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which covers June 1 of each year to May 31 of the next year. The proposed ESP
extends to May 31, 2021, and has nine periods, covering nine years and five
months. However, in some cases, I report results annually.

EXHIBIT D

Schedule of Proposed ESP
Period Definition
January 2012, to May 31, 2013
June 1, 2013, to May 31, 2014
June 1, 2014, to May 31, 2015
June 1, 2015, to May 31, 2016
June 1, 2016, to May 31, 2017
June 1, 2017, to May 31, 2018
June 1, 2018, to May 31, 2019
June 1, 2019, to May 31, 2020
June 1, 2020, to May 31, 2021

09 ] SN R W —

WHAT ARE THE IMPLICATIONS OF THIS SCHEDULE, IN TERMS OF
FORECASTING PRICES?

One implication is that the period extends beyond the period for which forward
prices from ICE and PJM are available. Hence, as discussed later, I present a
computer model-based forecast to supplement ICE forward prices. This
projection is based on a detailed analysis of supply and demand fundamentals,
HOW DOES THE AUCTION PROCESS WORK?

As discussed by witness Lee in his testimony, Duke Energy Ohio will conduct a
series of wholesale auctions that are designed to obtain the SSO energy and
ancillary service requirements. Hence, the market component of the SSO price
would be the auction price.

WHAT IS AUCTIONED OFF?

JUDAH L. ROSE DIRECT
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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 Joad
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 “tranche™ of the Company’s total
retail energy load and will be responsible for assuring that the cost of serving up
to 160% 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 PIM 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
PIM’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

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

items shown in Exhibit E,

EXHIBITE
Components of the Aucticn Winner’s Responsibility
850 Auction
Energy Yes
Capacity No
Ancillary Services Yes
NITS, RTEP, MTEP” No
PIM 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
WHAT IS THE FORECAST OF PRICES UNDER THE PROPOSED ESP?
Duke Energy Ohio forecasts that proposed ESP prices will start at 7.98 ¢/kWh in
2012. By 2021, prices will be - ¢/kWh, Thus, proposed ESP prices will

increase I percent per year (Exhibit F-1). On average the price is - ¢/kWh.
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EXHIBIT F-1
Proposed ESP Price (¢/kWh)
76 .
. Net Retail
Year C(‘,;pamt%z PeErcent of Capacity  Energy g;;p;s?d
arge nergy Charge Prico? rice
Margin
2012 2.77 0.70 2.06 5.9t 7.98
2013 2.60 1.25 1.36 6.38 7.74
2014 292 1.47 1.46 6.94 8.40
2015 3.17 1.82 1.34 7.59 8.93
2016
2017
2018
2019
2020
2021
Average
2012- [ [ | i [ [
2016
Average
2012- 3.25 1.63 1.63 [ [
2021

" Source: Duke Energy Ohio
? Uses AD Hub forwards from 2012 to 2013, Post-2015 is ICF forecast. The
retail electrical energy price does not include the capacity component, See
later discussion. Source: ICE and ICF International
WHAT ARE THE COMPONENTS OF PROPOSED ESP PRICES?
The components of the proposed ESP prices are: (1) the capacity charge; (2) 76
percent of net energy sales margins, which are deducted from the capacity charge
to obtain the net capacity charge; (3) the net capacity charge; and (4) the auction
results for retail electrical energy. On average, the 2012 — 2021 capacity charge is
30.6 percent of the total price under the proposed ESP, but the net capacity charge
is 15 percent of the total proposed ESP price. During the 2012 to 2021 period, the
energy price is ] percent of the total price under the proposed ESP. The net

capacity charge is only 15 percent of total proposed price, i.e., half the capacity
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charge because 76 percent of the energy margin is 15 percent of the total proposed
ESP price, ie., 30-15 = 15 percent. In other words, 76 percent of the energy
margin decreases the capacity charge by half.

WHAT ARE THE TRENDS IN THE COMPONENTS?

Between 2012 and 2021, the capacity charge is growing at an average rate of 3.7
percent per year, but the net capacity charge is increasing only modestly. This is
because the energy margin increases between 2012 and 2021 at an average of 13
percent per year. Even though the net capacity charge is increasing only at 1.0
percent per year, on net, the total proposed SSO price grows because the electrical
energy price is larger and growing J] percent per year on average. The energy
margin stops growing between 2017 and 2021, in part due to an assumed federal
CO, program. Were this program not to be implemented, electrical prices would
be lower, but net margins would be higher.

HOW WAS THIS FORECAST DEVELOPED?

The retail energy price is converted from the forward and forecast wholesale
electrical energy prices based on a sel of formulas. This is discussed in a later
section. The margin is based on analysis by Duke Energy Ohio, using forward
and forecast wholesale prices, This forecast was prepared by Duke Energy Ohio
with input from ICF on market prices in the post-2015 years, i.e., largely post-
2015,

WHAT HAPPENS IF THE S5 PERCENT OF NET MARGINS DEVOTED

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

Exhibits F-1 and F-2 show that the proposed ESP price falls from - ¢kWhto
I ¢/<Wh over the 2012 to 2021 period. In the first five years, the proposed

ESP price decreases by 0.09 ¢/kWh.

EXHIBIT F-2
Proposed ESP Price {¢/kWh)
Capacit?r percl?ﬂ of Sfl?l’aercent th. é{ ctail Proposed
Year Charge Energy © n.er;g?zz Capa"“%’ DCTBY  ESP Price
Margin! Margin Charge” Price
B
2012 2.77 0.70 0.05 201 5.91 7.93
2013 2,60 1.25 0.08 1.27 6.38 7.66
2014 292 147 0.10 1.36 6.94 8.30
2015 3.17 1.82 0.12 1.22 7.59 8.81
2016
2017
2018
2019
2020
2021
Average
2012- L . L L I I
2016
Average

2012- 3.25 1.63 0.11 1.52 [ ] [

2021

* 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
electrical energy price does not include the capacity component. Source: ICE and
ICF International.
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Y. WHOLESALE POWER PRICE PROJECTION

V.l INTRODUCTION

Q. HOW IS THIS SECTION ORGANIZED?

This section has five subsections. The first describes the organization of this
section. The second subsection briefly discusses recent wholesale power prices,
and the history of wholesale prices in the Duke Energy Ohio marketplace. The
third presents recent forward prices for wholesale delivery, covering 2012 to
2015, These prices are observable forward prices available from ICE and/or PJM.
The fourth subsection presents ICF’s forecast of wholesale power prices, which is
based on computer modeling of the North American power grid supply and
demand fundamentals. This forecast is used for the 2016-2021 period (see

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

EXHIBIT G
Power Price Forecast Bases
Period Energy Capacity
January 1, ;gg - May 31, ICE PJM RPM Auction’
June 1, 2(;})31 ; May 31, ICE PJM RPM Auction’
June 1, 23}:; May 31, ICE P/M RPM Auction'
il
June 1, 2015 —-May 31, ICE, ICF Forecast PIM RPM Auction’, ICF
2016 Forecast
June 1, 232)?7— May 31, ICF Forecast ICF Forecast
June 1, 2‘3})71 g May 31, ICF Forecast ICF Forecast
June 1, 23})819_ May 31, ICF Forecast ICF Forecast
June 1, 2019 — May 31, ICF Forecast ICF Forecast
2020
June 1, 2%%)31— May 31, ICF Forecast ICF Forecast

T Base Residual Auction
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V.2 CURRENT WHOLESALE POWER MARKET CONDITIONS

WHAT ARE CURRENT WHOLESALE SPOT POWER PRICES IN THE
DUKE ENERGY OHIO ZONE?

In 2010, wholesale spot power prices were $34.8/MWh in nominal dollars for all-
hours supply. This particular measure is for all-hours Cinergy Hub spot market
(day ahead Midwest ISO LMP) electrical energy purchases. Over a recent 12
month'® period, prices were $35.3/MWh in nominal dollars. Note, Cinergy Hub
prices have been very similar historically to Midwest ISO CG&E zonal prices.
HOW DO THE WHOLESALE ELECTRICAL SPOT ENERGY PRICES
COMPARE TO HISTORICAL NOMINAL PRICES?

Historical nominal all-hours prices are shown in Exhibit H (left column). Current
all-hours prices of $35.7/MWh (2011 YTD through April) are approximately
$15/MWh below the record of approximately $51/MWh in 2008.

HOW DO THESE PRICES COMPARE TO HISTORICAL REAL (ie,
INFLATION ADJUSTED) PRICES?

May 2010 to April 2011 average prices are below the 1997-2011 YTD average,
expressed in real 2010 dollars, by 9 percent; $35.0/MWh versus the long term
average of $38.6/MWh (see Exhibits H and ). In 2009, prices were $29.8/MWh
in real 2010 dollars. In only two years since 1998 were prices lower than 2009
prices. The 2009 price was 46 percent lower than in 1998 when the market price

was at a record level {in real dollars).

15 Source: Midwest ISO. The 12 months are May 2010 to April 2011.
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EXHIBITH
Historical Wholesale Power Spot Prices ~ Cinergy Hub Delivery

S . All-Hours Wholesale Spot Price’
cenario

Nominal $/MWh 2010 $/MWh’

1997 18.0 23.6
1998 42.3 547
1999 382 487
2000 27.0 33.7
2001 26.1 319
2002 20.1 24.1
2003 24.5 28.8
2004 33.1 37.9
2005 487 53.9
2006 40.4 43.3
2007 46.1 48.0
2008 50.7 51.7
2009 29.5 29.8
2010 14.8 34.8
2011 YTD? 35,7 349
1997-2011 YTD 14.4 18.6

Average
" Source: Spot prices shown for 1997 — 2011 YTD.
22011 YTD is through April 2011, 1997-2003 (Power Market Week), 2004-
20035 (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.

HOW WOULD YOU CHARACTERIZE THE WHOLESALE
ELECTRICAL ENERGY MARKET?

The wholesale electrical energy market is liquid and well developed. However,
prices can be extremely volatile compared to other commodity markets. Between
2008 and 2009, prices decreased 42 percent in nominal terms. Between 2003 and
2005, prices increased 99 percent in nominal terms. In real dollars, the standard

deviation of annual prices is 28 percent of the average.
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EXHIBIT 1
Historical All-Hours Wholesale Spot Price Cinergy Hub (2010 $/MWh)

E3
Q

-1 St Dev.: 528.0/MWh

(4
[ =]

Encrgy Frice (2030 $/MWh]
g

0

B % %Y Y% %Y Y

—~Al} Houss Sport Price 19972011 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,

WHY ARE CURRENT WHOLESALE ELECTRICAL ENERGY PRICES

LOWER THAN THE AVERAGE IN REAL TERMS?

There are four very important factors.

. Demand — The recent recession lowered electricity demand. Electrical
energy sales in 2009 in the U.S. were approximately 5 percent lower than
sales in 2007. This is one of the largest decreases on record since World
War II. While Midwest U.S. demand recovered in 2010 from 2009 lows,
it was still below 2007 levels, and even still below the expectation for
2010 held in 2007 before the recession.

. Natural Gas Prices — Second, natural gas prices arc low. Henry Hub

natural gas prices in 2009 were $3.96/MMBtu in 2010 dollars, which was

JUDAH L. ROSE DIRECT
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the lowest price of any year in real dollars since 2000. In 2010, Henry
Hub prices were $4.37/MMBtu and $4.08 for 2011 YTD through April.
These low natural gas prices are in part due to the recession and in part
reflect improved supply. Lower natural gas prices also tend to correlate
with lower coal prices and vice versa,

. Demand and Electrical Energy Prices — Third, lower demand alse
lowers the price of electrical energy. Specifically, lower demand
decreases the number of hours that natural gas power plants are needed to
operate, This lowers the number of hours in which the marginal price
setting unit is higher priced natural gas fired units rather than lower cost
coal fired units.

. Environmental Regulations — Fourth, changes in environmental
regulations have lowered the variable cost of generating electrical energy
using existing coal plants, all else equal. Notably, SO, allowance prices
are now close to zero.

DO THESE PRICES INCLUDE THE PRICE OF A CAPACITY

PRODUCT?

No.,

WHAT HAS BEEN THE RECENT HISTORY OF PJM CAPACITY

PRICES?

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

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

$63.6/kW-yr. In the May 2010 auction conducted by PIM for 2013/2014

JUDAH L. ROSE DIRECT
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delivery, the RTO PJM capacity price was $10/kW-yr. Duke Energy Ohio is
transferring from Midwest [SO to PIM. The capacity price in Midwest ISO has
also been low., However, the Midwest ISO capacity market has a monthly short-
term market structure that has not involved large volumes and that is in the
process of being changed.

WHAT ARE THE LATEST DEVELOPMENTS IN THE PJM CAPACITY
MARKET?

On May 13, 2011, PIM announced that the RTO capacity prices increased from
$10/kW-year for June 1, 2013, to May 31, 2014, delivery to $46/kW-year for June
1,2014, to May 31, 2015, delivery.'® This was a 360 percent increase.

WHY DID THE PJM CAPACITY PRICE INCREASE?

The increase in capacity prices reflects several factors. They include rising
demand, which is decreasing excess capacity; the high costs of new power plants;
changes in transmission; and the high costs of maintaining existing unscrubbed
coal plants duc to tightening environmental regulations. Note, with one
exception, all Duke Energy Ohio coal capacity is already scrubbed, mitigating the

cost impacts of many new environmental regulations,

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

Q.

A,

WHY ARE YOU REPORTING 2012 TO 2015 PRICES SEPARATELY?
This is the period for which observable forwards exist and it is useful to
distinguish the two sources of my forecast: forwards and computer projections.

However, both show a trend of increasing wholesale power prices.

' UCAP. The price is for UCAP or unforced capacity. In PIM, UCAP capacity is less than installed
capacity on average by approximately 6.25 percent.

JUDAH L. ROSE DIRECT
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WHAT FORWARD PRICES ARE YOU USING?

I am using the forward price for the PJM AD Hub. Duke Energy Ohio received
approval to join PJM in May 2011. The PJM AD Hub price covers American
Electric Power (AEP) and Dayton Power and Light nodes in Ohio and Michigan.
Duke Energy Ohio power plants are generally co-owned with Dayton Power and
Light and AEP and, therefore, are generally in the PTM AD Hub. Note, the PIJM
AD Hub prices are only available since October 2004. Also, Duke Energy Ohio
only joins PJM starting January 1, 2012. Therefore, as shown above, 1 use
Cinergy Hub for historical data.

WHAT IS THE FORECAST FOR FUTURE WHOLESALE ELECTRICAL
ENERGY PRICES FOR 2012 TO 20157

The forecast for all-hours wholesale clectrical energy prices i1s $38.5/MWh,
541 2/MWh, $44.5/MWh, and $48.8/MWh (nominal dollars) for 2012, 2013,
2014, and 2015, respectively. The forecast is shown in Exhibits J and K. The
price increases 7 percent in 2013, & percent in 2014, and 10 percent in 2015,
2015 prices are cumulatively 27 percent above 2012 prices. Exhibit K shows the
same prices by time of day. Exhibits L and M compare the forecast to historical

Pprices.
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EXHIBIT J
Wholesale Power Prices — All-Hours (Nominal$/MWh)
Wholesale Power

Price Type Prices
2009 Historical 29.5
2010 Historical 348
Last 12 Months' Historical 353
2012 Forwards 385
2013 Forwards 41.2
2014 Forwards 44.5
2015 Forwards 48.8
Average 2012 to
2015 N/A 43.2

Source: Midwest-ISO LMP for 2009-2010 and last 12
months. AD Hub ICE forwards for 2012-2015 traded 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 Source All Hours On-peakl Off-Peak

20112 ICE 36.3 421 311
Forward

2012° ICE 38.5 447 33.0
Forward

20132 ICE 412 474 156
Forward

2014 ICE 445 50.6 18.9
Forward

20152 ICE 48.8 53.7 443
Forward

2012-2015 ICE 432 49.1 17.9
Average Forward

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

]

& 8

B

Energy Price {Nominsl §/MWh)
-]

B

(-]

S, %o, Y, Y, o, B Yy i, "V ey sy Yy 0y 2, > Ry 0,

! Historical Cinergy Hub. Forecast AD Hub.

EXHIBIT M
Duke Energy Ohio Zonal Energy Price Historical and Projections - 2007 to 2015
IC¥ Base Case
All-Hours On-Peak Off-Peak

Source Year Energy Price | Energy Price | Energy Price

(20103/MWh) : (20108/MWh) | (20108/MWh)
Historical 2007 48,0 624 3438
Historical 2008 51.7 67.0 37.7
Historical 2009 29.8 353 24.7
Historical 2010 34.8 41.9 283
Historical | 20072010 #.1 51.7 31.4

Average

ICE Forward 2011 355 41.1 303
ICE Forward 2012 36.7 425 3l4
ICE Forward 2013 383 44.0 331
ICE Forward 2014 40.3 45.8 352
ICE Forward 2015 43.1 474 39.2
Average 20122015 39.6 44.9 347

" Historical Cinergy Hub. Forecast AD Hub.

Q.

WHAT IS THE BASIS FOR THE

WHOLESALE POWER PRICES?

JUDAH L. ROSE DIRECT
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The 2012 to 20135 prices reflect the recent prices for forward delivery to the AD
Hub in this pericd. For example, the 2012 price is the average price of
transactions over the six months of November 2010 to April 2011 from ICE, the
Inter-Continental Exchange, at the AD Hub for delivery in 2012 of wholesale
power. Thus, this is an observable set of prices."”

DOES THE WHOLESALE PRICE FORECAST INCLUDE ANCILLARY
SERVICES?

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 1S THE BASIS FOR THE 2012 TO 2015 CAPACITY PRICE
PROJECTION?

The January 2012 to May 31, 2013, price for capacity is based on the PIM
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

I” These prices are available for monthly delivery, but traded daily.
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the PIM forward market price for capacity is not available for the last 7 months of
2015 and will not be available until Spring 2012,

Q. WHAT ARE THE PROJECTED CAPACITY PRICES?

A. The PIM capacity market is a required forward market and is referred to as the
Reliability Pricing Model {(RPM) capacity market. The next RPM Auction is for
summer 2013 through May 31, 2016, supply and will be held in May 2012.

Q. WHAT ARE YOUR CAPACITY PRICE PROJECTEONS?

A. As noted, PIM capacity prices for January 1, 2010, to May 31, 2015, reflect actual
auction results, while 2015 reflects blending auction results and forecasts into

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

EXHIBIT N
PIM RPM RTO Capacity Prices ($3YUCAP)

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

Average 2009 - 20135 339

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.
Q. WHY ARE WHOLESALE POWER PRICES, BOTH ENERGY AND
CAPACITY INCREASING BETWEEN 2009 AND 2015?
A, The increase in wholesale power prices reflects:
. Environmental Regulations — New environmental regulations including

HAPs, CO,, ash disposal, cooling water, and other environmental

regulations arc expected to cause coal plant retirements, and to raise the
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costs of existing coal power plants. This potential loss of capacity results
in an increase in the value of existing capacity since buyers’ next best
alternative for securing capacity is new highly expensive new units.
Energy prices can also rise due to added costs of operating existing coal
plants.

Economic Recovery in the U.S. and PJM — The economic recovery in
the U.S. supports electricity demand growth and natural gas prices.

Rising Electricity Demand — The growing demand for electricity
contributes to the need for new capacity and hence a pronounced firming
of capacity prices. In 2010, U.S. electricity sales in MWh increased 4.9
percent relative to 2009, Rising electricity demand also raises electrical
energy prices by increasing reliance on higher cost coal and natural gas
power plants.

Rising Natural Gas Prices — Rising natural gas prices increase electric

energy prices (see Exhibit O).
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EXHIBIT O
Henry Hub Natural Gas Prices (Y MMBtu)
Year Source Real 20108 Nominal $
2005 Historical 9.81 3.87
2006 Historical 720 6.72
2007 Historical 7.22 6.94
2008 Historical 9.00 8.84
2009 Historical 1.96 3.9
2010 Historical 4.37 4,37
2011 YTD' Historical 4.08 4.19
2011 2011 YTFD and NYMEX 4.28 4.38
uturcs
2012 NYMEX Futures’ 472 496
2013 NYMEX Futures? 4.91 5.28
2014 NYMEX Futures? 5.01 5.54
2015 NYMEX Futures” 5.11 5.78
Average
2012 - 2015 4.94 339

2011 YTD is through April, 201 1.
? Traded over the period November 2010 to April 2011,
Source: Bloomberg

Q.

A.

ARE THERE OTHER STUDIES INDICATING POTENTIAL FOR PRICE

INCREASES DUE TO ENVIRONMENTAL REGULATIONS?

Yes. A recent NERC study of environmental regulations concluded:

Based on the assessment’s assumptions, the greatest risk to
Planning Reserve Margins occurs in 2015 for the Combined EPA
Regulation Scenario. The overall total impact could make 46-76
GW of existing capacity “economically vulnerable” for retirement
or derating by 2015, Additionally, the scenario cases assessed in
this report indicate capacity reductions evident as early as 2013,
resulting from the retirements of coal-fired plants and derate
effects associated with plant retrofits. Impacts to Planning Reserve
Margins can occur during the next four to eight years that could
reduce bulk power system reliability, unless additional resources
are constructed or acquired. It is essential that projected
Conceptual supply resources be developed as one source of
capacity replacement,

The results of this assessment show a significant impact to
reliability should the four potential EPA rules be implemented as
assumed in this assessment. Impacts to both bulk power system
planning and operations may cause serious concerns unless prompt
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industry action is taken. Planning Reserve Margins appear to be
significantly impacted, deteriorating resource adequacy in a
majority of the NERC Regions/sub-regions.  Additionally,
considerable operational challenges will exist in managing,
coordinating, and scheduling an industry-wide environmental
control retrofit 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?
1 am meodeling the Duke Energy Ohio hub prices in Ohio (i.e., the former CG&E
territory). [ 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 20157
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 $48.8MWh to SJMWh in nominal dollars (see Exhibits P and Q).
Between 2015 and 2021, the wholesale electrical cnergy 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 [JJJJj percent

in nominal dollars.

18 NERC North American Electric Reliability Corporation, 2010 Special Reliability 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°
Nominal $/MWh

Year’ Source All Hours On-Peakl Off-Peak
2012 ICE Forward 385 44.7 33.0
2013 ICE Forward 41.2 474 35.6
2014 ICE Forward 44.5 50.6 389
2015 ICE Forward 48.8 53.7 443
2016 ICF Forecast [ | [ ] [ ]
2017 ICF Forecast [ ] | [ ]
2018 ICF Forecast - - -
2019 ICF Forecast [ [ [
2020 ICF Forecast [ ] [ ] [ ]
2021 ICF Forecast [ [ [
Sorerage NA 432 49.1 37.9
2016 - 3031 NA . L .
2013 3021 NA - - -

] On peak defined as 5x 16
2Simple averages of al! transactions 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 2021

&

b4

3

N\
I\ """"//\/\/
A

H

et

Enargy Price (Nomian SV
#

£

E+]

b R % e W T % Ty Y U W,

! Historical Cinergy Hub. TCE forwards for AD Hub.

WHAT ARE YOUR ELECTRICAL ENERGY PRICE FORECASTS IN
REAL 20108?

