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Dake Energy Oiuo 
Case No. 10-2S86-EL-SSO 

lEU Suppleoiaitel First Set Prodaction of Documents 
Date Received: November 17,2010 

IEU^UPP-POD-03-005 CONFIDENTIAL 

REQUEST: 

Please provide any documents identified in response to Interrogatory No, 10. 

RESPONSE: 

CONFIDENTIAL PROPRIETARY TRADE SECRET 

See Confidential Attachment lEU-Seccmd- Si^p-POD^3-005 Q): Transaction Review 
Committee White P^ier- Febniaiy (Draft) 

See Confidential Attachment lEU-Secoid- Siq)p-POD-03-O05 (m): Market Cnpaclty 

See Attachment lEU-Second- Supp-POD-03-OOS (n): NQSO Report Describing Future 
Transmission Expansion Projects and Costs; 

See Confidential Attachment lEU-Second- Siq)p^POD-03-005 (o): Analysis of RTO 
Realignment 

h Original Base Case 
2. Base Case FESTIP 
3. Base Case FE 2012 
4. Base Case FESTIP 201 
5. Base Case FESTIP $201 

See Confidential Attad]mc»itI£U-Second-Siipp-POD-03-00S(p): Draft of May Whitepaper 
dated April 30.2010; 

See Confidential Attachment lEU-Second- Stipp-POD-03-005 (q): Draft of May Wfaitep^wr 
dated M ^ 7,2010; 

See Confidential Attachment lEU-Second- Supp-POD-03-005 (r): Draft of Whitepaper 
Appendix dated January S, 2010. 

PERSON RESPONSIBLE: Lee Banetl 
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Transaction Review Comminae (TRQ WMtepapar 

The TRC is requested to evaluate and approve the transfer of operational control of Duke Energy Oiiio's 

(DEO) transmission assets from the Midwest Independent System Operator (MISO) to the PJM 

Independent System Operator (PJM) on June X 2014 and participate in PJM's 2014/2015 Planning Year 

(py) auction to be held In May 2011*. 

PJM's fonward capacity clearing maritet is based on the intetsection of supply and demand. DEO's 

market area footprint In MISO (Ue. all generation and bad) is l H [ | ^ | i H H | ^ H B M I B i 

Transferring DEO's transmission assets, including accompanyinglMdandgeneratk»i assets, from MISO 

to p jM, | |m^mHIH|BMt i i a t |BBthe • M S i S l H B B H B H n a 
^ a result, OtiCfs newoveragnct generation capadty 

îs V V M ' ^ ' V ' n ^ H ^ ' ^ • ' ^ ' t V b l y d H ^ thus I 
Under an ESP and the current generation to load profile, DEO customers are 
impacted becai 
^ ^ ^ [ U P P M i e n transferred to PJM. Under the Base Case, the proposed transfier creates 
a p p r o x i m a t e i J ^ ^ H H H ^ l B i i f l l ^ ^ ^ ^ ^ ^ B H ^ H I i l H H ^ ^ ^ I t o a n d a total 
conttlbiMon toi 

Other strategic benefits inchjde: 

• Customer Switching - DEO and other Ohio utilities now operate in a very competitive wholesale 
and retal environment and DERS is aggresshfely targeting those customers. With Fhst Energy's 
(FE) commitment to leave MISO and join PJM, DEO wiN be the only remaining Ohio utility in 
MISO. Movhfig to PJM consolidates a l Ohio utilities hfi a single 100 under a single set of 
wholesale and retail market rules for all Ohio suppliers. 

• PJM Market Attributes - PJM's market design better accommodates customer switching than 

MISO's design and MOO'S market design is focused on vertlcally-integrated utilities. 

• DEO's Joint-Owned Units (IOU)-Att of DEO's legacy OGEgeneratkinwouM be physically bcated 
in a single market area with one price signal and fully dehverable to PJM. DEO's Joy's currently 
tocated in PJM, have Hmlted MISO deHverabillty for capacRy purposes. The Jolnt-owneis 
(AEP/DPL) win benefit as wefl. 

• DEO Generation Assets - Moving to PJM combines nearly all DEO owned generatton capacity 
(legacy C6E and DENA) into a single RTO market area. 

^ If DEO transfm its transirrission assets, all load, vvhotesale customers and gener^ 
DEO tnramlssion system ire to be transfarred as weR, indudbif Duke Energy Kentucky. 

DEO (85%) and DEK (15K),[ 
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Three major areas were analyzed First, the impact to the customer is a i^maryconslderatton. Second, 

the regulatory approval process was evahiated and finally, the costs associated with the transacUon 

were identified. 

Custom&'lmpadt -^-^^i: '^l}:.,-?^'-/^ 

From ani energy peisjpedSv^ tlW O E Q / D E ^ ^ ^ is 

energy prices anS:dinilv^^^ a capacity peispectiw^ lisr DEO, any irhpiact^i^li^ 

determined by tiie next deal with Ohio'. Under an ESP-IMEe'deait^iKhfnim are h c k ^ ^ agaif»t maiket' 

prices for d ^ i ^ ^ I J i ^ anjBE-4^ a u c t ^ 

noay or n ^ i i p t BM>W>erthMJato DHC custonfter hnpacS a i r J r t B l i ^ M B B f r o n t a liafefefi 

Rnatt!^, DQ ̂ GuiSitm k t i f ^ K l f » ^ ^ | i ^ ^ ^ ^ ^ ^ W o a 

Heguknoryfipprwfak^, < , „ . - : x . - 1 

All tiireeMidwest StateCotfm»̂ sslDnsj,4n i^irti^ular OH and KYrwAyiWit t b t i n i l ^ ^ Inpc t o f thr 

costs and benefits ahd rray IM^ a^suran« P t ^ and the 

KYPSC may see some benefit from havbig all ITTO uttlttiesm as1n|^ int) and FTs p i ^ ^ 

before PUiO) may provide a guide to additionatfinandal risks as DEO nMv^ thelURCwill 

protest the move and request that its cistomersl>eheklharrniess. Finaliy, FERC approval will be 

required for DEO to leave MtSO and Join PJM. SMlar approval was recently granted to FE. 

