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L INTRODUCTION AND PURFOSE
PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
My name is Paul G. Smith and my business address is 139 East Fourth Street,
Cincinnati, Ohio 45202,
BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?
I am employed by Duke Energy Shared Services, Inc., (DESS) as Vice President,
Rates.
PLEASE SUMMARIZE YOUR EDUCATION AND PROFESSIONAL
QUALIFICATIONS,
I received a Bachelor of Science in Industrial Management Degree from Purdue
University and a Master of Business Administration Degree, with Honors, from
the University of Chicago Graduate School of Business. | am a Certified Public
Accountant (CPA) in the State of Ohio and 2 member of the American Institute of
Certified Public Accountants. 1 am also a member of the Edison Electric
Institute’s Economic Regulation and Competition Committee, and Budgeting and
Financial Forecasting Committee.
PLEASE SUMMARIZE YOUR WORK EXPERIENCE,
Upon graduation from Purdue University in 1982, I was employed by the CPA
firm of Touche, Ross & Co. as a member of the audit staff in their Chicago office.
From 1984 to 1987 1 was employed by the CPA firm of Crowe, Chizek & Co. asa
member of the commercial audit and tax staff in their Indianapolis office. Since
1987 I have held various positions with PSI Energy, Inc., Cinergy Services, Inc.,

and DESS including responsibilities in the Rates and Regulation, Budgets and
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Forecasts, Investor Relations, and Corparate Development departments as well as
the International Business Unit. From March 1998 to July 1999, | was assigned to
and wotked full-time at Midlands Electricity, the regional electric company in the
United Kingdom of which Cinergy previously held a 50% equity ownership.
From March 2005 to March 2006, I was assigned to evaluating and analyzing the
strategic merger between Cinergy Corp. and Duke Energy, including serving as
Project Manager for the merger integration process. 1 was appointed to my
current position as Vice President, Rates in April 2006.

PLEASE DESCRIBE YOUR DUTIES AS VICE PRESIDENT, RATES.

As Vice President, Rates, I am responsible for the regulatory accounting and
filings, cost of service and rate design for Duke Energy Ohio, Inc., (DE-Ohio) and
Duke Energy Kentucky, Inc. (DE-Kentucky).

HAVE YOU PREVIOUSLY TESTIFIED BEFORE THIS COMMISSION?
Yes.

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS
PROCEEDING?

The purpose of my testimony is to discuss and support the reasonableness of a
Stipulation entered into between DE-Ohio, the Staff of the Commission, and
several other Parties who have intervened in DE-Chio’s Fuel and Purchased
Power (Rider FPP), System Reliability Tracker (Rider SRT) and Annually
Adjusted Component Rider (Rider AAC) Adjustment Cases, which have been
consolidated in the above captioned proceedings. Coincident with this support, I
also explain the Company’s position with respect to several of the issues and the

resolution contained in the Stipulation.
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I1. DISCUSSION
PLEASE BRIEFLY EXPLAIN THE COMPANY’S RIDER FPP,

The Company’s Rider FPP mechanism, as the name implies, recovers costs
associated with the Company’s purchases of fuel for its generating stations,
emission allowances and purchased power to meet its Joad. Rider FPP is 100%
avoidable to consumers who switch to a competitive retail eleciric service (CRES)
provider. Rider FPP is adjusted on a quarterly basis and is subject to an annual
audit and review with a true-up. In the above captioned consolidated proceedings,
Case Number 05-725-EL-UNC is the annual review of the Company’s Rider FPP.
Case No. 06-1068-EL-UNC is DE-Ohio’s application for its 2007 FPP and annual
audit.

PLEASE BRIEFLY EXPLAIN THE COMPANY'S RIDER SRT.

The Company’s Rider SRT mechanism recovers costs DE-Ohio incurs in
maintaining a fifteen percent (15%) planning reserve margin for switched and
non-switched load. Rider SRT is avoidable by non-residential consumers who
agree to stay off DE-Qhio’s system through 2008. Rider SRT is similar to Rider
FPP in its construct in that it is also subject to quarterly adjustments with an
annual audit and true-up. In the above captioned consolidated proceedings, Case
No. 05-724-EL-UNC is the Company’s annual review of its 2006 SRT and Case
Nao. 06-1069-EL-UNC is the Company’s Application to establish and set its 2007
Rider SRT levels.

PLEASE BRIEFLY EXPLAIN THE COMPANY’S RIDER AAC.

