
in service, but withdrev? its objection on brief. 
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Depreciation Reserve: 

The company objected that the staff adjusted plant in service 
to exclude the cost of utility poles and certain communication 
equipment without making an offsetting adjustment to the deprecia
tion reserve. At the hearing, the staff agreed and presented re
vised figures that incorporate the appropriate adjustment to de
preciation reserve (Staff Ex. 12, at 11). 

Generating Capacity: 

Considerable time and effort were spent in this proceeding on 
the questions of whether excess generating capacity exists on Ohio 
Edison's system and, if so, what is the appropriate regulatory re
sponse. In Excess Electrical Generating Capacity, Case No. 87-
941-EL-UNC (November 24, 1987), the Commission considered these 
matters on a generic basis and issued a policy statement on the 
subject. The Commission's stated policy is that an appropriate 
generic benchmark for an electric utility's reserve margin is 20 
percent. Where a reserve margin does not exceed 20 percent, thera 
is a presumption of no excess capacity. Where a reserve margin 
exceeds 20 percent, there is a presumption of excess capacity. A 
reserve margin greater than 20 percent may be appropriate if it 
confers a positive net present benefit to the ratepayer or is 
justified by unique system characteristics. If excess capacity is 
found to exist, the Commission will determine the appropriate 
regulatory treatment on a case-by-case basiii. Excess Electrical 
Generating Capacity, at Appendix A. 

The staff evaluated the current and projected reserve margins 
of the applicant, and determined that the reserve margins signi fi-
cantly exceed the 20 percent benchmark. The staff then evaluated 
the nature and causes of these margins and recommended that the 
Commission make no reduction to authorized revenue on the basis of 
excess capacity (S.R, at 27). This finding and recommendation 
drew a number of objections. The company objected to the staff's 
conclusion that the reserve margins exceed the 20 percent bench
mark as well as the staff's application of the 20 percent bench
mark to Ohio cdison. OCC, lEC, North Star, and RMI all objected 
to the staff's failure to reduce the authorized revenue due to the 
existence of excess capacity. 

Applicability of the 20 Percent Benchmark 

The company's first argument is that the benchmark should not 
be applied to Ohio Edison because the company's load growth since 
1980 has exceeded its net capacity additions during the same time 
frame. According to the company, the fact that Ohio Edison's 
capacity additions have not kept pace with load growth since 1980 
is significant because none of the company's rate cases decided 
since the beginning of 1980 has resulted in a finding of excess 
capacity. Thus, in light of the net reduction in relative load 
carrying capability since 1980 and the series of decisions over 
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Calculation of the Reserve 

The staff's 
as follows: 

resecve margi-i calculation for the test year is 

5074 MW 
4 0 MW 

3911 MW 
1203 MW 

Net Seasonal Capability 
Firm Purchase 
Peak Load 
Reserve Margin 

30.8% Reserve Margin 

(Staff Ex. 13, at 10). The staff projects that the reserve margin 
for 1990 will be 38.5 percent; for 1991, 35.0 percent; for 1992, 
33,5 percent; for 1993, 34,5 percent; and for 1994, 31.9 percent 
(S,R,, Sched. 8.3a). In contrast to the staff, the company's cal
culation of the test-year reserve margin is 16.5 percent. The 
company projects that the reserve margin for 1990 will be 16.1 
percent; for 1991, 17.1 percent; for 1992, 14.2 percent; for 1993, 
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IS,7 percent, and for 1994, 13.7 percent (Co. Ex. 8C, Ex. BLC-1). 
The major differences between the company's and the staff's calcu
lations can be accounted for by the differing treatment of Ohio 
coal research and development capacity, the West Lorain generating 
plant capacity, interruptible load, and the load attributable to 
the sale of power to the Potomac Electric Power Company {PEPCO). 

In determining the generating capability, the staff included 
108 MW of capacity associated with Ohio Edison's coal research and 
development projects. OCC and lEC both agreed that this capacity 
should be included in the calculation. The company contends that 
this capacity must be excluded from the calculation in accordance 
with Section 4905.70, Revised Code. Section 4905.70, Revised 
Code, provides that the Commission shall establish criteria for 
the investigation, identification, and rem.edy of the existence of 
excess capacity, exclusive of capacity used primarily for Ohio 
coal research and development. Thus, it is the company's position 
that its generating plants associated with Ohio coal research and 
development must be excluded from the calculation. 

. --- -,^ ..-- jy 
examiner denied the motion to strike. On brief, OCC seeks the 
reconsideration of its motion to strike. The Commission agrees 

testimony 

Ohio Edison's coal research and development projects include 
the limestone injection multi-state burner project at Edgewater 4, 
the E-SOx project at the Burger plant, and the NOXSO pilot project 
at the Toronto plant (Co, Ex. 8B, at 2-3). The reason that the 
staff included these projects in the generating capability is be
cause the units are not used "primarily" for coal research and 
development. Staff witness Tucker testified that each of the com
pany coal research projects was added to an old, existing boiler. 
The units were selected because of some characteristic which made 
them suitable for the projects. However, these units were in 
service long before the projects were initiated and will likely be 
in service long after the projects are concluded. Further, the 
coal research projects add no capacity to the system. Thus, the 
staff believes that the projects constitute incidental rather than 
primary use of the units (Staff Ex. 13, at 8). 

The Commission must agree with the staff and the intervenors. 
The statute provides that capacity used primarily for Ohio coal 

Appx.000065



M i n i ' fS AN ACtlJIiATI-: -AND (IWI'lJ-.lh Kt:['l<lHRK,l UJN i)V f\ w e n : I 'u. i : I H A U -

MiMi niLiviiKij) m m - mv\An ccxjitsf- OF BMSINHSS wiMiicnocjwmiNci, 
(,\Mii(A omiAimnnfA^./ iAJ.6dh^, '̂ Tt̂  ™x:iissia) /7J^_agiKL„ 

89-1001-EL-AIR -14-

research and development be excluded from the calculation. How
ever, the capacity in question was available to customers befote 
the coal research projects began, and it will be available once 
the projects are complete. Undei these circumstances, the CommLs--
sion cannot find that the capacity is related primarily to coal 
research and development. Ohio Edison's objection is overruled, 

OCC and lEC objected to the staff's generating capability 
determination because it did not include 141 MW of capacity as
sociated with the West Lorain generating plant. West Lorain was 
removed from service in 1983, and is presently maintained in a 
cold standby status (Tr, XIII, 10-11). It was taken out of ser
vice because of the high cost of fuel oil. The company antici
pates that it will take approximately 30 months to bring West 
Lorain back on line, and presently expects to return West Lorain 
to service in 1993 (Tr. XIII, 13). On this basis, staff witness 
Tucker included the West Lorain generating capacity in the com-
pany's total capability beginning in 1993. 

The Commission is of the opinion that West Lorain should not 
be considered as part of the company's generating capability at 
this time. This plant was not used and useful during the test 
year and is not part of plant in seLvice foe purposes of this 
case. There are a number of matters that must be addressed and 
resolved prior to the company's return of West Lorain back into 
service {I^. ) . Further, it is anticipated that it will be at 
least 30 months before West Lorain can returned to service. 
Clearly, West Lorain cannot be considered part of the company's 
existing capacity. The staff has appropriately accounted for West 
Lorain capacity in its projections for 1993. OCC s and lEC s 
objections are overruled. 

In the staff's peak load calculation, it excluded load as
sociated with interruptible customers. The intervenors all agree 
with this exclusion. In Case No. 8 7-9 41-EL-UNC, the Commission 
determined that because generating reserve is not necessary to 
cover interruptible load, the reserve margin calculation should 
exclude interruptible load. In that case, however, the Commission 
found that the peak load shall be calculated as the utility's 
native load. Native load is defined as the internal load minus 
interruptible loads (as defined in ECAR Document No, 2). The 
issue in this case arises because ECAR Document No. 2 defines 
interruptible load as that which can be fully realized in ten 
minutes (OCC Ex. 33). 

Ohio Edison contends that under its interruptible contracts, 
the company cannot interrupt the load without less than 15 minutes 
notice for an emergency interruption and at least 90 minutes in 
the event of an economic interruption. Because the company's 
interruptible load cannot be realized in the time provided by ECAR 
Document No. 2, it did not subtract any of i^s interruptible con
tract customers' load from peak load (Co. Ex. 11, at 11). 
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Th e staff and the intervenors argue that the ten minute 
standard of ECAR Document No. 2 is a consideration only for daily 
operating reserve purposes, and it should not be applied to the 
reserve capacity margin analysis he re. They argue that the Com-
mission's UFP of ECAR Document No. 2 must have been an oversight 
or an inadv.tent error. The Commission's intent in Case No. 87-
941-EL-UNC was that in calculating the reserve margin, interrupt
ible load should be excluded. The Commi ssion pointed out that 
some \:tilities now have interruptible load which approaches the 
size of a base load generating unit. The Commission concluded 
that reserve is not necessary to cover interruptible load and, 
therefore, the reserve calculation should be based on native load 
which excludes interruptible load. Excess Electrical Generating 
Capacity, at 2. In describing the method by which to compute the 
reserve margin in Appendix B, the Commission referred to the defi-
nitions of native load and internal load used in ECAR Document No. 
2. However, the Commi ssion never intended to define interruptible 
load by ECAR Document No, 2. Obviously, when making the determin
ation of how much capacity is required to serve Ohio Edison's 
load, it makes no difference whether the load is interruptible 
within 10 or 15 minutes.. Under either circumstance, the company 
does not need installed capacity to serve this load. Clearly, the 
ECAR Document No. 2 definition of interruptible load should not be 
applicable to the determination of the reserve margin. According
ly, the peak load calculation should exclude interruptible load. 
Ohio Edison's objection should be overruled. 

In light of the confusion in this case on th^ matter of 
interruptible loHd, the Commission believes that the method of 
calculating the reserve margin as described in Case No. 87-941-EL-
UNC, Appendix B, should be clarified to conform with the Commis
sion's intent. The Commission directs its staff to take the 
appropriate steps to accomplish this task. 

The final area of major controversy in calculating the peak 
load is related to the Potomac Electric Power Company (PEPCO) firm 
power sales agreement. This agreement became effective on June 1, 
1987, and continues for an 18-year period until December 31, 2005. 
The amount of the firm sale began at 200 MW. On January 1, 1989, 
it was stepped up to 300 MW, and in June of 1989, it was stepped 
up to 450 MW, where it will remain until 2005. Ohio Edison's 
share of the 450 MW sale is 387 MW, with Pennsylvania Power being 
responsible for the remainder (Co. Ex. 11, at 5). The contract 
requires that PEPCO shall have parity with Ohio Edr.son's native 
load, in the event curtailment becom.es necessary. If a shortage 
occurs and requires Ohio Edison to curtail a percentage of service 
to its native load, Ohio Edison may not curtail service to PEPCO 
by more than the same percentage (l^.). 

The staff excluded the PEPCO sale in its reserve margin cal
culation of the peak contending that it is non-jurisdictional 
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(Staff Ex. 13, at 4). The company object?,d to the exclusion. It 
is true that the FEPCO load is non-jurisdictional. The costs as
sociated with this sale, including a reserve margin, have been 
excluded from the cost of service for ratemaking purposes (Co. Ex. 
lOA, at 8-9) . However, that this sale is non-jurisdictional for 
ratemaking purposes is not necessarily relevant to the determina
tion of the company's reserve margin. In calculating the reserve 
margin, the Commission is interested in determining how much ca
pacity the company has to serve its customers. The 387 MW PEPCO 
sale is an ongoing daily firm load requirement of the company. 
PEPCO has been taking energy deliveries at an average load factor 
of over 85 percent, and these deliveries are routinely made, even 
during peak conditions (Co. Ex. 8A, at 5-6). The Commission is of 
the opinion that the megawatts associated with this firm sale 
should be recognized in calculating the peak load requirements of 
the company. Exclusion of the PEPCO sale from the peak load cal
culation would imply that the megawatts associated with the sale 
are available to the company for service to customers. However, 
this is not the case. Ohio Edison is obligated to serve PEPCO on 
parity with native load, and 387 MW are not available to serve 
customers. Thus, the PEPCO load must be included in the reserve 
margin calculation. 

The intervenors have raised other arguments to exclude the 
PEPCO sale from the reserve margin calculation. Essentially, the 
arguments are as follows. With the addition of Perry 1 and Beaver 
Valley 2, excess capacity now exists on Ohio Edison's system. The 
PEPCO sale was a response to excess capacity, not a remedy for it. 
Further, the PEPCO contract does not recover the costs associated 
with the excess capacity, whicfi intervenors would value as the 
cost of Boaver Valley 2. The PEPCO contract is based on average 
costs. Thus, they contend that the PEPCO sale must be excluded 
from the peak load used to compute excess capacity because rate
payers should not be required to pay for any of the excess capac
ity assigned to PEPCO (lEC Ex. 5, at 48-50; North Star Ex. 14, at 
5; OCC Ex, 10, at 52-53) . 

The Commission agrees that ratepayers should not be required 
to pay for any costs associated with the PEPCO sale. It is for 
this precise reason that the costs associated with the 387 MW firm 
PEPCO load plus an amount for reserves have been allocated away 
from the jurisdictional customers in this case. The costs which 
Ohio Edison recovers from PEPCO are irrelevant. It is the alloca
tions process, not the pricing of the contract, that affects re
tail customers' revenue requirements. The intervenors would have 
the Commission eliminate the cost of serving the PEPCO load once 
through the allocations process and a second time by counting the 
capacity used to serve that load as excess and making an excess 
capacity adjustment to the revenue requirement. This result is 
unreasonable. The cost of serving the PEPCO load is not included 
in the revenue requirements in this case. Further, the 387 MW 
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PEPCO load is not available to serve jurisdictional customers. 
The Commission finds that under these circumstances, it would be 
inappropriate to exclude the PEPCO load in the generating reserve 
calculation. The company^ s objection will be sustained. However, 
because we are allocating out a slice-of-system cost to reflect 
the PEPCO sale rather than the cost of the most recent capacity 
addition, we recognize that jurisdictional customers are bearing a 
cost associated with the most recent capacity addition. In ex
change for the costs borne by the jurisdictional customers, as the 
contract expires or in the event that Ohio Edison reduces its 
commitment under the contract, absent prior Com.mission approval, 
the company should not enter into further long-term, firm off-
system sales of amounts representing the PEPCO capacity. 

One further matter concerning the reserve margin calculation 
needs to be addressed. While actual peak load data is used to 
calculate the 1989 test-year reserve margin, forecasted data must 
be used to estimate the reserve margins for the five-year pro
jected period 1990-1994. At the time this case was filed, the 
198*̂  load forecast was the most recent forecast available, and the 
parties used this data in their analyses. However, in January of 
1990, the company released its 1990 forecast. Company witness 
Byrd testified that the 1990 forecast reflects Ohio Edison's most 
recent experience and contains the latest and best estimates of 
the peak demands that the company expects to supply in the future 
(Co. Ex. 7B, at 10). The company recommends that the Commission 
use the 1990 forecast data in making its peak load calculations. 
The staff and OCC oppose this recommendation. 

The staff believes that the 1989 forecast should be used 
because it represents the company's published estimate as of the 
test year. OCC contends that had the 1990 forecast been made 
available to OCC earlier, OCC would have used it. However, it was 
not made available until the beginning of 1990. Accordingly, OCC 
used the 1989 forecast in its analysis, OCC urges the Commission 
to do the same. 

Forecasting is an estimate of what can be expected in the 
future. It is not a precise analysis of exactly what will occur. 
However, a forecast that considers the latest information avail
able is likely to be more reliable than one that uses outdated 
information. For this reason, the Commission believes that the 
1990 forecast data should be used in the projected load calcula
tion. No party has presented any valid reason why the 1990 fore
cast should not be used. The company's objection is sustained. 

For purposes of calculating the test-year peak load in this 
case, the Commission has used the actual single highest peak 
because it is representative of the company's normal peak load. 
The use of the actual peak load in this case does not, however. 
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preclude the use of a different method of calculating the peak in 
the future if it is determined that the actual peak represents an 
aberration from normal conditions. 

The calculation of the reserve margin for the test year in a 
manner consistent with the foregoing discussion is as follov;s: 

5,074 MW Net ij.̂ asondl Capacity 
-̂ 40 MW Firm Purchase 
- 4,163 MW Peal: Load 

951 MW Reserve Margin 

22,84% Reserve Margin 

For 1990, the reserve margin is projected to be 2'' 34 percent; for 
1991, 20.98 percent; for 1992, 17.75 percent; for x993, 19.24 
percent? and for 1994, 17.14 percent. These reserve margins are 
slightly above the Commission's 20 percent benchmark through 1991. 
After 1991, they fall below the benchmark. The intervenors urge 
the Commission to make an adjustment for excess capacity. The 
preferred remedy would be to disallow a return on equity for 
capacity deemed to be above the 20 percent benchmark. However, 
under the ci rcumstances presented in this case, the Commission 
believes that no adjustment is warranted. 

The primary reason for the Commission's conclusion chat no 
adjustment should be made is that the deviation above :ae bench
mark is extremely small. Further, the reserve margin falls to 
below the benchmark after 1991. The Commission does not consider 
Ohio Edison's reserve margin to be excessive. Further, even at 
the staff's higher reserve margin calculations, it recommended 
that no adjustment be made in this case. In making its recom
mendation, the staff considered a number of factors. First, the 
staff believes that capacity used for state and federal experi
mental programs confers a benefit to the ratepayer in the long 
run. Second, system planning is necessarily done on a corporate 
basis, which includes Penn Power. The total system reserves are 
lower and are projected to fall in the 1990s. Third, "acid rain" 
legislation is very likely to reduce available physical and 
economic generating capacity in the near future. Finally, the 
capacity sold to PEPCO has reduced the reserve margin and also 
confers a benefit to the ratepayer (S.R. at 27). The Commission 
agrees with its staff, that under the circumstances presented by 
this case, no adjustment should be made. 

Working Capital: 

Working capital has been generally defined as the average 
amount of capital provided by investors in the company, over and 
above the investments in plant and other specifically identified 
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rate base items, to bridge the gap between the time expenditures 
are required to provide service and the time collections are 
received tor that service. The objective of including a working 
capital allowance in rate base is to produce a total rate base 
that will result in allowing investors the opportunity to earn a 
fair return on all capital invested by them in utility operations 
(S,R. at 19-20). 

The staff recommended that a $325,525,000 allowance for work
ing capital be included in the rate base valuation (S.R., Sched. 
11). The company raised ŝ v̂eral objections to the staff's allow
ance and proposed a working capital allowance of $537,979,302 (Co. 
Ex. 5A, Sched. B-5), OCC also raised several objections to the 
staff's recommendation. IEC raised two objections concerning the 
working capitetl allowance, however, these objections were with
drawn at hearing. The matters in dispute are discussed below. 

Cash Component 

One component of the working capital allowance is cash work
ing capital. Historically, the staff determined this component 
based upon a formula approach which used one-eighth of operation 
and maintenance expense, less fuel and purchased power, plus a 
fuel expense lag allowance, less one-fourth of operating taxes 
exclusive of FICA, the .75 percent excise tax, and deferred income 
taxes. However, in Ohio Edison Company, Case No. 84-1359-EL-AIR 
(October 29, 1985), the Commission approved a new formula. The 
new formula was based upon the company's lead/lag study and used a 
revenue lag ratio and an expense lag ratio to derive revenue lag 
dollars and expense lag dollars, the net of which was the appli
cant's cash working capital allowance (S.R, at 20). In this case, 
the staff updated the ratios developed in the prior case to 
account for changes in accounting or in payment schedules which 
affect the leads or lags of individual items (Staff Ex. 8, at 7), 

in determining the cash working capital component, the staff 
applied the expense and revenue lag ratios to adjusted test-year 
operating revenues and expenses (Staff Ex, 8, at 2). The company 
objected to the staff's method contending that the revenue lag 
ratio should be applied to proforma revenues and expenses. The 
Commission has on a number of occasions determined that the 
staff's method is appropriate and results in a more representative 
working capital allowance which reasonably represents the share
holders' investment in addition to their investment in plant in 
service, Ohio Edison Company, Case No. 84-1359-EL-AIR (October 
29, 1985); Cleveland Electric illuminating Co., Case No. 86-2025-
EL-AIR (December 16, 1987; Toledo Edison Co., Case No. 86-2026-EL-
AIR (December 16, 1987; Columbia Gas of Ohio Inc., Case No. 89-
616-GA-AIR, et al. (April 5, 1990). Ohio Edison has presented 
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nothing new on this point for che Cp:;,ru.i ssion' s consideration, and 
its objection should be overruled. 

The company further objected to the staff's application and 
adjustment of the formula in a manner in which the company con
tends is selective and arbitrary and which systematically under
states cash working capital. Specifically, the company objected 
to the staffs failure to adjust the expense lag ratio to reflect 
known changes in expense lags due to changes in payment schedules 
for FICA taxes, and OCC and PUCO assessments. Other alleged se
lective adjustments to which the company objects are staff adjust
ments related to OES Fuel, Inc., Perry and Beaver Valley sale/ 
leasebaci.s, vacation pay, and federal and state unemployment 
taxes. 

Company witness Flower testified that his objection does not 
go to the calculation of expense lag days calculated by the sta^if, 
but to its selective alteration of a few items which has the 
effect of reducing working capital, without attempting in an even-
handed and comprehensive manner, tc update all areas where lag 
days may have changed. For instance, he indicated that the staff 
revised the FICA tax rate but failed to accelerate the date of 
payment of the FICA tax by two days. Further, the staff used a 
three-year average for PUCO and OCC assessments in its lead/lag 
analysis, even though the lag days for these items decreased 
during each year. He recommended that the selective adjustments 
be rejected until a comprehensive update to the lead/lag analysis 
ha.s been performed {Co, Ex. lOB, at 13). 

The record reflects that the staff did not reflect a change 
in the FICA tax payment schedule because the new federal require
ment will not become effective until July 31, 1990 (Tr. XVI, 171). 
Further, the staff used a three-year average for PUCO and OCC 
assessments because the payments fluctuated every year. It was 
impossible to determine if any one year was mort̂  reasonable than 
the other. To eliminate this fluctuation, the staff used a three-
year average of the payment dates to determine an average payment 
•" ' The staff used tiiis average payment date to calculate the 

accept it 

Concerning the staff's other adjustments, the record reflects 
that the staff's revisions to the lead/lag study for uncollectible 
accounts expen&e, nuclear fuel disposal costs, vacation pay, and 
investment tax credit were due to recent Commission opinion and 
orders issued since Ohio Edison's last rate case. The staff's 
adjustments were consistent with the prior precedent. The staff's 
revision to nuclear fuel and the Perry and Beaver Valley sale/ 
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leasebacks were due to changes in the payment pattern? "iC these 
items. The revision to the federal and state unemployment taxes 
were made in accordance with items discovered in other recent 
cases before the Commission. In addition to the items adjusted, 
the staff reviewed other items in the lead/lag study. These items 
included non-associated company sales revenues, CAPCO transmis
sion, fuel expense coal, fuel expense o^l, purchased and inter
change power, and CAPCO expenses. After reviewing these items, 
the staff did not change any lead/lag days because there were no 
significant changes in the payment patterns (Staff Ex. 8, at 7-8). 
The Commission finds the staff's adjustments to be acceptable and 
will adopt them. The staff's recommendations are based on prior 
Commission-approved adjustments as well as real changes in payment 
patterns. The company has complained about the staff's adjust
ments which only reduced working capital. If there were signifi
cant changes in payment patterns which would have increased work
ing capital, the company should have presented them. In light of 
the Commission's inclination to adjust the ratios of the new form
ula, the Commission suggests that in the next base rate proceed
ing, Ohio Edison should feel free to make its own proposals con
cerning this matter. 

On November 30, 1989, the applicant sold its accounts receiv
able to Ohio Edison Capital. As a result of the transaction, the 
applicant will collect revenues m.ore quickly which reduces the 
need for working capital collection lag days (S.R. at 11). The 
company objected that the staff failed to accurately calculate the 
impact of OES Capital on cash working capital and net operating 
income by using incorrect balances for accounts receivable sold to 
OES Capital and by understating the billing lag associated with 
accounts receivable sold. Company witness Flower testified that 
the primary impact of the sale of accounts receivable to OES Cap
ital under the staff's lead/lag approach is the reduction of the 
revenue day<i lag due to the fact that the previous days lag be
tween billing for electric service and receipt of cash is almost 
entirely eliminated. However, the staff incorrectly assumed that 
the billing lag is entirely eliminated (Co. Ex. lOB, at 8). Staff 
witness Garcia agreed with the company that 1.44 lag days should 
be added to the retail revenue from sales lag days and that the 
revenue lag days for non-associated sales revenue should be chang
ed to 24.13 days. There is generally a one-day period between the 
billing of accounts receivable and their sale to OES Capital. The 
effect of intervening weekends and holî r̂ ys results in a small 
billing lag of 1.4 days for retail reveiiue and also for the non-
associated sales. The one day of revenue in receivables lag for 
the non-associated sales is similarly impacted by weekends and 
holidays as is the retail revenue (Staff Ex. 8, at 9). The com
pany's objection is sustained and the cash working capital allow
ance should be adjusted accordingly. 
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OCC alleged that the staff erred in its calculation of the 
lead day values associated with Pennsylvania foreign corporation 
franchise tax, as it assumed these taxes were paid in advance of 
the service period instead of in arrears. Staff witness Garcia, 
however, indicated that tlie applicant's lead/lag study shows that 
the taxes for Pennsylvania foreign corporation franchise tax were 
paid in advance of the service period (I^.). OCC presented no 
evidence to support its view; neither did it address this matter 
on brief. The staff's treatment of the Pennsylvania foreign 
corporation franchise tax will be adopted. 

OCC objected to the staff's calcul<.)tion of the lag associated 
with sale/leaseback expenr,e. OCC witness Hixon testified that an 
adjustment was necessary to --eflect the fact that lease payments 
for Beaver Valley 2 are made in arrears, not in advance of the 
service period as originally assumed by the staff. Ms. Hixon 
testified that the lag of 91.17 days should be applied to Beaver 
Valley 2 lease payments instead of the 60.3 days lag initially 
calculated by the staff (OCC Ex. 2, at 5-7), Staff witness Garcia 
agreed with OCC (Staff Ex, 8, at 10), No evidence to the contrary 
was presented, OCC s objection should be sustained. The cash 
working capital allowance should be calculated in accordance with 
OCC ' s recommendt'^ t i on . 

Coal Inventory 

The applicant requested a fossil fuel inventory working capi
tal allowance of $42,960,305, which includes :?41,733,883 attribut
able to coal inventory (Co, Ex. 5A, Sched. B-5 and B-5.1) , The 
staff reviewed the applicant's request and recommends that the 
Commission adopt this allowance. To review the reasonableness of 
the applicant's proposed fuel inventory for ratemaking purposes, 
the staff compared the applicant's test-year 13-month average to a 
calculation based on an average 60-day supply. The staff calcu
lated an average day's burn at each generating station. This av
erage day's burn was multiplied by an estimate of an appropriate 
number of days' supply. In this case, the staff used 60 days. 
The staff's inventory balance, priced at the date certain cost per 
ton for coal, yielded a coal inventory allowance which exceeded 
the applicant's proposed allowance. Further, the appiicant*'s pro
posed coal inventory allowance was less than the allowance granted 
in Ohio Edison's last rate case. Because the applicant's request 
fell below what the staff calculated to be reasonable and below 
what had been determined in the past by the Commission to be rea
sonable, the staff concluded that the applicant's request in this 
case was reasonable (Staff Ex. 12, at 23-24). 

OCC posed a number of objections to the working capital al
lowance associated with coal inventory. All of OCC's objections 
are based upon the staff's use of a target 60-day coal supply for 
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Ohio Edison. OCC recommends a working capital allowance for coal 
inventory in the amount of $30,768,018 based upon 40 days of 
supply (OCC Ex. 5, at 15). 

Ohio Edison has a target inventory level of 60 days (OCC Ex. 
5, at 2), The parties have directed their arguments toward the 
reasonableness cf this target. The Commission will, to the extent 
necessary, address these arguments. However., it must be kept in 
mind that Ohio Edison currently is operating with approximately a 
50-day fuel inventory at each plant i l d . at 12), Presumably it is 
this 50-day level which is the basis of the company's requested 
coal inventory allowance, and not the 60~day target level upon 
which the parties focus. 

OCC argues that the staff failed to evaluate the company's 
present policy of maintaining a 60-burn-day supply at each of its 
generating plants. However, the staff based its opinion on its 
own experience, on a comparison of the applicant's inventory 
levels to the inventory levels of other companies, on prior Com
mission determinations in rate cases, and on the findings of the 
company's electric fuel component (EFC) proceedings (Tr. XXII, 
177-180). In all recent EFC proceedings, the present 60-day 
policy has been found to be reasonable. Ohio Edison Company, Case 
No. 88-104~EL-EFC (December 28, 1986); Ohio Edison Company, Case 
No. 89-104-EL~EFC (November 21, 1989), OCC's objection on this 
point is without merit. The staff has evaluated the company's 
present policy and found it to be reasonable. 

Next OCC asserts that the staff failed to consider the impact 
of generation from Perry 1 and Beaver Valley 2 on the required 
coal inventories. This allegation is incorrect. To review the 
reasonableness of the applicant's proposed fuel inventory for 
ratemaking purposes, the staff compared the test-year 13-month 
average to a calculation based on an average 60-day supply. The 
test-year coal consumption used by the staff reflects the genera
tion from applicant's share of Perry 1 and Beaver Valley 2, Both 
units were generating power during the test year, and the avail
ability of the nuclear units would have affected the order in 
which the company dispatched its generating units, thereby impact
ing upon the average day's burn at each coal-fired generating sta
tion (Staff Ex. 12, at 22-23). The effect of nuclear generation 
is thus already reflected in test-year coal consumption. 

OCC further objects that the staff did not analyze the com
pany's use of the utility fuel inventory model (UFIM). However, 
the staff did not perform such a review because the company did 
not base its coal inventory allowance on the results of the UFIM 
model. The applicant used the model to help determine whether the 
current policy regarding the number of day's supply is adequate 
(Id. at 25-26). The model confirmed that it was. However, the 
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staf f bel ieve ̂~ that one should not base a wicie teachi n:i pol i cy 
such ab appropr iate inventory levels solely rn the basi s of a 
computer model (Id.). 

In support of the contention that a 60-day target inventory 
level is unreasonable, OCC witness Hill get ran the UFIM model 
correcting for certain errors which he perceived were made by the 
company. The result of Mr. Hillget's run of the UFIN model showed 
that a tat:et inventory level of 2?. day;; is appropriate for Ohio 
Edison (OCC Ex. 5, at 11). Based upon this analysis, Hr. Hillger 
recommended that Ohio Edison reduce its coal inventory at each 
plant to 30 days. His reduction would take place in t̂îo steps. 
He recommended that the company should achieve 40 days as of 
October 1, 1990, and 30 days by October 1 1991 {I^, at 12). 

Mr. Hillgec's recommGnda t ion is incippropr iate . Ii Ohio 
Edison were to maincain its inventory at the recommend^^d levels, 
i t would have to impose its emergency electrical procedures. 
Under the company' s Commi ssion-app roved emergency (electrical 
procedures, v;hen system fuel supplies reach ^0 normal burn days, 
the company must make appeals to all cusitomers for vcluntary con-
seivation to effect a reduction of at leiast 25 percent of all non-
pi loi.ity use ot elt?c 11 ici ty. At 30 days supply the company will 
implement mandatory curtailment procedures for all customers (Co, 
Ex. 1^9). Mr. Hillgei's recommendation is rejected. 