While M|SO ^ I ^ ^ I Q I J ^ not requjir«l^idwest transmission has a posithfe and infhiential relationship 

with M I S O y d ^ i p ^ ; h « > i ^ ^ ^ In PJM, Midwest tmnsmlsstonwlH. 

beasrnallex 
«w..-̂  
n i ; ^ w i U r h ^ infiiience tfiiah ft currently has in MtSO. 

costs indude: a MISO &clt These 

r existing cus tomersHBand legal 

MISO's transmission expansion obi 

DEO current has 13 year ElectricSecurity Plan (ESP) expiring on 12/31/11. Upon expiration, DEO with PUCO 
ijcould enter Into a new ESP, a Market Rate option or sorne hybrid, slm^ 

istheBmoumtobepaidoutln2WwhenDEO«iftsMlSO,buttireaignfeedonthebalantt 
twojrearsprfortothecrft Therefor^thc^^Bb*^i>^™acQustedtof 

For pipfeclsuhimately approved ftoffl 2010 through 2014 the costs rnay exceed or be less thanl 
' While currently lower, MISO's expansion ooos are expected to approach PJIVTs expansion costs bi f u ^ ^ 
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CBwNft, lt.KM-EL550 
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Annual cost impact 

re 

DEO valuation Analysis (see Fbotnoie 2) 

Under the Base Case, approxintate| 

achieved for thi 

The Base Case a s s u i ^ ^ ^ ^ ^ ^ ^ , ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ 

The Base 

Case a s s u m e s J I ^ m ^ ^ ^ ^ ^ l ^ ^ m m H m ^ l ^ However, in monitoring FE's proceeding 

at PUCO, FE has indicated that It will seek recovery of a l these FERC costs, induding capadty costs, and 

that PUCO is prevented from denying such recovery. PUCO has suggested that FE propose a hokl 

harmless agreement from these FERC cost^ Including the difference In MISO and PJM capadty costs, for 

a fixed period of t ime- two or three years. The Puce's FE proceeding may be resohfed In the next 3 0 -

60 days if a settlement is reached, however, the matter may not be resohfed for up to two years if tiie 

matter is Utteated tf DEO were to move to PJM, then DEO can i 

:'A5 such, OBÔ s recovery i 

Ihevahieofthisfransactton. Similarty, If DEO is required to provide 

beyond what has b e e i i | ^ ^ H | ^ ^ ^ ^ ^ ^ ^ p t h e vahie of the transactton 

NPy^TenYear After Tax Discounted Cash Fbw (2014 $1n 

.^..;i 
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NPV-Annual A f te rT^ Discounted Cash Fbw (2014$ inMillons) 

$fiOJ)0 ^ H H 

$ ( 2 O 0 0 ) | ^ ^ H 

$ ( 4 0 0 0 ) ^ ^ 1 

l^ r^J^^^^^I 
$(BOJ»)^^H 

$(1004)0) ^ ^ B 

t . " -• • " " ^ • ^ • ^ ' ^ ' ^ 

• • 1 • I 1 
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2016 
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2017 

• • - . f i * : . . •;• 

^M 
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^ M H 
^H HH 
''• 2018 

Year 

• • 1 • • 1 
2019 2020 

' . : • • - • < • 

• • 1 • I 1 
2021 

- " ' • ^ ^ : s * 

. ; . • > * 

2022 2029f '̂• 
• J . T -

1 ^ : 

• ^ • , . . v : ^ . 

; • • ' ' ^ ^ - . 

i" '^': 

: • ; " 

L.. .., 
• • - * " \ : 

Prelected RPM Revenues , ' ^ : . . v ' 
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IEU-SECOND-SUPP-POP-01-005 CONrTOENIIAL 

•niiis 

REQUEST: 
/ ^ * ^ 

Please provide any dociiments identified in r e s ^ i s ^ fctcrrogatorf No. 10. 

RESPONSE: / ^ % ^ ^ ^ ^ ^ ^T 

\ . . .. . / 
CONrroENTIALERQPRIETA3^:XRADE SECRET 

See Confidential Attachment lEU-Second- "^^^k)D-01-005 (a): Whitepaper Memo to 

executive management reque; gmnfent Approval; 

Sec Confidential Attachmei^.U-Sec^^Sgg^POD-01-005(b): Appendix to Whitepapo--
badcground document; 

See Confidential At t^^ent IE^^n^upp-POD-01-005(c): Key Assumptions Document 
presented to executgCmanagement;^^ 

See Confidenti^' 
executive majcilgemt 

P E R S C ) 1 ^ ^ C ^ I E L £ : Lee Barrett 

at IEU-Second-Supp-POD-Gl-005(d): Power Point Presentation to 
iariang RTO alignment 
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Case No. IO-2586-EUSSO 
IEU-$ccoBd-SypP-POD-0l-005(a) Attaehmcat 

Pagel ofa 
Confidential and Privileged Prepared at Request of Counsel 

Draft Transaction Review ConwnltiM fniC) VtfMtepaper* Redacted-V^ 

Proposed Transacdoit Sunwnary 

The TRC Is requested to evaluate and approve the transfer of operationat control of Duke Energy Ohio's 

(DEO) transmission assets from the Midwest independent System Operator (MISO) to the PJM 

Independent System Operator (PJM) on hme 1,2012 and partidpate in PJM's 2014/2015 Planning Year 

(PY) auction to be hekJ In May 2011^ DEO will also hold transitional auctions for PY 2012/2013 and 

2013/2014 for PJM auctions that have already cleared. 

