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STIPULATION AND RECOMMENDATION

Pursuant to Rule 4901-1-30 of the Ohio Administrative Code, Centerior Energy
Corporation, on behalf of The Toledo Edison Company (TE) and The Cleveland Electric
IHuminating Company (CEI) (collectively referred to as the “Companies™), the Staff of the
Public Utilities Commission of Ohio (Staff), and The Ohio Consumers’ Counsel (OCC) and The
Ohio Valley Coal Company {Ohio Valley) (collectively referred to as the “Signatory Parties™) ﬂo
hereby stipulate and agree to resolve all issues in the above-captioned proceeding in the manner
set forth below. While the Signatory Parties hereto recognize that this Stipulation and
Recommendation (hereinafter “Stipulation”) is not binding upon the Public Utilities Commission
of Ohio (PUCO or Commission), it is the position of the Parties that the Stipulation is the
product of lengthy, serious negotiations undertaken to settle this case, that such Parties represent
a range of interests, that the Stipulation is supported by good and sufficient data and information,
that it represents a just and reasonable resolution of the issues resolved in this proceeding, and
that, accordingly, the Stipulation is entitled to careful consideration and should be adopted in its
entirety and without modification by the Commissioﬁ.' Accordingly, the Signatory Parties ~— -

stipulate, agree and recommend as follows:

1. This Stipulation is entered into by and among the Companies; the Staff of the PUCO
(“Staff™); the Office of the Ohio Consumers’ Counsel (“OCC”); and Ohio Valley; all of whom
have signed this Stipulation. The Industrial Energy Consumers, The City of Cleveland,
Northwest Ohio Providers Coalition and Ohio Environmental Counsel neither oppose nor

support this Stipulation.
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2. The Companies are operating subsidiaries of Centerior Energy Corporation and are
Ohio corporations engaged in the business of supplying electricity within the state. As public
utilities within the definition of § 4905.02, Ohio Rev. Code, electric light companies within the
definition of § 4905.03(A)(4) Rev. Code, and “persons” within the meaning of §§ 4935.04(A)(2)
and 4906.01 Ohio Rev. Code, the Companies are subject to the jurisdiction of the Commission.
The Companies have one or more generating units affected by the acid rain control requirements
under Title IV of the “Clean Air Act Amendments of 1990” 42 U.S.C.A. 7651 (hereinafter “acid

rain control requirements”.

3. On February 17, 1993, the Commission approved Centerior’s 1992 Environmental
Compliance Plan (“ECP”) in Case No. 92-1123-EL-ECP as constituting a reasonable and least

cost strategy for compliance with the applicable acid rain control requirements.

4. Centerior’s approved ECP contemplated the fuel switch of several generating units to
lower sulfur coal beginning in 1995 in order to comply with the acid rain control requirements.
A resulting emission allowance reserve by the end of Phase I followed by more fuel switching to
lower sulfur coal and/or the purchase of emission allowances would allow for compliance with
the acid rain control requirements in Phase II (beginning January 2000), while deferring or

eliminating the need for a flue gas scrubber.

5. By Opinion and Order dated July 20, 1995, the Commission approved an unopposed
partial stipulation in this proceeding. In the stipulation, the signatory parties agreed that the
Companies' approved environmental compliance plan (ECP) continued to be appropriate and met
all of the criteria of Section 4913.04(A), Revised Code. The signatory parties also recommeénded
that the Commission defer any decision as to changes in the amount of high sulfur coal being
burned at the Ashtabula Units 5-9 and Eastlake Units 1-5, until the Companies completed and
filed a supplemental study. The Commission specifically noted that any party should file
comments regarding the supplemental study on or before December 1, 1996 and Centerior could

file a reply on or before December 31, 1996.
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6. In compliance with the terms of the approved stipulation, Centerior timely filed the
supplemental study on October 1, 1996. On December 1, 1996, Ohio Valley filed comments.
On December 30, 1996, Centerior filed a reply to Ohio Valley’s comments.

7. By Entry dated January 28, 1997, the attorney examiner found that a revised study—~
should not be conducted and that the supplemental study should not be adopted outright. Instead,
the attomey examiner scheduled an evidentiary hearing for March 18, 1997. The hearing was to
be limited to whether changes in the amount of high sulfur coal being burned at the Ashtabula

Units 5-9 and Eastlake Units 1-5 are appropriate.

8. By Entry dated March 17, 1997, the attorney examiner continued the hearing until
April 18, 1997, and by Entry dated April 17, 1997, the examiner again continued the hearing
until May 28, 1997.

9. Both The Cleveland Electric Illuminating Company (“CEI”) and The Ohio Valley
Coal Company (“Chio Valley™) wish to avoid any need for any further litigation between the

parties with respect to CEI’s Environmental Compliance Plan;

10a. Other than the State Implementation Plan limits, there is not currently any
environmental restriction that would prevent CEI from continuing to burn Ohio coal at the
Eastlake Plant, Units 1-5, (“Eastlake 1-5”), and Ashtabula Plant, Unit 5, (“Ashtabula 5”) during
the last quarter of 1997, calendar year 1998 and/or calendar year 1999.

b. Its current projected allowance bank shown in the supplemental study appears to be
adequate to cover its projected SO, emissions at its affected Phase I and Phase II units and to
cover the use of Ohio coal at it’s evaluated cost pursuant to paragraph 16 of this Stipulation,
provided it allows CEI to meet its corporate objectives of least cost compliance with the

applicable acid rain control requirements.

11. CEI's commitment to allow Ohio Valley to bid on all CEI solicitations for proposals

for delivery of coal to CEI’s plants and to fairly consider and evaluate all responses to CEI’s



solicitations was a basis for Chio Valley’s willingness to terminate its original coal sales

agreement with CEI, effective as of April 1, 1996, and substitute a new Coal Sales Agreement.

12. CEI has represented to Ohio Valley that it currently has uncommitted coal
requirements at both Eastlake 1-5 and Ashtabula 5 throughout the twenty-seven month period
starting October, 1997.

13. Pror to entering into any new commitment to purchase coal for use at either Eastlake
1-5 or Ashtabula 5 or both at any time between the date of this Agreement and December 31,
1999, CEI will solictt offers to supply coal produced in Ohio for use at one or both plants, in
quantities up to the maximum amount of such coal which can be utilized at the unit or units for
which coal is being procured, as part of a mixture with other lower sulfur coals (at Eastlake)
without violating the applicable SO, emission limitation or any other state implementation plan
requirement applicable to the unit or units for which coal is being procured while meeting all

outage limitations, unit loading, and operational limitations of those units.

14. Ohio Valley shall remain an eligible bidder for purposes of any such solicitation.
CEI shall be under no obligation to afford Ohio Valley any preferential or special tréatment in

connection with any such solicitation.

15. For purposes of evaluating any such bids, CEI shall use the same “evaluated cost”
methodology which it currently uses to evaluate other bids to supply Eastlake, Ashtabula and
other CEI plants, affected by Phase I and Phase II of the Acid Rain Compliance Plan.

16. In evaluating any such bids:
a. Ohio Valley’s coal shall be priced at (i) $18.90 per ton F.O.B. Mine in 1997;
(i1) $19.20 per ton F.O.B. Mine in 1998; (iii) $19.49 per ton F.0.B. Mine in 1999; or, at Ohio
Valley election, at such lower price per ton as Chio Valley may chose to bid, for the purposes of

any bid solicitation for which Ohio Valley chooses to submit a lower bid;



b. CEI shall use a transportation cost, for transporting coal from the Powhatan
No. 6 Mine and all other mines to CEI’s plants, equal to the lowest cost transportation available,
including the use of CEI’s fleet trains of owned/leased locomotives and/or rail cars, if CEI has
any such locomotives and/or rail cars in operation during the period for which coal deIiveries_are

being solicited;

¢. Ohio Valley’s coal will be assumed to have a maximum sulfur content of 6.63
~ 1bs. SO, per MMBTU (subject to the provisior. for adjustments set forth in paragraph 20 below);
maximum moisture content of 6.5%; maximum ash content of 9.75%; and minimurmn heating

value of 12,500 BTU/lb.;

d. SO, allowances will be assumed to have a value for use on the CEI system
equal to the then current market price of SO, emission allowance, i.e., the SO, emission
allowance price at the time of CEI’s bid evaluation, or, at Ohio Valley’s election, the price at

which Ohio Valley is willing to supply allowances to CEIL

e. For purposes of any alternate burning of coals with different sulfur contents
considered at Eastlake, CEI shall consider the alternative coal or coals which maximizes the
amount of Ohio coal which can be burned at Eastlake and minimizes the evaluated cost,

including adjustments for heating values, ash, and sulfur content and operational considerations.

17. In applying its evaluated cost methodology, CEI will not make any other adjustments
in the amount of Ohio Valley’s bid, based upon the composition of Ohio Valley’s coal or any
other factor, except for adjustments made in the same manner and using the same criteria usedfo
evaluate bids by other vendors to supply coal to other CEI plants. CEI further agrees that no
such adjustment will be made in a manner which varies from the manner in which CEI evaluates

other bids.

18. Based upon the application of this methodology, CEI will continue to use coal
produced in Ohio, in lieu of other coals, up to the maximum quantity permitted consistent with

applicable environmental restrictions (taking into account CEI’s ability to alternately bum



different coals) in any instance in which the “evaluated cost” of continuing to use such coals is
not greater than the cost of using other coals. For purposes of applying this requirement, the cost
of continuing to use coal produced in Ohio, as evaluated using CEI’s evaluated cost
methodology, shall not be considered to be greater than the cost of using other coals unless its

evaluated cost is higher than the evaluated cost of the best alternative coal available to CEIL.

19. In choosing among coals produced in Ohio, CEI shall choose the lowest cost coal
available, using the same m¢thodology and the specific assumptions regarding Ohio Valley coal
set forth in paragraph 16 above. In comparing other Ohio coals, no special preference shall be
given to coal from Powhatan No. 6 Mine. Instead, CEI shall select the lowest cost coal available
from Ohio mines, using its “evaluated cost” methodology and the same assumptions just

described if any Ohio coal is least cost.

20. To the extent coal supplied by Ohio Valley varies from the assumed sulfur content of
6.63 lbs. SOZIMMBTU; no adjustment shall be made in the amount of CEI's payments to Ohio
Valley, except that Ohio Valley coal will be penalized for exceeding the sulfur content specified
in paragraph 16(c) based on the price for SO, allowances specified in paragraph 16(d).

21. Nothing herein shall preclude CEI from conducting test burns at any time at any of

its generation units with coals from any source.

22. Centerior and Ohio Valley agree that it would be in their mutual interest to avoid
non-competitive two line rail hauls of coal delivered from Powhatan No. 6 and other mines to

Eastlake 1-5 and Ashtabula 5. —_

23. The Signatory Parties recommend that the Commission find and determine that the
Centerior ECP continues to be appropriate and the supplemental study filed October 1, 1996
meets all the requirements of the Commission’s Opinion and Order of July 20, 1995, the
Centerior ECP is in accordance with the Commission’s Opinion and Order in Case No. 92-1123-

EL-ECP, meets all the criteria of §4913.04(A) Ohio Rev. Code, and there is no basis under



§4913.05(D) Ohio Rev. Code for the Commission to withdraw its approval of any portion of
Centerior’s ECP.

24. The Signatory Parties agree that the supplemental study and all testimony filed in this
proceeding will be submitted into evidence without objection and all parties waive cross-

examination. This Stipulation shall be submitted into evidence as Joint Exhibit One.

25. The Signatory Parties agree that should the Commission or any appellate court reject
all or any part of this Stipulation, or impose any conditions thereon, the assent of the Signatory
Parties is deemed withdrawn and this Stipulation shall be null and void. In such event, any party
may reopen this proceeding and present such testimony and cross-examine witnesses and fully
pursue its rights as if this Stipulation had not been executed. The Signatory Parties agree that the
Stipulation has been entered into only for the purpose of this proceeding. The Signatory Parties
agree and intend to support the reasonableness of this Stipulation before the Commission and
will not support any apbeal from the Commission’s approval of this Stipulation. This Stipulation
shall not prejudice any of the positions taken by any party on any issue before the Commission in
any other proceeding, is not an admission of fact by any Signatory Party, and shall not be

introduced as evidence in any other proceeding before any commission or court of law.

26. If a dispute between the Companies and Ohio Valley arises out of any provision of
this Agreement, either the Companies or Ohio Valley shall give written notice to the other, at aﬁy
time before such dispute is resolved, to the effect that if such dispute is not resolved within 60
days after the mailing of such notice to (or if not mailed, the actual receipt of such notice by) the
other party, then such dispute shall be submitted to final and binding arbitration upon the request
of either party. Such a request for arbitration shall be in writing, setting forth in detail the claim
or claims to be arbitrated, the amount involved, if any, and the remedy sought. It shall be
delivered to the other party within 90 days after the mailing (or receipt) of the 60-day dispute
notice described above. Any failure to so request arbitration within such 90-day period shall be
deemed a waiver of the right to assert the claim upon which the dispute is based. Any arbitration
under this Section shall be conducted at Cleveland, Ohio, before an arbitrator mutually

acceptable to the parties; provided, however, that should the parties be unable to agree, the
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arbitrator shall be selected by the Senior United States District Judge for the Northern District of
Ohio, Eastern Division. Each party to the arbitration shall pay its own expenses and pay one-half
of the fee and expenses of the arbitrator. [t is mutually understood that the existence of a dispute
which could or has become the subject of an arbitration under this Section shall in no way excuse
Ohio Valley or the Companies from performing its obligations under the Agreement, and it shall
continue to perform such obligations in accordance with the terms of the Agreement, irrespective

of the existence of any such dispute.

27. The failure of either party hereto to insist in any one (1) or more instances upon strict
performance of any of the obligations of the other pursuant to this Stipulation to take advantage
of any of its rights hereunder shall not be construed as a waiver of the performance of any such
obligation or the relinquishment of any such rights for the future, but the same shall continue and

remain in full force and effect.

28. The terms of this Stipulation have been arrived at afier mutual negotiation and,
therefore, it is the intention of the parties that its terms not be construed against either of the

parties by reason of the fact that it was prepared by one of the parties.

29. Any notice required to be given to the Companies hereunder shall be deemed to have

been properly given if mailed by United States mail to:

The Cleveland Electric I[lluminating Company
c/o Centerior Service Company
P. O. Box 94661 :
, Cleveland, Ohio 44101-4661
Attn: Fossil Fuel Supply Manager

and any notice required to be given to Seller hereunder shall be deemed to have been properly

given if mailed by United States mail to:

The Ohio Valley Coal Company
56854 Pleasant Ridge Road
Alledonia, Ohio 43902

Attn: Robert E. Murray

with a copy to:



Ohio Valley Resources, Inc.
Suite 111
29525 Chagrin Boulevard
Pepper Pike, Ohio 44122
Attn: Robert E. Murray -
or to such other address as Ohio Valley or the Companies, respectively, shall designate in writing

to the other.

30. This Stipulation shall not be assignable by either party without the written consent of
the other, except that (a) Ohio Valley may assign this Agreement to any affiliate of Ohio Valley
controlled by Robert E. Murray, and (b) the Companies may assign this Stipulation in connection

with the merger, consolidation or sale of substantially all of the assets of the Companies.

31. The validity, construction and performance of this Stipulation shall be determined in
accordance with the internal laws of the State of Ohio applicable to agreements made and to be

performed in that state.

32. If any part, term or provision of this Stipulation is held by the courts, or by any
agency having jurisdiction over this Stipulation or the parties hereto, to be unenforceable, illegal,
against public policy, or in conflict with any federal, state or local laws, such part, term or
provision shall be considered severable from the rest of this Stipulation. The remaining portions
of the Stipulation shall not be affected. The rights and obligations of the parties shall be
construed and inferred as if the Stipulation did not contain the particular term, part or provisions
held to be invalid unless the invalid provisions contain the material financial terms of this ___

Stipulation, or, when considered in the aggregate, render the administration of this Stipulation

unreasonably burdensome, in which case this Stipulation shall terminate.

33. This Stipulation is not intended to, and shall not, create rights, remedies, or any
benefits of any character whatsoever, in favor of any person, corporation or other entity other
than the parties hereto, and the obligations herein assumed are for the use and benefit of the

parties, their successors in interest, and permitted assigns.



34. The term of this Stipulation shall commence on the date that this Stipulation is

adopted by the Commission and shall continue until December 31, 1999.
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IN WITNESS WHEREQF, this Stipulation has been agreed to this2 74 day of May,

1997.

Robert E. Murray

President and Chief Executive Qfficer

The Ohio Valley Coal Company
56854 Pleasant Ridge Road
Alledonia, Chio 43902

PER, TRIEARONR. CANIRAT
/ S _WE)

Andrew D. Weissman, Esq.

Mark L. Perlis, Esq.

Dickstein, Shapiro, Morin &

Oshinsky, L.L.P.

2101 L Street, N.W.

Washington, D.C, 20037-1526

Telephone: (202) 828-2233

Facsimile: (202) 887-068%

Attorneys for The Ohio Valley
Coal Company

Colleen L. Mooney, Esq.
Office of Consumers' Counsel
77 South High Street
Columbus, Ohio 43266-0550

Attorney for OCC

s\legal\mikelecp8.doc

ol Sl
M. Frank R. Stead
Director — Supply Chain
Centerior Energy Corporation
P.O. Box 94661
6200 Oak Tree Boulevard
Cleveland, Ohio 44101-4661

Michael C. Regulinski'a, sq.

Mark R. Kempic, Esq.
Centerior Energy Corporation
6200 Oak Tree Blvd., IND450
Independence, Ohio 44131
Telephone: (216) 447-2191
Facsimile: (216) 447-2592

Attorneys for The Cleveland Electric
[lluminating Company and
The Toledo Edison Company

Thomas W. McNamee, Esq.
Assistant Attorney General

Public utilities Commission of Ohio
180 East Broad Street

Columbus, Ohio 43266-0573

Attorney for PUCO Staff
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CERTIFICATE OF SERVICE

) . TH .
The undersigned hereby certifies that on May&&_, 1997, a true copy of the foregoing
document was served by fax (to OVCC, PUCO and OCC) and by first class mail upon all of the

following parties of record:

Andrew D. Weissman, Esq.
Mark L. Perlis, Esq.
Dickstein, Shapiro, Morin

& Oshinsky, L.L.P.

2101 L Street, N.W.
Washington, D.C. 20037-1526

" Attorneys for The Ohio Valley
Coal Company

Thomas McNamee, Esq.

Assistant Attorney General

Public Utilities Commission of Ohio
180 East Broad Street

Columnbus, Ohio 43266-0573

Attorneys for PUCO Staff

Langdon D. Bell, Esq.
Bell, Royer & Sanders
33 South Grant Avenue
Columbus, Ohio 43215

Attorney for IEC

William M. Ondrey Gruber, Esq.
Chief Assistant Director of Law
City of Cleveland

City Hall, Room 106

601 Lakeside Avenue
Cleveland, Ohio 44114

Attorney for City of Cleveland

Maureen R. Grady, Esq.

Hahn Loeser & Parks

10 West Broad St., Suite 1800
Columbus, Ohio 43215

Attorney for Northwest Chio
Providers Coalition and
for Ohio Environmental Council

Colleen L. Mooney, Esq.
Office of Consumers' Counsel
77 South High Street
Columbus, Ohio 43266-0550

Attorney for OCC

Michael C. Regulinski, Esq.
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PURLIC UTILITIES COMMISSIaN OF OWIG

in ithe Navier of tha H
Two=Tasr Review of ]
Centerior Enargy H
torporastion’s Environmental ] ase wo. S4=1698-EL-ECP
Complisnca Plan Pursuant +
to Section 4913,05. Revised )
Lode 1

Deposttion of WICHMAEL A. KOYACH, a witness called
for the purposs of westifying in the above matter,
pefors ae, Ellan A. dancik, Registared Profeszsional
Raporter and Notary Public withih sid for the Stats
of Ohia, st the offices of Centerior Energy Corperation,
4200 Osk Trae Sculsvard, Indspendence, 0hio on
Friday, the 21st day of Warch, 1997 at 2:13 p.m.

MICHAEL A. KOVACH, of lawful age,
called by the Ohio Valley Coal Company
for the purpose of testimony in this
matter, being by me first duly sworn,
as hereingfter said as follows:

EXAMINATION OF MICHAEL A. KOVACH
BY MR. WEISSMAN:

Q  Good afternoon, Mr. Kovach.

A Good aftemoon.

Q  Could you piease — couid you please
describe what your role was in preparing
the Suppleraental Fuel Switching Study
sitbmitted to the Ohio Comtnizsson on
October 15t of Iast year?

Basically my role was reviewing the study
that was done from the Fuel Procurement’s
perspective.

What specific issues did you attempt to
review?

The pricing that they were using.

The pricing they were using for coal?

I'm sorry, for the coal; the different S02
specifications of coal.

>
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PAGE 2
{1
[} AFFEARANCES:
tn Michaml C. Regulsnski, Esq.
Sanisr Counxel
[ %) 6200 Qak Trae Boulevard
Indapendenca, Ohio 44131
[S5) (2IEIA4LT-25%2
[4) on behalf of Centerior Energy Corporstion
tn Ricketain, Shapira, morin & Oshinaky, by
Andraw D. waissman, Psq.
[ 8 2101 L Strasr mw
wWazhington, Ot 20037-1528
(98] (02)828-2211
31
on behaif &f the Ohio ¥allay Cost
113 Campany, and Robert Murray
123 Celliuwn L. WoORay, Exq.
Assintant Consuser's Lounsel
1131 77 South Wigh Strest
15th rloor
{14} columbus, Ohio  £3266-D5%0
{151 Stuart W, Stegfrisd
Fat Sarver
1141 Public Utilities Commisston of Qhio
180 Eaat Broad 3irest
hn folumbus, Ohio 43266-35T1

[1a} ALSD PRESINT: W, Nancy Cessar, Rstss Assistant
Ar, Richsrd 5. woag

1 Wr. Frank K. Stasd

[+ 3] Nr. Charies #sna, with Ar. deisssan

PAGE 4

[1] Q Okay. Soisit basically the study

[2] used - the study contained estimates of
[3] the price for coal with different suifur

[4] contents?

[S] A Yes

{6] Q Andyou attempted to & you teviewed the
7 reasonableness of the estimates that were
[ 8] used?

[9] A  Well, reasonableness of the estimates and
[10} where the estimates came from as far as,
[11} you know, the traceability of the

[12} estimates also, yes.

[13] Q  How were the estimates developed?

[14] A A buyer in our section used the — &n
(15} estimste from EVA pricing coupled with
{16] some of his experience as far as the FOB

fine pricing estimates and then the
transportation estimates I believe would
be, if there was actual rates like a
contract in effect. That's what they
would have used in absence of some actual
contract value that they could use. They
would have used an EVA estimate,

Q  Who was the individual who did that

analysis?

Robert J. Rua & Associates



. Robert J. Rua & Assoclates .
PAGE § PAGE 7
[11 A  JoelLang. 1] Q Did you or anyone eise in your section
[2] Q  And did you review his work? 2] review any other aspect of the work — of
[3] A Yo (3] the suppiemental study that was being
4 Q Do you know what the approximate date was [ 4 prepared by Mr. Hoag?
5] of the EVA study that he used? [5] A  Asfar as review, we wounld have read the
6] A  No, I don't recall right now. 6] entire report. Is that what you're
71 Q AndT guess I'm a hittle bit unsure. Did 7 asking? Did we review the whole repon?
8] Mr. Hoag develop estimates with you which 8] Yeah, T would have read the whale report l
9] you then reviewed, or did you — did your 9] before it went in.
10} group provide input to Mr. Hoag? [10] Q  Were you asked for comments on &ny other
111 A  Mr - I'm sorry, | don't understand, 1] issucs that were raised by the report?
12} Mr. Hoag as far as what estimates? [12] A I provided comments whether T was asked or
[13] On the cost for coals with different [13] aot.
[14] sulfur content for delivery at Eastlake [14] Q  What issues did you comment on?
[15] and Ashtabula, who provided the initial ~ {15 A Idon't recall. T know I probably had
f16] A T think [ misunderstood one of your [16} some comments. Nothing major that stands
[17] questions, as far as the costs for coal [17} out, that [ would remember that I
(18] with different suifur content. [18] provided.
[19) What T had meant was here’s the cost %1 Q Okay. Do you know who tlse was invoived
[20] that the Fuel Procurement was using for a [20} in either preparing or reviewing the
[21] six pound coal. This is the cost we're [21] supplemental fuel switching study?
[22) using for 2.5 pound coal. That estimate [22] A  No, maybe Mr. Hoag would be better to ask
23} in the 1wblie would have been produced by 2 that. T'm sure there were other people
[24] Mr. Hoag, if that’s what you're referring [24] though, but T dan't know at this time.
[25] to; that comibined SG2 table, SO2 delivered [25] Q  Okay.

o» O»

o>0»

>

fuel price table that was in the study.

That would have been done by Mr, Hoag.
Okay. So would this be correct that the
Fuel Procurement section provided the coal
related component of the figures that were

used by Mr. Hoag?

Yes.

And then Mr, Hoag provided the SO2
allowance component?

Correct.

And then Mr. Hoag basically added the two
figutes together in order to come up with
the estimated all-in oumber for both coal
and SO2 zllowances?

Yes.

That's a faie description of the process?

Yes.

Okay. So that at least one role that your
section performed was to provide the coal
related input into those numbers?

As far as fuel and transportation pricing,
FOB mine transponation price and
ransportation price which was delivered
price of the different fuel
specifications.

A 1 don’t remember.

Q 1 planned to ask him, as well. You would
assume on something like this that there
wouid be 2 number of people involved?

A Right.

Q  Just because of the importance?

A Importance and the accuracy, cormrect.

Q  When did —~ to the best of your
recollection, when was the issue of
preparing a supplemental fuzl switching
study first discussed? The study’s dated
October 1st.

T'm just trying to — did you start
working on it a week beforehand or & month
beforehand, or a year beforehand?

A 1 probably - it could have been in
process before T was even in Fuel.

I acrually started there as manager
towards the end of Scptember, and it could
have been in progress before that. You
know, could have been after. T'm not
quite sure when Rich’s section staned
preparing that study.

Q  Okay.

A You bave to ask him that. As far as Fuel

Robert J. Rua & Associates
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Procurement, the pricing information that
they were using was basically the same
information that's in the corporate model
so that would have been prepared around
the beginning of the year sometime so that
information was definitely before a week
before, I think, but the rest of it, I'm

not sure.

You'd have to ask Rich. The fuel
pricing would have becn sometime in the
beginning of that year.

Beginning of?

'96.
Prior 1o the — just to back up, I'm
01y,

As T understand, it was sometime in
late September when you became manager of
Fuel Procurement?

Mm-hmm, yes.

‘What was your pogition prior to that?
Well, [ was on a rotation of assignment
working on & fossil operation performance
improvement program for a while and at
that time, T was also the manager of

Resource Planning.

PAGE 11

[1]] A No.

{2] Q Okay. Did you attempt to evaluate the

[3] reasanableness of the input that Mr. Lang

[ 4 provided for use by Mr. Hoag regarding

{5 coal prices?

{6] A  Yes, with Mr, Lang.

{7 Q  With Mr. Lang?

{8 A Yes

[99 Q How did you go about trying to review the
(10} input Mr. Lang was providing?

[11] A  Basically, discussed with him where the

(12} estimates came from, and how he went about
[13] deriving that, and basgically how they

[14] compared to current pricing.

[15] Q  So essentially, you were just getting

[16] started in Fuel Procurement at that point,
M correct?

[181 A  Correct.

(197 @  And what you were doing was trying to make
[20) sure that somebody who had more expericnce
[21] in the area seemed to be going about

122] developing estimates in a reasonable,

[23] orderly way?

[24] A  Correct.

[25] Q  Were you concerned at ail by the fact that

o>

o>

For how long had you been manager of
Resource Planning?

Maybe four or five months,

Before that, what position did you hold?

I was a senior engineer in System
Planning,

And for how long did you hold that
position?

Couple years, maybe,

Okay. In your position as a senior
engineer in System Planning, did you bave
any responsibility for coal procurement?

No.

Had you had any respongibility for coal
procurement before you became an
assistant —ae-senior engineer in System
Planning?

No.

In your position 23 manager of Resource
Planning, did you have any responsibility
for coal procurement?

No.

Do you have any prior training or
experience or have you taken any course
work relating to coal procurement?

PAGE 12

[1 he apparently was using an EVA report that
[2] was — had been prepared quite a number of
[3 months carlier?

[4 I'm not sure how much earlier it was

[5) prepared but no, I wasn't.

[ 6] T thought you indicated that your

[7 recollection was that it was prepared

[ 8 towards the beginning of the year.

[91 A  Right, but I'm not sure. T said the

[0} forecast. I don't know when the EVA
1] report was prepared.

[12] Q  So the forecast —

[13] A That we were uging.

[14) Q  — was prepared towards the beginning of
[15] the year?

[16] A Right

[171 Q Do I understand correctly that it, in

[t8] turn, was based on an EVA report that
[19] might have been somewhat old?

J200 A  Correct. It could have been.

f21] Q Do you know how much older it was?
221 A No.

[233 ©Q  Was that — was that a potential concern?
[24} Were you worried that the estimates might
[25] be based on stale data?

Robert J. Rua & Associates
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11 A No. [1] there may have been other inputs, buc I

2 Q  Why not? [2] don't know who it would have been,

3 A I wasn't concerned. [3] Q  To your knowledge, was there any kind of 2
[4 Q It just wasn't — [ 4] task force or review committee that was
[5] A 1don’tknow. Idont know. It wasn't a 5 iovolved in preparing or reviewing the

6] congern. iel study?

7 Q Tt just wasn't an issue you really [n 1 don’t know. 1 don’t remember. You'd

8 focussed on? {8 have to ask Rich.

9 A Tt wasn’t an issue that raised concern in, [9] Okay. In reviewing the study, did you

10] me. [10) attermnpt to go back and look at the order

11] Q  Well, did you have any specific reason to [11} that was issued by the Commission in 1995
2] believe that the use of earlier estimates [12] with respect 1o the company's
[13) was still reasonable? [13] Environmental Compliance Plan?
[14] A I was relying on the opinion of my [14 A I can't remember if I did pull that out
5] workers. [t5] again. 1 may have looked at that before 1
1) Q  Did you ask Mr. Lang whether he was [16] reviewed it. T don't remember.

17] concerned at alt regarding the potendal 177 Q Do you remember the major issues that were
18] staleness of the data that he was using? [18] raised back then about the adequacy of the
19] A Nog,ne. [19] company's carlier Environmeatal Compliance
20] Q  Okay. So you don't know whether he was [20) Plan?

21] ¢concerned one way of the other? [21] A 1 couid summarize for you what I thought
2] A No. [22] the maih igsues were.

23] Q  Okay. Do you know whether there’s been 23] Q  Please.
[24] any volatility in the relevant coat [24] A  Orlmean issue.
[25] markets during the course of the last year [25] Q  Piease do.

o o »

or two?

My understanding is within the last year,
prices have been spiking,

Do you know why that’s been occurring?
T've heard numerous izsues relating to a
cermin utility buying a lot more coal due
to poor nuclear performance, lowering of
coal inventories amongst different
supplicrs; things along those lines.

So that your understanding is that any
spikes are due principally to poor
performance at some nuclear units in the
region? :

Could be, yeah. Amongst probably some
other things.

And therefere, you expect that they'll be
temporary in nature?

Yes.

I may have asked this already, in which
case [ apologize, do you have any
knowledge regarding other inputs? That is
inputs other than yours that Mr. Hoag may
have obuained in preparing the
supplemental study?

Oh, 1 think T said I'm not sure. I'm sure
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The way I understand basically the issue
surrounding that is we were dealing in
this study with strictly the replacement
of the 1.2 million tons of higher sulfur
coal.

Mm-hmm,

And the general effect on that.

And what factors were relevant to ke
into account in determining whether to
replace the 1.2 million coal?

There was a list of issues in that
stipulated agreement.

Do you recall what any of those issues
were?

No, not off the top of my head.

In your judgruent, is it appropriate for
the company to make a decision about
whether to replace that 1.2 million tons
based solely on the use of the evaluated
cost methodology described by Mr. Stead?

Yes.

Just for clarity of the record, am [
correct that you were present throughout
Mr. Stead’s deposition?

Yes.
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{1] Q  Are there — in your mind, are there any [1] probably middle of '94.
[2] concerns as to whether there might be [2] Q  When is the first time you looked at an
{3] something missing if the company made its [3) allowance price forecast, for example?
[4 decision on whether 10 replace the 1.2 {4 A  Probably the 93, '94 timeframe.
[5] million tons based solely on the use of [5] Q  What's the gencrai pantern been in terms
[ 6] the evaluated cost methodology? [ 6] of the accuracy of allowance price
[7T] A  No. I mean you never say never, but at [7 forecasts for that time period through the
[ 8} this time, nothing comes to mind. [8] present?
[9] Da you think that ~ 22 a person with a [91 A My general impression in the beginning,
[10} lot of experience in planning, do you [10] they were much higher than they turmed out
[11] think that uncertainties regarding 1 to be right now. The forecasts are
[12 allowance prices are relevant in choosing (2] probably pretty close is my general
f13 between different coals for purposes in [13] impression.
[14] connection with an acid rain compiiance [140 Q T'm sorry, I'm not sure I heard that
{15 program? (s cotrectly, excuse me if I repeat a little
[16 A Well, let me answer that two ways because [16] bit. Hearing I have a hard time
17 I'm not quite sure. 1 know what you're i compensating for.
[18 asking but I mean when Rich's section f18) Were you saying that the price
191 actuaily does — runs — I'm assuming the 119 forecasts in *93 or "94 were about the
[20 Promod runs they did in the — they would §20] same as they've turmed out to be or fairly
2 look at the certainty or uncertainty of 121} different?
2 502 allowance cost. [22] A  No, I'm saying back in the beginning, like
[23] I'm certain they would do that, but 23] maybe the *93 timeframe or maybe even
(24) as far as fuel procurement when we're [24] sooner than that, it appeared that in the
[25) doing it at our evaluated cost, we would [25) beginning, the allowance forecasts were
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also like look at a base sllowance price,
high and low aliowance price saying that
high allowance price, low allowance price
to see if it has any affect in our
evaluation.

And Rich would aiso supply us, you
know, & high, low base forecast for
allowances,

Okay. What happens if it does have an
affect on your decision?

We probably discuss it, but it really
didn’t in this evaluation that we had
done,

Do you recall for the last quarter of 97,
what the runge was between the base, the
high and the.low?

No.

Was it significant?

I don't remember. 1t couldn't have been
that significant because I don’t remember.

Well, am I correct that it's been a
number of years that you've been having at
least some involvernent with issues
pertaining to allowance prices?

As far as T way in System Planning since

PAGE 20
1 much higher than the prices actually -
2 real prices actually rurned out to be, and
3 if you look at 1996, 1997, it appears the
4 forecast prices are probably closer to
5 what's really happening.
6| Q  What bappeoned the last time the company
7 submnitted an Environmental Compliance Plan
8 to the Commission? Were the allowance
9) price forecasts used then sccurate?
10] MR. REGULINSKI: Objecrion,
11} relevance. If you can sangwer that
12] question.
13] A T don't know what you're asking.
14] Q With your system planning background, when
[15] you reviewed the 96 study, did you go
16] back and look at whether the assumptions
17] used in doing the earlier study were
18] accurate?
1] A No,1 didn't.
20] Q Do you know whether anybody else did?
21]] A Tm not sure if Rich would have or not.
22] You'll have to ask him,
[231 Q  Would it bather you if the assumptions
[24] that were used eighteen months eariier
[25]) turned out to be off by a factor of 50
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mind, sensitivity in analyses are prewuy
important to making sound decisions,
aren’t they?
MR. REGULINSKI: Objection,
relevancy. Can you tie this into
the issue before the Commission?
MR. WEISSMAN: Yes.
MR. REGULINSKI: Please do.
MR. WEISSMAN: We think that
the company has failed to
adequately take into account
uncertainties regarding allowance
prices in its decision-making.
P'm trying to explore with
the witness whether in making
proper planning decisions, it's
important to take into account
uncertainty.

BY MR. WEISSMAN:

. Robert J. Rua & Assoclates
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percent? [1]
MR. REGULINSKIL: Objection. (2]
The witness bas already indicated [3]
that he did not consider the [4
forecast. That that was done by [ 5]
another individual. [ 6]
MR. WEISSMAN: T'm trying to [7
take advantage of the individual's [8
background in System Planning, and [9]
reaily ask him with your System [0l
Planning background — n
MR. REGULINSKI: And 1 have a [12
wimess who is going to respond to [13
the emigsion allowance price 14
forecast which your witness by the [15]
way said was not unreasonable, by [16]
the way. 17
You werzn't there at that [18)
time when he told me that the [19]

forecast was not unreasonable. [20) Q

MR. WEISSMAN: Actually 1 1] A
was, but he didn't think T was [22)

listening. @ o
MR. REGULINSKI: You were [24)
sleeping, weren't you? [25)

Is it?

1 think it is imporant to look at
different levels of uncertainty, yes.

In your experience as a system planner,
how often did price forecasts tend to fall
by 50 percent over a space of 18 to 24

BY MR. WEISSMAN:

Q

o >0 »

o»

From a System Planning perspective, is it
important 0 do sensitivity analyses?

From the System Planning perspective, I
would say yes. :

Okay.

I'm here representing the fuel perspective
also.

