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1 which covers June 1 of each year to May 31 of the next year. The proposed ESP 

2 extends to May 31, 2021, and has nine periods, covering nine years and five 

3 months. However, in some cases, I report results annually. 

EXHIBIT D 
Schedule of Proposed ESP 

Period Definition 
1 January 2012, to May 31, 2013 
2 June 1,2013, to May 31, 2014 
3 June 1,2014, to May 31, 2015 
4 June 1,2015, to May 31, 2016 
5 June 1,2016, to May 31, 2017 
6 June 1,2017, to May 31, 2018 
7 June 1,2018, to May 31, 2019 
8 June 1,2019, to May 31, 2020 
9 June 1, 2020, to May 31, 2021 

4 Q. WHAT ARE THE IMPLICATIONS OF THIS SCHEDULE, IN TERMS OF 

5 FORECASTING PRICES? 

6 A. One implication is that the period extends beyond the period for which forward 

7 prices from ICE and PJM are available. Hence, as discussed later, I present a 

8 computer model-based forecast to supplement ICE forward prices. This 

9 projection is based on a detailed analysis of supply and demand fundamentals. 

10 Q, HOW DOES THE AUCTION PROCESS WORK? 

11 A. As discussed by witness Lee in his testimony, Duke Energy Ohio will conduct a 

12 series of wholesale auctions that are designed to obtain the SSO energy and 

13 ancillary service requirements. Hence, the market component of the SSO price 

14 would be the auction price. 

15 Q. WHAT IS AUCTIONED OFF? 
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A. 

Q. 

A. 

Q. 

A. 

Duke Energy Ohio would auction off a "slice of system" energy and ancillary 

needs generally for one, two, or three years of SSO service.''' The goal is to have 

competitive procurement for energy, which is the largest portion of market prices 

for power, and to have frequent price updating of a significant portion of the load. 

The auctions generally would be staggered so that, each year, a third of the load 

was being sourced from auction winners from 3, 2, and 1 years prior. 

HOW WILL THE AUCTIONS BE CONDUCTED? 

As described in the Direct Testimony of Robert J. Lee and James S. Northrup, the 

auction process will involve an Auction Manager who is independent of the 

company. 

WHAT PRODUCTS AND SERVICES WILL THE AUCTION WINNER BE 

RESPONSIBLE FOR? 

The auction winner will be bidding for a slice or "franche" of the Company's total 

retail energy load and will be responsible for assuring that the cost of serving up 

to 100% of that tranche is at the winner's bid price in $/MWh of load served in a 

given period. The costs of serving this load include primarily energy purchases 

from the PJM energy market or, to the extent suppliers are relying on owned 

generation, the supplier's cost of serving the load will be dependent on the cost of 

goods sold (e.g., fuel, emission allowances, etc.) for supplier's generation. The 

suppliers' costs of serving this load will not include capacity purchases from 

PJM's forward capacity market. Duke Energy Ohio is responsible for meeting the 

PJM capacity requirement for entire retail load. The winner must also cover 3 

''' See Attachment B to the Application for the Proposed Bid Timeline and Schedule. 
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1 smaller cost items, such as ancillary services needed to supply the load, and other 

2 items shown in Exhibit E. 

EXHIBIT E 
Components of the Auction Winner's Responsibility 

SSO Auction 
Energy Yes 
Capacity No 
Ancillary Services Yes 
NITS, RTEP, MTEP^'' No 
PJM Market-Based Charges* '̂ Yes 
Losses Yes 

Note: (1) Generally,, those costs that will be recovered in the Company's 
approved Base Transmission Rider (Rider BTR). 

(2) Generally, those costs billed from PJM not recovered in Rider 
BTR. 

IV.2 FORECAST OF PROPOSED ESP PRICES 

3 Q. WHAT IS THE FORECAST OF PRICES UNDER THE PROPOSED ESP? 

4 A. Duke Energy Ohio forecasts that proposed ESP prices will start at 7.98 (i/kWh in 

5 2012. By 2021, prices will be ^ H (ii/kWh. Thus, proposed ESP prices will 

6 increase I percent per year (Exhibit F-1). On average the price is J U 0/kWh. 
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Year 

2012 
2013 
2014 
2015 
2016 
2017 
2018 
2019 
2020 
2021 

Average 
2012-
2016 

Average 
2012-
2021 

EXHIBIT F-1 
Proposed ESP Price ()</kWh) 

o •. o ^^. f Net Retail Capacity Percent of „ ., "̂«'' '̂-̂  ?c ^ 
Margin " 

2.77 0.70 2.06 5.91 2.60 1.25 1.36 6.38 
2.92 1.47 1.46 6.94 
3.17 1.82 1.34 7.59 • • • • H • I M • 1 H • 1 • H H I H 1 • • • • • 

3.25 1.63 1.63 • 

Proposed 
ESP Price 

7.98 
7.74 
8.40 
8.93 • • • • • • 
•i 

Source: Duke Energy Ohio 
^ Uses AD Hub forwards from 2012 to 2015. Post-2015 is ICF forecast. The 
retail elecfrical energy price does not include the capacity component. See 
later discussion. Source: ICE and ICF International 

1 Q. WHAT ARE THE COMPONENTS OF PROPOSED ESP PRICES? 

2 A. The components of the proposed ESP prices are: (1) the capacity charge; (2) 76 

3 percent of net energy sales margins, which are deducted from the capacity charge 

4 to obtain the net capacity charge; (3) the net capacity charge; and (4) the auction 

5 results for retail elecfrical energy. On average, the 2012 - 2021 capacity charge is 

6 30.6 percent of the total price under the proposed ESP, but the net capacity charge 

7 is 15 percent of the total proposed ESP price. During the 2012 to 2021 period, the 

8 energy price is | percent of the total price under the proposed ESP. The net 

9 capacity charge is only 15 percent of total proposed price, i.e., half the capacity 
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1 charge because 76 percent of the energy margin is 15 percent of the total proposed 

2 ESP price, i.e., 30-15 = 15 percent. In other words, 76 percent of the energy 

3 margin decreases the capacity charge by half 

4 Q. WHAT ARE THE TRENDS IN THE COMPONENTS? 

5 A. Between 2012 and 2021, the capacity charge is growing at an average rate of 3.7 

6 percent per year, but the net capacity charge is increasing only modestly. This is 

7 because the energy margin increases between 2012 and 2021 at an average of 13 

8 percent per year. Even though the net capacity charge is increasing only at 1.0 

9 percent per year, on net, the total proposed SSO price grows because the electrical 

10 energy price is larger and growing | percent per year on average. The energy 

11 margin stops growing between 2017 and 2021, in part due to an assumed federal 

12 CO2 program. Were this program not to be implemented, electrical prices would 

13 be lower, but net margins would be higher. 

14 Q. HOW WAS THIS FORECAST DEVELOPED? 

15 A. The retail energy price is converted from the forward and forecast wholesale 

16 electrical energy prices based on a set of formulas. This is discussed in a later 

17 section. The margin is based on analysis by Duke Energy Ohio, using forward 

18 and forecast wholesale prices. This forecast was prepared by Duke Energy Ohio 

19 with input from ICF on market prices in the post-2015 years, i.e., largely post-

20 2015. 

21 Q. WHAT HAPPENS IF THE 5 PERCENT OF NET MARGINS DEVOTED 

22 TO BENEFIT ECONOMIC DEVELOPMENT IS TREATED THE SAME 
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AS THE 76 PERCENT USED TO BENEFIT CUSTOMERS VIA LOWER 

2 RATES? 

3 A. Exhibits F-1 and F-2 show that the proposed ESP price falls from | I (zi/kWh to 

4 ^ ^ 1 0/kWh over the 2012 to 2021 period. In the first five years, the proposed 

5 ESP price decreases by 0.09 jii/kWh. 

Year 

2012 
2013 
2014 
2015 
2016 
2017 
2018 
2019 
2020 
2021 

Average 
2012-
2016 

Average 
2012-
2021 

Capacity 
Charge' 

2.77 
2.60 
2.92 
3.17 • • • • • • 
m 
3.25 

EXHIBIT F-2 
Proposed ESP Price (jii/kWh) 

5 Percent Net 

''SeTgy ?f^"^^?J ^^P '̂̂ '̂ r 
MargW M^'-g" ^ ^ ' ' ^ ' 

0.70 0.05 2.01 
1.25 0.08 1.27 
1.47 0.10 1.36 
1.82 0.12 1.22 • • • H H H H H H H H H H H H • • • 
• • • 
1.63 0.11 1.52 

Retail 
Energy 
Price 

5.91 
6.38 
6.94 
7.59 • • • • • • 
^1 

• 

Proposed 
ESP Price 

7.93 
7.66 
8.30 
8.81 • • • • • • 
1̂ 

H 
Source: Duke Energy Ohio 

^ The additional 5 percent accounts for economic development; 4 percent for 
customers and 1 percent for the Company. 
' Uses AD Hub forwards from 2012 to 2015. Post-2015 is ICF forecast. The retail 
elecfrical energy price does not include the capacity component. Source: ICE and 
ICF International. 
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V. WHOLESALE POWER PRICE PROJECTION 

V.l INTRODUCTION 

1 Q, HOW IS THIS SECTION ORGANIZED? 

2 A. This section has five subsections. The first describes the organization of this 

3 section. The second subsection briefly discusses recent wholesale power prices, 

4 and the history of wholesale prices in the Duke Energy Ohio marketplace. The 

5 third presents recent forward prices for wholesale delivery, covering 2012 to 

6 2015. These prices are observable forward prices available from ICE and/or PJM. 

7 The fourth subsection presents ICF's forecast of wholesale power prices, which is 

8 based on computer modeling of the North American power grid supply and 

9 demand fundamentals. This forecast is used for the 2016-2021 period (see 

10 Exhibit G). The fifth subsection discusses the forecasting approach. 

EXHIBIT G 
Power Price Forecast Bases 

Period Energy 
January 1, 2012 - May 31, 

2013 
June 1,2013-May 31, 

2014 
Junel,2014-May31, 

2015 
June 1,2015-May 31, 

2016 

ICE 

ICE 

ICE 

ICE, ICF Forecast 

Capacity 

PJM RPM Auction' 

PJM RPM Auction' 

PJM RPM Auction' 

PJM RPM Auction', ICF 
Forecast 

June I,2016-May31, 
2017 ICF Forecast ICF Forecast 

June 1,2017-May 31, 
2018 

ICF Forecast ICF Forecast 

June 1,2018-May 31, 
2019 

ICF Forecast ICF Forecast 

June 1,2019-May 31, 
2020 ICF Forecast ICF Forecast 

June 1,2020-May 31, 
2021 ICF Forecast ICF Forecast 

Base Residual Auction 
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V.2 CURRENT WHOLESALE POWER MARKET CONDITIONS 

1 Q. WHAT ARE CURRENT WHOLESALE SPOT POWER PRICES IN THE 

2 DUKE ENERGY OHIO ZONE? 

3 A. In 2010, wholesale spot power prices were $34.8/MWh in nominal dollars for all-

4 hours supply. This particular measure is for all-hours Cinergy Hub spot market 

5 (day ahead Midwest ISO LMP) electrical energy purchases. Over a recent 12 

6 month" period, prices were $35.3/MWh in nominal dollars. Note, Cinergy Hub 

7 prices have been very similar historically to Midwest ISO CG&E zonal prices. 

8 Q. HOW DO THE WHOLESALE ELECTRICAL SPOT ENERGY PRICES 

9 COMPARE TO HISTORICAL NOMINAL PRICES? 

10 A. Historical nominal all-hours prices are shown in Exhibit H (left column). Current 

11 all-hours prices of $35.7/MWh (2011 YTD through April) are approximately 

12 $15/MWh below the record of approximately $51/MWh in 2008. 

13 Q. HOW DO THESE PRICES COMPARE TO HISTORICAL REAL (Le., 

14 INFLATION ADJUSTED) PRICES? 

15 A. May 2010 to April 2011 average prices are below the 1997-2011 YTD average, 

16 expressed in real 2010 dollars, by 9 percent; $35.0/MWh versus the long term 

17 average of $38.6/MWh (see Exhibits H and I). In 2009, prices were $29.8/MWh 

18 in real 2010 dollars. In only two years since 1998 were prices lower than 2009 

19 prices. The 2009 price was 46 percent lower than in 1998 when the market price 

20 was at a record level (in real dollars). 

" Source: Midwest ISO. The 12 months are May 2010 to April 2011. 
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EXHIBIT H 
Historical Wholesale Power Spot Prices - Cinergy Hub Delivery 

All-Hours Wholesale Spot Price' 
scenano 

1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2008 
2009 
2010 

2011 YTD^ 
1997-2011 YTD 

Average 

Nominal $/MWh 
18.0 
42.3 
38.2 
27.0 
26.1 
20.1 
24.5 
33.1 
48.7 
40.4 
46.1 
50.7 
29.5 
34.8 
35.7 

34.4 

2010 $/MWh^ 
23.6 
54.7 
48.7 
33.7 
31.9 
24.1 
28.8 
37.9 
53.9 
43.3 
48.0 
51.7 
29.8 
34.8 
34.9 

38.6 

'Source: Spot prices shown for 1997 - 2011 YTD. 
^ 2011 YTD is through April 2011. 1997-2003 (Power Market Week), 2004-
2005 (Platts' Megawatt Daily), 2006-2011 price data are from Midwest ISO for 
Cinergy Hub. 
^ Post-2010 inflation is assumed to be 2.5%. 
Notes: 1997-2001, spot off-peak power prices were not available; the prices for 
these years were estimated based on the 2002 monthly off-peak price shape. In 
turn, the all-hours prices were derived based on peak- and off-peak prices. 

1 Q. HOW WOULD YOU CHARACTERIZE THE WHOLESALE 

2 ELECTRICAL ENERGY MARKET? 

3 A. The wholesale electrical energy market is liquid and well developed. However, 

4 prices can be extremely volatile compared to other commodity markets. Between 

5 2008 and 2009, prices decreased 42 percent in nominal terms. Between 2003 and 

6 2005, prices increased 99 percent in nominal terms. In real dollars, the standard 

7 deviation of annual prices is 28 percent of the average. 
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EXHIBIT I 
Historical All-Hours Wholesale Spot Price Cinergy Hub (2010 $/MWh) 

• 1 Std. OCT.: S49.3/MWh 

SO 

§ 3 0 
8 

Std, D«v.: $10.S/MWh • 

-1 Srt. Oev,: S28.0/MWh 

% \ \ % % % \ % % % % \ \ \ % 
— A H Hours Spot Prtc® —1997-2011 YTD Average Spot 

Sources: Spot prices shown for 1997-2011 YTD through April 2011. 1997-2011 spot 
prices are based on a 5x16 peak definition. 

1 Q. WHY ARE CURRENT WHOLESALE ELECTRICAL ENERGY PRICES 

2 LOWER THAN THE AVERAGE IN REAL TERMS? 

3 A. There are four very important factors. 

4 • Demand - The recent recession lowered electricity demand. Electrical 

5 energy sales in 2009 in the U.S. were approximately 5 percent lower than 

6 sales in 2007. This is one of the largest decreases on record since World 

7 War II. While Midwest U.S. demand recovered in 2010 from 2009 lows, 

8 it was still below 2007 levels, and even still below the expectation for 

9 2010 held in 2007 before the recession. 

10 • Natural Gas Prices - Second, natural gas prices are low. Henry Hub 

11 natural gas prices in 2009 were $3.96/MMBtu in 2010 dollars, which was 
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1 the lowest price of any year in real dollars since 2000. In 2010, Henry 

2 Hub prices were $4.37/MMBtu and $4.08 for 2011 YTD through April. 

3 These low natural gas prices are in part due to the recession and in part 

4 reflect improved supply. Lower natural gas prices also tend to correlate 

5 with lower coal prices and vice versa. 

6 • Demand and Electrical Energy Prices - Third, lower demand also 

7 lowers the price of electrical energy. Specifically, lower demand 

8 decreases the number of hours that natural gas power plants are needed to 

9 operate. This lowers the number of hours in which the marginal price 

10 setting unit is higher priced natural gas fired units rather than lower cost 

11 coal fired units. 

12 • Environmental Regulations - Fourth, changes in environmental 

13 regulations have lowered the variable cost of generating electrical energy 

14 using existing coal plants, all else equal. Notably, SO2 allowance prices 

15 are now close to zero. 

16 Q. DO THESE PRICES INCLUDE THE PRICE OF A CAPACITY 

17 PRODUCT? 

18 A. No. 

19 Q. WHAT HAS BEEN THE RECENT HISTORY OF PJM CAPACITY 

20 PRICES? 

21 A. Over the recent historical period, the PJM capacity price has been volatile. The 

22 RTO PJM capacity price for delivery in June 1, 2010, to May 31, 2011, was 

23 $63.6/kW-yr. In the May 2010 auction conducted by PJM for 2013/2014 
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1 delivery, the RTO PJM capacity price was $10/kW-yr. Duke Energy Ohio is 

2 transferring from Midwest ISO to PJM. The capacity price in Midwest ISO has 

3 also been low. However, the Midwest ISO capacity market has a monthly short-

4 term market sfructure that has not involved large volumes and that is in the 

5 process of being changed. 

6 Q. WHAT ARE THE LATEST DEVELOPMENTS IN THE PJM CAPACITY 

7 MARKET? 

8 A. On May 13, 2011, PJM announced that the RTO capacity prices increased from 

9 $ 10/kW-year for June 1, 2013, to May 31, 2014, delivery to $46/kW-year for June 

10 1, 2014, to May 31, 2015, delivery.' * This was a 3 60 percent increase. 

11 Q. WHY DID THE PJM CAPACITY PRICE INCREASE? 

12 A. The increase in capacity prices reflects several factors. They include rising 

13 demand, which is decreasing excess capacity; the high costs of new power plants; 

14 changes in fransmission; and the high costs of maintaining existing unscrubbed 

15 coal plants due to tightening environmental regulations. Note, with one 

16 exception, all Duke Energy Ohio coal capacity is already scrubbed, mitigating the 

17 cost impacts of many new environmental regulations. 

V.3 2012 TO 2015 PRICE FORECAST BASED ON OBSERVABLE FORWARDS 

18 Q. WHY ARE YOU REPORTING 2012 TO 2015 PRICES SEPARATELY? 

19 A. This is the period for which observable forwards exist and it is useful to 

20 distinguish the two sources of my forecast: forwards and computer projections. 

21 However, both show a frend of increasing wholesale power prices. 

" UCAP. The price is for UCAP or unforced capacity. In PJM, UCAP capacity is less than installed 
capacity on average by approximately 6.25 percent. 
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1 Q. WHAT FORWARD PRICES ARE YOU USING? 

2 A. I am using the forward price for the PJM AD Hub. Duke Energy Ohio received 

3 approval to join PJM in May 2011. The PJM AD Hub price covers American 

4 Elecfric Power (AEP) and Dayton Power and Light nodes in Ohio and Michigan. 

5 Duke Energy Ohio power plants are generally co-owned with Dayton Power and 

6 Light and AEP and, therefore, are generally in the PJM AD Hub. Note, the PJM 

7 AD Hub prices are only available since October 2004. Also, Duke Energy Ohio 

8 only joins PJM starting January 1, 2012. Therefore, as shown above, I use 

9 Cinergy Hub for historical data. 

10 Q. WHAT IS THE FORECAST FOR FUTURE WHOLESALE ELECTRICAL 

11 ENERGY PRICES FOR 2012 TO 2015? 

12 A. The forecast for all-hours wholesale electrical energy prices is $38.5/MWh, 

13 $41.2/MWh, $44.5/MWh, and $48.8/MWh (nominal dollars) for 2012, 2013, 

14 2014, and 2015, respectively. The forecast is shown in Exhibits J and K. The 

15 price increases 7 percent in 2013, 8 percent in 2014, and 10 percent in 2015. 

16 2015 prices are cumulatively 27 percent above 2012 prices. Exhibit K shows the 

17 same prices by time of day. Exhibits L and M compare the forecast to historical 

18 prices. 
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EXHIBIT J 
Wholesale Power Prices - All-Hours (Nominal$/MWh) 
Wholesale Power „ _ . 

Pnces Price 
2009 
2010 

Last 12 Months' 
2012 
2013 
2014 
2015 

Average 2012 to 
2015 

Lyy^. 

Historical 
Historical 
Historical 
Forwards 
Forwards 
Forwards 
Forwards 

N/A 

29.5 
34.8 
35.3 
38.5 
41.2 
44.5 
48.8 

43.2 

Source: Midwest-ISO LMP for 2009-2010 and last 12 
months. AD Hub ICE forwards for 2012-2015 fraded from 
November 2010 to April 2011. 
' May 2010 to April 2011 average. 

EXHIBIT K 
AD Hub Wholesale All-Hours Energy Prices - 2011 to 2015 

(Nominal $/MWh) 

Year 

2011^ 

2012^ 

2013' 

2014' 

2015' 

2012-2015 
Average 

Source 

ICE 
Forward 

ICE 
Forward 

ICE 
Forward 

ICE 
Forward 

ICE 
Forward 

ICE 
Forward 

All Hours 

36.3 

38.5 

41.2 

44.5 

48.8 

43.2 

1 
On-Peak 

42.1 

44.7 

47.4 

50.6 

53.7 

49.1 

Off-Peak 

31.1 

33.0 

35.6 

38.9 

44.3 

37.9 

5X16 
• Forwards for 2011-2015 traded from November 2010 to April 2011. 
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EXHIBIT L 
Wholesale All-Hours Energy Prices -1997 to 2015 

' V ^ % \ , % , % % > % % % • % • % > % • % , ^ % % % % ^ % % • 

Historical Cinergy Hub. Forecast AD Hub. 

EXHIBIT M 
Duke Energy Ohio Zonal Energy Price Historical and Projections - 2007 to 2015' 

Source 

Historical 
Historical 
Historical 
Historical 

Historical 

ICE Forward 
ICE Forward 
ICE Forward 
ICE Forward 
ICE Forward 

Average 

Year 

2007 

2008 

2009 
2010 

2007-2010 
Average 

2011 
2012 
2013 
2014 
2015 

2012-2015 

ICF Base Case 
All-Hours 

Energy Price 
(2010$/MWh) 

48.0 

51.7 
29.8 
34.8 

41.1 

35.5 
36.7 
38.3 
40.3 

43.1 
39.6 

On-Peak 
Energy Price 
(2010$/MWh) 

62.4 
67.0 
35.3 
41.9 

51.7 

41.1 
42.5 
44.0 

45.8 
47.4 

44.9 

Off-Peak 
Energy Price 
(2010$/MWh) 

34.8 
37.7 

24.7 

28.3 

31.4 

30.3 

31.4 
33.1 
35.2 
39.2 
34.7 

Historical Cinergy Hub. Forecast AD Hub. 

1 Q. WHAT IS THE BASIS FOR THE 2012 TO 2015 PROJECTION OF 

2 WHOLESALE POWER PRICES? 
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1 A. The 2012 to 2015 prices reflect the recent prices for forward delivery to the AD 

2 Hub in this period. For example, the 2012 price is the average price of 

3 fransactions over the six months of November 2010 to April 2011 from ICE, the 

4 Inter-Continental Exchange, at the AD Hub for delivery in 2012 of wholesale 

5 power. Thus, this is an observable set of prices." 

6 Q. DOES THE WHOLESALE PRICE FORECAST INCLUDE ANCILLARY 

7 SERVICES? 

8 A. Yes. All forecasts include 2.5 percent premium on energy prices to account for 

PJM ancillary services. 

WHAT DO THE FORWARDS INDICATE? 

The forward market signals market expectations of rising wholesale power prices 

starting in 2012. As noted, 2015 prices are 27 percent higher than 2012 prices in 

nominal terms. 

WERE FORWARDS AVAILABLE AFTER 2015? 

No. 

WHAT IS THE BASIS FOR THE 2012 TO 2015 CAPACITY PRICE 

PROJECTION? 

The January 2012 to May 31, 2015, price for capacity is based on the PJM 

forward capacity price. This is also an observable price. As discussed below, the 

capacity price forecast for 2015 is composed of observable prices for January 

through May 31, 2015, and ICF's forecast for this price for the last seven months 

of 2015. The 2015 forward price for capacity is based on ICF's forecast because 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

Q. 

A. 

Q. 

A. 

Q. 

A. 

" These prices are available for monthly delivery, but traded daily. 
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1 the PJM forward market price for capacity is not available for the last 7 months of 

2 2015 and will not be available until Spring 2012. 

3 Q. WHAT ARE THE PROJECTED CAPACITY PRICES? 

4 A. The PJM capacity market is a required forward market and is referred to as the 

5 Reliability Pricing Model (RPM) capacity market. The next RPM Auction is for 

6 summer 2015 through May 31, 2016, supply and will be held in May 2012. 

7 Q. WHAT ARE YOUR CAPACITY PRICE PROJECTIONS? 

8 A. As noted, PJM capacity prices for January 1,2010, to May 31, 2015, reflect actual 

9 auction results, while 2015 reflects blending auction results and forecasts into 

10 calendar year results for the PJM RTO sub-region (see Exhibit N). 

EXHIBIT N 
PJM RPM RTO Capacity Prices ($/UCAP) 

Delivery Period Source Price (Nominal $/kW-yr) 
2009-2010 RPM 37.2 
2010-2011 RPM 63.6 
2011-2012 RPM 40.2 
2012-2013 RPM 6.0 
2013-2014 RPM 10.1 
2014-2015' RPM 46.0 

Average 2009-2015 33,9 
Source: PJM. The delivery period is from June 1 to May 31 of the following year. 
'The next RPM auction is June 1, 2015, to May 31, 2016, and will be held in May 
2012. 

11 Q. WHY ARE WHOLESALE POWER PRICES, BOTH ENERGY AND 

12 CAPACITY INCREASING BETWEEN 2009 AND 2015? 

13 A. The increase in wholesale power prices reflects: 

14 • Environmental Regulations - New environmental regulations including 

15 HAPs, CO2, ash disposal, cooling water, and other environmental 

16 regulations are expected to cause coal plant retirements, and to raise the 
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1 costs of existing coal power plants. This potential loss of capacity results 

2 in an increase in the value of existing capacity since buyers' next best 

3 altemative for securing capacity is new highly expensive new units. 

4 Energy prices can also rise due to added costs of operating existing coal 

5 plants. 

6 • Economic Recovery in the U.S. and PJM - The economic recovery in 

7 the U.S. supports elecfricity demand growth and natural gas prices. 

8 • Rising Electricity Demand - The growing demand for electricity 

9 contributes to the need for new capacity and hence a pronounced firming 

10 of capacity prices. In 2010, U.S. elecfricity sales in MWh increased 4.9 

11 percent relative to 2009. Rising electticity demand also raises elecfrical 

12 energy prices by increasing reliance on higher cost coal and natural gas 

13 power plants. 

14 • Rising Natural Gas Prices - Rising natural gas prices increase electric 

15 energy prices (see Exhibit O). 
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EXHIBIT O 
Henry Hub Natural Gas Prices ($/MMBtu) 

Year 
2005 
2006 
2007 
2008 
2009 
2010 

2011 YTD' 

2011 

2012 
2013 
2014 

Source 
Historical 
Historical 
Historical 
Historical 
Historical 
Historical 
Historical 

2011 YTD and NYMEX 
Futures' 

NYMEX Futures' 
NYMEX Futures' 
NYMEX Futures^ 

Real 2010$ 
9.81 
7.20 
7.22 
9.00 
3.96 
4.37 
4.08 

4.28 

4.72 
4.91 
5.01 

Nominal 
8.87 
6.72 
6.94 
8.84 
3.92 
4.37 
4.19 

4.38 

4.96 
5.28 
5.54 

2015 NYMEX Futures' 5.11 5.78 
Average 

2012-2015 
' 2011 YTD is through April, 2011. 
' Traded over the period November 2010 to April 2011. 
Source: Bloomberg 

1 Q. ARE THERE OTHER STUDIES INDICATING POTENTIAL FOR PRICE 

2 INCREASES DUE TO ENVIRONMENTAL REGULATIONS? 

3 A. Yes. A recent NERC study of environmental regulations concluded: 

4 Based on the assessment's assumptions, the greatest risk to 
5 Planning Reserve Margins occurs in 2015 for the Combined EPA 
6 Regulation Scenario. The overall total impact could make 46-76 
7 GW of existing capacity "economically vulnerable" for retirement 
8 or derating by 2015. Additionally, the scenario cases assessed in 
9 this report indicate capacity reductions evident as early as 2013, 

10 resulting from the retirements of coal-fired plants and derate 
11 effects associated with plant refrofits. Impacts to Planning Reserve 
12 Margins can occur during the next four to eight years that could 
13 reduce bulk power system reliability, unless additional resources 
14 are constructed or acquired. It is essential that projected 
15 Conceptual supply resources be developed as one source of 
16 capacity replacement. 