PJM's forward capadty clearing market Is based on the intersectkm of supply and demand. DECs 

market area footprint In MISO (i'C* aR generatton and load) i s | [ | | ^ | ^ B H I ^ B I i H H H H i k 

Transferring DEO's transmission assets, inchnfing accompanying load and generation assets^ from MISO 

to PJM. creates m H B ^ ^ B M I t h a t l 
As a result, DEO's 

[ f r o m ^ B H B t o roughly] 

Under an ESP and the current genentton to ioadprofHe^ DEO customers are| 

kuse^HmHIilHHi^HHHP^'^' 
iwhentransfierredtoPJM. Under the Base Case, the proposed transfer creates 

approxirnateiyj j l^^^ i n t t ^ B B P | l | H H f l H | | | | | | ^ | ^ ^ B a n d a total contrit)^ 
t o ^ m m U B I ^ H B B ^ H b v e r a f m P ^ ^ 

Other strategic benefits include: 

• CustoinerSviritchlng-DEO arNi other Ohio utlHlles now operate in a very competfthrevvholesale 

and retaH environment and DERS is agpesslvely targeting those customers. With First Energy's 

(FE) commitment to leave MISO and join PJM, DEO wM be the only remaining Ohio utility in 

MISO. Moving to PJM consolkiatesaHOhto utilities in a single RTO under a single set of 

wliolesale and retail market rules for an Ohio suppUers. 

• PJM Market Attributes- PJM's market design better accomnK>dates customer switching than 

MISO's design and MISO's market design Is focused on vertlcally-integrated utilities. 

a DEO'sJoint-OwnedUnlU(JOU)-AllofDEaslegacyCGEgeneratlonwouldbe physically located 

in a single market area with one price signal and fully deliverable to PJM. DEO's JOtJ's cunrently 

located in PJM, have Ifonited MISO delhwrabillty for capacity purposes. The joint-owneis 

(AEP/Dpg wHI benefit as weH 

^ If DEO transfm its transntission assets, a i k»d, wholesale customers and generating fodlltiei^ 
DEO transmission system y e to be transfened as weW, Induding Duke Energy ICentucky. 

for both DEO (859Q and OtK(tS%]S 



CONFIDENTIAL PROPRIETARY TRADE SECRET 

Confidential and Privileged Prepared at Request of Counsel 

Case No. 10-2SS6-EL-SSO 
iEU-SUPP-POD-01-005(a) Attachncnt 

Pagc2or3 

• DEO Generation Assets - Moving to PJM combines nearly all DEO owned generation capacity 

(legacy CGE and DENA) Into a single RTO market area. 

Business Cast Costs/Risks 

Three major areas were analyzed. Rrst, the impact to the customer Is a primary conskleratkm. Second, 

the regulatory approval process was evaluated and finaliy, the costs associated with the transaction 

were identified. 

Ci^^imer Itnpact ^ 
From an energy perspective, the DEO/OEK customer i s ^ | | | | | [ B B B B H f l ^ l H M I i ^ 

energy prices are similar in either RTO. From a capacity perspective, for DEO, any impact wHI be 

detennined by the next deal with Ohto^ Under an ESP-IIke deal, customers are hedged apinst market 

prices for capacity. Under an FE-Ukeauctton deal, aN customers pay a market price for capacity-that 

may or may not be higher than M i s a DEK customer impacts are neutral to positive from a transfer. 

Finally, DEI customer impacts a r e f l B H H H | p t o a move 

Ail three Midwest state Commissions^ In particular OH and KY, wM want to understand the hnpact of the 

costs and benefits and may seek assurances that customers are not negatively Impacted. PUGOandthe 

KY PSC niay see sorne beneftt fRNn having a l RTO utilities In a single RTO and FTs proceeding cur 

before PUCO may pravMe a guMe to additional financial risks as DEO nwves forward. TheiURCwIR 

protest the move and request that its customers be held harmless. FinaBy, FERC approval wW be 

required for DEO to leave MtSO and join PJM. Similar approval was recently granted to FE. 

While MISO approval is not required, Mklwest transmisston has a positive and influentlai relatlonshHi> 

with MISO which could be impaired by partial transfer of its system. In PJM, Midwest transmission wM 

be a smaller participant and wW have less influence than It cunrently has in MISO. 

One-time These costs include: a MISO Exit Feel 

andleplcostsi 

r, EMS upgrades I S 

In addition, for the < 

andfllfr 

Annual cost impact is induding incremental Midwest transmission personnel 

andal 

* DEO current has a 3 year Eiectfk: Security Plan (ESP) expiring on 12/31/11. Upon expiration, DEO with PUCO 
approval couM enter Into a new ESP, a Market Rate Option or sorne hybrid, simflar to FE. 

2 
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Confidential and Prhrtleged Prepared at Request of Counsel 
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Cost Assumptions (2012 $) 

Coste 

Year 1-5 Goats 

One time Exit Fee 
^ M S U M g d ^ ^ ^ ^ ^ : 

o S d e S u n s e ^ ^ ^ ^ ^ 

PJM Expanskm costs 
k 

MktwestTnmsmlsskMi 

^ ^ ^ ^ ^ ^ ^ ^ ^ ^ W 

11 new FTTs 
lldwest Transmlssfon 

Madison Station 
Midwest Transmisston 

2^Tht l 
byOCK. 

liBsa* HSOforPEI 

I flow IndudK aS lliMe costs but dots not kidudt any 
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to Meaxogator^Ko. 10. 