Electrical energy prices for all hours supply to Duke Energy Ohio increase from
forward levels reaching $43.1/MWh in 2015 (in real 2010%), which is an increase
of approximately $8/MWh over 2012. By 2021, prices are approximately
$./MWh in real 2010 dollars (see Exhibit R). Thus, the cumulative increase in

real dollars from 2012 to 2021 is nearly- percent.
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EXHIBIT R
Real Electrical Energy Prices — 2010$/MWh
All-Hours On-Peak Off-Peak Energy
Period Source Year Energy Price Energy Price Price
(20108/MWh) | (20105/MWh) (20103/MWh)
Historical 2007 48.0 624 34.8
G Historical 2008 517 67.0 37.7
'5 Historical 2009 29.8 353 24,7
E Historical 2010 34.8 41.9 28.3
Historical 20072010 41.1 51.7 314
verage
ICE Forward 2011 35,5 41.1 30.3
ICE Forward 2012 36.7 42.5 314
ICE Forward 2013 383 44.0 33.1
ICE Forward 2014 403 458 352
ICF Forward 2015 43.1 474 39.2
- ICF Forecast 2016
§ ICF Forecast 2M7
s ICF Forecast 2018
- ICF Forecast 2019
ICF Forecast 2020
ICF Forecast 2021
Average 2012 - 2021
Average 2012 - 2015 39.6 44,9 34.7
Average 2016 -2021 - - -

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 electrical energy after 2015, First,
3 prices continue to increase after 2015 due to HAPS and other non-CO,
4 environmental regulations, which start in 2015, Environmental controls result in
3 significant coal retirements in this period and higher operating costs for existing
6 coal units {e.g., high variable costs for using Dry Sorbent Imjection). A large
7 amount of coal capacity is projected to retire across the U.S. by 2020. The coal
& retirements and higher operating costs result in an increase in electrical energy
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prices relative to 2010 prices. Second, the coal retirements increase the use of
natural gas and natural gas power plants, raising electrical energy prices after
2015, Third, growing electricity demand increases reliance on natural gas plants
as the marginal price setting units, Fourth, there is a large price increase starting
in 2018 because, in 2018 and thereafter, there is a $/ton CO, adder that, for
existing fossil power plants, further increases the costs of generating power. In
the case of coal power plants, costs arc increased by approximately $./MW1'I in
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 §). Between 2015 and 2018, prices rise due to environmental regulations,
including CO, control and federal HAPs and their associated costs. Note, 2016
could be the first year with HAPs regulations fully in effect.”” The assumed
national CO; price in 2018, in real 2010 dollars, is Sfffton, which translates to
roughly MWt 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 Btuw/kWh and 7,000 Btu/kWh for coal and combined

¥ HAPs regulations are expected to be finalized in November 2011. Compliance would be required by
November 2014 unless a one year extension ig 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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cycle, respectively, Equivalently, at the ./MMBru natural gas price impact, this
translates to a market implied heat rate increase of approximately [} Brw/xwh
and [l Btu/kWh for hours in which coal and natural gas combined cycles are

on the margin, respectively.
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EXHIBIT §
Duke Energy Ohic Zonal Implied Heat Rate Projections
ICF Base Case
Period Year All-Hours IHR | On-Peak IHR | Off-Peak IHR
(Btu/kWh) (Btu/kWh) (Btu/kWh)
2007 6,498 8,446 4,713
= 2008 5,609 7,271 4,090
£ 2009 7,096 8,428 5,879
:i-?_, 2010 7,504 9,035 6,111
2207'2010 6,677 8,295 5,198
verage
2011 7,832 9,079 6,699
y 2012 7,378 8,552 6,311
&) 2013 7411 8,521 6,401
= 2014 7,623 8,675 6,666
2015 7,996 8,800 7,265
2016
- 2017
N
o
= 2020
5 2021
20122015 7,602 8,637 6,661
Average
2016 —2021
v ] - [
2012-2021
el [ - ]

" Historical IHRs are calculating using Cinergy Hub power prices and DEO delivered
gas prices. Source: Midwest ISO and Bloomberg.

ICE Forecast IHRs are calculated using ICE AD Hub forward prices for 2011-2015
traded from November 2010 to April 201 1. Gas prices are DEO delivered prices.
Source: ICE and Bloomberg,

* ICF Forecast IHRs are calculated using DEQ Zonal projected power prices and DEO
delivered gas prices. Source: ICF International.

Q. WHAT ARE YOUR CAPACITY PRICE FORECASTS?
As noted, PIM capacity prices for January 1, 2010, to May 31, 2015, reflect actual

auction results (blending auction year results into calendar year results) for the
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PIM RTO sub-region. The capacity price variation across PJM sub-regions
reflects the auction cleared prices for their respective Local Delivery Areas
(LDAs). Projected PIM capacity price for 2015 to 2021 reflect a transition from
auction pricing to our fundamentals-based projection on June 1, 2015. Demand
growth and significant retirements of smaller, older, coal units, resulting from
environment regulations offset, increases in demand-side management and energy
efficiency. Starting on June 1, 2015, prices reflect ICF’s projection of
equilibrium in parts of PJM and the need for new capacity. It should be noted that
the 2015 annual price is similar to the level of prices in the most recent PIM
auction for June 1, 2014, to May 31, 2015, PJM zongs because the forecast is very
similar to the auction announced May 13, 2011,

WHY ARE CAPACITY PRICES INCREASING?

They are increasing primarily due to the need to add new capacity, combined with
the high capital costs of new capacity. This is, in turn, due to growing electricity
demand and retirement of coal power plants. Prices are also rising due to general

inflation (see Exhibit T).
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EXHIBIT T
PJM RPM RTO Capacity Prices — 2009 to 2021
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
20142015 RPM 46.0

2015" ICF Forecast

2016 ICF Forecast

2017 ICF Forecast

2018 ICF Forecast

2019 ICF Forecast

2020 ICF Forecast

2021 ICF Forecast
Average 2012 — 2015 25.6

Average 2016 — 2021

" Based on summer delivery. UCAP price based on EFORd of 6.25 percent,
Source: PIM and ICF

Q.

WHAT IS YOUR FORECAST FOR AD PJM HUB PRICES?

In 2016 — 2021, all-hours AD PJM Hub prices are $0.2/MWh (in 20108) above

the average Duke Energy Ohio price.

V.5 FORECASTING APPROACH

HOW WAS YOUR POST-2015 FORECAST DEVELOPED?

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

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

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

Protection Agency and is used extensively in private sector assignments. [PM®

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

North America power markets.

The model uses a lincar optimization to

simultaneously solve for all years power plant dispatch and fuel use, capacity
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expansion, environmental retrofitting, modernization/re-powering, inter-regional
transmission, electric energy and capacity prices, fuel prices, and emissions costs.
The model captures the performance characteristics and limitations of
conventional and unconventional generation techmologies, including gas and
stcam turbines, combined cycle, co-generation, nuclear, hydro, wind, solar, and
other renewables. Energy efficiency and demand side management programs are
evaluated in an integrated framework with other resource options. IPM® is also a
dynamic model that optimizes capacity decisions over the entire planning peried
simultaneously.

WHAT ARE THE BASIC ASSUMPTIONS UNDERLYING THE POST
2015 FORECAST OF WHOLESALE POWER PRICES?

The forecast reflects the following assumptions:

. The wholesale power market is competitive and efficient;
. Wholesale power prices reflect the marginal costs of supply;
. Supply decisions including entry and exit and dispatch will reflect the set

of decisions that minimizes the discounted costs of meeting demand
subject to need to meet demand over the 2016 to 2021 planning horizon;
and

. There is no shortage of supply once excess supply is eliminated by
demand growth and retirements.

WHAT ARE THE KEY INPUT PARAMETERS IN YOUR MARKET

PRICE FORECAST?
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The key assumptions™ include:

Natural Gas Prices — Natural gas prices are an important determinant of
on-peak wholesale power prices in the Duke Energy Ohio market and will
be increasingly important over time as a large portion of new capacity is
natural gas-fired. However, in other hours, coal generation sets prices,
particularly off-peak in Duke Energy Ohio zone. Exhibit U presents ICF’s
natural gas price forecast in real and nominal dollar terms. Natural gas
prices over the last 12 months were $4.1/MMBw (May 2010 through
April 2011), Natural gas prices will rise in teal terms by || percent per
year in the 2015 to 2021 period, as measured at Henry Hub, or from
$4.1/MMBtu over the last 12 months to SJfMMBtu in the 2015 to 2021
period. Our approach to natural gas pricing reflects our view of the
fundamentals of the market; specifically, natural gas prices are projected
using ICF’s Gas Market Model (GMM). GMM is a full supply/demand
equilibrium model of the North American natural gas market. Our
forecast is that the recent trend of low natural gas prices will continue,
Our forecast for Henry Hub natural gas prices never exceeds -fMMBtu
in 2010 dollars over the 2015 to 2021 period. In contrast, historically
between 2000 and 2009 Henry Hub natural gas price had in one year
exceeded $9/MMBtu in 2010 dollars (in 2005 in real 2010 dollars).
Indeed, the lowest Henry Hub price in the 2005 to 2008 period in real
2010 dollars was $7.20/MMBtu. Our view is that abundant natural gas

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. [f natural gas prices are higher than the ICF

forecast, our power price forecast will be higher.

EXHIBIT U
Henry Hub Natural Gas Prices ($/MMBtu)
Year Source Real 2010% Nominal $
2005 Historical 9.81 8.87
2006 Historical 7.20 6,72
2007 Historical 7.22 6.94
2008 Historical 9.00 8.84
2009 Historical 1,96 3.92
2010 Historical 4,37 437
2011 YTD' Historical 4,08 4.19
Average of
Historical and
2011 NYMEX 4,28 4.38
Futures'”
2012 NYMEX Futures® 4,72 4.96
2013 NYMEX Futures® 4,91 5.28
2014 NYMEX Futures® 5.01 5.54
2015 NYMEX Futures’ 5.11 5.78
Average of
2016 NYMEX Futures' [ [
and ICF Forecast
2017 ICF Forecast
2018 ICF Forecast
2019 ICF Forecast
2020 ICF Forecast
2021 ICF Forecast
Average 2012 - ICF Forecast
2021 - m

' 2011 YTD is through April, 2011.
? Traded over the period November 2010 to April 2011,
Source: Bloomberg
. Peak and Energy Demand — Projected peak and energy demand for PTM
and Duke Energy Ohio for the 2011 - 2021 period are based on PJM’s 2011
forecast, Of the two, the PIM growth rate is more important for
determining prices, PIM peak and energy are forecasted to grow at 1.9
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percent per year in the near-term from 2011-2015. Electricity demand at
peak will reflect average weather conditions and, in PIM for 2012 through
2021, will grow 0.9 percent per year from 2011 levels on a weather
normalized basis. This compares with the average growth rate between
2000 and 2007 (the last year before the last recession) at a 1.4 percent per
year rate. Duke Energy Ohio’s growth is similar to PJM in the short-term,
growing at about 1.9 percent from 2011-2015. Growth rates are before
accounting for DSM levels.

Demand Resource — In PJM, Demand Resource is forecast to reach but
not exceed 114 percent of the planning reserves of PIM. The PJM
planning reserve margin is assumed to be 13.5 percent.

Environmental Regulations — The forecast assumes that there will be

federal CQ; controls starting on January 1, 2018. The assumed program is

a $/ton CO, program implemented via regulations or other method. No
such program currently exists and, if one is not implemented, wholesale
power prices will be lower than forecast. The forecast also assumes that
there will be command and control HAPS regulations by 2015 such that
all U.S. coal-fired power plants are required to have SO, scrubbers,
activated carbon injection, and/or fabric filters with Dry Sorbent Injection
(DSI). As will be discussed, the assumption of CO, and HAPS regulations
has important implications for natural gas prices and for the costs of fossil-
fuel generation in general. Future regulations governing SOz, NOy, coal

ash and water cooling also become more stringent.
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. Capital Costs for New Builds — New combined cycle plants are assumed
to be available in 2015, approximately at W (20108) in the Duke
Energy Ohio region. In the forecast, the construction of new power plants
does not have to be in the Duke Energy Ohio region, but in locations that
allow PIM to meet its reliability targets. New simple-cycle units are
assumed to have capital investment costs that are [JJJJj percent lower
relative to combined cycles, depending upon the region and year of build.
New power plant costs vary by region as a function of variation in
underlying labor and material costs, ambient conditions, local
environmental regulations (to the extent applicable), etc.

. Delivered Coal Prices — Delivered coal prices are projected to decrease
[l percent per year in real terms between 2014 and 2017; this metric is
measured at the Duke Energy Ohio plants.

V1. RETAIL MARKET PRICE PROJECTION

VL1 INTRODUCTION

HOW IS THIS SECTION ORGANIZED?

The first subsection introduces the vetail pricing discussion. The second
subsection summarizes the retail price forecasts, The third subsection describes
the forecasts by customer class. The fourth subsection discusses the price
forecasting approach. The fifth subsection discusses the components of the retail
price.

HOW ARE RETAIL PRICES RELEVANT TO YOUR TESTIMONY?
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They are relevant in two respects. First, retail market prices are used in
determining the SSO prices under the MRO. In the first five MRO periods, the
MROQO price is a blend of the retail market price and the price under a continuation
of the legacy ESP. By the end of the fifth period, the prices under the MRO equal
the retail market prices. Second, the retail market price for electrical energy is a
component of the price under the proposed ESP, Under the proposed ESP, the
retail market price for electrical energy requirements is added to the non-
bypassable net capacity charge to obtain the total SSO generation service price.
V1.2 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 - ¢/kWh (see Exhibit V), In 2012, the average retail market price is
6.14 ¢/kWh. By 20135, retail prices are 47 percent higher than 2012 at 9.04
¢/kWh. The retail market prices increase primarily because of increasing
wholesale electrical energy and capacity prices. In comparison, wholesale
electric#] 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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2015 levels by [JJ percent because the forward wholesale electrical energy and
capacity prices are again higher than the 2015 level. 2012 to 2021 retail prices
increase [ percent. I comparison, the 2012 to 2021 increase in wholesale all-

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

N =nd [ percent, respectively.

EXHIBIT V
Retail Market Price — Weighted Average of All Consumer Classes Based on AD
Hub Price Curve (Nominal¢/kWh)!

. Cumulative Change
Year Price From 2012 (% )g
2012 6.14
2013 6.63
2014 7.87
2015 9.04
2016 [ ]
2017 [ ]
2018 [ ]
2019 [
2020 [ ]
2021 %
Average 2012-2016
Average’ 2012-2021 -

" Assumes no switching.
? Simple average.

WHAT ARE THE RETAIL ELECTRIC ENERGY PRICES USED TO
ESTIMATE PRICES UNDER THE PROPOSED ESP?

The prices for retail electric requirements service are shown in Exhibit V-1. On
average, these prices are [J] percent tower 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
¢/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

VI3 RETAIL MARKET PRICES BY CLASS
DOES THE FORECAST OF RETAIL PRICES VARY BY CUSTOMER
CLASS?
Yes. Prices shown above were kWh weighted averages of the various customer
classes. Exhibit W shows retail prices for the following customer classes: RS,
which is residential, TS, which is industrial load at high voltage, and DM, DP,
and DS, which are various commercial and larger customer rate classes (see

Exhibit W).

JUDAH L, ROSE DIRECT
64



9
LOTMIA ASOA "T HVANC

a3eIaAy
[ ] Bl e N Bl | 06 | 8L | €99 | #19 payFiom

AN
N 1 0 R N Bl | o8 | oL | e09 | €95 SL
N | 1 11 i B B | ots | s6L | si9 | se9 sa
N P IR | Bl | se8 | seL | 609 | €8S dd
H 1| 1 i1 N B Il | o6 | ics | 189 | 959 Wa
H | [ BN___BN | Bl | 56 | o8 | 89 | 69 sa
i | | 120z | ozoz | etez | sioz | croz | oner | stoz | wioz | eroz | 0z owons

(UAAN/P [EMIWON) [Z0T — 2107 — S5E[D 1aW0)SNy Aq SIILLJ JDIELA (1813
M LIgTHX3

29 40 99 abed
Auowiysa] asoy - yepn papepay AmaN
1°9 Hgiyxg payd4 aje oo ABisug sang



10

11

12

13

14

15

16

17

19
20
21

22

Duke Energy Ohiv Late Filed Exhibit .1
Newly Redacted Judah L. Rose Testimony

Page 67 of &7

WHAT IS THE FORECAST FOR RESIDENTIAL CUSTOMERS?

The forecast for residential customers of retail prices for generation service is
approximately 6.35 ¢/kWh or $63.5/MWh in 2012. The residential price is
modestly (+3%) above the weighted average and close to all the other classes
except TS customers, which are 8 percent lower than the average; RS is 13
percent above TS.

WHAT ARE THE IMPLICATIONS OF THE DIFFERENCES BETWEEN
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?
Currently, both Dominion Energy and FirstEnergy Solutions offer Duke Energy
residential customers a fixed retail price of 5.99 ¢/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 5.89¢/kWh through the December 2011 billing
cycle. In addition, Direct Energy also offers Duke Energy residential customets a
fixed price of 7.8¢/kWh for 12 billing cycles from enrollment. This information
is available from the Commission’s website. The average of these three offers is

6.6¢/kWh, In comparison, the 2012 forecast for Duke Energy Ohio residential
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customers is 6.35¢/kWh. [ conclude that the forecast prices contained herein
appear roughly comparable,
VL4 RETAIL PRICE FORECASTING APPROACH

HOW IS THE RETAIL PRICE FORECAST DEVELOPED?

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

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

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

MORE SPECIFICALLY, HOW IS THE RETAIL FORECAST

DEVELOPED?

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

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

principally on three inputs:

. Wholesale Prices — The starting point is forward or forecast wholesale
power prices for the wholesale products that would need to be purchased
in the marketplace at the time the service provider is amranging for a
service offering. The most important product that would be purchased is
on-peak and off-peak power supply by month, which can be thought of as
resulting in the need for 24 wholesale product prices per year (12x2). For
example, 50 MW or 100 MW blocks for January 2009 on-peak would be
expected to be purchased. This is because these products are the most
observable and liquidly traded forward products in the wholesale power
markets. Also, capacity will need to be procured in the PYM RPM market.

The forward power purchases allow providers to manage the risks of

JUDAH L. ROSE DIRECT
67



10

11

12

13

14

15

16

17

18

19

20

21

Duke Engrgy Ohio Late Filed Exhibit 6.1
Newly Redacted Judah L. Rose Testimony

Page 69 of 87

meeting the requirements of customers. At the time of contracting to
supply power, retail CRES providers offset the forward power sale to
customers (the short) with a forward power purchase (the long), and
hence, limit the risks of providing retail service to a manageable level.
Consumer Load Shapes — The second key input is the consumer’s load
shape, which is an estimate of the expected consumer demands in kWh or
MWh over time. The “ilatter” the load shape, the lower the average cost
and vice versa, This is because the share of lower priced off-peak power
is higher. This explains in large part why industrial customers have lower
costs of supply: their load shapes are the flaitest. While this is a critical
parameter, the retail provider is also responsible for unexpected variances
in load, i.e, the provider is providing full firm requirements service.
Thus, other customer data is also used as discussed below.
Formulas/Model for Tailoring Price to Consumer — A third set of
inputs are formulas/models used to create a retail price based on wholesale
market prices and customer load shapes. These formulas account for load
uncertainty, including the potential for unexpec;ed customer demand to
occur when wholesale prices are high, and the other costs of serving retail

load.

HAS A SIMILAR RETAIL PRICE FORECASTING APPROACH BEEN

PREVIOUSLY PRESENTED TO THE COMMISSION?
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Yes, the approach has been presented to the Commission several times. It has
been used to forecast retail prices based on wholesale forward prices and as an
alternative to Duke Energy Ohio’s Rate Stabilization Plan (RSP).

PLEASE PROVIDE ADDITIONAL DETAIL ON THE COMPONENTS OF

THE RETAIL PRICE PROJECTION.

The components of the retail price projection include:

. Market Index of Energy Prices — The first and largest component of the
retail price is the Energy Price also referred to as the Market Index. This
is the weighted average purchase price of wholesale electrical energy for
monthly on-peak and off-peak expected MWh sales volurnes.

. Covariance Adjustment — This factor accounts for the covariance
between customer load variation and electric energy price variation.
Loads that move with the electric energy price — i.e., are correlated with
the price — have high covariances and vice versa. For example, a load that
increases during summer peaks when prices are the highest has a high
covariance and vice versa. This covariance increases costs of service
above what would be indicated by expected average prices and demands.
Put another way, covariance creates risks of costs exceeding revenues for
a period, in spite of hedging, For example, if, during periods in which
customer demand is higher than expected (e.g., extreme weather), electric
energy prices are also higher, there are additional costs for the supply that
must be procured. Therefore, procurement needs to be designed to

reliably provide sufficient coverage for the potential of unexpectedly high
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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

extra $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 $15/MWh above the level based on expected sales

and prices.
EXHIBIT X
Simplified Example of How Covariance Affects the Costs of Managing Load
Variation
Electric
. Net Cost of
Procurement Situation Quantity Ene.rgy Purchases
(MWh) Price )
($/MWh)
Hot Summer Supplemental Purchases +2 20 140 (+40)
Expected Summer — Forward
Purchase in Advance Based on 10 10 100
Expected Conditions
Cool Summer — Sale of Excess 2 5 90 (-10)
Supply

expected peak times one plus the reserve margin.

Capacity Price — The supplier must obtain capacity equal to the load’s

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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price of electric energy when it is a purchaser, and receives less when it is
a seller. This factor increases electric energy costs.

Energy Losses and Adjustments — This factor captures energy and
demand losses in the transmissicn and distribution system. This is similar
to traditional existing tariffs.

Supply Management Fee — This fee includes the cost of scheduling,
balancing, procurement and risk management, hourly adjustment, load
following, natural consumer migration {in and out), managing odd lots and
floats between billing cycles, and is initially proposed at 6 percent of
electric energy cost.

Operating Risk Adjustment — This adjustment creates margin to, in part,
cover potential commodity-related risks, including: (1) booking and
settlement; {2} modeling/forecasting methods; (3) contracts and delivery;
{(4) security and personnel; (5) programming, faulty data, meter reading,
{6) information systems and telecommunications; (7) legal, regulatory and
political issues; (8) economic downturns; and (9) natural disasters. This
does not include sales or general and administrative costs. This estimate
was based on Value Line estimates of operating margin for 2002-2009 for

all industries, which equaled 18.6%.

WHAT ARE THE PARAMETERS FOR THESE COMPONENTS?
The parameters for estimating these components are summarized in Exhibit Y.

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

JUDAH L. ROSE DIRECT
n



Duke Energy Ohio Late Filed Exhibit 6.1
Newly Redacted Judah L. Rose Testimony
Page 73 of 87

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 Current
2011 - 1%
Market Index of Electricity Prices 2012-2%
Energy Cost Adjustments — Ask Adder 2013-3%
2014 and Thereafter ~ 4%
Energy Cost Adjustments — Covariance Adjustment Varies]
Supply Management Fee 6%
2
Margin/QOperating Risk Adjustment 18.6%
Energy Losses 6.8%

1
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

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

VLS RETAIL PRICE COMPONENTS
WHAT IS THE ENERGY MARKET INDEX?
The energy market index is the customer electric 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 companent 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

. Average--Quantity

0 ': ¥ : Hour - 24
On-Paak

+ Varies by Customer Class

HOW DO ENERGY INDEX AND RETAIL MARKET PRICE COMPARE
TO THE ALL-HOURS WHOLESALE MARKET PRICE?