Is the policy within the company that
every individual should be biind to
anything other than the responsibility of
his or her section?

MR. REGULINSKI: Objection.
Can you rephrase the question,
Is it or isn’t i1?
~MR. REGULINSKI: Objection.
Can you rephrase the question for
me, please?

I'm trying to understand, do you feel an
obligation to take into account your prior
cXperience and expertise in reviewing
decisions or studies in which you were a
participant?

Yes.

And with your system planner expericace in

PAGE 24
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months for any input?

I don't remember.

Can you recall off hand any instance in
which a forecast was that far off?

T don't remember right now.

Did you have occasion to exarnine in any
way at any time the accuracy of the
company's allowance price forecasts in
successful environmental compliance plans?

MR. REGULINSKI: Objection,
previous environmental compliance
plans is outside the scope,
according to the examiner.

MR. WEISSMAN: T'm not asking
anything about the recommendations
in those reports. I'm asking the
witness about whether there were
any — whether he has reviewed
prior allowance price forecasts
and if so, whether he draws any —
would draw any conclusions from
that review regarding the level of
confidence that the company should
have in its current forecasts.

MR. REGULINSKI: This is

Robert J. Rua & Associates
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[1 regarding emission allowances? [1] next five years, the next ten years, the
[2) MR. WEISSMAN: That's [2] nex: fifteen years? How do you go about
[3] correct. {3 making that decision?
[4] MR. REGULINSKI: Okay. [4] A Al those factors thatr I just mentioned, !
[5] A  As far ag review, I've never been 5 basically would put them into a dispatch
6] responsible, you know, solely responsible 6, model and see what deveiops as the least
7 for doing emission allowance forecasts. T cost plan.
8] All T can say is my general impression of {8] Q Help me. How would a dispatck model -
9] different forecasts. Is that what you're {9] A  Well, using some sort of a dispaich ool
10} asking for? {10] such as Promod might help as to give you
1M} Q  Yes 11 projected allowance levels, things along
12} A  Okay, I feel right through they're pretty 12 those lines and let you know what the best
[13} accurate. | mean, there’s no reason to f13) combination of fuel prices, allowance
14} really doubt them now and as 1 stated 14] prices, and, you know, unit firing rates,
5] carlier, it seems like in the past, 15] things like that produces.
16) consthants were projecting very high [16] Q  Okay. Arc you aware in connection with
17} aliowance prices and those really didn't 7 the prepatation of the supplemental study,
18] materialize. They were lower. But as far 18] of any effart to examine the impact of
19] as now, I feel they're prenty accurate. 19§ maintaining or displacing the 1.2 million
20] Q Do you have any assessment of why the 20] tons of high sulfur coal on the size of
2t] carlier forecasts didn't materislize? [21] Centeriot's allowance bank?
(221 A No. [22] 1 believe that, yes, they did do a run; a
[231 ©Q  Why do you have confideace in the current [23] study on that.
[24] forecasts? {24] When you say “they,” who are you referring
[25] A 1 just feel based on my own assessment, [25] to?

o>

o»o >

that they're pretty ciose to where the
allowance — | mean they're closer to
where allowances ace selling.

There’s a real market that's
developed now and it seems like earlier
there was no true market. You know, back
I guess in the '91-92 timeframe.

In connection with the preparation of the
96 study, the 96 supplemental study, are
you aware of any effort to review the
appropriateness of the size of Centerior's
allowance bank?

No.

Do you have any views as to what
criteria ~ in your judgment, what
criteria showd the company take into
account in determining the appropriate
size of its allowance bank?

Cost of coal, cost of allowances, unit
digpatch levels, unit availabilitics.

Should the company retain —

Load.

Is the right thing to retain enough
allowances to cover potential needs for
the next three months, the next year, the

QIO>

Rich’s section.

Rich's section. And when you say a study,
is that something different than the table
that shows the —

No. The table that was in the study.

That shows the size of the bank?

Mm-hmm.

Are you aware of any discussion that
occurred internally as to whether the bank
that resulted from displacing the 1.2
million tons of high sulfur coal was -

I'm tempted to say too hot, too cold or
just about right — essentially too large,
too small or just about exactly optimal?

Not that T recall. .

Do you have any judgments on that issue?

No.

Did you or Mr. Lang attempt to — in
connection with the preparation of the
supplemental study, did you or Mr. Lang
attempt to evaluate the potential impacts
of displacing the 1.2 million tons of high
sulfur coal on the Ohio coal market?

MR. REGULINSKI: Objection.
Could you tie that into one of the

Robert J. Rua & Associstes
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1 seven items listed in the 94-1698 [ relevant is relevant under the
2 order isstied by this Commission on [2]) stipulation that we're proceeding
3 July 20, 19957 [3] under.
{4 MR. WEISSMAN: Sure. Ifit [ 4] Would you mind amending your
5] would hetp, T'd be glad to. [ 5] questions to stay relevant under
6] MR. REGULINSKI: Maybe number [ 6} the stipulation?
7] 6? [7 MR. WEISSMAN: I disagree
8 MR. WEISSMAN: The order is [ 8] with your legal asscasment. I'll
[ 9] in this pile? (9 be giad to modify the guestion.
[10] MR. REGULINSKL: Tl tell [10] BY MR. WEISSMAN:
1) you what. We can break — [11] Q@ Do you think it's relevant under the
12) MR. WEISSMAN: T don't reslly [12] stipulation to consider the potential
13} prefet to break. If you wouldn't [13] impact on the long term production
[14) nind, if you could show me. 14] capability of the Ohio mining industry
[1s) . 15] that might resuit from displacing 1.2
[16} {Short interruption had.) 16] million tons of Ohio coai?
nn --- 171 A It could be relevant as far as the fuel
[18] BY MR. WEISSMAN: 18] projections that we're using.
[19F Q My apologics for the delay. One of the 19] My understanding is that, you know,
(201 factors that the company is required to [20) they would have some kind of projection in
121] consider in preparing its supplementat 21) there as far as how that affects price
[22] study under the Commission's July 20, 1995 22] when we go out, yeah.
{29 order is, "A consideration of the impact 23] Q  Are there circumstances in which the
f24] of reduced consumption of Obio cosl and 24) company might want to increase it
{25} the resuiting impact on Centeriar's [25]) consumption of high sulfur coal in the

PAGE 3

[1] customers.”

[2] Can you tell me what steps, if any,

[ 3} you or anyone else in the Fuel Procurement
[ 4] section took to evaluate the potential

{5] impact of displacing the 1.2 million tons

[ 6] of Ohio coal?

[71 A  Welooked at that six pound estimate as
[8] representative of an Ohio high sulfur coal
[9] egtimate, 80 &5 far as how that was

[16) integrated into the study that Rich did,

[y he can answer that.

[121 Q  Did Fuel Procurement oy to assess whether
[13] there would be any potential impact of

4] displacing — did the Puel Procurement

[t5] section oy to assess whether if the

[16] company dieplaced the 1.2 million tons of
17 Ohio coal and switched to an out of state
[18] coul, that there might be any impact on

[19 the number of surviving mines in the Ohio
(20 coal industry?

2t A Not to my knowledge.

[22 Q Do you think thats a relevant factor to
23 consider under the statute?

[24 MR. REGULINSKI: Objection,
[25] The question 1 think which is

o>

o»

future?

There would be.

Would any set action or set of actions
that diminish the long term supply of high
sulfur coal patentially diminish the
options available to the company in the
future?

It could.

Do you know whether over the laat several
yearn, there have been significant
declines in demand for high sulfur coal in
this region?

No, I'm not aware of any significant
declines in demand.

Would it surprise you if there's been a
very significant drop off in demand for
high sulfur coal over the last four or
five years?

No.

Would it — do you think there's any
reason to think that there might be major
problems for the company and for ity
customers in the future if some of the
exigting Ohio mines were to shut down?

There could be.

Robert J. Rua & Associates
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[11 Q  What kinds of probiems might occur? [1] A  Yes.

[2] A I all the mines would shut down, [2] @  Andis high sulfur coal one of thosc

[3] potentially that could have less suppliers [3 fuels?

[4) and raise prices. _ [4d] A Yes.

[5] Q  Could the impacts be significant? [5] Q Since you became responsible for fuel
[6) A  Theycould be. I don’t know. {6 procurement, what steps, if any, have you
[71] Q  Have you made any impact — any effort 1o i taken to assess the adequacy of the long
[8] study that issue? {8 term availability of high saifur coal?

[9] A  No,!have been there. I have not studied [97 A  Well, first of all, ip our bid proceeding,
[10] that issue, [10] we did ask for high sulfur coal bids which
[1f] Q Do you know whether anyone associated with [t1] as you know, we are planning on pursuing
[12] the company’s fuel procurement activities [12] one for the fourth quarter of 1997,

[13] has attempted to assess the company’s [13] And secondiy basicaily, 1 read, you
[14] potential long term need for high sulfur [14] know. And for example, like Ohio Valley,
[15) coal? [15] I've been reading that they've been

1] A I don’t know. [16} securing a lot of tonnage, 80, you know, I
{177 ©Q Do you know whether anyone has attempted 17 would assume that mine will be very

[18] to assess the risk that a significant [18] valuable in the future.

[19] number of high sulfur coal producers in [199 Q Do you have any idea whether some of that
[20] the region will be required to shut down [20} tonnage resulted from other mines being
[21] their activities, their mincs? [21] shut down?

[22] MR. REGULINSKI: Objection. ] A No

(23] I don't think — I think we've [23] Q  Wouid that be relevant in your opinion?
[24] gone well beyand the scope of this [24] A  Itcould be, yeah.

[25] proceeding when we start talking [25] Q  If it rurned out that long term reliance

A
Q

about shutting down of Ohio mines.
That question is not before the
Commission.

T think we've gone too far
beyond. T've given him some
leeway, but you've gone 14
sentences beyond the scope of this
proceeding.

MR. WEISSMAN: We just
disagree. Are you instructing the
witness oot to answer?

MR. REGULINSKI: Can we have
the question re-read?

(Record read.)

——

MR. REGULINSKI: The
objection stands. I'll ask the
witness to answer, if he can.

No, T don't recall.

In your responsibility as fuel — in your
position as fuel manager, do you believe
you have any responsibility to assess the
adequacy of the long term supply of the
fuels that the company’s currently using?
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on high sulfur coal were an important
option for the company, and might well be
the most cost cffective but there were

real questions as to whether an adequate
number of mines would remain open to
provide that coal, wouldn't that

potentially be a very major concern in
terms of the availability to produce
electricity at the lowest cost?

It couild be.

Is anybody looking at that issue
internally within the company?

Not to my knowledge.

Do you know whether anybody has looked at
it at any time over the past two or three
years?

I don'’t recall, no.

Did System Planning ever ask that '
anybody - during your tenure in System
Planning, did anyone ask that issuc be
assessed?

I don’t know. No, I don’t remember cver
asking that.

Okay. Were you involved in fuel
procurement at the time the company made

Robert J. Rua & Assoclates
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[1] its decisions regarding sources of coal [1] the evaination with the high and low price
[2] for Eastlgke and Ashtabuia 5 during the [2) of ailowances as well as the base price.
[3] fourth quarter of '977 [3] Q Do you know in looking at future
{4 A  Yes, as far as they reiate to the [4) alternatives with respect to Eastlake 4
[5] solicitation that was sent out in October )] and 5, for purposes of the suppiemental
{4 s0, yesh, [ 6] study, did the company look at all of
[71 @  What was your rolc in making that [7 the — at the possibility of continuing 10
[8 decision? 8l burn the same quantities of high sulfur
9] I had people that worked for me do the . [9] cosl that it's currently burning at
{10} evaluation and then we presented the [10] Eastlake 4 and 5?7
[11] results of the evaluation to Frank, and i11) T don't recail anything that was just done
f12] discussed which bids we would award and 12} for Eastlake 4 and 5, no.
{13l pursue awarding. [13} In there any reason that you're aware of
[14] Q Did you give your staff any guidance as to 4 not to look at the option of continning to
[15) what factors they should consider in [15] do exactly what the company is doing now
[16] evaluating the different bids? [16] in terms of the quantities of high sulfur
[17] A As far as which criteria we would evaluate nn coal burned at Eastiake 4 and 57
18} there on? 18] A No.
191 Q Right. [191 Q  Was the company — was the Fuei
[20] A Yeah, yes. [20] Procurement section asked to provide
{211 Q  What guidance did you give to your maff? f21] eatimates for the delivered cost of high
[22] A  We discussed which would be the best (22 sulfur coat at Eastiake 4 and 57
[23] criteria to evaluate by and, you know, [23] A We provided high sulfur coal at Bastlake 4
[24] came up with a list of things we wanted 1o 24} and 5. We provided estimates of the
[25] use. [25) different coals at the different plants,
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What were the —

Which were, okay, BTU evaluation. We used
S02, ash, grind, moisture, and seemed to
me there could have been one more?

It's the same factors that Mr. Stead
described earlier today?

Yeah, right; same procedure Frank
described.

In other wards, what you're describing are
the specific components that were taken
into account in the evaluated cost
methodology?

Mm-hmom.

And am 1 correct in assuming that there's
no component in the cvaluated cost
methodology for aliowance price volatility
or the size of the bank or uncertainty
regarding allowance prices?

You're correct. There's no component for
that.

Were those factors considered in any other
way!? .

As far as 1 think I said this earlier,
that Rich provided, you know, a base; a
high and low forecast, and we did look at

o>

and they ran the study based on the coal
prices that we pravided. I mean, which I
guess I'm not sure exactly what the
question is leading to.

Just trying to determine if you recall
whether there were inputs used regarding
high sulfur coul at Eastiake.

Yeah, I don't recall.

Okay. Can you tell me when you reviewed
the estimates of delivered fuel costs for
different fuels that Mr. Lang provided to
Mr. Hoag, if you recall the questions T
asked at the outset of your deposition,
did you make any effort to compare
Mr. Lang’s estimates with respect to
comparc Mr. Lang's estimates witk bids
that the company was receiving for
delivery of the same types of coals to the
same plants?

MR. REGULINSKI: Objection.
No objection. May I just have
that question ve-read? No
objection.

(Record read.)
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No, 1 did not.

Okay. Do you know whether there were
significant differgnces between the
estimates used for any particular type of
coal in terms of sulfur content, and the
bids that the company had recently
received for delivery of the same types of
coals to the same plants?

Can I have that question?

MR. REGULINSKI: Yes.

{Record read.)

Nothing significant that comes 10 mind.

If the company received bids for any
particular — for coal with any particular
leveis of sulfur that were significantly
lower than the estimates that Mr. Lang had
been - had developed, would there be any
Teason not 10 use the lower actual bids?

What do you mean, not to use the iower
actual bids?

For purposes of evaluating acid rain
compliance, for purposes of developing an

o>

0>

S0 I mean -

In your judgment, would it have been
desirable 1o elicit such bids?

It could have been. You know —

What about —

Couid have been.

What about for 19997 Do you know whether
prior to preparing the supplemental study,
the company solicited bids for the
defivery of high sulfur coal to either
Eastlake or Ashtabula in 19997

No, T don't know.

Tf offers to sell such coal were made for
all of 98 or all of '99, would there be
20 reason oot to use — woukd there be any
reason not to use the bid that was
actually made in applying the cost
evaiuation methodology and comparing
different compliance options?

Yeah. Not to use it, yeah.

And what would the reasons be?

One bid doesn’t necessarily represent
what, you know, what you would see from
everyone clse.

Well -

(1
[2)
{3
|4

5]
[6]
[7
8

[9]
Ny
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acid rain compliance plan. If you have an
cstimate and an actual bid for the same
product delivered to the same plant, and
the actual bid is significantly lower than
the estmate, is therc any reason not 1o
use the actual bid?

That depends on the circumstance.

What circumstances might cause you not to
use the acrual bid?

What was the actual bid for? You know, if
the actual bid was for one quarter, does
one quarter represent a 20 year forecast,
you know. You have te ask questions like
that.

Prior to finalizing the suppiemental
study, did tive company seek bids for
delivery of high sulfur coal to Eastiake
or Ashtabula § during 19987

Not to my knowledge, no.

Why not?

I don't know.

Did you — did anyone ask you whether it
would be useful to solicit such bids?

I wasn't down there at the time.

In your judgment —

And in that, you know what I'm saying?
Like if one 2.5 pound person gives you
this price, that doesn't mean you would
get everybody at that same price range.

Does that matier? | mean isn'¢ the only
question what's the lowest cost for
gening & particular fuel delivered to
that particular plant?

When you actually go for bids, yes, but
you're asking in context of this long
range study.

Right.

And I'm saying I wouldn’t necessarily just
because you have one quarter of one year
or two years of one low bid in a cenain
SO2 spec, T wouldn't just change all 20
years worth of data based on that one bid.

What's the longest term commitment that
the company has for the purchase of coal
for use at Eastlake?

Probably at this point, through the end of
97.
Your belief is that there are no
commitments for the purchase of coal at
Eastiake after ‘977

Robert J. Ras & Associates
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Nothing 1 can recall, no.

What about ar Ashtabula 5?

Ashtabula 5, no. T mecan, no, nothing T
can fecall. -

What about at other coal fired units?

MR. REGULINSKI: Objection.
Is that necessary?

MR. WEISSMAN: I'd like to
have some sense of whether there's
sorething special about Bastiake
or Ashtabula.

MR. REGULINSKI: Tt's before
the Commission. That’s what makes
it so special.

MR. WEISSMAN: 1 acrually
also would like the witness to be
the person who answers questions.

MR. REGULINSK[: Well, I'm
asking you to withdraw the
question. Wilt you withdraw it?

MR. WEISSMAN: No.

MR. REGULINSKI: Objection.
If you can answer the question, go
ghead.

Well, for Bay Shore, we are pursuing
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[1]] A  Anything more than five years, I don't
i3 think T would pursue.

[3] Q  Whynot?

[4 A 1just think the electric market right now
[ s} is too volatile.

[6)] Q  Why is that relevant?

[71 A [Idont know. The ansct of different

8] Tetailing aspects, things like that, I

[ 9] would, you know, be iess apt to go for a
[10] longer term contract now.

[11]] Q@  There's just too many uncertsinties as to
[12] what the company will be doing five years
[13) from now?

{14 A  Probably, yes. .

[15f Q And too many uncerginties about what the
Nej total coal consumption will be; is that

i correct?

[1s] A Mm-ham,

[19) @  And what fuel prices will be like: is that
{201 correct?

[211 A  Mm-bmm,

[221 Q  And whether there will be regulations?
[23] MR. REGULINSKI: Objection.
[24] We've gone way beyond the scope.
[25] I know yon think it's in the scape

western coal contracts, but to convent the
plant over to western coal which I'm sure
you're aware of that, but as far as like
Eastlake and Ashtabula, 98, I don't know
of any commitments,

Avon, you know we do have a long term
commitment at that plant. Actually two
contracts,

Over the roughly two and a half years
since you became Fuel Procurement manager,
have thete been any new long term coal
commitments made?
MR. REGULINSKI: At any
units, Mr, Weisgman?
MR. WEISSMAN: Yes.

“MIR. REGULINSKI: Objection as
to relevance of the question, but
without waiving the objection,

Tl ask him to answer,
Since 1 becamne manager, no, not since 1
became manager.
As 4 general matter, do you think it's
desirable to avoid long term commitments?
Depends on your definition of long term.
Let's say five years or mose.
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[1} but it's not. We've gone way

21 beyond the scope of the isgue

[3 before the State Cotamission.

{4 1 will let the witness answer, but
{5 we're way out there now,

[6 BY MR. WEISSMAN:

f7 Q  1s one of the uncertsinties whether we'll
[ 8] continue to have the current form of

{9 comprehensive cost of service regulation,
[10 or whether there will be some form of
11 retail competition?

[12] A Yes.

{13 Q  Is it fair to say that we're facing an

[14] unusus| high level of uncertainty as to
[15] what the electric utility will be like?

[16] MR. REGULINSKI: Objection,
117 relevance. Don't answer the

[18 question.

f19 MR. WEISSMAN: I think what
20 might be most efficient at this
211 point would be if we could break
[22} for five or ten minutes or so.

{23} MR. REGULINSKI: Yes.
24] ---

{29) (Short recess had.)

Robert J, Rus & Associates
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[1] e [1 look at any given ntmber on the chart,
[ (A this time, Mr, Siegfried 13 that it will indicate to me for the year
[3 and Mr. Sarver left [3] that 've chosen, and the pounds SO2 per
[4 the deposition at 3:30 p.m..) [ 4] million BTU that's pertinent, it will
[5] .- [ 5] indicate the total of the estimated
[ 6] MR. WEISSMAN: T'd like to [ 6} delivered cost for the cogl, and plus the
(7 show the witness and ultimately [7 estimated vaiue of the SO2 allowances
18 ask for reumn of, a document i 8 needed to offset the sulfur in the coal;
[9] entitied Environmental Compliance [ 91 is that correct?
[10] Plan Review, Supplemenial Fuel o] A  Yes
1] Switching, confidential [11] Q Okay. And do you know essentially with
[12] informarion filed under seal. [12} respect to the SO2 component, is the cost
3} T'm going to show the witness [13) figure that is used the cosn Figure
[14] the document solely for the [14] necessary to essentislly zero out the
{15] purposes of aliowing him 10 have [15) sulfur?
[16] in front of him tables 2 and 3 of [16f A  Okay, I don’t know that. There's a couple
17 that document while I ask centain i ways you could have done these. You could
[18] questions, but T intend to ask the [18} have just taken 1.2 as the zero reference.
[19] questions in 4 manner that will [19] You could have taken anything as a zero
[20} avoid any need to creste a (20 reference. Zero is a zero reference. I'm
[21] confidential transcript. Is that [21] not sure how we did these tables.
I22] permissible? [22] Q KT repbrase your statement by saying
[23} MR. REGULINSKI: Yes, that's 23] that you could use any reference point you
{24) my preference, as well. [24] wanted, as long as you used & consistent
[25] BY MR. WEISSMAN: (25] teference point?
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1] Q  Here is the document. And really, my only
2) reason for showing it 1o you is to ask a
3] question — a series of questions
4) conceptually regarding how the numbers on
5] the tables were prepared.
6 A  Sure.
77 Q  IfT1ask you to look at any particular
8] aumnber, if we could just pick ax an
[ 9} example, the year 1999, value. I'd like
[10] to refer particularly to table 2, just as
11} an illustrative example, which 1 believe
12] pertains — T believe this is an
[13] indication on the 10p.
14) It peruains to the Eastlake plant and
15] angther notation on the top that states,
16] "Deliveredtoal costs plus SO2 costs.”
17} First of all, am T correct that what
18] the table includes is the numbers that
19} were actually used for purposes of the
20] study in evaluating the different fuel
21] choice alternatives for the Eastlake plant
122} in different years?
23] A Yes
{241 Q Okay. And would it also be correct that
[25] the numbers on the char basically, if 1

PAGE 52

[11 A  Right, whether you're going above or

[2) beyond it, right. I'm not sure how he did

[ 3} this table. You'd have to ask Rich.

[ 4] You're not sure what the exact reference

[ 5] point is?

[6] A Right

[71 Q I pick the number, for example, in the
8] column that's iabeled 3.8 pounds 502 per
9] million BTU for the year 1999, can you
10) describe your understanding as to what the
11) components are that were used to develop
[12) that number?

[13] A It's the delivered cost of fuel in 1999

[14) and an allowance adder which would have
15) been equivalent in the sense of BTU that
16] Rich would bave added onto here.

171 Q  Is there any other cost slement included
18] for any other adjustment based on the

19} charscteristics of the coal?

200 A  No, not that I know of.

{211 Q  Okay. Is there — would the SO2 value

[22] used in calculating that number be based

[23] upon the table of allowance — of

24} projected allowance prices contgined

25] elsewhere in the same supplcmental study?

" Robert J. Rua & Associates
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1] A Yeah, I would assume so, yes. [1 Q Would the transportation cost used in
2] Q 1r's something Mr. Hoag is probably better [2] evaluating the high sulfur coal, the 6.0
3] able to confirm? [3) coal option for Ashtabula 5 been based
4 A Yeah, I think sg. 4 upon the EVA rcport as well?
5] Q  That's fine. Do you know when the company 5 A 1 don't recall, you know.
6] evaluated bids for coal to be delivered 6] Q  Is that something you shouid —
7 during the fourth quarter of 19977 7] A Tt could have been. Most likely it was
8) Did it nse the same projecied SO2 8 based oD & CONMTBCE tO & certain point and
9 allowance prices that are contained in the 9] then went to an EVA projected price.
10) table? 10] Q  Have you attempted to examine — is there
11] A  Tdon't recall. It could have been 1n a — is the coal — is the cost for
12) different. The aliowance bid, we actually 12 transporting coal from Powhatan No. 6 10
f13) solicited that I think in October, s0 it [13] Eastlake or to Ashtabula 5 the same or
[14]) would have been, you know, maybe a month [14] different from the ransportation cost
[15] or two after this was turned in that those [15] associated with high suifur coal from
[16] were cvaluated, 80 it could have been a 16} other — obtained from other areas?
N7 different price. 177 A TIn general, it could be different.
[18] Q  What SO2 allowance prices do you expect 18] Q  Was there an effort made to mke into
[t9] the company to use in determining what 19] account those differences in determining
[20] coals it will select for 19987 20] the value to be used for high suifur coal
{21 A  Well, what we do — it might be none of [21] &t Ashtabulg §?
2] these. We could — we'll ask Rich what [22] A  Not to my knowledge.
{23} the most updated forecast is at the time. 23 Q  Whynot?
{24] You know, when we're ready 10 evaiuate [24)] A  Tdon't know.
{25] bids, and thar's what we wouid uge. [25] Q T there were significantly lower

o>

»0» D

How frequently is the allowance price
forecast updated?

You'd have to ask him how often he updates
it, but for the purposes of any time we
would be buying coal, we would ask him for
an update.

And with respect to the transportation
cost that's inciuded in each of the
figures, each of the numbers on this
chart —

Mm-hmm.

- would that transportation cost have
been —~ what wouid that transporation
cost have been based upon?

You asked me this eartier. 1 think what I
had said wawif there's an actual contract
in place for the particular plant, it
could have been based on that contuct,
and if there was no contract, it was an
EVA projection of rail.

If T ask you to turn to table 3, 1 believe
it is, that pertaina to Aghtabula 5,

Okay.

There’s a calumn there for 6.0 coal?

Mm-hmm_
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transportation costs for coal for Powhatan
No. 6 or other mines servable off the same
1ail line, would there be any reason not

10 take into account those — any valid
justification not to take into account

those lower transportation costs?

Just to step back a minnte, when we did
this study, my understanding of how this
works is you're just taking a
representative range.

The six pound represents in geaeral.

Tt docan't represent one in particular
mine, or two mines; just represents, you
know, here’s & representative example of
what, you know, a six pound coal could be
delivered to.

If there were a mine with inherently lower
transportation costs that was willing to :
make an offer to provide coal at a
delivered cost — on a delivered cost
basis that reficcted that transpornation
cost advantage, shouldn’t that be taken
into accomnnt?

Well, the way [ would handle that is when
we — 0o, no, | don't think. Not in this

Robert J. Rua & Associates
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{1} study. [ then that's what We use in our evaluation.
[2) When you solicit the bid, and if they [2) Q Do you do that even if the cxpected SO2 is
[3) turn in a bid and, you know, you put in [3] lower?
[ 4] the actual transportation cost and it is [4] A  Yes. If they guarantee 2.5 pounds, then
[5] lower, then it's lower than what this [5] we use 2.5 pounds.
{6 projected cost was, but, you know, 1 6] Q Okay. Is it your practice to include
(N wouldn't base this column of this srudy 7 penalties or adjustment factors based
[ g for this plant like 1 said earlier on one 8] on — in your bid solicitations, do you
[ 9 particular bid or one particular mine. 9] specify only & maximum of an average or
[10] Q Do you know whether historically the 10 both?
[H] transportation costs fram the Powhatan No. 11] A 1 can't remember what was in the last one.
{12 6 mine to Eastlake and Ashtabuls have been 12] I think there was an average and I don't
[13 lower than the transportation costs 13] think it went maximum. I don’t remember,
14 incurred by most other high sulfur coal 14 Q  As I understand it, historically, C.E.I,,
f15] vendors? s} correct me if I'm wrong, but owned the
[16 A 1 don't know off the top of my head. 16} trains that were used to haul coal from
[17] Q Do you know whether there's a reason why 17) Powhatan to Eastiake and Ashtabula; is
[18 those costs should be lower? 18] that correct?
191 A  One reason the Powhatan — 1 don't know 199 A  Historically? I'm not positive. T know
[20] what the other mines were. It's hard for 20] we were using them since I'm there.
[21] me to comparc just off the top of my head [21] Historically, that’s probably correct but
[22] becausc of the fact that we use our 22 T'm not positive historically or how far
[23] private equipment for Powhatan so that {231 back that went.
[24] cost docsn’t appear in the sense from the [24] Q  They're currently being used under a lease
[25] BTU, right off the bat, you know. It's [25] arrangement?
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hard for me to just draw a comparison
without seeing numben.

Is the company - did the company — where
are we? Does the company plan to continue
using that same equipment during the
fourth quarter of *97?

We're evaluating that now.

Is that an option avsilable to the
company?

It's an option available 1o the company.

Do T understand correctly that in
developing the estimates that are
contained in the table, that the figures
that are wsed are based upon the maximum
potential sulfur content under each
option?

Are we on wable 3?7 Basically the SO2
potential is just what we listed up top.

I mean we're assuming that is the SO2
potenrial, basically.

What about when you evaluate bids, do you
evaluate -

You adjust. 1If it's higher or lower, you
would just put in what they bid. If they
bid this is our maximum SO2 potential,

— e

5~ N A B D e

Q
m
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Yes.

Is there an option to extend that lease
arrangement?

Yeah.

Is there any change in price? What are
the terms of that option? When does it
have to be exercised?

We're currently looking at that. Tt's
pretty soon.

Do you recall how soon?

Within the next couple days.

Within the next couple days?

Correct, yeah.

1s there any risk that the company will
forfeit the option of continning to retain
that service?

MR. REGULINSKI: Objection.
T think we're going again far
afield of what's relevant to the
study. We've already indicated
through this witness that the
study does not take into account
the different transportation modes
of using ouwr own equipment, rather
it has six pound coal as a

o>0>»0 >
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PUBLIC UTILITIES CUMMISSION OF ONTD

In the matter aof the
Two—Yoar Reviaw of
Centarior Ensrgy
Corporation's Environeental
Coapliance Plan Pursusnt
to Section 4913.05, Kevissd
cods

Case No.
Ph-1698-E1-ECP

g

Continued deposition of NICHAEL KOYACH, & Witness
called for the purpose of testifying in the above wetter,
bafora me. Eilen A. Nancik, Registered Professionsl
Répgrtar and Motary Fublic within and for the Stets -
of ohio, at the offices af Cantariar Enargy Corporatianm,
€200 Qak Tres Boulaverd, Independanca, Ohis on
Monday, the Tih day of April, 1997 at 10:15 a.a.

Soms portions of this transcript are sads separats
and under confidentisl seal.

MICHAEL KOVACH, of lawful age,
called by the Ohio Valley Coal Company
for the purpose of testimony in this
matter being by me first duly swosn,
as hereinafter said as follows:

MR. PERLIS: This is Mark
Perlis, counse! to the Ohic Valley
Coal Company resuming a deposition
that had been begun by Mr. Andrew
Weissman of Mr. Michael Kovach of
Centerior Energy.

Before we begin, sinte we
have people listening on the
speakerphone, T would appreciate
it if we just take a roll call and
identify everyone who is in the
room here and on the speakerphone
at the other end.

So, for the record, my name
is Mark L. Perlis, P as in Peter,
E-R-L-1-8. I'm also an attorney
with the law firm Dickstein,

Shapiro, Morin and Oshinsky in

PAGE 2
L1
{2 APPEARANCES:
ty» michesl C. Regulingki, Exq.
Senior Coungel
[ 47 6200 Ogk Tree Moylaverd
Independence, Ohio 44131
{5l (216144T-2592
[ 61 on tehalf of Centerior Energy Corporation
L7} Dickstein, Shapiro, warin & Oshinaly, by:
Mark L. Partis, Esq.
{8 2191 1 $treet W
Washingtam, DC 20037-1%524
[ )] (021828-2232
[l
on behatf of the Dhio valley Coal
{111 Company. and Robert Wurray
[$F3] Calleen L. Noonay, Esq.
Azgistant Consumer’s tounsel
(S} }] TT Scuth Wigh Street
15th Floor
(141 columbus, Ohie 43266-0550
F15)
By talaphone:
(161
Stuart m. Slagfried
nn Far Server
Public utitities Copglssien of Ohie
181 180 East Broad Strest

Columbus, Dhio £3266-0573
na

ALSO PRESENT: Ns. mancy Cesear, Ratas Asgisgtant
201 Hr. Richard 5. hosg
Wr. rrank Stead

Washington, D.C. and to0 my right
is?

MS. MOONEY: Colleen Mooney.
I'm with the Obio Consumer’s
Counsel.

MR. HOAG: Richard Hoag,
Production Strategy Manager for
Centerior Energy.

MR. STEAD: Frank Stead,
Director of Supply for Centerior.

MR. REGULINSKI: Mike
Regulinski, counsel for Centerior.

THE WITNESS: Mike Kovach,
Manager of Field Planning and
Supply.

MS. CESEAR: Nancy Cesear,
Regulatory Affairs, Centerior
Energy.

MR. REGULINSKI: You guys on
the phone are up.

MR. SIEGFRIED: My name is
Stuert Siegfried,

S-I-E-G-F-R-I-E-D, and I'm with
the Commission Staff.

MR. SARVER: Pat Sarver,
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PAGE 29 PAGE 31
[1] anticipate that that solicitation would [1 in better opportunities for the purchase
[2) cover? [2] of coal?
[3] A TfT had to say at this point, T wouid [31 A  More buying power.
{4 just go for one yeat in quarier [4 Q 1 that becanse Ohioc Edison also purchases
[ 5] increments. - [ 5] substantial quantities of coal in the
[6] Q Is Centerior actively negotiating today [ 6] similar grades that Centerior does?
"M with any coal suppliers for the supply of [71 1 don't know what they — yeah, I don’t
[8] coul to Bastlake after January 1, 19987 [8] know.
{9] A No, not that T know of. {9 Where does the additional buying power
[10] Q  Why not? Have you made — for the record, [10] come from, if not for their purchase of
11 the counsel hasn't answered the question. [11] coal of similar guality and
12 Do you intend — 2 characteristics from Centerior’s needs?
13 MR. REGULINSKI: The witness. [13] I'm talking totally on a tonnage basis;
14 MR. PERLIS: The witness, I'm f14] volume tonnage.
15 5O1TY, €Xcuse Mme. [15) Is there some possibility that the
(16] MR. REGULINSKIL: Let's give [16] utilization requirements at Eastlake
nn the witness some time. [N and/or Ashtabula would change as a result
18] A You know, well, we just went through a [18] of the First Energy merger?
19] merger and we're basically waiting to see {199 A TIdon’t know. It could, I don't know.
20] what happens with that, and we will most [200 Q  How could those utitizations change as a
21 likely solicit as First Energy. [21] result of the merger?
[22 Q  Why does the merger affect how Centerior [22] A  They couid go up or they could go down. T
[23] Energy will pursue coal supply for [23) don’t know,
{24} Eastlake? [24) Q  Why might they go up?
[25] MR. REGULINSKI: Objection as .{25] A  There could be — I don't know. I'm just

PAGE 30 ]
[ 1] to relevance. Without waiving the
[2] objection, let the wimess
[ 3] respond.
[4] A  There could be more opportunities under
[ 5] the combined companies.
[61 Q Do you mean by that, more cost effective
[ opportunities?
[8] A  Yes

{91 Q Could that in part be because the partner
[10] in your merger may have other supplies of
[11] coal that could be made available 10
[12) Centerior?
f13) MR, REGULINSKI: Same
[14] objection, and 3 continuing
[15) objection to the relevance of the
[16) First.Energy merger questions and
L] the impact of the First Energy
[18} merger in this proceeding.
[19} Without waiving the
[20] objection, let the witness respond
[21) to the best of his ability.
[221 A  Yeah, T don't know what they have that we
[23] could use.
[24] Q  So why do vou believe that Centerior -
[25] that the First Energy merger might result

saying it could go up or down. T doat
know,

Can you provide any factors that you might
expect would cause it to go up or down?

I don’t know. Are we talking about
Eastlake here?

Yes. Let's start with Eastlake.

Well, Eastlake is a more efficient plant
than one of theirs and it counid
poteatially go up. If Eastlake's a lesser
efficient plant, than there’s - it could
go down and it could stay the same.

And by efficiency, what do you mean?

Total cost,

Per kilowatt produced?

Cents per kilowatt hour.

So in terms of cents per kilowatt hour, do
you have any idea how Eastlake stacks up
against any of Ohio Bdison's plants?

Yeah, I'm not sure.

Do you have any idea how Eastlake stacks
up with respect to the industry in
general?

I'm not — T don't recall at this time,

no.
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Q

A

Q
A

Do you believe that the cents per kilowatt
hour for Eastlake is above average or
below average?

MR. REGULINSKI: Objection as
to relevance to this line of
questioning. Would you care to
rephrase that question?

MR. PERLIS: Are you
instructing the witness not to
answer it?

MR. REGULINSKI: I'm asking
if you can make the question
relevant for him.

MR. PERLIS: I gucss 1 don't
see why the question is not
relevant,

MR. REGULINSKI: Without
waiving the objection, the witness
Can answer.