17 The results of this assessment show a significant impact to 
18 reliability should the four potential EPA rules be implemented as 
19 assumed in this assessment. Impacts to both bulk power system 
20 planning and operations may cause serious concems unless prompt 
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1 industry action is taken. Planning Reserve Margins appear to be 
2 significantly impacted, deteriorating resource adequacy in a 
3 majority of the NERC Regions/sub-regions. Additionally, 
4 considerable operational challenges will exist in managing, 
5 coordinating, and scheduling an industry-wide environmental 

6 confrol refrofit effort.'* 

V.4 POST-2015 PRICE FORECASTS 

WHY IS A MODELING-BASED PRICE FORECAST NEEDED? 

A forecast is needed because ICE and PJM forwards are not available after 2015. 

WHAT ZONE ARE YOU MODELING? 

I am modeling the Duke Energy Ohio hub prices in Ohio {i.e., the former CG&E 

territory). I also provide to Duke Energy Ohio an AD hub price for use in 

determining energy margins for Duke Energy Ohio power plants. Unless 

otherwise noted, I am referring to the Duke Energy Ohio hub prices. 

WHAT IS YOUR FORECAST OF WHOLESALE ELECTRICAL 

ENERGY PRICES FOR YEARS AFTER 2015? 

My forecast indicates that wholesale electrical energy prices will continue to rise 

after 2015. Between 2015 and 2021, all-hours electrical energy prices increase 

from S48.8/MWh to S^J/MWh in nominal dollars (see Exhibits P and Q). 

Between 2015 and 2021, the wholesale electrical energy prices rise by an 

additional | percent on top of the increases to 2015 discussed earlier. The 

cumulative all-hours 2012 to 2021 electrical energy price increase is ^ | percent 

in nominal dollars. 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

Q. 

A. 

Q. 

A. 

Q. 

A. 

" NERC North American Electric Reliability Corporation, 2010 Special Reliabihty Scenario Assessment: 
Resource Adequacy Impacts of Potential U.S. Environmental Regulations, pages 41-42, October 2010. 
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EXHIBIT P 
Base Case - Wholesale All-Hours Electrical Energy Prices - 2012 to 2021^ 

Year' 

2012 

2013 

2014 

2015 

2016 

2017 

2018 

2019 

2020 

2021 

Average 
2012-2015 

Average 
2016-2021 

Average 
2012 - 2021 

Source 

ICE Forward 

ICE Forward 

ICE Forward 

ICE Forward 

ICF Forecast 

ICF Forecast 

ICF Forecast 

ICF Forecast 

ICF Forecast 

ICF Forecast 

NA 

NA 

NA 

(Nominal $/MWh^ 

All Hours 

38.5 

41.2 

44.5 

48.8 

• 
• 
• 
• 
• 
• 
43.2 

• 
• 

On-Peak 

44.7 

47.4 

50.6 

53.7 

• 
•1 
• 
• 
• 
• 
49.1 

• 
• 

Off-Peak 

33.0 

35.6 

38.9 

44.3 

• 
• 
• 
• 
• 
• 
37.9 

• 
• 

On peak defined as 5 x 16 
'Simple averages of all fransactions from November 2010 through April 2011 for delivery 
in 2012 to 2015. 
^ ICE forwards for AD Hub. ICF forecast for the Duke Energy Ohio zone. 
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EXHIBIT Q 
Wholesale All-Hours Energy Prices - 1997 to 202l' 

%, % %, "% % % % % \ \ % % % 

' Historical Cinergy Hub. ICE forwards for AD Hub. 

1 Q. WHAT ARE YOUR ELECTRICAL ENERGY PRICE FORECASTS IN 

2 REAL 2010$? 

3 A. Elecfrical energy prices for all hours supply to Duke Energy Ohio increase from 

4 forward levels reaching $43.1/MWh in 2015 (in real 2010$), which is an increase 

5 of approximately $8/MWh over 2012. By 2021, prices are approximately 

6 $U/MWh in real 2010 dollars (see Exhibit R). Thus, the cumulative increase in 

7 real dollars from 2012 to 2021 is nearly | percent. 
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Period 

u 
•c s 

^r 
[ » 
w 
u 
u 
u 
o to 

1 

Source 

Historical 
Historical 
Historical 
Historical 

Historical 

ICE Forward 
ICE Forward 
ICE Forward 
ICE Forward 
ICF Forward 
ICF Forecast 
ICF Forecast 
ICF Forecast 
ICF Forecast 
ICF Forecast 
ICF Forecast 

Average 
Average 
Average 

EXHIBIT R 
Real Electrical Energy Prices - 2010$/MWh 

Year 

2007 
2008 
2009 
2010 

2007-2010 
Average 

2011 
2012 
2013 
2014 
2015 
2016 
2017 
2018 
2019 
2020 
2021 

2012 - 2021 
2012-2015 
2016-2021 

All-Hours 
Energy Price 
(2010$/MWh) 

48.0 
51.7 
29.8 
34.8 

41.1 

35.5 
36.7 
38.3 
40.3 
43.1 • • • B • • • 
39.6 • 

On-Peak 
Energy Price 
(2010$/MWh) 

62.4 
67.0 
35.3 
41.9 

51.7 

41.1 
42.5 
44.0 
45.8 
47.4 • • • • • • • 
44.9 • 

Off-Peak Energy 
Price 

(2010$/MWh) 
34.8 
37.7 
24.7 
28.3 

31.4 

30.3 
31.4 
33.1 
35.2 
39.2 

H • • m • • 
34.7 
•I 

Peak Definition: 5x16 Peak Hours, 5x8 + 2x24 Off-Peak Hours 
Historical Power Price: Cinergy Hub. Forward AD Hub 

1 Q. WHY ARE ELECTRICAL ENERGY PRICES RISING? 

2 A. There are several reasons for the increase in elecfrical energy after 2015. First, 

3 prices continue to increase after 2015 due to HAPS and other non-COi 

4 environmental regulations, which start in 2015. Environmental confrols result in 

5 significant coal retirements in this period and higher operating costs for existing 

6 coal units (e.g., high variable costs for using Dry Sorbent Injection). A large 

7 amount of coal capacity is projected to retire across the U.S. by 2020. The coal 

8 retirements and higher operating costs result in an increase in electrical energy 
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1 prices relative to 2010 prices. Second, the coal retirements increase the use of 

2 natural gas and natural gas power plants, raising electrical energy prices after 

3 2015. Third, growing elecfricity demand increases reliance on natural gas plants 

4 as the marginal price setting units. Fourth, there is a large price increase starting 

5 in 2018 because, in 2018 and thereafter, there is a $/ton CO2 adder that, for 

6 existing fossil power plants, further increases the costs of generating power. In 

7 the case of coal power plants, costs are increased by approximately $d/MWh in 

8 real dollars. 

WHAT IS THE SYSTEM IMPLIED HEAT RATE? 

The "system implied heat rate" is the ratio of power prices to natural gas prices. 

It is a convenient rule of thumb for describing power prices in relation to natural 

gas prices, and is not used in the modeling. 

WHAT DO YOU PROJECT FOR THIS METRIC? 

We project a surge in all-hours electrical energy prices separate from the impact 

of natural gas price increases and, hence, rising system implied heat rates (see 

Exhibit S). Between 2015 and 2018, prices rise due to environmental regulations, 

including CO2 confrol and federal HAPs and their associated costs. Note, 2016 

could be the first year with HAPs regulations fully in effect." The assumed 

national CO2 price in 2018, in real 2010 dollars, is $H/ton, which translates to 

roughly ^ | /MWh and ^/MWh impact on power prices when coal and natural 

gas combined cycle units are on the margin, respectively. This calculation 

assumes heat rates of 10,000 Btu/kWh and 7,000 Btu/kWh for coal and combined 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

Q. 

A. 

Q. 

A. 

HAPs regulations are expected to be finalized in November 2011. Comphance would be required by 
November 2014 unless a one year extension is given, which would delay the effect to November 2015. If 
this happens, the impact of HAPs is really only felt beginning in 2016. 
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1 cycle, respectively. Equivalentiy, at the ^/MMBtu natural gas price impact, this 

2 translates to a market implied heat rate increase of approximately ^ ^ | Btu/kWh 

3 and H i l l Btu/kWh for hours in which coal and natural gas combined cycles are 

4 on the margin, respectively. 
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Period 

1 
CO 

X 

o 
E 
o 

rrr-

IN 

W y 

EXHIBIT S 
Duke Energy Ohio Zonal Implied 

Year 

2007 
2008 
2009 
2010 

2007-2010 
Average 

2011 
2012 
2013 
2014 
2015 
2016 
2017 
2018 
2019 
2020 
2021 

2012-2015 
Average 

2016-2021 
Average 

2012-2021 
Average 

Heat Rate Projections 
ICF Base Case 

All-Hours IHR 
(Btu/kWh) 

6,498 
5,609 
7,096 
7,504 

6,677 

7,832 
7,378 
7,411 
7,623 
7,996 

m • • 9 • • 
7,602 

•1 

On-Peak IHR 
(Btu/kWh) 

8,446 
7,271 
8,428 
9,035 

8,295 

9,079 
8,552 
8,521 
8,675 
8,800 • • B m n B 
8,637 

1 ^ 

Off-Peak IHR 
(Btu/kWh) 

4,713 
4,090 
5,879 
6,111 

5,198 

6,699 
6,311 
6,401 
6,666 
7,265 • • • 
R • • 
6,661 

•1 

gas prices. Source: Midwest ISO and Bloomberg. 
ICE Forecast IHRs are calculated using ICE AD Hub forward prices for 2011-2015 

fraded from November 2010 to April 2011. Gas prices are DEO delivered prices. 
Source: ICE and Bloomberg. 
' ICF Forecast IHRs are calculated using DEO Zonal projected power prices and DEO 
delivered gas prices. Source: ICF International. 

1 Q. WHAT ARE YOUR CAPACITY PRICE FORECASTS? 

2 A. As noted, PJM capacity prices for January 1, 2010, to May 31, 2015, reflect actual 

3 auction results (blending auction year results into calendar year results) for the 
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1 PJM RTO sub-region. The capacity price variation across PJM sub-regions 

2 reflects the auction cleared prices for their respective Local Delivery Areas 

3 (LDAs). Projected PJM capacity price for 2015 to 2021 reflect a transition from 

4 auction pricing to our fundamentals-based projection on June 1, 2015. Demand 

5 growth and significant retirements of smaller, older, coal units, resulting from 

6 environment regulations offset, increases in demand-side management and energy 

7 efficiency. Starting on June 1, 2015, prices reflect ICF's projection of 

8 equilibrium in parts of PJM and the need for new capacity. It should be noted that 

9 the 2015 annual price is similar to the level of prices in the most recent PJM 

10 auction for June 1, 2014, to May 31, 2015, PJM zones because the forecast is very 

11 similar to the auction announced May 13, 2011. 

12 Q. WHY ARE CAPACITY PRICES INCREASING? 

13 A. They are increasing primarily due to the need to add new capacity, combined with 

14 the high capital costs of new capacity. This is, in turn, due to growing elecfricity 

15 demand and retirement of coal power plants. Prices are also rising due to general 

16 inflation (see Exhibit T). 
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EXHIBIT T 
PJM RPM RTO Capacity Prices - 2009 to 2021 

Delivery Period' 
2009-2010 
2010-2011 
2011-2012 
2012-2013 
2013-2014 

2014-2015 
2015' 
2016 
2017 
2018 
2019 
2020 
2021 

Average 2012-2015 
Average 2016-2021 

1 • ! - % -1 1 . • . . 

Source 
RPM 
RPM 
RPM 
RPM 
RPM 
RPM 

ICF Forecast 
ICF Forecast 
ICF Forecast 
ICF Forecast 
ICF Forecast 
ICF Forecast 
ICF Forecast 

Price (Nominal $/kW-yr) 
37.2 
63.6 
40.2 
6.0 

10.1 
46.0 • • • • • • • 
25.6 

Source: PJM and ICF 

1 Q, WHAT IS YOUR FORECAST FOR AD PJM HUB PRICES? 

2 A. In 2016-2021, all-hours AD PJM Hub prices are $0.2/MWh (in 2010$) above 

3 the average Duke Energy Ohio price. 

V.5 FORECASTING APPROACH 

4 Q. HOW WAS YOUR POST-2015 FORECAST DEVELOPED? 

5 A. I used the ICF proprietary IPM® Model to develop wholesale power market 

6 prices. This model is a widely used and accepted forecasting model based on 

7 supply and demand fundamentals. The model is used by the U.S. Environmental 

8 Protection Agency and is used extensively in private sector assignments. IPM® 

9 captures a detailed representation of all electric boilers and generators in the 

10 North America power markets. The model uses a linear optimization to 

11 simultaneously solve for all years power plant dispatch and fuel use, capacity 
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1 expansion, environmental refrofitting, modemization/re-powering, inter-regional 

2 transmission, electric energy and capacity prices, fuel prices, and emissions costs. 

3 The model captures the performance characteristics and limitations of 

4 conventional and unconventional generation technologies, including gas and 

5 steam turbines, combined cycle, co-generation, nuclear, hydro, wind, solar, and 

6 other renewables. Energy efficiency and demand side management programs are 

7 evaluated in an integrated framework with other resource options. IPM is also a 

8 dynamic model that optimizes capacity decisions over the entire planning period 

9 simultaneously. 

10 Q. WHAT ARE THE BASIC ASSUMPTIONS UNDERLYING THE POST 

11 2015 FORECAST OF WHOLESALE POWER PRICES? 

12 A. The forecast reflects the following assumptions: 

13 • The wholesale power market is competitive and efficient; 

14 • Wholesale power prices reflect the marginal costs of supply; 

15 • Supply decisions including entry and exit and dispatch will reflect the set 

16 of decisions that minimizes the discounted costs of meeting demand 

17 subject to need to meet demand over the 2016 to 2021 planning horizon; 

18 and 

19 • There is no shortage of supply once excess supply is eliminated by 

20 demand growth and retirements. 

21 Q. WHAT ARE THE KEY INPUT PARAMETERS IN YOUR MARKET 

22 PRICE FORECAST? 

JUDAH L. ROSE DIRECT 
57 



Duke Energy Ohio Late Filed Exhibit 6.1 
Newly Redacted Judah L. Rose Testimony 
Page 59 of 87 

1 A. The key assumptions'" include: 

2 • Natural Gas Prices - Natural gas prices are an important determinant of 

3 on-peak wholesale power prices in the Duke Energy Ohio market and will 

4 be increasingly important over time as a large portion of new capacity is 

5 natural gas-fired. However, in other hours, coal generation sets prices, 

6 particularly off-peak in Duke Energy Ohio zone. Exhibit U presents ICF's 

7 natural gas price forecast in real and nominal dollar terms. Natural gas 

8 prices over the last 12 months were $4.1/MMBtu (May 2010 through 

9 April 2011). Natural gas prices will rise in real terms by | percent per 

10 year in the 2015 to 2021 period, as measured at Henry Hub, or from 

11 $4.1/MMBtu over the last 12 months to $ B ^ M B t u in the 2015 to 2021 

12 period. Our approach to natural gas pricing reflects our view of the 

13 fundamentals of the market; specifically, natural gas prices are projected 

14 using ICF's Gas Market Model (GMM). GMM is a full supply/demand 

15 equilibrium model of the North American natural gas market. Our 

16 forecast is that the recent trend of low natural gas prices will continue. 

17 Our forecast for Henry Hub natural gas prices never exceeds ^^/MMBtu 

18 in 2010 dollars over the 2015 to 2021 period. In confrast, historically 

19 between 2000 and 2009 Henry Hub natural gas price had in one year 

20 exceeded $9/MMBtu in 2010 dollars (in 2005 in real 2010 dollars). 

21 Indeed, the lowest Henry Hub price in the 2005 to 2008 period in real 

22 2010 dollars was $7.20/MMBtu. Our view is that abundant natural gas 

23 supplies, particularly from the development of shale gas, will continue to 

' Based on ICF assumptions as of May 2011. 
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depress natural gas prices in the long term relative to average prices over 

the 2000 to 2010 period. If natural gas prices are higher than the ICF 

forecast, our power price forecast will be higher. 

EXHIBIT U 
Henry Hub Natural Gas Prices ($/MMBt 

Year 
2005 
2006 
2007 
2008 
2009 
2010 

2011 YTD' 

2011 

2012 
2013 
2014 
2015 

2016 

2017 
2018 
2019 
2020 
2021 

Average 2012-
2021 

Source 
Historical 
Historical 
Historical 
Historical 
Historical 
Historical 
Historical 
Average of 

Historical and 
NYMEX 
Futures'"' 

NYMEX Futures' 
NYMEX Futures^ 
NYMEX Futures' 
NYMEX Futures' 

Average of 
NYMEX Futures' 
and ICF Forecast 

ICF Forecast 
ICF Forecast 
ICF Forecast 
ICF Forecast 
ICF Forecast 
ICF Forecast 

Real 2010$ 
9.81 
7.20 
7.22 
9.00 
3.96 
4.37 
4.08 

4.28 

4.72 
4.91 
5.01 
5.11 

• 
• • • • • 

a) 
Nominal $ 

8.87 
6.72 
6.94 
8.84 
3.92 
4.37 
4.19 

4.38 

4.96 
5.28 
5.54 
5.78 

• 
• • • • • 

Traded over the period November 2010 to April 2011 
Source: Bloomberg 

4 

5 

6 

7 

Peak and Energy Demand — Projected peak and energy demand for PJM 

and Duke Energy Ohio for the 2011-2021 period are based on PJM's 2011 

forecast. Of the two, the PJM growth rate is more important for 

determining prices. PJM peak and energy are forecasted to grow at 1.9 
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1 percent per year in the near-term from 2011-2015. Electricity demand at 

2 peak will reflect average weather conditions and, in PJM for 2012 through 

3 2021, will grow 0.9 percent per year from 2011 levels on a weather 

4 normalized basis. This compares with the average growth rate between 

5 2000 and 2007 (the last year before the last recession) at a 1.4 percent per 

6 year rate. Duke Energy Ohio's growth is similar to PJM in the short-term, 

7 growing at about 1.9 percent from 2011-2015. Growth rates are before 

8 accounting for DSM levels. 

9 • Demand Resource - In PJM, Demand Resource is forecast to reach but 

10 not exceed 11.4 percent of the planning reserves of PJM. The PJM 

11 planning reserve margin is assumed to be 15.5 percent. 

12 • Environmental Regulations - The forecast assumes that there will be 

13 federal CO2 controls starting on January 1, 2018. The assumed program is 

14 a S/ton CO2 program implemented via regulations or other method. No 

15 such program currently exists and, if one is not implemented, wholesale 

16 power prices will be lower than forecast. The forecast also assumes that 

17 there will be command and control HAPS regulations by 2015 such that 

18 all U.S. coal-fired power plants are required to have SO2 scmbbers, 

19 activated carbon injection, and/or fabric filters with Dry Sorbent Injection 

20 (DSI). As will be discussed, the assumption of CO2 and HAPS regulations 

21 has important implications for natural gas prices and for the costs of fossil-

22 fuel generation in general. Future regulations governing SO2, NOx, coal 

23 ash and water cooling also become more stringent. 
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1 • Capital Costs for New Builds - New combined cycle plants are assumed 

2 to be available in 2015, approximately at ^ / j ^ W (2010$) in the Duke 

3 Energy Ohio region. In the forecast, the consfruction of new power plants 

4 does not have to be in the Duke Energy Ohio region, but in locations that 

5 allow PJM to meet its reliability targets. New simple-cycle units are 

6 assumed to have capital investment costs that are ^ ^ | percent lower 

7 relative to combined cycles, depending upon the region and year of build. 

8 New power plant costs vary by region as a function of variation in 

9 underlying labor and material costs, ambient conditions, local 

10 environmental regulations (to the extent applicable), etc. 

11 • Delivered Coal Prices - Delivered coal prices are projected to decrease 

12 I percent per year in real terms between 2014 and 2017; this metric is 

13 measured at the Duke Energy Ohio plants. 

VI. RETAIL MARKET PRICE PROJECTION 

VLl INTRODUCTION 

14 Q. HOW IS THIS SECTION ORGANIZED? 

15 A. The first subsection infroduces the retail pricing discussion. The second 

16 subsection summarizes the retail price forecasts. The third subsection describes 

17 the forecasts by customer class. The fourth subsection discusses the price 

18 forecasting approach. The fifth subsection discusses the components of the retail 

19 price. 

20 Q. HOW ARE RETAIL PRICES RELEVANT TO YOUR TESTIMONY? 
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1 A. They are relevant in two respects. First, retail market prices are used in 

2 determining the SSO prices under the MRO. In the first five MRO periods, the 

3 MRO price is a blend of the retail market price and the price under a continuation 

4 of the legacy ESP. By the end of the fifth period, the prices under the MRO equal 

5 the retail market prices. Second, the retail market price for electrical energy is a 

6 component of the price under the proposed ESP. Under the proposed ESP, the 

7 retail market price for elecfrical energy requirements is added to the non-

8 bypassable net capacity charge to obtain the total SSO generation service price. 

VI.2 SUMMARY OF RETAIL PRICE FORECASTS 

ARE RETAIL PRICES READILY OBSERVABLE IN A MANNER 

SIMILAR TO FORWARD WHOLESALE PRICES? 

No. ICE does not provide retail prices. There is no multi-year time series of 

historical retail prices that is available. Hence, I do not compare my retail price 

forecasts to historical retail prices. 

WHAT ARE THE RETAIL MARKET PRICES ESTIMATED FOR USE IN 

DETERMINING PRICES UNDER THE MRO? 

The estimated nominal retail market prices are shown below for 2012 - 2021, and 

average I H ^/kWh (see Exhibit V). In 2012, the average retail market price is 

6.14 jii/kWh. By 2015, retail prices are 47 percent higher than 2012 at 9.04 

S</kWh. The retail market prices increase primarily because of increasing 

wholesale electrical energy and capacity prices. In comparison, wholesale 

electrical energy and capacity prices in nominal dollars are 27 and 535 percent 

higher in 2015 versus 2012, respectively. In 2021, retail prices are higher than 
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1 2015 levels by [jg percent because the forward wholesale electrical energy and 

2 capacity prices are again higher than the 2015 level. 2012 to 2021 retail prices 

3 increase ^ | percent. In comparison, the 2012 to 2021 increase in wholesale all-

4 hours nominal electrical energy and the capacity component of retail prices are 

5 m and ̂ ^ | percent, respectively. 

EXHIBIT V 
Retail Market Price - Weighted Average of All Consumer Classes Based on AD 

Hub Price Curve (Nominal^/kWh)' 

Year 

2012 
2013 
2014 
2015 
2016 
2017 
2018 
2019 
2020 
2021 

Average 2012-2016 
Average'2012-2021 

Price 

6.14 
6.63 
7.87 
9.04 

^ H • • 
^ 
^ 
^ H 
^ H • m 

Cumulative Change 
From 2012 (%) 

N/A 
8% 

28% 
47% • • 

H 
^ 

N/A 
N/A 

Assumes no switching. 
Simple average. 

WHAT ARE THE RETAIL ELECTRIC ENERGY PRICES USED TO 

ESTIMATE PRICES UNDER THE PROPOSED ESP? 

The prices for retail elecfric requirements service are shown in Exhibit V-1. On 

average, these prices are | percent lower than retail market prices. This is 

because the product is energy only; capacity is not required to be offered at this 

price. Rather, capacity is the responsibility of Duke Energy Ohio. Note, unless 
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otherwise noted, retail prices shown in the rest of this section are for both energy 

and capacity, and are referred to as retail market prices. 

EXHIBIT V-1 
Retail Electric Prices to Estimate SSO Prices Under Proposed ESP (nominal 

)i/kWh) 
Year Retail Electric Energy Service 
2012 5.91 
2013 6.38 
2014 , 6.94 
2015 7.59 
2016 
2017 
2018 
2019 
2020 
2021 

Average 2012-2016 
Average 2012-2021 

VI.3 RETAIL MARKET PRICES BY CLASS 

1 Q. DOES THE FORECAST OF RETAIL PRICES VARY BY CUSTOMER 

2 CLASS? 

3 A. Yes. Prices shown above were kwh weighted averages of the various customer 

4 classes. Exhibit W shows retail prices for the following customer classes: RS, 

5 which is residential, TS, which is industrial load at high voltage, and DM, DP, 

6 and DS, which are various commercial and larger customer rate classes (see 

7 Exhibit W). 
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1 Q. WHAT IS THE FORECAST FOR RESIDENTIAL CUSTOMERS? 

2 A. The forecast for residential customers of retail prices for generation service is 

3 approximately 6.35 jzi/kWh or $63.5/MWh in 2012. The residential price is 

4 modestly (+3%) above the weighted average and close to all the other classes 

5 except TS customers, which are 8 percent lower than the average; RS is 13 

6 percent above TS. 

7 Q. WHAT ARE THE IMPLICATIONS OF THE DIFFERENCES BETWEEN 

8 CLASSES? 

There is some potential for auction prices for non-switching SSO load to be closer 

to the RS level than the average. While the difference is small, classes with a 

significantly below average cost might be more likely to switch. 

ARE THERE PUBLIC RETAIL PRICES IN THE DUKE ENERGY OHIO 

SERVICE TERRITORY THAT ARE AVAILABLE TO COMPARE? 

Currentiy, both Dominion Energy and FirstEnergy Solutions offer Duke Energy 

residential customers a fixed retail price of 5.99 0/kWh through December 2011 

and December 2012, respectively. But the Dominion offer is only available to the 

first 15,000 residential customers who enroll. AEP Retail Energy offers Duke 

Energy customers a retail price of 5.890/kWh through the December 2011 billing 

cycle. In addition. Direct Energy also offers Duke Energy residential customers a 

fixed price of 7.80/kWh for 12 billing cycles from enrollment. This information 

is available from the Commission's website. The average of these three offers is 

6.60/kWh. In comparison, the 2012 forecast for Duke Energy Ohio residential 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

A. 

Q. 

A. 
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1 customers is 6.35jii/kWh. I conclude that the forecast prices contained herein 

2 appear roughly comparable. 

VI.4 RETAIL PRICE FORECASTING APPROACH 

3 Q. HOW IS THE RETAIL PRICE FORECAST DEVELOPED? 

4 A. Generally, the retail price forecast reflects costs of retail service; most notably the 

5 costs of wholesale power purchases. Thus, the retail forecast assumes that the 

6 primary driver of retail prices is the cost of that service. 

7 Q. MORE SPECIFICALLY, HOW IS THE RETAIL FORECAST 

8 DEVELOPED? 

9 A. As noted, the forecast of retail market prices is based on assessing the costs of 

10 retail service for each consumer. Specifically, this cost-based assessment is based 

11 principally on three inputs: 

12 • Wholesale Prices - The starting point is forward or forecast wholesale 

13 power prices for the wholesale products that would need to be purchased 

14 in the marketplace at the time the service provider is arranging for a 

15 service offering. The most important product that would be purchased is 

16 on-peak and off-peak power supply by month, which can be thought of as 

17 resulting in the need for 24 wholesale product prices per year (12x2). For 

18 example, 50 MW or 100 MW blocks for January 2009 on-peak would be 

19 expected to be purchased. This is because these products are the most 

20 observable and liquidly traded forward products in the wholesale power 

21 markets. Also, capacity will need to be procured in the PJM RPM market. 