E SECRET 

REQUEST: 

Please provide any documents identified in rei 

RESPONSE: 

CONFIDENTIAL 

See Confidential Attachment lEU-^cond- Siq^gOD-Or-005 (a): Whitepapca- Memo to 
executive management requestin^^p, RealignniSrat Approval; 

Sec Confidcaitial Attachme^pU-Second^^ge.^D-0 l-005(b): Appendix to Whitepapo- -
background document . ^ ^ ^ ^ ""^^l^ 

See Confidential A t ^ ^ e n t 
presented to executii^managemeat; 

mi 

See ConfidentiqM 
executive mai^emecf 

r 
?Supp-POD-01-005(c): Key Assumptions Document 

Second-Supp-POD-01-005(d): Power Point Presentafion to 
RTO alignment 

Lee Barrett 
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Cast No. 10-2586-EL-SSO 
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Confidential and Privileged Prepared at Request of Counsel 

Background 

Transaction Review Committee (TRC) Whitepaper- Redacted J^peMbtil:.\i-.. j j 

DEO owns roughly 4,100 MW (ICAP) o r ^ H H j j ^ ^ H ^ B o f primarily cdal-fifed generation and serves a 

•market area peak load of 4,700 MW. DEO's base-load coal generation fleet corisists^ofjointlv-owned 

units (JOU) with either Dayton Power & Light (DPL) and/or Americ/ri Electric Power ( A ^ / The JOU's 

operated by DPL or AEP physically reside in the PJM market areajwhifethe JOU's operated by DEO 
<&. 

reside in the MISO market area. Through joint-owned transmtes|an,jtbeJOU's are pseudo^ied back to 
their respective owner's market area. For example, DEO's^!raj^;of t^ receh/es a MISO 

dispatch signal while AEP and DPL's share receh/e a PJM dispitch signal. DEO also owns 3,100 MW 

(iCAP) o r V ^ ^ ^ ^ H ^ H f l l o f gas-ftred assets (i.e. leg^hdpENAl t^ t reside in the PJM market area. 

The MISO operates a day-ahead and real-time en^gy ai^danci l lar^erv i^ market based on a security 

constrained economic dispatch. Since June 2 ^ ^ ^ ^ I S d 4 i a ^ i m i ^ ^ m e n t e d a new capacity resource 

adequacy requirement that Is based on month-aheado^^^^partidpant compliance with financial 

penalties for non-compliance. It is primari^^^^^ateralca^^rty'rnarket, but the MISO also administers 

a voluntary capacity auction prior to th^cd%priaincj^etermination. MISO is reluctant to move to more 

structured capacity market design. 

PJM also operates a day-ahead and reaFti^e^energy market based on a security constrained economic 

dispatch. PJM's ancillary service^market is c i ^ ^ ^ ^ p a r a t e l y . Since 200G, PJM has operated a 

structured capacity market. ire|^:;PJM procuflsxapacity three years forward to satisfy reliability 

requirements on a locational or z6nal|»asi5. PJ^s capacity market is called the Reliability Pricing Model 

(RPM). Participation ir^RPM is mandato t j ^ r existing generation owners and voluntary for external 

generation, demandttesponseand planned |i.e. generation, demand, energy efficiency, transmission) 

resources. Howet/ i l^.sel^^edClHng option known as the Rxed Resource Requirement (FRR) also 

exists. _ 
.1? 

RPM, while re fe r red^ as a capacity market essentially provides an administratively determined price 

based O i > j h e i R ^ j s ^ m ^ f the'^locational or zonal supply and demand curve. The shape or slope of the 

l ^ n n e d ^ the Cost of New Entry (CONE) and the targeted reliability requirement 

The supply^kyrve is based on generation offers made by market participants that reflect go-forward 

d approved by the Market Monitor. The DEO generation currentiy in PJM receives 

' f ' B^^ r i c i ng bpthe unconstrained zonal price, given its location. Primary drivers that impact price 

i nc ludern^^nera t ion , new demand response and energy efficiency, imports/exports, retirements 

and load growth. Because of the steepness of the supply and demand curves, small changes in these 

'^^jQitegories l i ^ large impacts on prices. Rgure 1 is a graph of the most recent RPM clearing price for 

operating c 
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Confidential and Privileged Prepared at Request of Counsel 

. .̂5 the Rest of RTO zone in PJM. Finally, since RPM looks forward three years, PJM fias cdriducted auctior^ 
for as fer out as PY 2012/2013. A Planning Year is a June 1 to May 31 annual tfernî u 

; v ^ * 

Figure 1 - 2012/2013 Rest of RTpClearing P r i c ^ p ; : ^ 

Why Revisit t h e RTO C ^ ^ ' " 

First Energy (FE) Anrmuncemenb^n August 17, 2009 FE filed its application at FERC to leave MISO and 

join PJM oniua^J^^U<XFE stated that it is not aware of any approvals required by the State of Ohio. 