Above averzge to what? T don’t know what
yOu mean.

Above average to other coal fired
generating facilities.

In the United States? T mean, in where?
Makes a big difference.

o»0 » O>0 >

solicitation that would cover both
Eastiake and Ashtabula?

Or any other requirements we determine we
have on the system.

And with respect to Ashtabula, are there
particular characteristics, fuel nceds
that you project in 1998 that would
differentiate it from Eastlake?

No. 1 mean, could you be more specific 1
guess?

Does the company - is the company
considering some possibility of reduced
utilization at either Eastlake or the
Ashtabula units?

Ashtabula units now? We were talking just
about 5.

Ashtabula Number 5.

Not that I'm aware of on Ashwabula 5.

Any — is the company considering any
closure of either of these plants?

Not that I'm aware of. Once again, we're
just talking about 5 and Eastlake?

Right.

No, not that I'm aware of.

And no reduction in the operations, the

or O»r

o »

Let's say just in Ohio.

Just in Ohio, 1 doa’t know.

What about in the mid-west? What about in
the region extending from any adjacent
state to Ohio, including Ohio?

My thought is it would be in the top half.

By that, do you mean the more expensive
half?

No, the least; the less expensive half,

Now with respect to Ashtabula, are you
aware of whether there are any commitments
for the purchasc of coal for the Ashtabula
5 unit that extend beyond December 31,
19977

None that I'm aware of.

And how do you anticipate that Centerior
will meers-its-fuel needs at Ashtabula §
in 19987

Once again, if you're referring to, you
know, to get coal for — once again, when
we send out an RFP, we would do mostly
what we did the last time. Just one
gystem RFP specifying all our requirements
and soliciting bids at that time also,

So you would intend to do a joint

>0

type of operations?

Yeah. As I said earlier, 1 don't know.

What about other coal fired generating
facilities?

MR. REGULINSKI: Objection as
to relevance.

1 don’t know. I'm not doing — you know,
I'm in fuei. I'm not doing system
studics.

Okay. Mr. Kovach, how much high sulfur
coal is currently being burned at
EBastlake?

1 believe about 7 — depends on any given
year., [ mean, with the loads, given
loads, T would think it's somewhere
between 600 and 850,000.

And at Ashtabula 5?

Once again, depending on the different
loads, T would think it could be anywhere
between 350, and 500,000; somewhere in
that balipark.

And is all of that high sulfur coal from
Ohio gources?

I believe so,

How many different mines supply Ohio high
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[1] Q Right, and your answer was that he [1) There's rail contracts that are in thete.
[23 prepared the fuel price forecast for the [2l We had spot bids. I mean, they would have
[3] 1995 study. [3] had that in the projections.
{4 A No, I was talking about the ‘96, who [4f ©Q  The responsc says long term coal supply
[5] prepared the '96. [5] contract prices. Do you consider bids,
{6)] Q  So Mr. Lang preparcd the fuel price [ 6} spat bids, long term coal supply contract
[n forecast for the '96 study? [ prices?
8] A  Correct. [8] A No. I mean the response might not be —
[9] Q  And did you review that fuel price [9) Q  Well, it might not be what, sir?
[10} forecast? [10) A  T'm not responsible for these, right? 1
[t1] A Yes. [t1} was not the —
[12] Q  Anddo you know how Mr. Lang — the [12] Q  You said you reviewed Mr. Lang’s coal —
[13] evidence on which he relied upon in making [13] A Price forecasws, yeah.
[14) that fuel forecast? [14} Q  Then how would you characterize the basis
[15} A Yes. [15) for the coal price forecast?
[16) Q  And what was that, sir? [16] A T would ~ as T stated eatlier, it was
{177 A He used an EVA study as the premise and [ basically a projection by EVA which he had
{18] then he adjusted that based on his [18} done some tweaking te for the coal price
[19] knowledge of what he knows going on in the 19] forecast, but any contracts wonld have
[20] market; makes minor adjustments to that. [20} been —~ any contracts we had in place
[21] Q  TI'm now making reference to the response [21] would be part of that.
[22] of Centerior Energy to the Interrogatories {221 Q  When did EVA produce this forecas:?
23] and docurnent production, number 8 in which [23) A T don't recall,
[24] Centerior stated, "The coal price forecast {24} Q  And what do you think EVA based their
251 used in the Supplemental Fuel Switching [25] forecast on in the absence of long term
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[1] Study was developed based upon C.E.L's
{2} long term coal supply contract prices in

[3] place on the date the forecast was

[4] prepared.”

{5] Then, "Coal contract prices are

[ 6] escalated through the term of each

| contract at an assumed annual escalation
[8] rate.”

9] MR. REGULINSKI: It also says
] in addition, a reference ~

[11] Q A market price for POB mine coal prices
[121 is developed based upon information

[13] provided by Energy Ventures Analysis known
(14} as EVA,”

{15] With that in mind, Mr. Kovach, you've
[16] previously. stated that for Eastlake and

un Ashtabula, there are no long term coal
[18] supply contracts in place. So could you
[19] pleasc tell me how it is ~ on what basis
201 the Supplemental Fuel Switching Study
[2t] determined coal price forecasts when there
[22] are no long term contracts for Bastlake or
23] Asghtabuia?

[24] A  Well, this study was done in 1996 and we
25] had a rail contract in 1996, you know.
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[1] contracts?

[2] MR. REGULINSKI: Objection.
[3] That's the EVA's forecast. 1

[4 don't know if this witness is

[5) competent to testify as o what

(6] EVA did.

{71 Q  Let me rephrase the question. In your

[ 8] review of the coal price forecast, would

[9 you have just accepted the EVA analysis
[10] without inquiring into the basis for the

[11] EVA's price forecast of what Centerior's
(12} coal price costs were going to be?

[13] A  Therc is a basis in the report.,

{l4) Q@ Did you inquire into what that bagis was?
{15} A T looked at it. I don't know if I

[16] thoroughly inquired though.

{17 Q And do you rccall what that basis was?
[181 A No. ‘
{19 Q [ asked you before whether Mr. Fink was
[20] at all involved in the 1996 Supplemental
{21 Fuel Switching Study. Was he?

[22] A  Once again, I have to say what his

f23] involvement was before I came down there,
[24] I don’t know. You know, he could have
125} casily been involved, You'd have to ask

~ Robert J. Rua & Associates
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[1] Q And are you referring here generally to 1 Q And would you have expected the
[2] what might be called integrated resource 2 projections of load growth for the company

3] plan models? [3 to have changed between January 20, 1995,

4} A Yes. [4 and October 1, 19967

5] Q And PROMOD, dispach models? 5] A T don't knaw.

6] A  That's one of them, 6] Q  Would you have expected there to have been
[T1T Q  And there are other models as well? 7] any factors that might have affected load
[8 A  Yeah, there's a lot. B8 growth projections, cause them to change

9] Q  And you would have expected alt of those [s] between January 20, 1995 and October 1,

10) models to have been utilized in the [1q) 19967

11} preparation of the 1996 Supplemental Fuel [11] A  Tdon't know. I don’t know.

[12) Switching Study? [12] Q  Well, what are the major factors that

[13] MR. REGULINSKI: Objection. 13 determine load growth projections for

[14] Qbjection. This is not the 14] a company? ’
f15] witness that prepared or 15 MR. REGULINSKI: Objection.
[16) coordinate the 96 study. What he 16] Relevance. Without waiving the
[17 would expect to have been used is [17] objection.

[18] not relevant, and I believe you're 18] A  TI'm not here to talk about load growth. I
[19] badgering this witness now asking 19 don't know.

[20] him questions that do not relate 20 Mr. Kovach, does the load growth factor
21] to the study. 21 into the supplemental — does the forecast
233 The witness is available for 22 of load growth factor in at all in the

[23] deposition who coordinated and 23] Supplemental Fuel Switching Study?

[24] prepared the study and is {241 A Yes, I would think it factors in,

[25] responsible for that study. {235} Q  And why would it factor in, sir?

2] A

MR, PERLIS: Well, 1 intend
to ask Mr. Hoag a question along
the same lines for what he did,
but I'm asking Mr. Kovach to
elaborate on his carlicr response
that he would have expected all of
the required updates to be
undertaken, given that he was the
coordinator of the first report.

I think it is fair to inquire
of him as a witncss what he would
have expected to have been
apalyzed.

MR. REGULINSKI: May we have

the question re-read, please?

- -

(Record read.)

MR. REGULINSKI: Without
waiving the objection, let the
witness answer.

Not all of them. There’s a lot of models.
You pick one or two you use in your
company, 8o whatever he used, I would have
expected wouid have been updated.

PAGE 56
[1] A  Amount of tons of coal would give — it
[2] would affect tons of coal burned,
[3] Q  And that would in turn affect perhaps the
[ 4] number of allowances the company needed to
[95]) have?

6 A Ttcould. Yeah, it could. I don’t know.

7] Q  Okay. So what are some of the factors

8] that you would expect to influence load

9 growth projections for the company?

10] A Tdon't know.

1 Q  Would projections of consumer demand for
12 power be one such factor?

13] MR. REGULINSKI: Objection,
14] asked and answered. He said he

15] doesn’t know.

16) Q  Let me rephrase it. When you said you

17] don't know, you don't know because you are
18] unfamiliar with the factors that might

19) effect load growth, or you're just not

20) sure which ones have been evaluated for
21] the 1996 study?
[22] A T'm not the witness on that,
[23} MR. PERLIS: Can we go off
[24} the record for a moment?
[25) MR. REGULINSKI: Yes.

Robert J. Rua & Assoclates
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[ --- [ 11 effects of competition on that that may
[ 2} (Short recess had.) [2l emerge on load growth?
[3] .. [3 A Itcould be, you know.
[4] Q  Mr. Kovach, we've retumned after a brief [4 Q  What about the ability of Centerior to
[ 51 recess, and I wounld like to renew a line [3] purchase power from other sources, in
[6] of inquiry with a new question if I might. [ 6] effect displacing its own generation? Was
[7 In your capacity now as Manager of [7 that a factor that would be considered in
[ 8] Fuel Planning and Supply, do you have [ 8} projection of load?
[ 9] occasion to inquire as to the company's [91 A No,Idon't know why.
[10] projections of load growth? [t0] Q  What — how do you define the term load?
[n A There could be occasions. T haven't since 1] A  The load; the electricity use within your
12 I've been down there inquired into their 2] defined service territory.
[13 projections of load growth, [13] Q  How do you define electricity produced at
[14] Q  In your prior capacity as the Manager of [14] your generating plants?
(18] Resource Planning, would that have been an [15] A Generation.
[16] area within your expertise and competence, {1l Q Okay. Do you believe that the
17] the evaluation of load growth forecasts of nmn availability of purchased power would
18 the company? [18] effect the utilization of generation
19 A Maybe. T'm not quite sure how to answer 19} facilities of Centetior?
20 that. [20] A  Yeah, it could affect your generation. Tt
21 Well, Mr. Kovach, could you describe for [21] has nothing to do with your load forecast.
[22] me some factors, the major factors that [22] T mean, 1 didn’t understand what you were
23] you think affect forecasts of load growth 123] asking.
24 for Centericr Energy Corporation? [24] Q  Perhaps my question was inartful.
25] A 1could give you some thoughts I had, 1 [2s] Do you believe that both — that load
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Q
A

o>

mean I'm not sure they're right.

Yes.

I would think population of your service
territory is one of them. If you know of
any potential new development coming in,
as far as indugtrial development,
something along those lines. Those are
probably two of the biggest, T would
think,

Do you believe that the onset of
competition is another factor that would
be relevant to determinations of load
growth?

It depends on what kind of load forecast
you're doing T guess, T'm talking about
the service territory load forecast, so —

Right. With respect to the Suppiemental
Fuel Switching Study, does it rely on a
projection of load over the full 20 year
pertod of the study?

Yes.

So, in the context of a 20 year load
growth analysis, do you consider it — o
the best of your knowiedge, do you
congider it relevant to consider the
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[1] growth will affect the amount of cmissions
[2] that the company system-wide would have?
[3] A Ttcoud.
[4 Q  And aiso the level of generation, the
[ 5} operation of the generating facilities
[ 6} would affect the level of emissions?
[71 A  Yeah. Once again, it could, yeah,

8] Q Is there any way in which the capacity

9 utilization of your generating plants

10] would not affect the output of emissions?
11] A Well, 1 could think — yeah, off the top
12] of my kead, I don't know what was done. 1
13} couid just give you a case where, for

14] example, you raised the capacity factors
15} on non-phase one effective units and

16] lowered them on phase one effective.

17] That's a case right there where, you know,
18] in the same proportion where it could have
19] no effect at all on what went on.

20] Q  Butin terms of the total generating

21] capacity, the total generating utlization
[22] of generating capacity, that would affect
[23) emission levels?
[24] MR. REGULINSKI: Objection as
[25) to relcvance on total gencration.

Robert J. Rua & Associsies
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We arc focussing on two generation
facilities. Without waziving the
cbjection, I'll let the witness
respond.

Again, T didn’t - could you repeat the
question again?

Let me approach it from a different
direction. The cmission allowance needs
of Centerior are determined on a unit
basis, or on a system basia?

System.

So looking at the systems needs for
emission allowance, is the systems necds
affected by gystem generation levels?

Yeah, it should be,

Can you identify any significamt factors
that you think are likely to affect the
level of gencration production at
Centerior’s plants?

MR. REGULINSKI: Can we have
that question read back to us,
please?

(Record read.)

g
o>

And do you believe that the -- to the best
of your knowledge now, do you believe that
the Supptemental Fuel Switching Study
could take into account the likely effects
or possible effects of competition on the
ability of Centerior to sell power in
other jurisdictions?

MR. REGULINSKI: Obijection as

to relevance. Without waiving the

objection, 'l let the wimness
respond.
I’'m not sure to what extent it was taken
into account,
Do you belicve that it should have been
taken into account?

MR. REGULINSKI: Same

objection. Without waiving.

T don’t know,

Well, Mr. Kovach, if the total level of
gencration matters to the allowance needs
and competition affects — both
opportunities and challenges affect what
your generation level might be, isn’t it
sort of obvious that the presence of
competition will have an affect on the

>0

I don't know. T don't know.

Will load growth be such a factor?

Yeah. Our load growth could be, yeah.

Could competition be such a factor?

I don't know.

If Centerior’s service territory is opened
to other competing suppliers of pawer,
might that affect the level of both the
load as Centerior’s load as well as its
generating?

MR. REGULINSKI: Objection as
to relevance. Without waiving the
objection, the witness can answer,

Tt conld. Tt could go wup or it counld go
down.

How might it go up?

If our service territory was opened up, [
would assume everyone around us was and we
would have the oppertunity to seli there.

T mean so it could actually increase.

And would that be most likely to happen if
your costs were such that you could offer
the power at attractive prices in other
utility service territories?

It couid.

{200 A

251 a

allowance needs for the company?

It could, As we said, T mean it could,
You could need more allowances, you couid
need less. It just depends on what's
going to happen.

You might nced more, you might need less
but do you not think that the company
shouid determine whether it's going to be
more or less under different scenarios?

MR. REGULINSKI: Objection.

Thia question’s been asked and
answered. The witness has
responded he doesn't know.

MR. PERLIS: Michael, he

just —

MR. REGULINSKI: Without

wxiving the objection, we will let
the witness respond again to the
same question.
Could you repeat the what the question
was?

{Record read.)

Yeah, I don't know, It could be looked at

Robert ). Rua & Associates
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[1] 48 an uncertainty analysis. I'm not sure. [1] steps in making sales of power to recover
[2] You'd have to ask Rich if he had done that [ 2t the costs of emission aliowances
[3] of not. [3] associated with those sales?
[4 ©Q  Okay. You mentioned before that one [4 A 1don’t know.
[ 5] possible scenario s that Centerior would [5] Q  Would you say that the potential for
[ 6] be abie 10 sell power in other [ 6} sales, either wholesale or retail outside
[n jurisdicrions. 17 your service territory are significant?
[8 A  Yeah, yeah. [ 8] Once again, what do you mean by
[99 Q Anddo you think that the potential for (9] significant?
f10) sales by Centeriar will depend upon the [to] Do you believe that in the future, the
[11] cost structure of the generating [11] advent of competition will increase the
12) facilitics and their fuel costs? 2 significance of outside sales of power
13 A That would be a factor, yeah. [13] cither at wholesale or at retail?
[14f Q  And do you know how Centerior’s — do you [14] A Yeah, I would agrec it will increase in
[15] know how the Eastlake plant’s cost 151 significance. Wherever that level is now,
[16] structure compares to — let me rephrase [16] T don’t know.
17 this question. Let me start over again. [171 Q  As it increases in significance, will that
18] Earlier you stated that you thoughe [18] affect the allowance requirements of
19} that the Eastlake plant had below average [19] Centerior? .
20} costs compated to the tegion of states {20} MR. REGULINSKI: Objection.
21]) adjacent to Ohio. Do you reczall giving 211 A Yeah, it could.
[22] that answer? [22] MR. REGULINSKI: Objection as
[23] A  1don't know if it was in those exact (23] to relevance. Without waiving the
[24] words, but eluding to the fact that if, [24] objection, T'll let the witness
[25] you know, | would guess that they're in [25] respond.

o >

the better half, I mean.

That's Eastiake; what about Ashtabula?

I'm not sure about that.

Unit 5. What don’t you know about
Asghtabuia that you do know about Eastlake
that allows you to say that Eastlake would
be in the better half, but you're not sure
about Ashtabula?

I'm giving you my basic fecling and in
general, it seems that the averall fuel
cost at Bastlake was lower than Ashtabula
in the past or numbers T may have seen.

Now to the extent that Centerior wounid
sell power in other jurisdictions to other
customers, would Centerior expect its
customers.ia.pay for the emiasion
aliowance requirsments associated with
that power?

MR. REGULINSKI: Objection as
to relevance and speculative
nature of the question. Without
waiving the objection, Tl let
the witness answer,
1 don’t know what we would, you know.
Do you know if the company has taken any

or Q>

Q>

It could. T don't know.

You stated before that you thought
Ashtabula’s costs were above Eastlake's in
the past, correct?

Yeah, I'm not - once again, I'm not sure
those were the exact words but —

Whar about Centerior's other plants,
Bayshore and Avon Lake, T believe they
were?

MR. REGULINSKI: Avon Lake.
Objection as to relevance.
Without waiving the objection.

I'm pot sure.

You’re not sure about cither one of them
and where they compare in costs?

Not really, no.

Do you believe that in the world of more
competition, that Centerior might be
purchasing power from increasing the
significance of purchase power from other
sources?

They could be. T don't know.

If Centerior were to increase its
purchases of pawer from other sources,
would that affect the allowance
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[1] requirements of the Centerior system? [1] which C.E.I. might consider retiring coal
[2] A [f they did, it could affect the allowance [2] fired units because costs were 0o high?
[3] requirements, yeah. [3] A  There could be.
[4] Q So do you think that in preparing the [4 Q To your knowiedge, has C.E.L. considered
[ 5] supplemental -- a 20 year — in preparing 5] such retirements of any of its coal fired
{6f 4 20 year forecast of emission allowance [ 6] generation facilities?
7 requirements, that you would take into [7 My understanding is we are mothballing a
[ 8] account the likely significance of [8) unit at Avon Lake and at Ashtabula C
[9] increased purchases of power from outside [9] plant; certain units at Ashtabula C plant.
{t0] the Centerior system? [0} And is that because their costs were t00
1] MR. REGULINSKI: Objection, [11] high relative to the costs of other units
f12) relevance. Without waiving the [12) and the system load?
f13) objection. [13] Yeah, I don't know the exact reason. A
f14] That could be an uncertainty. Once again, [14] lot of it was age of units, is what I
{15) I'm not sure what they look at. 15 would guess. The age of the units.
{16] With the advent of competition, do you [16 Was there a reduced need for those units?
nn believe that it becomes more likely that {17] Not that I'm aware of, no.
[18] Centerior will reduce utilization of its LS Were there — do you think there is any
[19] generating facilities? [19] likelihood that additional coal fired
[20] As T said earlier, I don’t know. [t could [20] units might be retired or substantially
[21] increase. [ don't know. [21 reduced in utilization in future years?
[22] Q  Asto the higher cost of Centerior 22 As I said, and I keep saying, I don't
{23] facilities as opposed to the system wide [23 know. They could increase, they could go
[24] ones, looking at it system wide, just [24] down. T don't know.
[25] considering the higher cost of the [25] When you prepared the 1995 — when you

A
0] @

[24] A
5] a

Centerior facilitics, do you think it's
more likely that they would increase their
production level or decrease with the
advent of competition?

They could increase. 1 mecan when I'm
talking about this, I'm looking at, you
know, thinking of historical costs, and
those included, you know, some higher
price fuel contracts that are ending or
over with, so, you know, that’s what I'm
looking back at. As far as how it looks
now, I'm not suse what would happen.

Based on historical coal prices, and some
escalation of those coal prices, do you
think that the higher price — the higher
coat Centerior units would face increased
utilization or-decreased utilization with
the advent of competition?

1 don’t know,

What factors might C.E.1. consider in
determining whether or not to reduce
utilization of a particuiar plant, coal
fired plant?

Total cost, T would think,

And would there be circumstances under

o»

o

coordinated the 1995 Environmental
Planning Review, did the company look at
the size of its emisgion allowance bank?

MR. REGULINSKI: Objection 2s
to relevance. Without waiving the
objection, let the witness
respond.

I’'m sure it was looked at, yes.

And what were the factors considered in
determining the appropriate emission
allowance bank?

I don't recall. Rich Hoag had done that.
And, you know, that's a question more
appropriate to ask him. I don’t remember,

Do you recall whether outside experts or
consultants were retained to assist the
company in evaluating its allowance bank?

MR. REGULINSKI: For the 95
study we're still talking about?

MR. PERLIS: Yes.

I don't remember. There could have been.

Do you know how C.E.L.’s emission
sliowance bank compares to other coal
fired utilities?

MR. REGULINSKI: Objection,
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[1) relevance. Without waiving the [1] Q  Are there other people within the company
(2 objection. [2] who you think might be able to evalnate
[3] A No. {3) Centerior’s emission allowance banking
[4] Q Do you know what steps, if any, the [ 4] strategies as compared to other utilities’
[ 5] company has tak®n to re-evaluate its (5] banking strategics?
[ 6] emission allowance bank since the January [6] A  Yeah, Rich might do it, I would think.
[ 20, 1995 study? [77 Q  Other than Mr. Hoag?
[8] A  No, I don’t recail at this time and once [8 A Idon't know of anyone eise.
91 again, Rich might be able to tell you ali [9] MR. REGULINSKI: Can we go
[10] that, [R1;] off the record for a moment,
[11] @  Which other individuals within the [11] please?
[12 Centerior company are familiar with the 12] MR. PERLIS: Yes.
[13] allowance banking decisions in the 113] ---
[14] company? (14] (Discussion off the record.)
[15] A Once agrin, that’s a question Rich would [15] ---
[16] ask — you'd be able to ask him. I'm not [16] MR. PERLIS: We're back on
nn sure who he discusses that with. He is 7 the record.
[18] the allowance manager also of the {18] BY MR. PERLIS:
[19] corporation, [199 Q Do you have any knowledge or views as to
[20] Q Do you have any knowledge or view on [20] whether C.E.I’s emission allowance bank
[21} whether C.E 1.'s bank in the first decade 21} &t the end of phase one would be
[22] of phase two is greater or less than any [22] significantly greater if the fuel
[23] other Ohio utility? [23] switching that is recommended in the study
[24] MR. REGULINSKI: Objection, [24] i8 undertaken as opposed to the continued
[25] relevance. Without waiving the [25] burning of high sulfur coal at current
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1
[ A

objection.

No, T don't know, and T don’t really have
any view.

Compared to any other utilities east of
the Mississippi River?

MR. REGULINSKI: Objection,
relevance. Without waiving the
objection.

No, I'm not sure. T've never seen a layed
out projection for the utilities of what
their banks arc in each year, at least
that T can recall,

Can you identify any factors that yeu
think might justify C.E.I. having the
largest bank of allowances of any phase
one utility?

MR. REGULINSKL: Objection.
Assumes 2 fact not in evidence.

Well, let's assume that that were the
case. Can you imagine what the factors
are that would cause C.E.L. to have among
the largest banks of emission allowances?

No, I can’t identify them right now. And
once again, [ would think that would be a
question Rich could angwer,

PAGE 76

A

levels?
No. What do you mean by views? I mean
can you be more -~ T don't know.
Da yon believe that C.E.I. will have a
significantly larger cmission allowance
bank at the end of phase one if as
recommended in the Sopplemental Fuel
Switching Study, C.E.I. switches to lower
sulfur coal coals in place of the high
sulfur coals that it’s historically been
using?
Yeah, I don't know how to answer that. My
thought would be whatever was in that
study reflects the fuel switching.
And I'm asking you whether you think that
is a significant increase in the bank as a
result of that fuel switching?
MR. REGULINSKI: Compared to

what the Commission has reviewed
previously? Compared to what?

MR. PERLIS: No, I'm asking

for Mr. Kovach's characterization
as to whether he views the bank
increase as significant.

T don’t even recall the numbers, but just
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1] A  How much this effects that or not. 1] be in a position to change back and forth, -~
2 Q TI'm not talking about the SIP limits. 2) if that's possible.
3 Let’s just talk about the study, the 1996 3] Q So you want to make the comparison on a
[4 study, 4] year by year basis rather than a five year
[ 5) Doesn’t the 1996 study show that the 5] Or @ ten year at a time basis?
6 delivered cost of lower sulfur coal is 6] A  Well, we want to position ourselves to be
7 higher than 6.0 coal? [7n able to, you know, take advantage of any
8 A Yes. [ 8] changes, if that's possible.
9 Q Those higher costs for purchasing the low 9] Q Sa in some future year, if you find in the
10} and medium sulfur coal are incwred in the 10] future year that the evaluated cost of the
[11] year in which you make the fuel switch; is 11] higher sulfur coal is cheaper than the
[12) that not correct? [12] evaluated cost of the lower sulfur coal,
[13] A Yes. [13] you would want to be able to purchase the
[14] Q  And the allowance — the increase in [14] higher sulfur coal?
(15] altowances that that provides for your [151 A  1If possible, yeah.
(6] bank, those allowances might not be used [16] @  An when you're making the comparison of
17 until some future year; is that not also 1N the evaluated costs of coal, you would
(18] correct? {18) like to make it as of the year in which
(199 A  Might. I'm not sure, you know, [19] you are purchasing the coal?
[20] Q  To the extent the allowances were used in 2000 A  TI'm not sure 1 understand that one, what
[21] some future year, is there not a carrying [21] you were saying there,
[22] cost, an implicit cost of funds incurred [22] Q  When you make your decision — let me
[23] by the company to switch the fuel to build [23] rephrase the question.
[24]} the bank? [24] When you make the decision today as
[25] A  There could be a carrying cost. I'm not {25] to whether or not you're going to fuel
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[} familiar with it. I don’t know what that [1 switch, are you projecting the evatuated

f2] is, and once ggain, maybe Mr. Hoag can [2] codt against the evaluated cost today for

[ 3] answer that. [ 3] high sulfur coal, or the evaluated cost in
[4 Q  The report focuses on evaluated cost of [ 4] future years for the high sulfur coal?

[ 5] coal. Would you please describe what [5] A I'm notsure how to angwer that. When

[ 6] evaluated cost, how it differs from [ 6] we're using those projections, each year
[7} delivered cost? [71 has its own projecrion and as far as the

[8] A  For the terms of this report, T believe [ 8] study, T think what was done and once

[9] evaluated cost was putting in an emission [ 9] again, you'd have to ask Rich what they
[10} allowance adder. And, you know, doing BTU [10) looked at just for a 20 year period. Does
1) cquivalents of all, you know, the [11] that answer what you're asking?

[12) different types of coals. [12] Q TI'm not asking so much with respect to the
[13 Q  And do you understand the report's basic [13) study. I'm asking in terms of the

[14] conclusion to be that if the fuel [14) planning process, should evaluated cost of
{15] switch — if the evaluated cost of fuel [15] coal, comparing the low sulfur option with
[16] switching of the lower sulfur coal is [16] the higher sulfur option today, are you

{7 lower than the evaluated all-in cost of 17 comparing the evaluated cost of the high
[18} the higher sulfur coal, then the fuel [18] sulfur coal or rather of the allowances

{19] switch should be made? 9 using the today's allowance prices, or

{200 A  Almost. T agree with that up to a point. [29] future years’ allowance prices?

[21] Q  What point don't you agree with it? [21] A  Assuming I understand what you're asking,
[22] A  As we stated in the report, we also want (221 you would be using today’s allowance

[23] to remain fiexible to things that can [23] prices; the most current allowance

[24] happen. Therefore you don't — if you sec [24] projection.

[25] & changing from year to year, we want to [25] Q  When you increase the bank of allowances,
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1] some of those allowances are going to be [1] projection of future market prices of
2] used in a future year, are they not? {2 allowances?
3] A Yeah, I would assume. [3] A  That's not my area but I'll say, yeah. I
4 Q  And the cost incurred to increase that [ 4} mean we would probably do it based on
5) bank was a curr¢ht fuel cost. The higher 5] future projected prices but once again,
6] fuel cost for the lower sulfur coal, the [el youd have to ask Rich. He's really the
7 delivered fuel cost, than the higher [7 one doing that.
8] sulfur coal, correct? [8] Q So if today's emission allowance prices

9] A Tf it was necessarily that case? [9 were less than present value terms, what
ol Q@  Yes {10} you would expect allowances to be worth in
[11] A Once again, like T said, I'm not sure it [11] the future, or to cost in the future,

[12] necessarily has to be that case. For this {12} should C.E.I. be making a decision to

13] study it’s that case, but when you (13] purchase allowances to build the bank?

14] actually solicit bids we go outs and we [14) A I'm-1dont know. I'm not sure.

15) get a whole range and they do not just [15] Q  Would the decision be any different than
[16] fall in the order, so T mean I've said [16} the decision made to fuel switch to be
nA that numerous times now, 17 able to build the bank?

[18)] Q  For the allowances that are being banked {18] A  Yeah, it could be. I'm not sure.

[19) and to be used in future years, wouldn’t {19] Q@  What factors mighe affect it?

[20] you consider the afllowance prices in the {2000 A 1don't know,

21 future years to be the reicvant factor in {21] Q 1 the decision to buy an allowance any
22] determining the evaluated cost of a high [22} different in economic terms thzn the
[23] sulfur coal option rather than today’s? [23] decision to incur additional delivered
[24] A  Well, we're going back to two questions [24] fuel costs today to obtain the benefits of
[25] before T think and T'ra stll not sure I [25] an increased bank of allowances?

PAGE 86
1] understood what you were talking about,
[ 2] We have an allowance projection in
3] each year, and you have a fuel projection
4] in each year and you're going to use that
5] projection in each year when you're
6] evaluating that year. 1Is that what you're
7] asking? I'm not —
8] Q No, I'm asking —
9] A - understanding.
[10] Q  T'm asking that if you think cmission
[11] aliowance prices in the future are going
[12] to be very expensive compared to today,
[13] that is, they increase at a faster rate
[14] than your coal prices are increasing,
{15 would that affect the wey you evaluate the
{16 coal opticnstoday?
17 A The only way I can angwer that, it could
[18 be because if that's what you truly
19} " believe that it was going to escalate at a
[20] much faster rate than it is, then that
21 would be in your base projection and
[2 that's what you'd be working off of.
{23 Q Do you betieve that C.E.I. should be
(24] making decisions on whether it purchases
(28] or sclis emission allowances based on its

PAGE &8

[11 A  Once again, T'm not exactly sure how it’s
[ treated economically, so T don't know,

[3] Q  You'vc previously agreed that there may be
[ 4] under some circumstances higher delivered
[ 5] fuel costs for the medium and low sulfur

[ 6] coal.

[71 A Could be.

I8 Q Than for the higher sulfur coal.

[9] A Right.

[10] ©Q  And that incurring that cost allows you to
[11] have a greater bank of allowances for use
[12) in the future, correct?

3] A ™Mm-hom.

[14) Q  Another way to get a greater bank of
[15] allowances for use in the future is to

f16] purchase allowances in the market?

17] A Right.

18] Q  Economically, is the decision to buy an
[19] aliowance versus the decision to incur

[20] increased delivered fuel costs any

[21] different economically?

22] A  1don't know. It could be. I don't know
23] what the ~ let me say, I'm not tatally

24] familiar. 1 don't have memorized what the
25] recovery mechanism is for allowances and
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[1 how that's treated. If you're just asking [1] and Ashtabula separately, although the
(2] pure analysis wise, it could be, but, you (2 answer may be the same,
3] know, {3] Does that apply both for high subfur
[4] € TIna world in which your rates were not 4] coal as well us low and medium sulfur
[ 5) reguiated as a cost of service matter, [5] coal? That there are no longer term low
[ 6] would there be any difference cconomically [ 6] or medium sulfur coal contracts that will
in between buying an allowance to increase 7 be in place after December 31, 19977
[ 8] your bank or incurring higher delivered 8] A  Unless I'm forgetting something, there’s
[9 fuel costs to increase your bank? ] (9 nothing at Ashtabula that I know of.
[10] MR. REGULINSKI: Objection, 10] Q  And same with the Eastlake?
(L1} relevance. Without waiving the 1 A There's no contract for Eastlake plant,
[12] objection. 12 no.
{131 A Idon't know. There could be. 13 Q  And when you say Ashtabula, does that
[14] @  What might that be? What differences? 14 refer to 5 through 9 or just unit 5?
[15] A You know, | don't know what the situation 15) A T'm thinking in terms of 5.
[16] is. 16} Q  Right. With respect to Ashtabula units 6
[171 Q  Well, earlier you said that the one 17] through 9, those are phasc two units,
[18] difference you could imagine was the way 18] correct?
N9 in which the allowance purchases were 19 A Yesh,
[20] treated for rate purposes, and whether 20] Q Do they have any long term coal contracts?
[21] that was different from the delivered fuel 21 A No, not that I'm aware of.
[22] costs, Assuming we’re not in a regulated (22 Q  They, too, have no in place contracts that
[23] environment, what differcnce might there 23] will be in effect after December 31, 19972
[24] be? [24) A No.
[25] A I don't know what kind of deal you could [25] Q  Okay. Thank you. Do you know if

have worked out. If you're just giving
cash for each right up at the same tme,
there probably won't be a difference.
MR. PERLIS: Now I think
we're pretty close to 12:25,
probably a little past it, so
perbaps this is when we should
take a break.
MR. REGULINSKI: Off the
record, please.

(Luncheon recess had.}
MR. PERLIS: We’re resuming
the deposition of Mr. Kovach.
-FHE WITNESS: Kovach.

BY MR. PERLIS:

Q

I want to return to one question that I
asked sort of at the outset this morning,
but [ want to make sure [ asked the right
question and for the gnswer that you gave.

You stated carlier that Centerior has
no coal contracts for Eastlake or
Ashtabula 5 after December 31, 1997, That
i8 for — I'm asking this now for Eastiake

Centerior has any formal guidelines
governing when it would purchase or sell
emission allowances?

I believe we have guidelines, but once
again, that's Rich's area and, you know,
he wouid be able to let you know if we
have them and what they are.

But for the environmental! compliance
planning process that's before the Public
Utilities Commission, does Centerior have
guidelines as to determining when you will
switch fuels from one grade of sulfur to
another? -

Are you asking does the PUCO have
guidelines?

No, does Centerior have guidelines for
criteria for switching fuel other than
what’s been presented in the Supplemental
Fuel Switching Study to PUCO?

Other than what's been presented, our
guideline is to make sure we're complying
with clean air in the most effective way.

Assuming you are complying with the clean
&ir, I'm presuming there wouid be multiple
ways you could comply with SIP limits with
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[1] different mixes of coal at different [ what is our philosophy and what should it
[3] units; is that not correct? [2} be.
[3] A Youcould {3 Q DPoliakeit from the fact that Eastlake
{4 Q Okay. Does Centerior bave any written [4] and Ashtabula units have no contracts
[ 5t guidelines that govern the fuet choices, {5] going out after December 31, 1997, and

6] fuel switching, if you will, fuel [ 6} today being April, 1997, that the

7 switching opportunities, if you will, that [7 company's philosophy now is disfavoring

8] are all within the SIP guidelines? [ 8] longer term commitments and is more

9] A We have a procedures maowal which, you [9] focussed on spot opportunities in the coal
10] know, outlines some things but basically 1ol market?

11 the guidefine is you procure the mast cost {1} A Tdon't know if that would be a sole

12 effective manner loaking at an evaluated (2] conclusion.

13 cost for coal. [13]) Q@  Has there cver been a time in the past
[14 Q  And by evaluated cost, you mean what for [14] that you're aware of when either the
[15] in this context? [15] Eastlake plant or any of the units at
{16 A  Ewaluated, the way I look at it can mean a [16] Ashtabuia have been without coal contracts
17] coupie things and you would probably want 7 covering at least a portion of their needs
18] 1o evaluate things a couple different [t8] that extend for more than 12 months?
[191 ways. [199 A 1 dont know that. I'm not aware of that,
[20] Like in the context of this report, [20] you kaow.
[21 we said earlier that the table of [21] Q  Why is it that the company is — scems to
[22 evaluated cost took into accouat under [22} be focussed more now on spot purchasing of
[23} evaluated cost for BTU evaiuation. When [23] coal rather than longer term commitments?
124) you actually get into bids, you actually [24) A  Well, as T stated carlier, with the
[251 have ash, you might throw in grind, you [25] upcoming merger, there could be more

PAGE %4 . PAGE 96

[1] might throw in moisture or numerous other 1] opportunity, we feel.