Despite the volume of evidence on this subject, no credible 
evidence has been presented from vvhich the Commission can conclude 
that the company's 60-day target inventory level is not reason
able* Accordingly, all of OCC's objections* are overruled, and the 
Commi ssion will adopt the company's proposed coal inventory for 
working capital purposes. 

Materials and Supplies 

The staff recommended a materials and supplies working capi
tal allowance of $^19,404,000 (S.R., Sched. 11). The applicant's 
proposed materials and supplies component of working capital is 
based upon a test-year 13-month averege of month-end bcilances held 
for normal operation and repair purposes and which excludes three 
percent held for construction. The staff's recommended allowance 
excludes 3.23 percent held for construction and half of the Perry 
inventory (Id. at 20). The company objected to the staff's exclu
sion related to Perry inventory. 

In the course of the staff's in\'estigc: ion in Cleveland Elec
tric Illuminating Company, Case No. &8-17 0-EL-AIR (January 3l7 
1989), the staff noted that the mateiials cjnd supplies balance for 
Perry was substantially larger than the materials and supplies 
balance for either Beaver valley 2 oi Davis Besse. Tn fact, it 
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was larger than the ma':e rials and suppl ieb halance for Beaver Val
ley 2 and Davis Besse combined. In that proceeding, the staff 
recommended that Perry materials and supplies be reduced by 50 
percent. The Commission, noting that the company presented no 
justification for its Perry materials and supplies amount, accept
ed the staff's recommendation (Staff Ex. 12, at 13-14). The staff 
found no significant reduction ô. Perry inventory in this case and 
makes the same recommendation here (S.R. at 20). 

The company contends that the staff's recommendation is in
appropriate because it did not compare inventory at comparable 
units. First, Beaver Valley and Davis Besse are pressurized water 
reactors, while Perry is a boiling water reactor (Tr. XXIII, 95-
96). In addition, they are much smaller units. Company witness 
Daniels testified that the Perry inventory maintains nuclear 
safety-related equipment and a host of other supplies necessary to 
operate and maintain the plant. Mr. Daniels indicated that there 
are five one-unit boiling water nuclear reactors in the United 
States similar in size to Perry. Of those five, he received per
mission fiom the operating companies of two of the units to com
pare inventory levels at those units with the Perry inventory 
level. His comparison shows that Perry's inventory level is con
siderably less than one unit and comparable to the other unit. 
Mr. Daniels stated that when inventory levels at comparable units 
are compared, there if; no basis for an adjustment (Co. Ex. 9C, at 
27-28). 

Based upon this record, the Com.mission is of the opinion that 
the staff's adjustment tc Perry materials and supplies inventory 
level should be rejected. First, the staff made no independent 
analy;5is of the inventory at Perry. The staff merely compared 
Perry's inventory with the non-comparable Beaver Valley and Davis 
Besse units and observed that Perry's in\entory was higher. Based 
upon this sole observation, the staff adjusted the materials and 
supply request by one-half. However, in this case, unlike the CEI 
case, the company preisented evidence that the inventory is requir
ed to operate and maintain the plant. Further, when inventory 
levels at comparable plants are reviewed, the Perry inventory 
level is not at all unusual- The Commission believes that Ohio 
Edison has justified the Perry materials and supplies inventory 
levels; the company's objection is sustained. 

OCC presented a number of objections concerning inventory 
management and control and concluded that the company's materials 
and supplies inventory is overrtated. However, OCC provided no 
testimony on this subject and did not address the matter on brief. 
Accordingly, OCC's objections on materials and supplier; are over
ruled. 
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Deferred Operation and Maintenance Expenses 

The Commission has previously authorized Ohio Edison to defer 
on its books and to accrue carrying charge; on certain operation 
and maintenance expenses associated with Perry and Beaver Valley 
2. The expenses were incurred by the company from June 1, 1987 
through February 1, 1988 for Perry, and subsequent to November 17, 
198 7, for Beaver Valley 2. Electric rates for the company's 
customers effective on February 2, 1988, included annual costs 
attributable to Perry; therefore, deferral of Perry operation and 
maintenance expenses ended on that date. However, those electric 
rates did not include recovery of Perry amounts deferred through 
February 1, 1988. This rate case is the first opportunity which 
the Commission has had to address the deferred Beaver Valley 
expenses (Co. Ex. 9A, at 8-9). 

The company included as part of working capital in this case 
the unamortized deferred Perry and Beaver Valley operation and 
maintenance expenses at end of test-year levels. The staff agreed 
that these amounts should be included at end of test-year levels. 
OCC objected, arguing that the balances should be restricted to 
those accumulated as of the date certain. OCC's recommendation 
would reduce the company's working capital allowance by approxi
mately $60 million. 

Staff witness Hess testified that staff often relies upon the 
date certain concept to quantify rate base working capital. How
ever, the staff believes that the circumstances surrounding this 
item warrant a different treatment. Prior to June 30, 1990, the 
applicant is compensated for carrying costs on the unamortized 
balance through the accrual of carrying costs. When the rates in 
this case are set, the applicant will be compensated for carrying 
costs on the unamortized balance through inclusion in rate base. 
If the date certain balance of unamortized deferred costs is used 
in rate base, the applicant will not be compensated for carrying 
charges on the difference between the unamortized balance at dt.te 
certain and the unamortized balance as of June 30, 1990. Due to 
regulatory lag, even if the end of year balance is used, there 
will still be a portion of the balance upon which the applicant 
will not receive carrying costs and which it will be required to 
carry on its own until the next rate case. Th3 staff's year-end 
recommendation will minimize the amount the applicant will be re
quired to carry. Under the staff's year-end recommendation, the 
applicant would only be required to carry the difference in de
ferred expense balances between December 31, 1969, and June 30, 
1990, or approximately $66 million. If OCC's recommendation to 
use the date certain balance is adopted, the applicant would be 
required to carry deferred costs of approximately $132 million 
(Staff Ex. 14, at 6-8). 
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Section 4909.15(A)(1), Revised Code, requires that rates 
shall be fixed based upon the date certain value of property used 
and useful in providing public utility service. However, the 
statute sets no such specific date for determining working cap 

ed. In determining a reasonaoie worKing capital allowance, t 
Commission has previously used a date certain valuation, a 13 
month average, or end of test year, depending upon what is most 

company's operations. In this case, the 
r 
c 

vpenses have been carried by the investors for over a two and 
' -'e-half year period. The investors will continue to supply funds 
vcessary to carry the balances in the future, as these expenses 

vill be amortized over the life of the Perry and Beaver Valley 
plants. under the ci rcumstances, the Commission is of the opinion 
that the end of test-year balances are the most representative ai:d 
should be used for working capital purposes* Amortization expense 
should be calculated accordingly. 

\ Beaver Valley 2 Post In-Service Carrying Charges 

Ohio Edison has also been authorized to capitalize interest 
on its investment in Beaver Valley 2 from the in-service date of 
the unit until rates are made effective that reflect inclusion of 
such amount in rate base. The company was authorized to accrue 
carrying charges at a net of tax interest rate of 6.6 percent. 

The company included $31,192,161 of these carrying charges 
accrued between the date certain and the end of the test year in 
its proposed working capital allowance. The company argues that 
these costs are no different than the other Beaver Valley 2 costs 
being deferred by the company and included in working capital at 
end of test-period levels. As with other Beaver Valley 2 deferred 
expenses, the amount of carrying charges has grown throughout the 
course of the test year and will continue to increase through June 
30, 1990. Thus, according to the company, the same reasons which 
support the inclusion of deferred operation and maintenance bal
ances in working capital also warrant the inclusion in working 

1 capital of carrying charges capitalized from the date certain 
through the end of the test year (Co. Ex. 9C, 3-6). The staff 
opposes the company's treatment of these costs. 

At first blush, the company's contention seems plausible. 
However, the company has ignored one crucial point. The applicant 
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has included in this case, as part ot planr. in service, its in
vestment in Beaver Valley 2 valued at date certain. Included in 
the date certain plant balance for Beaver Valley are the post 
in-service carrying costs accrued between November 17, 1987, and 
date certain. Thus, the carrying costs accrued after date certain 
are in actuality a part of the company's plant. Under Section 
4909.15, Revised Code, the company's plant is to be valued at date 
certain. The company's proposal, to include these costs in work
ing capital, reaches the same result as if the post ip- -p̂ srvice 
carrying charges had been included in plant in service as of the 
end of the test year. This result in -contrary to the statute. 
The staffs adjustment shall be accepted. Ohio Edison's objection 
is overruled. 

Beaver Valley 2 Allocation Fâ ctors 

As discussed above, Ohio Edison has been authorized to defer 
on its books and accrue carrying charges on certain operation and 
maintenance expenses associated with Beaver Valley 2. The company 
has also been authorized to capitalize interest on its investment 
in Beaver Valley 2 from the in-service date. The company used a 
92,4 percent composite allocation factor to defer and accrue on 
i l s books the Beavet Valley costs. This allocation factor was 
developed from the composite ratio of jurisdictional nuclear plant 
to adjusted total company nuclear plant as of May 31, 1987, the 
date certain in the company's last rate case (Co. Ex, IOC, at 1). 

In this case, the company used the same 92.4 percent alloca
tion factor to compute the working capital allowance associated 
with these Beaver Valley costs. The allocator was also used to 
calculate associated deferred expenses, plant in service, and 
depreciation expense. OCC objected to he use of the 92.4 percent 
allocation factor in this case because tuis factor does not re
flect the increased PEPCO sales which occurred during the test 
year. 

OCC witness Effron testified that the firm sale of capacity 
to PEPCO increased from 172 MW to 258 MW in January of 1989, and 
to 387 MW in June of 1989. The increases in the firm sales to 
PEPCO have resulted in decreases to the jurisdictional allocation 
factors used in developing the company's cost of service in this 
case (OCC Ex. 1, at 7). Thus, the company has revised its juris
dictional allocation factors to reflect the current test-year 
data. However, in requesting recovery of the test-year Beaver 
Valley accruals and deferrals, the company did not apply a juris
dictional allocation factor based upon test-year data. Rather, 
the company continued to use the 92,4 percent allocator from the 
prior rate case. Specifically, the company developed its juris
dictional allocation factors, except for the factor applied to 
Beaver Valley deferred and accrued costs, based upon annualizing 
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the PEPCO sale at 387 MW and the AHP-Ohio sale at 125 MW (Tr. 
XXVIII, 71-72). 

In order to reflect the increased PEPCO firm sales, Mr. 
Effron proposed that incremental reductions to the D-1 demand 
ratio of 2.20 percent as of January 1989, and 3.11 percent as of 
June 1989, for an accumulative total reduction of 5.31 percent uo 
the 92.4 percent allocation factor be applied to the deferred 
costs (I^. at 8-9). The staff agrees with CCC that application of 
a 92.4 percent allocation factor is not reflective of test-year 
data; however, the staff disagrees with 0-.C's methodology used to 
compute its adjustments. Staff witness McDonald testified thai 
OCC's adjustments constitute a selective adjustment to test-year 
jurisdictional allocation factors and is inappropriate (Staff Ex. 
11, at 11-12). The staff recommends that an allocation of '36.2 
percent be used to adjust the Beaver Valley 2 post in-service 
carrying charges and deferred costs incurred subsequent to January 
1, 1989. This allocation factor is calculated on a similar basis; 
as the 92.4 percent allocation factor previously used by the 
applicant and is based on the composite of the Beaver Valley 2 
jurisdictional and total company nuclear production plant invest
ment. The staff's factor is based upon the test-year data devel
oped by the company in its nuclear plant and expense allocation 
factors in this case (id.). 

The company alleges that if the Commission were to accept 
either .̂he staff's or OCC's proposal, it would be forced to write 
off approximately $16.4 million of defeired costs and post in-
service AFUDC through June 30, 1990. The company contends that 
its 92.4 percent allocator is in accordance with the Commission's 
orders approving the deferrals and accruals in the first p.lace. 
Because the company's accounting is in accordance with the ac
counting entries, the company believes that the 92,4 percent 
allocator is appropriate for this case. Further, the company 
argues that the deferral of the Beaver Valley 2 costs at the 92,4 
percent level has been an integral part of the company's rate 
deferral and moderation program. Had the company known when it 
committed to delay this rate increase until July 1990, that it 
would not be allowed to recover all deferred expenses, the pro
gram, if any, would have been different (Co. Ex. 9D, at 3, 9-10). 

In addition, the company argr^s that OCC and the staff have 
ignored the impact of changes to Ohio Edison's off-system firm 
sales other than PEPCO. Company witness Flower testified that 
AHP-Ohio sales fell to approximately 30 MW in 1989 and have been 
scheduled at that level for the next several years. Mr. Flower 
developed a test-period allocation factor that reflects the re
duction in the AHP-Ohio sales of 89.1 percent. However, Mr, 
Flower went on to advocate that, not only should the Beaver Valley 
2 allocator be changed to reflect the reduction in the level of 
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AMP-Ohio sales, but that all the allocation factors in this câ -e 
should be changed to reflect the actual test-year sales to AMP-
Ohio. Use of revised test-year jurisdictional allocation factors 
would increase the revenue requirements in this case by $30 mil
lion (Co, Ex. IOC, at 5-7). 

As previously discussed, the Commission has authorized the 
deferral and accrual accounting for Beaver Valley 2 costs. How
ever, the accounting orders did not set the ratemaking treatment 
of these costs. In fact, in Ohio Edison Company, Case No. 87-985-
EL-AEM (Occober 20, 1987), the company specifically requested that 
the Commission address the ratemaking treatment of the deferred 
costs. The Commission adopted its staff's recommendation that any 
issues as to future recovery and rate base inclusion should be 
deferred to the company's future rate case proceedings. If the 
company was not sure of this statement, then it should have become 
jrystal clear when in denying lEC's motion to intervene, the Com
mission reiterated its conclusion that the accounting entry grants 
permission for Ohio Edison to defer operating costs past the in-
service date for booking purposes only and does not address the 
ratemaking treatment of these items. The Commission made a 
similar statement when it addressed post in-service carrying 
charges in Ohio Edison Company, Case No. 87-984-EL-AAn (October 
20, i987). Thus, the company's argument, that its proposed rate-
making treatmc*r»t was somehow authorized by prior Commission 
orders, is clearly wrong. 

The Commission is of the opinion that the Beaver Valley 2 
deferrals and accruals must be adjusted for ratemaking purposes to 
account for increased sales to PEPCO, Failure to make such an 
adjustment would result in jurisdictional customers paying more 
than their share of the deferrals and accruals. The Commission is 
also of the opinion that the staff's alljcation factor of 86.2 
percent is the most appropriate method to use in making the ad
justment. The staff's allocation factor is based upon the test-
year data used by the company to develop its jurisdictional allo
cation factors. The Commission declines to adjust the test-year 
data to account for decreased AHP-Ohio sales. The Commission 
believes that such a selective adjustment to test-year data is 
inappropriate, especially in light of the company's contention 
that all the test-year allocation factors should be changed to 
reflect the present level of AMP-Ohio sales. It must be remember
ed that it is the company's test-year data upon which the compos
ite 86.2 percent allocation factor is based. It was the company, 
that provided the test-year information; it was the company that, 
with the exception of the Beaver Valley accruals and deferrals, 
based all of its allocations on the PEPCO sale at 387 HW and the 
AHP-Ohio sale at 125 MW. Thus, in making the adjustment to the 
amount of deferrals and accruals to be recovered from ratepayers, 
the Commission has determined that the deferrals and accruals 
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should be based upon test-year allocation factors, just as the 
company proposed in all other instances. OCC's objection is 
sustained. In addition to an adjustment to the working capital 
allowance, the appropriate adjustments to defer red annual amorti
zation expense, plant in service, and depreciation expense should 
be made. 

Perry 66 MW Power Purchase 

In May of l-'89, the company's obligation to purchase 68 HW of 
Perry capacity from CEl expired. This obligation to purchase the 
68 MW of Perry capacity for an 18-month period was the result of 
reallocating 5.6 percent of the Perry plant from Ohio Edison to 
CEI. The trancaaction reduced Ohio Edison's investment in Perry by 
approximately $400 million. 

OCC, through its witness Mr. Effron, pointed out that the 
company's present rates, established in Case No, 87-689-EL-AIR, 
still reflect the cost associated with the purchase of 68 MW of 
Perry capacity. Mr. Effron argues that a savings results from the 
cessation of this purchase, and that the savings to the company 
resulting from the expiration of the obligation to purc.iase this 
capacity should be accrued and offset against the Perry and Beaver 
Valley 2 deferred costs (OCC Ex. 1, at 10)> In support of its 
contention, OCC relies on the Comrrission's accounting entries 
which authorized the deferral of Periy and Beaver Valley 2 costs. 
In those entries, the Commission indicated that the deferral of 
the operating costs should be net of any and all savings that 
result from the operation of the plants. According to Mr, Effron, 
the expiration of the obligation to purchase 68 MW of capacity 
from CEI is a savings related to the Perry plant and would not 
have occurred, were the Perry plant not in operation (I_d, at 11). 

The Commission cannot agree with OCC, The cessation of the 
Perry 68 MW sale has nothing to do with the operation of either 
the Perry or the Beaver Valley plants. Obviously, the sale could 
not have been made in the first place, and, consequently, would 
not have ceased, had the Perry plant not been operating. However, 
the operation of the plant had nothing to do with any savings. 
The savings resulted from the expiration of Ohio Edison's obliga
tion t;j CEI to purchase Perry capacity. It is because of the 
transaction between CEI and Ohio Edison that ratepayers are re
ceiving a savings in the amount of a $400 million reduction in 
rate base. Thus, the savings to ratepayers are attributable to 
the reduction in rate base, not the cessation of the purchase. 
Finally, OCC would have the Commission look back at prior rates 
and selectively adjust one item. This is inappropriate retro
active retemaking. OCC s objection is overruled. 
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Perry Prudence Audit Costs 

The staff recommended that the jurisdictional portion of 
$2,798,049, which represents Ohio Edir-on's share of the audi t 
costs incurred as a result of the Commission-ordered investigation 
into the construction costs of Perry i n Case No. 85-52i-EL-COI, be 
amortized over a three-year period and included as an expense item 
in this proceeding. The company requests that the unamortized 
balance of the audit costs be included in working capital. The 
staff opposes any working capital allowance for the unamortized 
balance of the Perry audit costs. 

The company compl;̂ ir:r> that without a working capital allow
ance, it will not fully recover these costs, as the company con
tinues to incur carrying costs on the unamortized balance. Fail
ure to include these amounts in working capital, according to the 
company, would be an injustice-. 

The Commission has previously addressed this matter for CEI. 
In that case, the Commission amortized this expense over a three-
year period, but declined to include the unamortized balance in 
rate base. Cleveland Electric Illuminating Co.r Case No, 86-2025-
EL-AtR (December 16, I98T) " at" 68 . "Ohio "Edison has provided the 
Commission no reason which persuades us to depart from prior prec
edent. The Coruiidssion considers this expense to be similar to 
rate case expense. Reasonable rate case expense is usually amor
tized over a period of time; however, no working capital is au
thorized. Similarly, no working capital allowance for Perry audit 
costs will be allowed. 

PIP Arrearages 

The company alleged that the staff inadvertently failed to 
include the percentage of income payment plan (PIP) arrearages 
that art' greater than 12 months old. Staff witness Meridith 
agreed and recommended that the P I P arrearage balance of 
$34,603,647 be used when calculating the working capital require
ment (Staff Ex, 6, at 2). 

OCC objected that the staff used PiP customer deposits as of 
November 1989, to offset rate base instead of using the date 
certain balance to offset r-'.te base. However, OCC provided no 
testimony on this subject and did not address it on brief. OCC's 
objection is, therefore, deemed w i t h d r a w n . 

Working Capital Summary 

The following schedule reflects the Commission's determina
tion of the allowance for working capital to be included in rate 
base in this proceeding. 
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Jur isdictional Wo'' king Capital Allowance 
(000"'s Omitted) 

Cash Component $ (139,732) 
Material and Supplies 53,656 
Fuel Inventory 42,960 
PIP Uncollectibles 34,604 
PIP Customer Deposits (1,128) 
Perry 1 Lease Financing 15,696 
Beaver Valley 2 Lease Financing 28,196 
Beaver Valley 2 Book Loss 40,360 
Perry 1 Unamortized O&M 48,250 
Beaver Valley 2 Unamortized O&M 212,069 
Unclaimed Fund (361) 
Perry Unamortized Sale/Leaseback 6,604 
Beaver Valley Unamortized Sale/ 

Leaseback 7,868 

Jurisdictional Working Capital 

Allowance $_ 349.242 

Other Rate Base Deductions: 

Unclaimed Funds 
The company's unclaimed funds account is made up of undeliv-

erable accounts payable, petty cash, line extension deposits, se
curity deposits, overpayments on electric and other accounts, 
dividends, bond interests, claims, and payroll checks (OCC Ex. 6, 
at 4). OCC witness Chan testified that unclaimed funds are a non-
investor supply source of funds available for use by the company. 
Further, the company has indicated to OCC that the level of un
claimed funds will not change significantly in the near future, 
Mr. Chan recommended that the unclaimed funds in the amount of 
$360,62 5 should be subtracted from the company's rate base. The 
staff would deduct only $60,150 from rate base, which is the 
amount attributable to the security deposits portion of unclaimed 
customer funds (Staff Ex. 5, at 4), 

The company opposes both adjustments; however, it provided no 
testimony on the subject. The company only argues that it is 
clear from the names in the account that the funds are not cus
tomer-provided. Further, the company contends that it is only 
customer-provided funds which should be deducted from rate base. 

Investors are entitled to earn a return on capital invested 
by them in utility operations. Clearly, customer-provided securi
ty deposits are not provided by investors and must be deducted 
from rate base. This matter is not subject to debate. Consumers' 
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Counsel v. Pub. Utll. Comm. . ^H O h : - S t . 2ci \0S [1919 . ^s to the 
othe r components o.c unclairricd fund/;, che only evidencf of record 
is that unclaimed I'unds are a non-invtstoi supply soutce of fuids 
aval 1 able for use t y the conipa.iv . i he lecoi d does ro'. establish 
from where the funds come, Based upcn the record presented to the 
Commission on this subject , th'̂  Comm: ssion believes that OCC s 
adjustment should be accepted. The c:ompany has not met its burden 
of demonstrating thcit it is entiil*-.! to ti return on these un
claimed funds. Rate base should bo :educed by $36 0,82 5 attricut-
able to unclaimed funds. 

Deferred Taxes Associated v;i th Prope r ty Taxes 

The siciff recommended that.; <;,b9S,924 o t accv;mulated defi>rved 
taxes associated with property taxes continue to be used as a rate 
base deduction (Staff Ex. 9, at 6^. The company objected to chis 
deduct ion. 

The company's book-tax timiriq diffetence for property taxes 
arises as a result of the company booking property tax expense for 
book purposes in the year in which the property is assessed, and 
foi tax purposes in the year in which the lien attaches. This 
.'•'.eates a defoirod '.̂ Lcdit \:bat a;., noLted v^qainst rate base (Tr. 
XXII, ?0). According to the company, the Internal Revenue Service 
(IRS) informed the company that its property tax treatment does 
not meet the economic performance test established by the IRS. 
Therefore, the IRS has proposed that property taxes be deducted in 
the yeair paid, rather than in the year in which the lien attaches. 
This treatment will result in a deferred debit, as opposed to a 
credit which presently exists (Co. Ex. ISB, at 7-8). The company 
recommends that the Commission should eliminate the entire book-
tax timing difference in this case. 

Staff witness Hensel testified that it would be improper to 
eliminate the tax timing difference at this time because the IRS 
has not issued final tax regulations. According to Ms. Hensel, 
there are two IRS proposals related to property taxes. The first 
one is that property taxes should be deducted in the year paid; 
the second one is that property taxes should be deducted in the 
year they are booked as an expense. However, the IRS has not 
finalized its position on this issue, nor have final regulations 
been issued. The staff believes that the income tax calculation 
used for ratemaking purposes should be based on the tax laws and 
regulations currently in effect, and not on proposed changes 
(Staff Ex, 9, at 3-4), 

The Commission believes that the staff's position is correct. 
At this poinc in time, one can only speculate when any final IRS 
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regulations will be issued. Further, tie details of any such reg
ulation t*. cannot be known at this time. Accordingly, the Commi s-
sion finds that the tax timing difference related to property tax 
should continue to be used as a rate ba^e deduction. 

De.ferred Taxes on Nuclear Fue 1 Cari;ying Charges 

Th? company has on its books accumulated deferred income 
taxes related to nuclear fuel carrying charges. When the nuclear 
fuel was in process, the carrying charges on that fuel were capit-
alized for book purposes and added to the cost of the nuclear 
fuel. For income tax purposes, the carrying charges were deducted 
as incurred. To recognize the effect of this timing difference, 
deferred taxes were recorded on the carrying charges at that time. 
As the fuel is burned, the company amortizes the cost of the nu
clear fuel, including the carrying charges. As the carrying 
chargesi are amortized, the balance of c.ccumulated deferred income 
taxes :. s reversed. The balance of the accumulated deferred income 
taxes as of the date certain represent!? the income taxes previous
ly deferred, OCC recommended that $16,988,000 of accumulated de
ferred income taxes related to nuclear fuel carrying charges as of 
the date certain be included in the deferred taxes deducted from 
plant in service because they are non-investor supplied funds. 
When the company took the tax deduction for the carrying charges, 
it realized a benefit from the timing of the tax deduction. Since 
the tax deduction related to the nuclear fuel carrying charges was 
not flowed through by the company in the computation of income 
taxes, the time value of this tax deduction was not passed on to 
ratepayers (OCC Ex. 1, at 13-16). The staff agrees with OCC. 

The company opposes this rate ba£:e deduction. The company 
contends that nuclear fuel has never been included in the com
pany's rate base because it has been j^rocured on behalf of the 
company through various leasing and trust arrangements. Since the 
nuclear fuel to which these deferred income taxes relate is not 
included in rate base, the company reasons that it would be in
appropriate to reduce rate bast? by these accumulated deferred in
come taxes. However, company witness Daniels testified that if 
the Commission believes that a deduction should be made, only 
$3,621,363 of the balance relates to nuclear fuel in service. The 
remainder relates to nuclear fuel which was still in process as of 
the date certain (Co. Ex. 9D, at 16), 

The Commission is of the opinion that a rate base deduction 
should be made in the amount of $3,621,363 in accordance with 
Cleveland Electric Illuminating Company, Case No. 85-675-EL-AIR 
(June 24, 1986) at 30-31. In that case, the Commission stated 
that deferred taxes related to nuclear fuel interest associatf=?d 
with in-service fuel cores should clearly be deducted. Customers 
being served by the nuclear fuel in service are the ones who are 
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;: equi ced to bear the interest cos r ̂- r.h rou9hi their i ates and whC' 
should recei ve a raty base deduction. Howeve r , becanso it is not 
until the fuel is burned that i n t p rest expense is recoqni ?.ed, 
cue tome rs do not pay any oa r ryinq cha rgos associated wi th nuclecM 
fuel wliich is still in process, :hcre£ore, there should be no 
deduction for nuclear fuel in process. OCC's objection is sus
tained tc the extent that $3,6:U,353 should bo used as a rate base 
deduction. 

Double Dgducti£n __fc)_r Deferred Taxes 

The company objected that the staff accounted for deferred 
taxes associated with deferred Bt̂ â er Valley 2 depreciation ex
pense twice--once as a working ciipital deduction, and a second 
t:.me as a rate base deduction. Staff witness Soliman testified 
that a double deduction for defer red taxes ass*--elated with Beaver 
Valley depreciation may l̂ave crcurred; however, he needed addi
tional information before mak ing tha^ determinat ion (Staff Ex . 10, 
at 26-27). Company witnoss Sit^r/ picv-lded the additional infor
mation required by the staff (Cc. Ex. 15C). The information pro
vided confifmi'i that a double deduction has occurred. Accordingly, 
the amount .ittributable to deferred taxes associated with deferred 
Besve-r Vall?y 2 depreciation exi.iense should be excluded from other 
rate base deductions, 

^̂ *̂-f_ Base Summary: 

Consistent with the foregoing discussion, the Commission 
finds the jurisdictional ^ate base^ as of the date certain of June 
30, 1989, to be as follows: 

Jurisdictiona1 Rate Base 
"( 000'"s Omitted) 

Plant In Service S 5,194,082 
Less: Depreciation Reserve 1,307,986 
Net Plant In Service $ 3,886,096 

Plus: CWIP $ 0 
Working Capital 349,242 
Mirrored CWIP Allowance 0 

Less: Other Items 169,735 

Jurisdictional Rate Base $ jL^045 . 6^3 

OPERATING INCOME 

Ohio Edison and the staff each submitted an analysis of 
test-year accounts reflecting the results of operations under the 
company's present rates. OCC and lEC also presented evidence in 
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support of certa:.n ad:ustments to the staff's, findings. Issi.es 
raised by the obje:tions filed by the parties.- are discussed t>elo\̂ -. 

Adder revenue is the mark-up on the company's energy costs 
for sales to other utilities (OCC Ex. 3, at 3). OCC recommends 
that $'1,731,189 be added to the company's jurisdictional operating 
T.evenues to account for adder revenues associated with non-f i rm 
sales to GPU, and for short or limited term sales to other util
ities (̂ d. at 3 and Att. KH-1 ) . According to OCC witness Hagans, 
jurisdictional customers should fully share in all revenue derived 
from the plant investment on which they are paying a return. Hi. 
Hagans believes that the Commission should r.reat Ohio Edison's 
adder revenues in the same manner as CEI's net non-jurisdiction.^l 
interconnection revenues (NNIH), which have been considered 100 
percent jurisdictional revenues in CEI's last two litigated rate 
cases, Cleveland Electric illuminating Co., Case No. 8 5-67 5-EL--AIR 
(June 24, 1986) a t 32-34, and Cleveland Electric Illuminating C o . , 
Case NO. 86--2025-EL-AIR (December 16, 1987)~at 39-41 (1^. at 4-6)'. 
North Star Stee1 also contends that adder revenues should be f]ow
ed through ".o t.lie jurisdictional customers since retail ratepayers 
are bearing a significant part of the cost burden of the facil
ities used to produce the energy sold in the off-system sales 
(North Star Ex. 14, at 29-30). 

The staff and the applicant both belî :;ve that adder revenues 
should be excluded from jurisdictional revenues. Staff witness 
McDonald testified that adder revenues should be treated as ncn-
iurisdictional for the following leasons: 1) Ohio Edison's adcer 
revenues represent the mark-up on energy charges whereas CEI': 
NNIR includes both demand and energy revenues for opportunity 
sales; 2) in this proceeding, the company's ratepayer's are fully 
compensated fc-r the costs associated with making off-system sales; 
and 3) there is no assurance that the non-firm sales will con:inue 
at the test-y(?ar level (Staff L'X. 11, at 14-16). Ohio Edison did 
not present a witness on this issue but ŝ :ates on brief that, in 
addition to t!ie arguments raised b;; the staff, adder revenues; pro
vide the comp.any with the incentivt= to asfsume risks associated 
with off-system sales, and in Ohio Edison Co., Case No. 84-1:59-
EL-AIR (October 29, 1985) at 19-21, the Commission distinguis.hed 
adder revenues from CEI's NKER and determined that adder revf-nues 
should be treated as non-jurisdictional (Co, Initial Br. at *'3; 
Co. Reply Br. at 20-21) . 