The index price is about 5 percent higher than the all-hours energy price for
different classes and rises on average from approximately 4.04 ¢/kWh to -

¢/kWh between 2012 and 2021 (see Exhibit AA).
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WHAT ARE THE LARGEST COMPONENTS OF THE RETAIL
MARKET PRICE?

In 2012, in all cases, the largest component of the retail market price is by far the
market index of electric energy prices. The second largest is the operating risk
adjustment, which is still much smaller than the electric energy index. The third
and the fourth largest are the energy loss and covariance adjustments (Exhibit
BB). Over time, the capacity charge component grows from 0.16 ¢/kWh in 2012
to 1.04 ¢/kWh in 2015. By 2021, the capacity component is even higher at [l

¢/kWh. Thisisa - 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 ¢lasses 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
IAverag
C‘g::;;“*" 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 { 2020 [ 2021 | 2012
RS 165 | 1671 187 | 193 | j | N | IN |
DM 1es | 167 | 185 | 194 | N R | B |
DP ISUREERYARYEE R EE |
DS 162 164} 1791187 | REE | IR
TS 146 1 148 | 159 164 |} H | 1R
Simple
Average | 158 | 160 175 ] 183 [ B |
Weighted
Average | 10 | 161 | 177 | 185 . B |

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 ¢/kWh. However, the price for TS customers, which take power at high voltages
12 and have a relatively flat 1oad profile, is 5.63 ¢/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 t{o sales in MWHh, and covariance (see Exhibit
2 DD).
EXHIBIT DD
Structure of the Retail Market Across Customer Classes Price — 2012
Component RS DM DP DS Ts | Veighted
Average
I f Electrical
Market Index of Electrica 404 | 400 | 400 | 408 3.96 4.04
Energy Prices
Covariance Adjustment 0.40 0.37 0.13 0.33 0.05 0.28
Capacity 0.21 0.19 0.12 0.16 0.11 0.16
Ask Adder — (2%) 0.09 0.09 0.09 0.09 0.08 0.09
;Eéngﬂfj Losses and Adjustments | 435 | 033 | g30 | o032 | 020 | 031
Supply Management Fee (6%) 0.30 0.30 0.28 0.30 0.27 0.29
Margin/Operating Risk
Adjustment (18.6%) 0.99 1.00 0.91 0.98 0.88 096
Average Energy Charge —
Weighted Average of all 6.35 6.36 5.83 6.25 5.63 6.14
Consumer Classes

: 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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VII. MRO PRICE PROJECTION
HOW DO YOU CALCULATE MRO PRICES?
The first step in calculating prices under an MRO is to establish the transition

pericd blending mechanism. The assumed blending percentages are shown in

Exhibit EE.
EXHIBIT EE
MRO Blending Mechanism

Period Market Share (%) Legacy(};?)l’ Share Total (%)
2012 10 90 100
2013 20 80 160
2014 30 70 100
2015 40 60 100
2016 50 50 100
2017 100 0 100
2018 100 0 100
2019 100 0 100
2020 100 0 100
2021 100 0 100

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 20157

In 2012, the MRQ price is projected to be 7.74 ¢/kWh (see Exhibit FF). Thus, it
is 2 percent lower than the legacy ESP price because the market price is low at
6.14 ¢/kWh, lowering the weighted average price. The effect is muted because
the retail market price only has a ten percent weight in 2012. By 2013, the MRO
price increases to 8,14 ¢/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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MRO price. Without the effect of the blending of the legacy ESP, the MRO
increase would be much larger. This is because the retail market price is forecast
to increase 47 percent from 2012 o0 2015.

WHAT IS YOUR MRO PRICE PROJECTION PAST 2015?

In 2016, the MRO price increases || percent versus 2015, This occurs because the
legacy ESP price share continues to drop and retail prices continue to rise. After
2016, the MRO price equals the market price, and the market price increases
without the moderating effect of the legacy or proposed ESP’s capacity price
treatment (see Exhibit FF), By 2021, the MRO price is [JJJl| ¢xwh or i}

percent higher than in 2015 and [ percent higher than the 2012 MRO price.
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EXHIBIT FF
MRO Option Pricing
Retail
Retail
Legacy ESP Market 3
k
Period | ESPPTC' | Weight h::irceit Price (z']:“gh)
/KWh % Weight
W O gaowmy | 08
2012 7.92 90 6.14 10 7.74
2013 7.44 80 6.63 20 7.28
2014 7.62 70 7.87 .30 7.70
2015 7.54 60 9.04 40 8.14
2016 7.49 50 [ 50 N
2017 N/A 0 [ 100 [
2018 N/A 0 [ 100 [
2019 N/A 0 [ | 100 [ ]
2010 N/A 0 [ ] 100 [ ]
2021 N/A 0 i 100 [ |
Average
20122016 7.60 N/A [ N/A [
Average
20122021 N/A N/A [ ] N/A [ ]

! Source: Duke Energy Ohio.

“Based on current forwards. ICE forwards transaction date from November 2010
through April 2011 for delivery 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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YIII. COMPARISON OF MRO AND PROPOSED ESP

WHAT DOES THE COMPARISON OF THE PROPOSED ESP AND THE
MRO SHOW ON AYERAGE?
As shown in Exhibit GG-1, the price under the proposed ESP is lower on average

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

0.92 ¢/kWh.
EXHIBIT GG-1
Proposed ESP vs. MRO -- Based on AD Hub Price Curve
Proposed ESP'’ Difference
Year MRO (¢/kWh} (¢/kwh) (¢/kWh) Proposed
ESP - MRO
2012 7.74 7.98 +0.23
2013 7.28 7.74 +0.46
2014 7.70 8.40 +0.70
2015 8.14 8.93 +0.79
2016
2017
2018
2019
2020
2021
Average 2012 —
2016 L I i
Averazg(;:zfi.OIZ - - 0.92

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

IS THE PROPOSED ESP ALWAYS LOWER THAN THE MRO?

No, the proposed ESP is lower in 5 of the ten years than the MRQO. However, in
the other five years the proposed ESP is slightly higher — i.e., the ESP price in
2G12 to 2016 is slightly higher. For example, the proposed ESP is 3 percent or

0.23 ¢/kWh higher than the MRO in 2012. In these five years, on average, the
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proposed ESP is - ¢’kWh or I percent higher than the MRO. In the 2017 to
2021 period, the proposed ESP is [J] percent or Jl] ¢/kWh lower than the MRO,
more than offsetting the effects of the earlier years on the overall average.

Q. WHAT HAPPENS IF THE 5 PERCENT OF NET MARGINS DEVOTED
TO ECONOMIC DEVELOPMENT WERE TREATED THE SAME AS
THE 76 PERCENT USED TO BENEFIT CUSTOMERS?

A, The proposed ESP price is lower by 1 percent on average for the 2012 to 2021
period. On average, the 2012 to 2021 proposed ESP price is - ¢/kWh, or 8.9
percent lower than the MRO. Also, the difference between the proposed ESP and
the MRO in the first five years decreases on average from [} #xwh to |}

#/kWh (see Exhibit GG-2), and the difference is || percent, not I percent,

EXHIBIT GG-2
Proposed ESP vs. MRO — Based on AD Hub Price Curve
1 Difference (¢/kWh)

Year MRO (¢/kWh) Pmp(ﬁ(ﬁf SP Proposed ESP —

2012 7.74 7.93 +0.19

2013 7.28 7.66 +0.38

2014 7.70 8.30 +0.61

2015 8.14 8.81 +0.67

2016

2017

2018

2019

2020

2021
Average 2012 —

016 N L o
AverzgoeﬁOlZ - - 1.03

' The additional 5 percent accounts for economic development; 4 percent for customers
and 1 percent from the Company.
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IX. SIGNIFICANTLY EXCESSIVE EARNINGS TEST (SEET)
WHY 1S THERE A SIGNIFICANTLY EXCESSIVE EARNINGS TEST

(SEET)?

Per R.C. 4928.143(E), a prospective SEET is required because the proposed ESP
extends beyond three vears.

HOW WILL IT BE CONDUCTED?

It is proposed to be conducted with the following provisions: Duke Energy Ohio’s
return on cormmon equity will be computed using its prior-year publicly reported
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 nct revenue requirements plus 19

' The revenue requirements are a regulated construct with

percent of margins.
limited returns on invested capital. Therefore, the eamings from these do not
create a substantial likelihood that Duke Energy Ohio will have significantly

excessive earnings.

X. CONCLUSIONS

! The remaining 5 percent is being devoted to economic development.
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PLEASE SUMMARIZE YOUR CONCLUSIONS.
The Duke Energy Ohio’s proposed ESP would replace the current Duke Energy
Ohio ESP starting in January 1, 2012. Under the proposal, the electrical energy
portion of SSO service would be auctioned off. The price for electrical energy
will account for the large majority of the total SSO power price and the proposed
ESP will ensure a long-term and vibrant competitive market for this commodity.
The capacity responsibility would be undertaken for all customers by Duke
Energy Ohio. Duke Energy Ohio will charge customers for this capacity less 76
percent of margins ecarmed by the plants. This proposed ESP will have the benefit
of increasing the stability of SSO rates but will do so in a balanced manner that
provides Duke Energy Ohio a reasonable expectation of revenues in exchange for
the hedge being provided against volatile electrical energy and capacity prices.

The price under the proposed ESP is expected to be below the price under
an MRO on average between 2012 and 2021. This conclusion is based on
observable forwards and model forecasts. Over this period, the proposed ESP
will be eight percent below the MRO price: - ¢/kWh for the proposed ESP
Pprice versus - ¢/kWh for the MRO price. In half the years, the MRO is above
the proposed ESP; in the five years where the proposed ESP is higher, it is only
modestly higher at [l #/«Wh or || percent higher than the MRO price. In
comparison, in the second five years, the proposed ESP price is [JJJ| ¢/<Wh or I}
percent lower than the MRO price.

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

funding equal to five percent of the net margins. Thus, for example, if natural gas
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prices increase raising power prices, there will be more economic development
funding. If this benefit is treated the same as the 76 percent of net margins used
to decrease rates, the price advantage of the proposed ESP over the MRO price
between 2012 and 2021 increases by 1 percent. Also, the difference between the
proposed ESP and MRO prices in the first five years is lower at - ¢/kWh, orl
percent versus I ¢kWh or J percent without addressing economic
development. The legacy ESP was approved under similar circumstances;
namely, the proposed ESP price was, on average, below the MRO price, but not in
all years. In addition, the proposed ESP will have less volatility than the MRO.
Therefore, I conclude that the proposed ESP pricing is superior in the aggregate to
the MRQ pricing.

I do not expect there to be significantly excessive earnings under the
proposed ESP. Nevertheless, there is provision for applying such a test that is
outlined in the testimony of Duke Energy Ohio witness Wathen. The expectation
that earnings will not be significantly in excess is because the only significant
factor that can add earnings to the return underlying the Company’s Retail
Capacity Rider is limited by the fact that the Company is proposing to retain only
19 percent of the net margins on sales from its Legacy Generation assets. Also,
the revenue requirements charge for generation is a regulated concept, albeit with
some built in lag, which necessarily limits eamnings. Thus, the structure also
greatly decreases the potential for significantly excessive earnings.

DOES THIS CONCLUDE YOUR PRE-FILED DIRECT TESTIMONY?

Yes.
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II. JUDAH L. ROSE

IT11. EDUCATION
1982 M.P.P, John F. Kennedy School of Government, Harvard University

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

IY. EXPERIENCE

Judah L. Rose joined ICF in 1982 and currently serves as a Managing Director of ICF
International. Mr. Rose has 30 years of experience in the energy industry. Mr. Rose’s
clients include electric utilities, financial institutions, law firms, government agencies,
fuel 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 International as the Management Sharcholder Representative.

Mr. Rose has supported the financing of tens of billion dollars of new and existing power
plants and is a frequent 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 Journal, Project
Finance International, 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 Government, 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 Journal Report, July 25, 1999

Back to Business, CNBC, September 7, 1999

Journals: Electricity Journal
Energy Buyer Magazine
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Public Utilities Fortnightly
Power Markets Week
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Magazine:  Business Week

Power Economics
Costco Connection

Newspapers: Denver Post

Wires:

VIL

VIII.

109.

108.

107.

106.

105.

104.

Rocky Mountain News
Financial Times Energy

LA Times

Arkansas Democratic Gazette
Galveston Daily News

The Times-Picayune
Pittsburgh Post-Gazette
Power Markets Week

Bridge News
V. Associated Press
V1. Dow Jones Newswires

TESTIMONY

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

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.

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

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, Case No. 10-2586-EL-SSQ, filed November 15, 2010,

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

Declaration of Judah Rose in re: Boston Generating LLC, et al., Chapter 11, Case
No. 10-14419 (SCC) Jointly Administered, September 29, 20190.
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102.

101.

100.

99.

98.

97.

96.

95.

94.
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Declaration of Judah Rose in re: Boston Generating L.LC, et al., Chapter 11, Case
No. 10-14419 (SCC) Jointly Administered, September 16, 2010,

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

Direct Testimony of Judah Rose on behalf of Plains and Eastern Clean Line LLC,
in the Matter of the Application of Plains and Eastern 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.

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.

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

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/b/a KCP&L Greater Missouri
Operations Company for Approval to Make Certain Changes to its Charges for
Electric Service, Case No. ER-2009-0090, April 9, 2009.

Hawaii Structural Ironworkers Pension Trust Fund v. Calpine Corporation, Case
No. 1-04-CV-021465, Assessment of Calpine’s April 2002 Earnings Projections,
March 25, 2009.

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, February 6, 2009.

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

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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92.
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90.

89.

88.

87.

86.
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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,

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.

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.

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.

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 Electric Security Plan, July 31, 2008.

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.

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

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.

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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71.
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Supplemental Rebuttal Testimony on Commissioner’s Issues of Judah L. Rose for
Southwestern Electric Power Company, on behalf of Southwestern Electric Power
Company, PUC Docket No. 33891, Public Utilities Commission of Texas, May
2008.

Supplemental Direct Testimony on Commissioners’ Issues of Judah Rose for
Southwestern Electric Power Company, for the Application of Southwesten
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,

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 Return 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.

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

Proposed New Gas-Fired Plant, on behalf of AEP SWEPCQ, 2007

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

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

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.

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

Verified Petition of Duke Energy Indiana, Inc. Requesting the Indiana Utility
Regulatory Commission to Approve an Alternative Regulatory Plan Pursuant to
Ind. Code $8-1-2.5-1, 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 338-1-2.5-1 et seq. and 8-1-2-42(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

JUDAH L. ROSE DIRECT
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of Programs; and Approval of a Modification of the Fuel Adjustment Cause
Earnings and Expense Tests, Indiana Utility Regulatory Commission, Cause No.
43374, October 19, 2007.

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 Construction and for Certain Cost
Protection and Cost Recovery, October 4, 2007

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 Return 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.

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
Construction, Ownership, Operation, and Maintenance of a Coal-Fired Base Load
Generating Facility in the Hempstead County, Arkansas, dated June 2007.

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.

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

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.

Rebutta] Testimony, FPL — CO; Emissions and the Everglades Coal-Fired Power
Plant, Docket No. 070098-EL, March 2007

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

Direct Testimony for Southwestern Electric Power Company, Before the
Louisiana Public Service Commission, Docket No. U-29702, in re: Application of
Southwestern Electric Power Company for the Certification of Contracts 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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Southwestern Electric Power Company for Certification of Contracts for the
Purchase of Capacity in Accordance with the Commission’s ‘General Order of
September 20, 1983, February 2007.

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, February 28, 2007.

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

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

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

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

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.

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.

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

Brazilian Power Purchase Agreement, confidential international arbitration,
October 20035.

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

Cost of Service and Peak Demand, FERC, Testimony on behalf of Public Service
of New Mexico, September 19, 2005, Docket No. EL(5-19.

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.

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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45,

44,

43,
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41.
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Prudence of Acquisition of Power Plant, Testimony on behalf of Redbud,
September 12, 2005, No. PUD 200500151.

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

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

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

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

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

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

Discount rates that should be used in estimating the damages to GTN of Mirant’s
bankruptcy and subsequent abrogation of the gas transportation agreements
Mirant had entered into with GTN, December 15, 2004, CONFIDENTIAL

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

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

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

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 &
Electric, May 20, 2004.

“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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32.
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30.
29,
2003.

28.

27.
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“Appropriate Rate of Return 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,

“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 & Electric,
April 15, 2004.

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

“Certificate of Purchasec as of yet Undetermined Generation Facility”, Cause No.
42469 for PSI, March 23, 2004.

“Ohio Edison’s Sammis Power Plant BACT Remedy Case”, In the United States
District Court of QOhio, Southern Division, March 8, 2004,

“Valuation of Power Contract,” January 2004, confidential arbitration.

“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.

“In the Supreme Court of British Columbia”, July 8, 2003. CONFIDENTIAL

“The Future of the Mohave Coal-Fired Power Plant — Rebuttal Testimony”™,
Califomnia P.U.C., May 20, 2003.

“Affidavit in Support of the Debtors’ Motion”, NRG Bankruptcy, Revenues of a
Fleet of Plants, May 14, 2003, CONFIDENTIAL

“IPP Power Purchase Agreement,” confidential arbitration, April 2003.

“The Future of the Mohave Coal-Fired Power Plant”, California P.U.C., March
“Power Supply in the Pacific Northwest,” contract arbitration, December 5, 2002,
CONFIDENTIAL

“Power Purchase Agreement Valuation”, Confidential Arbitration, October 2002.
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“Cause No. 42145 - In support of PST's petition for authority to acquire the
Madison and Henry County plants, rebuttal testimony on behalf of PSI. Filed on
8/23/02.”

“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.”

“Cause No. 42196 - in support of PSI's petition for interim purchased power
contract. Filed on 4/26/02.”

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

“Analysis of an IGCC Coal Power Plant”, Minnesota state senate committees,
January 22, 2002

“Analysis of an IGCC Coal Power Plant”, Minnesota state house of representative
committees, January 15, 2002

“Interim Pricing Report on New York State’s Independent System Operator”,
New York State Public Service Commission (NYSPSC), January 5, 2001

“The need for new capacity in Indiana and the IRP process”, Indiana Utility
Regulatory Commission, October 26, 2000

“Damage estimates for power curtailment for a Cogen power plant in Nevada”,
August 2000. CONFIDENTIAL

17. | “Valuation of a power plant in Arizona”, arbitration, July 2000, CONFIDENTIAL
Application of FirstEnergy Corporation for approval of an electric Transition Plan
and for authorization to recover transition revenues, Stranded 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.

“Issues Related to Acquisition of an Oil/Gas Steam Power plant in New York”,
September 1999 Affidavit to Hennepin County District Court, Minnesota

“Wholesale Power Prices, A Cost Plus All Requirements Contract and Damages”,
Cajun Bankruptcy, July 1999. Testimony to U.S. Bankruptcy Court.

“Power Prices.” Testimony in confidential contract arbitration, July 1998.

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

“Generation Reliability.” Testimony to New Jersey Board of Public Utilities, May
4, 1998.

“Future Rate Paths and Financial Feasibility of Project Financing.” Cajun
Bankruptey, Testimony to U.S. Bankruptcy Court, April 1998,

“Stranded Costs of PSE&G.” Market Valuation of a Fleet of Coal, Nuclear, Gas,
and Qil-Fired Power Plants, Testimony to New Jersey Board of Public Utilities,
February 1998.

“Application of PECO Energy Company for Approval of its Restructuring 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.

“Future Wholesale Electricity Prices, Fuel Markets, Coal Transportation and the
Cajun Bankruptcy.” Testimony to Louisiana Public Service Commission, December
1996.

“Curtailment of the Saguaro QF, Power Contracting and Southwest Power
Markets.” Testimony on a contract arbitration, Las Vegas, Nevada, June 1996.

“Future Rate Paths and the Cajun Bankruptcy.” Testimony to the U.S. Bankruptcy
Court, June 1997.

“Fuel Prices and Coal Transportation.” Testimony to the 1.8, Bankruptcy Court,
June 1997.

“Demand for Gas Pipeline Capacity in Florida from Electric Utilities.” Testimony
to Florida Public Service Commission, May 1993.

“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.

98.

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

Rose, JL., Fundamentals of Electricity Transmission, EUCI, Crystal City,
Arlington, VA,
June 29-30, 2010.
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87.
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85.
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83.
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Rose, J.L., Economics of PC Refurbishment, Improving the Efficiency of Coal-
Fired Power Generation in the U.S., DOE-NETL, February 24, 2010.

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

Rose, J.L., CO; Control, “Cap & Trade”, & Selected Energy Issues, Multi-
Housing Laundry Association, October 26, 2009.

Rose, J.L., Financing for the Future — Can We Afford 1t?, 2009 Bonbright
Conference, October 9, 2009.

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

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

Rose, J.L., Southeastern Electric Exchange — Integrated Resource Planning Task
Force Meeting, Carbon Tax Qutlook Discussion, February 21-22, 2008,

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

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

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, February
23, 2006.

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

Rose, J.1., “Modeling the Vulnerability of the Power Sector”, EUCI — Securing
the Nation’s Energy Infrastructure, September 19, 2005

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

Rose, J.L., “2005 Macquarie Utility Sector Conference”, Macquarie Utility Sector
Conference, Vail, CO, February 28, 2005.

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,
February 18, 2005.
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78.

77.

76.
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74.
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72.

71.

70.
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Rose, JL. “Assessing the Salability of Merchant Assets — What’s on the
Horizon?” Infocast — The Market for Power Assets, Phoenix, AZ, February 10,
2005.

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

Rose, J.L. “Supply & Demand Fundamentals — What is Short-Term Outlook and
the Long-Term Demand? Platt’s Power Marketing Conference, Houston, TX,
October 11, 2004,

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,

Rose, J. L. “After the Blackout — Questions That Every Regulator Should be
Asking,” NARUC Webinar Conference, Fairfax, VA, November 6, 2003.

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

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.

Rose, J.L., “Asset Valuation in Today’s Market”, Infocast’s Project Finance
Tutorial, New York, NY, October §, 2003,

Rose, J.L., “Forensic Evaluation of Problem Projects”, Infocast’s Project Finance
Workouts: Dealing With Distressed Energy Projects, September 17, 2003,

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

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.

Rose, J.L., CSFB Leveraged Finance Independent Power Producers and Utilities
Conference, New York, NY, “Spark Spread Qutlook™, July 17, 2003,

Rose, J.L., Multi-Housing Laundry Association, Washington, D. C., “Trends in
U.S. Energy and Economy”, June 24, 2003.
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68.

67.

66.

65.

63.

62.

6l1.

60.

59.

58.

57.
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Rose, J.L., “Power Markets: Prices, SMD, Transmission Access, and Trading”,
Bechtel Management Seminar, Frederick, MD, June 10, 2003.