[2) things. [2] Q Do you feel that that merger will be

[31 Q  And do criteria — does Centerior have 3] consummated before January 1, 19987

[4 criteria guidelines or manuals that 4] A Oh, I have no idea. I don’t know.

[5) provide criteria for determining whether 5] Q  If you were to go into the market for spot
[ 6} you will enter in1o long term versus short [ 6 bids for coal, starting for the year or

[71 term versus spot contracts for your (7 for the first quarter in 1998, when would

[ 8] purchasing strategy? [ 8] you anticipate having to issue those

[9] A  That's one of the things we'te looking at 9 RFP's?

[10} now as far as — 10] A  We were thinking sometime in July, June
[11] Q My question is do you have those written 11] Juiy, timeframe.

2] guidelines now, 12] @ Do you believe that the merger will be
[13] A F'm not sure if there's written 13} approved by zll regulatory authorities and
[14] guidelines. 14] in effect by June or July, 19977

{151 Q  You've spoke in answer to a previous 15] A Thave no idea. [ doa't know.

[16] question abeut a procedural manual. Do 16} Q Has anyone in the company given you &ny
1 you have a procedural mannsl that relates 17] reason to believe that the merger will be
[18] to criteria for determining whether you 18] consummated by June or July, 19977

9] purchase coal on a short, medium or long 19} A  Not that T can recall.

[20] term horizon or & spot basis? 20] Q  So does that mean then that you would
[2]] A  Yeah, 'm not exactly sure what’s in that 21} expect to have to go out for bid as

221 manual as I stated earlier. I mean I 22] Centeriot alone without First Energy or
[23} don’t recall exactly what’s in there but 23] Qhio Edison?

[24] that’s one of the things that we're [24] A Thatz a possibility, ves.

{25) looking at it right now is re-evaluating [25] Q Is it fuir to say that it's a strong
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[ liketihood?

{2 A 1Itcouid be.

{3 Q Could be a strong likelihood?

[4 A  Yeah

[51 Q Do you know the status of the merger
[ 6] application at this time?

(7 MR. REGULINSKE: Objection,
[ & relevance. Without waiving the
{9 objection.

[10] No.

[ If you were to go cut on your own, is
[12} there any way that the buying power of
f13]

[14]

(151

[16]

[17]

18

19

20]

21]

22

23

24

25]

o>

Ohio Edison and Centerior could be
combined before the merger becomes
effective?

I have no idea. [ don't know.

Has Centerior ever purchased coal with
another company?

Net that I have knowledge of.

Dao you think —

You mean in combination with like another?
Right.

A joint?

Joinr purchase of coal.

Not that T recall, no.

PRPFOFO> D>
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[1] to be focussed on a short term horizon a
i2] spot horizon for coal?
3] A T guess you seid there’s - can you repeat
4] what you said?
5] Q  Yes, let me rephrase it. That was a very
6] lengthy statement in the form of a
7] question.
8 Whean T asked earlier as to what the
[ 9] basiz was for the company's decision -
[10) seeming decision to focus on spot
1 purchases of coal rather than longer tem
12 purchases, the first factor you mentioned
13 was the possibility of the merger, the
14] First Energy merger providing
15) opportunities.
16] In subsequent questioning, you stated
17] that it could be substantially likely that
18] the merger will not occur by the time that
19] you have to prepare your first bid.
20] That being so0, what other factors are
[21] there that would cause the solicitation to
[22} be a short, spot term spot solicitation?
{231 A TIncreased flexibility.
24] ©Q  What do you mean by increased flexibility?
25] A Having more options available to you
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[1}] Q  Have you ever gotten counseled that that

[2] would be legal for the company w combine
[3] with another?

[ 4] MR. REGULINSKI: Objection.
[ 5] MR. PERLIS: I'm simply

[ 6] asking if he's received advice of

[7 ‘ counsel on this, not what the

[ 8] counsel's advice is.

[9] MR. REGULINSKI: With that
[10] clarification, T'll permit the

11} question.

[12] A  No, 've never talked to anybody about

i3 that.

14 Q  So let me retwm then to the question as
15 1o why the company is more focuased on
16] short term purchases, spot purchases in
4] particular in one year horizong, rather

18 than longer term horizons for the purchase
19 of coal.

20 You stated that it was in part

21] becausc of the First Energy merger. It
[22] now secms it could be subswantially Likely
23] that that merger won't occur.

[24] Let's assume it doesn't occur. What
[25] other reasons would there be for Centerior

PAGE 100

1 instead of being contracted long term,

{21 Q And what would the advantage of that those
[3] options be? What’s the advantages of the

[ 4] flexibility?

[ 5] You could be more responsive to changing

[ 6] market conditions.

[7 More responsive in terms of making

[8] commitments of cash that's required to

[9] purchase the coal?

[10] A  Yeah, that definitely could be onec thing,

yes.
[12] Q  And why in the past do you think the

[13] company may have thought that conditions
[14] were appropriate for longer term purchases
15} of coal?

[16] A 1don't know.

[171 Q  Can you imagine any factors why Centerior
18] might in the future want to look at longer
{19] term purchases of coal?

[20] A  None come right to mind, but I'm sure

{21} there are some reasons.

f22] Q  And why is it advantageous to the company
{23} not to have to make long term commitments
[24] of cash?

{251 MR. REGULINSKI: Objection,

prre—
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1} relevance. Can you tie that into f1] Q 1In your expericnce, would you say that the
2] coal burning? [2] projections are accurate at least within
3] Q  Yes, to make commitments of cash for the {3 10 or 15 percent when you're looking at
[ 4} purchase of coal. [ 4] only a one year or two year horizon ahead
5] A Tf there's a decrease in coal prices, then [ 5] of you?
6] you don’t teke advantage of that. [6] A  One year, I don't know. I don’t know.
71 Q  And has there been volatility in coal [7] Q Istherc reason to believe though that
8] prices in the recent past? [ 8] sometimes the forecasts — the market
9] A Yes, there scems to be. [N changes in a way that the forecasts didn’t
[10] Q Do you have reason to belicve that there {10] anticipate?
[11] will remain volatility in the coal price in] A  Oh, sure.
1 markets in the future? [121 Q  Sure. Now are you aware of — you said
[13] A Tt could. [13] you were not aware of any written
[14) Q By voladlity, do you mean that prices [14] guidelines on when to purchase or sell
[15] tend to go up and down? [151 emisgsion allowances. You're not aware if
[168 A  Well, up and down, or go down while your {16} the company has any such guidelines?
[N contract price stays up. [17] 1 said we could. You'd have to ask Rich
[18] Q Mm-amm. [18] about that.
[199 A  Things along those lines. [19] Right. Now, if the company were to
[200 Q  Now, the company is regularly making [20] develop such guidelines or evaluate the
[21] forecasts of future coal prices, 2t] guidelines that it has, would you expect
[22] A  Well, what do you mean regularly? [22] those guidelines to take into account
[23] Q  Does the company make forecasts for [23] volatility in emiasion allowance prices?
[24) internal planning purposes, fuci [24) A  Yeah, it could be one consideration.
[25] purchasing decisions, make forecasts of {25} @  Would you expect it also to take into
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future coal prices?

Yes.

Does the company rely on outside
consultants to do that on a regular basis?

For input, yes.

And one such consultant’s forecast was
utilized in the 1996 suppiemental study;
is that correct?

Yes, as I stated, EVA.

Waere there other allowance — [ mean other
coal price projections made by outside
consultants that were available but not
used in the Supplemental Fuel Switching
Study?

There could have been, yeah,

With respact to those projections that are
made, I assume the company's been
making ~ having projections made for a
number of years now.

Yes.

Do you track the accuracy of the
projections to what actually tums out to
be the case and how accurate the
projections tend to be?

1 have never done that, no.

o>

o » 0O»>

account the reliability, the ability of
forecasts to actually track what happens
in the future?

That could also be something, yes.

When the company makes fuel purchasing
decisions, does it ever explicitly take
into account the company’s cost of capital
for incurring higher costs today for some
future benefit?

Not that I'm aware of,

Do you know what the company’s cost of
capital ig?

I'm not sure, 1 think it's about 10
percent.

Do you know if Centerior enters into any
long term power sale agreements?

MR. REGULINSKI: Objection.
Relevance.

MR. PERLIS: Because power of
sale agreements depend upon the
cost of fuel, [ want to see
whether or not there is a
congistency in the planning
horizon as utilized by the

company.
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(33 A

5
o»

MR. REGULINSKI: T'll allow
the question.

We have a wholesale power section, so
hopefully they are pursning long term
sales. [ don't ktow what any of them are
though.

Do you know if the company has any long
term - you don’t know if the company has
any long term power —

I think we have some. T don’t know what
they are though. T think there’s a
couple.

And when the company considers undertaking
long term power saic commitments, is the
Fuel Department consulted as to the
ability or benefits of such commitments
based on the fuel price projections?

T don't understand the question.

When the company considers undertaking
long term power purchases or power sales,
is the Fuel Department and are you as the
Fuel Manager consulted so as to bring to
bear on that power sale or power purchase
decision expertise that you have regarding
directions of coal markets?

PAGE 7
1] October 1, 19967
2] A Absolutely.
3] Q Since of that time, whenever it was, has
4] there been any subsequent EVA srudy
1] commissioned?
[ 6} MR. REGULINSKI: Objection,
71 Relevance.
8] MR. PERLIS: Let me finish
9] the question.
[10] MR. REGULINSKL: I know, T'll
f11] let you finigh the question.
[12] ©Q  Have there been any subsequent EVA
[13] forecasts commissioned with respect to
[14) determine or to predict crizis in the coal
(5] markets in 19937
[16] MR. REGULINSKI: Same
7 objection. Without waiving, the
[18] witness can answer.
[199 A  Yeah, I'm not sure. Therc might be
20 another projection. If there is, I'm not
[21] using it, or we're not using it for
22 anything,
[23] Q  Why would you not be using it?
[24] A If there is one, I'm not sure when we
[25] would have gotten it at that time.

PAGE 106
(11 a

=
> O»0

=
»
")
o

B
o> O » ©

We're consulted as far as providing the
fuel forecasts that is used in the
analysis and it's really Rich’s section
that does the analysis.

Your section provides the fuel forecasts?
Forecasts, yes.

When you provide those fuel forecasts,
what do you base thosc fuel forecasts on?
Same things as we've said before. Usually
what we would use is the EVA projection
with some minor changes to it.

Has EVA made a coal price projection for
1998?

Well, in terms of the forecasts we have,

it does have & projection for 1998. Is

that what you mean? Is there a brand new
forecast?

When was that EVA forecast made that
contains the projection of 19987

You asked that earlier. I'm not sure what
the date of that forecast was.

That's the same EVA forecast that was
utilized in the Octaber 1, 1996 study?
Yeah, to the best of my knowledge.

So that forecast had to kave pre-dated

PAGE 168

[1] Q So you're going forward, your department’s
{?] going forward in its forecasts in

[3] evaluation for the bids, the RFP that

{4 might be put out in June or July without
[5] any EVA projection that’s more recent than
[6] the one that was utilized in the study?

[7] A 1didn't say that. 1 said there could be,

[ 8} you know. If we do that in July, we would
[9] pursue something. If we don’t have

[0} something newer, we would pursue something
[t1] for that.

[12] Q Can you tell me again why, if at ali, you
[13] think the decision to bank allowances for
[14] the iong term is different from the

15 decision to purchase facel for the iong

16 term?

17] MR. REGULINSKI: Objection.
18 Asked and answered. Is there

[19] something about his answer you
{20] didn’t understand, or we need to

21 go over this again?

22 MR. PERLIS: I think I should
23 be given a leeway. I don’t
241 believe [ asked the question
{25} exactly this way, and we'rc sart
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1] of getting close to summing up
2 right now.
3 MR. REGULINSKI: Okay. Go
4 ahead.
[5] A  Could you repeat that?
6] Q  Yeah, is there any reason why you belicve
7] that the decision to bank allowances over
8 the long term should be any different than
9] the decision, the criteria used for making
10) a decision to purchase coal over the long
11] term?
12] A I have no reasons I can give you right

[13) now.
[14] Q  So that reasons of volatility and inherent

[15] unreliability of forecasts might equally
[16] apply to allowance prices as they do to
M coal prices?

[18] A 1t could, yeah,

[19) Q  And the flexibility that is much wanted by
[20} you for coal could exist just as much for
[21] banking allowances?

[2] A It could.

[22] Q Do you believe that it's possible within
[24] three to five years that Centerior Energy
(25] or First Energy, if the merger goes

PAGE 111

[1] A It was a little different set up because

2 Rich was in my section at that time so he
[3] bazsically did all that, kind of as an

14 independent. Once again you can ask him
3] for more details on how it went and then
{6] when I left, he just maintained all the

[T respongibilitics and so0 it was more at a

[8] manager level when Rich ook over.

[99 @  Was there a reason why one person was now
[10] being asked to take on multiple

f11] responsibilities that had been shared by
[12] different people in the prior regime?

[13] A  We're all being asked to take on more
114] responsibility the way I see it. Yeah, 1

[15] don’t know. There’s less people and the
{16] same amount of work.

[171 Q  Why are there less people and the same
[18) amount of work?

{199 A Tt just seema like there's less people.

{20) @  Has the company been trying to reduce the
[21} number of managerial employees relative to
[22} the work load?

{231 A TI'm just looking at relative statistics.

[24] I think about four or five ycam ago we

[25] had 10,000 employees and we're down to
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[ 1} through - let’s assume the metger goes
[2] through - that if the merger goes

[3] through, is there any poasibility in your
[4] mind that the generation and distribution
[3] functions of the company would be

[ 6] effectively disaggregated?

[71 A  That could, yeah, that could happen with
[ 8] or without a merger, I would assume,

[9] Q@ Do you think there’s some possibility that
[10] if there were no merger, Centerior would
(11} not be in the generation business three to
[12] five years from now?

[13] MR. REGULINSKI: Objection,
[14] relevance. Without waiving, the
[15) witneas can answer.

{166 A  Well, I would say, no, we wouild always be
(7 in the genesation business, but I mean [
[18] don't know that.

[19 Q CanT ask you who replaced yon in your
{20] position in power planning as Manager of
{2n Resource Planning, I think you called it?
{22 A That's right, yeah. Rich Hoag.

[23] Q  So when you were in that pogition, you
[24] didn’t have responsibility over allowance
f251 banking decisions, and planning?
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(1) 6,200 now.
[2] Q  Soisit fair to say that you're all

[3 spread a little thinner now than you were
[4 before?

[5] A  You could say that.

[6] Q  And the size of the staff in the Fuel

(7 Planning and Supply area of the firm, has

[ 8] that similarly undergone a change where
[9] before, there used to be several people
[10] and now there are fewer people doing the
[11} work?

[12} A  Seems that there — T don't know that far
[13} in the future, but secms it’s about the

[14] same level as it was before,

[151 Q  Ive scen reference in your carlier

[16] depasitions to Mr, Salowitz and Mr. Fink.
"1 A  Mm-bhmm.

['8] Q Do you perform work thar each of those -
[19] gentlemen used to do?

[20] A Tcould 1 mean basically Frank would be
[21) analogous to Mr. Salowitz and Fink. Yeah,
[22) 1 would be performing a lot of those

23] duties.

[24] Q  And how much experience did you have
buying coal before you assumed this

Bobert J. Rua & Assoclates
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a2,
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[1] position?

[2] A  Buying coal, I had no expericnce buying
[3] coal.

[4 Q  And Mr. Fink had quitc a number of years
[ 51 buying experience buying coal.

[6] A T'm not aware of his experience. I

[7 couldn’t telt you.

[8] Q  Arc there other people in your department
[9] junior to you who have extensive

[10) experience in buying coal?

[11] A  Basically, everyone in our department has
[12] extensive experience buying coal.

[13] Q@ Do they have extensive experience in

[14] preparing projections of coai prices?

[15] A  Some of them do, yes.

[16] Q  Who would some of those individuals be?
[1M1 A Well, as T relayed earlier, Joe Lang was
[18) the one that did this, and I think he

[19] would be the one that has the most

[20] experience as far as putting together

[21] forecasts.

[22] ©Q Do you believe you had more or less

[23) experience than Mr. Fink in coal

[24) purchasing?

[25] A 1 honestly don't know. T said I don't
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{11 A 1don't recall.
[2] Q Do you have any idea what the — how EVA

[3] gocs about forecasting coal prices?
4] MR. REGULINSKI: Objection.
5] MR. PERLIS: T'm not quite
6} sure what the grounds for the
[7 objection is.
{8l MR. REGULINSKL: This witness
9] doesa’t work for EVA. It'sa
10] forecast supplied by an outside
11] consultant. T don't know if —
[12] I'm certain this witness isn't
13) competent to testify as to EVA's
14] actions nor is it relevant to this
15] proceeding.
[16] MR. PERLIS: He hises them,
17 he oversecs them. He has some
(18] ability to comment upon what he
19} knows about EVA’s basis.
[20] MR. REGULINSKI: They're also
[21] a nationally recognized consulting
[22] firm.
[z3] MR. PERLIS: T don't dispute
[24] that. T'm just asking this
[25] individual management employee
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[1] know ‘what his experience was at fuel

[2] before he came there.

[3]1 Q Do you know if other utilities have

[ 4] similatly inexperienced coal buyers

[5] managing their fuel deparmments?

f 6] MR. REGULINSKI: Objection,
[n relevance,

[8) MR. PERLIS: The wimess

[9] shook his head saying no. If you
[10} just give me a moment, T'll see if
[11] T have anything else.

(12] .-

[13] (Short recess had.)

N4 - --

[15} MR, PERLIS: 1 do have

[16] another question.

[171 Q  Earlier after the lunch break, I asked you
[18] whether EVA had conducted a forecast
[19] subsequent to the one that was retied upon
[20] in the 1996 srudy.

[21]] A  Mm-hmm.

[22]1 Q  With respect to the EVA forecast that was
(23] relied upon in this study, do you recall
241 whether it provides projections of spot

[25] coal prices for 1997, 1998, and 19997
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[ 11 what his knowledge is of EVA's

[2] basis for their fuel price

[3] projections.

[ 4} MR. REGULINSKI: Tl allow
[s] the question.

[6] A I donot know their exact basis for their
[T} fuel price projections.

[8] Q If you were going to project fuel prices,
[9] what would you look at?

[10] A  Meaning if T was a consultant, what would
[11] I lock at?

[12] Q No, in your capacity as signing off on the
[13} company's fuel price projections, do you
[14) just automarically send down the road

[15) whatever EVA says?

[16] A No.

[17 Q  You exercise some independent judgments
[18] along with all the other individuals like

{19} Mr. Lang and others within your company in
[20] your deparument,

[21] A Mm-hmm.

[22] Q  As you exercise that judgment, what are
(23} the factors that you look at for making

(24] coal projections?

[25] A  Well, I would look at coal publications
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[1 that give you some indication of what some (1] me if for asking. Bear with me if [ ask
[2} pricing is. Basically, you could look at [ 2] it a second time.
3 some of your past solicitations, talking [ 3] Do you know what the embedded
[4 to peopie, you know. [ 4] transportation costs are that were assumed
[5] Q  When you received the results of the 1996 I 5} for purposes of the delivered cost of coal
[ 6] solicitation for fourth quarter 1997 of [ 6] in the 1996 study?
[71 coal — let me start that question over [7] A  Yeah, you did ask me that beforc and 1
[ 8 again, please. 8] said T wasn't sure exactly what was uscd
[ 9} I don’t recall the date for when you [9] in there.
[10} issued your RFP, but with respect to the [10] Q@  You have some rough sense of it?
[11] RFP that you issued for fourth quarter, [11]] A Of the exact numbers? No.
[12] 97 coal deliveries, what forecasts did [12 Q  Yeah,
[13 you have in you piace for coal in that [13 A Idont.
[14] period? As you went about setting the [14] Q Do you know whether it's ten dollars a
[15] RFP, what caal price forecasts did you (15] ton, or five dollars a ton?
[16] have or did you rely upon? [16] A No.
[17] A We were using this EVA forecast. [17] Q Do you know whether the rail
[18 Q  The same EVA one that's in the 1995 study? (18] transportation costs for unit 5 at
(19 A Yeah, that T recall, yeah. [t9 Ashtabula is different from the Eastlake
[20f Q  And as you evaluated —~ did you evaluate [20] plant?
[21 the results of the RFP and compare them to [21] A My recoltection is it's different, yeah.
[22 that coal price forecam? [22] Q  How much?
23 A That may have been done. T did not do [23] A Tdon't knaw. I know it's different.
[24 that myself, no. [24) Q  What about the difference between
[25] Do you have any knowledge as to whether or [25] Ashtabula 5 and Ashtabula units 6 to 9, is
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not the prices for the winning bidders
came in above, below or right at what EVA
forecasted for 1997 prices to be?

I looked at that. T don't recall ~ no, 1
don’t recall at this time; don’t know.

s that something that you would consider
an important evaluation 10 make as you go
forward into the next RFP bid process?

Yeah, yes, to look at that in handling
that.

And your knowiedge and your expertise and
the cxpertise in your whole department,
are there reasons that you have to believe
that coal prices may be going down for the
98 bid compared to where they are for
year '97 bid]

I don’t know. They could be going down
and they could be going up. T don't know.

Do you have any reason to believe that
whatever diffcrential there is between the
high sulfur coal and the medium and lower
sulfur coals, that that differential will
either widen or narrow?

No, no, nothing that comes to mind.

1 think T asked this before, but forgive

OrOFPROF O »0O

o > O»

there any difference in the transportation
costs for those units?

T would say, yeah, because Ashtabula 5
right now is rail or truck, and I thought
C plant is all oruck, so just in that fact
itself,

T'm sorry, which plant is all truck?

You said the smaller, right? C plant is
tuck delivery.

s that the same thing as Ashtabula units
6 through 97

Yeah. We call that C plant.

C plant as in the letter C?

Yeah.

So Ashtabula C is all truck and not rail?

Mm-hmm.

And 30 you would expect that
transportation costs for that arrangement .
to be different than for the rail?

Right.

And Ashtabuls unit 5 is a mixture of truck
and rail?

It's basically rail. I think it could be
cither thongh.

Looking back at teble 2 from the
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confidential version ~
MR. PERLIS: Can we go off
the record for a minute, please?
MR. REGULINSKI: Yes.

(Short recess had.)
MR. PERLIS: We're back on
the record now.

Turning your attention to table 2, revised
that was provided as OVCC-27 in the
document production, we're going to try 1o
ask this question in a way that doesn't
require you to disclose any confidential
information on that table.

So please, in giving your responses,
keep that in mind. Looking at the bottom
of the page, the footmote that is
associgted with the column for the
delivered coal cost plus 502 cost for a
3.6 pound coal blend, or mix, I'm not ~
the footnote says, "This is based on
alternating burn at 58 percent 2.5 pound
coal, 16 percent 3.8 pound coal, and 26
percent 6.0 pound coal.”
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[1] necesgsary applicability in the future?

[2] MR. REGULINSKI: Objection.
[3] The difficulty with responding to

[4] that question is that Mr. Kovach

[5] has only beforc him the table that

[ 6] was provided to OVCC counsel under
[A number 27, and not the question

[ 8] nor the answer for OVCC number 27,
[9] and I'm wondering if counsel

[10] wouldn't mind, T can show it to

[11] him now the guestion for QVCC
[12] number 27 and the response to the
[13] Ohio Vailley Coal Company

[14] Interrogatory number 27.

[15] MR. PERLIS: Well, Pm not
[16] asking the question that was put

(17 in the question 27 of this

[18] wimess. I'm asking a different

[19] question.

[20] MR. REGULINSKI: Yeah, I
[21] thought it was the same question,
[22] MR. PERLIS: No. I'm asking
[23] a very different question.

[24] MR, REGULINSKI: Could you
[25) restate the guestion for me,

[1
[2]
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Q>

o»

or 0> O»

And I take it from the next sentence
in this footnote that these percentages
are based on historical 1996 mixtures at
Eastlake of coal of these different
percentages; is that correct?

Yeah, as far as — yeah, as far as [ know.

And those coals were purchased in 1996
under contracts that will not be in effect
after September 30, 1997; is that correct?

Yeah, as far as I know, yeah.

So, going forward, there's no reason to
believe that these percentages will
necessarily be the same in future years
when you do your spot purchases, will
they?

No, could be higher or lower.

For each of the three components, but for
what the PUC decision might be?

Right.

They could be higher or lower for any of
the sulfur content of coal?

(Indicating yes.)

So wkat is the utility of presenting a
projection as your sole projection that's
based on percentages that have no
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1] please?
2] MR. PERLIS: Right.

3] BY MR. PERLIS:
4 Q My question is since these percentage

5] allocations of coal between 2.5, 3.8 and
6} 6.0 coal are not necessarily going to be
7 applicsble in the future as you purchase
8] on a spot basis, why should they have been
9] used in any study of evaluated coal costs?

0] A Is that it?

11] Q  Yes, that's the question.

12] A Okay. There's an infinite — like you

13] said caslier, T think infinite number of

14] combinations that could make up this.

15] Q  And in your -~
[16] A  And I'm not sure any ooe in particular is
n7n relevant. My understanding is the reason
[18] why this was done is because we were asked
f19] to producc an examplc and one was
(20 produced.
21] Q  Well, iooking at the gquestion 27 now that
[22] your counsel called to your attention
23] before, that question doesn't ask for the
[24] 1996 historical allocations of coal, does
[25] it?
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[1] MR. REGULINSKI: Well, the [1} combinations of things that could have

[2) question will speak for itself, 12 been done, This was one way to do it and
[3] Can you formulate another [3] that’s how Rich’s group chose to do that.
[4 queation? [4 Q Could ancther combination of continued use
[5] Q On its face, that's al! I'm asking since I [ of Ohio high sulfur coal been all 6.0 and

[ 6] don’t want to read the question for the 6] 3.8 pound coal and some percentage t0 meet
[7] record, on its face does question 27 refer [N the SIP limitation?

[8] to 1996 historical experience of - [8 A It could have been.

[91 A My interpretation is yes, it does because [99 Q  And as far as you know, there's no

[10] it asks for a continued use. To me that 10} environmental reason why Centerior

] implies doing what’s going on right now so 11} couldn’t Hmit itself to 3.8 and 6.0 pound
[12} whoever answered this probably would have 2 coal and meet the SIP limitations?

[131 done it the same way. I would have dane 131 A Not that I know of that arc in the right
[14] it the sume way. [14] combination to make surc you're always
[15] Q 1see. So when the company makes its [15] maintained under that SIP Hmit.

[16] recommendation in the Supplemental Fuel [16) Q  And when you received the bids for the
{17 Switching Study that it prefers to have [ fourth quarter 1997, were they in the

i8 the flexibility of the fuel switch rather 18] allocation of 58 percent 2.5 coal, 16

19 than continued buming of high sulfur Ohio [19) percent 3.8 pound coal and 28 percent 6.0
20 coal, that judgment is simply that you [20] pound coal?

21] prefer the flexibility over the cursent [21] A 1 don’t kmow what aliocations they were.
[22 allocation in the future of 6.0 versus 2.5 [22] We were just looking at first evaluating

[23 and 3.8 pound coal? [23] lowest evaluated cost and then looking at
24 MR, REGULINSKI: That's [24]) the SIP limit.

25

a long question. Can we have that

[25}] @  Starting then on table — the third page
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question read?
(Record read.)

I'm not sure T would agree exactly with
what you said. What we said in the
Supplemental Fuet Switching Study is that
we wanted to remain responsive and
flexible, and therefore different
combinations of coal, sulfur content
bunched with emission allowances and what
appears in the study could be burned,

Right, and the company concluded that the
flexibility from doing the fuel switching
was better than the continued use of coal
at the histogic 1996 allocation
percentages. Isn't that in effect saying
that the substance of the response to
question 27 is?

No, T don't know. T have to read this.
Once again, I'd say, I thought this
was done because of what was asked, you

know.

Well, do you think —

There couid be a lot of different
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f1 that OVCC-14, keeping in mind that I'd

[2 like to keep this on the record, and not

[ 3] require you to disclose any confidential

[ 4] number.

[ 5] if I should misspeak, we'll take it

[ 6] off the record, or put it in the

[n confidential portion of the record.

[ 8] As you look down OVCC-14 and the
[9 Eastlake 1997 coal bids, you say that they
[10] were put in order of evaluated cost,

[11} meaning that the lowest cost cores at the
[12] top.

[13] As you look at those evaluated costs,
[14] do you see any bids or combination of bids
[15) that result in aliocations similar to 58

[16] percent 2.5, 16 percent 3.8 and 26 percent
7 6.0?

[15] A 1don't know. Something could come up to
9] that. We didn’t look at that when we did
[29] this to come up with this.

[21]] Q Do you know haw many, if any, of these
[22] bids the company intends to proceed to
{23} contract with?

{24} A Yes, some of them. I don't know the exact
[25] ones but some of them.
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1} know, my predecessor most likely would
2] have had the contact or whenever the
3] projection was developed.
4 Q But do you know that just in general,
[ 5] whether there are separate coal price
[ 6] forecasts done for spot versus long
[ 7} term —
[8f A  No.
[9] Q - contracts?
10] A 1Idont know. I would think there could
11 eagily be, but I baven't used any.
12 MS. MOONEY: Okay. Thats
13 all T have right now. Thank you.
[14] MR. REGULINSKY: Let's take a
[15] short break before we start with
(16 Mr. Hoag.
7 R
18]
[19]
[20] MICHAEL KOVACH
[21 (Pepasition concluded.
[22 Signature not waived.}
23 ce-
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[1] STATE OF OHIO, ) CERTIFICATE

)
[2] COUNTY OF CUYAHOGA )
[ 3] I, Ellen A. Hancik, a Notary Public
[4] within and for the State aforesaid, duly
[51 commissioned and qualified, do hereby certify
[6] that the above-named MICHAEL KOVACH, was by
{71 me, before the giving of his deposition, first
{8] duly swomn to testify the truth, the whole
9] tuth, and nothing but the truth; that the
10]  deposition as above set forth was reduced to
11]  writing by me by mcans of stenotype, and was
12] later transcribed into typewriting under my
f13] direction; that said deposition was taken in
[14]  all respects pursuant to the stipulations of
[15] counsel herein contained, and was completed
16] without adjournment; that the foregoing is the
17]  deposition given at ssid time and place by said
18] MICHAEL KOVACH,; that T am not & relative or
19]  attorney of either party or otherwise interested
20] in the event of this action.
21 IN WITNESS WHEREOF, 1 hereunto set my
[22] thand and seal of office, at Cleveland, Ohio, this
[23] 9th day of April, A.D., 1997.

Ellen A. Hancik, RPR, Notary Public
[25]) My commission expires: 2/1098
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PuRLIE UTILITIES COMMISSION OF OWID [ l] R
. ) [2] FRANK R. STEAD, of lawful age,
mumape (3 calld by the Obio Valley Coal Company,
Canterior £04rdy . . R or the purpose of teshmony 1 s
e ran Purasant | e MieneLRer [ 5] matter, being by me fisst duly sworn,
JoMaitia 491308, Reviaed {6] as hereinafter said as foilows:
17 .- -
e i8] MR. WEISSMAN: Mr. Stead, by
caposition of FRANK R. 3TEAD, & witnass calied [ 9] wly ﬂf inuodmoﬂ, my pame i‘
1‘.'?..5'2'.!?1??:.."1.‘::.'-l:"-'f"?-é?.i::.:".‘::f:ﬂ::f.;l [10 Andy Weissman. I'm an artomney
Pul - n r . . .
::p:;:;r ::dt::‘:;:u-:lo: I:ll:t:r\::‘!;:r':":e::::um, ["] with lﬂlﬂ .hWﬁl'm .Of Dickstein,
200 Cak Tres louluvnr:, [ﬂdlnll::;;zn, ?:!;u“ []2] Slupu'o in Wuhmgmn’ D.C.
Friday. the Z1at daraf dareh. IOT At 10:20 s [13] I'm here representing Ohio
14} Valley Coal Company in connection
(5] with the present matter before the
[t6] Public Utilities Commission of
17 Chio, and what I'd like to do this
(18} maorning is ask you what I expect
9] will be a relatively small number
[20) of questions pertining to the
[21] company's Environmental Compliance
[22] Plan, and the roie that you may
[23] have performed in connection with
[24] developing that plan, and some of
[25] the assumptions that were used in
racy 2 PAGE 4
2l amanances: {1] the company's analysis.
48 3] wichasl €. Regulinaki, Eaq. [2] --
1
a 1300 ot Tras seuleverd (3] EXAMINATION OF FRANK R. STEAD
(% pertavire it {4] BY MR. WEISSMAN:
] on behalf af Centarior Energy Corporation [5]1 Q  With that, with that general background,
en Endree b Wetosamn. fog " & leminsty. uy: {6] can you please state for the record what
[ 3} 2101 L street w i 1} your current position is with the mpmy?
Lo ‘F;S:l:%:‘faa;?‘ fnoar-1sze [8] A My curent position is the Director of the
1
@ on behalf of ths Ohie valley cost [ 91 Supply D""’."“‘“" .
::;g cobl c:n:nv. lndlunﬂ Rurray [10] Q And when did you assume that position?
wen L. . N
u:nnunt Cﬂﬂ?&::?'l‘:ﬂlﬁlnl ["] A December of 1995.
] 77 Seuth wigh tireet [121 Q  Could you describe — just deacribe
oor
1143 Coluambua, Dhio 43246-0550 [13] briefly for the record what the scope of
s ::t:-;:r:;rlhﬂrud [14} your responsibilities are in that
1161 rubiic Utitities cammisuion of ORte [15] position?
Esst Sroed Sir . .
un ::nlu:::,.ﬂmn Hilen [16 A In that responsible area, I'm responsible
[18]  ALSO PRESENT: :: :::::r:-;ur, Rates Assistant [17] for the purchase of materials, and
{19} W, Wicheet €. Kevach (18] services and fuel for Centerior Energy
{20) Mr, Charles Wann, with We. Usisssan [19] Cﬂl'llplniﬂ which are Cleveland Electric and
[20] Toledo Bdison.
[21] How many individuals report directly to
(22} you in that position?
[23 A The department consists of about 236

individuals doing supply chain activities,
You know, covering entire scope of supply
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[1] determination was made as to whetber to i1 a long term basis at either Eastlake or
[2] engage in additional fuel swirching at [ 2} Asbtabula, or any of the other company’s
[3] cither Eastlake or Ashtabula? [ 3] gencrating units?
[ 4] MR. REGULINSKI: Objection as (4] MR. REGULINSKE: Let me have
{5] 1o relevancy, but I'll iet the [ 5} the question re-read, please,
[ 6] witness Angwer. [ 6] .-
[T} A T would expect that they would be. [n (Record read.)
[8] Q Why? [8 -
[ 9] MR. REGULINSKI: Same [9] MR. REGULINSKI: General
f1o} objection, if you can answer, [10] objection to other units and then
[t1] A T would think that the purchasing [11] ask to clarify what you mean by
[12] individuais might have information that 12} long term basis.
[13] might be relevant to the study. [13] BY MR. WEISSMAN:
14} Q What sort of information might they have [14] Q  Let me ask gnother question as a predicate
(151 that might be relevant? [15] ta that.
[16f A  Projections of com of fuel. [16} Mr. Stead, do you believe it's
[177 Q  Ts that the only information that wouid be 17 appropriate for the company to 1wy to
[18) relevant from your perspective? [18] develop a long range plan as to what fuel
[19) A  That’s the only one that comes to mind, [19] or fuels it might use at each of its
[20} yes. [20] generating units?
[2t] Q  The - do you have any opinion as to what [21] MR. REGULINSKI: Objection as
[22] long term might be the appropriste fuel [22) to cach of its generating units.
[23] procurement strategy for either Eastlake [23] Go abead and answer if you like or
24 or Ashtabuls? [24) if you can.
[25] A Yes, Ido. [25] A T guess I have to give a yes and no

PAGE 14
(1 a
(2] A
[3]
(44 @
[3)
[ 6]
(1
[8 A
[ 9]
fo}
i} Q
(12)
[13]
{14
3]
[16]
07 A
18]
[13]
200 Q
21
2]
23] Q
[24]
[2]

What is that opinion?

The one that creates the least cost for
OUr customers.

And what steps have you taken to attempt
to determine what's likely to be the least
cost long term strategy for Eastlake or
Ashtabula?

T would have locked at the possible
sources of fuel that could be utilized for
thosc facilitics.

When you say you would have locked at the
possible sources of fuel, could you
explain in a little bit more detail what
steps you have taken to examine the fuels
that might be used on a long term bagis at
those faciligigs?

We've discussed with the Operations
Department what ranges of fuel that they
could urilize at their facilities.

Are there any other steps that you've
taken?

None that T recall,

1s there someone reporting to you who has
principle responsibility for evaluating
the issue of what fuel ought to be used on

PAGE 16

[1] ANgwer.

[2] Q  That's fine. Could you explain what you
[3] mean?

[4] A  One aspect of your question is confusing

[ 5] to me because 1 have no idea what you mean
[ 6] by long term and therefore, I'm having

[T difficulty understanding what you're

[ 8] wanting ~ what you want me to respond to.
[9 One ycar, five years, a hundred years?

[10] Q  What do you think is an appropriate

(11) planning horizon as to evaluate fuci use
2] at a unit?