The CommiE.sion finds that Ohio Edison's adder revenues ŝhould 
be included in the cost of service in this case. While we recog
nize that this conclusion is a departure from our decision in Case 
No. 84-1359-EL--AIR, we belie-ve that no valid distinction exi.sts 
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^or treating Ohio Edison's adder revenues differently from CEI's 
•.::TR. In Case No. 84-1359-EL-AIR, the Commission rejected the 
staff's (50/50 split) and OCC's (100 percent to jurisdictional) 
proposals to include adder revenues in Ohio Edison's cost of 
service. In that case, however, there were several factors which 
contributed to the Commission's decision which are not present in 
this proceeding. At that time, CEI was required to include only 
50 percent of NNIR in jurisdictional revenues. Further, there was 
company testimony in the prior Ohio Edison case that a 50/5C shai-
ing of off-system sales revenues, in a manner similar to CEI's 
treatment of NNIR, would actually reduce the level of revenues 
included in the jurisdictional cost of service . See Ohio Edison, 
supra, at 19-20). Subsequently, in C£l, Case Nos. 85-675-EL-AIR 
and 86~2025-EL-AIR, supra, the Commission included all NNIR in 
CEI's cost of service. In Case No. 86-2025-EL--AIR, we concluded 
that, since "...all the assets associated with NNIR are included 
in jurisdictional rate base, and all of the operation and main
tenance expenses related to these assets are included in jurisdic
tional expenses ... [including] ... the administrative and billing 
expenses .... Iw]e see no reason why lOOt of NNIR should not be 
included." (CE^, Case No. 86-2025-EL-AIR, supra, at 40-41). In 
this proceeding, we see no reason why Ohio Edison should receive 
different treatment than CEI. Indeed, in Ohio Edison, sjJl>£_a< at 
20-21, we stated that "...the Commission is concerned about the 
different treatments afforded off-system sales revenues among the 
electric utilities. Accordingly, the Commission will continue to 
examine this issue in future rate proceedings." Nor is the Com
mission persuaded by the company's argument that adder revenues 
are necessary to provide an incentive to make off-system sales. 
We rejected a similar argument in CE^, Case No. 86-2025-EL-AIR, 
supra, at 40, wherein the record shov;ed that CEI's NNIR had in
creased nearly $3 million in the year following the date of the 
Commission's order requiring the inclusion of 100 percent of NNIR 
in jurisdictional revenues. Therefore, consistent with our prior 
treatment of CEI NNIR, we will adopt OCC's recommendation that 
$4,731,189 of jurisdictional adder revenues be included in the 
applicant's cost of service in this case. 

Unbilled Revenues: 

Unbilled revenues represent revenues for utility service used 
but not yet billed to the customer because of bimonthly or cycle 
billing, or for some other reason (lEC Ex. 4, at 5). In the past, 
many utilities did not book unbilled revenues for financial and 
ratemaking purposes to be consistent with their claims that un
billed revenues were not taxable income. However, the Tax Reform 
Act of 1986 (TRA-86) required that unbilled revenues be included 
in taxable income, while nrany utilities now recognize unbilled 
revenues for financial reporting and ratemaking purposes, Ohio 
Edison recognises unbilled revenues for taxable income purposes 
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only (Id. at 7-10). The difference between the company's taxable 
income recognition, compared, to book accounting and ratemaking 
recognition, creates a timing difference which generates an asset 
accumulated deferred tax balance (Id. at 10), While the applicant 
had originally sought to include this deferred tax balance in rate 
base, the Staff Report excluaed this amount, from rate base and the 
company did not oppose the st:̂ :ff's adjustuient (S£e S.R. at Sched. 
12) . 

I EC recommends that the Oommi "̂ sion order Ohio Edison to 
record unbilled revenues for financial reporting and ratemaking 
purposes and impute the resulting gain, subject to a three-yeai 
amortization, in its pro forme: earnings calculation (lEC Ex. 4, at 
11-12). lEC's primary concern is that, following the rate order 
in this case the company may decide to begin recording unbilled 
revenues for financial reporting purposes, resulting in a $52 
mill ion boost in the company': earnings (I^. at 9). lEC witness 
Kollen claims that if lEC's ptoposal is adopted, and Ohio Edison 
begins recording unbilled revenues, the company's revenue requir^'-
ment in this case would be reduced by $64.5 million with a one-
year recognition, or by $21.5 riillion on an annual basis, assuming 
a three-year amortization of the initial balance, as I EC recom
mends (̂ d. at 12;. Under this scenario, Mr. Kollen asserts that 
the company's earnings would be unaffected and ratepayers would 
receive the benefit of a lower ;ate increase (Id. ) . 

The staff rejects lEC's recommendation as unnecessary. Ac
cording to staff witness Hess, it is unnecessary to recognize the 
effects of either booked or t ax unbilled revenues i n a base rate 
proceeding (Staff Ex. 14, at 10). Mr. Hess te.^tified that the 
applicant's total sales represent the full level of sales for the 
12 months of the test year. The sales are priced at current rates 
to determine total operating revenues for the test year and, thus, 
revenues are properly matched witi their associated time period, 
eliminating the need for a revenuo adjustment such as lEC's pro
posed unbilled revenue adjustment {16, at 11), 

The Commission finds that the staff's recommended adjustment 
should be adopted. As Mr, Hess explained, ignoring the revenue 
requirement aspects of unbilled revenues properly matches test-
year revenues with test-year sales, and eliminates the need for 
any revenue adjustments. This trec^tment is also consistent with 
the Commission's findings in Columh ia Gas I and Columbia Gas II 
wherein Columbia (which books unbilled revenues) was prohibited 
from passing on to ratepayers the expense associated with an ad
justment required by TRA-86 without recognizing the corresponding 
customer benefit of increased revenues, Columbia Gas I, supra, at 
49-51; Columbia Gas II, supra, at 44-45. In this case, s i n c e Ohio 
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Edison dees not currently book unbilled revenues, the staff's ex
clusion of the deferred tax balance from rate base pronerly recoq-
nired the inconr.i stency in the company's original proposal. Thus, 
under the staff's re commendat ion, ratepayers are protected from 
the type of inconsistent t reatment which the Commission di sallowed 
in the Columbia cases. I EC fears that, at some point in the 
future, Ohio Edison w-.il begin to book unbilled revenues, thereby 
generating revenues f")r the company abovo the earnings opportunity 
granted by the Commission in this case. However, as Mr. Hess ex
plained, no such revenue discrepancy would occur because if the 
company began booking unbilled revenues, the company would catch 
up to where it should be, since recognizing unbilled revenues 
assumed recognition of only 11-1/2 months of revenues in the first 
yeac of such recognition. 

Special Arrangements _f^£ Economic Development Contracts: 

Schedule-' 3.1 of the Staff Reî ôrt reflects inclusion in oper-
a Cf revenues of one-hali of the "delta revenues" resulting from 
Ohio Edison's Special Arrangements for Economic Development (SAED) 
cantracts (S.R. at 5, 89-90). Delta revenues represent the dif
ference between revenues which would hf-̂ ve been collected under the 
appl 1 can t' s tariffs and the U :. .-io t t evenur?s col lee ted under the 
SAED economic incentive contracts which grant price concessions to 
encourage new and expanded load (Staff iZx, 20, at 3^. The staff 
recommends that the delta revenue deficiency be split evenly be
tween the applicant and its customers as recognition that both the 
company and customers benefit fcom the SAED contracts through the 
retention of load, load growth, increased income, greater effi
ciency of facilities, retained and increased employment, and in-
ciea*^ed tax revenues associated with economic recovery initiatives 
(I_d. at 3-4). According to staff witness Fortney, the staf f' s 
recommendation is consistent with past Commission precedent that 
companies and ratepayers should share in the revenue deficiencies 
associated with economic incentive contracts, including Toledo 
Edison Co,, Case No. 86-2026-EL-AIR (December 15, 1987) at 36 (40 
percent attributed to company), and Cleveland Electric Illuminat
ing Co. , Case No. 8e-170-EL-AlR, et al. (January 31, 1989) a"t 
18-19 (50/50 split of delta revenues) (Id. at 5). 

Ohio Edison argues that delta revenues are merely hypotheti
cal values since, without the availability of SAED contracts, it 
is likely that many existing customers would have left the system 
and much new load or growth would not have occurred (Co. Ex. 14C, 
at 10). The company cites to the first case in which the Commis
sion addressed the issue of the apportionment of delta revenues, 
Cleveland Electric Illuminating Co., Case No, 85-675-EL-AIR (June 
24, 1986), at 36, to support its position that no "phantom" delta 
revenues should be imputed to the applicant's cost of service. 
The company claims that the Commission should follow that CEI 
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decision and reject the staff's 50/5'̂  proposal since, in this pro
ceeding, 100 percent of the SAED revenue is credited to the cus
tomer classes and that SAED incremental revenue covers the con.-
pany's variable costs and part of its fixed costs (Tr. XXVII, 37, 
41; Co. Ex. 14C, at 9-10). Ohio Edison asserts that the Commis
sion should not penalize the company for making efforts to f.-icili-
tate economic growth. The applicant argues that taking a portioii 
of SAED revenues, which would not exist at all but for the com
pany's efforts, is inconsistent with Ohio's efforts to attract and 
promote economic development. 

OCC contends that a 75 percent (company) and 25 percent 
(customer) sharing of delta revenue deficiencies is appropriate 
for this case (OCC Ex. 9, at 9). OCC witness Yankel testified 
that there are two reasons which justify OCC's recommendation. 
First, Mr. Yankel claims that recent declines in Ohio's unemploy
ment rates indicate that the need for economic incentive rates is 
much less than it was in the early 19805 {16_, at 6). Second, Mr. 
Yankel states that the company's incremental load which has been 
stimulated by the SAED program is substantially more on-peak than 
the existing load of the same customers i t d , at 7-9, AJY-1). As a 
final matter, Mr. Yankel proposes that in future rate cases Ohio 
Edison be orderf̂ d to break out SAED customers as a separate class 
in the company's cost of service studies (I_d, at 10). 

The Commission finds tj "~ the staff's recommended treatment 
of the delta revenues in this proceeding is appropriate and should 
be adopted* We are not persuaded by Ohio Edison's argument that 
sharing of the delta revenues is inconsistent with the statewide 
goals of encouraging economic development in Ohio. The Commission 
believes that a 50/50 split properly recognizes that both the com
pany and its customers benefit from the company's policy of pro
viding economic incentive rates to certain customers to retain 
load, encourage expansion, or attract new development in the com
pany's service territory. Further, this equal sharing of the SAED 
delta revenues is consistent with our most recent decision which 
addressed the issue (See CEI, case No. 68-170-EL-AIR, supra). We 
also reject OCC's proposal. One need only have attended the pub
lic statements hearings in this case to recognize that residential 
and business customers alike are deeply concerned with the lack of 
employment opportunities and the shrinking economic base of the 
areas in which they live or operate. The Commission believes that 
its policy encourages economic development and that the staff's 
treatment represents a fair sharing of the benefits and the reve
nue deficiency attributable to SAED contracts. 

Annualization of SAED Revenues: 

In addition to its objection to the imputation of any SAED 
delta revenues, the applicant also disputes the staff's method of 
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annualizing SAED revenues in this proceeding. Staff witness Soli-
man testified that the staff annualized test-year SAED incremental 
revenue to reflect the actual level of revenue experienced by the 
company during the test year and which was expected to continue in 
the future (Staff Ex, 10, at 4-7). The company claims that an
nualization should not be applied to SAED revenue because of the 
lack of stability and certainty of the SAED contracts. If the 
Commission accepts the staff's annualization of SAED revenues, the 
applicant argues that a corresponding increase in operating ex
penses must also be included, to account for the cc-ts needed to 
generate the additional kWh (Co. Ex. 14C, at 11-13). Mr. Soliman 
states that the staff agrees, in theory, with the applicant's re
quest for a corresponding increase in O&M expenses but does not 
recommend an adjustment because of the staff's belief that the 
operating expenses recommended in this case already reflect a 
normal level of operating expenses for the company (Staff Ex, 10, 
at 6-7). 

The Commission finds that the staff's annualization of the 
SAED revenues is appropriate in order to reflect a more accurate 
estimate of the company's actual test-year experience and future 
SAED revenues. Company witness Burg testified that, as of March 
.U, 1989^ 64 companies had taken advantage of SAED contracts with 
the potential to add $19 million in annual revenues (Co. Ex, 6A, 
at 17). Mr. Soliman pointed out, however, that the companv'o 
application reflected SAED revenue of only $15.4 million (Staff 
Ex. 10, at 5). We believe that the staff's annualization of SAED 
revenues is reasonable and should be adopted. Consistent with our 
adjustments regarding short-term sales and the Perry 68 HW pur
chase power issues, the Commission finds that the company's oper
ating expenses should reflect the increased costs associated with 
the additional kWh caused by the staff's annualization. Thus, as 
indicated by company witness Norris (Co. Ex. 14C, at 13), the 
Commission will add $523,767 to the company's operating expenses 
to recognize the corresponding generating expenses associated with 
the staff's annualization of the SAED revenues. 

Allocation of Nonjurisdictioral Fuel Revenues: 

North Star claims that Ohio Edison's allocation of 88.2 per
cent of total fuel costs to jurisdictional customers causes those 
customers to pay a disproportionate share of the company's total 
energy requirements (North Star Ex. 14, at 27-30). According to 
North Star witness Drzemiecki, under Ohio Edison's cost-o^-service 
study, jurisdictional customers are responsible for 88.2 percent 
of fuel costs but only 85 percent of the fuel costs which are in
cluded in the energy allocation factor. Staff witness McDonald 
testified that the staff did not include any nonjurisdictional 
fuel costs in its determination of the jurisdictional revenue 
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requirement (Staff Ex. 11, at 17). Mr. McDonald claims, there
fore, that it would be improper to include nonjurisdictional fue] 
revenues as suggested by Mr. Drzemiecki (y, ), On brief, the com
pany pointed out that, in computing his claimed miŝ natch of energy 
sales and fuel expense allocations, Mr, Drzemiecki had mistakenly 
compared unadjusted and adjusted figures. The applicant argues 
that the unadjusted energy allocation factor should have been com
pared to the corresponding 88.2 percent factor cited by Mr. 
Drzemiecki. 

The Commission finds that North Star's objection on this 
issue shoulri be overruled. As both the staff and the company in
dicated, Mr. Drzemiecki's analysis apparently was based on incor
rect assumptions. North Star made no attempt to refute, th'ough 
cross-examination or additional testimony, Mr. McDonald's conten
tion that the staff had appropriately excluded nonjurisdictional 
fuel costs from the jurisdictional revenue requirement. Thus, the 
Commission will adopt the staff's position on this issue. 

Mirror CWIP Revenues: 

In the company's last rate case. Case No, B7-689-EL-AIR, the 
Commission implemented a mirrored CWIP surcredit tariff rider to 
return to customers revenues collected as a result of the inclu
sion oi two projects (Mansfield-Juniper 345 kv and Sammis gener
ator protection) in the CWIP allowance in the company's prior rate 
case (84-1359-EL-AIR), This tariff rider was instituted by the 
Commission to effect the so-called "mirror CWIP" provision of 
Section 4909.15(A)(1), Revised Code, which is intended to credit 
ratepayers for revenues paid as a return on any property included 
in rate base, prior to the time the property is used and useful in 
providing utility service. The CWIP rider expired in Hay of 1990, 
some five months after the end of the test year in this proceed
ing. Since the tariff rider was in effect during the entire test 
year, the staff followed the proposal set forth in the company's 
application (Co, Ex. 5A, Sched. B-9; Co. Ex. 5A, Sched, E-4.lA) 
and deducted from rate base $26,837,306 associated with the two 
prior CWIP projects (S.R. at Sched. 10.1) and reflected the reve
nue reduction resulting from the application of the surcredit 
rider in the staff's base revenue annualization (S.R, at 14-15, 
Sched. 3.1). Staff witness Hess testified that the effects of the 
mirror CWIP surcredit rider should not be removed from the revenue 
requirement calculation in this case because, tc do so, would 
represent a post-test year adjustment (Staff Ex. 14, at 11). 

lEC objected to the staff's treatment of the CWIP surcredit 
tariff rider on the basis that the ^ider will never be applied to 
the base rates established in this proceeding and that the rider 
is not tied in any way to the base rate valuation determined in 
this case. According to IEC witness Barber, the appropriate 
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treat ment in this proceeding is to deter mine the jurisdictioi-.al 
revenue requi rement for this case wi thout regard to the surcredit 
cider (lEC Ex. 2, at 14). Mr. Barbor contends that the effect of 
returning the mirror CWIP to rate base, and increasing ope rating 
revenues by eliminating the effect of the surcredit, is to lower 
the jurisdictional revenue requirement by more than $1 million 
( I_d. ) . lEC claims that the post-test year adjustment argument 
posited by the staff and the company is incorrect since lEC's 
recommendation does not attempt to adjust test-year operating 
income based on a change in costs occurring after the test year. 
According to lEC, the fact that the mirroj CWIP sutcrc,.lit rider 
%as in place during the test year has nothing to do with estab
lishing the appropriate level of rates to be charged after the 
rider expires. Rather, lEC argues that the level of the surcredit 
turned on the deduction of mirror CWIP from rate base in Case No. 
87-689-EL-AXR, and the Commi ssron's order in that case satisfied 
the requirements of Section 4909 .1S(A)(1), Revised Code, 

The Commission finds that lEC's proposal should be adopted. 
We are not persuaded by the arguments that this recommendation 
violates the test-year concept since the CWIP surcredit rider will 
not be in effect for any part of the period for which rates are in 
effect. Further, the elimination of the rider was a known and 
measurable event during the test year and at the time the company 
filed its application. Thus, although thi' CWIP rider was in 
effect during the entire test yf^ar, its expiration prior to the 
issuance of this order creates the type of "anomaly" which makes 
the test year unrepresentative for ratemaking purposes. ê_e Boa rd 
of Commissioners v. Pub. Util. Comm., 1 Ohio St. 3d 125, at 127 
(1982) ; Consumers' Counsel v. Pub. Util. Comm., 67 Ohio St. 2d 
153, at 166 (1981). As lEC points out on brief, this mirror CWIP 
adjustment is comparable to the Commission's consistent use in 
rate cases of the latest-known fuel component portion of the EFC 
rate, even if the new fuel component is established after the test 
year. See Ohio Power Co., Case No. 85-726-EL-AIR (July 10, 1986). 
The Commission believes that lEC witness Barber's recommendation 
represents the appropriate treatment of the mirror CWIP tariff 
rider revenues in this proceeding and, accor .ingly, it shall be 
adopted. Further, the appropriate mirror CWIP amount should be 
added to rate base. 

Perry Depreciation Expense: 

Ohio Edison objected to the staff's calculation of nuclear 
fuel disposal costs and the staff's use of units-of-production 
depreciation for the Perry plant. Specifically, the company 
claimed that the staff had incorrectly calculated the Perry de
preciation factor and the plant's capacity factor (thereby causing 
an incorrect calculation of the nuclear fuel disposal cost), and 
that straight-line depreciation should be used to eliminate the 
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types of errors inherent in the units-of-production method (Co. 
Ex. 9C, at 21-26; Co. Ex. 12C, at 10-12). 

Staff witness Kotting agreed with the comp̂ n̂y that the Staff 
Report had incorrectly included the effects of a refueling outage 
in calculating Perry generation and, accordingly, updated the 
available operating hours from 7,080 to 8,760 and the capacity 
factor from 71.7 percent to 72.7 percent (Staff Ex. 12, at CK-6; 
Tr. XXII, 142, 146). Mr. Kotting indicated that, consistent with 
these changes, Perry generation would increase from 1,837,536 MWh 
to 2,273,562 MWh (Tr. XXII, 142). According to Mr. Kotting, these 
changes would result in Perry depreciation expense of $26,926,601 
and a nuclear fuel disposal adjustment cost of $1,045,531 (Staff 
Ex. 12, at CK-3, CK-4; Tr. XXII, 143). These changes are con
sistent with Ohio Edison's testimony, assuming the use of the 
units-of-production method for Perry depreciation. 

The staff does not agree, however, with the company's pro
posal to use straight-line depreciation. Mr. Kotting indicated 
that the mathematical errors contained in the Staff Report are not 
evidence of any inherent deficiencies with the units-of-production 
method, as claimed by the company (Staff Ex. 12, at 16-17). Mr. 
Kotting also claims that the company's concerns about different 
depreciation factors being used for the different owners of the 
Perry plant are unfounded since, the next time the Centerior com
panies file a rate case, their depreciation factor will also be 
subject to recalculation {Id. at 18), Mr. Kotting notes that Ohio 
Edison should be more concerned with the inconsistency which would 
occur if its depreciation rate was calcul-̂ ted using the straight-
line method while the other owners were using units-of-production 
(Id.). 

OCC does not dispute the staff's use of units-of-production 
depreciation for Perry but contends that the 72.7 percent capacity 
factor used by the company and the staff is unrepresentative, con
sidering Perry's generating history. OCC asserts that the appro
priate capacity factor for calculating Perry depreciation should 
be 62.2 percent, based on the most recent IB-month period of act
ual data (including the test year) from July 1988 through December 
1989 (OCC Ex. 20). OCC claims that the use of historical, rather 
than forecasted, data is consistent with the staff's position in 
prior cases and more accurately represents the performance of the 
Perry plant. 

The Commission finds that the staff's position should be 
adopted for purposes of determining the proper depreciation rate 
for Perry, as well as for the calculation of nuclear fuel disposal 
cost. We are not persuaded by the company's arguments that 
straight-line depreciation should be used for the Perry plant. As 
staff witness Kotting pointed out, an equal number of assumptions 
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must be employed with the straight-line method as with units-of-
production and the errors contained in the Staff Report were sim
ply minor miscalculations, rather than indications of flaws with 
the units-of-production method (Staff Ex. 12, at 16-18). Indeed, 
company witness Byrd agreed that, to the extent the underlying 
assumptions used for either method were incorrect, the resulting 
depreciation result would also be incorrect (Tr, VII, 197-198). 
Further, the Commission believes that it would be inappropriate 
for Ohio Edison to use straight-line depreciation while the other 
owners of Porry are required to use the units-of-production meth
od. Finally, the Commission notes that there is no evidence in 
the record upon which an appropriate straight-line depreciation 
calculation could be made. For all of these reasons, the Commis
sion finds that the units-of-production method should be used in 
this proceeding for determining Perry depreciation. 

Regarding OCC's contention that a 62.6 percent capacity 
factor should be used, the Commission believes that the 18-month 
period chosen by OCC is less representative of Perry generating 
capability than the factor proposed by the staff and the company. 
OCC fails to consider that the refueling outage contained in its 
historical period was more than twice as long as refueling outages 
scheduled for subsequent years (See OCC Ex. 65). Additionally, if 
the refueling outage contained in OCC's historical sample is 
removed, only two months of the remaining 13 months show capacity 
factors less than 72,7 percent, and the last five months of the 
test year show that Perry operated at an average capacity factor 
of 96,6 percent (See OCC Ex. 20). Clearly, a forward looking 
analysis of the Perry plant's expected future operating perform
ance, based on recent historical data, supports the use of the 
72.7 percent capacity factor. We find, therefore, that the Perry 
depreciation expense and nuclear fuel disposal costs calculated by 
the staff in Revised Schedules 9.3a and 3.18 should be adopted in 
this proceeding. 

Perry Budget Expense Adjustment; 

The staff has recommended that the test-year expenses budget
ed by the company for operating costs at the Perry plant be re
duced by a jurisdictional amount of $3,576,782 (S.R. at 10, Sched, 
3.28). The staff's adjustment reflects the difference between the 
preliminary six months estimated budget, which was used by the 
company, and the final Perry budget from the plant operators 
(̂ , ) , Staff witness Hess testified that the staff prefers to use 
final budgets over preliminary budgets because the staff "does not 
believe that preliminary budgets reflect an expected level of 
operating and maintenance costs" (Staff Ex. 14, at 5), 

The applicant submits that it rejected using the final budget 
in its updated filing in this case because the preliminary budget 
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"reflected a more realistic level of operating expenditures for 
the July through December period" \Co. Ex. 12C, at 19). According 
to company witness Hall, the actual year-end expenditures for 
Perry O&M were $5,305,566 over the preliminary budget and 
$14,048,937 over the final budget (I_d. ) . Thus, Ohio Edison claims 
that the preliminary budget should be adopted because it is more 
reflective of the company's actual level of expenditures than the 
final Perry budget, which the staff recommends be used. 

Normally, the Commission would agree with the staff's posi
tion that a final budget is preferable to a preliminary budget 
since the final budget would tend to be more accurate and reliable 
than a preliminary budget. In this case, howe\^er, the applicant 
has shown that, in preparing its updated filing, the preliminary 
budget v;as chosen because expenditures during the first six months 
of tne test year were much closer to the pri;liminary budget than 
the final budget submitted by the plant operators. Indeed, when 
actual figures became available for Perry O&M during the test 
year, they reflected a level of expenditures nearly $9 million 
closer to the preliminary budget, compared to the final budget. 
Under these circumstances, the Commission agrees with thf» appli
cant that the staff's recommendat ;ion to use the final Perry budget 
was inappropriate. Accordingly, the company's objection on this 
issue will be sustained. 

Nuclear Decommissioning Expense: 

At the hearing in this proceeding, the attorney examiner 
granted OCC's motion to strike (joined by the staff) a portion of 
company witness Byrd's prefiled testimony regarding an alleged 
miscalculation in the Staff Report on nuclear decommissioning 
costs, on the basis that the applicant had failed to pose an ob
jection to the Staff Report on this issue (Tr. VII, 56-56), Fol
lowing the attorney examiner's ruling, company counsel made an 
offer of proof of the stricken testimony and, on brief, the appli
cant urges the Commission to consider Mr, Byrd's testimony on this 
issue (Co, Initial Br, at 80-82), On June 5, 1990, the staff 
filed a motion to strike the section of the company's brief deal
ing with the stricken testimony. 

While the Commission does not consider it necessary to strike 
the portion of the company's brief cited by the staff, we do find 
that the examiner's ruling was correct pursuant to Rule 4901-1-28, 
O.A.C, and Commission precedent. The Commission is not persuaded 
by the company's argument that the staff and the other parties 
were put on notice of the applicant's position through its pre
filed post-Staff Report testimony- Were the Commission to accept 
the company's logic, it would render Rule 4901-1-28, O.A.C,, es
sentially meaningless. As we noted in Columbia Gas II, supra, at 
50, "Rule 4901-1-28, O.A.C, states that the objections to the 
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Staff Report by the parties framf. tĥ -̂ issuc?s in t!.e proceeding". 
Accordingly, the Commission will not reconsider or reii.^tate the 
stricken testimony. 

' ^ ^ ^g cior Audi t Sayings : 

lEC objected to the staff's lailvire to consider savings re
lated to the Perry plant, which may be identified in the manage
ment audit of the Centerior Energy Ccporation pursuant to the 
stipulation adopted in Clevelan-^ electric Illuminating Co., Case 
No. 88-''170-EL-AlR, et a 1. (January 31, 1989). Under the terms of 
the stipulation in the CEI case, the management auditor, Cresap, 
was to identify tiiigeted levels of annual savings for Centerior's 
operations. On May 7, 1990, the Audit Advisory Panel for the 
Centerior audit filed, in Case No. 89-498-EL-COl (In the Matter ot 
*-^^„^oHii^iGsion' s Consideration of Matters Related to the Stipula
ir'ion "Approved in~~Recent Cases involving Cleveland Electric Illumi
nating Co. and Toledo Edison Co.)/ th"̂  Cresap preliminary report 
and an agreement, dated Apr il 2^, i Q̂ ri. between Centerior, OCC, 
and lEC which, among other things, identifies certain O&M cost 
savings for the Centerior companies. On the final day of hearing, 
the attorney examiner took administrative notice of the entries 
•Tind orders issued in Case N'-. 39 U-JB-EL-COl , as well as the April 
26, 1990 agreement filed in that docket (Tr. XXIX, 64-66). 

lEC argues that since Cresap identified specific cost savings 
which can be achieved by the owners of the Perry pl^i^t, since 
Cresap reviewed a time period v.'hich incorporates the test year in 
this case as the basis of the audit recommendations, and since 
Centerior, TEC, and OCC have reached an agreement that a certain 
level ot cost savings will, in t a c t , be achieved, the Commission 
should consider these savings in setting the level of Per ry O&M 
expenses in this proceeding (lEC Ex. 4, at Ij; Tr.. XVII, 41). On 
cross-examination by lEC, staff witness DeVore testified that 
Cresap had estimated the non-Centerior owners' (Ohio Edison, 
Pennsylvania Power, and Duquesne Light) share of the Perry O&M 
savings to be $10.3 million (Tr. XXVII, 78), The staff disagrees, 
however, with lEC's claim that test-year expenses in this case 
should be adju&ted to reflect any cost savings identified by the 
Cresap audit. According to Mr. Hess and Mr, DeVore, lEC's pro
posal represents an out of test-year adjustment because any sav
ings associated with the audit will not occur until 1990 and 1991 
(Staff Ex. 14, at 5; Tr. XXIII. 142-143; Tr. XXVII, 74). 

Ohio Edison also opposes any ad3ustment to Perry operating 
expenses based on the Centerior management audit. The applicant 
argues there is no evidence in the record which would identify 
savings related to the test year or, in fact, what level of sav
ings would be attributable to Ohio Edison. The company claims 
that there is no certainty that the savings will occur as the 
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auditor estimates and whatever savings do occur will take effect 
after the test year (Tr. XXVII, 83-84, 86-87). 

The Commission agrees with the staff and the company that no 
adjustment should be made to Perry O&H in this proceeding based on 
the preliminary findings of the Cresap audit. Even if Cresap 
based its findings on Perry expenses during the test ^ear (which 
is not at all clear from the record - See Tr. XXVII, 76), any 
savings which may be realized will not occur until well after the 
test year and adjustments based on those savings would clearly be 
violative of the test-year concept since, at this point, the 
savings are too specul=itive to quantify accurately. See O M o 
Water Service Co, v. P-Jb. Util. Comm., 3 Ohio St. 3d 1 (1983); 
Consumers' Counsel v. :̂ ub. Util. Comm., 67 Ohio St. 2d 372 (1981). 
Assuming that the Commission could make adjustments based on the 
Cresap audit without violating the test-year concept, the record 
is devoid of any evidence upon which to make such an adjustment. 
lEC did not produce a witness who could identify savings attribut
able to Ohio Edison and the only witness with specific knowledge 
of the Centerior audit, staff witness DeVore, was unable to state 
what level of the targeted savings would be specifically associ
ated with Ohio Edison. Thus, the Cresap audit provides no basis 
for the Commi ssion to adjust Perry O&M in this proceeding. 