22 The forward power purchases allow providers to manage the risks of 
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1 meeting the requirements of customers. At the time of confracting to 

2 supply power, retail CRES providers offset the forward power sale to 

3 customers (the short) with a forward power purchase (the long), and 

4 hence, limit the risks of providing retail service to a manageable level. 

5 • Consumer Load Shapes - The second key input is the consumer's load 

6 shape, which is an estimate of the expected consumer demands in kWh or 

7 MWh over time. The "flatter" the load shape, the lower the average cost 

8 and vice versa. This is because the share of lower priced off-peak power 

9 is higher. This explains in large part why industrial customers have lower 

10 costs of supply: their load shapes are the flattest. While this is a critical 

11 parameter, the retail provider is also responsible for unexpected variances 

12 in load, i.e., the provider is providing full firm requirements service. 

13 Thus, other customer data is also used as discussed below. 

14 • Formulas/Model for Tailoring Price to Consumer - A third set of 

15 inputs are formulas/models used to create a retail price based on wholesale 

16 market prices and customer load shapes. These formulas account for load 

17 uncertainty, including the potential for unexpected customer demand to 

18 occur when wholesale prices are high, and the other costs of serving retail 

19 load. 

20 Q. HAS A SIMILAR RETAIL PRICE FORECASTING APPROACH BEEN 

21 PREVIOUSLY PRESENTED TO THE COMMISSION? 
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1 A. Yes, the approach has been presented to the Commission several times. It has 

2 been used to forecast retail prices based on wholesale forward prices and as an 

3 altemative to Duke Energy Ohio's Rate Stabilization Plan (RSP). 

4 Q. PLEASE PROVIDE ADDITIONAL DETAIL ON THE COMPONENTS OF 

5 THE RETAIL PRICE PROJECTION. 

6 A. The components of the retail price projection include: 

7 • Market Index of Energy Prices - The first and largest component of the 

8 retail price is the Energy Price also referred to as the Market Index. This 

9 is the weighted average purchase price of wholesale electrical energy for 

10 monthly on-peak and off-peak expected MWh sales volumes. 

11 • Covariance Adjustment - This factor accounts for the covariance 

12 between customer load variation and electric energy price variation. 

13 Loads that move with the electric energy price - i.e., are correlated with 

14 the price - have high covariances and vice versa. For example, a load that 

15 increases during summer peaks when prices are the highest has a high 

16 covariance and vice versa. This covariance increases costs of service 

17 above what would be indicated by expected average prices and demands. 

18 Put another way, covariance creates risks of costs exceeding revenues for 

19 a period, in spite of hedging. For example, if, during periods in which 

20 customer demand is higher than expected {e.g., exfreme weather), electric 

21 energy prices are also higher, there are additional costs for the supply that 

22 must be procured. Therefore, procurement needs to be designed to 

23 reliably provide sufficient coverage for the potential of unexpectedly high 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

prices during the summer peak coinciding with unexpectedly high 

customer demand. In the highly simplified example shown in Exhibit X, 

the retail supplier purchases power in advance of the summer, based on an 

assumption of a normal summer, at costs equal to $100. During the half 

the summers when it is hotter than average, the retail suppliers incur an 

exfra $20 in cost as demand is 2 MWh higher and prices have doubled. In 

the other half of the summers, when it is cooler than average, they earn 

$10 from sales of extra supply; they sell 2 MWh less at depressed prices. 

On average, costs are S.15/MWh above the level based on expected sales 

and prices. 

EXHIBIT X 
Simplifled Example of How Covariance Affects the Costs of Managing Load 

Variation 

Procurement Situation 

Hot Summer Supplemental Purchases 

Expected Summer - Forward 
Purchase in Advance Based on 
Expected Conditions 
Cool Summer - Sale of Excess 
Supply 

Quantity 
(MWh) 

+2 

10 

-2 

Electric 
Energy 
Price 

($/MWh) 

20 

10 

5 

Net Cost of 
Purchases 

($) 

140 (+40) 

100 

90 (-10) 

11 

12 

13 

14 

Capacity Price - The supplier must obtain capacity equal to the load's 

expected peak times one plus the reserve margin. 

Ask-Adder - The ask-adder can be thought of as a broker's fee. This is 

based on Duke Energy Ohio's experience that it pays more than the index 
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1 price of elecfric energy when it is a purchaser, and receives less when it is 

2 a seller. This factor increases electric energy costs. 

3 • Energy Losses and Adjustments - This factor captures energy and 

4 demand losses in the transmission and distribution system. This is similar 

5 to fraditional existing tariffs. 

6 • Supply Management Fee - This fee includes the cost of scheduling, 

7 balancing, procurement and risk management, hourly adjustment, load 

8 following, natural consumer migration (in and out), managing odd lots and 

9 floats between billing cycles, and is initially proposed at 6 percent of 

10 elecfric energy cost. 

11 • Operating Risk Adjustment - This adjustment creates margin to, in part, 

12 cover potential commodity-related risks, including: (1) booking and 

13 settlement; (2) modeling/forecasting methods; (3) confracts and delivery; 

14 (4) security and personnel; (5) programming, faulty data, meter reading; 

15 (6) information systems and telecommunications; (7) legal, regulatory and 

16 political issues; (8) economic downturns; and (9) natural disasters. This 

17 does not include sales or general and administrative costs. This estimate 

18 was based on Value Line estimates of operating margin for 2002-2009 for 

19 all indusfries, which equaled 18.6%. 

20 Q. WHAT ARE THE PARAMETERS FOR THESE COMPONENTS? 

21 A. The parameters for estimating these components are summarized in Exhibit Y. 

22 The largest cost factor, as noted, is the energy price index. The second largest is 
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3 Q. 

4 A. 

5 

6 

7 

for operating risks. The third largest adjustment for most customers is the 

covariance adjustment, although, for some customers, this is small. 

EXHIBIT Y 
Selected Auction ESP Retail Rate Components 

Components 

Market Index of Electricity Prices 
Energy Cost Adjustments - Ask Adder 

Energy Cost Adjustments - Covariance Adjustment 

Supply Management Fee 
2 

Margin/Operating Risk Adjustment 

Energy Losses 
1 

Current 

2011-1% 
2012-2% 
2013-3% 

2014 and Thereafter - 4% 
1 

Varies 

6% 

18.6% 

6.8% 

Covariance adjustments are 9.8 percent for RS, 9.1 percent for DM, 8 percent to DS, 
3.2 percent for DP, and 1.2 percent for TS based on the 50 percentile rate 
2 

Operating Risk Adjustment is the 2002-2009 average of annual Average Operating 
Income over Sales/Revenue for all industries. 
Source: Value Line Datafile 

VI.5 RETAIL PRICE COMPONENTS 

WHAT IS THE ENERGY MARKET INDEX? 

The energy market index is the customer elecfric energy price, weighted by its 

monthly usage of MWh of on-peak and off-peak power (see Exhibit Z). As noted, 

this is used to calculate the first cost component of retail market price. Because 

the load shape varies by customer, the relative quantities of monthly off- and on-

peak varies. Thus, the energy market index varies across customers, even if all 

prices are the same. 
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EXHIBIT Z 
Market Energy Index - Monthly On-Peak and Off-Peak Weighted Average 

M W 

Hour - 24 
On-Peak 

Varies by Customer Class 

1 Q. HOW DO ENERGY INDEX AND RETAIL MARKET PRICE COMPARE 

2 TO THE ALL-HOURS WHOLESALE MARKET PRICE? 

3 A. The index price is about 5 percent higher than the all-hours energy price for 

4 different classes and rises on average from approximately 4.04 ĵ /kWh to ^ | 

5 jzi/k Wh between 2012 and 2021 (see Exhibit A A). 
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1 Q. WHAT ARE THE LARGEST COMPONENTS OF THE RETAIL 

2 MARKET PRICE? 

3 A. In 2012, in all cases, the largest component of the retail market price is by far the 

4 market index of electric energy prices. The second largest is the operating risk 

5 adjustment, which is still much smaller than the electric energy index. The third 

6 and the fourth largest are the energy loss and covariance adjustments (Exhibit 

7 BB). Over time, the capacity charge component grows from 0.16 (</kWh in 2012 

8 to 1.04 0/kWh in 2015. By 2021, the capacity component is even higher at ^ | 

9 0/kWh. This is a ^ H percent increase. 
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1 Q. WHAT IS THE PREMIUM BETWEEN THE RETAIL MARKET PRICE 

2 AND THE ELECTRIC ENERGY PRICE INDEX? 

3 A. In the above example where prices are weighted by the volume of sales to five 

4 rate classes examined before switching, the retail price has, on average, a | 

5 percent premium above the electric energy price (see Exhibit CC). The premium 

6 increases over time primarily due to the increase in capacity prices. 

EXHIBIT CC 
Ratio of Retail Market Price to Wholesale Price Index 

Customer 
Class 

RS 
DM 
DP 

DS 

TS 
Simple 
Average 
Weighted 
Average 

2012 

1.65 
1.65 
1.51 

1.62 

1.46 

1.58 

1.59 

2013 

1.67 
1.67 
1.53 

1.64 

1.48 

1.60 

1.61 

2014 

1.87 
1.85 
1.65 

1.79 

1.59 

1.75 

1.77 

2015 

1.98 
1.94 
1.72 

1.87 
1.64 

1.83 

1.85 

2016 

•1 • • • 
• 
• 
• 

2017 

• 
• 
• 

2018 

• 
• • 
•1 • 
• 

2019 

• • • • 
• 
• 
• 

2020 

•1 • • • 
• 

• 

2021 

• 
•1 
• i • 
• 
• 

Average 
2012-
2021 • • 
• 
• 
• 
• 

7 Q. WHAT WAS THE RANGE OF THE COMPONENTS OF THE RETAIL 

8 PRICES ACROSS RATE CLASSES? 

9 A. The components and the total retail prices can vary significantly across rate 

10 classes, reflecting different costs of service. The 2012 retail average price is 6.14 

11 (zi/kWh. However, the price for TS customers, which take power at high voltages 

12 and have a relatively flat load profile, is 5.63 (zl/kWh in 2012, while a residential 

13 customer has a price of 6.35 ^/kWh. This is because of the large variation among 

14 the customers with respect to demand characteristics such as load shape. 
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1 especially the ratio of peak in MW to sales in MWh, and covariance (see Exhibit 

2 DD). 

EXHIBIT DD 
Structure of the Retail Market Across Customer Classes Price - 2012 

Component 

Market Index of Electrical 
Energy Prices 

Covariance Adjustment 

Capacity 

Ask Adder-(2%) 
Energy Losses and Adjustments 
(6.8%) 

Supply Management Fee (6%) 
Margin/Operating Risk 
Adjustment (18.6%) 
Average Energy Charge -
Weighted Average of all 
Consumer Classes 

RS 

4.04 

0.40 

0.21 

0.09 

0.32 

0.30 

0.99 

6.35 

DM 

4.09 

0.37 

0.19 

0.09 

0.32 

0.30 

1.00 

6.36 

DP 

4.00 

0.13 

0.12 

0.09 

0.30 

0.28 

0.91 

5.83 

DS 

4.08 

0.33 

0.16 

0.09 

0.32 

0.30 

0.98 

6.25 

TS 

3.96 

0.05 

0.11 

0.08 

0.29 

0.27 

0.88 

5.63 

Weighted 
Average 

4.04 

0.28 

0.16 

0.09 

0.31 

0.29 

0.96 

6.14 

Energy price is calculated based on average price of forwards for AD Hub between 11/2010 and 
4/2011 for delivery in 2012. 
Source: Forward wholesale power prices are from ICE. 

3 Q. WHAT HAPPENS TO THE RETAIL MARKET PRICE WHEN THE 

4 WHOLESALE ELECTRIC ENERGY PRICE INDEX CHANGES? 

5 A. The retail market price moves approximately proportionally to the wholesale price 

6 index. Thus, a ten percent increase in weighted average wholesale power prices 

7 increases the retail market price by approximately ten percent. This is important 

8 because wholesale power prices are volatile and, hence, the costs of CRES 

9 providers and, ultimately, of consumers will also be volatile. 
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1 Q. 

2 A. 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

Q. 

A. 

VII. MRO PRICE PROJECTION 

HOW DO YOU CALCULATE MRO PRICES? 

The first step in calculating prices under an MRO is to establish the transition 

period blending mechanism. The assumed blending percentages are shown in 

Exhibit EE. 

Period 

2012 
2013 
2014 
2015 
2016 
2017 
2018 
2019 
2020 
2021 

EXHIBIT EE 
MRO Blending 

Market Share (%) 

10 
20 
30 
40 
50 
100 
100 
100 
100 
100 

Mechanism 
Legacy ESP Share 

(%) 
90 
80 
70 
60 
50 
0 
0 
0 
0 
0 

Total (%) 

100 
100 
100 
100 
100 
100 
100 
100 
100 
100 

The second step is to calculate the blended MRO price, which equals a weighted 

average of the prices under an extension of the legacy ESP and the retail market 

price. 

WHAT IS YOUR MRO PRICE PROJECTION FOR 2012 TO 2015? 

In 2012, the MRO price is projected to be 7.74 jzi/kWh (see Exhibit FF). Thus, it 

is 2 percent lower than the legacy ESP price because the market price is low at 

6.14 0/kWh, lowering the weighted average price. The effect is muted because 

the retail market price only has a ten percent weight in 2012. By 2015, the MRO 

price increases to 8.14 ĵ /kWh, which is five percent above the 2012 MRO price. 

This increase is modest because the legacy ESP price is projected to decrease 5 

percent from 2012 to 2015, and the legacy ESP price determines 60 percent of the 
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1 MRO price. Without the effect of the blending of the legacy ESP, the MRO 

2 increase would be much larger. This is because the retail market price is forecast 

3 to increase 47 percent from 2012 to 2015. 

4 Q. WHAT IS YOUR MRO PRICE PROJECTION PAST 2015? 

5 A. In 2016, the MRO price increases | percent versus 2015. This occurs because the 

6 legacy ESP price share continues to drop and retail prices continue to rise. After 

7 2016, the MRO price equals the market price, and the market price increases 

8 without the moderating effect of the legacy or proposed ESP's capacity price 

9 freatment (see Exhibit FF). By 2021, the MRO price is ! • (zi/kWh or H 

10 percent higher than in 2015 and H percent higher than the 2012 MRO price. 
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Period 

2012 

2013 

2014 

2015 

2016 

2017 

2018 

2019 

2010 

2021 

Average 
2012-2016 
Average 

2012-2021 

Legacy 
ESP PTc ' 
()!!/kWh) 

7.92 

7.44 

7.62 

7.54 

7.49 

N/A 

N/A 

N/A 

N/A 

N/A 

7.60 

N/A 

EXHIBIT FF 
MRO Option Pricing 

ESP 
Weight 

(%) 

90 

80 

70 

60 

50 

0 

0 

0 

0 

0 

N/A 

N/A 

Retail 
Market 
Price 

(^/kWh) 

6.14 

6.63 

7.87 

9.04 

^ 

^ 

! • 
! • 
IH 
^ 

• 
IH 

Retail 
Market 
Price 

Weight 
(%) 
10 

20 

. 30 

40 

50 

100 

100 

100 

100 

100 

N/A 

N/A 

MRo' 
(f!i/kWh) 

7.74 

7.28 

7.70 

8.14 

• 
^ 

^ 

^ 

^ M 
•1 
• 

IH 
Source: Duke Energy Ohio. 

^Based on current forwards. ICE forwards fransaction date from November 2010 
through April 2011 for dehvery in 2012, 2013, 2014 and 2015. AD PJM Hub price. 
^MRO is the weighted average of legacy ESP and retail market price based on ESP 
and retail market weights shown in the table. 
N/A = Not Applicable 
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VIII. COMPARISON OF MRO AND PROPOSED ESP 

1 Q. WHAT DOES THE COMPARISON OF THE PROPOSED ESP AND THE 

2 MRO SHOW ON AVERAGE? 

3 A. As shown in Exhibit GG-1, the price under the proposed ESP is lower on average 

4 by 8 percent than the price under the MRO over the 2012 to 2021 period or by 

5 0.92 (!i/kWh. 

EXHIBIT GG-1 
Proposed ESP vs. MRO - Based on AD Hub Price Curve 

,1 Difference 
Year MRO (s!i/kWh) Proposed ESP' 

(0/kWh) (jzi/kWh) Proposed 
ESP-MRO 

+0.23 
+0.46 
+0.70 
+0.79 

2012 
2013 
2014 
2015 
2016 
2017 
2018 
2019 
2020 
2021 

Average 2012-
2016 

Average 2012-
2021 

'Based on 76% of energy profit from energy sales being credited back to Duke 
Energy Ohio customers. 

-0.92 

6 Q. IS THE PROPOSED ESP ALWAYS LOWER THAN THE MRO? 

7 A. No, the proposed ESP is lower in 5 of the ten years than the MRO. However, in 

8 the other five years the proposed ESP is slightly higher - i.e., the ESP price in 

9 2012 to 2016 is slightly higher. For example, the proposed ESP is 3 percent or 

10 0.23 0/kWh higher than the MRO in 2012. In these five years, on average, the 
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1 proposed ESP is ^ B jzS/kWh or I percent higher than the MRO. In the 2017 to 

2 2021 period, the proposed ESP is | percent or IUI ĵ /kWh lower than the MRO, 

3 more than offsetting the effects of the earlier years on the overall average. 

4 Q. WHAT HAPPENS IF THE 5 PERCENT OF NET MARGINS DEVOTED 

5 TO ECONOMIC DEVELOPMENT WERE TREATED THE SAME AS 

6 THE 76 PERCENT USED TO BENEFIT CUSTOMERS? 

7 A. The proposed ESP price is lower by 1 percent on average for the 2012 to 2021 

8 period. On average, the 2012 to 2021 proposed ESP price is ^ f l (zi/kWh, or 8.9 

9 percent lower than the MRO. Also, the difference between the proposed ESP and 

10 the MRO in the first five years decreases on average from | [ | [ 0/kWh to ^ | 

11 ĵ /kWh (see Exhibit GG-2), and the difference is | percent, not | percent. 

EXHIBIT GG-2 
Proposed ESP vs. MRO - Based on AD Hub Price Curve 

P.—..A PQpi Difference (0/kWh) 
Year 

2012 
2013 
2014 
2015 
2016 
2017 
2018 
2019 
2020 
2021 

Average 2012-
2016 

Average 2012-
2021 

' The additional 5 

MRO (j!i/kWh) 

7.74 
7.28 
7.70 
8.14 • • • • • • 

^ 

percent accounts for economic 
and 1 percent from the Company. 

T . T w i : r Proposed ESP-(,^/kWh) Pj^j^Q 

7.93 +0.19 
7.66 +0.38 
8.30 +0.61 
8.81 +0.67 • • m • • • • • • • • • 
^H 

development; 4 percent for customers 
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IX. SIGNIFICANTLY EXCESSIVE EARNINGS TEST (SEET) 

1 Q. WHY IS THERE A SIGNIFICANTLY EXCESSIVE EARNINGS TEST 

2 (SEET)? 

3 A. Per R.C. 4928.143(E), a prospective SEET is required because the proposed ESP 

4 extends beyond three years. 

5 Q. HOW WILL IT BE CONDUCTED? 

6 A. It is proposed to be conducted with the following provisions: Duke Energy Ohio's 

7 retum on common equity will be computed using its prior-year publicly reported 

8 FERC Form 1 financial statements, including off-system sales, subject only to the 

specific adjustments described by Duke Energy Ohio witness Wathen. 

IS THERE A SUBSTANTIAL LIKELIHOOD THAT DUKE ENERGY 

OHIO'S EARNINGS WOULD BE SIGNIFICANTLY EXCESSIVE UNDER 

THE PROPOSED ESP? 

No. 

WHY DO YOU HAVE THIS OPINION? 

The Company's proposed ESP is based on revenue requirements for the 

Company's power plants, less 76 percent of the margins derived from those 

plants. Thus, the rate will be limited to the net revenue requirements plus 19 

percent of margins.^' The revenue requirements are a regulated construct with 

limited returns on invested capital. Therefore, the eamings from these do not 

create a substantial likelihood that Duke Energy Ohio will have significantly 

excessive eamings. 

X. CONCLUSIONS 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

Q. 

A. 

Q. 

A. 

'̂ The remaining 5 percent is being devoted to economic development. 
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1 Q. PLEASE SUMMARIZE YOUR CONCLUSIONS. 

2 A. The Duke Energy Ohio's proposed ESP would replace the current Duke Energy 

3 Ohio ESP starting in January 1, 2012. Under the proposal, the electrical energy 

4 portion of SSO service would be auctioned off The price for electrical energy 

5 will account for the large majority of the total SSO power price and the proposed 

6 ESP will ensure a long-term and vibrant competitive market for this commodity. 

7 The capacity responsibility would be undertaken for all customers by Duke 

8 Energy Ohio. Duke Energy Ohio will charge customers for this capacity less 76 

9 percent of margins earned by the plants. This proposed ESP will have the benefit 

10 of increasing the stability of SSO rates but will do so in a balanced manner that 

11 provides Duke Energy Ohio a reasonable expectation of revenues in exchange for 

12 the hedge being provided against volatile elecfrical energy and capacity prices. 

13 The price under the proposed ESP is expected to be below the price under 

14 an MRO on average between 2012 and 2021. This conclusion is based on 

15 observable forwards and model forecasts. Over this period, the proposed ESP 

16 will be eight percent below the MRO price: ^ ^ | ^/kWh for the proposed ESP 

17 price versus | | ^ | 0/kWh for the MRO price. In half the years, the MRO is above 

18 the proposed ESP; in the five years where the proposed ESP is higher, it is only 

19 modestly higher at J H (zi/kWh or | percent higher than the MRO price. In 

20 comparison, in the second five years, the proposed ESP price is ^ | 0/kWh or | 

21 percent lower than the MRO price. 

22 There is an added benefit to the proposed ESP: economic development 

23 funding equal to five percent of the net margins. Thus, for example, if natural gas 
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1 prices increase raising power prices, there will be more economic development 

2 funding. If this benefit is treated the same as the 76 percent of net margins used 

3 to decrease rates, the price advantage of the proposed ESP over the MRO price 

4 between 2012 and 2021 increases by 1 percent. Also, the difference between the 

5 proposed ESP and MRO prices in the first five years is lower at ̂ | 0/kWh, or | 

6 percent versus H I 0/kWh or | percent without addressing economic 

7 development. The legacy ESP was approved under similar circumstances; 

8 namely, the proposed ESP price was, on average, below the MRO price, but not in 

9 all years. In addition, the proposed ESP will have less volatility than the MRO. 

10 Therefore, I conclude that the proposed ESP pricing is superior in the aggregate to 

11 the MRO pricing. 

12 I do not expect there to be significantly excessive eamings under the 

13 proposed ESP. Nevertheless, there is provision for applying such a test that is 

14 outlined in the testimony of Duke Energy Ohio witness Wathen. The expectation 

15 that eamings will not be significantly in excess is because the only significant 

16 factor that can add eamings to the retum underlying the Company's Retail 

17 Capacity Rider is hmited by the fact that the Company is proposing to retain only 

18 19 percent of the net margins on sales fi"om its Legacy Generation assets. Also, 

19 the revenue requirements charge for generation is a regulated concept, albeit with 

20 some built in lag, which necessarily limits eamings. Thus, the stmcture also 

21 greatly decreases the potential for significantly excessive eamings. 

22 Q. DOES TfflS CONCLUDE YOUR PRE-FILED DIRECT TESTIMONY? 

23 A. Yes. 
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IL JUDAH L. ROSE 

III. EDUCATION 

1982 M.P.P., John F. Kennedy School of Govemment, Harvard University 

1979 S.B., Economics, Massachusetts Institute of Technology 

IV. EXPERIENCE 

Judah L. Rose joined ICF in 1982 and currently serves as a Managing Director of ICF 
Intemational. Mr. Rose has 30 years of experience in the energy industry. Mr. Rose's 
clients include electric utilities, financial institutions, law firms, govenraient agencies, 
fiael companies, and IPPs. Mr. Rose is one of ICF's Distinguished Consultants, an 
honorary title given to three of ICF's 3,500 employees, and has served on the Board of 
Directors of ICF Intemational as the Management Shareholder Representative. 

Mr. Rose has supported the financing of tens of billion dollars of new and existing power 
plants and is a fi-equent counselor to the financial community. 

Mr. Rose frequently provides expert testimony and litigation support. Mr. Rose has 
provided testimony in over 100 instances in scores of state, federal, intemational, and other 
legal proceedings. 

Mr. Rose has also addressed approximately 100 major energy conferences, authored 
numerous articles published in Public Utilities Fortnightly, the Electricity Joumal, Project 
Finance Intemational, and written numerous company studies. Mr. Rose has also appeared 
in TV interviews. 

Mr. Rose received a M.P.P. from the John F. Kennedy School of Govemment, Harvard 
University, and an S.B. in Economics from the Massachusetts Institute of Technology. 

A. PRESS INTERVIEWS 

TV: "The Most With Allison Stewart," MSNBC, "Blackouts in NY and St. Louis & 
ongoing 

Energy Challenges in the Nation," July 25, 2006 
CNBC Wake-Up Call, August 15, 2003 
Wall Street Joumal Report, July 25, 1999 
Back to Business, CNBC, September 7, 1999 

Journals: Electricity Joumal 
Energy Buyer Magazine 
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Public Utilities Fortnightly 
Power Markets Week 
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Magazine: Business Week 
Power Economics 
Costco Coimection 

Newspapers: Denver Post 
Rocky Mountain News 
Financial Times Energy 
LA Times 
Arkansas Democratic Gazette 
Galveston Daily News 
The Times-Picayune 
Pittsburgh Post-Gazette 
Power Markets Week 

Wires: Bridge News 
V. Associated Press 
VI. Dow Jones Newswires 

VII. 

VIH. TESTIMONY 

109. Direct Testimony, Manitoba Hydro Power Sales Contracting Strategy, U.S. Power 
Markets, Manitoba Hydro Drought Risks, Modeling, Forecasting and Plaiming, 
Selected Risk and Financial Issues, Govemance, Trading and Risk Related 
Comments Before the Public Utilities Board of Manitoba, Febmary 22, 2011. 

108. Surrebuttal Testimony - Revenue Requirement of Judah Rose on Behalf of 
Dogwood Energy, LLC, In the Matter of the Application of KCP&L Greater 
Missouri Operations Company for Approval to Make Certain Changes to its 
Charges for Electric Service, Case No. ER-2010-0356, January 12, 2011. 

107. Rebuttal Report Conceming Coal Price Forecast for the Harrison Generation 
Facility, Meyer, Unkovic and Scott, LLP, filed December 6, 2010. 

106. Direct Testimony of Judah Rose on behalf of Duke Energy Ohio In the Matter of 
the Application of Duke Energy Ohio for Approval of a Market Rate Offer to 
Conduct a Competitive Bidding Process for Standard Service Offer Electric 
Generation Supply, Accounting Modifications, and Tariffs for Generation 
Service, CaseNo. 10-2586-EL-SSO, filed November 15, 2010. 

105. Updated Forecast, Coal Price Report for the Harrison Generation Facility, Meyer, 
Unkovic and Scott, LLP, filed October 18, 2010. 

104. Declaration of Judah Rose in re: Boston Generating LLC, et al, Chapter 11, Case 
No. 10-14419 (SCC) Jointly Administered, September 29, 2010. 
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103. Declaration of Judah Rose in re: Boston Generating LLC, et al., Chapter 11, Case 
No. 10-14419 (SCC) Jointly Administered, September 16, 2010. 

102. Direct Testimony of Judah Rose on behalf of Plains and Eastem Clean Line LLC, 
in the Matter of the Application of Plains and Eastem Clean Line Oklahoma LLC 
to conduct Business as an Electric Utility in the State of Oklahoma, Cause 
No.PUD 201000075, July 16, 2010. 