[13] A  There's two aspects of that. There's two
[14] different perspectives on that guestion

[15) because it speaks to the other part of the
[16] question that you asked me that was

nn confusing to — with respect to what

[18] you're really asking me. '
[19] On the one hand, there are long term
[20] dererminations as to whether or not there
[21] are fuels available that we'll be able to

22) support the operation at those units on

23] a long term basis.

[24]} There's also very short term

[25) questioning with respect to the things
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that we deal with in terms of our
procurement cycle, It tends to be a one
to two, threc or four yesr cycle and what
we're doing in the immediate future, what
some folks might"consider that also to be
long term because it's more than a one
year cycle. There are different ways of
looking at the question, gnd you get
comptletely different answers.

That’s why [ asked the question I did and
I'll now repeat it. What is the planning
horizon aver whick you believe the company
should evaluate fuels to be at particular
units, and that just o be cicar about it,
it may be that you want to specify more
than one pianning horizon for different
purposes.

To try to cut through the fencing
back and forth that seems to be occurring,
I wouild simply like you to tell me the
planning horizon or horizons over which
you believe such evaluation should be
made?

Well, for the purpose of complying with
the DCP requirements, the horizon is 20

What durarions have you considered?

Time periods from onc to five years.

One to five years. Have you considered
purchases for periods of more than five
years?

No.

Why not?

We can't adequately predict where we're
going with our unit operations, or what
the market conditions will be,

What are the uncertaintics as to unit
operations that cause you to limit your
cvaiuation to five years? u

MR. REGULINSKI: T'm going to
object to thig line of
questioning. As you know, the
focus of the hearing has been on
two plants, Eastlake and
Ashtabula, and the round of
questioning that we appear to have
been discussing are well beyond
thase two particular piants.

MR. WEISSMAN: If it will
help, U'll be glad to resmict the
questions to Eastiake and

PAGE 18
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2
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years.'

For the purpose of making decisions
for what fuel to bum in 1998, it's one
Year,

Okay. And are those the only two planning
horizons that your group uses in
eveluating fuel procurement options for
Eastlake and Ashtabula? You look at a one
year horizon, you look at a 20 year
horizon, but you don't look at anything in
becween?

Thar's what we're currently looking at,
yes.

That isn't my question. Are those the
only two -

The answeris yes.

- time periods you look at?

The answer is yes.

Okay. Have you considered — has the
company considered at any time since you
assumed your current responsibilities, the
possibility of entering into coal
purchases for periods of more than one
year?

We've congidered it, yes.

o> or O»

o>

Ashtabula.

MR. REGULINSKI: I would
appreciate that, Thank you. Witk
the understanding that the
question is related to Eastlake
and Ashtabuia, can you answer the
question?

If you repeat it.

T'll be glad to rephrase it 1o save a
little time.

Just restate it.

In looking &t fuel procurement for either
Eastlake or Ashtzbula, have you considered
the possibility of purchasing coal for
more than one year?

Yes, we have.

And over what duration have you considered
entering into — let me rephrase that, I'm
so1TY.

What's the longest term contract
you've considered entering into during the
last 15 months with respect to ¢ither
Eastlake or Ashtabula?

One year.

So you've not conzidered entering into
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[1] contracis of any longer duration than one [1] A  Coals that have sulfurs Jess than the SIP
{2] year, at those two planty? {2] limits now for those plants. Coals in the
[3] A 1guess! would have to revise my answer 13} one, two, three, four pound range.

[ 4] to say it went from periods of ooe to five [4 Q  Are you buming any coals at that plant
{5} years, we've looked at. [ 5] now with sulfur contents in excess of four
[6] «Q But you've not looked at periods of longer [ 6} pounds?

(1 than five years; is that correct? (1 A Yes.

[8] A  No, we have not. [8 Q Isthere anything in the SIP requirements
[9] Q  Why not? {91 that would preciude you from continuing to
[t0) A  Our experience in the last number of years 10 burn those coals at Eastiake?

11} has been that long term contracts have not [11] A  There could be, yes.

[12) been advantageous o the company. [12] Q My question is, is there anything in the
[t3} Contracts that go longer than thosc [13] current SIP requirements that preclude you
[r4] periods of time. [14) from continuing to burn those coals?

f15} There’s also a lot of voiatility in 15 MR. REGULINSKL: And he
16] the current market and as a resuit of 16] answered that question by saying
17} that, it wouldn’t be prudent to uy to 17] there could be.

18] enter into a term of a contract much (18] MR. WEISSMAN: T'd like 10
[19] longer than that, 19] repeat the question and ask that
20] Q  Why is volarility in the market relevant? 20]) he anawer it.

21) A Tt affects the current offery that are 21] Q  Is there currently anything in the SIP

22] being made. - 22} requirements pertaining to Eastiake that
23] Q  In what ways? 23] currently preciude you from burning those
[24] A Tends to make them more costly. [24] coals?

[251 Q  Tends to make them more costly. Why does [25] A  Which coals?

PAGE 22 PAGE 4

[1] volatility by itself make an offer more [1] Q  The coals with a suifur content in

[2] castly? [2 excess - the coals that you are currently
[3] A  Well, in cthe short period of time, the [3] buming with the sulfitr content in excess
[4] last 15 months, there's been considerable [4] of four pounds?

[ 5] ptessure on the coal market because of [S] A  Depends on the quantity. And I stand by
[6] some things that have happened in the [ 6] the answer I gave you before.

[N industry that’s caused some of the coals [ MR. WEISSMAN: Can we ga off
i 8 in the ridge in the grades that we use [ 8] the record?

9] them to become in somewhat short supply i9] MR. REGULINSKI: Yes.

[10) and that's put the price up. 10 .o

[l And therefore, the bidding tends to {11 (Discussion off the record.)

[12] be higher during that kind of a timeframe. 12] -

[13] Q  What coals are you referring i0? [13] MR. WEISSMAN: Let’s go back
[14] A Coals that we buro at our plants at [14) on the recard.

[15] Eastlake and Ashtabula, [15] Again, we've been off the

[16] Q  What coalgare you currently burning at {16] record for an exiended time period
7} Eastlake? 7 and rather than asking the
[18] A Types of coals, yes. s8] reporter to read back the

[191 Q  What types of coals are you currently [19} transcript, let me just start this

[20] burning at Eastiake? {20} way.
[21)] A Coals that bave ranges of mulfurs, you [21]] BY MR. WEISSMAN:
[22} know, that allow us to meet gur SIP limits {221 Q Do you know, Mr. Stead, is the company
[23] for aperation at the facility. [23] currently bumning coal at Eastiake with a
[2) Q@  Can you categorize those for me in any [24] sulfur content in excess of four pounds
[25] way? [25) $O2 per million BTU?
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[1] A Yes, itis. [ continying to burn the quantities of

[2] Q  Are you aware at least in approximate [2] roughly 6.0 pound coai thar it's using at
[3] terms of the sulfur content of that coal? [ 3} Eastlake?

[4 A  Yes, 1 think so. [ 4] Are you asking me are there current issues
[51 ©Q  What's your undersianding? [ 5] or are you asking me how I responded?
{6] A  [It's basicaliy six pound coal. (6] Q TI'm trying to clarify your answer. I'm
{71 Q TIt's basically six pound coal. To your [71 just trying to understand. T genuinely

[8] knowledge, is there anything in the state [8l don't know what the answer is,

[9] implementation plan limitation currently [9} Are there curfently problems that

e} applicable to the Bastlake plant that [10] exist at Eastlake that might prevent the
[11] would preclude Centerior Corporation from 1] company from continuing to burn the same
[12] continuing to burn approximately the same [12] quantities of approximately 6.0 pound coal
[13] quantities of that cosl that it’s burning [13] that it's now burning?

[14] now? [14] A  Not that | know of.

[15 A  No, I don't know of anything. [15] Q  When you refer to operational difficulties
[16] Q  You're not aware of any current limitation [16] that — I don't want to put words in your
Lk | that would prevent the company from [171 mouth — I'm wrying to paraphrase as best
[18] continuing to use the same guantities of 118} T can what | understood you to say just a
[19] that coal? [19] few minutes ago.

[200 A In terms of the SIP program you [20} If at any point I misstate what you
[21] referenced? [21} indicated, please stop me immediately.
[22] Q  Yes. (22) Are there operational issues that

(23] A  Yes. Thar's my answer. {23] might prevent the company from conrinuing
[24] Q  Arc there other factors that would — that [24] to burn the 6.0 pound coal in the future?
[25] currently would prevent the company from [25] A  Well, again, as | had answered the
PAGE 26 PAGE 28

[1] burning — continuing to burn the same [1] question before in terms of any coal that
{2) quantities of that coal? [2] might be burned in the famure, there are
{31 A  Well, there always are factors. It's not 3] going to be some physical changes at the

[ 4] particularly that coal but any coal. 4] plant in terms of the way they operate to

[ 51 Again, our responsibility is to procure | meet other regulations, and that could

[ 6} fueling at the lowest cost for our 6] require physical equipment changes which
[7] customers and that's the nitimate 7 could affect cemain coals.

[8] determining factor. 8] T can’t tell you which ones, but

[99 Q Socostisa determining factor? {9 those operating conditions woukl be

[10)] A  Evaluating cost, yes, 10} evaluated by the operating folks and we
11]  Q  Are there other — are there any other 11 would be informed of those.

12} factors that you are aware of that 12] Q So there apparently may be physical

13} currently exist that would prevent the 13 changes at the plant in the future; is

f14} company — that might prevent the company [14] that carrect?

[15]) from continuing to burn the same [t5] A There could be, you know, to meet other
16] quantities gf that coal at Eastlake? 16 compliance requirements.

171 A There are some potential technical insues [17] But the company hasn’t determined yet
18} with respect to changes in operation of 18 whether those changes will be necessary;
19 some of the boilers, and some coals could 19 is that correct?

[20] cause technical probiems with operations [20] T believe there’s a plan to make some of
[21] and operations will have to advise us on 1] those changes already.

221 what those are, and what the consequences [22] What changes is the company planning to
[23] of those would be. 23 make?

(24 Q  Are there problems that currently exist [24] 1 believe we have a project to change our
{25) that would prevent the company from 24] burners at Eastlake § unit sometine in the
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[4 next twa years. [1] content as that coal. No, there wouldn’t
[2) Q  Sometime in the next two years? [2) be.
[3] A  Yesah [3] Q  Are there any other factors other than
[4 Q@ Do you know when that change is pianned to [4) cost that might prevent the company from
[ 5] occur? - [ 5] continuing to burn the same coals at
[6 A No,!ldont (6] Ashtabula 57
[7] Q  Has there been any evaivation yet of the [7T A  During what period?
[8] affect that that change would have on the [8] Q Aoy orher factors that you're aware of
[ 91 coals that the company can burn at [ 9} other than cost that at any time in the
[10) Eastlake? [10] future might prevent the company from
i A Idon’t know. ful continuing to burn the same coals at
{121 Q  Let's focus on Ashtabuia for a second. Do [12) Asghtabula 57
[13] you know, is the company currently [13} I don't know what the — there may be.
114] burning - it's probably more than a [14] There may be.
{15] second to be precise. Let's gwitch focus [15F And what are those?
[16] to Ashtabula. [16] A  There may be future environmental
{tn Is the company currently burning 7 restricrions sometime in the future that
[18] coals at Ashtabula with the sulfur content [18} may change that.
19] of six pounds per million BTU or greater? [19] Q  Are there any such requirements that have
[200 A  Approximately, yes. [20] been proposed by state or Federal
[21] Q  Are there any current environmental [21] officials that are currently pending? Let
[22) requirements that would preciude the [22) me rephrasc that.
[23] company — that would prevent the company 23] Are there any proposed changes in the
[24) from continuing to burn that coal? [24} environmental requirements applicabie to
[25] A Not that I know of. [25] Ashrabula 5 that are currently pending?

B
>

A
0] Q

251 A

Are there any other factors, other than
cost that might prevent the company from
buming that coal in the future?

Yes.

What are they?

Reduced operation.

Reduced operation. And how would reduced
operation —~ let me back up a second.

When you refer to the possibility of
reduced operation at Ashtabula, what are
you referring to?

I'm referring to the company's plans to
stop operating some boilers at Ashtabula.
And if T focus specifically on Ashtabula
5, is the company currently burning coals

with g sulfug.content in excess of six
point ~ of six pounds per million BTU at
Ashtabuls 57

Yes, they are,

Are there any current envircnmental
requirements that would - to your
knowledge, would prevent the company from
continuing to burn the same quantities of
such coals at Ashtabula 57

It would have to be the same sulfur

———
=

Not that [ know of.

Is there the possibility that Ashtabula 5
will be shut down at some point?

There's a poasibility of that, sure.

When might the unit be shut down?

I don’t know.

Do you know if there's been any
evaluation, study ar evaiuation or
analysis of any kind of potentially
shutting down Ashtabula 57

I guess I'd rather oot answer that
question. T don't think it's rclevant to
the scope of this discussion.

MR, REGULINSKI: Can we go
off the record?
MR. WEISSMAN: Ceruinly,

(Discussion off the record.)

(Record read.)

With respect to the ECP work that was done
and filed, there was no studies related to
that,

I'm afraid that’s not my question. [
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[
{2)
[3]
[4]
[ 3]
[

MR. WEISSMAN: Yes.

(Discussion off the record.)

MR. REGULINSKI: Back on the
record, please.

[7] BY MR. WEISSMAN:

[8] Q
{9
{10
[y a
12} Q
3 a
[14]
[15]

Mr, Stead, is it imporuant in your
judgment for Centerior Corporation to cut
costs?

Yes, it is.

Why?

Well, I'm assuming by your question that
you're speaking to the issue of being
competitive, and surviving in a
competitive market.

Well, I'm just trying to ask the questions
one step at a time. Is it important - 1
am just trying to — you've said it's
important to cut coss.

T just would appreciate your
describing to me why that’s important and
again, I'm not trying to play any games.

T just want to uaderstand the basis
for your answer, [ don't want to put

o>

MR. WEISSMAN: On what basis?
MR. REGULINSKI: Go ahead and
answer the question, to the best
of your knowledge.

My previous answer was in the context of
any business.

Well, I'm asking about Centerior
Corporation, Centerior Corporation in
pasticular.

Are these any reasons why it's
important for Centerior Corporation in
particular to try to cut costs?

T think I just answered that question.

No, [ think you gave me an answer
regarding bugincsses generally. I'm not
interested in that.

I'd like to know whether there are
any factors that differentiate Centerior
from other corporations, other utilities
in the United States, that might make it
particularly imponant for Centerior to
Cut costs.

Well, Centerior is a high cost producer in
terms of electricity, you know, in the
market at least from information that we

s
o»

words in your mouth. That's precisely why
I'm simply asking what you meant and you
tell me what it is that you mean and I'm
trying to give you a fair opportunity to
simply explain to me directly as part of

the record in this proceeding what you
meant by what you said, and F'm sure you
bave a perfectly fine answer. I just

don’t want to put words in your mouth
and -

And your question was?

Why is it important for the company to cut
costs?

In any company, you know, the cost of its
product determines its ability to be a
viable company.

In our case, cost is very important.
You know, to allow us 1o have 1 vigble
product in a competitive market and we're
preparing ourselves to be in 3 more
competitive market.

1s there any question as to whether
Centerior will remain a viable company if
it faiis to cut cosxs?

MR. REGULINSKI: Objection.

have.

Is it important for a high cost producer
to cut its costs?

If it wants to continue in business, yes.

Fine. Have there in recent years also
been constaints on the funds that are
available for capital expenditures or
other projects that might be necessary or
help improve the company’s efficiency?

MR. REGULINSKI: Objection.
That's well beyond the scope of
this proceeding.

Mr. Stead, is this a company that has
enough money to do everything that's cost
efficient for it to do?

MR. REGULINSKI: Objection.
That's well beyond the scope of
this proceeding,

MR. WEISSMAN: No, we don't
think it's irrelevant at all. The
company's proposing to spend some
twenty million dollars for fuel
switching at Bastlake and
Ashtabula in 1998 and '99.

It's not necessary for acid
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[1] fain compiiance in those years or {1 confine it to the period since December of
[2) for many years to come. [2] 95 when vou assumed your current
[ 3} MR. REGULINSKI: That's [3] responsibilities.
[4] reicvant. Whether the study is [4 A  No, T have not been.
[ 5] good or bad, that's reievant. [5] Q  There has been enough funding for
[ 6] Whether the company bas adequate [ 6] everything you thought was cost effective
(7 cash to do whatever it wants to do [N to do; is that correct?
[ 8} is simply not before the [8) MR. REGULINSKI: Objection as
{91 Commission at this time. {9] to the scope of the question and
(10} MR. WEISSMAN: Well, we have (10] to the relevancy. Without waiving
[11] a different position. We think 11} the objection, the witness can
[12] that knowing whether the company [12) answer.
[13] has adequate cash i3 relevant in [13] A 1 guess I would have to answer, I can’t
[14] determining whether to undertake a [14} answer the way you ask it because I
[15] discretionary expenditure of at 15] haven't categorized the things I have
16] least ten, fifieen, perhaps twenty [16} requested in terms of cost effective or
17] million dollars for fuel switching n7 not cost cffective.
18} that's not necessary for immediate (18] I have not been refused of any
[19] compliance. 19} request that I've made of my management to
[20] BY MR. WEISSMAN: [20] carry out projects that were important for
[21] Q  And therefore, [ would like t0 know, does [21] the company.
22] the company have adequate funds ac this [22] Q in determining what funds to request,
23] point to make all discretionary 23] have — what criteria have you used to
24] cxpendirures that would be cost efficient? [24] determine whether to make the request?
[25] MR. REGULINSKI: And I object [25] MR. REGULINSKI: Objecrion.

PAGE 50
1 with respect to relevance and I'lt
2 ask the witness to respond o the
3 best of your knowledge.

[4 Q Fine.

{51 A 1Idontknow.
6] Q  Has there been any instance in which
7 you've been told, "Mr. Stead, we'd like (0
8] pravide you with money to hire additional

9] people or undertake a particular project.
(o] We think the project makes sense, but
m there aren’t funds available?”

{12 MR. REGULINSKI: Objection as
[13 to relevance, but I'l let the
14} witness snswer it to the best of

15} your knowledge.

18] A 1 have not been, no.

177 Q@  Yonu've never been told no to any request
[18] you've made on the basis that the funding
[19) was lirited?

[200 MR. REGULINSKI: Same

21 cbjection.

22] A Well, with respect to tha: question, I
23] have worked for this company for 31 years
24] and T can give you a long list of cases.
[25] Q  Let's confine —~ that's fair. Let's

PAGE 52

[1] Can we go off the record again,

(2] please?

{3] .-

[4 (Discussion off the recard.)

[ 5] -

[ 6] MR. WEISSMAN: Let's go back
[n on the record. Are you going to

[8] allow the witness to angwer or

{9 not?

(o} MR. REGULINSKI: Leat's take &
] ten minute break, if we can,

12] callect our thoughts.

13 MR. WEISSMAN: Cerainly.

14 MR. REGULINSKI: Thank you.
fis] .-

[16} (Stort recess had.)

17] ---

18] BY MR. WEISSMAN:

19 Q  Mr. Stead, is Centerior Corporation

20 currently considering & broad range of

2 optians 10 cut costs?

[2 A Yes, we are.

[23] @  Ts it fair to say that that's becausc

[24] Centerior, its management believes that
[25) it’s particulasly important for Centerior
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[1] criteria to be. As you understand it, [} ] the question.
[2]) does the cornpany have any flexibility or [2] “--
[3) discretion or options — let me back up, {3] (Record read.)
[4] and let me phrase it this way. [ 4] .-
[ 5] 1 believe wé've established [5] A You've got a lot of pre-conditions on the
[ 6] previovsly that there are no factors that {6] question, but if the lowest cost fuel when
[7 would immediately — that would compel the [N you take into consideration all of the
18} company to reduce consumption of high 8 evaluarion parameters, the cvaluated cost
[9] sulfur coal at either Eastlake or [9] as I defined evaluated cost, would
(10} Asheabula 5. [0l determine what fuci we wouid purchase for
1] T believe aiso that you have {11] use at that plant.
2] testified that nonetheless, the company [121 Q  When you say wouid determine —
[13) may engage in additional fuel switching [131 A  For us, you know. When you said required,
{14) based on cost considerations. Could you [14} I don't know of anything that requires
s} explain to me what that means? [15) anything. So T guess I don’t understand.
{16f A  Whenever we make a decision 10 procure [16] Q@  Well, that's essentiaily, Mr. Stead, what
iy fuel for use at our plants, we do that nn T was trying to get at when [ asked you
[18} based on evaluated cost. [18] ten minutes ago whether the company has
{19] When you say cvaluated cost, what do you [19] any discretion in deterrining whether to
20§ mean? 209 engage in additional fuel switching.
[21] Evaluated cost is the total cost of [2t] A  And T guess my answer to you is we have no
[22] getting that fuel to the piant so it can (221 discretion. Whatever the evaluation says,
[23] be burned. [23] it says, and that’s what we do.
[24] Q  Okay. Do you know — let me ask it this {24] Q  What the numbers say, the company does,
25) way. When you say the cost of getting the [25} correct?
PAGE 66 PAGE 68
[ 1} fuel to the plant so that it can be [1] A  That's correct.
[2 burned, could you please describe to me [2 Q  And those numbers are based in part on a
I3} what the componena are of that cost? [3 projected value for allowances, correct?
[4 A In the context of evaluation, those gre [4 A No.
(51 cost of the coal itself from the supplier, [S1 Q No. What are they based on then?
[ 4 cost of any transportation, cost of ~ [ 8 A When 1 do an evaluation for procurement, I
[N well, an evaluation of the suifur content, (7 use the actual bids that are presented to
[ 8] you know, and other technical factors, you [8 me. There's no projections involved in
[ 9] know, that apply to fuel such as ash, [9 that.
[0} grindability, moisture. Those are the — [10] Q Soin determining what coal to burn at
f1] all the factors that go — I think those 1] Eastlake 4 and 5, for exampie, what have
[12] are all the factors that go into an (12) yau done to get actual bids for SO2
[13] evatuated cost of gerting the fuel to the [13] allowances?
[14] plant, [14] A I dont know. I don’t belicve we've done
[15]) Q@  Isit your position that the company, if 15] anything.
[16} it is required to engage in additional 1] Q T'm sorry, you said "1 don’t believe we've
7 foel switching at Bastlake andior 17} done anything?"
[18) Ashtabuls 5, if adding together the [18] A 1 don’t think we have.
[19] delivered cost of the coal imelf, and the (191 Q  Then, I guess I'm still a lictle bit !
[20] projected cost of SO2 allowances to offset 20 confused, Let me agk though first, who
[21} the emissions associgted with that coal, 21] makes the decision as to what coal to burn
22) fuel switching appears to be cheaper? 22] at Bastlake 4 and 5?7
[23) MR, REGULINSKI: Can we have 23] Well, there are a number of people
{24 that question re-read, please? 24) involved on making that decision.
[25} MR. WEISSMAN: T'll rephrase 25] Q  Isthere -
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[ 1] 5, or Ashtabula 57 [1] was cver made as to whether to engage in
[2] A T guess I'm confused by your question in [2] additional fuel switching at Eastlake or

[3] terms of the previous answers ['ve aiready [ 3] Ashtabula 57

[4] given. We evaluate proposais and make [ 4] A The study that was completed showed that
[ 5] decisions based an least cost. [ 5) there wag a particular fuel source or type
[6] Q  Onac way to put it, Mr. Stead, and I'm [ 6] rather, that would be optimum from a cost
[7 trying to understand who the "we” is, what [7 standpoint for the period of the study.

[ 8] the process is, and to try to limit the [8] @Q T'm not mying to be difficult. What I

[9] objections, I'm just trying 10 ask it one [9) don't understand is that, is there any

[10} step at & time. [10} individual or committee within the company
[11} I'll be glad to start at the other [11] that made a specific decision as to ~

(12} end of the spectrum and rather than asking [12] that looked at the results of the study

[13] it one piece at a time, couid you describe [13] and made a specific decision up or down as
[14] for me in terms of the individuais [14] to whether based on the study, or in

[15] involved, what the process is and will be [15) whatever ather information might be

[16]) internally for deciding whether to switch [16] relevant, there should or shouldn't be

nn fuels at Eastlake 4 and § or Ashtabula 5? 7 additionat fuel switching?

[18] MR. REGULINSKI: Objection. 8} Mr. Hoag, as I carlicr stated was

[19] Relevancy, breadth, scope. You're [19} responsible for that study.

f20] overbroad. It's completely [200 Q  So you assume Mr. Hoag made a decision one
[21] irrelevant to process and the [21] way or the other as to whether additional
22} peopie. [22) fuel switching was appropriate?

23] With that objection, T'll see [23] A The resulis of the study indicated that.
[24] if the witness can answer. Can {24 Q  That additional fuel switching should be
[25] you answer the question, {25) done?
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[1 . Mr. Stead? [1] A  That's what the results of the study say,
[2] A Tdon't believe I know at this time. [2] yes.

[3] Q Do you know whether any process has been [3] Q 1 assume, therefore, that the Fuel

[ 4] catablished? [ 4] Procurement Group has attempted to

[5] A Idon't think I know that answer to that. [5] implement Mr. Hoag’s decision in that

f6] Q Do you know whether prior to — ] regard; is that correct?

{n MR. REGULINSKI: Can we go [7] A  We are implementing the results of the
(8 off the record just a minute, [ 8] study, yes.

9] piease? [91 ©Q  Are you attempting to switch fuels at this
[10) .- (10] point?

[11] (Discussion off the record.) [11] A  We just did that in our most recent

f12} .-- [12] bidding operation, yes.

[13] Q M. Stead, prior to submitting ~ {13] Q TI'm sorry, when you say we just did that,
[14} Mr. Stead, to the best of your knowledge, 14] could you explain to me what you mean by
[15] prior to submitting its October 1st, '96 {15] that statement?

[16] Eavironmental Compliance Plan Review, did [16] A  Yes, when we went cut for our fourth

7 the company attempt to engage in any 17 quarter bidding for fuel for those plants,
18] specific process to determine whether to [18] we asked for & range of fuel wupplies that .
f19] cogage in additional fuel switching at [19] were, you knaw, that were addressed in
{20] Eastlake 4 and § or Ashtabula 57 [20] that study, and we did the evaluation

{211 A Tt conducted a study to determine if it [21] according to the stipulation which we have
22 should do that or not. (221 entered into, and we made an award to the
[23] Q  Who participated in that study? [23] least cost provider of fuel.

[24] A Other than Mr. Hoag, I don't know. {24] Q  Was there just one bidder selected?

[25] Q@ Do you know whether a specific decision [251 A [ think there were a number of bidders
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[1] that were selected to meet the total [1] Q  And do I understand correctly that you
[2] requirements of the company. [ 2} will do that solely and strictly based

[31 Q I'm trying to focus now just on Eastlake 4 [ 3] upon the evaluated cost methadology

[ 4 and §, and Ashmabula 5. For Eastlake 4 [4 currently being used by the company?
[5] and 5, was there more than one source of [5] That's correct, and compliance with the
[ 6] coal selected? [ 6] SIP requirements of that plan.

[71 A  No, I believe there's only one. [7] Q  AnddoT also understand correctly that
[8] Q  Anddo you know at least in general terms, [ 8] you believe that you are required to —

[ 9% what the suifur content of that coal is? [ 91 rephrase that.

[10] A  Yes, in general terms I know, [0} Do | also understand correctly that
[11] Q  What was it? 11 assuming that the coals being considered
[12] A  Greater than six pound. (12} are suitabie for compliance with the SIP,
[13] Q  Greater then six pounds. So that for the 13} the S-I-P, and are otherwise technically
[14] fourth quarter, [ gueas, Mz. Stead, it's [14} acceptable, do T understand correctly that
[15] really a very simple question. I'm just 5] you believe that in every instance, the
[16] trying to understand, I really am. [16} decision as to which coais to purchase
nn Who makes the final decision — who [17] should be made by applying the campany’s
[18} made the final decision in the fourth [18] evaluated cost methodology?

{19] quarter as t¢ what coals the company would [19] Yes, that's what we've agreed to in 2
{20] or wouldn't procure for Eastlake 4 and §? [20] stipulation and we’ll do that.

[21] A I make that decision. [21] And am I also correct that in applying
[22] Q  You made that decision. That's fine. And [22] that methodology — T'll rephrase it more
(23] in making that decision, prior to making (23] necutrally.

[24] that decigion, or as part of the {241 Do you intend in the future to

[25] evaluation process, did you elicit bids [25) continue to rely on whatever SO2 allowance

Q>0 ¥

o»

for SO2 allowances?

Not to my knowledge.

Then what information did you use in order
to evaluate the cost associated with the
difference in suifur content berween
different coals?

We were provided information a4 to what
values 10 use.

By?

By Mr. Hoag.

By Mr. Hoag. Do you know whether that
information was based upon an effort to
cbiain actual bids?

1 don’t know that, no.

Do you expect that in determining which
<oals to useat Eastlake in 1998, that you
will also make the final decision?

With respect to specific contract awards,
that's correct.

Will you make the final decision as to
whether to fuel switch — to engage in
additional fuel switching at Eastiake 4
and 5?7

T will make the decision with respect to
what contracts to award.

projections Mr. Hoag might supply to yon
in applying that methodology?

That's our practice, yes.

You don’t have any preseat plans 1o change
that practice, do you?

No, we do not.

Okay. And am I correct also that in the
end, that what you'll do is that you will
add together the cost, again we're ulking
about coals that are acceptable, given the
SIP limitation and other technical
factors, that in the end, that what you
expect will happen is that you will make a
decision as to which coals to use by
adding together the delivered cost for
each coal, and the values that Mr. Hoag
supplies to you regarding the projected
price of allowances?

And the other factors that are inciuded in
the evaluation that 1 told you about
before.

All those factors, so that all the
coals are considered on an equal and fair
basis, and the decision will be made based
on least cost to our customers,
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[1] Q  When you refer 1o other factors, am 1 [1] carrect?

[2] correct that you're referring principally [2) A 1o terrns of which award 10 issue, that's
[3] to further cost adjustments that are made [ 3] correct.

[4] to reflect differences in ash content, and [4 Q Wil you take into account in any way the
[ 51 other constituents of the coal? [ 5] year in which the — in determining, will
[6] A  Yes, ash, BTU, grindability, whatever, [ 6] you take into account in any way the year
[n All those factors are, so that's it's done [n in which the company is projected to need
I 8k on a fair basis, [ 8] additional allowances to cover i

(9] So that the decision becomes fairly [9] aggregate systern wide SO2 emissions?

[t0} mechanical in pature then? [10] MR. REGULINSKI: May I have
11} Well, it's straight forward in nature, T 11} tha: question, piease?

[12] guess | would say, yes. [12] ---

[13] Mr. Stead, and therefore, that you belisve [13] (Record read.)

[14] therefore, as the decision-maker in [14] .-

[15] determining which coals to select, you [15] A Again, answering the questions that you're
(t6) believe that you are obligated to pick — [161 asking me in the context of & decision for
nn to seiect the coal that has the lowest [17] 1998, no. At least I don't know of any
[t8} cost under your evaluation methodology, [18] plans to do that.

[19] irTespective of what the company’s needs [199 Q T assume —

[20] may or may not be for SO2 allowances? [20] A Ihave no plans to do that.

[21] MR. REGULINSKI: Can we have [2t] Q T'm somry?

[22] that question re-read to us, [22] A 1 have no plans to do that.

[23] please? {231 Q@  Would you expect 10 make the decision —
i24] .- {24] as of this point in time, you expect to

[25] (Record read.) [25] make the decision regarding 1999, I

PAGE &2 PAGE 84

[ .- [1] assume. Would your answer differ in any
[2] A T believe that's correct, yes. 2] respect for 19997

[3] Q [In making your decision 33 to what coals 3] Well, | don't know what basis we might use
[ 4] to select for 1998, do you intend to take 4] in the future, but T can speak to 1998.

[ 5] into account in any way the site of the S} Mm-hmm. But you really don’t know what
[ 6] company's aliowance bank? [ 6] the criteria would be for 1999 at this

{71 A 1don't believe so. (N point?

[8] Q Do yon intend to take into account in any [ 8] It may change, I don't know. [ just don’t
[9 way patential uncerainties Tegarding the 9] know.

10} potential future value of SO2 allowances? 10] Do you have any reason to expect that it
11 A In terms of the evaluation of the bids, if 11 would change?

12 that's the question you're asking me, I 12] Well, the world changes aa time goes on,
13] believe that’s still the context you're 13 and one of the things that I've learned in
14 asking this question? 14 this job so far is that, you know, you

15 Q Yes itis 15] need to be very flexible in terms of

16) A No, I don'c™ : 16] recognizing that the world does change,

17] Q  And just to be precise, reslly what I'm N and that you need to nse different

[18] looking for, in addition to evaluate the (18] evaluation techniques in the fature.
[19) bids, I'm referring specifically to the [191 Q Does the fact that the world changes in
29 decision as to which bid to accept. [20] general mean that shoner term commitments
{21] As T understand it, you will make the 21 arc better than longer term commitments?
22} decision as 1o which bid to accept, and in (2] MR. REGULINSKI: Objection as
{23] doing 30, you will not take into account [23] to the relevance of the question.
[24) any uncerwinties regarding the potential [24] Notwithstanding the relevance of
(28] future value of aliowances; is that {2s) whether a short term commitment ot
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[1 long term commitment is relevant [1] commitments?
[ 2} 10 the scope of this proceeding, {2} A Idont know.
[3 1 will ask the witness if he can [3] @  Have you thought about that issuc at all?
[ 4 angwer the question, to answer it. [4 A No, ldon't buy 502 allowances so 1 don't
[ 5] A In terms of my belief today, short term [5] know,
[ & commitments are justified rather than long [6] Q  Asfar as you're concerned, You don’t make
[7 term commitments, However, that could (1 any decisions that involve the purchase of
[ 8] change. {8 $O2 aliowances?
[99 @  Could you explain briefly why you think {9] A Tdon't know.
[16] that's oue? [160] Q Would you feel qualified to make that
1Y MR. REGULINSKT: Same 1] decision, do you feel?
[12] objection. Tf you can answer. 2] A No, I would not.
[13) A It's my belief that it's to the company’s (13) Q  Why not?
{14) economic advantage, you know, 1o use [14) MR. REGULINSKIL: Objection.
{15] shorter term contracting at this time. [15] Objection. Andy, come on. Come
[16] Q  Why is that the case? f16] on. This is a professional job
(17 MR. REGULINSKI: Same [ here. He said he was not
(18] objection, [18] qualified. He doesn't make that
[t99 A  We have demonstrated over the last year, [19} decision, Leave it at that.
[20] that we are able to have a significant [20) MR. WEISSMAN: T want to
(21] impact on our cost of fuel and ultimately [21] ask -
22} cost to the customer by focussing more on [22) MR. REGULINSKI: You don’t
[23]) short term conotracting. [23] need to dig into why he's oot
[24] Q  That preference for short term practicing [24) qualified. He's not qualified and
[25] is prenty common in - the short tcrm 251 he said he wasn’t. Andy, leave it

purchases is pretty common in the utility
industry these days, isn't it?

Yes, I think it is.

That in general, that many utilities have
concluded that in buying coal, it's better
to make commitments on & short term basia
and avoid longer term commitments; is that
correct?

Because of very bad experience of the long
term contracts, yes, in the recent past.

That sometimes long term purchase
commitments that looked like they were
good at the time turned out to be not very
good decisions.

That's correct. Panicularly the Ohio
Valley contfiict.

And can you expiain to me what's different
between — what, if anything, is different
between SO2 ailowances and coal in terms
of the desirability of making ~ maybe 1
skoulda’t even assume it.

If you were deciding whether to buy
$02 allowances, would you expect that it
would siso be true that it's berter to
make short term commitments than leng term

PAGE 88

at that.

BY MR. WEISSMAN:
Q  Mr. Stead, just to be clear, I'm not in

any way — I have respect for you and I'm
not trying to in any way impune your
personal qualifications or credentials in
any way.

What T was really intending 10 ask
was just to explore essentially what kinds
of information or knowledge you feel you
would need in order to properly — in
order to be properly qualified to make
decigions as to whether to purchase S0O2
allowances.

Aus in purchasing any item, you'd need to
know something about the market, its
availability, price ranges. Lots of
different things. You just need to know
something about that basic item,

I don't buy that item, not involved
in buying it. [ haven't studied the
market or its motivations.

Are you —~ to the best of your knowledge,
is there any — has the company made any
decision as to whether it's appropriate to
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purchase allowances on a long term basis?

1 don’t know.

Are you awarc of any cffart to evaluate
whether it's appropriste to make long term
purchase commimments with respect to
sllowances?

1 don't know.

MR. WEISSMAN: 1 think this
might be & good time to break for
tunch.

MR. REGULINSKI: Before we
do, do you think you have more for
Mr. Stead?

MR. WEISSMAN: Yes.

MR. REGULINSKI: Can you teli
me how much ionger you think —

(Luncheon recess had.)

MR. WEISSMAN: Back on the
record.
BY MR. WEISSMAN:
Mr. Stead, just 1o complete some line of
questioning that we were discussing
earlier, let me just focus initially on

evaluation the SO2 sdjusunent was a
significant factor, are there

circumstances — I'm sorry, let me oy

that over. I'm trying 1o find a way to
frame that so we'll get around some of the
problems we had in the moming.