FE alsogdtedja3at]^l^^^better fit^ given its corporate and regulatory structure in Ohio. Among the 

ben^tsiib^cited greater electrical interconnectivtty with PJM than MISO, reduced congestion and 

^ggon cSts.and a capadty market structure that promotes long-term contracting, retail switching, 
^^IJerQ^^^^Donselnd^nergy efficiency. FE also stated that its auction structure and increased retail 

competition^uppoi^ a PJM market design over MISO's, which is geared toward vertically integrated 

utilities. On D êcember 17, 2009 FE received approval from FERC to leave MISO and join PJM. 
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Confidential and Privileged Prepared at Request of Counsel 

FE will participate in PJM's May 2010 RPM auction for PY 2013/2014. Based oii discifssioris with FE and dlSCU' 

^ . ...^ filed materials, FE will need to procure about 1,000 MWof capacity from PJM, in excess o f Its Ic^d--^ 
requirement / i % . ^:^f 

Legacy Issues - A transfer to PJM will combine nearly all DEO generatipTi (CGE^nil PE^A) into a single 

market area. A transfer to PJM will also al'^n the JOU's into a single market area 'ahH$rdvi^s for a 

consistent dispatch signal. Under MISO's market design, the nor^EOoperated JOU's'ar^ treated as 

local" capacity resources and any excess DEO capacity cannot be sold tbthe broader MISO market In 
•ft* 

PJM, these units will be treated as "network" resources and^va^ibtfT&^^rtlicipate in the PJM's capacity 
auction. ,^l^^^^^"Si^^>sci£i* 

Customer Swrtchfng-Competition at both the wholes^^and rel3» levels is now an acth/e part of Ohio's 

electricity market (i.e. DEO 40%, FE 50% and DPL 1 ^ - switching ratej.̂ OTO has experienced significant 

retail switching away from it as a Provider of LastJ^ort^iyce EnVgy Retail Sales (DERS), is 

aggressively targeting wholesale and retail cu$ tb i ^ ^^^ss atlOhior Utilities, including those in DEO. 

PJM's market design better accommodates c u s t o m ^ ^ ^ ^ ^ a t i ^ : 

.contail^lements that better accommodate retail PJMv. MISO Market Attributes-P}M\. 

switching. First, PJM has a three ye^^orward anii'u'ajrcapacity auction (i.e. RPM) versus MISO's month 

ahead capacity compliance requirsme'^plhe forward^^oking capacity auction provides price signals for 

the retention of existing capacity and pncessignals for new capacity construction. RPM also provides 

transparent capacity pricing |^.|Uornpetit iv^^gners and reduces any capacity risk premium that 
may be added because the^riceis^swn in advance. RPM eliminates any potential boom or bust 

pricing that is assoda ted^ t t j ^M l^^^^^^ead design. RPM also enforces PJM's capacity obligation 

and supports the dail^trans|er of a custor^r's obligation from one supplier to another. Finally, PJM's 

Auction Revenue R^t[ARR)bl]ocation pri^ss for retail switching is more robust than MISO's. 

Cost and Benefft I m p a c ^ ^ i l ^ 

PJM/MI50 Market A i ^ BenefiispP}M conducted a production model simulation with DEO/DEK in PJM 
versus DE0yDEK:irvK^).vThi5 wss a similar analysis to the one PJM conducted for FL Using 2008/2009 
test y^^PJM j d l i ^ i f i l a H H M in ^ l ^ ^ B B H l ^ i B a n d 

that accrues to the combined PJM/MISO market areas, 

given the size of both markets. 

Benefit'^DEp^' Assits owned by DEO w iH^^H^ rom a move to PJM from MISO because of PJM's 

capacity m'ai:ket structure. If DECs transmission assets are placed under the control of̂ PJM, DEO's 

^ ^ ^ ^ H f r o m f ^ ^ ^ m of^^^^Bto 
O^^^M. See Valuation Analysis below for shareholder benefits. 
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Other benefits to DEO are similar to those raised by FE. Rrst, DEO's transmission system"^ highly I' 
••--•_5V. 

integrated with PJM members AEP and DPL, not even considering the JOUs. J)Ed-has 12 

interconnections with PJM versus 1 with MISO if it were to move. Second, participating in PJM'will align 

all the JOUs in a single market where capital and O&M decisions are bas^d bh'a single dispatch^nd 

market structure. Third, all Ohio retail suppliers will be in the same rqa'rket and subject to the same 

rules for all Ohio load. Fourth, PJM's market structure is better suited for retail cortipetitipii States. 

Finally, retail choice customers should have more options based ̂ 'n F^J '̂s market desigii', thereby 

reducing supplier risk premiums. _ _ J ^ 

DEO Customer Impact ~ For energy, historical locational iTOr^aKprices^LMPsjtitthe JOUs were 

analyzed from April 2005 through August 2009. On average, flkl^LMPs were $0.50 lower than MISO 

LMPs on an average LMP of $43 MWh. From Januar^^ObS througlfA^ust2009 PJM's LMPs were 

greater by $0.88 on an average LMP of $42 MWh^The i i ^ m a l analysis tionduded that the LMP's in 

markets are s ^ ^ ^ ' ^ ^ H H B H H B ^ ^ H H H H I H ^ B i B M ^-IM 

conducted a production model simulation thaf i d e h t l ^ ^ ^ l ^ ^ A r i l l H H H N n load costs or 

I B B I o f ^ ^ B o u t of an approximate 

Again, there is no material impact and thj i 

of the inputs. 

jswithin^any forecast error band associated with any 

For capacity, historically PJM's RPM^lfc^pnimodel has^cleared higherthan MISO's bilateral capacity 

market However, for Plannin^ear 2 0 1 ^ ^ ^ ^ I S p ^ bilateral market is trading higher ($33 MW-day) 

over PJM's cleared RPM a u ^ ^ ^ l E M W - d a ^ ^ J t i r n a t e l y , DEO's regulatory deal with Ohio will 

determine whether customers pay^a^^Mjnarke^ price for capacity - t h a t may be higher or lower than 

MISO - or the standard^ervice offer rgi^hagindudes a contribution towards capacity. Under an 

Electric Security Plan^ESPj-ltke deal, existinggeneration (legacy CGE or all DEO owned generation] in 

PJM will provide ^.^b^g^to ^R-'customers. Incremental capacity needs, if any, would be handled in a 

similar manner to t he%^^m^ l i ab i l i t y Tracker (5RT). Under an FE-like auction structure, all customers 

in DEO's load.ZQf^ will pay t l j e ^ r ^ ^ n a r k e t price for capacity. 