Beaver Valley Administrative and General (A&G) Rebilling: 

Original billings to Ohio Edisjn from Duquesne Light for 
Beaver Valley Units 1 and 2 A&G expenses were incorrect. In 
September 1989, Duquesne Light issued revised billings to Ohio 
Edison for the period of July 1983 through December 1988 (OCC Ex. 
2; at 15), This underbilling was due to Duquesne's use of an 
incorrect expense ratio for bills rendered to the company (Tr. IV, 
115). OCC witness Hixon recommends that a jurisdictional exclu
sion of $4,999,908 be made to the company's cost of service be
cause the rebillings, although paid by the company in the test 
year, represent an attempt by Ohio Edison to retroactively recover 
expenses associated with periods prior to the test year (OCC Ex. 
2, at 16-17). In the alternative, Ms. Hixon stated that, if the 
Commission adopts the staff's three-year amortization proposal, 
certain adjustments should be made to the staff's calculations 
contained in the Staff Report (Id. at 17-18), 

The staff proposes to amortise the Beaver Valley A&G rebill
ing expenses over a three-year period (S.R. at 10 and Sched. 
3.27). Staff witness Meridith testified that the staff agreed 
with the adjustments to the staff's Schedule 3.27 proposed by Ms. 
Hixon (Staff Ex. 6, at 6-7), The staff disagrees, however, with 
OCC's recommendation that the A&G rebilling expenses be totally 
excluded from the applicant's cost of service. Mr. Meridith 
stated that the expenses should not be excluded because discovery 
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and notification of the error occurred during the test year, rate
payers have benefited from not ha/inq previously paid for the?9 
unde rbillings, and the appliccint vortid likely have recovered t he t̂.f 
expenses in prior rate cases if it [lad bf?eri aware uf the corrrct 
level of expenses (̂ d. at 7-8). 

Ohio Edison did not present a witness on this issue but 
agrees with the adjustment to Schedule 3.27, proposed by Ms. 
Hixon, and agrees with the staff's recommendation to amortize the 
rebillings over three years (Co. Reply Br. at 60), Like the 
staff, the company opposes OCC's proposal to completely exclude 
tlie rebilling costs. The company argues that the relevant time 
period to consider, for ratemaking purposes, is the year in which 
the expenses were incurred. 

The Commission finds that the Eeaver Valley A&G expenses 
should be excluded from the applicart's cost of service in this 
proceeding. We are not persuaded by the arguments set forth by 
the company and the staff that, bc-rause the rebilling expense was 
incur red during the test year, the Comnission must necessarily 
pass those costs through to ratepayers. While the test year is 
the period examined by the Commission to determine an appropriate 
Level of the applicant's revenues and expenses, if the test year 
is found to be unrepresentative, the Commission will make adjust
ments to reflect a more representative level. The Commission 
believes that the A&G rebilling expenses, while incurred during 
the test year, represent a one-time event since, presumably, Ohio 
Edison does not expect to incur expenses related to Beaver Valley 
A&G underbillings in future years. Given the fact that these 
rebilling expenses reflect a one-time adjustment, not reflective 
of a normal test-year level of expense, the Commission must deny 
inclusion of those expenses in the applicant's cost of service. 
Our decision is consistent with Toledo Edison Co., Case No. 79-
143-EL-AIR (February 29, 1980). In that case, the applicant 
utility sought to amortize, over two years, costs related to a 
property tax surcharge which had not been included in its prior 
rate case. The Commission denied inclusion of the expenses in 
Toledo Edison's cost of service finding: *',..this item represents 
a one-time charge which cannot properly be reflected in future 
rates. Ohio Edison Co., Case No. 78-1567-EL-AIR (January 30, 
1980). Just as the Commission will not order the refund of antic
ipated expenses which are not actually incurred, it will not in
crease future rates to reflect unanticipated expenses which have 
been incurred in the past." Toledo Edison, supra, at 29. Al
though the applicant has sought to distinguish Toledo Edison, 
supra, on the basis that the A&G rebilling represents an adjust
ment to costs that will be incurred in the future, there has been 
no allegation that the Toledo Edison decision was erroneous. Fur
ther, we do not find the company's distinction to be relevant. 
While some level of Beaver Valley A&G expenses will certainly be 
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incurred by Ohio Edison in future years, the lump-sum rebilled 
expenses for underbilled amounts between 1983 and 1988 clearly 
reflect the "or.-:̂ -time" type of expense which we excluded in Toledo 
Edison. Nor are we persuaded by the arguments raised by the staff 
on this issue. Despite the staff's contention to the contrary, 
the Commission must consider the period when the services were 
rendered, not just when the costs related to those services were 
incurred. See Section 4909,15(A)(4), Revised Code. The Commis
sion finds that the company has failed to sustain its burden of 
proof on this issue and, thus, the Beaver Valley A&G rebilled ex
penses must be excluded from cost of service. 

Company Use and Line Losses: 

A portion of the electricity generated by Ohio Edison's 
system is accounted for as company use and line loss. The company 
use and line loss estimate represents the difference between elec
tricity generated and electricity sold. This estimate is used in 
the calculation of test-year fuel expense. The applicant has re
flected 1,693,772 MWh for company use and line loss and has esti
mated a loss factor of 11.47 percent for the secondary service 
level for 1989 (OCC Ex. 1, at 23-24), For off-system sales, the 
company has assumed a zero percent loss factor (I^.). The staff 
reviewed these loss factor estimates and found them to be reason
able (Staff Ex. 13, at 12-13). 

OCC contends that the company's line loss estimate is over
stated. According to OCC witness Effron, the company's actual 
experience for the 12 months ended June 30, 1989, resulted in a 
secondary service loss factor of 10.49 percent (OCC Ex. 1, at 24), 
Mr. Effron also claims that Ohio Edison has improperly allocated 
losses between jurisdictional and off-system sales by assuming a 
zero percent loss factor for off-system sales (^, at 25), OCC 
recommends that the off-system sales loss factor be assumed to be 
three percent, consistent with the company's transmission service 
loss factor. 

The Commission concludes that the company has failed to meet 
its burden of proof that the line loss factors of 11,47 percent 
for the secondary service level and zero for off-system sales are 
reasonable, OCC presented evidence that the most recent actual 
line losses for secondary service, for the 12 months ended June 
30, 1989 (which includes the first six months of the test year), 
averaged 10,49 percent. Not only did the company not present any 
evidence to rebut OCC, it did no cross-examination of Mr, Effron 
on this issue. Staff witness Tucker testified that the staff 
found the company's 11.47 percent line loss figure to be "reason
able" and recommends that it be adopted (Staff Ex, 13, at 12), 
Mr. Tucker admitted, however, that OCC's proposed 10,49 percent 
line loss figure is representative of the actual line loss figures 
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foL the first six mont:hs of the U'st yeai; and that, if the loss 
factors continued foi the remaindet of the test year at a compai-
able level, tĥ ' actual 1 os •? f act o i for 1989 wc:. Id be closer to 
10.49 percent than l i . ^ 1 peLceiu •'it. XXII, 83, 91). Mr, Tuckei 
also conceded that he did no inve;;.ti9ation to determine the rea
sonableness of the 11.47 percent loss factor or whether the actual 
loss factor had increased during the last six months of the test 
year i l d - at 90-91). The Commission addressed viitually the same 
issue in Ohio Powe; Co. , Case No. 8S-726-EL-AIR (July 10, 1986), 
In that case, tne ci;v;licant proposed an est i ma ted test-year M n e 
loss factor of 9.44 percent. OCC recommenced that the loss factor 
be reduced to reflect th*.- company's actua: experience of 8.4 per
cent. The Commission fcund that the company had failed t'~ rebut 
OCC's evidence and that the company's estimate was overstated. 
The Co..imission concluded that the latest known actual loss factor 
for the preceding 12 months should be used to set the appropriate 
line loss factor. Ohio Power, ^u£^L^' at ^7-38. We agree with OCC 
that the seconddry service level lin̂ j loss factor should reflect 
the most representative level fo-. the test year. The company, 
having failed to rebut OCC's evidence or offer any explanation why 
the 11.-17 percent loss factor is more representative of test-year 
experience, has clearly not met its burden of proof on this issue. 
A'Tord ingly, wr will a-iopr the i'̂ .49 percent loss fr*ctor proposed 
by Mr. Effron. 

The applicant has also f.-)iled tc rebut Mr. Effron's recom
mendation that the loss fa- tor for off-system sales should be 
calculated at three percent, rather than zero. The basis of the 
staff's and the company's contention that the zero line loss 
factor is reasonable is that "Josses a.e less on off-system sales 
because interconnections are generally closer than load centers to 
generation" (Staff Ex, 13, at 1 ••; See OCC Ex. 1, at 25). Although 
Mr Tucker testified that he did not believe the off-system line 
lovses were anywhere near three percent, he also stated that he 
did not believe the loss factor was zero and that the company had 
not supported the zero loss factor (Staff Ex. 13, at 13; Tr. XXII, 
76, 94). Despite Mr. Tucker's a dm i.. sion that the line losses are 
not zero, the staff still recommends that the Commission adopt the 
company's position of zero line IOSF for off-system sales. The 
Commission declines to do so. Mr. Effron based his three percent 
line loss factor on the same loss factor which the company uses 
for transmission service and the company failed to offer any test
imony on the inappropriateness of Mr. Effron's proposal. While 
Mr. Effron's proposal to adopt ^ three percent line loss f ,otor is 
somewhat speculative, there is no support in the record for the 
Commission to accept a zero loss factor. Mr. Tucker believes that 
the off-system losses are "much closer" to zero than three per
cent, but he has offered no evidence to support an alternative 
loss factor in this proceeding. As with the secondary service 
line loss factor, the Commission finds that the applicant has 
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failsd to sustain its burden of proof that its proposed zero loss 
factor is reasonable. The Commission will, therefore, adopt OCC s 
recommendation to adjust jurisdictional line losses. 

Advertising Expense: 

The recovery of advertising costs by an Ohio public utility 
is governed by the standards set forth in Cleveland v. Pub. Util. 
Comm., 63 Ohio St. 2d 62 (1980). In that case, the Ohio Supreme 
Court found that utilities engage in four basic types of advertis
ing; institutional, promotional, consumer informational, and con-
servational. Institutional advertising is "designed to enhance or 
preserve the corporate image of the utility, and to present it in 
a favorable light..,". Promotional advertising is "designed to 
obtain new utility customers, to increase usage by present custom
ers or to encourage.,,one form of energy in preference to an
other...". Consumer or informational advertising is "designed to 
inform the consumer of rates, charges and conditions of service, 
of benefits and savings available to the consumer; [and] of proper 
safety precautions and emergency procedures and similar mat
ters.,.", Conservational advertising is "designed to inform the 
consumer of the means whereby he can conserve energy and reduce 
his usage, and see)̂ s to encourage him to adopt those means", 
Cleveland, supra, at 70-71. The court held that costs associated 
with informational or conservational advertising were recoverable 
because those advertisements provide "obvious" di rect, primary 
benefits to consumers. Id. at 71. with regard to promotional and 
institutional advertising, however, the court stated that similar 
benefits were not readily apparent and that such advertising ex
penses must be disallowed, "unless the utility can clearly demon
strate a direct, primary benefit to its customers from such ads". 
Id. at 72-73. 

Ohio Edison objects to the staff's exclusion of $1,713,373 in 
advertising costs which the staff claims are associated with 
advertisements which are promotional or institutional in nature 
(Co. Obj, 21; Staff Ex. 7, at 4-8). As an example, the company 
claims that its ads referring to The Electric Decision Maker and 
its "Gatekeeper" and "Crime Watch" programs are primarily designed 
to provide information or promote conservation. 

OCC argues that the staff's advertising exclusions do not go 
far enough and recommends an additional exclusion of $1,228,061 
for a total disallowance of $2,941,434. According to OCC, ads 
such as "Six Points" (OCC Ex. 4A, at 408) and "Kosar Quality #2" 
(OCC Ex. 4A, at 461) should also have been excluded by the staff 
because they are intended to promote the purchase of electric heat 
pumps and furnaces, as well as promoting the increased usage of 
electricity. 
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Staff witness Habib testified that the staff reviewed each of 
the ads proposed by the company and used the "dominant message of 
the advertisement" test to determine which ads met the standards 
set forth in Cleveland v. Pub. Util. Comm,, supra (Staff Ex. 7, at 
5-6). Mr. Habib indicated that, while the ads cited by OCC may 
have been partially promotional or institutional, the predominant 
messages were of an informational or conservational nature and, 
therefore, should not be excluded from the company's cost of 
service in this case (l^, at 8). Staff witness Hess testified 
that line 21 of Mr. Habib's Exhibit MH-ia should be deleted to 
remedy a duplication of EEI media dues (Tr. XXIII, 115-116), The 
Commission agrees with Mr, Hess and finds that line 21 should be 
deleted from Mr. Habib's Exhibit MH-la. 

The Commission finds that the company's and staff's positions 
should be rejected and OCC's recommended exclusion should be 
adopted, subject to slight modification. As noted in Columbia Gas 
_IÎ  at 37, the "dominant message of the advertisement" test has 
been adopted by the Commission to determine which ads comply with 
the court's standard in Cleveland, supra. Under this test, if the 
dominant message of the advertisement is informational or conser
vational, the dollars associated with the advertisement are fully 
includable. In all other instances, however, nothing is included 
as an allowable expense. We believe that the dominant message of 
only two of the advertisements contained in OCC Exhibit 4A may be 
considered informational or conservational. These two advertise
ments, on pages 428 and 703 of OCC Exhibit 4A, are directed 
towards enhancing economic development in Ohio Edison's service 
territory. The Commission has previously found that such ads are 
beneficial to ratepayers because their purpose is to attract new 
industry to locate in the company's service territory and to 
encourage existing businesses to remain in the area. See Ohio 
Edison Co., Case No. 84-1359-EL-AIR (October 29, 1985) at 28-29, 
Thus, the cost of those two advertisements should be removed from 
the exclusion recommended by OCC. None of the other advertise
ments contained in OCC Exhibit 4A exhibit a direct, primary bene
fit to Ohio Edison's customers. While a few customers may derive 
some benefit from the programs or products advertised by the com
pany, we do not believe that fact alone is sufficient to allow in
clusion of those advertising costs pursuant to the court's stan
dard in the Cleveland case. Accordingly, the Commission will 
grant OCC's Objections 34 and 35, to the extent described above. 

Demonstration and Selling Expense: 

The staff excluded from test-year operating expenses demon
stration and selling expenses charged to Account 912 (S.R. at 9). 
staff witness Habib testified that these expenses were excluded 
because they were related to promotional activities (Staff Ex, 7, 
at 8-9), Although Ohio Edison filed an objection to the staff's 
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exclusion of these expenses, the company did not cross-examine Mi. 
Habib on this issue or address it on brief. Thus, the Commission 
finds that the demonstration and selling expenses exclusion recom 
mended by the staff should be adopted and the company's objection 
over rule--

Rate Case Expense: 

Ohio Edison originally estimated rate case expense of $46,770 
for this proceeding which the staff recommended be amortized ovei 
a three-year period (S.B. at 212, Sched. 3.17). The company ob
jected to the staff's understatement of rate case expense as not 
reflecting the costs incurred by Ohio Edison for outside legal 
counsel and retained experts (Co. Obj. 23). In his post-staff 
report testimony, company witness Flower updated the estimated 
rate case expense to $1,115,000 ($525,000 for outside legal fees, 
$520,000 for consultants, and $70,000 for other expenses) (Co. Ex. 
lOB, Att. E). Mr. Flower explained that the substantial increase 
was due to the fact that the company retained outside legal coun
sel and an outside consulting firm in December 1989 to assist in 
preparing and presenting this case (I_d.; Tr. V, 160-161). Mr. 
Flower indicated that outside counsel and consultants were neces
sary primarily because of the extensiveness of the depositions and 
interrogatories involved (Tr, V, 102). 

OCC made its usual objection to the staff's failure to ex
clude all rate case expense (OCC Obj. 36), and lEC objected to the 
staff's recommendation that the Commission review the company's 
late-filed rate case expense exhibit before establishing a reason
able allowance for rate case e,.pense in this case (lEC Obj, 17). 
Staff witness Hess testified that Ohio Ediso-i's updated rate case 
expense of $1,115,000 was "the largest estimate of a rate case 
expense in recent history" and "seems to be a little high" (Staff 
Ex. 14, at 3), 

On May 24, 1990, the company submitted its late-filed Exhibit 
21, which quantifies Ohio Edison's most recent estimate of rate 
case expenses in this proceeding. According to this exhibit, the 
company now seeks to recover a total of $1,446,850 for rate case 
expense, including $647,084 for outside legal services and 
$591,429 for outside consultants. On brief, the staff argues that 
the company's rate case expense request is "patently unreasonable" 
and that the Commission should reduce the company's request by 
half (to $723,425) and amortize that amount over three years 
(Staff Br. at 27) . 

The Commission has consistently found that the preparation, 
filing, and prosecution of a rate case is an ordinary and neces
sary feature of utility operation and, as such, must be recognized 
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in the expenses allowed. See Ohio Power Co., Case No. 81-782-EL-
AIR (July 14, 1982) at 27. Consistent with that principle, the 
Commission has traditionally permitted the inclusion of a reason
able amount for this expense. Columbia Gas II, supra, at 39. Iri 
Cleveland Electric Illuminating" Co., Case No. 86-2025-EL-AIR 
(December 16, 1987) at 74-75, the Commission allowed CEI to re
cover $519,000 in rate case expense for a proceeding in which the 
hea ring spanned nearly two months. In that case, however, we 
noted our "continuing concern over the magnitude of the ratti case 
expense incurred by CEI...", I^. at 75, Having reviewed the ap
plicant's request in this proceeding, the Commission agrees with 
the staff that the amount of requested rate case expense is unrea
sonable. We believe that the CEI case provides a measure of com
parison for this case and, accordingly, we will limit Ohio Edi
son's recovery of rate case expense to $520,000, amortized over 
three years. While the Commission recognizes th.-̂  complexity and 
volume of issues and discovery matters in this case, we are also 
aware that the principal components of the claimed rate case ex
penditures are related to fees for outside counsel and consul
tants; neither of which were retained until December 1989. We 
believe that $520,000 more accurately reflects the level of rate 
case expense permitted in past cases, while still recognizing the 
complexity and length of this proceeding. The Commission is con
cerned with the magni tude of Ohio Edi son's requested rate case ex
pense in this proceeding and, accordingly, directs the company, in 
its next rate case, to provide an explanation of the efforts of 
its management to control those costs and to assure that such 
costs are reasonable. 

EEI Expenses: 

In the Staff Report, the staff recommended that a portion of 
the assessments paid by Ohio Edison to the Edison Electric Insti
tute (EEI) during the test year be excluded (S.R, at 214, Sched. 
3,19), Ohio Edison objected to the staff's exclusion of expenses 
for EEI dues ($105,512) and expenses related to the Three Mile 
Island clean-up project ($325,197) while OCC objected to the 
staff's failure to exclude an appropriate percentage of the com
pany's Media Communication Fund expenses, 

OCC witness Chan testified that the staff's adjustment for 
EEI expenses related to the Media Communication Fund should have 
been based upon the 1988 NARUC Report of the Committee on EEI 
Oversight, rather than the 1986 version of the report which the 
staff used in the Staff Report (OCC Ex, 6, at 6-7). Staff witness 
Carr agreed that the 1988 report should have been used and adopted 
Mr. Chan's recommendation (Staff Ex, 3, at 3-4), In adopting the 
1988 NARUC report, Mr, Carr increased the percentage exclusion 
from 7,05 percent to 77,88 percent for the Media Communication 
Fund expense, as recommended by Mr. Chan, but also made downward 
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adjustments in the exclusion for EEI Dues, Solid Waste Activities, 
and Air Regulatory Group (Staff Ex. 3, at Ex. DPC-1). Thus, Mr. 
Carr's total recommended adjustment amounts to a $394,738 exclu
sion as opposed to the $393,387 originally recommended in the 
Staff Report. 

The Commission finds the staffs position to be reasonable 
and will exclude $394,738 from the company's proposed cost of 
service. This amount includes the $325,197 expense for the Three 
Mile Island clean-up which the Commission is excluding consistent 
with prior decisions. See Cleveland Electric Illuminating Co., 
case No. 86-2025-EL-AIR (Decemijer 16, 1987) at 79-80). 

Akron Area Corporate Challenge Expenses: 

OCC witness Chan testified that $14,000 in expenses related 
to the Akron Area Corporate Challenge program should have been 
excluded from Ohio Edison's cost of service (OCC Ex, 7, at 8, 
RKC-3). staff witness Carr agreed with OCC that the company's 
contribution to this program is not related to necessary utility 
functions and customers received no direct, primary benefit (Staff 
Ex. 3, at 4), The company claims that these costs should be in
cluded because the program contributes to employee health, morale, 
and performance and, thus, is beneficial to the company and its 
customers. 

The Commission agrees with OCC and the staff that the ex
penses associated with the Akron Area Corporate Challenge should 
be excluded from the company's test-year operating expenses since 
they are not related to providing utility service and customers 
derive no direct, primary benefit from Ohio Edison's participation 
in the program. Accordingly, the jurisdictional amount of $12,238 
should be excluded from the company's operating expenses. 

Employee Membership and Employee Club Expenses: 

OCC witness Chan submitted testimony indicating that $1,526 
for employee membership dues (Account 930,2) and $37,000 for 
employee club benefits (Account 926,50) should be excluded from 
the company's test-year expenses because the costs are not related 
to the provision of utility service (OCC Ex, 7, at 9-11, RKC-4), 
Staff witness Zieg testified that the staff agreed in principle 
with OCC that membership fees which do not result in direct bene
fits to ratepayers should be eliminated (Staff Ex. 5, at 5). Mr. 
Zieg stated, however, that the staff did not discover the inclu
sion of any such expenses and, therefore, the staff disagreed with 
OCC's proposal to exclude the amount contained in Account 926,50. 
The staff did not address OCC's recommendation regarding Account 
930,2 and Ohio Edison did not submit testimony on this issue. On 
cross-examination, Mr, Zieg testified that the staff did not do an 
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'in-deptli review" of the expenses related to employee memberships 
or club expenses and, thus, he could not recommend an exclusion 
without such an analysis (Tr. XIII, ,147). 

On brief, both the company and the staff attack the credibil
ity of Mr. Chan's analysis, arguing that his recommendation should 
be accorded no weight because his review of these expenses was 
limited to looking at the names of the associations Mr. Chan 
claims should be excluded. Staff argues that "OCC has failed to 
prove that the expenses charged to company Accounts 930.2 and 
926.50 do not primarily and directly benefit ratepayers" (Staff 
Br. at 33). The Commission notes, first, that it is the applicant 
which bears the burden of proving the reasonableness of its ex
penditures and the company presented no testimony on this issue. 
Next, while the staff is critical of Mr. Chan's analysis, the 
staff's review was apparently even less comprehensive than Mr, 
Chan's (See Tr. XIII, 141-151). Accordingly, the Commission finds 
that the expenses identified by Mr„ Chan should be excluded from 
Ohio Edison's test-year operating expenses, as adjusted on a 
jurisdictional basis. 

Resear_ch and _Development Expense : 

Ohio Edison seeks to recover in this case $5,607,230 for 
total company research and development (R&D) expense. OCC does 
not dispute the company's entitlement to recover $4,405,220 for 
the company's EPRI research subscription, OCC does recommend, 
however, that the balance cf Ohio Edison's claimed expense for 
other nf<Df $1,202,010, should be reduced to $703,518 to reflect 
the company's actual experience for R&D expense during the test 
year, rather than six months actual and six months budgeted data 
used by the company (OCC Ex. 2, at 8-il). The staff has not 
recommended any adjustments to the amount proposed by the company, 
staff witness Zieg stated that, as a policy, staff "does not re
commend selective adjustments to whole budgets when actual exper
ience has later been discovered to vary" (Staff Ex. 5, at 4). 
Ohio Edison presented no testimony on this issue but, on brief, 
argues that OCC's position is a selective adjustment cf a budgeted 
expense to actual experience which is inconsistent with OCC's 
position for other operating costs (Co. initial Br, at 94), 

In Columbia Gas I, at 42-43, the Commission addressed a 
similar set of circumstances related to the applicant's claim for 
corporate insurance expenses. In that case, the Commission 
adopted OCC's recommendation that actual, rather than forecasted 
expenses, should be used since Columbia had failed to "respond to 
the issue by providing an explanation for the higher than normal 
estimated July payments and for the 24% difference between 
estimated and actual test period expenses" (l^. at 43), 
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The Commission finds that the company has failed to sustain 
its burden of proof on this issue. While OCC's claim that the 
test-period estimate is excessive in comparison to the actual 
expenses incurred may not^ in and of itself, be sufficient to 
prevail on this issue, Ohio Edison has not provided any evidence 
to explain this difference. Thus, consistent with Columbia Gas I, 
the Commission will adopt OCC's recommendation on this issue. 

The Commission would note that a substantial amount of funds 
are being included in operating expenses to allow the applicant to 
recover the cost of its membership in EPRI, The Commission 
expects the company to use the funds to continue its membership. 

injuries and Damages Expense: 

Ohio Edison proposes to include $5,346,493 for injuries and 
damages (I&D) expense based on six months actual and six months 
budgeted data. OCC witness Hixon recommends adjusting the com
pany' s six and six proposal to reflect Ohio Edison's actual oper
ating experience during the test year of $4,098,668 (OCC Ex. 2, at 
12-14) . Ms, Hixon claims that the company's actual I&D expense 
was less than anticipated during the test year due to the settle
ment of court cases for less than previously estimated and because 
of a refund of paid premiums from the company's insurer (I^. at 
13). As with the prior issue, staff witness Habib claims that 
OCC's recommendation should be rejected because it represents a 
selective adjustment to the overall budget (Staff Ex, 7, at 11). 
The company, while presenting no testimony on this issue, agrees 
with the staff that OCC's proposal to adjust to actual expenses is 
an inconsistent selective adjustment (Co, Initial Br. at 94), 

The Commission again notes that the company has the burden of 
proof in this case. The Commission finds that Ohio Edison has a 
rssponsibility to provide an explanation for the difference be
tween the estimated and actual test period expenses. OCC has 
raised a question regarding the reasonableness of a forecasted 
expense and it is not sufficient for the company to sustain its 
burden by simply claiming that OCC has made a selective adjust
ment. The Commission will, therefore, adopt OCC's recommendation 
on this issue. 

FERC Account 908 - Customer Assistance Costs: 

Ohio Edison charges to FERC Account 908, Customer Assistance 
Expense, costs for activities which provide instruction or assis
tance to customers with the objective being to educate and en
courage the safe, efficient, and economical use of electrical 
services and equipment (Co, Ex. 12C, at 39-40). The company has 
included a jurisdictional amount of $11,469,494 for recovery in 
this case (Id, at 39). The staff proposes to exclude $1,561,849 
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(jurisdictional) from this account which it believes to be pro
motional or institutional (Staff Ex. 1, Sched. 3.16; Staff Ex. 3, 
at 2) . 

The company argues that: 1) the promotional/institutional 
test used in Cleveland v. Pub, util. Comm., supra, is applicable 
only to advertising expenses and the proper test should be only 
whether the expenses were reasonably incurred; 2) a review of the 
specific programs charged to Account 908 reveals that their pri
mary intent is to promote the efficient use of electricity; and 3) 
the staff's review of Account 908 was only superficial. According 
to company witness Hall, Ohio Edison works closely with customers 
and appliance dealers to encourage the purchase of appliances 
which are safe, efficient, and economical and which wi31, in the 
long run, improve system load factor (Co, Ex. 12C, at 38-42). 
staff witness Carr stated that the programs which were excluded by 
the staff were intended primarily to achieve growth in sales by 
the company and were, therefore, "not reasonably related to pro
viding electric utility service" (Staff Ex. 3, at 2). 

T)ie Commission has reviewed the description of the programs 
set forth in Attachment C of Mr. Hall's testimony and concludes 
thdt certain aspects of the company's programs excluded by the 
staff promote the sale and use of electric appliances and energy 
while other aspects of these programs provide beneficial informa
tion to home builders, appliance dealers, and the company's cus
tomers. Considering the testimony regarding the benefits derived 
from these programs, the Commission finds that 50 percent of the 
test-year expenses excluded by the staff in Schedule 3,16 of the 
Staff Report, which amounts to $780,925, should be recognized in 
the company's test-year operating expenses. We believe that this 
treatment provides an appropriate resolution of this issue and is 
consistent with our treatment of customer assistance expenses in 
Ohio Edison Co. , Case No, 84-..359-EL-AIR et al. (October 29, 
1985), at 29-30, 

Reorganization Expense Adjustment: 

The company proposes to recover $1,351,819 for test-year 
reorganization expenses related to a work force reduction plan 
implemented in 1989 (Co. Ex. 12C, at 27), The components of the 
company's reorganization expense include costs for severance pay, 
retraining, outplacement, health care, annuities, and outside 
consultant and contractor fees. Ohio Edison objected to the 
staff's exclusion of outside consultant fees for the firm of 
Temple, Barker, & Sloan (TB&S), the staff's amortization of the 
reorganization costs over three years, and the staff's reduction 
of outside contractor fees related to the reorganization. 
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Staff witness DeVore testified that the costs associated with 
TB&S's work on the reorganization project were excluded becausp 
the staff was unable to verify the firm's role in the project due 
to the fact that a number of workpapers had been destroyed (Staff 
Ex. 27, at 5). Regarding the thiee-year amortization period, 
staff witness Habib claimed that "some of the reorganization costs 
will be paid or accrued in more than a one-year period" (Staff Ex. 
7, at 10). Mr, Habib also indicated that outside contractor fees 
should be reduced by using the total company O&M ratio of 73.56 
percent, rather than the 32 percent ratio the company identified 
as applicable to O&M expenditures (Staff Ex. 7, at 10; Co. Ex. 
12C, at 27). 

Regarding the expense associated with the TB&S's consulting 
fees, the staff apparently does not dispute '•he fact that the fees 
were actually paid by Ohio Edison (S.R. at ?.10), Rather, the 
staff disputes recovery for those fees becâ .'se the workpapers dis
cussing TB&S's activities were destroyed and, therefore, not 
available for the staff's review (Staff Ex. 27, at 5-6). Company 
employee Gill (called by the staff as if on cross-examination) 
explained that, at the beginning of Ohio Edison's reorganization 
study, senior management ordered such documents destroyed to 
prevent preliminary information from being leaked to employees 
which might affect morale and productivity (Tr. XXV, 168). 

While the Commission certainly does not encourage the de
struction of documents which support a rate applicant's claimed 
expenditures, under the particular facts of this case, we find 
that the company should be allowed to recover the requested 
$329,470 for TB&S's expenses related to the reorganization study. 
We also reject the staff's proposal to amortize all reorganization 
expenses over a three-year period. Despite Mr. Habib's claim that 
some of the reorganization costs would be paid over more than a 
one-year period, he was unable to cite to any examples where such 
costs would be spread over a three-year period (Tr. XIV, 192-194). 
Finally, with regard to the reduction for outside contractor fees, 
we will accept the company's testimony that only 32 percent of 
these costs were related to O&M expense while 68 percent were 
capitalized costs (Co. Ex. 12C, at 27). The staff was unable to 
refute company witness Hall's testimony on this issue or offer any 
explanation why the total O&M ratio of 73.56 percent should be 
applied. 