Io your judgment, once you know that
using the evaluated cost methodology, Coal
A is cheaper than Coal B, arc there any
other factors that are relevant?

No.

So it wouldn’t marter from your
standpoint, for cxample, if for Coal A,
you had to pay fifteen million dollars
more for the coal itsclf over a two year
period as compared to Coal B, that if
under the cost evaluation methodoiogy,
after the adjustments for $O2, Coal A was
still cheaper, that would be irrelevant
from your standpoint?

But you wouldn't be paying more if the
lowest cost — cvaiuated cost would be the
lowest cost.

That's your understanding of the effect of
your eviluated cost methodology; is that

o» D>

the decision-making process that you just
campleted in determining which offers wo
accept for coal for the last quarter of
1997 at Eastlake and Ashtabula.

Did you, before determining which
coal to - which offers to accept, did you
attempt to calculate the out of pocket
expenditure, the actual cash payments that
the company would have to make during the
last quarter of 97 comparing different
alternatives?

No.

Would that have been relevant to you
at all?

Daon’t know.

Okay. Are-the circumstances in which
you — it's conceivable that you might
conclude — let me withdraw that.

If, for example, you concluded that
Coal A was cheaper than Coal B using yonr
evaluated cost methodology, but Coal A was
a relatively low sulfur coal, as to which
the adjustment for SO2 was relatively
modest, and Coal B the more — was &
higher sulfur coal, wherein making your

S
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correct?

That's how we make our decision, yes.
Okay. So that if you pick Coal A, it
means you're paying less for Coal A than
Coal B?

No.

I'm sorry?

No, it's the evaluated cost. It's not
what you're paying for the coal. What
you're paying for the coal is completely
separate, you know,

1 mean you — just let me explain
again to you what the evaluation process
is then since you obviously don't
understand.

No, T think T do understand it and I'm
just struggling for a way to frame the
question that Mr. Regulinski will find
satisfactory.

1f you were faced with the situation
in which on an evaluated cost basis, the
difference between rwo coals was very
small, but on & — but that the cost for
the coal itself, the purchase price for
the coal and the transportation of the
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coal to the plant was very different
berween the rwo coals, would that factor
be relevant in your decision?

It has not been, no, so no, it wouldn't
be.

It wouldn’t be reievant?

No.

So if Coal A were a fraction of a peuny
per million BTU cheaper than Coal B on an
evaiuated cost basis, but the cost to
procure coal for Coal A was scveral
million dollars greater than the cost to
procure the coal for Coal B, that would
not be a factor?

Am I correct in understanding that
that wouid not be a factor that you would
take into account that you would select
Coal A?

Qur responsibility is (o lock at total
evaluated cost and we would go with the -
with sl other factors being equal, we
would go with the lowest evaluated cost.

Weil, I'm trying to understand to what
extent you look at other factors.

Weil, T was talking about technical

o>

relevance. I'll let the witness
answef.

1 don't believe 30.

Do you have any contractual obligation
which, all other things being equal, would
require you to select — to purchase
additional coal from Obio Valley Coal if
the price for such coal on an evaluated
cost basis were identical to the price for
other alternatives?

objection. T'll let the witness
answer,
1 guess I don’t know the answer to that.
In comparing a high sulfur coal and a
medium sulfur coal, wonid you take into
account in any way whether the company
planned to hold the additional aliowances
that might be preserved by using medium
sulfur coal, or ta uy to sell those
ailowances in the aliowance market?
That’s not a consideration in our
evaluation.
Wouid the existence or absent — absence

MR. REGULINSKI: Objection,

MR. REGULINSKI: Same

o> o >0
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factors, ['m sorry. There's no - | think
what you're trying to talk sbout is cash
flow differences.

Right.

We do not consider any cash flow
differences.

And would you not intend to consider any
cash flow differences in the futgre?

Have no plans 1w do that, no.

You have no plans to. Would you consider
in any way patential impacts on the local
coal industry in Ohio?

For what?

In determining which coals to select.

No, no. It's not a factor in our
evaluation=

That's completely irrelevant for purposes
of your evaluarion, correct?

That's correct.

Okay. Are there any special contract
obligations that you have to Ohio Valley
Coal that subsequent to Octaber 1st, 1997,
would affect in any way your choice
between coal offered by Ohio Valley Coal
and any cother vendor?

>0

of an immediate demand for allowanceg be
relevant in any way in your analysis?

I don't know what you mean by an immediate
demand. By what? By what?

If you bad two aiternatives that were very
close to one another, and one involved a
lower or medium sulfur cosl, and the other
involved a high sulfur coal, would you
need — in selecting between those two
coals, would you need to know anything
at all about whether there was — there
were buyers t0 whom the company might be
immediateiy able to sell the allowances
preserved by using medium sulfur coal?

That’s not a consideration in our

So if, in fact, there were no market for
allowances at the time —~ there was — no
one was interexted in buying, that would
be irreievant in making the determination?

Yes, that's correct, or whether there was
a market and someone wanted o buy them.
Either case is irrelevant.

Either way, it's irrelevant?
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[4 Q Am I correct that you also wouldn't need [ significant differences in the price paid
[2] to know one way ar another what the [2) for delivery and for purchase and delivery
[3l company needs might be planning to do with [3 of the coal itself, do you intend to ke
[ 4} the allowances preserved by using medium [4] into account at all the company's
[ 5] sulfur coal, that — [5] potential need for cash for ather uses?
[6] A  Nor the allowances consumed by using high [ 6] MR, REGULINSKI: Objection,
[ 71 sulfur coal, [7 relevance. I'll let the wimess
[ 8] You woulda't care whether the company’s 8] answer if he can,
[9 plan was to hold the allowances for use at 9] A  Tt's not part of our evaluation criteria
no) a distant date, or to sell them 10} right now. I have no opinion on that.
[11] immediately in the market; that wouldn't [11} It's not something we do.
12} affect your analysns? [12] Q So at least in the {ast quarter of 1997,
[3) A No. 13} you didn’t take tnto account differences
14 @  Okay. 14] in the — you didn't take into account
[15] A  We evaluate, you know, EA’s in the 15] at ali differences in the cash — in the
[16) evatuation. 16] cost for the purchase and delivery of the
[177 Q Do you uwy 1o take into account volatility 17] coal iself in evaluating otherwise
[18] in the allowance market in anyway in 18] coraparable alternatives; is that correct?
{19} making your decision? [155 A  If you mean tbe cash flow —
[200 A Tdon'. [20f Q  Right.
[21] Q  To your knowledge, does anyone in the [211 A  And you've said it in kind of a convoluted
[22] company? [22] way. If you mean chat, then the angwer is
[23] A They raay. But I don’t know if they do or (23] ne, we did not consider that.
[24] not. [24] Q 1 agree that was a convoluted way in
[25] Q Do you think it's appropriate to mke into [25) asking the question. T just want to be
PAGE 98 - PAGE 100
[1] account the ailowance price volatility in [1] absolutely clear, that both in terms of
[2] choosing between two ziternatives that are [2) what you did in the last quarter of 1997
[3] otkerwisc fairly comparabie using the {3] and what you currently plan to do in
[ 4 evaluated cost methodology? 4] 1998 —
[5] A  We do not use that at this time. 5] A Yes, that's correct.
{6] Q Fair enough. 1 think that answers my 6] Q  That if two coals are otherwise
{7 question. Let me ask a slightly different | comparable, using the evaluated — are
{ 8] question. [ 8] reasonably comparable using your evaluated
[9] Given your experience in procurement [9] cost methodology, your intention would be
[10} matters, including your expetience in cosl 10) to purchase the coal that is the least
[11] procurcment in your earlier comments i1 expensive, using that methodology
2] regarding volatility, in choosing between 12] irrespective of the differcnces or
(13] alternative A that involves medium sulfer f13} potential differences in the cash flow
[14} coal and alternative B that involves high [14] required to pay for the purchasc and
(5] suifur coal, is it your judgment that [15] delivery of the coal itself?
[6 potential vomutility in allowance prices [16] MR. REGULINSKI: Obijection.
[17 should be given some weight in choosing 7 We've asked and answered that
(18 between the two alternativea? [18] question.
[19] A 1don't know. [19] MR. WEISSMAN: Will you allow
[200 Q In choosing between aiternative A and 20) him to answer?
[21] alternative B, in the last quarter of [21 MR. REGULINSKI: One more
[22) 1997 — I'm sorty, let me rephrase that. [22 tirae,
23 In choosing between alternatives that [3] A Yeah, again, that's not part of our
[24 may be atherwise comparable on an 24) evaluation consideration.
[25] evaluated cost basis, but involve [25) Q@  Okay. So that in the last quarter of 97,
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(1] you have no idea whether there were — let [1] that’s not yet been covered or has a
[ me back up a little bit. [ 2] portion of that aiready been covered?
[3] In *98, in selecting coals for '98 at [3 A I guess1can’t answer your question
[ 4] Eastiake an Ashpabula 5, you'll give no [ 4) because 1 don't understand why you're not
[ 5] weight whatsoever 1o whether there are [ 5) concerned about the other part of the
[ 6] other uses for cash that all other things { 6] Eastlake plant.
[N being equal, might favor purchase of high [7] Q  Well, T was just trying to save time.
[8) suifur coel; is that correct? [8] A  But that does affect the answer. T guess
[ 9 MR. REGULINSKI: Objection. {9] the angwer is I don’t know the answer
[t0] And perhaps we can get around it [10] to your question. T apologize.
1] if you could define for me what [1M] Q@ To your knowledge —
[12] you mean by other needs or uses of [12) A 1 doa’t know the answer.
[13] cash. [13] Q  Just to try 1o shoncut a little bit, am I
[t4] @ L et me ask it this way: Before you make a 114} cotrect that the company has previously
[15) decision in selecting among two otherwise [15} made commitments to cover a substantial
[16] comparable coals for use in 98 at [16] portion of its requirements at Eastlgke 4
17 Eastiake or Ashtabula 5 — 7 and 5 for 19987
18] MR. REGULINSKI: May [ just g} a We have some contracts t0 cover some
(19] ask, this is &8 a result of 2 coal {19} portion of that. [ dom’t know if it's
[20] bid solicitation and these are {20] substantial or not, and I don’t look at it
[2t] responges to bids? Ts that the {21] as just 4 and S alone. Again, you're
[22] context of this question? i22) asking a question [ just don'’t know the
23] MR. WEISSMAN: Yes, and [23) answer to, I'm sorry.
[24} basically, let me back up a littie [24] Q  T1t's hard 1o look at coal procurement -
[25) bit then just to be sure we're [25] coal procurement decisions with just two
PAGE 102 PAGE 104

1] making the same assumptions here. [ units at Eastlake. You really have to

2] BY MR. WEISSMAN: (2 look at the whole piamt?

3 Q  Beforc selecting coals for use in 98 at [3 A T jusm can’t do that, I'm sorry.

4] Eantlake and Ashtabuls 5, do you intend to [ 4 Q  Other than evaluated cost and compliance
[s elicit bids? [5] suitability for compliance with

6] I'm sorry, I'm lost now. Could you 6] environmental requirements, and other

7 switch = could you ask that question — 7 technical factors, are there any other

8 Mr. Regulingki was just pointing out that 8] considerations of any kind that you intend

9] I was making certain assumptions in my 9] to take into sccount in choosing among
10] question, 30 I'm wuying to step back a 10] offers to provide coal to Eastlake or

11] couple paces and just ask s very straight 1 Ashtabula 5 s 1998?

12] forward question to make sure we're making 12] A 1 don't know of any now. I have no plans
[13] the same assumptions. [13 for any.

14] Namely, 1 assume you've not [14) Q Do you intend to cansult with Mr. Hoag
15] selected — let me make another 15] before selecting among those offers?

16] assumptior™ Take one more step back. 16] A I have no plans to do that.

17] Have you selected —~ bave you 17] Q  All right. Iy there anyone within the

18] purchased all of the fuel required for 18] company who you expect to consult with
19 Fastlake 4 and 5 and Ashuabuia 5 in 1998? 19 before seiecting among such offers?

200 A 1 doo't believe so. 200 A Yes

21 Have you covered — let me phrase it this 21] Q  Could you please identify the individuals
22 way. As between the units I've just — 22 you plan to consult with?

23 all of the units I've just referenced [23] A  Mike Kovach and the fuel purchasing staff.
[24 combined, is there still at least 1.2 [24) Q  Anyone clse?

25} million ons of expected requirement {25] A There are several people that work for

“Robert J. Rus & Associates
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[1 Mike; depends on wha he would assign to do {1] Q Prior to that time, do you intend to ask
[2] the evaluation. T don't know who that {2} anyone else in the company 1o evaluate ar
[3] would be at this time. [ 3] re-evaluate the company’s current policy
[4 Q  What information do you expect to request [4 regarding banking of allowances?
[51 that they provide you before you make your {51 A I have no pians to do that.
[ 6] decision? [6f Q  All right. Is there a current poticy
[Tl A  They would provide me the evalustion of (N regarding banking of allowances?
[ 8] the bids. {3] A 1 belicve there ia.
(9N Q By that, you mean the evaluation using the {9] Q Do you know what it is?
[10] evaluated cost methodology? {10 A No.
111 A Yes. [11] Q@  Tsit fair to assume you didn't take —
[12] Q Do you plan to seek any other informartion 12} haven't taken it into account in the coal
[13] from anyone within the company before 13] procurement decisions you've made to date?
14] making the decision? [14f A  That's correct.
[s1 MR. REGULINSKI: Objection. [15] @ Do you ~ and do you have any present plan
116} We've gone through this. You're [i6) to take it into account in your decisions
Ly | asking the same questions now. nn in '98?7
{18} These are redundant. They've been [18) No plans to change what we've been doing,
9] asked and answered. [19] no.
[20] 1 wili let him answer thig [20] Q Do you personally have any judgment as to
[21] but we've gone through this three 21} whether the size of the company’s
[22) times now. We really have, [ [22] allowance bank is appropriate?
(23] object. Tt's been asked and it's [23] A No, I have no opinion on that.
[24] been angwered. I let him wry {24 Q Do you know of any plans by anyone else in
{251 to answer it again, but [ wan't (251 the company to further cvaluate the
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(n
[2] A
[3]
[4]
[5] a

let him go again. One more time?

T guess would like ta add T would also
consuit with legal. We always consult
with iegal on our contracts.

Would you make any effort to obtzin
information about ather needs for cash
that may exist within the organization?

MR. REGULINSKI: Objection.
Asked and answered. Don’t
respond.

T take it from that that the answer is no?

MR. REGULINSKI: No.
Objection. Asked and unswered.
Do not respond. Go off the
record, please.

(Discussion off the record.)

Mr. Stead, to your knowledge, let me ask
you this. Mr. Stead, when do you expect
to make a decision about what coals you
will select to fill any currently unmet
requirements st Eastlake or Ashtabula 5
for 19987

Sometime between now and the end of 97,

108
company’s policy with regard to banking
aliowancea between now and the end of the
year?

Ne, 1 do not.

Mr. Stead, are you - in recent ycars, has
demand for Ohio coal been diminishing?

MR. REGULINSKI: Objection,
relevance. T'll let the witness
answer the question.

1 don't know.
So you have no idea whether there’s been a
shrinking of demand?

MR. REGULINSKI: Objection.
Asked and answered.

No, I don't.
Is there any reason that that might be of
concemn to the company?

MR. REGULINSKI: Objection,
Relevance. D'l iet the wimess
attempt to answer the question.

1 guess [ don't know.

Mr. Stead, prior to making your decision
regarding coals to select for use at
Eastlake and Ashtabula 5 in the fourth
quarter of 97, did you read any of the

o>

fo ik

o>

o>
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{1 for purpose of the 20 year srudy, is t0

[2] look — is to do a forecast over & very

[3] long period of time and come up with a

[ 4} basic game pian in terms of what looks to
[ be in the best interest of the customer

[ 6t but at the samc time, as we had said at
{7 the time of that inidal study that was

I 8} first discussed in the first hearing, you

[9] know, the decisiong that are made on &
[10] year by year basis or on an award by award
[t basis needs to be based on the actual

[12] conditions in the coal market, BEA market
[13] and all those factors that T've talked

[14] about over the last several hours, that

[15} are present at the time because thar's

el reality,

[N The smdy is a study and it's only a
18} forecast. ‘What's reality is what you

9] actually bave in your hand at the time

[20] you're going to make a decigion that you
f21} make an award, and you certainly don’t
[22} want to do something that's going to

[23] penalize the customer because there's some
[24] proiiferation in the coal market at the

[2s] time you're going to make your decision to

PAGE 123

[t the forecast.

[2] Q Tm also confused about one thing that's
[3] really confusing to me, and that's the

[4] idea that you don’t consider the

[ 5] aliowances that are nceded to burn the

[ 6] high sulfur coal when you evaiuate the
(M bids that you receive. That's so

[ 8] confusing to me.

[9] I don’t understand how you could
[10] purchase six pound coal, six pound sulfur
[11] coal in phase one without considering the
112} allowances needed to bum the coal,

[t3] whether you've got them banked or whether
[14) the coal supplier is going to supply them
[15) 1o you.

[16] And 1 don't understand how you can
[17 say, so [ must be missing something so let
(8} me try asking it this way.

[19] How would you justify not considering
[20] the aliowances that arc bumed up by the
[21} use of the six pound mifur coal?

[2] A  Okay. We do consider those and I

[23] apologize. [ must have not been ciear in
{24] my previous discussion, but there is 3

[25] full consideration of the cost of

PAGE 122

[1] make an award.

{2} And that's what we evaluated as far

[3) a5 the every six month fuel sdjustment,

[ 4 what was the actual decisions that were

9 made rclative (o what could have been made

[ 6] and were we doing the best for the

[n customer during that time period? Still

f8) meeting all the environmental reg issues

[9] that have to be met and all those other

[10] things.

{11}  Q  So the least cost pian with the 20 year

12 horizen that's embodied in the study that

[13] says that lower sulfur coal would be

{14) bumned at Ashtabula and Eastlake, would be

18] overridden say, on a year to year basis

[t6] based on the evaluated cost of the coal;

17 is that correct?

18] A Yes, that's correct. I wouldn't use the

19] word overridden, though. You've got to
make the proper economic decision under

21] the reguiations, and award contracts based

22] on evaluated coat.

23] Sornetimes those may be different than

24] what the long term plan szys they couid

[25) have been. Again, the long term plan is
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[1] allowances when we do that evaluaton that
[2] I've talked sbout in my previous

[3] discussions. 1t includes a full

[ 4] consideration of the cost of those

151 allowances.

[ 6] You know, what's not considered is

[ whether we have to go buy new ones or use
[ 8 ones we have, okay, but we do consider the
[9 full cost or full value, whichever way you
[10] want to look at it, of those allowances

1) and make a direct comparison of those

nzj costs against low sulfur coals which would
[13] not require the same amount of EA’s, you
[14) know, to allow them to be burned.

[15] Q  Okay. So what you don't consider is the
[16} source of the allowance, but you do

n7n consider the value of allowances?

[18] A  Absolurely, that's correct.

[19] Q  AndT also believe you said that you

(20} weren't aware of — didn’t consider the

{21] bank of allowances that you have going in
[22] when you make a fuel procurement decision.
23] That you're not considering how many

{24] allowances you have in the bank. Was that
[2s] correct?

Robert J. Rus & Associates
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EXAMINATION OF RICHARD HOAG
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>

>0

Good afternoon, Mr, Hoag.

Good aftermoon.

For the record, you've sat through all of
the deposition of Mr, Kovach?

That's correct.

Both parts?

Yes. :

And Mr. Stead’s deposition, as well?

Correct.

Thank you. Would you state for the record
what your job title is at Centerior
Energy?

I am the Production Strategies Manager,
and Emission Allowance Manager.

And what, 'm sorry, the production?

Strategies Manager.
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wark L. Perlis, Esq.
t® 2101 L Strost w

Washington, DC  20037-1326
in 1202) 828-221%
31:5]

on beshalf of the Ghio vallay coal

1 Company, and Robart Rurrasy
L2 Collsen L. wooney, Esq.

Assistant Consumer®s Counsel
113] 77 South Wigh Strest

15th Floor
[14] Coluabus, Ohio 45266-0550
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By telaphons:

[14] ——

Stusrt N. Siegfrisd
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f181 180 £ast Broad Screet

Columbua, Dhio 43266-0573
t19]

ALSO PRESENT: Ny, Nancy Ceasar, Rétes AJigtant

[20) Rr. Frenk Stesd

> Dro¥»

Yeah. And to whom do you report in those
two roies?

Eileen Buzzelli, B-U-Z-Z-E-L-L-I.

In both those roles?

Yes.

And do you know to whom she reports with
respect to these items?

Stan Szwed, 5-Z-W-B-D.

How long have you been the Production
Strategies Manager or performed those
functions under a different job
description?

Since mid January.

Of what year?

9.

And what was your position during calendar
year 19967

If it'll make it briefer, during the study
period, I was the Acting Manager of
Resource Planning and the Emisgsion
Allowance Manager.

And when you say during the study period,
that inchudes both the 1995 study and the
1996 suppletnental study?

No, just for the 1996 update. I took over

Robert J. Rua & Assoclates
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PAGE 13
[1 Now I've given you some
[2 latitude.
3 MR. PERLIS: I intend to
4 follow pretty much along the same
5] lines. T do not intend this
6 inquiry to be even extensive or
[n direct into the methodology,
8 underlying data, etc. I'm
9 interested primarily in process in
10 understanding roles, so with that,
11 may I proceed with my questions?
12 MR. REGULINSKI: Yes, you may
[13 and I would ask that you come to
[14] some conclusion on this quickly.
[1s] MR. PERLIS: 1 will try.
16] BY MR, PERLIS:
17] Q My understanding from the earlier
18] depositions in this proceeding that we're
19 focussed on the 1995 study was that there
[20) was a committee of five including yourself
[21} that worked at bringing that study to
[22] fruition. And would you say that's a fair
[23] characterization?
[24] A  Yes,
[25] Q  And that those individuals were yourself,

PAGE 15
(1 aQ

5
o»

In terms of developing the directives, if
you will, the course of action for how the
study was going to proceed, you basically
formulated that yourself?

No. T used the same methodology that was
used in the *95.

I didn't ~ okay, but who made the
decision to follow the same methodology as
was used in 19957

I did. Beczuse that was the same type of
methodology in 92 and "95 and for
congistency’s sake, we did it for '96.

T understand. You say that what you did
in 1996 was you sought updated information
from the fuels and the ratcs departments,
is that correct, among other updated
information that you may have sought?

That is correct.

Were there other departments within
Centerior that you sought additional
information from, data ip preparation of
thiz 1996 study?

Okay, information that we would have
updated for this study would have been the
fuel pricing, the allowance pricing, and

PAGE 14
1) Mr. Kovach, Mr. — I belicve it's Evans
2] and Mr. Krueger and Mr. Fink; is that
3] roughiy -
4] A That sounds about right, yes.
5] Q Okay. Now when you underntook the work in
6] the 1996 study, did you similarly have a
7] committee or did you basically take most
8} of the responsibility that that committee
[9 had and undertake it personally?
[t0] MR. REGULINSKL: May I enter
mj an cbjection? Just 2 moment, and
[12] give the witness a chance to write
[13] down the five people who worked on
[14] the '95 study so he can recall
[15] them-gorrectly.
[16] THE WITNESS: Okay.
17 MR. PERLIS: Okay.
[18] MR. REGULINSKI: Please
[19] continue with your questioning, or
[20] we can read the question back.
[21] .-
[22] (Recard read.)
[23) ---
[241 A 1 would have to say that I'd undertook

most of that responsibility myseif.

~-—
—
L3
—
»

|
o> OP»O> O

the load forecast.

Not systern utilization?

What do you mean by system utilization?

The extent to which the generating plants
were going to run.

That would fall out as part of the load
forecast.

I sce. Did you produce any or seek to
produce any data or information regarding
projected wholesale sales of power ot
purchases of power in connection with the
1996 study?

No, I did not. That's not owr
standardized methodology for approaching
studies. We did everything on a scrvice
territory, native load customer basis,

Service territory, native load, and
customer?

No, gervice territory, native load.

Basis?

Right.

And that's the methodology that you'd
always followed in the past?

Yes.

Has the level of wholesale sales and

Robert J. Rua & Associates



PAGE 17
[
[2
[3]

purchases been increasing for Centerior as
a system?

MR. REGULINSKI: Objection,
relevance.” Without waiving the
objection, let the witness answer.

I couldn't answer that right now, 1
really don't know.

But you said that you were in charge of
the wholesale sales for the company.

MR. REGULINSKI: He didn't
say that. T object. That's a
very bad characterization of the
easlier witness's testimony.

Well, then let me rephrase the question
this way. What is your responsibility
with respect t0 wholesalc sales and
purchases in the company?

I provide information to cur wholesale
power traders, our wholesale power
marketers. They actually make the deals
and again, I’ve been doing that since
January, early January of this year.

You evaluate ail of the deals, and see all
of the deals?

No, T provide them information.

Q  Other than that, did you change the
methodology in any way from the previous
studies?

Not from the *95 stdy, no.

And you did not seek other information.
Now as you sought that information, whom
did you seek the fuel pricing information
from?

We requested that from the Fuel Supply and
Planning section of procurement.

And from whom did you receive the
information?

I belicve it was Joe Lang.

And the allowance pricing information?

I provided that.

And the load forecasting information?

That came from our 1996 LTFR that was
approved by the Commission in May of '96.

And when you say the load forecast came as
approved by the Commission, what does that
mean? Was it & specific act of numbers as
to what the load was going to be?

A We provide on an annual basis to the
Commission a load forecast, and that is
worked up every vear and submitted, and

o>

O »or»0>» pO >
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o» o>

So the power marketers have the authority
to make deals for the company without your
approval?

They have their own person that they
report to.

Person?

They do not report to me.

They report to a person within C.E.I. or a
person within the power marketing company?

Within Centerior’s whalesale power
marketing.

I sece. When you say ~ when you consulted
the wholesale power marketers, you mean
Centerior wholesale power marketers?

Yes. —

As opposed to outside third party power
marketers?

Correct.

I misunderstood that. So returning then
to the three items that you sought
additional information for in preparing
the 1996 study, fuel pricing, allowance
prices and load forecasts, those were the
three areas you cited, correct?

Correct.

PAGE 20

[1] they approved it, and then we incorporated
[2] it into our models.

[3] Q And do you incorporate it as the only load
[4] forecast that you look at or do you have a

[ 5] high, medium and low load forecast that

[ 6] were all equally approved?

[7] A  For this study, it was the only one.

[8] ©  And over what period did that load

[9] forecast run?

[10] A  Tt's a 20 year forecast.

[111 Q  MNow when you do your work to prepare load
[12] forecasts, when the company does its work
[13} 1o prepare load forecasts, for let's say,

[14) submission to the Commission, you say they
[15) do that on an annual basis.

f16] A  Yes

[171 Q Do they run multiple computer models and
3] evaluation of possible load forecasts for

[19] projections?

[201 A 1 really don't know.

[21] Q  From whom do you get the load forecast,
[22] just out of the published reports and you
(23] don’t ~ do you not deal with specific —

[24] did you not deal with specific individuals
[25) in preparing the 96 study?

Robert J. Rua & Associates
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PAGE 21

A I did not deal with a specific individual.
Q  Mr. Hoag, with respect to the fuel pricing
information that you received from
Mr. Lang or othérs from the Fuel
Department, or the Planning Deparunent, is
all of the information that you received
incorporated into the various tables, some
of which were filed under confidential
seal in the 1996 study or was there
substantial information that you looked at
and chose not to include in the study?
MR. REGULINSKI: May I have
that question re-read, please?
(Record read.)
MR. REGULINSKI: Can Task a
clarification question?
Substantial infermation not
included, arc you referencing
loads information, or just fuel
pricing information?
MR. PERLIS: That was a very
lengthy question. Perhaps I
should just strike it and start

mean that you did not request at that time
from Mr. Lang in the Fuel Department fuel
price projections for 6.0 pound coal for

use at Eastlake?

That 8 correct, because 6.0 pound coal if
burned exclusively would put us over our
SIP limit which I believe is like 5.65.

Now you've heard testimony eatlier today
by your colleague that in 1996, and as
reflected in suppiementai responies to
document production requests, that in
1996, there was a mixture of fuels at
Eastlake.

Why did you not request coal price
projections for different mixes for these
different coals?

Those coals were selected because it's the
same ranges we have used in the '95 study
and it was information that was available
from the EVA study.

Which EVA study is this that you're
referring 1o now?

The one that the Fuel Procurement
Department used in developing those
numbers to provide to us.

PAGE 22

[1) over again.

[2] BY MR. PERLIS:

[3] Q  With respect only to the fuel pricing

[ 4] information that you received from

[ 5] Mr. Lang and the Planning Department, did
[ 6] they submit to you information that is not
[1 included in the various tables that were

[ 8] submitted under seal in this case?

[9] A Tl answer it by saying that the Fuel

10} Supply Planning group provided the

[11] information we requested which is the fuel
[12} pricing. If they provided more, I'm not
[13] aware of it because the dat did not come
f14] directly to me.

[15] Q  So looking-at table number 2, not under
[16] seal in the study, it's the delivered coal

[17] cost plus the S02 cost for the Eastlake

[18 pilant. The delivered cogl cost which

[19 would have come from Mr. Lang and others.
[20) The only numbers that you would have

{21 requiested from them would have been for
22 1.2, 1.6, 2.5, 3.8 pound coal?

{23 A Yes.

{24] Q  And under 6.0 you have NA, not applicable,
[25) because of the SIP limitation. Does that

o>

o>

So when you got fuel pricing information,
were you getting two separate sets? One
from Mr. Lang or one was from EVA or was
it that Mr. Lang took EVA’s and then gave
you a Centerior fuel price forecast that
was based on the EVA numbers?

Okay, Mr. Lang took the EVA study, applied
his knowledge to it and gave us the fuel
price forecast that we used.

You did not independently evaiuate the EVA
numbers?

No, T did not. T've never seen it.

You have no knowledge as to whether the
EVA numbers are based on long term coal
contracts, spot contracts, atc.?

That is correct,

So again, you felt that in preparing the
1996 study, that there was no need for you
to go outside the bounds of the prior
study, and alt that was required was to
update the precise factual data that had
been included in that prior study?

That is correct. Based on the years of
planning that we've done through the Clean
Air Act up through ‘95, and updating this
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small portion of our plan.

And do you know whether EVA updated their
fuel price forecast between the 1995 study
and the 1996 study?

No, I do not.

And did you ask Mr. Lang to make sure that
he was relying on up to date figures?

When [ go to a gentleman and ask him to
provide me & fuel price forecast, what he
gives me is my up to date numbers,

Did you have a budger for the preparing
the Supplemental Fuel Switching Study?

MER. REGULINSKI: Objection.
Relevance.

MR. PERLIS: T want to know
whether o not it was budgeted to
retain outside consultants to wark
on the 1996 study.

MR. REGULINSKI: We provided
responses to that already. T'll
allow this question but | don’t
think I’ll allow anything more on
this. You may answer this
question.

Let me explain our budget procedures done

PAGE 27

[1 recall how long it took from when the

[2] commitment firgt started meeting to when
[3] the report was finished?

[ 4] MR. REGULINSKI: Objection,
[ 51 relevance, Without waiving the

[ 6] objection, I'll allow the witness

[7 to answer.

[8] A No,1don't remember the time span.

{91 Q Do you believe that working on the 1996
10 study, you spent more or less time than
[11} the group spent in 19957

[12] MR, REGULINSKI: Same
[13] objection. Without waiving, the
[14] wilness can answer.

[15] A  Well, since I can’t remember how long it
6] took in "95, T really can't say whether it
7 Was more or leas now.

[18] Q Do you remember how much time it took you
[19] in 1996 to work on the study? How many
[20] man hours you put in on the study?

[21]] A I would only be guessing.

[221 @ T'm willing to entertain your guess.

[23] A Jus withkin my group only, I would say
[24] maybe 160 man hours.

[25] Q  Now, you took the numbers from fuel

o>

in September, October, November. 1 ook
over in July. Whether there was money
included or not, 1 cannot definitely

answer and normally that kind of money
would not be budgeted at my level. That
would be done in another area. In this
case, specifically down in Fuel
Procurement to update a fuel study.

But you made no request of Fuel
Procurement to retain outside consultants
to update the outside consultant's study?

1 made a request to Fuel Procurement to
provide me with updated numbers for the
supplemental study,

And howexer they chose to do that, they
could have chosen to rely on the older
study and just adjusted it from their own
knowledge of the fuel price market and
they could have gone out and hired an
outside consuitant to have done it; it was
entirely up to them and you didn’t inquire
a3 to how that was done?

That is correct,

Now when you worked on the 1995 study as
part of that committee of five, do you

PAGE 28

i1 pricing, your group came up with the

{2] allowance numbers, and you took the load
{3] forecast numbers out of the LTFR. Why did
{4] it take even S50 howrs to do the study?

{5] MR. REGULINSKI: I'll object,
[ 6] come on. He said this was a

[n guess. He said maybe he'd be

[8] guessing on the number,

[91 Q Tt rephrase the question. What was the
[1o] bulk of the 160 hours spent on or whatever
[t the number of hours was, what was the bulk
[12 of it spent on? Producing the allowance

13 forecasta?

[14] A  No, you have data requests, you receive
[15] the data, enter the data, evaluate

[16] production runs, evaluation.

17] Q  When you say evaluate the data, in what
18 sense did your office evaluate the data

19 that you received from fue! pricing or

20] load forecasting?

21] A Well, you want 10 make sure that the -
[22] that if the data is wending upwards,

[23] somewhcre in the middle, you don't have a
24] bogus point that comes down and goes back
25] up so it's inspection of the data.
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Basically a quality check, just to see
that the curve looked like it was going in
the right direction?

Right. -

Considering that, whether the number's 160
hours or 100 hours, did it take more than
4 couple of bours to evaiuate Mr. Lang’s
data to see that it looked like it was
consistent? Did your office cvaluate it
for any more than an hour or two?

Again specifically, I can’t answer that
because Mr. Lang's data did not come to
me. [t came to a gentleman who worked for
me.

So it’s possible it went back and forth to
Mr. Lang a few times?

Oh, very well counld have. I don't know if
that's correct ot not.

Who is this geatieman who worked for you?

Rob Martinke.

MR. REGULINSKI: M-A-R-T-
I-N-K-O.

Now with respect to the allowance price
forecasts that you produced in your own
department, correct?

Emissions Exchange, and T think the
publication is the Clean Air Compliance
Review publication, the EATX, as well as
market contacts that I've developed
through being in the position for over
four years,

In 1995 with the emission allowance
forecast, what was that based upon, the
one used in the 1995 study?

I believe that was based on an EVA
forecast that they prepared for us.

And did that turn out to be accurate or
off by a fair degree?

MR. REGULINSKI: Objection.
Relevance.

Very short run?

MR. REGULINSKI: Objection,
relevance. Without waiving the
objection, I'll let the witness
answer.

I can’t really say as if T went back and
compared the market to what their forecast
was.

If they project a fall in 1994, would have
been when they did the projection,
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{1 A Yes. [ 1} correct? Did they project that there
[2] Q Did you produce that personally or did you [ 2} would be any fall in allowance prices

k| rely on others within your department to [3] between then and 1997?

4] produce it? [4 MR. REGULINSKI: This is for

5] A No, T produced that myself. 5] the '95 study?

6] Q  Did you rely on other people within your [d] MR. PERLIS: Yes.

7 department for factual information that [N MR. REGULINSKI: Same

8] you utilized in making that forecast? i8] objection. Without waiving it,

9] A No. [9 Mr. Hoag, you can answer,

0] Q  So you brought to bear your experience [10] A Tdon't believe their forecast indicated a
11] since 1993 on what you knew about the 1} dowoward trend,

12] allowance market in coming up with that [12] At that time, did you have any reason to
13] ellowance price forecast? [13] project for the company’s purposes, that
14 A  Correct. [14] there would be 8 decline in emission

15] Q  And you did not retain any outside [15] allowance prices?

16] consultant to prepare an allowance price [16] MR. REGULINSKI: Objection.
17] forecast for you? 1] This is still about the 95 study?
18] A No. [18] MR, PERLIS: Yes, it is.

19] Q - Did you look at third patty projections of [19] MR. REGULINSKI: That's
20} allowance prices in reaching your [20] enougk.

21} assessment of future allowance prices? [21] MR. PERLIS: it's going to
[22] A  Yes, I did. (22] the relevance of reliability of
[23] Q  Can you tell me whose projections you [23] studies.
{24 looked at? [24] MR. REGULINSKI: Yes, but
{25] A 1 used Canter Fitzgerald as one source, [2s]) your witheéas has admitted under
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[1] oath that the forecasts preparcd

[2] are not unreasonable, and I have a
[3] protective order precluding review
[4] analysis, underlying data and

{5 studies in the '95 srudy.

{ 6] MR. PERLIS: We're not asking
(7 the question as to whether the

[ 8] forecast itself was reasonable or

[9] unreasonable as a forecast. We're
[10] asking whether it turned out to be
[11] accurate after the fact.

12] MR. REGULINSKI: And the 95
13] study is not relevant to the 96

14] study. There was a stipulation on

15] the 95 study. I've given you

16 latitude on the '95 study but I've

7 got a protective order on the "95

18] study.

19 MR. PERLIS: Il rephrase

20 the question in another way then

21 to avoid this.
[221 BY MR. PERLIS:
[221 Q  Mr. Hoag, you have at least four years of
[24] experience from 1993 through now, 1997, on
{25) emission allowance forecasts. Have you

As you've looked at all the prior

anes, had any of them projected a decline
in allowance prices for the coming year or
two or three?