Benefit to DEK- Assefeovimed by DEK are [redacted ] from a move to PJM from MISO because of PJM's 

f o r w a r c l ' c a f n i d ^ ^ ^ ^ ^ ^ j c t u r e and expected [redacted] capadty and energy market prices as 

c o m ^ ^ d ^ M I S O . DEK latest Integrated Resource Planning projections of load and capacity show DEK 

being [redact^dj j l l years through 2023 and gh/en the expected [redacted] value of capacity in the PJM 

^ ! 
study pel 

»mparted:t^MISO there is a projected total incremental capacity [redacted] over the 10 year 

>d|teking-ihto account DEK's projected share (15%) of one-time costs. 

M^J-Jkewise, gh^p!'[redacted] expected energy prices in PJM than MISO there is an [redacted] for DEK 

"^^^nera t ion td l ie dispatched in the PJM energy market to produce [redacted] MWHs at [redacted] LMPs 

^ t ^ ^ h g J h total [redacted] over the 10 year study period. 

4 
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DEK Customer Impact- Estimated energy and capacity [redacted] shown in the. ̂ revibus~5ectp would'' 

be [redacted). As with DEO results, the estimated marginal difference between-PJM and M|SO I 

I^HBas compared to overall DEK market revenues and within the range of uncertainty of the Input 

assumptions. - f ^ t ^ ^ d s 

For the energy analysis, historical LMPs were compared at East Bend, CI^.HUB, aricl̂ M^hy.tf to establish 

the locational basis differential between the DEK zone and the MjSOrand PJM energy markets. This 

locational basis differential showed projected [redacted] energy prices l l^^e PJM marlcet as compared 

to MISO. 

For capacity, actual historical MISO bilateral trade prices were'l^alated based on ICF consultant 

projections and compared to PJM RPM projections p f ^ l ^ d by DEO^ 

Impact to DEI - The impacts to DEI discussed in tl^sectmnrefer t t } ^e jVnpact on DEI of DEO/DEK 

moving to PJM. The scenario of DEI itself mo\m^^^^S4 waT^valu^d and dismissed for many reasons 

including the following considered most significant 

DEI customers may be{ ĤEO/DEK withdrawal ifl but forthe 
identified below. Howgû er, With DEO/D^^^nsfer, MISO's administrative costs will be recovered from 

^ :mbers, DEI intTuded. PJM estimated these • • • • • • ^ • • • l to 

Oflsetting these MISO administratrve costs is the addition of 
a smaller number ofJ^lSO 

| B a s 

MidAmerican Epergy, 

since DEO is^ 

expected to the extiq|^DEI has fu^re capacity needs. 

^, Dairyland (June 1,2010) and Cedar Falls to the MISO. In addition, 

from the MISO m a r k e t , H H H | ^ ^ ^ ^ H could be 

Intemal (MidW^ Transmisshn) — From a Midwest transmission perspective, no show stoppers have 

:m^)tHied. AA^^ t̂his in mind, the following considerations are provided. 

Unlike l^i^^jch is'consolidating its transmisston operations into a single market area, DEO's potential 

move to PJMcWill require operation in two separate market areas and under two different reliability 

^ordinators^Some level of inefficiencies will be created. One-time Energy Management System (EMS) 

^^^^iig^:^^estimated a t | ^ | B k n d potentially 11 new FTE's J ^ H I H B H I B ^ " ^^ required to 
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support operations in two markets. In addition, the current transmission rates^ill neê d tc; ,be converl;ed 

from MISO's methodology to PJM's which will require re-filing the rates at F ^ G ^ i s cou ' l d j ^^ r - / 

interventions and possible protests to Duke's rates (ROE) even if Duke i s p H j ^ H ^ ^ ^ ^ ^ B t a 

existing rates — a ^ B H I H I ^ ^ m ^ ^ l B I in transmission revenue js^fbibuted to a 

Midwest Transmission revenue will b e ^ B ^ V impacted by a transferto PJM. 1C^̂ r]ent|yj'DEO's retail 
customers pay an average Midwest Transmission rate of $1.61 k^r/month (DEO/DEK/DEÎ  average). 
When OEO joins PJM it will charge a rate calculated on a stand-alone basl&which is cufTentlyHjjH 

kW/month which w l l l | ^ B i transmission I ^ B V by apprcgntrra; 

transmission • • • will not be affected until the time o ^ 

transmission rate w i l l f l H t h e blended rate of DEO/DEK. 

Midwest transmission has a 
transmission owners is 

owners. Midwest transmission will have! 

DEO/DEK assets to PJM could create a 

transfer is executed. 
right to leave based on a business need 

DEK's 
^t^ralefof'DEK at which time the 

MISO. The rela^nship between PJM and its 

exists^twlen MISO and its transmission 

an|b91S0. In addition, transferring 

pg.^in MISO, depending upon how the 

Exercising an owner's 

Intemal (Duke Energy Indiana) - Dp^^^^ison peakinj^t ion, which is interconnected to the DEO 

transmission system, would m^e to PJM;^rm^e integration of DEO into PJM. Given the 
)EI, it is ikTipgr^H^ that I 

_ l and^T iam^^^^ eligiblPity as a Planning Resource Credit (PRC) for the monthly 
MISO capadty obligatio|^i3i|s wiin>q|rg^^di}y pseudo-tying the station back to MISO J B B 

nd since DEO will 

Internal (Other j :osts) -^^^^^on owners leaving MISO are required to pay an 'exit fee" based on 