The Commission finds that Ohio Edison should be permitted to 
recover the full amount requested for reorganization expense. We 
believe that it is sound policy to encourage utilities to stream
line their operations to the extent possible. Reasonable test-
year costs associated with performing reorganizations should, 
therefore, be recoverable in cost of service. We will permit Ohio 
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Edison to recover $1,090,622 foi ju i :; sdi ct lonal reorganization 
expense. 

West Lorain Station Costs: 

Ohio Edison has objected to the staff's exclusion of expenses 
charged to FERC Accounts 548 and 549 which reflect costs associ
ated with maintaining the West Lorain generating facilities. The 
company contends that ratepayers are benefited by expenditures 
made to maintain the plant in a "cold standby status" since the 
company plans to return West Lorain to service in the near future 
and maintaining the plant will reduce the costs of bringing the 
plant back on-line (Co, Ex. 12C, at 33-34). Staff witness Mc
Donald testified that test-year expenses related to West Lorain 
are properly excluded for ratemaking purposes because the plant 
was not in-service on the date certain or at any time during the 
test year (Staff Ex. 11, at 3-5). Mr. McDonald claims that the 
staff's exclusion of these costs is consistent with the staff's 
position in numerous cases because it matches test-year expenses 
to the rate base exclusion of plant and equipment which is not 
used and useful (l^d.). 

The Commission agrees with the staff that the "matching 
principle" should be employed in this instance to exclude oper
ating expenses associated with a facility that was not in opera
tion during the test year. There is no dispute that the West 
Lorain plant was not in operation during the test year and the 
company has indicated that it will not be placed into service for 
at least two to three years (Tr. VIII, 71-73). We also note that, 
as indicated in the section on Generating Capacity, West Lorain 
was rtot included in the Commission's determination of the com-
pany's capacity reserve margin. Given these facts, we are not 
inclined to deviate from the concept of matching test-year ex
penses to used and useful plant and equipment. 

Amortization Period for Deferred Perry and Beaver Valley 2 
Expense: 

Ohio Edison proposed to use a 30-year amortization period for 
both Perry and Beaver Valley 2 deferred costs. Company witness 
Daniels indicated that the 30-year period was based primarily on 
the recovery period for the company's composite utility plant 
(nuclear and non-nuclear), as well as upon the company's composite 
nuclear depreciation rate, and the Perry and Beaver Valley 2 lease 
periods (Co. Ex. 9C, at 18-19; Tr. II, 57), The staff has recom
mended amortization periods of 429 months (35 years, 9 months) for 
Perry and 443 months (36 years, 11 months) for Beaver Valley 2 
based on the remaining NRC license periods for each unit (S.R, at 
9-10, Scheds, 3.25 and 3,26; Staff Ex, 6, at 3-5). Staff witness 
Meridith indicated that the staff's adjustments were based on 
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accounting entries issued by the Commission wnich authorized the 
company to amortize the deferred Perry and Beaver Valley 2 oper
ating costs over the lives of the plants (Staff Ex, 6, at 3-5). 
See Ohio Edison, Case No. 88-144-EL-AAM (February 2, 1988) at 2-
Ohio Edison, Case No. 87-985-EL-AAM (October 20, 1987) at 3. 

The Commission finds that the amortization periods recom
mended by the staff should be adopted in this proceeding. The 
staff's proposal is consistent with the Commission's entries 
authorizing the deferrals and more accurately reflects the lives 
of the Perry and Beaver valley 2 plants. The company's proposed 
30-year amortization period is rather aibitrarily based upon a 
composite amortization rate for all of the company's plants, in
cluding the non-nuclear facilities. Accordingly, the amortization 
periods for deferred Perry and Beaver Valley 2 expenses of 429 and 
443 months, respectively, shall be adopted by the Commission. 

Wage Annualization Adjustment: 

The staff adjusted the company's claimed lauor expense for 
the test year by using the actual number of employees as of 
November 1, 1989, the latest figures available at the time the 
Staff Report was prepared (S.R. at 6; Staff Ex. 7, at 3), Staff 
witness Habib testified that the staff's labor annualization ad
justment was employed to reflect the company's work force reduc
tion due to organizational changes and the effects of a hiring 
free?.e during the test year (Staff Ex, 7, at 3). Mr. Habib indi
cated that the ©taff would have used the actual number of employ
ees at the end of the test yĉ ar, December 31, 1989, if that number 
had been available (l^. at 3-4). Mr. Habib also offered to revise 
the staff's labor annualization adjustment if the company provided 
the end-of-test-year number of employees during the hearing (Id.). 

The company objected to the staff's wage annualization ad
justment on the basis that the staff had failed to account for 
budgeted positions not affected by the reorganization. According 
to company witness Hall, since the reorganization affected only 
the general office group, the staff's adjustment does not recog
nize unfillc;d budgeted positions which have been approved by 
senior management and were not eliminated as a result of the work 
force reduction {Co, Ex, 12c, at 22-25), The company recommends 
that its budgeted labor expense be reduced only to recognize the 
effect of che 129 positions eliminated in the work force reduction 
program, rather than using an actual level of employees which 
fails to reflect positions which the company intends to fill 
^i^'J• ^^ brief, the company cited Ohio Power Co., Case No. 85-
726-EL-AIR (July 10, 1986) and Columbia Gas II, supra, for the 
proposition that the staff's recommendation in this case is in
consistent with the Commission's normal practice of basing labor 
expense on the average number of employees during the test year 
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asing actual and budgeted emp.'oye'- levels. The applicant does nĉ t 
dispute that the effects o£ tiie L''o L gan i zat i on should be considet-
ed, but it claims that the staff's methodology arbitrarily relies 
on a single date in the test weai without reflecting a true pic
ture of the level of employee" needed to pro-zide reliable service. 

The Commission will adopc the staff's recommendation regard
ing wage annualization. As Mr. Habib noted, the staff used the 
latest-known employee levels in preparing the Staff Report and 
agreed to update its recommendation using end-of-test-year numbers 
if the company provided those fiquies at t .e time of the hearing. 
Despite the staff's offer, the rê .-ord reflects that the company 
did not provide updated employee iiumbers but, instead, relied on 
the position set forth in Mr. Hall's testimony. We do not find 
the cases cited by the applicant to be inconsistent with the 
staff's recommendation in thi'-. proceeding. In both Ohio Power and 
Columbia Gas 11, supra, the Commission adopted updated actual 
employee levels as of the end of the test year as the basis for 
determining labor expense. Indeed, in Columbia n=̂ s II ̂  we stated 
that using ye:ir-end figures was a; ̂  ropr i wte "[x)n order for the 
expenses to be realistic and representative..." and was consistent 
with our precedent. Colujnbia Gas I_l, supra, at ?2 , Ohio Edison's 
failure to provide year-end employee numbers in th^s proceeding 
dictates that, consistent with our pj. ior decisions, we will use 
the latest-known figures ir determining labor expense. Since the 
record provides no numbe- later than the staffs November 1, 1989 
date, the Commission will adopt the staff's wage annualization 
adjustment as of that date. 

Annual ization of Nuclear Outage Co s_t̂ : 

In this proceeding, the staff annualized the company's test-
year incremental operation and maintenance expenses associated 
with refueling outages for Perry, Beaver Valley Unit 1, and Beaver 
Valley Unit 2 (S.R. at 9, Sched. 3.20). The staff amortized the 
total nuclear refueling outage costs for all three units over 18 
months based on the assumption that the plants operate on an 18-
month refueling cycle (Staff Ex. 10, at 11). In addition to the 
staff's adjustment in the Staff Report, staff witness Soliman 
testified that th^ applicant has not complied with three Commis
sion accounting orders which directed Ohio Edison to book and 
defer nuclear refueling outage costs for Perry and Beaver Valley 
Unit 2 and to establish and maintain liability accounts for these 
costs (staff Ex, 10, at 11-16^ nv. Soliman indicated that the 
three Commission entries, Ohio Edison Co., Case No. 87-985-EL-AAH 
(October 20, 1987); Ohio Edison'Co., Case No. 88-506-EL-AAH (April 
14, 1988); and Ohio Edison Co.", Case No. 88-144-EL-AAH (February 
2, 1988) , were intended to allow the applicant to recover future 
costs of refueling outages, prior to the company's incurrence of 
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thoce costs (I_d. at 16). Kr . Scliman stated that the same Commis
sion directives were being followed by the Centerior companies ani 
that these accountinc, orders were consistent with generally ac
cepted accounting principles (GAAP) (^d.). Mr. Soliman recommend
ed that the company be ordered to comply with the Commission's 
prior accounting directives by using the specific journal entries 
set forth in his testimony (̂ . at 17-21, Atts. ISS-2, lSS-3, 
lSS-4), 

The Commission agrees with the company that the applicant's 
nuclear refueling outage expense should not be amortized over the 
full 18-month refueling cycle since, as indicated by Mr, Daniels, 
only four percent of the nuclear outage expenses were related 
directly to refueling the nuclear reactors. The staff's adjust
ment fails to recognize that the bulk of the expenses incurred, 
during a so-called !̂ dclear refueling outage, are actually related 
to routine maintenance on the nuclear units, which cannot be per
formed during the operating cycles of the units. During the test 
year, each oJE the applicant's nuclear units experienced refueling 
outages. Thus, the company was unable to perform certain main
tenance on fossil-fueled units due to the need for capacity while 
the nuclear units were down for refueling and maintenance. In 
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year s where less nuclear refue1 i no outages occur, however, the 
company would be requ i red to pe r form more maintenance on its 
fossil-fueled plants. Depending on whici- particular year (or 
other period of time) is examined, therefore, varying amounts of 
maintenance ana refueling costs will be incut red for nuclear and 
non-nuclear units. If the Commission were to adopt the staff's 
recommendation to annualize nucleat outage expenses over an 16-
month period, based solely on the test-year nuclear outage costs, 
the company would not be fully compensated for its refueling and 
maintenance costs since no similar adjustment has been proposed to 
annualize the company's non-nuclear maintenance expenses. The 
Commission finds that the staff's recommendation would result in 
an unrepresentative recovery of nuclear refueling and maintenance 
expenses and would under compensate the company for expenses actu-
ally incurred. Accordingly, we reject the staff's recommendation 
to annualize nuclear refueling outage expenses in this proceeding. 
Although we are rejecting the 18-month period proposed by th'-; 
staff, we are doing so based upon facts particular to this case. 
We are not making a generic finding with precedential effect with 
regard to the treatment cf all nuclear refueling outage costs. 

We are not persuaded, however, by the applicant's contention 
that the accounting orders i n Case Nos. 87-t fi5-EL-AAM, 88-144-EL-
AAM, and 88-506-EL-AAM are inconsistent with GAAP. As indicated 
by Mr. Soliman, the Centerior companies have complied with the 
Commission's directives to book and defer future refueling outage 
costs and to establish and maintain liability accounts for these 
costs. Further, even if the accounting treatments ordered by the 
Commission could be interpreted as being inconsistent with GAAP, 
the Commission has full authority pursuant to Section 4905.13, Re
vised Code, to issue accounting orders without referencf^ to GAAP, 
and the company may not ignore or disobey the Commission's orders 

f 
wai 
Commission directs Ohio Edison to work with the staff to insure 
that the company's accounting treatment for nuclear refueling out
age expenses is consistent with this order and with the rommis-
sion's prior accounting entries. 

le suggest that if the applicant disputes the applicability of 
•uture Commission directives, the company would be wise to seek 
waiver from the Commission before deciding not to comply. The 
' ^ y n w ^ i r- f, i n r > A i W ^ r* h rr r t U i i^ C*/4 4 r- » .-> t> n ..>^t-1. ... •: 4- U 4- U » „ J. ^ £ f i. ̂  1 . . _ „ 

Short-Term Sales Reduction: 

Ohio Edison annualized test-year AMP-Ohio sales to reflect an 
anticipated 125 HV7 level. This annualization increased the appli-
cant's sales by 339,018,062 kwh. The company also reflected the 
annualization of sales in the jurisdictional allocation factors, 
resulting in increased non-jurisdictional loads and lower juris-
di .;t ̂ i-̂ nal allocation factors, and reducing the amount of costs to 
iur.sdictional customers (Co. Ex. lOA, at 8-9). The third, and 
.inal, part of the company's AHP-Ohio a* '..fitment was to reflect a 
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reduction in other short-term sales as an alternative to increas
ing power production expenses as a result of the anticipated 
339,018,062 kWh increase in sales. The applicant claims that if 
its proposal to reduce ottier short-term sales is rejected, the 
Comraission must, at a minimum, increase test-year expenses by 
$1,444,217 to reflect the operating costs necessary to generate 
the additional kWh sales (Co. Ex. i2C, at 43). 

The staff, while accepting the increased AMP-Ohio sales and 
the lower jurisdictional allocation factors, rejected the appli
cant ' s proposal to reduce other short-term sales (S.R. at 5, 
Sched. 3.4), Staff witness Soliman testified that the staff's 
rejection of the short-term sales reduction was based on the 
staff's belief that an increase in sales to one customer will not 
necessarily eliminate sales to other customers (Staff Ex. 10, at 
7-8). In its reply brief, the staff also argues that, since the 
staff had annualized test-year operating expenses to i.eflect a 
normal level of expenses, no further adjustments were necessary to 
account for the increased AMP-Ohio sales (Staff Reply Br, at 6). 

The Commission will not adopt the company's recommendation to 
offset increased production expenses by reducing short-term sales 
since the record does not clearly indicate how the proposed reduc
tion in short-term sales would simulate the increased nonfuel O&H 
expenses associated with increased AMP-Ohio sales. The Commission 
agrees with the applicant, however, that the recognition of in
creased sales and the corresponding reduction in the jurisdic
tional allocation factor must also recognize the additional non-
fuel production costs needed to generate the additional capacity 
for the increased sales. Accordingly, the Commission finds that 
the applicant's test-year operating expenses should be increased 
by a jurisdictional amount of $1,230,481. 

Perry 68 HW Purchase Power Adjustment: 

Both the applicant and the staff adjusted the company's test-
year operating expense to remove demand charges resulting from the 
June 1, 1989 termination of Ohio Edison's 68 HW power purchase 
agreement with CEI (S,R, at 6, Sched. 3.7). The staff's further 
removal of energy charges was the basis of the company's objection 
that the staff's adjustment understated operating expenses because 
the applicant would be required to produce or purchase power to 
replace the 68 MW of capacity no longer received under the con
tract with CEI {Co. Ex, 12C, at 20-22). Company witness Hall 
stated that the necessary replacement power would be generated or 
purchased at an estimated additional cost of $380,558, on a juris
dictional basis (Co, Ex, 12C, at 22), This replacement cost esti
mate is based on 73,737 MWhs, which is the amount of power the 
applicant actually received in early 1989 while the purchase power 
agreement was still in effect (Tr. IV, 174). 
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The staff disputes the company's contention that the propnseri 
replacement power adjustment is not already part of the overall 
revenue requirement recommendation. Staff witness Soliraan ex
plained that if the applicant incurs higher costs for replacement 
power, it will recover the additional fuel costs through EFC pro
ceedings (Staff Ex. 10, at 10). To the extent that the company 
incurred additional O&M costs during the test year, Mr, Soliman 
stated that those costs have been ncccunted for as '̂art of the 
staff's calculation of test-year O&M expenses (I_d.). The staff 
argues that the applicant's proposed adjustment' is based entirely 
on hypothetical costs of replacement power and that the company 
has not produced any evidence to show that it actually incurred 
any such additional costs during the test year. 

The Commission finds that the staff's exclusion of the energy 
charge associated with the 68 MW Perry purchase agreement, for the 
entii'̂  test year, had the effect of understating the applicant's 
cost :.£ replacing that power for the first five months of the test 
^ear, when the agreement was in effect. As Mr. Soliman conceded, 
the company's allowance in its budget to cover the cost of re
placement power applied only to June through December of 1989 (Tr. 
XX, 44). Thus, the staff's adjustment fails to account for the 
fact that, during the first five months of the test year, Ohio 
Edison incurred nonfuel costs related to power received under the 
agreement, but which the staff excluded in Schedule 3,7 of the 
Staff Report. The Commission believes that these excluded costs 
have not been recognized as pavt of the staff's overall revenue 
requirement recommendation and, accordingly, the applicant's re
quest to recognize $380,558 in additional O&M expenses will be 
granted. 

sale of Accounts Rereivable: 

On November 30, 1989, the applicant sold its accounts receiv
able, except PIP receivables and locally billed accounts, to OES 
Capital, a subsidiary of Ohio Edison (S-R, at 11; OCC Ex, 1, at 
17), The staff adjusted tf̂ st-year operating expenses to recognize 
the discount and the administrative expenses of this transaction 
on Schedule 3,30 of the St:̂ ff Report and reduced working capital 
requirements on Schedule 11,2 (see discussion in Rate Base sec
tion). When the accounts receivable are sold to OES Capital, the 
company does not receive the full amount of the receivable. 
Rather, the amount received by the company is less a financing 
discount and any administrative expenses incurred by the subsid-
iary (Co. Ex, lOB, at 11), The staff adopted company witness 
Flower's recommendation that a 13-month average of the accounts 
receivable (October 1988 through October 1989), which were subject 
to sale to OES Capital, should be used to calculate the discount 
expense (Staff Ex. 10, at 21). The staff also agreed with the 
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company that each type of account receivable shoul' a dif
ferent discount period {Id.^ at 23). 

K * U J. <^ » 1 1 1 . , 1 ^ ^ 4 . L V y j l ' ^ J . a 4 . 1 1 l O k . l l C I C O U ^ i l l . . L C ; a ^ i U C i l U ^ ^ \ J 

. _ matching of costs and benefits because, unlike the 
13-month average approach, it is synchronized with the proposed 
rate base treatment adopted by the staff. Mr. Effron's second 

The Commission will reject OCC's first recommendation and 
adopt the staff's use of the 13-month average? of the balances of 
accounts receivable for the calculation of the discount expense. 
The Commission is not persuaded by OCC's contention that the 
discount expense should be calculated based on the reduction in 
the revenue lag dollars. As noted by Mr, Soliman, use of the 
average balances more accurately reflects the actual accounts that 
are subject to sale to OES Capital, Mr. Effron's second recom
mendation will be accepted. Both the staff and the company have 
agreed that the discount rate applied to the accounts receivable 
should be based on the return on equity determined in this pro
ceeding. OCC's third proposed adjustment will also be adopted. 
As Mr, Effron explained, customer deposits have become a low-cost 
source of funds to OES Capital which should be recognized in 
calculating the discount rate. These deposits represent funds 
which are not subject to the same uncollectible problems as ac
counts receivable and, in addition, the value of the funds related 
to customer deposits is enhanced by the fact that a portion of the 
deposits go unclaimed each year. OCC's final recommendation will 
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also be accepted by the Commissiori. We are not convinced by the 
staff's claim that the face valup of the accounts receivable 
transferred from the company represents the investment upon whi ch 
OES Capital should earn a return. The Commission believes that 
the calculation of the discount rate should be based only on the 
amount advanced by OES Capital, as calculated by Mr. Effron. This 
treatment will avoid a windfall to OES Capital by precluding it 
from earning a return on an investment which it has not actually 
made . 

Federal Income Taxes: 

Beaver Valley 2 Deferred Depreciation 

OCC witness Hixon testified that the staff had incorrectly 
adopted the company's 30-year amortization period for Beaver 
Valley Unit 2 deferred expenses, on Schedule 4.1 of the Staff 
Report {OCC Ex. 2 , at 19). As recognized on Schedule 3,26, the 
deferred depreciation should be amortized over 443 months, the 
remaining life of the plant. Staff witness Soliman agreed with 
Ms. Hixon that the amortization amount of Beaver Valley 2 deferred 
depreciation expense on Schedule 3.26 should be used as a recon-
.-jiing item ^m Schedule 4.1, line 6 (Staff Ex. 10, at 27). The 
applicant presented no testimony on this issue and did not address 
it on brief. The Commission finds OCC's recommendation to be 
reasonable and It shall be adopted. 

Deferred Taxes Related to the Excess of Perry Tax 
Accelerated Depreciatiori Oyer Straight-Line 

Company witness Sitarz testified that the staff had failed to 
carry its adjusted units-of-production depreciation (Sched. 9.3a) 
to the calculation of deferred taxes on excess accelerated over 
straight-line tax depreciation for Perry (Co. Ex. 15B, at 15), 
OCC witness Hixon also pointed out that, on Schedule 4,1, the 
staff erred in its calculation of deferred taxes related to the 
excess accelerated over straight-line tax depreciation by not 
making an adjustment to the deferred taxes to reflect the reduc
tion of Perry depreciation expense (OCC Ex. 2, at 21-22). Staff 
witness Soliman agreed with both the company and OCC that the same 
Perry depreciation rate used on Schedule 9.3a of the Staff Report 
should be used to calculate the deferred taxes on excess acceler
ated over straight-line tax depreciation for Perry on Schedule 4.1 
(Staff Ex. 10, at 27-28). Since the parties are in agreement on 
this issue, the Commission will adopt the staff's revised posi
tion. 
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Deferred Taxes on Perry and Beaver Valley 2 ITC 
Pass-Through and Bad Debts 

Staff witness Soliman agreed with the applicant's Objection 
38, that the staff's calculation, on Schedule 4.1, of deferred 
taxes on "Perry 1 Investment Tax Credit (ITC) Pass-Thru, Beaver 
Valley 2 ITC Pass-Thru, and Bad Debts", was incorrect and should 
be adjusted as proposed by the company (Staff Ex. 10, at 25). No 
other party addressed this issue. The Commission finds that the 
staff's adjustment should be adopted. 

Deferred Taxes on ITC Lease Expense 

Mr. Soliman also agreed with the company's Objection 39, that 
the staff had used the wrong number to calculate deferred taxes on 
ITC lease expense on Schedule 4.1 of the Staff Report (Staff Ex. 
10, at 25-26). No other party addressed this issue. The Commis
sion finds that the staff s adjustment should be adopted. 

Bruce Mansfield A&G Expense: 

Staf^ witness Habib explained that the staff agreed with the 
company's Objection 35 and, accordingly, adjusted Schedule 3,32 to 
eliminate the staff's proposed .04 percent adjustment to the ap
plicant's portion of the Bruce Mansfield A&G expenses. Mr, Habib 
agreed that the staff's prior adjustment would be an improper out-
of-test-year adjustment since it was based on a change in the A&G 
rate reduction which was not estimated to occur until July 1, 1993 
(Staff Ex, 7, at 10-11). No other party addressed this issue. 
The Commission will adopt the staff's revised position. 

Senate Bill 156 Property Tax Expense: 

By its Objection 41, the applicant proposed to base the cal
culation of property taxes on the end of test-year plant-in-ser
vice balances, rather than upon date certain balances. In the 
alternative, the company proposed that, pursuant to Senate Bill 
156, only one-half of the maximum effect of property tax expense 
b2 recognized for ratemaking purposes (Co, Obj. 41(a)). Staff 
witness Hensel disagreed with the company's Objection 41, but 
accepted the alternative proposal set forth in Objection 41(a). 
On brief, the applicant essentially withdrew its Objection 41 and 
recommended that the company's alternative proposal, as accepted 
by MS- Hensel, should be adopted by the Commission, No other 
party addressed this issue. Accordingly, the Commission finds 
that Ms. Hensel's recommendation should be adopted. 
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Jurisdictional Allocation Factor for Perry and 
Beaij££r Valley 2 Deferred O&M Expenses: 

Ohio Edison indicated in its Objections 30 and 31 that the 
Staff Report, in Schedules 3.25 and 3.26, had applied an incorrect 
jurisdictional allocation factor in the staff's calculation of 
amortization expenses associated with deferred Perry and Beaver 
Valley 2 operation and maintenance expense. After reviewing the 
testimony of company witnesses Daniels and Flower, staff witness 
McDonald agreed with the company (Staff Ex. 11, at 5-7). Thus, 
Mr. McDonald recommended the use of an allocation factor of 
99.42604128 percent on Schedules 3.25 and 3.26, as proposed by the 
applicant, The Commission finds that the staff's recommendation 
to accept the company's proposal is appropriate and should be 
adopted. 

PIP customer Deposit Balance: 

0y its Objection 30, OCC alleged that the staff had inappro
priately used the PIP customer deposit balance as of November 30, 
1989, instead of the date certain, in calculating interest expense 
on Schedule 3.21 of the Staff Report, As staff witness Meridith 
explained, the staff used the November 1989 PIP deposit balance 
because Ohio Edison sold its accounts receivable, except for PIP 
receivables (including PIP customer deposits), to OES Capital 
during the test year (Staff Ex. 6, at 6, 8). Thus, prior to the 
November 30, 1989 transfer of the receivables to OES Capital, 
there had been no separation of PIP receivables from the total 
amount. OCC presented no witnesses on this issue and did not 
address it on brief. Accordingly, OCC's objection is overruled 
and the Commission will adopt the calculation contained on Sched
ule 3,21 of the Staff Report. 

1989 Amortization of Excess Deferred Taxes and ITCs: 

Jn Case No, 88-506-EL-AAM, the Commission granted the appli
cant '5 request to institute certain accounting changes including 
the "(ajdoption of an amortization period not to exceed twelve 
months for the deferred investment tax credit taken under section 
46(f)(3) of the Internal Revenue Code which is not restricted, and 
the excess deferred taxes arising because of the reduction in the 
corporate income tax rate from 46% to 34%," Ohio Edison Co., Case 
No. e0-5O6-EL-AAH (April 14, 1988) Entry at 2. The purpose of 
Ohio Edison's requested accounting changes in that proceeding was 
to allow the company to delay an increase in base rates to reflect 
the company's ownership and leasehold interest in Beaver Valley 
Unit 2. In 1989, pursuant to the authority granted by Case No. 
88-506-EL-AAH, Ohio Edison fiowed back into book income 
$14,990,999 of unrestricted excess deferred taxes and $33,150,000 
of unrestricted investment tax credits (ITCs) (OCC Ex. 1, at 28). 
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This flowback of deferred taxes and ITC increased the company's 
1989 net income by $48.1 million (̂d.. ) . Neither the company nor 
the staff reflected this income in the applicant's test-year 
operating income or in the determination of the company's revenue 
deficiency. OCC recommends that, in determining the applicant's 
rate base and adjusted operating income in this case, the flow 
back of the excess deferred taxes and ITCs in 1989 should not be 
recognized. OCC witness Effron claims that these items represent 
non-investor supplied funds which should be returned to rate
payers. According to Mr. Effron, the Commission did not intend to 
make the accounting changes approved in Case No, 68-506-EL-AAM 
binding for ratemaking purposes, as evidenced by the specific 
language to that effect in the entry. OCC also disputes the 
contention that ratepayers have benefited from Ohio Edison's delay 
in seeking a rate increase. Mr. Effron asserts that, in the long 
run, any benefits associated with such a delay inure to the bene
fit of the company because the applicant is presently recording 
net income and deferring for future recovery net costs of $176 
million at a time when its annual income deficiency is no more 
than $73 million. Thus, OCC proposes to flow back into income the 
excess deferred taxes and ITCs over three years and reinstate the 
deferrals for rate base purposes (OCC Ex, 1, at 28-39), Both the 
company and the staff contend that the rate deferral achieved by 
the approved accounting changes beneficed ratepayers by delaying 
the filing of a rate case from 1988 to 1990, Company witness 
Daniels and staff witness Hess claim that, since customers have 
already benefited from the rate deferral program, adoption of 
OCC's recommended treatment would allov; ratepayers to benefit 
twice from Ohio Edison's 1989 amortization of the excess deferred 
taxes and ITCs (Co. Ex. 9D, at 6; Staff Ex, 14, at 9-10), 

The Commission finds that OCC's recommendation should be 
rejected. While the Commission agrees with OCC that the account
ing treatments approved in Case No. 88-506-EL--AAM are not binding 
in this proceeding for ratemaking purposes, we find that there is 
sufficient evidence in this record to show that ratepayers have 
benefited from the applicant's delay in filing for rate relief so 
as not to warrant the adjustments proposed by OCC. On cross-
examination, Mr, Hess testified that, at the time the company 
filed its application in Case No. 88-506-EL-AAM, the staff con
ducted an analysis of the requested accounting treatments and 
determined that customers received a benefit from the deferrals 
and the rate case delay (Tr, XXIV, 110-112), The staff's position 
is consistent with Mr. Daniels' testimony that ratepayers have 
received a benefit by avoiding any rate increases over the past 
two years (Co. Ex, 9D, at 6), Although Mr. Effron indicated in 
his prefiled testimony that customers did not benefit from the 
company's rate case delay, he conceded at the hearing that, at 
least for 1989 and 1990, ratepayers saved money by the company's 
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delay in filing a rate case (Tr. XIV, 38). Further, OCC's posi
tion that ratepayers have not benefited from s.ich delays is incon
sistent with its own 1990 Annual Report wherein OCC claims that 
its Harch 1989 agreement with Ohio Edison to delay seeking a rate 
increase could save ratepayers up to $100 million (Co. Ex. 36). 
In its brief, OCC argues that the flow-back of excess deferred 
taxes and ITCs is mandated by the Fifth and Fourteenth Amendments 
of the United States Constitution and by Section 4909.15(A)(4), 
Revised Code, While OCC does not explain the basis of its consti
tutional argument, apparently it believes that failure to refund 
excess deferred taxes and ITCs constitutes a taking of property 
without due process of law. The Commission does not believe that 
any such "taking" has occurred but, even if we assume that the 
lack of an explicit flow-through could be considered a taking of 
property, constitutional due process requires only that the Com
mission afford notice and a hearing. Clearly, the lengthy hearing 
process in this proceeding has afforded all parties ample oppor
tunity to address the issues and has satisfied the due process 
requi rement. 

Nor is the Commission persuaded by OCC's other assertion, 
that Section 4909.15(A)(4), Revised Code, requi res the Commission 
to adopt OCCs position. The portion of the statute relied upon 
by OCC states that the benefits of tax normalizations "may not be 
retained by the company, used to fund a dividend or distribution, 
or utilised for any purpose other than the defrayal of the oper
ating costs of the utility and the defrayal of the expenses of the 
utility in connection with construction work", Thece is no evi
dence in the record which indicates that these "funds" have been 
retained for the company's benefit or used to fund a dividend or 
distribution. Further, the statute requires only a defrayal of 
operating costs, not a refund as advocated by OCC. indeed, the 
evidence of record in this proceeding indicates that the appli
cant' s operating expenses have been "defrayed" by the excess 
deferred taxes and ITCs during the two-year period in which the 
company has foregone rate relief (Staff Ex. 14, at 9-10), The 
record further shows that ratepayers have received a benefit from 
this rate case delay and that adopting the adjustment proposed by 
OCC would confer this benefit upon ratepayers a second time. As 
company witness Daniels pointed out, absent an ability to flow-
through the deferred taxes and iTCs, "no rate deferral program 
could have been possible" (Co, Ex, 9D, at 6). The Commission 
finds that OCC's recommendation should be rejected. 