All of the previous forecasts that I've
ever seen going back to the signing of the
Clean Air Act where it said $800, and then
scrubber prices came down to $600 and then
down to $400, everything has been trending
down

Now that's the actual prices?
MR. REGULINSKI: Forgive me,

I don't know if the witness has
completed his statement and T
would ask the - T would ask that
the attorney wait until the
witness has completed his anawer
before following up with another
question.,

BY MR. PERLIS:

Q Excusc me, and please interrupt me if T
interrapt you.

A Those forecasts had been trending down,

When we got the EVA forecast, it was

showing an increase. We went with that

Q
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[1] been preparing annual forecasts each year
[2] for internal use here st Centerior?

[3] A  Okay, the first forecast that was used

[ 4} with my knowledge because there were ones
s} before me, and T can’t artest to any of

[ 6] their validity, but the first one that we

(7 used was the EVA in December of '94.
[8] Q  And have there been subsequent forecasts
(A that you have developed internally here?
[10)] A  Yes, I have developed them internally on a
[11] periodic or as needed basis depending upon
[12 what was being studied.

[13 Q  Have there been other needs than just the
[14 Supplemental Puel Switching Study for such
[15] projections—ta be made?

[16] A  Yes

7] Q  And you've always done them yourself?
18] A  Correct.

[19] Q  You haven't retained other outside partics
[20] like you did with EVA that first time?

[21 A No, they've always been internal.

[22 Q  Now as you've taken all those allowance
[23] projections and forecasts together, do you
[24] find that they are — or let me strike

I25] that.

forecast. Then in 95, based on my
knowledge of the market, based on
allowance prices, it was decided 10 go

with our own forecast, and not even in our
forecast, do we show a decline down.

In fact, are you aware of Canter
Fitzgerald or Emission Exchange or the
other Clean Air Compliance, EATX that
you've referred to, are you aware of any
of them having forecasted the decline in
emission allowance prices that actually
occurred in 19967

That occurred in 967

95 and 96, between the time of the first
study and the time of the second one.

Long term forecasts, no. Short term, yes.

Did any — s0 you are aware of some having
projected a reduction short term, even
though BEVA didn’t show that in their
study?

Right. :

Now with respect to the load forecast that
you've gotten out of the 1996 LTFR
approved by the Commission in 1996, that
load forecast tells — ip what way did you

o> O>

o>
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use that load forecast?

1 don’t see a chart or any tabie that
says load forecast the way I do for
allowance prices or coal prices. How did
you use the load forecast?

Well, the load forecast gives you a
projected peak for the month in the energy
for the montk, and then you use that to
project generation at each plant.

And what use did you make out of that in
the 1996 Supplemental Fuel Switching
Stwdy?

Well, that was the load we used for the
analysis to come up with a generation for
each plant, the fuei that was burned at
each plant and be taken back out to get
the amount of SO2 generated and allowances
needed.

S0 is it fair to say that the exclusive
use of the load forecast information was
to generate table 5, the projected system
BA bank?

MR. REGULINSKI: May we sce
5, please?

(1
[2]
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Q
A

Q

Does it affect the delivered coal cost?

It may affect delivered coal cost but
those are evaluated costs in the tabie,

Right. What does evaluated cozl cost
congist of? Is it not simply the sum of
delivered coal cost plus the SO2 cost?

MR. REGULINSKI: We've had
two witnesses speak of evaluated
coal prices prior to Mr. Hoag
being deposed from the Procurement
Deparment.

MR, PERLIS: Right, because
that was our understanding but
this is the man who everyone has
told me is the onc who did the
study, and this is what's in the
table. I'm asking him to explain
whether the evaluated coal price
in this study is anything more
than the sum of what's stated in
the top of the table, delivered
coal cost plus SO2 cost.

MR. REGULINSKI: I was
wondering if you were going back
to the previous depositions

(Record read.)

That was one of the uses. 1 would not say
exclusive.

Can you tell me what other uses, useages
were made of the load forecast?

I just didn't want my response to be
exclusive. There could be others but |
don’t recall whar they are.

Looking at tables 1 to 4 in the study, was
it used at all in producing those numbers?

It would definitely not have been used for
table 1. More than likely was used
associated with tables 2, 3 and 4.

How might-it have been used for tables 2,
3 and 47

It would be used to arrive at the numbers
for those tables based on the generation.

So tables 2, 3 and 4 show that the
delivered coal cost plus the SO2 cost for
different pounds of SO2 coal.

Does the load forecast affect the SO2
cost, the allowance cost that you would
have used or just the delivered coal cost?

It does not affect the SO2 cost.

regarding the evaluated coal price
for procurement. You've
clarified, thank you.

BY MR. PERLIS:

Q

o»

Just for purposes of this study, the
evaluated coal price that appears in this
study, is it simply the sum of the
delivered coal cost plus the SO2 cost?

If delivered on that table inciudes
transportation, yes, but otherwise, you
have to include transportation also.

So delivered coal cost itself has two
componcnts; one is transportation and one
is the mine cost?

Mm-hmm.

And in what sense does the load forecast
affect either component of the delivered
coal cost?

MR. REGULINSKI: May I have
the question re-read, please?

(Record resd.)

MR. REGULINSKI: Perhaps it
helps to review what was the
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either in that question.
MR. SIEGFRIED: Excuse me,
Mr. Perlis. This is Stuart, with
the staff. T just wanted to let
you know there is another .
gentleman with the staff, Mr. Ray
Strom is here as well. He's with
the Commission staff also.
MR. PERLIS: Thank you.
(Record read.)

In tables 2, 3 and 4, the - [ was
incorrect in saying that the load forecast
would impact those tables. That is
delivered cost, plus $0O2, plus
transportation only.

Delivered cost meaning FOB mine, plus
transportation, plus SO2 costs?

Correct.

And the load forecast, now that you've
re-assessed the question, did not affect
the eniries in the study for the delivered
coai cost transportation and SO2 coat?

Correct.

o»0 >0 > Q>

o>

(Record read.)

It does take into account native load, and
it does grow at an escalated rate.

In fact, during the last 12 months of
1996, did the load grow for C.E.L at all
or did it contract, do you know?

T do not know that.

Did you take into account at all the
emergence of competition in both the
retail end wholesale markets in preparing
the 1996 study?

No, I did not.

Why not?

I didn't feel that it was necessary to do
that for our planning study, for this
supptemental study.

Are you familiar with FERC Order 8887

T have heard of it.

Have you Leard of the Mega-NOPER that
preceded it that had been published beforc
your October study was submitted?

Yes, T had heard of it.

So you werc aware at the time that
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So then is it the case then that the load
forecast really only affected table 5
which was the projected bank?

Yes.

And there were no other tables attached to
the study. Were there other factual
tabies that were prepared by you in the
course of preparing this study that were
not appended to the study, and not
submitted to the Commission?

1 do not belicve so.

Now with respect to the ioad forecast, you
aaid that that — I think we earlier in
this deposition, you stated that that was
based on the.service teeritory and the
native load of the utility.

Yes.

Does that laad forecast and therefore, the
emisgion allowance bank on which it's
based, does that take into account
possible changes in the size of native
load in the future, or does it assume a
fixed native load or one that grows at a
constant escalated rate?

Could you read that again, plcase?
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[1] you were preparing this study, that FERC
[2] was going to propose rules that would
[3] provide much more opportunity for
[ 4] wholesale power competition?
[5] MR. REGULINSKI: Objection on
[ 6} two grounds. One is relevance and
[7 two is characterization. The
[8] witness has indicated that he had

9] heard about the Mega-NOPER and he
10) had heard about the Rule 888,

11] BY MR. FERLIS:

12] Q Tl restate the question. When you say
[13] you had heard about them, did you

14] understand that that was going to have any
15] affect on the wholesale power market that
16] C.E.L. would confront?
N7 MR. REGULINSKI: Further
[18) cbjection on relevance. Without
[19] waiving the objection, I'll let
[20] the witness answer,
21 .-
22 (Record read.)
[23] .en
[24] A Again, if you're talking wholesale power
[25] sales, our study deait with native load.

Robert J. Rua & Asaociates
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[ 1] That is not wholesale power sales.
{2] Q But by native load then, you mean the

3] demand that consumers within your service
4] territory place upon the system for power?

5] A Correct.

6] Q Andso you assume that that is ensirely
[ satisfied out of system generation?

{8] A  For the purposes of the study, yes.

9] Q  And do you believe that during the period
10} of 1997 through 1999, that an increasing
11} percentage of the consumer load might be
12] satisfied out of power purchased from
13} other suppliers’ generation facilities?

[14] MR. REGULINSKI: Objection.
[t5] Relevance. Without waiving the
[16] objection, T'll let the witness

7] answer.

18 A That could or could not happen.

19 Q Arte you aware of any developments that
20] might cause it to happen? Any factors
[21] that would tend to increase the
22] importation of power by Centerior to
23 satisfy its native load?

24 A No.
[25] Q  Would Centerior be obligated to import
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[1] be entirely purchased power but it could

2 be increasing percentages of purchasing

3 power versus generated power?

4 A Yes.

5] Q  And those percentages could vary over

6] time?

7] A Correct.

8 Q With the emergence of — do you agree that

9 there's been -~ that there is now emerging
10} a much more vibrant wholesale power

1] market?
[12] MR. REGULINSKI: Objection.
13] Relevance. Without waiving the

14] objection, the witness can answer.
15] A At times, there is, ves.

16] Q  Does that provide perhaps opportunities
17] for C.E.L to sell power in the wholesale
[18} market more often than it may have in the
[19) past?

20] A We have power raders and power marketers
21 that are out there trying to sell our

22 power on a day to day basis.

23] Q  Andin doing a 20 year cmission allowance
[24] bank forecast, why did you not undertake
[25) some analysis of what the likely effects
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[1] power if it could do s0 at cheaper costs
[2] than it could do so by generating from its
[ 3] own unita?

[4] MR. REGULINSKL: Can we

5] clarify obligated for retail

6] customers? Obligated for

7 wholesale custoraers?

8 Q  Yes. For its retail customers, for its

9] native load, if Centerior is able to
10] satisfy that native load more cheaply by
11 buying power from others, is it generally
12 obligated to try to do that, in lieu of
13 running its own generation units?

14 MR. REGULINSKI: Objection as

15] to relevance. Without waiving the

16] objection, T’ll let the witness

17] answer.

18] A It is our policy to provide thc power to
[19] our customers a; the cheapest least cost
[20] possible.

[21] If that’s generation plug purchase
[22) power or generation only, whichever way,
[23) that's the way we do it.

(24] Q  Or purchase power only, in some cases.
[25) Well, never — you're saying it will never
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f1] of competition both in the wholesale and
[2] retail markets would be?
[3] A  Again, our s;udy addresses native load
[4 system requirements only. Wholesale power
[5 sales are not included, unless they are
6] known and contracted and signed at the
7 time and in place.
8 Q  In your capacity of reviewing and working
9 with the wholesale power marketing people
10} in the company, do you get the sense that
1 the company believes that the wholesale
12] power market is going to be more active
13 for C_E.L over the next 20 years?
14 A Poteotislly.
15] Q  What about at the retail levei? Do you
16] foresee that there may be retail
17] competition for your pative load customers
[18) in the next 20 years?
[19] MR. REGULINSKI: Objection,
[20] scope and relcvance, Without
21]) waiving the objection, I'll let
22} the witness answer.
23] A Therc may be.
{24f Q  Are you familiar with efforts made by a
[25] number of other states to open up their
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markets, retail markets to competition?

MR. REGULINSKI: Same
objection. Without waiving, let
the witness answer.

On a gross basxis, T am, yes.

Are you awarc that Federal legislation is
expected to be introduced and seriously
debated this year?

MR. REGULINSKI: Objection.

That would give an impetus to retail
competition?

MR. REGULINSKI: Objection,

No, 1 am not aware of that.

Tf retail competition does come for Ohio
as well as other neighboring states, 1
asgumne Centerior would be able to try to
sell power to other customers' native
load, other utilitics’ native load?

MR. REGULINSKI: I'll have a
continuing objection to retail
competition, 30 T won’t have to
continue to interrupt, but the
record will note a continuing
objection to this line of
questioning as irrelevant.
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[ 1} plants?

[2] MR. REGULINSKI: May 1 have
[3] that question again, please?

[ 4] .-

[5] (Record read.)

[6] ---

[71 MR. REGULINSKI: T'll note
[ 8} for the record that not only did
[9] the Examiner grant a motion for
f10] protective order on the 95

f11] Environmental Compliance Plan but
[t2] also granted a motion for

[13] protective order on the analytical
14] methodology, underlying data and
15] studies and alternatives and

16] scenarios and conclusions of each
17] for the May 30, 1996 long term
18] forecast report.

19] And while T bave again

20} permitted substantial leeway into
[21 questions that are reiated to the
2 long term forecast report, which
23 includes nat only load growth

24] forecasts, but also includes how
[25] the company will meet that load
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[3 A
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Without waiving that objection,
I'll let the witness answer.

As Mr. Kovach stated earlier, if you're
going to come play on my baseball field,
I'm going to come pliay on your baseball
field.

And when you go to play on these basebail
fields, are you going to be playing
basicaily on cost and service?

I would think that might be the —

Do you think the least cost suppliers of
power are likely to have an upper hand in
the competitive marketplace?

I would think so.

When youundertook your study, did you
undertake any evaluation as to whether or
not the Centerior plants were below
averuge in cost compared to other regional
clectric generation facilities?

No, I did not.

You did not see the need to do that?

No.

Now in undertaking the load forecast, does
Centerior consider possible retirement or
reduction in utilization of particular

PAGE 52

{1] growth for generation planning. 1
[2 don't believe it's appropriatc and

[ 3] the Examiner I believe also agrees
[ 4] it’s not appropriate and so [

[5] would ask that the attorney wrap
[ 6] up his 1996 LTFR questions and [
] would object to this question but
[ 8] permit the witness to answer.

[9) MR. PERLIS: Just for the
[10] record, counsel would like to

[11} remind Mr. Regulinski that our
{12} view, of course, is rather

13} different of paragraph 7 of the
[14] Order, but the witness has been
[15] instructed to answer the question.
e MR. REGULINSKI: 1

7 understand.

{18} THE WITNESS: May I please
{19] ask for it to be re-read?

{20] ---

[21) (Record read.)

[22] ---

[233 A  The utilization or reduction or retirement
[24] of plants is not an input to the load

[25] forecast. The load forecast — thase
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PAGE 53 PAGE 55
[1 might be outputs from it, but the load [1] Q  And how did you decide what the total
[2) forecast is not dependent upon our current [2] cansumption or output of electricity was
[3] generation, [3) going to be during each of those years?

4] Q  The emission aliowance bank that's [4 A  That comes from the load forecast.

5] projected in table S, docs that depend [5] Q Soisthere anything other than the load

] upon the degree of system utilization of [ 6] forecast that was relied upon in producing

7 each of the plants within the Centerior [n table 57

8] system? [8] A 1guess! don't understand what you're

9] A Yes. [9] driving at or —

10) Q  Did you undertake a study in preparing the [10] Q Does the load forecast contain an output
11] aliowance bank in number 5? Do you [11] of gystem electricity production?

12} prepare any analysis of the company's [12] A - The load forecast, no.

13] plans with respect to general -- the [13] Q  Sc where does that come from? You take
[14} utilization of generating facilities? [t4] the pumber of kilowatt hoors to be
[15] A Table S reflects any changes that were [t5) consumed as your load and what do you do
[16] made at the time of the study to [16] to that to come up with the emission
| Centerior’s generation and then those [17] allowance?
[18] would be refiected in this table as a [i8] A  It's run through a production costing
[19] difference compared to the *95 wble. 9} model,
[20] Q  Does the allowance bank forecast, f200 Q  Who did the runs on the production cost
[21] therefore, not take intp account the {21] maodet?
[22) company’s announced plans to reduce {22] A  Personnel in my area.
f23] utilization of several of the coal fired {231 Q  And how many runs did they do to come up
[24] units? 24] with the emission allowance bank?
[25] A  Table 5 does reflect the announcement for {25 A 1 really don’t know how many runs they

the changes at Ashtabula and Eastlake,

Which changes are those you're referring
to?

In the fall of last year, we
decommissioned two units at Ashtabula C
plant, and we mothbalied a third unit at C
plant, and there’s potential cycling
activity at Eastlake for weekends for one
unit.

And all those effects were incorporated
into the load forecast output and the
emission allowance bank forecast in
table 57

Reflected in this table but again, those
have nothing to do with the load forecast,

30 you took the load forecast — in making
table 5, you took the load forecast and
then you factored in certain — what ehe
did you factor in then besides the load
forecast to come up with the table 5
emission allowance bank? How did you —~

You have your starting year allowances,
You have your carry over from the previous
year, subtract out your consumption for
that calendar year.

PAGE 56

(4 Q

did.

Did they do extensive sensitivity analysis
on any particular factors that would
affect the size of the emission allowance
bank?

The sensitivity that was done was the
various sulfur levels as indicated through
tables 2, 3 and 4.

Other than the sulfur levels, for each —
they did the sulfur levels, so in other
words — well, actually, it’s a good ~

MR. REGULINSKI: Mr. Pertis,
we've been going at it for two and
& half hours. Is this a good
time, or do you want to keep going
before a break?

MR. PERLIS: T'm happy to
take a break if the withess wants
one.

MR. REGULINSKIL: Let's take a
five minute break.

MR. PERLIS: That's fine.

-

{Short recess had.)
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{1] Q  Mr. Hoag, let's continue if we might.

{21 A  Alrght

[3] ©Q Pdiike ta return to the manner in which
[4] you constructed table 5 in the study.

[ Again, I'm not asking for the

[ 6] specific numbers but the methodology that
[7 was used in constructing the table.

[8] You say you took the load forecast
[9] output for system demand for kilowatt
[10 hours, is that correct? And then you ran
[11] some models.

(12 Could you explain in a Hittle bit

[13] more detail what you did to the output
[14} from the load forecast to come up with the
[15] colurmn of cmission allowances that we see
[16] in table 57

1M A  Okay. To get the projected system EA
18] bank, you start with initial allocation

[19] for each year. You subtract from that
[29] your sllowances or your SO2 generated
[21] which is equivalent to EA's.

[22] One ton of SO2 is equal to one

[23) allowance. The SO2 generated or the EA's
[24] consumed is the output from a production
[25] costing model which utilizes the load

o>

monthly energy that will be consumed, or
generated.

The production costing model tells
you how that energy is going to be
dispatched throughout the month,

Okay. We'll get to the dispatching, but T
just want to focus on what you called
originally the load duration curve.

Does that consist of any judgment or
adjustments made in your office to the
load forecast?

Ng, it does not.

So you get this moathly peak energy
generated, and then you have to determine
from which plants that generation is going
to come, and the reason you have — the
witness is shaking his head yes — and is
the reason you have to determine that so
that you can then determine which plants
will be operating and what their emissions
will be when they're 80 operating?

Would you read that back, plcase?

(Record read.)
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[1] duration curve to come up with specific

(2] generation for each plant, and then it

{3] gives you specific sulfur consumed.

[ Q Thank you. For my help, I'd like to break
[5] that down into pieces.

[ 6] MR. PERLIS: Could T ask the
(7 court repotter to read back

[ 8] starting with the output of the

{ 9]] production costing model?

10] “--

[11] (Record read.}

[12] ---

[13] Q  When you speak of the load duration curve,
14 I take it that is the consumer demand in

15] kilowatt houzs over time that was the

16] output from the load forecast?

[1] A  Yes.

18] Q  Are any adjustments made to the load

19 forecast as approved by the Commission to
20} come up with a load duration curve, or you
21} just take the numbers out of the ioad

[22] forecast and it's one unique load duration
23 curve?

24 A The load forecast gives you the — 1

25] believe it's the monthly peak and the

o»

P'm not sure [ fully understand the
question.

Shall T try to rephrase it?

Please.

T'm not ag artful here in the terminology
as you are, 30 please bear with me and
we'll get it right. Tl oy to get it
right,

You said before that you utilize the
load duration ¢urve in the production
costing model to come up with specific
genemation for ¢ach plant.

Correct.

Why — what do you do when you get the
specific generation from each plant to
produce this table?

The plants in the model are dispatched
hour by hour. That tells you how much
coal is burned.

You have your assumption for what
value of sulfur coal is being used, That
allows you to say for that generation, you
consumed 3o many tons of coal at a certain
sulfur levetl, and then you can back into
what the amount of SO2 generated is for
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PAGE 61 PAGE 63

(u the month. [1] PROMOD for the right to use the madel?
[2] ©Q  And then you add up the total SO2 [2] A  1believe it's a lease, yes.

{3] generated, and you determine how many [3] Q Do you make modifications to PROMOD that
[4) allowances would therefore be consumed in (] are only Centerior specific or do you take
{5} that period of time by the company? [ 5] PROMOD the way it is provided 1o all the
[6] A Correct. (6] other utilitics and use it as received?

{71 Q  Okay. Now in applying these production [71 A  Usc it as received, but the PROMOD input,
[ 8] costing models to determine which [ 8] it has to be customized to your corporate
[9] generating facilities are going to run, [9] situation.

f10] that's what you mean by a dispatch model, (101 Q  And among the inputs would be fuel prices,
1] correct? ] including transportation, allowance

f121 A  Correct. [12] prices, outage schedules, and wholessle

{t3] Q  Now this dispatch model, is this a {13] power sales?

4] dispatch model that makes predictions for [14] A  Those are some of them, yes.

[t5] 20 years, or is it sort of a current ['5]1 Q  Are there any other major inputs that you
18] digpatch model that tells you what would L) have to customize?

1 happen today under certain circumstances? [17] A  Their program, the instruction manual is
f18] A  This model is a modei that we use that 8} three volumes about that thick.

{19] will do for the next 20 years. It can [19] (Indicating.)

20 look ahead 20, 30, 40 years. [20] Q  I'm asking in general terms, I'm asking in
[2]] ©Q  What are the major factors in the [21 general terms what are the major factors,
2 production costing model that determine [22] the major inputs that have significant

[23] which generating facility is going to be [23 effects. If you were to give a list of

[24] dispatched? 24 the top ten, you've given me four here,

[25] A  There are several. Numbers one, being fuel [25] what else would be on the list?

PAGE 62 PAGE 64
[1] price which includes the transportation, 11 A 1 would think those four would be
[2) allowance price, outage scheduling, any 2] sufficient.
[ 3] wholesale power sales that you might have. 3] Q Okay. Let's start with wholesale power
[4) Those are the big ones that I can think of 4] sales, if we might. When you made or when
[ 5] right now. 5] your department made the inputs for
[6] Q  Let's start with the last one, wholesale 6] wholesale power sales, who decided what
(7 power sales. 7 the wholesale power sales were going 1o be
[ 8] Before 1 do that, the production 8 as an input into the model?
{9 costing model which you are referring to, 9 A Again, if there was no existing sale on
10] is this a proprietary model of a third [10] contract that was not already included in
11) party? 11} the load forecast, we would have included
12] A Yes, it is. t2] it, but there were not any.
13] Q  And would that be PROMOD? 13] Q  1don’t understand the response. Let me
[14 A Comect. 4] sak it in pieces again. Arc you saying
151 Q  And that'sgpelled for the court reporter, [15] that whatever wholesale sales there were
16) P-R-0-M-O-D, all caps? [16] taken into account in the load forecast?
177 A  Right [17] A That's correct.
18] Q  And does Centerior lease the model 80 to [18 Q  And there were some wholesale sales taken
[19) speak to do —~ does Centerior run the [19] into account in the load forecast?
[20] mode! itself or does it rely on the third [20] A  For which there are long term contracts,
[21] parties to run the ~ proprietor of PROMOD 21 yes.
[22] to run the model? [22] Q  And those are different whaolesale
{23 A We run the model. [23) contracts than may have existed back for
[24] Q  And you do that under some sort of fec [24 the January, 95 study?
{25] arrangement, where you pay the owner of {25] A  They could be. T don't know specifically.
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Going forward now for the 20 year planning
horizon, do you assume any changes in the
wholesale power contracts going forward
for the 20 years, or do you just take the
contracts that were in place as of that
time?

1 took the contracts in place as of that
time, and as I said before, the study,
dealt then with strictly system native
load.

Well, when you say the study dealt with,
by that you mean that the way in which you
provided inputs into the production
costing model just used the native
forecasting load and made no adjustments
for increases or decreases in wholesale
sales in the future that were not already
committed in contract?

Correct.

Okay. Did you do any sensitivity analysis
that would have indicated what would have
happened if you assumed a five or a ten
percent increase in wholesale saies?

Nao, I did not.

Or wholcsale purchases? Did you do any
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(1

Q  So if you do the planning from the five
year increments, whatever the first five
years is, you just assume that that will
be replicated in each of the next five
year segments that make up the 20 year
period roughly?

Approximately. It's not exactly five for
five.

With respect to allowance prices, in what
sense are sllowances prices an input into
the generation production costing model?

MR. REGULINSKI: Pardon me,
Mr. Perlis. Have you given any
consideration on hiring an expert
on PROMOD to assist you in
devclopment of your case?

MR. PERLIS: I doa't believe
I have to answer that question.

MR. REGULINSKI: We could
spend the rest of the day here
explaining how PROMOD works to you
or you could hire yourself an
expert who could sit down and
cxplain for a fec how PROMOD works
and how utilities work PROMOD.

o»

sensitivity analysis of changes in
wholesale purchascs?

No.

So in effect, you made no real adjustments
of your own for wholesale power salcs as
an input into the production costing
model. You took what you got from the
load forecast?

Correct.

Outage scheduling, explain what you mean
by the input for outage scheduling.

On an annug! basis, all of our turban
generators, boiler equipment need
maintenance, both short term and long
term. We plan that on a four year cycling
or five year or three year maintenance
cycle.

So in a calendar year, you might have
a specific maintenance cycle coming up.
That all has to be input for I believe we
do a five year planning horizon for
specific outage schedules. After that, it
just goes into a cycle mode that this unit
is going to have three weeks this year,
three weeks five years from now.
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[1] MR. PERLIS: I'm asking this
[2] gentleman how ke approached the
[3] utilization of PROMOD in preparing
[ 4] the study and the output in

[s] table 5.

[ 6] MR. REGULINSKI: And if you
1 had this expert, these questions

[ 8] would take a lot shorter time.

91 You don't know the first thing

[t0] about PROMOD, you don’t know the
1) first thing about system dispatch

{12] and that's apparent from your

{13] questions.

[t4] Now if you had an expert

[15] instead of wasting our time with a
f16] court reporter explaining to you

1k what PROMOD i, how it works, what
[18] dispatch is, what a generation

f19] outage is —

[20} MR. PERLIS: 1 think I didn't
[21] take very much time oa wholesale
[22] power sales. I'm not going to

[23] take very much time on the other
[24) factors. There are only two more
[25] to go.
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1] BY MR. PERLIS: [
2] Q Now in asilowance prices, Mr. Hoag, could [2]
3 you explain to me how generally the [3)
4 production costing model takes allowance [4]
5] prices into account as an input? [5]
[6)] A Allowances for every — we enter the [ 6)
[7] forecast that [ create into the database, (7
[8 and then for every allowance that’s [8] A
i | generated, it's charged that forecasted [9]
10] ratc for that year, [10}
1 Q And the purpose for that is that you're 11
12] trying 1o get an all-in or an exclusive or 2]
13 what you might call an evaluated price? [13)
14 A Corect. 4 aQ
15] Q  For fuel and the aliowance and so that [15]
16] fuel price would be transportation and the L]
17] mine mouth costs, and then you add the 17
18 allowances? 18] A
[197 A  Correct. 19] Q
20) Q  And then you come up with an ail-in cost 20]
21 of running each of the particular [21)
22 generation units, and the production [22]
[23 costing model is supposed to schedule them 23] A
[24] so that the least cost one would run first 4] Q
(25] and then going up to the next highest cost 25}

(Record read.)

MR. REGULINSKI: Objection as

to reievance. Without waiving the
objection, let the witness expiain
how PROMOD works to the attorney.
If any plant has an existing fuel
contract, just like these were for
Ashtabula and Eastlake, the same
methodology is used to come up with the
delivered cost, plus SO2 there as was used

And in order to wse the PROMOD model, you
have regularly or periodically revised
cstimates of what the fuel costs are for
ali of your generating facilities?

With respect to the fuel prices for
Eastlake and Ashtabula, do you know from
what date those prices were forecast when
used in your 1996 study?

No, 1 do not.

Going forward into the future for the 20
year periad, you're relying on then the

Q»

o>
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one, etc.? [ 11

Correct. [2)

Now as you do that, what do you assume the [ 3}
allowance cost is for a unit of fuel [4 A
consumed at Bastlake and at Ashtabula when [5] Q
you run your PROMOD model? [ 6]

T guess I don’t understand the question. (]

Do you assume that the aliowance price is [8]
the projected market cost of allowances or [
do you assume some other basis of [10]
allowance costs? (1]

The allowence cost is what was in the [12]
allowance forecast supplied for the study [13]
which T believe is tablc 1, yes. [14]

Okay. And then for the fuel prices, is it [15]
also — it says that you just use the fuel [16]
prices that are in the projections in this {17
study, as well? (18]}

That is correct. [19}

And what about for the other Centerior [20}
units that aren’t in the study that are in 21]
the PROMOD model? What do you use for i22)
their fuel prices? 23]

MR. REGULINSKI: May I have [24]
that question again, piease?

fuel prices and the allowance prices that
arc forecasted in the study for Bastlake
and Ashtabula?

So then if I sum up then, at lcast with
these four major factors, if we're looking
at the adjustments that are made, the
judgment, if you will, that’s imparted by
you and your office to the PROMOD model,
you don’t do anything on the wholessle
power sales; you take the outage

scheduling that the company has developed
for a myriad of purposes in the use of
PROMOD, and you just use the allowance and
the fuel prices for Eastlake and Ashtabuia
that are in the study that you got from
either yourself, in the case of allowance
price, and in the case of fuel prices, in

the case of Mr. Lang supplying them to

MR. REGULINSKI: May I have

that question re-read, please?

(R-ec-ord read.)
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[1] A Yes. [1 help you to have the sealed
[2] Q Now does the PROMOD - did your [4 portion?
[3) development of table 5 with the use of the [3] A  On page 4 of the study, it talks in the
[4] PROMOD model take into account any changes [4] middle of the bottom paragraph, that the
(5] in plant utilization other than from these [ 5] Centerior's plans are to be one in which
[ 6] factors? Any sort of, let’s say, any [ 6] it uses both coal and/or emission
[7 projection of any reduced utilization of {7 allowances at these units so that it may
[ 8] any particular plant? [ 8] reserve allowances based on a rate of 2.4
[9] A  AsT stated earlier, table 5 did include [9] to 3.8 pounds of $O2 per MM BTU s0 I would
[16] the September shutdowns of the two units {10} have to say that table 5 gocs back to
[11] at Ashtabula C plant, the mothballing of & [} prabably a coal in the range of 2.4 to
] third plant and the weekend cycling of an [12) 3s.
[13] Eastlake unit, [13] Doesn’t the PROMOD model have to have used
[14 Q  Aond those were all changes from what might [14] & specific pounds per MM BTU?
[15] have been assumed for PROMOD back when the [15] 1t probably did, and I'm saying I can’t
[16] 1995 study was done? [16] definitely tell you which one of those two
177 A  Correct. [t7] it used.
[1B] Q  Looking forward 20 years, does it make — [18] ©Q  Da you think it’s - unfortunately, I
{18} are there any effors made to project any [9] can't find this citation but 1 recall
[20) other similar changes in plant [26] seeing that it was 2.5 pounds per MM BTU
{21) utilization, cycling, shutdowas, etc.? 2t] at Eastlake. Is that possible that that
[22] A T do not believe so, but T cannot (22] was the number that was used?
[23} specificaily recall, [23] A T would not want to hazard a guess.
[24} MR. REGULINSKI: I would also [24] @  Is therc any reason to belicve that whae
[25) note for the record, that again, [25] you used was the mix of fractions of 2.5,
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this question appears ta go for
the long term forecast report
which includes not oniy the
company’s forecasts of load but
also includes a plan and method to
meet their loads using local
generation, power purchases,
cycling and other aspects so these
matters are and bave been reviewed
by the Commission, and the
company's long term forecast
report and that the Examiner fully
recognizing that, granted a
protective order so we wouldn’t
have_tp waste our time discussing
these matters in deposition.

MR. PERLIS: Thank you,
Mr. Regulinski.

BY MR. PERLIS:

Q

Now with respect to the fuei and allowance
prices, when you ran the PROMOD model to
come up with table 5, what did you assume
was the composition of fuet at the
Eastlake plant?

MR. REGULINSKI: Would it
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3.6 and 6.0 coal that appeared in OVCC-27
that was referenced in Mr. Kovach's
deposition?

T highly doubt that because the OVCC
document number 27 was prepared well after
the study.

But at this time, you're not sure exactly
what the pounds of SO2 per MM BTU were
that you assumed for purposes at Eastlake
in running the PROMOD model?

Of whether table 5 was -

Yeah.

- between the differential of 2.5 to 3.8?
No, I can't tell that off the top of my
head.

But that number would be available to you
somewhere in your records?

I would imagine it would be.

And the same thing goes for Ashiabula.
You'd be able to determine from your
records what the exact pounds of SO2 per
MM BTU were assumed for purposes of that?

¥ think T could, yes.

Now you woulkl agree that it will make a
difference whether you use 2.5 or 3.8 for
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number 29 from the OVCC
Interrogatories.

Would you take a moment to look at that
question and angwer?

Okay.

Do you remember preparing this?

Yes, 1 do.

Thank you. Does this response indicate
that the actual cost of your alilowances ia
a smail fraction of the evaluated cost of
allowances that you used for purposes of
this study?

The evaluated cost we used for the study
is market price, okay, plus escalators and
adders and whatever other conditions I
figure that the market is going to go
through or gyrations it's going to go
through.

Don’t you say in your answer here that the
gverage cost basis of allowances consumed
during 1997 through 1999 should be welt
below five dollars per allowance?

Yes, 1 do, and that relates to what we
charge our customers on & monthly basis as
part of our EFC process, eiectric fuel

(251

A

>0

The Fuel Planning Supply Department
purchases the least cost coal for the
units and that is passed through the EFC
process to our customers.
Just the delivered fuel portion of it.
T cannot specifically state which portions
of it are passed through.
Well, is it generally the case that the
delivered fuel cost —
MR. REGULINSKI: We will
stipulate for the record that
under Ohio law, acquisition and
delivery cost of fuel is recovered
from our customers, vmder Ohio
law.
MR. PERLIS: Currently, On a
current basis?
MR. REGULINSKI: It's done on
a semiannual basis. There’s
reconciliation adjustments based
upon whether or not the numbers
that are projected are actuals.
It's an entire process. We will
stipulate to that process.

BY MR. PERLIS:

()
[2
[3]
[4]

—
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clause. That's the weighted average cost
of the inventory you're seeing there,
$1.94.

So you only charge your customers either
$1.94 or five doilars. You don't charge
them the ninety dallars that you estimated
a8 the 97 allowance cost, do you?

Correct. We charge them the $1.94, the
weighted average cost of the inventory at
that month.

And when you change your fuel decision
from 6.0 to 2.5 or 3.8, are you able to
pass through the entire fuel price, the
delivered fuel price to your customers on
a current basis?

MR. REGULINSKI: Objection.
The pass through of fuel costs is
not a part of this proceeding.
It’s part of the electronic fuet
component proceeding as this
witness bas testified but
recognizing that, recognizing the
objection to relevance, we will
not waive the objection, and let
the witncss answer.
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Q

>0

So ig it the case then, Mr. Hoag, that for
charging your customers for the allowances
that you use up in 97 through '99, you're
only collecting five dollars from them but
you're able to collect the full amount of
the delivered cost of coal difference
betwesn the lower sulfur and the higher
sulfur coal?

We are charging the customer the weighted
average inventory which is $1.94 and since
I didn't project any purchases, I said it
would be less than five dollars.

Fine.

As far as the fuel goes, as 1 said, we are
allowed to pass through the cost of the
fuel to the customer through the EFC
mechanism.

So by passing through that difference,
aren't you obtaining allowances that you
will nae in the future rather than the
ones that you're charging to your
customers today at the lower five dollar
or less than five dollar cost?

MR. REGULINSKI: May we have
that question re-read, please?
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(1 -

{2] {Record read))

[3] -

[4] MR. REGULINSKI: Objection.
[5] We're comparing apples and oranges
[ 6] here. You're comparing fuel costs
(n to weighted average inventory

{8] emission allowances, Can you

[9 restate the question, pleasc?

[10] BY MR. PERLIS:
[11] Q  T'm asking whether you evaluate the effect

f12) of your program as being the incurring of
[t3) costs today that you can fully recover

[14] from your rate payors for the benefit of
[15] acquiring allowances that will not be used
{16} until the future?

(177 A Would you re-read it, please?
[18] .-

[19] (Record read.)

(20} : ---

2] A T'm going to have to go back to what I
[22] said before and that is, you know, we
[23] charge the customer on the weighted

[24] average inventory basis and the fuel flows
[25]) through the fuel clavse adjustment

PAGE 103
i1 switching would be to purchase them in the
{2 open market?
[3 A  Yes, you can do that.
[4] Q  Which individuals in the company make the
[ 5] decision as to whether the company will
[ 6 purchase allowances?