101. Direct Testimony of Judah Rose on behalf of Plains and Eastem Clean Line LLC, 
in the Matter of the Application of Plains and Eastem Clean Line LLC for a 
Certificate of Public Convenience and Necessity to Operate as an Electric 
Transmission Public Utility in the State of Arkansas, Docket No. 10-041-U, June 
4,2010. 

100. Supplemental Testimony on Behalf of Entergy Arkansas, Inc., In the Matter of 
Entergy Arkansas, Inc., Request for a Declaratory Order Approving the Addition 
of the Environmental Controls Project at the White Bluff Steam Electric Station 
Near Redfield, Arkansas, Docket No. 09-024-U, July 6, 2009. 

99. Rebuttal Testimony on Behalf of TransEnergie, Canada, Province of Quebec, 
District of Montreal, No.: R-3669-2008-Phase 2, FERC Order 890 and 
Transmission Planning, July 3, 2009. 

98. Surrebuttal Testimony - Revenue Requirement of Judah Rose on Behalf of 
Dogwood Energy, LLC, before the Missouri Public Service Commission, In the 
Matter of the Application of KCP&L GMO, Inc. d^/a KCP&L Greater Missouri 
Operations Company for Approval to Make Certain Changes to its Charges for 
Electiic Service, Case No. ER-2009-0090, April 9, 2009. 

97. Hawaii Stmctural Ironworkers Pension Tmst Fund v. Calpine Corporation, Case 
No. 1-04-CV-021465, Assessment of Calpine's April 2002 Earnings Projections, 
March 25, 2009. 

96. Coal Price Report for Harrison Coal Plant, Allegheny Energy Supply Company, 
LLS and Monongahela Power Company versus Wolf Run Mining Company, 
Anker Coal Group, etc., Civil Action. No. GD-06-30514, In the Court of 
Common Pleas, Allegheny County, Pennsylvania, Febmary 6, 2009. 

95. Supplemental Direct Testimony of Judah Rose, on behalf of Southwestem 
Electric Power Company, In the Matter of the Application of Southwestem 
Electric Power Company for Authority to Constmct a Natural-Gas Fired 
Combined Cycle Intermediate Generating Facility in the State of Louisiana, 
Docket No. 06-120-U, December 9, 2008. 

94. Rebuttal Testimony of Judah Rose on behalf of Kelson Transmission Company, 
LLC re: Application of Kelson Transmission Company, LLC For A Certificate of 
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Convenience and Necessity For the Amended Proposed Canal To Deweyville 345 
kV Transmission Line Within Chambers, Hardin, Jasper, Jefferson, Liberty, 
Newton, And Orange Counties, SOAH Docket No. 473-08-3341, PUCT Docket 
No. 34611, October 27, 2008. 

93. Testimony of Judah Rose, on behalf of Redbud Energy, LP, in Support of Joint 
Stipulation and Settlement Agreement, In the Matter of the Application of 
Oklahoma Gas and Electric Company for an Order of the Commission Granting 
Pre-Approval of the Purchase of the Redbud Generating Facility and Authorizing 
a Recovery Rider, Cause No. PUD 200800086, September 3, 2008. 

92. Direct Testimony of Judah L. Rose on behalf of Duke Energy Carolinas, In the 
Matter of Advance Notice by Duke Energy Carolinas, LLC, of its Intent to Grant 
Native Load Priority to the City of Orangeburg, South Carolina, and Petition of 
Duke Energy Carolinas, LLC and City of Orangeburg, South Carolina for 
Declaratory Ruling With Respect to Rate Treatment of Wholesale Sales of 
Electric Power at Native Load Priority, Docket No. E-7, SUB 858, August 15, 
2008. 

91. Affidavit filed on behalf of Public Service of New Mexico pertaining to the Fuel 
Costs of Southwest Public Service for Cost-of-Service and Market-Based 
Customers, August 11, 2008. 

90. Direct Testimony of Judah L. Rose on behalf of Duke Energy Ohio, Inc., Before 
the Public Utilities Commission of Ohio, In the Matter of the Application of Duke 
Energy Ohio, Inc. for Approval of an Electiic Security Plan, July 31, 2008. 

89. Rebuttal Testimony, Judah L. Rose on Behalf of Duke Energy Carolinas, in re: 
Application of Duke Energy Carolinas, LLC for Approval of Save-A-Watt 
Approach, Energy Efficiency Rider and Portfolio of Energy Efficiency Programs, 
Docket No. E-7, Sub 831, July 21, 2008. 

88. Updated Analysis of SWEPCO Capacity Expansion Options as Requested by 
Public Utility Commission of Texas, on behalf of SWEPCO, June 27, 2008. 

87. Direct Testimony of Judah L. Rose on Behalf of Nevada Power/Sierra Pacific 
Electric Power Company, Docket No. 1, Public Utilities Commission of Nevada, 
Application of Nevada Power/Sierra Pacific for Certificate of Convenience and 
Necessity Authorization for a Gas-Fired Power Plant in Nevada, May 16, 2008. 

86. Rebuttal Testimony of Judah L. Rose on Behalf of the Advanced Power, 
Commonwealth of Massachusetts, Before the Energy Facilities Siting Board, 
Petition of Brockton Power Company, LLC, EFSB 07-7, D.P.U. 07-58 & 07-59, 
May 16, 2008. 
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85. Supplemental Rebuttal Testimony on Commissioner's Issues of Judah L. Rose for 
Southwestem Electric Power Company, on behalf of Southwestem Electiic Power 
Company, PUC Docket No. 33891, Public Utilities Commission of Texas, May 
2008. 

84. Supplemental Direct Testimony on Commissioners' Issues of Judah Rose for 
Southwestem Electiic Power Company, for the Application of Southwestem 
Electric Power Company for Certificate of Convenience and Necessity 
Authorization for a Coal-Fired Power Plant in Arkansas, SOAH Docket No. 473-
07-1929, PUC Docket No. 33891, Public Utility Commission of Texas, April 22, 
2008. 

83. Rebuttal Testimony of Judah Rose, In the Matter of the Application of Tucson 
Electric Power Company for the Establishment of Just and Reasonable Rates and 
Charges Designed to Realize A Reasonable Rate of Retum on the Fair Value of 
Its Operations Throughout the State of Arizona, Estimation of Market Value of 
Fleet of Utility Coal Plants, April 1, 2008. 

82. Rebuttal Report of Judah Rose, Ohio Power Company and AEP Power Marketing 
Inc. vs. Tractebel Energy Marketing, Inc. and Tractebel S.A. Case No. 03 CIV 
6770, 03 CIV 6731 (S.D.N.Y.), January 28, 2008 

81. Proposed New Gas-Fired Plant, on behalf of AEP SWEPCO, 2007 

80. Rebuttal Report, Calpine Cash Flows, on behalf of Unsecured Creditor's 
Committee, November 21, 2007. 

79. Expert Report. Calpine Cash Flows, on behalf of Unsecured Creditor's 
Committee, November 19, 2007. 

78. Application of Duke Energy Carolina, LLC for Approval of Energy Efficiency 
Plan Including an Energy Efficiency Rider and Portfolio of Energy, Docket No. 
2007-358-E, Public Service Commission of South Carolina, December 10, 2007. 

77. Independent Transmission Cause No. PUD200700298, Application of ITC, Public 
Service of Oklahoma, December 7, 2007. 

76. Verified Petition of Duke Energy Indiana, Inc. Requesting the Indiana Utility 
Regulatory Commission to Approve an Altemative Regulatory Plan Pursuant to 
Ind. Code s8-l-2.5-l, et. Seq. for the Offering of Energy Efficiency Conservation, 
Demand Response, and Demand-Side Management Programs and Associated 
Rate Treatment Including Incentives Pursuant to a Revised Standard Contract 
Rider No. 66 in Accordance With Ind. Code ss8-l-2.5-l et seq. and 8-l-2-42(a); 
Authority to Defer Program Costs Associated with its Energy Efficiency Portfolio 
of Programs; Authority to Implement New and Enhanced Energy Efficiency 
Programs, Including the PowerShare® Program in its Energy Efficiency Portfolio 
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of Programs; and Approval of a Modification of the Fuel Adjustment Cause 
Eamings and Expense Tests, Indiana Utility Regulatory Commission, Cause No. 
43374, October 19, 2007. 

75. Rebuttal Testimony, Docket No. U-30192, Application of Entergy Louisiana, 
LLC For Approval to Repower the Little Gypsy Unit 3 Electric Generating 
Facility and for Authority to Commence Constmction and for Certain Cost 
Protection and Cost Recovery, October 4, 2007 

74. Direct Testimony of Judah Rose on Behalf of Tucson Electric Power Company, 
In the matter of the Application of Tucson Electric Power Company for the 
Establishment of Just and Reasonable Rates and Charges Designed to Realize a 
Reasonable Rate of Retum on the Fair Value of Its Operations Throughout the 
State of Arizona, Estimation of Market Value of Fleet of Utility Coal Plants, July 
2, 2007. 

73. Portfolio of New Plants, Testimony on behalf of AEP: SWEPCo, before the 
Arkansas Public Service Commission, In the Matter of Application of SWEPCO 
for a Certificate of Environmental Compatibility and Public Need for the 
Constmction, Ownership, Operation, and Maintenance of a Coal-Fired Base Load 
Generating Facility in the Hempstead County, Arkansas, dated June 2007. 

72. Rebuttal Testimony, Causes No. PUD 200500516, 200600030, and 20070001 
Consolidated, on behalf of Redbud Energy, before the Corporation Commission 
of the State of Oklahoma, June 2007. 

71. IGCC Coal Plant, CPCN Rebuttal Testimony on behalf of Duke Energy Indiana, 
Cause No. 43114 before the Indiana Utility Regulatory Commission, May 2007. 

70. Responsive Testimony, Causes No. PUD 200500516, 200600030, and 200700012 
Consolidated, on behalf of Redbud Energy, before the Corporation Commission 
of the State of Oklahoma, May 2007. 

69. Rebuttal Testimony, FPL - CO2 Emissions and the Everglades Coal-Fired Power 
Plant, Docket No. 070098-EL, March 2007 

68. Rebuttal Testimony, Electric Utility Power Hedging, on behalf of Duke Energy 
Indiana, Cause No. 38707-FAC6851, May 2007. 

67. Direct Testimony for Southwestem Electric Power Company, Before the 
Louisiana Public Service Commission, Docket No. U-29702, in re: Application of 
Southwestem Electric Power Company for the Certification of Contiacts for the 
Purchase of Capacity for 2007, 2008, and 2009 and to Purchase, Operate, Own, 
and Install Peaking, Intermediate and Base Load Coal-Fired Generating Facilities 
in Accordance with the Commission's General Order Dated September 20, 1983. 
Consolidated with Docket No. U-28766 Sub Docket B in re: Application of 
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Southwestem Electiic Power Company for Certification of Contiacts for the 
Purchase of Capacity in Accordance with the Commission's 'General Order of 
September 20, 1983, Febmary 2007. 

66. Second Supplemental Testimony on Behalf of Duke Energy Ohio Before the 
Public Utility Commission of Ohio, Case No. 03-93-EL-ATA, 03-2079, EL-
AAM, 03-2081, EL-AAM, 03-2080, EL-ATA, Febmary 28, 2007. 

65. Electric Utility Power Hedging, on behalf of Duke Energy Indiana, Cause No. 
38707-FAC6851, Febmary 2007. 

64. CPCN for Cliffside Coal-Fired Plant, on behalf of Duke Carolinas, Docket No. 
E7, SUB790, December 2006. 

63. Expert Report, Chapter 11, Case No. 01-16034 (AJG) and Adv. Proc. No. 04-
2933 (AJG), November 6, 2006. 

62. IGCC Coal Plant, Testimony on behalf of Duke Energy Indiana, Cause No. 
43114, October 2006. 

61. Market Power and the PSEG Exelon Merger on Behalf of the NJBPU Staff, 
NJBPU, BPU Docket No. EM05020106, OAL Docket No. PUC-1874-05, 
Supplemental Testimony March 20, 2006. 

60. Market Power and the PSEG Exelon Merger on Behalf of the NJBPU Staff, 
NJBPU, BPU Docket No. EM05020106, OAL Docket No. PUC-1874-05, 
Surrebuttal Testimony December 27, 2005. 

59. Market Power and the PSEG Exelon Merger on Behalf of the NJBPU Staff, 
NJBPU, BPU Docket No. EM05020106, OAL Docket No. PUC-1874-05, 
November 14, 2005. 

58. Brazilian Power Purchase Agreement, confidential intemational arbitiation, 
October 2005. 

57. Cost of Service and Fuel Clause Issues, Rebuttal Testimony on behalf of Public 
Service of New Mexico, Docket No. EL05-151, November 2005. 

56. Cost of Service and Peak Demand, FERC, Testimony on behalf of Public Service 
of New Mexico, September 19, 2005, Docket No. EL05-19. 

55. Cost of Service and Fuel Clause Issues, Testimony on behalf of Public Service of 
New Mexico, FERC Docket No. EL05-151-000, September 15, 2005. 

54. Cost of Service and Peak Demand, FERC, Responsive Testimony on behalf of 
Public Service of New Mexico, August 23, 2005, Docket No. EL05-19. 
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53. Pmdence of Acquisition of Power Plant, Testimony on behalf of Redbud, 
September 12, 2005, No. PUD 200500151. 

52. Proposed Fuel Cost Adjustinent Clause, FERC, Docket Nos. EL05-19-002 and 
ER05-168-001 (Consolidated), August 22, 2005. 

51. Market Power and the PSEG Exelon Merger on Behalf of the NJBPU, FERC, 
Docket EC05-43-000, May 27, 2005. 

50. New Air Emission Regulations and Investment in Coal Power Plants, rebuttal 
testimony on behalf of PSI, April 18, 2005, Causes 42622 and 42718. 

49. Rebuttal Report: Damages due to Rejection of Tolling Agreement Including 
Discounting, Febmary 9, 2005, CONFIDENTIAL. 

48. New Air Emission Regulations and Investment in Coal Power Plants, 
supplemental testimony on behalf of PSI, January 21, 2005, Causes 42622 and 
42718. 

47. Damages Due to Rejection of Tolling Agreement Including Discounting, January 
10, 2005, CONFIDENTIAL. 

46. Discount rates that should be used in estimating the damages to GTN of Mirant's 
bankmptcy and subsequent abrogation of the gas tiansportation agreements 
Mirant had entered into with GTN, December 15, 2004. CONFIDENTIAL 

45. New Air Emission Regulations and Investment in Coal Power Plants, testimony 
on behalf of PSI, November 2004, Causes 42622 and 42718. 

44. Rebuttal Testimony of Judah Rose on behalf of PSI, "Certificate of Purchase as of 
yet Undetermined Generation Facility" Cause No. 42469, August 23, 2004. 

43. Rebuttal Testimony of Judah Rose on behalf of the Hopi Tribe, Case No. A.02-
05-046, Mohave Coal Plant Economics, June 4, 2004. 

42. Supplemental Testimony "Retail Generation Rates, Cost Recovery Associated 
with the Midwest Independent Transmission System Operator, Accounting 
Procedures for Transmission and Distribution System, Case No. 03-93-EL-ATA, 
03-2079, EL-AAM, 03-2081, EL-AAM, 03-2080, EL-ATA for Cincinnati Gas & 
Electiic, May 20, 2004. 

41. "Application of Southern California Edison Company (U338-E) Regarding the 
Future Disposition of the Mohave Coal-Fired Generating Station," May 14, 2004. 
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40. "Appropriate Rate of Retum on Equity (ROE) TransAlta Should be Authorized 
For its Capital Investment Related to VAR Support From the Centralia Coal-Fired 
Power Plant", for TransAlta, April 30, 2004, FERC Docket No. ER04-810-000. 

39. "Retail Generation Rates, Cost Recovery Associated with the Midwest 
Independent Transmission System Operator, Accounting Procedures for 
Transmission and Distiibution System, Case No. 03-93-EL-ATA, 03-2079, EL-
AAM, 03-2081, EL-AAM, 03-2080, EL-ATA for Cincinnati Gas & Electiic, 
April 15, 2004. 

38. "Valuation of Selected MIRMA Coal Plants, Acceptance and Rejection of Leases 
and Potential Prejudice to Leasors" Federal Bankmptcy Court, Dallas, TX, March 
24, 2004 CONFIDENTIAL. 

37. "Certificate of Purchase as of yet Undetermined Generation Facility", Cause No. 
42469 for PSI, March 23, 2004. 

36. "Ohio Edison's Sammis Power Plant BACT Remedy Case", In the United States 
District Court of Ohio, Southern Division, March 8, 2004. 

35. "Valuation of Power Contract," January 2004, confidential arbitration. 

34. "In the matter of the Application of the Union Light Heat & Power Company for 
a Certificate of Public Convenience and Necessity to Acquire Certain Generation 
Resources, etc.", before the Kentucky Public Service Commission, Coal-Fired 
and Gas-Fired Market Values, July 21, 2003. 

33. "In the Supreme Court of British Columbia", July 8, 2003. CONFIDENTIAL 

32. "The Future of the Mohave Coal-Fired Power Plant - Rebuttal Testimony", 
Califomia P.U.C, May 20, 2003. 

31. "Affidavit in Support of the Debtors' Motion", NRG Bankmptcy, Revenues of a 
Fleet of Plants, May 14, 2003. CONFIDENTIAL 

30. "EPP Power Purchase Agreement," confidential arbitration, April 2003. 

29. "The Futtire of the Mohave Coal-Fired Power Plant", Califomia P.U.C, March 
2003. 

28. "Power Supply in the Pacific Northwest," contract arbitration, December 5, 2002. 
CONFIDENTIAL 

27. "Power Purchase Agreement Valuation", Confidential Arbitration, October 2002. 

JUDAH L. ROSE DIRECT 
10 



Attachment JLR-1 
Page 11 of 22 

26. "Cause No. 42145 - In support of PSI's petition for authority to acquire the 
Madison and Henry County plants, rebuttal testimony on behalf of PSI. Filed on 
8/23/02." 

25. "Cause No. 42200 - in support of PSI's petition for authority to recover through 
retail rates on a timely basis. Filed on 7/30/02." 

24. "Cause No. 42196 - in support of PSI's petition for interim purchased power 
contiact. Filed on 4/26/02." 

23. "Cause No. 42145 - In support of PSI's petition for authority to acquire the 
Madison and Henry County plants. Filed on 3/1/2002." 

22. "Analysis of an IGCC Coal Power Plant", Minnesota state senate committees, 
January 22, 2002 

21. "Analysis of an IGCC Coal Power Plant", Minnesota state house of representative 
committees, January 15, 2002 

20. "Interim Pricing Report on New York State's Independent System Operator", 
New York State Public Service Commission (NYSPSC), January 5, 2001 

19. "The need for new capacity in Indiana and the IRP process", Indiana Utility 
Regulatory Commission, October 26, 2000 

18. "Damage estimates for power curtailment for a Cogen power plant in Nevada", 
August 2000. CONFIDENTIAL 

B. 17. "Valuation of a power plant in Arizona", arbitration, July 2000. CONFIDENTIAL 

16. Application of FirstEnergy Corporation for approval of an electric Transition Plan 
and for authorization to recover tiansition revenues, Stianded Cost and Market 
Value of a Fleet of Coal, Nuclear, and Other Plants, Before PUCO, Case No. 99-
1212-EL-ETP, October 4, 1999 and April 2000. 

15. "Issues Related to Acquisition of an Oil/Gas Steam Power plant in New York", 
September 1999 Affidavit to Hermepin County District Court, Miimesota 

14. "Wholesale Power Prices, A Cost Plus All Requirements Contiact and Damages", 
Cajun Bankmptcy, July 1999. Testimony to U.S. Bankmptcy Court. 

13. "Power Prices." Testimony in confidential contract arbitration, July 1998. 

12. "Horizontal Market Power in Generation." Testimony to New Jersey Board of 
Pubhc Utilities, May 22, 1998. 
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11. "Basic Generation Services and Determining Market Prices." Testimony to the New 
Jersey Board of Public Utilities, May 12, 1998. 

10. "Generation Reliability." Testimony to New Jersey Board of Public Utilities, May 
4, 1998. 

9. "Future Rate Paths and Financial Feasibility of Project Financing." Cajun 
Bankmptcy, Testimony to U.S. Bankmptcy Court, April 1998. 

8. "Stianded Costs of PSE&G." Market Valuation of a Fleet of Coal, Nuclear, Gas, 
and Oil-Fired Power Plants, Testimony to New Jersey Board of Public Utilities, 
Febmary 1998. 

7. "Application of PECO Energy Company for Approval of its Restmcturing Plan 
Under Section 2806 of the Public Utility Code." Market Value of Fleet of 
Nuclear, Coal, Gas, and Oil Power Plants, Rebuttal Testimony filed July 1997. 

6. "Future Wholesale Electricity Prices, Fuel Markets, Coal Transportation and the 
Cajun Bankmptcy." Testimony to Louisiana Public Service Commission, December 
1996. 

5. "Curtailment of the Saguaro QF, Power Contracting and Southwest Power 
Markets." Testimony on a contiact arbitiation. Las Vegas, Nevada, June 1996. 

4. "Future Rate Paths and the Cajun Bankmptcy." Testimony to the U.S. Bankmptcy 
Court, June 1997. 

3. "Fuel Prices and Coal Transportation." Testimony to the U.S. Bankmptcy Court, 
June 1997. 

2. "Demand for Gas Pipeline Capacity in Florida from Electiic Utilities." Testimony 
to Florida Public Service Commission, May 1993. 

1. "The Case for Fuel Flexibility in the Florida Electric Generation Industry." Testimony to the 
Florida Department of Environmental Regulation (DER), Hearings on Fuel Diversity and 
Environmental Protection, December 1992. 

IX. SELECTED SPEAKING ENGAGEMENTS 

99. Rose, J.L., Vinson & Elkins Conference, Houston, TX, November 11, 2010. 

98. Rose, J.L., Fundamentals of Electricity Transmission, EUCI, Crystal City, 
Arlington, VA, 
June 29-30, 2010. 
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97. Rose, J.L., Economics of PC Refurbishment, Improving the Efficiency of Coal-
Fired Power Generation in the U.S., DOE-NETL, Febmary 24, 2010. 

96. Rose, J.L., Fundamentals of Electricity Transmission, EUCI, Orlando, FL, 
January 25-26, 2010. 

95. Rose, J.L., CO2 Control, "Cap & Trade", & Selected Energy Issues, Multi-
Housing Laundry Association, October 26, 2009. 

94. Rose, J.L., Financing for the Future - Can We Afford It?, 2009 Bonbright 
Conference, October 9, 2009. 

93. Rose, J.L., EEI's Transmission and Market Design School, Washington, D.C, 
June 2009. 

92. Rose, J.L., ICF's New York City Energy Forum - Market Recovery in Merchant 
Generation Assets, June 10, 2008. 

91. Rose, J.L., Southeastern Electiic Exchange - Integrated Resource Planning Task 
Force Meeting, Carbon Tax Outiook Discussion, Febmary 21-22, 2008. 

90. Rose, J.L., AESP, NEEC Conference, Rising Prices and Failing Infrastmcture: A 
Bleak or Optimistic Future, Marlborough, MA, October 23, 2006. 

89. Rose, J.L., Infocast Gas Storage Conference, "Estimating the Growth Potential for 
Gas-Fired Electric Generation," Houston, TX, March 22, 2006. 

88. Rose, J.L., "Power Market Trends Impacting the Value of Power Assets," Infocast 
Conference, Powering Up for a New Era of Power Generation M&A, Febmary 
23, 2006. 

87. Rose, J.L., "The Challenge Posed by Rising Fuel and Power Costs", Lehman 
Brothers, November 2, 2005. 

86. Rose, J.L., "Modeling the Vulnerability of the Power Sector", EUCI - Securing 
the Nation's Energy Infrastmcture, September 19, 2005 

85. Rose, J.L., "Fuel Diversity in the Northeast, Energy Bar Association, Northeast 
Chapter Meeting, New York, NY, June 9, 2005. 

84. Rose, J.L., "2005 Macquarie Utility Sector Conference", Macquarie Utility Sector 
Conference, Vail, CO, Febmary 28, 2005. 

83. Rose, J.L., "The Outlook for North American Natural Gas and Power Markets", 
The Institute for Energy Law, Program on Oil and Gas Law, Houston, TX, 
Febmary 18, 2005. 
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82. Rose, J.L. "Assessing the Salability of Merchant Assets - What's on the 
Horizon?" Infocast - The Market for Power Assets, Phoenix, AZ, Febmary 10, 
2005. 

81. Rose, J.L. "Market Based Approaches to Transmission - Longer-Term Role", 
National Group of Municipal Bond Investors, New York, NY, December 10, 
2004. 

80. Rose, J.L. "Supply & Demand Fundamentals - What is Short-Term Outlook and 
the Long-Term Demand? Piatt's Power Marketing Conference, Houston, TX, 
October 11, 2004. 

79. Rose, J.L. "Assessing the Salability of Merchant Assets - When Will We Hit 
Bottom?, Infocast's Buying, Selling, and Investing in Energy Assets Conference, 
Houston, TX, June 24, 2004. 

78. Rose, J. L. "After the Blackout - Questions That Every Regulator Should be 
Asking," NARUC Webinar Conference, Fairfax, VA, November 6, 2003. 

77. Rose, J. L., "Supply and Demand in U.S. Wholesale Power Markets," Lehman 
Brothers Global Credit Conference, New York, NY, November 5, 2003. 

76. Rose, J.L., "Assessing the Salability of Merchant Assets - When Will We Hit 
Bottom?", Infocast's Opportunities in Energy Asset Acquisition, San Francisco, 
CA, October 9, 2003. 

75. Rose, J.L., "Asset Valuation in Today's Market", Infocast's Project Finance 
Tutorial, New York, NY, October 8, 2003. 

74. Rose, J.L., "Forensic Evaluation of Problem Projects", Infocast's Project Finance 
Workouts: Dealing With Distiessed Energy Projects, September 17, 2003. 

73. Rose, J.L., National Management Emergency Association, Seattle, WA, 
September 8, 2003. 

72. Rose, J.L., "Assessing the Salability of Merchant Assets - When Will We Hit 
Bottom?", Infocast's Buying, Selling & Investing in Energy Assets, Chicago, IL, 
July 24, 2003. 

71. Rose, J.L., CSFB Leveraged Finance Independent Power Producers and Utilities 
Conference, New York, NY, "Spark Spread Outlook", July 17, 2003. 

70. Rose, J.L., Multi-Housing Laundry Association, Washington, D. C, "Trends in 
U.S. Energy and Economy", June 24, 2003. 
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69. Rose, J.L., "Power Markets: Prices, SMD, Transmission Access, and Trading", 
Bechtel Management Seminar, Frederick, MD, June 10, 2003. 

68. Rose, J.L., Piatt's Global Power Market Conference, New Orieans, LA, "The 
Outiook for Recovery," March 31, 2003. 

67. Rose, J.L., "Electricity Transmission and Grid Security", Energy Security 
Conference, Crystal City, VA, March 25, 2003. 

66. Rose, J.L., "Assessing the Salability of Merchant Assets - When Will We Hit 
Bottom?, Infocast's Buying, Selling & Investing in Energy Assets, New York 
City, Febmary 27, 2003. 

65. Rose, J.L., Panel Discussion, "Forensic Evaluation of Problem Projects", Infocast 
Conference, NY, Febmary 24, 2003. 

64. Rose, J.L., PSEG Off-Site Meeting Panel Discussion, Febmary 6, 2003 (April 13, 
2003). 

63. Rose, J.L., "The Merchant Power Market—Where Do We Go From Here?" 
Center for Business Intelligence's Financing U.S. Power Projects, November 18-
19, 2002. 

62. Rose, J.L., "Assessing U.S. Regional And The Potential for Additional Coal-Fired 
Generation in Each Region," Infocast's Building New Coal-Fired Generation 
Conference, October 8, 2002. 

61. Rose, J.L., "Predicting the Price of Power for Asset Valuation in the Merchant 
Power Financings, "Infocast's Product Structuring in the Real World Conference, 
September 25, 2002. 