PAUL G. SMITH DIRECT
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The Company’s Rider AAC recovers DE-Ohio’s costs related to homeland
security, environmental compliance, and tax adjustments. The charges for Rider
AAC were established for calendar years 2005 and 2006 per the Commission’s
Entry on Rehearing in Case No. 03-93-EL-ATA. Specifically, for non-residential
consumers Rider AAC was set at an agreed upon market price of 4% of “litile g”
for 2005 and 8% of “little g* for 2006. For residential consumers, Rider AAC
was not applicable in 2005 since these consumers continued to be in the Market
Development Period. Afier the Market Development Period effective January 1,
2006, residential consumers’ Rider AAC price was set at the market price of 6%
of “little g.” As approved in Case No. 03-93-EL-ATA, DE-Chio is required to
make an annual application to set its AAC price after 2006. The Commission has
authority to review DE-Ohio’s pricing proposal to determine the reasonableness
of its Rider AAC. In the above captioned consolidated proceedings, Case No. 06-
1085-EL-UNC is DE-Ohio’s 2807 proposed price for Rider AAC.

DOES THE STIPULATION REPRESENT A PRODUCT OF SERIOUS
BARGAINING AMONG CAPABLE, KNOWLEDGEABLE PARTIES?

Yes. The partics to the Stipulation include the Commission Staff, DE-Chio and
several organizetions representing consumers in DE-Ohio’s service territory. The
Commission Staff has thoroughly reviewed DE-Ohio’s applications filed in the
Rider Adjustment Cases. With respect to the Company’s annual FPP and SRT
audits, an outside consultant was retained to audit the Company’s financial

records and management practices. This auditor made numerous

recommendations in its audit reports.
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The Parties participating in the Rider Adjustment Cases and who have
signed the Stipulation were also involved in the initial MBSSO case in 2004, All
parties were invited to atiend settlement discussions regarding the Rider
Adjustment Cases, immediately following the conclusion of the first phase of the
hearing in the consolidated cases involving the Remand issues.

DE-Ohio held its first settlement conference in November 2006, prior to
the Supreme Court of Ohio’s release of its Opinion regarding DE-Chio’s MBSSO
and before the Commission suspended the Rider Adjustment Cases. The second
of these Settlement discussions occurred at the office of the Commission on
March 27, 2007, following the hearings in the remand phase of the consolidated
cases. A third Settlement discussion occurred on March 30, 2007, During those
conferences, all Parties present were invited to participate and many issues were
addressed, including the recommendations contained in the audit reports filed in
the FPP and SRT Cases. The Stipulation is a result of those discussions.

DOES THE STIPULATION VIOLATE ANY IMPORTANT
REGULATORY PRINCIPLE OR PRACTICE?

No. The Stipulation complies with all relevant and important principles and
practices. DE-Ohio’s MBSSO pricing structure, including the adjustment and
setting of its Riders, constitutes a market price in Ohio’s deregulated environment
for competitive retail electric service. In Ohio, generation is deregulated.
Accordingly, many regulatory principles and practices, which historically existed

under a fully regulated construct do not apply with respect to generation service.
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The Stipulation is a compromise of the issues surrounding the Company’s
management and price setting of certain components of DE-Ohio’s MBSSO in a
manner that is agreeable to DE-Ohio, the Staff of the Commission and the other
signing Parties. The Stipulation provides reasonable market prices 0 consumers
and permits the Company to maintain reliable firm generation service to all
consumers while balancing various market risks. .

HOW IS THE STIPULATION CONSISTENT WITH IMPORTANT
REGULATORY PRINCIPLES AND PRACTICES?

The Stipulation maintains the integrity of DE-Ohio’s pricing structure in 8 manner
that is consistent with the Commission’s goals for rate stabilization plans of
providing (1) rate certainty for consumers; (2) financial stability for the utility;
and (3) the further development of competitive markets, The Stipulation allows
DE-Ohio to continue to manage its generation fuel, purchased power, and
emission allowance positions in a manner that is beneficial both to consumers and
to the Company while maintaining its competitive market price. The adjustment
of its Riders provides more predictable reveﬂucs for DE-Ohio and more
predictable prices for consumers.

The Stipulation is also consistent with the State of Ohio’s policies
regarding the start of competitive retail electric service. For example, the
Stipulation ensures that consumers continue to have access to adequate, reliable,
safe, efficient, nondiscriminatory, and reasonably priced retail electric service

through DE-Ohio. The Stipulation also does not provide for any anti-competitive
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subsidies between competitive retail electric service and noncompetitive retail
electric services.
HOW DOES THE STIPULATION BENEFIT CONSUMERS AND THE
PUBLIC INTEREST?
As previously mentioned, the Stipulation is consistent with the Commission’s
three goals for rate stabilized MBSSO market prices. The true up of the Riders to
January 1, 2007, affords appropriate recovery and financial stability to DE-Ohio
allowing it to be in a similar position had the Rider Adjustment Cases not been
suspended. Consumers, in furn, benefit by having a reliable firm generation
service at their disposal for a reasonable market price. Additionally, the
Stipulation requires DE-Ohio to credit, in the next quarterly Rider FPP filing, the
applicable portion of a financial setttement related to a dispute with a coal
supplier resulting from its default on delivery of coal from 2002 through 2005.
This provision of the Stipulation will help mitigate the impact consumers may
experience from any price changes that result from this overall Settlement.

m.  CONCLUSION

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

Yes.
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-7-



CERTIFICATE OF SERVICE

I certify that a copy of the foregoing was served electronically on

the following parties this 9th day of April 2007.