Excess Deferred Taxes Attributable to AFUDC: 

By its application in this proceeding, Ohio Edison proposed 
to effect a $216 million rate increase through a two-step process 
(subject to Commission approval of the applicant's recommended 
accounting treatment for certain excess deferred taxes related to 
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AFUDC). The "excess deferred taxes" at issue represent "that 
portion of accumulated deferred income taxes on AFUDC recorded on 
the company's books that exceeds the amount that would have been 
accumulated through the end of the test year in this case had the 
current federal and state income tax rates been in effect from 
1979" (Co, Ex. 9A, at 11). Company witness Daniels explained 
that, since the federal corporate tax rate had decreased from 46 
percent in 1979 to 34 percent in 1988, the amount of taxes the 
company will have to pay at the time the tax benefit of capital
ized interest is passed through to customers is less than antici
pated. Mr. Daniels calculated that the company had recorded 
$58,188,997 in jurisdictional AFUDC-related excess deferred taxes 
which, when multiplied by the gross revenue conversion factor, has 
a revenue requirement impact of approximately $94 million. While 
this tax differential would usually be credited to customers over 
the life of the applicable asset, the company requested authoriza
tion from the Commission in this case to amortize the full 
differential in one year in order to reduce first year revenue 
requirements under the company's two-step proposal (I_d, at 11-14). 
The company's two-step proposal contemplated that, during the 
first year of the new rates, (using a discount adjustment rider) 
the $216 million rate increase would be reduced by a $94 million 
credit associated with flowing through the excess deferred taxes. 
In the second year, the discount adjustment rider would expire and 
the full increase would be reflected in rates (Co, Ex. 13A, at 
4-6). The Commission notes that, pursuant to the stipulation 
between the company and the staff (Jt. Ex. 3), the applicant's 
recommendation has been amended to reflect a three-step increase, 
if the Commission authorizes more than a $198,5 million increase. 
Under this stipulation, certain excess deferred taxes would also 
be amortized by the company to minimize the impact of increased 
rates (See Jt. Ex. 3, at para. 2). 

.The staff recommends that no step-in of rates using excess 
deferred taxes as an offset to revenue requirements be authorized 
in this case unless, as set forth in Joint Exhibit 3, the Commis
sion authorizes a revenue increase greater than $198,5 million. 
According to staff witness Hensel, the term "excess deferred 
taxes" is a misnomer since, under the accounting method employed 
by Ohio Edison, "Itjhere are no deferred taxes recorded or accrued 
on the [company's] books,.." (Staff Ex, 9, at 13). Ms. Hensel 
stated that Ohio Edison uses the "net-of-tax" AFUDC method which 
accrues AFUDC at a lower rate than the alternative "gross-of-tax" 
method. Ms, Hensel explained that under the net-of-tax method, 
tax savings are built in as a permanent reduction to rate base 
when the plant goes into service. Thus, Ks. Hensel claims that no 
deferred tax reserves associated with AFUDC exist on the company's 
books which can be amortized (Id. at 13-16). 
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OCC, lEC; and North Star oppose the company's two-step in-
crê ise proposal, as well as the stipulated three-step plan. OCC 
and ir:C recoAimend that the excess deferred taxes attributable to 
AFUDC be amortized over three years, regardless of the revenue 
requirement determined in this case (OCC Ex. 2, at 23-24; lEC Ex. 
2, at 15-17). North Star proposes to amortize the excess deferred 
taxes (apparently in one year) to offset, to the extent possible, 
any rate increase granted in this case (North Star Ex. 15, at 21). 
The intervenors generally allege that the excess deferred taxes 
should be refunded to ratepayer? because they represent funds con
tributed by customers between 1979 and 1989 to which the company 
has no entitlement. The intervenors argue that, since the company 
has recognized the existence of excess deferred taxes associated 
with AFUDC, and, since those excesr. deferred taxes are unrestrict
ed, there is no reason why ratepayers should not benefit from the 
availability of the excess deferred taxes regardless of the magni
tude of the authorized rate increase in this proceeding. The 
interveners also claim that the staffs contention that the excess 
deferred taxes do not exist is inconsistent with Joint Exhibit 3, 
wherein the staff has agreed that certain excess deferred taxes 
attributable to AFUDC should be flov/ed through in the event of a 
$198.5 million revenue increase. 

The Commission agrees with staff witness Hensel that, since 
there are no deferred tax reserves associated with AFUDC on the 
company's books, there are no excess deferred taxes to amortize. 
Under the net-of-tax method employed by Ohio Edison, any tax sav
ings which have occurred are built in as a permanent reduction to 
rate base. Thus, the so-called tax savings have already benefit
ted ratepayers by reducing rate base when the plant goes into ser
vice, and resulting in lower plant-in-service balances and lower 
depreciation expense. We are not persuaded that the company 
should be forced to additionally create excess deferred taxes 
through an accounting entry, in order to flow revenues back to 
ratepayers. Rather, the Commission is convinced, as pointed out 
by Hs, Hensel, that the term "excess deferred taxes" is actually a 
misnomer. Indeed, customers have not paid additional funds for 
the company's future tax liability because the so-called excess 
deferred taxes were never normalized for ratemaking purposes. Ac
cordingly, the objections of OCC, lEC, and North Star, related to 
the issue of excess deferred taxes attributable to AFUDC, shall be 
overuled. 

Operating Income Summary; 

Consistent with the foregoing discussion, the Commission 
finds the company's jurisdictional adjusted operating income for 
the 12 months ending December 31, 1989, the test period in this 
proceeding, to be as set forth in the following schedule: 
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Adjusted Operating Income 
(OOO's Omitted) 

Operating Revenues $ 1,666,054 

Operating Expenses 
Operation and Haintenance 855,447 
Depreciation 163,646 
Taxes Other Than Income Tax 162,923 
Income Taxes 119,187 

Total Operating Expenses $ 1,301̂ ,20 3 

Net Operating income $ 364.851 

PROPOSED INCREASE 

A con<'parison of jurisdictional operating revenues of 
$1,666,054,000 with allowable jurisdictional expenses of 
$1,301,203,000 indicates that under its present rates, the appli
cant realized net operating income in the amount of $364,851,000 
based on adjusted test-year operations. Applying this dollar 
return to the jurisdictional rate base of $4,045,603,000, results 
in a rate of return under present rates of 9.02 percent. This 
rate of return is below that recommended as reasonable by any of 
the witnesses testifying on the subject and, accordingly, the 
Commission must conclude that the company's present rates are 
insufficient to provide it reasonable compensation for the service 
rendered customers affected by the application. Rate relief is 
clearly required at this time. 

Under the rates proposed by the applicant, additional annual 
revenues of $216,420,000 would have been realized based on the 
analysis of test-year operations accepted herein. On a pro forma 
basis, which assumes necessary revenues and expense adjustments 
calculated in a manner consistent with that analysis, the proposed 
increase would have yielded an increase in jurisdictional net 
operating income of $134,156,000, resulting in net operating in
come of $499,007,000, Applying this dollar return to the juris
dictional rate base results in a rate of return of 12.33 percent. 
This rate of return exceeds that recommended as reasonable by any 
of the witnesses testifying on the subject. Thus, the Commission 
finds that although the existing rates are inadequate, the rates 
proposed in the application would produce revenue which exceeds 
that recommended as reasonable by any of the expert witnesses. 
Thus, further analysis is required to establish a reasonable 
earnings opportunity for this company. 
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RATE OF RETURN 

Five witnesses presented cost of cdpiuai analyses to b̂- con
sidered by the Commission in determining a fair rate of return for 
purposes of this proceeding. Company witness Burg recommended 
that Ohio Edison's authorized rate of return be set at 11.68 per
cent (Co. Ex. 6C, Att. 3). Staff witness Cahaan testified that an 
overall range of 10.83 to 11.28 percent would be reasonable (Staff 
Ex. 17A). lEC witness Kennedy recommended a return of 10.89 per
cent (lEC Ex. 3, at 40; Tr. XVII, 8-11). OCC witnesses Pultz and 
Talbot recommended overall rates of return of 10.84 and 10.66 ̂ -er-
cent, respectively, although Mr. Pultz's proposal represents OCC's 
recommendation for purposes of this proceeding (OCC Ex, 7A; OCC 
Ex. IXf at 46). Several other witnesses presented rate of return-
related testimony in this proceeding but did not offer independent 
cost of capital analyses. North Star wi tness Smith critiqued the 
applicant's and the staff's rate of return recommendations in this 
proceeding (North Star Ex. 15) while company witnesses Abrams, 
Benderly, Addison, and Curley offered testimony on the company's 
overall revenue requirements and the impact of various recommenda
tions on the company's financial indicators (Co. Exs. 17, 18, 19, 
20). Rate of return was discussed in the briefs of the applicant, 
the staff, lEC, OCC, and North Star. 

End-Result Analysis: 

Ohio Edison argues that this is a financial integrity case of 
constitutional dimensions and urges the Commission, in setting the 
rate of return, to step bctck and look at the end result to see 
that the company will be given the opportunity to maintain and 
support its credit and to iraise needed capital. The applicant 
relies on Federal Power Comm. v. Hope Natural Gas Co,, 320 U,S. 
591 (1949), and Bluefield Water Works Co. v. Pub, Service Comm., 
262 U,S, 679 (1923), for the proposition that what really matters 
is the impact of the rate order on the company's financial integr
ity, rather than the precision of the calculations. This "end-
result" theory of setting rates was the primary tenet of each of 
the company's rate of return witnesses. 

Company witness Burg indicated that, while he had performed a 
cost of capital analysis, his primary concern was in achieving a 
reasonable end result (Co. Ex. 6C, at 11, 26, 32). Ohio Edison 
also presented several acditional witnesses who suggested that the 
Commission should grant the company's entire rate request because 
of the negative impact on the company's financial condition which 
would result if such rate relief were not achieved. Company wit
ness Abrams, a vice-president at Duff & Phelps, testified that the 
revenue levels recommended by the staff would place the company's 
credit rating in serious jeopardy (Co, Ex, 17, at 8), Mr, Abrams 
also stated that even with the full rate relief requested, Ohio 
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Edison would just barely '̂e able to maintain its current rating 
and that the full amount should be authorized, even if the cost of 
capital analysis does not support such a revenue level (l_d.). 
Company witness Addison, a vice-president at Citibank, testified 
that the staff's proposed level of increase would detrimentally 
affect Ohio Edison's ability to obtain future financing (Co. Ex. 
18, at 9). Mr. Addison admitted that his testimony was not 
offered in support of any particular revenue requirement but was 
"oj-fered in support of whatever the number is that is required to 
generate the kinds of coverage ratios that we look for" (Tr. Ill, 
224). Company witness Curley, a managing director at Morgan 
Stanley, indicated that the full rate relief requested would not 
completely restore Ohio Edison's financial health and that even 
the staff's recommended upper range would cause a serious deterio
ration in the company's financial condition (Co, Ex. 20, at 3-4). 
Mr. Curley stated that it would be impossible for Ohio Edison to 
maintain its current dividend level at the staff's proposed reve
nue level (rd, at 9). Mr. Curley further testified that he be
lieved the Commission should focus on the bottom line to insure a 
financially healthy company (Tr. VII, 52-53). 

The Commission has rejected similar result-oriented arguments 
in a number of prior cases. For example, in Columbus & Southern 
Ohio Electric Co., Case No, 83-314-EL-AIR (December 20, 1983), the 
Commission rejected the applicant's attempt to attain certain fi
nancial goals through a higher rate of return. The Commission 
stated that it "must rely on market measures of investor return 
requirements, not the amount of rate relief which will produce 
certain desired results". I_u, at 8. In Cleveland Electric Illu
minating Co. , Case No. 79-537'-EL-AIR (July 10, 1980), the Commis
sion declined to set the rate of return at a level which the 
applicant deemed necessary to improve its financial ratings. The 
Commission found that, while higher ratings may lower a company's 
future financing costs, the real issue is whether ratepayers 
should be required to pay a higher rate of return to achieve those 
financial goal?;i. As the Commission stated, "[w]ere it not for 
this consideration, we could simply send the rate of return wit
nesses home and decide the earnings requirement question solely 
through an analysis of coverage ratios". I d , at 34, The Commis
sion has similarly rejected outcome-oriented rate of return recom
mendations in Toledo Edison Co., Case No, 81-620-EL-AIR (June 9, 
1982) and Columbus & Southern'Ohio Electric Co,, Case No, 81-1058-
EL-AIR (November 5, 1982). In addition, the Ohio Supreme Court 
has rejected an appellant-utility's "end-result" argument. Dayton 
Power & Light Co. v. Pub. Util, Comm,, 61 Ohio St. 2d 215 (1980). 
In that case, the appellant contended that the Commission had made 
several errors which contributed to an unreasonable end result. 
The court, however, upheld the Commission's decision finding that 
the Commission's judgment was not unreasonable. I d . at 217-218. 
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The Commission finds that Ohio Edison's end-result analysis 
is inappropriate as a basis rot setting the rate of return, or the 
company's overall revenue requirement. Although the information 
provided by the applicant's "financial eApeits" may have some 
value in providing an insight into the company's overall financial 
condition, the Commission believes that the rate of return estab
lished in this proceeding should be based upon the company's cost 
of capital. The applicant'b concern that the cost of capital 
recommendations offered in this proceeding may not accurately 
capture the company's true revenue requirements is without meri t. 
Undoubtedly, investors perceived Ohio Edison stock to be a some
what riskier investment in the March to April 1990 time period, as 
evidenced by the decline in market price. This increased per
ception of risk need not, however, be remedied by the application 
of end-result motivated adjustments. Rather, the financial impact 
of market declines is adequately recognised in the calculation of 
the yield requirement under the DCF formula. The DCF methodology 
also captures investor growth expectations based on information 
available to the market. Thus, no additional adjustment is 
necessary to determine the appropriate capital requirement. 
Clearly, t i \e Hope and Bluefield cases do not require the Com
mission to set rates based solely on the applicant's alleged 
financial needs. The Commission must, instead, rely on the 
evidence presented regarding investor return requirements. Other
wise, no need would exist for rate base or rate of return deter
minations. See Columbus & SoutherMj^^hi^ Electric Co. , Case No. 
83-314-EL-AIR (December 2 0, i98"3y'at 8. "~ ""^ ' 

£.?P\.̂ •*• Structure : 

All of the witnesses presenting testimony on the applicant's 
cost of capital used the Ohio Edison consolidated capital struc
ture in their analyses (Co. Ex. 6A, at 30; S.R. at 23; lEC Ex. 3, 
at 40; OCC Ex. 7, at 5; OCC Ex. 11, at 13). The most current data 
available, as of December 31, 1989, reveals the following capital 
struct'.ire: 48.96 percent long-term debt; 7,51 percent preferred 
stock; and 43.53 percent common equity (Co. Ex. 6C, at 27-28; 
Staff Ex. 17, 15-16; Staff Ex. 17A). The Commission finds this 
1989 year-end capital structure to be reasonable for purposes of 
determining the appropriate cost of capital in this case. 

Cost of Debt and Preferred S ...ck: 

Each of the cost of capital witnesses also agrees that the 
current embedded costs associated with long-term debt and pre
ferred stock should be employed by the Commission in this proceed
ing (Co, Ex. 6C, at 28; Staff Ex, 17, at 15-16; Tr. XVII, 11; OCC 
Ex. 7, at 5-6; OCC Ex. 11, at 14). As indicated by Mr. Burg (Co. 
Ex, 6C, Att. 2) and Mr, Cahaan (Staff Ex. 17A), the Ohio Edison 
embedded costs of long-term debt and preferred stock, as of 
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December 31, 1989, were 9.83 and 8.54 percent, respectively. The 
Commission finds these cost components to be reasonable and they 
will be adopted in determining the company's overall cost of 
capi tal. 

Cost_ 

While the task of determining the proper cost of debt and 
preferred stock is largely a mechanical process, as evidenced by 
the parties' agreement on those issues, analyzing the cost of 
common equity involves estimations. The process of estimating the 
appropriate cost of equity may, as the Commission has noted in a 
number of prior cases, be accomplished through a variety of meth
ods. The Commission must ultimately select a recommendation 
v;hich, in its best judgment, appears to be the most reasonable 
considering all of the facts and circumstances of the particular 
case. 

In this proceeding, several different methods and recommenda
tions were presented for the Commission's consideration as to the 
appropriate cost of common equity for Ohio Edison. Company wit
ness Burg employed a discounted cash flow (DCFj analysis to arrive 
at his recommended 14.32 percent cost of equity (Co. Ex. 6C, Att. 
3). Staff witness Cahaan also used a company-specific DCF analy
sis in his recommended range of 12.37 to 13.39 percent (Staff Ex. 
17A). OCC witness Pultz proposed an 11.70 percent cost of equity 
based on his DCF analysis (OCC Ex, 7A, Revised Sched. FRP-3), OCC 
witness Talbot recommended an 11.27 percent equity return based on 
his comparable company DCF analysis, as well as a company-specific 
DCF study of Ohio Edison (OCC Ex. 11, at 46), lEC witness Kennedy 
combined the results of his DCF analysis of Ohio Edison with the 
results of a comparable company DCF analysis and a risk premium 
study in reaching a recommended cost of equity of 12,20 percent 
(lEC Ex. 3, at 37-40), During his oral testimony, Dr, Kennedy 
suggested that, given the stock price decline in the immediately 
preceding period, he would recommend increasing the cost of equity 
to 12.50 percent (Tr, XVII, 10). North Star did not sponsor an 
independent rate of return analysis but, on brief, argues that the 
low end of the staff's cost of equity range should be adopted 
(North Star Br, at 19). 

The DCF formula estimates the required return on equity by 
adding the expected dividend yield (dividend divided by a repre
sentative stock price) and the expected rate of growth in divi
dends. Although the Commission has not precluded the use of 
alternative methods of determining cost of capital, it has tradi
tionally relied upon thv DCF method as the most reliable measure 
of a company's cost of equity. 
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Diy_iden'i V i e 1 d 

In calculating the dividend yield, each ct th-f witnesses 
performing DCF analyses, e.xcept Mi, Talbot, oiiginally used a 
12-month average of Ohio Edison stock pi ices. The staff and 
company witness Burg relied on the 12--month average price for the 
test year of $21.31 per share (Cc. Ex. 6C, at 29;'s.R. at 24). 
lEC witness Kennedy also employed a 12-month average during the 
test year in calculating dividend yield (lEC Ex. 3, at 17). OCC 
witness Pultz used stoc)< prices fo. the 12 months ending February 
1990 in arriving at an average price of $21.6F (OCC Ex. '?A, Re
vised Sched. FRP-3). 

In his pre-filed testimony, staff witness Cahaan noted that 
Ohio Edison's stock prxce had fallen 18 percent between the end of 
December 1989 ($23.75) and March 6, 1990 ($19.50) and then had 
stabilized between March 6 and April 12, 1990, Accordingly, Mr. 
Cahaan recommended that an average price between March 8 and April 
12, 1990 ($19.55) be employed to recognize this "price break" 
Staff Ex, 17, at 15-19). At the hearing, Mr. Cahaan updated his 
data to include the period of March 6 through May 4 , 1990 and, 
accordingly, recommends that the average stock price for that 
jjei.iod ($19.31) be used to ojlculate the dividend yield (Staff Ex. 
17A; 17E). Mr. Cahaan claims that this "break" in the price of 
Ohio Edison stocK- warrants a departure from the staff's tradition
al recommendation to use a 12-month average. Mr. Cahaan contends 
that the cost of equity for Ohio Edison has clearly risen since 
the end of 1989 and, thus, the stock price used to calculate the 
dividend yield should reflect that increased cost. According to 
Mr. Cahaan, use of a short-term average price is appropriate in 
this case to account for an increased perception of risk and a 
decreased expectation of future growth (Staff Ex. 17, at 15-19). 
In his rebuttal testimony, company witness Burg identified a 
second "price break" which he claimed occurred on April 20, 1990. 
Mr. Purg testified that, from April 20, 1990 to May 14, 1990 (the 
datf i when he offered his rebuttal testimony), Ohio Edison stock 
traded in a range of $18.25 to $19.75 and averaged $16.85. Ohio 
Edition argues that the stock prices after this second break must 
be used to accurately calculate the dividend yield (Co. Ex. 6D, 
Att. A; Tr. XXIX, 5-6). 

The Commission has historically expressed a preference for 
using a 12-month average stock price in calculating the dividend 
yield in order tc "avoid distortions which may be created by 
short-term fluctuations in market price". Toledo Edison Co., Case 
No. 81-620-EL-AIR (June 9, 1982) at 24. In various' cases, how
ever, the Commission has adopted dividend yield recommendations 
based on shorter periods of average stock prices where the 12-
month average would have produced a result which was not a valid 
indicator of the market's ongoing perception of the investment 
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risks associated with the utilities being considered. See, e.g., 
Ohio Bell Telephone Co., Case No. 84-1435-TP-AIR (December 10, 
1985) at 37-38 (three-month average) ; Ohio Edison Co., Case No. 
a4-1359-EL-AlR (October 29, 1985) at 34-35 (nine-month average); 
Cincinnati Gas & Electric Co., Case No. 79-11-EL-AIR (January 7, 
"'980) at 25-26 (three-month average). In Cleveland Electric 
Illuminating Co., Case No. 84~188-EL-AIR (March 7, 1985), the 
Commission adopted the staff's recommendation to use a one-month 
"spot" stock price in calculating the dividend yield due to the 
extremely volatile price of CEI's stock during the period in 
question. The Commission agreed with the staff that, given the 
unique record of CEI's stock prices, it would be inappropriate to 
use a twelve month average in calculating the dividend yield. Id. 
at 45-46, 

In this proceeding, there is no dispute that, as Mr, Cahaan 
testified, Ohio Edison stock prices experienced a sharp decline in 
the March to April 1590 time period. The performance of Ohio 
Edison stock subsequent to the conclusion of the hearings, how
ever, lends little support to Mr, Burg's contention that a second 
"price break" occurred on April 20, 1990. The Commission takes 
administrative notice of the fact that, since mid-May, Ohio Edison 
stock has fairly consistently traded in the $20,00 per share (or 
slightly under) range. This partial recovery of the stock price 
suggests that the "second price break" identified by Mr, Burg was 
more of a short-term fluctuation than a long-term change in inves
tor expectations. The partial recovery tends to support Mr. 
Cahaan's claim that, while a precipitous decline occurred in March 
and April, the stock price has stabilized since that time and his 
recommendation properly captures both the decline and subsequent 
stabilization. 

On brief, lEC argues that the Commission should not adopt the 
staff's recomm.endation because the recent recovery of Ohio Edi
son's stock price make'. Mr, Cahaan's "spot" proposal unrepresenta
tive. I EC claims that -his recovery is similar to the facts pre
sented in Cleveland Electric Illuminating Co,, Case No. 79-537-EL-
AIR (July 10, 1980), wherein the applicant's stock price had 
dropped significantly in the six months prior to the hearing (due 
prim.arily to an announcement by the Federal Reserve Board) and 
then rebounded to a level comparable to the range at which it had 
traded prior to the price decline. In that case, the Commission 
adopted the staff's recommended 12-month average "in order to even 
out short-term fluctuations". ld̂ > at 40, Unlike the facts 
presented in that case, however, the Commission notes that Ohio 
Edison stock has only partially recovered from the March-April 
1990 price decline, while the stock has most recently traded in 
the $20,00 range, the price at the end of 1989 was $23,75. Thus, 
we believe that recognition must be given to the fact that the 
stock price has made only a minimal recovery from the April 1990 
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level and is still f a r short of th^ 12-month average for the test 
year. Under these circumstances, the Commission finds that the 
staff's stock price recommendation of $19.31 is appropriate and 
rhould be adopted. 

While we are somewhat uucomioLtable with relying upon an 
average stock price for -.ess than a two-month period, we do not 
believe that the int erver.ors' recommendations give adequate con
sideration to the severity of the price decline which occurred in 
March and April of 1990, In his direct oral testimony, lEC 
witness Kennedy stated that, considering the impact o*̂  the 
March-April price decline would be appropriate if it was averaged 
with a recent J2-mont-.h average price (Tr. XVII, 10-11). Dr. 
Kennedy explained theL this alternative recommendation would 
enable the Commission to recognize the impact of the decline while 
not abandoning the 12-month methodology completely, and would 
avoid jumping around t': accomrtoda te short-term fluctuations (I^. ) . 
Under Dr. Kennedy' ̂  averaging approach, a $20.61 per share stock 
price would be achieved for purposes of calculating the dividend 
yield. Although lEC's proposed method has some merit, the Commis
sion believes that Dr. Kennedy's recommendation still overesti
mates a representative stock price for purposes of this proceed-
ing, as evidenced by subsequent stock performance. Nor do OCC 
witnesses' recommendations accord adequate consideration to the 
downturn in Ohio Ediso.i's stock price, since they are based upon 
longer, and less repreijentative periods of time. Rather, the 
Commission finds that t.he staff's recommendation reasonably 
reflects current and future investor expectations. 

Expected Dividend Growth 

We turn next to consider :tion of the appropriate dividend 
growth component for the DCF methodology. Assessment of the 
expected level of dividend growth inherently involves a certain 
amount of judgment, since it requires the estimation of future 
events. The Commissi on must, however, determine which of the 
growth recommendations is best supported by the evidence upon 
which the various analysts relied. The rate of return witnesses 
in this proceeding have, for the most part, projected relatively 
similar growth rates for Ohio Edison's dividend. 

Company witness Burg originally proposed a dividend growth 
estimate cf 2.5 to 3.0 percent (Co. Ex. 6A, at 39). Mr. Burg 
increased his growth estimate to 3.5 percent in his post-Staff 
Report testimony to reflect his view of increased investor expec
tations, based on the relatively higher stock prices betwees?. June 
and December of 1989 (Co. Ex. 6C, at 29). In his rebuttal testi
mony, however, Mr. Burg returned to his original 2.5 to 3.0 per
cent range because of lower market prices in March and April of 
1990 (Co, Ex. 6D, at 5; Tr. XXIX, 19). Mr. Burg's 2,5 to 3.0 
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percent growth estimate is based upon the following five factors: 
1) the capital market in which Ohio Edison competes; 2) the 
estimates of expected growth by research firms; 3) projected 
dividend increases for the utility industry, in general; 4) five 
years' earnings growth; and 5) the company's success in selling 
stock above book value (Co, Ex. 6A, at 39). Mr, Burg also 
expressed his belief that investors were expecting significant 
improvements over the dividend levels experienced in the recent 
past. In determining his growth estimate, Mr. Burg relied 
primarily on a growth projection average of 2.6 percent by fiv<? 
investor research firms to support his growth recommendation 
(although lEC and North Star assert that the correct application 
of an April 1989 Value Line projection would reduce this growth 
estimate In 2.20 percent). He also looked at a May 23, 1989 
publication by Goldman Sachs which indicated average estimated 
dividend growth of 3.7 percent for the 67 utilities analyzed (Co. 
Ex. 6A, at 36-39). 

lEC witness Kennedy proposed a growth estimate of 2,10 per
cent (lEC Ex. 3, at 21). Dr. Kennedy relied on the published 
estimates of investor analysts to derive his recommended growth 
rate. Dr. Kennedy averaged estimates from three investor analyst 
sources to determine his 2.10 percent proposal (lEC Ex. 3, at 21). 
OCC wi^-nesses Pultz and Talbot recommended dividend growth esti
mates of 1.7 to 2.54 percent and 2.10 percent, respectively (OCC 
EA. 7A, Revised Sched. FRP-3; OCC Ex. 11, at 36)< Mr. Pultz cal
culated his 1.7 to 2.54 percent growth estimate range by perform
ing a "b times r" analysis ("b" is the fraction of earnings re
tained and "r" is the return on average common equity) for the 
years 1965 through 1989 (2,54 percent) and by using estimated 
growth rates projected by Value Line for the years 1992 through 
1994 (OCC Ex. 7, at 13-14). Mr. Talbot based his 2.10 percent 
growth estimate on the projections of the Institutional Brokerage 
Estimate System (IBES) (OCC Ex. 11, at 35-36). 

The staff initially recommended a dividend growth range of 
1.9 to 2,8 percent (S.R. at 24). Mr. Cahaan later adjusted the 
staff's recommendation downward, to a range of 1,7 to 2,6 percent, 
to reflect "reduced expectations of growth" (Staff Ex, 17, at 18). 
The staff's recommendation was based upon b x r calculations under 
various assumptions (S.R. at 24), Staff witness Cahaan testified 
that the staff's recommendation was confirmed by its analysis of 
other data (Tr, XXIV, 145). Mr. Cahaan stated that the staff did 
not propose a single point within its range but that the 
Commission's selection of any point within the range would be 
consistent with the staff's recommendation (Staff Ex. 17, at 
10-11; Tr. XXIV, 140-148). According to Mr. Cahaan, a $19.31 
stock price and a growth range of 1.7 to 2.6 percent results in a 
baseline cost of equity of 12.02 percent to 13.01 percent. 
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The Commission finds that the staff's method of cai'^ulating a 
"growth range" is rec.oonable and should be adopted in this 
proceeding. We believe that acceptance of the staff's range 
recognizes the inherent uncertainty involved in estimating the 
dividend growth rate. Further, while the company asserted that 
the new n.ethod understates its true cost of capital, there is 
actually very little differenc^^ between the recommended ranges 
under the staff's new and traditional methods. The Commission 
also nctes that the staff's growth range under the new method en
compasses the growth recommendations of each of the other partiei^. 
Company witne<=-:. Burg ultimately agreed that the high end of the 
staff's ra'̂ ge \ 2 , 6 percent) was a reasonable growth estimate while 
lEC witness Kennedy and OCC witness Talbot proposed r .-owth rates 
near the midpoint of the staff's range (2.1 percent). OCC witness 
Puitz recommended a growth range nearly identical to tlie staff's 
range (1.7 to 2.54 percent). Thus, the Commission believes that 
the staff's range reasonably and accurately quantifies the range 
of investor growth expectations, while considering the normal 
degree of uncertainty which exists in calculating the company's 
cost of capital. Accordingly, we find that a baseline cost of 
equity range of 12.02 percent to 13.01 percent is reasonable, 
based upon the application of the staff's recommended $19,31 stock 
price and 1.7 to 2.6 percent growth range. 

As indicated in the Staff Report, the staff has traditionally 
recommended the use of a single point estimate of the baseline 
cost of equity, which would then be adjusted by factors of 1.032 
to 1.100 to take into consideration "issuance costs, dilution, and 
the need for future financing flexibility" (S.R. at 24). Under 
the traditional approach, the staff would have used a 2.0 percent 
growth rate (S.R. at 24). Considering the subsequent adjustments 
recommended by Mr. Cah^^in ($19.31 stock price and 20 basis point 
reduction of growtii rate) , applying the traditional adjustment 
factor would result in a range of 12.52 to 13.35 percent for the 
rPcô ':..cnded return on equity (See Staff Br. at 64). Whil- the 
staff presented the traditional method for the Commi.'=ision • s re
view, it indicated that it has recently reconsidered this practice 
and now recommends that the baseline cost of equity should be 
measured as a range to reflect the degree of uncertainty in th^ 
estimating process. Accordingly, the staff proposes that a 3.5 
percent increment be applied to common equity net of retailed 
earnings to account for the "issuance cost" effect. As calculated 
by the staff, and subseqi<ently revised by Mr. Cahaan, this issu
ance cost effect vould result in a 1.02873 adjustment factor being 
applied t o "cne baseline cost of equity to achieve the appropriate 
co&c of common equity recommendation (See S.R. at 25-26; Staff Ex. 
17A), Implementing the staff's new method results in a final 
return on equity recommendation of 12.37 to 13.39 percent, com
pared to the 12.52 to 13.35 percent recommendation which would 
have been derived from applying the staff's traditional method. 
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The Commission believes that the staff's modified issuance 
cost adjustm^rnt is appropriate. As indicated by the staff, the 
baseline cost of equity range established above implicitly recog
nizes the company's need for "future financing flexibility". We 
further agree with the staff that there is not sufficient evidence 
to warrant an explicit adjustment for "dilution". Thus, rather 
than applying the traditional 3.2 to 10 percent adjustment factor 
to the baseline cost of equity to accrunt for iŝ iuance costs, 
dilution, and financing flexibility, the CommiS'Jion will use the 
staff's generic 3.5 percent factor, applied to common equity net 
of retained earnings, to account solely for the "issuance cost" 
effect. As Mr, Cahaan explained, this "issuance cost" adjustment 
gives recognition to the "difference between investors' outlays 
and company receipts, and is n-̂ cessary whenever a market-based 
cost of equity estimation process is used" (Staff Ex. 17, at 14). 
Use of the adjustment factor is not dependent, however, upon the 
company's issuance of new stock during the test year, or upon 
whether the company plans to issue stock in the near future. We 
also believe that the issuance cost adjustment should only be 
applied to common equity net of retained earnings since the com
pany incurs no issuance costs to retain earnings. Applying the 
3.5 percent issuance cost adjustment factor to the baseline cost 
of equity range established above, net of retained earnings, 
results in a range for the cost of equity of 12.37 to 13.39 per
cent . 