MISO incurr^1cM|g-term o o l ^ ^ n ^ DEO/DEK's estimated exit fee is H H B I which S ^ H ^ 

DEO/DEK is also subject to their share of MtSO Transmission Expansion 

g^^J^ese obligations are currently estimated al 

ransmission Expansion costs (RTEP), the MISO costs are| 

last potential costs a r e ^ B B H B H H I B p a r i i e s who feel they have been 

a DEO/DEK move and may protest the transfer. These entities include B B 

A one-time cost o f ^ H H H has been 

a i . 
% 0 ^ e m a l (PO^) - Benefits to PUCO may indude having all Ohio utiPities in a single RTO and an RTO that 

m^->. ^bfetter^jramotes retail competition. In addition, PUCO will now only have to monitor one set of RTO 
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rules rather than two. However, PUCO will want to see the impact of potential^psts aiVq^eriefits. ?• 

PUCO has filed a protest regarding FE's transfer and initiated a state investiga^rn-
'4v^ 

External (KY PSC) - Benefits to KY PSC may include having its RTO utilities f̂î ei-PEK, AEP) as merpBers ofa 

single RTO rather than two. The KY PSC could see benefits in the redudlon ofBmStimer chaises if 

[redacted] excess capacity [redacted] are credited back to customMS is^er the pilTO^&ring 

mechanism in the present DEK rate settlement. M: 
% s / 

External (lURC) - Because MISO is tocated in l"^*^"^'J^bas ̂ g ^ ^ ^ ^ ^ M P P ^ ^ ^ by the lURC and 
other Indiana Stakeholders. The l U R C ^ j ^ p ^ B B B ^ ^ m ^ ^ ^ ^ P ^ i w ^ b s u D P o r t for MISO in 
favorofPJM. H o w e v e r , t h e l U R C H ^ B B i f D E I a f i 3 % t ^ 

Regardless, the lURC is protesting FE's tran^^and I 

Indiana stakeholders are 

Regulatory Approvals %. 

FEftC-Approval is required to leave the ^ ^ ' S O ^ d ^ ^ ^ ^ FERClpproval will be needed not just prior 

to joining PJM, but is required to participate in PJM R P K ^ l ^ ^ ^ M a y 2011 for PY 2014/15 auction). 

PUCO- Approval to leave MISO and jq i iTO^^^^^nc i t l ^ requ i red. DEO should assert PUCO only 
requires DEO to join an RTO. Howev^approval to^^ver any regulatory assets (i.e. MISO MTEP costs. 

exit fee) will be required as well a^PJ^j3^^strathf%CDSts. Additionally, as seen in the FE case, PUCO 

will likely open a state procee^g on its c ^v^n^^^n^ evaluate the impacts of the RTO change. PUCO 

may want assurances that cuTOl^igwill notlieJJiegatively impacted. FE's proceeding currently before 

PUCO will provide a guld&as to t l ^ ^ ^ n t i a l financial risks. 

KY PSC- DEK should a^ert there is no j'^sdiction and request the PSC find there is no jurisdiction. If 

however, the PSC aS^its jurisdiction, DEK̂ must prove benefits outweigh detriments of withdrawing via 

a cost benefit analysisTjOE ĵeast commit to hold customers harmless from the transaction for some 
period. If DEK^n demonstrat 

fees will be î eSedragainst an 
IMis more beneficial, PSC may allow recovery of exit fees. However, 

llSO revenues already embedded in base rates. Costs may be deferred 

until sorted out in a rajDexase. I}EK will have burden of proof to demonstrate recovery amounts and 

lURC- Approval not required. Antidpate lURC will intervene at FERC and request DEI customers are 
held^Blfmless. "^^.^^ 
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r Modeling Assumptions 
o The financial projections are based on the capacity forecast in PJM; thisj^des not include the impact of 

t h e ^ H ^ ^ ^ ^ H o r t h e f e H H I i ^ l H H B D r other entrants/exits to the market 
o Continuing degradation of load or an increase in energy efficiency dertiand reduction 5trd{egie!» could 

impact the economics. M " ^ ^ M : ^ ^ . 
o Key sensitivities relate to capacity assumptions over 10 years.^lnese sensi t iv j t l^ i re j t f iected in the 

whitepaper; however, material capacity supply (build) over 9fid above the assuifil^lbns in this analysis 
coukJ negath/eiy impact the outcome. ^ ^ ^s^ f 

Cost Assumptions ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ , 
o MISO transmission expansion plan (MTEP) costs o f f P H j ^ u r a i h ^ ^ s i ^ n e w MlSO-related projects 

are approved prior to the DEO move to PJM. There is als^^ttg possibility that projects already approved 
are cancelled, potentially decreasing costs. MT^a: is ts may be-c^v^rable but the analysis 
conservatively does not assume that they a r ^ c o w r a b l e . ^ ^ 

o W K ^ K ^ ^ K ^ h ° s ^ could be above the a ^ ^ n t s agumed*\yhatleverage do we have to hold these 
C O S ^ t O ^ ^ B y ^ ^ ^ f c , . ^ ^ * ^ t f 

o NPV analysis is in 2104 dollars; the NPV in 2 1 ^ ^ 

Regulatory/Political Risk 
o The Indiana Utility R e g u l a t o r ^ ^ ^ i s s i o n (I 

impacts to future requests 

5*^. iction to this transaction fwith 

^ u s e (lypMISO is located in Indiana and has been supported by 
the lURC and, (2) they are j i r o t es t i i ^ ^ ^ ^ne rgy ' s transfer so a precedent has been set. The amount 
and impact of the IURC4;]g^ntial reaction^^nknown. 
Relationship with M l ^ ^ 

Accounting ^̂ . 
o The MISO e x i t ^ ^ o f 

recorded in C^OXX, 
information nee' 
the Ohi^ransmissio 

Approval 
o Cdnsi 

/Ttf̂ Gcmripie 

Ni^Sg* 

MISO transmission expansion fee of iwill likely be 
ke signs an agreement with PJM. This agreement would include 

articipate in the May 2011 auction that will formally obligate Duke to transfer 
0TJM. 