/@7"

Paul A. Colbert
Rocco D’Ascenzo, Counsel

EAGLE ENERGCY, LLC

DONALD I. MARSHALL, PRESIDENT
4465 BRIDGETOWN ROAD SUITE 1
CINCINNATI OH 45211-4439

Phone: (513} 251-7283

SKIDMORE SALES & DISTRIBUTING
COMPANY, INC.

ROGER LOSEKAMP

9889 CINCINNATI-DAYTON RD.
WEST CHESTER OH 45069-3826
Phene: 513-755-4200

Fax: 513-759-4270

Intervener

AK STEEL CORPORATION
LEE PUDVAN
1801 CRAWFORD ST.

MIDDLETOWN CH 45043-0001

CITY OF CINCINNATI
JULIA LARITA MCNEIL, ESQ

BOEHM, DAVID ESQ.
BOEHM, KURTZ & LOWRY

36 EAST SEVENTH
STREET SUITE 1510

CINCINNATI OH 45202-4454



805 CENTRAL AVE STE 150
CINCINNATI OH 45202-5756

COGNIS CORPORATION

35 E. 7TH STREET SUITE 600
CINCINNATI OH 45202-2446

Phone: (513) 345-8291

Fax: (513) 345-8294
CONSTELLATION NEWENERGY, INC.
TERRY S. HARVILL

1000 TOWN CENTER SUITE 2350
SQUTHFIELD M1 48075

Phone: (248) 936-9004

CONSTELLATION POWER SOURCE,
INC,

MICHAEL D SMITH

111 MARKETPLACE, SUITE 500

BALTIMORE MA 21202
Phone: 410-468-3695
Fax: 410-468-3541

CONSUMERS' COUNSEL, OFFICE OF

10 WEST BROAD STREET SUITE 1800

COLUMBUS OH 43215

DOMINION RETAIL, INC.

GARY A. JEFFRIES, SENICR
COUNSEL

1201 PITT STREET
PITTSBURGH PA 15221
Phone: (412) 473-4129

10

PETRICOFF, M.

VORYS, SATER, SEYMOUR &
PEASE

52 EAST GAY STREET P.O. BOX
1008

COLUMBUS CH 43216-1008
Phone: (614) 464-5414
Fax: (614) 719-4904

HOTZ, ANN
ATTORNEY AT LAW

OFFICE OF CONSUMERS'
COUNSEL 10 W. BROAD
STREET, SUITE 1800

COLUMBUS OH 43215

ROYER, BARTH

BELL, ROYER & SANDERS CO,.
L.P.A.

33 SOUTH GRANT AVENUE
COLUMBUS OH 43215-3900



FIRSTENERGY SOLUTIONS CORP.

IRENE PREZELJ, MANAGER,
MARKETING

395 GHANT ROAD GHE-408

AKRON OH 44333
Phone: {330) 315-6851

GREEN MOUNTAIN ENERGY
COMPANY

JOHN BUI

600 W. 6TH STREET SUITE 900
AUSTIN TX 78701

Phane: (512) 691-6339

Fax: (512) 691-5363

INDUSTRIAL ENERGY USERS-OHIO

SAMUEL C. RANDAZZ(Q, GENERAL
COUNSEL

MCNEES WALLACE & NURICK LLC 21
EAST STATE STREET 17TH FLOOR

COLUMBUS OH 43215
Phone: (614) 469-8000

KROGER COMPANY, THE

MR. DENIS GEORGE 1014 VINE
STREET-GO7

CINCINNATI OH 45202-1100

LEGAL AID SOCIETY OF CINCINNATI

215 E. 9TH STREET SUITE 200

CINCINNATI OH 45202-2146

KORKOS8Z, ARTHUR

FIRST ENERGY, SENIOR
ATTORNEY

76 SOUTH MAIN STREET LEGAL
DEPT., 18TH FLOOR

AKRON OH 44308-1890

STINSON, DANE ESQ.