Rose, J.L., Platt’s Global Power Market Conference, New Orleans, LA, “The
Outlook for Recovery,” March 31, 2003.

Rose, I.L., “Electricity Transmission and Grid Security”, Energy Security
Conference, Crystal City, VA, March 25, 2003,

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, February 27, 2003.

Rose, J.L., Panel Discussion, “Forensic Evaluation of Problem Projects”, Infocast
Conference, NY, February 24, 2003.

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

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.

Rose, I.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.

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.

Rose, J.L., “PIM Price Outlook,” Platt’s Annual PJM Regional Conference,
September 24, 2002.

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,

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

Rose, JL., “Locational Market Price (LMP) Forecasting in Plant Financing
Decisions,” Structured Finance Institute, April 8-9, 2002,

JUDAH L. ROSE DIRECT
15



56.

35,

54,

33.

52.

51

50.

49,

48.

47.

46.

45.

Attachment JLR-1
Page 16 of 22

Rose, J.L., “PIJM Transmission and Generation Forecast”, Financial Times Energy
Conference, November 6, 2001,

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

Rose, J.L., “Dealing with Inter-Regional Power Transmission Issues”, Infocast’s
Ohio Power Game Conference, September 6, 2001

Rose, J.L., “Where’s the Next California”, Credit Suisse First Boston’s Global
Project Finance Capital Markets Conference, New York NY, June 27 2001

Rose, J.L, “U.S. Energy Issues: What MLA Members Need to Know,” Multi-
housing Laundry Association, Boca Raton Florida, June 25, 2001

Rose, J.L., “How the California Meltdown Affects Power Development”,
Infocast’s Power Development and Finance Conference 2001, Washington D.C.,
June 12, 2001

Rose, J.L., “Forecasting 2001 Electricity Prices” presentation and workshop,
What to Expect in western Power Markets this Summer 2001 Conference,
Denver, Colorado, May 2, 2001

Rose, J.L., “Power Crisis in the West” Generation Panel Presentation, San Diego,
California, February 12, 2001

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.

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

Rose, I.1., “An Analysis of the Merchant Power Market, Summer 20007
presentation, Conference Chair, Merchant Power Finance Conference, Atlanta,
Georgia, September 11 to 15, 2000

Rose, J.L., “Understanding Capacity Value and Pricing Firmness” presentation,
Conference Chair, Merchant Plant Development and Finance Conference,
Houston, Texas, March 30, 2000.

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.

JUDAH L. ROSE DIRECT
16



43,

42.

41.

40.

39.

38.

37.

36.

35.

34.

33.

32.

Attachment JLR-1
Page 17 of 22

Rose, J.L., “Understanding Generation” Pre-Conference Workshop, Powermart,
Houston, Texas, October 26-28, 1999,

Rose, J.L., “Understanding Capacity Value and Pricing Firmness” presentation,
Conference Chair Merchant Plant Development and Finance Conference,
Houston, Texas, September 29, 1999,

Rose, J.L., “Comparative Market Outlook for Merchant Assets” presentation,
Merchant Power Conference, New York, New York, September 24, 1999,

Rose, J.L., “Transmission, Congestion, and Capacity Pricing” presentation,
Transmission The Future of Electric Transmission Conference, Washington, DC,
September 13, 1999,

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,

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,

Rose, J.L., “Transmission Solutions to Market Power” presentation, Do
Companies in the Energy Industry Have Toe Much Market Fower? Conference,
Washington, DC, May 24, 1999,

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.

Rose, J.L., “Transmission and Retail Issues in the Electric Industry” Session
Speaker, Gas Mart/Power 99 Conference, Dallas, Texas, May 10, 1999.

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,

Rose, J.L., “Understanding Generation” presentation and Program Chairman at
Buying & Seclling Power Assets: The Great Generation Sell-Off Conference,
Houston, Texas, April 20, 1999.

Rose, J.L., “Buying Generation Assets in PJM” presentation at Mid-Atlantic
Power Summit, Philadelphia, Pennsylvania, April 12, 1999.

JUDAH L. ROSE DIRECT
17



31.

30.

29.

28.

27.

26.

25.

24.

23.

22.

21.

20.

Attachment JLR-1
Page 18 of 22

Rose, J.L., “Evaluating Your Generation Options in Situations With Insufficient

Transmission,” presentation at Congestion Management conference, Washington,
D.C., March 25, 1999.

Rose, J.L., *Will Capacity Prices Drive Future Power Prices?” presentation at
Merchant Plant Development conference, Chicago, Illinois, March 23, 1999.

Rose, J.L., “Capacity Value — Pricing Firmness,” presentation at Market Price
Forecasting conference, Atlanta, Georgia, February 25, 1999

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, February 11, 1999.

Rose, J.L., “Transmission and Capacity Pricing and Constraints,” presentation at
Power Fair 99, Houston, Texas, February 4, 1999.

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.

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.

Rose, J.L., “Developing Pricing Strategies for Generation Assets,” presentation at
Wholesale Power in the West conference, Las Vegas, Nevada, November 12,
1998. '

Rose, J.L., “Understanding Electricity Generation and Deregulated Wholesale
Power Prices,” a full-day pre-conference workshop at Power Mart 98, Houston,
Texas, October 26, 1998,

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.

Rose, J.L., “Capacity Value — Pricing Firmness,” presentation to Edison Electric
Institute Economics Committee, Charlotte, NC, October 8, 1998.

Rose, J.L., “Locational Marginal Pricing and Futures Trading,” presentation at
Megawatt Daily’s Electricity Regulation conference, Washington, D.C., October
7, 1998,

JUDAH L. ROSE DIRECT
18



19.

18.

17.

16.

15.

14.

13.

12,

11.

10.

Attachment JLR-1
Page 19 of 22

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,

Rose, I.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,

Rose, J.L., “Capacity Value — Pricing Firmness,” presentation at Market Price
Forecasting conference, Baltimore, Maryland, August 24, 1998,

Rose, J.L., “ICF Kaiser’s Wholesale Power Market Model,” presentation at
Market Price Forecasting conference, New York, New York, August 6, 1998,

Rose, J.L.,, Campbell, R., Kathan, David, “Valuing Assets and Companics in
M&A Transactions,” full-day workshop at Utility Mergers & Acquisitions
conference, Washington, D.C., July 15, 1998.

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,

Rose, J.L., “The Generation Market in PJM,” presentation at Megawatt Daily’s
PJM Power Markets conference, Philadelphia, Pennsylvania, June 17, 1998.

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,

Rose, I.L., “Overview of SERC Power,” opening speech presented at Megawatt
Daily’s SERC Power Markets conference, Atlanta, Georgia, May 20, 1998.

Rose, J.L., “Future Price Forecasting,” presentation at The Southeast Energy
Buyers Summit, Atlanta, Georgia, May 7, 1998.

Rose, J.L., “Practical Risk Management in the Power Industry,” presentation at
Power Fair, Toronto, Canada, April 16, 1998,

Rose, JL., “The Wholesale Power Market in ERCOT: Transmission Issues,”
presentation at Megawatt Daily’s ERCOT Power Markets conference, Houston,
Texas, April 1, 1998,

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.

JUDAH L. ROSE DIRECT
19



Attachment JLR-1
Page 20 of 22

6. Rose, JL., “Projecting Market Prices in a Deregulated Electricity Market,”
presentation at conference: Market Price Forecasting, San Francisco, California,
March 9, 1998.

5. Rose, JL., “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 Annual 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.” Qil 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 Construction of
More Power Plants? The Costco Connection, 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,” Public Utilities Fortnightly, November 15, 1998.

Rose, J.L., “Why the June Pricc Spike Was Not a Fluke,” The Electricity Journal,
November 1998.

JUDAH L. ROSE DIRECT
20



Attachment JLR-1
Page 21 of 22

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
States,” Energy Buyer, Volume 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 Utifities Formighily, January 1, 1997,

Mann, C. and J.L. Rose, “Price Risk Management: Electric Power vs. Natural Gas,” Public
Utilities Fortnightly, February 1996.

Rose, J.L. and C. Mann, “Unbundling the Electric Capacity Price in a Deregulated
Commodity Market,” Public Utilities Fortnightly, December 1995,

Booth, William and J.L. Rose, “FERC's Hourly System Lambda Data as Interim Bulk
Power Price Information,” Public Utilities Fortnightly, May 1, 1995,

Rose, J.L. and M. Frevert, “Natural Gas: The Power Generation Fuel for the 1990s.”
Published by Enron.

XL

XILEMPLOYMENT HISTORY

ICF Resources Incorporated Managing Director 1999-Present
Vice President 1996-1999
Project Manager 1993-1996
Senior Associate 1986-1993
Associate 1982-1986

JUDAH L. ROSE DIRECT
21



Duke Energy Ohio Late Filed Exhibit 10.1

Pagelof /2

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.

Case No. 11-3549-EL-SSO

In the Matter of the Application of Duke
Energy Ohio for Autbority 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.

Case No. 11-3550-EL-ATA

S Sas? g et S Nt N ' “ar? vt

Case No. 11-3551-EL-UNC

s’ Nt gt

REDACTED VERSION
DIRECT TESTIMONY OF
WILLIAM DON WATHEN JR.
ON BEHALF OF
DUKE ENERGY OHIO, INC.

June 20, 2011



Duke Energy Ohio Late Filed Exhibit 10.1

Page 2 ol 72 ARG
TABLE OF CONTENTS

PAGE

I. INTRODUCTION 1
II. PRIMARY COMPONENTS OF THE ESP 3
A. RIDER RC (RETAIL CAPACITY) A

B. RiDERPSM (PROFIT SHARING MECHANISM) 10

C. RIDERRE (ReTAlL ENIRGY) 15

D. RmEx AER-R (ALTERNATIVE ENERGY RESOURCE REQUIREMENT) ceovvecncec1 7

E. Rmig RECON (RECONCILIATION) - 18

F. RpR UE-GEN (UNCOLLECTIBLE GENERATION EXPENSE).coners 20

G. Ripck DR (DiSTRIBUTION RELIABILITY) 22

H. RiDERS UNCHANGED BY THE ESP....... 25

L. SumMMARY OF ESP RIDERS - 27

II1l. PROVISIONS FOR TESTING THE ESP AND TRANSITIONAL

CONDITIONS SHOULD THE ESP BE TERMINATED

A. PROSPECTIVE “IN THE AGGREGATE” TEST
B. PROSPECTIVE SIGNIFICANTLY EXCESSIVE EARNINGS TEST.

28
Vi ]
12
IV. GOVERNMENTAL AGGREGATION 36
V. BETTER IN THE AGGREGATE TEST AT
VL CONCLUSION A3

Aftachments:

WDW-1: Revenue Requirement Calculation for Rider RC
WDW-2: Projected Rider RC Calculations and the Better in the Aggregate Test

WILLIAM DON WATHEN JR. DIRECT
i



Duke Energy Ohio Late Filed Exhibit 10.1

Page 3 of 72

L  INTRODUCTION
PFLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
My name is William Don Wathen Jr., and my business address is 139 East Fourth
Street, Cincinnati, Ohio 45202.
BY WHOM_ARE YOU EMPLOYED AND IN WHAT CAPACITY?

J am employed by Duke Energy Business Services LLC (DEBS) as Geneml

Msnager and Vice President of Rates, Ohio and Kentucky. DEBS provides
various administrative and other services to Duke Energy Ohio, Inc., (Duke
Energy Ohio o the Company) and other affiliated companies of Duke Energy
Corporation (Duke Energy)-

PLEASE SUMMARIZE YOUR EDUCATION AND PROFESSIONAL
EXPERIENCE.

I received Bachelor Degrees in Business and Chemical Engineering, and a Master
omem'AdmihimﬁonDeme,anﬁmmeUnimmy of Kentucky. After
completing graduate studies, I was employed by Kentucky Utilities Company as a
planning analyst. In 1989, I began employment with the Indiana Utitity
Regulatory Commission as a senior engineer. From 1992 until mid-1998, I was
employed by SVBK. Consulting Group, where 1 held several positions as a
consultant focusing principally on utility rate matters. I was hired by Cinergy
Services, Inc., in 1998, as an Economic and Finencial Specialist in the Budgets
and Forccasts Department. In 1999, I was promoted to the position of Manager,
Financial Forecasts. In August 2003, I wes named to the position of Director -

WILLIAM DON WATHEN JR. DIRECT
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Rates. On December 1, 2009, I took the position of General Manager and Vice
President of Rates, Ohio and Kentucky.

HAVE YOU PREVIOUSLY TESTIFIED BEFORE THE PUBLIC
UTILITIES COMMISSION OF OHIO?

Yes. 1 have presented testimony on numerous occasions before the Public
Utilities Commission of Ohio (Commission) and various other state, locat, 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, Obio and Kentucky, 1 am
responsible for all state and federal rate matters involving Duke Energy Ohio and
Duke Energy Kentucky, Inc.

WHAT 1S THE PURPOSE OF YOUR TESTIMONY IN THIS
PROCEEDING?

The purpose of my testimony is to support various aspects of Duke Energy Ohio’s
proposed electric security plan (ESP). I provide testimony regarding the primary
components of the Company’s proposed ESP, provisions for testing the plan in
years four and eight pursuant to R.C. 4928.143(E), transitional conditions shouid
the plan be terminated, and the association with governmental aggregators.
Finally, | address the comparison between the proposed ESP and the expected
results under R.C. 4928.142 in respect of pricing.

WILLIAM DON WATHEN JR. DIRECT
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I PRIMARY COMPQNENTS OF THE ESP

FLEASE DESCRIBE THE PRIMARY COMPONENTS OF DUKE
ENERGY OHIO'S PROPOSED ESP,

The Compeny’s proposed ESP is comprised of both cost-based and market-based
pricing elesnents, the intent of whick is to provide customers with sate stability
and price certainty while retaining their ability to select competitive providers of
the energy commodity. The table below swnmerizes the riders that are
incorporated into and a part of the proposed ESP.

ey ~ able 1~ New Ridérs
Rider Name Description_ Avoidable?
Rider RC Retail Capacity - No
| Rider PSM Profit Sharing Mechanism No
Rides RE | Retail Energy Yes
Rider AER-R Alternative Energy Recovery Rider Yes
Rider UE-GEN Uncollectible Expense Rider for N
Generat o
Rider DR Distribution Reliability No

Further, certain riders that were approved in Duke Energy Ohio’s current ESP
under Case No. 08-920-EL-SSO, et al., will be unaffected by this filing. Those
riders are Rider SAW, Rider SAW-R, and Rider ECF. As these three riders are
unchanged by this Application, I do not discuss them in detail in my testimony.

Finally, upon implementation of the proposed ESP, a number of existing
tiders will be terminated. Table 2 is a summary of the riders that will be no
longer exist under the new ESP,

WILLIAM DON WATHEN JR. DIRECT
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Rider PTC-AAC ( Price-to-Compare: Annually Adjusted Component

Rider SRA-CD | System Reliability Adjustment: Capacity Dedication

Rider SRA-SRT | System Reliability Adjustment: System Reliability Tracker

Rider DR-IM Distribution Reliability: Infrastructure Modernization

A.  Rider RC (Retail Capacity)

PLEASE DESCRIBE RIDER RC.

Rider RC is predicated upon a fonmula rate for developing the fixed costs
associsted with the Company's legacy generating assets that, under the
Company’s proposal, will effectively be dedicated to Ohio customers, as well as a
nusmablerateofmtmforﬂ:oseasmThmPghRidarRC,DukeEnugyOhio
will recover the costs that are incurred in serving its customers with a reliable and
adequate supply of capecity over the full term of the ESP. Additionally, to the
extent the Company incurs costs to secure sufficient capacity to meet its reliability
requirements, such costs would be incorporated into Rider RC. However, any
third-perty purchases necessary to meet the reliability requirement would be
treated as an expense for determining the revenue requirement for Rider RC; so,
there would be no return compoenent for such market or third-party purchases.
The Rider RC rate will be adjusted each year to reflect actual costs incurred, or
changes in rate base as a result of environmentel expenditures or other changes to
the generating assets on which the rate is predicated.

WILLIAM DON WATHEN JR. DIRECT
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The formula used to develop Rider RC has its roots in traditional
ratemaking inasmuch as the Compeny incorporated many elements of the
caiculations it would make for determining the revemue requirement for its
regulated gas and electric operations. The formula also incorporates a number of
ratemaking concepts used by the Federal Energy Reguletory Commission (FERC)
for its formula ratemaking for network intograted transmission service (NITS).!

Much like the formula used for setting the Company’s NITS revenue
requirement, the reverme requirement for Rider RC is based on actual, historic
costs. All of the starting information used for the calculation begins with data
from the FERC Form 1 Annual Report, a document which is publicly available.
The formula includes a calculation of rate base, which in this case will be the rate
base sttributable to Duke Energy Ohio’s Legacy Generating Assets.? In exchange
for dedicating the assets to customers, the Company would seek a reasonable
return on the rate base. The returm would be based on an appropriate refum on
equity (ROE), as supported by Duke Energy Ohio witness Dr. Roger A, Morin,
the average cost of debt for the most recent actual period, and the relative
proportion of equity and debt making up the Company's capital structure.

The next step of the formula is to determine the expenses to be recovered.
Eligible expenses include book depreciation expense, operating and maintenance

! As » current member of the Midwest Independent System Operstor, Inc. (Midwest ISO), Duke Energy
Ohio annually updsies its revenue requirement pursuant to 2 Midwest 15O formula rate, Attachment O,
approved by the Federal Energy Regulatory Commission.

2 Soe Direct Testimoay of Salil Predhan for a description of the Legacy Generating Assets,

WILLIAM DON WATHEN JR. DIRECT
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(O&M) expense, property and other taxes, and income taxes on the equity portion

of the return on rate base.

ARE ANY ADJUSTMENTS NECESSARY TO THE °‘PER BOOKS’

INFORMATION?

Yes. A number of adjustments to the information contained in the Form 1 are

necessary to determine the appropriate revenue requirement for Duke Energy

Ohio’s Legacy Generating Assets.

Rate Base Adjustments:

a. The values represented in the Form 1 for production plant include purchase
accounting adjustments associsted with the merger of Duke Energy’ and
Cinergy Corp. in 2006. Purchase accounting is typically not allowed for
recovery in conventional ratemaking; consequently, the impact of purchase
accounting was removed from all plant and O&M accounts, and was also
removed from the capital structure.

b. In April 2011, Duke Energy Ohio transferred its ownership stake in a number
of gas-fired generation assets (often referred to as the DENA plants) that have
never been used and useful for its retail customers. Because those assets are
now owned by an affiliate and are not being dedicated to customers as part of
the proposed ESP, the value of these assets indicated in the Form 1 for 2010 is
removed from the Rider RC revenue requirement calculation along with all
related expenses.

¢. Duke Energy Ohio has common and general plant that supports its generation
business and its other lines of business (e.g., electric distribution, electric

WILLIAM DON WATHEN JR. DIRECT
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transmission, and gas distribution); consequently, some common and general
plant is being allocated to Legacy Generation rate base in proportion to its
relative net plant.

Applying conventional ratemaking principles commonly used before this
Commission, the Rider RC formula deducts from rate base Legacy
QGeneration’s share of Accumulated Deferred Income Taxes (ADITs) and
Accumulated Deferred Income Tax Credits (ADITCs). Some ADITs and
ADITCs are clearly attributable to one line of business or another, while some
are related to assets/expenses that cross more than one line of business,
Because of the magnitude of ADITs, the schedules sponsored in Attachment
WDW-1 include a detailed summary of each accounting record for this item
and the allocation of those ADITs among the Company’s lines of business,

. To recognize the need for cash working capital, the FERC allows companies

to estimate cash working capital needs by dividing non-fuel O&M expense by
8 (often referred to as the 45-day method). This methodology is often used in
FERC rate cases and is a component of the formula rate for establishing the

NITS revenue requirement,

O&M Adjustments:
a. Because the retail capacity rider is only intended to recover fixed costs, costs

that are directly proportional to the number of MWh being generated (i.e.,
variable costs) are excluded from the calculation. Consequently, expenses
such as fuel expense, emission allowance (EA) expense, and environmental
reagent expenses are eliminated.

WILLIAM DON WATHEN JR. DIRECT
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b. All historic. purchased power expense is climinated; however, e

Cettain O&M costs, particularly administrative and general (A&G) costs,
support lines of business in addition to Legacy Generation. The bulk of these
A_&Geosumlaborrelated;thcrefore,itiuppmpﬁmmalbeatembew
mnmmmdmwmmmmmwmnmofmm’
share of averall salarics and wages. This is another common application of
ratemaking principles and is consistent with the allocation methods used in

our retail distribution rate cases in Ohio,

Taxes

a. Income taxes are inchuded at the statutory effective rate snd the calculation

includes an adjustment to reflect the statutory level of Gross Domestic
Production Tax Deduction under Section 199 of the Internal Revenue Code
(Section 199 Deduction). Although the Section 199 Deduction can only 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

WILLIAM DON WATHEN JR. DIRECT
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ESP, if approved, will ensure that Duke Energy Ohio will have positive book
income, it is appropriate to include this benefit for customers.

b. Ohio no longer has a state income tax but, instead, has a commercial activities
tax (CAT tax). The effect of this tax is included in the revenue requirement
calculation.

c. Property and other taxes are included at the levels allocable to Legacy
Generation for 2010.

PLEASE DESCRIBE HOW RIDER RC WILL BE UPDATED.

As described above, the FERC-gpproved formula for establishing the revenue

requirement for NITS allows for an annual update to the revenue requirement

calculation shortly after the source of the data is available. Specifically, because
the FERC formula uses the FERC Form 1 and this document is nof publicly
available until mid-April every year, the formmula for calculating new transmission
rates is updated in May each year, with rates becoming effective the next month.
In order w allow the Commission sufficient time to review the filing each
year, the Company proposes that a filing be made each year on or before June 1 to
wmemmm'mmcmfammm. The Commission
would have the opportunity o establish a formal review process and new rates
would be updated upon a Commission order approving the rates for
implementation by January 1 of the following year.

1S RIDER RC PROPOSED AS A NON-BYPASSABLE RIDER?

Yes. In exchange for providing retail customers with virtuaily all of the value of

the Legacy Generating Assets owned by Duke Energy Ohio and & fixed capacity

WILLIAM DON WATHEN JR. DIRECT
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charge that will not be subject to the market volatility that is discussed in the
Direct Testimony of Duke Energy Ohio witnesses B. Keith Trent and Judah L.
Rose, Rider RC will be unavoidable and thus applicable to all retail customers in
Duke Energy Ohio’s service territory, The Company’s proposal to share most of
the benefits of owning the generation (e.g., profits on off-system sales, ancillary
service revenue, etc.) is 2 major element of this proposal and it will also serve to

mitigate any volatility that customers may experience in their price for electricity,

WHAT IS RIDER PSM?

Rider PSM is a mechanism that will enable Duke Energy Ohio to credit back to
customers most of the net profits derived from the Legacy Generating Assets.
Most of this profit is derived from the sale of cconomic generation into the
market, For example, when the market price of power exceeds the cost to the
Company of generating that power, there will be a resulting margin (or profit) on
the sale of this generation. Under the Company’s ESP proposal, all of Duke
Energy Ohio’s economic gencration will be available for dispatch into the market
and gll of the not profit derived from that market will be available for sharing
between customers and the Company.