Having adopted the staff'!-. range as a reasonable estimation 
of the company s required return on equity, the Commission must 
determine a specific point v?ithin that range. As noted previous
ly, lEC witness Kennedy recommended a return on equity of 12.50 
percent, which ir. within the lower quartile of the range we have 
adopted in this proceeding as a easonable estimate of Ohio Edi
son's cost of capital. We further note that Dr. Kennedy's analy
sis is useful as a check on the reasonableness^ of the staff s 
range ^nd, indeed, supports the use of that range. In choosing 
the point within the adopted range, however, tae Commission be
lieves that recognition raust be given to the company's aggressive 
and innovative actions in the past several years. Specifically, 
Ohio Edison has sought to bal-mce its obligations to both rate
payers rjnd shareholders by undertaking off-system marketing 
effort*-i (including the PEPCO sale), resolved the problems associ
ated with the Quarto Coal contract, settled the Percy rate and 
prudence cases, engaged in the sale/leaseback of SI.4 billion of 
the company's ownership in Perry and Beaver Valley 2, and accom
plished its rate delay and moderation program. Considering these 
additional factors, the Commission concludes that a return on 
common equity of 13,21 percent, which falls in the upper quartile 
of the stc-ff's rarge, represents a reasonable estimate of the cost 
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of equity capital to this company. As a final matter, the Commis
sion notes that, in the section of the Staff Report related to de
mand side management, the staff recommended that Ohio Edison 
"adopt a formal procedure to include the consideration of long-
terra impacts in evaluating the appropriateness of current and 
future short-term marketing goals" (S.R. at 147), Consistent with 
the staff's recommendation, the Commission emphasizes that, in 
future rate cases, one of the criteria for determining the avpro-
priate return on equity will be the applicant's efforts in pur
suing demand side management initiatives. 

Ê LtS of Return Summary: 

Applying a cost of equity of 13.21 percent to the equity 
component of the capital structure approved herein produces, when 
combined with the findings relative to long-term debt and prefer
red stock, a weighted cost of capital of 11,20 percent. The Com
mission is of the opinion that a rate of return of 11.20 percent 
is sufficient to provide the comj any reasonable compensation for 
the electric service it renders customers affected by these pro
ceedings . 

AUTHORIZED INCREASE 

A rate of return of 11,20 percent applied to the jurisdic
tional rate base of $4,045,603,000 results in an allowable return 
of $453,108,000. Certain expenses must be adjusted if the gross 
revenues authorized are to produce this dollar return. These 
adjustments, which have been calculated in a manner consistent 
v;xth the analysis of accounts accepted herein, result in an in
crease in federal and state income taxes of $46,661,000, in state 
excise tax of $6,890,000, and in the allowance for uncollectibles 
expense of $368,000. Adding the approved dollar return to thc-
adjusted allowable expenses ot $1,355,322,000 produces a finding 
that applicant is entitled to place rates in effect which will 
generate $1,808,430,000 in total gross annual operating revenue, 
including fuel and late-payment revenue. This represents an 
increase of $142,376,000 over the total revenues which would be 
realized under the applicant's present vate schedules, an increase 
of 8.5 percent. 

The company and the staff entered into a stipulation which 
provided that if the Commission approved a revenue increase of at 
least $198,500,000 that the increase should become effective in 
increments over a three-year period (Jt. Ex. 3). The Commission 
has not authorized this level of an increase; accordingly, the 
provisions of the stipulation are not applicable. 

OCC recommended that if the Commission granted an increase in 
excess of $122,000,000, it should be phased in over a two-year 
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period (OCC Ex. 8, at 12). Both the staff and the company oppose 
OCC's recommended phase-in plan. The Commission is of the opinion 
that given the magnitude of the increase in this case, a phase-in 
plan is not warranted. OCC was concerned that a rate increase in 
the magnitude of 13.1 percent would result in rate shock (_Id. at 
14). However, the Commission has not granted an increase of that 
magnitude. Accordingly, OCC's recommendation should be rejected. 

RATES AND TARIFFS 

As part of its investigation, the staff reviewed the various 
rate schedules and provisions governing terms and conditions of 
service set out in the applicant's proposed tariffs (Co. Ex, 5A, 
Sched. E-1). The resulting staff recommendations (G.R, at 48-126) 
drew a number of objections. The issues raised are discussed 
below. 

R'->venue Distribution; 

The applicant proposed rates which would produce equal rates 
of return for the residential and combined general service 
classes (Co. Ex, 13C, at 3). Staff, however, assigned more reve
nue responsibility to the residential and general service large/ 
soecial contract customers, and less to the general service sec
ondary customers, than did the applicant (Staff Ex, 19, at 3), 
The company, OCC, and North Star all objected to the staff's 
assignment of revenue responsibility in favor of the company's 
proposal. 

Staff witness Hov;ard testified that the company's proposed 
revenue distribution generates revenue close to the cost of ser
vice when the residential and general service classes as a whole 
are considered. However, instead of assigning revenues that would 
gr ierate returns that were closer to the average rate of return, 
,hv? applicant moved in the opposite direction, creating returns 
for these classes that are further from the average rate of return 
(St;jff Ex, 19, at 3). Thus,, staff assigned more revenue to the 
residential and general service large/special contract customers 
than did the company. According to Mr, Howard, this distribution 
results in the residential class generating revenues that create 
an equal rate of return for that class, and the combined general 
service class generating revenues that move in the direction of an 
equal rate of return (Id.). 

Ô iio Edison has six residential and two general service rates 
in its filed tariffs. The staff accepted applicant's percentage 
revenue distribution within the residential class. The general 
service class is broken down into general service secondary and 
general service large/special contracts. The staff reported that 
even though the general service class as a whole is generating 
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revenue that closely reflects the cost of service, the individual 
schedules wi th in the class do not. the gene ral se rvi ce seconds ry 
class is generating a rate of retiitn well above the company's 
average rate of return, and the general service la rye.'special 
contract class is generating a below average rate of return (Id. 
at 4). The applicant's proposal sligh.tiy reduces the general 

..ght direction, staff believes that the changes should be of 
greater magnitudes. The staff's proposal moves the general ser
vice classes approximately half way to the level needed to achieve 
an equal rate of return. To attempt tc move these classes all the 
way would overlook staff's other criteria for determining appro
priate revenue distribution, suv-h as continuity and customer 
understanding ( I_d. at 5) . 

Under the staff'? proposal, the residential class will re
ceive a 15,74 percent increase in revenues excluding fuel that 
will result in a 11.D4 p^.cent rate ot return. The jurisdictional 
average rate of return is 11.54 percent. The general service 
secondary class will receive a 11.74 percent increase in revenues 
which will result in a 13.33 percent r-ate of return. The general 
service large/special contract class will receive 21.02 percent 
increase which will result in a 9.79 percent rate of return (S.R. 
at 60, 67 ) . 

The company contends that under the staff's proposal of 
moving toward equalized rates of return for the general service 
secondary and general service large/special contract classes, 
there would be a large differential in the overall percentage 
increase experienced by the two classes, 11.74 percent and 21.02 
percent excluding fuel, respectively. The company's proposal, 
however, produces a 16.83 percent and an 18.69 percent increase, 
respectively (Co. Ex. 13C, at 3; S.R. at 6U, 6 6 ) . Under the 
company's proposal, the rate of return is 14.45 percent for the 
general service secondary class, and 9.39 percent for the general 
service large/special contract class (S.R. at 6 0 ) , In addition, 
the company argues that under the staff's revenue distribution, 
the revenue requirement will not be attainable due to the staff's 
f.iilure to consider that borderline customers on rate 23 would pay 
loss under the new rate 21 and woulO switch to the cheaper rate. 
Therefore, the staff's proposed revenue is overstated by the 
amount of money saved by the customers that transfer (i^. at 4). 

OCC argues that the staff's revenue distribution inappropri
ately shifts revenue responsibility to the residential class. OCC 
witness yankel testified that the current residential rate of 
return of 8,16 percent should be considered equivalent to the 
jurisdictional average rate of return of 8.30 percent because it 
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is within a 10 percent margin of error of the jurisdictional aver
age. Mr. Yankel also stated that because the staff's proposal 
does not include the numerous revenue adjustments proposed by 
staff, it understates the residential rate of return. Finally, 
Mr. Yankel indicated his belief that certain costs were over allo
cated to the residential class in the company's cost of service 
study (OCC Ex. 9, at 16-19). 

North Star objected to the staffs revenue spread in that it 
allocates more of the increase to general service large/special 
contracts than the company proposed. North Star contends that, at 
least v;ith respect to the special contract class^ the earnings are 
not below the system average rate of return. North Star witness 
Goins testified that if the staff's reclassification of pollution 
control equipment as a demand-related charge is considered and the 
inclusion of interruptible loads in the D-1 allocation factor is 
taken into consideration, it will be seen that the contract cus
tomers are paying greater than the system average rate of return 
(North star Ex. 16, at 14, 20). 

The Commission is of the opinion that the staff's revenue 
distribution is the most equitable and should be adopted. The 
company's proposal does not fairly distribute revenue responsibil
ity among the classes. The company's proposal would assign more 
revenue responsibility to general service secondary class which is 
already earning well above the system average rate of return. The 
staff's proposal, on the other hand, lowers the rate of return for 
the general service secondary class and brings it closer to the 
system average. Likewise, the staff's proposal will bring the 
general forvice large/special contract class closer to the system 
average, and the residential class will be right on average. 
Thus, the staff's proposal moves each class closer to its cost <. 
service. 

of 

The company's concern is that the percentage increase differ
ential between the two general service classes is too large. 
While the company has expressed a valid concern, the Commission 
believes that it is outweighed by the disproportionate rates of 
return which would be generated by these classes under the com
pany's proposal. Fairness dictates that the classes be moved 
closer to the system average rate of return. The staff's proposal 
does this. In the interest of gradualism, however, the staff has 
only moved each class approximately half way to the level needed 
to achieve an equal rate of return. 

North star's concerns are directed specifically toward the 
special contract class. However, the staff has not considered the 
special contract customers to be a separate class. The Commission 
believes that the stt'ff's classification is appropriate. But for 
the contracts, the special contract customers are general service 
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large customers; their firm load is taillec^ under general service 
large rates (S.R. at 83-88). There is no reason to look at the 
special contract customers as a sepaiate class. 

OCC argues that the residential class is already providing 
revenue at the approximate average rate of return; therefore it 
should be assigned a lesser amount of revenue responsibility than 
provided for by the staff. Obviously, it is difficult to deter
mine perfectly the exact cost of providing service. However, as 
we have previously indicated, the staff's analysis is the most 
equitable. The staff's revenue distribution does not result in 
the residential class earning either above or below the average 
rate of return. OCC's other arguments, that the revenue distribu
tion did not accourt for the staff's revenue adjustments or allo
cation of costs, are without merit. These matters will be ac
counted for in the determination of the amount of the total reve
nue requirement in this case. The revenues assigned to the resi
dential class will then be adjusted proportionately. 

In summary, the Commission believes that the staff's recom
mendation is the most reasonable. It moves the revenue responsi
bility of each class in the proper direction and it applies the 
ptinciples of rate continuity and gradualism. The staff's revenue 
distribution shall be adopted. The Commission has based its 
decision on the record in this case which indicates that rate 
design is appropriately based upon the principle that revenues 
should be distributed so th^t the various customer classes earn 
close to an equalized rate of return. Nevertheless, there may be 
ways to design rates based upon different principles. Should any 
party wish to offer evidence in the future on other factors which 
should be considered in determining revenue distribution, the 
Commi ssion is open to their suggestions. 

The company next argues that, if the statf's revenue distri
bution is adopted, the Commission must take into consideration 
transfers of customers from rate 23 to rate 21, which, according 
to the company, will occur and result in a revenue shortfall. 
Company witness Moore testified that under the staff's proposal, 
borderline customers on rate 23 would pay less under rate 21 and 
would, accordingly, switch to rate 21. The billing units the 
staff used did not take these transfers into account (Co. Ex. 13C, 
at 4). The record reflects that, under these circumstances, the 
company will be precluded from earning up to $2.7 million in 
revenue a*ith-cized in this case (Staff Ex. 20A, at 1). 

The .aff does not believe that any customer transfers should 
be taken into consideration in the rate design. The staff opposes 
the company's position because of its belief that it is uncertain 
how many customers might transfer and when such transfer might 
occur (Id. at 2). However, the record reflects that once new 
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rates are approved in this proceeding, the company will contact 
the affected customers and place them on the cheapest rate (Tr. 
IX, 35). 

The Commission believes that Ohio Edison should be authorised 
to perform a transfer study based upon the revenue level allowed 
in this case and modify the general service rate design so that 
the rates put into effect in this case can produce the authorized 
revenue level. One of the staff's tenets of rate design is that 
the schedules should provide the utility the opportunity of 
recovering an authorized revenue (S.R. at 57), However, if Ohio 
Edison cannot adjust rate design based upon a transfer study, it 
will be precluded from the beginning from earning the authorized 
revenue level. This is an unfair result, Further, the Comm.ission 
has previously, in Case Nos. 77-1249-EL-AIR and 82-1025-EL-AIR, 
authorized Ohio Edison rates based on transfer studies (Co. Exs, 
71B and 72B). Ohio Edison's objection should be sustained. 

Seasonal Rates; 

Ohio Edison's tariffs contain six residential schedules, and 
the company proposes a rate increase in all of them. In all resi
dential rates, except the optional time-of-day rate and the water 
heating service rate, the applicant incorporates a summer/winter 
differential with the higher summer rates reflecting the higher 
costs to serve. As a further reflection of costs in the summer 
months, the pricing of the energy blocks is inverted. The rates 
for higher levels of usage are higher than the rates for usage at 
lower levels, The company's rationale is that customers that have 
higher usages, generally air conditioning customers, are respons
ible for the higher demand requirement placed on the company's 
system (S.R, at 73), The company is not proposing seasonal rates 
for the general service schedules. The staff accepted the com
pany's seasonal rate proposal. 

OCC objected to the seasonal rate for residential customers 
because no such rate was proposed for the other rate schedules, 
OCC does not accept the assumption that there is a difference in 
the base cost of service to customers between seasons. Further, 
OCC contends that all customers, not just residential customers, 
contribute to the higher summer service costs (OCC Ex, 9, at 
37-41). 

Company witness Moore testified in support of the seasonal 
rate proposal. He indicated that during the past three years, the 
company has had dominant summer peak demands and that forecasts 
pr'̂ jcct that Ohio Edison will remain a summer peaking company. 
This situation is due, in part, to increasing residential air con
ditioning saturation and creates a different cost pattern for the 
company. By having a higher rate in the four-month summer ŝeason 
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fchan in the eight-month winter season, growth in the summer peak 
will tend to be moderated (Co. Ex. 13A, at 6-7). Mr. Moore also 
testified that seasonal rates are not feasible for general service 
customers because of sensitive tracking problems. In additioi-, 
summer weather sensitive equipment, such as air conditioning, is 
operated by the general service customers over a number of months. 
even year around in many cases, as opposed to the more limited use 
of such equipment by the residential class. Mr. Moore stated that 
the greater use of this equipment by general service customers 
results in reasonable recovery of costs under the existing rate 
structures (̂ . at 16). 

The Commission believes that the company's seasonal rate pro
posal is reasonable and should be accepted. Although seasonal 
rates may be new to Ohio Edison, they are not a new concept in 
Ohio. All but one of the other six major Ohio electric companies 
have seasonal rates (Co. Ex. 13D, at 2). The evidence shows that 
Ohio Edison is now a summer peaking company. The evidence also 
shows that the coincident summer demands of the residential class 
at the time of the monthly system peaks have increased at ^ faster 
rate than general service summer demands, and that residential air 
conditioning is responsible, in part, for this increase (Staff Ex. 
20, at 12), The seasonal rates will help in moderating the growth 
in the summer peak and tend to delay the need for new capacity and 
encourage better utilization of the company's facilities. OCC s 
objection is overruled. 

In connection with seasonal rates, the staff has recommended 
that before the company's next rate case, Ohio Edison should per
form and provide a seasonally adjusted cost of service study for 
all classes, in addition to the cost of service study it normally 
provides. The study should provide additional information on the 
appropriate levels of seasonal rates, identify the degree seasonal 
rates alter consumption patterns, and consider whether seasonal 
rates for the general service classes are appropriate (Staff Ex. 
20, at 12). The company should perform this study. The company 
argues that sufficient time will not have passed by the next rate 
case to generate the required data or complete the study. If, at 
the time of the next rate case, the company has had insufficient 
time to gather data or complete the study, it should request a 
waiver at the time it files its notice of intent, 

standard Rate 10; 

The company has proposed to divide its present standard resi
dential rate 10 into two rates. The company's present standard 
residential rate incorporates an energy only rate and a load man
agement rate. Proposed rate 10 is an energy only rate and pro
posed rate 17 is a load management rate. Proposed rate iO will 
become the new standard rate which will generally be applicable to 
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The company proposed that the standard rate will be available 
to customers where "monthly usage is generally less than 1,000 
kwh" (Co. Ex. 13c, at 15). The staff rejected the availability 
language on the grounds that it is unnecessary, misleading, and 
confusing (Staff Ex. 19, at 11). Staff witness Howard testified 
that a rî sidential customer at any level of consumption could be 
served under this rate {ld^< at 12). 

Company witness Moore testified that the availability lan
guage was proposed in order to clarify the general type of cus
tomer to whom the rate will be applied and is not meant to be a 
strict criterion. It is intended as a guideline for company 
personnel and customers to use in determining the appropriate rate 
(Co, Ex, 13C, at 15), 

The Commission finds that the company's proposed availability 
language serves a valid purpose and should be approved. The 
majority of residential customers will be served under this rate, 
and the company will use the 1,000 kWh usage as an initial screen
ing device in determining which rate schedule will produce the 
lowest annual bill (Co. Ex. 13A, at 10). If the company deter
mines that a different rate schedule will benefit a customer, that 
customer will be changed to the most beneficial rate schedule. 
However, as a general rule, customers v;hose monthly usage is 1,000 
kwh or less will have a lower bill under this standard rate. 

Load Management Rate 17; 

The company is proposing a new separate load management rate 
which was previously a part of rate 10. In order to qualify, a 
customer must have a load meter, or have equipment capable of 
accepting a load meter. The proposed rate structure is similar to 
the load management provision of the current rate 10, except that 
the applicant is proposing to increase the minimum demand from 5 
kw to 6 kw. In addition, in order to qualify, a customer's six 
highest monthly kwh usages out of the 12 preceding months must 
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average 850 kWh or more. This average usage compares to 675 kwh 
in the present rate (S.R. at SI, 78). 

The staff recommends that the present 5 kw minimum demand and 
average 675 kWh usage be retained. According to the staff, the 
company's proposal would eliminate certain customers that can 
practice load management. Staff witness Fortney testified that 
not all customers who have load between 5 kW and 6 kw are able, or 
willing, to practice load management. However, the minimum level 
should not be increased to eliminate those customers with a lower 
demand who are both willing and able to practice load management. 
AS pointed out by Mr. Fortney, the Commission is in the process of 
implementing integrated resouice planning procedures which encour
age demand side management practices. Staff believes that it is 
unreasonable that, at the same time load management practices are 
being encouraged, the applicant is proposing changes which will 
eliminate potential opportunities for its residential customers to 
engage in those practices (Staff Ex. 20, at 9). 

The company contends that only customers with a load of 6 kw 
have the capability to practice meaningful load management. Based 
upon the company's load research data, the company determined that 
customers with only one ma jot appliance have a median load of 6 
kW. Because two major appliances are required in order to prac
tice meaningful load management, the company contends that 6 kw is 
the minimum load most customers with more than one major appliance 
would attain (Co. Ex. 13C, at 7-8). The company concedes that 
some customers with loads between 5 kW and 6 kW can benefit from 
the load management rate, but argues that rate 17 should not be 
used to reward happenstance (Co. Ex. 13D, at 9). 

The Commission is of the opinion that the present 5 kW mini
mum load provision should be retained. The minimum load provision 
ohould not be increased to eliminate those customers who are prac
ticing load management under the company's present load management 
rate provisions. 

The company has also proposed that the load management rate 
be available to customers whose six highest monthly kWh usages out 
of the 12 preceding months average 850 kWh or more and that a cus
tomer may be removed from the rate at his option or if his usage 
has not exceeded 800 kwh in each of the 12 preceding months (S.R. 
at 51), The staff recommends that these usages remain at 675 kwh 
and 625 kwh, respectively (Id. ) . 

Company witness Moore, however, testified that the staff's 
recommended changes to the kwh criteria for rate 17 availability 
are inappropriate even under the staff's recommended 5 kW minimum 
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billing load. The staff's recommendations would result in seg
ments of the residential customers being placed on staff's recom
mended rate 17 who would pay higher annual bills than if they were 
billed under proposed rate 10. Customers with monthly usages of 
675 kWh or less and billing loads in excess of 5 kW would pay more 
than they would had they been billed on rate 10 (Co. Ex. 13C, at 
11). The staff acknowledges that this may be true; however, staff 
relies on applicant's annual review of residential customers' 
bills to determine which rate v;oald be cheaper for them (Staff Ex. 
20, at 10) . 

The Commission is concerned that the staff's kWh usage recom
mendation will result in customers being placed on a rate which is 
not beneficial to them. Under the staff's kWh usage, a customer 
may qualify for the load management rate and be placed upon that 
rate. However, at the lower kwh usage, the load management rate 
would be more expensive. A requirement that the load management 
rate be made available to those who cannot benefit would result in 
customer confusion. Although the company's annual review of cus
tomer accounts will assist in placing a customer on the lowest 
rate, it will not prevent the customer from getting on the wrong 
rate in the first place. The company's proposal provides adequate 
rate separation to insure stable and appropriate customer place
ment and will be adopted. 

Residential Rate Design: 

With the 
cussed above 
each of the 
pany's and the staff's rates reflect the difference in the revenue 
distribution and the differing level of custosner charges (Staff 
Ex. 20, at 13) . 

OCC objected to the proposed residential rate designs. Ac
cording to OCC, the rate structure should generally be flat or 
inverted, and the deeply discounted portions of the rates should 
be granted a rate increase. However, according to OCC, the com
pany has proposed declining block rates for the residential rate 
schedules which contain sharply declining elements and proposed no 
increase for the deeply discounted portions of these rates. OCC 
further objected that the company proposed different percentage 
increases, instead of a uniform increase, for the various resi
dential rate schedules in spite of the fact that there was no cost 
of service study which separately delineated the cost of serving 
each residential schedule (OCC, Ex. 9, at 50-56). OCC proposed 
its own rate schedules which provide a gradual move to flatten the 
declining rate structure and to reflect a more uniform revenue 
spread to the various rate schedules within the residential class 
(Id, at 56-61) , 
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According to the staff, the applicant has provided its ra
tionale for <-he design of rates. Rates in one schedule are de
signed to track rates in other schedules for consistency or to 
reduce the likelihood of rate jumping. Some rates pre left un
changed to reflect costs. Experimental rates may be adjusted to 
maintain the integrity of the exper-^ment. The basic formats of 
the rate schedules have previously been approved by the Commi s-
sion. While cost is a major consideration, a utility should be 
able to exercise discretion and flexibility as to the level and 
form that rates take within a particular class to achieve objec
tives. Staff finds the company's rate design to be acceptable 
(Staff Ex. 20, at 13) . 

The Commission finds no useful purpose would be served by 
analyzing in this opinion and order each residential schedule 
block by block and change by change. The company's proposed rate 
design is detailed and interrelated with each rate being designed 
to serve a purpose. The Commission will accept its staff's recom
mendation on the residential rate design and approve the company's 
proposed design. The rate designs have been previously approved 
by the Commission, and the staff has had an opportunity to observe 
how they work. Based upon this record, the Commission is not in
clined to adopt new, untested rate structures as proposed by OCC. 

Both the staff and OC'- recommend that the company should 
perform and provide a cost of service study which differentiates 
the existing residential rate classes. The company should perform 
the study and provide it for its next rate proceeding. If there 
has been insufficient time to gather the data at the time of the 
next proceeding, the company should reque?,t a waiver at the time 
it files its notice of intent. 

Contract Language for Residential Schedules: 

variations. While the staff believed that the restructuring was 
appropriate, it felt that certain additional language should be 
added (S.R, at 50). 

At the hearing, staff witness Howard agreed with the company 
that the following language would be appropriate: 

Customers selecting this rate schedule will be 
billed for servic*" hereunder for a minimum 
period of one year unless: 1) service is no 
longer required by the customer at the same 
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address at any time during the remainder of 
the one-year period; o: 2) at the customer's 
request when the customer adds or removes load 
and the company projects that the customer's 
load characteristics for the next twelve 
months: can be served more economically under 
an alternative tariff for which the customer 
qualifies. 

(Tr. XXVI, 54-55), Mr, Howard also testified that this language 
should be added to rates 10 and 17 and replace the current lan
guage contained in rates 11, 12, and 19 (I_d. ) . The Commission 
agrees that the language is appropriate and should be adopted. 

Customer Charge: 

The purpose of the customer charge is to provide a utility 
with a partial recovery of the fixed costs which it incurs in 
order to provide service to a customer by mere reason of the 
customer's connection to the utility's system. The staff, Ohio 
Edison, and OCC have each employed a different methodology in 
arriving at their recommendation as to the appropriate customer 
charge which the commission should adopt in this proceeding. 

The staff's policy regarding the methodology for determining 
the customer charge was established in June of 1980, and has been 
adopted by the Commission numerous times. Its methodology derives 
a charge which is minimally compensatory, and uses expenses which 
are solely attributable to the number of customers regardless of 
demand and consumption (Staff Ex. 19, at 6). The staff determined 
that the customer charge for customers that hrve standard kWh 
meters should be $4,05 (Tr. XXVI, 6-7; Tr. XXVII, 79; Staff Rate 
Design Reply Br. at 21). The proposed customer charge for the 
load .managemenc rate is $6.05; and the time-of-day rate is $9.89 
(Staff Ex. 19, at 6; Tr. XXVI, 6-7; Tr- XXVII, 79; Staff Rate 
Design Reply Br. at 21). Because the residential water heating 
rate is in the process of elimination, the staff recommends that 
its customer charge be increased by the percent equal to the over
all percentage increase granted in this case (Staff Ex, 19, at 7). 

The company's proposal for the customer charge for customers 
that have standard kwh meters is $6.00, and it is $8,00 for the 
load management customers (Co. Ex. 13C, at 12). A basic differ
ence between the company and the staff is that, in addition to 
costs associated with meters and services, the company's method 
includes the costs of a minimum distribution system. Company 
witness Moore testified that historically, the present $2,00 
customer charqe of the standard residential rate has been set at 
an artificially low level (Id. at 12-13). 
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Although OCC agrees generally with the staff's proposed meth
odology, OCC believes that the staff has included certain expenses 
which are not customer based. As an example, OCC witness Yankel 
testified that 93 percent of account 908 expenses should be ex
cluded from the calculation because they are related to marketing 
activities and should not be attributable to residential customers 
(OCC Ex. 9, at 32-33). However, the staff had already excluded a 
large portion of account 908 expenses from its calculation (Tr. 
XXVI, 74-76). Further, Mr, Yankel did not believe that costs 
concerning account collection activities should be included (OCC 
Ex. 9, at 34). Mr. Yankel is incorrect on this point. Clearly 
account collection costs are customer-based activities. Mr. 
Yankel's other concern about metering costs was accepted and 
addressed by the staff at the hearing (Staff 2x. 19, at 6). OCC s 
proposed customer charge for customers with kWh meters is $2.10, 
and the load management customer charge is $4.10 (OCC Ex. 9, at 
35-36) . 

Upon consideration of custo/rser charge proposals presented in 
this proceeding, the Commission concludes that the staff's pro
posal is the most reasonable. Although the company's proposal Is 
predicated on customer-based costs, it results in a percentage 
increase in the customer charge which is extremely high. On the 
other hand, OCC s proposal does not account for even the minimum 
amount of customer-b-:ised costs, and its adjustments are not 
proper. The staff's proposal is based upon the principles of 
gradualism and stability and recovers expenses attributable to 
solely the number of customers. The staff's customer charge 
proposal should be adopted, with one exception. 

In the staff report, the staff recommended that in the event 
the Commission does not authorize rates which recover the appli
cant's requested revenues, the customer charges should not be ad
justed to a lower level because the staff's customer charges are 
minimally compensatory in the first place (S.R. at 70). However, 
at the hearing, staff witne.ss Fortney testified that the customer 
charge increase should be reduced proportionately (Staff Ex. 20, 
at 15-16), The Commission is of the opinion that the staff's 
first inclination, that the customer charges should not be ad
justed, is more appropriate given that they have been set at a 
minimum level. The staff's proposed customer charges should be 
adopted without adjustment for the authorized revenue level. 

Seasonal or Temporary Discontinuance of Service Charge: 

The company has proposed a seasonal or temporary discontinu
ance of service charge equal to the customer charge times the 
number of months a customer is disconnected, plus a $20.00 recon-
nection charge (S.R. at ^ 9 ) , This charge will be applicable when 
a cu.stomer wants to remain a customer at a certain location but 
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wants the electric current to the residence temporarily discDn-
tinued due to the customer's occupancy being temporarily discon
tinued for reasons such as the customer is planning an extended 
vacation, has two homes, or owns a special purpose residence. The 
company contends that during the period of disconnection, expenses 
of standing ready to serve the customer and fixed costs continue. 
The company's proposal assigns these continuing costs to the 
temporarily disconnected customers instead of to cv^tomers taking 
service on a year-round basis (Co. Ex, 13c, at 14-15). 

The staff finds this charge to be inappropriate. The staff 
recommends that customers who request to have their service dis
continued, seasonally or temporarily, should be assessed a charge 
equal to that of the approved reconnection charge (Staff Ex, 19, 
at 10). The Commission agrees. 