60. Rose, J.L., "PJM Price Outiook," Piatt's Annual PJM Regional Conference, 
September 24, 2002. 

59. Rose, J.L., "Why Investors Are Zeroing in on Upgrading Our Antiquated Power 
Grid Rather Than Exotic & Complicated Technologies," New York Venture 
Group's Investing in the Power Industry—Targeting The Newest Trends 
Conference, July 31, 2002. 

58. Rose, J.L., Panel Participant in the Salomon Smith Bamey Power and Energy 
Merchant Conference 2002, May 15, 2002. 

57. Rose, J.L., "Locational Market Price (LMP) Forecasting in Plant Financing 
Decisions," Stmctured Finance Institute, April 8-9, 2002. 
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56. Rose, J.L., "PJM Transmission and Generation Forecast", Financial Times Energy 
Conference, November 6, 2001. 

55. Rose, J.L., "U.S. Power Sector Trends", Credit Suisse First Boston's Power 
Generation Supply Chain Conference, Web Presented Conference, September 12, 
2002. 

54. Rose, J.L., "Dealing with Inter-Regional Power Transmission Issues", Infocast's 
Ohio Power Game Conference, September 6, 2001 

53. Rose, J.L., "Where's the Next Califomia", Credit Suisse First Boston's Global 
Project Finance Capital Markets Conference, New York NY, June 27 2001 

52. Rose, J.L, "U.S. Energy Issues: What MLA Members Need to Know," Multi-
housing Laundry Association, Boca Raton Florida, June 25, 2001 

51. Rose, J.L., "How the Califomia Meltdown Affects Power Development", 
Infocast's Power Development and Finance Conference 2001, Washington D.C, 
June 12, 2001 

50. Rose, J.L., "Forecasting 2001 Electricity Prices" presentation and workshop. 
What to Expect in westem Power Markets this Summer 2001 Conference, 
Denver, Colorado, May 2, 2001 

49. Rose, J.L., "Power Crisis in the West" Generation Panel Presentation, San Diego, 
Califomia, Febmary 12, 2001 

48. Rose, J.L., "An Analysis of the Causes leading to the Summer Price Spikes of 
1999 & 2000" Conference Chair, Infocast Managing Summer Price Volatility, 
Houston, Texas, January 30, 2001. 

47. Rose, J. L., "An Analysis of the Power Markets, summer 2000" Generation Panel 
Presentation, Financial Times Power Mart 2000 conference, Houston, Texas, 
October 18,2000 

46. Rose, J.L., "An Analysis of the Merchant Power Market, Summer 2000" 
presentation. Conference Chair, Merchant Power Finance Conference, Atlanta, 
Georgia, September 11 to 15, 2000 

45. Rose, J.L., "Understanding Capacity Value and Pricing Firmness" presentation. 
Conference Chair, Merchant Plant Development and Finance Conference, 
Houston, Texas, March 30, 2000. 

44. Rose, J.L., "Implementing NYPP's Congestion Pricing and Transmission 
Congestion Contract (TCC)", Infocast Congestion Pricing and Forecasting 
Conference, Washington D.C, November 19,1999. 
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43. Rose, J.L., "Understanding Generation" Pre-Conference Workshop, Powermart, 
Houston, Texas, October 26-28, 1999. 

42. Rose, J.L., "Understanding Capacity Value and Pricing Firmness" presentation. 
Conference Chair Merchant Plant Development and Finance Conference, 
Houston, Texas, September 29, 1999. 

41. Rose, J.L., "Comparative Market Outlook for Merchant Assets" presentation. 
Merchant Power Conference, New York, New York, September 24, 1999. 

40. Rose, J.L., "Transmission, Congestion, and Capacity Pricing" presentation, 
Transmission The Future of Electric Transmission Conference, Washington, DC, 
September 13, 1999. 

39. Rose, J.L., "Effects of Market Power on Power Prices in Competitive Energy 
Markets" Keynote Address, The Impact of Market Power in Competitive Energy 
Markets Conference, Washington, DC, July 14, 1999. 

38. Rose, J.L., "Peak Price Volatility in ECAR and the Midwest, Futures Contracts: 
Liquidity, Arbitrage Opportunity" presentation at ECAR Power Markets 
Conference, Columbus, Ohio, June 9, 1999. 

37. Rose, J.L., "Transmission Solutions to Market Power" presentation, Do 
Companies in the Energy Industry Have Too Much Market Power? Conference, 
Washington, DC, May 24, 1999. 

36. Rose, J.L., "Repowering Existing Power Plants and Its Impact on Market Prices" 
presentation. Exploiting the Full Energy Value-Chain Conference, Chicago, 
Illinois, May 17, 1999. 

35. Rose, J.L., "Transmission and Retail Issues in the Electiic Industry" Session 
Speaker, Gas Mart/Power 99 Conference, Dallas, Texas, May 10, 1999. 

34. Rose, J.L., "Peak Price Volatility in the Rockies and Southwest" presentation at 
Repowering the Rockies and the Southwest Conference, Denver, Colorado, May 
5, 1999. 

33. Rose, J.L., "Understanding Generation" presentation and Program Chairman at 
Buying & Selling Power Assets: The Great Generation Sell-Off Conference, 
Houston, Texas, April 20,1999. 

32. Rose, J.L., "Buying Generation Assets in PJM" presentation at Mid-Atiantic 
Power Summit, Philadelphia, Pennsylvania, April 12, 1999. 
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31. Rose, J.L., "Evaluating Your Generation Options in Situations With Insufficient 
Transmission," presentation at Congestion Management conference, Washington, 
D.C, March 25, 1999. 

30. Rose, J.L., "Will Capacity Prices Drive Future Power Prices?" presentation at 
Merchant Plant Development conference, Chicago, Illinois, March 23, 1999. 

29. Rose, J.L., "Capacity Value - Pricing Firmness," presentation at Market Price 
Forecasting conference, Atlanta, Georgia, Febmary 25, 1999 

28. Rose, J.L., "Developing Reasonable Expectations About Financing New 
Merchant Plants That Have Less Competitive Advantage Than Current Projects," 
presentation at Project Finance International's Financing Power Projects in the 
USA conference, New York, New York, Febmary 11, 1999. 

27. Rose, J.L., "Transmission and Capacity Pricing and Constraints," presentation at 
Power Fair 99, Houston, Texas, Febmary 4, 1999. 

26. Rose, J.L., "Peak Price Volatility: Comparing ERCOT With Other Regions," 
presentation at Megawatt Daily's Trading Power in ERCOT conference, Houston, 
Texas, January 13, 1999. 

25. Rose, J.L., "The Outlook for Midwest Power Markets," presentation to The 
Institute for Regulatory Policy Studies at Illinois State University, Springfield, 
Illinois, November 19, 1998. 

24. Rose, J.L., "Developing Pricing Stiategies for Generation Assets," presentation at 
Wholesale Power in the West conference. Las Vegas, Nevada, November 12, 
1998. 

23. Rose, J.L., "Understanding Electricity Generation and Deregulated Wholesale 
Power Prices," a fiall-day pre-conference workshop at Power Mart 98, Houston, 
Texas, October 26, 1998. 

22. Rose, J.L., "The Impact of Power Generation Upgrades, Merchant Plant 
Developments, New Transmission Projects and Upgrades on Power Prices," 
presentation at Profiting in the New York Power Market conference, New York, 
NY, October 22, 1998. 

21. Rose, J.L., "Capacity Value - Pricing Firmness," presentation to Edison Electric 
Institute Economics Committee, Charlotte, NC, October 8, 1998. 

20. Rose, J.L., "Locational Marginal Pricing and Futures Trading," presentation at 
Megawatt Daily's Electricity Regulation conference, Washington, D.C, October 
7, 1998. 
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19. Rose, J.L., Chairman's opening speech and "The Move Toward a Decentralized 
Approach: How Will Nodal Pricing Impact Power Markets?" at Congestion 
Pricing and Tariffs conference, Washington, D.C, September 25, 1998. 

18. Rose, J.L., "The Generation Market in MAPP/MAIN: An Overview," presentation 
at Megawatt Daily's MAIN/MAPP - The New Dynamics conference, 
Minneapolis, Minnesota, September 16, 1998. 

17. Rose, J.L., "Capacity Value - Pricing Firmness," presentation at Market Price 
Forecasting conference, Baltimore, Maryland, August 24, 1998. 

16. Rose, J.L., "ICF Kaiser's Wholesale Power Market Model," presentation at 
Market Price Forecasting conference. New York, New York, August 6, 1998. 

15. Rose, J.L., Campbell, R., Kathan, David, "Valuing Assets and Companies in 
M&A Transactions," full-day workshop at Utility Mergers & Acquisitions 
conference, Washington, D.C, July 15, 1998. 

14. Rose, J.L., "Must-Run Nuclear Generation's Impact on Price Forecasting and 
Operations," presentation at The Energy Institute's conference entitled "Buying 
and Selling Electricity in the Wholesale Power Market," Las Vegas, Nevada, June 
25, 1998. 

13. Rose, J.L., "The Generation Market in PJM," presentation at Megawatt Daily's 
PJM Power Markets conference, Philadelphia, Pennsylvania, June 17,1998. 

12. Rose, J.L., "Market Evaluation of Electric Generating Assets in the Northeast," 
presentation at McGraw-Hill's conference: Electric Asset Sales in the Northeast, 
Boston, Massachusetts, June 15, 1998. 

11. Rose, J.L., "Overview of SERC Power," opening speech presented at Megawatt 
Daily's SERC Power Markets conference, Atlanta, Georgia, May 20, 1998. 

10. Rose, J.L., "Future Price Forecasting," presentation at The Southeast Energy 
Buyers Summit, Atlanta, Georgia, May 7, 1998. 

9. Rose, J.L., "Practical Risk Management in the Power Industry," presentation at 
Power Fair, Toronto, Canada, April 16, 1998. 

8. Rose, J.L., "The Wholesale Power Market in ERCOT: Transmission Issues," 
presentation at Megawatt Daily's ERCOT Power Markets conference, Houston, 
Texas, April 1, 1998. 

7. Rose, J.L., "New Generation Projects and Merchant Capacity Coming On-Line," 
presentation at Northeast Wholesale Power Market conference. New York, New 
York, March 18, 1998. 
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6. Rose, J.L., "Projecting Market Prices in a Deregulated Electricity Market," 
presentation at conference: Market Price Forecasting, San Francisco, Califomia, 
March 9, 1998. 

5. Rose, J.L., "Handling of Transmission Rights," presentation at conference: 
Congestion Pricing & Tariffs, Washington, D.C, January 23, 1998. 

4. Rose, J.L., "Understanding Wholesale Markets and Power Marketing," 
presentation at The Power Marketing Association Armual Meeting, Washington, 
D.C, November 11, 1997. 

2. Rose, J.L., "Determining the Electricity Forward Curve," presentation at seminar: 
Pricing, Hedging, Trading, and Risk Management of Electricity Derivatives, New 
York, New York, October 23, 1997. 

3. Rose, J.L., "Market Price Forecasting In A Deregulated Market," presentation at 
conference: Market Price Forecasting, Washington, D.C, October 23, 1997, 

1. Rose, J.L., "Credit Risk Versus Commodity Risk," presentation at conference: 
Developing & Financing Merchant Power Plants in the New U.S. Market, New 
York, New York, September 16, 1997. 

X. SELECTED PUBLICATIONS 

Rose, J.L. and Surana, S. "Oil Price Increases, Yield Curve Inversion may be Indicators 
of Economic Recession." Oil and Gas Financial Journal, Volume 7, Issue 6, June 
2010 

Rose, J.L. and Surana, S. "Forecasting Recessions and Investment Strategies." World-
Generation, June/July 2010, V.22, #3. 

Rose, J.L., "Should Environmental Restrictions be Eased to Allow for the Constmction of 
More Power Plants? The Costco Cormection, April 2001. 

Rose, J.L., "Deregulation in the US Generation Sector: A Mid-Course Appraisal", Power 
Economics, October 2000. 

Rose, J. L., "Price Spike Reality: Debunking the Myth of Failed Markets", Public 
Utilities Fortnightly, November 1, 2000. 

Rose, J.L., "Missed Opportunity: What's Right and Wrong in the FERC Staff Report on the 
Midwest Price Spikes," Pwi/zc Utilities Fortnightly, November 15, 1998. 

Rose, J.L., "Why the June Price Spike Was Not a Fluke," The Electricity Journal, 
November 1998. 
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Rose, J.L., S. Muthiah, and J. Spencer, "Will Wall Street Rescue the Competitive 
Wholesale Power Market?" Project Finance International, May 1998. 

Rose, J.L., "Last Summer's "Pure" Capacity Prices - A Harbinger of Things to Come, " 
Public Utilities Fortnightly, December 1, 1997. 

Rose, J.L., D. Kathan, and J. Spencer "Electricity Deregulation in the New England 
SXdiXes'' Energy Buyer, YoXume 1, Issue 10, June-July 1997. 

Rose, J.L., S. Muthiah, and M. Fusco, "Financial Engineering in the Power Sector," The 
Electricity Journal, Jan/Feb 1997. 

Rose, J.L, S. Muthiah, and M. Fusco, "Is Competition Lacking in Generation? (And Why it 
Should Not Matter), "Public Utilities Fortnightly, January 1,1997. 

Mann, C and J.L. Rose, "Price Risk Management: Electric Power vs. Natural Gas," Public 
Utilities Fortnightly, Febmary 1996. 

Rose, J.L. and C Mann, "Unbundling the Electric Capacity Price in a Deregulated 
Commodity Market," PM6//C Utilities Fortnightly, December 1995. 

Booth, William and J.L. Rose, "FERC's Hourly System Lambda Data as Interim Bulk 
Power Price Information,"/•wft/rc Utilities Fortnightly, May 1,1995. 

Rose, J.L. and M. Frevert, "Natural Gas: The Power Generation Fuel for the 1990s." 
Published by Enron. 

XI. 

XII.EMPLOYMENT HISTORY 

ICF Resources Incorporated Managing Director 
Vice President 
Project Manager 
Senior Associate 
Associate 

1999-Present 
1996-1999 
1993-1996 
1986-1993 
1982-1986 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

L INTRODTJCnON 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

My name is William Don Wathen Jr., and my buskess address is 139 East Fourth 

Street, Cincinnati, Ohio 45202. 

BY V^HOM ARE YOU EMPLOYED AND IN WHAT CAPACITY? 

I am employed 1^ Duke Eneigy Business Services LLC (DEBS) as General 

Manager and Vice President of Rates, Ohio and KeotuclQr. DEBS provides 

various admimstiative and other services to Duke &iergy Ohio, Inc., (Duke 

Biergy Ohio or the Conqnny) and other afBliated companies of Duke Energy 

Cotpcnration (Duke Energy). 

PLEASE SUMMARIZE YOUR EDUCATION AND PROFESSIONAL 

EXPERIENCE. 

I recdved Bachelor Degrees in Business and Chemical En^^eering, and a Master 

of Business Administration Degree, all fiom the University of Kentucky. Afier 

oompletmg graduate studies, I was employed 1^ Kentucky Utilities Conqnny as a 

planning analyst In 1989, I began en^loyment with the Indiana Utility 

Regulatory Commission as a senior engineer. From 1992 until mid-1998,1 was 

emplc^wd by SVBK Consulting Groiip, where I held several positions as a 

consultant fbcusing principally on utility rate matters. I was hired by Cinergy 

Services, LK., in 1998, as an Economic and Financial Specialist in the Budgets 

and Forecasts Department In 1999,1 was promoted to the position of Manager, 

Financial Forecasts. In August 2003,1 was named to tiie position of Director -
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Rates. On December 1, 2009,1 took the position of General Manager and Vice 

President of Rates, Ohio and Kentucky. 

HAVE YOU PREVIOUSLY TESTIFIED BEFORE THE PUBUC 

UTILITIES COMMISSION OF OHIO? 

Yes. I have presented testimoity on numerous occasions brf<»e ttie Public 

Utilities Cammission of Ohio (Commission) and various other state, local, and 

federal regulators. 

PLEASE SUMMARIZE YOUR DUTIES AS GENERAL MANAGER AND 

VICE PRESIDENT OF RATES, OHIO AND KENTUCKY. 

As General Manager and Vice President of Rates, Ohio and Kentuclty, I am 

responsible fw all state and federal rate matters involving Duke Energy Ohio and 

Duke Energy Kentucky, Inc. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS 

PROCEEDING? 

The purpose of my testimony is to siqiport various sapecta of Duke Energy (Xiio's 

proposed electric security plan (ESP). I pn)vide testimony regarding the primary 

components of the Company's (noposed ESP, provisions for testing the plan in 

years four and eight pursuant to R.C. 4928.143(E), transitional conations should 

the plan be terminated, and the association with governmental aggregators. 

Finally, I address the compariscm between the proposed ESP and the expected 

results under R.C. 4928.142 in respect of pricing. 
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IL PRIMARY COMPONENTS OF THE ESP 

PLEASE DESCRIBE THE PRIMARY COMPONENTS OF DUKE 

ENERGY OHIO'S PROPOSED ESP. 

The Company's proposed ESP is comprised of botii cost-based and maricet-based 

pricing dements, the intent of wMdi is to provide customos with rate statnlity 

and price cotainty \ ^ l e retaining their ability to select conq)etitive providers of 

the energy commodity. The table bdow summarizes (be riders that are 

incorporated into and a part of the proposed ESP. 

Table 1-New RMcri { 
Rider Name 

Rider RC 

Rider PSM 

RiderRE 

Rider AER-R 

Rider RECON 

Rider UE-GEN 

Rider DR 

Deacriiition 

RetailCqwdty 

Profit Sharing Mechanism 

Retail Energy 

Altemative Eneigy Recovery Rider 

Reconciliation Rider for over-/under-
recovery of eliminated ESP-eca riders 
Uncollectible Expense Rider for 
Generation 

Distribution Reliability 

Avoidabb? 

No 

No 

Yes 

Yes 

Yes 

No 

No 

Furtiier, certain riders that were approved in Duke Enngy Ohio's current ESP 

under Case No. 08-920-EL-SSO, et ci., will be unaffected by tiiis filing. Those 

riders are Rider SAW, Rider SAW-R, and Rider ECF. As these tiiree riders are 

unchanged by this Application, I do not discuss tiiem in detail in my testimony. 

Finally, upon impl«nentation of the proposed ESP, a number of existing 

riders will be terminated. Table 2 is a summary of the riders that will be no 

longer exist under the new ESP. 
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T a b l e l ^ R i i m B e t t l E l i a d M l M i 1 
Rider Name 

Rider PTC-BG 

Rider PTC-FPP 

Rider PTC-AAC 

Rider SRA-CD 

Rider SRA-SRT 

Rider DR-IM 

DcscriirtioB 

Price-to-Compaie: Base Generation 

Price-to-C<nnpere: Fuel and Purchawd Power 

Price-to-Compare: Annually Adjusted Component 

System Relialnlity Adjustment: Cqiadty Dedication 

System Reliability Adjustment: System Reliability Tracker 

Distribution Reliability: Infiastructure Modernization 

A. JWffftCfltetiUCiHWflfY) 

1 Q. PLEASE DESCRIBE RIDER RC. 

2 A. Rider RC is predicated vtpcax a formula rate for de^^ojnng tiie fixed costs 

3 associated with tiie Company's legacy generating assets tiiat, unda tiie 

4 Company's proposal, will effectivdy be dedicated to Ohio customers, as wdl as a 

5 reasonable rate of return for those assets. Through Rider RC, Duke Eneigy Ohio 

6 will recover tiie costs that are incurred in serving its customers with a reliable and 

7 adequate supply of capadty over the foil term of the ESP. Additionally, to the 

8 extent the Company incurs costs to secure su£5deiit«q)acity to meet its reliability 

9 requirements, such costs would be incorporated into Rider RC. However, any 

10 timd-party purchases necessary to meet the reliability requirement would be 

11 treated as an eqpense for determining the revenue requirement for Ridn RC; so, 

12 there would be no retum component for sudi market or third-^wrty purchases. 

13 The Rider RC rate will be adjusted eadi year to reflect actud costs incurred, or 

14 changes in rate base as a resuh of environmentdnqpenditures or other changes to 

15 the generating assets on which the rate is predicated. 
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1 Tlie fomiula used to devdop Rider RC has its roots in traditiond 

2 ratemaking inasmuch as the Company incoiporated many elements of the 

3 cdculations it wodd make for determining tiie revenue requiremoit for its 

4 regulated gas and electric operations. The formula also incorporates a number of 

5 ratemaking concepts used by tiie Federd Energy Regdattny Commission (FERQ 

6 for its formula ratemaking for network integrated transmisswn service (NTTS).' 

7 Much like the formula used for setting tiie Company's NTTS revenue 

8 requiranent, tiie revraue requirement for Rider RC is based on actud, historic 

9 costs. All of tiie starting infomiation used for the cdculation beffus witii data 

10 fixnn the FERC Form 1 Annud Report, a documem v ^ c h is publidy available. 

11 The ftnmulaindudes a cdcdationofrote base, ^ ^ c h in tills case will be tile rate 

12 base attiibutable to Duke Eneigy (%io*s Legacy Goierating Assets.' hi exchange 

13 fix dedicating the assets to customers, tiie Company would seek a reasonable 

14 retum on the rate base. The retum would be based on an appropriate retum on 

15 equity (ROE), as stqiported by Duke Energy Ohio witness Dr. Roger A. Morin, 

16 the average cost of debt for tiie most recent actud period, and tiie relative 

17 pnqiortionofequity and debt noddngiq) tiie Company's cqiitd structure. 

18 The next step of the formula is to determine tiie expenses to be recovered. 

19 Eligible eiqxnses include book deixeciation expense, operating and maintenance 

' As a cwrent membo' of die Midwest Independent System Opentm-, be. (Midwest ISO), Duke Energy 
Ohio aanuaUy updates its levemie requirement pursuant to a Midweit ISO fonnula rate, Attadunent O, 
qiproved 1>y die Fedoa) Eneisy Regulatoiy Conmisslim. 
' See Direct Testinuwy of S«IiI Piadhan fbr a deacriptfam of the L^icy Qoieratb^ Assets. 
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1 (O&M) expense, jnqieity and otiier taxes, and income taxes on the equity portion 

2 ofthe retum on rate base. 

3 Q. ARE ANY ADJUSTMENTS NECESSARY TO THE *PER BOOKS' 

4 INFORMATION? 

5 A. Yes. A number of atljustments to the inform8ti<m contamed in tiie Form 1 are 

6 necessary to determine tiie ^>propriate revenue requirement for Duke Energy 

7 Ohio's Lesley Generating Assets. 

8 Rate Base Adjnstmcats: 

9 a. The vahies represented in tiie Form 1 for production plant include purchase 

10 accounting a^ustments assodated vrith tiie merger of Duke Eneigy and 

11 Cineigy Corp. in 2006. Purdiase accounting is typically not allowed for 

12 recovery in conventiond ratemaking; consequentty, the impact of purchase 

13 ac«)untiiig was removed fixmi all plant and O&M accounts, and was dso 

14 removed fiom the capitd structure. 

15 b. In April 2011, Duke EMigy Ohio transferred its ownership stake in a number 

16 of gas-fired generation assets (often referred to as the DENA plants) tiiat have 

17 never been used and usefol for its retail customers. Because those assets are 

18 now owned by an afBliate and are not being dedicated to customers as part of 

19 tiie proposed ESP, the vdueofthese assets mdicated in die Form 1 for 2010 is 

20 removed fiom the Rider RC revenue reqdrement cdculation dong with all 

21 related expenses. 

22 c. Duke Energy Ohio has common and generd plant that suppcMts its generation 

23 busiiwss and its other lines of business (e.g., electric distribution, dectric 
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1 transmission, and gas distribution); consequentiy, some common and generd 

2 plant is being allocated to Legacy Generation rate base in proportim to its 

3 relative net plant 

4 d. Applying conventiond ratemaking prindples commody used before tiiis 

5 Commisdon, the Rider RC foimula deducts fiom rate base Legacy 

6 Generation's share of Accumulated Deferred Income Taxes (ADITs) and 

7 Accumulated Deferred Income Tax Credits (ADITCs). Some ADITs and 

8 ADITCs are clearly attributable to one line of business or another, while some 

9 are related to assets/expenses tint cross more than one line of business. 

10 Because ofthe magnitude of ADITs, tine scheddes sjpcaaaond in Attachment 

11 WDW-1 include a detailed summary of each aocounting record for this item 

12 and the allocation ofthose ADITs among the Company's lines of business. 

13 e. To recognize the need for cash woridng capitei, the FERC allows companies 

14 to estimate cash woridng capitd needs by dividing non-fiiel O&M expense by 

15 8 (often referred to as the 4S-day mctiiod). This metiiodok^ is often used in 

16 FERCratecasesandisaconq;x>nait of the fonnula rate for estdilishing tiie 

17 NITS revenue requirement 

18 OAM Adjnstmeirts: 

19 a. Because the retail capacity rider is ody intended to recover fixed costs, costs 

20 tiiat are directiy propoitiond to the number of MWh beh^ generated (/.«., 

21 variable costs) are excluded fiom the cdculation. Consequently, expenses 

22 sudi as fiid expense, emisdon allowance (EA) expense, and environmenttl 

23 reagent esqienses are eliminated. 

WILLIAM DON WATHEN JR. DIRECT 
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18 

19 

20 

21 

22 

b. All historic purchased power expense is diminated; however. 

c. Certain O&M costs, particdarly administrative tmd generd (A&O) costs, 

suppwt lines of business in addition to Legacy Generation. The bulk of these 

A&G costs are labor related; tterefiMre, it is appropntstc to dlocate to Legacy 

Generation an amount of these costs in proportion to that line of business' 

share of overall salaries and wages. This is anotiier common qiplicatioa of 

ratemaking principles and is consistent with the allo^on methods used in 

our retdl distributi(m rate cases in Ohio. 

Taxes 

a Income taxes are included at the statutory effective rate aid the cdculation 

includes an adjustment to reflect the statutory level of Gross Domestic 

Production Tax Deduction under Section 199 of the Intand Revenue Code 

(Section 199 Deduction). Altiwugh the Sectiin 199 Deduction can ody be 

used if there is a positive taxable income for current taxes (as opposed to book 

income), ratemaking typically uses statutory rates for taxes and, because the 
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1 ESP, if appmved, will ensure tiiat Duke Eneigy Ohio will have positive bode 

2 income, it is qjpropriate to include tins benefit for customers. 

3 b. Ohio no longer has a state income tax but instead, has a commercid activities 

4 tax (CAT tax). The effect of this tax is included in the revenue requirement 

5 cdculation. 

6 c. Property and otiier taxes are inchided d the levels dlocable to Legacy 

7 Generation for 2010. 

8 Q. PLEASE DESCRIBE HOW RIDER RC WILL BE UPDATED. 

9 A. As described above, tiie FERC-qiproved ftirmda far establishing the revenue 

10 requirement for NITS allows for an annud update to the revenue requiranent 

11 cdcdation shortiy after the source of tiie data is avdlable. Spedfically, because 

12 tiie FERC formda uses tiie FERC Form 1 and tiiis document is not publicly 

13 available until mid-April every year, the fonnula fx cdculatisg new transmission 

14 rales is iqpdated in May eadi year, witii rates becxiniiiig effective the next month. 

15 In order to dlow tiie Commissicm sufBdent time to review the filing eadi 

16 year, tiie Company proposes that a filing be made each year on or befim June 1 to 

17 iqidate ti!ie revenue requiremoit and the rates for Rider RC. The Commission 

18 wodd have tiie oĵ ptxtunity to establish a formd review process and new rates 

19 wodd be updated upon a Commission order qiproving tiie rates for 

20 implonentation by Januaiy 1 ofthe following year. 