,^e given to revisiting the project status and economics once the regulatory process 
prior to commitment to the transaction in 201L 

Pagel 
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Clieot Privilege. 

Objection. This request seeks infomia t i^^^^^g^ umer J ie doctnnes of attorney client 
privilege and attorney woric product as well as i ^ ^ ^ ^ ^ n , ^ ^ is proprietary and trade secret. 
Without waiving said objection, pleas^{$€S^SGslloi 

ARY TRADE SECRET 

Attachment 
executive mmagem^i 

lapcr ]^lemo to executive management 
rted for Attorney Work ProducI/ Attorney 

Attachment I£U-SUJP^^£pD-€l^Q|DS^^AtppeDdix to Whitepaper- background dcwument-
Redacfed for a t t o ^ ^ ^ r i c P r o d ^ ^ ^ t o m ^ Client Privilege 

ll-0D5(c): Key Assumptions Documeqt presented to 
tacted for Attorney Work Product/ Attorney Client Privilege 

Attachment "1EU-SUPP-F^M)I-005(d): Power Point Presentation to executive 
manaj^mn^^n^^uiz ing/RTO real^raent Redacted for Attorn^ Work Product/ 
Al 

Attachinil^U-SUPF-FOD-01-005 (e): PJM's Ana^^hi of RTO Congestion 

I^^FP-POD-01-005 (f): RPM Sensitivity Analysis 

l£U-SUPP-POI>-01-005(g): 3ase Case W2012 Discount Whitepaper Support 



Attachment IEU-SUPP-POD-01-005(h): Base Case W2012 Discount Whitepaper Sa|lpi| 
r l Final 

Attachment IEU-SUPP-POD-01-005(i): Hbtorical LMP Data 

Attachment IEU-SUPP-POD-01-005 (j): Wood Mackenzie Duke F n n d ^ n t a 

Attachment IEU-SUPP-PQD-01-005 (k): EniaU 

See Also Attachment I to OCC-INT-02-OIO CONFIDE]>niAL 

PERSON RESPONSIBLE: Charles R Whitlock 
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Coundl, Donna T 
Tuesday. May ia. 2010 Q:03 AM 
Banett. Lee E; Whitlock. Chuck 
Fw: Electronic Approval Requested - DE Ohto Transmission Assetlrani 

. # 

7 

From: Rogers, Jim 
To; Coundl, Donna T 
Cc Cunenoe, Kathy K; Trent, Keith 
Sent: Tue May 18 08:52:49 2010 
Sufaiject: RE: Electronic Approval Requested - DE Ohk) Transmission Asset tiansfef 

7 

I approve. 

From: Coundl, Donna T 
Sent: Monday, May 17,2010 9:48 AM 
To; Rogers, Jim 
Cc: Cunence, Kathy K 
Subjecb Electronic Approval Requested - DE OhfoTrai 

Jim: Last week the TRC a pproved the transition of the Oul 
effiective January 1, 2012. The proposal to move these assets ti 
2010 for a June 1^2014 effective date. As a quiduiuafflaiJEU. add 
initial approval 
incorporates Intelligence received from tiie t^Jlts o f theTt^^^rgy adcttorTon 

lo transgji^sion assets from MISO to PJM, 
tly presented and approved In February 

rrnation has become available since the 

Attached are the docurnents reviewed by 
2012 date; however In iheTRC nteetlr^the 
1,2012 to align with the expiration ̂ je^ESP and 

ijunctlo^ith this transaction. The presentation reflects June 1, 
[ ^ n w ^ made to move the partkdpatbn date back to January 

ental capacity i 
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May 20 2010 JuHeJansonGftukB-msw-vm 

5^. John Bear 
President and Chief Executive Officer 
Midwest Indejsendent Transmission System Operator, Inc. 
720 Center city Drive 
Caimel, Indiana 46032-2&66 

RE: Notice of Withdrawal of Ouko Eneroy Ohio, Inc. mna Duke Energy Kentucky, Inc. 

Dear Mr. Bear 

Duke Energy Ohio, Inc. and Duke Energy Kentucky, Inc. (the "Companies^ notify you of their 
unent to withdraw their transmission fadlities from the M k ^ ^ 
December 31,2011. This notice Is provkM under Article Five. Section I of the Agre^nent of 
the Transmission Facilities Osfvners to Organize the Mklwest Independent Transmission System 
Operator, Ina (t̂ re Transmission Owners Agreement*). 

The Companies Intend to integrate Into P M InterconnecSon, LL.C. effective January 1,2012. 
We request that you post this notice on the Midwest ISO OASIS and the Mkiwest ISO website 
to ensure that transmissk)n customers are avirare of i t 

Representatives of the Companies will contact your slaff shortly regarding discusstons required 
t>y various provisions of the Transmissran Owners Agreement. In the meantime, please feel 
free to contact Jim Gainer, Vice Presklent, Federal Regulatory PoBcy, Duke Energy 
Corporatton, at 704-382-5S1S with any questtons. 

S i n c e r ^ -

Ululia SMansdA 

cc: Stephen Kozey (Vice President, General Counsel & Secretary Midwest ISO] 
JoAnn Thompson (Chair, Mklwest ISO Transmission Owners) 

www.ttuko.ene^.com 

http://www.ttuko.ene%5e.com