The applicant's proposal would treat customers that are not 
receiving electric service, as if they were receiving service. A 
customer is charged a monthly customer charge to recover costs as
sociated with the customer receiving service for that month, if a 
customer has chosen not to receive electric service ^or a number 
of months, that customer should not be subject to customer ;;.targes 
for those months (Staff Ex. 19, at 10). Ohio Edison's proposal 
should be rejected. A customer who requests to have service 
temporarily or seasonally discontinued should be assessed the 
approved reconnection charge when the customer chooses to recom
mence service, 

Employee Discovery Fee: 

The company has a program whereby company employees, except 
those whose specific job it is to find unauthorized use, are 
encouraged by the use of a $25.00 reward to discover and report 
unauthorized use of electricity. This program enables the company 
to recover the costs associated with fraud, which may have other
wise gone undetected (Co, Ex, 14C, at 4), This $25,00 reward is 
the employee discovery fee which the company proposes to charge to 
the customer. 

The staff and OCC oppose the $25,00 employee discovery fee. 
According to 'itaff witness Howard, the company already has a 
tampering/investigation charge which recovers actual costs in
curred by the applicant as a result of a customer's fraudulent 
practices. The employee discovery fee is not a cost that the 
applicant has incurred because of the customer. The company 
simply desires to provide monetary rewards to employees who report 
fraudulent practices. The staff believes that reporting fraudu
lent practices should be a part of the employees' job requirements 
(Staff Ex. 19, at 6). 
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The Commi ssion agiees with staff and OCC The actual costs 
incurred by the company associated with fraudulent use of elec
tricity are recovered from the customer by imposi tion of the 
tampering/investigation charge. The company has presented no 
argument which persuades the Commission that additional charges 
ought to be imposed. If the applicant desires to reward its 
employees with $25, then it should be the company that is re
sponsible for this fee, not the ratepayers. 

other Miscellaneous Charges: 

The company has proposed several other changes to the mis
cellaneous charges section of its tariff. Specifically, the 
company has proposed to increase the disconnection call charge 
from $5.00 to $7.00 and to increase the reconnect charge from 
$10.00 to $20.00 during normal business hours and from $20.00 to 
$30.00 after normal business hours (S.R. at 55). The company also 
proposes an increase in the dishonored check charge from $5.00 to 
5^-00 (i_̂ - ^ • Ohio Edison proposes to increase the meter test 
charge from ?25.00 to $50.00 (^d.). Additionally, the company 
proposes to establisii a tampering/investigation charge of $12 5 
(Id.). The staff's investigation revealed that these charges are 
cost-based, and the staff recommends approval of the charges 
(Staff Ex. 19, at 7, 9). 

In OCC's view, even though these charges may be assigned to 
particular customers, the increases are inappropriate given the 
overall negative impact (OCC Ex. 9, at 64). in reaching this con
clusion, OCC deterr.ined that if thesc? costs were spread over all 
the customers, it would not have a significant negative impact 
upon the other customers. Further, an increase in these fees will 
have little impact in reducing the work load of the company (Id. 
at 64-65) . Finally, from a customer relations perspective, the 
impact of these charges is very negative and increasing the 
charges will make matters worse (I^. at 65). 

The Commission finds that the company's proposed incr3ases to 
the miscellaneous charges as set forth above should be accepted. 
The costs associated with these charges can be assigned to partic
ular customers, and under these circumstances, it has been the 
Commission's policy that the customers who cause the costs to be 
incurred should be responsible for paying those costs. 

Pole Attachment Tariff: 

Although there were several filed objections relating to Ohio 
Edison's pole attachment tariff, the issues raised have been re
solved to the satisfaction of the affected parties by a joint 
stipulation and recommendation (Jt. Ex. 1). Ohio Edison, the Ohio 
Cable Television Association (OCTA), and the st?ff agree that for 

Appx.000154



•!r'>^'^'SZl!V]^!^ ^-"f^^'NG ON Tins VUM 
Ml Ml i);:i.;vi;w.() JN i i u : l i a i Z rmucr".'?'^^^ "'' A CASH VILU i m i -

89-1001-EL-AIR -103-

purposes of this proceeding, the pole attachment rate should be 
$4,69 per year. The parties negotiated certain indemnification 
language for inclusion within the tariff. They also included the 
language on limitation of liability required by the Commission in 
Limitation of Liability Clauses in Utility Tariffs, Case No. 85-
1406-AU-COI (October 6, 1987). In order to insure that the addi
tional language is taken in proper context if the need to rely on 
the indemnity language should ever arise, the Commission notes, as 
provided in the stipulation, the following: 

The Commission recognizes that the first two 
paragraphs of the indemnification clause in 
the pole attachment tariff were negotiated at 
arms length by the OCTA, as representative of 
the cable companies, and the company, two 
sophisticated parties of equal bargaining 
position. And it is the OCTA's and the com
pany' s belief that said indemnification clause 
represents an essential element in the fair 
balancing of the relevant interests in resolv
ing the pole attachment issues. The staff 
believes that the pole attachment tariff is 
reasonable. 

The Commi ssion finds that the stipulat ion is reasonable and should 
be adopted for purposes of this case. 

Allocation of Pollution Control Costs: 

As part of the applicant's allocated cost of service study, 
the company allocated the cost of pollution control equipment 
based upon an energy allocator. In the staff report, the staff 
accepted this allocation in determining the class revenues neces
sary to achieve a levelized rate of return (S.R, at 59). lEC, 
North star, and RMI all objected to the classification of pollu
tion control equipment as energy-related. At the hearing, how
ever, the staff agreed with these intervenors that these costs 
should be allocated on a demand basis (Staff Ex. 20, at 16). 

The pollution control equipment that Ohio Edison seeks to 
classify and allocate on the basis of energy are those facilities 
which were installed for the purpose of removing and storing pol
lutants produced in the generation of electricity (Co. Ex. lOA, at 
13). The company has classified this equipment on an energy basis 
because of its belief that the size and capacity of the equipment 
are a function of the volume of energy produced by the generating 
facilities (Tr. V, 50, 81). The company also contends that these 
facilities are tradeoffs to permit utilization of less expensive 
coal than more expensive oil or gas and are, therefore, energy-
related (Co, Ex, 13D, at 17). 
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The staff and intervenors argue that in general, fixed costs 
are classified as demand and variable costs are classified as 
energy. They contend that the pollution control equipment costs 
are included in production plant accounts, which should be demand 
allocated. These costs are fixed and should be treated consis
tently with other production plant. The investment in pollution 
control equipment does not vary over time or with the amount of 
energy produced (Staff Ex. 20, at 16). 

Based upon the record in this c a s e , the Commission is of the 
opinion that the pollution control equipment should be allocated 
on an energy-related basis. VJhile it is true that pollution con
trol costs are fixed, the pollution control equipment was install
ed foe the purpose of removing and storing pollutants produced in 
the generation of electricity. Thus, the cost responsibility is a 
function of the amount of energy usage (Co. Ex, lOA, at 13). 
Further, Ohio Edison's investment in pollution control facilities 
is approximately $1 billion. This investment has served to reduce 
fuel costs for Ohio Edison's customers. For instance, pollution 
control facilities at the Mansfield plant were constructed to 
control pollutants produced by burning coal. Had oil or natural 
gas been the company' s choi ce fcr fuel, there would have been no 
need for the facilities. Therefore, these installations were 
tradeoffs to permit the use of less expensive coal rather than 
more expensive oil and natural gas (Co. Ex. 13D, at 16-17). In 
making its rate design determinations, the staff used the com
pany's cost of service study which allocated the cost of pollution 
control equipment based upon an energy allocator. Thus, the 
staff's rate design, which the Commission is accepting in this 
case., already incorporates the Commission's determination herein 
that the pollution control facilities be allocated on an energy-
related basis. The objections of lEC, RMI, and North Star are 
overruled. 

The allocation of pollution control costs continues to be of 
interest to the Commission, and we will continue to review this 
matter in future rate cases of electric utilities. Our disposi
tion of this issue, based upon the record in this case, does not 
foreclose the presentation of other evidence on this subject in 
future proceedings. 

General Service Large TailblQc)^; 

Both the company and the staff proposed that there be no 
increase to the second block of the energy charge for the general 
service large/special contract class (S.R. at B ^ ) . North Star, 
however, argues that this tailblock should be increased because of 
its belief that the tailblock is under-priced and does not fully 
recover the variable cost of service (North Star Ex. 16, at 17). 
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North star further contends that the company's and staff's treat
ment of the second block benefits high load-factor customers at 
the expense of low load-factor customers (_Î. ) . 

Staff witness Fortney testified that the present charge of 
92C per kWh reflects the average variable non-fuel production 
costs. Mr. Fortney stated that the Commission has recognized as 
appropriate and approved tailblock rates which approximate the 
average variable production operation and maintenance expenses. 
Further, the staff finds it appropriate that rates reflect the 
more efficient use of facilities by higher load factor customers 
(Staff Ex. 20, at 11) . 

The Commission is of the opinion that based upon the record 
presented, North Star's objection must be overruled. North Star's 
own exhibit (North Star Ex. 13) shows a calculation of 85C per kWh 
as the average variable non-fuel rate for the company (Tr. IX, 5). 
Clearly, at a rate of 92C per kWh, the tailblock cannot be under-
priced. Further, a good rate design will encourage customers to 
improve their load factors. The company benefits from high load 
factor customers because the demand is more consistent throughout 
the day. With a high load factor, the company better uses its 
facilities by avoiding start-up and cycling of unit-type costs, 
thereby keeping its operations and maintenance costs down (Tr, 
XXI, 116-117), The setting of the tailblock of the energy charge 
at the staff's and company's level will encourage efficient use of 
facilities. The Commission concludes that the company's and 
staff's proposed second block of the energy rate should be adopt
ed. It comports with the rate design principle that the tailblock 
energy charge should be held at a level approximating non-fuel 
variable costs and it encourages the efficient use of facilities. 
Cleveland Electric Illuminating Company, Case No. 85-675-EL-AIR 
(June 2, 1986) at 83-84. 

Allocation of Demand-Related Costs to Interruptible Load: 

The company allocates demand-related production costs on the 
basis of each class' contribution to the 12 monthly system coinci
dent peak demands. Both the staff and the company allocated fixed 
production and transmission costs to interruptible service based 
upon demand equal to 25 percent of the class' monthly coincident 
peak demands (Staff Ex. 20, at 6; North Star Ex. 16, at 19), lEC 
and North Star objected to this allocation. lEC's and North 
Star's position is that because the load that is interrupted 
should not be considered in a utility's capacity planning, and is 
less costly to serve, that load should not be assigned any pro
duction or transmission-related fixed costs (lEC Ex. 6, at 31; 
North star Ex, 16). 

Appx.000157



m i s IS TO CliRTFI^ n iAT VUl MICROniOTOGRAIII APPI-ARING ON I I H S VUM 
M I U P IS AN ACCURAll: AND CfMHJrni RliPRODUTION OP A CASH PILB IXX.IJ-
Mim DliMViiRP.I) I t L ' m ' RI-GIIUR COIJRSI: OF BUSINIiSS POR MIOTOGRAIIIING. 
i:'\Mi:itA ovv^m•OR{Oynlf\^,,/^i, CO(JM>) 'WTH PR(X:I!SSPJ) I H A Q C J ^ O 

89-1001-EL-AIR - 1 0 6 -

Both the company and the staff provided testimony indicating 
that if interruptible load could be interrupted at any time capac
ity is required by the utility, then it would be appropriate not 
to assign any of the demaiid-related costs to this class (Staff Ex. 
20, at 6; Co. Ex. 13D, at 12). However, this is not the case for 
Ohio Edison. The terms of the agreements under which the company 
provides interruptible service limit the company's ability to 
interrupt. First, the interruptions are limited to 30 per year, 
not to exceed five per month. Each interruption is limited to a 
maximum duration of 13 hours. Second, an interruptible customer 
can terminate its contract upon 60 days notice at which time the 
company becomes obligated to serve that customer's load on a firm 
basis. Third, load reduction depends on the customer's response 
to the company's request to interrupt. If a customer chooses not 
to respond to an emergency interruption request, the company has 
the right to terminate the contract and the customer would revert 
to firm load status. Finally, economic interruptions can be 
avoided by the customers by forfeiting the interruptible credit 
for the month (Staff Ex. 20, at 7). 

The Commission finds that the 25 percent assignment of de
mand-related production and transmission costs to the interrupt
ible customers is appropriate. This assignment recognizes that 
the interruptible load provides operational benefits to the com
pany while taking into account the fact that this load cannot be 
interrupted at any time and for unlimited duration. Thus, the 
interriiptible customers are responsible for a portion of the 
demand-related production and transmission costs. The objections 
of lEC and North Star on this point are overruled. 

Ŝ̂  tor rupt ible Demand Credit: 

standard interruptible and interruptible rate contract cus
tomers are billed for their total load and usage according to the 
general service large rate. An interruptible demand credit of 
$3.68 per kVa is then applied to a contract interruptible amount. 
Further, the contracts contain a provision that kVa charges may 
only be increased by 6 percent annually (S.R, at 88; Staff Ex. 19, 
at 13). staff agrees that the applicant's capped kVa portion of 
the rate should be approved because it reflects the 6 percent 
increase allowed (Staff Ex. 19, at 13). 

lEC objected to staff's proposal to increase the demand and 
energy charges for the interruptible customers without recommend
ing an increase in the interruptible demand credit. According to 
tEC, the failure to increase the demand credit results in a pro
portionately greater revenue increase to the interruptible cus
tomers on the standard contract than to the firm contract service 
customers (lEC Ex, 6, at 33; Tr, XXVI, 136). RMI joins in lEC's 
arguments. 
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The $3.68 demand credit is one provision of a contract pro
viding for interruptible service. The parties to the contracts 
tied the energy and demand charges to the general service large 
rate. However, they made no provision which would allow for 
modification of the demand credit. lEC would have the Commission 
find .:hat one provision of the interruptible contracts has become 
unreasonable and unilaterally change that provision of the -on-
tcacts. The Commission is not inclined to take this action. Each 
contract was agreed to by the parties and submitted for Commission 
approval. The Commission has found the contracts as a whole to be 
reasonable under Section 4905.31, Revised Code. There is simply 
no justification for the Commission to change the demand credit 
provision provided for by the parties. 

t h e u t : ; j u a i i u u i - c r u x u x a i i u \. a i j tu j v \ ^ ^ u u i i c ^ u u x a u x u i i . ^ i i x ^ i ^ u i i u e i i L J i u i i 

is belied, however, by the recent amendment to the Ohio Edison/ 
Copperweld contract filed with the Commission in the same case on 
June 4, 1990. The amendment provides that the demand credit range 
from $2.76 per kVa to $5.13 per kVa based upon the customer's load 
factor. The Commission cannot look behind the terms of the con
tracts and speculate on whether or not there was arms-length 
bargaining or what was in each party's mind when the $3.68 demand 
credit was agreed upon. lEC's objection should be overruled. 

optimum Interruptible Load: 

In the general service large tariff, the company is proposing 
to change language which currently reads, "[t]he company will 
negotiate providing interruptible service , . ."to "Itjhe company 
may, at its option, negotiate providing interruptible service , . 
," The staff opposes the change on the grounds that the proposed 
language could result in discrimination. However, the staff.pro
posed additional language stating that negotiations will be con
tingent upon the company's aggregate interruptible load not ex
ceeding its optimum level. According to the staff, this level is 
currently being determined by the applicant and should be included 
in the tariff when it becomes available (S.R. at 52-53). 
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RMI and North Star obiect ̂ î to the staff's proposed addi
tional language on the optimum inteiruptible load contending that 
i:he parties should have the opportunity to participate in a detei-
mination on the optimum interluptible level. They fear that the 
staff's proposed language would place the determination of the 
optimum interruptible load solely in the hands of Ohio Edison 
(North Star Ex. 16, at 21). Staff believes that their fear is 
unfounded because when the optimum level is determined by the 
company, it will have to seek ap'̂ '̂ oval for its inclusion i n the 
tariff. Staff would only recommt..id approval of an optimum level 
after an investigation as to the appropriateness of that level is 
performed. The staff believes that the parties should pursue 
their interest at that time (Staff Ex. 19, at 12). 

The Commission agrees with the staff that Ohio Edison's pro
posal to change its tariff to provide for negotiation at the 
option of the company should be rejected. However, the Commission 
does not agree with the staff's proposal to include language that 
negotiations will be contingent upon applicant's aggregate inter
ruptible load not exceeding its optimum level. Ohio Edison has 
not yet determined the optimum level of interruptible load. When 
Ohio Edison does make this determination, it can apply for Commis-
oioi. approval of both the tariff language and the appropriate 
optimum level. At the present time, no reason exists for the in
clusion of such language, 

CONSUMER SERVICES 

The staff of the consumer services department investigated 
the company's service procedures, customer complaints, and select
ed company policies and procedures for compliance with the com
pany's tariffs. In addition, the staff investigated two separate 
issues at two of the nuclear plants partially owned by Ohio Edison 
(S.R. at 149). As a result of its review, the staff made several 
recommendations (S.R. at 149-189). A number of these recommenda
tions were resolved by a stipulation entered into between the 
company and the staff (Jt. Ex. 2). No party has opposed the stip
ulation. The stipulation provides that Ohio Edison will implement 
certain procedures and report to the staff on its meter test pro
gram, pad-mounted enclosure inspection program, line clearance 
program, service interruption reporting program, customer informa
tion, and the Perry offgas system report. The Commission finds 
the stipulation to be reasonable and will adopt it. 

The company has proposed language in the meter test charge 
provision of its tariff which states that when the company tests a 
meter at the request of the customer, a charge of $50.00 shall be 
paid by the customer after testing is performed (Co, Ex. 5A, 
Sched, E-1, proposed sheet 53) . The amount of this charge has 
been discussed previously in this opinion and order. Putting 
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aside the amount of the charge, the staff expressed concerns ovei 
the language of the tariff. The staff found that the language was 
unclear as to under what circumstances a charge may be levied and 
recommended that the tariff should expressly state what the metei 
test charge is for and under what circumstances it applies (S.R. 
at 150} . The company objected to staff's recommendation. 

Staff witness Kirk testified at the hearing that the tariff 
should read as follows: "The company will test a meter at the 
request of the customer. The first test shall be at no charge to 
the customer. The company shall charge $50.00 for any subsequent 
tests performed at the customer's request. No payment will be 
required of the customer if the meter is found to be registering 
incorrectly" (Staff Ex. 25, at 3). Ms. Kirk testified that in 
1989, of the 2,781 customer-reque'ited meter tests that were con
ducted, only 197 customers were actually charged the tariffed rate 
(Id.). The staff's proposal, providing that the first meter test 
would be free, would avoid discrimination in the imposition of the 
charge (Tr. XXIV, 128). 

Company witness noore testified that the company expends 
considerable effort in resolving high bill investigations. Meter 
testing is somewhat a last resort. The company will perform a 
meter test at its cost if it has reason to believe that the meter 
could be reading improperly. Only when the company does not be
lieve that there is a valid cause for concern, and the customer 
insists on a meter test, does the company charge for the test (Co. 
Ex. 13D, at 10) . 

The Commission finds that the staff proposed language should 
be adopted. Under the company's present tariff, it appears that 
the company does not impose a meter testing charge in most in
stances. Only when the company does not believe that the customer 
has a valid concern, does it impose the charge. The Commission 
finds that the company's practice results in unequal treatment of 
customers. How does one determine whether the customer's concern 
is valid or not? How does one determine whether the meter could 
be reading improperly? The Commission believes that the staff's 
proposal will result in more equitable treatment cf customers. 
The company's objection is overruled. 

MANAGEMENT AND OPERATIONS REVIEW 

Section 4909.154, Revised Code, states that the Commission 
shell consider the management policies, practices, and organiza
tion of a utility when fixing the rates that the utility will 
charge for service. For purposes of performing a review of the 
company's management and operations in this proceeding, staff 
selected soveral different areas of investigation: reorganization 
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and marketing; internal auditing, inventory management and con-
trol, and risk management; rates and tariffs; and marketing and 
demand-side management (S.R. at 127). Staff offered a number of 
recommendations as the result of its investigation (S.R. at 128-
147). Several of the staff's recommendations in this proceeding 
were resolved by a stipulation entered into between the company 
and the staff (Jt. Ex. 2). No party has opposed the stipulation, 
which provides that the company will perform certain studies and 
provide certain information to the staff related to the company's 
reorganization, marketing procedures, inventory management and 
control, and rates and tariffs. The Commission finds the terms of 
this stipulation to be reasonable and will approve it for purposes 
of this proceeding. 

Three other recommendations made by staff in this proceeding 
drew no objections from the parties. The staff recommended that 
the Commission accept the company's proposal to report on certain 
marketing activities on a quarterly basis (S.R. at 132). The 
staff also proposed that the company be directed to consider im
plementing a formalized communication process that would provide 
for timely reporting to the risk management department concerning 
the status of certain insurance required for services provided 
through contracts or other transactions and to report to the staff 
within 90 days of this opinion and order (S.R. at 141). Finally, 
the staff proposed that the company adopt a formal procedure to 
include the consideration of long-term impacts in evaluating the 
appropriateness of current and future short-term marketing goals 
(S.R. at 147). The Commission finds these recommendations to be 
reasonable and adopts them. 

OCC voiced two objections to the staff's marketing and de
mand-side management review. The staff reported that the company 
sets marketing goals in terms of sales targets. Currently the 
target is for two percent growth per year in sales, with the 
emphasis on off-peak sales. The staff indicated that although the 
current goals are for increased sales, other types of demand-side 
programs are also being evaluated to prepare for the day that 
reducing the growth rate of demand may be the primary marketing 
goal (S.R. at 147), OCC's objection is that the staff should have 
evaluated the reasonableness of Ohio Edison's sales target of two 
percent strategic growth per year. Further, OCC believes that the 
staff should have recommended that Ohio Edison be ordered to 
broaden its demand-side management efforts beyond strategic load 
growth to include conservation objectives. 

OCC's objections should be overruled. The Commission agrees 
with staff witness Puican that these determinations are more prop
erly considered in an integrated resource planning proceeding 
(Staff Ex. 15, at 3-4). This opinion and order dem.onstrates that 
the rate case proceeding is already detailed and complicated 
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enough without interjecting subjects which are specifically sub
jects of other proceedings. 

NUCLEAR PERFORMANCE STANDARDS 

The staff and lEC have recommended that the Commission adopt 
the same nuclear performance standards for Ohio Edison's shares of 
Perry and Beaver Valley Units 1 and 2 which were adopted for 
Toledo '?:dison and CEI in Case Nos. 88-170-EL-AIR and 88-17i-EL-
AIR. Staff witness DeVore testified that ratepayers of Ohio 
Edison are entitled to the same protection against poor nuclear 
plant performance that Centerior's ratepayers are, especially 
since Ohio Edison and Centerior share ownership in two of the 
nuclear plants (Staff Ex. 27, at 6), 

Mr. DeVore indicated that the standard would first be applied 
in a 1991 electric fuel component proceeding. In that proceeding, 
the 36-month average operating availability factor of Perry and 
Beaver Valley Units 1 and 2 would bo compared to the computed 36-
month average operating availability factors of domestic nuclear 
units. To the extent that the average operating availability 
factor for the company's nuclear units is below the 36-month aver
age, a disallowance will be computed and applied through th3 rec
onciliation adjustment of the electric fuel component rate. If 
performance of the company's nuclear unit?=; is above the industry 
average, then certain other provisions apply which enable the 
company to offset poorer than average performance. There is also 
a provision in the standard for determining whether a company 
sh>uld receive recovery of and on its nuclear investment if avail
ability falls below the 35 percent level {16_, at 6-7), 

Although Ohio Edison opposes the application of nuclear per
formance standards to it, it has presented no valid reason in sup
port of its position. It argues that the Commission has in the 
past rejected nuclear performance standards for Ohio Edison and 
that Beaver Valley 1 is not part of the Center! r standards. The 
Commission, however, agrees with the staff and lEC that the Cen
terior nuclear performance standards should apply to Ohio Edison. 
First of all, Perry 1 and Beaver Valley 2 are already a part of 
the nuclear performance standard approved for CEI and Toledo 
Edison. The standard is already applicable to these nuclear 
units, and Ohio Edison's portion of those units should also be 
governed by the same standard. Second, Ohio Edison owns part 
interest in Beaver Valley 1. This unit should also be governed by 
the performance standard. The same reasons prompting the estab
lishment of standards for the other nuclear units exist for estab
lishing a standard for Beaver Valley 1 (lEC Ex. 6, at 15). The 
Commission believes that the Ohio ratepayers of all the owners of 
shares of nuclear units are entitled to the same protectionii. 
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Accordingly, the Commission will adopt the Centerior nuclear per
formance standards for Ohio Edison's share of Perry 1 and Beaver 
Valley 1 and 2. 

The stipulation on nuclear performance standards adopted by 
the Commission in the Centerior cases provides that it would be 
desirable to use equivalent availability data in lieu of the 
operating availability data contained in NLJREG-0020. According to 
the stipulation, such equivalent availability data is maintained 
for the units, but it is not readily available on an industry-wide 
basis like that contained in NUREG~0020. The stipulation provided 
that if reliable, equivalent availability data becomes readily 
available, the nuclear performance standards will be modified to 
use equivalent availability data in lieu of operating availability 
data. lEC suggests that row is the appLOpr:.ate time to switch to 
the use of equivalent availability data. However, there is no 
evidence of record to indicate that the equivalent availability 
data is readily available on an industry-wide basis. Therefore, 
this lEC recommendation will not be adopted. However, the 
Commission remains interested in pursuing this issue and, 
accordingly, all interested parties shall provide testimony in 
Ohio Edison's Spring 1991 EFC proceeding concerning whether 
equivalent availabi l.i ty data can be obtained and h^w it could be 
applied. i f it cannoi_ be obtained, then the parties should 
develop alternatives which will assist in the development of 
standards which will result in an improvement over the operating 
availa' ility standard. 

EFFECTIVE DATE 

The Commission's general practice is to require that the ap
plicant u'.ilities notify customers of any rate increase authorized 
prior to the effective uate of the new tariffs, and to delay the 
effective date in order that this customer notification can be ac
complished. However, in instances where the Comraission has not 
acted upon a rate application within 275 days of the date of fil
ing, and wh^re the applicant utility has not invoked the provi
sions of Section 4909.42, Revised Code, to attempt to place its 
proposed rates in effect subject to refund, the Commission estab
lishes the effective date of the new tariffs as the date they are 
approved by entry so as not to penalize the company for its for
bearance. In this case, the applicant has not attempted to place 
its proposed rates in effect although the 275-day period has ex
pired. Thus, the Commission finds that the effective date of the 
tariffs filed pursuant to this opinion and order shall be the date 
applicant files four complete, printed final copies of its tariffs 
pursuant to the entry approving the form of the new tariffs. The 
applicant shall notify the affected customers of the increase in 
rates authorized herein by means of insert or attachment to its 
billings, by special mailing, or by a combination of the above 
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methods. The applicant shall submit copies of a proposed customer 
notice for the Commission's review when it files its new tariffs 
for approval. 

FINDINGS OF FACT: 

1) The value of all of applicant's property used 
and usef 1 for the rendition of electric service 
to the jurisdictional customers affected by this 
proceeciing, determined in accordance with Sec
tions -.909."5 and 4909.15, Revised Code, as of 
the date >:prtain of June 30, 1989, is not less 
than $4,04S,603,000. 

2) For the twelve-month period ending December 31, 
1989, the test period in this proceeding, the 
revenues, expenses, and net operating income 
realized by the applicant under its pr ;:ent rate 
schedules were $1,666,054,000, $1,301.. 3,000, 
and $364,851,000/ respectively. 

3) This net annual compensation of $^64,851,000 
represents a rate of return of 9.02 percent on 
the jurisdictional rate base of $4,045,603,000. 

4) A rate of return of 9.02 percent is insufficient 
to provide applicant reasonable compensation for 
the service rendered to customers affected by 
the application. 

5) A rate of return of 11.20 percent is fair and 
reasonable under the circumstances presented by 
this case and is sufficient to pr vide the com
pany just compensation and return on the value 
of its property used and useful in furnishing 
electric service to its customers, 

6) A rate of return of 11,20 percent applied to the 
rate base of §4,0':5,603,000 will result in net 
operating income of $453,108,000. 

7) The allowable annual expenses of the company for 
purposes of this proceeding are $1,355,322,000, 

8) The allowable gross annual revenue to which 
applicant is entitled for purposes of this 
proceeding is the sum of the amounts stated in 
Finding 6 and 7, or $1,808,430,000, 
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9) Applicant's present tariffs should be wi thdrawn 
and c a n c e l e d and appMrant should submit new 
tariff::, ron? i-̂"-'̂nt in all respects with th 
discussxon and findings set forth above. 

CONCLUSIONS OF LAW: 

1) The application in this case was filed pursuant 
to, and this Commission has jurisdiction there
of, under the provisions of Sections 4909.17, 
4909.18, and 4909.19, Revised Code. Further, 
the applicant has complied with the requirements 
of those statutes. 

2) A staff inves tigci tion was conducted and a report 
duly filed and mailed, and public hearings have 
been held in this case, the written notice of 
which complied with the requirements of Sections 
4909.19 and 4903.083, Revised Code. 

3) The existing rates and chatges as set forth in 
the tariffs governing electric service to cus-
tcmeis affected by this application are insuf
ficient to provide appl i cant v;i th adequate net 
annual compensation and return on its property 
used and useful in the rendition of electric 
servi ce . 

4) A rate cf /:etutn of 11.20 percent is fair and 
reasonable under the circumstances of this case 
and is sufficient to provide applicant just 
compensation and return on its property used and 
useful in the rendition of electric service to 
its customers, 

5) Applicant should be authorized to cancel and 
withdraw its present tariffs governing service 
to customers affected by this application and to 
file tariffs consistent in all respects with the 
discussion and findings set forth above. 

ORDER; 

It is, therefore, 

ORDERED, That the application of Ohio Edison Company for 
authority to increase its rates and charges for electric service 
is granted to the extent provided in this opinion and order. It 
is, further, 
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ORDERED, That applicant is authorized to cancel and withdraw 
its present tariffs governing service to customers affected by 
this application and to file new tariffs consistent with the dis
cussion and findings set forth above. Upon receipt of four com
plete copies of tariffs conforming to this opinion and order, the 
Commission will review and approve those tariffs by entry. It is, 
further, 

ORDERED, That the effective date of the new tariffs shall be 
the date applicant files four complete, printed final copies of 
its tariffs pursuant to the entry approving the form of the new 
tariffs. The rates contained in the new tariffs shall be appli
cable to all bills rendered on or after the effective date. It 
is, further, 

ORDERED, That applicant shall immediately commence notifica
tion of its customers of the increase in rates authorized herein 
by insert or attachment to its billings, by special mailing, or by 
a combination of these methods. Applicant shall submit a proposed 
form of notice to the Commission when it files its tariffs for 
approval. The Commission will review the notice and, if it finds 
it to be proper, will approve the notice by entry. It is, fur
ther. 

set 
ORDERED, That applicant comply with all Commission directives 
forth in this opinion and order. It is, further, 

ORDERED, That all objections and motions not specifically 
discussed in this opinion and order, or rendered moot thereby, are 
overruled and denied. It is, further, 

ORDERED, That a copy of this opinion and order be served on 
all parties of record. 

THE PUBLIC UTILITIES COMMISSION OF OHIO 

J T Michael Biddison 

Richard M, Fanelly 

AKR/DDN;geb 

Lenworth Smith, Jr. 
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Secretary 
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