21 Q. IS RIDER RC PROPOSED AS A NON-BYPASSABLE RIDER? 

22 A. Yes. In exchange for providing retail customers with virtudty dl ofthe vdue of 

23 the Legficy Generating Assets owned by Duke Eneigy CHiio and a fixed capacity 

W n X U M DON WATHEN JR. DIRECT 
9 



Duke Energy Ohio Late Filed Exhibit 10.1 
Page 12 of 72 

1 charge that will not be subject to the maricet volatility that is discussed in tiie 

2 Direct Testimony of Duke Eneigy Ohio witnesses B. Kdtii Trent and Judah L. 

3 Rose, Rider RC will be unavoidd)le and thus iq;>idicable to all retail customers in 

4 Duke Energy Ohio's service toritory. The Ccmqiany's proposd to share most of 

5 the benefits of owning tiie goieration (e.g., profits on off-system sdes, ancillary 

6 service revenue etc.) is a imuOT dement of this proposd and it will dso serve to 

7 mitigde any volatility tiiat customers may experience in tiieir price for electricity. 

B. Rider PSM fProfit SiiariM McciiaBism^ 

8 Q. WHAT IS RIDER PSM? 

9 A. Rider PSM is a mechamsm tiut will enable Duke Eneigy Ohio to credit beck to 

10 custmners most of the net i»ofits derived fiom the Lqi^y Geiwrating Assets. 

11 Most of tins profit is derived fiom tiie sale of economic generation into the 

12 market For example, when the market price of power exceeds the cost to the 

13 Compattyofgenendng that power, there will be a resdting margin (or profit) (m 

14 tiie sde of tiiis geneiatioa Under the Company's ESP proposal, all of Ddce 

15 Energy Ohio's economic generation will be available for dispatch into the market 

16 and all (^ the net profit d^ved fiom tiiat maiket will be avdhdile finr sharing 

17 between customos and the Company. 

18 Q. HOW WILL DUKE ENERGY OHIO MANAGE ITS PORTFOLIO OF 

19 ASSETS TO OPTIMIZE THE VALUE OF THIS GENERATION FOR 

20 CUSTOMERS? 

21 A. In many w^ys, the Con^MUty's management of Kidet PSM will resemble its 

22 managonent of the current Rider PTC-FPP (ftiel and purchased power rider), bi 
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1 both cases, the Con̂ Muiy will have a portfolio of assets including coal, EAs, etc., 

2 tiiat will be the basis for the costs ofthe products being sold in the market Ttere 

3 is a direct corebtiiHi between managing the portfolio of these assets and the 

4 vdue being created fiom tiwse assets. Duke Energy Ohio witness Salil Pradhan 

5 discusses how tlw Ccmpeaay phms to manage the commodity positi(»is {e.g., fiiel, 

6 emission dlowances, etc.) and hedging strate^ for Legacy Generatmg Assets, 

7 tiierdiy creating tiie vdue fi» Rider PSM. 

8 Q. PLEASE DESCRIBE HOW RIDER PSM WILL BE UPDATED. 

9 A. For the initid noes being established in this ESP for 2012, Duke Energy Ohio will 

10 fiirecast the profits projected for sharing in Rider PSM fot the entire year. That 

11 cdcdati(m will establish a baseline amount to be credited against Rider RC. 

12 Begmning vrith a March 1, 2012, &5B§, tiie Compaarty will iqpdate Rider PSM 

13 based on updated forecasts for tiie incoming fiiU quarter {i.e., April-June 2012 in 

14 the March 1 filing) and will reconcile the most recentiy completed prior quarter 

15 fOT actud data (le.,con!Q)aring tiie amount ofprofits to be slmred for the quarter 

16 vs. how mudi was actually shared). In maity ways, this jxocess will minor the 

17 cuirajtquarteriy filings for tik existing Rider PTC-FPP. 

18 The projected and rectmciliation conqionent of quarterly filings will 

19 include the revmue derived fiom ownership of the Legacy Generating Assets 

20 (e.g., day-ahead and red-time sales in PJM, andllaiy service revenue, etc.) and all 

21 V8rid>le costs (e.g., ftiel, EAs, reagmt costs, etc.) incurred to generate tiie 

22 associated revenue. 
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1 Q. DOES THE COMPANY PROPOSE A REVIEW PROCESS FOR RIDER 

2 PSM? 

3 A. Yes. On both a quarterly and annud basis, tiie Company proposes a review 

4 jKOcess tiiat mirrcns tiie cunent Rider PTC-FPP. The Company will file its 

5 quarteriy iqxlate at least thirty days prior to the effective dale of the new Rider 

6 PSM rates and, udess there is some intervention or Commission-ordered review, 

7 the new rates will become effective without the need for ejqilicit Commisdon 

8 m>provaL 

9 In tiie first quarter after each year tiie Rider PSM is in effect the 

10 Commission will conduct an audit of the prior year's operation of Rido- PSM. 

11 Much like the current annud audit for Rider PTC-FPP, the Commission may 

12 review the Conq»ny's management policies, and practices for managing the 

13 asset portfolio and m ^ review the financid data underiying the rate setting 

14 process for Rider PSM. The auditor wodd submit a report of its findings to tiie 

15 Commisdon and a formd review may be conducted. If the Commisdon engages 

16 an independent third-party auditor, those costs wodd be included, and netted 

17 against the custcxner share of amounts to be credited, in Rider PSM. 

18 Q. YOU MENTIONED EARLIER THAT THE EFFECT OF RIDER PSM 

19 WILL BE TO MITIGATE THE VOLATILITY RETAIL CUSTOMERS 

20 MAY EXPERIENCE IN THEIR OVERALL PRICE OF ELECTRICITY. 

21 PLEASE EXPLAIN WHAT YOU MEAN BY THAT. 

22 A. First of all, difaough distribution and transmission service wodd be part of an 

23 overall 1x11, the prices for these compcments are relatively staUe. Prindpally, whd 
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1 I am describing is the interaction between (1) the cost of service based price of 

2 cqMcity; (2) tiie amiability ofa market-based standard service offer excludvdy 

3 for energy secured via an open aucticm process; and (3) tiie assignment of most of 

4 the vdue derived fiom the L^acy Generating Assets to d l retail customers. 

5 All involved in the retail and wholesde power maikets are aware of how 

6 volatile the price of botii cq»dty and energy has been. The Company's 

7 witnesses Trent and Rose discuss tiie volatility tiid has existed and will continue 

8 to exist in the maikets for tiiiese products. The ESP being proposed by the 

9 Company is fimdamentdly dedgned to limit tiie volatility customers will see in 

10 electridty prices over an extended period of time. First tiie cost-based ciqiacity 

11 ofthe Legacy GenoratiDg Assets ofifers pricing stability to retail customers, which 

12 means customers will be exposed to littie, if any, volatility in tiie maricet price for 

13 capacity. One has ody to kx>k at tiie outcome of the recent auctimi for cqiadty 

14 in PJM for evidence of how volatile the price for capacity can be. Fromplanmng 

15 year 2013/2014 to planning year 2014/2015, tiie maricet price set in PJM's 

16 auctions went fiom about $28 per MW-day to over $125 per MW-day. For 

17 plannii^ year 2011/2012, the price was $110 por MW-day and, for planning year 

18 2012/2013, tiie price was $16 per MW-day. This kind of volatility and insbibUity 

19 in a migor component of electric prices cannot be in the best interests of the 

20 Company, its customers, or the long-term ecimomic growth of our regi(»i. Under 

21 theproposedESP, most of the cqMKitynee(ted to SCTve retail load will be fiom 

22 identified assets and priced to customos d a n embedded cost ensuring thd Duke 

WILUAM DON WATHEN JR. DIRECT 
13 



Duke Energy Ohio Late Filed Exhibit 10.1 
Page 16 of 72 

1 Energy Ohio's retdl customers will not see this type of volatility or instability in 

2 the price their capadty. 

3 The maricet price of mergy can also be qdte volatile. Hie pnqxised ESP 

4 provides thd aU customers will pay a market price for energy, whether via a 

5 Standard Service Offer or Miien purehasing fixim conqietitive retail electric 

6 service (CRES) providers. However, the jxoposd to share virtually d l of the net 

7 profits fixnn Duke Eneigy Ohio's eneigy sdes fiom its own Legacy Generation 

8 serves to mitigato the volatility in the overall price of generation. For example, 

9 without sudi a sharing mechanism, ifretail energy prices were to escalate rapidly, 

10 customers wodd have to pay the rqndly escdating eneigy price as tilus type of 

11 market force wodd impact botii the maricet-based SSO price and CRES 

12 provicfers' offers. However, with the sharing proposd and a property managed 

13 portfolio of generation components (e.g., fiiel, EAs, eto.), higher enorgy prices 

14 shodd translate into higher profits for tiie Legacy Generating Assets. The net 

15 effect is tiiat while customers may pay higher eneigy prices in the nmket, tiiese 

16 higher energy prices shodd trandato into greater profits for Duke Energy Ohio's 

17 Legacy Generating Assets that will ofi&et retail customers* overall geusiation 

18 price. Ultunatdy, tiie Company's proposd limits customers' exposure dmost 

19 excludvdy to the volatility in the underiying 'vapat prices for Duke Energy Ohio's 

20 Legacy Generating Assets, ^ ^ d i , as discussed in tiie testimony of Duke Energy 

21 Ohio witness Sdil Pradhan, can be ^ec t ivdy managed tiuough portfolio 

22 optimization (or active mana^ment). 

23 

WILUAM DON WATHEN JR. DIRECT 
14 



Duke Energy Ohio Late Filed Exhibit 10.1 
Page 17 of 72 
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17 
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19 

20 

Q. 

A. 

Q. 

A. 

IS RIDER PSM PROPOSED AS A NON-BYPASSABLE RIDER? 

Yes. Because this rider is inexorably linked to Rider RC, it will be non-

bypassable credit Duke Energy Ohio's plan centers i^xm dl customers in the 

fooQirint paying tiie non-bypassable charge for the stability offered by tiie 

Company's cspadty. It is tiierefine reasondile tiiat d l customers also recdve the 

proportiood benefit those assets jnovide through Rider PSM. 

c. RWffMfflffiilJBiiifPiY) 

PLEASE DESCRIBE RIDER RE. 

The Company's proposed ESP decouples capacity fiom oiergy. The Company 

wiU be the single source of cqiacity for all retail customers and the maricet will be 

the exclusive provider of oieigy for retail customers. Toward thd end, the 

Company will procure 100 percent of its retail enogy requirement via a 

competitive bid process, as detailed in the Direct Testimony of Duke &iergy Ohio 

witness Robert J. Lee. As ptoposed by Mr. Lee, such \ ^ l e s d e auctions 

generally will be conducted two times per year* for the duration ofthe ESP and, 

after tiie apptoveH process is complete the results of the auctions will be 

omverted into retail rates for Duke Energy Ohio's SSO customers. The 

Conqxmy's proposed Rider RE (Retail Energy) will be tiie vehicle fat 

transforming tiie resdts of tite auctton into retail rates. Duke Eneigy Ohio 

witness Jefi&ey R. Bailey discusses the process for converting the wholesde rates 

to retail rates, for recovery through Rkler RE. 

' During 2011, Oere will l>e only one auctioo, as there would be insufficient time fi* two Mictioas. 
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1 The ConqMuiy dso proposes to recover through Rider RE pradently 

2 incurred costs associated with conducting tiie auctions pursuant to its CBP plan. 

3 And, in the event a supplier defedts, Duke Eneigy Ohio proposes to recover, 

4 tiirough Rider RE, the net costs incurred by it to provide SSO service. The net 

5 costs wodd be those unrecovered costs remaining after the Company reasonably 

6 pursues contractud remedies against tiie defindtmg supplier. 

7 Q. PLEASE EXPLAIN THE COMPANY'S CONTIGENCY PLAN TO 

8 PROCURE WHOLESALE ENERGY FOR DELIVERY BEGINNING 

9 JANUARY 1, 2012, IF ITIS UNABLE TO CONDUCT AN AUCTION IN 

10 2011 AND THE COST RECOVERY MECHANISM FOR THIS PLAN. 

11 A. As described by Duke Energy Ohio witnesses Robert J. Lee and James S. 

12 Northnqi, the Company pniposes to conduct vdiolesale energy auctions for its 

13 SSO load, witii delivery beginning on January 1, 2012. In the event a 

14 Commisdcm otdet qiproving the proposed ESP is not issued in sufBdent time to 

15 enable the first auction to be conducted in time to meet tiid goal, Duke Energy 

16 C^o proposes to procure tiie energy necessary to serve its load via the PJM Spot 

17 Energy Maricet f<Mr whatever period is necessary as a resdt of the dday. Costs 

18 for the acquisition of tiiis eaergy will be recovered through Rider RE. 

19 Q. PLEASE EXPLAIN HOW RIDER RE WILL BE UPDATED. 

20 A. Witiiin thirty days of the conclusion of each auction for SSO load, tin Compaity 

21 will make a filing witii tiie Commission detailmg the process of converting tiie 

22 resdts of the auction into retail rates. In addition to recovering the cost of 

23 supplier-provided oiergy, the Con^iany will seek to recover the costs of 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

Q. 

A. 

Q. 

A. 

Q. 

A. 

conductiii^ the auction including, but not limited to, the cost of consdtants hired 

by tile Commission to review the auction process and tiie duect costs of 

conductii:^ the auction. Ftirtfaer, Rido: RE will be used to reconcile the rates 

charged to customers witii the amounts pdd to wholesde st^pliers. 

IS RIDER RE PROPOSED AS A NON-BYPASSABLE RIDER? 

No. Rider RE reflects the Company's SSO eneigy price and, as sudi, is 

unconditionally avoidable by shoiqiii^ customers. 

D. RMfr AER-B. (M^rm^K Mmm R m u m HwwMrwfnf) 

PLEASE DESCRIBE RIDER AER-R. 

Rider AER-R is being proposed to recover tiie Conqnny's costs for conqilying 

with the Ohio's renewable energy requirements. Tiie responsibility for procuring 

renewable enngy certificates (RECs) generdty follows the load obligatitxi, 

dthough the nexus is sl^jitiy convolitted insofiur as the REC obligation b based 

on the average of the prior three years' of load rather tiian the current load 

obligation.̂  Taken to its extreme. Hois requirement codd mean a siqiplier of retdl 

energy, i^iether it is the dectric distiibution utility or a CRES provider, codd 

have an obligation to smqily RECs if it served am load in the prior tiiree years, 

evenif it has no load to serve in the cunent year. 

PLEASE EXPLAIN HOW RIDER AER-R WILL BE UPDATED. 

The rider will be filed quarteriy and will include true-iqi providcxis. 

*OAC. 4901:1-40-03(8X1). 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

Q. 

A. 

Q. 

A. 

IS RIDER AER-R PROPOSED AS A NON-BYPASSABLE RIDER? 

No. Pursuant to R.C. 4928.64(E) costs to comply witii the dtemative energy 

resource requirements must be bypassable. Consequentiy, Rider AER-R is an 

unconditionally avddable charge. 

E. Rider RECON fHacondBatioB^ 

PLEASE DESCRIBE RIDER RECON. 

Ridor RECON is intended to true up Duke Energy Ohio's current Rider PTC-FPP 

(ftwl and purehased power) and Rider SRA-SRT (system relialnlity trackor), botii 

of which will ex|Hre iqxm tiie effective dale of the ESP proposed in ibe 

Compaity's Applicatioa It is a near certainty that both ofthose riders will have a 

bdance of over- or under-recovoy as of December 31, 2011. The pinpose of 

Rider RECON, therefore, is to trae \xp the collective balance of any over- or 

under-recovory for tiiese two existing riders. To the extent the sum of the 

balances of over-Tuntter-recovery for the two ridors is an over-recovery. Rider 

RECON will be a credit to non-shof^ping custcaners. If the cumulative balance is 

an under-recovery. Rider RECX)N will be a charge to non-shopping customers. 

Because the balance of ovem/undCT-recovery for Rider RECON is expected to be 

relatively small, d!ie antidpated duration of Rider RECON is short - Duke Energy 

Ohio will be dde to resolve any over- or undovrecoveries witiiin six months of 

the new ESP. And once that resolution occurs. Rider RECON will expire. It 

shodd also be noted tiiat because the magmtude of Itider RECON is expected to 

be relatively small and the duration of recovery is expected to be relativdy diort 

the Company is proposing fbat no carrying costs be included in the rider. This is 
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reasonable peiticdariy in light of the fint thd there are no carrying diarges 

associated witii dtiwr Rider PTC-FPP or Rider SRA-SRT tiid are being 

reconciled m the proposed Rider RECON. 

WHEN WILL RIDER RECON BE IMPLEMENTED? 

As discussed above, the riders being trued up via Rider RECON are {xoposed to 

end on December 31, 2011. Because it will take aome time to determine the 

actud resdts (Le., revenue and costs) for tiie period in question, the Compaqy 

anticipates makuig a filing on or before Mardi 1, 2012, to establish Rider 

RECON. Absent any objection fitxm the Commisdon or interveners, tiie rider 

wiU go into effect <m A{ml 1,2012. Depending on the magnitude ofthe amount 

to be reconciled, tile duration of Rider RECON codd be iq;> to sbc months. 

RIDERS PTC-FPP AND SRA-SRT ARE SUBJECT TO ANNUAL AUDITS. 

WILL THAT AFFECT YOUR PROPOSAL REGARDING RIDER 

RECON? 

In prioor Commisdon audits of these two ritters, tiie Commisdon has ordered Dd^e 

Energy Ohio to exchide a cost thd had prevbudy been recovered. Because the 

twelve-month period endii^ December 31, 2011, is also subject to an annud 

autfit, which vrill not be conducted until eariy in 2012, tiw Compmy proposes to 

use Rider RECON to address any Commission-ordered refimds or charges 

stemming fiom tiie audit review inocess. 

IS RIDER RECON PROPOSED AS A NON-BYPASSABLE RIDER? 

22 A. Rider RECON is bemg proposed as an unconditionally bypassaUe rider. 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

Q. 

A. 

Q. 

A. 

Q. 
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F. Rider UE-GEN flJncollecdbh Geaeratioa E n t a u t i 

1 Q. PLEASE EXPLAIN RIDER UE-GEN. 

2 A. Duke Energy Ohio is pniposmg to recover the cost ofbad debt associated witii its 

3 SSO service, via Rider UE-GEN. The Company currentiy has ani^iproved rider 

4 to recover costs of bad debt associated with distribution service (Rider UE-ED') 

5 and bad debt related to retail transmisdon is a conqx)iient of tiie FERC-aiqnoved 

6 formda rates for cdculatmg tiie NITS revenue requirement thd is recoverdile 

7 through Rider BTR.' However, there is no existing rider mechanism to recover 

8 the bad debt expense assodated with serving SSO load, tiierrfore, the Compaity, 

9 proposes to implement Rider UE-GEN for thd purpose. 

10 Additi(HialIy, Duke Energy Ohio proposes to modity its existing Purchase 

11 of Accounts Receivable (PAR) program, with such modifications enabling the 

12 recovery ofthe bad debt associated with CRES providers' accounts recdvable. 

13 As I understand, Duke Energy Ohio is the otdy electric distribution utility 

14 (EDU) in Ohio thd purchases accounts receivable on any terms fiom CRES 

15 providers. Under the current structure and pursuant to prior Commisdon approval, 

16 CRES i»oviders must be enrolled in tiie Compaity's PAR program in order to 

17 have their accounts recdvable purchased d a discounted rate. Altiiough the 

18 cunent structure has dded CRES providers and, by extendon, the competitive 

19 retail market tiiew are improvements thd can be made to the scope of this 

' "UE-ED" means "uncollectible expense - electric distribution." 
' The Conunission apixoved Oe C(Hn]iany's Aj^Ucation to imptemem Rider BTR on May 6,2011, in Case 
No. 11-2641-EL-RDR. 
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1 purchase of accounts recdvable program that if properly implemented, will 

2 benefit both CRES providers and tiie Con^pany. 

3 Here, Duke Eneigy Ohio is proposmg to align the purchase of electiic 

4 generation accounts recdvable fiom CRES provides witii its purchase of naturd 

5 gas accounts recdvable. Unda tiiis proposal, tiie Company will purchase electric 

6 generation accounts receivable d no discount remitting payment on tiw twentietii 

7 day ofthe montii after which billiiig occurs. Duke Eneigy Ohio will recovor tiie 

8 uncollectiUe generation expense associated witii d l generation accounts - its own 

9 and those purchased fiom CRES iHXividers-via Ricter UE-GEN. 

10 Q. WILL RIDER UE-GEN BE A NON-BYPASSABLE RIDER? 

11 A. Yes. Given thd it extoids to the uncollectible expoise of all customers -

12 shoiqmig and non-shoppic^-the r ida must be non-bypassable. 

13 Q. HAS THE COMMISSION RECENTLY OFFERED AN OPINION 

14 REGARDING A RIDER LIKE UE-GEN? 

15 A. Yes. A similar rider was discussed as part of Duke Energy Ohio's request for 

16 ^iprovd of a Mdkd Rate Offer (MRO) in Case No 10-2586-EL-SSO. 

17 Specifically, in its February 23,2011, Order, the Conunission held: 

18 In conddering the jaoposed (xeation of Rider UE-GEN, the 
19 Comndadon is mindfiil tiiat as ini>posedltyDomimon and RESA, 
20 as an unavddable rider. Rider UE-GEN fiirtiwrs state policy by 
21 isomoting competition. Specifically, if Duke purchases accounts 
22 receivable d no discount, this will likely increase CRES providers' 
23 usage of Duke's tnlluig service. Additioially, greater access to 
24 consolidated billing for CRES jnoviders, witfaod a purchase of 
25 accounts recdvdile discount creates a levd playing fidd and 
26 allows greater fi«ed<»n for customer shopping witiiout undergoing 
27 a second credit evduation by a CRES provider, thus promoting 
28 shqpfBOg among low-income consumers. Therefore, tiie 
29 Commisdon wodd stqqxnt the creation of Rider UE-GEN as an 
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1 unavoidable rider, dedgned to recover bad debt assodated with 
2 customers takii% generation service through tiie SSO and fiom 
3 CRES providers. Moreover, tite Commission recognizes thd if 
4 Duke recovered Rider UE-GEN consistent with tiie process sd 
5 fortii by Duke m its reply briei^ it would resolve any issues 
6 rq^arding Duke's PAR. 

G. mn M mmv^i^ ̂ mmY) 
7 Q. PLEASE EXPLAIN RIDER DR. 

8 A. Rider DR, as proposed in the Application, is intoided to recover incrementd 

9 caiMid investment for distributicm-related reliability investment thd is not 

10 otiierwise recovered through base rates, and a rate ofretum. Rider DR wodd thus 

11 be used as a mechanism for all distribution tqigrades, including the Company's 

12 cunent SmartGrid deploymrait program. The incremoitd revenue requirement 

13 applicable to Rider DR wodd be determined by subtracting fitnn the current 

14 distribution cost of service tiie revenue tiid is recovered tiuough base rates. 

15 The proposed Rider DR incorporates a decoupling mechamsm, ttwrdty 

16 redudng any disincentive thd an EDU may have to pnanote energy dficiency 

17 programs. Ll tins regard. Rider DR will recover the difference between the actud 

18 base distribution revenue aid adjusted baaed distribution revenue, where: 

19 Actud Base Distribution Revenue <- Actud Base Distribution Revoiue fot 
20 Each Rate Sdiedule 

21 Adjusted Base Distribution Revenue"* Annud Base Distribution Revenue fot 
22 Each Rate Schedde Ai^noved in the Most 
23 Recent Case, Adjtisted for Changes in 
24 Billing Determinants 

25 Q. WHAT IS THE RATE OF RETURN THAT WOULD BE APPLICABLE 

26 TO THE INCREMENTAL CAPITAL INVESTMENT RECOVERED V U 

27 RIDER DR? 
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1 A. The rate ofretum wodd be equd to the rate ofretum qiproved in the Compaity's 

2 most recent dectric distribution rate case, which is 10.63 percent 

3 Q. WHY WOULD YOU USE AN ROE RATE FOR RIDER DR THAT IS 

4 DIFFERENT THAN WHAT DR. MORIN IS PROPOSING FOR 

5 CALCULATING RIDER RC? 

6 A. The puipose of Rider DR is limited to tiwdcing the change in "distribution"-

7 rdated investment and **distribution'*-rel8ted O&M. Duke Energy Ohio and all 

8 investor-owned utilities in Ohio operate unbundled businesses. Rates for 

9 distribution, transmisdon, and geooation are set d different times, potentially 

10 fiom differett regdatoty agendes (i.e., the ROE for transmission investmmt is 

11 set by the FERC), tod based on differed assessmmts of risks. Because Rider DR 

12 is addresdng ody the disuibution business, it is appropriate to use the most recent 

13 ROE estdilished for tiid line of business. The ROE advocated in this proceeding 

14 by Dr. Morin is for the Company's generation budness; so, it is not unexpected 

15 thd tiie ROE for generation and distiibution business wodd be different 

16 Q. IF RIDER DR IS APPROVED, WILL THE COMPANY CONTINUE 

17 SEEKING RECOVERY OF ITS SMARTGRID INVESTMENT THROUGH 

18 RIDER DR-IM? 

19 A. No. If Rider DR is approved, tiie Compaity will make no fiiture filings for 

20 recovery of SmartGrid investinents via Rider DR-IM. Virtually d l of tiie 

21 SmartGrid investmed is related to tiie operation of an dectric distiibution system. 

22 In many ways, tiie SmartGrid program mirrors another very suocessfiil cqntd 

23 improvement program currentiy underwity for the Company's gas operations. In 
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1 that program, tiie accelerated mam replacement ptogcam (AMRP), the Company 

2 invested a dgnificant amount of capitei in its gas distribution system. The 

3 Commission approved a rider (Rider AMRP) for the Company to recover the 

4 costs ofthe program and, since the program began in 2001, the Company has had 

5 two base rate cases for gas service. In both rate cases, the tiien existii^ AMRP 

6 investment was ''rolled-in" to base rates. When the Cotapaay files its next 

7 generd rate case for electric distribution, it will make tiw same proposd for its 

8 SmartGrid investment 

9 In tiw Company's view, SmartGrid investment shodd be induded in 

10 Rider DR because it is designated as distribution investment and virtually all of 

11 the costs and savings are distribution-related. Also, because it is an investment 

12 thd wodd be rolled into distiibution base rates, it foUows tint it shodd be ti«ated 

13 like all other distribution invesbnent for purposes of establisUng Rider DR. Duke 

14 Energy Ohio witness Maik Wyatt provides testhnony regarding tiw Conq»ny's 

15 distribution infiastnicture investment including a discusdon of the SmartGrid 

16 program. 

17 Q. WILL RIDER DR RECOVER ONLY INCREMENTAL COSTS? 

18 A. No. To the extent there are beiwfits associated witii a particular idtiative or event 

19 customera wodd more quickly realize those benefits under the proposed Rider 

20 DR. A conspiciK>us example of a cost reduction thd wodd flow through Rider 

21 DR is aity savings in distribution-related property taxes. Duke Energy Ohio is 

22 currentiy engaged in an apped process to reduce its property taxes. Ifsuccessftd, 

23 a significant portion of any property tax reduction wodd be related to distribution 
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1 investinent Rider DR wodd provide a vehide to pass any realized savings <m to 

2 customers in shcnt order. Absent a vducle such as Rider DR, customers wodd 

3 not see the benefit ofaixoperty tax reduction until the next distribution rate case. 

4 Q. IS DUKE ENERGY OmO PROPOSING TO RECOVER INCREMENTAL 

5 OPERATING AND MAINTENANCE EXPENSE THROUGH RIDER DR? 

6 A. Yes. Again, to the exted tiie costs are distribution-related, the i»<qx>sd is to 

7 compare tiie cunent year costs to compardile costs as appiroved in current rates. 

8 Duke Energy Ohio witness James E. Ziolkowski provides a detailed ra^lanation 

9 ofthe rider and an estimate ofthe rider rates during the ESP. 

10 Q. IS RIDER DR PROPOSED TO BE A NON-BYPASSABLE RIDER? 

11 A. Yes. Rider DR addresses distiibution issues and, hence, relates to all customers, 

12 whetiwr they purchase energy fitnn Duke Energy Ohio ot fiom a competitive 

13 supplier. 

