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SUMMARY

The Ohio Supreme Court reviewed Public Utilities Commission orders approving FirstEnergy's rate-
certainty plan, including deferrals of distribution expenses and increased fuel costs. The court upheld
the accounting deferral for distribution expenses against Elyria's challenges, while concluding that
allowing generation-related fuel costs to be recovered through future distribution rates or used to
reduce distribution deferrals violated R.C. 4928.02(G)'s prohibition on anticompetitive subsidies.
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QUESTIONS PRESENTED

1. Whether the PUCO exceeded its authority under R.C. 4905.13 by authorizing FirstEnergy to capitalize
and defer distribution expenses as a regulatory incentive.

2. Whether the PUCO's findings of exigent circumstances and the need for infrastructure improvements
were supported by the record as required by R.C. 4903.09.

3. Whether the PUCO properly considered the long-term effects of the rate-certainty plan and whether the
plan benefited ratepayers and the public interest.

4. Whether the PUCO's authorization of deferred increased fuel costs recoverable through future
distribution rates, or its alternative use of excess fuel-cost revenues to reduce distribution deferrals,
violated R.C. 4928.02(G)'s prohibition on anticompetitive cross-subsidies.

5. Whether the fuel-cost deferrals violated R.C. 4905.35(A) or R.C. 4905.22.

6. Whether the PUCO abused its discretion by failing to adjust shopping credits or eliminate shopping-
credit caps.

HOLDINGS

1. The PUCO did not violate R.C. 4905.13 by authorizing FirstEnergy to capitalize and defer distribution
expenses, including infrastructure and reliability-related expenses, because the accounting order did not
immediately affect distribution rates and the recoverability of the deferred expenses remained subject to
review in future rate proceedings.

2. The PUCO violated R.C. 4903.09 by finding that exigent circumstances justified departing from
ordinary accounting practices without identifying a factual basis in the record for the asserted need for
significant and costly infrastructure improvements.

3. The unsupported finding did not require reversal of the accounting order as to Elyria because Elyria
failed to demonstrate present prejudice; current rates were unaffected, future recoverability remained
unresolved, and the PUCO established procedures for reviewing the necessity and reasonableness of
deferred expenses.



4. The PUCO reasonably considered the plan's long-term implications and was not required to reject the
plan based on speculative future costs; Elyria failed to show that the commission's conclusion that the
stipulation benefited ratepayers and the public interest was unlawful, unreasonable, or against the
manifest weight of the evidence.

5. The PUCO violated R.C. 4928.02(G) by authorizing FirstEnergy to defer increased fuel costs for
generation service and later recover them through distribution-rate cases, or alternatively to use excess
fuel-cost recovery to reduce deferred distribution expenses.

6. WPS's claims that the fuel-cost deferrals violated R.C. 4905.35(A) and R.C. 4905.22 were without merit
because the ultimate effect of the deferrals was speculative, future rate proceedings remained available
for review, and WPS failed to show prejudice.

7. The PUCO did not abuse its discretion by declining to adjust shopping credits beyond the adjustments
provided in the rate-certainty plan.

8. The PUCO did not abuse its discretion by declining to eliminate shopping-credit caps in this proceeding.

KEY QUOTATIONS

“In short, each service component was required to stand on its own.” (at 316)

“Accordingly, we hold that the commission violated R.C. 4928.02(G) when it gave FirstEnergy authority to
collect deferred increased fuel costs through future distribution rate cases, or to alternatively use excess fuel-
cost recovery to reduce deferred distribution-related expenses.” (at 317)

“Orders affirmed in part and reversed in part, and cause remanded.” (at 321)

FACTUAL BACKGROUND

FirstEnergy proposed a rate-certainty plan to mitigate the effects of increased fuel costs following the end of its
market-development period, maintain stable distribution rates, and defer certain infrastructure and reliability
expenditures. The PUCO approved the plan, including mechanisms allowing FirstEnergy to defer increased fuel
costs and distribution expenses and later recover them through future distribution-rate proceedings. Elyria
challenged the distribution-expense deferrals, while WPS challenged the fuel-cost deferrals, alleged subsidies,
shopping credits, and shopping-credit caps.

PROCEDURAL HISTORY

FirstEnergy proposed a rate-certainty plan as an alternative to a generation-charge adjustment rider. After an
evidentiary hearing, the PUCO approved the plan, which authorized deferral and later recovery of specified fuel
and distribution expenses. The PUCO partially granted FirstEnergy's rehearing application and denied the
rehearing applications of Elyria and WPS. Elyria and WPS appealed to the Supreme Court of Ohio.

DISPOSITION

reversed_and_remanded



REMAND INSTRUCTIONS

Remand to the PUCO for further consideration and modification of the rate-certainty plan to remedy the
violation of R.C. 4928.02(G), specifically the provisions allowing deferred increased fuel costs to be recovered
through future distribution-rate cases or allowing excess fuel-cost recovery to reduce deferred distribution
expenses. All other aspects of the PUCO orders were affirmed.
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