HOW WILL DUKE ENERGY OHIO MANAGE ITS PORTFOLIO OF
ASSETS TO OPTIMIZE THE VALUE OF THIS GENERATION FOR
CUSTOMERS?

In many ways, the Company’s management of Rider PSM will resemble its
management of the current Rider PTC-FPP (fuel and purchased power rider). In

WILLIAM DON WATHEN JR. DIRECT
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both cases, the Company will have a portfolio of assets including coal, EAs, etc.,
that will be the basis for the costs of the products being sold in the market. There
is a direct correlation between managing the portfolio of these assets and the
value being created from these assets. Duke Energy Ohio witness Salil Pradhan
discusses how the Company plans to manage the commodity positions (e.g., fuel,
emission allowances, etc.) and hedging strategy for Legacy Generating Assets,
thereby creating the valve for Rider PSM.

PLEASE DESCRIBE HOW RIDER PSM WILL BE UPDATED.

For the initial rates being cstablished in this ESP for 2012, Duke Energy Ohio will
forecast the profits projected for sharing in Rider PSM for the entire year. That
calculation will establish a baseline amount to be credited against Rider RC.
Beginning with & March 1, 2012, filing, the Compeny will update Rider PSM
based on updated forecasts for the upcoming full quarter (i.e., April-June 2012 in
the March 1 filing) and will reconcile the most recently completed prior quarter
for actual data (f.e., comparing the amount of profits to be shared for the quarter
vs. how much was actually shared). In many ways, this process will mirror the
current, quasterly filings for the existing Rider PTC-FPP.

The projected and reconciliation component of quarterly filings will
include the revenue derived from ownership of the Legacy Generating Assets
(e.g., day-ahead and real-time sales in PYM, ancillary service revenue, etc.) and all
variable costs (e.g., fuel, EAs, reagent costs, eic.) incutred to generste the
associated revenue.

WILLIAM DON WATHEN JR, DIRECT
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DOES THE COMPANY PROPOSE A REVIEW PROCESS FOR RIDER
PSM?

Yes. On both a quarterly and annual basis, the Company proposes a review
process that mirrors the current Rider PTC-FPP. The Company will file its
quarterly update at least thirty days prior to the effective date of the new Rider
PSM rates and, unless there is some intervention or Commission-ordered review,
the new rates will become effective without the need for explicit Commission
approval.

In the first quarter after cach year the Rider PSM is in effect, the
Commission will conduct an audit of the prior year’s opemation of Rider PSM.
Much like the current annual audit for Rider PTC-FPP, the Commission may
review the Company’s management, policies, and practices for managing the
asset portfolio and may review the financial data underlying the rate setting
process for Rider PSM. The auditor would submit a report of its findings to the
Commission and a formal review may be conducted. If the Commission engages
an independent third-party auditor, those costs would be included, and netted
against the customer share of amounts to be credited, in Rider PSM.,

YOU MENTIONED FARLIER THAT THE EFFECT OF RIDER PSM
WILL BE TO MITIGATE THE VOLATILITY RETAIL CUSTOMERS
MAY EXPERIENCE IN THEIR OVERALL PRICE OF ELECTRICITY.
PﬂEASE EXPLAIN WHAT YOU MEAN BY THAT.

First of all, although distribution and transrnission service would be part of an
overall bill, the prices for these components are relatively stable. Principally, what

WILLIAM DON WATHEN JR. DIRECT
12




W e 3 &

10
it
12
13
14
15
16
17
18
19
20
21

— io Late Filed Exhibit 10.1

Page 15 of 72

I am describing is the interaction between (1) the cost of service based price of
capacity; (2) the availability of a market-based standard service offer exclusively
for energy secured via an open auction process; and (3) the assignment of most of
the value derived from the Legacy Generating Assets to all retail customers,

All involved in the retail and wholesale power markets are aware of how
volatile the price of both capecity and energy has been. The Compeny’s
witncsses Trent and Rose discuss the volntility that has existed and will continue
to exist in the markcts for these products. The ESP being proposed by the
Company is fundamentally designed to limit the volatility customers will see in
electricity prices over an extended period of time. First, the cost-based capacity
of the Legacy Generating Assets offers pricing stability to retail customers, which
means customers will be exposed to little, if any, volatility in the market price for
capacity. One has only to look at the outcome of the recent auction for capacity
in PIM for evidence of how volatile the price for capacity can be. From planging
year 2013/2014 to planning year 2014/2015, the market price set in PIM’s
auctions went from about $28 per MW-day to over $125 per MW-day. For
planning year 2011/2012, the price was $110 per MW-day and, for planning year
2012/2013, the price was $16 per MW-day. This kind of volatility and instability
in a major component of electric prices cannot be in the best interests of the
Company, its customers, or the long-term economicgmwthofommgim. Under
the proposed ESP, most of the capacity needed to serve retail load will be from
identified assets and priced to customers at an embedded cost, ensuring that Duke

WILLIAM DON WATHEN JR. DIRECT
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Energy Ohio's retail customers will not see this type of volatility or instability in
the price their capacity.

The market price of energy can also be quite volatile. The proposed ESP
provides that gll customers will pay a market price for encrgy, whether via a
Standard Service Offer or when purchasing from competitive retail electric
service (CRES) providers. However, the proposal to share virtually all of the net
profits from Duke Energy Ohio’s energy sales from its own Legacy Generation

mestomiﬁgﬁcthevolaﬁ!ityintheoveﬁllpﬁceofmr&ion. For example,

without such a sharing mechanism, if retail energy prices were to cscalate rapidly,
customers would have to pay the rapidly escalating energy price as this type of
market force would impact both the market-bescd SSO price and CRES
providers’ offers. However, with the sharing proposal and a properly managed
portfolio of generation components (e.g., fuel, EAs, etc.), higher energy prices
should translate into higher profits for the Legacy Generating Assets. The net
effect is that, while customers may pay higher energy prices in the market, these
higher energy prices should translate into greater profits for Duke Energy Ohio’s
Legacy Generating Assets that will offset retail customers’ overall generation
price. Ultimately, the Company’s proposal limits customers’ exposure almost
exclusively to the volatility in the underlying input prices for Duke Energy Ohio’s
Legacy Generating Assets, which, as discussed in the testimony of Duke Energy
Ohio witness Salil Pradhan, can be effectively managed through portfolio
optimization (or active management).

WILLIAM DON WATHEN JR, DIRECT
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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 upon all customers in the
footprint paying the non-bypassable charge for the stability offered by the
Company’s capacity. It is therefore reasonable that all customers also receive the
proportional benefit those assets provide through Rider PSM.

C.  Rider RE (Refall Energy)
PLEASE DESCRIBE RIDER RE.
The Company’s proposed ESF decouples capacity from energy. The Compeny
will be the single source of capacity for all retail customers and the market will be
the exclusive provider of energy for retsil customers. Toward that end, the
Company will procure 100 percent of ity retail energy requirement via a
competitive bid process, as detailed in the Direct Testimony of Duke Energy Chio
witness Robert J. Lee. As proposed by Mr. Lee, such wholesale auctions
generally will be conducted two times per year® for the duration of the ESP and,
after the approval process is complete, the results of the auctions will be
converted into retail rutes for Duke Energy Ohio’s SSO customers, The
Company's proposed Rider RE (Retail Energy) will be the vehicle for
transforming the results of the auction into retail mtes. Duke Energy Ohio
witness Jeffrey R. Bailcy discusses the process for converting the wholesale rates
to retail rates, for recovery through Rider RE.

3 Daring 2011, there will be only one auction, as there would be insufficient time for two auctions.

WILLIAM DON WATHEN JR. DIRECT
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The Company also proposes to recover through Rider RE prudently
incurred costs associated with conducting the auctions pursuant to its CBP plan.
And, in the event a supplier defhults, Duke Energy Ohio proposes to recover,
through Rider RE, the net costs incurred by it to provide SSO service. The net
costs would be those unrecovered costs remaining after the Company reasonably
PLEASE EXPLAIN THE COMPANY’S CONTIGENCY PLAN TO
PROCURE WHOLESALE ENERGY FOR DELIVERY BEGINNING
JANUARY 1, 2012, IF IT IS UNABLE TO CONDUCT AN AUCTION IN
2011 AND THE COST RECOVERY MECHANISM FOR THIS PLAN.

As described by Duke Energy Ohio witnesses Robert J. Lee and James S.
N&rthmp,theCompanypmpommoondmtwholmahmgynwﬁmforits
SSO load, with delivery beginning on January 1, 2012. In the event a
Commission order approving the proposed ESP is not issved in sufficient time to
enable the first auction to be conducted in time to meet that goal, Duke Energy
ObiommprwmtheemrgyneeumywmemloadviathePlMSpm
Energy Market, for whatever period is necessary as a result of the delay. Costs
for the acquisition of this energy will be recovered through Rider RE.

PLEASE EXPLAIN HOW RIDER RE WILL BE UPDATED.

Within thirty days of the conclusion of each auction for SSO load, the Company
will make a filing with the Commission detailing the process of converting the
results of the auction into refail rates. In addition to recovering the cost of
supplier-provided energy, the Company will seek to recover the costs of

WILLIAM DON WATHEN JR. DIRECT
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conducting the auction including, but not limited to, the cost of consultants hired
by the Commission to review the auction process and the direct costs of
conducting the auction. Further, Rider RE will be used to reconcile the rates
charged to customers with the amounts paid to wholesale suppliers.
IS RIDER RE PROPOSED AS A NON-BYPASSABLE RIDER?
No. Rider RE refiects the Company’s SSO energy price and, as such, is
unconditionally avoidable by shopping customers,

D.

PLEASE DESCRIBE RIDER AER-R.

Rider AER-R is being proposed to recover the Company’s costs for complying
with the Ohio’s renewable energy requirements. The responsibility for procuring
renewsble energy certificates (RECs) generally follows the load obligation,
although the nexus is slightly convoluted insofar es the REC obligation is based
on the average of the prior three years' of load rather than the current load
obligation.* Taken to its extreme, this requirement could mean a supplier of retail
energy, whether it is the electric distribution utility or a CRES provider, could
haveanobligmiontomq:plyRECsifitservedmloadinthepﬂt;rﬂnuyem,
even if it has no load to serve in the current year.

PLEASE EXPLAIN HOW RIDER AER-R WILL BE UPDATED.

The rider will be filed quarterly and will include true-up provisions,

4 0.A.C. 4901:1-40-03(BX(1).

WILLIAM DON WATHEN JR. DIRECT
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IS RIDER AER-R PROPOSED AS A NON-BYPASSABLE RIDER?

No. Pursuant, to R.C. 4928.64(E) costs to comply with the alternative energy
resource requirements must be bypassable. Consequently, Rider AER-R is an
unconditionally avoidable charge.

PLEASE DESCRIBE RIDER RECON.

Rider RECON is intended to true up Duke Energy Ohio’s current Rider PTC-FPP
(fuel and purchased power) and Rider SRA-SRT (system reliability tracker), both
of which will expire upon the effective date of the ESP proposed in the
Compmy'sAppﬁcaﬁpnltisammmimythatbothofthoseﬁdmwﬂlhavea
balance of over- or under-recovery as of December 31, 2011. The purpose of
Rider RECON, therefore, is to true up the collective balance of any over- or
under-recovery for these two existing riders. To the extent the sum of the
balances of over-/under-recovery for the two riders is an over-recovery, Rider
RECON will be a credit to non-shopping customers. If the cumulative balance is
an under-recovery, Rider RECON will be a charge to non-shopping customers.
Because the balance of over-/under-recovery for Rider RECON is expected to be
relatively small, the anticipated duration of Rider RECON is short — Duke Energy
Ohio will be able to resolve any over- or under-recoveries within six months of
the new ESP. And once that resolution occurs, Rider RECON will expire. It
should also be noted that, because the magnitude of Rider RECON is expected to
be relatively small and the duration of recovery is expected to be relatively short,
the Compeny is proposing that no carrying costs be included in the rider. This is

WILLIAM DON WATHEN JR. DIRECT
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reasonable pasticulaly in light of the fact that there are no carrying charges
associated with either Rider PTC-FPP or Rider SRA-SRT that are being
reconciled in the proposed Rider RECON.

WHEN WILL RIDER RECON BE IMPLEMENTED?

As discussed above, the riders being trued up via Rider RECON are proposed to
end on December 31, 2011. Because it will take some time to determine the
actual results (i.e., revenue and costs) for the period in question, the Company
anticipates making a filing on or before March 1, 2012, to establish Rider
RECON. Absent any objection from the Commission or intervenors, the rider
will go into effect on April 1, 2012, Depending on the megnitude of the amount
tobereuoncﬂed,thedumﬂonofniderRECONeouldbeuptosixmom&.
RIDERS PTC-FFP AND SRA-SRT ARE SUBJECT TO ANNUAL AUDITS.
WILL THAT AFFECT YOUR PROPOSAL REGARDING RIDER
RECON?

In prior Commisgion audits of these two riders, the Conunission has ordered Duke
Energy Ohio to exclude a cost that had previously been recovered. Because the
twelve-month period ending December 31, 2011, is also subject to an annual
andit, which will not be conducted until early in 2012, the Company proposes to
use Rider RECON to address any Commission-ordercd refunds or charges
stemming from the audit review process.

IS RIDER RECON PROPOSED AS A NON-BYPASSABLE RIDER?

Rider RECON is being proposed as an unconditionally bypassable rider.

WILLIAM DON WATHEN JR. DIRECT
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F.
Q. PLEASE EXPLAIN RIDER UE-GEN.
A. Duke Energy Okhio is proposing to recover the cost of bad debt associated with its

SSO service, via Rider UE-GEN. The Company currently has an approved rider
to recover costs of bad debt associated with distribution service (Rider UE-EDY)
and bad debt related to retail transmission is a component of the FERC-approved
formula rates for calculating the NITS revenue requirement that is recoverable
through Rider BTR.® However, there is no existing rider mechanism to recover
the bad debt expense associated with serving SSO load, therefore, the Company,
proposes to implement Rider UE-GEN for that purpose.

Additionally, Duke Energy Ohio proposes to modify its existing Purchase
of Accounts Receivable (PAR) program, with such modifications enabling the
recovery of the bad debt associated with CRES providers’ accounts receivable.

As T understand, Duke Energy Ohio is the only electric distribution wtility
(EDU) in Ohio that purchases accounts receivable on any terms from CRES
providers, Under the current structure and pursuant to prior Commission approval,
CRES providers must be enrolled in the Company’s PAR program in order to
have their accounts receivable purchased at a discounted rate. Although the
current structure has aided CRES providers and, by extension, the competitive
retail market, there are improvements that can be made to the scope of this

3 4E-ED" means “uncollectible cxpense — electric distribution.
¢ The Commission approved the Company's Application to implement Rider BTR on May 6, 2011, in Case
No. 11-2641-EL-RDR,

WILLIAM DON WATHEN JR. DIRECT
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purchase of accounts receivable program that, if properly implemented, will
benefit both CRES providers and the Company.

Here, Duke Energy Ohio is proposing to align the purchase of electric
generation accounts receivable from CRES providers with its purchase of natural
gas accounts receivable, Under this proposal, the Company will purchase electric
generation accounts receivable at no discount, remitting payment on the twentieth
day of the month after which billing occurs, Duke Energy Ohio will recover the
uncollectible generation cxpense associated with all generation accounts — its own
and those purchased from CRES providers — via Rider UE-GEN,

WILL RIDER UE-GEN BE A NON-BY?ASSABLE RIDER?

Yes. Given that it extends to the uncollectible expense of all customers ~—
shopping and non-shopping ~ the rider must be non-bypassable.

HAS THE COMMISSION RECENTLY OFFERED AN OPINION
REGARDING A RIDER LIKE UE-GEN?

Yes. A similar rider was discussed as part of Duke Energy Ohio’s request for
approval of a Market Rate Offer (MRO) in Case No 10-2586-EL-SSO.
Specifically, in its February 23, 2011, Ordet, the Commission held:

In considering the proposed creation of Rider UE-GEN, the
Commission is mindful that, as proposed by Dominion and RESA,
as an unavoidable rider, Rider UE-GEN furthers state policy by
promoting competition. Specifically, if Duke purchases accounts
receivable 2t no discount, this will likely increase CRES providers'
usage of Duke's billing service. Additionally, greater access to
consolidated billing for CRES providers, without a purchase of
accounts receivable discount, creates a level playing field and
allows greater freedom for customer shopping without undergoing
‘a second credit evaluation by a CRES provider, thus promoting

shopping among low-income consumers. Therefore, the
Commission would support the creation of Rider UE-GEN as an

WILLIAM DON WATHEN JR. DIRECT
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unavoidable rider, designed to recover bad debt associated with
customers taking generation service through the SSO and from
CRES providers. Moreover, the Commission recognizes that if
Duke recovered Rider UE-GEN consistent with the process set
forth by Duke in its reply brief, it would resolve any issucs
regarding Duke's PAR.

G.
PLEASE EXPLAIN RIDER DR.
Rider DR, as proposed in the Application, is intended to recover incremental

capital investment for distribution-related reliability investment that is not
otherwise recovered through base rates, and a rate of retum. Rider DR would thus
be used as a mechanism for all distribution upgrades, including the Compeny’s
current SmartGrid deployment program. The incremental revenue requirement
applicable to Rider DR would be determined by subtracting from the current
distribution cost of service the revenue that is recovered through base rates.

The proposed Rider DR incorporates a decoupling mechanism, thereby
reducing any disincentive that an EDU may have to promote energy efficiency
programs, In this regard, Rider DR will recover the difference between the actual
base distribution revenue and adjusted based distribution revenue, where:

Actual Bage Distribution Revenue = Actual Base Distribution Revenwe for
Each Rate Schedule

Adjusted Base Distribution Revenuve = Annual Base Distribution Revenue for
Each Rate Schedule Approved in the Most
Recent Case, Adjusted for Changes in
Billing Determinants

WHAT IS THE RATE OF RETURN THAT WOULD BE APPLICABLE

TO THE INCREMENTAL CAPITAL INVESTMENT RECOVERED VIA

RIDER DR?

WILLIAM DON WATHEN JR. DIRECT
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The rate of return would be equal to the rate of retum approved in the Company’s
most recent electric distribution rate case, which is 10.63 percent.

WHY WOULD YOU USE AN ROE RATE FOR RIDER DR THAT IS
DIFFERENT THAN WHAT DR. MORIN IS PROPOSING FOR
CALCULATING RIDER RC?

The purpose of Rider DR is limited to tracking the change in “distribution”-
related investment and “distribution”-related O&M. Duke Energy Ohio and all
investor-owned utilities in Ohio operate unbundled businesses, Rates for
distribution, transmission, and generation are set at different times, potentially
ﬁomdif&mugdma#ndu(i.e.,meROEtbrMsmissimhmb
set by the FERC), and based on different assessments of risks. Becanse Rider DR
is addressing only the distribution business, it is appropriate to use the most recent
ROE established for that line of business, The ROE advocated in this proceeding
by Dr. Morin is for the Company’s generation business; so, it is not unexpected
that the ROE for generation and distribution business would be different.

IF RIDER DR IS APPROVED, WILL THE COMPANY CONTINUE
SEEKING RECOVERY OF ITS SMARTGRID INVESTMENT THROUGH
RIDER DR-IM?

No. K Rider DR is approved, the Company will make no future filings for
recovery of SmanGrid investments via Rider DR-IM. Virtually afl of the
SmartGrid investment is related to the operation of an electric distribution system.
In many ways, the SmartGrid program mirrors another very successful capital
improvement program currently underway for the Company’s gas operations. In

WILLIAM DON WATHEN JR. DIRECT
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that program, the accelerated main replacement program (AMRP), the Company
invested a significant amount of capital in its gas distribution system. The
Commission approved a rider (Rider AMRP) for the Company to recover the
costs of the program and, since the program begen in 2001, the Company has had
two base rate cases for gas service. In both rate cases, the then cxisting AMRP
investment was “rolled-in” to base rates. When the Compeny files its next
general rate case for electric distribution, it will make the same proposal for its
SmartGrid investment.

In the Company’s view, SmanCrid investment should be included in
Rider DR because it is designated as distribution investment and virtually all of
the costs and savings are distribution-related. Also, because it is an investment
that would be rolled into distribution base rates, it follows that it should be treated
Iike all other distribution investment for purposes of establishing Rider DR. Duke
Energy Ohio witness Mark Wyatt provides testimony regarding the Company’s
distribution infrastructure investment, including a discussion of the SmartGrid
program.
WILL RIDER DR RECOVER ONLY INCREMENTAL COSTS?
No. To the extent there are benefits associated with a particular initiative or event,
customers would more quickly realize those benefits under the proposed Rider
DR. A conspicuous example of a cost reduction that would flow through Rider
DR is any savings in distribution-related property taxes. Duke Energy Ohio is
currently engaged in an appeal process to reduce its property taxes, If successful,
a significant portion of any property tax reduction would be related to distribution

WILLIAM DON WATHEN JR. DIRECT
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investment. Rider DR would provide a vehicle to pass any realized savings on to
customers in short order. Absent a vehicle such as Rider DR, customers would
not see the benefit of a property tax reduction until the next distribution rate case.

IS DUKE ENERGY OHIO PROPOSING TO RECOVER INCREMENTAL
OPERATING AND MAINTENANCE EXPEN THROUGH RIDER DR?

Yes. Again, to the extent the costs are distribution-related, the proposal is to
compare the current yesr costs to comparabie costs as approved in current rates.
Duke Energy Ohio witness James E. Ziolkowzki provides a detailed expilanation
of the rider and an estimate of the rider mates during the ESP.

IS RIDER DR PROPOSED TO BE A NON-BYPASSABLE RIDER?

Yes. Rider DR addresses distribution issues and, hence, relates to all customers,
whether they purchase energy from Duke Energy Ohio or from a competitive

supplier.

IS THE COMPANY PROPOSING ANY CHANGES TO ITS COST
RECOVERY FOR MEETING ENERGY EFFICIENCY TARGETS IN
THIS CASE?

Not at this time. Until further notice, the Company will continue to use its Rider
SAW-R (save-a-watt Rider) to recover the cost of complying with the state’s
energy efficiency mandates.

IS THE COMPANY PROPOSING ANY CHANGES TO ITS ECONOMIC
COMPETITIVENESS FUND RIDER?

WILLIAM DON WATHEN JR. DIRECT
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No. The Compeny is not intending to alter its current Rider ECF (economic
competitiveness fumd rider). However, as detailed in the Direct Testimony of Julia
8. Janson, Duke Energy Ohio is proposing to create a new program focused on
economic development in southwest Chio.
PLEASE EXFLAIN HOW THE COMPANY’S PROPOSED NEW
ECONOMIC DEVELOPMENT PROGRAM WILL BE FUNDED.
As discussed above, a percentage of the net profits derived from ownership of the
myﬁmaﬁnsM(c.g,mugysdm)winbemdidemwuom
through Rider PSM. Similarly, a percentage of the net profits will be ellocated
Duke Energy Ohio. The Company is proposing that a portion of these profits,
otherwise allocated to customers and the Company, will fund the proposed new
economic development program, Sp@ﬁmlly, the Company’s proposal is to
share the net profits such that 80 percent of the net profits benefit customers and
20 percent benefit the Company. Of each share, 5 percent will support the new
As described by Duke Energy Ohio witness Janson, Advance Southwest
Ohio will be & program o provide financial support for cconomic development,
retention, end expension in targeted southwest Ohio regional clusters. This
program will be funded with 5 percent of the customers® 80 percent portion of net
profits from energy and ancillary services sales and 5 percent of the Company’s
20 percent portion of such profits. These funds will be provided directly to
Advance Southwest Ohio such that the amount credited to customers through
Rider PSM is the remaining 76 percent of the net profits. The expenditure of these
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funds will be controlled, as discussed by witness Janson, by the Compeny, with
the approval of the Chairman of the Commission as to expenditures of the monies
supplied by the customers.