14 Q. IS THE COMPANY PROPOSING ANY CHANGES TO ITS COST 

15 RECOVERY FOR MEETING ENERGY EFFICIENCY TARGETS IN 

16 THIS CASE? 

17 A. Not d tills time. Until fiirtiwr notice, the Compaity will continue to use its Ridn 

18 SAW-R (save-8-watt Rido) to recover tiw cost of complying witii the suite's 

19 energy eflSdency manddes. 

20 Q. IS THE COMPANY PROPOSING ANY CHANGES TO ITS ECONOMIC 

21 COMPETmVENESS FUND RIDER? 
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1 A. No. The Company is not intending to alter its current Rider ECF (economic 

2 competitiveness fimd rider). However, as detailed in the Direct Testimony of Julia 

3 S. Janson, Duke Energy Ohio is proposing to create a new program focused on 

4 economic development in soutiiwest Ohio. 

5 Q. PLEASE EXPLAIN HOW THE COMPANY'S PROPOSED NEW 

6 ECONOMIC DEVELOPMENT PROGRAM WILL BE FUNDED. 

7 A. As discussed above, a percentile ofthe nd profits derived fitnn ownership ofthe 

8 Legacy Gowratiiig Assets (e.g., eneigy sdes) will be credited back to customers 

9 through Rider PSM. Similariy, a percentage of the nd profits will be allocated 

10 Duke Energy Ohio. The Company is ]noposing thd a portion of tiwse profits, 

11 otherwise allocated to customers and the Company, will fimd the proposed new 

12 econordc developmed ixogiam. Spedficdly, tiw Company's proposd is to 

13 share the net profits such tiid 80 pocent of the ndixofits benefit customers and 

14 20 perced benefit the Conqwity. Of each shan^ 5 percent will siqiport tiw new 

15 economic developmed prt^iam. 

16 As described by Duke Eiwigy Ohio witness Janson, Advance Soutiiwest 

17 Ohio will be a program to provide financid soĵ pott for ecraomic development 

18 retBnti<m, and expansion in targeted southwest Ohio regiond clusters. This 

19 prc^ram will be fimded witii 5 percent of the ctstomen* 80 percent portion of net 

20 profits fiom energy and ancillaiy services sdes and 5 perced of the Company's 

21 20 perced portion of siwh profits. These ftmds wiU be provided directiy to 

22 Advance Southwest Ohio such thd tiw amount oedited to customers through 

23 Ridn PSM is tiw remaining 76 percent ofthe net profits. Hie expenditure of these 
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1 fimds will be codrolled, as discussed by witness Janson, by tiw Company, with 

2 the approvd ofthe Chairman oftilwCmnmission as to expenditures ofthe modes 

3 siqiplied by tiw customers. 

4 The funding for Advance Soutiiwest Ohio will not be based on any tariff. 

5 Instead, the process of computing tiw Rider PSM credit will address tiw finding 

6 ofthe programs. 

L Si.mm«n>«f1PJCT»WM«-

7 Q. WOULD YOU SUMMARIZE THE VARIOUS RIDERS THAT 

8 CUSTOMERS WILL BE SUBJECT TO DURING THE ESP? 

9 A. Under the Company's prqwsal, the ody sigdficad difference in tiw ridos 

10 qjplicable to retaU customers is whether the customer is a shopper or a non-

11 shopper. Tiw proposed ESP is a condderablysinqiler model in thd regard. 

Table 3 - R l d H i ^ ^ U c a U 
NoBhSlion^ 

GcnerationRiden 
Rider RC 
Rider PSM 
Rider RE (bmmabU) 
Rider AER-R (bmasabtey 
Rider UE^QEN 
Rider RECON (bypaaable) 

TnusnyaalonRiden^*' 
Rider BTR 
Rider RTO (bypasatAle) 

DistribotloDRiden 
Rider SAW-R 
Rider DR 
RiderECF 

iiiis 

-> 

lNiSiciiii'»id:'SlidM>«r 
Shon^cr 

GnenrtloBRIden 
Rider RC 
Rider PSM 
CRES Oi&r (Eneigy + AER + 
Maricet-Based RTO costs) 
Rider UE-QEN 

TnuumisafoiiRidm^'' 
Rider BTR 

DistribiitioBRidcn 
Rider SAW-R 
Rider DR 
RiderECF 

Note: *** The ConoiMiy is not seeking appoval of tmumission o u t lecovety fai diis 
IKOoeeiang. Tnmsntofcm rideti are iaami here ftr piupoaes of comparins cbattos &* 
wiwiiKiMf ^HQ Hntî wiimypinn CUSBOHUSRL 
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HL fRftViSIQWSfffR nSSTIWg THE iiSr AIW TRAWSmOML 
vwwittivrfg SitvVM* I M j g r IK TMiMlfiAi;BiE 

1 Q. IS DUKE ENERGY OHIO RECOMMENDING PROVISIONS FOR 

2 TESTING ITS PROPOSED ESP? 

3 A. Yes. Pursuant to R.C. 4928.143(8X1). an ESP having a tenn longer tiian tiuee 

4 years may include provisions peimitting the Commisdon to test the plan, as 

5 required under Section (E) of R.C. 4928.143. Additionally, tiw ESP may indude 

6 trandtiond conditions shodd the Commission d e d to terminde the ESP and 

7 migrate to the MRO as a result ofthe required testing under Section ( ^ . 

8 Q. WHAT ARE THE PROVISIONS THAT THE COMPANY IS PROPOSING 

9 FOR TESTING THE PLAN? 

10 A. R.C. 4928.143(E) sets fortii two prospective tests tiut mud be conducted in 

11 resped of any ESP having an qiproved term longer than three years. Spedficdty, 

12 the law requires tiutt, in year four and eveiy fourth year tlwreafier, the 

13 Commission: 

14 [D]etennine M îetiior the plan, including its then-existing pricii^ 
15 and all other terms and c(mditions, including any defonals and aity 
16 fitfure recoveiy of defends, continues to be more favorable m the 
17 aggregate and during the remaining term of the phm as ccmpered 
18 to the expected resdts thd wodd otherwise apply under section 
19 4928.142 oftiie Revised Code. 

20 Additionalty, the Commisdon is to determine whether tiw prospective 

21 effect of tiw ESP is "substantially likety" to provide the Company witii 

22 significantiy excesdve earnings. 

23 Thus, tiiere are two aspects of the prospective testing of the ESP to be 

24 conducted by the Commisdon - an "in tiie aggregde" test and a dgmficantiy 
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1 excesdve earnings test I identify the recommended providonsfiv both aspects of 

2 tiw testing below. 

A. frmmt^f "In ttf Aggrmtf* Tfrt 

3 Q. PLEASE IDENTIFY THE PROVISIONS FOR CONDUCTING THE •'IN 

4 THE AGGREGATE" TEST UNDER R C . 4928.143(E). 

5 A. The ESP mud be compared againd the expected results under R.C. 4928.142 and, 

6 as Duke Energy Ohio owiwd generating assets as of Jdy 31,2008, it is subject to 

7 a blending reqdremed under the MRO providons. As the Commisdon has 

8 jMeviousty opined, R.C. 4928.142(D) contemplates a definih blending period of 

9 10 percent markd bid in year, 20 perced in year two, 30 percoit in year three, 40 

10 percent m year foiff, SO perced in year five, and 100 percent after year five. 

11 As of the fouttii year of the ESP, the Company will not have previously 

12 filed an MRO and, consequentiy, this blending criterion is applicable when 

13 comparing Duke Eneigy Ohio's ESP and the expected resdts under R.C. 

14 4928.142. Accordingly, for purposes of establidung tiw oqwcted results under 

15 R.C. 4928.142, Duke Bonrgy Ohio proposes, witii respect to the year-four test 

16 that the MRO pricing be based upon the following percentages, for each relevad 

17 year of the conqiarison: 

Til i le4iMROBfendtt iPeiMMicea 1 
Year of ESP 

4 
5 
6 
7 
8 
9+ 

Mullet 
10% 
20% 
30% 
40% 
50% 

100% 

Most Recent ESP 
90% 
80% 
70% 
60% 
50% 
0% 
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1 The "mod reced ESP" at the time of tiw firat test as referenced in tiw 

2 table above, is comprised ofthe retaU rates for Rider RC, as of&d by Rider PSM, 

3 and Rider RE as of Mity 31,2015, and tiw "maricd" reflects tiie projected markd 

4 prices for capadty and energy d tiw time ofthe comparison. 

5 Duke Eneigy Ohio pnqx»es tiutt, d the tune such a comparison is made, 

6 tiw forecasted prices resulting fiom tiw MRO blending percentages identified 

7 above be compared to C(»Dpaity's projected Rider RC rates d that time, as off-set 

8 by Rider PSM, and the jnojected Rider RE rdes for the poiod between June 1, 

9 2015, and May 31,2021. 

10 The **in the aggregate" ted contemplates a comparison of dl of tbb terms 

11 and conditions ofthe ESP againd \ritii the expeded results under R.C. 4Stt8.142. 

12 Accordingly, ^ l en determining w^wther the ESP remains more favorable than the 

13 nqwcted resdts under tiw MRO provisions. Duke Enogy Ohio witness Tred 

14 summarize these other consicferatkms. Notebly, however, consideration must be 

15 given to tiw bowfits derived fiom, among otiier things, creating and finding 

16 economic (tevelopment via Advance Southwed Ohio contrasting with the absence 

17 of a similar program and dollars for ectmomic developmed tiid wouki not exist 

18 under the MRO structure. 

19 B d a comparison of costs necessary to comply with Ohio's dtemative 

20 energy resource (AER) requirements wodd be an umwcessaiy exercise as both 

21 Duke Energy Ohio and CRES providers have the same obligation. Furthermore, 

22 Rider AER-R or sometiiing sunilar vrodd exid in dther an ESP or an MRO and 

23 wodd recover tiw same costs inasmuch as the obligations for altemative energy 
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1 are ini^wnded of the structure of Company's retail geoeration business (ie., 

2 MRO vs. ESP). Uhtmatety, tiw costs to comply witii tiw AER requirements 

3 diodd be largely the same, \vbetiier incurred by Duke Energy Ohio or reflected in 

4 CRES providers' offers, (NT whether the Conq»ny is operating under an MRO or 

5 an ESP. Thus, projections related to Rider AER-R diodd be exduded fiom the 

6 review. 

7 Tiw same andysis shodd be conducted m year e i ^ of the ESP, revised 

8 ody to at̂ 'tist the btetding percedages. Again, as no MRO will have been filed 

9 by ̂ ^gl i f i iycv ofthe Compaity's ESP, tiw blen^ng percentages for thd dghtii 

10 year mud be 10 perced maiket/90 percent mod recent ESP. And the percentages 

11 qiplicable to the ninth year necessarily would be 20 perced niaiket/80 percoit 

12 mod recent ESP. Here, the **mod reced ESP" price wodd be ccxnprised of the 

13 retail ides f(»- Rider RC, as of&et by Rider PSM, and Rider RE as of May 31, 

14 2019. 

15 Q. IS THE COMPANY PROPOSING TO ADJUST THE •'MOST RECENT 

16 ESP** PRICE FOR PURPOSES OF TEST UNDER R.C.492S.143(E)? 

17 A. Yes. The comparison is of the latiposed ESP to the "expected resdts thd wodd 

18 otiwrwise appiy under section 4928.142." Because R.C. 4928.142(D) (i.e., tiw 

19 MRO statute) provides thd the mod reced ESP price can be adjusted for such 

20 tiiiniEps as fiid, purchased powor, and environmentd costs, tiw L^acy ESP price 

21 used in tiw blending is acQusted for projected changes in these costs for as long as 

22 tiw blending occurs. 
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B. Proanective Slmifieantlv Excessive Earnings Test 

1 Q. PLEASE IDENTIFY THE PROVISIONS FOR CONDUCTING THE 

2 SIGNIFICANTLY EXCESSIVE EARNINGS TEST UNDER R C 

3 4928.143(E). 

4 A. R.C. 4928.143(E) also requires the Commisdon to determine, in year four and 

5 eveiy fourtb year thereafter, vs^wtiier the jxospective effed of the Company's 

6 iMxiposed ESP is substimtially likdy to lead to significantly excessive earnings. 

7 Pursued to this statutoty requirement therefore, the Commission must ascertain 

8 the sdistantid likeUbood of Duke Energy Ohio significantly over-earning fiom 

9 June 1, 2015, tiirough tiw tennindion of tiw ESP on May 31, 2021. Agdn, a 

10 similar ted will be conduded fi>r tiie period of June 1, 2019, tiuough May 31, 

11 2021. In administering tiiis test Duke Eneigy Ohio recommends the following 

12 metiiodology. 

13 For purposes of this cdculation, Duke Energy Ohio will use calendar year 

14 projections. At the time of the fird test the Company will provide a projection of 

15 earnings fimn its dectric operations for each year through 2021 (ody for 

16 purposes of ^plying this test it is assumed thd the ptopoaed ESP at tiw end of 

17 2021 rdher tiian May 31, 2021). The financid stdemoits siqipoiting tiiis 

18 cdculation will include an income statemmt and balance shed for Duke Eneigy 

19 Ohio's dedric operatk>ns. To cdculate tiw projected retimi on eqdty, tiw 

20 Company will start with N d Income and make the following adjustments, if 

21 necessary: 
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1 o Eliminate all depreciation and amortization expense and impairmed 

2 charges rekrted to the purchase accounting recorded pursuant to the Duke 

3 Eneigy/Cineigy Corp. merger and pod-merger impacts to retained 

4 earnings; 

5 o Eliminate all impacts of reftmds to customers pursued to R.C. 

6 4928.143(E)-, 

7 o Eliminde all impacts of maric-to-maricd accounting; 

8 o Eliminate all inqiacts of material, non-recurring gains or losses, includmg 

9 b d not limited to, the sde or disposition of assets; 

10 o Eliminate all impacts of parott, afBiiated, or subsidiary conqxnies and, to 

11 the extent reasonably feasible and prudentiy justified in tiw qndon of 

12 Duke Eneigy Obio, eliminate tiw impacts of its naturd gas distribution 

13 business. 

14 The at^usted n d income will be divided by Common Eqdty to deteimiiw the 

15 resulting ROE. Certain atijudments will be made to Common Eqdty. 

16 o Eliminate tiw acqubitionixemium recorded to equity pursuant to the Duke 

17 Energy/Cuwrgy Corp. merger. 

18 o Eliminate tiie cumulative effed of tiw N d Income adjustments. 

19 If tiw projected annud retum on ending common eqmty for the rdevad 

20 years, as adjusted pursuant to the dxive, is 50 perced higher^ than the ROE used 

^ See In the Mettv cfihe Ap/^ication ofColvmibm SouOrnn Power CongHmy and Ohio Power Company 
for AdmMatrclAan ofthe Slg^caiafy Exeesaive Eamb^ Test wider Seetton 4928.I43(F}, Revised Code, 
ami Ride 4901:1-35-10, OMo AdntirdstnOhe Code, Case No. 10-1261-EL-UNC. Opinioo and Oder at 
pages 20,24-25 (Januvy 11,2011). 
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1 finr cdcdating Rider RC, tiwre is a substantid likelihood tiid the Company will 

2 have "significantiy" excessive earnings. However, the Commisdon's reviews in 

3 year four and year dght do nd obligate tiw Company to refimd aity modes to 

4 customers as a resuh of a prospective eamings test Rather, shodd the 

5 Commission deteimine thd the C<anpany's ESP is no I<a^er better, in tiw 

6 aggregate than the oqwcted resdts under R.C. 4928.142 or tiid tihere is a 

7 substantid likelihood thd Duke Energy Ohio will, prospectively, have 

8 sigmficantiy excesdve eamings undo' tiie ESP, the C(xnmission can only then 

9 dedde v^iether to terminate the then-current ESP. 

10 Q. ARE THERE ANY OTHER ASPECTS TO THE REVIEWS 

11 CONTEMPLATED FOR YEARS FOUR AND EIGHT OF THE ESP? 

12 A. As Rider RC is largely predicated \qxm costs to serve and a rate of return, it 

13 wodd be reasonable, in the context of the year-four and year-eight reviews, to 

14 ascertain v^wtiwr any adjustmed (increase or decrease) to the ROE rate is 

15 apptopmte. Because the requhed ROE may change for a variety of fiwtws, 

16 induding generd economic conditions, changes in risk {MXifiles, etc., the 

17 Commission, any intervenor, or tiw Con^ianym^.d the time ofthe review, offer 

18 testimony regarding changes to tiie ROE used for cdcdating R i ^ RC. If no 

19 party files testimony svqiqiorting a new ROE d thd time, the then-curred, 

20 approved ROE will persid until the next review. If a party does file testimony in 

21 sqiport of a new ROE, all parties would have an <q>porbinity to respond Ity filing 

22 rebuttd testimoity and the Commisdon wodd determine, based on the filed 

23 evidowe, an qipiopride ROE for fiiture cdculdions of Rider RC. 
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1 Q. IS DUKE ENERGY OHIO PROPOSING A PARTICULAR DATE BY 

2 WHICH THE REVIEWS IN YEAR FOUR AND YEAR EIGHT WOULD 

3 BE INSTITUTED? 

4 A. On or brfore January 1, 2015, tiw Company will make a filing witii tiw 

5 Commisston with all relevad materid tqxm which the Commission may rely in 

6 evduating'i^ietiier the ESP continues to be better, in the ablegate, tiian an MRO. 

7 The Company will make another filing on or befbre January 1,2019, fca the next 

8 review. 

9 Q. IF THE COMMISSION SHOULD DEQDE TO TERMINATE THE ESP 

10 AS A RESULT OF THE REVIEW PURSUANT TO R.C. 4928.143(E), 

11 WHAT ARE THE TRANSITIONAL CONDITIONS THAT THE 

12 COMPANY PROPOSES? 

13 A. Assuming the Commisdon wodd tominate the proposed ESP before it expired 

14 on May 31,2021, it mud have made a ddermination thd the ESP was no longer 

15 **better in tiie aggregate" tium tiw MRO or tiid continuation oftiw ESP will resdt 

16 in dgnificantiy excessive eanungs. Thereafter, tiw Commission wiU have to 

17 determine whether to terminde the plan and migrate Duke Energy Ohio to the 

18 dtemate MRO structure. It is ndposdble to predict d this time, whd course the 

19 Commission may prescribe. Therefore, until Hbe C(»nniisdon iqiproves an 

20 altemative SSO, the Compaay wodd operate under the terms of the ESP thd 

21 exists at thd time. Inasmuch as the transition of tiw proposed ESP to an MRO 

22 wodd affed tiw auction schedde and products iiwhided in the auctions, Duke 

23 Eneigy Ohio proposes some transitiond conditions in its qiplication. Company 
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1 witness Lee speaks to these conditions. However, Duke Energy Ohio expressly 

2 reserves the right to recommend additiond conditions fot an otdeAy tisnsition, 

3 shodd tiw Comnusdon require the Company to provide a SSO in the form of an 

4 MRO. 

IV. WViBWMErfrAL ACCMgAHW 

5 Q. WHAT IS GOVERNMENTAL AGGREGATION? 

6 A. Govenunentd aggregation is a process by which mumdpalities, townships, or 

7 counties may negotiate finr rates for the collective load of the non-mercantile 

8 customeis in tiw area Thus, tiw loads of the residmts are i^gregated for 

9 improved negotidtng leverage. Govemmoitd aggregation is provided for in R.C. 

10 4928.20. 

11 Q. WHAT IS REQUIRED BY DIVISION (I) OF REVISED CODE 4928.20? 

12 A. The words of dividon(Qofthd statute read as follows: 

13 Custcuners thd are part of a govenunentd aggregation under tiiis 
14 section shall be respondble only for such portion of a surcharge 
15 undiCT section 4928.144 ofthe Revised Code thd is jnoportionate 
16 to the benefits, as determuwd by the commisdon, tiid dectric load 
17 centers within the jurisdicti'on ofthe govemmedd ^;gregation as a 
18 groiqp recdve. The pniportionate surcharge so esteblidwd shdl 
19 apply to each customer of the govemmentd aggregatitm while the 
20 customer is part of thd aggregatioa If a customer ceases being 
21 such a customer, the otiwrwise applicable surchar^ shall qiply. 
22 Notiung in this section dudl resdt in less than fiill recoveiy by an 
23 dectric distributi<m utility of any surcharge adhorized under 
24 section 4928.144 of tiw Revised Code. 

25 The words of R.C. 4928.144, refierawed in dividon (I), read as follows: 

26 Hw public utilities commisdon by order ttay autiiorize any jud 
27 and reascmable phase-in of any electric distribution utility rate or 
28 price esteblished under sections 4928.141 to 4928.143 of tiw 
29 Revised Code, and inclusive of carrying charges, as the 
30 commission considers necessary to ensure rate or price stability for 
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1 consumers. If the commisdon's order includes such a phase-in, 
2 the order also shall provide for tiie creation of regulatory assets 
3 pursuad to generally accepted accountiiig principles, by 
4 adhoiizing the ddiard of incurred costs equd to the amount hd 
5 collected, plus carrying charges on thd amount Further, the order 
6 shall aidiorize the collection of those deferrals through a 
7 nonbypassaUe surcharge on any such rate or price so established 
8 for tiw electric distribution utility by tiw commission. 

9 Q. WHAT IS REQUIRED BY DIVISION (J) OF REVISED CODE 4928J0? 

10 A. The words of division (J) of tiid statute read as follows: 

11 On behalf of tiw customers thd are part of a govemmentd 
12 aggr^ation under this section and by filii^ written notice witii tiw 
13 puUic utilities c(miinisd(»i, the legidative autiiority tint fomwd or 
14 is fimning thd govemmentd î ggregation may ded not to recdve 
15 standby service withm tiw nwaning of division (B)(2Xti) of section 
16 4928.143 of tiw Revised Code fiom an electric distribution utility 
17 in ̂ K̂ iose certified tenitoty the govemmentd aggregation is located 
18 and thd operates wder an approved electric security plan under 
19 thd section. Upon the filing of tiid notice, the dectric distribution 
20 utility shall not diarge any sudi customer to whom conqpetitive 
21 retail electric generation service is provided by anotiier supplier 
22 undor the govemmentd am^gation for the standby service. Any 
23 such consumer tiut returns to the utility for conqwtitive retail 
24 electric service shall pay tiw maikd price of power incurred by tiw 
25 utility to serve thd consumer plus any amoud attiibutdile to the 
26 utility's cod of compliance vdth the dtemative eiwigy resource 
27 pnnidons of section 4S^8.64 of ttw Revised Code to serve tiw 
28 consmner. Such maricd price shaU include, bd not be limited to, 
29 capaaty and energy charges; all charges associated witii tiw 
30 providon of thd power siqiply through the teguxul transmission 
31 otganizab'<», uwhiding, bd nd limited to, tisnsmisdon, ancillary 
32 services, congestion, and settiemed and administifative charges; 
33 and all other costs iiicuned by the utility thd are associated with 
34 the luocurement, provisirai, and admidstidian of tiiat power 
35 supply, as such costs ttuy be approved hy the commisdcm. The 
36 period of tune durio^ vMch tiw maikd price and ahemative 
37 eneigy resource amount shall be so assessed on the consumer shall 
38 be fiom the time tiw consume so returns to the dectric distribution 
39 utility imtiil the expiration ofthe electric security plan. However, if 
40 tiid period of time is expected to be more than two years, the 
41 commission may reduce the time period to a period ofnot less than 
42 two years. 
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1 The wonis of diviskm (BX2Xd) of R.C. 4928.143, referenced in tiut 

2 section, read as follows, witii tiw lead-in infimnation of division (B)(2): 

3 Tiie plan may pro^^de for or include, witiwd limitation, any of the 
4 following: 

5 (d) Terms, conditions, or diarges relating to limitations on 
6 customer shoiqinng fi>r retail dectric geiwration service, 
7 bypassability, standby, back-iq;>, or siq;)idementd power service, 
8 ddbdt service, carrying costs, amortization periods, and 
9 accounting or defends, including fiiture recovery of such 

10 deferrals, as wodd have the effed of stabilizing or providing 
11 certainty regarding retail electric service; 

12 R.C. 4928.64, referenced in division (JX addresses the provision, by an 

13 electric distribution utility, of dectridty from dtemative energy resources. 

14 Q. WHAT IS REQUIRED BY DIVISION (K) OF REVISED CODE 4928J0? 

15 A. Hw words ofIH^u>n(K) read as follows: 

16 The commission dull adopt rdes to encourage and promote large-
17 scde govemmoald aggregation in this state. For that purpose, the 
18 onmnisdon shall condud a immediate review of any rdes it has 
19 adopted fiv the purpose of this section thd are in effed on the 
20 effective date oftiie amendmed of tiiis section by S.B. 221 ofthe 
21 127*" genod assonbly, July 31,2008. Further, witiiin tiw context 
22 of an dectric security plan under section 4928.143 of the Revised 
23 Code, the commisdon shall condder the effed on kuge-scale 
24 govemmedd aggregation of any ncnibypassable geiwration 
25 charges, however collected, tiid wodd be established under thd 
26 plan, except any nonbypassable gemaation diarges tiut relate to 
27 any cod incuned by the dedric distribution utility, tiw defiard of 
28 v^ch has been autiiorized by tiw commisdon prior to the effective 
29 date oftiie amendmed of tiiis section by S. B. 221 of tiw 127^ 
30 gen«dassembty,Jdy31,2008. 

31 Q. HOW DOES DUKE ENERGY OHIO INTEND TO ADDRESS 

32 GOVERNMENTAL AGGREGATION PROGRAMS AND 

33 IMPLEMENTATION OF DIVISION (I) OF REVISED CODE 4928J0? 
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1 A. As I understand based upcm advice of counsel, Duke Enei^ Ohio is not in this 

2 Application, seeking any defend or phasing in of defends, as authorized uncter 

3 R.C. 4928.144. Thus, the providons of R.C. 4928.20(1) are not applicable to tiw 

4 Company's proposed ESP. And to tiw acted R.C. 4928.20(1) is intended to assid 

5 govenunentd aggregators, the Conquny's ESP will ndinqwde tiut mtent 

6 Q. HOW DOES DUKE ENERGY OHIO INTEND TO ADDRESS 

7 GOVERNMENTAL AGGREGATION PROGRAMS AND 

8 IMPLEMENTATION OF DIVISION (J) OF REVISED CODE 4928.20? 

9 A. As I understand, based upon advice of counsel, the providons of R.C. 4928.20(J) 

10 tiut concem a charge for standby service are also not qiplicable to tiw Company's 

11 ESP Application. Duke Energy Ohio is not proposing any charge fot providing 

12 standby service. Accordingly, the implementation of R.C. 4928.20(J) is not 

13 complicated Ity tiw Cranpaoy'a pn^Kued ESP. 

14 Q. HOW DOES DUKE ENERGY OHIO INTEND TO ADDRESS 

15 GOVERNMENTAL AGGREGATION PROGRAMS AND 

16 IMPLEMENTATION OF DIVISION (K) OF REVISED CODE 4928J0? 

17 As I understand, based upon advice of counsel, R.C. 4928.20(K) jnovides 

18 instruction to the Comndssion in promulgating rdes to "encourage and promote 

19 large-scde govemmentd aggregation" in Ohio. As tiiis instruction is directed to 

20 the Commission, Duke Energy Ohio's ESP is necessarily irrelevant to 

21 isqilanaitdian of certain parts of R.C. 4928.20(K). Hut is, tiw Company's filing 

22 is not one that will resdt in roles dedgned to encourage or promote aggregations. 
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1 R.C. 4928.28(K) abo directs the Commission to consider tiw effed of any 

2 non-bypassable generation charge on large-scde aggregation, with the exception 

3 of non-bypassd>le charges for whidi a deferrd was created prior to tiw effective 

4 dateof SB 221. Again, compliance witii this statutoty provision requires condud 

5 by the Craimisdon. B d to asdd the Comnusd<m in its consideration, Diike 

6 Energy Ohio submits tiut its proposed ESP wiU n d impede tiw formation of 

7 large-scde govemmentd aggregations. Ratiier, tiie cranpetitive retail maricet 

8 shodd be more robud imder the Ccxnpany's ixoposd. All retail load will pay a 

9 maikd price for raiergy. The proposed ESP removes a perverdon thd exists in 

10 the current ESP ^diere one provider, namely Duke Eiwigy Ohio, mud provide 

11 energy and capacity d a non-compditive rate while all other providers competed 

12 maricd rates. The Conquny's proposed ESP is designed to remove thd 

13 disconnect No pro>nder, including Duke Energy Ohio, has a competitive 

14 advantage or disadvantage mpricmg its product energy m this case, to retail load, 

15 whether it is an aggregded toad or its is on an individud customer basis. 

