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21 First, in order to recognize the differences in switching 

22 propensities that exist between groups of business customers as 

23 defined by their level of energy usage, the business segments 
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1 (commercial, industrial, and governmental) were divided into three 

2 categories according to the usage levels of the customers: small, 

3 medium, and large. A customer that uses over 4,000,000 kWh per 

4 year is considered a large energy user. Exhibit RGS-4 provides a 

5 summary breakdown of the amount and percent of electricity 

6 usage associated with each category. Those break points are 

7 believed to correspond to differences in the switching behavior of 

8 CG&E customers. Large customers are more price sensitive and 

9 likely to switch more quickly. Small customers behave similarly to 

10 residential customers. The behavior of medixom-sized customers is 

11 a mixture of the two, depending upon the importance of energy to 

12 their processes. 

13 Residential customers are not segmented by size, although 

14 differences are likely to evolve over time. 

15 Second, information on the level of switching was collected 

16 for electric and gas markets in other pilots/states. Exhibit RGS-5 

17 provides a summary view of the actual residential and business 

18 switching activity across a wide range of marke ts . 
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6 Third, using the results of the previously discussed 

7 conjoint/discrete choice study conducted in the spring of 1999 on 

8 the CG8BE F T (firm transportation) gas choice market, estimates 

9 were made of the level of sMdtching expected to occur in the gas 

10 market and by extension to electric and gas switching, in general. 

11 

12 

13 Attributes and the levels of those 

14 attributes were determined by looking at the offerings from the 

15 most active marketers and what might be offered in the near 

16 future. This type of conjoint analysis decomposes customer 

17 preferences for each of the attributes, thus allowing prediction of 

18 what a customer would do when faced with a particular supplier 

19 offering. The attributes considered included such things as price, 

20 service, reliability, other products and services, and corporate 

21 image. The end result is an estimate of how many customers 

22 would choose a Certified Supplier 's offer, which becomes a long-

23 run forecast of market share for that supplier. 
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1 This research was conducted among random samples of 

2 residential and commercial/industrial customers of CG&E. These 

3 two groups were given a different survey as the needs of the two 

4 groups, the offerings available to them, and the suppliers 

5 competing in the market are different. The research on these 

6 groups included both current participants in the CG&E Gas 

7 Customer Choice Program as well as customers still with CG&E. 

8 

9 

10 Even though none of the residential gas or electric 

n markets in other jurisdictions have been open three years (as 

12 shown on Exhibit RGS-5), many have already exceeded 20% 

13 switching of customers. Using the results of the local natural gas 

14 conjoint study's long-run market share estimates, 

15 

16 

17 

18 

19 

20 The actual switching activity reported on Exhibit RGS-5 

21 provided a guide to the level and timing of switching expected. 

22 Due to the fact that almost 100% of large gas customers have 

23 already switched their gas supplier, it was assumed that 100% of 

24 



• 

CONFIDENTIAL AND PROPRIETARY 
TRADE SECRET INFORMATION 

1 large business electric loads would switch by the end of the first 

2 year. 

3 Fifth, using the starting point identified from the first and 

4 second steps along with the forecasted switching horizon (end 

5 points) discussed in the third and fourth steps, market adoption 

6 curves were developed to link the starting points with the end-

7 points. Exhibit RGS-6 provides graphical depictions of the 

8 switching curves for the residential, small business, and medium 

9 business classes. 
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1 

2 

3 

4 AllEnergy Marketing offers a weatherproof bill, green 

5 power, energy audits, power quality, and other fuels. Conectiv's 

6 offer includes local and long distance telephone service, energy 

7 consulting, HVAC (heating, ventilation, air conditioning) and 

8 plumbing services, a credit card, and back-up power generation. 

9 Consolidated Edison offers HVAC, lighting, back-up generation, 

10 and energy management services. TXU Corp. is investigating the 

11 offer of electricity, gas, telephone, cable, and home security. DTE 

12 offers risk management along with energy audits and energy 

13 efficiency products. Green Mountain includes a variety of 

14 environmental products in its offer. 

15 

16 Even Sears is testing the sale of natural gas and may follow 

17 with an offer that includes electricity. Shell is an active 

18 participant in the Atlanta gas market, which raises the potential 

19 for a bundled gasoline, natural gas, and electricity offer. 
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9 First, in order to recognize the differences in switching propensities 

10 that exist between groups of business customers as defined by their level 

11 of energy usage, the business segments (commercial, industrial, and 

12 governmental), were divided into three categories according to the usage 

13 levels of the customers: small, medium, and large. A customer that 

14 uses over 4,000,000 kwh per year is considered a large energy user. 

15 Exhibit RGS-4 of Direct Testimony of Richard G. Stevie provides a 

16 summary break-down of the amount and percent of electricity usage 

17 associated with each category. Those break points are believed to 

18 correspond to differences in the switching behavior of CG&E customers. 