The fimding for Advance Southwest Ohio will not be based on any tariff.
Instead, the process of computing the Rider PSM credit will address the funding
of the programs.

L. Sammare of ESP Ridera
WOULD YOU SUMMARIZE THE VARIOUS RIDERS THAT
CUSTOMERS WILL BE SUBJECT TO DURING THE ESP?
Under the Compeny's proposal, the only significant difference in the riders
applicable to retail customers is whether the customer is a shopper or a non-
considerably simpler model in that regard.

“ p———m—
- —— i pncestesrampep—

By bﬁﬁ? e Rha ..ﬂc. R

Rider SAW-R
L Rider DR

Note: ™ The Compeny is not secking spproval of Zansmission tost recovery i this
wwumdmddutnﬁomhmbrmofmmw&t
| shopping and noa-shopping customers.
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IS DUKE ENERGY OHIO RECOMMENDING PROVISIONS FOR
TESTING ITS PROPOSED ESP?
Yes. Pursuant to R.C. 4928.143(BX1), an ESP baving a term longer than three
years may include provisions permitting the Commission to test the plan, as
required under Section (E) of R.C. 4928.143. Additionally, the ESP may include
transitional conditions should the Commission elect to terminate the ESP and
migrate to the MRO a3 a result of the required testing under Section (E).
WHAT ARE THE FROVISIONS THAT THE COMPANY IS PROPOSING
FOR TESTING THE PLAN?
R.C. 4928.143(E) sets forth two prospective tests that must be conducted in
respect of any ESP having an approved term longer then three years. Specifically,
mmehmmmWMmm,ﬂw
Commission:

[D]etermine whether the plan, including its then-existing pricing

and all other terms and conditions, including any deferrals and any

future recovery of deferrals, continues to be more favorable in the
aggregate and during the remaining term of the plan as compered

to the expected results that would otherwise apply under section

4928,142 of the Revised Code.

Additionally, the Commission is to determine whether the prospective
effect of the ESP is “substantially likely” to provide the Company with
significantly excessive earnings.

Thus, there are two aspects of the prospective testing of the ESP to be
conducted by the Commission ~ an “in the aggregate” test and & significantly

WILLIAM DON WATHEN JR. DIRECT
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excessive earnings test. I identify the recommended provisions for both aspects of
the testing below.

A Proseestive“In the Agaregate” Test
PLEASE IDENTIFY THE PROVISIONS FOR CONDUCTING THE “IN
THE AGGREGATE"” TEST UNDER R.C. 4928.143(E).
The ESP must be compared against the expected results under R.C. 4928.142 and,
85 Duke Energy Ohio owned generating assets as of July 31, 2008, it is subject to
a blending requirement under the MRO provisions. As the Commission has
previously opined, R.C. 4928.142(D) contemplates a default blending period of
10 percent market bid in year, 20 percent in year two, 30 percent in year three, 40
percent in year four, 50 percent in year five, and 100 percent after year five.

As of the fourth year of the ESP, the Company will not have previously
filed an MRO and, conscquently, this blending criterion is applicable when
comparing Duke Energy Ohio’s ESP and the expected results under R.C.
4928.142. Accordingly, for purposes of establishing the expested results under
R.C. 4928.142, Duke Energy Ohio proposes, with respect to the year-four test,
that the MRO pricing be based upon the following percentages, for each relovant

yeurofthecompuihon:

i .'l‘uhldf-mow ereentages - |

YurofESP Most Recent ESP |
4 10% | T 0%
5 20% 80%
6 30% 70%
7 40% 60%
8 50% 50%
9+ 100% 0%

WILLIAM DON WATHEN JR. DIRECT
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The “most recent ESP” at the time of the first test, as referenced in the
table above, is comprised of the retail rates for Rider RC, as offset by Rider PSM,
and Rider RE as of May 31, 2015, and the “market™ reflects the projected market
prices for capecity and energy at the time of the comparison,

Duke Energy Ohio proposes that, at the time such a comparison is made,
the forecasted prices resulting from the MRO blending percentages identified
above be compared to Company*s projected Rider RC rates at that time, as off-set
by Rider PSM, and the projected Rider RE rates for the period between June 1,
2015, and May 31, 2021.

The “in the aggregate” test contemplates a comparison of all of the terms
and conditions of the ESP against with the expected results under R.C. 4928.142,
Acwrdingly.whmdminingwhedwtthSPmdmm&efwomblemme
expected results under the MRO provisions. Duke Energy Ohio witness Trent
summarizes these other considerations, Notably, however, consideration must be
given to the benefits derived from, among other things, creating and funding
economic development viaAdvameSonthmOhioconuuﬁngwiththeabsm
of a similar program and dollars for economic development that would not exist
under the MRO structure.

But a comparison of costs necessary to comply with Ohio’s alternative
energy resource (AER) requirements would be an unnecessary exercise as both
Duke Energy Ohio and CRES providers have the same obligation. Furthermore,
Rider AER-R or something similar would exist in either an ESP or an MRO and
would recover the same costs inasmuch as the obligations for alternative energy

WILLIAM DON WATHEN JR. DIRECT
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are independent of the structure of Compeny’s retail generation business (i.e.,
MRO vs. ESP). Ultimately, the costs to comply with the AER requirements
should be largely the same, whether incurred by Duke Energy Ohio of reflected in
CRES providers' offers, or whether the Company is operating under an MRO or
an ESP. Thus, projections related to Rider AER-R should be exchuded from the
review,

The same analysis should be conducted in year eight of the ESP, revised
only to adjust the blending percentages. Again, as no MRO will have been filed
by the cighth year of the Company’s ESP, the blending percentages for that eighth
year must be 10 percent market/90 percent most recent ESP, And the percentages
applicabletéthenimhyearmmarﬂywmbempmmmwmpum
most recent ESP. Here, the “most recent ESP” price would be comprised of the
retail rates for Rider RC, as offset by Rider PSM, and Rider RE as of May 31,
2019.

IS THE COMPANY PROPOSING TO ADJUST THE “MOST RECENT
ESP” PRICE FOR PURPOSES OF TEST UNDER R.C. 4928.143(E)?

Yes. The comparison is of the proposed ESP to the “expected results that would
otherwise apply under section 4928.142.” Because R.C. 4928.142(D) (i.e., the
MRO statute) provides that the most recent ESP price can be adjusted for such
things as fuel, purchased power, and environmental costs, the Legacy ESP price
used in the blending is adjusted for projected changes in these costs for as long as
the blending occurs.

WILLIAM DON WATHEN JR. DIRECT
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PLEASE IDENTIFY THE PROVISIONS FOR CONDUCTING THE
SIGNIFICANTLY EXCESSIVE EARNINGS TEST UNDER R.C.
4928.143(E).

R.C. 4928.143(E) also requires the Commission to determine, in year four and
every fourth year thereafter, whether the prospective effect of the Company’s
proposed ESP is substantially likely to lead to significantly excessive eamings.
Pursuant to this statutory requirement, therefore, the Commission must ascertain
the substantial likelthood of Duke Energy Ohio significantly over-eaming from
June 1, 2015, through the termination of the ESP on May 31, 2021. Again, a
similar test will be conducted for the period of Junc 1, 2019, through May 31,
2021. In administering this test, Duke Energy Ohio recommends the following
methodology.

For purposes of this calculation, Duke Energy Ohio will use calendar year
projections. At the time of the first test, the Company will provide a projection of
camings from its electric operations for each year through 2021 (omly for
purposes of applying this test, it is assumed that the proposed ESP at the end of
2021 rather than May 31, 2021). The financial statements supporting this
calculation will include an income statement and balance sheet for Duke Energy
Ohio’s electric operations. To calculate the projected retumn on equity, the
Company will start with Net Income and make the following adjustments, if

necessary:

WILLIAM DON WATHEN JR. DIRECT
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o Eliminate all depreciation and amortization expense and impairment
charges related to the purchase accounting recorded pursuant to the Duke
Energy/Cinergy Corp. merger and post-merger impacts to retained
earnings;

¢ Eliminate all impacts of refunds to customers pursuant to R.C.
4928.143(E);

o Eliminate all impacts of mark-to-market accounting;

o Eliminate all impacts of material, non-recurring gains or losses, including
but not limited to, the sale or disposition of assets;

o Eliminate sll impacts of parent, affiliated, or subsidiary companies and, to
the extent reasonably feasible and prudently justified in the opinion of
Duke Energy Ohio, eliminate the impacts of its natural gas distribution
business.

madjustednetinqomewiubedividedbyComoantﬁtytodeterminethe
resulting ROE. Certain adjustments will be made to Common Equity.

o Eliminate the acquisition premium recorded to equity pursuant to the Duke
Energy/Cinergy Corp. merger. |

o Eliminate the camulative effect of the Net Incorne adjustments,

If the projected annual return on ending common equity for the relevant
years, as adjusted pursuant to the above, is 50 percent higher” than the ROE used

7 See In the Matter of the Application of Columbus Soushern Power Company and Ohlo Power Company
for Administrotion of the Significantly Excessive Earnings Text undar Section 4918.143(F), Revised Code,
and Rule 4901:1-35-10, Okio Administrative Code, Case No. 10-1261-EL-UNC, Opinion and Order st
pages 20, 24-25 (January 11, 2011).
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for calculating Rider RC, there is & substantial bkelihood that the Company will
have “significantly” excessive eamnings. However, the Commission’s reviews in
year four and ycar eight do not obligate the Company to refund any monies to
customers as a result of a prospective eamings test. Rather, should the
Commission determine that the Company's ESP is no longer better, in the
aggregate, than the expected results under R.C. 4928.142 or that there is a
substantial likelinood that Duke FEnergy Ohio will, prospectively, have
significantly excessive earnings under the ESP, the Commission can only then
decide whether to terminste the then-current ESP.

ARE THERE ANY OTHER ASPECTS TO THE REVIEWS
CONTEMPLATED FOR YEARS FOUR AND EIGHT OF THE ESP?

As Rider RC is largely predicated upon coats to serve and a rate of return, it
would be reasonable, in the context of the year-four and year-eight reviews, to
ascertain whether any adjustment (increase or decrease) to the ROE rate is
appropriate. Because the required ROE may change for a variety of factors,
including general cconomic conditions, changes in risk: profiles, eic., the
Commission, any intervenor, or the Company may, at the time of the review, offer
testimony  regarding changes o the ROE used for calculating Rider RC. If no
party files testimony supporting a new ROE at that time, the then-current,
approved ROE will persist until the next review. If a party does file testimony in
support of & new ROE, all parties would have an opportunity to respond by filing
rebuttal testimony and the Commission would determine, based on the filed
evidence, an appropriate ROE for future calculations of Rider RC.,

WILLIAM DON WATHEN JR. DIRECT
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IS DUKE ENERGY OHIO PROPOSING A PARTICULAR DATE BY
WHICH THE REVIEWS IN YEAR FOUR AND YEAR EIGHT WOULD
BE INSTITUTED?

On or before January 1, 2015, the Company will make a filing with the
Commission with all relevant material upon which the Commission may rely in
evaluating whether the ESP continues to be better, in the aggregate, than an MRO.
The Company will meke another filing an or before January 1, 2019, for the next
review,

IF THE COMMISSION SHOULD DECIDE TO TERMINATE THE ESP
AS A RESULT OF THE REVIEW PURSUANT TO R.C. 4928.143(E),
WHAT ARE THE TRANSITIONAL CONDITIONS THAT THE
COMPANY PROPOSES?

Assuming the Commission would terminate the proposed ESP before it expired
on May 31, 2021, it must have made a determination that the ESP was no longer
“better in the aggregate” than the MRO or that continuation of the ESP will result
in significantly excessive eamings, Thereafter, the Commission will have to
determine whether o ferminate the plan and migrate Duke Energy Ohio o the
alternate MRO structure, It is not possible to predict at this time, what course the
Commission may prescribe. Therefore, until the Commission approves an
altemaﬁveSSO.lﬂieCompmywouldopelmundathetumsofﬂnESPﬂm
exists ot that time. Inasmuch as the transition of the proposed ESP to an MRO
would affect the auction schedule and products included in the auctions, Duke
Energy Ohio proposes some transitional conditions in its application. Compeany

WILLIAM DON WATHEN JR. DIRECT
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witness Lee speaks to these conditions. However, Duke Energy Ohio expressly
- reserves the right to recommend additional conditions for an orderly transition,
should the Commission require the Company to provide a SSO in the form of an
MRO.
Iv. GOVERNMENTAL AGGREGATION

WHAT IS GOVERNMENTAL AGGREGATION?

Governmental aggregation is a process by which municipalities, townships, or
counties may negotiate for rates for the collective load of the non-mercantile
customers in the area. Thus, the loads of the residents are aggregated for

improved negotisting leverage. Governmental aggregation is provided for in R.C.
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4928.20.

WHAT IS REQUIRED BY DIVISION (I) OF REVISED CODE 4928.207

The words of division () of that statute read as follows;

Customers that are part of a governmental aggregation under this
section shall be responsible only for such portion of a surcharge
under section 4928.144 of the Revised Code that is proportionate
to the benefits, as determined by the commission, that electric load
caﬂusw:thinthe]wudimonofﬂngwcmmenmlmgmonasa
group receive. The proportionate surcharge so established shall
apply to each customer of the governmental aggregation while the
customer is part of that aggregation. If m customer ceases being
such a customer, the otherwise applicable surcharge shall apply.
Nothing in this section shall result in less than full recovery by an
electric distribution wtility of any surcharge authorized under
section 4928,144 of the Revised Code.

The words of R.C. 4928.144, referenced in division (I), read as follows:

The public utilities commission by order may authorize any just
and reasonable phase-in of any electric distribution utility rate or
price established under sections 4928.141 to 4928.143 of the
Revised Code, and inclusive of carrying charges, as the
commission considers necessary to ensure rate or price stability for

WILLIAM DON WATHEN JR. DIRECT
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consumers. If the commission’s order includes such a phase-in,
the order also shall provide for the creation of regulatory assets
pursuant to pgenerally accepted accounting principles, by
authorizing the deferral of incurred costs equal to the amount not
collected, plus carrying charges on that amount. Further, the order
shall authorize the collection of those deferrals through a
nonbypassable surcharge on any such rate or price so established
for the electric distribution utility by the commission.

WHAT IS REQUIRED BY DIVISION (J) OF REVISED CODE 4928.207
The words of division (J) of that statute read as follows:
'On behalf of the customers that are part of a govermmental

aggregation under this section and by filing written notice with the
public utilities commission, the legislative authority that formed or
is forming that governmental aggregation may elect not to receive
standby service within the meaning of division (BY2)(d) of section
4928.143 of the Revised Code from an electric distribution utility
in whose certified territory the govemnmental aggregation is located
and that operates under an approved electric security plan under
that section. Upon the filing of that notice, the electric distribution
utility shall not charge any such customer to whom competitive
retail electric generation service is provided by another supplier
under the governmental aggregation for the standby service. Any
such consumer that returns to the wtility for competitive retail
electric service shall pay the market price of power incurred by the
utility to serve that consumer plus any amount atiributable to the
utility’s cost of compliance with the alternative energy resource
provisions of section 4928.64 of the Revised Code to serve the
consumer. Such market price shall includé, but not be limited to,
capacity and energy charges; all charges associated with the
provision of that power supply through the regional transmission
organization, including, but not limited to, transmission, ancillary
services, congestion, end settlement and administrative charges;
and all other costs incurred by the utility that are associated with
the procurement, provision, and administration of that power
supply, as such costs may be approved by the commission. The
period of time during which the market price and alternative
energy resource amount shall be so assessed on the consumer shall
be from the time the consumer so returns to the electric distribution
utility until the expiration of the electric security plan. However, if
that period of time is expected to be more than two years, the
commission may reduce the time period to a period of not less than
tWa years.

WILLIAM DON WATHEN JR. DIRRCT
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The words of division (BX2)(d) of R.C. 4928.143, referenced in that
section, read as follows, with the lead-in information of division (B)2):

The plan may provide for or include, without limitation, any of the
following:

{d) Terms, conditions, or charges relating to limitations on
customer shopping for retail electric generstion service,
bypassability, standby, beck-up, or supplemental power service,
default service, carrying costs, amortization periods, and
accounting or deferrals, including future recovery of such
deferrals, as would have the effect of stabilizing or providing
certainty regarding retail electric service;

R.C. 4928.64, referenced in division (J), addresses the provision, by an
electric distribution utility, of electricity from alternative energy resources,
WHAT 1S REQUIRED BY DIVISION (K) OF REVISED CODE 4928.20?

A. The words of Division (K) read as follows:

Q.

The commission shall adopt roles to encourage and promote large-
scale governmental aggregation in this state, For that purpose, the
commission shall conduct a immediate review of any rules it has
adopted for the purpose of this section that ave in effect on the
effective date of the amendment of this section by $.B, 221 of the
127® general assembly, July 31, 2008. Further, within the context
of an electric security plan under section 4928.143 of the Revised
Code, the commission shall consider the effect on large-scale
govemmental aggregation of any nonbypassable generation
charges, however collected, that would be established under that
plan, except any nonbypassable generation charges thiat relate to
any cost incurred by the electric distribution utility, the deferral of
which has been authorized by the commission prior to the effective
date of the amendment of this section by S. B. 221 of the 127®
general assembly, July 31, 2008.

HOW DOES DUKE ENERGY OHIO INTEND TO ADDRESS
GOVERNMENTAL AGGREGATION PROGRAMS AND
IMPLEMENTATION OF DIVISION (1) OF REVISED CODE 4923.207

'WILLIAM DON WATHEN JR. DIRECT
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As | understand based upon advice of counsel, Duke Energy Ohio is not, in this
Application, seeking any deferral or phasing in of deferrals, as authorized under
R.C. 4928.144. Thus, the provisions of R.C. 4928.20(T) are not applicable to the
Company’s proposed ESP, And to the extent R C. 4928.20(]) is intended to assist
governmenta! aggregators, the Company’s ESP will not impede that intent.

HOW DOES DUKE ENERGY OHIO INTEND TO ADDRESS
GOVERNMENTAL  AGGREGATION  FPROGRAMS  AND
IMPLEMENTATION OF DIVISION (J) OF REVISED CODE 4928.207

As 1 understand, based upon advice of counsel, the provisions of R.C. 4928.20())
that concern a charge for standby service are also not applicable to the Company’s
ESP Application. Duke Energy Ohio is not proposing any charge for providing
standby service. Accordingly, the implementation of R.C. 4928.20()) is not
complicated by the Compeny’s proposed ESP.

HOW DOES DUKE ENERGY OHIO INTEND TO ADDRESS
GOVERNMENTAL AGGREGATION PROGRAMS AND
IMPLEMENTATION OF DIVISION (K) OF REVISED CODE 4928.20?

As T understand, besed upon advice of counsel, RC, 492820(K) provides
instruction to the Commission in promulgating rules to “encourage and promote
large-scale governmental aggregation” in Ohio. As this instruction is directed to
the Comumnission, Duke Energy Ohio’s ESP is necessarily imrelevant to
implementation of certain parts of R.C, 4928.20(K). That is, the Company’s filing
is not one that will result in rules designed to encourage or promote aggregations,

WILLIAM DON WATHEN JR. DIRECT
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R.C. 4928.28(K) also directs the Commission to consider the effect of any
non-bypassable generation charge on large-scale aggregation, with the exception
of non-bypassable charges for which a deferral was created prior to the effective
dateofSBZZl.Agﬁn,oomplimewiththis'ﬂaﬂMypmviiioﬂmquimeondm
bytheCammission.Butwa:sisttheCommissionmiuconsidmaﬁm,Dukc
Energy Ohio submits that its proposed ESP will not impede the formation of
large-scale govermmental aggregations. Rather, the competitive retail market
should be more robust under the Company’s proposal. Al retsil load will pay a
market price for energy. The proposed ESP removes a perversion that exists in
the current ESP where one provider, namely Duke Energy Ohio, must provide
energy and capacity at a non-competitive rate while all other providers compete at
market rates. The Company’s proposed ESP is designed to remove that
disconnect. No provider, including Duke Energy Ohio, has a competitive
advantage or disadvantage in pricing its product, energy in this case, to retail load,

- whether it is an aggregated load or its is on an individual customer basis.

An additional benefit of the proposed ESP is the Jong-term nature of the
plam. To date, no utility has offered any ESP that lasts longer than three years. In
fact, the most recent application for an ESP filed by AEP-Ohio® is shorter still at
only twenty-nine months. It is difficult for the utility, CRES providers, and
customers — and for aggregations — to operate with any degree of long-term

$ In thw Motter of the Application of Columbus Sowsthern Power Company and Ohio Powsr Company for
Avthority 1o Establish a Standard Service Offer Pursuamt to 4928.143, Ohio Rev, Code, in the Form of an
Electric Security Plan, Case No. 11-348-EL-SSO, et al.
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certainty under a regulatory model that gets reset every three years. The nine-
year, five-month duration of the Company’s proposed ESP will provide a level of
certainty about the futwre that none of these stakeholders have enjoyed since
deregulation began more than ten years ago.

Duke Energy Ohio’s proposal is a straightforward structure. Rider RE and

Rider AER-R are the only generation riders relevant to competitive offers. O'nel
transmission rider, Rider RTO, would be included in the price-to-compare as well.
Although it is not a generation rider, it is a charge that is avoidable for switching
customers. Thus, customers need only consider these riders for purposes of
determining whether a CRES provider’s offer is beneficial.
Finally, all retail customers, including those who are aggregated, benefit from the
energy credit and participation in Duke Energy Ohio’s Rider PSM. Accordingly,
customers need not weigh whether exercising their right to choose generation
suppliers will deprive them of receiving a credit. Furthermore, because Duke
Energyoﬁiowiﬂbetheeapacitypmviderfmitsenﬁufomﬁm.aﬂcusmms,
including any those whose load is aggregated, will pay the Company’s price for
capacity and will, therefore, share in the net profits from energy and ancillary
sales from the Legacy Generation Assets, As the Company’s proposed economic
development program includes the dedication of a portion of those same net
profits toward economic development, those municipalities whose residents have
aggregated arc also cligible to receive the benefits of qualifying economic
development projects.

WILLIAM DON WATHEN JR. DIRECT
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IS THE COMPANY’S PROPOSED ESP BETTER, IN THE
AGGREGATE,THAN EXPECTED RESULTS THAT WOULD
(H_‘HERWISE APPLY UNDER R.C. 4928141, IN RESPECY OF
PRICING?