7 A T make the recommendation to management to

8 purchase. However, with this plan that we

9 have laid out, I see no need to purchase

10) right now.

1 Q  What about other purchasing decisions that
12] have been made in the past? You've made
13] those recommendations for the decisions to
[14] purchase?
[15] A Correct.

1§ Q  Okay. And what sources of information
17} have you considered in doing so, when you
18} have decided to purchase allowances?

19) A  The consumption of the plants over a
20] certain timeframe showed me that at the
[21] end of the year, we would not
[22] significantly meet our reserve, emergency
[23] status that we set up of 60,000, and other
[24] cases where Fuel Procurement has gone out
[25] and purchased coals whereby I had to
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[1] proceedings, and if in the process we bank
[2] allowances, then that happens, yes.

[3] Q Does the company have g set of criteria to
[ 4] guide it in determining how much it should
[ 5T try to bank, or how it should evaluate

[6 what the cost and benefit of a bank in

in increasing the bank would be or do you

[ 8] just automatically, do you have such a

[9] criteria?

[0} A  We are using the '92 plan, the '95 plan
[11} and the 96 plan updated as that is what
12] we want to do, that table 5. That is our
13] new goal that we're shooting for.

14 Q  Under what criteria did you determine that
15] it was impoztant (0 have the bank run out
[16] in 2012, rather than 20087

{171 A We are trying as part of our Environmental
18] Compliance Plan to push any advanced

19 tecknology options such like 8 scrubber or
20)] any new technology that comes along

21 between now and then as far into the

[22] future as we possibly can. We are trying
[23] to limit capital spending.

{24 Q  Tsn't it true that another way of

[zs obtaining aliowances other than the fuel

PAGE 104
[1] account for the differential between what
[2 they were supposed to be buying according
3 to the plan, and what they acrually
4 bought.
5] Q  But again, I come back to the criteria
6] then is simply the plan. There'’s no
[7 independent criteria to determine what the
8] appropriate bank level is above the
9 margin?
10} Do you have any criteria that tells
11 you you'd like to have the bank at 100,000
12) rather than 200,000 or 200,000 rather than
13 100,000 allowances?
14] A  No.
[15] Q Do you have any criteria by which you
[16] measure what the cost to the company is of
7 having a bank that's 50,000 allowances
18] larger in phase two than it would be under
19] an alternate strategy?
20] A No, other than the expiration of the bank
21] being further out in time, which fulfills
[22] a management objective.
[23] Q Do you recognize that for the increased
[24] costs of fuel consumption of the lower
[25] sulfur coal, in the current years when you
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[1] make the fuel switch that that cost has a
[2] cafrying cost to it in terms of when the
[3] benefit will be realized in phase wo?
[4 A Idon't follow your question,
[5] Q Do you undertake — do you ever factor in
[6) the time value of money or the company’s
(n cost of capital in determining whether or
[ 8] not it is & good idea 10 purchase the
[9] allowances today for use in the future?
[10] A  That's what your levelized at ten percent
[11] does. It's accounts for the company's
2] cost of capital.
[131] Q  How does it do that? Would you explain
[14] that levelized ten percent line
[15] generically? You don’t have to do it by
16) reference to these numbers.
177 A  That's taking the net present value of ail
18) those caiculations, all those costs,
19) bringing them back to today’s value at &
20] ten percent rate.
[21] Q My question was when you make a purchasing
[22) decision for allowances, do you teke into
23] account the cost of money, time vaiue of
24) money, the cost of capital, however you
25] phrase it, do you take into account that
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[1] allowances, does it consider the time

[2] value of money in the time period between
[3] when you purchase the aliowances, and when
[4] you might use them in phase two?

[ 5] MR. REGULINSKI: Objection.
[ 6] Relevance. Without waiving the

[71 abjection, you can answer the

[ 8] question.

[9] A  Again, I'd like to restate that our

[19 purchases have been few, and therefore,
1} they have been for consumption in that
12} year in order to maintain our reserve

{13} leveis, and in view of that, [ don’t

[14] foresec purchasing now to hold for the

[15] foture,

[16] Q  And how do you evaluate whether it would
7 be cost effective to purchase allowances
[18 today for use in phase two? Does the

(9 company evaluate whether it would be cost
{201 effective to purchase allowances taday or
[21] at any time for use in phase two?

[22] A T have pet, no.

[23] Q  Have you ever considered purchasing any
[24 options or entering into any forward

[25] contracts for delivery of allowances in
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1] cost -
2] MR. REGULINSKI: Objection.
[3] © - when you purchase allowances?
[ 4] MR. REGULINSKI: Objection.
The purpose of this proceeding is
6] to determine whether the projected
system bank of cmission allowances
[ 8] over the 20 year planning horizon
[ 51 is reasonable and appropriate and
10] supported by the evidence.
11} Likewise, the different costs
12) that could be incurred for
13) different fuel levels over a 20
14} year planning horizon.
15) ke issue in this proceeding
16] is not the costs including
17 carrying costs when Mr. Hoag makes
{18] an individual purchase decision.
f19] But rather, whether to project it,
[20} the emission ailowance bank iz
[21} appropriate. Given that
(22) objection, can you rephrase the
{23] question?
f24] BY MR. PERLIS:
[25] Q@  When the company evaluates puschaging of
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[1] the future?
[2] A 1 have considered some of those type of
[3] trangactions.
{4 G And when you consider that, how do you
evaluate what the costs and benefits of

6] such & transaction would be?

7 1 do it on an economic basis.

8] Could you explain what the type of

9} economic caiculation is that yon make?

10 T might do a net present value analysis.
[11] That's the main one that T use.
[12) In which you would look at when the cost
[13] is incurred and determine what the present
14]
15]

16]

17]

18]

19]
20]
[21
[22
23]

24
[25]

o » Q>

value of that cost is?

Right.

And what about the use of the aliowance?
When you make that determination, how
do you factor that in?

I don’t understand what you mean.

If you were w0 do a forward contract,
you -- strike that.

Has the company bad opportunities to
purchase allowances for use in future
years?

A T have not solicited for that. T have not

Q>

o»

Robert J. Rua & Associates



PAGE 109

o»

or o>

asked for it. 1 really don’t even
entertain the brokers when they call me
and talk to me about it.

But if you wanted to, you're aware that
there are brokers out there who would be
interested in trying to arrange sales of
future year allowances to you?

After being in this market for four years,
I would sure hope to know that there are
brokers that would sell me allowances in
any year I want.

And are there people selling allowances
for use in future years?

There are some, yes.

And are there some that are doing this on
a forward basis, where you don't have to
pay for the allowances todsy but can pay
for them in the future?

Yes,

C.E.L. has never undertaken such a
transaction, has it?

Nao.

Earlier, you stated that the EVA forecast
of emission allowance prices did not show
the drop in actual prices that occurred.

PAGE 111

[1]1 Q Butit is least cost only in the sense of
[2) determining what the cost of allowances
[3] that you use in the future will be,

[4) correct?

[51 A  It's least cost in the delivered fuel cost

[ 6] plus allowances, plug trangportation over
(7 the 20 year planning horizon.

[8 Q Should C.E.IL be purchasing allowances
[9 whenever the cost of purchase is leas than
9] what the future value you're projecting
mj will be for those allowances?

[12] A 1 can't answer that yes or no because it
[13] depends upon what the cost is out in the
[14] furure, and we have a rather hefty

[15] carrying charge of ten percent on our cost
[18] of capital and money.

7] Q  So you do factor in the ten percent cost
18] of capital in making decisions as to

9] whether or not you would purchase

20] allowances?

2] A Yes.

{221 Q@  You don't factor that ten percent in for
[23] purposes of doing the asscasment of fuel
{24} switching in years 97 through '99.

{25] A That's not a cost on the sllowance.

[
[2
(3]
[4

5]
[6]
(71
[8]
9]

f—
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A
Q

Correct.

In '95 and '96. When that happened, why
did Centerior not consider purchasing
allowances of what wouid have seemed lower
than the projected forecast price for
allowances?

MR. REGULINSKI: Objection as
to relevance, Without waiving the
objection, if the wimess can
answer.

Again, after reviewing our bank and the
bank levels, and our plan, T didn't see
the need to go out and spend additional
corporate funds in order to bank more
allowances.

Then why 18 there a need to do the fuel
switching to bank additional allowances?

That’s not the purpose of the
Environmental Compliance Plan, to bank
allowances.

The purpose of the Environmental
Compliance Plan is to comply with the
regulations and do it 24 a least cost
methodology and because of 3.8 being least
cost, that gives ug that bank.
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[1 Q  So in other words, you don't view as

(2 comparable economic decisions fuel

[3] switching today, and obtaining sllowances

[ 4] that you can use in the fature, and

[ purchasing the allowances today for use in
{6l the future?

[T A  Would you re-read that, please?

[8 ---

[9 (Record read.)

[0 .-

L A 1 guesas I'd ask you to elaborate on that
[12] because I'm still confused by what you're
3] looking for or wanting.

[14] Q  If the company has two options, one is to
[15} fuel switch and obtain additiona! phase
[6] two allowances, and the other is not to
n7 fuel switch and to buy the allowances in
18] the market today for use in the future,
[19] how do you decide whick of those two is &
[20] better economic option?

[21] A  We haven't done that analysis becausc we
[22] are going for the fuel switching, Again,
[23] by my analysis and my bank, we don't need
[24) to go cut and purchase. 30 therefore, I

don’t really consider that an option at
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(2] Q

2
>0

this point in time.

Why do you need to incur the additional
cost today of fuel switching to create the
bank in the futuré?

MR. REGULINSKI: Objection.
We have not testified that there's
additional cost. Tf you make a
clarification between delivered
cost and evaluated cost.

Additional delivered cost.

Yeah, I'll go back to the 20 year planning
horizon. The levelized cost of the 20
year level showed 3.8 is the smaller
amount, and again, to fulfill 2 management
objective to defer the capital cost as far
into the future as possible.

To defer the capital cost. By that, you
mean cost that would not be passed through
currently as a cost of service?

I'm saying the capital cost that would be
associated with any new technology that
was installed in the plant in future
years.

Or (he capital cost associated with
purchasing allowances today for use in the

PAGE 115
[1 & five minute break, if you like.
[2 MR. PERLIS: No, I would like
[ 3 10 just go on. I'd like to finish
4 as soon as [ can. Of course, if
5] the witness needs a break,
6] THE WITNESS: No, keep going.
71 BY MR. PERLIS:
8] Q Could you please tell me, as best you can,
9] what you view as the difference between
10 the decision to buy an allowance today for
i1 use in the future is from the decision to
12] incur higher delivered fuel costs today to
[13] obtain additional allowances in your bank.
14] A  It's not a decision between those two.
[15] It's a decision of the least cost to the
fr6] customer over the 20 year planning
17 horizon.
[18] Q  Have you compared the least cost of the
[19] fuel switch to a purchase of allowances in
[20} your study?
[21] No, because we don’t feel we need to
[22] purchase allowances.
[23} But then how can you make & judgment as to
[24) whether it's least cost or not as between
[25] purchasing allowances, or cngage in the
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future, that would be a capital cost also,
wouldn't it?

I'm not sure how our accounting group
would handie that.

Well, do you agree that the higher the
delivered cost - that the greater the
difference in delivered cost between the
lower suifur coal and the higher sulfur
coal, the less desirable is & fuel switch?

Say that again, please?

Do you sgree that the greater the
difference between the delivered cost of
coal, the higher ~ at the lower sulfur
compared to the higher sulfur coal, the
greater that difference, the less
desirable it is to fuel switch?

MR. REGULINSKI: A
clarification. You're talking
about at delivered prices again?

Yes, yes.

If the spread is great, you wouild want
to — [ hate to do this to you, would you
restate that again, please?

I think we'll just go on.

MR. REGULINSKI: We can take

PAGE 116
[t fuel switch?
[2 MR. REGULINSKI: Objection.
[3 T believe this is — we've gone
[ 4 through this several times. You
5] keep circling back around to this.
6] I think we've been through
7] this before. Without waiving the
[8 objection, the witness can answer,
[9 Again, our plan was to assess the lcast
10} cost of these options, all right?
1] S0 you did not — the company has not
12] considered comparing whether or not it is
13] least cost to fuel switch versus
14] purchasing allowances?
15] MR. REGULINSKI: Objection.
16] Asked and answered. We've done
17] that one. :
[18] MR. PERLIS: Could we please
[19] let him answer that?
[20] MR. REGULINSKI: Once again,
[21} once again, dbut thig i the last
[22) time for this question.
[23) A  No,1did not.
[24) Q  You did not consider whether it was least
251 cost to purchase allowances rather than to
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[1 fuel switch? (1 He's indicated he doesn't know.
[2] A  Correct. (2 MR. PERLIS: Tl restate it.
[3 Q  Now if you do buy allowances for future [3) My question's different.
[ 4] use, would you consider there to be a risk {4 Q Have you had occasion to inquire as to the
5 that it might turn out to have been a bad [ 5} weatment of the emission allowance
6 investment because of price volatility in [ 6) prices?
7 allowances? [71 A  Tve had no need to inquire because of our
8 A With any purchase, you have volatility and [8] plan stating that we were going to bank
[9] risk. : {9] aliowances in phase one for use in phase
10] Q  Is that — does that also apply to the 10} two.
1n fuel switch? Is therc volatility and risk [11] Q  So in your emission allowance capacity, if
12] that affects the 20 year benefits for fuel {12 you determine that you could get
[3] switching? [13] allowances today more cheaply than what
14 A According to my last statement, [ would [14) you project into cost in the future, would
15] have to say yes, that there is. [15] you consider purchasing the allowances
16] Q  And yet, the company isn't considering [16] today?
17} buying allowances in part because of that 1N MR. REGULINSKI: I'm sorry,
18 risk, but you're willing to consider doing [18] read that question back again,
19 the 20 year fuel switch? 19} please.
20) MR. REGULINSKI: Objection. [20] ---
21] That's argumentative. [21] (Record read.)
(2] MR. PERLIS: Tl strike the 22 .
f23] question. [23] A Again, if 'm going to bave a surplus bank
[24] Q  Before you said that one of the reasona [24] that per table S is growing through phase
{25] you don’t want to purchase allowances is [25] one, [ don’t see a need to purchase

PAGE 118 :
[1] because of the high cost of capital to the
2] company; is that correct?
3 A Correct.
4] Q  Is there a sense in which capital is
5] scarce at the company, and that that
6 factors into your consideration?
7] MR. REGULINSKI: Objection,

[ 8] relevance. 1 think we've had
[ 9} testimony from Mr. Stead on this

10] very issue eatlier from

11 Mr. Weissman.

12 MR. PERLIS: Mr. Hoag is the

13 Manager of Emission Allowances in

14] making those decisions.

15] MR. REGULINSKI: Without

16 waiving the objection, if the

17] witness can answer the question.

18 A Again, I will state T do not know whether
[19] an allowance purchase wonld be a capital
[20] or an OM expense at this point in time.
[21] Q You've never had occasion to inguire as to
[22 that critical fact in your emission
[23 allowance management function?

[24 MR. REGULINSKI: Objection,
[25] Objection. That's argumentative.
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Q
A
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allowances.

Do you agree that prices of allowances are
somewhat volatile?

You have volatility in any market. This
has experienced up and down swings in
that.

In percentage terms, i it any more or
less than for fuel costs?

That, I can't tell you.

And in terms of the reliability of the
forecast, do you try to track how reliable
your forecasts are year to year?

T bave not specifically tracked it, no,
but I believe it to be close.

Given those uncertainties, why did the
company not present sensitivity analysis
with respect to emission atlowance prices
and delivered fuel costs?

In regards to allowances, I think my
forecast is close enough that it doesn’t
need to be, and as far as fuel costs, we
are doing sengitivity when we cvalvate the
different sulfur costs for using different
fuel costs, but I did not do a sensitivity
around each one of them, and based on my
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iy experience, 1 didn't think it was [ 1] back in -
{2 Necessary. 2 MR. REGULINSKI: July of '95.
{3] Q In 1997, has Centerior purchased any 3 MR. PERLIS: 95, right.
[ 4 allowances? - 4 MR. REGULINSKI: I can hand
i3] A Na. 5 this to the -
{6] Q@ Have you been - did Centerior participate 6] Q TI'm reading from the "96 order because [
[7} by making a bid in the suction in 19977 7 can't find my '95 one but it's the same
[8] A No 8 scven criteria.
[91] Q Did C.EI submit a bid in any prior 9 Criteria No. 6 is a consideration of
[10] year's auction? . 10} the impact of reduced consnmption of Ohio
111 A Yes. i1 coal and the resulting impact on
[121 Q  Did you do one in 1996? 12] Centerior’s customers.
[131 A 1 believe we bid in '96, yes. [13] Could you, please, describe for me if
[14] Q Did you receive any aliowances? [t4] you will, the nature of the analysis that
[15f A No. [15] you undertook to determine the
[166 Q 1Is that because your price was below the [ts] consideration of the impact of reduced
n7n market clearing price? n7n consumption of Ohio coal?
[181 A  That's obvious. [18] A  Okay, obviously you and I are reading it
[191 Q  Have you ever purchased any allowances at {19] diffcrently becanse T don't read it that
f20] the auction? {201 way.
21] A Yes. [21} 1 read it as "and the resulting
(2] Q Do you recall what year that was? (22] impact on Centerior customers.” 1 don’t
[3] A Well, if I didn’t get any in '96, 1 didn"t (23} separate the two or make the distinction.
[24} get any in '93, probably 94 and I'm not [24] Q 1 see. Just to clarify the wimess's
(25} sure if I got any in the "95 one or not {25} answer, you view item No. 6 as principally
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[1] but that's all documented through the EPA. [1 focussed on impact on Centerior's

[2] Q  Would you say that the company has made a [ 2] customers?

[3] deliberate decision not to purchase [3] A  That is definitely, yes.

[4] allowances for future use? [4f Q Okay. In what way might reduced

(5 MR, REGULINSKI: Objection, [5) consumption of Ohio coal affect

[ 6] asked and answered. Again, one [ 6] Centetior's customers?

| more time. [71 A  Well, again we're not looking so much at
{8 A I think I've stated several times that [ 8] the reduced consumption of Ohio coal as we
[9] we've made the decision to only purchase [9] are looking at the least cost to Centerior
[10} On an as needed basis for specific [10] customers.

[11} situations, [11] What methodology of the procuring
[12] And other than that, with our baak [12] coal, maintaining compliance with the

[13] level growing, we're not going to plan to [13} regulations and at the lsast cost to our
4] purchase, [14] customers.

[15] MR. PERLIS: T'd like to take {15 Q  And did you consider or emdertake any
[16] just a couple minute bresk, and {16] analysis of what might happen in the Ohio
7 sce if 1 have any other questions. (17 coal market in conducting this study?

[18] .- [188] A  Again, we looked at it only from our
[19] (Short recess had.) 9} customers’ viewpoint. We do not.

[20) .- {200 Q Right, and how did you reach any

[21] BY MR. PERLIS: {21] conclusions that you reached about the
[22 Q T'm looking now at the seven criteria that 2] impact on your Centerior customers?

[23) the Comtission asked the study to address [23] A  We reached the conclusions by again, going
[24] in its order of, if T remember, November [241 back to tables 2, 3 and 4, and looking at
[25]) 12, 1996 — not that one, it's the order [25] the 20 year levelized cost that that is
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[1 the least cost for our customers, [1] Q Til start & new different way. In your

[2] Q  And does that levelized cost assume that [2] rcading, did you notice that any existing

[3 there's going to be any change in the Ohic [ 3] Ohio coai contracts were cancelied or

[ 4] market for coal? ~Does it take the [ 4] terminated and repiaced by the Ohio Valley
[ 5] existing Ohio coal market as a given [ 5] Coal Company's coal?

€] forever? { 6] T don't recall seeing that in any of the

7] A As far as the Ohio coal market goes, I can (7 articles that T read or reviewed.

8 only speak to what I pick up every now and [ 8] Hypothetically, if the Ohio Valley Coal

b4 then in the different journals or [9] Company coal was replacing coal that would
10) periodicals. [16] otherwise have come from Ohio mines, would
1] Q I'm not — excuse me. 1] the affect of your fuel switch then have a
12] A Let me finish, please. [12} net affect on Ohio coal mine production?
13] Q I'm sorry. [ apologize. {131 A 1 think you're asking me to evaluate

14] A Such that when I read those journals and [14] something that's two or three items down
15] articles, T see that Ohio Valley Coal 15] the line and away from our plan and I

16] Company is selling coal to other Ohio 16 don't want to hazard a guess on that.
7 utilities, and therefore, T don't see that 17] Q  Okay. Let's go on to item No. 5,
[18) if this particular contract with Ohio (18] uncertainties concerning Centerior’s
{19] Valley Coa! is lost, that it would put [19) anticipated need and price of atlowances
(20 them out of business. f201 in futute years.
[21] Q° Of course, that wasn't my question. My 21 Speaking again of the study itself,
[22] question was what did you — not what 22 how specifically did the study evaluate
[23} do you see when you're reading the papers, 23 the uncerainties?
[24] but what did you do for preparing the [24] MR. REGULINSKI: Can we have
[25] report, the Suppiemental Fuel Switching table 57 Do you have it handy?
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[1 Study, to evaluate, if anything, what 1

[2 would happen to the Ohio coal market? 2

[3 A Again, getting back to No. 6 that we read 3

[ 4} it differently, 1 address it as from the [4]

[ 5] standpoint of Centerior's customers. 5

[6f Q  And so other than the analysis that’s set 6

[7] forth in sort of the comparison of those 7 A
[8 columns in table 2, you did not analyze 8

[9] the potental impact on the Ohio coal [9]

[10] market and any collateral consequences [10]

[11] that that might have? [11]

[i2 A  Agsin, we didn’t read No. 6 the way you're 123

13] reading it, and that's not the way we [13]

[14] approsached it. So, no, T can't give you a 14 Q
15) response on_that. [15]

16] Q 1n your reading, as you've noted that the [16]

17] Ohio Valley Coal Company may have entered (17

18) into certain additional aales of coal for (18]

f19] the phase one period, are you aware of (19]

[20] whose cozl was being displaced when the [20]

21] Ohio Valicy Coal Company entered into 21}

22] these contracts? [221

23] MR. REGULINSKI: Could you [23]

[24] clarify that question, by whosc [241

[2s] coal is being displaced? [25]

Or table 1 1 guess. Do you have
the confidential — these are the
non-confidential. Do you need
to scc the prices?

THE WITNESS: No, no.

MR. REGULINSKI: TU'm serry.

Well, the second half of that, the price
of the allowances is table 1. The
uncertainty concerning Centerior's
anticipated need, that comes out of the
production costing model, and it shows our
bank growing through phase one; declining
during phase two.

You didn’t do any sensitivity analysis
concerming Centerior’s anticipated need
under difierent assumptions for the PROMOD
model, did you?

MR. REGULINSKI: Objection.
Asked and answered,

MR. PERLIS: 1 think in the
context of answering specifically
whether or not he evaluated these
uncertainties, in light of the
witness’s previous answer, [ think
a follow up is permitted. Wil
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you instruct him to please answer?
MR. REGULINSKE: T thought we

were concluding, Silly me. If

the witness can answer the

question.

Again, our bank baiance is growing through
phase one. The uncertainty as to need
during phase on¢, we have our need covered
for compliance purposes.

And in phase two, we are taking that
surplus and using it for when we are not
complying in phase two.

And do you read No. 5 as uncertainty only
applying to anticipated need or also to
uncertainty about price of allowances in
future years?

[ read them together.

So would you please tell me how the study
identifies uncertainties in emission
allowance prices in future years?

I developed the forecast. That forecast
was used in the planning models. No, T
did not do sensitivities around it. I
didn’t feel it was necessary,

I felt the forecast based on my

o »0 >

know whether the prices are out of line
at all with what you had forecasted the
prices to be at this time?

T would say those prices compared to my
study forecast, the prices are high.

And —

Which a higher allowance price makes a
higher sulfar coal even less attractive.

Did you anticipate those higher prices
when you did your 1996 forecast?

MR. REGULINSKI: Objection.
Objection.

Okay. T'd just like to look at a couple
of the answers to Interrogatories. Number
1.

MR. REGULINSKI: D'm placing
before the witness a set of the
Interrogatories which he'll have
before him during these questions,
a set of the Interrogatories and
Centerior’s response thereto.

BY MR. PERLIS:

Q

Do I understand the process that you
followed in making your allowance forecast
would first be to determine the probable
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] Q

experience was good enough, so 1 did not
do any sensitivities around that.

And in the less than one year time since
you undertook that projection of emission
allowance prices, have emission allowance
prices pretty much tracked what your
projection was?

T would say that there has been a small
perturbation in the market that was not
anticipated, but other than that, it's
been very close.

And what do you think may have accounted
for that small perturbation, do you have
any idea?

1 would have to say from what I know of
the emission allowance market, it's your
client going out and trying to pursue
allowances in the November, December
timeframe.

What about the 1997 auction conducted by
EPA, did that represent a perturbation, as
well?

I really haven't studied the auction
results all that much yet.

Do you know whether the —~ 30 you don't
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A
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market price for ¢urrent vintage
allowances?

That's part of it, yes.

And then the next part of it would be to
determine an inflation and escalgtion
factor to apply to the current vintage
allowances for determining future years’
allowance prices?

That's correct.

Is there anything else, or do you wish to
expand on the way in which you conducted
the allowance forecast beyond that, or
does that pretty much capture it?

No, that captures it.

What is the difference between the
inflation factor and the escalation
factor? Is there a difference?

The inflation factor is a corporate
established number as what we see as
inflation for the next years in our
economic models and escalation refers to
what I feel the market is ~ the allowance
market is going to do with the allowances
if no inflation were imposed upon it.

So the inflaton is the purely general

Robert J. Rua & Associates



PAGE 133

o>

economy wide inflation and the escalation
factor is an emission allowance market in
real dollars -

Correct. -

— factor. And what are the factors that
you consider in determining the
escalation, the real market increase?

Basically, my knowledge in the market,
reviewing different documents that T have
in my posscssion such as the RDT study,
and EPRI, E-P-R-l study, along with the
fact that in 2000, the permitted level or
the allocation level drops from 2.5 down
to 1.2. Taking all that into account, I
developed an eacalation rate.

s it pretty much a constant escalation
rate throughout the 20 year period?

In my forecast, ! generally tend to
probably do near term pretty close and
then as I get out, I do increase in
escalation g little bit just because of
the time difference, but it's not that
large a difference.

Mm-hmm,

Q

o>

o>

And was that price above or below where
you projected in the 1995 study?

MR. REGULINSKI: Objection,
relevance. Without waiving the
objection, go ahead and answer.

T can't remember if it was above or below,

Okay. Have you considered at all whether
new environmental regulations now being
proposed in Washington might &ffect the
trend in future market prices for emission
allowances?

No, I have not.

Do you think that the proposed emission
restrictions on small particulate maiter
might affect eventusl strategies for that
type of pollution and therefore, have a
collateral affect on the demand for sulfur
dioxide emission allowances?

1f those types of proposed regulations are
nearing going into the Federal Register,
our Environmental Department advises us
and then we start planning appropriately.
So to date, no, 1 have nct done anything
with particulates.

Question No. 4, if you will. Take a

{1
[2]
[3]
[4
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[l 2

{At this ime, Ms. Mooney left

the deposition.)

And in the last three years, has there
been any escalation at all in emission
allowance prices?

I would aay yes.

S0 starting from the beginning of that
three year period to today, there's been
an escalation in emission allowance
prices?

Okay, if we start at calendar 97 and go
back three years, that puts us at calendar
94, correcy?

If my memory serves me correctly, I
think through calendar '94, the price of
allowances dropped slowly, and then when
we hit the suction of '95, they dropped
dramatically, and then by the end of —
let me take that back, that was "96.

By the ¢nd of 96, the '96 auction,
the prices dropped drastically and then by
the end of '96, the prices were right back
up to where they were at the beginning of
'96 within two or three dollars,
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minute to just read it.

QOkay.

Call your attention to the last sentence
there, the second paragraph of the
responsc. “To the extent ~" and T quote
now — "To the extent that uncertainties
affect this bank prajection and its
implications for Centerior’s anticipated
need for atlowances, Centerior will buy
allowances at the market price as needed
to achieve least cost compliance.”

What strategy is this that you're
deacribing to buy allowances at market
prices?

MR. REGULINSKI: Objection.
We've gone over this stuff before.
We will let this guestion go and
try to answer, but I remind you,
Mr. Perlis, that we've gone
through the purchasing of EA's to
some great extent, and whether or
not Centerior is going to be
purchasing EA’s or not and why
they are or are not. We've gone
through this in great detail.
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[1] BY MR. PERLIS:
[2] Q  Let me rephrase the question then. By
[3] this, do you mean that you will continue
[ 4] the policy that you've described earlier
[ 5} in this deposition? That you'll purchase
6] allowances on a year by year basis as you
7 necd them to keep your reserve level at
8] 60,000 or whatever it is?
(91 MR. REGULINSKI: Well, the
10} record will reflect what the
1] witness has said previously, With
12] that objection, we will allow the
13} witness to respond.
4] A  In my opinion, this refiects two things.
15] It reflects, yes, that we will buy to
16] maintain our bank level, but it also
(17} indicates that we will buy allowances in
[t8] conjunction with fuel, whichever is the
19] lcast cost to our customers, or buy
20] allowances to supplement a fuel purchase
21] such that the coal vendor doesn’t have to
[22] supply the allowances, if he doesn't want
23] to.
[24f Q  Okay. Question No. 8. You were here
carlier today when [ was inquiring of

PAGE 139

(1 was prepared?

[2] A  For the terms of that contract, it is my
[3] understanding that, yes. In other words,
[4] when that contract expires in 1997, that
{5 then we switch to the EVA fue! price

[ 6} forecast at that point in time 30, yes, up
]| until September of "97, of this year and
iB8l through whatever its contract date is, we
{9] would use the OVCC contract.

[to] Q And what were the EVA forecasts based
[1] upon, to the best of your knowledge?

[121 A I dont know what the EVA price forecast
{13 was based on,
14] Q Do you know if they provided you with a

15] spot forecast for the fourth quarter of

16] *97 and for any portion of "98?

17] A No, Idonot. Ido notknow.

[18] Q  Given that the company is pursuing a
f19] strategy of purchasing only at the spot

20] market for 1998, and for the fourth

[21 quarter of 1997, do you not think it wonld
22 be very important to know what the

23 forecast — whether you had forecasts of
[24] bid prices in that period?

[235] A  No, I don't think so0.
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{1 Mr. Kovach about thiz response and he
[2) deferred to you.

{3 ™The coal price forecast " I'm

[ 4] quoting now -- "The coal price forecast

[ 3] used in the Supplemental Fuel Switching
[ 6] Study was developed based upon C.E.L’s
[7 long term coal supply contract prices in
(8] place on the date the forecast was

(9 prepared.”

[10] Were there any such long term coal
113 supply contract prices in place on the
{12 date that the forecast was prepared for
[13] Eastiake and Ashtabula?

fia] A  The only long term contract I know that
[15] was in place_at that time is the current
{16] Ohio Valley Coal Corporation contract.

[17] Q  Was your coal price forecast based upon
[18] that contract?
[191 A  Again, it's not my coal price forecast.

[20 It comes from the Fuel Department under
[2t] Mr. Kovach.

[22] Q  Was Centerior’s fuel price forecast

23] included in the Supplemental Fuel

[24] Switching Study based upon the Ohio Valley
[25] Coal contract in place when the forecast
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1] Q  Whynot?

2] A Because you're talking about a spot

3] market, and I'm talking about a 20 year

4] leng range plan.

5] Q So that the EVA - that the coal price

6] forecast in the Supplemental Fuel

Switching Study is a long term coal
{8] forecast, looking at more long term prices

[ 9] than is the spot market that you've
[10] entered now?

11] A I believe that's troe.

12) MR. REGULINSKI: May I bave

13] that question and answer re-read,

14] please?

15] ---

16] (Record read.)

17} ---

18] @  Okay. Looking at the next paragraph in
19] your response to No. 8, T quote, "The
{201 transportation price forecast was
21] developed based upon the rail rates in
[22] place on the date the forecast was
23] prepared. Then the rail rates arc
24) escalated at an anaual escalation rate per
251 the terms of the rail agreement.” Close
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quote.

The reference to rail rates in place
here, does that refer exclusively to the
rail rates for the teased engines and can
that we discussed earlier with Mr. Kovach
this morning?

T do not have knowledge of that. 1 do not
know.

Mr. Kovach said he wasn't sure and said
that 1 should ask you since you prepared
the study.

1 prepared the study, but he does the fuel
price forecast.

You don't provide any independent analysis
or review of the transportation price
forecast of the delivered coal price
forecast?

No, that’s not my area of cxpertise and 1
don't have knowledge in that area, as [
said before.

Who in the company do you think knows what
the transportation price forecast was
based upon?

Who do I think knows? It would either be
Mr. Kovach, Mr. Stead. That wouid be my
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[1] potential aliowance deal, but I have not
{2] published anything to the company.

[3] Q But there was something published for
[4] purposes of evaluating the fourth quarter

[ 5] bids or a document?

[6 A 1don't know if it was specifically for

[7 that, or I just updated it in October as

[ 8] general purposes as to the way the market
{9 had been moving. 1 can't remember which
[10} of those two reasons why.

[111 ©Q  Would that have been a 20 year forecast or
[t2) just for "97?

[13 A No. WhenlIdoit, Idoit-

[14] Q  For 20 years?

[15] A  Yes

16] Q  This may be one of the last two questions.
17] When you have evaiuated high sulfur coal
18 prices at the 6.0 level in the study, are

19] you relying on any coal prices being

[20; charged or expected to be charged by

21 producers other than the Ohio Valley Coal
22 Company?

23] -

24] {Record read.)

25) .--
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two guesses.

I see. Mr. Kovach, what role, did you
play as the Emission Allowance Manager in
helping Centerior evaluate the '97 fourth
quarter bids?

Can [ ask you a question? You addressed
me as Mr. Kovach,

P'm sorry, Mr. Hoag.

Samec gquestion applies?

Yes, a different answer I hope.

I supply them with my emission allowance
price forecast and then they roll that
into their analysis.

And was that the same emission allowance
price forecagt as utilized in the 1996
study?

Probably not.

So it was an updated forecast that you
provided?

Yes. Sometime in October, | provided it
but 1 don't know if it was before or after
their analysis.

Has that forecast been subsequently
updated since Octaber?

For my use only on evaluation of a
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[1] A  That's a yes and no answer. Again, we use
[2) the current Ohio Vailey contract through
3 its termination, and then we go with 2 6
[4 pound sulfur coal that would be indicative
15 of Ohio coal.

[6] Q  And that's based on the EVA estimate?
[Tl A  That's correct.

[81] Q But you don’t know whether the EVA
191 estimate looks at other producers of Ohio
[10] coal?

[11] A No,1dont.

[12] Q  When I was questioning Mr. Kovach, he
[13} mentioned that be thought there might be
[14] guidelines that the company has with

[15] respect to emission allowance banking.
{té6] A  There are guidelines that were presented
[17] by EVA in their analysis they did for us
18] in '94. 1 am following those but there's
19] no approved corporate guide for them.
20) I mean they have not been ultimately
21) shown to upper management for approval.
22] Q  Can you give me just a rough idea what the
23] nature of these guidelines are, what they
[24] guide you in?

25] MR. REGULINSKI: Without
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[1] revealing any confidential [1] STATE OF OHIO, ) CERTIFICATE
[2) proprietary information from EVA, }
[3] please. 2] COUNTY OF CUYAHOGA )
[4 Q Rigt - 3) I, Ellen A. Hancik, a Notary Public
[5] A It lays out a couple formulas for buying 4]  within and for the State aforesaid, duly
[ 6] and selling allowances; what criteria we 5] commissioned and gualified, do hereby certify
[T should use in evaluating those purchascs [6] that the above-named RICHARD HOAG, was by me,
[8] or sales. 7]  before the giving of his deposition, fisst
{9)] Q  When you say generally, you've been trying 8] duly sworn to testify the truth, the whole
[ol to follow those as guidelines in your 9] truth, and nothing but the truth; that the
mj decisions to purchase or sell emission [10] deposition as abave set forth was reduced to
[12] allowances — [tt] writing by me by means of stenotype, and was
[131 A Correct. {12] later transcribed into typewriting under my
[14 Q T take it those guidelines are not 13]  direction; that said deposition was taken in
[15} dependent on a specific emission atlowance 14}  ali respects pursuant to the stipulations of
{16} price forecast that may be in place at & 15] counsel herein contained, and was completed
[17] given point in time? [16] without adjonmment; that the foregoing is the
[18] A  It's been quite a whilc since T referred [17] deposition given at said time and place by said
9 back to them. T wouldn’t want to hazard a (18] RICHARD HOAG; that I am not a relative or
[20] guess, [19] attomey of cither party or otherwise interested
{21] Q  You didn’t evaluate how those guidelines [20] in the event of this action.
[22] might be applied for purposes of the [21] N WITNESS WHERECF, 1 hereunto set my
{23] Supplemental Fuei Switching Study, did [22] hand and seal of office, at Cleveland, Ohio, this
{24] you? {23] 9th day of April, AD., 1997,
[25] A  (Indicating no.) [24]
Ellen A. Hancik, RPR, Notary Public
[25] My commission expires: 2/1098
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MR. PERLIS: Okay. I don’t
think I have any further
questions,

RICHARD HOAG
(Deposition concluded,
Signature not waived.)
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