19 Large customers are more price sensitive and likely to switch more 

20 quickly. Small customers behave similarly to residential customers. The 

21 behavior of medium-sized customers is a mixture of the two, depending 

22 upon the importance of energy to their processes. Residential customers 
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1 are not segmented by size, although differences are likely to evolve over 

2 time. 

3 Second, information on the level of switching was collected 

4 for electric and gas markets in other pilots/states. Exhibit RGS-5 of 

5 Direct Testimony of Richard G. Stevie provides a summary view of the 

6 actual residential and business switching activity across a wide range of 

7 markets. 
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17 Third, using the results of a conjoint/discrete choice study 

18 conducted in the spring of 1999 on the CG&E firm transportation gas 

19 choice market, estimates were made of the level of switching expected to 

20 occur in the gas market and by extension to electric and gas switching, 

21 in general. 

22 

23 Attributes and the levels of those attributes 
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1 were determined by looking at the offerings from the most active 

2 marketers and what might be offered in the near future. This type of 

3 conjoint anadysis decomposes customer preferences for each of the 

4 attributes, thus allowing a prediction of what a customer would do when 

5 faced with a particular supplier's offering. The attributes considered 

6 included such things as price, service, reliability, other products and 

7 services, and corporate image. 

10 This research was conducted among a random sample of 

11 residential and commercial/industrial customers of CG&E. These two 

12 groups were given a different survey as the needs of the two groups, the 

13 offerings available to them, and the suppliers competing in the market 

14 are different. The research on these groups included both current 

15 participants in the CG&E Gas Customer Choice Program as well as 

16 customers still with CG&E. 

17 

18 

19 Even though none of the residential gas or electric markets in 

20 o ther ju r i sd ic t ions have been open three years (as shown on Exhibit RGS-

21 5 of Direct Testimony of Richard G. Stevie), many have already exceeded 

22 20% switching of customers. Using the results of the local natural gas 

23 conjoint study's long-run market share estimates, 

12 
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• 

5 The actual 

6 switching activity reported on Exhibit RGS-5 of Direct Testimony of 

1 Richard G. Stevie provides a guide to the level and timing of switching 

8 expected. Due to the fact that almost 100% of large gas customers have 

9 already switched their gas supplier, it was assumed that 100% of large 

10 business electric loads would switch by the end of the first year. 

11 Fifth, using the starting point identified from the first and second 

12 steps along with the forecasted switching horizon (end points) discussed 

13 in the third and fourth steps, market adoption curves were developed to 

14 link the starting points with the end-points. Exhibit RGS-6 of Direct 

15 Testimony of Richard G. Stevie provides graphical depictions of the 

16 switching curves for the residential, small business, and medium 

17 business classes. 
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8 AllEnergy Marketing offers a 

9 weather proof bill, green power, energy audits, power quality, and other 

10 fuels. Conectiv's offer includes locsd and long distance telephone service, 

11 energy consulting, HVAC (heating, ventilation, air conditioning) and 

12 plumbing services, a credit card, and back-up power generation. 

13 Consolidated Edison offers HVAC, lighting, back-up generation, and 

14 energy management services. TXU Corp. is investigating the offer of 

15 electricity, gas, telephone, cable, and home security. DTE offers risk 

16 management along with energy audits and energy efficiency products. 

17 Green Mountain includes a variety of environmental products in its offer. 

18 

19 Even Sears is testing the sale of natural gas and may follow 

20 with an offer that includes electricity. Shell is an active participant in the 

21 Atlanta gas market, which raises the potential for a bundled gasoline, 

22 natural gas and electricity offer. 
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EXHIBIT JMS-2 
DELIVERED FUEL PRICE ASSUMPTIONS 

• 

Delivered Coal Prici 

P lan t 

Beckjord 

Miami Fort 5-
7 

Miami Fort 8 

Conesville 

East Bend 

Stuart 

Kiilen 

Zimmer, W. 
H. 

2 0 0 1 

1.23 

1.02 

1.16 

0.86 

0.97 

1.15 

1.14 

0.92 

»s to CG&E Plants ($99/mmBtu) 

2 0 0 3 

1.23 

1.00 

1.16 

0.84 

0.92 

1.16 

1.14 

0.89 

2 0 0 8 

1.21 

0.91 

1.13 

0.77 

0.81 

1.14 

1.11 

0.79 

2 0 1 0 

1.20 ^ 

0.87 

1.11 

0.75 

0.77 

1.13 

1.09 

0.76 
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1 

2 

3 Electricity Price for Each CG&E Generating Plant 

4 (in 1999 dollars per MWh) 

Unit 

Beckjord 1 
Beclgord2 
Beckjord 3 
Bedford 4 
BeckjorclS 
Beckjord 6 
Beckjord GT1 
Beckjord GT2 
Beckjord GT3 
Beckjord GT4 
Conesville 4 
Dicks Creek 1 
Dicks Creek 3 
Dicks Creek 4 
Dicks Creek 5 
EastBend2 
Kiilen Station 2 
Miami Fort GT3 
Miami Fort GT4 
Miami Fort GTS 
Miami Fort GTS 
Miami Fort 5 
Miami Fort 6 
Miami Fort 7 
Miami Fort 8 
Stuart 1 
Stuart 2 
Stuarts 
Stuart 4 
Woodsdale GT1 
W(xrlsrialeGT2 
Woodsdale GT3 
Woodsdale GT4 
Woodsdale GTS 
Woodsdale GT6 
Zimmer 1 