Yes. Attachment WDW-2 provides a summary of the projected generation rates
customers can expect to pay under the Company’s proposed ESP, I have also
included the projected rates that “would otherwise apply under Section 4928.142
of the Revised Code.” For ease of reference, the latter projected rates are referred
to as the MRO rates. Duke Energy Ohio witness Rose includes a summary of the
expected retail market prices for energy and for an *all-in’ product that would
inciude energy and capacity. Using these price forecasts and the Company’s
forecasts for the net capacity rate (i.e., Rider RC + Rider PSM), it is possible to
estimate the overall generation price expected in the proposed ESP.

Mulitiplying the proposed ESP prices and the expected MRO prices by
retail sales provides am estimate of the total value of either plan. As is shown on
Attachment WDW-2, the net present value of the Company’s proposed ESP is
approximately $927 million greater than the total value of the alternative MRO
using the same weighted-average cost of capital that was used in the calculation
of the revenue requirement for Rider RC.

WHAT MEANING SHOUD THE COMMISSION TAKE FROM THIS
COMPARISON?

WILLIAM DON WATHEN JR. DIRECT
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First, and foremost, the figures contribute significantly to the conclusion that the
Compeny’s proposed ESP is better in the aggregate than the results that could be
expected under an MRO. Clearly, the Ohio General Assembly contemplated that
the ESP versus MRO comparison was more than just economic but the fact that
the Company’s proposed ESP is almost $1 billion better than the MRO just on
economic value is significant. As described by other Company witnesses,
including Keith Trent and Julie Janson, Duke Energy Ohio believes the proposed
ESP offers numerous other benefits that are less quantifiable. Combining the
nearly $1 billion in economic value with the numerous other benefits of the ESP
over the MRO absolutely satisfies the obligation under R.C. 4928.143(CX1).

VL  CONCLUSION
WERE ATTACHMENTS WDW-1 AND WDW-2 PREPARED UNDER
YOUR DIRECTION?
Yes.
DOES THIS CONCLUDE YOUR PRE-FILED DIRECT TESTIMONY?

Yes.

WILLIAM DON WATHEN JR. DIRECT
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Attachment WDW-1
. Page 1 of 17;
Duke Energy Ohio :
Revenue Requirement for Capacity Dedication
12 Months Ending 12/31/2010 {actuals)
Line
No. Description Reference Amount
1 Production Rate Base Schedule B-1 $1,710,924,208
2 Return on Rate Base Schedule D 7.88%
3 Return on Rate Base Calculated $134,820,828
4 Operation & Maintenance Expense Schedule C-2 $274,690,153
5 Depreciation Expense Schedule C-3 $83,804,191
6 Taxes Other Than Income Taxes Schedule C-3 $23,649,423
7 Income Tax & Commercial Activities Tax {@0.26% of revenue)  Scheduie C-4 $49,374,541
8 Annual Fixed Cost for Production Caiculated $566,339,136
9 Less: Credit for Customer Share of Generation Profits Schedule E {$144,295,425)
10 Net Amount to be Recovered in Retall Capacity Rider Colculated $422,043,711




Duke Energy Ohio Late Filed Exhibit 10.1

Paged7 of 72
Attachment WDW-1'
Page 2 of 17
Duke Energy Ohio Schedule B-1
Rate Base Calculation (As of December 31, 2010)
Line Supporting Allocated to
No. Rate Base Component Schedule Legacy Generation
Plant In Service

1 Steam Production Plant B-2 $3,051,344,587

2 Other Production Plant B-2 21,943,247

3 Total Production Plant calculated 3,073,287,834

4 Transmission B-2 23,043,118

5 Distribution B-2 -

6 Intangible Plant B-2.1 -

7 General B-2.1 32,447,023

8 Common B-2.1 99,262,688

9 Total Plant in Service calculated $3,228,040,663

Reserve for Accumulated Depreciation

10 Steam Production Plant B-2 {5$1,082,527,498)
11 Other Production Plant B-2 {26,258,999)
12 Total Production Plant B-2 {1,108,786,497)
13 Transmission B-2 (9,517,588)
14 Distribution B-2 -

15 Intangible Piant -

16 General B-2 (1,979,874)
17 Common B-2 {(43,661,678)
18  Total Reserve for Accumulated Depreciation calculated ($1,163,945,637)
19 Net Plant In Service (Line 7 + Line 14) calculated $2,064,095,026
20 Construction Wark in Progress (production plant) B-2 S0
21 Cash Working Capital Allowance B-3 $34,336,269
22 Other Working Capital Allowance B3 $158,871,180
23 Other Items:

24 Deferred income Taxes B-4 (5544,929,835)
25 Investment Tax Credits B4 (51,448,432)
26 Other Rate Base Adjustments $0
27 Rate Base (Line 15 through Line 24) calculated S 1,710,924,208
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Attachment WD'
Papge 70
Duke Energy Ohio Schedule B-4.1
Accumulated Deferred income Taxes and Investment Tax Credits
Line Total Legacy Other
No. Account Title Company Generation Electric Gas
Account 190 {Detalled Accounts)
1 FERC - FIT Ad] Offset to Regulatory Asset {254100) ($2,112,500) $0 ($1,481,756) ($635,744)
2 KY 190002 Adjustmest to Deferreds (34,714) - {34,714) -
3 Bad Dabts - Tax over Book 866,053 - 443,094 422,959
4 Uncollectible Provision PIP AD) (260,737) - - (260,737)
5 Offsite Gas Storage Costs 2,943,146 - - 2,943,146
[ Asset Retirement Obligation 7,313,626 1,554,043 290,087 5,469,496
7 Property Tax - Propane inventory 471,021 - - 471,021
8 Leased Maters - Elec & Gas (6,379,598) - (7,019,553) 639,955
9 Meters & Transformers (832,743) - (832,743) -
10 Lease Meters-Current 73,306 - 45,354 27,952
11 Mark to Market - ST (9,792,640) (12,692,999) 2,900,359 -
12 Mark to Market - LT 27,839,152 542,255 27,256,897 -
13 Unamartized Debt Premium 781,097 1,123,308 (249,940) (92,271)
14 Unamortized Debt Discount (2,309,335) (2,511,472) 1,555,552 (1,353,415)
15 Cash Flow Hedge - Reg Asset/Liab {957,706) - {957,706) -
16 Save-A-Watt Regulated Deferred Liabllity 4,018,321 - 4,018,321 -
17 Accrued Vacation 4,565,627 1,681,646 1,888,026 995,955
18 Property Tax Reserves 5,391,011 13,394,664 (17,072,530) 9,068,877
19 Severance Accrual ST 11,950 9,660 1,596 694
20 MGP Sites 17,349,158 - (217,783) 17,566,941
21 Employee Benefits (2,513,947) (987,002) (991,327) (535,618)
22 Gas Supplier Refunds 96,611 - ’ - 96,611
23 Natural Gas in Transit 111,449 - - 111,449
24 Unbilled Revenue - Ruel 6,961,868 - - 6,961,868
25 Demand Side Management {DSM) Defer 746,055 - 746,055 -
26 Emission Allowance Expense 31,598,644 31,598,644 - -
27 Retirement Pian Expense - Underfunded 113,402,304 49,677,533 44,329,338 19,395,433
28 Non-gualified Pension - Accrual 2,158,967 846,842 906,013 406,112
29 Retirement Plan Funding - Underfunded (66,875,504) (25,927,633) (27,546,020) (13,401,851)
30 Non-gualifed Pension - Payment (254,008) (92,524) (161,484) -
31 Environmental Reserve (256) - (256) -
32 Joint Owner Pension Recelvable (3,456,410) {3,453,421) (2,989) -
33 FAS 87 Qual Plan 0C1 (16,348,299) (16,348,299) - -
34 Accrued Penslon Admin Fees 1,033,837 1,033,767 70 -
35 Accrual NQ Pension ST 260,615 74,797 130,258 55,560
36 FAS 87 Non Qual Plan OCi (73,616) {73,616) - -
37 FAS 106 OPEB OC! 4,539,776 4,539,776 - -
38 Annual Incentive Plan Comp 670,473 284,019 282,378 104,076
39 Payable 401 (K) Match 59,482 19,956 27,707 11,819
40 SIT - Known Reserves - Cur Asset 61,541 76,502 (14,961) -
41 Tax interest Accrual - Cur Liab (139,054) - (139,054) -
42 Tax Int Accrual - Non-cur Liab 2,448,850 - 2,448,850 -
43 OPEB Expense Accrual 19,780,082 4,386,154 14,657,850 736,038
44 OPEB Funding Payment (2,575,966) {618,361) (1,591,381) (366,224)
-45 FAS 112 Medical Expenses Accrual 1,941,272 741,241 795,693 404,338
45 FAS 112 Medical Funding Payment (314,470) (50,319) (234,349) (29,802)
47 OPEB Admin Fees (3,415,297) (3,414,332) (965) -
48 Accrual OPEB ST 32,034 (60,805) 77121 15,718
49 Accrua) Post Retirement ST (77,183) (55,463) (9,496) (12,224)
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Duke Energy Ohlo Schedule B-4.1
Accumulated Deferred Income Taxes and Investment Tax Cresdits

tine Total Legacy Other

No. Account Title Company Generation Electric Gas

50 0OC1 - FAS 106 Actuarial Galn/Loss (4,539,776) (4,539,776) - -

51 OCl - Actuarial GL Qual 16,348,299 16,348,299 - -

52 OCl - Actuarial GL NQ 73,616 73,616 - -

53 Federal Benefit of State for 190 CY 58,050 - 58,050 -

54 Federal Benefit of State for 290 PY 620,111 - 620,111 -

55 Federal Benefit of State on 190 Gain Contingency PY 1,036,888 - 1,036,888 -

56 Miscellaneous (1,715,046) - (1,714,791) ~_{255)
57 Total Account 190 $150,680,487 $57,180,700 $44,281,910 $49,217,877

Accounmt 281 (Detalled Accounts)
58 Pollution Control ($15,661,825) ($15,661,825) $0 $0
Account 282 (Detalled Accounts)

59 Other Non-Current After-Tax DTL for PP&E ($6,913,547) $0 (66,913,547) $0
60 Other Non-Current AT ST DTL for PP&E (5,348B) - (5,348) -

61 FERC - FIT Plant Adj (Util - 411) 9,420,173 - 9,420,173 -

62 FERC - FIT Plant Adj (Util - 410) (1,198,171,621) (389,773,184) (675,425,443) (132,972,994)
(] FERC - FIT Plant Adj (Utll - 411) (3,152,122) (3,424,067) 271,945 -
64 FERC - SIT Plant Adj (Util - 410) (12,864,043) (17,062,585) 9,570,270 (5,371,728)
65 FERC - SIT Plant Adj (Util 411) 4,250,249 (1,181,782) 341,545 5,080,486
66 FERC - FIT Ad] Offset to Regulatory Liabllity (182320) 13,348,634 (3,012,041) 16,728,483 (367,808)
67 KY 282101 Adjustment to Deferreds (1,683,642) - (1,683,642) -
68 AFUDC interest (449,897) - . (472,216) 22,319
69 Repairs Allowed an Past ADR Prop (746,844) (270,620) (252,561) (223,663)
70 Book Depreclation/Amortization 278,666,136 114,084,544 129,438,931 35,142,661
7 Book Galn/Loss on Property (89,829) - (89,829) -

72 Contributions in Aid (CIACs) 3,149,116 486,708 812,158 1,850,250
73 Cost of Removal (2,229,679) 63,107 (1,283,042) (1,009,744)
74 Tax interest Caphalized 7,706,653 5,764,518 1,204,412 737,723
75 Tax DepreciationfAmortization (383,337,124) (196,672,243) (121,070,233) (65,594,648)
76 Tax Gains/Losses (11,078,329) 6,564 153,505 (11,238,398)
n Casualty Loss (3,525,213) (3,525,213) - -
78 Section 174 R&E Deduction (956,942) (590,008) (366,934) -

79 Repairs 481(a) (Pursuant to 3115) (27,352,656) (27,352,656) - -
80 FAS 34 (4,864,002) {4,802,252) (65,212) 3,362
81 Book Depr On Trans Equip to ADR 221,484 (305) 190,683 31,206
82 Excess Salvage 777,530 - 38,692 738,838
83 263A ADIUSTMENT (5,107,145) (571,906) {4,535,239) -

84 Loss on ACRS (11,141,280) (307,491) (6,799,681) (4,034,108)
85 Non-Cash Overhead Basis Adj 36,455,019 2,788,838 34,198,830 (533,649)
86 Equipment Repairs - Annual Adj {57,479,136) (55,100,136) (2,379,000) -

87 481(a) Fixed Asset Retirement 265,265 265,265 - -

88 impairment of Plant Assets 57,497,207 57,497,207 - -

T & D Repairs 481(a) {pursuant to 3115) (12,340,414) - (12,340,414) -

90 T & D Repairs - Annual Adj. 716,599 - 716,599 -

91 Self Developed Software (7,212,407) (2,504,984) (3,137,914) (1,569,509)
92 Asset Retirement Costs - ARO (628,200) 17,231 93,024 (738,455)
93 KY - Bonus Depreciation Ad) 475,392 172,964 140,399 162,029




Duke Energy Ohio Late Filed Exhibit 10.1

Page 54 of 72
Attachment WDW-1
Page 9 of 17
Duke Energy Chlo Schedule B-4.1
Accumulated Deferred Income Taxes and Investment Tax Credits
LUne Total Legacy Other
No. Account Thie Company Generation Electric Gas
94 OH - Bonus Depreciation Adj 38,622 15,737 3,901 14,984
a5 OH - Franchise Tax Ad] (64,166) (14,864) (33,013) (16,289)
96 Purchase Accounting Adjustment 61,204,550 61,204,550
97  Total Atcount 282 ($1,277,200,957) ($463,794,109) {$633,529,618) ($179,877,235)
Account 283 {Detalled Accounts)
o8 Other Non-Current After-Tax DTL (6,740,341) )] ($6,740,341) $0
29 KY 283101 Adjustment to Deferreds {17,357) - (17,357) -
100 Noncurent Bad Debt Provision 1,275,319 - {1,074,113) 2,349,432
101 Reverse Book Partnership Eamings 347,959 - 347,959 -
102 POST IN SERVICE - CARRYING COSTS {4,962,909) - - (4,962,909)
103 Loss on Reacquired Debt-Amort (2,174,199) - (1,390,719) (783,480)
104 Merger Costs 195,247 72,211 57,718 65,318
105 RTC Amortization (1,039,005) - {1,039,005) .
106 RSP Costs Capitalization (42,443,388) (41,890,132) (553,256) -
107 inventory & Contract Write-up {1,928,259) {1,928,258) - -
108 Reg Asset/Liab Def Revenue (7,076,041) (7,076,041) - -
108 Reg Asset - Accr Pension FAS158 - FAS87Qual (27,923,666) - {21,711,853) (6,211,813)
110 Reg Asset Smart Grid Gas Furnace (2,255,870) - (2,255,870) -
111 Reg Assat Smart Grid Dfd Other O&M (4,314,445) - (3,164,681) (1,149,764)
112 Reg Asset Smart Grid PISCC (1,932,480) - (1,613,510) _{318,970)
113 Reg Asset Smart Grid Deferred Depr. (1,474,058) - (1,269,442) (204,616)
114 Reg Liab RSU & Other Misc Dfd Costs 33,404 - 33,404 -
115 Reg Asset Hurricane ke Storm Damage (5,667,325) - (5,667,325) -
116 Reg Assat - MGP-Costs (21,216,275) - - (21,216,275)
117 Reg Assat - Elec Rate Case Expense (159,326) - (230,160) 70,834
118 Reg Asset-Pension Post Retirement PAA-FAS87Qual and € {29,857,547) - {18,829,475) {11,028,072)
119 Reg Asset - DEO Econ Dev (354,209) - (354,209) -
120 Vacation Carryover - Reg Asset (1,977,629) - (1,386,275) (591,354)
121 Rate Case - Deferred Costs (183,455) - (183,455) -
122 Deferred Fue) Cost Purch Gas Adjustment, 1,680,031 - - 1,680,031
123 Deferred Pipeline Installation Casts (425,568) - (425,568) -
124 Emission Allowance Trading (71,827,955) (71,827,955) - -
125 Retirement Plan Expense - Overfunded 6,196,136 - 6,196,136 -
126 Retirement Plan Funding - Overfunded (13,950,396) - (13,950,396) -
127 Miscellaneous Current Taxable Inc. Adj - DTL (2,959,479) - (2,959,479) -
128 Sec 481 Adj - State inc Tax (886) (886) - -
129 Tax Interest Accrual - Cur Asset {1,210,526) - {1,210,526) -
130 Tax Int Accrual - Non-cur Asset {497,277) - (497,277) -
3 ARO Regulatory Asset (3,544) (3,544) (162,301) __{4,732,279)
132 Totnl Account 283 ($244,845,319) ($122,654,606) (680,051,376) ($47,033,917)
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Attachment WDW-1
Page lr’,‘.,,pf 17
Duke Energy Ohio Schedule C-4
Calculation of Income Tax Factors
Line
No Description Amount
1 Iincome before Federal Income Tax 100.00%
2 Gross Domestic Production Tax Credit 9.00%
3 Income After Gross Domestic Tax Credit 91.00%
4 Federal iIncome Tax 35.00% 31.85%
5 Gross Revenue Conversion Factor (1/(1-0.3442)) 1.4674




Page 59 of 72°
Page 140f 17

Attachment WDW-1

Duke Energy Ohio Late Filed Exhibit 10.1 -

“(4) uuInioD} o (8) uwnied
‘=) 9INPaYIS UO pajeNJ|ed (JHHD) 4037e4 UOISIFAUC) INUIARY SSOJD )

) wnjo)) (o) (oD

‘anoqe adueeq Q11 AQ PIPIAP ‘I"€€° 252 a8ed ‘T uuo4 tioly asuadxe 15a.191uf [ende 5| 1qap wiel-Buol uo 1sasaiuy ‘Auedwo) Aq pasodoud se ajes Aynb3 uo uinioy W

‘uopezj|eyded (2303 JO JuUBIRd SY ®

() pue ‘(q) “(e) suwnio) jo uns |,
"UO[IBULIOJ| JUNOIJE |EWIBIY] UO paseq ,
"UOJIeuLIojuy JUNOIJE [BuIB)U UO paseq

("ONN-13-¥S6Z-TT 'ON ase) ‘153 sBujulel dAISSaax3 Apueayjullis Joj Buyid eduejdwo) s,Auedwio) ayl u| padiodal sy) "paiep|osuo) ofyo-3a 1o} [eyde) syoog Jad , ;510N

%89°0T %88°L 9%0'00T L8STI8'ZPL'SS  (L9Z'6vb'8LT'TS)  (EvZ'09T°LL0'TS)  L60'TZY'866'LS uopezjeyded jelo) ¢
%88'T 9200'T %88'T %9T'Y KTy 88YZ18°0ESG°T 89T0EET - 0ZE‘T8Y'PES'T qag wia-Buoy €

-. - . ... .. - - - - - Aynbypamejasd 2
%08'8 vLov'y %00'9 %S0T %8°'SS 660'666'SO0Z'ES  (SEV'GLL'OBT'TS) (EVZ'OOT'ZLO'TS)  LLL'BE6'EOV'SH Aynb3 uowwoy |

1] [0 {8) W ) ® O @) (e}
VM 1 30¥9 VM, NeYIsO)  opey Avedwo) |moL.  H123y yound vNIQ Auedwo) 3L Junooy ‘oN
xej-2.4 xel-seyy paysnfpy susunsnipy oL aun
0T0Z “T€ Jequada( jo se jeyyde) jo 35079 pue uopezyeyde)

a 9npayds

o140 ABseu3 exng



Duke Energy Ohio Late Filed Exhibit 10.1

Page 61 of 7.

4 8Inpayas

g -1;
2%
w e
-
- @
o B
g s
i
<
"0TOZ 104 E38p Y218353) peoj uo paseq Hjead AIIUOW JUBP[IUI0) ZT Jo alesany (,  SBION
OTL'EbO'TLYS (STV'SEL ¥PTS) 9ET‘6EE'995S %00°00T TSZ'SSE'E |10}, 6
[~ bL2TB6T (€8L°LL9) £00°099°C %LY'O 006'ST Supyan 8
L29'619'8Y (882°T€9°0T) STY'LLT'S9 %ES'TT T6T'06E {S1) adeyjop uojssjuisuel) L
82S‘808'8€ (820'68Z'€T) 956451 28 %IZ'6 BIL'TTE {dq) vopnquasiq Arewyd 9
991°220'2ZT (soz'0zL'TH) TLB'LYL'E9T %T6'8 T6L'8L6 {sa) vopnquasiq Asepuodasg S
ufiisaq ajey oy 069°T6S {L6T'207) L86'E6L %r1°0 otL'y {(1dav “145D) peoy paxi4 |jews pasaawun 14
6YEL98'0T (eT9'stL'e) 298785YT %S 89728 {wa) fews - uopnquisig Atepucaas 3
98b‘ZTLT (e6v'58S) 6L6'L62'T %TH°0 9EL'ET {H3) Bupeay azeds o383 [4
L T6S'BYE'L6TS (998'2Lv'29%) LSY'TER' YIS %9L'9Y 156785°T {(HYO ‘al, ‘sY) |epuapisay T
:ajnpaips ajoy Aq pubwag 49 T Jo abniaay
(a) (p) (3) (a) {e)
bay asy ‘HPMD NS4 bay Ay uab paxyj puewaq d3 21 DU uopdisad oN
Ayoede) 10N 40 uopiedo]ly 40 uopedoyy 1304 jo Juanad aun
ulisaq ajey 10} s1s0) Aysede) o uopeIOlY

ojyo Azau3 axng



Duke Energy Ohio Late Filed Exhibit 10.1°

Page 62 of 72!
Attachment WDW-1

Page 17 of 17!