16 An additiond benefit of the proposed ESP is tiie long-term nature of the 

17 plan. To date, no utility has offered any ESP thd lasts longer than three years. In 

18 fact, tiw mod reced qiplicdion for an ESP filed by AEP-Ohio' is shorter still d 

19 ody twenty-nine months. It is difBcdt for the utility, CRES providers, and 

20 customers - and for aggr^ations - to operate with any degree of long-term 

* htthe Matter tfthe Apfdlcatkm cfCotumbia SotOhem Power CoH^ai^ and Ohio Power Ccmpanffbr 
Audiarlty to Establish a Standard Service Offer Pursuant to 4928.143, Ohio Rev. Code, in the Form of an 
Electric Security Plan, Q M V O . ll-348-EL-SSO,erdl 
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1 certdnty under a regaiaiory model tiut gets resd every three years. The dne-

2 year, five-month duration of the Company's proposed ESP will provide a levd of 

3 certainty abod the fiiture thd none of these stakeholders have enjoyed since 

4 deregdation began more than ten years ago. 

5 Duke Energy Ohio's proposd is a sbdghtforward structure. Rider RE and 

6 Rider AER-R are tiw only geneiaticm riders relevad to conqwtitive offera. One 

7 transmission rider. Rider RTO, wodd be included in the prioe-to-conipare as well. 

8 Altiiou^ it is not a generation ri(ter, it is a charge that is avoidable for switehing 

9 customers. Thus, customers need ody condder these riders fax purposes of 

10 determining whether a CRES provider's offer is beneficid. 

11 Finally, iU retail customers, uidudis^ tiiose who are aggregated, benefit fiom tiw 

12 energy credit and participation in Duke Energy Ohio's Rid« PSM. Acccxdingly, 

13 customms need not w e i ^ wliether exercising their right to choose generation 

14 stqqiliers will detxive them of receiviii^ a credit Fxirtheimore, because Duke 

15 Energy Ohio will be the cruelty provider for its entire fix>tprint all customeis, 

16 including any tiiose whose load is agpegated, will pity tiw Conquny's price fi>r 

17 capadty and will, therefore, share in the n d profits fiom energy and ancillaty 

18 sdes fiom tiw Legacy Generation Assets. As the Conquny's proposed economic 

19 devdq;nnent program includes the dedication of a portion of those same nd 

20 profits toward economic development tiiose mumcipdities \diose residents have 

21 aggregated are also eligible to recdve the benefits of qualifying ec(xiomic 

22 developmed projects. 
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V. BETTER IN THE AGGREGATE TEST 

1 Q. IS THE COMPANY'S PROPOSED ESP BETTER, IN THE 

2 AGGREGATE,THAN EXPECTED RESULTS THAT WOULD 

3 OTHERWISE APPLY UNDER R.C 4928.142, IN RESPECT OF 

4 PRICING? 

5 A. Yes. Attachmed WDW-2 provides a summary of tiw projected generaticm rates 

6 customers can exped to pay under the Company's proposed ESP. I have also 

7 included the preceded rates tiut *Vodd otiierwise apply under Section 4928.142 

8 of the Revised Code." For ease ofreference, the latto: projected rates are referred 

9 to as the MRO rates. Duke Eneigy Ohio witness Rose includes a sumnuty of tiw 

10 expected retail maricd prices for energy and for an *all-in' product tiut wodd 

11 include energy and ciqudty. Udng these price fraecasts and the Company's 

12 forecasts for the nd capacity rate (i.e.. Rider RC + Rider PSM), it is possible to 

13 estimate the overall generation price oqwcted in the proposed ESP. 

14 Mdtiplying the proposed ESP prices and the expected MRO i»ices by 

15 retailsdesprovidesanestiniateoftiwtotdvdueof dther plan. As is shown on 

16 Attachmed WDW-2, tiw nd presed vdue of tiw Company's jxoposed ESP is 

17 approximately $927 million greater tiian the totd vahw of the altemative MRO 

18 usuigthesame wdghted-average cod of capitd thd was used in the cdculation 

19 ofthe revenue reqdraned for Rider RC. 

20 Q. WHAT MEANING SHOUD THE COMMISSION TAKE FROM THIS 

21 COMPARISON? 
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2 
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4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

A. 

Q. 

A. 

Q. 

A. 

Fust aoti foremost, the figines contribute significantiy to the conclusion that the 

Company's proposed ESP is better in the aggregate tiian the results that codd be 

expected under an MRO. Clearly, tiw Ohio Generd Assembly contemplded tiut 

the ESP versus MRO compariscm was more tiian jud ectmomic b d the fiwt that 

the Company's proposed ESP is almod $1 billion better than the MRO jud on 

economic vdue is sigdficant As described by otiwr Cotapaay witnesses, 

including Keitii Tred and Julie Janson, Duke Energy Ohio believes tiw proposed 

ESP offers numerous other benefits thd are less quantifiable. Ccxnbining the 

nearly $1 billion in economic vdiw with the numerous otiwr benefits ofthe ESP 

over tiw MRO absolutely satisfies tiw obligaticm under R.C. 4928.143(CX1). 

VL cpyfc ivs iQiH 

WERE ATTACHMENTS WDW-1 AND WDW-2 PREPARED UNDER 

YOUR DIRECTION? 

Yes, 

DOES THIS CONCLUDE YOUR PRE-FILED DIRECT TESTIMONY? 

Yes. 

WILUAM DON WATHEN J R DOIECT 
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Attachment WDW-1 
h g e  1 of 17, 

Duke Enerlly Ohio 
Revenue Requltement fwCapedty Dedkiidon 
U Months Endlng l2/31/2010 (actuals) 

Une 
No. Description Refemlee AmMlnt 

1 Production Rate Base Schedule B-1 $1,7 10,924,208 

2 Return on Rate Base Schedule D 7.8896 

3 Return on Rate Base Cokulated $l34,820,828 

4 Operation 11 Maintenance Expense Schedute C-2 $274,690,153 

5 Depreciation Expense Schedule C-3 $83,004,191 

6 Taxes Other Than InwrneTaxes Schedule C-3 $23,649,423 

7 income Tax 11 CornmerdalActivitiesTax (00.26% of revenue) Scheduie C-4 $49,374,541 

8 Annual Fixed Costfor Production Calculated 
> 

$566,339,=6 -
9 Less: Credit for Customer Share of Generation Profits Schedule E ($144,295,425) 

10 Net Amount to be Recoveredin Retall Capacity Rlder Culcuhted $422,043,711 
L 
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Attachment WDW-1 
Page 2 of 17 

Schedule 'Bi Duke Energy Ohb 
Rate Baze Calculation (As of Dettembgr 31,2010) 

Une 
No. Rate Base Component 

Plant In Service 
Steam Productlon Plant 5 2  

5 2  
calculated 

5 2  
5 2  

52.1 
6-2.1 
521 

wlculrted 

Mher Production Plant 
Total Production Plant 

Dkibution 
Intanable Plant 
General 
Common 

Total Plant In Senrice 

Reserve for Accumulated Depreciation 
Steam Production Plant 
Mher Production Plant 
Total Produdion Plant 

Transmlsslon 
Di ibut ion 
IntangSble Plant 
General . 
Common 

Total Reserve for Accumulated Depredation 

Net Plant In Senrice (line 7 + Une 14) 

Construction Work In Progress (produbion plant) 

Cash Working Capital Allowance 

Mher Working Capital Allowance 

Other Items: 

Deferred income Taxes 

Investment Tax Credits 

Mher Rate Bare Adjustments 

Rate Base (Une 15 through Une 24) calculated 
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DUKE ENERGY OHIO EXHIBIT 

BEFORE 

THE PUBLIC UTILITIES COMMISSION OF OHIO 

In the Matter of the Application of Duke 
Energy Ohio for Authority to Establish a 
Standard Service Offer Pursuant to Section 
4928.143, Revised Code, in the Form of 
an Electric Security Plan, Accounting 
Modifications and Tariffs for Generation 
Service. 

In the Matter of the Application of Duke 
Energy Ohio for Authority to Amend its 
Certified Supplier Tariff, P.U.C.O. No. 20. 

In the Matter of the Application of Duke 
Energy Ohio for Authority to Amend its 
Corporate Separation Plan. 

CaseNo. 11-3549-EL-SSO 

CaseNo. 11-3550-EL-ATA 

CaseNo. 11-3551-EL-UNC 

REDACTED VERSION 

DIRECT TESTIMONY OF 

BRIAN D. SAVOY 

ON BEHALF OF 

DUKE ENERGY OHIO, INC. 

June 20,2011 
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I. INTRODUCTION 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

My name is Brian D. Savoy, and my business address is 526 South Church Street, 

Charlotte, North Carolina 28202. 

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY? 

I am employed by Duke Energy Business Services LLC (DEBS) as Managing 

Director of Corporate Financial Planning and Analysis. DEBS provides various 

administrative and other services to Duke Energy Ohio, Inc., (Duke Energy Ohio 

or the Company) and other affiliated companies of Duke Energy Corporation 

(Duke Energy). 

PLEASE BRIEFLY DESCRIBE YOUR EDUCATION AND 

PROFESSIONAL EXPERIENCE. 

I earned a bachelor of business administration degree in accoimting from Lamar 

University in Beaumont, Texas. I am a certified public accountant in both Texas 

and Ohio. 

Prior to joining Duke Energy, I was a Manager with the international 

accounting firm, Deloitte & Touche, based in Houston, Texas. During my tenure 

at Deloitte «& Touche, I served various energy clients through audit and consulting 

services. 

I joined Duke Enrargy in My 2001 as Manager of Technical Accoimting in 

Houston, Texas and, in December of that year, I was named Director of Risk 

Management Accounting. In April 2004, I was promoted to Senior Director of 

Risk Management Accounting and Analysis at Duke Energy North America in 

BRIAN D. SAVOY DIRECT 
1 
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1 Houston, Texas, In this role, I led the derivative accounting and trading control 

2 fimctions for the energy trading and marketing activities of Duke Energy. 

3 In April 2006, I was promoted to Vice President and Controller of the 

4 Commercial Power unit of Duke Energy in Cincinnati, Ohio. In this role, I was 

5 responsible for the financial accounting, reporting and internal controls of Duke 

6 Energy's non-regulated generation and Duke Energy Generation Services 

7 businesses. 

8 In March 2009, I was appointed to General Manager of Corporate 

9 Financial Planning & Analysis in Duke Energy's headquarters in Charlotte, North 

10 Carolina. In this role, I am responsible for leading the financial forecasting and 

11 planning for the corporation. In January 2011, my title was changed to Managing 

12 Director of Corporate Financial Planning & Analysis, but there was no change to 

13 my responsibilities. 

14 Q. PLEASE DESCRIBE YOUR DUTIES AS MANAGING DIRECTOR OF 

15 CORPORATE FINANCIAL PLANNING AND ANALYSIS. 

16 A. I lead and direct a team of approximately thirty professionals in the preparation of 

17 the short- and long-term financial forecasts of eamings and cash flow of Duke 

18 Energy, including each operating unit. This role also includes financial modelmg 

19 of sensitivities and strategic scenarios and evaluating the projected financial 

20 impact of those alternatives. The primary deliverables fi-om this group are 

21 financial presentations to senior management and the board of directors as well as 

22 financial targets for employee incentive compensation. 

BRIAN D. SAVOY DIRECT 
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HAVE YOU PREVIOUSLY TESTIFIED BEFORE THE PUBLIC 

UTILITIES COMMISSION OF OHIO? 

Yes. Earlier this year, I testified before the Public Utilities Commission of Ohio 

(Commission) in Duke Energy Ohio's ^plication for approval of a market rate 

offer, filed under Case No. 10-2586-EL-SSO. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS 

PROCEEDING? 

The purpose of my testimony is to sponsor pro forma financial projections in 

respect ofthe implementation ofthe Company's proposed electric security plan 

(ESP or Plan). My testimony addresses the effect ofthe ESP upon the Company 

for the duration ofthe Plan, as required by O.A.C. 4901 :l-35-03(C)(2). 

n . DISCUSSION 

WHAT ARE THE ATTACHMENTS FOR WHICH YOU ARE 

RESPONSIBLE? 

I am sponsoring all or part ofthe following items: 

• BDS-1: Projected Statements of Income 

• BDS-2: Projected Balance Sheets 

• BDS-3: Projected Sources and Uses of Funds 

PLEASE IDENTIFY AND DESCRIBE ATTACHMENT BDS-1. 

Attachment BDS-1 is the Projected Statements of Income that incorporate the 

proposed ESP structure for the legacy coal generation assets of Duke Energy Ohio 

for the period between January 1,2012, and May 31,2021. 

BRIAN D. SAVOY DIRECT 
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PLEASE IDENTIFY AND DESCRIBE ATTACHMENT BDS-2 

Attachment BDS-2 contains the Projected Balance Sheets for the legacy coal 

generation assets of Duke Energy Ohio for the nine years and five months ending 

December 31, 2012; December 31, 2013; December 31, 2014; December 31, 

2015; December 31, 2016; December 21, 2017; December 31, 2018; December 

31,2018; December 31,2019; December 31,2020; and May 31,2021. 

PLEASE IDENTIFY AND DESCRIBE ATTACHMENT BDS-3. 

Attachment BDS-3 is the Projected Sources and Uses of Funds for the legacy coal 

generation assets of Duke Energy Ohio for the period between January 1, 2012, 

and May 31,2021. 

HOW ARE THESE ATTACHMENTS AND SCHEDULES RELEVANT TO 

THE COMPANY'S REQUEST FOR AN ELECTRIC SECURITY PLAN? 

As I have been informed, Ohio law allows for an electric utility company such as 

Duke Energy Ohio to extend to its customers a standard service offer in the form 

of an ESP. In seeking approval of such an offer, the Company must satisfy certain 

criteria. Relevant to my testimony is the requirement that the Company provide 

pro forma financial projections. 

Specifically, I understand that Duke Energy Ohio must provide pro forma 

financial projections of the effect of that Plan's implementation upon the 

Company, for the duration ofthe ESP. Additionally, the information provided by 

the Company must include the assumptions made and methodologies used in 

preparing the pro forma financial projections. 

BRIAN D. SAVOY DIRECT 
4 
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1 Q. WHAT IS THE DURATION OF THE ESP THAT YOU USED FOR 

2 PURPOSES OF DEVELOPING THE PRO FORMA FINANCIAL 

3 PROJECTIONS ATTACHED TO AND A PART OF YOUR TESTIMONY? 

4 A. The pro forma fmancial projections attached to and incorporated into my 

5 testimony reflect the nine-year, five-month term of the ESP, as proposed by the 

6 Company. 

7 Q. WHAT ASSUMPTIONS DID YOU MAKE FOR PURPOSES OF 

8 DEVELOPING THESE PRO FORMA FINANCIAL PROJECTIONS? 

9 A. I made the following assumptions: 

10 • The capacity charge has been prepared imder the assumption of being 

11 updated armually. 

12 • The capacity charge for the first year ofthe ESP was determined using the 

13 cost of service for the legacy coal generation assets based on the FERC 

14 Form 1 data for 2010. 

15 • Financial forecasts and resulting capacity charges for years after 2010 are 

16 derived via forecasted capital plans with historical test year convention 

17 (e.g., 2012 forecast was used to determine the capacity charge for 2014, 

18 etc.). 

19 • For purposes of calculating the capacity charge, retum on equity as well as 

20 the overdl weighted average cost of capital was held constant for the 

21 duration of the ESP term. The retum on equity is based on the 

22 recommendation of Duke Energy Ohio witness Dr. Roger A. Morin and 

23 the weighted average cost of capital is based on the Company's capital 

BRIAN D. SAVOY DIRECT 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

structure, adjusted to remove the impacts of purchase accoimting and the 

equity associated with the Company's investment in generation assets 

acquired in the 2006 merger. Additionally, the capital structure is held 

constant, as well, during the term of the ESP at 55.8 percent equity and 

44.2 percent debt for capacity charge calculation purposes. 

• In the projected Balance Sheets, equity changes fiom year to year based 

on the amount of projected net income closed to retained eamings. No 

distributions to Duke Energy have been assumed. Distributions will be 

evaluated on an aimual basis based on the cash position and future needs. 

• Cash on hand at the start of the projection period is sufficient to cover net 

uses of cash in any particular year of the projection. As a result, no 

additional capital fix)m debt or equity is assumed, 

• Forecasted net profits from the energy and ancillary services sales are 

derived fi-om utilizing forecasted commodity prices obtained fiom ICF 

Intemational (ICF) and Duke Energy Ohio's commercial business model. 

• Duke Energy Ohio does not participate in the energy auctions under its 

proposed ESP. 

Beyond the current known base residual auction clearing price, capacity 

prices have been forecasted by ICF. 

BRIAN D. SAVOY DIRECT 
6 
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1 Q. PLEASE EXPLAIN WHY THE CAPITAL STRUCTURE OF 45.3 

2 PERCENT EQUITY AND 54.7 PERCENT DEBT FOR 2012, AS WELL AS 

3 SUBSEQUENT YEARS, IS LOWER THAN THE CAPITAL STRUCTURE 

4 ASSUMED TO DETERMINE THE EQUITY COMPONENT OF RATE 

5 BASE IN ORDER TO DERIVE THE PROPOSED ESP CAPACITY 

6 CHARGE. 

7 A. The Projected Balance Sheets presented begin with the historical Duke Energy 

8 Ohio values applicable to the legacy coal generation assets. The historical 

9 retained eamings include the writeoff of goodwill associated with the legacy coal 

10 generation assets of Duke Energy Ohio. Adjustmg the retained eamings for the 

11 goodwill write-off results in a capital structure of approximately 53% equity and 

12 47% debt. In each year of the projection, the relative proportion of debt and 

13 equity will vary slightiy depending on (1) eamings that increase equity, (2) 

14 dividends that lower equity, and (3) issuances/redemption of debt which raise or 

15 lower debt balances. On the other hand, the projected revenue requirement for the 

16 ESP capacity charge assumes a constant capital structure; consequently, there will 

17 be a variance between the projected capital structure in the financial statements 

18 and the capital stmcture used in the ratemaking formula. 

19 Q. WHAT IS THE METHODOLOGY THAT YOU EMPLOYED IN 

20 PREPARING THE PRO FORMA FINANCIAL PROJECTIONS? 

21 A. The pro forma financial statements were developed consistent vwth the 

22 methodology utilized by the Company for preparing its normal operating forecast. 

23 This process involves input fi:om various groups within the Company. The key 

BRIAN D, SAVOY DIRECT 
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1 forecasting inputs fiom these groups relate to the forecasting of load, generation, 

2 O&M, capital expenditures and financing. 

3 ffl. CONCLUSION 

4 Q. WERE ATTACHMENTS BDS-1 THROUGH BDS-3 PREPARED BY YOU 

5 OR PERSONS UNDER YOUR DIRECTION AND CONTROL? 

6 A. Yes. 

7 Q. DOES THIS CONCLUDE YOUR PRE-FILED DIRECT TESTIMONY? 

8 A. Yes. 

BRIAN D. SAVOY DIRECT 
8 
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DUKE ENERGY OHIO EXHIBIT 22.2 
WDW SUPP-2: Redllned Copy of Amended Tariffe 

P.U.C.O. Electric No. 10 
Sheet No. 94.1 

Duke Energy Ohio P.U.C.O. EleetFic N©r 
4gpancels and Supersedes 
139 East Fourth Street Original Sheet No. 94 
Cincinnati. Ohio 45202 Pagel of 2 

RIDER BOP 

BACKUP DELIVERY POINT CAPACITY RIDER 

BACKUP DELIVERY POINT (TRANSMISSION/DISTRIBUTION) CAPACITY 
The Company will normally supply service to one premise at one standard voltage at one delivery point 
and through one meter to a Non-Residential Customer in accordance with the provisions of the 
applicable rate schedule and the Electric Service Regulations. Upon customer request, the Company 
will make available to a Non-Residential Customer additional delivery points in accordance with the 
rates, terms and conditions of this Rider BDP. For hospitels that are members of the Greater 
Cincinnati Health Council, Rider BDP will be administered as specified in Case No. 08-83011-3549-
EL-SSO, Stipulation Attachment QPaoe 21. Section I. 

NET MONTHLY BILL 
1. Connection Fee $300.00 

The Connection Fee applies only if an additional metering point is required. 

2. Monthly charges will be based on the unbundled distribution and/or transmission rates of the 
customer's most applicable rate schedule and the contracted-for reserved backup delivery 
point capacity. 

3. The Customer shall also be responsible for the acceleration of costs to the extent that the 
revenue requirement for such costs exceeds the monthly charges established in Section 2 
above, if any, which would not have otherwise been incurred by Company absent such request 
for additional delivery points. The revenue requirement for the acceleration of costs shall be 
equal to the product of tiie capital investment which has been advanced and the levelized fixed 
charge rate. The terms of payment may be made initially or over a pre-determined temn 
mutually agreeable to Company and Customers that shall not exceed the minimum term. In 
each request for service under tiiis Rider, Company engineers will conduct a thorough review 
of the customer's request and the circuits affected by ttie request The customer's capacity 
needs will be weighed against the capacity available on the circuit, anticipated load growth on 
the circuit, and any future constmction plans that may be advanced by tiie request The 
acceleration charges described in this paragraph (3.) will not apply to customers that already 
have a backup delivery point as of tiie effective date of this Rider. 

TERMS AND CONDITIONS 
The Company will provide such backup delivery point capacity under the following conditions: 

1. Company reserves the right to refuse backup delivery capacity to any Customer where such 
backup delivery service is reasonably estimated by Company to impede or impair current or 
future electric transmission or distribution service. 

Filed pursuant to an Order dated July 8, 2009 in Case No. 0811-?Q83549-EL-AtRSSO before the 
Public Utilities Commission of Ohio. 

Issued: July 10,2009 Effective: July 13. 
3QQ9Januarv 3. 2012 

Issued by Julie Janson, PreskJent 
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WDW SUPP-2: Redlined Copy of Amended Tariffs 
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2. The amount of backup delivery point capacity shall be mutually agreed to by the Company and 
the Customer because the availability of specific electric system fsicilities to meet a 
Customer's request is unique to each servk^ tocation. 

3. System electrical configurations based on Customer's initial delivery point will detemnine 
whether distribution and/or transmission charges apply to Customer's backup delivery point. 

TERMS AND CONDITIONS (CONTINUED) 

4. In the event that directly assigned ^cilities are necessary to attach Customer's backup 
delivery point to tiie joint transmission or disbribution systems. Company shall install such 
facilities and bill Customer the Company's full costs for such ^cilities and installations. 

5. Energy supplies via any backup delivery point established under tiiis Rider BDP will be 
supplied under the applicable rate tariff and/or special contract. 

6. Company and the Customer shall enter into a service agreement witii a minimum term of five 
years. This service agreement shall contain the specific terms and conditions under which 
Customer shall take service under this Rider BDP. 

7. Company does not guarantee uninterrupted service under this rider. 

SERVICE REGULATIONS 
The supplying of, and billing for, service and all conditions applying thereto, are subject to the 
jurisdiction of the Public Utilities Commission of Ohio, and to the Company's Service Regulations 
currently in effect, as filed with ttie Public Utilities Commission of Ohk). 

Filed pursuant to an Order dated July 8, 2009 in Case No. 0811-?083549-EL-AtRSSO before ttie 
Public Utilities Commission of Ohio. 

Issued: July 10,2009 Effective: July—t^r 
2e68Januan/ 3, 2012 

Issued by Julie Janson, President 
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RIDER BDP 

BACKUP DELIVERY POINT CAPACITY RIDER 

BACKUP DELIVERY POINT (TRANSMISSiON^ISTRIBUTION) CAPACITY 
The Company will nomially supply service to one premise at one standard voltage at one delivery point 
and through one meter to a Non-Residential Customer in accordance with the provisions of tiie 
applicable rate schedule and the Electric Service Regulations. Upon customer request, the Company 
will make available to a Non-Residential Customer additional delivery points in accordance with the 
rates, terms and conditions of this Rider BDP. For hospitals tiiat are members of the Greater 
Cincinnati Healtii Council, Rider BDP will be administered as specified in Case No. 11-3549-EL-SSO, 
Stipulatk>n Page 21, Section I. 

NET MONTHLY BILL 
1. Connection Fee $300.00 

The Connectk>n Fee applies only if an additional metering point is required. 

2. Monthly charges will be based on the unbundled distribution and/or transmission rates of the 
customer's most applicable rate schedule and the contracted-for reserved backup delivery 
point capacity. 

3. The Customer shall also be responsible for the acceleration of costs to the extent that the 
revenue requirement for such costs exceeds the monthly charges established in Section 2 
above, if any, which would not have othenvise been incurred by Company absent such request 
for additional delivery points. The revenue requirement for the acceleration of costs shall be 
equal to the product of the capital investinent which has been advanced and the levelized fixed 
charge rate. The tenns of payment may be made initially or over a pre-determined term 
mutually agreeabte to Company and Customers that shall not exceed the minimum term. In 
each request for service under this Rider, Company engineers will conduct a thorough review 
of tiie customer's request and the circuits affected by the request The customer's capacity 
needs will be weighed against tiie capacity available on the circuit, anticipated load growth on 
the circuit, and any future construction plans that may be advanced by the request. The 
acceleration charges described in this paragraph (3.) will not apply to customers that already 
have a backup delivery point as of the effective date of tiiis Rider. 

TERMS AND CONDITIONS 
TTie Company will provide such backup delivery point capacity under the following conditions: 

1. Company reserves the right to refuse backup delivery capacity to any Customer where such 
backup delivery service is reasonably estimated by Company to impede or impair cun-ent or 
future electric transmission or distribution service. 

2. The amount of backup delivery point capacity shall be mutually agreed to by the Company and 
the Customer because the availability of specific electric system facilities to meet a 

Filed pursuant to an Order dated in Case No. 11-3549-EL-SSO before the Public Utilities 
Commission of Ohio. 

Issued: Effective: January 3,2012 

Issued by Julie Janson, President 
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Customer's request is unique to each service location. 

3. System electiical configurations based on Customer's initial delivery point will detemnine 
whetiier distribution and/or transmissbn charges apply to Customer's backup delivery point 

TERMS AND CONDITIONS (CONTINUED) 

4. In the event tiiat directiy assigned facilities are necessary to attach Customer's backup 
delivery point to tiie joint b-ansmission or distribution systems, Company shall install such 
facilities and bill Customer the Company's full costs for such Jollities and installations. 

5. Energy supplies via any backup delivery point established under this Rider BDP will be 
supplied under the applicable rate tariff and/or special contract. 

6. Company and the Customer shall enter into a service agreement witii a minimum terni of five 
years. This service agreement shall contain the specific terms and conditions under which 
Customer shall take service under this Rider BDP. 

7. Company does not guarantee uninten-upted service under this rider. 

SERVICE REGULATIONS 
The supplying of, and billing for, service and all conditbns applying thereto, are subject to the 
jurisdiction of the Public Utilities Commission of Ohio, and to the Company's Service Regulations 
cunrentiy in effect, as filed with ttie Pubib Utilities Commission of Ohio. 

Filed pursuant to an Order dated in Case No. 11-3549-EL-SSO before tiie Pubib Utilities 
Commission of Ohio. 

Issued: Effective: Januarys, 2012 

Issued by Julie Janson, President 