2001 
2S.87 
25.96 
22.70 
21.73 
22.18 
22.64 
79.6S 
79.65 
79.65 
79.65 
21.28 
66.78 
67.07 

102.58 
102.58 
20.93 
20.90 
99.39 
99.39 
99.39 
99.39 
29.05 
21.20 
21.81 
21.43 
21.12 
20.81 
20.93 
20.93 
65.61 
64.19 
65.01 
65.61 
66.76 
66.76 
20.81 

Average Price 
2003 

33.98 
34.66 
29.16 
26.57 
28.01 
28.54 

159.06 
159.06 
159.06 
157.86 
25.70 

138.11 
135.69 
205.71 
205.71 
24.89 
24.76 

215.25 
193.97 
215.25 
215.30 
33.76 
25.70 
26.35 
25.39 
23.69 
23.50 
24.14 
25.23 

113.28 
112.57 
113.50 
121.31 
114.13 
116.77 
25.15 

2008 
36.17 
36.84 
32.69 
29.40 
31.22 
32.58 

207.73 
208.77 
210.43 
212.02 
29.23 

192.25 
188.75 
247.96 
247.96 
26.74 
26.77 

251.18 
251.93 
240.52 
251.93 
43.26 
27.72 
27.94 
27.75 
27.08 
26.99 
27.34 
27.38 

175.38 
176.40 
185.48 
181.76 
180.30 
198.78 
27.12 

2010 
52.45 
53.81 
41.65 
36.30 
37.99 
37.86 

135.97 
136.67 
115.07 
139.79 
34.89 

119.79 
119.79 
171.47 
172.94 
31.23 
31.81 

181.68 
179.16 
179.16 
179.16 
74.73 
34.28 
34.76 
33.61 
32.36 
32.23 
32.94 
32.41 

114.26 
115.93 
110.16 
109.56 
110.07 
109.16 
31.74 
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Market Value of Selected CG&E Generating Units 
as of 1 /1 /2001 

Unit 
Woodsdale GT2 
Woodsdale GTS 
Woodsdale GT4 
Woodsdale GTS 
Woodsdale GT6 
Zimmer 1 

Capacity 
(MW) 

94 
94 
94 
94 
94 

605 

Market Value 
($000) 
$9,661 
$9,799 
$9,986 

$10,039 
$9,773 

$237,415 

Market Value 
($/kW) 
$102.77 
$104.24 
$106.24 
$106.80 
$103.96 
$392.75 

Calculation of Market Value for the Zimmer Plant 
as of 1 /1 /2001 

Revenues 
Market revenues 
Ancillary services revenues 
Total Revenues 

Less Costs 
Taxes other than income 
Fuel and environmental adders 
O&M and A&G 
Decommissioning 
Tax depreciation 
Total Costs 

Taxable Income 
Income Tax 
Income After Tax 

Other Cash Costs 
Capital Additions 
Changes in Inventories and 
Working Capital 

Tax Depreciation 

After-Tax Cash Flow 
(Market Value) 

Present Value 
($000) 

$1,758,867 
$1,870 

$1,760,737 

($55,029) 
($812,514) 
($452,303) 

($5,963) 
($227,268) 

($1,553,077) 

$207,661 
($84,510) 
$123,150 

($110,392) 
($2,612) 

$227,268 

$237,415 

10 
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CONFIDENTIAL AND PROPRIBTARY TRADE SECRET INFORMATION Exhibit HWP-2 

• 

Average Energy Price for 
Cinergy Generating Plants 

Year 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2008 
2009 
2010 

($/MWh) 

Nominal 
Price 
22.45 
25.29 
28.75 
30.12 
31.58 
33.12 
34.75 
36.49 
39.67 
43.38 

1999 
Price 
21.37 
23.49 
26.04 
26.62 
27.23 
27.86 
28.52 
29.22 
30.99 
33.06 

Page 1 of 1 



• 

CONFIDENTIAL AND PROPRIETARY 
TRADE SECRET INFORMATION 

1 TECHINAL APPENDIX ACCOMPANYING DIRECT TESTIMONY OF 
2 HOWARD W. PIFER III -
3 
4 
5 
6 
7 

S 
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14 
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16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 A. As noted in Attachment 4 for the CG&E units, forced outage rates are generally 6-8 
31 percent for units other than peakers (which are 2-3 percent). Planned maintenance 
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CONFIDENTIAL AND PROPRIETARY 
TRADE SECRET INFORMATION 

outages are 4 weeks for units other than peakers (which are generally 1 week) 

• 

• 

A-19 
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