‘sasuadya uojinguisip o) pajedo|je
948 Y2IYM JO || 'S3{ES PuE ‘jeUOHIRLLIOJ| 1§ BI(AISS JBLICIST) ‘UOJJEULIOJU] ' 3D(AIBS JALIOISN) ‘SUNCIIY JALIOISTY) 40} JOGE] SIPNI3U JBYID, () ‘SIION

OT'EE jue|d 390 Jo g se qouan AseBar z1
%6T'6E welda’L'Dy%sedouag ey 11
VES'LBT'ELO'ES {1ueid sso.n) uopesauag Adedal OT
TZO'BLL'TVE'LS je|dss0i9q‘L‘'DNIBT 6
STY'TIT'6EY'6S @01 8
ZEO'SEV'TIY'T P'8'T0Z sen ¢
WL LE %S vb %L Y8 £8£°9/9'966°LS r8'002 APe3 9
2 uowIWo) 10} 10}E30][Y SBM
uowwo) Jo} SR J401EI0|Y SRM U3 %
EvL'TYE'SOTS feloL ¢
SSY'ZIS0T q'92'ST'vT'vSE @20 v
YTL0EB'ET qET'YSE uopnqusla €
VE9'TZE'E q'TZ'¥SE uolssjwsues] ¢
. %S'vy $0L'968°9VS 9zZ'082°01 0€6929'LS$ q0Z'¥SE uodnpoild T
. I4333[3 40} J01E0)lY SBM
: opey Auedwoy eo] 8100y ypund vNaa oj00g J8g sauasajey KioSoy “ON
pawnipy suausnipy T o4 sup
. si0pe4 uope3o)jy

ojyo Afisuz ayng



Page 63 of 72

Duke Energy Ohio Late Filed Exhibit 10.1 ¢

ﬂ o] ssuasoia
6E! [usmaug) (IIVAM 1 PRIUNOISIH) Tavey GHIN 18 SRURASY jO AdN
354457 {uoitiiwg) {22vm 1 F 1) sayey patadoig 1 an 2 AdN

{uompw §) seyey QUW 1= anussey
(ot §} seiey ds3 pesodoid 18 enusasy

{dd= 2qRpT ‘Aucwiiee] oxoy] OUIN JBPUN &34 UORBIAISH PRf0id

(dsa pasodaid) ImeY Joj S3uad URREIALID |N0S,

{24 UqRIg Aucwnsa) esay) 834 ARisul gaey pasafald

e SAAYN 10} 3507 paxid UGRINPAI4 10N

Fﬂwnmnnwhnoﬂﬂﬂ 2 3 9 =5 32aR

- — a - - E o .g , .—2 vg M M
cvess vorass e98s wwes  seTes 56088 et ezers sz s9zg {umwy/$) FPRETWIBIIR] Aumeden 4o 1502 aBnseny
SYETITT eso'orz're ST 8£S"182°7 (153794 986°306°12 L09'vvE'TL <1 %7344 ¥se‘0TH'eZ LL'sver {Umw) seies sy [may,
568°0LL'2088 BYS'BEV'6LS e8L'6LLISLLS 62£'S8L°T6LS Lo TS v62055°859% 109°8LY'6£8% 861'628'8T98 (8T'ITETYSS BET'6EE'298S uananpald 1o} 1300 PEXL] ALY
086 £8Y°'V8% 999°T50°96 TIG'ETE'eng 02z'0ea'e88 899°609°69$ s00'1Z8'09% OEE'008'SS5 236082258 €0T'T8L'085 THS'pLE'GYS R Guioau
EEE'OLE'BTS ote‘asp’ats LES'SSE'BTS ELz'ven'sts [1Oad fac] yegTIT'LIS Bvo‘EeT'oLs 289°296/6Y5 L8T'vet'ors EZV'ErD'ETS L D TRU R
ERE'VEV'IOTS Z6T'480'665 0L3'529'569 Tve'ten'08% SBL'S05'88% TLLL96'vES vau'prLons L19'spLons 6S6'ZE'E8S 6T'v08'Ess esupda] uopepaIdag
bLY'OVSTIYS TT6'6A5'EEVS Tev'aL9'TIYS rsu‘ereoees ITT'E05TEES EBY'TEL'STES L80'E6LT9EY 0LE'00B'SYVES SDGVEY'VIES EST089'VLES ] L] dg
829'7p5°081$ bLE'ELD'ERTS SIE'0TH'EATS 0vL'208'6L8S 09E'BLT'ELYS 969491 TLTS 2L0'RE0LSTS SOS'BELLYIS oT1'8ZB 2418 BZY'028'VELS o33y eIy Lo ey
%ae°L *aw'L %8EL LT3 %98 €L L 3 *IwL %88'L %8EL eseyg aRY Uo Wy
Uep'SOV'ZEZ'TS  SRL'SIZ'EIE'TS  (ST'HIOTEETS  DIVIIHIEZ'ZS L9PLL'SITRS 9BEBLTZIT'TS DEG'EGR'EGETS STTALULBRTS BOVEESZINIS  BOZ'$ZEOTLTS oreg MY UORANPOLY
TE/2T Bupia SpuoW T3
uoRE3pan Aypede) 10) Juausumbay Ay
oo Aluaua g
LINDAS aavul, ANVLIANdOMd TVLINAALINOD
1Jo | a8egq

T-MdM yomyaey



Page 64 of 7

Duke Energy Ohio Late Filed Exhibit 10,

B N9 TO T SCLLT IS EOVGErEINYS . BOCWOEORCES . -
Wsr'arg'ayss) (292’82 9b53) (or'aze’ayss) leaz'aee'svas)
0§ (3 [ 0%
(zev'gor'Ts) (zevavy'ts) (zev'gve’ts) (zev'arr Ty (Zev'avy'tsl (zev'svet$) (tevevy’ts) (zev'sbv'ts) {tev'evy'ts) {Tep‘avp'ts)
(568°626 yE$) |SES’626'vYSS) (SE8'626'v¥S9) (sea'6z6'vvsS) (seB'626'yvSS) (588'6Z6'vVSS) (SE8'626'0¥S5) (6€8°626'pv55) (§€8'626'v59) (se8'626°b15S)
08T'TLB'BSTS OST‘TL8'85TS 0BT‘TLE'BRTS ORT'TL8'85T$ ST TL8'8STS 0RT'1L8aSTS OBT'TLB'851$ 08T‘TLA'8STS 08T'TL8'851S 08T°T20'a5TS
pES'287'66$ LTTYS9'2ES veS'ETT'Z6S TZRTEY'6TS TSH'ETLTES 889'990'T6$ ETA'BVT'TES STV'HEE'OES 086'9L5°8L$ 69T'9EEVES
[ (] [+ 0% 0% 08 [ [+ 0$ as
L65°08L'9V9'TS WL'ITT'BLITS 19LT10'889°TS T85'SBR'6ED'2S €6T°L95'829°TS LOE'6T9'8TSTS PETLTTGYE'TS IBE'SVE'VZT'TS 2L§'6BY'TLT'TS 970°SE60'Y80°TS
* (vs0'65T°208°T (958'885'202°t9) _(r80’ony’ara‘td)  (ves'asv0es'ys)  lecs'ssezep'rs)  (FTU'GER'6BE'TS)  (220ve0'BGTS)  (466°TRE'ZZT'TS)  LE9'av6'EstTs)
B£9°T8
(v28°6L6°T$)
o$
oS
{ess'215'68)
leev'svt'sss'sy)  (ves'ssrzosts)  (8sB'ass'zos’r TBO'30'9Ta'TS) _ (ves'asross'td) lesc'ese'sovt$)  [ITT'sen'sIs’TS)  (rzaveo'mee't$)  (zeg'rea’zzr'ts) ‘g8zl
) 5T
{revavressy)  (veg'ssz’zos’t)  [eseBss'zoz’f)  (Te0's0v/ele’T)  (pEs'osT'oss't) (er6'EBTUGO'T) (TTT'sE'SRE‘T) [zzawzo'sse't) (Lee‘vessery) [esv'zzszeo'ts)
6IT'LL6'SPS'YG  GIV'OBE'OBYV'YS  (Zo'DT9'SEE'S  ES0Z6T'OSTYS  (T@'Gve'BSI'vS  SBT'GOG'SL6'SS VOR'ZOO'SLL'ES vOG'aos'zeq's§  €16'006'6Ee’ £99'0v0'8TZ’
E20LYY'TES
[
(]
STT'SU0'5LS
_BAT'LL6'sSvS 6TH'086°08Y'vS LT9'019's86'vS £80°ZET'SET'YS ST6'006'6RE'ES qﬂ.m“m.m-F
) i LoTEYE" LS
GOT'LLE'SYS VS 6T'0BE'08Y'YS LZ9°019'56E8'VS ES0'ZELINTYS CTH'EvL'85TVS F8T'60E'SLE'ES FOE'Z90°61L'65 roa'ane’zes'es ET6'006°668'E$ LASVPETSO'ES

SWaY| JSYI0 R0,

NUILLN[PY aSBY SN JHRO

SPAD XB) Jusuntany)

saxe) swinau| pauBjeq
Wy JSYI0
anemo(ly [eyded RUnUoM N0
sausmofy (edde) Bupliom yse
(tweyd uoganpaud) ssasBoid u| Jom )

WAias 9] WiKd 19N

uoREIaIdRY PABIMUNITY J0} JAESEY [EI0L
uounuoy
RsousD
weid siqiBuryy
vopnquasig
uaissiususs)

ueld UORINPOIY [KOL
WBld UORINPAL JHRO
Weyd uojianpad wems

uspepadaq pRemWNDY o) Basasay

RIS Up U {E301
uowiwoy
|essusn

6Jo | adeg
T-MaM si3dedyiop

TE/TY Suppuz SN 2T
uonesauap Asuila) 10} aseq ayey papfosd
oy Assu3 ayng



Page 65 of 72

Duke Energy Ohio Late Filed Exhibit 10.1

%00°S woewdoaasg d)wouadd 0y pareacyjy uidiew Aluauy
9%00°0Z uifiew ABmu3 jo amyg JapioHaieys
%00'08 ugdze ASiaug jo areys JoAed aley
%051 @18y UORE(ES] WOA

SBWNOA UONIRIGUID
(umw/s) upas) Allssirg 1akeq ayey
(Symn) sjes ey
utiiey ABreu3 @10y

wswdoPEas suousdy 0y uliew ABeu3
sapoyareys o ulise ABroua
sahegd miey o) uiley Alsug

suBiey Afseu3 o)

Bupaxosg
5884 BupeneW OSIN
53507 Wwasesy

§1307) 8|qBUEA B0

sumpy Ao uogelausy

SD03 SA[EN-UCN 101
180 700
o) XON
503205
803 jonJ
Pio5 SpOoD j0 150D

anuasay [B2i10]
enusnsy AypRde) Wid
anuasSY UCHRIBURY
SBNUBATY

6Jo zadeg
T-MaM ssadedysopm

LTUOAS AAVIL AYVIITNJOUd TVLINAAIANOD



e
«

Page 66 of 7.

Duke Energy Ohilo Late Filed Exhibit 10.

6Jo € a38g
7-Mas stodedyiopn

LTHDAS AAVUL AMVIINJOAUd TVIINIAIINOD

SONRY fasied BUBR (WPEO 105 S1RY UoREYL]
ey oudnd HORELS probreg
suateny uopes prafpeg

ABIA JY UORES Aofisen

sexp oeg

NS0 puad ysy

182 453 1 'S0




Duke Energy Ohlo Late Flled Exjibit 10.

Page 67 of 72




Page 68 of 72

Duke Energy Ohio Late Filed Exhibit 10.1

6Jo s a8ug
MM sisdednropm

exmy [joiAeg PuB Ausdoud i0) ey uoqy)

LIUDFS FAVHL AYV.LATHIONd TVIINIAIINGD

TE/Te Suipia sRuoRy ET
Saxe) R0 paIford
640 Ay ang



Page 69 of 72

Duke Energy Ohio Late Filed Exhibit 10.1

efesany
(UMIN/S) Baud Ajpede) Jequisaaq - aunt
{umw/$) 92114 Ayede Aepy - Auenuar

{$) 350 Aypede) saquuaaac - aunf
($) 330D Mypade) Amy - Asenusy

[ARG-MN/$) B3ud Apude) saquedsq - sunp
{ARO-MN/G) 531d Aysaded Aepy - Asenust

(spAIN) uopisad Loys Ayaede) parefnid

6Jo9adug
7-M A s1odedsaop LTIDAS AAVIL AUVLANIOUd TVLINTATANOD



Page 70 of 72

Duke Energy Ohio Late Filed Exhibit 10.1

6Jo L adng
T-MaM sradedyiopn

LIUOAS IAVHL AU V.LANJOUd TVLINTATINOD




Page 71 of 72

Duke Energy Ohio Late Filed Exhibit 10.1

6Jo g adeq
-MaM s1adedyiopm

LTHD3AS IAVUL AHV.LINJOUd TVIINIAIINOGD

CE/2T Supu sieow FT

(voRmiausy Aaka) sama ¥008 I8N papajald
o0 ARl ayea



Duke Energy Ohio Late Filed Exhibit 10.!

Page 72 of 72

610 6 33eq
T-MAM sradudyion

LTYDAS AAVAL AAUVLIINIdONL 'TVIINIGLANOGD




Duke Energy Ohio Late Filed Exhibit 10.2

Pagelofl

6J0 t 338
T-MUA sadedyioa




Duke Energy Ohio Late Filed Exhibit 18.1
Page 10f13

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.

St St vt vt vt vutt’ et

Sam” St v’ S St vt

Case No. 11-3549-EL-SSO

Case No. 11-3550-EL-ATA

Case No. 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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L 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 eared a bachelor of business administration degree in accounting from Lamar
University in Beaumont, Texas. 1 am a certified public accountant in both Texas
and Ohio.

Prior to joining Duke Energy, I was a Manager with the intemational
accounting firm, Deloitte & Touche, based in Houston, Texas. During my tenure
at Deloitte & Touche, [ served various energy clients through audit and consulting
services.

I joined Duke Energy in July 2001 as Manager of Technical Accounting in
Houston, Texas and, in December of that year, | 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



10
11
12
13
14
15
16
17
18
19
20
21

22

Duke Energy Ohio Late Filed Exhibit 18.1
Page 40f 13

Houston, Texas. In this role, I led the derivative accounting and trading control
functions for the energy trading and marketing activities of Duke Energy.

In April 2006, I was promoted to Vice President and Controller of the
Commercial Power unit of Duke Energy in Cincinnati, Ohio. In this role, I was
responsible for the financial accounting, reporting and internal controls of Duke
Energy’s non-regulated generation and Duke Energy Generation Services
businesses.

In March 2009, I was appointed to General Manager of Corporate
Financial Planning & Analysis in Duke Energy’s headquarters in Charlotte, North
Carolina. In this role, I am responsible for leading the financial forecasting and
planning for the corporation. In January 2011, my title was changed to Managing
Director of Corporate Financial Planning & Analysis, but there was no change to
my responsibilities.

PLEASE DESCRIBE YOUR DUTIES AS MANAGING DIRECTOR OF
CORPORATE FINANCIAL PLANNING AND ANALYSIS.

I lead and direct a team of approximately thirty professionals in the preparation of
the short- and long-term financial forecasts of eamings and cash flow of Duke
Energy, including each operating unit. This role also includes financial modeling
of sensitivities and strategic scenarios and evaluating the projected financial
impact of those alternatives. The primary deliverables from this group are
financial presentations to senior management and the board of directors as well as

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 application 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 of the implementation of the Company’s proposed electric security plan
(ESP or Plan). My testimony addresses the effect of the ESP upon the Company
for the duration of the Plan, as required by 0.A.C. 4901:1-35-03(C)(2).

IL DISCUSSION
WHAT ARE THE ATTACHMENTS FOR WHICH YOU ARE
RESPONSIBLE?

I am sponsoring all or part of the following items:

e BDS-1: Projected Statements of Income
e BDS-2: Projected Balance Sheets
e 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 Januvary 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 Ohic must provide pro forma
financial projections of the effect of that Plan’s implementation upon the
Company, for the duration of the 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
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WHAT IS THE DURATION OF THE ESP THAT YOU USED FOR
PURPOSES OF DEVELOPING THE PRO FORMA FINANCIAL
PROJECTIONS ATTACHED TO AND A PART OF YOUR TESTIMONY?
The pro forma financial projections attached to and incorporated into my
testimony reflect the nine-year, five-month term of the ESP, as proposed by the
Company.

WHAT ASSUMPTIONS DID YOU MAKE FOR PURPOSES OF
DEVELOPING THESE PRO FORMA FINANCIAL PROJECTIONS?

I made the following assumptions:

e The capacity charge has been prepared under the assumption of being
updated annually.

e The capacity charge for the first year of the ESP was determined using the
cost of service for the legacy coal generation assets based on the FERC
Form 1 data for 2010,

» Financial forecasts and resulting capacity charges for years after 2010 are
derived via forecasted capital plans with historical test year convention
(e.g., 2012 forecast was used to determine the capacity charge for 2014,
etc.).

* For purposes of calculating the capacity charge, return on equity as well as
the overall weighted average cost of capital was held constant for the
duration of the ESP term. The return on equity is based on the
recommendation of Duke Energy Ohio witness Dr. Roger A. Morin and

the weighted average cost of capital is based on the Company’s capital

BRIAN D. SAVOY PIRECT
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structure, adjusted to remove the impacts of purchase accounting 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 from year to year based
on the amount of projected net income closed to retained earnings. No
distributions to Duke Energy have been assumed. Distributions will be
evaluated on an annual 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 from debt or equity is assumed.

Forecasted net profits from the energy and ancillary services sales are
derived from utilizing forecasted commodity prices obtained from ICF
International (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
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PLEASE EXPLAIN WHY THE CAPITAL STRUCTURE OF 453
PERCENT EQUITY AND 54.7 PERCENT DEBT FOR 2012, AS WELL AS
SUBSEQUENT YEARS, IS LOWER THAN THE CAPITAL STRUCTURE
ASSUMED TO DETERMINE THE EQUITY COMPONENT OF RATE
BASE IN ORDER TO DERIVE THE PROPOSED ESP CAPACITY
CHARGE.

The Projected Balance Sheets presented begin with the historical Duke Energy
Ohio values applicable to the legacy coal generation assets., The historical
retained earnings include the writeoff of goodwill associated with the legacy coal
generation assets of Duke Energy Ohio. Adjusting the retained earnings for the
goodwill write-off results in a capital structure of approximately 53% equity and
47% debt. In each year of the projection, the relative proportion of debt and
equity will vary slightly depending on (1) earnings that increase equity, (2)
dividends that lower equity, and (3) issuances/redemption of debt which raise or
loWer debt balances. On the other hand, the projected revenue requirement for the
ESP capacity charge assumes a constant capital structure; consequently, there will
be a variance between the projected capital structure in the financial statements
and the capital structure used in the ratemaking formula.

WHAT IS THE METHODOLOGY THAT YOU EMPLOYED IN
PREPARING THE PRO FORMA FINANCIAL PROJECTIONS?

The pro forma financial statements were developed consistent with the
methodology utilized by the Company for preparing its normal operating forecast.

This process involves input from various groups within the Company. The key

BRIAND. SAYOY DIRECT
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forecasting inputs from these groups relate to the forecasting of load, generation,
O&M, capital expenditures and financing.

IL CONCLUSION
WERE ATTACHMENTS BDS-1 THROUGH BDS-3 PREPARED BY YOU
OR PERSONS UNDER YOUR DIRECTION AND CONTROL?
Yes.
DOES THIS CONCLUDE YOUR PRE-FILED DIRECT TESTIMONY?

Yes.

BRIAN D. SAVOY DIRECT
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DUKE ENERGY OHIO EXHIBIT 22.2
WDW SUPP-2: Redlined Copy of Amended Tariffs

P.U.C.O. Electric No. 10

Sheet No.94.1
Duke Energy Chio RGO Eloctric——No:
18Cancels and Supersedes
139 East Fourth Street Original Sheet No. 94
Cincinnati, Ohio 45202 Page 1 of 2

RIDER BDP

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. Upaon 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 that are members of the Greater
Cincinnati Health Council, Rider BDP will be administered as specified in Case No. 08-92011-3549-
EL-SSO, Stipuiation Atlachwment8Page 21, Section |

NET MONTHLY BILL
1. Connection Fee $300.00
Tha 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 the 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 term
mutually agreeable to Company and Customers that shalt not exceed the minimum term. In
@ach request for service under this Rider, Company engineers will conduct a thorough review
of the customer's request and the circuits affected by the 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 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 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 ¢apacity to any Customer whete 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.-2008- in Case No. 0811-7093549-FL-AIRSSO before the
Public Utilities Commission of Ohio.
Issued: July10. 2000 Effective: duly—33;
2008January 3, 2012

1ssued by Juiie Janson, President
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DUKE ENERGY OHIO EXHIBIT 22.2
WDW SUPP-2: Redlined Copy of Amended Tariffs

P.4.C O. Electric No 10

Sheet No. 94 1
Duke Energy Chio BU-C.O—Electric——No-
18Canceis and Supersedes
139 East Fourth Street Original Sheet No. 94
Cincinnati, Ohio 45202 Page 2 of 2
2. The amount of backup delivery point capacity shalt be mutually agreed to by the Company and

the Customer because the availability of specific electic system facilites to meet a
Customer’s request is unique to each service location.

System electrical configurations based on Customer's initial delivery point wili determine
whether distribution and/or transmission charges apply to Customer's backup delivery point.

TERMS AND CONDITIONS (CONTINUED)

4,

In the event that directly assigned facilities are necessaty to attach Customer’s backup
delivery point to the joint transmission or distribution systems, Company shall install such
facilities and bill Customer the Company’s full costs for such facilities and installations.

Energy supplies via any backup delivery point established under this Rider BDP will be
supplied under the applicable rate tariff and/or special contract.

Company and the Customer shall enter into a service agreement with 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 BOP. .

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 the Public Utilities Commission of Ohio.

| Filed pursuant to an Order dated July-8-2008-

in Case No. 0811-7083549-F1 -AIRSSO before the

Public Utilities Commission of QOhio.

Issued:

2008.anuary 3, 2012

Effective: July—13;

lssued by Julie Janson, President
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WDW SUPP-3: Clean Copy of Amended Tariffs

P.U.C.0O. Blectric No. 10

: Sheet No: 94.1
Duke Energy Ohio : Cancels and Supersedes
139 East Fourth Street Original Sheet No. 94
Cincinnati, Ohic 45202 Page 1 of 2

RIDER BDP

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 hospitals that are members of the Greater
Cincinnati Health Council, Rider BDP will be administered as specified in Case No. 11-3549-EL-SS0O,
Stipulation Page 21, Section 1.

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 cosfs 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 the 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 term
mutually agreeable to Company and Customers that shall not exceed the minimum term. In
each request for setvice under this Rider, Company engineers will conduct a thorough review
of the customer's request and the circuits affected by the 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 construction plans that may be advanced by the request. The
acceleration charges described in this paragraph (3.) will not apply to customers that aiready
have a backup delivery point as of the effective date of this Rider.

TERMS AND CONDITIONS
The Company will provide such backup defivery point capacity under the following conditions:
1. Company reserves the right to refuse backup delivery capacity to any Cusiomer where such
backup delivery service is reasonably estimated by Company to impede or impair current or
future electric transmission or distribution service.

2. The amount of backup delivery point capacity shall be mutuaily agreed to by the Company and
the Customer because the availabiliy of specific electric system faciliies to meet a

Filed pursuant to an Order dated in Case No. 11-3549-EL-SS0 before the Public Utilities
Commission of Ohio,
Issued: : Effective: January 3, 2012

issued by Julie Janson, President
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P.U.C.O. Electric No. 10

Sheet No. 24.1
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139 East Fourth Street QOriginal Sheet No. 94
Cincinnati, Ohio 45202 Page 2 of 2

Customer's request is unique to each service location.

3. System electrical configurations baséd on Customer’s initial delivery point will determine
whether distribution and/or fransmission charges apply to Customer’s backup delivery point.

TERMS AND CONDITIONS {CONTINUED)

4. In the event that directly assigned facilites are necessary to attach Customer's backup
delivery point to the joint transmission or distribution systems, Company shall install such
facilities and bill Customer the Company's full costs for such facilities and instaliations.

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 with a minimum term of five
years. This service agreement shali 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 the Public Utilities Commission of Ohio.

Filed pursuant to an Order dated in Case No. 11-3549-EL-SSO before the Public Utiiities
Commission of Ohio.
Issued: Effective: January 3, 2012

‘Issued by Julie Janson, President