BAILEY CAVALIERI LLC

10 W. BROAD ST. SUITE 2100
COLUMBUS OH 43215
Phone: (614) 221-3155

Fax: (614) 221-0479

NONE

KURTZ, MICHAEL
BOEHM, KURTZ & LOWRY

36 EAST SEVENTH
STREET SUITE 1510

CINCINNATI OH 45202
Phone: (513) 421-2235
Fax: (513) 421-2764

MORGAN, NOEL

LEGAL AID SOCIETY OF
CINCINNATI

215 E. NINTH STREET SUITE
200

CINCINNATI OH 45202



MIDAMERICAN ENERGY COMPANY

BARBARA HAWBAKER, BALANCING &

SETTLEMENT ANALYST
4299 NW URBANDALE DRIVE

URBANDALE JA 50322
Phone: (515) 242-4230

NATIONAL ENERGY MARKETERS
ASSOCIATION

CRAIG G, GOODMAN, ESQ.

3333 K STREET N.W. SUITE 110

WASHINGTON DC 20007
Phone: {202) 333-3288
Fax: (202) 333-3266

OHIO ENERGY GROUP, INC.

OHIO HOSPITAL ASSOCIATION

RICHARD L. SITES

155 E. BROAD STREET 15TH FLOOR

COLUMBUS OH 43215-3620
Phone: (614) 221-7614
Fax: (614) 221-7614

12

PETRICOFF, M.

VORYS, SATER, SEYMOUR &
PEASE

52 EAST GAY STREET P.O. BOX
1008

COLUMBUS OH 43216-1008
Phone: (614) 464-5414
Fax: (614) 719-4904

GOODMAN, CRAIG

NATIONAL ENERGY
MARKETERS ASSOC.

3333 K STREET, N.W. SUITE
110

WASHINGTON DC 20007

KURTZ, MICHAEL
BOEHM, KURTZ & LOWRY

36 EAST SEVENTH
STREET SUITE 1510

CINCINNATI OH 435202
Phone: (513) 421-2255
Fax: (513) 421-2764

*SITES, RICHARD ATTORNEY
AT LAW

OHIO HOSPITAL ASSOCIATION

155 EAST BROAD STREET 15TH
FLOOR

COLUMBUS OH 43215-3620
Phone: 614-221-7614
Fax: 614-221-4771



OHIO MANUFACTURERS ASSN

33 N. HIGH ST
COLUMBUS OH 43215

PETRICOFF, M.

OHIO MARKETER GROUP

VORYS, SATER, SEYMOUR & PEASE
52 EAST GAY STREET P.O. BOX 1008
COLUMBUS OH 43216-1008

Phone: (614) 464-5414

Fax: (614) 719-4904

OHIO PARTNERS FOR AFFORDABLE
ENERGY

COLEEN MOONEY
DAVID RINEBOLT

337 SOUTH MAIN STREET 4TH
FLOOR, SUITE 5, P.O. BOX 1793

FINDLAY CH 45839-1793
Phone: 419-425-8860
Fax: 419-425-8862

PEOPLE WORKING COOPERATIVELY,
INC.

CHRISTENSEN, MARY ATTORNEY AT
LAW

CHRISTENSEN & CHRISTENSEN
401 N. FRONT STREET SUITE 350
COLUMBUS OH 43215

Phone: (614) 221-1832

Fax: (614) 221-2599

LEYDEN, SHAWN ATTORNEY AT LAW

PSEG ENERGY RESOURCES & TRADE
LLC

80 PARK PLAZA, 19TH FLOOR
NEWARK NJ 07102

13



*

Phone: 973-430-7698

STRATEGIC ENERGY, L.L.C.
CARL W. BOYD

TWO GATEWAY CENTER

PITTSBURGH PA 15222
Phoene: (412) 644-3120

WPS ENERGY SERVICES, INC,
DANIEL VERBANAC
1716 LAWRENCE DRIVE

DE PERE WI 54115
Phone: (920} 617-6100

GRAND ANTIQUE MALL
9701 READING RD.
CINCINNATI OH 45215

MIDWEST UTILITY CONSULTANTS,
INC.

PATRICK MAUE

5005 MALLET HILL DRIVE
CINCINNATI QH 45244
Pheone: 513-831-2800

Fax: 513-831-0505

RICHARDS INDUSTRIES VALVE
GROUP

LEE WOODURFF

3170 WASSON ROAD
CINCINNATI OH 45209
Phone: 513-533-5600
Fax: 513-871-0105

14

PETRICOFF, M.

VORYS, SATER, SEYMOUR &
PEASE

52 EAST GAY STREET P.O. BOX
1008

COLUMBUS OH 43216-1008
Phone: (614) 464-5414
Fax: {614) 719-4904

HOWARD, STEPHEN ATTORNEY
AT LAW

VORYS, SATER, SEYMOUR AND
PEASE '

52 EAST GAY STREET P.O. BOX
1008 :

COLUMBUS OH 43216-1008
Phone: (614} 464-5401



